
Cement

1QFY13 numbers decipher more positives, no negatives
The cement majors have reported strong numbers for 1QFY13  (EBITDA 9-18% ahead

of estimates), amidst a mixed bag of expectations – improvement in operations

coupled with regulatory concerns post the adverse verdict by the Competition

Commission of India (CCI). The robust performance is attributable to (1) strong QoQ

improvement in realizations (6-8%), and (2) in-line volumes and cost push (which

has been showing signs of stabilization). Given our positive outlook, we have

upgraded our earnings estimates (4-11% for ACC, Ambuja and UltraTech), backed by

10-12% upward revision in realization assumptions.

Dispatch volumes in-line; realizations surprised positively

Volumes (MT) Realization (INR/ton)

Act. Est Var YoY QoQ Act. Est Var YoY QoQ

(%) (%) (%) (%) (%) (%)

ACC 6.1 6.1 -0.8 -2.8 -5.6 4,591 4,396 4.4 13.3 7.9

Ambuja 5.6 5.8 -3.2 13.6 3.6 4,556 4,380 4.0 10.7 6.9

UltraTech 10.3 10.4 -1.1 0.6 -7.0 4,913 4,014 22.4 12.7 6.2

Birla Corp 1.6 1.5 12.3 23.0 -10.0 4,042 3,761 7.5 10.3 1.3

Aggregate 23.6 23.8 -0.7 4.6 -9.3 4,686 4,186 11.9 12.2 6.4

Source: Company/MOSL

Favorable trends portend further upgrades
We expect stabilization in costs, driven by (1) declining prices of imported coal, (2)

stabilization in freights, and (3) improving operating leverage, backed by higher

utilization. Realizations are likely to remain healthy, even over seasonally weak

periods, with only a moderate dip. Though we have significantly upgraded our

realization estimates (10-12%), we see further upsides, as (1) implied realizations

for FY13/FY14 are within 2-3% range of 1QFY13 levels, and (2) for new capacities to be

viable (based on 15% CRoIC), realizations need to be ~12% higher than the current

cement prices. Based on our current estimates, the large-cap cement companies are

trading at historical average valuations (EV of ~8x FY14E EBITDA). While consensus

estimates are upto 17% lower than our estimates, we expect meaningful upgrades in

the same with positive outlook on price resilience, which should drive valuations.
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Strong pricing drives earnings outperformance; upgrade cycle continues
3 favorable trends, 3 positive expectations; Upgrading EPS 4-6%; potential for further 10-20% upgrade

Trend #1 Strong realizations across companies, beating estimates by wide margins

Trend #2 In-line costs, with no major surprises; cost push showing signs of moderation

Trend #3 Meaningful upgrades across companies; street yet to catch up

Expectation #1 Stabilizing cost factors should assuage cost inflation

Expectation #2 Strong realizations even in monsoon season to drive further upgrades

Expectation #3 Meaningful upgrades in consensus estimates to drive stock prices

Prefer Ambuja and UltraTech/Grasim among large-caps, and Shree Cement among mid-caps.
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Comparative Valuations
CMP TP Upside PE (x) EV/EBITDA (x) EV/TON (USD) - CAP

Reco (INR)  (INR) (%) FY12 FY13E FY14E FY12 FY13E FY14E FY12 FY13E FY14E

ACC* Neutral 1,338 1,420 6 22.7 18.0 15.2 13.2 9.7 8.4 132 128 126

Ambuja* Buy 193 208 8 23.6 16.5 14.6 13.8 9.7 8.3 175 171 167

Grasim # Buy 3,018 3,333 10 10.5 8.7 8.1 6.7 6.0 4.8 123 126 92

Ultratech Buy 1,654 1,821 10 18.9 15.1 13.6 11.3 9.6 8.2 165 169 138

Birla Corp Buy 221 277 25 7.1 6.8 6.7 4.3 4.3 4.1 31 33 34

India Cements Buy 86 140 64 8.9 7.2 5.5 5.5 4.7 3.7 60 58 53

Shree Cement Buy 3,087 3,478 13 13.1 12.0 10.4 7.7 6.5 5.3 141 120 111

Sector Aggregate ^ 24.3 18.9 15.0 14.7 10.9 8.7 146 140 136

*Y/E December; ^Aggregates excludes Grasim & JaiPrakash; # Merger/De-merger of Grasim’s cement assets assumed from 2QFY11

Worst behind; expect gradual improvement
We believe that the worst is behind for the cement industry. We expect gradual and

consistent improvement in capacity utilization and operating performance. Long-

term demand drivers remain in place. After the recent outperformance, cement stocks

are trading at historical average valuations, leaving limited room for further re-rating.

We expect strong earnings growth to drive stock performance, hereon. We prefer

Ambuja Cement and UltraTech/Grasim among large-caps, and Shree Cement among

mid-caps.

Government intervention – key risk
Any intervention by the government to curb cement prices is a key risk for the industry.

In the past, the government has intervened (driven by the then Finance Minister, Mr

P Chidambaram) in free pricing of cement to curb inflation. This had severely impacted

operating performance of the cement companies and their stock prices.

Source: Company/MOSL

At July 2012 price levels, our FY14 EBITDA/ton estimate would see ~11% upgrade

Meaningful upgrades in EPS estimates, led by outlook of stronger
realizations (INR b)

CY12E CY13E

EPS (INR) Rev Old  Chg (%) Rev Old Chg (%)

ACC 74.4 66.8 11.3 87.8 83.0 5.9

Ambuja Cement 11.7 10.8 8.1 13.3 12.6 5.0

Ultratech Cement 109.7 103.4 6.1 121.9 116.9 4.3

Birla Corporation 32.6 24.1 35.3 32.9 26.9 22.2

Source: Company/MOSL

Consensus estimates are 2-18% lower than our estimates

Bloomberg MOSL Variance

consensus (INR) estimates (INR)  (%)

EPS CY12E CY13E CY12E CY13E CY12E CY13E

ACC 73 87 74 88 2 1

ACEM 10 12 12 13 14 12

UTCEM 97 110 110 122 13 11

GRASIM 294 336 345 372 17 11

Source: Bloomberg/MOSL
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Strong realizations across companies, beating estimates by wide margins

 Realizations beat estimates by wide margins: Growth in realizations has been a

strong positive surprise. While average realization grew 12.2% YoY and 6.4% QoQ,

the variance vis-à-vis our estimate was 11.9%. This has been the highest positive

variance in the last few quarters.

 Prices holding up well, aided by weak monsoon: Prices improved by INR5-10/bag

MoM across regions in June 2012 after a temporary blip in May 2012. Our channel

checks suggest no meaningful seasonal moderation in July 2012. Stable demand

scenario and weak monsoon have supported cement prices even during the

seasonally weak period.

 Dispatch volume growth has been in line with our expectations: Dispatch volumes

grew 4.6% YoY (declined 9.3% QoQ). The variance vis-à-vis our estimate was -

0.7%. Most companies have hinted that steady progress in construction activities

and delayed monsoons have rendered demand stability.

 Strongest 1Q capacity utilization: Capacity utilizations suggest steady seasonal

upswing. 1QFY13 utilization and volume growth were the healthiest in the first

quarter over FY11-13. Capacity utilization improved 250bp YoY (declined 800bp

QoQ) to 75.5% in 1QFY13.

Dispatch volumes in-line; realizations surprised positively

Volumes (MT) Realization (INR/ton)

Act. Est Var YoY QoQ Act. Est Var YoY QoQ

(%) (%) (%) (%) (%) (%)

ACC 6.1 6.1 -0.8 -2.8 -5.6 4,591 4,396 4.4 13.3 7.9

Ambuja 5.6 5.8 -3.2 13.6 3.6 4,556 4,380 4.0 10.7 6.9

UltraTech 10.3 10.4 -1.1 0.6 -7.0 4,913 4,014 22.4 12.7 6.2

Birla Corp 1.6 1.5 12.3 23.0 -10.0 4,042 3,761 7.5 10.3 1.3

Aggregate 23.6 23.8 -0.7 4.6 -9.3 4,686 4,186 11.9 12.2 6.4

Source: Company/MOSL

1QFY13 numbers decipher more positives, no negatives
Upgrading earnings estimates across companies

 The cement majors have reported strong numbers for 1QFY13 (EBITDA 9-18% ahead of

estimates), amidst a mixed bag of expectations – improvement in operations coupled

with regulatory concerns post the adverse verdict by the CCI.

 The robust performance is attributable to (1) strong QoQ improvement in realizations

(6-8%), and (2) in-line volumes and cost push (which has been showing signs of stabilization).

 Despite the benefit of higher realizations being diluted by in-line cost push, given the

positive outlook for the sector, we have upgraded our earnings estimates (4-11% for

ACC, Ambuja and UltraTech).

Trend #1

 Growth in realizations

has seen the highest

positive variance from

estimates in the last few

quarters

1QFY13 utilization and

volume growth were the

healthiest in the first

quarter over FY11-13
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In-line costs, with no major surprises; cost push showing signs of moderation

 Cost push dilutes realization benefits…: In-line cost push diluted the benefit of

higher realizations on profitability (variable cost up 14.5% YoY and 3.3% QoQ;

1.5% variance with estimate).

 …but signs of stabilization visible: We see strong signs of cost stabilization. Energy

cost moderated for select companies owing to reduction of imported coal prices

though meaningfully diluted by depreciating rupee. Freight cost witnessed full

impact of hike in rail tariff during 1QFY13. We see limited cost pressures hereon,

except for potential increase in diesel prices.

 Profitability ahead of estimate…: EBITDA/ton beat our estimate by 13% (up 9.8%

YoY and 12.8% QoQ) – driven by higher realizations and in-line costs.

 …still far from peak: Despite current EBITDA/ton being at peak, current EBITDA

margin of ~25.6% is well below the peak margins of ~35% witnessed in June 2006.

In-line costs, with no major surprises

Energy (INR/ton) Freights (INR/ton)

Act. Est Var YoY QoQ Act. Est Var YoY QoQ

(%) (%) (%) (%) (%) (%)

ACC 998 1,030 -3.1 4.1 -0.8 949 685 38.6 61.7 11.1

Ambuja 1,064 1,035 2.8 -0.1 4.9 1,042 1,010 3.2 10.7 7.1

UltraTech 1,038 1,094 -5.1 0.0 2.0 990 970 2.1 14.6 6.4

Aggregate 1,034 1,061 -2.6 1.1 2.0 992 903 10.0 23.2 7.8

Source: Company/MOSL

The positive surprise in 1QFY13 realizations (INR/ton) has been the highest in last few quarters (%)

Source: Company/MOSL

Trend #2

Meaningful upswing in 1QFY13 realizations Capacity utilization improves 250bp YoY

Energy cost moderated

for select companies

owing to reduction of

imported coal prices
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In-line costs, with no major surprises

RM (INR/ton) Total variable cost (INR/ton)

Act. Est Var YoY QoQ Act. Est Var YoY QoQ

(%) (%) (%) (%) (%) (%)

ACC 498 615 -18.9 -6.3 -12.4 2,446 2,330 5.0 17.7 0.6

Ambuja 206 296 -30.3 315.7 -23.0 2,312 2,341 -1.2 12.5 2.5

UltraTech 711 649 9.7 40.9 8.3 2,740 2,713 1.0 13.8 5.2

Aggregate 524 548 -4.4 31.5 -2.0 2,550 2,512 1.5 14.5 3.3

Source: Company/MOSL

Meaningful upgrades across companies; street yet to catch up

 Strong earnings upgrades…: Positive outlook on realizations and no big downside

risk to volume estimates led to meaningful earnings upgrades (4-11%) across

cement majors.

 …led by positive pricing outlook and...: We expect FY13 realizations to improve by

INR17-23/bag (earlier estimate of INR13-17/bag) over FY12 though we maintain

our FY14 growth estimate of INR10/bag. Our current FY13 realization assumption

is INR3/bag lower than 1QFY13 realizations.

 …moderate volume downgrades: We have downgraded FY13/14 volume estimates

by upto 2pp, implying 8%/10% dispatch growth in FY13/14, against earlier estimates

of 10%/12%.

 Street yet to catch up: While Bloomberg consensus earnings estimates are up by

3-4%, they are still lower than MOSL estimates by up to 17%. We expect the gap to

reduce, with strong cement prices holding up.

Current EBITDA margins well below peak profitability of June 2006

EBITDA/ton beat our estimate, up 9.8%YoY

EBITDA (INR/Ton)

Actual Est Var (%) YoY (%) QoQ (%)

ACC 1,076 905 18.9 15.9 17.3

Ambuja 1,283 1,138 12.8 15.9 6.5

UltraTech 1,235 1,098 12.4 3.7 14.3

Aggregate 1,120 991 13.0 9.8 12.8

Source: Company/MOSL

Cost push has been stabilizing

Source: Company/MOSL

Trend #3

Our current FY13

realization assumption is

INR3/bag lower than

1QFY13 realizations
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Meaningful upgrades in EPS estimates (4-11% for cement majors), led by outlook of stronger
realizations (INR b)

CY12E CY13E

Rev Old Chg (%) Rev Old Chg (%)

ACC

EPS (INR) 74.4 66.8 11.3 87.8 83.0 5.9

Volume growth (%) 7.3 8.0 -0.8 10.0 12.0 -2

Realizations Growth (INR/bag) 22.6 15.5 45.6 10.0 10.0 0.0

Ambuja Cement

EPS (INR) 11.7 10.8 8.1 13.3 12.6 5.0

Volume growth (%) 8.5 10.0 -1.5 10.0 12.0 -2

Realizations Growth (INR/bag) 21.5 16.5 30.0 10.0 10.0 0.0

Ultratech Cement

EPS (INR) 109.7 103.4 6.1 121.9 116.9 4.3

Volume growth (%) 8.0 9.5 -1.5 12.0 12.0 0

Realizations Growth (INR/bag) 17.3 11.8 46.8 10.0 10.0 0.0

Birla Corporation

EPS (INR) 32.6 24.1 35.3 32.9 26.9 22.2

Volume growth (%) 5.0 2.5 2.5 10.0 10.0 0

Realizations Growth (INR/bag) 28.2 15.3 84.6 10.0 10.0 0.0

Source: Company/MOSL

MOSL estimates v/s Bloomberg consensus estimates

Bloomberg MOSL Variance

consensus (INR) estimates (INR)  (%)

EPS CY12E CY13E CY12E CY13E CY12E CY13E

ACC 73 87 74 88 2 1

ACEM 10 12 12 13 14 12

UTCEM 97 110 110 122 13 11

GRASIM 294 336 345 372 17 11

Source: Bloomberg/MOSL

Positive outlook on

realizations and no big

downside risk to volume

estimates led to

meaningful earnings

upgrades (4-11%) across

cement majors
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Favorable trends portend further upgrades
Stocks attractive, given earnings upgrade potential

 We expect stabilization in costs, driven by (1) declining prices of imported coal, (2)

stabilization in freights, and (3) improving operating leverage, backed by higher utilization.

 Realizations are likely to remain healthy, even over seasonally weak periods, with only a

moderate dip. Though we have significantly upgraded our realization estimates, we see

further upsides, as (1) implied realizations for FY13/FY14 are within 2-3% range of 1QFY13

levels, and (2) for new capacities to be viable (based on 15% CRoIC), realizations need to

be ~12% higher than the current cement prices.

 Based on our current estimates, the large-cap cement companies are trading at historical

average valuations (EV of ~8x FY14E EBITDA). However, given the earnings upgrade

potential, we believe that the large-cap cement stocks are still attractive.

Stabilizing cost factors should assuage cost inflation

 Cost inflation to moderate: Higher raw material cost, increase in coal prices (due

to increase in domestic linkage coal prices by Coal India and INR depreciation),

increase in freight cost (both rail and road) have severely diluted profitability

despite healthy pricing. These are structural in nature but there have been strong

signs of stabilization in these cost factors over CY12YTD.

 Coal price pressure moderating: The decline in international coal prices (down

~13% CY12YTD in INR terms) should benefit companies with higher dependence

on imported coal/pet coke. Also, linkage coal prices are expected to remain stable.

 Freight cost to stabilize: The freight cost impact of hike in rail freight in 4QFY12 is

already priced in and no further escalations in freight cost are anticipated, except

for possible hike in diesel prices.

 Operating leverage to dilute fixed costs: We expect cement companies to witness

steady improvement in operating leverage, backed by slow pace of capacity

additions and steady demand, resulting in better absorption of fixed costs.

 We model decline in cost escalation to 7%/5% in FY13/14 v/s 12% in FY12.

Stabilizing variable costs (INR/ton) Decline in imported coal prices should be positive (INR/ton)

Source: Bloomberg/MOSL

Expectation #1
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Strong realizations even in monsoon season to drive further upgrades

 Expect a moderate price dip during monsoon: In the backdrop of strong pricing

outlook and stable demand, we model in a seasonal price drop of ~INR10/bag in

2QFY13 (lower against historical trend of INR13-20/bag in FY11-12), followed by

steady improvement over 3Q/4Q.

 Estimates not aggressive despite upgrades: While we have revised our

assumptions for improvement in realizations for FY13 to INR18-20/bag (v/s INR13-

16/bag earlier), the downside risks seem to be limited, given that implied

realizations for FY13 are 2-3% lower than 1QFY13 levels and implied realizations

for FY14 are up by just 2-3%.

Despite sharp upgrades in realizations, implied prices are below 1QFY13 levels

1QFY13 FY13E Diff (%) FY14E Diff (%)

ACC 229.6 221.5 -3.5 231.5 0.8

Ambuja 227.8 220.3 -3.3 230.3 1.1

UltraTech 206.2 204.1 -1.0 214.1 3.9

Birla Corp 201.1 198.9 -1.1 208.9 3.9

Aggregate 217.0 212.0 -2.3 222.0 2.3

Source: Company/MOSL

 Potential for upgrade of 8-12% in our FY14 estimates and up to 25% in consensus

estimates, driven by strong pricing: Our EBITDA/ton estimates for FY13 could see

further upgrades, if cement prices sustain in a seasonally weak 2Q and improve

thereafter. Favorable cost factors could be the additional trigger. While we factor in

INR10/bag improvement in FY14, our estimates would see 8-12% upgrade, if price

increase is INR15/bag and consensus estimates would see upgrade of up to 25%.

FY13 EPS sensitivity to cement prices (INR/share)

Price Chg. ACC ̂ Ambuja ^ UltraTech Birla Corp India Cement Shree *

-200 12.2 5.0 47.8 -12.7 3.2 173.8

-100 21.7 6.1 59.2 -6.7 5.7 203.5

0 31.3 7.1 70.5 -0.8 8.3 233.3

100 40.8 8.2 81.9 5.1 10.9 263.1

200 50.4 9.3 93.2 11.1 13.5 292.8

400 69.5 11.4 115.9 22.9 18.6 352.4

600 88.6 13.5 138.6 34.8 23.8 411.9

Source: Company/MOSL

Improvement in utilization to drive operating leverage Expect downtrend in cost push (INR/ton)

Source: Company/MOSL

Despite upward

reveisions, the

realizations for FY13 are

2-3% lower than

1QFY13 levels

Expectation #2
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FY14 EPS sensitivity to cement prices (INR/share)

Price Chg. ACC ̂ Ambuja ^ UltraTech Birla Corp India Cement Shree*

-100 56.3 13.3 84.1 13.7 7.4 201.5

0 66.8 9.8 96.7 20.1 10.1 233.2

100 77.3 10.9 109.3 26.5 12.9 264.9

200 87.8 12.1 121.9 32.9 15.6 296.6

300 98.3 13.3 134.5 39.3 18.4 328.3

400 108.8 14.4 152.1 45.7 21.2 360.0

500 119.3 15.6 159.6 52.1 23.9 391.7

Source: Company/MOSL

Source: Company/MOSL

At July 2012 price levels, our FY14 EBITDA/ton estimate would see ~11% upgrade

 Prices at peak, but well below long-term viable pricing – implying lower downside

risks: Although current cement prices are at peak, they need to increase further to

generate economic returns for new plants. Current cement prices are still INR40/

bag below the longer-term viable pricing based on 15% CRoIC requirement (15-

year average). We believe higher capex cost of upcoming supplies will provide

strong support to cement prices.

Implied cement prices based on target RoIC, based on last (INR/Ton)

15 Yr Avg 5 Yr Avg 3 Yr Avg

Project Cost @ USD140/ton 7,000 7,000 7,000

Debt:Equity (x) 1 1 1

RoIC (%) 10 15 20

CRoIC (%) 15 20 25

NOPAT 700 1,050 1,400

Tax Rate 30% 30% 30%

NOPBT (@ 30% Tax) 1,000 1,500 2,000

Interest (@ 10% interest rate & 1:1 D:E) 350 350 350

EBIT 1,350 1,850 2,350

Depreciation (@ 5%) 350 350 350

EBITDA 1,700 2,200 2,700

Normative cost @ 1QFY13 3,400 3,400 3,400

Implied Net Realizations (incl freight) 5,100 5,600 6,100

Indirect taxes, channel margins etc 83 90 96

Implied Cement Prices (INR/bag) 338 370 401

Current prices (INR/bag) 298 298 298

Implied price increases (INR/bag) 40 72 103

Source: Company/MOSL
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 Weaker monsoon concerning, but impact on rural economy reducing: We see the

common concerns over weak monsoon impacting rural income (which has been a

meaningful growth driver of cement demand in past years) and in turn cement

demand growth, to have only moderate bearing on dispatch growth. The historical

trend suggests (a) weak correlation between cement demand and rainfall, and

(b) declining impact of rainfall on the rural economy. However we assume

sequential drop of ~INR10/bag in realizations and 3%QoQ (+8%YoY) drop in

volumes. Recent volume data has been a little disappointing with ACC/Ambuja

reporting 1.9mt/1.7mt in July (~2.5% below estimates).

Current cement prices

are still INR40/bag below

the longer-term viable

pricing based on 15%

CRoIC requirement (15-

year average)

Weak correlation of rainfall and demand growth Agri-GDP is much protected from whims of monsoon

Source: Company/MOSL

Meaningful upgrades in consensus estimates to drive stock prices

 Positive pricing outlook to drive up consensus estimates: Post 1QFY13, consensus

estimates for cement majors have been upgraded by 4-6%. However, they are

still lower than our estimates by up to ~17%. We expect the gap to narrow, if our

positive pricing outlook plays out.

 Earnings upgrade potential makes valuations attractive: Based on current

estimates, large-caps are trading at historical average valuations (~8x EV/EBITDA),

implying limited scope of further re-rating. However, given potential earnings

upgrades, cement stocks are still attractive.

FY13 EV/EBITDA sensitivity to cement prices (x)

Price Chg. ACC ̂ Ambuja ^ UltraTech Birla Corp India Cement Shree*

-200 39.7 21.5 19.4 -26.3 7.5 8.6

-100 27.4 18.0 16.4 -157.6 6.4 7.7

0 20.8 15.5 14.2 37.7 5.6 6.9

100 16.7 13.5 12.4 16.5 4.9 6.2

200 13.9 12.0 11.1 10.4 4.4 5.6

400 10.3 9.8 9.1 5.8 3.6 4.7

600 8.1 8.2 7.6 3.9 2.9 4.0

Source: Company/MOSL

Expectation #3
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Earnings upgrades led by price up-ticks to trim current multiples (FY14 EV/EBITDA)

Price Chg. ACC^ Ambuja^ UltraTech Birla Corp India Cement Shree*

-100 12.9 11.1 11.2 7.4 5.6 7.1

0 11.0 9.9 9.9 5.8 4.8 6.3

100 9.5 8.9 8.9 4.8 4.2 5.7

200 8.4 8.1 8.1 4.0 3.8 5.1

300 7.5 7.5 7.4 3.4 3.4 4.7

400 6.7 6.9 6.6 3.0 3.0 4.3

500 6.1 6.4 6.3 2.6 2.7 3.9

Source: Company/MOSL

Potential upgrade of up to 25% in FY14 EPS for large-caps, after ~4% upgrade post 1QFY13 results

MOSL estimates v/s Bloomberg consensus estimates (FY14)

Source: Bloomberg/MOSL

Source: Bloomberg/MOSL
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Investor focus to shift back to business fundamentals
Post CCI’s ruling and penalty on the cement industry for alleged cartelization, which

we believe is not tenable in the court, we expect investor focus to shift back to

business fundamentals. The worst is behind for the industry and we expect gradual

improvement in operating performance. Though the sector would continue to be

plagued by over-capacity, there would be gradual and consistent improvement in

capacity utilization. Long-term demand drivers continue to be present.

Earnings growth to drive stock performance
Post the recent outperformance, cement stocks are trading at historical average

valuations, leaving limited room for further re-rating. We expect strong earnings

growth to drive stock performance, hereon. We prefer Ambuja Cement and UltraTech/

Grasim among large-caps, and Shree Cement in mid-caps.

Possible government intervention is the key risk
Our discussions with the major cement companies indicate that they have a good

case against alleged charges of cartelization by the Competition Commission of India

(CCI). None of them have provided for penalty, as they plan to appeal before the

Competition Appellate Tribunal (COMPAT). Upon stay on the order by the tribunal,

cement companies would have to deposit 10% of the penalty amount with the

Registrar of COMPAT. We are not overtly worried about CCI’s charges.

However, we believe any intervention by the government to curb cement prices is a

key risk for the industry. In the past, the government has intervened (driven by the

then Finance Minister, Mr P Chidambaram) in free pricing of cement to curb inflation.

This had severely impacted operating performance of the cement companies and

their stock prices.

Valuations reflect premium performances
Buy Ambuja Cement, UltraTech/Grasim and Shree Cement

 The worst is behind for the cement industry. We expect gradual and consistent

improvement in capacity utilization and operating performance. Long-term demand

drivers remain in place.

 After the recent outperformance, cement stocks are trading at historical average

valuations. We expect strong earnings growth to drive stock performance, hereon.

 We prefer Ambuja Cement and UltraTech/Grasim among large-caps, and Shree Cement

among mid-caps.
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Government’s intervention in the past had impaired pricing power

When Government initiative Impact

Mar-12 Changing Excise to 12% of MRP less 30% abatement + INR120/ton Negative

Feb-11 Changing Excise from 10% of MRP to 10% of ad-valorem +

INR160/ton, for cement priced over INR190/bag Positive

Jan-09 Reimposing CVD/SAD on imports Positive

Dec-08 Reduces CENVAT rate by 4% to 8.5% Positive

May-08 Lifts ban on exports from Gujarat, and to Nepal Positive

Apr-08 Ban on cement exports Negative

Apr-08 Shift to ad-valorem rate of excise  at 12% for cement priced

above INR250/bag MRP Negative

May-07 Shift to ad-valorem rate of excise for cement prices above

INR190/bag MRP Positive

Apr-07 Exempting imported cement from CVD/SAD, if selling price in

retail is below INR190/bag Neutral

Mar-07 Cap on cement prices for 1 year till Feb’08 Negative

Feb-07 Differential excise duty structure on cement, with excise of

INR600/ton for cement MRP above INR190/bag, else INR350/ton Negative

Jan-07 Abolishment of 12.5% Import duty on cement Neutral

Source: Company/MOSL

Comparative Valuations
CMP TP Upside PE (x) EV/EBITDA (x) EV/TON (USD) - CAP

Reco (INR)  (INR) (%) FY12 FY13E FY14E FY12 FY13E FY14E FY12 FY13E FY14E

ACC* Neutral 1,338 1,420 6 22.7 18.0 15.2 13.2 9.7 8.4 132 128 126

Ambuja* Buy 193 208 8 23.6 16.5 14.6 13.8 9.7 8.3 175 171 167

Grasim # Buy 3,018 3,333 10 10.5 8.7 8.1 6.7 6.0 4.8 123 126 92

Ultratech Buy 1,654 1,821 10 18.9 15.1 13.6 11.3 9.6 8.2 165 169 138

Birla Corp Buy 221 277 25 7.1 6.8 6.7 4.3 4.3 4.1 31 33 34

India Cements Buy 86 140 64 8.9 7.2 5.5 5.5 4.7 3.7 60 58 53

Shree Cement Buy 3,087 3,478 13 13.1 12.0 10.4 7.7 6.5 5.3 141 120 111

Sector Aggregate ^ 24.3 18.9 15.0 14.7 10.9 8.7 146 140 136

*Y/E December; ^Aggregates excludes Grasim & JaiPrakash; # Merger/De-merger of Grasim’s cement assets assumed from 2QFY11
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ACC
BSE SENSEX S&P CNX

17,602 5,337

Bloomberg ACC IN

Equity Shares (m) 187.9

52-Week Range (INR) 1,422/948

1,6,12 Rel. Perf. (%) 3/-1/37

M.Cap. (INR b) 250.9

M.Cap. (USD b) 4.5

CMP: INR1,335 TP: INR1,420 Neutral

2QCY12 Results Update | Sector: Cement

ACC's standalone performance in 2QCY12 was better than expected. EBITDA was INR6.6b v/s our estimate of

INR5.5b and adjusted PAT was INR4.2b v/s our estimate of INR3.5b, aided by strong realizations and in-line cost.

Key takeaways:

 Volumes grew 2% YoY (declined 10% QoQ) to 6.05mt v/s our estimate of 6.1mt. Realization improved 13% YoY

(8% QoQ) to INR4,591/ton v/s our estimate of INR4,396/ton, driven by strong pricing across markets. Net sales

grew 16% YoY (declined 3% QoQ) to INR27.8b v/s our estimate of INR26.8b.

 Cost push was largely in line with our estimate, with QoQ cost inflation in freight and other expenses.

Despite cost push, higher realization led to improvement in profitability. EBITDA/ton was INR1,076 v/s INR898

in 1QCY12 and our estimate of INR905.

 EBITDA grew 18% YoY (8% QoQ) to INR6.5b. EBITDA margin expanded 50bp YoY (230bp QoQ) to 23.4% v/s our

estimate of 20.6%.

 The RMC business continues to make loss, with PBIT loss of INR33m v/s INR88m in 2QCY11 and INR33.5m in

1QCY12.

 The company has announced an interim dividend of INR11/share v/s INR28/share in CY11.

Valuation and view: We are upgrading our EPS estimates by 11.3% to INR74.4 for CY12 and by 5.9% to INR87.8 for

CY13 to factor in higher realizations and moderately lower volumes. The stock trades at 15.2x CY13E EPS, and at an

EV of 8.4x CY13E EBITDA and USD114/ton. Maintain Neutral with a target price of INR1,420 (EV of ~9x CY13E

EBITDA).
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Ambuja Cements
CMP: INR191 TP: INR208 BuyBSE SENSEX S&P CNX

17,602 5,337

Bloomberg ACEM IN

Equity Shares (m) 1,534.4

52-Week Range (INR) 191/120

1,6,12 Rel. Perf. (%) 10/7/51

M.Cap. (INR b) 292.3

M.Cap. (USD b) 5.3

2QCY12 Results Update | Sector: Cement

Ambuja Cements' 2QCY12 performance is above estimates with EBITDA of INR7.2b (v/s est INR6.6b) driven by

above estimated realizations and in-line cost. Key highlights:

 Volumes grew 6.5% YoY (-9% QoQ) to 5.63MT (v/s est 5.8MT) incl clinker. Realization improved by 7% QoQ

(10.7% YoY) to INR4,556/ton (v/s est INR4,380/ton). Net sales improved by 18% YoY (-3% QoQ) to INR25.7b

(v/s est INR25.5b).

 EBITDA/ton improved by ~INR80 QoQ to INR1,283 in 1QCY12 (v/s est INR1,138). Costs were largely in-line with

estimates, as higher than freight and other expenses were offset by lower than estimated fuel cost.

 EBITDA grew 23% YoY (-3% QoQ) to INR7.2b (v/s est INR6.6b) and margins were flat QoQ (+30bp YoY) at 28.2%

(v/s est 26%). Adj PAT grew 35% YoY (-8% QoQ) to INR4.7b (v/s est INR4.3b).

 The board has announced interim dividend of INR1.4/sh (v/s INR3.2/sh for CY11).

Valuation and view: We are upgrading our EPS for CY12 by 8% to INR11.7 and CY13 EPS by 5% to INR13.3, to factor

in higher than estimated realizations. We are factoring in volume CAGR of 9.2% (v/s 11% earlier) in CY12-13. We

are modeling in realization improvement of ~INR21/bag in CY12 (~INR7/bag lower than 2QCY12 level) and

INR10/bag in CY13. The stock trades at 13.3x CY13E EPS, 8.1x EV/EBITDA and USD150/ton. Maintain Buy with target

price of INR208 (~9x CY13E EV/EBITDA).
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* Merger of Grasim's cement business assumed w.e.f 1 July 2010

UltraTech Cement
CMP: INR1,638 TP: INR1,821 BuyBSE SENSEX S&P CNX

17,602 5,337

Bloomberg UTCEM IN

Equity Shares (m) 274.0

52-Week Range (INR) 1,647/941

1,6,12 Rel. Perf. (%) 6/21/62

M.Cap. (INR b) 449.0

M.Cap. (USD b) 8.1

1QFY13 Results Update | Sector: Cement

UltraTech Cement's 1QFY13 performance is above estimates with EBITDA/ton of INR1,235 (v/s est INR1,098),

driven by higher than estimated realizations and in-line cost, translating into PAT of INR7.8b (v/s est INR6.7b).

 Volumes were 10.33MT (+5% YoY, -10% QoQ v/s est 10.44MT), and blended realization at INR4,913/ton (+6.2%

QoQ  v/s est INR4,749/ton). Grey cement realization is estimated to have improved ~6% QoQ (~10% YoY) to

INR4,124/ton (v/s est INR4,014/ton).

 Sales was up 17% YoY at INR50.75b (v/s est INR49.6b) and PAT up 14% YoY at INR7.8b (v/s est INR6.7b). EBITDA

was up 9% YoY at INR12.9b (v/s est INR11.6b), translating into EBITDA margins of 25.5% (+180bp QoQ & -180bp

YoY; v/s est 23.4%). Higher other income, and lower depreciation & interest boosted PAT.

 The company has indicated that it does not see any meaningful benefit from softer imported coal prices

given weaker INR. It has not provided for CCI's penalty of INR11.8b for alleged cartelization as it believes it

has a good case, and will appeal before the Competition Appellate Tribunal. UTCEM has further increased

capex by INR10b to INR120b, with incremental capex towards modernization and RMC business.

 Company outlook: "The cement industry is likely to grow over 8% linked to the Government's focus on

infrastructure development. The surplus scenario is likely to continue for the next three years. Any rise in

input costs will impact margins."

 We are upgrading our FY13/14 EPS estimates by 5%/6% to INR109/124, to factor in higher than estimated

cement realizations. The stock trades at FY13/14 P/E of 14.9x/13.4x, EV/EBITDA of 9.5x/8.1x and EV/ton of

USD156/147. Maintain Buy with target price of INR1,821 (9x FY14E EV/EBITDA).
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