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 Shree Cement's 1QFY13 operating performance is above estimates, with EBITDA of INR3.93b (v/s estimate

INR3.2b), driven by higher-than-estimated volumes and realizations in cement and merchant power business.

While volume data for 1QFY13 has not been disclosed, our per/ton analysis are based on estimated volumes.

 SRCM's 1QFY13 revenues grew by 55.3% YoY (down 9.1% QoQ) to INR13.2b (v/s estimate of INR10.9b) and

recurring PAT stood at INR2.3b. EBITDA grew by 96% YoY (down 18.3% QoQ) to INR3.93b, translating into

EBITDA margins of 29.7% (v/s estimate 29.4%) -- a decline of 336bp QoQ (+620bp YoY).

 Cement volumes estimated to have grown by 22.7% YoY (down 9.5% QoQ) to 3.05mt (v/s estimate of 2.85mt).

Blended realizations improved by INR86/ton QoQ (+INR490/ton YoY) to INR3,891/ton (v/s estimate of INR3,685/

ton). Cement EBITDA/ton at INR1,182/ton (v/s estimate of INR1,114/ton) was lower by INR142/ton QoQ

(+INR379/ton YoY). QoQ cost uptick was attributable to higher energy cost and negative operating leverage.

 Merchant power volumes in 1QFY13 were at ~307m units, against ~390m units in 5QFY12 (v/s 14m units in

2QFY12) and revenues were INR1.36b (v/s INR1.7b in 5QFY12 and INR69m in 2QFY12). Merchant power business

EBITDA was at ~INR326m (v/s estimate of INR40m). Realizations and EBITDA/unit of own generation were

INR4.44/unit (v/s INR4.44 in 5QFY12) and INR1.1/unit (v/s INR0.9/unit in 5QFY12) respectively.

 We raise normal EPS estimates by ~13%/11% for FY13/FY14 to INR351/INR403, led by INR23/bag (v/s earlier

estimate of INR13/bag) higher realizations in FY13 and INR10/bag (no change) increase in FY14. We assume

cement volume growth of 10% in FY13 to 13.4mt and 9% in FY14 to 14.6mt. We raise EBITDA/unit estimate for

the merchant power business to ~INR0.8/unit (v/s INR0.5/unit earlier). The stock trades at 10x FY14E EPS, 5.1x

EV/EBITDA and USD109/ton (adj. for merchant power assets of ~400MW). Buy with a revised TP of INR4,694.
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Strong volume, realizations for cement and power led to strong revenue
growth
 SRCM's 1QFY13 revenues grew by 55.3% YoY (down 9.1% QoQ) to INR13.2b (v/s

estimate of INR10.9b).

 Based on volumes of 3.05mt (+22.7% YoY), blended realizations improved INR86/

ton QoQ (+INR490/ton YoY) to INR3,891/ton (v/s estimate of INR3,685/ton).

 Merchant power volumes in 1QFY13 were at ~307m units, against ~390m units in

5QFY12 (v/s 14m units in 2QFY12) and revenues were INR1.36b (v/s INR1.7b in

5QFY12 and INR69m in 2QFY12). Realizations from own generation were INR4.44/

unit (v/s INR4.44 in 5QFY12).

Trend in cement business volumes and realizations Trend in merchant power business volumes and realizations

Source: Company, MOSL

Energy cost push, negative operating leverage dent QoQ profitability
 EBITDA grew by 96% YoY (down 18.3% QoQ) to INR3.93b, translating into EBITDA

margins of 29.7% (v/s estimate of 29.4%) -- a decline of 336bp QoQ (+620bp YoY).

 Higher interest and depreciation resulted in adjusted PAT of INR2.3b (v/s estimate

of  INR2.2b). The sharp QoQ decline in depreciation is attributable to lumpiness

from the accelerated WDV method of accounting where the company recognized

significant deprecation from its recently commissioned power plant over

3/4QFY12.

 Cement EBITDA/ton at INR1,182/ton (v/s estimate of INR1,114/ton) was lower by

INR142/ton QoQ (+INR379/ton YoY). The QoQ uptick in cost was attributable to

higher energy cost (pet coke price increased 9% QoQ to INR7,312/t v/s 6,700/t in

5QFY12) and negative operating leverage.

 EBITDA of the merchant power business was ~INR326m (v/s estimate of INR40m),

led by better-than-expected EBITDA/unit at INR1.1/unit (v/s INR0.9/unit in

5QFY12) respectively.
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1Q 2Q YoY 5Q QoQ

FY13 FY12  (%) FY12 (%)

Net Realization 3,891 3,401 14.4 3,805 2.2

Raw Material Cost 426 443 -3.8 404 5.5

Staff Cost 231 239 -3.2 221 4.2

Power & fuel 739 787 -6.1 604 22.3

Freight & selling Exp 698 627 11.4 699 -0.1

Other Exp 615 502 22.4 553 11.2

Total Exp 2,709 2,598 4.3 2,481 9.2

EBITDA 1,182 803 47.1 1,324 -10.7

EBITDA Margin (%) 30.4 23.6 34.8

Trend in EBITDA Trend in cement EBITDA (INR/ton)

Trend in power EBITDA (INR/unit) Cement business income statement (INR/ton)

Source: Company, MOSL

Upgrading estimates
 We are upgrading our normal EPS estimates by ~13%/11% for FY13/FY14 to INR351/

INR403 respectively, led by INR23/bag (v/s earlier estimate of INR13/bag) higher

realizations in FY13 and INR10/bag (no change) increase in FY14.

 We assume cement volume growth of 10% in FY13 to 13.4mt and 9% in FY14 to

14.6mt (unchanged).

 Also, we have raised our EBITDA/unit for the merchant power business to ~INR0.8/

unit (v/s INR0.5/unit) earlier.

 These translate into 11% upward revision in the target price to INR4,694.

Revised forecast (INR b)

FY13E FY14E

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

Net Sales 63.1 60.3 4.7 71.2 68.3 4.2

EBITDA 19.5 17.4 12.4 21.8 19.9 9.8

Net Profit 12.3 10.8 13.1 14.2 12.8 11.4

EPS (INR) 351.0 310 13.2 403.1 361 11.5

Source:  MOSL



Shree Cement

16 October 2012  4

Shree Cement - Sum of the parts valuations (INR m)

Parameter Factor FY13E FY14E

Cement business EV/EBITDA 6 107,481 123,275

Merchant Power DCF @ 15% WACC 12,577 10,984

Total EV 120,058 134,259

Less: Net Debt -19,956 -29,271

Equity Value 140,014 163,530

Fair Value (INR/share) 4,019 4,694

Upside (%) -0.7 15.9

Source:  MOSL

Valuation and view
 We expect SRCM's cement business to witness a return to superior profitability,

with EBITDA/ton of INR1,340/ton in FY13 v/s MOSL cement universe average of

INR1,097/ton.

 It is well placed for the next leg of growth in cement business with strong balance

sheet (net cash of INR13b as in June 2012). Company is expanding capacity at its

Rajasthan plant by ~4mt clinker capacity, which would be operational by June

2013 and December 2014.

 The stock trades at 10x FY14E EPS, 5.1x EV/EBITDA and USD109/ton (adjusting for

merchant power assets of ~400MW). We maintain a Buy rating with a revised

SOTP-based target price of INR4,694.
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Company description
Shree Cement has the largest single-location integrated

plant in North India, with an installed capacity of 13m

ton. It is strategically located in central Rajasthan from

where it can cater to the entire Rajasthan market and

Delhi and Haryana, with economic logistics cost. As it is

a significant player in North India, over the years Shree

has established the reputation of one of the world's most

efficient cement manufacturers.

Key investment arguments
 One of the most cost efficient cement producers in

India.

 An efficient cement manufacturer, best-positioned

to manage a downturn in the cycle.

 De-risking its business by diversifying into merchant

power.

Key investment risks
 Being a single location plant, it is heavily dependent

on North India; any downturn in prices in the North

would adversely impact profitability.

 Increase in pet coke prices could impact profitability

as it uses pet coke as feedstock for the captive power

plant and to fire kilns.

Shareholding Pattern (%)
Jun-12 Mar-12 Jun-11

Promoter 64.8 64.8 64.8

Domestic Inst 5.3 5.0 5.8

Foreign 18.7 19.0 17.1

Others 11.2 11.2 12.3

Shree Cement: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s Consensus (INR)
MOSL Consensus Variation

Forecast* Forecast (%)

FY13 351.0 230.5 52.2

FY14 403.1 285.5 41.2
*Adjusted for accelerated depreciation

Target Price and Recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

4,049 4,694 15.9 Buy

Comparative valuations
Shree ACC India

Cement Cement

P/E (x) FY13E 11.5 19.7 8.9

FY14E 10.0 16.7 6.7

P/BV (x) FY13E 3.8 3.5 0.7

FY14E 3.0 3.2 0.6

EV/EBITDA (x) FY13E 6.2 10.8 5.0

FY14E 5.1 9.4 4.0

EV/Ton (US$) FY13E 132 147 65

FY14E 109 145 59

Recent development
 Company is expanding capacity at its Rajasthan plant

by ~4mt clinker capacity, which would be operational

by June 2013 and December 2014.

Valuation and view
 The stock trades at 10x FY14E EPS, 5.1x EV/EBITDA

and USD109/ton (adjusting for merchant power

assets of ~400MW).

 Maintain Buy with revised target price of INR4,694

(SOTP based).

Sector view
 We believe we have witnessed bottom-of-the-cycle

utilization and profitability and it should gradually

improve hereon, given sustainable demand drivers.

 Structural increase in cost base would necessitate

higher cement prices.

 Revival in cement demand would be a key catalyst

for the stock's performance.
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Financials and Valuation

E: MOSL Estimates; ^ Y/E March; * Adj for accelerated depreciation

& EO items
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N O T E S
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