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1Q/F14 result review BUY  Realisation decline offset volume growth benefits
India Cements (ICEM) 1QFY14 sales revenue rose by 3.1% YoY backed by a strong
Current price Rs 46 ~14% jump in volume to 2.66 mn tonnes. However fall in realization by ~ 7% YoY to
E;ggfa/?gganside) RO/SO gzll Rs4,182/tonne and increase in cost of production pulled the EBDITA margins down to
Earning estimate Revised ;5.6% from 23.4% in 1QF1'3. The operatlng ef'f|C|er_1C|e§ were maintained as the co§t
increase was steady and in-line with the production increase. However the fall in
realizations pulled down the EBDITA down to Rs1.93bn from Rs2.81bn in 1QF13.
Market data Higher proportion of imported coal (60%) in the fuel mix kept the energy cost high at ~
Mkt capitalisation Rs bn 14.0 Rs1,250/tonne. The logistic cost continued to hit ICEM as the company expanded into
Average daily vol '000 3149.0 new regions due to slow demand growth in its key market in South India. The overall
52-week H/L Rs 105743 cost/tonne rose to Rs3,940/tonne compared to Rs3,881/tonne. The EBIDTA/tonne fell
?::ereﬂso ;)tls mrr: Z’%:i sharply to Rs600/tonne from Rs1,091/tonne in 1QF13. The adjusted profit nearly
Promotor holding % 282 halved to Rs439mn YoY (Rs937mn in 1QF13). Contribution from other revenue
Foreign holding % 32.8 streams including windmill (Rs53mn), shipping (Rs154mn) and IPL (Rs1.08mn) were
Face value Rs 10.0 in-line with expectations in 1QF14. The IPL EBIDTA contribution was Rs330mn
compared to Rs210mn in 1QF13.
Price performance (%) Double digit volume growth: Cement dispatches were strong at ~ 2.66 including
im 3m 6m lyr small contribution from clinker (0.01mn tonnes) a jump of ~ 14% YoY. Capacity
Nifty (abs) (52) @47 (@9 66 utilization improved to ~ 75% higher than ~70% in 4QF14. The continued sluggish
Stock (abs) (18.4)  (47.6) (44.7) (46.5) demand in its key markets forced ICEM to tap new regions including Maharashtra and

Relative to Index  (13.2)  (42.9) (40.7) (53.1) East India. The Southern sales dropped from 80% in 1QF13 to 76% in 1QF14. This

indicates that the capacity utilization may hover around the current levels for ICEM.

Performance Double whammy dents EBIDTA margins: The power & fuel costs rose to
120 1 (Rs) @ [ 20 Rs1,242/tonne YoY (Rs 1,210/tonne in 1QF13) despite softening imported coal
90 - prices. The high energy cost was largely due to hike in the power cost. The average
power rate was Rs4.23/unit. The power cost has shot up YoY by Rs1/unit in AP and
60 - L (20) Rs0.20/unit in TN. Higher contribution of imported coal further inflated the power cost.
Logistics costs rose to Rs997/tonne compared to Rs937/tonne (Rs990/tonne in
30 - - (40) 4QF13) due to higher rail freight, hike in diesel prices and higher sales to new regions
including Maharashtra and East India. The expenditure of Rs90 mn on the dry
0 (60) docking of a vessel pushed the other expenditure to Rs2.24bn compared to
Aug-12 Nov-12 Feb-13 May-13 Aug-13 Rs1.98bn. Continued cost spiral (Rs3,940/tonne vs Rs3,881/tonne in 1QF13) and dip
) ) in realizations to Rs4,182/tonne (Rs4,481 in 1QF14) pulled the EBIDTA margins

India Cements Rel. to Nifty down to 15.6% from 23.4% in 1QF14.

Source: Bloomberg, SSL Debt burden continues: ICEM debt burden marginally increased during the quarter
to Rs3.23bn contributed by higher working capital requirements. This included the
sales tax deferral loan of Rs5.5bn. The debt burden is expected to continue due to
the overall cement demand weakness and reduction of debt may be delayed. The net
debt-equity ratio is expected to hover ~ 0.7x in F14 and F15. The company has
planned capex of ~ Rs3.0bn in F14 (Rs600 mn spent in 1QF14).

Financial summary

Y/E March (Rs mn) F11 F 12 F 13p F 14e F 15e
Sales 34,171 42,034 46,136 49,456 57,104
EBIDTA margin (%) 10.3 21.6 18.7 18.0 19.0
PAT 658 2,966 1,836 1,813 2,999
EPS (Rs) 2.1 9.7 6.0 5.9 9.8
P/E (x) 21.5 4.8 7.7 7.8 4.7
EV/EBIDTA (x) 11.0 4.2 5.0 5.1 1.3
Dividend yield (%) 3.8 5.1 5.1 3.8 3.8

Milind Raginwar RoE (%) 1.6 7.3 4.5 4.4 7.1

+91 22 4227 3362 RoCE (%) 3.4 9.8 8.2 8.0 9.9
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Earnings estimates revised: We have revised our earnings estimates downwards to
Rs5.9 (Rs9.8) in Fl4e factoring in the sustained cost inflation and revised volume
estimates downward. Our new volume estimates for F14 are 10.9 mn tonnes revised
from 11.4 mn tonnes. We have also revised our realizations downward to
Rs4,417/tonne (Rs4,487/tonne earlier) to factor in the slow revival in demand. We
expect the Indonesian coal contributing from F14 and the new captive power unit to
reduce the energy cost. This together should help the power and fuel cost under
check. We have assigned higher weight to secured coal supply over price benefits
(savings) from the Indonesian coal mine. However logistic cost will remain firm
following the impact of diesel price hike and sales in new areas increasing the lead
distance as the key reasons for the same. Our F15 earnings estimates are revised
down to Rs9.8 (Rsl11.6 earlier) as we expect the realization growth to be weak at
Rs4,587/tonne, however we expect the dispatches to pick up and hence have not
revised the volume estimates. We expect improvement in operating efficiencies as
coal supply stabilizes and more clarity emerges about the quality and cost of the coal
(from captive mines) and ICEM increases it reliance on CPPs.

Valuation and recommendation: At the current CMP of Rs46, ICEM trades at a P/E
of 4.7x and EV/EBIDTA of 1.3x one-year forward earnings. We feel at the current
valuation the stock leaves further room for upside from the current levels. The stock is
available at replacement cost of ~ US$40/tonne one-year forward capacities. We have
valued the stock at a deep discount of 65% to the replacement cost of US$130/tonne
to factor in the corporate governance issues hovering around the management of the
company which deepened further recently. The discount also includes the regional
concentration and higher exposure to the weak AP markets, concerns over the
balance sheet weakness and the slow demand revival in operating regions of ICEM.
We have revised our price target downwards to Rs61 and maintain ‘BUY’ rating on the
stock. We feel the current stock price factor our concerns. The stock trades at
EV/EBIDTA of 1.7x and P/E of 6.2x at our target price.

Quarterly financials
Y/E March (Rs mn) 1Q/F14 1Q/F13 YoY (%) 4Q/F13 QoQ (%) 1Q/Flde Var (%)

Net sales 12,384 12,014 3.1 11,906 4.0 12,839 (3.5)
Raw Material 1,444 1,363 5.9 1,529 (5.6) 1,577 (8.4)
% of sales 11.7 11.3 12.8 12.3

Power & fuel 3,301 2,880 14.6 3,412 3.2) 3,391 (2.6)
% of sales 26.7 24.0 28.7 26.4

Total cost 10,473 9,237 10,228 10,627

EBITDA 1,934 2,814 (31.3) 1,763 9.7 2,250 (14.0)
EBITDA margin (%) 15.6 23.4 14.8 17.5

Dep. & amortisation 680 692 @.7 720 (5.7) 735 (7.6)
Interest 728 698 4.3 635 14.8 667 9.2
EBT 258 975 403 (36.0) 858 (69.9)
Other income 2 0 275.0 0 5 (70.0)
PBT 257 974 403 (36.3) 853 (69.9)
Exceptional items (271) (450) 4) 0

Provision for tax 89 353 141 (36.6) 256 (65.2)
Effective tax rate (%) 34.7 36.2 34.8 30.0

Minority interest

PAT (adjusted) 439 937 (53.2) 267 64.2 597 (26.5)
NPM (%) 35 7.8 2.2 4.6

Source: SSLe
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Financials
Income Statement Cash Flow Statement
Y/E March (Rs mn) F11 F 12 F 13p F l4e F 15e  Y/E March (Rs mn) F11 F12 F13p Fl4e F15e
Net sales 34,171 42,034 46,136 49,456 57,104 Pre-tax profit 899 3,810 2,524 2,706 4,284
growth (%) (7.3) 23.0 9.8 7.2 155 Depreciation 2,999 2,775 2,818 3,096 3,427
Operating expenses (30,668) (32,955) (37,510) (40,535) (46,260) Chg in working capital (1,697) 164 (1,810) (1,774) (2,400)
Operating profit 3,503 9,079 8,626 8,921 10,844  Total tax paid (331) 11 (588) (1,750) (1,285)
Other operating income 0 0 0 0 0 Other operating activities 0 0 0 0 0
EBITDA 3,503 9,079 8,626 8,921 10,844 Cash flow from operations (a) 1,871 6,760 2,944 2,278 4,026
growth (%) (53.8)  159.2 (5.0 34 21.6 Capital expenditure (5,527) 3,188 (4,851) (1,697) (2,930)
Depreciation (2,440) (2,532) (2,836) (3,118) (3,453) Chgininvestments 1,537 (6,917) (1,059) (1,675)  (200)
Other income 1,230 166 12 185 203 Other investing activities 0 0 0 0 0
EBIT 2,293 6,714 5,801 5,989 7,595 Cash flow from investing (b) (3,991) (3,729) (5,910) (3,372) (3,130)
Interest paid (1,417) (2,867) (3,078) (3,282) (3,310) Free cash flow (a+h) (2,120) 3,032 (2,965) (1,094) 896
PBT (before non-recurring items) 875 3,846 2,724 2,706 4,284 Equity raised/(repaid) 0 (1,868) 89 0 0
Non-recurring items 23 (36) (200) 0 0 Chg in minorities 0 0 0 0 0
Tax on non-recurring items 0 0 0 0 0 Debt raised/(repaid) 3,234 (272) 4,487 2,150 450
PBT (after non-recurring items) 899 3,810 2,524 2,706 4,284 Dividend (incl. tax) (716) (536) (716) (719) (539)
Tax (current + deferred) (218) (880) (888) (893) (1,285) Other financing activities (604) (658) (876) (616) (634)
Net profit 681 2,930 1,636 1,813 2,999 Cash flow from financing (c) 1,913 (3,334) 2,984 815 (723)
Adjusted net profit 658 2,966 1,836 1,813 2,999 Net chg in cash (a+b+c) (207)  (302) 18 (278) 173
growth (%) (79) 351 (38) (1) 65
Prior period adjustments 0 0 0 0 0 Key ratios
Minority interests 0 0 0 0 0 Y/E March F11 F12 F13p F1l4e F 15e
Preference dividend 0 0 0 0 0 EPS (Rs) 2.1 9.7 6.0 5.9 9.8
Net income 681 2,930 1,636 1,813 2,999 EPS growth (%) (79.7) 350.9 (38.1) (1.2) 654
EBITDA margin (%) 103 216 187 180  19.0
Balance Sheet EBIT margin (%) 6.7 16.0 12.6 12.1 13.3
Y/E March (Rs mn) F11 F12 F 13p F 14e F 15e  ROCE (%) 3.4 9.8 8.2 8.0 9.9
Current assets 29,039 31,113 33,638 36,593 40,270 Net debt/Equity (%) 59.2 59.8 70.6 75.3 72.8
Investments 1,603 8,520 9,578 11,253 11,453
Net fixed assets 48,743 42,780 44,813 43,414 42,917 Valuations
Other non-current assets 181 270 270 270 270 Y/E March F11 F12 F13p Fl4e F15e
Total assets 79,566 82,683 88,298 91,530 94,910 PER (x) 21.5 4.8 7.7 7.8 4.7
PCE (x) 4.6 2.6 3.0 2.9 2.2
Current liabilities 11,184 14,292 15,239 15,663 16,767 Price/Book (x) 0.4 0.4 0.4 0.4 0.3
Total Debt 24561 24,289 28,776 30,926 31,376 Yield (%) 3.8 5.1 5.1 3.8 3.8
Other non-current liabilities 2,924 3,515 3,567 3,567 3,567 EV/Net sales (x) 1.1 0.9 0.9 0.9 0.2
Total liabilities 38,669 42,096 47,582 50,155 51,709 EV/EBITDA (x) 11.0 4.2 5.0 5.1 1.3
Share capital 3,072 3,072 3,072 3,072 3,072 Du Pont Analysis - ROE
Reserves & surplus 37,826 37,604 37,645 38,303 40,129 Y/E March F11 F12 F13p Fl4e F15e
Less: Misc. expenditure 0 (89) 0 0 0 Net margin (%) 1.9 7.1 4.0 3.7 5.3
Shareholders' funds 40,898 40,587 40,717 41,375 43,201  Asset turnover (x) 0.4 0.5 0.5 0.6 0.6
Minorities interests 0 0 0 0 0 Leverage factor (x) 1.9 2.0 2.1 2.2 2.2
Total equity & liabilities 79,566 82,683 88,298 91,530 94,910 Return on equity (%) 1.6 7.3 4.5 4.4 7.1

Source: Company, SSLe
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SBICAP Securities Limited
Corporate Office: Mafatlal Chambers, A-Wing, 2nd Floor, N. M. Joshi Marg, Lower Parel, Mumbai -400013.
Tel.: 91-22-42273300/01 | Fax: 91-22-42273335 | Email: sbicapresearch@sbicapsec.com | www.sbicapsec.com

KEY TO INVESTMENT RATINGS (w.e.f. February 2013)

Guide to the expected return over the next 12 months. 1=BUY (expected to give absolute returns of 15 or more percentage points);
2=HOLD (expected to give absolute returns between -10 to 15 percentage points); 3=SELL (expected to give absolute returns less then -
10 percentage points)

DISCLAIMER

I, Milind Raginwar, MBA (Finance), LLB - Analyst author of this report, hereby certify that all of the views expressed in this research report accurately reflect
my personal views about any and all of the subject issuer(s) or securities. This report has been prepared based upon information available to the public and
sources, believed to be reliable. | also certify that no part of my compensation was, is, or will be directly or indirectly related to the specific
recommendation(s) or view(s) in this report.
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project finance or other businesses and may receive commission, brokerage, fees or other compensation from the company or companies that are the
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preparation/issuance of this material and their dependant(s), may on the date of this report/from time to time, have long/short positions in, act as principal in,
and buy or sell the securities or derivatives thereof of companies mentioned herein.

SSL'’s sales people, dealers, traders and other professionals may provide oral or written market commentary or trading strategies to its clients that reflect
opinion that are contrary to the opinions expressed herein, and its proprietary trading and investing businesses may make investment decisions that are
inconsistent with the recommendations expressed herein. SSL may have earlier issued or may issue in future reports on the companies covered herein with
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foregoing, among other things, may give rise to potential conflicts of interest.

Please ensure that you have read “Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange
Board of India before investing in Indian Securities Market.

The projections and forecasts described in this report should be carefully evaluated as these

1. Are based upon a number of estimates and assumptions and are inherently subject to significant uncertainties and contingencies.

2. Can be expected that some of the estimates on which these were based, will not materialize or will vary significantly from actual results, and such
variances may increase over time.

3.  Are not prepared with a view towards compliance with published guidelines or generally accepted accounting principles. No independent
accountants have expressed an opinion or any other form of assurance on these.

4.  Should not be regarded, by mere inclusion in this report, as a representation or warranty by or on behalf of SSL the authors of this report, or any
other person, that these or their underlying assumptions will be achieved.

This report is for information purposes only and SBICAP Entities accept no liabilities for any loss or damage of any kind arising out of the use of this report.
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material contained herein.
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the particular needs of any specific person who may receive this document. The securities discussed in this report may not be suitable for all the investors.
SSL does not provide tax advice to its clients and you should independently evaluate the suitability of this report and all investors are strongly advised to
seek professional consultation regarding any potential investment. Nothing in this report is intended by SBICAP Entities to be construed as legal, accounting
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effect on the value or price of or income derived from the investment. Investors in securities such as ADRs, the value of which are influenced by foreign
currencies effectively assume currency risk.

The price, value and income of the investments referred to in this report may fluctuate and investors may realize losses on any investments. Past
performance is not a guide for future performance. Actual results may differ materially from those set forth in projections. SSL has reviewed the report and,
the current or historical information included here is believed to be reliable, the accuracy and completeness of which is not guaranteed. SSL endeavors to
update on a reasonable basis the information discussed in this document/material/ report, but regulatory compliance or other reasons may prevent it from
doing so.

This report/document has been prepared by SSL based upon information available to the public and sources, believed to be reliable. No representation or
warranty, express or implied is made that it is accurate or complete.

The opinions expressed in this report are subject to change without notice and have no obligation to tell the clients when opinions or information in this
report change. This report has not been approved and will not or may not be reviewed or approved by any statutory or regulatory authority in India, United
Kingdom or Singapore or by any Stock Exchange in India, United Kingdom or Singapore. This report may not be all inclusive and may not contain all the
information that the recipient may consider material.

This report does not constitute or purport to constitute investment advice in publicly accessible media and should not be reproduced, transmitted or
published by the recipient. The report is for the use and consumption of the recipient only. This report or any portion hereof may not be printed, sold or
distributed without the written consent of SBICAP Entities.
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