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Shree Cement

Improvement expected in Q4

Summary

Shree Cement (SRCM) Q3FY22 EBITDA came 10/11% lower than our/consensus
estimate. Lower than estimate, is led by volume decline and higher cost. Versus
Ultratech’s Q3FY22, SRCM result was weak with higher YoY volume decline and
more compression in QoQ EBITDA/t. We understand high exposure to east has
impacted Shree cement performance more than Ultratech. But, industry has
taken price hike in east in Jan-22 and demand is improving. This could result in
better performance in Q4FY22 for SRCM. 9MFY22 SRCM'’s EBITDA forms 75% to
our FY22E EBITDA and thus we have maintained earnings estimate. And on
unchanged TP of Rs27,750 retain HOLD rating on the stock (exhibit 10). SRCM
(16x FY24E EV/EBITDA) valuation premium to UTCEM (13.5x FY24E EV/EBITDA)
is at ~20% versus historical average of ~40%.

Key Highlights and Investment Rationale

B Q3FY22 snapshot: SRCM Q3FY22 revenue increased by 7% YoY to Rs35bn. On
operational front, volume decreased by 9% YoY/ 4% QoQ at 6.6mt. And thus
revenue increase was led by Realization (supported by power sale), which
increased by 7% QoQ, 17% YoY. But absolute EBITDA was down 24% YoY at
Rs10bn due to cost inflation. As fuel and raw material was up 59% YoY, 1.2x
YoY respectively. EBITDA/t stood at Rs1260 vs Rs1422 QoQ and Rs1520 YoY.

B Capacity addition: SRCM has recently commissioned 3mtpa GU at Pune, with
this, its cement capacity has increased to 46mtpa. With aim to be 80mtpa
cement capacity by FY30E, SRCM has announced expansion plan to set up
6.5mtpa cement plant (3.5mtpa Navalgargh, 3mtpa Purulia) in the next 2
years. Total outlay is Rs47bn which includes clinker unit, Grinding unit, solar
power.

TP Rs27,750

Key Stock Data

cMmp Rs24,704  Bloomberg/Reuters ~ SRCM IN/SHCM.BO
Potential upside/downside +12%  Sector Cement
Price Performance (%) Market cap. (Rsmn) 891,348
-1m 3m -12m 3-mdaily avgTrd value (Rsmn) 245

Absolute (6.9) (14‘9) (7‘5) 52-week high / low RS32,050 / 23,506
Rel to Sensex (5.3) (12.6) (23.1) Sensex/Nifty 58,645/ 17,516
EPS (Rs) FY22E FY23E FY24E Promoters 62.6
IDBI Capital 741 885 1,001 Fil 13.1
Consensus 741 911 1,055 DIl 10.3
% difference (0.0) (2.8) (5.1) Public 14.0
Financial snapshot (Rs mn)
Year FY20 FY21 FY22E FY23E FY24E
Revenue 119,040 125,884 152,415 171,521 188,440
Change (yoy, %) 2 6 21 13 10
EBITDA 36,745 39,547 40,548 46,996 51,439
Change (yoy, %) 39 8 3 16 9
EBITDA Margin(%) 30.9 314 26.6 27.4 27.3
Adj.PAT 15,702 23,119 25,798 30,842 34,882
EPS (Rs) 450.7 663.6 740.5 885.3 1,001.3
Change (yoy, %) 39.1 47.2 11.6 19.6 13.1
PE(x) 54.8 37.2 33.4 27.9 24.7
Dividend Yield (%) 0.5 0.7 0.8 0.9 11
EV/EBITDA (x) 24 22 21 18 16
RoE (%) 13.9 16.4 16.0 17.1 17.2
RoCE (%) 13.5 16.7 16.3 17.5 17.7

Source: IDBI Capital Research
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Exhibit 1: Financial snapshot (Rs mn)

Q3FY22 Q2FY22 QoQ (%) Q3FY21 YoY Chg (%)
Net Sales 35,518 32,059 11 33,094 7
EBITDA 8,255 8,982 (8) 10,890 (24)
EBITDA margin (%) 23.2 28.0 -477bps 329 -966bps
Other income 1,101 1,500 (27) 1,068 3
PBDIT 9,357 10,482 (11) 11,958 (22)
Depreciation 2,521 2,505 1 2,906 (13)
Interest 551 556 (1) 585 (6)
Pre-tax profit 6,284 7,420 (15) 8,466 (26)
Tax 1364 1,643 (17) 2,204 (38)
PAT 4,920 5,777 (15) 6,262 (21)
EPS (Rs) 136.7 160.5 (15) 174.0 (21)

Source: Company

Exhibit 2: Q3FY22 actual versus estimate

Variance Analysis Estimates Actual Variance (%)
Sales 36,931 35,518 -4%
EBITDA 9,317 8,255 -11%
EBITDA (%) 25.2 23.2 -199bps
Net Profit 5,346 4,920 -8%
EPS (Rs) 32.79 30.18 -8%

Source: Company; IDBI Capital Research
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Exhibit 3: Operational data
Q3FY22 Q2FY22 QoQ (%) Q3FY21 YoY% Chg

Sales (mn tonnes) 6.6 6.3 4% 7.2 -9%
Net realization per tonne 5,422 5,076 7% 4,620 17%
Expenditure per tonne 4,162 3,507 19% 3,099 34%
Composite raw materials per tonne 589 330 78% 263 124%
Employees Cost per tonne 300 321 -6% 236 27%
Power & Fuel Cost per tonne 1,233 995 24% 777 59%
Freight & Handling Expenses Cost per tonne 1,162 1,118 4% 1,137 2%
Other Expenditure per tonne 877 743 18% 687 28%
EBITDA per tonne 1,260 1,422 -11% 1,520 -17%

Source: Company; IDBI Capital Research

Exhibit 4: Q3FY22 volume down 9% YoY Exhibit 5: ASP up by 7% QoQ in Q3FY22
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Exhibit 6: Opex/t increased by 14% QoQ in Q3FY22
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Exhibit 8: Power/t up by 24% QoQ in Q3FY22
1500 40%
20%
1000
0%
500
-20%
0 -40%
0w 0 O O O O H d N «
i — — i N N N N N N
e A o o u W S S o
— on — on — o™ i (90 i ™
g d o 0 o o o g d
B Power & Fuel Cost (Rs/mt) ——QoQ Growth (%, RHS)

Source: IDBI Capital Research

Exhibit 7: EBITDA/t down by 11% QoQ in Q3FY22
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Exhibit 9: Freight/t up by 4% QoQ in Q3FY22
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Exhibit 10: Valuation Summary

EBITDA Rs mn 51,439
EV/EBITDA Multiple x 18
EV Rs mn 925,901
less FY23 debt /(Cash) -40,833
Equity value Rs mn 966,734
Target price Rs/sh 27,750

Source: Company; IDBI Capital Research
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Financial Summary

Profit & Loss Account

Year-end: March
Net sales
Change (yoy, %)
Operating expenses
EBITDA
Change (yoy, %)
Margin (%)
Depreciation
EBIT
Interest paid
Other income
Pre-tax profit
Tax
Effective tax rate (%)
Minority Interest
Net profit
Exceptional items
Adjusted net profit
Change (yoy, %)
EPS
Dividend per sh
Dividend Payout %

(Rs mn)
FY22E FY23E FY24E
152,415 171,521 188,440
21.1 12.5 9.9

(111,866)  (124,525) (137,001)
40,548 46,996 51,439
2.5 15.9 9.5
26.6 27.4 27.3
(10,534)  (11,478)  (11,499)
30,014 35,518 39,940
(2,166) (1,846) (1,504)
5,360 5,724 6,118
33,208 39,395 44,554
(7,410) (8,553) (9,673)
22.3 21.7 21.7

25,798 30,842 34,882

25,798 30,842 34,882

11.6 19.6 13.1
741 885 1,001
196 234 265

1,692 1,199 2,024
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Balance Sheet
Year-end: March
Shareholders' funds
Share capital
Reserves & surplus
Total Debt
Other liabilities
Curr Liab & prov

Current liabilities
Provisions
Total liabilities

Total equity & liabilities

Net fixed assets
Investments

Other non-curr assets
Current assets

Inventories

Sundry Debtors

Cash and Bank

Loans and advances

Total assets

FY19
95,974
348
95,626
23,090
12,919
19,949
19,856
93
55,959
151,933

55,968
44,439
11,936
39,590
15,891
7,324
350

97
151,933

FY20
129,364
361
129,003
16,387
15,526
32,102
31,999
103
64,015
193,379

52,810
89,154
14,021
37,393
14,279
8,285
153

76
193,379

FY21
152,501
361
152,140
13,316
9,312
35,259
35,135
125
57,887
210,388

51,625
110,506
14,055
34,201
14,772
4,859
150

250
210,388

FY22
170,104
361
169,743
13,316
9,312
38,763
38,639
125
61,391
231,495

59,091
110,506
14,055
47,843
18,791
8,351
5,302
250
231,495

FY23E
191,149
361
190,788
13,316
9,312
42,885
42,760
125
65,512
256,661

65,612
110,506
14,055
66,488
21,146
9,398
19,488
250
256,661

(Rs mn)
FY24E
214,950
361
214,590
13,316
9,312
46,534
46,409
125
69,162
284,112

72,114
110,506
14,055
87,437
23,232
10,325
36,284
250
284,112
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Cash Flow Statement
Year-end: March
Pre-tax profit
Depreciation
Tax paid
Chg in working capital

Other operating activities

Cash flow from operations (a)

Capital expenditure
Chg in investments
Other investing activities

Cash flow from investing (b)

Equity raised/(repaid)
Debt raised/(repaid)
Dividend (incl. tax)

Chg in monorities

Other financing activities

Cash flow from financing (c)

Net chg in cash (a+b+c)

FY19
14,377
13,917
(2,300)
(5,302)

1,686
22,378

(18,832)
8,860
1,846

(8,126)

(7,591)
(2,753)
(2,308)
(12,653)

1,599

FY20
19,602
16,994
(4,859)

5,591
185
37,514

(12,808)
(44,317)

3,392
(53,733)

23,833

1,175
(2,868)
(6,231)
15,910

(309)

FY21
30,257
11,399
(7,439)

8,762
(2,044)
40,936

(9,924)
(27,336)
8,737
(28,679)

(22)

(12,124)
(12,146)

112

FY22E
33,208
10,534
(7,410)
(4,986)
(3,194)
28,153

(18,000)

5,360
(12,640)

(8,195)

(2,166)
(10,361)

5,152

FY23E
39,395
11,478
(8,553)

(337)
(3,877)
38,106

(18,000)

5,724
(12,276)

(9,797)

(1,846)
(11,643)

14,186

(Rs mn)
FY24E
44,554
11,499
(9,673)
(504)
(4,614)
41,262

(18,000)

6,118
(11,882)

(11,080)

(1,504)
(12,584)

16,796
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Financial Ratios

Year-end: March FY19 FY20 FY21 FY22E FY23E FY24E
Book Value (Rs) 2,755 3,713 4,378 4,883 5,487 6,170
Adj EPS (Rs) 324.1 450.7 663.6 740.5 885.3 1,001.3
Adj EPS growth (%) -18.4 39.1 47.2 11.6 19.6 13.1
EBITDA margin (%) 22.6 30.9 31.4 26.6 27.4 27.3
Pre-tax margin (%) 12.3 16.5 24.0 21.8 23.0 23.6
Net Debt/Equity (x) 0.2 0.1 0.1 0.0 0.0 -0.1
ROCE (%) 9.9 13.5 16.7 16.3 17.5 17.7
ROE (%) 12.2 13.9 16.4 16.0 17.1 17.2
DuPont Analysis
Asset turnover (x) 0.8 0.7 0.6 0.7 0.7 0.7
Leverage factor (x) 1.6 1.5 14 14 14 1.3
Net margin (%) 9.6 13.2 18.4 16.9 18.0 18.5
Working Capital & Liquidity ratio
Inventory days 49 44 43 45 45 45
Receivable days 23 25 14 20 20 20
Payable days 18 23 33 27 28 28
Valuations
Year-end: March FY19 FY20 FY21 FY22 FY23E FY24E
PER (x) 76.2 54.8 37.2 334 27.9 24.7
Price/Book value (x) 9.0 6.7 5.6 5.1 4.5 4.0
EV/Net sales (x) 7.5 7.4 6.9 5.7 5.0 4.4
EV/EBITDA (x) 33.2 23.8 22.1 21.4 18.1 16.3
Dividend Yield (%) 0.3 0.5 0.7 0.8 0.9 1.1

Source: Company; IDBI Capital Research
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Disclaimer

This report has been published by IDBI Capital Markets & Securities Ltd.(hereinafter referred to as “IDBI Capital”) for private circulation. This report should not be reproduced or copied or made available to others. No person associated with IDBI Capital is obligated to call or
initiate contact with you for the purposes of elaborating or following up on the information contained in this report. The information contained herein is strictly confidential and meant for solely for the selected recipient and may not be altered in any way, transmitted to copied
or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without the prior written consent of IDBI Capital.

Recipients may not receive this report at the same time as other recipients. IDBI Capital will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from the public domain or sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete or up-to-date and it should not be relied upon as such. While reasonable care has been taken to
ensure that information given is at the time believed to be fair and correct and opinions based thereupon are reasonable, due to the very nature of research it cannot be warranted or represented that it is accurate or complete and it should not be relied upon as such. In so far
as this report includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Opinions expressed are current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis, the information discussed in this material, IDBI Capital, its directors, employees are under no obligation to update or keep the
information current. Further there may be regulatory, compliance, or other reasons that prevent us from doing so.

Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.

IDBI Capital, its directors and employees and any person connected with it, will not in any way be responsible for the contents of this report or for any losses, costs, expenses, charges, including notional losses/lost opportunities incurred by a recipient as a result of acting or non-
acting on any information/material contained in the report.

This is not an offer to sell or a solicitation to buy any securities or an attempt to influence the opinion or behavior of investors or recipients or provide any investment/tax advice.

This report is for information only and has not been prepared based on specific investment objectives. The securities discussed in this report may not be suitable for all investors. Investors must make their own investment decision based on their own investment objectives,
goals and financial position and based on their own analysis.

Trading in stocks, stock derivatives, and other securities is inherently risky and the recipient agrees to assume complete and full responsibility for the outcomes of all trading decisions that the recipient makes, including but not limited to loss of capital.
Opinions, projections and estimates in this report solely constitute the current judgment of the author of this report as of the date of this report and do not in any way reflect the views of IDBI Capital, its directors, officers, or employees.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or
which would subject IDBI Capital and associates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this report

may come are required to inform themselves of and to observe such restriction.
E-mail is not a secure method of communication. IDBI Capital cannot accept responsibility for the accuracy or completeness of any e-mail message or any attachment(s).

This transmission could contain viruses, be corrupted, destroyed, incomplete, intercepted, lost or arrived late. IDBI Capital, its directors or employees or associates accept no liability for any damage caused, directly or indirectly, by this email.
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