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Dalmia Bharat Ltd.

Potential Upside Market Cap (INR Mn) Recommendation Sector

CMP Target

INR 2435 INR 2985

22.57%

Sales Note |l 19th May, 2017

Outperformance to continue !

217552.5 Buy Cement

Company Overview

Dalmia Bharat Ltd (DBEL) is currently positioned as the fourth largest cement company in India and possesses a manufacturing capacity
of 25 MTPA and a captive power capacity of 186 MW. DBEL enjoys a healthy presence in South, East and North-East (NE) with
manufacturing capacity of 12.1 MTPA (~48%) located in South and 12.9 MTPA (~52%) located in East (incl. NE). We reckon the cement
demand in Southern region to grow at 7.7% CAGR and eastern (incl. NE) to grow at 9.7% CAGR over FY17-FY20E on the back of elevated
planned outlay in the infrastructure spending by Government of India (GOI). Additionally, enhanced focus of GOI to execute the “Housing
for All” scheme by 2022 is bound to create substantial cement demand.

MARKET DATA

Shares outs (Mn) 88.9
EquityCap (INR Mn) 177.9
Mkt Cap (INR Mn) 217552.5

52 Wk H/L (INR)

2624.9/846.3

Robust volume growth expected over FY17-FY19:

DBEL posted a robust volume growth of 17% Y-O-Y in Q4FY17 scaling to 4.55 MT as against 3.88 MT
in Q4FY16. Despite the lag effect of de-monetization and high base, DBEL managed to outperform
on the volume front on account of capacity addition in Belgaum, Karnataka (2.5 MT) and market
share gains in South & North East India. DBEL continued to focus on building of its strong brand
with its launch of DSP brand in Southern India.

Cement volumes for FY17 stood at 15.3 MT (est. of 14.37 MT) as against 12.8 MT in FY16 translating
into a growth of 20% Y-O-Y. Going forward, we believe with the Government’s enhanced focus on

Volume Avg (3m K) 335.8 rural and affordable housing coupled with infrastructure development, we expect a sharp recovery
Face Value (INR) 5 in cement volumes from Q1FY18 onwards.
With no further capacity addition in near future, we factor in 9.4% cement volume CAGR over FY17-
Bloomberg Code DBELIN FY19E as against our previous estimate of 8.5% and we estimate it to grow from 15.30 MT to 18.34
MT in the same period. We have increased our estimates factoring in further market share gain on
account of launch of its premium brand in East and North East.
SHARE PRICE PERFORMANCE
270 Efficiencies sustained in a tough quarter:
In Q4FY17, EBITDA for the company stood at INR 5517 mn which was up by 7.8% Y-O-Y. EBITDA
220 margins took a hit of 158 bps Y-O-Y on account of higher power & fuel costs and COGS. However, it
was offset to an extent by lower other expenses. The fixed costs increased by 13% during the year
on absolute basis; however due to higher operating leverage, the fixed costs on per ton basis
170 reduced from INR 978 in FY16 to INR 962 in FY17.
We expect EBITDA/ton to increase from INR 1243 in FY17 to INR 1347 by FY19E (previous estimate
120 of INR 1308) on account of surge in capacity utilization, effective logistics management, higher
share of revenues from DSP brand and lower other expenses.
70 | t t } t t |
2 2 2 ° iy I [
=03 & : = < 2 Healthy free cash flow generation will lead to surge in return ratios:
= - n z - = = DBEL pared down Net debt of INR 7510 mn during FY17 resulting into its Net/EBITDA reducing from
Sensex Dalmia Bharat Ltd 3.?1.x lr.1 FY16 to 2.75x in F\{17..(.)n acco.unt.of minimal capex, better gfﬂcnencnes and higher capacity
utilization, we expect a significant hike in free cash flow generation over FY17-FY19E (expected
FCFF of INR 19290 mn in FY19). We believe the FCFF will be utilized to reduce the debt and we
MARKET INFO reckon the net debt to scale down from INR 52330 mn in FY17 to INR 31135 mn by FY19E (previous
estimate of INR 40332 mn). Further, DBEL received INR 5880 mn from KKR as per the terms of the
SENSEX 30435 placement agreement approved by the shareholders in Feb,2016; which will be utilized to reduce
the debt (not factored in estimates yet).
NIFTY 9429 Consequently, we expect the return ratios to burgeon with ROE increasing from 8.24% in FY17 to
16.27% by FY19 and ROCE increasing from 11.55% to 16.28% in the same period.
SHARE HOLDING PATTERN (%)
Particulars Mar 17 Dec 16 Sep 16
Promoters 57.76 | 57.34 | 57.41 o
Flis 8.04 8.85 8.21 /
Dils - o
5.25 4.76 4.95
Others 28.94 29.05 29.42
Total 100 100 100 Volume CAGR between FY 17 Revenue CAGR between FY 17
and FY 19E and FY 19E
ANALYST KRChoksey Research 91-22-6696 5555 [ 91-22-6691 9569
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Valuation and Outlook:

With expected Net debt of INR 31134.6 mn by FY19E, DBEL trades at an EV/EBITDA of 10.02x and EV/ton of $148 on FY19E basis. The
company enjoys a healthy presence in high growing regions with robust market share of 8%/15%/21% in South/East/North-East. On
account of strong brand presence, superior margins, reduction in debt and surge in return ratios; we believe the company will
fetch premium valuations and would be subject to re-rating depending upon volume growth sustainability, further improvement in
efficiency coupled with debt reduction.

We value Dalmia Bharat Ltd at an EV/EBITDA of 12x FY19E arriving at a target price of INR 2985 translating into a 22.57% upside from
CMP of INR 2435. We maintain our BUY rating on the stock.

*Total Sales stood at INR 24332 mn which was up by 15.4% y-o-y and 23.7% g-o-q. Volume growth stood at 17% y-o-y reaching 4.55 MT
as against 3.88 MT last year. EBIDTA stood at INR 5517 mn which was up by 7.8% y-o-y and 31% g-o-q and EBIDTA/ton stood at INR
1248 as against INR 1361 same quarter last year. EBITDA margins declined by 158 bps y-o-y primarily due to higher power and fuel
costs and COGS. However, it was offset to an extent by lower other expenses.

*PAT stood at INR 1839 mn which was up by 94.2% y-o-y and 414.6% g-o-q. Net profit was primarily up due to lower interest costs,
lower depreciation and low tax expense.

*Dalmia Bharat Ltd (DBEL) has outperformed on all fronts in a quarter which was significantly affected by de-monetization and had
a high base. The robust volume growth was due to capacity addition in Belgaum, Karnataka (2.5 MT) and market share gains.

Key Financials

Revenues 39986.20 73275.00 83481.00 93653.02 104898.85
EBITDA 6025.10 15786.10 19018.80 21128.85 24706.22
PAT 30.50 1908.30 3448.00 6114.33 9020.41
EPS 0.38 21.47 38.79 68.78 101.47
P/E (x) 1126.15 36.90 50.33 35.40 24.00
EV/EBITDA (x) 16.27 8.37 11.88 12.25 10.02

Source: Company, KRChoksey Research
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Consolidated Profit & Loss (INR Mn) FY15 FY16 FY17 FY18E FY19E
Total Sales 39986.20 73275 83481.00 93653.02 104898.85
COGS 5282.40 11035.9 12915.80 14465.70 15912.27
Employee Expenses 2787.50 5064.5 6091.80 6396.39 6716.21
Power and fuel 7120.90 8828.7 9792.30 11750.76 13513.37
Transportation cost 6249.00 11474 13435.10 14890.83 16521.57
Other Expenses 7676.30 12190.3 12789.80 14047.95 15210.33
Excise duty 4845.00 8895.5 9437.40 10972.54 12318.88
EBITDA 6025.10 15786.1 19018.80 21128.85 24706.22
D&A 2715.80 4527.6 6027.10 5389.83 5502.33
Other income 933.40 1642.1 2987.80 2809.59 3000.00
EBIT 4242.70 12900.6 15979.50 18548.61 22203.89
Interest Expense 4343.80 7256.2 8899.90 8024.94 7174.94
PBT -101.10 5644.4 7079.60 10523.67 15028.95
Tax 468.60 2990.8 2761.50 3472.81 4959.55
Effective tax rate - 52.99% 39.01% 33.00% 33.00%
Share of profit in subsidiary's associates 485.30 0 0.00 0.00 0.00
Less minority interest -176.10 745.3 870.10 936.53 1048.99
PAT 30.50 1908.3 3448.00 6114.33 9020.41
Source: Company, KRChoksey Research

Consolidated Balance Sheet (INR Mn) FY15 FY16 FY17 FY18E FY19E
Equity Share Capital 162.40 177.60 177.90 177.90 177.90
Reserves 30526.60 38358.00 41610.50 47113.39 55231.76
Net worth 30701.60 38568.80 41821.60 47324.49 55442.86
Minority Interest 7469.60 3568.60 4438.70 5375.23 6424.22
Total loans 84796.50 88925.00 80249.40 71749.40 61749.40
Capital Employed 124946 137514 138313 136764 136409
Net block 77375-60 78818.40 80945.00 78055.17 75052.84
Current Investments 15829.40 24726.00 24726.00 24726.00 24726.00
Inventories 7293.20 7082.90 8138.72 9313.53 10462.86
Sundry debtors 5100.60 4946.40 5717.88 6158.01 6610.06
Sundry creditors 7483.90 9136.00 10792.65 12484.09 13732.50
Cash and bank 5280.80 2483.20 3195.86 4679.20 5888.82
Total Current assets 41327.40 45854.80 49349.95 53363.71 57186.84
Total Current liabilities 25945.70 30749.30 35572.13 38245.17 39421.26
Capital Deployed 124946 137514 138313 136764 136409
Source: Company, KRChoksey Research

Consolidated Cash Flow (INR Mn) FY15 FY16 FY17 FY18E FY19E
PAT 30.50 1908.30 3448.00 6114.33 9020.41
Depreciation & Amortization 2715.80 4527.60 6027.10 5389.83 5502.33

Incr)/Decr in Working Capital 676.80 3370.90 2716.36 654.09 -960.06
Cash Flow from Operating 5448.30 18907.40 21961.46 21119.71 21786.60

Incr)/ Decr in Gross PP&E -4971.10 -3928.70 -8153.40 -2500.00 -2500.00
Cash Flow from Investing -30869.30 -16703.50 -8153.40 -2500.00 -2500.00

Decr)/Incr in Debt 34984.80 4128.50 -4000.00 -8500.00 -10000.00
Dividend -190.00 -534.40 -195.50 -611.43 -902.04
Cash Flow from Financing 29344.50 -5001.50 -13095.40 -17136.37 -18076.98
Incr/(Decr) in Balance Sheet Cash 4436.90 -2797.60 712.66 1483.34 1209.62
Cash and cash equivalents at the Start of the Year 843.90 5280.80 2483.20 3195.86 4679.20
Cash and cash equivalents at the End of the Year 5280.80 2483.20 3195.86 4679.20 5888.82

Source: Company, KRChoksey Research
ANALYST KRChoksey Research 91-22-6696 5555 [ 91-22-6691 9569

Vaibhav Chowdhry, vaibhav.chowdhry@krchoksey.com, 91-22-6696 5571
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Ratio Analysis FY15 FY16 FY17 FY18E FY19E
Particulars
EBITDA/ton 859.50 1233.29 1243.06 1255.43 1346.78
Volume (mn tons) 7.01 12.80 15.30 16.83 18.34
Growth (%)
Total Sales 16.74% 83.25% 13.93% 12.18% 12.01%
EBITDA 29.65% 162.01% 20.48% 11.09% 16.93%
PAT 136.22% 6156.72% 80.68% 77.33% 47.53%
Profitability (%)
EBITDA Margin 15.07% 21.54% 22.78% 22.56% 23.55%
NPM 0.08% 2.60% 4.13% 6.53% 8.60%
Return ratios
ROE 0.10% 4.95% 8.24% 12.92% 16.27%
ROCE 3.40% 9.38% 11.55% 13.56% 16.28%
Per share data
EPS 0.38 21.47 38.79 68.78 101.47
BPS 378.10 433.84 470.43 532.33 623.65
Valuations (x)
P/E (x) 1126.15 36.90 50.33 35.40 24.00
P/BV (x) 1.12 1.83 4.15 4.57 3.90
EV/EBITDA (x) 16.27 8.37 11.88 12.25 10.02
EV/Ton ($) 79.09 78.88 134.84 154.52 147.82
Net Debt/EBITDA 10.57 3.91 2.75 2.00 1.26
Net Debt/Equity 2.07 1.60 1.25 0.89 0.56
Interest Coverage 0.98 1.78 1.80 2.31 3.09
Source: Company, KRChoksey Research
ANALYST KRChoksey Research 91-22-6696 5555 [ 91-22-6691 9569
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19-May-17 2,435 2,985 BUY Buy More than 15%
11-May-17 2,511 2,985 BUY Accumulate 5% —15%
27-Feb-17 1,897 2,540 BUY Hold 0-5%
09-Jan1y 1,535 2,090 BUY Reduce -5%—0

Sell Less than - 5%
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