Shree Cement (sHrcem)

CMP: X 21,200

Target: ¥ 24,300 (15%)

Target Period: 12 months

May 25, 2022

Cost to stay higher in medium term; rich valuation limits
upside...

About the stock: Shree is the third largest cement group in India with domestic
cement capacity of 46.4 MT as of FY22. In the past four years, it has diversified itself
from a 100% north player to a player with capacities now in Rajasthan, Uttarakhand,
Bihar, Chhattisgarh, Haryana, Uttar Pradesh, Karnataka and Odisha.

e It also has a presence in UAE with integrated cement capacity of 4 MT and 3.3
MT clinker (located near port in Ras-Al-Khaimah)

e Proximity to end user market, use of split grinding units and power capacity of
742MW (Including 211MW WHRS) makes it most efficient player in the industry

Q4FY22 Results: The performance was below our estimates.

e Revenue was up 3.6% YoY to ¥ 4098.7 crore. Sales volumes were down
2.3% YoY to 8.0 MT while realisation were up 6.0% YoY to ¥ 5105/t.
However, QoQ, it declined 5.8%. This came in as a negative surprise

e Margins declined 103 bps QoQ to 22.2% (down 766 bps YoY). However, it
remained in line with our estimates due to controlled expenses

e Reported PAT of % 645 crore (down 16% YoY, up 31.1% QoQ) were higher
than estimates due to tax adjustment (credit) of ¥ 100 crore

What should investors do? Cost leadership, strong presence in North & East along
with robust balance sheet has provided an edge over its competitors.

e  With expected revenue CAGR of 14% and RolC of 18%, we remain positive
on the company. However, we maintain HOLD due to rich valuations

Target Price and Valuation: We value Shree at ¥ 24,300 i.e.19x FY24E EV/EBITDA.
Key triggers for future price performance:

e With commissioning of 3 MT grinding unit in Maharashtra, domestic
capacity has reached to 46.4 MT in FY22. The clinker unit in Chhattisgarh
(capacity of 12000t/day) has also got commissioned (capex ¥ 1000 crore)

e Other new capex includes 1) setting up of new integrated unit with 3.5 MT
GU and 3.8 MT clinker unit in Rajasthan by Q4FY24E at capex of $135/t 2) 3
MT grinding unit in West Bengal by Q4FY23E at capex of $34/t 3) 106 MW
solar power at capex of X 4.7crore per MW

e The entire capex of ¥ 4750 crore till FY24E will be funded via internal
accruals. Total domestic capacity to reach ~53 MT post these expansions

e Shree to continue to maintain its cost leadership & market share due to
structural advantage it has in terms of accessing raw materials and markets

Alternate Stock Idea: In our cement sector coverage we also like Ultratech.
e Itis a market leader with strong brand in the retail segment.
e BUY with a target price of % 8,000/share

Key Financial Summary

Key Financials FY19 FY20 FY21 Fyzz S Year CA&R)
Net Sales 11722 11904 12653 14306 6.9
EBITDA 2653 3675 3979 3648 11.2
EBITDA (%) 22,6 30.9 31.4 25.5
PAT 1108 1570 2312 2376 29.0
EPS (2) 318 435 641 659
EV/EBITDA 30.3 21.0 19.1 20.9
EV/Tonne ($) 267 227 223 228
RoNW 11.5 12.1 15.2 13.8
RoCE 11.5 13.8 18.2 16.1
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Key performance highlights

e Domestic sales volumes were at 8.03 MT (down 2.3% YoY, up 22.6% QoQ).
Blended realisations were higher by 6% YoY while it declined 5.9% QoQ.

e Capacity utilisation was at 74% vs. 60.4% in Q3FY22 and 81.4% Q4 last year

e Cost of production was up 17.6% YoY to ¥ 3,971/t led by sharp rise in the
power & fuel expenses (up 72.7% YoY, 8.3% QoQ)

e EBITDA/t declined 21.2% YoY to % 1,134/t, it remained lower than our
estimated EBITDA/t of ¥ 1,227/t

e The board has announced a final dividend of ¥ 45/share

Exhibit 1: Variance Analysis

Q4FY22 D4FY22E Q4FY21 YoY (%) Q3FY22 00Q (%)

Total Operating Income 4098.8 4,510.2 3,958.0 3.6 3,551.8 15.4
Other Income 138.0 110.5 119.1 15.9 110.1 25.3
Raw Material Consumed 294.1 447.6 258.9 13.6 476.5 -38.3
Stock Adjustment 58.9 0.0 69.1 -14.8 -90.8 NA
Employee Expense 196.7 232.7 244.2 -19.5 196.5 0.1
Power, Oil & Fuel 1,072.8 1,123.0 636.0 68.7 807.9 32.8
Freight cost 941.3 976.5 952.7 -1.2 761.6 23.6
Other Expenses 624.5 732.4 614.6 1.6 574.5 8.7
EBITDA 910.6 998.2 1,182.5 -23.0 825.5 10.3
EBITDA Margin (%) 22.2 22.1 29.9 -766 bps 23.2 -103 bps
Interest 53.6 59.3 55.3 -3.1 55.1 -2.9
Depreciation 301.3 314.6 299.3 0.7 252.1 19.5
PBT 693.7 734.8 946.9 -26.7 628.4 NA
Total Tax 48.7 161.7 179.3 -72.8 136.4 -64.3
PAT 645.0 573.1 767.7 -16.0 492.0 31.1
Key Metrics

Volume (MT) 8.03 8.1 8.2 -2.3 6.6 22.6
Cement Realisation/t (%) 5,105 5,545 4,815 6.0 5,423 -5.9
Blended EBITDA/Tonne (%) 1,134 1,227 1,439 -21.2 1,260 -10.0

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY23E FY24E
(X Crore) Oid New % Change 0ld New % Change Comments
Net revenues 16,839.0 16,530.2 -1.8 NA  18,632.2 NA
EBITDA 3,644.7 3,624.4 -0.6 NA 4,409.8 NA
EBITDA Margin (%) 21.6 21.9 28 bps NA 23.7 NA Expect company to maintain profitability leadership

Source: Company, ICICI Direct Research
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Key triggers for future price performance

Stronghold over high growth markets of North and East regions

SCL is one of the strongest players in the northern region with operating units at
Rajasthan, Haryana, Uttar Pradesh and Uttarakhand. Apart from stronghold in North
which accounts for ~66% of revenues, the company also has increased its share in
East and South markets with operating units at Chhattisgarh, Jharkhand and Bihar as
well as operating unit in Karnataka. The share of eastern region increased from 21%
in FY17 to 25% as of FY20. The company’s strategy to adopt split grinding units close
to user markets has also provided efficiency in terms of logistics cost.

Operating efficiency remains best in industry

Being pioneer in many cost initiatives, SCL enjoys strong operating efficiency, which
makes it one of the low cost producers in India. The strong efficiency arises on
account of being 1) 85% consumption of power from captive power plants including
usage of WHRS 2) Higher sale of blended cement 3) use of split-grinding units and
5) adequate limestone reserves.

Exhibit 3: Cost of production on per tonne basis of top cement players

Total cost/tonne FY17 FY18 FY19 FY20 FY21
Shree Cement 2,949 3,264 3,507 3,300 3,227
Ramco 3,322 3,551 3,679 3,786 3,732
Ambuja 3,564 3,708 3,915 3,965 3,856
UltraTech Cement 3,867 4,012 4,062 4,092 3,903
JK Cement 3,871 4,097 4,235 4,380 4,136
ACC™ 4,138 4,337 4,495 4,583 4,479
Total 3810 3745 3837 3875 3820

Source: Company, ICICI Direct Research

Credible record of low leverage and healthy return ratios

Tracking the data since FY07, Shree Cement has always reported double-digit RoE;
thus speaking strongly of the management’s efficient capital allocation. These
healthy returns have been generated with net debt/EBITDA remaining below 1x all
throughout this period. We believe, the same is going to be maintained while
achieving the aim of doubling the capacity in every years. With surplus liquidity of
over ¥ 8000 crore the company is in the strong position to fund its new expansion
involving capex of 34750 crore.

Ongoing Expansion Cement (MT) Clinker (MT) % crore $/tonne Commissioning
Gothra, Rajasthan 3.5 3.8 3500 135 Q4FY24E
Purulia, West Bengal 3.0 750 34 Q4FY23E
Total Cement Capacity 6.5 3.8 4250 88

Power Per MW (% crore)

Solar Power Plants (106MW) 500 4.7 Q2FY23E
Total Capex for FY22-24E 4750

Source: Company, ICICI Direct Research
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Financial story in charts

Exhibit 4: Region-wise capacity details

Particulars Cement Clinker
Current installed capacity

North 24.3 18.0
East 14.1 9.5
Central 2.0

South 3.0 2.4
West 3.0

Total Domestic Capacity 46.4 29.9
Overseas Capacity 4.0 3.3
Ongoing Expansions

North 3.5 3.8
East 3.0

Total Capacity post expansion in FY24E 56.9 37.0

Source: Company, ICICI Direct Research

Exhibit 5: Cost pressure to keep realisations firm in FY23E; to Ml Exhibit 6: Volumes to grow at 11.3% CAGR over FY22-24E
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Exhibit 7: Realisations/tonne decline 5.9% QoQ (up 6% YoY) [ Exhibit 8: Cement volumes decline 2.3% YoY on high base
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Exhibit 9: EBITDA/t to remain healthy vs Industry

Exhibit 10: EBITDA margins to stabilise around ~24% in
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Source: Company, ICICI Direct Research

Exhibit 11: EBITDA, PAT to grow at 9.9% & 3.9% CAGR over FY22-24E, respectively
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Financial Summary

Exhibit 12: Profit & Loss Account Exhibit 13: Cash flow statement

(Year-end March) FY20 FY21 FY22  FY23E  FY24E (Year-end March) FY20 FY21 FY22  FY23E  FY24E
Operating Income 11,904.0 12,652.9 14,305.9 16,530.2 18,632.2 Profit after Tax 1,670.2 23119  2,376.4  2,054.0  2,566.4
Growth (%) 1.6 6.3 13.1 15.5 12.7 Add: Depreciation 1,699.4 1,139.9 1,036.5 1,197.9 1,350.1
Raw material cost 768.2 875.6 1138.6 1399.0 1545.9 Add: Interest 286.5 2411 217.8 232.2 192.2
Power & Fuel cost 2341.6 2067.9 3161.4 4078.2 4493.0 (Inc)/dec in Current Assets 45.4 346.5 -1,631.1 940.7 -563.2
Freight cost 2606.1 3037.2 3241.5 3121.2 4110.0 Inc/(dec) in CL and Provision 982.2 -94.8 535.9 -224.9 414.7
Employees cost 731.0 759.7 807.2 871.8 941.6  CF from operating activ 4,583.7 3,950.6 2,535.5 4,199.9 3,960.1
Others 1776.5 1933.2 2309.4 2835.6 3132.0 (Inc)/dec in Investments -4,574.3  -2,080.4 -345.9 -754.1 -600.0
Total Operating Exp. 8,229.5 8673.6 10,658.1 12,905.8 14,2225 (Inc)/dec in Fixed Assets -1,384.3 -964.8 -1,615.2  -2,400.0 -2,200.0
EBITDA 3,674.5 3,979.3 3,647.8 3,624.4 4,409.8 Others -90.0 -31.0 335.0 -335.0 0.0
Growth (%) 38.5 8.3 -8.3 -0.6 21.7 CF from investing activ -6,048.6 -3,082.3 -1,626.2 -3,489.1 -2,800.0
Depreciation 1,699.4  1,139.9 1,036.5 1,197.9  1,350.1 Issue/(Buy back) of Equity 1.2 0.0 0.0 1.2 0.0
Interest 286.5 2471 217.8 232.2 192.2 Inc/(dec) in loan funds -218.8 -520.6 -421.0 -23.0 -400.0
Other Income 271.6 433.4 537.3 548.0 559.0 Dividend paid & dividend tax -478.3 -260.9 -391.3 -434.8 -434.8
PBT 1,960.2  3,025.7 2,930.8 2,742.3  3,426.4 Inc/(dec) in Sec. premium 2,246.0 263.0 35.3 0.0 0.0
Others 0.0 0.0 0.0 0.0 0.0 Others -286.5 -247.1 -211.8 -232.2 -192.2
Total Tax 390.0 713.8 554.4 688.3 860.0 CF from financing activ 1,263.6 -765.6 -1,000.8 -688.7 -1,027.0
PAT 1,670.2 2,311.9 2,376.4 2,054.0 2,566.4 Net Cash flow -201.3 102.7 -91.5 221 133.1
Adjusted PAT 1,570.2 2,311.9 2,376.4 2,054.0 2,566.4 Opening Cash 308.3 107.0 209.7 118.3 140.3
Growth (%) 41.8 47.2 2.8 -13.6 24.9 Closing Cash 107.0 209.7 118.3 140.3 273.5
Adjusted EPS (%) 435.2 640.7 658.6 569.2 711.2  Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research

Exhibit 14: Balance Sheet summary Exhibit 15: Ratio sheet

(Year-end March) FY20  FY21  FY22 FY23E  FY24E (Year-end March) FY20  FY21  FY22 FY23E  FY24E
Liabilities Per share data (%)
Equity Capital 36.1 36.1 36.1 37.3 37.3 EPS 4352 6407 6586 5692  711.2
Reserve and Surplus 12,9003 152144 17,2348 18,854.0 20,985.6 Cash EPS 906.1 9566 9458 9012  1,085.4
Total Shareholders funds ~ 12,936.4 15,2505 17,270.9 18,891.3 21,0229 BV 3585.1 42264 47864 52354 58262
Total Debt 32924 2,771.8 23847 2,321.8 1,921.8 DPS 110.0 60.0 90.0 70.0 70.0
Deferred Tax Liability 6804 7174 -3824 7174 -717.4  Cash Per Share 29.7 58.1 328 38.9 75.8
Minority Interest / Others 0.0 0.0 0.0 0.0 0.0 Operating Ratios (%)
Total Liabilities 15,548.4 17,304.8 19,233.2 20,495.6 22,227.2  EBITDA Margin 30.9 31.4 2.5 21.9 237
Assets PAT Margin 13.2 183 166 124 13.8
Gross Block 16,009.8 16,965.8 18,579.1 21,352.0 23,652.0 Inventory days 43.8 42.6 41.0 38.0 38.0
Less: Acc Depreciation ~ 11,690.9  12,830.8 13,867.2 15,085.2 16,415.3  Debtor days 5.4 14.0 15.0 16.0 16.0
Net Block 43189 41350 4711.8 62868 7,236.7 Creditor days 55.7 44.4 420 40.0 40.0
Capital WIP 921  971.0 9729 6000 5000 Return Ratios (%)
Total Fixed Assets 52810 51060 56847 68868 7,736.7 RoE 121 152 138 109 122
Investments 9,119.6 11,2001 11,546.0 12,300.1 12,900.1 RoCE 138 18.2 16.1 14.0 15.8
Inventory 14219 1477.2 21614 17209 1,9398 Rol 16.6 220 174 15.5 18.2
Debtors 8285 4859 5957 7246 g1 Valuation Ratios (x)
Loans and Advances 60.3 85.7 29.7 165.3 186.3 P/E 49.3 335 326 317 302
Other Current Assets 17687 16901 25831 18183 20495 EV/EBMOA 20 et 09 206 167
Cash 1070 2097 1183 1403 2735 CV/NetSales 65 6.0 53 45 40
Total Current Assets 41923 39485 54881 45695 52650 iarketCap/Sales 8.5 6.1 54 47 42
Creditors 1,8166 1,538 21388 1,811.5 20419 icetoBook Value 6.0 51 45 41 37
Provisions 12280 14110 13869 14492 16335 Solvency Ratios
Total Current Liabilies 3,046  2,049.8 34856 372607 36754 DoPVEBIDA 0.9 0.7 0.6 0.6 0.4
Net Current Assets 11478 9988 20025 13088 1,505 Deot/Eauity 03 0.2 01 01 01
Application of Funds 15,548.4 17,304.8 19,233.2 20,495.6 22,227.2 CurentRato 14 13 16 14 14
Quick Ratio 0.9 0.8 1.0 0.9 0.9

Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
41—
ﬂlc’c’d;/:‘f'[«'un,‘f il‘_lf‘ 1 |
I»rlxlnvlr!llz:,':)ulhnlllh;l | BHOE{ER \ |
ICICI Securities Ltd. | 757 a8mine ) f
Analyst Award 2012 L:
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,
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Mumbai - 400 093
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ANALYST CERTIFICATION

|/We, Rashesh Shah (CA) Research Analyst, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities.
We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not
received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture
capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial
interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as

Our proprietary trading and investment busil may make i decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant 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 prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the past

twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one percent or more or other material
conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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 ICICI Securities and affiliates 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 document may come are required to inform themselves of and to observe such restriction.

ICICI Securities | Retail Research 8



