UltraTech Cement (uLtcem

CMP: % 6,401

Target: ¥ 7,700 (20%)

Target Period: 12 months

October 20, 2022

Margin trajectory to improve from here on...

About the stock: UltraTech is the largest cement manufacturer in India with a
domestic capacity of 114.5 MT (over 23% of total market) with a leadership position
in most regions (excluding east). It has grown through organic and inorganic routes
and added around ~30 MT of capacity in the last three years.
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. . . . Particulars Amount

e |t has shOV\_/n |ts_ _cap_abll_lty to sgccessfully integrate the acquired assets and Mcap % 184715 crore
ramped up its utilisation in a profitable manner Debt (FY22) % 9891 crore

e The company is now focusing on the fast growing market of eastern India, which Cash & Invest (FY22) ¥ 260 crore
accounts for over a third of 42.5 MT planned expansion over FY21-25E EV ¥ 194346 crore

52 week H/L 3826935157

Q2FY23 Results: UltraTech cement’s results for Q2FY23 remained marginally E:E:y :Ia‘; X 288.2 C:’:Z

valu

below our estimates at operational level.

e Net revenues grew 16.7% YoY to % 13,482 crore (vs. |-Direct est. ¥ 13,168
crore). It declined 8.4% QoQ

Shareholding pattern
(in %) Sep-21 Dec-21 Mar-22 Jun-22
Promoter 60.0 60.0 60.0 60.0

e Cost of production increased 8.7% QoQ to T 5317/t due to higher power & Fll 16.5 15.7 14.0 13.1
fuel expenses. As a result, EBITDA/t declined by 50.6% YoY, 30.6% QoQ to Dil 14.6 15.2 16.4 18.2
% 775/t (vs. I-direct estimate: T 808/t). Others 9.0 9.1 9.6 8.7
e Net profit declined 44.7% YoY, 53.8% QoQ to ¥ 718 crore, lower than our m
expected net profit of T 794 crore 10000 20000
What should investors do? Market leadership, strong brand with highest retail 8000 15000
presence and robust balance sheet justifies UltraTech’s premium valuations. 6000 10000
4000
e The company's strategic growth plan, prudent approach in generating 2000 % 5000
higher cash flows/capex while maintaining strong b/s would keep it ahead N
in the league. We remain positive on the company and maintain BUY rating © 2 2 5 5 8 ¥
Target Price and Valuation: Valued at % 7,700 i.e.14.5x FY24E EV/EBITDA 5833853 85
UltraTech (LHS) ——— NIFTY (RHS)

Key triggers for future price performance:

e Given the cement sector’s healthy long-term growth potential, the industry
is likely to grow at ~8% CAGR during FY22-27

e Expect its capacity to increase at a CAGR of ~10.2% to 154 MT against
industry average capacity CAGR of 7.2% over the next three years

e The new organic capacities are being added at lower capital cost (US$76/t)
that will help in boosting return ratios (to generate 16-18% IRR)
Alternate Stock Idea: Apart from UltraTech, we also like Shree Cement.

e Shree Cement is the third largest cement group and most efficient cement
player in the Industry

e BUY with a target price of ¥ 24,300/share

Key Financial Summary

e Any delay in commissioning of
new capacity may impact return
ratios

e Volatility in prices of imported
coal/petcoke may impact margins
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Key Financials FY19 FY20 FY21 Fy2z O Year CA(?%R) FY23E Fy2qp 2 Year CA(?%':
Net Sales ( crore) 39933 40634 43188 50663 8.3 61004 68314 16.1
EBITDA  crore) 7076 8652 10964 10936 15.6 10823 15124 17.6
EBITDA (%) 17.7 21.3 25.4 216 177 22.1
Adiusted PAT (% crore) 2530 4448 5506 7067 20.8 5597 8708 1.0
EPS ) 87.7 154.1 190.8 244.9 194.0 301.8
EV/EBITDA 28.0 227 17.4 17.1 17.2 12.0
EV/t ($) 254 252 208 204 202 183
RONW (%) 76 1.6 12.7 143 105 143
RoCE (%) 9.0 1.4 14.7 14.2 13.4 18.5

Source: Company, ICICI Direct Research
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Key performance highlights

Blended sales volumes were up 8.3% YoY at 22.1 MT (vs. I-direct estimate:
22.3 MT). Blended realisations were also higher by ~7.8% YoY to
¥ 6,092/tonne. Grey cement volumes grew 10% YoY to 21.75 MT with
capacity utilisation of 76% vs. 72% last year. RMC business registered
volume growth of 29% for the quarter on a YoY basis. Premium products
contributed to 18.8% of trade sales volume in Q2FY23

Cost of production increased 8.7% QoQ to X 5317/t due to higher power &
fuel expenses. The increase was higher than our expected cost increase of
4.2% sequentially. P&F cost was up 59% YoY, 16.7% QoQ to T 1,763/tonne

As a result, EBITDA/t declined 50.6% (down 30.6% QoQ) to ¥ 775/t (vs. I-
direct estimate: ¥ 808/t). Reported EBITDA was at ¥ 1,716 crore (vs. |-direct
estimate ¥ 1,801 crore), with EBITDA margins coming in at 12.7% (down 979
bps YoY, 718bps QoQ) against our margin of 13.7%

Net profit declined 44.7% YoY, 53.8% QoQ to ¥ 718 crore, lower than our
expected net profit of ¥ 794 crore

In terms of expansion, the company commissioned cement capacity of 1.3
MT at Dalla Cement Works, Uttar Pradesh in this quarter, taking the total
grey cement capacity of the company to 115.85 MT

Remaining capacity expansion is on track to be commissioned by March
2023 (9.6 MT in Q3 and 5.8 MT in Q4). After this expansion, total grey
cement capacity of the company will be 131.25 MT in India

In the phase Il, the company will be adding another 22.6 MT by FY25E. This
will take its total capacity close to 154 MT

The company commenced 6 MW of WHRS capacity during the quarter (total
24 MW in H1FY23). With this, the total WHRS capacity has been augmented
to 191 MW. This is expected to increase to 250 MW by the end of FY23

The green power mix is now at 19.5%. The company is also targeting its
green power mix to increase to 36% by FY25E

Net debt increased to ¥ 8,357 crore from ¥ 5,561 crore in June 2022 primarily
on account of increase in working capital and growth capex

Other highlights

Demand in Q2: The cement demand in central & eastern region was
impacted to come extent due to heavy monsoon and sand mining ban in
Chhattisgarh and Odisha

Demand Outlook: The company expects cement demand to cross 500 MT
by FY27E from ~350 MT at present (i.e. expecting a demand CAGR of ~8%)
In terms of segments, it expects infrastructure to grow at 8-9% followed by
housing (~7-8% both in rural & urban) and industrial & commercial (5-6%
CAGR) over FY22-FY27

Cost of production: The cost of fuel has increased to ¥ 2.489'Kcal in Q2 from
¥ 2.215/Kcal in Q1FY23 and % 1.43/Kcal in Q2FY22. With the fall in
international coal/petcoke prices, the company expects minimum cost
reduction of over ¥ 100/tonne from Q3 onwards

Expansion: On track to reach 130.9 MT by FY23E. In phase-ll, the company
will be adding another 22.6 MT by FY25E that will take its total capacity close
to 154 MT. The company aims to reach 200 MT cement capacity by 2030
representing capacity CAGR of 7.2%. Total capex in FY23 is expected to be
% 6000 crore. It is likely to incur capex of ¥ 6000 crore in FY24 as well,
including capex on WHRS units

ICICI Securities | Retail Research
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ﬂ Result Update | UltraTech Cements ICICI Direct Research
Exhibit 1: Variance Analysis

02FY23 Q2FY23E Q2FY22 YoY (%) Q1FY23 QoQ (%) Comments
Net Sales 13,482 13,168 11,548 16.7 14,715 -8.4
EBITDA 1,716 1,801 2,600 -34.0 2,929 -41.4
EBITDA Margin (%) 12.7 13.7 22.5 -979 bps 19.9 -718 bps Higher power & fuel cost led to sharp reduction in margins
Depreciation 643 628 613 4.9 628 2.3
Interest 187 189 183 2.2 200 -6.5
PBT 1,051 1,150 1,946 -46.0 2,268 -53.7
Total Tax 333 357 646 -48.5 714 -53.4
PAT 718 794 1,300 -44.7 1,554 -53.8
Key Metrics
Blended volume (MT) 221 223 20.4 8.3 24.1 82 Grey cement.volume grew 10% YoY to 21.75 MT while white cement
volume remained flat
Realisation (%) 6,092 5,905 5,653 7.8 6,106 -0.2
EBITDA per Tonne (%) 775 808 1,570 -50.6 1,117 -30.6

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY23E FY24E
(¥ Crore) 0ld New % Change 0ld New % Change
Revenue 60,410.0 61,003.8 1.0 68,314.3 68,314.3 0.0
EBITDA 10,955.0 10,823.0 -1.2 15,124.3 15,124.3 0.0
EBITDA Margin (%) 18.1 1777 -39 bps 22.1 2217 0 bps
PAT 5,565.4 5,597.0 0.6 8,708.4 8,708.4 0.0
EPS (}) 192.9 194.0 0.6 301.8 301.8 0.0

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research
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Key triggers for future price performance

Target total capacity of 200 MT by 2030; to reach 154 MT by FY25E

The target of reaching 200 MT by FY30E from 114.55 MT indicates capacity CAGR
growth of 7.2% during FY22-30E. The newly announced cement capacity expansion
of 22.6 MT along with ongoing capex of ~16.7 MT would take its total capacity to
131.25 MT by end of FY23E and ~154 MT by end of FY25E. Region wise, major
capacities are being added in the eastern and central region (73% of 19.5 MT)
currently, which has lowest road and power density per capita representing higher
growth potential while rural population share remains one of the higher, offering
stability in prices. The balance 27% of new capacities is being added in the north
region. Furthermore, as these new organic capacities are being added at lower
capital costs (US$60/t for phase |, $76/tonne for phase Il), it will help in boosting
return ratios (new capacity to generate 15%+ IRR.

Efficiency measures to help sustain margins; b/s to stay firm

While uncertainty remains on cost inflation with respect to price fluctuations in
petcoke and diesel prices, the management’s focus on consolidating the acquired
assets, driving synergies, especially on the logistics front, improving premium
segment share (to increase from 10% to 15% in two years) and containing fixed
overheads on a sustainable basis provide a cushion against risk of margin erosion,
going forward. On the leverage front, the net debt/EBITDA is now at 0.9x in FY22 vs.
1.4x last year.

Valuation & Outlook

Post a subdued Q2, we now expect the margin curve to improve from H2FY23
onwards on a sustained basis as the benefit of recent correction in pet coke price
would start reflecting in the performance from Q3 onwards. Also, from a long-term
perspective, the company's strategic growth plan (target to become 154 MT player
by 2025, 200 MT player by 2030, i.e. at 7.2% CAGR), prudent approach in generating
higher cash flows to capex with IRR target of +15% for the new capex while
maintaining strong balance-sheet would continue to keep the company ahead in the
league. Hence, we remain constructive on the company and maintain BUY rating
with a revised target price of ¥ 7,700/share (i.e. 14.5x FY24E EV/EBITDA).

Exhibit 3: Valuation matrix

Sales Gr EPS Gr PE EV/Tonne EV/EBITDA RoNW RoCE

Rer) (%) R) (%) (x) ($) (x) (%) (%)
FY20 406342 47 1891 206 33.9 252 227 142 1.0
FY21 431884 6.3 185.1 2.1 346 208 174 123 146
Fy22 50663.5 17.3 2449 323 26.1 204 17.1 143 143
FY23E 61003.8 204 1940 -20.8 33.0 202 172 105 133
FY24E 68314.3 120 301.8  55.6 21.2 183 120 143 186

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research
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Financial story in charts

Exhibit 4: Sales volumes improve 8.3% YoY to 22.1 MT Exhibit 5: Volumes expected to cross ~100 MT in FY23E
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Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
Exhibit 6: Realisations up 7.8% on YoY basis Exhibit 7: Realisation growth to moderate with volume pick-
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Source: Company, ICICI Direct Research

Exhibit 8: Domestic capacity to reach ~154 MT by FY25E (i.e. @l Exhibit 9: Standalone revenues to grow at 16.1% CAGR in
capacity growth of 10.3% CAGR during FY22-25E) FY22-24E

Zone (In MT)

FY22 Phase | FY23E Phase ll FY25E

Capacity Expansion Total Expansion Total 80,000 68314
North 236 27 26.4 4.4 30.8 égggg ' 61004
Central 253 3.1 28.4 7.3 35.7 ‘ g 0
East 17.4 9.1 26.5 5.2 31.7 20000 4 39933 40634
a . . ) ) )

s 40,000 - 29526
West 2.7 1.8 29.5 0.0 295 30,000 {23891
South 20.5 0.0 20.5 5.7 26.2 20,000 A
Total 114.5 16.7  131.3 22.6 153.9 10,000 -
Overseas 5.4 5.4 5.4 -7
FY17 FY18 FY19 FY20 FY21 FY22 FY23E FY24E

Total 119.9 136.7 159.3
Source: Company, ICICI Direct Research B Sales (? crore)

Source: Company, ICICI Direct Research
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Exhibit 10: EBITDA/t declines 50.6% YoY as impact of higher ll Exhibit 11: EBITDA/t trajectory to improve, going ahead
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Exhibit 12: EBITDA growth to trend Exhibit 13: PAT margin trend
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Financial Summary

ICICI Direct Research

Exhibit 14: Profit & Loss Account Exhibit 15: Cash flow statement

(Year-end March) FY21
Total operating Income 43,188
Growth (%) 6.3
Raw material cost 7,539
Power & Fuel cost 7,552
Freight cost 9,940
Employees cost 2,182
Others 5,012
Total Operating Exp. 32,224
EBITDA 10,964
Growth (%) 26.7
Depreciation 2,434
Interest 1,259
Other Income 789
PBT 8,059
Total Tax 2,553
PAT 5,506
Growth (%) 0.9
Adj. EPS (%) 191

FY22
50,663
17.3
8,560
10,952
11,561
2,359
6,296
39,727
10,936
-0.3
2,457
798

612
8,293
1,227
7,067
28.3
245

FY23E
61,004
20.4
10,429
15,743
13,389
2,501
8,119
50,181
10,823
-1.0
2,582
764

660
8,137
2,540
5,597
-20.8
194

FY24E
68,314
12.0
11,029
15,069
15,432
2,652
9,008
53,190
15,124
39.7
2,818
485

800
12,621
3,912
8,708
55.6
302

(Year-end March)

Profit after Tax

Add: Depreciation

(Inc)/dec in Current Assets
Inc/(dec) in CL and Provisions

CF from operating activities
(Inc)/dec in Investments

(Inc)/dec in Fixed Assets

Others

CF from investing activities
Issue/(Buy back) of Equity
Inc/(dec) in loan funds

Dividend paid & dividend tax
Inc/(dec) in Sec. premium

Others

CF from financing activities
Net Cash flow

Opening Cash

Closing Cash

FY21
5,342
2,434
261
6,620
14,658
-920
-3,062
1,142
-2,839
0
-3,185
-1,288
0

1,002
-3,471
1,57
310
1,881

FY22
1,067
2,457
-3,138
-1,759
4,626
-123
-5,672
-463
-6,259
0
-5,024
-1,322
0

175
-6,172
-1,622
1,881
260

FY23E
5,597
2,582
1,573

225
9,977
0
-6,050
0
-6,050
0
-1,500
-1,392
0

0
-2,892
-65

260
195

FY24E
8,708
2,818

-2,750
3,043
11,820
-1,000
-6,250
0
-1,250
0
-3,000
-1,392
0

0
-4,392
178
195
373

Source: Company, ICICI Direct Research

Exhibit 16: Balance Sheet summary

(Year-end March) FY21
Liabilities

Equity Capital 289
Reserve and Surplus 43,064
Total Shareholders funds 43,353
Total Debt 14,915
Deferred Tax Liability 5,219
Total Liabilities 63,487
Assets

Gross Block 67,569
Less: Acc Depreciation 22,102
Net Block 45,467
Capital WIP 1,522
Total Fixed Assets 46,989
Investments 20,786
Inventory 3,722
Debtors 2,286
Loans and Advances 1,353
Other Current Assets 3,399
Cash 1,881
Total Current Assets 12,641
Creditors 6,334
Provisions 10,595
Total Current Liabilities 16,929
Net Current Assets -4,288

Others Assets 0
Application of Funds 63,486

FY22

289
48,983
49,271

9,891
4,756
63,918

70,137
24,559
45,577
4,627
50,204
15,826
5,163
2,707
2,583
3,446
260
14,158
8,994
6,176
15,170
-1,013
0
65,018

FY23E

289
53,188
53,476

8,391
4,756
66,623

76,313
27,141
49,172
4,500
53,672
15,826
4,732
2,641
2,297
2,655
195
12,520
9,056
6,339
15,396
-2,876
0
66,623

FY24E

289
60,504
60,792

5,391
4,756
70,940

82,263
29,959
52,304
4,800
57,104
16,826
5,749
3,348
3,168
2,810
373
15,448
10,783
7,656
18,439
-2,991
0
70,940

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research

Source: Company, ICICI Direct Research

Exhibit 17: Ratio sheet

(Year-end March) FY21 FY22 FY23E FY24E
Per share data (%)
Adj. EPS ) 190.8 244.9 194.0 301.8
Cash EPS 269.5 330.0 283.4 399.4
BV 1,502.3 1,707.4 1,853.1 2,106.7
DPS 37.0 38.0 40.0 40.0
Cash Per Share 65.2 9.0 6.8 12.9
Operating Ratios (%)
EBITDA Margin 25.4 21.6 17.7 22.1
PBT / Total Operating income 18.3 16.4 13.3 18.5
PAT Margin 12.4 13.9 9.2 12.7
Inventory days 31.9 32.0 29.6 28.0
Debtor days 17.5 18.0 16.0 16.0
Creditor days 40.5 55.2 54.0 53.0
Return Ratios (%)
RoE 12.7 14.3 10.5 14.3
RoCE 14.7 14.2 13.4 18.5
RolC 16.0 15.9 15.0 21.3
Valuation Ratios (x)
P/E 34.6 26.1 33.0 21.2
EV / EBITDA 17.4 171 17.2 12.0
EV / Net Sales 4.4 3.7 3.0 2.7
Market Cap / Sales 4.3 3.6 3.0 2.7
Price to Book Value 4.3 3.7 3.5 3.0
Solvency Ratios
Debt/EBITDA 1.4 0.9 0.8 0.4
Debt / Equity 0.3 0.2 0.2 0.1
Current Ratio 0.7 0.9 0.8 0.8
Quick Ratio 0.6 0.9 0.8 0.8
Source: Company, ICICI Direct Research
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