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Sagar Cement Ltd
BUY

Kyon ki bhaiya, sabse bada rupaiya.

Target Price ¥ 1,715

Index Details
Sensex 33,812
Nifty 10,442
Industry Cement
Scrip Details
MktCap ( Rs cr) 1853.3
Of/s Shares (Cr) 2.0
52 Week H/L 585.5/942.1
Div Yield (%) Nil
FVPS (‘Rs) 10.0

Shareholding Pattern

CMP ¥ 908 11XFY20EV/EBIDTA

We are pretty enthused by Sagar Cement Ltd's (SCL) astute
understanding of the cement cycle, meticulous and careful selection of
acquisition targets and its relentless focus on cost efficiencies. SCL is
our favorite way to play the cement growth story in south India. We
upgrade our price target on the stock to Rs 1,715 (11x FY20 EV/EBITDA)
as we introduce estimates for FY20. Our revised price target implies a
potential upside of 88.9% from the CMP of Rs 908 over the next 24
months.

Our optimism is bolstered by the following:

+ Strong revenue growth on the cards

Sales volumes to grow at a healthy CAGR of 18.7% to 3.68 MT by
FY20. Pricing trends have remained resilient despite capacity
overhang. We build in 8.9% CAGR growth in average realizations. On
the back drop of the above net revenues are expected to grow to Rs
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Y/E Mar Net Sales  EBITDA Adj PAT EPS EPS RONW  ROCE PIE EV/EBITDA
(Rs)  Growth (%) (%) (%) (x) (x)
2017 813.8 109.0 -4.0 NA NA NA 6.2 NA 19.5
2018E 1101.6 178.4 61.4 30.1 NA 8.0 10.1 30.2 12.0
2019E 1463.6 2274 100.2 49.1 63.3 12.4 12.8 18.5 94
2020E 1775.4 318.8 157.6 77.3 57.2 18.0 16.3 11.8 5.8
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Sales Volume & Average Realisation — Sagar Cement
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% SCL,

has a diversified geographical sales mix.

In Q2 FY18, the company sold 54% of its volumes in AP and Telangana,
TN (15%), Maharashtra (11%), Karnataka (14%), Orissa (4%) and other
states (1%). Going forward it plans to increase its sales in the markets of
Orissa due to additional capacity of SCL coming up in Vizag.

Geographical Sales Mix — Sagar Cement
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Source:

SCL, Ventura Research

Andhra Pradesh and Telangana is responsible for over 54% of SCL’s
overall sales. Strong demand trends in AP and Telangana to witness 12-

15% and 10% demand growth

in FY18E and FY19E, respectively.
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Development of commercial and government infrastructure in the capital
Amarawati is expected to fuel this demand. States with muted growth in
past such as Tamil Nadu and Karnataka are expected to witness revival in
demand given there has been good rainfall recently. The management
anticipates 5% demand de-growth in Tamil Nadu in FY18E and a marginal
increase in FY19E. However, the demand in Karnataka is expected to
grow by 5% and 10% in FY18E and FY19E, respectively.

City wise cement price trend

Monthly cement price trend- Hyderabad
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SCL believes, the low cost housing and big ticket irrigation projects may
contribute in 2" half of FY18 in a small fashion. However, they are

expected to contribute meaningfully from the next year onwards.
|
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< Strategic capacity expansions and cost savings to help lower freight
costs and boost EBITDA/tonne

SCL has got three manufacturing facilities, one each at Vizag,
Mattampaly and Ananthapur and its capacity is set to scale to 6 MT p.a

by FY20
Plantwise capacity and production - Sagar Cement
Unit FY17 FY18E FY19E FY20E
Bayavvaram, Vizag
Capacity 0.3 0.3 1.5 1.5
Production 0.1 0.3 0.9 0.9
Utilisation (in %) 33.0 87.6 58.0 60.0

Naigonda, Mattampally

Capacity 3.0 3.0 3.0 3.0
Production 1.5 1.7 1.8 1.9
Utilisation (in %) 50.0 55.0 60.0 65.0

Gudipadu, Ananthapur

Capacity 1.0 1.0 1.0 1.5
Production 0.7 0.7 0.7 1.0
Utilisation (in %) 67.0 67.0 70.0 65.0

Source: SCL, Ventura Research

Plant Location and Capacity- Sagar Cement
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Well thought out capacity expansions both brownfield and greenfield
and a strategic partnership to enable maximum return on capital
employed.

a)

b)

SCL had acquired a grinding unit of 1,81,500 MT capacity at
Bayyavaram in Visakhapatnam District of A.P. for Rs 60 crores
and had expanded its capacity to 0.3 million tonnes by shifting
idle equipment to the Sagar, Mattampally unit. The Bayyavaram
expansion is expected to cater to the high growth markets of
Kakinada and Vishakhapatnam in Andhra Pradesh and
Bhubaneswar in Orissa. The expansion from 0.3 mtpa to 1.5
mtpa is likely to be completed by June 2018 at a cost of Rs 168
crores.

De-bottlenecking at the BMM plant at Ananthapur should help
enhance capacity to 1.5 mtpa by FY20 from the present 1 mtpa.
Here, SCL has adequate limestone reserves and hence will not
be a constraint to service expanded capacity.

SCL, has also entered into a MOU with Heidelberg Cement
(Zuari Cement), whereby SCL shall purchase cement from
Heidelberg cement’s plant near Solapur and shall be selling the
same under Sagar Cement brand name in the Solapur market
which is closer to Heidelberg’s plant compared to Mattampally
plant of SCL. SCL shall procure this cement at Rs 2850/ton plus
taxes (with an escalation clause of significant changes in the
price of coal and pet coke). Freight shall be born by SCL over
and above the purchase price. By the above arrangement SCL
shall save Rs 300-400/ton while catering to the Solapur Market
which was a significant market to SCL.

All the above measures will help to significantly cut down on the
average lead distance from its manufacturing capacity to its markets.
Now the BMM acquisition will service Tamil Nadu, Karnataka & Kerala
markets. The Bayyavaram unit will enable deeper reach in North
Eastern coastal AP Districts & Southern districts of Odisha markets
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Lead Distance- Pre acquisition

Lead Distance — Post new units
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Source: SCL, Ventura Research

< Significant cost savings initiatives to boost profitability

SCL has taken several initiatives to lower cost

a)

b)

d)

This document is for private circulation,

Waste Heat Recovery system

During the quarter, SCL has commissioned a 6MW Waste Heat
Recovery system, which helps save cost to the tune of Rs 1.5 cr
per month.

1 MW solar plant

It has also commissioned a 1 MW solar plant during the quarter.
Further, it has surplus power capacity at its BMM plant. The
excess capacity at the BMM power generating plant (25MW) will
be supplied to Matampally plant and over and above that will be
sold.

18MW power plant
Once the 18MW power plant is commissioned in FY19, further
savings of 50 paise/unit is expected.

Introduction of Slag Cement

SCL plans to introduce Slag Cement for the coastal markets
from its Bayavaram unit. While slag is available in ample
quantity, clinker will be supplied by the mother plant at
Mattampally, Nalgonda Dist. This shall reduce pressure on the
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I —
Matampally plant as slag cement requires only 45% clinker as
compared to 95% in OPC.

As a result of the above initiatives we expect EBITDA/ton to grow at a
CAGR of 20.1% to Rs 834/ton by FY20 from the current Rs 481/ton.

Further improving operating cash flows should help lower debt despite
significant capex.

EBITDA and EBITDA Margins will rapidly catch up with peers
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With its strong revenue growth and continuing strong performance
in costs, we expect EBITDA to grow at a CAGR of 43.0% from Rs
109 crores in FY17 to Rs 318.8 crores in FY20. Further, we anticipate
PAT to grow from a loss of Rs 4.1 crores in FY17 to Rs 157.6 crores

in FY20

EBITDA and EBITDA Margins

PAT and PAT Margins
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» Valuations

Given the improved visibility on revenue growth, profitability and future
expansion plans, we believe the stock is due for a re-rating. We have
revised our target estimates to Rs 1,715 (11x FY20 EV/EBITDA)
representing a potential upside of 88.9% from the CMP of Rs 908 over the
next 24 months.

Sagar Cement P/E trend Sagar Cement P/B trend
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Peer Comparison

Current EBITDA  PAT ROE ROCE
Y/EMarch CMP Sales EBITDA PAT

Market Cap. (%) (%) (%) (%)

Sagar Cements 908 1,853.4

2017 813.8 109.0 -4.0 134 -0.5 NA 6.2 NA 195
2018E 1101.6 178.0 61.4 16.2 5.6 80 101 30.2 12.0
2019E 14636 2270 1003 155 6.9 127 129 185 9.4
Sanghi Industries 140 3,074.0

2017 997.5 198.0 63.2 19.8 63 0.1 52 251 10.9
2018E 1262.3 256.0 941 20.3 7.5 5.8 41 220 105
2019E 14488 3420 1601 236 111 7.9 8.9 129 9.2
Ramco Cements 785 18,852.0

2017 3856.8 11764 6493 310 170 190 16.0 250 15.0
2018E 44177 12724  T710.7 29.0 160 180 170 23.0 135
2019E 5004.8 14740 8923 290 180 190 200 180 111
Heidelberg 153 3,469.0

2017 16876  249.0 76.2 14.8 45 79 82 384 15.1
2018E 18994 3215 131.6 169 69 126 124 222 11.3
2019E 21140 362.0 162.1 17.1 7.7 146 145 180 9.8

-10- Tuesday, 02nd January, 2018

This document is for private circulation, and must be read in conjunction with the disclaimer on the last page.



\Y4 VENTURA

~ Kyon ki bhaiya, sabse bada rupaiya.

Financial Projections

FY17

FY18E

FY19E

FY20E

FY18E

FY19E

FY20E

Y/E March, Fig in ~ CrY/E March,

Profit & Loss Statement
Net Sales

% Chg.

Total Expenditure

% Chg.

EBITDA

EBDITA Margin %

Other Income

PBDIT

Depreciation

Interest

Exceptional items

PBT

Tax Provisions

Reported PAT

Minority Interest

Share of Associate
PAT

PAT Margin (%)

Power / Sales (%)
Balance Sheet

Share Capital

Reserves & Surplus
Minority Interest

Long Term Borrowings
Deferred Tax Liability
Other Non Current Liabilities
Total Liabilities

Gross Block

Less: Acc. Depreciation
Net Block

Capital Work in Progress
Other Non Current Assets
Net Current Assets

Long term Loans & Advances

Total Assets

813.8

704.8

109.0
13.4
48
113.8
47.6
62.1
0.0
4.2
8.1
-4.0
0.0
0.0
-4.0
-0.5
29.3

20.4
742.6

349.7
30.0
50.5

1194.2
1314.5

314.6

999.8
55.3
29.6
67.8
41.6

1194.2

1101.6
35.4
923.2
31.0
178.5
16.2
6.5
185.0
49.0

60.6

75.4
139
61.4
0.0
0.0
614
5.6
334

20.4
785.9

308.7
30.0
70.0

1216.0
1399.5
363.6
1035.8
5.0
76.8
-12.9
110.2
1215.9

1463.6
329
1236.2
33.9
2274
155
8.6
236.1
58.6

54.5

123.0
22.8
100.3
0.0
0.0
100.3
6.8
254

204
856.6

267.7
30.0
192.8
1367.5
1673.1
4222
1250.9
5.0
29.1
-63.8
146.4
1367.5

1775.5
213
1456.6
17.8
318.8
18.0
10.5
329.3
50.1

45.0

225.2
67.6
157.6
0.0
0.0
157.6
8.9
22.4

204
1014.2

204.7
30.0
282.9
1554.2
1688.1
481.3
1206.8
5.0
30.1
133.8
177.5
1554.2

Y/E March, Fig in ~ CrY/E March,  FY17

Per Share Data (Rs)

Adj. EPS NA
Cash EPS 251
DPS 0.0
Book Value 374.0
Capital, Liquidity, Returns Ratio

Debt / Equity (x) 0.6
Current Ratio (x) 0.8
ROE (%) NA
ROCE (%) 6.2
Dividend Yield (%) 0.0
Valuation Ratio (x)

P/E NA
P/BV 24
EV/Sales 2.6
EV/EBIDTA 19.5
Efficiency Ratio (x)

Inventory (days) 43.9
Debtors (days) 39.3
Creditors (days) 64.1
Cash Flow Statement

Profit Before Tax 4.2
Depreciation 47.6
Working Capital Changes -8.3
Others 575
Operating Cash Flow 100.9
Capital Expenditure -152.1
Other Investment Activities 15
Cash Flow from Investing -150.6
Changes in Share Capital 216.1
Changes in Borrowings 49.7
Dividend and Interest 57.1
Cash Flow from Financing 208.7
Net Change in Cash 159.0
Opening Cash Balance 115
Closing Cash Balance 170.5

30.1
54.1
0.0
395.2

0.5
1.0
8.0
10.1

0.0

30.2
2.3
19

12.0

495
36.3
58.0

754
49.0
19.7
-54.6
89.5
-34.7
0.0
-34.7
0.0
-41.0
-60.6
-101.6
-46.9
170.5
123.6

49.1
77.9
0.0
429.9

0.4
11
12.4
12.8

0.0

18.5
2.1
15
9.4

40.0
35.0
55.0

123.0
58.6
115

-134

179.7

-273.6
150.0
-123.6
0.0

-41.0

-545

-95.5

-394

123.6
84.2

773
106.2
0.0
507.2

0.3
0.8
18.0
16.3

0.0

11.8
18
1.0
58

40.0
35.0
55.0

2252
59.1
10.1
36.4

330.7

-15.0

0.0
-15.0
0.0
-63.0
-45.0
-108.0

207.7
84.2

2919
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Disclosures and Disclaimer

Ventura Securities Limited (VSL) is a SEBI registered intermediary offering broking, depository and portfolio management services to clients. VSL is a member
of BSE and NSE. VSL is a depository participant of NSDL. VSL states that no disciplinary action whatsoever has been taken by SEBI against it in last five years
except administrative warning issued in connection with technical and venial lapses observed while inspection of books of accounts and records. Ventura
Guaranty Limited is the holding Company of VSL; Ventura Commodities Limited and Ventura Allied Services Private Limited are subsidiaries of VSL. Research
Analyst (RA) involved in the preparation of this research report and VSL, disclose that neither RA nor VSL nor its associates (i) have any financial interest in the
company which is the subject matter of this research report (ii) holds ownership of one percent or more in the securities of subject company (iii) have any
material conflict of interest at the time of publication of this research report (iv) have received any compensation from the subject company in the past twelve
months (v) have managed or co-managed public offering of securities for the subject company in past twelve months (vi) have received any compensation for
investment banking, merchant banking or brokerage services from the subject company in the past twelve months (vii) have received any compensation for
products or services from the subject company in the past twelve months (viii) have received any compensation or other benefits from the subject company or
third party in connection with the research report. RA involved in the preparation of this research report discloses that he / she has not served as an officer,
director or employee of the subject company. RA involved in the preparation of this research report and VSL discloses that they have not been engaged in the
market making activity for the subject company. Our sales people, dealers, traders and other professionals may provide oral or written market commentary or
trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein. We may have earlier issued or may issue in future,
reports on the companies covered herein with recommendations/ information inconsistent or different than those made in this report. In reviewing this document,
you should be aware that any or all of the foregoing, among other things, may give rise to or potential conflicts of interest. We may rely on information barriers,
such as "Chinese Walls" to control the flow of information contained in one or more areas within us, or other areas, units, groups or affiliates of VSL. This report
is for information purposes only and this document/material should not be construed as an offer to sell or the salicitation of an offer to buy, purchase or
subscribe to any securities, and neither this document nor anything contained herein shall form the basis of or be relied upon in connection with any contract or
commitment whatsoever. This document does not solicit any action based on the material contained herein. It is for the general information of the clients /
prospective clients of VSL. VSL will not treat recipients as clients by virtue of their receiving this report. It does not constitute a personal recommendation or take
into account the particular investment objectives, financial situations, or needs of clients / prospective clients. Similarly, this document does not have regard to
the specific investment objectives, financial situation/circumstances and the particular needs of any specific person who may receive this document. The
securities discussed in this report may not be suitable for all investors. The appropriateness of a particular investment or strategy will depend on an investor's
individual circumstances and objectives. Persons who may receive this document should consider and independently evaluate whether it is suitable for his/
her/their particular circumstances and, if necessary, seek professional/financial advice. And such person shall be responsible for conducting his/her/their own
investigation and analysis of the information contained or referred to in this document and of evaluating the merits and risks involved in the securities forming
the subject matter of this document. The projections and forecasts described in this report were based upon a number of estimates and assumptions and are
inherently subject to significant uncertainties and contingencies. Projections and forecasts are necessarily speculative in nature, and it can be expected that one
or more of the estimates on which the projections and forecasts were based will not materialize or will vary significantly from actual results, and such variances
will likely increase over time. All projections and forecasts described in this report have been prepared solely by the authors of this report independently for the
Company. These projections and forecasts were not prepared with a view toward compliance with published guidelines or generally accepted accounting
principles. No independent accountants have expressed an opinion or any other form of assurance on these projections or forecasts. You should not regard the
inclusion of the projections and forecasts described herein as a representation or warranty by VSL, its associates, the authors of this report or any other person
that these projections or forecasts or their underlying assumptions will be achieved. For these reasons, you should only consider the projections and forecasts
described in this report after carefully evaluating all of the information in this report, including the assumptions underlying such projections and forecasts. The
price and value of the investments referred to in this document/material and the income from them may go down as well as up, and investors may realize losses
on any investments. Past performance is not a guide for future performance. Future returns are not guaranteed and a loss of original capital may occur. 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. We
do not provide tax advice to our clients, and all investors are strongly advised to consult regarding any potential investment. VSL and the RA involved in the
preparation of this research report and its associates accept no liabilities for any loss or damage of any kind arising out of the use of this report. This
report/document has been prepared by VSL, 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. VSL has reviewed the report and, in so far as it includes current or historical information, it is believed
to be reliable, although its accuracy and completeness cannot be guaranteed. The opinions expressed in this document/material are subject to change without
notice and have no obligation to tell you when opinions or information in this report change. This report or recommendations or information contained herein
do/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 publication may not be distributed to the public /used by the public media without
the express written consent of VSL. This report or any portion hereof may not be printed, sold or distributed without the written consent of VSL. This document
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