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Ambuja Cement Ltd.

Generating Wealth

Margin expansion driven by cost control efficiency

CMP: Rs 246 Ambuja Cement has reported good set of numbers during Q3CY20 with
strong volume growth and margin beat. Company has posted a volume
Rating: HOLD growth of 8% YoY//35% QoQ in 3QCY20, owing to pent-up demand and
strong recovery in rural market. Revenue for the quarter grew by 9%
Target Price: Rs 262 YoY/31% QoQ, driven by strong volume growth and better pricing.
stock Info EBITDA during the quarter grew by 55% YoY/14% QoQ to Rs 680 cr,
largely due to tight control over fixed cost. EBITDA margin improved
EB2 AV sharply to 23.9% during the quarter from 16.8% in Q3CY19. Profit for the
NSE AMBUJA  quarter grew by 88% YoY to Rs 441 cr. Company has announced an
Bloomberg ACEMIN  interim dividend of Rs 17/share, resulting into outflow of Rs 3379 cr,
Reuters ACEM.BO implying a dividend yield of 6.7%. We maintain our Hold rating on the
Sector Cement  Stock with a revised target price of Rs 262.
Face Value (Rs) 2 Q3CY20 Operational Highlights
Equity Capital (Rs Cr) 397
Mkt Cap (Rs Cr) 49,591 = Ambuja has reported strong volume growth of 8% YoY at 5.67MT.
52w H/L (Rs) 256/ 137 Realization increased marginally by 0.2% YoY/-3.2% QoQ to Rs 5,031/t.
Avg Yearly Vol (in 000’) 4,063
= EBITDA/t increased by 43% YoY to Rs 1,200/t, largely led by significantly
Shareholding Pattern % lower fixed costs. Total cost/t stood at Rs 3,832/t, a decline of 8% YoY.
(As on September, 2020) Decline in Petcoke/coal prices led to lowering of power/fuel costs which
Promoters 63.3 has decreased by 11% YoY to Rs 1,014/t.
Fll 16.8
DIl 133 " The greenfield project at Marwar - Mundwa, Rajasthan is expected to
. be commissioned by Q2CY21 which will aid into volume growth.
Public & Others 6.6

= Network optimization has gained momentum due to acceleration of

AmbujalcementsiEtdiysINIty Master Supply Agreement (MSA) with ACC while hike in diesel prices

140 was mitigated through negotiation of contracts and logistic efficiencies.
130
120 . . .
110 Outlook and Valuations: Ambuja cement has reported strong result with
100 good volume growth and strong operational efficiencies, which we believe
90 will continue. Company’s upcoming Rajasthan greenfield project will aid
58 into volume growth during CY21E. We increase our EBITDA estimates for
60 CY20E/CY21E by 19%/14% respectively, factoring in the cost control
50 benefits. Consequently, our PAT estimates increased by 21%/15%
T T aYYYLYILAS respectively for CY20/21E. Superior margins, strong growth visibility and
© T o © =) < .. . . .
2888323280 negligible debt status of the company should drive re-rating in the stock.

Source: Arihant Research, NSE

At CMP of Rs 248, Ambuja Cement is trading at EV/EBITDA of 19.6x and
18.2x to its CY20E and CY21E. We increase our valuation multiple for
standalone business to 15x to its CY21E EBITDA (earlier 13x) and arrived at
a fair value of Rs 205/share while Ambuja’s 50% stake in ACC has been
valued at Rs 57 per share (based on our ACC’s TP of Rs 1,724). Our SOTP
valuation yields a fair value of Rs 262 per share. We continue to maintain
our ‘Hold’ rating on the stock.
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Q2 CY20 - Quarterly Performance (Standalone) (in Rs Cr)
Rs Cr (standalone) Q3CY20 Q2CY20 Q3CY19 Q-0-Q Y-0-Y 9MCY20 9MCY19 Y-0-Y
Net Revenue 2,852 2,177 2,626 31.0% 8.6% 7,857 8,537 -8.0%
Operating Costs 1,570 1,149 1,492 36.7% 5.2% 4,274 4,936 -13.4%
Employee cost 162 149 168 8.5% -3.3% 484 504 -3.9%
Other Expenses 440 283 526 55.3% -16.4% 1,220 1,496 -18.5%
EBITDA 680 595 440 14.3% 54.7% 1,879 1,601 17.3%
EBITDA margin % 23.9% 27.3% 16.8% -349bps 710bps| 23.9% 18.8%  515bp4
Depreciation 129 129 133 -0.2% -3.2% 395 395 0.1%
EBIT 552 466 307 18.3% 79.8% 1,483 1,206 23.0%
Other Income 52 192 63 -72.8% -16.7% 333 361 -7.9%
Finance cost 18 18 22 1.0% -14.5% 60 60 -0.2%
PBT 585 640 34 -8.5% 68.2% 1,756 1,507 16.5%
Tax Expense 145 187 113 -22.4% 27.7% 463 434 6.8%4
Effective tax rate % 24.8% 29.2% 32.6% -442bps -784bps| 26.4% 28.8% -240bps
PAT 441 453 23 -2.8% 87.8% 1,293 1,07 20.4%
PAT margin % 15.4% 20.8% 8.9 -538bps 651bps 16.5% 12.6 388bps
EPS (Rs) 2.22 2.28 1.1 -2.8% 87.8% 6.51 5.4 20.4%

Source: Company, Arihant Research

Valuations

Rs Cr CY18 CY19 CY20E  CY21E
EV/EBITDA (x) 24.] 20.6 19.6) 15.0
EBITDA 1891 2149 2428 2549
EV 45557 44183 47631 38240
Debt 40 35 45 55
Cash 3330 4699 1261 2481
Market Cap 48847 48847 48847 40665
No shares 199 199 199 199
Value/Share (Rs) 204.8

ACC Stake Valuation

ACC Target Price (Rs) 1,724
ACC Market Cap 32,411
Ambuja's Stake in ACC (50%) 16,206
Holding Co. Discount 30%
Value of Stake 11,344
Value/Share (Rs) 57.1
Ambuja Fair Value (Rs) 262
CMP (Rs) 246
Upside (%) 6.5%

Source: Arihant Research, Company Filings, Ace Equity, Bloomberg
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Key Financials

Income Statement

Balance Sheet

Y/E March (Rs Cr) CY18 CY19 CY20E CY21E
Y/E March (Rs Cr) CY18 CY19 CY20E CY21E Sources of Funds
Revenues 11,357 11,668 11,036 12,140 Share Capital 397 397 397 397
Reserves & Surplus 20,615 21,808 20,098 21,408
Change (%) 8.7% 2.7% -5.4% 10.0%
Net Worth 21,013 22,205 20,495 21,805
Total Expenses 9,465 9,519 8,608 9,590 Loan Funds 40 35 45 55
EBITDA 1891 2,149 2428 2,549 M DeferredTax& other
. . . . Liabilities 372 216 216 216
Other Income 375 427 441 486 Capital Employed 21,432 22,493 20,756 22,077
Depreciation 548 544 583 g26 Application of Funds
Net Block 5,664 5,812 5,829 5,854
Interest 82 84 91 111 cwip 610 1,109 1,109 1,109
PBT 1,636 1,948 2,196 2,299 Other Non-current Assets 340 1,021 1,021 1,021
) Deferred Tax Assets 0 0 0 0
Extra-ordinary 130 0 0 O Net Fixed Assets 6,614 7,943 7,959 7,984
PBT after ext-ord. 1,506 1,948 2,196 2,299 Investments 11,845 11,789 11,789 11,789
Tax 19 419 527 552 Debtors 470 513 454 499
Inventories 1,278 954 1,209 1,330
Rate (%) 13%  21.5%  24.0%  24.0% (Cash & Bank Balance 3,330 4,699 1,261 2,481
PAT 1,487 1,529 1,669 1,747 Loans & Advances & other CA 1,699 1,090 1,663 1,829
Total Current Assets 6,777 7,257 4,694 6,361
Adjusted PAT 1,617 1,529 1,669 1,747 o
Current Liabilities 3,624 4,361 3,689 4,058
Change (%) 29.4% -5.5% 9.2% 4.7%  Provisions 180 136 0 0
Source: Company, Net Current Assets 2,973 2,761 1,006 2,303
Arihant Research Total Assets 21,432 22,493 20,756 22,077
Source: Company, Arihant
. Research
Key Ratios
Y/E March CY18 CY19  CY20E cy21E Cash Flow Statement
Per share (Rs) Y/E March (Rs Cr) CY18 CY19 CY20E CY21E
EPS 8.1 7.7 8.4 8.8  ppr 1,636 1,948 2,196 2,299
CEPS 109 104 113 119 pepreciation 548 544 583 626
BVPS 105.8 1118 103.2 105.8 Interest & others -300 -379 -351 -375
DPS 3.3 1.5 17.0 2.2
Cash flow before WC changes 1,884 2,113 2,428 2,549
Div. Payout (%) 40.0% 20.0% 202.5% 25.0% 5 5 3
. (Inc)/dec in working capital -1,067 1,426 -1,576 36
Valuation (x)
Operating CF after WC changes 818 3,539 852 2,586
P/E 30.2 32.0 29.3 28.0
P/CEPS 226 23.6 21.7 20.6 Less: Taxes -19 -419 -527 -552
P/BY 23 2.2 2.4 22 Operating Cash Flow 799 3,120 325 2,034
EV/EB|TDA 24.1 20.6 19.6 18.2 (Inc)/dec in F.A+ CWIP -366 -1,956 -572 -724
Dividend Yield (%) 13%  0.6%  69%  0.9% (Pur)/sale of investment 0 56 0 0
Return Ratio (%) Cash Flow from Investing -366 -1,900 -572 -724
EBIDTA Margin 16.7% 18.4% 22.0% 21.0%  Free Cash Flow (FCF) 433 1,973 -275 1,384
PAT Margin 14.2% 13.1% 15.1% 14.4%  Loan raised/(repaid) 16 -4 10 10
ROE 7.7% 6.9% 8.1% 8.0%  Equity raised 0 0 0 0
ROCE 63% 7.1% 89% 8.7% |nterest& others 31 460 178 337
EEiETE e Aol Dividend -647 306 -3,379 437
Total D/E 0.0 0.0 0.0 0.0 cash Flow from Financing
Net D/E -0.2 -0.2 -0.1 -0.1 Activities -600 150 -3,191 -90
Turnover Ratios Net inc /(dec) in cash -167 1,370 -3,438 1,220
Asset Turnover (x) 0.5 0.5 0.5 0.5  Opening balance of cash 3,497 3,330 4,700 1,262
Receivable Days 15 15 15 15 Closing balance of cash 3,330 4,700 1,262 2,482
Payable days 122 122 122 122  Source: Company, Arihant
Source: Co, Arihant Research
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Mumbai — 400093 Tel: (91-731) 3016100
Tel: (91-22) 42254800 Fax: (91-731) 3016199

Fax: (91-22) 42254880

Stock Rating Scale Absolute Return
BUY >20%
ACCUMULATE 12% to 20%

HOLD 5% to 12%
NEUTRAL -5% to 5%
REDUCE -5% to -12%

SELL <-12%
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Disclaimer: This document has been prepared by Arihant Capital Markets Ltd. This document does not constitute an offer or
solicitation for the purchase and sale of any financial instrument by Arihant. This document has been prepared and issued on the
basis of publicly available information, internally developed data and other sources believed to be reliable. Whilst meticulous care
has been taken to ensure that the facts stated are accurate and opinions given are fair and reasonable, neither the analyst nor any
employee of our company is in any way is responsible for its contents and nor is its accuracy or completeness guaranteed. This
document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment
decision. The user assumes the entire risk of any use made of this information. Arihant may trade in investments, which are the
subject of this document or in related investments and may have acted upon or used the information contained in this document
or the research or the analysis on which it is based, before its publication. This is just a suggestion and Arihant will not be
responsible for any profit or loss arising out of the decision taken by the reader of this document. Affiliates of Arihant may have
issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. No
matter contained in this document may be reproduced or copied without the consent of the firm.
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