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Subdued Performance; Recovery Expected in Subsequent Quarters

Ambuja Cements (ACEM) has reported a weak performance in 4QCY18, mainly marred by sharp
increase in Power & Fuel expenditures and subdued realisation. EBITDA declined by a sharp
31% YoY to Rs3.1bn significantly missing our estimate of Rs4.9bn led by Rs69/tonne decline
in average realisation vs. our estimates, and higher-than-estimated operating cost/tonne by
Rs227/tonne. EBITDA/tonne stood at mere Rs498 as against Rs750 and Rs485 in 4QCY17 and
3QCY18, respectively. Sales volume grew by 4.4% YoY to 6.13mnT in 4QCY18. Operating cost/
tonne stood at Rs4,012 (+8.4% YoY and -2.4% QoQ) mainly impacted by ~17% YoY increase in
input cost/tonne to Rs1,502. Apart from one-time expenditure to the tune of Rs814mn pertaining
to employees’ separation scheme, ACEM also provided Rs485mn towards loans and interest
thereupon given to one of its wholly owned subsidiary Dirk India Private Ltd.). We believe recent
recovery in realisation in its key Western markets is likely to aid its operational performance from
the current quarter onwards. Trimming down our EBITDA estimate by 6.5%/6% for CY19E/
CY20E to factor in soft realisation and higher input cost, and rolling over our estimates to
CY20E, we maintain our BUY recommendation on the stock with a revised Target Price of
Rs242 (from Rs235 earlier).

Moderate Growth in Sales Volume

Sales volume grew by 4.4% YoY to 6.13mnT in 4QCY18 (at a base of 15% YoY growth in 4QCY17).
Revenue grew by ~6% YoY to Rs27.7bn mainly due to volume growth. Notably, sales volume
grew by 5.6% YoY to 24.3mnT in CY18. Average utilisation stood at 83% in 4QCY18 vs. 79% in
4QCY17 and 74% in 3QCY18.

Tepid Redlisation & High Input Cost Dragged Operating Performance

ACEM has reported its dismal operating performance due to higher cost pressure and soft
realisation with its reported EBITDA declining by 31% YoY to Rs3.1bn, while EBITDA/tonne coming
in at mere Rs495. EBITDA margin plunged by 580bps YoY to 11%. Average realisation stood
weaker at Rs4,481/tonne (+0.7% YoY and -2.4% QoQ). Operating cost/tonne stood af Rs4,012
(+8.4% YoY and -2.4% QoQ) was mainly impacted by ~17% YoY increase in input cost/tonne
at Rs1,502. Adjusted for tax reversal of Rs3.7bn and above mentioned one off expenditures,
ACEM'’s net profit declined by 26% YoY (+41% QoQ) to Rs2.5bn.

Outlook & Valuation

ACEM's capacity expansion programme is moving as per schedule, which has eased the
concerns of capacity constraints for the company. Notably, the Company has appointed Mr.
Bimlendra Jha (ex- CEO of Tata Steel UK) as the MD & CEO with effect from 1st Mar19. Further,
recent spike in realisation in Western markets and spill-over favourable impact of reduction in
fuel prices are likely to aid ACEM's operational performance from the current quarter. Rolling
over our estimates to CY20E, we maintain our BUY recommendation on the stock with a
revised SOTP-based Target Price of Rs242 (from Rs235 earlier).

Quarterly Performance

Rs mn 4QCY18 4QCY17 % yoy 3QCY18 % gqoq
Net Sales 27,650 26,120 5.9 25,220 9.6
Total Expenditures 24,595 21,719 13.2 22,558 9.0
EBIDTA 3,055 4,401 (30.6) 2,662 14.8
EBIDTA Margin 11.0 16.8 (579.9) 10.6 49.4
EBIDTA per tone (Rs) 495 750 (34.0) 485 21
PBT 2,042 4,243 (51.9) 2,512 (18.7)
PAT 5,373 3,384 58.8 1,786 200.9
APAT 2,51 3,384 (25.8) 1,786 40.6

Source: Company, RSec Research

Share price (%) 1mth 3mth 12mth
Absolute performance (6.3) (8.3) (22.5)
Relative to Nifty 3.9 (7.2 (25.0)
Shareholding Pattern (%) Sept'18 Dec18
Promoter 63.5 63.5
Public 36.5 36.5
Key Financials

(Rs mn) oz CY18E CY19E
Sales 102,414 109,770 118,726
EBITDA 17,336 15,117 18,161
Net profit 12,496 12,016 12,415
EPS Rs) 6.3 6.1 6.3
DPS (Rs) 2.8 15 2.0
P/E (x) 315 327 317
P/B (X) 2.0 19 18
EV/EBITDA (x) 14.3 15.1 12.4
ROE (%) 6.4 7.2 58
Change of Estimates

(% change) FY19E FY20E
Realization (Rs/tonne) (3.2) (4.2)
Sales (4.3) (3.7)
EBITDA (6.6) (5.8)
PAT (5.4) (6.0)

1 Year Stock Price Performance

270
260
250
240
230
220
210
200
190
180
170

Feb-18
Mar-18
Apr-18
May-18
Jun-18
Ju18
Aug-18
Sep-18
Oct-18
Nov-18
Dec-18
Jan-19
Feb-19

Research Analyst: Binod Modi
Contact: 022 3303 4626
Email: binod.modi@relianceada.com

-} |



ReLI/ANCe SECURITIES A RELIANCE CAPITAL COMPANY

Institutional Equity Research

. CMPRS) 198
Ambuja Cements ~ Upside/ (Downside) (%) 22 BUY é
. Bloomberg Ticker ACEMIN

Cement | India

Target Price: Rs242

Risks to the View
» Government's failure to revive infrastructure projects

» Significant surge in operating cost and dip in realisation.

Exhibit 1: Quarterly Performance (Consolidated)

Rs mn 4QCYN8 4QCY17 % yoy 3Qcvis % qoq
Net Sales 27,650 26,120 5.9 25,220 9.6
(Increase) / Decrease in stock in trade (291) (1,308) (77.8) 893 (132.5)
Consumption of RM 2,386 2,409 (1.0) 2,158 10.6
Purchase of Stock in Trade 18 0 28

% sales 7.6 42 12.2

Employee Cost 1,709 1,627 50 1,633 4.6
% sales 6.2 6.2 6.5

Power and Fuel 7,094 6,448 10.0 5,498 29.0
% sales 257 247 21.8

Freight and Forwarding 0

On finshed products 6,502 5,942 9.4 5,684 14.4
% sales 23.5 227 22.5

On inter unit clinker transferred 1,890 1,873 0.9 1,627 16.2
% sales 7.2 6.5

Other Expenditures 5,287 4,727 1.8 5,035 5.0
% sales 19.1 18.1 20.0

Total Expenditures 24,595 21,19 13.2 22,558 9.0
Operating Costs/tonne (Rs) 3,986 3,700 77 4,109 (3.0
Input Cost/tonne (Rs) 1,492 1,286 16.0 1,562 (4.5)
EBIDTA 3,055 4,401 (30.6) 2,662 14.8
EBIDTA Margin n.o 16.8 (579.9) 10.6 49.4
EBIDTA per tone (Rs) 495 750 (34.0) 485 2.1
Depreciation and Amortisation 1,365 1,427 (4.4) 1,360 0.4
Interest 182 217 (16.3) 192 (5.2)
Other Income 1,833 1,487 23.3 1,402 30.8
Exceptional ltems -1,300

PBT 2,042 4,243 (51.9) 2,512 (18.7)
Tax -3,332 859 726 (558.8)
% tax (163.2) 20.2 28.9

PAT 5,373 3,384 58.8 1,786 200.9
APAT 2,51 3,384 (25.8) 1,786 40.6
Net margin 9.1 13.0 7.1

Source: Company, RSec Research
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Exhibit 2: A snapshot of cost/tonne analysis
Rs/tonne 4QCY16 1QcY17 2QCY17 3QCY17 4QCY17 1QCY18 2QCY18 3QCY18 4QCY18
Cement Volumes (mn t) 5.09 6.02 6.07 5.04 5.87 6.23 6.41 5.49 6.13
Raw Material Consumed 507 391 377 537 188 340 330 561 345
Staff Cost 292 279 280 320 277 272 274 298 279
Power & fuel for generation 816 895 930 964 1,098 1,020 1,021 1,002 1,157
Freight & Forwarding 1,136 1,231 1,215 1,214 1,331 1,331 1,370 1,332 1,369
Other Expenditure 986 806 839 864 805 820 740 917 862
Total Cost per tonne 3,737 3,602 3,641 3,899 3,700 3,783 3,736 4,109 4,012
Realisation per tonne 4,316 4,208 4,651 4,528 4,450 4,438 4,566 4,594 4,51
EBIDTA per tonne 579 606 1,010 628 750 655 831 485 498
Source: Company, RSec Research

Exhibit 3: Revised vs. Old Estimates

CY19E CY20E

(Rs mn) Old Revised % change old Revised % change
Volume (mnT) 26.1 25.8 (1.2) 27.3 27.6 11
Realization (Rs/tonne) 4,762 4,608 (3.2) 4,904 4,701 (4.2)
Sales 124,122 118,726 (4.3) 133,784 129,615 (3.1)
EBITDA 19,450 18,161 (6.6) 22,186 20,893 (5.8)
EBITDA margins (%) 15.7 15.3 16.6 16.1

EBITDA/fonne (Rs) 746 705 (5.5) 813 758 (6.8)
Adjusted PAT 13,117 12,415 (5.4) 14,791 13,896 (6.0)
EPS (Rs) 6.6 6.3 (5.4) 7.4 7.0 (6.0)

Source: RSec Research
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Profit & Loss Statement

Y/E Dec (Rs mn) (aa474 cYi8 CY19E CY20E

Revenue 102,414 109,770 18,726 129,615

% yoy growth 12.7 7.2 8.2 9.2

Total Cost 85,077 94,653 100,565 108,722

Raw Materials Consumed 8,465 9,364 n,414 12,215

Employee Costs 6,614 6,796 7,135 7,806

Power & Fuel 22,342 25,497 26,646 28,485

Freight & Forwarding 28,720 32,776 33,712 36,804

Others 18,937 20,162 21,593 23,342

EBITDA 17,336 N7 18,161 20,893

EBITDA Margin (%) 16.9 13.8 15.3 16.1

Depreciation and Amortisation 5,729 5,481 5,770 6,955

Interest & Fin. Charges 1,072 823 948 992

Less : Self Consumption of clinker, (10) - - -

cement and limestone

Exceptional ltems - 1,300 - -

Other Income 5,646 7,547 7,170 7,887

Profit before Tax 16,191 15,060 18,613 20,834

Tax 3,696 191 6,198 6,938

% Tax 22.8 1.3 333 333

Net Profit 12,496 14,870 12,415 13,896

YoY Growth (%) 34.0 19.0 (16.5) 1.9

Net Profit Margin (%) 12.2 13.5 10.5 10.7

Adijusted profit 12,496 12,016 12,415 13,896
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Balance Sheet Statement
Y/E Dec (Rs mn) oz CY18E CY19E CY20E
EQUITY AND LIABILITIES
Share Capital 3,971 3,971 3,971 3,971
Reserves and Surplus 195,764 207,049 214,684 223,800
Shareholder's funds 199,735 211,020 218,655 227,772
Long-Term Borrowings 241 400 400 400
Deferred Tax Liabilities (Net) 4,591 3,722 3,722 3,722
Other Long-Term Liabilities 72 72 76 82
Long Term Provisions 352 385 409 443
Non-Current Liabilities 5,256 4,579 4,607 4,647
Trade Payables 10,289 11,095 11,788 12,744
Other Current Liabilities 20,052 19,098 20,389 22,042
Short-Term Provisions 10,842 6,962 7,396 7,996
Current Liabilities 41,183 37,154 39,572 42,782
Total Liabilities 246,175 252,753 262,835 275,200
ASSETS
Tangible Assets 57,220 56,636 52,866 67,912
Intangible Assets 3 3 3 3
Capital Work-in-Progress 3,979 6,100 15,100 5,000
Fixed Assets 61,202 62,739 67,969 72,915
Non-Current Investments 118,447 118,138 118,138 118,138
Long term Loans and Advances 1137 1,107 1,197 1,307
Other Non-Current Assets 10,467 12,337 13,343 14,567
Non-Current Assets 130,051 131,581 132,678 134,012
Inventories 10,525 12,778 13,820 15,088
Trade Receivables 3,080 4,703 5,086 5,553
Cash and Bank Balances 34,971 34,183 35,959 39,640
ST Loans and Advances 970 890 963 1,051
Other Current Assetfs 5,377 5,880 6,359 6,942
Current Assets 54,922 58,433 62,187 68,274
Total Assets 246,175 252,753 262,835 275,200
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Cash Flow Statement
Y/E Dec (Rs mn) o7 CY18E CY19E CY20E
Profit Before tax 16,191 15,060 18,613 20,834
Depreciation and Obsolescence 5729 5,481 5,770 6,955
Interest and Finance charges 1,072 823 948 992
Others (2,057) - - -
Operating profit before WC changes 20,935 21,364 25,331 28,780
Change in Working Capital 2,313 (10,134) (629) (490)
Cash Generated from Operation 23,248 11,230 24,702 28,290
Direct Tax Paid (3,101) (1,060) (6,198) (6,938)
Net Cash from Operating Activities 20,147 10,170 18,504 21,352
Purchase / Sale of Fixed Assets (5,604) (7,018) (11,000) (11,900)
LT Investment - 309 - -
Others 1,848 2 - -
Net Cash used in Investing Activities (3,756) (6,707) (11,000) (11,900)
Proceeds from Borrowings 105 159 - -
Repayment of Borrowings (132) - - -
Interest and finance charges paid (1,143) (823) (948) (992)
Dividend Paid (including DDT) (6,307) (3,585) (4,780) (4,780)
Net Cash Gene. / (Used) in Financing Activi. (7,477) (4,249) (5,727) (5,771)
Net Increase in Cash and Cash Equivalents 8,914 (786) 1,776 3,681
Key Ratio
Y/E Dec onz CY18E CY19E CY20E
Valuation Ratio (x)
P/E 31.5 327 31.7 28.3
P/CEPS 20.3 18.2 21.6 18.9
P/BV 2.0 19 1.8 1.7
EV/EBITDA 14.3 15.1 12.4 10.7
EV/Sales 2.1 2.0 1.8 1.6
EV/tonne (USD) m m m 110
Dividend Payout (%) 51 24 38 34
Dividend Yield (%) 1.6 0.9 12 1.2
Per Share Data (Rs)
EPS (Basic) 6.3 6.1 6.3 7.0
EPS (Diluted) 6.3 6.1 6.3 7.0
CEPS 9.2 10.2 9.2 10.5
DPS 2.8 1.5 2.0 2.0
Book Value 101 106 110 15
EBITDA/tone 754 622 705 758
Returns (%)
RoCE 8.8 7.7 9.1 9.8
RoE 6.4 7.2 5.8 6.2
Turnover ratios (x)
Asset Turnover (Gross block) 15 1.5 1.6 13
Inventory (days) 37.5 42.5 42.5 42.5
Receivables (days) 1.0 15.6 15.6 15.6
Payables (days) 441 428 42.8 428
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Rating History
Date Reco CMP P
23-Oct-18 BUY 201 235
26-Jul-18 BUY 224 270
7-May-18 BUY 235 285
21-Feb-18 BUY 264 310 PLEASE CLICK HERE FOR PREVIOUS REPORTS
25-Oct-17 BUY 285 320
25-Jul-17 HOLD 268 265
28-Apr-17 HOLD 246 240
21-Feb-17 HOLD 239 255
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Reliance Securities Limited (RSL), the broking arm of Reliance Capital is one of the India’s leading retail broking houses. Reliance Capital is amongst India’s leading and most valuable financial services
companies in the private sector. Reliance Capital has interests in asset management and mutual funds, life and general insurance, commercial finance, equities and commodities broking, wealth
management services, distribution of financial products, private equity, asset reconstruction, proprietary investments and other activities in financial services. The list of associates of RSL is available on
the website www.reliancecapital.co.in. RSL is registered as a Research Analyst under SEBI (Research Analyst) Regulations, 2014

General Disclaimers: This Research Report (hereinafter called ‘Report) is prepared and distributed by RSL for information purposes only. The recommendations, if any, made herein are expression of
views and/or opinions and should not be deemed or construed to be neither advice for the purpose of purchase or sale of any security, derivatives or any other security through RSL nor any solicitation
or offering of any investment /trading opportunity on behalf of the issuer(s) of the respective security(ies) referred to herein. These information / opinions / views are not meant to serve as a professional
investment guide for the readers. No action is solicited based upon the information provided herein. Recipients of this Report should rely on information/data arising out of their own investigations.
Readers are advised to seek independent professional advice and arrive at an informed trading/investment decision before executing any trades or making any investments. This Report has been
prepared on the basis of publicly available information, internally developed data and other sources believed by RSL to be reliable. RSL or its directors, employees, affiliates or representatives do not
assume any responsibility for, or warrant the accuracy, completeness, adequacy and reliability of such information / opinions / views. While due care has been taken to ensure that the disclosures and
opinions given are fair and reasonable, none of the directors, employees, dffiliates or representatives of RSL shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary
damages, including lost profits arising in any way whatsoever from the information / opinions / views contained in this Report.

Risks: Trading and investment in securities are subject to market risks. There are no assurances or guarantees that the objectives of any of trading / investment in securities will be achieved. The trades/
investments referred to herein may not be suitable to all categories of traders/investors. The names of securities mentioned herein do not in any manner indicate their prospects or returns. The value
of securities referred to herein may be adversely affected by the performance or otherwise of the respective issuer companies, changes in the market conditions, micro and macro factors and forces
affecting capital markets like interest rate risk, credit risk, liquidity risk and reinvestment risk. Derivative products may also be affected by various risks including but not limited to counter party risk, market
risk, valuation risk, liquidity risk and other risks. Besides the price of the underlying asset, volatility, tenor and interest rates may affect the pricing of derivatives.

Disclaimers in respect of jurisdiction: The possession, circulation and/or distribution of this Report may be restricted or regulated in certain jurisdictions by appropriate laws. No action has been or will
be taken by RSL in any jurisdiction (other than India), where any action for such purposels) is required. Accordingly, this Report shall not be possessed, circulated and/or distributed in any such country or
jurisdiction unless such action is in compliance with all applicable laws and regulations of such country or jurisdiction. RSL requires such recipient to inform himself about and to observe any restrictions
at his own expense, without any liability to RSL. Any dispute arising out of this Report shall be subject to the exclusive jurisdiction of the Courts in India.

Disclosure of Interest: The research analysts who have prepared this Report hereby certify that the views /opinions expressed in this Report are their personal independent views/opinions in respect of
the securities and their respective issuers. None of RSL, research analysts, or their relatives had any known direct /indirect material conflict of interest including any long/short position(s) in any specific
security on which views/opinions have been made in this Report, during its preparation. RSL's Associates may have other potential/material conflict of interest with respect fo any recommendation and
related information and opinions at the time of publication of research report. RSL, its Associates, the research analysts, or their relatives might have financial interest in the issuer company(ies) of the
said securities. RSL or its Associates may have received a compensation from the said issuer companyflies) in last 12 months for the brokerage or non brokerage services.RSL, its Associates, the research
analysts or their relatives have not received any compensation or other benefits directly or indirectly from the said issuer companylies) or any third party in last 12 months in any respect whatsoever for
preparation of this report.

The research analysts has served as an officer, director or employee of the said issuer company(ies)?: No

RSL, its Associates, the research analysts or their relatives holds ownership of 1% or more, in respect of the said issuer company(ies).?: No

Copyright: The copyright in this Report belongs exclusively to RSL. This Report shall only be read by those persons to whom it has been delivered. No reprinting, reproduction, copying, distribution of this
Report in any manner whatsoever, in whole or in part, is permitted without the prior express written consent of RSL.

RSL's activities were neither suspended nor have defaulted with any stock exchange with whom RSL is registered. Further, there does not exist any material adverse order/judgments/strictures assessed
by any regulatory, government or public authority or agency or any law enforcing agency in last three years. Further, there does not exist any material enquiry of whatsoever nature instituted or pending
against RSL as on the date of this Report.

Important These disclaimers, risks and other disclosures must be read in conjunction with the information / opinions / views of which they form part of.
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