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Realistic increase in costs compared to peers

Shree Cements Ltd (SRCM) reported a marginally weak set of numbers for 4QFY21 with
an EBITDA of Rs11.7bn that was 4% below our forecast. The reason we say it's a
marginally weak performance is that most of the other cement companies have given a
sharp positive surprise. Nevertheless, we believe that operating cost reported by SRCM
(with 8% YoY and QoQ growth each) are more realistic when compared to its peers. For
4QFY21, it has reported revenue of Rs39.3bn, up 22.2% YoY, primarily driven by higher
volume, while realisation was up by 2.7% YoY. EBITDA increased by 9.1% YoY to
Rs11.8bn and, the EBITDA margin stood at 29.9% (down by 358bps YoY). Volume
increased by 19% YoY to 8.2mn mt (highest quarterly volumes in the company’s history).
The key negative surprise was operating cost/mt, which increased by 8.2% YoY to
Rs3,352, primarily due to higher raw material cost, employee cost (increment given in
4QFY21), freight costs and other expenses, partially offset by lower power & fuel costs.
As a result, EBITDA/mt decreased by 8.3% YoY to Rs1,433. Adj. Profit increased by 30.5%
YoY to Rs7.7bn primarily due to higher EBITDA and other income and lower finance and
depreciation expenses. We have tweaked our estimates for the company slightly. As a
result, our FY22 and FY23 EBITDA estimates are marginally down by ~1% each. Our
revised target price (TP) now stands at Rs25,407 against Rs25,631 earlier. We maintain
our Sell rating on the stock given rich valuations and increasing exposure to the eastern
region.

FY21 Performance: For FY21, the volumes increased by 7.7% to 26.8mn mt, whereas the
realisation/mt decreased by 1.8% to Rs.4,690. The net sales increased by 5.7% to Rs.125.9bn. The
total operating costs/mt declined by 2.6% to Rs.3,217 primarily due to lower power & fuel costs,
employee costs and other expenses partially offset by higher freight and raw material costs.
EBITDA/mt remained flat at Rs.1,473 and, absolute EBITDA increased by 7.6% to Rs.39.5bn.
Adjusted PAT increased by 47.2% to Rs.23.1bn due to higher EBITDA and higher other income.

Operating cost inch up: SRCM reported an operating cost/mt of Rs3,352 against our expectation of
Rs3,200. The costs are up by 8% on both QoQ and YoY basis and give a more realistic picture of
cost inflation compared to declines reported by various other companies, in our view. Given the
upward pressure on petcoke and imported coal costs, we expect a further increase in operating costs
for the company in FY22.

Non-North exposure to increase further: The northern region is profitable for SRCM compared to
its presence in eastern and other markets. In FY19, SRCM'’s exposure to North (Rajasthan, Haryana,
Punjab, Delhi and Uttar Pradesh) was close to 70% that declined to ~60% in the current year and
may fall further as new capacity commissions in states of Jharkhand, Odisha, West Bengal and
Maharashtra. We expect further moderation in the EBITDA/mt of the company as a result.

Y/E March (Rsmm) 4QFY20 3QFY21 4QFY21 YoY (%) QoQ (%)
Net Sales 32,175 33,094 39,308 22.2 18.8
Operating Expenses 21,387 22,205 27,537 28.8 24.0
EBITDA 10,789 10,890 11,772 9.1 8.1
EBITDA Margin (%) 33.5% 32.9% 29.9% (358)bps (296)bps
Other Income 978 1,068 1,244 27.2 16.4
Interest Costs 726 585 553 (23.9) (5.5)
Depreciation 4,362 2,906 2,993 (31.4) 3.0
PBT 6,678 8,466 9,469 41.8 11.8
Tax 797 2,204 1,793 125.0 (18.6)
Reported PAT 5,882 6,262 7,677 30.5 22.6
Exceptional ltems - - - - -
Adjusted PAT 5,882 6,262 7,677 30.5 22.6
NPM (%) 18.3% 18.9% 19.5% 125bps 61bps
EPS (Rs.) 163.0 173.6 212.7 30.5 22.6

Source: Company, Nirmal Bang Institutional Equities Research
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Exhibit 1: Detailed financials (Standalone)

Y/E March (Rsmm) 4QFY20 3QFY21 4QFY21 YoY (%) QoQ(%) Estimates Variance (%) FY20 FY21 YoY (%)
Net Sales 32,175 33,094 39,308 22.2 18.8 38,783 1.4 | 119,040 125,884 57
Expenditure
Chg. in stock (181) (398) 691 (482.4) (273.9) - - 50 421 NA
RM consumption 1,997 2,281 2,589 29.6 13.5 - - 7,633 8,336 9.2
Purchase of traded goods - - - - - - - - - 0.0
Employee cost 1,691 1,693 2,442 44.5 44.3 - - 7,310 7,597 3.9
Freight, packing etc. 7,144 8,147 9,527 334 16.9 - - 26,061 30,372 16.5
Power and fuel 6,217 5,563 6,185 (0.5) 11.2 - - 23476 20,333 (13.4)
Other exp 4519 4,918 6,102 35.0 24.1 - - 17,765 19,278 8.5
Total Operating Expenses 21,387 22,205 27,537 28.8 24.0 26,522 3.8 82,295 86,337 4.9
EBITDA 10,789 10,890 11,772 9.1 8.1 12,261 (4.0) 36,745 39,547 7.6
EBITDA Margin (%) 33.5% 32.9% 29.9%  (358)bps  (296)bps 31.6% (167)bps 30.9% 31.4% 55bps
Other Income 978 1,068 1,244 27.2 16.4 - - 2,716 4,580 68.6
Interest Costs 726 585 553 (23.9) (5.5) - - 2,865 2,471 (13.8)
Depreciation 4,362 2,906 2,993 (31.4) 3.0 - - 16,994 11,399 (32.9)
PBT 6,678 8,466 9,469 41.8 11.8 - - 19,602 30,257 54.4
Exceptional ltems 797 2,204 1,793 125.0 (18.6) - - 3,900 7,138 83.0
Tax - - - - - - - -
Reported PAT 5,882 6,262 7,677 30.5 22.6 7,149 74 15,702 23,119 47.2
Adjusted PAT 5,882 6,262 7,677 30.5 22.6 - - 15,702 23,119 47.2
NPM (%) 18.3% 18.9% 19.5% 125bps 61bps 18.4% 110bps 13.2% 18.4% 518bps
EPS (Rs.) 163.0 173.6 212.7 30.5 22.6 198.1 74 435.2 640.7 47.2

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Operational data

Operational Data 4QFY20 3QFY21 4QFY21 YoY (%) QoQ(%) Estimates Variance (%) | FY20 FY21 YoY (%)
Volume (mn mt) 6.91 7.16 8.22 19.0 14.7 8.29 (0.9) | 24.93 26.84 7.7
Cement Realisation (Rs/mt) 4,659 4,620 4,785 2.7 3.6 4,620 36| 4775 4,690 (1.8)
Operating Costs (Rs/mt) 3,097 3,099 3,352 8.2 8.1 3,200 4.7 | 3,301 3,217 (2.6)
EBITDA (Rs/mt) 1,562 1,520 1,433 (8.3) (5.7) 1,480 (3.1) | 1,474 1,473 (0.0)

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 3: Trend in operating costs

Costs/mt (Rs) Mar-19 Jun-19 Sep-19 Dec-19 Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 YoY (%) QoQ (%)
RM consumption 343 306 264 401 263 327 303 263 399 51.8 51.9
Employee cost 234 316 323 297 245 351 265 236 297 21.4 25.8
Freight cost 1,061 1,103 1,013 1,031 1,034 1,136 1,087 1,137 1,160 12.1 2.0
Power and fuel 1,046 1,070 1,046 768 900 77 728 77 753 (16.4) (3.0
Other expenses 656 728 776 705 654 705 732 687 743 13.5 82
Operating costs/mt 3,338 3,522 3,422 3,201 3,097 3,296 3,115 3,099 3,352 8.2 8.1
EBITDA/mt 1,161 1,489 1,476 1,360 1,562 1,421 1,513 1,520 1,433 (8.3) (5.7)

Source: Company, Nirmal Bang Institutional Equities Research

Shree Cements Ltd.
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Exhibit 4: Key Financial Summary

Institutional Equities

Y/E March (Rs mn) FY19 FY20 FY21E FY22E FY23E
Revenues 1,17,220 1,19,040 1,25,884 1,39,946 1,62,458
YoY (%) 19.2 1.6 57 11.2 16.1
EBITDA 26,528 36,745 39,547 39,980 47,575
EBITDA (%) 22.6 30.9 31.4 28.6 29.3
Adj. PAT 8,715 15,654 23,119 21,457 26,255
YoY (%) (36.9) 79.6 47.7 (7.2) 22.4
FDEPS (Rs) 250.2 433.8 640.7 594.7 727.6
ROE (%) 94 13.9 16.4 13.4 14.9
EV/EBITDA 36.6 27.8 25.0 24.4 20.0
EV/mt ($) 366.9 356.0 281.7 278.0 271.9
P/E (x) 110.4 63.7 43.1 46.4 38.0
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 5: YoY Movement in EBITDA/mt
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Exhibit 6: SRCM - Key changes to our estimates
Particulars FY22E FY23E
(Rs) Old New Change (%) Old New Change (%)
Revenue 1,38,132 1,39,946 1.3 1,60,323 1,62,458 1.3
EBITDA 40,271 39,980 (0.7) 47,847 47,575 (0.6)
PAT 19,099 21,457 12.3 23914 26,255 9.8
EPS 529 595 12.3 663 728 9.8
TP (Rs) 25,631 25,407 (0.9)

Source: Company, Nirmal Bang Institutional Equities Research

Shree Cements Ltd.
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Exhibit 7: Highest ever volumes

Institutional Equities

Exhibit 8: Realizations up by 3.6% QoQ

8.50 25% 5,500 - - 20%
8.00 20%
7.50 15% 5,000 - - 15%
10% - 109
100 5% 4,500 - "
6.50 0
6.00 0% - 5%
- 5% 4,000 - .
500 g -
) -15% 3,500 - | 5
4.50 -20% X
4.00 -25% 3,000 - - -10%
— — — — o o o o o o ~ ~ — —
s g & 8 8 8 & & & & s £ § & & & & & & &
[T [T [T [T [T [T [T [T [T [T [ [ [T [ [ [ [T L L [
g ¢ ¢ 4 8 ¢ ¢ § g ¢ § ¢ ¢ 8 8 ¢ ¢ g 8 ¢
i i — 0,
s \/olumes (mn mt) YoY growth (%) mmmm Realizations (Rs/mt) YoY growth (%)
Source: Company, Nirmal Bang Institutional Equities Research Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 9: EBITDA/mt decreased by 8.3% YoY Exhibit 10: Operating costs up by 8.2% YoY
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Exhibit 11: RM costs higher

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 12: Other expenses were up by 13.5% YoY
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Exhibit 13: P&F costs down by 16.4% YoY

Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 14: Freight costs were up by 12.1% YoY
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Exhibit 15: Valuation summary

Particulars (Rs)
FY23 EBITDA 47,575
Target multiple (x) 18.0
Enterprise value 8,56,343
Less: Net debt (60,411)
Equity value 9,16,753
No of shares (mn) 36.1
Value per share (Rs) 25,407
CMP (Rs) 27,615
Upside / (downside) % (8)%

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 16: Rolling valuation charts
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Exhibit 17: Income statement

Institutional Equities

Exhibit 18: Balance Sheet

YE March, Rsmn FY19  FY20 FY21E  FY22E  FY23E YE March, Rsmn FY19 FY20 FY21E FY22E FY23E
Net Sales 1,7,220 1,19,040 1,25,384 1,39,946 1,62,458 Equity Capital 348 361 361 361 361
Raw Material Consumed 8263 7422 8,756 10,276 12,067 Reserves and Surplus 95626 1,29,003 152,140  1,66,743  1,85460
Power & Fuel Cost 27450 23476 20,333 24815 29,137 Networth 95974 129,364 152,501 1,67,104  1,85,821
Employee Cost 6778 7310 7,597 7,975 8,441 Total Debt 21770 23474 18,396 13,896 9,396
Freight and Forwarding 28,641 26,061 30,372 35,694 41,911 Deferred tax liability .
Other expenses 19560 18,025 19278 21207 23,327 Other non-current liabilities 13,002 15617 9418 10407 11391
Total Expenditure 90,692 82,295 86,337 99,967 1,14,883 Trade Payables 4508 5280 7858 6.025 6.924
Operating profit 26528 36,745 39547 39,980 47575 Gy Current Liabilities 10679 19643 22215 24523 27,032
Operating profit margin (%) 2% 3% 31% 29% 29%  Total Current Liabilties 19,867 32,010 35154 35129 38037
Other Income 2454 2716 4580 4751 4986 pop fabilities 151933 1,93379 210,388 221656  2,40,565
Interest 3265 2913 2471 4705 1D \eipiock 44757 43191 3BATT 53686 50,210
Depreciation 13917 16994 11,309 13223 14,974 cWP 1211 9621 9710 2,500 5,000
PBT 1801 19555 30257 20802 36466 Investment 44111 58202 72713 51,925 52,125
Exceptional items (1.781) ) ; ) " Other non-current assets 11936 14019 1405 13908 14,026
PBT post exc items 10,019 19555 30,257 29,802 36,466 _
Inventories 15,891 14,279 14,772 17,321 19,832
Tax 1,304 3,900 7,138 8,344 10,210
Sundry Debtors 7324 8285 4,859 8,435 9,792
Tax rate (%) 130%  19.9%  23.6%  280%  28.0%
Cash and Bank 3,078 1,082 2,098 3,897 2,014
PAT 8715 15654 23,119 21,457 26,255
Other current assets 13,625 44,611 50,266 69,984 87,567
EPS (Rs) 2502 4338 640.7 594.7 7276
Total Current Assets 39917 68256 71,995 99637  1,19,204
Source: Company, Nirmal Bang Institutional Equities Research
Total Assets 1,551,933 193379 206,649 221,656  2,40,565
Exhibit 19: Key ratios Source: Company, Nirmal Bang Institutional Equities Research
YE March FY19 FY20 FY21E FY22E FY23E -
are Exhibit 20: Cash flow statement
Growth (%)
YE March, Rsmn FY19 FY20 FY21E  FY22E  FY23E
Sales 19.2 16 57 11.2 16.1
Operating Profits 73 385 76 11 190 Profit before tax 10,019 19,555 30257 29,802 36,466
Leverage (x) Add: Interest Exp 3,265 2,913 2471 1,705 1,120
Net Debt: Equity 0.25 (0.07) (0.14) (0.26) (0.33)  CFOb4WC 27201 39462 44127 44730 52,560
Interest Cover(x) 8.13 12.62 16.00 2345 4247 Net change in Working capital (6,455) 9,936 9,358  (10,368) (3,042)
Total Debt/EBITDA 1.05 0.64 047 0.35 0.20 Tax paid (1,304)  (3900)  (7,138)  (8,344)  (10,210)
Profitability (%) Net cash from operations 19,442 45497 46347 26,018 39,308
OPM 226 30.9 314 286 293
NPM 74 13.2 184 15.3 162 Capital expenditure (19721)  (13,839) (10,212) (17,784)  (13,998)
ROE . 139 LSy 134 149 sale of investments 9905 (44716) (21352) 5788  (15200)
ROCE 203 249 248 238 24 Net cash from investing (7,706)  (59,317)  (31,103)  (11,789)  (29,249)
Turnover ratios (x)
GFAT 15 1.2 1.2 1.1 1.1
Issue of shares 23,990 -
Debtors Turnover(x) 20 15 19 21 18 )
WE days “ 19 u % 0 Increase in debt (6,170)  (4296)  (5078)  (4,500)  (4,500)
Valuation (x) Dividends paid incl. tax (2,308) (6,231) (6,231) (6,854) (7,539)
PIE 1104 63.7 431 464 38.0 Interest paid (3.265)  (2913)  (2471)  (1,705)  (1,120)
PB 100 77 65 6.0 54 Net cash from financing (9,867) 11,824 (14,228) (12,430) (11,942)
EV/EBIDTA 36.6 278 25.0 244 20.0 Net Cash 1,869 (1,996) 1,016 1,799 (1,883)
EVimt ($) 366.9 356.0 281.7 278.0 271.9 Opening Cash 1,209 3,078 1,082 2,008 3,897
Source: Company, Nirmal Bang Institutional Equities Research Closing Cash 3,078 1,082 2,098 3,897 2,014

Source: Company, Nirmal Bang Institutional Equities Research

Shree Cements Ltd.
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Rating track
Date Rating Market price (Rs) Target price (Rs)
3 March 2020 BUY 22,671 29,470
13 April 2020 BUY 16,935 21177
11 May 2020 BUY 18,740 22,438
17 July 2020 SELL 27,731 18,189
11 August 2020 SELL 22,389 18,659
21 August 2020 SELL 22,080 18,659
23 September 2020 ACCUMULATE 18,982 20,906
16 October 2020 ACCUMULATE 20,642 20,906
13 November 2020 ACCUMULATE 23,485 23,357
7 January 2021 ACCUMULATE 24,699 25,520
31 January 2021 ACCUMULATE 22,550 25,631
12 March 2021 SELL 27,556 25,631
8 April 2021 SELL 31,645 25,631
24 May 2021 SELL 27,615 25,407
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an officer,
director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject company.

Analyst Certification: |, Mangesh Bhadang, research analyst and Ash Shah, research associate and the authors of this report, hereby
certify that the views expressed in this research report accurately reflects my personal views about the subject securities, issuers,
products, sectors or industries. It is also certified that no part of the compensation of the analyst was, is, or will be directly or indirectly
related to the inclusion of specific recommendations or views in this research. The analyst is principally responsible for the preparation
of this research report and has taken reasonable care to achieve and maintain independence and objectivity in making any
recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from
engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs of the
reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated to
all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their receiving
this report. This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such
distribution, publication, availability or use would be contrary to law, regulation or which would subject NBEPL & its group companies to registration or licensing
requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in
this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this
report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should
rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and
would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the investment.
Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability whatsoever for
any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it may be noted that
neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential
including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.
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