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HeidelbergCement India

Institutional Equities

13 February 2019

Reuters: HEID.NS; Bloomberg: HEIM IN

Consistent Stellar Performance; Upgrade To Buy

HeidelbergCement India (HEIM) reported a strong performance in 3QFY19 driven by higher
realisation which was up ~8.5% YoY/flat QoQ at Rs4,316/tn (better thanour estimate) because of
higher trade sales and contribution from premium products (~9% in total sales). This was
accompanied by volume gain of ~6% YoY at 1.29mnmt backed by strong demand in Uttar Pradesh
(UP), HEIM’s key market, as Madhya Pradesh (MP) took a breather because of assembly elections.
Effectively, revenues grew ~15% YoY to ~Rs5.58bn (above our estimate). Commendably, operating
costs stayed flat YoYat Rs3,411/tn following cost control measures by HEIM with focus on energy
(contribution from waste heat recovery system or WHRS) and logistics expenditure (Rs38mn railway
rebate). Effectively, EBITDA grew ~59% YoY to ~Rs1.22bn driven by realisation gains and controlled
cost inflation (9MFY19 EBITDA grew 55% YoY). EBITDA margin jumped by 600bps YoY from 15.7%
in 3QFY18 to 21.7% in 3QFY19 (primarily driven by realisation gain). The robust performance led
HEIM to report EBITDA/mt of Rs947, up ~50% YoY but down 9% QoQ (below our estimate of
Rs1,066/tn). This is the third consecutive quarter of EBITDA/tn hovering ~Rs1,000 for HEIM. With no
surprises in depreciation and lower interest expenses, APAT doubled YoY from Rs276mn to
Rs586mn in 3QFY19. HEIM had a consistent strong performance for the past four quarters. The
presence in relatively better pricing regions like Central India, focus on retail segment sales (trade
segment) and cost benefits from the combination of effective measures taken by HEIM and
synergies of scale will continue to guard its earnings. We still believe HEIM has limited headroom
for incremental cement despatches as it moves upwards of 90% capacity utilisation and may only
retain its existing market share (even lose market share), and the realisation gain that helps cost
inflation pass-through will continue to be stronger and guard HEIM’s earnings. This has prompted
us to revise our EPS estimates upwards for FY19/FY20/FY21 to Rs9.8/Rs11.5/Rs12.8, respectively,
(Rs8.1/Rs10.2/Rs11.5, respectively, earlier). Factoring in the same and assigning the replacement
cost valuation of Rs7.5bn/mnmt (taking away the 12% discount assigned earlier) based on
September 2020E forward capacity, we have arrived at a fair value for HEIM that encourages us to
upgrade the rating on the stock to Buy (from Accumulate earlier) with a revised target price (TP) of
Rs177 (from Rs151 earlier). At our TP, the stock trades at EV/IEBITDA of 6.7x September 2020E
earnings.

Better markets and focus on trade segment helps realisation gain: Realisation rose ~8% YoY to
Rs4,316/tn on account of continued healthy demand in its key market of UP as the election season slowed
MP market relatively. HEIM has a bigger presence in trade segment sales (~83%) with better contribution
from premium products (9%-10%). Volume rose 6.3% YoY to 1.29mnmt backed by UP market. 3QFY19
capacity utilisation (CU) nearly touched the optimum for HEIM which will restrict further aggressive volume
growth.

Operating cost inflation restricted: Overall operating costs were flat YoY/up ~4% QoQat Rs3,211/tn. This
restricted cost inflation was largely because of reduction in logistics cost by ~3%, and aggressive control of
other expenditure that declined 3% to Rs872mn. Energy costs (combined with inventory-adjusted raw
material costs) inflated 7% YoY because of a prudent fuel mix (lower pet-coke usage) and contribution from
the waste heat recovery system (~20% of total requirement). Further, logistics costs rose only 2.5%,
(because of railway rebate of Rs38mn) and prudent lead distance management. Effectively, this helped
EBITDA margin to pose handsome gains, hovering at 21.7% compared with 15.7% in 3QFY18.
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Key Data
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52 Wk H/L (Rs) 1751122
Daily Vol. (3M NSE Avg.) 130,939
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Nifty 50 Index 0.3 (4.6) 28

Source: Bloomberg

Y/E March (Rsmn) 3QFY19 3QFY18 YoY % 2QFY19 QoQ %
Net sales 5,639 4,912 14.8 4,859 16.1
Operating expenses 4,414 4141 6.6 3,693 19.5
EBITDA 1,225 772 58.8 1,166 5.1
EBITDA margin (%) 21.7 15.7 602bps 24.0 (227bps)
Other income 102 94 9.3 62 65.4
Interest costs 170 186 (8.9) 199 (14.7)
Depreciation 254 253 0.3 255 (0.5)
PBT 904 426 112.2 774 16.8
Non-recurring items - 57 (100.0) - -
PBT (after non-recurring items) 904 483 87.3 774 16.8
Tax 319 165 92.9 273 16.6
Reported PAT 586 318 84.4 501 16.9
Adjusted PAT 586 261 1244 501 16.9
NPM (%) 104 53 507bps 10.3 8bps
Adjusted EPS (Rs) 2.6 1.2 124.4 2.2 16.9

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Our estimates stand revised upwards: We still believe HEIM has limited headroom for incremental cement
despatches as it moves upwards of 90% capacity utilisation and may only retain its existing market share
(even lose market share) and the realisation gain that helps cost inflation pass-through will continue to be
stronger and guard HEIM's earnings. This has prompted us to revise our EPS estimates upwards for
FY19/FY20/FY21 to Rs9.8/Rs11.5/Rs12.8, respectively (from Rs8.1/Rs10.2/Rs11.5, respectively, earlier). The
presence in relatively better regions like central region, focus on retail sales (frade segment) and cost benefits
from the combination of effective measures taken by HEIM and synergies of scale will continue to guard
earnings.

Outlook: Factoring in the same and assigning replacement cost valuation of Rs7.5bn/mnmt (taking
away the 12% discount assigned earlier) based on September2020E capacity, we have arrived at a fair
value for HEIM that encourages us to upgrade our rating on the the stock to Buy (from Accumulate
earlier) with a revised target price of Rs177 (from Rs151 earlier). At our TP, the stock trades at
EV/EBITDA of 6.7x September 2020E earnings.

Key conference-call takeaways

o HEIM’s management indicated that 9% of total trade sales came from premium products in 3QFY19.
HEIM’s 85% of sales came from trade segment (80% in 9MFY19).

e The current fuel mix includes 60% pet coke and 40% linkage coal. However, the coal-linkage contract is
highly limited. HEIM has shifted largely to the e-auction route for procuring coal which will increase costs.
The total lead distance remained unchanged at ~380km.

e The total contribution of waste heat recovery unit in total power consumption was ~20% (30% of
clinkerisation unit) which is nearly at its peak. Residual power is purchased from the grid.

e HEIM claimed that the company can add ~5% capacity with refurbishment/de-bottlenecking. The
headroom in capacity utilisation and capacity addition through de-bottlenecking will help HEIM to take
care of incremental demand.

e The total outstanding debt is ~Rs6bn and net debt is ~Rs2.3bn.The company has limited capital
expenditure plan with Rs250mn likely to be incurred in the next two years. HEIM has gone for Rs70mn
capex in FY19 in the first phase of de-bottlenecking.

HeidelbergCement India
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Exhibit 1: Operational details

(Rs) 3QFY19 3QFY18 YoY % 2QFY19 QoQ % 3QFY19E Deviation %
Volume (mnmt) 1.29 1.22 6.3 113 15.0 1.28 1.3
Cement realisations (Rs/mt) 4,316 3,976 8.5 4,262 1.3 4,242 1.7
Operating costs (Rs/mt)* 3,411 3,402 0.3 3,282 3.9 3,211 6.2
EBITDA (Rs/mt) 947 634 49.3 1,036 (8.6) 1,066 (11.2)

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Detailed quarterly financials

(Rsmn) 3QFY19 3QFY18 YoY % 2QFY19 QoQ % 3QFY19E Deviation %
Net sales 5,639 4,912 14.8 4,859 16.1 5,466 32
Expenditure

Change in stock 321.1 281.2 14.2 (165.5) (294.0) (55.0) (683.8)
Raw material costs 995 925 7.6 880 13.1 997 (0.2)
Purchased products - - - - - - -
Power & fuel expenses 1,201 1,009 19.1 1,201 - 1,319 (8.9)
Freight costs 759 737 3.0 666 13.9 728 4.1
Employee costs 266 288 (7.6) 3N (14.5) 313 (15.0)
Other expenses 872 901 (3.2) 799 9.1 801 8.9
Total operating expenses 4414 4,141 6.6 3,693 19.5 4,103 7.6
EBITDA 1,225 772 58.8 1,166 5.1 1,363 (10.1)
EBITDA margin (%) 21.7 15.7 602bps 24.0 (227bps) 24.9 (321bps)
Other income 102 94 9.3 62 65.4 55 85.8
Interest costs 170 186 (8.9 199 (14.7) 201 (15.6)
Depreciation 254 253 0.3 255 (0.5 265 (4.3
PBT 904 426 112.2 774 16.8 952 (5.0)
Non-recurring items - 57 - - - - -
PBT (after non-recurring items) 904 483 87.3 774 16.8 952 (5.0)
Tax 319 165 92.9 273 16.6 319 (0.1)
Tax rate (%) 35 34 3.0 35 0.2) 34 5.2
Reported PAT 586 318 84.4 501 16.9 633 (7.5)
Adjusted PAT 586 261 124.4 501 16.9 633 (7.5
NPM (%) 104 5.3 507bps 10.3 8bps 11.6 (120bps)
Adjusted EPS (Rs) 26 1.2 124.4 22 16.9 28 (7.5

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 3: Trend in operating costs/mt

Costs per mt (Rs) 2QFY17  3QFY17 4QFY17 1QFY18 2QFY18 3QFY18 4QFY18 1QFY19 2QFY19 3QFY19 YoY% QoQ%
Raw material costs 632 822 775 880 638 991 671 853 635 1,017 2.6 60.1
Power and fuel exp. 1,062 986 964 947 1,023 829 1,027 932 1,068 928 12.0 (13.1)
Freight costs 533 538 551 567 578 605 679 654 592 586 (3.2 (1.0)
Total costs per mt 3,244 3,321 3,165 3,400 3,191 3,402 3,237 3,322 3,282 3,411 0.3 3.9

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 4: Change in our estimates

(Rsmn) Old estimate New estimate Change (%)

FY19E FY20E FY21E FY19E FY20E FY21E FY19E FY20E FY21E
Net sales 20,718 22,798 24,136 21,632 23,225 24,588 44 1.9 1.9
Operating profit 4,446 5,196 5,580 4,971 5,623 6,032 11.8 82 8.1
Net profit 1,835 2,317 2,602 2,220 2,601 2,905 21.0 12.3 11.6
EPS (Rs) 8.1 10.2 11.5 9.8 115 12.8 21.0 12.3 11.6
Target price (Rs) 151 177
Rating Accumulate Buy

Source: Company, Nirmal Bang Institutional Equities Research
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a relationship beyond broking

Exhibit 5: Volume gains largely from UP market Exhibit 6: Higher retail and premium product sales boost
realisation
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Exhibit 7: Cost inflation check and realisation gain boosts Exhibit 8: Cost inflation controlled in a challenging

EBITDA/tn environment
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Exhibit 9: Logistics costs under control on higher volume Exhibit 10: Cost efficiency and WHRS contribution helps limit
energy cost inflation
(Rsmn) (%) (Rsmn) (%)
800 - 25 1,200 - - 15
700 - 20 1,000 - L 10
600 - 15 L5
500 - 10 800 1 .
400 -5 600 -
300 -0 -0
400 - L 1o
200 5) (10)
100 L (10) 200 1 - (15)
(19) L - (20)
e e e o222 e g e 2222222
> > > > > > > > > > > > > > > > > > > > > > > > > > > >
L [f [T [T L [T [T [T [T [T [’ [T [T [T [T [T [T [T [T [T [T [T [T [T o [T [T [T
§28¢99888¢¢gg8¢g¢ggg §8998g¢9¢88g¢9ggg
= Freight costs/mt (Rs) = Growth (% YoY, RHS) mmmm Power & Fuel costs/mt (Rs) = Growth (% YoY, RHS)
Source: Company, Nirmal Bang Institutional Equities Research Source: Company, Nirmal Bang Institutional Equities Research

HeidelbergCement India



&% NIRMAL BANG Institutional Equities

a relationship beyond broking

Exhibit 11: Valuation charts
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Financials
Exhibit 12: Income statement Exhibit 13: Cash flow
Year Y/E March (Rsmn) FY17 FY18 FY19E FY20E FY21E  Y/E March (Rsmn) FY17 FY18 FY19E FY20E FY21E
Net sales 16,876 18,567 21,632 23,225 24,588  Pre-tax profit 1,136 2,076 3,326 3,911 4,336
Growth (%) 3.7 10.0 16.5 7.4 5.9  Depreciation 988 997 1,023 1,055 1,060
Operating expenses (14,386) (15,376) (16,999) (17,950) (18,914)  Chg. in working capital (722) 963 (419) (225) 2
EBITDA 2,789 3,519 4,971 5,623 6,032  Total tax paid (264) (440) (1,022) (1,218)  (1,330)
Growth (%) 20.6 26.2 41.3 13.1 7.3 Other operating activities (26) - - -
Depreciation & amortisation (992) (1,012) (1,023) (1,055) (1,060) Operating CF 1,113 3,596 2,908 3,522 4,068
EBIT 2,034 2,707 4,092 4,694 5,100  Capital expenditure (249) (303) (693) (2,032) (2,327)
Other income 237 199 144 127 127  Chg. in investments - - -
Interest paid (898) (745) (766) (784) (763)  Other investing activities - - - - -
Extraordinary/exceptional items - - - - - Investing CF (249) (303) (693) (2,032) (2,327)
PBT 1,136 2,076 3,326 3,911 4,336 FCF 864 3,293 2,215 1,490 1,741
Tax (374) (745)  (1,106) (1,310)  (1,431)  Equity raised/(repaid) - - -
Effective tax rate (%) (33) (36) (33) (34) (33)  Debt raised/(repaid) (784) (773) 1,540 (210) (400)
Net profit 762 1,331 2,220 2,601 2,905  Dividend (incl. tax) - (453) (567) (567) (567)
Minority interest - - - - - Other financing activities (16) (84) - -
Reported net profit 762 1,331 2,220 2,601 2,905  -Financing CF (800)  (1,310) 973 (777) (967)
Non-recurring items - 114 - - - Netchg. in cash & bank bal. 64 1,982 3,188 714 774
Adjusted net profit 762 1,217 2,220 2,601 2,905 Closing cash & bank bal. 142 2,124 5,313 6,026 6,801
Growth (%) 153 597 &4 171 1.7 Source: Company, Nirmal Bang Institutional Equities Research
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 14: Balance sheet Exhibit 15: Key ratios
YIE March (Rsmn) FY17  FY18 FY19E FY20E FY21E  y/E March (Rsmn) FY17  FY18 FY19E FY20E FY21E
Cash & bank balances 142 2124 5313 6026 6801  profitability and return ratios (%)
Other current assets 5,101 5,063 7,244 7,974 8,499  EBITDAM 16.2 18.6 226 239 24.2
Investments - : : - ©  EBITM 118 143 186 199 204
NPM 45 6.6 10.3 11.2 118
Net fixed assets 18,834 18,140 17,810 18,787 20,055 RoE 8.2 121 19.7 19.8 19.0
Goodwill & intangible assets - - - - * RoCE 12.9 172 236 236 234
Other non-current assets (530) (835) (919)  (1,010)  (1,111)  RoIC 85 13 18.8 206 208
Total assets 23546 24493 29449 31,777 34243 per share data (Rs)
Ofs shares 2266 2266 226.6 226.6 226.6
Current liabilities 7,797 8,722 10484 10989 11516 Epsg 34 5.4 98 15 128
Borrowings 6,080 5,307 6,847 6,637 6,237  FDEPS 34 54 98 15 128
Other non-current liabilities - - - - - CEPS 77 9.8 143 16.1 175
Total liabilities 13,877 14,029 17,331 17,626 17,753 gy 427 462 535 62.4 72.8
DPS - 20 25 25 25
Share capital 2266 2266 2266 2266 2266  vyaluation ratios (x)
Reserves & surplus 7,404 8,198 9,851 11,885 14224 pE 437 274 15.0 12.8 115
Shareholders’ funds 9,670 10464 12118 14152 16,490 ppy 3.4 3.2 27 24 20
Minority interest - - - - -~ EV/EBITDA 14 104 7.0 6.0 54
Total equity & liabilities 23,547 24,493 29,449 31,777 34243  Ey/Sales 23 20 16 15 13
Source: Company, Nirmal Bang Institutional Equities Research Other key ratios
DIE (x) 0.6 0.3 0.1 -
DSO (days) 3 4 9 9 9
DuPont analysis - RoE
NPM (%) 45 6.6 10.3 1.2 118
Asset turnover (x) 0.7 0.8 0.8 0.8 0.7
Leverage factor (x) 2.6 24 24 2.3 2.2
RoE (%) 8.2 12.1 19.7 19.8 19.0

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price (Rs) Target price (Rs)
26 March 2018 Sell 153 126
28 May 2018 Sell 149 130
31 July 2018 Sell 159 141
2 November 2018 Accumulate 144 151
13 February 2019 Buy 147 177
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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: |, Mr. Milind Raginwar, Research Analystand the author 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 principally responsible for the preparation of this research report 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, fithess 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.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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