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Competitive severity; maintain neutrality

India | Equity Research | Sector Update

With the incumbent NDA government set to stay in power (outcome of recently concluded general elections) for a third
consecutive term, our neutral stance on the sector is extant. Synchronously, our demand estimate (6%/7% for FY25E/
FY26E) is intact; in tandem we maintain that amidst the underlying elevated competitive intensity (we envisage pricing
environment staying volatile), the chances of earning upgrades remain far and few. Au contraire, weakness deepening
in cement prices (with the onset of monsoons) will likely bruise earnings. Further, benign fuel cost alone may not suffice
to drive margin expansion. We continue to prefer Ambuja Cement (on expectation of industry-superior capacity growth
and cost rationalistion potential) and ACC (on compelling valuations) as investment ideas.

Demand growth to sustain

We estimate cement demand to have grown ~9% in the pre-election year of
FY24 on the back of ~11% growth in FY23. With the incumbent NDA
government staying in power, we maintain our demand growth estimate at
6% for FY25E and 7% for FY26E. For the record, the average demand growth
in the past 14 years (FY11-FY24) has been ~6%. Also, in the last post-election
year of FY20, cement demand stood flat YoY on the back of robust >13%
growth in FY19. Even if demand estimates were to deviate a bit, we see limited
impact on earnings given cement EBITDA is much more sensitive to prices
(every 1% change in realisation impacts EBITDA by ~4%) over demand (every
1% change in volumes impact EBITDA by ~1%).

Pricing environment to stay volatile

Cement prices have been on a downward spiral since Nov'23. Stiff competitive
intensity led to a rare ~7% QoQ drop in pan-India prices in Q4FY24 despite
record volumes (industry grew ~9-10% in Q4FY24, in our view). There has
been no respite from the underlying competitive intensity since, with cement
prices slipping further in May’24, after failed price hike attempts in Apr'24. Not
too long before, in Oct’23, price hikes were attempted, but could hardly sustain
and were eventually rolled back. With cumulative capacity addition of a
mammoth ~120mtpa over FY25E and FY26E amidst industry-wide race for
capacity share, we believe cement price volatility is here to stay.

Cost rationalisation in focus; see select investment opportunity
We observe several cement companies emphasising on rationalising costs
further in their post-earnings commentary (after Q4FY24). Many of them
guided cost saving potential of >INR 200-500/t over the next two-three years.

With the industry’s focus on cost savings amidst the elevated competitive
intensity (and our expectation of continued cement price volatility), earnings
upgrades will likely be far and few. We maintain our neutral sector stance.

We continue to prefer — 1) Ambuja Cement - factoring in potential industry-
superior volume growth and its cost saving target of INR 530/t by FY28. 2)
ACC - given its compelling valuation of <10x FY26E EV/EBITDA, volume
benefits from sister concern Sanghi Ind. and demonstrated/future cost savings
potential.
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Cement demand grew a robust 9% in FY24 vs ~5.5% long term average

—&— YoY demand growth (%)

—&— Long term average growth (%)

16% A
14%
12% A
10% A
8% -
6% -
4% A
2% A
o% T T T T T T T T T 1
-2% A N \.//
-4% 4
-6% -
4 8 g2 I 8 82 5 ¥ 2 R & N & %
¢ ¢ o« & & & & & & 4« &« & & §
Source: I-Sec research, Industry Data
Quarterly trend of volumes reported by listed cement companies (being ~85% of the industry)
Q4FY23 Q1FY24 Q2FY24 Q3FY24 Q4FY24 YoY (%)
312 29.6 26.3 26.8 346 11%
8.8 8.9 8.2 8.9 9.5 8%
14.1 15.4 13.1 14.1 16.6 18%
7.4 7.0 6.2 6.8 8.8 19%
4.1 4.1 3.9 4.2 4.7 13%
3.2 3.2 29 3.0 3.26 1%
4.7 43 4.6 4.0 5.5 17%
5.2 5.0 45 40 5.3 2%
1.2 1.2 1.16 1.2 1.2 4%
1.8 1.7 15 15 1.9 4%
1.7 1.6 1.4 1.4 1.7 0%
2.8 2.7 24 2.0 2.4 -13%
4.4 4.4 4.2 42 49 9%
1.2 1.2 0.9 1.0 1.4 15%
1.4 1.2 13 1.4 1.6 19%
0.3 0.3 0.3 0.3 0.4 18%
93.7 91.8 82.7 84.7 103.8
8.3% 15.2% 12.0% 5.3% 10.8%

% Growth YoY

Source: I-Sec research, Company data

India | Equity Research



Cement | Sector Update | 07 June 2024

Cement prices continue to slide down further in May 2024 post a failed hike attemptin
April 2024.
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Central India price trend Cement prices trend weak — across regions
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Fuel cost stays benign but unlikely to perk-up margins.

Domestic pet coke price trend Imported coal price trend
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Industry demand-supply matrix — huge capacity addition on the anvil
All India-(mtpa) FY20 FY21 FY22 FY23 FY24P FY25E FY26E
Installed capacity - Cement 519 541 568 595 636 688 756
Annual additions (mtpa) 15 22 26 27 41 53 67
Installed capacity - Clinker 332 343 352 378 393 429 467
Annual additions (mtpa) 8 11 9 26 15 36 38
Cement consumption 330 322 348 386 417 442 473
Growth (%) -2.4% -2.5% 8.1% 11% 8.0% 6.0% 7.0%
Cement production 330 322 348 386 417 442 473
Growth (%) -2.4% -2.5% 8.1% 11.0% 8.0% 6.0% 7.0%
C:C Ratio 1.36 1.37 1.38 1.40 1.41 1.42 1.42
Clinker production 243 235 252 275 295 312 332
Growth (%) -2.5% -3.0% 7.0% 9.0% 7.3% 5.7% 6.5%
Cement utilisation (%) 64.5% 60.7% 62.7% 66.4% 67.7% 66.7% 65.5%
Clinker utilisation (%) 73.9% 69.7% 72.5% 75.2% 76.5% 75.9% 74.1%

Source: I-Sec research, Company data

Valuation and recommendation table

0, 0,

(INR) FY24P FY25E FY26 FY24P FY25E FY26E| FY24P FY25E FY26E| FY24P FY25E FY26E

UltraTech Cement HOLD 10,411 250 214 200 153 16.8 18.8 123 13.6 15.1
Shree Cement HOLD 27,085 20 19 11 196 199 149 15.3 15.2 15.2 12.8 125 14.2
Ambuja Cements BUY 831 21 20 14 208 224 188 10.4 10.1 12.2 118 10.2 10.7
ACC BUY 3,272 15 12 10 143 131 124 17.4 18.2 20.2 14.1 13.1 14.7
JK Cement BUY 4,620 17 16 14 162 156 129 16.3 16.0 16.7 16.1 15.0 15.1
India Cements SELL 130 87 22 13 74 79 78 -0.6 2.6 5.9 -4.3 0.0 3.9
Ramco Cements ADD 845 15 15 11 123 119 112 7.3 6.9 10.0 5.7 5.1 9.1
Orient Cement HOLD 220 10 9 9 61 72 82 8.7 10.8 8.9 10.4 14.3 14.8
Nuvoco Vistas HOLD 345 10 8 7 77 72 67 5.6 6.6 8.4 1.7 3.2 5.2
Grasim Industries HOLD 2,501 13 9 9 - - - 4.3 6.0 5.7 3.2 4.2 4.1
Star Cement BUY 271 16 9 8 137 136 103 16.5 24.0 235 115 185 18.0

Source: I-Sec research, Company data
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UltraTech Cement

Price charts

7000 A

- pz-unf - yz-unf
L ez-29Q - €¢-2°d
L gz-unf - €z-unf
L zz-29a - ¢c-22d
L zz-un[ - zg-unf
L 1z-29Q ..m r T¢-92a
— Tz-un( m —_—— TZ-unf
o o o O © O O O o o o o
2 g2 3 £ meac23"
— o
‘=
(4N 5 (tSIND)]
- yz-unf ~ yz-unf - v-unf
L £2-220 L 2900 L €z-20@
L gz-unf L ez-unf L gz-unf
FZZ-22d - 2z-22d - ¢Z-22d
- zz-unf s L zz-unf L zz-unf
-
rTeea m L 1z-92a L 12-220
c
———— Tz-unf S ———————— Tz-unf m ———— TZ-unf
S3838 [<JeNeNoNeNoloNoNoNolol ¢ o o o o o o o
R £ S2888RBBSA TRER8EN
(4N § =77 (4N 5 (uNI)
dNI @ dNI & HNI
~ pz-unf - yz-un( - bz-unf
L €z-22Q - €2-92d r €¢-32d
L ez-unf L gz-unf - €z-unf
L zz-22Q L zz-22a F¢¢-32d
- ez-unf Fzzunl o L zz-unf
rte>ed £ L 1z-00a £ L 1z-290
S
L Tz-un
LE2 I " SN O SV O S
88838 Y cooooooo000Q = 90000090900
S & & o U S00ITNOD0INO I R-R-E-R-R-R<R-R-Rs]
M — O N~ o] M AN ANANNN A A A Ao .g N OO A0 N M- O
N N — o NN NN A A A A A
(aNI) 2 (dNI) 5 (aNI)
~ pz-un[ - bz-unf r Ww%%_\p
L £2-220 - €¢od £ 00
Lez-In
L gz-un( - ez-unf L mwﬁ_z
- - €C-9°4
L zz-22@ - ¢zed 22220
F ¢3S
L zz-unf - ge-unf - NN-_@ﬁ
F ¢C-iay
L 1Z-22Q - 1¢-2°d a L MW.MM__‘A
S [ T7-
— Tg-un[ B Tz-unf W —— 12-bny
sgg3 £38388888s sg8g888gs8-
g g8 sEE88§ERRRE g8 SRS
©o o < (&) >
NI v (dNI) m (4N
-

India | Equity Research

Source: Bloomberg



Cement | Sector Update | 07 June 2024

“In case of industry/sector reports or a report containing multiple stocks, the rating/recommendation for a particular stock may be based on the last released stock specific
report for that company.”

This report may be distributed in Singapore by ICICI Securities, Inc. (Singapore branch). Any recipients of this report in Singapore should contact ICICI Securities, Inc.
(Singapore branch) in respect of any matters arising from, or in connection with, this report. The contact details of ICICI Securities, Inc. (Singapore branch) are as follows:
Address: 10 Collyer Quay, #40-92 Ocean Financial Tower, Singapore - 049315, Tel: +65 6232 2451 and email: navneet_babbar@icicisecuritiesinc.com,
Rishi_agrawal@icicisecuritiesinc.com.

"In case of eligible investors based in Japan, charges for brokerage services on execution of transactions do not in substance constitute charge for research reports and
no charges are levied for providing research reports to such investors."

New I-Sec investment ratings (all ratings based on absolute return; All ratings and target price refers to 12-month performance horizon, unless mentioned otherwise)
BUY: >15% return; ADD: 5% to 15% return; HOLD: Negative 5% to Positive 5% return; REDUCE: Negative 5% to Negative 15% return; SELL: < negative 15% return
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I/We, Navin Sahadeo, MBA; Harsh Mittal, MBA, CFA; authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report
accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the
specific recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of the ICICI Securities Inc. It is
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Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the
research recommendations promise or guarantee any assured, minimum or risk free return to the investors.
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