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Capex to stretch balance sheet in short term

Sagar Cements Ltd (SGC) has reported good set of numbers for 4QFY20. Revenue at
Rs3.04bn declined by 17% YoY due to 11% YoY decline in volume. Realization was better with
5.4% QoQ uptick, but it was down by 6.6% YoY. Operating cost/mt declined by 4% YoY as raw
material cost and power & fuel cost were lower. As a result, EBITDA/mt came in at Rs534,
which was almost double compared to 3QFY20 but down 18% YoY. SGC will continue to add
capacity in Madhya Pradesh and Odisha which will take its total capacity from current 5.75mn
mt to 8.25mn mt by June 2021. The current gross debt of the company stands at Rs4.9bn,
which is expected to reach Rs8bn post completion of capex. Given the expected slowdown in
government spending, we believe that the ramp up of new capacities will take time. The debt:
EBITDA in that case is likely to cross 3x, which is a bit stretched in our opinion. Nevertheless,
we are confident of the growth story in SGC and believe that despite hiccups, the
management will be able to successfully commission the new plants and deliver superior
volume and earnings growth in future. We have not changed our estimates for the time being
and maintain our BUY rating on the stock with TP of Rs567. SGC is our preferred pick in the
small cap segment.

Uptick post lifting of lockdown very limited: SGC has resumed its operations only from the first
week of May instead of the last week of April and is currently operating at 25% to 30% utilization.
State government orders and rural and individual housing demand have resulted in short term uptick
in demand for the company. However, compared to other regions, revival of demand in SGC'’s key
markets of AP and Telangana seems to be lower. Overall, demand in this region can come down by
25% this year.

Pricing to sustain at higher levels: Cement prices in south had reached decadal low in 3QFY20
(adjusted for inflation). From the lows, average pricing has increased in 3Q as well as 4Q. Price
increases are just mean reversal and not inflated pricing based on the current cost structure of
cement companies and hence higher pricing is likely to sustain in the near term.

Capex plans largely on track: The company is continuing with capex at both locations in Madhya
Pradesh and Odisha. Based on current estimates, the management expects delay of around 3
months in the commissioning of these capacities. It is now expected by June 2021 instead of March
2021. However, labour availability in these locations is still hampered and hence it might get delayed
further.

Government spending may come back in south: The management believes that state
government spending in both Andhra Pradesh and Telangana will come back strongly after few
months. In fact, the state government of Andhra Pradesh has already committed 1mn mt of cement
offtake for various infra projects. This coupled with the other central projects are likely to drive
cement demand in the near future for the company.

Y/E March (Rsmm) 4QFY19 3QFY20 4QFY20 YoY (%) QoQ (%)
Net Sales 3,658 2,621 3,036 (17.0) 15.8
Operating Expenses 3,041 2,422 2,589 (14.9) 6.9
EBITDA 618 199 447 (27.7) 124.8
EBITDA Margin (%) 16.9 7.6 14.7 (217)bps 713bps
Other Income 9 5 23 158.4 389.4
Interest Costs 165 157 145 (12.3) (7.9)
Depreciation 174 205 214 22.8 44
PBT 287 (159) 111 (61.3) NA
Tax 100 (68) 99 (0.4) NA
Reported PAT 188 (91) 12 (93.7) NA
Exceptional Items - - - - -
Adjusted PAT 188 (91) 12 (93.7) NA
NPM (%) 5.1 (3.5) 04 (474)bps NA
EPS (Rs.) 9.2 (4.1) 0.5 (94.2) NA

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

Y/E March (Rsmm) 4QFY19 3QFY20 4QFY20 YoY (%) QoQ (%) FY19 FY20 YoY (%)
Net Sales 3,658 2,621 3,036 (17.0) 15.8 12,176 11,752 (3.5
Expenditure
Chg. in stock 8 208 4 (54.2) (98.2) 136 (98) (172.4)
RM consumption 650 439 523 (19.6) 19.2 1,993 2,047 2.7
Purchase of traded goods 78 56 69 (12.5) 23.2 260 324 24.7
Employee cost 159 160 189 19.1 18.1 588 649 10.4
Freight, packing etc. 669 545 597 (10.8) 9.5 2,525 2,238 (11.4)
Power and fuel 988 627 763 (22.8) 21.6 3,628 3,092 (14.8)
Other exp 488 387 445 (8.7) 15.0 1,554 1,646 5.9
Operating Expenses 3,041 2,422 2,589 (14.9) 6.9 10,681 9,897 (7.3
EBITDA 618 199 447 (27.7) 124.8 1,494 1,855 24.2
EBITDA Margin (%) 16.9% 7.6% 14.7% (217)bps 713bps 12.3% 15.8% 351bps
Other Income 9 5 23 158.4 389.4 29 40 39.9
Interest Costs 165 157 145 (12.3) (7.9) 634 610 (3.8)
Depreciation 174 205 214 22.8 44 657 789 20.0
PBT 287 (159) 1M (61.3) NA 232 497 114.1
Tax 100 (68) 99 (0.4) NA 96 231 140.8
Reported PAT 188 (91) 12 (93.7) NA 136 265 95.2
Exceptional Items - - - - - - - -
Adjusted PAT 188 (91) 12 (93.7) NA 136 265 95.2
NPM (%) 5.1% (3.5% 0.4% (474)bps NA 1.1% 2.3% 114bps
EPS (Rs.) 9.2 (4.1) 0.5 (94.2) NA 6.7 11.9 78.7

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Operational data

Operational Data 4QFY19 3QFY20 4QFY20 YoY (%) QoQ (%) FY19 FY20 YoY (%)
Volume (mn mt) 0.94 0.76 0.84 (11.3) 9.6 3.32 3.13 (5.8)
Cement Realization (Rs/mt) 3,875 3,431 3,617 (6.6) 5.4 3,664 3,753 2.4
Operating Costs (Rs/mt) 3,221 3,171 3,004 (4.0) (2.4) 3,214 3,161 (1.7)
EBITDA (Rs/mt) 654 260 534 (18.4) 105.2 450 592 31.8

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 3: Trend in operating costs

Costs/mt (Rs) Mar-18 Jun-18  Sep-18 Dec-18 Mar-19 Jun-19 Sep-19 Dec-19 Mar-20 YoY (%) QoQ (%)
RM consumption 620 777 523 760 781 740 518 920 711 (8.9) (22.7)
Employee cost 206 191 213 146 168 180 215 209 226 34.3 7.8
Freight Cost 822 794 822 734 709 732 697 714 713 0.6 (0.1)
Power and fuel 1,145 1,021 1,236 1,080 1,047 1,060 1,172 821 911 (13.0) 11.0
Other exp 529 439 492 420 517 526 538 507 532 3.0 4.9
Op exp /mt 3,322 3,222 3,286 3141 3,221 3,239 3,140 3171 3,094 (4.0) (24)
EBITDA/mt 503 492 293 328 654 959 597 260 534 (18.4) 105.2

Source: Company, Nirmal Bang Institutional Equities Research
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Exhibit 4: Key Financial Summary

Y/E March (Rsmm) FY18 FY19 FY20E FY21E FY22E
Revenues 10,381 12,176 11,920 11,714 20,604
YoY (%) 27.6 17.3 (2.1) (1.7) 75.9
EBITDA 1,482 1,468 1,910 1,426 3,322
EBITDA (%) 143 12.1 16.0 12.2 16.1
Adj. PAT 263 136 385 (157) 1,121
YoY (%) NA (48.2) 183.2 (140.8) NA
EPS (Rs) 12.9 6.7 16.4 (6.7) 41.7
ROE (%) 3.4 1.7 4.2 (1.6) 10.9
EV/EBITDA 14.5 13.1 6.0 8.6 3.9
EVimt ($) 734 47.9 26.5 19.7 20.8
PIE (x) 67.2 1111 18.6 NA 6.1

Exhibit 5: YoY Movement in EBITDA/mt
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4QFY20 Conference call highlights

Demand

- For FY20, there was 6% decline YoY in volume which was primarily contributed by Andhra Pradesh (-18%),
Karnataka (-10%) and Telangana (-4%). This was partially offset by a slight increase in Orissa, Tamil Nadu
and Maharashtra markets.

- According to the company, demand has largely been affected due to the unavailability of workers and
supply chain disruption. However, the company did some volume in April for emergency govt orders whereas
May has been better than April. Cumulatively, volume in April and May has been less than 50% compared to
a year ago.

- Around 60% of the company's demand is from rural areas and rest from urban areas, which has now
increased to 70-75% from rural and rest from urban.

- Current capacity utilisation is 25-30%, which is enough for breakeven with the given price realization.

Pricing

- There was a substantial improvement in pricing from 3QFY20 lows. Prices have increased in 4QFY20 as
well as 1QFY21. The current price increase in 1QFY21 is close to Rs750-1000/mt in net sales realization
terms.

Supply
- There was a lot of supply-related issue in April. However, things have improved once the lockdown has
been relaxed and is expected to be normal within the next 3-4 months.

- Plants that are expected to come are Chettinad clinker line in Andhra Pradesh, Ramco Cement's Kurnool
unit by 3Q or 4Q of FY21.

Costs

- The procurement cost of petcoke is 15-20% lower than the last purchased price and the benefits of the
same are expected to be seen from 2QFY21 onwards.

- The company is completely dependent on road transport of goods (tried some rake delivery in 4QFY20) and
is facing logistics issues such as shortage of drivers, non-allowance of trucks at end customer's site, etc. The
company does not own any trucks.

Capex

- There is going to be a delay of a minimum of 3 months for its Satguru and Jajpur plants due to COVID
impact.

- Total capex for the Satguru plant of 1mn integrated unit is Rs4.85bn, out of which Rs1.2bn has been spent
whereas for the Jajpur plant (1.5mn mt grinding unit) the capex is Rs3.1bn, out of which Rs0.8bn has been
spent till now. The debt drawn down for both the projects is Rs0.5bn.

Others

- 1.2 million share warrants are still outstanding and the last date to convert them is July 2020 and the
company is hopeful that all the warrants would be converted by then.

- The tax expense has increased due to reversal of deferred tax asset of Rs66.9mn by Sagar Cements (R)
due to the implementation of new tax regime.

Sagar Cement
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Exhibit 6: Volume down by 11.3% YoY Exhibit 7: Realization down by 6.6% YoY but up QoQ
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Exhibit 8: EBITDA was down 18.4% YoY Exhibit 9: Operating cost decreased 4% YoY
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Exhibit 10: RM cost was down by 8.9% YoY Exhibit 11: Other expenses was almost flat YoY
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Exhibit 12: Power & Fuel cost down by 13% YoY Exhibit 13: Freight cost is flat YoY
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Exhibit 14: Valuation summary

Particulars (Rs)
Sep 21 EBITDA 2,374
Target multiple (x) 8.0
Enterprise value 18,992
Less: Net debt 5,668
Equity value 13,324
No of shares (mn) 235
Value per share (Rs) 567
CMP (Rs) 292
Upside / (downside) % 94%
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 15: Rolling valuation charts
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Financial statement

Exhibit 16: Income statement

Institutional Equities

Exhibit 17: Balance Sheet

YE March, Rsmn FY18 FY19  FY20E FY21E FY22E YE March, Rsmn FY18 FY19 FY20E FY21E FY22E
Net Sales 10,381 12,176 11,920 11,714 20,604 Equity Capital 204 770 235 235 235
Raw Material Consumed 1445 2388 2,195 2,211 4,089 Reserves and Surplus 7,588 7,669 9,699 9,521 10,621
Power & Fuel Cost 3,315 3,628 3,320 3,317 5,799 Networth 7,792 8,438 9,934 9,756 10,856
Employee Cost 513 588 601 672 784 Total Debt 4450 4,447 4,897 5,997 6,497
Freight and Forwarding 2,179 2,525 2,286 2,375 3,918 Deferred tax liability 84 83 83 83 83
Other expenses 1447 1,580 1609 1,653 2691 Other non-current liabilities 569 642 679 699 713
Total Expenditure 8,899 10,707 10,010 10,289 17,281 Trade Payables 1.368 2038 1915 1.964 3256
Operating profit 1482 1468 1910 1426 3322 oper Current Liabiliies 1124 1635 1546 1473 1416
Operating profitmargin (%) 4% 12%  16% 126 16% 1o Current Liabilftes 3645 5062 5099 5076 6311
Other Income 104 5 2 % B Total liabilities 15387 17,283 19054 19972 22,821
Interest 593 B34 664 70 B8 Nerpiock 10526 12442 14555 15689 16,490
Depreciation 536 657 776 882 965 CWIP 1,254 1101 528 278 278
PBT 457 232 494 (202) 1,504
Investment -
Exceptional it - - - -
Xceptionaltfems Other non-current assets 692 353 375 398 422
PBT post exc items 457 232 494 (202) 1,504 .
Inventories 949 1,450 1,362 1,397 2,313
Tax 194 96 109 (45) 383
Sundry Debtors 926 1,156 1,132 1,115 1,901
Tax rate (%) 43% 41% 22% 22% 25%
Cash and Bank 581 295 592 565 376
PAT 263 136 385 (157) 1,121
Other current assets 461 486 510 530 1,041
EPS (Rs) 129 6.7 16.4 (6.7) 41.7
Total Current Assets 2,916 3,388 3,596 3,607 5,631
Source: Company, Nirmal Bang Institutional Equities Research
Total Assets 15,387 17,283 19,054 19,972 22,821
Exhibit 18: Key ratios Source: Company, Nirmal Bang Institutional Equities Research
YE March FY18 FY19 FY20E FY21E FY22E _
are Exhibit 19: Cash flow statement
Growth (%)
YE March, Rsmn FY18 FY19 FY20E FY21E FY22E
Sales 276 17.3 (2.1) (1.7) 75.9
Operating Profits 36.0 (1.0) 301 (25.3) 133.0 Profit before tax 457 232 494 (202) 1,504
Leverage (x) Add: Interest Exp 593 634 664 770 878
Net Debt: Equity 0.50 0.49 0.43 0.56 0.56 CFO b4 WC 1,586 1,523 1,934 1,450 3,347
Interest Cover(x) 250 2.32 2.87 1.85 3.78 Net change in Working capital 67 366 (124) (61) (978)
Total Debt/EBITDA 3.00 3.03 2.56 421 1.96 Tax paid (194) (96) (109) 45 (383)
Profitability (%) Net cash from operations 1,459 1,793 1,701 1,435 1,986
OPM 14.3 121 16.0 12.2 16.1
NPM 25 11 32 (13) 54 Capital expenditure (1757)  (2420) (2,316)  (1,766)  (1,766)
ROE 34 17 42 (16) 109 Sale of investments 3 -
ROCE 85 74 o7 atl 157 Net cash from investing (1,999) (2,081)  (2,338)  (1,789) (1,791)
Turnover ratios (x)
GFAT 0.8 0.8 0.7 0.6 0.9
Issue of shares 566 (535)
Debtors Turnover(x) 9 28 27 20 44 ‘
WC days 144 88 95 105 71 Increase in debt (3) (3) 450 1,100 500
Valuation (x) Dividends paid incl. tax (98) (37) (37) (37) (37)
PIE 67.2 1111 186 NA 6.1 Interest paid (593) (634) (664) (770) (878)
P/B 23 18 07 07 06 Net cash from financing (583) 2 934 329 (385)
EV/EBIDTA 145 13.1 6.0 86 39 Net Cash (1,124) (286) 297 (26) (190)
EVimt ($) 734 47.9 26.5 19.7 20.8 Opening Cash 1,705 581 295 592 565
Source: Company, Nirmal Bang Institutional Equities Research Closing Cash 581 295 592 565 376

Source: Company, Nirmal Bang Institutional Equities Research
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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. INHO00001436. 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 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 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.

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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