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Demand to sustain momentum; prices to remain
subdued and consolidation to play a key role

Key Points

» Demand in 2HFY24 to remain moderate and NBIE believes FY24
demand will close in the range of 8-9%.

» Fuel prices in the beginning of 2HFY24 have firmed up and we believe
the impact will be seen in 4QFY24.

» NBIE does not see any major improvement in pricing in the subsequent
guarter. Price increase in FY24 should be ~1-2% on the back of
premiumization, product mix and trade: non-trade mix.

» Consolidation in the Indian cement sector is gaining momentum, with
major players like Ultratech Cement and Ambuja Cement strategically
acquiring capacities, driving increased market share and dominance
while also eyeing stressed assets and greenfield initiatives for further
expansion.

Infrastructure investment and a favourable macroeconomic
climate will help solidify demand

Favourable macro trends would stimulate expansion of the cement industry in
FY24. Across all markets, infrastructure development activities have lifted
demand. The government's dedication towards infrastructure development,
persistent demand for housing amid rapid urbanisation and rising housing loan
penetration are expected to boost cement demand.

The National Infrastructure Pipeline (NIP) is projected to consume Rs111
trillion during FY20-FY25, contributing to the 18% increase in government
capex from FY14 to FY24.

Demand would be stimulated by the government's allocation of Rs195bn for
metro extensions and the Bharatmala Pariyojana road programme, in addition
to the Rs80bn set aside for Smart Cities.

In light of the upcoming LS election in 2024, it is critical that these initiatives
stimulate economic demand. The National Rail Plan is notable for its allocation
of Rs9.4 trillion. A significant 67% of this expenditure will be allocated for
terminal and railway infrastructure, which will increase cement demand.

Company Rating C:V}L:) (L:)
ACC Buy | 2,184 @ 2495
Ambuja Cement Buy 509 602
Birla Corporation Buy 1,394 1,610
Dalmia Bharat Buy 2,376 2,908
Heidelberg Cement Accumulate 225 183
JK Cement Buy 3,872 4,005
JK Lakshmi Cement Accumulate 880 842
Nuvoco Vistas Buy 37 414
Sagar Cements Accumulate 270 251
Shree Cements Buy | 28,537 | 30,416
Star Cement Accumulate 169 174
The Ramco Cements Buy 1,049 1,248
Ultratech Cements Buy 9,739 | 10,218
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Exhibit 1: Expect industry demand to grow in high single digit in FY24

Demand Outlook Mn Tonnes
Region FY22 FY23 FY24E FY23 -YoY (%) | FY24E - YoY (%)
North Region 74.5 80.0 87.1 7.4% 8.9%
Central Region 54.0 59.2 65.0 9.7% 9.8%
Eastern region 88.2 97.0 106.1 10.0% 9.4%
West Region 60.2 67.2 73.5 11.7% 9.4%
South Region 69.9 76.4 83.9 9.2% 9.8%
All India 346.8 379.9 415.7 9.5% 9.4%

Source: Nirmal Bang Institutional Equities Research

North Region: During 2QFY24, the Housing sector witnessed significant expansion in both
urban as well as rural areas, except for regions like Uttarakhand, Haryana and Delhi, where
performance was affected by heavy rainfall. Demand decreased temporarily at the start of
3QFY24 due to the festive season, state elections and prohibition on construction activities in
Delhi and the National Capital Region. Nevertheless, a resurgence in demand is expected in
the subsequent quarter. Nonetheless, election-related labour shortages (if the labour is
utilised for election campaign purposes) may dampen optimism in 4QFY24. The Commercial
segment maintained a consistent growth trajectory, propelled by heightened Industrial and
Commercial operations across various geographical areas. In contrast, the infrastructure
sector maintained its rate of expansion, propelled by ongoing initiatives, including the
following:

e Delhi Urban Extension Road
e Delhi Metro

e Delhi-Meerut Highway

e Dwarka Expressway

e Bharatpur and Jewar Airport

The cement companies under NBIE coverage are anticipated to increase their cumulative
capacity by 9.2MTPA by the end of FY24 via organic as well as inorganic expansion. Much
of this supply expansion will come from Nuvoco Vistas (1.1MTPA), JK Lakshmi (1.5MTPA)
and Shree Cement (6.6MTPA). Although average prices in the market improved in 2QFY24,
they subsequently declined by 1-1.2% MoM in Nov’'23. This decline was attributed to price
reduction of Rs3-5/bag that followed the increase in prices observed in Oct'23.

Central Region- The Infrastructure segment continues to experience an upward trajectory,
driven by ongoing projects such as the following:

o Narmada Valley Development project
e Gorakhpur Link Expressway

¢ Ramvan Gaman Path Yojana

e Ganga bridge

Growth in the Commercial segment is consistent across regions in terms of Industrial and
Commercial activity. NBIE coverage companies are not expected to add substantial capacity
to the Central region by the end of FY24; Heidelberg Cement in UP is the only contributor
with a 0.3MTPA increase. Although prices have slightly increased vs the average prices in
2QFY24, they have decreased by ~Rs5 per bag since the Oct’23 price increase. As a result,
prices have decreased by 1.2-1.4% on MoM basis.

East Region-Apart from West Bengal and Bihar, the Housing sector expanded in other parts
of the region during 2QFY?24. Throughout the same period, adverse weather conditions,
specifically intense precipitation in West Bengal and Bihar, had an adverse effect on demand
for infrastructure and commercial goods. This, coupled with the holiday season led to the
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demand momentum in Nov’23 dissipating even further from the desired levels. Demand in the
upcoming quarters would be driven by infrastructure projects such as the following:

e Varanasi Ranchi Kolkata motorway
o Kolkata Metro

e Tajpur Purulia industrial corridor

o Kolkata Siliguri motorway

As of the end of FY24, NBIE coverage universe is anticipated to increase cumulative capacity
by 17.97MTPA - Star Cement (7.03MTPA) in the Northeast and Ultratech Cement
(4.34MTPA) in West Bengal and Bihar. In response to weakening demand, NBIE channel
checks reveal that prices in the region declined by Rs10-30 per bag, resulting in a 3-5% MoM
decline.

West Region-Several ongoing projects, including the Navi Mumbai International Airport,
Mumbai Metro, Mumbai Trans Harbour Link, Mumbai Goa Motorway, the new phase of Pune
Metro in Maharashtra and major infrastructure projects such as the Ahmedabad-Mumbai
High-Speed Railway, Vadodara-Mumbai Motorway and Vadodara-Delhi Motorway in Gujarat
contributed to the infrastructure segment's robust demand in 2QFY?24. During this period,
Housing and Commercial sectors both witnessed expansion across regions. Demand, which
was subdued during Oct’23-Nov’23, is anticipated to increase after the holiday season. NBIE
coverage is anticipated to increase capacity by 1.03MTPA by the end of FY24. This supply
increase is the result of the organic expansion of Ultratech Cement in Gujarat. There were
fluctuations in Nov'23 prices in the range of Rs5-7/bag relative to the average price in
2QFY24.

South Region-Infrastructure-led demand is maintained by initiatives like the Ernakulam Road
and Kasargode to Kozikode projects. In contrast, expansion of the Commercial sector is
propelled by strong market demand for office space and warehouses. The supply addition is
anticipated to amount to 4.4MTPA by the end of FY24, facilitated by the expansions of Dalmia
Bharat in Andhra Pradesh (IMTPA), Karnataka (0.9MTPA) and Tamil Nadu (2.5MTPA). The
NBIE coverage universe is anticipated to contribute to this capacity. Prices in the Southern
region witnessed an increase of Rs15-20 per bag throughout Oct’23. On the contrary, price
reductions of Rs5-10/bag were noted in Tamil Nadu and Kerala as of Nov'23. Cement prices
are expected to abate in the near future as a result of the ongoing monsoon in Tamil Nadu,
elections in Telangana and the recent cyclonic rainfall in other areas of the south region.

Cement Sector Update



& NIRMAL BANG Institutional Equities

Trends in Operating Cost-

Exhibit 2: Average price of imported coal on a declining trend from its peak of
US$430/mt in Feb’22 to US$118/mt in Nov’23
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Source:Bloomberg, Nirmal Bang Institutional Equities Research

Exhibit 3: Average price of Petcoke has declined by 34% YoY as of Aug’23

Average Cost of Petroleum Coke ($/mt)
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Source:Bloomberg, Nirmal Bang Institutional Equities Research
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Exhibit 4: Average prices of domestic coal to remain stable
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Exhibit 5: Average diesel prices (Pan-India) have remained stable at Rs93/litre as of

Nov’23
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Source:Bloomberg, Nirmal Bang Institutional Equities Research

Consolidation theme playing out well- An illustration of the burgeoning consolidation
trend in the Indian cement industry is the recent acquisition of 10.8MTPA capacity by Ultratech
Cement from Kesoram Industries. This action follows the 6.1MTPA-capacity acquisition of Sanghi
Cement by Ambuja Cement, reflecting the sector's ongoing tendency towards consolidation.
Considerable attention also needs to be paid to the 16MTPA strained assets of Bheema Cement,
Vardraj Cement and the Cement Corporation of India. These assets serve as an incentive for
leading companies to enhance their market positions via acquisitions. Concurrently, there are plans
for greenfield developments as cement companies consider expanding their production capacity
by an additional 150-160MTPA in the coming five years. Ultratech Cement, which currently has a
capacity of 143MTPA, intends to boost its installed capacity to 200MTPA by the end of FY28. Shree
Cement intends to increase capacity to 80MTPA by FY30 while Ambuja Cement intends to increase
capacity to 140MTPA by FY28. The combined share of the top four companies by capacity in the
sector's total capacity has risen to ~53% and is anticipated to increase further as the main
participants continue to expand through consolidation. The cement capacity held by small and
medium-sized enterprises, which includes notable companies such as Heidelberg Cement and
Nuvoco Vistas, is estimated to be 165MTPA. Consequently, the prospects for additional
acquisitions continue to be substantial.
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a relationship beyond broking

NBIE coverage operational data — story in charts (as of 2QFY24)

Exhibit 6: Volume growth is expected to revive by 4QFY24 | Exhibit 7: Operating leverage to improve EBITDA/T levels
) T BN
100 96.7 96.3 50% 1400 | & & 70% = o | 100%
— —
88.482'2 83.6 86.2 86.9 7| 0% 1200 3 o o - 7| 8%
76.8 76.5 781 - || o & v g .
80 |71y 70.7 [ 5 @ B 9 JoN | ||| 60%
: I 11 300 1000 ® g ® S
| R ~ | LS| 40%
w0 oh 20%
60 L1 ] 20m 800 2 1% kgop
L | 600 L1 o%
40 %) | 10% | |
| 1T 200
400 [ ] |
KT 0% 1 -a0%
200 e
-10% | |
TR EEEE R 0 o o
P N N N Y § 8 8 8 8 8 8 {Q & & v ¢
6 60066606 o & i Cor & ook ook oooxoo &Y
4 & ® ¥ 4 A ® ¥ 4 & O 0O o o o o 0 o o o o O w o uw
™ < - N [$2) < - N ™ < - N g g’
mmmm Volume (Mn T) Volume growth YoY (%) mmsm EBITDA (/T) = EBITDA Growth YoY (%)
Source: Nirmal Bang Institutional Equities Research Source: Nirmal Bang Institutional Equities Research
Exhibit 8: Availability of Fly Ash and Slag may Exhibit 9: Prices to remain stable in FY24
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Exhibit 10: No major surprises expected from Exhibit 11: Lower lead distance to reduce freight costs
international commodity prices
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Exhibit 12: NBIE coverage financial summary

FY24E  FY25E| FY24E FY25E|FY24E FY25E FY24E FY25E|FY24E FY25E|FY25E |FY25E
ACC 2,184 Buy 2495 410.2| 1,97,095 2,14,708 147 166 973  121.0 146.0 1395 141 14| 14%| 17%
Ambuja Cement 509 Buy 602 1,010.8| 3,48,136 4,10,821 217 211 259 288|126.8 1060, 96 81| 13%| 16%
Birla Corporation 1,394 Buy 1,610 107.3| 94417 1,00,744 152 182| 591  1034| 89.0 809 10.0 79| 12%| 10%
Dalmia Bharat 2,376 Buy 2,908 4453| 147,964 171,872 192 234| 425 810/ 106.6 982 159 11.2| 9%| 12%
Heidelberg Cement 225  Accumulate 183  51.0| 23,841 24,659 149 198 73 10.1| 892 892 135 99| 16% 17%
JK Cement 3,872 Buy 4,005 299.2| 1,11915 1,28,797 166  164| 928 1152|1689 149.3| 185 16.3| 15%| 11%
JK Lakshmi Cement 880 Accumulate 842 103.6| 67,754 77,809 138 148 345 4201 939 746, 125 1041 14%|  10%
Nuvoco Vistas 371 Buy 414 132.5| 114,451 1,25332 144 158 47 112 807 771 106 84| 43%| 9%
Sagar Cements 270  Accumulate 251 35.3| 24,075 26,677 139 164 (2.1) 98 649 644| 146 111 8% 7%
Shree Cements 28,537 Buy 30,416 1,029.6| 1,98,010 2,32,568 189  230| 5465 7253|2255 2119 274 190| 12%| 21%
Star Cement 169  Accumulate 174 682 29,440 32,716 186  20.1 8.1 96| 711 651, 133 11.0 13%| 13%
The Ramco Cements | 1,049 Buy 1,248 2471 1,01,347 1,14,417 172 180 257 369| 153.8 1516| 164 137 1% 1%
Ultratech Cements 9,739 Buy 10,218 2,821.0| 7,14,676 7,98,651 189  228| 2660 3694|2668 227.9| 209 155| 16%| 17%

Source: Industry data, Nirmal Bang Institutional Equities Research

Exhibit 13: Coverage Companies — Return Profile

Returns Annualized Returns

Company Name

1 Month 3 Month 6 Month 12 Month 2 Year 3 Year 5 Year 10 Year
NSE Nifty 500 Index 8.3% 7.0% 16.8% 17.9% 11.6% 18.8% 15.6% 14.7%
ACC Ltd 19.0% 5.9% 18.3% -17.9% -2.5% 10.7% 7.8% 7.2%
Ambuja Cements Ltd 21.4% 14.7% 10.9% -12.9% 15.8% 27.5% 18.4% 11.0%
Birla Corp Ltd 9.4% 9.1% 16.4% 33.8% -3.4% 23.6% 18.3% 18.9%
Dalmia Bharat Ltd* 12.6% 0.8% 10.2% 28.0% 12.4% 31.0% NA NA
HeidelbergCement India Ltd 20.0% 20.4% 27.4% 10.3% -0.3% 2.6% 7.9% 19.9%
JK Cement Ltd 13.1% 17.6% 17.6% 22.8% 6.6% 25.7% 39.6% 34.1%
JK Lakshmi Cement Ltd 12.3% 32.1% 19.5% 0.1% 18.9% 36.8% 26.3% 28.0%
Nuvoco Vistas Corp Ltd* 7.5% 0.1% 4.6% 6.9% -16.1% NA NA NA
Sagar Cements Ltd 3.9% 17.8% 21.2% 6.3% 3.1% 23.4% 14.9% 23.4%
Shree Cement Ltd 8.9% 8.8% 9.1% 17.9% 3.9% 6.2% 11.3% 20.6%
Star Cement Ltd* 8.4% 8.2% 17.7% 38.6% 31.5% 21.7% 10.2% NA
Ramco Cements Ltd/The 5.4% 16.9% 12.3% 44.6% 3.2% 7.5% 10.9% 19.9%
UltraTech Cement Ltd 12.2% 12.8% 17.7% 34.8% 14.6% 24.8% 19.8% 18.4%

Source: Bloomberg, Nirmal Bang Institutional Equities Research
Note: *Dalmia Bharat got listed on Jan 2019; Nuvoco Vistas got listed on Aug 2019; Star Cement got listed on Jun 2017

Cement Sector Update



% NIRMAL BANG Institutional Equities

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: I, Jyoti Gupta, Research Analyst, the author of this report, hereby certify that the views expressed in
this research report accurately reflects my/our 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 obijectivity in making
any recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY > 15%

ACCUMULATE -5% to15%

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
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