Sagar Cement (saccem)

CMP: X 210 Target: X 245 (17%) Target Period: 12 months

October 25, 2024
Recovery ahead...

About the stock: Sagar Cement is a south based cement player with a cement
capacity of 10.5 million tonnes (mtpa). In terms of region wise capacity, Andhra
Pradesh accounted for ~48%, followed by Telangana (~29%), Odisha (~14%) &
Madhya Pradesh (~10%)

Q2FY25 performance: Consolidated revenue de-grew by 19% YoY (-15.2% QoQ)
to X 475 crores. Volumes stood at 1.16 million tonnes (-11.6% YoY, -9.5% QoQ).
EBITDA de-grew by 66.9% YoY (-57.3% QoQ) to X 19.9 crores. EBITDA/ton stood at
X 172/ton (-62.6% YoY, -52.9% QoQ). Net loss at X 55.6 crores (vs loss of X 10.5
crores in Q2FY24)

Investment Rationale:

¢ Improvement in capacity utilization to drive volume growth over FY25-27E:
Consolidated volume de-grew by 11.6% YoY to 1.16 mtpa in Q2FY25. Though
volumes declined by 18% in standalone business, the overall decline was
limited to ~12% YoY as the volumes increased substantially by 59% YoY in its
subsidiary Andhra Cement, which has been ramping-up after its acquisition.
Management has cut its volume guidance to 5.75 mtpa for FY25E, which
implies ~4% YoY (~9% for H2FY25E). We believe that utilisation levels to
improve further in FY26E across all the capacities (overall utilisation level
stood at only ~44% in Q2FY25 with Andhra Cement operating at only ~27%).
Moreover, company is in process of expanding its total cement capacity to
11.25 mtpa by FY27E (from 10.5 mtpa at present). We estimate volume CAGR
of 8.6% over FY24-27E to 7.1 mtpa in FY27E

e Continuous focus on operational efficiencies to further improve
EBITDA/ton: Despite lower cost/ton (mainly lower power & fuel cost),
operational performance was impacted during the quarter, primarily driven by
lower sales realisation. Though EBITDA/ton for FY25E would remain lower on
YoY basis (despite recovery expected in 2HFY25E), we believe that operational
performance to improve meaningfully over FY26E-27E, factoring in
improvement in realisations and continuous focus on improving operational
efficiencies (increase in share of green power to 50% by FY30) & positive
operating leverage (majorly in employee cost). The company plans to do a
huge capex of X 338 crores over FY26E-29E to optimise its power cost (by
increasing its green power share). We estimate an improvement in
EBITDA/ton to X 709/ton in FY27E (from X 381/ton in FY25E)

Rating and Target Price

e After a muted H1FY25, operational performance is expected to improve in
2HFY25E and further in FY26E-27E. We expect revenue to grow 8.4 % CAGR
over FY24-27E while EBITDA is expected to grow at ~27% & PAT to turn
positive by FY27E

e  We revise downgrade our EBITDA estimates for FY25E/FY26E by ~34%/~26%
respectively, to factor in lower-than-expected volume & realisation in Q2FY25.
We also cut our target price to Rs 245 (based on 10x EV/EBITDA on FY26E-
27E average and Rs 32/share for 107 acre land at Vizag). Recommend BUY

Key Financial Summary

3 Year CAGR
(X crore) FY21 FY22 FY23 FY24 (FY21-24) FY25E
Revenues 1,371 1,597 2,230 2,505 22.2% 2,479
EBITDA 400 276 153 246 -15.0% 219
EBITDA margin (%) 29.2 17.3 6.9 9.8 8.8
Net Profit 186 59 30 (43) (156)
EPS () 14.2 5.0 2.3 (3.3) (12.0)
EV/EBITDA (x) 8.1 14.8 26.2 16.0 18.6
RoCE (%) 16.8 7.1 6.3 25 0.3
RoE (%) 15.4 4.7 1.5 (2.7) (8.8)
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Particulars

Particular Amount
Market Capitalisation (I Crore) 2,745
FY24 Gross Debt (X Crore) 1,439
FY24 Cash (X Crore) 261
EV (X Crore) 3,923
52 Week H/L (Rs) 305/190
Equity Capital 13.1
Face Value 20

Shareholding pattern

Dec-23  Mar-24 Jun-24  Sep-24
Promoter 48.3 483 48.3 48.3
Fll 2.8 27 2.6 2.6
Dl 17.0 17.3 17.1 17.5

Others 31.8 317 32.0
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commodity prices (iv) High competition
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3 Year CAGR

FY26E FY27E (FY24-27E)

2,776 3,187 8.4%

335 500 26.7%
12.1 15.7
(80) 57
(6.2) 4.3
12.7 8.0
33 8.3
(4.8) 33

Source: Company, ICICI Direct Research
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Q2FY25 Result Highlights:

e Consolidated revenue de-grew by 19% YoY to X 475.1 crores (-15.2% QoQ),
driven by dip in volume growth by 11.6% YoY (-9.4% QoQ) to 1.16 million
tonnes, coupled with dip in sales realisation by 8.5% YoY (-6.3% QOQ)

e Total cost/tonne decreased by 2.2% YoY (-2.3% QoQ) to X 3924/ton, primarily
driven by lower power & fuel cost/ton.

e EBITDA/ton decreased by 62.6% YoY (-52.8% QoQ) to X 172/ton. led by lower
sales realisation & negative operating leverage. EBITDA decreased by 66.9%
YoY (-57.3% QoQ) to X 19.9 crores

e The company reported a loss of X 55.6 crores (vs loss of X 10.5 crores in Q2FY24
vs loss of X 32.2 crores in Q1FY2)

Recent earnings call highlights:

e Consolidation across the industry is good in medium as well as long term, but
it might have a negative impact in short term

e The management has guided for X 200/300 crores in FY25/FY26. The capex of
X 83 crores is already been spent, while balance X 120 crores will be spent in
2HFY25. Andhra Cement (spent X 39 crores in 1HFY25, X 100-115 crores to be
spent). Sagar Cement on standalone (spent X 44 crores in 1HFY25, X10 crores
to be spent in 2HFY25)

e In terms of utilization level at plant level, Mattampally plant operated at 42%,
while Gudipadu (83%), Bayyavaram (52%), Jeerabad (59%), Jajpura (20%) &
Dachepalli (27%)

e The Dachepalli plant (a part of Andhra Cement) of 0.75 MT is expected to be
commissioned in March-26 is running ahead of schedule. It has better EBITDA/t
compared to Sagar Cement

e Demand during the quarters was soft, due to extended monsoon & sluggish
project execution. Post Diwali, the demand uptick is likely to improve. 1t half of
Q3 (due to festival season) would be very similar to Q2

e The company has cut its volume guidance of 5.75 MT in FY25E. They have
guided for 9-9.5% YoY volume growth in 2HFY25. They have also guided
volume growth of 6.5-6.75 MT in FY26E

e Interms of pricing in southern region, there was price correction of X 5-10/ bag
from Sept exit. Due to sudden rainfall in October month, there was correction
in pricing. The company expects price to slowly move up post October (post
festival season)

e Interms of cost/t, the company do not expect any cost reduction in Q3, but due
to decline in procurement of fuel to $95-98/ ton (earlier $105-108/t), they
expect saving of X 75-100/t in Q4

¢ In terms of renewable power, the capex of X 338 crores is likely to benefit the
company in FY27 onwards. Solar plant at Dachepalli will take 4 years from now
to operation

e The company plans to increase its green power share to 50% by FY30E (from
11.43% at present) with short term target of 20% by FY25E

e Operating leverage advantage (particularly due to employee cost) will
translate into savings of X 150/t on capacity utilization of 55-60%

e During the quarter, incentives of X 23 crores has been booked on receipt basis.
Incentives of Rs 23 crores will be recurring every year

e The company targets lead distance of below 300 km vs 254 km in Q2FY25

¢ A similar net debt number of X 1300 crores in FY25 is expected

¢  More clarity on Vizag land sale is expected in Q3FY25
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Exhibit 1: Quarterly Analysis

Q2FY25 Q2FY24 YoY (%) Q1FY25 QoQ (%) Comments
Revenue de-grew due to decline in both volumes &

Operating Income 475.1 586.8 -19.0 560.6 -15.2 2
sales realisation.

Other income 4.8 2.7 76.6 8.3 -41.7

Total Revenue 480.0 589.6 -18.6 568.9 -15.6

Raw materials costs 106.0 75.9 39.7 100.5 5.5

Employees Expenses 30.7 299 2.8 30.4 1.0

Other Expenses 70.4 71.4 -15 90.8 -225

Total Expenditure 455.2 526.6 -13.6 513.9 -11.4

EBITDA 19.9 60.2 -66.9 46.7 -57.3 EBITDA declined due to lower sales realisation.

EBITDA margins (%) 4.2 10.3 -607 bps 8.3 -414 bps

Interest 46.4 46.8 46.4

Depreciation 57.6 51.3 12.4 56.2 2.5

Tax -22.2 -9.8 127.1 -15.4 44.8

PAT -55.6 -25.3 119.4 -28.4 95.7

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY25E FY26E
Rs Crore old New Change (%) old Mew Change (%) Comments
Revenue 2816.0 2479.0 -12.0 3287.0 27759 -15.5
EBITDA . 333.0 219.2 -34.2 454.0 335.2 -26.2 Dueto dedline in sales realisation.
EBITDA Margin 11.8 88 13.8 121
(%)
PAT -31.0 -156.3 6B.0 -80.5
EFS (Rs) -2.4 -12.0 5.2 -6.2

Source: Company, ICICI Direct Research

Exhibit 3: Volumes to grow at 8.6% CAGR (FY24-27E) Exhibit 4: EBITDA/ton to inch towards X 709/ton by FY27E
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Financial summary - Consolidated

Exhibit 5: Profit and loss statement Exhibit 6: Cash flow statement X crore

(X Crore) FY24 FY25E FY26E FY27E (Rs Crore) Fy24 FY25E FY26E FY27E
Revenue 2,504.6 2,479.0 2,775.9 3,186.7 Profit after Tax (43.4) (156.3) (80.5) 56.8
% Growth 12.3 (1.0) 120 14.8 Depreciation 214.1 230.5 252.6 270.9
Other income 54.1 23.0 23.0 25.0 Interest 184.8 178.0 196.0 181.0
Total Revenue 2,504.6 2,479.0 2,775.9 3,186.7 E:::;‘:"I"n'?:\fzn‘i::'yc changes 3’(32;2) 22;; 3;3:2) 5(23:2)
% Growth 12.3 1.9 120 148 Changes in loans & Advances (0.4) 0.4 0.2) (0.1)
Employee Expenses 117.3 1255 1356 146.4 Changes in other current assets 42.6 0.4 (8.9) (12.3)
other expenses 305.6 308.6 3364 366.7 Net Increase in Current Assets (72.7) (13.7) (49.8) (70.7)
Total Operating Expenditure 2,258.7 2,259.8 2,440.7 2,686.3 Changes in creditors 209.5 2.1) 61.8 85.5
Operating Profit (EBITDA) 2459 219.2 335.2 500.4 Changes in provisions 11 12 06 0.7
% Growth 60.5 (10.9) 52.9 49.3 Net Inc in Current Liabilities 217.3 (6.4) 75.9 100.4
Interest 184.8 178.0 196.0 181.0
PBDT 115.2 64.2 162.2 344.4 Net CF from Operating activities 500.2 2321 3943 538.3
Depreciation 2141 230.5 252.6 270.9
PBT before Exceptional Item: (98.9) (166.3) (90.5) 735 Changes in deferred tax assets (45.9) - - -
Total Tax (32.1) - - 25.7 (Purchase)/Sale of Fixed Assets (211.8) (210.0) (350.0) (110.0)
PAT before Ml (52.0) (166.3) (90.5) 47.8 Net CF from Investing activities (221.4) (202.9) (356.5) (121.8)
PAT (43.4) (156.3) (80.5) 56.8
EPS 3.3) (12.0) 6.2) 43 Dividend and Dividend Tax 9.2) 9.1) (7.8) (7.8)
- Net CF from Financing Activities (228.6) 0.2) (279.8) (396.8)
Source: Company, ICICI Direct Research
Net Cash flow 50.2 29.0 (242.0) 19.6
Opening Cash/Cash Equivalent 2105 260.6 289.7 47.7
Closing Cash/ Cash Equivalent 260.6 289.7 47.7 67.3

Source: Company, ICICI Direct Research

Exhibit 7: Balance sheet X crore Exhibit 8: Key ratios

(R Crore) FY24 FY25E FY26E FY27E (Year-end March) FY24 FY25E FY26E FY27E
Equity Capital 26.1 26.1 26.1 26.1 EPS (3.3) (12.0) (6.2) 4.3
Reserve and Surplus 1,914.4 1,748.9 1,660.6 1,709.6 Cash per Share 19.9 22.2 3.6 5.2
Total Shareholders funds 1,940.5 1,775.1 1,686.8 1,735.7 BV 148.5 135.8 129.0 132.8
Total Debt 1,439.0 1,626.0 1,550.0 1,342.0 EBITDA Margin 9.8 8.8 12.1 15.7
Total Liabilities 3,702.9 3,724.4 3,560.1 3,401.0 PAT Margin (1.7) (6.3) (2.9) 1.8
Acc: Depreciation 1,588.5 1,819.1 2,071.7 2,342.6 RoCE 2.5 0.3 3.3 8.3
Net Block 3,112.6 2,956.7 3,184.1 3,023.3 RolC 1.0 (0.4) 2.6 7.6
Capital WIP 14.7 150.0 20.0 20.0 EV/EBITDA 16.0 18.6 12.7 8.0
Total Fixed Assets 3,265.0 3,244.4 3,341.8 3,181.0 P/E (52.3) (17.6) (34.1) 48.4
Non Current Assets 229.1 222.0 2285 2403 EV/ Net Sales 1.6 1.6 15 13
Inventory 307.5 285.3 319.4 366.7 Sales / Equity 1.3 1.4 1.6 1.8
Debtors 207.7 2445 251.0 261.9 Market Cap / Sales 1.1 1.1 1.0 0.9
Other Current Assets 74.8 74.4 83.3 95.6 Price to Book Value 14 15 1.6 16
Cash 260.6 289.7 47.7 67.3 Asset turnover 0.7 0.7 0.9 1.0
Total Current Assets 861.4 904.1 711.9 802.2 Debtors Turnover Ratio 14.7 11.0 11.2 12.4
Current Liabilities 518.3 516.2 578.0 663.5 Creditors Turnover Ratio 6.1 4.8 5.1 5.1
Provisions 11.9 90.0 91.0 92.0 Debt / Equity 0.7 0.9 0.9 0.8
Total Current Liabilities 652.6 646.2 722.2 8225 Current Ratio 1.1 1.1 11 1.0
Net Current Assets 208.8 257.9 (10.3) (20.3) Quick Ratio 0.5 0.6 0.5 0.5
Total Assets 3,702.9 3,724.4 3,560.1 3,401.0 Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to
its stocks according to their notional target price vs. current market price and then categorizes them as Buy,
Hold, Reduce and Sell. The performance horizon is two years unless specified and the notional target price is
defined as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ﬂICICI direct.com NC1
Invcslnunu'o'::ow Fingertips BROKER
ICICI Securities Ltd. |@l 755 asmins
N Analyst Award 2012 -
Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,
Third Floor, Brillanto House,
Road No 13, MIDC,

Andheri (East)

Mumbai — 400 093
research@icicidirect.com
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ANALYST CERTIFICATION
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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. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies
mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.
ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory
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— INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi,
Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various
subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of
which are available on www.icicibank.com.

Investments 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.

Name of the Compliance officer (Research Analyst): Mr. Atul Agarwal
Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com

For any queries or grievances: Mr. Bhavesh Soni Email address: headservicequality@icicidirect.com Contact Number: 18601231122

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have
investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons
reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to
focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and
Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and
opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly
confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities
indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness
guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe
for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not
treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment
or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make
their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of
independent judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not
necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results
may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any
other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report
for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger
or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the

companies mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts
did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither
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Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last
day of the month preceding the publication of the research report.
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