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Heidelbergcement India Ltd.

AEIDELBERGCEMENT

CMP 3228

M Cap 351,826mn

Buy Range 3220-230
Target 3273-285
Recommendation Accumulate on dips

» Faster demand recovery and price sustenance in Central India

Large global promoter may help company grow inorganically with
Highlights expansion in newer geographies

» Cost rationalization initiatives and higher realization aid margin expansion

» Lower D/E, good return ratios provides comfort
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Company Background Nifty 15,118.9
Heidelberg Cement Ltd is subsidiary of Heidelberg Cement Group, Germany having major Sensex 51,324.7
operations in Central India. The company manufactures and sells cement in India under
its brand “Mycem cement” and has a total installed capacity of ~6.3mn MTPA at
Ammasandra (Karnataka), Damoh (Madhya Pradesh), Jhansi (Uttar Pradesh) and Raigad Key Stock Data
(Maharashtra). Company sells close to 90-95% of the PPC and PSC (grades of cement) in CMP 3228
the central region and the remaining in the western and southern regions. Market Cap 351,826mn

52W High/Low 244.4/120.0
Why we Iike the Company? Shares ols (mn) 227
: Shareholding pattern (%) Dec’20
Higher 10-20% market Consistent YoY Healthy balance Promoter Holding 69.4
concentration of : ’ . Sheet and

bl share in Central increase in = 101

ended cement India EBITDA per ton strong return 0.
in its portfolio ratios DIl 6.4
Public 14.1

Source: Company Data, Way2Wealth Research

Investment Argument (Zmn)
Particulars FY18 FY19 FY20

>  Faster demand recovery and price sustenance in Central India is positive for |-NeLSales sty aile) Al
the company — Company derives about 80-90% of its revenues from the Central ~ |-EBTDA 3346 4833 5278
India. Demand has been improving Q-0-Q basis, benefitting companies such as | .EBITAM% 180%  217%  24.3%
Heidelberg Cement, further with government’s focus on infrastructure development [ PAT 1332 2207 2681
announced in budget and company’s expansion strategy, we believe it will augur | PATM% 72%  103%  124%
well for the company. EPS () 5.88 9.74 11.83
»  Large global promoter may help company grow inorganically with expansion ROE (%) 127% _188%  204%
in newer geographies — With a global major as its parent, Heidelberg Cement Ltd G2 Bl cedly  2adih
is better placed to seize on any opportunity (organic/inorganic) available in the B et £ 18
market. Organic expansion by adding new capacity in the region may not yield ~LEV/EBITDA (x) 16.3 108 95

. Pansio . ; Data, Way2Wealth Research
benefits to the existing industry players as the demand supply scenario, the — SCuee: Company Daia, Way2Wealth Researc

operating rates and prices are all dependent on the same. In such circumstances,
inorganic growth through acquisitions, mergers and re-organization may be value
accretive for industry players as operating efficiency of capacity would be improved.

»  Cost rationalization initiatives and higher realization aid margin expansion -
Company’s cost reduction initiatives such as setting up waste heat recovery plant,
changing fuel mix and improved pricing structure helped expand operating margins
from ~13% in FY16 to ~24% in FY20. We expect demand is recovering and would
continue to inch up post FY21E on the back of resumption of government projects.
We believe its strong presence in Central India and recent capacity addition of
~1.0mn tonne would limit YoY fall in volume in FY21E while healthy prices in
Central India (especially taken by company), higher exposure to retail segment and
focus on premiumization to help realizations would better operating margins.

FY16 FY17 FY18 FY19 FY20 IMFY21
EBITDA Margin 13.0% 14.8% 18.0% 22.7% 24.3% 23.8%
EBITDAper tonne 475 557 719 987 1122 1116

»  Lower DIE, good return ratios provide comfort - Company improved D/E from
1x to 0.2x and return ratios- ROE from 8% to 20% and ROCE-10% to 26% from
FY17 to FY20 on the back of improved operating margins, better working capital
management and higher fixed cost absorptions. We believe, company’s increasing
cash pile, strong return ratios and lower leverage coupled with backing from global
major makes it an attractive stock.
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FY16 FY17 FY18 FY19 FY20
Net D/E (x) 0.7 0.6 0.3 0.1 -0.1
ROE (%) 4.0% 7.9% 12.7% 18.8% 20.4%
ROCE(%) 6.8% 9.7% 15.4% 24.4% 26.3%

> Q3FY21 witnessed marginal disruption, better performance expected
henceforth — Heidelberg Cement's top-line grew 9% Y-o-Y & ~16% Q-0-Q to
5953mn led by both higher sales volumes and sales realizations. EBITDA stood
flat YoY basis to ¥1202mn from I1260mn and ¥1200mn in Q2FY21 and Q3FY20
respectively as input cost inflated due to annual maintenance work at one of its
plant. EBITDA margin stood at 20.2% in Q3FY21 vs 24.5% & 21.9%. According to
management, EBITDA margin would have been closer to 23% if the shutdown were
not there. PAT declined by 1.5% YoY to I636mn due to higher tax expense,
partially offset by lower finance costs.

Key Risks

Continued Slowdown in cement demand in its key markets, inability to sustain
realizations and 2nd or 3rd wave of COVID-19 in India.

View

Despite one-off expenses incurred in the quarter, company reported better performance
in 9MFY21. With the revival in cement demand and better positioning in demand
accretive Central region its key market, capacity expansion plans, increasing sell of
premium cement, net debt free balance sheet and recent budget announcement w.r.t
infrastructure development, we believe the company is well positioned to grow its
revenue and profitability going forward. At CMP of Y228 Heidelberg Cements Ltd is
trading at ~9.5x FY20 EV/EBITDA which is at justified given its strong historical
performance over past years and thus recommend investors to Accumulate the
stock on dips.
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. Financas__________

(Tmn)
Particulars Q3FY21 Q2FY21 Q3FY20 Y-0-Y Q-0-Q
Net Sales 5,953 5,138 5,485 8.5% 15.9%
RMC 1,189 894 989 20.2% 33.0%
Employee Cost 320 309 347 -8.0% 3.6%
P&F Cost 1,416 1,122 1,257 12.6% 26.2%
Freight & Forwarding exp 767 645 736 4.2% 19.0%
Other expense 1,059 908 955 10.9% 16.6%
Total Expenses 4,751 3,878 4,285 10.9% 22.5%
EBITDA 1,202 1,260 1,200 0.2% -4.6%
EBITDA Margin 20.2% 24.5% 21.9% -168bps -432bps
Depreciation 278 281 267.50 4.0% -1.0%
EBIT 924 979 932 -0.9% -5.6%
EBIT Margin 15.5% 19.0% 17.0% -147bps -353bps
Interest 124 133 190 -34.7% -1.1%
Other income 118 101 114 3.2% 16.3%
PBT 918 947 857 71% -3.0%
Tax 282 323 211 33.5% -12.7%
PAT 636 624 646 -1.5% 2.0%
PAT Margin 10.7% 12.1% 11.8% -108bps -146bps
EPS ) 2.80 2.75 2.85 -1.5% 2.0%

Source: Company Data, Way2Wealth Research

(Tmn)
Particulars Q3FY21 Q2FY21 Q3FY20 Y-0-Y Q-0-Q
Sales Volumes (mn MT) 1.27 1.11 1.22 3.8% 14.5%
Sales Realization (I/ton) 4,691 4637 4485 4.6% 1.2%
EBITDA (Z/ton) 947 1137 981 -3.4% -16.7%
Total Cost (3/ton) 3744 3500 3504 6.9% 7.0%

Source - Company Data, Way2Wealth Research

Way2Wealth Brokers Pvt.Ltd.(CIN U67120KA2000PTC027628) SEBI Rgn. No.: INH200002739.
Registered Office:Rukmini Towers, 31& 4 Floor, # 3/1, Platform Road, Sheshadripuram, Bangalore - 560 020, W W AY2W E ALTH
Website: www.way2wealth.com Email: research@way2wealth.com Way2wealth Research is also available on Bloomberg WTWL<GO>


https://www.way2wealth.com/

_CUICK INSIGHT g AL

Research Desk <
20t February 2021 Heidelbergcement India Ltd.

Technical View

After posting a low of around 118 during late March, 2020; HEIDELBERG has been in a protracted up trend. In that optimism, stock
managed to cross its swing high resistance of around 211 and hit an record all-time high of 243.70. Of late, stock slipped into consolidation,
as a result we are seeing a formation of “Bullish Cup & Handle” formation on daily chart. The said pattern needs confirmation in terms of
breaking its neckline which is peg near 244. The probable target of said pattern comes near 273. Looking at the daily as well as weekly
chart, the “Higher Top Higher Bottom” formation remains intact as long as stock trades above 213 on a daily closing basis. On a weekly
chart, stock is trading and consistently holding its 20-MA. Considering the above evidences, we maintain our bullish and believe that once
stock managed to cross its all-time high of 244 another fresh round of up move can be seen towards 273 — 285 levels respectively. Any
decisive move below 213 may trigger profit booking in that case possibility of correction towards 195 — 190 can't be ruled out.
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Disclaimer

Analyst Certification: I, Yogita Desai, the research analyst and author of this report, hereby certify that the views expressed in this research
report accurately reflect 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(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in
this research. The analyst(s), principally responsible for the preparation of this research report, receives compensation based on overall
revenues of the company (Way2Wealth Brokers Private Limited, hereinafter referred to as Way2Wealth) and has taken reasonable care to
achieve and maintain independence and objectivity in making any recommendations.

It is confirmed Yogita Desai, the author of this report has not received any compensation from the companies mentioned in the report in the
preceding 12 months. Our research professionals are paid in part based on the profitability of Way2Wealth, which include earnings from other
business. Neither Way2Wealth 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 profits that may arise from or in connection with the use of the information
contained in this report.

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. Way2Wealth 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. The contents of this material are general and are neither
comprehensive nor appropriate for every individual and are solely for the informational purposes of the readers. This material does not take
into account the specific objectives, financial situation or needs of an individual/s or a Corporate/s or any entity/s.

This research has been prepared for the general use of the clients of the Way2Wealth 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. Way2Wealth will not treat recipients as customers by virtue of their receiving this report. The distribution of this document in other
jurisdictions may be restricted by the law applicable in the relevant jurisdictions and persons into whose possession this document comes should
inform themselves about and observe any such restrictions.

The report is based upon 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. Way2Wealth or any of its affiliates or employees makes no
warranties, either express or implied of any kind regarding any matter pertaining to this report, including, but not limited to warranties of
suitability, fitness for a particular purpose, accuracy, timeliness, completeness or non-infringement. We accept no obligation to correct or
update the information or opinions in it. Way2Wealth 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. The recipients of this report should
rely on their own investigations. In no event shall Way2Wealth be liable for any damages of any kind, including, but not limited to, indirect,
special, incidental, consequential, punitive, lost profits, or lost opportunity, whether or not Way2Wealth has advised of the possibility of such
damages.

This material contains statements that are forward-looking; such statements are based upon the current beliefs and expectations and are
subject to significant risks and uncertainties. Actual results may differ from those set forth in the forward-looking statements. These
uncertainties include but are not limited to the risk of adverse movements or volatility in the securities markets or in interest or foreign
exchange rates or indices; adverse impact from an economic slowdown; downturn in domestic or foreign securities and trading conditions or
markets; increased competition; unfavorable political and diplomatic developments; change in the governmental or regulatory policies; failure
of a corporate event and such others. This is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to
participate in any particular trading strategy. No part of this material may be copied or duplicated in any form by any means or redistributed
without the written consent of Way2Wealth. In no event shall any reader publish, retransmit, redistribute or otherwise reproduce any
information provided by Way2Wealth in any format to anyone. Way2Wealth and its affiliates, officers, directors and employees including persons
involved in the preparation or issuance of this report may from time to time have interest in securities / positions, financial or otherwise in the
securities related to the information contained in this report.

To enhance transparency, Way2Wealth has incorporated a Disclosure of Interest Statement in this document. This should, however, not be
treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement in Heidelbergcement India Ltd. as on 20 February 2021

Name of the Security Heidelbergcement India Ltd.
Name of the analyst Yogita Desai
Analysts’ ownership of any stock related to the information NIL
contained

Financial Interest

Analyst : No

Analyst’s Relative : Yes / No No

Analyst’s Associate/Firm : Yes/No No
Conflict of Interest No
Receipt of Compensation No
Way2Wealth ownership of any stock related to the information NIL
contained
Broking relationship with company covered NIL
Investment Banking relationship with company covered NIL

This information is subject to change without any prior notice. Way2Wealth reserves at its absolute discretion the right to make or refrain from
making modifications and alterations to this statement from time to time. Nevertheless, Way2Wealth is committed to providing independent and
transparent recommendations to its clients and would be happy to provide information in response to specific client queries.
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