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COMPANY BACKGROUND
Sensex 28130
A Retail focused cement player, NCL operates pre-dominantly in AP/Telangana markets.
KEY STOCK DATA Currently, NCL has 2mn tn cement capacity and largely focus on retail trade segment
Ml Galo [ @l 551 s:lling cement r;minly inI.AP/Telangam? '57')5-‘7:), Tc;fn’i(l Nadu (1 1‘;1)) alnd Karnafakc; (11 %).
52W High/Low 184.50/80.00 The company also supplies cement with higher c m.er content for sleeper manu.acfurmg.
Bloomb NCLIN NCL has got one of the largest dealer networks, with more than 1100 dealers in Andhra
oomberg Pradesh. The company covers ~5 North Coastal districts with dealer strength of 550. The
3-m daily average vol 221,608 strong focus on developing brand/retail market will enable NCL to sustain the volume
growth with stability in realization compared to other players who rely more on
SHAREHOLDING PATTERN Institutional sales.
Promoters 49.05 NCL has the unique distinction of being the only producer of cement particle boards in
Flls & Dlls 0.10 India. NCL had diversified into boards by setting up a plant near its Cement plant at
Public & Others 50.85 Mattapally for manufacture of ‘Bison Panels’ in Technical Collaboration with Bison Werke
of Germany, the world leaders in Particle Board Technology. It further expanded boards’
COMPARISON CHART capacity by puiting up a plant in Ponta Sahib to cater to growing demand of Prefab in
North. NCL is also the largest player in building Prefab shelter used in Military, Industries
200 NCLind.  =——=NIFTY s and for temporary structures.
150 8500
100 INVESTMENT RATIONALE
50 7500
» Cement capacity expansion — Key growth driver going forward — NCL Industries is
O +—+———+7—+ 7777 6500 . . . e .
planning to expand its cement capacity from 2 million tons (split equally between
nuuVvyOVOVOVOVOOOOO
i SRy Mattampally (Telangana) and Kondapalli (AP) to 2.7 million tones going forward. It
024838 2 2‘2" 23 8 also plans to expand the ready-mix concrete business from 3800 tpd to 6300 tpd by
setting up plants in Hyderabad, Vizag and Amravati. This is due to increased demand
from recent infra development in the above mentioned states. Rising demand, capacity
SUMMARY FINANCIALS expansion coupled with higher realization will augur well for the company. Hence, post
(Tmn) expansion, we expect, NCL top-line to grow at a CAGR of 23% for FY 16-FY 18E.
Particulars FY 15 FY 16 FY 17E FY 18E . . .
» High operational efficiency — Andhra Pradesh and Telangana have numerous limestone
Revenues 5358 6627 7491 10057 reserves. This drives the focus of NCL Industries towards increasing its production
PAT 88 531 717 1,008 capacity for the southern market. It also plans to extend its production activity to other
EPSR) 25 143 19:5 274 areas like Karnataka and Tamil Nadu. Limestone is the key ingredient used in the
P/E 59.35 1038 7:69 5.47 manufacture of clinker. NCL’s limestone mine has estimated reserves of close to 1000
EV/EBITDA 9.93 5.40 4.00 2.81 MM valid up to 2046. These reserves are capable of servicing requirements of a 10
Debt / Equity 1.28 0.99 0.49 0.69

mtpa plant for 60-65 years. Hence, even post the second phase of expansion, NCL has
enough limestone reserves to undertake expansions and scale up its business. Further,
the mine is situated just 3 kms away from the clinker plant, implying negligible
transportation cost. Also, given the fact that the plant is located near the coast, the
limestone reserves are soft and do not require extensive mining operations, thereby
reducing the cost of limestone extraction. Accordingly, NCL's raw material cost per tone
is ~%250/tone, as compared to the industry average of I700-800 per ton. Hence, we
believe on account of higher operational efficiency, its top line and bottom line to grow
at a CAGR of23% and 38% respectively (FY 16-FY18E).

> Bison Panel-cement bonded particle board — A huge opportunity going ahead:-Bison
panel is a cement bonded particle board made out of 62% cement 28% wood. The
wood used is of fast growing species like Eucalyptus and Popular. Due to adoption of
special manufacturing process, the panel acquires the strength, the durability of cement
and easy workability of wood-a combination of qualities absent in other boards.
Currently, it contributes ~ ¥200-250 mn to the NCL’s bottom line. Also, the company is

Jaisheel Garg

increasing Bison panel capacity from 60,000 tn/year to 90,000 tn/year which is likely
to be completed by Mar 17. Post capex, we believe, its bottom line contribution will
increase from 3200 mn to ~ 300 mn per year (Post FY 17E).
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KEY RISKS

» Anyrise in input costs-Coal.

» Any slowdown in infra spending by the govt both at the centre and the states.

OUTLOOK & VALUATION

We believe NCL’s strong brand franchise, premium positioning in north coastal AP and low
cost capacity expansion (0.7 MT at Z1,800 mn ) will enable the company to grow above
industry average and post healthy EBITDA/tn in the next few years. Also, NCL will be a key
beneficiary of the upcoming demand revival in south and a sharp rise in cement prices.
Currently, NCL is trading at an attractive valuation US$33.24/tn on 2.7 MT capacity).
However, improvement in EBITDA /ton from here will remain a key trigger going forward. At
CMP of %150, NCL is trading at FY 17E& FY18E EV/EBITDA multiple of 4x and 2.8x,
respectively. On assigning 3.7x EV/EBITDA multiple of to our FY 18 estimates, we
arrived at price target of T201. Hence, we rate NCL a BUY.
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CEMENT CAPACITY EXPANSION — KEY GROWTH DRIVER GOING FORWARD

NCL Industries is planning to expand its cement capacity from 2 million tons (split equally
between Mattampally (Telangana) and Kondapalli (AP) to 2.7 million tones going forward. It
also plans to expand the ready-mix concrete business from 3800 tpd to 6300 tpd by setting
up plants in Hyderabad, Vizag and Amravati. This is due to increased demand from recent
infra development in the above mentioned states. Rising demand, capacity expansion
coupled with higher realization will augur well for the company. Hence, post expansion, we

expect, NCL top-line to grow at a CAGR of 23% for FY 16-FY 18E.

CEMENT CAPACITY (mn tons)
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Net sales (¥mn)
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Source: Company, Way2Wealth Research

PLANT TYPE LOCATION
CEMENT
Unit-1 Simhapuri, Matampally Mandal, Nalgonda, Telangana
Unit-2 KadimpothavaramVillage, Kondapalli, Krishna district, AP
BOARDS
Unit-1 Simhapuri, Matampally Mandal, Nalgonda,Telangana
Unit-2 Bhothanwali village, Paonta sahib, Sirmour district, Himanchal Pradesh
ENERGY
Unit-1 Pothireddypadu, Head Regulator , Chabolu village, Pothulapadu Post, Nandikotkur TQ, Kumool District, AP
Unit-2 RBHL C Zero Mile point , Tingabhadra dam, Tungabhadra road, Amaravathi village, Hospet Karnataka
PREFAB
Unit-1 Bhothanwali village, Paonta Sahib, Sirmour district , Himachal Pradesh
READY MIX CONCRETE
Unit-1 Patancheru , Hyderabad, Telangana
Unit-2 Auto Nagar, Vishakapatnam, AP

Note — Company exited CDR with refinancing from Piramal capital: NCL was in CDR with debt of ~P2bn. The company refinanced debt from
Piramal Capital to exit the CDR scheme and finance the capex in Cement and Boards division. While, this would increase the interest rate to
~18% from 14% currently. However, it will ease restrictions on capacity expansion imposed by banks due to being in CDR.

HIGH OPERATIONAL EFFICIENCY

Andhra Pradesh and Telangana have numerous limestone reserves. This drives the focus of
NCL Industries towards increasing its production capacity for the southern market. It also
plans to extend its production activity to other areas like Karnataka and Tamil Nadu.
Limestone is the key ingredient used in the manufacture of clinker. NCL’s limestone mine has
estimated reserves of close to 1000 MM valid up to 2046. These reserves are capable of
servicing requirements of a 10 mtpa plant for 60-65 years. Hence, even post the second
phase of expansion, NCL has enough limestone reserves to undertake expansions and scale
up its business. Further, the mine is situated just 3 kms away from the clinker plant, implying
negligible transportation cost. Also, given the fact that the plant is located near the coast, the
limestone reserves are soft and do not require extensive mining operations, thereby reducing
the cost of limestone extraction. Accordingly, NCL's raw material cost per tone is
~3250 /tone, as compared to the industry average of I700-800 per ton. Hence, we believe
on account of higher operational efficiency, its top line and bottom line to grow at a CAGR
of23% and 38% respectively (FY 16-FY18E).

GROSS PROFIT (&mn)
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Source: Company, Way2Wealth Research
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GROSS MARGIN
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A huge opportunity going ahead:-Bison panel is a cement bonded particle board made out
of 62% cement 28% wood. The wood used is of fast growing species like Eucalyptus and
Popular. Due to adoption of special manufacturing process, the panel acquires the strength,
the durability of cement and easy workability of wood-a combination of qualities absent in
other boards. Currently, it contributes ~ ¥200-250 mn to the NCL’s bottom line. Also, the
company is increasing Bison panel capacity from 60,000 tn/year to 90,000 tn/year which is
likely to be completed by Mar 17. Post capex, we believe, its bottom line contribution will
increase from ¥200 mn to ~ ¥300 mn per year (Post FY 17E).

Segment-Wise performance FY 16

SEGMENTS % CONTRIBUTION TO TOTAL TURNOVER RS SEGMENT WISE PBIT RS
TURNOVER MN MN
Cement 84.43 8394.66 759.42
Boards 10.49 1043.098 242.17
Prefab* Nil 37.695
Energy 0.24 23.7 -7.474
RMC 4.84 481.67 12.26

Source: Company, Way2Wealth Research

Bison is fire, weather & termite resistant, a good insulating material, dimensionally stable,
possesses a smooth surface with wood workability and is chemically stable. It can also be
drilled, sawn &sanded with normal working tools, & can be fixed using screws and nails.
Bison is a unique all-purpose particle board that can be employed for a multitude of
applications, both for interiors & exterior use. It can be used for doors, false
ceilings, external & internal wall claddings, mezzanine flooring, acoustic roofs, car porch
ceilings, roof underlay’s, interior & exterior walls, single & double skin partitions, guard
rooms, duct covers, building facades, furniture, cupboards, school benches, kitchen
underlay’s, outdoor cabins, prefab shelters, wall sidings, & more. Bison is unique among
particle boards in that it is available in a wide range of thicknesses - from 6mm to 40mm.
Such a wide range contributes to its application versatility.

PEER COMPARISON - FY16

COMPANY NAME NET SALES RS MN PAT RS MN EV/TN RS MN
NCL Industries 6627 531 3485
Sagar Cement 6217.6 497.6 5319

Ultratech 252807 22865 16302
Dalmia Cement 63673 1908 9257

Source: Company, Way2Wealth Research

OUTLOOK AND VALUATION

We believe NCL’s strong brand franchise, premium positioning in north coastal AP and low
cost capacity expansion (0.7 MT at 31,800 mn) will enable the company to grow above
industry average and post healthy EBITDA /in in the next few years. Also, NCL will be a key
beneficiary of the upcoming demand revival in south and a sharp rise in cement prices.
Currently, NCL is trading at an attractive valuation US$33.24/th on 2.7 MT capacity).
However, improvement in EBITDA /ton from here will remain a key trigger going forward. At
CMP of 150, NCL is trading at FY17E & FY18E EV/EBITDA multiple of 4x and 2.8x,
respectively. On assigning 3.7x EV/EBITDA multiple of to our FY18 estimates, we arrived
at price target of ¥201. Hence, we rate NCL a BUY.
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FINANCIALS
(Tmn)
INCOME STATEMENT FY 15 FY 16 FY 17E FY 18E
Net Sales 5,358 6,627 7,491 10,057
Other Income 0 0

Total Revenues 5,358 6,627 7,491 10,057
Cost of material consumed 4,793 4,587 4,944 6,638
Gross profit 565 2,040 2,547 3,419
Gross Margin% 10.6% 30.8% 34.0% 34.0%

Personnel Expenses 234 275 375 503
% of revenues 4% 4% 5% 5%
Administrative Expenses 331 538 599 805
% of revenues 6% 8% 8% 8%
Total Other Expenses 565 813 974 1,307
EBITDA 719 1,226 1,573 2,112
EBITDA Margin % 13.4% 18.5% 21.0% 21.0%

Depreciation 254 249 314 387
Earnings / (loss) before Interest & Taxes (PBIT) 465 978 1,259 1,725
Operating Margin % 8.7% 14.8% 16.8% 17.2%

Other Income 9 12 105 151
Net Interest expense / (Income) 371 306 457 600

Other Adjustments - 14.94

Earnings (loss) before taxes (PBT) 102.7 668.7 907.1 1,275.9
Operating Margin % 1.9% 10.1% 12.1% 12.7%

Provision for Income Tax 14 138 190 268
Tax rate(%) 14% 21% 21% 21%

Net Earnings (Loss) After Provision for Losses/write offs/ Tax (PAT) 88.3 530.9 716.6 1,008.0
Net Profit Margin 2% 8% 9.6% 10.0%

Way2Wealth Brokers Pvt. Ltd. (CIN U67120KA2000PTC027628) SEBI Rgn. No. : INH200002739
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BALANCE SHEET FY 15 FY 16 FY 17E FY 18E
Inventories 633 721 583 783
Debtors 445 527 599 805
Cash and cash equivalents 57 211 1,750 3,335
Other current assets 266 192 282 414
Short term loans and Advances 260 397 397 397

Total current assets 1,661 2,048 3,611 5,733
Loans & Advances 145 157 180 503

Fixed Assets

Gross Block 4,091 4,022 5,235 6,448
Less: Depreciation - - 314 701
Net Block 4,091 4,022 4,921 5,747
Good will - - - -
Investments - - - -
Total LTA 4,091 4,022 4,921 5,747

Total Assets 5,897 6,227 8,711.8 11,982.9
Current Liabilities 1,934 2,315 2,521 3,385
Provisions 68 195 544 730
Unsecured Loans 954 871 871 871
Deferred tax liability 415 424 424 424
Total Current liabilities 3,372 3,805 4,361 5,411
Secured Loans 999 453 1,666 2,879

Minority Interest

Equity Share Capital 349 367 367 367
Reserve & Surplus 1177 1,601 2,317 3,325
Total Shareholder funds 1,526 1,968 2,685 3,693

Total Liabilities and Shareholder funds 5,897 6,227 8,712 11,983

Way2Wealth Brokers Pvt. Ltd. (CIN U67120KA2000PTC027628) SEBI Rgn. No. : INH200002739
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(¥mn)

CASH FLOW STATEMENT FY 15 FY 16 FY 17E FY 18E
Net Profit / (Loss) Before Tax 103 669 907 1,276
Depreciation 254 252 314 387
Other Adjustments - 306 457 600
Operating Profit before Working Capital Changes 357 1,226 1,678 2,263
Working Capital Adjustments 178 155 531 512
Cash Generated from Operations 534 1,382 2,209 2,775
Less Taxes paid 0 68 190 268
Net Cash Flow from Operating Activities 534 1,314 2,018 2,507
Purchase/ Adj. of fixed assets 41 (179) (1,213) (1,213)
Change in loan & Advances - - (23) (323)

Net Cash Flow from Investing Activities 40.6 (179.2) (1,235.6) (1,536.1)
proceeds from term borrowings - (537.39) - -
Share issue expenses /issue of share capital - (0.50)

Repayment of term borrowing (568.39) (921.65) 1,213.00 1,213.00
Interest paid - (306.04) (456.73) (600.00)
Dividend on Equity paid - (44.21)

Net Cash Flow from Financing Activities (568.4) (979.8) 756.3 613.0
Net Change in Cash 6.4 154.6 1,539.1 1,584.3

Way2Wealth Brokers Pvt. Ltd. (CIN U67120KA2000PTC027628) SEBI Rgn. No. : INH200002739
No. 14, Frontline Granduer, Walton Road, Bangalore-560001; Website: www.way2wealth.com Email: research@way2wealth.com
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SUMMARY FINANCIALS FY 15 FY 16 FY 17E FY 18E
Total Revenues 5,357.95 6,627.20 7,491 10,057
Gross profit 565.3 2,040.0 2,547 3,419
EBITDA 719 1,226 1,573 2,112
PAT 88.3 530.9 717 1,008
Total Cash 57 211 1,750 3,335
Total Debt 1,953 1,324 2,537 3,750
19.0% 23.1% 18.0% 16.0%
VALUATION
Shares out 34.94 36.73 36.73 36.73
Price (in %) 150.0 150.0 150.0 150.0
Equity Market Cap 5,240.60 5,509.80 5,509.80 5,509.80
EV 7,137.3 6,622.9 6,296.9 5,925.6
EV/ Sales 1.3x 1.0x 0.8x 0.6x
EV/ EBITDA 9.9x 5.4x 4.0x 2.8x
EPS 2.53 14.5 19.5 27
P/E 59.4 10.4 7.69 5.47
RoE 5.8% 27.0% 26.7% 27.3%
RoCE 30.4% 49.7% 46.9% 46.7%
GROWTH
Total Revenues 23.7% 13.0% 34.3%
Gross profit 260.9% 24.8% 34.3%
EBITDA 70.7% 28.3% 34.3%
PAT 501.2% 35.0% 40.7%
EPS 471.9% 35.0% 40.7%

PROFITABILITY

Gross Margin 10.6% 30.8% 34.0% 34.0%
EBITDA Margin 13.4% 18.5% 21.0% 21.0%
Operating Margin 1.9% 10.1% 12.1% 12.7%
PAT 1.6% 8.0% 9.6% 10.0%
STABILITY

Debt / Equity Ratio 1.28 0.99 0.49 0.69
Interest Coverage Ratio 1.25 3.20 2.76 2.88

Way2Wealth Brokers Pvt. Ltd. (CIN U67120KA2000PTC027628) SEBI Rgn. No. : INH200002739
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Jaisheel Garg AVP Power, Power Equipment, Coal Mining jaisheelgarg@way2wealth.com +9122-6146 2974
Mahesh Bendre AVP Capital Goods, Auto, Auto Ancillary maheshbendre @way2wealth.com +9122-6146 2937
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Disclaimer

Analyst Certification: |, Jaisheel Garg, 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 that Jaisheel Garg, 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
Woay2Wealth 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 NCL Industries Ltd. as on October 20, 2016

Name of the Security NCL Industries Ltd
Name of the analyst Jaisheel Garg
Analysts’ ownership of any stock related to the information contained NIL

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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