INSTITUTIONAL EQUITY RESEARCH

UltraTech Cement (UTCEM IN)

No material impact of demonetisation visible; remains strong...

INDIA | CEMENT | Quarterly Update

UltraTech Q3 earnings surprises positively

v' EBITDA beats our estimates / consensus by 8%/14%. Consolidated volume decline of
mere 1% vs. expected 5% was the biggest surprise.

v" Blended realisations fell only 2% qoq despite demonetisation. Demonetisation has
made cement manufacturers pause price hikes — the only major negative for the sector.

v" Cost looks steady. Opex/tonne flat qoq, -3% yoy despite power & fuel cost increase of
5% qoq.

v' EBITDA/tonne at Rs 879 beat our estimate by 3%.

v' Consolidation of Jaypee to be done before the end of Q1FY18. New capex of 3.5mn
tonnes announced in central India, in line with UltraTech’s strategy to remain a long-
term market leader and keep its bargaining power intact.

v' FY18 will be a busy year for UltraTech, as it will remain tied up in the integration of all of
Jaypee’s capacities and aligning operating parameters of these new capacities to its
existing ones. UltraTech remains a play on FY19 and beyond. Given the cost-push and
marginal volume disappointments (with some impact of demonetisation in the near
term in pockets ex-south and west India), we revise our price target to Rs 4,400 vs. Rs
4,600 earlier. We continue to value UltraTech at 15x FY19 EV/EBITDA, implying a target
of EV/tonne valuation of USS$ 205 vs. current USS 170.

Key highlights: Operating earnings surprise positively despite demonetisation. UltraTech
beats consensus by 14% at the operating level despite all negative sentiments. Consolidation
will remain the only key focus area and we expect sustained rerating driven by slow and
steady improvement in operating parameters at the consolidated level.

Conference call takeaways

v" Management sounds positive on demand revival, especially southern India (Andhra
Pradesh and Telangana).

v' Commentary on cement prices remains positive, says the worst is over. Prices should

only improve from current levels, especially given the cost-push.

Increase in pet coke / fuel prices will hurt in Q4.

v" New capacity announcements as and when demand revives cannot be ruled out. Until
Q2 we sensed the management remained conservative, but now we feel it may not shy
away from capex, ensuring its bargaining power remains intact in the longer term.

v' Consolidation of Jaypee to be completed by Q4/Q]1.

x

Outlook and valuation: UltraTech has a structural long-term earnings support because of its
focus on gaining market share through capex and consolidation. It continues to remains the
best structural fit in the industry and will gain the most with improvement in cement prices.
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CMP RS 3,470
TARGET RS 4,400 (+27%)

COMPANY DATA

0/S SHARES (MN) : 274
MARKET CAP (RSBN) : 948
MARKET CAP (USDBN) : 13.9
52 - WK HI/LO (RS) : 4130/ 2582
LIQUIDITY 3M (USDMN) : 211
PAR VALUE (RS) : 10

SHARE HOLDING PATTERN, %
Sep 16 Jun16 Mar 16

PROMOTERS : 62.3 62.3 62.5
FIl / NRI : 20.7 20.1 19.07
FI/MF: 6.1 6.9 7.03
NON PRO : 0.9 0.9 0.84
PUBLIC & OTHERS : 9.4 10.4 10.6
Key Financials
Rs mn FY16 FY17E FY18E
Net Sales 252,806 279,403 352,815
EBIDTA 46,195 54,309 69,379
Net Profit 22,866 28,669 29,712
EPS, Rs 83.3 104.5 108.3
PER, x 41.6 33.2 321
EV/EBIDTA, x 21.7 18.0 16.9
P/BV, x 45 4.0 3.6
ROE, % 10.9 12.2 11.4
CHANGE IN ESTIMATES

__Revised Est. __ __% Revision__
Rs bn FY18E FY19E FY18E FY19E
Revenue 353 476 -1% -1%
EBITDA 69 93 -9% -1%
Core PAT 30 43 -17% -7%
EPS (Rs) 109 155  -17% -7%

Vaibhav Agarwal (+ 9122 6667 9967)
vagarwal@phillipcapital.in

yoy qoq vs.
(Rs bn) Q3FY17 Q3FY16 growth Q2FY17 growth % expectations % Comments

Revenue 59,271 61,084 -3% 57,089 4% 4%

Volumes (mnt) 12.65 12.74 -1% 12.00 5% 4% Volume decline of only 1% was the biggest surprise
Blended Realisations (Rs/tonne) 4,685 4,795 -2% 4,757 -2% 0%

Total Expenditure 48,156 49,957 -4% 45,532 6% 4%

Expenditure (Rs/tonne) 3,807 3,921 -3% 3,794 0%

EBITDA 11,116 11,127 0% 11,556 -4% 8% EBITDA beats consensus estimates by 14%

EBITDA (Rs/tonne) 879 873 1% 963 -9% 4%

EBITDA Margin 18.8% 18.2% 20.2% -7%

Depreciation 3,359 3,517 -4% 3,342 1%

Interest Cost 1,438 1,394 3% 1,496 -4%

Other Income 1,689 1,326 27% 2,219 -24%

PBT 8,007 7,542 6% 8,938 -10%

PAT 2,061 2,200 -6% 2,801 -26%

EPS, Rs 5946 5,331 12% 6,143 -3% 21%

Page | 1 | PHILLIPCAPITAL INDIA RESEARCH



(IR VNI Se  Ne 33N QUARTERLY UPDATE

Q3FY17 results

(Rs mn) 2QFY16 3QFY16 4QFY16 1QFY17 2QFY17 3QFY17
Net Sales 59,512 61,084 68,505 65,378 57,089 59,271
Volumes, mn tonnes 11.83 12.74 14.89 14.07 12.00 12.65
Total Expenditure 49,549 49,957 54,805 51,143 45,532 48,156
Raw Material Consumed 9,579 9,748 10,837 9,790 8,925 9,719
Stock Adjustment (813) (577) 333 1,074 (801) (483)
Employee Expenses 3,658 3,749 3,664 3,729 3,839 3,922
Power, Oil & Fuel 11,485 11,497 11,127 9,887 9,647 10,641
Freight & Handling Expenses 13,530 14,071 16,539 15,617 12,854 13,746
Purchase of Finished Goods 1,181 1,103 1,229 1,228 1,204 1,233
Other Expenses 10,930 10,365 11,077 9,818 9,865 9,377
EBITDA 9,963 11,127 13,699 14,235 11,556 11,116
EBITDA Margin 16.7% 18.2% 20.0% 21.8% 20.2% 18.8%
Depreciation 3,517 3,517 3,765 3,228 3,342 3,359
EBIT 6,446 7,610 9,935 11,007 8,214 7,756
Interest 1,456 1,394 1,269 1,798 1,496 1,438
Other Income 1,070 1,326 1,080 2,029 2,219 1,689
PBT 6,059 7,542 9,746 11,238 8,938 8,007
Total Tax 1,788 2,200 2,515 3,440 2,801 2,061
Tax Rate 30% 29% 26% 0% 0% 0%
PAT 4,270 5,331 7,230 7,801 6,143 5,946
EPS 15.6 19.4 26.3 28.4 22.4 21.7

Source: Company, PhillipCapital India Research

Per-tonne analysis, blended
(Rs) — Blended on consolidated volumes Q3FY17 Q3FY16 YoY, % Q2FY17 QoQ, %

Total Volumes 12.65 12.74 -1% 12.00 5%
Net Realization 4685 4795 -2% 4757 -2%
Total operating expenses 3807 3921 -3% 3794 0%
Raw Material Consumed 768 765 0% 744 3%
Stock Adjustment -38 -45 -67

Employee Expenses 310 294 5% 320 -3%
Power, Oil & Fuel 841 902 -7% 804 5%
Freight & Handling Expenses 1087 1104 -2% 1071 1%
Other Expenses 839 900 -7% 922 -9%
EBITDA 879 873 1% 963 -9%

Source: Company, PhillipCapital India Research
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One-year forward band charts
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Financials
Income Statement Cash Flow
Y/E Mar, Rs mn FY16 FY17e FY18e FY19e Y/E Mar, Rs mn FY16 FY17e FY18e FY19e
Net sales 252,806 279,403 352,815 475,590 Pre-tax profit 31,806 40,853 42,446 56,671
Growth, % 5 11 26 35 Depreciation 13,684 16,069 22,210 26,550
Total income 252,806 279,403 352,815 475,590 Chg in working capital 6,931 -6,339 -16,740 4,789
Raw material expenses -39,854 -44,140 -54,839 -73,074 Total tax paid -4,568 -12,256 -12,734 -14,168
Employee expenses -14,433 -17,535 -26,582 -44,050 Cash flow from operating activities 47,853 38,328 35,182 73,842
Other Operating expenses -152,324 -163,419 -202,015 -265,738 Capital expenditure -23,635 -9,781 -225,000 -30,121
EBITDA (Core) 46,195 54,309 69,379 92,728 Chg in investments 904 0 0 0
Growth, % 11.5 17.6 27.7 33.7 Other investing activities 357 0 74 106
Margin, % 18.3 19.4 19.7 19.5 Cash flow from investing activities -22,374  -9,781 -224,926 -30,015
Depreciation -13,684 -16,069 -22,210 -26,550 Free cash flow 25,479 28,547 -189,744 43,827
EBIT 32,511 38,240 47,169 66,178 Equity raised/(repaid) 0 0 0 0
Growth, % 10.7 17.6 23.4 40.3 Debt raised/(repaid) -3,617 -24,806 193,705 -38,160
Margin, % 12.9 13.7 13.4 13.9 Dividend (incl. tax) -3,061  -3,813 -3,962  -5,667
Interest paid -5,599 -5,374 -12,975 -18,865 Cash flow from financing activities -6,684 -28,547 189,743 -43,827
Other Non-Operating Income 4,895 7,988 8,252 9,358 Net chg in cash 18,795 0 0 0
Pre-tax profit 31,806 40,853 42,446 56,671
Tax provided -8,925 -12,256 -12,734 -14,168
Profit after tax 22,882 28,597 29,712 42,503 ) A
Others (Minorities, Associates) -16 72 0 0 Valuation Ratios
Net Profit 22,866 28,669 29,712 42,503 FY16 FY17e FY18e FY19e
Growth, % 9.0 254 3.6 43.1 Per Share data
Net Profit (adjusted) 22,866 28,669 29,712 42,503 EPS (INR) 83.3 104.5 108.3 154.9
Unadj. shares (m) 274 274 274 274 Growth, % 9.0 25.4 3.6 43.1
Wtd avg shares (m) 274 274 274 274 Book NAV/share (INR) 767.3 857.9 952.0 1,086.6
FDEPS (INR) 83.3 104.5 108.3 154.9
CEPS (INR) 133.2 163.0 189.2 251.6
CFPS (INR) 158.5 110.6 98.1 235.0
Balance Sheet DPS (INR) 95 119 123 176
Y/E Mar, Rs mn FY16 FY17e FY18e FY19e Return ratios
Cash & bank 22,721 22,721 22,721 22,721 Return on assets (%) 6.7 7.8 7.0 7.9
Debtors 19,266 23,422 36,970 49,835 Return on equity (%) 10.9 12.2 11.4 14.3
Inventory 26,154 31,796 48,181 58,452 Return on capital employed (%) 8.4 9.8 8.6 9.8
Loans & advances 28,739 34,939 48,531 65,420 Turnover ratios
Total current assets 96,880 112,878 156,403 196,427 Asset turnover (x) 1.0 1.1 1.0 1.0
Investments 44,276 44,276 44,276 44,276 Sales/Total assets (x) 0.6 0.7 0.7 0.7
Gross fixed assets 360,060 389,841 604,841 639,962 Sales/Net FA (x) 1.0 1.1 1.0 1.0
Less: Depreciation -124,711 -140,781 -162,990 -189,540 Working capital/Sales (x) (0.0) 0.0 0.1 0.0
Add: Capital WIP 20,000 0 10,000 5,000 Working capital days (10.0) 0.8 21.4 16.5
Net fixed assets 255,349 249,060 451,851 455,422 Liquidity ratios
Non-current assets 11,062 11,062 11,062 11,062 Current ratio (x) 1.2 1.3 1.4 1.3
Total assets 407,567 417,277 663,592 707,188 Quick ratio (x) 0.9 0.9 1.0 0.9
Current liabilities 81,112 89,558 112,993 152,203 Interest cover (x) 5.8 7.1 3.6 3.5
Provisions 11,537 12,750 16,101 21,703 Dividend cover (x) 8.8 8.8 8.8 8.8
Total current liabilities 92,649 102,308 129,093 173,907 Total debt/Equity (%) 34.2 20.1 923 68.0
Non-current liabilities 104,335 79,529 273,234 235,074 Net debt/Equity (%) 235 10.4 83.6 60.4
Total liabilities 196,984 181,837 402,327 408,980 Valuation
Paid-up capital 2,744 2,744 2,744 2,744 PER (x) 41.6 33.2 321 22.4
Reserves & surplus 207,839 232,695 258,520 295,463 PEG (x) - y-0-y growth 4.7 13 8.8 0.5
Shareholders’ equity 210,584 235,440 261,264 298,207 Price/Book (x) 4.5 4.0 3.6 3.2
Total equity & liabilities 407,567 417,277 663,592 707,188 Yield (%) 03 03 0.4 05
EV/Net sales (x) 4.0 3.5 33 2.4
EV/EBITDA (x) 21.7 18.0 16.9 12.2
Source: Company, PhillipCapital India Research Estimates EV/EBIT (x) 30.8 255 24.8 17.1
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Stock Price, Price Target and Rating History
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Rating Methodology

We rate stock on absolute return basis. Our target price for the stocks has an investment horizon of one

year.
Rating Criteria Definition
BUY >=+15% Target price is equal to or more than 15% of current market price

NEUTRAL -15% > to < +15% Target price is less than +15% but more than -15%

SELL <=-15% Target price is less than or equal to -15%.
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of the securities covered in the report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or
particular requirements of any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors.
Each investor must make its own determination as to the appropriateness of any securities referred to in this research report based upon the legal, tax and
accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience. The
value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic, or
political factors. Past performance is not necessarily indicative of future performance or results.
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Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be
reliable, but neither PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not
be relied upon as such. Opinions expressed herein are current opinions as of the date appearing on this material, and are subject to change without notice.
Furthermore, PCIPL is under no obligation to update or keep the information current. Without limiting any of the foregoing, in no event shall PCIL, any of its
affiliates/employees or any third party involved in, or related to computing or compiling the information have any liability for any damages of any kind
including but not limited to any direct or consequential loss or damage, however arising, from the use of this document.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorised use or disclosure is prohibited. No
reprinting or reproduction, in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only
and only if it is reprinted in its entirety.

Caution: Risk of loss in trading/investment can be substantial and even more than the amount / margin given by you. The recipient should carefully consider
whether trading/investment is appropriate for the recipient in light of the recipient’s experience, objectives, financial resources and other relevant
circumstances. PCIPL and any of its employees, directors, associates, group entities, or affiliates shall not be liable for losses, if any, incurred by the recipient.
The recipient is further cautioned that trading/investments in financial markets are subject to market risks and are advised to seek independent third party
trading/investment advice outside PhillipCapital/group/associates/affiliates/directors/employees before and during your trading/investment. There is no
guarantee/assurance as to returns or profits or capital protection or appreciation. PCIPL and any of its employees, directors, associates, group entities,
affiliates are not inducing the recipient for trading/investing in the financial market(s). Trading/Investment decision is the sole responsibility of the recipient.
For Detailed Disclaimer: Please visit our website www.phillipcapital.in

For U.S. persons only: This research report is a product of PhillipCapital (India) Pvt Ltd., which is the employer of the research analyst(s) who has prepared the
research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any
U.S.-regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with
a subject company, public appearances, and trading securities held by a research analyst account.

This report is intended for distribution by PhillipCapital (India) Pvt Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S.
Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by the U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the same to the
sender. Further, this report may not be copied, duplicated, and/or transmitted onward to any U.S. person, which is not a Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain
business with Major Institutional Investors, PhillipCapital (India) Pvt Ltd. has entered into an agreement with a U.S. registered broker-dealer, Decker & Co, LLC.
Transactions in securities discussed in this research report should be effected through Decker & Co, LLC or another U.S. registered broker dealer.

If Distribution is to Australian Investors
This report is produced by PhillipCapital (India) Pvt Ltd and is being distributed in Australia by Phillip Capital Limited (Australian Financial Services Licence No.
246827).

This report contains general securities advice and does not take into account your personal objectives, situation and needs. Please read the Disclosures and
Disclaimers set out above. By receiving or reading this report, you agree to be bound by the terms and limitations set out above. Any failure to comply with
these terms and limitations may constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced,
distributed or published by you in whole or in part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the
sender immediately.

PhillipCapital (India) Pvt. Ltd.
Registered office: No. 1, 18th Floor, Urmi Estate, 95 Ganpatrao Kadam Marg, Lower Parel West, Mumbai 400013
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