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Stock Details

BSE Code 500292
NSE Code HEIDELBERG
Bloomberg Code HEIM IN
Market Cap (Rs. crs) 886
Free Float (%) 31.5%
52- wk HI/Lo 55/32
Avg. volume BSE/ NSE (Monthly) 33,581
Face Value Rs.10
Dividend payout (FY 2010) 0%
Shares o/s (Crs) 22.6
Relative Performance 1Mth 3Mth 1Yr
Heidelberg -10.6% -13.3% -21.7%
Sensex 1.9% -3.1% 7.9%
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Promoters Holding 68.5%
Institutional (Incl. FIl) 5.7%
Mutual Funds 3.9%
Public & others 21.9%

Silky Jain, Research Analyst  (+91 22 3926-8178)

E-mail ID: silky.jain@nirmalbang.com

Net Sales
(Rs. Crs)

EBITDA (Rs.

Growth % Crs)

CY 2007 595 43.5% 103
CY 2008 760 27.9% 88
CY 2009 936 23.2% 160
CY 2010 866 -7.6% 100

Snapshot

HeidelbergCement India Ltd (HCIL), was earlier known as Mysore
Cement Ltd, and was set up by the SK Birla Group in 1958. After taking
over the controlling stake from Birla’s in July 2006, Heidelberg group’s
capabilities and global experience in the cement business brought
about a major transformation in HCIL in 2007. HCIL has a clinker
capacity of 1.6 mn tones per annum and cement manufacturing
capacity of 3.1 mn tones per annum. Post acquisition, now HCIL has a
robust unleveraged balance sheet, which we believe will help the
company in future expansion plans

» Strong support from the parent company and ‘MNC’ status
Heidelberg Cement AG is a MNC which ranks third in cement & fourth
in ready-mixed concrete worldwide. We believe that HCIL has an edge
over its competitors as it has backing of strong brand of its parent
company.

» Complete turnaround of business post acquisition

Post acquisition by Heidelberg AG, HCIL started reporting net profit
from CY07 onwards and improvement in operational efficiencies
resulted into high cash generation

» Capacity expansion:

HCIL is doubling its cement capacity to 6mt p.a by March 2012 to be
funded via a mix of debt and internal accruals from present installed
capacity of 3.1 mt per annum.

> Debt free company:

HCIL is currently a debt free company. It has net cash position of Rs 219
crs at the end of CY10.

» Negative of cement industry priced in:

We believe the over capacity and recent decline in cement prices has
already been factored in the stock prices. Any improvement in the off
take of cement and cement prices post monsoon can act as positive
trigger for the upward movement of stock prices.

Valuation & Recommendation

We believe that the increase in capacity will enable the company to
operate at a higher utilization rate. Moreover, the support from the
parent company which ranks amongst top three players globally and
the MINC status will also result in increase in value of the company.
Although the stock looks costly on EV/EBITDA basis as compared to its
peers the asset value of the company is at an attractive level. The stock
is trading at an EV/tonne of US$48.1 on expanded capacity. We
recommend BUY on the stock with 20%-25% return in next 6 to 9
months.

PAT

Margin%  (Rs.Crs) Margin%  EPS (Rs.)
17.4% 98 16.4% 6.2 6.12 1.47
11.5% 125 16.4% 7.9 4.81 1.35
17.1% 134 14.3% 5.9 6.44 1.14
11.5% 63 7.3% 2.8 13.57 0.97
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Investment Rationale

»  Strong support from the parent company and ‘MNC’ status

Heidelberg Cement AG is a Multinational which does business across 40 countries
worldwide. Globally it ranks third in cement & fourth in ready-mixed concrete. HCIL
enjoys goodwill in the market backed by strong brand name of Heidelberg AG which
makes it a trust worthy name. We believe that HCIL has an edge over its competitors
as it has strong support from its parent’s company in terms of financial muscle and
technology. This is evident from the fact that HCIL is currently a debt free company
compared to Rs 306 crs debt prior to acquisition.

» Complete turnaround of the loss making business post acquisition

In July 2006, after taking over the company from the Birla’s, Heidelberg AG infused Rs
360 crore by way of preferential allotment of ~6.65 crs shares at a price of Rs 54 per
share. In 2008, HeidelbergCement group merged Indorama Cement with Mysore
Cement. Indorama Cement was a profitable unit and it helped to clear the business
losses of Mysore Cement. In the year, 2009 HeidelbergCement wrote off all business
losses on the books, thereby strengthening its balance sheet over the period.

Post acquisition, the company started reporting net profit from CYO7 onwards against
net loss of Rs 90 crs in FY06. The increase in operational efficiencies resulted into high
cash generation and net cash and equivalents of Rs 219 crs by the end of CY10 as
against net debt of Rs 302 crore in FY06.

1000 ~ Net sales and profitability
» 500 -
o
£
vy
(-4 0 -
FYO5 FYO6 CYO6 CYO7 CY08 CYO09 cCy1io
-500 -

M Net Sales W PAT

Source: Company data, Nirmal Bang Research

Net sales 39%.1 4242 4144 596 7602 9364 8655
Total expenditure 3664 409.7 3552 4913 6726 7767  765.6
EBITDA 29.7 145 592 1033 876 1597 99.9
Other income 7 10 51 125 445 452 29.1
Depreciation 203 193 122 145 24 25.8 289
Interest cost 40.6 416 16.8 3 41 44 42
PBT 242 364 353 983 1066 1747 95.9
Exceptional income 0 528 -1.7 0 0 0 0
Tax 0.6 038 36.5 07 179 407 2.7
PAT -24.8 -90 -89 976 1245 134 633
EBITDA margin (%) 7.5% 34%  143%  174%  115%  171%  115%
PAT margin (%) 6.3%  -21.2% 21%  164%  164%  14.3% 7.3%

Source: Company data, Nirmal Bang Research
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Profitability margins
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Source: Company data, Nirmal Bang Research

Equity Capital %2 1037 1715 1715 2401 2401 2266
Reserves and Surplus -84.6  -168.7 992 1931 3698 4961  556.6
Total debt 3058 3063 0 0 10 2 0.0
Total liabilities M4 2413 2707 3646 6199 7382 7833
Net block including CWIP 294 2018 1827 1881 3298 3751 7586
Investments 59.9 93 0.1 0.1 0.1 0.1 0.0
Cash 29 4.1 653 1807 3378 4954 2195
Net current assets excluding cash 111 101 2.7 44 478 -1159  -164.7
Deferred tax 36.3 36.2 0 0 0 -16.5 -30.1
Total Assets 374 2413 2108 3645 6199 7382 7833

Source: Company data, Nirmal Bang Research

» Capacity expansion:

HCIL is doubling its cement capacity to 6mt by March 2012 to be funded via a mix of
debt and internal accruals. The Company’s present installed capacity is 3.07 MTPA. The
Company has planned expansion projects at its Damoh & Jhansi units, which will
double the company’s cement production capacity. The company has outlined a total
capex plan of Rs 1,100-1,200 crs for the expansion of clinker and grinding capacities
which will be funded via debt and internal accruals.

Out of the total funds required for the expansion, HCIL has already done capex of
approximately Rs 400 crore in CY10 through its internal accruals. The balanced capex
of Rs 800 crore would be funded through debt and internal accruals. We believe the
company would raise net debt upto Rs 450-550 crs for the expansion purpose.
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Clinker capacity

Ammasandra 0.4 0.4
Damoh 1.2 3.1
Total 1.6 3.5

Cement capacity

Ammasandra 0.6 0.6
Damoh 1.0 2.0
Jhansi 0.8 2.7
Dolvi 0.7 0.7
Total 3.1 6.0

Source: Company data, Nirmal Bang Research

In addition to these, HCIL will be setting up a conveyor belt from limestone mines to
the clinkerisation unit. This would help company to reduce its freight cost in the near
future.
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Source: Company data, Nirmal Bang Research

> Debt free company:

Out of the total funds of Rs 1100-1200 crs required for the expansion, HCIL has already
done capex of approximately Rs 400 crore in CY10 through its internal accruals. HCIL is
currently a debt free company and has net cash position of Rs 219 crs at the end of
CY10 after incurring Rs 400 crs on capex. This shows that the company has a strong
cash position as compared to its Indian counterparts.

Market cap Rs 850 crs
Capex from internal accrual Rs 400 crs
Cash balance Rs 219 crs
Debt NIL

Source: Company data, Nirmal Bang Research
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Reduction in debt
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Source: Company data, Nirmal Bang Research

»  Attractive asset value:

HCIL is available at an attractive asset value of US$48.1 per tonne including expanded
capacity which is at a discount to the replacement cost of USS$80 per tonne. We believe
that the stock is available at an attractive asset value as compared to its Indian
counterparts.

> Negative of cement industry priced in:

We believe the over capacity and recent decline in cement prices has already been
factored in the stock prices. Any improvement in the off take of cement and cement
prices post monsoon can act as trigger for the upward movement of stock prices.

Peer comparison:

Heidelberg JK Cement Birla Corp JK Lakshmi
Sales (Rs crs) 869.5 2083 2124 1319
EBITDA (Rs crs) 80 264 380 145
EBITDA margin 9.1% 12.7% 17.9% 11.0%
EPS (Rs crs) 2.2 8.3 40.55 4,63
EV (Rs crs)* 1300 1704 2100 942
EV/EBITDA 7.90 6.45 5.52 6.49
EV/tonne * 48.1 50.5 77.6 44.1
P/E 17.59 13.01 8.16 9.59
P/BV 1.12 0.69 1.24 0.53
Capacity (mn tonnes) 3.1 7.5 6.01 4.75

* EV and EV/tonne of Heidelberg is calculated based on expanded capacity
Source: Company data, Nirmal Bang Research

Although the stock looks costly on EV/EBITDA and P/E basis, it looks attractive on asset
value basis.
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Outlook

The current scenario for cement is not very attractive, given the decline in cement
prices and muted demand. Moreover, results of quarter ending June 2011 will see the
full impact of coal price increases in both international and domestic market which will
have negative impact on the company’s margins. Currently the cement industry is
going through a seasonally weak period due to monsoons. However, the stock has
corrected sharply from the high of Rs 55.8 in September 2010 to Rs 37.5 in July 2011.
We feel that the stock will see a strong support at the levels of Rs 35. Moreover, the
cement prices will show improvement post monsoon season which can trigger an up
move in the stock. We believe that there is very limited downside to the stock at
current levels.

Cement demand growth is likely to pick up in the second half of FY12E driven by uptick
in housing and infrastructure activities. We believe that the increase in capacity by the
company will enable it to operate at a higher utilization rate and increase its volume
which will help in protecting the margins. Moreover, the support from the parent
company which ranks amongst top three players globally will also result in increase in
value of the company. Given these factors we believe that the stock is available at an
attractive value at current levels and offers potential upside from current levels. The
stock is currently trading at an EV/tonne of USS$48.1 on expanded capacity. We
recommend BUY on the stock with 20%-25% return in next 6 to 9 months.

Risks and Concerns

Delay In Capacity Expansion

HCIL has outlaid an expansion plan to double its capacity which will be operational by
March 2012. Any delay in execution of the plan can impact the performance of the
company.

Increasing Raw Material price
A significant increase in the energy cost on a global basis can have a direct impact on
the company’s profitability.

Economic slowdown

The demand for cement is directly dependent on the GDP growth in the country.
Slowdown in the economy can impact the infrastructure spending which can lead to a
decline in cement demand.
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Company background

Heidelberg Cement AG is a Multinational founded in 1873; spread over 40 countries
across the world, and has an aggregate cement manufacturing capacity of 110 mn
tonnes spread over 98 grinding plants.

Heidelberg Cement India Ltd (HCIL), which was earlier known as Mysore Cement Ltd,
was set up by the SK Birla Group in 1958. HCIL is a subsidiary of Cementrum | BV
(incorporated under the laws of The Netherlands, which is 100% controlled by
Heidelberg Cement AG). After taking over the controlling stake from Birla’s in July
2006, Heidelberg group’s capabilities and global experience in the cement business
brought a major transformation in HCIL in 2007 after the acquisition.

HCIL manufactures and sells Portland Pozzolana Cement (PPC) through its four
manufacturing facilities which are located at Ammasandra in Karnataka (0.6 mn
tonnes), Damoh in Madhya Pradesh (1.0 mn tonnes), Jhansi in Uttar Pradesh (0.8 mn
tonnes) and Dolvi in Maharashtra (0.7 mn tonnes). The Dolvi unit is a result of the
acquisition of Indo Rama Cement in April 2008. HCIL has large presence in Central India
(approx 71% of dispatch) followed by West (22%) and South India (7%).

HCIL has a clinker capacity of 1.6 mn tones per annum and manufacturing capacity of
3.1 mn tones per annum. Post acquisition, HCIL has unleveraged balance sheet, which
we believe promises good future expansion plans.

Revenue breakup (CY 10)

7% [J—

M Central India M South India @ WestIndia

Source: Company data, Nirmal Bang Research
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