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Sagar Cements Ltd. INR 748 
 

Opex to drive margins! BUY 

Sagar Cements Ltd (SCL), a South based company, possesses a manufacturing capacity 

of 4.3 MTPA and a captive power capacity of 25 MW. SCL enjoys a healthy presence in 

South with cement dispatches of ~44% to Andhra Pradesh & Telangana and ~20% to 

Karnataka. Further, SCL plans to increase its exposure in the eastern markets (Orissa) 

post the acquisition of grinding unit in Bayyavaram in Vizag region of AP. Additionally, 

SCL proposes to augment its cement manufacturing capacity from 4.3 MTPA to 6 MTPA 

and captive power capacity from 25 MW to 46 MW over FY17E-FY19E, which will result 

into robust volume growth and enhanced EBITDA margins for the company. We reckon 

the cement demand in Southern region to grow at 7.36% CAGR and eastern (incl. NE) to 

grow at 8.62% CAGR over FY16-FY20E on the back of eminent planned outlay in the 

infrastructure spending by Government of India (GOI).  

We believe the increasing market penetration of SCL in high growing regions of AP, 

Telangana and Orissa coupled with major capex plan should help SCL in outperforming 

the industry growth rate. 

Capex in favorable regions to drive volume growth: Cement production in South 

grew by a meager 2.22% CAGR over FY12-FY16 leading to capacity utilization for the 

Southern operating companies plunging below 60%. Going forward, we believe that the 

cement demand in the Southern region is on the cusp of revival with AP and Telangana 

being the major growth drivers on the back of elevated institutional demand. Initiatives 

such as the “Two Bedroom Housing Scheme” in Telangana and the new capital formation 

of Amarawati in Andhra Pradesh are bound to create humongous demand for cement. 

Further, soaring Government investments in the sectors of irrigation, road construction, 

dams’ construction and development of smart cities will lead to a surge in cement 

demand which we envisage to grow at 15% CAGR over FY17E-FY19E in the above said 

regions. SCL derives ~44% of its cement volume sales from AP and Telangana and to 

further increase its penetration in those markets, the company plans to expand its 

capacity at BMM unit (located in AP) from 1 MTPA to 1.5 MTPA by FY18E.  

On the contrary, cement production in East (incl. NE) grew by 6.94% CAGR over FY12-

FY16. Cement demand in East is expected to outpace most other regions by growing at 

~9% CAGR over FY16-FY21E with states like West Bengal and Orissa being the major 

growth drivers on the back of off-take in Government projects. SCL currently derives 

~6% of its cement volume sales from Orissa and to increase its exposure in eastern 

markets, the company plans to ramp up its capacity at Bayyavaram unit (located in 

North AP) from 0.3 MTPA to 1.5 MTPA by FY19E. 

We estimate cement demand in South to grow by 7.36% CAGR and East (incl. NE) to 

grow by 8.62% CAGR over FY16-FY20. Consequently, we estimate SCL’s cement 

volumes to grow from 1.65 MT in FY16 to 3.42 MT by FY19E on the back of high 

exposure to favorable regions and increase in its manufacturing capacity from 4.3 MTPA 

to 6 MTPA over the same period. 

Investment in Opex to result into enhanced margins: Historically, SCL’s power and 

fuel cost (P&F) has remained elevated due to high usage of imported coal and purchase 

of electricity from external sources (P&F costs of INR 1333/ton in FY16). Currently, SCL 

possesses a captive power plant (CPP) of 25 MW in the BMM unit and plans to set up a 

WHRS of 6 MW by FY18E and CPP of 15 MW by FY19E in its Mattampally unit as a part of 

its operating expenditure. Likewise, SCL has switched to pet-coke usage from imported 

coal leading to 20% cost savings on per cal basis. Going ahead, we estimate SCL’s 

investment in opex will result into lower P&F costs for the company despite surge in pet-

coke prices (P&F costs of INR 1184/ton by FY19E as against INR 1333/ton by FY16). 

Additionally, we believe that lead distance for SCL on a consolidated basis will go down 

from 500 kms in FY16 to 450 kms by FY19E on the back of acquisition of BMM unit and 

Bayyavaram unit in AP. We reckon that the consolidation will lead to shorter lead 

distance coupled with deeper market penetration in East (Orissa) and West 

(Maharashtra). We estimate the freight costs to remain range-bound and project it to be 

INR 809/ton by FY19E as against INR 730/ton in FY16 taking into consideration the 

surge in freight rates as well as diesel prices.   
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Share Holding pattern (%)  

Particulars Dec16 Sep16 Jun16 

Promoters 56.7 56.7 56.7 

FIIs 2.12 2.12 2.08 

DIIs 5.38 5.38 5.43 

Others 35.81 35.81 35.79 

Total 100 100 100 

Source: BSE  
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Surge in free cash flows leading to financial deleveraging: SCL planned an outlay of INR 4000 mn for capital 

expenditure over FY17E-FY19E out of which it already incurred a capex of INR 1250 mn on setting up of WHRS and 

acquisition of Bayyavaram unit. In-order to meet the capital requirement, SCL raised INR 2200 mn through equity (QIP) 

and proposes to meet the further requirements through internal accruals. Surge in volume sales for SCL over FY16-FY19E 

will result into improvement in free cash flow generation (INR 1700 mn by FY19E as against INR 37.5 mn in FY16) for the 

company resulting into its net debt coming down from INR 4278 mn in FY16 to INR 2981.5 mn by FY19E. We estimate the 

reduction in debt will lead to enhancement of return ratios with ROCE increasing from 9.18% in FY16 to 17.57% by FY19E 

and Net debt/Equity reducing from 0.78 to 0.32 in the same period.     

 

Valuation & Outlook: 

Currently, SCL’s net debt stands at INR 4761.9 mn which we estimate it to curtail to INR 2981.5 mn by FY19E. With SCL 

increasing its capacity from 4.3 MTPA in FY17E to 6 MTPA by FY19E, the company’s EV/EBITDA stands at 6.34x and EV/ton 

stands at $45 on FY19E basis. We believe SCL will deliver superior growth both on volume front as well as margin front on 

the back of its capex and opex plans. We reckon SCL’s healthy presence in high growing regions, improvement in margins, 

robust volume growth and strength of balance sheet will help in re-rating of the stock.  

Consequently, we value Sagar Cements Ltd at an EV/EBITDA of 7.5X and EV/ton of $60 on FY19E and arrive at a target 

price of INR 972 translating into a 30% upside from current price of INR 748 subject to further re-rating depending upon 

volume growth and margin improvements. 

   
Key Financials: 

Particulars (INR Mn) FY15* FY16 FY17E FY18E FY19E 

Revenues 6626.60 8624.10 9298.58 12299.62 16116.59 

EBITDA 564.00 1240.10 1251.64 1951.12 2865.19 

PAT 2966.60** 461.10 81.44 601.83 1252.39 

EPS 170.49 26.50 3.99 29.50 61.39 

P/E (x) 1.73 14.96 186.62 25.25 12.14 

EV/EBITDA (x) 9.99 9.01 14.51 9.83 6.34 

*standalone 

**includes other income of INR 3490 mn on stake sale in JV 

Source: Company, KRChoksey Research 
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Management team: 
 

Name Designation Executive / Non-Executive 

 O Swaminatha Reddy Chairman Non-Executive 

 S Veera Reddy Managing Director Executive 

 S Anand Reddy Joint Managing Director Executive 

 S Sreekanth Reddy Executive Director Executive 

 R Soundararajan Company Secretary NA 

 K Thanu Pillai Independent Director Non-Executive 

 K Prasad CFO Non-Executive 

 John Eric Fernand  Director Non-Executive 

 S Rachana Director Non-Executive 

 V H Ramakrishnan Independent Director Non-Executive 

Source: Company Data, KRChoksey Research 

 

 
Share Holding Pattern: 
 
 

 
 

Source: Company Data, KRChoksey Research 

 
 
Fund Holding: 
 

Fund Name (as on Feb2017) Market Value (INR Mn) No of Shares 

SBI Mutual Fund 7201.6 931045 

HDFC Mutual Fund 7116.2 920000 

ICICI Prudential Mutual Fund 4331.6 560000 

IDFC Mutual Fund 2274.1 294000 

Edelweiss Mutual Fund 272.4 35212 

Mahindra Mutual Fund 251 32455 

Source: Company Data, KRChoksey Research 
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Q3FY17 Result Update: 
 

Particulars (Mn) Q3FY17 Q2FY17 Q3FY16* Q-o-Q Y-o-Y 

Total Sales 2212.5 2208.3 1303.8 0.19% 69.70% 

Total Expenditure 1917.7 1919.2 1165.0 -0.08% 64.60% 

     Cost of Raw Materials 178.0 86.2 225.4 106.50% -21.03% 

     Employee Cost 97.0 109.5 85.8 -11.41% 13.03% 

     Power and Fuel Costs 605.5 706.2 339.8 -14.26% 78.19% 

     Transportation costs 389.7 384.3 175.8 1.40% 121.68% 

     Other expenses 347.4 335.5 176.9 3.56% 96.44% 

     Excise duty paid on sales 300.1 297.5 161.4 0.86% 85.98% 

PBIDT (Excl OI) 294.8 289.0 138.8 2.00% 112.45% 

EBITDA Margins (%) 13.3% 13.1% 10.6% 24bps 268bps 

Depreciation 120.4 114.4 62.4 5.29% 93.11% 

Other Income 9.4 5.0 80.8 88.70% -88.38% 

EBIT 183.8 179.7 157.2 2.30% 16.92% 

Interest 163.5 160.2 107.0 2.09% 52.87% 

EBT 20.3 19.5 50.2 4.06% -59.61% 

Tax 25.6 19.0 19.8 34.45% 29.53% 

PAT  -5.3 0.5 30.5 -1271.15% -117.45% 

PAT Margin (%) -0.2% 0.0% 2.3% -26bps -258bps 

EPS -0.31 0.02 1.74 -1350.59% -117.60% 

* standalone 

Source: Company, KRChoksey Research 

 
 

Key takeaways of conference call: 

 
 The impact of demonetization wasn’t as severe as envisaged in the Southern region due to high demand from 

institutional sales and higher penetration of banking channels. The management expects AP and Telangana to be 

the major growth drivers in the Southern region and expect to deliver a growth of 15% CAGR over FY17E-FY19E. 

Projects of low cost housing and irrigation are bound to create substantial demand in Telangana while the new 

capital formation of Amarawati will bring sizeable demand in Andhra Pradesh. 

 Management expects cement demand in Tamil Nadu and Kerala to be flattish over FY17E-FY19E while they expect 

demand to grow by 5% CAGR over FY17E-FY19E in Karnataka and Maharashtra. The cement demand outlook in 

Orissa looks healthy with growth expectation of 5% in FY18E and 10% in FY19E. 

 The company plans to increase the capacity of grinding unit in Bayyavaram unit from 0.3 MTPA to 1.5 MTPA by 

FY19E leading to better capacity utilizations at Mattampally clinker unit and create further presence in eastern 

markets (Orissa) with PSC variant.  

 The company incurred an opex of INR 650 mn in setting up of WHRS of 6 MW at Mattampally unit which is bound to 

save INR 150 mn every year from FY18E while plans to incur an opex of INR 1000 mn in setting up of CPP of 15 MW 

by FY19E at the Mattampally unit which is projected to save INR 100 mn every year.  

 Overall, the cement demand outlook remains positive in the Southern region with institutional demand being the 

major growth driver.   
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Financials: 
 

Consolidated Income Statement 

INR mn (Ind AS) FY15* FY16 FY17E FY18E FY19E 

Total Sales 6626.60 8624.1 9298.58 12299.62 16116.59 

COGS 573.20 1368.5 773.69 1005.79 1307.53 

Employee Expenses 334.50 410.1 426.05 532.56 692.33 

Power and fuel 2102.30 2204 2623.75 3208.47 4048.47 

Transportation cost 1085.70 1204.8 1561.99 2152.43 2763.99 

Other Expenses  1096.10 1106.6 1412.36 1844.94 2336.90 

Excise duty 870.80 1090 1249.10 1604.30 2102.16 

EBITDA 564.00 1240.1 1251.64 1951.12 2865.19 

D&A 215.00 336.5 467.50 516.32 540.82 

Other income 3662.60** 40.8 32.00 43.05 64.47 

EBIT  4011.60 944.4 816.14 1477.85 2388.84 

Interest Expense 230.80 417.7 636.95 579.60 519.60 

PBT 3780.80 526.7 179.19 898.25 1869.24 

Tax 814.20 65.6 97.75 296.42 616.85 

Effective tax rate (%) 21.54% 12.45% 54.55% 33.00% 33.00% 

PAT 2966.60 461.1 81.44 601.83 1252.39 

*standalone 

** includes other income of INR 3490 mn on stake sale in JV 

Source: Company Data, KRChoksey Research 

 
 
Consolidated Balance Sheet 
 

INR mn FY15* FY16 FY17E FY18E FY19E 

Equity Share Capital 173.80 173.80 204.00 204.00 204.00 

Reserves 5039.40 5322.30 5391.52 5903.07 6967.61 

Net worth 5213.20 5496.10 7795.52 8307.07 9371.61 

Total loans 2452.50 4342.70 4830.00 4330.00 3330.00 

Capital Employed 8128 10284 13143 13336 13596 

Net block 4455.80 8996.70 9627.30 11110.98 11270.16 

Inventories 623.10 905.20 1165.83 1377.80 1791.14 

Sundry debtors 580.60 812.10 1019.02 1280.51 1545.43 

Sundry creditors 513.10 1324.00 1483.78 1791.14 2328.48 

Cash and bank  1957.80 64.70 1866.21 355.52 348.48 

Total Current assets 4799.50 2188.50 4538.61 3621.41 4445.30 

Total Current liabilities 2221.50 3288.70 3409.90 3783.02 4506.43 

Capital Deployed 8128 10283 13143 13336 13596 

*standalone 

Source: Company Data, KRChoksey Research 
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Consolidated Cash Flow 
 

INR mn FY15* FY16 FY17E FY18E FY19E 

PAT 2966.60 461.10 81.44 601.83 1252.39 

Depreciation & Amortization 215.00 336.50 467.50 516.32 540.82 

(Incr)/Decr in Working Capital -249.20 176.70 -354.81 -38.56 87.60 

Cash Flow from Operating 498.00 1,288.80 861.48 1,659.18 2,400.41 

(Incr)/ Decr in Gross PP&E -1,927.00 -719.50 -1,098.10 -2,000.00 -700.00 

Cash Flow from Investing 1,741.00 -1,109.00 -1,098.10 -2,000.00 -700.00 

(Decr)/Incr in Debt 5.50 -3,303.50 487.30 -500.00 -1,000.00 

Dividend -104.30 -147.80 -12.22 -90.27 -187.86 

Finance costs -228.00 -401.20 -636.95 -579.60 -519.60 

Issue of debentures/QIP 0.00 1,500.00 2,200.00 0.00 0.00 

Cash Flow from Financing -326.80 -2,352.50 2,038.13 -1,169.87 -1,707.46 

Incr/(Decr) in Balance Sheet Cash 1,912.20 -2,172.70 1,801.51 -1,510.69 -7.05 

Cash at the Start of the Year 45.70 2,166.90 64.70 1,866.21 355.52 

Cash at the End of the Year 1,957.90 29.70 1,866.21 355.52 348.48 

* standalone 

Source: Company Data, KRChoksey Research 

 
Valuations (Consolidated) 

Particulars FY15* FY16 FY17E FY18E FY19E 

EBITDA/tonne 363.87 563 589.26 718.97 838.23 

Volume (mn tonnes) 1.55 1.65 2.12 2.71 3.42 

Growth (%) 
     

Total Sales 18.10% 30.14% 7.82% 32.27% 31.03% 

EBITDA 4205.34% 119.88% 0.93% 55.89% 46.85% 

APAT 1259.73% -84.46% -82.34% 639.00% 108.10% 

Profitability (%) 
     

EBITDA Margin 8.51% 14.38% 13.46% 15.86% 17.78% 

NPM 44.77% 5.35% 0.88% 4.89% 7.77% 

ROE -10.04% 8.39% 1.04% 7.24% 13.36% 

ROCE 6.42% 9.18% 6.21% 11.08% 17.57% 

Per share data      

EPS 170.49 26.50 3.99 29.50 61.39 

BPS 299.61 315.87 382.13 407.21 459.39 

Valuations (x) 
     

P/E (x) 1.73 14.96 186.62 25.25 12.14 

P/BV (x) 0.99 1.26 1.95 1.83 1.62 

EV/EBITDA (x) 9.99 9.01 14.51 9.83 6.34 

EV/tonne ($)  35.80 41.71 63.04 59.62 45.22 

Net Debt/EBITDA 0.88 3.45 2.37 2.04 1.04 

Net Debt/Equity 0.09 0.78 0.38 0.48 0.32 

Interest Coverage 17.38 2.26 1.28 2.55 4.60 

*standalone 

Source: Company Data, KRChoksey Research 
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(INR) 

Recommendation 

20-Mar-17 748 972 BUY 

    

    

    

    

    
 

RATING LEGEND 

Our Rating Upside 

Buy More than 15%  

Accumulate 5% - 15% 

Hold 0 – 5% 

Reduce -5% – 0 

Sell Less than -5% 
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