
ACC's operating standalone performance was below estimate with EBITDA of INR2.2b (v/s est INR3.15b) and PAT of
INR1.23b (v/s est INR1.82b), impacted by lower volumes and higher cost.

Key takeaways:
 Volumes grew by 17.8% YoY (-4% QoQ) to 5.69mt (v/s est 5.77mt). Realization declined by 7% QoQ (+11.5% YoY)

to INR3,779/ton (v/s est INR3,772/ton).

 Net sales improved by 31% YoY (-10% QoQ) to INR21.5b (v/s est INR21.8b); Adj PAT grew by 46% YoY (-64% QoQ)
to INR1.23b (v/s est INR1.82b).

 EBITDA declined by 60% QoQ (+30% YoY) at INR2.2b (v/s est INR3.15b), translating into EBITDA/ton of INR387
v/s INR928 in 2QCY11 (v/s est INR546). Costs were higher than estimates driven by 33% QoQ increase in RM cost/
ton.

 It has written back sales tax of INR617m pertaining to prior period, which boosted reported PAT to INR1.68b.

 Its RMC business subsidiary continues to make loss, with PBIT loss of INR78m (v/s INR88m in 2QCY11 v/s INR88m
in 3QCY10).

 We are downgrading our EPS for CY11 by 5.5% to INR59.7, but maintain CY12 EPS at INR80.7. The stock trades
at 14.2x CY12 EPS, 7.7x EV/EBITDA and USD120/ton. Maintain Neutral  with target price of INR1,227 (~8x CY12E
EV/EBITDA).
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Source: Company/MOSL

Lower realizations, higher cost hurt profitability
 EBITDA declined by 60% QoQ (+30% YoY) at INR2.2b (v/s est INR3.15b), translating

into EBITDA/ton of INR387 v/s INR928 in 2QCY11 (v/s est INR546).
 Costs were higher than estimates driven by 33% QoQ increase in RM cost/ton on

account higher cost of gypsum, fly ash and higher freight on clinker transfer.
 It has written back sales tax of INR617m pertaining to prior period, which boosted

reported PAT to INR1.68b. However, adjusted PAT grew by 46% YoY to INR1.22b.

Strong volumes drive revenues
 ACC's 3QCY11 volumes grew by 17.8% YoY (-4% QoQ) to 5.69mt (v/s est 5.77mt),

driven by ramp-up of new capacities at Wadi and Chanda.
 Realization improved by 11.5% YoY (-6.8% QoQ) to INR3,779/ton (v/s est INR3,772/

ton).
 As a result net sales grew by 31% YoY (-10.5% QoQ) to INR24b.
 ACC Concrete, a 100% subsidiary, revenues grew 17% YoY to INR1.58b.

Trend in volumes and realizations

Trend in EBITDA

Source: Company/MOSL
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Key performance indicator (INR/ton)
3QCY11 3QCY10 YoY (%) 2QCY11 QoQ (%)

Net realization 3,779 3,390 11.5 3,893 -2.9
Expenditure

Raw Materials 612 632 -3.2 589 3.9
Staff Cost 243 243 0.0 182 33.3
Power 971 748 29.7 777 25.0
Freight 585 467 25.3 559 4.7
Purchase of cement 63 53 17.5 80 -21.1
Other Expenditure 918 894 2.7 807 13.7

Total cost 3,391 3,038 11.6 2,993 13.3
EBITDA 387 352 10.1 900 -56.9

Source: Company/MOSL

RMC business continues to be loss making
 ACC's 100% RMC subsidiary witnessed widening of PBIT loss to INR78m (v/s

INR88m in 2QCY11 v/s INR88m in 3QCY10).
 RMC revenues grew by 17% YoY to NR1.58b (4% QoQ decline).
 RMC business had aggressively invested in building the business, but slow down in

volumes has impacted profitability.
 The company has taken several initiatives to turnaround RMC business, and focus in

now on profitability rather than growth, as reflected in deferring of all expansion plans.

Trend in RMC business performance (INR m)

Source: MOSL

Outlook
"A pick-up in demand for cement is likely post monsoon with a similar impact on our
despatches in the coming months; though we do not expect it to be very robust in
view of concerns about a slowdown in economic growth. However in the long term
we maintain a positive outlook for cement as we believe the fundamentals of the
economy remain strong. The supply of domestic coal, our principal source of energy,
has been grim, affecting cement as well as the power sector. The overall outlook for
coal in terms of both availability and pricing is not favorable."
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Valuation and view
 We are downgrading our EPS for CY11 by 5.5% to INR59.7, but maintain CY12 EPS

at INR80.7. We are factoring in for volume growth of 13% in CY11 and 12% in CY12
for ACC. We are modeling in for realization improvement of INR12/bag QoQ in
4QCY11 and improvement of INR12/bag in CY12 over CY11 (+INR10/bag over
4QCY11 or similar to 1QCY12 realizations).

 After two years of muted volume growth, ACC will post robust volume growth of
~12% CAGR over the next two years, driven by new capacities.

 Allotment of coal blocks in MP (in a JV with the state) and West Bengal (in a
consortium) offers option value.

 However, valuation at 14.2x CY12E EPS, 7.7x CY11E EV/ EBITDA and USD120/
ton (~30mt capacity) appears fair. Maintain Neutral  with target price of INR1,227
(~8x CY12E EV/EBITDA).
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Company description
ACC, part of Holcim group, is the largest standalone cement
company in India with total capacity of 30m ton. It has
pan-India presence with 16 plants. It is the oldest player in
the Indian cement industry with ~10% market share.

Key investment argument
 Market leader with strong national presence with overall

market share of 10%.
 High sensitivity to cement prices as every Re1/bag

increase in cement price would increase CY11E EPS
by 3%.

 Focused on reducing power cost by setting up captive
power plants.

Key investment risks
 Very limited scope to increase production through

blending as 85% of cement sold is blended.
 Limited scope to saving cost, as location restricts usage

of imported coal to ~15%

Sector view
 Although sector would continue to be plagued by over-

capacity at least till Dec-11 and expect volatility in
cement prices and cement companies' performance
over next 6-9 months.

 However, we believe we have already witnessed
bottom-of-the-cycle utilization & profitability, and it
should gradually improve hereon given sustainable
demand drivers.

 Next 6-9 months to witnessed increased level of volatility
in cement prices

Recent development
 Nil

Valuation and view
 Valuations at 14.2x CY12E EPS, 7.7x CY11E EV/

EBITDA and US$120/ton (~30mt capacity) appears
fair.

 Maintain Neutral with target price of INR1,227 (~8x
CY12E EV/EBITDA).

Comparative valuations
ACC Ambuja UltraTech

Cements Cement
P/E(x) CY11E 19.5 19.9 14.1

CY12E 14.2 14.8 11.2
P/BV(x) CY11E 3.1 3.0 2.5

CY12E 2.8 2.6 2.1
EV/Ton (US$) CY11E 127 159 128

CY12E 120 153 101
EV/EBITDA(x) CY11E 10.7 11.3 7.8

CY12E 7.7 8.4 6.2

Shareholding pattern (%)
Sep-11 Jun-11 Sep-10

Promoter 50.5 50.5 46.4

Domestic Inst 14.5 15.2 18.1

Foreign 16.6 15.7 15.4

Others 18.5 18.8 20.1

ACC: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)
CY11 59.7 59.5 0.6
CY12 80.7 68.3 18.1

Target Price and Recommendation
Current Target  Upside Reco.
Price (INR) Price (INR)  (%)

1,184 1,227 3.6 Neutral
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Financials and Valuation
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