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Star Cement

Multiple triggers for industry-best margins

We maintain our BUY rating on Star Cement with an unchanged target price of
INR 240/sh (11x FY27E consolidated EBITDA). We recently interacted with the
management on the company’s growth prospects. Star’s industry-best margin
performance should continue to be buoyed by resumption of large GST
incentives FY25 onwards along with savings from rising share of low-cost green
power and stabilization of recently-commissioned kiln. It is also augmenting
its TSR share to ~15% by H1FY26 and invested in a large fleet of trucks to reduce
freight cost volatility. We estimate Star will deliver 11% volume CAGR during
FY24-27E, and its margin will expand to ~INR 1,430/MT during FY26-27E. Star’s
cement capacity will expand by another 4mnMT by FY27-end with upcoming
expansions in the north-east region which will bolster its market leadership. It
has also won limestone mines in Rajasthan and Assam, which will pave the
way for future expansions.

®  Volume growth to accelerate: Cement demand continues to be strong in the
north-east region (NER). Star expects to deliver ~10% volume growth in
(Q4FY25, leading to 6-7% YoY growth in FY25E. With its recently-
commissioned clinker unit fully stabilized, Star is confident of capturing a
large chunk of the incremental demand in the NER and hence deliver ~12-
15% volume growth in FY26E. Its sales outside NER fell in FY25, which is
expected to rebound in FY26E, adding to volume growth. Cement prices have
marginally improved QoQ during Q4FY25 in the NER but remain flattish in
the eastern region.

= Rising incentive income to provide competitive edge: As against average
incentive accrual of ~INR 300/MT during FY23/FY24, it had fallen to ~INR
55/MT in FY24 as most of the incentives on older units expired. With the
ramp-up of the recently-commissioned clinker and grinding units and the
upcoming grinding units, the incentives accruals will again rebound to ~INR
320 per MT in FY25E and to >INR 350/MT during FY26/27E. We  estimate
Star’'s NSR (ex-incentives) to decline at 2% CAGR during FY24-27E, as we
factor in rise in competitive intensity when Dalmia’s expansions get
operational during 2025. However, the incentives should more than offset the
pricing decline, leading to a reported NSR CAGR of 0.5% in the said period.

= Additional cost levers to buoy margin: In FY25, delays in stabilization of the
new kiln led to external clinker purchases, inflating Star’s opex by ~INR
600mn. As this will not be there is subsequent years, FY26 cost should reduce
by ~INR 110/MT YoY. Star is gradually ramping up its TSR share to 15% by
H1FY26 from 4/9% at end of FY23/24. This will lead to fuel cost savings and
opex reduction by ~INR 30/MT thereafter. The share of low-cost total green
power consumption stood at ~29% in FY24 (including 25% WHRS share).
With the full commission of the second WHRS of 12MW, the share of
WHRS/green power will increase to ~35/40% in FY26E. Thus, its power cost is
expected to reduce by ~INR 650mn in FY26E vs INR 350mn YoY. This implies
additional opex savings of ~INR 55/MT. Further, Star will be sourcing green
power from JSW Green Energy (under group captive scheme), which should
commence from the start of FY27E. This will further bolster the share of green
power to ~55% in FY27, leading to a further cost reduction of ~INR 70/MT, in
our view. Star has recently bought 120 trucks for its clinker/raw materials
movement. This is expected to reduce the volatility in freight costs during the
peak demand period. Star expects its unit fuel cost to remain stable at ~INR
1.5/mnCal during FY25/26E.

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters
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Thus, overall, we estimate Star’s variable costs to reduce by > INR 250/MT in FY27E
(over FY25E). These should more than offset the increase in promotional expenses
to bolster sales and overhead costs from the commissioning of the Silchar GU at the
end of FY26E

Expansions progress and Capex outgo: The 2mn MT greenfield SGU at Silchar is
expected at the end of FY26E. Thereafter, the Jorhat SGU is expected by the end of
FY27E. These will expand Star’s footprint across south-eastern parts of Assam and
double Star’s total cement capacity to 11.7mn MT by FY27E (over FY23). The AAC
block and construction chemical plants will get operational in Mar-25 and start
contributing FY26 onwards (revenue and margin potential of INR 350-400mn and
20-25% respectively). Star has guided a Capex outgo of INR 6.7/6.6/5.4bn during
FY25/26/27E towards these projects, including maintenance Capex.

New limestone mines to drive future expansions: Star won limestone mines in
Rajasthan in Q2FY25 (reserves of 64mn MT) and in Assam (193mn MT). Star would
work on these projects during FY27-30E as the next round of its expansion. Star
expects to commission an integrated plant in Rajasthan first, followed by a greenfield
integrated plant in Assam.

Maintain BUY: Star Cement remains in a sweet spot owing to the rising share of
low-cost green power, fuel cost reduction, and timely expansion in the NE region
with large GST incentives. Thus, Star should remain the largest seller in the lucrative
NE region and continue to deliver the industry's best margins. Its balance sheet
remains extremely comfortable (net debt to EBITDA < 1x) during FY24-27E, despite
these expansions. We estimate consolidated volume CAGR of 11% along with 0.5%
NSR CAGR. In the same period, as we expect unit opex to decline at 0.4% CAGR,
unit EBITDA to rise to ~INR 1,430/MT during FY26-27E, maintaining its industry
lead. We maintain BUY with an unchanged TP of INR 240/share.

Key operational assumptions

FY22 FY23 FY24 FY25E FY26E FY27E

Cement Cap (mn MT) 5.7 5.7 7.7 7.7 9.7 11.7
Sales Volume (mn MT) 34 4.0 4.4 4.7 5.3 6.0
YoY change (%) 26.2 17.9 10.6 6.1 13.0 13.0
Utilisation (%) 59.8 70.5 57.8 61.3 55.0 51.5
(Rs/ MT trend)

NSR 6,527 6,739 6,554 6,597 6,663 6,663
YoY change (%) 4.9 3.2 (2.7) 0.6 1.0 -
Raw Materials 1,685 1,559 1,647 1,680 1,612 1,629
Power & Fuel 1,225 1,347 1,250 1,187 1,069 1,037
Freight costs 1,255 1,262 1,103 1,103 1,125 1,142
Employee cost 468 491 484 547 532 542
Other expense 880 913 819 910 886 886
Total Opex 5,513 5,572 5,301 5,427 5,224 5,235
YoY change (%) 9.9 1.1 (4.9) 2.4 (3.7) 0.2
EBITDA per MT 1,014 1,167 1,253 1,170 1,438 1,428
YoY change (%) (17.7) 15.1 74 (6.6) 23.0 (0.7)

Source: Company, HSIE Research

Estimates revision summary (consolidated)

FY25E FY26E FY27E FY25E FY26E FY27E FY25E FY26E FY27E
INR bn New New New Old Old Old| Chg% Chg%  Chg%
Net Sales 31.09 35.48 40.09 31.09 35.48 41.21 0.0 (0.0) (2.7)
EBITDA 331l 7.66 8.59 5.51 7.30 8.69 0.0 4.9 (1.1)
APAT 1.76 2.87 3.18 1.94 347 3.79 9.1) (17.2) (16.0)
AEPS 4.36 711 7.86 4.80 8.58 9.36 (9.1) (17.1) (16.0)

Source: Company, HSIE Research
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Owing to large expansions, cement and clinker utilisation
will remain sub-par
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Star should continue to deliver Industry leading EBITDA

Source: Company, HSIE Research

Rising share of low-cost green energy and stabilization of

margin new Kkiln should reduce input cost
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Net debt/EBITDA to remain below 1x despite ongoing

Source: Company, HSIE Research

Healthy return ratio to continue
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Financials
Consolidated Income Statement
YE Mar (INR mn) FY22 FY23 FY24 FY25E FY26E FY27E
Revenues 22,218 27,048 29,107 31,085 35,478 40,090
Growth % 29.2 21.7 7.6 6.8 14.1 13.0
Raw Material 5,736 6,257 7,313 7,915 8,586 9,799
Power & Fuel 4,169 5,406 5,551 5,596 5,691 6,238
Freight Expense 4,271 5,067 4,897 5,196 5,989 6,869
Employee cost 1,594 1,969 2,148 2,578 2,835 3,261
Other Expenses 2,996 3,664 3,635 4,289 4,718 5,332
EBITDA 3,453 4,684 5,563 5,512 7,659 8,592
EBIDTA Margin (%) 15.5 17.3 19.1 17.7 21.6 214
EBITDA Growth % 3.8 35.7 18.8 0.9) 38.9 12.2
Depreciation 1,216 1,311 1,466 3,328 3,297 3,536
EBIT 2,236 3,373 4,097 2,185 4,362 5,056
Other Income 334 521 265 81 55 91
Interest 133 97 126 307 127 404
PBT 2,437 3,797 4,236 1,959 4,290 4,743
Tax (31) 1,321 1,285 196 1,416 1,565
Minority Interest - - - - - -
RPAT 2,468 2,476 2,951 1,763 2,874 3,178
EO (Loss) / Profit (Net Of Tax) - - - - - -
APAT 2,468 2,476 2,951 1,763 2,874 3,178
APAT Growth (%) 2.8 0.3 19.2 (40.3) 63.0 10.6
AEPS 6.1 6.1 7.3 44 7.1 7.9
AEPS Growth % 4.9 0.3 19.2 (40.3) 63.0 10.6
Source: Company, HSIE Research
Consolidated Balance Sheet
YE Mar (INR mn) FY22 FY23 FY24 FY25E FY26E FY27E
SOURCES OF FUNDS
Share Capital 404 404 404 404 404 404
Reserves And Surplus 21,280 23,760 26,697 28,460 31,334 34,194
Total Equity 21,684 24,164 27,101 28,864 31,738 34,598
Minority Int - - - - - -
Long-term Debt 80 48 848 2,139 3,153 5,669
Short-term Debt 76 305 622 626 631 636
Total Debt 157 354 1,469 2,766 3,784 6,305
Deferred Tax Liability (3,539) (2,890) (2,401) (2,205) (2,763) (3,379)
TOTAL SOURCES OF FUNDS 18,302 21,627 26,170 29,425 32,760 37,524
APPLICATION OF FUNDS
Net Block 9,235 8,909 14,159 14,682 16,285 18,633
Capital WIP 1,091 5,506 10,216 13,216 14,216 16,216
Total Non-current Investments - - - - - -
Total Non-current Assets 10,325 14,416 24,375 27,898 30,501 34,849
Inventories 1,953 3,741 3,350 3,730 4,435 5,011
Debtors 1,287 1,047 1,508 1,710 1,951 2,205
Cash and Cash Equivalents 7,881 5,493 993 512 1,133 1,576
Other Current Assets 2,465 3,727 3,397 3,408 3,681 3,986
Total Current Assets 13,586 14,008 9,248 9,361 11,200 12,778
Creditors 2,125 2,820 2,197 2,981 3,402 3,844
Other Current Liabilities & Provns 3,486 3,976 5,256 4,853 5,539 6,259
Total Current Liabilities 5,610 6,796 7,453 7,834 8,940 10,103
Net Current Assets 7,976 7,212 1,794 1,527 2,259 2,675
TOTAL APPLICATION OF FUNDS 18,302 21,627 26,170 29,425 32,760 37,524
Source: Company, HSIE Research
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Consolidated Cash Flow
YE Mar (INR mn) FY22 FY23 FY24 FY25E FY26E FY27E
Reported PBT 2,437 3,797 4,236 1,959 4,290 4,743
Non-operating & EO Items (304) (337) (161) (81) (55) 91)
Interest Expenses 133 97 126 307 127 404
Depreciation 1,190 1,289 1,418 3,328 3,297 3,536
Working Capital Change 2,227 (417) 41 178 (1,227) (1,206)
Tax Paid (350) (677) (762) (392) (858) (949)
OPERATING CASH FLOW (a) 5,333 3,752 4,897 5,299 5,574 6,437
Capex (1,974)  (5,694) (10,391)  (6,850)  (5,900)  (7,885)
Free Cash Flow (FCF) 3,359  (1,942) (5494) (1,551) (326) (1,447)
Investments (2,385) 2,512 3,548 - - -
Non-operating Income 308 466 343 81 55 91
INVESTING CASH FLOW (b) (4,050) (2,717)  (6,501)  (6,769)  (5,845) (7,794)
Debt Issuance/(Repaid) (104) 197 972 1,296 1,019 2,521
Interest Expenses (129) 97) (107) (307) (127) (404)
FCFE 3,126  (1,842)  (4,629) (562) 565 670
Share Capital Issuance (1,524) - - - - -
Dividend - - - - - (318)
FINANCING CASH FLOW (c¢) (1,756) 100 865 989 891 1,799
NET CASH FLOW (a+b+c) 474) 1,135 (738) (481) 620 443
Closing Cash & Equivalents 4,243 9,017 4,755 512 1,133 1,576

Source: Company, HSIE Research

Key Ratios

FY22 FY23 FY24 FY25E FY26E FY27E
PROFITABILITY %
EBITDA Margin 15.5 17.3 19.1 17.7 21.6 21.4
EBIT Margin 10.1 12.5 14.1 7.0 12.3 12.6
APAT Margin 11.1 9.2 10.1 5.7 8.1 79
RoE 11.6 10.8 11.5 6.3 9.5 9.6
RolIC (pre-tax) 21.1 33.8 32.0 14.3 26.4 27.2
RoCE (pre-tax) 14.2 19.5 18.3 8.2 14.2 14.6
EFFICIENCY
Tax Rate % (1.3) 34.8 30.3 10.0 33.0 33.0
Fixed Asset Turnover (x) 1.5 1.6 14 12 12 1.1
Inventory (days) 32 50 42 44 46 46
Debtors (days) 21 14 19 20 20 20
Other Current Assets (days) 40 50 43 40 38 36
Payables (days) 35 38 28 35 35 35
Other Current Liab & Provns (days) 57 54 66 57 57 57
Cash Conversion Cycle (days) 2 23 10 12 12 10
Net Debt/EBITDA (x) (2.2) (1.1) 0.1 0.4 0.3 0.6
Net D/E 0.4) 0.2) 0.0 0.1 0.1 0.1
Interest Coverage 16.8 34.8 32.5 7.1 34.2 12.5
PER SHARE DATA (Rs)
EPS 6.1 6.1 7.3 44 7.1 7.9
CEPS 9.1 9.4 10.9 12.6 15.3 16.6
Dividend - - - - - 0.8
Book Value 53.7 59.8 67.1 714 78.5 85.6
VALUATION
P/E (x) 35.2 35.1 29.4 49.3 30.2 27.3
P/Cash EPS (x) 23.6 229 19.7 17.1 14.1 12.9
P/BV (x) 4.0 3.6 3.2 3.0 27 25
EV/EBITDA (x) 22.8 16.9 14.8 15.0 10.8 9.7
EV/MT(Rs) 13.82 13.89 10.70 10.73 8.51 7.14
Dividend Yield (%) - - - - - 04

Source: Company, HSIE Research
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Rating Criteria

BUY: >+15% return potential

ADD: +5% to +15% return potential
REDUCE: -10% to +5% return potential
SELL: >10% Downside return potential

Page | 6



El HDFC securities er
Click. Invest. Grow. YEARS
INSTITUTIONAL RESEARCH

Star Cement: Company Update
Disclosure:

We, Rajesh Ravi, MBA, Keshav Lahoti, CA, CFA & Riddhi Shah, MBA authors and the names subscribed to this report,
hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s)
or securities. SEBI conducted the inspection and based on their observations have issued advise/warning. The said
observations have been complied with. We also certify that no part of our compensation was, is, or will be directly or
indirectly related to the specific recommendation(s) or view(s) in this report.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company.
Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or more
in the subject company at the end of the month immediately preceding the date of publication of the Research Report. Further
Research Analyst or his relative or HDFC Securities Ltd. or its associate does have/does not have any material conflict of
interest.

Any holding in stock - NO

HDEFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must
not be used as a singular basis of any investment decision. The views herein are of a general nature and do not consider the
risk appetite or the particular circumstances of an individual investor; readers are requested to take professional advice
before investing. Nothing in this document should be construed as investment advice. Each recipient of this document
should make such investigations as they deem necessary to arrive at an independent evaluation of an investment in securities
of the companies referred to in this document (including merits and risks) and should consult their own advisors to
determine merits and risks of such investment. The information and opinions contained herein have been compiled or
arrived at, based upon information obtained in good faith from sources believed to be reliable. Such information has not
been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy,
completeness or correctness. All such information and opinions are subject to change without notice. Descriptions of any
company or companies or their securities mentioned herein are not intended to be complete. HSL is not obliged to update
this report for such changes. HSL has the right to make changes and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by,
any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such
distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject
HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same
should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or
published in whole or in part, directly or indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have
an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as ADRs,
the values of which are influenced by foreign currencies effectively assume currency risk. It should not be considered to be
taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or other
financial instruments. This report should not be construed as an invitation or solicitation to do business with HSL. HSL may
from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail and/or its
attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position
in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving
such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the
company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other potential
conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages
sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation
in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or
income, etc.

Page | 7



El HDFC securities er
Click. Invest. Grow. YEARS
INSTITUTIONAL RESEARCH

Star Cement: Company Update
HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks,
securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from
time to time or may deal in other securities of the companies / organizations described in this report. As regards the associates
of HSL please refer the website.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have
been mandated by the subject company for any other assignment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period
preceding twelve months from the date of this report for services in respect of managing or co-managing public offerings,
corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or
specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third
party in connection with preparation of the research report. Accordingly, neither HSL nor Research Analysts have any
material conflict of interest at the time of publication of this report. Compensation of our Research Analysts is not based on
any specific merchant banking, investment banking or brokerage service transactions. HSL may have issued other reports
that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as
an officer, director or employee of the subject company. We have not received any compensation/benefits from the subject
company or third party in connection with the Research Report.

Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length distance with the
Research team and all its activities are segregated from Research activities. The proprietary desk operates independently,
potentially leading to investment decisions that may deviate from research views.

HDEC securities Limited, I Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp.
Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone: (022) 3901 9400

HDEFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg.
No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INH000002475; SEBI
Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
Mutual Funds’ Investments are subject to market risk. Please read the offer and scheme related documents carefully before
investing.

Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in no way guarantee
performance of the intermediary or provide any assurance of returns to investors.

HDEC Securities

Institutional Equities

Unit No. 1602, 16th Floor, Tower A, Peninsula Business Park,
Senapati Bapat Marg, Lower Parel, Mumbai - 400 013

Board: +91-22-6171-7330 www.hdfcsec.com

Page | 8



