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BUY CMP Rs96 Target Rs121 Upside 26%

Quarter marked by one-offs; maintain TP of Rs
121

Valuation and Outlook

v STAR’s Q3FY21 performance was subdued as volumes/EBITDA stood 15%/17%
lower than our estimates as repair and maintenance work of bridges near Shillong
Pass led to sharp decline of 33% y/y in outside North East volumes (~20% of
overall volumes). Accordingly, volume/EBITDA degrowth for the quarter was 8.2%
y/y and 10.6% y/y respectively.

v" However, key takeaway for us during Q3FY21 would be capacity expansion plans
highlighted by company (from 5.7 MTPA currently to 10-12 MTPA over next 5
years) wherein STAR is contemplating to add 1.5-2 MTPA grinding unit in
Guwahati, Bihar and Durgapur each alongside setting up clinker unit of ~3 MTPA
in Madhya Pradesh/Chhattisgarh. STAR mentioned about procuring limestone
block in Madhya Pradesh through group company. We believe that STAR's growth
strategy is a focused one as company would continue to target demand growth in
NER, Bihar and North Bengal regions - markets which are hedged against pricing
disruption due to high cost of dispatch for peers.

v" Further, our medium term investment thesis remains intact as we believe that
ramp-up of 2 MTPA Siliguri unit would invigorate growth for the company -
volume/EBITDA CAGR of 29.1%/21.1% respectively over FY21-FY23E.
Moreover, despite capex of Rs 8.25 bn during the same period, STAR would
continue to be debt-free with net cash reserves of Rs 2.75 bn by FY23E.

v In terms of valuations, at CMP of Rs 96, STAR is trading at EV/EBITDA of 6.8x on
FY23E. We have assigned an EV/EBITDA multiple of 9x on FY23E and arrive at TP
of Rs 121/share with potential upside of 26%. We maintain our BUY rating on the
stock. Key Risk: Delay in EC grant for expansion of Meghalaya Clinker Unit.

Key Result highlights

v STAR’s total volumes during Q3FY21 were 15% lower than our estimates and
came in at 0.691 MT, decline of ~8% y/y. De-growth in volumes was primarily led
by repair of bridges near Shillong bypass, leading to logistical issues and resulted
into lower sales volumes outside North East (NER) market - which witnessed sharp
decline of 33.2% y/y. Volumes in NER market at 0.54 MT remained stable (+1.3%

y/y).
v Net sales realization/te stood at Rs 6,128 which was up by 2.3% y/y vs our
estimate of +1% y/y.
v" Net sales stood at Rs 4,234 mn, witnessing de-growth of 6.1% y/y and was 14%
lower than our estimates due to lower volumes. KUNAL SHAH
Lead Analyst

v' EBITDA/te for the quarter was broadly in-line with our expectations - at Rs 1,215
(vs. our est. of Rs 1,247) declining by 2.6% y/y. Clinker production cost/te was
down 5.5% sequentially as the company completely shifted to procurement of coal
from Eastern coalfields as against part consumption of high cost imported coal last
quarter. Accordingly, EBITDA for STAR declined by 10.6% y/y to Rs 840 mn vis- UDIT GAJIWALA, Associate
a-vis our estimates of Rs 1,014 mn.
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v" STAR has incurred exceptional charge of Rs 645 mn related to differential excise duty and

may result into cash outgo of Rs 300-350 mn. However, it remains as one-off in nature. This
resulted into net loss for STAR at Rs 17 mn vs net profit of Rs 712 mn during Q3FY20.

Key Con-call Highlights

v

Volumes declined by 8% y/y for STAR during the quarter as bridges near Shillong pass had
undergone repair works translating into logistical issues. Accordingly, outside NER sales were
significantly impacted - down 33.2% y/y. However, company expects the same to be
resolved by 15th Feb 2021. Demand in North-east continues to remain stable (Q3FY21 NER
volumes were +1.3% y/y).

Prices in north east has remained steady but prices in eastern markets declined by ~Rs20-
25/bag in Q3FY21 and further by Rs 10-15/bag in January 2021.

Company has commissioned Siliguri grinding unit during the quarter. This unit will boost
overall volumes in FY22E. Siliguri unit will help in overall cost savings as it will replace the
30% production of North-East that was traded to eastern markets. The unit will source its
fly ash requirements from NTPC. Meghalaya clinker capacity will be operational by FY24E.
For its WHRS plant, company targets to complete machinery ordering by this month end and
expects the same to be operational in next 12-15 months.

Company has shifted to procure entire coal requirement from eastern coal fields, and they
did not import any quantity in Q3FY21. Coal India did take price hike of ~Rs 500/Te (+6-7%)
which would be reflected from Q4FY21E onwards.

In terms of company targeting to scale up capacity to 10-12 MTPA (5 year plan), STAR is
contemplating the following locations for capacity additions - 1.5-2 MTPA grinding unit in
Guwahati, Bihar and Durgapur each alongside setting up clinker unit of ~3 MTPA in Madhya
Pradesh/Chhattisgarh.

Trade-Non:Trade mix for Q3FY21 stood at 87%-13%

Capex: The 2 MTPA clinker capacity coupled with WHRS plant combined will have capex of
Rs 9.5 Bn of which Rs 2Bn will be spent in FY22E. The WHRS plant will be of 13-14 MW and
total capex of this plant should be ~Rs 1.25 Bn.

Exhibit 1: Quarterly financials

Y/e 31 Mar (Rs mn) Q3FY21 Q2FY21 qoq(%) Q3FY20 yoy (%)
Revenue 4,234 4,019 54 4,512 (6.1)
Operating Profit 840 789 6.4 939 (10.6)
OPM (%) 19.8 19.6 19.1 bps 20.8 (99.2) bps
Other Income 74 66 13.1 65 14.4
Depreciation 208 211 (1.2) 232 (10.4)
Interest 19 18 4.3 38 (50.6)
PBT 41 626 (93.4) 734 (94.4)
Tax 40 12 249.0 22 83.6
PAT (17) 603 - 712 -
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Exhibit 2: Per tonne analysis

Per te (in Rs) Q3FY21 Q2FY21 qoq(%) Q3FY20 OAVA)
Cement volumes (MT) 0.69 0.65 6.0 0.75 (8.2)
Net realization 6,128 6,164 (0.6) 5,992 2.3
Raw Material cost 1,206 1,756 (31.3) 1,314 (8.2)
Employee cost 493 474 4.1 430 14.6
Power and fuel cost 1,460 1,065 37.0 1,228 18.8
Freight cost 1,058 1,122 (5.7) 1,169 (9.5)
Other expenses 696 537 29.7 602 15.6
EBITDA 1,215 1,211 0.4 1,248 (2.6)
Exhibit 3: Financial Summary
Y/e 31 Mar (Rs mn) FY20 FY21E FY22E FY23E
Cement volumes (MTPA) 2.9 2.8 3.8 4.6
Revenues 18,439 17,074 23,199 27,522
EBITDA 3,951 3,529 4,244 5176
EBITDA/te (Rs) 1,351 1,278 1,110 1,125
CFI (2,271) (650) (2,450) (5,150)
Net debt (2,686) (4,568) (4,563) (2,750)
Net debt/Equity (x) (0.1) (0.2) (0.2) (0.1)
Net debt/EBITDA (x) (0.7) (1.3) (1.1) (0.5)
ROE (%) 15.4 9.6 12.4 13.8
ROCE (%) 17.7 14.6 15.3 16.9
EV/EBITDA (x) 8.5 10.0 8.3 6.8
EV/ton ($) 130 88 88 88
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. This report is not directed or intended for distribution to, or
use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which
would subject YSL and associates to any registration or licensing
requirement within such jurisdiction. The securities described herein may or
may not be eligible for sale in all jurisdictions or to certain category of
investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.

DISCLOSURE OF INTEREST

Name of the Research Analyst : Kunal Shah, Udit Gajiwala

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.

Particulars Yes/No

Sr.
No.
Research Analyst or his/her relative’s or YSL’s financial

interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of
2 the subject company(ies) at the end of the month No
immediately preceding the date of publication of the
Research Report

Research Analyst or his/her relative or YSL has any other
3 material conflict of interest at the time of publication of No
the Research Report

Research Analyst has served as an officer, director or
employee of the subject company(ies)

YSL has received any compensation from the subject

company in the past twelve months No

YSL has received any compensation for investment
6 banking or merchant banking or brokerage services from No
the subject company in the past twelve months

YSL has received any compensation for products or
services other than investment banking or merchant
banking or brokerage services from the subject company
in the past twelve months

No

YSL has received any compensation or other benefits from
8 the subject company or third party in connection with the No
research report

YSL has managed or co-managed public offering of
9 securities for the subject company in the past twelve No
months

Research Analyst or YSL has been engaged in market

iy making activity for the subject company(ies)

No

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL”) is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL
offers, inter alia, trading/investment in equity and other financial products along with various
value-added services. We hereby declare that there are no disciplinary actions taken against YSL
by SEBI/Stock Exchanges.
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