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Industry HDFC Scrip Code CMP Recommendation 
Cement ACCLTDEQNR Rs 1324 Targets revised to Rs 1445 and Rs 1510 over 3-4 quarters. 

 
Company Profile 
ACC Limited is India's 2nd largest manufacturer of cement and ready mixed concrete with a countrywide network of factories and marketing offices. Established in 
1936, ACC has been a pioneer and trend-setter in cement and concrete technology. It operates with 17 modern cement factories, 57 ready mixed concrete plants, a vast 
distribution network of over 10,000 dealers and a countrywide spread of sales offices. In 2005, ACC Limited along with Ambuja Cements Limited became a part of the 
reputable Holcim group of Switzerland. In 2015 Holcim Limited and Lafarge SA came together in a merger of equals to form LafargeHolcim – the new world leader in the 
building materials industry. 
 
Q1CY18 results and Recent Updates 
ACC’s topline grew by 14.8% YoY to Rs 35.6bn driven by grey cement volume growth of ~7.7% YoY and realisation growth of 5.1% YoY. Sales volume was up by 8% YoY 
to 7.1mn tonnes, due to improvement in volume across all regions. Realisation for the quarter improved 5.1% YoY and 1.3% QoQ, due to better pricing in the states of 
Uttar Pradesh & Chhattisgarh and an increase in sales of value-added products by 18% YoY. Total expenditure increased 13.6% YoY due to a rise in power & fuel and 
freight cost as well as raw material prices. Power & fuel cost rose 7% YoY due to an increase in petcoke & coal prices and lower availability of linkage coal. However, cost 
optimisation measures and higher utilisation helped ACC to contain operational cost sequentially leading to 38bps expansion in EBITDA margin to 13.8%. Finance and 
Depreciation expenses were lower by 24.8% and 10.6% YoY respectively while other income increased 47.4% resulting in 18.6% YoY growth in PAT to Rs 2.5bn. 
 

(Rs mn) Q1CY18 Q1CY17 YoY (%) Q4CY17 QoQ (%) 
Sales volume (mn tn) 7.11 6.60 7.7 6.92 2.7 
Realization/ton (Rs) 4626 4404 5.1 4569 1.3 
Net Sales 35570 30997 14.8 34171 4.1 
Expenditure 31327 27572 13.6 30855 1.5 
EBITDA 4243 3425 18.0 3316 20.3 
EBITDA margin (%) 13.8 13.4 38bps 12.0 187bps 
EBITDA/Ton (Rs) 597 519 15.0 479 24.6 
Other Income 474 321 47.4 460 3.0 
Interest Cost 182 242 (24.8) 324 (43.8) 
Depreciation 1483 1659 (10.6) 1587 (6.6) 
PBT 3728 2588 44.1 2637 41.4 
Tax 1254 498 151.9 953 31.6 
RPAT 2504 2111 18.6 1818 37.8 
EPS (Rs) 13.3 11.2 18.6 9.7 37.8 

 



 
 

RETAIL RESEARCH 
RETAIL RESEARCH 

 

 
RETAIL RESEARCH P a g e  | 2 
 

Merger plans on hold: Ambuja Cement and ACC had in May-2017 announced plans to merge which was expected to provide synergies and cost benefits to both the 
companies. However, in Feb-2018 the companies announced that they were no longer pursuing a merger. ACC was expected to benefit from higher cement prices and 
improved operating metrics as it had the sector’s lowest operational efficiency.  
 
Probable ban on petcoke usage: Government is considering a nationwide ban on the use of pet coke by various industries and a decision is likely to be taken within a 
month, the Supreme Court was informed by the Government on 11-Apr-2018. ACC in order to improve margins was trying to optimize its fuel mix by increasing the use 
of alternative fuels, petcoke and waste heat recovery plants. The ban on petcoke if implemented would increase the cost of production for ACC and dent its 
profitability. 
 
Fall in cement prices: Southern parts of India witnessed sharp price correction for the month of Mar-2018, as the pricing discipline lost its shine amid race for higher 
volumes among the industry players. Cement prices were down by 6% on both yoy and mom basis. Although the prices recovered to some extent in Apr-2018, they 
were still lower on a yoy basis as the offtake was sluggish. ACC is a dominant player in South and the sharp correction would impact its realisations in the coming 
months. 
 
Higher freight costs: Freight costs have been on an uptrend with the increasing prices of diesel. But due to the intensifying competition to gain market share, the 
industry is not able to sustain any significant price improvement. 

ACC board also recommended renewal of the Technology and Know-how Agreement (i.e. royalty to parent) with Holcim Technology for the next 3 years, with no 
changes. Pursuant to the approval granted by the shareholders through postal ballot for entering into a Master Supply Agreement (MSA) with Ambuja Cements, 
company approved limiting the period of the MSA for a period of three years commencing from the date of its execution. 
 
View and Recommendation 
In our Pick of the Week report (Click here) dated 21-Aug-2017, we had recommended to buy ACC Ltd at the then CMP of Rs 1790 and to average in the band between Rs 
1670-1690 for a target price of Rs 1980 and Rs 2095. The stock later touched a high of Rs 1869 on 13-Sep-2017 and a low of Rs 1292 on 24-May-2018. Our average cost 
comes to Rs 1735. 
 
While issuing the Buy report we were expecting operational efficiencies due to modernization efforts of the company to lead to better revenues and margin expansion; 
increasing spend on housing and infra to drive higher volume growth and higher capacity utilisation at its new units in Jamul and Sindri. Also moderation in industry 
capacity addition was expected to lend stability to realisations.  
 
Although we have seen the volume growth being sustained, it has come at the cost of realisation. On a yoy basis, the pricing scenario remains soft, as the all India 
average price is down by 8% for the first two weeks of April. South and North prices are down by 15% and 14% respectively. With the companies vying for market share 
amid sluggish demand, it would be difficult to pass on the increase in freight costs or to sustain any significant price increase. The impending ban on petcoke by the 
Government would further compound problems for the cement companies like ACC. ACC is taking too long to improve its profitability per ton which could now get 
further postponed as the merger with Ambuja Cement has been put on hold. In the process the rerating of its valuation could take longer.  
 
We have revised the estimates downwards for CY18 and CY19 and ascribe a lower valuation multiple to the stock. Existing investors who have long term view can 
continue to hold the stock for sequential targets of Rs 1445 ($110 CY19E EV/Ton and 18.3x CY19E EPS) and Rs 1510 ($115 CY19E EV/Ton and 19.2x CY19E EPS) over 3-4 
quarters. 
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Financials: 
Particulars (Rs mn)  CY16 CY17OE CY17A CY18OE CY18RE CY19OE CY19RE 
Net Sales  109,364 123,267 128,838 140,399 141,721 157,703 157,310 
EBITDA  14,170 19,880 15,555 24,964 18,043 29,967 23,636 
PAT  6,452 10,840 9,155 14,714 10,208 18,681 14,802 
Diluted EPS (Rs)  34.3 57.7 47.5 78.3 54.4 99.4 78.8 
P/E (x)    27.2  24.4  16.8 
EV/EBITDA (x)   14.6  12.6  9.6 
RoE (%)  6.6 11.2 9.8 14.8 9.2 18.2 11.7 

(Source: Company, HDFC sec) 
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Disclosure:  
I, (Atul Karwa, MMS), 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. HSL has no material 
adverse disciplinary history as on the date of publication of this report. 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 have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate does not 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/her relative or HDFC Securities Ltd. or its associate does not have any 
material conflict of interest. 
Any holding in stock – No 
HDFC 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 meant for sole use by the recipient and not for circulation. 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. This document is for information purposes only. Descriptions of any company or companies or their securities mentioned herein are not intended to 
be complete and 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 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 send or has reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or published 
for any purposes without prior written approval of HSL.  
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. 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. 
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. 
 

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 t 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. 
 

This report is intended for non-Institutional Clients only. The views and opinions expressed in this report may at times be contrary to or not in consonance with those of Institutional Research or PCG Research teams of HDFC 
Securities Ltd. and/or may have different time horizons 
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