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Star Cement

Healthy margin and volume outlook until FY28E

We maintain BUY on Star Cement with a revised TP of INR 250/sh (12x Sep’28E
consolidated EBITDA). We recently interacted with management to discuss the
company’s growth prospects. Management noted that Q2FY27 volume growth
is likely to remain flat YoY, with the decline in July being offset by traction in
August/September. On the margin front, it expects a flattish margin QoQ (and
hence industry-best) as a slight decline in the fuel cost (Q1 base was higher)
will offset higher packing costs (and even NSR is expected to be flat). Star is
currently focused on its 5mn MT greenfield IU in the north, which should be
operational by FY29E and add to volume growth FY29 onward. On the margin
front, it expects various ongoing initiatives to reduce logistics cost by ~INR
100/MT from the start of FY28E. Even regional competition in the northeast
region (NER) is likely to remain subdued until FY29E, benefitting incumbent
leaders Star Cement and Dalmia Bharat. We estimate Star will deliver 12%
volume CAGR over FY26-29E. It should continue to deliver industry-best
margin of >INR 1,400/MT until FY28E, in our view. We estimate this will
moderate to INR 1,234/MT in FY29E, owing to initial operating loss in the north
and rising competition in the NER. Thus, we expect EBITDA to remain largely
unchanged over FY26-29E (~0% CAGR). We also expect its net debt to EBITDA
to peak at~2.3x in FY29E.

= Q2FY27E outlook: Star delivered 5% YoY consolidated volume growth in
Q1FY27, led by higher offtake outside the NER while the NER sales were flat.
Q2FY27 started off on a weak note amid heavy floods in the NER, leading to
volume decline in July. However, growth came back in August and even
September volumes are higher YoY. Hence, Star expects to deliver flattish to
marginal volume growth YoY in Q2. It also expects its blended NSR to remain
flattish QoQ, as slight pricing pressure is offset by higher incentives QoQ. On
the cost front, Star’s fuel cost in Q1 was elevated and the same is expected to
marginally cool off QoQ (as against the industry witnessing a rise). However,
its packing cost will increase as PVC resin prices continue to rise. Even other
expenses will go up on op-lev loss (lower volumes QoQ) and planned
maintenance shutdowns. Overall, Star is confident of delivering a flattish
margin of ~INR 1,400/MT, which will remain the best in the industry (down
~INR 200/YoY on lower incentives since Q3FY26 post-GST rate cut).

= Logistics cost reduction target: Star’s railway sidings in Silchar (Assam) will
become operational by Q3FY27. Additionally, it is looking to install wagon
tippler in Siliguri (West Bengal) by Mar-27. Along with the addition of green
trucks in the fleet, these could drive ~INR 100/MT in logistics cost savings
from the start of FY28, thereby boosting margin amid rising competition.

= Expansion update: Currently, Star is geared for executing its greenfield north
plants: 3.3/2.5mn MT clinker/cement IU in Nimbhol (Rajasthan) and 2.5mn
MT SGU in Barwala (Haryana). It expects the whole project to become
operational in FY29E. These plants have secured state incentives for 10 years,
amounting to ~INR 680mn p.a., of which ~INR 120mn p.a. will flow through
revenue, with the balance flowing directly into cash flow. For its planned 2mn
MT GU capacity in the east, the company is awaiting the new West Bengal
industrial policy to decide if it will take up brownfield expansion at Siliguri
or set up a greenfield SGU in Begusarai (Bihar). We expect this to be
commissioned in FY30E. Star may spend ~INR 5/15bn in FY27/28 on these
projects. We estimate cumulative capex outgo of INR 40bn for FY27-29E.
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NER remains a lucrative market for incumbents: Both Star Cement and Dalmia
Bharat continue to generate robust ~INR 1,500-2,000/MT of EBITDA margin in the
NER, aided by higher regional pricing, healthy incentive accruals, and limited
competition from new entrants until late FY29. Three new entrants have planned
greenfield capacities in the NER: Shree Cement (Imn MT by end of FY28), JK
Lakshmi (1.5mn MT by the end of FY29, in our view), and Ambuja Cements (>3mn
MT by late FY29E/early FY30E, in our view). Hence, until FY29E, competitive
intensity will remain low, supporting strong margins for regional leaders — Star
Cement and Dalmia Bharat.

Volume and margin analysis over FY26-29E: We maintain EBITDA estimates for
FY27/28E and introduce FY29E estimates in this report. We estimate Star’s sales
volume in the NER will grow at 7% CAGR, and its outside NER volume in the east
will grow at 10% CAGR over FY26-29E, leading to 8% volume CAGR over FY26-28E.
Consolidated volume growth should accelerate FY29E onward with the
commencement of its north operations, which should accelerate FY29E volume
growth to 21% YoY, leading to a three-year CAGR of 12%.

On margin front, we estimate Star’'s NER margin will cool off from ~INR 2,000/MT
in FY26 (inclusive of ~INR 450/MT of incentives) to ~INR 1,650/MT in FY29E. In our
view, this reduction is led by lower incentives (post GST rate reduction in H2FY26),
cost spike in FY27E, and expected higher competition in FY29E. Nonetheless, the
NER will continue to remain a lucrative market for Star Cement for the next three
years. We estimate Star’s margin in the eastern region outside NER will hover ~INR
600-700/MT. For the upcoming north operations, we estimate FY29/30E margins will
remain subdued at (INR 200)/INR400 per MT due to the initial ramp-up. Thus, while
consolidated margin should remain robust and industry leading at > INR 1,400/MT,
it should cool down to ~INR 1,200/MT in FY29E. We estimate a consolidated EBITDA
to remain largely unchanged over FY26-29E (~0% CAGR), mainly hit by lower
incentives and cost spike in FY27E and initial losses in the north operations in FY29E.

Maintain BUY: We roll forward valuations to Sep’28E vs Mar'28E earlier, valuing
the company at 12x EBITDA. Thus, we maintain BUY with a lower target price of
INR 250/share, impacted by rising debt on the books. However, we estimate net debt
to EBITDA will broadly peak at ~2.3x in FY29E.

Key financials (consolidated)

INR bn FY24 FY25 FY26E FY27E FY28E FY29E
Net Sales 29,107 31,634 37,765 40,004 43,387 51,497
EBITDA 5,563 5,786 9,360 8,464 9,090 9,278
APAT 2,951 1,690 4,019 3,361 3,458 1,685
AEPS (INR) 7.3 4.2 9.9 8.3 8.6 4.2
EV/EBITDA (x) 13.3 14.0 8.6 8.8 8.5 10.4
EV/MT (INR bn) 9.6 10.5 8.3 7.7 8.0 6.5
P/E (x) 26.6 46.4 19.5 23.3 22.7 46.5
RoE (%) 11.5 6.0 13.2 10.1 9.7 4.5

Source: Company, HSIE Research
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Key operational assumptions

FY24 FY25 FY26E FY27E FY28E FY29E
Cement Cap (mn MT) 7.7 7.7 9.7 9.7 9.7 14.7
Sales Volume (mn MT) 44 4.7 5.5 5.9 6.4 7.7
YoY change (%) 10.6 6.5 16.2 7.0 9.0 20.5
Utilisation (%) 57.8 61.5 56.7 60.7 66.2 52.6
(Rs/ MT trend)
NSR 6,554 6,687 6,868 6,799 6,765 6,663
YoY change (%) (2.7) 2.0 2.7 (1.0) 0.5) (1.5)
Raw Materials 1,647 1,675 1,532 1,563 1,547 1,594
Power & Fuel 1,250 1,147 1,015 1,065 1,055 1,086
Freight costs 1,103 1,173 1,253 1,271 1,271 1,271
Employee cost 484 523 504 518 523 564
Other expense 819 946 862 942 951 947
Total Opex 5,301 5,463 5,166 5,360 5,348 5,463
YoY change (%) (4.9) 3.1 (5.5) 3.8 0.2) 22
EBITDA per MT 1,253 1,223 1,702 1,439 1,417 1,201
YoY change (%) 7.4 (2.4) 39.2 (15.5) (1.5) (15.3)

Source: Company, HSIE Research

Estimates revision summary (consolidated)

INR bn FY27E FY28E FY27E FY28E FY27E FY28E

New New Old Old Chg % Chg %
Net Sales 40.00 43.39 40.00 43.39 - -
EBITDA 8.46 9.09 8.48 9.10 (0.1) (0.1)
APAT 3.36 3.46 3.37 3.45 (0.3) 0.3
AEPS 8.31 8.56 8.34 8.53 (0.3) 0.3

Source: Company, HSIE Research
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Consolidated volume is expected to clock 12% CAGR Clinker utilization is expected to improve on production
during FY26-29E ramp-up
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Star should continue to deliver industry leading Fuel cost was elevated in Q1FY27, which is expected to
EBITDA margin until FY28E cool off in Q2FY27
INRaT . Unit EBITDA OPM (RHS) o INR/mnCal Fuel rate
i — 2.0 -
1,700 - | 18 -
1
: 1.5 A
- - 25
1,400 - i . . 1.3 -
1
i 1.0 A
i - 20
1,100 - | 05 1
i 0.5 4
§ i - 15
800 i 0.3 -
: 00 .
500 - i 10 T T S
T 5 ¥R 38 &8 88§ R R R
| o o
t £ £ e g g g8 3 50 83358 83 5
Source: Company, HSIE Research Source: Company, HSIE Research
Star’s lead distance is also the lowest in the industry Low-cost green power share is gradually rising supporting
cost reduction
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...this will also subdue the return ratios in FY29E
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Financials
Consolidated Income Statement
YE Mar (INR mn) FY24 FY25 FY26 FY27E FY28E FY29E
Revenues 29,107 31,634 37,765 40,004 43,387 51,497
Growth % 7.6 8.7 19.4 5.9 8.5 18.7
Raw Material 7,313 7,923 8,426 9,196 9,924 12,317
Power & Fuel 5,551 5,424 5,579 6,268 6,764 8,395
Freight Expense 4,897 5,551 6,889 7,481 8,155 9,826
Employee cost 2,148 2,475 2,772 3,050 3,354 4,361
Other Expenses 3,635 4,474 4,739 5,545 6,100 7,320
EBITDA 5,563 5,786 9,360 8,464 9,090 9,278
EBIDTA Margin (%) 19.1 18.3 24.8 21.2 21.0 18.0
EBITDA Growth % 18.8 4.0 61.7 9.6) 74 2.1
Depreciation 1,466 3,319 3,653 3,702 3,972 5,539
EBIT 4,097 2,467 5,707 4,762 5118 3,740
Other Income 265 106 193 232 73 92
Interest 126 316 463 453 518 1,555
PBT 4,236 2,257 5,436 4,542 4,673 2,277
Tax 1,285 569 1,447 1,181 1,215 592
Minority Interest - 2) (30) - - -
RPAT 2,951 1,690 3,934 3,361 3,458 1,685
EO (Loss) / Profit (Net of Tax) - - (85) - - -
APAT 2,951 1,690 4,019 3,361 3,458 1,685
APAT Growth (%) 19.2 (42.7) 137.8 (16.4) 2.9 (51.3)
AEPS 7.3 4.2 9.9 8.3 8.6 42
AEPS Growth % 19.2 (42.7) 137.8 (16.4) 2.9 (51.3)
Source: Company, HSIE Research
Consolidated Balance Sheet
YE Mar (INR mn) FY24 FY25 FY26 FY27E FY28E FY29E
SOURCES OF FUNDS
Share Capital 404 404 404 404 404 404
Reserves And Surplus 26,697 28,388 31,508 34,060 36,710 37,991
Total Equity 27,101 28,792 31,912 34,464 37,114 38,395
Minority Int - (3) (31) (31) (31) (31)
Long-term Debt 848 2,999 5,023 100 9,110 20,121
Short-term Debt 622 1,029 1,010 331 1,597 2,607
Total Debt 1,469 4,028 6,033 431 10,707 22,728
Deferred Tax Liability (2,401) (2,431) (2,035) (2,307) (2,588) (2,724)
TOTAL SOURCES OF FUNDS 26,170 30,386 35,879 32,558 45,202 58,368
APPLICATION OF FUNDS
Net Block 14,159 24,205 26,118 22,901 19,703 47,440
Capital WIP 10,216 2,199 948 6,448 21,448 6,448
Total Non-current Investments - - - - - -
Total Non-current Assets 24,375 26,404 27,066 29,349 41,151 53,888
Inventories 3,350 4,464 4,656 5,001 5,423 6,695
Debtors 1,508 1,995 2,416 2,200 2,603 3,090
Cash and Cash Equivalents 1,001 569 3,861 718 1,256 1,849
Other Current Assets 3,389 5,205 6,435 5,646 5,761 5,894
Total Current Assets 9,248 12,233 17,368 13,564 15,044 17,527
Creditors 2,187 2,325 2,572 3,836 4,160 4,938
Other Current Liabilities & Provns 5,267 5,926 5,982 6,519 6,832 8,110
Total Current Liabilities 7,453 8,251 8,555 10,355 10,993 13,048
Net Current Assets 1,794 3,982 8,814 3,209 4,051 4,480
TOTAL APPLICATION OF FUNDS 26,170 30,386 35,879 32,558 45,202 58,368
Source: Company, HSIE Research
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Consolidated Cash Flow
YE Mar (INR mn) FY24 FY25 FY26 FY27E FY28E FY29E
Reported PBT 4,236 2,257 5,436 4,542 4,673 2,277
Non-operating & EO Items (161) 37 8 (232) (73) (92)
Interest Expenses 126 316 463 453 518 1,555
Depreciation 1,418 3,270 3,584 3,702 3,972 5,539
Working Capital Change 41 (2,226) (752) 2,603 (864) (109)
Tax Paid (762) (689)  (1,090) (908) (935) (455)
OPERATING CASH FLOW (a) 4,897 2,965 7,649 10,159 7,292 8,714
Capex (10,391)  (5,757)  (4867)  (5985) (15,775) (18,275)
Free Cash Flow (FCF) (5,494)  (2,792) 2,781 4,175  (8,483)  (9,561)
Investments 3,548 398 (3,570) - - -
Non-operating Income 343 73 4 232 73 92
INVESTING CASH FLOW (b) (6,501) (5,285) (8433) (5,753) (15,703) (18,183)
Debt Issuance/(Repaid) 972 2,530 1,885 (6,289) 10,276 12,021
Interest Expenses (107) (288) (559) (453) (518)  (1,555)
FCFE (4,629) (551) 4107  (2,567) 1,275 905
Share Capital Issuance = = = = = =
Dividend - - (808) (808) (808) (404)
FINANCING CASH FLOW (c¢) 865 2,241 518  (7,550) 8,950 10,062
NET CASH FLOW (a+b+c) (738) (79) (267) (3,143) 539 593
Closing Cash & Equivalents 4,755 921 302 718 1,256 1,849
Source: Company, HSIE Research
Key Ratios
FY24 FY25 FY26 FY27E FY28E FY29E
PROFITABILITY %
EBITDA Margin 19.1 18.3 24.8 21.2 21.0 18.0
EBIT Margin 14.1 7.8 15.1 11.9 11.8 7.3
APAT Margin 10.1 53 10.7 8.4 8.0 3.3
RoE 11.5 6.0 13.2 10.1 9.7 4.5
RoIC (pre-tax) 32.0 11.6 19.4 16.9 21.4 10.3
RoCE (pre-tax) 18.3 9.1 17.8 14.6 13.4 7.4
EFFICIENCY
Tax Rate % 30.3 25.2 26.6 26.0 26.0 26.0
Fixed Asset Turnover (x) 14 1.0 1.0 0.9 1.0 0.9
Inventory (days) 42 52 45 46 46 47
Debtors (days) 19 23 23 20 22 22
Other Current Assets (days) 43 60 62 52 48 42
Payables (days) 27 27 25 35 35 35
Other Current Liab & Provns (days) 66 68 58 59 57 57
Cash Conversion Cycle (days) 10 39 48 23 24 19
Net Debt/EBITDA (x) 0.1 0.6 0.2 (0.0) 1.0 2.3
Net D/E 0.0 0.1 0.1 (0.0) 0.3 0.5
Interest Coverage 32.5 7.8 12.3 10.5 9.9 2.4
PER SHARE DATA (Rs)
EPS 7.3 42 9.9 8.3 8.6 42
CEPS 10.9 124 19.0 17.5 184 17.9
Dividend - - 2.0 2.0 2.0 1.0
Book Value 67.1 71.2 78.9 85.2 91.7 94.9
VALUATION
P/E (x) 26.6 46.4 19.5 23.3 22.7 46.5
P/Cash EPS (x) 17.8 15.7 10.3 11.1 10.6 10.9
P/BV (x) 29 2.7 2.5 2.3 2.1 2.0
EV/EBITDA (x) 13.3 14.0 8.6 8.8 8.5 10.4
EV/MT(Rs) 9.59 10.50 8.26 7.73 7.96 6.54
Dividend Yield (%) - - 1.0 1.0 1.0 0.5
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
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