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JK Lakshmi Cement Ltd.

22 May 2020

Reuters: JKLC.NS; Bloomberg: JKLC:IN

Regional presence still unfavorable

JK Lakshmi Cement (JKLC) has reported good set of numbers for 4QFY20 with revenue and
EBITDA of Rs10.6bn and Rs2bn, respectively, which were ahead of our as well as consensus
estimates. The company has reported substantial drop in volume at 16% YoY whereas pricing has
been better with 7.9% YoY growth (flat QoQ). JKLC’s high exposure to markets in Gujarat and
Chhattisgarh is a concern in our view given the weak demand and pricing environment in these two
states. The company is operating at full clinker capacity utilization but still does third party clinker
sales as according to them it is remunerative compared to sale of cement. The debt level has come
down from FY19 level in the absence of capex and it is likely to come down further in FY21. The
management has deferred its plans of putting up a clinker line in northern markets (either Sirohi or
Udaipur) and hence we expect the company to face clinker and therefore volume constraints once
the market stabilizes. We believe that regional presence of JKLC is still unfavorable at the moment
and hence despite sharp fall in stock price we are not too positive on the stock. We have changed
our volume and pricing assumptions and we are now building in much lower volume for FY21.
However, compared to earlier estimate our pricing assumption is higher for FY21 now. As a result,
our EBITDA estimate for FY21 is lower by 5%. We have also built in the revised capex guidance
given by the company for FY21. Our revised target price now stands at Rs238 vs Rs239 earlier. We
maintain BUY on the stock but given the low upside, it is not our preferred stock in the sector at
the moment.

Sharp drop in volume due to COVID-19 lockdown: JKLC has reported a sharp drop in volume at 16%
YoY for 4QFY20. For FY20, volume is down by 5%. Weak volume performance is owing to COVID-19
related shutdown as well as weak demand scenario in its key markets like Gujarat and Chhattisgarh.
Relatively better pricing and controlled costs resulted in better EBITDA/mt performance at Rs820, up 83%
YoY. The company reported 1.6% YoY and 4.8% QoQ decline in operating costs. The drop was driven by
freight and power & fuel costs on YoY basis. Other expenses were higher as the company has started
classifying packing costs as part of other expenses instead of raw material costs earlier. Given the drop in
petcoke prices, we expect operating costs to slide further.

Pre monsoon pent-up demand driving volume now: The management indicated during the call that
rural demand is still better and the company is operating at 65% utilization now. Concretization work
before monsoon is leading to better demand but real demand uptick or potential can only be gauged
during or after 3QFY21.

Lower capex to drive further debt reduction: JKLC currently has standalone debt of Rs14.5bn and
consolidated debt of Rs19.5bn. On standalone books, JKLC has repayments of Rs2.5bn each for this as
well as next year. Overall, debt will be reduced by this amount by FY22 through internal accruals as well
as excess cash balance.

Regional presence unfavourable: We have tweaked our volume and pricing estimates for JKLC and as
a result our EBITDA estimate for FY21 is down by 5% and the same for FY22 is up by 5%. We have also
tweaked our capex assumption for the company. Our revised target price now stands at Rs238, similar to
our earlier TP of Rs239. We believe that JKLC's regional presence is still unfavourable considering
demand - supply scenario and hence it is not part of our preferred stocks in the sector.

Y/E March (Rsmm) 4QFY19 3QFY20 4QFY20 YoY (%) QoQ (%)
Net Sales 11,725 10,050 10,612 (9.5) 5.6
Operating Expenses 10,412 8,531 8,592 (17.5) 0.7
EBITDA 1,312 1,519 2,020 53.9 33.0
EBITDA Margin (%) 11.2 15.1 19.0 784bps 392bps
Other Income 168 147 225 33.7 53.1
Interest Costs 460 428 425 (7.8) (0.8)
Depreciation 446 485 510 14.2 5.2
PBT 574 754 1,311 128.4 74.0
Tax 142 262 303 114.4 15.9
Reported PAT 433 492 1,008 132.9 104.9
Exceptional Items - - - - -
Adjusted PAT 433 492 1,008 132.9 104.9
NPM (%) 3.7 4.9 9.5 581bps 460bps
EPS (Rs.) 3.7 4.2 8.6 132.9 104.9

Source: Company, Nirmal Bang Institutional Equities Research
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Exhibit 1: Detailed financials

Y/E March (Rsmm) 4QFY19 3QFY20 4QFY20 YoY (%) QoQ (%) FY19 FY20 YoY (%)
Net Sales 11,725 10,050 10,612 (9.5) 5.6 38,823 40,435 4.2
Expenditure
Chg in stock 573 (84) (11) (102.0) NA 839 (720) (185.8)
RM consumption 1,872 1,809 1,560 (16.7) (13.7) 5,640 6,114 8.4
Purchase of traded goods 496 863 812 63.7 (5.8) 1,698 3,120 83.8
Employee cost 680 757 760 11.8 0.4 2,690 3,120 16.0
Freight, packing etc 2,759 2,062 2,140 (22.4) 3.8 9,533 8,176 (14.2)
Power and fuel 2,563 211 2,005 (21.8) (5.0) 9,198 8,439 (8.3
Other exp 1,469 1,013 1,326 9.7) 31.0 5,075 5,464 7.7
Operating Expenses 10,412 8,531 8,592 (17.5) 0.7 34,673 33,711 (2.8)
EBITDA 1,312 1,519 2,020 53.9 33.0 4,150 6,724 62.0
EBITDA Margin (%) 11.2% 15.1% 19.0% 784bps 392bps 10.7% 16.6% 594bps
Other Income 168 147 225 33.7 53.1 572 501 (12.4)
Interest Costs 460 428 425 (7.8) (0.8) 1,883 1,644 (12.7)
Depreciation 446 485 510 14.2 5.2 1,794 1,884 5.0
PBT 574 754 1,311 128.4 74.0 1,044 3,697 254.0
Tax 142 262 303 114.4 15.9 249 1,042 319.1
Reported PAT 433 492 1,008 132.9 104.9 796 2,655 233.7
Exceptional ltems - - - - - - (302) NA
Adjusted PAT 433 492 1,008 132.9 104.9 796 2,352 195.7
NPM (%) 3.7% 4.9% 9.5% 581bps 460bps 2.0% 5.8% 377bps
EPS (Rs.) 3.7 4.2 8.6 132.9 104.9 6.8 20.0 195.7
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 2: Operational data
Operational Data 4QFY19 3QFY20 4QFY20 YoY (%) QoQ (%) FY19 FY20 YoY (%)
Volume (mn mt) 2.94 2.33 247 (16.1) 5.8 9.66 9.19 (4.9)
Cement Realisation (Rs/mt) 3,989 4,313 4,305 7.9 0.2) 4,019 4,402 9.5
Operating Costs (Rs/mt) 3,543 3,661 3,485 (1.6) (4.8) 3,590 3,670 2.2
EBITDA (Rs/mt) 447 652 820 83.5 25.7 430 732 70.4
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 3: Trend in operating costs
Costs/mt (Rs) Mar-18 Jun-18  Sep-18 Dec-18 Mar-19 Jun-19 Sep-19 Dec-19 Mar-20 YoY (%) QoQ (%)
RM consumption 841 963 884 959 1,001 1,016 1,072 1,111 958 (4.3) (13.8)
Employee cost 262 276 309 285 231 332 360 325 308 33.3 (5.1)
Freight cost 1,025 1,072 949 998 939 914 895 885 868 (7.5) (1.9)
Power and fuel 946 939 1,057 97 872 958 1,014 906 813 (6.8) (10.2)
Other expenses 356 372 368 425 500 522 478 435 538 7.7 238
Operating costs/mt 3,430 3,623 3,567 3,638 3,543 3,742 3,820 3,661 3,485 (1.6) (4.8
EBITDA/mt 437 458 430 427 447 730 722 652 820 83.5 25.7

Source: Company, Nirmal Bang Institutional Equities Research

JK Lakshmi Cement Ltd.
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Exhibit 4: YoY Movement in EBITDA/mt
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Source: Nirmal Bang Institutional Equities Research

4QFY20 conference call highlights

Demand: No major shift in region-wise dispatches (pre vs post covid scenario). Demand is likely to improve from
3QFY21. Pent-up demand due to completion of projects before the arrival of monsoon. June is expected to be same as
May and very difficult to quantify demand number. Rural demand recovery is good because of migrant workers returning
back so they might construct or repair their houses. But, on the other hand, because of this, the migrant workers might
spread corona virus to places where it is not there.

Pricing: Post-Covid pricing has been the same throughout India. Price has been increased by Rs10 per bag in North
and East and by Rs15 in Central. There has been no price increase in the western market due to subdued demand.
Gujarat market contributes 35-38% to total sales. Gross price difference between the North and Eastern markets is
Rs40-45 per bag whereas the net difference is Rs20-25/bag.

Capex: Capex for brownfield expansion was to happen in North either in Udaipur or in Sirohi at Rs12-14bn for a 2.5mn
mt plant with a clinker capacity of 1.5mn mt. The same has been put on hold. Standalone Capex for FY21 is Rs. 1.5bn
which includes Rs. 1.2bn on WHRS plant at Sirohi and balance is maintenance capex.

Costs: Petcoke price for 4QFY20 has been Rs7,000/ton vs Rs8,100 in 4QFY19 whereas for FY20 it has been
Rs7,300/ton vs Rs8,300/ton in FY19. Since the company has certain inventory, this reduction will be seen in the latter
part of the year. Logistics cost post the easing of lockdown has increased but this has been controlled by making higher
dispatches to the sites directly.

Fuel Mix:
20% coal and 80% petcoke

Transport Mix:
Road - 80-82% (50% through dedicated trucks and balance through open market)
Railway - 18-20%

Trade Mix:
80% of sales in the East is in Trade Segment whereas it is 55% in the North

Other:

Clinker sales to external units (40-45% to outsourced grinding units and rest is to external clients) give an EBITDA per
ton of Rs800-900.

RMC revenues for 4QFY20 is Rs. 430 mn.

Clinker production for 4QFY20 is 1.6 mn mt with a capacity utilisation of 95-96%.

Debottlenecking at UCWL will lead to increase in capacity from 1.2mn mt to 1.5mn mt by FY21.

JK Lakshmi Cement Ltd.
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a relationship beyond broking

Exhibit 5: Volumes down by 16.1% YoY Exhibit 6: Realizations up by 7.9% YoY
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Exhibit 7: EBITDA/mt highest in recent past Exhibit 8: Operating costs were down by 1.6% YoY
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Exhibit 9: RM costs down by 4.3% YoY Exhibit 10: Other expenses up by 7.7% YoY
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Exhibit 11: Lowest Power & Fuel costs in past 10 quarters Exhibit 12: Freight costs down by 7.5% YoY
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Exhibit 13: JKLC - Key changes to our assumptions

Particulars FY21E FY22E

(Rs) Old New Change (%) Old New Change (%)
Volumes (mn mt) 8.7 8.3 (4.6) 9.4 9.3 (1.9
Realisation 4,244 4,318 1.7 4,380 4,491 25
Operating exp / mt 3,692 3,768 2.1 3,830 3,900 1.8

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 14: JKLC: Key changes to our estimates

Particulars FY21E FY22E

(Rs mn) Old New Change (%) Old New Change (%)
Revenue 36,768 35,705 (2.9) 41,357 41,588 0.6
EBITDA 4,786 4,555 (4.8) 5,195 5473 54
PAT 1,453 1,155 (20.5) 1,941 2,003 3.2
EPS 12.3 9.8 (20.5) 16.5 17.0 32
TP (Rs) 239 238 (0.5)

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 15: Valuation summary

Particulars (Rs)
Sep 21 EBITDA 5,014
Target multiple (x) 7.0
Enterprise value 35,097
Less: Net debt 7,130
Equity value 27,967
No of shares (mn) 117.7
Value per share (Rs) 238
CMP (Rs) 206
Upside / (downside) % 15%

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 16: Rolling valuation charts
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Financial statement

Exhibit 17: Income statement Exhibit 18: Balance Sheet
YE March, Rsmn FY18 FY19 FY20E FY21E FY22E YE March, Rsmn FY18 FY19 FY20E FY21E FY22E
Net Sales 34122 38,823 40434 35705 41,588 Equity Capital 589 589 589 589 589
Raw Material Consumed 7,784 9,687 8,514 8,046 9,372 Reserves and Surplus 13,944 14,638 16,877 17,921 19,813
Power & Fuel Cost 7,959 9,198 8,439 7,367 8,581 Networth 14532 15227 17,465 18,509 20,402
Employee Cost 2,350 2,599 3,120 2,946 3,120 Total Debt 18,114 13,190 12,190 10,190 7,190
Freight and Forwarding 8,726 9,533 8,176 7,726 9,086 Deferred tax liability (200) (220) (220) (220) (220)
Other expenses 3190 365 5464 5065 5957 Other non-currentliabilities 3115 3,621 3,524 3,208 3,269
Total Expenditure 30,008 34,673 33,713 31,150 36,116 Trade Payables 3186 5114 4.020 3872 4708
Operating profit 4114 4150 6721 4555 SAT3  Oner Current Liabilities 5941 7402 7,904 7,570 8,003
Operating profit margin (%) 21 107 166 128 132 Total Current Liabiliies 13257 13102 12509 12028 13296
Other Income 681 563 501 5% 615 Total liabilities 44688 44334 44883 43129 43350
Interest 1975 1874 e 1486 1228 NeiBiock 27935 26390 28047 28504 27,347
Depreciation 1,793 1,794 1,884 2,062 2,157 CWIP 2281 4111 1519 500 500
PBT 1,027 1,044 3,694 1,561 2107 Investment 7,941 7,197 7,197 6,697 7,697
E tional it - - 302 - -
Xoeplional fiems (302) Other non-current assets 882 874 910 804 935
PBT post exc items 1,027 1,044 3,392 1,561 2,707 .
Inventories 3,170 3,117 3,747 3,582 3,226
Tax 188 249 1,042 406 704
Sundry Debtors 969 1,066 1,121 1,142 1,006
Tax rate (%) 18.3 23.8 30.7 26.0 26.0
Cash and Bank 116 180 888 604 1,146
PAT 840 796 2,350 1,155 2,003
Other current assets 1,393 1,400 1,454 1,295 1,493
EPS (Rs) 71 6.8 20.0 9.8 17.0
Total Current Assets 5,649 5,763 7,210 6,624 6,871
Source: Company, Nirmal Bang Institutional Equities Research
Total Assets 44,688 44,334 44,883 43,129 43,350
Exhibit 19: Key ratios Source: Company, Nirmal Bang Institutional Equities Research
YE March FY18 FY19 FY20E FY21E FY22E .
are Exhibit 20: Cash flow statement
Growth (%)
YE March, Rsmn FY18 FY19 FY20E FY21E FY22E
Sales 17.2 13.8 41 (11.7) 16.5
Operating Profits 126 0.9 62.0 (322) 20.2 Profit before tax 1,027 1,044 3,392 1,561 2,707
Leverage (x) Add: Interest Exp 1975 1874 1644 1486 1,223
Net Debt: Equity 1.08 0.81 0.61 0.51 0.24 CFO b4 WC 4,795 4,713 6,920 5,110 6,088
Interest Cover(x) 2.08 221 4.09 3.06 447 Net change in Working capital 521 3,339 (1,332) (179) 1,562
Total Debt/EBITDA 491 3.89 225 288 1.85 Tax paid (188) (249)  (1,042) (406) (704)
Profitability (%) Net cash from operations 5,129 7,803 4,546 4,524 6,946
OPM 121 10.7 16.6 12.8 13.2
NPM 25 20 58 3.2 48 Capital expenditure (1695  (2079)  (949)  (1,500)  (1,000)
ROE 59 53 144 64 103 saie of investments 151 745 . 500 (1,000
ROCE 88 91 175 4 159 Net cash from investing (1,376)  (1,326) (985) (895)  (2,131)
Turnover ratios (x)
GFAT 1.1 1.2 1.2 0.9 1.0
Issue of shares - - -
Debtors Turnover(x) 37 38 37 32 39 )
W days 97 12 12 9 13 Increase in debt (1,549)  (4,924) (1,000  (2,000)  (3,000)
Valuation (x) Dividends paid incl. tax (103) 11 111) (111) (111)
PIE 61.9 480 98 210 124 Interestpaid (1975)  (1.874)  (1644)  (1486)  (1,223)
PIB 36 25 13 13 12 Net cash from financing (3,726)  (6413)  (2852)  (3914)  (4.273)
EV/EBIDTA 16.5 12.2 5.0 74 53 Net Cash 26 64 708 (284) 542
EV/mt ($) 83.4 57.3 33.4 33.2 275 Opening Cash 90 116 180 888 604
Source: Company, Nirmal Bang Institutional Equities Research Closing Cash 116 180 888 604 1,146

Source: Company, Nirmal Bang Institutional Equities Research

JK Lakshmi Cement Ltd.
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Rating track
Date Rating Market price (Rs) Target price (Rs)
3 March 2020 ACCUMULATE 309 352
13 April 2020 BUY 188 239
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INHO00001436. NBEPL is also
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an officer,
director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject company.

Analyst Certification: |, Mangesh Bhadang, research analyst and the author of this report, hereby certify that the views expressed in
this research report accurately reflects my personal views about the subject securities, issuers, products, sectors or industries. It is also
certified that no part of the compensation of the analyst was, is, or will be directly or indirectly related to the inclusion of specific
recommendations or views in this research. The analyst is principally responsible for the preparation of this research report and has
taken reasonable care to achieve and maintain independence and objectivity in making any recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from
engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs of the
reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated to
all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their receiving
this report. This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such
distribution, publication, availability or use would be contrary to law, regulation or which would subject NBEPL & its group companies to registration or licensing
requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in
this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this
report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should
rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and
would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the investment.
Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability whatsoever for
any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it may be noted that
neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential
including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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