ENAM Securities

India Research

o Sector avg. upside: 45% to 65%
emen 1m (ke cop

Analyst: Jagdishwar Toppo —

Analyst: Jagdishwar Toppo COAL — BURNING KILN AND MARGINS TOO

Tel: 9122 6754 7605 Coal, accounting for almost 35-40% of cost of production of cement

Nitesh Jain (directly as a fuel in clinker making and indirectly in generation of

Email: nitesh.jain@enam.com captive power), is in short supply. The proportion of linkage coal (from
Coal India at notified prices and at a discount) is constantly declining.

Relative Performance The industry is forced to buy local coal from the open market at a 30-
60% premium and resort to costlier imports (adjusted for K/cal value).

160 Imported coal currently accounts for ~20% of total requirement. Global

ﬂ:w:gil@m thermal coal prices are currently cooling off after hitting a high of ~USD

100 W’{ N “‘”wa 200 recently. However, given the global coal shortage, upside risk to

\N’“\;w cement industry is clearly evident.
40 ‘ ‘ .
JUl-07 Jan-08 U108 Coal Sources: Imported vs Local Local Linkage Coal
—— ENAM Cement Sector index
Sensex 100% 100% 794y of Total
80% 80%
60%
Source: Bloomberg, ENAM Research 9
ur rg r 40% 60%
200/0 400/0
Our Current Ratings 0% 20%
Co EV/Ton# Tgt % Relto g 5 E L § B8 0% oo LR
Name ($) Price Upside sec* < 'g 8 o 5 § 2L 5223485
ACC 79 789 41 upP S-S C-JE = B I
ACEM 119 101 25 upP ®Imported [Local 2222 R K
Grasim 77 3,323 70 op Source: Company, CMA, ENAM Research
UTCEM 72 1,010 71 oP
ICEM 87 217 55 N )
MC 93 3,948 50 y Cost Increase (Imported Coal) Australia Steam Coal
SRCM 31 1,617 175 oP 250 -
PRSC 49 57 63 N (Rs/Bag) USD/tonne (CIF) 200 4
Source: ENAM Research; *All recommendations 125 150 200 250
are relative to sector avg. OP: Outperformer; s 150 + )
N: Neutral; U: Underperformer, #: FY10E % E 20 1 2 4 6 100 4 va\
P 40 2 3 7 11 L —
Capacity additions (ENAM Estimates) = 60 2 5 11 17 0
[=-) T T T T T T T T T
mtonnes) F9 FYO o [T 3 7 15 22 R EEE:

o U
East 1 8 £§°388&°388¢&R
South 14 11 Source: ENAM Research
West 5 2
Central 1 6 In our view, Madras Cements, India Cements and other coastal players
All India ) 2L 30 are vulnerable to a further rise in global coal prices. This aggravates
vear end Capacity 225 2% margin compression, given the govt’s pressure to cap cement
Effective Supply* 191 225 \pression,
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Cement Skim

July’08 Demand: Domestic consumption growth was steady at 9% YoY with
South, East and West registering a strong growth of ~12%. Mid-size players
such as Shree, Madras Cements and Jaiprakash Associates posted 15-30%
growth in July dispatches.

Supply outlook: No new capacity commissioned during July’08. Small players
are also facing delays in capacity additions along with large players like ACC
and Grasim. Sagar Cements’ 2mn tonne AP brownfield expansion, which was to
come on stream by the end of April'08, is not yet commissioned. We expect the
supply situation to continue to remain tight for the rest of FY09.

Pricing: Cement prices were stable during July’'08. The WPI for cement was
flat during the month.

Outlook: The 3 month ‘no hike” moratorium ended in mid August. We expect,
cement prices to see an upswing in the second half as tightness continues in
FY09.

Investment Strategy: Margin pressure would escalate in Q2 of FY09 and
therefore companies with surplus volume are best placed. Shree is our top pick
in a short-term view. Given attractive valuations, companies such as
UltraTech, Grasim remain relatively favorable picks on a one-year investment
horizon.
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Cement Skim

Regional Snapshot (Demand & Supply)

North: Sluggish demand growth of 5% but
improved from YTD. YTD demand growth
affected due to supply disruption in
Rajasthan because of a social agitation in
May 08.

Central: Flat YoY demand. Dispatches
diverted to East because of higher prices.

West: Strong demand growth of 12% due
to below average monsoons. Supply
continued to be constrained with production
in Gujarat declining yet again by 7% YTD.

East: Impressive demand growth of 12%
largely from Bihar and Orissa states.

South: Robust demand growth of 12% on
emphasis on infrastructure. A.P. witnessed
strong production growth of ~15% on the

back of newly commissioned capacities.

Capacity Additions Capacity Demand growth YoY (%)
(mn tonnes) Mar-08 YTD FY09 Jul-08 Jul-08 YTD FY09
North 46 - 46 5 4
East 26 - 26 12 10
South 61 4 65 12 12
West 31 - 31 12 9
Central 31 - 31 0 5
All India 195 4 199 9 9

* Total capacity as per CMA as at June 08 is 204mn tonnes. Our figure is only for integrated operations (clinker + cement). Source: CMA, ENAM Research

Cement Dispatches — July 2008

July-08 Change YTD FY09 Change
(mn tonnes) YoY (%) YoY (%)
ACC 1.7 4.6 6.9 1.9
Ambuja Cem 1.4 (1.2) 5.9 1.6
Grasim 1.3 1.2 5.3 (1.5)
UltraTech Cem 1.1 3.7 5.1 2.4
India Cem 0.9 5.8 3.2 4.3
JP Associate 0.6 22.9 2.6 17.0
Madras Cem 0.5 14.7 2.1 13.3
Shree Cem 0.6 30.8 2.4 27.7
Century Textiles 0.6 11.1 2.4 4.1
Prism Cem 0.2 (0.1) 0.8 4.1
All India 14.5 8.2 58.8 6.8
Source: CMA, ENAM Research
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Cement WPI (weekly) Clinker & Cement Inventory
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Valuation Summary

Adj. PAT FDEPS FDEPS RoCE| RoE P/E EV/EBITDA D/E Div. Yield EV/Tonne

(Rsmn) (Rs) gwth (%) (%) (%) (x) x) (x) (%) (V)

ACC CY06 10,469 55.7 174 41 40 10.1 6.3 0.3 2.3 -
(CMP: Rs 561) Cyo7 12,255 65.2 17 41 34 8.6 49 0.1 3.6 96
(MCap: USD 2.4bn)  CYOSE 12,265 65.3 0 35 27 8.6 50 0.1 3.8 91
CY09E 12,395 66.0 1 31 23 8.5 48 0.0 4.0 79

Ambuja Cements CY06 12,926 8.5 185 40 43 9.5 7.1 0.2 2.4 -
(CMP: Rs 81) CY07 12,888 8.5 (1) 40 30 9.6 54 0.1 4.3 138
(MCap: USD 2.8bn)  CYO8E 12,898 8.5 0 35 25 9.6 56 0.0 4.5 125
CYOQ9E 13,271 8.7 3 32 22 9.3 55 0.0 4.7 119

Grasim Industries FY07 18,757 204.6 108 34 29 9.6 55 0.6 1.4 -
(CMP: Rs 1956) FY08 25,246 275.3 35 34 28 7.1 46 0.5 1.5 132
(MCap: USD 4.1bn)  FYQ9E 26,983 294.3 7 30 22 6.6 42 0.2 1.6 88
FY10E 29,694 323.8 10 30 20 6.0 34 0.0 1.8 77

UltraTech FY07 7,863 63.2 247 43 56 9.4 5.7 09 0.7 -
(CMP: Rs 591) FY08 10,100 81.1 28 41 45 7.3 5.0 0.6 0.8 115
(MCap: USD 1.7bn)  FYQ9E 10,449 83.9 3 33 33 7.0 47 04 1.1 91
FY10E 11,056 88.8 6 33 27 6.7 3.8 0.1 1.1 72

India Cements FY07 4,739 18.2 - 22 43 7.7 74 1.5 1.2 -
(CMP: Rs 140) FY08 7,103  25.2 38 26 36 5.6 48 0.7 1.4 134
(MCap: USD 0.9bn)  FYQ9E 5,722 203 (19) 21 20 6.9 51 05 1.5 105
FY10E 6,000 21.3 5 20 18 6.6 46 04 1.5 87

Madras Cements  FY(07 3,082 255.2 - 42 58 10.3 6.8 1.0 0.9 -
(CMP: Rs 2633) FY08 4,083 343.0 34 34 50 7.7 6.3 1.7 1.5 179
(MCap: USD 0.7bn)  FYQ9E 4,216 354.2 3 26 37 7.4 55 1.2 1.5 131
FY10E 5,236 439.9 24 30 34 6.0 41 0.6 1.7 93

Jaiprakash Asso. FYo7 5,041 4.6 - 12 16 34.1 154 24 0.4 -
(CMP: Rs 157) FY08 6,090 4.9 7 13 12 32.0 146 1.1 0.5 -
(JPAap: USD 4.2bn)  FYOSE 7,263 5.8 19 12 11 26.8 13.1 1.0 0.5 -
FY10E 9,372 7.5 29 14 13 20.8 10.8 0.9 0.6 -

Century Textiles FY07 4,152 44,6 - 27 44 10.5 86 1.2 0.8 -
(CMP: Rs 468) FY08 4,010 43.1 3) 23 34 10.9 82 1.1 1.0 -
(MCap: USD 1bn) FYO9E 3,850 41.4 “4) 20 27 113 8.1 1.2 1.0 -
FY10E 3,753 40.3 3) 17 22 11.6 85 1.7 1.0 -

Shree Cement FYo7 1,573 45.1 - 18 42 13.0 44 20 1.0 -
(CMP: Rs 589) FYo8 3,408 97.8 117 29 60 6.0 26 2.0 1.4 58
(MCap: USD 0.5bn)  FYOQ9E 4,228 121.4 24 30 49 49 21 1.2 2.0 47
FY10E 5641 161.9 33 35 43 3.6 1.5 0.7 2.4 31

Source: ENAM Research, EV/tonne is calculated based on year end capacity, Note: prices as on 26™ August 2008
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Valuation Summary
Period Adj. PAT FDEPS  FDEPS RoCE| RoE P/E EV/EBITDA D/E Div.Yield EV/Tonne

(Rsmn) (Rs) gwth (%) (%) (%) (x) x) (x) (%) (V)

Birla Corp FY07 3,251 422 - 60 62 3.9 31 04 2.1 -
(CMP: Rs 164) FY08 3,933 511 21 51 47 3.2 26 03 2.4 59
(MCap: USD 0.3bn)  FYO9E 3,446 448 (12) 36 30 3.7 26 0.2 2.9 40
FY10E 3,786  49.2 10 33 26 3.3 1.8 0.1 2.3 30

Dalmia Cement FYo7 1,187 14.7 - 14 20 14.4 10.7 1.3 0.9 -
(CMP: Rs 211) FY08 2,378 29.4 100 19 26 7.2 6.8 1.5 0.7 210
(MCap: USD 0.4bn)  FYOSE 2,620 324 10 17 22 6.5 6.2 1.2 0.7 126
FY10E 4,716  58.3 80 25 30 3.6 3.6 0.7 0.8 73

Kesoram Industries FY07 2,657 58.1 - 29 50 4.7 55 1.3 1.4 -
(CMP: Rs 275) FY08 3,834 83.8 44 33 47 3.3 36 1.2 2.0 95
(MCap: USD 0.3bn)  FYO9E 3,980 87.0 4 27 34 3.2 33 09 2.1 55
FY10E 4,176 91.3 5 25 27 3.0 26 0.5 2.2 41

Mangalam Cement FY(07 813  28.8 - 67 65 3.2 24 0.5 - -
(CMP: Rs 92) FYo8 1,197 42.4 47 59 67 2.2 20 03 2.2 72
(MCap: USD 0.1bn)  FYOSE 986 34.9 (18) 44 38 26 1.8 0.1 5.4 64
FY10E 1,147  40.6 16 42 33 23 09 0.1 5.7 25

Binani Cement FYo7 956 4.7 - 21 34 114 77 23 3.7 -
(CMP: Rs 54) FY08 1,758 8.7 84 26 49 6.2 54 19 4.6 90
(MCap: USD 0.2bn)  FYQ9E 2,842 14.0 62 34 54 3.8 35 1.0 5.1 63
FY10E 3,685 18.1 30 42 47 3.0 22 03 5.6 50

Sanghi Industries FY(07 1,428 4.7 - 16 29 11.7 85 1.7 - -
(CMP: Rs 55) FYo8 1,055 3.5 (26) 13 17 15.8 9.7 14 - 179
(SNGIap: USD 0.3bn) FYO9E 1,069 3.5 1 12 14 15.6 104 1.3 - 197
FY10E 1,016 3.3 (5) 10 12 164 11.8 1.9 - 250

Prism Cement FY07 1,928 6.5 - 78 58 54 2.7 - 2.9 -
(CMP: Rs 35) FY08 2,416 8.1 25 62 47 4.3 2.3 - 2.9 59
(MCap: USD 0.2bn)  FYOSE 2,497 8.4 3 39 34 4.2 3.0 04 2.9 61
FY10E 3,000 104 24 31 32 34 3.0 0.6 2.9 49

Source: ENAM Research, EV/tonne is calculated based on year end capacity, Note: prices as on 26™ August 2008
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Coal Sector Deregulation?
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CONFLICT OF INTEREST DISCLOSURE STATEMENT

We, at ENAM, are committed to providing the most honest and transparent advice to our clients. However, given the nature of the capital markets, from time to time we are faced with
situations that could give rise to potential conflict of interest. In order to provide complete transparency to our clients, before we make any recommendations, we are committed to
making a disclosure of our interest and any potential conflict IN ADVANCE so that the interests of our clients are safe- guarded at all times. In light of this policy, we have instituted
what we believe to be the most comprehensive disclosure policy among leading investment banks/brokerages in the world so that our clients may make an informed judgment about our
recommendations. The following disclosures are intended to keep you informed before you make any decision- in addition, we will be happy to provide information in response to
specific queries that our clients may seek from us.

Disclosure of interest statement (As of Aug 252008) Grasim UltraTech Ambuja ACC Century Tex. IndiaCem JPA Madras Cem Shreecem Prism Cem

1. Analyst ownership of the stock No No No No No No No No No No
2. Firm ownership of the stock No No No No Yes No No No No No
3. Directors ownership of the stock Yes Yes No No Yes Yes  Yes Yes Yes Yes
4. Investment Banking mandate No No No No No No No No No No
5. Broking relationship No No No No No No No No No No

We are committed to providing completely independent and transparent recommendations to help our clients reach a better decision.

This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this document should be
construed as investment or financial advice, and nothing in this document should be construed as an advice to buy or sell or solicitation to buy or sell the securities of companies referred
to in this document. The intent of this document is not in recommendary nature

Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to
in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. The investment discussed or
views expressed may not be suitable for all investors

Enam Securities Private Limited has not independently verified all the information given in this document. Accordingly, no representation or warranty, express or implied, is made as to
the accuracy, completeness or fairness of the information and opinions contained in this document

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in
the report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and alternations to this statement as may be required
from time to time without any prior approval

Enam securities Private Limited, its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in, or deal as principal or
agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for, or solicit investment banking or other business
from, any company referred to in this report. Each of these entities functions as a separate, distinct and independent of each other. The recipient should take this into account before
interpreting the document

This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of ENAM Securities Private Limited.
The views expressed are those of analyst and the Company may or may not subscribe to all the views expressed therein

This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or published,
copied, in whole or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into the United State (to U.S.Persons), Canada, or Japan or distributed,
directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. The distribution of this document in other jurisdictions may be
restricted by law, and persons into whose possession this document comes should inform themselves about, and observe, any such restrictions

Neither the Firm, not 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 profits that may arise from or in connection with the use of the information.

Copyright in this document vests exclusively with ENAM Securities Private Limited.
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