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Industry CMP Recommendation Add on Dips to band Sequential Targets Time Horizon 

Cement & Sugar Rs. 95.5 Buy at CMP and add on declines Rs. 79-85 Rs. 122-136 2-3 quarters 

KCP is a 75 year old diversified business group with a turnover of about Rs. 1300 crore with interests in Cement, Heavy 
Engineering, Sugar, Power. It has 9 manufacturing locations over various geographies in India and Vietnam. 
 
Investment Rationale 

 Locational advantage expected to drive cement sales, rising capacity utilisation expected to improve operating leverage 

 Cement and Sugar Price uptick to help improve margins 

 Capacity expansion at Muktyala to drive Cement revenues 

 Upturn in heavy engineering business can result in significant upside 

 Other businesses sweeten the deal through cost savings and diversification benefits 

 Sugar capacity expansion in Vietnam could bring upsides to top and bottom line 
 
Risks and Concerns 

 Financial Risks 

 Competition Risk 

 Changes in Govt. policies w.r.t levy of additional duties and other matters 

 Slowdown in macro economy affects engineering segment 

 Volatility in global sugar industry/prices 
 
Outlook and view 
Going forward, the future for both Cement and Engineering segments looks positive in the long term with the Government 
focus on development of infrastructure. The cement market in India is expected to grow at a compound annual growth rate 
(CAGR) of ~9 percent during the period 2014-2019. KCP's business may improve over the near term driven by sustained 
improvement in cash accruals on account of volume uptick and healthy realizations in the cement segment, and ramping up 
of enhanced capacity in the sugar segment. 
 
We think that investors could buy the stock at the CMP and add on declines to Rs. 79-85 band for sequential targets of Rs. 
122 and Rs. 136 over 2-3 quarters. 
 
 
 
 
 

   
HDFCSec Scrip Code KCPLTDEQNR 

BSE Code 590066 

NSE Code KCP 

Bloomberg KCPL IN 

CMP (as on 14 July, 16) Rs. 95.5 

Equity Capital (Rs crs) 12.89 

Face Value (Rs) 1.00 

Equity Sh Outstanding crs 12.89 

Market Cap (Rs crs) 1231.0 

Book Value (Rs) 47.7 

Avg. 52 Week Volumes 403743 

52 Week High  Rs. 101.3 

52 Week Low Rs. 58.1 

  

Shareholding Pattern %  (March 2016) 

Promoters 47.34 

Institutions 7.57 

Non Institutions 45.09 

Total 100.00 

 
Fundamental Research Analyst: 
Zececa Mehta 
zececa.mehta@hdfcsec.com 
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Financial Summary 
Particulars (Rs in Cr) FY12 FY13 FY14 FY15 FY16 FY17E FY18E 

Total Operating Income 1016.3 1136.3 1043.1 1187.1 1296.0 1477.9 1743.4 

Operating Profit 191.8 107.1 109.4 166.7 237.5 282.3 331.2 

OPM (%) 18.9 9.4 10.5 14.0 18.3 19.1 19.0 

Reported Profit After Tax 106.1 65.2 34.5 50.9 93.9 97.3 115.0 

PATM (%) 10.4 5.7 3.3 4.3 7.2 6.6 6.6 

EPS (Rs.) 8.2 5.1 2.7 3.9 7.3 7.5 8.9 

PE (x) 11.6 18.9 35.7 24.2 13.1 12.7 10.7 

EV/EBITDA 6.1 7.7 10.9 8.2 6.5 6.2 5.6 

RoNW (%) 21.1 13.0 6.7 9.3 15.3 14.1 14.9 
                  (Source: Company, HDFC Sec)  
 

Company Profile 
The KCP group was founded in 1941 by Mr. V Ramakrishna, a first-generation entrepreneur who set up a sugar-
manufacturing unit (which was later demerged to KCP Sugar). The group's cement division commenced operations in 1958 
and it currently operates two cement units in Andhra Pradesh (AP): at Macherla in Guntur district (capacity of 0.8 mtpa) and 
Muktyala in Krishna district (capacity of 1.8 mtpa). The company offers heavy manufacturing capabilities with a fully 
integrated steel foundry, heavy fabrication, and heavy machine shops with assembly facilities in Thiruvottiyur, Chennai and 
Arakkonam (100 km from Chennai). KCP Vietnam, which commenced operations in 1999, has a capacity of 6000 tons of cane 
per day (tcd), which is expected to increase to about 10,000 tcd. The group has also constructed a 128-room four-star hotel 
in Hyderabad, which commenced operation from April 2016. This hotel has been handed over to M/s Accor Hotels for 
commercial operations, under the brand name of ‘Mercure’. 
 
KCP also has various captive power sources such as hydro power plant, solar power plant, wind power plant, waste heat 
recovery plant and thermal power plant. 
 

Power Type Capacity (MW) Supply to 

Hydel 8.25 Macherla Cement Plant 

Wind 3.75 Heavy Engineering Division 

Thermal (Waste Heat Recovery) 2.5 Macherla Cement Plant 

Solar 1.15 Established to contribute to renewable energy and to accrue Renewable Energy 
Certificates 

Thermal  18 Muktyala Cement Plant 

 
The company has a subsidiary namely KCP Vietnam Industries Ltd (has interest in Sugar business in Vietnam) in which the 
company has 66.67% stake. The company also has a JV with Five Cails, France in which KCP has 40% stake. The JV is named as 
Fives Cail KCP Ltd. and it specializes on engineering and design aspects of a sugar plant. 
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As a group, the company has over 9 manufacturing locations in India and Vietnam. As part of project execution it has set up 
over 40 sugar factories and 12 cement factories in India and overseas. 
 
Investment Rationale 
Locational advantage expected to drive cement demand 
KCP made foray into the cement business in 1958 with the commissioning of a 200 ton facility in Macherla, AP. The company 
manufactures grade 53 OPC and PPC cement variants. Since its inception, the cement business has grown exponentially to a 
total installed capacity of 2.6 mn tons. Both the cement plants enjoy a great locational advantage as they are situated on 
border of two states, AP and Telangana.  
 
Amravati (the new capital city of AP) is to be built on 217.23 square kilometres land in Guntur district, on the banks of the 
Krishna River. The city will be 12 kilometres south-west of Vijayawada city and 24 kilometres north of Guntur City. In addition 
to this, there are a lot of infrastructure projects in the pipeline for Andhra Pradesh and Telangana like the proposed East 
Coast Economic Corridor, Dedicated Freight Corridor, Diamond Quadrilateral High Speed Rail and National Waterways.  
 
The state is focused on developing Amaravati as the new capital for which more than 33,000 acres of land has already been 
acquired through an innovative land-pooling scheme. On 25th May 2016, Andhra Pradesh released the master plan for 
Amaravati. As per the master plan designed by the Singapore government, the capital city spans an area of 217 sq. km. 
between Vijayawada and Guntur towns, and leverages resources of the Krishna river that flows in the region. The newest 
capital in the country incorporates the concepts of Vastu and Feng Shui, the Indian and Chinese sciences of construction, 
touches three national highways, and will be fed by seven growth corridors including those from Hyderabad to Machlipatnam 
Port and from Chennai to Visakhapatnam. The plan envisages creating 5.6 million jobs in the capital and its environs that will 
be home to 13.5 million people by 2050. 
 
Andhra Pradesh, having lost a significant resource base after the bifurcation, is finding it difficult to compete with its revenue 
surplus neighbouring developed states. However, the government is trying to overcome the difficulties and convert the crisis 
into an opportunity to lay a solid foundation for a 'Sun Rise Andhra Pradesh'. The vision of the government is to make Andhra 
Pradesh as one of the first three high-performing states in India by 2022, the best state in India by 2029, and finally to make it 
the best destination in the world by 2050. The government has started various initiatives to achieve these objectives. 
 

Cement Division FY12 FY13 FY14 FY15 

Cement produced (MT) 12,88,007 17,28,281 15,55,224 13,79,195 

Capacity Utilisation (%) 69.47% 78.92% 71.34% 63.27% 

Clinker produced (MT) 12,43,267 15,51,444 13,09,164 12,35,757 

Cement sold (MT) 12,65,354 17,24,569 15,61,587 13,81,012 
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Increasing capacity utilisation expected to improve operating leverage 
Cement Industry in South India has faced an oversupply scenario since the past five years (except the last two quarters) due 
to policy paralysis and political instability in the region, completion of incremental capacity building and tepid growth of the 
Indian economy in general. Cement plants located in the South were operating at a sub optimal level of ~55% in general.  
 
Cement companies with factories in Andhra Pradesh will get a shot in the arm as the State Government plans to procure 
more than two million tonnes of cement this year for its infrastructure and social development projects as the central 
government has enhanced the budgetary allocation to state governments, thus giving the state governments flexibility to 
increase their spending on rural infrastructure upgrades.  
 
As the demand-supply balance improves, capacity utilization should start inching up after a seven-year decline which may 
help KCP achieve a higher capacity utilisation. This may help the company achieve higher operating leverage and may 
contribute to higher EBITDA margins. However given the substantial overcapacity, the utilization rates could gradually rise to 
73-77% over 2-4 years. Further high capital costs for new plants warrant a significant price improvement to make economic 
returns viable.  
 
Price uptick to help improve margins 
According to the channel checks, the cement prices in the past one month (i.e. June 2016) have seen improvement of an 
average Rs. 20 per bag (cement bags weighing 50 kilograms) in South India. Since cement players in South India had been 
maintaining a strict pricing discipline, there has been an increase of about 3% in cement prices on MoM basis (from May 
2016 to June 2016). Cement prices in South India have seen a continuous improvement in the month gone by after a steep 
decline in March-April 2016. Experts believe there will be one more round of price hike.  
 

 
(Source: Crisil Research) 
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After the formation of stable governments in many southern states after elections in Tamil Nadu and Kerala, experts believe 
that the spending on projects will increase in the next 1-2 quarters and, hence, the cement demand should also see a positive 
rub-off effect. Also, AP and Telangana are seeing good traction in irrigation and infra-led projects. This is positive as cement 
demand in AP and Telangana had been lagging other south Indian states, pulling down realisations. The anticipated pick-up in 
infrastructure and housing development (due to increased allocation in Union Budget 2016-17) is likely to revive capacity 
utilisation, setting off operating leverage advantage for cement companies gradually in the coming quarters. 
 
Going for long term view, Crisil expects the cement prices to be on rise for the next two years with South region having the 
highest cement prices as shown below 
 

 
(Source: Crisil Research) 

 
Capacity expansion at Muktyala to drive revenue 
KCP is planning to expand production capacity of its cement unit located at Muktyala, Krishna district in Andhra Pradesh. The 
company plans to double the production from current 1.8 million tonnes per annum to 3.5 MTPA. The company has another 
unit about 0.8 million tone at Macherla. So the total capacity could rise to 4.3-4.4 MTPA capacity of the cement. The new 
capacity would take about 18-20 months to be commissioned (from June 2016). The company is spending around Rs 400 
crore, which would be funded through internal accruals and loans, Rs 100 crore would be internal accrual and rest would be 
raised from banks. KCP has also acquired land required for expansion of the unit. There is a moratorium of three years on the 
fresh debt (repayments to begin from FY2020 by which time a large portion of the current term debt would be repaid) which 
will help stabilise operations and manage liquidity. Implementation of the project without any time or cost overrun, and 
ramp-up of volume post stabilization will be important to track. While large capital expenditure exposes KCP to project-
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related risks, management’s track record of successfully executing large projects will mitigate credit risk profile. Also 
notwithstanding the debt addition the group’s financial risk profile is expected to remain adequate.  
 
Upturn in heavy engineering business can result in significant upside 
After establishing a sugar co-operative in 1941, KCP branched out to the heavy engineering (HE) business in 1955. The 
company offers heavy manufacturing capabilities with a fully integrated steel foundry, heavy fabrication, and heavy machine 
shops with assembly facilities in Thiruvottiyur, Chennai and Arakkonam (100 km from Chennai). The Thiruvottiyur plant is in 
close proximity to Chennai, Ennore and L & T Katupalli ports and both the plants are well connected to national highway 
routes. 
 
The Engineering sector, being closely associated with the manufacturing and infrastructure sectors of the economy is of 
strategic importance to India’s economy. Growth in the sector is driven by various sub-sectors such as infrastructure, power, 
steel, automotive, oil and gas, consumer durables etc. The Make in India campaign in order to succeed has to get the 
attention of several infrastructure and engineering multinationals. 
 
In FY15, the performance of the Engineering Division of the company was not satisfactory. With no real economic 
development there were literally no major orders. With the continuing stagnation in the Heavy Capital Goods sector, the 
demand for the engineering unit has been deeply impacted and the unit had to accept even low or nil contribution orders to 
keep the unit afloat. The division which had clocked sales of Rs.222 cr in FY12 and a PBIT of Rs.37.1 cr suffered later on and 
reported sales of Rs.93 cr in FY15 (though recovering to Rs.159 cr in FY16) and EBIT loss of Rs.15.4 cr in FY15 (though 
recovering to a EBIT loss of Rs.6.1 cr in FY16).   
 
A turnaround was expected only by the H2FY16 (by the management) which it hoped would revive the fortunes of the ailing 
engineering capital goods industry. In Q4FY16, the company did see growth of 26% QoQ in revenue of engineering division. 
This presents a significant upside potential on account of better performance of the Engineering division due to improvement 
in infrastructural and industrial investments, capabilities of the division, it’s close proximity to all the major transportation 
routes and its diversified clientele of reputed companies. 
 
This division’s profitability has high sensitivity to sales and in case the Indian economy sees a revival in FY17/FY18, then this 
division could do very well.  
 
Other businesses sweeten the deal through cost savings and diversification benefits 
Presently, the cement business is the main driver for the top line and the bottom line for KCP. But the company has other 
business interests other than cement such as power, execution of turnkey sugar plants and ethanol distilleries, hospitality 
and building materials. These businesses have a relatively low share of the top line and the bottom line. A brief snapshot of 
the power division is given below: 
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The power division of KCP was setup to meet the power needs of its cement and heavy engineering businesses. Details of the 
power plants operated by its power division are given below: 
 

Power Type Capacity (MW) Supply to 

Hydel 8.25 Macherla Cement Plant 

Wind 3.75 Heavy Engineering Division 

Thermal (Waste Heat Recovery) 2.5 Macherla Cement Plant 

Solar 1.15 Established to contribute to renewable energy and to accrue Renewable 
Energy Certificates 

Thermal  18 Muktyala Cement Plant 

 
As a result of captive generation of power, the company has been able to save on its power and fuel costs which help 
improve EBITDA margins. However, the company’s current cost of power from its captive power plant is higher compared to 
the power supplied by the grid. But, captive power plant is necessary as grid power is irregular and inconsistent. Captive 
power ensures uninterrupted power supply and smooth running of the kiln, thereby reducing costs. 
 
It is hoped that a decent monsoon would replenish the waters in the reservoirs for the current fiscal which would result in 
good power generation from the Hydel plant. The company has commissioned the 18MW Thermal power plant in Jan 2015 
which would ensure quality power availability to the cement units. The Solar Plant has been a great boon by providing fossil 
free power and also in bringing of REC (Renewal Energy Certificates).  
 

 
Fives Cail KCP JV 
Fives Cail-KCP designs and supplies process equipment and complete plants for sugar, refining and bio-ethanol industries 
from cane. Fives Cail specializes on engineering and design aspects of a sugar plant in order to optimize process efficiency of 
sugar machinery and the general plant layout. Since Fives Cail does not have any manufacturing facilities of its own, it sub-
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contracts critical equipment manufacturing with KCP besides other sub-suppliers. Further, KCP also provides after-sales 
service and supply of spare parts to its customers. 
 

Fives Cail KCP Ltd - JV FY12 FY13 FY14 FY15 

Turnover Rs.Cr. 201.56 43.93 128.45 105.67 

PBT Rs. Cr. 6.31 -17.07 7.89 1.31 

Hospitality 
In order to unlock value from one of their several investments in land, KCP had proposed the construction of a business grade 
four star hotel at a prime property in Somajiguda, Hyderabad at the cost of about Rs. 187 crore. It is a 4 star business hotel 
with 128 rooms which is to be operated by AAPC Hotel management Private Limited under the brand name “Mercure”, 
which has over 750 hotels worldwide. It is located at the heart of Hyderabad in the Somajiguda area, which is a major 
business centre and shopping destination in the city. 
 
Hyderabad is currently the capital of both AP and Telangana, has a booming IT sector, and is also a frequented tourist 
destination for both domestic and foreign travelers. A reduced supply of new rooms has benefitted hotel rooms in cities like 
Hyderabad, which has seen highest revenue per available room in the past 4 years. Also, the debt taken for the hotel project 
is not expected to put a strain on the company’s cash flows. Because of the Hotel’s locational advantage and low financial 
and demand risks, we expect the hotel would not impact the profitability and financial position of KCP and would help unlock 
value of one of its many investments in land done over several decades of its existence. 
 
The hotel was ready for operations on 12th April 2016, and then it was handed over to the operator M/s Accor Hotels for 
commercial operations. 
 
Building Materials 
The company is looking at various ways and means of adding value and keeping its close proximity to its customers. On these 
lines, the company has since launched the Building Materials Division at Muktyala with the production of Bricks, Normal and 
Colored pavers and Hollow Blocks in a very small way. Based on the feedback from the market, more such units would be 
launched in different areas. 
 
Vietnam sugar business helps cushion volatility in cement business 
KCP, through its subsidiary KCP Vietnam (in which KCP has 66.7% stake), is a major player in the Vietnam sugar industry. 
Beginning as a supplier of sugar machinery to local factories in Vietnam in the 1990s, on the invitation of the Vietnam 
government, the company set up a 2,500 tcd sugar plant in 1999. The current manufacturing capacity is at 6,000 tcd through 
2 plants in Son Hoa (5,000 tcd capacity) and Dong Xuan (1,000 tcd capacity) districts in Phuyen Province.  
 
Sugar business in Vietnam is less volatile and more profitable compared to sugar business in India. Sugar revenues 
constituted 32% of total consolidated sales and 40% of consolidated EBIT in FY16. The segment has shown consistent growth 
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in revenues and profits over the past decade. Five-year (2011-16) revenue CAGR in sugar business has been at 11%. EBIT 
margin declined over the past few years on account of lower sugar prices globally including Vietnam.  
 
The sugar business in Vietnam has improved during the year 2015-2016 primarily because of the improvement in 
international prices during the second half of the year. According to the Vietnam Sugarcane and Sugar Association (VSSA), 
sugar mills in Vietnam turned out 1.2 million tonnes of sugar in the 2015-2016 as sugarcane crop saw a fall of 1.4 million 
tonnes from the previous crop. This is the second consecutive sugar crop with a sharp fall in production. 
 
As per media reports, there was drought condition in Vietnam in 2015 which reduced Vietnam sugar production to 14-16 
percent, and raised domestic sugar prices by 35.6 percent from 2015. Sugar supply woes pushed domestic prices higher even 
in the current year. Each kilogram of domestic sugar fetches between 16,500 Vietnamese Dong (VND)-17,100 VND in June 
2016 while it was priced at 12,750 VND-13,400 VND last year. 
 
The Company had obtained an investment license from Province People’s Committee for expanding the Son Hoa factory to 
10,000 TCD in two phases. The company has almost completed the first phase of expansion (from 5,000 TCD to 8,000 TCD), 
whose effect will be seen in 2016-17 and the balance phase of expansion (from 8,000 TCD to 10,000 TCD) is also likely to be 
completed in 2017-18. It will also help reduce the time needed to cultivate sugarcane from five or six months to 120 days. 
The company has developed 17,000 hectares of sugarcane farms in the districts of Son Hoa, Phu Hoa, Dong Xuan and Song 
Cau. 
 
The growth in by-products of sugar industry like co-gen power, rectified spirit, ethanol, etc has been significant. Further, 
sugar prices are volatile and thus companies having only sugar units are put to risk. To overcome these factors and local 
conditions, the company is in active discussion for putting up a co-gen power plant and a distillery which also ensures that 
by-products are put to commercial use. The company plans to invest in a 60klpd (kilo litres per day) capacity distillery project 
to produce fuel grade ethanol and liquor grade ethanol. The company has already acquired land spread over an area of 15.15 
hectare and other regulatory formalities are under process to implement this project. 
 

KCP Vietnam Industries Ltd FY12 FY13 FY14 FY15 

Crushing capacity (TPD) 6000 6000 6000 6000 

Cane Crushed (Mts.) 895424 838332 1091521 838265 

Sugar Produced (Mts.) 83359 88280 103357 110239 

Recovery rate (%) 8.53% 8.68% 8.87% 9.74% 

Avg Sales Realisation (Rs/mt) 44668 45314 43546 40703 

PBT (Rs. in Crore) 66.36 62.45 49.86 51.26 
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Risks and Concerns 

 The company faces financial risk from fluctuations in interest rate, exchange rate and commodity prices. The 
company has well defined policies for foreign exchange, treasury investments, interest rate and imported coal 
hedging. The policies are reviewed periodically to align with the changes in financial market practices and regulations 

 The Cement Industry is becoming intensely competitive with the foray of new entrants and some of the existing 
players adopting inorganic growth strategies. To mitigate this risk, the company is leveraging on its expertise, 
experience and its created capacities to increase market share, enhance brand equity/visibility and enlarge product 
portfolio and service offerings. Cement demand and prices in South India are both volatile with wild swings. This 
could impact its utilization and margins.  

 Any increase in the statutory levies imposed in the Budget on coal or any other raw material can increase the cost of 
production of cement. 

 As the company is exposed to heavy engineering segment in which it manufactures machines for various industries, 
the biggest problem for the capital goods companies (clients of KCP) is the sluggish economic growth. Additionally 
slower projects execution will percolate to thinning margins and, as a result, earnings will be disappointing. 

 Another serious risk (w.r.t. Fives Cail operation) is the obsolescence of the present equipments with the ever 
changing technology. With the sub optimal utilization, such costs are likely to be huge and would be a burden on the 
engineering units. 

 The Vietnam sugar business is dependent on the fortunes of the demand and supply of global sugar industry. For e.g., 
due to any surplus in both domestic and international sugar markets, sugar prices will remain under pressure  which 
could deter the sugar producers from going ahead with their expansion plans. This can also give rise to immense 
competition, with pressure on margins. 

 Trade and economy ministers from 12 countries signed the Trans-Pacific Partnership (TPP), the biggest trade deal in 
history in New Zealand during Feb 2016. The nations joining the pact are Canada, Brunei, Chile, Malaysia, Mexico, 
New Zealand, Peru, Singapore, Australia, the United States, Japan and Vietnam. Under the TPP, sugar firms were 
among those who benefitted the least. While TPP rival Australia was the world’s third largest sugar exporter and 
could produce a tonne of sugar at about 20 USD, Vietnam, one of the least productive sugar manufacturers, could 
produce a tonne of sugar at between 55 USD and 60 USD. Vietnam must face up to the stiff competition in the next 
three years, so local firms should stabilise and expand the cultivated area as well as enhance productivity and output 
to join the game. 

 
Financials 
FY16 Result Review 
During FY16, the consolidated revenue was up by 9% to Rs. 1296 crore mainly driven by Cement (contributed 52.5% to FY16 
revenue) and Sugar (contributed 31.4% to FY16 revenue) segments. Also on YoY basis, there was a substantial jump in 
revenues of Engineering and Power segment. The revenue from the engineering segment came at Rs. 159 crore from Rs. 93 
crore in FY15 and that of power segment came in at Rs. 78.85 crore vs Rs. 33.29 crore in FY15. During Jan 2015, the company 
commissioned 18 MW Thermal power plant at Muktyala which resulted in spurt in power sales.  
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In line with the revenue, EBIT of Cement division grew by 54% YoY to Rs. 110.51 crore and contributed 57% to total EBIT 
while EBIT of Sugar segment grew by 36% YoY to Rs. 78.43 crore and contributed 40% to total EBIT on KCP. Also due to 
control in operational cost as a percentage to sales (raw material cost down to 49.4% from 51% in FY15, Power & Fuel cost 
down to 9.3% from 12.2% in FY15, Freight cost down to 9% from 9.1% in FY15 and Other expenses down to 7.9% from 8.4% 
in FY15), operating profit rose by 42% to Rs. 237.5 crore with OPM at 18.3% rise of about 430 bps YoY. Power cost fell due to 
the commissioning of captive power plant by the company at Muktyala which ensured stable power supply to the cement 
unit. 
 
Due to slight rise in interest cost and nearly similar depreciation charges, PBT rose by 75% to Rs. 141.6 crore which led to PAT 
after minority interest/ share of associates of Rs. 93.35 crore, up by 85% YoY.  
 
Estimations 
For FY17, we have estimated consolidated total operating income to grow by 14% to Rs. 1477.9 crore. The growth is mainly 
driven by Cement and Sugar divisions growing by 16% and 17% respectively. Cement growth is led by increase in capacity 
utilisation, price uptick in South India and locational advantage with respect to the development of infrastructure in Andhra 
Pradesh and Telangana along with the new capital of Amaravati. Sugar revenue will be more driven by value rather than 
volume due to pressure on the supply side which will result to rise in price as observed currently. Having said that, the partial 
effect of expansion of capacity from 6,000 tcd to 8,000 tcd will come in FY17. Engineering segment is expected to grow by 
11% to Rs. 176.5 crore due to the improved macro-economic scenario and pick up in manufacturing and infrastructure 
sectors.  
 
Operating Profit is set to rise by 19% to Rs. 282.3 crore with OPM at 19.1%, rise of about 80 bps YoY. This is driven by cost 
efficiencies in power and freight cost and playing of operating leverage. We expect the interest cost to rise by 32% to Rs. 69 
crore. Depreciation costs would also be high by 34% to Rs. 64.8 crore considering increase in capacity in sugar division and 
some capex for cement expansion. Thus the PBT is expected to grow by 9% YoY to Rs. 154 crore. With higher tax rate of 18%, 
we assume PAT before minority interest to come in at Rs. 126.3 crore. Considering the profitable growth in KCP Vietnam, we 
have assumed minority interest at Rs. 29 crore as against Rs. 24.1 crore in FY16. Hence, PAT after minority interest would 
come at Rs. 97.3 crore, up by 4% YoY.       
 
For FY18, we have estimated consolidated total operating income to grow by 18% to Rs. 1743.4 crore. The growth is mainly 
driven by Engineering and Sugar divisions growing by 24% and 19% respectively. Engineering segment is expected to grow to 
Rs. 218.85 crore due to the improved macro-economic scenario and pick up in manufacturing and infrastructure sectors.  
Sugar revenue, now in this year, will be more driven by volume rather than value considering full effect of capacity expansion 
from 8,000 tcd to 10,000 tcd. Sugar prices which are on high last two years are expected to come down due to increase in 
supply in Vietnam. Cement is expected to grow by 17% YoY to Rs. 1039.48 crore led by increase in capacity utilisation and 
partial effect of the increase in the production at Muktyala cement plant from current 1.8 million tonnes per annum to 3.5 
MTPA. (as it is assumed to get commissioned by Dec2017- Feb2018). 
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Operating Profit is set to rise by 17% to Rs. 331.2 crore with OPM at 19%. This is driven by cost efficiencies in power and 
freight cost and playing of operating leverage. We expect the interest cost to rise by 13% to Rs. 77.7 crore due to the debt 
taken for expansion of cement capacity at Muktyala (whose revenue effect will come in partially in FY18). Depreciation costs 
would also be high by 17% to Rs. 76 crore considering increase in capacity in sugar division and effect of cement plant 
expansion. Thus the PBT is expected to grow by 19% YoY to Rs. 183.6 crore. With higher tax rate of 20%, we assume PAT 
before minority interest to come in at Rs. 146.9 crore. Considering the profitable growth in KCP Vietnam, we have assumed 
minority interest at Rs. 31.9 crore as against Rs. 29 crore in FY17. Hence, PAT after minority interest would come at Rs. 
114.97 crore, up by 18% YoY.        
 
Conclusion & Recommendation 
Going forward, the future for both Cement and Engineering segments looks positive in the long term with the Government 
focus on development and infrastructure. The cement market in India is expected to grow at a compound annual growth rate 
(CAGR) of ~9 percent during the period 2014-2019. Government plans of 100 smart cities, construction of state capital in AP 
augurs well for cement industry as well as our company. It is worth noting that per capita consumption of cement in India is 
less than 200 kg against world average of about 500 kg, a number which suggests a growth in demand, given a proper 
platform for growth. Rise in GDP from various initiatives, should provide an additional impetus for especially the cement 
sector given the strong correlation between the GDP growth and the cement industry. 
 
Recently on 4th April 2016, CRISIL revised its rating outlook on the long-term bank facilities, non-convertible debentures and 
fixed deposits of KCP Ltd to Positive from Stable. The outlook revision reflects CRISIL's belief that the KCP group's business 
risk profile may improve over the near term driven by sustained improvement in cash accruals on account of volume uptick 
and healthy realizations in the cement segment, and ramping up of enhanced capacity in the sugar segment. The ratings 
continue to reflect the group's established track record in the cement sector in South India and the sugar sector in Vietnam. 
The ratings also factor in the group's gradually improving financial risk profile, marked by healthy gearing and adequate debt 
protection metrics. 
 
KCP's business may improve over the near term driven by sustained improvement in cash accruals on account of volume 
uptick and healthy realizations in the cement segment, and ramping up of enhanced capacity in the sugar segment. 
 
We are valuing KCP Ltd using the SoTP method. We are valuing the Engineering & Power segments on basis of its expected 
book value of FY18 (70% of BV taken), Cement is valued at EV/tonne of $60 & $65 for sequential targets (an average of 
current and future capacity considered), and Sugar segment is assigned PE of 9x & 11x respectively for our sequential target 
prices. 

Segments  1st target price 2nd target price 

Engineering (70% of FY18E BV) 3 3 

Cement (EV/Tonne) 93 102 

Power (70% of FY18E BV) 4 4 

Sugar (PE Basis) 20 25 
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Hotel & Others 2 2 

Target Price 122 136 
Figures in Rs. 

     
We think that investors could buy the stock at the CMP and add on declines to Rs. 79-85 band for sequential targets of Rs. 
122 and Rs. 136 over 2-3 quarters. 
 

Particulars (Rs in Cr) FY12 FY13 FY14 FY15 FY16 FY17E FY18E 

Total Operating Income 1016.3 1136.3 1043.1 1187.1 1296.0 1477.9 1743.4 

Operating Profit 191.8 107.1 109.4 166.7 237.5 282.3 331.2 

OPM (%) 18.9 9.4 10.5 14.0 18.3 19.1 19.0 

Reported Profit After Tax 106.1 65.2 34.5 50.9 93.9 97.3 115.0 

PATM (%) 10.4 5.7 3.3 4.3 7.2 6.6 6.6 

EPS (Rs.) 8.2 5.1 2.7 3.9 7.3 7.5 8.9 

PE (x) 11.6 18.9 35.7 24.2 13.1 12.7 10.7 

EV/EBITDA 6.1 7.7 10.9 8.2 6.5 6.2 5.6 

RoNW (%) 21.1 13.0 6.7 9.3 15.3 14.1 14.9 
            (Source: Company, HDFC sec)  

Financials 
Quarterly – Standalone 

Particulars (Rs cr) Q4FY16 Q4FY15 % chg Q3FY16 % chg FY16 FY15 % chg 

Income from Operations 186.8 163.2 14.5% 165.9 12.6% 734.8 594.1 23.7% 

Other Operating Income 3.7 3.5  3.5  15.0 13.1   

Total Income 190.5 166.7 14.3% 169.4 12.5% 749.8 607.2 23.5% 

Raw Material Cost 74.9 47.3 58.2% 57.0 31.4% 251.7 163.4 54.1% 

Employee Expenses 16.3 12.8 27.0% 15.6 4.1% 66.3 52.6 26.1% 

Power & Fuel 33.0 29.7 11.4% 27.1 21.7% 119.1 143.8 -17.2% 

Freight 23.5 24.3 -3.2% 22.7 3.5% 98.7 88.2 11.8% 

Other Expenses 14.9 18.7 -20.2% 16.7 -11.0% 67.4 62.7 7.4% 

Total Expenditure 162.5 132.7 22.5% 139.2 16.8% 603.1 510.7 18.1% 

Operating Profit 28.0 34.0 -17.6% 30.2 -7.3% 146.7 96.5 52.0% 

Other Income 1.7 9.5 -81.7% 0.5 253.1% 3.8 12.5 -69.2% 

PBIDT 29.7 43.5 -31.6% 30.7 -3.2% 150.5 109.0 38.1% 

Interest 10.6 13.5 -21.9% 11.1 -4.8% 45.4 48.9 -7.1% 

Exchange (gain)/loss 0.0 0.0  0.0  0.0 0.0   

PBDT 19.2 29.9 -35.9% 19.6 -2.3% 105.1 60.1 74.9% 

Depreciation 10.0 9.8 2.1% 11.1 -9.6% 39.1 34.3 14.0% 

Exceptional Item 0.0 0.0  0.0  0.0 1.3   

PBT 9.1 20.1 -54.6% 8.5 7.3% 66.0 24.5 169.7% 
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Tax (including DT & FBT) 10.3 6.6 55.8% 3.2 218.8% 22.6 8.0 180.6% 

Adjusted Profit After Tax -1.2 13.5 -109.0% 5.3 -123.0% 43.4 16.4 164.4% 

Exceptional Item -0.6 0.0  0.0  -0.6 -0.6   

Reported Profit After Tax -1.8 13.5 -113.1% 5.3 -133.5% 42.8 15.9 170.1% 

EPS (Rs.) -0.1 1.0  0.4  3.3 1.2   

Equity 12.9 12.9  12.9  12.9 12.9   

    bps  bps   bps 

OPM (%) 14.99 20.82 -583 18.21 -323 19.96 16.24 371 

PATM (%) -0.92 8.07 -899 3.11 -403 5.71 2.61 310 
              (Source: Company, HDFC sec)  
 

Segment Revenue Q1FY15 Q2FY15 Q3FY15 Q4FY15 Q1FY16 Q2FY16 Q3FY16 Q4FY16 

Engineering 11.04 12.75 25.17 3.29 27.83 20.81 9.86 12.46 

Cement 148.47 157.32 149.78 179.59 202.42 181.81 179.49 202.18 

Power 6.03 6.03 4.53 16.71 18.11 18.93 20.46 21.35 

Unallocated 0.25 0.26 0.29 0.00 0.91 1.00 0.68 0.72 

Sub Total 165.79 176.36 179.77 199.59 249.27 222.55 210.49 236.71 

Less: Inter segment revenue 5.73 5.71 4.27 12.46 13.78 12.86 15.23 15.15 

Less: Excise Duty 21.77 21.9 21.86 23.93 28.24 27.07 25.88 31.01 

Net Sales 138.29 148.75 153.64 163.2 207.25 182.62 169.38 190.55 

                  

Segment Results                 

Engineering -4.02 0.33 0.19 -13.35 1.55 -1.48 -3.41 -6.94 

Cement 1.31 19.71 10.6 40.13 41.18 22.38 22.08 24.87 

Power 4.06 3.59 3.52 2.97 3.76 3.23 2.5 2.95 

Unallocated 0.00 0.00 0.00 0.00 0.00 0.00 -0.08 -0.64 

EBIT 1.35 23.63 14.31 29.75 46.49 24.13 21.09 20.24 

Less: Finance cost 11.6 11.95 11.77 13.54 12.18 11.56 11.1 10.57 

Less: Unallocable expd 0.67 0.00 0.07 0.00 0.13 0.00 1.48 1.4 

Add: Interest Income 0.00 0.31 0.00 3.87 0.00 1.58 0.00 0.00 

EBT -10.92 11.99 2.47 20.08 34.18 14.15 8.51 8.27 

                  

Segment Margins                 

Engineering -36.4 2.6 0.8 -405.8 5.6 -7.1 -34.6 -55.7 

Cement 0.9 12.5 7.1 22.3 20.3 12.3 12.3 12.3 

Power 67.3 59.5 77.7 17.8 20.8 17.1 12.2 13.8 
(Source: Company, HDFC sec) 
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Profit & Loss – Consolidated 
Particulars FY12 FY13 FY14 FY15 FY16 FY17E FY18E 

Net Sales 1015.0 1135.4 1042.4 1174.0 1279.1 1459.7 1723.8 

Other Operating Income 1.3 0.9 0.7 13.1 16.9 18.2 19.7 

Total Income 1016.3 1136.3 1043.1 1187.1 1296.0 1477.9 1743.4 

Total Expenditure 824.5 1029.2 933.7 1020.4 1058.5 1195.6 1412.2 

Raw Material Cost 455.9 526.3 489.1 598.3 632.4 715.3 847.3 

Employee expense 65.3 65.1 69.6 71.3 88.2 100.5 116.8 

Power & Fuel 161.9 209.8 166.0 144.6 120.4 136.0 162.1 

Freight Outward 54.5 144.7 122.9 107.9 116.9 130.1 151.7 

Other Expenses 86.9 83.4 86.1 98.3 100.6 113.8 134.2 

Operating Profit 191.8 107.1 109.4 166.7 237.5 282.3 331.2 

Other Income 44.5 81.0 38.2 15.4 4.8 5.5 6.0 

PBIDT 236.2 188.1 147.7 182.1 242.2 287.8 337.2 

Interest 41.5 39.7 46.3 51.5 52.3 69.0 77.7 

PBDT 194.7 148.4 101.4 130.7 189.9 218.8 259.6 

Depreciation 41.0 44.4 47.1 48.2 48.3 64.8 76.0 

Exceptional Item 0.0 4.9 0.0 1.3 0.0 0.0 0.0 

PBT 153.7 99.0 54.2 81.1 141.6 154.0 183.6 

Tax (including DT & FBT) 26.2 14.0 4.3 13.1 23.6 27.7 36.7 

Profit After Tax before MI and extraordinary 127.5 85.0 49.9 68.0 118.0 126.3 146.9 

Extraordinary Item 0.0 0.0 0.0 -0.6 -0.6 0.0 0.0 

Profit After Tax before MI  127.5 85.0 49.9 67.5 117.5 126.3 146.9 

Less: Minority Interest and exceptional 21.5 19.8 15.4 17.1 24.10 29.00 31.90 

Reported PAT 106.1 65.2 34.5 50.4 93.9 97.3 115.0 
(Source: Company, HDFCSec) 
 

Particulars FY12 FY13 FY14 FY15 FY16 FY17E FY18E 

Segment Revenue               

Engineering 221.72 125.15 137.44 92.97 159.00 176.49 218.85 

Y-o-Y % change   -44% 10% -32% 71% 11% 24% 

Cement 542.32 708.46 636.50 627.90 765.90 888.44 1039.48 

Y-o-Y % change   31% -10% -1% 22% 16% 17% 

Power 19.05 13.17 19.92 33.29 78.85 82.79 89.42 

Y-o-Y % change   -31% 51% 67% 137% 5% 8% 

Sugar  340.61 421.47 371.38 539.85 460.10 538.32 640.60 

Y-o-Y % change   24% -12% 45% -15% 17% 19% 

Unallocated 2.45 2.13 0.85 0.00 3.31 3.00 3.00 

Sub Total 1126.15 1270.38 1166.09 1294.01 1467.16 1689.04 1991.34 
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Less: Inter segment revenue 20.57 15.46 21.88 29.97 57.41 70.94 83.64 

Less : Excise duty 89.26 118.64 101.12 90.07 113.76 140.19 164.29 

Net Sales 1016.32 1136.28 1043.09 1173.97 1295.99 1477.91 1743.42 
(Source: Company, HDFCSec) 
 

Particulars FY12 FY13 FY14 FY15 FY16 

Segment Results           

Engineering 37.12 21.12 2.06 -15.40 -6.15 

Y-o-Y % change   -43% -90% -848% -60% 

Cement 53.83 10.27 20.70 71.74 110.51 

Y-o-Y % change   -81% 102% 247% 54% 

Power 7.48 -1.17 12.27 14.13 12.45 

Y-o-Y % change   -116% -1149% 15% -12% 

Sugar  69.41 63.67 51.14 57.76 78.43 

Y-o-Y % change   -8% -20% 13% 36% 

Unallocated -1.07 -1.12 -1.27 0.00 -0.83 

EBIT 166.77 92.77 84.90 128.23 194.41 

Less: Finance cost 41.54 39.71 46.31 51.45 52.34 

Less: Unallocable expd  0.00  0.00 0.00  0.00 1.31 

Add: Interest Income 28.43 45.97 15.63 3.47 0.00 

EBT 153.66 99.03 54.22 80.25 140.76 
(Source: Company, HDFCSec) 

Balance Sheet – Consolidated 
Particulars (Rs in Cr) FY12 FY13 FY14 FY15 FY16 FY17E FY18E 

Equity & Liabilities               

Shareholders’ Funds 501.8 503.6 517.8 543.9 615.2 689.1 773.0 

Equity Share Capital 12.9 12.9 12.9 12.9 12.9 12.9 12.9 

12% Redeemable cumulative Non-convertible Preference shares 20.0 15.0 8.0 0.0 0.0 0.0 0.0 

Reserves & Surplus 468.9 475.7 496.9 531.0 602.3 676.2 760.1 

                

Non-Current Liabilities 308.9 360.8 502.4 538.1 614.4 799.0 954.7 

Minority Interest 40.4 57.2 67.6 83.1 121.7 150.7 182.6 

Long Term borrowings 181.0 192.5 312.5 318.3 334.4 478.5 584.6 

Deferred Tax Liabilities (Net) 48.6 55.2 56.2 64.8 86.7 97.1 108.7 

Trade Payables 0.3 0.3 0.5 1.6 2.7 0.0 0.0 

Other Long Term Liabilities 35.9 51.8 61.5 65.8 64.2 67.4 72.8 

Long Term Provisions 2.7 3.8 4.1 4.5 4.8 5.3 6.0 

                

Current Liabilities 364.3 399.8 332.4 320.3 365.6 426.2 486.9 
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Short Term Borrowings  84.4 134.5 102.0 43.2 52.0 77.9 96.8 

Trade Payables 66.1 75.4 82.5 66.6 72.2 78.0 87.3 

Other Current Liabilities 178.7 168.3 142.8 181.1 224.2 251.1 281.3 

Short Term Provisions 35.2 21.6 5.1 29.4 17.2 19.3 21.6 

                

Total Equity & Liabilities 1175.0 1264.2 1352.5 1402.3 1595.2 1914.4 2214.6 

                

Assets               

Non-Current Assets 640.3 731.9 803.9 824.4 1055.0 1313.1 1481.6 

Fixed Assets 615.6 671.2 745.0 765.4 973.2 1221.9 1381.5 

Net Block (Tangible Assets) 590.9 568.3 569.5 643.5 850.6 978.2 1338.2 

Intangible Assets  0.1 0.1 0.2 0.5 1.7 2.0 2.3 

Capital Work-in-Progress 24.6 102.9 175.3 121.4 120.9 241.8 41.0 

Non-Current Investments 4.8 4.8 4.8 4.8 4.8 4.8 4.8 

Long -term Loans and Advances 15.8 54.2 51.3 53.3 75.3 84.4 92.8 

Trade Receivables 4.1 1.2 1.5 0.6 1.6 1.8 2.0 

Other Non-Current Assets 0.0 0.5 1.3 0.3 0.1 0.2 0.5 

                

Current Assets  534.7 532.3 548.7 578.0 540.2 601.3 733.1 

Inventories 232.4 200.4 266.9 230.6 219.9 263.9 329.9 

Trade Receivables 137.0 86.4 93.9 66.0 141.3 166.7 208.4 

Cash & Cash Equivalents 49.8 107.7 31.7 101.1 45.0 16.6 22.2 

Short Term Loans & Advances 112.0 131.8 151.2 173.1 133.2 153.1 171.5 

Other Current Assets 3.6 6.0 5.0 7.3 0.9 1.0 1.1 

                

Total Assets 1175.0 1264.2 1352.5 1402.3 1595.2 1914.4 2214.6 
(Source: Company, HDFCSec) 

Key Financial Ratios – Consolidated 
Particulars FY12 FY13 FY14 FY15 FY16 FY17E FY18E 

No of Equity Shares 12.9 12.9 12.9 12.9 12.9 12.9 12.9 

Current Market Price 95.5 95.5 95.5 95.5 95.5 95.5 95.5 

Market Capitalization 1231.0 1231.0 1231.0 1231.0 1231.0 1231.0 1231.0 

Enterprise Value 1446.7 1450.3 1613.8 1491.4 1572.4 1770.8 1890.1 

Adj. EPS 9.9 6.6 3.9 5.3 9.2 9.8 11.4 

FD EPS 8.2 5.1 2.7 3.9 7.3 7.5 8.9 

Cash EPS (PAT + Depreciation) 11.4 8.5 6.3 7.6 11.0 12.6 14.8 

PE(x) 11.6 18.9 35.7 24.4 13.1 12.7 10.7 

Book Value (Rs.) 38.9 39.1 40.2 42.2 47.7 53.5 60.0 

P/BV (x) 2.5 2.4 2.4 2.3 2.0 1.8 1.6 

OPM (%) 18.9 9.4 10.5 14.0 18.3 19.1 19.0 
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PBT (%) 15.1 8.7 5.2 6.8 10.9 10.4 10.5 

NPM (%) 10.4 5.7 3.3 4.2 7.2 6.6 6.6 

ROCE (%)  25.4 16.7 10.8 14.6 19.4 17.9 18.0 

RONW (%) 21.1 13.0 6.7 9.3 15.3 14.1 14.9 

Debt-Equity  0.5 0.6 0.80 0.66 0.63 0.8 0.9 

Current Ratio 1.5 1.3 1.7 1.8 1.5 1.4 1.5 

Mcap/Sales(x) 1.2 1.1 1.2 1.0 0.9 0.8 0.7 

EV/EBITDA 6.1 7.7 10.9 8.2 6.5 6.2 5.6 
(Source: Company, HDFCSec) 

One Year Price Chart 
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