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Cement & Aggregates / Italy

Cementir Holding accelerating from grey to
green

Significant news - 03/11/2021

Cementir Holding has set an aggressive emission target for 2030, aiming for
one of the lowest emission rates in the sector, despite having the highest
one currently. However, with the majority of the reduction driven by
existing methods, the target looks quite achievable. Additionally, it has
guided for a need to buy 600,000t worth of carbon rights/annum, which is a
conservative guidance in our opinion. This, along with strong balance
sheet, makes it well-positioned to face the carbon-driven challenges of this
industry.

m Fact

The cement industry produces about 5% of global CO2 emissions, and that's why
the traditional construction material companies are currently working extremely
hard to reduce their emissions. A few players have already reduced their carbon
footprint significantly, leading them to a carbon level of <600kg CO2/t of
cementitious material. As visible from the graph below, Holcim currently leads the
race with 2020 emissions standing at 555kg/t, while Cementir Holding is the
laggard with emissions in 2020 standing at 718kg/t. However, Cementir Holding
holds this title not for long because its aims to cut its emission level by 20% and
31% by 2025 and 2030 respectively (from the 2020 emission level).

Materially significant reduction target of Cementir Holding
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Emission in 2020 (in kg/t) ® Emission target for 2030 (in kg/t)

Source: Compaonies
* the company provides gross kg,T emission dota, which includes the emissions from burning waste
** Buzzi has not provided 2030 target

Targets set by Cementir Holding until 2030

€02 emissions (kg CO2/ton cement)

2019 2020 2022 2025 2030
Grey Cement 696 718 679 577 454
White Cement 926 915 915 870 808

Source: Company
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Stoxx 600 (net return) - Cementir Holding
PERF 1w im 3m 12m
Cementir Holding -0.11% 8.59% -3.09% 64.0%
Building Prod. & Materials 1.69% 5.51% -3.97% 40.0%
STOXX 600 0.80% 5.88% 3.25% 37.9%
Last updated:
20/07/2021 12/20A  12/21E 12/22E 12/23E
Adjusted P/E (x) 922 120 107 101
Dividend yield (%) 234 154 154 154
EV/EBITDA(R) (X) 449 532 452 401
Adjusted EPS (€) 0.65 0.76 0.85 0.90
Growth in EPS (%) 16.2 16.4 12.6 571
Dividend (€) 0.14 0.14 0.14 0.14
Sales (EM) 1,225 1,349 1411 1,474
EBITDA/R margin (%) 215 22.0 225 22.4
Attributable net profit (EM) 102 120 136 143
ROE (after tax) (%) 9.71 10.8 10.9 10.3
Gearing (%) 17.1 658 -2.95 -11.4
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B Analysis

At first glance, one may have believed that the emission reduction targets are too
aggressive. We thought so too. But in reality, the targets are quite achievable as
about 2/3rds of the set targets for 2025 and 2030 will be met in the EU via the
existing technologies and the investments that the company has planned for 2021-
23. We would like to highlight two key contributors: FUTURECEM™ and kiln
upgradation in Belgium.

1/ FUTURECEM™

In January 2021, Cementir Holding began distributing its new low-carbon cement,
FUTURECEM™, Recognised by the Cembureau, FUTURECEM™ has a carbon
footprint 30% lower compared to traditional Portland cement. In 2021-23, the
group has planned to sell about 1Mt of FUTURECEM™ (i.e. 10% of the total
cement sales in 2020) and, by 2030, FUTURECEM™ volumes sold are expected
to reach around 51% of total volumes sold in Europe.

Ordinary Portland Cement FUTUR=CEM

Other Other

Reduction
Clinker: -40%
CO,: -30%

Source: Company

Futurecem™ roll-out plan - volumes sold in ETS countries

Source: Company

The success of the initial rollout of FUTURECEM™in Denmark has, however,
been below initial expectations. Even though it provides similar strength compared
to the ordinary Portland cement, it is 10-12% costlier and, hence, less popular
among the Danes. Nonetheless, management is confident of catching up with the
forecasted sales on the back of: 1/ new tenders from the government which will be
inclined towards more eco-friendly products, and 2/ the set-up of the new
FUTURECEM™ plant (part of the industrial plan 2021-23) which will be able to
absorb the additional costs of this green cement.

2/ Belgian kiln upgrade
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The other (conventional but less impactful) step that the group is taking is
upgrading the kiln at the Belgian plant to increase the use of alternative fuel from

the current 40% to 80%. Once completed, this investment will guarantee a CO
reduction of about 88,000 tons annually.

So, these two steps, if they reach their desired output, would lead to about 62%
and 75% of the achieved target by 2025 and 2030, respectively, leaving only a
little room for the other steps that we have less information on.

grey cement production in EU 3.7 mT
emission 718 kg/t
total emission from grey cement 2656.6 m-kg
total emission from grey cementin T 2656600 T
belgian kiln alternate fuel -88000 T
FUTURECEM -236940 T
Total 2331660 T
emission 630.2 kg/t
% of target achieved 62.3 %
grey cement production in EU 3.7 mT
emission 718 kg/t
total emission from grey cement 2656.6 m-kg
total emission from grey cementin1 2656600 T
belgian kiln alternate fuel -88000 T
FUTURECEM -538500 T
Total 2030100 T
emission 548.7 kg/t
% of target achieved 75.6 %

Source: Company, AV

But the story doesn't end here. Even if the group drastically reduces its carbon
footprint to the set target, it will still have to buy some carbon rights from the
market because of the low rights available in the market for this industry under
phase 4 of the EU ETS. So, based on the existing data from the markets, targets
and information provided by the group as well as after considering some basic
assumptions, we created a carbon model through which we attempt to calculate
the impact of carbon purchases in the EU on the group’s EBITDA from 2022 to
2030. We conclude that the impact could be around €460m of carbon cost over
the period or €51.3m per annum on average.

In our model, we have included only 3.7mT of grey cement and 0.7mT of white
cement produced and used in Denmark and Belgium in 2020, and have made the
following assumptions:

« production of cement to grow linearly by 1.5% for grey and 0.8% for white
cement respectively;

« the group is able to achieve its carbon emission targets set for 2022, 2025
and 2030 and the emission is reduced linearly in the years inbetween;
*carbon rights allocation is flat until 2025 and reduces linearly by 4.2%
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from 2026 onwards (based on the current market information);
*price per carbon right increases by only €5 per annum from the current
level, reaching €105 by 2030.

Arbitrage opportunity from Turkey

Beyond the assumptions that we have already made, there is a possibility of
imports from Turkey too. Earlier this year, the European Commission announced
the much-anticipated Carbon Border Adjustment Mechanism (CBAM), which is
aimed at curtailing carbon leakage. However, CBAM will be in a transitional phase
from 2023 to 2025 and will become fully operational only by 2026. So, until then,
Cementir Holding will be able to capitalise on its Izmir plant in Turkey, which has a
capacity of 2.6mT, with only about 0.7mT exported right up to now. So, if we
consider that just ImT of cement per annum will be exported from Turkey to EU
until 2025, and the additional cost of transportation is estimated at €20/T, it will
lower our estimated carbon cost by €100m to €360m over 2022-30. This estimated
carbon cost is far below the one that we calculated using the group’s guidance of
600,000T worth of carbon rights needed to be bought from 2022 onwards. While
the group has a more sophisticated model in place with active management of the
rights integrated in the model, the difference of €100m is too big for us to ignore.

Capability to handle additional carbon costs

Fortunately for Cementir Holding, it has a strong pricing power in both Denmark
and Belgium (which account for ~45% of the group EBITDA). It remains as a key
player in the Belgian market and it owns the sole cement plant in Denmark. While
the number of price revisions over the year will be limited, especially in Denmark,
the group will be able to adjust the prices freely on an annual basis and, hence,
the impact will be significant only in the case of a lag arising due to a sharp
(rather than gradual) increase in carbon prices.

Net cash position to help absorb shocks, if any

Cement companies will not shift to greener products overnight. There will be a long
period of time when both green cement and the ordinary Portland (grey) cement
will co-exist. As long as buyers have the option to choose between the cheaper
existing cement and a slightly eco-friendlier cement at an additional 10-15% price,
they will choose the former. Hence, the players may instead have to reduce their
carbon footprint from existing plants and products than to rely on the new products
and technologies. If the rally in selling price cannot keep up with the increase in
carbon prices, the companies may have to spend from their pockets to fulfill the
carbon-induced capex requirement. Cementir Holding’s net cash position by 2023
on top of the earlier mentioned factors provide it with a good cushion to face the
emission-related headwinds in the mid- and long-term, supporting our Buy
recommendation on the stock.



Sales by Geography

Consolidated P&L Accounts
Sales
Change in sales
Change in staff costs
EBITDA
EBITDA(R) margin
Depreciation
Underlying operating profit
Operating profit (EBIT)
Net financial expense

of which related to pensions
Exceptional items & other
Corporate tax
Equity associates
Minority interests
Adjusted attributable net profit
NOPAT

Cashflow Statement

EBITDA

Change in WCR

Actual div. received from equity holdi...
Paid taxes

Exceptional items

Other operating cash flows

Total operating cash flows

Capital expenditure

Total investment flows

Net interest expense

Dividends (parent company)
Dividends to minorities interests
New shareholders' equity

Total financial flows

Change in cash position

Free cash flow (pre div.)

Per Share Data

No. of shares net of treas. stock (year...
Number of diluted shares (average)
Benchmark EPS

Restated NAV per share

Net dividend per share

€M
%
%
€M

€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M

€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M

I ordic states (41.23%)

I Belgium (18.7%)
I Turkey (11.8%)

I rorth America (10.9%)

I Asia (7.2%)
I italy (6.3

12/20A  12/21E
1,225 1,349
1.07 10.1
1.91 125
264 297
215 22.0
-86.8 -87.9
159 190
157 190
-15.2 -15.3
-0.37
-33.2 -45.5
0.57 0.29
-7.36 -9.48
103 120
112 134
264 297
38.4 -5.77
0.00 0.00
-37.9 -45.5
-20.7
243 246
-58.5 -69.0
-60.2 -96.0
-15.2 -15.3
-30.9 -22.3
0.00 0.00
-4.54 -23.0
-88.8 -98.6
82.6 51.0
170 161
159 159
159 159
0.65 0.76
0.14 0.14

12/22E
1,411
4.63
4.56
317
225
-89.0
209
209
-11.1
-0.41

-51.5
0.31
-11.5
136
147

317
20.6
0.00

-51.5

286
-67.0
-110
-11.1
-22.3
0.00

-143
33.4
208

159
0.85

Valuation Summary

Benchmarks

DCF

NAV/SOTP per share
EV/Ebitda

P/E

Dividend Yield
P/Book

TARGET PRICE

Balance Sheet
Goodwill

Total intangible
Tangible fixed assets
Financial fixed assets
WCR

Other assets

Value
€13.9
€9.78
€10.6
€8.34
€3.69
€7.78
€10.5

Total assets (net of short term liab.)

Ordinary shareholders' equity

Quasi Equity & Preferred
Minority interests

Provisions for pensions

Other provisions for risks and liabilities

Total provisions for risks and liabilities

Tax liabilities
Other liabilities
Net debt (cash)

Total liab. and shareholders' equity

Capital Employed

Capital employed after depreciation

Profits & Risks Ratios

ROE (after tax)

ROCE

Gearing (at book value)
Adj. Net debt/EBITDA(R)

Interest cover (x)

Valuation Ratios

Reference P/E (benchmark)

Free cash flow yield

P/Book

Dividend yield

EV Calculation
Market cap

+ Provisions

+ Unrecognised acturial losses/(gains)

+ Net debt at year end
+ Leases debt equivalent

- Financial fixed assets (fair value)

+ Minority interests (fair value)

=EV
EV/EBITDA(R)
EV/Sales

Weight
35%
20%
20%
10%
10%

5%
100%

NAV/SOTP Calculation

€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M

€M

%
%

%

%

€M
€M
€M
€M
€M
€M
€M
€M
X

X

Largest comparables

# Holcim

# Heidelbergcement
® Buzzi

® Vicat

12/20A  12/21E

330 330 330
526 528 530
691 705 719
83.6 84.4 85.2

12/22E

20.0 25.7 5.13
83.0 83.0 83.0
1,531 1,553 1,550
1,057 1,178 1,318
126 125 124
36.8 28.4 29.1
30.4 30.4 30.4
67.3 58.8 59.5
155 155 155
2.93 2.93 2.93
122 32.8 -111
1,531 1,553 1,550
1,447 1,469 1,466

9.71 10.8 10.9
7.71 9.11 10.0
17.1 6.58 -2.95
0.94 0.54 0.05
10.4 12.7 19.6

9.22 12.0 10.7
17.8 111 14.4
0.90 1.23 1.10
2.34 1.54 1.54

953 1,448 1,448
67.3 58.8 59.5
0.00 0.00 0.00

-4.78 -94.1 -238

127 127 127
83.6 84.4 85.2

126 125 124

1,185 1,580 1,435
4.49 5.32 4.52

0.97 1.17 1.02

Analyst : Sejal Varshney, Changes to Forecasts : 29/07/2021.
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