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Executive Summary

Recommendation:        BUY

Date: 11/01/2021
Current price: $6,350 COP
Target price: $7,153 COP
Upside: 42.50%
Industry: Concrete
Sector: Construction
Ticket: CMTOY
Stock Exchange: NASDAQ
Shares outstanding: 1.15
billion
Market cap: 1.95 billion
EPS (2021): 255.45
Free float: 41.55
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Cementos Argos is  a competitive cement,  concrete,  aggregate,  ready-mix
concrete,  and hydrated l ime producing company. Argos covers several  markets
such as Colombia,  Caribbean, Central  America,  and the United States.  We issue a
buy recommendation for Cementos Argos with a target price of $7.153 COP
presenting a 42.5% upside potential  on the closing price of $6.350 COP on
October 29,  2021.  The WACC of 6.15% proves that investors should expect to see
returns.  Due to the low WACC, Cementos Argos is  not considered as risky as
other comparable companies when considering where to invest your money
(Cementos Argos 2021) .

Cementos Argos is  the 5th largest US cement,  concrete,  and aggregate supplier
in the world.  With over 265 concrete plants in 15 countries and territories,
Cementos Argos is  on track for continued success.  In Q2 of 2021,  EBITDA is
standing at 3.1  t imes,  which is  the lowest in 8 years.  Demand for cement has
increased across al l  markets.  With residential  construction continuing in an
upward trend, demand is expected to continue for cement and ready-mix
concrete (Cementos Argos 2021) .  The White House announced infrastructure
investments of 550 bi l l ion USD for roads,  water projects,  and the power grid
implying the increased demand to help support these projects in 2022.  The f irm
operates 13 cement plants and 9 materials grinding faci l it ies to help with
production.  We believe the demand that wil l  be necessary in the very near future
also supports the recommendation to buy.

Cementos Argos,  a cement company founded in 1934,  that is  to say,  with a
history and background in the market of 87 years has reached the f i fth highest
spot in production in Latin America and is now the largest cement and concrete
producer in Colombia.  Argos is  a growing company that is  already in multiple
countries and continues to adjust the business as needed to stay relevant and
remain competitive.

Cementos Argos has a complex value chain with both primary and support
activit ies affecting the company’s sustainable competitive advantage.  In regard
to the f irm’s primary activit ies,  operations and logistics are Cementos Argos’
strongest proficiencies.  As Cementos Argos runs its operations,  technology
development and materials procurement are two of the f irm’s most important
support activit ies.  The f irm operates 13 cement plants,  9 materials grinding
faci l it ies,  and 265+ concrete plants,  through production operations,  Cementos
Argos produces 23 mil l ion tons of cement and 16.5 mil l ion cubic meters of
concrete (Argos 2021) .

Cementos Argos has made important efforts for both lowering costs and
reducing environmental  harm as its way of staying competitive and developing a
better offer for the market,  that ’s  why the f irm continues to make environmental
and technological  advances and is recognized for achievements and projects
regularly.  They have reduced CO2 emissions and energy consumption by 38% and
30% respectively.  They also focused on gender equality and were recognized as
the most innovative company in Colombia by ANDI and Dinero Magazine
("Cementos Argos",  2021) .

COMPAÑÍA
CEMENTOS ARGOS
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Country Competitiveness

Industry Analysis

Competitiveness depends upon the abil ity for the nation to use avai lable human,
capital ,  and natural  resources.  Colombia is  competitive when compared to other
countries,  doing business in Colombia looks good for the future.  Exports and
trade intensity are increasing.  As of 2007,  Colombia ranked 52nd out of 74
countries ranked but is  improving.  Cementos Argos has proven time and time
again they can make the best of  acquisit ions.  They have land, labor,  and f inances
available.  Concrete demands in the United States have grown 7% in 2020 and
Cementos Argos could help ease the demand.
Domestic rivalry forces companies to develop strengths and abil it ies that are
different from others and are sustainable as well .  With other companies to
compete with,  there is  a drive to continue innovating and improving to continue
to be competitive ("Cementos Argos",  2021) .  Cement demands have increased in
2021 and weather has impacted ready-mix concrete volumes due to a shortage of
cement.  Cement prices are remaining stable while ready-mix prices are sl ightly
higher.  Residential  permits have also risen.  The American Jobs Plan intends to
invest 2 tri l l ion dollars over the next 8 years,  of  which almost 40% of spending
wil l  have an impact on cement ("Cementos Argos",  2021) .
In Colombia,  cement,  ready-made concrete,  and products made from concrete
have seen a steady increase in the last year.  Margin EBITDA is 24%. The
Caribbean and Central  America are continuing to drive demands as well  and
margin EBITDA is about 31%. In Panama, cement volumes have improved, and
Honduras has had strong sales of bagged cement ("Cementos Argos",  2021) .  The
Dominican Republic also has seen growth in retai l  sales.  In the United States,
Argos is  focusing on balancing the portfol io mix and asset base while adjusting
as necessary based on the conditions around them. In Colombia,  the outlook is
positive but Colombia,  the Caribbean, and Central  America al l  remain cautiously
optimistic as they see what the market does ("Cementos Argos",  2021) .  The
construction industry is  continuing to thrive helping to support the demand for
cement and ready-mix concrete.  Despite the current pandemic,  houses and
commercial  buildings are continuing to be built  and concrete and cement are
continuing to be in demand across the world ("Cementos Argos",  2021) .

Cementos Argos has a strong competitive position compared to its peers.  Both
the threat of new entrants and the threat of substitutes for the company are low.
Over their 87-year history,  they have established operations in 16 countries
(MarketLine,  2021) .  Barriers to entry are high for the industry because
infrastructure investment to compete in cement and concrete are immense.  The
company generates over 9 tri l l ion COP, or $2.3 bi l l ion USD, in annual operating
revenues (MarketLine,  2021) .  Cement is  the most used construction input around
the world,  meaning there are few to no cost-effective substitute materials for its
applications (Argos,  2021) .  The concrete,  cement,  and aggregate industry is  a
commodity business.  While rel iabi l ity and quality are factors,  producers largely
compete over price.  This means that the intensity of r ivalry,  and the bargaining
power of buyers are the two forces most greatly affecting the industry and the
Cementos Argos company. Colombia only accounts for .8% of the market share,
while the U.S.  consumes 88.3% of al l  construction material  use for the western
hemisphere (Argos,  2021) .  However,  Cementos Argos has acquired large portions
of U.S.  f irms which has al lowed them to increase their U.S.  market share to one
of the top 10 largest U.S.  cement,  concrete,  and aggregate suppliers (Leonard,
2021) .  Firms l ike LafargeHolcim and Cemex are even larger and control  more of
the US concrete market (Leonard 2021) .  LafargeHolcim produces 190.4 mil l ion
tons of cement,  nearly 12 t imes the output of Argos (Holcim 2021) .  With such
large f irms competing for market dominance,  intensity of r ivalry is  extremely
high for the valuable US market.  Since contract and purchase agreements are
largely competed for over price,  this causes the bargaining power of buyers to be
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Value Chain

Management and Governance

high for the company as well .  Cementos Argos is  a quasi-monopoly in Colombia ’s
market,  but they face f ierce competition in the US market which gives buyers
greater power.  The last force of Porter,  bargaining power of suppliers,  also
affects the company, but only to a small  degree.  As the intensity of r ivalry with
competing f irms increases,  foreign supply partners continue to be influenced,
but the company does have great influence over domestic suppliers.

Although bargaining power of buyers and intensity of r ivalry is  high for the
company, they have found ways to keep their competitive position strong.  To
decrease the high intensity of r ivalry,  they continue to create new products and
improve existing ones while also maintaining rel iable production activit ies.  They
also work to differentiate their products from competitors and create a more
efficient manufacturing process to help lower the bargaining power of buyers.

Cementos Argos has a robust value chain with specif ic primary and support
activit ies strengthening the company’s sustainable competitive advantage.
Focusing on the f irm’s primary activit ies,  operations and logistics are Cementos
Argos’  core value foundation.  Support activit ies also add to Argos’  value chain.
Both technology development and materials procurement are two of the f irm’s
most important value chain support activit ies.

Highlighting the primary value adding activit ies of Cementos Argos,  the most
relevant are the company’s proficiencies with inbound and outbound logistics
operations as well  as the f irm’s primary operations.  The f irm excels in logistics
and has developed an eff icient and robust international  logistical  infrastructure.
In executing logistics activit ies,  Cementos Argos operates 28 shipping ports and
terminals,  67 dispatch centers,  4 boats,  1 ,600 rai lway cars,  and over 2,200
cement trucks (Argos 2021) .  The key to Argos’  competitive advantage is  in the
company’s operations.  ​​The f irm operates 13 cement plants,  9 materials grinding
faci l it ies,  and 265+ concrete plants (Argos 2021) .  Through production operations,
Cementos Argos produces 23 mil l ion tons of cement and 16.5 mil l ion cubic
meters of concrete (Argos 2021) .  This output makes Cementos Argos one of the
top 10 largest cement producers in the western hemisphere (Leonard 2021) .
Support activit ies are also vital  to the competitive advantage of Argos’  value
chain.  Reliable access to quality raw materials are essential  to fueling operations
and outcompeting the market.  A competitive advantage of Argos’  Colombia based
operations is  the country’s  wealth of material  resources for aggregate
production.  91% of raw materials come from local  suppliers (Argos 2021) .  Argos’
technology builds future advantages.  These efforts include new products and
processes l ike cement soi l ,  ideal  for rural  applications.  Environmental  product
developments focus on reducing CO2 emissions from both production as well  as
logistics (Argos 2021) .  

 The CEO of Cementos Argos is  Juan Esteban Calle Restrepo. He has a bachelor ’s
degree in business administration as well  as an MBA. He supports the positive
performance of the company due to his work experience in f inance,  economics
and upper management in North America and Colombia.  In North America Juan
Restrepo has professional  experience as a Senior Investment Banking Associate
in New York City,  as a Director of Foreign Investment at the Pro Export Office in
Canada,  and an Investment Advisor at the Bank of Montreal .  Considering
Cementos Argos is  trying to gain a greater market share in the US, Juan
Restrepo’s North American work experience is  valuable to Cementos Argos as
they move forward and expand. Despite Juan Restrepo’s high achieving work
performance in Colombia and North America,  in September 2021 he was named as
one of the 26 individuals and entit ies that are f inancial ly responsible for paying
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 $4.3 Tri l l ion pesos in losses due to the Hidroiituango Hydroelectric dam near-
disaster.  Although this gives Cementos Argos negative press,  Juan Restrepo has
sti l l  been an excellent leader of Cementos Argos.

There are f ive other managers on the Cementos Argos management team. They
are valuable to Cementos Argos performance due to their unique areas of
expertise,  that together cover every subject related to the Cementos Argos
business.  These areas include management,  economics,  accounting,  f inance,
business administration,  engineering,  law, and human resources.  Each member
has a postgraduate degree and years of work experience in their related f ield.
There is  one American manager,  while the rest are Colombian,  however,  most of
the Managers have experience working in North America and abroad.  Each
manager is  also on several  boards related to the construction and materials
industry,  giving them a new perspective on how the industry operates,  which is
valuable to Cementos Argos.

There are seven members of the Cementos Argos Board of directors.  Three of the
members of the board are equity members while the other four are independent
members.  An equity member would indicate that the board member is  internal  to
the company, while an independent director would indicate that the director is
external .  Like the managers,  the directors also have graduate and undergraduate
degrees in similar areas of study,  related to management,  f inance,  accounting,
engineering,  and law.

The way in which the Cementos Argos Board of Directors is  organized al lows the
company to maximize success and control  of  the company. The board of
directors has 3 committees,  which support the company's work.  Each Committee
is composed exclusively of board members.  The committees include audit ,
f inance and risks committee,  appointment and remuneration committee,  and the
sustainabil ity and corporate governance committee.  The way the Board of
Directors Governance is  set up al lows the company to better accomplish their
goals which are to “strengthen the trust of  our stakeholders in the company,
ensure the balance sheet and proper functioning of our management,  direction
and control  bodies and ensure ethics and transparency in our business,”  (Annual
Corporate Governance Report,  2020).
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There are some risks that the company faces,  but they can be mitigated by
fol lowing the right strategies.  The f irst major risk Argos faces is  f inancial  r isk.
They are overvalued, the P/E is much higher than their competitors which can
destroy value.  Cementos Argos can justify their growth potential  by expanding or
introducing new products to help mitigate the risk and prove they should be
valued this way.  They also face an international  r isk because competition
internationally is  very high,  but this can be mitigated by creating higher
switching costs and providing an environment their customers would miss i f  they
were to switch.  For the company to make their concrete mixture it  requires
many natural  resources which can be l imited.  This can cause a risk of shortage of
natural  resources.  To mitigate this risk,  Cementos Argos must become more
sustainable and manage their production levels.  Argos also faces a managerial
risk.  Some managers have gotten themselves into situations they should not have
which has led the company to receive a bad reputation.  Their management also
does not include diversity as they are al l  of  Colombian descent.  However,  the
company can integrate a department to watch over management’s  actions and
keep them in l ine.  They can also hire executives with more diversity to provide
the company with new ideas to help add value.  High bargaining power of buyers
is another big risk the company faces,  however,  i f  they continue to improve their
value chain and bring more value to the company the bargaining power of buyers
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Valuation
For the valuation of Cementos Argos we used the data downloaded from
Bloomberg from 2014 to 2020 from the income statement and statement of
f inancial  position or balance sheet.
From these data the Economic Balance of the company was constructed in order
to know the Total  Investments that are composed of the Operational  Needs of
NOF Funds,  Non-operational  Cash,  and long-term operational  investments and,
on the other hand, also calculates the Total  Financing of the company which is
the sum of both short and long term debts and equity.  In order to corroborate
the good approach to the exercise,  a Check l ist  is  carried out by subtracting the
total  investments minus the total  f inancing and this result  must be equal to zero
as shown in the fol lowing annex.

Then we calculate the free cash f low which is  negative for the f irst  two years
(2014-2015) and from there it  increases steadily for the rest of  the years
analyzed.  In this step,  the second Check l ist  is  included to verify the exercise
and effectively by subtracting the net cash f low minus the non-operating cash
the result  is  equal  to zero.

Final ly,  the projections were made from 2021 to 2030 taking into consideration
several  assumptions such as the increase in sales,  a divestment in property,
plant and equipment and an increase in short and long-term debts.

With the numerical  analysis,  it  was evident that the projected cash did not make
sense since it  gave negative values and did not continue with the trend that it
had brought from previous years.  For this,  a series of adjustments were made to
different assumptions in order to increase the cash to logical  and reasonable
values.  In the case of sales,  it  wil l  increase between 5% and 10% compared to the
previous year.  In this way,  since most of the assumptions used are t ied to sales,
small  variations in sales can mean large variations in the company's cash.
Another modified assumption was the long-term and short-term debt,  which
increased by 5% and 4% respectively.  Final ly,  a 5% divestment was made in
property,  plant and equipment.

 wil l  decrease.  Final ly,  the company faces legal  r isk as well  because there is
always the chance a third party could f i le a lawsuit ,  but this can be avoided by
completing a thorough due di l igence process.  Although the company can
potential ly face quite a few risks,  they are prepared and have a plan in place to
mitigate them.
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Project cash result:

By way of conclusion,  it  was confirmed that,  as previously mentioned in the
valuation analysis,  Cementos Argos is  overvalued.  During the analysis,  this
statement was supported by saying that its P / E is  much higher than that of its
comparables,  which says that investors are wil l ing to pay much more for
Cementos Argos than for other companies.  Additionally,  it  was also stated that
the company is overvalued because when comparing its ROIC and its EV /
EBITDA we f ind that it  has a very high EV / EBITDA compared to its low ROIC.
Complementing the previous analysis,  through the valuation we can see that the
price per share projected for 2021 is  lower than the current market price ($ 6,322
<$ 6,350).  With these differences in prices,  it  is  reconfirmed that the company is
overvalued since the market is  paying more for each share of the company.
Therefore,  shareholders should sel l  their shares taking advantage of the
mismanagement of the market.
The fol lowing Annex shows the price per share projected from 2021 to 2029:
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