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Higher costs impact margins

Grasim Industries Ltd

CMP: Rs.2625 Standalone business
Grasim Industries’ operating performance came lower than estimate largely on higher
Target Price: Rs.2799 input costs. VSF volumes were flat qoq, while those of chemical business on expanded
capacity, jumped 11.4% qoq. VSF realisations dipped marginally by 0.5% qoq to Rs 128/kg,
Recommendation: Hold while chemical realisation jumped 16.4% qoq to Rs 39/kg.

Standalone VSF operating margins dropped qoq to 10.0% (13.5%), while margins of

Stock Info chemical business dropped to 16.3% (22.3%). Significant erosion in operating margin was
BSE Group A primarily due to jump in raw material cost (sans pulp prices which remained flat qoq) and
BSE Code 500300 increase in other operating expenses. Consequently, standalone EBITDA margins dropped
NSE Symbol GRASIM gog by 400bps to 10.2%. This is one of the lowest EBITDA margins company has reported in

many years.

Bloomberg GRASIMIN
Reuters GRAS.BO Cement business
BSE Sensex 22404

Ultratech’s (ULTC) 4QFY14 numbers came well above estimates largely driven by lower
NSE Nifty 6695 operating cost and tax liability. ULTC reported 8.9% yoy growth in revenues on 9.4% yoy
increase in volumes. On qoq basis volumes were 26% up and this we believe was result of
shutdown at a North based cement plant that resulted in constrained supply to a certain
extent. Supply side crunch however did not result in better realisation and it rather dipped

Market Info
i T EREEEE 3% qoq, which was a negative surprise in our view. Notwithstanding the fall in realisation,
2 EBITDA per tonne improved 24% qoq to Rs 1016 per tonne and this was a result of 7.2% qoq
Equity Capital Rs 91.7cr decline in operating costs. EBITDA margin improved qoq by 480bps to 21.3%, while it
Avg. Trading Vol. 80020 declined yoy by 210bps.
52 Wk High/ Low 3159/2121 .
Face Value 10 M
Grasim’s VSF business continues to report subdued operating margins impacted by sluggish
VSF prices and higher operating costs, even though demand remains healthy. We believe
persistent overcapacity in China will continue to put pressure on VSF prices and thus
Shareholding Pattern (%) (March 2014) margins of Grasim. We forecast ULTC’s margins profile, on the back of expected subdued
Promoters 25.5 pricing environment, likely to remain range bound over next one year. We have valued
Domestic Institutions 16.1 Grasim Ind on SOTP basis and have ascribed EV/EBITDA(x) of 4.0 to standalone operations
. S and have arrived at a fair value Rs 615 per share. We have valued Grasim’s 60% stake in
Foreign Institutions 22.8 . . X
Ultratech Cement at Rs 2118 per share assuming 30% holding company discount. We have
Non Promoters Corp. 9.0 valued equity investments at book value of Rs 67 per share. At current market price of Rs
Public & Others 26.6 2625, Grasim Industries trades at P/E(x) of 10.8x and 8.4x and EV/EBITDA(x) of 5.5x and 4.1x
Govt. Holdings on its FY15E and FY16E estimates, respectively. We recommend Hold rating on the stock
with price target of Rs 2799 per share.
Y/E March, (Rs in Cr) FY13 FY14 FY15E FY16E
5 110 Net Revenue 27904 29324 31866 36505
E o EBITDA 5924 4914 6205 7454
P PAT 2704 2072 2234 2870
= o0
EPS 295 226 243 313
06/05/13 05/07/13 03/09/13 02/11/13 01/01/14 02/03/14 01/05/:
Date EPS Growth (%) 2% -23% 8% 28%
[=— Grasim Industries Ltd. =—— Sensex |
RONW (%) 14 10 10 11
May 05, 2014 P/E (x) 8.9 11.6 10.8 8.4
EV/EBITDA (x) 5.6 6.8 5.5 4.1
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Grasim Industries-Standalone

VSF and Chemical Realisation trend EBITDA margins of VSF and Chemical business
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VSF (Rs/kg) ~ ===--- Chemical (Rs/kg) VSF =eees Chemical("R")
Ultratech Cement
1QFY12 2QFY12 3QFY12 4QFY12 1QFY13 2QFY13 3QFY13 4QFY13 1QFY14 2QFY14 3QFY14 4QFY14
Realisation (Rs/t) 4590 4373 4757 4645 5105 4752 5049 4842 5018 4947 4934 4788
RM 531 746 657 669 749 659 690 763 790 832 842 799
Employee cost 194 230 232 191 225 242 254 234 254 313 252 193
Power & Fuel 1093 1068 1164 1036 1093 1086 1125 949 1002 1051 1033 974
Mfg Exp 608 842 826 701 697 806 814 744 796 934 865 762
S&D Exp 910 837 874 948 1043 940 1101 1074 1115 1093 1154 1121
EBITDA/t 1275 730 1086 1148 1316 1047 1090 1152 1085 747 820 1016
mntonnes ULTC's Volumes and Realisation trend Rs/t % ULTC's EBITDA% and EBITDA/t trend R/t
Volumes s Realisation (RHS) 30% 1500
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4QFY14 Results (Consolidated)

Rs in Crore 4QFY14 4QFY13 YoY (%) 3QFY14 QoQ (%)
Net Sales 8419 7672 10% 7120 18%
Expenditure 6892 6094 13% 6083 13%
EBITDA 1527 1578 -3% 1037 47%
EBITDA Margins (%) 22 26 17

Other Income 128 207 -38% 106 21%
Interest 108 81 34% 125 -13%
Depreciation 389 329 18% 367 6%
Exceptional Items (Loss) 0 204 0

PBT after exceptional items 1158 1581 -27% 652 78%
Tax 168 470 -64% 184 -8%
Tax rate (%) 15% 30% 28%

Minority Int -340 -307 11% -161 112%
Share of Associate 30 14 123% 25 22%
PAT after extraordinary items 679 818 -17% 332 105%
Net Profit Margin (%) 8% 11% 5%

4QFY14 Results (Standalone)

Rs in Crore 4QFY14 4QFY13 YoY (%) 3QFY14 QoQ (%)
Net Sales 1549 1396 11% 1470 5%
Expenditure 1390 1162 20% 1261 10%
EBITDA 159 234 -32% 209 -24%
EBITDA Margins (%) 10% 17% 14%

Other Income 63 98 -36% 35 81%
Interest 11 15 -25% 13 -18%
Depreciation 64 45 41% 55 16%
Exceptional Items (Loss) 0 204 0

PBT after exceptional items 147 477 -69% 176 -16%
Tax 17 105 -84% 50 -66%
Tax rate (%) 12% 22% 28%

PAT after extraordinary items 130 372 -65% 126 3%
Net Profit Margin (%) 8% 27% 9% -2%
EPS (Rs) 10 28 -65% 9 3%
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67 Nehru Road, Vile Parle (East), Indore - 452003, (M.P.)
Mumbai - 400057 Tel: (91-731) 3016100
Tel: (91-22) 42254800 Fax: (91-731) 3016199

Fax: (91-22) 42254880

Stock Rating Scale
Absolute Return

BUY >20

ACCUMULATE 12-20

HOLD 5-12

NEUTRAL 0-5

REDUCE <0
Disclaimer:

This document has been prepared by Arihant Capital Markets Ltd. This document does not constitute an offer or solicitation for the purchase and sale of
any financial instrument by Arihant. This document has been prepared and issued on the basis of publicly available information, internally developed data
and other sources believed to be reliable. Whilst meticulous care has been taken to ensure that the facts stated are accurate and opinions given are fair
and reasonable, neither the analyst nor any employee of our company is in any way is responsible for its contents and nor is its accuracy or completeness
guaranteed. This document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision.
The user assumes the entire risk of any use made of this information. Arihant may trade in investments, which are the subject of this document or in
related investments and may have acted upon or used the information contained in this document or the research or the analysis on which it is based,
before its publication. This is just a suggestion and Arihant will not be responsible for any profit or loss arising out of the decision taken by the reader of
this document. Affiliates of Arihant may have issued other reports that are inconsistent with and reach different conclusion from the information
presented in this report. No matter contained in this document may be reproduced or copied without the consent of the firm.
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