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Paper Sector 

7 September 2007| Paper 

SECTOR UPDATE √   

Domestic paper manufacturers have been successful in passing on cost 
increases to customers by hiking paper prices twice in 2007. Paper 
companies posted increases in their net profits in the range of 3% to 77%. 
Our coverage of stocks posted an impressive growth of 28.7% in net profits. 
The June quarter also posed the challenge of increase in wood pulp cost and 
furnace oil cost, but with a demand-supply gap of paper, most 
manufacturers were able to pass on the cost-push to the customers. 

 Capacity expansion & backward integration 
Most of the large paper manufacturers have plans for capex of around Rs 
15,000 crore for the next four years, which would lead to capacity 
additions to the tune of 1.66 million tonnes of paper per annum. Apart 
from additional capacity, manufacturers are focusing heavily on backward 
integration leading to expansion in margins. As the adherence to 
Corporate Responsibility for Environmental Protection (CREP) norms is due 
by March 2008, paper producers are integrating backwards by investing in 
chemical recovery boilers, ECF bleaching process, in house pulping 
capacity and captive power plants. Backward Integration is expected to 
result in margin expansion through cost control. 

 Upgrading products 
Companies have witnessed a definite demand shift from the low-end paper 
to writing and printing and high-value added segments. Coated paper is 
growing at 9%, while the copier paper segment is growing at a robust 
15%. To place themselves on a higher level on the product quality 
standards, companies are investing in specialized technology and better 
raw material inputs. Most capacities are getting added in these segments 
and are set to result in improved realizations for the players. 

Valuation 
We reiterate our preference for big-size players as they are better placed 
in terms of capacity additions and backward integration. The stocks have 
traditionally traded at a historic P/E multiple of 8x and are currently 
available at forward multiples of 5x. Valuations are currently at a three-
year low with key operating matrices on the up-tick and strong demand 
outlook. Ballarpur Industries and TN Newsprint are our preferred bet in 
the sector.  

ICICIdirect | Equity Research              
 

 

Reams of growth … 

 
  Key Financials 

Company Price (Rs) Market Cap P/E FY08E EV/EBIDTA FY08E RoNW FY08E RoCE FY08E View 
Ballarpur Industries 144 2674 5.25 4.26 15.82% 15.77% Outperformer 
Tamil Nadu Newsprint 100 692 5.93 5.32 18.12% 14.40% Outperformer 
West Coast Paper 449 401 5.38 4.06 30.11% 25.25% Hold 
JK Paper 39 304 5.05 3.93 14.37% 14.64% Hold 

                   Source: ICICIdirect Research 
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Price Movement 
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Comparative return metrics 

Stock return 3 M 6M 12M 

Ballarpur Industries 16.0% 28.8% 18.3% 
TNPL 6.1% 14.8% -2.1% 
West Coast Paper 16.1% 12.4% 7.3% 
JK Paper -5.6% -11.3% -20.9% 
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Time frame 12 months OUTPERFORMER 

Potential Upside 
25.6% 

Current price 
Rs 144 

Target price 
Rs 180 

Time Frame 
12-15 months 

 
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Ballarpur Industries (BALIN) 

7 September 2007| Paper 

STOCK UPDATE √   

WHAT’S CHANGED… 
PRICE TARGET..……………………………………………Raised from Rs 150 to Rs 180 
EPS (FY08E)...…...………..………………………………Raised from Rs 18.7 to Rs 27.4  
RATING…………….……………………………..............................................Unchanged 

Ballarpur Industries (BILT) is restructuring its subsidiaries with a focus on value unlocking. It will retain the high 
margin segments and hive-off in its integrated paper units in commodity business along with Sabah Forest 
Industries (SFI), Malaysia, into a wholly-owned subsidiary. The company has also announced 40% compulsory 
equity buy back along with stock split. A sum-of-the parts valuation indicates an upside of 25%-92% from the 
current levels. 

 Results update 
BILT posted satisfactory FY07 results with consolidated net sales rising 21% to Rs 2,317 crore, exceeding our 
estimates. The company also recorded a jump of 18.7% in EBIDTA levels.  However, operating margins 
declined slightly by 57 basis points. The company showed a growth of 19.2% in consolidated net profits to Rs 
255 crore. Though it witnessed an increase in the raw material and power and fuel costs to the tune of 35% and 
32% respectively, it could successfully pass the increase to customers through two price hikes in 2007.  

 Restructuring: Commodity business hive-off to Ballarpur Paper Holding 
BILT would hive off Bhigwan, Ballarpur and Kamalapuram units into a wholly owned subsidiary called BILT 
Graphic Paper Products Limited (BGPPL) for Rs 450 crore equity and Rs1,500 crore non convertible debentures 
as consideration. BGPPL would further be acquired from BILT by its subsidiary Ballarpur Paper Holdings BV 
(BPH) incorporated in Netherlands in connection with the acquisition of Sabah forest Industries Malaysia (SFI) 
for an all-cash deal of Rs 1,950 crore. BPH plans to raise funds by selling minority stake to private equity and by 
raising debt. Since globally paper manufacturers enjoy EV/EBIDTA in excess of 8x as against Indian average if 
6x, the hive off is expected to fetch value unlocking in the range of 25%-92% to shareholders. 

Valuations  
The restructuring would lead to a significant improvement in BILT’s return ratios and valuations. BPH is expected to 
get an EV/EBIDTA valuation in the range of 10-12x while BILT’s current EV/EBIDTA is 6x, leading to a greater sum-
of-the-parts valuation. Post the hive-off, we expect the scrip to trade in the range of Rs 180 to Rs 270 depending 
upon the quantum of private equity placement at BPH. At the current price of Rs 144, the stock is trading at P/E of 
5.25x FY08E EPS of Rs 27.4. We believe there is an upside of 25%-92% post February 2008, when the private 
placement is expected to take place. We maintain our OUTPERFORMER rating with a revised target price of Rs180. 
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Restructuring growth… 

Key Financials: Consolidated 
Year to June 30 Q4FY06 Q4FY07  y-o-y growth % FY07 FY08E y-o-y growth % 
Net Sales 528.98 532.46 0.7 2317.78 2468.21 6.5 
Other Income 4.71 5.19 10.2 13.73 10.96 -20.1 
Total Expenditure 398.31 387.49 -2.7 1735.03 1812.16 4.4 
EBIDTA 130.67 144.97 10.9 582.75 656.06 12.6 
Interest 21.27 22.55 6.0 100.34 92.31 -8.0 
Depreciation 37.54 40.54 8.0 156.54 186.17 18.9 
PBT 76.57 87.07 13.7 339.60 388.54 14.4 
Tax 9.60 9.60 0.0 37.02 40.58 9.6 
PAT 67.88 66.28 -2.4 255.06 305.53 19.8 
EPS 3.65 3.57 -2.4 14.06 27.42 95.0 

           Source: ICICIdirect Research 
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Time frame 12 months OUTPERFORMER 

Potential Upside 
35% 

Current price 
Rs 100 

Target price 
Rs 135 

Time Frame 
12 months 

 
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Tamil Nadu Newsprint (TAMNEW) 

7 September 2007 | Paper 

 

 
RESULT UPDATE √   

WHAT’S CHANGED… 
PRICE TARGET……………………………………………………………….Unchanged 
EPS (FY08E)………………..………………………………………..……… Unchanged  
RATING………………………………………………................................... Unchanged 

Tamil Nadu Newsprint and Paper Ltd (TNPL) posted a 19.3% increase in its first quarter revenue to Rs 214 crore, 
while profitability grew 26% to Rs 23.73 crore, which were in line with our expectations. TNPL’s improvement of 
its EBIDTA margins to 24.52% in first quarter of FY08 in comparison to the previous quarter despite the increased 
raw material prices re-emphasises our conviction in the growth story propelled by backward integration. 

 Backward integration 
Post the mill development program, which was slated to come on stream by August 2007, we expect significant 
improvement in company’s margins from second quarter onwards. Paper prices have remained strong as 
anticipated by us. TNPL had a price hike in copier segment by Rs 400 in June 2007. The company is also 
reviewing its export prices in the light of rupee appreciation and is expecting to increase export prices by 
US$50-60 per tonne. 

 Revenue growth 
During the quarter, the company saw a jump of 19.3% in revenue to Rs 214 crore through conscious product 
shift towards copier, coupled with robust prices. TNPL could improve its operational efficiencies marginally by 
20 basis point q-o-q despite raw material prices remaining firm. The company posted an improvement of 122 
basis points in its net profit margins q-o-q to 11.1%. 

Valuations  
We reiterate our outperformer rating and believe that the stock is available at an attractive valuation with an 
upside potential of 35% to our target price of Rs 135. Currently, the stock is trading at a P/E multiple of 5.9x its 
FY08E EPS of Rs 16.87. The company is likely to record earnings growth of 36% during FY07-FY08E. Moreover 
with an EV/EBIDTA at 5.3x in FY08E, current valuations look even more attractive. Our target price discounts its 
FY08E EPS of Rs 16.87 by 8x, its historical average. 
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Pulping growth … 

Key Financials 
 

Year to March 31 Q1FY07 Q1FY08 y-o-y growth % FY07 FY08E y-o-y growth % 
Net Sales 179.32 214.01 19.3 854.84 897.58 5.0 
Other Income 5.10 4.38 26.6 25.56 35.00 36.9 
Total Expenditure 135.71 161.53 19.0 665.85 671.37 0.8 
EBIDTA 43.61 52.48 20.3 188.99 226.21 19.7 
Interest 5.12 5.32 -3.7 20.52 38.50 87.6 
Depreciation 15.80 17.13 8.4 66.73 67.00 0.4 
PBT 26.87 35.33 31.5 125.03 155.71 24.5 
Tax 8.06 11.60 43.9 38.21 38.93 1.9 
PAT 18.81 23.73 26.2 86.06 116.78 35.7 
EPS 2.72 3.43 26.1 12.43 16.87 35.7 

           Source: ICICIdirect Research 
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Time frame 12 months HOLD 

Potential Upside 
5.9% 

Current price 
Rs 449 

Target price 
Rs 475 

Time Frame 
12 months 

 
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

West Coast Paper Mills (WESCOA) 

7 September 2007| Paper 

 

RESULT UPDATE √   

WHAT’S CHANGED… 
PRICE TARGET..……………………………………………Raised from Rs 450 to Rs 475 
EPS (FY08E)...…...………..……………………………Raised from Rs 80.78 to Rs 83.42  
RATING.…….……………………………..............................................Performer to Hold 

West Coast Paper Mills (WCPM) posted a 7.3% increase in its first quarter sales to Rs 137 crore while profitability 
grew by 30.3% to Rs 19.5 crore, which was slightly above expectations. The company witnessed a jump in 
EBIDTA margins to 19.3% in first quarter of FY08, which is the highest ever touched by the company. This 
growth can be attributed to the success of passing on cost increases to customers by price hikes. However, with 
major capex coming on stream only by FY10, we see the medium-term upside priced in. 

 Capacity expansion 
Currently, WCPM has an installed capacity of around 180,000 tpa of paper and paper board with pulping - 
capacity of 99000 tpa. The company is planning to expand its paper capacity by 120,000 tpa with 50% focused 
for copier production and the rest for the current product mix. Pulping capacity is being augmented to 700 
tonnes per day. To improve on the operating margins, WCPM would be installing chemical recovery boiler and 
effluent treatment plant. The expanded capacity is expected to be commissioned by FY10. Post expansion, the 
company would be seventh largest in terms of paper capacity in India. 

 Revenue growth 
During the quarter, the company saw a jump of 7.3% in its revenue to Rs 137.38 crore. This revenue growth was 
achieved through the price hike brought about by the company despite no new addition to its production 
capacity. WCPM improved its operational efficiencies marginally by 102 basis point q-o-q, despite a 13.5% 
increase in staff costs. The company posted an improvement of 251 basis points in its net profit margins q-o-q 
to 14.2% from 11.7%. 

Valuations  
We are changing our rating on the stock from performer to hold as we believe that it is trading at levels where 
the medium-term upside looks priced in. Currently WCPM is trading at a P/E of 5.4x its FY08E EPS of Rs 83.42 
(revised upwards to adjust for the price hikes). With WCPM’s capex traction to come by FY10, current 
valuations have marginal room for upside.  
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Potential upside limited … 

   Key Financials 
Year to March 31 Q1FY07 Q1FY08  y-o-y growth % FY07 FY08E y-o-y growth % 
Net Sales 128.03 137.38 7.3 551.43 569.44 3.3 
Other Income 0.55 2.62 376.4 6.33 7.00 10.6 
Total Expenditure 104.68 110.93 6.0 458.40 466.65 1.8 
EBIDTA 23.35 26.45 13.3 93.03 102.79 10.5 
Interest 1.71 1.91 11.7 4.99 4.49 -9.9 
Depreciation 5.25 5.10 -2.8 21.00 21.10 0.5 
PBT 16.94 22.06 30.2 73.38 84.20 14.7 
Tax 1.98 2.56 29.3 8.53 9.62 12.8 
PAT 14.96 19.50 30.3 64.85 74.58 15.0 
EPS 16.73 21.81 30.3 72.53 83.42 15.0 

           Source: ICICIdirect Research 
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Time frame 12 months HOLD 

Potential Upside 
8.9% 

Current price 
Rs 39 

Target price 
Rs 42 

Time Frame 
12 months 

 
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

JK Paper (CENPUL) 

7 September 2007| Paper 

 

 
RESULT UPDATE √   

WHAT’S CHANGED… 
PRICE TARGET..………………………………………..…. Lowered from Rs 48 to Rs 42 
EPS (FY08E)..…...………..…………………………..…Lowered from Rs 8.43 to Rs 7.73  
RATING….….……………………………..............................................Performer to Hold 

JK Paper, the largest producer of branded copier paper in the country, posted a 14% increase in its FY07 revenue 
to Rs 759 crore, while profitability grew by 29.8% to Rs 46.1 crores, which missed our expectations. The company 
was just about able to maintain its EBIDTA margins at 20% levels for the year and we foresee further margin 
pressures in FY08 due to increased raw material prices. 

 Capex to venture in high value business 
JK Paper is one of the principal players in writing & printing paper category. Apart from its existing product mix 
of copier and uncoated paper, JK Paper commissioned a state-of-the-art coating plant with a capacity of 46,000 
tpa. The company has undertaken Rs 250 crore capex to bring in packaging board into its product mix. It plans 
to produce folded boxboards and other paper packaging products from this expansion. Industrial packaging 
products are growing at greater pace than the industry average and fetch a premium over the average paper 
industry realisation. This facility is expected to be functional by the third quarter FY08. 

 Revenue Growth 
During FY07, JK Paper witnessed a growth of 14.4% in their revenue to Rs 759.48 crore which fell short of our 
estimates, as it could not pass the entire cost increase to the end customers. Company could reduce the raw 
material cost as a percentage to sales slightly by 111 basis points, which helped it in maintaining its operating 
margins at 20%.  

Valuations  
We change our recommendation on JK Paper from performer to hold as we revise our revenue estimates 
downwards in line with the numbers reported by the company. Currently, the stock is trading at 5x its FY08E 
EPS of 8.43. Our target price discounts its FY08E EPS by 5.5x. 
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On a flat pitch … 

 
Key Financials 

Year to June 30 Q4FY06 Q4FY07  y-o-y growth % FY07 FY08E y-o-y growth % 
Net Sales 183.11 186.86 2.0 759.48 924.15 21.7 
Other Income 0.05 3.19 6280 3.72 1.50 -59.7 
Total Expenditure 149.41 149.73 0.2 606.85 744.05 22.6 
EBIDTA 33.70 37.13 10.2 152.63 180.10 18.0 
Interest 7.63 8.47 11.0 34.37 37.08 7.9 
Depreciation 11.56 12.71 9.9 50.48 56.24 11.4 
PBT 14.56 19.14 31.5 71.50 88.28 23.5 
Tax 5.24 6.76 29.0 25.40 27.90 9.8 
PAT 9.32 12.38 32.8 46.10 60.38 31.0 
EPS 1.19 1.58 32.8 5.90 7.73 31.0 

           Source: ICICIdirect Research 
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Disclaimer 
The report and information contained herein is strictly confidential and meant solely for the selected recipient and may not be altered 
in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, 
without prior written consent of ICICI Securities Ltd (I-Sec). The author of the report does not hold any investment in any of the 
companies mentioned in this report. I-Sec may be holding a small number of shares/position in the above-referred companies as on 
date of release of this report. This report is based on information obtained from public sources and sources believed to be reliable, but 
no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein is 
solely for informational purpose and may not be used or considered as an offer document or solicitation of offer to buy or sell or 
subscribe for securities or other financial instruments. Nothing in this report constitutes investment, legal, accounting and tax advice 
or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed 
and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on 
their own investment objectives, financial positions and needs of specific recipient. This report may not be taken in substitution for the 
exercise of independent judgement by any recipient. The recipient should independently evaluate the investment risks. I-Sec and 
affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report. Past performance is not 
necessarily a guide to future performance. Actual results may differ materially from those set forth in projections. I-Sec may have 
issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. This report 
is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, 
state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or 
which would subject I-Sec and affiliates to any registration or licensing requirement within such jurisdiction. The securities described 
herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this 
document may come are required to inform themselves of and to observe such restriction.  
 

RATING RATIONALE   

ICICIdirect endeavors to provide objective opinions and recommendations. ICICIdirect assigns ratings to its 
stocks according to their notional target price vs current market price and then categorises them as 
Outperformer, Performer, Hold, and Underperformer. The performance horizon is 2 years unless specified and 
the notional target price is defined as the analysts' valuation for a stock. 

Outperformer: 20% or more; 
Performer: Between 10% and 20%; 
Hold: +10% return; 
Underperformer: -10% or more. 

Harendra Kumar Head - Research & Advisory harendra.kumar@icicidirect.com 
 
 ICICIdirect Research Desk, 
 ICICI Securities Limited, 
 2nd Floor, Stanrose House, 
 Appasaheb Marathe Marg,  
 Prabhadevi, Mumbai – 400 025 
 
 research@icicidirect.com 




