
 

 JM Financial Institutional Securities Private Limited 
Please see important disclosure at the end of the report. 

 

 

Expensive acquisition 
Bajaj Hindusthan (BHL) announced acquisition and merger of ‘Phenil 
Sugars Pvt Ltd’ (PSPL) through its 75% owned subsidiary Bajaj Hindusthan 
and Sugar (BHSIL) at total enterprise value of Rs4.4 bn (including debt of 
Rs.4.3bn). PSPL has sugar units in Basti (6,000TCD) and Walterganj 
districts (6,000TCD) of eastern parts of Uttar Pradesh. Interestingly, BHL 
itself has given Rs4bn loan to PSPL in FY07. Upon acquisition, BHL has 
agreed for conversion of these loans into zero coupon convertible bonds. 
The company has not yet finalized convert price for these bonds.  

 Consideration much higher than replacement cost: As mentioned 
above, PSPL has total capacity of 12,000TCD and we believe that BHL has 
acquired PSPL at much higher replacement cost.  

 

Exhibit 1. : Consideration higher than replacement cost 
 Rs mn Remarks 
Equity Issue (approx)               75  3mn shares of BHSIL @Rs25 per share 
Debt taken over (approx)          4,300   of which, loan from BHL - Rs4,000 mn 
Total consideration          4,375    
Replacement cost           3,600   @Rs.0.3 mn per TCD (as per industry standard) 

Source: Company, JM Financial 

 

 Acquisition may not add much value: We think BHL’s acquisition will not 
add much value to BHSIL on account of higher outlay over replacement cost. 
Further, the carry forward losses on PSPL’s balance sheet (undisclosed 
amount) and lower capacity utilization levels (reportedly, PSPL’s units were 
operational for only 70-80 days in 2007-08 sugar season as against 100-110 
days for peers) would put extra pressure on BHL to improve utilization even 
to justify EV/replacement of 1x vs. 1.20x they have paid. 

 Dilution in BHSIL will determine overall value for BHL: Given that BHL 
is planning to convert bonds into equity, the eventual value creation for BHL 
shareholders may be different depending on the convert price. We await 
details of the scheme.  

 Maintain SELL on BHL: As mentioned in our initiation report on 
September 9 08, we valued BHL at discount to peers at 10x FY10EPS on 
account of high risk. Despite the recent 27% correction in stock, we 
remain skeptical as we think risk-reward is still not favorable. We do not 
see this acquisition also adding value to shareholders. Further, due to 
recent flooding in certain parts of Central Uttar Pradesh (where BHL has 4 
units of 41,000TCD, c.28% of total capacity), we think the upside of 
higher utilization also has diminished significantly, as cane availability 
and recovery rates are likely to be lower. This along with the likelihood of 
higher cane price will more than offset any benefit of higher sugar price. 
Hence, we maintain SELL. 

 

 

Flash Update 

Bajaj Hindusthan 
 Bloomberg: BJH IB 

  Sell 
Price: Rs126 Target Price (Sept 09): Rs145 

26 September 2008
 
 Sector: Sugar 
    
 Achal Lohade 
 achal.lohade@jmfinancial.in 
 Tel: (91 22) 6646 0152 

 Jesal Shah 
 jesal.shah@jmfinancial.in 
 Tel: (91 22) 6646 0095 

 
  
 
 
 
 
 
 

Country: India 
 



  

 

Bajaj Hindusthan 

JM Financial Institutional Securities Private Limited Page 226 September 2008 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 

 
JM Financial Institutional Securities Private Limited 
MEMBER, BOMBAY STOCK EXCHANGE LIMITED AND NATIONAL STOCK EXCHANGE OF INDIA LIMITED 

Bandbox House, 1st Floor • 254-D Dr Annie Besant Road, Worl i  • Mumbai 400 025 
Tel: +9122 66460000 • Dealers: +91 22 2497 5601-05 • Fax: +91 22 2498 5666 • Email: research@jmfinancial. in 

 
 
Analyst Certification 

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: 

 All of the views expressed in this research report accurately reflect his or her or their personal views about all of the issuers and their securities; and  

 No part of his or her or their compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research report. 
 

 

Analyst(s) holding in the Stock: (Nil) 
 

Other Disclosures 

This research report has been prepared by JM Financial Institutional Securities Private Limited (JM Financial Institutional Securities) to provide information about the 
company(ies) and sector(s), if any, covered in the report and may be distributed by it and/or its affiliated companies solely for the purpose of information of the select recipient 
of this report. This report and/or any part thereof, may not be duplicated in any form and/or reproduced or redistributed without the prior written consent of JM Financial 
Institutional Securities. This report has been prepared independently of the companies covered herein. JM Financial Institutional Securities and/or its affiliated entities are a 
multi-service, integrated investment banking, investment management and brokerage group. JM Financial Institutional Securities and/or its affiliated company(ies) might have 
lead managed or co-managed a public offering for the company(ies) covered herein in the preceding twelve months and might have received compensation for the same during 
this period for the services in respect of public offerings, corporate finance, investment banking, mergers & acquisitions or other advisory services in a specific transaction. JM 
Financial Institutional Securities and/or its affiliated company(ies) may receive compensation from the company(ies) mentioned in this report within a period of three to six 
months' time following the date of publication of this research report for rendering any of the above services. Research analysts and Sales Persons of JM Financial Institutional 
Securities may provide important inputs into the investment banking activities of its affiliated company(ies) or any other firm or company associated with it. 

While reasonable care has been taken in the preparation of this report, it does not purport to be a complete description of the securities, markets or developments referred to 
herein, and JM Financial Institutional Securities does not warrant its accuracy or completeness.  JM Financial Institutional Securities may not be in any way responsible for any 
loss or damage that may arise to any person from any inadvertent error in the information contained in this report. This report is provided for information only and is not 
intended to be and must not alone be taken as the basis for an investment decision. The investment discussed or views expressed herein may not be suitable for all investors. 
The user assumes the entire risk of any use made of this information. The information contained herein may be changed without notice and JM Financial Institutional Securities 
reserves the right to make modifications and alterations to this statement as they may deem fit from time to time. 

JM Financial Institutional Securities and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the 
securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a 
market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have other potential 
conflict of interests with respect to any recommendation and other related information and opinions.  

This report is neither an offer nor solicitation of an offer to buy and/or sell any securities mentioned herein and/or not an official confirmation of any transaction.   

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 JM Financial Institutional Securities and/or its 
affiliated company(ies) 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 a certain category of investors. Persons in whose possession this report may come, are required to inform themselves of and to observe such restrictions. 

Contact details – Sales & Dealing Team 

Sales Team 
Tel: (91 22) 6646 0017 

E-mail: asksales@bloomberg.net 
Sales Trading & Dealing Team 

Tel: (91 22) 2497 5601-05 
E-mail: askdealing@bloomberg.net 

Derivatives Team 
Tel: (91 22) 2497 5601-05 

E-mail: askdealing@bloomberg.net


	Page 1
	Highlights
	Table/Chart: Exhibit 1. : Consideration higher than replacement cost

	Page 2
	Disclosure


