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Consolidated; * Post demerger of cement business into UltraTech Cement

Equity Shares (m) 91.7

52-Week Range 2,952/2,026

1,6,12 Rel. Perf. (%) -9/6/-5

M.Cap. (Rs b) 212.9

M.Cap. (US$ b) 4.5

GRASIM: VALUING POST-RESTRUCTURING (FY12-BASED)

 PARAMETER MULTIPLE RS M RS/SHARE

Standalone VSF business EV/EBITDA (x) 5 100,293 1,094
UltraTech Cement @ 60.3% EV/Ton ($) 100 103,522 1,129
@ 30% HoldCo Discount
Total EV 203,815 2,223
Less: Gross Debt 22,476 245
(incl pro-rata in subs)
Add: Cash & liquid invest 39,972 436
Add: Group holdings @ 20% discount 16,983 185
Total Equity Value 238,294 2,599
Fair value post demerger 238,294 2,599

Source: MOSL

SENSITIVITY ANALYSIS OF FAIR VALUE (FY12) - EX SCL

     CEMENT BUSINESS ASSET VALUATION ($/TON)

80 100 120 150
0 2,760 3,082 3,405 3,889
20 2,502 2,760 3,018 3,405
30 2,373 2,599 2,824 3,163
50 2,115 2,276 2,437 2,679
60 1,986 2,115 2,244 2,437

Source: MOSL

H
ol

di
ng

 c
om

pa
ny

di
sc

ou
nt

 (
%

)

To trade ex-Samruddhi from 26 May at ~Rs1,800/share; valuations
attractive; Buy

Grasim will be trading ex-Samruddhi Cement (SCL, the de-merged cement
business) from 26 May 2010. For 1 share of Grasim, each shareholder will receive
1 share of SCL. Subsequently, SCL will be merged into UltraTech (UTC), with a
swap ratio of 4 shares of UTC for every 7 shares of SCL. Effectively, shareholders
will get ~0.57 share of UTC for every share of Grasim.
While Grasim will begin trading ex-SCL from 26 May, SCL is likely to be listed
only around first week of June 2010 and later merged with UTC.
The short-term outlook for Grasim’s VSF and cement business appears challenging,
as VSF margins are likely to moderate from peak levels and the cement business
will be entering a seasonally weak period.
Post announcement of restructuring plans, Grasim has corrected by 14% and
trades at implied holding company discount of 65-70% to UltraTech and comparable
peers like ACC and Ambuja. Also, the stock has underperformed the BSE Sensex
by 8% and UltraTech by 23%.
The stock quotes at attractive valuations of 7.6x FY12E consolidated EPS, 1.1x
FY12E BV and an EV of 2.4x FY12E EBITDA. The implied EV of the cement
business is 1.1x FY12E EBITDA and US$20/ton. We maintain Buy, with a target
price of Rs2,599 ex-SCL (SOTP based, valuing economic interest in cement
business at US$70/ton and VSF business at an EV of 5x FY12E EBITDA).
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The consolidation of the Aditya Birla group’s cement business under UTC will create a
cement behemoth, with 49mt capacity, the largest in India and the tenth largest globally.
There will be limited synergies due to the merger of Grasim’s cement business and UTC,
as both companies were operating symbiotically. The exercise has, however, led to a re-
rating of the Aditya Birla group’s cement assets as reflected in the 15% outperformance
of UTC over the BSE Sensex since the announcement.

What does the Grasim shareholder get (ex-SCL)?
Grasim’s stock price (from 26 May 2010) will include value for:

1 share in Grasim standalone VSF and chemical business, and other VSF subsidiaries.
60.3% stake in UltraTech (post-merger), with 49.4mt capacity.
Net cash and liquid investment of ~Rs17.5b and strategic investment of ~Rs17b (at
current market prices), excluding UltraTech.

While Grasim’s economic interest in the cement business will fall from 39mt to 29.8mt
(due to divestment of 35% stake to shareholders), the economic interest of Grasim’s
existing shareholders is unchanged, as they get 1 share of SCL for every share in Grasim
(equivalent to 0.57 shares of UltraTech).

Significant discount for ~60% holding company
Post restructuring, Grasim’s standalone operations will be a pure-play on VSF and it will
be a holding company for the cement business. It will be third-largest VSF player in the
world (the Aditya Birla group is the largest), with total capacity of 334,000 tons. It is
investing Rs10b for setting up a 80,000-ton Greenfield VSF unit in Gujarat, which will take
its total VSF capacity to 414,000 tons by FY13. Grasim standalone will have liquid
investments of Rs17.5b and strategic investments in group companies (~Rs17b market
value).

Aditya Birla group’s
cement assets are being

consolidated under
UltraTech Cement

Consolidation of cement assets into UltraTech to drive re-rating of cement
assets
Grasim is de-merging its cement assets into Samruddhi Cement (SCL). Shareholders will
get 1 share in SCL for 1 share in Grasim. Later, SCL will be merged into UltraTech
(UTC), with a share swap ratio of 4 shares of UTC for every 7 shares of SCL. After
restructuring, Grasim will own 60.3% in UTC. The appointed date of the merger is 1 July
2010.

Grasim (pre-demerger)

Cement Division (26.3 
M T)

UltraTech Cement
(23.1 M T)

100% stake 54.8% stake

Eco no mic interest  in 
C ement  business

(39 M T )

Grasim (po st-demerger)

UltraTech Cement
(49.4 M T)

60.3% stake

Grasim's
shareholder

(19.1%)

UltraTech's existing 
shareholder

(20.5%)

Grasim's eco no mic interest  
in cement  business

(29.8 M T )

SNAPSHOT OF ECONOMIC INTEREST IN CEMENT BUSINESS

Source: MOSL

Since the announcement of
the restructuring, UltraTech
has outperformed the Sensex

by 15%

Post restructuring, Grasim
will become the holding

company for Aditya Birla
group’s cement business
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IMPLIED HOLD-CO DISCOUNT (POST-DEMERGER) (RS MILLION)

FY11 FY12

CMP (Rs) 2,322 2,322
Market Cap 212,868 212,868
Add: Net Debt -21,754 -34,479
EV 191,114 178,389
Less: EV of VSF @ 5x EV/EBITDA 96,267 100,293
Less: Value of entitlement of 1 share of SCL * 48,368 48,368
Implied EV of Cement 46,479 29,728
Implied EV/EBITDA (x) 1.9 1.1
Implied EV/Ton (US$) 33 20
Implied Discount to
UltraTech on replacement cost (%) 72 83
ACC/Ambuja on replacement cost (%) 68 80
UltraTech on EV/EBITDA (%) 72 84
ACC/Ambuja on EV/EBITDA (%) 72 83

Source: Company/MOSL

Post announcement of restructuring plans, Grasim has corrected by 14% and trades at
implied holding company discount of 65-70% to UltraTech and comparable peers like
ACC and Ambuja. Also, the stock has underperformed the BSE Sensex by 8% and
UltraTech by 23%.

GRASIM HAS UNDERPERFORMED SINCE RESTRUCTURING ANNOUNCEMENT

Grasim quotes at an implied
holding company discount of

65-70% to UltraTech
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Grasim Inds UltraTech Cem. BSE Sensex

Source: MOSL

Unlike other holding companies that do not own majority stake of the operating company,
Grasim will own 60.3% stake and continue to control UltraTech. We believe the implied
discount is unjustified, given its controlling interest and expect the discount to narrow
gradually to 20-30%.

Valuation and view
The short-term outlook for Grasim’s VSF and cement business appears challenging, as
VSF margins are likely to moderate from peak levels and the cement business will be
entering a seasonally weak period. The demerger of the cement business has triggered
de-rating of the stock and currently trades at implied holding company discount of ~70%
to UltraTech.

Given its 60%+ ownership of
UltraTech, we believe

65-70% discount is
unwarranted

We maintain Buy, with a
target price of Rs2,599
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The stock quotes at attractive valuations of 7.6x FY12E consolidated EPS, 1.1x FY12E
BV and an EV of 2.4x FY12E EBITDA. The implied EV of the cement business is 1.1x
FY12E EBITDA and US$20/ton. We maintain Buy, with a target price of Rs2,599 ex-
SCL (SOTP based, valuing economic interest in cement business at US$70/ton and VSF
business at an EV of 5x FY12E EBITDA).

GRASIM: VALUING POST-RESTRUCTURING (FY12-BASED)

 PARAMETER MULTIPLE RS M RS/SHARE

Standalone VSF business EV/EBITDA (x) 5 100,293 1,094
UltraTech Cement @ 60.3% EV/Ton ($) 100 103,522 1,129
@ 30% HoldCo Discount
Total EV 203,815 2,223
Less: Gross Debt 22,476 245
(incl pro-rata in subs)
Add: Cash & liquid invest 39,972 436
Add: Group holdings @ 20% discount 16,983 185
Total Equity Value 238,294 2,599
Fair value post demerger 238,294 2,599

Source: MOSL

SENSITIVITY ANALYSIS OF FAIR VALUE (FY12) - EX SCL

     CEMENT BUSINESS ASSET VALUATION ($/TON)

80 100 120 150
0 2,760 3,082 3,405 3,889
20 2,502 2,760 3,018 3,405
30 2,373 2,599 2,824 3,163
50 2,115 2,276 2,437 2,679
60 1,986 2,115 2,244 2,437

Source: MOSL
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Financials and Valuation: Grasim Industries
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Financials and Valuation: UltraTech Cement
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt or
any of its affiliates or employees shall 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. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Grasim Industries
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.

For more copies or other information, contact
Institutional: Navin Agarwal.   Retail: Manish Shah

Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: reports@motilaloswal.com

Motilal Oswal Securities Ltd,  3rd Floor,  Hoechst House,  Nariman Point,  Mumbai 400 021
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