
In line with expectation
Grasim reported excellent 4Q FY07 results, reporting 69% YoY rise in
adjusted net profits to Rs4.37 bn (our expectation of Rs4.47 bn) driven
by higher operating margins in cement, VSF as well as sponge iron
division. Overall EBITDA in 4Q grew by 71% YoY to Rs6.9 bn and EBITDA
margin increased to 27.8%, an increase of 544 bps YoY. This was
contributed by the 2.1% QoQ rise in cement realizations and 15% YoY
growth in VSF realizations. Sponge iron division also showed a lot of
improvement with increase in EBIDTA margin by 270 bps QoQ to 15.5%.

Considering the overall performance of all the divisions and also
UltraTech's performance, we have marginally downgraded our
consolidated PAT estimates by 3.6% for FY08E and are introducing our
estimates for FY09E. This factors in the revision of UltraTech's numbers
and also better performance by the sponge iron and VSF division.

Although the cement outlook is bleak, we remain positive on the company
looking at the buoyant VSF outlook and better performance by the sponge
iron division. The cement cycle is on a downturn, as the oversupply
scenario in FY09E is likely to put pressure on cement prices. We are
also lowering our target FY09E EV/EBIDTA multiple to 7.0x from 8.6x
on the back of this downturn. The combined result of these two is how
we have arrived at our new target price of Rs2,900 (earlier Rs3,320).
At Rs2,900 the stock will trade at an EV/EBIDTA of 7.0x, PE of 12.5x
and EV/tonne of US$144  on consolidated basis for FY09E. The valuations
are at a discount to its peers due to the diversified nature of its businesses.
We reiterate Buy.

Highlights
nnnnn Cement EBIDTA margin at 34.3%:  The cement division (59% of sales,

33% EBITDA margin) reported an excellent performance in 4Q FY07.
Sales volumes grew by 1.3% YoY to 3.92 mn tonnes (utilization of 118%)
and realizations rose by 38% YoY (2.1% QoQ rise) to Rs2,979/tonne.
Demand has also been firm and has grown by 9.5% YoY in FY07. The
prices are currently stable since March, after the pass on of the higher
excise duty. Grasim is adding a grinding unit of 1.5 mn tonnes, which will
be operational in the last quarter of FY08E. We expect volume growth

Please see important  d isclaimer at  the end of the report .
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Exhibit 1: Financial summary (Rs mn)
Y/E Ma rch FY05 F Y06 FY0 7AE FY08E FY09E
Consolidated sales 93,880 102, 748 141 ,672 120,7 62 13 4,362
Consolidated EBI DTA 17,968 16,98 8 31, 669 34,8 96 38, 053
Growth (%) 25.7 -13. 7 84 .2 1. 9 9 .0
Consolidated net profit 9,380 10,40 6 19, 304 19,9 99 21, 242
EPS Consolidated (Rs) 96 114 215 21 8 232
Con s PER (x) 25.9 21. 9 11.6 11. 4 1 0.7
Cons  EV/ EBIT DA (x) 12.8 13. 5 7. 4 6. 8 6 .0
Con EV/t onne Cem of cap (US$) 206 2 03 190 15 4 119
Cement EBIDTA/Tonne (Rs) 360 5 37 1040 1026 892
RoAE (%) 23.8 17. 5 26 .8 22. 3 2 0.4
RoACE (%) 16.3 12. 6 18 .6 16. 0 1 5.3

Relative Performance
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of 4% YoY to 15.1 mn tpa in FY08E and a higher rate of 19% YoY in
FY09E to 18.1 mn tpa, benefiting from its ongoing expansion of 8 mn
tonnes. We expect realizations to increase by 2.5% YoY in FY08E and
decline by 5% YoY in FY09E due to excess capacity putting pressure
on prices.

nnnnn Aggressive expansion plans for VSF: The VSF division (26% of sales,
30.8% EBITDA margin) reported substantial jump of 15% YoY in
realizations to Rs88,687/tonne and 13.1% YoY rise in volumes. The
EBIDTA margins remained flat YoY at 30.8% due to increasing pulp
pr ices. The realizations went up due to tight supply in the market
and strong demand from the downstream yarn market. VSF outlook
remains positive on back of strong demand from global as well as
domestic markets. The increasing application of cellulosic yarns has
resulted in strong demand for the fibre and also increasing global
warming has led to increased requirement of comfort fabric made of
VSF. We expect pr ices to rise by 6% YoY in FY08E and 4% YoY in
FY09E. EBIDTA margin is likely to remain at 30.8% in FY08E and flat
in FY09E. The backward integration of in-house rayon grade pulp
production should start by 1Q FY09, making the company 75% self
sufficient for its pulp requirement. Grasim is expanding VSF capacity
by 63,875 tpa and further by 31,000 tpa taking the total capacity to
364,975 tpa at a capex of Rs3.89 bn.

nnnnn Substantial improvement in sponge iron margin at 15.5% against
loss in 4Q FY06: The sponge iron division (9% of sales , 15 .5%
EBIDTA margin) reported substantive performance. This was driven
by 79% YoY rise in volumes and 24.2% YoY rise in realizations. It
reported a 270 bps QoQ improvement in margins to 15.5%. Operating
margins  were better  as the company changed t he mix of raw
material and used more of iron ore than  pellets. The outlook will
improve post the adequate supply of natural gas, which is likely to
come by end CY07.

nnnnn Introducing FY09E estimates: Considering the overall performance
of all the divisi ons and also Ult raTech 's per formance, we have
marginally downgraded our consolidated PAT estimates by 3.6% for
FY08E and are introducing our estimates for FY09E. This  factors in
the revision of UltraTech's numbers and also better performance by
the sponge iron and VSF division.

nnnnn Reiterate Buy with a revised target price of Rs2,900: Although the
cement outlook is bleak, we remain positive on the company looking
at the buoyant VSF outlook and better performance by the sponge
iron division. The cement cycle is on a downturn, as the oversupply
scenario in FY09E is likely to put pressure on cement prices. We are
also lowering our target FY09E EV/EBIDTA multiple to 7.0x from 8.6x
on the back of this downturn. The combined result of these two is
how we have arrived at our  new target price of Rs2,900 (ear lier
Rs3,320). At Rs2,900 the stock will trade at an EV/EBIDTA of 7.0x, PE
of 12.5x and EV/tonne of US$144 on consolidated basis for FY09E.
The valuations are at a discount to its peers due to the diversified
nature of its businesses. We reiterate Buy.
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Exhibit 3: Quarterly results    (Rs mn)

Y/E March 4 Q FY07 4Q FY0 6 % c hg 3 Q FY07 3Q FY06 % chg

Ne t sales 24, 938 18,1 51 37 22 ,794 1 6,482 3 8.3

Total Expenses 17, 995 14,0 86 28 16 ,133 1 3,291 2 1.4

EB IT DA 6,942 4, 065 71 6,661 3,191 108.7
EBITDA margin (%) 2 7.8 22. 4 - 2 9.2 19.4 -

Interest 366 2 36 55 240 235 2. 2

Depreciation 876 7 59 15 807 733 1 0.1

O ther  income 776 5 75 35 444 152 191.3

PB T 6,476 3, 645 78 6057 2,376 155.0
T a x 2102 1059 98 1942 757 156

Tax rate (%) 3 2.5 29. 1 - 3 2.1 31.9 -
PAT  (ad j) 4,374 2, 586 69 4116 1,619 154.3
Less: Extraordinary items 371 41 7 98 0 0 -

PAT  (rep orted) 4,745 2, 627 81 4116 1,619 154.3
So urce: C ompa ny d ata, ASK R aymond  Jame s.

Exhibit 2: Segmental break-up

% Sale s 4Q FY 07 4Q FY 06 % Chg 4Q FY 07 4Q FY 06

VSF 26 6,618 5,015 32 30 .8 31. 1

Ceme nt 59 14,733 10,855 36 34 .3 26. 9

Ch emicals 4 936 894 5 36 .9 30. 5

Sponge iron 8 2,398 1,110 116 15 .5 -4. 6
Texti les 3 719 676 6 3. 4 -1. 7

Sou rce: Co mpan y da ta , ASK Ra ymond  James.

Sale s (Rs mn) EBIDTA margi ns (%)
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Disclaimer
ASK Raymond James & Associates Private L imited , Mu mba i i s a joint ven ture between ASK Investme nts and Fina ncial Consultants Private Limited, Mumbai and Heritage Internationa l Limi ted (a su bsidiary o f
Ra ymond James Financial, Inc, USA). This pu blication has been  prepared by ASK-Raymond  James & Associates Private Limited a nd may b e distributed b y it and its affil iate d companie s (co llecti ve ly "Raymond
James") solely for the informa tion of the  customers of Raymo nd James. Ra ymond Ja mes & Associate d companies are a full-service, in tegrate d investment banking, i nve stmen t manage ment an d brokerage group.
While  reasona ble care h as bee n used  in  its p re paration, this re port does not pu rport to  be a complete d escrip tio n o f the  securities, markets or developmen ts re ferred to  he re in, and  Raymond  James d oes no t
warrant its accuracy or completeness. The information contained herein ma y be chan ged wi thout notice.
We an d ou r affil iate s, officers, directors, and  employee s world wide may: (a) from time  to time, have long or sho rt p ositio ns in, and b uy or se ll the securiti es thereof, of th e companies mentioned herein or (b) be
en gaged in a ny other transaction involving such securities and  earn brokerage o r other compensation or act as a market maker in the finan cial i nstruments of the  companies discu ssed herein or act as advisor or
le nder/borrower to such co mpanies or ha ve oth er potential  conflict of inte rest with  respect to any recommendation and related information and opinions. Our research analysts and  sales pe rsons pro vid e importa nt
inputs into ou r investmen t banking activities.
This report is not an  offe r, or sol icita tio n o f an offer, to b uy or sell any se cu rity mentioned herein. No part of this material ma y be dupl icate d in a ny form and /or redistributed without the prior written consent o f
Raymond James.
This report is not directed or in tended fo r distribu tion to , or use by, any person or entity who i s a citizen o r resident of or l ocated in a ny locality, sta te, country or other jurisdiction, where su ch distribu tion, pu blication,
avai labil ity or use would  be contra ry to  law , re gulation or wh ich wo uld su bject Raymond Ja mes and affili ate s to  any registration  or licensing requirement with in such jurisdiction.  Th e securities described herein
may or may no t be  elig ible  for sale in a ll ju risdictions or to a certain  ca teg ory of investo rs. Persons in  whose p osse ssion this documen t may come are  re quired  to inform themselve s of a nd to observe
such restricti ons.
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An al yst  Cert ificat ion
The researc h analysts, with respect to each issuer and its sec urities covered by them in this research report, certify that:
nnnnn All  of the views  expressed in this research report acc urately reflect his or her personal views about all  of the issuers and their sec urities; and
nnnnn No part of his or her com pensation was, is, or wil l be directly or indirectly related to the speci fic recommendations or views expressed in this research report.
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