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Grasim Industries (Grasim) posted a robust 3QFY2010 consolidated 
performance on the Bottom-line front (up by 55.7% yoy), boosted by an 
outstanding performance by its VSF business.  The VSF division posted its 
highest ever volumes of 81,300mt and also recorded an OPM of 41.8%, 
resulting in a 536% surge in operating profit to Rs403.7cr (Rs63.5cr). The 
cement business clocked a healthy 19% growth in operating profits, on 
account of higher volumes and lower energy prices. The company’s net profit 
grew by 55.7% to Rs715.5cr (Rs459.6cr) during the quarter. After the results, 
we have revised our EPS estimates for FY2010E upward from Rs309 to Rs336. 
The stock trades at a P/E of 7.9x and at an EV/EBITDA of 4.5x, according to 
its FY2012E estimates. We upgrade the stock to Accumulate from Neutral. 
 
Stellar performance in the VSF business drives Bottom-line growth: During 
3QFY2010, the VSF business’s Top-line grew by 71% to Rs962.4cr 
(Rs563.9cr), aided by a 51% growth in sales volumes and a 13% growth in 
realisation to Rs109,600 per tonne. The cement business’s top-line grew by 
7% to Rs3,635cr. Grasim reported a robust 44% growth in operating profit to 
Rs1,440cr, while its net profit grew by 55.7% to Rs715.5cr (Rs459.6cr). 
 
Outlook and Valuation: The stock trades at a P/E of 7.9x and at an 
EV/EBITDA of 4.5x, according to its FY2012E estimates. We have valued the 
company’s 60.3% stake in Ultratech (post demerger of Samruddhi) at an 
average of an EV/tonne of US $105/Tonne and an EV/EBITDA of 6.5x 
FY2012E, after providing 15% holding company discount to arrive at a value 
of Rs1,670/share. We have arrived at a value of Rs623/share for Grasim 
shareholder’s direct holding in Ultratech (post demerger). We have valued the 
VSF business at 5x EV/EBITDA, implying a P/BV of 1.75x on an FY2012E 
basis. Hence, our SOTP Fair Value for Grasim works out to Rs2,861. We 
upgrade the stock to Accumulate from Neutral. 
 
 
 
 
 
Key Financials (Consolidated) 
Y/E March (Rs cr) FY2009 FY2010E FY2011E FY2012E 

Net Sales 18,404 19,544 19,340 21,096 

% chg         8.4           6.2        (1.0)         9.1 

Adj. Net Profit 2,187 3,079 2,411 2,979 

% chg      (24.4)         40.8      (21.7) 23.6 

OPM (%) 23.5 30.0 24.9 27.0 

EPS (Rs) 238 336 263 325 

P/E (x) 10.9 7.6 9.7 7.9 

P/BV (x) 2.1 1.6 1.4 1.2 

RoE (%) 21.3 23.7 15.2 16.0 

RoCE (%) 13.0 15.2 11.2 12.7 

EV/Sales (x) 1.6 1.4 1.4 1.2 

EV/EBITDA (x)          6.9           4.7           5.5          4.5 
Source: Company, Angel Research 
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Segmental Performance 

 
Cement Business  
 
3QFY2010 turned out to be a good quarter for the company’s cement business. The 
revenues of the cement division were higher by 7% yoy (on a consolidated basis) at 
Rs3,635cr (Rs3,384cr). The consolidated cement sales volume was up by 14%, 
aided by a 29% and 19% growth in the offtake by the northern and eastern regions, 
respectively. However, the sales volume was up by a meager 9% in the southern 
region, due to the floods and the political unrest. The company’s standalone cement 
sales volumes were also higher by 17% yoy to 4.8mn tonnes (4.1mn tonnes), aided 
by a 25% growth in installed capacity to 22.6mtpa. The company’s standalone 
Cement realisations for the quarter were flat at Rs3,404/tonne. The OPM for the 
standalone cement business stood at 29.8% for the quarter, up by 630bp yoy. The 
cement business’s Return on Average Capital Employed (RoACE) stood at 21.1% 
(20.4%) during the quarter. 

 
Exhibit 1: Cement Realisations (Rs/Tonne) - (Stand-alone)   

 
Source: Company, Angel Research 

 
Capacity Expansions on schedule 
 
The 1.55mtpa first unit of the Kotputli plant became operational in January 2010, 
while the second unit is expected to be commissioned in February 2010. The 
company’s consolidated cement capacity is expected to touch 48.9mtpa by the end 
of FY2010E. On a consolidated basis, the company expects to incur a total capex of 
close to Rs3,300cr in FY2010E and FY2011E. 
 
Exhibit 2: Capacity ramp up (mtpa) 

 
Source: Company, Angel Research 
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VSF Business: Posts stellar results 
 
The net revenue of the VSF business grew by 71% during the quarter. Further, this 
division registered the highest-ever quarterly sales volume of 81,300MT, up by 51% 
yoy. The increase in volume came on account of strong domestic demand, increased 
consumer spending in the domestic as well as global markets and a lower global 
availability of cotton. During the quarter, the domestic sales volume of the VSF 
division was up by 33%, while the export volume was up by 209%. The realisations 
of the business were also up by 13% yoy to Rs109,600 per tonne. Additionally, the 
OPM of the VSF business improved substantially to 41.8%, on account of a decline 
in input costs, better economies of scale and the efficient performance of plants. The 
Operating Profit of this division grew by a whopping 536% to Rs404cr during 
3QFY2010. The VSF business, which had a capacity utilisation of 98%, reported a 
stupendous RoACE of 87.8% (8.4%) during the quarter.  
 
The company is planning to invest Rs1,000cr towards setting up a new VSF plant 
with a capacity of 80,000tpa at Vilayat in Gujarat. The land for the project has been 
obtained and the environment clearance is in place. This plant is expected to be 
operational in FY2013. The company is also doubling the capacity of its overseas 
Joint Venture in China to 70,000tpa by March 2010. 
 
Exhibit 3: VSF Business – Operating Profit (Rs cr) 

 
Source: Company, Angel Research 
 
Chemical Business 
 
The net revenue of the Chemical Business declined by 5% yoy to Rs121.3cr during 
the quarter. The sales of this division declined despite a 12% increase in the sales 
volume to 61,326MT. The division’s OPM declined by 280bp to 23.3%. 

 
Exhibit 4: Segment-wise Revenues (Consolidated) 

Rs cr 3QFY10 3QFY09 yoy % 9MFY10 9MFY09 yoy % 

Fibre & Pulp 1,050 623 68.5 2,794 2,227 25.5 

Cement 3,635 3,383 7.4 11,308 9,551 18.4 

Sponge Iron - 298 - 111 850 (86.9) 
Chemicals 121 128 (5.5) 373 400 (6.8) 

Textiles 84 78 7.7 258 247 4.5 

Others 0.2 151 (99.9) 0.7 431 (99.8) 

Total  (Gross) 4,891 4,661 4.9 14,845 13,705 8.3 
   Source: Company, Angel Research 
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Exhibit 5: 3QFY2010 Performance 

Y/E March (Rs cr) 3QFY10 3QFY09 % Chg 9MFY10 9MFY09 % Chg 

Net Sales 4,843.5  4,610 .4 5.1  14,715 .2 13,549.2  8.6  
Net Raw Material 
Costs 

795.1  901.0   (11.8) 2,563  2,866   (10.6) 

(% of Sales) 16.4  19.5   17.4  21.2   

Power & Fuel 911.8  1,099.5   (17.1) 2,595  2,843   (8.7) 

(% of Sales) 18.8  23.8   17.6  21.0   

Staff Costs 272.1  266.2  2.2  783.49  722.4  8.5  

(% of Sales) 5.6  5.8   5.3  5.3   

Freight & 
Forwarding 

673.4  594.3  13.3  1,993  1,698  17.4  

(% of Sales) 13.9  12.9   13.5  12.5   

Other Expenses 751.0  749.3  0.2  2,169  2,176   (0.3) 

(% of Sales) 15.5  16.3   14.7  16.1   

Total Expenditure 3,403  3,610   (5.7) 10,104  10,305   (2.0) 

Operating Profit 1,440 .2 1,000.1  44.0  4,611.7  3,244 .0 42.2  

OPM 29.7  21.7  8.04  31.3  23.9  7.40  

Interest 79.4  93.9   (15.5) 244.8  235.5  3.9  

Depreciation 254.7  230.2  10.7  737.1  640.6  15.1  

Other Income 71.2  72.5   (1.9) 210.5  207.7  1.4  

PBT (excl. Extr. 
Items) 

1,177.3  748.6  57.3  3,840.3  2,575.5  49.1  

Extr. 
Income/(Expense) -  -   336.1  -   

PBT (incl. Extr. 
Items) 

1,177.3  748.6  57.3  4,176.4  2,575.5  62.2  

Provision for 
Taxation 

381.4  183.3   1,245.3  655.9  89.9  

(% of PBT) 32.4  24.5   29.8  25.5   

MI & Profits of 
Associates 

80.4  105.8   355.0  301.8   

Reported PAT  715.5  459.6  55.7  2,576 .1 1,617.9  59.2  

PATM 14.8  10.0   17.5  11.9   

EPS (Rs) 78.0  50.1    281.0  176.4    

Adjusted PAT 715.5  459.6  55.7  2,240 .1 1,617.9 38.5  
   Source: Company, Angel Research 
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Outlook and Valuation 
 
The total cement capacity in India stood at around 219.2mtpa at the end of 
FY2009, an increase of 21mtpa yoy. Additionally, the capacity is expected to have 
been augmented by 30mn tonnes in 9MFY2010. We expect these additional 
capacities to fully ramp-up over the next 3-4 months, which would eventually exert 
pressure on cement prices. Overall, we expect the industry to add around 76mn 
tonnes of capacity through FY2010-12E. Such huge capacity additions would 
eventually result in an oversupply situation in the market, while demand is not 
expected to keep pace with the supply. All the frontline states in the southern region, 
like Andhra Pradesh, Tamil Nadu and Karnataka, are witnessing low demand or a 
fall therein, which is a cause for concern. Most of the capacities that are being 
expanded are in the southern region; thus, the industry is witnessing aggressive 
inter-regional stock movement, which pressurises the pricing power and profitability 
in other regions as well. In the northern market, the capacity utilisation remained 
healthy at 99% in December 2009, due to the Commonwealth games-related 
spending. 
 
On account of the huge capacity addition, cement prices declined by 2.7% yoy 
during 3QFY2010. The cement prices rose in the southern and western regions in 
December, due to distribution constraints, on the back of a shortage in the 
availability of rail wagons. Further, the instability in the political scenario in Andhra 
Pradesh resulted in a rebound in the prices in the state, which bottomed out at close 
to Rs140-145, and also helped in arresting a price fall in other parts of the region. 
The prices in the northern region were ruling higher in December, on account of the 
demand arising from the Commonwealth Games. However, the rise in prices is 
expected to be a short-term trend, as the new capacity addition over the last few 
months is expected to exert pressure, going ahead. We expect north-based players 
to do well as compared to south-based players, on account of relatively balanced 
demand-supply dynamics. 
  
We have derived the value of Grasim on an SOTP basis. We have valued the 
company’s 60.3% stake in Ultratech (post demerger of Samruddhi) at an average of 
an EV/tonne of US $105/Tonne and an EV/EBITDA of 6.5x FY2012E, after providing 
a 15% holding company discount to arrive at a value of Rs1,670/share. We have 
arrived at a value of Rs623/share for Grasim shareholder’s direct holding in 
Ultratech (post demerger). We have valued the VSF business at 5x EV/EBITDA, 
implying a P/BV of 1.75x on an FY2012E basis. We have assigned the valuation 
multiple based on the VSF business’s superior RoCE as compared to its global peers 
(which are trading at 3x P/BV, based on the CY2012E book value). Hence, our 
SOTP Fair Value for Grasim works out to Rs2,861. We upgrade the stock to 
Accumulate from Neutral. 
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Exhibit 6: SOTP Valuation for Grasim 

Segments Valuation Parameter Per Share (Rs) 

Grasim’s stake in Ultratech (@ 15% holding company 
discount) (60.3%) 

Average of EV/Tonne @US$105/Tonne, EV/EBITDA of 
6.5x FY2012E  

1,670 

Grasim shareholder’s holding in Ultratech (19.1%) 
Average of EV/Tonne @US$105/Tonne, EV/EBITDA of 

6.5x FY2012E 
623  

VSF  EV/EBITDA of 5x FY2012E 421 

Chemicals and Others EV/EBITDA of 5x FY2012E 44 

Cash and Unquoted Investments P/BV of 1x FY2012E  103 

Per share value   2,861 

 
 
Exhibit 7: 1-year forward P/B band 

 
Source: Company, Angel Research 
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Opinion expressed is our current opinion as of the date appearing on this material only. While we endeavor to update on a reasonable basis the 
information discussed in this material, there may be regulatory, compliance, or other reasons that prevent us from doing so. Prospective investors and others 
are cautioned that any forward-looking statements are not predictions and may be subject to change without notice. Our proprietary trading and investment 
businesses may make investment decisions that are inconsistent with the recommendations expressed herein. 

The information in this document has been printed on the basis of publicly available information, internal data and other reliable sources believed to be true 
and are for general guidance only. While every effort is made to ensure the accuracy and completeness of information contained, the company takes no 
guarantee and assumes no liability for any errors or omissions of the information. No one can use the information as the basis for any claim, demand or 
cause of action. 

Recipients of this material should rely on their own investigations and take their own professional advice. Each recipient of this document should make such 
investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document 
(including the merits and risks involved), and should consult their own advisors to determine the merits and risks of such an investment. Price and value of 
the investments referred to in this material may go up or down. Past performance is not a guide for future performance. Certain transactions - futures, 
options and other derivatives as well as non-investment grade securities - involve substantial risks and are not suitable for all investors. Reports based on 
technical analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and as 
such, may not match with a report on a company's fundamentals. 

We do not undertake to advise you as to any change of our views expressed in this document. While we would endeavor to update the information herein on 
a reasonable basis, Angel Securities, its subsidiaries and associated companies, their directors and employees are under no obligation to update or keep the  
information current. Also there may be regulatory, compliance, or other reasons that may prevent Angel Securities and affiliates from doing so. Prospective 
investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice. Angel Securities 
Limited and affiliates, including the analyst who has issued this report, may, on the date of this report, and from time to time, have long or short positions in, 
and buy or sell the securities of the companies mentioned herein or engage in any other transaction involving such securities and earn brokerage or 
compensation or act as advisor or have other potential conflict of interest with respect to company/ies mentioned herein or inconsistent with any 
recommendation and related information and opinions. 

Angel Securities Limited and affiliates may seek to provide or have engaged in providing corporate finance, investment banking or other advisory services in 
a merger or specific transaction to the companies referred to in this report, as on the date of this report or in the past. 
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