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Jaiprakash Associates Ltd 
Amalgamation scheme – positive for JPVL 

The Jaiprakash group has announced an amalgamation scheme which aims at 
transferring the 43.1% stake held by Jaiprakash Associates (JPA) in the 
1,000MW Karcham Wangtoo hydropower project (being developed by Jaypee 
Karcham Hydro Corporation Ltd (JKHCL)) to its 76% subsidiary Jaiprakash 
Power Ventures (JPVL). The stake transfer implies valuation of JKHCL at P/B of 
0.8x (based on the CMP of JPVL) in consideration for new shares of JPVL. Given 
that the 1,000MW Karcham Wangtoo plant is on the verge of completion and 
will be profitable (in our view), the transfer at 0.8x P/B is marginally negative 
for JPA and positive for JPVL. Firstly, it will be value-accretive for JPVL, which 
will need to raise capital for its power projects in future. Secondly, this 
transaction will lead to the creation of 279mn treasury shares in JPVL, which 
can later be sold in the open market, translating to cash flows of ~Rs 11.5bn 
(based on CMP of Rs 41).  

Development: JPVL has announced a restructuring scheme, wherein it proposes 
to merge two subsidiary companies—the 56.9% owned Jaiprakash Karcham 
Hydro Power (JKHCL) and the 100% owned Bina Power Supply Company 
(BSCPL)—with itself. In the case of JKHCL, JPA owns the remaining 43.1% stake 
— this will be transferred to JPVL in consideration for the issue of new shares of 
JPVL. For every 5 shares of JKHCL, holders will get 1 share of JPVL. In the case of 
BSCPL, for every 13 shares, holders will get 2 shares of JPVL. This will lead to the 
creation of 279mn treasury shares in JPVL.  

Rationale for amalgamation: The management intends to capture the cash flows 
from these two power projects (commissioning expected in the next 12 months) 
in JPVL. This will provide a boost to JVPL’s cash flow and valuations as we 
expect the Karcham Wangtoo project to be quite profitable (first unit of Karcham 
Wangtoo to be commissioned by March ’11 and that of Bina Power by 
December ’11).  

In the process, 279mn treasury shares are also being created, which can be used 
to raise money through sale in the open market. At the CMP of Rs 41, JPVL can 
raise ~Rs 11.5bn, which will help reduce its dependence on capital raising to 
meet its equity commitment on the power projects. We note that JPVL’s board 
has also passed a resolution to raise up to Rs 35bn from the market through a mix 
of instruments (QIP/FCCB/ADR/GDR/FPO/CCPS). 

Positive for JPVL and marginally negative for JPA: This amalgamation will lead 
to the transfer of JPA’s 43.1% stake in JKHCL in return for 185mn shares of JPVL. 
Based on JPVL’s CMP (Rs 41), the implied value of JKHCL is Rs 18bn. This 
implies a P/B valuation of 0.8x (total book value being Rs 21.5bn) for the stake 
transfer. The valuation appears low as the JKHCL project is (1) on the verge of 
completion, (2) expected to be profitable, and (3) the entire equity has already 
been infused. In our view, the fair value would be 1.5–2x book. Hence, this 
transfer of stake is positive for JPVL and negative for JPA.  

However, since JPA already holds 76% in JPVL, some of the negative impact will 
be compensated by the rise in value of its existing stake in JPVL. As far as the 
merger of BSCPL is concerned, since it is 100% owned by JPVL, there is no 
impact on the value of any of the entities, except for creation of treasury shares to 
the tune of 34.5mn. We view this amalgamation scheme as a positive 
development for JPVL shareholders.  
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Fig 1 - Present and proposed structure 
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Source: RCML Research 

Fig 2 - Implied value of JKHCL based on proposed amalgamation is 0.8x book value 
Particulars 

Total amount invested by JPA in JKHCL (Rs mn) 9,250

Total shares held by JPA in JKHCL (mn shares) 925

JPA stake in JKHCL (%) 43.1

No of new shares of JPVL issued for every 5 shares of JKHCL  1.0

No of new shares of JPVL issued to JPA (mn shares) 185

JPVL CMP (Rs) 41.4

Value of these new shares at CMP (Rs mn) 7,659

Implied value of JKHCL project (Rs mn) 17,770

Total equity invested in JKHCL project (Rs mn) 21,450

Implied price to book multiple 0.8x

Source: RCML Research 

Fig 3 - JPVL can raise Rs 11.5bn through sale of treasury shares in open market 
Particulars 

JPVL's holding in JKHCL (mn shares) 1,221

Resultant treasury shares due to merger of JKHCL (mn shares) (A) 244

JPVL's holding in BSCPL* (mn shares) 224.2

Resultant treasury shares due to merger of BSCPL (mn shares) (B) 34.5

Total treasury shares (mn shares) (A+B) 279

CMP of JPVL (Rs) 41.4

Money that can be raised from market through sale of treasury shares (Rs bn) 11.5

Source: RCML Research * - based on JPVL FY10 annual report 
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Recommendation interpretation 

Recommendation Expected absolute returns (%) over 12 months 

Buy More than 15% 

Hold Between 15% and –5% 

Sell Less than –5% 

Recommendation structure changed with effect from March 1, 2009 

 

 

Expected absolute returns are based on share price at market close unless otherwise stated. Stock recommendations are based on absolute upside (downside) and have a  
12-month horizon. Our target price represents the fair value of the stock based upon the analyst’s discretion. We note that future price fluctuations could lead to a temporary 

mismatch between upside/downside for a stock and our recommendation.  
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Disclaimer 

This document is NOT addressed to or intended for distribution to retail clients (as defined by the FSA). 
This document is issued by Religare Capital Markets plc (“RCM”) in the UK, which is authorised and regulated by the Financial Services Authority in connection with its UK 
distribution. RCM is a member of the London Stock Exchange. 

This material should not be construed as an offer or recommendation to buy or sell or solicitation of any offer to buy any security or other financial instrument, nor shall it, or 
the fact of its distribution, form the basis of, or be relied upon in connection with, any contract relating to such action or any other matter. The material in this report is based 
on information that we consider reliable and accurate at, and share prices are given as at close of business on, the date of this report but we do not warrant or represent 
(expressly or impliedly) that it is accurate, complete, not misleading or as to its fitness for the purpose intended and it should not be relied upon as such. Any opinion 
expressed (including estimates and forecasts) is given as of the date of this report and may be subject to change without notice.  

RCM, and any of its connected or affiliated companies or their directors or employees, may have a position in any of the securities or may have provided corporate finance 
advice, other investment services in relation to any of the securities or related investments referred to in this document. Our asset management area, our proprietary trading 
desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this briefing note. 

RCM accepts no liability whatsoever for any direct, indirect or consequential loss or damage of any kind arising out of the use of or reliance upon all or any of this material 
howsoever arising.  Investors should make their own investment decisions based upon their own financial objectives and financial resources and it should be noted that 
investment involves risk, including the risk of capital loss. 

This document is confidential and is supplied to you for information purposes only. It may not (directly or indirectly) be reproduced, further distributed to any person or 
published, in whole or in part, for any purpose whatsoever. Neither this document, nor any copy of it, may be taken or transmitted into the United States, Canada, Australia, 
Ireland, South Africa or Japan or into any jurisdiction where it would be unlawful to do so. Any failure to comply with this restriction may constitute a violation of relevant 
local securities laws. If you have received this document in error please telephone Nicholas Malins-Smith on +44 (0) 20 7382 4479. 

 


