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RESULTS REVIEW Grasim Industries Limited

Share Data

Market Cap Rs. 235.7 bn
Price Rs. 2,570.00
BSE Sensex 15,695.10
Reuters GRAS.BO
Bloomberg GRASIM IN
Avg. Volume (52 Week) 0.03 mn
52-Week High/Low Rs. 4,074/2,185
Shares Outstanding 91.7 mn
Valuation Ratios (Consolidated)

Year to 31 March 2008E 2009E

EPS (Rs.) 258.6 340.6
+/- (%) 20.8% 31.7%
PER (x) 9.9x 7.5x
EV/ Sales (x) 1.9x 1.5x
EV/ EBITDA (x) 6.1x 4.7x
Shareholding Pattern (%)

Promoters 25
Flis 22
Institutions 21
Public & Others 32
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Buy

Core sectors continue to fuel growth

Viscose Staple Fibre (VSF): The Company is in the process of expanding
the VSF capacity more by 31,000 tonnes in Q2'09. Upon completion of the
planned expansion, VSF capacity is expected to be 364,975 tonnes. The
quarterly performance of this segment was largely driven by an improvement
in realization rates. Going forward, we expect volumes to rise significantly
driven by capacity expansion; however the growth in realization rates is
expected to moderate a bit from the present levels.

Cement: Expansion plans for cement capacity additions are also on track.
These expansion plans are likely to augment the cement capacity by 10 mtpa
in Q1'09. We believe the Company will reap the benefit of timely capacity
addition in the present scenario of strong demand for cement and firm
realization rates.

Sponge Iron: Net revenue grew by 25% yoy to Rs. 2,443 mn on the back of
higher realisation rate; however decline in volumes was a disappointment.
We expect this business to register strong growth in the future as the gas
availability is likely to improve by March 08.

Valuation: At the current market price, Grasim is valued at a forward P/E of
9.9x FYO8E and 7.5x FYO9E. Based on SOTP valuation, we have arrived at
a target price of Rs. 3,622 which provides an upside of 40.9% from the
CMP. Hence, we maintain our Buy rating.

Key Figures (Consolidated)

Q307 Q208
(Figures in Rs. mn, except per share data)

Quatrterly Data

Q308 YoY% QoQ% OM'07  9M'08 YoY%

Net Sales 36,681 39,726 43,583 18.8%  9.7% 100,683 123,828  23.0%
EBITDA 11,177 11,833 13,808 235% 16.7% 28,829 38,318  32.9%
Net Profit 5593 6,200 7,219 29.1% 16.4% 14,000 20,115 = 42.8%
Margins(%)
EBITDA 305%  29.8% 31.7% 28.6%  30.9%
NPM 152%  15.6% 16.6% 14.0%  16.2%
Per Share Data (Rs.)
Adj. EPS 61.0 676 787 29.0% 164% 1537 2194  42.8%
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Result Highlights

Grasim’s net sales increased by 18.8% yoy to Rs. 43,583.4 mn on the back
of robust demand and higher realisation in the Company’s core businesses,
Cement and Viscose Staple Fibre (VSF). Around 57% of the increase in
sales is contributed by cement business and around 25% by VSF business.
Grasim’s EBITDA was higher by 23.5% yoy to Rs. 13,807.5 mn. Though all
the major costs have shown increasing trend, the rise in EBITDA is mainly
caused by an improvement in realisation rates.

Net profit increased by 29.1% yoy to Rs. 7,218.6 mn driven by
39.5% yoy increase in other income and around 6% yoy decrease in interest

expense.

Major expansion plans

Capacity Expected
Type of Plant Location Addition Completion
VSF Harihar (Karnataka) 31000 tpa FY09
Cement Shambhupura (Rajasthan) 4.4 mtpa Q4FY08
Cement Kotputli (Rajasthan) 4.5 mtpa Q1FY09

Source: Company Data, Indiabulls research

Segmental Highlights

Cement: During the quarter, standalone revenues from the cement segment
jumped 15.6% yoy to Rs. 29,618.8 mn on the back of improved sales
volume and higher realisations. In the grey cement segment the
improvement in realisation rate was the major contributor to growth.
Realisation rate of grey cement was up by 10% yoy to Rs. 3,215 whereas
sales volume increased by just 1% yoy. However in the white cement
category both sales volume and realisation rate contributed to the growth in
revenues. Sales volume of white cement increased by 11% yoy whereas
realisation rate increased by 10% yoy. The Company plans to ramp up the
current capacity of 13.1 mtpa by 4.4 mtpa till the end of FYO8E and by
another 4.5 MMT in Q1'09.

UltraTech has also reported a good performance, thus providing thrust to
the top-line growth. Being one of the largest cement manufacturers in the
country, we expect Grasim to be the major beneficiary of the current

upsurge in the cement realisation rates.
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Viscose Staple Fibre (VSF): Strong global and domestic demand led to a
significant rise in VSF realisation rate. Though sales volume increased by
just 2% yoy to 68,552 mt, the realisation rate increased by 21% yoy to
Rs. 1,08,935. The plants are working at a capacity utilisation rate of more
than 100%. The Company has plans to expand the capacity by
more by 31,000 tonnes in FYO9E. This capacity expansion will help the
Company to gain from the growing market of comfort clothing. Margins,
which are currently at 30% plus levels, are expected to see some decline in

the short-to- medium term due to an increase in raw material prices.
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Chemical: Though the realisation rate has declined on a yoy basis, higher
production and improvement in capacity utilisation rate resulted in a revenue
growth of 52% yoy to Rs. 1,167 mn. Going forward, the realisations are

likely to remain under pressure due to the demand-supply mismatch; hence,
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we believe that sales growth will primarily be driven by the improvement in

production volumes.

Sponge Iron: Net revenue grew by 25% yoy to Rs. 2,443 mn on the back of
higher realisation rate. Though sales volume fell by 8% yoy as the Company
has liquidated its stock in Q3'07; realisation rate increased by 29% yoy to
Rs. 15,875. The increase in sponge iron prices is caused by firm global
scrap prices and high bulk freight rates. Expected adequacy in gas
availability will boost the growth in volumes in FYO9E however uncertainty in

gas prices is a cause of concern.
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Key Events

» During the quarter, the Company has completed the sale of its entire
holding of 7,58,16,681 equity shares representing 53.63% of issued
equity share capital of Shree Digvijay Cement Co. Ltd. (SDCCL), a
subsidiary company. SDCCL has now ceased to be a subsidiary of the
Company.

 The Company has commenced its new 1.30 mtpa grinding Unit at Dadri
(U.P).

Key Risks

e Unexpected increase in gas prices could affect the margins of sponge
iron business of the Company.

Please see the end of the report for disclaimer and disclosures. -4-
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» Delay in the capacity expansion across segments will affect production

volumes and might pose a threat to our rating.

Outlook

Grasim'’s core business segments, Cement and VSF continue to be the key
revenue generators for the Company. Grasim has put in place most of its
capex plans to augment the production capacity of its core business. In the
light of expected improvement in realisations and extensive market
presence, we have a positive outlook for its Cement and VSF business and
believe that they will continue to add tremendous value to the Company’s
bottonline.

At the current market price, Grasim is trading at a forward P/E of 9.9x
FYO8E and 7.5x FYQ9E. Based on SOTP valuation we have arrived at a

target price of Rs. 3,622. Maintain Buy.
SOTP Valuation

Segments Target Multiple EV Basis of Valuation
(In Rs. mn except per share data)

Cement 8.7x 248,132 EV/EBIT (FYO9E)
Viscose Staple Fibre (VSF) 7.0x 99,821 EV/EBIT (FYO9E)
Sponge Iron 5.0x 3,645 EV/EBIT (FYO9E)
Chemicals 5.0x 4,551 EV/EBIT (FY0O9E)
Textiles 1.0x 2,925 EV/Sales (FYO9E)
Others (6.6% Equity stake in Idea Cellular Ltd.) 17,359 Current Market Cap
Total 376,433

Market Capitalization 349,664

Number of shares 91.7

Value per share 3,813

Less: Conglomerate Discount 5%

Target price 3,622

Key Figures (Consolidated)

Year to March FYO05 FYO06 FYO7 FYOBE FYO09E CAGR (%)
(Figures in Rs mn, except per share data) (FYO7-09E)
Net Sales 92,917 102,240 140,952 150,893 192,805 17.0%
EBITDA 20,272 20,687 39,723 47,079 61,119 24.0%
Net Profit 9,433 9,910 19,626 23,705 31,221 26.1%

Margins(%o)

EBITDA 21.8%  20.2% 28.2% 31.2% 31.7%
NPM 10.2% 9.7% 13.9% 15.7% 16.2%

Per Share Data (Rs.)
Adj. EPS 102.9 108.1 214.1 258.6 340.6 26.1%
PER (x) 11.8x 19.0x 12.0x 9.9x 7.5%
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Disclaimer

This report is not for public distribution and is only for private circulation and use. The Report should not be reproduced
or redistributed to any other person or person(s) in any form. No action is solicited on the basis of the contents of this
report.

This material is for the general information of the authorized recipient, and we are not soliciting any action based upon it.
This report is not to be considered as an offer to sell or the solicitation of an offer to buy any stock or derivative in any
jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Indiabulls
Securities Limited. It does not constitute a personal recommendation or take into account the particular investment
objectives, financial situations, or needs of individual clients. You are advised to independently evaluate the investments
and strategies discussed herein and also seek the advice of your financial adviser.

Past performance is not a guide for future performance. The value of, and income from investments may vary because
of changes in the macro and micro economic conditions. Past performance is not necessarily a guide to future
performance.

This 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 as such. Any opinions expressed here in reflect judgments at this date and are subject
to change without notice. Indiabulls Securities Limited (ISL) and any/all of its group companies or directors or
employees reserves its right to suspend the publication of this Report and are not under any obligation to tell you when
opinions or information in this report change. In addition, ISL has no obligation to continue to publish reports on all the
stocks currently under its coverage or to notify you in the event it terminates its coverage. Neither Indiabulls Securities
Limited nor any of its affiliates, associates, directors or employees shall in any way be responsible for any loss or
damage that may arise to any person from any error in the information contained in this report.

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal
views about the subject stock and no part of his or her compensation was, is or will be, directly or indirectly related to
specific recommendations or views expressed in this report. No part of this material may be duplicated in any form
and/or redistributed without Indiabulls Securities Limited prior written consent.

The information given herein should be treated as only factor, while making investment decision. The report does not
provide individually tailor-made investment advice. Indiabulls Securities Limited recommends that investors
independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial
adviser. Indiabulls Securities Limited shall not be responsible for any transaction conducted based on the information
given in this report, which is in violation of rules and regulations of National Stock Exchange or Bombay Stock
Exchange.
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