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BSE Sensex: 18274 The Board of Jaiprakash Power Ventures Ltd. (JPVL) has approved the merger of the company with
its subsidiaries Jaypee Karcham Hydro Power Corporation Ltd. JKHCL) and Bina Power Supply
Company Ltd. (BPSCL). The companies would now approach the respective High Courts for an
approval of the merger scheme.

Power Utilities Details

JKHCL is the developer of the 1,000MW Karcham Wangtoo hydropower project, in which JPVL
currently holds a 56.9% stake. The remaining 43.1% stake is held by Jaiprakash Associates (76.3%
owner of JPVL). The swap ratio for the merger of JPVL and JKHCL has been fixed at 5:1, i.e., one
share of JPVL to be issued to shareholders of JKHCL for every five shares held by them.

BPSCL is the developer of the 1,250MW (500MW in phase 1) Bina Thermal power project, and is held
100% by JPVL. The swap ratio for the merger has been fixed at 13:2, i.e., two shares of JPVL to be
issued to shareholders of JPVL for every 13 shares held by them.

The swap ratios imply a value of Rs25.7bn for JKHCL and Rs7.6bn for BSCPL, considering the
approximate average price of the JPVL stock over the past six months.

Merger scheme to create treasury shares in JPVL

Price chart The swap ratios would require JPVL to issue a total of 556m shares — 429m to shareholders of JKHCL

Jaiprakash Power Ventures and 127.1m to shareholders of BPSCL. JPVL does not intend to cancel shares held by itself in these
o subsidiaries, resulting in the creating of 371.2m treasury shares. JPVL would dilute its equity by
115 26.5% on completion of the merger. With the merger, JPA’s stake in JPVL would get diluted from

. w\.r’\,w\v\v 76.3% now to 67.2%.
65 .
Our view

40
We believe the merger is positive for JPVL as it would facilitate efficient transfer of cash from the

projects to the HoldCo for deployment as equity in the pipeline of ~11,770MW under development
by JPVL. The timing is especially important for the company since Karcham Wangtoo and Bina are
set to be commissioned in FY12, with Karcham to be commissioned in phases starting as early as
March 2011. The merger also provides JPVL with fairly liquid treasury shares (valued at ~Rs15.1bn at
current market price), which can be sold to raise funds for investing in its power development
pipeline. For JPA, the merger clears the structure of dual holding of JKHCL partly through JPA and
partly through JPVL. However, the merger would be marginally negative for JPA since JKHCL has
been, in our opinion, undervalued at Rs25.7bn (1.2x P/BV).

Shirish Rane

shirish.rane@idfc.com We have revised our FY12 earnings estimates for JPVL to factor in the change in holding structure of
91-22-662 22575 JKHCL from being a 57%-held subsidiary to a part of the parent company. As a result, we do not
\ make any changes to our pre-minorities PAT estimate, but our post-minorities figure for FY12 stands
Salil Desai upgraded to Rs10.2bn. Factoring in the dilution due to the merger, we upgrade our FY12 EPS
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estimate by 8% to Rs3.8/ share. Our FY1l earnings estimate stands downgraded by 8% to
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Rs0.6/share, mainly due to the dilution in equity capital. We revise our fair value estimate of JPVL to
el STl Rs76/share, factoring in dilution from the merger and the current subdued merchant rates.
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JPA consolidated earnings downgraded by 4%

The dilution of JPA’s stake in JPVL from 76.3% to 67.2% following the change in the holding structure, leads to a
higher elimination of minorities’ interest, and in turn, a 4% downgrade in JPA’s FY12 consolidated earnings
estimates to Rs10.6/share. Our FY11l consolidated earnings estimate stands downgraded by a marginal 1% to
Rs8.5/share. We have also revised our SOTP-based fair value estimates of JPA to Rs153/share, mainly due to the
dilution in stake in JPVL post the merger, as also the difference in our fair value estimate for JXHCL and the value
implied in the merger scheme. For the computation of our SOTP value and determining JPA’s economic interest
in JPVL, we have considered JPVL’s equity capital net of treasury shares issued. Resultant, while JPA’s stake on
issued equity will be 67.2%, adjusted for the treasury shares the company’s economic interest would be 78.2%.

We maintain our Outperformer ratings on JPA and JPVL, with 12-month price targets of Rs76/share and

Rs153/share respectively.

Net sales (Rs m) 3,008 2,967 6,907 7,368 28,373
Adj. net profit (Rs m) 1,330 1,473 2,518 1,660 10,164
Shares in issue (m) 491 491 2,096 2,652 2,652
Adj. EPS (Rs) 2.7 3.0 1.2 0.6 3.8

% change (11.5) 10.7 (59.9) (47.9) 512.4
PE (x) 15.3 13.8 345 66.3 10.8
Price/ Book (x) 2.0 1.9 1.9 1.6 14
EV/ EBITDA (x) 10.3 10.0 29.9 41.9 12.8
ROE (%) 13.7 14.0 9.0 3.0 14.0
RoCE (%) 11.8 11.8 6.1 2.7 8.1

Source: IDFC Securities Research

Merger of JKHCL and JPVL

JKHCL invested equity (mn shares) 2,145.0
Swap ratio 5
Shares of JPVL to be issued 429.0
Mkt price of JPVL (6 months avg) 60.0
Implied valuation of JKHCL (Rs mn) 25,740
Merger of BPSCL and JPVL

BPSCL invested equity (mn shares) 826.0
Swap ratio 7
Shares of JPVL to be issued 127.1
Mkt price of JPVL (6 months avg) 60.0
Implied valuation of BPSCL (Rs mn) 7,625
JPVL changes in shareholding

JPVL existing equity (mn shares) 2,095.7
Shares o be issued to Karcham shareholders 429.0
- Of which, to JPVL (56.9% stake) 244.10
- Of which, to JPA 184.90
Shares to be issued to Bina shareholders 127.1
- Of which, to JPVL 127.1
Expanded equity post merger (mn) 2,651.8
% dilution 26.5%
Treasury shares (mn shares) 371.2
JPA stake in JPVL pre-merger 76.3%
JPA shares held in JPVL pre-merger 1,598.0
Shares issued on merger 184.9
JPA shares held in JPVL post-merger 1,782.9
JPA stake in JPVL post-merger 67.2%

Source: IDFC Securities Research
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JPA SOTP

Rs mn
Construction
EBITDA

EV / EBITDA multiple
Construction EV
Cement

Capacity (mn tons)
EV /ton (US$)
Cement EV
Power

JPVL Equity value

Power equity value
Real Estate

Jaypee Greens

(% stake)

Yamuna Expressway
(% stake)

JP Sports City

Total Real Estate
Others

180mn ton coal mine in MP

Total EV

Less: Consolidated Debt

Market Capitalisation

No of share (m shares)
Target price (Rs/share)

Valuation metric
EV/EBITDA

EV /ton

DCF

NPV of cashflows @ 16% equity rate

Net NPV of road and real estate cashflows

Book value

Per ton basis

9,139

35.6
85

181,809
78.2

16,809
100
158,993
83.1
5,000

FY12E

73,112

137,837

142,130

153,852

6,158
513,089
218,426
294,663

1,929

153

Source: IDFC Securities Research
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Disclaimer
This document has been prepared by IDFC Securities Ltd (IDFC SEC). IDFC SEC and its subsidiaries and associated companies are a full-service, integrated investment banking,
investment management and brokerage group. Our research analysts and sales persons provide important input into our investment banking activities.
This document does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction.

The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavor to update the information herein on reasonable basis,
IDFC SEC, its subsidiaries and associated companies, their directors and employees (“IDFC SEC and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent IDFC SEC and affiliates from doing so. We do not represent that information contained herein is accurate or
complete and it should not be relied upon as such. This document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment
decision. The user assumes the entire risk of any use made of this information. 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). The investment discussed or views expressed
may not be suitable for all investors.

Affiliates of IDFC SEC may have issued other reports that are inconsistent with and reach different conclusions from, the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where
such distribution, publication, availability or use would be contrary to law, regulation or which would subject IDFC SEC and affiliates to any registration or licensing requirement within
such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to a certain category of investors. Persons in whose possession this document may
come are required to inform themselves of, and to observe, such applicable restrictions.

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.

IDFC SEC and affiliates may have used the information set forth herein before publication and may have positions in, may from time to time purchase or sell, or may be materially
interested in any of the securities mentioned or related securities. IDFC SEC and affiliates may from time to time solicit from, or perform investment banking, or other services for, any
company mentioned herein. Without limiting any of the foregoing, in no event shall IDFC SEC, any of its affiliates or any third party involved in, or related to, computing or compiling
the information have any liability for any damages of any kind. Any comments or statements made herein are those of the analyst and do not necessarily reflect those of IDFC SEC and
affiliates.

This document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed and may contain confidential and/or privileged material and
is not for any type of circulation. Any review, retransmission, or any other use is prohibited.

Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. IDFC SEC will not treat recipients as customers by virtue of their
receiving this report.

Explanation of Ratings:

1. Outperformer: More than 5% to Index

2. Neutral: Within 0-5% to Index (upside or downside)

3. Underperformer: Less than 5% to Index

Disclosure of interest:

1. IDFC SEC and affiliates may have received compensation from the company covered herein in the past twelve months for issue management, capital structure, mergers & acquisitions,
buyback of shares and other corporate advisory services.

2. Affiliates of IDFC SEC may have received a mandate from the subject company.

3. IDFC SEC and affiliates may hold paid up capital of the subject company.

4. IDFC SEC and affiliates, their directors and employees may from time to time have positions or options in the company and buy or sell the securities of the company(ies) mentioned
herein.

Copyright in this document vests exclusively with IDFC Securities Ltd



