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3QFY12 Results Update | Sector: Cement

Grasim's 3QFY12 standalone numbers were lower than our expectations, impacted by ~8% YoY decline in VSF

volumes. EBITDA for the quarter was INR2.8b (v/s our estimate of INR3.46b) and EBITDA margin was 22.7% (v/s

our estimate of 26.4%).

 n Net sales grew 2% YoY to INR12.4b (our estimate: INR13.1b), EBITDA was up 23% YoY at INR2.8b and PAT

declined 3% YoY to INR2.75b. EBITDA margin declined 720bp YoY (~140bp QoQ) to 22.7% (our estimate: 26.4%).

n VSF business volumes were 78,215 tons (lower than our estimate of 88,520 tons), impacted by cautious

approach adopted by the value chain due to global economic uncertainties. While VSF realizations at INR128/

kg were in-line, lower than estimated volumes and higher cost push resulted in lower than expected PBITDA

margin at 25.6% (our estimate: 29.1%).

n The management indicated that the unprecedented volatility in the VSF business over the last few quarters

is likely to remain, as both competing fabrics - cotton and polyester - are witnessing high volatility. While

demand at the retail level is holding up, demand from the chain has been muted in 3QFY12 and is now picking

up in January 2012.

Valuation and view: We downgrade our consolidated EPS estimates by 2.4% to INR293 for FY12 and by 3.6% to

INR345 for FY13 to factor in lower volumes and higher cost push. The stock trades at 7.2x FY13E consolidated EPS

and an EV of 4.5x FY13E EBTIDA; implied valuation for the cement business is USD78/ton. Maintain Buy with an

SOTP-based target price of INR2,666.
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Standalone performance below estimates impacted by lower VSF volumes
 Net sales up 2% to INR12.4b (v/s est INR13.1b), EBITDA up by 23% YoY at INR2.8b

and PAT down 3% YoY to INR2.75b. EBITDA margin declined by 720YoY (~140bp

QoQ) to 22.7% (v/s est 26.4%).

 Consolidated net sales grew by 16% to INR62.6b, with EBITDA margin improvement

of 490bp QoQ (flat YoY) to 20.9%, EBITDA growth of 16% YoY to INR13.1b and PAT

growth of 33% to INR6.7b.

Snapshot of consolidated performance (INR m)

3QFY12 3QFY11 % YoY 2QFY12 % QoQ

Net Sales 62,601 53,899 16.1 56,492 10.8

EBITDA 13,090 11,255 16.3 9,028 45.0

EBIDT Margins (%) 20.9 20.9 0BP 16.0 490BP

Adj.PAT 6,691 5,018 33.3 4,179 60.1

Adj. EPS (INR) 73 55 33.3 46 60.1

Source: Company/MOSL

VSF business - muted volumes impact performance
 VSF business volumes were below estimate at 78,215 tons (v/s est 88,520 tons)

impacted by cautious approach adopted by the value chain due to global economic

uncertainties.

 While VSF realizations at INR128/Kg (v/s est INR128/Kg) were in-line, lower than

estimated volumes and higher cost push resulted in below estimate PBITDA

margins at 25.6% (v/s est 29.1%).

 On consolidated basis, VSF PBIDT margins were 24.4% (down 820bp YoY & 120bp

QoQ) and PBIDT of INR3.06b (v/s standalone PBIDT of INR2.78b). Consolidated

VSF performance was severely impacted by higher input cost and rupee

appreciation. Domsjo, an associate company, contributed INR85m to consolidated

PAT.

VSF business performance
3QFY12 3QFY11 % YoY 2QFY12 % QoQ

Production (ton) 84,233 83,026 1.5 83,516 0.9

Sales volume (ton) 78,215 84,621 -7.6 78,959 -0.9

Net Turnover (INR m) 10,851 11,293 -3.9 10,820 0.3

Avg Realizations (INR/ton) 128,499 123,060 4.4 124,689 3.1

PBIDT Margin (%) 25.6 34.4 -880BP 28.5 -290BP

PBDIT (INR m) 2,777 3,886 -28.5 3,079 -9.8

Source: Company/MOSL

Trend in VSF business volumes & realizations Trend in VSF business EBITDA

Source: Company/MOSL
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VSF volumes visibility poor driven by unprecedented volatility

n The management indicated that the unprecedented volatility in VSF business

over last few quarters is expected to remain, as both competing fabrics i.e cotton

and polyester are witnessing high volatility.

n Also, the value chain has been proactive in managing inventory. As a result, Grasim

is having inventory of ~27,000 tons (~1 months). While demand at retail level is

holding up, demand from the chain has been muted in 3QFY12 and is now picking-

up in Jan-12.

n It has witnessed 7-8% QoQ decline in international VSF prices in 3QFY12, however

weak INR resulted in ~3% QoQ improvement in Grasim's VSF realizations. Also,

pulp prices have also softened, but benefit of which is not yet realized due to

weak INR.

Short term outlook improving for Cement; however VSF business lacks

clarity; investing aggressively to consolidate leadership in both businesses

n  Outlook: "In VSF, the demand may remain volatile in the present macro economic

conditions. In Cement, the surplus scenario should subside gradually over a period

of 2-3 years with an expected growth in demand. The changed pricing mechanism

by Coal India Limited w.e.f. Jan' 12 will lead to increase in energy costs. The rising

energy cost is a challenge in both the businesses in the present context."

n Its capex program to add ~156,500 ton is on track, with Harihar brownfield addition

of 36,000 tons in two phases by Jul-12 and Jan-13 and Vilayat Greenfield addition

of 120,000 units by Jan-13. This would result in ~47% increase in Grasim's VSF

capacity to ~490,000 tons.

n It has invested INR567m for 33% stake in JV with other promoter owned companies

for setting up a 180,000 ton Greenfield VSF capacity in Turkey. This is initial capital

required for acquiring land and meeting initial expenses.

Deferment of capex in both cement and VSF business (INR Cr)

Source: Company
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n For Cement, it expects demand to grow over 8-9% over next 2-3 years. It expects

~17mt of capacity addition in FY12 over and above 88mt of capacity in FY10-11,

resulting in a surplus scenario which would subside gradually over next 2 to 3

years. As a result, it expects pricing and margins to remain challenging. It is

investing INR110b in its cement business for augmenting capacity (~9.2MT @

INR56b), logistic infrastructure and modernization/upgradation.

n It has reduced FY12 expected capex to INR49.5b (incl INR38.2b in UltraTech) from

INR63.9b (incl INR47.1b in UltraTech), with ~INR28.3b invested in 9MFY12 (incl

INR28.4b in UltraTech).

Valuation and view

n The short term outlook for both VSF is not positive. However, cement business

outlook is improving with expected improvement in demand and pricing. Further,

its aggressive capex plan of investing INR144b over next 2-3 years endorses our

long term positive outlook for both the businesses.

n The stock is quoting at very attractive valuations of 7.2x FY13E consolidated EPS

and 4.5x FY13 EV/EBITDA and implied valuation of cement business valuations of

US$78/ton (on 60mt capacity).

n Maintain Buy with target price of INR2,666 (SOTP based, valuing economic interest

in cement business at 8x EV/EBITDA post 20% hold-co discount and VSF at 4x EV/

EBITDA).

Grasim: SOTP based fair value

INR m Parameter Multiple FY12E FY13E

Standalone VSF business EV/EBITDA (x) 4 48,401 53,272

"UltraTech Cement @ 60.3% EV/EBITDA (x) 8 128,464 159,584

(post 30% holdco discount)

Total EV 176,865 212,855

Less: Gross Debt (incl pro-rata in subs) 49,329 49,329

Add: Cash & liquid invest 49,829 55,621

Add: Group holdings @ 20% discount 25,361 25,361

Total Equity Value 202,726 244,508

Fair value (INR/sh) post demerger 2,210 2,666

Source: MOSL

Implied Hold-co discount

(INR m) FY12E FY13E

Market Cap 228,442 228,442

Add: Net Debt -25,861 -31,653

EV 202,581 196,790

Less: EV of VSF @ 4x EV/EBITDA 48,401 53,272

Implied EV of Cement 154,181 143,518

Implied EV/EBITDA (x) 6.7 5.0

Implied EV/Ton (USD) 103 78

Implied Discount to

UltraTech on replacement cost (%) 25 43

UltraTech on EV/EBITDA (%) 49 62

ACC/Ambuja on EV/EBITDA (%) 46 59

Source: Company/MOSL
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Company description

Grasim is a diversified company with cement and VSF

being core business, accounting for 65% and 35% of

revenues (post-restructuring). Its other business

includes chemicals and textiles. The acquisition of

UltraTech Cement, the cement division of L&T, by Grasim

catapulted it to number one position in the Indian

cement industry with total capacity under control of

51mt.

Key investment argument

n Being largest player with total capacity of 51MT

(existing capacity) under control and highest organic

growth visibility, Grasim would be biggest

beneficiary of any further increase in cement price.

n Global leader in VSF business, with backward

integration in pulp, experiencing robust demand in

both global and domestic markets.

Key investment risks

n Cement sector is likely to add huge capacities in

coming year which can result in significant volatility

in cement prices.

n Declining competing fibre prices coupled with

increasing cost would put pressure on VSF business

profitability.

Recent development

n It has invested INR567m for 33% stake in JV with

other promoter owned companies for setting up a

180,000 ton Greenfield VSF capacity in Turkey. This is

initial capital required for acquiring land and meeting

initial expenses.

Valuation and view

n The stock is quoting at very attractive valuations of

7.2x FY13E consolidated EPS and 4.5x FY13 EV/EBITDA

and implied valuation of cement business valuations

of USD78/ton (on 60mt capacity).

n Maintain Buy with target price of INR2,666 (SOTP

based, valuing economic interest in cement business

at 8x EV/EBITDA post 20% hold-co discount and VSF

at 4x EV/EBITDA).

Sector view

n We believe we have already witnessed bottom-of-

the-cycle utilization & profitability, and it should

gradually improve hereon given sustainable demand

drivers.

n Structural increase in cost base would necessitate

higher cement prices.

n Revival in cement demand, which we expect to

improve from 2HFY12, would be key catalyst for the

stock performance.

Comparative valuations

Grasim ACC GACL

P/E (x) FY12E 8.5 22.0 19.6

FY13E 7.2 20.8 19.7

P/BV (x) FY12E 1.3 3.4 3.3

FY13E 1.2 3.1 3.1

EV/Ton (US$) FY12E 103 129 176

FY13E 78 125 161

EV/EBITDA (x) FY12E 5.4 12.8 12.1

FY13E 4.5 11.3 11.1

Shareholding pattern (%)

Dec-11 Sep-11 Dec-10

Promoter 25.6 25.6 25.5

Domestic Inst 18.0 17.8 19.6

Foreign 38.3 38.0 38.2

Others 18.2 18.7 16.7

Grasim Industries: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)

MOSL Consensus Variation

Forecast Forecast (%)

FY12 292.9 260.2 12.6

FY13 343.8 275.6 24.7

Target price and recommendation

Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

2,491 2,666 7.0 Buy
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Financials and Valuation
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