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  Huge debt makes Jaypee group sell part of Cement 
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 Debt is a great leveller – it forces debt heavy companies to demerge and sell 
so that it survives, and prospering companies to acquire and grow. The deal of 
Ultra Tech Cement ( a part of the Aditya Birla group) with the Jaypee Cement 
Corporation Limited’s Western Cement division (JC-Guj) is an example. 
 

 Ultra Tech would be acquiring a part of JC-Guj comprising grinding 
unit/integrated unit at Sewagram having combined capacity of 4.8 mtpa/ 
captive limestone mines/captive power plants and a captive jetty.  
 

  Ultra Tech’s hat trick 
 First, the accumulated losses of JC-Guj are available for Ultra Tech to 

reduce their tax liability.  
 Second, the location would enable UltraTech to augment their presence 

in Gujarat. Capacity build up has so far happened in all zones except 
Gujarat. These will cater to the requirements of Mumbai, Kochi and Sri 
Lanka, leading to better utilisation of capacity.  

 Thirdly, this acquisition adds 4.8 million tons per annum capacity, an 
appropriate addition in their ambitious plan to scale from 53.90 million 
tons per annum to 70 million tons per annum by 2015. 

 



Valuation method- deficient 
 Valuation is not based on the value of Fixed assets and Current assets. It is 

based on the Enterprise value computed from Free cash flows using 
Earning capacity over ten years. For a company which, leave alone Profit 
after tax (PAT), was not positive on Earnings before Depreciation, 
amortisation and Interest (EBITDA) until 2012-13 (Rs. 13 crores EBITDA on 
Sales of Rs.1561 crores) use of Earnings for valuation is to an extent 
fictional whereas the value of Fixed assets would have been factual, more 
so when the plant is new. Instead of ignoring, value of assets could have 
been additionally taken and suitably weighted. 

 

 The Free Cash flows assume a growth rate of 5% unto perpetuity which is 
very reasonable considering that the Industry CAGR is 12%. 

 

 The Valuation includes the tax savings.  
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Exchange ratio & consideration 
 The deal is valued at Rs. 3800 crores being approx. Rs.147.64 crores of 

Equity and Rs. 3664.69 crores of debt. To this deal value, will be added Net 
working capital at actuals. 

 Equity of shareholders would be given shares in the ratio of 7.7 shares of 
Ultra Tech for 6000 shares of Jaypee Cement. The Preference shareholders 
of Jaypee are essentially supporting the AP unit and hence they would 
continue without any modification to their rights. However they would get 
1 equity share for 1000 Preference shares (of Rs.100 each) to compensate 
for the demerger of JP-Guj. 

 The consideration therefore is as follows: 

 

 

 

 
 

 

Note: Inferences made from Valuation Report forming part of Scheme of Arrangement 
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Shareholders of 

Jaypee Cement 

 

Exchange ratio 

Shares freshly 

to be issued 

(lakhs) 

Consideration @ 

Rs. 1630/share 

(Rs.crores) 

Face value in 

Jaypree Cement 

(Rs. crores) 

Equity 

shareholders 

7.7 shares for 6000 

shares 

8.05 131.34 627.5 

Preference 

shareholders 

1 share for 1000 shares 

of Face value Rs.100 

1.00 16.31 1000 

Total 9.05 147.65 1627.5 



Getting 20% ROCE – tough for Ultra Tech 

 Ultra Tech would need to issue 9.05 lakh shares which on its present base 
of 27.42 crore shares is 0.3%. Based on results for the quarter ended 30th 
June ’13, the annualised Earnings per share (EPS) is Rs.98.  

 Hence incremental PAT required from out of this acquisition to be EPS 
neutral after the acquisition is Rs.8.86 crores only.  

 Working backwards, based on this and the effective tax rate, the 
incremental Profit before tax (PBT) is Rs. 11.97 crores.   

 Since the Debt for this acquisition is huge, the challenge remains to cover 
the interest cost and the more appropriate measure would be Profit 
before Interest and tax (PBIT).  

 Benchmarking for this project the company’s 2012-13 Return on capital 
employed (ROCE), which is 20%, Ultra Tech has something to worry 
about to get the PBIT of Rs.760 crores on the Project outlay of Rs.3800 
crores (ignoring Net working capital). The Management’s expectation 
that the project is EPS accretive after the second year looks ambitious. 
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Ultratech - what can make or mar  
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 For Ultra Tech the success of exploiting this asset would hinge upon two 
factors:  

 The ability to manage Debt.  

 The second challenge is to bring about a product-mix that will shoot 
the ROCE of JP-Guj’s assets to touch Ultra Tech’s 20%. 

 

 The debt component in the acquisition increases by 50% the Debt equity 
ratio. Taking over a massive Rs. 3665 crores of debt, Ultra Tech has an 
acquisition which is highly levered: 

    Rs./crores 

 

 

 

 

 

 

 

Item Pre=acquisition Acquisition Post-acquisition 

Equity (plus reserves) 15235 147 15382 

Debt 7315 3665 10980 

Debt equity (times) 0.48 25 0.71 



Ultra Tech’s deal: clever, well timed, economical  
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All in all this is a deal which suits Ultra Tech and favours it. The Valuation gives 
a cost of US $ 132/ton (US $ = Rs.60) which is a notch higher than present 
Greenfield costs per tonne. The share markets seem to like it: 
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Jaypee – caving in under debt pressure 
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 Shareholders of Jaypee group would probably be a disgruntled lot.  

 Their management has so to say just about set up the plants with 
captive power, limestone mines, jetty etc, and commissioned it only to 
hand over on a platter to Ultra Tech without enjoying the fruits of 
labour.  

 This is undoubtedly disconcerting considering that Jaypee Cement 
has just turned positive in 2012-13 on EBITD.  

 Being a deal using exchange of shares, there is no cash coming to the 
hands of the management of Jaiprakash Associates, only redeeming 
factor being that Debt has been taken over.  

 

 All these because the Group is debt ridden and has other fire fighting 
priorities. That’s the blow that Debt deals to you when you are deeply 
mired in it. 

 

 

 

 



SERVICES OFFERED BY DMS FINANCIAL 

SERVICES CO. (P) LTD. 

 
MANAGEMENT CONSULTANCY 
FUNCTION MANAGEMENT - OUTSOURCING IN FINL,/ADMIN./PROD. AREAS 
TRAINING IN FINANCE, SALES, OPERATIONS AND SOFT SKILLS 
 
FOR DETAILS, PLEASE CONTACT  044-24995672. 
 

Do give your feedback to us at                          
< dms.financial.services@gmail.com >                                                                                    
(web site:  www.dms-finance.com )  
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