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Agenda Items
liAS
# Type! Description of resolution Recommendation
See Legend
1 0 Approve a Composite Scheme of Arrangement between Aditya Birla Nuvo Limited and AGAINST

Grasim Industries Limited and Aditya Birla Financial Services Limited and their

respective shareholders and creditors

The addition of several new businesses will add to the complexity of Grasim’s already

diversified business profile. The merger also increases promoter’s equity in Grasim and G M| E
dilutes existing shareholders.

[1] O/S: Ordinary/Special

The scheme shall be acted upon, only if the votes cast by public shareholders in favour of scheme is more than the number of votes

cast against it.
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Company Overview

Grasim Industries Limited (‘Grasim’), a part of Aditya Birla Group, manufactures and sells viscose staple fibre (VSF), cement and
chemicals. Grasim’s manufacturing plants are located in India, Middle East, Sri Lanka, Canada, Bangladesh, and China. The
company’s global presence emanates from its four joint ventures in the pulp segment (three in Canada and one in Sweden) and
another JV in China for the fibre business.

Promoters: Price Performance in last 5 years (period ended 9 March 2017)
Kumar Mangalam Birla and family
Grasim S&P BSE 100 Nifty 100

Market snapshot 83.5% 85.9%

Mkt Price (Rs.): 999.5 71.9% 75.9%

Mkt Cap (Rs. bn): 466.6 o

Networth (Rs. bn): 258.3

52-week H-L (Rs.): 1077.2 - 648.41

43.6%

Current P/E (x): 15.1 41.5% 0

Current P/B (x): 1.8

Previous Advisory

EGM on 3 March 2017

EGM on 10 October 2016

AGM on 23 September 2016 R o YR

Financial performance (consolidated) (Rs.bn)  Trend in Shareholding Pattern (%)
Year ending 31-Mar 2014 2015 2016 As on Promoter?! DII FII Others
Total Income 299.0 333.9 369.7  31-Jan-17 313 163 247 27.7
EBITDA 54.9 56.8 703 31.Dec-16 313 197 218  27.2
EBITDA Margin (%) 18.4 17.0 19.0
PBT 359 34.4 43.4 31-Mar-16 311 17.2 228 28.9
PBT Margin (%) 12.0 10.3 11.7 31-Mar-15 25.5 169 22.8 34.8
PAT 28.5 17.4 23.6  31-Mar-14 255 161 228 35.6

i 0,

PAT Margin (%) 95 52 64 31 Mar13 255 154 234 357
EPS (Rs.) 225.6 189.8 252.8
ROANW (%) 13.8 7.8 96 31-Mar-12 25.6 16.9 23.5 34.0
ROACE (%) 105 12.4 8.4 1] Pledged Shares: 0.84% as on 30 June 2016
Debt/EBITDA (x) 1.8 2.1 1.8

Top Public Shareholders (as on 31 December 2016)

Shares  Voting rights

No. Name of the Shareholder held (mn) as % of total

1 Europacific Growth Fund 36.11 8.64
2 Life Insurance Corporation of India 28.95 6.92
3 ICICI Prudential Life Insurance Company Ltd 20.82 4.98
4 Aberdeen Global Indian Equity Limited 15.25 3.65
5 HDFC Trustee Company Limited-HDFC Equity Fund 8.93 2.14
6 Aberdeen Emerging Markets Fund 8.83 2.11
7 New World Fund Inc 8.55 2.05
8 Birla Sun Life Trustee Company Private Limited A/c Birla Sun Life Balanced 95 Fund 6.44 1.54
9 Franklin India Balanced Fund 5.65 1.35
10 ICICI Prudential Value Fund - Series 2 4.70 1.12

Total 144.24 34.50
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Category: Scheme of Arrangement

Indicators

- . IiAS
# Type Description of resolution Recommendation
1 O Approve a Composite Scheme of Arrangement between Aditya Birla Nuvo AGAINST

Limited and Grasim Industries Limited and Aditya Birla Financial Services
Limited and their respective shareholders and creditors

See Legend
U R|S[T[V]

The Transaction
The composite scheme of arrangement will be undertaken in two major steps (See Box 1):
1. Aditya Birla Nuvo Limited (ABNL) will be first merged into Grasim Limited (Grasim)

2. The financial services business will be carved out from the merged entity (Grasim + ABNL) and demerged

into Aditya Birla Financial Services (ABFSL), which will subsequently get listed separately.

Box 1: Description of the Scheme as provided in the shareholder notice

The Scheme provides for, inter alia,
8] the amalgamation of ABNL with Grasim;
(i) cancellation of the equity shares held by Grasim in ABNL;
(iii) issuance of equity shares by Grasim to the equity shareholders of ABNL;
(iv) dissolution without winding up of ABNL;
) merger of the authorised share capital of ABNL with the authorised share capital of Grasim;
(vi) alteration of the object clause of the Memorandum of Association of Grasim;

fulfilment of the amalgamation of ABNL with Grasim becoming effective;
(viii)  issuance of equity shares by ABFSL to the equity shareholders of Grasim;
(ix) listing of the equity shares of ABFSL on BSE and NSE;
(x) various other matters consequential to or otherwise integrally connected with the above

(vii) demerger of the Demerged Undertaking of Grasim and transfer of the same to ABFSL subject to satisfactory

The swap ratio and entitlement ratio for the two-step transaction are:

e For the merger of Grasim and ABNL: 15 equity shares (face value Rs.2) of Grasim for every 10 equity shares

(face value Rs.10) held in ABNL

e For the entitlement ratio for the demerger of the financial services business into ABFSL: 7 equity shares
(face value Rs.10) of ABFSL for every 5 equity shares (face value Rs 2) held in the merged entity (Grasim +

ABNL).

Table 1: Change in Grasim’s shareholding following the merger with ABNL

Promoters 145,994,600 31.3 263,605,867 40.1
Institutions 191,472,644 41.0 230,594,520 35.1
Other shareholders 129,334,276 27.7 162,948,393 24.8
Total 466,801,520 100.0 657,148,780 100.0
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IiAS’ opinion on the rationale for the merger

Shareholder e
Notice:

The proposed restructuring will create a large and well diversified company, having a
portfolio of leading manufacturing and services businesses with healthy mix of steady
cash flows and long-term growth opportunities.

The proposed restructuring will also lead to the consolidation of similar businesses of
Grasim and ABNL, namely chemicals and textiles. As a result, the presence in the textiles
value chain will expand.

[IAS’ view: Although we understand that some of the ABNL businesses (textiles and chemicals) have synergies,
liAS believes that adding to Grasim’s already diversified business streams will increase the complexity
of the business.

Grasim’ market capitalization is almost Rs.470 billion and it has a price-earnings ratio (P/E) of 15.11x, which is below
the industry P/E of 18.28x. Grasim’s market capitalization is lower than the value of its holding in Ultratech: Grasim
holds 60.23% in Ultratech Cements Limited, whose market capitalization is over Rs.1.0 trillion!. Therefore, we argue

that Grasim already

bears a large conglomerate discount. Adding new businesses and increasing Grasim’s equity

stake in a varied set of unrelated businesses is likely to increase the conglomerate discount.

Recently, the company has increased the FII limit from 24% to 49%, which will create headroom to FII's to buy
additional Grasim shares in secondary market. Grasim has also been included in the MSCI Index which will lead to
incremental investments from benchmark funds. While these measures will help assuage some of the investor
concerns on the liquidity and stock performance, it may not be enough to significantly mitigate the impact of the

potential increase in

the conglomerate discount.

Box 2: The impact of the merger on Grasim’s business profile

Businesses: 1. Viscose Staple Fibre (VSF) 1. Viscose Staple Fibre (VSF)
2. Chlor-alkali and allied chemicals 2. Chlor-alkali and allied chemicals
3. Epoxy resins 3. Epoxy resins
4. Textiles 4. Textiles
5. Worsted yarn and wool tops 5. Viscose Filament Yarn
6. Worsted yarn and wool tops
7. Agri-inputs - fertilizers, seeds, agro
chemicals
8. Insulators
9. Solar power, renewable energy
Equity holdings / e ABNL; 2.6% e ABFSL;57.3%
investments: e Hindalco; 2.6% e Hindalco; 4.3%
e Ultratech; 60.2% e Ultratech; 60.2%
e Idea Cellular; 4.8% e Idea Cellular; 28%
e Aditya Birla Fashion and Retail; 2.3% e Aditya Birla Fashion and Retail; 11.4%
Shareholder e Grasim will extend its presence to fast growing sectors such as financial services and
Notice: telecom and enhance long-term value for the shareholders.

e The proposed restructuring will provide an opportunity for ABNL shareholders to
participate in Grasim’s steady cash generating businesses with established leadership
position in India, while enabling its growth businesses to grow at a faster pace.

liAS View: Grasim’s and ABNL'’s shareholders are being compelled to take on the additional business without a

compelling value proposition.

1 Source: www.moneycontrol.com; market price, capitalization and multiples data as on 9 March 2017
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Grasim does not propose to support ABFSL’s capital requirement:
o The notice states that post listing, ABFSL will have flexibility to raise funds including independently from the
capital markets to meet its growth requirements.
o  While reaffirming Grasim’s ‘CRISIL AAA’ credit rating and removing it from Rating Watch, CRISIL has not
factored in the business and financial risk profile of the financial services business in its rating view. The
rating is also contingent upon Grasim not raising debt to support the acquired businesses.

There is on-going discussion between Idea Cellular and Vodafone (India) on a possible merger: the Aditya Birla group
wants equal rights with Vodafone in the combined entity. However, Grasim will not bear the burden of investments
needed for this transaction. Should these merger talks fail, the uncertainty regarding Grasim'’s possible financial
support to the telecom business will re-emerge.

Grasim'’s ability to benefit from becoming the principal shareholder in the financial services and telecom businesses,
if any, will be limited to a valuation upside that could be curtailed by the conglomerate discount. From a cash flow
perspective, its benefit is limited to the dividends it receives from these businesses — which is not material in the
context of Grasim’s overall size.

ABNL was the business incubator of the group. In its current structure, is largely comprised of the financial services
business. The rationale of imposing manufacturing business (that can be capital intensive) on the shareholders of
ABNL is unclear. [iAS argues that if shareholders wanted to invest in such businesses, there are several companies -
other than Grasim - in which these shareholders could have acquired equity.

Shareholder The proposed demerger of the financial services business to ABFSL will unlock value for the

Notice: shareholders, attract investors and provide better flexibility in accessing capital.

liAS View: liAS believes that the demerger of the financial services business will unlock value. But the
transactions mechanics dilute the ABNL shareholders significantly. The scheme will give the
promoter group 74.40% ownership of ABFSL once it lists. Had ABFSL been demerged before merging
ABNL with Grasim, its shareholding would have mirrored that of ABNL’s: in such circumstances, the
promoter group would have owned 62.77% - still a substantial majority.

Promoters owned 62.77% equity in ABNL on 31 January 2017 - which is also the promoters’ economic interest in
ABFSL, because ABFSL is a 100% subsidiary of ABNL. Ideally, in a demerged listing scenario, the promoter
shareholding in ABFSL would have mirrored that of ABNL - the promoters would have directly held a 62.77% stake.
But under the current scenario, the promoter holding (including stake held by Grasim and Hindalco) in ABFSL
increases to 74.4%, which effectively dilutes the minority shareholders to 25.6%.

One of the stated drivers of the proposed transaction is simplifying this group structure. However, this is true only
to a limited extent - the cross holdings between ABNL and Grasim will cease to exist. There will be some
consolidation of promoter stakes across group companies; but the merger really does not streamline the businesses
by removing all cross linkages.
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Chart 1: The Birla’s group’s
shareholding structure post
the scheme of arrangement

Across the group, the Birla family’s
control over the listed companies has
been higher than its direct
shareholding - an arrangement
typically seen in the Indian markets
of the 1970s. The current transaction
lends itself to yet another of those
structures. For more details, please
read our August 2016 Institutional
EYE research titled ‘That 70’s show’.

Shareholder The proposed restructuring will enable ABFSL to grow faster under Grasim’s strong
Notice: parentage as against ABFSL becoming a standalone entity. Healthy and large balance sheet
and better credit rating of Grasim is expected to improve the credit profile and reduce cost
of borrowings of ABFSL’s lending businesses, thereby enhancing its competitive
positioning. It will also provide additional comfort to financial services regulators given the

strong financials of Grasim.

liAS View: ABFSL has sufficient size to be listed and raise capital on its own - and it will continue to benefit from
being part of the Aditya Birla Group, independent of whether it is housed under ABNL or Grasim.

There is a one notch difference between ABNL’s CRISIL AA+/Watch Positive rating and Grasim’s CRISIL AAA/Stable
rating. ABNL’s ratings are supported by the fact that it belongs to the Aditya Birla group - that it benefits from the
financial flexibility of the group. In holding the argument that housing ABFSL under Grasim will make a material
difference, the AB group suggests that ABFSL will benefit from Grasim’s AAA rating.

Table 2: Average cost of borrowings

31-Mar-14 31-Mar-15 31-Mar-16
Grasim (consolidated) 7.2% 7.9% 7.1%
ABNL (ex-Idea) 8.9% 7.9% 7.8%
Aditya Birla Finance Limited (NBFC) 9.3% 9.1% 8.5%
AB Group (includes Idea and Hindalco) 7.7% 7.5% 7.1%
Source: Annual reports, liAS estimates Average cost of borrowing = finance cost / average debt

Aditya Birla Finance Limited is a 100% subsidiary of ABFSL, the financial services holding company which will be listed separately

[iAS believes that AB group’s rationale for the financial services business benefitting from a stronger parent is
tenuous. For a subsidiary’s rating to be equated to the parent’s, there must very strong strategic and financial

linkages between the parent and the subsidiary. In the case of ABFSL and Grasim, the strategic and financial linkages
are neither strong (between a financial services business, and a textiles and chemicals manufacturer) nor materially
different from those that exist between ABFSL and the Aditya Birla group as a whole. In reaffirming Grasim’s CRISIL
AAA rating, the rating agency has not factored in ABFSL'’s business and financial risk profile - [iAS contends that if
indeed Grasim were to support ABFSL, the rating opinion on Grasim would necessary have to combine the risks
associated with a financial services business. Therefore, it may be simplistic to assume that being housed under

Grasim will enable ABFSL to access to AAA-priced debt.
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ABNL’s ratings embed the AB group’s support for the capital raising and debt repayment requirements of all its
group companies, especially the listed ones. Therefore, is it is unlikely that having a direct holding company will
make any material difference to ABFSL - its credit quality will remain bolstered just on account of being part of the
AB group. Moreover, although Grasim’s credit quality is stronger than the group’s, the AB group’s ability to raise
funds is superior to that of Grasim’s alone (even if Grasim’s debt-equity is the lowest amongst all listed companies).

Grasim has not provided support to its subsidiaries in the past. Grasim suggests that the listed businesses are able
to raise capital on their own and therefore do not need Grasim’s support. Between 2007 and 2016, UltraTech
increased its capital employed by almost 9x to Rs. 343 bn on 31 March 2016 (from Rs. 39 bn on 31 March 2007) and
Idea raised Rs.156 bn2. ABFSL’s capital employed on 31 March 2016 is estimated at Rs. 299 bn, which is just a shade
lower than that of Ultratech’s - given that UltraTech raised capital on its own balance sheet strength, surely ABFSL
can do the same. For more details, please read our October 2016 Institutional EYE research titled ‘ABFSL - will it
benefit from being a Grasim subsidiary?’

[iAS recommends voting AGAINST the resolution.

2 Source: Grasim’s investor presentation regarding the restructuring
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Voting Advisory

[iAS publishes voting recommendations on shareholder resolutions. These recommendations are non-binding in
nature. Investors may have their own voting parameters which may, on aspects, differ from those of [iAS. On such
occasions, investors should use these recommendations as a guiding tool.

The data and regulations reviewed while arriving at a recommendation are disclosed to the investors. This gives the
investor clarity regarding the basis for our recommendations.

Please note that voting recommendations do not constitute advice to buy, sell or hold securities.

proposal in such cases. However, they may choose to support a
resolution in expectation of higher returns.

. . A Common
Indicator | Meaning Description
Examples
This symbol is used for resolutions which indicate poor corporate Managerial
G governance practices or non-compliance with the regulatory provisions. geral
overnance . . remuneration,
G Issue Consequently, they are usually accompanied with an AGAINST Auditor
recommendation. [iAS may also include measures/best practices which .
g . appointments
the company can adopt to improve its governance record.
Minority This symbol is used for resolut.lons which negatively affect.the minority Preferential
shareholders of the company. liAS usually recommends voting AGAINST
M shareholder ) ) . warrants,
) such resolutions as they benefit the controlling or a class of shareholders Differential rights
Impact at the expense of others. §
This symbol is used for operating decisions taken by the company
management and [iAS will usually recommend voting FOR such
Moderate - resolutions. However, they carry an element of risk which may .
R . . S . . Any resolution
High Risk subsequently have a negative impact on the financials. Investors are
therefore advised to review the risk factors highlighted by IiAS in its
analysis before voting.
Indicates a strategic decision of the company, the long term impact of
which cannot be accurately ascertained at the time of proposal. These
may be accompanied with a FOR or AGAINST recommendation based | Mergers,
S Strategic on a preliminary review of data provided to investors. [iAS | Amalgamations,

g recommendations on such strategic decisions are dependent primarily | Hive-offs, Entering
on short-term indicators like market reaction, analyst opinions, | new lines of business
valuation impact, etc. Investors may choose to support a resolution in
expectation of higher returns.

Indicates lack of adequate information. Even though IiAS provides both
Transparenc FOR and AGAINST recommendations on such resolutions (based on
T I p Y| available data), investors are advised to seek further clarifications from | Any resolution
Ssue the company. Investors should take into account any additional
information received from the company before voting.
Refers to a valuation impact on the company’s financials. These
resolutions are likely to impact the company’s margins and long term | Increase in
Vv Valuation profitability. I[iAS typically will recommend voting AGAINST such a | borrowings. Related
resolution. Investors are advised to critically review the company’s | party transactions,

Excessive dilution
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Disclaimer

This document has been prepared by Institutional Investor Advisory Services India Limited (IiAS). The information contained herein is solely
from publicly available data, but we do not represent that it is accurate or complete and it should not be relied on as such. [iAS shall not be in
any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this
report. This document is provided for assistance only and is not intended to be and must not be taken as the basis for any voting or investment
decision. The user assumes the entire risk of any use made of this information. Each recipient of this document should make such investigation
as it deems necessary to arrive at an independent evaluation of the individual resolutions referred to in this document (including the merits
and risks involved). The discussions or views expressed may not be suitable for all investors. The information given in this document is as of
the date of this report and there can be no assurance that future results or events will be consistent with this information. This information is
subject to change without any prior notice. [iAS reserves the right to make modifications and alterations to this statement as may be required
from time to time. However, [iAS is under no obligation to update or keep the information current. Nevertheless, [iAS is committed to providing
independent and transparent recommendation to its client and would be happy to provide any information in response to specific client
queries. Neither [iAS nor any of its affiliates, group companies, directors, employees, agents or representatives shall be liable for any damages
whether direct, indirect, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the
information. The disclosures of interest statements incorporated in this document are provided solely to enhance the transparency and should
not be treated as endorsement of the views expressed in the report.

Confidentiality

This information is strictly confidential and is being furnished to you solely for your information. This information should not be reproduced
or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose.
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 [iAS to any registration or licensing requirements within such jurisdiction. The distribution of this document in certain
jurisdictions may be restricted by law, and persons in whose possession this document comes, should inform themselves about and observe,
any such restrictions. The information provided in these reports remains, unless otherwise stated, the copyright of [iAS. All layout, design,
original artwork, concepts and other Intellectual Properties, remains the property and copyright of [iAS and may not be used in any form or
for any purpose whatsoever by any party without the express written permission of the copyright holders.

IiAS Voting Policy

[iAS' voting recommendations are based on a set of guiding principles, which incorporate the basic tenets of the legal framework along with
the best practices followed by some of the better governed companies. These policies clearly list out the rationale and evaluation parameters
which are taken into consideration while finalizing the recommendations. The detailed [iAS Voting Guidelines are available at
www.iias.in/lIiAS-voting-guidelines.aspx. The draft report prepared by the analyst is referred to an internal Review and Oversight Committee
(ROC), which is responsible for ensuring consistency in voting recommendations, alignment of recommendations to the [iAS’ voting criteria
and setting and maintaining quality standards of [iAS’ proxy reports. Details regarding the functioning and composition of the ROC committee
are available at www.iias.in. In undertaking its activities, IiAS relies on information available in the public domain i.e. information that is
available to public shareholders. However, in order to provide a more meaningful analysis, liAS, generally seeks clarifications from the subject
company. liAS reserves the right to share the information provided by the subject company in its reports. Further details on IiAS policy on
communication with subject companies are available at www.iias.in.

Analyst Certification

The research analyst(s) for this report certify/ies that no part of his/her/their compensation was, is or will be, directly or indirectly related
to specific recommendations or views expressed in this report. [iAS’ internal policies and control procedures governing the dealing and trading
in securities by employees are available at www.iias.in.

Conflict Management
[iAS and its research analysts may hold a nominal number of shares in the companies IiAS covers (including the subject company), as on the
date of this report. A list of [iAS’ shareholding in companies is available at www.iias.in.

However, liAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have actual/beneficial ownership
of one per cent. or more securities of the subject company, at the end of the month immediately preceding the date of publication of this report.
A list of shareholders of liAS as of the date of this report is available at www.iias.in. However, the preparation of this report is monitored by
an internal Review and Oversight Committee (ROC) of IiAS and is not subject to the control of any company to which such report may relate
and which may be a shareholder of IiAS.
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Other Disclosures
[iAS further confirms that, save as otherwise set out above or disclosed on [iAS’ website (www.iias.in):

e [iAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any financial interest in the subject
company.

e [iAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any other material conflict of interest
at the time of publication of this report.

e Asa proxy advisory firm, liAS provides subscription, databased and other related services to various Indian and international customers
(which could include the subject company). IiAS generally receives between INR 10,000 and INR 25,00,000 for such services from its
customers. Other than compensation that it may have received for providing such services to the subject company in the ordinary course,
none of [iAS, the research analyst(s) responsible for this report, and their associates or relatives, has received any compensation from the
subject company or any third party for this report.

e None of liAS, the research analyst(s) responsible for this report, and their associates or relatives, has received any compensation from the
subject company or any third party in the past 12 months in connection with the provision of services of products (including investment
banking or merchant banking or brokerage services or any other products and services), or managed or co-managed public offering of
securities of the subject company.

o The research analyst(s) responsible for this report has not served as an officer, director or employee of the subject company.

e None of liAS or the research analyst(s) responsible for this report has been engaged in market making activity for the subject company.
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