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Moderator:
Ladies and gentlemen, Welcome to the Q3 FY2015 Results Call of Ballapur Industries Limited
hosted by Emkay Global Financial Services. We have with us today, Mr.Yogesh Agarwal – MD
and CEO – BILT Paper B.V. . As a reminder, all participant lines will be in the listen only mode
and there will be an opportunity for you to ask the questions after the presentation concludes.
Should you need assistance during the conference call please signal an operator by pressing
‘*’ then ‘0” on your touchtone phone. Please note that this conference is being recorded. I now
hand the conference over to Mr. Rohan Gupta – Senior Research Analyst of Emkay Global.
Thank you and over to you, Mr. Gupta.

MANAGEMENT:
Mr. Yogesh Agarwal
Managing Director and
Chief Executive Officer– Bilt Paper B.V.
Ballarpur Industries Limited

ANALYST:
Mr. Rohan Gupta
Senior Research Analyst
Emkay Global Financial Services

Rohan Gupta:
Thank you. Good evening ladies and gentlemen. On behalf of Emkay Global Financial
Services, I welcome all the participants who have logged in for the conference call of BILT.
Thanks to the management for giving us the opportunity to host this conference call. Good
evening, Mr. Yogesh Agarwal. I once again thank you for giving us the opportunity to host this
conference call. I request you to first give us a brief about the current quarter results and
request you to take us through the FY2015 numbers and how the industrial scenario is panning
out. Then, we can take it forward with the Q&A session, Sir.

Yogesh Agarwal:
Let me first quickly give the results. After that, I will brief you all on the industry scenario and
then open it up for Q&A. I now start with the results .
The revenue for the current quarter, including the SFI in Malaysia was Rs 1231.3 Crores as
against Rs 1,354 Crores in the corresponding quarter of previous year 2013-2014. Revenue,
including SFI for the current period, which is for nine months is Rs 3,625 Crores as against Rs
4,020 Crores of the corresponding period, last year.
The consolidated EBTIDA for the current quarter ended March 31 is Rs.219 Crore as against
Rs.253 Crore in the corresponding quarter of previous year. If you look at the nine months
period, the consolidated EBITDA for the current period ending March 31, 2015 is Rs 590 Crore
as against Rs 713 Crore in the corresponding period of the previous year.
If you look at percentage, the EBTIDA margin for the current quarter was 18% as against 19%
in the corresponding quarter of the previous year, which is 1 percent lower. EBITDA margin for
the nine months period ending March 31, 2015 was 16%, as against 18% in the corresponding
period of the previous year. If you look at PBT for the current quarter, it is Rs 24 Crore as
compared to Rs 17.6 Crore for the corresponding quarter of the previous year.
The depreciation and amortization for the quarter is Rs.104 Crore as compared to Rs.123
Crores in the corresponding quarter of the previous year. Interest cost for the quarter is Rs.88
Crore, as compared to Rs.112 Crore in the corresponding quarter of the previous year.
For nine months period, the PBT stood at – Rs.62 Crore,as compared to +Rs.40 Crore in the
corresponding period of the previous year. Depreciation and amortization for the period is Rs
338 Crore as compared to Rs 345 Crore in the corresponding period of the previous year.
Interest cost for the period is Rs 312 Crore, as compared to Rs326 Crore in the corresponding
period of the previous year.
The net profit for the current quarter is Rs.26.45 Crore compared to Rs.18.67 Crore for the
corresponding quarter of the previous year. Net profit for the nine months period is – Rs.46
Crore as compared to Rs. 60 Crore plus in the corresponding period of the previous year. Fully
diluted EPS for current quarter is Rs.0.42 as against Rs.0.24 for the corresponding quarter of
the previous year.
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The fully diluted EPS for the nine month period is Rs.0.33 as against Rs.0.75 for the
corresponding period of the previous year. So this is, This is the synopsis as far as our results
are concerned. I have the production number and all with me, but I think I will leave it at this as
far as the results are concerned. Then I will briefly tell about the industry and I can also give
some reasons why our EBITDA is lower as compared to previous year same quarter and also
why the nine month period is lower as compared to the corresponding nine months of the last
year.
Coming first to what specifically happened in BILT.... we had a stress at Sabah in Malaysia,
where we had a problem due to a crack in our wood chipper foundation. Our production was
actually down and the Sabah plant was shut for almost 40 days due to the issue of a crack in
the foundation in some of the chipper house. That was one of the reasons, why our production
was less and we lost revenue as well as EBTIDA margin . That was one specific reason, which
happened in our case.
Apart from that, if you look at the general industry story at this point in time..as other commodities
are down, so is pulp and paper industry. The prices are really at the bottom of the pyramid or the
bottom of the curve at the moment. This quarter was certainly down as compared to the
corresponding quarter in the previous year, in terms of pricing which are operating in the market.
Generally, in these nine months till March 31, we have actually operated at price points, which
were lower as compared to nine-months period of the previous year.
From one side, we lost something on the market price, which is the revenue side and also income
which we had a Sabah for the crack which appeared in the chipper foundation. These are the
general trends. But then, as we speak, over the last two-three weeks, we are seeing the ripple
market is strengthening and pulp prices have moved up.
I do not think the reason is really so much writing and printing paper demand which has pulled
through and pulp has moved up more because of tissue demand, which has risen globally. I
shall talk in the global context because it is a globally traded commodity. I think the way tissue
demand in Europe and US is building up alongwith diapers etc, the pulp demand is strong and
pulp prices have moved up. Theoretically speaking, that should trigger paper prices also to move
up because the same pulp is used for printing paper as well and pulp prices are up actually from
a level of say three four months back level of around $570 and today the price will be more in
the region of $650. It has moved up a good $80 in the last three-four months. This is a very
significant movement in our industry. This is a very recent phenomenon and may trigger
strengthening of paper prices as we move forward into the new quarter.
Our special paper product, which we have been doing for chewable tobacco, which is called
gutka packaging paper has done pretty well. We continue to do well and the March quarter was
also good for that. There is no other specific point which I would like to mention here. Other than
these two points, in the general market , the commodity markets are down and so was in our
case and on the top of it we had an issue in Sabah. I will leave it at that and we could take
questions and will be more specific on queries.

Moderator:
Ladies and gentlemen, we will now begin the question and answer session.
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Question and Answer Session
Rohan Gupta:
Sir, before we could get into Q&A mode, there are a couple of questions I would like you to clarify
like- What kind of volume growth we have seen in the current quarter and for the full year? What
was the operating level for Sabah during the quarter and what is the current operating level at
Sabah as of now?

Yogesh Agarwal:
First let me comment on the revenue side. The revenue for the current quarter was Rs1231 Crore
as I mentioned earlier as compared to Rs 1,354 Crore in the corresponding quarter of the
previous year.This is down from Rs 1,354 Crore to Rs 1,231 Crore.

Rohan Gupta:
Sir, I am enquiring for the volume number and volume growth for the quarter and the year?

Yogesh Agarwal:
We now look at the quarter. Our production of paper during the March 2014 quarter last year
was 212,082 metric tonnes and our sales was 209,951 metric tonnes. This year in the quarter,
we have produced 209,305 metric tonnes and our sales are 205,291metric tonnes as far as
paper is concerned.

Rohan Gupta:
This is including Sabah?

Yogesh Agarwal:
Then we have pulp, market pulp, SFI last year our quarter production was 23,756 and this year,
it is 20,532.

Rohan Gupta:
This is production of SFI. You mentioned 23,756 versus 20,532 in current year, right?

Yogesh Agarwal:
Current year is 20,532, last year was 23,756 and the sales, which is dispatched to India from
there this year March 2015 is 23,092 and last year, it was 22,841 Sabah.

Rohan Gupta:
What was the average realization for the quarter?

Yogesh Agarwal:
Average realization, I have to actually multiple heads there for every realization. Let us first go
through coated paper in India. For coated paper in India last year, our average realization, last
year quarter was Rs 55,283 domestic. This year, it is Rs 53,576. Exports last year was at Rs
55,704 per metric tonne and this year it is Rs58,631. On uncoated side domestic, last year was
Rs 57,912 and this year it is Rs 55,406. Export last year was Rs 58,680 and this year is Rs
54,968. Then we have one more product, which is called gutka product. It is a coated product
but high value product. Last year it was Rs 88,227 and this year it is Rs 85,654.

Rohan Gupta:
I think that was the basic information, which everybody would have been looking for. Now, we
can go for a Q&A session and ask any other questions we have over there.

Yogesh Agarwal:
Just one more data point, which is SFI. SFI paper last year was 2,509 Ringgit and this year is
2,631Ringgit, so it is marginally higher.
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Moderator:
We have first question from the line of Vinay Shah from Reliance Mutual Fund. Please go ahead.

Vinay Shah:
Good evening. Thanks for the opportunity. Can you just highlight the total debt number at the
consolidated level, apart from the perpetual debt that is there?

Yogesh Agarwal:
The total debt is Rs 5,700 Crore, apart from perpetual.

Vinay Shah:
This does not include perpetual debt?

Yogesh Agarwal:
It does not include perpetual.

Vinay Shah:
Total debt?

Yogesh Agarwal:
Rs 1,253 Crore.

R.Rajagopal:
Rs 6,900 Crore you can say, Rs 6,953 Crore.

Vinay Shah:
June 2014, corresponding number was Rs 7,348 Crore at the consolidated level, right?

R.Rajagopal:
Yes.

Vinay Shah:
The overall debt level has increased despite one tranche of equity? June 2014 consolidated debt
was Rs 6,147 Crore apart from perpetual..

Yogesh Agarwal:
We are just getting the number for June 2014.

R.Rajagopal:
This is Rs 6,147 Crore, apart from perpetual..

Vinay Shah:
My question is - This is despite receiving $100 million equity this financial year?

Yogesh Agarwal:
Yes.

Vinay Shah:
After that, debt level has decreased by Rs 447 Crore(excluding perpetual bonds).

Yogesh Agarwal:
We are just totaling the number. There seems to be a disconnect on the June 2014 numbers.
Last year it was Rs 7,348 Crore, including perpetual bond. This year, it is Rs 6,953 Crore
including perpetual bond, decrease of 395 Crores.
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Vinay Shah:
Sorry Sir, can you please come again with the numbers?

R.Rajagopal:
That current year, the debt including perpetual bond is Rs 6,953 Crores and last year it is 7,348
Crores so the decrease is around 395Crores, delta.

Vinay Shah:
How much would it be at the BIGPH level?

R.Rajagopal:
It is around Rs 3,946 Crore.

Yogesh Agarwal:
It is Rs 3,946 Crore.

Vinay Shah:
Sir, in one of the last concalls, you mentioned that along with falling realization at the paper level,
there was a correction that the bamboo prices were increasing, so there was a double whammy
effect. Could you just throw some light on the movement of bamboo prices now?

Yogesh Agarwal:
Actually, it was not bamboo price but it was wood price. The general wood, which is the major
raw material. Bamboo is a very small percentage of our total raw material. It may be in a single
digit percentage. In general, I think the wood prices have shot up, but in the last three to four
months, the prices have come down. It is not like they have, so it is come down from the peak.
Just to give you the exact number, if we were buying some marginal wood at the prices of like
Rs.13,000 per metric tonne, now we are not buying anything which is more than Rs.11500 per
metric tonne but it does not mean that our average costing of wood has come down by Rs.1500.
It is basically because we were buy wood from Rs.8000 per metric tonne onwards up to say
Rs.13000 , depending on the distance from where you are bringing the wood. It is the freight
component which plays a role there and I am talking of without any moisture so this is like bone
dry basis, you know just to clarify sometimes when you get the price it can be good in moisture
which will be roughly half of this so today we are going from Rs.8000 to Rs.11500 or so we are
not buying anything more than Rs.11500 so the marginal cost of wood has come down by almost
Rs.1500, on an average basis the wood price would be down by around Rs.300 to Rs.400 per
metric tonne already. We are expecting it to go down as we move forward into the year by another
Rs.300 to 400 per metric tonne, on an average basis. May be marginal wood, we may not be
buying anything plus of say Rs.10700-Rs.10750 as we move forward, three to six months from
now. That is the kind of view I have.

Vinay Shah:
So maybe at a lower end of this pricing band, there is not much decrease in the prices?

Yogesh Agarwal:
At the lower end there is no decrease. See basically FOB price has not come down that much.
It is basically the availability of wood closer to my mill has gone up. We are buying more wood
now closer to our mills. We are not going to the farther areas to buy and also, there is a little bit
of meltdown even on FOB level. So partly it is distance and partly, it is FOB. FOB in the sense
at the forest level, where the wood is cut, so once the farmer is realizing he is also marginally
lower in the last three months as compared to before and the prices are down from the peak.
They have come down and imported wood, which was coming as on Rs.14000 of metric tonne
or something like so that is all gone and nobody is importing wood today, to the best of our
knowledge. At least, we are not importing and we are not aware of anyone importing, so the
availability of domestic wood is enough.
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Vinay Shah:
Can you give some figures on the capex for FY2016? What would be the maintenance capex
other than maintenance?

Yogesh Agarwal:
I do not think we are doing any capex, which is other than the maintenance. There is no capacity
related capex, as it is now kicking in. Going forward, in the next say couple of years, more
specifically for the year 2015-2016, it will be basically maintenance capex, which is what we are
going to see and there is no non-maintenance capex. There is only maintenance capex, which
is around Rs 200 Crore.

Vinay Shah:
I have one more question about the IPO for one of the subsidiaries that was to happen at the
Singapore Exchange?

Yogesh Agarwal:
I think we are at this point in time there was option then I do not think frankly that Singapore
listing option is looking very practical at this stage.We brought in the other avenue of getting in
money from IFC and there are other options, which are being worked out. So, the Singapore
listing thing for the moment, I would say is shut. That option remains still with the company but it
all depends on the valuation and so on and so forth.Looking at the criticality of this whole idea, I
think at this point in time, it will be deferred.

Vinay Shah:
Did we receive $100 million or $250 million?

Yogesh Agarwal:
$100 Million.

Vinay Shah:
Thanks a lot.

Moderator:
Thank you. The next question is from the line of Anita Rangan from HSBC Asset Management.
Please go ahead.

Anita Rangan:
Good evening. One question I had was - at the consolidated level, the interest cost is about
Rs.89 Crores and if you look at BILT Graphics level, it is about Rs 105 Crore. So why is the
consolidated interest cost lower than the subsidiary, which is BILT?

R.Rajagopal:
This is basically that we have in between entity
accordingly we have affect forex gain at that point.

Euro loan - Euro has come down and

Anita Rangan:
No. I understand that but why is like at a consolidated level, it is lower? Because there will be
standalone interest servicing also, right? So I would assume that consolidated will be BILT plus
other standalone entities and Sabah?

Yogesh Agarwal:
Pl repeat your question.

Anita Rangan:
I would assume that consolidated is BILT plus BILT Graphics and Sabah Forest right?
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R.Rajagopal :
There is a Dutch entity which is the investment vehicle and where the loan is. The Euro loan is
there where the Euro has come down against the Rupee. We have booked a foreign currency
gain. Accordingly, the interest has come down.

Anita Rangan:
At the consolidated level, there is also some write down of reserves and surplus, could you
explain that?

Yogesh Agarwal:
The perpetual bond, we are treating it as equity and the interest paid for the perpetual bond is
written off against the equity.

Anita Rangan:
Why is the profitability down , what we understood was like Q2 December Sabah Forest was
under some pressure due to some maintenance but this point, this thing was expected to be
resolved by March. But this has that not happened or are we seeing the profitability still low at a
standalone level and at BILT Graphics?

Yogesh Agarwal:
The issue of Sabah, which was a production issue was solved in the quarter of January--, March.
So January, February and March we did not see that hiccup, but general market condition was
at the bottom of the cycle, so prices were the lowest. What we saw is a typical commodity cycle,
so the profitability got affected primarily in this quarter because of prices of paper and pulp and
when I mentioned about the product problem at Sabah, it was more to do with the nine month
period, in my commentary the nine month period which is today. So most of the issue in Sabah
happened in November and December.

Anita Rangan:
Sir, why has the interest cost gone up in BILT Graphic because the profitability has come down
substantially in BILT Graphic which is 3 Crores from what was then first half of 36 Crores?

R.Rajagopal:
There were some FX loans also. There is a FX loss, that is why it has gone up.

Anita Rangan:
But you mentioned that in the intermediary entity, there was some forex gain?

R.Rajagopal:
No, at consolidated level it gets nullified but at the BGPPL level, it is more.

Anita Rangan:
Just one question - at a strategic level to reduce debt, would you think of divesting Sabah Forest
at any point in time?

Yogesh Agarwal:
I do not think there is any plan as of now. I think basically at this point in time, we are facing this
issue of cash flow or profitability at SFI on account of paper prices and the commodity cycle
where it is. So I think, strategically speaking, Sabah is a great asset for us because wood is in
short supply in India and we have seen the way wood prices have shot up in India.If you have
to do paper business in India, you need to have a source of pulp somewhere. It could be in
multiple forms- so one could do some joint venture somewhere or so. Companies in India and
China both have the same issue, where it is essential to securitise your fibre source. So I think
Ballarpur did it through Sabah and at this point in time, we do understand that there is an issue
on profitability. But in the long run, as a strategic point I think securitizing fibre is very, very
important for the company. But at the same time, the various funding options are there as IFC
money has come in. So those kind of options would be there but there is no such plan as of now
to take this out of the portfolio.
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Anita Rangan:
Thank you very much.

Moderator:
Thank you. The next question is from the line of Deepak Gupta from Kotak Mutual fund. Please
go ahead.

Deepak Gupta:
Sir, I had two or three questions, What is the total forex loan amount that you have on your
books?

R.Rajagopal:
Forex loan, we are having about $ 525 million in total.

Deepak Gupta:
This is across all entities?

R.Rajagopal:
Across all entities.

Deepak Gupta:
What is your forex gain on the consolidated level that was booked in this quarter?

Yogesh Agarwal:
In this quarter, it was about Rs 15 Crore.
**

Deepak Gupta:
What is the interest rate on perpetual debt?

R.Rajagopal:
It is about 9.75%.

Deepak Gupta:
This is not routed through P&L.

R.Rajagopal:
Yes, it is not routed through P&L because it is treated as equity. It is of a perpetual nature and
is taken as equity.

Deepak Gupta:
Can you throw some light on the paper prices at present. What are the domestic paper prices of
the domestic producers and what are the imported paper prices?

Yogesh Agarwal:
Domestic as I said I gave these numbers in the beginning coated paper…

Deepak Gupta:
What was the realization for the quarter? So, what would be the current prices?
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Yogesh Agarwal:
This is very similar to the average realization for the quarter. So things have not moved in a very
significant way from where we were. So between 53000 and 54000 is the number for domestic
coated & uncoated realization and the imported paper would be in the region of ...depending on
where it is coming from, the ASEAN countries, where there is no duty, paper will be little more
expensive. I would put it. Only coated paper is imported by the way, uncoated is hardly anything.
So coated paper commodity realization I am saying would be in the region of $780 from ASEAN
countrieswhich does not attract duty while from European countries and US which attract duty,
the price will be more like $740 or $750.

Deepak Gupta:
So what is your view on the realization? Do you think, there is an upside to paper prices or what
is your expectation?

Yogesh Agarwal:
It is a bit difficult to say at this point in time, but if I take pulp price to be trigger, then I would say
what I do not see how it will be kind play out,. But at this point in time, in the last two months, we
have seen pulp prices moving up by a good I would say 12% to 15%, pulp prices in the global
market, hardwood pulp prices where almost 80% of pulp which is used in paper manufacturing
in India. Most of the players have integrated pulp, but what happens is that paper prices are
decided by the market pulp prices because the cost base of paper price at the marginal level is
decided by the pulp prices. China is the biggest buyer of pulp. They buy almost 2 million tonnes
of pulp every month which is going to increase paper prices eventually. So, that trigger is the
development over the last two months.

Deepak Gupta:
On the raw material side, do you think that the reduction in pulp or raw materials will continue?

Yogesh Agarwal:
I think, I said, our average costing of wood should come down by Rs.300 to 400 metric tonne of
wood on bone dry basis.

Deepak Gupta:
What could be reasons for reduction in wood prices?

Yogesh Agarwal:
Essentially it boils down to supply demand. So, I would say that because companies are in stress,
so every company making EBITDA margin which is anywhere between (I would say that of the
results which have come out) 11% to 12% to 18% to 20% are in this bracket. I think there is
pressure from that side and also, when the prices move, the prices moved up almost two and
two years back so more and more players coming to the play and I think the availability of wood
had also improved and in the hope of getting quite some wood coming in the next say after one
to one and half years or so with a total cycle of 3.5 to 4 years when the farmers starts cutting in
the trees. I think many farmers would like to offload it at today’s price expecting that there might
be a price cut coming in after one year. Two and a half years back, wood prices started moving
up and e farming also went up expecting higher prices of crop. This wood will actually be
available for harvesting one and a half years from now.

Deepak Gupta:
Thanks. That is by my side.

Moderator:
Thank you. Next question is from the line of the Sumanth Kumar from Elara Securities. Please
go ahead.
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Sumanth Kumar:
Sir, my question is regarding the imports from China and how it is impacting capacity utilization
and supply to Indian companies?

Yogesh Agarwal:
See, as far as China imports are concerned, China or Indonesia for that matter, imports are only
in coated paper and they are only to extent that the capacity is not available in India. We are
running absolutely full throttle as far as coated papers are concerned because we are doing this
gutka product almost 5500 to 6000 tonnes a month. So that takes away a lot of our capacity.
Besides that, whatever coated paper we are making, the machines are running like 24/7, so we
are able to sell and the imports are only to the extent that the capacity in India is short as
compared to the demand, so import is filling up that gap. In uncoated, there is hardly any import,
which is coming in, so China is not the number 1 player in the India. It is actually Indonesia,
which is the number one player and also, it is coming at 0 duty.

Sumanth Kumar:
What was equity key reason for price drop YOY? We have seen the price has gone up
significantly in FY2014, but FY2015 it has corrected. What we know is that there is a supply from
China or Indonesia in the coated segment. Earlier, it was not happening and this time it
happened in FY2015?

Yogesh Agarwal:
Actually, technically what you are saying is correct. There is import of copier paper in the country
but that is a very small number. If you see in uncoated paper, especially copier, in India there is
more supply. So there is surplus supply available in India by the Indian domestic players. JK had
built up this machine and the copier machine, which was couple of years back so that machine
is still not completely sold out. The back pressure, which is coming from JK, is what is more
significant than any import threat . Import is a very marginal game and I do not think that is what
is game changer. I think the issue has more to do with the domestic supply as far as uncoated
papers are concerned.

Sumanth Kumar:
I would like to understand and know that we have raised from the IFC US $100 million by equity
and $150 million through term loan. So what is the use of the fund and how much we have used
for working capital loan and how much we have used for term loan and if you use for working
capital loan, then why our working capital loan and overall loan has gone up?

R.Rajagopal:
US $150 is yet to come. It is only US $100 which has come in, which is the equity.The term loan
from IFC has not yet come in.

Sumanth Kumar:
So $100 million we have raised, so how much debt we have retired?

R.Rajagopal:
We have got 543 Crores and we have reduced debt by Rs. 450 Crores.

Sumanth Kumar:
How the debt has gone up?

Yogesh Agarwal:
The debt at the BILT consolidated level, has not gone up because we have reduced by 447
Crores.

Emkay Research | June 22, 2015

10

Ballarpur Industries Limited

India Equity Research | Conference Call Transcript

Sumanth Kumar:
The total number you are talking about 5,700 something, what is excluding perpetual security
cross debt?

R.Rajagopal :
Yes, the including perpetual debt has gone upbecause of the reinstatement of the US Dollar.

Sumanth Kumar:
I am talking excluding perpetual?

Yogesh Agarwal:
Excluding perpetual, debt has come down from Rs 6,147 to Rs 5,700 Crore at BILT level.

Sumanth Kumar:
Thank you. That is my side.

Moderator:
Thank You. Next question is from the line of Saket Kapoor from Kapoor & Company. Please go
ahead.

Saket Kapoor:
Good evening friends. Sir, first of all could you quantify the losses due to the breakdown in
machinery that took place sometime in the month of December for the December quarter?

Yogesh Agarwal:
We will have to park that question for the moment, because we will have to just look up the
papers and tell you what was it.

Saket Kapoor:
My next question is regarding another unit which is closed that is Rayon grade pulp. What is the
situation on ground and what are the expectations, going forward?

Yogesh Agarwal:
The government is very keen to give some concessions and start this because at this point in
time, the way prices are of pulp, if you buy wood and coal and all of that at the market prices, it
does not make sense and that is reason why it is shut. But the state government is pretty keen
to give some concession, which are being discussed at that level and at this point of time. We
have reduced our fixed costs as much as we could - people management staff at least and so
on and so forth. So we are in the situation, where we have reduced fixed cost over the last one
year, but we are in the position to restart the plant on a short notice, provided we get some certain
concessions, which will make business sense to run the plant.

Saket Kapoor:
Sir, right now the 13 to 14 Crores is I think the losses you are posting for the last two quarters. If
nothing happens on ground, we are going to lose this money on quarter-on-quarter basis even
on the fixed cost front?

Yogesh Agarwal:
Yes something like this. If nothing happens, then that is what would be the number, which will
be booked.

Saket Kapoor:
2013-2014, we have to do Sir. Sir, now you have the number of the breakdown? What losses
we have incurred?
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Yogesh Agarwal:
It will take some time.

Saket Kapoor:
Next question coming - we come first of all to the P&L segment . In the paper product and the
office supply segment, we are working at very meagre percentage. What is reason for the same?
Posting turnover of around 126 Crores and the profit before taxes around Rs.1 Crores only?

Yogesh Agarwal:
You see, as far as the office supply segment is concerned, in which we buy paper from the
wholesale business, the office supplies business buys paper from the wholesale business at full
contribution of the wholesale business. So there is no subsidy which is being given to them, so
that is why you see this is only trading margin so there is no manufacturing margin which is sitting
there. It is only trading margins you will see a similar kind of trading margin operating to keep
your business flowing and we are interested in the growth of the business so that is why the
margin is low.

Saket Kapoor:
So we are buying from other players then we are branding it under BILT?

Yogesh Agarwal:
No. We are buying from our own wholesale business and we buy at the full price. The office
supply business will buy at a full price and give full contribution and full probability to the
wholesale business and then they will build it up on the top of it so that the margin is only shown
here.

Saket Kapoor:
Then there is profit of the wholesale business in which company it is posted Sir.

R.Rajagopal:
It is in the main paper segment

Saket Kapoor:
Is the paper segment clubbed?

R.Rajagopal:
Yes.

Saket Kapoor:
Now coming Sir, to your depreciation part earlier. We are not very frequent with the conference
call. Also, there should be policy by the management whether it should be held six months or
nine months or one year or yearly, so you must decide on that also Sir? Secondly, Sir what would
be the rate of depreciation going forward as per the new Companies Act since changes been
made according to it because we have not heard or read anything in the news?

R.Rajagopal :
What we have done for depreciation is we have reassessed the residual life as per new
Companies Act 2013 and accordingly we have booked the depreciation. We have assessed life
of some machineries at 30 years and earlier as per the Companies Act 1956, it was only 20
years.

Saket Kapoor:
It will remain in this ballpark figure of 333 to 340 Crores going forward also?

Emkay Research | June 22, 2015

12

Ballarpur Industries Limited

India Equity Research | Conference Call Transcript

Yogesh Agarwal:
Yes.

Saket Kapoor:
It will remain and why are the employee costs on the rise Sir?

Yogesh Agarwal:
Your voice is not audible. I am not able to hear?

Saket Kapoor:
Sir, I am asking why the employee cost has risen? You told we have taken steps to reduce it,
but if we take quarter-on-quarter also and year-on-year also the employee cost is higher?

Yogesh Agarwal:
The employee cost has increased basically because of new wage agreement entered in one of
the units, which has impacted by 8 Crores. That saw the increase from the last quarter to this
quarter.

Saket Kapoor:
Only 8 Crores?

Yogesh Agarwal:
It is only that much.

Saket Kapoor:
It is there. So this will be the quantum going forward we can analyze it at 110 Crores for the
quarter.

Yogesh Agarwal:
110 for the quarter, yes.

Saket Kapoor:
It will be like that Sir?

Yogesh Agarwal:
Yes.

Saket Kapoor:
Sir, now coming to the main issue which investors are worrying. This is your balance sheet, it
needs repair and earlier, itwas seeming very skeptical when we were told that our listing is on
hold, so Sir, right now with debt levels of 5,700 Crores, how well are you positioned to stretch
your assets to pay the debt and to also pay the shareholders? What is the step going forward
Sir, in debt reduction level. What kind of debts are we looking at going forward.. from 1-2 years
down the line Sir?

R.Rajagopal:
Mr. Agarwal is coming. He just stepped out for a minute.

Saket Kapoor:
Mr. Mahajan was on the line I think so.

Akhil Mahajan:
Yes speaking.
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Saket Kapoor:
When Mr. Agarwal will join again, then I will raise the question once again Sir. Sir, now coming
to pulp prices part also Sir you told that pulp prices have increased from $570 to $650 if I got it
correctly. How will this benefit us from the integration of pulp from our Sabah Forest? How will it
benefit us because we have backward integration well placed.

Akhil Mahajan:
The trend, as Mr. Agarwal saidin case your paper grade pulp goes up historically, your selling
price of paper also consequently goes up because there is always a difference between a paper
and pulp selling price.

Saket Kapoor:
I just wanted to understand is that the pulp, which is sourced from Sabah, so the benefit which
is there, does it come in the bottomline directly? I just wanted to understand about that?

Yogesh Agarwal :
Hardwood pulp I am integrated. So, I am not affected by any increase or decrease in selling price
of hardwood pulp, it will come from Sabah actually, so this is within the same group, it is a group
transfer.

Saket Kapoor:
Mr. Agarwal, you were not there. I just raised the question on the debt level of the company. As
on today, many companies in the corporate like for example, like our country are suffering on
count of this huge debt and you in your earlier comment very categorically said that the
Singapore listing may not happen now. What is the way forward now to reduce the debt or how
are we going to stress our assets in such a way that we get better margins from those assets
because we are not getting the right margins due to the market condition. So what is the way
forward in reducing debt?

Yogesh Agarwal:
I get your question. I am not in a position to give you a concrete answer on that but there are
various options on which we are working. If IPO at Singapore is not happening, we have many
other options. At least three or four of other options which are there, but I am not in the position
today as nothing is concrete, which can be mentioned and we do not want to drive a discussion
in a particular direction. But we are aware of what you are saying. It is very correct, I think we
are a highly leveraged company at this point in time as it is a capital intensive business but the
debt level is pretty high at the moment, so we have to find a solution to that, but we have to find
a optimum solution . The drive for the overall value the company has to be seen and we have to
see how to handle this whole situation and all the reading in the market going forward and what
are the various kinds of permutations and combinations we can apply. So there are three to four
options, which are there and we are working on them.

Saket Kapoor:
Sir, one option you have cancelled that is the Singapore listing as part of your comment, can
you elaborate on what are the three to four options so that we can have idea also on what
conditions will those debt can be reduced?

Yogesh Agarwal:
One of the options will be like I see another private equity that could be one option. There could
be option of looking at may be selling from particular assets if that be the case, maybe some
stressed assets that could be one option. There are options which are maybe there can be like
for example when we get this term loan from IFC that will ease out some of those high cost debt,
so that is another way to in the short run at least to salvage the situation. So there are no new
options, which are theoretically all the options known to people, so I think you are pretty much
talking with same possibilities.
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Saket Kapoor:
Sir, hypothetically what should be comfortable debt levels going forward. We can get an idea in
which direction you people are working?

Yogesh Agarwal:
No, I do not think you can get an idea. I do not have the answer to that because I do not know
have the number in my mind on that.

Saket Kapoor:
Okay, you do not have any number with you?

Yogesh Agarwal:
No.

Saket Kapoor:
Okay Sir, I am coming in the queue. Thank you.

Moderator:
Thank you. Next question is from the line of the Punit Gulati from HSBC. Please go ahead.

Punit Gulati:
Thank you. If possible, can you give a sense of what is the debt repayment due for this financial
year?

R.Rajagopal:
Debt repayment for the current year is about 792 Crores.

Punit Gulati:
The IFC money, which has come in? Has it come with any fresh IRR or is it fresh vanilla equity?
The IFC money, which has come in $100 million has it come in form or plain vanilla equity or has
it come within defined IRRs?

R.Rajagopal:
You are saying it is plain vanilla or with an IRR?

Punit Gulati:
Or is it a guaranteed return in the IFC deal?

Moderator:
Mr. Gulati, we not able to hear you clearly if he could just ensure that your question is audible.

Yogesh Agarwal R.Rajagopal:
The question is clear. We have to list in a couple of year latest. It is our understanding that we
will be able to list the shares of BILT B.V.

Punit Gulati:
There was this power plant, which you acquired. Has that coal linkage been restored in the last
quarter or it has been outstanding?

Yogesh Agarwal R.Rajagopal:
Yes, it has been resolved. The coal linkage has been restored.

Punit Gulati:
Since the last quarter had the benefits of coal linkages as well. Last quarter, I mean Q3.
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Yogesh Agarwal R.Rajagopal:
In Q3 it has been resolved. Now we are getting through linkage only. This was only in Q2, which
has since been resolved in Q3.

Punit Gulati:
Lastly, on the office paper business is the revenue low because of the volume pressure or the
demand is to do more to do with realizations? I am saying office paper business, the paper
product business has been showing in the decline in the revenue. Is it more because of volumes
or is it more because of the realization?

Yogesh Agarwal R.Rajagopal:
It is more because of the volumes.

Punit Gulati:
So there is a weakness in the volume itself.

Yogesh Agarwal:
Yes, because it is traditional copier paper and so I think this decline is on account of less copier
paper going through that route. So we continue to sell the same copier paper, different brands
maybe but through our wholesale route. So, we found that wholesale route to be doing better
and so the decline is on account of copier paper going through office supplies business.

Punit Gulati:
Are you also seeing some pressure by the Maharashtra government on the gutka brand? Are
you also hinting any pressure in terms of demand from your paper business?

Yogesh Agarwal:
No. There is actually you see there are different judgments and different views things going
around. But at this point in time, you see the ban whether the ban is on the packaging, whether
the ban will come on chewable tobacco or will it come on entire tobacco? Hence forth, these are
not state subject, I mean chewable tobacco, is not the state subject, it is a central subject, so
there are disputes going between states and centres and so on and so forth, so we are not
getting into this. At this point in time, our volume every month is more than the last month. So
the month, which we just closed, the volume was some 6,400 tonnes or so, this is possibly one
of the highest volume we have done. So our issue is more to do with the competition at the
moment and not so much to do with the packaging. Biodegradable packaging is one of the best
packaging, which could be developed for this kind of end use and so while all this is happening,
we are also looking at other options like Pharma Industry and all that, where we can supply this
sachet packing and so those possibilities are all being worked out. In any case, in parallel to
chewable tobacco, but we are not seeing any pressure on that.

Punit Gulati:
You mentioned maintenance capex at 200 Crores. Does that include SFI plantation capex as
well?

Yogesh Agarwal:
It does not include that, but we will give you that number.

Punit Gulati:
Lastly, beside debt, the company has been consistent in paying some dividend, any thoughts
on why is it so?

Yogesh Agarwal:
What is your question? BILT is consistent in giving dividend?
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Punit Gulati:
Yes, despite so much debt pressure, there has always been a regular dividend outflow, so just
wanted your thoughts if you could retain? In future would you want to retain this cash or continue
with this?

Yogesh Agarwal:
This number 10% dividend amounts to 16 to 17 Crores, so I think it is not a very big dent on the
company. So I think the board decided to give the 10%.

Punit Gulati:
Okay, this is likely to continue?

Yogesh Agarwal:
I cannot say about the future, but I mean this is what we have done so far.

Punit Gulati:
Thank you so much.

Moderator:
Thank you. Next question is from the line of Rajat Jain from Principal Mutual Fund. Please go
ahead.

Rajat Jain:
Actually most of my questions have been answered. Just only one question, on the term loan
from IFC, I realize is going to take some time, but when do you expect this to happen? Do we
have any clarity as to when do we expect this to happen?

Yogesh Agarwal:
I do not think we can really answer it in a concrete way today. The loan is sanctioned but when
it is going to be disbursed depends on some of the other kickers. So we will see how it happens.
At this point in time, I cannot say.

Rajat Jain:
But do they expect in the next two quarters or so?

Yogesh Agarwal:
I am not in the position to really answer. It would depend on few other things, so only the company
has to realize, company has to see what are the options available. We have to see what is the
option we are taking in so on and so forth, so really cannot say at this point in time, specifically
you are asking about when it will be disbursed to Ballarpur.

Rajat Jain:
Thank you Sir.

Moderator:
Thank you. The next question is from the line of Chintan Seth from SKS Capital & Research.
Please go ahead.

Chintan Seth:
To delve again on the IFC loan, you were just saying what will be the cost of debt on that and
what will be the use of this fund. Will it be used to part repay the high cost debt currently on this
and retaining that key loans? What is your thought process?
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Yogesh Agarwal:
This loan is basically earmarked for SFI. So it will all come under SFI level and of course when
it comes, the purpose will be to retire high cost debt and swap that with this.

Chintan Seth:
Okay, so the debt will come at Sabah level and the payment will be at the group level?

Yogesh Agarwal:
At Sabah level.

Chintan Seth:
At Sabah level only, so what is the current debt at Sabah level and at what cost and what is the
cost of debt from the IFC?

Yogesh Agarwal:
The cost of debt would be cheaper than the current market trends. That is why we are replacing
the debt.

Chintan Seth:
Okay, what will be the differential and what is the current debt level at Sabah?

Yogesh Agarwal:
Current debt level at Sabah, in terms of Crores, is 883 Crore.

Chintan Seth:
888 Crore?

Yogesh Agarwal:
883 Crore.

Chintan Seth:
I see loan, which we are going to get, is at what rate?

Yogesh Agarwal:
The rate would be cheaper than the existing debt i.e. the interest we are paying on the existing
debt.

Chintan Seth:
What could be the outlook in terms of paper? You spoke about the prices, you spoke about the
raw material side, wherein both are going on a positive side like raw material cost is going down,
whereas the prices of pulp is inching towards higher realization in coming few quarters. If that
trend follows, what is the demand like currently whether you see how the demand of overall
paper product business will span out over the next one to two years.

Yogesh Agarwal :
The demand for paper actually, as far as India is concerned, I am talking specifically about writing
printing paper- that is what we do. In India, one good thing which happens is, whenever the
prices of any commodity comes down, the demand actually in terms of volume, goes up. So
India, which is sitting at I think I would say at the bottom of the pyramid as far as per capita
consumption is concerned of writing printing paper too, total paper as well as writing printing
both, we are the lowest, I think in the world possibly out of any significant country. So one thing
you can take for granted in this country is growth in terms of per capita consumption. So, I think
growth of I would say 6% to 8 % depending on the segment within the writing printing is
something, what is being seen as we speak quarter-on-quarter, quarter on the last few quarter.
So year 2015-2016 possibly, you will see similar 6% to 8% growth and on the top of it, I would
say the coated paper is growing. It would be faster, plus of 10%.
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Chintan Seth:
You did mention about the competition side. We are losing out some volumes. You are not
worried about the import side, but you are worried about the competition oversupply situation in
India. So the growth rate you mentioned currently, How long will it take to absorb the entire
surplus in the industry and any of the shortfall will be as next two years or any idea how?

Yogesh Agarwal:
Let me answer that question. I get what you are saying. You see theoretically speaking, if India
was an insulated market in the sense that you do not export and neither there is any import, it is
we just say insulated market, then the Indian supply demand on uncoated paper will take almost
a year to get absorbed in the country and on coated side, there will be a shortfall because we do
not have enough capacity in the country and demand is far more than the capacity. I think
demand is more than twice the capacity available in the country. So on uncoated paper, it will
take one year to get absorbed. But that is not the case, that was a theoretical answer. The case
is not that we are insulated. We can export, we can import. So keeping in view these
circumstances, the countries like Sri Lanka, Africa, or Middle East and all are pretty kind of home
markets to us. So, and with rupee where it is to a dollar and the realization where they are, if
you look at the numbers which I gave you in the beginning, our export realization and our
domestic realization is pretty much similar, so it makes a lot of sense for the companies to export
and take out this paper from here. It does not matter if your supplies are plugged. So when you
say connected economy today, the world is connected, so there is no reason why domestic
oversupply will occur. The concept of domestic oversupply, frankly, is a concept of past, when
we used to have duties and protections and so on and so forth. Today, there is no such thing
called domestic, no country is self sufficient on every commodity. So you pay it. So your question
is very valid, but it has to be seen from the point of view that any surplus supply, which is available
in India, can be theoretically exported out to Africa, Middle East and Sri Lanka, Bangladesh and
all these countries, where there is no basic supply.

Chintan Seth:
So virtually, say in industry there will be always a oversupply from the import market as well as
there is will be deficit if the opportunity in exports will be higher and India will start exporting if
the rates are beneficial for the exporters?

Yogesh Agarwal:
India is already exporting. I think everything is happening currently.

Chintan Seth:
Yes, but the current rates as you mentioned that the realization at domestic market as well as
export market are hard and there is no extra benefit of exporting coming in for the exporters.
That is reason why?

Yogesh Agarwal:
No. The reference is that there used to be a loss in exporting. There used to be almost $100 loss
almost Rs.4000 to Rs.5000 to Rs.6000 loss and when we used to export vis-à-vis domestic sales.
That is not the case today.

Chintan Seth:
There was no incentive earlier and now incentives are getting back?

Yogesh Agarwal:
That is how it is. So, every company maybe under pressure, but they are not taking production
cuts or kind of basically production cut on account of not selling. So they are selling. They are
exporting and most of the Indian companies are exporting. We are exporting. So anything, we
are not able to sell domestically, our first preference of course is to sell domestic and the surplus
is all exported out and received inventory. It just happens that rupee has depreciated, so we are
getting realization which is pretty similar to domestic.
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Chintan Seth:
Any kind of overall outlook how the paper industry overall will perform?. I am not speaking about
the exports, I understand there will be company specific issues like Sabah, you had a quarter’s
back so how do you look at it as an industry? Is it favorable in terms of realization or demand
side? You mentioned the demand is in single to low single to high single digit figure and
realizations are giving us a sign of improving, going forward. So, are the better times ahead of
paper industry from now onwards? How do you look at the industry?

Yogesh Agarwal:
You see generally speaking, commodities are sitting at the low price points, whether it is coal,
whether it is wood, I am talking of say Asia or global level and why we have to refer to globe is
we are Indian company by and large, India and Malaysia company. But still, we are impacted
pretty much by what is going on in rest of the world- be it in terms of pricing because the trade is
happening that way and so oil is down, but this year 2015 we have seen oil has kind of kicked
by almost 30%, 35% or even more. So it is not at the bottom anymore, so things are moving up,
the shipping costs were really down, but they are also now little bit moving up. So I think, the
question is very theoretical and I have to give a very theoretical answer. What has happened in
the last two to three months? We have seen pulp prices move up. That triggered paper prices to
move up or they will have to roll back. So it cannot be that the pulp price is $650 and paper price
is $750. That would not happen. You need to have $200 spread which is normal market practice.

Chintan Seth:
That spread would not get much widened out again because of competition it will keep check on
the spreads?

Yogesh Agarwal:
The normal market forces will decide whether it moves up or pulp goes down.

Chintan Seth:
So you are optimistic or cautious about the future for the pulp industry?

Yogesh Agarwal:
I will tell you it is like, I can say optimistic, I can say cautious, but you have to see the trigger. So,
I think the trigger is that the status quo has changed in terms of pulp prices have moved up. So
that is the fact of life anything else is something which is going to be a theoretical kind of a
statement, which has whatever little meaning it would have. So I do not want to comment on
that.

Chintan Seth:
One data point view someone already asked you about the capex under plantation, so if you can
provide?

R.Rajagopal:
32.83 million Ringgits last year, last nine months.

Chintan Seth:
32.83 million?

R.Rajagopal:
Ringgits.

Chintan Seth:
Ringgits.

R.Rajagopal:
Around $10 million.
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Yogesh Agarwal:
Thank you. All the best to you.

Moderator:
Thank You. Next question is from the line of Chetan Vadia from JHP Securities. Please go ahead.

Chetan Vadia:
Thanks for opportunity. Sir, my first question in the initial remarks you missed out on the quantity
for the year, the production and sales for paper?

Yogesh Agarwal:
For production and sales, you are referring for the quarter?

Chetan Vadia:
For the year.

Yogesh Agarwal:
For nine months period I can give you. For March 2014 last year, it was I am giving you of paper,
the production was 633,066, and this year 607,313.

Chetan Vadia:
607313 and sales.

Yogesh Agarwal:
Sales for the last year 632,352. This year 598,983.

Chetan Vadia:
Any outlook on the margins for FY2016 that you can provide?.

Yogesh Agarwal:
I think in the last question I commented enough on that. So if you were on the audio, then you
would have heard that. The pulp prices have moved up in the Asian market significantly by 12%
to 15% in the last two to two and a half months, so that is the most recent phenomenon and that
may trigger paper prices to move up.

Chetan Vadia:
Sir, I will take that. Sir what is tax rate for FY 2016?

Yogesh Agarwal:
Tax rate in India- we are around MAT, 22%. MAT. Of course, we take the MAT entitlement credit
for it, so obviously only the educational cess will get a dent and Ballarpur Industries as of now is
in loss so there is no applicability available on the PAT. Sabah is also tax free entity.

Chetan Vadia:
Sir, on the pulp prices... The pulp prices have gone up, so that is not in your hand, but what are
the other costs saving initiatives that you are ticking internally, which means it may have some
positive impact on the operating profit?

Yogesh Agarwal:
Our wood buying price is a big cost input which goes in. So apart from the internal efficiencies,
throughput increase and regular power consumption per tonne of paper and coal efficiency,
boiler efficiencies all those things is a continuous process. They are organic in nature and apart
from that, I think the game changer could be the wood prices as far as the cost side is concerned.
So wood prices at the margin has certainly come down. We were buying wood even up to
Rs.13,000 plus per metric tonne of wood on bone dry basis. Now that we are not buying anything
more than Rs.11500 and I think I am going to push it down to say Rs.10,750 or Rs.10,500 by the
year end.
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Chetan Vadia:
I will take that. Sir, lastly, what is the quantum of pulp that we imported for that for nine months
FY2015 compared to last year?

Yogesh Agarwal:
Imported in the sense from Sabah pulp of 63,367 last year. This year, it was 51,134.

Chetan Vadia:
I will take that and Sir, my last question- What is the cost of borrowing, excluding the perpetual
debt?

Yogesh Agarwal:
6% to 7 % rate it comes to.

Chetan Vadia:
Around 7%.

Yogesh Agarwal:
Yes.

Chetan Vadia:
Thank you very much and all the best.

Moderator:
Thank you. Ladies and gentlemen due to constraints that was last question. I would know like to
hand over the floor back to Mr. Rohan Gupta for his closing comments. Thank you.

Rohan Gupta:
Thanks Karuna. Sir, just one small question from my side and I know it is already a very long
conversation you had. Sir, we have roughly close to Rs.800 to Rs.900 Crores EBITDA run rate
as of now. Even with the cost efficiencies, lower wood prices and maybe possible increase in
paper prices at best we can take it to Rs.2000 more. That will not be more than Rs.100 to Rs.150
Crore, given our interest cost itself is roughly Rs.450 Crores and dividend or interest, which we
account in perpetual bonds almost 100 Crores. We are just left with almost not more than Rs.200
to Rs.250 Crores. That is our normal capex. So where do you see that loan refunding and
refinancing of the loan scenario? How long it is likely to continue and do you see the next two
years to remain challenging until and unless we do not find some solution for this problem?

Yogesh Agarwal:
I think I would say your comment is valid. So I think our EBITDA margin and the interest cost and
perpetual, we are left with something towards principal, so it is not that it is like zero. That is not
the case, but it is not enough and I do not think that is way through operations you will be not be
able to, it will take a long time and I think if business has to make a trade off call and all of that
so we have to look at other options of equity infusion and then it adds debt from that route. The
company needs some kind of equity at this point in time. So, that is one way. So as I said earlier,
there are various options available and one of the options was of course Singapore listing and
raising money from that avenue. So if that does not happen, there will be other options, which
have been worked out. So it is not just the operations route, which is available.

Rohan Gupta:
Sir, you also mentioned the IFC money, equity money has come on the condition up to listing of
the subsidiary within two years?

Yogesh Agarwal:
No, couple of years.
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Rohan Gupta:
Sorry.

Yogesh Agarwal:
Couple of years, we have to list.

Rohan Gupta:
I mean within two years right?

Yogesh Agarwal:
Couple of years, about 6.5 years more.

Rohan Gupta:
Thank you very much for your time and we see that definitely company is facing issues and the
paper industry environment is challenging. We expect things to improve, going forward. I really
thank you for your time. On behalf of Emkay Global Financial Services, I thank all the
participants, who have logged in for the conference call. Thank you everyone.

Yogesh Agarwal:
Thank you very much.

Moderator:
Thank you. Ladies and gentlemen on behalf of Emkay Global Financial Services that concludes
this conference call. Thank you for joining us. You may now disconnect your lines.

Note:

1.This document has been edited to improve readability.
2. Blanks in this transcript represent inaudible or incomprehensible words.
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