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INTERVIEW

The combination of Hindalco and Novelis will establish a global integrated

aluminum

producer with low-cost alumina and aluminum production facilities combined with
high-end aluminum-rolled product capabilities.

What type of symergies do you Think Hindaleo con
tioritve from (he Kovelis acpeiction?

Hitesh Agrowal The most important syn-
ergy that is pessible for the two companies
eombined in the fact that Novelis is o down-
stroam valus-added product player and
Hindalco in one of the lowest cost base motal
producer in the warld e, in terms of alumi:
mum. Currently, the problom with Novelis s
that it in not ablo to explore its metal, which it
converts into valus-added stuff of reasonnhle
prices. As vou know aluminum prices are rul-
Ing very strung. So, what will happen is that,

S0, at lenst, the burden of Novelis will now be
redued. From that point of view, Novelis will
incur now lesser losses in 2007 aod after
thot. I the aluminim prices come down then
it would be able to improve its profitebility
arnongg other things. Definitaly, 2007 ar 2008
portonds better timon for Movelin

Hindaleo has announced various enpocity ex-
pansion plans in the next 3 to 5 years. And, when it will have
thess pdditionn] eapacities in upend ronndng, it will supply
base materinl to Novelis since it does not make alumina or
aluminum base materin] iself. And whatever it hos curmently
in wory small; very insignificant to the entire scheme of thing.
Sa, in the fisture, when Hindaleo will have additional eapacity,
which it can sharo with Novells, then it will hulp Novelis to
baririg dowen thee cost. [t will kead to improvement of mangins for
MNovelis and it will, at the same time, be beneficial for both the
campanies. Apart from that, it is basieally for the presence of
Movelis that Hindidoo will get n ready-macde customer base, as
Nowelis has somae of the best enstomers in the workd. So, from
that peint of view, Hindaleo has an ndvantage. Because if
Hindalen, tries to build wp such a big franchises or such & big
customaer base, and market network, it will probably take
them n much longer time. But, with the help of this acquisition
they can manage to do this in one single go.
Though the capacity right now is not very hig. Hindaleo's
capacity expansion plans for the nit 3 to 5 years, &8 per my
ealeulations roveal that it will be able to supply around 0,15
millinn tors, roaghly an nvernge of 0.2 million tons by FY08, So,
from that point of view, if you look at it. it is not that big.
Because, for Nevelis with a3 million tons capacity, it would not
b that significant. But af least it will start from therson. The
ather thing is Ut this is not the nly thing for Navelis. Novelis
i puying: the pricn for getting into o contract, which was not vary
wise, [t hnel entered into o contract with some of its custome s,
mecording o which it will provide cans ot a price which is
tapped, beyond which Novelis will pay the cost. And with alu-
minum prices going through the rof, Novelis had to bear it all,
But the good part af it is that by the beginning of 2007, half of
these controcta have expired and half are ponding for FY08-10.

Chartersd Fracou Axalyss

these companies will create and provide a
stronyg platform for sustainablo growth and ongoing succoss.

Thero are many analysts prodicling huge risks associated willh Ik
Movalls acqutition. Wil is yeur view?

Hitesh Agrawal: Definitely, in any kind of ncquixition,
‘whether it is small or by, there is & high risk factor sssociated
with it But here the risk is a litthe extra, beenuse of the kind of
ize that the company is sbout to acquine. For Hindakeo, Novelis
s really b But the finctor in that if yoo want such kind of a
ployer with a hoge market and the best customens tn the workd o
be on your team, | think you have to pay a strategic price for that.
Because | think this is a strategie noquisition and it fts well into
the entire scheme of Hindaloa. 1f Hindako would have paid o
lower price, then peobably, it would not be bl to enteh up thir
Nervelis deal. So it is always subjective in hindsight v say that it
i 1 vory axpoensive deal. But the question is that probably belew
that, Novolia wouldn't have sold out, Therefore, it bs very difficult
ti exumie b conchuideon, whsther thiy overpaid or not. Definitely,
fromn valuntion point of view, it oy seem to bo o litto expensde,
But you hove to undenstand that Hindaloo is gotting n ready.
size is tripling. From all this, it is fine ns the stock s paying the
price for that. But Hindaleo is no'more & one-vear stary becisse
‘in the next ane or two years down the line nothing is going to
happen. [£s n 3 or Gyear story now. [ts very diffieult to say, as
things may o wiong. 1 s pever sidis to s that 100% will go
rithit e prer plassin. Now w have to see how they recover and whit
will be tha hemefits to Hindnaleo,

Fishii Salusi: The biggest risk n M&A i 5t the deal itself, it is
the post-merger integration and there is still o lot of ineperi-
anee in Indian companies. Ambitious os they are, they are not

quite ghobal as yot.
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