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Media reports suggest that JSW Steel has emerged the top contender to acquire management control
4 January 2011 of Bellary Steel & Alloys Ltd (BASL); with a bid value of Rs2.1bn.

BSE Sensex: 20499

BSAL is a sick company under the administration of BIFR. It has a steel production capacity of
0.1mtpa and an annual sponge iron production capacity of 60,000 tonnes. The sponge iron and steel
units operated at 34% and 0.2% utilization respectively in FY09. BSAL had a gross block of Rs25.5bn;

Metals mostly relating to 0.5mtpa integrated steel plant (ISP) expansion project.
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- BSAL’s operations appear highly inefficient with a production cost of ~US$500/ tonne in FY09; since
steel production was negligible we assume that these numbers reflect the cost of sponge iron
80‘% ,5_ 5 5 ‘% production. BSAL purchased almost half of its power requirement from the merchant market at
2 :i,r g S.r 2 ~Rs6.8/ unit in 2009. About 10% of power came from DG sets at an astronomical cost of Rs22/ unit.
S— S The remaining appears to have been supplied by captive power plant with a thermal coal input of
US$100/ tonne. Operations seem to have been also affected by non-availability of working capital.
The company had total debt of Rs32.7bn as of Q2FY11, excluding Rs2.3bn of redeemable preference
shares and acceptances (~Rslbn as on March 2009). A large part of the debt appears to have been
taken for an expansion-cum-modernization project, which seems to have been stalled due to the
financial crunch. The existing business, meanwhile, seems to be suffering from a lack of working
capital
BSAL is setting up a 0.5mtpa steel plant (with a provision to expand it up to 2mtpa) in Bellary for
Chirag Shah manufacturing long products, using blast furnace and basic oxygen furnace, with a total capex of
91-22-6622 2564 Rs8.9bn. It is also setting up a 1*30MW captive thermal power plant which will meet the complete
chirag.shah@idfc.com power needs of the ISP. The power plant will utilize the blast furnace gas as fuel for its multi-fuel
boilers. Most of the equipment is in place and there has been substantial progress in construction.
Saumil Mehta BSAL has modernization plans besides the expansion project; it is setting up a 12MW captive power

91-22-6622 2578
saumil.mehta@idfc.com




IDFC Securities

plant at the sponge iron plant site, which will use as fuel waste heat from the kiln gases as well as burn coal and
agricultural wastes. Part of the project has been completed and commissioned as a 2.5MW plant. The 12MW turbo
generators have also been erected. The company also expects to be allocated captive iron ore mines by the
Karnataka government

We expect the bid amount to be pumped into BSAL by preferential allotment (not for buying out the existing
promoters). Prima facie it appears that JSW’s bid has a three-fold rationale: a) completion of BSAL’s modernization
project, which, coupled with improvement in utilization levels and easing of working capital, could sharply reduce
cost of operations; b) ensuring financial closure is done for the ISP project; capital work-in-progress relating to the
ISP project currently accounts for over 70% of the balance sheet and is not generating any returns. ¢) Proposed
allocation of an iron ore mine and land for the expansion project. However, whether the deal makes financial sense
would depend entirely on the amount of haircut banks and financial institutions would be willing to take on
outstanding loans. While further details of the proposed bid are awaited, we are incrementally concerned about the
impact of JSW’s acquisition strategies on its balance sheet, especially as the bid comes close on the heels of the Ispat
Industries buyout. JSW Steel’s consolidated gearing ratio would cross 1.1x after Ispat preferential allotment.
However, we maintain our Outperformer rating on the stock with a price target of Rs1,365/share.

Net Sales 311 312 436 351 189
Other Income 81 1 1 3 -
Stock Adjustments 6) 1) 11 1 -
Total Income 386 311 448 355 189
Raw Materials 231 235 305 284 133
Power & Fuel Cost 33 23 25 22 n.a
Employee Cost 31 29 31 33 30
Other Manufacturing Expenses 19 16 14 21 78
Selling and Administration Expenses 26 34 51 58 n.a
Miscellaneous Expenses 8 8 4 33 n.a
Operating expenses 343 346 429 450 241
EBITDA 43 (35) 19 (95) (52)
Interest 782 967 1,103 1,269 1,510
Depreciation 71 71 71 71 72
PBT (811) (1,072) (1,155) (1,435) (1,632)
Tax 1 0 1 1 -
Reported PAT (811) (1,072) (1,156) (1,436) (1,632)
Share capital 2,315.7 2,315.7 2,315.7 2,315.7
Reserves (4,237.3) (5,309.7) (6,465.4) (7,901.6)
Others 80.9 80.9 80.9
Total shareholders funds (1,921.6) (2,913.1) (4,068.8) (5,505.0)
Secured loans 18,346 20,761 23,057 26,720
Unsecured loans 28.1 33 271 328
Total debt 18,374 20,795 23,328 27,048
Net block 710 622 555 508
Capital WIP 15,843 17,368 18,828 21,289
Cash 6 5 12 10
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Disclaimer
This document has been prepared by IDFC Securities Ltd (IDFC SEC). IDFC SEC and its subsidiaries and associated companies are a full-service, integrated investment banking, investment
management and brokerage group. Our research analysts and sales persons provide important input into our investment banking activities.
This document does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction.
The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavor to update the information herein on reasonable basis,
IDFC SEC, its subsidiaries and associated companies, their directors and employees (“IDFC SEC and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent IDFC SEC and affiliates from doing so. We do not represent that information contained herein is accurate or complete
and it should not be relied upon as such. This document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. The user
assumes the entire risk of any use made of this information. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an
investment in the securities of companies referred to in this document (including the merits and risks involved). The investment discussed or views expressed may not be suitable for all
investors.
Affiliates of IDFC SEC may have issued other reports that are inconsistent with and reach different conclusions from, the information presented in this report.
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 IDFC SEC and affiliates to any registration or licensing requirement within such
jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to a certain category of investors. Persons in whose possession this document may come
are required to inform themselves of, and to observe, such applicable restrictions.
Reports based on technical analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and, as such, may not
match with a report on a company's fundamentals.
IDFC SEC and affiliates may have used the information set forth herein before publication and may have positions in, may from time to time purchase or sell, or may be materially interested
in any of the securities mentioned or related securities. IDFC SEC and affiliates may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall IDFC SEC, any of its affiliates or any third party involved in, or related to, computing or compiling the
information have any liability for any damages of any kind. Any comments or statements made herein are those of the analyst and do not necessarily reflect those of IDFC SEC and affiliates.
This document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed and may contain confidential and/or privileged material and is
not for any type of circulation. Any review, retransmission, or any other use is prohibited.
Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. IDFC SEC will not treat recipients as customers by virtue of their
receiving this report.

Explanation of Ratings:

1. Outperformer: More than 5% to Index

2. Neutral: Within 0-5% to Index (upside or downside)
3. Underperformer: Less than 5% to Index

Disclosure of interest:

1. IDFC SEC and affiliates may have received compensation from the company covered herein in the past twelve months for issue management, capital structure, mergers & acquisitions,
buyback of shares and other corporate advisory services.

2. Affiliates of IDFC SEC may have received a mandate from the subject company.

3. IDFC SEC and affiliates may hold paid up capital of the subject company.
IDFC SEC and affiliates, their directors and employees may from time to time have positions or options in the company and buy or sell the securities of the company(ies) mentioned
herein.
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