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Summary Financials 
` in Mln FY10 FY11 FY12P FY13P 

Net Sales 23551 42944 52809 75982 

OPBDIT 12135 15642 19332 26223 

Net Profit (After MI) 7455 8418 6234 7449 

EPS 5.17 5.13 3.80 4.54 

Net Worth 47802 56765 61092 66635 

Debt 78701 96376 139327 171949 

Fixed Assets 115980 141295 187906 232486 

Net Current Assets (2678) 9120 10412 4973 

 

HOLD  
Reco Maintained 
CMP  ` 48 
Target Price ` 49 
Upside Potential 1% 
  

Price Performance 
52 wk Hi/Lo 120/48 
All time Hi/Lo 136/48 
6 mnth Average Vol 805534 
Stock Beta 0.86 
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JSW Energy BSE Power

 

Valuation 
 FY11 FY12P FY13P 

P/E (x) 9.4 12.7 10.6 
P/BV (x) 1.4 1.3 1.2 
RONW (%) 16.1 10.6 11.7 
ROCE (%) 8.1 5.2 6.5 
    

Peer Valuation (FY13) 
 Adani Lanco 
PE 5.1 5.2 
P/BV 1.3 0.6 
    

Equity Data 
Market Cap. (` bln) 79 
Face value (`) 10 
No of shares o/s (mln) 1640 
  

 Sep’10 Sep’11  %ch 
Promoters 76.72 76.72 0.00 
DFI's 6.35 5.74 -9.6 
FII's 4.92 4.16 -15.4 
Public 12.01 13.38 11.4 

JSWE Q2 FY12 results – Key highlights 
Results were disappointing on all fronts, led in our view by weak merchant realizations and 
forex losses on coal imports. JSWE and peer IPPs have reported negative Q2 FY12 earnings. 
 

In our view, weak merchant realizations were a key loss driver during Q2 FY12 
Short-term realizations fell more than expected to ` 3.86/unit (` 3.74/unit average 
realizations). 
 

JSWE again faced an operationally soft quarter, in our view 
Monsoons, SEB backing down, and Raj West I lignite/tariff issues weighed down project PLFs –
72% SBU I, 0% Raj West I, 74% Ratnagiri I. We note a tendency toward more long-term tieups. 
 
Fuel economics were flat sequentially, as expected; rupee depreciation strained EPS 
JSWE paid ` 2.9/unit for fuel (64% cost margins, up sequentially from 56% after low sale 
realizations) and ex-banked energy, would have reported an EBITDA loss. Forex losses on coal 
imports dampened earnings. 
 

Raj West I was shut down during Q2 FY12; Oct-11 saw regulatory action 
Raj West I resumed operations Oct-11 after a mining license transfer and RERC assignment of 
an ` 1108/Mt interim lignite transfer price and ~` 3/unit U1-4 ad hoc interim tariffs. 
 
435 MW incremental capacity additions recorded 
Ratnagiri I U4 (135 MW) and Raj West I U3 (135 MW) came online Oct-11 and Nov-11, 
respectively, bringing the total operational capacity to 2465 MW. 
 
New practices: Banked power, JSWSL conversion agreement 
To support Q1 FY12 PLFs, JSWE engaged in a banking arrangement whereby 286 MU sold 
over Jun-11 to Aug-11 will be returned to JSWE over Nov-11 to Mar-12. ` 1213mln was 
inventorized at cost, with a negative cost shown of equal amount; on return of the power and 
sale to third parties, costs will increase again correspondingly. SBU I also enjoyed ` 298 Q2 
FY12 sales by converting JSW Steel gas into power, sold at secondary fuel cost + ` 1.30/unit. 
 

Reduce TP to ` 49 (HOLD, 1% upside) 
We reduce our FY12/13P EPS estimates by 52%/43% and revise our fair value estimate from ` 

71 to ` 49. We revise our assumed execution delays; Raj West I PLF, lignite pricing, and tariffs; 

auxiliary consumption; and TP base year (FY13P) and P/B multiple (1.15x). HOLD, 1% upside. 
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JSWE Q2 FY12 results – Key highlights 
JSWE posted disappointing Q2 FY12 results, in our view, and like some peer IPPs, reported a PAT loss (` 
1089mln) this quarter. 
 

Load factors were low, as we expected (Raj West I shutdown, 72-74% on the operational plants), but as 
net generation rose over Q1 FY12 levels, we attribute JSWE’s 22% sequential revenue loss to a negative 
surprise on short-term realizations (` 3.86/unit, against ` 5.27/unit in Q1 FY12). 
 

We anticipated the flat fuel unit economics reported this quarter (` 2.9/unit), but surprises on the low sale 
realizations and on high other expenditure (` 637mln SACMH mining costs, balance forex loss) translated 
into a material EBITDA margin contraction: 1984 bp sequentially, 2733 bp over the year-ago period. 
 

The quarterly financials contained several new features: (1) ` 788mln exceptional items (unrealized 
notional forex loss on coal imports; realized forex losses were booked within other expenses), (2) ` 1213 
negative expenses shown related to 286 MU banked energy (` 4.24/unit), and (3) ` 298mln revenues from 
JSW Steel gas conversion. JSWE is not the only player to feel the impact of rupee depreciation on 
imported coal costs – Adani Power, for instance, posted a ` 939mln forex loss within its fuel cost line item. 
 

By our analysis, JSWE’s year-over-year financial profile has deteriorated from multiple factors (fuel 
costs, other expenses, depreciation/interest from capitalization, and forex losses), but the sequential 
financials worsened foremost from low short-term realizations and forex losses on coal imports. 
 
Exhibit 1: Q2 FY12 result highlights 

Particulars (` in mln) Q2 FY12 Q2 FY11 Y-o-y (%) Q1 FY11 Q-o-q (%) 
Sales 9965  8462  18% 12724  -22% 
Total Expenditure 8863  5213  70% 8793  1% 
EBIDTA 1102  3249  -66% 3932  -72% 
EBIDTA Margin (%) 11.1  38.4  -2733 30.9  -1984 
Depreciation 1098  551  99% 1048  5% 
EBIT 4  2697  -100% 2884  -100% 
Interest Cost 1510  942  60% 1338  13% 
Other Income 708  491  44% 220  221% 
Exceptional Items (788) 0  - 0  - 
PBT (1586) 2246  -171% 1766  -190% 
Tax (481) 408  -218% 441  -209% 
PAT (Before MI) (1105) 1838  -160% 1326  -183% 
Less: Minority Interest (16) 8  -309% 38  -142% 
PAT (After MI) (1089) 1846  -159% 1363  -180% 
PAT Margin (%) (10.9) 21.8  -3274 10.7  -2164 
EPS (0.66) 1.13  -159% 0.83  -180% 

Source: Company 
 
Exhibit 2: JSWE underperformed against our expectations 

Particulars (` in mln) Actual Result MSFL 
 

Deviation Consensus Deviation Surprises 
Sales 9965  11815  -16% 11887  -16% Low merchant realization 

EBITDA 1102  3470  -68% 3240  -66%  

EBIDTA Margin (%) 11.1  29.4  -1831 bp 27.3  -1620 bp High other expenditure 
   PAT (1089) 806  -235% 675  -261% Exceptional item (forex losses) 

PAT Margin (%) (10.9) 6.8  -1776 bp 5.7  -1661 bp  

EPS (0.66) 0.49  -235% 0.37  -279%  

Source: Bloomberg, Company 
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Exhibit 3: Project update 

Project Update 
SBU I-II Offtake to 5 states with medium-term tieups, including 500 MW Karnataka to Jun-13, 100 MW Kerala, and 150 

MW available-for-sale 
Raj West I Shut down in Q2 FY12; ~590mln underrecovery losses 

Operations/lignite delivery started Oct-11; ad hoc interim tariff U1-4, interim lignite transfer price set 
U3 COD Nov-11; mgmt expects U4 COD Nov-11 
Cost overrun to ` 68.85 bln (IDC) 

Ratnagiri I U4 COD Oct-11 
Mgmt: JSW Ispat captive cost-plus consumption from U3 to receive Maharashtra government consent Nov-11 

Transmission Delayed Karad line COD (monsoon); mgmt expects Nov-11 without cost overruns 

West Bengal 40% Phase II PPA signed with WBSEDCL 

Chhattisgarh Not aggressively pursuing; MoEF hearing completed and land acquisition expected end-Dec 
Kutehr 90% land acquisition complete 

SBU III On hold; not infusing capex 

Raj West II No material capex infusion in Q2 FY12 

Ratnagiri II Waiting for MoEF review before work proceeds 

JSW Toshiba Exports to Japan commenced; possibly could compete for NTPC tenders 

Source: Company 
 
In our view, weak merchant realizations were a key loss driver during Q2 FY12 
Our quarterly projections factored in a sequential drop in short-term realizations from the high ` 
5.27/unit Q1 FY12 base, but the magnitude of the decline to ` 3.86/unit surprised us. Long-term 
realizations also decreased sequentially from ` 3.5/unit to ` 3.2/unit. Management has maintained its ` 4-
4.25/unit short-term realization guidance for Q3 FY11. 
 

JSWE again faced an operationally soft quarter, in our view 
Load factors remained low across the operational capacity – (1) 72% SBU I-II (backing down, deferred 
offtake, unplanned maintenance), (2) 0% Raj West I (pending tariff and lignite pricing), and (3) 74% 
Ratnagiri I (backing down, monsoons, delayed evacuation). High rainfall caused Ratnagiri I coal supplies 
to become wet, reducing PAF and prompting a switch in coal during the quarter. 
 

Management has been pursuing offtake tieups as a check against the PLF reductions. We note that JSWE 
is decreasing its merchant power share through medium-term contracts on SBU and intended captive 
sales to Ispat from Ratnagiri I U3 (approvals pending). 
 

Fuel economics were flat sequentially, as expected; rupee depreciation strained EPS 
Fuel economics remained constant sequentially (` 2.9/unit) in line with our expectations, but lower 
offtake realizations resulted in a 2081 bp deterioration in fuel cost margins. Further, if we exclude a new 
item booked this quarter (a ` 1213mln negative cost from an increase in banked energy), JSWE would 
have reported a ` 111mln EBITDA-level loss. The RB Index remained flat during Q2 FY12 (start $ 121/ton, 
end $ 118/ton) and has declined only marginally (~5%) through Nov-11; however exposure to the 
depreciating rupee through coal imports weighed down earnings. 
 

Management targets a 25:75 South African-Indonesian coal ratio to reduce fuel cost margins – 
Indonesian coal has a lower cost but also lower GCV over South African imports. The company sourced 
20% Indonesian coal on SBU I-II and 68% on Ratnagiri during Q2 FY12 but did not achieve its desired cost 
reduction on account of the monsoons. Apart from predominantly spot purchases, JSWE entered into 
Indonesian coal contracts of up to three months and a nine-month, 1.8 Mt tender from Jan-12 to Sep-12. 
 

Management expects the current Kapurdi lignite production (3 Mtpa) to fire Raj West I U1-4 and 
anticipates that the Jalipa captive mines will achieve land acquisition by Dec-11. Supplementary fuel 
would be required from FY13 until the Jalipa mines become operational (scheduled for FY14) as Kapurdi 
can fire only six units even if MoC grants JSWE’s request to raise production to 4.5 Mtpa. 
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Exhibit 4: Fuel asset update 

Asset Update 
BLMCL Operational FY14, after 15M to expose the lignite to the surface 

Land acquisition by Dec-11 – All money paid to RSMML, which has released 89% of the funds 
MoC approval sought for 4.5 Mtpa production, rather than 3 Mtpa 

MJSJ Coal Operational Q3 FY14; 12-15M for MoEF clearance, 6M for overburden removal 
Ichhapur Geological report completed; mining plan expected Dec-11 

SACMH JSWE stake rose from 61.71% to 93.27% as mgmt exercised its put and call agreement to obtain the pending 
50.2% in RBC from Royal Bafokeng Ventures and 100% in Mainsail Trading 55 from RBH Resources Holdings 
0.224 Mt coal production, 0.119 Mt despatches (~0.1 Mt Q1 FY12) at US$ 111/ton (US$ 118/ton); 53% yield 
Concerns: (1) High stripping ratio (varying coal seam thickness) so sales barely cover costs, (2) logistical issues 

Source: Company 
 

Raj West I was shut down during Q2 FY12; Oct-11 saw regulatory action 
In Sep-11 and Oct-11, RERC assigned a ` 1108/Mt interim lignite transfer price and ad hoc interim tariffs 
for U1-4 at ~` 3/unit. Further, in Oct-11, BLMCL received its mining license for Kapurdi lignite. 
Accordingly, after being shut since May-11, Raj West I resumed operations in Oct-11. 
 
Exhibit 5: RERC decision summary – Raj West I  

Item Value Comment 
Interim lignite transfer price ` 1108/Mt: ` 990.60 base price, ` 

64.81 royalty, ` 52.77 VAT at 5% 
Set at 60% of the ` 1651 
petitioned transfer price 

Ad hoc interim tariff, U1-2 ` 3.0928/unit: FC ` 1.7255/unit, 
VC ` 1.3673/unit 

FC set at 70% of the average ` 
2.465 U1-2 petitioned amount 

Ad hoc interim tariff, U3-4 ` 2.9543/unit: FC ` 1.5870/unit, 
VC ` 1.3673/unit 

FC set at 70% of the average ` 
2.2672 U3-4 petitioned amount 

Source: RERC 
 
435 MW incremental capacity additions recorded 
Ratnagiri I U4 and Raj West I U3 achieved COD in Oct-11 and Nov-11, respectively, behind our 
expectation of Aug-11 and Sep-11. JSWE’s 12070 MW portfolio is thus split 2465 MW (20%) operational, 
675 MW (6%) u/c, and 8930 MW u/d (74%). Raj West I U4 is also scheduled to reach COD in Nov-11. 
 

New practices: Banked power, JSWSL conversion agreement 
JSWE has engaged in banking arrangements with the AP and Punjab state electricity boards. JSWE has 
sold 286 MU over Jun-11 to Aug-11, and the SEBs will supply this power back to JSWE in tranches over 
Nov-11 to Mar-12. This move was taken as a support to PLFs given SEB backing down and limited 
seasonal demand during Q1 FY12. The ` 1213mln (` 4.24/unit) cost of generation on the power supplied 
is currently recorded in inventory at cost, with a negative expense item of equal amount shown. Once the 
SEBs return the power and JSWE sells it to third parties, the negative expense benefit currently shown will 
be reduced correspondingly. 
 
Exhibit 6: APPCC’s proposed banking arrangement with JSWPTC 

 MW MU Settlement rate (`/unit)* 

Nov-11 100 72 4.50 

Dec-11 100 74.4 4.50 

Jan-12 to Jan 15, 2012 137.76 49.594 4.50 

Total  195.994 4.50 

Source: APTRANSCO. *No rebate offered for early payment; 1.25% surcharge for payment 7+ days late. 
 
SBU I is converting gas from JSW Steel into power that it sells to JSW Steel at the secondary fuel cost plus 
` 1.30/unit, as against an old tariff of fixed cost plus ` 1.30/unit. JSWE booked ` 298mln revenues from 
conversion during Q2 FY12. 
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Reduce TP to ` 49 (HOLD, 1% upside) 
We reduce our FY12/13P EPS estimates by 52%/43% and revise our TP from ` 71 to ` 49 (HOLD, 1% 
upside). The now FY13P-based fair value estimate is derived as the average of a ` 51 DCF FCFE valuation 
and a ` 47 relative valuation at 1.15x FY13P P/B, taken at a ~15% discount to the peer average. 
 

These revisions reflect – (1) delayed COD (Raj West I, Ratnagiri I, transmission project); (2) Raj West I cost 
overruns, reduced PLF assumptions (80% to 75%), and revised interim lignite transfer price and FY12 ad 
hoc interim tariff; (3) increased auxiliary consumption estimates in line with historical actual; and (4) a TP 
rollover to FY13P with a more conservative P/B multiple (1.15x). 
 
Exhibit 7: Valuation 

Project Value (` mln) Value per Share (`) Previous Value per Share 
(`) 

SBU I 5640 3 6 
SBU II 15372 9 13 
Raj West I 16244 10 17 
Ratnagiri I 14251 9 11 
Transmission 1077 1 1 
West Bengal 18592 11 10 
Kutehr 1353 1 0.5 
Cash and bank balances 10555 6 12 
DCF valuation 83084 51 69 
P/B valuation 70256 47 73 
Target price 76670 49 71 

Source: MSFL Research 
 
Exhibit 8: Financial summary 

Parameter Assumed Value Previous Assumed Value 
 FY12P FY13P FY12P FY13P 
Sales 52809 75982 75205 81708 
EBITDA 19332 26223 27581 28605 
EBITDA Margin (%) 36.6 34.5 36.7 35.0 
PAT (After MI) 6234 7449 13169 9722 
EPS 3.80 4.54 8.03 5.93 
Source: MSFL Research 
 
We note that JSWE saw promoter pledges during Q2 FY12 (JSW Investments, Sun Investments), 
continuing similar activity from prior quarters. 
 

Merchant realizations, spot coal prices, and PLFs on SBU I-II and Ratnagiri I have remained concerns for 
JSWE; conversely, generation may improve in Q3 11 on account of resumed operations at Raj West I and 
incremental capacity additions during Q2 FY12. 
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Financial Summary 
 

Profit & Loss 
Particulars (` in mln) 2009 2010 2011 2012P 2013P 

Sales 18350 23551 42944 52809 75982 

Total Expenditure 13032 11416 27302 33477 49759 

EBITDA 5319 12135 15642 19332 26223 

EBITDA Margin (%) 29.0 51.5 36.4 36.6 34.5 

Depreciation 602 1361 2668 6026 8242 

EBIT 4716 10774 12974 13306 17981 

Interest Cost 1209 2837 4325 5749 10357 

Other Income 171 742 1332 1084 1830 

Extraordinary Items 0 0 0 0 0 

PBT 3678 8679 9980 8641 9454 

Tax 912 1224 1563 2284 1961 

PAT (Before MI) 2767 7455 8418 6357 7493 

Minority Interest 0 0 (1) 124 44 

PAT (After MI) 2767 7455 8418 6234 7449 

PAT Margin (%) 15.1 31.7 19.6 11.8 9.8 

EPS 2.02 5.17 5.13 3.80 4.54 

Sales Growth (%) 42 28 82 23 44 

EBITDA Growth (%) (39) 128 29 24 36 

PAT Growth (%) (56) 169 13 -26 20 

 
Balance Sheet 
Particulars (` in mln) 2009 2010 2011P 2012P 2013P 

Sources of Funds      

Share Capital 5466 16401 16401 16401 16401 

Reserves & Surplus 9331 31401 40364 44692 50235 

Net Worth 14797 47802 56765 61092 66635 

Total Loans 59272 78701 96376 139327 171949 

Deferred Tax Liability 815 1161 1562 1562 1562 

Minority Interest 152 152 724 1349 2324 

TOTAL 75035 127817 155427 203330 242471 

      

Application of Funds      

Net Fixed Assets 85421 115980 141295 187906 232486 

Investments 1705 14344 4842 4842 4842 

Goodwill 172 171 171 171 171 

Current Assets 5400 16328 29741 26293 28929 

Current Liabilities 17663 19006 20622 15881 23956 

Net Current Assets (12262) (2678) 9120 10412 4973 

TOTAL 75035 127817 155427 203330 242471 
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Cash Flows 
Particulars (` in mln) 2009 2010 2011 2012P 2013P 

Internal Accruals 3525 8403 9652 12383 15735 

(Inc)/Dec in Net Current Assets (39) (2688) (4468) (516) 529 

Other Adjustments 1197 2754 3708 0 0 

Cash Flow from Operations 4683 8470 8892 11867 16264 

Dividend/Dividend Tax 0 (1434) (1906) (1906) (1906) 

Inc/(Dec) in Debt 36545 19430 17675 42950 32623 

Inc/(Dec) in Equity 318 10935 0 0 0 

Other Adjustments (2245) 14931 (4051) 502 931 

Cash Flow from Financing 34618 43861 11718 41546 31648 

Fixed Asset Formation (52076) (31924) (28368) (52637) (52822) 

(Inc)/Dec in Investments (1257) (12440) (2508) (2425) 0 

Other Adjustments 12873 8540 4263 0 0 

Cash Flow from Investments (40460) (35823) (26613) (55062) (52822) 

Net Change in Cash (1158) 16508 (6003) (1648) (4910) 

 
Ratios 
Valuation Ratio 2009 2010 2011 2012P 2013P 
P/E 23.8 9.3 9.4 12.7 10.6 
P/BV 1.8 1.7 1.4 1.3 1.2 
EV/EBIDTA 15.8 12.5 10.6 10.7 9.4 
EV/Sales 4.6 6.4 3.9 3.9 3.2 
Dividend Yield (%) - 0.7 2.1 2.1 2.1 
EPS 2.02 5.17 5.13 3.80 4.54 
DPS 0.0 0.8 1.0 1.0 1.0 
Book Value 27 29 35 37 41 
ROE 22.3 23.8 16.1 10.6 11.7 
ROCE 6.2 8.5 8.1 5.2 6.5 
      
Solvency Ratio (x)      
Debt/Equity 4.0 1.6 1.7 2.3 2.6 
Debt/EBIDTA 11.1 6.5 6.2 7.2 6.6 
      
Turnover Ratio (x)      
Asset Turnover 0.3 0.2 0.3 0.3 0.3 
Fixed Asset Turnover 0.3 0.2 0.3 0.3 0.4 
Current Ratio 0.3 0.9 1.4 1.7 1.2 
Inventory (days) 19 138 82 30 30 
Debtors (days) 27 42 65 57 59 
Creditors (days) 494 560 276 173 176 
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MSFL Disclaimer: 
All information/opinion contained/expressed herein above by MSFL has been based upon information available to the public and the 
sources, we believe, to be reliable, but we do not make any representation or warranty as to its accuracy, completeness or correctness. 
Neither MSFL nor any of its employees shall be in any way responsible for the contents. Opinions expressed are subject to change 
without notice. This document does not have regard to the specific investment objectives, financial situation and the particular needs of 
any specific person who may receive this document. This document is for the information of the addressees only and is not to be taken 
in substitution for the exercise of judgement by the addressees. All information contained herein above must be construed solely as 
statements of opinion of MSFL at a particular point of time based on the information as mentioned above and MSFL shall not be liable 
for any losses incurred by users from any use of this publication or its contents. 

 
Analyst declaration 
We, Sam Watcha & Sitaraman Iyer, hereby certify that the views expressed in this report are purely our views taken in an unbiased 
manner out of information available to the public and believing it to be reliable. No part of our compensation is or was or in future will 
be linked to specific view/s or recommendation(s) expressed by us in this research report. All the views expressed herewith are our 
personal views on all the aspects covered in this report. 

 
MSFL Investment Rating 
The ratings below have been prescribed on a potential returns basis with a timeline of up to 12 months. At times, the same may fall out 
of the price range due to market price movements and/or volatility in the short term. The same shall be reviewed from time to time by 
MSFL. The addressee(s) decision to buy or sell a security should be based upon his/her personal investment objectives and should be 
made only after evaluating the stocks’ expected performance and associated risks. 

 
Key ratings: 

Rating Expected Return 

Buy > 15% 
Accumulate 5 to 15% 
Hold  -5 to 5% 
Sell < -5% 
Not Rated - 
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