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JSW Steel

Company update

» JSW Steel has hiked the open offer price for 20% stake in Ispat Industries
from Rs 20.54 per share to Rs 22.25 per share, a jump of 8.3%. This will
lead to an additional outlay of Rs 1107mn. We have not built in the open
offer into our estimates and would do so after it concludes.

» We have also revised upward the coking coal prices assumption for FY12
by 6% on account of the higher-than-expected coking coal prices
settlement for Q1FY12.

» JSW Steel is still awaiting the regulatory clearances for its coking coal
mines in the US. We have reduced our coking coal supply assumptions for
FY12 accordingly.

» The company is expected to commence its Vijaynagar expansion in April
2011, in line with our assumption. We maintain our FY12 steel sales
volume estimate of 8.9mn tonnes.

Valuations: We downgrade our FY12E EPS from Rs 104 to Rs 84.5 on
account of the cost pressures, thereby impacting the margins. At the CMP of Rs
902, the stock trades at a P/E of 10.7x FY12 EPS of Rs 84.5 and Ev/Ebidta of
6.4x. We lower our target price to Rs 926 from Rs 1122. We also downgrade our
rating on the stock to Neutral from Buy.
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to NEUTRAL
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TARGET RS 926 (+2.6%)

STOCK RATING
BUY NEUTRAL SELL
> 15% -15% TO +15% <-15%

COMPANY DATA
O/S SHARES : 223MN
MARKET CAP (RS) : 201BN
MARKET CAP (USD) : 4.5BN
52 - WK HILO (RS) : 1400/ 752
LIQUIDITY 3M (USD) : 46.2MN
FACE VALUE (RS) : 10
SHARE HOLDING PATTERN, %
PROMOTERS : 317
FII/NRI': 47.3
FI/MF: 4.6
NON-PROMOTER CORP. HOLDINGS : 33
PUBLIC & OTHERS : 6.5
PRICE PERFORMANCE, %

1IMTH 3MTH 1YR
ABS 11 221 -28.8
REL TO BSE 1.0 -13.3 -33.1

VALUATION SUMMARY

Y/E MAR, RS MN FY2008 FY2009 FY2010 FY2011E FY2012E
NET SALES 124,567 159,348 189,572 229,885 353,010
GROWTH, % 456 279 190 213 53.6
EBIDTA 34,780 29,818 40,707 43,297 58,776
EBIDTA MARGINS, % 279 187 215 188 167
NET PROFIT 15,326 10,697 15,976 13,426 21,615
NET PROFIT MARGIN, % 123 6.7 8.4 538 6.1
NET PROFIT (ADJUSTED) 15,326 10,697 15,976 13,426 21,615
EPS, RS 81.9 57.2 85.4 60.2 845
EPS GROWTH, % 30 (30.2) 493 (29.5) 403
PER, X 11.0 15.8 106 15.0 107
EV/EBIDTA, X 8.3 111 8.1 7.8 6.4
EVINET SALES, X 23 21 17 15 11
PRICE/BOOK VALUE, X 22 22 18 13 11
ROIC, % 12.0 6.7 76 6.4 8.1
ROE, % 237 137 188 1038 117
DIVIDEND YIELD, % 16 0.1 11 11 11

Source: Company, MF Global India Research Estimates
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INCOME STATEMENT

Y/E MAR, RS MN FY2008 FY2009 FY2010 FY2011E FY2012E
NET SALES 124,567 159,348 189,572 229,885 353,010
GROWTH, % 46 28 19 2 54
OTHER INCOME 0 0 0 0 0
TOTAL INCOME 124,567 159,348 189,572 229,885 353,010
OPERATING EXPENSES -89,786 -129,530 -148,865 -186,588 -294,234
EBITDA (CORE) 34,780 29,818 40,707 43,297 58,776
GROWTH, % 304 (143) 365 6.4 35.8
MARGIN, % 279 187 215 188 167
DEPRECIATION -7,419 9,878 -12,987 -15,202 -19,024
EBIT 27,361 19,941 27,720 28,095 39,752
GROWTH, % 26.1 @7.) 39.0 14 415
MARGIN, % 22.0 125 146 122 113
INTEREST PAID -5,730 -11,556 -11,080 -9,020 -9,285
OTHER NON-OPERATING INCOME 1,537 2,717 5,360 831 872
NON-RECURRING ITEMS 1,075 -7,948 0 0 0
PRE-TAX PROFIT 24,100 3,270 22,111 20,022 31,461
TAX PROVIDED -7,658 -726 -6,467 -6,945 -10,177
PROFIT AFTER TAX 16,442 2,544 15,643 13,078 21,284
NET PROFIT 16,400 2,749 15,976 13,426 21,615
MF NET PROFIT 15,326 10,697 15,976 13,426 21,615
GROWTH, % 175 (302) 493 (16.0) 610
NET PROFIT (ADJUSTED) 15,326 10,697 15,976 13,426 21615
EXTRAORDINARY ITEMS: GAINS/(LOSSES) 1,075 -7,948 0 0 0
UNADJ. SHARES (M) 187 187 187 223 256
WTD AVG SHARES (M) 187 187 187 223 256
CASH FLOW

Y/E MAR, RS MN FY2008 FY2009 FY2010 FY2011E FY2012E
PRE-TAX PROFIT 24,100 3,270 22,111 20,022 31,461
DEPRECIATION 7,419 9,878 12,987 15,202 19,024
CHG IN WORKING CAPITAL 9,163 26,220 47,734 -1,145 1,122
TOTAL TAX PAID -5,265 -476 -2,388 -3575 -8,155
OTHER OPERATING ACTIVITIES 2,505 -3,626 -1,358 -100 -122
CASH FLOW FROM OPERATING ACTIVITIES 37,922 35,265 23,618 30,404 43,330
CAPITAL EXPENDITURE -114,264 -80,623 17,271 57,281 -60,500
CHG IN INVESTMENTS -2,246 730 -2,316 37 -22,969
CASH FLOW FROM INVESTING ACTIVITIES -116,653 79,777 -19,476 57,128 -83,347
FREE CASH FLOW 78,731 -44,512 4141 -26,724 -40,016
EQUITY RAISED/(REPAID) 1,774 0 0 54,007 36,597
DEBT RAISED/(REPAID) 79513 44,140 -3,871 7,930 -34,033
DIVIDEND (INCL. TAX) -3,114 -268 -2,120 -2,610 -2,994
CASH FLOW FROM FINANCING ACTIVITIES 80,051 44,890 -6,204 50,676 -100
NET CHG IN CASH 1,320 378 -2,063 32,952 -40,116
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BALANCE SHEET

AS AT 31ST MAR, RS MN FY2008 FY2009 FY2010 FY2011E FY2012E
CASH & BANK 4715 5,003 3,030 35,983 -4,133
DEBTORS 5,391 3,991 6,964 9,447 14,507
INVENTORY 21,817 29,246 28,667 37,789 58,029
LOANS & ADVANCES 9,086 12,428 16,038 16,840 23576
OTHER CURRENT ASSETS 198 172 0 0 0
TOTAL CURRENT ASSETS 41,207 50,929 54,700 100,059 91,979
INVESTMENTS 4,69 3,966 6,282 6,245 29214
GROSS FIXED ASSETS 188,883 231,720 276,912 296,912 421,755
LESS: DEPRECIATION -30,743 -40,798 -53,303 -68,594 -87,619
ADD: CAPITAL WIP 57,708 95,852 69,562 106,843 42,500
NET FIXED ASSETS 215,848 286,775 293,082 335,161 376,636
TOTAL ASSETS 261,751 341,670 354,063 441,465 497,829
CURRENT LIABILITIES 43,402 81,799 78,078 89,215 122,234
PROVISIONS 3,662 829 2,649 2,774 2,913
TOTAL CURRENT LIABILITIES 47,064 82,628 80,727 91,989 125,147
NON-CURRENT LIABILITIES 136,770 181,160 181,369 192,668 160,657
TOTAL LIABILITIES 183,834 263,788 262,096 284,657 285,804
PAID-UP CAPITAL 1,871 1,871 1,871 2,231 2,559
RESERVES & SURPLUS 74,129 73,280 87,911 152,391 207,280
SHAREHOLDERS' EQUITY 77,017 77,862 91,968 156,808 212,025
TOTAL EQUITY & LIABILITIES 261,751 341,670 354,063 441,465 497,829
PER-SHARE DATA

FY2008 FY2009 FY2010 FY2011E FY2012E
MF EPS (INR) 819 57.2 85.4 60.2 845
GROWTH, % 30 (302) 493 (29.5) 403
BOOK NAV/SHARE (INR) 416.6 416.4 491.7 703.0 828.4
FDEPS (INR) 819 57.2 85.4 60.2 845
CEPS (INR) 115.9 152.5 154.8 128.3 158.8
CFPS (INR) 181.9 192.8 104.3 1325 165.9
DPS (INR) 14.0 1.0 9.5 100 100
FINANCIAL STRUCTURE

FY2008 FY2009 FY2010 FY2011E FY2012E
TOTAL DEBT/EQUITY (%) 159.5 216.2 178.9 110.0 65.3
NET DEBT/EQUITY (%) 153.4 209.7 175.6 87.0 67.2
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PROFITABILITY, PRODUCTIVITY, LIQUIDITY AND VALUATION RATIOS

FY2008 FY2009 FY2010 FY2011E FY2012E
RETURN ON ASSETS (%) 103 33 6.5 47 5.8
RETURN ON EQUITY (%) 237 137 188 1038 11.7
RETURN ON INVESTED CAPITAL (%) 120 6.7 7.6 6.4 8.1
ROIC/COST OF CAPITAL (X) 13 07 08 0.7 0.9
ROIC - COST OF CAPITAL (%) 25 @.9) (2.0) (2.9) ©0.8)
RETURN ON CAPITAL EMPLOYED (%) 124 42 85 6.0 75
COST OF CAPITAL (%) 95 9.7 9.6 9.3 8.9
ROCE - COST OF CAPITAL (%) 29 (.5) 11 (33) (L5)
ASSET TURNOVER (X) 08 07 0.7 08 11
SALES/TOTAL ASSETS (X) 0.6 05 05 0.6 0.8
SALESINET FA (X) 08 06 0.7 0.7 1.0
WORKING CAPITAL/SALES (X) (0.1) ©0.2) ©0.1) 0.1 ©.1)
FIXED CAPITAL/SALES (X) - - -
RECEIVABLE DAYS 158 9.1 134 15.0 150
INVENTORY DAYS 63.9 67.0 55.2 60.0 60.0
PAYABLE DAYS 176.4 2305 191.4 1745 151.6
CURRENT RATIO (X) 0.9 06 0.7 11 08
QUICK RATIO (X) 04 03 03 0.7 03
INTEREST COVER (X) 48 17 25 31 43
DIVIDEND COVER (X) 59 57.2 9.0 6.0 8.4
PER (X) 11.0 158 106 15.0 107
PEG (X) - Y-O-Y GROWTH 36 (0.5) 0.2 (0.5) 03
PRICE/BOOK (X) 22 22 18 13 11
YIELD (%) 16 01 11 11 11
EVINET SALES (X) 23 2.1 17 15 11
EV/EBITDA (X) 8.3 111 8.1 78 6.4
EV/EBIT (X) 105 167 11.9 120 94
EVINOPLAT (X) 106 114 9.6 9.3 7.7
EVICE 13 13 12 1.0 1.0
EVIIC (X) 1.9 14 13 12 11

Source: Company, MF Global India Research Estimates
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RECOMMENDATION HISTORY

RECOMMENDATION TARGET, RS CMP, RS DATE

NEUTRAL 926 902 24-MAR-2011
BUY 1122 966 28-JAN-2011
BUY 1398 1130 1-DEC- 2010

NEUTRAL 1398 1318 18-OCT-2010
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Rating Rationale
BUY and SELL recommendations are used to draw attention to stocks, which we believe are under-priced or over-priced by circa 15%, that is, price differential of +/- 15% between our
price target and the market price. Stocks which do not achieve this price differential are NEUTRAL. Price targets are established in the context of a flat market.

Disclosures and Disclaimers

MF Global Sify Securities India Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equities Derivatives and Private Client Group. This report
has been prepared by Institutional Equities Research. The views and opinions expressed in this document may or may not match or may be contrary at times with the views,
estimates, rating, target price of the other equity research groups of MF Global Sify Securities India Pvt. Ltd.

This report is issued by MF Global Sify Securities India Pvt. Limited which is regulated by SEBI. MF Global Sify Securities India Pvt. Ltd. is a subsidiary of MF Global Overseas Ltd.
References to "MFGSSIPL" or “Firm” in this report shall mean MF Global Sify Securities India Pvt. Limited unless otherwise stated. This report is prepared and distributed by
MFGSSIPL for information purposes only and neither the information contained herein nor any opinion expressed should be construed or deemed to be construed as solicitation or as
offering advice for the purposes of the purchase or sale of any security, investment or derivatives. The information and opinions contained in the Report were considered by
MFGSSIPL to be valid when published. The report also contains information provided to MFGSSIPL by third parties. The source of such information will usually be disclosed in the
report. Whilst MFGSSIPL has taken all reasonable steps to ensure that this information is correct, MFGSSIPL does not offer any warranty as to the accuracy or completeness of such
information. Any person placing reliance on the report to undertake trading does so entirely at his or her own risk and MFGSSIPL does not accept any liability as a result. Securities
and Derivatives markets may be subject to rapid and unexpected price movements and past performance is not necessarily a guide to future performance.

This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors must
undertake independent analysis with their own legal, tax and financial advisors and reach their own regarding the appropriateness of investing in any securities or investment
strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. In no circumstances it be used or
considered as an offer to sell or a solicitation of any offer to buy or sell the Securities mentioned in it. The information contained in the research reports may have been taken from
trade and statistical services and other sources, which we believe are reliable. MF Global Sify Securities India Pvt. Ltd. or any of its group companies do not guarantee that such
information is accurate or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is subject to all
aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the research analyst's
personal views about all of the subject issuers and/or securities, that the analyst have no known conflict of interest and no part of the research analyst's compensation was, is or will
be, directly or indirectly, related to the specific views or recommendations contained in this research report. The Research Analyst certifies that he /she or his / her family members
does not own the stock(s) covered in this research report.

Independence: MF Global Sify Securities India P. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services
from, the subject issuers in the past twelve (12) months, and the Firm does not anticipate receiving or intend to seek compensation for investment banking services from the subject
issuers in the next three (3) months. The Firm is not a market maker in the securities mentioned in this research report, although it or its affiliates may hold either long or short
positions in such securities. The Firm does not hold more than 1% of the shares of the company(ies) covered in this report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of
any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. Each investor must make its own determination as to
the appropriateness of any securities referred to in this research report based upon the legal, tax and accounting considerations applicable to such investor and its own investment
objectives or strategy, its financial situation and its investing experience. The value of any security may be positively or adversely affected by changes in foreign exchange or interest
rates, as well as by other financial, economic or political factors. Past performance is not necessarily indicative of future performance or results.
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Caution: Risk of loss in trading in can be substantial. You should carefully consider whether trading is appropriate for you in light of your experience, objectives, financial resources
and other relevant circumstances.
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