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JSW Steel

3QFY11 Results Update
SECTOR: METALS
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Consolidated

 JSW Steel's standalone adjusted PAT for 3QFY11 increased 14% QoQ to Rs3.8b (v/s our estimate of Rs4.3b) due to

lower interest costs and higher sales volumes.

 Average realization, however, remained flat QoQ at Rs36,457/tonne (up 13% YoY), lower than our estimate of Rs37,070/

tonne.The company sold 1.59m tonnes (up 1% QoQ and 12% YoY), reducing inventory by 62,000 tonnes at the

end of 3QFY11 to 374,000 tonnes. JSW achieved favorable product mix by reducing the sale of semis. Sale of semis

declined 72% YoY to 77,000 tonnes while the sale of rolled long products increased 13% YoY to 276,000 tonnes.

Flat rolled product sales grew 37% YoY to 1.24m tonnes.

 EBITDA increased 1% QoQ to Rs10b (down 11% YoY) on flat realization. EBITDA per tonne increased 4% QoQ to

US$140 mainly due to rupee appreciation.

 Consolidated PAT was Rs2.9b, impacted by subsidiaries reporting a loss of Rs906m (at PAT level) due to lower

utilization and higher interest costs.

 We remain positive on the company due to strong volume growth and expected start of raw material production in US

and Chile. We expect cost benefits due to recent start-up of 300MW CPP, higher integration of coke-oven capacity,

and iron ore beneficiation plant in subsequent quarters.

 Margins are expected to expand in 4QFY11 due to recovery in steel prices, but are expected to remain modest at

US$161/tonne in FY12 because the Indian steel market is likely to witness temporary oversupply due to commissioning

of nearly 20mtpa of crude steel capacity over 12-15 months.

 We have cut our FY11 EPS estimate by 6.2% to Rs65.8 to factor lower than expected 3QFY11 performance. Our

FY12E EPS, however, remains unchanged. The stock trades at 8.1x FY12E EPS and an EV of 5.1x FY12E EBITDA.

Maintain Buy.
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Flats
63%

Longs
15%

Semis
22%

EBITDA per ton flat QoQ at US$140

 Post commissioning of 3.5mtpa hot strip mill (HSM), the proportion of semis has
declined sharply from 19% in 3QFY10 to 5%. Crude steel production increased 11%
YoY to 1.64m tonnes.

 EBITDA increased 1% QoQ (down 11% YoY) to Rs10b on flat realization. EBITDA
per tonne increased 4% QoQ to US$140 mainly due to rupee appreciation.

Improving product mix
FY10 9MFY11

Quarterly Performance (Rs '000/ton)

Source: Company/MOSL

Announced capex of Rs40b to set up 2.3mtpa CRM complex

 JSW has announced its plan to set up a 2.3mtpa cold rolling mill (CRM) complex at
capex of Rs40b to increase the share of value-added products. The investment is
proposed to be funded with 2:1 debt-equity in two phases. Phase-I includes 1.4mtpa
CRCA unit at capex of Rs30b and is expected to get commissioned by 1QFY14.

 The company is currently focusing on refinancing of Ispat debt, which will be followed
by financing of 4.5mtpa greenfield project at West Bengal.

 Domestic sales contributed 88% of total volumes (v/s 84% in 3QFY10) while retail
sales through JSW Shoppe accounted for 26% of volumes excluding semis.

 Consolidated gross debt at the end of December 2010 was Rs143b, while cash and
equivalents were at Rs21.4b. It had invested Rs5b out of total equity deal of Rs21.6b
for Ispat by end-3QFY11. The balance amount has been paid in January 2011.

Capacity expansion to 11mtpa on track; iron ore (Chile) and coking coal
(US) production to start in FY12

 Expansion of capacity to 11mtpa by March 2011 is on track. During the quarter, part
of steel melt shop and caster has been commissioned. Blast furnace and second caster

Semis
6%

Longs
18%

Flats
76%
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should commission by March 2011. JSW Steel is confident of securing coal supply for
incremental production. FY12 volumes will increase 48% to 9m tonnes.

 US coal mines are expected to start shipment of coking coal in March, with expected
volumes of 1m tonnes in FY12. JSW Steel is awaiting second license for coal mines in
US by the end of February. Average cost of coal is likely to be US$110/tonne, which
implies EBITDA of US$115m at current coking coal prices of US$225/tonne.

 Iron ore production at Chile mines so far has been 600,000 tonnes RoM. After
beneficiation, nearly 200,000 tonnes of iron ore is expected to be shipped in April 2011.
By that time, beneficiation plant and port facilities will be ready. FOB cost is expected
to be US$60/tonne at 62% Fe grade. Iron ore shipments are expected to be ~1m
tonnes during FY12, which implies an EBITDA of US$100m at current iron ore prices.

 JSW has paid Rs2.1b during the quarter for acquiring assets of Bellary Steel and
Alloys, which includes freehold land (700 acres), building and plant & machinery of
partially completed 0.5mtpa steel plant. However, the company has not obtained
possession of these assets due to pending litigation.

US plate and pipe mills still a drag

US pipe and plate mill continue to remain highly underutilized. Capacity utilization was at
12% for plate mill and 11% for pipe mill. Interest costs have increased due to increase of
interest cost on working capital. Management indicated that enquiries have increased and
US economy is also expected to do better, which should turn around operations in FY12.

US pipe & plate mill (USD m)
Y/E March FY10 FY11

1Q 2Q 3Q 4Q 1Q 2Q 3Q

Operational performance

Plate mill

Production (tons) 27,727 48,895 49,210 69,444 38,408 37,699 30,323

Sales (tons) 14,376 38,689 24,252 42,297 34,986 23,040 21,283

Pipe mill

Production (tons) 5,432 16,845 27,800 23,788 12,033 9,495 15,442

Sales (tons) 4,308 17,822 24,460 25,917 12,927 11,970 15,446

Capacity utilization (%)

Plates 11.4 20.0 20.0 28.0 15.7 15.4 12.4

Pipes 4.0 12.0 20.0 17.0 8.6 6.8 11.0

Financials (US operations)

Revenues 18 41 44 57 43 36 35

EBITDA (incl. oth inc) -14 -21 -8 2 8 1 2

PAT -21 -25 -11 -13 -7 -13 -13

Source: Company/MOSL

Cutting FY11E EPS by 6%; FY12 estimates unchanged; maintain Buy

 We remain positive on the company due to strong volume growth and expected start
of raw material production in US and Chile. Margins are expected to expand in 4QFY11
due to recovery in steel prices, but are expected to remain modest at US$161/tonne in
FY12 because the Indian steel market is likely to witness temporary oversupply due to
commissioning of nearly 20mtpa of crude steel capacity over 12-15 months.

 We have cut our FY11 EPS estimate by 6.2% to Rs65.8 to factor lower than expected
3QFY11 performance. Our FY12E EPS, however, remains unchanged.

 The stock trades at 8.1x FY12E EPS and an EV of 5.1x FY12E EBITDA. Buy.
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Company description

JSW Steel is India's second largest steel producer. Its
production facilities are located in Karnataka, Tamil Nadu
and Maharashtra. It has investments in iron ore mining in
Karnataka and Chile. Besides, it has plate and pipe mill
operations in the US.

Key investment arguments

 Crude steel production is expected to increase at a
CAGR of 23% to 9.1m tonnes over FY10-12.

 JSW Steel has the lowest conversion cost due to its
operational efficiencies.

 The strategic location of its furnaces in the iron ore
rich Bellary-Hospet belt helps in keeping iron ore
purchase costs low because miners primarily export
ore due to the absence of significant steel capacities in
the region.

 Earnings have high sensitivity to steel prices due to high
financial and operating leverage.

Key investment risks

 High dependence on external sources for raw materials
in the rising resource price scenario can put significant
pressure on margins.

 US operations are highly exposed to economic condition
of the US in general, and investments in oil and gas
pipelines, in particular.

Recent developments

 JSW has acquired assets of Bellary Steel and Alloys
(includes freehold land admeasuring 700 acres, building
and plant & machinery of partially completed 0.5mtpa
steel plant) for Rs2.1b during the quarter.

Valuation and view

 The stock is trading at 8.1x FY12E EPS and EV of
5.1x FY12E EBITDA. Maintain Buy.

Sector view

 Indian steel demand is expected to grow 10-12% over
FY10-12 driven by planned infrastructure investment
by the government and a rebound of industrial capex.
Industrial production has started growing in double digits
due to the economic recovery and a boost from stimulus
packages. Auto and white goods demand has started
growing in double digits. Large power capacity addition
will drive industrial production further. According to
WSA, Indian steel demand is expected to grow 13.6%
in 2011. We remain positive about domestic steel
companies.

Comparative valuations
JSW Steel SAIL Tata Steel

P/E (x) FY11E 13.6 12.8 8.9

FY12E 8.1 11.3 8.7

P/BV (x) FY11E 1.3 1.7 3.2

FY12E 1.0 1.6 2.4

EV/Sales (x) FY11E 1.5 1.4 0.9

FY12E 1.0 1.5 0.8

EV/EBITDA (x) FY11E 8.3 7.9 6.3

FY12E 5.1 7.6 6.1

Shareholding Pattern (%)
Dec-10 Sep-10 Dec-09

Promoter 38.3 45.6 45.7

Domestic Inst 4.6 6.5 5.5

Foreign 47.3 35.6 37.3

Others 9.8 12.3 11.6

JSW Steel: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s Consensus (Rs)
Most Consensus Variation

Forecast Forecast (%)

FY11 65.8 78.3 -15.9

FY12 110.8 120.9 -8.4

Target Price and Recommendation
Current Target *  Upside Reco.

Price (Rs) Price (Rs)  (%)

898 1,370 52.7 Buy

*EV/EBITDA of 6.5x FY12E
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