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Financials & Valuation (INR b)
Y/E March 2013 2014E 2015E

Sa les 493.0 485.9 491.3

EBITDA 72.7 72.0 86.5

Adj. PAT 11.5 5.2 15.2

Adj. EPS (INR) 47.8 21.7 63.0

EPS Gr(%) -28.2 -54.6 190.4

BV/Sh. (INR) 634.0 638.2 693.6

RoE (%) 7.5 3.4 9.5

RoCE (%) 9.4 8.3 10.3

Payout (%) 18.4 40.5 13.9

Valuations

P/E (x) 14.4 31.7 10.9

P/BV 1.1 1.1 1.0

EV/EBITDA (x) 7.1 7.4 6.1

Div. Yield (%) 1.1 1.1 1.1

Note: post merger with JSW Ispat

Investors are advised to refer through disclosures made at the end of the Research Report.

Results better than expected on higher volumes

 JSW Steel (JSTL) posted better than expected results for 4QFY13.

Consolidated EBITDA grew 30% QoQ (1% YoY) to INR17.3b. Standalone EBITDA

increased 29% QoQ (3% YoY) to INR169b (17% above our estimate) due to

higher volumes and slightly lower costs. Foreign subsidiaries continue to

disappoint, with total EBITDA of INR359m in 4QFY13 v/s INR607m in 4QFY12.

 Standalone EBITDA remained subdued at USD129/ton (5% above est). Better

cost management by using various grades of coking coal aided margins.

 Consolidated adjusted PAT declined 57% YoY to INR2.3b due to higher interest

and depreciation charge. Standalone adjusted PAT declined 15% YoY to INR4.7b.

 The JSTL-Ispat merger has been approved by Bombay High Court and JSTL is

in the process of completing necessary formalities. Post merger, net cons.

debt will be INR270b (excluding acceptances of USD350m on capital account

and USD1.75b on revenue account). Net debt is estimated at INR386b.

 The company has guided sales of 9.75m tons for FY14, subject to easing of iron

ore availability post starting of category A&B mines in Karnataka. We are

modeling 6%/11% sales volume growth to 9.4m tons/10.4m tons in FY14/FY15.

 JSTL will be spending INR108b over the next three years (INR50b in FY14 +

INR40b in FY15) on various projects, which will improve the share of value-

added products (VAP) and EAF (electric arc furnace) steel capacity by 1.5m tons.

Margin outlook subdued; valuations rich

 Despite starting of category-A and category-B mines in Karnataka, iron ore

will remain in short supply due to depletion of iron ore inventories in the

state and significantly toned down mine capacity. This is likely to keep

margins under pressure. We expect EBITDA of USD119/ton in FY14 and

USD125/ton in FY15 on subdued realization and sticky costs of iron ore. 

Exports, which helped sales during the quarter, have weakened again.

 We expect margins to remain under pressure, led by weak steel prices and

sticky iron ore costs. Stock looks expensive at EV of 6.1x FY15E EBITDA.  Sell.
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Standalone: Realization flat QoQ; jump in exports helped destocking, overall
volumes
 Net sales grew 12% QoQ (declined 3% YoY) to INR92.9b due to 12% QoQ increase

in sales volumes to 2.43m tons, largely due to destocking. Average blended

realization was flat QoQ at INR38,234/ton.

 EBITDA grew 29% QoQ to INR17b (v/s our estimate of INR14.5b) due to destocking,

mainly of flat products. Exports jumped 55% QoQ to 640k tons and contributed

~30% to total sales volumes in the quarter as compared to 21% for the year.

 EBITDA per ton was up 15% QoQ to USD129 due to reduction in coking coal costs

(from USD202/ton to USD180/ton) and some benefit of operating leverage.

 Adjusted PAT was 53% higher than our estimate of INR4.7b. Reported PAT of INR5.7b

included forex gain of INR699m (as against forex loss of INR2.67b in 3QFY13).

No provision for INR31.6b investment in US subsidiary; invested INR0.8b
in US Plate and Pipe mill in 4QFY13
 Foreign subsidiaries continue to disappoint, with total EBITDA of INR359m in

4QFY13 v/s INR607m in 4QFY12.

 The US Plate and Pipe mill reported USD0.5m of EBITDA (USD9m in FY13) for

4QFY13. Both Plate and Pipe mill continue to operate at lower utilization rate of

33.5% and 8.6%, respectively.

 No provision has been made towards INR31.6b of investments and loans to US

Plate and Pipe mill. Going by the performance of US subsidiary so far and outlook

for future earnings, JSTL should partially write off these assets. In 3QFY13, JSTL

had made marginal provision of INR600m towards diminution in the value of these

assets.

 JSTL has invested a further INR0.8b in its US subsidiary in 4QFY13.

 Chile iron ore operations reported higher margins, with EBITDA of USD5m (USD0.8m

in 3QFY13). Iron ore sales grew 2% QoQ to 206k tons.

Iron ore shortage to remain in Karnataka, despite start of category A&B
mines; Sell
 Despite starting of category-A and category-B mines in Karnataka, iron ore will

remain in short supply due to depletion of iron ore inventories in the state and

significantly toned down mine capacity. This is likely to keep margins under

pressure. We expect EBITDA of USD119/ton in FY14 and USD125/ton in FY15 on

subdued realization and sticky costs of iron ore (unlike international prices).

 The company has guided sales of 9.75m tons for FY14, subject to easing of iron ore

availability post starting of category A&B mines in Karnataka. We are modeling

6%/11% sales volume growth to 9.4m tons/10.4m tons in FY14/FY15.

 The stock is trading at rich valuations 10.9x FY15E EPS and EV of 6.1x FY15E EBITDA.

Maintain Sell.

Target price calculations

(INRm) 2015E

EBITDA 86,462

Target EBITDA (x) 5.0

Target EV 432,311

Less: Net Debt 361,076

add: CWIP 66,335

Residual EQ Value 137,570

No. of shares (m) 242

Target price (INR) 569

Source: MOSL
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Company description
JSW Steel (Bloomberg: JSTL) has demonstrated excellent

project execution skills over the past decade, growing

its annual capacity 6x to 10m tons through brownfield

expansions at Vijaynagar. With the acquisition of Ispat

Industries and Salem Steel, it controls annual capacity

of 14m tons. Its main production facilities are located in

proximity to rich iron ore reserves in Karnataka. It has

investments in iron ore mining in Karnataka and Chile.

Its other overseas investments include plate and pipe

mill operations and coal mines in the US.

Key investment arguments
 JSTL has the lowest conversion cost due to

operational efficiencies. Its strategic location near

the iron ore rich Bellary-Hospet belt helps it to keep

iron ore purchase costs low. However, the ban on

iron ore mining at Bellary and subsequent

unavailability of adequate quantity at lower cost had

derailed volume growth.

 Earnings have high sensitivity to steel and raw material

prices due to high financial and operating leverage.

Key investment risks
 High dependence on external sources for raw

material can put significant pressure on margins and

earnings growth.

Comparative valuations

JSW - Ispat Merged SAIL Tata Steel

P/E (x) FY14E 31.7 7.9 8.4

FY15E 10.9 8.5 11.7

P/BV (x) FY14E 1.1 0.5 1.1

FY15E 1.0 0.5 1.0

EV/Sales (x) FY14E 1.1 1.0 0.7

FY15E 1.1 1.0 0.7

EV/EBITDA (x) FY14E 7.4 5.9 5.8

FY15E 6.1 5.8 6.2

Shareholding pattern (%)

Mar-13 Dec-12 Mar-12

Promoter 38.6 38.6 38.5

Domestic Inst 4.5 5.3 4.7

Foreign 40.8 40.4 41.7

Others 16.1 15.7 15.2

JSW Steel: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)

MOSL Consensus Variation

Forecast Forecast (%)

FY14 21.7 79.1 -72.6

FY15 63.0 91.6 -31.2

Target price and recommendation

Current Target *  Upside Reco.

Price (INR) Price (INR)  (%)

688 569 -17.3 Se l l

Based on EV/EBITDA of 5x FY15

Recent developments
 The JSTL-Ispat merger has been approved by Bombay

High Court with effect from 1 July 2012 and the

company is in the process of completing necessary

formalities.

Valuation and view
 The stock is trading at rich valuations 10.9x FY15E

EPS and EV of 6.1x FY15E EBITDA. Maintain Sell.

Sector view
 World Steel Association (WSA) has recently cut its

demand growth estimate by 30bp to 2.9% for CY13

because EU27, CIS, NAFTA and Middle East are now

expected to grow at a slower rate. We continue to

believe that global steel demand growth will be even

slower, with growth rate of 1.6% for the world, 2%

for China and 2.5% for India in CY13. As a result, iron

ore and prime coking coal prices will fall to USD93/

dmt cfr China for 63.5% Fe fines and USD125/ton fob

Australia, respectively. We believe that given the

subdued outlook on steel demand and prices,

margins of Indian steel companies will continue to

be under pressure in FY14 and FY15.
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Financials and Valuation *

* (FY13/14/15 figures on post JSW-Ispat merger)
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