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What's new: Barmer project shutdown due to unavailability of lignite 
In a filing with the stock exchanges, JSW Energy (JSWE) has stated that Raj 
West Power (RWPL), its wholly owned subsidiary, has undertaken a 
shutdown of the 1,040MW (8x135MW) power station at Barmer for around 
one month due to non-availability of lignite under the fuel supply agreement 
(FSA). RWPL is exploring various possibilities of securing fuel to ensure that 
the plant gets into operation by the earliest date. 

Background: Management had flagged the risk of a brief shutdown of 
the Barmer project in the 3QFY14 earnings call 
In its 3QFY14 earnings call on January 30, regarding the expansion of 
mining capacity at the Kapurdi mines and availability of lignite for its Barmer 
facility, management had stated that: 

 Cabinet Committee on Investment (CCI) had cleared the mining capacity 
expansion to 7mtpa on January 15, Coal Ministry’s approval for the same 
was expected in a ‘couple of days’ and thereafter, all other consents were 
expected to be secured in due course.  

 Separately, the Ministry of Environment & Forest (MoEF) had accorded 
Environment Clearance for the expansion of production by 25% (from 
3mtpa to 3.75mtpa) under a policy diktat in CY13. As MoEF has since 
given (on January 7) capacity expansion permission up to 50% under the 
same diktat, management believes that Kapurdi automatically qualifies for 
expansion of capacity to 4.5mtpa (vs 3.75mtpa previously).  

 If the MoEF approval does not come through shortly, a shutdown of the 
facility for a ‘few days’ may be required.  

Analysis: Shutdown highly unlikely to last beyond March, in our view 
Based on our recent meeting with management, we understand: 

 The Coal Ministry’s approval for Kapurdi’s capacity expansion to 7mtpa 
has been received; subsequent consents required to augment production 
as per the expanded capacity are likely to be in place by March 2014. 

 MoEF’s decision on Kapurdi’s qualification for automatic mining capacity 
expansion to 4.5mtpa following MoEF’s January 7 diktat (vs 3mtpa under 
MoEF’s CY2013 diktat) is expected shortly. If MoEF’s decision is 
affirmative, lignite production at Kapurdi can resume immediately (no 
additional clearances required). 

 In the interim, Rajasthan State Government is also looking to facilitate 
lignite supply to the Barmer facility from nearby State-owned lignite mines 
(possibly mines linked to the Giral power project). 

Implications: FY14 EPS hit depends upon shutdown duration; dent 
unlikely to exceed ~INR0.8/share 
 Under PPA terms, the threshold plant availability level (PAF) for fixed cost 

recovery at Barmer for FY14 is ~73%; for 9MFY14, the deemed PAF was 
marginally higher than this threshold level.  
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 Accordingly, if the project shutdown lasts only for 2-3 weeks, JSWE may 
be able to make up for the shortfall in PAF in March, thus not incurring a 
loss on account of inability to recover the full fixed cost.  

 If the shutdown lasts for the remainder of 4QFY14, back-of-the-envelope 
calculations suggest the fixed cost under-recovery could be INR1.5-1.7bn 
– this would translate to a reduction of ~INR0.8 in the consolidated EPS 
for FY14F.  

Maintain Buy; stock trades at FY15F 1.0x P/B and 7.0x P/E 
In our view risk-reward remains favourable at current levels, with INR/USD 
depreciation being the key risk; we are currently reviewing our estimates and 
TP for JSWE. We maintain our Buy recommendation; the stock currently 
trades at 1.1x P/Book, (BVPS of INR42.2), 6.2x P/E on our FY14F EPS of 
INR7.3 and 1.0x P/Book (BVPS of INR47), 7.0x P/E on our FY15F EPS of 
INR6.5.  
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Analyst Certification 

I, Anirudh Gangahar, hereby certify (1) that the views expressed in this Research report accurately reflect my personal views 
about any or all of the subject securities or issuers referred to in this Research report, (2) no part of my compensation was, is or 
will be directly or indirectly related to the specific recommendations or views expressed in this Research report and (3) no part of 
my compensation is tied to any specific investment banking transactions performed by Nomura Securities International, Inc., 
Nomura International plc or any other Nomura Group company. 

 

Issuer Specific Regulatory Disclosures 
 
The term "Nomura Group" used herein refers to Nomura Holdings, Inc. or any of its affiliates or subsidiaries, and may refer to one or more 
Nomura Group companies. 

Materially mentioned issuers 
  
Issuer Ticker Price Price date Stock rating Sector rating Disclosures 
JSW Energy  JSW IN  INR 45  07-Feb-2014 Buy  N/A    
 

 

JSW Energy (JSW IN) INR 45 (07-Feb-2014)  
Rating and target price chart (three year history) 
 

Buy (Sector rating: N/A) 

Date  Rating  Target price  Closing price  
27-Jun-13 Buy 43.55 
27-Jun-13 54.00 43.55 
04-Mar-13 Neutral 55.60 
04-Mar-13 58.00 55.60 
03-Jul-12 45.00 54.65 
28-Mar-11 Reduce 72.40 
28-Mar-11 65.00 72.40 

 

For explanation of ratings refer to the stock rating keys located after chart(s) 
 

Valuation Methodology We base our target price for private IPPs, including JSWE, on the milestone risk-adjusted FCFE of 
operational/feasible projects. We peg our 12-month target price for the stock at INR 54, which is the rounded sum of the 
company's milestone risk-adjusted FCFE of INR 47/share + FY14F cash on hand of INR 7/share. The benchmark index for this 
stock is MSCI India. 
 
Risks that may impede the achievement of the target price Risks to our target price for JSWE include a spike in the landed 
cost of coal, a steep decline in short-term tariff realizations, an inability to operate open-ended capacity at high utilization levels 
(PLF), scarcity of lignite, and lower-than expected tariff recovery in RWPL. 
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The analysts responsible for preparing this report have received compensation based upon various factors including the firm's total revenues, a 
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Nomura Global Financial Products Inc. (“NGFP”) Nomura Derivative Products Inc. (“NDPI”) and Nomura International plc. (“NIplc”) are 
registered with the Commodities Futures Trading Commission and the National Futures Association (NFA) as swap dealers. NGFP, NDPI, and 
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Any authors named in this report are research analysts unless otherwise indicated. Industry Specialists identified in some Nomura International 
plc research reports are employees within the Firm who are responsible for the sales and trading effort in the sector for which they have 
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Japan and Asia ex-Japan from 21 October 2013 
The rating system is a relative system, indicating expected performance against a specific benchmark identified for each individual stock, 
subject to limited management discretion. An analyst’s target price is an assessment of the current intrinsic fair value of the stock based on an 
appropriate valuation methodology determined by the analyst. Valuation methodologies include, but are not limited to, discounted cash flow 
analysis, expected return on equity and multiple analysis. Analysts may also indicate expected absolute upside/downside relative to the stated 
target price, defined as (target price - current price)/current price.  
 
STOCKS 
A rating of 'Buy', indicates that the analyst expects the stock to outperform the Benchmark over the next 12 months. A rating of 'Neutral', 
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that are labelled as 'Not rated' or shown as 'No rating' are not in regular research coverage. Investors should not expect continuing or 
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Japan: please see valuation methodologies for explanations of relevant benchmarks for stocks, which can be accessed 
at: http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx; Global Emerging Markets (ex-Asia): MSCI 
Emerging Markets ex-Asia, unless otherwise stated in the valuation methodology; Japan: Russell/Nomura Large Cap. 
 
SECTORS 
A 'Bullish' stance, indicates that the analyst expects the sector to outperform the Benchmark during the next 12 months. A 'Neutral' stance, 
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STOCKS 
Stock recommendations are based on absolute valuation upside (downside), which is defined as (Target Price - Current Price) / Current Price, 
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as 'Not rated' or shown as 'No rating' are not in regular research coverage of the Nomura entity identified in the top banner. Investors should 
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A 'Bullish' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under coverage is) a positive 
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impeded by general market and macroeconomic trends, and by other risks related to the company or the market, and may not occur if the 
company's earnings differ from estimates.  
  
Disclaimers 
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