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2QFY12 Results Update | Sector: Metals

 Jindal Steel and Power's (JSP) 2QFY12 consolidated adjusted PAT increased 19% YoY to INR10.5b, higher than

our estimate of INR 9.6b. Reported consolidated PAT was INR8.75b, which included a write-off of INR742m towards
losses in its overseas diamond mining operations on its closure and INR1b in forex losses.

 Earnings growth was driven by the steel business' strong performance. 2QFY12 steel product volumes increased

31% QoQ and pellet sales volumes increased 52% QoQ. Steel production increased 4% QoQ and pellets production
increased 8% QoQ. 2QFY12 iron ore sales amounted to 150,000 tons.

 JSP's power business' 2QFY12 revenue and PAT were in line with expectations at INR7.4b and INR4.1b respectively.
PLF in 2QFY12 was 93% due to a 15-day shut down for plant maintenance. The merchant power rate was INR3.76/

kWh during the quarter. The Tamnar 2 project is expected to get clearances in FY12. Thereafter, it will take 20

months to commission the first 600MW unit.

 Captive power plants (2 x135MW) at Tamnar are still running at 50% capacity utilization and one unit of 135MW,

commissioned at Angul, has stabilized and JSP expects it to contribute significantly in 3QFY12

 The steel business is beneficiary of strong pricing in the long product market in India due to depreciation of the

rupee against the US dollar and shortage of metallics in India. Although the captive power business is sluggish, it is

likely to benefit from shortage of power in India. Despite JSP's project delays, we continue liking the stock due to its
strong operating business and rich mineral portfolio. The stock trades at P/E of 11.6x FY12E. Maintain Buy.
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JSP standalone above estimates; Strong performance by steel business,
power sales sluggish

 Jindal Steel and Power's (JSP) net sales increased 32% QoQ to INR33.3b due to
higher steel volumes. Sales tonnage of steel products increased 31% QoQ to 598,209
tons and steel production was up 4% QoQ at 629,562 tons. Steel inventories were
~200kt.

 The Indian steel business imported 45kt HBI from Shadeed (Oman). As a result, coal-
based domestic sponge iron was sold to a third party. JSP sold 28,798 tons of sponge
iron in 2QFY12. JSP's pellet production increased 8% QoQ to 898,065 tons and sales
were 526,331 tons (up 52% QoQ).

 Iron-ore fines from inventory for pelletization are being transferred at zero cost because
expenditure was already accounted in lump-ore costs.

 Sales from JSP's captive power plant declined 14% QoQ to 222m kWh. EBIT of the
power segment declined 20% to INR1.04b.

 JSP's EBITDA increased 13% QoQ (up 27% YoY) to INR11.9b (above our estimate
of INR10.4b) due to higher steel products and pellet tonnage.

 Adjusted PAT increased 37% QoQ (up 35% YoY) to INR6.4b. There was a write-off
of INR1.47b due to losses in the overseas diamond mining operation on its closure.
Besides, there was forex loss of INR1b on ECB, accounted in other expenditure.
Total ECB was USD400m.

Steel sales, production (000 tons) Pellet and metallics sales (000 tons)

Source: Company/MOSL

Jindal Power: Merchant rates were INR3.76/kWh

 Merchant power rates were INR3.76/kWh. Power sales were 1.8b kWh and other
income of INR810m boosted the company's turnover.

 Over the next 3-6 months, merchant power rates are expected to be INR4-4.25/kWh.
 The Tamnar 2 project is expected to get clearances in FY12. Thereafter, it will take 20

months to commission the first 600MW unit.
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Jindal Power: PAT, realization Jindal Power: Generation and PLF

Source: Company/MOSL

Overseas operations: Diamond mining shut down; Shadeed plant exported
HBI to Raigarh; Indonesia coal to start in April 2012

 Revenue from JSP's overseas steel business declined 33% QoQ to INR4.4b and
EBIT increased 90% QoQ to INR1.6b, implying surprisingly high margins of 37%.

 Shadeed: The company expects FY12 PAT of USD35m. In 2QFY12 revenue was
USD130m and PAT was USD10m. HBI production was ~300kt. The Indian steel
business imported 45kt HBI from Shadeed.

 South Africa: The company expects FY12 PAT of USD20m-25m. So far, USD40m
has been invested in the mine and JSP expects FY12 coal production to be about 1mt.

 Australia: JSP has received four licenses to explore coking coal.
 Indonesia: USD10m has been invested so far and the company expects coal

production to start in April 2012. JSP expects the mine to be profitable in FY13.
 Bolivia: 10,000 tons of iron ore was exported.
 Congo: Diamond mining operations were discontinued.

Green-field projects: Expect meaningful production in FY14 though plant
to start by September 2012

 Angul: JSP expects the plate mill to start by March 2012 and the sponge iron and
steel melt shop by the end of September 2012. However, meaningful steel production
is expected only in FY14 because the stabilization process may take six months.

 Angul coal mines: JSP expects to start production in six months' time.

Captive power plants: Two units at Tamnar struggling; JSP expects to
commission seven remaining units by March 2012

 Captive power plants (2 x135MW) at Tamnar are still running at 50% capacity utilization
and one unit of 135MW, commissioned at Angul, has stabilized and JSP expects it to
contribute significantly in 3QFY12.

 JSP's new captive power plants are still posting losses (~INR400m in 2QFY12). Over
the past few months, Angul's 135MW unit has been running at above 100% PLF and
JSP sold to grids ~70MW of the power generated.

 JSP aims to commission the remaining seven units of 135MW each by March 2012. In
our view, this is to gain tax benefits. JSP's profitability will improve when the Angul
captive coal mines start production.
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Valuation and view

The steel business is beneficiary of strong pricing in the long product market in India due
to depreciation of the rupee against the US dollar and shortage of metallics in India.
Although the captive power business is sluggish, it is likely to benefit from shortage of
power in India. Despite JSP's project delays, we continue liking the stock due to its strong
operating business and rich mineral portfolio. Maintain Buy.

Indian long product prices (INR/ton) Steel metallics prices (INR/ton)

Source: Company/MOSL
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Company description

Jindal Steel and Power (JSP) has 3mtpa of operational
steelmaking capacity at Raigarh. JSP has one of the best
iron ore and coal resources in India, with assets spread in
several mineral-rich countries. JSP offers the best insulation
from iron ore and coking coal prices among Indian steel
producers. It is the only power producer in India, most of
whose projects are secure for coal due to captive mines.
JSP has rich iron ore and coal resources overseas, mainly
in Bolivia, Mozambique, South Africa and Indonesia.

Key investment arguments

 JSP plans to increase steel capacity by 4x over the next
four years. It is augmenting its existing 3mtpa capacity,
by setting up a 1.6mtpa module at Angul, which will
use the coal gasification route. It plans to add two more
modules of 1.6mtpa each at Angul and Raigarh, using
this technology. At Patratu (Jharkhand), JSP selected
the blast furnace route to make steel. It will produce
3mtpa of steel in phase one.

 Only a third of the 12mtpa steel capacity will be exposed
to coking coal imports. Even the imports may be covered
by overseas coal mines, depending on progress.

 Jindal Power, JSP's 96.43% subsidiary, plans to increase
capacity by 10x in 10 years by adding 4,380MW of
thermal power projects in Chhattisgarh and Jharkhand
at capex of USD5.3b and 6,100MW of hydro power
projects in Arunachal Pradesh at a capex of USD8.1b.

 Most of the power projects are secure for fuel supply
through captive sources. Although Jindal Power's
earnings are likely to be flattish with a negative bias for
a couple of years due to weakening merchant rates, its
strong project pipeline should drive earnings thereafter.

Key investment risks

 An unexpected fall in steel prices and delay in project
execution will adversely impact earnings.

Recent developments

 Nil.

Valuation and view

 The stock trades at a P/E of 11.6x FY12E. Maintain
Buy.

Sector view

 The steel pricing environment has weakened across
regions due to expected demand slowdown, led by
continued uncertainty in developed nations, high inflation
and resultant softening of prices in developing
economies. Chinese steel prices started falling as steel
demand growth slowed due to reduction in new projects.
As a result, steel and its raw material prices are also
expected to fall over the next few months. Apparent
world steel use is expected to increase 6.5% to 1,398mt
in 2011 as per WSA. Indian steel demand growth is
expected to slow to 4.3% in 2011 and 7.9% in 2012.

Comparative valuations
JSPL SAIL Tata Steel

P/E (x) FY12E 11.6 10.6 7.2

FY13E 9.6 11.2 5.6

P/BV (x) FY12E 2.7 1.1 1.4

FY13E 2.2 1.0 1.2

EV/Sales (x) FY12E 3.8 1.1 0.6

FY13E 3.6 1.2 0.5

EV/EBITDA (x) FY12E 9.1 7.2 5.4

FY13E 8.1 7.7 4.3

Shareholding pattern (%)
Sep-11 Jun-11 Sep-10

Promoter 58.6 58.4 58.4

Domestic Inst 7.5 6.5 2.5

Foreign 22.9 24.1 24.8

Others 11.1 11.0 14.2

Jindal Steel & Power: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY12 45.5 46.4 -1.9

FY13 55.0 52.5 4.8

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

529 751 42.0 Buy
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