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JSW Steel Limited

Industry Recommendation Fair Value Bull Case Value \ Time Horizon
Metal & Mining Rs. 731.05 Buy at LTP and add on further dip on Rs. 648-650 Rs. 804 Rs. 872.5 2 quarters

Our take
HDFC Scrip Code ISWSTE | | jsw Steel’s Q4FY21 revenue and EBITDA have beaten our estimates, jumping 51% YoY to Rs. 26,934 crore and 184% YoY to Rs. 8,440
ESSE ((::222 JSVE:/OS(EEZE?_ crores.respectively, mainly 'driven by a sharp increasg in realisation; sales. volume increased bY 11% YQY to 4.06 mn tonnes. The company’s
Bloomberg ISTLIN consolidated net debt declined by Rs. 858 crore. Going forward, we believe steel demand will remain robust on the back of spending on
CMP June 11, 2021 73105 infrastructure by various countries like the US, Europe and China. In the absence of addition by China to capacities due to stricter
Equity Capital (Rs cr) 2417 environmental norms and lack of new supply from ASEAN region until FY23-FY24, we believe steel prices would remain firm.
Face Value (Rs) 1
Equity Share O/S (cr) 2417 JSW Steel is one of the most efficient steel manufacturers in India, has ~52% share from value add and special products (FY21) and has
Market Cap (Rs cr) 176,711 taken timely measures to add capacities and make acquisitions. JSW Steel has historically has been able to achieve average annual
Book Value (Rs) 193 incremental ROIC of 14% which is above the weighted cost of capital of 11% over the past decade. This has been achieved through
Avg. 52 Wk Volumes 10,836,068 efficient in house project management team and prudent capital allocation.
52 Week High 773.0 . .
2 Week Low 175.95 Valuation and recommendation

We issued a report on JSW Steel on Oct 19, 2020 (https://www.hdfcsec.com/hsl.research.pdf/ISW%20Steel%20Ltd.%20-
Share holding Pattern % (Mar, 2021) %20Initiating%20Coverage%20-%2019102020.pdf) recommending a buy with targets of Rs.338/372. The targets were met on Nov 11,
Promoters 44.07 2020 and Dec 03, 2020 respectively. We now revisit the stock post Q4FY21 numbers and raise our targets.
Institutions 14.98
Non Institutions 40.95 We raise our FY22 and FY23 realisation, revenue, margin and PAT estimates, given the sharp rise in steel prices for the quarter ended 31
Total 100.0 March 2021, which we expect would sustain for a few more quarters. The capex for backward integration and brownfield expansion could

Fundamental Research Analyst
Chintan Patel
Chintan.patel@hdfcsec.com

support margins as well as incremental volumes. We raise our EV/EBITDA multiple to 7.6x FY23E EBITDA (earlier 6.0x FY22E EBITDA), which
implies Rs. 804 as a price target for the base case and believe that investors could accumulate at the current price and dips to Rs. 648-650
band. In the bull case, our EV/EBITDA multiple of 8.1x FY23E EBITDA would give the price target of Rs. 872.5.
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JSW Steel Limited

Financial Summary

Rsin Cr FY22E FY23E
Net Revenue 73326 79839 110468 116552
EBITDA 11873 20141 31701 30868
Depreciation 4246 4679 5378 5758
Other Income 546 592 663 699
Tax -906 4142 6025 5795
APAT 3919 7873 17150 16494
EPS (Rs) 16.2 32.7 71.2 68.4
P/E (x) 45.1 22.4 10.3 10.7
EV / EBITDA (x) 18.3 10.7 6.8 6.8
RoE (%) 11.0 18.9 31.6 23.9
Source: Company, HDFC Research; Data in Rs crore

Stellar performance in Q4 and FY21 due to metals upcycle
Rs in Cr | Q4FY21 |  Q4FY20 YoY (%) Q3FY21 QoQ (%) FY20 FY21
Net Revenue 26934 17887 50.6 21859 23.2 73326 79839
EBITDA 8440 2975 183.7 5946 41.9 11873 20141
Depreciation 1253 1108 13.1 1230 1.9 4246 4679
Other Income 161 122 32.0 147 9.5 546 592
Tax 2081 -69 -3115.9 1212 71.7 -906 4142
APAT 4262 188 2167.0 2669 59.7 3919 7873
EPS (Rs) 17.34 0.95 11.09 16.2 32.7

Key highlights of Q4FY21

Saleable steel sales for the quarter stood at 4.06 million tonnes, higher by 11 % YoY. Revenue from operations stood at Rs. 26,934 crores,
an increase of 51 % YoY, with operating EBITDA at Rs. 8,440 crores. The net profit after tax for the quarter was Rs. 4,191 crores, after
incorporating the financials from subsidiaries, joint ventures, and associates. Exceptional items and year ended 31 March 2021 represent
impairment provision of Rs. 83 crores relating to the US coal business towards the value of property, plant and equipment and goodwill
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based on values determined by independent external valuers using cash flow projections of businesses and assets. Net sales realisations
increased by 19% QoQ, driven by higher steel prices, favourable geographical mix, and better product mix. JSW Steel’s Q4FY21 steel
margins increased to record high levels and recent steel price hikes, despite cost inflation, should further expand margins in Q1FY22.

JSW Steel Limited PL

EBITDA at subsidiaries increased qoq to at Rs420 cr (vs EBITDA loss of Rs250 cr in Q4FY20, +34% goq) in Q4FY21. Strong earnings at JSW
Coated products were partly offset by losses at international operations. The US-based Plate and Pipe Mill in Texas facility is ramping up
well after a planned shutdown. Sales volumes for the quarter stood at 16,485 net tons of plates and 203 net tons of pipes. It reported an
EBITDA loss of US$6.6 mn for the quarter. However, operations reported an EBITDA profit in March 2021. At JSW Steel USA Ohio Inc, the
US based HR coil manufacturing facility has idled the operations to undertake a furnace upgradation project during the quarter and was
restarted in mid-March 2021. Sales volumes for the quarter stood at 9,880 net tons. The division reported an EBITDA loss of US$24 mn in
Q4FY21. Management expects operations to become EBITDA positive in FY22 given higher steel prices.

Key highlights of FY21

Crude steel production in FY21 stood at 15.08 million tonnes, a decline of 6% YoY. Saleable steel sales for the quarter stood at 14.88
million tonnes, slightly lower by 1% as compared to the previous year. The COVID-related disruptions in Q1FY21 were offset by the strong
rebound in demand in H2. Domestic sales of 10.72mt were down 9%, mainly due to slump in domestic demand in Q1FY21; consequently,
exports were up 36% in FY21. Automotive sales were up 7%, while domestic automotive production contracted by 14%. Overall value-
added & special products sales were up 9% (52% of overall sales vs. 48% last year), mainly driven by robust sales to automotive and
increased offtake from industrial & engineering, solar, and appliances segments in H2FY21.

Revenue from operations stood at Rs. 79,839 crores, up by 8.9% compared to previous year. Operating EBITDA was Rs. 20,141 crores,
growing by ~70% YoY. Operating EBITDA margin stood at 25.23% in FY21, expanded by 904 bps YoY. Profit after tax jumped 2x to Rs.
7,873 crores in FY21 from Rs. 3919 crores in FY20.

The company's consolidated net gearing (net debt/equity) stood at 1.14x at the end of the quarter (vs. 1.48x at the end of FY20) and net

debt to EBITDA stood at 2.61x (vs. 4.50x at the end of 4QFY20). The debt has come down by Rs. 858 crores despite capex expenditure and
acquisitions aggregating to around Rs. 15,000 crores in FY21.
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JSW Steel Limited

Ongoing projects update
Dolvi Expansion: The expansion project at Dolvi from 5 MTPA to 10 MTPA steel-making capacity has been operationalised. The company
now expects fully integrated operations by September 2021.

Vijayanagar: The 8 MTPA Pellet plant was fully commissioned in March 2021 and pellet production is underway. One out of two
Continuous Galvanising Lines (CGL) has also commenced production, and the second CGL will be operationalised by Q2FY2022.

Vasind and Tarapur: All expansion is completed except CGL -4, Continuous Annealing Line (CAL), and Tinplate Line-2 at Tarapur. CGL-4 is
expected to be commissioned in Q2FY22, CAL by Q4FY22 and Tinplate-2 by Q1FY23.

Significant incremental demand

Significant incremental demand is expected from several developed and emerging nations like the US, UK, Australia, China and India.
Significant investments in various infrastructure projects underpin the demand for steel. China is the largest steel manufacturer, producing
around 1 billion tons of steel and accounting for approximately 50-60% of the world demand. It is significantly ramping up investments in
infrastructure. Indian manufacturers are earning handsome revenues by exporting steel to China. In April-September 2020, China alone
accounted for 30% of India’s steel exports. Domestic demand has started gaining momentum once again as many states are relaxing the
lockdowns.

Developed countries will lead the next leg of growth, as they are planning to spend a massive amount on infrastructure. Europe as a part
of green deal and renovation wave and the US as a part of President Biden’s ‘Build Back Better’ plan are going to be the key drivers of steel
demand.

The US is planning to spend $ 2.3 trillion over eight years, which means up to 18 MTPA incremental steel demand in the future. The UK is
spending GBP 640 billion on its infra programs. Australia is spending AUD 110 billion on improving transport infrastructure.

Diversified product portfolio
JSW’s diversified portfolio comprises products under hot-rolled, cold-rolled, galvanneal, galvanized/galvalume, pre-painted, tinplate,
electrical steel, TMT bar, wire rod, special steel bar, round and bloom categories. JSW Steel is one of the largest exporters of flat steel
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JSW Steel Limited

products from India. It has constantly endeavored to diversify and improve its product mix. The company is increasing the share of value-
added and special products (VASP) in the portfolio (59% in Q4FY21) to become immune from the sector’s cyclicality.
JSW’s utilization improved to 96% by March 2021 (vs 91% in Q3FY21).

Capex in counter cyclical environment to drive value creation

JSW Steel has a stellar track record and has differentiated itself by prudently expanding its capacities. It undertook expansion of Rs.
48,000 crore in the past three years and, we believe, it invested at the right time. Currently, it is enjoying the benefits of the upcycle in
commodities. JSW steel has approved new projects worth Rs. 25,115 crores and more Capex of Rs. 6,565 crores over three years from
FY22-FY24. It has already announced it will increase its capacity in Vijaynagar by 5 mtpa with Capex of Rs. 15,000 crore. The company is
planning to invest Rs 3,450 on increasing efficiencies in mining assets and planning to set up a 120 ktpa colour coated facility in Jammu &
Kashmir for Rs 100 crore. This could support the incremental demand from domestic and export markets and backward integration would
help JSW improve margins, going forward.

JSW Steel has guided for a revised capex plan of Rs47500 cr to be spent across FY22-24. The guided capex for FY22 stands at Rs18200 cr.
This capex plan includes the remaining ongoing capex of Rs22300 cr and new capex plans of Rs25100 cr.

Absence of China to create demand-supply imbalance and provide export opportunities

If any Indian player were to opt for a brownfield expansion now, it would not be commissioned before the second half of FY24. Chinese
capacity is unlikely to grow from current levels as the country has adopted strict environmental norms and even discouraged exports.
ASEAN will lead the capacity expansion, but most of the capacity is unlikely to be commissioned before CY25.

Outlook

In the short term, we expect Indian steel makers to export a greater proportion of steel. Steel prices could remain firm in FY22 as China’s
steel capacity is unlikely to grow. JSW, being the lowest cost producer, remains well positioned in the industry and will derive benefits for
the next few years from its low-cost brownfield expansion.
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JSW Steel Limited

What could go wrong?

e The steel industry is inherently cyclical in nature and sensitive to the shifting business cycles. The slowdown in the demand of
steel and oversupply from international market at cheaper rates will adversely impact the Indian steel industry.

e Any change in the global interest rate scenario (unexpected rise) could impact spending by private sector/Govt on Capex/Infra
and hurt the price and volume trajectory for steel.

e The prices of key raw material for the industry — iron ore and coking coal — have been volatile in the recent times. Whilst some
part of the iron ore requirement is met through captive mines, the coking coal requirement is largely met through imports, where

volatility in prices has impacted the margins.

e The cost of iron ore produced from mines recently won in auctions will be more than the earlier cost structure because of the
high bid premium.

e If Chinese capacity is ramped up before the expected time, it would impact the company’s prospects.
e Delay in commencing of new capacities could drag business growth.
e Losses at overseas operations could impact the bottom-line of the consolidated business of JSW Steel.

e Steel companies are currently trading at a significantly higher P/BV than at past peaks. Further rise from here would require
better visibility of continued good times for the industry.

e JSW Steel has seen lower deleveraging than its peers in FY21 due to its continued capex. This makes it more vulnerable to adverse
steel cycle in future.
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JSW Steel Limited

Company profile

JSW Steel is a flagship company of the JSW Group and a leading Indian integrated steel manufacturer. The company has a steelmaking
capacity of 18 MTPA. Its strategically located manufacturing facilities comprise Vijaynagar works in Karnataka (12.0 MTPA), Dolvi & Salav
works in Maharashtra (5.0 MTPA) and Salem works in Tamil Nadu (1.0 MTPA), along with downstream facilities for its coated products
subsidiary at Vasind, Tarapur and Kamleshwar works in Maharashtra. While the Dolvi 5mtpa expansion would get commissioned in FY22,
JSTL has announced 5mtpa brownfield expansion at Vijaynagar, to be completed by FY24-25. The company is one of the most cost
efficient producers of steel in India. It has a large-scale presence in both international and domestic markets, with its steel retailed at over
9,500 outlets in India and exported to over a 100 countries worldwide. JSW Steel’s international operations comprise a plate & pipe mill in
Baytown, Texas and steel assets (Acerco Junction Holdings) both in the US and a long product rolling facility in Italy. It also has iron ore
mines in Chile.

The company acquired Bhushan Power & Steel (BPSL) in March 2021 for with a stake of 49% in through the IBC process for Rs19,300 cr.
The cash outgo for the company was Rs5100 cr. The current capacity at BPSL stands at 2.7 mtpa. The management has guided for sales of
2.6 mn tons in FY22 (100% utilization). It expects to increase the capacity at BPSL to 3.5 mtpa for a total capex of Rs750 cr. Management
has also committed a capex of Rs850 cr towards cost saving programs which will help reduce costs by 15-20%. Out of the outstanding debt
at BPSL of Rs10800 cr, the company has repaid Rs1800 cr in April 2021.
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JSW Steel Limited

Financials (Consolidated)

Income Statement Balance Sheet

Income from operations 84757 73326 79839 110468 116552 Share Capital 301 301 302 302 302
Material Cost 43206 38730 32508 47170 49185 Reserves and Surplus 34494 36298 46462 61554 76069
Employee Cost 2489 2839 2506 3535 3613 Shareholders' Funds 34795 36599 46764 61856 76371
Other expenses 20110 12961 11727 14361 14802 Minority Interest -450 -575 -619 -619 -619
Total expenses 65805 61453 59698 81636 85083 Long Term borrowings 29656 44673 49731 44731 37731
EBITDA 18952 11873 20141 31701 30868 Deferred Tax Liabilities (Net) 3727 1415 3784 3784 3784
Depreciation 4041 4246 4679 5378 5758 Other Long Term Liabilities 4753 5410 4781 6628 6993
EBIT 15115 8173 16054 26985 25809 Long Term Provisions 258 348 852 916 846
Other Income 204 546 592 663 699 Non-current Liabilities 38394 51846 59148 56059 49354
Interest 3917 4265 3957 3811 3521 Short Term Borrowings 6333 8325 1999 2524 3049
Profit before tax 11198 3103 12014 23174 22288 Trade Payables 16159 17918 15243 21186 20437
Tax Expenses 3644 -906 4142 6025 5795 Other Current Liabilities 19186 17155 25227 25725 26504
Profit After Tax 7554 4009 7872 17149 16493 Short Term Provisions 134 161 274 295 272
Adj. PAT 7524 3919 7873 17150 16494 Current. Liabilities 41812 43559 42743 49730 50261
EPS 31.1 16.2 32.7 71.2 68.4 Total Liabilities 114551 131429 148036 167026 175367
Gross Block 76352 76056 81834 107564 133915

Less: Acc. Depreciation 14748 18298 22977 28355 34114

Net Block 61604 57758 58857 79209 99802

Intangible Assets 549 684 1782 1693 1608

Goodwill 840 415 336 336 336

Capital work-in-progress 11540 26857 32433 22703 11352

Noncurrent Investments 1812 1257 8573 8573 8573

Long-Term Loans and Advances 433 772 1022 1436 1515

Other Non-current Assets 4224 7123 9187 11194 11944

Non-current Assets 6469 9152 18782 21203 22032

Current Investments 82 2 8 8 8

Inventories 14548 13864 14249 19672 20756

Trade Receivables 7160 4505 4486 6356 6706

Cash and Bank Balances 6187 12003 12813 9793 6381

Short-Term Loans and Advances 561 742 622 908 958

Other Current Assets 5011 5447 3668 5145 5428

Current Assets 33549 36563 35846 41882 40237

Total Assets 114551 131429 148036 167026 175367
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JSW Steel Limited

Cash Flow Analysis
Particulars

FY19 |

FY20 |

FY21

FY22E

FY23E

Financial Ratios

Particulars

FY19 |

FY20 |

FY21 |

FY22E |

FY23E

Profit Before Tax 11168 3013 12015 23174.3 22288 EPS (Rs) 31.1 16.2 32.7 71.2 68.4
Depreciation 4041 4246 4679 5378.2 5758.4 Cash EPS (Rs) 47.8 33.8 52.1 93.5 92.3
Others 3635 5042 2761 3384.1 3198.9 BVPS (Rs) 144 151.4 194 256.7 316.9
Change in working capital -1581 1639 1264 -2530.5 -1830.7 PE (x) 23.5 45.1 22.4 10.3 10.7
Tax expenses -2630 -1155 -1930 -6025.3 -5794.9 P/BV (x) 5.1 4.8 3.8 2.8 2.3
CF from Operating activities 14633 12785 18789 23380.8 23619.7 Mcap/Sales (x) 2.1 2.4 2.2 1.6 1.5
Net Capex -10206 -12810 -9258 -16000 -15000 EV/EBITDA (x) 10.9 18.3 10.7 6.8 6.8
Other investing activities 409 598 -4451 0 0 EBITDAM (%) 22.4 16.2 25.2 28.7 26.5
CF from Investing activities -11448 -19586 -8119 -16000 -15000 EBITM (%) 17.8 111 20.1 24.4 22.1
Proceeds from Eq Cap 0 0 0 0 0 PATM (%) 8.9 5.3 9.9 15.5 14.2
Borrowings / (Repayments) 6881 11647 2009 -4475 -6475 ROCE (%) 22.8 10.2 17.1 26 22.8
Dividends paid -933 -1195 -483 -2058 -1979.3 RONW (%) 24 11 18.9 31.6 23.9
Interest paid -3815 -4520 -4340 -3810.9 -3521.4 Current Ratio (x) 0.8 0.8 0.8 0.8 0.8
CF from Financing activities 1753 5189 -3110 -10400.9 -12031.7 Quick Ratio (x) 0.5 0.5 0.5 0.4 0.4
Net Cash Flow 4938 -1612 7560 -3020.1 -3412 Debt-Equity (x) 1 1.4 1.1 0.8 0.5
Y Pri h Debtor days 26 29 21 18 20
One Year Price Chart Inventory days 58 71 64 56 63
Creditor days 69 85 76 60 65
JSW Steel Ltd
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1, Chintan Patel, MSc Financial Mathematics, author and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. HSL has no material adverse disciplinary history as on the date of publication
of this report. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.

Research Analyst or his relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or more in the subject company at the end of the month immediately
preceding the date of publication of the Research Report. Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does not have any material conflict of interest.

JSW Steel Limited

Disclosure:

Any holding in stock -NO
HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is meant for sole use by the recipient and not for circulation. The information and opinions contained herein have been compiled or arrived at, based upon information obtained in good faith from sources believed to be reliable.
Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. This document is for information
purposes only. Descriptions of any company or companies or their securities mentioned herein are not intended to be complete and this document is not, and should not be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction,
availability or use would be contrary to law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or published in whole or in part, directly or
indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced
by foreign currencies effectively assume currency risk.

It should not be considered to be taken as an offer to sell or a solicitation to buy any security. HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or
other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related
information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds,
changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities
of the companies / organizations described in this report.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assighment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or
merchant banking, brokerage services or other advisory service in a merger or specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither HSL nor Research Analysts have any material conflict of interest at the time of
publication of this report. Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information
presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any compensation/benefits from the subject company or third party in
connection with the Research Report.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Binkle R. Oza Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP: 11092018; IRDA Corporate Agent License No.: CAO062; SEBI Research Analyst Reg. No.: INH000002475; SEBI Investment Adviser Reg. No.: INA000011538; CIN -
U67120MH2000PLC152193

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.
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