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Key Highlights:
 f Hydrogen & Carbon Capture are currently the known technologies to greening steel. Any 

technology involving the mix of the two would increase the steel-making cost by 25%-60%. With 
R&D/capex costs being steep, the ongoing projects (mostly European) are likely to add only 1% 
of steel capacity by CY30.

 f The concept of “carbon pricing” -- levying a charge for each metric ton of carbon dioxide emitted 
by industry -- is well embedded in many countries’ climate and sustainability policies. But the 
EU’s carbon border adjustment mechanism, better known as a carbon border tax, is the first 
time pricing and will apply equally to imports. Thus, the impact will reverberate through global 
value chains and could redefine the competitive balance between nations in many industries. 
It will also provide a renewed impetus for producers around the world to accelerate efforts to 
slash their carbon footprints.

 f China’s top steel producers have fixed peak CO2 emission for CY22-CY25, which is expected 
to peak by CY30. Baowu, HBIS and Ansteel (largest steel producers in China) have set peak 
CO2 emissions during CY22-CY25. While the modalities of achieving these must be seen, any 
meaningful reduction in CO2 emissions would involve costlier capex/raw material and process 
cost.

 f We expect India’s steel utilization to remain high over FY21-FY24E, notwithstanding the capacity 
addition announcements in recent times. Indian producers have planned 32mtpa capacity 
addition over FY21-FY25, which is largely back-ended, and we note that it will just manage to 
keep up with the expected demand. Given the spike in leverage between FY19 to 1HFY21, most 
steel majors deferred their expansion projects and focused on deleveraging. In the long term, 
with challenges around greenfield additions, we believe India is unlikely to see a supply surge 
despite an improvement in balance sheets. 

ESG Analysis: Analyzing JSW Steel (JSTL), Godawari Power & Ispat (GPIL), Steel Authority of India 
(SAIL) and Manganese Ore India Ltd. (MOIL) on 20 key criteria under ESG Matrix, we have assigned 
an overall score of 59% to JSTL, 62% to GPIL, 60% to SAIL and 62% to MOIL respectively. Under 
“Environmental Head”, we have assigned 47%/50%/41%/53% score to JSTL/GPIL/SAIL/MOIL, as 
BOF technology of Steel making is the most polluting route along with mining, which pose a great 
danger to the environment. Under “Social Head”, we have assigned 64%/70%/66%/63% score to 
JSTL/GPIL/SAIL/MOIL. Under “Governance Head”, we have assigned 65%/65%/75%/72% score to 
JSTL/GPIL/SAIL/MOIL (please refer to page no.4 for detailed ESG analysis).

Initiate Coverage with a POSITIVE View
We initiate coverage on the Indian ferrous sector with a positive outlook. We believe that domestic 
steel companies are well-positioned to benefit from the multi-year high spreads due to structural 
advantages. In our view, China is serious on its path to control production, lower exports and 
decarbonize, whereby there will be higher capex/opex. Hence, structurally we see better spreads 
compared to the past cycles. Further, the Indian steel industry’s demand is poised to grow with 
considerable investments expected in the construction, infrastructure, and manufacturing sectors 
in view of the expected economic revival over the next few years. We initiate coverage on 4 
companies and rate JSW Steel (BUY, Target Price Rs808), GPIL (BUY, Target Price Rs551) as  
our top picks in the sector, while remaining positive on SAIL (BUY, Target Price Rs131) and  
MOIL (BUY, Target Price Rs233).

Coverage Summary

Company Rating CMP 

(Rs)

1 Yr TP 

(Rs)

Upside  

(%)

JSW Steel BUY 721  808 12

GPIL BUY  389 551 42

SAIL BUY 103  131 27

MOIL BUY 178 233 31

Price Performance

Mkt. Cap. Absolute Perfromance

Company (Rsbn) 1 M 3 M 12 M

JSW Steel 1,738 20.5 10.8 64.7

GPIL  55 31.8 55.4 118.3

SAIL  425 12.6 (5.2) 42.7

MOIL  36 6.1 (0.9) 30.9

Ferrous Sector
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A Structural Story in the Offing!
 

Key Sectoral Tailwinds:
	Decarbonization/Hydrogen Tech Costs Exorbitantly High
	European Carbon Border Tax – Could this Disrupt Global Trade?
	Policy Changes in China Result in Global Steel Prices Spike
	Domestic steel demand expected to remain robust

Key Financials and Valuation
Company Reco CMP* 1 Yr TP Up/Down Revenue (Rs mn) EBITDA (Rs mn) PAT (Rs mn) EV/EBITDA (x)

(Rs) (Rs) (%) FY21 FY22E FY23E FY24E FY21 FY22E FY23E FY24E FY21 FY22E FY23E FY24E FY21 FY22E FY23E FY24E

JSW Steel BUY 721  808 12  7,98,390  14,30,014  15,91,503  16,09,866  2,01,410  4,18,398  3,62,012  3,28,924  76,848  2,40,196  1,79,071  1,41,497 10.6 4.9 5.6 6.4

GPIL BUY 389  551  42  36,409  50,370  41,420  38,337  10,440  18,748  12,633  10,900  5,628  13,146  8,898  7,716  5.7  2.3  2.7  2.6 

SAIL BUY 103  131  27  6,91,136  10,06,215  9,72,203  9,84,030  1,27,387  2,07,399  1,39,363  1,44,360  40,897  1,12,529  62,385  61,593 6.1 3.6 5.0 4.2

MOIL BUY  178  233  31  11,774  13,714  15,288  16,352  2,868  4,860  5,721  6,144  2,266  3,567  4,085  4,259 8.1 5.0 3.8 3.2

Source: Company, RSec Research; Note: * CMP as on 25 March 2022

Source: CMP as on 25 March 2022



2

Table of Contents 

Content Page No.

 f Investment Decision Matrix (IDM) ...................................................................................................... 3

 f Environmental Social Governance Matrix (ESGM) ............................................................................. 4

 f Key Sectoral Dynamics – At a Glance ............................................................................................... 5

• A structural story in the offing!! .................................................................................................... 5

• Decarbonisation / Hydrogen tech costs exorbitantly high ......................................................... 5

• European Carbon Border Tax – Could this disrupt global trade? ............................................... 6

• Russia-Ukraine Crisis .................................................................................................................... 6

• Supply shortfalls ............................................................................................................................ 7

• China Steel Scenario ..................................................................................................................... 8

• Indian Steel Industry ...................................................................................................................... 11

 f Raw Material Outlook ........................................................................................................................ 15-17

Company Section 18-93

JSW Steel ................................................................................................................................................... 19-36

GPIL ........................................................................................................................................................... 37-57

SAIL ........................................................................................................................................................... 58-76

MOIL .......................................................................................................................................................... 77-93



3

Parameters JSW GPIL SAIL MOIL

Score Risk Score Risk Score Risk Score Risk

Management Quality 8 LOW 6 LOW 5 MEDIUM 5 MEDIUM

Promoter's Holding Pledge 5 MEDIUM 6 LOW 9 LOW 8 LOW

Board of Directors Profile 8 LOW 6 LOW 6 LOW 6 LOW

Industry Growth 7 LOW 8 LOW 7 LOW 7 LOW

Regulatory Environment / Risk 5 MEDIUM 5 MEDIUM 5 MEDIUM 5 MEDIUM

Entry Barriers / Competition 7 LOW 8 LOW 7 LOW 7 LOW

New Business/Client Potential 7 LOW 7 LOW 7 LOW 5 MEDIUM

Business Diversification 6 LOW 6 LOW 5 MEDIUM 5 MEDIUM

Market Share Potential 6 LOW 7 LOW 7 LOW 6 LOW

Margin Expansion Potential 4 HIGH 5 MEDIUM 4 HIGH 6 LOW

Earning Growth 4 HIGH 5 MEDIUM 4 HIGH 6 LOW

Balance Sheet Strength 6 LOW 8 LOW 5 MEDIUM 10 LOW

Debt Profile 6 LOW 8 LOW 7 LOW 10 LOW

FCF Generation 6 LOW 7 LOW 7 LOW 8 LOW

Dividend Policy 8 LOW 5 MEDIUM 6 LOW 8 LOW

Total Score Out of 150 93 97 91 102

Total Score (%) 62% LOW 65% LOW 61% LOW 68% LOW

Investment Decision Matrix (IDM)
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Environmental, Social & Governance Matrix (ESGM)
Parameters JSW GPIL SAIL MOIL

Score Risk Score Risk Score Risk Score Risk

Environment

Climate Change and Carbon Emissions 2 HIGH 3 HIGH 3 HIGH 3 HIGH

Air & Water Pollution 2 HIGH 3 HIGH 3 HIGH 3 HIGH

Biodiversity 7 LOW 6 LOW 6 LOW 3 HIGH

Deforestation 4 HIGH 3 HIGH 5 MEDIUM 6 LOW

Energy Efficiency 6 LOW 6 LOW 5 MEDIUM 7 LOW

Waste Management 5 MEDIUM 6 LOW 5 MEDIUM 7 LOW

Defence / Arms / Ammunition Exposure 7 LOW 8 LOW 5 MEDIUM 8 LOW

Social

Customer Satisfaction 8 LOW 8 LOW 8 LOW 7 LOW

Data Protection & Privacy 6 LOW 7 LOW 7 LOW 7 LOW

Gender & Diversity 5 MEDIUM 7 LOW 5 MEDIUM 5 MEDIUM

Employee Engagement 7 LOW 7 LOW 6 LOW 6 LOW

Community Relations / Service 6 LOW 6 LOW 8 LOW 8 LOW

Human Rights 6 LOW 7 LOW 5 MEDIUM 6 LOW

Labor Standard 7 LOW 7 LOW 7 LOW 5 MEDIUM

Governance

Audit Committee Structure 6 LOW 6 LOW 7 LOW 5 MEDIUM

Bribery & Corruption 6 LOW 6 LOW 6 LOW 7 LOW

Executive Compensation 5 MEDIUM 6 LOW 7 LOW 7 LOW

Lobbying 8 LOW 7 LOW 9 LOW 9 LOW

Political Contribution 6 LOW 7 LOW 8 LOW 8 LOW

Whistleblower Schemes 8 LOW 7 LOW 8 LOW 7 LOW

Total Score Out of 200 117 123 120 124

Total Score (%) 59% LOW 62% LOW 60% LOW 62% LOW
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1. A Structural Story in the Offing!

We initiate coverage on the Indian ferrous sector with a positive outlook. We believe 
that domestic steel companies are well-positioned to benefit from the multi-year high 
spreads due to structural advantages. In our view, China is serious on its path to control 
production, lower exports and decarbonize, whereby there will be higher capex/opex. 
Hence, structurally we see better spreads compared to the past cycles. Further, the Indian 
steel industry’s demand is poised to grow with considerable investments expected in the 
construction, infrastructure, and manufacturing sectors in view of the expected economic 
revival over the next few years. 

Indian steel companies operate at the lower end of the global cost curve due to lower 
labour and iron ore costs compared to other countries (even for non-integrated players). 
This along with better export opportunities auger well for domestic steel players, as the 
introduction of climate-friendly policies in India is expected to lag by at least 7-10 years 
compared to most countries. On the debt front, at FY20-end, Indian steel companies 
reported a high net debt-to-EBITDA ratio of 5.8x. However, steel companies since then 
have seen a sharp deleveraging in FY21, with the net debt-to-EBITDA ratio at 2.3x. We 
estimate the industry ratio to drop further to 0.9x in FY22E and to 0.7x in FY23E. This is 
largely due to industry profitability, which is expected to stay higher than the FY10-FY20 
average due to structural changes in China and a shift towards lower emissions globally.

II. Decarbonization/Hydrogen Tech Costs Exorbitantly High

Hydrogen & Carbon Capture are currently the known technologies to greening steel. Any 
technology involving the mix of the two would increase the steel-making cost by 25%-60%. 
With R&D/capex costs being steep, the ongoing projects (mostly European) are likely to 
add only 1% of steel capacity by CY30 (~20MT) – these are largely directed towards DRI 
(direct reduced iron), which is not a preferred mode versus the cost-efficient BF/BOF model 
(blast furnace/basic oxygen furnace) adopted in Asia. Current hydrogen costs are ~3-5x of 
coal and it needs substantial investments and scale to cut costs by half, which is possible 
only with policy support -- most likely in the form of carbon tax, which is prevalent to some 
extent in EU. China recently commenced the ETS (emission trading system), which is an 
intensity-based trading system for carbon dioxide emissions by China. This (ETS) creates 
a carbon market where emitters can buy and sell emission credits. From this scheme, 
China can limit emissions, but allow economic freedom for emitters to reduce emissions 
or purchase emission allowances from other emitters. China is the largest emitter of 
greenhouse gases (GHG), and many major Chinese cities have severe air pollution. Though 
it may not change the cost of conventional steel immediately, we see a gradual tightening 
and cost of emission leading the change in the medium-term. Green steel investments/
compliance costs are high and we expect profitability to be a step higher compared to past 
trends to enable this transition.

We believe this trend is expected to translate into higher regionalization in the steel market, 
which could provide better pricing power to steel producers, especially in countries like 
India, which does not have an immediate priority for de-carbonization. Notably, natural 
exporters such as China, Japan and South Korea have lowered exports in recent times due 
to their de-carbonization initiatives.  

Key Sectoral Dynamics – At a Glance
I. A structural story in the offing!!

II. Decarbonisation / Hydrogen tech costs exorbitantly high

III. European Carbon Border Tax – Could this disrupt global trade?

IV. Russia-Ukraine Crisis

VI. Supply shortfalls

VI. China Steel Scenario

VII.  Indian Steel Industry
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III. European Carbon Border Tax – Could this Disrupt Global Trade?

The concept of “carbon pricing” -- levying a charge for each metric ton of carbon dioxide 
emitted by industry -- is well embedded in many countries’ climate and sustainability 
policies. But the EU’s carbon border adjustment mechanism, better known as a carbon 
border tax, is the first time pricing and will apply equally to imports. Thus, the impact 
will reverberate through global value chains and could redefine the competitive balance 
between nations in many industries. It will also provide a renewed impetus for producers 
around the world to accelerate efforts to slash their carbon footprints. 

When the tax is fully implemented in CY26, the biggest initial impact will be on the cost of 
high-carbon inputs like steel, cement, aluminium, chemicals, and electricity; EU importers 
and non-EU producers of these inputs will be required to pay an estimated €75 per metric 
ton of CO2 emissions. This could increase the cost of materials made by more carbon-
intensive producers such as China, Russia and India by 15% to 30% overnight. And the 
effect will increase during subsequent years: the tax rate is projected to approach €100 
per metric ton by CY30, and more products are likely to fall within its scope at that point.

We believe that the carbon tax could have serious ramifications on steel and downstream 
products trade, especially for China, which is a global exporter, with a CO2 emission 
of 2tns/tcs versus 1-1.5tns/tcs for EU/US. Studies suggest, on a scaled basis, if US/EU 
have a carbon footprint of 1.0x/0.9x, China and India are at 3.2x/3.8x. Further, the US 
Senate Democrats have also released a draft legislation to implement a “carbon border 
adjustment” (CBA) to a subset of goods imported into their respective markets.

However, due to the recent Russia-Ukraine crisis, there has been some relaxation in 
this norm and since other countries might not be able to fulfil the quotas due to supply 
constraints, India’s steel exports to EU could increase going forward, thus benefiting the 
domestic players. Steel imports from Belarus and Russia will drop significantly during the 
three-month transition period, following the export ban, and will cease fully thereafter by 
May’22. Maintaining the country-specific quotas for Russia and Belarus would have quickly 
resulted in a significant supply shortage of certain products for the EU steel-using industry. 
Hence, in product categories where Russia or Belarus had a country-specific quota, EU is 
redistributing those volumes to other exporting countries based on their share of imports 
in the category concerned in CY21. Developing countries like Turkey and India are expected 
to get an additional quota under this scheme over and above their existing quotas. EU 
imported ~13mn tonnes of steel in CY21, with Russia and Belarus together accounting for 
~25% of this quantity. Further, an import quota would not be specifically assigned to Russia 
and Belarus, going forward.

IV. Russia-Ukraine Crisis

Russia and Ukraine lead in the global production of metals such as aluminium, nickel, 
copper, and iron ore. Non-availability of Russian as well as Ukrainian supplies could 
cause high prices along with volatility. Ukraine is a vital source of rare metals (iron ore, 
manganese, titanium, gallium, kaolin, zirconium, and germanium) to Europe and the 
rest of the world. As other sources of these rare metals are geographically distant such 
as China, Japan, and South America, Ukraine has been a primary source for European 
industries. Sanctions on Russia have already increased the price of these metals. 

Russia currently accounts for ~20% of thermal coal exports and ~12% of global steel trade 
(excluding intra-regional trade). We believe sanctions on Russia will impact the prices 
of steel, thermal coal, and PCI coal positively. In addition, it will lead to cost escalations 
because of alternate sourcing, delays in establishing new sources, delays in payments 
and consequent deferrals in shipment releases among others.

Steel Prices to Witness Sharpest Uptick in Europe

The global steel trade stood at ~235mn tonnes in CY20, of which Russia exported ~29mn 
tonnes. Out of this 29mn tonnes, Russia delivered ~9mn tonnes to Europe. Post sanctions 
on Russia, we expect a steel shortage in Europe to emerge that should result in escalation 
of prices until alternate sourcing is arranged. This will take time given the quota system 
on steel imports in Europe. Arcelor Mittal has already announced a EUR180/tonne hike in 
steel prices after sanctions on Russia. We also expect the demand for semi-finished steel 
to improve sharply in the near term that will push export prices for both billets and slabs, 
and ultimately impact domestic steel prices positively. 
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Exhibit 1: Steel Exports (mn tonnes)

Source:WSA, Bloomberg, RSec Reserch

Rising thermal coal prices, coupled with intermittent ban on coal exports from Indonesia 
will exert pressure on South African coal (that can be supplied to both Asian as well as 
European markets). This will push the energy costs higher for all steel companies as the rally 
in international coal prices will increase e-auction prices. Further, the Indian government 
recently approved the implementation of a single auction mechanism for all participants, 
thus doing away with 5 auctions. This implies that all the interested parties can participate 
in the coal auction of their choice and aid in a more transparent price discovery, which will 
eventually increase the cost for steel producers. Russia is also the second-largest supplier 
of pulverized coal injection (PCI) coal after Australia. Sanctions on Russia will impact 
this market and lead to a significant increase in PCI coal prices. Post announcement of 
sanctions, PCI coal prices jumped by US$20/tonne and could increase further in the near 
term. While an increase in both thermal and metallurgical coal prices will dent margins of 
steel companies on a net basis, the companies will still benefit in an inflationary commodity 
price environment.

While it is not possible for us to guess when the Russia-Ukraine crisis will end, we believe 
that commodity prices could remain firm for a longer than expected period. Also, sanctions 
on Russia will lead to a disruption in the supply chain for several commodities and it may 
take several months to reinstate the entire supply chain. Hence, prices are likely to remain 
elevated until this is achieved.  

VI. Supply Shortfalls

China’s top steel producers have fixed peak CO2 emission for CY22-CY25, which is 
expected to peak by CY30. Baowu, HBIS and Ansteel (largest steel producers in China) 
have set peak CO2 emissions during CY22-CY25. While the modalities of achieving these 
must be seen, any meaningful reduction in CO2 emissions would involve costlier capex/
raw material and process cost.

Metal scrap, iron ore lumps and pellets have low CO2 emission. Scrap is likely to be in 
high demand for EAF/BOF and the EXIM trade is only 100mn tonnes. Europe, the largest 
supplier (~25%), has proposed to limit exports, while China has just started imports after a 
two-year ban. Potential supply-demand mismatch could lead to sustained high prices and 
structurally increase the cost for large EAF-based exporters with high scrap charge in BOF. 
China’s iron ore imports have been on an uptrend, while production has been declining 
over the past decade, despite a sustained production increase over the same period. 
This coupled with demand/supply mismatch and crackdown on sintering in China (higher 
emissions) have led to a significant increase in demand for Iumps and pellets. If global 
CY22 steel demand remains >4%, the incremental production from Vale (world’s largest 
producer of iron ore, pellets, and nickel) may not meet the required demand. Hence, we 
believe the market will continue to remain tight for iron ore. This is positive for Indian players 
like GPIL and SAIL that have access to low-cost captive iron ore.
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Exhibit 2: China Iron ore production Exhibit 3: China Iron ore imports

Source: Bloomberg, RSec Research Source: Bloomberg, RSec Research
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VII. China Steel Scenario

Policy Changes in China Result in Global Steel Prices Spike

China’s commitment on decarbonization is expected to continue, which will promote 
supply-side reforms in the steel sector through restrictions. Removal of 13% export rebate 
has structurally elevated global steel prices and it is unlikely to reverse. Further, reports 
on a possible imposition of steel export duty in China continue to do the rounds, and in 
our view is a key upside risk for global steel prices and steel stocks. However, in the short 
term, rising inflation has become a worry for the Chinese government, and the recent 
warnings against speculation are just short-term policy adjustments. Strict supply controls 
have capped the steel capacity in China and with limited capacity addition elsewhere, it 
would keep global utilization on an uptrend over the next 3-4 years.

Post a record steel production in 1HCY21, Nov’21 marked the sixth straight month of 
lower output. China’s crude steel production reached a peak of 99.5MT in May’21, and 
sequentially declined every month thereafter to reach 69.3MT in Nov’21. However, Dec’21 
saw some uptick in production, nonetheless it fell 5.5% YoY. 

The drop in output from May ’21 reflects a significant broadening of emission-related 
production curbs (country’s effort to reach net zero carbon emission by CY60 and a peak 
by CY25) by the Chinese government in 2HCY21. China Metallurgical Industry Planning and 
Research Institute (MIPRI) expects steel production to decline further by 2.2% to 1,017MT in 
CY22, with strict production cuts during 1QCY22. 

Exhibit 4: China Monthly Crude steel production

Source: WSA, Bloomberg, RSec Research
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Exhibit 5: World Crude Steel Production

Source: WSA, Bloomberg, RSec Research
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China’s Steel Production Clocked 10.4% CAGR over CY2000-CY2021

During CY2000-CY2021, China’s steel production saw a 10.4% CAGR, resulting in it 
accounting for ~82% of the world’s production growth over the same period. However, in 
the period of CY00-CY20, China accounted for ~91% of the global production growth as 
there was a clear slowdown globally as well as in China’s steel production/consumption 
post CY13, with both China and the world steel production declining in CY15. China 
witnessed ~100-150mn tonnes of capacity closures in CY15-CY16, though they were mainly 
unaccounted capacities. Hence, the production decline in China was not material despite 
the capacity closures. The country’s crude steel production increased from 805mn tonnes 
in CY16 to 1,054mn tonnes in CY20.

Exhibit 6: China Crude Steel Production 

Source: WSA, Bloomberg, RSec Research

129 152 182
222

283
353

419
489 512

577
625

684 716

801 817 794 805
864

923
996

1,0541,033

0

200

400

600

800

1,000

1,200

CY
00

CY
01

CY
02

CY
03

CY
04

CY
05

CY
06

CY
07

CY
08

CY
09

CY
10

CY
11

CY
12

CY
13

CY
14

CY
15

CY
16

CY
17

CY
18

CY
19

CY
20

CY
21

(m
n 

to
nn

es
)



10

Exhibit 7: Ex-China World Steel Production 

Source: WSA, Bloomberg, RSec Research

Exhibit 8: China Steel Exports 

Source: Bloomberg, RSec Research

The world steel production, ex-China, reported a mere 1% CAGR during CY00-CY21, which 
clearly implies the production -- up from 849mn tonnes in CY00 to 1,912mn tonnes in CY21 
-- was mainly driven by China. The entire growth has almost been driven by the developing 
economies in Asia, while the output in developed economies has never returned to the 
pre-Global Financial Crisis levels due to shrinking demand (partly due to relocation of local 
manufacturing to China) and rising steel imports.

China Discourages Steel Exports by Removing Export Rebates from May’21

China’s steel exports are at similar levels seen during CY17-CY19. Exports in the past few 
months have also been muted amid market chatter on export duty on China steel, which is 
keeping buyers away from the Chinese market. China export prices are still at a premium 
to domestic prices due to the removal of export rebate from May’21.

720 699 722 
748 

789 791 
828 

857 
831 

662 

770 
807 794 777 

819 
794 800 

840 
866 848 

816

879 

 -

 100

 200

 300

 400

 500

 600

 700

 800

 900

 1,000

CY
00

CY
01

CY
02

CY
03

CY
04

CY
05

CY
06

CY
07

CY
08

CY
09

CY
10

CY
11

CY
12

CY
13

CY
14

CY
15

CY
16

CY
17

CY
18

CY
19

CY
20

CY
21

(m
n 

to
nn

es
)

43
49

56
62

94

113 109

75
69

64

54

67

0

20

40

60

80

100

120

CY10 CY11 CY12 CY13 CY14 CY15 CY16 CY17 CY18 CY19 CY20 CY21

(m
n 

to
nn

es
)

China’s steel inventory remains at the lower end, in line with seasonality, despite muted 
demand in the past 6 months. This is the first instance without any inventory built-up or 
higher exports from China, despite a muted demand, which leads to lower steel prices 
globally.
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China export FOB and Japan (FTA) export prices have also corrected after surging in mid-
CY21. The slowness in China property sector and sluggish auto demand have weighed on 
steel demand in China, which has driven prices down. However, China’s production also 
came down in CY21 in response to the lower demand and environmental curbs. Thus, 
prices have not collapsed and Chinese exports have not flooded the international markets. 

VII. Indian Steel Industry

Domestic steel demand in Jan’22 was the highest since the beginning of FY22 at 10.09mn 
tonnes. We note that demand in Jan’21 was driven by a sharp pent-up demand, while the 
current demand situation reflects largely a structural demand. Domestic demand till Jan’22 
was up 11.7% in the current fiscal. In 3QFY22, demand weakened due to the Omicron 
variant of Covid. However, we have seen a sharp uptick in steel consumption since the 
middle of Jan’22 as normalcy has returned.

We expect India’s steel utilization to remain high over FY21-FY24E, notwithstanding the 
capacity addition announcements in recent times. Indian producers have planned 32mtpa 
capacity addition over FY21-FY25, which is largely back-ended, and we note that it will just 
manage to keep up with the expected demand. Given the spike in leverage between FY19 to 
1HFY21, most steel majors deferred their expansion projects and focused on deleveraging. 
In the long term, with challenges around greenfield additions, we believe India is unlikely 
to see a supply surge despite an improvement in balance sheets.

Exhibit 9: China HRC inventory

Source: Bloomberg, RSec Research

Exhibit 10: China HRC Export price 

Source: Bloomberg, RSec Research
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Exhibit 11: Domestic Steel Capacity Addition

Source: Company, RSec Research
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We believe the Indian steel companies are in a sweet spot within the global metals sector. 
While the government/ministry of steel, through various schemes and regulations, is 
facilitating the reduction in energy consumption and emission of environment pollution 
from steel plants, the target to reach net zero is expected to be much further, compared to 
most developed countries and even China. Indian steel companies are expected to benefit 
from not just strong domestic growth but also from opportunities for higher exports to 
Southeast Asia, as other exporters like China, Japan and South Korea are limiting exports. 
Indian steel companies have an advantage as they operate at the low end of the cost 
curve due to the lower labor and iron ore costs

Greenfield Capacity Additions Remain a Challenge

Greenfield capacity additions have been quite challenging in India. Difficulty in acquiring 
a large area of land in a timely manner and getting regulatory approvals (forest and 
environment) have been the key reasons behind delays and unsuccessful attempts for 
greenfield plants. In the past 15 years, only 2 greenfield steel plants have come up in 
India – (1) Tata Steel’s Kalinganagar steel plant and (2) Jindal Steel and Power’s Angul steel 
plant. Global majors like Arcelor Mittal and Posco unsuccessfully toiled for many years 
and eventually abandoned their plans to organically enter the country. Out of the total 
60mtpa capacity addition in the past 15 years through integrated steel plants, only 13% 
of the total capacity addition has come through the greenfield route, while the remaining 
capacity addition has come through the brownfield route. We estimate India’s crude steel 
production to increase at 8% CAGR over FY21-FY24E, compared to a mere 2.3% CAGR over 
FY16-FY21, while demand is slated to clock a CAGR of 7% over FY21-FY24E, compared to 
2.4% CAGR over FY16-FY21.

Exhibit 12: Domestic steel production and consumption

(mn tonnes) FY16 FY17 FY18 FY19 FY20 FY21 FY22E FY23E FY24E

Capacity 122.0 128.3 138.0 142.2 142.2 142.2 148.2 154.2 159.5

Crude Steel Production 89.8 97.9 103.1 110.9 109.1 103.2 121.0 125.0 134.0

Utilisation (%) 73.6 76.3 74.7 78.0 76.7 72.6 81.6 81.1 84.0

Finished Steel Production 75.2 86.5 94.5 101.3 102.6 95.5 112.0 117.0 125.0

Growth (%) 15.0 9.2 7.2 1.3 (6.9) 17.3 4.5 6.8

Add:- Imports 11.7 7.2 7.5 7.8 6.8 4.7 4.2 3.0 3.0

Less:- Exports 4.1 8.2 9.6 6.4 8.4 10.8 12.8 9.0 9.5

Stock Adjustment 1.3 1.4 1.6 4.1 0.6 (4.7) - - -

Total Consumption 81.5 84.1 90.8 98.6 100.4 94.1 103.4 111.0 118.5

Growth (%) 3.2 8.0 8.6 1.8 (6.3) 9.9 7.4 6.8

Source: ISA, Company, RSec Research
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Exhibit 13: India Crude Steel Production Exhibit 14: Domestic Steel Demand 

Source: JPC India, RSec Research Source: JPC India, RSec Research
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Industry Consolidation Underway

Steel-making is a complex process given multiple processing stages, land area 
requirement, capital intensity and project’s gestation period. Not all corporate groups that 
entered in early 2000s have survived the down-cycles of the business. In the past 5 years, 
through the Insolvency and Bankruptcy Code, 2016 (IBC), 4 companies with integrated steel 
plants and multiple other standalone companies in the steel supply chain have changed 
hands. We note that the market share of top 5 producers increased to 60% in FY21 and is 
set to increase to 66% by FY25E, from 47% in FY16.

Exhibit 15: Market share of top 5 players in India

Source: JPC India, RSec Research
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Government Policies Not Likely to Turn Unfavourable

Steel prices in India are currently trading at ~60% premium over CY11-CY20 average 
prices and have doubled from Jan’20 levels, in line with global steel prices. However, the 
demand environment remains fragile (slated to clock a CAGR of 7% over FY21-FY24E) after 
the second Covid-19 wave and few consumer categories are not able to fully pass on the 
cost inflation. This has given rise to a risk of adverse government policy action to reduce 
domestic steel prices. The government can either cut the import duty and/or impose an 
export duty on steel. A reduction in import duty (currently at 7.5%) is unlikely to have any 
meaningful impact, as majority of the steel imports to India comes from FTA countries 
(Japan and South Korea) that have no import duty. Further, we do not see a case for an 
export tax as it would be a punitive action by the government and can backfire as the 
government needs to encourage more risk-capital into the sector, given the high utilization.

Imports From China Not a Threat Currently Despite Landed Prices Being at Par

During the recent volatility in raw materials and steel prices in Asia, Indian steel prices 
traded at par or marginal premium to China/Japan landed prices. However, talks on an 
export tax levy by China on its steel exports have kept buyers at bay as China’s steel 
players have highlighted that any tax incidence would be borne by the buyer. Uncertainty 
on the tax element would restrict imports of Chinese steel to India in the near term.
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Exhibit 16: HRC Price 

Source: Bloomberg, RSec Research
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Steel Prices off Recent Highs but still Buoyant

Domestic HRC prices have corrected by 11% from the peak in mid Nov’21 against the current 
spot price of Rs65,500/tonne. However, prices are still high in absolute terms against the 
prior decade highs. 

Exhibit 17: India Domestic HRC Prices Exhibit 18: India Domestic CRC Price

Source: Bloomberg, RSec Research Source: Bloomberg, RSec Research

We expect steel margins of domestic companies to be under pressure in 4QFY22 and 
1QFY23 led by higher coal prices. However, margins should remain stable post that in the 
subsequent quarters as coking coal prices are expected to ease. 
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Raw Material Outlook
Coking Coal Could Play Spoil Sport

Metallurgical coal prices have held at historic highs for several months, as supply shortages 
have met strong Chinese demand and rebounding global industrial production. As per the 
Australian Government’s Office of Chief Economist, premium hard coking coal (HCC) prices 
are forecast to ease from an average US$227/t in CY21 to a still high of US$183/t by CY23. 
However, we believe that a correction in prices could take longer than expected due to the 
geopolitical tension. 

HCC FOB Australia contracted prices are currently trading at their peak of US$374/tonne 
at the end of CY21, while current spot prices are trading at US$390/tonne, after hitting 
a high of US$441/tonne at the end of Jan’22. Hence, 4QFY22 coking coal average price 
is expected to be higher than 3QFY22 prices. Also, considering the current geopolitical 
tensions coupled with floods in Australia, we expect HCC prices to stay at elevated levels 
at least in the near term. The Queensland port of Brisbane has been closed because of 
flooding, and ships have been ordered off anchorage at the New South Wales (NSW) 
ports of Newcastle and Port Kembla due to heavy rain and storms along the east coast 
of Australia. All vessel movements have been halted at Brisbane after large parts of the 
city were flooded on 28th Feb. The heavy rain has largely fallen in Southeast Queensland, 
including sections of the West Morton rail line, which connects the China-owned firm 
Yancoal's Yarrabee and Cameby Downs mines to the port of Brisbane.

Exhibit 19: HCC - FOB Australia Contract Price

Source: Bloomberg

Newcastle shipped 13.98mn t of coal in Jan’22. Australia is the world’s largest exporter 
of coking coal and for India too, coking coal imports from Australia account for >60% of 
the total requirement. Premium HCC prices have remained firm over the past year and 
spot prices recently touched a high of US$455/tonne, compared to the 3QFY22 average 
of ~US$360/tonne. Yancoal is the third-largest producer of coking coal after Glencore 
and BHP. The Yarrabee coal mine, which is located in the Bowen Basin, has coal reserves 
amounting to 181mn t of PCI (pulverised coal for injection in blast furnace) grade coal, with 
an annual production capacity of ~3.2mn tonnes. PCI grade coal is primarily used in steel-
making, and all steel companies use a blend of coals with PCI coal accounting for ~15% of 
the total requirement.

This is a negative for all Indian steel makers as the past floods in Australia resulted in 
an upward movement in prices of both coking coal and PCI grade coal, and producers 
declare force majeure and it takes almost 3-6 weeks for normalcy to return.  
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Exhibit 20: APAC - HCC Australia Spot Prices

Source: Bloomberg

Exhibit 21: Coking Coal Futures

Source: Bloomberg, RSec Research
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Global Iron Ore Markets to Remain Tight

Global iron ore markets are expected to remain tight, with a slow growth expected in both 
supply and demand over the next few years. The market structure is not expected to alter 
significantly, with Australia’s market share set to hold up. A recovery in Brazilian supply is 
likely in the short term, but numerous high-cost mines in Brazil and China are also expected 
to face closure or depletion over the next decade.

However, recently in line with the fall in steel demand, iron ore prices also fell from the peak 
of US$258/tonne in May’21 to the current spot prices of US$170/tonne.

Exhibit 22: SGX 65% Fe Iron Ore Exhibit 23: China Domestic Iron Ore Price

Source: Bloomberg Source: Bloomberg

Exhibit 24: India Iron Ore Fines 63.5% Export Prices 

Source: Bloomberg, RSec Research
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Share price (%) 1 mth 3 mth 12 mth

Absolute performance 20.5 10.8 64.7

Relative to Nifty 17.5 9.9 44.9

Shareholding Pattern (%) Dec-21 Sep-21

Promoter 44.7 44.1

Public 55.3 55.9

Scenario 
Analysis

Bear 

Case

Base 

Case

Bull 

Case

Steel sales Vol.  
(mn tonnes)

19.6       21.0 22.5

Steel Blended 
Realis. (Rs/tonne)

62,866   66,174 69,483 

EBITDA (Rs mn) 1,96,263 2,56,419 3,06,874 

EBITDA/tonne (Rs) 10,013    12,184 13,639 

Multiple assigned  
EV/EBITDA (x)

        6.0 6.5 7.0

Target Price 576         808 932

Upside (%) (21.1) 12.1 29.3

CMP 721 721 721

1 Year Stock Price Performance

Note: * CMP as on 25 March 2022

The Steel Behemoth; Cost Efficiency Leads to Superior EBITDA Margin

 f JSW Steel (JSTL) is India’s largest and most efficient steel company, and it is in the 
driver’s seat to capture the growing domestic steel demand amid expectation of a 
deficit, due to the slow capacity expansion by other steel players. We believe JSTL is 
adding volumes at the right time.

 f The company recently commissioned its 5MTPA Dolvi brownfield project, which has 
the largest blast furnace in India, thus reducing its conversion costs. This along with 
other initiatives like the pellet plant, coke oven battery, waste heat recovery captive 
power plants and pipe conveyor for iron ore would help the company to improve 
margins.

 f JSTL’s overseas subsidiaries continue to show better performance backed by the 
higher realization. Ohio plant reported a revenue of US$521mn and EBITDA of 
US$109mn in 9MFY22, while the plate and pipe mill reported a revenue of US$316mn 
and EBITDA of US$51mn in 9MFY22. Going forward, expecting steel prices to remain 
firm, we believe the company’s performance will be largely stable.

 f Despite JSTL’s continuous capacity expansion over the past decade and more 
brownfield expansions planned, we expect the balance sheet deleveraging will 
continue as strong cash flows will be able to sustain future growth capex. Net debt is 
expected to reduce from 1.02x in 9MFY22 to 0.4x by FY24E.

ESG Analysis: Analyzing JSW Steel on 20 key criteria (10 points each) under ESG Matrix, we 
have assigned an overall score of 59% to the company. Under “Environmental Head”, we 
have assigned 47% score, as BOF technology of steel making is the most polluting route. Under 
“Social Head”, we have assigned 64% score considering its data policy and employee and 
labour engagement, while under “Governance Head”, we have assigned 65% score, based 
on its overall governance structure (please refer to page no 23-24 for detailed ESG analysis). 

Outlook & Valuation
JSTL has been India’s fastest-growing steel company for over a decade. We believe it is well 
positioned to capture a higher market share going forward, amid India’s growing steel deficit, 
due to the company’s timely capacity expansion. Further, a higher share of downstream 
capacity (slated to double to 10MTPA) coupled with various cost-saving projects like pellet 
plant, coke oven, conveyor belt and captive mines augur well for the average EBITDA/tonne to 
move to a higher growth trajectory, compared to the last decade. Also, we believe its balance 
sheet deleveraging will continue, with net debt-to-equity slated to reduce to 0.4x by FY24E, 
backed by expected strong cash flows. At CMP, the stock trades at 5.6x FY23E and 6.3x FY24E 
EV/EBITDA.  We initiate coverage on JSTL with a BUY rating and a 1-year Target Price of 
Rs808, based on 6.5x FY24E EV/EBITDA.

JSW Steel
Metal | India

Institutional Equity Research

Initiating Coverage  | March 28, 2022

BUY
1 Year Target Price: Rs808

CMP* (Rs) 721

Upside/ (Downside) (%) 12

Bloomberg Ticker JSTL IN

Market Cap. (Rs bn) 1,738

Free Float (%) 55

Shares O/S (mn) 2,410

 

Key Triggers:

	 Volume growth to continue post 5MTPA Dolvi expansion; to increase market share
	Margins expected to remain firm backed by cost savings and downstream projects
	Overseas subsidiaries continue to improve backed by strong realization
	Debt-equity ratio to remain at comfortable levels backed by strong cash flows

Research Analyst: 
Kunal Motishaw

 Contact: (022) 4303 4628 / 9820421206  
Email: Kunal.Motishaw@relianceada.com

Key Financial (Consolidated)
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E
Sales  7,33,260  7,98,390  14,30,014  15,91,503  16,09,866 

EBITDA  1,18,730  2,01,410  4,18,398  3,62,012  3,28,924 

EBITDA (%)  (37.4)  69.6  107.7  (13.5)  (9.1)

Adj. Net Profit  36,970  76,848  2,40,196  1,79,071  1,41,497 

EPS (Rs)  15  32  100  74  59 

P/E (x) 46.8 22.5 7.2 9.7 12.2

EV/EBITDA (x) 18.7 10.5 4.8 5.6 6.3

Source: Company, RSec Research
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Our Thesis

Key Risks

Key Sectoral Theme

Key Investment Theme

 f Largest domestic-focused player with capacity addition at 10% CAGR during FY11-FY22E, with current 
expansion plans to increase the market share further - JSTL has been the fastest-growing company in the 
Indian steel sector with capacity and volume growth of 10.3%/9.5% CAGR over the past 11 years. We believe 
the company is well placed to grow at a much faster pace over the next 4-5 years, with a potential to cross 
30MTPA capacity by FY25E.

 f EBITDA/Tonne Expected to Contract, but Remain Significantly Higher than Last Decade’s Average - JSTL 
has the lowest conversion cost within India and scores very high compared to global peers as well. Over 
the past decade, on a standalone basis, JSTL has delivered an average EBITDA of Rs8,300/tonne. Going 
forward, we expect the company’s margins to be substantially higher than the historical averages.

 f Lower-than-estimated steel realization – We have factored blended realizations of Rs73,100/Rs70,949/
Rs66,174 for FY22E/FY23E/FY24E, respectively.

 f Higher-than-estimated input costs thus affecting profitability – We have factored  EBITDA/tonne of Rs20,181/
Rs14,944/Rs12,184 for FY22E/FY23E/FY24E, respectively.

JSW STEEL (Rs798bn - FY21) (Consolidated)

Key Product Segment Standalone Others

Revenue (Rs mn FY21)  7,07,270  91,120 

Revenue Mix (%) 89 11

CAGR (FY16-FY20) (%) 15 18

CAGR (FY21-FY24E) (%) 26 35

 f We believe that domestic steel companies are well-positioned to benefit from multi-year high spreads 
due to structural advantages. We are of the opinion that China is serious on its path to controlling 
production, lowering exports and decarbonisation, which means that there will be higher capex / opex 
and hence, structurally we see better spreads as compared to past cycles. Further, the Indian steel industry 
demand is poised to grow with considerable investments expected in the construction, infrastructure, and 
manufacturing sectors in view of the expected economic revival over the next few years.
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Scenario Analysis
(Standalone, FY24E) Bear Case Base Case Bull Case
Steel sales Volume (mn tonnes) 19.6             21.0 22.5

Steel Blended Realisation (Rs/tonne)         62,866         66,174         69,483 

EBITDA (Rs mn)       1,96,263       2,56,419       3,06,874 

EBITDA/tonne (Rs)         10,013         12,184         13,639 

Multiple assigned EV/EBITDA (x)               6.0 6.5 7.0

Target Price (Rs) 576              808 932
Upside (%) (21.1) 12.1 29.3
CMP (Rs) 721 721 721
Source: RSec Research

Bear Case Scenario – In Bear Case scenario, we expect JSW Steel’s volume to grow only 
marginally on a YoY basis from 19.4mn tonnes in FY23E to 19.6mn tonnes in FY24E, while 
realisation to fall from Rs70,949/tonne in FY23E to Rs62,866/tonne in FY24E. This will result 
in EBITDA contracting, and net debt to go up. Assigning a lower 6x EV/EBITDA multiple, we 
arrive at a Target Price of Rs576.

Base Case Scenario: In Base Case scenario, we expect JSW steel’s revenue to clock a 
healthy 25% CAGR over FY21-FY24E (assuming steady increase in volumes and firm 
realisation), resulting in EBITDA margins at 18.5% in FY24E. Assigning a median 6.5x EV/
EBITDA multiple, we arrive at a Target Price of Rs808.We expect spreads to contract owing 
to higher input costs, mainly coking coal.

Bull Case Scenario: In Bull Case scenario, we expect JSW Steel’s volume to grow 15.7% 
YoY from 19.4mn tonnes in FY23E to 22.5mn tonnes in FY24E, while realisation to decrease 
only marginally from Rs70,949/tonne in FY23E to Rs69,483/tonne in FY24E. This will result 
in EBITDA increasing and net debt to go down. Assigning a higher 7x EV/EBITDA multiple, 
we arrive at a Target Price of Rs932.
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Key Criteria Score Risk Comments

Management Quality 8 LOW JSTL is India's fastest, largest and most efficient steel company, with an experienced and stable management team

Promoter's Holding Pledge 5 MEDIUM Overall promoter holding stood at 44% at 2QFY22-end, with 13.8% stake as pledged

Board of Directors Profile 8 LOW
JSTL's board of directors comprises of 12 directors, of which 8 are non-executive, including 2 women directors and 2 nominee directors. The number 
of independent directors is 6, which is one half of the total number of directors. Overall, the board comprises of global leaders

Industry Growth 7 LOW Domestic steel industry is slated to grow at a fast pace over the next few years

Regulatory Environment/Risk 5 MEDIUM Steel manufacturing is highly polluting, with iron ore mining too adding to environmental imbalance

Entry Barriers/Competition 7 LOW
Steel manufacturing is capex intensive with the advantage only if backward integration exists. Over the past few years, there has not been any 
significant capacity addition. Barring the few players, no new entrants have come in 

New Business/Client Potential 7 LOW
The company has been at the forefront of innovation in value-added steel across sectors like automotive, home appliances, solar panel structure etc. 
In 2QFY22 alone, the company got approvals for 25 grades/products from OEMs 

Business Diversification 6 LOW JSTL has made investments in other group companies like JSW Paints, but it does not plan to diversify from its core business of steel-making

Market Share Potential 6 LOW With the recent 5MTPA expansion in Dolvi, JSTL's market share is expected to rise

Margin Expansion Potential 4 HIGH EBITDA margin to contract going ahead as steel prices are expected to taper

Earnings Growth 4 HIGH PAT to witness a decline post FY22 due to an expected fall in steel prices

Balance Sheet Strength 6 LOW Balance sheet deleveraging will continue as strong cash flows will be able to sustain future growth capex 

Debt Profile 6 LOW Net debt is expected to reduce from 0.92x in 1HFY22 to 0.4x by FY24E

FCF Generation 6 LOW FCF generation is expected to remain strong as volumes are expected to increase with stable operating performance

Dividend Policy 8 LOW The company has a dividend distribution policy in place and has paid regular dividends over the past many years

 

Total Score Out of 150 93  

Average Score (%) 62% LOW  

Investment Decision Matrix (IDM) 
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Key Criteria Score Risk Comments

Environmental
Climate Change & Carbon Emissions 2 HIGH BOF technology of steel-making is the most polluting route

Air & Water Pollution 2 HIGH For every tonne of steel produced through the BOF route, it emits ~2.48 tonnes of CO2

Biodiversity 7 LOW
With CY2030 target to achieve no net loss to biodiversity, the company continuously looks for opportunities to enhance the biodiversity by deploying techniques of 
Miyawaki plantations, mangrove plantations and others of high carbon sequestration species

Deforestation 4 HIGH Decrease in forest areas is limited to iron ore mining

Energy Efficiency 6 LOW
BOF gases are recovered and used partly within the mill and partly for electricity production. Of the aggregate capacity of ~1,029MW generated by the captive 
power plants, 45-50% is generated through waste gases and heat generated from operations

Waste Management 5 MEDIUM
The main co-products from crude steel production are slag, dust, scrap and sludge. Disposal of solid waste generated from the steel industry processes is a major 
concern. However, the same is partly recycled and sold to cement manufacturers

Defence/ Arms/ Ammunition Exposure 7 LOW JSTL does not directly supply any steel for defence manufacturing

Social

Customer Satisfaction 8 LOW
The company has initiated projects that cover a range of Industry 4.0 technologies such as IoT, artificial intelligence, machine learning, virtual modeling & 
simulations. These are focused to optimize the cost profile, integration across sites, value-addition of grades, customer satisfaction levels, and safety standards

Data Protection & Privacy 6 LOW JSTL maintains a high level of data protection and privacy details

Gender & Diversity 5 MEDIUM
The company respects human rights and nurtures an inclusive culture that does not discriminate on the basis of religion, gender, caste or disabilities and has a 
policy for equal opportunity for all. There are no complaints received arising out of discrimination by the company. Out of the Total 13,128 permanent employees, 
639 are women employees (~5%), as compared to ~11% for Tata Steel

Employee Engagement 7 LOW Employee engagement initiatives like WeCare and Samvedna, Performance appraisal, Grievance redressal mechanisms are in place

Community Relations / Service 6 LOW
JSTL has consistently increased its CSR expenditure every year from Rs430mn in FY17 to Rs1.4bn in FY20. In FY21, the company spent Rs783mn towards CSR expenditure, while 
Rs865mn was transferred to the unspent CSR account for executing ongoing projects

Human Rights 6 LOW
In CY10, the company approved a Formal Human Rights Policy for adoption by it and all subsidiaries as a part of its global personnel policies, in line with the 
practice followed globally by companies of repute. JSTL contributes to the fulfilment of human rights through compliance with local human rights legislation 
wherever it has operations, as well as through its policies, programs and grievance redressal mechanism

Labor Standard 7 LOW
"The company follows labour standards in terms of workplace, facilities and employee benefits; though it does not have a company-recognized employee 
association, it follows an open door policy under which the management can be approached by any employee to discuss any concern"

Environmental, Social & Governance Matrix (ESGM)
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Governance

Audit Committee Structure 6 LOW
JSTL's audit committee comprises of 1 executive director and 3 non-executive independent directors. 8 meetings of the audit committee were held  
in FY21, against the minimum requirement of 4 meetings

Bribery & Corruption 6 LOW The company has people policies that address anti-corruption and take every possible measure to monitor and prevent such behaviors

Executive Compensation 5 MEDIUM
The ratio of chairman’s remuneration to the median remuneration of employees stood at 1,054x in FY21, while the ratio of GPIL's MD's remuneration to 
the median remuneration of employees stood at 75x during the same period

Lobbying 8 LOW JSTL does not indulge in any lobbying/similar tactics for business expansion; there is no cartel in the industry

Political Contribution 6 LOW
The company does not make any direct monetary contribution to political parties. However, the monetary contributions are made to the Jankalyan Electoral Trust, 
a registered electoral trust 

Whistle Blower Schemes 8 LOW

The Whistle Blower Policy/Vigil Mechanism has been formulated by the Company with a view to provide a mechanism for directors and employees of the 
Company to approach the Ethics Counsellor / Chairman of the Audit Committee of the Board to report genuine concerns about unethical behaviour, actual or 
suspected fraud or violation of the Code of Conduct or ethics policy or any other unethical or improper activity including misuse or improper use of accounting 
policies and procedures resulting in misrepresentation of accounts and financial statements and incidents of leak or suspected leak of unpublished price sensitive 
information

Total Score Out of 200 117

Total Score (%) 59% LOW

Score For < 5 Red High Risk For  5 Blue Medium Risk For > 5 Green Low Risk

Total Score (%) For < 50 Red High Risk For  50 Blue Medium Risk For > 50 Green Low Risk
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Highlights of 3QFY22 Conference Call
Steel price & cost outlook 

With the revision in automobile pricing contracts and marginally higher international prices, 
the management expects domestic steel prices to move up in Feb / March 2022. Coking 
coal prices are expected to remain volatile at an elevated level (FOB prices peaked at $430 
per tonne) though the company maintains inventory levels of almost 2 months which would 
cushion margins to some extent. Management expects steel prices to remain firm on the 
back of higher steel demand and lower exports in China.

Volume guidance 

The management has maintained its FY22 crude steel production guidance of 18.5mt and 
expects to achieve 94-95% of steel sales volume of 17.4 mt in FY22. This implies a 26% y-o-y 
growth in Q4 sales volume at 5.13 mt.

Bhushan Steel

The company would undertake a capex of Rs35 bn in BPSL,  of which Rs15 bn would be 
invested to reduce cost and the remaining would be used for capacity expansion

Capex and net debt

Net debt including Bhushan Power & Steel (BPSL) stood at Rs. 663bn with net debt to EBITDA 
of 1.73x. Without BPSL, net debt stood at Rs. 588bn and net debt to EBITDA stood at 1.53x. 
Management expects net debt situation to improve once the company is able to sell off its 
inventory. The company has done a capex of Rs. 103.5bn so far in 9M of FY22.
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Key Charts 

Exhibit 1: Sales Volume 

Source: Company; RSec Research

Exhibit 2: EBITDA/Tonne

Source: Company, RSec Research

Exhibit 3: Net Debt to EBITDA

Source: Company, RSec Research

Exhibit 4: Share of Value Added Products

Source: Company, RSec Research

 f JSTL has been the fastest-growing company in the Indian 
steel sector with capacity and volume growth of 10.3%/9.5% 
CAGR over the past 11 years. We believe the company is well 
placed to grow at a much faster pace over the next 4-5 years, 
with a potential to cross 30MTPA capacity by FY25E. JSTL 
commissioned its 5MTPA Dolvi expansion in 2QFY22, and with 
the recent Bhushan Power and Steel (BPSL) acquisition, it has 
added another 3MTPA capacity and has been consolidated 
from 3QFY22 onwards. 

 f JSTL has the lowest conversion cost within India and scores very 
high compared to global peers as well. Over the past decade, 
on a standalone basis, JSTL has delivered an average EBITDA 
of Rs8,300/tonne. Going forward, we expect the company’s 
margins to be substantially higher than the historical averages.

 f Post the recent commissioning of Dolvi project along with 
higher steel prices and consequent EBITDA, JSTL is expected 
to generate strong cash flows, which will enable it to sustain 
further growth capex like the 5MTPA Vijaynagar project. We 
believe that the company’s net debt has peaked in FY20 and 
going forward it will slowly taper. Net debt-to-EBITDA is slated 
to reduce from 4.1x in FY20 to 1.1x by FY24E.

 f JSTL currently has 5MTPA of downstream capacity and is 
set to double the same in various phases over the next few 
years. This includes (a) 2MTPA expansion at Vijayanagar, (b) 
2MTPA expansion at JSW Steel Coated Products, and (c) 1MTPA 
addition with the acquisition of Asian Colour Coated Ispat and 
Vallabh Tinplate.
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Key Investment Rationale
 

Our investment thesis is based on the following premises: 
I. Largest domestic-focused player with capacity addition at 10% CAGR during FY11-

FY22E, with current expansion plans to increase the market share further

II. Bhushan Power & Steel (BPSL) Acquisition – Value Accretive

III. EBITDA/Tonne Expected to Contract, but Remain Significantly Higher than Last Decade’s 
Average

IV. Value-Added Steel Capacity to Double from 5MTPA to 10MTPA

V.  Cost Saving Measures to Improve Efficiency Further

VI. Strong Cash Flows to Sustain Growth Capex Ahead

Exhibit 5: Crude Steel Capacity Exhibit 6: Steel Sales Valume 

Source: Company, RSec Research Source: Company, RSec Research

I. Largest domestic-focused player with capacity addition of 10% CAGR during 
FY11-FY22E, with current expansion plans to increase market share further

JSTL has been the fastest-growing company in the Indian steel sector with capacity and 
volume growth of 10.3%/9.5% CAGR over the past 11 years. We believe the company is well 
placed to grow at a much faster pace over the next 4-5 years, with a potential to cross 
30MTPA capacity by FY25E. JSTL commissioned its 5MTPA Dolvi expansion in 2QFY22, and 
with the recent Bhushan Power and Steel (BPSL) acquisition, it has added another 3MTPA 
capacity and has been consolidated from 3QFY22 onwards. Further, its 5MTPA brownfield 
project at Vijaynagar is slated to be completed by FY24E. We have not factored any volume 
in our assumptions from the Vijaynagar brownfield project. Brownfield projects would have 
a shorter gestation period, lower capex intensity and high IRR. 
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II. Bhushan Power & Steel (BPSL) Acquisition – Value Accretive

JSTL acquired BPSL’s assets under the resolution plan in March 2021. Initially, JSTL had a 
49% stake that has now been hiked to 83.3%, thus making BPSL a step-down subsidiary. 
BPSL has ~3MTPA of integrated steel-making capacity with finished steel capacities of 
HR coils, CR coils and tubes. BPSL does not have its own captive mines and depends 
on purchased iron ore. In 1HFY22, BPSL’s crude steel production stood at 1.38mn tonnes, 
while sales stood at 1.24mn tonnes. It reported an EBITDA of Rs20.2bn in 2QFY22, with 
EBITDA/tonne of Rs25,595. BPSL is increasing its finished steel capacity from 2.75MTPA to 
3.5MTPA by 1HFY23 and further to 5MTPA by 1HFY24. We have not factored any expansion 
benefits currently as we await further clarity on the same. Notably, BPSL’s existing land 
parcel of 2,050 acres can readily support a brownfield expansion. We have factored  
2.6mn/2.73mn/2.87mn tonnes of sales for BPSL and EBITDA/tonne of Rs19,460/Rs13,680/
Rs13,200 for FY22E/FY23E/FY24E, respectively. 
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Exhibit 7: Capacity to leap-frog with Dolvi expansion and Bhushan Power acquisition

Source: Company, RSec Research

Exhibit 8: Standalone EBITDA/tonne 

Source: Company, RSec Research

12 12

5
101

1

3

0

5

10

15

20

25

30

FY21 FY22E

(m
n 

to
nn

es
)

Vijayanagar Dolvi Salem Works BPSL

III. EBITDA/Tonne Expected to Contract, but Remain Significantly Higher than 
Last Decade’s Average

JSTL has the lowest conversion cost within India and scores very high compared to 
global peers as well. Over the past decade, on a standalone basis, JSTL has delivered an 
average EBITDA of Rs8,300/tonne. Going forward, we expect the company’s margins to 
be substantially higher than the historical averages due to (a) higher backward integration 
– pellet and coke oven, (b) doubling of value-added capacity to 10MTPA from 5MTPA, (c) 
addition of larger and more efficient blast furnace in its portfolio, and (d) other cost-saving 
projects like pipe conveyor, captive iron ore mines and operating leverage. The projects 
that will contribute to this margin expansion are in various stages of completion. 

JSTL’s margins in the past decade averaged at Rs8,300/tonne, with a trough of Rs5,253/
tonne in FY16 and a peak of Rs12,943/tonne in FY21. Further, margins are expected to peak 
at Rs21,128/tonne in FY22E led by the higher steel prices and then slowly taper to Rs12,184/
tonne in FY24E. However, the same will be significantly higher than the historical averages.
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Exhibit 9: Retail Segment Exhibit 10: Branded Stores

Source: Company Source: Company

Retail Segment and Branded Stores Highlights
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387
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1,176
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[
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483
315

798

85
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JSW Shoppe JSW Shoppe Connect Total

FY21 Added in FY22

568 592

1,160

}

• Q3 FY22 Retail volume of 945kt, up 20% QoQ on healthy recovery 
in domestic demand post monsoon.

• Branded products sales volume grew 4.3% QoQ.

• Footprint of exclusive and non-exclusive retail outlets over 600 
districts

• Strong distribution channel of 1,536points

 f 376 distribution centers

 f 568 JSW Shoppe spread across urban areas

 f 592 JSW Shoppe Connect to cater semi-urban and rural areas

249 Stores
added in 243
new towns
and 113 in
existing towns
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V. Cost Saving Measures to Improve Efficiency Further

JSTL’s latest Dolvi 5MTPA expansion will have a 5560 m3 blast furnace, the largest in India 
as compared to smaller furnaces earlier. The new larger blast furnace will help to reduce 
conversion costs by ~Rs2,000/tonne on full ramp-up. This along with other projects like 
(a) 8MTPA pellet plant at Vijaynagar, (b) 1.5MTPA coke oven battery plant at Vijaynagar, (c) 
captive power plants based on waste heat recovery technology and coke dry quenching 
technology, and (d) commissioning of 24km pipe conveyor to transport iron ore from the 
mining site to Vijaynagar plant, which would reduce inbound logistics cost, will aid JSTL to 
achieve superior margins.

Captive Iron Ore Mines Lead to Raw Material Security

JSTL is slated to meet ~75% of its iron ore requirements from captive mines at Odisha and 
Karnataka by FY23E. Notably, the company won six iron ore mines in Karnataka through 
auctions in 2016 and 2018 and three more mines in FY20. The company won four mines 
in Odisha with ~1.1bn reserves. These mines provide strategic long-term iron ore security 
for Vijaynagar, Dolvi as well as for its Salem plants. While the mines in Odisha have almost 
100% of the market price earmarked as royalty payout to the state government, we expect 
JSTL to invest in a slurry pipeline to reduce freight costs. Also, consistent Fe grade feed 
from the captive mines should enhance BF yield and reduce the conversion cost for the 
company. In 1HFY22, JSTL mined 17.4mn tonnes of iron ore from the captive mines, thus 
meeting ~45% of its iron ore requirement.

Exhibit 11: Share of Value Added Products

Source: Company, RSec Research

Exhibit 12: Company's Captive Iron Ore Mines
State Total 

mines
Reserves (mn 

tonnes)
Existing Capacity 

(mn tonnes)
Potential Capacity  

(mn tonnes)
Karanata 9 216 9 10

Odisha 4     1,100 25 35

TOTAL 13     1,316 34 45 
Source: Company, RSec Research

IV. Value-Added Steel Capacity to Double from 5MTPA to 10MTPA

JSTL currently has 5MTPA of downstream capacity and is set to double the same in various 
phases over the next few years. This includes (a) 2MTPA expansion at Vijayanagar, 
(b) 2MTPA expansion at JSW Steel Coated Products, and (c) 1MTPA addition with the 
acquisition of Asian Colour Coated Ispat and Vallabh Tinplate. We believe the realization 
and consequent margin for downstream products is higher by ~Rs2,750/tonne due to the 
high value-addition. The company commissioned a 0.3MTPA color coated line in 2QFY22.
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Exhibit 13: Net Debt peaked in FY20 Exhibit 14: OCF 

Source: Company, RSec Research Source: Company, RSec Research
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VI. Strong Cash Flows to Sustain Growth Capex Ahead

Post the recent commissioning of Dolvi project along with higher steel prices and 
consequent EBITDA, JSTL is expected to generate strong cash flows, which will enable 
it to sustain further growth capex like the 5MTPA Vijaynagar project. We believe that the 
company’s net debt has peaked in FY20 and going forward it will slowly taper. Net debt-to-
equity is slated to reduce from 1.02x in 9MFY22 to 0.4x by FY24E.
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Outlook & Valuation
JSTL has been India’s fastest-growing steel company for over a decade. We believe it is 
well positioned to capture a higher market share going forward, amid India’s growing 
steel deficit, due to the company’s timely capacity expansion. Further, a higher share 
of downstream capacity (slated to double to 10MTPA) coupled with various cost-saving 
projects like pellet plant, coke oven, conveyor belt and captive mines augur well for the 
average EBITDA/tonne to move to a higher growth trajectory, compared to the last decade. 
Also, we believe its balance sheet deleveraging will continue, with net debt-to-equity slated 
to reduce to 0.4x by FY24E, backed by expected strong cash flows. At CMP, the stock trades 
at 5.6x FY23E and 6.3x FY24E EV/EBITDA.  We initiate coverage on JSTL with a BUY rating 
and a 1-year Target Price of Rs808, based on 6.5x FY24E EV/EBITDA.

Consolidated (Rs mn) FY24E
EBITDA  3,28,924 

Multiple  6.5 

EV  21,38,008 

Add: - CWIP - FY24E @50%  1,62,500 

less net debt -FY24E  3,53,401 

Target Market cap  19,47,107 

Target price (Rs)  808 
CMP (Rs) 721
Upside (%) 12.1
Source: RSec Research
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Profit & Loss Statement (Consolidated)
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

Net sales  7,33,260  7,98,390  14,30,014  15,91,503  16,09,866 

growth (%)  (13.5)  8.9  79.1  11.3  1.2 

Operating expenses  (6,14,530)  (5,96,980)  (10,11,616)  (12,29,492)  (12,80,942)

EBITDA  1,18,730  2,01,410  4,18,398  3,62,012  3,28,924 

growth (%) -37.4 69.6  107.7 -13.5 -9.1

Depreciation  (42,460)  (46,790)  (56,148)  (72,992)  (83,941)

EBIT  76,270  1,54,620  3,62,250  2,89,019  2,44,983 

Interest paid  (42,650)  (39,570)  (45,506)  (53,696)  (59,603)

Other income  5,460  5,920  6,512  7,033  7,596 

Pre-tax profit  38,180  1,20,980  3,23,257  2,42,356  1,92,976 

Tax  9,060  (41,420)  (80,814)  (60,589)  (48,244)

Effective tax rate (%)  (23.7)  34.2  25.0  25.0  25.0 

Minority Interest  (3,120)  (1,872)  (2,246)  (2,696)  (3,235)

Net profit  44,120  77,688  2,40,196  1,79,071  1,41,497 

Exceptional items  7,150  840  -    -    -   

Adjusted net profit  36,970  76,848  2,40,196  1,79,071  1,41,497 

growth (%)  (49.2)  107.9  212.6  (25.4)  (21.0)

Shares o/s (mn nos)  2,410  2,410  2,410  2,410  2,410 

Key Financials

Balance Sheet (Consolidated)
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

Net fixed assets  8,91,850  9,72,240  10,83,659  12,58,770  14,34,828 

Investments  12,590  88,320  88,320  88,320  88,320 

Other non-curr assets  48,090  64,160  64,160  64,160  64,160 

Current assets  3,65,670  3,58,440  6,58,779  6,62,770  6,19,172 

Inventories  1,38,640  1,42,490  2,55,217  2,84,038  2,87,316 

Sundry Debtors  45,050  44,860  80,350  89,424  90,455 

Cash and Bank  1,20,030  1,28,130  2,77,313  2,40,235  1,88,899 

Marketable Securities  -    -    -    -    -   

Loans and advances  7,420  6,220  6,220  6,220  6,220 

Total assets  13,18,200  14,83,160  18,94,918  20,74,020  22,06,480 

Shareholders' funds  3,65,990  4,67,630  6,93,152  8,55,581  9,78,558 

Share capital  3,010  3,010  3,010  3,010  3,010 

Reserves & surplus  3,62,980  4,64,620  6,90,142  8,52,571  9,75,548 

Total Debt  6,10,540  5,17,300  5,72,300  5,47,300  5,42,300 

Secured loans  2,33,170  4,97,310  5,52,310  5,27,310  5,22,310 

Unsecured loans  3,77,370  19,990  19,990  19,990  19,990 

Other liabilities  74,350  91,420  91,420  91,420  91,420 

Curr Liab & prov  2,73,070  4,13,000  5,46,482  5,90,850  6,08,569 

Current liabilities  2,71,460  4,10,260  5,43,742  5,88,110  6,05,829 

Provisions  1,610  2,740  2,740  2,740  2,740 

Total liabilities  9,57,960  10,21,720  12,10,202  12,29,570  12,42,289 

Total equity & liabilities  13,18,200  14,83,160  18,94,918  20,74,020  22,06,480 

Book Value (Rs) 152 194 288 355 406
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Cash Flow Statement
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

Pre-tax profit  38,180  1,20,980  3,23,257  2,42,356  1,92,976 

Depreciation  (42,460)  (46,790)  (56,148)  (72,992)  (83,941)

Tax paid  (13,110)  (23,100)  (80,814)  (60,589)  (48,244)

Chg in working capital  37,270  1,37,470  (14,734)  6,473  13,410 

Other operating activities  (8,970)  40,134  (693)  (479)  (193)

Cash flow from operations (a)  87,810  3,22,274  2,83,163  2,60,754  2,41,889 

Capital expenditure  (1,80,960)  (1,27,180)  (1,67,567)  (2,48,103)  (2,60,000)

Chg in investments  6,350  (75,730)  -    -    -   

Cash flow from investing (b)  (1,74,610)  (2,02,910)  (1,67,567)  (2,48,103)  (2,60,000)

Debt raised/(repaid)  1,61,280  (93,240)  55,000  (25,000)  (5,000)

Dividend (incl. tax)  (11,950)  (15,712)  (16,920)  (19,338)  (21,755)

Chg in monorities  (4,370)  (2,312)  (4,493)  (5,391)  (6,470)

Cash flow from financing (c)  1,44,960  (1,11,264)  33,587  (49,729)  (33,224)

Net chg in cash (a+b+c)  58,160  8,100  1,49,183  (37,078)  (51,335)

Key Ratios
Y/E Mar FY20 FY21 FY22E FY23E FY24E

Adj EPS (Rs) 15.3 31.9 99.7 74.3 58.7

Adj EPS growth (%) -49.2 107.9 212.6 -25.4 -21.0

EBITDA margin (%) 16.2 25.2 29.3 22.7 20.4

Pre-tax margin (%) 5.2 15.2 22.6 15.2 12.0

RoE (%) 10.4 18.4 41.4 23.1 15.4

RoCE (%) 7.9 14.6 30.0 20.4 15.9

Turnover & Leverage ratios (x)

Asset turnover (x) 0.6 0.6 0.8 0.8 0.8

Leverage factor (x) 3.5 3.4 2.9 2.6 2.3

Net margin (%) 5.0 9.6 16.8 11.3 8.8

Net Debt/Equity (x) 1.3 0.8 0.4 0.4 0.4

Working Capital & Liquidity ratio

Inventory days  69  65  65  65  65 

Receivable days  22  21  21  21  21 

Payable days  59  93  99  90  88 

Valuations

P/E (x) 47.0 22.6 7.2 9.7 12.3

Price/Book value (x) 4.7 3.7 2.5 2.0 1.8

PCE (x) 21.9 14.1 5.9 6.9 7.7

EV/Net sales (x) 3.0 2.7 1.4 1.3 1.3

EV/EBITDA (x) 18.8 10.6 4.9 5.6 6.4

Dividend Yield (%) 0.7 0.9 1.0 1.1 1.3
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Company Overview
JSTL is one of India’s leading integrated steel manufacturers with a capacity of 23MTPA. 
It is one of the fastest growing companies in India with a footprint in over 100 countries. 
With state-of-the-art manufacturing facilities located in Karnataka, Tamil Nadu and 
Maharashtra, it is recognized for its innovation and quality. JSTL offers a wide gamut 
of steel products that include Hot Rolled, Cold Rolled, Bare & Pre-painted Galvanized & 
Galvalume®, TMT Rebars, Wire Rods and Special Steel. The company continues to enhance 
its capabilities to meet the rapidly changing global market needs. To stay on the leading 
edge of technical advancement, JSTL has entered into a technological collaboration with 
JFE Steel Corp, Japan to manufacture high strength and advanced high strength steel for 
the automobile sector. JSTL is in a joint venture with Marubeni-Itochu Steel Inc Tokyo to set 
up a state-of-the-art steel processing center to strengthen JSTL’s global network. JSTL has 
also acquired a pipe and plate-making steel mill in Baytown, Texas in the US.

Key Management

Name Designation Brief Profile 

Mr. Sajjan Jindal Chairman & Managing Director, Non-
Independent Executive Director

Mr. Jindal holds a bachelor’s degree in mechanical engineering from the Bangalore University. He 
is also the principal promoter of the Company.  Under his leadership, JSW Group over the years 
has expanded in other core sectors of the economy, such as Steel, Power, infrastructure building 
and Cement. Today, the JSW Group runs some of the most energy efficient and eco-friendly 
manufacturing facilities in the country.

Mr. Seshagiri Rao 
M.V.S.

Joint Managing Director & Group 
CFO, Non-Independent Executive 
Director

Mr. Seshagiri Rao M.V.S. is the Joint Managing Director & Group CFO for JSW Steel, responsible for 
overall operations of JSW Steel including Strategy formulations related to business development, 
expansion of existing businesses, joint ventures, mergers and acquisitions and Cost management. 
He possesses rich experience spanning over three decades in Steel Sector and in the areas of 
Corporate Finance and Banking. He joined JSW Group in 1997 as Chief Financial Officer and has 
played active role in growth strategies of JSW Group since then.

Dr. Vinod Nowal
Deputy Managing Director, Non-
Independent Executive Director

Dr. Vinod Nowal, Deputy Managing Director, JSW Steel Ltd., was appointed as Director (Commercial) 
in April 2007 and re-designated as Director & Chief Executive Officer in April 2009. He was 
subsequently re-designated as the Deputy Managing Director of JSW Steel Ltd. in May 2013. He 
has been associated with the Group since 1984 and has previously served in various positions. He 
currently serves as the President of Karnataka Iron and Steel Manufacturers’ Association.

Mr. Jayant Acharya
Director (Commercial & Marketing), 
Non-Independent Executive Director

Mr. Jayant Acharya, Director (Commercial & Marketing), was appointed as Director (Sales & 
Marketing) in May 2009 and was re-designated as Director (Commercial & Marketing) in April 
2010. He is also the Co-Chair of the Committee on Steel & Non-Ferrous Metals for Federation of 
Indian Chamber of Commerce and Industry. Mr. Acharya holds a bachelor’s degree in Chemical 
Engineering and a master’s degree in Physics from Birla Institute of Technology & Science, Pilani.

Mr. Hiroyuki Ogawa
Nominee Director, JFE Steel Corpn, 
Japan

Mr. Hiroyuki Ogawa holds a Master’s Degree in Engineering from the Department of Mechanical 
Engineering, Graduate School of Engineering, The University of Tokyo. He also holds a Master’s 
Degree in Science (Management of Technology) from MIT and a Master’s Degree in Science 
(Engineering Management) from Stanford University. Mr. Hiroyuki Ogawa is Member of the Board 
and Executive Vice President in charge of Corporate Planning.

Dr. M.R.Ravi, IAS Nominee Director, KSIIDC

Dr. M.R. Ravi, IAS, belongs to 2012 batch of Indian Administration Service. Academically, he 
holds a Master’s degree in M.A (History), M.A (English, Gold Medalist) in Journalism and Ph.D in 
History from University of Mysore. He served as Commissioner, Mysore City Corporation, CMC, 
Shivamogga and Additional Regional Commissioner, Mysore and as MD, KSTDC, Bengaluru as 
IAS Officer.

Source: Company
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44.7

2.4

26.2

26.7

Promoters

Mutual Funds

FII's

Financial
Institutions/Retail/Others

Shareholding Pattern

Source: Company, RSec Research

Key Institutional Shareholders

Name Holding (%)

Lic of India 5.92

Gagandeep Credit Capital Pvt Ltd 2.08

Shamyak Investment Private Limited 1.06

Enam Securities Pvt Ltd 1.24

Source: BSE
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GPIL
Metal & Mining | India

Institutional Equity Research

Initiating Coverage  | March 28, 2022

BUY
1 Year Target Price: Rs551

CMP* (Rs) 389

Upside/ (Downside) (%) 42

Bloomberg Ticker GODPI IN

Market Cap. (Rs bn) 55

Free Float (%) 32

Shares O/S (mn) 141

Riding The Pellet Wave!

 f Godawari Power & Ispat Limited (GPIL) has two captive iron ore mines with a combined 
production capacity of 2.1mn tonnes, which is being expanded to 3 MTPA. The delivered 
cost of iron ore from these mines stands at ~Rs3,000/tonne, while the market rate for 
iron ore is likely to sustain around Rs5,500/t. Current rate is closer to Rs8,500/tonne. 
Reserves as of now are enough to last for over 20 years.

 f GPIL is spending Rs 1.2bn to increase its iron ore mining capacity from 2.1mn tonnes to 3 
mn tonnes, Iron ore beneficiation capacity from 1mn tonne to 3 mn tonnes and Iron ore 
pellet capacity to 2.4 mn tonnes from 2.1 mn tonnes. This will help the company increase 
its sustainable advantage by Rs2.7bn – 3bn going forward. In addition, GPIL is looking to 
add a 100MW solar power plant for captive use and will be spending Rs3.25bn for the 
same. This will reduce power cost from current Rs5/unit to less than Rs2/unit.

 f GPIL has reduced its debt significantly from Rs 12.5bn in FY15 to Rs 4.42bn in FY21. In 
1HFY22, GPIL became debt free on a standalone basis and we expect the company 
to have net cash to the tune of Rs27.83bn by the end of FY24E. Also, company has 
been looking to simplify its corporate structure while disposing non-core assets. GPIL has 
turned into a pure play full integrated steel major.  

ESG Analysis: Analyzing GPIL on 20 key criteria (10 points each) under ESG Matrix, we have 
assigned an overall score of 62% to the company. Under “Environmental Head”, we have 
assigned 50% score, as GPIL is largely into iron ore mining. Under “Social Head”, we have 
assigned 70% score considering its data policy and employee and labour engagement, while 
under “Governance Head”, we have assigned 65% score, based on its overall governance 
structure (please refer to page no 41-42 for detailed ESG analysis).

Outlook & Valuation
GPIL’s stock price has increased 4x over the past 18 months as compared to 1.5x for the Nifty metal 
index and 56% increase in iron ore prices. This steep increase in stock price was on the back of 
strong iron ore prices translating into strong product prices for the company. Going forward, while 
iron ore prices are expected to stabilize at lower levels, the company is expected to enjoy stable 
spreads due to higher value addition. We initiate coverage on GPIL with a BUY rating and a 
1-year SOTP based Target Price of Rs551, valuing the company at 4x FY24E EV/EBITDA. 

 

Key Triggers:

	Captive iron ore the biggest competitive advantage
	Low-cost capacity expansion and captive solar power plant to help sustain earnings
	Net cash balance sheet to help next leg of growth
	Simplification of corporate structure – a step in the right direction

Research Analyst: 
Kunal Motishaw

 Contact: (022) 4303 4628 / 9820421206  
Email: Kunal.Motishaw@relianceada.com

Share price (%) 1 mth 3 mth 12 mth

Absolute performance 31.8 55.4 118.3

Relative to Nifty 28.8 54.5 98.6

Shareholding Pattern (%) Dec-21 Sep-21

Promoter 67.5 67.5

Public 32.5 32.5

Scenario 
Analysis (FY24E)

Bear 

Case

Base 

Case

Bull 

Case

Pellet sales Vol. 
(tonnes)

14,13,975 16,63,500 16,63,500

Pellet Realisation 
(Rs/tonne)

8,000 9,250 10,500

EBITDA (Rs mn) 8,787 10,900 11,944

Net Cash  
(Rs mn)

22,383 27,830 28,041

Multiple assig. 
EV/EBITDA (x)

3.0 4.0 4.5

Target Price 396 551 629

Upside (%) 1.8 41.6 61.7

CMP 389 389 389

1 Year Stock Price Performance

Note: * CMP as on 25 March 2022
Key Financial (Standalone)
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

Revenue  27,740  36,409  50,370  41,420  38,337 

EBITDA  4,400  10,440  18,748  12,633  10,900 

EBITDA Margin(%)  15.9  28.7  37.2  30.5  28.4 

Adj.PAT  1,214  5,628  13,146  8,898  7,716 

EPS (Rs)  8.6  39.9  93.3  63.1  54.7 

EPS Growth (%)  (43)  364  134  (32)  (13)

P/E (x)  45.2  9.7  4.2  6.2  7.1 

Dividend Yield (%)  -    1.2  1.3  2.5  2.1 

EV/EBITDA (x)  15.0  5.7  2.3  2.7  2.6 

RoE (%)  10.1  31.2  34.6  19.2  14.5 

RoCE (%)  15.5  39.6  44.6  24.0  17.8 

Source: Company, RSec Research
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Our Thesis

Key Risks

Key Sectoral Theme

Key Investment Theme

 f Lower than estimated realisation 

 f Export tax on Pellets

GPIL (Rs36bn - FY21) (Standalone)

Key Product Segment Iron Ore Pellets MS Rounds Steel Billets Others

Revenue (Rs mn FY21)  16,152  6,176  4,600  9,480 

Revenue Mix (%) 44 17 13 26

CAGR (FY16-FY20) (%) 19 56 17 9

CAGR (FY21-FY24E) (%) (2) 5 11 0

 f We believe that domestic steel companies are well-positioned to benefit from multi-year high spreads 
due to structural advantages. We are of the opinion that China is serious on its path to controlling 
production, lowering exports and decarbonisation, which means that there will be higher capex / opex 
and hence, structurally we see better spreads as compared to past cycles. Further, the Indian steel industry 
demand is poised to grow with considerable investments expected in the construction, infrastructure, and 
manufacturing sectors in view of the expected economic revival over the next few years.

 f Captive iron ore - the biggest competitive advantage - GPIL has two captive iron ore mines with a combined 
production capacity of 2.1mn tonnes, which is being expanded to 3 MTPA. The delivered cost of iron ore 
from these mines stands at ~Rs3,000/tonne, while the market rate for iron ore is likely to sustain around 
Rs5,500/t. Current rate is closer to Rs8,500/tonne. Reserves as of now are enough to last for over 20 years.

 f Net cash balance sheet to help next leg of growth - GPIL has reduced its debt significantly from Rs 12.5bn 
in FY15 to Rs 4.42bn in FY21. In 1HFY22, GPIL became debt free on a standalone basis and we expect the 
company to have net cash to the tune of Rs27.83bn by the end of FY24E. Also, company has been looking 
to simplify its corporate structure while disposing non-core assets. GPIL has turned into a pure play full 
integrated steel major.
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Scenario Analysis
(FY24E) Bear Case Base Case Bull Case
Pellet sales Volume (tonnes)        14,13,975        16,63,500        16,63,500 

Pellet Realisation (Rs/tonne)               8,000               9,250             10,500 

EBITDA (Rs mn)               8,787             10,900             11,944 

Net Cash (Rs mn)             22,383             27,830             28,041 

Multiple assigned EV/EBITDA (x)                   3.0                   4.0                   4.5 

Target Price (Rs) 396 551 629
Upside (%) 1.8 41.6 61.7
CMP (Rs) 389 389 389
Source: RSec Research

Bear Case Scenario – In Bear Case scenario, we expect GPIL’s pellet sales volume to 
de-grow on a YoY basis from 1.663mn tonnes in FY23E to 1.141mn tonnes in FY24E, while 
realisation to fall from Rs10,000/tonne in FY23E to Rs8,000/tonne in FY24E. This will result 
in EBITDA contracting, and net cash balance to go down. Assigning a lower 3x EV/EBITDA 
multiple, we arrive at a Target Price of Rs396.

Base Case Scenario: In Base Case scenario, we expect GPIL’s revenue to clock 1.7% CAGR 
over FY21-FY24E (assuming steady increase in volumes, but lower realisation), resulting in 
EBITDA margins at 28.4% in FY24E. Assigning a median 4x EV/EBITDA multiple, we arrive 
at a Target Price of Rs551. We expect spreads to contract owing to lower pellet realisation.

Bull Case Scenario: In Bull Case scenario, we expect GPIL’s pellet sales volume to remain 
at the same level as FY23E, at optimum capacity utilisation, while realisation to increase 
from Rs10,000/tonne in FY23E to Rs10,500/tonne in FY24E. This will result in EBITDA going 
up and net cash balance to increase. Assigning a higher 4.5x EV/EBITDA multiple, we 
arrive at a Target Price of Rs629.
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Key Criteria Score Risk Comments

Management Quality 6 LOW The management has vast experience in the mining industry

Promoter's Holding Pledge 6 LOW Promoter holding currently stands at 67.5% with 7.75% shares pledged

Board of Directors Profile 6 LOW GPIL's Board of Directors comprises of 10 Directors, of which five are independent

Industry Growth 8 LOW Domestic steel industry is slated to grow at a fast pace over the next few years. Hence, demand for iron ore pellets is expected to remain strong

Regulatory Environment / Risk 5 MEDIUM Iron ore mining causes environmental imbalance

Entry Barriers / Competition 8 LOW
Post change in the regime of free allocation of iron ore resources, the structure of Indian iron ore industry has been altered. Around 30% of India’s iron 
ore industry got auctioned and it saw heightened bidding

New Business/Client Potential 7 LOW
GPIL plans to set up an integrated steel plant with a capacity of 1.5-2MTPA by FY25E. The company has signed an MoU with the Chhattisgarh 
government for the same, and land has been identified

Business Diversification 6 LOW GPIL has stated that they will focus largely on integrated operations in the steel value chain

Market Share Potential 7 LOW GPIL enjoys ~40% market share in Chattisgarh merchant pellet sales

Margin Expansion Potential 5 MEDIUM Iron ore prices are expected to moderate from FY22 levels. Hence, margins are expected to taper going forward

Earnings Growth 5 MEDIUM After peaking in FY22, earnings on a sequential basis are expected to fall, yet remain healthy

Balance Sheet Strength 8 LOW GPIL is already debt-free on a standalone basis

Debt Profile 8 LOW GPIL has been repaying almost 2x the scheduled repayments due and has become debt-free on a standalone basis in 2HFY22

FCF Generation 7 LOW FCF generation is expected to remain healthy, going forward

Dividend Policy 5 MEDIUM GPIL recently formulated its dividend distribution policy in May 2021. However, in the past, it has not paid dividends regularly

 

Total Score Out of 150 97  

Average Score (%) 65% LOW  

Investment Decision Matrix (IDM) 
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Key Criteria Score Risk Comments

Environmental

Climate Change & Carbon Emissions 3 HIGH
GPIL is largely into iron ore mining and pellet production. The company’s waste heat recovery-based power plant is the first of its kind to get CDM Project status 
under the Kyoto protocol

Air & Water Pollution 3 HIGH
The company assesses all the potential environmental impacts before undertaking any new project or modification activity. Furthermore, it undertakes continuous 
environment improvement activities under ISO 9001/2015 & 14001/2015 and OHSAS 45001/2018 certifications

Biodiversity 6 LOW
GPIL has developed an Oxyzone plantation comprising of 37,000 saplings across 102 acres in 3 years, in addition to the development of a 33% green belt inside 
the plant premises

Deforestation 3 HIGH
GPIL's main revenue stream is from the sale of iron ore pellets, which is obtained from iron ore, and mining of which causes large-scale deforestation in some 
cases 

Energy Efficiency 6 LOW
The company is setting up a 100MW solar power plant that will replace the high-cost, low-efficiency thermal power with a clean, cost-effective, sustainable energy 
source for manufacturing finished steel products, and also provide it with a predictable annuity revenue

Waste Management 6 LOW
Waste generated from GPIL’s operations include tailings produced during extraction and beneficiation processes, slag and sludge during mineral processing, char, 
dolo char, fly ash from power plant. For recycling waste, such as fines and iron dust, the company has set up its pellet plant capacities. Slag and fly ash generated 
is being utilized in cement manufacturing and brick-making. The company is working continuously to increase its utilization percentage.

Defence/ Arms/ Ammunition Exposure 8 LOW GPIL does not have any exposure to these sectors

Social
Customer Satisfaction 8 LOW The company’s management regularly reviews the feedback/suggestions received by its sales personnel

Data Protection & Privacy 7 LOW GPIL maintains a light level of data protection and privacy details

Gender & Diversity 7 LOW
The company respects human rights and nurtures an inclusive culture that does not discriminate on the basis of religion, gender, caste or disabilities and has a 
policy for equal opportunity for all. While the company has not disclosed the number of women employees, JSW steel has ~5% of its workforce as women and 
Tata Steel ~11%

Employee Engagement 7 LOW It conducts various employee engagement programmes -- safety training, skill upgradation, and cultural activities to ensure an employee-friendly environment

Community Relations / Service 6 LOW
GPIL spent Rs51mn in CSR for FY21 and has carried forward an unspent amount of Rs10mn. Most of the CSR activities have been undertaken by the company directly. Wherever 
donations and contributions have been made for healthcare, education, community development programmes etc, proper monitoring has been made to ensure correct 
utilization of funds

Human Rights 7 LOW
Human rights related clauses are covered under the company’s code of conduct, whistle blower policy and safety & occupational health policy. GPIL has zero 
tolerance for discrimination based on any grounds

Labour Standard 7 LOW
The company is aligned with United Nations’ 10 principles for manufacturing responsibility and environmental sustainability covering human rights, labor interests, 
environment responsibility and anti-corruption initiatives

Environmental, Social & Governance Matrix (ESGM)
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Governance
Audit Committee Structure 6 LOW The audit committee consists of 4 Independent Directors and they met 4 times in FY21

Bribery & Corruption 6 LOW
The company has its own code of conduct extending to all employees, including the directors, prescribing standards on ethics, transparency 
and accountability to develop a healthy and transparent corporate culture in the company. It follows zero tolerance on any acts of bribery, corruption etc by any 
employee in association or otherwise with any outsider

Executive Compensation 6 LOW
The ratio of  MD's remuneration to the median remuneration of employees stood at 75x in FY21, as compared to JSW Steel's chairman’s remuneration to the 
median remuneration of employees at 1,054x during the same period

Lobbying 7 LOW GPIL does not indulge in any lobbying/similar tactics for business expansion; there is no cartel in the industry

Political Contribution 7 LOW No political connect is observed

Whistleblower Scheme 7 LOW The board of directors have established a ‘whistle blower policy’ and ‘code of conduct’ for the directors and employees of the company

Total Score Out of 200 123

Total Score (%) 62% LOW

Score For < 5 Red High Risk For  5 Blue Medium Risk For > 5 Green Low Risk

Total Score (%) For < 50 Red High Risk For  50 Blue Medium Risk For > 50 Green Low Risk
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Highlights of 3QFY22 Conference Call
Sales Volume

 f Company reported Pellet sales of 426.714 tonnes in GPIL (up 18% YoY and 25% QoQ). 
It must be noted that in 2QFY22, the company had a planned maintenance shutdown 
of some facilities. ASL (Ardent Steel Ltd.) in which GPIL has a 37.85% stake reported 
pellet sales of 177,092 down 14% YoY and 19% QoQ.   

 f Sponge iron sales at 58,205 tonnes increased 71% YoY and 41% QoQ

 f Steel billet sales at 10,347 tonnes fell 73% YoY and 66% QoQ

 f Ferrero Alloys – GPIL- reported sales of 3,630 tonnes, up 11% YoY and 8% QoQ

 f Hira Ferro Alloys (GPIL holds 56.45%) – reported Sales of 12,601 tonnes, up 28% YoY 
and 17% QoQ

 f Pellet production guidance for GPIL of 2.4mn tonnes in FY22e is on-track.

Realisation

 f Iron ore pellet realisation for GPIL stood at Rs10,836/tonne, up 20% YoY, but down 
17% QoQ. As per the management, pellet prices reached a peak of Rs16,000/tonne 
in 1QFY22 and fell to a low of Rs 11,000/- within 4 months. Currently the price is 
~Rs12,000/- per tonne. This fall in prices is in-line with a steep fall in domestic iron 
ore prices which fell from a peak of Rs 9,600/tonne to Rs 4,500/tonne over the same 
period. Going forward, overall pellet realisation is expected to be higher in 4QFY22 vs 
3QFY22 due to an increase in international prices

 f Sponge iron realisation stood at Rs 32,170/tonne in 3QFY22, up 42% YoY and 8% QoQ. 
Currently prices are hovering ~Rs35,000/tonne and are expected to remain around 
these levels in the near term. 

Raw Material scenario 

 f The company’s DRI (Sponge Iron) plant runs only on imported coal as domestic coal 
quality is of inferior quality. Currently the company is covered for the next few months 
for coal imports at lower contracted prices of ~US$120-130/tonne. However, current 
purchases for 1QFY23 usage are at higher levels than inventory and the company 
expects marginal increase in overall costs going forward.  

Debt situation 

 f Consolidated gross debt as on 9MFY22 stood at Rs3.2bn, flat on a QoQ basis but 
down from Rs 4.4bn in 1QFY22 and Rs9.44bn at the end of FY21. In January 2022, the 
company has prepaid debt to the tune of Rs 1.97bn and hence currently gross debt 
stands at Rs1.2bn.
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Key Charts 

Exhibit 1: Captive Mining Advantage 

Source: Company, RSec Research

Exhibit 2: Pellets to remain backbone of the company

Source: Company, RSec Research

Exhibit 3: Pellet realisation Vs. Iron ore

Source: Company, RSec Research

Exhibit 4: Healthy balance sheet  

Source: Company, RSec Research

 f GPIL has two captive iron ore mines with a combined production 
capacity of 2.1mn tonnes, which is being expanded to 3 MTPA. 
The delivered cost of iron ore from these mines stands at 
~Rs3,000/tonne, while the market rate for iron ore is likely to 
sustain around Rs5,500/t. Current rate is closer to Rs8,500/
tonne. Reserves as of now are enough to last for over 20 years.

 f GPIL recently commissioned its iron ore beneficiation plant and 
now all the production or iron ore pellets is high grade (66%+ 
Fe). It must be noted that due to using these high-grade pellets, 
for making billets, the quality of steel is now at par with big 
steel companies. 

 f Pellet Price premium over iron ore prices have been on an 
uptrend over the past few years as GPIL has been increasing 
value addition and productivity to improve its sustainable 
EBITDA. Further, we believe that the improving competitive 
advantage of Godawari over its peers will continue due to rise 
in marginal cost of production of iron ore.

 f GPIL’s focus over the past few years has been to deleverage its 
balance sheet. Supported by strong cashflows, the company 
has been repaying almost 2x the scheduled repayments due 
and has become debt free on a standalone basis in 2HFY22. 
Further, despite prepaying debt, the company has been able to 
undertake low capex projects with payback period of less than 
1-year to enhance the sustainable EBITDA
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I. Captive iron ore the biggest competitive advantage

Post change in regime of free allocation of iron ore resources, the structure of Indian iron 
ore industry has been altered. Around 30% of India’s iron ore industry got auctioned and it 
saw heightened bidding. Two major impacts, one most of these erstwhile merchant mines 
were taken away by large steel companies reducing retail supply of iron ore. Secondly, the 
royalty bid was on average around 90-100% of iron ore selling price and this has increased 
the cost curve permanently by Rs1,500/t. 

GPIL was allocated two iron ore mines in 2006. It battled through low-grade reserves 
of magnetite ore and Naxalite issues to get these mines up and running, turning these 
adversities into an opportunity by putting up a pellet plant to make this iron ore usable and 
is now ramping up capacity to 3MTPA from 2.1 MTPA currently. These mines are valid for 
over 30yrs, and production costs stand at ~Rs3,000/tonne. This gives GPIL a competitive 
advantage, which we believe is going to increase further as ~30% of iron ore capacity in 
India recently got auctioned and saw royalty bids in the range of 90% -140% of selling price. 
The bidders had to quote a percentage of selling price to be paid as royalty and the highest 
bid has been declared winner.  IBM (Indian Bureau of Mines) publishes market rates for 
various minerals, and they form basis for calculation of this royalty. 

Exhibit 5: Captive mining advantage

Source: Company, RSec Research

The iron ore mines which were auctioned in Orissa were previously classified as merchant 
mines, however given the intense competition only 19% mines have been won by 
merchant miners. These winning bids were at an average premium of 129% of the IBM 
(Indian Bureau of Mines) price. What it means is that these merchant miners are willing to 
pay 129% of the market price (as published by IBM) and in addition they will have to pay 
20% of selling price as existing royalty and District Mineral Fund charges and 5% GST. If 
integrated steel players like JSW expect costs from these mines to be much higher than 
current market rate, then merchant miners do not stand a chance. We believe that there 
could be a high possibility that these mines which have been won by merchant mines 
would end up being re-auctioned. 
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Key Investment Rationale
 

Our investment thesis is based on the following premises: 
I.    Captive iron ore the biggest competitive advantage

II. Lower iron ore production in the offing

III. Pellets to remain the backbone of the company

IV. Flexible product mix

V. Low-cost capacity expansion and captive solar power plant to help sustain earnings

VI. Net cash balance sheet to help next leg of growth

VII. Simplification of corporate structure – a step in the right direction
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II. Lower iron ore production in the offing

One of the conditions for the auctioned mines was that the new mine owners to achieve at 
least 80% of sales volume in the first 2-years of operations. However, there is no mention 
of what happens post completion of 2 years.  Given that the cost is higher than market 
price, we believe that most probably these mines will operate at just 80% capacity initially 
for 2 years, and post that depending on the iron ore prices, large steel mills who have bid 
aggressively might treat the captive production as an insurance. 

We believe that in the current scenario, GPIL is well placed as while 30% of iron ore 
production is getting reset at a higher cost curve due to premiums bid under auction, 
remaining 70% of iron ore production continues at lower costs till their renewal. GPIL will 
continue paying lower royalty rates for another 30+years, while producing high grade 66% 
Fe content pellets.

III. Pellets to remain the backbone of the company

Pellet Price premium over iron ore prices have been on an uptrend over the past few years 
as GPIL has been increasing value addition and productivity to improve its sustainable 
EBITDA. Further, we believe that the improving competitive advantage of Godawari over its 
peers will continue due to rise in marginal cost of production of iron ore.

Exhibit 6: Pellets realisation Vs. Iron ore

Source: Company, RSec Research
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GPIL runs highly efficient operations with low operating cost and high-capacity utilisation. 
GPIL’s EBITDA/tonne has consistently increased over the past few years and in the process 
delivering a 26% EBITDA CAGR over FY15-FY21, while maintaining high EBITDA margins. 
GPIL’s finance cost has been on the decline on account of massive deleveraging, and this 
has resulted in strong PAT growth of 44% CAGR over the same period. Going forward, 
while we expect EBITDA/PAT to decline due to lower iron ore/pellet prices, margins are 
expected to remain healthy.

Exhibit 7: Pellets to remain backbone of the company

Source: Company, RSec Research
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While iron ore prices have fallen from a peak of US$ 233/tonne to US$118/tonne, this 
sharp fall has been driven by steep cuts in steel production in China. It must be noted 
that prices have stabilised at the current levels and is up from an average of US$95/tonne 
in November 2021. We expect prices to remain firm once production normalises post 
winter. Domestic prices have also fallen over the past few months following global prices. 
However, as steel demand in India improves seasonally, iron ore prices are also expected 
to recover. Pellet prices have also corrected from its peak but have recovered from US$149/
tonne in November 2021 to ~US$170/tonne currently. In the recent auctions of iron ore 
mines in Odisha, 9 out of 10 blocks received active response and this round too showed 
aggressive biddings, similar to the ones seen last year. Average premiums moved up from 
104% in 2020 auctions to 117% in 2021.

IV. Flexible product mix

GPIL has the flexibility to sell through the steel value chain from iron ore, pellets, sponge 
iron, billets to wire rods. Currently, the company exports ~50% of its pellets as compared 
to marginal exports over the past few years. GPIL has already started working on moving 
away from commercial grade (64% Fe) pellets which has demand only in China and locally 
to production of high-grade pellets with 66%+ Fe, as there is a strong demand for these 
high-grade pellets in Japan, Korea and Middle East and likely to fetch US$15-20/tonne 
higher realisation. 

GPIL recently commissioned its iron ore beneficiation plant and now all the production or 
iron ore pellets is high grade (66%+ Fe). It must be noted that due to using these high-
grade pellets, for making billets, the quality of steel is now at par with big steel companies. 

Exhibit 10: Sales quantity 

Source: Company, RSec Research

Exhibit 8: China 65% Iron ore Pellet import prices - (USD/tonne) Exhibit 9: China 65% Iron ore Pellet Premium - US$/tonne

Source: Bloomberg Source: Bloomberg
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Exhibit 11: Unique Presence Across Value Chain 

Source: Company

V. Low-cost capacity expansion and captive solar power plant to help sustain 
earnings

GPIL is spending Rs 1.2bn to increase its iron ore mining capacity from 2.1mn tonnes to 3 
mn tonnes, Iron ore beneficiation capacity from 1mn tonne to 3 mn tonnes and Iron ore 
pellet capacity to 2.4 mn tonnes from 2.1 mn tonnes. This will help the company increase its 
sustainable advantage by Rs2.7bn – 3bn going forward. In addition, GPIL is looking to add 
a 100MW solar power plant for captive use and will be spending Rs3.25bn for the same. 
This will reduce power cost from current Rs5/unit to less than Rs2/unit.

Exhibit 12: Capex plans going ahead 
Particulars Current Capacity (MTPA) Post Expansion Capex (Rs mn)

Iron ore Mining 2.1 3                  750 
Iron ore Beneficiation 1.1 3.3                  500 
Iron ore Pellets 2.1 2.4                     -   
Sponge Iron 0.495 0.594                     -   
Steel Billets 0.4 0.7                  350 
Source: Company, RSec Research
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VI. Net cash balance sheet to help next leg of growth

GPIL’s focus over the past few years has been to deleverage its balance sheet. Supported 
by strong cashflows, the company has been repaying almost 2x the scheduled repayments 
due and has become debt free on a standalone basis in 2HFY22. Further, despite prepaying 
debt, the company has been able to undertake low capex projects with payback period of 
less than 1-year to enhance the sustainable EBITDA.  Going forward, the company plans to 
set up an integrated steel plant with a capacity of 1.5-2 MTPA by FY25E. The company has 
signed an MOU with the Chhattisgarh government for the same, and while land has been 
identified, GPIL is in the process of finalizing its capex and technology details. We have not 
included any upside or capex for this steel plant as it is yet at a nascent stage. As per the 
company, the same will be funded largely from Internal accruals and if required will raise 
debt at an appropriate time, but overall Debt:EBITDA will remain under 1.

Exhibit 13: Healthy balance sheet

Source: Company, RSec Research
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VII. Simplification of corporate structure – a step in the right direction

GPIL has stated that they will focus on integrated operations in the steel value chain and 
hence identified Ardent Steel and Godawari Green as non-core assets, which they are 
exiting or looking to exit. GPIL, along with its step-down subsidiary, recently sold a 42% 
stake in Ardent Steel to a strategic buyer in Orrisa. Ardent steel business comprised of a 
standalone pellet plant without accompanying mines and hence was subject to vagaries 
of raw material availability, given the difficult iron ore situation in Orrisa. Based on a 6-year 
average EBITDA of ~Rs 480mn, the deal values ASL at an EV/EBITDA of 5.5x.

Similarly, GPIL recently exited its thermal solar plant which had a 50MW capacity. This 
plant was owned by GPIL, through its wholly owned (99.95% stake) subsidiary Godawari 
Green Energy Limited (“GGEL”). GGEL was set up under Jawaharlal Nehru National Solar 
Mission, Phase I of Govt of India. This was the first plant to be commissioned in India and is 
operational since FY14. GGEL has an off-take arrangement under fixed price PPA with NTPC 
Vidyut Vyapar Nigam (for 25 years at Rs 12.2 per unit of power supplied). The deal was 
valued at an enterprise value of Rs6.65bn and we have factored in a total consideration of 
Rs6.4bn from this sale which is expected to be completed in March 2022.

Exhibit 14: Group Structure

Source: Company

75.66%
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Outlook & Valuation
We initiate coverage on GPIL with a BUY rating and a 1-year SOTP based Target Price 
of Rs551, valuing the company at a mid-cycle EV/EBITDA multiple of 4x on FY24E 
basis, and a 33% discount to large steel players. GPIL is set to ride a structural demand 
shift from low to high quality iron ore, led by China. GPIL’s primary product, pellets, is a 
high value-added iron ore, used in both blast furnaces and DRI plants, demand for which 
is on the rise in China as sintering facilities are shutting down under tougher pollution 
control regulations. While we have factored in a fall in pellet realisation from Rs12,850/
tonne in FY22E to Rs9,250/tonne in FY24E on the back of lower iron ore prices, we believe 
the company is slated to report a sustainable EBITDA of Rs10bn even beyond FY24E due to 
firm spreads. Further, the company is expected to have a net cash balance of Rs26.66bn at 
the end of FY24E.Hence, despite a sharp surge in the stock price in recent years, we believe 
valuations continue to remain undemanding at 2.6x FY24E EV/EBITDA. 

Exhibit 15: SOTP Valuation
(Rs mn) Rs mn Multiple EV Per share
Standalone FY24E EBITDA  10,900 4.0  43,602  309 

Add:- Ardent Steel 37.85% stake  900 10x EPS  -    24.2 

Add:- Hira ferro alloys 75.66% stake  1.0  3,930  27.9 

Add:- Net Cash FY24E  26,660  189 

Target price (Rs)  551 
Source: RSec Research

• We estimate Ardent steel to do a PAT of Rs900mn in FY24E

• GPIL recently acquired 4.45mn shares of Hira Ferro alloys @Rs224/share thus 
increasing its stake from 56.45% to 75.66%. We value GPIL’s stake in HFAL at the 
recently concluded deal price
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Profit & Loss Statement (Standalone)
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

Net Sales  27,740  36,409  50,370  41,420  38,337 

Less:-

Raw Material Costs  (16,182)  (17,234)  (20,733)  (19,440)  (18,515)

Employee Costs  (1,083)  (1,240)  (1,413)  (1,554)  (1,710)

Other Expenses  (6,075)  (7,496)  (9,476)  (7,792)  (7,212)

EBITDA  4,400  10,440  18,748  12,633  10,900 

margins% 15.9% 28.7% 37.2% 30.5% 28.4%

Other Income  29  52  20  492  662 

Finance Cost  (1,537)  (1,100)  (226)  (186)  (172)

Depreciation  (916)  (965)  (1,013)  (1,075)  (1,102)

Less:- Exceptional Items  -    630  -    -    -   

PBT  1,976  9,057  17,528  11,864  10,288 

Taxes  (762)  (2,800)  (4,382)  (2,966)  (2,572)

Reported PAT  1,214  6,258  13,146  8,898  7,716 

Adjusted PAT  1,214  5,628  13,146  8,898  7,716 

Total outstanding Shares (mn)  140.9  140.9  140.9  140.9  140.9 

Reported EPS (Rs)  8.6  44.4  93.3  63.1  54.7 

Adjusted EPS (Rs)  8.6  39.9  93.3  63.1  54.7 

Key Financials
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Balance Sheet (Standalone)
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

EQUITY & LIABILITIES

Shareholders funds

 Share Capital  341  341  682  682  682 

 Reserves and Surplus  11,631  17,719  36,094  44,604  51,454 

 Net Worth  11,972  18,060  36,776  45,286  52,137 

Non-Current Liabilities

 Long term Borrowings  10,023  4,112  -    -    -   

 Deferred Tax Liabilities  402  1,612  1,612  1,612  1,612 

 Other Long Term Liabilities  21  30  53  40  34 

 Long Term Provisions  117  139  168  138  128 

Current Liabilities

 Short Term Borrowings  1,527  789  1,007  828  767 

 Trade Payables  1,298  1,958  1,215  977  971 

 Other Current Liabilities  909  1,302  1,512  1,244  1,151 

 Short Term Provisions  -    8  8  8  8 

TOTAL EQUITY AND LIABILITIES  26,269  28,008  42,351  50,133  56,806 

ASSETS

Non-Current Assets

 Fixed Assets  13,689  13,135  13,582  13,864  13,362 

 Intangible Assets  1,029  928  839  760  719 

 Capital Work-In-Progress  529  610  625  1,700  3,400 

 Total Non Current Assets  15,247  14,672  15,046  16,323  17,481 

 Non Current Investments  3,463  3,411  2,433  2,733  2,733 

 Other Non-Current Assets  120  110  157  129  120 

Deferred Tax Assets 

Current Assets

 Inventories  4,459  4,981  6,900  5,674  5,252 

 Trade Receivables  1,554  2,661  2,760  2,270  2,101 

 Cash and Bank Balance  168  480  12,829  21,173  27,426 

 Other Current Assets  1,259  1,693  2,226  1,830  1,694 

 TOTAL ASSETS  26,269  28,008  42,351  50,133  56,806 
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Cash Flow Statement
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

 Operating cash flow 

 Profit Before Tax  1,976  8,427  17,528  11,864  10,288 

 Interest Expense  1,537  1,100  226  186  172 

 Interest / Dividend  Income  (22)  (17)

 Depreciation  916  965  1,013  1,075  1,102 

 Other non cash items  (29)  78  33 

 Change in Working Capital 

 Change in Inventory  1,125  (522)  (1,919)  1,226  422 

 Change in Recievables  (286)  (1,184)  (99)  490  169 

 Change in Payables  (524)  660  743  238  7 

 Change in Others  (132)  (201)  (201)  (201)  (201)

 Tax Paid  (604)  (1,297)  (4,382)  (2,966)  (2,572)

 Operating cash flow  3,958  8,009  12,944  11,913  9,388 

 Investing cash flow 

 Capex  (1,461)  (365)  (1,375)  (2,325)  (2,200)

 Sale of Asset  6,400 

 Investment income  22  17  17  17  17 

 Other investing cash flow  2  690  690  690  690 

 Net Investment  119  (251)  (251)  (251)  (251)

 Increase of Stake in Subsidiary  (1,171)

 Investing cash flow  (1,318)  91  4,311  (1,869)  (1,744)

 Financing cash flow 

 Equity Issuance / Buy Back  -    -    341  -    -   

 Debt Issuance / Redemption  (322)

 Dividends Paid  -    (176)  (723)  (1,335)  (1,157)

 Interest paid  (1,537)  (1,100)  (226)  (186)  (172)

 Repayment of Borrowing  (774)  (6,763)  (3,893)  (179)  (62)

 Financing cash flow  (2,633)  (8,039)  (4,501)  (1,700)  (1,391)

 Total cash flow  7  61  12,754  8,345  6,253 

 Opening Cash Balance  7  14  75  12,829  21,173 

 Closing Cash Balance  14  75  12,829  21,173  27,426 
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Key Ratios
Y/E Mar FY20 FY21 FY22E FY23E FY24E

Adj EPS (Rs)  8.6  39.9  93.3  63.1  54.7 

Adj EPS growth (%)  (43)  364  134  (32)  (13)

EBITDA margin (%)  15.9  28.7  37.2  30.5  28.4 

Pre-tax margin (%)  7.1  24.9  34.8  28.6  26.8 

ROE (%)  10.1  31.2  35.7  19.6  14.8 

ROCE (%)  15.5  39.6  45.9  24.6  18.2 

Turnover & Leverage ratios (x)

Asset turnover (x)  1.1  1.3  1.2  0.8  0.7 

Net margin (%)  4.4  15.5  26.1  21.5  20.1 

Net Debt/Equity (x)  1.0  0.2  (0.3)  (0.4)  (0.5)

Working Capital & Liquidity ratio

Inventory days 66 47 50 50 50

Receivable days 18 21 20 20 20

Payable days 21 16 20 20 20
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Company Overview
Godawari Power & Ispat (GPIL) is a fully backward integrated Steel company with strong 
presence across the value chain – from operating captive Iron Ore Mines to manufacturing & 
selling value added steel products. The company is one of the largest pellets manufacturer 
in India and India’s only manufacturer of high grade pellets. The company has facilities in 
Chhattisgarh along with two Iron Ore mines. Apart from pellets, GPIL also manufactures 
sponge iron, long steel products, ferro alloys and green energy.

Key Management

Name Designation Brief Profile 

Mr. Shashi Kumar
Chairman & Independent 
Director

Mr. Shashi Kumar, aged 71 years, having about 48 years of rich experience in various fields, is a B.Sc. 
(Hons.) graduated in Mining Engineering form Indian School of Mines, Dhanbad and obtained his 2nd class 
Mine Managers Certificate of competency (in 1969) and 1st class Mine class Mine Managers Certificate of 
Competency (in 1970). Since retirement from Coal India Limited Shri Shashi Kumar has been working as 
Advisor (Coal) to NTPC Ltd. IFFCO and Chhattisgarh Power Limited (a joint venture of IFFCO and the state of 
Chhattisgarh represented through CSEB).

Mr. B. L. Agrawal Managing Director

Mr. B.L. Agrawal aged 64  years has over 39  years of experience is an Electronic Engineer, he is a 
first generation entrepreneur. While his family concentrated on its traditional trading business, it was his 
entrepreneurial spirit that laid the foundation of GPIL and the entry of the Agrawal family into the metals 
business.

Mr. Abhishek Agrawal Executive Director

Mr.  Abhishek Agrawal, youngest son of Shri B.L. Agrawal, aged 33 years, is a second generation 
entrepreneur. He is qualified in Masters Degree in International Business from Leeds University, U.K. With 
his entrepreneurial spirit, he laid the foundation and then successful operation of Pellet Plant in GPIL. His 
managerial skill and leadership quality is exemplary. His competence strategically directs the company.

Mr. Dinesh Agrawal Executive Director

Mr. Dinesh Agrawal aged  46  years is also a second generation entrepreneur and is associated with the 
GPIL and the group activities for over 21 years, he is an Electrical Engineer and has been associated with 
the company’s Ferro alloys and steel rolling units in the past. He is currently overseeing the setting up of 
the captive power plant.

Source: Company
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Mutual Funds
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Institutions/Retail/Others

Shareholding Pattern (%)

Source: Company, RSec Research

Key Institutional Shareholders

Institution Holding (%)

ICICI Pru MF 0.25

WisdomTree Investments 0.22

Dimensional Fund 0.13

Artico Partners 0.05

Acadian Asset Mgmt 0.03

Source: Bloomberg
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SAIL
Metal & Mining | India

Institutional Equity Research

Initiating Coverage  | March 28, 2022

BUY
1 Year Target Price: Rs131

CMP* (Rs) 103

Upside/ (Downside) (%) 27

Bloomberg Ticker SAIL IN

Market Cap. (Rs bn) 425

Free Float (%) 35

Shares O/S (mn) 4,131

Expansion Benefits Finally in Sight!

 f After a decade-long wait, SAIL’s capacity expansion is finally expected to be on-stream 
by FY22.  We believe this will help the company to increase steel deliveries from 14.9mn 
tonnes in FY21 to 18.2mn tonnes in FY24E. Notably, the company plans to expand its 
capacity from 14.6mn tonnes to 20.2mn tonnes over FY22E-FY24E.

 f SAIL is expanding its downstream capacity, which will help to reduce the sale of low-
margin semi-steel products. Currently, 21% of steel sales is in the form of semis, which is 
expected to reduce to 12% post expansion. Sale of long products, which is currently ~31%, 
is expected to rise to 41% post expansion.

 f Iron ore backward integration benefit is expected to continue even post expansion. SAIL 
has access to captive low-cost iron ore, and the increased requirement of ~39mn tonnes 
post expansion will be met through the development of 2 mines, mainly Rowghat and 
Taldih, along with capacity expansion at existing mines.

 f Balance sheet deleveraging to continue – SAIL reduced its net debt to Rs348bn in FY21, 
from Rs507bn in FY20. Going forward, we expect the net debt to reduce further to 
Rs276bn in FY23E and Rs182bn in FY24E, resulting in the company having a strong balance 
sheet in FY24, after being the most leveraged steel player in FY20.  

ESG Analysis: Analyzing SAIL on 20 key criteria (10 points each) under ESG Matrix, we have 
assigned an overall score of 60% to the company. Under “Environmental Head”, we have 
assigned 41% score, as BOF technology of steel making is the most polluting route. Under 
“Social Head”, we have assigned 66% score considering its data policy and employee and 
labour engagement, while under “Governance Head”, we have assigned 75% score, based 
on its overall governance structure (please refer to page no 62-63 for detailed ESG analysis).

Outlook & Valuation
We initiate coverage on Steel Authority of India Ltd (SAIL) with a BUY rating and a 1-year 
Target Price of Rs131, based on 5x FY24E EV/EBITDA. SAIL has outperformed both the Sensex and 
the Metal index over the past few years, with a large part of the gains coming, due to higher steel 
prices, leading to better spreads. Going forward, we believe that the company is well positioned 
to continue benefiting from stable spreads over the next few years. Capacity expansion is nearing 
completion, resulting in volume growth, which comes at an opportune time as the domestic steel 
market is in a tight situation. Also, we expect balance sheet deleveraging to continue, with net 
debt slated to reduce from Rs348bn in FY21 to Rs182bn in FY24E, and net debt-to-EBITDA to come 
down from 2.7x in FY21 to 1.26x in FY24E. Rationalization of employees, rising share of value-
added products and an increase in sales volumes bode well for the company. 

 

Key Triggers:
	Steel prices expected to remain firm, leading to better spreads
	Capacity expansion nearing completion, resulting in sales volume slated to increase 

from 14.9mn tonnes in FY21 to 18.2mn tonnes in FY24E
	Balance sheet deleveraging to continue; net debt slated to reduce from Rs348bn in FY21 

to Rs182bn by FY24E
	Attractive valuation 

Key Financial (Standalone)
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

Net Sales  6,16,642  6,91,136  10,06,215  9,72,203  9,84,030 

EBITDA  1,02,157  1,27,387  2,07,399  1,39,363  1,44,360 

EBITDA Margins (%) 16.6 18.4 20.6 14.3 14.7

Adj. PAT 28,925 40,897 1,12,529 62,385 61,593

P/E (x)  14.9  10.5  3.8  6.9  7.0 

P/BV (x)  1.0  0.9  0.7  0.7  0.6 

EV/EBITDA (x)  9.2  6.1  3.7  5.1  4.2 

RoE (%) 7.0 9.0 19.6 9.5 8.3

Source: Company, RSec Research

Research Analyst: 
Kunal Motishaw

 Contact: (022) 4303 4628 / 9820421206  
Email: Kunal.Motishaw@relianceada.com

Share price (%) 1 mth 3 mth 12 mth

Absolute performance 12.6 (5.2) 42.7

Relative to Nifty 9.6 (6.1) 23.0

Shareholding Pattern (%) Dec-21 Sep-21

Promoter 65.0 65.0

Public 35.0 35.0

Scenario 
Analysis (FY24E)

Bear 

Case

Base 

Case

Bull 

Case

Steel sales Vol. 
(mn tonnes)

17.3 18.2 19.5

Steel Blended 
Reali. (Rs/tonne)

51,536 53,706 56,961

EBITDA (Rs mn) 1,11,666 1,44,360 1,71,284

EBITDA/tonne (Rs) 6,455 7,932 8,784

Net Debt (Rs mn) 2,16,918 1,82,396 1,63,243

Multiple assigned 
EV/EBITDA (x)

4.5 5.0 5.5

Target Price 69 131 189

Upside (%) (33.0) 27.2 83.5

CMP 103 103 103

1 Year Stock Price Performance

Note: * CMP as on 25 March 2022
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Our Thesis

Key Risks

Key Sectoral Theme

Key Investment Theme

 f Lower-than-estimated volumes (6.8% CAGR over FY21-FY24E) in case the company fails to complete the 
expansion projects over the next 1-2 years.

 f Higher employee cost seen in FY22E-FY23E if the wage revision is higher than estimated/guided by the 
management.

 f Higher coking coal costs -- we estimate coking coal at US$275/ton in FY22E versus US$148/ton in FY21 and 
spot at ~US$400/ton."

SAIL (Rs691bn - FY21) (Standalone)

Key Product Segment Steel Sales Sale of Services Others

Revenue (Rs mn FY21)  6,84,559  206  6,372 

Revenue Mix (%) 99 0 1

CAGR (FY16-FY20) (%) 8 (7) 3

CAGR (FY21-FY24E) (%) 13 0 0

 f We believe that domestic steel companies are well-positioned to benefit from multi-year high spreads 
due to structural advantages. We are of the opinion that China is serious on its path to controlling 
production, lowering exports and decarbonisation, which means that there will be higher capex / opex 
and hence, structurally we see better spreads as compared to past cycles. Further, the Indian steel industry 
demand is poised to grow with considerable investments expected in the construction, infrastructure, and 
manufacturing sectors in view of the expected economic revival over the next few years.

 f Decade-long wait finally seems to be over; capacity expansion to drive volume growth - SAIL’s expansion 
plans that were initiated over a decade ago, saw significant delays, missed guidance and is yet to be 
completed, and was a major overhang. However, these are in the final stages of completion, and we 
expect volumes to grow by 9.8%/8.5%/2.9% in FY22E/FY23E/FY24E, respectively. Also, we believe that this 
expansion comes at an opportune time, as steel consumption in India is slated to grow from 94mn tonnes 
in FY21 to 110mn tonnes in FY22E.

 f Downstream Capacity Expansion to Reduce Sale of Low-margin Semis - Along with the capacity expansion, 
SAIL plans to upgrade its existing facilities to improve the product mix. The company’s product portfolio 
has a high proportion of non-value-added products, with semi-finished steel accounting for ~21% of sales 
currently. As a part of its modernization plan, SAIL will be adding facilities to convert this semi-finished steel 
into higher value products like CR steel, coated steel and structurals.
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Scenario Analysis
(FY24E) Bear Case Base Case Bull Case
Steel sales Volume (mn tonnes) 17.3 18.2 19.5

Steel Blended Realisation (Rs/tonne) 51,536 53,706 56,961

EBITDA (Rs mn) 1,11,666 1,44,360 1,71,284

EBITDA/tonne (Rs) 6,455 7,932 8,784

Net Debt (Rs mn) 2,16,918 1,82,396 1,63,243

Multiple assigned EV/EBITDA (x) 4.5 5.0 5.5

Target Price (Rs) 69 131 189
Upside (%) (33.0) 27.2 83.5
CMP (Rs) 103 103 103
Source: RSec Research

Bear Case Scenario – In Bear Case scenario, we expect SAIL’s volume to de-grow on a YoY 
basis from 17.8mn tonnes in FY23E to 17.3mn tonnes in FY24E, while realisation to fall from 
Rs54,249/tonne in FY23E to Rs51,536/tonne in FY24E. This will result in EBITDA contracting, 
and net debt to go up. Revenues to clock 4.7% CAGR over FY21-FY24E (assuming both 
lower sales volume and realisation), resulting in EBITDA margins contracting to 28.1% in 
FY24E. Assigning a lower 4.5x EV/EBITDA multiple, we arrive at a Target Price of Rs69.

Base Case Scenario: In Base Case scenario, we expect SAIL’s revenue to clock 12.5% CAGR 
over FY21-FY24E (assuming steady increase in volumes and firm realisation), resulting in 
EBITDA margins at 14.7% in FY24E. Assigning a median 5x EV/EBITDA multiple, we arrive at 
a Target Price of Rs131.We expect spreads to contract owing to higher input costs, mainly 
coking coal.

Bull Case Scenario: In Bull Case scenario, we expect SAIL’s revenue to clock 17.1% CAGR 
over FY21-FY24E (assuming 9.3% CAGR in sales volume over FY21-FY24E and 7.5% CAGR 
increase in realisation over the same period), resulting in EBITDA margins at 15.4% in FY24E. 
Assigning a higher 5.5x EV/EBITDA multiple, we arrive at a Target Price of Rs189.
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Key Criteria Score Risk Comments

Management Quality 5 MEDIUM The management has vast experience in the metals manufacturing industry. However, there are frequent changes being a PSU

Promoter's Holding Pledge 9 LOW Overall GoI stake stood at 65% at 2QFY22-end, with zero pledge

Board of Directors Profile 6 LOW The board comprises of functional, independent and government directors with decades of experience

Industry Growth 7 LOW Domestic Steel consumption is expected to grow at a 8% CAGR over FY21-FY24E, as compared to 5.4% over FY16-FY20

Regulatory Environment / Risk 5 MEDIUM
Steel manufacturing is highly polluting, with iron ore mining too adding to environmental imbalance. MMDR Act to have an additional burden of 
Rs16bn in FY22 alone

Entry Barriers / Competition 7 LOW
Steel manufacturing is capex intensive, with the advantage only if backward integration exists. Over the past few years, there has not been any 
significant capacity addition and no new entrants have come 

New Business/Client Potential 7 LOW
SAIL is in the midst of a major expansion plan. Post expansion, the company will produce higher value-added products that cater to newer categories 
and clients

Business Diversification 5 MEDIUM The company has only one primary business of producing and marketing steel. It does not plan to diversify into any other industry

Market Share Potential 7 LOW Post capacity expansion and resultant volume growth, SAIL's market share is expected to increase

Margin Expansion Potential 4 HIGH EBITDA margin to contract ahead as steel prices are expected to taper

Earnings Growth 4 HIGH PAT to witness a decline post FY22 due to an expected fall in steel prices

Balance Sheet Strength 5 MEDIUM Balance sheet deleveraging to continue backed by strong cash flows. Net debt to EBITDA is expected to fall from 2.7x in FY21 to 1.26x in FY24E

Debt Profile 7 LOW Net debt is slated to reduce from Rs348bn in FY21 to Rs112bn in FY24E

FCF Generation 7 LOW FCF generation is expected to remain strong as a large part of capex is done and benefits of higher volumes to be seen in the near future

Dividend Policy 6 LOW The company has rewarded shareholders whenever it made profits

 

Total Score Out of 150 91  

Average Score (%) 61% LOW  

Investment Decision Matrix (IDM) 
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Key Criteria Score Risk Comments

Environmental
Climate Change & Carbon Emissions 3 HIGH BOF technology of steel-making is the most polluting route

Air & Water Pollution 3 HIGH For every tonne of steel produced through BOF route, it emits ~2.48 tonnes of CO2

Biodiversity 6 LOW
SAIL's plants and mines operate their process without disturbing the ecological balance. More than 1.72 lakh saplings were planted during FY21, taking the 
cumulative plantation by SAIL to 21.2mn

Deforestation 5 MEDIUM Decrease in forest areas is limited to iron ore mining

Energy Efficiency 5 MEDIUM BOF gases are recovered and used partly within the mill and partly for electricity production by a local generator

Waste Management 5 MEDIUM
The main co-products from crude steel production are slag, dust, scrap and sludge. Disposal of solid waste generated from the steel industry processes is a major 
concern. However, the same is partly recycled and sold to cement manufacturers

Defence/ Arms/ Ammunition Exposure 5 MEDIUM SAIL's presence in certain critical areas of defence has been strategically significant with the supply of DMR steel materials

Social

Customer Satisfaction 8 LOW
The company has systems and procedures to assess customer needs and address them. The Customer Satisfaction Index is calculated based on the feedback 
from customers on a regular basis

Data Protection & Privacy 7 LOW SAIL maintains a high level of data protection and privacy details

Gender & Diversity 5 MEDIUM
Out of the total manpower of 65,564, 10,919 belong to SCs (16.7%), 10,109 belong to STs (15.4%) and 9,894 belong to OBCs (15.02%). While the company has not 
disclosed the number of women employees, JSW steel has ~5% of its workforce as women and Tata Steel ~11%

Employee Engagement 6 LOW
The company conducts various employee engagement programmes -- safety training, skill upgradation and cultural activities to ensure an employee friendly 
environment

Community Relations / Service 8 LOW
In FY21, it spent Rs472mn (out of the prescribed amount of Rs394mn) towards CSR activities, which include rural development, education, relief and rehabilitation and environment 
etc.

Human Rights 5 MEDIUM
The company does not have a stated Human Rights Policy. However, most of the aspects are covered in the Company’s Code of Business Conduct and Ethics as 
well as in various human resource policies and practices

Labour Standard 7 LOW
The company follows labor standards in terms of workplace, facilities and employee benefits. Recognition to trade unions having a majority representation of non-
executive employees is graded as per the process at the plant/unit level

Environmental, Social & Governance Matrix (ESGM)
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Governance
Audit Committee Structure 7 LOW As on March 31, 2021, SAIL's audit committee comprised of 5 directors (with 2/5 being independent directors); the committee met 13 times in FY21

Bribery & Corruption 6 LOW

SAIL has put in place Conduct, Discipline and Appeal (CDA) Rules that prescribe the code of conduct as applicable mostly to the executives of the company. The 
non-executive workmen are covered under the code of conduct / misconduct as mentioned in the Standing Orders (tripartite agreement between the union and 
government representatives) for respective plants/units of SAIL. Now, any contract or tenders related to handling of contracts in CMO departmental warehouses, 
irrespective of the threshold value, are also covered under the Integrity Pact

Executive Compensation 7 LOW
The ratio of CMD's  remuneration to the median remuneration of employees stood at 8x in FY21, while the ratio of MOIL's CMD's remuneration to the median 
remuneration of employees stood at 7x during the same period

Lobbying 9 LOW Being a PSU, SAIL does not require any lobbying/similar tactics for business expansion; there is no cartel in the industry

Political Contribution 8 LOW No political connect is observed

Whistleblower Scheme 8 LOW
The company has adopted a Whistle Blower Policy of the Central Vigilance Commission (CVC) and it has not denied access to any personnel to approach the 
audit committee/management on any issue

Total Score Out of 200 120

Total Score (%) 60% LOW

Score For < 5 Red High Risk For  5 Blue Medium Risk For > 5 Green Low Risk

Total Score (%) For < 50 Red High Risk For  50 Blue Medium Risk For > 50 Green Low Risk
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Highlights of 3QFY22 Conference Call

Sales Volume & NSR

 f Sales volume for 3QFY22 stood at 3.84mn tonnes, down 7% YoY and 10% QoQ. It must 
be noted that in 2QFY22, the company had reported volume growth better than peers 
due to higher share of long products and hence sequentially due to a high base, 
volumes declined significantly. Exports in 3QFY22 stood at 0.3mn tonnes, while that for 
9MFY22 stood at 1.13mn tonnes. SAIL’s export volumes continues to lag that of peers 
due to exhaustion of quota for EU countries. Going forward, the management will 
evaluate arbitrage between domestic and export realisation and only then will resort 
to exports if it makes more economic sense

 f Blended NSR (Net Sales Realisation) for 3QFY22 stood at Rs 65,747/tonne, up 38% YoY 
and 4.9% QoQ. It must be noted that this includes sale of iron ore of 0.36mn tonnes in 
3QFY22 vs. 0.945mn tonnes in 2QFY22 and the company did not disclose the NSR for 
the same. The company has 33mn tonnes of iron ore fines, which it does not require 
at its mine in Dua (Jharkhand). However, SAIL is waiting for the state government’s 
clearance to sell the same and hence volumes will remain muted till the company 
gets approval.

 f Steel NSR for 3QFY22 stood at Rs ~59,000/tonne (~Rs 53,500/tonne for Longs and 
Rs 66,000/tonne for Flats). While prices for January 2022 were marginally lower than 
3QFY22 average, February 2022 prices are higher, and the management expects 
March 2022 prices to also be higher than February. Overall, prices are slated to 
increase by ~Rs2,000-Rs3,000/tonne in 4QFY22 on a sequential basis.

Demand Outlook

 f Domestic demand for long products continues to remain strong. SAIL sold 11.4mn 
tonnes of steel in 9MFY22 and is targeting sales of ~16.2mn tonnes in FY22e (4.8mn 
tonnes sale in 4QFY22). The company is confident of achieving this target as long 
product sales are expected to pick up on the back of Infrastructure and Real estate 
spending. It must be noted that Construction/Infra & Real estate together account for 
~65% of domestic steel demand. In January 2022, the company has already sold 
1.6mn tonnes, and expects even stronger demand in February/March 2022.

Raw Material scenario 

 f Coking Coal – 2QFY22 cost per tonne stood at Rs 15,154, while the same stood at Rs 
25,000/tonne in 3QFY22. Coking coal alone resulted in ~RS42bn of additional cost 
from 2QFY22 to 3QFY22. Going forward, as far as January 2022 cost is concerned, the 
same stood at US$410/tonne as compared to November 2021 cost of US$310/tonne 
and December ~US$350/tonne. Currently prices are hovering ~US$440/tonne and 
hence the company expects ~Rs3,000/tonne of adverse impact on account of coking 
coal alone in 4QFY22. The company expects input cost pressure to eat into margins 
over the next few months at least as SAIL will not be able to pass on the entire burden 
of coking coal costs by the way of price hikes. It must be noted that Raw material cost 
on a per tonne basis in 3QFY22 inched up 36% QoQ and 61% YoY to Rs29,281. 

 f Iron ore – While the company is 100% backward integrated in terms of Iron ore, out 
of the 32mn tonnes of requirement, 13mn tonnes belonging to the Jharkhand group 
of mines has come under the new MMDR act and hence lease renewals after 2015 
which attract 150% will be applicable for such mines. The impact of the same would 
be ~Rs15.8bn for FY22E.  
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Employee Wage revision  

 f The company’s board approved the wage revision for employees in 2QFY22 which 
expired on 31st December 2016. The new wages will be applicable from 1st April 2020 
and after finalisation with employees, the all-inclusive cumulative provision of Rs 20bn 
has been charged to the P&L account. It must be noted that the company had already 
provided for the same to a large extent and there was a Rs5.9bn one time provisioning 
for the same in 2QFY22 resulting in employee expenses increasing from Rs 20.4bn in 
2QFY21 to Rs33.5bn in 2QFY22 and up from Rs 27.7bn in 1QFY22. In 3QFY22, employee 
costs again increased by Rs3.8bn to Rs37.2bn. As per the management ~Rs4bn out 
of the same will be non-recurring as it pertains to the revised actuarial valuation of 
employee related liabilities. In FY23, wage bill is expected to be ~Rs115-120bn (This 
as compared to ~Rs104bn in FY21), translating into a quarterly run-rate of ~Rs30bn..

Capex 

 f The company has incurred a capex of Rs45bn in 9MFY22 (Rs23.9bn in 3QFY22) and 
will incur a total capex of Rs65bn in FY22. The company is planning a capex of Rs80bn 
in FY23 towards modernisation and expansion at existing facilities. 
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Key Charts 

Exhibit 1: Steel Sales volume 

Source: Company, RSec Research

Exhibit 2: Iron ore Mining Cost

Source: Company, RSec Research

Exhibit 3: Product Mix (Post-Expansion)

Source: Company, RSec Research

Exhibit 4: Net Debt  

Source: Company, RSec Research

 f SAIL’s expansion plans that were initiated over a decade ago, 
saw significant delays, missed guidance and is yet to be 
completed, and was a major overhang. However, these are in 
the final stages of completion, and we expect volumes to grow 
by 9.8%/8.5%/2.9% in FY22E/FY23E/FY24E, respectively. Also, 
we believe that this expansion comes at an opportune time, as 
steel consumption in India is slated to grow from 94mn tonnes 
in FY21 to 110mn tonnes in FY22E.

 f SAIL is currently 100% self-sufficient in iron ore and will continue 
to remain even post expansion for years to come. The company 
operates 9 iron ore mines across India. It has already ramped 
up capacity at various locations and is in the process of further 
ramp-up. Post expansion, SAIL’s annual iron ore requirement 
is expected to reach ~39mn tonnes, from 23.46mn tonnes in 
FY21.

 f Going forward, SAIL’s product mix is expected to enhance 
from 21%/31%/48% to 12%/41%/47% for semis/longs/flats, 
respectively. Further, ~50% of incremental capacity will be 
added in high-value products like CR coils, auto grade CR 
products, coated products, pipes and structurals. This change 
in product mix towards specialized and high-value products 
will improve the average realization/tonne for the company.

 f SAIL’s net debt reduced from Rs508bn in FY20 to Rs348bn in 
FY21, largely due to the strong operational performance in 
2HFY21. We believe the company will reduce its net debt further 
to Rs276bn in FY22E and to Rs182bn by FY24E. Hence, the net 
debt-to-EBITDA is slated to reduce from 9x in FY18 to 1.26x 
by FY24E. SAIL was a debt-free company till FY10, but due to 
delays in expansion plans and cost overruns, net debt swelled 
to Rs508bn by FY20. 
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Key Investment Rationale
 

Our investment thesis is based on the following premises: 
I.    Decade-long wait finally seems to be over; capacity expansion to drive volume growth

II. Downstream capacity expansion to reduce sale of low-margin semis

III. Iron ore integration benefits to continue even post expansion

IV. Conversion costs expected to trend lower, supporting EBITDA spreads

V. Iron ore fines - Immense market value

VI. Balance sheet deleveraging to continue backed by strong cash flows

I. Decade-long Wait Finally Seems to be Over; Capacity Expansion to Drive 
Volume Growth

SAIL’s expansion plans that were initiated over a decade ago, saw significant delays, 
missed guidance and is yet to be completed, and was a major overhang. However, these 
are in the final stages of completion, and we expect volumes to grow by 9.8%/8.5%/2.9% 
in FY22E/FY23E/FY24E, respectively. Also, we believe that this expansion comes at an 
opportune time, as steel consumption in India is slated to grow from 94mn tonnes in FY21 
to 110mn tonnes in FY22E.

SAIL reported a mere 1.7% volume CAGR from FY02-FY12 and 3.4% volume CAGR from 
FY12-FY21. We expect it to clock 6.8% volume CAGR over FY21-FY24E. 

Exhibit 5: SAIL Steel Plants
Integrated Steel Plants (ISP) Existing Capacity 

(MTPA)
Capacity Post 

Expansion (MTPA)
Incremental 

Capacity (MTPA)
BSP (Bhilai Steel Plant) 4.0 6.6 2.6

DSP (Durgapur Steel Plant) 2.0 2.1 0.1

RSP (Rourkela Steel Plant) 3.2 4 0.8

BSL (Bokaro Steel Plant) 3.2 4.2 1.0

ISP (ISSCO steel Plant) 1.8 2.4 0.6

TOTAL 14.2 19.3 5.1
Alloy Steel Plants (ASP)
ASP (Alloy Steel Plant) 0.1 0.4 0.3

SSP (Salem Steel Plant) 0.3 0.3 -

VISL (Visvesvaraya Iron and 
steel)

- 0.2 0.2

TOTAL 0.4 0.9 0.5

TOTAL ISP+ASP 14.6 20.2 5.6
Source: Company, RSec Research

Exhibit 6: Steel Sales volume

Source: Company, RSec Research
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II. Downstream Capacity Expansion to Reduce Sale of Low-margin Semis

Along with the capacity expansion, SAIL plans to upgrade its existing facilities to improve 
the product mix. The company’s product portfolio has a high proportion of non-value-
added products, with semi-finished steel accounting for ~21% of sales currently. As a part 
of its modernization plan, SAIL will be adding facilities to convert this semi-finished steel 
into higher value products like CR steel, coated steel and structurals. 

Going forward, SAIL plans to its change its product mix from 21%/31%/48% to 12%/41%/47% 
for semis/longs/flats, respectively. Further, ~50% of incremental capacity will be added in 
high-value products like CR coils, auto grade CR products, coated products, pipes and 
structurals. This change in product mix towards specialized and high-value products will 
improve the average realization/tonne for the company. We believe that realizations for 
value-added steel is higher by ~US$100 to US$120/tonne than HRC (hot rolled coil). SAIL 
plans to capture the rising demand from the construction, auto and oil & gas sectors. It 
is adding specialized products like 4.3m wide plates, 1,100mm wide flange beams (to 
support the increasing infrastructural requirements), 100 API grade pipes, high-quality rails 
for metro rails and Indian Railways, CRGO steels and color coated sheets to its product 
portfolio.

Exhibit 7: Capex for Capacity Expansion Plan
Description Amount (Rs bn)
Expansion of existing capacity 391 

Value addition / product mix improvement 70 

Technological upgradation / modernization 35 

Sustenance, including de-bottlenecking, AMR & environment 122 

Augmentation of raw material facilities 103 

Total estimated cost 721 
Source: Company, RSec Research

Exhibit 8: Product Mix (FY21) Exhibit 9: Product Mix (Post-Expansion)

Source: Company, RSec Research Source: Company, RSec Research
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Exhibit 10: Technological Shift
 Current Status Post Expansion Benefits

BOF steel making 79.0% 100.0% Better crude steel yield from hot metal and higher energy efficiency

Continuous casting route 71.0% 94.0% Better saleable steel yield from crude steel & higher energy efficiency

Pelletization plant NO YES Use of low-cost iron ore fines

Coke dry quenching PARTIAL Full Improved coke quality, better energy efficiency and environment friendly

Top pressure recovery turbine NO YES Energy efficiency with captive power generation

Auxiliary fuel injection in BF Partial Coverage Full coverage Lower coke rate and energy consumption

Desulphurization of hot metal Partly 100% Better steel quality leading to higher realizations

Beam blank casting NO YES High-quality beams with a wide range of product dimensions, lower manipulation 
costs and reduced energy expenses

Coupled pickling and tandem 
mill

NO YES High pickling throughput rates and uniformly pickled surfaces

Beneficiation plant Partial Full Reduce contaminants and thereby increase the iron content of raw iron ore
Source: Company, RSec Research

III. Iron Ore Integration Benefits to Continue Even Post Expansion

SAIL is currently 100% self-sufficient in iron ore and will continue to remain even post 
expansion for years to come. The company operates 9 iron ore mines across India. It has 
already ramped up capacity at various locations and is in the process of further ramp-up. 
Post expansion, SAIL’s annual iron ore requirement is expected to reach ~39mn tonnes, 
from 23.46mn tonnes in FY21. The company has already ramped up capacity at Kiriburu 
from 4.3MTPA to 5.5MTPA, while the capacity at other locations like Meghataburu (5MTPA 
to 6.5MTPA), Bolani (7MTPA to 10MTPA), Gua (4MTPA to 10MTPA), Barsua, Kalta and Taldih 
(7MTPA to 16MTPA), Rowghat (new mine, with 12MTPA capacity) and Chiria (0.75MTPA to 
7/15MTPA) is being ramped up in a phased manner. 

SAIL is also planning to set up 3 pellet plants of 4MTPA at Gua, 1MTPA at Dalli and 2MTPA 
at RSP for better utilization of fines. The company has access to ~3bn tonnes of iron ore 
from different locations in India, including Chiria mines. The average grade across mines 
is 62-65%, while the mining cost is currently ~Rs2,000/tonne + freight and raw material 
handling expenses. Going forward, we expect iron ore mining costs to increase due to the 
new MMDR Act. The management has indicated that there will be an additional outgo of 
~Rs16bn in FY22E on account of this due to higher royalty. 

On the coking coal front, SAIL currently imports ~90% of its requirement largely from 
Australia, the US and Canada, while the balance ~10% is supplied by Coal India through 
linkages. In FY21, the company’s coking coal requirement was 15.85mn tonnes, which is 
expected to increase to 19.5mn tonnes, post expansion. Further, SAIL is developing the 
Tasra captive coal mine allotted to it as part of Jharia coalfields (Jharkhand). This mine is 
expected to produce 4MTPA of Run of Mine (ROM) coal (1.8mn tonnes of washed coal). SAIL 
is also exploring new linkages/acquisitions to reduce its import dependence and have a 
better integration. The company has also requested the Ministry of Coal to allocate new 
potential coking coal blocks, in line with the recommendation from NITI Aayog. We believe 
any development on these fronts will be a positive for SAIL.

Exhibit 11: Iron ore Mining Cost Exhibit 12: Cost Benefit/Tonne of Steel produced 

Source: Company, RSec Research Source: Company, RSec Research
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VI. Conversion Costs Expected to Trend Lower, Supporting EBITDA Spreads  

Due to the captive iron ore mines, SAIL’s raw material cost/tonne is among the lowest 
domestically, though the conversion cost of ~Rs22,000/tonne is among the highest due to 
the higher employee costs. While the company made an exemplary effort to reduce the 
employee headcount over the years (from ~111,000 in FY11 to ~66,000 currently), the per 
tonne employee expense remained largely flat at ~Rs6,900/tonne. This is due to the higher 
cost per employee over the years. Going forward, we expect the employee cost/tonne to 
decrease marginally owing to the higher volumes.

V. Balance Sheet Deleveraging to Continue Backed by Strong Cash Flows

SAIL’s net debt reduced from Rs508bn in FY20 to Rs348bn in FY21, largely due to the strong 
operational performance in 2HFY21. We believe the company will reduce its net debt further 
to Rs276bn in FY22E and to Rs182bn by FY24E. Hence, the net debt-to-EBITDA is slated to 
reduce from 9x in FY18 to 1.26x by FY24E. SAIL was a debt-free company till FY10, but due to 
delays in expansion plans and cost overruns, net debt swelled to Rs508bn by FY20. 

Exhibit 13: Assumptions
FY17 FY18 FY19 FY20 FY21 FY22E FY23E FY24E

Blended realisation (Rs/tonne)  38,008  41,876  47,449  43,331  46,270  61,355  54,618  54,068 

Steel Sales Volume (mn tonnes)  13.1  14.1  14.1  14.2  14.9  16.4  17.8  18.2 

Raw Material cost/tonne (Rs)  15,113  17,942  22,060  19,851  15,157  25,974  25,828  24,759 

Employee cost/tonne (Rs)  6,837  6,296  6,269  6,182  7,003  7,200  6,700  6,500 

Other costs/tonne (Rs)  16,007  14,346  12,204  10,119  15,581  15,534  14,261  14,877 

EBITDA/tonne (Rs)  51  3,292  6,916  7,178  8,528  12,646  7,829  7,932 
Source: Company, RSec Research

Exhibit 14: Net Debt Exhibit 15: Net Debt / EBITDA

Source: Company, RSec Research Source: Company, RSec Research
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Outlook & Valuation
We initiate coverage on Steel Authority of India Ltd (SAIL) with a BUY rating and a 
1-year Target Price of Rs131, based on 5x FY24E EV/EBITDA. SAIL’s modernisation and 
expansion plan is near completion and the company’s total saleable steel capacity will 
increase to 20.2mtpa post-expansion. In FY21, steel sales stood at 14.9mn tonnes, much 
below the rated capacity and thereby provides significant potential for volume growth as 
the new capacity ramps up. We expect the company to deliver volume growth of 6.8% CAGR 
over FY21-24E. In line with our assumptions on steel prices and margins, EBITDA/tonne is 
expected to peak in FY22E at Rs12,646/tonne and decline in FY23/24E at Rs7,829/7,932 
per tonne but remain above the average of Rs5,193/tonne from FY17-FY21. Also, we expect 
balance sheet deleveraging to continue, with net debt slated to reduce from Rs348bn 
in FY21 to Rs182bn in FY24E, and net debt-to-EBITDA to come down from 2.7x in FY21 to 
1.26x in FY24E. Rationalization of headcount, rising share of value-added products and an 
increase in sales volumes bode well for the company. 

Valuation (Standalone) (Rs mn)

FY24E EBITDA  1,44,360 

Target Multiple 5.0

Target Enterprise Value  7,21,799 

Less:- Net Debt  (1,82,396 )

Target Market Capitalisation  5,39,403 

Total Outstanding Shares (Rs mn)  4,131 

Target Price/share (Rs)  131 
CMP (Rs) 103
Upside (%) 26.8
Source: RSec Research
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Profit & Loss Statement (Standalone)
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

Net Sales  6,16,642  6,91,136  10,06,215  9,72,203  9,84,030 

Less:-

Raw Material Costs  (2,93,717)  (2,32,136)  (4,45,753)  (4,86,101)  (4,79,609)

Change in inventory  55,776  (42,766)

Employee Costs  (87,973)  (1,04,611)  (1,22,472)  (1,21,002)  (1,26,945)

Other Expenses  (1,88,570)  (1,84,236)  (2,30,591)  (2,25,737)  (2,33,116)

EBITDA  1,02,157  1,27,387  2,07,399  1,39,363  1,44,360 

margins% 16.6% 18.4% 20.6% 14.3% 14.7%

Other Income  9,058  8,607  6,025  6,627  6,826 

Finance Cost  (34,868)  (28,172)  (18,554)  (18,741)  (13,041)

Depreciation  (37,557)  (41,028)  (44,830)  (47,269)  (56,021)

Less:- Exceptional Items  (7,718)  584  -    -    -   

Add:- Share of Profit/loss in investments  1,943  4,677  -    -    -   

PBT  33,016  72,057  1,50,039  79,980  82,124 

Taxes  (11,809)  (30,575)  (37,510)  (17,596)  (20,531)

Reported PAT  21,207  41,481  1,12,529  62,385  61,593 

Adjusted PAT  28,925  40,897  1,12,529  62,385  61,593 

Total outstanding Shares (mn)  4,131  4,131  4,131  4,131  4,131 

Reported EPS (Rs)  5.1  10.0  27.2  15.1  14.9 

Adjusted EPS (Rs)  7.0  9.9  27.2  15.1  14.9 

Key Financials

Balance Sheet (Standalone)
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

Equity  4,15,102  4,54,062  5,74,247  6,54,986  7,43,686 

Borrowings  5,12,008  3,55,763  3,37,353  3,12,353  2,17,353 

Deferred Tax Liability  -    13,341  14,889  52,865  90,167 

Other Current Liabilities  2,83,241  3,06,474  3,11,813  3,22,766  3,34,164 

Other non-current Liabilities  58,925  62,819  65,086  66,514  67,554 

TOTAL LIABILITIES  12,69,276  11,92,459  13,03,388  14,09,484  14,52,924 

Net Fixed Assets  6,53,845  6,41,335  7,11,587  7,74,896  8,61,854 

Capital Work in Progress  87,533  88,806  82,050  1,00,000  50,000 

Investments  31,084  32,987  32,987  32,987  32,987 

Cash & Bank  4,450  7,964  8,679  35,976  34,957 

Other Current Assets  79,994  89,000  92,177  94,179  95,553 

Other non-current Assets  85,560  1,07,489  65,755  66,246  66,583 

Working Capital  3,26,810  2,24,879  3,10,153  3,05,201  3,10,991 

TOTAL ASSETS  12,69,276  11,92,459  13,03,388  14,09,484  14,52,924 
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Cash Flow Statement 
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

Cash Flow from Operating Activities

Profit / (Loss) before Tax  33,016  72,057  1,50,039  79,980  82,124 

Adjustments for:

Depreciation  37,557  41,028  44,830  47,269  56,021 

Loss / (Gain) on fixed asset Net  494  377  377  377  377 

Interest Income  (1,435)  (2,730)  (2,730)  (2,730)  (2,730)

Dividend Income  (29)  (34)  (34)  (34)  (34)

Finance Cost  33,870  28,226  18,554  18,741  13,041 

Unrealised loss/(gain) on forex fluctuation  997  (55)  100  100  100 

Loss on sale of non-current Investment  (6)  (45)  -    -    -   

Bad Debt & Provision for doubtful debt  761  927  973  993  1,022 

Other Provisions  2,129  1,693  1,693  1,693  1,693 

Share of Profit from JV  (1,943)  (4,677)  -    -    -   

Unclaimed balances & excess provision written back  (4,072)  (2,844)  (2,844)  (2,844)  (2,844)

Operating Profit / (Loss) before WCC  1,01,340  1,33,923  2,10,959  1,43,546  1,48,771 

Changes In Assets & Liabilities

Trade Receiveables  (44,162)  16,226  4,292  2,968  3,036 

Loans, other financial assets & other assets  (2,079)  (6,802)  (6,802)  (6,802)  (6,802)

Trade Payable  (8,990)  6,860  6,860  6,860  6,860 

Other Financial liabilities, other liabilities & provisions  (6,238)  43,144  43,144  43,144  43,144 

Inventories  (45,113)  41,215  -80,982  7,921  (2,754)

Cash Flow from operations post working capital changes  (5,242)  2,34,566  1,77,470  1,97,636  1,92,255 

Income Taxes Paid (net)  (935)  (262)  (37,510)  (17,596)  (20,531)

NET CASH FLOWS FROM OPERATING ACTIVITIES (A)  (6,177)  2,34,304  1,39,961  1,80,041  1,71,724 

Cash Flows from Investing Activities

Purchase of Property plant and equipment  (47,544)  (36,727)  (63,496)  (81,259)  (36,959)

Proceeds from Sale/Disposal of property plant and 
equipment

 3,731  1,430 

Purchase of Current & non-current investments  67  80  80  80  80 

Movement in Fixed deposits (net)  (324)  (236)  (236)  (236)  (236)

Interest Received  1,435  1,292  1,292  1,292  1,292 

Dividend Received  29  34  34  34  34 

NET CASH FLOWS / (USED) IN INVESTING ACTIVITIES - (B)  (42,605)  (34,127)  (62,325)  (80,089)  (35,789)

Cash flows from financing activities

Proceeds from Long term borrowings (net)  28,978  (1,55,445)  (14,907)  (15,000)  (25,000)

Proceeds from short term borrowings (net)  60,096  (7,905)  (3,502)  (10,000)  (70,000)

Finance cost Paid  (36,538)  (29,419)  (18,554)  (18,741)  (13,041)

Dividend Paid (including Tax)  (2,505)  (4,131)  (37,175)  (28,914)  (28,914)

Net Cash flows / (used) in financing activities - (C)  50,032  (1,96,899)  (74,139)  (72,655)  (1,36,955)

Increase / Decrease in Cash and Cash equivalents (A+B+C)  1,250  3,277  3,496  27,297  -1,020 

Cash & Cash equivalents at the beginning of the year  656  1,905  5,183  8,679  35,976 

Cash & Cash equivalents at the end of the year  1,905  5,183  8,679  35,976  34,957 
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Key Ratios
Y/E Mar FY20 FY21 FY22E FY23E FY24E

Valuation

Year-ended Mar 31

P/E (x)  14.9  10.5  3.8  6.9  7.0 

P/BV (x)  1.0  0.9  0.7  0.7  0.6 

EV/EBITDA (x)  9.2  6.1  3.7  5.1  4.2 

EV/Sales (x)  1.52  1.12  0.75  0.73  0.62 

Dividend Yield (%)  -   2.7 8.7 6.7 6.7

Financial Ratios

Year-ended Mar 31

RoE (%) 7.0 9.0 19.6 9.5 8.3

RoCE (%) 2.9 4.6 11.3 5.7 5.5

Debt/Equity (x)  1.2  0.8  0.6  0.4  0.2 

EBIT/Interest (x)  1.9  3.1  8.8  4.9  6.8 

Margins (%)

Year-ended Mar 31

EBITDA 16.6 18.4 20.6 14.3 14.7

EBIT 10.5 12.5 16.2 9.5 9.0

PAT 4.7 5.9 11.2 6.4 6.3
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Company Overview
SAIL is one of India's largest integrated steel producers with ~15% domestic market share. 
It has five integrated steel plants and three special steel plants, mostly located in Eastern 
and Central India, close to its own iron ore, limestone and dolomite mines. The company’s 
production facilities are backward integrated to produce iron ore and fluxes necessary to 
make steel. It has access to >3bn tonnes of iron ore across different locations in India, which 
provides 100% self-sufficiency in iron ore over a long period of time. However, SAIL does not 
have access to captive coking coal. It imports ~90% of its coking coal requirements largely 
from Australia, the US and Canada, and buys the balance from Coal India.

Key Management

Name Designation Brief Profile 

Smt. Soma Mondal

Chairman, holding additional 
charge of the posts of Director 
(Commercial) and Director 
(Personnel)

Smt. Soma Mondal has assumed the position of Chairman, SAIL w.e.f. 1st January, 2021. Smt. Soma 
Mondal has the distinction of not only being the first woman Functional Director of SAIL, but she is 
also the first woman Chairman of the Company. A graduate in Electrical Engineering from National 
Institute of Technology, Rourkela, in 1984, she has over 35 years of experience in the metal industry. 
She commenced her career as a Graduate Engineer Trainee at NALCO and rose through the ranks to 
take over the  mantle of Director (Commercial) at NALCO in the year 2014. She joined SAIL in March, 
2017 as Director (Commercial). At SAIL, she spearheaded the implementation of the marketing 
strategies emerging from the Comprehensive Turnaround Roadmap for the Company since 2017

Ms. Sukriti Likhi
Additional Secretary and 
Financial Advisor, Ministry of 
Steel

Her varied experience in administration includes working in the Ministry of Finance, Government of 
India, as Director in the Department of Financial Services and later, as Counsellor (Economic) with the 
Embassy of India at Washington DC. Most recently she was Joint Secretary, Department of Heavy 
Industry, Ministry of Heavy Industries and Public Enterprises, Government of India.  In the Haryana 
State Government, among her varied assignments, she served as Managing Director, Haryana 
Power Generation Corporation Ltd; as Managing Director HAFED (the Haryana State Cooperative 
Supply & Marketing Federation Limited) and as Finance Secretary.  She holds a Master’s in Public 
Administration from Harvard University (USA), a Master’s in Sociology from the Delhi School of 
Economics and a Bachelor’s degree in Economics (Honours) from Lady Shri Ram College.

Shri Puneet Kansal
Joint Secretary to the Government 
of India

Shri Puneet Kansal, is 1996 batch IAS officer from the Sikkim Cadre and is presently posted as Joint 
Secretary, Ministry of Steel. He holds a BE (Electronics) degree from IIT, Roorkee and is an MBA 
from Amity University. Having served in different ministries in the State Government as well as in 
Government of India, he has rich and varied experience spanning over two decades in different areas 
viz., Industries, Finance, Revenue, Power and Energy, Planning and Program Implementation, Rural 
Development, Agriculture and Agriculture Cooperation, Information and Broadcasting, Land Revenue 
Management and District Administration etc. He has attended training in Infrastructure Development 
and Financing, IT Management and Governance, WTO and New Trade Regime and Fiscal Policy and 
Macroeconomic Management.

Shri Harinand Rai
Director (Technical, Projects & 
Raw Materials)

Shri Harinand Rai is a Metallurgical Engineer from IIT, BHU. He has over 32 years of experience of 
working in the organisation in different capacities at both Plant level at Bhilai Steel Plant, Bhilai (BSP) 
and Durgapur Steel Plant, Durgapur (DSP) as well as at Corporate Office. Having joined BSP initially 
he rose to the level of General Manager (Blast Furnace) specialising in Blast Furnace technology, 
operations and logistics, before joining DSP as Executive Director (Works). As an Executive Director 
(Works), DSP he was over all responsible for Operations at the Plant including Planning, Maintenance, 
Logistics, etc. Thereafter he assumed the charge of Executive Director (Operations) at Corporate Office 
overseeing the operations, logistics, raw material planning and distribution of all SAIL Plants. He 
was also in charge of the Central Coal Supply Organisation, Energy Management Division, and Rail 
Movement Cell.

Source: Company
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65.0%
3.9%

4.4%

26.7% Promoters

Mutual Funds

FII's

Financial
Institutions/Retail/Others

Shareholding Pattern

Source: Company, RSec Research

Key Institutional Shareholders

Institution Holding (%)

LIC of India 5.73

Rakesh Jhunjhunwala 1.09

Vanguard Emerging Markets 0.68

Kotak MF 0.76

Polunin Fund LLC 0.38

Source: Bloomberg
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MOIL
Metal & Mining | India

Institutional Equity Research

Initiating Coverage  | March 28, 2022

BUY
1 Year Target Price: Rs233

CMP* (Rs) 178

Upside/ (Downside) (%) 31

Bloomberg Ticker MOIL IN

Market Cap. (Rs bn) 36

Free Float (%) 35.7

Shares O/S (mn) 203

Mining a Fortune; Indirect Steel Play in Import Dependent Market

 f MOIL is India's largest producer of manganese ore in terms of volumes, with its FY21 
production at ~1.14mn tonnes. India’s FY21 manganese ore demand of ~6.3mn tonnes 
was met through domestic production of ~2.3mn tonnes and ~4mn tonnes of imports. 
Further, with steel consumption expected to pick up going forward, the same provides 
good demand and consumption visibility for manganese ore. Incidentally, ~55kgs of 
manganese ore is required to produce 1 tonne of steel. MOIL is expected to exhibit a CAGR 
of 4.6% in sales volume growth over FY21-FY24E and post sales of 1.39mn tonnes in FY24E.

 f MOIL’s manganese ore realization saw a steep decline from FY11 to FY16, when prices 
fell by ~47%, resulting in the stock price correcting by ~50% over the same period. 
However, manganese ore prices have since stabilized and have increased by ~56% from 
FY16 to FY21. We believe prices have bottomed out and will remain firm going forward, 
as currently they are close to the marginal cost of production globally. Realization for 
3QFY22 stood at Rs10,983/tonne, up from FY21 realization of Rs8,767/tonne. Going 
forward, we expect prices to remain firm at ~Rs10,900/tonne.

 f We estimate MOIL’s production cost will be ~Rs6,980/tonne in FY22E, Rs7,103/tonne in 
FY23E and Rs7,318/tonne in FY24E. This coupled with a low capex of ~Rs8.8bn spread 
over the next 3 years will result in the company continuing to generate free cash flows 
even in a distress cycle. Hence, we estimate the company’s net cash per share would 
reach Rs82 by FY24E.

ESG Analysis: Analyzing MOIL on 20 key criteria (10 points each) under ESG Matrix, we have 
assigned an overall score of 62% to the company. Under “Environmental Head”, we have 
assigned 53% score, as mining activity is overall non-friendly to the environment. Under “Social 
Head”, we have assigned 63% score considering its data policy and employee and labour 
engagement, while under “Governance Head”, we have assigned 72% score, based on its 
overall governance structure (please refer to page no 81-82 for detailed ESG analysis).

Outlook & Valuation
At the end FY24E, MOIL is likely to have cash and cash equivalents of Rs16.7bn, translating 
to Rs82/share and accounting for about 46% of the current market capitalization. Further, the 
company operates at an EBITDA margin of ~37%, with ~45% share of India’s Manganese ore 
market, which augers well for the company. We value the stock at 5x EV/EBITDA (in-line with 
its average EV/EBITDA at the time of its IPO, when manganese prices were at similar levels) 
and arrive at a Target Price of Rs233. As per our understanding, manganese prices seem to 
have bottomed out and current prices are close to the marginal cost of production globally and 
hence unlikely to fall further. At the CMP, the stock trades at an attractive valuation of 3.2x FY24E 
EV/EBITDA. We value MOIL at a discount to its international peers as their revenue stream is 
diversified unlike MOIL that is dependent on a single commodity. 

 

Key Triggers:
	Higher steel consumption to drive manganese ore demand
	International manganese ore prices stabilizing
	Strategic location of mines provides competitive edge
	FY24E net cash forms ~46% of current market cap 

Key Financial (Standalone)
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

Net Sales  10,381  11,774  13,714  15,288  16,352 

EBITDA  2,555  2,868  4,860  5,721  6,144 

EBITDA margin (%) 24.6 24.4 35.4 37.4 37.6

Adjusted Pat  2,482  2,266  3,567  4,085  4,259 

Adjusted EPS (Rs)  10.5  9.5  15.0  17.2  17.9 

P/E (x)  17.1  18.7  10.2  8.9  8.5 

EV/EBITDA (x)  9.5  8.1  5.0  3.8  3.2 

Source: Company, RSec Research

Research Analyst: 
Kunal Motishaw

 Contact: (022) 4303 4628 / 9820421206  
Email: Kunal.Motishaw@relianceada.com

Share price (%) 1 mth 3 mth 12 mth

Absolute performance 6.1 (0.9) 30.9

Relative to Nifty 3.1 (1.8) 11.2

Shareholding Pattern (%) Dec-21 Sep-21

Promoter 64.4 64.4

Public 35.6 35.6

Scenario 
Analysis (FY24E)

Bear 

Case

Base 

Case

Bull 

Case

Manganese Ore 
sales Volume  
(mn tonnes)

        1.13       1.39         1.57 

Manganese ore 
Realis. (Rs/tonne)

     9,528   10,904     12,174 

EBITDA (Rs mn)     4,478     6,144      8,354 

Multiple Assig. (x)         4.5          5.0           5.5 

Target Price (Rs)        155        233          297 

Upside (%) (12.9) 30.9 66.9

CMP (Rs) 178 178 178

1 Year Stock Price Performance

Note: * CMP as on 25 March 2022
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Our Thesis

Key Risks

Key Sectoral Theme

Key Investment Theme

 f Weaker-than-estimated manganese ore prices

 f Regulatory overhang and delays in capex implementation

MOIL (Rs12bn - FY21) (Standalone)

Key Product Segment Manganese ore Ferro Manganese EMD Others

Revenue (Rs mn FY21)  10,677  809  111  176 

Revenue Mix (%) 91 7 1 1

CAGR (FY16-FY20) (%) 14 (9) 23 8

CAGR (FY21-FY24E) (%) 13 6 5 6

 f We believe that domestic steel companies are well-positioned to benefit from multi-year high spreads 
due to structural advantages. We are of the opinion that China is serious on its path to controlling 
production, lowering exports and decarbonisation, which means that there will be higher capex / opex 
and hence, structurally we see better spreads as compared to past cycles. Further, the Indian steel industry 
demand is poised to grow with considerable investments expected in the construction, infrastructure, and 
manufacturing sectors in view of the expected economic revival over the next few years

 f Higher steel consumption to drive manganese ore demand - MOIL is India's largest producer of 
manganese ore in terms of volumes, with its FY21 production at ~1.14mn tonnes. India’s FY21 manganese 
ore demand of ~6.3mn tonnes was met through domestic production of ~2.3mn tonnes and ~4mn tonnes 
of imports. Further, with steel consumption expected to pick up going forward, the same provides good 
demand and consumption visibility for manganese ore. Incidentally, ~55kgs of manganese ore is required 
to produce 1 tonne of steel. MOIL is expected to exhibit a CAGR of 4.6% in sales volume growth over FY21-
FY24E and post sales of 1.39mn tonnes in FY24E.

 f Indirect Steel Play in Import Dependent Market - MOIL is an indirect steel play in an import dependent 
market like India. Further, considering 90% of the output is used in an alloy form as high carbon manganese 
and silico manganese (HCMn and SiMn) in the steel-making process, manganese ore is an indispensable 
raw material for steel production.
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Scenario Analysis
(FY24E) Bear Case Base Case Bull Case
Manganese Ore sales Volume (mn tonnes)            1.13            1.39             1.57 

Manganese ore Realisation (Rs/tonne)           9,528         10,904         12,174 

EBITDA (Rs mn)           4,478           6,144           8,354 

Multiple Assigned (x)              4.5              5.0               5.5 

Target Price (Rs) 155 233 297

Upside (%) (12.9) 30.9 66.9
CMP (Rs) 178 178 178
Source: RSec Research

Bear Case Scenario – In Bear Case scenario, we expect MOIL’s revenue to clock 4.7% 
CAGR over FY21-FY24E (assuming both lower sales volume and realisation), resulting in 
EBITDA margins contracting to 28.1% in FY24E. Assigning a lower 4.5x EV/EBITDA multiple, 
we arrive at a Target Price of Rs155.

Base Case Scenario: In Base Case scenario, we expect MOIL’s revenue to clock 11.6% CAGR 
over FY21-FY24E (assuming steady increase in volumes and firm realisation), resulting in 
EBITDA margins at 37.6% in FY24E. Assigning a median 5x EV/EBITDA multiple, we arrive 
at a Target Price of Rs233.

Bull Case Scenario: In Bull Case scenario, we expect MOIL’s revenue to clock 25% CAGR 
over FY21-FY24E (assuming 8.9% CAGR in sales volume over FY21-FY24E and 11.6% CAGR 
increase in realisation over the same period), resulting in EBITDA margins at 41.2% in FY24E. 
Assigning a higher 5.5x EV/EBITDA multiple, we arrive at a Target Price of Rs297.
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Key Criteria Score Risk Comments

Management Quality 5 MEDIUM The management has vast experience in the mining industry. However, there are frequent changes being a PSU

Promoter's Holding Pledge 8 LOW Overall GoI and state government's stake stood at ~64% at 2QFY22-end, with zero pledge

Board of Directors Profile 6 LOW
A perfect blend of experience and expertise offers great comfort; few of them have a vast industry experience; MOIL's total board 
strength is 8, which consists of 6 non-executive directors, 2 independent directors

Industry Growth 7 LOW
Manganese ore sales are directly co-related to steel production. With the domestic steel industry slated to grow at a fast pace over the next few years, 
demand for manganese ore is also expected to remain strong

Regulatory Environment / Risk 5 MEDIUM
Manganese ore mining causes ecological imbalance. However, MOIL is attentive towards ecological restoration on barren manganese spoil dumps 
and rejuvenation of waste dumps by following integrated biotechnological approach for sustainable development and better environment at mines

Entry Barriers / Competition 7 LOW MOIL is the largest merchant miner of manganese ore in India. Over the years, there have been no new allocations of such mines

New Business/Client Potential 5 MEDIUM The company's volume growth over the past years has been muted

Business Diversification 5 MEDIUM MOIL does not plan to diversify into any other line of business. However, it plans to set up value-addition projects adjacent to its mines

Market Share Potential 6 LOW
The company currently commands ~50% market share in the domestic market. Further, it plans to increase its mining capacity from ~1.5mn tonnes 
currently to ~3mn tonnes by 2030

Margin Expansion Potential 6 LOW Margins have been rangebound over the past, and going forward they are expected to remain stable on firm manganese ore prices

Earnings Growth 6 LOW PAT is expected to clock ~31% CAGR over FY21-FY24E

Balance Sheet Strength 10 LOW MOIL is estimated to have a net cash of ~46% of the current market cap by FY24E

Debt Profile 10 LOW It has been a net cash company since inception

FCF Generation 8 LOW FCF generation is expected to remain healthy due to low planned capex and healthy cash flows

Dividend Policy 8 LOW MOIL has been paying dividends every year since inception and has a clear dividend distribution policy in place

 

Total Score Out of 150 102  

Average Score (%) 68% LOW  

Investment Decision Matrix (IDM) 
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Key Criteria Score Risk Comments

Environmental

Climate Change & Carbon Emissions 3 HIGH
MOIL is carrying out collaborative research work for restoration of dumps to maintain the ecological sustainability by Phytoremediation method with CSIR-National 
Environmental Engineering Research Institute (NEERI), Nagpur at its Gumgaon mine for a sustainable development framework guidelines for mining projects

Air & Water Pollution 3 HIGH
The company has defined methods of identifying and assessing potential environmental risks. It carries out Environmental Impact Assessment of operations/
activities to identify impacts on the surrounding environment and initiate mitigation measures accordingly. All mines/plants sites are certified to ISO45001:2018 
(OHSAS) / ISO 9001:2015 (QMS), ISO 14001:2015 (EMS), S.A. 8000 & GRI certification

Biodiversity 3 HIGH
MOIL’s main product is manganese. It employs sustainable mining practices in its mine that are environmental friendly and production processes for all other 
products also -- ferro manganese and EMD. It ensures to implement appropriate environmental measures in all of its mining operation phases to safeguard the 
environmental parameters such as air, water, land, noise and biodiversity

Deforestation 6 LOW
The company is conscious of its responsibility towards environmental protection in and around its leasehold areas. The cumulative plantation at various mines at 
FY21-end is 2.2mn saplings

Energy Efficiency 7 LOW
MOIL believes in optimum consumption of electricity, fuel, lubricants and water. It sets targets for specific consumption of water and energy, and it conducts energy 
audits to achieve the target. The energy audits also help to identify and prioritize energy efficient technological measures and savings opportunities. The specific 
energy consumption in its operation has been improved with the implementation of energy efficient measures

Waste Management 7 LOW
The company has set up waste treatment at its mines to recycle treated water in the process, digging contour trenches and biological reclamation of rock waste 
dumps to minimize land erosion, and constructed check dams, effluent treatment plant, sewage treatment plant to treat effluents to avoid water pollution

Defence/ Arms/ Ammunition Exposure 8 LOW No exposure to the defence or arms & ammunition sector

Social
Customer Satisfaction 7 LOW MOIL carries out a customer satisfaction survey every year by organizing customer meets at various locations and by visiting the customers on a regular basis

Data Protection & Privacy 7 LOW The company has systems in place to protect the information system (ERP/SAP) and data resources management controls, along with regular third party audit of ERP

Gender & Diversity 5 MEDIUM
MOIL employs a total of 811 women (14%) out of its 5,866 employees across executives, non-executives and workers. This as compared to ~5% for JSW Steel and 
~11% for Tata Steel

Employee Engagement 6 LOW It updates employees regularly and has adopted employee-oriented policies that cover areas such as employee benefits

Community Relations / Service 8 LOW
In FY21, MOIL spent Rs132mn on various CSR activities, as against the mandatory requirement of Rs114mn. Further, it donated Rs450mn to the PM Cares Fund and Rs50mn to the 
CM relief fund for Covid related expenses

Human Rights 6 LOW
The company has implemented ethical and consistent business practices and standards through health, safety, environment and community and human rights  
(HSEC-HR) strategy, policies and standards

Labor Standard 5 MEDIUM
Madhya Pradesh's verification of trade union and membership has been completed by authorities of the Ministry of Labour. Accordingly, recognition to MOIL 
Kamgar Sanghatan (INTUC) as the majority union has been recognized under the code of discipline

Environmental, Social & Governance Matrix (ESGM)
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Governance
Audit Committee Structure 5 MEDIUM As on March 31, 2021, MOIL's audit committee comprised of 3 members (with 2/3 being independent directors); the committee met 6 times in FY21

Bribery & Corruption 7 LOW
MOIL and its associates are committed to working with the stakeholders in government, business and civil society to promote good governance, responsible use 
of mineral wealth and to prevent corruption. The company has also signed an Integrity Pact (IP) with Transparency International India (TII) 

Executive Compensation 7 LOW
The ratio of CMD's remuneration to the median remuneration of employees stood at 7x in FY21, while the ratio of SAIL's CMD's remuneration to the median 
remuneration of employees stood at 8x during the same period

Lobbying 9 LOW Being a PSU, MOIL does not require any lobbying/similar tactics for business expansion; there is no cartel in the industry

Political Contribution 8 LOW No political connect is observed

Whistle Blower Schemes 7 LOW
MOIL has formulated its Whistle Blower Policy to achieve the highest possible standards of ethical, moral and legal business conduct and also to strengthen its 
commitment to open and transparent communication

Total Score Out of 200 124

Total Score (%) 62% LOW

Score For < 5 Red High Risk For  5 Blue Medium Risk For > 5 Green Low Risk

Total Score (%) For < 50 Red High Risk For  50 Blue Medium Risk For > 50 Green Low Risk
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Key Charts 

Exhibit 1: Steel Production Trend in India

Source: Company, RSec Research

Exhibit 2: Chinese Manganese ore prices 

Source: Bloomberg

Exhibit 3: Net Cash Per share

Source: Company, RSec Research

 f MOIL is India's largest producer of manganese ore in terms 
of volumes, with its FY21 production at ~1.14mn tonnes. India’s 
FY21 manganese ore demand of ~6.3mn tonnes was met 
through domestic production of ~2.3mn tonnes and ~4mn 
tonnes of imports. Further, with steel consumption expected to 
pick up going forward, the same provides good demand and 
consumption visibility for manganese ore.

 f We expect MOIL’s blended realization to improve by 15% to 
Rs10,082/tonne in FY22E (3QFY22 realization at Rs10,983/
tonne) and further marginally go up by 5%/3% in FY23E/
FY24E to Rs10,586/tonne and Rs10,904/tonne respectively. 
International manganese ore prices which is currently trading 
at 51.5 CNY/DMTU is up 30% YoY.

 f MOIL has planned a relatively low capex of ~Rs8.8bn over 
the next 3 years. This coupled with healthy EBITDA margins, 
even in a depressed manganese cycle, has resulted in net 
cash per share remaining stable over the years, despite doing 
three rounds of buybacks in FY17, FY18 and FY20. The company 
announced another round of buyback in 2QFY22, wherein it will 
buy back up to 33.84mn shares (14.3% of the total outstanding 
shares) at a maximum price of Rs205/share, with a total outlay 
of Rs6.94bn (~35% of the cash balance). Post this Buyback, net 
cash per share is slated to go up from Rs60 in FY22E to Rs 82/
share in FY24E.
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Key Investment Rationale
 

Our investment thesis is based on the following premises: 
I.    Higher Steel Consumption to Drive Manganese Ore Demand; ~55kgs of Manganese 

Ore is Required to Produce 1 Tonne of Steel 

II. Indirect Steel Play in Import Dependent Market

III. International Manganese Ore Prices Stabilizing

IV. Strategic Location of Mines Provides Competitive Edge

V. FY24E Net Cash Forms ~58% of Current Market Cap, Offers High Margin of Safety 

I. Higher Steel Consumption to Drive Manganese Ore Demand; ~55kgs of 
Manganese Ore is Required to Produce 1 Tonne of Steel 

MOIL is India's largest producer of manganese ore in terms of volumes, with its FY21 
production at ~1.14mn tonnes. India’s FY21 manganese ore demand of ~6.3mn tonnes 
was met through domestic production of ~2.3mn tonnes and ~4mn tonnes of imports. 
Further, with steel consumption expected to pick up going forward, the same provides 
good demand and consumption visibility for manganese ore. Incidentally, ~55kgs of 
manganese ore is required to produce 1 tonne of steel. MOIL is expected to exhibit a CAGR 
of 4.6% in sales volume growth over FY21-FY24E and post sales of 1.39mn tonnes in FY24E.

Exhibit 4: Steel Production Trend in India

Source: Company, RSec Research

II. Indirect Steel Play in Import Dependent Market

MOIL is an indirect steel play in an import dependent market like India. Further, considering 
90% of the output is used in an alloy form as high carbon manganese and silico manganese 
(HCMn and SiMn) in the steel-making process, manganese ore is an indispensable 
raw material for steel production. Indian steel industry is poised to grow with massive 
investments amid an expected revival in the economy, which also improves the outlook for 
construction, infrastructure, and manufacturing sectors. The projected demand for steel in 
the domestic market will rise in the coming years, which can provide a good opportunity 
for MOIL to increase manganese ore production. While manganese used per tonne of 
steel varies depending on the type of steel produced, on an average ~8kgs of manganese 
(~55kgs of manganese ore) is required to produce 1 tonne of steel.
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Exhibit 5: Indirect Steel Play in Import Dependent Market

Source: Company, RSec Research

III. International Manganese Ore Prices Stabilizing

In the light of the steel growth forecast, we expect MOIL’s blended realization to improve 
by 15% to Rs10,082/tonne in FY22E (3QFY22 realization at Rs10,983/tonne) and further 
marginally by 5%/3% in FY23E/FY24E to Rs10,586/tonne and Rs10,904/tonne respectively. 
It must be noted that if prices remain unsustainable for long, there would be production 
curtailments. In FY09, prices had reached Rs11,600/tonne due to a deficit in the manganese 
ore market. Current prices are close to the marginal cost of production globally and they 
are unlikely to fall further.

Exhibit 6: Chinese Manganese ore prices

Source: Bloomberg

Exhibit 7: Assumptions

Particulars FY17 FY18 FY19 FY20 FY21 FY22E FY23E FY24E

Manganese Ore sales volume (Tonnes)  11,29,146  11,86,929  12,69,719  11,79,799  12,17,891  12,68,499  13,47,024  13,94,811 

Manganese Ore Realization per tonne (Rs)  8,018  10,201  10,403  8,217  8,767  10,082  10,586  10,904 

Ferro Manganese Realization Per tonne (Rs)  62,658  77,020  71,846  62,820  60,514  63,540  66,717  70,053 

Source: Company, RSec Research
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Exhibit 8: Manganese Ore Consumption

Source: Company, RSec Research

Exhibit 9: Moil's Working Mines

Source: Company, RSec Research

IV. Strategic Location of Mines Provides Competitive Edge

Most of MOIL’s mines are situated in Central India away from ports, thereby giving 
the company protection against imports. Further, MOIL has access to the best quality 
manganese ore in the country, with an average grade of ~40%, compared to ~34% of 
other domestic players. This has resulted in its products commanding a premium over 
competitors. MOIL sells its ore through a quarterly pricing mechanism, resulting in a faster 
alignment to import parity basis.

Mangansese ore
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V. FY24E Net Cash Forms ~46% of Current Market Cap, Offers High Margin of 
Safety 

MOIL has planned a relatively low capex of ~Rs8.8bn over the next 3 years. This coupled 
with healthy EBITDA margins, even in a depressed manganese cycle, has resulted in net 
cash per share remaining stable over the years, despite doing three rounds of buybacks 
in FY17, FY18 and FY20. The company announced another round of buyback in 2QFY22, 
wherein it will buy back up to 33.84mn shares (14.3% of the total outstanding shares) 
at a maximum price of Rs205/share, with a total outlay of Rs6.94bn (~35% of the cash 
balance). Post this Buyback, net cash per share is slated to go up from Rs60 in FY22E to 
Rs 82/share in FY24E.

Exhibit 10: Net Cash Per share

Source: Company, RSec Research
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Outlook & Valuation
At the end FY24E, MOIL is likely to have cash and cash equivalents of Rs16.7bn, translating 
to Rs82/share and accounting for about 46% of the current market capitalization. This we 
believe acts as a cushion to the stock and restricts the downside. Further, the company 
operates at an EBITDA margin of ~37%, with ~45% share of India’s Manganese ore market, 
which augers well for the company. We value the stock at 5x EV/EBITDA (in-line with its 
average EV/EBITDA at the time of its IPO, when manganese prices were at similar 
levels) and arrive at a Target Price of Rs233. As per our understanding, manganese 
prices seem to have bottomed out and current prices are close to the marginal cost of 
production globally and hence unlikely to fall further. At the CMP, the stock trades at an 
attractive valuation of 3.1x FY24E EV/EBITDA. We value MOIL at a discount to its international 
peers as their revenue stream is diversified unlike MOIL that is dependent on a single 
commodity. 

Valuation FY24E

EBITDA (Rs mn)  6,144 

Multiple applied  5.0 

EV (Rs mn)  30,719 

Less:- Net debt  (16,669)

Target M.Cap (Rs mn)  47,387 

Total Shares O/S (mn) 203

Target Price (Rs)  233 
CMP (Rs)  178 
Upside (%) 30.5
Source: RSec Research
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Profit & Loss Statement (Standalone)
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

Net Sales  10,381  11,774  13,714  15,288  16,352 

Less:-

Raw Material Costs  (384)  (136)  (341)  (375)  (408)

Change in inventory  683  (671)  (149)  (49)  (15)

Employee Costs  (4,626)  (4,444)  (4,526)  (4,836)  (5,084)

Contractual Expenses  (907)  (685)  (686)  (928)  (1,023)

Stores & Spares  (824)  (886)  (848)  (971)  (1,040)

Power & Fuel  (478)  (455)  (531)  (585)  (640)

Selling Expenses  (665)  (790)  (991)  (1,010)  (1,112)

Other Expenses  (624)  (839)  (783)  (814)  (887)

EBITDA  2,555  2,868  4,860  5,721  6,144 

Margins (%) 24.6 24.4 35.4 37 37.6

Other Income  1,811  1,025  974  1,003  1,013 

Depreciation  (962)  (992)  (1,077)  (1,277)  (1,477)

Less:- Exceptional Items  (500)

PBT  3,405  2,401  4,756  5,446  5,679 

Taxes  (923)  (635)  (1,189)  (1,362)  (1,420) 

Reported PAT  2,482  1,766  3,567  4,085  4,259 

Adjusted PAT  2,482  2,266  3,567  4,085  4,259 

Key Financials

Balance Sheet (Standalone)
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

Equity  27,634  28,199  24,855  28,691  32,800 

Other Current Liabilities  4,718  5,008  4,335  4,670  4,758 

Other non-current Liabilities  662  696  364  410  459 

TOTAL LIABILITIES  33,014  33,903  29,553  33,771  38,017 

Net Fixed Assets  5,802  6,563  8,572  10,772  12,772 

Capital Work in Progress  2,402  2,009  2,200  2,000  2,000 

Investments  70  3,245  1,487  1,601  2,111 

Cash & Bank  18,047  15,805  10,650  12,913  14,558 

Other Current Assets  1,924  1,010  1,419  1,444  1,423 

Other non-current Assets  1,651  1,904  1,412  1,441  1,518 

Working Capital  3,120  3,366  3,814  3,600  3,635 

TOTAL ASSETS  33,014  33,903  29,553  33,771  38,017 
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Cash Flow Statement (Standalone)
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

Cash Flow from Operating Activities

Profit / (Loss) before Tax  3,405  2,901  4,756  5,446  5,679 

Adjustments for:

Interest on Fixed deposits  (1,546)  (660)  (779)  (802)  (810)

Dividend & Profit on Debt fund  (73)  (78)

Depreciation  962  992  1,077  1,277  1,477 

Exceptional Item  -    (500) 

Loss on JV (RINMOIL & SAIL & MOIL)  -    37 

Deductions from plant,property & Equipment  16  14  14  14  14 

Operating Profit / (Loss) before WCC  2,762  2,705  5,068  5,935  6,360 

Changes In Assets & Liabilities

Inventories  (753)  678  (402)  (172)  (117)

Trade Receiveables  (22)  (925)  (45)  386  81 

Other Current Assets  (285)  904  (399)  (26)  21 

Other non-current Assets  (381)  (243)  (86)  (143)  (205)

Loans & Advances  3  7  -    -    -   

Other comprehensive Income  53  104  (68)  (68)  (35)

Liabilities & Provisions  124  324  562  682  502 

Cash Flow from operations post WCC  1,501  3,555  4,630  6,594  6,608 

Income Taxes Paid (net)  (921)  (648)  (1,189)  (1,362)  (1,420)

NET CASH FLOWS FROM OPERATING ACTIVITIES (A)  580  2,907  3,441  5,232  5,188 

Cash Flows from Investing Activities

Interest on Fixed Deposits  1,546  660  779  802  810 

Dividend & Profit on Debt fund  73  78  -    -    -   

Purchase of Property plant and equipment  (1,999)  (1,367)  (2,200)  (2,000)  (2,000)

Buyback Of Shares  -    -   

Investment in term deposits with more than 3 months  6,183  (3,050)  7,000 

Investment in term deposits for 12 months  -    3,306 

Investment in term deposits towards LC & BG  -    (19)

Investment in JV  (0)  2 

Loss in JV  (37)

Current investment in mutual funds  1,075  (3,175)

NET CASH FLOWS / (USED) IN INVESTING ACTIVITIES 
- (B)

 6,879  (3,601  5,579  (1,198)  (1,190)

Cash flows from financing activities

Dividend Paid (including Tax)  (1,790)  (1,305)  (712)  (1,526)  (1,628)

Dividend account pending encashment  (3)  -0 

Investment in term deposits towards LC & BG  (6)  -   

Buyback of Shares  (3,083)  -    (6,938)

Tax & Expenses on buyback of shares  (740)  -   

Loss on JV (RINMOIL & SAIL & MOIL)

Net Cash flows / (used) in financing activities - (C)  (5,621 ) (1,306)  (7,650)  (1,526)  (1,628)

Increase / Decrease in Cash and Cash equivalents 
(A+B+C)

 1,837  (2,000)  1,370  2,508  2,370 

Cash & Cash equivalents at the beginning of the year  213  2,050  50  1,420  3,928 

Cash & Cash equivalents at the end of the year  2,050  50  1,420  3,928  6,298 



91

Key Ratios
Y/E Mar FY20 FY21 FY22E FY23E FY24E

Valuation

P/E (x)  17.1  18.7  10.2  8.9  8.5 

P/BV (x)  1.5  1.5  1.5  1.3  1.1 

EV/EBITDA (x)  9.5  8.1  5.0  3.8  3.2 

Dividend yield (%)  3.4  4.1  2.0  4.2  4.5 

Financial ratios

RoE (%)  9.0  8.0  14.4  14.2  13.0 

RoCE (%)  8.8  7.8  14.1  14.0  12.8 

Margins (%)

EBITDA  24.6  24.4  35.4  37.4  37.6 

EBIT  15.4  15.9  27.6  29.1  28.5 

PAT  23.9  19.2  26.0  26.7  26.0 
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Company Overview
MOIL Ltd, erstwhile Manganese Ore (India) Ltd, is the largest manganese ore producer in 
India. In FY21, the company produced ~1.14mn tonnes of manganese ore. It has ~91mn 
tonnes of reserves and resources. Around 50% of MOIL’s reserves have an average 
manganese content of >40% and 27.5% have an average manganese content of 36%-
39.9%. None of its mines produce low-grade manganese (<30% of manganese content). 
The company operates 11 mines: 4 in Madhya Pradesh and 7 in Maharashtra.

Key Management

Name Designation Brief Profile 

Shri  M.P.Chaudhari
Chairman-cum-Managing 
Director  

Shri M.P. Chaudhari is currently Chairman-cum-Managing Director MOIL. He is a Chartered Accountant 
by qualification. He started his career with Bajaj Steel Industries Limited and has worked in other private 
sector companies before joining MOIL in December, 1997 as Manager (Finance). Shri Chaudhari has more 
than 34 years of experience in the field of finance, accounts taxation, etc. besides skill in management and 
administration. He has been honoured with 'Leader of the Year' Award in Miniratna category for taking 
MOIL to new heights of success in 2018-19 in 7th edition of PSU Awards organized.

Shri  Rakesh Tumane Director (Finance)

Shri Rakesh Tumane is a Computer Science Engineer from NIT, Nagpur. He has done MBA in Finance from 
MDI, Gurgaon, MBA in Strategy. He is also a Fellow Member of CIMA (Chartered Institute of Management 
Accountants) UK and Global Chartered Management Accountant (GCMA) from AICPA, USA. He has Civil 
Services background as he belongs to the 95 batch of Indian P&T Accounts and Finance Service. Before 
joining MOIL Rakesh Tumane was working as Director (Finance) in “Indian Rare Earths Limited a CPSU 
under Department of Atomic Energy. Earlier, he was heading the Finance Department of MTNL, Mumbai 
as General Manager Finance. He has vast experience in Financial Strategy, Budgeting & planning and 
Cost Management.  He also has international exposure of working on projects for elite organizations like 
BT, PLC and Vodafone PLC in the UK.

Smt. Usha Singh Director(Human Resource)

Ms. Usha Singh is the first Director (HR) of MOIL Limited. Prior to joining the Company, she was Executive 
Director (Personnel & Administration) heading Personnel, HRD, CSR, Administration and other related 
functions at NMDC.  She was also heading the Business Development and Corporate Planning functions 
in NMDC. She is an Engineering Graduate and an MBA, who has more than 30 years of professional 
experience.  She worked for SAIL for around 25 years, out of which she was Technical Advisor to Chairman, 
SAIL for more than 8 years. 

Shri P.V.V. Patnaik Director (Commercial) 

Shri PVV Patnaik is an M.A. Sc. (Mineral Processing), M.TECH (Process Metallurgy), MBA (Finance and 
Marketing). Shri PVV Patnaik is having vast experience of about 32 years in various fields. He has joined 
MOIL - as Manager (Process) in 1991 and worked in various capacities in different disciplines such as 
Marketing, Business Development, Process, Projects and Diversification, etc. 

Source: Company
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64.4%

2.1%

5.4%

28.2% Promoters

Mutual Funds

FII's

Financial
Institutions/Retail/Others

Shareholding Pattern

Source: Company, RSec Research

Key Institutional Shareholders

Institution Holding (%)

Life Insurance Corporation of India 7.90

Mfs International New Discovery Fund 2.57

United India Insurance Company Limited 1.14

Uti Mid Cap Fund 1.00

Source: BSE
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Reliance Securities Limited (RSL), the broking arm of Reliance Capital is one of the India’s leading retail broking houses. Reliance Capital is amongst India’s 
leading and most valuable financial services companies in the private sector. Reliance Capital has interests in asset management and mutual funds, life and 
general insurance, commercial finance, equities and commodities broking, wealth management services, distribution of financial products, private equity, asset 
reconstruction, proprietary investments and other activities in financial services. The list of associates of RSL is available on the website www.reliancecapital.co.in. 
RSL is registered as a Research Analyst under SEBI (Research Analyst) Regulations, 2014

General Disclaimers: This Research Report (hereinafter called ‘Report’) is prepared and distributed by RSL for information purposes only.  The recommendations, 
if any, made herein are expression of views and/or opinions and should not be deemed or construed to be neither advice for the purpose of purchase or sale of 
any security, derivatives or any other security through RSL nor any solicitation or offering of any investment /trading opportunity on behalf of the issuer(s) of the 
respective security(ies) referred to herein. These information / opinions / views are not meant to serve as a professional investment guide for the readers.  No 
action is solicited based upon the information provided herein. Recipients of this Report should rely on information/data arising out of their own investigations. 
Readers are advised to seek independent professional advice and arrive at an informed trading/investment decision before executing any trades or making 
any investments. This Report has been prepared on the basis of publicly available information, internally developed data and other sources believed by RSL to 
be reliable. RSL or its directors, employees, affiliates or representatives do not assume any responsibility for, or warrant the accuracy, completeness, adequacy 
and reliability of such information / opinions / views. While due care has been taken to ensure that the disclosures and opinions given are fair and reasonable, 
none of the directors, employees, affiliates or representatives of RSL shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary 
damages, including lost profits arising in any way whatsoever from the information / opinions / views contained in this Report. 

Risks: Trading and investment in securities are subject to market risks. There are no assurances or guarantees that the objectives of any of trading / investment in 
securities will be achieved. The trades/ investments referred to herein may not be suitable to all categories of traders/investors. The names of securities mentioned 
herein do not in any manner indicate their prospects or returns. The value of securities referred to herein may be adversely affected by the performance or 
otherwise of the respective issuer companies, changes in the market conditions, micro and macro factors and forces affecting capital markets like interest rate 
risk, credit risk, liquidity risk and reinvestment risk.  Derivative products may also be affected by various risks including but not limited to counter party risk, market 
risk, valuation risk, liquidity risk and other risks. Besides the price of the underlying asset, volatility, tenor and interest rates may affect the pricing of derivatives. 

Disclaimers in respect of jurisdiction: The possession, circulation and/or distribution of this Report may be restricted or regulated in certain jurisdictions by 
appropriate laws. No action has been or will be taken by RSL in any jurisdiction (other than India), where any action for such purpose(s) is required. Accordingly, 
this Report shall not be possessed, circulated and/or distributed in any such country or jurisdiction unless such action is in compliance with all applicable laws 
and regulations of such country or jurisdiction. RSL requires such recipient to inform himself about and to observe any restrictions at his own expense, without any 
liability to RSL. Any dispute arising out of this Report shall be subject to the exclusive jurisdiction of the Courts in India.

Disclosure of Interest: The research analysts who have prepared this Report hereby certify that the views /opinions expressed in this Report are their personal 
independent views/opinions in respect of the securities and their respective issuers. None of RSL, research analysts, or their relatives had any known direct /
indirect material conflict of interest including any long/short position(s) in any specific security on which views/opinions have been made in this Report, during its 
preparation. RSL’s Associates may have other potential/material conflict of interest with respect to any recommendation and related information and opinions at 
the time of publication of research report. RSL, its Associates, the research analysts, or their relatives might have financial interest in the issuer company(ies) of the 
said securities. RSL or its Associates may have received a compensation from the said issuer company(ies) in last 12 months for the brokerage or non brokerage 
services.RSL, its Associates, the research analysts or their relatives have not received any compensation or other benefits directly or indirectly from the said issuer 
company(ies) or any third party in last 12 months in any respect whatsoever for preparation of this report. 

The research analysts has served as an officer, director or employee of the said issuer company(ies)?: No

RSL, its Associates, the research analysts or their relatives holds ownership of 1% or more, in respect of the said issuer company(ies).?: No

Copyright: The copyright in this Report belongs exclusively to RSL. This Report shall only be read by those persons to whom it has been delivered. No reprinting, 
reproduction, copying, distribution of this Report in any manner whatsoever, in whole or in part, is permitted without the prior express written consent of RSL.

RSL’s activities were neither suspended nor have defaulted with any stock exchange  with whom RSL is registered. Further, there does not exist any material adverse 
order/judgments/strictures assessed by any regulatory, government or public authority or agency or any law enforcing agency in last three years. Further, there 
does not exist any material enquiry of whatsoever nature instituted or pending against RSL as on the date of this Report.

Important These disclaimers, risks and other disclosures must be read in conjunction with the information / opinions / views of which they form part of. 

RSL CIN: U65990MH2005PLC154052. SEBI registration no. (Stock Broker: INZ000172433, Depository Participants: CDSL IN-DP-257-2016 IN-DP-NSDL-363-2013, 
Research Analyst: INH000002384); AMFI ARN No.29889.

Score For < 5 Red High Risk For  5 Blue Medium Risk For > 5 Green Low Risk

Total Score (%) For < 50 Red High Risk For  50 Blue Medium Risk For > 50 Green Low Risk

Change in Ratings

We have changed our rating system and included HOLD recommendation. We 
have BUY, HOLD and SELL recommendation now. 

We have also shifted to 1-Year Target Price from 2-Year Target Price.

Rating Guides
Rating Expected absolute returns (%) over 12 months
BUY ≥10%

HOLD 0% to <10%

SELL <0%
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