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TP: INR215 (+20%) Buy

Earnings outlook remains strong

Higher pricing to offset impact of premium levy

Asiamoney Brokers Poll 2021 for India ®m  NMDC is a play on strong iron ore prices and volumes, well-reflected in its
Rese.arch, Sales, Corporate Access and 4QFY21 result — EBITDA at INR42.4b (+53% YoY) and EBITDA/t at INR3,825
Trading team. We request your ballot. .

—— (+113% YoY) were the highest ever.

POLL B We raise our FY22/FY23 EBITDA forecast by 61%/38% to factor in higher

pricing and volumes. Reiterate Buy.

EBITDA up 53% YoY on higher pricing and better volumes

Bloomberg NMDCIN ® Revenue /EBITDA / Adjusted PAT rose 57%/53%/51% QoQ (in-line) to

Equity Shares (m) 2,931 INR68.5b/INR42.4b/INR31.8b in 4QFY21 on higher volumes and realization.

M.Cap.(INRb)/(USDb) 5241/71 m Sales volumes stood at 11.1mt, up 29% YoY and 19% QoQ. The Donimalai

52-Week Range (INR) 213/76 mines resumed operations in 4QFY21 and contributed 0.44mt (4%) to

1,6, 12 Rel. Per (%) 2/47/58 volumes. Export volumes increased 23% YoY to 0.82mt.

12M Avg Val (INR M) 1638 _

Free float (%) 317 ® On 28™ Mar’21, an amendment to the MMDR Act (1957) came into effect.
This requires NMDC to pay an additional 22.5% royalty on iron ore sales

Financials & Valuations (INR b) from all mines renewed post 2015 (Kumaraswamy mine due for renewal in

Y/E MARCH 2021 2022E 2023E Oct’22). This resulted in expenditure of INR1.49b (Chhattisgarh mines —

Sales 153.7 299.5 234.0 INR1.0b and Donimalai — INRO.5b) in 4QFY21.

EBITDA 88.0 156.1 107.7 W Blended realization grew 32% QoQ to INR6,174/t on sharp price hikes in

Adj. PAT 66.0 116.2 80.2 4QFY21. As a result, EBITDA/t increased 28% QoQ to INR3,825 on higher

EBITDA Margin (%) 57.2 521  46.0 iron ore prices.

Cons. Adj. EPS (INR) 225 396 274 g The company provisioned INR3.43b towards income tax payments for

EPS Gr. (%) 47.0 76.2 -31.0 . years.

BV/Sh. (INR) 101.5 117.2 1285 i .

Ratios B Net cash increased by INR19.8b YoY to INR38.1b in FY21.

Net DE 01 01 01 W FY2lrev/EBITDA /adjPAT rose 31%/41%/33% to

ROE (%) 235 363 223 INR153.7b/INR87.9b/INR65.9b.

RoCE (%) 203 332 206 m OCF/FCF stood at INR73.3b/INR57.3b in FY21 (v/s INR20.5b/-INR3.4b in

Payout (%) 36.4 60.5 585 FY20).

Valuations

P/E (x) 8.0 4.5 6.5 Valuation and view

P/BV (x) 1.8 1.5 1.4 ®m NMDC is a play on strong iron ore prices and volumes. We expect a strong

EV/EBITDA(x) 64 35 53 14% volume CAGR to 43mt over FY21-23E, aided by the resumption of the

Div. Yield (%) 43 134 89 Donimalai mines and increased volumes at Chhattisgarh. While the non-

Note: Above nos. are consol.

Shareholding pattern (%)

As On Mar-21 Dec-20 Mar-20

renewal of export contracts implies higher domestic volume sales — given
the robust demand and iron ore shortage domestically — we expect NMDC
would be able to increase volumes in the domestic market.

B NMDC’s average price in 1QFY22 is higher by 35% QoQ, which would result
EzlomOter ;’z'z ;’2'; 22'1 in EBITDA/t expansion despite a non-pass through premium of 22.5%
il 4:6 4:5 6:0 coming into effect. However, NMDC’s EBITDA margins are likely to dilute
Others 63 4 43 due to royalties, and premiums now form ~40% of revenues (v/s ~18%
Fil Includes depository receipts earlier). We expect NMDC'’s EBITDA to grow 77% YoY to INR156b in FY22E.
B We value the stock at INR215/share on SOTP, valuing the Iron Ore business

at 5.0x FY23E EV/EBITDA. We add the value of the steel plant at 25% of the
book value. At CMP, the stock is trading at 4.0x the core Iron Ore Mining
business and provides an attractive dividend yield of ~13%. Reiterate Buy.

Amit Murarka - Research analyst (Amit.Murarka@motilaloswal.com)
Basant Joshi - Research analyst (Basant.Joshi@motilaloswal.com)

Investors are advised to refer through important disclosures made at the last page of the Research Report.

Motilal Oswal research is available on www.motilaloswal.com/Institutional-Equities, Bloomberg, Thomson Reuters, Factset and S&P Capital.
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MoTiLAL OSWAL NMDC
Quarterly Performance (Standalone) — INR m
Y/E March FY20 FY21 FY20  FY21  FY21 vsEst
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 4QE (%)
Net Sales 32,637 22,418 30,064 31,873 19,375 22,299 43,551 68,476 1,16,992 153,701 66,344 3
EBITDA 19,265 11,126 16,334 15,478 7,549 10,302 27,686 42,423 62,203 87,959 41,751 2
Change (YoY %) 30 -20 -28 -23 -61 -7 70 174 -13 41  169.7
Interest 117 97 98 -213 93 17 16 41 99 168 23
Depreciation 648 976 646 675 573 534 605 567 2,869 2,278 657 -14
Other Income 1,228 1,275 1,302 1,333 717 884 1,048 850 5,138 3,499 999 -15
PBT (before EO Item) 19,728 11,329 16,892 16,350 7,600 10,634 28,113 42,664 64,373 89,011 42,070 1
Extra-ordinary item -596 -524 -419 -9,238 0 0 0 0 -10,778 0 0
PBT (after EO Item) 19,132 10,805 16,473 7,112 7,600 10,634 28,113 42,664 53,596 89,011 42,070 1
Total Tax 7,337 3,771 2,707 3,598 2,267 2,892 7,020 14,306 17,413 26,485 10,938 31
% Tax 38.4 34.9 16.4 50.6 29.8 27.2 25.0 33.5 32.5 29.8 26.0
Reported PAT 11,794 7,034 13,766 3,514 5,333 7,742 21,093 28,359 36,183 62,527 31,132 -9
Adjusted PAT 12,390 7,558 14,185 12,752 5,333 7,742 21,093 31,791 46,886 65,959 31,132 2
Exhibit 1: Operating metrics
FY19 FY20 FY21
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q
Production - m tons 6.98 5.26 9.54  10.59 8.43 5.01 8.58 9.47 6.61 5.64 9.60 12.30
Sales volume - m tons 6.78 6.71 8.70  10.17 8.67 5.82 8.41 8.62 6.28 6.60 9.28 11.09
Blended realization - INR/t 3573 3,635 4,193 3,583 3,765 3,854 3,575 3,698 3,088 3,378 4,691 6,174
Lumps 3,017 3,317 3,550 2,833 2954 3,033 2633 3,094 2336 2,822 4,109 5,333
Fines 2,660 2,910 3,027 2,560 2,714 2,793 2,393 2,816 2,046 2,532 3,725 4,425
EBITDA/t 2,182 2,061 2,618 1968 2,222 1913 1,942 1,796 1,203 1,560 2,982 3,825
Operating cost (ex-roy) - INR/t 734 1,073 747 959 872 1,338 943 1,225 1,214 1,241 1,039 955

Source: MOFSL, Company

Highlights from management commentary
Operational highlights

Production increased 30% YoY to 12.3mt and sales 29% YoY to 11.1mt.

Reported realization (excl. royalty) rose 64% YoY (24% QoQ) to INR4,699/t.
Export sales stood at 0.82mt (up 23% YoY).

Operating cost (excl. royalty) was down 21% YoY to INR955/t on higher volumes.
The Donimalai mines resumed operations in 4Q and produced 0.55mt. Sales
from Donimalai stood at 0.44mt.

FY21 production/sales increased 8.5%/4.6% YoY to 34.2/33.0mt.

Impact of MMDR Act Amendment

On 28" Mar’21, an amendment to the MMDR Act (1957) came into effect,
requiring NMDC to pay an additional royalty (premium) of 22.5% on mines
renewed after 2015. As a result of this amendment, royalties and premiums
would now form ~40% of total revenues.

However, the same would apply to the Kumaraswamy mine from Oct’22 as its
mining lease is due for renewal during this month.

In 4Q, the company paid INR1.49b in premiums on iron ore. Of this, INRO.5b was
toward the Donimalai mine, whereas the balance INR1.0b was towards the
Chhattisgarh mines for 4 days of volumes.

While the premium paid would not be passed on to customers, the company has
taken price hikes to protect its margins in 1QFY22.
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NMDC

As a result of this amendment, all PSUs, including NMDC, would be able to seek
renewals for their mines as and when they are due for renewal at a 22.5%
premium on the value of sales.

Update on demerger and steel plant

B The commissioning of the 3mtpa steel plant is guided by end-3QFY22 as most of
the facilities have been completed.

®  NMDC would continue to supply iron ore to the steel plant at an arms-length
price post the de-merger.

B The company has entered into tie-ups for the procurement of raw materials
such as coking coal, limestone, and dolomite.

m  However, the management did not guide for steel volumes in the first year of
operation.

B The company has spent INR185.6b on the steel plant thus far. Total capex spend
for steel plant stands at INR213.0b. Of the remaining capex of INR27.4b,
INR15.0b would be spent this year.

B The de-merger process is likely to be completed by Dec’21.

B The board expects to approve the de-merger scheme by July-end, post which
approvals from shareholders, SEBI, and NCLT would be sought.

m  The demerged entity would be listed separately.

Guidance

B Volume guidance: Volumes for FY22 are guided at 44mt — Chhattisgarh: 31mt
and Karnataka: 13mt.

B Capex guidance: FY22 capex is guided at INR37.0b, including INR15.0b for the
steel plant.

B NMDC plans to establish a pellet capacity to increase the sale of value-added

products. In Phase |, it plans to set up a 2mt pellet plant at Nagarnar with a
slurry pipeline from Bacheli. This would entail capex of INR30b. In Phase I, it
plans to set up a 6mtpa pellet plant in Vizag, along with a slurry pipeline through
capex of “INR50b.

Other highlights

The Govt. of India cancelled the preferential export duty arrangement of 10%
for NMDC. As a result, NMDC’s export contract with Korea/Japan has ended.
The company does not have any committed export volumes at FY21-end.
NMDC has availed long-term debt of INR5.5b for the steel plant.

It plans to increase volumes to 80mt+ over the long term and accordingly plans
to raise capacity at its mines.
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Exhibit 3: Change in estimates

NMDC

Valuation and view

Play on pricing and volumes: NMDC is a play on strong iron ore prices and
volumes. We expect a strong 14% volume CAGR to 43mt over FY21-23E, aided
by the resumption of the Donimalai mines and increased volumes at
Chhattisgarh. While the non-renewal of export contracts implies higher
domestic volume sales — given the robust demand and iron ore shortage
domestically — we expect NMDC would be able to increase volumes in the
domestic market. While we expect pricing to remain strong, we expect prices to
taper off from 2HFY22.

Additional premium to be dilute margins: The imposition of a 22.5% additional
royalty (premium) on NMDC's iron ore sales would dilute its margins as the
same would not be passed on. As a result, NMDC’s EBITDA margins are likely to
dilute as royalties and premiums now form ~40% of revenues (v/s ~18% earlier).
Steel plant divestment to create value: While the management expects the
steel plant to get commissioned by 3QFY22, we have not factored in volumes
from the same. The steel plant de-merger process is guided to be completed by
Dec’21. We believe the divestment in the steel plant should create value for
stakeholders as the market currently does not ascribe value to NMDC's
~INR180b investment in the steel plant.

Earnings to remain strong: We expect NMDC’s EBITDA to grow 77% YoY to
INR156b in FY22 on the back of 24% volume growth and higher iron ore prices.
We value the stock at INR215/share on SOTP, valuing the Iron Ore business at
5.0x FY23E EV/EBITDA. We add the value of the steel plant at ~25% of the book
value. At CMP, the stock is trading at 4.0x the core Iron Ore Mining business and
provides an attractive dividend yield of ~13%. Reiterate Buy.

Exhibit 2: Target price derivation

Y/E March 2018 2019 2020 2021 2022E 2022E
Iron ore

EBITDA per ton (INR) 1,752 2,207 1,974 2,669 3,806 2,504

Volumes (m tons) 36.1 324 31.5 33.0 41.0 43.0
EBITDA 63,198 71,416 62,203 87,959 1,56,062 1,07,657
Target EV/EBITDA(x) 5.0
Target EV 5,38,286
Add: Net Cash 49,381 42,436 18,268 38,115 26,822 42,301
Add: Nagarnar Steel Plant @25% of BV~ 31,300 34,481 38,679 42,692 46,442 50,192
Equity Value 6,30,779
Target price (INR/share) 215

Source: MOFSL, Company

Revised Old Change (%)
INR m FY22E FY23E FY22E FY23E FY22E FY23E
Iron ore Volumes - mt 41.0 43.0 37.5 39.5 9.3 8.9
Blended Iron ore realisation (INR/t) 7,304 5,442 5,695 4,958 28.3 9.8
EBITDA/t - INR 3,806 2,504 2,579 1,979 47.6 26.5
EBITDA 1,56,062 1,07,657 96,728 78,155 61.3 37.7
Adj PAT 1,16,190 80,186 72,120 58,709 61.1 36.6
Target Price (INR/share) 215 170 26.6

Source: MOSL
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Story in charts
Exhibit 4: Expect 14% volume CAGR in FY21-23E Exhibit 5: EBITDA/t to stay strong over FY22-23E...
' 7,304
Chhattisagrh Karnataka Realisation ~=—O—EBITDA per ton 30
43.0
41.0
35.6 36.1 5,442
24 a5 2 14.0 4,663
12.5 . ,
126 129 7.4 3,756 3,713
9.0 7.1 3220
2,479
. 29.0
230 232 233 245 260 285 2,669 2504
AT '
1262 1732 '
FYl7 F¥18  F19  FY20 Fv2l  FY22E  FY23E FY17  FY18  FY19  FY20  FY21  FY22E  FY23E
Source: Company, MOFSL Source: Company, MOFSL
Exhibit 6: ...keeping EBITDA elevated... Exhibit 7: ...as well as PAT
EBITDA (INR m) Adjusted PAT (INR m)
156,062 116,190
107,657 80,160
87,959 65,959
63,198 'Y*6 65203 a1,491 47789 46,886
44,944 31,504
FY17  FY18  FY19  FY20 FY21E FY22E FY23E Fyl7  FY18  FY19  FY20 FY21E FY22E FY23E

Source: Company, MOFSL

Exhibit 8: RoE to improve in FY22

Source: Company, MOFSL

Exhibit 9: Dividend yield of ~13% at current prices

RoE - % 36 DPS -rhs —O—Dividend payout (%)
74.9
62.9 605 585
18 19 18
14
24.0
5.2 5.3 5.5 5.3 7.8 16.0
FY17  FY18 FY19  FY20 FY2l FY22E FY23E FY17  FY18  FY19  FY20 FY21 FY22E  FY23E

Source: MOFSL

Source: MOFSL
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Financials and Valuations

Income Statement (INR m)
Y/E March 2016 2017 2018 2019 2020 2021 2022E 2023E
Net sales 64,408 88,294 1,16,149 1,21,527 1,16,992 1,53,701 2,99,465 2,34,014
Change (%) -47.9 37.1 315 4.6 -3.7 314 94.8 -21.9
EBITDA 34,695 44,944 63,198 71,416 62,203 87,959 1,56,062 1,07,657
% of Net Sales 53.9 50.9 54.4 58.8 53.2 57.2 52.1 46.0
EBITDA per ton ore 1,203 1,262 1,752 2,207 1,974 2,669 3,806 2,504
Depn. & Amortization 2,078 1,962 2,560 2,789 2,869 2,278 2,528 2,778
EBIT 32,618 42,982 60,638 68,628 59,334 85,680 1,53,533 1,04,879
Net Interest 371 403 99 168 120 120
Other income 17,744 9,088 5,197 5,883 5,138 3,499 3,600 3,600
PBT before EO 50,361 52,070 65,464 74,107 64,373 89,011 1,57,013 1,08,359
EO income -1,848 -8,933 -5,309 -2,120 -10,778 -97
PBT after EO 48,514 43,137 60,155 71,987 53,596 89,011 1,57,013 1,08,262
Tax 14,769 17,038 22,093 25,565 17,413 26,485 40,824 28,173
Rate (%) 30.4 39.5 36.7 35.5 32.5 29.8 26.0 26.0
Reported PAT 33,744 26,099 38,062 46,422 36,183 62,527 1,16,190 80,089
Adjusted PAT 35,029 31,504 41,421 47,789 46,886 65,959 1,16,190 80,160
Change (%) -49.6 -10.1 31.5 15.4 -1.9 40.7 76.2 -31.0
Balance Sheet (INR M)
Y/E March 2016 2017 2018 2019 2020 2021 2022E 2023E
Share Capital 3,965 3,164 3,164 3,062 3,062 2,931 2,931 2,931
Reserves 2,97,146 2,22,026 2,40,374 2,56,453 2,72,278 2,94,631 3,40,484 3,73,681
Share holders funds 3,01,110 2,25,189 2,43,538 2,59,515 2,75,340 2,97,561 3,43,415 3,76,612
Loans 14,970 5,001 3,642 5,656 19,945 19,945 19,945
Long-term Provisions 1,222 6,112 7,141 7,684 8,334 9,497 9,497 9,497
Capital Employed 3,17,302 2,31,301 2,55,680 2,70,841 2,89,329 3,27,003 3,72,857 4,06,054
Gross Block 37,304 39,724 49,473 52,752 58,878 62,391 67,391 72,391
Less: Accum. Deprn. 18,234 20,196 22,756 25,545 28,414 30,692 33,221 35,999
Net Fixed Assets 19,070 19,528 26,717 27,207 30,464 31,699 34,170 36,392
Capital WIP 97,229 1,18,314 1,25,199 1,37,925 1,54,716 1,70,767 2,00,767 2,30,767
Investments 6,954 7,270 7,865 9,393 9,856 9,849 9,849 9,849
Curr. Assets 2,10,203 1,11,909 1,26,311 1,23,295 1,16,397 1,55,535 1,71,057 1,70,778
Inventories 6,370 5,400 5,717 6,662 7,235 9,217 16,409 12,823
Sundry Debtors 18,961 10,435 14,727 14,245 22,237 21,399 41,023 28,851
Cash and Bank 1,47,636 52,893 54,382 46,077 23,923 58,060 46,767 62,246
Loans and Advances 37,237 43,181 51,484 56,311 63,002 66,859 66,859 66,859
Curr. Liability & Prov. 16,154 25,719 30,411 26,979 22,103 40,846 42,987 41,732
Sundry Creditors 3,244 1,988 1,595 2,027 2,256 3,602 5,743 4,488
Other Liabilities & prov. 12,909 23,731 28,815 24,952 19,848 37,244 37,244 37,244
Net Current Assets 1,94,050 86,190 95,900 96,316 94,294 1,14,689 1,28,070 1,29,046
Application of Funds 3,17,302 2,31,301 2,55,680 2,70,841 2,89,329 3,27,003 3,72,856 4,06,054

24 June 2021 6



MoTiLAL OSWAL NMDC
Financials and Valuations
Ratios
Y/E March 2016 2017 2018 2019 2020 2021 2022E 2023E
Basic (INR)
EPS 8.8 10.0 13.1 15.6 15.3 22,5 39.6 27.4
Cash EPS 9.4 10.6 13.9 16.5 16.2 23.3 40.5 28.3
BV/Share 75.9 71.2 77.0 84.8 89.9 101.5 117.2 128.5
DPS 11.0 5.2 5.3 5.5 5.3 7.8 24.0 16.0
Payout (%) 173.9 74.9 62.9 45.9 54.0 36.4 60.5 58.5
Valuation (x) CMP
P/E 11.7 8.0 4.5 6.5
Cash P/E 11.0 7.7 4.4 6.3
P/BV 2.0 1.8 1.5 1.4
EV/EBITDA 9.1 6.4 3.5 5.3
Dividend Yield (%) 3.0 43 13.4 8.9
Return Ratios (%)
EBITDA Margins 53.9 50.9 54.4 58.8 53.2 57.2 52.1 46.0
Net Profit Margins 54.4 35.7 35.7 39.3 40.1 42.9 38.8 34.3
RoE 11.2 13.5 17.7 19.3 17.5 23.5 36.3 22.3
RoCE 10.9 11.5 17.1 18.3 15.5 20.3 33.2 20.6
RolC 37.0 44.0 63.4 60.8 44.9 63.6 111.5 71.0
Working Capital Ratios
Fixed Asset Turnover (x) 1.7 2.2 2.3 2.3 2.0 2.5 4.4 3.2
Asset Turnover (x) 0.2 0.4 0.5 0.4 0.4 0.5 0.8 0.6
Debtor (Days) 50 43 46 43 69 51 50 45
Inventory (Days) 20 22 18 20 23 22 20 20
Creditors (Days) 20 8 5 6 7 9 7 7
Leverage Ratio (x)
Current Ratio 13.0 4.4 4.2 4.6 53 3.8 4.0 4.1
Debt/Equity -0.4 -0.2 -0.2 -0.2 -0.1 -0.1 -0.1 -0.1
Cash Flow Statement (INR M)
Y/E March 2016 2017 2018 2019 2020 2021 2022E 2023E
Pre-tax profit 48,514 43,137 60,155 71,987 53,596 89,011 1,57,013 1,08,262
Depreciation 2,078 1,962 2,560 2,789 2,944 2,278 2,528 2,778
(Inc)/Dec in Wkg. Cap. 93 13,117 -8,676 -8,629 -21,434 5,277 -24,674 14,503
Tax paid -17,373 -18,942 -23,432 -26,024 -23,047 -24,877 -40,824 -28,173
Other operating activities -4,455 406 3,205 346 8,545 1,615
CF from Op. Activity 28,857 39,679 33,812 40,469 20,604 73,305 94,044 97,370
(Inc)/Decin FA + CWIP -20,242 -23,505 -20,524 -19,972 -23,990 -15,981 -35,000 -35,000
(Pur)/Sale of Investments -1,335 -316 -2,523 7,661 17,155 312
Others 6,294 (3,504)  (18,391) 2,412 - -
CF from Inv. Activity -21,576 -23,821 -16,753 -15,816 -25,226 -13,256 -35,000 -35,000
Equity raised/(repaid) -76,078 -10,067 -17,006
Debt raised/(repaid) 14,970 -14,970 5,001 -1,359 2,014 14,289
Dividend (incl. tax) -58,694 -19,553 -23,923 -21,321 -19,525 -22,733 -70,337 -46,891
Other financing activities 3,721 190 77 (296) - -
CF from Fin. Activity -44,379 -1,10,601 -15,570 -32,959 -17,531 -25,912 -70,337 -46,891
(Inc)/Dec in Cash -37,098 -94,743 1,490 -8,305 -22,154 34,137 -11,293 15,479
Add: opening Balance 1,84,431 1,47,636 52,893 54,382 46,077 23,923 58,060 46,767
Closing Balance 1,47,636 52,893 54,382 46,077 23,923 58,060 46,767 62,246
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