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CMP: % 741

Target: ¥ 825 (11%)

Target Period: 12 months

January 21, 2023

Healthy operational performance...

About the stock: JSW Steel is one of the leading integrated steel companies in
India. It has a strategic collaboration with global leader JFE Steel of Japan, enabling
JSW to access new and state-of-the art technologies to produce and offer high value
special steel products to its customers.

e JSW Steel’s manufacturing unit in Vijayanagar, Karnataka is the largest
single location steel-producing facility in India with a capacity of 12 MTPA

e JSW Steel is the only Indian steel company to be ranked among the top 15
global steel producers by World Steel Dynamics for 13 consecutive years

Q3FY23 Results: JSW Steel reported healthy operational performance for Q3FY23;
wherein consolidated topline, EBITDA and PAT came in higher than our estimate.

e JSW Steel standalone operations reported quarterly saleable steel sales
volumes of 4.95 million tonnes (MT), up 24% YoY, higher than our estimate
of 4.8 MT. Standalone operations reported EBITDA/tonne of ¥ 8141/tonne
(our estimate of ¥ 7000/tonne). Standalone EBITDA/tonne came in higher
than our estimate, primarily on the back of lower coking coal costs

e For Q3FY23, JSW Steel reported consolidated topline of ¥ 39134 crore, up
3% YoY but down 6% QoQ (our estimate: % 39120 crore)

e Consolidated EBITDA for the quarter was at ¥ 4547 crore, up 160% QoQ,
higher than our estimate of ¥ 3685 crore. Ensuing consolidated PAT for the
quarter was at ¥ 474 crore, higher than our estimate of ¥ 353 crore

What should investors do? JSW Steel’s share price has given a return of ~96%
over the last two years (from ~% 378 in January 2021 to ~¥ 741 in January 2023).

e We maintain our HOLD rating on the stock. On the back of an improving
operating environment, we upward revise our EV/EBITDA multiple to 7x
(from 6.5x earlier)

Target Price and Valuation: We value JSW Steel at ¥ 825, 7x FY24E EV/EBITDA.

Key triggers for future price performance:

e For Q4FY23, blended steel realisations are expected to be higher than
Q3FY23 level while iron ore and coking coal costs are expected to remain
range bound sequentially in Q4FY23 compared with Q3FY23

e For JSW Steel standalone entity, going forward, we model EBITDA/tonne of
% 7500/tonne for FY23E and ¥ 13000/tonne for FY24E

Alternate Stock Idea: In our metal and mining coverage we like Midhani.

e Midhani is a leading manufacturer of special steel, super alloys and titanium
alloys catering to niche end-user segments like space, defence, etc
e BUY rating with a target price of ¥ 285
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Particular Amount
Market Capitalisation (% Crore) 1,79,225
Debt-Cons. (Q3FY23) (% Crore) 80,674
Cash and Cash Eq. Cons. 11.176
(Q3FY23) (% Crore) !

EV (% Crore) 2,48,723
52 week H/L 790/ 520
Equity capital T 240 crore
Face value g1

Shareholding Pattern

(in%) Mar-22 Jun-22 Sep-22 Dec-22
Promoter 45.0 45.0 45.2 45.2
Flls 11.6 10.6 10.8 11.0
Dlis 1.9 9.1 9.3 9.3

Others+Public 35.5 35.3 34.8 34.4
Total 100.0  100.0  100.0  100.0
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(X Crore) FY19 FY20 FY21 FY22 CAGR (FY17-FY22in %) FY23E FY24E CAGR (FY22-FY24E in %)
Net Sales 84,757 73,326 79,839 1,46,371 21% 1,68,096 1,89,592 14%
EBITDA 18,952 11,873 20,141 39,007 26% 19,011 36,445 -3%
EBITDA Margin (%) 22.4 16.2 25.2 26.6 11.3 19.2
Reported PAT 7,524 3,919 7,873 20,938 43% 3,954 16,260 -12%
EPS R) 31.3 16.2 32.7 81.3 19.0 67.8
EV/EBITDA (x) 1.4 6.0 12.7 6.4 12.7 6.4
RoCE (%) 17.6 1.5 13.9 23.2 1.9 16.4
RoE (%) 21.7 12.9 17.2 31.6 55 19.2

Source: Company, ICICI Direct Research
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Key takeaways from conference call

For Q4FY23, blended steel realisations are expected to be higher than
Q3FY23 level. Sequentially realisations are expected to trend higher in
Q4FY23, in line with global steel prices

For Q3FY23, sequentially coking coal cost declined by ~US$100/tonne
when compared with Q2FY23. Coking coal costs are expected to remain
range bound in Q4FY23 when compared with Q3FY23. Similarly, iron ore
costs are also expected to remain range bound in Q4FY23 when compared
with Q3FY23

For FY23, the production and sales volume guidance remains unchanged
for Indian operations viz. 23.6 million tonne (MT) (production) and 22.6 MT
(sales), respectively. There could be some shortfall in the balance 1.4 MT
guidance, which was for the US- Ohio operations and JSW Ispat Special
Products (JISPL) combined.

For Q3FY23, JSW Steel standalone operations crude steel production was
at 5.32 MT, up 21% YoY and 7% QoQ, primarily due to better utilisation of
Dolvi Phase - Il. Sales of saleable steel at the standalone level were 4.95 MT
for the quarter, up 24% YoY but marginally down 1% QoQ due to lower
export volumes.

During the quarter, the combined crude steel production of JSW Steel was
6.24 MT, up 10% QoQ, mainly due to the ramp-up of 5 million tonnes per
annum (MTPA) Dolvi Phase - Il expansion, which achieved capacity
utilisation of 85% compared to 80% in Q2FY23. Restarting of facilities at
JSW Ispat Special Products (JISPL), after a maintenance shutdown that had
commenced in Q2FY23, and ongoing ramp-up of Bhushan Power and Steel
(BPSL) operations after expansion from 2.75 MTPA to 3.5 MTPA capacity,
also contributed to higher production

JSW Steel’s capex spend was to the tune of ¥ 4114 crore in Q3FY23 and
T 10707 crore during 9MFY23 against the revised planned capex spend of
% 15000 crore for FY23

The 5 MTPA brownfield expansion at Vijayanagar is progressing well, with
civil works underway at the site. Long lead-time items have been ordered,
and letters of credit established. Equipment erection has commenced for all
packages. The project is expected to be completed by the end of FY24

The Phase - Il expansion at BPSL from 3.5 MTPA to 5 MTPA remains on
track for completion by FY24

The company’s consolidated net gearing (net debt to equity) was at 1.09x at
the end of Q3FY23 (compared to 1.04x at the end of Q2FY23) while net debt
to EBITDA was at 3.51x at the end of Q3FY23 (compared to 2.70x at the end
of Q2FY23)

Net debt as of December 31, 2022 was at ¥ 69498 crore, higher by ¥ 3779
crore compared to September 30, 2022 due to higher working capital and
forex impact. Going forward, the management expects net debt to trend
lower due to favourable currency movement and reduction in inventory
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Exhibit 1: JSW Steel — Standalone operations — Quarterly volumes

Quarterly Volumes — Standalone ﬁ(sgem

Crude Steel Production Steel sales
w21 +24%
Yo +7% Yo
Qo0 -1%
‘ aN
5.32
4.95 5.01 4.95
441
4.00
Q3 FY22 Q2 FY23 Q3 FY23 Q3 FY2z Q2 FY23 Q3 FY23

Q3 FY22 | Q2FY23

Flat 3.00 3.60 3.70
Flat 315 357 3.89 e 0.88 118 114
Long 0.29 1.10 1.17

Semis 012 0.23 0.10

Source: Company, ICICI Direct Research

Exhibit 2: JSW Steel — Production and sales summary - Q3FY23

Q2 FY23 Production & Sales Summary ﬁlswm

In million metric tonnes

Consolidated Indian Operations 6.06 5.55 17.25 15.51
Joint Control Entity:

15W Ispat Special Products Ltd. 0.10 0.08 0.23 024
Indian Operations incl. Joint Control® 6.16 5.63 17.48 15.75
JSW Steel USA Ohio 0.08 0.08 0.32 0.34
Total Combined Volumes 6.24 571 17.80 16.09

Source: Company, ICICI Direct Research
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Exhibit 3: Variance Analysis (Consolidated, except for sales volume and EBITDA/tonne, which are for standalone operations)
Q3FY23  Q3FY23E Q3FY22  YoY (%) Q2FY23 QoQ (%) Comments
Consolidated topline came in broadly in

Total Operating Income 39134 39120 38071 3 41778 -6 ) . .
line with our estimate

Other Income 188 185 154 22 188 0

Total Operating expense 34587 35435 28939 20 40026 -14

EBITDA 4547 3685 9132 50 1752 160 Consollldated EBITDA came in higher than
our estimate

EBITDA Margin (%) 11.6 9.4 240  -1237 bps 4.2 743 bps  COnsolidated EBITDA margin  came in
higher than our estimate

Depreciation 1882 1825 1764 7 1805 4

Interest 1819 1575 1283 42 1523 19

Share of profit/ (loss) of Joint 56 0 22 PL 56 0

Ventures (net)

Exceptional item 0 0 0 NA 591 PL

PBT 978 470 6261 -1 -853 LP

Tax Outgo 504 118 1745 - 62 73

PAT for the Group 474 353 4516 1 -915 PL Cor.lsolldated PAT came in higher than our
estimate

Key Metrics

Standalone Steel Sales (MT) 4.95 4.80 4.00 24 5.01 .y Standalone sales volume came in higher
than our estimate

Standalone EBITDA/tonne (3) 8141 7000 16993 52 3477 134 ~ Standalone EBITDA/tonne came in higher

than our estimate

Source: Company, ICICI Direct Research
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Financial story in charts

Exhibit 4: Trend in consolidated topline (in X crore)
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Source: Company, ICICI Direct Research

Exhibit 5: Trend in standalone EBITDA/tonne (in ¥/tonne)

25000
20000 | 19291
We model standalone EBITDA/tonne of & 7500/tonne
o 15000 ~ 12715 13000 for FY23E and ¥ 13000/tonne for FY24E
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Source: Company, ICICI Direct Research

Exhibit 6: Trend in consolidated EBITDA margin (in %)

30.0 -

28.0 26.6

26.0 - 5.2 Over the next couple of years, we expect

consolidated EBITDA margin to be ~11.3% in FYZ3E
24.0 and ~19.2% for FY24F
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Source: Company, ICICI Direct Research

ICICI Securities | Retail Research 5



ﬂ Result Update | JSW Steel ICICI Direct Research
Exhibit 7: Valuation Matrix

Sales Growth EPS R) Growth PE EV/EBIDTA P/BV RoNW RoCE

(X Crore) (% YoY) (% YoY) (x) (x) (x) (%) (%)

FY19 84,757 20.7 31.3 23.6 23.7 11.8 5.1 21.7 17.6
FY20 73,326 -13.5 16.2 -48.1 45.7 19.5 4.9 12.9 1.5
FY21 79,839 8.9 32.7 101.7 227 11.4 3.9 17.2 13.9
FY22 1,46,371 83.3 81.3 167.1 8.5 6.0 2.6 31.6 23.2
FY23E 1,68,096 14.8 19.0 -78.3 39.1 12.7 2.5 5.5 1.9
FY24E 1,89,592 12.8 67.8 257.8 109 6.4 2.1 19.2 16.4

Source: Company, ICICI Direct Research
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Financial summary (Consolidated)

Exhibit 8: Profit and loss statement < crore Exhibit 9: Cash flow statement < crore
(Year-end March) FY21 FY22 FY23E FY24E (Year-end March) FY21 FY22 FY23E FY24E
Total operating Income 79,839 1,46,371 1,68,096  1,89,592 Profit after Tax 1,873 20,938 4,545 16,260
Growth (%) 9 83 15 13 Add: Depreciation 4,679 6,001 7,216 7,863
Total Operating Expenditure 59698 107364 149085 153147 (Inc)/dec in Current Asset -67  -26,793 -3,977 1,432
EBITDA 20,141 39,007 19,011 36,445 Inc/(dec) in CL&Provisions 4,832 16,699 2,327 3,372
EBITDA Margin (%) 25.2 26.6 11.3 19.2 Others -2,568 4,112 245 124
Depreciation 4,679 6,001 1,216 7,863 CF from operating activities 14,749 20,957 10,355 29,051
Interest 3,957 4,968 6,473 6,146 (Inc)/dec in Investments -7,667 -604 -850 -225
Other Income 592 1,531 760 792 (Inc)/dec in Fixed Assets -8,232  -14,198 -15,000 -19,124
PBT 12,097 29,569 6,082 23,228 Others 328 -169 50 50
Exceptional ltem -83 -141 591 0 CF from investing activities -15,5711  -14,9711 -15,800  -19,299
Total Tax 4,142 8,807 2,129 6,968 Issue/(Buy back) of Equity 0 -2 0 0
Reported PAT Before MI 1,872 20,021 4,545 16,260 Inc/(dec) in loan funds -4 8,604  -1,004 200
Less - Minority Interest 1 917 0 0 Dividend paid & dividend tax -1,593 -4,187 -1,079 -2,997
Reported PAT after MI 7,873 20,938 4,545 16,260 Inc/(dec) in Sec. premium 0 0 0 0
Growth (%) 105 166 -78 258 Others 3,266% -5,831 -591 0
Adj PAT 7,956 21,679 3,954 16,260 CF from financing activities 1,632 -1,416  -2,674 -2,797
Reported EPS (%) 32.7 87.3 19.0 67.8 Net Cash flow 810 4,570  -8,118 6,956
Source: Company, ICICI Direct Research Opening Cash 12,003 12,813 17,383 9,265

Closing Cash 12,813 17,383 9,265 16,221

Source: Company, ICICI Direct Research

(Year-end March) FY21 FY22 FY23E FY24E (Year-end March) FY21 FY22 FY23E FY24E
Liabilities Per share data (%)
Share Capital 241 240 240 240 Reported EPS 32.7 87.3 19.0 67.8
Reserve and Surplus 45,903 68,295 71,170 84,433 Cash EPS 51.9 111.4 48.7 99.8
Total Shareholders funds 46,144 68,535 71,410 84,673 BV 190.9 283.5 295.4 350.3
Total Debt 65,436 74,040 73,036 73,236 DPS 6.5 17.4 45 12.5
Deferred Tax Liability 3,509 7,621 7,866 7,990
Minority Interest / Others 3,637 3,468 3,518 3,568 Operating Ratios (%)
Total Liabilities 1,18,726 1,53,664 1,55,830  1,69,467 EBITDA Margin 25.2 26.6 11.3 19.2
PBT / Total Operating income 15.2 20.2 3.6 12.3
Assets Adj PAT Margin 10.0 14.8 2.4 8.6
Gross Block 1,08,864 1,50,211 1,63,733 1,81,379 Inventory days 160 150 135 125
Less: Acc Depreciation 47,630 53,631 59,784 66,585 Debtor days 21 25 20 20
Net Block 61,234 96,580 1,03,949 1,14,794 Creditor days 134 110 120 112
Capital WIP 32,433 16,756 17,17 17,586 Return Ratios (%)
Net Fixed Assets (Inc CWIP) 93,667 1,13,336 1,21,120  1,32,380 Adj RoE 17.2 31.6 5.5 19.2
Investments 12,397 13,001 13,851 14,076 Adj RoCE 13.9 23.2 7.9 16.4
Inventory 14,249 33,787 36,161 33,901 Adj RolC 15.6 25.5 8.7 18.0
Debtors 4,486 1,457 8,060 9,238 Valuation Ratios (x)
Loans and Advances 6,409 8,250 9,050 8,850 P/E 22.7 8.5 39.1 10.9
Other Current Assets 4,296 6,739 6,939 6,789 EV / EBITDA 1.4 6.0 12.7 6.4
Cash 12,813 17,383 9,265 16,221 EV / Net Sales 2.9 1.6 1.4 1.2
Total Current Assets 42,253 73,616 69,475 74,999 Market Cap / Sales 2.2 1.2 1.1 0.9
Current Liabilities 29,316 46,033 48,360 51,732 Price to Book Value 3.9 2.6 2.5 2.1
Provisions 274 256 256 256 Solvency Ratios
Total Current Liabilities 29,590 46,289 48,616 51,988 Net Debt/EBITDA 2.6 1.5 34 1.6
Net Current Assets 12,663 21,327 20,859 23,011 Net Debt / Equity 1.1 0.8 0.9 0.7
Deferred tax Assets (net) 0 0 0 0 Current Ratio 1.4 1.6 1.4 1.4
Application of Funds 1,18,726 1,53,664 1,55,830 1,69,467 Quick Ratio 1.0 0.9 0.7 0.8
Source: Company, ICICI Direct Research Net debt/EBITDA 2.6 1.5 3.4 1.6
Net Debt/Equity 1.1 0.8 0.9 0.7

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
,‘ | \‘\
ﬂlc’CIz irect.com| “51 ] ‘
st llo v.; v Fingertips ‘B(-;{’_)B(EP ‘ ;
A rak NE |
ICICI Securities Ltd. | @a\.smﬁa’u = L
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com

ICICI Securities | Retail Research 8



ﬂ Result Update | JSW Steel ICICI Direct Resea

ANALYST CERTIFICATION

|/We, Dewang Sanghavi MBA (Finance), Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately
reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or
view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding
twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture
capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are g lly prohibited from maintaining a financial
interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as

Our proprietary trading and investment busil may make i decisions that are inconsi with the recomr

expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

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

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

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the past

twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICIC| Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one percent or more or other material
conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or

use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in
all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
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