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Visit Note

Chhattisgarh: Steeling march to Power  keyData
We recently undertook a week-long visit of Chhattisgarh jihdal Steel & Power

state, located in north central India, to get a visual feel of g|omperg Code JSPIN
its rich iron ore, coal and water resources. We have Reuters Code INSP.BO
higher conviction on Jindal Steel & Power (JSPL), which cyrrent Shares 0/5 (mn) 924
we have upgraded to Buy, and are more convinced on Diluted Shares 0/S(mn) 924
Sarda Energy & Minerals (SEML) as well, where we Mkt Cap (Rsbn/USDbn) 585.8/12.2
reiterate Buy. We were not impressed by Monnet Ispat 52WkH/L(Rs) 667/86
and retain our Sell rating. We also visited Prakash Daily Vol.(3M NSE Avg.) 871,677
Industries & Godawari Power (Not Rated). Face Value (Rs) 1

QO Chhattisgarh - An emerging power hub: The state garqda Energy & Minerals
government has signed memorandum of

. = Bloomberg Code SEML IN
understanding (MoUs) with several steel and power Reuters Code SAEM.BO
companies to set up power projects. If all these MoUs ¢ rent shares 0/S (mn) 34
are actually implemented, an additional 22,000MW of pjyted Shares 0/S(mn) 34
power-generation capacity would be created in the wktcap (Rsbn/UsDmn) 5.1/106.6
state within a decade. 52 Wk H /L (Rs) 224/50

QO Unique model - steel and power: Further, most DailyVol.3MNSE Avg.) 39,323
companies operating steel plants in the state have also Face Value (Rs) 10
set-up captive power plants. This model has helped de-
risk their business from the volatility associated with Monnet Ispat & Energy
steel prices. Power is a low-risk stable business that Elo°mberg Code MISP IN
provides a steady stream of revenues and profits over Reuters Code MNET.BO

Current Shares O/S (mn) 48
decades. Diluted Shares 0/S(mn) 57

O State to benefit from new mining policy: MmktCap (Rsbn/USDmn) 17.4/361.9
Chhattisgarh, along with other mineral-rich states, 52WkH/L(Rs) 514/111
would benefit from the new mining policy as it would Daily Vol. (3M NSE Avg.) 105,256
earn more royalty which would be decided on the basis Face Value (Rs) 10

of the market price vs fixed basis previously.
O Jindal Steel & Power (JSPL) - Upgraded to Buy: We Prakash Industries

have upgraded the stock to Buy (from Hold) as we Bloomberg Code PKIIN
believe its fully-integrated business model and ReutersCode PRKI.BO
increasing contribution from merchant power would ~Current shares O/S (mn) 155
boost profits and margins. Besides, Jindal Power's (a Piluted Shares O/5(mn) 155
100% subsidiary) IPO is also expected to boost MktCap (Rsbn/USDmn) 18.8/390.5
valuations. 52 ka H/L(Rs) 165/32
Daily Vol. (3M NSE Avg.) 333,910
Q Sarda Energy & Minerals (SEML) - Reiterate Buy: The f,ce value (Rs) 10
commissioning of a pellet unit is likely to ensure healthy
margins. At CMP, the stock trades at 8x FY10E and 3.6x Godawari Power & Ispat
FY11E earnings and 8.6x FY10E and 4x FY11E EV/EBITDA.  Bjoomberg Code GODPI IN
We value the stock at 7x FY11E EBITDA and reiterate our gayters Code GDPLBO
Buy rating. Current Shares O/S (mn) 28.1
QO Monnet Ispat - Sell: We believe current valuations (6.8x  Diluted Shares 0/S(mn) 28.1
FY10E EV/EBITDA and 9.1x FYT1E) is expensive. We i cap (Rsbn/USDmn) 4.1/85.5
reiterate our Sell rating. 52WKH/LRs) 166/39
Niraj Shah . O Positive bias on Prakash Industries: We have a Daily Vol. 3M NSE Avg) 192,987
niraj.shah@centrum.co.in .. . . . .
+97 22 4215 9685 positive bias on Prakash Industries (Not Rated) given its  Face value (Rs) 10
volume expansion and margin improvement due t0 4 sp =Rsas.1
Jatin Damania . captive resources and foray into merchant power. Source: Bloomberg, Centrum Research
jatin.damania@centrum.co.in Godawari Power & Ispat (Not Rated) suffers from poor *ason 185ep 2009

912242159647 visibility of growth in future in the absence of projects.

FY10E (x) FY11E (x)
Company Rating Mkt Cap (Rsbn) CMP (Rs) Target Price (Rs) P/E EV/EBITDA P/BV P/E EV/EBITDA P/BV
Jindal Steel & Power Buy 585.8 634 752 171 11.6 57 12.8 8.9 39
Sarda Energy & Mineral  Buy 5.1 151 290 8.0 8.6 0.9 3.6 4.0 0.7
Monnet Ispat & Energy  Sell 17.4 363 280 6.4 6.8 0.9 7.6 9.1 0.8

Source: Company, Centrum Research Estimates

Please refer to important disclosures/disclaimers inside
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Chhattisgarh - An emerging power hub

We recently visited Chhattisgarh and returned convinced that the state, endowed with rich
natural resources like iron ore, coal and water, is an ideal destination for steel and power projects.
There is great scope for private participation in the mining sector in Chhattisgarh. The state
government has created a conducive business environment to attract private investment, both
domestic and international. The added advantage is availability of large technically qualified
human resources. We visited the plants and facilities of Jindal Steel & Power (JSPL), Sarda Energy
& Minerals (SEML), Godawari Power & Ispat (GPIL), Prakash Industries and Monnet Ispat.

Exhibit 1: Chhattisgarh- Site of major steel & power projects
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The state government has signed MoUs with several various steel and power companies to set up
power projects. If all the MoUs are actually implemented, an additional 22,000 MW of power
capacity would be created within a decade.

Exhibit 2: Major companies setting up power plants in Chhattisgarh

Company Project cost (Rsbn)
Bhushan Power & Steel 40
Bhushan Steel 10
Chhattisgarh Energy 53
Chhattisgarh Gujarat Power Generation 20
Chhattisgarh State Electricity Board 49
Chhattisgarh State Power Generation 55
Essar Power 86
Godawari Energy 40
Indiabulls Power Generation 80
Jai Balaji Industries. 24
Jindal India Thermal Power 52
Jindal Power 145
Jindal Steel & Power 183
Karnataka Power Corporation 60
Korba West Power 24
NTPC 348
NTPC-Sail Power Co 27
Prakash Industries 25
Sarda Energy & Minerals 52
Sterlite Energy 48
Tata Power 50
Torrent Power 40
Visa Power 50

Source: CMIE, Centrum Research

India faces a peak-hour power deficit of 12.6%, according to the Central Electricity Authority
(CEA). The Central government plans to spend Rs569.6bn to set up additional power plants and
transmission lines during the 11" Five-Year plan (2007-12). The Central government has set a
target of adding 78,700 MW of generation capacity over 2007-12 and 100,000 MW during the
next five years (2012-17).

Unique business model - steel and power

Most companies operating steel plants in the state have also set-up captive power plants. This
model has helped de-risk their business from the volatility associated with steel prices (steel
prices are influenced by global supply-demand equations and directly impact profitability of
producers). Power is a low-risk stable business that provides a steady stream of revenues and
profits over decades.

The manufacturing of steel and ferro-alloys is highly-energy intensive process. For instance,
producing 1 tonne of ferro-alloys requires about 4,000 units of electricity. So power is major cost
constituting about 25% of total cost. When demand for ferro-alloys slackens, companies can cut
back or totally stop production and divert power for merchant sales. This helps in stabilizing
revenues, and could even improve average margins. Due to the high consumption of power and
volatility of input prices, we believe companies with captive resources (iron ore, coal and power)
are better placed. For such companies, the volatility associated with steel prices is offset by
steady returns from the power business.

In Chhattisgarh, most of the small and medium-sized steel companies like SEML, GPIL, Monnet,
Prakash, etc, also produce ferro alloys. Profits from ferro alloys was high till prices of raw materials
like manganese ore were low at about Rs4,000-5,000/tonne and product prices were about
Rs35,000-36,000/tonne, but after Sept-Oct 2008, prices of ferro alloys declined sharply from peak
of Rs100,000/tonne to less than Rs50,000/tonne, but raw material prices remained firmer at about
Rs20,000/tonne.

Metals & Mining
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We observed that most steel manufacturers had cut back production of both steel and ferro
alloys due to depressed prices. Now, with prices looking up again, these companies have started
increasing production. It is the flexibility of this model (steel and power) that gives companies the
much-needed stability in margins and earnings as they can switch from power to steel and ferro
alloys and back to power depending on pricing.

Steel industry - A perfect example of recycling

The steel industry is very efficient in recycling even so-called waste. For example, a coal-based
sponge iron-based steel plant consumes about 1.3 tonnes of coal to produce 1 tonne of steel.
The coal is used as a reducing agent (reduces oxygen from iron ore) rather as fuel which in turn
generates heat and gases like carbon monoxide which is then recycled to heat water to
generate steam and ultimately generate power.

Most of the coal produced domestically is low-grade (D, E, F) with high ash content. This coal is
first washed and then used for sponge iron and rejects like middling and chars are used as fuel
for power plant. Depending on grade and calorific value of coal, about 30MW power can be
generated from a 500tpd kiln. A sponge iron plant with Tmtpa capacity can generate about
170 MW of power. When steel is manufactured using the blast furnace route, the coke oven
batteries generate lot of waste heat and gases that are is used for power generation. Further,
the slag generated from blast furnace and EAF is used for roads construction.

Chhattisgarh offers advantages over Orissa and Jharkhand

The steel-cum-power business model can also be replicated in other mineral-rich states like
Jharkhand and Orissa. Even though Chhattisgarh is land-locked (unlike Orissa), it offers many
advantages compared to these states. First is the state government’s investor-friendly policy.
Secondly is the availability of skilled and peaceful manpower. During our tour, we got the
impression that the people of the state welcome industrial development. Orissa is plagued by
land acquisition issues and a militant labour force, while Jharkhand suffers from political
instability and Naxalite violence.

New mining policy, change in royalty rate to spur industrial revolution

The new mining policy aims to accelerate prospecting and development of the country’s vast
natural resources. Time-limits have been framed regarding the development & exploration and
commissioning of mines. According to the new policy, mining should commence within 36
months after the prospecting license (PL) has been issued. The licensee is supposed to get
environmental and other related clearances within this period. Otherwise, the government could
cancel the license and repossess the land, unless the delay is due to regulatory and government
issues.

The latest changes in royalty rates are also expected to encourage states facilitate mining.
Previously, the royalty rates for minerals like iron ore, manganese, etc. were fixed which was very
low. With effect from 13 Aug 2009, royalty has been changed to advalorem rate of 10%. Royalties
will increase with the increase in market price of the mineral. This change has happened due to
persistence and insistence of state governments like Chhattisgarh, Jharkhand and Orissa.
Increased royalties would boost the state governments’ revenues.

Chhattisgarh at the forefront demanding higher royalty rates

The increase in royalty rates would encourage mineral-rich states push for faster clearance of
allocation of mines and would enable rapid growth of mining. Chhattisgarh has been at the
forefront in pushing for higher advalorem royalty rates as it is pushing for higher growth of
mining in the state. We believe more steel and power projects would be set-up in the
Chhattisgarh (vs other states) as bureaucratic hurdles in getting approvals and clearances in the
state are fewer.

Exhibit 3: Projects coming up in mineral-rich states

Number of projects Project Cost (Rsbn)
Chhattisgarh 290 4,047.7
Jharkhand 159 4,631.8
Orissa 277 7,375.7

Source: CMIE
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Chhattisgarh can throw up another success story like JSPL

We believe Chhattisgarh has all the ingredients - both tangible (raw materials) and intangibles
(investor-friendly government, peaceful labour, etc) — for setting up steel and power projects.
This reinforces our view that another success story like JSPL could emerge in the state. Most
companies based in Chhattisgarh — SEML, Prakash Industries, Godawari Ispat and Monnet Ispat -
have emulated JSPL business model.

Valuations

JSPL - Upgraded to Buy: JSPL offers good visibility on back of demand from various
government projects and power business. Moreover, its healthy cash flow will allow it to execute
its expansion projects. The company is better placed among peers given its fully integrated
business model coupled with major contribution from merchant power. Besides, Jindal Power’s
(100% subsidiary of JSPL) IPO plans would be huge boost to JSPL's valuation. At CMP, the stock
trades at 17.1x FY10E and 12.8x FY11E earnings. On EV/EBITDA, it trades at 11.6x FY10E and 8.9x
FY11E. We have upgraded the stock to Buy from Hold with a target price of Rs752.

Sarda Energy - Reiterate Buy: Despite lowering our earnings estimates, we feel that SEML is
better placed vs peers. The company, which had cut its production of ferro-alloys, is again
increasing production and is likely to increase the same to 175tpd from 100tpd at moment on
back of two-fold jump in realization to Rs60,000/tonne. We believe that increased ferro-alloy
volume would boost revenue. The commercialization of its pellet unit is likely to ensure healthy
margins and insulate from iron ore pricing pressure. At CMP, the stock trades at 8.0 x FY10E and
3.6x FY11E earnings and 8.6x FY10E and 4x FY11E EV/EBITDA. We reiterate our Buy rating.

Monnet Ispat - Reiterate Sell: The Company posted better margins in Q1FY10 on the back of
higher power sales despite depressed steel market. In fact, 75% of profits came from power
business. We believe the company would be able to post decent FY10 numbers on back of
power sales. However, it is unlikely to sustain these earnings as the company would be
consuming power for captive purpose for its steel production starting in FY11.

During our tour we found that the plant is very old and needs a complete makeover. Equipment
has to be replaced and new technology adopted. This would require the company incur a huge
capex. We reiterate our Sell rating as current valuations (6.8x FYT0E EV/EBITDA and 9.1x FYT1E)
are expensive.

Prakash Industries (Not Rated): The stock currently trades at 9.2x FY09 earnings and 7x FY09
EV/EBITDA. We feel these valuations are attractive vs peers. We feel the company would register
robust growth due to captive consumption of raw materials and improvement in margin after
FY10.

Godawari Power & Ispat (Not Rated): The stock currently trades at FY0O9 P/E of 7x and
EV/EBITDA of 5.9x. We believe that with operating iron ore mine, commissioning of pellet unit,
coupled with captive power generation would ensure a healthy margin. Incremental revenue will
be mainly on the back of higher power sales from the commissioning of additional 20MW of
power plant. However, company suffers from poor visibility of growth in future due to absence of
projects.
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Buy
Target Price: Rs752
CMP: Rs634

Upside: 19%

*as on 18 Sep 2009

Jindal Steel & Power

22 September 2009

On ‘power’ growth trajectory

We regard Jindal Steel & Power (JSPL) as a power
company with about 70% of profits coming from this
business and expected to increase further, going
forward. The company is a pioneer in adopting the
integrated steel and power business model and has lined

up aggressive expansion plans in both the segments.

o
o
O
o
Niraj Shah
niraj.shah@centrum.co.in
+91 22 4215 9685
Jatin Damania
jatin.damania@centrum.co.in
+91 224215 9647
Y/E Mar (Rsmn) Rev YoY (%)
FYo7 35,198 35.9
FYos 54,890 55.9
FY09 108,510 97.7
FY10E 111,816 3.0
FYT1E 138,773 24.1

Source: Company, Centrum Research Estimates

Upgraded to Buy: At CMP, the stock trades at 17.1x
FYT10E and 12.8x FY11E earnings. On EV/EBITDA, it
trades at 11.6x FY10E and 8.9x FY11E. We believe the
company would sustain its robust margins due to its
fully integrated business model. Further upside is likely
due to higher-than-estimated power tariffs. We
upgrade the stock to Buy (earlier Hold) with a target
price of Rs752.

JPL’s IPO to boost valuations: Jindal Power (JPL),
JSPL’s 100% subsidiary, plans to raise about Rs40bn
through an IPO to partly fund its 2,400MW power
project in Chhattisgarh. We believe JPL’s IPO would
command a hefty premium given JSPL’s
commendable track record. This would also help boost
JSPL's valuations.

Estimates raised: We have raised our FY10 earning
estimate by 19.8% and 19.4% for FY11 to factor in
higher power sales. JSPL is likely to commission Unit 1
of its 135x10 MW power plant at Raigarh (4 x 135MW)
and Angul (135 x 6 MW) by the end of Dec 2009 and
remaining units will be commissioned every 2 months
after that which would help it increase power sales
volumes.

Lowest cost power producer due to captive coal
mines: JSPL has been allotted two coal blocks in
Tamnar at Raigarh, spread over 700 hectares with
estimated reserves of 110mt. Captive coal mines have
helped the company become one of the lowest cost
power producer.

™ 6M 1Yr

JSPL 26.9 2334 173.9

NIFTY 11.4 77.7 23.0

Source: Bloomberg, Centrum Research

*as on 18 Sep 2009
EBITDA EBITDA (%) AdjPAT YoY(%) FullyDEPS RoE (%) RoCE (%) P/E (x) EV/EBITDA (x)
14,023 39.8 7,028 22.7 45.6 27.5 9.5 83.3 45.6
22,197 40.4 12,496 77.8 81.1 324 11.8 46.9 29.3
51,695 47.6 30,072 140.7 195.5 42.7 20.1 19.5 12.8
57,668 51.6 34,240 13.9 371 33.1 18.5 17.1 11.6
74,671 53.8 45,776 33.7 49.5 30.7 19.5 12.8 8.9

Key Data
Bloomberg Code JSPIN
Reuters Code JNSP.BO
Current Shares O/S (mn) 924
Diluted Shares O/S(mn) 924
Mkt Cap (Rsbn/USDbn) 585.8/12.2
52WkH/L(Rs) 667/86
Daily Vol. (3M NSE Avg.) 871,677
Face Value (Rs) 1
1USD =Rs48.1
Shareholding Pattern (%)
Public &
Others
89 Foreign
218
Institutions
45
Promoters Non Promoter
587 Corp. Hold.

6.1

*as on 30 June 2009
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Upgraded to Buy with target price of Rs752

We have upgraded the stock to Buy (earlier Hold), with a price target of Rs752. We believe the
company would be able to sustain its high margins due to its fully integrated business model. We
also expect further upside on account of higher-than-estimated power tariffs (JSPL is a merchant
power company). At CMP, the stock trades at 17.1x FYT10E and 12.8x FY11E earnings. On
EV/EBITDA, it trades at 11.6x FY10E and 8.9x FY11E.

Exhibit 1: One-year forward  Exhibit 2: SOTP valuation

EV/EBITDA Average FY10E FY11E
() Rsmn EV/EBITDA EBITDA EBITDA EV Price (Rs) Weight Avg.Price
16 Valuation of steel business
14
12 Average EV/EBITDA 7 18,877 132,140 55 0.6 33
" Average EV/EBITDA 7 28218 197,525 128 0.4 51
i Price (Rs) 84
(2) Valuation of power Business
888855558888388  Average EV/EBITDA 15 38767 581,504 629 06 378
S5995583885338579
<288=388L£322832 Average EV/EBITDA 15 44,714 670,704 726 0.4 290
Price (Rs) 668
Source: Bloomberg Centrum Research Total (Rs) 752

Estimates
Source: Centrum Research Estimates

JPL’s IPO expected to boost valuations

JSPL plans to raise about Rs40bn by listing JPL, its 100% subsidiary. We believe the IPO would be
priced at a hefty premium given JSPL's commendable track record. This would also help boost
JSPL’s valuations.

JSPL has a unique record of not raising money from the equity market during the last 6 years. All
its capex was funded through internal accruals and the company maintained an annual growth
rate of 70%. Now after successful commissioning of a 1,000 MW merchant power plant at Raigarh,
it is undertaking brown-field expansion to set up a 2,400MW power plant at the same site.

Estimates raised to factor in higher power volumes

We have raised our earning estimate by 19.8% and 19.4% for FY10E and FY11E respectively to
factor in higher power sales. JSPL is likely to commission Unit 1 of its 135x10 MW power plant at
Raigarh (135x4 MW) and Angul (135x6 MW) by the end of Dec 2009 and remaining units will be
commissioned every 2 months after that , which would allow the company to increase power
sales volume.

Exhibit 3: Revised estimates

Revised Estimates Earlier Estimates % Change
Y/E March (Rsmn) FY10E FY11E FY10E FY11E FY10E FY11E
Net Sales 111,816 138,773 112,018 137,395 0.2) 1.0
EBITDA 57,668 74,671 48,618 64,601 18.6 15.6
PAT 34,240 45,776 28,588 38,351 19.8 19.4
EPS (Rs) 37.1 49.5 30.9 41.5 19.8 19.4

Source: Centrum Research Estimates

Aggressive expansion plans in both steel and power segments

JSPL has lined up an aggressive capex plan to increase its steel manufacturing capacity to18mtpa
by FY13 from 3mtpa currently. Pellet plant of 4 mtpa is expected to be commissioned by March
2010, which would increase its total metallics capacity to 3.87mtpa. We believe the
commissioning of incremental capacity would significantly contribute to increased sales volume
in FY11. The company also intends to set-up a state-of-the-art 1.5mtpa plate mill in Angul at
Orissa. Its current plate mill at Raigarh is not successful in rolling plates above API-60 grades (the
requirement of end users in the oil & gas industries is API-70 and above).
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JSPL is also in the process of setting up 10x135MW (4x135MW in Raigarh and 6x135MW in Angul)
power capacity. Unit 1 of the 4x135MW plant in Raigarh is likely to get commissioned by January
2010. The remaining units will be commissioned every two months after that. JPL, which
currently operates a T000MW merchant power plant, has also lined up a 4x600 MW expansion at
Raigarh. The first unit is scheduled to get commissioned in May 2012. The boiler-turbine-
generator (BTG) order for the 2,400MW power plant has already been placed with BHEL. After the
expansion, the total power generation capacity (JSPL and JPL) would increase by over 5x to

6,090MW.

Exhibit 4: Capacity for steel and power to increase

Product Existing capacity Expansion Capacity post expansion
FY10 FY11 FY12 FY13 FY14

Sponge and DRI (mt) 1.37 2.00 3.37

Steel (mt) 3.00 9.0 6.0 18

Power (MW) 1,340 135 810 540 2,400 865 6,090

Source: Company
Power segment likely to be growth driver

JSPL currently has a total power generating capacity of 1,340MW (JPL -1,000 and JSPL 340MW)
and plans to increase this capacity by over 5x by FY13. The management indicated that the
additional power is likely to be commissioned before the expansion of its steel manufacturing
capacity. In the interim period, the company will be selling the power generated on merchant
basis, thereby increasing the return on equity.

Consolidated revenue (including JPL) in FYO9 grew 97.7% YoY to Rs108.5bn, largely due to the
over 6x increase in contribution from the power segment (Rs40.7bn in FY09b vs 6.6bn in FY08)
coupled with 41.9% increase in contribution from the steel business to Rs74.8bn. While EBITDA
grew 132.9%, margin increased 720bp to 47.6% on the back of higher power tariff. JPL reported
revenues of Rs32.5bn and PAT of Rs15.8bn for FY09. JPL achieved a PLF of 96% during Q1FY10.

Exhibit 5: JPL - Key financial highlights

Particular FY08 FY09

Q1 Q2 Q3 Q4 Total
Gross generation (MU) 1253 962 1,490 1,951 1,966 6,369
PLF (%) 66 59 70 88 91 79
Net Sales (Rsmn) 1,253 2,936 6,539 11,607 11,494 32,575
PAT (Rsmn) 194 413 3,147 5,746 6,513 15,819

Source: Company

With steel demand still depressed, we believe the company would sell more power on merchant
basis, rather than consuming captive. As a result, the power business would drive earnings and
margin growth and contribution from this business at the EBITDA level is slated to increase to
more than 70% in FY10.

Lowest cost power producer due to captive coal mines

JSPL has been allotted a coal mine at Tamnar in Raigarh, which has an estimated reserve of
100mt. Since JSPL's power plants are pit-head based, its cost of generation is among the lowest in
the world (about Rs0.5/unit) giving it a competitive edge over others. It is currently mining 6mt of
coal from block IV/I and is likely to ramp up to 11mt, with the commencement of coal block IV/6
as additional power capacities get added.




Exhibit 6: Raw coal production schedule
(Prod. in M. Tons)
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Exhibit 7: GARE Coal Block
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Exhibit 8: Integrated steel manufacturing process
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Exhibit 9: Site photographs

Blast furnace model (1,680 cu meters) Sponge iron rotary kiln

Blast furnace operation parameters

Source: Company
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Overburden of coal

Inside the power plant
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A computer showing actual power generation 1* unit of the 135x4 MW power plant at Raigarh
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Milestone dates of 4x600 MW
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Aerial view of 1,000MW power plant
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Financials (Consolidated)

Exhibit 10: Income Statement Exhibit 12: Cash flow
Y/E Mar (Rsmn) FY07 FYO08 FY09 FY10E FY11E Y/E Mar (Rsmn) FYO7 FYO08 FY09 FY10E FY11E
Net Sales 35,198 54,890 108,510 111,816 138,773 Net operating cash flow 14,871 13,467 38,787 41,809 41,574
Expenditure 21,175 32,693 56,816 54,148 64,102 Net cash flow from investing  (35,640) (22,351) (38,520) (49,861) (43,000)
Raw Materials 10683 12033 34046 37794 46905  Netcashflowfromfinancing 20,754 14,105 220 8522 3,047
Power and fuel 3,807 4,182 6,652 7,827 9,714 Free Cash Flow (16) 5221 487 469 1.622
Employee cost 937 1471 2,050 2684 3331 Opening Cash Balance 1,002 986 6207 6694 7,163
Other Expenses 5,748 15,007 14,068 5,844 4,152 .
Closing Cash Balance 986 6,207 6,694 7,163 8,785
EBITDA 14,023 22,197 51,695 57,668 74,671
Margin (%) 39.8 404 47.6 51.6 538 Source: Company, Centrum Research Estimates
Other income 290 498 624 1,200 1,200 oL .
o Exhibit 13: Key Ratios
Depreciation 3,365 4,793 9,641 9,600 11,000
*
EBIT 10,948 17,902 42,678 49,268 64,871 Y/E Mar FYo7 FY08 FY09 FY10E FY11E
Interest 1,501 2,725 4,567 4,800 6,184 Diluled Shares (mn) 154.0 154.0 154.0 924.0 924
PBT 9,447 15,177 38,111 44,468 58,688 Per Share (Rs)
Ex-od items (prior period) - - - - EPS 45.6 81.1 1955 37.1 49.5
PBT-Adjusted 9,447 15177 38,111 44,468 58,688 BV 166.2 250.4 457.9 112.0 1615
Taxes 2,419 2,681 8,040 10,228 12,911 DPS 15.0 4.0 55 55 5.5
tr % 25.6 17.7 21.1 23.0 22,0
e Return Ratios (%)
PAT 7,028 12,496 30,072 34,240 45,776
ROCE 9.5 11.8 20.1 18.5 19.5
Pat Margin % 20.0 22.8 27.7 30.6 33.0
ROE 27.5 32.4 42.7 33.1 30.7
Source: Company, Centrum Research Estimates Valuation (x)
Exhibit 11: Balance Sheet P/E 83.3 46.9 19.5 17.1 12.8
Y/E Mar (Rsmn) FYoz  Fvos  Fyos Fyioex Fyme BV 22.9 15.2 83 5.7 3.9
X EV/EBITDA 45.6 29.3 12.8 11.6 8.9
Capital 164 164 165 934 934
Reserves and Surplus 25427 38304 70350 98972 139353  CV/%ales 182 118 6.2 6.0 48
Margin (%)
Total Net worth 25,591 38,558 70,515 99,906 140,287
Minority Interest 54 62 45 45 45 EBITDA 39.8 404 47.6 51.6 53.8
Total Loan Funds 54,360 69,961 81,133 91,133 95,133  PAT 200 228 277 306 33.0
Deferred Tax Liability 4,150 4,947 7,170 4,750 5,225 EBIT 311 32.6 39.3 44.1 46.7
Total Cap. Emplyed 84,155 113,528 158,863 195,834 240,690 Note:* Bonus Issue (5:1)
Gross Block 50,267 78,999 116,724 160,724 194,724 Source: Company, Centrum Research Estimates
Accumulated Dep 7,839 12,160 22,415 32,015 43,015
Net Fixed Assets 42,428 66,839 94,309 128,709 151,709 Exhibit 14: Key Assumption
Capital WIP 36,630 27,798 32,554 9,000 17,000
FY10E FY11E
Investments 1,087 2,709 5,139 11,000 12,000
Goodwill 57 247 363 363 363 Steel segment
Inventories 6,424 9,961 12,403 13,217 23,310 Volume(tonnes) 1,900,000 2,100,000
Sundry Debtors 3,203 3,550 5741 5,874 10,041 Average realization (Rs/tonne) 31,000 32,000
Cash and Bank Balances 986 6,207 6,694 7,163 8,785 Power segment
Loans and Advances 9,315 14,833 35,823 42,370 39,315 PLF (%) 93.0 93,0
Total Current Assets 19,929 34,550 60,661 68,624 81,450 Unit sold (MUs) 9230 10,646
Current Liabilities 12,131 13,716 21,901 20,769 20,585 ) .
Tariff rate (Rs/unit) 5.5 5.5
Provisions 3,878 5,868 12,293 1,125 1,280
Total Current Liabilities 16,009 19,584 34,194 21,894 21,865  >ource:Company, Centrum Research Estimates
Net Current Assets 3,920 14,967 26,467 46,730 59,586
Miscellaneous Expenditure 32 969 31 31 31
Total Assets 84,155 113,528 158,863 195,833 240,690

Source: Company, Centrum Research Estimates
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Sarda Energy & Minerals

Visit Note/Estimate revision

Pellet unit to boost margins

Sarda Energy & Minerals (SEML) recently started trial
production at its new iron ore pelletisation plant, which
when fully operational in 1-2 months would help reduce
cost. This, along with the two-fold increase in ferro alloy
prices is expected to help the company improve revenue
and boost margins.

O Estimates cut: We have cut our earnings estimates by

6.4% to Rs18.8 for FY10E and 36.6% to Rs41.6 for FY11E
to factor in the sharp decline in prices of long products
and increase in prices of raw materials like iron ore, coal
and manganese ore.

Pellet unit to boost margins: We estimate the pellet
unit would help the company save about Rs2,000/tonne
on iron ore costs. This would lower its cost of
production for sponge iron by about Rs3,300/tonne,
leading to an improvement in margins. Margins would
be further boosted by the increase in captive coal
consumption to 100% by April 2010 from the current
35%.

Ramping up ferro alloy production: SEML, which had
temporarily suspended production of ferro alloys due to
lower price realizations, has started ramping up
production, largely due to two-fold increase in prices
from bottom of Rs35,000/tonne in April-May 2009 It
currently produces 100tpd, which is likely to get
increased to 175tpd by the end of Sept 2009.

Enhancing power generation capacity: SEML plans to
increase its power generation capacity by 350MW, out
of which 80 MW is likely to get commissioned by April
2011 and 270MW (2x 135MW) would be commissioned
in phases by September 2012. The benefits of additional
power generated would start accruing from FY12E
onwards.

Attractive valuations, maintain Buy: At CMP, the
stock trades at 8x FY10E and 3.6x FY11E earnings. On an
EV/EBITDA basis, it trades at 8.6x FY10E and 4x FY11E
EBITDA, which though not quite attractive but worst
seems to be behind and growth visibility is getting
clear. As such we maintain our Buy rating with revised
target price of Rs290 (Rs167 earlier).

22 September 2009

Key Data
Bloomberg Code SEML IN
Reuters Code SAEM.BO
Current Shares O/S (mn) 34.0
Diluted Shares O/S(mn) 34.0
Mkt Cap (Rsbn/USDmn) 5.1/106.6
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One year Indexed Stock Performance
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Sep-08 Nov-08 Jan-09 Mar-09 May-09 Jul-09  Sep-09
— — —SARDA ENERGY MIN NSE S&P CNX NIFTY INDEX

Price Performance (%)
™ 6M 1Yr

Sarda Energy 34.8 153.8 (25.6)
NIFTY 1.4 77.7 23.0

Source: Bloomberg, Centrum Research
*as on 18 Sep 2009

Y/E Mar (Rsmn) Rev
FYo7 3,642
FYo8 6,248
FY09 9,487
FY10E 5,985
FYT1E 8,176

YoY (%)
(31.6) 366
71.6 1,684
51.8 2,324
(36.9) 1,314
36.6 2,468

Source: Company, Centrum Research Estimates

EBITDA EBITDA (%)

10.0
26.9
24.5
22.0
30.2

Adj PAT
427
1,214
1,232
638
1,416

YoY (%) Fully DEPS

(59.7)
184.4

1.5
(48.2)
121.9

14.2
357
36.2
18.8
41.6

Please refer to important disclosures/disclaimers inside

RoOE (%)

20.5
30.2
235
11.2
20.5

RoCE (%) P/E(x) EV/EBITDA (x)
13.2 10.6 17.5

203 4.2 4.4

16.1 4.2 53

7.4 8.0 8.6

14.6 3.6 4.0




CENTRUM
Estimates cut on lower realisation

We have cut our earnings estimates by 6.4% to Rs18.8 for FY10E and 36.6% to Rs41.6 for FY11E to
factor in the sharp decline in prices of long products and increase in prices of raw materials like
iron ore, coal and manganese ore.

Exhibit 1: Revised estimates

Revised estimates Earlier estimates % Change
Rsmn FY10E FY11E FY10E FY11E FY10E FY11E
Net Sales 5,985 8,176 6,431 8,777 (6.9) (6.8)
EBIDTA 1,314 2,468 1,369 3,558 (4.0) (30.6)
PAT 638 1,416 682 2,234 (6.4) (36.6)
EPS(Rs) 18.8 41.6 20.1 65.7 (6.4) (36.6)

Source: Centrum Research Estimates
Pellet plant, captive coal mine to help boost margins

SEML has been constantly integrating backward in a bid to keep its costs under control. It
recently started trial production at its new 0.6mtpa iron ore pellet plant, which is expected to get
stabilized in 1-2 months before it starts operating at fully capacity. We estimate the pellet plant
would help the company save about Rs3,300/tonne in producing sponge iron. The pelletisation
unit will also help the company reduce its iron ore cost, as it will use iron ore fines which are
available in plenty within a 50km of Raipur to produce pellets which could be used for producing
sponge iron instead of the more expensive iron ore lumps (pellets cost about Rs2,500/tonne vs
Rs4,500/tonne for iron ore lumps).

The company has been allotted a coal mine at Raigarh with an estimated reserve of 90mt (open
cast - 60mt and underground 30mt). According to the management, the company currently
meets 35% of its coal requirement from captive sources, which would eventually increase to
100% by April 2010. At about the same time, the company’s coal washery would also get
commissioned. We feel that stabilization of pellet unit and 100% captive coal would help the
company boost margins, going forward.

Ramping up ferro alloys production

After the global economic meltdown in Oct 2008, many steel and ferro alloys manufacturers
either cut down or totally suspended production as prices fell even below production cost. Ferro
alloys prices, which had risen to a peak of Rs100,000/tonne in H1FY09 plunged to below
Rs50,000/tonne in H2FY09 and went as low as Rs35,000/tonne in April-May 2009. Prices have
started looking up in the last two months and are currently hovering at about Rs65,000/tonne.

Management has indicated that they have already ramped up ferro alloy production in Q2FY09
(production was negligible in Q4FY09 and Q1FY10). The company currently produces 100tpd
which is likely to increase to 175tpd by the end of Sept 2009. The company is expected to
produce 10,000 tonnes in Q2FY10.

The company currently has an inventory of 40,000 tonnes of manganese ore, which was
purchased at lower rate. As a result, it expects to make margin of around Rs20,000/ per tonne of
ferro alloys in Q2FY10. SEML would not be producing steel billets due to the lower realization and
higher input cost (iron ore). We believe most of the revenue in Q2 would be from ferro alloys,
sponge iron and power.

Increasing power generation capacity

In order to increase coal consumption from its captive mines, SEML plans to increase its power
generating capacity by 350MW, out of which 80 MW is likely to get operational by April 2011 and
2x 135MW would be commissioned in phases by September 2012. The full benefits of additional
power generated would start accruing FY12E onwards. Currently, it has got 78MW power
capacity based on waste heat recovery gas produced from sponge iron production.

It plans to set up a 2x135 MW and 80MW power plant. It has already acquired land for the
additional power plant and obtained 1st phase of environmental clearance. It has got boiler for
80 MW and order for TG(Turbine and Generator) set would be given once the final clearance
comes. Its 80 MW power plant would likely to get commissioned by April 2011Twith 135x2 MW
expected to follow in phases in 18 months post April 2011.




CENTRUM

Exhibit 2: Expansion timeline

Product Existing capacity Expansion plan Post Expansion
(Tonne) FY10 FY11 FY12 FY13 FY2014

Sponge 360,000 360,000
Steel 240,000 240,000
Ferro manganese 66,000 66,000
Pellet s 600,000 600,000
Wire Rods 200,000 200,000
Power (MW) 78 80 135 135 428
Source: Company

Q1FY10 snapshot

Q1 results were below expectations with revenue falling 63.7% YoY to Rs931mn largely due to
48.2% decline in average realisation of sponge iron and billets and 62.5% decline in ferro alloy
realization. As a result EBITDA plunged 95.3% YoY to Rs46mn, while margin compressed 3,300bp.
However, sales volume during the quarter was flat, but production volume decline by27.3% as
company’s manufacturing facilities remained operative for major part of the quarter on account
of afire in its captive power plant. PAT slipped by 91.3% to Rs60mn. If adjusted for the forex gain
of Rs139.2mn, the company would have posted a loss of Rs79mn.

Valuations attractive; maintain Buy

At CMP, the stock trades at 8x FY10E and 3.6x FY11E earnings. On an EV/EBITDA basis, it trades at
8.6x FYTOE and 4x FY11E EBITDA, which though not quite compelling in near term but worst
seems to be behind and growth visibility is getting clear. As such we maintain Buy with revised
target price of Rs290 (Rs167 earlier) valuing it at 7x FY11E EBITDA.

Exhibit 3: One year forward EV/EBITDA
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Exhibit 4: Site photographs

Pellet unit

Power house Sponge iron rotary kiln
\ "

9 MVA ferro alloy furnace

Source: Company
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Financials

Exhibit 5: Income Statement Exhibit 7: Cash flow

Y/E Mar (Rsmn) FYo7 FYo8 FY09 FY10E FY11E Y/E Mar (Rsmn) FYO07 FYos FY09 FY10E FY11E
Net Sales 3,642 6,248 9,487 5,985 8,176 Net operating cash flow 768 628 2,117 1,358 1,579
Expenditure 3,276 4,565 7,163 4,671 5,708 Net cash flow from investing (673) (1,956) (5,738) (295) (100)
Raw Materials 2,710 3,979 6,176 2,873 3,270 Net cash flow from financing 35 1,874 3,017 (115) (115)
Power and fuel 155 38 53 80 100 Free Cash Flow 130 546 (604) 948 1,365
Employee cost 72 113 173 180 204 Opening Cash Balance 85 215 984 367 1,315
Other Expenses 339 435 761 1,538 2,133 Other Adjustment 223 (13)

EBITDA 366 1,684 2,324 1,314 2,468 Closing Cash Balance 215 984 367 1,315 2,680
Margin (%) 100 26.9 243 220 302 Source: Company, Centrum Research Estimates

Other income 435 50 37 50 50

Depreciation 227 221 279 367 380 Exhibit 8: Key Ratios

EBIT 574 1,512 2,082 998 2,138 Y/E Mar FYO07 FYO08 FY09 FY10E FY11E
Interest 75 121 495 200 250 Diluled Shares (mn) 30.0 34.0 34.0 34.0 34.0
PBT 499 1,391 1,587 798 1,888 Per Share (Rs)

Ex-od items (prior period) - 8 (95) - 0 EPS 14.2 35.7 36.2 18.8 41.6
PBT-Adjusted 499 1,399 1,492 798 1,888 BV 69.4 118.2 1544 167.5 203.5
Taxes 72 184 260 160 472 DPS 2.0 3.0 3.0 3.0 3.0
etr % 14.4 13.2 17.4 20.0 25.0 Return Ratios (%)

PAT 427 1,214 1,232 638 1,416 ROCE 13.2 20.3 16.1 74 14.6
Pat Margin % 11.7 19.4 13.0 10.7 17.3 ROE 20.5 30.2 235 11.2 20.5

Source: Company, Centrum Research Estimates Valuation (x)

P/E 106 42 42 8.0 36

Exhibit 6: Balance Sheet p/BY 29 13 10 0.9 07
Y/E Mar (Rsmn) FY07 FY08 FYO9 FY10E FY11E EV/EBIDTA 175 44 53 86 40
Capital 296 340 340 340 340 EV/Sales 18 12 13 19 12
Reserves and Surplus 1,786 3,680 4,908 5,355 6,580 Margin (%)
Total Net worth 2,082 4,020 5249 5695 6,920 EBIDTA 100 26.9 24.5 220 30.2
Minority Interest - - - - - PAT 1.7 194 13.0 10.7 0.0
Total Loan Funds 2,087 3,233 7,438 7,438 7,438 EBIT 15.8 242 219 16.7 26.1
Deferred Tax Liability 171 194 300 300 300 Source: Company, Centrum Research Estimates
Total Cap. Emplyed 4,340 7,447 12,987 13,434 14,659
Gross Block 2,954 3312 5011 6,761 8,511
Accumulated Dep 999 1214 1473 1,839 2219 Exhibit 9: Key Assumption
Net Fixed Assets 1,955 2,098 3,538 4,922 6,292 Y/E March FY10E FY11E
Capital WIP 946 2,547 3,605 2,150 500 Sales Volume (Tonnes)
Investments 219 204 3,767 3,767 3,767 Sponge Iron 154,800 127,200
Goodwill . - . . Steel 12,000 -
Inventories 683 1,499 996 656 896 Wire Rod 60,000 150,000
Sundry Debtors 483 678 226 246 336 Ferro Alloys 36,300 46,200
Cash and Bank Balances 215 984 367 1315 2680  Power(MU) 1911 182.0
Loans and Advances 364 661 1060 1069 1060  Average Realisation (Rs/T)
Total Current Assets 1745 3822 2658 3286 4981  Pongelron 12,000 12,500
Current Liabilities 521 1,107 479 512 626 Steel 21,000 22,000

. Wire Rod 25,000 25,000
Provisions 9 125 102 178 255 Ferro AIons 50,000 50,000
Total Current Liabilities 530 1,232 581 690 881 Power (Rs/Unit) 3 3
Net Current Assets 1,215 2,590 2,077 2,596 4,100
Miscellaneous Expenditure 5 10 0 _ 0 Source: Company, Centrum Research Estimates
Total Assets 4,340 7,448 12,987 13,434 14,659

Source: Company, Centrum Research Estimates
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Monnet Ispat & Energy

22 September 2009

Merchant power sales prop up profits

Monnet Ispat & Energy (MIEL) is one of the largest coal-
based sponge iron producer in India and also engaged in
the manufacturing of steel and ferro alloys. It is also
setting up a 1,000MW power plant with captive coal
mines, which we believe is a far-fetched plan. It is one of

the three companies in the race to acquire stake in Orissa
Sponge (it has already spent Rs2bn for a 26% stake).

0]
o
o
o
Niraj Shah o)
niraj.shah@centrum.co.in
+91 224215 9685
Jatin Damania
jatin.damania@centrum.co.in
+91 224215 9647
Y/E Mar (Rsmn) Rev YoY (%)
FY0o7 6,378 19.8
FY08 11,616 82.1
FYQ9E 15,685 35.0
FY10E 13,502 (13.9)
FYT1E 15,045 11.4

Source: Company Centrum Research Estimates

Merchant power sales boost profits: The depressed
steel market compelled the company to cut its steel
production and shut down its ferro alloys units. As a
result, it sells power meant for production of steel and
ferro alloys on a merchant basis at spot rates. We
estimate the company would sell about 1,710MW of
power on a merchant basis, which would boost its
profitability.

1,000 MW power plant 3-4 years away: The Company
is setting up a 1,000-MW coal-based pit head merchant
power plant at Angul, Orissa, and recently gave orders
to BHEL for boiler turbine generator (BTG). Although the
company expects to fund the equity portion through
internal accruals, we believe it would have to raise
money through equity dilution. Besides, the company’s
cash-flow projections are based on higher and robust
steel prices that are difficult to predict.

Choosing Orissa Sponge acquisition over Raigarh
expansion: MIEL is one of the three companies in the
fray to acquire Orissa Sponge and has already spent
Rs2bn to acquire a 26% stake. It would require a further
Rs2bn to raise its stake to 51%. We expect the company
to defer its 1.2mtpa steel manufacturing capacity
expansion plan at Raigarh in Chhattisgarh and divert the
funds to increase its stake in Orissa Sponge.

Estimates revised: We have raised our earnings
estimates for FY10E by 69.1% to Rs41.6 and 24.3% to
Rs34.7 for FY11E to factor in higher profit from sale of
merchant power.

Valuations expensive: At CMP, the stock trades at 6.8x
FY10E EV/EBITDA and 9.1x FY11E, which we believe is
expensive. We reiterate our Sell rating with a revised
target price of Rs280 (Rs237 earlier), valuing the stock at
7x FY10E EV/EBIDTA.

EBITDA EBITDA (%) AdjPAT YoY(%) Fully DEPS
1,742 27.3 1,348 27.3 39.3
2,488 21.4 1,739 29.0 36.3
3,152 20.1 1,703 (2.1) 35.6
4,072 30.2 1,992 17.0 41.6
4,346 28.9 1,977 (0.8) 347

Please refer to important disclosures/disclaimers inside

RoE (%) RoCE (%)

Key Data

Bloomberg Code MISP IN
Reuters Code MNET.BO
Current Shares O/S (mn) 48
Diluted Shares O/S(mn) 57
Mkt Cap (Rsbn/USDmn) 17.4/361.9
52 WkH/L(Rs) 514/111
Daily Vol. (3M NSE Avg.) 105,256
Face Value (Rs) 10

1USD =Rs48.1

Shareholding Pattern (%)
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47

Promoters
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One year Indexed Stock Performance

Sep-08 Nov-08 Jan-09 Mar-09 May-09 Jul-09  Sep-09
— — —MONNETISPAT & E NSE S&P CNX NIFTY INDEX

Price Performance (%)

™ 6M 1Yr
Monnet Ispat 10.6 139.2 (20.2)
NIFTY 1.4 77.7 23.0

Source: Bloomberg, Centrum Research
*as on 18 Sep 2009

P/E (x) EV/EBITDA (x)

236 10.0 6.7 9.7
16.0 10.0 7.3 8.1
13.7 11.9 7.4 6.4
13.7 10.5 6.4 6.8
10.8 7.8 7.6 9.1
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Enhancing capacities...

The management intends to increase the capacity of its Raigarh plant by installing a 500,000 tpa
steel-making shop, 500,000 tpa blast furnace and 1mtpa plate mill, in addition to its existing
500,000 tpa sponge iron capacity and 90 MW power generation capacities. From its total installed
capacity of 800.000 tpa of sponge iron, it is likely to produce less than 600,000 tpa, due to
depressed market conditions and steep fall in price realization. Moreover, the company has shut
its ferro alloy unit due to more than 50% decline in realization from a peak of Rs100,000/t.

Exhibit 1: Expansion plans

Existing capacity Expansion Post expansion
(Tonnes) Raipur Raigarh Raipur Raigarh
Sponge Iron 300,000 500,000 800,000
Steel 300,000 500,000
Rolling Mill 150,000 1,000,000 1,200,000
Ferro Alloys 60,000 60,000
Power (MW) 60 90 150

Source: Company
...but driving profits through merchant power sales

The company currently sells 110 MW out of 150 MW power generated on merchant basis at spot
tariff. Of the 150MW of captive power generation, the company would consume mere 40MW to
produce sponge iron and steel and sell the balance on merchant basis, resulting in the power
business generating 75% of FY10E profit. On the adverse side, ferro alloys prices have shot up
sharply over the last two months and at the prevailing price of Rs65,000/tonne it would be more
profitable to make and sell ferro alloys rather than sell power.

1,000 MW power plant 3-4 years away

The company is setting up a 1000 MW coal-based pit head merchant power plant at Angul, Orissa,
and recently gave orders to BHEL for BTG. Although it expects to fund the equity portion through
internal accruals, we believe the company would need to raise money through equity dilution.
Moreover, the company'’s cash flow projections are based on higher and robust steel prices which
are difficult to predict.

Choosing Orissa Sponge acquisition over Raigarh expansion

MIEL is one of the three companies in the fray to acquire Orissa Sponge, with the other two being
Bhushan Steel and Bhushan Power & Steel. It has already spent Rs2bn to acquire a 26% stake and
would require further Rs2bn to raise its stake to 51%. Orissa Sponge has 250,000tpa of sponge
iron capacity apart from captive iron ore and coal mines with estimated combined reserves of
120mt. The company currently has about Rs2.75bn cash and we expect the company to defer its
1.2mtpa steel manufacturing capacity expansion plan at Raigarh and divert the funds to increase
its stake in Orissa Sponge.

Estimates revised

We have raised our estimates for FY10E by 69.1% to Rs41.6 and 24.3% for FY11E to Rs34.7 to factor
in higher profit from sale of merchant power.

Exhibit 2: Revised estimates

Revised estimates Earlier estimates % Change
Y/E March (Rsmn) FY10E FY11E FY10E FY11E FY10E FY11E
Net Sales 13,502 15,045 12,361 14,726 9.2 2.2
EBITDA 4,072 4,346 3,055 4,650 333 (6.5)
PAT 1,992 1,977 1,178 1,590 69.1 243
EPS (Rs) 41.6 347 24.6 27.9 69.1 243

Source: Centrum Research Estimates

Monnet Ispat & Energy
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At CMP, the stock trades at 6.8x FYT0E EV/EBITDA and 9.1x FY11E, which we believe is expensive.
We reiterate our Sell rating with a revised target price of Rs280 valuing it at 7x FY10E EBITDA.

Exhibit 3: One-year forward EV/EBITDA
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Source: Bloomberg, Centrum Research Estimates

Exhibit 4: Site photographs

Sponge iron kiln (Raipur plant)

Structural rolling mill Rolling in progress




Power unit of 7.5 MW (Raipur)

60 MW power plant building at Raipur 3 Tinduction furnace in steel melting shop

Source: Company
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Financials
Exhibit 5: Income Statement Exhibit 7: Cash flow
Y/E Mar (Rsmn) FYO7 FYO08 FYO9E FY10E FY11E Y/E Mar (Rsmn) FYO7 FYO08 FYO9E FY10E FY11E
Net Sales 6,378 11,616 15,685 13,502 15,045 Net operating cash flow 705 (99) 3,065 2,763 2,836
Expenditure 4,636 9,128 12,533 9,429 10,699 Net cash flow from investing (4,098) (4,012) (2,690) (9,800) (12,000)
Raw Materials 3528 7310 10205 7426 7522 Net cash flow from financing 1,816 4,888  (444) 4,583 9,537
Power and fuel 247 483 442 405 41 Free Cash Flow (1,577) 777 (70)  (2,454) 373
Employee cost 234 47 621 540 602 5pening Cash Balance 4541 2964 3,741 3,671 1,217
Other Expenses 627 918 1,265 1,058 2,123 .
Closing Cash Balance 2,964 3,741 3,671 1,217 1,590
EBITDA 1,742 2,488 3,152 4,072 4,346
Margin (%) 27.3 214 20.1 302 28.9 Source: Company, Centrum Research Estimates
Other income 247 267 485 150 150 oL s "
o Exhibit 8: Key Ratios
Depreciation 331 441 687 894 962
EBIT 1,658 2314 2,950 3,328 3,534 Y/E Mar FYO07 FY08 FYO9E FY10E FY11E
Interest 3) 71 733 837 1,000 Diluled Shares (mn) 343 479 479 479 56.9
PBT 1,661 2,243 2,217 2,491 2,534 Per Share (Rs)
Ex-od items (prior period) - - - - EPS 39.3 36.3 35.6 416 347
PBT-Adjusted 1661 2243 2217 2491 2534 gy 1664 2365 2614 3037 3207
Taxes 313 504 514 498 558 DPS 45 45 50 45 45
tr % 18.8 22.5 23.2 20.0 22.0
e Return Ratios (%)
PAT 1,348 1,739 1,703 1,992 1,977
ROCE 10.0 10.0 1.9 10.5 7.8
Pat Margin % 21.1 15.0 10.9 14.8 13.1
ROE 23.6 16.0 13.7 137 10.8
Source: Company, Centrum Research Estimates Valuation (x)
Exhibit 6: Balance Sheet P/E 6.7 73 74 6.4 76
Y/E Mar (Rsmn) FY07 FYO08 FYO9E FY10E FY11E P/BY 16 12 10 09 08
EV/EBITDA 9.7 8.1 6.4 6.8 9.1
Capital 343 479 479 479 569
EV/Sales 26 1.7 1.3 2.1 26
Reserves and Surplus 5366 10407 11,985 14,068 17,678 )
Margin (%)
Total Net worth 5,709 10,886 12,464 14,547 18,247
EBITDA 273 214 20.1 30.2 289
Minority Interest 51 100 100 100 100
PAT 211 15.0 109 14.8 13.1
Total Loan Funds 10,185 11,259 11,259 16,259 26,259
EBIT 26.0 19.9 18.8 24.6 235
Deferred Tax Liability 628 908 908 908 908
Total Cap. Emplyed 16,573 23,154 24,732 31,815 45515  Source:Company, Centrum Research Estimates
Gross Block 8,303 12,355 14,355 22,355 34,355
Accumulated Dep 1303 1748 2431 3325 4287  Exhibit 9: Key Assumption
Net Fixed Assets 7,000 10,607 11,924 19,030 30,068 FY10E FY11E
Capital WIP 3821 3393 4000 5000 3000  galesVolume (Tonnes)
Investments 386 1,010 1,700 3,500 3,500 Sponge Iron 480,000 520000
Inventories 1,220 2,217 2,578 2,219 2473 Steel 160,000 160,000
Sundry Debtors 462 1,051 1,117 962 1,072 Ferro Alloys 10,000 30,000
Cash and Bank Balances 2,964 3,741 3,671 1,217 1,590 ' '
Power (MU) 760.3 661.0
Loans and Advances 1,837 3,151 3,206 3,051 6,866 L.
Average Realisation (Rs/T)
Total Current Assets 6,482 10,160 10,573 7,449 12,001
. Sponge Iron 12,000 12,000
Current Liabilities 895 1,473 2,575 1,938 2,198
Provisions 223 545 906 1,244 1,073 Steel 22,000 25,000
Total Current Liabilities 1,117 2,018 3,481 3,182 3,271 Ferro Alloys 42,000 50,000
Net Current Assets 5365 8143 7,092 4,268 8729 Power (Rs/Unit) 5 5
Miscellaneous Expenditure 2 1 7 7 218 Source: Company, Centrum Research Estimates
Total Assets 16,573 23,154 24,733 31,815 45,516

Source: Company, Centrum Research Estimates

Monnet Ispat & Energy
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| Metals [ Prakash Industries
Visit Note 22 September 2009
Not Rated Captive mines to boost margin Key Data
CMP: Rs163* . . . Bloomberg Code PKIIN
. 18 Sent 2009 Prakash Industries is an integrated steel player Reuters Code PRKIBO
as on 18 Sept manufacturing sponge iron, billets and has a structural Current Shares O/S (mn) ”'55
rolling mill with captive power generation capacity Diluted Shares O/S(rmn) ”5'5
located at Champa, Chhattisgarh. We believe that the =~ - - ares=/imn :
company’s margins and bottomline would improve ™ktCap (Rsbn/USDmn) 18.8/390.5
significantly going forward as iron ore start coming from 52 Wk H/L(Rs) 165/32
its captive mines from Jan 2010 onwards. Daily Vol. (3M NSE Avg.) 333910
. . . . Face Value (Rs) 10
O Scouting QIP/FCCB option to meet its aggressive 1 USD = Rs48.1

capex plans: The Company has embarked on an

aggressive capex plan of Rs30bn over next five years to

increase its steel-making and power generation  ghareholding Pattern (%)
capacities. It expects to raise Rs5bn via QIP/FCCB route

to fund the capex with the rest coming from internal Public& Foreign

Others

accruals and debt. 142 122

Institutions
26

O Enhancing capacity to Tmtpa: Prakash Industries plans
to increase its sponge iron capacity to 1.2mt from 0.4mt Non Promoter
by March 2012 and steel-making to Tmt from 0.55mt by e
March 2011. It also intends to increase its power Promoters

capacity from 100MW to 775MW in five years. 530

O Captive raw materials to boost margin: While it meets
its 100% coal requirement through captive mines, it "ason30Jun2009
expects to start production from captive iron ore mines
by Jan-Feb 2010, which would meet 50% of its One yearIndexed Stock Performance
requirement in FY11E and 100% in FY12E. The captive
mines would enable the company to withstand raw s
material pricing pressures, enabling cost control and 100

thereby, margin expansion. 7
O QI1FY10 snapshot: Net sales fell 7% to Rs3,650mn, x
largely attributed to the fall in realization. The company 04

Sep-08 Nov-08 Jan-09 Mar-09 May-09 Jul-09  Sep-09

could sustain its margin at 21.7% in Q1, largely due to its
— — —PRAKASH INDS LTD NSE S&P CNX NIFTY INDEX

captive coal mines and power consumption. However,
the operation of its iron ore and coal mines would
significantly add margin going forward. PAT declined -
12.4% to Rs590mn during Q1. Price Performance (%)
™ 6M 1Yr

Niraj Shah O Valuations: The stock currently trades at 9.2x FY09

niraj.shah@centrum.co.in earnings and 7x EV/EBIDTA of FY09. We have positive Prakash Indu. 216 2911 4.5

+91224215 9685 bias on the stock. NIFTY 114 777 230
Source: Bloomberg, Centrum Research

Jatin Damania *as on 18 Sep 2009

jatin.damania@centrum.co.in

+91 22 42159647

Y/E Mar (Rsmn) Rev YoY (%) EBITDA EBITDA (%) Adj PAT YoY (%) FullyDEPS RoE (%) RoCE (%) P/E (x) EV/EBITDA (x)

FYo7 9,329 - 2,019 21.6 1,173 - 12.8 175 15.6 12.7 10.7

FY08 12,537 34.4 2,965 23.6 1,988 69.4 17.2 21.1 19.8 9.4 7.2

FY09 15,256 21.7 3,002 19.7 2,039 2.6 17.7 17.8 20.3 9.2 7.0

FY10E* 19,725 29.3 3,938 20.0 2,471 21.2 21.4 - - 7.6 -

FY11E* 20,863 5.8 6,059 29.0 3,817 54.4 33.0 - - 4.9 -

Note: * First cut Estimates
Source: Company, Centrum Research Estimates

Please refer to important disclosures/disclaimers inside
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Aggressive expansion plans on the anvil

The company has lined up aggressive capex plans of Rs30bn over 4-5 years to increase its sponge
iron capacity from 0.4mtpa to 1.2mtpa by March 2012 and steel-making capacity to over Tmt and
power capacity to 775MW from 100MW (inclusive of waste heat recovery). It is scouting the
QIP/FCCB route to fund its capex requirement of Rs5bn, while balance is expected to come from
internal accruals and debt.

The company plans to increase its sponge iron and steel capacities capacity to over Tmt over the
next three years. The management expects margin expansion along with marginal volume
growth going forward as it has mainly undertaken expansion to balance the capacity of raw
materials side against requirement for finished rolled products.

Exhibit 1: Capacity expansion plans

Product Existing capacity Expansion plan Post Expansion
FY10 FY11 FY12

Sponge Iron (mt)) 0.40 0.20 0.20 0.40 1.2

Steel (mt) 0.55 0.20 0.25 1.0

Power (MW) 100 10 160 150 775

Source: Company

Currently, the company is short of sponge iron and steel billets (intermediary products) to feed its
finished goods production (rolling mill capacity 0.75 mtpa), which it purchases directly from the
market. To insulate itself from price fluctuations in the intermediary products, it hopes to increase
its sponge iron and steel-making capacities, which it uses to feed its requirement of value-added
products such as wire rods, structurals and thermo mechanically treated (TMT) bars. In addition to
its steel products, the company also has four ferro alloys units of 7.5MVA each (approximately
48,000 tpa), running at full capacity utilization. Prakash Industries was the only company that
operated its ferro alloy unit during the last 6 months and did not sell power. Its steel-making and
rolling mills too operate at full capacity and it has to purchase about 20MW of power from
Chhatisgarh State Electricity Board (CSEB) to meet its requirement.

Power business to drive growth beyond March 2011

The company is expanding its power capacity from 100MW currently to 775MW (inclusive of 50
MW waste heat recovery plant). It current power generation is based on waste heat recovery
plant and it expects to add further T0OMW in a month with the commissioning of a 0.2mtpa
sponge iron kiln. Power capacities would be added in phases, whereby the first unit of 150MW
would commence generation by March 2011 and post which 1 unit of 150MW would be
commissioned every year until 2014. The company would use about 300MW of power to meet its
internal requirement and use the remaining to sell merchant power.

Captive resources to boost margin

Securing backward linkages is crucial to control cost and fight sharp volatility in prices to achieve
stable margins. In such scenario, Prakash Industries has its captive coal mine of high grade (Grade
B) suitable for production of sponge iron. It also has two other coal mines, one of which is located
at Fatehpura and is expected to turn operational by March 2010 with estimated reserves of
150mt. We believe the company would use coal from Fatehpura mines to meet the requirement
for its power plants.

Besides, the company also has a captive iron ore mine at Bilaspur, which is expected to start
production by March 2010. This mine has an estimated reserves of 70-75mt. The management
indicated that it would use 50% of its captive capacity in FY11E and 100% in FY12E for iron ore.
With complete control over its crucial inputs (coal and iron ore), the company is well insulated
from raw material pricing pressures, which would have a positive impact on its margins, going
forward.

Q1FY10 snapshot

The company’s Q1FY10 net sales declined 7% to Rs3,650mn, largely due to the fall in realisation. It
could sustain its margin at 21.7% in last quarter, thanks to its captive coal and power
consumption. However, with its iron ore mines and other coal mines operating, margins could
improve significantly. PAT fell 12.4% to Rs590mn during the quarter.

Prakash Industries
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The stock currently trades at 9.2x FY09 earnings and 7x EV/EBITDA of FY09. Taking into
consideration last quarter results, we believe that company is likely to show about 40% growth in
FY11E on FY10E annualized basis. We have positive bias on the stock.

Valuation and recommendation

Company Overview

Prakash Industries, part of the Surya Roshni Group, operates an integrated steel plant in Champa,
Chhattisgarh. The company uses rotary kilns (based on SL/RN technology of Lurgi, Germany) to
tap the waste gases released from its sponge iron kiln. It has also installed a power cogeneration
plant with waste heat recovery boilers in collaboration with Lurgi. It has set up a crushing and
screening plant at Koira, Orissa. The company has also installed latest technology submerged arc
furnaces to produce high quality ferro alloys to meet its in house requirements and also to cater
export as well as domestic market.

27 Prakash Industries
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Exhibit 2: Site photographs

7.5 MVA ferro alloys furnace in operation Steel melting shop

Sponge iron kiln Power unit

Manganese ore Dolomite

Source: Company

Prakash Industries
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Financials
Exhibit 3: Income Statement Exhibit 5: Cash flow
Y/E Mar (Rsmn) FY07 FYO08 FY09 FY10E* FY11E* Y/E Mar (Rsmn) FY07 FYO08 FY09
Net Sales 9,329 12,537 15256 19,725 20,863 Net operating cash flow 1,801 1,729 2,689
Expenditure 7,310 9,572 12,254 15,787 14,803 Net cash flow from investing (981) (1,672) (2,301)
Raw Materials 5838 7203 9636 12427 12518  Netcashflowfrom financing (817) 693 (021)
Employee cost 349 440 540 789 g35  FreeCashFlow 3 751 (532)
Other Expenses 1123 1,929 2078 2,571 1451  Opening Cash Balance 2 o4 845
EBITDA 2,019 2,965 3,002 3,938 6,059 Closing Cash Balance o 845 313
Margin (%) 21.6 23.6 19.7 20.0 29.0 Source: Company, Centrum Research
Other income 258 38 39 39 39 Exhibit 6: Key Ratios
Depreciation 459 477 425 600 1,000 Y/E March FY07 Y08 Y09
EBIT 1,818 2,526 2,616 3,377 5,098
Diluled Shares (mn) 103.8 115.5 115.5
Interest 258 440 632 400 500
Per Share (Rs)
PBT 1,560 2,086 1,984 2,977 4,598 EPS 128 172 177
Ex-od items (prior period) 187 (94) 61 BV 245 62.1 73.7
PBT-Adjusted 1,373 1,992 2,045 2,977 4,598 DPS 0.0 0.0 0.0
Taxes 200 4 6 506 782 Return Ratios (%)
etr % 14.5 02 0.3 17.0 17.0 ROCE 15.6 19.8 20.3
PAT 1,173 1,988 2,039 2,471 3,817 ROE 175 21.1 17.8
Pat Margin % 12.6 15.9 13.4 12.5 18.3 Valuation (x)
Note: *First cut estimates PrE 121 94 92
Source: Company, Centrum Research Estimates P/BY 36 26 22
EV/EBIDTA 10.7 7.2 7.0
Exhibit 4: Balance Sheet EV/Sales 23 17 14
Y/E Mar (Rsmn) FY07 FY08 FYO9  Margin (%)
Capital 1,081 1,155 1,155 EBIDTA 21.6 23.6 19.7
Reserves and Surplus 5,607 7,943 9,137 PAT 12.6 15.9 134
Total Net worth 6,687 9,098 10,291 EBIT 19.5 20.1 17.1
Minority Interest ) ) ) Source: Company, Centrum Research
Total Loan Funds 4,972 3,631 2,593
Deferred Tax Liability (782) 0 702
Total Cap. Emplyed 10,878 12,729 13,587
Gross Block 13,415 13,836 15,242
Accumulated Dep 5,499 6,067 6,370
Net Fixed Assets 7,916 7,769 8,872
Capital WIP 495 1,760 2,413
Investments - 1 22
Goodwill - - -
Inventories 935 986 820
Sundry Debtors 929 1,148 1,085
Cash and Bank Balances 94 845 313
Loans and Advances 836 1,207 1,935
Total Current Assets 2,796 4,186 4,153
Current Liabilities 493 1,111 1,349
Provisions 69 84 715
Total Current Liabilities 561 1,194 2,064
Net Current Assets 2,234 2,993 2,089
Miscellaneous Expenditure 233 207 191
Total Assets 10,878 12,730 13,587

Source: Company, Centrum Research
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| Metals [ Godawari Power & Ispat
Visit Note 22 September 2009
Not Rated Power sales boost profit Key Data
CMP: Rs147* Bloomberg Cod GODPIIN
Godawari Power & Ispat (GPIL) recently forayed into oomberg mode
*as on 18 Sept 2009 . . . Reuters Code GDPI.BO
manufacturing sponge iron, steel billets and power
o . Current Shares O/S (mn) 28.1
generation. The company has been awarded rights for Diluted Shares O/ 281
iron ore and coal mining for captive consumption, as a D utedshares O/S(mn) :
result of which it is now a fully-integrated manufacturer, Mkt <ap (Rsbn/USDmn) 4.1/85.5
traversing the entire value chain (raw material to final >2WkH/L({Rs) 166/39
product) in steel wires. Daily Vol. (3M NSE Avg.) 192,987
Face Value (Rs) 10

o

Niraj Shah
niraj.shah@centrum.co.in
+91 22 4215 9685

Jatin Damania
jatin.damania@centrum.co.in
+91 22 4215 9647

Y/E Mar (Rsmn) Rev YoY (%)
FYO7 4,788 -
FY08 8,085 68.9
FY09 10,355 28.1
FY10E* 9,348 (9.7)
FYT1E* 10,957 17.2

Note: *First cut Estimates

Source: Company, Centrum Research Estimates

Iron ore mines, pellet plant to help boost margins:
GPIL was awarded two iron ore mines for captive
consumption and recently commissioned one mine with
estimated reserves of 15mt. The second mine is likely to
start operation by the end of Q3FY10. The company
expects to commission its pellet plant, which will use iron
ore fines instead of high-cost lumps, by the end of
Q3FY10. The mines and pellet plant are expected to
boost revenue and margins.

Consortium allotted coal mine: GPIL, in a consortium
with other four companies, has been allotted a non-
coking coal mine. The total reserves of mine are estimates
at 243mt and the company’s share is 63mt. The
management says the mine will get commissioned within
1 year, which we believe is too optimistic.

Power sales contribute 75% to profits: GPIL has 53MW
captive power generation capacity. Currently, it
generates about 45MW and sells 32MW on merchant
basis at spot rates. It has stopped production of steel and
ferro-alloys and is selling all the power generated on
merchant basis. It plans to add another 20MW by Dec
2009 and sell the additional power on merchant basis.

Q1FY10 performance: Net sales declined 32.9% YoY to
Rs2,169mn largely due to the decline in average
realizations for steel billets and ferro alloys. PAT declined
61.3% to Rs145mn. The Company reported an EBITDA of
Rs316mn, largely on account of merchant power sales.

Valuations: At CMP, the stock trades at is trading at 7x
FY09 EPS. On EV/E it is trading at 5.9x EBITDA of FYO09.
Though valuations look cheap compared to peers like
Sarda Energy, Monnet Ispat, Prakash Inds, etc. but
because of lack of future growth projects, visibility is
blurred beyond 2 years. We do not have a rating on the
stock.

EBITDA EBITDA (%) AdjPAT YoY(%) Fully DEPS
849 17.7 542 - 21.8
1,680 20.8 986 81.8 35.1
1,225 11.8 572 (42.0) 204
1,400 15.0 532 (7.0) 18.9
2,321 21.2 1,215 128.4 433

ROE (%) RoCE (%)

1USD =Rs48.1

Shareholding Pattern (%)

Foreign
73

Public&
Others
197

Institutions
70

Non Promoter
Corp.Hold.
73

Promoters
58.7

*as on 30 Jun 2009

One year Indexed Stock Performance

150
125

100

T

T T T T 1
Sep-08 Nov-08 Jan-09 Mar-09 May-09 Jul-09  Sep-09
NSE S&P CNX NIFTY INDEX

— — —GODAWARI POWER

Price Performance (%)

™ 6M 1Yr
GPIL 34.2 199.5 (3.7)
NIFTY 11.4 77.7 23.0

Source: Bloomberg, Centrum Research
*as on 18 Sep 2009

P/E (x) EV/EBITDA (x)

26.1 106 6.7 7.6
21.7 135 41 3.8
116 8.8 7.0 5.9
- - 7.7 -
- - 34 -
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Captive iron ore mines, pellet plant to help boost margins

GPIL was awarded the mining lease for two iron ore mines in Ari Dongri and Boria Tibu in
Chattisgarh spread over 215 hectares. It commissioned the Ari Dongri mine in QT1FY10 and the
mine is currently operating at production levels of 1,000tpd. The company has also received final
approval for the Borai Tibu mine and expects to commission it by the end of Q3FY10. GPIL plans
to ramp up production from both the mines to 600,000tpa by Dec 2010, which would meet its
captive requirement for sponge iron production. With the ramp-up in production, it expects to be
100% captive in iron ore from FY11E onwards. We believe the captive mines would contribute
significantly to operating profit and become a key driver for margin expansion.

The company is also setting up 600,000tpa pellet plant, which is likely to get operational by the
end of Q3FY10. The iron ore mines are likely to generate fines (iron ore fines are created as a
result of mining, crushing and processing the larger pieces of ore). These fines cannot be used in
the manufacturing process. However, they can be converted into pellets for using in sponge iron
plants as a replacement for iron ore lumps or sold directly (the latter generally fetch 10%
premium to high-grade iron ore lumps). This would translate into cost savings for the company,
boost operating profit and improve margins. In addition, to its own pellet plant, GPIL has
acquired a 75% stake in Ardent Steel which is setting up an iron ore pellet plant (60,000tpa
capacity). The project is expected to get commissioned by FY11.

Consortium allotted coal mine

GPIL, in a consortium with other four companies, has been allotted a non-coking coal mine. The
total reserves of mine are estimates at 243mt and the company’s share is 63mt. The management
says the mine will get commissioned within 1 year, which we believe is too optimistic. The record
of mining consortiums in India has not been impressive and in some cases have not been able to
commission the allotted mine even after 3-4 years

It should be also noted that stabilizing operations at the mines and ramping-up production
would be a challenge. Any delays would also have an adverse impact on the company’s financial
performance. Besides, there is always risk of Naxalite violence hampering or even stopping
mining activities.

Merchant power sales contributes 75% to profits

GPIL has decided to increase its captive power generation capacity to 73MW from the current
53MW by setting up a boiler and other auxiliary equipment at an estimated cost of Rs350mn. The
Company already has stand-by turbine generators which would be utilized for generating
additional power. At present, the company has suspended production of steel and ferro alloys in
a bid to increase power sales volume. It generates 45MW of power (out of the installed capacity of
53MW) and sells about 32MW on spot tariff. With the addition of 20 MW, GPIL would sell more
power on merchant basis and boost its revenue.

Exhibit 1: Expansion plans

Product (tonnes) Existing Capacity Expansion Post Expansion

FY09 FY10 FY2010
Sponge iron 495,000 495,000
Steel billets 400,000 400,000
HB wire 120,000 120,000
Ferro alloys 16,500 16,500
Power (MW) 53 20 73
Pellet (units) 600,000 600,000

Source: Company
Q1FY10 performance

Net sales declined 32.9% YoY to Rs2,169mn largely due to decline in average realisations for steel
billets and ferro alloys. PAT plunged 61.3% to Rs145mn. The company reported an EBITDA of
Rs316mn, was on account of merchant power sales. The management has indicated that the
company would continue selling power on spot basis, till prices or demand for steel and ferro
alloys improves.

Godawari Power & Ispat
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At CMP, the stock trades at is trading at 7x FY09 EPS. On EV/E it is trading at 5.9x EBIDTA of FY(9.
Though valuations look cheap compared to peers like Sarda Energy, Monnet Ispat, Prakash Inds,
etc. but because of lack of future growth projects, visibility is blurred beyond 2 years. We do not
have a rating on the stock.

Valuations

Company Background

GPIL is the flagship company of Raipur-based Hira Group of Industries, an integrated steel
manufacturer with a major presence in the long product segment of the steel industry, mainly
mild steel wire. Today, GPIL is an end-to-end manufacturer of mild steel wires. In the process, the
company manufactures sponge iron, billets, ferro alloys, captive power, wires rods (through
subsidiary company), steel wires, oxygen gas, fly ash brick and pellets, which is likely to get
commissioned by Q3FY10.

GPIL is also awarded rights for iron ore and coal mining for captive consumption, as a result of
which, the company has managed to traverse the entire value chain (raw material to final
product) in steel wires and is now a fully integrated manufacturer. GPIL has already started
operation of one of 2 allotted iron ore mines and extraction of coal mine is likely to start in early
FY11. During FY09, company posted a revenue of Rs10,55mn, up 24.9% YoY, and PAT of
Rs573.6mn.

32 Godawari Power & Ispat




Exhibit 2: Site photographs
Plant layout

Sponge Iron

Source: Company

33

Coal

Godawari Power & Ispat



CENTRUM

Financials

Exhibit 3: Income Statement Exhibit 5: Cash flow

Y/E Mar (Rsmn) FYO07 FYo8 FY09 FY10E* FY11E* Y/E Mar (Rsmn) FYO07 FYO8 FY09

Net Sales 4,788 8,085 10,355 9,348 10,957

Expenditure 3,940 6,405 9,130 7,948 8,635 Net operating cash flow 453 663 1,550

Raw Materials 3,540 5,641 8,394 6,995 7,599 Net cash flow from investing (2,003) (740) (1,999)

Employee cost 57 106 125 159 173 Net cash flow from financing 1,632 586 251

Other Expenses 343 658 611 795 864 Free Cash Flow 81 510 (197)

EBITDA 849 1,680 1,225 1,400 2,321 Opening Cash Balance 44 125 635

Margin (%) 17.7 20.8 11.8 15.0 21.2 Closing Cash Balance 125 635 438

Other income 24 18 104 12 12 Source: Company, Centrum Research

Depreciation 122 258 264 350 400

EBIT 75 1440 1065 1062 1,033  Exhibit6: Key Ratios

Interest 130 315 342 350 400  Y/EMar Fyo7 FYos FYos

PBT 621 1,125 723 712 1,533 Diluled Shares (mn) 248 28.1 28.1

Ex-od items (prior period) (0) 1 71 71 70 Per Share (Rs)

PBT-Adjusted 621 1,124 652 641 1,463 EPS 21.8 351 204

Taxes 79 139 80 109 1y B 826 1368 154.3

etr % 12.7 12.3 12.3 17.0 17.0 DPS

PAT 542 986 572 532 1,215  ReturnRatios (%)

Pat Margin % 11.3 12.2 55 57 11.1 ROCE 106 133 88
ROE 26.1 217 11.6

Note: *First cut Estimates Valuation (x)

Source: Company, Centrum Research Estimates P/E 6.7 a1 70

Exhibit 4: Balance Sheet P/BV 18 10 0.9

Y/E Mar (Rsmn) FY07 FY08 FY09 EV/EBIDTA 76 38 59
EV/Sales 13 0.8 0.7

Capital 237 269 269 Margin (%)

Reserves and Surplus 1,837 3,644 4,220 EBIDTA 17.7 208 1.8

Total Net worth 2,075 3,913 4,489 PAT 13 122 55

Minority Interest 0 0 67 EBIT 15.7 17.8 103

Total Loan Funds 2,894 2,926 3,548

Deferred Tax Liability 19 19 18 Source: Company, Centrum Research

Total Cap. Emplyed 4,987 6,858 8,122

Gross Block 3,162 4,688 4,953

Accumulated Dep 344 602 887

Net Fixed Assets 2,818 4,086 4,066

Capital WIP 1,034 153 2,016

Investments 49 194 101

Goodwill 0 0 46

Inventories 761 1,744 1,449

Sundry Debtors 281 447 311

Cash and Bank Balances 125 635 438

Loans and Advances 407 409 470

Total Current Assets 1,575 3,235 2,668

Current Liabilities 388 666 588

Provisions 101 143 186

Total Current Liabilities 489 810 774

Net Current Assets 1,086 2,426 1,894

Miscellaneous Expenditure 0 0 0

Total Assets 4,987 6,859 8,122

Source: Company, Centrum Research
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Disclaimer

Centrum Broking Pvt. Ltd.(“Centrum”) is a full-service, Stock Broking Company and a member of The Stock Exchange, Mumbai (BSE) and National Stock Exchange of India Ltd. (NSE). Our
holding company, Centrum Capital Ltd, is an investment banker and an underwriter of securities. As a group Centrum has Investment Banking, Advisory and other business relationships
with a significant percentage of the companies covered by our Research Group. Our research professionals provide important inputs into the Group's Investment Banking and other
business selection processes.

Recipients of this report should assume that our Group is seeking or may seek or will seek Investment Banking, advisory, project finance or other businesses and may receive
commission, brokerage, fees or other compensation from the company or companies that are the subject of this material/report. Our Company and Group companies and their officers,
directors and employees, including the analysts and others involved in the preparation or issuance of this material and their dependants, may on the date of this report or from, time to
time have "long" or "short" positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein. Centrum or its affiliates may be owning
1% or more in the equity of this company Our sales people, dealers, traders and other professionals may provide oral or written market commentary or trading strategies to our clients
that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with
the recommendations expressed herein. We may have earlier issued or may issue in future reports on the companies covered herein with recommendations/ information inconsistent or
different those made in this report. In reviewing this document, you should be aware that any or all of the foregoing, among other things, may give rise to or potential conflicts of
interest. We and our Group may rely on information barriers, such as "Chinese Walls" to control the flow of information contained in one or more areas within us, or other areas, units,
groups or affiliates of Centrum.

This report is for information purposes only and this document/material should not be construed as an offer to sell or the solicitation of an offer to buy, purchase or subscribe to any
securities, and neither this document nor anything contained herein shall form the basis of or be relied upon in connection with any contract or commitment whatsoever. This
document does not solicit any action based on the material contained herein. It is for the general information of the clients of Centrum. Though disseminated to clients simultaneously,
not all clients may receive this report at the same time. Centrum will not treat recipients as clients by virtue of their receiving this report. It does not constitute a personal
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Similarly, this document does not have regard to the
specific investment objectives, financial situation/circumstances and the particular needs of any specific person who may receive this document. The securities discussed in this report
may not be suitable for all investors. The securities described herein may not be eligible for sale in all jurisdictions or to all categories of investors. The countries in which the companies
mentioned in this report are organized may have restrictions on investments, voting rights or dealings in securities by nationals of other countries. The appropriateness of a particular
investment or strategy will depend on an investor's individual circumstances and objectives. Persons who may receive this document should consider and independently evaluate
whether it is suitable for his/ her/their particular circumstances and, if necessary, seek professional/financial advice. Any such person shall be responsible for conducting his/her/their
own investigation and analysis of the information contained or referred to in this document and of evaluating the merits and risks involved in the securities forming the subject matter
of this document.

The projections and forecasts described in this report were based upon a number of estimates and assumptions and are inherently subject to significant uncertainties and
contingencies. Projections and forecasts are necessarily speculative in nature, and it can be expected that one or more of the estimates on which the projections and forecasts were
based will not materialize or will vary significantly from actual results, and such variances will likely increase over time. All projections and forecasts described in this report have been
prepared solely by the authors of this report independently of the Company. These projections and forecasts were not prepared with a view toward compliance with published
guidelines or generally accented accounting principles. No independent accountants have expressed an opinion or any other form of assurance on these projections or forecasts. You
should not regard the inclusion of the projections and forecasts described herein as a representation or warranty by or on behalf of the Company, Centrum, the authors of this report or
any other person that these projections or forecasts or their underlying assumptions will be achieved. For these reasons, you should only consider the projections and forecasts
described in this report after carefully evaluating all of the information in this report, including the assumptions underlying such projections and forecasts.

The price and value of the investments referred to in this document/material and the income from them may go down as well as up, and investors may realize losses on any investments.
Past performance is not a guide for future performance. Future returns are not guaranteed and a loss of original capital may occur. 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. Centrum does not provide tax advice to its clients, and all investors
are strongly advised to consult regarding any potential investment. Centrum and its affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report.
Foreign currencies denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or income derived from the
investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign currencies effectively assume currency risk. Certain transactions including those
involving futures, options, and other derivatives as well as non-investment-grade securities give rise to substantial risk and are not suitable for all investors. Please ensure that you have
read and understood the current risk disclosure documents before entering into any derivative transactions.

This report/document has been prepared by Centrum, based upon information available to the public and sources, believed to be reliable. No representation or warranty, express or
implied is made that it is accurate or complete. Centrum has reviewed the report and, in so far as it includes current or historical information, it is believed to be reliable, although its
accuracy and completeness cannot be guaranteed. The opinions expressed in this document/material are subject to change without notice and have no obligation to tell you when
opinions or information in this report change.

This report or recommendations or information contained herein do/does not constitute or purport to constitute investment advice in publicly accessible media and should not be
reproduced, transmitted or published by the recipient. The report is for the use and consumption of the recipient only. This publication may not be distributed to the public used by the
public media without the express written consent of Centrum. This report or any portion hereof may not be printed, sold or distributed without the written consent of Centrum.

This report has not been prepared by Centrum Securities LLC. However, Centrum Securities LLC has reviewed the report and, in so far as it includes current or historical information, it is
believed to be reliable, although its accuracy and completeness cannot be guaranteed.

The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform themselves about, and
observe, any such restrictions. Neither Centrum nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or
consequential including lost revenue or lost profits that may arise from or in connection with the use of the information.

This document does not constitute an offer or invitation to subscribe for or purchase or deal in any securities and neither this document nor anything contained herein shall form the
basis of any contract or commitment whatsoever. This document is strictly confidential and is being furnished to you solely for your information, may not be distributed to the press or
other media and may not be reproduced or redistributed to any other person. The distribution of this report in other jurisdictions may be restricted by law and persons into whose
possession this report comes should inform themselves about, and observe any such restrictions. By accepting this report, you agree to be bound by the fore going limitations. No
representation is made that this report is accurate or complete.

The opinions and projections expressed herein are entirely those of the author and are given as part of the normal research activity of Centrum Broking and are given as of this date and
are subject to change without notice. Any opinion estimate or projection herein constitutes a view as of the date of this report and there can be no assurance that future results or
events will be consistent with any such opinions, estimate or projection.

This document has not been prepared by or in conjunction with or on behalf of or at the instigation of, or by arrangement with the company or any of its directors or any other person.
Information in this document must not be relied upon as having been authorized or approved by the company or its directors or any other person. Any opinions and projections
contained herein are entirely those of the authors. None of the company or its directors or any other person accepts any liability whatsoever for any loss arising from any use of this
document or its contents or otherwise arising in connection therewith.

Centrum and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. Centrum and affiliates might have received
compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for service in respect of public offerings, corporate
finance, debt restructuring, investment banking or other advisory services in a merger/acquisition or some other sort of specific transaction. Centrum and affiliates may expect to
receive compensation from the companies mentioned in the report.

As per the declarations given by them, Mr Niraj Shah and Mr Jatin Damania, research analysts and the authors of this report and/or any of their family members do not serve as an
officer, director or any way connected to the company/companies mentioned in this report. Further, as declared by them, they have not received any compensation from the above
companies in the preceding twelve months. Our entire research professionals are our employees and are paid a salary.

While we would endeavor to update the information herein on a reasonable basis, Centrum, it's associated companies, their directors and employees are under no obligation to update
or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent Centrum 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 Centrum
policies, in circumstances where Centrum is acting in an advisory capacity to this company, or any certain other circumstances.
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Key to Centrum Investment Rankings

Buy: Expected outperform Nifty by>15%, Accumulate: Expected to outperform Nifty by +5 to 15%, Hold: Expected to outperform
Nifty by -5% to +5%, Reduce: Expected to underperform Nifty by 5 to 15%, Sell: Expected to underperform Nifty by>15%
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