Stock Update

GRES'E'MA ResearcH MSP Steel and Power Ltd.

MSP Steel & Power Ltd. BUY

Horizon 12 months
Executive Summary CMPRR) 45
MSP Steel & Power Ltd. is an integrated Steel Target Price R:) 58
Chatisgah. The prometers of the company are Mr_poran | UPSide 29%

Mal Agrawal and Mr. Suresh Kumar Agrawal. The
products of the company include sponge iron, billets, TMT
and structurals (angels, channel, flats). The company is
undertaking backward integration program to increase its
pelletization and power generation capacity.

Key Investment Considerations
e Capacity Expansion to drive volumes.
e Operating margins to improve.

e Raw Material Security.

Concerns
¢ Falling commodity prices particularly steel. Investment Strategy
e A weaker than expected economic recovery
will affect demand for steel. .

Period Cash
Short Term ACCUMULATE
Mid Term BUY
Long Term BUY

Please read our detailed report below for further information, analysis and details of the Greshma CSI
Ranking model and the Greshma Risk Return Matrix
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Q1 FY12 Result Highlights

BUY
Revenues grew by 64% from ¥1070.7 mn in Q1, FY11 to ¥1751.8
mn in Q1, FY12 due to increase in price realization and production ovP @) 45
volume. EBITDA increased by 72% y-o-y to ¥355.2 mn. Operating 58
margins improved by 100 basis points to 20.3%. However, interest Target Price ()
expenses increased from ¥54 mn in Q1, FY11 to ¥133.3 mn in Q1, Potential Upside  ~29%
FY12, an increase of 147%. Net profit surged by 32% y-o-y to Holding Period 12 Months
113.7 mn. However, net profit margin declined by 150 basis
points to 6.5% due to higher interest expenses. Stock Matrix
No. of Shares (Mn) 58.1

Operating Performance: FV ) 10
Products uom Production

Q1, FY12 Q1, Fy1l BV R) 3
Iron Ore | MT 58,210 41,303 Market Cap (YMn) 2610
Pellets 52week High/Low ) 74/41
Sponge Iron MT 49,541 42,544 2 Week Avg Vol. (BSE) 10,602
M.S. Billets MT 34,980 18,501 o Rt s
TMT Bar MT 17,520 9,951
Structural MT 18,170 8,912 st R
Power Units 56,989,240 43,261,361
(Source: Company, Greshma Research) Shareholding (%)

Mar-11  Jun-11 QoQ Chg.
(%)

Promoters 71.80 71.80 0.00
Investment Rationale plls L
Flls 0.64 0.48 -0.16
Capacity Expansion to drive volumes: Others 27.03  27.20 +0.17
The company is increasing its manufacturing capacity in a phased
manner. It is increasing its sponge iron capacity from 192,000 Price Performance:
MTPA to 423,000 MTPA by the end of CY12. This capacity addition 25000 4 80
will be done in a phased manner. The increased capacity will drive 5000 =
volume growth for the company. L I
§EEX55E58¢2233
. . . SEEzZE2s<=37 ¢
Operating margins to improve: gg38= Z 2
Pelletization and Beneficiation process converts low grade = "’
iron ore fines (58 Fe content) into pellets which can be used in DRI e BSESENSCX === MSPS&P
kiln for production of sponge iron. There is not much export
demand for iron ore fines and thus are available at cheaper rates. Contact:

The company is expanding its pellet plant capacity from 300,000
ton per year to 900,000 ton per year. The expanded capacity is
expected to be operational by FY12. Increasing capacity will lead & :91-22- 3005 6400
to cost reduction resulting in margin expansion.

research@greshma.com
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Table 1: Cost Analysis.

MSP Steel & Power Ltd.

T Per tone Fine Iron Ore Sized | Total Saving
Landed Cost 1500 6500

Processing Cost | 2500 - 2500
Total 4000 6500

(Source: Company, Greshma Research)

Raw Material Security:

The company has been allotted coal and high grade iron ore mines in Chhattisgarh. These allotments will take

care of the capacity expansion program of the company.

Table 2: Status of mines.

Nature of mines | Location Mining Area Reserves MSP’s share
Coal Block Chhattisgarh 714 hectares 175 mn tonnes 26 mn tonnes
Iron Ore Block Chhattisgarh 150 hectares 35 mn tonnes 35 mn tonnes

(Source: Company, Greshma Research)

Financial Summary
Fig.1: Profit/Loss Statement

Net Sales
Total Expenditure

EBITDA before Other income

Depreciation

EBIT before Other income

Other Income
Interest

EBT (PBT)
Tax Expenses
PAT

3989
3384
605
74
531
156
194
492
93
399

3887 5102 8874
3247 4042 7157
640 1060 1717
126 193 400
514 867 1316
72 33 164
204 226 466
382 674 1014
62 169 164
321 505 851

(Source: Company, Greshma Research)

Valuation

Rising infrastructure spending will lead to demand for steel products. MSP Steel & Power Ltd. is into sponge
iron, Billets, TMT and Structural. Alongside this, the company is undertaking backward integration program
which will result in cost reduction and expanding EBITDA margins. We expect FY12 EPS of I13. At 4.5 times
FY12E earnings, we recommend BUY on the script with a price target of 358 for a 12 month investment horizon.
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MSP Steel & Power Ltd.

Greshma's Valuation/Fundamental Model

Valuations: B, CSI: 3/5. We expect a 29% appreciation from the current market price.

> 20% A
+5% to B MSPSL BUY
< +5%
> +5% to
= C REDUCE
;C> -5% HOLD
C:l) -5% to 5
-7009
2 2l SELL
<-20% E SELL
1 2 3 4 5
VERY VERY
S POOR | MODERATE | GOOD e
CORE STRENGTH INDEX

Core Strength Index Weightage
Industry/Market Structure 25%
Company Track Record 25%
Investor Orientation 25%
Opportunity Spectrum 25%

Expected Stock Performance

Short Term (1-3 months)

Mid Term (6-12 months)

Long Term (more than 12 months)

Market Performer

Out Performer

Outperformer
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DISCLAIMER

This Report is published by Greshma Shares & Stocks Ltd for private circulation. This report is meant for informational purposes and should not be
construed as a solicitation or an offer to buy or sell any securities or related financial instruments. While utmost care has been taken in preparing this
report, we claim no responsibility for its accuracy. Recipients should not regard the report as a substitute for the exercise of their own judgment. Any
opinions expressed in this report are subject to change without any notice and this Report is not under any obligation to update or keep current the
information contained herein. Past performance is not necessarily indicative of future results. This Report accepts no liability whatsoewer for any loss or
damage of any kind arising out of the use of all or any part of this report. Greshma and its associated companies, directors, officers and employees may
from time to time hawve a long or short position in the securities mentioned and may sell or buy such securities, or act upon information contained herein

prior to the publication thereof. Greshma may also provide other financial services to the companies mentioned in the report.

GRESTIMA  Shares & Stocks Ltd.

Registered Office: 124, Viraj, 41/42, 4th Floor, S.V.Road, Khar (W), Mumbai — 400 052.
Boardline: 91 - 22 - 3005 6400; Fax: +91 — 22 - 3005 6444; Email: research@greshma.com http://www.greshma.com

Greshma Shares & Stocks Ltd: SEBI Regn. Nos: BSE (Cash):INB011352631:BSE (FNO):INFO11352631,BSE Member Code:3290; NSE (Cash):INB
231352635,NSE (FNO):INF 231352635, NSE Member Code:13526; MCX-SX:INE 261352635, MCX-SX Member Code 113; AMFI Regn. No. ARN-78753,
CDSL Regn No. IN-DP-CDSL-532-2010. Greshma Commodities Pvt Ltd: FMC Regn. Nos. MCX: MCX/TCM/CORP/0249, Member ID-40450; NCDEX:
NCDEX/TCM/CORP/0984, Member ID-01010.
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