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MSP Steel & Power Limited (MSPL)

Steel - Sponge lron

We recently visited the manufacturing plant of MSP Steel & Power Limited (MSPL) located
at Raigarh, Chhattisgarh & the following are the key takeaways from the meeting.

Company Description: MSPL is a mid-size integrated steel manufacturer located in
Raigarh, Chhattisgarh. The company produces sponge iron and long steel products in-
cluding Billets, Construction bars and Structural. The company’s operations are partly
backward integrated with a captive power plant, iron ore beneficiation plant, pellet plant,
coal washery, and railway siding.

Key Rationale

FY10-12 Capacity Expansion Programs To Drive Near Term Profitabil-
ity: Currently, MSPL is progressing towards completion of its ¥ 814 crore capital expen-
diture program for FY10-12 . The company has already commissioned its 115 kipa
sponge iron plant (phase 1) as well as 18 MW captive power plant in H2 FY11 and plans
to complete the remaining projects over the next 12 months. The company expects to
complete the phase two 115 kipa sponge iron capacity expansion plan by September
2011. The company is also expanding its pellet capacity by 600 ktpa, coal washery ca-
pacity by 340 kitpa and railway siding by 4 km to support its increasing sponge iron ca-
pacity. The benefits from the above mentioned projects are expected to reflect in the
company’s FY12-13 earnings.

Benefits from Mining Operations to Come in the Medium Term: MSPL
has been allotted a coal mine which is located at 150 km from its Raigarh plant. The
company’s share in the mine reserves is estimated to be 27 million ton of D-grade quality
coal. The company also received an iron ore prospecting license, located 200 km away
from its plant. The mine is estimated to have total iron ore reserves of 36 million ton,
which is expected to come on stream in next five years. Given the long gestation period,
the company’s mining operations are expected to create shareholder value in the me-
dium term.

Strategic Plant Location Reduces Operating Cost: MSPL’s plant is located in min-
eral rich Chhattisgarh state, which is also nearer to mineral rich Odisha state. As a result
of this, the company is able to source the raw material (iron ore, coal and limestone) at a
cheaper rate thereby maintaining a healthy profit margins.

Financial Performance of the Company

FY2008 FY2009 FY2010
Net Sales (mn) 3,607 3,989 3,887
EBITDA 820 760 712
Net Profit (mn) 467 399 321
EBITDA Margins(%) 22.7 19.1 18.3
EPS 8.0 6.9 5.5
P/E 7.4 8.6 10.8
P/BV (x) 2.7 2.1 1.6
ROE (%) 43.8 26.7 16.3
ROCE (%) 28.0 17.7 10.4
EV/Sales 2.6 2.3 2.4
EV/EBITDA 11.3 12.2 13.0

Source: Company, ULIK Research
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FY10-12 Capacity Expansion Program:

Existing Capacit Phase | Phase |l Post Expansion
Pellet Tons 300,000 . 600,000 900,000
Sponge Iron Tons 192,000 115,000 115,000 422,000
Coal Washery Tons 328,000 - 340,000 668,000
Billets Tons 144,109 - - 144,109
Power MW 24 18 34 76
TMT Bar Tons 80,000 - - 80,000
Structural Tons 128,000 - - 128,000
Railway Siding Km 2.4 - 4.0 6.4

Source: Company Filings, ULIK Securities

Sponge Iron: Recently, MSPL completed its 115 kipa Phase | sponge iron capacity expansion plan and
has already commenced its 115 kipa Phase Il expansion plan. The company expects the phase two of the
expansion plan to complete by Q3 FY12. Since, MSPL is not expanding its upstream capacity, revenues
from sponge iron will represent a higher percentage of the company’s revenue from FY12.

Power Generation: In Jan 2011, MSPL completed its 18 MW Phase | power capacity expansion pro-
gram. This project includes 12 MW of waste gas fired and 6 MW coal power plant, which are currently
used in captive consumption. The company is also progressing on its 34 MW coal fired merchant power
plant. Based on the current project activity level, the company expects to finish the project as per schedule.
This plant is designed in such a way that the company can use the lowest quality of coal to produce power.
Hence, raw material sourcing should not be a problem for this project. After completion of phase 2 of ex-
pansion plan, the company’s total power generation capacity will reach 76 MW of which approx. 50% of
the output will be available for merchant sale, which will further add to the company’s near-term revenue
growth and profitability.

Pellet Plant: MSPL is also progressing on its 600 kipa pellet capacity expansion plan. Post expansion, the
company’s pellet capacity will reach 900 ktpa of which it could only consume 75% of the total output in-
ternally. In addition to cost saving from pellet operations, the company is also expected to generate higher
revenue and profits from the sale of excess pellets in the open market. The company plans to source the
iron ore requirement from the spot market till the start of its iron ore mining operations.

Coal Washery: To support its sponge iron capacity expansion plan, MSPL is also expanding its coal
washery capacity by 340 ktpa. The company plans to source low priced F-grade coal from the spot market
and use its coal washery to improve the grades, thereby adding value (cost saving) to its operations.

Outlook & Valuation:
Based on capacity expansion program, MSP Steel & Power Limited (MSPL) is expected to report higher
profitability in FY12-13. Slow progress on mining operations and high debt in the books are the concerns

for the company. At CMP % 54, MSPL'’s stock is trading at 1.6x FY10 P/BV and 13x FY10 EV/EBITDA.
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Financial Statements % in Million
Income Statement FY 2008 FY 2009 FY 2010 Cash Flow Statement FY 2008 FY 2009 FY 2010
Net Sales 3,607 3,989 3,887 PBT 605 492 382
Other income 149 150 71 Add: Deprecation 73 74 126
Total Income 3,756 4,139 3,959 Interest 139 188 195
Cost of Good Sold 2,599 2,909 2,619 (Inc)/ Dec in WC (423) 38 (196)
Personal Expenses 54 74 119 Net Cash from Operating Activities 229 707 460
Selling & Administrative Exp. 284 389 505 Net Cash used in Investing Activities (854) (1,104) (2,017)
Other Expenses 6 3 Net Cash used in Financing Activities 759 374 1,739
Total Expenses 2,937 3,379 3,246 Net increase in cash & Cash Equiv. 135 (23) 182
EBITDA 820 760 712 Cash & Cash Equivalents (Op Bal) 76 211 188
Deprecation 73 74 126 Closing Cash Balance 211 188 370
EBIT 746 686 586
Interest 142 194 204 Ratios FY 2008 FY 2009 FY 2010
PBT 605 492 382 EBITDA Margins (%) 21.8 18.4 18.0
Tax 138 93 62 EBIT Margins (%) 19.9 16.6 14.8
PAT 467 399 321 PAT Margins (%) 12.4 9.6 8.1

Debt/ Equity (x) 1.6 1.6 2.1

Balance Sheet FY 2008 FY 2009 FY 2010
Source of Funds Valuation Ratio
Share Capital 581 581 803 Diluted EPS 8.0 6.9 55
Reserve & Surplus 718 1,111 1,432 Cash EPS 9.3 8.1 7.7
Deferred Tax liability 93 158 199 P/E (x) 7.4 8.6 10.8
Total Debt 2,053 2,727 4,611 P/BV (x) 2.7 2.1 1.6
Total 3,444 4,578 7,044 EV/EBITDA () 113 122 130
Application of Funds EV/Sales (x) 2.6 2.3 2.4
Fixed Assets ROCE (%) 28.0 17.7 10.4
Gross Block 1,504 2,509 2,922 RONW (%) 43.8 26.7 16.3
less: Depreciation 157 236 363
Net Block 1,347 2,273 2,559
CWIP 40 55 232
Pre-operative & Trial Run
Exp. 797 997 2,222
Investments 61 67 450
Current Assets &Loans &

Adv. 1,815 1,432 2,272
Current Liabilities & Prov. 620 246 691
Misc Expenses 5 - -
Total 3,444 4,578 7,044
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Disclosure Appendix

ULJK Financial Services Pvt Ltd: (Time range- 12 months)
BUY: Returns>20%; ACCUMULATE: 5%<Returns<20% ; HOLD: -5%<Returns<5%, REDUCE -20%<Returns<-5%
and SELL: Returns<-20%

Analyst(s) holding in the Stock : Nil

Analyst Certification

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that:
All of the views expressed in this research report accurately reflect his or her or their personal views about all of the issu-
ers and their securities; and no part of his or her or their compensation was, is, or will be directly or indirectly related to
the specific recommendations or views expressed in this research report.

General Disclaimer

This report has been prepared by the research department of ULJK Financial Service Pvt Ltd., is for information purposes
only. This report is not construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction
where such an offer or solicitation would be illegal.

We have exercised due diligence in checking the correctness and authenticity of the information contained herein, so far
as it relates to current and historical information, but do not guarantee its accuracy or completeness. The opinions ex-
pressed are our current opinions as of the date appearing in the material and may be subject to change from time to
time. Prospective investors are cautioned that any forward looking statement are not predictions and are subject to
change without prior notice.

ULIK Group or any of its affiliates or employees shall not be in any way responsible for any loss or damage that may
arise to any person from any inadvertent error in the information contained in this report. ULIK Group or any of its affili-
ates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter per-
taining to this report, including without limitation the implied warranties of merchantability, fitness for a particular pur-
pose, and non-infringement. The recipients of this report should rely on their own investigations.

ULJK Group and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities
mentioned in this report. Opinions expressed are our current opinions as of the date appearing on this material only.
While we endeavor to update on a reasonable basis the information discussed in this material, there may be regulatory,
compliance, or other reasons that prevent us from doing so.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by
any person in any locality, state and country or other jurisdiction where such distribution, publication or use would be
contrary to the law or regulation or would subject to ULIK Group or any of its aoffiliates to any registration or licensing
requirement within such jurisdiction.
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