
Sanjay Jain (SanjayJain@MotilalOswal.com); +9122 3982 5412/

Pavas Pethia (Pavas.Pethia@MotilalOswal.com); +9122 3982 5413  1

Investors are advised to refer through disclosures made at the end of the Research Report.

NMDC
CMP: INR147 TP: INR213 BuyBSE Sensex S&P CNX

19,608 5,933

Bloomberg NMDC IN

Equity Shares (m) 3,964.7

M.Cap. (INR b)/(USD b) 583.2/10.8

52-Week Range (INR) 206/142

1,6,12 Rel. Perf. (%) -8/-32/-32

13 February 2013

3QFY13 Results Update | Sector: Metals

Financials & Valuation (INR b)
Y/E March 2013E 2014E 2015E

Sa les 101.6 118.2 142.1

EBITDA 75.0 87.1 107.2

Adj. PAT 65.5 75.4 90.8

Adj. EPS (INR) 16.5 19.0 22.9

EPS Gr(%) -10.5 15.1 20.4

BV/Sh. (INR) 71.6 83.0 97.2

RoE (%) 26.3 23.0 23.3

RoCE (%) 26.2 22.9 23.2

Payout (%) 39.0 40.0 38.3

Valuations

P/E (x) 8.9 7.7 6.4

P/BV 2.1 1.8 1.5

EV/EBITDA (x) 4.8 4.0 3.0

Div. Yield (%) 3.7 4.4 5.1

 Adjusted PAT declined 23% QoQ to INR13b (v/s est of INR13.6b) due to 17%

lower volumes and 12% lower realization.

 Net sales declined 22% QoQ to INR20.5b. Iron ore volumes declined 17% QoQ

to 5.3m tons due to volatility in prices, lower offtake by customers and

evacuation bottlenecks due to prolonged monsoon. Since NMDC's prices of

iron ore lumps were not agile enough with the changing spot market,

domestic lumps sales volumes declined 26% QoQ. Whereas, volumes of iron

ore fines declined only 4% QoQ.

 Average realization declined 13.7% QoQ to INR3,834/ton (USD71/ton) despite

an average price correction of only ~10%. Adverse mix of lumps affected the

average iron ore realization. Share of lumps in the mix was only 26% in 3QFY13

v/s 32% in 2QFY13 and 36% in FY12.

 EBITDA declined 28% QoQ to INR13.9b. EBITDA per ton was USD48 (-19% QoQ).

 Other income at INR5.6b fell 8% short of our estimates. Total cash and

equivalents now stand at INR220b v/s INR202b as on March 31, 2012.

 We expect average iron ore realization to inch up in subsequent quarters due

to recovery in dispatches of iron ore lumps. Total volumes too are expected

to move up sharply to 6.5m tons (or better) in 4QFY13 due to (1) easing of

bottlenecks in transportation of iron ore from Bailadila region on

commissioning of uniflow loading system and (2) rationalization of lumps

prices in January.

 Stock has been underperforming, despite strong fundamentals, as concern

over capital allocation heightened after the recent amendment in PSE

guidelines which allow PSEs to utilize cash to buy stocks of other PSEs. This

remains a risk as management will be unable to block any such investor

unfavorable government directive.

 Stock is trading at compelling FY15E EV/EBITDA of 3x. Dividend yield is

attractive at 5.1%.
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Volumes and margins shrank; expect better margins and volumes in 4Q
 Adjusted PAT declined 23% QoQ to INR13b (vs est. of INR13.6b) due to 17% lower

volumes and 12% lower realization.

 Net Sales declined 22% QoQ to INR20.5b. Iron ore volumes declined 17% QoQ to

5.3m tons due to volatility in prices, lower offtake by customers and evacuation

bottlenecks due to prolonged monsoons. Since NMDC prices of iron ore lumps

were not agile enough with changing spot market, the domestic lump's sales

volumes declined 26% QoQ . Whereas, the volumes of iron ore fines declined

only 4% QoQ.

 Average realization declined 13.7% QoQ to INR3834/ton (USD71/ton) despite an

average price correction of only ~10%. Adverse mix of lumps affected the average

iron ore realization. Share of lumps in the mix was only 26% in 3QFY13 vs 32% in

2QFY13 and 36% in FY12.

 EBITDA declined 28% QoQ to INR13.9b. EBITDA per ton was USD48 (-19% QoQ).

 Other income at INR5.6b fell 8% short of our estimates. Total cash and equivalents

now stand at INR220b vs INR202b as on March 31, 2012.

 Board approved the second interim dividend of INR1/share for FY13. Total interim

dividend for FY13 has been INR3/share (50% higher than FY12).

Valuations are attractive; Expect margins and volumes to improve in
subsequent quarters
 We expect average iron ore realization to inch up in subsequent quarters due to

recovery in the dispatches of iron ore lumps. Total volumes too are expected to

move up sharply to 6.5m tons (or better) in 4QFY13 due to (1) easy of bottlenecks

in transportation of iron ore from Bailadila region on commissioning of uniflow

loading system and (2) rationalization of prices of lumps in January.

 We continue to believe that demand supply equation is turning favorable for

NMDC, which will keep its average iron ore realization more resilient (if not

higher). Indian iron ore supply is likely to remain constrained due to increased

compliance requirements and stricter mining norms, while demand from steel

sector will continue to rise albeit there is some temporary slowdown currently.

 Stock has been underperforming despite strong fundaments because the concern

over capital allocation has heightened after recent amendment in PSE guidelines

which allow PSE to utilize cash in buying stocks of other PSE. This remains a risk

because management will be unable to block such investor unfriendly government

directive.

 Stock is trading at compelling FY15. EV/EBITDA of 3x. Dividend yield is attractive at

5.1%.

Projects update
 3mtpa Steel plant (Chhattisgarh): Orders for major technological packages have

already been placed. Auxiliary packages are in advanced stages of finalization.

Total project cost is estimated to be INR155b.

 Mining capacity expansion: Mining capacity expansion through new mines Deposit

11b and Kumaraswamy is being executed at capex of INR15b

 1.2mtpa Pellet plant (Karnataka): Orders have been placed for 1.2mtpa pellet

plant in Karnataka.

TP Calculations (INR m)

Y/E March 2015E

EBITDA 107,214

Target EBITDA (X) 5.0

Target EV 536,070

Less: Net Debt -264,609

Add: CWIP 87,753

Less: discount to CWIP 50%

Residual M Cap 844,555

Target price 213
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Shareholding pattern (%)
Dec-12 Sep-12 Dec-11

Promoter 80.0 90.0 90.0

Domestic Inst 11.9 8.4 8.4

Foreign 4.4 0.7 0.8

Others 3.7 0.9 0.9

Stock performance (1 year)

Comparative valuations
NMDC SESA Goa Jindal Steel

P/E (x) FY13E 8.9 5.5 10.2

FY14E 7.7 6.6 10.2

P/BV (x) FY13E 2.1 1.0 1.9

FY14E 1.8 1.0 1.6

EV/Sales (x) FY13E 3.6 6.9 3.0

FY14E 2.9 6.8 2.9

EV/EBITDA (x) FY13E 4.8 10.3 8.8

FY14E 4.0 11.0 8.2

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY13 16.5 17.9 -7.8

FY14 19.0 19.3 -1.7

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

147 213 44.8 Buy

Company description
NMDC is India's largest iron ore producer, with a capacity

of 32mtpa. It produces ~27mtpa of iron ore from four

mining complexes in Chhattisgarh and Karnataka. In

addition to its iron ore operations, NMDC has a diamond

mine at Panna (Madhya Pradesh) and owns a 10.5MW

wind power plant in Karnataka. In July 2010, Sponge Iron

India, which has a small sponge iron capacity of 60ktpa,

was merged with NMDC. It is investing INR300b over the

next five years to expand its iron ore production to

50mtpa and forward integrate by setting up a 3mpta steel

plant in Chhattisgarh and 1.2mtpa pellet plant in

Karnataka.

Key investment arguments
 While globally, the iron ore business is facing a

slowdown, strong domestic demand coupled with

constrained supply has improved fundamentals of

Indian iron ore miners like NMDC.

 Investments in pelletization capacities in India will

lead to acceleration in demand (and therefore,

higher prices) for iron ore fines, which constitute

~65% of NMDC's product mix.

 Unlike its global peers, NMDC's average iron ore

realization is resilient, helping to keep margins

stable.

NMDC: an investment profile

Basis: 6x FY14E EBITDA

Key investment risks
 NMDC's Chhattisgarh operations are prone to

disruption on account of Naxal activity in the region.

Recent developments
 NMDC has declared second interim dividend of INR1/

share for FY13.

Valuation and view
 Stock is trading at compelling FY15. EV/EBITDA of 3x.

Sector view
 Quarterly average iron ore prices (63.5% Fe fines

CFR, China) have improved 4% QoQ due to better

sentiments in China. Current prices are also higher

by 20% over 3QFY13 average at USD147/ton. However,

we believe that prices will correct by 25-30% over

the next 2-3 years due to significant capacity addition

by major players and slowdown in Chinese demand.

 Although we expect international prices to correct,

domestic prices are expected to remain resilient.

Demand supply equation is turning favorable for

domestic miners, which will keep its average iron

ore realisation resilient. Indian iron ore supply is

likely to remain constrained due to increased

compliance requirements and stricter mining norms,

while demand from steel sector will continue to rise

albeit there is some temporary slow down currently.
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