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Investment Details

Target (Rs.) 215.0
Upside Potentialp) 29.5%
Horizon (Months) 12 M

Profile

Industry Steel
Market Cap (Rs cr.) 2065.9
Face Value (Rs.) 10.0
52-week high/low (Rs.) 243.6/94.5
Book Value (Rs.) 100.3
Price / Book Value 1.7
PE Ratio (TTM) 7.7
Dividend (%) 0.0
Average Daily Volume (1Y) 470315

Shareholding

W kromoters WELL DI BOthers
20%

Source: BSE. Figures till March 31, 2010.

June 28, 2010

Prakash industries Ltd (PIL), part of ‘Surya Roslgnbup was started in the year 1980. It is
now a partially integrated steel producer locatethe mineral rich belt of Chhattisgarh. PIL
currently has sponge iron capacity of 6 lakh tparfes per annum), billets 5.5 lakh tpa and
finished steel 7.5 lakh tpa. The company uses spmog & billets for the production of its
end product i.e. finished steel. Recognizing theeptial to tap the waste gases let out by the
sponge iron kiln, the company also installed a pogeneration plant with waste heat
recovery boilers. The company produces 100 MW gftica power. Understanding the
importance of in house generation of power, rawenials as well as value addition through
steel, the company has taken the necessary stepadiowvard and forward integration.

Business
Segments

PVC Pipes

Most of the crude steel produced is converted watoe added products like structural/TMT
(Thermo Mechanical Treatment) and wire rods, witapacity of 3 lakh tpa and 4.5 lakh tpa
respectively. Its steel making operations are aar@pe, in the mineral rich state of
Chhattisgarh.

Aggressive capacity expansion plans
The company has aggressive expansion plans thaldwocrease its topline & the

bottomline substantially in the future.
Source: Company
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Prakash Industries V/s NSE
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Stock idea — Prakash Industries Ltd.

PIL will also increase its steel (billets makingpeaity to 10 lakh tpa by FY12. The
investment needed for steel expansion will be fdndinly through internal accruals.
The company has also raised 500cr. through FCCB3ctober 2009 (233 cr.) & April
2010 (267 cr.). After commissioning its third spengon kiln of 200 ktpa, metallic
capacity has risen to 6 lakh tpa. With DRI (DirdRéduced Iron) and steel making
capacity increasing steadily over FY10-13, PIL xpexted to reduce considerably its
exposure to external inputs, capturing the entileevchain.

P "#$3% & '()**
In 4QFY08, PIL entered into a memorandum of undexding (MoU) with the
Chhattisgarh government to set up and operate avBX5thermal power plant with an
investment of Rs 2,500 cr. The rationale behineésting in this power project was to be
self-sufficient in power and generate a steady @owof income from the sale of surplus
power. The project will be set up in phases ovéryears. The foundation has been laid
for the first unit and PIL ordered turbines andidmi in 2QFY09. This phase of a 125 MW
unit is expected to be commissioned in Decembe020January 2011, raising total
capacity to 225 MW. PIL will sell excess power fréff11 and revenues are expected to
grow significantly.

Power (MW)

mCaptive OGeneration

oz Fy¥09 1o F11E FY12E FYL3E FY14E  FY15E

PIL has 150 million tonnes of coal reserves

PIL meets its coal requirement for power genera#ind sponge iron units through coal
produced from its captive mine at Chotia. The ésalf superior, B grade quality. The
mine has been operational since FY07 and has ¢gmdciO lakh tpa. The use of captive
coal reduces production costs of sponge iron aswlates PIL from market volatility.

PIL was allotted two coal mines in Madanpur Nontid &atehpur (both in Chhattisgarh).
Allotted along with six joint venture partners, tbeal from Madanpur North is of C&D
grade. The Chhattisgarh government allotted Fatehpoe jointly to two partners for
PIL's proposed 625 MW power plant. The coal is nsariged to power generation (E&F
grade).

Significant savings expected when iron ore production st& in June 2010

PIL was allotted iron ore mines in Kawardha (Chhkgtirh) and Sirkagattu (Orissa). The
Kawardha mine has reserves of ~750 lakh tonnenfdre with rich 66-67% Fe grade.
The mine is ~150 km away from its plant, near Raifroduction from this mine is
expected to start soon. Captive iron ore mining@xpected to meet up to 50% of its
requirement in FY11, and when the Sirkagattu miaets production in FY12, PIL will
be able to achieve 100% integration. With its cagpiion-ore production kicking in, the
cost of steel production is expected to fall furthgoosting marginsWith its plant's
proximity to raw material deposits and a captivevpoplant, PIL willremain insulated
from rising raw material prices in the future.
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Operating cost structure for sponge Iron
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Debt-Equity Ratio

221

Y06 Fyo7 Y03 ERU Source: Company
Margins expected to increase significantly in the futre
PIL's earnings will be driven by margin expansiare do the start of its iron ore mines,
expansion of sponge iron capacity and top line g¢nosn account of volume growth in
the steel business and sale of surplus poRiérhas to buy nearly 48% of its metallic
requirement of steel scrap and billets, which willcome down to 5-10% as sponge
iron & billets production ramps up.
+, +
Susceptible to volatility in raw material prices
ROCE %

Since PIL has to buy nearly 48% of its metallicuiegment in the form of steel scrap and
billets, volatility in raw material prices would huits margins. To increase the
integration, PIL is expanding its sponge iron céyaand investing in the development of
its allotted iron ore mines.

Slowdown in the steel industry

Any slowdown in the steel industry in India or gidly could reduce the demand for PIL
steel products & could result in under utilisatioh capacities, thus impacting the
company’s performance going forward.

P06 FYOT - FYts  FYI9 Delay in execution of capex plans
PIL has planned a huge capex of Rs. 3300 cr. fpaeding its steel, sponge iron &
power generation capacity over the next six yeang.delay in the commissioning could
impact PIL’s expected sales & profitability growgtgnificantly.

Huge capex plans may lead to borrowing

In order to fund its huge capex , PIL might haverdeort to borrowings if it finds it
difficult to generate strong cash flows from steasiness (due to slowdown in the steel
industry). Additional borrowings can result in h@hleverage in its balance sheet &
higher interest costs thereby impacting margins.

Past history of being a BIFR case

PIL was declared a sick company by BIFR (Board fodustrial & Financial
Book Value Reconstruction) in 1998 during the steel demandhglurhe company has recovered very

well after that experience, posting decent prdéitshe last seven financial years.

1003

VALUATIONS

The company is going for massive capacity expansiahe raw materials like sponge
iron & billets for its finished products. The acrpd coal and iron mines are further going
to reduce costs and give a boost to the compangigins. New revenue streams like
merchant power sale are going to open from FY1fa%k growing economy like India
will see the steel and power demand rising constiste

FY07 FY0S Y09 FY10 At the current price of Rs. 166.0 the stock isitrgcat FY2010 PE of 7.7 on a FY10 EPS
of Rs. 21.5. The market capitalization of the compas 2065.9 cr. and its Market
cap/sales ratio is 1.3. The stock has given a RDE®6% in FY10. In this context it
seems to be trading at attractive P/BV levels @fwlith a lot of value in it.

We recommend a “BUY” on the stock with a 12 morttget price of Rs 215.
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PRODUCT FLOW

Champa Plant - Products Raipur Plant - Products
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PROJECTED FINANCIALS (Standalone)
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FINANCIAL STATEMENTS:

Stock idea — Prakash Industries Ltd.

Income Statement: Standalone Rs. Crores
_ ‘ QoQ YoY

Particulars Q4FY10 Q3FY10 | Q4FY09 (C) (%)
Net Sales 464.3 360.4 321.2 28.9 445
Other Income 15 0.3 7.3 470.4 -78.8
Total Income 465.9 360.6 328.5 29.2 41.8
Total Expenditure 367.9 272.9 244.0 34.8 50.8
PBIDT 98.0 87.7 84.5 11.7 15.9
PBIDT Margin % 21.1 24.3 26.3
Interest 5.7 5.6 19.8 2.9 -71)2
PBDT 92.3 82.1 64.7 12.3 42.6
Depreciation 17.1 14.0 12.5 22.2 36.5
PBT 75.2 68.2 52.2 10.3 441
Tax 1.4 2.1 0.3 -32.5 376.7
Adjusted PAT 75.6 66.0 45.7 14.5 65.4
NPM (%) 16.3 18.3 14.2
Financials: Standalone Rs. Crores

5yr

201003 200903 200803 CAGR %

Share Capital

Networth

Capital Employed

Total Income

Total Expenditure
Revenues

PBIDT

Other Income

Interest

Depreciation

PBIT

APAT

Operating Cash Flows
Free Cash Flows
Dividend %

CEPS (Rs.)

EPS (Rs.)*

Debt-Equity Ratio
Interest Coverage Ratio
RoNW %

PBIDT Margin %

PBIT Margin %

APAT Margin %

Total Asset Turnover Ratio
Fixed Asset Turnover Ratio
Market Cap/Sales

PE Multiple

P/BV Ratio

124.5

1570.0

1214.4

1566.9
355.5
3.1
25.5
56.8
298.7
268.0

0.0

21.5

22.7
19.1
17.1

13
7.7
1.7

115.5
871.8
1131.1
1534.1
1226.4
1526.5
307.7
10.1
60.5
425
265.3
198.2
268.9
38.8
0.0
214
17.2
0.4
4.4
25.2
20.2
17.4
13.0
1.0
1.8

1155
750.7
1113.8
1263.9
975.6
1253.4
288.3
3.8
415
47.7
240.6
206.7
172.9
5.8
0.0
21.3
17.9
0.7
5.2
34.1
23.0
19.2
16.5
1.0
1.6

200703 200603 200503
103.8 1011 1011
461.9 312.7 241.2
963.4 924.8 906.3
955.4 808.6 1259.3
731.0 6540 36.5
932.9 799.3 730.5
224.4 154.6 623.1
25.8 1.9 521.5
25.8 18.3 20.8
45.9 48.6 51.2
178.5 106.0 572.0
114.1 70.5 29.5
180.1 128.5 86.2
82.0 =S 15.8
0.0 0.0 0.0
17.2 11.9 58.2
11.0 7.0 2.9
14 2.2 0.0
6.0 5.8 2.5
29.5 25.8 13.8
24.1 19.3 85.3
19.1 133 78.3
12.2 8.8 4.0
0.9 0.8
1.2 1.0

4.5
13.8
16.5

55.5

D.2
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