$ 1.5 billion
group headed by
Mpr. O.P. Jindal
— a visionary of
steel industry

Experienced and
professional
board led by
young & dynamic
Naveen Jindal

Latest
technology to
provide
technically
superior
solutions

COMPANY PROFILE

BACKGROUND AND MANAGEMENT

Jindal Steel and Power Limited (JSPL) was formed in 1998 as a result of
vertical split by hiving off the Raigarh and Raipur facilities of erstwhile
Jindal Strips Ltd (JSL). Jindal Strips limited was bifurcated into two
companies i.e. JSPL and JSL as separate companies in line with
scheme of arrangement of 2" April,1998.

After the de-merger, the sponge iron capacity has been increased by
1,50,000 TPA to 6,50,000 TPA in 1999-2000, thereby making it the
largest coal based sponge iron producer in the world. Similarly, capacity
of power plant which was at a level of 95 MW has now seen an
increase to 150 MW, with additional 55 MW to be commissioned in
2004. All these has been achieved under the dynamic leadership of Mr.
Naveen Jindal (Executive Vice Chairman & Managing Director). He is an
M.B.A. from the University of Texas,Dallas. U.S.A. The company is
managed by a team of professionals headed by Mr. Vikrant Gujral —
Chief Executive Officer (Ex M.D.-Bhilai Steel Plant).

TECHNICAL COLLABORATORS

Jindal Steel has signed a long term technical collaboration agreement
with NKK Corporation of Japan on 10™ April, 2002 for transferring
technical “Knowhow” for producing superior quality, world’s longest rails
of 120 metre length and Universal Beams & Columns of larger sizes and
U-type Sheet Piles, first time in the country. NKK is already producing
Rails for the high-speed bullet trains (Shinkansen) in Japan. This
technical collaboration shall make the dream for introduction of fast
trains on safer tracks, a reality in India.
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JSPL is an
exclusive Naveen
Jindal company

GROUP PROFILE

The $ 1.5 billion Jindal group is headed by Mr. O.P. Jindal with interests
primarily in Steel and Power. The Jindal group companies include,
Jindal Steel & Power, Jindal Strips, Jindal Vijaynagar, Jindal Iron &
Steel , Saw Pipes etc. All these companies are managed independently.
After the demerger of Jindal Strips in 1998, JSPL is exclusively looked
after by Mr.Naveen Jindal. It is worthwhile to mention here that while
sanctioning loans to JSPL, financial institutions and banks treat the
company as a Naveen Jindal company.

Group companies are depicted below :
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Promoters
increasing
their stake
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than 10 %
reflects
their
confidence
in company

SHAREHOLDING PATTERN

As on 30.6.2002

59.51

37.03

2.42
1.04

O Promoter's &
Associates

mFI'S/OCB'S/NRI'S

O Institutions/Banks
/Mfunds

O Others

Further, JSPL has allotted 25 lakh warrants to promoters in April 2002 which
carry a right for conversion into equity shares within 18 months from the date
of allotment at a price of Rs.155 per share. This will result in equity capital
increasing from Rs.12.90cr to Rs.15.40 cr.

Projected Shareholding pattern in October, 2003

48.62

0.8

48.31

m Promoter's &
Associates

m FI'S/OCB'S/NRI'S

] Institutions/Banks
/Mfunds
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Lowest cost
producer
gives it a
high
competitive
edge.

Buoyant
demand and
higher
sponge iron
prices
portray a
promising
outlook

Capacity of
150 MW
adds a lot to
its
bottomline

PRODUCT PROFILE

JSPL currently has the following five divisions.

SPONGE IRON

At Raigarh, it has the India’s largest coal-based sponge iron manufacturing
capacity of 6,50,000 MT per annum. Sponge Iron is manufactured using 6
indigenously developed rotary kilns at a very low cost thereby making it the
lowest cost producer of sponge iron in the country. It has distinct advantage
over its competitors by sourcing it key raw material i.e. iron ore and coal
through captive mines and also using captive power. JSPL achieved its
highest ever production of 5,61,504 MT in FY2002 (production higher by
12% than FY2001) at 86.4% capacity utilization.

Demand for sponge iron in the country which was 8.4 mtpa in 2001-02 is
growing at an impressive rate of 15 % per annum and is expected to rise to
12.75 mtpa by 2004-05. Export demand which was about 0.93 mtpa in 2001-
02 is expected to rise to 1.42 mtpa by 2004-05. On the realisation’s front,
prices have improved to approx. Rs.5,400 - 5500 per tonne from Rs. 4,600 -
4,700 per tonne in August 1999 in line with increase in global demand and
price. The sponge iron prices follow the finished steel price trends. With
revival in fortunes of steel industry, the main sponge iron consumer and no
major addition of capacity in pipeline in near future, sponge iron prices are
expected to remain firm thereby ensuring steady returns for JSPL.

POWER PLANT

The visionary approach of JSPL had led to setting up of captive power
generation unit in 1996. Later on, it undertook capacity expansion to not only
meet its increased captive requirement for increased capacity of sponge iron
but also to capitalize on opportunities in power sector. It sells power to
Chhattisgarh State Electricity Board, one of the few State Electric Board
which makes timely payments to its suppliers. Its capacity which stood at 28
MW in 1995-96 has been increased to 150MW in 2002 which is expected to
go up to 205 MW with the commissioning of additional unit of 55 MW in
Sept., 2004. JSPL enjoys the unique distinction of commissioning its projects
well ahead of schedule, has once again demonstrated the same by
commissioning its recent 55 MW unit six months ahead of schedule. Power
generation increased from 56.03 crore KWH to 71.95 crore KWH in FY 02, a
stupendous growth of 28.4 %.
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Consistent
quality
assures
committed
sale of
entire
production

MBF
process will
make steel-
making
process
more
economical

FERRO CHROME

Ferro chrome, an essential component in the production of stainless and
special steel, is manufactured at Raigarh using a Submerged Arc Furnace
(SAF). It has a production capacity of 30,000 mtpa and plans to increase it
to 60,000 mtpa are on the anvil. Continuing its tradition of completion of
projects well ahead of schedule dates, 24 MVA SAF was installed in the
steel plant in a record time of seven months, making it the fastest
indigenously built SAF in the country. It's state-of-art-manufacturing process
complete with the latest high-tech testing facilities ensures consistent quality
of ferro chrome. It produced 19743 ton (17251 ton in FY01) of ferro chrome
in FY02, a healthy growth of 14.4 %. The entire production is committed to
domestic stainless steel manufacturers. High-grade chrome ore is made
available from mines owned by a group company thereby ensuring
uninterrupted supplies.

MILD STEEL

It had a capacity of 2,00,000 tpa. Its Steel Melting Shop (SMS) uses an
Electric Arc Furnace(EAF) fed by its own captive power plant. This enables it
use its own sponge iron for producing value-added steel products — rounds,
billets, blooms and slabs. It produced 54,724 MT (1,09,028 MT in FY01) of
MS in FY02, a drop of 50 %. This was primarily on account of up gradation /
modernization of Slabs and Rounder Caster shop. Maintaining its tradition of
completion of projects well ahead of schedule dates, 2.5 lakh capacity Mini
Blast Furnace (MBF) was completed in a record time of 14 months.
Production of MBF will be utilized in the EAF alongwith sponge iron which
will increase the capacity at the SMS to 4,00,000 mtpa.
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RUBM -

first of its
kind in Asia

Low project
cost

Value
addition
thru high
tech product
line

RAIL AND UNIVERSAL BEAM MILL(RUBM)

In order to sustain growth and increase revenue, it is implementing rail and
universal beam mill project at a very fast pace. This synergetic forward
integration project will be the first of its kind in Asia. The only other company
which manufactures 120 metre long rails is VAI of Austria. This plant has the
capability to produce 120 meter long rails and also roll universal parallel
flange heavy beams and channels.

The RUBM has an annual capacity of 5,50,000 mtpa and is being set up at a
project cost of Rs.396c¢r. The rail mill has been procured from ISCOR, South
Africa. This first phase consisting of Universal Beam and Channels is
expected to be completed by December, 2002, whereas the Rail Mill unit is
expected to be commissioned by March, 2003.

The plant has capability to produce welded panels of 240 /480 metre length
using 120 metre long rails and integrated flash butt welding technology. The
welding plant is comprising of brushing machine for rail ends, automatic
welding machine with built-in stripping unit and straightening & finish
grinding machines.

To ensure trouble free operation and best weld quality, the work has been
entrusted to Railtech Schlatter, France a leading name in the arena.

Divisions at a glance
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Cost saving
of Rs. 370
per tonne of
coal a key
input

Cost saving
of Rs. 450
per tonne of
iron ore, a
key input
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(JIT)
inventory

Low power
cost is
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profitable
backward
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Steady
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sale of
surplus
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STRATEGIC COMPETITIVE ADVANTAGES

COMPLETE BACKWARD INTEGRATION

COAL

JSPL'’s mines, located at a distance of 55 km from the plant, are of the open
cast type have estimated reserves of more than 70 million tonne. The total
landed cost of coal from these mines at the plant site works out to approx.
Rs. 480 per tonne (which includes royalty of Rs.65 per tonne) as against the
landed cost of about Rs. 850 per tonne for coal purchased from Coal India
Ltd.

IRON ORE

Its iron ore mines located at a distance of 250 kms from the plant. These
mines are left with mining potential of 11 years plus. Having its own iron-ore
mines means that JSPL’s iron-ore input cost works out to as little as Rs. 470
per tonne (inclusive of royalty of Rs.12 per tonne) as compared to others
who have to shell out as much as Rs. 900-1000 per tonne. This gives an
indirect advantage of about Rs. 450 per tonne as it depends on the quality
of iron ore. Since the company’s iron-ore mine does not fully meet the
requirements, it has entered into long-term arrangement with private mine
owners for purchase of iron-ore at Rs. 700 per MT as against the market
price of Rs. 900 per tonne.

Inventory
Due to captive coal and iron ore availability, inventory levels of coal and iron

ore are kept at bare minimum, thereby, reducing the inventory costs to
negligible levels.

POWER

JSPL has a very low cost of power generation as the specifically designed
boilers use waste gases of sponge iron kilns to generate steam, mix of char
(a by-product of sponge iron) and coal washery rejects with high ash
contents. This innovative use of waste makes JSPL India’s one of the most
economical producer of power. It has a extremely low variable cost of
approx. Rs. 0.55 per unit and with a fixed cost of about Rs. 0.85 per unit
making a total cost of generation amounting to about Rs.1. 40 per unit.

About 44 % of the power was consumed in house in FY02, the remaining
56% of power was sold to Chattisgarh State Electricity Board (CSEB), which
is one of India’s most solvent SEB at Rs.2.32 per unit. CSEB has been very
prompt in making payments unlike other state electricity boards. Sale of
surplus power ensures a steady flow of high operating profit.
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New
products
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and
economical
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potential
for exports

FORWARD INTEGRATION

RAIL AND UNIVERSAL BEAM PROJECT

To sustain growth, JSPL is introducing high value added products thru
strategic forward integration . The RUBM project, a step in this direction, is
a state-of-the-art mill with ultra-modern facilities. Presently, SAIL’s Bhilai
Steel Plant, the sole producer of rails in the country, manufactures rails of
13 metre length only.

Going forward - one of-a-kind mega rail project - advantages of superior
quality long rails will help JSPL in securing large orders from Railways and
clinch a significant share in domestic market.

The RUBM will produce 120 metre long rails and also has facilities to flash-
butt weld the same upto 480 metre length. This offers superior quality
product in terms of better straightness, surface finish and reduction in
internal and surface defects as per international standards. The product will
help Railways, its principal user, in the following manner:

e Enhanced safety, reliability in rail transportation and prolonged rail life.

e Reduced multiple handling of finished rails at welding plants, reduced
inventory costs of rails and increased availability of wagons.

e Reduction in number of welds result in safer running of trains
( reducing present 160 joints per track km to 17).

RUBM products possess huge export potential and this project will open up
export market for JSPL in a big way. Inquiries for rails have been received
from Iran (45,000 tonnes), Malaysia ( 90,000 tonnes) and Zimbabwe (19,000
tonnes) . Bhilai Steel Plant has been exporting rails in the past to countries
viz. Sudan, Ghana, Malaysia, Iran, New Zealand, Turkey, South Korea,
Argentina, Egypt. However, in the recent past, it could not export as it was
just able to meet Railway’s requirements. JSPL will be take advantage of
this situation and bridge this gap in export market.

About 3,000 km of track renewals are being done annually by Indian

Huge Railways costing nearly Rs.1,800 crores. Demand for rails in India in future
bad_d(’g of | will increase by 2,50,000 tpa for the next five years due to setting up of non-
ageing lapsable Railway Safety Fund of Rs.17,000 cr for modernization. A major
tracks will | chunk of this fund will be spent on replacement of old tracks. Recent spate of
boost accidents will force Railways to accelerate track replacement, the backlog
dema”‘f’for already surpassing the level of 12,600 kms. Superior quality rails and
new rails demand outstripping supply will ensure that JSPL has ready market for its
products.
JINDAL STEEL & POWER 9 DVP RESEARCH




Higher cost
and longer
gestation
time for new
entrants

Positive
outlook for
the steel
industry

HIGH ENTRY BARRIERS

Entry barrier for the Rail and Universal Beam Mill project is very high since a
RUBM project is highly capital intensive and has a minimum gestation period
of three years. A similar new project at current prices will cost more than
Rs.1, 200 cr , this being almost three times of JSPL’s project cost of Rs. 396
cr since JSPL managed to negotiate the deal timely for the plant of ISCOR,
South Africa.

EXIT BARRIERS
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JSPL’s Positioning

SURGING DEMAND

Domestic steel industry is expected to witness a demand growth of about 10
per cent during the current fiscal, according to a study by Fitch
Ratings(India). Globally, the Steel Industry is expected to grow at the rate of
5%. China has emerged as a major market with imports of around 20 million
tonne of steel per annum. This is expected to keep the price of steel
products firm in near future. The price of sponge iron and steel scrap are
also expected to be firm during this period. At increased capacity utilization
of RUBM project, JSPL would be using about 40% of its entire sponge iron
capacity captive consumption.
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Innovative
and novel
cost-
reduction
methods to
boost OPM

HIGH OPERATING MARGINS

Captive mining i.e. coal and iron-ore coupled with profitable backward
integration of power resulted in high operating margins of 35.9% for JSPL as
compared to Tata Sponge Iron’s 18.4% and TISCO’s 20.2% in FY2002.
Setting up of new coal washery of 2.5 million MT capacity and 2.5lakh MT
Mini Blast Furnace will further reduce the cost of production of steel and also
improve the productivity of the rotary kilns. Further forward integration in
RUBM project will increase the operating margins due to availability of all key
ingredients in house.

Potential for increase in
OPM due to further cost
reduction & introduction of

Tvalue added products

40.00% — 35.9%

35.00% —

JSPL’S Current Future OPM
Cost Advantage benefits

18.4%

30.00% —

25.00% —

20.00% —

15.00% —

10.00% —

OPERATING PROFIT MARGIN (%)

JSPL TISCO TATA SPONGE
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JSPL is well
ahead on
almost on
all
parameters

(Rs. in crores)

PARTICULARS JSPL TISCO TATA SPONGE
Equity 12.90 368.2 15.40

Net Sales 583.6 6707.9 122.9
OPM (%) 35.91 20.2 18.4
PBDT (%) 27.43 14.2 14.9

NPM (%) 18.24 5.2 5.5
E.P.S. (Rs.) 76.62 9.4 4.4

P/E ratio (x) 3.55 12.80 7.34
Market Cap/Sales(x) 0.61 0.66 49.7
Sales/ Equity Ratio 45.2 18.2 8.0

(All figures as of March, 2002)

Sales-Equity Ratio

50 45.2

JSPL

TISCO

TATA SPONGE
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FINANCIAL HIGHLIGHTS

(Rs. in crores)

Particulars FY01 FY02 FYO3P FY04P FYO5P
Net Sales 507.73 583.64 760.5 1032.55 1317.4
Other Income 7.04 5.86 7.95 12.35 13.2
Total Income 514.77 589.5 768.45 1044.9 1330.67

Significant Total Expenditure 333.09 379.93 462.2 624.85 871.52

jump to take

place in net | |Operating Profit 181.68 209.57 306.25 420.05 538.92

profits from

current year Interest 38.44 47.87 85.2 105.5 108.5
Gross Profit 143.24 161.7 221.05 314.55 430.42
Depreciation 31.81 39 53.35 72.2 80.67
PBT 111.43 122.7 167.7 242.35 349.75
Tax 10.18 15.15 19.2 36.85 68.85
Net Profit 101.25 107.55 148.5 205.5 280.9
Equity 12.71 12.90 12.90 15.4 15.4
Preference Capital 71 71 71 71 71
Reserves 401.86 452.32 577.94 792.96 1040.78
Loan Funds 404.53 697.51 730.5 750.54 700.5
Total Funds Employed 890.10| 1233.73 1392.34 1629.90 1827.68
Debt : equity ratio 0.98 1.50 1.24 0.93 0.66
Book Value (Rs.) 326.17 360.63 448.79 516.20 677.78
EPS (Rs.) 72.60 76.43 108.19 127.61 176.57
CPS (Rs.) 97.62 106.68 149.56 174.49 228.95
Dividend % 50 70 100 125 150
OPM % 35.78 35.91 39.85 40.02 40.05
PBDT % 27.83 27.43 28.77 30.75 34.05
NPM % 19.67 18.24 19.32 20.09 22.22
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STRENGTHS

WEAKNESSES

Largest coal based sponge
iron manufacturer with lowest
cost of production.

Fully integrated unit ensures
steady profits even in bad
times.

Complete backward forward
integration thus making it
highly competitive.

Innovative and novel
concepts of cost-reduction
makes it manufacture all
products in a low-cost
environment

Steel sector outlook in the
domestic and global market
was very poor for the past
few years though improved in
current year. Steel stocks
being treated as a cyclical

lacks fancy at times in
capital market.

Domestic consumption of
steel largely depends on

infrastructure spending by
GOL.

OPPORTUNITIES

Forward integration into
value-added products will
drive future growth.

State of Chattisgarh
encourages the setting up of
new power projects.
Association with NKK  will
create huge export potential
for rails.

THREATS
Movement of sponge iron
prices in tandem with
international scrap prices

which fluctuate widely.
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OBSERVATIONS

e The scrip from a low of Rs.150 in April, 2002 has been on a rising
trend and has formed a series of higher bottoms and tops.

e The above chart clearly shows an impulse Wave 3 type of pattern
which indicates that THE UPTREND IS QUITE STRONG and newer
high are very much on the cards.

e RSI ( Relative Strength Index), an important oscillator has always
taken support at 40 levels in the past six months at all declines and
the recent declines have not been able to breach even the 50 level.
The next rise of RSI should take the stock beyond its previous high of
Rs.324.90.

e The 10-70 oscillator shown in the above chart has found support at
zero level when the Wave 4 ended. Once the oscillator croses the
breakout-band marked by black colour, momentum will pick up in the
stock.

¢ |t had crossed the 100 DMA and 200DMA ( Daily Moving Average) at
the level of Rs.150 and has consistently traded above it and the major
decline of the stock from a high of Rs.324.90 to Rs.219 found support
exactly at the 100 DMA.

e Buying is advised at the current levels and add more quantities once
Rs.285 and Rs.325 is crossed.
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-
Low equity base, credible and professional management, adequate
experience in timely project implementation, high entry barrier, versatile
manufacturing facilities, low operating cost, high value-added products,
complete backward integration, strategic forward integration, high operating

margins, healthy book-value and strong financials make JSPL a good
growth stock.

Jindal Steel at Rs.272 (discounts FY 2003 and FY 2004 earnings just 2.52
and 2.13 times respectively) is an excellent investment opportunity as yet
Price target | ynexploited by bargain hunters and that too in an infrastructure industry.
of Rs.885— | Currently, the scrip enjoys a discounting of 3.55 which we very
E.P.S. for | conservatively expect to rise to 5.0 by the time the RUBM project will be in
FY 2005 full swing adding huge profits to the bottomline.. Projected earnings of
Rs.176.67 | Rs.176.67 for FY 2005 earnings with a conservative P/E multiple of 5.0 gives
and a P/E of | ys a target price of Rs.885 ( Q1 and Q2 results of FY2005 will be declared
5.0 by Oct 2004 — our two year holding period). JSPL is a great long-term
value buy.

Disclaimer: The recommendation made herein do not constitute an offer to sell or a
solicitation to buy any of the securities mentioned. Readers using the information
contained herein are solely responsible for their actions. The information and views
contained herein are believed to be reliable but no responsibility or liability is
accepted for errors of fact or opinion. Editors may or may not have trading or
investment positions in the securities mentioned herein
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EQUITY STRATEGIST
THE PRODUCT - A daily newsletter ( sent through e-mail) with a balanced approach .

THE TEAM - D.V.PRASAD, F.C.A. and JATINDER SHARMA, M.B.A.

EXPERIENCE - Dedicated and highly experienced for over a decade, hardcore equity
analysts totally devoted to stock market and doing research both on fundamentals and
technical basis

THE FEATURES - A techno- funda newsletter that caters to the needs of all market
participants through its various columns:

e STOCK WATCH- A must for position traders, carries stocks with potential returns
of 10-15 % over 2-5 weeks;

e TRADING OPPORTUNITIES- A favourite of swing traders who look at returns of
5-10% in 5-10 trading days;

e INTRADAY TRADES- Bible for day traders, carries support and resistance levels
for all actively traded stocks with clear trading strategies;

e FUNDAMENTAL PICK- For long term investors who target more than 30%
returns over 6 months to 1 year horizon

e MARKET COMMENTARY - For all participants who look for detailed outlook on
the market — its current trend, future outlook (short as well as long-term) and
strategy to deal with it.

All this plus a lot more like articles on domestic and global economy, primary market,
market gossip, and educational material on, psychology of traders, trading rules,
system trading, money management, secrets of successful traders etc,.

APPROACH - A refreshing approach with features that put it in a different league,
away and much ahead of other me-too newsletters;

A straightforward approach- clear buy or sell strategies with logical targets and stop-
losses. No beating about the bush;

Two-way communication encouraged with the subscribers for better and clear
understanding to build long-term fruitful relationships;

Strictly independent analysis and views without bias since EQUITY STRATEGIST is
not associated with any brokerage house, company, market player or have any other
vested interests.

For further information and subscription inquires kindly contact;

502, Nirmal Tower, Barakhamba Road, New Delhi — 110 001
DV PRASAD - 9810018028
JATINDER SHARMA - 9810265625
Email- equity_strategist@rediffmail.com
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