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NMDC Steel 

Favorable risk-reward 

We look at possible scenarios emerging for NMDC Steel. NMDC Steel was recently 
demerged from NMDC (BUY) at a ratio of 1:1 and trades at Rs 33/share currently. 
Valuation for NMDC Steel (NR) is interesting as a) the Government of India (GoI) is 
divesting its 50.79% stake in NMDC Steel (NR) through competitive bidding, b) GoI will 
transfer its 10% stake to NMDC (BUY), and c) this will trigger an open offer for 26% 
minority stake. 

Background: NMDC Steel is a 3mt steel plant set up by NMDC and has been in the works 
for more than a decade. It is spread over 1930 acres and has the optionality to increase 
capacity to 6mt. According to the management a) major construction work is complete and 
Rs 210bn has already been spent with about Rs 20-25bn remaining to be spent b) the plant 
is expected to commission by April 2023 and production of 1mt is envisaged in the first 
year of operations.  

We believe any potential acquirer would weigh the likely positives such as a) Long-term 
iron ore supply arrangement with NMDC at 135km b) port proximity of 300km and 
negatives such as a) lack of adequate captive power b) limited steel eco-system in the 
catchment area, and c) limited scalability optionality to 6mt based on the current 
configuration. 

News reports indicate that JSW Steel (BUY), AMNS (NR), Jindal Steel & Power (NR) (JSP), 
Essar Steel (NR), and Adani Enterprises (NR) are the shortlisted bidders. 

Analysis of key bidders: 

JSW Steel:  Has aggressive growth plans and has several projects under execution to raise 
its steelmaking capacity from 27mt to 37mt. However, its current net debt levels at Rs 70bn 
constrain its ability to bid beyond reasonable levels. 

AMNS: Made an entry into India through its very aggressive bidding for erstwhile Essar 
Steel’s plant at Hazira, Gujarat. Has outlined plans to increase its India steelmaking capacity 
by 75% to 15mt by 1HCY26. Marginal net debt of USD 2.2bn gives it significant leeway to 
go for aggressive bidding. 

Jindal Steel and Power: Has reduced its net debt from Rs 455bn to Rs 72bn over the last 6 
years through strong cash generation and divestment of non-core assets. It is currently 
expanding its steelmaking capacities at Angul, Odisha to raise its overall capacity to 15mt 
from 9mt by FY25 end. Low leverage makes JSP a serious bidder.  

Essar Steel was forced to exit its India steelmaking business through the bankruptcy code 
proceedings and would make a fresh start. Adani Enterprises would likely be reassessing 
its overall business strategy in the wake of concerns over corporate governance and the 
cancellation of FPO at Adani Enterprises. 

Valuations: We have made several assumptions with respect to currency rates, raw 
material prices, and steel prices and arrived at various scenarios (refer to exhibit 2). We 
believe, the plant would be profitable due to its proximity to raw materials and low 
manpower costs. Also, there is a historic benchmark of USD 1.1bn per 1mt of steelmaking 
capacity, which is the average for the 15mt of steelmaking capacities that changed hands 
during the NCLT auctions during FY17-19. The fact that NMDC would be retaining a 10% 
stake is no hindrance in our view. Vedanta (BUY) acquired Hindustan Zinc (BUY) in FY2002 
and has been able to ramp up capacities by 5x, and GoI continued to retain its 29% stake. 
Hindustan Zinc (BUY) has since delivered 178x (incl. dividend) returns at a CAGR of 28% 
over the last 21 years. 
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Exhibit 1: NMDC Steel 

No of shares (Bn) 2.9  

Shares offered for sale (%) 50.8  

No of shares offered (Bn) 1.5  

Open offer required (Bn) 0.8  

Total shares to be acquired  2.25  

Shareholding post acquisition    

Acquirer  2.25 77% 

NMDC  0.29 10% 

Public  0.39 13% 

Source: Company, Systematix Institutional Research 

Exhibit 2: Proforma Financials - NMDC Steel 

   FY24 FY25 FY26 FY27 FY28 FY29 FY30 

USD:INR  82.0 83.0 84.0 85.0 86.0 87.0 88.0 

Sales volumes (Mt) 1.0 3.0 3.0 3.0 6.0 6.0 6.0 

NSR (USD/t) 650.0 663.0 676.3 689.8 703.6 717.7 732.0 

RM (USD/t) 394.8 396.7 398.6 400.6 402.6 404.7 406.8 

Iron Ore (USD/t) 94.8 96.7 98.6 100.6 102.6 104.7 106.8 

Coking coal (USD/t) 300.0 300.0 300.0 300.0 300.0 300.0 300.0 

Others (USD/t) 150.0 100.0 105.0 110.3 115.8 121.6 127.6 

          

EBITDA/t (USD/t) 105.2 166.3 172.6 178.9 185.2 191.4 197.6 

EBITDA (USD mn) 105.2 498.9 517.8 536.8 1,111.1 1,148.5 1,185.6 

EBITDA (Rs bn) 8.6 41.4 43.5 45.6 95.6 99.9 104.3 

Depreciation (Rs bn) 11.0 11.0 11.0 11.0 20.0 20.0 20.0 

          

Interest (Rs bn) 5.0 2.5 - - 9.0 4.5 - 

          

PBT (Rs bn) (7.4) 27.9 32.5 34.6 66.5 75.4 84.3 

Tax (Rs bn) (1.8) 5.1 8.1 8.7 16.6 18.8 21.1 

PAT (Rs bn) (5.5) 22.8 24.4 26.0 49.9 56.5 63.2 

EPS (Rs)  7.8 8.3 8.9 17.0 19.3 21.6 

CEPS (Rs) 1.9 11.5 12.1 12.6 23.9 26.1 28.4 

BV (Rs) 61.4 72.9 85.0 97.6 121.5 147.6 176.0 

NPV (Rs) 61.76       

Discount rate @ 14%         

NPV after adding terminal value 

Terminal value @ 8X PE  - - - - - - 172.6 

Terminal value (Rs) 68.98       

Total Value (Rs) 130.74       

Implied CAGR at CMP  22%       

Source: Company, Systematix Institutional Research 
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Exhibit 3: Cash flow statement  

(Rs bn) FY24 FY25 FY26 FY27 FY28 FY29 FY30 

Cash from operations 10.5 36.3 35.4 37.0 78.9 81.1 83.3 

Maintenance capex (1.6) (5.0) (5.0) (5.1) (10.3) (10.4) (10.6) 

WC - - - - (30.0) - - 

Cash from investing - - - - (180.6) - - 

Opening cash (50.0) (41.2) (9.9) 20.5 52.3 (89.7) (19.0) 

Change in cash 8.8 31.3 30.3 31.9 (142.0) 70.6 72.7 

closing cash  (41.2) (9.9) 20.5 52.3 (89.7) (19.0) 53.7 

Source: Company, Systematix Institutional Research 

Exhibit 4: Key ratios and financial metrics 

  FY24 FY25 FY26 FY27 FY28 FY29 FY30 

Valuation         

Scenario 1 - EV at Stock price = 30 (Rs bn) 137.9 112.9 87.9 87.9 177.9 132.9 87.9 

EV/EBITDA  16.0 2.7 2.0 1.9 1.9 1.3 0.8 

P/B  0.5 0.4 0.4 0.3 0.2 0.2 0.2 

PE  - 3.9 3.6 3.4 1.8 1.6 1.4 

Scenario 2 - EV at Stock price = 50 (Rs bn) 196.5 171.5 146.5 146.5 236.5 191.5 146.5 

EV/EBITDA  22.8 4.1 3.4 3.2 2.5 1.9 1.4 

P/B  0.8 0.7 0.6 0.5 0.4 0.3 0.3 

PE   - 6.4 6.0 5.6 2.9 2.6 2.3 

Source: Company, Systematix Institutional Research 

Exhibit 5: NMDC Steel Plant 
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DISCLOSURES/APPENDIX 

I. ANALYST CERTIFICATION 

I, Rahul Jain, Shweta Dikshit; hereby certify that (1) views expressed in this research report accurately reflect my/our personal views about any or all of the subject securities or issuers 
referred to in this research report, (2) no part of my/our compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research 
report by Systematix Shares and Stocks (India) Limited (SSSIL) or its group/associate companies, (3) reasonable care is taken to achieve and maintain independence and objectivity in 
making any recommendations.    
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II. ISSUER SPECIFIC REGULATORY DISCLOSURES, unless specifically mentioned in point no. 9 below: 

1. The research analyst(s), SSSIL, associates or relatives do not have any financial interest in the company(ies) covered in this report. 

2.  The research analyst(s), SSSIL, associates or relatives collectively do not hold more than 1% of the securities of the company(ies) covered in this report as of the end of the month 
immediately preceding the distribution of the research report. 

3. The research analyst(s), SSSIL, associates or relatives did not have any other material conflict of interest at the time of publication of this research report. 

4.  The research analyst, SSSIL and its associates have not received compensation for investment banking or merchant banking or brokerage services or any other products or services 
from the company(ies) covered in this report in the past twelve months. 

5.  The research analyst, SSSIL or its associates have not managed or co-managed a private or public offering of securities for the company(ies) covered in this report in the previous 
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6.  SSSIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party in connection with this research 
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8. The research analyst and SSSIL have not been engaged in market making activity for the company(ies) covered in this research report. 
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Particulars 
Yes / 
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10. There is no material disciplinary action taken by any regulatory authority that impacts the equity research analysis activities. 

STOCK RATINGS 

BUY (B): The stock's total return is expected to exceed 15% over the next 12 months. 
HOLD (H): The stock's total return is expected to be within -15% to +15% over the next 12 months. 
SELL (S): The stock's total return is expected to give negative returns of more than 15% over the next 12 months. 
NOT RATED (NR): The analyst has no recommendation on the stock under review. 
 

INDUSTRY VIEWS 

ATTRACTIVE (AT): Fundamentals/valuations of the sector are expected to be attractive over the next 12-18 months. 
NEUTRAL (NL): Fundamentals/valuations of the sector are expected to neither improve nor deteriorate over the next 12-18 months. 
CAUTIOUS (CS): Fundamentals/valuations of the sector are expected to deteriorate over the next 12-18 months. 

III. DISCLAIMER 

The information and opinions contained herein have been compiled or arrived at based on the information obtained in good faith from sources believed to be reliable. Such information 
has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy completeness or correctness.  

This document is for information purposes only. This report is based on information that we consider reliable; we do not represent that it is accurate or complete and one should exercise 
due caution while acting on it.  Description of any company(ies) or its/their securities mentioned herein are not complete and this document is not and should not be construed as an offer 
or solicitation of an offer to buy or sell any securities or other financial instruments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss 
of original capital may occur. All opinions, projections and estimates constitute the judgment of the author as on the date of the report and these, plus any other information contained in 
the report, are subject to change without notice. Prices and availability of financial instruments are also subject to change without notice. This report is intended for distribution to 
institutional investors. 

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity that is a citizen or resident or located in any 
locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject to SSSIL or 
its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently sent or has reached any individual in such country, especially USA, the same 
may be ignored and brought to the attention of the sender. Neither this document nor any copy of it may be taken or transmitted into the United States (to U.S. persons), Canada, or Japan 
or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. Any unauthorized use, duplication, redistribution or 
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