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BSE SENSEX S&P CNX   CMP: INR171 TP: INR220 Buy 27,866 8,322 

Bloomberg NMDC IN 

Equity Shares (m) 3,964.7 

M.Cap. (INR b)/(USD b) 677.4/11.0 

52-Week Range (INR) 196/123 

1, 6, 12 Rel. Per (%) -3/-12/-9 

 

Financials & Valuation (INR Billion) 

 Y/E MAR 2015E 2016E 2017E 

Net Sales 141.7 144.6 158.1 

EBITDA 90.7 88.8 98.4 

Adj PAT 74.5 73.1 78.9 

EPS (INR) 18.8 18.4 19.9 

   Gr. (%) 16.5 -1.8 7.9 

RoE (%) 23.6 21.3 21.4 

RoCE (%) 35.0 31.3 31.4 

P/E (x) 9.1 9.3 8.6 

P/BV (x) 2.1 1.9 1.8 
EV/EBITDA 
( ) 

5.3 5.4 5.0 
 

 In-line; price cut getting delayed on mines closure 
NMDC’s 2QFY15 EBITDA at INR20b (+34% YoY) was in line. Adjusted PAT increased 
24% YoY to INR16.4b. Reported PAT included INR1.1b towards prior period 
provisioning.  
 Sales volumes increased 12% YoY: Lower-than-expected volumes (3% miss) was 

offset by better domestic realization (5% beat), driving in-line revenue. EBITDA/t 
improved by USD9 YoY to USD46, but it was a step lower QoQ. Iron ore production 
grew 11% YoY to 6.6mt, while sales grew 12% YoY to 7.3mt. 

 Low margin exports have turned loss making: NMDC is committed to export 
2.8mtpa to Japan and Korea under an MoU and it earns lower margins due to high 
railway surcharge and export duty. With a fall in iron ore Index to USD79/t and 
increase in royalty from 10% to 15%, NMDC will incur ~USD20/t EBITDA loss. 

 Capex at INR11b in 1HFY15; interim dividend of INR3/share: NMDC has incurred 
INR11b capex during 1H. Interim dividend of INR3/share was announced.  

 October prices rolled forward; expect decline from 4Q: NMDC rolled forward 
prices for October on the back of domestic supply shortage. We expect a price 
correction in 4Q (against 3Q earlier) on lower international iron ore prices and 
gradual resumption of mining activity. 

Price cut getting delayed on mines closure: We raise FY15E EBITDA by 3% on 
postponement of price cut and lower FY16E and FY17E EBITDA by 2% on lower export 
prices. Domestic iron ore pricing has remained firm despite the weakening of prices in 
global trade. We expect NMDC’s pricing (mainly lumps) to come under pressure as 
mines resume operations in Jharkhand and Odisha. Company’s ore is now more 
expensive to steel mills located on the Indian coast. Maintain Buy. 

 

 

Investors are advised to refer through disclosures made at the end of the Research Report. 
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2QFY15 result highlights 
 Iron ore production grew 11% YoY (-16% QoQ) to 6.6mt. Sales volumes grew by 

12% YoY (-15% QoQ) to 7.3mt. QoQ decline was due to seasonal impact of 
monsoons 

 Net domestic realization at INR 4,087/t was ~ INR250/t higher QoQ. The 
increase came despite falling domestic steel prices. Closure of iron ore mines in 
Odisha and Jharkhand added to iron ore shortage in the country. 

 Net sales at INR 31.0b came 25% higher YoY (-11% QoQ) on both higher 
volumes and realization. 

 EBITDA/t at INR 2,759/t was marginally lower QoQ despite the increase in 
realization. Higher personnel expenses and weaker export realization affected 
margins. 

 An exceptional charge of INR 1.1b relating to new pension scheme for 
employee which become effectively retrospectively from Jan 2007.  

 Adjusted PAT increased 24% YoY (-14% QoQ). 
 
Exhibit 1: The pricing of NMDC iron ore lumps is non competitive to coastal steel mills 
  Unit Dolvi Essar Tata RINL 
(a) Landed cost from NMDC USD/wmt 114 101 115 103 
(b) Landed cost of imports USD/wmt 91 91 111 91 
NMDC pricing at premium/(discount) to imports USD/wmt 23 10 4 12 
(a) calculatoins for landed cost from NMDC           
Ex-Mine Price INR/wmt 4600 4600 4600 4600 
add: royalty@15% INR/wmt 690 690 690 690 
add: transportation/port handling INR/wmt 1750 950 1800 1050 
Landed cost at plant INR/wmt 7040 6240 7090 6340 
Landed cost at plant USD/wmt 114 101 115 103 
(b) calculations for landed cost of imports           
Iron ore lumps cfr (IODEX of USD79) USD/dmt 92 92 92 92 
less: mositure (8%) USD/wmt 7 7 7 7 
add: import duty (2.5%) USD/wmt 7 7 7 7 
Landed cost on port USD/wmt 91 91 91 91 
Domestic transportation cost USD/wmt 0 0 20 0 
Landed cost at plant USD/wmt 91 91 111 91 
USD/INR exchange rate = 61.5 

 
61.5 61.5 61.5 61.5 

 
 
Exhibit 2: Quarterly deliveries (mt) 

 
Source: MOSL, Company 

 
 

7.3 6.5 7.3 9.4

8.6

7.3

1Q 2Q 3Q 4Q

FY14 FY15Deliveries grew by 12% YoY 
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Exhibit 3: Realization (INR/t) 

 
Source: MOSL, Company 

 
Exhibit 4: Prices rolled forward for October 

 
Source: Company, MOSL 

 
Exhibit 5: Deliveries estimate 

 
Source: Company, MOSL 

 
Target price Calculations 

   
(INR Million) 

Y/E March 2013 2014 2015E 2016E 2017E 
EBITDA per ton 2,963 2,548 2,663 2,429 2,426 
Volumes (m tons) 26.3 30.5 34.1 36.6 40.6 
 EBITDA 77,838 77,713 90,701 88,791 98,397 
Target EBITDA multiple 

  
6.5 6.5 6.5 

Target EV 
  

589,553 577,142 639,583 
Less: Net Debt (Rs m) -210,258 -186,572 -194,440 -193,765 -188,899 
Add: CWIP 32,808 57,613 79,465 102,194 132,094 
Equity Value 

  
863,459 873,100 960,576 

Target price (INR)     218 220 242 
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Lumps Fines

10.2 11.4 11.4 7.4 8.8 9.0 9.4 9.7 11.1 12.1 14.1

10.4 11.7 10.8
10.7 12.1 12.6 11.7 11.4 12.5 13.5 14.55.7 6.9 6.4
5.7 4.2 5.6 5.3 9.4

10.5 11.0
12.026.3

30.0 28.6
23.8 25.2 27.3 26.4

30.6
34.1 36.6

40.6

FY07 FY08 FY09 FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY17

Kirandul, Chhattisagrh Bacheli, Chhattisagrh Donimalai, Karnataka

Domestic realization was 
higher by INR250/t 

NMDC rolled over prices for 
October on back of 

domestic supply shortage 

We expect deliveries to 
increase to 40.6mt by FY17E 
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NMDC: an investment profile 
Company description 
NMDC is India's largest iron ore producer, with a 
capacity of 36mtpa. It produces ~30-32mtpa 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 INR155b 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 much more resilient, helping to keep 
margins stable. 

 Key investment risks 
 NMDC's Chhattisgarh operations are prone to 

disruption on account of Naxal activities in the 
region. 

 

Recent developments  
 NMDC has rolled over iron ore prices in August. 
 A JV of NMDC with SAIL and RINL have acquired coal 

mining assets from Rio Tinto.  
 
 

Valuation and view 
 Stock is trading at attractive 1.9x FY16 BV (RoE: 

21.4%), an EV of 5.5x FY16 EBITDA. Maintain Buy.  
 
Sector view 
 We expect international iron ore prices to be weak 

due to a slowdown in Chinese steel demand growth 
and increased supply. However, Indian domestic 
iron ore prices are expected to remain firm due to 
supply constraints on closure of illegal mines. We 
believe that iron ore supply is getting tighter in 
India, which will help domestic prices. 

 Iron ore realizations are expected to be resilient 
because the landed cost of domestic iron ore to 
Indian steel producers is at significant discount to 
imports.  

Comparative valuations 
  NMDC Tata Steel SAIL 
P/E (x) FY15E 9.1 12.9 9.2 
 FY16E 9.3 8.9 8.7 

P/BV (x) FY15E 2.1 1.5 0.7 
 FY16E 1.9 1.3 0.7 

EV/Sales (x) FY15E 3.4 0.8 1.2 
 FY16E 3.3 0.8 1.1 

EV/EBITDA (x) FY15E 5.3 6.8 7.6 

 FY16E 5.4 6.2 6.7 

 

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

FY15 18.8 18.0 4.6 

FY16 18.4 18.6 -1.2 

 
Target price and recommendation 
Current  Target   Upside Reco. 
Price (INR) Price (INR)  (%) 

     171 220 28.7 Buy 

 

Shareholding pattern (%) 
 Sep-14 Jun-14 Sep-13 

Promoter 80.0 80.0 80.0 

DII 10.6 10.2 10.7 

FII 6.8 7.0 5.3 

Others 2.6 2.8 4.0 

Note: FII Includes depository receipts 

Stock performance (1-year) 
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Financials and valuations 
 
Income statement                                                        (INR Billion) 
 Y/E Mar 2014 2015E 2016E 2017E 
Net Sales  120.6 141.7 144.6 158.1 
     Change (%) 12.6 17.5 2.0 9.3 
EBITDA 77.7 90.7 88.8 98.4 
     EBITDA Margin (%) 64.4 64.0 61.4 62.2 
Depreciation 1.5 1.7 1.8 2.0 
EBIT 76.2 89.0 87.0 96.4 
Interest 0.0 0.0 0.0 0.0 
Other Income 20.9 21.6 20.5 19.6 
Extraordinary items 0.5 0.0 0.0 0.0 
PBT 97.6 110.6 107.5 116.0 
Tax 33.4 36.1 34.4 37.1 
     Tax Rate (%) 34.2 32.7 32.0 32.0 
Reported PAT 64.2 74.5 73.1 78.9 
Adjusted PAT 63.9 74.5 73.1 78.9 
     Change (%) -3.6 16.5 -1.8 7.9 
                          
                          

 
Balance sheet                             (INR Billion) 
 Y/E Mar 2014 2015E 2016E 2017E 
Share Capital 4.0 4.0 4.0 4.0 
Reserves 295.9 326.3 350.7 378.5 
Net Worth 299.9 330.3 354.7 382.5 
Debt 0.0 0.0 0.0 0.0 
Deferred Tax 1.1 1.1 1.1 1.1 
Total Capital Employed 301.0 331.4 355.8 383.6 
Gross Fixed Assets 28.5 32.5 36.5 40.5 
Less: Acc Depreciation 14.9 16.5 18.4 20.4 
Net Fixed Assets 13.6 16.0 18.1 20.1 
Capital WIP 57.6 79.5 102.2 132.1 
Investments 2.5 2.5 2.5 2.5 
Current Assets 241.0 245.9 245.5 242.4 
     Inventory 6.8 4.7 4.8 5.2 
     Debtors 14.5 13.6 13.9 15.2 
     Cash & Bank 186.6 194.4 193.8 188.9 
     Loans & Adv, Others 33.2 33.2 33.2 33.2 
Curr Liabs & Provns 13.8 12.4 12.6 13.6 
     Curr. Liabilities 11.1 9.7 9.9 10.8 
     Provisions 2.7 2.7 2.7 2.7 
Net Current  Assets 227.2 233.4 232.9 228.9 
Total Assets 301.0 331.4 355.8 383.6 

 E: MOSL Estimates 

 

Ratios  
  Y/E Mar 2014 2015E 2016E 2017E 
Basic (INR)                         
EPS 16.1 18.8 18.4 19.9 
Cash EPS 16.6 19.2 18.9 20.4 
Book Value 75.6 83.3 89.5 96.5 
DPS 8.5 9.5 10.5 11.0 
Payout (incl. Div. Tax.) 61.4 59.2 66.6 64.7 
Valuation(x)                         
P/E 10.6 9.1 9.3 8.6 
Cash P/E 10.3 8.9 9.0 8.4 
Price / Book Value 2.3 2.1 1.9 1.8 
EV/Sales 4.1 3.4 3.3 3.1 
EV/EBITDA 6.3 5.3 5.4 5.0 
Dividend Yield (%) 5.0 5.6 6.1 6.4 
Profitability Ratios (%)                         
RoE 22.2 23.6 21.3 21.4 
RoCE 33.7 35.0 31.3 31.4 
Turnover Ratios (%)                         
Asset Turnover (x) 0.4 0.4 0.4 0.4 
Debtors (No. of Days) 43.8 35.0 35.0 35.0 
Inventory (No. of Days) 20.6 12.0 12.0 12.0 
Debtors (No. of Days) 43.8 35.0 35.0 35.0 
Leverage Ratios (%)                         
Net Debt/Equity (x) -0.6 -0.6 -0.5 -0.5 

 
Cash flow statement                                                   (INR Billion) 
 Y/E Mar 2014 2015E 2016E 2017E 
OP/(Loss) before Tax 97.6 110.6 107.5 116.0 
Depreciation 1.5 1.7 1.8 2.0 
Others -20.9 -21.6 -20.5 -19.6 
Interest 0.0 0.0 0.0 0.0 
Direct Taxes Paid -33.4 -36.1 -34.4 -37.1 
(Inc)/Dec in Wkg Cap -22.7 1.7 -0.2 -0.8 
CF from Op. Activity 22.1 56.2 54.2 60.5 
(Inc)/Dec in FA & CWIP -27.3 -25.9 -26.7 -33.9 
(Pur)/Sale of Invt 0.0 0.0 0.0 0.0 
Others 0.0 0.0 0.0 0.0 
CF from Inv. Activity -27.3 -25.9 -26.7 -33.9 
Inc / (Dec) in Debt 0.0 0.0 0.0 0.0 
Interest Paid 0.0 0.0 0.0 0.0 
Divd Paid (incl Tax) -39.4 -44.1 -48.7 -51.0 
Other Income 20.9 21.6 20.5 19.6 
CF from Fin. Activity -18.5 -22.5 -28.2 -31.4 
Inc/(Dec) in Cash -23.7 7.9 -0.7 -4.9 
Add: Opening Balance 210.3 186.6 194.4 193.8 
Closing Balance 186.6 194.4 193.8 188.9 
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