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JSW: hold (upgraded)

JSW PW; JSW.WA | Coal Mining, Poland
2019 Slowdown Priced In After Correction

Prices of metallurgical coal are up at over $200/t after rising from
about $190/t in the course of the last few weeks due to tighter
supply from Australia where heavy rainfall had caused rail
disruptions. This gives a more upbeat view on the coal market,
underpinned by a rebound in China's steel PMI over 50 points in
January. Nevertheless the growth potential of met coal prices is
curbed by low margins earned by BOF steel producers in China,
where the steel stockpile is seen to be rising. Against this backdrop,
JSW shares have posted a correction over recent weeks, and at the
current level all the earnings risks expected in FY2019 seem largely
priced in, with downside risk reined in by yesterday's statement
from Deputy Energy Minister denying any knowledge of JSW's equity
-raising plans after statements to the contrary made by the
Company's CEO in an interview on Monday. JSW is scheduled to
release its FY2018 earnings report on March 21st, and if this is
accompanied by a dividend declaration the potential payout at the
current share price level could make for a very handsome dividend
yield. We uphold our PLN 60.68 target price for JSW, but we upgrade
the Coal Miner from reduce to hold after the recent price declines.

CEO on Capital-Raising Plans

In Monday's interview for Parkiet TV, CEO Daniel Ozon said JSW was
working to increase production this year (we expect a 3% rise in output), as
well as aiming for a higher, 70% share of coking coal in the production mix
(we think 67% is a more realistic goal). Capital expenditures in 2019 are
tentatively budgeted at PLN 1.4bn. Mr. Ozon also said the Management
Board were currently weighing paying one-off performance bonuses to JSW's
employees (we expect PLN 200m) against raising their base salaries, with
the CEO leaning toward the first option. In the part of the interview that
most agitated investors, Mr. Ozon talked about JSW contemplating a share
issue which could raise about PLN 0.5-1.0 billion toward future growth, but
done in such as way as not to take away controlling interest from the
Treasury. The statement was followed a day later by a stunned response
from the Deputy Energy Minister saying it was the first time he was hearing
of JSW's equity-raising plans.

Large Cash Pile Means No Capital Raise Necessary

We estimate that JSW ended 2018 with a net cash position worth close to
PLN 26 per share, and PLN 3.8 billion in total, which is more than enough to
fund all the capital projects the Company has lined up for the next two years
without the need to raise equity.

Improving Momentum In China

New orders at Chinese steel mills improved dramatically in January, with the
corresponding PMI sub-index up to 53pts from 40pts in December and 35pts
in November. Steel demand can be expected to continue growing after China
improved access to credit to help further local infrastructure projects. Higher
steel demand implies higher demand for metallurgical coal.

(PLN m) 2016 2017 2018E 2019E 2020E
Revenue 6,731.3 8,877.2 9,664.2 8,971.5 8,688.2
EBITDA (adj.) 1,054.5  3,508.8  3,211.4  1,766.6  1,465.5

EBITDA margin 15.7% 39.5% 33.2% 19.7% 16.9%
EBIT (adj.) 2157 2,684.1  2,471.0 885.1 419.2
Net profit (adj.) -2.1 2,188.7 1,996.5 719.7 338.1
P/E (adj.) - 3.2 3.5 9.8 20.8
P/CE 8.3 2.1 2.3 4.4 5.1
P/B 1.8 1.1 0.8 0.8 0.8
EV/EBITDA (adj.) 7.2 1.6 1.3 2.8 3.8
DPS 0.0 0.0 0.0 5.9 2.5
Dividend Yield 0.0% 0.0% 0.0% 9.9% 4.1%
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Current Price PLN 59.96
Target Prie PLN 60.68
MCap PLN 7.0bn
Free Float PLN 3.2bn
ADTV (3M) PLN 29.6m
Ownership

State Treasury of Poland 55.17%
Others 45.83%

Business Profile

JSW is the largest coking coal producer in the
European Union with 2017 production at 10.8 million
tonnes, equivalent to 18-22% of the total EU
demand. The Company also extracts more than 4
million tonnes of thermal coal, and produces 3.5
million tonnes of coke per year. JSW derives about
50% of its revenues from sales in Poland, with 38%
generated in other EU countries and 7% coming
from India. Its mines are located in southern Poland,
near the border with the Czech Republic. JSW's
coking plant "Przyjazn" is the largest non-vertically
integrated facility of this type in the EU.
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Forecast Update 2018E 2019E 2020E
EBITDA (adj.) 0.0% 0.0% 0.0%
Net profit (adj.) 0.0% 0.0% 0.0%
Coking coal (US$/t) 0.0% 0.0% 0.0%
Thermal coal (PLN/t) 0.0% 0.0% 0.0%
Coke (US$/t) 0.0% 0.0% 0.0%
Coal production (kt) 0.0% 0.0% 0.0%
Coking coal prod. (kt) 0.0% 0.0% 0.0%
Coke production (kt) 0.0% 0.0% 0.0%
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List of abbreviations and ratios contained in the report:

EV - net debt + market value

EBIT - Earnings Before Interest and Taxes

EBITDA - EBIT + Depreciation and Amortisation

P/CE - price to earnings with amortisation

MC/S - market capitalisation to sales

EBIT/EV - operating profit to economic value

P/E - (Price/Earnings) - price divided by annual net profit per share
ROE - (Return on Equity) - annual net profit divided by average equity
P/BV - (Price/Book Value) - price divided by book value per share
Net debt - credits + debt papers + interest bearing loans - cash and cash equivalents
EBITDA margin - EBITDA/Sales

OVERWEIGHT (OW) - a rating which indicates that we expect a stock to outperform the broad market
NEUTRAL (N) - a rating which indicates that we expect the stock to perform in line with the broad market
UNDERWEIGHT (UW) - a rating which indicates that we expect the stock to underperform the broad market

Recommendations of Dom Maklerski mBanku:

A recommendation is valid for a period of 6-9 months, unless a subsequent recommendation is issued within this period. Expected returns from individual recommendations are as
follows:

BUY - we expect that the rate of return from an investment will be at least 15%

ACCUMULATE - we expect that the rate of return from an investment will range from 5% to 15%

HOLD - we expect that the rate of return from an investment will range from -5% to +5%

REDUCE - we expect that the rate of return from an investment will range from -5% to -15%

SELL - we expect that an investment will bear a loss greater than 15%

Recommendations are updated at least once every nine months.

mBank S.A. with its registered office in Warsaw at Senatorska 18 renders brokerage services in the form of derived organisational unit - Brokerage Office which uses name Dom Makler-
ski mBanku.

This document has been created and published by Dom Maklerski mBanku. The present report expresses the knowledge as well as opinions of the authors on day the report was pre-
pared. The opinions and estimates contained herein constitute our best judgment at this date and time, and are subject to change without notice. The present report was prepared with
due care and attention, observing principles of methodological correctness and objectivity, on the basis of sources available to the public, which Dom Maklerski mBanku S.A. considers
reliable, including information published by issuers, shares of which are subject to recommendations. However, Dom Maklerski mBanku S.A., in no case, guarantees the accuracy and
completeness of the report, in particular should sources on the basis of which the report was prepared prove to be inaccurate, incomplete or not fully consistent with the facts. mBank
S.A. bears no responsibility for investment decisions taken on the basis of the present report or for any damages incurred as a result of investment decisions taken on the basis of the
present report.

This document does not constitute an offer or invitation to subscribe for or purchase any financial instruments and neither this document nor anything contained herein shall form the
basis of any contract or commitment whatsoever. It is being furnished to you solely for your information and may not be reproduced or redistributed to any other person. This document
nor any copy hereof is not to be distributed directly or indirectly in the United States, Australia, Canada or Japan.

Recommendations are based on essential data from the entire history of a company being the subject of a recommendation, with particular emphasis on the period since the previous
recommendation. Investing in shares is connected with a number of risks including, but not limited to, the macroeconomic situation of the country, changes in legal regulations as well
as changes on commodity markets. Full elimination of these risks is virtually impossible.

It is possible that mBank S.A. in its brokerage activity renders, will render or in the past has rendered services for companies and other entities mentioned in the present report.

mBank S.A. does not rule out offering brokerage services to an issuer of securities being the subject of a recommendation. Information concerning a conflict of interest arising in con-
nection with issuing a recommendation (should such a conflict exist) is located below.

The present report was not transferred to the issuer prior to its publication.

The production of this recommendation was completed on February 20, 2019, 8:40 AM.
This recommendation was first disseminated on February 20, 2019, 8:40 AM.

mBank S.A., its shareholders and employees may hold long or short positions in the issuer's shares or other financial instruments related to the issuer's shares.

Copying or publishing the present report, in full or in part, or disseminating in any way information contained in the present report requires the prior written consent of mBank S.A.
Recommendations are addressed to all Clients of Dom Maklerski mBanku.

The activity of mBank S.A. is subject to the supervision of the Polish Financial Supervision Commission.

Individuals who did not participate in the preparation of recommendations, but had or could have had access to recommendations prior to their publication, are employees of Dom
Maklerski mBanku authorised to access the premises in which recommendations are prepared and/or individuals having to access to recommendations based on their corporate roles,
other than the analysts mentioned as the authors of the present recommendations.

This publication constitutes investment research within the meaning of Art. 36.1 of Commission Delegated Regulation (EU) 2017/565.

The compensation of the research analysts responsible for preparing investment research is determined independently of and without regard to the compensation of or revenue generat-
ed by any other employee of the Bank, including but not limited to any employee whose business interests may reasonably be considered to conflict with the interests of the persons to
whom the investment research prepared by the Research Department of Dom Maklerski mBanku is disseminated. With that being said, since one of the factors taken into consideration
when determining the compensation of research analysts is the degree of fulfillment of annual financial targets by customer service functions, there is a risk that the adequacy of com-
pensation offered to persons preparing investment research will be questioned by a competent oversight body.

Strong and weak points of valuation methods used in recommendations:

DCF - acknowledged as the most methodologically correct method of valuation; it consists in discounting financial flows generated by a company; its weak point is the significant sus-
ceptibility to a change of forecast assumptions in the model.

Relative - based on a comparison of valuation multipliers of companies from a given sector; simple in construction, reflects the current state of the market better than DCF; weak
points include substantial variability (fluctuations together with market indices) as well as difficulty in the selection of the group of comparable companies.

Economic profits - discounting of future economic profits; the weak point is high sensitivity to changes in the assumptions made in the valuation model.

Discounted Dividends (DDM) - discounting of future dividends; the weak point is high sensitivity to changes in the assumptions as to future dividends made in the valuation model.
NAV - valuation based on equity value, one of the most frequently used method in case of developing companies; the weak point of the method is that it does not factor in future
changes in revenue/profits of a company.

mBank issued the following recommendation for JSW in the 12 months prior to this publication:

recommendation reduce reduce sell buy buy buy buy buy buy buy

issued on 2019-02-04 2018-12-05 2018-11-26 2018-09-03 2018-08-02 2018-07-04 2018-06-06 2018-05-09 2018-04-06 2018-03-05
target price (PLN) 60.68 59.14 59.14 98.00 108.69 107.00 115.23 109.12 108.14 120.71
price on rating date 68.30 71.20 72.56 77.00 79.50 77.50 86.66 79.32 86.78 92.80
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