Thursday, July 25, 2019 | special comment
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Recommendation: accumulate | target price: PLN 50.02 | current price: PLN 41.50
JSW PW; JSW.WA | Mining, Poland
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1. Most of the risks signaled in June did not
materialize:
▪ Workers did not go on strike in defense of axed CEO Daniel
Ozon.
▪ Performance bonuses for 2018 in the end came up to PLN
165m, less than the PLN 200m anticipated by us and well
below the PLN +300m forecast by some analysts.
▪ What is more, the top executives in charge of critical
business areas, investment and production, have stayed
on.
▪ And the new Management Board has no plans for major
changes in the current business strategy.
2. JSW had PLN 3,049m of net cash (PLN 26/share) on
hand as of 31 March.
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4. The share of coking coal in total output increased
for the second quarter straight in Q2, resulting in higher
revenues per tonne, continuing into H2, when production will
be measured visa-à-vis a low year-ago comparable base.
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5. Despite weaker demand from the steel industry observed
in Q2, JSW's coking coal and coke inventories are
holding at moderate levels. On the other hand the thermal
coal stockpile increased markedly in the second quarter.
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3. The number of mined areas during Q2 was the
lowest so far this year. With a new area set to be opened
for mining this quarter, the number of longwall panels will
increase to 24 in Q3 and 27.3 in Q4. This indicates an
increasing coal output, with production possibly rising to
3.6mmt in Q3 (+7% y/y) and 4.1mmt in Q4 (+10% y/
y), a major shift after a period of falling volumes.
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6. Global steel production has slowed, but so far it has
increased in each month of 2019. Arcelor Mittal is
anticipating a rebound in the European steel industry in
2019. Last week it reported the first price hike for sheet steel
in the US.
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8. Thermal coal prices have been on the rise for
several weeks.
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7. Prices of high-grade coking coal in overseas markets
are down to about $180/t compared to China where
they still hold above $200/t. Due to high costs to local
steelmakers, Chinese coke producers have had to cut prices
to the lowest levels per tonne since November 2017,
resulting in equally tight coking margins. Prices of coking
coal may be poised for a rebound in H2 in line with
recovering momentum in steelmaking, supported by an
expected drop in costs of iron ore.
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9. JSW's old Management Board was pushing for the
Company to acquire the Jan Karski and Dembieńsko
mines, but the new Board does not seem as keen to spend
the money.

List of abbreviations and ratios contained in the report:
EV – net debt + market value (EV – economic value)
EBIT – Earnings Before Interest and Taxes
EBITDA – EBIT + Depreciation and Amortisation
PBA – Profit on Banking Activity
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
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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 susceptibility 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
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