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China Steel reported its 321 net profit rose 26% QoQ,despite lower steel shipments at both CSC-alone and
DSC (BFBOF).China Steel (CSC) reported its 9M21 net profit at NT$44.5bn, achieving 67%/76%of our and
consensus full-year estimates. For 3Q21 alone, China Steel's net profitcame in at NT$19.8bn, up 26% QoQ,
despite lower steel shipments. 3Q21shipments from CSC alone dropped 4% QoQ, mainly on some temporary
shipment restrictions. In addition, the 3Q21 bottom line was helped by effectiveexpense controls, and higher
investment income from CSC's indirect investmentsin the iron ore mining business.Results Highlights :
Revenue by segment : 1) Steel product: Despite lower shipments, revenue fromsteel products edged up 8%
QoQ to NT$102.3bn in 3Q21, thanks to continuousprice hikes; 2) Non-steel materials: 3Q21 revenue
improved 12% QoQ toNT$10.9bn; 3) Others: 3Q21 revenue increased 15% QoQ to NT$12.4bn.Steel sales
volume : In 3Q21 alone, steel shipment volume at CSC-alone came inat 2.3mnt, down 4% QoQ, mainly due to
some temporary shipment restrictions. Inaddition, we estimate steel shipments at Dragon Steel (BF-BOF) to
record a 8%QoQ decline during the quarter.Gross profit : Gross profit in 3Q21 further improved by 16% QoQ
to NT$28.6bn,with GPM inching up by 2ppt to 23%.Looking ahead, we expect CSC's steel margins to remain
elevated in the comingquarters, mainly considering: 1) ASP. Based on CSC's monthly and quarterlypricing
adjustment announcements, we expect 4Q21 ASP (for Taiwan sales,accounting for ? of 2020's total sales) to
increase by 1.3% QoQ, if no furtherprice changes are made to the pricing for Dec. 2021. And 2) raw material
prices.Production cost will likely drop, after further draw-down of high-priced rawmaterial inventory (iron ore
and coking coal). In the longer run, we see ChinaSteel benefitting from declining steel exports from mainland
China, and thusbetter regional market dynamics.
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