
 

 

Steel Authority of India 
Earnings disappoint; outlook remains sluggish
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Prabhudas Lilladher Pvt. Ltd. and/or its associates (the 'Firm') does and/or seeks to do business with companies covered in its research reports. As a result investors should be aware that 
the Firm may have a conflict of interest that could affect the objectivity of the report. Investors should consider this report as only a single factor in making their investment decision. 
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Rating Reduce 

Price Rs109 

Target Price Rs108 

Implied Upside  -.9% 

Sensex  17,482 

(Prices as on November 03, 2011) 

Trading data 

Market Cap. (Rs bn) 450.8 

Shares o/s (m) 4,130.4 

3M Avg. Daily value (Rs m) 408.1 

 

Major shareholders 

Promoters  85.82% 

Foreign  4.00% 

Domestic Inst. 7.51% 

Public & Other  2.67% 

 

Stock Performance 

(%)  1M  6M  12M 

Absolute 8.7 (30.2) (43.6) 

Relative  0.5 (24.5) (29.0) 

 

Price Performance (RIC: SAIL.BO, BB: SAIL IN) 

 
Source: Bloomberg 
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Steel Authority of India (SAIL) reported results below our expectation on account of 
lower-than-expected realisations and higher power and fuel (P&F) cost. We maintain 
our ‘Reduce’ rating on the stock, primarily on the back of expensive valuations, 
project execution risk and weak return profile. 

 Earnings below expectation, marred by  lower realisations and higher P&F cost: 
Owing to weaker-than-expected blended realisations (Rs38,565 v/s PLe: Rs39,413) 
per tonne and in-line volumes (2.8m tonnes), SAIL reported flat revenue QoQ (up 
2%) at Rs108bn against our expectation of 2% QoQ (4% YoY) growth. However, 
pure steel realisations were in line with our expectation at Rs36,200. Hit by lower-
than-expected realisations and higher P&F cost (Rs2,015 v/s PLe: Rs1,800 per 
tonne), EBITDA per tonne stood below our expectation at Rs4,214 (PLe: Rs5,277) 
with fall of 9% YoY (4% QoQ). Hence, EBITDA fell short of our expectation at 
Rs11.8bn (PLe: Rs14.8bn), down 15% YoY and 2% QoQ. Adjusted for forex 
translation of Rs5.1bn, PAT fell by 20% YoY (1% QoQ) to Rs8.4bn (PLe: Rs9.9bn) 

 EPS  revised  downwards  by  9%/6%  for  FY12/FY13: We revised our EBITDA 
estimates downwards for FY12 and FY13 by 13% and 8%, respectively, to account 
for higher P&F cost, stores and spares and royalty cost. However, EPS stands 
downgraded by lower proportion at 9% and 6% for FY12 and FY13, respectively, 
due to higher yields on investments and elevated cash levels associated with 
reduced capex.  

 Outlook  and Valuation:  Stock continued to languish on account of highly cost-
inefficient operations and persistent delays in execution of expansion plans. Even 
after sharp correction in stock price, stock continues to trade at a significant 
premium to its peers despite poor operational performance. We maintain 
‘Reduce’, with price target of Rs108, P/BV of 1x FY13E. 

  

 
  

Key financials (Y/e March)    2010 2011  2012E 2013E

Revenues (Rs m) 405,514 427,202 457,102 485,654

     Growth (%)  (6.0) 5.3  7.0 6.2

EBITDA (Rs m) 90,799 69,751 54,724 71,117

PAT (Rs m) 67,312 48,813 36,865 39,407

EPS (Rs) 16.3 11.8 8.9 9.5

     Growth (%)  3.6 (27.5)  (24.5) 6.9

Net DPS (Rs) 3.3 2.4 1.7 1.9

Source: Company Data; PL Research 

 
Profitability & Valuation    2010 2011  2012E 2013E

EBITDA margin (%)  22.4 16.3  12.0 14.6

RoE (%)  22.0 13.9  9.6 9.5

RoCE (%)  16.4 9.7  6.8 6.7

EV / sales (x) 1.0 1.1 1.2 1.3

EV / EBITDA (x) 4.3 6.8 10.1 8.9

PE (x) 6.7 9.2 12.2 11.4

P / BV (x) 1.4 1.2 1.1 1.0

Net dividend yield (%)  3.0 2.2  1.5 1.7

Source: Company Data; PL Research 



  

  
November 03, 2011 2

Steel Authority of India

Exhibit 1: Q2FY12 Result Overview (Rs m) 

Y/e March   Q2FY12 Q2FY11 YoY gr. (%) Q1FY11 H1FY12  H1FY11 YoY gr. (%)

Net Sales   108,367   106,029   2.2   108,109   216,476   196,323   10.3 

Raw Material  51,556  51,671  (0.2)  49,499  101,055  81,917  23.4 

  % of Net Sales  47.6 48.7 45.8 46.7  41.7

Staff Costs  19,808  17,004  16.5   22,512  42,320  37,121  14.0 

  % of Net Sales  18.3 16.0 20.8 19.5  18.9

Power & Fuel  11,237  8,766  28.2   10,171  21,408  17,550  22.0 

  % of Net Sales  10.4 8.3 9.4 9.9  8.9

Stores and spares  6,521  6,076  7.3   6,178  12,699  11,810  7.5 

  % of Net Sales  6.0 5.7 5.7 5.9  6.0

Other Expenses  9,579  10,083  (5.0)  10,306  19,885  19,073  4.3 

  % of Net Sales  8.8 9.5 9.5 9.2  9.7

Less: Finished goods internally consumed  2,176  1,548  40.6   2,636  4,812  3,452  39.4 

  % of Net Sales  2.0 1.5 2.4 2.2  1.8

Total Expenditure  96,525  92,052  4.9   96,029  192,554  164,019  17.4 

EBITDA   11,842   13,977   (15.3)  12,080   23,922   32,304   (25.9)

  Margin (%)  10.9 13.2 11.2 11.1  16.5

Depreciation  3,938  3,688  6.8   3,742  7,679  7,193  6.8 

Other income  6,332  5,787  9.4   5,781  12,113  10,688  13.3 

EBIT   14,236   16,076   (11.4)  14,119   28,356   35,799   (20.8)

Interest  2,000  1,090  83.4   1,710  3,710  2,387  55.4 

PBT   12,236   14,985   (18.3)  12,410   24,646   33,412   (26.2)

Extraordinary income/(expense)   (5,087)  1,525  (117)  (5,204)  587 

PBT (After EO)   7,149   16,510   (56.7)  12,293   19,442   33,999   (42.8)

Tax  2,203  5,023  (56.2)  3,913  6,115  10,746  (43.1)

  % PBT  30.8 30.4 31.8 31.5  31.6

Reported PAT   4,946   11,487   (56.9)  8,381   13,327   23,254   (42.7)

Adjusted PAT   8,383   10,469   (19.9)  8,459   16,842   22,862   (26.3)

Source: Company Data, PL Research 

Exhibit 2: Operating Metrics 

Y/e March   Q2FY12 Q2FY11 YoY gr. (%) Q1FY11 H1FY12  H1FY11 YoY gr. (%)

Sales Volume (m Tonnes) 2.8  3.0  (7.3)  2.8  5.6  5.4  3.9 

Realisation per tonne 38565  34,993  10.2   39,313  38,935  36,696  6.1 

EBITDA per tonne  4,214  4,613  (8.6)  4,393  4,303  6,038  (28.7)

Source: Company Data, PL Research 
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Highlights of the Company earnings presentation 

 Working capital rose by 20% YoY or Rs46bn to Rs274bn at the end of Q2FY12. 
Working capital is up by 3% over the FY11 end figure of Rs266bn. 

 Borrowings increased by 75% YoY to Rs235bn at the end of Q2FY12. While, 
compared to FY11 end, borrowing is up by 17%. 

 Cash levels went up marginally by 8% YoY to Rs151bn at the end of Q2FY12. 
However, it is down by 12% from FY11 end level of Rs171bn.  

 Net debt grew by 77% to Rs84bn from the level of Rs30bn at the end of FY11. 
Company had net cash of Rs6bn at end of Q2FY11. 

 Company spent Rs27.4bn in the quarter, higher by 37% QoQ and 9% YoY. While 
for the half, company’s spending reduced by 11% to Rs47.4bn. 

 Company reduced its capex guidance for FY12 by 12% to Rs126bn and guided 
for spending of Rs145bn in FY13. 

EPS revised downwards by 9%/6%  for FY12/FY13 

We revised our EBITDA estimates for FY12 and FY13 by 13% and 8%, respectively, to 
account for higher P&F cost, stores and spares and royalty cost. However, EPS stands 
downgraded by lower proportion at 9% and 6% for FY12 and FY13, respectively, due 
to higher yields on investments and elevated cash levels associated with reduced 
capex.  

Exhibit 3: Change in estimates 

 
FY12  FY13 

Earlier Post revision % change  Earlier  Post revision % change

Revenue (Rs m)  456,738         457,102           0.1  486,575         485,654          (0.2)

Volumes (m tonnes)       12.0              11.8          (1.9)       12.7              12.7          (0.0)

Realisation / Tonne    37,932           38,707           2.0    38,293           38,226          (0.2)

Total Cost per tonne    32,706           34,073           4.2    32,191           32,628           1.4 

EBITDA per tonne      5,226            4,634        (11.3)      6,102            5,598          (8.3)

EBITDA (Rs m)    62,928           54,724        (13.0)    77,540           71,117          (8.3)

PAT (Rs m)    40,398           36,865          (8.7)    42,100           39,407          (6.4)

EPS (Rs)         9.8                8.9          (8.7)       10.2                9.5          (6.4)

Source: PL Research 
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Income Statement (Rs m)           
Y/e March   2010  2011  2012E 2013E
Net Revenue  405,514  427,202  457,102 485,654

Raw Material Expenses 185,040 189,094 237,270 233,678

Gross Profit 220,474 238,108 219,832 251,976

Employee Cost 54,168 76,274 83,094 88,911

Other Expenses 75,507 92,083 82,014 91,948

EBITDA  90,799  69,751  54,724 71,117

Depr. & Amortization 13,372 14,843 15,965 21,297

Net Interest 4,020 4,725 8,094 12,906

Other Income 27,451 20,350 23,152 20,614

Profit before Tax  100,857  70,534  53,817 57,528

Total Tax 33,777 22,758 16,952 18,121

Profit after Tax  67,080  47,776  36,865 39,407

Ex-Od items / Min. Int. (232) (1,037) — —

Adj. PAT  67,312  48,813  36,865 39,407

Avg. Shares O/S (m)  4,130.4  4,130.4  4,130.4 4,130.4

EPS (Rs.)  16.3  11.8  8.9 9.5
 

Cash Flow Abstract (Rs m)    
Y/e March     2010  2011  2012E 2013E
C/F from Operations 48,005 21,560 52,550 64,015

C/F from Investing (80,212) (89,333) (108,793) (126,599)

C/F from Financing 73,903 18,170 44,590 48,508

Inc. / Dec. in Cash 41,697 (49,602) (11,652) (14,077)

Opening Cash 182,285 224,029 174,431 162,779

Closing Cash 224,029 174,431 162,779 148,703

FCFF 49,924 (1,868) 36,420 (173,739)

FCFE 139,649 34,675 98,920 (103,739)

 
 
 

Key Financial Metrics 
Y/e March             2010  2011  2012E 2013E
Growth     
Revenue (%) (6.0) 5.3 7.0 6.2

EBITDA (%) 4.0 (23.2) (21.5) 30.0

PAT (%) 3.6 (27.5) (24.5) 6.9

EPS (%) 3.6 (27.5) (24.5) 6.9

Profitability     
EBITDA Margin (%) 22.4 16.3 12.0 14.6

PAT Margin (%) 16.6 11.4 8.1 8.1

RoCE (%) 16.4 9.7 6.8 6.7

RoE (%) 22.0 13.9 9.6 9.5

Balance Sheet     
Net Debt : Equity (0.2) 0.1 0.3 0.4

Net Wrkng Cap. (days) (6) 32 21 17

Valuation     
PER (x) 6.7 9.2 12.2 11.4

P / B (x) 1.4 1.2 1.1 1.0

EV / EBITDA (x) 4.3 6.8 10.1 8.9

EV / Sales (x) 1.0 1.1 1.2 1.3

Earnings Quality     
Eff. Tax Rate 33.5 32.3 31.5 31.5

Other Inc / PBT 27.4 29.9 43.0 35.8

Eff. Depr. Rate (%) 3.8 3.9 3.9 3.3
FCFE / PAT 207.5 71.0 268.3 (263.3)
Source: Company Data, PL Research. 

 
  

Balance Sheet Abstract (Rs m)   
Y/e March      2010  2011  2012E 2013E
Shareholder's Funds 333,167 370,695 399,449 429,792

Total Debt 165,113 201,655 264,155 334,155

Other Liabilities 14,149 14,911 15,449 17,175

Total Liabilities  512,429  587,260  679,053 781,122

Net Fixed Assets 286,414 373,085 482,120 600,822

Goodwill — — — —

Investments 6,688 6,841 6,841 6,841

Net Current Assets 220,056 207,334 190,092 173,458

     Cash & Equivalents  224,364  174,789  163,136 149,060

     Other Current Assets  167,178  206,115  208,134 205,036

     Current Liabilities  171,485  173,570  181,178 180,638

Other Assets — — — —

Total Assets  513,159  587,260  679,053 781,122

 
 
 
 

Quarterly Financials (Rs m)     
Y/e March      Q3FY11  Q4FY11  Q1FY12 Q2FY12
Net Revenue  111,432  119,447  108,109 108,367

EBITDA  16,261  21,187  12,080 11,842

% of revenue  14.6  17.7  11.2 10.9

Depr. & Amortization 3,793 3,856 3,742 3,938

Net Interest 592 1,746 1,710 2,000

Other Income 4,407 6,292 5,781 6,332

Profit before Tax  16,282  21,877  12,293 7,149

Total Tax 5,207 6,805 3,913 2,203

Profit after Tax  11,075  15,071  8,497 10,034

Adj. PAT  11,075  15,071  8,614 15,121
 

Key Operating Metrics 
Y/e March       2010  2011  2012E 2013E
Sales Vol. (mt) 12 12 12 13

Real./Tonne (Rs) 31,630 34,504 37,368 36,857

EBITDA/Tonne (Rs) 7,374 5,767 4,634 5,598

Cost/Tonne of Iron Ore  (Rs) 794 1,013 1,115 1,137

Cost/Tonne of coking coal 8,786 11,021 13,120 11,661
Source: Company Data, PL Research. 
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PL’s Recommendation Nomenclature     

BUY   :  Over 15% Outperformance to Sensex over 12-months Accumulate  : Outperformance to Sensex over 12-months 

Reduce  : Underperformance to Sensex over 12-months Sell  : Over 15% underperformance to Sensex over 12-months 

Trading Buy  : Over 10% absolute upside in 1-month Trading Sell  : Over 10% absolute decline in 1-month 

Not Rated (NR)  : No specific call on the stock Under Review (UR)  : Rating likely to change shortly 

This document has been prepared by the Research Division of Prabhudas Lilladher Pvt. Ltd. Mumbai, India (PL) and is meant for use by the recipient only as 

information and is not for circulation.  This document is not to be reported or copied or made available to others without prior permission of PL. It should not be 

considered or taken as an offer to sell or a solicitation to buy or sell any security. 

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy 

or completeness of the same. Neither PL nor any of its affiliates, its directors or its employees accept any responsibility of whatsoever nature for the information, 

statements and opinion given, made available or expressed herein or for any omission therein. 

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The 

suitability or otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an 

independent expert/advisor. 

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or 

engage in transactions of securities of companies referred to in this report and they may have used the research material prior to publication. 

We may from time to time solicit or perform investment banking or other services for any company mentioned in this document. 

For Clients / Recipients in United States of America: 

All materials are furnished courtesy of Direct Access Partners LLC ("DAP") and produced by Prabhudas Lilladher Pvt. Ltd. ("PLI"). This material is for informational 

purposes only and provided to Qualified and Accredited Investors. You are under no obligation to DAP or PLI for the information provided herein unless agreed to by 

all of the parties. Additionally, you are prohibited from using the information for any reason or purpose outside its intended use. Any questions should be directed to 

Gerard Visci at DAP at 212.850.8888. 

 

 


