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 - PER 
GICS sector materials 

Market cap Rsm 482,156 

Market cap US$m 10,435 

Number shares on issue m 887.2 
 
  

Investment fundamentals 

Year end 31 Mar  2009A 2010E 2011E 2012E 

Total revenue bn 1,473.3 1,052.1 1,076.9 1,206.9 
EBITDA bn 181.3 109.0 159.0 193.2 
EBITDA growth % 0.7 -39.9 45.9 21.5 
Reported profit bn 49.5 28.8 70.8 87.6 
            
EPS rep Rs 60.23 30.91 76.04 94.06 

EPS rep growth % -64.3 -48.7 146.0 23.7 
PER rep x 9.0 17.6 7.1 5.8 
            
Total DPS Rs 15.98 16.00 17.00 18.00 
Total div yield % 2.9 2.9 3.1 3.3 

            
ROA % 11.2 5.4 9.4 11.9 
ROE % 28.9 8.5 18.4 20.6 
EV/EBITDA x 4.9 8.8 6.0 4.9 
Net debt/equity % 175.9 128.7 105.0 76.8 
P/BV x 1.6 1.5 1.3 1.1 
 
  

TATA IN rel BSE Sensex performance, 
& rec history 

 
Note: Recommendation timeline - if not a continuous line, then there was no 
Macquarie coverage at the time or there was an embargo period. 

Source: FactSet, Macquarie Research, November 2009  

(all figures in INR unless noted) 
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Tata Steel 
One offs dominate   
Event 

 Tata Steel’s 2Q FY3/10 consolidated results in line: Tata Steel reported 

2Q consolidated results, in line with our operating line estimates. However, 

presence of a one off restructuring charge of Rs9bn resulted in a lower profit 

number. We are increasing our target price for Tata Steel to Rs726 from 

Rs584 as we shift from FY10 to FY11 earnings. 

Impact 

 2Q FY10 results – recovery on track: Net sales at Rs254bn are up 9% 

QoQ, driven by increase in steel deliveries. EBITDA of Rs3.7bn was an 

improvement over last quarter’s loss of Rs299m, driven primarily by lower 

costs as economies of scale return. Net loss was Rs18bn, after adjusting for 

exceptional items, an improvement over the Rs20bn loss reported last 

quarter. 

 FY10 estimates – small risk to downside: Tata Steel in 1H10 has achieved 

EBITDA of US$346m, ~15% of our full year estimate of US$2.2bn. However, 

there is a good chance of it achieving the remaining US$1.8bn as we expect 

(1) volumes to improve by about 11% in the second half to 13.9m tons, and 

(2) coking coal costs to reduce by about US$100/t.  

 Interest costs lower than expected: There were some concerns on the high 

interest costs on the standalone entity. However, the consolidated interest 

costs for 1H10 stood at Rs16bn, 44% of our full year estimate of Rs36.6bn.  

 Teesside remains a concern: The company has already taken a 

restructuring charge of US$220m in the first half of this year and management 

indicated that there won’t be any major restructuring charge going forward. 

However, final decision on the future of Teesside still remains uncertain.  

 Increased visibility on medium-term triggers: The company expects to 

complete its ongoing 3m tonne expansion in India by Dec 2010, production of 

coking coal at Mozambique by Jan 2011 and iron ore production from Canada 

by May 2011. It also expects to commence construction at its Kalinga Nagar 

project in the next few months.  

Earnings and target price revision 

 We have incorporated the dilution from newly issued converts and hence 

reduce our EPS estimates in FY10, FY11 and FY12 by 10%, 9% and 5%, 

respectively. We are increasing our target price for Tata Steel to Rs726 from 

Rs584 as we shift from FY10 to FY11 earnings. 

Price catalyst 

 12-month price target: Rs726.00 based on a PER methodology. 

 Catalyst: Improving utilization rates in Europe  

Action and recommendation 

 Maintain Outperform: In our view, Tata Steel is the best stock to play the 

rebound. Its Indian operations benefit from rising raw materials costs due to 

its integrated nature, while its European nature gain from improving volumes. 

It remains our best pick in the steel names. Reiterate Outperform rating. 
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Tata Steel consolidated results 

 

Fig 1  2Q FY10 Tata Steel consolidated results  

 2QFY2010 2QFY2009 %chg YoY 1QFY2010 % chg QoQ 

Net Sales         253,950            441,990  -43%         232,923  9% 
Total expenses         250,232            359,493  -30%         233,222  7% 
EBITDA             3,718              82,497  -95%               (299) -1345% 
Depreciation           11,535              11,470  1%           10,890  6% 
Interest             7,172                 8,208  -13%             8,819  -19% 
Other income                 179                    844  -79%             2,039  -91% 
PBT (recurring)         (14,810)             63,662  -123%         (17,968) -18% 
Exceptional items            (9,113)              (3,962)             (2,188)  
PBT (reported)         (23,923)             59,700  -140%         (20,156) 19% 
Tax             3,275              12,664  -74%             2,229  47% 
PAT (recurring)         (18,085)             50,999  -135%         (20,198) -10% 
Net profit         (27,073)             47,717  -157%         (22,087) 23% 
EPS (recurring)              (21.0)                  59.1  -135%              (23.4) -10% 

Source: Company data, Macquarie Research, November 2009 

 

Fig 2  2Q FY10 consolidated ex Tata Steel profitability still under stress 

 2QFY2010 2QFY2009 %chg YoY 1QFY2010 % chg QoQ 

Net Sales         197,029            374,548  53%         177,383  11% 
Total expenses         212,534            322,816  66%         194,488  9% 
EBITDA         (15,504)             51,732  -30%         (17,106) -9% 
Depreciation             8,972                 8,982  100%             8,358  7% 
Interest             3,252                 5,660  57%             5,397  -40% 
Other income               (581)              (2,605) 22%                 960  -161% 
PBT (recurring)         (28,309)             34,485  -82%         (29,901) -5% 
Exceptional items            (9,113)              (7,416) 123%            (2,188) 317% 
PBT (reported)         (37,422)             33,977  -110%         (32,088) 17% 
Tax            (1,195)                4,819  -25%            (1,805) -34% 
Net profit         (36,102)             26,384  -137%         (29,985) 20% 

Source: Company data, Macquarie Research, November 2009 

 

 

 

Fig 3 Indian operations continue to help earnings  Fig 4 Per ton profitability has improved Q-o-Q 

 

 

 

Source: Company Data, Macquarie Research, November 2009  Source: Company Data, Macquarie Research, November 2009 
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Tata Steel (TATA IN, Outperform, Target Price: Rs726.00) 
Quarterly Results  1Q/10A 2Q/10E 3Q/10E 4Q/10E   Profit & Loss 2009A 2010E 2011E 2012E 

              
Revenue bn 242 210 274 326   Revenue bn 1,473 1,052 1,077 1,207 
Gross Profit bn 25 22 28 34   Gross Profit bn 181 109 159 193 
Cost of Goods Sold bn 217 189 245 292   Cost of Goods Sold bn 1,292 943 918 1,014 
EBITDA bn 25 22 28 34   EBITDA bn 181 109 159 193 
Depreciation  bn 10 9 11 13   Depreciation  bn 43 43 46 49 
Amortisation of Goodwill bn 0 0 0 0   Amortisation of Goodwill bn 0 0 0 0 
Other Amortisation bn 0 0 0 0   Other Amortisation bn 0 0 0 0 
EBIT bn 15 13 17 20   EBIT bn 139 66 113 144 

Net Interest Income bn -8 -7 -10 -11   Net Interest Income bn -33 -37 -33 -30 
Associates bn 0 0 0 0   Associates bn 0 0 0 0 
Exceptionals bn 0 0 1 1   Exceptionals bn -41 2 4 0 
Forex Gains / Losses bn 0 0 0 0   Forex Gains / Losses bn 0 0 0 0 
Other Pre-Tax Income bn 1 1 1 1   Other Pre-Tax Income bn 3 4 5 5 
Pre-Tax Profit bn 8 7 9 11   Pre-Tax Profit bn 67 35 88 118 
Tax Expense bn -1 -1 -2 -2   Tax Expense bn -19 -6 -17 -30 
Net Profit bn 7 6 8 9   Net Profit bn 48 29 72 88 
Minority Interests bn -0 -0 -0 -0   Minority Interests bn 1 -0 -1 -1 

              
Reported Earnings bn 7 6 7 9   Reported Earnings bn 50 29 71 88 
Adjusted Earnings bn 6 5 7 8   Adjusted Earnings bn 89 26 67 88 

              
EPS (rep)  7.11 6.18 8.04 9.58   EPS (rep)  60.23 30.91 76.04 94.06 
EPS (adj)  6.47 5.61 7.33 8.77   EPS (adj)  108.71 28.17 71.75 94.06 
EPS Growth yoy (adj) % -87.3 -91.0 -26.8 nmf   EPS Growth (adj) % 28.2 -74.1 154.7 31.1 

        PE (rep) x 3.3 17.6 7.1 5.8 
        PE (adj) x 1.8 19.3 7.6 5.8 
              

EBITDA Margin % 10.4 10.4 10.4 10.4   Total DPS  15.98 16.00 17.00 18.00 
EBIT Margin % 6.2 6.2 6.2 6.2   Total Div Yield % 7.9 2.9 3.1 3.3 
Earnings Split % 23.0 19.9 26.0 31.1   Weighted Average Shares m 822 931 931 931 
Revenue Growth % -44.4 -52.4 -17.6 23.4   Period End Shares m 822 931 931 931 
EBIT Growth % -74.3 -81.5 -3.7 nmf         

              

Profit and Loss Ratios  2009A 2010E 2011E 2012E   Cashflow Analysis 2009A 2010E 2011E 2012E 
              

Revenue Growth % 12.0 -28.6 2.4 12.1   EBITDA bn 181 109 159 193 
EBITDA Growth % 0.7 -39.9 45.9 21.5   Tax Paid bn -19 -6 -17 -30 
EBIT Growth % 0.0 -52.7 71.7 27.7   Chgs in Working Cap bn 69 12 -1 -3 
Gross Profit Margin % 12.3 10.4 14.8 16.0   Net Interest Paid bn -33 -37 -33 -30 
EBITDA Margin % 12.3 10.4 14.8 16.0   Other bn 3 4 5 5 
EBIT Margin % 9.4 6.2 10.5 11.9   Operating Cashflow bn 201 82 112 134 
Net Profit Margin % 3.3 2.8 6.6 7.3   Acquisitions bn -360 4 0 0 
Payout Ratio % 14.7 56.8 23.7 19.1   Capex bn -28 -65 -72 -62 
EV/EBITDA x 3.4 8.8 6.0 4.9   Asset Sales bn 0 0 0 0 
EV/EBIT x 4.4 14.5 8.5 6.6   Other bn 0 0 0 0 

        Investing Cashflow bn -388 -61 -72 -62 
Balance Sheet Ratios        Dividend (Ordinary) bn -13 -13 -13 -13 
ROE % 28.9 8.5 18.4 20.6   Equity Raised bn -3 52 0 0 
ROA % 11.2 5.4 9.4 11.9   Debt Movements bn -63 -15 84 64 
ROIC % 11.8 6.9 11.5 13.1   Other bn -33 -37 -33 -30 
Net Debt/Equity % 175.9 128.7 105.0 76.8   Financing Cashflow bn -112 -13 37 20 
Interest Cover x 4.2 1.8 3.4 4.7         
Price/Book x 0.6 1.5 1.3 1.1   Net Chg in Cash/Debt bn -298 8 78 93 

Book Value per Share  337.2 362.8 418.8 495.7         
        Free Cashflow bn 174 17 40 72 
              

        Balance Sheet 2009A 2010E 2011E 2012E 
              
        Cash bn 95 166 109 102 
        Receivables bn 130 93 95 107 
        Inventories bn 217 161 165 183 
        Investments bn 30 30 30 30 
        Fixed Assets bn 453 476 502 514 
        Intangibles bn 0 0 0 0 
        Other Assets bn 290 286 286 286 
        Total Assets bn 1,216 1,212 1,187 1,223 

        Payables bn 303 222 227 253 
        Short Term Debt bn 0 0 0 0 
        Long Term Debt bn 599 614 530 466 
        Provisions bn 0 0 0 0 
        Other Liabilities bn 28 29 29 29 
        Total Liabilities bn 930 865 786 748 
        Shareholders' Funds bn 277 338 390 461 
        Minority Interests bn 9 10 11 13 
        Other bn 0 0 0 0 
        Total S/H Equity bn 286 348 401 474 

        Total Liab & S/H Funds bn 1,216 1,212 1,187 1,223 
              

All figures in INR unless noted.             
Source: Company data, Macquarie Research, November 2009 
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 Important disclosures: 

Recommendation definitions 

Macquarie - Australia/New Zealand 
Outperform – return >5% in excess of benchmark return 
Neutral – return within 5% of benchmark return 
Underperform – return >5% below benchmark return 

Macquarie – Asia/Europe 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 

Macquarie First South - South Africa 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 

Macquarie - Canada 
Outperform – return >5% in excess of benchmark return 
Neutral – return within 5% of benchmark return 
Underperform – return >5% below benchmark return 

Macquarie - USA 

Outperform (Buy) – return >5% in excess of Russell 
3000 index return 
Neutral (Hold) – return within 5% of Russell 3000 index 
return 
Underperform (Sell)– return >5% below Russell 3000 
index return 

Recommendations – 12 months 

Note: Quant recommendations may differ from 

Fundamental Analyst recommendations 
 

Volatility index definition* 

This is calculated from the volatility of historical 
price movements. 
 
Very high–highest risk – Stock should be 
expected to move up or down 60–100% in a year 
– investors should be aware this stock is highly 
speculative. 
 
High – stock should be expected to move up or 
down at least 40–60% in a year – investors should 
be aware this stock could be speculative. 
 
Medium – stock should be expected to move up 
or down at least 30–40% in a year. 
 
Low–medium – stock should be expected to 
move up or down at least 25–30% in a year. 
 
Low – stock should be expected to move up or 
down at least 15–25% in a year. 
* Applicable to Australian/NZ/Canada stocks only 

Financial definitions 

All "Adjusted" data items have had the following 
adjustments made: 
Added back:  goodwill amortisation, provision for 
catastrophe reserves, IFRS derivatives & hedging, 
IFRS impairments & IFRS interest expense 
Excluded:  non recurring items, asset revals, property 
revals, appraisal value uplift, preference dividends & 
minority interests 
 
EPS = adjusted net profit / efpowa* 
ROA = adjusted ebit / average total assets 
ROA Banks/Insurance = adjusted net profit /average 

total assets 
ROE = adjusted net profit / average shareholders funds 
Gross cashflow = adjusted net profit + depreciation 
*equivalent fully paid ordinary weighted average 
number of shares 
 
All Reported numbers for Australian/NZ listed stocks 
are modelled under IFRS (International Financial 
Reporting Standards). 
 

Recommendation proportions – For quarter ending 30 September 2009 

 AU/NZ    Asia   RSA    USA     CA   EUR 
Outperform 45.08% 54.02% 40.00% 42.31% 62.86% 43.61% (for US coverage by MCUSA, 0.35% of stocks covered are investment banking clients) 

Neutral 39.77% 19.10% 45.00% 43.36% 31.90% 39.85% (for US coverage by MCUSA, 0.35% of stocks covered are investment banking clients) 

Underperform 15.15% 26.88% 15.00% 14.34% 5.24% 16.54% (for US coverage by MCUSA, 0.00% of stocks covered are investment banking clients) 
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