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Financials & Valuation (INR b)
Y/E March 2013 2014E 2015E

Sa les 1,347.1 1,393.0 1,340.6

EBITDA 125.2 160.3 151.6

Adj. PAT 2.7 34.8 24.8

Adj. EPS (INR) 2.8 35.8 25.6

EPS Gr(%) -85.2 1,200.9 -28.6

BV/Sh. (INR) 247.7 273.8 289.5

RoE (%) 1.1 13.7 9.1

RoCE (%) 7.2 10.6 9.0

Payout (%) -140.5 28.9 42.7

Valuations

P/E (x) 108.7 8.4 11.7

P/BV 1.2 1.1 1.0

EV/EBITDA (x) 7.1 5.8 6.2

Div. Yield (%) 2.7 2.7 2.7

4QFY13 results better than expected

 Tata Steel (TATA) posted better than expected performance for 4QFY13.

Consolidated EBITDA grew 37% QoQ to INR43.7b (v/s our estimate of INR31b)

due to stronger performance across the group and divestment/closure of

some loss-making assets in Asia/Australia.

 Adjusted consolidated PAT was INR8.8b (v/s our estimate of INR401m loss).

Reported consolidated loss after tax (after minority interest and associates)

was INR65.3b, which included INR74b of extraordinary loss (INR83.6b loss on

account of non-cash impairment of goodwill + INR9.43b gain on account of

sale of stake in Titan).

 Tata Steel India's (TSI) EBITDA grew 31% QoQ to INR33b (v/s our estimate of

INR29.3b) due to lower fuel cost and swing in other expenditure. The

significant reduction in other expenditure may not be sustainable.

 Tata Steel Europe's (TSE) EBITDA expanded to USD33/ton (v/s our estimate of

USD7/ton), driven by sharper fall in raw material cost as compared to the fall

in realization and reduction in other expenditure. GBP69m benefit was on

account of unidentified factors.

However, outlook remains subdued; maintain Sell

 Though operating costs have declined during the quarter and further

improvements can be expected in Europe due to full benefit of relighting of

furnace at Port Talbot, weakening international steel prices (down by USD100/

ton in last four months) and poor demand will keep margins under pressure.

Some of the savings in other operating expenditure seen in 4Q may not sustain.

 TATA continues to invest in greenfield projects in India. The Odisha project is

likely to be completed by November 2014. Of the INR250b phase-1 capex,

INR83b has already been spent. Capex in India during FY14 is expected to be

INR80b. Total group capex is expected to be high at USD2.2b. As a result,

consolidated debt is unlikely to come down.

 We expected TSI's EBITDA to shrink to USD208/ton in FY15 due to lower steel

prices and poor demand. Stock is trading at an EV of 6.2x FY15E EBITDA. Sell.
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TSI: EBITDA up 13% QoQ to USD263/ton due to lower power cost, other
expenditure
 Tata Steel India (TSI) posted 15% QoQ growth in net sales, driven by 21% higher

saleable steel volumes. Flat product sales volumes increased 38% QoQ to 1.5m

tons, while long product sales volumes declined 3% QoQ to 0.8m tons. Average

steel realization declined 2% QoQ to INR44,394/ton due to 4% decline in realization

of flat products.

 EBITDA improved by USD31/ton QoQ to USD263/ton (v/s our estimate of USD237/

ton), driven by lower power cost and lower other expenditure. FAMD division

EBITDA at INR577m was lower than INR1.5b in 3QFY13 due to loss of volumes, as

third party conversion outsourcing was temporarily suspended due to statutory

reasons. This is now expected to restart soon.

 Power cost declined 10% QoQ to INR5.6b due to higher captive power production.

On a per ton basis, power cost declined by USD10/ton QoQ.

 Other expenditure was lower due to lower forex losses, reduced conversion

charges at FAMD and reduction in royalty.

 Adjusted PAT was INR19.9b (up 90% QoQ), driven by lower interest cost and higher

other income.

 Interest cost declined 10% QoQ to INR4.6b on inflated levels of 3QFY13.

 Other income at INR4.7b was higher on account of dividend income from Kalimati

Investments on part sale of stake in T itan (which gets neutralized on

consolidation).

TSE: EBITDA/ton swings by USD59 to USD33 due to lower cost, other
expenditure
 Tata Steel Europe (TSE) witnessed 6% QoQ growth in net sales to INR192b, driven

by 13% higher sales volumes, despite 7% lower realization.

 EBITDA expanded to USD33/ton (v/s our estimate of USD7/ton), driven by sharper

fall in raw material cost as compared to the fall in realization and reduction in

other expenditure. GBP69m benefit was on account of unidentified factors.
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Other subsidiaries: Operating performance improves due to sale of loss-
making assets
 The performance of other subsidiaries also improved sequentially; their EBITDA

contribution was INR4.5b (v/s our estimate of INR203m).

 South East Asia (SEA): EBITDA increased 55% QoQ to INR2.24b due to closure/

divestment of loss making assets of Natsteel. TSH benefited from increased

domestic sales of rebar and increased sourcing of domestic scrap. Loss-making

Brisbane, Sunshine Coast and Townsville operations of NatSteel Australia have

been closed. Melbourne and Perth plants have been revamped to achieve higher

productivity. Also, stake in wires business in Wuxi, China was divested to stem

losses.

TSE EBITDA as per I-GAAP (GBP m)

Source: Company, MOSL

Other projects: No significant trigger in two years; Odisha project to start
in FY16
 Benga Coke, Mozambique: Coking coal shipments in 2012 were 0.3m tons. 1m

tons of coking coal and 0.25m tons of thermal coal is expected to be dispatched in

2013. However, lack of clarity in setting up logistics infrastructure is impacting

progress to phase-II.

 DSO, Canada: The company is targeting to produce 1m tons of iron ore in FY14,

with ramp up to 3m tons in FY15. Negotiations are on-going to finalize

arrangements at the port.

 6m-ton ISP, Odisha: Phase-I of the 3m-ton project is expected to be completed by

November 2014. INR83b has been spent so far, largely contributed by internal

generation. INR228b towards debt funding for the entire project (Phase-I and II)

has been tied up with a consortium of 21 banks.
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Steel outlook subdued, margin recovery may not sustain; maintain Sell
 Though operating costs have declined during the quarter and further

improvements can be expected in Europe due to full benefit of relighting of

furnace at Port Talbot, weakening international steel prices (down by USD100/

ton in last four months) and poor demand will keep margins under pressure.

Some of the savings in other operating expenditure seen in 4Q may not sustain.

 TATA continues to invest in greenfield projects in India. The Odisha project is

likely to be completed by November 2014. Of the INR250b phase-1 capex, INR83b

has already been spent. Capex in India during FY14 is expected to be INR80b. Total

group capex is expected to be high at USD2.2b. As a result, consolidated debt is

unlikely to come down.

 We expected TSI's EBITDA to shrink to USD208/ton in FY15 due to lower steel

prices and poor demand. The stock is trading at an EV of 6.2x FY15E EBITDA. Maintain

Sell.

Tata Steel: SOTP Valuation

2015E

India

EBITDA per ton (USD) 208

Sales (m tons) 9.6

EBITDA-India 113,767

Target EBITDA (x) 5.0

EV (India) - (a) 568,835

INR/share 586

TSE and other subs.

EBITDA per ton (USD) 44

Sales (m tons) 17.1

EBITDA 39,806

Target EBITDA (x) 5.0

EV (TSE) - (b) 199,028

INR/share 205

Target EV (c=a+b) 767,863

Net Debt (d) 643,459

INR/share 662

D/E x (adj for goodwill) 2.3

CWIP (e) 200,397

INR/share 206

(d1) Discount (%) 33

Investments (f) 40,470

INR/share 42

(d2) Discount (%) 20

TP 291,046

(c-d+e*(1-d1)+f*(1-d2))

Target Price (INR /sh.) 300

Source: MOSL
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Shareholding pattern (%)
Mar-13 Dec-12 Mar-12

Promoter 31.4 31.4 31.4

Domestic Inst 27.2 27.9 28.3

Foreign 16.1 16.9 16.2

Others 25.3 23.9 24.1

Stock performance (1 year)

Comparative valuations
Tata Steel JSW-Ispat SAIL

Merged

P/E (x) FY14E 8.4 31.7 7.9

FY15E 11.7 10.9 8.5

P/BV (x) FY14E 1.1 1.1 0.5

FY15E 1.0 1.0 0.5

EV/Sales (x) FY14E 0.7 1.1 1.0

FY15E 0.7 1.1 1.0

EV/EBITDA (x) FY14E 5.8 7.4 5.9

FY15E 6.2 6.1 5.8

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

forecast forecast (%)

FY14 35.8 33.7 6.1

FY15 25.6 41.4 -38.2

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

300 300 - Se l l

Company description
Tata Steel (Bloomberg: TATA) is the lowest cost steel

producer in India. Globally, it is the 12th largest steel

company, with 24.3m tons of steel sales in FY12. It has

operations spread over Europe, the UK, Asia, North

America and rest of the world, with an annual capacity

of 27m tons. On a consolidated level, it has ~22% raw

material security and plans to increase this to 50-60%.

Annual production is likely to increase to 34m tons

through brownfield expansions in Jamshedpur and

greenfield projects in Orissa.

Key investment arguments
 Recent 2.9m-ton expansion at Jamshedpur would

lead to ~3m tons of incremental sales volumes over

FY12-15. Total consolidated sales tonnage is expected

to be 27m tons in FY15.

 Overseas investments in raw material assets are

likely to start generating cash flows in FY14.

 In Europe, restructuring initiatives such as

upgradation of plants, shutdown of old units and

downsizing of manpower should increase cost

effectiveness, going forward.

Key investment risks
 TATA's earnings have high leverage to steel prices

and earnings from European operations. The

demand scenario remains challenging in Europe.

Tata Steel: an investment profile
Recent developments
 INR228b towards debt funding for Kalinganagar

Project (Phase I and II) has been tied up with a

consortium of 21 banks.

Valuation and view
 We expected TSI's EBITDA to shrink to USD208/ton in

FY15 due to lower steel prices and poor demand.

The stock is trading at an EV of 6.2x FY15E EBITDA.

Maintain Sell.

Sector view
 World Steel Association (WSA) has recently cut its

demand growth estimate by 30bp to 2.9% for CY13

because EU27, CIS, NAFTA and Middle East are now

expected to grow at a slower rate. We continue to

believe that global steel demand growth will be even

slower, with growth rate of 1.6% for the world, 2%

for China and 2.5% for India in CY13. As a result, iron

ore and prime coking coal prices will fall to USD93/

dmt cfr China for 63.5% Fe fines and USD125/ton fob

Australia, respectively. We believe that given the

subdued outlook on steel demand and prices,

margins of Indian steel companies will continue to

be under pressure in FY14 and FY15.
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