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Cost spiral contracts margins; EBITDA/t at 22-qtr low

SAIL's Q2FY12 revenue grew only 3% YoY to Rs111.9bn despite improved
realisations (up 10% YoY) as sales volume declined 7% YoY to 2.83mnt.
Operating profit at Rs13.3bn declined 14% YoY mainly on account of higher
imported coal, power and royalty cost. Consequently, EBITDA/t at Rs4,690
declined to a 22-qtr low with OPM contracting 229bps YoY to 11.9%. Adj. PAT
declined 15% YoY to Rs8.4bn and Reported PAT at Rs4.9bn plummeted 55%
YoY due to Rs5.1bn of forex loss (Rs3.5bn adj. for 32% tax) as rupee
depreciated 10% QoQ.

Sales volume: Sales volume declined 7%YoY to 2.83mnt due to poor demand off
-take. Blended Realisation at Rs39,566/t though up 10%YoY, declined 3% QoQ.

Persistent cost hike contracts margin: SAIL's EBITDA/t at Rs4,690 (22-qgtr low)
declined 8% YoY and 2% QoQ as cost pressure continued. Operating cost at
Rs34,632/t increased 12%YoY on higher coking coal, power and royalty cost.
Energy cost has escalated 28% YoY due to increased dependence on Grid (37%
in H1FY12 vs. 26% in H1FY11) ref pg.3. Despite reduction in manpower, employee
cost surged 19% YoY to Rs6,482/t from Rs5,450/t in Q2FY11. However, it declined
12% QoQ as employee cost in Q1FY12 was high due to one-off leave encashment
of Rs2.4bn.

Capex update: During Q2FY12, SAIL incurred capex of Rs27.4bn for capacity
expansion and modernisation project. The company has revised its capex plan for
FY12 to Rs126bn from Rs143bn stated in Q1FY11. The brownfield expansion
continues to face delays resulting in significant cost overrun; which has led to
ballooning of capex cost.(ref pg.3)

Balance sheet: As on 30th Sep’11 SAIL has Rs235bn of debt & Rs157bn of cash.
VALUATIONS AND RECOMMENDATION:

SAIL's Q2 EBITDA at Rs4,690 (22-gtr low) and OPM at 11.9%, in spite of captive
iron ore is substandard due to higher cost and operational inefficiencies. High capital
cost, worsened by cost and time-overrun further falter our confidence on the stock.
Moreover, uncertainty on FPO remains additional overhang on the stock. We have
reduced our FY12 and FY13 estimates to factor in higher cost (ref pg.4). We estimate
EBITDA/t of USD112 for FY12E and USD146 for FY13E. We maintain 'HOLD'
rating on the stock with a revised TP of Rs101 (5.5x FY13E EV/EBITDA + CWIP at
40% disc to BV).

FY09 FY10 Fy11 FY12E FY13E
Revenue 443,031 418,966 441,774 484,143 539,671
YoY Gr. (%) 9.6 (5.4) 5.4 9.6 11.5
Op. Profits 111,127 83,499 78,681 62,356 92,451
OPM (%) 25.1 19.9 17.8 12.9 17.1
Adj. Net Profit 81,877 50,838 50,437 34,678 47,564
YoY Gr.(%) (9.7) (37.9) (0.8) (31.2) 37.2
Dil. EPS (Rs) 19.8 12.3 12.2 8.4 11.5
ROCE (%) 27.2 12.5 10.0 6.7 8.2
ROE (%) 32.1 16.6 14.3 9.1 11.6
PER (x) 6.0 14.7 8.9 13.0 95
PIBV (X) 1.8 2.2 1.2 1.1 1.0
EV/EBITDA (x) 3.1 7.2 44 6.4 5.9
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QUARTERLY SNAPSHOT (Rs mn)
Quarter Ended
Standalone Mar-11 Jun-11 Sep-11
Net Revenue 123,676 111,896 111,973
YoY Gr. (%) (0.2) 20.0 2.7
Op.Profit 23,404 13,114 13,271
OPM (%) 18.9 11.7 11.9
Adj.Net Profit 15,071 8,381 8,406
YoY Gr. (%) (27.7) (28.8) (14.8)
STOCK DATA
Market Cap Rs451bn
Book Value per share Rs93
Shares O/S (F.V. Rs10) 4,130mn
Free Float 14.2%
Avg Trade Value (6 months) Rs377mn
52 week High/Low Rs226/98
Bloomberg Code SAILIN
Reuters Code SAIL.BO
PERFORMANCE (%)
iM 3M 12M
Absolute 9.0 (9.8) (43.6)
Relative 1.2) (7.3) (29.0)
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Exhibit 1 - Q2FY12 Quarterly Snapshot

Rs mn Q2FY12  Q2FY11 %YoY Q1FY11 %Qo0Q FY12E FY11 %YoY
Net Revenue 111,973 109,023 2.7 111,896 0.1 484,143 441,774 9.6
Operating profit 13,271 15,423 (13.9) 13,114 1.2 62,356 78,681 (20.7)
OPM (%) 11.9 14.1 117 12.9 17.8

Other Income 4,903 3,754 30.6 4,630 5.9 12,235 14,406 (15.1)
EBITDA 18,174 19,176 (5.2) 17,745 2.4 74,591 93,088 (19.9)
Depreciation 3,938 3,688 6.8 3,742 5.2 16,750 14,858 12.7
Interest 2,000 1,090 834 1,710 17.0 7,583 4,750 59.7
PBT 12,236 14,398 (15.0) 12,293 (0.5) 50,257 73,480 (31.6)
Provision for tax 3,830 4,535 (15.5) 3,913 (2.1) 15580 23,043 (32.4)
Effective tax rate (%) 313 315 318 31.0 314

Adjusted Net profit 8,406 9,863 (14.8) 8,381 03 34,678 50,437 (31.2)
NPM (%) 7.5 9.0 75 7.2 11.4

E/o income/(loss) (3,459) 1,037 - - (1,389)

Reported Net profit 4,946 10,900 (54.6) 8,381 (41.0) 34678 49,047 (29.3)
EPS for the period (Rs) 2.0 24 (14.8) 2.0 03 8.4 122 (31.2)

Source: Company, PINC Research

Exhibit 2 - EBITDA/t and OPM remain under pressure
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Exhibit 3 - Q2FY12 volume declines YoY
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Exhibit 4 - Power cost escalates on increased procurement from grid
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Source: Company, PINC Research

Expansion projects to increase capacity by 60% in 3 years; to ~2x in 5 years

The brownfield expansion of capex of Rs721bn continues to face delays, resulting in significant
cost and time overrun. The company has indicated that owing to delays, the full benefit of
phase-l expansion to 20.2mntpa would come only in FY15E, with no volume growth in
FY12E and little growth in FY13E. Current capex cost of ~USD1,150/t for capacity expansion
(Rs391bn for ~8.0mntpa) is higher than the benchmark of USD1,000/t.

Exhibit 5 - Capacity Expansion plans

(mn tonnes) Current capacity Post expansion by FY13 Post expansion by FY15
Hot Metal 14.50 23.50 26.2
Crude Steel 13.50 21.40 24.6
Saleable steel 12.60 20.20 23.1
Captive Power (MW) 872 1,922 1,922

Source: Company, PINC Research; Note: Ongoing project delays could result in delays in expanding capacity

Exhibit 6 - Capex Break up indicating cost over-run

Purpose (Rs bn) Sep-10 Sep-11
Expansion to 20.2mntpa by 2012 370 391
Additional Capex

Value addition/product mix improvement 70 70
Technological Upgradation/ Moderanisation 35 35
Sustenance including debottlenecking, AMR and Environment 123 122
Augmenting Raw Material from existing Mines & Development of new mines 100 o 103
Total C 398/. El)

Source: Company, PINC Research

Out of the above planned capex, Rs47.5bn has already been incurred until Sep’11. The
company incurred capex of Rs27.4bn in Q2FY12, with a target of Rs126bn for FY12E.

bikash.bhalotia@pinc.co.in

w



°INC

Steel Authority of India

Exhibit 7 - Expansion to provide volume growth only FY14 onwards
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Source: Company, PINC Research

Exhibit 8 - PINC revised assumptions and estimates
FY12E FY13E

Earlier Revised % Chg Earlier Revised % Chg

| |
Benchmark HRC price (USDI/t) ! 780 780 ! 735 735
Contract coking coal (USD/t) : 295 295 - : 250 250
USD/INR | 46.0 46.0 | 455 455
Sales volume (S) - mnt 121 12.1 13.9 139
Revenue - Rs mn : 492,986 484,143 (1.8) : 546,781 539,671 (1.3)
EBITDA - Rs mn | 73,189 62,356 (148) = 99,893 92,451 (7.5)
EBITDA - (Rst) | 6,037 5,143 148 | 7,163 6,630 (7.5)
OPM (%) s 129  -197bps 183 171 -114bps
Adj. PAT - Rs mn ! 41,946 34,678 (17.3) ! 52,384 47,564 9.2)
EPS (Rs) | 10.2 8.4 (17.3) | 12.7 115 9.2)
EV/EBITDA multiple : : 55 55 NA
Target Price (Rs) | | 109 101 (7.4)

Source: PINC Research

Exhibit 9- Target price sensitivity (Rs)

FY13E Benchmark HRC price estimate (USD/t)
3 680 730 780 830 880
é 45 ©) 35 79 123 167
i 5.0 () 42 90 138 186
E 55 (4) 49 (101) 154 206
s 6.0 0 56 12 169 226
6.5 1 63 124 185 246

Source: PINC Research
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Exhibit 10 - Global HRC price trends (USD/tonne)
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Exhibit 11 - Raw material spot prices (USD/tonne)
= ron ore (CFR China) ——— McCloskey Coking coal
400
300
200
100
0 T T T T T T
May -09 Oct-09 Mar-10 Aug-10 Dec-10 May-11 Oct-11

Source: Bloomberg, PINC Research; Iron ore price is for 63.5% grade; Coking coal price is China domestic price as collected
by McCloskey

Exhibit 12 - Raw material Contract prices (USD/tonne)
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Year Ended March (Figures in Rs mn)

Net sales 443,031 418,966 441,774 484,143 539,671  Pre-tax profit 114,719 85,367 73,480 50,257 67,949
Growth (%) 9.6 (5.4) 5.4 9.6 11.5  Depreciation 12,878 13,372 14,858 16,750 21,656
Operating Profit 111,127 83,499 78,681 62,356 92,451 Total Tax Paid (32,841) (38,142) (23,055) (15,585) (20,382)
Growth (%) (15.7) (24.9) (5.8) (20.7) 48.3  Chg in working capital 1,987 (2,378) (34,414)  (1,317) 266
Other income 19,063 19,261 14,406 12,235 7,933  Other operating activities (17,561) (12,892)  (9,742)  (4,652) 2,846
EBITDA 130,190 102,759 93,088 74,591 100,384 Cash flow from oper (a) 79,181 45327 21,127 45454 72,335
Depreciation 12,878 13,372 14,858 16,750 21,656  Capital Expenditure (59,607) (110,764) (101,397) (130,000) (150,000)
EBIT 117,313 89,387 78,230 57,840 78,729  Chgin investments (1,145) (161) (153)
Interest Ex pense 2,594 4,020 4,750 7,583 10,780  Other investing activities (1,110) 35,960 13,011 12,235 7,933
PBT (before E/o items) 114,719 85,367 73,480 50,257 67,949 Cash flow from inv.(b) (61,862) (74,965) (88,539) (117,765) (142,067)
Tax Provision 32,841 34,529 23,043 15580 20,385 Free cash flow (ath) 17,319  (29,638) (67,412) (72,311) (69,732)
Adjusted Net Profit 81,877 50,838 50,437 34,678 47,564  Equity raised/(repaid)
Growth (%) (9.7 (37.9) (0.8) (31.2) 37.2  Debt raised/(repaid) 44,936 89,725 36,542 30,000 50,000
E/o income/(loss) (20,273) 16,706  (1,389) Change in minority interest -
Reported Net Profit 61,704 67,544 49,047 34,678 47,564  Dividend (incl. Tax) (14,970) (13,988) (13,956) (11,561) (11,598)
Growth (%) (18.1) 9.5 (27.4) (29.3) 37.2  Other financing activities (2,594)  (4,020) (4,750) (7,583) (10,780)
Diluted Adj. EPS (Rs) 19.8 12.3 12.2 8.4 11.5 Cash flow from fin (c) 27,3711 71,717 17,837 10,856 27,622
Diluted EPS Growth (%) 9.7 (37.9) (0.8) (31.2) 37.2 Netchg in cash (ath+c) 44,691 42,079  (49,575) (61,455) (42,109)
KeyRaios P PO P FVIE PV
Equity Share Capital 41,304 41,304 41,304 41,304 41,304 OPM (%) 25.1 19.9 17.8 12.9 17.1
Reserves & surplus 238,537 291,863 329,391 352,470 388,436  Net Margin (%) 18.5 12.1 11.4 7.2 8.8
Shareholders' funds 279,841 333,167 370,695 393,774 429,740  Yield (%) 22 1.8 22 22 22
Minority interest Net debt/Equity (x) 0.4) 0.2) 0.1 0.3 0.5
Total Debt 75,388 165,113 201,655 231,655 281,655  Working Capital Days 79 78 75 77 75
Capital Employed 355,229 498,280 572,350 625,429 711,395 RoCE (%) 27.2 12,5 10.0 6.7 8.2
Net fixed assets 188,131 285,684 373,085 486,334 614,679 RoE (%) 321 16.6 14.3 9.1 11.6
Cash & Cash Eqg. 182,285 224,364 174,789 113,333 71,224  EV/Net Sales (x) 0.8 1.4 0.8 0.8 1.0
Net Other current assets (8,393) (4,307) 32,545 33,829 335560 EV/EBITDA (x) 31 7.2 4.4 6.4 5.9
Inv estments 6,527 6,688 6,841 6,841 6,841  PER (x) 6.0 14.7 8.9 13.0 9.5
Net Deferred tax Assets (13,322) (14,149) (14,911) (14,910) (14,910) PCE (x) 5.2 11.6 6.9 8.8 6.5
Total Assets 355,229 498,280 572,350 625,429 711,395  Price/BV (x) 1.8 2.2 1.2 11 1.0
Note: EV based valuation multiples calculated valuing CWIP at book value
—P/E e Av. PIE e EV/EBITDA -+ ----- Av. EV/EBITDA
T Av+lsd oo Av - 1sd L Av+1sd  eeeo-- Av - 1sd
20
15
10
5
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bikash.bhalotia@pinc.co.in 6



PINC

TEAM

Sadanand Raje

Vineet Hetamasaria, CFA
Nikhil Deshpande
Tasmai Merchant
Vinod Nair

Ankit Babel

Hitul Gutka
Subramaniam Yadav
Madhura Joshi
Satish Mishra
Urvashi Biyani
Naveen Trivedi

Rohit Kumar Anand
Namrata Sharma
Sakshee Chhabra
Bikash Bhalotia
Harleen Babber
Dipti Vijaywargi
Sushant Dalmia, CFA
Poonam Sanghavi
Suman Memani
Abhishek Kumar

C Krishnamurthy

Rajeev Gupta
Ankur Varman
Himanshu Varia
Shailesh Kadam
Ganesh Gokhale

Mehul Desai

Amar Margaje

Ashok Savla

Sajjid Lala

Raju Bhavsar
Hasmukh D. Prajapati

Amul Shah

Gaurang Gandhi
Hemang Gandhi
Ketan Gandhi

Rakesh Bhatia

Head - Institutional Sales
Technical Analyst

Head of Research, Auto, Cement
Auto, Auto Ancillary, Cement
Auto, Auto Ancillary, Cement

Construction, Power, Capital Goods

Capital Goods, Engineering
Power

Construction

Power

Fertiliser, Natural Gas
Fertiliser, Natural Gas
FMCG

IT Services

Media

Media

Metals, Mining
Metals, Mining
Metals, Mining
Pharma

Pharma

Real Estate, Mid caps
Real Estate, Mid caps
Technical Analyst

Equities
Equities
Equities
Derivatives
Derivatives

Head - Sales Trading

Head Compliance

sadanand.raje@pinc.co.in

vineet.hetamasaria@pinc.co.in
nikhil.deshpande @pinc.co.in
tasmai.merchant@pinc.co.in
vinod.nair@pinc.co.in
ankit.b@pinc.co.in
hitul.gutka@pinc.co.in

subramaniam.yadav@pinc.co.in

madhura.joshi@pinc.co.in
satish.mishra@pinc.co.in
urvashi.biyani@pinc.co.in
naveent@pinc.co.in
rohit.anand@pinc.co.in
namrata.sharma@pinc.co.in
sakshee.chhabra@pinc.co.in
bikash.bhalotia@pinc.co.in
harleen.babber@pinc.co.in
dipti.vijaywargi @pinc.co.in
sushant.dalmia@pinc.co.in
poonam.sanghavi@pinc.co.in
suman.memani@pinc.co.in
abhishek.kumar@pinc.co.in
krishnamurthy.c@pinc.co.in

rajeev.gupta@pinc.co.in
ankur.varman@pinc.co.in
himanshu.varia@pinc.co.in
shaileshk@pinc.co.in
ganeshg@pinc.co.in

mehul.desai@pinc.co.in
amar.margaje@pinc.co.in
ashok.savla@pinc.co.in
sajjid.lala@pinc.co.in
rajub@pinc.co.in
hasmukhp@pinc.co.in

amul.shah@sg.pinc.co.in

gaurangg@pinc.co.in
hemangg@pinc.co.in
ketang@pinc.co.in

rakeshb@pinc.co.in

91-22-6618 6366

91-22-6618 6388
91-22-6618 6339
91-22-6618 6377
91-22-6618 6379
91-22-6618 6551
91-22-6618 6410
91-22-6618 6371
91-22-6618 6395
91-22-6618 6488
91-22-6618 6334
91-22-6618 6384
91-22-6618 6372
91-22-6618 6412
91-22-6618 6516
91-22-6618 6387
91-22-6618 6389
91-22-6618 6393
91-22-6618 6462
91-22-6618 6709
91-22-6618 6479
91-22-6618 6398
91-22-6618 6747

91-22-6618 6486
91-22-6618 6380
91-22-6618 6342
91-22-6618 6349
91-22-6618 6347

91-22-6618 6303
91-22-6618 6327
91-22-6618 6321
91-22-6618 6337
91-22-6618 6322
91-22-6618 6325

65-6327 0626

91-22-6618 6400
91-22-6618 6400
91-22-6618 6400

91-22-6618 6400



Infinity.com

pl n c Financial Securities Ltd

SwmALL WORLD, INFINITE OPPORTUNITIES

Member : Bombay Stock Exchange & National Stock Exchange of India Ltd. : Sebi Reg No: INB 010989331. Clearing No : 211
1216, Maker Chambers V, Nariman Point, Mumbai - 400 021; Tel.: 91-22-66186633/6400 Fax : 91-22-22049195

Disclaimer: This document has been prepared by the Research Desk of M/s Infinity.com Financial Securities Ltd. (PINC) and is meant for use of the
recipient only and is not for public circulation. Each recipient of this document should make such investigations as it deems necessary to arrive at
an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and
should consult its own advisors to determine the merits and risks of such an investment. The investment discussed or views expressed may not be
suitable for all investors

The information contained herein is obtained and collated from sources believed reliable and PINC has not independently verified all the
information given in this document. Accordingly, no representation or warranty, express or implied, is made as to the accuracy, completeness or
fairness of the information and opinions contained in this document.

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as
endorsement of the views expressed in the report. The opinion expressed or estimates made are as per the best judgement as applicable at that
point of time and PINC reserves the right to make modifications and alternations to this statement as may be required from time to time without any
prior approval

PINC, its affiliates, their directors, employees and their dependant family members may from time to time, effect or have effected an own account
transaction in, or deal as principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment
banking or other services for, or solicit investment banking or other business from, any company referred to in this report. Each of these entities
functions as a separate, distinct and independent of each other. The recipient should take this into account before interpreting the document
This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis
of PINC. The views expressed are those of analyst and the PINC may or may not subscribe to all the views expressed therein

This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to
any other person or published, copied, in whole or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into
the United State (to U.S.Persons), Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed
in Japan or to any resident thereof. The distribution of this document in other jurisdictions may be restricted by law, and persons into whose
possession this document comes should inform themselves about, and observe, any such restrictions

Neither PINC, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special
or consequential including lost revenue or lost profits that may arise from or in connection with the use of the information.

Copyright in this document vests exclusively with PINC and this document is not to be reported or circulated or copied or made available to others.

Our reports are also available on Reuters, Thomson Publishers and Bloomberg PINV <GO>



