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Consolidated

Tata Sponge (TTSP) posted an adjusted PAT of INR168m (v/s our estimate of INR233m) for 3QFY12, down 23%
QoQ (and 24% YoY), mainly on account of a volume-driven decline in revenue.

Net sales declined 25% QoQ (and 23% YoY) to INR1.31b. Both production and sales volumes declined
sequentially on lower iron ore availability due to difficulty in getting road permits in Odisha. We expect
volumes to remain flat, as the issue of road permits persists. Sponge iron sales volumes declined 23% QoQ to
55k tons. Average realization fell 2% QoQ to INR21,936/ton.

EBITDA decreased 18% QoQ (and 30% YoY) to INR246m. EBITDA margin improved 160bp QoQ to 18.8%. EBITDA/
ton increased 6% QoQ to INR4,467, as raw material cost declined to INR15,982/ton from INR17,646/ton in
2QFY12.

Despite significantly lower production and sales volumes, strong sponge realization is supporting both revenue
and margins. Current sponge iron prices are at a three-year high in the domestic market (at ~INR24,000/ton v/
s INR17,970/ton in FY11), as producers suffer shortage of raw material (especially iron ore) post the ban on

mining in Karnataka and increased regulatory rigor in Odisha.

B The stock trades at 5.5x FY12E EPS, 0.7x FY12E BV, and at an EV of 1.8x FY12E EBITDA.

Ouarterly Performance

Maintain

Buy.

{IMR Million}

¥, E March Fril FY12 Fril FY12E
10 20 30 a0 10 20 io 40E
Sales (tons) 85,000 103000 91,500 95500 72000 FloO00 55000 0 55,000 350,000 255,000
Change (Yol %) 36 255 32 71 155 -345 -3048 -42.4 52 -334
Realization (Rs per tan) 15,453 14542 17,200 15683 15138 22353397 21936 22,336 16,763 21,072
Change (Yol %) 1585 254 341 2848 174 5049 275 125 2548 257
Met Sales 1,414 1,759 1,704 1,954 1,457 1,737 1,308 1,376 6,758 5,877
Change (%) 175 550 314 145 30 -1.2 -235 -2065 0.0 -13.0
EBITD & 321 341 349 459 331 299 246 231 1,497 1107
Change (Yol %) 559 34 11 -13.2 215 -125 -205 -A05 208 261
A5 % of Net Sales 205 194 205 255 227 172 1588 168 222 158
EBITDéA per ton 4,956 3,160 3,810 4,809 4,596 4,206 4,467 4,206 3,940 4,374
Interest 1 1 0 1
Deprecdation 47 45 46 a5 45 45 45 46 1585 154
Other lncome 14 35 29 41 45 a2 57 &0 151 224
PBT {(after ED Inc.} 388 148 3531 636 330 314 256 245 1,503 1,145
Total Tax 129 44 109 207 105 a7 a8 ol 450 370
% Tax 355 27 320 326 38 a0s 344 320 326 324
Reported PAT 259 104 222 328 225 217 168 164 1,013 775
Adjusted PAT 259 231 222 307 225 217 168 164 1,013 775
Change (Yol %) 504 551 a9z -7.a 131 548 -244 -5 5 1948 236

E: MOSL Estirnates
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Sponge iron prices at three-year high

Sponge iron (Raipur)
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Source: Company/MOSL

Lowering FY12 volumes to 253kt; Valuation attractive

m  We are lowering our FY12 sponge iron sales volume to 253kt from earlier estimate
of 300kt. We hope that road permits problem will be solved in due course and the
iron ore supply will be restored to normal levels by the start of FY13. We are
maintaining our FY13 volume estimates of 380kt assuming normal operations.

Stock trades at attractive FY12 EV/EBITDA of 1.8x, PE of 5.5x and P/BV of 0.7x.
Maintain Buy.
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Tata Sponge Iron: an investment profile

Company description

Tata Sponge is located at Bilaipada near Joda, in the
Keonjhar district of Orissa. It has a production capacity
of 390,000tpa of sponge iron. The company has also set
up 26MW of captive power plants to gain from the waste
hot gases released from its kilns, in phases.

Key investment arguments

B Located in close proximity to iron ore mines (25km
from plants), which saves transport cost. The
company has a strategic tie-up with Tata Steel,
wherein it has leased equipment to Tata Steel to
operate the Khondbond iron ore mine and it receives
iron ore at significantly lower cost.

B Tata Sponge is one of the best managed sponge iron
plants in the country, with a wide service offering
profile and domain depth.

m Radhikapur (East) coal block on commencement will
lower external dependence for coal.

Key investment risks
B Earnings are highly leveraged to sponge iron prices.

Comparative valuations

Tata Sponge Iron

B Lacking growth triggers as no major capacity
expansion plans in the near future.

B Iron ore supply concerns due to mining road permits
related problems in Odisha

Valuation and view
m Stock trades at attractive FY12 EV/EBITDA of 1.8x, PE
of 5.5x and P/BV of 0.7x. Maintain Buy.

Sector view

m  Current sponge iron prices are at their three high in
domestic market (at ~INR24,000/ton v/s INR17,970/
ton in FY11) as producers suffers raw material
shortage especially iron ore post Karnataka mining
ban and increased regulatory rigor in Odisha.
Marginal sponge iron ore producers are forced either
to operate at lower capacity or incur high iron ore
cost. Prices are expected to remain strong in the near
term as iron ore availability to the industry will
remain a concern as more and more mining regions
come under regulator rigor.

EPS: MOSL forecast v/s consensus (INR)

Tata Sponge Godawari Monnet MOSL Consensus Variation
Iron Power Ispat Forecast Forecast (%)
P/E (x) FY12E 4.2 4.0 10.1 FY12 49.9 58.8 -15.2
FY13E 5.5 2.4 7.8 FY13 67.3 66.8 0.7
P/BV (x) FY12E 0.8 0.5 13
FY13E 0.7 0.4 11 Target Price and Recommendation
EV/Sales (x) FY12E 0.3 0.4 3.1 Current Target * Upside Reco.
FY13E 0.3 0.5 2.1 Price (INR) Price (INR) (%)
EV/EBITDA (x) FY12E 1.6 2.8 11.7 274 428 56.3 Buy
FY13E 1.8 33 8.9 1x FY13 BV
Stock performance (1 year)
—Tata Sponge Sensex - Rebased
400
Shareholding pattern (%) 350
Dec-11 Sep-11 Dec-10
Promoter 437 437 437 300
Domestic Inst 7.3 7.3 7.3 250
Foreign 6.8 6.8 6.4 200
Others 42.3 42.2 42.7 Jan-11 Apr-11 Jul-11 Oct-11 Jan-12
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Financials and Valuation

Tata Sponge Iron

Income Statem ent {Consolidated) {IMR Million) Ratios
¥,E March 2009 2010 2011 2012E  2013E ¥/E March 2009 2010 2011 2012E 2013E
Met sales 6081 5200 6758 5877 8747 Basic {IMR)
Change (%) 332 145 300 -13.0 43 8 EPs 734 G419 658 499 &73
Total Expenses 4242 35961 5261 4771 265 Cash EPS o2 675 77a gl8 795
BYW/Share 2271 2728 32293 3703 4283
EBITDA L& 1,239 1,497 1107 1,482 CPs a0 a0 a.n a0 a0
% of Net Sales 303 238 22 133 159 Payout (%) 113 171 142 136 1349
Yaluation {x)
Depn. &Amortizatic 153 194 135 134 185 F/E 35 g0 42 55 11
EBIT 1L,657 L045 1,312 922 1,297 Cash P/E 30 41 35 14 35
Met Interest 46 2 ] P/BN 12 10 ns 07 D&
Otherincome 2m 219 191 224 250 Ev/%ales 05 0& ns 03 01
B EBITDA, 17 27 la 15 0.
PBT before EO L&12 1,262 1,503 1197 1547 Dividend Yield (%) 249 29 24 29 29
EQ income Return Ratios (%)
PBT after EO L&12 1,262 1,503 1197 1547 EBITDA Margins 303 238 222 1338 19
Tax 605 417 439 370 511 Met Profit Margins 155 16.3 15.0 131 1149
Rate (%] 334 330 326 330 33.0 RoE 407 220 219 143 1lsa
RoCE 476 202 297 lag 237
Reported PAT 1,207 815 1,013 76 1037 RaolC 623 407 530 430 682
Adjusted PAT 1,207 815 1,013 768 1,037 Working Capital Ratios
Change (%) 263 -30.0 129 -242 35.0 Fixed Asset Turnowver (x) 17 14 19 1le 24
Asset Turnover () 15 11 12 10 135
Balance Sheet {INR Million) Debtor (Days) 12 26 24 20 20
¥,E March 2009 2010 2011 2012E  2013E [rventory (Days) 30 43 a5 45 a0
thare Capital 154 154 154 154 154 Creditars (Days) 17 28 30 a0 20
Reserves 3,343 4047 49017 S5540 gA4] Leverage Ratio {x}
Share holders funds 3497 4201 5071 5703 6595 Current Ratio 38 28 3l 35 36
Loans 1 1 Interest Cover Ratio 357 - - - -
Defferred tax liabil 503 459 393 305 393 Debt/Equity -0.3 -0.2 -04 -04  -05
Capital Employed 4,002 4661 5464 6095 6,983
Cash Flow Statement {IMR Million)
Gross Block 3591 3592 3593 3593 3593 Y,/E March 2009 2010 2011 2012F 2013F
Less: &ccurn. Deprn. 1,357 1536 1,711 1895 2080  Pre-tax Profit 1,812 1262 1503 1,147 1547
Met Fixed Assets 2,234 2057 1887 1,703 1518 Depreciation 179 179 175 laa 185
Capital WP 213 1,217 1290 1590 1,740 {Inc)/Decin kg Cap. =227 -6 3|5 -lZF -203
| nvestments g g 344 344 344 Tax paid -631 481 556 -370 511
Other Operating Activiti 2 1
Curr. Assets 2006 2,155 2,875 3460 4576  CF from Op. Activity L132 937 4508 833 1018
Inventaries 505 653 627 725 =]
fundry Debtors 199 375 223 322 479 {Inc)fDecin Fa+ DWIP 29 -1,006 -79 -300  -150
Cash and Bank 1,148 935 1,831 2270 2994  CFfrom Inv. Activity 29 -1,006 -415 -300 -150
Loans and Adval 243 1e4 144 144 144
Curr. Liability & Prov. 549 775 933 L002 1,190 Debt Raised/iRepaid) -343 o -1
Sundry Creditors 286 anl 13 455 671 Dividend [incl. tax) -144 0 -144 144 -144 144
Other Liabilities & 263 375 519 £19 519 Other Financing Activiti
Met Current &ssets 1,546 1,379 1,942 2,458 3,386  CF from Fin. Activity 987 144 146 -143 -1
':':']EI:E?L";'; ;f mF::Ed; o :;':Illz 1 t:d’ﬁﬂ 316% 6095 688 {Inc)/Dec in Cash 174 -213 947 389 724
Add: Opening Balance 972 1148 933 1,581 2270
Closing Balance 1,146 933 L1881 2270 2,994
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