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Morning Insight 

Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been prepared by the Private Client Group. The views and 
opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, target price of the Institutional Equities Research Group of Kotak Securities 
Limited. 

  

News Highlights 
 India is likely to overshoot its fertiliser subsidy bill for this financial 

year by Rs 300 bn ($4.2 bn) and the government could tap state 
banks to fund the extra spending. Government budgeted Rs 700.8 
bn for fertiliser subsidies for FY19, but the sources said nearly half 
of the money was used to settle dues from the previous year. (BS) 

 Retail inflation declined to an 18-month low of 2.19% in December 
2018 mainly on account of sliding prices of fruits, vegetables and 
fuel. The inflation based on the CPI was 2.33% in Nov and 5.21% in 
Dec 2017. The previous low inflation was 1.46% in June 2017. (BS) 

 In a bid to align with the best corporate practices, the Finance 
Ministry has asked the public sector banks to gradually bring down 
the government's equity to 52%, a top official said. (BS) 

 Inflation based on wholesale prices fell to a 8-month low of 3.80 per 
cent in Dec, 2018, on softening prices of fuel and some food items. 
The Wholesale Price Index (WPI)-based inflation stood at 4.64 per 
cent in November, 2018, and 3.58% in Dec 2017. According to the 
government data, deflation in food articles stood at 0.07% in 
December, against 3.31 per cent in November. (BS) 

 India's crude steel production fell by 1.4% to 8.936 MT in December 
2018, according to official data. The country had produced 9.067 MT 
crude steel in December 2017. (BS) 

 Wipro said it would consider a bonus issue of shares to 
shareholders, its second in two years, on January 18 when the 
company announces its quarterly results. The board will also 
declare an interim dividend, Wipro said in a regulatory filing. (ET) 

 Hindustan Copper has chalked out a strategy, which includes 
reopening of closed mines, to augment production capacity to up to 
20 mmtpa by 2024. The company's current capacity of copper ore is 
3.8 mmtpa. (BS) 

 Etihad Airways PJSC has agreed to raise its stake in Jet Airways 
India Ltd to 49% as founder and chairman  gives up majority control 
of the carrier, potentially paving the way for the rescue of the cash-
starved company. (BS) 

 Bharti Airtel is in talks to buy Telkom Kenya, the East African nation's 
smallest telecoms operator, to create a stronger challenger to 
market leader Safaricom, as per sources. (BS) 

 BHEL said it has won an order worth Rs 5.65 bn from Singareni 
Collieries Company for setting up solar photovoltaic (SPV) power 
plants in Telangana. (BS) 

 

What’s Inside 
 Result Update: Tata Sponge Iron Ltd 

Source: ET = Economic Times, BS = Business Standard, FE = Financial Express, IE = Indian 
Express, BL = Business Line, BQ = BloombergQuint, ToI: Times of India, BSE = Bombay 
Stock Exchange, MC = Moneycontrol 

 

 
14-Jan 1 Day 1 Mth 3 Mths

Indian Indices 
SENSEX Index 35,854 (0.4)      (0.3)      3.2           
NIFTY Index 10,738 (0.5)      (0.6)      2.5           
NSEBANK Index 27,248 (0.7)      1.6        7.3           
NIFTY 500 Index 9,051 (0.5)      (0.4)      3.2           
CNXMcap Index 17,588 (0.4)      (0.0)      5.0           
BSESMCAP Index 14,536 (0.4)      0.2        2.7           
World Indices
Dow Jones 23,910 (0.4)      (0.8)      (5.3)         
Nasdaq 6,906 (0.9)      (0.1)      (7.1)         
FTSE 6,855 (0.9)      0.1        (2.5)         
NIKKEI 20,360 1.0        (3.9)      (9.5)         
Hangseng 20,360 1.0        (3.9)      (9.5)         
Shanghai 26,298 (1.4)      2.3        4.9           

Value traded (Rs cr)
Cash BSE (14.6)       
Cash NSE 1.2           
Derivatives 0.2           

Net inflows (Rs cr) 11-Jan MTD YTD

FII (625) (2,298) (2,298)
Mutual Fund 304 2,887 2,887

Nifty Gainers & Losers Price Chg Vol
14-Jan (Rs) (%) (mn)

Gainers
Yes Bank Ltd 195      6.0        98.1        
Infosys Ltd 702      2.7        19.3        
Sun Pharma 451        1.5        5.8           
Losers
Wipro 313        (4.9)      6.9           
Gail India Ltd 325      (4.1)      8.0           
Indiabulls H 791      (3.1)      2.7           

Advances / Declines (BSE)
14-Jan A B T Total  % total

Advances 137   358         60         555      100         
Declines 291   653         36         980      177         
Unchanged 2        29            15         46         8              

Commodity
14-Jan 1 Day 1 Mth 3 Mths

Crude (US$/BBL) 59.7        1.1        (1.0)      (26.2)       
Gold   (US$/OZ) 1,291.7   0.3        4.3        5.3           
Silver  (US$/OZ) 15.7        0.4        7.6        6.8           

Debt / forex market 14-Jan 1 Day 1 Mth 3 Mths

10 yr G-Sec yield % 7.2           7.6        7.4        8.0           
Re/US$ 70.9        70.5     71.9     73.8        

Nifty

Source: Bloomberg
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TATA SPONGE IRON LTD 
PRICE RS.778 TARGET RS.880 BUY 
Tata Sponge (TTSP) Q3FY19 reported numbers were below our estimates, 
due to higher costs. EBITDA margin declined by 220bps QoQ to 11.6%. 
However, higher than expected volume supported revenue growth.  

Key Highlights  

 Sponge iron sales volume during the quarter grew 19.4% QoQ to 111KT 
(down 3.5% YoY), 2QFY19 volume was impacted by maintenance shutdown. 
The sponge iron realisation declined by 5.9% QoQ to Rs20,747/tonne (up 
19.7% YoY). 

 Lower realisation, coupled with an increase in overall costs of production, 
resulted in a drop in EBITDA margin.  

 During the quarter, the company acquired the steel business of Usha Martin 
(UML) at a cost of Rs43-47 bn. We believe, acquisition is a positive event for 
TTSP and its long term future growth plans as UML has strong backward 
integration and attractive long product portfolio which would be a 
synergistic fit. 

Valuation & outlook 
We continue to remain positive on TTSP’s strong business model. We have 
revised our estimates lowered on the back of 3QFY19 performance. We expect 
spreads to remain subdued in the coming quarters as well due to sharp fall in 
sponge iron prices from Rs24,200/tonne at the end of Sep’18 to Rs20,400/tonne 
in the month of Jan’19. Our revised earnings now stands at Rs73.9 (earlier 
Rs96.8) and Rs71.5 (earlier Rs89.4) for FY19E and FY20E, respectively. Post the 
recent correction in the stock price, we feel at CMP, the stock is trading at 2.8x 
FY20E EV/EBITDA, is attractive and risk-reward is favorable. Hence, we maintain 
BUY rating, with a revised target price of Rs880 (earlier Rs1,050), valuing it at 4x 
FY20 EBITDA. In the long run, we believe that acquisition of UML will help the 
company to mark its position in long product segment.  

Quarterly performance table 

Particulars (Rs Mn) 3QFY19 3QFY18 % YoY 2QFY19 % QoQ 

Net Sales 2,608 2,145 21.6  2,162 20.6  
Raw Materials 1,951 1,370  1,504  
% to sales 74.8 63.9  69.6  
Other Expenses 354 294  360  
% to sales 13.6 13.7  16.7  
Total Expenditure 2,305 1,664 38.6  1,864 23.6  
EBITDA 304 481 (36.9) 298 1.8  
EBITDA Margin (%) 11.6 22.4  13.8  
Depreciation 29 31  29  
Interest 21 23  3  
EBT 253 427  266  
Other Income 160 117  149  
PBT 413 544  415  
Tax 145 183  139  
ETR (%) 35.1 33.7  33.4  
PAT (reported) 268 360 (25.5) 276 (3.0) 
NPM (%) 10.3 16.8  12.8   

Source: Company, Kotak Securities – Private Client Research 

Result Update 

Stock Details   
Market cap (Rs mn)  : 12024 
52-wk Hi/Lo (Rs) : 1249 / 727 
Face Value (Rs) : 10 
3M Avg. daily vol (Nos) : 123,105 
Shares o/s (mn)  : 15 

Source: Bloomberg   

Financial Summary 
Y/E Mar (Rs mn) FY18 FY19E FY20E 

Sales 8,005 9,622 9,608 
Growth (%) 43.6 20.2 -0.1 
EBITDA 1,827 1,571 1,509 
EBITDA margin (%) 22.8 16.3 15.7 

Net profit 1,409 1,138 1,100 
Adj EPS (Rs) 91.5 73.9 71.5 
Growth (%) 140.1 -19.2 -3.3 

BV (Rs/share) 639.9 689.7 737.0 
Dividend / share (Rs) 20.0 20.0 20.0 
ROE (%) 14.3 10.7 9.7 
ROCE (%) 14.3 12.5 11.4 

EV/EBITDA (x) 2.8 3.1 2.8 
EV/Sales (x) 0.6 0.5 0.4 
P/E (x) 8.5 10.5 10.9 
P/BV (x) 1.2 1.1 1.0 

Source: Company, Kotak Securities - PCG 

Shareholding Pattern (%)   
(%) Dec-18 Jun-18 Mar-18 

Promoters 54.5 54.5 54.5 
FII 4.6 8.5 8.7 
DII 2.6 0.9 0.9 
Others 38.3 36.2 35.9  

Source: Bloomberg, BSE    

Price Performance (%)   
(%) 1M 3M 6M 

Tata Sponge Iron  3.9   (6.9)  (22.5) 
Nifty  (0.6)  2.5   (2.6) 

Source: Bloomberg    

Price chart (Rs) 

 
Source: Bloomberg 
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Higher cost dragged overall performance 
TTSP sponge iron sales volume during the quarter stood at 111KT, up 19.4% 
QoQ (the company had taken maintenance shutdown in 2QFY19), which offset 
the negative impact of decline in average realisation to Rs20,747/tonne, down 
Rs1,300/tonne sequentially. Revenue during the quarter grew 21.6%/20.6% 
YoY/QoQ to Rs2.61 bn. However, the benefit of the growth in revenue was offset 
by an increase in the overall cost of production. Blended cost of production 
increased Rs2,069/tonne sequentially to Rs17,898/tonne, which we believe due 
to increase in iron ore costs and coal cost (rupee depreciation). EBITDA margin 
during the quarter declined to 11.6% from 13.8% and 22.4% in 2QFY19 and 
3QFY18, respectively. 

Sponge iron prices and imported scrap (US$/t) Sponge iron and iron ore prices trend (Rs/T) 

       
Source: Bloomberg, Industry data, Company Source: Bloomberg, Industry data, Company 

Tata Sponge raw material cost trend (Rs/t)  Tata Sponge EBITDA/T (Rs) 

       
Source: Bloomberg, Industry data, Company Source: Bloomberg, Industry data, Company 

Lower operating performance coupled with higher interest outgo and higher tax 
rate, led to 25.5% and 3% YoY and QoQ decline in PAT to Rs268 mn. 
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UML acquisition strategically fit 
During the quarter, the company acquired the steel business of Usha Martin 
(UML) at a cost of Rs43-47 bn. We believe, acquisition is a positive event for 
TTSP and its long term future growth plans as UML has strong backward 
integration and attractive long product portfolio which would be a synergistic 
fit. The assets to be acquired include 1MT long product capacity in Jamshedpur, 
iron-ore mine, an under-development coal mine and a captive power plant.  

UML’s steel operations 

Particulars  Capacity 

Iron ore  2.5 MT 
Pellet  1.2 MT 
Coke Oven  400 KT 
Blast Furnace  600 KT 
DRI  600 KT 
BILLETS  1 MT 
Wire Rod  400 KT 
Bars  323 KT 

Source: Company 

Despite captive iron-ore mines and integrated operations, UML’s steel 
operations earned EBITDA/ton of ~Rs5,500/ton in FY2018, much lower than 
peers. We believe that several operational issues have plagued UML’s 
operational performance over the years. We believe there is strong potential for 
earnings improvement at UML operations as peers with similar facilities earn 
much higher EBITDA/ton. We expect UML to contribute incremental EBITDA of 
Rs6.5 bn, backed by improvement in operational efficiencies and captive mining 
operations. 

Recommend BUY 
We continue to remain positive on TTSP’s strong business model. We have 
revised our estimates lowered on the back of 3QFY19 performance. We expect 
spreads to remain subdued in the coming quarters as well due to sharp fall in 
sponge iron prices from Rs24,200/tonne at the end of Sep’18 to Rs20,400/tonne 
in the month of Jan’19. Our revised earnings now stands at Rs73.9 (earlier 
Rs96.8) and Rs71.5 (earlier Rs89.4) for FY19E and FY20E, respectively. Post the 
recent correction in the stock price, we feel at CMP, the stock is trading at 2.8x 
FY20E EV/EBITDA, is attractive and risk-reward is favorable. Hence, we maintain 
BUY rating, with a revised target price of Rs880 (earlier Rs1,050), valuing it at 4x 
FY20 EBITDA. 

 

Company Background 
Tata Sponge is a subsidiary of Tata Steel and has sponge iron production 
capacity of 4.25 lakh tonne in Orissa with 26 MW of waste heat recovery based 
captive power. The company has impressive track record and maintains 
consistent quality. Tata Sponge produce and market sponge iron, which is a 
single end use (steel making) and a single grade product. The company 
generates power through Waste Heat Recovery Boilers (WHRB), a non-
conventional source of ‘green’ power, which has helped the company to shift 
their dependence on thermal power. The company export surplus power to their 
holding company. 
  

Funding Plan 
 Right issue upto Rs18 bn 

 External borrowings upto Rs25 
bn 

 Issuance of Non-convertible 
Redeemable preference share 
to Tata Steel upto Rs10 bn 
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Financials: Consolidated 
  Profit and Loss Statement (Rs mn)    

(Year-end March) FY17 FY18 FY19E FY20E 

Net sales 5,573 8,005 9,622 9,608 
growth (%) (2.8) 43.6  20.2  (0.1) 
Operating expenses 4,958 6,178 8,051 8,100 
EBITDA 615 1,827 1,571 1,509 
growth (%) 162.4  196.9  (14.0) (3.9) 
Depreciation &amortisation 128 123 130 136 
EBIT 488 1,704 1,440 1,373 
Other income 371 431 463 486 
Interest paid 24 32 300 309 
PBT 834 2,102 1,603 1,550 
Tax 247  693  465  449  
Effective tax rate (%) 32.0 33.8 29.0 29.0 
Net profit 587 1,409 1,138 1,100 
Non-recurring items 0 0 0 0 
Adjusted Net profit 587 1,409 1,138 1,100 
growth (%) 83.7  140.1  (19.2) (3.3) 
Source: Company, Kotak Securities – Private Client Research 
    

Cash Flow Statement (Rs mn)     
(Year-end March) FY17 FY18 FY19E FY20E 

Pre-tax profit 834 2,102 1,603 1,550 
Depreciation 128 123 130 136 
Chg in working capital (248) (213) (555) (8) 
Total tax paid (272) (715) (465) (454) 
Other operating activities 233  193  300  309  
Operating CF 675 1,491 1,014 1,532 
     
Capital expenditure (39) (61) (111) (154) 
Chg in investments 118  112  376  (250) 
Other investing activities 30  0  0  0  
Investing CF 109  51  264  (404) 
     
Equity raised/(repaid) 0 0 0 0 
Debt raised/(repaid) 54 24 300 309 
Dividend (incl. tax) 185 371 371 371 
Other financing activities 0 0 0 0 
Financing CF 239 396 671 680 
     
Net chg in cash & bank bal. 545 1,146 607 448 
Closing cash & bank bal 3,068 4,216 4,823 5,271 

Source: Company, Kotak Securities – Private Client Research  

Balance sheet (Rs mn)     
(Year-end March) FY17 FY18 FY19E FY20E 

Cash & Bank balances 3,068 4,216 4,823 5,271 
Other Current assets 3,052 3,756 4,145 4,136 
Investments 2,736 2,623 2,248 2,498 
Net fixed assets 1,603 1,548 1,547 1,590 
Total assets 10,459 12,144 12,762 13,494 
     
Current liabilities 1,619 2,109 1,943 1,926 
Borrowings 0 0 0 0 
Other non-current liabilities 191 180 198 218 
Total liabilities 1,809 2,289 2,141 2,143 
     
Share capital 154 154 154 154 
Reserves & surplus 8,494 9,700 10,467 11,197 
Shareholders' funds 8,648 9,854 10,621 11,351 
Minority interest 0 0 0 0 
Total equity & liabilities 10,458 12,144 12,762 13,494 
Source: Company, Kotak Securities – Private Client Research 
   

Ratio Analysis     
(Year-end March) FY17 FY18 FY19E FY20E 

Profitability and return ratios (%)     
EBITDAM 11.0 22.8 16.3 15.7 
EBITM 8.8 21.3 15.0 14.3 
NPM 10.5 17.6 11.8 11.5 
RoE 6.8 14.3 10.7 9.7 
RoCE 6.8 14.3 12.5 11.4 
Per share data (Rs)     
O/s shares 15.4 15.4 15.4 15.4 
EPS 38.1 91.5 73.9 71.5 
FDEPS 38.1 91.5 73.9 71.5 
CEPS 46.4 99.5 82.4 80.3 
BV 561.6 639.9 689.7 737.0 
DPS 11.0 20.0 20.0 20.0 
Valuation ratios (x)     
PE 20.4 8.5 10.5 10.9 
P/BV 1.4 1.2 1.1 1.0 
EV/EBITDA  10.0 2.8 3.1 2.8 
EV/Sales 1.1 0.6 0.5 0.4 
P/CEPS 16.8 7.8 9.4 9.7 

Source: Company, Kotak Securities – Private Client Research 
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RATING SCALE 

Definitions of ratings 

BUY  – We expect the stock to deliver more than 12% returns over the next 12 months 
ACCUMULATE – We expect the stock to deliver 5% - 12% returns over the next 12 months 
REDUCE – We expect the stock to deliver 0% - 5% returns over the next 12 months 
SELL – We expect the stock to deliver negative returns over the next 12 months 

NR – Not Rated. Kotak Securities is not assigning any rating or price target to the stock. The 
  report has been prepared for information purposes only.  

SUBSCRIBE  – We advise investor to subscribe to the IPO. 

RS – Rating Suspended. Kotak Securities has suspended the investment rating and price target 
  for this stock, either because there is not a Sufficient fundamental basis for determining, 
  or there are legal, regulatory or policy constraints around publishing, an investment rating 
  or target. The previous investment rating and price target, if any, are no longer in effect for 
  this stock and should not be relied upon. 
NA – Not Available or Not Applicable. The information is not available for display or is not 
  applicable 

NM – Not Meaningful. The information is not meaningful and is therefore excluded. 

NOTE – Our target prices are with a 12-month perspective. Returns stated in the rating scale are 
  our internal benchmark. 
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Disclosure/Disclaimer 
Kotak Securities Limited established in 1994, is a subsidiary of Kotak Mahindra Bank Limited. Kotak Securities is one of India's largest brokerage and distribution house.  
Kotak Securities Limited is a corporate trading and clearing member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), Metropolitan Stock Exchange of 
India Limited (MSE), National Commodity and Derivatives Exchange (NCDEX) and Multi Commodity Exchange (MCX). Our businesses include stock broking, services rendered in connection with 
distribution of primary market issues and financial products like mutual funds and fixed deposits, depository services and Portfolio Management.  
Kotak Securities Limited is also a depository participant with National Securities Depository Limited (NSDL) and Central Depository Services (India) Limited (CDSL). Kotak Securities Limited is 
also registered with Insurance Regulatory and Development Authority as Corporate Agent for Kotak Mahindra Old Mutual Life Insurance Limited and is also a Mutual Fund Advisor registered with 
Association of Mutual Funds in India (AMFI). We are registered as a Research Analyst under SEBI (Research Analyst) Regulations, 2014. 
We hereby declare that our activities were neither suspended nor we have defaulted with any stock exchange authority with whom we are registered in last five years. However SEBI, Exchanges 
and Depositories have conducted the routine inspection and based on their observations have issued advise/warning/deficiency letters/ or levied minor penalty on KSL for certain operational 
deviations. We have not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has our certificate of registration been cancelled by SEBI at any point of 
time.  
We offer our research services to clients as well as our prospects. 
This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. Persons into whose 
possession this document may come are required to observe these restrictions. 
This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report is not to be construed as an offer to sell or the solicitation 
of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Kotak Securities Ltd. It does not constitute a 
personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. 
We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable though its accuracy or completeness cannot be guaranteed. Neither Kotak 
Securities Limited, nor any person connected with it, accepts any liability arising from the use of this document. The recipients of this material should rely on their own investigations and take 
their own professional advice. Price and value of the investments referred to in this material may go up or down. Past performance is not a guide for future performance. Certain transactions -
including those involving futures, options and other derivatives as well as non-investment grade securities - involve substantial risk and are not suitable for all investors. Reports based on technical 
analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and as such, may not match with a report on a 
company's fundamentals. 
Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed in this material, there 
may be regulatory, compliance or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may 
be subject to change without notice. Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein. 
Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been prepared by the Private Client Group. The views and 
opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, target price of the Institutional Equities Research Group of Kotak Securities 
Limited. 
We and our affiliates/associates, officers, directors, and employees, Research Analyst(including relatives) worldwide may: (a) from time to time, have long or short positions in, and buy or sell the 
securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in 
the financial instruments of the subject company/company (ies) discussed herein or act as advisor or lender / borrower to such company (ies) or have other potential/material conflict of interest 
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