Mittal bid for Arcelor

Mittal Steel Profile

(finance.yahoo.com)

Mittal Steel Company N.V. is a steel producer with steel-making operations in Algeria, Bosnia, Canada, Czech Republic, France, Germany, Kazakhstan, Mexico, Poland, Romania, South Africa, Trinidad and Tobago, and the United States. In addition, the Company also has steel-rolling facilities in Luxembourg and Macedonia. Mittal Steel's operating philosophy embraces mini mill, integrated mini mill and blast furnace processes for steel making. Mittal Steel is a holding company with no business operations of its own. All of its subsidiaries are wholly or majority owned, directly or indirectly through intermediate holding companies. On December 17, 2004, Ispat International N.V. completed its acquisition of LNM Holdings N.V. and changed its name to Mittal Steel Company N.V.

Market Capitalization: $25,134.39 million or $25.134 billion
Arcelor Profile (From the Arcelor website)

Arcelor is number one of the global steel industry with a turnover of 30 billion euros in 2004. The company holds leadership positions in its main markets: automotive, construction, household appliances and packaging as well as general industry.  The company - number one steel producer in Europe and Latin America - ambitions to further expand internationally in order to capture the growth potential of developing economies and offer technologically advanced steel solutions to its customers.  Arcelor employs 94,000 associates in over 60 countries. 

From Yahoo France

Arcelor:  one of the first global iron and steel groups.  Resulted from the union of three entities Usinor (French), Arbed (Luxembourg) and Aceralia (Spanish), Arcelor was born to slightly face the new challenge of universalization in a concentrated iron and steel sector. The regrouping of the activities, know-how and tools of the three companies, as well as the restructuring of the whole of the steel-works makes it possible the group to have a new capacity and reactivity in the whole of the strategic geographical areas, not counting its many distribution networks. The group develops its offerings in four fields:  flat steels, long steels, the stainless steels and the whole of the activities dealt with downstream by Arcelor Steel Solutions & Services specialized in the distribution, the transformation and the trade of the produced steel.  The products of the group are directed to four large markets. 

· Automobiles: One in two cars in Europe is fitted with a body using steel from Arcelor. 

· Construction:  the steel used in particular in the construction of the Millau bridge.

· Household electric appliances:  the group occupies the dominant position in Europe.

· Packing:  the group is the European leader in the area of packaging drinks.  

Notwithstanding this prize list, Arcelor still has areas in which it wishes to develop.  Having a solid position in South America and Asia, it wishes to extend its presence to Brazil but also to Russia, India and China.

(In French)

Arcelor : un des premiers groupes sidérurgiques mondiaux.  Issu de la fusion des trois entités Usinor (français), Arbed (luxembourgeois) et espagnol avec Aceralia, Arcelor est né pour faire face au nouveau défi de la mondialisation dans un secteur sidérurgique faiblement concentré.  Le regroupement des activités, des savoir-faire et des outils des trois entreprises, ainsi que la restructuration de l'ensemble des aciéries permet au groupe de posséder une nouvelle capacité et réactivité dans l'ensemble des zones géographiques stratégiques, sans compter ses nombreux réseaux de distribution.Le groupe développe son offre dans quatre domaines : les aciers plats, les aciers longs, les aciers inoxydables et l'ensemble des activités en aval pris en charge par Arcelor Steel Solutions & Services spécialisée dans la distribution, la transformation et le négoce des aciers.Les produits du groupe s'adressent à quatre grands marchés.  L'automobile : une voiture sur deux en Europe est carrossée à partir d'acier Arcelor.  La construction : des aciers utilisés notamment dans la construction du viaduc de Millau.  L'électroménager : le groupe occupe la pole position européenne. L'emballage : le groupe est le leader européen des boîtes de boissons.Malgré ce palmarès, Arcelor affiche encore des velléités de développement. Après avoir pris pourtant de solides positions en Amérique du Sud et en Asie, il souhaite étendre encore sa présence au Brésil mais aussi en Russie, en Inde et en Chine.

2004 Earnings: 2314m. euros or 4.26 euros/share, i.e. 543.192m. shares.

This makes for a market capitalization of 18.49 billion euros or $22.45 billion

Geographic spread:

Mittal:

Arcelor: (Sales distributed by region)

	Europe:
	77.5% 

	Reste du Monde:
	8% 

	Amérique du Nord:
	7.5% 

	Amérique du Sud:
	7% 


Profit per share

	Année 
	2004 
	2003 
	2002 
	2001 

	Bénéfice net par action* 
	4.26
	0.54
	-0.25
	-0.73


	


81.5% of the shares are in float – Mittal should be able to do a hostile tender offer.

In contrast, 94.75% of Mittal’s shares are insider owned!

Who are the consumers?

Auto industry

Pricing:
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Moody's may downgrade Mittal on Arcelor bid (MT, FR:005786, DE:750000) By Gabriel Madway
SAN FRANCISCO (MarketWatch) -- Moody's Investors Service on Monday placed the Baa3 corporate family rating of Mittal Steel Co. N.V. (MT) , along with the Ba1 ratings of its subsidiaries, Mittal Steel USA Inc. and Ispat Europe S.A., on review for possible downgrade. The agency said the move follows Mittal's $22.7 billion bid for Arcelor (FR:005786) . Moody's said the review will consider the extent to which the deal might result in substantially higher leverage; the risks related to the transaction and future integration; and the risks related to a potential change in Mittal's underlying business mix and the overall future strategy of the enlarged group

According to Marketwatch, 

The marriage between the two steel giants would give Mittal (MT) a lock on more than 10% of the global steel market, with annual revenues approaching $70 billion. It would also give them greater pricing leverage and tighter management of the world's steel inventories -- two issues behind the 20% decline in global steel prices from highs seen a year ago. 

Mittal said it's offering 0.8 of a share and 7.05 euros cash for each share of Luxembourg-based Arcelor.  On announcement, Arcelor shares rocketed 29% to 28.73 euros. Mittal shares rallied about 4% in New York trading. (Marketwatch)

Mittal, based in Rotterdam, expects $1 billion in synergies from purchasing, marketing and manufacturing efficiencies, and said the deal would give it leading positions in the U.S., Europe, Africa and South America.

The combined company would have a pro forma market capitalization of $40 billion and annual revenue of $69 billion, Mittal said.

"The last 10 years have seen a major shift toward consolidation of the steel industry, helping to create sustainable value for all stakeholders. Both Mittal Steel and Arcelor have been at the forefront of this consolidation and share a similar vision for the future of our industry," Mittal said.

"This combination accelerates this process and leaves us uniquely positioned to benefit from the opportunities created," he said.

Mittal said the deal will lift earnings before interest, tax, depreciation and amortization in the first two years, excluding synergies. It also would be able to pay out more in dividends -- at 25% of earnings -- than Arcelor could on its own, Mittal said.

Mittal would become the leader in providing steel to the automotive industry in Europe and the U.S., and would lead in the North American Free Trade Area in appliance and packaging.

Few job cuts would be needed, the company added, since the geographic overlap is limited. (although another story said otherwise)

The Mittal-Arcelor deal would have to be reviewed by antitrust authorities in the U.S., Europe and possibly elsewhere. The companies together would only have about a 10% market share.

Mittal in the last few years has been on an acquisition streak, buying International Steel of the U.S., Kryvorizhstal of the Ukraine and various steel mills in Eastern Europe.

Arcelor itself was formed in February 2002 by the merger of Aceralia, Arbed and Usinor. In December it bought a 20% stake in Turkey's Erdemir for about $1 billion.

Ease of consummating the merger

Institutional shareholder base for Arcelor

Mittal is relatively closely-held; has small float

81.5% of the shares of Arcelor are in float – Mittal should be able to do a hostile tender offer.

In contrast, 94.75% of Mittal’s shares are insider owned!

Motivations for Merger

Geographic spread
Mittal:

steel-making operations in Algeria, Bosnia, Canada, Czech Republic, France, Germany, Kazakhstan, Mexico, Poland, Romania, South Africa, Trinidad and Tobago, and the United States. In addition, the Company also has steel-rolling facilities in Luxembourg and Macedonia.

Sales (from 20-F filing with SEC)

AMERICAS    EUROPE     REST OF WORLD  CONSOLIDATED

$4,072                 $3,800              $2,275                      $9,567

 41%                          38%                  23%

Arcelor: (Sales distributed by region)

	Europe:
	77.5% 

	Reste du Monde:
	8% 

	Amérique du Nord:
	7.5% 

	Amérique du Sud:
	7% 


Not a lot of overlap, which is good.

Production

Mittal: (Shipments of steel products; thousand tonnes)

AMERICAS     EUROPE     REST OF WORLD         TOTAL

12,115       18,011     11,945               42,071

  29%

43%
  28%
Segment Distribution

Arcelor:

· Automobiles: One in two cars in Europe is fitted with a body using steel from Arcelor. 

· Construction:  the steel used in particular in the construction of the Millau bridge.

· Household electric appliances:  the group occupies the dominant position in Europe.

· Packing:  the group is the European leader in the area of packaging drinks.  

Consolidation

After several years of growing demand, demand is currently stagnant.

See what NetAdvantage has to say regarding the nature of the industry

(From NetAdvantage)

The industrial metals companies that manufacture steel and aluminum products operate in industries that are highly capital intensive. Aluminum companies are vertically integrated, meaning that they own the sources of raw materials as well as the plants and equipment used to manufacture finished products. Steel companies, once highly integrated, have become much less so since the 1980s.

Substitutes:

aluminum, plastic, and other materials were substituted by the auto industry for steel.

Concerns:

To cope with the decline in demand from automakers, as well as to cut costs and comply with more stringent environmental legislation, the steel industry has become less vertically integrated. Producers have cut back on the raw steelmaking end of their operations, reducing their raw materials holdings of coal and iron ore and shutting down coke ovens, blast furnaces, and other primary steelmaking equipment. (NetAdvantage)

If anything, the world has too much of it. Prices are falling, hence the need for consolidation between the world's two leading steelmakers.  In fact, the fears in France validate that precise notion -- the French are worried that plants will be closed.

(This suggests that there might be cost advantages through consolidation – operating synergies)

Support for the idea that consolidation would lead to higher prices

The move by Mittal prompted a rally in steelmakers worldwide. U.S. Steel and Worthington Industries climbed in New York trading, while Severstal jumped nearly 8% in Russian trading and ADRs of Brazil's Gerdau rose over 5%.

Exploitation of Market Power

Industry leaders by market capitalization (total dollar value of all outstanding shares)
	TOP STEEL & IRON COMPANIES BY MARKET CAP (traded in the US)


	


	Company
	Symbol
	Price
	Change
	Market Cap
	P/E

	Companhia Vale do Rio Doce
	RIO
	51.27
	+2.52%
	59.04B
	13.52

	Mittal Steel Company NV
	MT
	36.20
	+1.40%
	25.48B
	5.69

	Tenaris SA
	TS
	162.45
	+0.87%
	19.18B
	14.64

	POSCO
	PKX
	57.39
	+0.99%
	18.09B
	3.72

	Nucor Corp.
	NUE
	84.23
	-0.44%
	13.11B
	10.27

	Gerdau S.A.
	GGB
	21.80
	+0.60%
	9.64B
	7.10


	


Arcelor’s Market capitalization is $22.45 billion (Yahoo France data), which is comparable to Mittal.

Acquiring Arcelor would make Mittal comparable to Vale do Rio Doce.

Porter Model:

According to the Porter model, 

· Rivalry is sharper where 
· players are similar in size, 

· the barriers to exit from an industry are high, 

· fixed costs are high, 

· growth is slow, and 

· products/ services are not differentiated.

This exactly describes the Steel industry

Obviously, with sharp rivalry, profits are lower, and the industry can be exploited by consumers of steel.  (Again, look at the Porter model – consumer power)

Hence, this suggests a possibility of mergers to increase consolidation and firm up market power.  Mittal is doing just that.

Vale do Rio Doce might want to do that, as well; however, since it is twice as large as the other players, there might anti-trust implications.  As a result, other governments might come in the way of this merger.

Operating Synergies

(From Marketwatch)

Mittal, based in Rotterdam, expects $1 billion in synergies from purchasing, marketing and manufacturing efficiencies, and said the deal would give it leading positions in the U.S., Europe, Africa and South America.

Defense Strategies

Arcelor could also attempt to make acquisitions of its own to fend off Mittal. The company could combine with midsize steel companies such as Japan's Nippon Steel Corp. and South Korea's Posco, said Tony Taccone, a Pittsburgh-based steel-industry consultant with First River. (WSJ)

However, it has just recently been involved in a merger, where it’s using cash.

December 23rd, 2005 - Arcelor S.A. announces its intention to make an enhanced all cash offer to acquire all of the outstanding common shares of Canadian steelmaker Dofasco Inc. (TSX: DFS) at C$63.00 per share.

Luxembourg, January 30, 2006 - Arcelor SA announced today that the Notice of Variation and Extension increasing Arcelor's offer for Dofasco to C$71.00 is being mailed today to Dofasco shareholders. Arcelor had announced on January 16, 2006 its increased offer price to C$71.00 per share and it is now also extending the expiry date of its offer to February 9, 2006 in order to ensure that Dofasco shareholders receive the Notice of Variation and Extension in sufficient time and in compliance with Canadian securities law.

http://www.mittalsteel.com/Investor+Relations/Annual+Report+2004/Regions/

