Steels

Yet more downside from falling
steel prices

B Earnings and PO cut once again; reiterate underperform

Indian steel equities have been underperforming; we expect further downside as
steel prices continue to fall more than our earlier expectations. We have cut our
FY10 EPS forecasts for Tata, SAIL and JSW by 19-36%. We have also cut POs
by 2-41%. Lower POs reflect both earnings cut and higher discounts to our DCF
valuation. We have raised the discount in Tata and JSW Steel to 50% (40%) and
for SAIL and JSPL to 30% (20%).

Steel prices have more downside

Indian steel prices are down ~24% to Rs32000/t. We expect further fall to
Rs28000/t to bring it in line with import parity. The decline in European steel
prices has been sharper at 45%. But it is interesting to note that despite lower
input costs, the gross ‘spread’ for a non integrated steel company is still double
the levels last down cycle in 1997-98. Hence, risk of further steel price declines.

We cut FY10 sales volume forecasts 1-27%

We sitill forecast vol. growth for FY10 but at a reduced rate of ~12%. Over the last

10 years, India’s steel demand has grown at ~1.2x IIP growth. Assuming similar
correlation, we forecast India’s demand to grow by 3-5% in FY10. Tata, JSW and
SAIL, being low cost producers, will likely see higher than India avg vol. growth.

Falling input costs is limited benefit for our steel coverage
Our global team has cut coking coal price to US$125/t ($300/t) and iron ore to
$74/t ($92/t) for FY10. This lowers the cost support to steel prices. Also this offers
limited benefit to integrated players — SAIL and Tata India operations. For Corus,
we forecast price decline to be higher and compression of spread.

Tata Steel: FY10EPS cut 36% to Rs39, PO cut 41% to Rs128
We forecast FY10 EPS to decline 62%. At Rs187, it is at P/E of 4.8xFY10 and
P/B of 0.6x. Our PO is based on 50% discount to DCF and implies P/B of 0.4x,
similar to levels reached in the last down cycle in 1998.

SAIL: FY10EPS cut 19% to Rs11, PO cut 39% to Rs52

We expect FY10 EPS to decline 25%. At Rs70, it is at FY10 P/E of 6.2x & P/B of
1.0x. Our PO, based on 30% discount to DCF, implies P/B of 0.8x. Premium to
Tata is justified on lower sensitivity & high cash position, ~Rs36.4/share.

JSW Steel: FY10EPS cut 28% to Rs50, PO cut 32% to Rs153
We forecast EPS to decline 18%. At Rs219, it is at FY10P/E of 4.4x & P/B of
0.44x. Our PO, based on 50% discount to DCF and implies to P/B of 0.3x.
However Risks are high given high sensitivity and steep gearing ~1.6x .
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Table 1: PO Changes (Rs/share)
New PO OldPO CMP Up/D'side

Tata 128 216 187 -32%
SAIL 52 85 70 -26%
JSW Steel 153 219 219 -30%
JSPL 720 738 813 -11%

Source: Merrill Lynch
*= Prices as on 12 Dec 2008

Table 2: EPS Changes

FYO9E FY10E
Rs New  Old%chg  New Old %chg
Tata 102 131 -22% 39 61 -36%
SAIL 15 20 -24% 11 14 -19%
JSwW 61 88 -30% 50 69 -28%

JSPL 170 173 -1% 146 152 -4%

Source: Merrill Lynch Estimates

Table 3: Sensitivity and Net Gearing
Sensitivity Net Gearing

1% chg in price FYO9E
Tata 26% 1.1
JSW Steel 10% 1.8
SAIL 5% (0.4)
JSPL- Consol 3% 0.8
JSPL- Std alone 5%

Source: Tata, JSW Steel, SAIL, JSPL, Merrill Lynch Estimates
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Table 4: PO changes and basis

old New
Rs PO Discount Discount
to NPV to NPV
Tata 216 40% 128 50%
JSW Steel 219 40% 153 50%
SAIL 85 20% 52 30%
JSPL 738 20% 720 30% only on steel

Source: Merrill Lynch

Steels

POs slashed sharply by 2-41%

Continuing fall in steel prices leads us to cut our earnings forecasts. In addition,
continuing recession fears imply that the down cycle could last for longer and
earnings visibility deteriorates further. Hence we have build in higher discounts to
our DCF valuations. We note our POs correspond to P/B of 0.4x for Tata, 0.3x
JSW and 0.8x for SAIL. We note that lower discount for SAIL and JSPL is justified
owing to lower sensitivity to steel prices and stronger balance sheet. Table 4
summarizes our PO changes.

Earnings cut by 4-36%

Our earnings cut reflect both falling steel prices and lower volume growth
forecasts. Table 4 gives the details for each of the companies and our key price
and volume assumptions for FY10 are given below.

= Price: we take benchmark HR steel price of $500/t. Incorporating import duty
of 5% and exchange rate of Rs48.5, we get benchmark domestic HR price of
Rs28000/t. This implies a y-o-y decline of 33% and a decline of 13% from
current spot price of Rs32000/t.

®  Volume: Sales volume growth in FYQ9E is -10% to 23% across our steel
coverage. In FY10, we are forecasting volume growth of 12% for these
companies. Over the last 10 years, India’s steel demand has grown at 1.2x of
IIP growth. Assuming similar correlation, we forecast India’'s demand to grow
3-5% in FY10. Our steel names are likely to deliver higher than India average
growth given that they are among the lowest cost producers in the country,

Table 5: Summary of EPS Changes

FY09E FY10E FY09E FY10E
EPS EPS EPS growth EPS growth
Rs Is  Was Is Was Is Was Is Was
Tata 102 131 39 61 34% 2% -62% -53%
SAIL 15 20 11 14 -17% 9% -25% -29%
JSW Steel 61 88 50 69 -20% 15% -18% -21%
JSPL- Consol 170 173 146 152 89% 92% -15% -12%
JSPL- Steel 97 104 71 78 21% 30% -27% -26%

Source: Merrill Lynch Estimates

Steel prices continue to fall
The steel environment has deteriorated at a pace faster than our expectations.
Recession fears continue to deepen and it is unlikely that demand recovers over the
next few quarters. The key prices we are tracking are, domestic prices, China HR
export price and Europe HR spot price. Chart 1 and Chart 2 gives the price trends.

China’s rising exports have been a key risk to global demand supply balance. The
Chinese export price had collapsed to $425/t in November. It has recovered
slightly to $490/t now, but is still down 50% from its peak in June.

The European spot price is relevant for Tata’s Corus realizations. This price is
currently Euro435/t, down 45% from its September peak. We suspect some of
this price fall may also be owing to excessive de-stocking in Europe owing to
credit crunch in the trade channel. We also highlight, for Corus, the effective price
decline is likely to be lower since it has ~30% of sales on long term contracts and
it has a relatively richer product mix where price changes are less volatile versus
spot. Hence we are building in 16.5% decline in Corus realizations for FY10.
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Chart 1: Dom. prices at premium to import parity despite import duty

Steels

Chart 2: Steep decline in global prices
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Chart 3: ML HCC benchmark forecast
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Chart 4: ML iron ore benchmark forecast
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Raw material forecasts cut

For FY10, our global team has cut coking coal price to US$125/t from earlier
$300/t. We are also forecasting lower iron ore price of $74/t versus $92/t earlier.
We expect this is likely to lower the cost support to steel prices in a weaker
demand environment. Also, lower input costs have limited benefit for Tata India
operations and SAIL since both these companies have integration levels. Tata
India owns 100% of iron ore and ~70% of coking coal. SAIL owns 100% of iron
ore but has no coking coal. The benefit is relatively higher for the non integrated
JSW Steel but it sources 40% of iron ore and entire coke from the spot market
and was already benefiting from lower spot prices. Tata's Corus division (33% of
Group EBIT in FY10) is the single biggest beneficiary of lower input prices since it
has no raw material integration. The bad news however is that the end product
steel, prices are also falling. Given Corus’ “convertor” status we believe the key
parameter to track for Corus is the spread between the input and selling price or
in other words the EBITDA/ton. In FY10, we are forecasting Corus’ EBITDA/ton to
half to $52 versus $102 in FY09.

Continuing high spreads is the key risk to steel

prices

Despite the sharp fall in steel prices across various regions, it is interesting to
note that gross spreads appear to be still very high and therein lies the risk that
steel prices can fall further. Our back of the envelope calculation for a non
integrated steel company is as follows. We take contract iron ore and coking coal
prices, add freight and apply the production norms (1.6x iron ore and 0.8x coking
coal) to get the input cost. We take the CIS HR as the selling price and the
difference gives us the spread. We acknowledge that our calculation is simplistic
but nonetheless it helps to indicate a rough trend in the spreads.

Based on the above methodology, using our FY10 forecasts of $125/t for coking
coal and $74/t for iron ore and current selling price of $500/t, we arrive at a
spread of $210/t. This is sharply lower than FY09 spread of $323/t but more
importantly it is still almost double of the levels witnessed in earlier down cycle in
1997 and 1998. Hence we believe there is significant risk that steel prices could
fall further. Chart 5 gives the spread trends since 1996.
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Chart 5: Gross Spread still high vs historic levels
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Tata Steel: Key Forecast and Assumptions

Table 6: Tata Steel: Whats Changed?

FYO9E FY10E FY11E

New Old % chg New Old % chg New Old % chg
Revenue 1,533,445 1,567,641 -2% 1,320,590 1,504,539 -12% 1,359,641 1,581,785 -14%
India EBITDA 99,417 112,202 -11% 76,104 105510 -28% 74,549 126,369 -41%
Corus EBITDA 78,314 96,701 -19% 38577 45911 -16% 46,326 45677 1%
Group EBITDA 187,091 218,263 -14% 124,041 160,780 -23% 130,234 181,406 -28%
Margins 4% 14% -34% 11% 5% 11%
Net Profits 83,440 107,336 -22% 32,080 50,378 -36% 34,218 62,764 -45%
EPS 101.6 130.7 -22% 39.1 61.3 -36% 417 76.4 -45%
Blended Realisation
Indian Ops (Rstt) 36,467 37,419 -3% 28,846 32,938 -12% 28,814 34,170 -16%
Corus (GBP/t) 742 753 2% 619 708 -13% 632 708 -11%
Volumes
Indian Ops (mn tons) 53 558% -5% 5.9 6.422 -9% 6.5 82895 -22%
Corus (mn tons) 19.3 193 0% 19.3 193 0% 19.3 193 0%
Source: Tata Steel, Merrill Lynch Estimates
Table 7: Corus key forecast and assumptions

FY08 FYO9E FY10E FY11E

Sales vol. (mn tons) 20.3 19.3 19 19
% chg 7.0% -4.9% 0.0% 0.0%
Revenue (mn GBP) 11,968 14,313 11,952 12,191
% chg 25.7% 19.6% -16.5% 2.0%
Realization- GBP/ton 590 741.6 619.3 631.6
% chg 16% 25.8% -16.5% 2%
EBITDA (mn GBP) 1093 969 477 573
EBITDA margin 9.1% 6.7% 3.9% 6.5%
% chg 0.55 -11.3% -50.7% 20.1%
EBITDA/ton 54 50 25 30

Source: Tata Steel, Merrill Lynch Estimates
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Table 8: Tata Steel standalone:Key forecasts and assumptions

FY08 FYO9E FY10E FY11E
Steel volume sales (m tons) 48 5.3 5.9 6.5
% change -0.3% 10.9% 10.4% 10.3%
Avg Steel Realization (Rs/t) 29,361 36,467 28,846 28814
% change 17.0% 24.2% -20.9% 0.1%
Benchmark HRC (US$/ton) 594 843 500 532
Benchmark CRC (US$/ton) 652 909 539 574
Exchange rate - Rs/US$ 40 46 49 46
Product Mix (volume)
-HR 30% 28% 26% 28%
-CR 26% 23% 21% 19%
-GPGC 10% 9% 8% 7%
- Longs 33% 39% 44% 45%
- Semis 1% 1% 1% 0%
Turnover 196,933 243,546 221,518 241255
EBITDA 82,235 99,417 76,104 74549
EBITDA Margins 41.8% 40.8% 34.4% 30.9%
Source: Tata Steel, Merrill Lynch Estimates
Table 9: Consolidated earnings forecast

FY08 FYO9E FY10E FY11E
Net Turnover 1,315,359 1,533,445 1,320,590 1,359,641
% chg 421.7% 16.6% -13.9% 3.0%
EBITDA 179,931 187,091 124,041 130,234
% chg 146.6% 4.0% -33.7% 5.0%
- Tata Steel 82,235 99,417 76,104 74,549
- Corus 88,336 78,314 38,577 46,326
- Natsteel 2,309 2,309 2,309 2,309
- Millenium 5,103 5,103 5,103 5,103
- Others 1,948 1,948 1,948 1,948
EBITDA/Ton - $ 154 143 88 96
EBITDA margin 13.7% 12.2% 9.4% 9.6%
Depreciation 41,370 43,361 44,526 47,869
EBIT 138,562 143,729 79,515 82,365
Interest 41,838 40,315 40,315 40,315
Profit bef Other Income 96,724 103,415 39,200 42,050
Other income 5,742 3199 3199 3199
Pre-tax profit 102,466 106613 42398 45249
Total tax 40,493 23,455 10,600 11,312
Tax rate - Average 39.5% 22.0% 25% 25.0%
Net profit 61,973 83,158 31,799 33,937
% chg 48.8% 34.2% -61.8% 6.7%
Share of Profit of Associates 1,681 1,681 1,681 1,681
Minority Interest 1,399 1,399 1,399 1,399
Profit Attributable to Share Holders 62,255 83,440 32,080 34,218
% chg 49.0% 34.0% -61.6% 6.7%
XO Income,net of Tax 61,244
PAT after exceptionals 123,499 83,440 32,080 34,218
Fully diluted Shares Outstanding - mn 821.3 821.3 821.3 821.3
EPS (Consolidated) 75.8 101.6 39.1 417
% chg 5.4% 34.0% -61.6% 6.7%

Source: Tata Steel, Merrill Lynch Estimates
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SAIL: Key Forecast and Assumptions

Table 10: Whats Changed

FYO9E FY10E FY11E
New OID %chg New Old % chg New Old % chg
Revenue 450,549 480,985  -6% 387,737 437,128 -11% 416,946 506,753 -18%
EBITDA 86,482 116,501 -26% 63,374 80,333 -21% 81,179 91,393 -11%
Margins 19% 24% 16% 18% 19% 18%
Net Profits 62,508 82,171 -24% 46,838 57,946 -19% 52,546 59,236 -11%
EPS (Rs) 15.1 19.9 -23.9% 113 140 -19% 12.7 143 -11%
Volumes (mn tons) 112 113 1% 117 118 -1% 131 139 -6%

Avg Realisations (Rs/t) 37,401 39,749 6% 30,197 34,085 -11% 29,302 34,085 -14%
Source: SAIL, Merrill Lynch Estimates

Table 11: SAIL Key assumptions and forecast.

FY08A FYO9E FY10E FY11E
Steel Sales (m tons) 12.3 11.2 117 131
% change 3% -9% 5% 11%
Average steel realisation- Rs/t 30,016 37,401 30,197 29,302
% change 12% 25% -19% -3%
Domestic HR Realisations 28210 35563 27990 28071
% change 15% 26% -21% 0%
Exchange rate - Rs/US$ 40 46 49 46
Net Turnover (Rs m) 395,085 450,549 387,737 416,946
EBITDA (Rs m) 105,714 86,482 63,374 81,179
EBITDA margin (%) 26.8% 19.2% 16.3% 19.5%
EBITDA/ Ton (Rs) 8,595 7,745 5,404 6,216
Pre-tax profit (Rs m) 114,674 95,433 71,509 80,222
Net profit (Rs m) 75,328 62,508 46,838 52,546
EPS (Rs) 182 151 11.3 127
% change 22% -17% -25% 12%

Source: SAIL, Merrill Lynch Estimates
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JSW Steel: Key Forecast and Assumptions

Table 12: What's Changed?

FY09E FY10E FY11E

New Old % chg New Old % chg New Old % chg
Revenue 176,488 208,603 -15% 173,821 266,955 -35% 210,554 337,833 -38%
EBITDA 36,937 45443 -19% 39,648 44,832 -12% 44,154 58,905 -25%
Margins 21% 2% -4% 23% 17% 36% 21% 1% 20%
Net Profits 12,632 17951 -30% 10,330 14,214 -27% 11,245 19,183 -41%
Group EPS 61 88 -30% 50 69 -28% 55 94 -42%
Volumes (mn tons) 35 41 -15% 46 6.2 -27% 6.0 82 -21%
Avg Realisations (Rs/t) 40,035 39,122 2% 29,971 34,012 -12% 29,660 34,736 -15%
Source: JSW Steel, Merrill Lynch Estimates
Table 13: Summary of Forecasts
Rs in Mn FYO08 FYO9E FY10E FY11E
Revenues
JSW Steel Standalone 113,553 150,702 148,455 188,792
US Plates and Pipes 12,678 37,003 31,708 30,392
Intersegment Sales (2,776) (11,218) (6,342) (8,630)
Total Revenue 123,455 176,488 173,821 210,554
EBITDA
JSW Steel Standalone 31,816 30,669 33,356 38,520
US Plates and Pipes 1,858 6,268 6,293 5,633
Group EBITDA 33,673 36,937 39,648 44,154
Group EBITDA Margins 27% 20.9% 22.8% 21.0%

Source:JSW Steel, Merrill Lynch Estimates
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JSPL: Key Forecast and Assumptions

Table 14: What's Changed?

FY09E FY10E FY11E

New Old % chg New Old % chg New Old % chg
Revenue 101,646 101,980 0% 97,729 104,319 -6% 93,812 104,951 -11%
JSPL EBITDA 26,317 27,827 -5% 20,592 21875 6% 22,520 27,781 -19%
JPL EBITDA 19,577 18,718 5% 21,167 21,167 0% 17,092 17,092 0%
Group EBITDA 45894 46545 -1% 41760 43,042 -3% 39,612 44,874 -12%
Margins 45% 46% 43% 41% 42% 43%
Net Profits 26,955 27,342 -1% 23,024 24,000 -4% 21,921 25998 -16%
Steel EPS 97 104 -7% 71 8 -8% 84 110 -24%
Power EPS 73 68 7% 74 74 0% 55 55 0%
Group EPS 170 173 -1% 146 152 -4% 139 164 -16%
Volumes (mn tons) 16 16 0% 2.1 21 0% 2.2 22 0%

Avg Realisations (Rs/t) 35463 36,573 -3% 29,328 32,152 9% 29,381 34,170 -14%
Source: JSPL, Merrill Lynch Estimates

Table 15: Summary of Forecasts

Rsin Mn FYO08 FY09e FY10e FYlle
Group Revenues 54,891 101,646 97,729 93,812
y-0-y change 56% 85% -4% -4%
EBITDA

JSPL Standalone 23,631 26,317 20,592 22,520
JPL Power 0 19,577 21,167 17,092
Group EBITDA 23,631 45,894 41,760 39,612
y-0-y change 69% 94% -9% -5%
Group EBITDA margins 43% 45% 43% 42%
JSPL Standalone 43% 34% 29% 32%
JPL Power NA 80% 76% 1%

Source: JSPL, Merrill Lynch Estimates

Table 16: JSPL Key metrics and forecasts at a glance

FYO08 FY09e FY10e Fylle

Steel vol (mn tons) 13 1.6 21 22
Pig Iron (mn tons) 0.3 0.3 0.1 0.0
Sponge iron (mn tons) 04 0.3 0.0 0.0
Steel ASP- Blended- Rs/t 26,880 35,463 29,328 29,381
Power sales (mn KWH) 5,054 6,610 6,610
Merchant tariff (Rs/ Kwh) 6.6 55 4.5
% of power sales 57% 57% 57%
Blended tariff (Rs mn) 48 42 3.6

Source: JSPL, Merrill Lynch Estimates
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Investment thesis

Jindal Steel and Power Limited

Steel outlook has deteriorated rapidly owing to global growth concerns, weaker
Chinese demand and surging Chinese exports. We expect group profits to
decline in FY10 owing to decline in steel profits despite robust power profit
growth. While valuations for the steel business are nearing trough, negative
catalysts such as weak fundamentals, falling steel prices and downward revisions
to steel earnings are likely to keep valuation depressed. Hence Underperform.

JSW Steel

Steel outlook has deteriorated rapidly owing to global growth concerns, weaker
Chinese demand and surging Chinese exports. We expect JSW Steel net profits
to decline in FY10 owing to lower steel prices. Also earnings risks are high owing
to high sensitivity to steel prices. While valuations are nearing trough, negative
catalysts such as weak fundamentals, falling steel prices and downward revisions
to earnings are likely to keep valuation depressed. Hence Underperform.

Steel Authority

Steel outlook has deteriorated rapidly owing to global growth concerns, weaker
Chinese demand and surging Chinese exports. We expect SAIL's net profits to
decline owing to lower steel prices. Also earnings risks are high owing to high
sensitivity to steel prices. While valuations are nearing trough, negative catalysts
such as weak fundamentals, falling steel prices and downward revisions to
earnings are likely to keep valuation depressed. Hence Underperform.

Tata Steel

Steel outlook has deteriorated rapidly owing to global growth concerns, weaker
Chinese demand and surging Chinese exports. We expect Tata Steel's net profits
to decline owing to lower steel prices. Also earnings risks are high owing to high
sensitivity to steel prices. While valuations are nearing trough, negative catalysts
such as weak fundamentals, falling steel prices and downward revisions to
earnings are likely to keep valuation depressed. Hence Underperform.

Price objective basis & risk

Jindal Steel and Power Limited (XJDLF)

Our PO of Rs720 is based on SOTP valuation of JSPL's steel and power
business. We apply a 30% discount to steel NPV . We believe a discount is
justified because of sharp near term demand slowdown, cyclical downturn in the
steel sector and higher risks to earnings from falling steel prices. Also, investor
risk aversion is likely to be higher given the challenging macro environment and
prospects of recession.

Our NPV for the group is Rs833. This implies Rs378 for steel business and
Rs455 for the power subsidiary. Our NPV calculation is based on a WACC of
13.7% and terminal growth rate of 0%. We have assumed steel volumes of 1.6mn
tons in FY09 and 2.1mn tons in FY10. We have assumed average realization of
Rs35,463/t in FY09 and Rs29,328/t in FY10. For the power business, we have
assumed 57% of saleable output to be sold on short-term/spot tariff. We assume
merchant tariff of Rs6.6/unit in FY09, Rs5.5/unit in FY10 and Rs4.5/unit in FY11.
We expect capacity bunching to lead to decline in merchant tariff to Rs2.8/unit in
FY12. We assume blended power tariff of Rs4.8/unit in FY09, Rs4.20/unit in
FY10 and Rs3.63/unit in FY11.



@g Merrill Lynch
04 December 2008

10

Steels

Upside risks to our valuation are higher steel prices, higher power tariff, better
visibility on the execution of Bolivia mine project. Downside risks to our valuation
are sharper than expected fall in steel prices, lower than expected steel
production, and lower power tariff.

JSW Steel (XJWJIF)

Our PO of Rs153 is set at a 50% discount to our NPV. We believe a discount is
justified because of sharp near term demand slowdown, cyclical downturn in the
steel sector and higher earnings from falling steel prices. Also, investor risk
aversion is likely to be higher given the challenging macro environment and
prospects of recession.

Our NPV calculation assumes a WACC of 13.7% and perpetuity gorwht rate of
0%. We assume steel volumes of 3.5mn tons in FY09 and 4.6mn tons in FY10.
We now forecast benchmark HR realizations of Rs37,800/t in FY09 and
Rs28,000/t in FY10.

Upside risks are higher than expected steel prices owing to better steel
fundamentals, lower raw material costs, commissioninng of mines and higher
import duties. Downside risks are lower than expected steel prices, delays in
commissioning of capacities and mines, higher than expected raw material costs
and potential government intervention.

Steel Authority (SLAUF)

Our PO of Rs52 is based on a 30% discount to our NPV valuation of Rs75.share.
Our NPV assumes a WACC of 13.7% and a perpetuity growth of 0%. We believe
a discount is justified because of sharp near term demand slowdown, cyclical
downturn in the steel sector and higher risks to earnings from falling steel prices.
Also, invesor risk aversion is likely to be higher given the challenging macro
environment and prospects of recession.

Upside risks to our valuation are higher steel prices, lower input costs, export
tariff on Chinese exports and higher import duty. Downside risks are lower than
expected steel prices, volumes, and higher input costs.

Tata Steel (TAELF)

Our PO of Rs128 is based on a 50% discount to our NPV valuation of
Rs256/share. Our NPV assumes a WACC of 13.7% and perpetuity growth rate of
0%. We believe a discount is justified because of sharp demand slowdown,
cyclical downturn in the steel sector and higher risks to earnings from falling steel
prices. Also, investor risk aversion is likely to be higher given the challenging
macro environment and prospects of OECD recession. Upside risks to our
valuation are higher steel prices, synergy benefits, lower input costs, export tariff
on Chinese exports and higher domestic import duty. Downside risks are loer
than expected steel prices, volumes and higher input costs.
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Investment Rating Distribution: Steel Group (as of 01 Oct 2008)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 37 71.15% Buy 6 20.00%
Neutral 5 9.62% Neutral 0 0.00%
Sell 10 19.23% Sell 2 22.22%
Investment Rating Distribution: Global Group (as of 01 Oct 2008)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 1647 45.31% Buy 429 28.83%
Neutral 858 23.60% Neutral 240 31.41%
Sell 1130 31.09% Sell 227 22.02%

* Companies in respect of which MLPF&S or an affiliate has received compensation for investment banking services within the past 12 months. For purposes of this distribution, a stock

rated Underperform is included as a Sell.
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FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK
RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium and C - High. INVESTMENT RATINGS reflect the analyst’s assessment of a
stock’s: (i) absolute total return potential and (ii) attractiveness for investment relative to other stocks within its Coverage Cluster (defined below). There
are three investment ratings: 1 - Buy stocks are expected to have a total return of at least 10% and are the most attractive stocks in the coverage cluster;
2 - Neutral stocks are expected to remain flat or increase in value and are less attractive than Buy rated stocks and 3 - Underperform stocks are the least
attractive stocks in a coverage cluster. Analysts assign investment ratings considering, among other things, the 0-12 month total return expectation for a
stock and the firm’s guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be referenced to better
understand the total return expectation at any given time. The price objective reflects the analyst’s view of the potential price appreciation (depreciation).

Investment rating Total return expectation (within 12-month period of date of initial rating)  Ratings dispersion guidelines for coverage cluster*
Buy > 10% < 70%
Neutral 2> 0% < 30%
Underperform N/A > 20%

* Ratings dispersions may vary from time to time where Merrill Lynch Research believes it better reflects the investment prospects of stocks in a Coverage Cluster.

INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), 8 - same/lower (dividend not considered
to be secure) and 9 - pays no cash dividend. Coverage Cluster is comprised of stocks covered by a single analyst or two or more analysts sharing a common
industry, sector, region or other classification(s). A stock’s coverage cluster is included in the most recent Merrill Lynch Comment referencing the stock.

The company is or was, within the last 12 months, an investment banking client of MLPF&S and/or one or more of its affiliates: Tata Steel.

In the US, retail sales and/or distribution of this report may be made only in states where these securities are exempt from registration or have been qualified for
sale: JSPL, JSW Steel, Steel Authority, Tata Steel.

MLPF&S or an affiliate has received compensation for investment banking services from this company within the past 12 months: Tata Steel.

MLPF&S or an affiliate expects to receive or intends to seek compensation for investment banking services from this company within the next three months:
JSW Steel, Tata Steel.

The country in which this company is organized has certain laws or regulations that limit or restrict ownership of the company's shares by nationals of other
countries: JSPL, Steel Authority, Tata Steel.

The analyst(s) responsible for covering the securities in this report receive compensation based upon, among other factors, the overall profitability of Merrill
Lynch, including profits derived from investment banking revenues.
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UK readers: MLPF&S or an affiliate is a liquidity provider for the securities discussed in this report.

Information relating to Non-U.S. affiliates of Merrill Lynch, Pierce, Fenner & Smith Incorporated (MLPF&S):

MLPF&S distributes research reports of the following non-US affiliates in the US (short name: legal name): Merrill Lynch (France): Merrill Lynch Capital Markets
(France) SAS; Merrill Lynch (Frankfurt): Merrill Lynch International Bank Ltd, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd;
Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLPF&S (UK): Merrill Lynch, Pierce, Fenner & Smith Limited; Merrill Lynch (Australia): Merrill Lynch
Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd; Merrill
Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch
Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul): Merrill Lynch International Incorporated (Seoul Branch); Merrill
Lynch (Taiwan): Merrill Lynch Securities (Taiwan) Ltd.; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT Merrill Lynch
Indonesia; Merrill Lynch (KL) Sdn. Bhd.: Merrill Lynch (Malaysia); Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): Merrill Lynch CIS Limited,
Moscow; Merrill Lynch (Turkey): Merrill Lynch Yatirim Bankasi A.S.; Merrill Lynch (Dubai): Merrill Lynch International Bank Ltd, Dubai Branch; MLPF&S (Ziirich rep.
office): MLPF&S Incorporated Ziirich representative office.

This research report has been prepared and issued by MLPF&S and/or one or more of its non-U.S. affiliates. MLPF&S is the distributor of this research report in
the U.S. and accepts full responsibility for research reports of its non-U.S. affiliates distributed in the U.S. Any U.S. person receiving this research report and wishing
to effect any transaction in any security discussed in the report should do so through MLPF&S and not such foreign affiliates.

This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith Limited, which is authorized and
regulated by the Financial Services Authority; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd, a registered securities dealer
under the Securities and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC; is
issued and distributed in Taiwan by Merrill Lynch Securities (Taiwan) Ltd.; is issued and distributed in Malaysia by Merrill Lynch (KL) Sdn. Bhd., a licensed
investment adviser regulated by the Malaysian Securities Commission; is issued and distributed in India by DSP Merrill Lynch Limited; and is issued and distributed
in Singapore by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd (Company Registration No.'s F 06872E and
198602883D respectively). Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd. are regulated by the Monetary Authority
of Singapore. Merrill Lynch Equities (Australia) Limited, (ABN 65 006 276 795), AFS License 235132, provides this report in Australia. No approval is required for
publication or distribution of this report in Brazil.

Merrill Lynch (Frankfurt) distributes this report in Germany. Merrill Lynch (Frankfurt) is regulated by BaFin.

Copyright, User Agreement and other general information related to this report:

Copyright 2008 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research report is prepared for the use of Merrill Lynch clients and
may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of Merrill Lynch. Merrill Lynch
research reports are distributed simultaneously to internal and client websites eligible to receive such research prior to any public dissemination by Merrill Lynch of
the research report or information or opinion contained therein. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report
constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including
any investment recommendations, estimates or price targets) prior to Merrill Lynch's public disclosure of such information. The information herein (other than
disclosure information relating to Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. Merrill Lynch makes no
representations or warranties whatsoever as to the data and information provided in any third party referenced website and shall have no liability or responsibility
arising out of or in connection with any such referenced website.

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer,
to buy or sell any securities or other investment or any options, futures or derivatives related to such securities or investments. It is not intended to provide personal
investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person who may
receive this report. Investors should seek financial advice regarding the appropriateness of investing in any securities, other investment or investment strategies
discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. Investors should note that income
from such securities or other investments, if any, may fluctuate and that price or value of such securities and investments may rise or fall. Accordingly, investors may
receive back less than originally invested. Past performance is not necessarily a guide to future performance. Any information relating to the tax status of financial
instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to seek tax advice based on
their particular circumstances from an independent tax professional.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this report. In addition,
investors in securities such as ADRs, whose values are influenced by the currency of the underlying security, effectively assume currency risk.

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related
investments.

Merrill Lynch Research policies relating to conflicts of interest are described at http://iwww.ml.com/media/43347.pdf.

Fundamental equity reports are produced on a regular basis as necessary to keep the investment recommendation current.

iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks of Merrill Lynch & Co., Inc. iQanalytics®, iQcustom®, iQdatabase® are registered
service marks of Merrill Lynch & Co., Inc.
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