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 Tata Steel's 3QFY11 consolidated adjusted PAT declined 33% QoQ to Rs8.8b, lower than our estimate of Rs12.5b.

Reported PAT of Rs10b included gains of Rs1.2b due to reversal of provisioning on account of Teesside mothballing.

 Tata Steel India's (TSI) EBITDA increased 7% QoQ to Rs28.2b. EBITDA per ton increased 14% QoQ to US$362.

Margin expansion was higher than our estimate due to higher than expected realization (up 5% QoQ to Rs41,274/

ton) and slower increase in raw material and staff costs.

 Subsidiaries' sales volumes declined 13% QoQ to 3.6m tons, while Tata Steel Europe's (TSE) deliveries declined 2%

QoQ to 3.47m tons due to seasonal factors. Realization for TSE increased 3% QoQ to US$1,153/ton due to better

product mix and carbon credits of GBP35m, while prices were lower.

 EBITDA per ton for all the subsidiaries together declined by US$17 to US$37, in line with our expectations. Interest

cost increased due to US$600m increase in working capital at TSE.

Margin expansion and volume growth to drive earnings; upgrading FY12E EPS by 10%; Buy

 Steel demand scenario is improving gradually at TSE and strong prices will result in margin improvement in 4QFY11.

Raw material costs are likely to remain flat at TSI in 4QFY11 while demand and pricing environment remains robust.

 Though we have cut our FY11E EPS by 3% to Rs72.5, we have upgraded our FY12E EPS by 10% to Rs82.8 to factor

in stronger steel prices. The outlook for Indian business remains robust due to lean cost structure and stronger steel

prices pushed by shortage of raw materials. We expect gradual expansion of margins at TSE due to investment in

improving operating efficiencies. We expect RoIC for the group to improve due to growth in high margin businesses.

 The stock is trading at an EV of 5.6x FY12E EBITDA and at 7.7x FY12E EPS. We believe Tata Steel is well placed

due to raw material integration and superior product positioning. It is our top pick in the metals space. Re-iterate Buy.
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Better than expected performance at TSI

 Tata Steel's 3QFY11 consolidated adjusted PAT declined 33% QoQ to Rs8.8b, lower
than our estimate of Rs12.5b. Reported PAT of Rs10b included gains of Rs1.2b due to
reversal of provisioning on account of Teesside (TCP) mothballing.

 Consolidated EBITDA increased 10.3% YoY to Rs34.2b, higher than our estimate of
Rs32.2b, led by strong operating performance at Tata Steel India (TSI). However,
higher interest cost on account of increase in working capital in Tata Steel Europe
(TSE), lower other income (on account of losses due to fire at Ijmuiden plant) and
higher tax rate dragged the bottomline.

 Consolidated net debt increased US$1.2b QoQ due to US$600m increase in working
capital at TSE and US$300m towards US$1b capex at TSI.

TSI: EBITDA per ton at US$362, higher than our estimate of US$333 due to
slower increase in raw material cost

 Net sales grew 4% QoQ to Rs74b due to 5% QoQ increase in average realization (to
Rs41,274/ton v/s our estimate of Rs40,353/ton) and 1% QoQ decline in volumes to
1.64m tons (v/s our estimate of 1.67m tons).

 Realization increased 6% QoQ to Rs29,150/ton for long products and declined 1%
QoQ to Rs35,300/ton for flat products. Revenue from other products increased 20%
QoQ to Rs14.3b.

 EBITDA increased 7% QoQ (22% YoY) to Rs28.2b. EBITDA per ton increased
14% QoQ to US$362 (Rs16,240). Margin expansion was higher than we had estimated
due to higher than expected realization and slower increase in raw material and staff
costs.

 Management has guided US$190/ton cost of coking coal for domestic operations in
FY11. Staff cost has fallen 12% QoQ to Rs6b, as the company had made provisions
of Rs1b in 2QFY11.

 Adjusted PAT increased 11% QoQ to Rs15.1b (up 29% YoY; our estimate was
Rs15.7b).

TSE and other subsidiaries: Margins in-line; bottomline dragged by higher
interest cost and asset impairment

 Subsidiaries' sales volumes declined 13% QoQ to 3.6m tons, while TSE deliveries
declined 2% QoQ to 3.47m tons due to seasonal factors.

 Realization for TSE increased 3% QoQ to US$1,153/ton due to better product mix
and carbon credits of GBP35m, while prices were lower.

 EBITDA per ton for all the subsidiaries together declined by US$17 to US$37, which
was in line with our expectation.

 EBITDA for all subsidiaries was also in-line at Rs6b, while TSE EBITDA was Rs4b
and South East Asia EBITDA loss was Rs160m.

 Interest cost increased due to US$600m increase in working capital at TSE.
 Expenses of GBP20m on account of fire at Ijmuiden ware treated as asset impairment

and accounted in other income.
 Provisions of GBP70m towards mothballing of TCP made earlier were reversed and

accounted as extraordinary income.
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Source: Company/MOSL

Expect strong 4QFY11 for TSI and margin improvement at TSE

 Steel prices have moved up 30-45% across the world since early December due to
raw material cost push and end of de-stocking. Steel demand scenario is improving
gradually at TSE and strong prices will result in margin expansion for TSE. We expect
EBITDA per ton of US$80 at TSE and other subsidiaries.

 In India, both demand and pricing environment remain robust. Raw material costs are
expected to remain flat at TSI for 4QFY11. Domestic steel producers raised steel
prices in early January and February to maintain margins and bridge the increasing
gap between global and domestic steel prices. We expect strong growth in earnings
for TSI.

Hot rolled coil prices in Europe (Euro/ton)

TSE and other subsidiaries have higher fixed and RM costs (US$/ton)

TSI has a lean cost structure (US$/ton)
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Margin expansion and volume growth to drive earnings; upgrading FY12E
EPS by 10%; Buy

 Though we have cut our FY11E EPS by 3% to Rs72.5, we have upgraded our FY12E
EPS by 10% to Rs82.8 to factor in stronger steel prices.

 The outlook for Indian business remains robust due to lean cost structure and stronger
steel prices pushed by shortage of raw materials. We expect gradual expansion of
margins at TSE due to investment in improving operating efficiencies.

 Iron ore production from DSO project in Canada is expected to start in 1QFY13.
Riversdale too will start coking coal production in 2HFY12.

 We expect RoIC for the group to improve due to growth in high margin businesses.
Interest costs will rise in the interim due to higher working capital requirement and
rising interest rates. However, strong cash flows from Indian business will aid
deleveraging.

 The stock is trading at an EV of 5.6x FY12E EBITDA and at 7.7x FY12E EPS. We
believe Tata Steel is well placed due to raw material integration and superior product
positioning. It is our top pick in the metals space. Re-iterate Buy.

Indian Steel flat prices (Rs/ton)
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Shareholding Pattern (%)
Dec-10 Sep-10 Dec-09

Promoter 32.5 32.5 31.3

Domestic Inst 26.2 26.2 24.8

Foreign 17.4 17.0 19.7

Others 23.9 24.3 24.2

Stock performance (1 year)

Comparative valuations
Tata Steel SAIL JSW Steel

P/E (x) FY11E 8.8 13.1 13.7

FY12E 7.7 11.6 8.1

P/BV (x) FY11E 3.2 1.8 1.3

FY12E 2.3 1.6 1.0

EV/Sales (x) FY11E 0.9 1.5 1.5

FY12E 0.7 1.5 1.0

EV/EBITDA (x) FY11E 6.2 7.6 8.3

FY12E 5.6 9.7 5.1

EPS: MOSL forecast v/s consensus (Rs)
MOSL Consensus Variation

forecast forecast (%)

FY11 72.5 67.4 7.4

FY12 82.8 76.9 7.8

Target Price and Recommendation

Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

641 1,017 58.7 Buy

Company description

Tata Steel (TATA), the lowest cost producer in India, has
become the sixth largest steel maker globally after the
acquisition of Corus (which is several times its size). The
combined entity (Tata- Corus) currently has its business
spread over Europe, UK, Asia, North America and Rest of
the World. Tata-Corus (27mtpa) now has ~22% raw material
security and plans to increase it to 50-60%. Production will
increase to 34mtpa through brownfield expansions at
Jamshedpur and greenfield projects in Orissa.

Key investment arguments

 Tata Steel India's volumes will increase 5% in FY12,
followed by larger increase of 24% to 8.5m tons in FY13
due to expansion of capacity by 3mtpa to 10mtpa by
December 2011.

 Overseas investment in raw material assets, Riversdale
and New Millennium Capital, will start generating cash
flows in the next few quarters with start of coking coal
and iron ore production, respectively. These investments
are worth US$2b-2.5b at current market prices.

 Tata Steel is focusing to expand TSE's thin margins
through reworking of product pricing, procurement
policies, asset sweating and further improvement in
operating efficiencies.

Key investment risks

 Tata Steel's earnings are highly leveraged to steel
prices and Corus' earnings, while demand scenario
remains challenging in European markets.

Recent developments

 Tata Steel raised Rs34.8b through follow-on public offer
in January by issuing 57m shares at Rs610 per share.

Valuation and view

 The stock trades at an EV of 5.6x FY12E EBITDA.
Maintain Buy.

Sector view

 Steel prices have moved up 30-45% across the world
since early December due to raw material cost push,
end of de-stocking and supply correction. Demand is
likely to pick up over the next couple of months, as
buyers return to the market post winter vacations in
the western world. A strong steel price scenario is
expected for 4-5 months. However, raw material prices
are also expected to rise on various issues such as
natural calamities. Indian steel demand is likely to grow
10-12% over FY10-12 due to the planned infrastructure
investment by the government and a rebound of capex.
WSA expects Indian steel demand to grow at 13.6%
in 2011. We remain positive on domestic integrated
steel companies.

Tata Steel: an investment profile
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Financials and Valuation
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Tata Steel
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock Yes
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.
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