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Financial highlights (Consolidated)

4QFY10 Consolidated Result — But expect outperformance over a
12-month period

As expected, higher realisations coupled with a largely unchanged material
cost matrix, led to impressive improvement in operating profits for both Tata
Steel India and Corus on a sequential basis. 1Q performance may not be
significantly different but 2Q and 3Q will be successive quarters of sequential
decline (in profits) for both Tata Steel India and Corus. Reasons: lower product

price and higher material cost.

However, we think that if steel prices come down quite sharply even from
these levels, iron ore prices and coking coal (quarterly contract) prices will
also fall sequentially. Hence, while non-integrated players will be hit, it will
surely not been “opposite direction movements” for final product and raw

material prices all the way.

A steady positive development in progress in Tata Steel is that the integrated
Indian operations are expanding (capacity going up from 7 to 10 mn tonnes in
a year’s time) while the non-integrated British operations are shrinking (20
mn tonnes to 15 mn tonnes, along with gradual cutback of associated fixed
costs). Thus, Tata Steel India will soon contribute to 40% of consolidated
volumes versus 20% some time back. The profitability mix of the consolidated

entity is thus steadily improving. This mix will only keep on getting better.

Given the global supply-demand dynamics in steel today (excess capacity in
the Western world down from over 200 mn tonnes to ~100 mn tonnes now), we
expect gradual but steady improvement in FY12, even after factoring in some

negative “demand delta” from current levels. We also believe that the 2HFY11

(Rs mn) 40QFY09 3QFY10 4QFY10 QoQ (%) YoY (%) FY09 FY10P YoY (%) FY11E YoY (%) FY12E YoY (%)
Net Sales 264,310 262,020 275,038 5.0 4.1 1,450,775 1,023,931 (29.4) 1,160,810 13.4 1,235,047 6.4
EBITDA 330 29,506 47,502 61.0 14,281.3 187,039 80,427 (57.0) 151,762 88.7 189,685 25.0
Margins (%) 0.1 11.3 17.3 12.7 7.9 13.0 15.3

Other Income 970 4,099 5,541 35.2 471.0 2,657 11,859 346.4 6,500 (45.2) 6,500

Interest 7,337 7,630 6,600 (18.5) (10.0) 38,664 30,221 (21.8) 33,617 1.2 33,817 0.6
Depreciation 9,283 11,547 10,946 (5.2) 17.9 42,654 44,917 5.3 45,865 2.1 46,399 1.2
PBT before exceptional items (15,319) 14,428 35,497 146.0 (331.7) 108,378 17,147 (84.2) 78,780 - 115,969 -
Exceptional items (40,945)  (1,957)  (3,579) 82.9 (91.3)  (40,945) (16,837) - - - - -
PBT after exceptional items (47,261) 12,471 31,918 155.9 (167.5) 67,432 310 (99.5) 78,780 25,313.0 115,969 -
Tax (2,247) 8,148 7,866 (3.5) 18,940 21,518 13.6 33,011 53.4 37,911 14.8
Reported PAT (44,354) 4,726 24,341 415.0  (154.9) 48,492 (21,208) 45,770 (315.8) 78,058 70.5
before minority interest

Adjusted PAT (21,356) 6,136 26,918 338.7  (226.0) 88,421 (3,255) 44,716 77,005 72.2
Margins (%) 2.3 9.8 6.1 3.9 6.2

Adjusted EPS - 6.9 30.3 338.7 - 121.0 - - 50.4 - 86.8 72.2
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negatives are to a large extent factored into the CMP and the stock price could
start reflecting the FY12 outlook post a further decline of 12-15%. More
importantly, the upside from that floor level could be pretty significant over
a 12-month period.

Highlights

Standalone

e Volume sales at 1.70 mn tonnes versus 1.60 mn tonnes in 3Q) and 1.78 mn tonnes in

4QFY09.

e Realisation per tonne at Rs. 39,616 versus Rs 36,534 in 3Q) and Rs 33,770 in 4QFY09.
(Realisation per tonne had peaked in 2QFY09, at Rs 48,286, before crashing in 3Q).

e EBITDA per tonne at Rs 18,428 versus Rs 13,510 in 3Q) and Rs 8,141 in 4QFY09.
(EBITDA/tonne had peaked in 2QFY09, at Rs 26,089, before almost halving in 3Q) and
falling by another 40% in 4Q)).

Corus and Subsidiaries
e EBITDA atRs 16.2 bn and net profitat Rs 5.3 bnversus Rs 7.9 bn and Rs (5.8) bnin 3Q).
* FY10 EBITDA at Rs (9.1) bn and net at Rs (53.7) bn.

Financial highlights

Standalone Consolidated
Rs. mn 40FY09 3QFY10 4QFY10 FY10P FY11E FY12E | 4QFY09 3QFY10 4QFY10 FY10P FY11E FY12E
Net sales 64,979 63,749 73,394 250,220 294,360 316,611 | 264,310 262,020 275,038 1,023,931 1,160,810 1,235,047
EBITDA 14,479 21,569 31,307 89,521 122,134 133,322 330 29,506 47,502 80,427 151,762 189,685
Adjusted PAT 6,837 11,918 21,623 50,468 67,632 74,882 | -21,356 6,136 26,918 -3,255 44,716 77,005

TATA STEEL

Industry dynamics and outlook

The fundamental problem of global excess capacity in the Western World still remains.
However, the excess capacity has come down significantly to ~100 mn tonnes from over 200

mn tonnes a year back.

China is over-producing though; it has become a net exporter for some time now; to this world still
grappling with the problems of excess capacity. One cannot really have any sharp steel price rise
sustaining in this environment. However; going forward, we expect Ghina to be stricter in controlling its steel
production and the Western world to increasingly appreciate that commissioning surplus capacity on a short term
view will not help. So while in the short term there could be some fresh demand erosion in China (and

Europe), we expect things to stabilise and progressively improve in the medium term

Valuation

Our target price (fair price to expect today) of Tata Steelis at Rs 457. This is at an
FY11E EV/EBITDA of 5.8x versus a 5-year average of 5.8x on one-year forward EV/
EBITDA. Assigning the same multiple on our FY12E EBITDA would throw up a
price of Rs 749. After providing for some discount in the multiple (because of
lower visibility for FY12 earnings amidst the current concerns and uncertainties),

one could still expect a price of ~Rs 675-700, within a 12-month period.
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Income Statement

Cash Flow Statement

Yrend 31 Mar (Rsmn) FY09 FY10P FY11E FYI12E Yrend 31 Mar (Rsmn) FY09 FYI0P FY11E FYI12E
Net sales 1,450,775 1,023,931 1,160,810 1,235,047 Pre-tax profit 67,432 310 78,780 115,969
Growth (%) 11.1 (29.4) 13.4 6.4| | Depreciation 42654 44917 45865 46,399
Operating expenses  (1,286,254)  (043,505) (1,012,648) (1,049,143) | | Change in working capital 68,741 48,617 11,762 (4,271)
Operating profit 164,522 80,427 148,162 185,005 | | Total tax paid (26,390)  (21,518) (33,011) (37,911)
Other operating income 22,517 5,600 5,780 | | Cashflowfrom oper. (a)152,437 72,325 103,396 120,186
EBITDA 187,039 80,427 151,762 189,685 Capital expenditure (5,782)  (50,000) (50,000) (25,000)
Growth (%) 40 (57.0) 8.7 95.0 Change in investments (7,646) - - -
Depreciation 42,654 (44917) (45865 (46.300)| | o0 (47,662) N N N
Cash flow from inv. (b) (66,336) (50,000) (50,000) (25,000)
Otherincome 2,657 11859 6,500 65001 | pree cash flow (a+b) 86,101 22,325 53,396 95,186
EBIT 147,042 47,368 112,397 149,786 | | o oot iepaid)  (91,878) 55,460
Interest paid (38,664)  (30,221)  (33,617)  (33,817) | | Debt raised/(repaid) 63,079 (140,000) (45,000)  (80,000)
Pre-tax profit 108,378 17,147 78,780 115,969 | | Dividend (incl. tax) (14,950)  (8,463) (11,637) (11,637)
(before non-recurring) Others (895)  (2,842) (2,107)  (2,107)
Non-recurring items (40,945)  (16,837) - ~| | Cashflow fromfin. (c) (44,143) (95,837) (58,744) (93,744)
Pre-tax profit 67,432 310 78,780 115,969 | | Netchgin cash (atb+c) 41,958 (73,511) (5,348) 1,442
(after non-recurring)
Tax (current + deferred)  (18,940) (21,518) (33,011) (37,911) Key Ratios
iifg;’ﬁ;(r'zlf.fgfvﬁzzizc.>48’492 (21,208) 45,770 78098 | |y end 31 Mar (%)  FY09 FY10P FY11E FYI2E
Minority interests (1,017)  (1,421)  (1,053)  (1,053)| |Adjusted EPS (Rs) 121.0 (3.7) 50.4 86.8
Reported PAT 47,476 (20,092) 44,716 77,005 | |CGrowth 420 (105.4) NA 72.2
Adjusted net profit 88,421 (3,255) 44,716 77,005 Book NAV/share (Rs) 308.9 299.2 335.3 407.8
Growth (%) 120 (106.6) 4 799 Dividend/share (Rs) 17.5 8.0 11.0 11.0
Dividend payout ratio 16.9 (146.1) 26.0 15.1
Balance Sheet Tax 98.1  6,941.4 41.9 32.7
EBITDA margin 12.7 7.9 13.0 15.3
Yrend 31 Mar (Rsmn) FY09 FY10P FY11E FYI12E EBIT margin 10.0 46 97 19.1
Cash & Marketable sec. 95,391 38,717 33,369 34,811 RoCE 16.3 5.6 14.2 19.3
Other current assets 477,229 409,645 422,258 439,750 | |Netdebt/Equity 247.3 178.9 146.3 97.8
Investments 30,203 30,203 30,203 30,203
Net fixed assets 606,705 611,788 615,923 594,524 Valuations
Total assets 1,209,528 1,090,353 1,101,754 1,099,289 Yr end 31 Mar (x) FY09 FY10P FY11E FYI12E
PER 4.0 NA 9.6 5.6
Current liabilities 312,934 293,967 318,342 331,563 PCE 2.7 11.0 4.7 3.5
Total debt 653,732 513,732 468,732 388,732 | | Price/Book 1.6 1.6 1.4 1.2
Other non-current liab. 17,094 17,094 17,094 17,094 | | Yield (%) 3.6 1.7 2.3 2.3
Total liabilities 983,760 824,793 804,168 737,389 | | EV/Net sales 0.6 0.9 0.8 0.7
EV/EBITDA 4.8 11.3 6.0 4.8
Share capital 7,301 8,875 8,875 8,875
Reserves & surplus 915900 954928 988,007 353375 | | DU Pont Analysis — ROE
Less: Misc. expenditure  (5,771)  (5,771)  (5,771)  (5,771) | | Yr end 31 Mar (x) FY09 FY10P FY11E FYI2E
Shareholders' funds 216,819 258,033 291,111 356,479 Net margin (%) 6.1 (0.3) 3.9 6.2
Minorities interests 8,949 7,528 6,474 5,421 Asset turnover 1.2 0.9 1.1 1.1
Total equity & liab. 1,209,528 1,090,353 1,101,754 1,099,289 Leverage factor 4.7 4.7 3.9 3.3
Capital employed 896,594 796,386 783,412 767,726 Return on equity (%) 34.0 (1.3) 15.9 23.4
TATA STEEL 3
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B&K Securities is the trading name of Batlivala & Karani Securities India Pvt. Ltd.

B&K Investment Ratings:

1. BUY: Potential upside of > +25% (absolute returns)
2. OUTPERFORMER: 0 to +25%

3. UNDERPERFORMER: 0 to -25%
4

SELL: Potential downside of < -25% (absolute returns)

All rights reserved. No part of this publication may be reproduced, stored in a retrieval system, or transmitted, in any form or by any means, electronic,
mechanical, print, publishing, photocopying, recording or otherwise without the permission of Batlivala & Karani Securities India Pvt. Ltd. Any unauthorized
act in relation to all or any part of the material in this publication may call for appropriate statutory proceedings.

The information contained herein is confidential and is intended solely for the addressee(s). Any unauthorized access, use, reproduction, disclosure or
dissemination is prohibited. This information does not constitute or form part of and should not be construed as, any offer for sale or subscription of or any
invitation to offer to buy or subscribe for any securities. The information and opinions on which this communication is based have been complied or arrived
at from sources believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to their accuracy, correctness and
are subject to change without notice. Batlivala & Karani Securities India P Ltd and/ or its clients may have positions in or options on the securities mentioned
in this report or any related investments, may effect transactions or may buy, sell or offer to buy or sell such securities or any related investments. Recipient/s
should consider this report only for secondary market investments and as only a single factor in making their investment decision. The information enclosed
in the report has not been vetted by the compliance department due to the time sensitivity of the information/document. Some investments discussed in this
report have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses when the investment is
realized. Those losses may equal your original investment. Some investments may not be readily realizable and it may be difficult to sell or realize those
investments, similarly it may prove difficult for you to obtain reliable information about the value, risks to which such an investment is exposed. Neither B&K
Securities nor any of its affiliates shall assume any legal liability or responsibility for any incorrect, misleading or altered information contained herein.

B & K SECURITIES INDIA PRIVATE LTD.
Equity Research Division: City Ice Bldg., 298, Ground/1st Floor, Perin Nariman Street, Behind RBI, Fort, Mumbai - 400 001, India. Tel.: 91-22-4031 7000, Fax: 91-22-2263 5020/30.
Registered Office: Room No. 3/4, 7 Lyons Range, Kolkata - 700 001. Tel.: 91-33-2243 7902.

B&K Research is also available on Bloomberg <BNKI>, Thomson First Call & Investext.
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