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 Tata Steel's 2QFY11 consolidated adjusted PAT declined 30% QoQ to Rs13.1b, which was above our estimate of
Rs7.6b, largely due to better than expected performance of Tata Steel Europe (TSE). TSE's average realization rose
5% QoQ to US$1,108/ton contrary to the general trend of declining prices.

 Tata Steel India's (TSI) adjusted PAT declined 14% QoQ to Rs13.7b (against our estimate of Rs12.2b) despite a 19%
QoQ jump in steel volumes. The realization decline was slightly higher than our expectation. The realization of long
products declined 12% QoQ to Rs27,500/ton and that of flat products declined 5% QoQ to Rs35,589/ton. The
blended realization declined 9% QoQ to Rs39,139/ton.

 TSI's EBITDA declined 10% QoQ to Rs26.3b (up 37% YoY). EBITDA per ton fell 24% QoQ to Rs14,758/ton (US$321/
ton). TSI's performance was better than our estimates of Rs24.4b as cost increases were less than our expectations.

 EBITDA at TSE's operations declined by 35% QoQ to US$197m due to 5% lower volumes and a margin squeeze due
to a 20% increase in raw material costs. EBITDA per ton declined 30% QoQ to US$55/ton.

To raise Rs70b equity to fund high RoI projects; Jamshedpur expansion on track; Upgrading FY11 EPS 14%
 Tata Steel's board has approved the raising of Rs70b of equity related instruments for investing in high RoI projects

(Indian Greenfield and overseas Raw Material). This will dilute equity by 10-15%.
 The Jamshedpur expansion to 10mtpa is on track to be completed by December 2011. We are upgrading FY11 EPS

by 14% to Rs74.4 to factor in stronger than expected performance in 2QFY11. The stock trades at an EV/EBITDA of
6x FY12E. Although valuations are not demanding, the near term outlook is challenging. Equity dilutions and significant
capital deployment in future projects will limit the upside. Maintain Neutral.
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Better than expected performance by Tata Steel Europe
 Tata Steel's 2QFY11 consolidated adjusted PAT declined 30% QoQ to Rs13.1b, above

our estimate of Rs7.6b largely due to a better-than-expected performance of Tata
Steel Europe.

 Tata Steel Europe's average realization rose 5% QoQ to US$1,108/ton contrary to the
general trend of declining prices.

 Reported PAT of Rs19.7b included a one-off item of Rs7b due to the sale of investment
in Tata Motors and Tata Power.

Revenue up 5% QoQ as Europe and India operations balance each others'
volume and price decline
 Net sales increased 5% QoQ to Rs286.5b mainly due to higher realizations (up 7%

QoQ) though deliveries were marginally lower by 1%. Tata Steel India's deliveries
increased 19% QoQ to 1.66mt due to destocking and Tata Steel Europe's deliveries
declined 5% QoQ to 3.53mt due to weaker demand. Tata Steel Europe's revenue was
boosted by US$20m-30m carbon credit.

 Average selling realization for Tata Steel India fell 9% QoQ to Rs39,139/ton, slightly
below our estimate of Rs39,853/ton. On the other hand, Tata Steel Europe's realization
rose 5% QoQ to US$1,108/ton contrary to the general trend of declining prices. This
was due to quarterly contracts signed towards the end of 1QFY11 as prices were
significantly higher at the start of 1QFY11. They tapered towards the end of the
quarter.

 Tata Steel India's saleable steel production rose marginally by 1% QoQ to 1.61mt, and
crude steel production at the Europe operations fell 3% QoQ to 3.6mt.

EBITDA down 17% QoQ due to high raw material costs, price decline
 Consolidated EBITDA declined 17% QoQ to Rs36.7b.
 Tata Steel India's EBITDA declined 10% QoQ to Rs26.3b despite 19% higher volumes,

which was slightly above our estimate of Rs24.4b. Although realizations were lower
than our expectations, the cost increase was less than our expectation. EBITDA per
ton fell 24% QoQ to US$321/ton.

 Tata Steel Europe's   EBITDA fell by 35% QoQ to US$197m due to 5% lower volumes
and a margin squeeze due to a 20% increase in raw material costs. EBITDA per ton
declined 30% QoQ to US$55/ton.

Source: Company/MOSL
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Source: Company/MOSL

Debt re-financing at Tata Steel Europe at easier terms but at higher interest
cost
 Interest costs increased due to re-financing of GBP3.5b debt of Tata Steel Europe.

The re-financed debt is now priced at Libor+350bp instead of Libor+220bp, thus
increasing interest costs. New long term debt has no covenants linked to profitability.
The annual impact of re-financed debt will be GBP40m.

 Reported other income was boosted by non-recurring Rs7b from the sale of investments.
We have adjusted this item and shown it as an extraordinary item.

Weak 3QFY11 expected for Europe operations, flattish margins at TSI
 Demand and pricing environment remains challenging in Europe due to poor economical

conditions coupled with seasonal factors. Lag effect of increase in raw material prices
contracted in 2QFY11 will further increase the average raw material costs in 3QFY11.
This coupled with lower steel prices will depress margins yet it might still post a
positive EBITDA. Margins however are expected to improve in 4QFY11 on expectation
of better prices and lower raw material costs.

 Tata Steel India is likely to sustain margins in the following quarters as some of the
cost increases will get offset by better prices.

European steel and contracted raw material prices

Capacity utilization up in Europe over the past few quarters (%)
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Tata Steel to raise Rs70b equity to fund strategic projects
 Tata Steel's board approved raising Rs70b of equity related instruments for investment

in high RoI projects. This will dilute equity by 10-15%. The funds raised will be deployed
in capex at Indian greenfield projects, iron ore projects in Canada and coking coal
projects in Mozambique.

 The expansion of capacity at Jamshedpur to 10mtpa is on track for completion by
December 2011. The layout of the site has posed challenges in project execution
without disruption of production. We expect a gradual production ramp-up due to
layout difficulties. Capacity expansion will provide additional volumes at Tata Steel
India. Coking coal production from captive mines may not be able to keep pace,
increasing dependence on imported coking coal.

 The Mozambique and Canadian raw material initiatives will consume capital in the
near term though benefits to bottomline can be expected from FY13.

Analyst meet highlights: strong growth in domestic consumption, European
environment challenging
 Indian finished steel demand is expected to grow at 10-12% over the next two years

led by buoyancy in end user segments such as automobiles, consumer durables and
investment in infrastructure.

 Ongoing 2.9mtpa expansion at Jamshedpur is expected to be completed on schedule
in 2HFY11. TSI has incurred capex of Rs57.3b so far and is expected to incur Rs29.6b
in 2HFY11.

 Countries such as China, Australia and Vietnam, where Natsteel operates, are expected
to post positive GDP in 2010 due to strong demand from the construction sector.

 The demand and pricing environment is challenging in Europe due to poor economic
conditions and seasonal factors. The lag effect of higher raw material prices that
were contracted in 2QFY11 and the lag effect of lower steel prices in 2QFY11 will
depress margins. But margins are expected to improve in 4QFY11 on expectation of
better prices, stronger market conditions and lower raw material costs.

 The UK economy will react to the government's comprehensive spending review.
The UK government is assessing spending on infrastructure and construction.

 Gross debt increased by 631m to US$12.5b in 2QFY11. This increase in gross debt is
mainly due to incremental drawings for ongoing expansion at Jamshedpur, Dhamra
port and Tata NYK.  Net debt at group level increased proportionately to US$10.7b.

Upgrading FY11 EPS by 14%; maintain Neutral
 We are upgrading FY11 EPS by 14% to Rs74.4 to factor in stronger-than-expected

performance in 2QFY11.
 The stock trades at P/E of 8x FY12E and EV/EBITDA of 6x FY12E. Though valuations

are not demanding the near term outlook is challenging. Equity dilutions and significant
capital deployment in future projects will limit upside. Maintain Neutral.
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Shareholding Pattern (%)
Sep-10 Jun-10 Sep-09

Promoter 32.5 31.3 31.2

Domestic Inst 26.2 25.2 23.1

Foreign 17.0 17.2 20.3

Others 24.3 26.3 25.5

Stock performance (1 year)

Comparative valuations
Tata Steel SAIL JSW Steel

P/E (x) FY11E 8.1 12.8 16.2
FY12E 8.1 12.9 9.6

P/BV (x) FY11E 3.5 2.0 1.8
FY12E 2.5 1.8 1.4

EV/Sales (x) FY11E 0.9 1.7 1.8
FY12E 0.8 1.8 1.3

EV/EBITDA (x) FY11E 6.1 8.0 9.2
FY12E 6.0 8.5 5.4

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

forecast forecast (%)
FY11 74.4 64.8 14.8
FY12 75.1 77.5 -3.1

Target Price and Recommendation
Current Target  Upside Reco.
Price (Rs) Price (Rs)  (%)

606 734 21.1 Neutral

Company description
Tata Steel (Tata) is the lowest cost producer of steel in
India, and after the acquisition of Corus (which is several
times its size) it has become the sixth largest steel maker in
the world. The combined entity (Tata-Corus) has its business
spread over Europe, the UK, Asia, North America and the
Rest of the World. Tata-Corus (27mtpa) 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
 The ongoing brownfield expansion at Jamshedpur will

raise capacity to 10mtpa by December 2011. The
earnings will grow at CAGR of 18% over FY10-13E.

 Tata Steel is focusing on expanding Corus' thin margins
by reworking product pricing, procurement policies,
asset sweating and improving operating efficiencies.

Key investment risks
 Tata Steel's earnings have high leverage to steel prices

and Corus earnings, while the demand and pricing
environment is challenging in European.

Recent developments
 On 12 November 2010 the board of directors of Tata

Steel sought shareholder approval to raise additional
long term resources through the issue of securities,
including ordinary shares, equity shares with differential
rights as to voting and dividend, GDRs, debentures and
foreign currency bonds up to Rs70b and to alter the
Memorandum and Articles of Association to increase
authorized capital from Rs80b to 83.5b.

Valuation and view
 The stock trades at an EV/EBITDA of 6x FY12E.

Maintain Neutral.

Sector view
 Indian steel demand is expected to post 10-12% CAGR

over FY10-12 due to the planned infrastructure
investment by the government and a rebound of capex.
Industrial production has started growing in double digits
due to the economic recovery and a boost from stimulus
packages. Auto and white goods demand has started
growing in double digits. Large power capacity addition
will drive industrial production. According to WSA,
Indian steel demand is expected to grow 8.2% and
13.6% in 2010 and 2011 respectively. We are positive
about domestic 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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