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4QFY11 Results Update | Sector: Metals

 Tata Steel's 4QFY11 adj. consolidated PAT increased 34% QoQ to Rs11.8b, below our estimate of Rs20.1b. Reported

consolidated PAT of Rs41.5b included a non-recurring net gain of Rs28.7b (Rs25b gain due to TCP sales, US$133m

write back of TCP mothballing and a fire at the Ijmuiden pickling line and GBP90m Scunthorpe restructuring expenses).
 Though the performance of TSE was in-line with expectation with EBITDA per ton of US$53/t, QoQ margin expansion

for Indian business was much below estimates due to rise in operating costs on account of wages, freight and other

operating expenses.
 The Indian operation's steel EBITDA increased 6.7% QoQ to Rs28.4b and EBITDA/ton increased by 3% QoQ to

US$372/t (v/s our est.of US$447/t). Staff costs increased to Rs7.6b (v/s our est. of Rs6.2b) due to year-end provisioning

for pension etc., which amounted to Rs1.3b. Freight cost and other operating costs also rose.
 We expect TSE margins to expand in 1QFY12 due to the lag effect of higher steel prices in 4QFY11, while the high

cost (US$330/t) coking coal will affect TSE in 2QFY12.

 Restructuring at TSE (long products) is expected to result in recurring annual value creation of GBP250m, including
cost savings of GBP130m.

 We are cutting FY12 and FY13 EPS by 20% and 17% to Rs66.5 and Rs84.3 respectively to factor in higher-than-

expected operating costs. We are positive about the stock as Tata Steel is set to deliver growth in the high margin
Indian business and expand TSE margins through restructuring, product mix improvement and greater focus on

customer services. The stock trades at EV/EBITDA of 6.5x FY12E and 5.3x FY13E. Maintain Buy.
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Tata Steel's  4QFY11 adjusted consolidated PAT increased 34% QoQ to Rs11.8b, which
was below our estimate of Rs20.1b. Reported consolidated PAT of Rs41.5b included a
non-recurring net gain of Rs28.7b (Rs25b gain due to TCP sales, US$133m write back of
TCP mothballing and a fire at the Ijmuiden pickling line and GBP90m Scunthorpe
restructuring expenses).

Indian business' (TSI) operating costs higher than expected, realization in
line

 Net sales increased 13% QoQ to Rs83.4b driven by 4% higher volumes and 7%
higher average realization, which was as we expected. Long product volumes increased
5.5% QoQ to 763k tons and realization increased 14% QoQ to Rs33,260/t. Flat product
volumes increased 3.5% QoQ to 949k tons and realization increased 6% QoQ to
Rs37,407/t.

 EBITDA increased 9% QoQ to Rs30.7b (against our estimate of Rs35.9b) due to
lower margins in the steel segment brought on by higher costs, and profit at the ferro
alloy (FAMD) division was better than expected.

 Steel EBITDA increased 6.7% QoQ to Rs28.4b. EBITDA per ton increased by 3%
QoQ to US$372/t (against our estimate of US$447/t). Staff costs increased to Rs7.6b
(against our estimate of Rs6.2b) due to year end provisioning for expenses such as
pension, which amounted to Rs1.3b. Freight and other operating costs also rose. Raw
material costs were on expected lines.

Subsidiaries: Tata Steel Europe (TSE) reports EBITDA per ton of US$53

 Net sales of all the subsidiaries rose 17% QoQ to Rs255b, driven by volume growth of
33% to 4.8mt. Realization declined 11% QoQ to US$1,184/t due to the product mix.
TSE sales increased 19% QoQ to 4.13mt due to de-stocking and blended realization
increased 3% QoQ to US$1,192/t. Deliveries at the South East Asia operations
increased 4.1x to 696k tons.

 EBITDA per ton on a blended basis, was sequentially flat at US$37/t (against our
estimate of US$46/t). EBITDA per ton was US$53 and US$27 for TSE and South
East Asia operations respectively. Reported EBITDA of US$350m for TSE included
a US$133m write back of TCP mothballing and a fire at the Ijmuiden pickling line.

 Subsidiaries dragged the consolidated bottom line by Rs4.3b.

TSE: De-stocking benefited volumes; lag in higher prices will bring benefits in 1QFY12 (US$/
ton)…

Source: Company/MOSL

0

400

800

1,200

1,600

1Q
F

Y
09

2Q
F

Y
09

3Q
F

Y
09

4Q
F

Y
09

1Q
F

Y
10

2Q
F

Y
10

3Q
F

Y
10

4Q
F

Y
10

1Q
F

Y
11

2Q
F

Y
11

3Q
F

Y
11

4Q
F

Y
11

RM costs Fuel & freight Fixed Realization



Tata Steel

26 May 2011  3

…TSI benefited from strong prices, but costs increased (US$/ton)
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Expect strong 1QFY12 for TSE; work starts on Orissa project

 Steel demand at Europe is weak and there is downward pressure on prices.
 TSE is undertaking a GBP400m capex program, which will result in GBP250m of

expansion in recurring EBITDA. Of this, GBP130m will be due to cost savings.
 We expect TSE's margins to expand in 1QFY12 due to a lag effect of higher steel

prices in 4QFY11. However, the high cost (US$330/t) of coking coal will affect TSE
only in 2QFY12.

 TSE Pension Fund surpluses increased from GBP259m at end of FY10 to GBP347m
at the end of FY11.

 TSI has started work on its greenfield 6mtpa integrated steel project in Orissa at an
estimated capex of US$7.8b.

 Annual capex is expected to be US$2.2b for the group, which includes US$650m at
TSE.

 Consolidated gross debt increased from US$11.9b at the end of FY10 to US$13.6b at
the end of FY11. Net debt as of 31 March 2011 was US$10.5b.

Significant savings at TSE due to restructuring and investment; cutting
EPS estimates 17% to factor in high costs; Buy

 TSE's restructuring (long products) is expected to result in recurring annual value
creation of GBP250m, including cost savings of GBP130m. TSE's performance was
in line with our expectations, with EBITDA per ton of US$53/t. However, sequential
margin expansion for the Indian business was below our estimate due to a rise in
operating costs brought about by wages, freight and other operating expenses.

 We are cutting our FY12 and FY13 EPS by 20% and 17% to Rs66.5 and Rs84.3
respectively to factor in higher-than-expected operating costs.

 We are positive on the stock as Tata Steel is set to deliver growth in the high margin
Indian business and expand TSE's margins through restructuring, a product mix
improvement and sharper focus on customer services. The stock trades at EV/EBITDA
of 6.5x FY12E and 5.3x FY13E. Maintain Buy.
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Hot rolled coil prices in Europe (euro/ton)
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Shareholding pattern (%)
Mar-11 Dec-10 Mar-10

Promoter 30.6 32.5 31.3

Domestic Inst 26.0 26.2 23.9

Foreign 20.0 17.4 21.3

Others 23.4 23.9 23.5

Stock performance (1 year)

Comparative valuations
Tata Steel SAIL JSW Steel

P/E (x) FY12E 8.6 14.0 9.1

FY13E 6.8 14.6 7.5

P/BV (x) FY12E 2.1 1.5 1.1

FY13E 1.7 1.4 1.0

EV/Sales (x) FY12E 0.8 1.4 1.1

FY13E 0.7 1.5 1.0

EV/EBITDA (x) FY12E 6.5 9.0 6.1

FY13E 5.3 9.8 5.1

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

forecast forecast (%)

FY12 66.5 74.7 -11.0

FY13 84.3 93.2 -9.6

Target price and recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

573 834 45.6 Buy

Company description

Tata Steel (Tata), which became the lowest cost steel
producer in India after the acquisition of Corus (which is
several times its size), 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 in Jamshedpur and greenfield
projects in Orissa.

Key investment arguments

 Tata Steel's India volumes will increase 5% in FY12
followed by a larger increase of 33% YoY to 8.9mt in
FY13 due to capacity expansion by 3mtpa to 10mtpa
by December 2011.

 Overseas investment in raw material assets, Riversdale
and New Millennium Capital will generate cash flow
over the next few quarters when they produce coking
coal and iron ore respectively. These investments are
worth US$2b-2.5b at current market prices.

 Tata Steel is focusing on expansion of the thin margins
of TSE by reworking product pricing, procurement
policies, asset sweating and improvement in operating
efficiency.

Key investment risks

 Tata Steel's earnings have high leverage to steel prices
and to Corus' earnings, as the demand scenario remains
challenging in Europe.

Recent developments

 TSE proposed a restructuring program for its long
products division at Scunthorpe citing market weakness
and will invest GBP400m over five years to improve
efficiencies.

Valuation and view

 The stock trades at EV/EBITDA of 6.5x FY12E and
5.3x FY13E. Maintain Buy.

Sector view

 Over the past two months the steel pricing environment
weakened all over the world due to demand uncertainty,
led by political crises and inflation in developing
countries, and natural calamities in developed countries.
Steel prices recently started consolidating, as raw
material prices are firm. Apparent world steel use is
likely to increase 5.9% to 1,359mt in 2011 according to
WSA. Indian steel demand is expected to grow 12-
14% over 2010-12 due to the government's planned
infrastructure investment and strong domestic
consumption. Domestic production capacity is likely
to increase by ~20mtpa over 18 months, which will put
pressure on margins.

Tata Steel: an investment profile
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Financials and Valuation



Tata Steel

26 May 2011  8

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.

For more copies or other information, contact
Institutional: Navin Agarwal.   Retail: Vijay Kumar Goel

Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: reports@motilaloswal.com
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