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Tata Steel's adjusted consolidated PAT for 1QFY11 declined 18% QoQ to Rs18.8b (v/s our estimate of Rs27.5b) on
lower than expected performance at European operation.
Tata Steel India's adjusted PAT declined just 6% QoQ to Rs15.8b (v/s our estimate of Rs11.8b) despite 18% QoQ fall
in steel volumes. Growth in realizations was much higher than our expectation. Realizations increased 12% QoQ to
Rs31,161/ton for long products and 13% QoQ to Rs37,291/ton for flat products. Blended realization increased 8%
QoQ to Rs42,871/ton. Indian operations did much better than we had expected.
EBITDA declined 2% QoQ (increased 67% YoY) to Rs29.2b. EBITDA increased 17% QoQ to Rs19,537/ton (US$425/
ton). Margins expansion was much higher than we had estimated due to stronger realizations and slower increase
in raw material and staff costs.
Corus reported EBITDA of US$293m for 1QFY11. EBITDA per ton declined 15% QoQ to US$79. Realizations at
Corus improved 5% QoQ to US$1,028/ton but were much lower than we had expected.
In our FY11 estimates, we have factored in EBITDA of US$2.3b for Indian operations and US$757m for subsidiaries
(including Corus). We believe that Corus will face headwinds till the time significant raw material integration is not
achieved. The stock is trading at an EV of 6.8x FY12E EBITDA. We maintain Neutral.
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Performance of Indian operations better than expected; Corus disappoints
Tata Steel's adjusted consolidated PAT for 1QFY11 declined 18% QoQ to Rs18.8b
(v/s our estimate of Rs27.5b) on lower than expected performance of European
operations, though Indian operations did much better than we had anticipated.
Total group deliveries declined 7% QoQ to 6.05mt. Blended realization for the group,
however, increased 6% QoQ to Rs44,950/ton.
Consolidated EBITDA of Rs44.3b was below our expectation of Rs50b due to lower
than expected performance of Tata Steel Europe. EBITDA improved 4% QoQ to
Rs7,327/ton for the group.

Tata Steel India: realizations higher than expected; increase in costs slower
Net sales declined 11% QoQ to Rs65.5b due to 18% lower volumes at 1.4m tons and
8% higher realization.
Realizations increased 12% QoQ to Rs31,161/ton for long products and 13% QoQ to
Rs37,291/ton for flat products. Revenues from other products declined 20% QoQ to
Rs12b. Increase in blended realization was slower at 8% to Rs42,871/ton. Growth in
realizations was much higher than our expectations; softening spot market prices in
May and June appear to have had little effect on quarterly realizations.
EBITDA grew 67% YoY (declined 2% QoQ) to Rs29.2b. EBITDA increased 17%
QoQ to Rs19,537/ton (US$425/ton). Margin expansion was much higher than we had
expected due to stronger realizations and slower increase in raw material and staff
costs.
 Adjusted PAT doubled YoY (declined 6% QoQ) to Rs15.8b, v/s our estimate of Rs11.8b.

Tata Steel Europe: price increase lower than expected
Deliveries declined 5% QoQ to 3.71m tons due to the weakening demand triggered by
the European financial crisis.
Production remained flat QoQ (+32% YoY) at 3.74m tons. A fire at Imjudeen plant
disrupted the production of strip products. Production of strip products declined 10%
QoQ to 1.6m tons.
Realization improved 5% QoQ to US$1,028/ton, much lower than our expectation.
Corus reported EBITDA of US$293m for 1QFY11, down 18% QoQ. EBITDA per
ton declined 15% QoQ to US$79.

Analyst Meet highlights: robust growth in domestic consumption, Europe
recovery slower

Indian steel demand is likely to grow at 10-12% over the next two years, led by
buoyancy in end-user segments such as automobiles, construction and infrastructure.
European steel consumption growth has been robust in 1QFY11. However, since 2Q
is a seasonally weak quarter, growth is likely to soften. Steel demand from the high-
end automobiles segment is encouraging. Demand from construction segment remains
subdued. 2HFY11 earnings outlook for Corus remains uncertain due to increasing
raw material prices.
Imports into the EU region remain relatively low and import share in total consumption
has fallen because of currency depreciation.
Post restructuring at Corus, staff strength has fallen to 35,000 from 42,000 in FY10;
however, the benefits in terms of fixed cost reduction will be seen over 12-18 months.
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Gross debt has increased by US$0.4b to US$11.8b in 1QFY11. This is primarily on
account of working capital financing. Net debt at group level also increased
proportionately to US$9.8b.
Tata Steel has raised Rs10.7b (US$230m) through a preferential allotment of shares
and warrants to Tata Sons Ltd. in July 2010. Tata Steel had allotted 15m preference
shares and 12m warrants to Tata Sons Ltd. at a price of Rs594 per share.
Ongoing 2.9mtpa expansion at Jamshedpur is expected to get commissioned on schedule
(December 2011).

CORUS CAPACITY UTILIZATION IMPROVED OVER LAST FEW QUARTERS
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Valuation and view
Tata Steel India has performed better than we had expected in 1QFY11 due to higher
steel prices. Growth in realizations was much higher than our expectations; softening
spot market prices in May and June appear to have had little effect on quarterly
realizations. 2QFY11 average realization is likely to fall by ~US$100/ton. However,
domestic steel prices have stabilized over the last few days and we do not expect
them to fall further.
The outlook for Corus' 2HFY11 earnings remains uncertain due to volatility in steel
prices and rising raw material prices. We believe that Corus will face headwinds till
the time significant raw material integration occurs.
In our FY11 estimates, we have factored in EBITDA of US$2.3b for Indian operations
and US$757m for subsidiaries (including Corus). The stock is trading at EV/EBITDA
of 6.8x FY12E. Maintain Neutral.

QUARTERLY  PERFORMANCE (CORUS) (RS MILLION)

Y/E MARCH 1QFY10 2QFY10 3QFY10 4QFY10 1QFY11 FY09 FY10 FY11E

Production (m tons) 2.8 4.0 4.2 3.7 3.7 16.2 14.7 14.5
Change (YoY %) -46.2 -17.5 27.2 28.0 33.6 -20.2 -9.5 -1.5

Sales (m tons) 3.3 3.9 3.8 3.9 3.7 19.7 14.9 14.5
Change (YoY %) -47.6 -31.2 -12.6 14.7 12.4 - -24.5 -2.9

Realization (Rs per ton) 46,145 42,776 44,573 43,992 47,739 55,619 44,296 46,271
Change (QoQ %) -12.2 -7.3 4.2 -1.3 8.5 - -20.4 4.5

Net Sales 152,280 167,680 167,550 171,567 177,110 1,095,689 659,077 668,622
Change (QoQ %) -14.7 10.1 -0.1 2.4 3.2 9.3 -39.8 1.4

EBITDA -18,530 -18,020 6,606 16,503 13,630 89,073 -13,441 34,602
As % of Net Sales -12.2 -10.7 3.9 9.6 7.7 8.1 -2.0 5.2

EBITDA(Rs/tss) -5,615 -4,597 1,757 4,232 3,674 4,521 -903 2,395
INR/USD 48.8 48.4 46.7 45.1 46.4 46.0 47.4 46.0
EBITDA (USD/ton) -115 -95 38 94 79 98 -19 52
E: MOSL Estimates
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SHAREHOLDING PATTERN (%)

JUN-10 MAR-10 JUN-09

Promoter 31.3 31.3 34.0

Domestic Inst 25.2 23.9 23.5

Foreign 17.2 21.3 14.5

Others 26.3 23.5 28.1

STOCK PERFORMANCE (1 YEAR)

COMPARATIVE VALUATIONS

TATA STEEL SAIL JSW STEEL

P/E (x) FY11E 8.1 13.9 18.4
FY12E 8.1 12.7 9.0

P/BV (x) FY11E 2.8 2.1 1.6
FY12E 2.2 1.8 1.3

EV/Sales (x) FY11E 0.8 1.8 1.8
FY12E 0.8 1.8 1.1

EV/EBITDA (x) FY11E 6.9 9.0 9.2
FY12E 6.8 8.7 4.2

EPS: MOST FORECAST V/S CONSENSUS (RS)

MOST CONSENSUS VARIATION

FORECAST FORECAST (%)

FY11 64.4 82.2 -21.7
FY12 64.3 85.6 -24.9

TARGET PRICE AND RECOMMENDATION

CURRENT TARGET  UPSIDE RECO.

PRICE (RS) PRICE (RS)  (%)

520 477 -8.3 Neutral

Company description
Tata Steel is the lowest cost steel producer in India. After
the acquisition of Corus (which is several times its size), it
has become the sixth largest steel maker globally. 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 is
likely to increase to 34mtpa through brownfield expansions
at Jamshedpur and greenfield projects in Orissa.

Key investment arguments
Tata Steel is leveraging the low cost advantage in India
to feed the finishing mills of its global subsidiaries. Its
brownfield expansion at Jamshedpur will raise capacity
to 10mtpa by December 2011.
The company is focusing on expanding the thin margins
of Corus 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 there is sluggish recovery in
developed markets.

Recent developments
The Committee of Directors of Tata Steel has approved
the allotment of 15m preference shares and 12m
warrants to Tata Sons at a price of Rs594/unit on 23
July 2010.

Valuation and view
The stock trades at an EV of 6.8x FY12E EBITDA.
Maintain Neutral.

Sector view
Indian steel demand is expected to grow at 10-12%
over the next two years, led by buoyancy in end-user
segments such as automobiles, construction and
infrastructure. Increasing construction activities led by
the forthcoming Commonwealth Games, infrastructure
investment and the rebound of capex will aid steel
consumption. Large power capacity additions will drive
industrial production. We remain positive on 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.

For more copies or other information, contact
Institutional: Navin Agarwal.   Retail: Manish Shah

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

Motilal Oswal Securities Ltd,  3rd Floor,  Hoechst House,  Nariman Point,  Mumbai 400 021
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