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Targeting 40 MT production capacity in India by 2030

Recently, in its Investor Day, Tata Steel (TSL) laid out its strategic Roadmap
2030. TSL is aiming to double Indian operations steel production capacity to
40 million tonnes (MT) by 2030. The doubling of domestic production
capacity would be done through both organic as well as inorganic route. The
company would focus on organic growth for the flat product segment and
would participate in inorganic opportunities for the long product segment.
In terms of product-wise break-up, by 2030 the target is to increase the
production capacity of flat product portfolio to 30 MT (from 15.6 MT
currently) and increase the production capacity of long product portfolio to
10 MT (from 4 MT currently). India would be the dominant manufacturing
base for TSL, going forward. India's share in the company’s overall
consolidated production capacity has increased to 57% in 2020 from 29% in
2010. The country's share is further likely to increase to 73% by 2030.

Targets net debt/EBITDA at 2x across cycles....

TSL is aiming at net debt/EBITDA at 2x across cycles wherein 2x would be
the upper limit. For FY22E, net debt/EBITDA is likely to be lower than 2x,
given buoyancy in earnings due to higher steel prices. In FY22E, the
company is targeting an annual capex of ~¥ 10000-12000 crore for the India
operations (majority of which would be growth capex) and ~% 3500 crore
for the European operations (majority of which would be maintenance
capex). The interest coverage ratio target is at 4x, across cycles.

Debt reduction drive to continue....

TSL's debt reduction drive would continue, going forward, also, auguring
well. During FY21, the net debt reduction was to the tune of ~US$4 billion.
For FY22E, TSL is targeting over US$2 billion gross debt reduction wherein
it will prioritise offshore debt prepayment. In FY22E, the company expects
to drive working capital management in the upcycle.

Valuation & Outlook

TSL is currently in a sweet spot on the back of a) relatively healthy steel
prices both in the global and domestic markets and b) balance sheet
improvement on the back of the debt repayment exercise that it is
undertaking. On the back of a healthy operating environment, we remain
positive on the stock. TSL's targeted RolC is 15% across cycles.
Furthermore, the carbon adjusted project IRR threshold for capital allocation
is 12%. We continue to value the stock on an SoTP basis and arrive at an
unchanged target price of ¥ 1500. We maintain our BUY recommendation
on the stock.

Key Financial Summary

[ Crore) FY19 FY20 FY21 FY22E
Net Sales 1,57,669 1,39,817 1,56,294 1,87,369
EBITDA 29,383 17,463 30,504 46,469
Adj PAT 8,995 4,737 9,233 22,613
EPS ]) 78.6 414 77.1 188.8
EV/EBITDA (x) 7.8 14.3 15 45
RoCE (%) 13.8 48 13.1 22.9
RoE (%) 13.0 6.4 12.4 235
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Key risks to our call

®  Steep decline in steel prices

NSE500 Index

® Higher-than-expected increase
in operating costs

Research Analyst

Dewang Sanghavi
dewang.sanghavi@icicisecurities.com

FY23E CAGR (FY21-23E)
1,86,613 9%
40,644 15%
18,262 41%
152.5
4.7
18.5
15.7

Source: Company, ICICI Direct Research
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Key Highlights: Tata Steel’s Investor Day.

Exhibit 1: Tata Steel’s strategy pivots around capitalising on India growth story

N Targeting value accretive growth in India @ India to be the dominant manufacturing

base for Tata Steel going forward

2010: 22 MTPA 2020: 34 MTPA 2030F: 55 MTPA
Production capacity (MTPA) 15 40 ‘ ‘
5.8 25 Bl inda [ Eurcpe Ml South —East Asia
1 19.6 e s e
5.6 — ’ _|@|| | Optimizing product portfolio is a key target
. @1~  in India
13
Production capacity (MTPA)
mFlat =Long
30
15.6
10
gl o W
TSK - . —
2018  TSBSL TSLP 2020 ppasey 2025 f(organic/ 5435 2010 2020 2030F
JEAF Inorganic)

9
TSBSL - Tata Steel BSL; TSLP - Tata Steel Long Products.; TSK - Tata Steel Kalinganagar; EAF — Electric Arc Furnace; TATA STEEL

Source: Company, ICICI Direct Research

Exhibit 2: ...with continued strong market presence

Attain and retain Leadership in chosen segments (current and new)
* Market share in ‘Automotive’ grew to 58% in FY21 from 50% in FY20

= High-end engineering segment grew by 46%YoY in FY21

Reinventing the route to connect, transact and engage with customers

= Connected platforms: Aashiyana (130% YoY growth to reach sales of Rs. 726 crores in FY21), COMPASS,
DigeCA and Sampoorna

= Synergy across the Group: Basera and Nexarc (Digital B2B platform & one-stop solution for emerging
businesses)

Technology and knowledge intensive differentiation in marketplace
= Steel for future mobility and Ready-to-paint technology

= Graphene and Composites

Source: Company, ICICI Direct Research
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Exhibit 3: Continuous structural and operational improvements key to achieve its financial goals

= Savings of Rs 21,400+ crores over last 5 years through
sl - operation efficiency improvement in Tata Steel India

Interventions planned over the

next 5 years

Savings (Rs crores)

3,406 3,556

. = l

FY 17 FY 18 FY 19
(s

AN

FY 20

6,545

5,369

FY 21

Structural interventions has resulted
in TSE becoming cash positive

Free cash flow (Rs crores)

-603

-3,689

FY18 FY19

130

Fy21

Focus on augmenting raw material production

capacity

Strengthen logistics network and upstream of
steel manufacturing

Continue to focus on reducing fixed cost

= Continue with the ongoing transformation

Ganl .

program in TSE

Complete separation of UK & Netherlands

operations to focus profit & loss accountability
at geography level

Tata Steel India — Tata Steel Standalone + Tata Steel BSL + Tata Steel Long Products; TSE — Tata Steel Europe

TATA STEEL | 11

Source: Company, ICICI Direct Research,

Exhibit 4: Sustainability - Strategic imperative for “hard to abate” sector

Sustainability is now deeply

embedded in Tata Steel
ecosystem ...

Long term decarbonization
roadmap created

Pursuing low carbon technologies

Circular Economy integrated as
part of business model

Deploying Responsible Supply
Chain Policy across value chain

Improving transparency and
disclosures

0 Water

P
Circular
&= Economy
@ Bio-diversity

=

...intent to demonstrate leadership positio

Goals for 2025

TSI: Achieve <2 tCO,
/tcs carbon emission

TSI: Achieve specific
freshwater consumption
of 2 m3/tcs

Achieve material
efficiency of 99%

Develop and implement

Biodiversity Management

Plans for all operations
sites

n in sustainability over this decade

Goals for 2030

TSI: Achieve <1.8 tCO, /tcs
carbon emission

TSE: 30% reduction in specific
emissions over 2020

TSI: Achieve specific freshwater
consumption of <1.5 m3/tcs, aim for

water neutrality
TSE: EU benchmark for water intensity

Build 5 MTPA recycling business

Aspire for no net loss of biodiversity

Source: Company, ICICI Direct Research,, Net Debt is excluding €900 crore of Intercompany deposit that JSHL has given to JSL
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Exhibit 5: Balance sheet management : De-risked and resilient

Value Drivers FY 21-22 Priorities

Del . Net debt reduction by > US$2 billion gross debt reduction;
slzmie e ~ US$4 billion prioritize off-shore debt pre-payment
E S . Called residual Partly paid .
Raising Equity amount ~Rs.3,000 crores Not envisaged
Working capital Cash release of ~ Drive working capital management
Management Rs.9,400 crores in upcycle
% é Capex ~ Rs.7,000 crores ~ Rs.10,000 -12,000 crores

Source: Company, ICICI Direct Research

Exhibit 6: Capital allocation- Focus on sector leading returns

/ Rs. 80,000 crores .‘ . 4 Allocation N
N Spend over Last 5 years J T 82% of investments L J
. - - _ in India is prioritised - -

Running the Business Working Responsibly towards Growth .
(Sustenance) (License to Operate ) 1% 2%
- 65%) ¥ ndia Operations
DF of Investments in uTata Steel
v Europe is towards Europe
Enhance Market Invest in New Sustenance & {:} = South East Asia
Competitiveness Business Environment {}
Through Growth (Internal Start-ups) Others
12%

@ India Steel Production New & Allied Business Downstream Portfolio in India

@ Carbon adjusted
_) Project IRR threshold

for capital allocation

» Complete Kalinganagar expansion @ Electric arc furnace low carbon Steel Cold Rolling Mill - From 4.3 MTPA to 6.5 MTPA

H
Future Rs.48,000/ton of Capex ’ Composﬂtes » Ductile Iron Pipes - From 0.2 MTPAto 1 MTPA
» Invest in Raw Material Expansion @ » Graphene » Tinplate — From 0.4 MTPA to 1 MTPA
Investments Rs.2.600/ton to 50 MTPA of Iron Ore » Medical Materials » Tubes — From 1.3 MTPA to 2 MTPA
Focus » Services and Solutions » Wires — From 0.45 MTPA to 1 MTPA

> Ferro chrome business

Average India Capital Expenditure estimated @ Rs. 10,000- 12,000 crores per annum over next 5 years (excluding potential acquisitions)
Source: Company, ICICI Direct Research
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xhibit 7: Portfolio management

/" Clusterization N Tata Steel
'\of Indian Business/* BSL Merger
Optimisation of network Integration

and resources
e Cost Control

Common

customer face Synergies

Improved financial
management

ICICI Direct Research

f/ investing in Nevn;\-‘ {/ European \

‘\Growth Engines/" \ Business /

Simplification

New Materials Separate UK & 100 entities liquidated/
o Netherlands merged over 2 year
Steel Recycling & S - =
Electric Arc Furnace New organization and Continuous
- governance structures Journey

Infrastructure and
Logistics Overhead and fixed

X costs reduction
Port Project S —

Discussions with
Governments on De-
carbonization roadmap &
Investment

Disciplined Capital

allocation TATA STEEL | 22

Source: Company, ICICI Direct Research

Exhibit 8: Operational excellence through culture of continuous improvement

5 year cost savings at
Tata Steel India operations

Transformation programme at
Tata Steel Europe

& -\ Cost and Supply chain Optimisation
< 3556 6545
v v

332 ]

4,298

FY17 FY18 FY19 FY20

mTSL mTSBSL mTSLP

FY2022 Target:
Fixed cost reduction of ~Rs.2,000 crores

Q Overhead cost reduction

5369
v
2252 2177
v v
1,635
FY21 FY20 FY21

mTSN =TSUK

FY2022 Target:
Fixed cost reduction of ~£200 mn

Target to reduce India operation fixed Cost by ~10 % over the medium term

TATA STEEL | 23

TSL: Tata Steel Standalone; TSBSL: Tata Steel BSL; TSLP: Tata Steel Long Products; TSN: Tata Steel Netherlands; TSUK: Tata Steel UK

Source: Company, ICICI Direct Research
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Exhibit 9: Pathway for future financial strategy
Strong earnings and cashflow performance expected
= Investment Grade Financial Metrics

Short-term = Significant reduction in Overseas debt
FY2022 = Continued focus on Capital allocation and cashflow management
Target Leverage o Target RolC N Dividend Policy \
Net Debt/EBITDA at 2x @ 15% | Robust dividend @%
Interest Cover at 4x 5% —/ | pay-out =
o Last 5 years performance e >
: = EBITDA/ Interest o Dividend (Rs. )
Medium-term «c=Net Debt/EBITDA RolC (%) T 2006
(Across cycle 19.6%
. 2,081
targets) 13.5% 16.0% 15.0%
FY17 FY18 FY19 FY20 FY21 FY17 FY18 FY19 FY20 FY21 | FY17 FY18 FY19 FY20 FY21 |

N ;
TATA STEEL | 25

RolC: Return on Invested Capital
Source: Company, ICICI Direct Research

ICICI Securities | Retail Research



ﬂ Company Update | Tata Steel ICICI Direct Research
Exhibit 10: Valuation

T‘I’:;L?':: Growth EPS  Growth PE EV/EBIDTA P/BV RoNW RoCE

(% Crore) % YoY ) % YoY (x) (x) (x) (%) (%)
FY18 1,31,700 173 713 69.1  17.1 105 30 177 123
FY19 1,57,669 197 786 102 155 7.8 20 130 138
FY20 1.39,817 (113) 414 (47.3) 295 14.3 19 64 48
FY21 1,56,294 1.8 771 86.4 15.8 75 20 124 131
FY22E 1,87,369 19.9 188.8 1449 65 45 15 235 229
FY23E 1,86,613 (0.4) 1525 (192) 80 47 13 157 185

Source: Company, ICICI Direct Research

Exhibit 11: Price Performance

1400 - —+ 16000
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NSE500 Index

Source: Bloomberg, Company, ICICI Direct Research

Exhibit 12: Shareholding Pattern

(in %) Mar-21 Apr-21 May-21
Promoter 344 34.4 34.4
Others 65.6 65.6 65.6
Total 100.0 100.0 100.0

Source: Company, ICICI Direct Research
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Financial Summary

Exhibit 13: Profit and loss statement % crore @ Exhibit 14: Cash flow statement g crore

(Year-end March) FY20 FY21 FY22E FY23E (Year-end March) FY20 FY21 FY22E  FY23E
Total Operating Inc. 139817 156294 187369 186613  Profit after Tax 1172 8190 22613 18262
Growth (%) -1 12 20 0 Add: Depreciation 8441 9234 10645 11015
Total Operating Expend. 122354 125790 140900 145969  (Inc)/dec in Current Assets -141 5843 187  -10817
EBITDA 17463 30504 46469 40644 Inc/(dec) in CL and Prov. 12244 18900 3934 7675
Growth (%) -41 75 52 -13 Others -2425 -12821 3000 3000
Depreciation 8441 9234 10645 11015 CF from operating activities 19292 29345 40379 29135
Interest 7533 7607 6223 4456 (Inc)/dec in Investments -10547 -4397 200 0
Other Income 1843 896 977 952 (Inc)/dec in Fixed Assets -10347 7023 -13500  -14000
PBT 3332 14560 30577 26124 Others 5867 683 383 345
Exceptional ltem -3564 -1043 0 0 CF from investing activities -26761  -10737 -12917  -13655
Total Tax -2568 5654 8348 8207 Issue/(Buy back) of Equity 0 -1447 0 0
PAT 2331 1862 22230 17917 Inc/(dec) in loan funds 22145  -24789  -28000 -16185
Growth (%) -75 236 183 -19  Dividend paid & dividend tax -1340 2994 4790  -4790
Minorities, Associates, etc -1164 3271 383 345 Inc/(dec) in Share Cap 0 0 0 0
Rep PAT after Assoc. Ml 1172 8190 22613 18262 Others 8612 8349 4000 6706
Adj PAT after Assoc. M 47131 9233 22613 18262 CF from financing activities 12193  -20880 -28790 -14270
Growth (%) -41.3 94.9 144.9 -18.2  Net Cash flow 4724 22713 -1328 1211
EPS ) 4.4 7171 188.8 1525 Qpening Cash 3331 8055 5782 4455
Source: Company, ICICI Direct Research Closing Cash 8055 5782 4455 5665
Source: Company, ICICI Direct Research
Exhibit 15: Balance sheet < crore I Exhibit 16: Key ratios < crore
(Year-end March) FY20 FY21 FY22E FY23E (Year-end March) FY20 FY21 FY22E  FY23E
Liabilities Per share data (%)
Equity Share Capital 1145 1198 1198 1198 Adj EPS 4.4 771 188.8 152.5
Hybrid Perpetual securities 2275 715 775 775 Cash EPS 115.1 154.2 271.7 244.5
Reserve and Surplus 70156 72266 94088 114266 BV 642.6 619.9 802.1 970.6
Total Shareholders funds 73576 74239 96061 116239 DPS 10.0 25.0 40.0 40.0
Total Debt 113289 88501 60501 44316 Operating Ratios (%)
Deferred Tax Liability 9261 9241 9241 9241 EBITDA Margin 12.5 19.5 24.8 21.8
Minority Interest & Others 11816 18731 22114 25459 PBT / Total Operating income 2.4 9.3 16.3 14.0
Total Liabilities 207943 190712 187918 195255 Adj PAT Margin 34 5.9 12.1 9.8
Assets Inventory days 89 83 75 85
Net Block 131131 136654 132508 133493 Debtor days 26 30 25 30
CwiIp 18862 18129 25129 27129 Creditor days 144 145 175 160
Net Fixed Assets (Incl. CWIP) 149993 154783 157637 160622 Return Ratios (%)
Investments 6285 10682 10482 10482 Adj RoE 6.4 12.4 235 15.7
Inventory 31069 33276 30486 35636 Adj RoCE 48 13.1 22.9 18.5
Debtors 7885 9540 8593 10310 Adj RolC 5.0 13.6 23.6 19.1
Loans and Advances 35663 29692 31692 34192 Valuation Ratios (x)
Other Current Assets 6144 2410 3960 5410 P/E 29.5 15.8 6.5 8.0
Cash 8055 5782 4455 5665 EV/EBITDA 14.3 1.5 45 4.7
Total Current Assets 88816 80701 79186 91214 EV / Net Sales 1.8 1.7 1.3 1.2
Current Liabilities 40813 56651 61085 69010 Market Cap / Sales 1.0 1.0 0.9 0.9
Provisions 1664 4725 4225 3975 Price to Book Value 1.9 2.0 1.5 1.3
Current Liabilities & Prov 424176 61376 65311 72985 Price to Adj Book Value 1.9 2.0 1.5 1.3
Net Current Assets 46340 19325 13876 18229 Solvency Ratios
others 5325 5923 5923 5923 Debt/EBITDA 6.0 2.7 1.2 1.0
Application of Funds 207943 190712 187918 195255 Debt / Equity 1.4 1.1 0.6 0.3
Source: Company, ICICI Direct Research Current Ratio 2.1 1.3 1.2 1.2
Quick Ratio 1.4 0.8 0.7 0.8

ICICI Securities | Retail Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ﬂlClCl( wrect.com ; l
Investmaen uo Your Fingertips Bﬂz“)ﬂ EE"V \
Icici Securmes Ltd. 7S STARMINE |
E&;ayﬁtﬁ\‘.’.‘a'd 2012 L
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

|/We, Dewang Sanghavi MBA (Finance) Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s)
or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report
have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI Securities Limited is a SEBI registered
Research Analyst with SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank
and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on
www.icicibank.com

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simul ly, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject company/companies mentioned in this
report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or

use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in
all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
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