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Tata Steel (TATA IN)

Rating: BUY | CMP: Rs132 | TP: Rs144

Tata Steel UK: end of an era of cash losses

Tata Steel has announced a proposal to setup a 3mtpa Electric Arc Furnace
at its Port Talbot steel making facility for capex of GBP 1.25bn. The proposed
project will get GBP500mn grant (40% of the project cost) from UK
government and adequate policy support for smooth transition to green steel
making in UK at competitive landscape. While first stage of the process
stands complete with this agreement, consultations with unions involved are
expected to close in next three months. Capex is planned over next three
years post successful consultation and subject to relevant regulatory
approvals.

We believe that the Tata Steel UK (TSUK) transition is EPS accretive given a)
current cash losses will end, as company will import substrate instead of
producing at old facilities, b) one-time cost will exist, but TSUK is expected
to be in better situation than earlier case of recurring cash burn, c) volatility
in coking coal prices won’t directly affect TSUK earnings, and d) likely fall in
energy costs, as UK moves towards renewable sources. We revise our FY25E
EBITDA estimates upwards by 5% to Rs411bn and introduce FY26E earnings
estimates. Maintain ‘Buy’ at revised TP of Rs 144 (Rs 137 earlier) assigning
EV/EBITDA multiple of 5x for FY25E EBITDA for TSE.

Cash losses to end: The proposed project would also involve TATA’s balance
sheet being restructured with potential elimination of current cash losses in TSUK
operations and non-cash impairment of legacy investments. Current TSUK
operations are deteriorating its balance sheet with FY23 EBITDA losses of GBP
127m. TSUK has ~USD 2bn accumulated losses on balance sheet.

Usage of scrap to reduce carbon emissions: Usage of scrap in EAF will save
costs, as dependence on coking coal reduces while improving degree of circularity
that can lead to sustainable spread of GBP150-170/t vis-a-vis current ageing and
uncompetitive upstream assets. TATA relies on abundant scrap supplies in the UK
market (generation of 10mt per year- which gets exported). The proposed
investment would reduce Port Talbot site’s carbon emissions by ~5 million tonnes
a year; equivalent to ~7% reduction in UK business sector. TSUK carbon emission
intensity is to reduce from existing 2.16 to 0.4 tons per ton of crude steel produced.

Journey towards sustainable & profitable future: With this transition, TSUK is
expected to be structurally competitive and reap benefits of new greener steel
manufacturing. This includes implementation of carbon border leakage controls for
which UK govt. began consultations in Mar-23 and mandatory product standards to
help market to grow for low carbon products. EU has also outlined the Carbon
Border Adjustment Mechanism (CBAM); the transitional phase starts in Oct-23,
which is expected to keep steel prices higher across regions.

Valuation & view: We have incorporated TSUK capex of USD1.55bn (GBP1.25bn)
over FY25-27E and reduced maintenance capex a bit as old assets won’t require
maintenance anymore. With ongoing efforts by TSUK, sustainable EBITDA/t of
USD100/t for consolidated TSE (Tata Steel Europe) looks achievable as importing
substrate will resume from FY25; Tata Steel Netherlands is profitable; although
production from new TSUK project will only come FY28 onwards. We have revised
our FY25E EBITDA estimates upwards by 5% to Rs411bn and introduced FY26E
earnings estimates. Maintain Buy with revised TP of Rs 144 (from Rs 137 earlier)
assigning EV/EBITDA multiple of 5x for FY25E EBITDA for TSE.
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Tata Steel

Other Key Highlights of Conference Call:

Majority of the GBP 1.25bn capex is for setting up of 3mtpa EAF and rest will
be utilized for upgrading casters, Hot Strip Mill and Cold Rolling Mill. TATA will

contribute rest of GBP 750mn via equity and internal accruals over next three

years.

TSUK had completed an important part of its financial de-risking in FY23 after
completion of 100% insurance buy-in of the British Steel Pension Scheme

securing a stable and assured outcome for all scheme members, after an
earlier restructuring in FY18.

With this proposal TATA will be able to solve few key issues it was facing over
last few years:

Exhibit 1: TSE historical revenue Vs volumes trend

a) Maintain its market share: UK market steel consumption is ~9mtpa
and TATA has significant market share in various user industries viz. Auto
(50%), construction (43%) and Packaging (62%);

b) Import of substrate: Even during transition phase & project phase,
TSUK will ensure uninterrupted supplies to customers through import of
additional steel substrate to feed its downstream units which would aid
FY25 margins;

c) Decarbonisation & cost savings: EAF emits just 20% of the carbon
emission as compared to existing BF-BOF process. With UK govt's focus
on renewable energy, overall energy costs are expected to come down
over next few years;

d) Competitiveness: State of the art EAF would make TSUK competitive
and cut down the cash losses; as most of TSUK's ageing and
uncompetitive upstream assets are also approaching end of life;

e) Employment: Preserve employment especially at South Wales, ~8,000
employees at TSUK; some of the roles may get rationalized post
consultation process & can lead to one-time restructuring cost.

Exhibit 2: TSE EBITDA Vs volumes trend
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Tata Steel
Exhibit 3: Valuation summary
Figures in Rs mn EV/EBITDA (FY25E) EBITDA (Rs mn) Value (Rs mn)
Indian operations 6.0 312,629 1,875,771
Other domestic operations 6.0 35,131 210,787
Tata steel Europe 5.0 56,182 280,908
South East Asean operations 5.0 7,075 35,374
Total EV 2,402,840
Debt 728,931
Cash 56,761
Net debt 672,170
Shareholder's value 1,730,671
Value per share 144
Source: PL
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Tata Steel
Financials
Income Statement (Rs m) Balance Sheet Abstract (Rs m)
Y/e Mar FY23 FY24E FY25E FY26E Y/e Mar FY23 FY24E FY25E FY26E
Net Revenues 24,33,527 24,76,495 26,35,273 28,05,763 Non-Current Assets
YoY gr. (%) 0.2) 1.8 6.4 6.5
Cost of Goods Sold 11,32,383 10,09,620 9,98,927 10,26,860 Gross Block 23,81,707 24,86,475 25,98,441 27,12,345
Gross Profit 13,01,144 14,66,876 16,36,346 17,78,903 Tangibles 23,81,707 24,86,475 25,98,441 27,12,345
Margin (%) 53.5 59.2 62.1 63.4 Intangibles - - - -
Employee Cost 2,24,193 2,60,462 2,74,918 3,02,205
Other Expenses 7,563,949 9,00,437 9,50,412 10,44,745 Acc: Dep / Amortization 9,71,509 10,71,604 11,76,156 12,85,351
Tangibles 9,71,509 10,71,604 11,76,156 12,85,351
EBITDA 3,23,002 3,05976 4,11,016 4,31,954 Intangibles - - - -
YoY gr. (%) (49.1) (5.3) 343 5.1
Margin (%) 13.3 12.4 15.6 15.4 Net fixed assets 14,10,198 14,14,871 14,22,285 14,26,994
Tangibles 14,10,198 14,14,871 14,22,285 14,26,994
Depreciation and Amortization 93,352 1,00,095 1,04,551 1,09,195 Intangibles - - - -
EBIT 2,29,650 2,05,881 3,06,465 3,22,758 Capital Work In Progress 3,25,963 3,95,963 4,35,963 4,35,963
Margin (%) 9.4 8.3 11.6 11.5 Goodwill 56,017 56,017 56,017 56,017
Non-Current Investments 57,593 61,093 64,593 68,093
Net Interest 62,987 66,016 58,665 50,855 Net Deferred tax assets (1,14,897) (1,21,542) (1,28,494) (1,35,478)
Other Income 10,375 8,110 8,511 8,951 Other Non-Current Assets 1,37,533 1,37,533 1,37,533 1,37,533
Profit Before Tax 1,78,170 1,47,976 2,56,311 2,80,855 Current Assets
Margin (%) 73 6.0 9.7 10.0 Investments 36,301 36,301 36,301 36,301
Inventories 5,44,153 5,22,439 5,55,934 5,91,901
Total Tax 1,01,598 68,299 80,708 81,568 Trade receivables 82,572 1,35,698 1,44,399 1,53,740
Effective tax rate (%) 57.0 46.2 31.5 29.0 Cash & Bank Balance 1,33,573 19,640 20,460 65,470
Other Current Assets 49,474 54,474 59,474 64,474
Profit after tax 76,572 79,676 1,75,602 1,99,287 Total Assets 28,80,217 28,81,369 29,80,799 30,84,826
Minority interest (6,851) 7,500 7,500 7,500
Share Profit from Associate 4,181 3,500 3,500 3,500 Equity
Equity Share Capital 12,212 12,212 12,212 12,212
Adjusted PAT 86,471 75,676 1,71,602 1,95,287 Other Equity 10,18,609 10,50,320 11,73,073 13,14,625
YoY gr. (%) (78.5) (12.5) 126.8 13.8 Total Networth 10,30,821 10,62,533 11,85,285 13,26,838
Margin (%) 3.6 3.1 6.5 7.0
Extra Ord. Income / (Exp) 1,133 - - - Non-Current Liabilities
Long Term borrowings 7,80,177 7,20,177 6,60,177 5,80,177
Reported PAT 87,604 75676 1,71,602 1,95287 Provisions 47,758 47,758 47,758 47,758
YoY gr. (%) (78.2) (13.6) 126.8 13.8 Other non current liabilities 1,33,421 1,18,421 1,03,421 88,421
Margin (%) 3.6 3.1 6.5 7.0
Current Liabilities
Other Comprehensive Income - - - - ST Debt / Current of LT Debt - - - -
Total Comprehensive Income 87,604 75,676 1,71,602 1,95,287 Trade payables 3,78,325 3,88,384 4,09,726 4,35,662
Equity Shares O/s (m) 12,212 12,212 12,212 12,212 Other current liabilities 3,28,912 3,49,149 3,65,031 3,82,086
EPS (Rs) 71 6.2 14.1 16.0 Total Equity & Liabilities 28,80,217 28,81,369 29,80,799 30,84,826
Source: Company Data, PL Research Source: Company Data, PL Research
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Tata Steel
Cash Flow (Rs m) Key Financial Metrics
Y/e Mar FY23 FY24E FY25E FY26E Y/e Mar FY23 FY24E FY25E FY26E
PBT 1,82,351 1,47,976 256,311 2,80,855 Per Share(Rs)
Add. Depreciation 93,252 1,00,095 1,04,551 1,09,195 EPS 7.1 6.2 14.1 16.0
Add. Interest 62,987 66,016 58,665 50,855 CEPS 14.7 14.4 22.6 24.9
Less Financial Other Income 10,375 8,110 8,511 8,951 BVPS 84.4 87.0 97.1 108.6
Add. Other (29,507)  (4,218)  (4,619)  (5,060) FCF 6.2 4.2 13.4 18.4
Op. profit before WC changes 3,09,083 3,09,868 4,14,908 4,35,845 DPS 3.6 4.0 4.4 4.8
Net Changes-WC (37,065) (21,616) (25,471) (22,818) Return Ratio(%)
Direct tax (55,188) (61,654) (73,756) (74,584) RoCE 12.6 11.5 16.9 17.2
Net cash from Op. activities 2,16,831 2,26,597 3,15,680 3,38,443 ROIC 6.0 6.4 11.9 12.9
Capital expenditures (2,42,144) (1,74,768) (1,51,965) (1,13,905) RoE 8.0 7.2 15.3 15.5
Interest / Dividend Income 5,651 4,218 4,619 5,060 Balance Sheet
Others 49,695 - : - Net Debt : Equity (x) 0.6 0.6 0.5 0.4
Net Cash from Invt. activities (1,86,798) (1,70,550) (1,47,346) (1,08,845) Net Working Capital (Days) 37 40 40 40
Issue of share cap. / premium 14 - - - Valuation(x)
Debt changes 54,281 (60,000) (60,000) (80,000) PER 18.6 21.3 9.4 8.3
Dividend paid (62,926) (43,965) (48,850) (53,735) P/B 1.6 15 1.4 1.2
Interest paid (61,197) (66,016) (58,665) (50,855) PICEPS 14.7 14.4 226 24.9
Others 22 - N - EV/EBITDA 6.9 7.4 5.4 4.8
Net cash from Fin. activities (69,807) (1,69,980) (1,67,515) (1,84,589) EV/Sales 0.9 0.9 0.8 0.7
Net change in cash (39,775) (1,13,932) 820 45,009 Dividend Yield (%) 27 3.0 33 37
Free Cash Flow 75,406 51,829 1,63,715 2,24,539 Source: Company Data, PL Research
Source: Company Data, PL Research
Quarterly Financials (Rs m) Key Operating Metrics
Y/e Mar Q2FY23 Q3FY23 Q4FY23 QI1FY24 /e Mar FY23 FY24E Fy25E FY26E
el PSS S UIES0 GESIOES IS EaT Rev. Indian Op. (US$ m) 16,126 17,025 17,883 18,850
Yoy gr. (%) ©.7n @D ©-2) ©2) Rev.TSE (US$ m) 11,267 11,284 11,700 12,125
Raw Mater?al Expenses 3,15,271 3,00,226 2,86,561 2,74,752 Rev. South East (US$ m) 796 1,020 1,063 1,063
Gross Profit 2,83,504 2,70,610 3,43,055 3,20,145 EBITDA-India (US$ m) 3,463 3,539 3,756 3,643
Margin (%) 473 ar.4 545 538 EBITDA-TSE (US$ m) 611 (268) 675 970
Sl 60603 40478 72192 51,739 EBITDA-South East (US$ m) 42 54 85 54
YoY ar. (%) €2 (745 (620 D ges volume India (i) 19 21 22 24
Margin (%) 101 IS 115 8.7 Real./t - India (Rs) 68,366 66,631 67,519 67,069
Depreciation / Depletion 23,478 23,684 23,822 24,123 EBITDAK- India (Rs) 14,680 13,852 14,182 12,962
EBIT 37,125 16,795 48,370 27,616 Sales volume TSE (mt) 8 9 9 10
Margin (%) 6.2 29 nr 46 Real./t-TSE (US$) 1,379 1,265 1,300 1,250
Net Interest 15,191 17,679 17,936 18,252 EBITDA/Tonne-TSE (USS) 75 30) 75 100
Other Income 3,293 2,706 1,695 11,768 Sales volume South East (mt) 1 2 2 5
Profit before Tax 25,033 3,569 32,245 21,266 Real./Tonne-SEAN (US$) 600 600 625 625
Margin (%) 4.2 06 51 36 EBITDA/Tonne-SEAN (US$) 35 32 50 32
Total Tax 13,081 29,049 17,545 13,305
Effective tax rate (%) 52.3 813.9 54.4 62.6
Profit after Tax 11,952 (25,480) 14,700 7,961
Minority interest - (2,781) (1,386) (1,091)
Share Profit from Associates 1,019 605 963 (2,713)
Adjusted PAT 13,063 (9,617) 16,996 6,289 Source: Company Data, PL Research
YoY gr. (%) (89.2)  (109.9) (83.1) (91.9)
Margin (%) 2.2 @.7) 2.7 11
Extra Ord. Income / (Exp) - - - -
Reported PAT 12,971 (22,094) 17,049 6,339
YoY gr. (%) (89.7)  (123.0) (82.7) (91.8)
Margin (%) 2.2 3.9) 2.7 11
Other Comprehensive Income - - - -
Total Comprehensive Income 12,971 (22,094) 17,049 6,339
Avg. Shares O/s (m) 12,212 12,212 12,212 12,212
EPS (Rs) 1.1 (0.8) 1.4 0.5
Source: Company Data, PL Research
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Price Chart Recommendation History

R No. Date Rating TP (Rs.) Share Price (Rs.)
s 1 28-Aug-23 BUY 137 117
140
105
70
34
S & S 8 N & Q
& g & g & g &
Analyst Coverage Universe
Sr. No. Company Name Rating TP (Rs) Share Price (Rs)
1 Hindalco Industes . BUY 857 450
2 Jindal Stainless BUY 484 422
3 Jindal Steel & Power BUY 812 634
4 JSW Steel BUY 926 773
5 National Aluminium Co. Accumulate 97 88
6 NMDC Accumulate 136 119
7 Steel Authority of India Accumulate 95 86
8 Tata Steel BUY 137 117

PL’s Recommendation Nomenclature (Absolute Performance)

Buy o > 15%

Accumulate : 5% to 15%

Hold : +5% to -5%

Reduce : -5%to-15%

Sell 1 <-15%

Not Rated (NR) . No specific call on the stock
Under Review (UR) : Rating likely to change shortly
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ANALYST CERTIFICATION
(Indian Clients)

We/l, Mr. Tushar Chaudhari- MMS-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.

(US Clients)

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately
reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific
recommendation or views expressed in this research report.

DISCLAIMER
Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”") is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for
third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking,
investment banking, financial services (margin funding) and distribution of third party financial/other products, details in respect of which are available at www.plindia.com.

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported
or copied or made available to others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness
of the same. Neither PL nor any of its affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made
available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or
otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions
of securities of companies referred to in this report and they may have used the research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

PL is a registered with SEBI under the SEBI (Research Analysts) Regulation, 2014 and having registration number INHO00000271.

PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.
PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month
immediately preceding the date of publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report.
PL or its associates might have received compensation from the subject company in the past twelve months.

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

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months.

PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company in the past twelve months

PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or
other benefits from the subject Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest
at the time of publication of this report.

It is confirmed that Mr. Tushar Chaudhari- MMS-Finance Research Analysts of this report have not received any compensation from the companies mentioned in the report in the
preceding twelve months

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

The Research analysts for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its
or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

The research analysts for this report has not served as an officer, director or employee of the subject company PL or its research analysts have not engaged in market making activity
for the subject company

Our sales people, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary
to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed
herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest.

PL and its associates, their directors and employees may (a) from time to time, have a long or short position in, and buy or sell the securities of the subject company or (b) be engaged
in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the subject company or act as an
advisor or lender/borrower to the subject company or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

US Clients

This research report is a product of Prabhudas Lilladher Pvt. Ltd., which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s)
preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are
not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or
regulations regarding, among other things, communications with a subject company, public appearances and trading securities held by a research analyst account.

This report is intended for distribution by Prabhudas Lilladher Pvt. Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act,
1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major
Institutional Investor as specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted
onward to any U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major
Institutional Investors, Prabhudas Lilladher Pvt. Ltd. has entered into an agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").

Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered broker dealer.

Prabhudas Lilladher Pvt. Ltd.
3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India | Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209
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