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Weak Q2; possible recovery in Q3

Kirtan Mehta, CFA

= Q2FY25 likely to turn out to be the second weakest quarter in terms of
research@bobcaps.in

EBITDA profit over the past four years for our Ferrous coverage

= We believe ferrous majors experienced weaker sales in Q2 relative to

industry, besides margin contraction due to pullback in prices

= While Q3 starts on a positive note with possible fiscal stimulus in

China, steel margin surprise will also need solution to surplus in China
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Second weakest quarterly EBITDA over past 4 years: We expect Q2FY25E
EBITDA for Indian operations of the four ferrous majors under our coverage (Ferrous
coverage) to be Rs 133bn, resulting in a 21% sequential and 34% YoY decline.
Similarly, consolidated EBITDA at Rs 124bn, as per our estimates, is also likely to
see a decline of 29% QoQ and 32% YoY. This turns out to be the second weakest
guarter over the past four years.

Majors’ volume weaker than industry: We expect sales volume to decline by 6%
YoY for our Ferrous coverage in Q2 in sharp contrast to 12% YoY consumption
growth over Jul-Aug’25 for the industry as a whole. JSP and SAIL are likely to see
higher declines with higher focus on long products. We attribute the weakness to
lower exports, higher competition from imports and secondary players, slower
resumption of infrastructure spend post election and softer demand for flat products.

Margin contraction: We expect EBITDA/t margin for our Ferrous coverage to
decline by Rs 2.1k/t QoQ to Rs 7.9k/t in Q2. The decline is the result of a sharp
decline in prices to the order of Rs 3.0k-3.5k/t for flat products and Rs 4.8k-5.4k/t for
long products, and is only partially offset by a sequential reduction of US$ 15-30/t in
coking coal costs. While iron ore costs declined by Rs 0.5k/t, only limited benefit will
flow through for JSTL and JSP due to inventories and lag in adjustment of taxes.

Q3 starts on a positive note: With the expectation of release of fiscal stimulus in
China to stabilise domestic economy, China’s domestic HRC prices (14% from the
recent lows), export HRC prices (4%) and iron ore prices (10%) rallied over the last
week. However, the sustenance of this rally will depend on the actual
implementation of previously-announced measures and announcement of follow-up
support measures. Ferrous markets in China also need supply-side adjustments to
tide over more than 100mt of surplus capacity.

Key drivers for the Indian ferrous sector: We have a neutral stance on Indian
ferrous players with stocks largely pricing in future volume growth. For any margin
surprise beyond mid-cycle levels, China needs to address domestic surplus.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda
Important disclosures and analyst certifications are provided at the end of the report.
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Q2 likely to be a weak quarter

We expect aggregate consolidated EBITDA for the four steel majors under our
coverage to decline 29% QoQ and 32% YoY in Q2. The decline in EBITDA is the result
of weaker volumes for the Ferrous coverage than industry coupled with margin
contraction. We anticipate this quarter to be the second weakest over the past four

years.

India operations likely to post 2" lowest EBITDA quarter in past 4 years

EQUITY RESEARCH

Realisation to decline. While HRC indicator for flat products declined by Rs 3.0k-
3.5k/t QoQ, rebar indicator for long products was down Rs 4.8k-5.4k QoQ in Q2
(Source: BigMint, LSEG Workspace). During the quarter, export realisations are
also likely to be weaker with continuing weakness in Europe, and higher exports
out of China. Factoring in these, we build in a Rs 2.8k-3.8k/t decline in realisation
across our Ferrous coverage.

Weaker volumes for majors. We expect collective steel sales volume for our
Ferrous coverage to decline by 5.7% YoY, which translates to sequentially flat
growth. This is in sharp contrast to 12% YoY growth at an industry level over Jul-
Aug’24. We attribute the weakness for the majors to lower exports, higher
competition from imports as well as secondary producers, slower recovery in
infrastructure investments post election, and softer demand for flat products.

Coking coal price reduction. Steel producers except SAIL have previously guided
for US$ 15-30/t sequential reduction in coking coal costs with a pullback in coking
coal prices. SAIL’s prior guidance was flat costs this quarter, having built up
inventories in Q1.

Iron ore prices declined sequentially. While prices of NMDC iron ore fines were
down Rs 0.5k/t QoQ on average during the quarter, the actual benefit is likely to be
lower for JSTL and JSP due to lag in adjustment of taxes and inventories.

Lower volumes to impact overhead recovery. Slower volume during the quarter
is likely to keep per unit overhead cost elevated as in Q1.

EBITDA margin to sequentially decline. We expect profitability of India
operations to decline by Rs 2.1k/t to Rs 7.9k/t collectively for our Ferrous coverage.
Among the four majors, we expect relatively better margins for TATA and JSP at
Rs 11.9k/t and Rs 10.3k/t respectively. While TATA benefits from integrated
operations, focus on value addition and retail sales, JSP benefits from lower iron
ore costs and higher availability of captive coal.

India operations to post a sequential decline in EBITDA. We forecast a 29%
QoQ decline in EBITDA collectively for the four majors. This will result in the
second-lowest level of quarterly EBITDA collectively for these four majors over the
past four years. Lower apparent sequential decline for JSTL is the result of
relatively weaker performance in the prior quarter, ie, Q1.
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Overseas operations to report a weak quarter as well

= TATA Europe loss to widen: With continuing weakness in demand as well as
higher exports out of China, European steel prices declined 4% QoQ as per the
Bloomberg indicator. However, TATA's operations are likely to face higher decline,
in our view, as the weakness seen in Q1 is also feeding through with the reset in
some of quarterly contracts. With the closure of heavy end operations during the
quarter, TSUK (TATA’s UK operations) is likely to book higher losses in Q2. TSN
(Netherlands operations) is also likely to see a sequential decline with lower
realisations sequentially.

Fig 1 - BOBCAPS Ferrous Universe: Q2FY24 estimates

Q2FY25E Unit TATA India JSTL India JSP India SAIL 4 majors - India TATA Europe
Operations

Production mt 53 6.6 1.9 4.9 18.7 21
QoQ % 0.0 9.0 (7.9 41 32 (13.1)
YoY % 5.0 74 0.7) 1.6 43 5.6
Sales mt 5.1 5.9 1.8 4.1 16.8 22
QoQ % 3.2 0.6 (16.0) 21 (0.3) 28
YoY % 5.8 (5.4) (12.7) (14.7) (5.7) 12.8
Per tonne

Revenuelt Rs'000/t 64.4 61.5 57.7 56.8 60.8 88.0
QoQ Rs'000/t (2.8) (3.2) (3.8) (3.0) (3.0) (3.0)
EBITDAIt Rs'000/t 11.5 7.2 10.3 29 79 (6.6)
QoQ Rs'000/t (2.1) (1.3) (2.6) (2.7) (2.1) (4.3)
YoY Rs'000/t (2.0) (5.1) (0.9) (5.2) (3.4) 6.2
Financials - Indian operations

Revenue Rsbn 3284 361.6 101.3 232.7 1,024.0 1945
QoQ % (1.1) (4.3) (21.1) (3.0) (5.0) (0.6)
EBITDA Rs bn 60.9 424 18.0 11.7 133.0 (14.7)
QoQ % (13.4) (14.3) (33.1) (47.2) (21.2) (194.5)
YoY % (5.6) (44.6) (19.7) (69.7) (34.2) 415
Financials - Consolidated operations

Revenue Rsbn 542.1 403.6 103.6 232.7 1282.0

QoQ % (1.0) (6.0) (23.9) (3.0) (5.3)

EBITDA Rs bn 48.3 454 18.2 11.7 123.6

QoQ % (30.6) (17.6) (35.7) (47.2) (29.4)

YoY % 16.4 (42.5) (17.7) (69.7) (31.8)

Net profit Rs bn (1.8) 2.8 6.3 (4.5) 29

QoQ % (119.1) (66.5) (52.8) (214.5) (91.8)

Source: Company, BOBCAPS Research
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Fig 2 — Q2FY25E consol EBITDA for majors: 2" weakest quarter in 4 years
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Fig 3 — Q2FY25E realisations: QoQ decline in realisation Fig 4 — Q2FY25E EBITDA/t decline on weaker prices with
of both flat and long products only partial offset from coking coal costs
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Fig 5 — Q2 production growth mixed... Fig 6 — ... with only TATA and JSTL clocking YoY growth
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Fig 7 — Q2 sales weak for majors relative to industry... Fig 8 — ... with YoY decline for majors except TATA
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India steel demand-supply and prices
Fig 9 — India steel consumption up 12% YoY over Jul- Fig 10 — India steel production up 4% YoY over Jul-
Aug’24 Aug’24
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Fig 11 - India steel exports weak during Jul-Aug’24 Fig 12 — India steel imports pressure picked up since
Jun’24
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Fig 13 - India’s lower net steel exports a result of weaker
overseas demand
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Fig 14 — Indian HRC prices maintained a premium to
landed prices in Q2
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Fig 15 — Indian rebar prices turned to premium on landed
price of imports since Jun’24

Source: CMIE, BOBCAPS Research

Fig 16 — India HRC gross margin proxy (spot) indicates
possibility of improvement in Q3 after a decline in Q2
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Fig 17 — Sector: Key indicators
(R bn) Q2FY24 Q1FY25 Q2FY25E Change absolute Change (%) Monthly data
YoY QoQ YoY QoQ | Jul2d Aug’24  Sep'24
USD/INR exchange rate 82.7 834 83.8 1.12 0.35 14 0.4 83.6 83.9 83.8
Steel prices
China HRC export (US$/t) 553 528 487 (66) (41) (11.9) (7.8) 518 478 466
India HRC (US$t) 678 659 620 (58) (38) (8.6) (5.8) 641 616 600
India HRC (Rs'000/t) 56.6 535 50.5 (6) 3) (10.9) (5.7) 52.3 50.5 48.0
India rebar (Rs'000/t) 47.8 48.9 435 (4) (5) 9.0 (10.9) 455 443 441
Raw material prices
Iron ore CFR China (US$/t) 1M 106 95 (16) (1) (14.7) (10.6) 100 94 89
Iron ore India indicator (Rs'000/t) 4.0 54 4.8 1 (1) 20.2 9.7) -
Coking Coal Australia FOB (US$/t) 259 243 212 (46) (31) (17.9) (12.7) 241 207 187
Gross margin indicator (spot)
China (US$/t) 190 171 163 (27) 8) (14.3) 4.7) 173 158 161
India (US$/t equ) 366 331 325 (41) (6) (11.2) (1.7) 318 327 328
India (Rs'000/t) 30 28 27 3) 0) (10.0) (1.3) 27 27 28
Source: Bloomberg, BigMint, LSEG Workspace, BOBCAPS Research
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India steel sector valuations

Fig 18 — Valuation of our Ferrous coverage

CMP Market cap P/B (x) EV/EBITDA (x) P/E (x)

(Rs) (Rs bn) FY25 FY25 FY26 FY25 FY26
TATAIN 164.4 2,052 1.9 7.7 6.8 14.8 1.3
JSTLIN 1018.8 2491 26 9.2 8.0 17.3 14.2
JSP IN 1000.6 1,021 1.9 8.1 6.6 135 10.7
SAILIN 132.2 546 0.9 72 6.7 13.7 10.5
Source: Bloomberg, BOBCAPS Research
Fig 19 — Tata Steel EV/IEBITDA 2Y forward Fig 20 — Tata Steel P/B 1Y forward
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Fig 21 — JSW Steel EV/EBITDA 2Y forward Fig 22 — JSW Steel P/B 1Y forward
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Fig 23 — Jindal Steel & Power EV/EBITDA 2Y forward
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Fig 24 — Jindal Steel & Power P/B 1Y forward
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Fig 25 — SAIL EV/EBITDA 2Y forward

Source: Bloomberg, BOBCAPS Research

Fig 26 — SAIL P/B 1Y forward
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Name of the Research Entity: BOB Capital Markets Limited

Registered office Address: 1704, B Wing, Parinee Crescenzo, G Block, BKC, Bandra East, Mumbai 400051
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Brand Name: BOBCAPS
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Investments in securities market are subject to market risks. Read all the related documents carefully before investing.
Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors.

Recommendation scale: Recommendations and Absolute returns (%) over 12 months
BUY — Expected return >+15%

HOLD - Expected return from -6% to +15%

SELL - Expected return <-6%

Note: Recommendation structure changed with effect from 21 June 2021

Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in
line with the recommendation scale as shown above.

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about
the subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific
recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOB Capital Markets
Limited (BOBCAPS).

General disclaimers

BOBCAPS is engaged in the business of Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited and BSE
Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries
engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPS’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated 20 November 2017.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives
of any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or
advisory board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions 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. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction We are not soliciting any action based on
this material. It is for the general information of BOBCAPS's clients. It does not constitute a personal recommendation or take into account the particular investment
objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this material, clients should consider whether it is
suitable for their particular circumstances and, if necessary, seek professional advice. BOBCAPS research reports follow rules laid down by Securities and Exchange
Board of India and individuals employed as research analysts are separate from other employees who are performing sales trading, dealing, corporate finance
advisory or any other activity that may affect the independence of its research reports.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities — that give rise to substantial risk and are not suitable for
all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as
such. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information
discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long”
or “short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or
dispose of any such securities (or investment). We and our affiliates may assume an underwriting commitment in the securities of companies discussed in this
document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment banking
or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of
the equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an
adverse effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by
foreign currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and
understood the Risk disclosure document before entering into any derivative transactions.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.
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Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014
The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her
relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date
of publication of this report.

The research analyst(s) has not received any compensation from the subject company or third party in the past 12 months in connection with research report/activities.
Compensation of the research analyst(s) is not based on any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.
The research analyst(s) has not served as an officer, director or employee of the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS's associates may hold actual / beneficial ownership of one per cent or more
securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject
company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in
respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in
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