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Tata Steel

Softness in Indian operations; improvement visible in Europe

Summary

Tata Steel’s Q1FY25 Revenue and EBITDA were in line with our expectations.
Consolidated sales decreased by 8% QoQ to Rs547bn due to subdued steel
demand across most regions. Consolidated sales volume decreased by 7% QoQ
to 7.39mn tonnes. Nevertheless, consolidated EBITDA/t increased by 10% QoQ
to Rs9,059. UK reported EBITDA loss of Rs14,076/t in Q1FY25 vs. loss of 5,614/t
in Q4FY24, following the closure of BF-5. Additionally, Netherlands operations
turned EBITDA positive to Rs3,075/t in Q1FY25 vs. loss of Rs2,063/t in Q4FY24,
driven by improvement in input cost. Tata Steel re-iterated volume growth
guidance of 1.4mn tonne in FY25. We have reduced our FY25/FY26 EPS estimate
by 27%/15%, respectively. We value stock based on FY26E EV/EBITDA multiple of
6.5x, arriving at target price of Rs164 and maintain our HOLD rating on the stock.

Key Highlights and Investment Rationale

= Softness in Indian operations: Revenue from Indian operations decreased by
10% QoQ, driven by a 9% QoQ drop in volume. This decline was attributed to
reduced demand due to the heat wave and elections, as well as pricing
pressures from Chinese dumping. EBITDA margin contracted 140bps QoQ to
21.2%, and EBITDA per tonne declined by 7% to Rs14,227/t. Tata Steel expects
realization to decline by Rs1,500 per tonne in Q2FY25 on lower steel prices.

= Visible improvement in European operations: Netherlands deliveries
increased by 3% QoQ, boosted by relining of BF6, which turned the operations
EBITDA positive.

completed the closure of BF-5 in Jul’24 and the closure of BF-4 is scheduled

Furthermore, Tata steel’s UK operations successfully

for the end of Sep’24. Management expects UK operations to break even in
Q3FY25 following the closure of BF-4 and to turn EBITDA positive from Q4FY25
onwards.

TP Rs164 B Key Stock Data
CMP Rs163  Bloomberg/Reuters TATAIN/TISC.BO
Potential upside/downside 1%  Sector Metal & Mining
Price Performance (%) Market cap. (Rs mn) 2,035,427
-1m -3m -12m  3.mdaily average value (Rsmn)  238.6
Absolute (6.3) (12) 323  s5).week high/low Rs185 /114
Rel to Sensex (94) (111) 92 Sensex / lety 81,868 / 25’011
EBITDA (Rs bn) FY25E FY26E Promoters 33.2
IDBI Capital 322 385 Fl 19.7
Consensus 340 411 DIl 21.3
% difference 5.5 6.7  Public 25.8
Financial snapshot (Rs bn)
Year FY22 FY23 FY24 FY25E FY26E
Revenue 2,440 2,434 2,292 2,337 2,536
Change (yoy, %) 56 (0) (6) 2 9
EBITDA 635 323 223 322 385
Change (yoy, %) 108 (49) (31) 44 20
EBITDA Margin(%) 26.0 13.3 9.7 13.8 15.2
Adj.PAT 403 86 34 102 157
EPS (Rs) 33 7 3 8 13
Change (yoy, %) 363.0 (78.5) (61.8) 202 54
PE(x) 49 23.0 60.3 20.0 12.9
Dividend Yield (%) 33 2.2 2.2 2.2 2.3
EV/EBITDA (x) 3.7 7.5 11.3 7.9 6.5
RoE (%) 42.7 8.0 3.5 10.8 14.5
RoCE (%) 29.4 11.9 6.8 12.2 14.5

Source: IDBI Capital Research
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Exhibit 1: Quarterly Snapshot (Rs mn)
Financial snapshot Q1FY25 Q4FY24 QoQ (%) Q1FY24 YoY (%)
Net Sales 5,47,714 5,86,873 (6.7) 5,94,897 (7.9)
Total expenditure 4,80,769 5,20,867 (7.7) 5,43,158 (11.5)
EBITDA 66,945 66,006 1.4 51,739 29.4
EBITDA margin (%) 12.2% 11.2% 98bps 8.7% 353bps
Interest 17,767 18,423 (3.6) 18,252 (2.7)
Depreciation 25,354 25,680 (1.3) 24,123 5.1
PBT 23,768 23,663 0.4 18,554 28.1
Tax 14,583 12,543 16.3 13,305 9.6
Reported PAT 9,596 6,115 56.9 6,339 51.4
Adjusted PAT 12,765 11,490 11.1 6,205 105.7
Diluted EPS 1.0 0.9 11.1 0.5 105.7

Source: Company; IDBI Capital Research

Exhibit 2: Actual vs estimates (Rs mn)

Q1FY25E Q1FY25A % Variance
Net sales 5,45,280 5,47,714 0.4
EBTIDA 67,069 66,945 (0.2)
Margin (%) 12.3 12.2 -8bps
PAT 17,249 12,765 (26.0)
Dil. EPS 1.4 1.0 (26.0)

Source: Company; IDBI Capital Research
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Exhibit 3: Geographical sales mix Exhibit 4: Standalone EBIDTA/ton down by 7% QoQ
(mn tns) (Rs/tonne)
8 1 35,000 -
6 - S
= 25,000 - 15 715
4 - 10,177 13,564 ’ 15,255 14,233
00 15,000 -
0
2 <
5,000 -
0 T T T T !
S S N N R 5000 4 < < < N
e o o o r ’ S S S S S
] o} 3 S o 5 & & S 5
M Tata steel India W Tata Steel Europe o} o o} o} o}
Source: Company; IDBI Capital Research Source: Company; IDBI Capital Research



Tata Steel | Q1FY25 Result Review [@ IDBI capital

Exhibit 5: Change in estimates

FY25E FY26E
old New (%) Chg (o][¢] New (%) Chg
Revenue (Rs bn) 2,436 2,337 (4.1) 2,611 2,536 (2.9)
EBITDA (Rs bn) 363 322 (11.4) 428 385 (10.0)
EBITDA margin (%) 14.9 13.8 -113bps 16.4 15.2 -120bps
Adj. Net profit (Rs bn) 140 102 (26.9) 184 157 (14.6)
Adj. EPS (Rs) 11.2 8.2 (26.9) 14.7 12.6 (14.6)

Source: Company; IDBI Capital Research
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Conference call highlights

Tata Steel reported a subdued performance with a decline in revenue attributed to decreased sales
volume amid softened demand and price pressure due to Chinese steel dumping. Additionally, steel
production declined quarter-over-quarter (QoQ) due to plant maintenance shutdowns during the quarter

The company incurred %3,770 crore in Capex, primarily allocated to the Kalinganagar expansion and the
EAF at the Ludhiana facility. The priority is expanding the Nilanchal capacity, followed by increasing
Kalinganagar from 8 to 13 million tonnes and the Miramandli plant from 5 to 6.5 million tonnes, as well as
the EAF in Ludhiana. These expansions are expected to start contributing by FY26/FY27.

There has been an increase in the value of chrome ore inventory due to the accrual of higher royalty
charges payable. The cost of coking coal consumption decreased by $11 per tonne due to a 2-3 month lag
between contract and consumption.

The company experienced a working capital build-up during the quarter, driven by stock accumulation in
the UK and seasonality in the Indian business.

Tata Steel UK's operations successfully closed its BS5 in early July, with BS4 scheduled to be closed by
September. The execution of the EAF project grant funding agreement is under discussion post-elections

The Netherlands operations are expected to improve further in Q2 and turn debt free in 18 months. Tata
Steel is in discussions for support in the decarbonisation of steel and will submit a detailed report on this
initiative.

Management has guided for an NSR approximately 1,500 per tonne lower than Q1 NSR for India
operations, GBP 60 per tonne lower for Netherlands operations, and GBP 7 per tonne lower for UK
operations
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Financial Summary

Profit & Loss Account

Year-end: March
Net sales

Change (yoy, %)
Operating expenses
EBITDA

Change (yoy, %)
Margin (%)
Depreciation

EBIT

Interest paid

Other income
Pre-tax profit

Tax

Effective tax rate (%)
Minority Interest
Net profit
Exceptional items
Adjusted net profit
Change (yoy, %)
EPS

Dividend per share

Dividend Payout %

FY21
1,563
4.9
(1,258)
305
71.1
19.5
(92)
213
(76)
9
138
(57)
40.8
(7.0)
75
(10)
85
31.6
7.1
21.0
295.0

FY22
2,440
56
(1,805)
635
108
26.0
(91)
544
(55)
8
502
(85)
16.9
(16.0)
402
(1)
403
372
33.0
5.4
16.4

FY23
2,434
(0)
(2,111)
323
(49)
13.3
(93)
230
(63)
10
182
(102)
55.7
6.9
88

1

86
(79)
7.1
3.6
50.9

Fy24
2,292
(6)
(2,069)
223
(31)

9.7

(99)
124
(75)
18
(11)
(38)
(328.0)
4.7
(44)
(78)
34
(61)
2.7
3.6
133

FY25E
2,337
2
(2,016)
322
44
13.8
(104)
218
(71)
10
161
(60)
37.5
1.5
102

102
202
8.2
3.6
44

(Rs bn)

FY26E
2,536
9
(2,151)
385
20
15.2
(113)
272
(67)
10
220
(65)
29.5
2.4
157

157
54
12.6
3.8
30
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Balance Sheet
Year-end: March
Shareholders' funds
Share capital
Reserves & surplus
Total Debt
Other liabilities
Curr Liab & prov
Current liabilities

Provisions

Total liabilities

Total equity & liabilities

Net fixed assets
Investments

Other non-curr assets
Current assets
Inventories

Sundry Debtors

Cash and Bank

Other current assets

Total assets

Fy21
742
12
730
724
247
709
661
47
1,680
2,455

1,548
35
270
602
333
95
58
116
2,455

FY22
1,144
12
1,132
505
273
906
878
28
1,683
2,854

1,553
46
329
926
488
122
159
156
2,854

FY23
1,031
12
1,019
573
283
973
934
39
1,828
2,880

1,778
48
187
867
544
83
134
106
2,880

FY24
920
12
908
561
265
984
946
38
1,810
2,734

1,832
55
142
705
492
63

87

64
2,734

FY25E
977
12
965
551
277
1,034
996
38
1,862
2,842

1,888
55
142
757
576
77

40

64
2,842

(Rs bn)
FY26E
1,087
12
1,075
501
791
1,062
1,025
38
1,816
2,903

1,851
55
142
855
667
76
47
64
2,903
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Cash Flow Statement
Year-end: March

Pre-tax profit
Depreciation

Tax paid

Chg in working capital
Other operating activities

Cash flow from operations (a)

Capital expenditure
Chg in investments
Other investing activities

Cash flow from investing (b)

Equity raised/(repaid)
Debt raised/(repaid)
Dividend (incl. tax)

Chg in monorities

Other financing activities

Cash flow from financing (c)

Net chg in cash (a+b+c)

FY21
138
92
(7)
155
64
443

(65)

(1)
(27)
(93)

32
(703)

(12)

311
(371)

(21)

FY22
502
91
(119)
38
(68)
444

111

(12)
(208)
(109)

(139)

(30)

(68)
(234)

101

FY23
182
93
(55)
46
(50)
217

(138)
49
(97)
(187)

0
65
(63)
(72)
(70)

(40)

(Rs bn)

FY24 FY25E FY26E
(11) 161 220
99 104 113
(53) - -
85 (49) (100)
84 - -
203 216 233
(177) (160) (77)
32 - -

3 - -
(143) (160) (77)
- (2) (2)
(110) (10) (50)
(44) (45) (47)
43 12 13
(111) (44) (87)
(50) 12 70
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Financial Ratios

Year-end: March FY21 FY22 FY23 FY24 FY25E FY26E
Book Value (Rs) 62 94 84 74 78 87
Adj EPS (Rs) 7.1 33.0 7.1 2.7 8.2 12.6
Adj EPS growth (%) 25.8 363 -79 -62 202 54
EBITDA margin (%) 19.5 26.0 13.3 9.7 13.8 15.2
Pre-tax margin (%) 8.9 20.6 7.5 -0.5 6.9 8.7
Net Debt/Equity (x) 0.9 0.3 0.4 0.5 0.5 0.4
ROCE (%) 11.1 29 12 7 12 14
ROE (%) 11.5 43 8 3 11 14
DuPont Analysis
Asset turnover (x) 0.6 0.9 0.8 0.8 0.8 0.9
Leverage factor (x) 3.4 2.8 2.6 2.9 2.9 2.7
Net margin (%) 55 16.5 3.6 1.5 4.4 6.2
Working Capital & Liquidity ratio
Inventory days 78 73 82 78 90 96
Receivable days 22 18 12 10 12 11
Payable days 103 123 111 115 128 118
Valuations
Year-end: March FY21 FY22 FY23 FY24 FY25E FY26E
PER (x) 22.9 4.9 23.0 60.3 20.0 12.9
Price/Book value (x) 2.6 1.7 1.9 2.2 2.1 1.9
EV/Net sales (x) 1.7 1.0 1.0 1.1 1.1 1.0
EV/EBITDA (x) 8.6 3.7 7.5 113 7.9 6.5
Dividend Yield (%) 12.9 3.3 2.2 2.2 2.2 2.3

Source: Company; IDBI Capital Research
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= Notes
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SEBI Registration: BSE & NSE (Cash & FO) —INZ000007237, NSDL — IN-DP-NSDL-12-96, Research — INH000002459, CIN — U65990MH1993G0I1075578
Compliance Officer: Pushkar Vartak; Email: compliance@idbicapital.com; Telephone: (91-22) 4069 1907

Disclaimer

This report has been published by IDBI Capital Markets & Securities Ltd.(hereinafter referred to as “IDBI Capital”) for private circulation. This report should not be reproduced or copied or made available to others. No person associated with IDBI Capital is obligated to call or
initiate contact with you for the purposes of elaborating or following up on the information contained in this report. The information contained herein is strictly confidential and meant for 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 the prior written consent of IDBI Capital.

Recipients may not receive this report at the same time as other recipients. IDBI Capital will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from the public domain or sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete or up-to-date and it should not be relied upon as such. While reasonable care has been taken to
ensure that information given is at the time believed to be fair and correct and opinions based thereupon are reasonable, due to the very nature of research it cannot be warranted or represented that it is accurate or complete and it should not be relied upon as such. In so far
as this report includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Opinions expressed are current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis, the information discussed in this material, IDBI Capital, its directors, employees are under no obligation to update or keep the
information current. Further there may be regulatory, compliance, or other reasons that prevent us from doing so.

Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.

IDBI Capital, its directors and employees and any person connected with it, will not in any way be responsible for the contents of this report or for any losses, costs, expenses, charges, including notional losses/lost opportunities incurred by a recipient as a result of acting or non-
acting on any information/material contained in the report.

This is not an offer to sell or a solicitation to buy any securities or an attempt to influence the opinion or behavior of investors or recipients or provide any investment/tax advice.

This report is for information only and has not been prepared based on specific investment objectives. The securities discussed in this report may not be suitable for all investors. Investors must make their own investment decision based on their own investment objectives,
goals and financial position and based on their own analysis.

Trading in stocks, stock derivatives, and other securities is inherently risky and the recipient agrees to assume complete and full responsibility for the outcomes of all trading decisions that the recipient makes, including but not limited to loss of capital.
Opinions, projections and estimates in this report solely constitute the current judgment of the author of this report as of the date of this report and do not in any way reflect the views of IDBI Capital, its directors, officers, or employees.

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 IDBI Capital and associates 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 report

may come are required to inform themselves of and to observe such restriction.
E-mail is not a secure method of communication. IDBI Capital cannot accept responsibility for the accuracy or completeness of any e-mail message or any attachment(s).

This transmission could contain viruses, be corrupted, destroyed, incomplete, intercepted, lost or arrived late. IDBI Capital, its directors or employees or associates accept no liability for any damage caused, directly or indirectly, by this email.
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