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Tata Steel

Margin beat; deleveraging continues

Summary

Tata Steel’s Q3FY22 EBITDA was ahead of our forecast. Despite weak demand,
India sales volumes fell only 4% QoQ to 4.25 mn tonnes and India operations
EBITDA/t modestly declined by 2% QoQ to Rs28,631. European operations
EBITDA/t declined by 13% QoQ to Rs13,642 led by higher coal consumption and
increase in energy cost and maintenance expenses. Consolidated net debt fell
Rs51 bn QoQ to Rs689 bn (deleveraging is likely to continue despite growth
capex given upswing in steel cycle). We raise our FY22 EBTIDA estimate by 17%
given better than expected profitability in Q3FY22 but broadly maintain FY23-24
estimates. We derive a SOTP-based target price of Rs1,825 (earlier Rs1,825) and
maintain our BUY rating on the stock.

Key Highlights and Investment Rationale

B Steady performance across all divisions: European EBITDA declined by 13%
QoQ to Rs13,642 as volumes remained flattish at 2.16 mn tonnes but raw
material prices squeezed margins. Tata Steel SEA registered a decline of 21%
QoQ in EBITDA to Rs2 bn (EBITDA/t of Rs5,966). Even Tata Steel Long Products
EBITDA declined by 14% QoQ to Rs2.5 bn (EBITDA/t of Rs15,526) led by flattish
sales volume and rising prices of key inputs. Tata Steel highlighted that
recently acquired Neelachal Ispat (via Tata Steel Long Products) can be scaled
upto 10 mtpa from current level of 1 mtpa. It has 2500 acres of land bank and
100 mn tonnes reserve of iron ore.

B OQutlook: Despite weak macro environment, steel prices have remained firm
globally in the past few months. We believe strong profitability and
restructuring at Tata Steel’s European operations will lead to further fall in net
debt over FY22-FY24 even as Tata Steel continues to pursue growth capex in
India. Hence, we maintain our BUY rating on the stock.

CcmMP Rs1,183
Potential upside/downside +54%
Previous Rating BUY

-1m -3m  -12m
Absolute 1.7 (10.8) 72.6
Rel to Sensex 5.0 (6.7) 59.1

Key Stock Data

Bloomberg / Reuters TATAIN / TISC.BO

Sector Metal & Mining
Shares o/s (mn) 1,222
Market cap. (Rs mn) 1,445,903

3-m daily average value (Rs mn)  833.8
52-week high / low Rs1,535 /639
Sensex / Nifty 57,621 /17,214

V/s Consensus

Shareholding Pattern (%)

EBITDA (Rsbn) FY22E FY23E FY24E Promoters 339
IDBI Capital 610 563 512 Fll 214
Consensus 626 477 422 DIl 18.0
% difference (2.6) (18.0) (21.3) Public 26.7
Financial snapshot (Rs mn)
Year FY20 FY21 FY22E FY23E FY24E
Revenue 1,489,717 1,562,942 2,098,312 2,017,061 1,765,027
Change (yoy, %) (6) 5 34 (4) (12)
EBITDA 178,276 305,043 610,310 563,239 512,658
Change (yoy, %) (39) 71 100 (8) (9)
EBITDA Margin(%) 12.0 19.5 29.1 27.9 29.0
Adj.PAT 61,020 92,330 319,420 287,027 252,196
EPS (Rs) 53.3 80.6 279.0 250.7 220.3
Change (yoy, %) (34.4) 51.3 246.0 (10.1) (12.1)
PE(x) 23.4 154 4.5 5.0 5.7
Dividend Yield (%) 1.0 0.3 0.5 0.8 1.1
EV/EBITDA (x) 13.9 6.9 3.3 3.1 3.0
ROE (%) 8.6 12.5 355 24.1 17.4
RoCE (%) 4.7 111 27.8 23.2 20.2

Source: IDBI Capital Research
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Exhibit 1: Quarterly Snapshot (Rs mn)
Financial snapshot Q3FY22 Q2FY22 QoQ (%) Q3FY21 YoY (%)
Net Sales 607,831 602,828 0.8 419,023 45.1
Total expenditure 448,894 438,267 2.4 323,341 38.8
EBITDA 158,937 164,561 (3.4) 95,682 66.1
EBITDA margin (%) 26.1 27.3 (115bps) 22.8 331bps
Interest 15,325 10,198 50.3 17,860 (14.2)
Depreciation 22,441 22,889 (2.0) 23,415 (4.2)
PBT 121,656 134,184 (9.3) 55,048 121.0
Tax 25,674 15,719 63.3 15,823 62.3
PAT 95,981 125,477 (23.5) 39,225 144.7
Diluted EPS 78.6 104.4 (24.7) 34.3 129.4

Source: Company; IDBI Capital Research

Exhibit 2: Actual vs estimates (Rs mn)
Q2FY22E Q2FY22A % Variance

Net sales 556,781 607,831 9.2

EBTIDA 129,589 158,937 22.6

Margin (%) 23.3 26.1 287bps

PAT 79,051 95,981 21.4

Dil. EPS 69.0 78.6 13.8

Source: Company; IDBI Capital Research
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Exhibit 3: Geographical sales mix Exhibit 4: Standalone EBIDTA/tonne fell 2% QoQ
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Exhibit 5: Tata Steel Europe EBIDTA/tonne weakens = Exhibit 6: Net debt continues to fall
QoQ
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Conference call highlights

In Q3FY22, the Indian steel sales consumption increased by 13% QoQ led by higher sales volume from
branded products and retail segment and industrial products & projects. However, sales to automotive
segment were impacted due to semiconductor shortages. European operations remained flattish on account
moderation in steel prices, higher inventory value due to higher prices and higher coal and energy costs.

Added 33 new products from Indian operations and will continue to focus on value added products.

Coking coal cost stood at $269/tonne which was higher by 61%QoQ .Moreover, it is expected to increase
by S40/tonne with respect to Indian operations and €30-35/tonne with respect to European operations.

Working capital and Capex for the quarter stood at Rs20 bn and Rs30 bn respectively. The company
generated free cashflow of Rs63 bn.

Tata steel has won bid to acquire 93.71% stake in Neelachal Ispat Nigam Ltd (via tata steel long products).
The acquisition funding stood at Rs121 bn. Moreover, this funding will be done partly through internal
accruals and partly through bridge loans. This acquisition will be closed by end of FY22.

This acquisition will help to ramp up Long products business with a significant growth in infrastructure Pan
India and retail housing growth in semi urban India. Currently the steelmaking capacity is of 1 mn tonne
while company aims to expand it to 10 mn tonnes in long run.

Few cases of noise and emitting more carbon are been filed against Tata steel Netherland entity. This
issues are been considered and necessary steps will be taken in coming months.

Decarbonisation initiatives are been taken place in Netherland and European operations with the help of
government support and internal emitting control targets.

The 5 MTPA expansion at Kalinganagar are expected to get commission by Q2FY23 which will incur higher
capexin FY23.

Deleveraging will be continued on sequential basis while capex is set to be in the range Rs100-120 bn in
FY22 and Rs100-Rs150 bn in long run. However, company aims to keep Net debt/EBITDA target within the
range of 1-2x in long term.
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Exhibit 7: Change in estimates

FY22E FY23E FY24E
old New (%) Chg old New (%) Chg old New (%) Chg

Revenue (Rs bn) 2,114 2,098 (0.7) 2,026 2,017 (0.4) 1,769 1,765 (0.2)
EBITDA (Rs bn) 521 610 17.1 553 563 1.9 497 513 3.2
EBITDA margin (%) 24.7 29.1 439bps 27.3 27.9 62bps 28.1 29.0 95bps
Net profit (Rs bn) 257 319 24.2 280 287 2.7 241 252 4.6
EPS (Rs) 225 279 24.2 244 251 2.7 211 220 4.6

Source: Company; IDBI Capital Research

Exhibit 8: SOTP-based valuation

FY24 EBITDA Multiple (Rs bn)
India operations 430 4.5 1,936
TSE 38 3.0 114
Other operations 4 3.0 13
CWIP @ 70% 136
Derived enterprise value 2,200
Less: Net debt 113
Derived equity value 2,087
Target price (Rs/share) 1,825

Source: Company; IDBI Capital Research
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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 %

FY19
1,576,690
27
(1,282,857)
293,833
37

18.6
(73,418)
220,415
(76,601)
14,206
156,810
(67,184)
42.8
2,247.0
91,873
(1,210)
93,083
16.9

81.2

10

15

(Rs mn)

FY20 FY21 FY22E FY23E FY24E
1,489,717 1,562,942 2,098,312 2,017,061 1,765,027
(6) 5 34 (4) (12)
(1,311,441) (1,257,899) (1,488,002) (1,453,822) (1,252,369)
178,276 305,043 610,310 563,239 512,658
(39) 71 100 (8) (9)
12.0 19.5 29.1 27.9 29.0
(87,077) (92,336) (93,260) (94,192) (95,134)
91,199 212,706 517,050 469,047 417,524
(75,807) (76,067) (74,926) (73,802) (72,695)
18,220 8,956 9,046 9,136 9,227
(15,684) 135,164 451,170 404,381 354,056
25,529  (56,539) (135,351) (121,314) (106,217)
- 41.8 30.0 30.0 30.0
1,879.7 3,273 3,601 3,961 4,357
11,725 81,898 319,420 287,027 252,196
(49,296)  (10,432) - - -
61,020 92,330 319,420 287,027 252,196
(34.4) 51.3 246.0 (10.1) (12.1)
53.3 80.6 279.0 250.7 220.3
13 4 6 9 14

29 5 2 4 6
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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

Loans and advances

Other current assets

Total assets

FY19
689,251
11,449
677,801
911,448
209,160
502,321
489,833
12,487
1,622,929
2,335,824

1,430,831
64,170
276,162
564,661
316,561
118,110
33,414

96,577
2,335,824

FY20
735,763
11,449
724,314
1,132,895
184,907
424,764
408,128
16,637
1,742,566
2,504,195

1,540,475
41,166
369,545
553,009
310,687
78,849
80,547

82,925
2,504,195

FY21
742,388
11,976
730,412
724,088
247,028
708,671
661,418
47,253
1,679,788
2,454,872

1,547,826
34,630
270,297
602,119
332,764
95,398
57,822

116,135
2,454,872

(Rs mn)
FY22E FY23E FY24E
1,054,657 1,330,959 1,567,067
11,976 11,976 11,976
1,042,681 1,318,983 1,555,090
624,088 424,088 174,088
260,944 276,111 292,644
726,852 725,251 704,706
679,599 677,998 657,453
47,253 47,253 47,253
1,611,884 1,425,450 1,171,438
2,699,237 2,789,106 2,771,201

1,669,566 1,695,374 1,720,239
34,630 34,630 34,630
300,839 335,046 373,358
694,202 724,056 642,974
399,371 383,907 335,937
103,478 99,472 87,042
62,443 97,588 61,164

128,910 143,090 158,830
2,699,237 2,789,106 2,771,201
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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)

FY19
156,810
46,738
(46,016)
109,557

267,090

(350,376)
114,825

(235,551)

(0)
(7,499)
(13,708)
16,526

(4,681)

26,858

FY20
(15,684)
87,077
(11,070)
(32,422)
(14,724)
13,177

(196,720)
23,003

(173,717)

221,446
(17,874)
4,101

207,674

47,134

Fy21
135,164
92,336
(59,816)
245,281
60,105
473,071

(99,687)
6,536

(93,151)

527
(408,807)
(4,469)
10,104

(402,645)

(22,725)

(Rs mn)

FY22E FY23E FY24E

451,170 404,381 354,056
93,260 94,192 95,134
(135,351) (121,314) (106,217)
(56,507) 17,870 39,853

352,572 395,129 382,827

(215,000) (120,000) (120,000)

(215,000) (120,000) (120,000)

(100,000)  (200,000)  (250,000)
(7,150)  (10,726)  (16,088)

3,601 3,961 4,357

(103,550) (206,765) (261,732)

34,022 68,365 1,095
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Financial Ratios

Year-end: March FY19 FY20 FY21 FY22E FY23E FY24E

Book Value (Rs) 601 643 648 921 1,162 1,369
Adj EPS (Rs) 81.2 53.3 80.6 279.0 250.7 220.3
Adj EPS growth (%) 16.9 (34.4) 51.3 246.0 (10.1) (12.1)
EBITDA margin (%) 18.6 12.0 19.5 29.1 27.9 29.0
Pre-tax margin (%) 9.9 (1.1) 8.6 21.5 20.0 20.1
Net Debt/Equity (x) 1.3 1.4 0.9 0.5 0.2 0.1
ROCE (%) 12.4 4.7 11.1 27.8 23.2 20.2
ROE (%) 14.3 8.6 12.5 35.5 24.1 17.4
DuPont Analysis
Asset turnover (x) 0.7 0.6 0.6 0.8 0.7 0.6
Leverage factor (x) 3.4 3.4 3.4 2.9 2.3 1.9
Net margin (%) 5.9 4.1 5.9 15.2 14.2 14.3
Working Capital & Liquidity ratio
Inventory days 73 76 78 69 69 69
Receivable days 27 19 22 18 18 18
Payable days 62 60 103 84 77 73
Valuations
Year-end: March FY19 FY20 FY21 FY22 FY23E FY24E
PER (x) 15.3 234 15.4 4.5 5.0 5.7
Price/Book value (x) 2.1 1.9 1.9 1.4 1.1 0.9
EV/Net sales (x) 1.5 1.7 1.3 0.9 0.9 0.9
EV/EBITDA (x) 7.8 13.9 6.9 3.3 3.1 3.0
Dividend Yield (%) 0.8 1.0 0.3 0.5 0.8 1.1

Source: Company; IDBI Capital Research
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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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