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Ferrous: Read-across from Baosteel and Vale analyst calls
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= China’s steel demand recovery delayed to end-Q2CY22 but full-year

growth outlook still achievable

= China’s policy of balancing demand-supply means steel margin could

stabilise in H2CY22 with improvement in coking coall/iron ore supply

= Steel industry transformation plan to high-quality development positive

for healthy regional margins

Recovery delayed but CY22 growth outlook still achievable: While China’s steel
demand is running below expectations over March-May, Baosteel anticipates a
pickup in demand from late Q2 onward supported by pent-up demand, and still
considers China’s annual GDP growth target of 5.5% to be achievable. Separately,
politburo statements also signify strong commitment to the annual targets and the
possibility of a stimulus to counter the effect of zero-Covid. Vale also highlighted
improving iron ore demand from China with an uptick in blast furnace utilisation.

China may not disrupt ex-China market balance in 2022: China has explicitly
reiterated plans for demand-supply balancing in its 7 Feb 2022 policy. Further, on
19 April, central agency NDRC announced its plan to continue with a YoY cut in
steel production to drive emission reductions. While Baosteel sees the possibility of
a rise in exports near-term from muted levels in Q1 (13.2mt, -25% YoY), China still
targets a slight decline in exports YoY.

Potential steel margin stabilisation in H2: Baosteel’s average profit per tonne of
steel improved to US$ 73/t over January-March from US$ 23/t in October-December
but was still below US$ 97/t a year ago. The company expects margins to stabilise
as demand recovers, prices ease for iron ore and steel scrap as the wet season
draws to an end in Australia and Brazil, and alloy prices come off peaks. However,
Baosteel still sees a tight balance in the coke market.

China transformation in progress: Baosteel’'s 2022-27 strategy targets
consolidation, upgrading the steel industry and delivering on China’s target of low-
carbon steel. It focuses on M&A to drive growth, development of advanced steel
materials and sets material emission reduction targets, well ahead of China’s deadline.

Read-across for Indian ferrous players: Measures to support recovery and control
exports reinforce our outlook on healthy Indian steel margins. The transformation of

China’s steel industry focus from volume growth to high-quality development is also

positive to support long-term regional steel margins in a healthy range.
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We summarise key takeaways from Baosteel (600019 CH) CY21 and CY22 Q1 results
and analyst call, Vale (VALE3 BZ) Q1 CY22 results and from China politburo meetings
from last week of April.

2022 growth target still achievable

For 2022, demand will be supported by acceleration of infrastructure investments and
stabilisation of real-estate. This will also in-turn result in pick-up in demand from
construction and heavy equipment and domestic home appliance segments. Baosteel
also expects automotive segment to continue to see improvement post pandemic, with
a support from pent-up demand although chip-shortages and raw-material costs could
pose headwinds.

China transformation seems real

The Baosteel 2022-27 strategy is weaved around policy aims of consolidation,
upgrading of steel industry and delivering on target of low-carbon steel. Baosteel plans
to focus on M&A to grow capacity from c50mt to 80mt/100mt by 2024/27 in line with
policy for consolidation. Further, it is working on overseas growth opportunities (eg MoU
with Saudi Arabia for heavy plate plant). Baosteel is focusing on automotive steel and
silicon steel to raise proportion of differentiated products to 51%/ 61%/ 66% by 2022/
24/ 27. Baosteel aims to achieve carbon peak by 2023 and targets carbon reduction of
8% by 2025 and 30% by 2035 and achieve carbon neutrality by 2050.

Carbon reduction goals are backed by material targets and steps

= Baostel aims to deliver 8% carbon reduction by 2023 by initiating substitution of
carbon energy with green energy, achieving best-in-class efficiency across its
production plants and increasing usage of scrap. To deliver on 30% reduction,
Baosteel will additionally look to deepen usage of green energy, use of high
efficiency EAF and hydrogen (H2)-rich shaft furnace. For achieving carbon-
neutrality by 2050, Baosteel will look to implement H2-rich carbon cycle BF, all H2
shaft furnace and increase usage of high efficiency EAF and green energy.

=  Baosteel is targeting two demonstration projects — a) all-hydrogen zero-carbon
green demonstration production line i.e. an 1.8mtpa H2-based shaft furnace at
Zhanjiang by 2023 and b) a high-efficiency EAF by 2024. Baosteel is also working
to complete zero scrap-generation at one of the plants.

Automotive steel: transformation to low-carbon targeted globally

Automotive steel applications have become a global focus for transition to low-carbon
primarily due to demand from consumers and a majority (>90%) of supply from
BF+BOF route, wherein carbon reduction is a greater challenge.

Global majors are focusing on this transition and dozens of demonstration lines with
20mt of aggregate capacity are under various stages of development. The transition
would require use of green hydrogen and green electricity. However, the biggest
challenge for this transition is a lack of mature technology for commercial application.
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Commercial-scale investment needs to be timed appropriately as first mover may be at
a disadvantage.

Fig 1 — Low-carbon automotive demonstration plants under development

Company Capacity Approach Timeline
American Steel Union Megaton EAF+ESP 2024-25
Thyseen 100kt DRI+EAF 2025-26
Nippon Steel Megaton Scrap+EAF 2025-26
AMNS Megaton H-DRI+EAF 2025-26
POSCO Megaton DRI+EAF 2025-26
SSAB Megaton H-DRI+EAF 2026-27

Source: Company, BOBCAPS Research

Vale had missed Q1 production guidance, like its Australian peers. Vale delivered
63.9mt iron ore sales in Q1, below consensus of 67.8mt. Vale attributed the miss to
licensing delays at Serra Norte, underperformance at S11D and Sossego, and major
maintenance work besides the impact of heavy rains at Minas Gerais in Jan’22.

Vale sees improving iron ore demand from China. Vale is not seeing any issue with
iron ore demand from China despite the Covid related restrictions in China. Vale
highlights increasing blast furnace utilisation in China over past couple of weeks.

Vales comments imply good possibility of improvement in iron ore supply in H2
CY22. Vale reiterates its CY22 guidance of 320-335mt, maintaining a wide-range. To
avoid the misses (of guidance) as we have seen over past two years, Vale is attempting
to finish major works in H1 (wet season) at the North Range to improve its availability
during the dry season of H2 CY22. As an example, they replaced conveyor belt in Q1
and installing crushers in H1 at S11D. Further, improved availability of the South and
Southeastern system could also help during H2. However, any further licensing delays
at Serra Norte could pose a downside risk.

China politburo meetings in last week of Apr’22: Key takeaways

Politburo’s statement on 29 Apr'22 signifies a strong commitment to deliver its CY22
growth target of 5.5% despite Covid-Zero policy, which possibly imply an additional
stimulus to support economy. Separately, the Chinese government plans to promote
infrastructure construction in all-round boost to domestic economic and social
development, according to a top economic meeting chaired by President. Some of the
relevant statements (Source: www.xinhuanet.com) —

= We must stay confident, overcome difficulties and ensure that the CPC Central
Committee's major policies are carried out to the letter.

= We will step up macroeconomic adjustment to stabilize the economy, meet the
objectives set for economic and social development in 2022, and keep major
economic indicators within an appropriate range. We will move faster to implement
established policies, press ahead with tax refund and reduction and fee cuts, and
better use a range of monetary policy tools, according to the meeting.
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We will promptly design additional policy tools, strengthen well-timed regulation,
and make sure goal-oriented policies are formulated in a timely manner and given
some leeway.

We will make all-out efforts to expand domestic demand, give full play to the role of
effective investment, ensure support for projects in terms of land and energy use as
well as environmental impact assessment, and advance infrastructure development
across the board. We will give full play to the role of consumption in facilitating
economic flows.

The political bureau stressed the need to effectively control major risks and guard
against systemic risks. Housing is for living in, not for speculation. Greenlight
should be given to local governments to improve their real estate policies according
to their specific conditions. People's demand for buying their first homes and
improving housing conditions should receive due support. The oversight on
advance payment for commodity housing should be optimised.
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Disclaimer

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.

Rating distribution

As of 30 April 2022, out of 116 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 66 have BUY ratings, 30 have HOLD ratings, 5 are
rated ADD*, 1 is rated REDUCE* and 14 are rated SELL. One company rated ADD has been an investment banking client in the last 12 months. (*Our ADD and
REDUCE ratings are in the process of being migrated to the new recommendation structure.)

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 BOBCAPS.

General disclaimers

BOBCAPS is engaged in the business of Institutional 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 has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INHO000000040 valid till
03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated
20 November 2017. BOBCAPS CIN Number: U65999MH 1996 GO1098009.

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 where such an offer or solicitation would
be illegal. 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.

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 act as market makers or 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.
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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.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed
in Canada or used by private customers in the United Kingdom.

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.

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 in the past 12 months. 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 a merger or specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking
or merchant banking or brokerage services from the subject company in the past 12 months.

EQUITY RESEARCH 6 02 May 2022



