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India Steel Conference 2022 — Demand outlook positive

Kirtan Mehta, CFA

= Experts view at the India Steel Conference 2022 suggest 7-8% steel
research@bobcaps.in

demand growth over the medium term supported by progress on NIP

= We remain positive on India’s steel sector as we look beyond near-term

uncertainty and focus on delivery of the next wave of expansion projects

= Prefer defensive play TATA (BUY, TP Rs 140) amid the current volatile

environment

Steel users/producers positive on mid-to-long-term steel demand: We recently Recommendation snapshot
attended the India Steel Conference 2022 organised by Steel Users Federation of Ticker Price Target Rating
JSP IN 433 460 BUY

India (SUFI). While producers were generally more optimistic than investors, several

participants expect medium-to-long-term growth potential of 7-8% p.a. for the steel S—\TII__ Ilr:l 622 6:2 :8::2
sector, led by demand from roads, rail, water, construction, energy and auto. Their TATAIN 108 W0 BUY

positive outlook is underpinned by progress on National Infrastructure Pipeline (NIP) Price & Target n Rupees | Price as of 7 Sep 2022
investments, where 40-45% of identified projects are under execution. ICRA expects
FY23 government capex to meet the average annual rate targeted under NIP, and the

industry expects acceleration in execution over the next 1.5 years ahead of polls.

Modest recovery likely near term: Steel prices have stabilised and could rise with
an uptick in demand. Conference discussions suggest the industry anticipates a
modest recovery in demand from 27mt in Q1FY23 (18mt in Jul-Aug’22) to 28mt in
Q3 and 30mt in Q4. Participants do not expect a rebound in exports in current
environment even after export duty removal. For long producers, competition from
secondary products is here to stay.

We remain constructive on India’s steel sector: While near-term uncertainty
persists owing to the China slowdown, we believe margins will stabilise to mid-cycle
levels over H2FY23 as Chinese demand gradually recovers from Q4CY22. More
importantly, we look forward to earnings growth from Indian steel players over FY23-
FY25 as they deliver on the next wave of expansion projects. The return profile for
these projects is quite healthy even in mid-cycle scenarios, with all players
leveraging existing infrastructure for brownfield expansion. Efficiency improvement
projects and downstream integration would also mitigate earnings volatility.

Prefer defensive play TATA: We prefer defensive play TATA (BUY, TP Rs 140)
from amongst our steel coverage for its ability to generate sector-leading margins via
better integration all the way to iron ore and for its focus on downstream and retail
businesses to capture value-add. We also have a BUY on JSP (TP Rs 460) which
has scope for a gradual rerating as the company demonstrates capital discipline and
implements the next phase of growth.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda
Important disclosures, including any required research certifications, are provided at the end of this report. A
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Fig 1 — Steel demand drivers
Share in steel FY16-20
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India Steel Conference 2022: Key takeaways

We attended the India Steel Conference 2022 organised by SUFI on 25 Aug 2022, where
participants included major steel producers, end-users, industry experts and steel
analysts. Despite short-term disruptions and uncertainty, most participants remain
optimistic about the Indian steel industry’s medium- and long-term demand growth
prospects. They highlighted the material progress on government investments, especially
in infrastructure, and expect this to underpin 7-8% demand growth for steel over FY21-
FY25.

Near-term — Modest recovery in H2FY23

Steel producers and users believe that steel prices have stabilised and could rise if
demand moves up once destocking ends.

= Several industry representatives expect a modest recovery in demand from 27mt in
Q1FY23 (18mt in Jul-Aug’22) to 28mt in Q3 and 30mt in Q4. The expectation
implies modest growth of 3.7%/3.1% YoY in Q3/Q4FY23.

= Crisil also projects healthy steel demand growth at 6-8% in FY23 with improvement
in H2 driven by construction and infrastructure projects. Crisil expects a further
uptick to 7-9% in FY24 aided by lower prices and an increased governmental push
for NIP execution ahead of elections.

Medium-term — Healthy 7-8% CAGR

Panel discussions suggest the industry expects steel demand to log a 7-8% CAGR over
FY21-FY25 on the back of a positive outlook on government capex and progress on
NIP investments. Contribution to growth is primarily expected from roads, railways,
water, building & construction, energy and automobiles.

FY21-25P

0, 0, 1

Sector demand (%) CAGR (%) FY23P (%) FY24P (%) CAGR (%) Key drivers

Affordable housing, kutcha (temporary) to pucca (permanent)
Building & house conversions in rural belts, especially in the east and central

) 35-40 3-4 4-6 57 5-6 . o .

Construction regions, and real estate construction (given construction slowdown

and RERA compliance)
Infrastructure 25-30 6.7 9-11 9-11 810 Road;, me_tro projects, railways, large-scale irrigation projects,

especially in the south and west
Enaineering & Weak conventional power segment but good demand from

gineering 20-30 4-5 6-8 6-8 45-55  consumer durables and packaging sectors. Consumer durables

Packaging ; L o s

likely to continue its growth streak, rising in double-digits

India the second-fastest growing market after China clocking
Automotive 8-10 2-3 8-10 7-9 9-10  double-digit growth in automobiles and a 19% CAGR in auto

components over the past five years

Source: Crisil Research, ICRA, Joint Planning Committee, BOBCAPS Research

EQUITY RESEARCH

= Building and construction (B&C): The B&C segment accounts for 35-40% steel
consumption in India. Conference participants were positive on the growth prospects
for this segment, citing 1-2bn sqft of housing space under construction in India’s top 8
cities. Housing alone contributes 70-75% of demand from the B&C segment.
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Also, structural drivers support a longer-term positive growth outlook for the
segment, such as a growing population, urbanisation, increasing pace of
nuclearisation, and concretisation of temporary (kutcha) houses. Within urban
centres, a growing share of high-rise buildings, reduction in column size, and use of
modern construction techniques such as monolithic construction for faster
execution would also fuel an increase in steel intensity.

Infrastructure: The infrastructure segment contributes 25-30% of steel
consumption in India. While 50% of demand from this segment comes from roads
and railways, the balance is contributed by irrigation, dams, water supply and
sanitation. Infrastructure contributed to 6-7% annual growth in steel demand over
FY16-FY20 driven by investments in national highways, dedicated freight corridors
(DFC), electrification of railway lines and metro projects.

Industry participants expect growth to pick up to an 8-10% CAGR over FY21-FY25
as investments in NIP gather momentum. Currently, 40-45% of the projects
identified under NIP are under execution and another 20% are being readied for
implementation. The industry expects the government to accelerate execution over
the next 1.5 years to showcase material progress ahead of the next elections.
ICRA expects FY23 government capex to reach the average annual rate of Rs
22trn targeted in the NIP.

NIP: Industry participants estimate 140-180mt of steel demand from NIP
implementation, with a total allocation of Rs 111trn over FY20-FY25. The
government’s active pursuit of projects is visible from the increase in number of
identified projects from 6,835 at the time of NIP launch to 7,435 in Jun’21 and
9,335 in Jun’22. Of these, 2,195 projects are under development and 782 have
been completed.

Within NIP, participants specifically flagged the progress on government
programmes such as PM Awas Yojana (affordable housing for the urban and rural
poor), Bharatmala (centrally funded roads and highways development project),
freight corridors, and Jal Jeevan Mission (piped water access for every Indian
household).

Fig 2 — Key areas for steel demand under National Infrastructure Pipeline (NIP)

Steel

Segments Scope identified for development Status
demand (mt)
To construct 29.5mn houses with basic amenities in rural areas and 11.2mn houses in ~ 31mn houses completed, of which
PMAY 70-80
urban areas 5.8mn were PMAY-Urban
Bharatmala 18-25  Phase 1: 34,800km of road development 25325 km of highways constructed in
Sagamala 1323 To complete Rs 2.1trn of projects by FY24 out of >800 projects identified, with a Limited proaress
9 potential investment of Rs 5.5tn for port modernisation and waterways connectivity prog
0, 0,
Freight corridors 6-8  To develop 3,360km of two major DFCs (East and West) Progress at 6.53 7/61% under eastern/
western corridors
. i . . Tap water supply provided to 99.3mn
Jal Jeevan Mission 11-18  To provide safe drinking water to every household households (52%) as on 3-Aug-22
Gas pipeline networks 12 Urja Ganga Gas pipeline (3,384km)
Udaan 7-10  To construct 100 new airports over next 20 years Limited progress
National Solar Mission 45-50
Total 140-180

Source: Welspun, Shyam Metalics, Brajesh Sohro- ex-President & Head SCM, Welspunt, BOBCAPS Research
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Industry participants were optimistic about the long-term growth potential of the steel

sector, highlighting that India needs to spend US$ 1.4tn on infrastructure to become a

US$ 5tn economy as per the RBI’'s Economic Survey, which could support long-term

steel demand growth.

Integrated metal producer Shyam Metalics said it expects an 8.5% CAGR in the steel

sector over FY20-FY25 backed by an investment push across sectors, followed by a

moderate 6.3% CAGR over FY25-FY30.

Fig 3 — Sector-wise growth forecasts

FY20-25 FY25-30

Steel demand (mt) FY20 FY25 FY30 CAGR (%) CAGR (%)
Construction 47.0 70.8 94.2 8.5 5.9
Automobiles 6.9 104 14.6 8.6 7.0
Capital Goods 7.7 11.6 15.7 8.5 6.2
Consumer Durables 4.6 7.0 9.9 8.8 7.2
Railways 54 8.1 11.8 8.4 7.8
Intermediates (General Engineering) 54 8.1 11.0 8.4 6.3
Total 77.0 116.0 157.2 8.5 6.3

Source: Shyam Metalics, BOBCAPS Research

Shyam Metalics expects 3.7-4.6% growth in long products usage in the construction
sector over FY20-FY25 and 5.7-5.9% growth over FY25-FY30.

Fig 4 — Long products demand outlook from construction sector

Product FY20 FY25 FY30 c :;f‘o(f/j c :;f(;g
T™MT 26 32 41 4.2 5.1
Bars 5 6 8 37 59
Wire rods 2 2 3 - -
Stainless steel 1 1 1 - -
Structurals 7 8 11 2.7 6.6
Total 40 48-50 64-66 3.7-4.6 5.7-5.9

Source: Shyam Metaliks, BOBCAPS Research

Competition from secondary producers here to stay

The quality of secondary steel has improved and has become acceptable in the

industry. L&T is willing to use such steel in its projects so long as bid conditions do not

prohibit it. Secondary steel forms 35-40% of total consumption.

08 September 2022
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= Perindustry experts, metal roofing conversion can generate 15-20mt of demand. At
present, 32% of urban and 66% of rural houses in India use clay tiles, burnt brick
and stone for roof construction.

= Pre-engineered building (PEB) structures or steel tubular structures can substitute
reinforced concrete (RCC) with 30-50% lower construction time. APL Apollo Tube
indicated that construction time is reduced to 8 days per slab from 25 days per slab
for RCC construction. Also, while project cost is 5% higher, the project IRR still works
out 1.5% higher than RCC construction due to savings on time and interest cost.

Seven hospitals in Delhi have recently used this type of construction. Other
prominent examples include (i) TC-Il, L&T Business Park, Powai; (ii) AM Naik
Tower, Powai; (iii) Pharmaceutical Building, Pune; (iv) DRDO, Bengaluru; and
(v) Paradise Avenue, Jammu. Such applications can substantially increase steel
consumption due to the use of steel-made columns, rafters, purlins and girts.

= The use of steel instead of RCC structures in bridge construction offers more
durability due to the usage of two-thirds steel in the mix vs. a third in RCC design.

= The industry estimates that continuously reinforced concrete pavement (CRCP)
and concrete roads have a potential for 25-30mt of steel consumption.

= Metal beam crash barriers are now mandated by National Highways Authority of
India (NHAI) on national highways and on road stretches on high altitudes and
those with heavy traffic. Usage on both sides of the road will push up steel demand.

= Wayside amenities on national highways can bolster demand for steel. NHAI plans
to install wayside amenities every 50-60km to improve passenger convenience, in
line with global practices.

= Opportunities for new steel applications are also present in renewables power
generation (solar, wind and hydel), electric vehicles, and localisation in defence.

Industry participants believe the removal of export duty may not immediately kickstart
steel exports due to inadequate visibility on export orders. However, ICRA is more
optimistic about the export outcome this year, forecasting 16.9mt of steel exports in
FY23 vs. 18.4mt in FY22 with an increase in semis sales.

Stainless steel has been growing at twice the rate of steel and 1.5x of aluminium globally,
as per Jindal Stainless Steel, and its consumption accounts for 3.5% of steel consumption
in India and globally. Stainless steel applications have been expanding in India to new
value-added categories from its primary usage in cookware durables. The product has
been gaining traction in several new-age applications such as railways/metro wagons and
coaches, foot overbridges/rollover bridges, auto exhaust systems and fuel tanks, e-
rickshaws, dairy infrastructure, pharmaceutical equipment, overhead water tanks, and
urban infrastructure.
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- CMP  piting TP Upside EV/Sales (x) EV/EBITDA (x) | Netincome (Rs bn) PIB (x) PIE (x)
(Rs) (Rs) (%) | FY23E  FY24E | FY23E  FY24E | FY23E  FY24E | FY23E FY24E | FY23E  FY24E
TATA IN 108 BUY 140 30.1 08 0.9 42 43 221 190 11 0.9 5.9 6.8
JSTLIN 685  HOLD 655 (4.3) 14 14 79 6.0 122 175 25 18 135 95
JSPIN 433 BUY 460 6.3 1.0 10 46 4.4 53 59 12 1.0 84 75
SAIL IN 82 HOLD 90 94 05 05 44 34 49 67 06 05 6.9 5.1
Source: BOBCAPS Research
EQUITY RESEARCH 6 08 September 2022



METALS & MINING %j BOBCAPS

TRUST | INNOVATION | EXCELLENCE

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 31 August 2022, out of 119 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 67 have BUY ratings, 30 have HOLD ratings, 5
are rated ADD*, 1 is rated REDUCE* and 16 are rated SELL. Of these, 2 companies rated BUY and 1 rated ADD have been investment banking clients 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 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.: INHO00000040 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: U65999MH1996G0O1098009.

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 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.
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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 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 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.
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