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EXECUTIVE SUMMARY

A Steel production in India has increased at a CAGR of 7.9 per cent over FY2009i 14 to
Fourth-largest producer 81.54 million tonnes per annum (MTPA). The country is slated to become the second-

of crude steel largest steel producer by 2016, as large public and private sector players strengthen steel
production capacity in view of rising demand

A Huge scope for growth is offered by | n d i cerdpsratively low per capita steel
consumption and the expected rise in consumption due to increased infrastructure
construction and the thriving automobile and railways sectors

Strong growth
opportunities

Technological A Increased government and corporate sector focus on using innovative production
advancements techniques for enhancing operational as well as financial performance is a positive

A Domestic p | a y ievestngents in expanding and upgrading manufacturing facilities are
expected to reduce reliance on imports. In addition, the entry of international players*
would provide benefits in terms of capital resources, technical knowhow and more
competitive industry dynamics

Rising domestic and
international
TVESINERS

Source: Ministry of Steel
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ADVANTAGE INDIA

Robust demand
A Demand would be supported by

i

I

Increasing investments

A To achieve steel capacity build-up

Market growth in the domestic market of 300 million tonnes per annum Market
value: A Infrastructure, oil & gas and gMT PA)tbd szggfolgﬂla would tnheed value:
USD57.8 automotives would drive the 0 INVes Hion overthe USD95.3
billion growth of the industry next decade . . billion
A 301 MoUs have been signed with
various states for planned capacity
of about 486.7 MT
Advantage
India
Competitive advantage Policy support
Alndia is theargesdr | d@SEUdfouitzRlNalellehi:

producer of crude steel (up from automatic route is allowed

eighth in 2003); the country is A Large infrastructure projects in the

expected to become the second- Public-Private Partnership (PPP)

largest producer of steel by 2016 mode are being formed

A Easy availability of low-cost National Steel Policy (NSP)

manpower and presence of implemented to encourage the

abundant iron ore reserves make industry to reach global benchmarks

India competitive in the global set

up

Notes: FDI - Foreign Direct Investment, MT - Million Tonnes,
MoUs - Memorandum of Understanding, 2016E - Estimated figure for the year 2016; These estimates are from Data monitor
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EVOLUTION OF INDIAN STEEL SECTOR

Production
of steel
started in
India (TISCO
was setup in
1907)

A 1ISC was set
up in 1918 to
compete
with TISCO

AUGUST 2014

Mysore Iron
and Steel
Company was
set up in 1923
According to
the new
Industrial Policy
Statement
(1948), new
ventures were
only
undertaken by
the central
government

A Hindustan Steel
Ltd and Bokaro
Steel Ltd were
setup in 1954 and
1964, respectively

A In the early 1990s,
the public sector
dominated steel
production

A Private players
were in
downstream
production mainly
producing finished
steel using crude
steel products

A

A

SAIL was
created in 1973
as a holding
company to
oversee most of
India's iron and
steel production

In 1989, SAIL
acquired
Vivesvata lron
and Steel Ltd

In 1993, the
government set
plans in motion
to partially
privatise SAIL

Foreign players
began entering the
Indian steel market

No license
requirement for
capacity creation
Imposition of export
duty on iron ore, to
focus more on
catering growing
domestic demand

Decontrol of
domestic steel
prices

Launch of Scheme
for promotion of
Research and
Development in
Iron & Steel sector

uction in basic
custom duty on the
plants and
equipments
required for initial
set up or expansion
of iron ore pellet
plants & iron ore
beneficiation plants,
to encourage
beneficiation and
pelletisation of iron
ore fines in the
country

Notes: TISCO - Tata Iron and Steel Company; IISC - Indian Iron & Steel Company; SAIL - Steel Authority of India Ltd
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STRUCTURE OF THE STEEL SECTOR

? Composition End use

Liquid steel Crude steel Finished steel All Non-alloy Structural
=t steel steel

: Low carbon Construction
Sl g steel steel
g0 -
Silicon izl Rail steel
electrical carbon steel
m
High carbon Source: Report on Indian steel
) steel industry by Competition Commission
High speed - of India, Aranca Research
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STEEL PRODUCTION IN INDIA HAS BEEN GROWING AT A FAST PACE

%  Total crude steel production rose at a CAGR of 7.9 per cent over the last five years to reach 81.54 MT in FY14

%  Finished steel production increased 4.1 per cent to 85.0 MT in FY14; analysts expect production figures to improve rapidly
over the next five years, with the Ministry of Steel forecasting production levels at 115.3 MT by FY17

Total crude steel production (million tonnes) Total finished steel production (million tonnes)

53.7 57.3

55.4
47.6
16.4 16.7 17.0 16.5 125 12.7 13.0 13.2 12.4 9.4
FY09 FY10 FY11** FY12* FY13* FY09 FY10 FY11 Fy12* FY13*
Public sector = Private sector Public sector = Private sector

Source: Ministry of Steel, Aranca Research;
Notes: FY - Indian Financial Year (April i March); MT - Million Tonnes,
* - Provisional; ** Revised Figures; CAGR - Compound Annual Growth Rate; FY13* (Data from Apr-Dec)
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SHARES IN PRODUCTION: SAIL AND TATA LEAD THE WAY

% SAIL is the leader in | n d istaed sector; in FY14, the company accounted for 12.6 per cent of the ¢ o u n tfinisheul steel
production

% Tata Steel, another household name in the country, leads private sector activity in the steel sector. During 2014, the firm
accounted for 9 per cent of finished steel production

India crude steel market share by production India finished steel market share by production
I FY13* (Apri Dec) i FY14

H Tata Steel H Tata Steel
RINL RINL

= SAIL = SAIL

m Other m Other

Source: JPC India Steel, Ministry of Steel, Aranca Research;
Notes: RINL - Rashtriya Ispat Nigam Limited, * - Provisional
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GROWTH IN MARKET VALUE OF THE INDIAN STEEL SECTOR HAS ALSO BEEN STRONG

% In 2011, the Indian steel s e c t wtal dnarket value was Market value of the Indian steel sector
USD57.8 billion (USD billion)
% The sector has benefitted from hike in prices and 120
production, especially since the beginning of the o 953
millennium
80 = —
% Over 2007111, the s e c t mark&tsvalue is estimated to CAGR: 17.7% 578
have posted a strong CAGR of 17.7 per cent 60 268 : —
43 :
36.5
40 17301 —
20 +— —
0

2007 2008 2009 2010 2011 2016E

Source: Datamonitor, Aranca Research
Note: E - Estimates
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DEMAND HAS OUTPACED SUPPLY OVER THE LAST FIVE YEARS

%  Total consumption of steel grew to 73.9 MT in FY14 against Real consumption of steel (in million tonnes)
73.5 MT in FY13; over FYO08i14, consumption has /
expanded at a CAGR of 6 per cent 80 —— =9

% Driven by rising infrastructure development and growing - - 59.34 B
demand for automotives, steel consumption is expected to 52.13  52.35
grow at an average rate of 6.8 per cent, reaching 104 MT by 50 1— —
2017 40 1— |

30 — —
20 +— —
10 1+— —
0 T T T T T T 1

FYO08 FY09 FY10 FY11 FY12 FY13 FY14

Source: JPC India Steel, Ministry of Steel, Aranca Research
Note: MT - Million Tonnes
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DEMAND SUPPLY GAP LEADING TO RISE IN IMPORTS

% With growth in demand for steel outpacing growth in Steel exports and imports (in million tonnes)
domestic production over the last few years, import
dependency has increased 9.0
8.0
% Imports have decreased from 7.9 mtpa during FY13 7.0 1=
to about 5.4 mtpa in FY14 due to increase in the 6.0 —

C 0 u n tprodudisn capacity 5.0

4.0 + _ —
%  Total domestic demand for steel estimated at 113.3 mtpa by 3.0
2016-17 2.0 =
1.0 +
00 T T T T T T

FYO08 FY09 FY10 FY11* FY12 FY13 FY14

Imports  ®Exports

Source: Ministry of Steel, JSPL presentation, Aranca Research
Notes: FY - Indian Financial Year (April - March), Ei Estimates, * -
Provisional, ** - Revised Figures, FY13* (Apr-Dec 2012)
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CONSTRUCTION AND INFRASTRUCTURE: KEY STEEL CONSUMERS IN INDIA

% Infrastructure is | n d ilaagéss steel consumer, accounting Sector-wise steel consumption FY12
for 63 per cent of total consumption in FY11

%  This is not surprising given the heavy use of steel in m Infrastructure

this sector and soaring construction and

infrastructure activity in the country over the past o
Engineering and

decade fabrication
% Engineering and fabrication is the next largest consumer, Autos
with 22 per cent of total consumption
Packaging
= Transportation

Source: JSPL May 2013 presentation, Aranca Research
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KEY PLAYERS THE INDUSTRY

a»

TATA Tata Steel Ltd Finished steel (non-alloy steel)
TATA STEEL

SAIL Finished steel (non-alloy steel)
JSW Steel Ltd Hot-rolled coils, strips and sheets
JINDAL Jindal Steel & Power Ltd Iron and steel
STEEL & POWER
@ Ispat Industries Ltd Hot-rolled coils, strips and sheets
W Welspun-Gujarat Stahl Rohren Ltd Tubes and pipes
Bhushan Steel Ltd Cold-rolled coils, strips and sheets

Carbon, Alloy, Stainless and

Facor Steel Ltd g
Special steel

Source: Aranca Research
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NOTABLE TRENDS IN THE INDIAN STEEL INDUSTRY ... (1/2)

A SAIL has modernised and expanded its integrated steel plants in Bhilai, Bokaro, Rourkela,
Durgapur, Burnpur and Salem

A The company has expanded its crude steel production capacity to 21.4 MTPA in 2013

A Completed mega expansion of Rashtriya Ispat Nigam Limited (RINL) to more than double
capacity of plant (from 2.9 MT to 6.3 MT) from 2013-14

Growing investments

A International Coal Ventures Pvt Ltd, comprising SAIL, RINL, CIL, NTPC and NMDC, has
been set up for acquisition of coal mines overseas

A The consortium of SAIL and National Fertiliser Limited (NFL) has been nominated for

Strategic alliances revival of Sindri Unit of the Fertiliser Corporation of India Limited

A RINL, Vishakhapatnam Steel Plant and the Power Grid Corporation of India Ltd
(POWERGRID) signed an MoU to set up a joint venture company to manufacture
transmission line towers and tower parts including R&D of new high-end products

A Attracted by the growth potential of the Indian steel industry, several global steel players
have been planning to enter the market

A National Mineral Development Corporation (NMDC) has signed an MoU with Rus si ads
third-largest steelmaker, Severstal, for a greenfield steel plant in Karnataka

A Posco Steel to invest USD12 billion in setting up a 12 MT project in India

Entry of international
companies

Source: Ministry of Railways, Aranca Research
Notes: MOUs - Memorandum of Understanding, MT - Million Tonnes
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NOTABLE TRENDS IN THE INDIAN STEEL INDUSTRY ... (2/2)

A Indian steel companies have now started benchmarking their facilities and processes
against global standards, to enhance productivity

A These steps are expected to help Indian companies improve raw material and energy
consumption as well as improve compliance with environmental and pollution yardsticks

A Companies are attempting coal gasification and gas-based Direct-Reduced Iron (DRI)
production. Other alternative technologies such as Hismelt, Finex and ITmk3 being
adopted to produce hot metal

A Ministry of Steel has issued necessary direction to the steel companies to frame a strategy
for taking up more R&D projects by spending at least 1 per cent of their sales turnover on
R&D to facilitate technological innovations in the steel sector

Increased emphasis on
technological
innovations

Source: Aranca Research
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KEY STEEL PLANTS IN INDIA

Steel integrated plants under
SAIL (Bhilai, Rourkela, Bokaro,
Durgapur and Burnpur)

Tata Steel 6s | argest st
plant, based in Jamshedpur

Alloy and special steel plants
under SAIL (Bhadrawati and
Salem); Iron and Steel Plant
at Visvesvaraya

RINL steel plant in
Vishakhapatnam

Source: Company websites, Aranca Research
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PORTER'S FIVE FORCES ANALYSIS

Competitive Rivalry

A The steel industry is highly concentrated, with the top five players accounting
for more than 70 per cent of the market share

A Price is generally market determined. Steel companies usually compete on the Threat of New
basis of production capacity, economies of scale, access to raw material, etc. Entrants

(Low)
Threat of New Entrants Substitute Products

A Capital intensive, industry players A Low threat of substitutes

are large and enjoy economies of A  Aluminium and plastics are being Bargaining Competitive Substitute
scale. Some have their own mines used in few cases in automotive Power of Rivalry Products
for sourcing key raw materials and other consumer durable .
B Customers (Medium) (Low)
A Several regulatory clearances sectors. However, it still does not Medi
required, including environmental, pose significant threat to steel (Medium)

land acquisition, etc.

Bargaining Power of Suppliers Bargaining Power of Customers Bargaining

. : . ) Power of

A Large integrated companies have A Major steel consumption sectors, Suppliers

their own mines to source key raw such as automobiles, oil & gas, (Medium)
materials shipping, consumer durables and

power generation, enjoy high
bargaining power and get
favourable bulk deals. Smaller
customers, however, do not enjoy
this benefit
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AUGUST 2014



INDIA GFAND EQUITY FOUNDATION

IBEFXl

www.ibef.org

STRATEGIES ADOPTED

A Companies in the steel industry are investing heavily in expanding their capacity. Major public
and private companies, including Tata Steel, SAIL and JSW Steel, are expanding their
production capacity. Steel production is expected reach 200 mtpa by 2020 compared to 89
mtpa in 2013

A India is the fourth-largest steel producer in the world, and is expected to become the second
largest by 2016

A The government has stepped up infrastructure spending from the current 5 per cent of GDP to

Capacity expansion 10 per cent by 2017, and the country is committed to investing USD1 trillion in infrastructure
during the 12t Five Year Plan. Considering 15 per cent as steel component in the total
investment, the initiative has a potential to generate an additional demand for steel of
18.75mtpa

A The Ministry of Steel is encouraging R&D activities by providing financial assistance from
Steel Development Fund (SDF) and Plan Scheme of the Central Government. Furthermore,
the government has allowed 100 per cent FDI through the automatic route in the Indian steel
sector

A Steel companies are strengthening their position through cross border mergers and
acquisitions. The focus is on improving existing technology to upgrade production process and
developing new value added-products

A Notable deals include Essar G| o b adquisiion of Canada-based Alhoma Steel and Tata
St e eartdsyout of Corus. Tata Steel now intends to buy Millennium Steel PCL as a pert of
its USD 23 hillion expansion plan over the next 12i 15 years

Mergers & Acquisition

Greenfield proiects i A In the last few years, rapid and stable growth in demand has also prompted domestic
proj entrepreneurs to set up fresh greenfield projects in different states of the country. Mittal Steel

focus on downstream announced two 12 mtpa greenfield steel projects, one each in Jharkhand and Orissa
value-added products A

As India surges ahead in building infrastructure, investments in steel pave the way ahead

Source: CClI, Ministry of External Affairs
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