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Steel Authority of India (SAIL.BO) 
 Initiating at Buy: Safety in Challenging Times 
  

 Target price Rs116 — We initiate on SAIL at Buy (1M) despite EPS degrowth 
and our conservative steel outlook because SAIL 1) is better geared to current 
and expected prices; 2) has a strong balance sheet (net cash); 3) has a 97% 
domestic exposure (better growth); 4) it offers relative value on EV/EBITDA. 

 Best play on current/forecast prices — We see absolute share price return at 
current steel prices and relatively better returns (vs peers) if prices weaken. 
However if there is a meaningful sudden upturn in the steel cycle, stocks with 
higher indebtedness (JSW Steel and Tata Steel) would offer more upside. 

 Preferred steel pick — Our target price is at 5x March 10 EV/EBITDA, higher 
than SAIL's 3-year avg but lower than peaks of 8-10x. This is at a discount to 
JSW Steel's target multiple of 5.5x as SAIL offers lower volume growth and a 
PSU-tag, although both offer largely domestic exposure. It is at a meaningful 
premium to Tata Steel's 4x target multiple and high international exposure. 
SAIL trades at a discount to global peers − now at 5.4x CY09 EV/EBITDA. 

 Steady growth; strong balance sheet — We expect sales volumes to grow by 7% 
in FY10 and 9% in FY11. Saleable steel capacity should grow from 13m tpa to 
23m tpa by 2012. Of the three domestic steel majors, SAIL is the only one with 
a net cash position (Rs32/share as of Dec 2008). SAIL's net debt/equity ratio 
was -0.5x as of March 2008 versus 1.7x for TSL and 1.5x for JSTL. 

 Risk factors — 1) Further steel price declines; 2) Delays in access to captive 
iron ore; 3) FX rate changes; 4) Lower volume growth; and 5) Govt. ownership. 
 

Figure 1. SAIL – Statistical Abstract 

YE 31 Mar Net Profit  EPS EPS growth P/E EV/EBITDA ROE
 (Rsm) (Rs) (%) (x) (x) (%)
FY06       40,130            9.7  -41%           9.7 5.0 32%
FY07       62,023          15.0  55%           6.3              3.1 36%
FY08       75,368          18.2  22%           5.2              2.2 33%
FY09E       57,316          13.9  -24%           6.8              2.7 21%
FY10E       46,065          11.2  -20%           8.5              3.9 15%
FY11E       35,931            8.7  -22%         10.9              6.1 11%

Source: Company Reports and CIRA estimates. Priced as on 25 March 2009. 
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Fiscal year end 31-Mar 2007 2008 2009E 2010E 2011E

Valuation Ratios
P/E adjusted (x) 6.3 5.2 6.8 8.5 10.9
EV/EBITDA adjusted (x) 3.7 2.8 3.4 4.3 6.1
P/BV (x) 2.3 1.7 1.4 1.2 1.1
Dividend yield (%) 3.3 3.9 2.6 2.1 1.5
Per Share Data (Rs)
EPS adjusted 15.02 18.25 13.88 11.15 8.70
EPS reported 15.02 18.25 13.88 11.15 8.70
BVPS 41.92 55.84 66.79 75.60 82.66
DPS 3.10 3.70 2.50 2.00 1.40

Profit & Loss (RsM)
Net sales 351,128 406,455 414,655 350,882 346,417
Operating expenses -253,576 -289,259 -325,470 -279,182 -288,586
EBIT 97,552 117,197 89,185 71,699 57,831
Net interest expense -3,321 -2,509 -2,995 -2,945 -4,990
Non-operating/exceptionals 0 0 0 0 0
Pre-tax profit 94,231 114,687 86,190 68,754 52,840
Tax -32,208 -39,320 -28,874 -22,689 -16,909
Extraord./Min.Int./Pref.div. 0 0 0 0 0
Reported net income 62,023 75,368 57,316 46,065 35,931
Adjusted earnings 62,023 75,368 57,316 46,065 35,931
Adjusted EBITDA 109,667 129,552 101,935 84,549 72,599
Growth Rates (%)
Sales 21.6 15.8 2.0 -15.4 -1.3
EBIT adjusted 58.0 20.1 -23.9 -19.6 -19.3
EBITDA adjusted 48.6 18.1 -21.3 -17.1 -14.1
EPS adjusted 54.6 21.5 -24.0 -19.6 -22.0

Cash Flow (RsM)
Operating cash flow 56,329 83,782 49,044 57,887 49,930
Depreciation/amortization 12,115 12,355 12,750 12,850 14,769
Net working capital -9,763 -7,434 -6,718 9,229 -115
Investing cash flow -5,875 -11,399 -31,208 -96,763 -147,834
Capital expenditure -9,928 -22,011 -50,000 -110,000 -153,190
Acquisitions/disposals -2,218 -244 0 0 0
Financing cash flow -16,082 -30,887 -12,685 -15,027 17,344
Borrowings -1,171 -11,353 -1,000 0 32,000
Dividends paid -11,068 -16,439 -8,690 -12,081 -9,665
Change in cash 34,372 41,496 5,151 -53,902 -80,559

Balance Sheet (RsM)
Total assets 338,178 408,762 462,729 485,269 540,882
Cash & cash equivalent 96,098 137,594 142,745 88,843 8,284
Accounts receivable 23,148 30,481 31,387 27,441 26,967
Net fixed assets 127,962 139,609 176,859 274,009 412,430
Total liabilities 165,046 178,126 186,859 172,998 199,445
Accounts payable 25,451 29,816 34,764 25,286 24,921
Total Debt 41,805 30,452 29,452 29,452 61,452
Shareholders' funds 173,132 230,636 275,870 312,271 341,437

Profitability/Solvency Ratios (%)
EBITDA margin adjusted 31.2 31.9 24.6 24.1 21.0
ROE adjusted 41.5 37.3 22.6 15.7 11.0
ROIC adjusted 36.6 40.5 27.0 17.1 10.3
Net debt to equity -31.4 -46.5 -41.1 -19.0 15.6
Total debt to capital 19.5 11.7 9.6 8.6 15.3

For further data queries on Citi's full coverage universe 
please contact CIR Data Services Asia Pacific at 
CIRDataServicesAsiaPacific@citi.com or +852-2501-
2791
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We initiate coverage on SAIL at Buy/Medium Risk (1M) despite an expected 
decline in profits based on our conservative view on the steel markets. We 
forecast a HRC price of US$550/t (-26% YoY) for FY10 and US$450/t for FY11. 

We prefer SAIL as 1) it is better positioned in the current and expected price 
environment; 2) it now has a net cash position; 3) its operations are largely 
based in India (other majors are more exposed to international markets); and 
4) it offers relative value on EV/EBITDA. SAIL's prospective EBITDA margins 
compare favorably versus its domestic peers and its EBITDA/tonne is in line 
with JSW Steel (JSTL) and higher than Tata Steel (TSL). SAIL has some 
flexibility to postpone capex depending on the likely steel outlook. 

We expect SAIL to offer absolute share price returns if steel prices remain 
around current levels and relatively better returns (vs TSL and JSTL) if steel 
prices weaken. However in case of a meaningful upturn in the steel cycle, it 
would likely underperform TSL and JSTL, which have higher levels of 
indebtedness. Other concerns for SAIL include high manpower costs and its 
government ownership (slower decision-making; less pricing freedom likely). 

Our target price of Rs116 is based on 12-month forward EV/EBITDA of 5x, at a 
discount to JSTL's target multiple of 5.5x and a premium to TSL's target 
multiple of 4x. SAIL offers lower volume growth than JSTL and has a PSU-tag, 
although both offer a largely domestic exposure. The premium to TSL accounts 
for TSL's 60%+ European exposure. SAIL's target EV/EBITDA multiple is at a 
premium to its 3-year average EV/EBITDA of 4.2x but lower than peaks of 8-
10x. SAIL trades at a discount to global steel peers − currently at 5.4x CY09 
EV/EBITDA. At our target price, the stock would trade at a P/E of 10.4x. 

Figure 2. JSW Steel, SAIL and Tata Steel − Valuation Metrics and Ratios 

 FY08 FY09E FY10E FY11E
EBITDA margin (%)  
JSW Steel 29% 21% 23% 23%
SAIL 32% 25% 24% 21%
Tata Steel 14% 12% 11% 10%
EBITDA/t (Rs)  
JSW Steel 9,829 9,531 6,862 6,265
SAIL 10,520 9,347 7,239 5,722
Tata Steel 7,014 8,349 5,296 4,697
Net debt/Equity (x)  
JSW Steel 1.5 2.0 2.0 2.3
SAIL -0.5 -0.4 -0.2 0.2
Tata Steel 1.7 1.7 1.1 1.1
Net debt/EBITDA (x)  
JSW Steel 3.2 4.5 4.3 5.2
SAIL -0.8 -1.1 -0.7 0.7
Tata Steel 2.6 2.5 3.3 4.0
P/E (x)  
JSW Steel 2.4 3.9 4.4 4.6
SAIL 5.2 6.8 8.5 10.9
Tata Steel 1.9 1.5 4.2 5.2
EV/EBITDA (x)  
JSW Steel 4.3 5.8 5.5 6.4
SAIL 2.2 2.7 3.9 6.1
Tata Steel 3.7 3.5 4.6 5.5
EV/t (US$)  
JSW Steel 848 1,109 760 802
SAIL 434 455 528 671
Tata Steel 520 579 491 513

Source: Citi Investment Research and Analysis estimates. Prices as on 25 March 2009. 

Investment Thesis

SAIL is better positioned based on our 

steel outlook, net cash position and 97% 

domestic exposure. 

SAIL likely to offer better returns with 

current/weaker steel prices. 

SAIL's target multiple is at a premium to 

Tata Steel and a discount to JSW Steel. 

 

 

EBITDA margins are higher and EBITDA/t 

is in line. 

 

 

 

Attractive on net debt to equity and net 

debt to EBITDA. 

 

 

Valuations favourable on EV/EBITDA. 
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Company background 

Steel Authority of India (SAIL) is India's largest integrated steel producer with 
hot metal capacity of 15mtpa and crude steel capacity of 13mtpa. It has five 
integrated steel plants and three special steel plants, most of which are located 
in eastern and central India, close to its own iron ore, limestone and dolomite 
mines. SAIL is a Public Sector Undertaking in which the Government of India 
owns 85.8%. It plans to expand its capacity gradually taking its hot metal 
capacity to 26mtpa and saleable steel capacity to 23m tpa by 2012 at a total 
capex of Rs540bn. SAIL also plans to increase its iron ore mining capacity and 
power capacity (through JVs) to match its expansion plans. SAIL makes both 
flat (52% of sales) and long (36%) products. It makes value added products 
such as pipes, plates and coated products. Alloys and special steels make up 
about 6% of sales. Most of SAIL's output is sold within India and exports 
account for only 3% of sales. SAIL's planned capex will also help reduce costs 
as existing facilities are being modernized and upgraded. Once the capex is 
completed, SAIL will move to 100% continuous casting, not producing steel 
using the twin hearth process and not needing to sell any semi-finished steel. 

Competitively positioned 

1. Balance sheet strength 

 Net cash position 

Net cash per share is Rs32 as of Dec 2008 (Rs26 as of March 2008). The high 
cash level adds to other income. Cash on SAIL's books is currently at Rs160bn. 
As it has an expected capex of Rs540bn over the next four years, we expect 
cash to be gradually utilized for funding SAIL's growth. SAIL's net debt/equity 
ratio was -0.5x as of March 2008 versus 1.7x for TSL and 1.5x for JSTL. 

 Attractive relative to other majors 

Among the three domestic steel majors, SAIL is the only one with a net cash 
position, increasing its attractiveness and safety given the uncertain steel 
outlook. Generally speaking, during an upturn in a commodity cycle, investors 
generally prefer stocks with high debt levels. This is because as free cash flow 
is generated, debt is paid down and equity values expand. However during a 
downturn in a commodity cycle, as we are now experiencing , the focus 
changes to companies like SAIL with low debt/net cash, which offer relative 
safety. 

2. Competitiveness 

 Integrated steel producer but lacks coal 

SAIL is India's largest integrated steel producer and has access to captive iron 
ore and low cost power. It produces all the 25-26m tonnes of iron ore that it 
requires for its blast furnaces internally from captive mines and also produces 
limestone and dolomite from captive mines. 

However SAIL only produces 5-7% of its coal and coking coal requirements 
from captive sources. It purchases about 20% of its coking coal requirements 
from within India and 70% is imported. This adversely impacted its cost in 
FY09 but should give some benefit in FY10 as we expect that coking coal 
prices should fall from US$305/t in FY09 to US$120/t in FY10. The lower cost 

Figure 3. SAIL's Balance Sheet Position 
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SAIL has 100% captive iron ore. 

Full benefit of coking coal price reduction 

may not come in FY10. 
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impact in FY10 may be reduced somewhat and SAIL will still need to buy older 
contracted coking coal volume (likely to be ~3.5m tonnes upto June 2009) at 
the old rate of US$305/t. The company is in negotiations to spread out the off-
take of the higher price coking coal over a few years. SAIL's coking coal 
contracts run from July to June. 

About 60-65% of SAIL's power requirements is provided by captive power 
plants (including from JVs). This proportion is likely to increase due to captive 
power plants set up by its joint venture companies. 500 MW of power capacity 
is being commissioned in FY10 at Bhilai and another 500MW is expected at 
Bokaro in the next 2-3 years. 

Figure 5. SAIL – Existing capacities 

 FY08 
Plant Location Saleable 

steel 
capacity 

(mtpa)

PBIT 
(Rs m) 

PBIT margin 
(%) 

As a 
percentage 

of total PBIT 
(%)

PBIT/t (Rs)

Bhilai Steel Plant (BSP) Chhattisgarh 4.43 54,253 32% 46% 12,979
Durgapur Steel Plant (DSP) West Bengal 1.72 10,363 18% 9% 6,281
Rourkela Steel Plant (RSP) Orissa 2.07 14,810 20% 13% 7,368
Bokaro Steel Plant (BSL) Jharkhand 3.90 28,708 23% 24% 7,952
IISCO Steel Plant (ISP)  West Bengal 0.41 -2,801 -15% -2% -7,370
Alloy Steels Plant (ASP)* West Bengal 0.15 84 1% 0% 557
Salem Steel Plant (SSP)* Tamil Nadu 0.23 1,077 8% 1% 4,682
Visvesvaraya Iron and Steel 
Plant (VISL)* 

Karnataka 0.13 -521 -7% 0% -4,004

Source: Company Reports and Citi Investment Research. * PBIT/t based on capacity 

 
 Iron ore should be available for growth plans 

SAIL is making efforts to enhance its mining capacity to match its expansion 
plans. In case of iron ore, although the leases on the Chiria (Jharkhand) mines 
have not yet been renewed, SAIL has been assured that they will get adequate 
iron ore for their expansions. It expects that its requirement of iron ore will go 
to 42mtpa post modernization and expansion by FY13. The Chiria mines 
reportedly have 1.7 to 2.0bn tonnes of reserves (Hindustan Times). 

In an effort to reach self-sufficiency in coking coal, five PSUs (SAIL, Rashtriya 
Ispat Nigam, Coal India, National Thermal Power Corp and NMDC) formed a 
Special Purpose Vehicle (SPV) in FY08 with an initial equity capital base of 
Rs35bn. This SPV will scout for coking coal asserts abroad. In January 2008, 
SAIL also signed a JV agreement with Tata Steel for joint development of coal 
blocks. These initiatives will help reduce costs only in the long term. There has 
been limited progress so far. 

(Figure 6. Raw materials required (m tonnes) 

 FY08 FY09E FY10E FY11E
Iron ore 25.4 23.7 24.2 25.4
Coking Coal 14.0 12.9 13.2 13.8

Source: Company Reports and Citi Investment Research and Analysis estimates 

 

Captive power meets ~60-65% of its 

needs. 

Figure 4. Production of saleable steel – Plant-
wise – Category-wise: 9MFY09 
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 Some flexibility in capex plans 

SAIL's ambitious expansion plans (capex Rs540bn) envisage raising hot metal 
capacity from ~15m tpa in FY08 to 26m tpa and saleable steel capacity from 
13m tpa to 23m tpa by FY12-13. 

The initial plan was to complete most of the expansions by 2010, despite cost 
escalation. However given the sluggish market situation, the expansions are 
being rolled out slower. We estimate that saleable steel capacity would increase 
by 2.1mtpa (16%) in FY11, 3mtpa (20%) by FY12 and 5mtpa (28%) in FY13. 

Management is also in discussion with machinery suppliers to see if savings 
are possible on capex costs. As orders for machinery have not yet been placed 
for some plants, SAIL has some flexibility to postpone capex in case demand 
revival takes longer and would instead use capex for asset renewal and 
refurbishment. We estimate capex of Rs50bn in FY09, Rs110bn in FY10 and 
Rs150bn in FY11.  

Figure 7. SAIL – Expected capacity expansion and capex 

Plant Completion 
date

Capex (Rs bn) Increase in 
saleable steel 

capacity (m 
tpa) 

Capex/t (US$) Saleable steel 
capacity post 

expansion 
(mtpa)

Bhilai Steel Plant (BSP) Apr-12 130.0 2.10 1,238 6.53
Durgapur Steel Plant (DSP) Jul-12 57.0 1.10 1,036 2.83
Rourkela Steel Plant (RSP) May-12 88.0 1.80 978 3.88
Bokaro Steel Plant (BSL) Dec-11 111.0 2.60 854 6.53
IISCO Steel Plant (ISP)  Dec-10 132.0 2.00 1,320 2.37
Alloy Steels Plant (ASP) Dec-11 0.5 0.28 35 0.43
Salem Steel Plant (SSP) Dec-10 19.0 0.11 3,455 0.34
Visvesvaraya Iron and Steel 
Plant (VISL) 

Dec-11 1.2 0.09 267 0.22

Others 4.8  

Source: Company Reports and Citi Investment Research. Note - Completion dates assume some delays to 

dates announced by the company. 

 
 Low exposure to international markets 

Most of SAIL's output is sold within India and exports account for only 3% of 
sales. Other steel majors are exposed to markets in Europe and the US, which 
are experiencing a far bigger downturn than India. Tata Steel (60%+ exposure 
to Europe) has cut production by 30-40% at its UK/European operations, due 
to the sharp fall in demand. JSW Steel's US pipe and plate operations are 
operating at only around 20% utilization levels. Steel demand in India saw a 
negative YoY growth ranging from 13-18% during Sep-Dec 2008, but demand 
has recovered with YoY growth hitting 4% in February 2009. We expect 
domestic demand to fall by 1% in FY09 and grow by 4.5% in FY10. 

3. Operationally well-positioned 

 Relatively higher margins and EBITDA/t 

SAIL's EBITDA margins compare favorably versus its domestic peers. This is a 
function of its ongoing technological upgradation, integrated operations and 
higher other income. Its focus on the domestic market is helping keep 
EBITDA/t higher than the other producers in FY10 but slightly lower than JSW 
Steel in FY11 when the latter benefits from lower raw material costs and higher 
volumes. 

SAIL has some flexibility to postpone 

capex in case demand revival takes 

longer. 

The domestic market accounts for 97% of 

SAIL's sales. 
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Figure 8. India steel majors – Relative profitability 

 FY06 FY07 FY08 FY09E FY10E FY11E
EBITDA margin (%)   
JSW Steel 26% 32% 29% 21% 23% 23%
SAIL 26% 31% 32% 25% 24% 21%
Tata Steel 32% 31% 14% 12% 11% 10%
   
EBITDA/t (US$)   
JSW Steel 7,213 10,284 9,829 9,531 6,862 6,265
SAIL 6,525 9,239 10,520 9,347 7,239 5,722
Tata Steel 14,462 15,690 7,014 8,349 5,296 4,697

Source: Company Reports and Citi Investment Research and Analysis estimates 

 
 Steady volume growth 

SAIL makes both flat (52% of sales volumes) and long (36%) products. It also 
makes value added products such as pipes, plates and coated products. Alloys 
and special steels make up about 6% of sales. Unlike the two other Indian steel 
majors, SAIL has not recently expanded capacity. Hence we expect its saleable 
steel volumes to grow by 7% in FY10 (after a 11% drop in FY09) and by 9% in 
FY11 and subsequently by a higher rate as its new capacity is expected to be 
commissioned FY12 onwards. There is adequate land for expansions even 
beyond 26m tpa of hot metal. 

 

Figure 10. SAIL – Product mix: Saleable steel production, FY08  Figure 11. SAIL – Product mix: Saleable steel production, Post expansions 
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Figure 9. SAIL – Product-wise sales turnover, 
FY08 

Flats 51.7% 
Longs 36.2% 
Pipes, electrical sheets, tin plates 1.6% 
Alloy and special steel plants 5.7% 
Secondary products (ingots, pig iron) 4.8% 
Total 100.0% 

Source: Company Reports 
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 Further cost savings possible 

In addition to helping raise volumes, SAIL's planned capex will also help 
reduce costs. This is because existing facilities are being modernized and 
upgraded and will improve productivity and reduce energy consumption. Once 
capex is complete SAIL will have eliminated technologically obsolete processes 
such as ingot casting (move to 100% continuous casting) and use of twin 
hearth furnaces. 

SAIL will also be able to raise the share of finished steel in saleable steel to 
almost 100% from the current level of 83% and increase the proportion of 
value added steel in the overall sales mix. 

Sensitivity to steel prices 

Our estimates for SAIL are largely based on price forecasts provided by our 
European steel team and based on recent price trends in India. For Hot Rolled 
Coils, we have used US$550/tonne for FY10E and US$450/tonne for FY11E. 
We give below the sensitivity of SAIL’s profits based on different HRC prices for 
FY10E and FY11E. If there is a sudden upturn in the steel cycle, then stocks 
with higher indebtedness will offer bigger upside. 

Figure 13. SAIL – Sensitivity to Steel Prices, FY10E 

US$/t (HRC) 450 500 550* 600
EBITDA (Rs bn) 22.3 53.4 84.5 115.7
EBITDA margin (%) 8% 17% 24% 30%
PAT (Rs bn) 4.3 25.2 46.1 66.9
EPS (Rs) 1.0 6.1 11.2 16.2

Source: Citi Investment Research and Analysis estimates. *Base case 

 

Figure 14. SAIL – Sensitivity to Steel Prices, FY11E 

US$/t (HRC) 400 425 450* 500
EBITDA (Rs bn) 39.6 56.1 72.6 105.6
EBITDA margin (%) 13% 17% 21% 28%
PAT (Rs bn) 13.5 24.7 35.9 58.4
EPS (Rs) 3.3 6.0 8.7 14.1

Source: Citi Investment Research and Analysis estimates. *Base case 

 
 

Figure 12. SAIL – FY08 Breakdown of expenses 
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Risk factors 

Trends in US$ exchange rates 

A key factor for SAIL's profit forecasts is the likely trend in the Rs/US$ rate as 
domestic prices are based on the landed cost of imported steel. Our economics 
team forecasts average Rs/US$ rates of 48 for FY10E and 47 for FY11E. We 
give below the sensitivity of SAIL's profits to different FX rates. 

Figure 15. SAIL – Sensitivity to Rs/US$ Rate, FY10E 

Rs/US$ 47.0 48.0* 49.0
EBITDA (Rs bn) 79.1 84.5 90.0
EBITDA margin (%) 23% 24% 25%
PAT (Rs bn) 42.4 46.1 49.7
EPS (Rs) 10.3 11.2 12.0

Source: Citi Investment Research and Analysis estimates. *Base case 

 

Figure 16. SAIL – Sensitivity to Rs/US$ Rate, FY11E 

Rs/US$ 46.0 47.0* 48
EBITDA (Rs bn) 67.9 72.6 77.3
EBITDA margin (%) 20% 21% 22%
PAT (Rs bn) 32.8 35.9 39.1
EPS (Rs) 7.9 8.7 9.5

Source: Citi Investment Research and Analysis estimates. *Base case 

 
Delay in availability of iron ore 

SAIL currently meets all its iron ore requirements of ~25mtpa from captive 
sources. Once its hot metal capacity is fully commissioned, its iron ore 
requirement will rise to ~42mtpa. SAIL has been looking for new mines to meet 
its additional requirements. There has been a delay in renewal of leases of the 
Chiria mines (Jharkhand). While further delays could be a risk, SAIL is 
confident of getting additional ore by the time its expansions are completed. 

Impact of old coking coal rates in FY10 

We estimate that FY10 contracts will be signed at US$120/t (negotiations 
ongoing), substantially lower than the US$305/t contracted for FY09. Most 
domestic steel companies produced below targets in FY09 and have 
outstanding coking coal quantity to be lifted at FY09 prices. Most companies 
(including SAIL) are trying to spread this remaining quantity over a 2-3 year 
period. In case they are unable to convince the coking coal companies to give 
this relief, FY10 profits would be adversely impacted. For SAIL, ~3.5m tonnes 
of coking coal are still remaining to be picked up at the old rates. 

Government ownership 

The Government of India holds 85.8% of SAIL's equity making it a Public 
Sector Undertaking (PSU) and subject to several rules and procedures, which 
can have an adverse impact as it slows business decisions (including approvals 
for expansions) considerably. There is also the risk of price direction to which a 
government company would be more susceptible particularly when prices are 
rising in an inflationary environment as was the case in 1HFY09. 

Renewal of Chiria mines is key for future 

expansions. 

Around 3.5m tonnes of coking coal 

contracted till June 2009 remains to be 

picked up. 

SAIL is susceptible to procedural 

formalities. 
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SAIL has changed substantially from FY05 onwards. Prior to this it was highly 
indebted, relatively less efficient and loss making. Its D/E ranged from 2x to 
6.5x during FY99 to FY04. It reported net losses during FY99 to FY03 – a 
period characterized by low EBITDA margins (7-15%). SAIL's earnings profile 
improved dramatically from FY05 when EBITDA margin jumped to 38% due to 
a combination of cost cutting and better steel prices. It also managed to reduce 
total debt substantially from a high of Rs159bn in FY00 to Rs58bn in FY05. 

EV/EBITDA 

 We use EV/EBITDA as our preferred valuation metric for the Indian steel 
companies given the high debt-equity levels for two of the three steel majors 
under coverage. SAIL has traditionally traded at a discount to both Tata Steel 
and JSW Steel based on its history, its status as a government company and its 
lower volume growth. 

In the current environment we value SAIL at a premium to Tata Steel given Tata 
Steel's international market exposure. We value SAIL at a discount to JSW 
Steel. Both have a primarily domestic exposure, but SAIL offers lower volume 
growth and continues to be a government company. 

We have used a target multiple of 5x for SAIL, higher than 4x for Tata Steel but 
lower than the 5.5x we use for JSW Steel. The target EV/EBITDA multiple of 5x 
is at a premium to SAIL's 3-year average EV/EBITDA of 3.4x and 5-year average 
EV/EBITDA of 4.2x. We arrive at a target price of Rs116 and recommend 
Buy/Medium Risk. SAIL's net cash position, its flexibility on some of its 
expansions gives it a relative advantage and makes it less risky than companies 
that have high debt-equity given our sluggish outlook for steel prices.  

Figure 17. SAIL – Rolling EV/EBITDA chart 
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Valuations

EV/EBITDA is our preferred steel  

valuation metric. 

Our target multiple of 5x for SAIL is 

higher than 4x for Tata Steel and lower 

than the 5.5x for JSW Steel. 
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P/E 

SAIL's rolling forward P/E has largely been trading in a range of 4x to 8x since 
FY05. The mean during this period has been 7.1x, but the stock has also 
traded as high as 14-18x. At our target price, the stock would trade at a P/E 
multiple of 10.4x. This is at a discount to the average CY2009 PE multiple of 
11.5x for Citi's universe of global steel stocks.  

Figure 18. SAIL Rolling PE band chart 
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Our target PE is at a discount to peak 

multiples and Citi's universe of global 

steel stocks. 
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SAIL appears cheap in comparison with global peers 

Figure 19. Ferrous metals – Global Valuations 

Company Name RIC Code Rating Mkt Cap Share P/E (x) EV/EBITDA (x) P/BVPS (x) 
   USD $m Ccy Price Target Upside 2008A 2009E 2010E 2008A 2009E 2010E 2008A 2009E 2010E
UK/Europe        
Acerinox ACX.MC 2M 3,157 EUR 9.14 13.00 42% 13.6 8.2 6.9 7.8 5.0 4.2 1.0 0.9 0.9
ArcelorMittal ISPA.AS 2M 27,827 EUR 14.14 15.00 6% 9.6 35.2 22.8 4.7 6.4 5.3 0.5 0.5 0.5
SSAB Svenskt Stal AB SSABa.ST 2M 2,851 SEK 72.75 80.00 10% 6.4 5.1 10.7 5.1 3.0 4.1 0.7 0.6 0.6
Salzgitter AG SZGG.DE 2M 3,538 EUR 43.35 55.00 27% 6.9 5.9 16.9 4.6 3.0 4.1 0.6 0.5 0.5
ThyssenKrupp AG TKAG.DE 1M 8,874 EUR 13.51 17.00 26% 9.7 58.1 15.6 7.2 10.4 8.7 0.6 0.6 0.6
voestalpine AG VOES.VI 2M 2,247 EUR 10.05 17.00 69% 11.9 5.3 6.6 6.0 4.5 4.5 0.4 0.3 0.3
Eastern Europe, South Africa & Latin America    
Severstal CHMF.RTS 1M 4,031 USD 4.00 5.60 40% 5.7 7.5 15.7 4.0 3.9 4.0 0.5 0.4 0.4
CSN CSNA3.SA 2H 11,494 BRL 33.80 46.00 36% 15.5 9.5 6.8 6.4 4.2 3.3 1.6 1.4 1.2
Erdemir EREGL.IS 2M 1,998 TRY 2.94 3.86 31% 6.3 23.5 14.8 4.7 8.5 7.3 0.5 0.5 0.5
Gerdau SA GGBR4.SA 1H 4,758 BRL 11.56 28.00 142% 6.3 7.0 3.1 4.4 5.6 3.5 0.5 0.5 0.4
Evraz Group HK1q.L 3H 3,106 USD 8.75 6.90 (21%) 7.4 4.8 38.9 5.2 4.8 6.3 0.4 0.4 0.4
Kumba Iron Ore Ltd KIOJ.J 1M 5,161 ZAR 156.3 218.0 40% 7.4 6.5 7.1 4.3 3.6 4.1 5.6 4.5 3.9
MMK MAGNq.L 1M 2,886 USD 3.36 5.20 55% 4.7 4.4 4.9 3.0 2.8 2.1 0.4 0.4 0.4
ArcelorMittal S Africa Ltd ACLJ.J 2M 3,065 ZAR 66.00 80.00 21% 7.2 6.7 13.2 4.4 2.9 4.7 1.0 1.0 1.0
Mechel MTL.N 3H 1,782 USD 4.28 3.00 (30%) 6.3 4.7 20.1 4.5 5.2 8.0 0.4 0.4 0.4
NLMK NLMK.RTS 1H 8,091 USD 1.35 1.40 4% 6.2 13.7 229.3 4.1 4.5 6.2 0.7 0.6 0.6
TMK TRMKq.L 2H 839 USD 3.85 3.00 (22%) 10.4 1.2 1.1 7.6 2.4 1.2 0.4 0.2 0.2
Ternium SA TX.N 2S 1,393 USD 6.95 13.50 94% 7.3 32.6 3.2 4.7 7.9 3.4 0.3 0.3 0.2
Usiminas USIM5.SA 1H 5,599 BRL 25.76 54.00 110% 8.6 6.9 6.9 4.5 3.5 3.9 0.8 0.6 0.5
Vale RIO.N 1M 72,692 USD 13.93 28.00 101% 10.3 11.9 12.8 8.7 7.8 7.6 1.6 1.5 1.3
Australia        
Bluescope Steel Ltd BSL.AX 2H 1,569 AUD 2.52 2.50 (1%) 11.4 6.8 8.3 6.2 4.7 5.2 0.5 0.5 0.5
Fortescue Metals Group  FMG.AX 3H 4,231 AUD 2.18 2.50 15% 68.6 9.1 9.7 29.0 5.0 4.4 (9.4) 10.2 5.0
OneSteel Ltd OST.AX 2H 1,279 AUD 2.11 2.10 (0%) 16.1 7.7 10.6 8.2 5.2 5.9 0.5 0.5 0.5
Sims Group Ltd SGM.AX 3H 2,297 AUD 18.39 12.00 (35%) 15.1 17.5 15.3 7.7 6.7 6.2 1.1 1.0 0.9
North America        
AK Steel Holding Corp AKS.N 2S 766 USD 6.91 9.00 30% 11.1 (13.4) 7.2 7.6 18.8 6.8 0.8 0.9 0.8
Allegheny Technologies  ATI.N 2S 2,006 USD 20.58 26.00 26% 9.9 10.3 5.6 6.2 6.7 4.4 1.0 1.0 0.9
Cliffs Natural Resources  CLF.N 1S 1,597 USD 14.07 34.00 142% 9.9 14.1 4.3 5.7 4.2 2.4 0.9 0.9 0.8
Commercial Metals Co CMC.N 1S 1,193 USD 10.62 16.00 51% 16.7 12.0 6.1 7.9 5.2 3.8 0.8 0.8 0.7
Carpenter Technology  CRS.N 2S 645 USD 14.64 24.00 64% 12.7 6.5 5.9 6.9 2.9 2.6 0.8 0.8 0.7
Gerdau Ameristeel Corp GNA.N 1S 1,338 USD 3.09 9.00 191% 7.5 26.1 3.9 5.4 6.8 3.2 0.5 0.5 0.4
Nucor Corporation NUE.N 2H 11,767 USD 37.47 36.00 (4%) 9.1 58.0 12.5 4.8 10.4 5.1 1.5 1.5 1.5
Steel Dynamics Inc STLD.O 1S 1,363 USD 7.49 15.00 100% 10.0 51.4 4.2 6.7 9.3 4.0 0.8 0.9 0.8
United States Steel  X.N 1S 2,291 USD 19.72 37.00 88% 6.5 (40.8) 4.9 4.3 5.7 2.8 0.5 0.5 0.5
Asia Pacific & Japan        
Dongkuk Steel Mill 001230.KS 3H 1,028 KRW 23,300 17,000 (27%) 11.6 5.2 4.9 2.5 2.8 2.8 0.6 0.5 0.5
Hyundai Steel 004020.KS 3H 2,426 KRW 40,050 25,000 (38%) 5.9 6.6 7.1 3.9 5.4 5.8 0.7 0.6 0.6
POSCO 005490.KS 1M 22,212 KRW 357,000 454,000 27% 8.1 7.9 6.8 3.9 3.3 2.8 1.2 1.0 0.9
Maanshan Iron and Steel 0323.HK 3M 2,623 HKD 2.64 1.84 (30%) 9.3 7.3 8.3 4.8 4.8 4.6 0.7 0.7 0.7
Angang Steel 0347.HK 3M 7,048 HKD 7.55 4.60 (39%) 10.4 10.1 7.7 6.4 4.8 3.7 0.8 0.8 0.7
Nippon Steel 5401.T 2H 16,854 JPY 257.0 260.0 1% 13.8 3937.0 21.4 4.6 6.1 4.4 0.9 1.0 0.9
Sumitomo Metal  5405.T 1M 9,622 JPY 199.0 250.0 26% 15.0 19.0 10.2 6.1 5.3 4.3 1.1 1.1 1.0
Kobe Steel 5406.T 2H 3,787 JPY 121.0 130.0 7% 24.0 (13.7) 28.5 3.7 4.7 3.9 0.7 0.7 0.7
Nisshin Steel 5407.T 2H 1,586 JPY 168.0 130.0 (23%) 14.0 12.8 9.8 2.4 1.3 1.2 0.4 0.4 0.4
JFE Holdings 5411.T 1M 12,067 JPY 2,175 2,500 15% 14.5 21.6 12.1 4.8 5.0 4.4 0.9 0.9 0.8
Tokyo Steel 5423.T 2H 1,466 JPY 944.0 900.0 (5%) 6.4 11.3 95.1 0.7 1.2 2.5 0.6 0.5 0.5
Daido Steel 5471.T 2H 1,140 JPY 252.0 300.0 19% (1014.9) (127.9) 28.1 8.9 8.9 7.7 0.6 0.6 0.6
Sanyo Special Steel 5481.T 2H 406 JPY 241.0 300.0 24% 46.3 53.4 11.9 5.8 4.8 3.9 0.4 0.4 0.4
Wuhan Iron And Steel 600005.SS 3M 7,645 CNY 6.66 4.20 (37%) 13.4 11.8 9.1 8.4 6.7 5.5 1.7 1.7 1.5
Baoshan Iron & Steel 600019.SS 3M 14,645 CNY 5.71 4.30 (25%) 16.5 8.5 6.2 5.9 3.0 2.2 1.1 1.0 0.9
JSW Steel JSTL.BO 3H 691 INR 186.7 185.0 (1%) 13.1 3.8 4.0 6.9 4.2 4.7 0.5 0.4 0.4
Sesa Goa SESA.BO 3H 1,357 INR 87.10 75.00 (14%) 5.8 4.8 6.6 3.4 1.9 2.1 1.7 1.3 1.1
Tata Steel TISC.BO 3H 2,547 INR 176.1 125.0 (29%) 9.2 3.2 4.6 5.3 0.3 (0.5) 0.5 0.4 0.4
Steel     9.6 11.5 9.9 5.7 5.4 4.8 1.0 1.2 1.0

Source: Citi Investment Research and Analysis estimates; Priced as of 25 March 2009 
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Figure 20. SAIL – Operating Data 

YE March 31 FY05 FY06 FY07 FY08 FY09E FY10E FY11E
Average Rs/US$ Rate 44.9 44.3 45.3 40.2 46.0 48.0 47.0
HRC (US$/t) 566 448 545 608 740 550 450
Volumes (m tonnes)   
Saleable steel produced 11.03 12.05 12.58 13.04 12.16 12.52 13.20
Saleable steel sold 10.76 11.31 11.87 12.31 10.91 11.68 12.69

Source: Company Reports, Citi Investment Research and Analysis estimates 

 

Figure 21. SAIL – Profit and Loss Statement (Rs m) 

YE March 31 FY05 FY06 FY07 FY08 FY09E FY10E FY11E
Steel Gross Sales 318,050 322,798 391,887 455,553 451,181 364,163 357,981
Other Sales (Finished Prods 
Consumed Internally) 

2,850 4,280 4,100 4,908 3,436 3,264 3,101

Total Gross Sales  320,900 327,078 395,987 460,462 454,617 367,427 361,082
Excise duty 32,822 44,194 52,655 60,469 45,462 22,046 21,665
Net sales 288,079 282,883 343,331 399,993 409,155 345,382 339,417
Other revenues 5,040 5,892 7,797 6,463 5,500 5,500 7,000
Total net sales  293,118 288,775 351,128 406,455 414,655 350,882 346,417
Operating expenses  186,698 220,384 249,574 289,358 331,513 279,570 279,174
Operating profit 106,420 68,391 101,554 117,098 83,143 71,312 67,243
Other income 4,553 5,417 8,113 12,454 18,792 13,237 5,356
EBITDA 110,974 73,808 109,667 129,552 101,935 84,549 72,599
EBITDA margin (%) 38% 26% 31% 32% 25% 24% 21%
EBITDA/tonne 10,315 6,525 9,239 10,520 9,347 7,239 5,722
Depreciation 11,270 12,073 12,115 12,355 12,750 12,850 14,769
PBIT 99,704 61,735 97,552 117,197 89,185 71,699 57,831
Interest 6,051 4,678 3,321 2,509 2,995 2,945 4,990
PBT  93,654 57,057 94,231 114,687 86,190 68,754 52,840
Total Tax 25,484 16,928 32,208 39,320 28,874 22,689 16,909
Effective tax rate (%) 27% 30% 34% 34% 34% 33% 32%
Reported PAT 68,170 40,130 62,023 75,368 57,316 46,065 35,931

Source: Company Reports, Citi Investment Research and Analysis estimates 

 

Financial Summary
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Figure 22. SAIL – Balance Sheet (Rs m) 

YE March 31 FY05 FY06 FY07 FY08 FY09E FY10E FY11E
Net fixed Assets 128,516 129,201 127,962 139,609 176,859 274,009 412,430
Gross Block 280,435 293,605 299,127 309,227 321,313 323,313 475,313
Acc. Depreciation 155,584 171,983 183,150 193,514 206,264 219,114 233,882
Net Block 124,851 121,621 115,977 115,713 115,049 104,199 241,430
CWIP 3,665 7,579 11,985 23,896 61,810 169,810 171,000
Investments 6,067 2,920 5,138 5,382 5,382 5,382 5,382
Current Assets 143,336 156,308 203,786 263,176 279,893 205,283 122,475
Inventories 42,207 62,101 66,515 68,572 80,164 64,402 63,626
Debtors 19,085 18,817 23,148 30,481 31,387 27,441 26,967
Cash And Bank Balance 61,321 61,726 96,098 137,594 142,745 88,843 8,284
Other current assets 1,422 855 1,526 2,731 2,800 2,800 2,800
Loans & Advances 19,302 12,809 16,500 23,798 22,798 21,798 20,798
Current Liabilities and 
provisions 

101,661 106,752 109,115 131,988 141,289 127,085 121,532

Sundry Creditors 22,075 24,274 25,451 29,816 34,764 25,286 24,921
Other Liabilities 25,732 27,643 28,527 34,194 35,000 36,000 37,000
Provision for Dividend 8,477 3,532 7,249 8,690 12,081 9,665 6,766
Provision for Taxation 7,481 1,869 448 382 1,444 1,134 845
Other provisions 37,896 49,435 47,441 58,906 58,000 55,000 52,000
Misc Expenditure  2,949 2,158 1,292 595 595 595 595
Overall Capital employed 179,208 183,835 229,063 276,774 321,440 358,184 419,350
   
Shareholders Funds 103,067 126,014 173,132 230,636 275,870 312,271 341,437
Share capital 41,304 41,304 41,304 41,304 41,304 41,304 41,304
Reserves and surplus 61,763 84,710 131,828 189,332 234,566 270,967 300,133
Loan Funds 57,698 42,976 41,805 30,452 29,452 29,452 61,452
Deferred tax liability 18,443 14,845 14,127 15,686 16,117 16,461 16,461
Total sources of Funds 179,208 183,835 229,063 276,774 321,440 358,184 419,350

Source: Company Reports, Citi Investment Research and Analysis estimates 

 

Figure 23. SAIL – Cash Flow Statement (Rs m) 

YE March 31 FY05 FY06 FY07 FY08 FY09E FY10E FY11E
Cash from operations 88,995 39,520 56,329 83,782 49,044 57,887 49,930
Cash flow from investments -2,865 -3,372 -5,875 -11,399 -31,208 -96,763 -147,834
Cash flow from financing -45,166 -35,743 -16,082 -30,887 -12,685 -15,027 17,344
Net cash flow 40,963 405 34,372 41,496 5,151 -53,902 -80,559

Source: Company Reports, Citi Investment Research and Analysis estimates 

 

Figure 24. SAIL – Stock Metrics and Ratios 

YE March 31 FY05 FY06 FY07 FY08 FY09E FY10E FY11E
No. of shares (m) 4,130 4,130 4,130 4,130 4,130 4,130 4,130
EPS (Rs) 16.5 9.7 15.0 18.2 13.9 11.2 8.7
Book value per share (Rs) 25.0 30.5 41.9 55.8 66.8 75.6 82.7
Net Debt/EBITDA (x) 0.0 -0.3 -0.5 -0.8 -1.1 -0.7 0.7
Total debt/Net worth (x) 0.6 0.3 0.2 0.1 0.1 0.1 0.2
Net debt/equity (x) 0.0 -0.1 -0.3 -0.5 -0.4 -0.2 0.2
ROE (%) 66% 32% 36% 33% 21% 15% 11%
ROCE (%) 41% 24% 29% 28% 19% 14% 10%
Total dividend (Rs m) 15,483 9,419 14,784 17,881 12,081 9,665 6,766
DPS (Rs) 3.3 2.0 3.1 3.7 2.5 2.0 1.4
Dividend payout (%) 23% 23% 24% 24% 21% 21% 19%

Source: Company Reports, Citi Investment Research and Analysis estimates 
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Quant View - Contrarian 

SAIL lies in the contrarian quadrant of our value-momentum map with a strong 
relative valuation and poor momentum scores. With recent positive earnings 
revisions and a steadily strengthening long-term price momentum, the 
composite momentum though still weak overall, has improved lately. The 
relative valuation score continues to look cheap. The stock’s migration within 
the contrarian quadrant can be attributed to the steady improvement of the 
stock’s long-term price momentum. 

In both the India market and the Metals & Mining sector, SAIL ranks higher 
than its peers on the valuation front but lags behind its peers on the 
momentum front. 

From a systematic macro exposure analysis, SAIL being a high beta stock will 
outperform in rising markets. Moreover, the stock favours narrowing US credit 
spreads; rising interest rates in Asia and falling yields in the emerging markets. 

Figure 25. Radar Quadrant Chart History  Figure 26. Radar Valuation Momentum Ranks 
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Figure 27. Radar Model Inputs 

IBES EPS (Actual and Estimates) 
FY(-2) 9.86 Implied Trend Growth %  (0.6)
FY(-1) 15.16 Trailing PE (x) 4.8 
FY0 18.39 Implied Cost of Debt (%) 8.28 
FY1 13.93 StdMktCap 0.14 
FY2 10.08   
 

Source: Worldscope, I/B/E/S 

Figure 28. Macro Sensitivity 

Region 1.88 Commodity ex Oil 0.26
Local Market 1.07 Rising Oil Prices 0.18
Sector 0.66 Rising Asian IR's 0.61
Growth Outperforms Value (0.47) Rising EM Yields (0.65)
SmallCaps Outperform LargeCaps  0.28 Weaker US$ (vs Asia) 1.11
Widening US Credit Spreads (0.44) Weaker ¥ (vs US$) (0.27)
 

Source: Citigroup Investment Research 
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Rader Screen Quadrant Definitions 

Glamor 
Poor relative value but 
superior relative 
momentum 

Attractive 
Superior relative value 
and superior relative 
momentum 

Unattractive 
Poor relative value and 
poor relative momentum 

Contrarian 
Superior relative value 
but poor relative 
momentum 
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We have a cautious view on the Indian steel stocks as we expect an extended 
global slowdown, declining global steel prices and falling margins. The India 
fiscal stimulus package would help demand but with a lag and China's stimulus 
package cannot offset worsening trends in other markets. Both Tata Steel and 
JSW Steel are highly leveraged, increasing their risk in the downturn that we 
envisage. SAIL has net cash, sells almost all its output in the domestic market, 
offers steady growth and has potential for further cost cutting. Hence it is our 
favoured steel play in India. 

Domestic prices – flattish in the last few months 

Indian steel prices are linked to global prices and despite better domestic 
demand in recent months; prices have not recovered due to the threat of 
imports. We expect some more weakness in global prices. Alex Hacking, our 
Latin American steel analyst feels that a collapse of global production 
discipline has emerged as a key concern for investors. He states that cheap 
Russian steel ($400/t HRC) is a threat to all markets and Chinese inventory is 
building. Domestic HRC steel prices have come off from Rs30,000-32,000/t at 
end-November to Rs24,000-25,000/t currently. Producers and steel users 
seem to feel that prices have bottomed and re-stocking is underway.  

Figure 29. European HRC prices (US$/t)  Figure 30. European Rebar prices (US$/t) 
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Demand – picking up due to restocking 

Provisional data indicates that India's steel demand has recovered with YoY 
growth hitting ~4% in February 2009. Monthly steel demand has moved 
erratically during FY09. Demand growth during 1H FY09 (Apr-Sep 2008) was 
5%, good, but lower than the 11-14% p.a. growth in the past three years. Over 
September–December 2008 period the industry reported negative monthly YoY 
demand growth ranging from 13-18%. The de-growth in demand during 
September-December 2008 was largely due to: 1) large scale destocking as 
customers had built up inventories and waited for high steel prices to correct, 
and 2) a slowdown across almost all user segments.  

India Steel Outlook
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Figure 31. India – Domestic Steel production and Consumption  

 Feb-09 Apr08-Feb 09 Apr08-Jan 09 FY08 
 m tonnes YoY chg m tonnes YoY chg m tonnes YoY chg m tonnes YoY chg 
Total production 4.5 2.6% 48.3 0.8% 43.9 0.6% 52.7 6.0%
Imports 0.5 5.7% 5.0 -18.0% 4.5 -19.9% 6.5 45.9%
Exports 0.3 -16.1% 3.2 -23.8% 3.0 -24.4% 4.6 -6.0%
Inter plant Transfer/Stock Variation 0.5 - 6.3 - 5.8 - 5.5 -
Total consumption 4.3 4.1% 43.9 -2.5% 39.6 -3.2% 49.0 10.6%

Source: Joint Plant Committee, Citi Investment Research 

 
Domestic steel demand improved in January and February 2009, but steel 
demand YTD (April 2008 to Feb 2009) declined 2.5% YoY. The improvement in 
steel demand in the past two months has come from: 1) the infrastructure 
sector – due to pressure to speed up ongoing government-funded 
infrastructure projects, 2) better demand from rural India, and 3) consumers 
believing steel prices are close to their bottom – leading to inventory restocking. 
The general consensus is that while better steel demand is a relief, most 
people are unconvinced of its sustainability, except in government-funded 
projects/infrastructure sector.  

Figure 32. India – Domestic steel demand-supply 

YE March 31 FY 01 FY 02 FY03 FY04 FY05 FY06 FY07 FY08 FY09E FY10E
Finished Steel Production 29.27 30.64 33.67 36.96 40.06 44.54 49.70 52.66 53.30 57.40
Growth (%) 7.7% 4.7% 9.9% 9.8% 8.4% 11.2% 11.6% 6.0% 1.2% 7.7%
Imports 1.42 1.27 1.51 1.54 2.11 3.85 4.44 6.47 5.45 3.82
Exports 2.66 2.70 4.51 4.84 4.38 4.48 4.89 4.60 3.49 3.60
Inter plant Transfer/Stock 
Variation 

1.49 1.76 1.78 2.49 3.39 4.73 4.91 5.51 6.82 7.00

Finished Steel Consumption 26.53 27.44 28.90 31.17 34.39 39.19 44.33 49.02 48.45 50.62
Growth (%) 5.7% 3.4% 5.3% 7.9% 10.3% 13.9% 13.1% 10.6% -1.2% 4.5%

Source: JPC, Industry Reports, Citi Investment Research and Analysis estimates 

 
Domestic steel majors are adopting the following strategies to raise volumes: 1) 
import substitution, 2) improved product mix – greater stress on downstream 
products, 3) increasing semi-urban and rural focus, and 4) capturing market 
share of higher cost producers who have shut down/cut production. 

Some delays in steel expansions 

Due to the sluggish outlook for steel in international markets and likely 
downside to prices, many steel producers are going slow with their expansion 
plans. For example, companies such as Tata Steel, SAIL and JSW Steel, have 
pushed forward their steel expansion completion dates from 2009-10 to 2011-12. 
They are going ahead with brownfield expansions but they are not aggressively 
pursuing greenfield projects. Companies are taking the opportunity to re-
negotiate capex costs and are hopeful of lowering these by 10-20%. 

Focus shifting to leverage from raw material self-sufficiency 

When the cycle was in an upswing, raw material prices were rising substantially 
and the key focus of companies and investors was on raw material integration. 
With the reversal of the steel cycle, the value of raw material integration has 
diminished as raw material prices are declining. Thus we shift focus from raw 
materials to leverage and as a theme prefer companies with a strong balance 
sheet, higher domestic market exposure, and avoid those with high debt levels 
and aggressive near term funding requirements. 
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With weaker steel prices, raw material prices have also been falling. This will 
benefit SAIL in case of coking coal, as it purchases around 70% of its coking 
coal from the international market and about 20-25% from domestic sources. 
On a consolidated basis, Tata Steel can source 20% of its iron and 15% of its 
coking coal from its own mines. On the other hand, JSTL is only able to meet 
22% of its iron ore needs and does not have access to captive coal. 

Indian companies acquiring assets abroad 

There has hardly been any recent M&A activity in the domestic steel industry. 
However prior to FY09, we saw Indian companies scouting for and acquiring 
targets abroad. For example: Tata Steel's acquisition of Corus, NatSteel and 
Tata Steel Thailand; and JSW Steel's acquisition of plate and pipe capacity in 
the USA. 

Foreign acquisitions were driven by the search for advanced technology and 
broader markets (Tata Steel-Corus); and also value addition (JSW Steel). We 
expect acquisitions by Indian companies to slow down given the high level of 
indebtedness for majors such as Tata Steel and JSW Steel, the weak economic 
outlook, and hardly any benefit from acquiring mining assets. 
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Analysis of steel demand and outlook 

We recently spoke to manufacturers and dealers of steel, as well as CIRA 

analysts, to better understand the main sources of consumption, and current 

and future demand trends,. In the absence of definitive industry data for a 

breakdown in demand we rely on anecdotal data provided by our sources. 

Construction/infrastructure accounts for 60% of domestic steel demand, 
followed by engineering (30%) and the auto sector (5-8%). While sectors such 
as infrastructure/construction and power saw some demand weakness, they 
were relatively stable. The slowdown in the steel sector during Oct-Dec 2008 
was driven by general engineering, real estate (10-15%) and the auto sector. 
We also learnt that demand for long steel products (used mainly for 
construction) was holding up better than flat products (used for general 
engineering, auto and cap goods). 

Figure 33. Sector wise steel consumption   Figure 34. Product wise steel consumption 
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Source: Industry sources, Citi Investment Research   Source: Industry sources, Citi Investment Research  

Figure 35. Examples of sector usage  Figure 36. Examples of product usage 
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Construction/Infrastructure (60% of steel demand) 

This segment includes demand from projects (infrastructure, railways, power, 
airports, ports, transport of petroleum and water) and real estate. This segment 
largely uses long products. 

Projects (45-50% of steel demand) 

We saw a slight slowdown in some projects in Sep-Oct 2008 due to a slowdown 
in credit. Since January there has been some pick-up in long steel demand for 
the construction sector in case of ongoing government funded projects and the 
growth in roads, railways, airports and ports continues. Future growth is 
dependent on the outcome of general election. It is difficult to calculate the 

Demand from the on-going government 

projects has been fairly stable. Future 

growth and demand from new projects 

would depend on the election outcome. 
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extent of steel demand from projects going forward. Project demand could dry 
up if ongoing projects get completed and no new projects are announced. 

 Infrastructure: There appears to be a region-wise variation in demand in the 
infrastructure sector, with hardly any slowdown in the north and continuing 
steady demand in the east. There was a significant slowdown in the west and 
the south, particularly in cities such as Mumbai and Pune. However, 
demand has also picked up in the past few months due to orders placed by 
government/semi-government organizations such as the railways, municipal 
corporations in Mumbai and Pune, infrastructure projects such as the 
Mumbai Metro. 

 Power: Our power analyst, Venkatesh Balasubramaniam states that power 
capex is still holding up but with a short-term slowdown because of 
imminent elections. Post elections power capex cycle revival is contingent 
on who comes to power at the centre and how focused that political party is 
on infrastructure capex. While India’s power capex is a multi-year theme, we 
expect power/industrial capex will slow over the next three quarters. 

Real estate demand (10-15% of steel demand) 

 Anecdotally while real estate demand in tier 2 and 3 cities and rural areas is 
holding up, urban real estate demand is down by some 30-35% and urban 
demand is not expected to get better in the next 6-9 months. Urban housing 
involves more vertical construction and hence uses more steel than rural 
houses which tend to be horizontal. The per capita consumption of steel 
varies from 3-5kgs per square foot, going up as high as 8-10kgs as buildings 
become taller, depending on the load factor. 

 Though government efforts to lower interest rates, boost affordable housing, 
and developers starting to cut prices are positive measures, our real estate 
analyst, Ashish Jagnani believes these may be insufficient to stimulate 
residential demand over next few quarters given rising job insecurity across 
sectors, particularly IT/BPO. For instance, PSU banks’ disbursal of home 
loans <Rs2m in past 2-months, after lowering rates, is only ~Rs15.5bn i.e. 
0.6% of outstanding home loans in Dec 2008, is insignificant. 

 Better demand from the rural sector has led to most companies changing 
focus to concentrate on this market, however it is not clear whether this will 
be adequate to meet the shortfall in other segments or be sustainable over 
the long term. 

Manufacturing and Engineering (30% of steel demand) 

This segment has seen significant slowdown in the past few months and largely 
consumes flat products. It includes fabrication, boiler, wagons, locomotives, 
shipbuilding, agricultural equipment, packaging and containers. While there is 
near-term visibility, steel producers are uncertain whether this will grow as 
overall volumes continue to be stagnant in case of flat products. 

 Companies such as L&T and ABB have reported their lowest order inflow 
growth in the past 11 and 28 quarters respectively. L& T's order inflow fell 
12% in the Dec quarter and ABB's order inflow fell 37% YoY as ABB 
decided to withdraw from rural electrification works and some large 
substation orders were deferred until the next quarter. 

Figure 37. India – Home Loans Outstanding 
(Quarterly) and YoY Growth 
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Figure 38. India – Capital Goods Trends (% YoY) 
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 Private capex and fixed asset investment have declined. Citi's capital goods 
team (Venkatesh Balasubramaniam and Deepal Delivala) expect at least 
three more quarters of YoY order inflow de-growth given a spate of order 
cancellations/deferments. While cement sector investment continues, we 
have seen postponements in expansion plans in the steel sector. For 
example, companies such as Tata Steel, SAIL and JSW Steel, have pushed 
forward their steel expansion completion dates from 2009-2010 to 2011-
2012. Companies are also taking the opportunity to re-negotiate capex costs 
and are hopeful of lowering these by 15-20%. 

 Our economics team (Rohini Malkani & Anushka Shah) is of the view that 
while the current capex cycle is far healthier than the one in the 1990s, the 
strong headwinds are taking their toll on investments. Although public sector 
investment, which comprises 9% of GDP may hold, private sector 
investment, which is 28.5% of GDP, is decelerating sharply due to 
headwinds on account of higher cost of capital, prolonged working capital 
cycles, slowing demand and limited fiscal maneuverability. 

Automobile sector (5-8% of steel demand) 

Steel demand from the auto sector (one of the largest consumers of flat steel) 
has been depressed in the past few months. Examining trends across the 3 
months (Sept-Nov; to better understand the reasons for demand decline in 
steel) we see that 2 wheeler sales declined 5%, Maruti's car sales declined 
11% (proxy for the sector), whilst M&M's UV sales declined 10%. 

 Auto demand has bounced since mid-Jan due to impact of the arrears to 
government employees due to the pay commission, reduced interest rates 
offered by PSU banks, better demand for tier 2 cities. 

 We expect mixed demand trends for various segments. Our auto team 
forecast 0-2% growth in demand for cars and ~5% for trucks/two wheelers. 
However as trucks consume 6-8x more metal than cars, the overall metal 
consumption is expected to be at the higher end for the auto sector. 

 
.  

Steel Authority of India 

 

Company description 

Steel Authority of India (SAIL) is India's largest integrated steel producer with 
hot metal capacity of 15mtpa and crude steel capacity of 13mtpa. It has five 
integrated steel plants and three special steel plants, mostly located in eastern 
and central India, near its own iron ore, limestone and dolomite mines. SAIL is 
a Public Sector Undertaking in which the Government of India owns 85.8%. It 
plans to expand its capacity gradually, taking its hot metal capacity to 26mtpa 
and saleable steel capacity to 23m tpa by 2012 at a total capex of Rs540bn. 
SAIL also plans to increase its iron ore mining capacity and power capacity 
(through JVs) to match its expansion plans. SAIL makes both flat (52% of 
sales) and long (36%) products. It also makes value added products such as 
pipes, plates and coated products. Alloys and special steels make up about 6% 
of sales. Most of SAIL's output is sold within India and exports account for only 
3% of sales. SAIL's planned capex will also help reduce costs as existing 

Figure 39. India – Total Commercial Vehicle 
Sales Trend 
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facilities are being modernized and upgraded. Once the capex is complete, 
SAIL will move to 100% continuous casting, not producing any steel using the 
twin hearth process and not needing to sell any semi-finished steel. 

 

Investment strategy 

We rate SAIL Buy/Medium Risk (1M) despite an expected decline in profits due 
to our conservative view on steel markets. We prefer SAIL as: 1) it is better 
positioned in the current and expected price environment; 2) it has a net cash 
position; 3) its operations are largely based in India (other majors are more 
exposed to international markets); 4) it offers relative value on EV/EBITDA. 
SAIL's prospective EBITDA margins compare favorably with its domestic peers 
and its EBITDA/tonne is in line with JSW Steel (JSTL) and higher than Tata 
Steel (TSL). SAIL has some flexibility to postpone capex depending on the likely 
steel outlook. We expect SAIL to offer absolute share price returns if steel 
prices remain around current levels and better returns (vs TSL and JSTL) if 
steel prices weaken. However a meaningful upturn in the steel cycle, means it 
would likely underperform TSL and JSTL with higher levels of indebtedness. 
Other concerns include high manpower costs and government ownership, 
which could lead to slower decision making and less pricing freedom as PSUs 
need to abide by certain rules and procedures. Based on some delays to SAIL's 
expansion plans we estimate steel capacity will rise by 16% in FY11 and the 
rest gradually by FY13, with some scope to negotiate lower capex costs. We 
expect sales volumes to fall by 11% in FY09, rise by 7% in FY10E and 9% in 
FY11E. While further technological improvements are likely, we do not expect 
success in acquiring captive coal mines in the near term. 

 

Valuation 

We use EV/EBITDA as our preferred valuation metric for the Indian steel 
companies given the high debt-equity levels for two of the three steel majors 
under coverage. SAIL has traditionally traded at a discount to both Tata Steel 
and JSW Steel based on its history, status as a government company and lower 
volume growth. Our Rs116 target price is based on 12-month forward 
EV/EBITDA of 5x, at a discount to JSTL's target multiple of 5.5x and a premium 
to TSL's target multiple of 4x. SAIL offers lower volume growth than JSTL and 
has a PSU-tag, although both offer largely domestic exposure. The premium to 
TSL accounts for TSL's 60%+ European exposure. SAIL's target EV/EBITDA 
multiple is at a premium to its 3-year average EV/EBITDA of 4.2x but lower than 
peaks of 8-10x. SAIL trades at a discount to global steel peers − currently at 
5.4x CY09 EV/EBITDA. At our target price, the stock would trade at a P/E of 
10.4x. 

 

Risks 

We rate SAIL Medium Risk as opposed to the High Risk rating suggested by our 
quantitative risk-rating system, which tracks 260-day historical share price 
volatility. SAIL's exposure to the Indian market, net cash position and potential 
for cost cutting, warrant a Medium Risk, in our view. Possible downside risk 
factors to our target price are: 1) Further weakness in steel prices; 2) 
Appreciation of the rupee vs the US$; 3) Delays in access to captive iron ore; 
4) Volume growth below forecasts; and 5) Government ownership. 
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Steel, ThyssenKrupp AG, Ternium SA, Usiminas, voestalpine AG, United States Steel Corporation. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other business units, the 
Private Client Division, Institutional Sales and Trading, and Investment Banking. 

The Firm is a market maker in the publicly traded equity securities of Nippon Steel, Sumitomo Metal Industries, Kobe Steel, ArcelorMittal South Africa Ltd, Companhia 
Siderurgica Nacional, Steel Dynamics Inc, Usiminas. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research product ("the Product"), 
please contact Citi Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the same important disclosures, 
with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at www.citigroupgeo.com. Private 
Client Division clients should refer to www.smithbarney.com/research. Valuation and Risk assessments can be found in the text of the most recent research note/report 
regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request. 

Citi Investment Research Ratings Distribution    
Data current as of 31 Dec 2008 Buy Hold Sell
Citi Investment Research Global Fundamental Coverage 46% 37% 17%

% of companies in each rating category that are investment banking clients 48% 43% 38%
Guide to Fundamental Research Investment Ratings: 
Citi Investment Research's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of Citi Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and 
risk rating. 

For securities in developed markets (US, UK, Europe, Japan, and Australia/New Zealand), investment ratings are:Buy (1) (expected total return of 10% or more for Low-Risk 
stocks, 15% or more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15% 
for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). 

For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are:Buy (1) (expected total return of 15% or 
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for Low-
Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 10% 
or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 
Guide to Corporate Bond Research Credit Opinions and Investment Ratings: Citi Investment Research's corporate bond research issuer publications include a fundamental 
credit opinion of Improving, Stable or Deteriorating and a complementary risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding the credit risk of the 
company featured in the report. The fundamental credit opinion reflects the CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to 
securities market vagaries. The fundamental credit opinion is not geared to, but should be viewed in the context of debt ratings issued by major public debt ratings 
companies such as Moody's Investors Service, Standard and Poor's, and Fitch Ratings. CBR risk ratings are approximately equivalent to the following matrix: Low Risk 
Triple A to Low Double A; Low to Medium Risk High Single A through High Triple B; Medium to High Risk Mid Triple B through High Double B; High to Speculative Risk Mid 
Double B and Below. The risk rating element illustrates the analyst's opinion of the relative likelihood of loss of principal when a fixed income security issued by a company 
is held to maturity, based upon both fundamental and market risk factors. Certain reports published by Citi Investment Research will also include investment ratings on 
specific issues of companies under coverage which have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of Citi Investment 
Research's expectations for total return, relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are: 
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Buy/Overweight the bond is expected to outperform the relevant Citigroup bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market), 
performances of which are updated monthly and can be viewed at http://sd.ny.ssmb.com/ using the "Indexes" tab; Hold/Neutral Weight the bond is expected to perform in 
line with the relevant Citigroup bond market sector index; or Sell/Underweight the bond is expected to underperform the relevant sector of the Citigroup indexes. 

OTHER DISCLOSURES 

The subject company's share price set out on the front page of this Product is quoted as at 25 March 2009 04:00 PM on the issuer's primary market. 

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Hyundai Steel, POSCO, Nippon Steel, Kobe Steel, JFE Holdings, Allegheny 
Technologies Incorporated, Severstal, Commercial Metals Co, Companhia Siderurgica Nacional, Gerdau SA, Gerdau Ameristeel Corporation, ArcelorMittal, OneSteel Ltd, Vale 
(Preferred), SSAB Svenskt Stal AB, Tata Steel, ThyssenKrupp AG, Usiminas, United States Steel Corporation. (For an explanation of the determination of significant financial 
interest, please refer to the policy for managing conflicts of interest which can be found at www.citigroupgeo.com.) 

Citigroup Global Markets Inc. or its affiliates beneficially owns 5% or more of any class of common equity securities of POSCO, Angang Steel, Vale (Preferred). 

Citigroup Global Markets Inc. or its affiliates beneficially owns 2% or more of any class of common equity securities of Bluescope Steel Ltd, Fortescue Metals Group Ltd, 
Nucor Corporation, United States Steel Corporation. 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 
Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities transactions in a manner inconsistent with 
the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Citigroup Global Markets Inc. or its affiliates acts as a corporate broker to Severstal. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures 
section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to, 
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies. However, it should be 
presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without 
notice. Prices and availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the 
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Investment Research does not set a 
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Investment Research to provide research coverage of 
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for 
informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the 
Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and 
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in 
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed 
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in 
certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. 
Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product 
may be placed only through Citigroup Global Markets Inc. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by.  The Product is made 
available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail clients through Citi 
Smith Barney Pty Ltd. (ABN 19 009 145 555 and AFSL No. 240813), Participants of the ASX Group and regulated by the Australian Securities & Investments 
Commission.  Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty 
Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through 
bankers and relationship managers.  If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the 
Citigroup Private Bank in Australia.  Citigroup companies may compensate affiliates and their representatives for providing products and services to clients.  The Product 
is made available in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissão de Valores Mobiliários, BACEN - Brazilian Central Bank, 
APIMEC - Associação Associação dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associação Nacional dos Bancos de Investimento.  Av. 
Paulista, 1111 - 11º andar - CEP. 01311920 - São Paulo - SP.  If the Product is being made available in certain provinces of Canada by Citigroup Global Markets (Canada) 
Inc. ("CGM Canada"), CGM Canada has approved the Product.  Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 2M3.  The Product is made available 
in France by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  1-5 Rue Paul Cézanne, 8ème, Paris, France.  The Product 
may not be distributed to private clients in Germany. The Product is distributed in Germany by Citigroup Global Markets Deutschland AG & Co. KGaA, which is regulated by 
Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin).  Frankfurt am Main, Reuterweg 16, 60323 Frankfurt am Main.  If the Product is made available in Hong Kong by, 
or on behalf of, Citigroup Global Markets Asia Ltd., it is attributable to Citigroup Global Markets Asia Ltd., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong 
Kong.  Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission.  If the Product is made available in Hong Kong by The Citigroup 
Private Bank to its clients, it is attributable to Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong.  The Citigroup Private Bank and Citibank N.A. is 
regulated by the Hong Kong Monetary Authority.  The Product is made available in India by Citigroup Global Markets India Private Limited, which is regulated by Securities 
and Exchange Board of India.  Bakhtawar, Nariman Point, Mumbai 400-021.  The Product is made available in Indonesia through PT Citigroup Securities Indonesia.  5/F, 
Citibank Tower, Bapindo Plaza, Jl. Jend. Sudirman Kav. 54-55, Jakarta 12190.  Neither this Product nor any copy hereof may be distributed in Indonesia or to any Indonesian 
citizens wherever they are domiciled or to Indonesian residents except in compliance with applicable capital market laws and regulations. This Product is not an offer of 
securities in Indonesia. The securities referred to in this Product have not been registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-
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LK) pursuant to relevant capital market laws and regulations, and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens 
through a public offering or in circumstances which constitute an offer within the meaning of the Indonesian capital market laws and regulations.  The Product is made 
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  Foro Buonaparte 16, Milan, 20121, Italy.  If the 
Product was prepared by Citi Investment Research and distributed in Japan by Nikko Citigroup Limited ("NCL"), it is being so distributed under license.  If the Product was 
prepared by NCL and distributed by Nikko Cordial Securities Inc. or Citigroup Global Markets Inc. it is being so distributed under license. NCL is regulated by Financial 
Services Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-
Marunouchi Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan.  In the event that an error is found in an NCL research report, a revised version will be posted 
on Citi Investment Research's Global Equities Online (GEO) website.  If you have questions regarding GEO, please call (81 3) 6270-3019 for help.  The Product is made 
available in Korea by Citigroup Global Markets Korea Securities Ltd., which is regulated by Financial Supervisory Commission and the Financial Supervisory 
Service.  Hungkuk Life Insurance Building, 226 Shinmunno 1-GA, Jongno-Gu, Seoul, 110-061.  The Product is made available in Malaysia by Citigroup Global Markets 
Malaysia Sdn Bhd, which is regulated by Malaysia Securities Commission.  Menara Citibank, 165 Jalan Ampang, Kuala Lumpur, 50450.  The Product is made available in 
Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero Banamex ("Accival") which is a wholly owned subsidiary of Citigroup 
Inc. and is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F.  In New Zealand the Product is made available through 
Citigroup Global Markets New Zealand Ltd. (Company Number 604457), a Participant of the New Zealand Exchange Limited and regulated by the New Zealand Securities 
Commission.  Level 19, Mobile on the Park, 157 Lambton Quay, Wellington.  The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is regulated 
by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 4889, Karachi-74200.  The Product is made 
available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego.  Bank Handlowy w 
Warszawie S.A. ul. Senatorska 16, 00-923 Warszawa.  The Product is made available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking 
activities in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian Federation and brokerage activities in 
accordance with the license issued by the Federal Service for Financial Markets.  Neither the Product nor any information contained in the Product shall be considered as 
advertising the securities mentioned in this report within the territory of the Russian Federation or outside the Russian Federation.  The Product does not constitute an 
appraisal within the meaning of the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation.  8-
10 Gasheka Street, 125047 Moscow.  The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd., a Capital Markets Services Licence 
holder, and regulated by Monetary Authority of Singapore.  1 Temasek Avenue, #39-02 Millenia Tower, Singapore 039192.  The Product is made available by The Citigroup 
Private Bank in Singapore through Citibank, N.A., Singapore branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore.  Citigroup Global 
Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 
2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services 
Board.  The investments and services contained herein are not available to private customers in South Africa.  The Product is made available in Spain by Citigroup Global 
Markets Limited, which is authorised and regulated by Financial Services Authority.  29 Jose Ortega Y Gassef, 4th Floor, Madrid, 28006, Spain.  The Product is made 
available in Taiwan through Citigroup Global Markets Taiwan Securities Company Ltd., which is regulated by Securities & Futures Bureau.  No portion of the report may be 
reproduced or quoted in Taiwan by the press or any other person.  No. 8 Manhattan Building, Hsin Yi Road, Section 5, Taipei 100, Taiwan.  The Product is made available in 
Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand.  18/F, 22/F and 29/F, 82 North Sathorn 
Road, Silom, Bangrak, Bangkok 10500, Thailand.  The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board.  Tekfen Tower, 
Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey.  The Product is made available in U.A.E. by Citigroup Global Markets Limited, which is authorised 
and regulated by the Dubai Financial Services Authority.  DIFC, Bldg 2, Level 7, PO Box 506560, Dubai, UAE.  The Product is made available in United Kingdom by Citigroup 
Global Markets Limited, which is authorised and regulated by Financial Services Authority.  This material may relate to investments or services of a person outside of the UK 
or to other matters which are not regulated by the FSA and further details as to where this may be the case are available upon request in respect of this material.  Citigroup 
Centre, Canada Square, Canary Wharf, London, E14 5LB.  The Product is made available in United States by Citigroup Global Markets Inc, which is regulated by NASD, NYSE 
and the US Securities and Exchange Commission.  388 Greenwich Street, New York, NY 10013.  Unless specified to the contrary, within EU Member States, the Product is 
made available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.  Many European regulators require that a firm must establish, 
implement and make available a policy for managing conflicts of interest arising as a result of publication or distribution of investment research. The policy applicable to 
Citi Investment Research's Products can be found at www.citigroupgeo.com.  Compensation of equity research analysts is determined by equity research management and 
Citigroup's senior management and is not linked to specific transactions or recommendations.  The Product may have been distributed simultaneously, in multiple formats, 
to the Firm's worldwide institutional and retail customers.  The Product is not to be construed as providing investment services in any jurisdiction where the provision of 
such services would not be permitted. Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value 
and investors may get back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed 
the amount invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject to 
change. If in doubt, investors should seek advice from a tax adviser.  The Product does not purport to identify the nature of the specific market or other risks associated 
with a particular transaction.  Advice in the Product is general and should not be construed as personal advice given it has been prepared without taking account of the 
objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the appropriateness of the advice, 
having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the client's responsibility to obtain the relevant offer 
document for the product and consider it before making a decision as to whether to purchase the product. 

© 2009 Citigroup Global Markets Inc. (© Nikko Citigroup Limited, if this Product was prepared by it). Citi Investment Research is a division and service mark of Citigroup 
Global Markets Inc. and its affiliates and is used and registered throughout the world. Citi and Citi with Arc Design are trademarks and service marks of Citigroup Inc and 
its affiliates and are used and registered throughout the world. Nikko is a registered trademark of Nikko Cordial Corporation. All rights reserved. Any unauthorized use, 
duplication, redistribution or disclosure is prohibited by law and will result in prosecution. Where included in this report, MSCI sourced information is the exclusive property 
of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any other MSCI intellectual property may not be 
reproduced, redisseminated or used to create any financial products, including any indices. This information is provided on an "as is" basis. The user assumes the entire 
risk of any use made of this information. MSCI, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim 
all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the 
foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages 
of any kind. MSCI, Morgan Stanley Capital International and the MSCI indexes are services marks of MSCI and its affiliates. The information contained in the Product is 
intended solely for the recipient and may not be further distributed by the recipient. The Firm accepts no liability whatsoever for the actions of third parties. The Product 
may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm, the Firm has not reviewed 
the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no responsibility for, and makes no representations 
or warranties whatsoever as to, the data and information contained therein. Such address or hyperlink (including addresses or hyperlinks to website material of the Firm) is 
provided solely for your convenience and information and the content of the linked site does not in anyway form part of this document. Accessing such website or following 
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such link through the Product or the website of the Firm shall be at your own risk and the Firm shall have no liability arising out of, or in connection with, any such 
referenced website. 

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST 

 


