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 Sell: Cloudy PRC Steel Outlook Casts A Shadow    
  

 Maintain Sell — The stock has had a stellar run, rising 160% ytd 
(outperforming the Sensex by 97%) on: 1) a 75% surge in spot iron ore prices 
vs. April 2009 lows, 2) China momentum, and 3) the well-timed, EPS-accretive 
Dempo acquisition. Will the party continue? We think not given recent 
downward trends in spot iron ore and Chinese steel prices. Sesa Goa trades 
above peak multiples at 9.8x FY11E P/E. We maintain a Sell rating but lower 
our risk rating to Medium (from High) to reflect its stronger earnings outlook. 

 China matters; Near-term cautious outlook — Sesa Goa sells 85% of its ore to 
China, which is key to its performance. We view China as starting to overstock steel 
and prices are down 10%-15% from the peak. Chinese steel prices are now below 
our marginal cost of production, putting pressure on near-term iron ore prices.  

 Forecasts raised; Ore pricing based on forward curve — We raise FY10E-FY11E 
PAT by 51%-91% to incorporate higher spot and FY11E contract prices, and the 
Dempo acquisition. CIRA’s global commodities analyst expects contract prices to 
rise 15% in FY11E (vs. -16.5% earlier). We assume a 10% hike in FY11E 
contracts and a 5% hike in spot given recent trends and the forward swap curve.  

 DCF-based TP of Rs203 (using SOTP) — Our DCF value for Sesa Goa 
(standalone) is Rs159/sh and Rs38/sh for Dempo. Sesa Industries at 5x 
EV/EBITDA adds Rs6/sh. At our TP, the stock would trade at a cash adjusted 
consolidated Sept-10E PE of 8x. We view the 20%-35% discount to global majors 
as justified given its dependence on China and high proportion of spot sales.  

 Risks — 1) Improvement in Chinese steel and iron ore, 2) Higher ocean freight, 
and 3) Favorable duties. A 1% change in avg. prices could impact FY11E PAT by 
2.2%. Higher royalties priced in, but risk of higher export duties/freight remain.    

Figure 1. Sesa Goa – Statistical Abstract (Consolidated) 

YE 31 Mar Net Profit  EPS  EPS growth P/E EV/EBITDA EBITDA margin ROE 
 (Rsm) (Rs) (%) (x) (x) (%) (%)
FY07         6,431            8.2  14%     27.3               16.8 42% 39%
FY08       15,472          19.7  141%     11.3                 6.5 59% 52%
FY09       19,934          25.3  29%       8.8                 5.2 52% 42%
FY10E       17,266          21.0  -17%     10.6                 6.8 42% 25%
FY11E       18,695          22.8  8%       9.8                 5.7 37% 22%
FY12E       22,058          26.9  18%       8.3                 4.3 37% 22%

Source: Company Reports, Citi Investment Research and Analysis Estimates. Price as on 25 August 2009.  
Note – All figures are on a consolidated basis. These figures differ from the Datacentral sheet on page 2 as it 
shows Sesa Goa standalone numbers (excl. Dempo). 
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Fiscal year end 31-Mar 2008 2009 2010E 2011E 2012E

Valuation Ratios
P/E adjusted (x) 12.0 9.2 12.0 11.4 9.7
EV/EBITDA adjusted (x) 7.6 6.1 7.7 6.6 5.1
P/BV (x) 6.4 3.9 2.9 2.4 1.9
Dividend yield (%) 1.0 1.0 0.9 0.8 0.9
Per Share Data (Rs)
EPS adjusted 18.95 24.67 18.96 19.95 23.27
EPS reported 18.95 24.67 18.96 19.95 23.27
BVPS 35.45 57.39 78.23 96.13 117.05
DPS 2.25 2.25 2.00 1.75 2.00

Profit & Loss (RsM)
Net sales 36,022 47,791 44,472 55,819 66,443
Operating expenses -13,637 -21,450 -25,419 -35,774 -43,071
EBIT 22,385 26,341 19,053 20,044 23,372
Net interest expense -15 -34 -35 -35 -35
Non-operating/exceptionals 0 0 0 0 0
Pre-tax profit 22,369 26,307 19,018 20,009 23,337
Tax -7,449 -6,882 -3,461 -3,642 -4,247
Extraord./Min.Int./Pref.div. 0 0 0 0 0
Reported net income 14,920 19,425 15,557 16,368 19,090
Adjusted earnings 14,920 19,425 15,557 16,368 19,090
Adjusted EBITDA 22,810 26,782 19,612 20,708 24,085
Growth Rates (%)
Sales 79.6 32.7 -6.9 25.5 19.0
EBIT adjusted 148.2 17.7 -27.7 5.2 16.6
EBITDA adjusted 144.4 17.4 -26.8 5.6 16.3
EPS adjusted 146.0 30.2 -23.2 5.2 16.6

Cash Flow (RsM)
Operating cash flow 13,063 20,777 11,132 13,086 16,096
Depreciation/amortization 426 441 559 664 714
Net working capital -1,874 3,148 -2,946 -1,969 -1,384
Investing cash flow -11,246 -9,399 -14,385 -11,166 -14,416
Capital expenditure -576 -1,363 -1,200 -1,200 -1,200
Acquisitions/disposals -11,132 -9,144 -15,337 -11,982 -15,586
Financing cash flow -1,830 -11,388 3,281 -1,920 -1,680
Borrowings 0 19 -19 0 0
Dividends paid -1,842 -1,382 -2,072 -1,920 -1,680
Change in cash -13 -10 28 0 0

Balance Sheet (RsM)
Total assets 31,845 51,255 70,179 85,760 104,056
Cash & cash equivalent 132 122 150 150 150
Accounts receivable 4,431 2,567 3,655 4,588 5,461
Net fixed assets 4,139 5,062 5,703 6,240 6,726
Total liabilities 3,934 6,077 5,992 6,886 8,011
Accounts payable 1,361 2,859 2,791 3,844 4,643
Total Debt 0 19 0 0 0
Shareholders' funds 27,911 45,178 64,187 78,875 96,044

Profitability/Solvency Ratios (%)
EBITDA margin adjusted 63.3 56.0 44.1 37.1 36.2
ROE adjusted 69.4 53.2 28.4 22.9 21.8
ROIC adjusted 164.7 139.6 79.5 72.4 76.9
Net debt to equity -0.5 -0.2 -0.2 -0.2 -0.2
Total debt to capital 0.0 0.0 0.0 0.0 0.0

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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Sesa Goa has rallied 160% ytd, outperforming the Sensex by 97%, primarily on 
the back of a surge in spot iron ore prices from the April low of US$63/t (CIF) 
to cross US$110/t in early August, driven largely by China (strong steel 
demand, panic buying, logistical issues etc.). China currently accounts for 
85% of Sesa Goa's exports. Sesa Goa also gained from the well-timed, EPS-
accretive Dempo acquisition. Despite the earning upgrades as detailed below, 
we do not believe is the time to Buy. Our cautious view is based on concerns 
relating to the recent downward trend in the iron ore spot market (to US$96/t), 
and the near-term uncertainty in the Chinese steel market. Sesa Goa is 
currently trading above peak multiples (FY11E P/E of 9.8x). We maintain our 
Sell rating but lower our risk rating to Medium (from High) to reflect its stronger 
earnings outlook. 

The near-term outlook is clouded given: (1) Spot iron ore prices have fallen 
below US$100/t (CIF). The forward curve indicates that prices should fall to 
US$85/t by March 2010. (2) We think that China is now starting to over-stock 
on longs and to a lesser extent flats. (3) Steel prices now imply a -5% margin, 
which will put pressure on imported spot iron ore prices. Prices for rebar have 
fallen c.15% from August peaks and c.10% for HRC. Seasonality is one 
explanation, while destocking is a more bearish alternative.   

We upgrade our earnings and target price on Sesa Goa to incorporate: 1) the 
better-than-expected spot and FY11E contract prices, and 2) the Dempo 
acquisition. In addition to the higher spot prices, we incorporate higher FY11E 
contract prices − Alan Heap, CIRA’s Global Head of Commodities, recently 
revised his iron ore forecasts and now expects contract prices will rise 15% in 
FY11E (vs. a 16.5% decline previously). However, we assume a 10% hike in 
FY11E contract prices and a 5% hike in spot, based on recent trends in 
Chinese iron and steel pricing and also the forward swap curve1.  

Our FY10E-FY11E consolidated PAT forecasts are raised by 51%-91%. Our 
new target price of Rs203 (vs. Rs75) is based on SOTP: 1) Rs159 using a DCF 
for Sesa Goa (standalone), 2) Rs38 using a DCF for Dempo, and 3) Rs6 for 
Sesa Industries at 5x EV/EBITDA. The 2.7x jump in our target price is mainly 
being driven by: (1) Higher iron ore price trends, (2) Addition of the Dempo 
acquisition, (3) Lower WACC for DCF (12.9% vs. 14.8%), and (4) Higher value 
for Sesa Industries. 

Figure 2. Estimate Changes – FY10E-FY11E (Consolidated) 
 FY10E FY11E 
 Old New % chg Old New % chg
Iron ore volumes (m tonnes) 19.1 21.9 15% 23.4 27.7 18%
Iron ore avg realization (US$/t) 39 46 17% 38 49 30%
Coke volumes (m tonnes) 0.21 0.24 18% 0.21 0.26 21%
Coke avg realization (US$/t) 372 283 -24% 218 286 31%
Pig iron volumes (m tonnes) 0.19 0.23 24% 0.19 0.25 29%
Pig iron avg realization (Rs/t) 17,000 20,006 18% 16,500 19,301 17%
Rs/US$ rate 48.0 47.0  47.0 45.0
Net sales (Rs bn) 43.6 53.5 23% 47.5 66.8 41%
EBITDA (Rs bn) 15.9 22.4 40% 14.0 24.4 75%
Net profit (Rs bn) 11.41 17.3 51% 9.8 18.7 91%
EPS (Rs) 14.5 21.0 45% 12.4 22.8 84%

Source: Citi Investment Research and Analysis Estimates. Note - All figures are consolidated. Average 
realisation is for Sesa Goa (excl Dempo). These figures differ from page 2 as DataCentral has Sesa Goa 
standalone numbers (excl. Dempo). 1FY10E standalone PAT was previously Rs12bn (as of 29 January 2009), 
Rs11.4bn includes attributable loss at Sesa Industries of Rs565m. 

                                                           
1 For full details please see ‘Iron Ore – Structural Erosion, but Cycle Recovery Drives Prices Next Year’, Alan Heap 
and Alex Tonks, CIRA report, 17 August 2009 (https://www.citigroupgeo.com/pdf/SGL38458.pdf).  

Investment Thesis

China outlook cautious, Sesa Goa 

valuations have crossed peak levels, 

maintain Sell. 

Steel prices in China now below our 

assessed marginal cost of production, 

putting pressure on imported iron ore 

prices in the near-term. 

New earnings and target price (from Rs75 

to Rs203) incorporate: 1) better outlook 

for iron ore than previously expected, 2) 

higher contract prices, and 3) additional 

value from Dempo. 

PAT forecasts raised 51%-91% 

incorporating higher prices and volumes 

due to Dempo. 
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1. Spot prices likely to decline in the near-term 

 Spot iron ore prices have been volatile − Spot iron ore prices have been 
volatile in the past few weeks, rebounding from the April lows of US$63/t to 
levels of US$98/t after having gone beyond US$110/t (CIF). Factors driving 
the strong surge in spot prices were: (1) Growing demand and rising prices 
for PRC steel; (2) Constrained volumes due to short-term port congestion; 
and (3) Panic buying due to concerns on cancellation of iron ore import 
licenses in China.   

Figure 3. Spot vs. Contract Prices US$/t – Spot Prices Have Begun To Decline 
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Source: Bloomberg, Citi Investment Research and Analysis 

 

 Spot prices are weaker − Spot prices have begun to decline in the past few 
days and we believe the decline should continue for a while as: (1) Steel 
prices in China are below their marginal cost of production (based on spot 
raw material prices), likely to put downward pressure on raw material prices; 
(2) Chinese end-of-month steel inventories have risen for the first time since 
February. Stocks of rebar rose 16% MoM to 3.7m tonnes by mid-August, 
while HRC stocks rose 4.7% MoM at 2.9m tonnes. Overall inventory levels 
(at traders) have risen 67% YTD and 36% YoY; and (3) Freight rates have 
been declining.  

 Spot sales account for more than 80% of Sesa Goa's sales − The iron ore 
industry has mainly been driven by contract sales in past years. This has 
been a key competitive advantage as volume contracts tend to lock out new 
entrants. However, given the delay in settling FY10 contract terms for iron 
ore, more than 60% of iron ore sales volumes globally are being transacted 
on a spot basis, up from 30%-40% in 2008-2009. In line with the industry 
trend, Sesa Goa also sold most of its iron ore in 1QFY10 on a spot basis, and 
we estimate spot sales will be around 80% of FY10 volumes. Volatility in the 
spot market creates uncertainty in earnings, particularly given the high 
proportion of spot sales. We estimate this proportion of spot sales will trend 
downwards to ~70% by FY13 as volumes rise. Sesa Goa's long-term goal is 
to achieve a contract:spot ratio of 40/60.  

Key Concerns On Sesa Goa

Spot prices have been volatile, but 

US$80/t is around trend. Spot iron ore 

traded well above contract in the past but 

they are becoming more closely aligned.  

Sesa Goa’s spot sales were in excess of 

90% in 1QFY10, we expect the FY10 

ratio to be ~80%. Volatility in the spot 

market creates uncertainty in earnings. 
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Figure 4. Sensitivity of FY11E PAT to change in iron ore prices 

 Scenario 1 Base Case Scenario 2
Spot Price 45.0 47.3 49.5
-% change YoY 0% 5% 10%
Contract Price  53.1 55.6 58.2
-% change YoY 5% 10% 15%
PAT1 16,786 18,695 20,604
- % chg from base case -10%  10%
1PAT on a consolidated basis 

Source: Citi Investment Research and Analysis Estimates 

 

2. Outlook in China2 

 Rebar prices down -16.2%, HRC -11.7% since August peak – This recent fall 
highlight the risks in the steel story. We define this as if restocking is greater 
than real demand then this will lead to de-stocking. The big question has 
been, when? This seems a little too early to us for a sustained downturn.  

 Speculation may be one answer to the current steel prices, seasonality 

another – The presence of speculators who may be unfamiliar with dynamics 
of the steel industry may be driving the steel price temporarily. However, 3Q 
is a weak season so buyers will be cautious. We have yet to see major mills 
rein-in prices. 

 Spot prices now below cash cost but steel mills unlikely to shut ahead of 

4Q09 – CIRA estimates of the marginal cost of production are shown in 
Figure 7 at c.-5%. Mills are unlikely to shut down as 4Q is seasonally the 
strongest quarter, and they will hope peak demand can drive prices higher. 
We expect utilization rates to remain high. 

Figure 5. Shanghai Steel Prices, RMB/t  
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2 For full details please see ‘PRC Steel – Price Dip Highlights Risks, Seasonality and Speculation’, Thomas 
Wrigglesworth and Catherine Wang, CIRA report, 25 August 2009 
(https://www.citigroupgeo.com/pdf/SGL38458.pdf).  
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 Chinese steel exports could increase – 4.75mm HRC prices are at US$470/t 
excl. VAT, up marginally from last week. However, at these prices we might 
expect to see China steel exports increase. According to the Metal Bulletin, 
world export prices are at US$542/t. Increased exports may provide some 
alleviation from the price drop.   

Figure 6. Shanghai Steel Price Movements as at 24-Aug-2009 

  Wire rod   High speed   Rebar  Rebar  Plate  Plate  HRC  HRC  CRC   CRC   Galv  Galv  Coloured 
  6.5 mm  6.5mm   12 mm   20mm   8mm   20mm   3 mm   4.75 mm  0.5mm   1.0mm   0.5mm   1.0mm  0.476mm

25-Aug-2008 4,120 4,179 4,291 4,197 5,812 5,214 4,940 4,231 5,513 5,316 5,983 5,581 7,137
Jan '09 3,051 3,120 3,051 3,026 3,504 3,248 3,547 3,316 4,171 3,889 4,205 3,915 5,385
Max ytd '09 3,906 3,855 3,803 3,880 3,846 3,692 3,778 3,675 4,829 4,829 4,897 4,615 6,368
24-Aug-2009 3,188 3,154 3,265 3,171 3,504 3,248 3,376 3,205 4,427 4,325 4,504 4,256 6,325
vs Max -18.4% -18.2% -14.2% -18.3% -8.9% -12.0% -10.6% -12.8% -8.3% -10.4% -8.0% -7.8% -0.7%
ytd 4.5% 1.1% 7.0% 4.8% 0.0% 0.0% -4.8% -3.4% 6.1% 11.2% 7.1% 8.7% 17.5%
YoY -22.6% -24.5% -23.9% -24.4% -39.7% -37.7% -31.7% -24.2% -19.7% -18.6% -24.7% -23.7% -11.4%

Source: CUSteel, Citi Investment Research and Analysis 

 
 Focus on futures price – More and more the market is focusing on the 

Shanghai Futures Price and this is becoming a driver of share prices too. 
There would appear to be quality differences between the spot quoted price 
and the forward price. Spot, at time of writing is RMB3,820/t (incl. VAT) 
versus a futures price of RMB4,200/t. Nevertheless, it is used as benchmark 
on the price outlook.  

Figure 7. Shanghai Rebar Futures Price  (RMB/t)  and Volume Trade (t, RHS) 
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 Implications for the marginal cost producer 

Figure 8. CIRA Marginal Cost Estimate 

Process Description Cost (US$/) RMB/t
Pig Iron Total Iron Ore Costs 127.3 877

Total Coke Costs 134.4 926
Other materials and supplies 14.9 103
Total raw materials costs (FOB) 276.6 1,906
Transportation costs 54.5 375
Labour costs 39.4 272
Power costs 23.5 162

Liquid Scrap 45.7 315
Power costs 2.6 18
Labour costs 3.9 27
Maintenance costs 11.3 78

HRC Hot Rolled Coil Conversion Costs (US$/t) 51.1 352
Total 508.6 3,505
Current Spot 485.5 3,316
Implied Margin - Spot -4.5% -5.4%

Source: Citi Investment Research and Analysis, CUSteel 

 
 Re-stocking vs. De-stocking – Flat products de-stocked 23mt last year and 

re-stocked 20mt this year, based on an average level of demand growth at 
4% YoY. Long products de-stocked 27mt last year and re-stocked 28.5mt 
this year, based on an average level of demand growth at 10% YoY. We 
believe our growth assumption for long products is generous for 2009 and 
together with the July and now August data the over-stocking will likely be 
more exaggerated than we illustrate here. 

Figure 9. Long Products  Figure 10. Flat Products  
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 Inventory buildup – Inventory build through the system is showing itself in 
the trader inventory. However, this could be just seasonality as 3Q is 
expected to be a quieter quarter. The chart below is supportive of the more 
bearish side of the argument.  

Figure 11. Trader Inventories, Mt 
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3. Current valuations at peak levels 

Figure 12. Sesa Goa Stock Price Movement vs. BSE Sensex (Rebased Jan 2005 = 100) 
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Sesa Goa's stock price has jumped sharply by 160% ytd (outperforming the 
Sensex by 97%), in-line with the rapid rise in spot iron ore prices on the back 
of: 1) rising steel prices, 2) constrained volumes, and 3) uncertainty on 
Chinese import licenses. The stock has been re-rated upwards and is now 
trading at 10.2x 12-month forward P/E. For the stock to continue to be 
revalued upwards and to outperform the Sensex, we need to be confident about 
a rising trend in iron ore prices. We have some concerns about the growth 
outlook for China, which accounts for ~85% of Sesa Goa’s exports. Steel 
inventories have built up in China and prices have begun to come off, and the 
outlook in China has become uncertain in view of this. 

Figure 13. Sesa Goa – 1-Yr Forward Rolling PE Band Chart 
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4. Other concerns 

 Changes in iron ore royalties have impacted earnings − Our earnings would 
have been higher by 11% for FY11E, but have been adversely impacted by 
the recent sharp hike in iron ore royalties. The government of India has 
increased the iron ore royalty from a flat rate of Rs8-27/t to 10% ad-valorem 
with effect from 13 August 2009. The royalty will be calculated on the sale 
price of iron ore on the basis of a benchmark price (plus 20%), which will be 
published state wise by the Indian Bureau of Mines every month. While it is 
still not clear if this is the FOB price or the 'pit mouth value' (average price 
excluding freight costs), based on our discussions with industry sources, we 
have based our royalty calculations on the pit mouth value at 10% of Sesa 
Goa's average value, as there is no clarity on the average benchmark price in 
each state at this stage. If the royalty is applicable on FOB rates, our target 
price for Sesa Goa could fall to Rs182/sh.   

 Higher freight rates on iron ore? − The Indian Railways have been raising 
freight rates for iron ore meant for export over the past two years to take 
advantage of rising global iron ore prices. With contract iron ore prices likely 
to decline 33% in FY10, the industry was hoping for a reduction in freight 
rate/surcharge for exported iron ore. However, this expectation may be 
belied as media reports state that the railways have imposed a surcharge 
(wef. 6 August 2009) of Rs200/t (~$4/t) on basic railway freight for iron ore 
meant for exports. A surcharge of Rs200/t would impact FY11E PAT by 7%. 

Iron ore royalty has been increased from a 

flat rate of Rs8-27/t to 10% ad-valorem 

with effect from 13 August 2009.  
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 Re-introduction of export duties? − In addition to iron ore royalties (which 
have recently been enhanced), the industry has also been subjected to 
export duties from time to time since March 2007. There have been many 
changes to the duties being charged. The highest level was in June 2008 
when the government introduced an ad valorem duty of 15% on all grades of 
iron ore exported. Currently, there is 0% export duty on fines and 5% on 
lumps. Media sources indicate that the government is once again 
considering 10% ad valorem duty on ore exports. A 10% duty could impact 
Sesa Goa's FY11E PAT by 20%. Currently Sesa Goa is not paying any export 
duty on its fines, which account for ~85%-90% of sales volumes.  
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1. Dempo acquisition offers synergy benefits and cost savings 

In June 2009, Sesa Goa acquired the mining assets of Dempo in an all-cash 
deal valued at Rs17.5bn. Dempo's mines are based in both north and south 
Goa and the boundary of one of the mines is contiguous to Sesa Goa's mines. 
Dempo additionally has barges, river loading facilities and transshipping 
facilities. Dempo's cost per tonne is around US$20/t, and Sesa Goa (whose 
own cost in Goa is ~20% lower) believes there is scope for cost cutting at 
Dempo and that likely synergies should benefit overall operations and help 
reduce overall costs. We believe that the acquisition is EPS accretive.  

Figure 14. Dempo – Estimates  

Dempo FY10E FY11E FY12E
Iron ore sales (m tonnes) 2.9 4.0 4.6
Average realization (US$/t) 34.6 37.0 38.1
Revenues (Rs m) 4,793 6,664 7,803
EBITDA (Rs m) 1,809 2,939 3,824
EBITDA margin (%) 38% 44% 49%
PAT (Rs m) 1,121 1,862 2,451

Source: Citi Investment Research and Analysis Estimates 

 
2. Good potential for volume growth:  

Dempo produced 3.94m tonnes of iron ore and sold 4.36m tonnes in FY09. 
While volumes will remain around 4m tpa in FY10, Sesa Goa is in the process 
of obtaining approvals, expected in about 18-24 months, following which it 
hopes to enhance Dempo's production to 10m tonnes. Dempo could account 
for ~20% of Sesa Goa's volumes in future and contribute to its growth story. 
Dempo's total reserves and resources are estimated at 70m tonnes with the 
potential to increase further.  

We expect Sesa Goa's volumes to grow at 25% for the next two years (excluding 
Dempo). Adding on Dempo’s volumes, we expect total sales to be 22m tonnes 
(+45%) and 28m tonnes (+26%) for FY10E and FY11E respectively. Sesa Goa 
has already achieved 4.7m tonnes of sales (including Dempo) in the first 
quarter of the current fiscal year (+46% yoy).   
 
Most of the growth for Sesa Goa is expected to come from Karnataka and 
Orissa, and the company is hopeful of attaining 50m tonnes of production/sales 
volumes in the next 3-4 years. Sesa Goa obtained a Prospecting License (PL) in 
early 2005 from the Jharkhand government and applied for a mining lease in 
May 2009. The reserves in Jharkhand are estimated to be ~60m tonnes. We 
have not accounted for these mines in our estimates, and any potential 
volumes from Jharkhand would provide upside risk to our forecasts. Sesa Goa's 
reserves and resources were 240m as on 31 March 2009 vs. 202m tonnes at 
the end of FY2008. In addition, Dempo's reserves and resources are estimated 
at 70m tonnes.  

Non-Price Earnings Drivers

We believe Dempo's acquisition is EPS 

accretive and expect synergy benefits and 

cost savings. 

Dempo could account for ~20% of Sesa 

Goa volumes in future. 

We expect Sesa Goa's total iron ore sales 

to be 22m tonnes (+45%) and 28m 

tonnes (+26%) for FY10E and FY11E 

respectively. 

Non-Goa mines to drive growth and Sesa 

Goa is hopeful of reaching 50m tpa of 

production/sales in four years.  
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Our target price of Rs203 for Sesa Goa is based on a sum-of-the-parts (SOTP) 
valuation methodology. We value Sesa Goa (standalone) and Dempo using 
DCF, which gives values of Rs159/share and Rs38/share, respectively. We 
value Sesa Industries (its pig iron subsidiary) at 5x 12-month forward 
EV/EBITDA, which adds Rs6/share to our value for Sesa Goa. 

The previous target price of Rs75 was also based on SOTP, valuing Sesa Goa 
(standalone) at Rs73/share using DCF and Sesa Industries at Rs2/share (0.5x 
Price/Sales). We previously estimated that Sesa Goa’s contract prices would 
decline by 40% in FY10E and by a further 20% in FY11E. The 2.7x increase in 
target price is on account of: (1) Higher PAT through the forecast period up to 
FY17E, largely due to the change in price outlook. In FY10E, we now expect a 
fall of 33% in contract prices, and also higher spot prices (vs. earlier 
assumptions). In FY11E, we estimate that contract iron ore prices will rise by 
10% and will rollover into FY12E; (2) Additional Rs38/share due to the Dempo 
acquisition in mid-June 2009; (3) Higher value for Sesa Industries (we 
previously expected a FY10E loss); and (4) Lower WACC (12.9% vs. 14.8%) 
than earlier assumed. 

We have modeled DCF cash flows out to FY17E based on Sesa Goa’s existing 
proven and probable reserves and resources, and for Dempo we have modeled 
cash flows out to FY21E based on its reserves and resources. We have not 
accounted for any terminal value due to lack of sufficient visibility on future 
iron ore reserves, although we believe there could be upside risk to our DCF 
valuation based on the company's ongoing exploration effort. Our WACC is 
12.9%, calculated based on a beta of 1.2 (relative to Sensex), a risk free rate of 
7% and an ERP of 6%, cost of debt of 7.5% (post tax), and a target debt to 
total capital ratio of 20%. Our earlier target price was calculated using WACC of 
14.8% (risk free rate of 9%, ERP 6%, post-tax cost of debt 9%, target debt to 
equity of 20%). 

Figure 16. DCF Valuation (Sesa Goa Standalone – Excluding Dempo) 

 FY09 FY10E FY11E FY12E FY13E FY14E FY15E FY16E FY17E
EBITDA 26,782 17,459 18,691 21,716 24,277 26,159 30,952 44,262 55,476
WC Changes 3,148 -2,946 -1,969 -1,384 -1,407 -1,298 -1,703 -2,206 -1,816
Capex -1,363 -1,200 -1,200 -1,200 -1,200 -1,200 -1,200 -1,200 -1,200
Cash tax -6,977 -2,955 -3,235 -3,769 -4,220 -4,547 -5,399 -7,783 -9,788
FCFF 21,589 10,359 12,288 15,362 17,451 19,113 22,650 33,074 42,671
   
WACC  12.9%   
Firm Value (Rs m) 93,589   
Net Debt (Rs m) -36,923   
Market cap (Rs m)  130,512   
No. of shares (m) 821   
Equity value per share (Rs) 159   

Source: Company Reports, Citi Investment Research and Analysis Estimates 

 
 

 

Valuation

Target price of Rs203 based on SOTP 

valuing Sesa Goa (standalone) at Rs159, 

Dempo at Rs38, and Rs6 for Sesa 

Industries.  

2.7x jump in target price, from Rs75 to 

Rs203, mainly driven by change in view 

on iron price trends.   

WACC of 12.9% vs. 14.8% earlier 

assumed.  

Figure 15. WACC Estimation 

Risk free rate (%)  7% 
Equity risk premium (%)  6% 
Beta 1.2 
Cost of equity 14.2% 
Cost of debt (post tax) 7.5% 
Target debt to total capital (%) 20% 
WACC (%) 12.9% 

Source: Citi Investment Research and Analysis 

Estimates 
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Figure 18. Sesa Goa Target Price - SOTP 

 Stake (%) Valuation Methodology Rs/share
Sesa Goa Standalone 100% DCF 159
Dempo 100% DCF 38
Sesa Industries  88.25% 5x 12-m fwd EV/EBITDA 6
Target price  203

Source: Citi Investment Research and Analysis Estimates 

 
At our Rs203 target price Sesa Goa would trade at an implied 9.3x 12m forward 
PE and 8x 12m forward cash adj. PE. This is at the top end of its previous 
trading range. The stock is currently trading at 9.8x FY11E P/E. While this 
upward re-rating can be partly explained by recent trends, and Sesa Goa's 
larger size relative to the past, we feel current valuations are high given recent 
uncertainty on the iron ore and steel outlook in China, and also given the risk 
of higher taxes in India. Our target multiple is at a discount to the current 
CY10E P/E multiples for the global majors (BHP Billiton, Rio Tinto, Vale), which 
range from 12x-15x, which we view is justified given Sesa Goa's dependence 
on China and its high proportion of spot sales.   

Global Comparisons 

Figure 19. Global  Valuation Comparatives – FY11/CY10E 

Company RIC Code EV/EBITDA (x) P/E (x)
Rio Tinto Ltd RIO.AX 5.6 14.2
BHP Billiton Ltd BHP.AX 7.1 15.4
Vale (Preferred) VALEp.N 8.0 12.5
Sesa Goa SESA.BO 5.7 9.8

Source: Citi Investment Research and Analysis Estimates 

 
FY09 Revenue and PBIT breakdown for Sesa Goa (Consolidated) 

Figure 20. Revenue Breakdown (Consolidated)  Figure 21. PBIT Breakdown (Consolidated) 

Iron Ore
85%

Metcoke
3%

Pig iron
12%

Iron Ore
89%

Metcoke
8%

Pig iron
3%

Source: Company Reports   Source: Company Reports  

 

Figure 17. Valuation Sensitivity 

WACC Target Price (incl. Sesa Industries) 
11% 215 
12% 209 
13% 202 
14% 196 
15% 191 

Source: Citi Investment Research and Analysis 

Estimates 
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Iron Ore Supply/Demand – Base Case  

IRON ORE SUMMARY SHEET Last updated:
IRON ORE Supply Demand Balance Pig Iron Production in Major Seaborne Markets
Mt 2008 2009e 2010e 2011e 2012e 2013e 2014e YTD Prod. Prod. % chg % chg
Seaborne Imports Mt Apr-09 Annualized Apr-09 ytd yoy month
Japan 140 101 111 115 118 119 120 Japan 105.0 315.1 4.4 257.8% -39.0%
Korea 50 47 51 51 49 41 41 Korea 39.2 117.5 2.1 280.5% -18.7%
Taiwan 14 13 12 12 12 14 14 Taiwan 12.1 36.4 0.6 265.4% -31.2%
China 444 537 568 581 604 606 605 China 631.4 1894.2 41.6 298.5% 0.9%
EEC 125 94 110 112 104 105 106 Total 787.8 2363.3 48.7 291.1% -6.2%
USA 14 11 12 13 11 11 12 Source: IISI
Total Seaborne Imports (incl. minor markets) 797 813 894 913 927 927 929
Seaborne Exports Asian Iron Ore Imports
Australia 309 361 394 430 469 523 520 YTD Imp. % chg % chg
Brazil 282 271 300 323 399 422 482 Mt Apr-09 Annualized Apr-09 ytd yoy month
India 85 75 70 65 65 65 65 Japan 29.1 87.3 6.5 -36.5% -43.7%
Canada 23 21 15 20 20 20 20 China 188.5 565.5 57.0 22.8% 33.0%
S.Africa 38 41 41 41 41 41 41 Total 217.6 696.9 63.5 6.3% 12.7%
other 60 51 51 45 45 45 45 Source: Tex Report
Total Seaborne Exports 797 819 871 923 1,038 1,115 1,172 Key points

Surplus/Deficit -0.1 6.1 -23.2 10.0 110.9 188.2 243.0 - We expect contract prices to rise 15% in JFY2010/11

Fines Price US$/t (@68% Fe) 75.0 63.5 62.9 65.1 65.1 65.1 65.1
Source: Tex Report; Citi Investment Research -Market in small deficit
China's Crude Steel Production & Iron Ore Supply 
Mt 2008 2009e 2010e 2011e 2012e 2013e 2014e -Chinese and other high cost production will be squeezed
Crude Steel Production 499 536 577 595 600 600 600
Pig Iron Production 468 509 548 565 568 569 569 -We expect spot prices to stablise around $US80/t in China
China Imports (Mt iron ore @63%) 444 537 568 581 604 606 605
China Imports (Contained iron) 280 338 367 378 381 382 381
Inventory 60 75 60 40 40 40 40
Domestic Production (Contained iron) 197 180 192 198 199 199 199

Source: Tex Report; Citi Investment Research
Suppliers to the Seaborne Iron Ore Market Price Forecast - Lump & Fines

Source: IISI, Citi Investment Research and Analysis Estimates Source: Citi Investment Research and Analysis Estimates
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0

200

400

600

800

1000

1200

1400

2006 2007 2008 2009e 2010e 2011e 2012e 2013e 2014e

M
t

Australia Brazil India
Canada S.Africa other
Seaborne Imports

0

20

40

60

80

100

120

140

160

180

200

2006 2010e 2014e

U
S

¢
/1

%
F

e
U

n
it/

d
lt

Lump (nominal US¢ / 1%Fe /dlt) Fine (nominal US¢ / 1%Fe /dlt) 

 



Sesa Goa (SESA.BO) 
26 August 2009 

 

Citigroup Global Markets 15 
 

 

Sesa Goa 
 
Company description 

Sesa Goa, India's largest private sector iron ore company with reserves and 
resources of ~240m tonnes, was established in 1954. On 23 April 2007, 
Vedanta Resources plc purchased Mitsui's 51% stake in the company, and it 
currently owns 53% of Sesa Goa. Its mines based in Goa account for ~65% of 
volumes, Karnataka for 20% and the balance from Orissa. The majority of its 
iron ore reserves are in the form of fines. Over 90% of the ore is exported 
through ports such as Goa, Chennai, Paradip and Haldia. In June 2009, Sesa 
Goa acquired 100% of V S Dempo & Co (VSD), an iron ore producer based in 
Goa. VSD owns/has access to 70m tonnes of iron ore in Goa and its mining 
assets include processing plant, barges, jetties, transhippers and loading 
facilities in Goa. Sesa Goa is targeting a production/sales volume of 50m tpa of 
iron ore in the next four years. In addition to iron ore, Sesa Goa manufactures 
coke, while its 88% subsidiary Sesa Industries produces pig iron. In FY09, iron 
ore accounted for 85% of Sesa Goa's consolidated net sales, pig iron 12% and 
met coke 3%. 89% of PBIT in FY09 was from iron ore, 8% from met coke and 
the rest from pig iron. 
 
Investment strategy 

We rate Sesa Goa Sell/Medium Risk (3M). Profits are mainly driven by its iron 
ore business and the company exports more than 90% of its ore, with China 
the largest market (85% of sales). Our Sell recommendation is based on a 
cloudy near-term outlook due to: (1) Spot iron ore prices have fallen below 
US$100/t (CIF). The forward curve indicates that prices should fall to US$85/t 
by March 2010. (2) We think China is now starting to over-stock on longs and 
to a lesser extent flats. (3) Steel prices in China are now below our assessed 
marginal cost of production, putting pressure on imported iron ore prices in the 
near-term. Prices for rebar in China have fallen ~15% from August 2009 peaks 
and for HRC by 10%. Seasonality is one explanation, destocking is a more 
bearish alternative. CIRA’s global commodity analyst expects iron ore contract 
prices will rise 15% yoy in FY11E. However, we assume a 10% hike in FY11E 
contract prices and a 5% hike in spot, based on recent trends in Chinese iron 
and steel pricing and the forward swap curve. Our forecasts incorporate Sesa 
Goa's aggressive plans and its aim to grow sales volumes by 20%-25% p.a. 
over the next few years, with a target of production/sales of ~50m tpa in the 
next four years. The recent Dempo acquisition should help increase FY10E 
sales volumes by 45% to 22m tonnes. 
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Valuation 

Our target price of Rs203 is SOTP-based using DCF for Sesa Goa and Dempo 
and EV/EBITDA for Sesa Industries. We model DCF cash flows for Sesa Goa to 
FY17E and for Dempo to FY21E based on the existing proven and probable 
reserves for each. We have not accounted for any terminal value due to lack of 
sufficient visibility on future iron ore reserves, which could lead to upside risk 
to our DCF value given ongoing exploration efforts. Our iron ore price 
assumptions are based on global price forecasts adjusted for more recent 
trends. We estimate Sesa Goa's FY10E average prices could decline by 24% 
YoY. However, we expect average realizations to rise 2% in FY11E and 3% in 
FY12E. Our WACC is 12.9%, beta relative to Sensex is 1.2, post tax cost of debt 
is 7.5% and target debt weight is 20%. Our DCF calculations yield a value of 
Rs159/sh for Sesa Goa standalone and Rs38/sh for Dempo. To this we add the 
value of Sesa Industries at Rs6/sh based on 5x Sep10 EV/EBITDA, giving a 
target price for Sesa Goa of Rs203. The EV/EBITDA multiple for Sesa Industries 
assumes a discount relative to Sesa Goa (excluding Dempo), which currently 
trades at 7.2x EV/EBITDA. The implied PE multiple at Sesa Goa's DCF-derived 
target price is 9.3x, higher than its previous trading range. The implied target 
PE is at a discount to the CY10E PE multiple for the global majors, which we 
view is justified given its dependence on China and the high proportion of spot 
sales. 
 
Risks 

We rate Sesa Goa Medium Risk as opposed to the High Risk rating suggested 
by our quantitative risk-rating system, which tracks 260-day historical share 
price volatility. Sesa Goa's strong volume growth, low costs (in Goa), EBITDA 
margins in the range of 36%-44%, potential for cost cutting/synergies from 
Dempo and net cash position warrant a Medium Risk rating, in our view. 
Upside risks to our target price include: 1) Higher iron ore prices than we 
expect; 2) Favourable change in the Chinese iron ore and steel outlook; 3) 
Depreciation in the rupee versus the US$ vs. the appreciation trend that we 
expect; 4) Higher ocean freight rates making Indian iron ore more competitive; 
and 5) Favourable changes in iron ore royalties. 

Rio Tinto Ltd (RIO.AX; A$58.94; 1M) 

Valuation 

Our RIO target price is A$68. Our RIO valuation (NPV) of A$67.50 is based on 
DCF analysis using a 7.8% real, after-tax, unlevered discount rate. Long-term 
equilibrium commodity prices and key assumptions are available in our Metals 
& Mining Strategy reports. 

We calculate our one-year target price using a combination of 1) a valuation 
based on zero premium to NPV, and 2) a multiple-based valuation (a 
combination 15x PE and 8x EV/EBITDA for FY10 ), with a 50/50 weighting 
between each methodology. 
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Risks 

We rate RIO as Medium Risk. Key risks to our projected earnings, cash flows 
and target price relate to weaker-than-expected commodity prices/economic 
growth and currency fluctuations. Country risk is a consideration with about 
20% of operations by NPV in Africa and South America and Indonesia.  

Operating risk in RIO is lower than in smaller metals and mining companies 
with fewer operations. If the impact on the company from any of these factors 
proves to be greater than we anticipate, the stock will likely have difficulty 
achieving our target price. 

BHP Billiton Ltd (BHP.AX; A$38.15; 1M) 

Valuation 

Our target price is A$43.00. Our BHP valuation (NPV) of A$35.00/share is 
partly based on DCF analysis using a 7.8% real, after tax, unlevered discount 
rate and a beta of 1.1. Our long-term equilibrium commodity prices and other 
key assumptions are available in our Metals & Mining Strategy reports. We 
calculate a 1-year target price using a combination of: 1) a target price based 
on a 20% premium to NPV; 2) a multiple-based target price (weighted 
25%/75% between FY10E and FY11E using a 15x P/E and 8x EV/EBITDA); and 
3) a 50% weighting for each method. 

Risks 

We rate BHP as Medium Risk, referencing a number of quantitative and 
fundamental screens. Key risks to our projected earnings, cash flows and 
valuation relate to weaker-than-expected commodity prices/economic growth 
and currency fluctuations. We see these risk factors to the share price reaching 
our target price. However, if the impact of these risk factors is less negative 
than we currently anticipate, then the share price might rise above our target 
price. 

Country risk is a significant consideration with about 40% by NPV of operations 
in Africa, South America and Asia. Operating risk is lower than in smaller 
metals and mining companies with fewer operations. 

The ongoing global economic slowdown could deteriorate further, providing 
further downside risk to commodity prices. 

BHP is a Medium Risk company utilising an Australian quantitative risk model 
based on, among other criteria, earnings and dividend stability measured in A$ 
and ranked against an Australian universe. But, BHP is managed in US$ (e.g., 
progressive US$ dividends) and there is a natural US$ hedge in its earnings 
stream which would work to make this more stable in an international context. 
If a US$ perspective were taken on these issues a lower risk rating could be 
warranted. 
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Vale (Preferred) (VALEp.N; US$17.67; 1M) 

Valuation 

Our target price on the ADR Preferred shares of Vale (NYSE ticker: VALE_p) is 
US$24 per share. We use a 50:50 weighting of valuation multiples and DCF 
modeling.  

Our target multiples for Vale are 15x EBITDA and 9x PE (15% discount to 
Ordinary). These multiples are appropriate for CIRA's mid-to-trough commodity 
price forecasts. Applying these multiples to 2010 earnings results in an 
average target of US$21/sh.  

We explicitly model DCF cash flows out to 2015 and then use a terminal value. 
Key assumptions include long-run iron ore prices of $60/t and nickel prices of 
$8/lb. Our WACC is 11% which is calculated based on a beta of 1.0 (relative to 
Bovespa), a Brazil risk free rate of 8% and a Brazil ERP of 6% (per CIRA LatAm 
Chartbook), cost of debt of 8%, tax of 30% and a target weight of debt of 30%. 
We apply a 20% premium which is average for midcycle. The result is 
US$27/sh. 

Risks 

We rate Vale Medium Risk. Vale’s earnings are exposed to highly volatile 
commodity prices, but this is mitigated by the company’s size, investment 
grade debt and increasing diversification out of iron ore. Key risks that could 
prevent the shares from reaching our target valuation include: a slowdown in 
Chinese industrial production, executing on major projects, future oversupply 
in the iron ore market, future expensive acquisitions and political instability in 
Brazil. 
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7 21-Oct-07 *2M *48.00 47.10
8 2-Dec-08 *1M *39.30 27.03
9 25-Jan-09 *2M *31.30 27.45

10 10-Mar-09 2M *28.90 29.28

Date Rating Target Price Closing Price
11 10-May-09 2M *36.00 35.31
12 22-Jun-09 *1M *39.40 35.25
13 7-Jul-09 1M *40.00 32.25
14 16-Aug-09 1M *43.00 38.26

BHP Billiton Ltd (BHP.AX)
Ratings and Target Price History
Fundamental Research
Analyst: Clarke Wilkins

AUD

* Indicates change Rating/target price changes above reflect Eastern Standard Time

Covered
Not covered Chart current as of 22 August 2009
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Date Rating Target Price Closing Price
1 17-Jan-07 1M *74.93 56.24
2 1-Feb-07 1M *72.56 61.75
3 18-Mar-07 1M *74.14 58.13
4 5-Jun-07 1M *81.24 75.84
5 13-Jul-07 *2M 81.24 79.90

Date Rating Target Price Closing Price
6 9-Aug-07 *1M 81.24 69.61
7 9-Sep-07 1M *83.61 79.66
8 21-Oct-07 *2M *93.86 86.45
9 2-Dec-08 *1H *54.42 30.76

10 25-Jan-09 1H *36.28 30.02

Date Rating Target Price Closing Price
11 12-Feb-09 1H *51.27 41.01
12 10-May-09 *1M *63.89 56.47
13 22-Jun-09 1M *64.00 50.00
14 7-Jul-09 1M *66.00 47.35
15 16-Aug-09 1M *68.00 59.99

Date Rating Target Price Closing Price
1 17-Jan-07 1M *74.93 56.24
2 1-Feb-07 1M *72.56 61.75
3 18-Mar-07 1M *74.14 58.13
4 5-Jun-07 1M *81.24 75.84
5 13-Jul-07 *2M 81.24 79.90

Date Rating Target Price Closing Price
6 9-Aug-07 *1M 81.24 69.61
7 9-Sep-07 1M *83.61 79.66
8 21-Oct-07 *2M *93.86 86.45
9 2-Dec-08 *1H *54.42 30.76

10 25-Jan-09 1H *36.28 30.02

Date Rating Target Price Closing Price
11 12-Feb-09 1H *51.27 41.01
12 10-May-09 *1M *63.89 56.47
13 22-Jun-09 1M *64.00 50.00
14 7-Jul-09 1M *66.00 47.35
15 16-Aug-09 1M *68.00 59.99

Rio Tinto Ltd (RIO.AX)
Ratings and Target Price History
Fundamental Research
Analyst: Clarke Wilkins

AUD

* Indicates change Rating/target price changes above reflect Eastern Standard Time

Covered
Not covered Chart current as of 22 August 2009
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Date Rating Target Price Closing Price
1 18-Sep-07 1M *29.00 25.24
2 1-Oct-07 1M *37.00 30.67
3 6-May-08 1M *41.00 33.19

Date Rating Target Price Closing Price
4 7-Aug-08 1M *39.00 22.99
5 26-Sep-08 1M *31.00 18.71
6 26-Oct-08 1M *26.00 9.35

Date Rating Target Price Closing Price
7 25-Jan-09 1M *24.00 11.30

Date Rating Target Price Closing Price
1 18-Sep-07 1M *29.00 25.24
2 1-Oct-07 1M *37.00 30.67
3 6-May-08 1M *41.00 33.19

Date Rating Target Price Closing Price
4 7-Aug-08 1M *39.00 22.99
5 26-Sep-08 1M *31.00 18.71
6 26-Oct-08 1M *26.00 9.35

Date Rating Target Price Closing Price
7 25-Jan-09 1M *24.00 11.30

Vale (Preferred) (VALEp.N)
Ratings and Target Price History
Fundamental Research
Analyst: Alexander Hacking, CFA
Covered since September 19 2007

USD

* Indicates change Rating/target price changes above reflect Eastern Standard Time

Covered
Not covered Chart current as of 22 August 2009

 
 

Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of BHP Billiton Ltd. This position reflects information 
available as of the prior business day. 

Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Rio Tinto Ltd, Vale (Preferred). 

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Sesa Goa, BHP Billiton 
Ltd, Rio Tinto Ltd, Vale (Preferred). 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Sesa Goa, BHP Billiton Ltd, Rio 
Tinto Ltd, Vale (Preferred) in the past 12 months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): Sesa Goa, BHP Billiton Ltd, Rio Tinto Ltd, Vale 
(Preferred). 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, securities-
related: Sesa Goa, BHP Billiton Ltd, Rio Tinto Ltd, Vale (Preferred). 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, non-
securities-related: Sesa Goa, BHP Billiton Ltd, Rio Tinto Ltd, Vale (Preferred). 

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 investment banking revenues. 

The Firm is a market maker in the publicly traded equity securities of BHP Billiton Ltd. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis product 
("the Product"), please contact Citi Investment Research & Analysis, 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.   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 & Analysis Ratings Distribution    
Data current as of 30 Jun 2009 Buy Hold Sell
Citi Investment Research & Analysis Global Fundamental Coverage 41% 38% 21%
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% of companies in each rating category that are investment banking clients 46% 45% 39%
Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings: 
CIRA'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 CIRA'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 Citi Investment Research & Analysis (CIRA) Corporate Bond Research Credit Opinions and Investment Ratings: CIRA'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 CIRA 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 CIRA 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 CIRA's expectations for 
total return, relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are: 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. 

Non-US research analysts who have prepared this report are not registered/qualified as research analysts with the NYSE and/or NASD. Such research analysts may not be 
associated persons of the member organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject 
company, public appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below: 

Citigroup Global Markets India Private Limited Pradeep Mahtani,Raashi Chopra 

OTHER DISCLOSURES 

The subject company's share price set out on the front page of this Product is quoted as at 26 August 2009 10:24 AM on the issuer's primary market. 

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to BHP Billiton Ltd, Vale (Preferred). (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 2% or more of any class of common equity securities of BHP Billiton Ltd. 

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. 

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 & Analysis 
(CIRA) does not set a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of CIRA 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 
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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. 

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. Incorporated (Morgan Stanley) research reports may be available about the 
companies that are the subject of this Citi Investment Research & Analysis (CIRA) research report.  Ask your Financial Advisor or use smithbarney.com to view any available 
Morgan Stanley research reports in addition to CIRA research reports.  In addition to the disclosures on this research report and on the CIRA disclosure website 
(https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html), important disclosures regarding the relationship between the companies that are the subject of this 
report and Morgan Stanley Smith Barney LLC, Morgan Stanley or any of its affiliates, are available at www.morganstanley.com/researchdisclosures.  
This CIRA research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC.  This review and approval was conducted by the same person 
who reviewed this research report on behalf of CIRA.  This could create a conflict of interest. 

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 through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant 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-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 & Analysis (CIRA) 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'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.  Dom 
Maklerski Banku Handlowego S.A. ul. Chalubinskiego 8, 00-630 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 
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Board.  Tekfen Tower, Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey.  In the U.A.E, these materials (the "Materials") are communicated by Citigroup 
Global Markets Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and licensed and regulated by the Dubai Financial 
Services Authority ("DFSA" to Professional Clients and Market Counterparties only and should not be relied upon or distributed to Retail Clients. A distribution of the 
different CIRA ratings distribution, in percentage terms for Investments in each sector covered is made available on request.  Financial products and/or services to which 
the Materials relate will only be made available to Professional Clients and Market Counterparties.  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 
CIRA'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 & Analysis 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 
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 

 


