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  Steels - India       
  

Potential safeguard duty: 
implications 

   
 
 

 Safeguard duty: Dom. prices could still fall despite duty  
Govt. may impose safeguard duty on imports of flat steel products like HR 
coils/sheets and strips from countries like CIS, China, Japan and US. Media 
reports suggest duty could be ~10-25%. If such a duty is imposed domestic prices 
premium to current import parity could fall from 28% currently to 7% at best. While 
this provides a buffer to domestic prices, prices could still fall by 8%. 

Domestic prices: downside potential of ~8-19% remains 
Domestic HR prices are ~Rs26,000/t at a 28% premium to import parity prices 
(CIS export prices US$357/t). Even at 25% duty, domestic prices would be at 7% 
premium to current CIS import parity prices implying 8% downside potential. 
Moreover, we expect domestic steel mkt to move into surplus of ~1.4mn tons as 
new capacities ramp up (~9% of prodn).This could keep domestic demand supply 
under pressure despite duty levy. 

Import trends: still lower vs. trend rate, CIS gaining share 
Domestic HR prices have benefited from import restriction imposed by govt. on 
HRC in Nov 08. This limits HR imports (40% of dom. steel imports) to actual users 
against licenses. Imports have picked up in March up 17% m-o-m. However it still 
remains below trend avg. CIS has gained share of imports in 4QFY09 vs China. 

Global steel: still sluggish but some ve.+ signs  
Real demand is still weak & de-stocking continues in most regions. Also 
customers are buying only on “what is needed” basis. China real demand is better
but high inventories remain an overhang. Amidst sluggish environment, there are 
few signs of stabilization -1) positive ISM PMI data; 2) lower service center 
inventories in US; 3) rising scrap/long prices in Turkey, EU & China. We expect 
excess capacity to last at least 2 yrs which will likely cap any potn. price recovery.

Stock views – no change; Maintain Underperform  
Steel fundamentals are still weak. Domestic demand is better, up 6% in March 
though extent of recovery may be exaggerated by seasonality and restocking. 
Price could fall as current premium to import parity is unsustainable. Also BS/ 
covenant risks could increase further over next few qtrs for Tata, JSW Steel. 
Indian steel stocks are up 56-112% since March & are now trading above their 
historical. avg comps. We believe the markets are already pricing in better 
demand, but are ignoring downside risks to domestic prices and BS risks.  

    

 
Industry Overview 

 

  
Equity | India | Steels 
06 May 2009 

 

  

 

 Bhaskar.N.Basu,CFA >> +91 22 6632 8674 
Research Analyst 
DSP Merrill Lynch (India) 
bhaskar_basu@ml.com 
Vandana Luthra >> +91 22 6632 8670 
Research Analyst 
DSP Merrill Lynch (India) 
vandana_luthra@ml.com  
  

 

  

 
 

Chart 2: Stress testing premium to import parity 
at CIS HRC fob of US$390/t 

Chart 1: Domestic prices premium to import 
parity at current CIS HR fob of US$357/t 
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Source: Metals Bulletin, CRISIL, BAS-ML Research Estimates 
Current import duty is 5% 
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Source: Metals Bulletin, CRISIL, BAS-ML Research Estimates 
Assumes Fx at 49.9INR/USD 
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Chart 3: Domestic prices are at premium to import parity 
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Source: JPC, Metals Bulletin, CRISIL, Banc of America Securities – Merrill Lynch Estimates 

 

 Chart 4: Premium to import parity has increased to ~28% 
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Chart 5: FY09: country wise break up of imports 
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Chart 6:  (product mix) 
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Chart 7: India steel: monthly import trends 
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 Chart 8: CIS imports gaining share vs Chinese imports 
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Chart 9: Domestic steel product prices (indicative retail prices) 

15,000
25,000
35,000
45,000
55,000
65,000

M
ar

-0
6

Ju
n-

06
Se

p-
06

De
c-

06
M

ar
-0

7
Ju

n-
07

Se
p-

07
De

c-
07

M
ar

-0
8

Ju
n-

08
Se

p-
08

De
c-

08
M

ar
-0

9

Rs
/t

CR Coils 1.00mm HR Coils 2.00mm
GC Sheets 0.40mm Rounds 12mm

 
Source: JPC, Banc of America Securities – Merrill Lynch Research 

 

 
 
Chart 10: Global steel price trends 
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Price objective basis & risk 
JSW Steel (XJWJF, C-3-7, Rs399.15) 
Our PO of Rs155 is set at a 50% discount to our NPV. We believe a discount is 
justified because of sharp near term demand slowdown, cyclical downturn in the 
steel sector and higher earnings from falling steel prices. Also, investor risk 
aversion is likely to be higher given the challenging macro environment and 
prospects of recession. Our NPV calculation assumes a WACC of 13.7% and 
perpetuity growth rate of 0%. 

Upside risks are higher than expected steel prices owing to better steel 
fundamentals, lower raw material costs, commissioninng of mines and higher 
import duties. Downside risks are lower than expected steel prices, delays in 
commissioning of capacities and mines, higher than expected raw material costs 
and potential government intervention. 

Tata Steel (TAELF, C-3-7, Rs286.15) 
Our PO of Rs138 is based on a 50% discount to our NPV valuation of 
Rs276/share. Our NPV assumes a WACC of 13.7% and perpetuity growth rate of 
0%. We believe a discount is justified because of sharp demand slowdown, 
cyclical downturn in the steel sector and higher risks to earnings from falling steel 
prices. Also, investor risk aversion is likely to be higher given the challenging 
macro environment and prospects of OECD recession. Upside risks to our 
valuation are higher steel prices, synergy benefits, lower input costs, export tariff 
on Chinese exports and higher domestic import duty. Downside risks are loer 
than expected steel prices, volumes and higher input costs. 
  
Analyst Certification 
I, Bhaskar.N.Basu,CFA, hereby certify that the views expressed in this research 
report accurately reflect my personal views about the subject securities and 
issuers. I also certify that no part of my compensation was, is, or will be, directly 
or indirectly, related to the specific recommendations or view expressed in this 
research report.   
Special Disclosures 
In accordance with the SEBI (Foreign Institutional Investors) Regulations and with 
guidelines issued by the Securities and Exchange Board of India (SEBI), foreign 
investors (individuals as well as institutional) that wish to transact the common 
stock of Indian companies must have applied to, and have been approved by 
SEBI and the Reserve Bank of India (RBI). Each investor who transacts common 
stock of Indian companies will be required to certify approval as a foreign 
institutional investor or as a sub-account of a foreign institutional investor by SEBI 
and RBI. Certain other entities are also entitled to transact common stock of 
Indian companies under the Indian laws relating to investment by foreigners. 
Merrill Lynch reserves the right to refuse copy of research on common stock of 
Indian companies to a person not resident in India. 
American Depositary Receipts (ADR) representing such common stock are not 
subject to these Indian law restrictions and may be transacted by investors in 
accordance with the applicable laws of the relevant jurisdiction. 
Global Depository Receipts (GDR) and the Global Depository Shares of Indian 
companies, Indian limited liability corporations, have not been registered under 
the U.S. Securities Act of 1933, as amended, and may only be transacted by 
persons in the United States who are Qualified Institutional Buyers (QIBs) within 
the meaning of Rule 144A under the Securities Act. Accordingly, no copy of any 
research report on Indian companies' GDRs will be made available to persons 
who are not QIBs.   
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APR - Metals & Mining Coverage Cluster 
Investment rating Company ML ticker Bloomberg symbol Analyst 
BUY 
 Angang Steel ANGGF 347 HK Frank Zhang 
 Banpu Pcl BPULF BANPU TB Komsun Suksumrun 
 PT Adaro Energy Tbk PADEF ADRO IJ Daisy Suryo 
 PT Bayan Resources Tbk XBAYF BYAN IJ Daisy Suryo 
 Tambang Batubara PBATF PTBA IJ Daisy Suryo 
NEUTRAL 
 Intl Nickel In PTNDF INCO IJ Daisy Suryo 
 Maanshan Iron & Steel MAANF 323 HK Frank Zhang 
UNDERPERFORM 
 Aneka Tambang XANEF ANTM IJ Daisy Suryo 
 Bumi Resources PBMRF BUMI IJ Daisy Suryo 
 Hindalco HNDFF HNDL IN Vandana Luthra 
 Jindal Steel and Power Limited XJDLF JSP IN Bhaskar.N.Basu,CFA 
 JSW Steel XJWJF JSTL IN Bhaskar.N.Basu,CFA 
 NALCO NAUDF NACL IN Vandana Luthra 
 Sesa Goa Limited XSGAF SESA IN Bhaskar.N.Basu,CFA 
 Steel Authority of India SLAUF SAIL IN Bhaskar.N.Basu,CFA 
 Sterlite Industr XTNDF STLT IN Vandana Luthra 
 Sterlite Industries India Limited SLT SLT US Vandana Luthra 
 Tata Steel TAELF TATA IN Bhaskar.N.Basu,CFA 
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Important Disclosures   
  
TAELF Price Chart 
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Review Restricted

 
"Prior to May 31, 2008, the investment opinion system included Buy, Neutral and Sell. As of May 31, 2008, the investment opinion system includes Buy, Neutral and Underperform. Dark Grey shading indicates that a security is restricted with the 
opinion suspended. Light grey shading indicates that a security is under review with the opinion withdrawn. The current investment opinion key is contained at the end of the report. Chart is current as of April 30, 2009 or such later date as indicated. 
BAS-ML price charts do not reflect analysts’ coverage of the stock at prior firms. Historical price charts relating to companies covered as of April 30, 2009 by former Banc of America Securities LLC (BAS) analysts are available to BAS clients on the 
BAS website." 
 

 
XJWJF Price Chart 
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"Prior to May 31, 2008, the investment opinion system included Buy, Neutral and Sell. As of May 31, 2008, the investment opinion system includes Buy, Neutral and Underperform. Dark Grey shading indicates that a security is restricted with the 
opinion suspended. Light grey shading indicates that a security is under review with the opinion withdrawn. The current investment opinion key is contained at the end of the report. Chart is current as of April 30, 2009 or such later date as indicated. 
BAS-ML price charts do not reflect analysts’ coverage of the stock at prior firms. Historical price charts relating to companies covered as of April 30, 2009 by former Banc of America Securities LLC (BAS) analysts are available to BAS clients on the 
BAS website." 
  
Investment Rating Distribution: Steel Group (as of 01 Apr 2009) 
Coverage Universe Count Percent  Inv. Banking Relationships* Count Percent 
Buy 9 23.08%  Buy 2 25.00% 
Neutral 11 28.21%  Neutral 6 60.00% 
Sell 19 48.72%  Sell 7 38.89%  
Investment Rating Distribution: Global Group (as of 01 Apr 2009) 
Coverage Universe Count Percent  Inv. Banking Relationships* Count Percent 
Buy 1243 38.21%  Buy 520 46.39% 
Neutral 841 25.85%  Neutral 349 47.04% 
Sell 1169 35.94%  Sell 388 36.30% 
* Companies in respect of which MLPF&S or an affiliate has received compensation for investment banking services within the past 12 months. For purposes of this distribution, a stock 
rated Underperform is included as a Sell. 
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FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK 
RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium and C - High. INVESTMENT RATINGS reflect the analyst’s assessment of a 
stock’s: (i) absolute total return potential and (ii) attractiveness for investment relative to other stocks within its Coverage Cluster (defined below). There 
are three investment ratings: 1 - Buy stocks are expected to have a total return of at least 10% and are the most attractive stocks in the coverage cluster; 
2 - Neutral stocks are expected to remain flat or increase in value and are less attractive than Buy rated stocks and 3 - Underperform stocks are the least 
attractive stocks in a coverage cluster. Analysts assign investment ratings considering, among other things, the 0-12 month total return expectation for a 
stock and the firm’s guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be referenced to better 
understand the total return expectation at any given time. The price objective reflects the analyst’s view of the potential price appreciation (depreciation). 
Investment rating Total return expectation (within 12-month period of date of initial rating) Ratings dispersion guidelines for coverage cluster* 

Buy ≥ 10% ≤ 70% 
Neutral ≥ 0% ≤ 30% 

Underperform N/A ≥ 20% 
* Ratings dispersions may vary from time to time where BAS-ML Research believes it better reflects the investment prospects of stocks in a Coverage Cluster. 

INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), 8 - same/lower (dividend not considered 
to be secure) and 9 - pays no cash dividend. Coverage Cluster is comprised of stocks covered by a single analyst or two or more analysts sharing a common 
industry, sector, region or other classification(s). A stock’s coverage cluster is included in the most recent BAS-ML Comment referencing the stock.  
 

The company is or was, within the last 12 months, an investment banking client of MLPF&S and/or one or more of its affiliates: JSW Steel, Tata Steel. 
The company is or was, within the last 12 months, a non-securities business client of MLPF&S and/or one or more of its affiliates: JSW Steel, Tata Steel. 
In the US, retail sales and/or distribution of this report may be made only in states where these securities are exempt from registration or have been qualified for 

sale: JSW Steel, Tata Steel. 
MLPF&S or an affiliate has received compensation for investment banking services from this company within the past 12 months: JSW Steel, Tata Steel. 
MLPF&S or an affiliate expects to receive or intends to seek compensation for investment banking services from this company or an affiliate of the company 

within the next three months: JSW Steel, Tata Steel. 
The country in which this company is organized has certain laws or regulations that limit or restrict ownership of the company's shares by nationals of other 

countries: JSW Steel, Tata Steel. 
The company is or was, within the last 12 months, a securities business client (non-investment banking) of MLPF&S and/or one or more of its affiliates: JSW 

Steel, Tata Steel. 
The analyst(s) responsible for covering the securities in this report receive compensation based upon, among other factors, the overall profitability of Merrill 

Lynch, including profits derived from investment banking revenues.   
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Other Important Disclosures 
 

Merrill Lynch Research policies relating to conflicts of interest are described at http://www.ml.com/media/43347.pdf. 
"Merrill Lynch" includes Merrill Lynch, Pierce, Fenner & Smith Incorporated ("MLPF&S") and its affiliates, including BofA (defined below). "BofA" 

refers to Banc of America Securities LLC ("BAS"), Banc of America Securities Limited ("BASL"), Banc of America Investment Services, Inc ("BAI") and 
their affiliates. Investors should contact their Merrill Lynch or BofA representative if they have questions concerning this report. 

Information relating to Non-US affiliates of Merrill Lynch and Distribution of Affiliate Research Reports: 
MLPF&S, BAS, BAI, and BASL distribute, or may in the future distribute, research reports of the following non-US affiliates in the US (short name: legal name): 

Merrill Lynch (France): Merrill Lynch Capital Markets (France) SAS; Merrill Lynch (Frankfurt): Merrill Lynch International Bank Ltd, Frankfurt Branch; Merrill Lynch 
(South Africa): Merrill Lynch South Africa (Pty) Ltd; Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLPF&S (UK): Merrill Lynch, Pierce, Fenner & 
Smith Limited; Merrill Lynch (Australia): Merrill Lynch Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch 
(Singapore): Merrill Lynch (Singapore) Pte Ltd; Merrill Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de 
Bolsa; Merrill Lynch (Argentina): Merrill Lynch Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul): Merrill Lynch 
International Incorporated (Seoul Branch); Merrill Lynch (Taiwan): Merrill Lynch Securities (Taiwan) Ltd.; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT 
Merrill Lynch (Indonesia): PT Merrill Lynch Indonesia; Merrill Lynch (KL) Sdn. Bhd.: Merrill Lynch (Malaysia); Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill 
Lynch (Russia): Merrill Lynch CIS Limited, Moscow; Merrill Lynch (Turkey): Merrill Lynch Yatirim Bankasi A.S.; Merrill Lynch (Dubai): Merrill Lynch International Bank 
Ltd, Dubai Branch; MLPF&S (Zürich rep. office): MLPF&S Incorporated Zürich representative office. 

This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith Limited and BASL, which are authorized 
and regulated by the Financial Services Authority; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd and Banc of America 
Securities - Japan, Inc., registered securities dealers under the Financial Instruments and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch (Asia 
Pacific) Limited and Banc of America Securities Asia Limited, which are regulated by the Hong Kong SFC and the Hong Kong Monetary Authority; is issued and 
distributed in Taiwan by Merrill Lynch Securities (Taiwan) Ltd.; is issued and distributed in Malaysia by Merrill Lynch (KL) Sdn. Bhd., a licensed investment adviser 
regulated by the Malaysian Securities Commission; is issued and distributed in India by DSP Merrill Lynch Limited; and is issued and distributed in Singapore by 
Merrill Lynch International Bank Limited (Merchant Bank), Merrill Lynch (Singapore) Pte Ltd (Company Registration No.'s F 06872E and 198602883D respectively) 
and Bank of America Singapore Limited (Merchant Bank). Merrill Lynch International Bank Limited (Merchant Bank), Merrill Lynch (Singapore) Pte Ltd and Bank of 
America Singapore Limited (Merchant Bank) are regulated by the Monetary Authority of Singapore. Merrill Lynch Equities (Australia) Limited, (ABN 65 006 276 795), 
AFS License 235132 and Banc of America Securities Limited (pursuant to the Australian Securities and Investment Commission Class Order 03/1101 under 
paragraph 911A (2)(1) of the Corporations Act 2001) provide this report in Australia. No approval is required for publication or distribution of this report in Brazil. 

Merrill Lynch (Frankfurt) distributes this report in Germany. Merrill Lynch (Frankfurt) is regulated by BaFin. 
This research report has been prepared and issued by MLPF&S and/or one or more of its non-US affiliates. MLPF&S is the distributor of this research report in 

the US and accepts full responsibility for research reports of its non-US affiliates distributed to MLPF&S clients in the US. Any US person (other than BAS, BAI and 
their respective clients) receiving this research report and wishing to effect any transaction in any security discussed in the report should do so through MLPF&S and 
not such foreign affiliates. 

BAS distributes this research report to its clients and to its affiliate BAI and accepts responsibility for the distribution of this report in the US to BAS clients, but 
not to the clients of BAI. BAI is a registered broker-dealer, member of FINRA and SIPC, and is a non-bank subsidiary of Bank of America, N.A. BAI accepts 
responsibility for the distribution of this report in the US to BAI clients. Transactions by US persons that are BAS or BAI clients in any security discussed herein must 
be carried out through BAS and BAI, respectively. 
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General Investment Related Disclosures: 
This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer, 

to buy or sell any securities or other financial instrument or any derivative related to such securities or instruments (e.g., options, futures, warrants, and contracts for 
differences). This report is not intended to provide personal investment advice and it does not take into account the specific investment objectives, financial situation 
and the particular needs of any specific person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and 
implementing investment strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. 
Any decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such security or the information in the 
prospectus or other offering document issued in connection with such offering, and not on this report. 

Securities and other financial instruments discussed in this report, or recommended, offered or sold by Merrill Lynch, are not insured by the Federal Deposit 
Insurance Corporation and are not deposits or other obligations of any insured depository institution (including, Bank of America, N.A.). Investments in general and, 
derivatives, in particular, involve numerous risks, including, among others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or 
derivative is suitable for all investors. In some cases, securities and other financial instruments may be difficult to value or sell and reliable information about the 
value or risks related to the security or financial instrument may be difficult to obtain. Investors should note that income from such securities and other financial 
instruments, if any, may fluctuate and that price or value of such securities and instruments may rise or fall and, in some cases, investors may lose their entire 
principal investment. Past performance is not necessarily a guide to future performance. Levels and basis for taxation may change. 

This report may contain a short-term trading idea or recommendation, which highlights a specific near-term catalyst or event impacting the company or the 
market that is anticipated to have a short-term price impact on the equity securities of the company. Short-term trading ideas and recommendations are different 
from and do not affect a stock's fundamental equity rating, which reflects both a longer term total return expectation and attractiveness for investment relative to 
other stocks within its Coverage Cluster. Short-term trading ideas and recommendations may be more or less positive than a stock's fundamental equity rating. 

Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in 
such securities and instruments, including ADRs, effectively assume currency risk. 

UK Readers: The protections provided by the U.K. regulatory regime, including the Financial Services Scheme, do not apply in general to business coordinated 
by Merrill Lynch entities located outside of the United Kingdom. These disclosures should be read in conjunction with the BASL general policy statement on the 
handling of research conflicts, which is available upon request. 

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related 
investments. 

Merrill Lynch is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. Merrill Lynch may, at any 
time, hold a trading position (long or short) in the securities and financial instruments discussed in this report. 

Merrill Lynch, through business units other than BAS-ML Research, may have issued and may in the future issue trading ideas or recommendations that are 
inconsistent with, and reach different conclusions from, the information presented in this report. Such ideas or recommendations reflect the different time frames, 
assumptions, views and analytical methods of the persons who prepared them, and Merrill Lynch is under no obligation to ensure that such other trading ideas or 
recommendations are brought to the attention of any recipient of this report. 

Copyright and General Information regarding Research Reports: 
Copyright 2009 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks 

of Merrill Lynch & Co., Inc. iQanalytics®, iQcustom®, iQdatabase® are registered service marks of Merrill Lynch & Co., Inc. This research report is prepared for the 
use of Merrill Lynch clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent 
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