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S O  W H A T ?  T H E  B N P  P A R I B A S  A N G L E  I N D U S T R Y  O U T L O O K :   

 We have the lowest steel 
price assumption with HRC 
at USD750/tonne and billets 
at USD600/tonne. 

 We have built in 10% decline 
in coking coal prices in FY10. 

 We have the lowest TP on 
the Street. 

 

Stock Picks 

 BBG Share Target  Mkt ——— Rec P/E ———
Company code Rec price price Upside cap 2008A 2009E 2010E
 (INR)  (INR)  (%) (USD m) (x)  (x)  (x)
Tata Steel TATA IN HOLD 393.00 370.00 (5.9) 7212 2.7 2.8 5.3
JSW Steel JSTL IN REDUCE 411.05 280.00 (31.9) 1759 4.2 6.3 5.8
SAIL SAIL IN REDUCE 114.60 80.00 (30.2) 10076 6.3 7.6 7.1
Source: BNP Paribas estimates  

 

• Downgrading steel sector to NEUTRAL as we expect steel prices to fall upto 15% and profitability to hit 3-year low. 

• Reducing EPS estimates by 27%-49% for steel companies on declining price outlook. 

• Valuing sector companies at 4.0x-5.0x FY10 EPS; reducing TPs by 54%-75%. 
 

Steel prices to get worse; Downgrading 
sector to NEUTRAL 
Downgrading India steel sector to NEUTRAL   
Taking forward our view published on September 10, 2008 that steel 
prices cuts are imminent, we are downgrading India steel sector to 
NEUTRAL as we see profitability of steel producers to touch three-five 
year low. We expect steel prices will bottom-out in the next three-six 
months with HRC reaching USD700/tonne from USD800/tonne and 
average USD750/tonne (INR33,000) in FY10 (previous estimate: 
INR35000). We have lowered estimates for companies under coverage 
to reflect trough pricing. 

In India, cheap imports from China and CIS, and inventory liquidation are 
pressuring steelmakers to cut prices, a scenario we expect will continue in 
the next three-six months. We expect prices will stabilise and move up 
after negotiation of annual input contracts expected in April 2009.  

Across the board EPS cuts to factor trough pricing 
We are cutting EPS estimates for steel companies by 27%-49%. Key to 
our estimates is our assumption that coking coal contracts for FY10 will 
be finalized 10% lower from FY09 level.  A rollover of coking coal 
contracts at current prices will negatively impact EPS by 9%-33% for 
steel companies. An imposition of import duty on steel will provide 
upside to our numbers. 

More downside in the near-term 
We are reducing our target prices on SAIL from INR165 to INR80, Tata 
Steel from INR800 to INR370 and JSW Steel from INR1100 to INR280. 
The steep decline in TPs is due to high sensitivity of EPS to steel prices 
and lower P/E multiple. We will turn positive as and when we see steel 
prices stabilising at higher level and inputs costs declining. 

Our target prices on steel stocks reflect our trough valuation. Given the 
recent meltdown in metal stocks, steel stocks are trading close to trough 
valuation. Among stocks under coverage, JSW and SAIL are more than 
15% from our TP while Tata Steel is less than 10% from TP. Therefore, 
we are downgrading JSW from BUY to REDUCE, SAIL from HOLD to 
REDUCE, and Tata Steel from BUY to HOLD.  
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Revision In Estimates 
 JSTL IN SAIL IN TATA IN
 (INR) (INR) (INR)
Previous EPS estimate (FY10) 137.36 22.06 125.20
Revised EPS estimate (FY10) 70.47 16.04 74.52
 
Previous PE multiple (x) 8.00 7.50 6.50
Revised PE multiple (x) 4.00 5.00 5.00
 
Previous TP 1,100.00 165.00 800.00
Revised TP 280.00 80.00 370.00
    
Previous rating BUY HOLD BUY
Revised rating REDUCE REDUCE HOLD
Source: BNP Paribas estimates 

 
Performance Of The BSE Metal Index 
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D I S C L A I M E R S  &  D I S C L O S U R E S  

This report was produced by a member company of the BNP Paribas Group (“Group”). This report is for the use of intended recipients 
only and may not be reproduced (in whole or in part) or delivered or transmitted to any other person without our prior written consent. 
By accepting this report, the recipient agrees to be bound by the terms and limitations set out herein. 

The information contained in this report has been obtained from public sources believed to be reliable and the opinions contained 
herein are expressions of belief based on such information. No representation or warranty, express or implied, is made that such 
information or opinions is accurate, complete or verified and it should not be relied upon as such. This report does not constitute a 
prospectus or other offering document or an offer or solicitation to buy or sell any securities or other investments. Information and 
opinions contained in this report are published for reference of the recipients and are not to be relied upon as authoritative or without 
the recipient’s own independent verification or taken in substitution for the exercise of judgement by the recipient. All opinions contained 
herein constitute the views of the analyst(s) named in this report, they are subject to change without notice and are not intended to 
provide the sole basis of any evaluation of the subject securities and companies mentioned in this report. Any reference to past 
performance should not be taken as an indication of future performance. No member company of the Group accepts any liability 
whatsoever for any direct or consequential loss arising from any use of the materials contained in this report.  

The analyst(s) named in this report certifies that (i) all views expressed in this report accurately reflect the personal views of the 
analyst(s) with regard to any and all of the subject securities and companies mentioned in this report and (ii) no part of the 
compensation of the analyst(s) was, is, or will be, directly or indirectly, related to the specific recommendation or views  
expressed herein. 

This report is prepared for professional investors and is being distributed in Hong Kong by BNP Paribas Securities (Asia) Limited to 
persons whose business involves the acquisition, disposal or holding of securities, whether as principal or agent. BNP Paribas 
Securities (Asia) Limited, a subsidiary of BNP Paribas, is regulated by the Securities and Futures Commission for the conduct of 
dealing in securities and advising on securities. This report is being distributed in the United Kingdom by BNP Paribas London Branch 
to persons who are not private customers as defined under U.K. securities regulations. BNP Paribas London Branch, a branch of BNP 
Paribas, is regulated by the Financial Services Authority for the conduct of its designated investment business in the U.K. This report is 
being distributed in the United States by BNP Paribas Securities Corporation to U.S. Persons as defined under U.S. securities 
regulations or by a member of the Group that is not registered as a U.S. broker-dealer to major U.S. institutional investors. BNP Paribas 
Securities Corporation, a subsidiary of BNP Paribas, is a broker-dealer registered with the Securities and Exchange Commission. BNP 
Paribas Securities Corporation accepts responsibility for the contents of this report only where the report has been distributed by it to 
U.S. recipients.  

Information on Taiwan listed stocks is distributed in Taiwan by BNP Paribas Securities (Taiwan) Co., Ltd. 

Distribution or publication of this report in any other places to persons which are not permitted under the applicable laws or regulations 
of such places is strictly prohibited. 

Recommendation structure 

All share prices are as at market close on 3 October 2008 unless otherwise stated. Stock recommendations are based on  
absolute upside (downside), which we define as (target price* - current price) / current price. If the upside is 10% or more, the 
recommendation is BUY. If the downside is 10% or more, the recommendation is REDUCE. For stocks where the upside or downside 
is less than 10%, the recommendation is HOLD. In addition, we have key buy and key sell lists in each market, which are our most 
commercial and/or actionable BUY and REDUCE calls and are limited to at most five key buys and five key sells in each market at any 
point in time. 

Unless otherwise specified, these recommendations are set with a 12-month horizon. Thus, it is possible that future price volatility may 
cause a temporary mismatch between upside/downside for a stock based on market price and the formal recommendation. 

*In most cases, the target price will equal the analyst's assessment of the current fair value of the stock. However, if the analyst doesn't 
believe the market will reassess the stock over the specified time horizon due to a lack of events or catalysts, then the target price may 
differ from fair value. In most cases, therefore, our recommendation is an assessment of the mismatch between current market price 
and our assessment of current fair value. 
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