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Vive le Revolution...one down, two to go 
 

Figure 1: Australia Newman Fines - BM vs Spot Equivalent (JFY05-JFY09) 
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Source: Tex Report, SSY, Credit Suisse estimates 

 

■ Traditional Customers Cave: BHP Billiton’s contract tonnage customers in 
traditional markets, particularly Japan and Korea, have finally caved in to 
accept flexible landed iron ore pricing structures, following significant push 
back over the past 18 months. Similar outcomes can be expected for Vale 
and Rio Tinto, given the same customer base. The annual benchmark 
pricing system is dead. Viva la pricing revolution… 

■ Benefits: For Australian ore tonnes, the benefits are two fold: 1) gaining 
market pricing versus previous annual benchmark pricing (as represented in 
Figure 1 above); 2) no longer being penalised / capturing the full freight 
benefits of being 20-25 sailing days closer to Asia than Brazil.  

■ Time to SHORT Iron Ore?  Not yet!. We believe 2010 iron ore price highs 
are yet to be realised. Market tightness is likely to worsen from late 2Q, into 
3Q, when India’s Monsoon hits the market full frontal, with a loss of 
c.7mt/mth. Further rallying in CFR spot ore pricing (from current $160/t) to  
previous record highs of $200/t is likely. New records cannot be ruled out, 
depending on the extent to which high cost Chinese tonnage returns to the 
market. We can identifiy virtually no new seaborne tonnes in 2010 versus 
Dec-09 shipment rates. Iron ore remains “Unobtainium”. 
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Market Pricing Dynamics: 
Fines Prices:  

* 1Q CY 2010 Fe 62% CFR Index prices will close out the quarter averaging c.$135/t. 

* Assuming a c.$10/t spot freight adjustment, we expect realised Australian FOB 2Q 2010 
fines delivery prices of c.$125/t for same grade materials, up 108% YoY (and representing 
c.200c/dmtu vs 97c/dmtu for benchmark JFY09), a record high.  

 

Lump and Pellet Prices: no viable indices 

* Chinese imported spot lump and pellet markets are extremely illiquid, making the 
establishment of credible Chinese CFR spot lump and pellet indices to be used as market 
pricing reference tools extremely difficult as a replacement to annual benchmarking, 
particularly when negotiating with traditional non-Chinese customers.  

 

Lump Prices:  

Figure 2: Pilbara Blend Lump vs Fines Premia (benchmark FOB) 
c/dmtu 
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Source: Tex Report, Credit Suisse estimates 

 

* In China, similar-graded spot Indian lump prices generally trade at premia of only $1-2/t, 
partly due to their lower physical and chemical properties compared to Australian lump but 
also partly to reflect the fact that China’s fragmented logistics chain usually generates the 
loss of lump tonnes into fines (termed degradation). In traditional non-Chinese markets, 
contract lump volumes are valued more highly.  

As a result of this value differential, we would expect Australian suppliers to settle the 
prices of lump with traditional contract customers on a quarterly basis, using non-index 
formulae. Lump prices traded at a average of c.8.4c/dmtu (c.$5.40/t) until 2004’s extreme 
market tightness. Since then, lump premia have ranged from c.$10-36/t.  

While we understand that 1Q JFY 2010 premium for 64% lump over 62% fines has risen 
from 2009’s $10/t rate, no details on the lift in premia have been released by either 
suppliers or mills as yet. Lump shipments from Rio Tinto and BHP Billiton will represent 
c.100-110mt in CY 2010.  
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Pellet Prices:  

Figure 3: SSF EU Pellets - Fines Premia 
LHS - c/dmtu; RHS - % pellet premia to fines 
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Source: Tex Report, Credit Suisse estimates 

 

* China imported spot pellet markets are generally even more illiquid than lump, with 
Indian Kudremukh’s irregular tenders usually offering the only market transparency.  

* We understand that China CFR Fe 68% spot pellets are currently trading c.$190-$200/t, 
a $30-40/t premium to China CFR Fe 63.5% fines.  

* During last year’s benchmark negotiations, Vale reduced its pellet price premium to 
c.17.3c/dmtu ($12/t), the lowest level in 15 years and equivalent to the breakeven cost of 
conversion from concentrate to pellets.  

* Given Fe tightness and using spot pellet market pricing as a reference point, in theory, 
Vale could capture a $40/t premium over fines for JFY 2010. This would represent a 
c.60c/dmtu premia for Fe 68% materials. In practice, we await finalisation of Vale’s 
negotations, which according to the Tex Report, should be concluded during April. 

 

Companies Mentioned  (Price as of 29 Mar 10) 
BHP Billiton (BLT.L, 2267.50 p, OUTPERFORM [V], TP 2450.00 p, OVERWEIGHT) 
Rio Tinto Limited/PLC (RIO.L, 3910.50 p, OUTPERFORM [V], TP 4350.00 p, OVERWEIGHT) 
Vale (VALE, $32.00, OUTPERFORM [V], TP $36.00) 
 
 

Disclosure Appendix 
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The analysts identified in this report each certify, with respect to the companies or securities that the individual analyzes, that (1) the views 
expressed in this report accurately reflect his or her personal views about all of the subject companies and securities and (2) no part of his or her 
compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this report. 

See the Companies Mentioned section for full company names. 
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3-Year Price, Target Price and Rating Change History Chart for BLT.L 
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3-Year Price, Target Price and Rating Change History Chart for RIO.L 
RIO.L Closing 
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3-Year Price, Target Price and Rating Change History Chart for VALE 
VALE Closing 
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The analyst(s) responsible for preparing this research report received compensation that is based upon various factors including Credit Suisse's total 
revenues, a portion of which are generated by Credit Suisse's investment banking activities. 
Analysts’ stock ratings are defined as follows: 
Outperform (O): The stock’s total return is expected to outperform the relevant benchmark* by at least 10-15% (or more, depending on perceived 
risk) over the next 12 months. 
Neutral (N): The stock’s total return is expected to be in line with the relevant benchmark* (range of ±10-15%) over the next 12 months. 
Underperform (U): The stock’s total return is expected to underperform the relevant benchmark* by 10-15% or more over the next 12 months. 
*Relevant benchmark by region: As of 29th May 2009, Australia, New Zealand, U.S. and Canadian ratings are based on (1) a stock’s absolute total 
return potential to its current share price and (2) the relative attractiveness of a stock’s total return potential within an analyst’s coverage universe**, 
with Outperforms representing the most attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportunities. 
Some U.S. and Canadian ratings may fall outside the absolute total return ranges defined above, depending on market conditions and industry 
factors. For Latin American, Japanese, and non-Japan Asia stocks, ratings are based on a stock’s total return relative to the average total return of 
the relevant country or regional benchmark; for European stocks, ratings are based on a stock’s total return relative to the analyst's coverage 
universe**. For Australian and New Zealand stocks a 22% and a 12% threshold replace the 10-15% level in the Outperform and Underperform stock 
rating definitions, respectively, subject to analysts’ perceived risk. The 22% and 12% thresholds replace the +10-15% and -10-15% levels in the 
Neutral stock rating definition, respectively, subject to analysts’ perceived risk.  
**An analyst's coverage universe consists of all companies covered by the analyst within the relevant sector. 
Restricted (R): In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other 
circumstances. 
Volatility Indicator [V]: A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24 
months or the analyst expects significant volatility going forward. 
 

Analysts’ coverage universe weightings are distinct from analysts’ stock ratings and are based on the expected 
performance of an analyst’s coverage universe* versus the relevant broad market benchmark**: 
Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12 months. 
Market Weight: Industry expected to perform in-line with the relevant broad market benchmark over the next 12 months. 
Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12 months. 
*An analyst’s coverage universe consists of all companies covered by the analyst within the relevant sector. 
**The broad market benchmark is based on the expected return of the local market index (e.g., the S&P 500 in the U.S.) over the next 12 months. 
 
Credit Suisse’s distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 
Outperform/Buy*  43% (59% banking clients) 
Neutral/Hold*  41% (60% banking clients) 
Underperform/Sell*  13% (55% banking clients) 
Restricted  2% 

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underperform most closely correspond to Buy, 
Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to definitions above.) An investor's 
decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors. 

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein. 

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading.  For more detail please refer to Credit 
Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research:  
http://www.csfb.com/research-and-analytics/disclaimer/managing_conflicts_disclaimer.html 

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot 
be used, by any taxpayer for the purposes of avoiding any penalties. 

See the Companies Mentioned section for full company names. 
Price Target: (12 months) for (BLT.L) 
Method: We set our target price of A$50/(GBP24.5) in line with our discounted cashflow (DCF) based sum-of-parts (SOP) valuation for BHPB rolled 
forward 12 months and adjusted for dividends. Weighted average cost of cpaital (WACC) of 10%. We model (principally) in USD and over life-of-
mine and our SOP DCF valuation for BHPB is US$39 per share. 
Risks: Risks to our BHP price targets of A$50/GBP24.5 include commodity price risk, operational risks whereby forecast production volumes may be 
lower than ancitpated,  and regulatory risk (specifically in respect of the proposed iron ore JV with Rio Tinto) and country specific risk (especially in 
non-OECD countries where BHP Billiton operates). 
Price Target: (12 months) for (RIO.L) 
Method: We value Rio Tinto (and set the target price) at A$84/share (GBP43.5) using a sum of the parts (life of mine) discounted cash flow 
valuation with wegithed average cost of capital 9% and target level of gearing 25%. Valuation is US$67/share.  Plc target price set at 9% discount to 
Ltd. 
Risks: Risks to our valuation and target prices of A$84/GBP43.5) for RIO include downside commodity price risk if gloal growth is less than forecast. 
As with any mining business operational risks are present that may prevent the company achieving our production forecasts, as well as regulatory 
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risk (especially in non OECD countries where Rio does business and also with regard to regulatory rulings in respect of the proposed iron ore JV 
with BHP Billiton) . 
Price Target: (12 months) for (VALE) 
Method: Our Discounted Cash Flow to Firm analysis, based on an estimated 9.3% weighted average cost of capital, 150bps. country risk, 5% risk-
free rate, 5% equity premium and 3.00% perpetuity growth rate, supports our US$36/shr target price for Vale. 
Risks: The following risks would impede achievement of our US$36/shr target price for Vale: iron ore price; commodity prices; disruptions in mine 
operations; weather conditions; fuel and energy price; freight rates; delays in the announced expansion projects, specially in the iron ore segment; 
inflation of equipments needed to expand operations and expensive acquisitions due to its diversification focus. 
Please refer to the firm's disclosure website at www.credit-suisse.com/researchdisclosures for the definitions of abbreviations typically used in the 
target price method and risk sections. 
 

See the Companies Mentioned section for full company names. 
The subject company (BLT.L, RIO.L, VALE) currently is, or was during the 12-month period preceding the date of distribution of this report, a client of 
Credit Suisse. 
Credit Suisse provided investment banking services to the subject company (BLT.L, RIO.L, VALE) within the past 12 months. 
Credit Suisse provided non-investment banking services, which may include Sales and Trading services, to the subject company (BLT.L, RIO.L, 
VALE) within the past 12 months. 
Credit Suisse has managed or co-managed a public offering of securities for the subject company (RIO.L) within the past 12 months. 
Credit Suisse has received investment banking related compensation from the subject company (BLT.L, RIO.L, VALE) within the past 12 months. 
Credit Suisse expects to receive or intends to seek investment banking related compensation from the subject company (BLT.L, RIO.L, VALE) within 
the next 3 months. 
Credit Suisse has received compensation for products and services other than investment banking services from the subject company (BLT.L, 
RIO.L, VALE) within the past 12 months. 
Important Regional Disclosures 
Singapore recipients should contact a Singapore financial adviser for any matters arising from this research report. 

The analyst(s) involved in the preparation of this report have not visited the material operations of the subject company (BLT.L, RIO.L, VALE) within 
the past 12 months. 

Restrictions on certain Canadian securities are indicated by the following abbreviations:  NVS--Non-Voting shares; RVS--Restricted Voting Shares; 
SVS--Subordinate Voting Shares. 
Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not 
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report. 
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
http://www.csfb.com/legal_terms/canada_research_policy.shtml. 

Credit Suisse Securities (Europe) Limited  acts as broker to RIO.L. 

The following disclosed European company/ies have estimates that comply with IFRS: BLT.L, RIO.L. 

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report. 

Principal is not guaranteed in the case of equities because equity prices are variable. 
Commission is the commission rate or the amount agreed with a customer when setting up an account or at anytime after that. 

To the extent this is a report  authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important 
disclosures regarding any non-U.S. analyst contributors:  
The non-U.S. research analysts listed below (if any) are not registered/qualified as research analysts with FINRA. The non-U.S. research analysts 
listed below may not be associated persons of CSSU and therefore may not be subject to the NASD Rule 2711 and NYSE Rule 472 restrictions on 
communications with a subject company, public appearances and trading securities held by a research analyst account. 
• Melinda Moore, non-U.S. analyst, is a research analyst employed by Credit Suisse Securities (Europe) Limited. 
For Credit Suisse disclosure information on other companies mentioned in this report, please visit the website at www.credit-
suisse.com/researchdisclosures or call +1 (877) 291-2683. 
Disclaimers continue on next page. 
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