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 Sesa Goa's 3QFY11 adjusted PAT increased 28% YoY to Rs10.6b, below our estimate of Rs14.9b, due to lower-

than-expected volumes. Reported PAT of Rs3.9b included forex gains of Rs23.8m on an FCCB.

 Iron ore shipments declined 21% YoY to 5.38mt. Sales from Goa declined 18% YoY to 4.2mt (including Dempo) due

to extended monsoons and restricted road transport timings.

 Iron ore costs increased due to an increase in rail and road freight, demurrage and third-party mine owner royalties.

In Orissa, rail freight increased by US$25/ton QoQ. The company agreed to a 100% hike in road freight by truckers

(to avoid loss of volumes) and expects the cost of production to increase by US$1.2/t to US$22/t from its Goa

operations.

 Realization for iron ore was US$87/ton v/s our estimate of US$82/ton due to higher iron ore prices. Domestic sales

increased to 15% of volumes (from 3% in 3QFY10) due to an export ban from Karnataka. The realization in the

domestic market for Karnataka iron ore is US$30-35/ton lower than in export markets.

 FY11 iron ore volumes are expected to be flat at 20.5mt, which implies significantly higher volumes of 7.7mt (up 39%

QoQ) for 4QFY11.

FY12 EPS cut due to higher tax guidance; strong 4QFY11; Buy

 We expect iron ore volumes and realizations to grow in 4QFY11, leading to higher profits as demand from China is

strong and bottlenecks due to rains are unlikely. We maintain FY11 estimates but cut FY12 EPS by 7% to Rs43.6,

assuming iron ore prices will average at US$150/ton (lower than the current price of US$190/ton).

 The stock trades at a P/E of 7.5x FY12E and EV/EBITDA of 3.2x FY12E. Maintain Buy.
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Sesa Goa 3QFY11 adjusted PAT grew 28% YoY to Rs10.6b, below our estimate of Rs14.9b,
due to lower-than-expected volumes.

Iron ore volumes down 21% YoY, prices up

 Net sales increased 19% YoY to Rs22.5b, below our estimate of Rs25.8b, due to
lower iron ore sales volumes.

 Sales tonnage fell 21% YoY to 5.38mt, mainly due to extended monsoons and restricted
road transport timings in Goa. An ore export ban in Karnataka since July 2010 also
impacted volume growth.

 Iron ore revenue grew 21% to Rs20.9b as realization improved 53% YoY to Rs3,882/
ton (higher than our estimates of Rs3,687) as spot iron ore prices trended upward
since mid-September.

3QFY11 EBITDA up 19% YoY at Rs12.3b

 Despite higher-than-estimated iron ore realizations, margins were lower by ~Rs300 at
Rs2,146/ton due to higher transport and other expenditure.

 Segmental EBIT of iron ore grew 18% to Rs11.5b due to higher realizations. EBIT
per ton increased 49% YoY to Rs2,146.

 Unallocated capital as of 31 December 2010 was Rs92.7b, cash and equivalents were
Rs82.3b.
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Concall highlights: Volumes to remain flat in FY11 and FY12

 FY11 iron ore volumes are expected to be flat at 20.5mt, which implies significantly
higher volumes of 7.7mt (up 39% QoQ) in 4QFY11. This is in line with our expectation.
Inventories at end of 3QFY11 were 5.57mt- 3mt in Goa, 270k tons in Orissa (to
liquidate in 4QFY11) and 2.3mt in Karnataka.

 FY12 volumes are also expected to be flat YoY at 20.5mt. A loss of ~1.8mt due to
termination of a contract for Orissa operations will be offset by expansion of Karnataka
capacity. The mining capacity is expected to increase to 10mtpa (6mtpa currently) by
the end of FY12.

 China is the largest customer, taking ~78% of the company's volumes. Domestic sales
increased to 15% (v/s 3% in 3QFY10) of total volumes due to an export ban from
Karnataka. The realization in the domestic market for Karnataka iron ore is US$30-
35/ton lower than the export market.

 3QFY11 iron ore shipment of 5.38mt included 4.2mt from Goa (including 1.6mt from
Dempo), 700k tons from Karnataka and 450k tons from Orissa. Goa shipments were
impacted by an extended monsoon and restricted road transport timings.

 Iron ore costs increased due to increased rail and road freight, demurrage, and third-
party mine owner royalties. In Orissa, rail freight increased by US$25/ton QoQ. The
company agreed to a 100% hike in road freight by truckers (to avoid loss of volumes)
and expects costs of production to increase by US$1.2/t to US$22/t from its Goa
operations.

 The management expects the export ban in Karnataka to be lifted in February and it
expects to ramp up export volumes immediately with 2.3mt of inventories in Karnataka.

 Capex was Rs3b and Rs5.1b in 3QFY11 and 9mFY11 respectively. In FY11 the capex
is expected to be Rs9.5b (including Rs2b on sustenance).

 Sesa's reserves and resources were 275mt excluding Orissa.

Tax rate to return to 33% in FY12

 The tax rate for FY11 is ~17% as a few units were operating as EOUs (which will
come to an end in March 2011 due to the sunset clause). For FY12 full tax rates will
kick in, which will increase the tax burden. We had modeled in ~28% tax rate for
FY12 earlier.

 The effective ad-valorem royalty rate in 3QFY11 was Rs233 per ton (a ~40% increase
QoQ) due to higher iron ore prices.

FY12 EPS cut on higher tax guidance; valuations attractive; Buy

 We expect iron ore volumes and realizations to grow in 4QFY11 leading to higher
profits as Chinese demand remain strong and bottlenecks due to rains are likely to be
absent.

 We maintain our FY11 estimate but cut FY12 EPS by 7% to Rs43.6 assuming that
iron ore prices will average US$150/ton (much lower than the current price of US$190/
ton).

 Global iron ore supply is expected to be tight in 2011 due to a shortage of new capacities
and reduced supply from India in the global seaborne market. However, the outlook
for 2012 is more comfortable because several projects are expected to be commissioned.
Iron ore prices may cross the highs of 2008 and peak in 2011. FOB realizations are
even better due to crashing sea freights.

 Stock is trading at a P/E of 7.5x FY12E and EV/EBITDA of 3.2x FY12E. Buy.
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Iron ore swaps (cfr, 62% Fe) for quarterly contracts

Source: Metal Bulletin/ MOSL

China's monthly iron ore imports (M tons)

Indian iron ore 63% FE grade prices for shipment to china (US$/ton)

Source: Bloomberg/ MOSL
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Company description

Sesa Goa has rich iron ore reserves and resources of 275mt
in Goa and Karnataka. Goa's ore is medium grade and easy
to extract without blasting and crushing. The iron ore from
Karnataka is of high grade but is found in rocky form, which
necessitates blasting and crushing. Sesa Goa is the largest
private sector iron ore exporter in India.

Key investment arguments

 Sesa Goa is determined to grow inorganically and
organically.

 Iron ore volumes are expected to grow from 20.5mt in
FY10 to 40mt in 2-3 years.

 Cost of mining and transport is significantly lower in
Goa compared with mines in Karnataka and Orissa.

 The company has a strong focus on increasing reserves
over 2-3 years from the existing 275mt.

 Indian miners are at an advantage over Brazilian miners
due to their proximity to China, the largest customer.

Key investment risks

 Unexpected softening of spot prices of iron ore led by
a slowdown in steel demand will adversely impact
earnings.

Recent developments

 The validity of the Scheme of Amalgamation of Sesa
Industries with Sesa Goa has been extended up to 31
July 2011 or the date of the order of the Supreme Court,
whichever is later.

Valuation and view

 The stock trades at a P/E of 7.5x FY12E, and EV/
EBITDA of 3.2x FY12E. Maintain Buy.

Sector view

 Demand for iron ore is strong, largely driven by pig
iron production growth in China. Though Chinese iron
ore production is growing, the average grade is falling
every year. As a result, China is becoming increasingly
dependent on imports. The cost of iron ore production
is high for marginal producers in China due to
deteriorating grade and in India due to high logistic costs.
Global supply is expected to be tight in 2011 due to the
shortage of new capacities and lower supply from India
in the global seaborne market. FOB realizations are
even better due to crashing sea freight rates. As Indian
steel production grows, iron ore exports are likely to
stagnate or decline. Supplies in Australia, Brazil and
South Africa are highly consolidated. We are positive
on the outlook for iron ore prices.

Comparative valuations
Sesa Goa SAIL JSW Steel

P/E (x) FY11E 6.5 13.6 14.4

FY12E 7.5 12.1 9.2

P/BV (x) FY11E 2.2 1.8 1.4

FY12E 1.7 1.7 1.2

EV/Sales (x) FY11E 2.3 1.5 1.6

FY12E 2.0 1.6 1.1

EV/EBITDA (x) FY11E 3.9 8.4 8.6

FY12E 3.2 8.0 5.6

Shareholding Pattern (%)
Dec-10 Sep-10 Dec-09

Promoter 55.7 55.7 57.5

Domestic Inst 4.5 3.4 3.9

Foreign 24.6 26.9 25.7

Others 15.2 14.0 13.0

Sesa Goa: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s Consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 50.1 48.5 3.3

FY12 43.6 52.5 -17.0

Target Price and Recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

326 387 18.7 Buy
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
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