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 Site Visits: Key Takeaways – Things on the Move 
  

 Sites visited — We visited the facilities of Sterlite Industries and the Vedanta 

group last week. The sites visited include the Tuticorin copper smelter, Balco's 
Korba smelter, Lanjigarh Alumina Refinery, Jharsuguda Aluminium Smelter, 
the zinc smelter at Chanderiya and the Rampura-Agucha Mines.  

 Expansion plans — HZL is increasing its zinc capacity by 63% to 669,000 tpa 

by FY09 and its ore production capacity to ~5m tpa by Dec 2007. A 1.4m tpa 
alumina refinery is being set up at Lanjigarh and a 500,000 tpa aluminium 
smelter at Jharsuguda. Sterlite is undertaking feasibility studies to enhance 
capacity by 650,000 tpa at Balco and 200,000-250,000 tpa at HZL in the long 
term. In addition, the company sees debottlenecking potential in all its plants. 

 Cost savings — The company is setting up captive power plants with each of its 

planned expansions, with the coal linkages in/expected to be in place. 
Management hopes to get coal blocks for Balco's power plants. At Lanjigarh, 
the aim is to produce low-cost alumina (and supply to Balco) using high-quality 
bauxite. Sterlite expects lower production costs at HZL and its copper smelter. 

 FY08 developments — The company expects 3 important developments this 

fiscal: (1) acquisition of its residual 29.5% stake in HZL, (2) acquisition of the 
government's 49% stake in Balco, (3) permission to mine bauxite at Lanjigarh. 

 Reiterate Buy (1M) — We came away from the trip quite positive on the 

planned projects, operating abilities and cost-saving initiatives.  
 

Figure 1. Sterlite Industries (India) – Statistical Abstract 

YE 31 Mar Net Profit* EPS  EPS growth P/E EV/EBITDA ROE 
  (Rs m) (Rs) (%) (x) (x) (%)
FY05         6,517  11.9 -8% 63.3 38.7 15%
FY06       16,781  30.0 153% 25.0 16.2 28%
FY07       44,841  80.3 167% 9.4 6.4 45%
FY08E       48,229  68.1 -15% 11.0 7.2 22%
FY09E       67,233  94.9 39% 7.9 5.1 24%
FY10E       47,381  66.9 -30% 11.2 6.8 14%

Source: Company Reports and Citi Investment Research estimates. Prices as on 1 Oct 2007. *Net profit is 

profit attributable to shareholders. 
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Fiscal year end 31-Mar 2006 2007 2008E 2009E 2010E

Valuation Ratios

P/E adjusted (x) 24.8 9.3 10.9 7.9 11.1
EV/EBITDA adjusted (x) 14.3 5.7 5.9 5.2 6.8
P/BV (x) 6.9 4.2 2.4 1.9 1.6
Dividend yield (%) 0.2 0.5 0.6 0.6 0.6
Per Share Data (Rs)

EPS adjusted 30.05 80.29 68.07 94.89 66.88
EPS reported 30.05 80.29 68.07 94.89 66.88
BVPS 108.38 178.72 309.41 401.79 478.17
DPS 1.25 4.00 4.25 4.40 4.50

Profit & Loss (RsM)

Net sales 131,272 243,868 266,556 294,850 248,798
Operating expenses -96,300 -150,501 -180,347 -199,134 -181,392
EBIT 34,972 93,367 86,208 95,717 67,406
Net interest expense -2,353 -3,791 -3,447 -4,624 -4,618
Non-operating/exceptionals -101 -198 0 0 0
Pre-tax profit 32,518 89,378 82,762 91,093 62,788
Tax -10,165 -24,118 -20,243 -21,463 -14,451
Extraord./Min.Int./Pref.div. -5,572 -20,420 -14,289 -2,398 -955
Reported net income 16,781 44,841 48,229 67,233 47,381
Adjusted earnings 16,781 44,841 48,229 67,233 47,381
Adjusted EBITDA 40,241 101,406 94,701 104,629 76,307
Growth Rates (%)
Sales 81.0 85.8 9.3 10.6 -15.6
EBIT adjusted 127.5 167.0 -7.7 11.0 -29.6
EBITDA adjusted 119.3 152.0 -6.6 10.5 -27.1
EPS adjusted 153.1 167.2 -15.2 39.4 -29.5

Cash Flow (RsM)
Operating cash flow 22,086 56,490 66,341 75,067 58,209
Depreciation/amortization 5,269 8,039 8,493 8,912 8,902
Net working capital -8,339 -18,647 4,336 -3,390 4,220
Investing cash flow -16,172 -43,070 -118,603 -47,131 -17,246
Capital expenditure -13,506 -23,796 -24,707 -34,044 -25,468
Acquisitions/disposals -6,009 -26,091 -99,836 -20,000 0
Financing cash flow -3,103 -13,438 90,181 22,169 -8,833
Borrowings -320 217 13,238 30,387 -500
Dividends paid -732 -4,441 -132 -3,595 -3,716
Change in cash 2,811 -19 37,920 50,105 32,130

Balance Sheet (RsM)
Total assets 170,976 239,990 385,908 495,084 554,251
Cash & cash equivalent 11,153 11,134 49,055 99,159 131,289
Accounts receivable 13,475 16,521 19,266 22,981 20,473
Net fixed assets 85,497 97,176 118,641 171,067 202,315
Total liabilities 93,279 103,916 122,787 158,644 158,323
Accounts payable 13,917 9,078 17,780 19,536 18,395
Total Debt 51,653 46,103 59,342 89,729 89,229
Shareholders' funds 77,696 136,074 263,121 336,439 395,928

Profitability/Solvency Ratios (%)

EBITDA margin adjusted 30.7 41.6 35.5 35.5 30.7
ROE adjusted 32.3 55.9 30.2 26.7 15.2
ROIC adjusted 23.9 51.1 32.7 26.8 16.6
Net debt to equity 52.1 25.7 3.9 -2.8 -10.6
Total debt to capital 39.9 25.3 18.4 21.1 18.4

For further data queries on Citigroup's full coverage 
universe please contact CIR Data Services Asia Pacific at 
CitiResearchDataServices@citigroup.com
or +852-2501-2791
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Takeways from the Site Visits 

We visited the facilities of Sterlite Industries (India) Ltd and the Vedanta group in the week of 
Sep24-28, 2007. The sites visited include the copper smelter at Tuticorin, Balco's aluminium 
smelter at Korba, Lanjigarh Alumina Refinery and Jharsuguda Aluminium Smelter (both 29.5% held 
by Sterlite), the zinc smelter at Chanderiya and the Rampura-Agucha Mine. In addition to the plant 
visits, there were presentations made by the management at each of the locations. In this note, we 
list down our key-takeaways from the site visits and the presentations. 

The management presentation made before we embarked on our trip indicated 
that the company expects 3 important developments to take place by the end 
of FY08: 

 Acquisition of Sterlite's residual 29.5% stake in Hindustan Zinc: The 

company has started discussions with the government and expects the 
process to be completed by December 2007. 

 Acquisition of the government's 49% stake in Balco: The out-of-court 

mediation has started and Sterlite is hopeful of a resolution by the end of 
FY08, though at a premium to the initially offered price of Rs11bn. 

 Bauxite mining at Lanjigarh: The permission to mine bauxite at Lanjigarh is 

now believed to be in the final stages. The environment ministry has cleared 
the process and the company hopes to get the final approval by October 
2007.  

Sterlite's copper business 

Our first stop on this trip was a visit to the Tuticorin copper smelter and 
refinery on the 24th of September, 2007. This is conveniently located 17 kms 
from Tuticorin seaport as all copper concentrate requirements are imported. 
The plant has been recently designated as an EOU, allowing Sterlite to lower its 
effective tax rate. 

 Debottlenecking: Sterlite completed the process of debottlenecking and 

increasing its capacity from 300,000 tpa to 400,000 tpa of cathodes in FY07 
with an investment of US$24mn. This was done by reducing the cycle time 
of operations and increasing labor efficiency. There is scope to debottleneck 
further; however, no plans have been formalized yet. 

Figure 2. Copper capacity snapshot as of March 31, 2007 

Facility Copper Copper Copper  Sulphuric  Phosphoric Captive
 Smelter Refinery Rods Acid Acid Power 
 (tpa) (tpa) (tpa) (tpa) (tpa) (MW)
Tuticorin (TN) 400,000 205,000 90,000 1,300,000 180,000 46.5+11.2
Silvassa - 195,000 150,000 - - -
Total 400,000 400,000 240,000 1,300,000 180,000 58

Source: Company Reports 
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 TC/RC margins falling: In a tight concentrate market, management expects 

its TC/RCs in FY08 to be between 16-17USc/lb. 

Figure 3. TC/RC margins (USc/lb) 

 FY03 FY04 FY05 FY06 FY07 FY08E
TC/RC margins (USC/lb) 13.8 8.9 8.6 23.1 31.1 16.0-17.0

Source: Company Reports 

 
 Sourcing of copper concentrate: In FY07, Sterlite sourced about 67% of its 

concentrate requirements through long-term contracts, 24% through spot 
and the balance from its mines in Australia (remaining life is ~5 years). The 
company hopes to increase the portion of ore sourced through long-term 
contracts in the future to about 75%. 

 Net cost of production: According to Brook Hunt data, the Tuticorin smelter 

was in the lowest cost quartile of all copper smelting operations worldwide, 
and Sterlite's Tuticorin and Silvassa refineries had the third and fifth lowest 
cost of production, respectively, compared to all copper refining operations 
globally. The net cost of production was 6.1USc/lb in FY06 and FY07. 
Sterlite hopes to achieve a net production cost of less than 5.5USc/lb in 
FY08. 

Figure 4. Net cost of production (USc/lb) 

 FY03 FY04 FY05 FY06 FY07 FY08E
Net cost of production (USC/lb) 9.1 7.9 7.05 6.1 6.1 <5.5

Source: Company Reports 

 
 Byproducts: Byproduct sales (phosphoric acid, sulphuric acid, anode slimes) 

accounted for about 11% of Sterlite's stand-alone gross revenues in FY07, 
but a rise in the prices of sulphur globally should benefit Strerlite's earnings 
from its byproducts in FY08E. Sulphur prices have gone up to as high as 
US$240/t from about US$50-60/t in a period of about 4 months on buoyant 
demand globally. 

 Carbon credits: In the presentation at Tuticorin, Sterlite indicated that 6 

potential Clean Development Mechanism projects have been identified, and 
the company has started the journey to avail carbon credits in 2008. 

Bharat Aluminium Company (Balco)  

Day 2 (25th September, 2007) was at Balco, where the new aluminium smelter 
(Korba II-245,000 tpa) has been fully ramped up. The focus will now be on 
cost savings through technology improvements and likely approval of coal 
blocks. Longer-term plans on which feasibility studies are being conducted are 
to take aluminium capacity to 1m tpa and to set up additional captive power of 
more than 1,200 MW. 
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The company sees huge opportunity in aluminium, given India's huge bauxite 
reserves (fifth largest in the world) and the fact that the Indian aluminium 
smelters have a production cost of ~US$1000/t, among the lowest in the world. 

Volume growth 

 Volumes expected in FY08: Korba II, which was commissioned in FY06, with 

a capacity of 245,000 tpa is now fully ramped up. In FY08, the company 
expects to produce about 350,000-360,000 tpa of aluminium, of which 
~260,000-265,000 is likely to come from Korba II. Balco has already 
produced 89,000 (62,000 tonnes from Korba II) tonnes of aluminum in 
1QFY08. The company sees further debottlenecking potential by upgrading 
current and increasing efficiency. 

 Long-term plans: In the long run, Balco has plans to take capacity to about 

1m tpa by setting up an additional 650,000 tpa of smelter capacity. The 
MOU has been signed for the same, and the company is currently 
undertaking feasibility studies. In addition, Balco has also announced a 
feasibility study to examine the setting up of a 1,200MW coal-based power 
plant. 

Continued emphasis on cost savings 

 Cost of production: The unit cost of production (excl alumina) fell from 

US$885 in FY06 to US$740 in FY07 (US$737 in 4QFY07). The company 
hopes to bring this down to below US$700 in FY08 and to around US$600-
650/t by FY09-FY10. 

 Alumina sourcing: Balco's own alumina capacity is not sufficient to meet the 

requirements of its Korba II smelter. Alumina for this smelter is currently 
sourced from external suppliers. Balco hopes to source alumina on a regular 
basis from Vedanta's Lanjigarh refinery (29.5% subsidiary of Sterlite) from 
the third quarter of the current fiscal, leading to a fall in costs. 

 Coal availability: Balco has signed a 5-year contract in August 2006 with a 

subsidiary of Coal India to meet about 70% of its coal requirements, the 
remaining being purchased from the open market. Their current coal cost is 
about Rs0.75 per unit of power. Balco is in the process of being allotted coal 
mines. The Coal Ministry has approved coal blocks for Balco and the mines 
should be allocated in the next couple of months. The process to start 
mining is likely to take about 3 years after allocation and should help bring 
down the coal costs by about 20-25%. 

 Conversion of Korba I to pre-baked technology: Balco's older smelter uses 

Vertical Stud Soderberg (VSS) technology to produce aluminium from 
alumina, and the new smelter uses pre-baked technology from Guiyang 
Aluminium Magnesium Design and Research Institute (GAMI), China. Balco 
is in talks to convert Korba I from VSS to pre-baked technology. The entire 
process of conversion should take about a year and the process should start 
no later than 12-14 months from now. This should help reduce cost of 
production to fall below current levels of US$1100/t (net of alumina). 

Figure 5. Balco Capacity Snapshot –March 07 

Facility Alumina Aluminium Captive 
 (tpa) (tpa) Power (MW) 
Korba 1 200,000 110,000 270 
Korba 2 - 245,000 540 
Total 200,000 355,000 810 

Source: Company Reports 
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Vedanta Alumina 

Sterlite owns a 29.5% minority interest in Vedanta Alumina Limited (Vedanta 
Alumina). The balance 70.5% stake is held by Sterlite’s parent company, 
Vedanta Resources plc.  

The visit to Vedanta Alumina underscored the progress made at both Lanjigarh 
(Alumina plant), which we visited on Wednesday, 26th September, 2007, and at 
Jharsuguda (Aluminium smelter), which we visited the next day. Lanjigarh is 
not yet easy to reach, but the key highlight was that the company expects to 
get approval to mine bauxite by October 2007 and help ramp up the plant by 
mid 2008, which should also substantially reduce costs. Right now bauxite 
travels 450kms through poor quality roads from Korba to Lanjigarh, a trip that 
can take around 3 days one way. In Jharsuguda, our key takeaway was the 
good progress being made on the smelter and that both phases are coming 4-6 
months ahead of schedule. 

Lanjigarh Alumina 

Vedanta Alumina is setting up a 1.4m tpa alumina refinery at Lanjigarh, Orissa. 
The company has chosen this site due to abundant availability of bauxite, easy 
access to power, logistical advantages and ease of land acquisition. 

 Alumina production: Vedanta Alumina has commenced commercial 

production of its first stream of 700,000 tpa. The production of alumina 
commenced in August 2007, and the company has produced 32,000 tonnes 
till date. The company expects to achieve production of about 450,000-
500,000 tpa in FY08. 

The production of its second stream of 700,000tpa is expected to start by 
the end of October 2007 and be ramped by mid 2008.  

 Bauxite deposits: There are more than 600m tonnes of bauxite deposits in a 

radius of 30-80kms from the refinery. The company had earlier entered into 
an MOU with the government of Orissa for the latter to grant access to 150 
million tonnes of bauxite. The company expects to get mining approval for 
the Lanjigarh deposits of ~78 million tonnes by October 2007. 

 Bauxite currently sourced from Balco: As Vedanta Alumina awaits clearance 

to mine bauxite, it sources its current bauxite requirements from Balco. The 
alumina produced using the bauxite is supplied to Balco. Lanjigarh is 
located about 450kms from Balco's Korba facility. The bauxite is transported 
via road and each round trip takes about 6 days (the same truck that 
transports bauxite one-way carries alumina on the way back). 

 Captive power: 90MW of captive power (3*30 MW) has been commissioned, 

together with back-up from the grid and diesel generators. Currently only 
one unit of 30MW is being used as only the first stream of 0.7m has started 
commercial production. Coal linkages have been secured to meet the needs 
of the captive power plants. 

Figure 6. Operation Review – Present Status 
(tonnes per day) 

Parameters Design Achieved 
Maximum Bauxite Grinding 5,400  4,883  
Maximum Alumina Production 2,000  1,560  

Source: Company Reports 
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 Low-cost producer: The high-quality bauxite (alumina content of 44%) and 

the use of the latest technology should make it among the lowest cost 
producers of alumina (cost expected to be less than US$130/tonne). 

Jharsuguda 

Vedanta Alumina is also setting up a greenfield 500,000 tpa aluminium smelter 
in two phases of 250,000 tpa each, in Jharsuguda, Orissa, together with an 
associated 1,215MW captive power plants (nine units of 135MW each). The 
capex for this project is Rs90.5bn (US$2.1 bn). 

 Capacity likely to come ahead of schedule: The first phase of smelter 

capacity is expected to be completed by June 2009 and the second phase 
by late 2010, although the management is working to bring both ahead of 
their stated schedule. 

The first phase of 675MW of power (135x5) is likely to be completed by April 
2009 (with the first 135MW coming in June 2008) and the balance 540MW 
of power is expected to be commissioned by mid 2010. 

 Project status: The package ordering and engineering for the smelter and 

captive power plant are almost complete. The construction of both the 
smelter and the power plant are in progress and are about 40% complete. 

 Amperage: The smelter will start using current at 320kA. This can be 

increased to 350kA. Upgrading the current could add about 10% (50,000 
tpa) to production. 

 Cost of production: The Jharsuguda smelter is using the same technology 

and expertise as that of Korba II (Balco's new smelter). Based on that, the 
company expects to achieve the same cost of production as Korba II 
(US$600-650/t, net of alumina) in the long run. 

Hindustan Zinc  

On Day 4, we also visited HZL's largest zinc smelter at Chanderiya in 
Rajasthan. The new 170,000 tpa zinc smelter is a replica of the old one and is 
on track to be completed about 3-4months ahead of schedule, taking capacity 
to 581,000 tpa (up by 41%) by December 2007 and adding to volumes at a 
period when zinc prices are expected to be buoyant.  

Figure 7. HZL's capacity snapshot as of March 31, 2007. 

Facility Zinc (tpa) Lead (tpa) Silver (tpa) Sulphuric Captive
  Acid (tpa) Power (MW)
Chanderiya (Rajasthan) 275,000 85,000 74 465,000 154
Debari (Rajasthan) 80,000 - - 131,200 29+6*
Vizag (Andhra Pradesh) 56,000 - - 90,996 -
Total 411,000 85,000 74 687,196 189

Source: Company Report. *6MW of power at Zawar Mines 
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Figure 8. HZL's expansion plans 

Location Planned expansion Completion Date
Chanderiya - Zinc 170,000 tpa 
Chanderiya - Power 80 MW 

Dec 2007

  
Chanderiya – Zinc (debottlenecking) 80,000 tpa 
Debari – Zinc (debottlenecking) 8,000 tpa 
Zawar - Power 80 MW 

Mid 2008

  
Windpower (Guj, Kar, Mah) 38.4 MW Completed
 110.4 MW FY08

Source: Company Reports 

 

Figure 9.  HZL’s Expected Total Capacities by FY09 

Facility Zinc (tpa) Lead  (tpa) Silver (tpa) Sulphuric Captive
  Acid (tpa) Power (MW)
Chanderiya (Rajasthan) 525,000 85,000 74 465,000 234
Debari (Rajasthan) 88,000 - - 131,200 29+6+80*
Vizag (Andhra Pradesh) 56,000 - - 90,996 -
Total 669,000 85,000 74 687,196 349

Source: Company Reports.*86 MW of power at Zawar Mine 

 

 Capacity by FY09: All the expansion plans are well on track. Once the 

ongoing expansions are completed by 1Q FY09, HZL’s overall zinc smelting 
capacity will become 669,000 tpa (up 63% from the current 411,000 tpa), 
and the power capacities will rise by 85% to 349MW. 

 Project implementation status: The first hydrometallurgical zinc smelter 

(170,000 tpa) was completed over a period of 22 months (usually takes 
about 27-30 months). The company hopes to complete the new 170,000 tpa 
smelter at Chanderiya in a period of less than 20 months, based on the 
experience of the first phase. 

 Long-term expansion plans: In addition, the company has the potential to 

add about 200,000-250,000 tpa of smelter capacity to take its total zinc and 
lead capacity to around 1m tpa. However, no plans for this additional 
capacity have been formalized yet.  

 Coal availability: The company sources about 60% of its coal requirements 

from Indonesia, and the balance is met indigenously. 

 Cost of production: The current cost of production of zinc is ~US$639/t. The 

company hopes to achieve a long-term cost of US$500/t (excluding 
royalties), which would make it one of the lowest-cost producers globally. 

 CER credit: HZL's 9.4MW Waste Heat Recovery based power plant at 

Chanderiya got the United Nation's stamp of registration and has thus 
qualified for CER registration. 
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 Wind power: HZL set up 38.4MW of wind power in Gujarat in March 2007. 

Another 110.4MW is being commissioned in phases in Gujarat, Karnataka 
and Maharashtra and should be completed by the end of FY08. 

HZL's Mines 

Figure 10. Mining Operations  -Current Status 

 Total Proven and Probable Reserves 
Mine Qty Zinc Grade Lead Grade Ore production 

capacity
 m tons (%) (%) m tpa
Rampur Agucha 60.7 13.0 2.0 3.75
Zawar 6.7 3.9 2.1 1.2
Rajpura Dariba 6.8 6.3 1.5 0.9
Sindesar Khurd 2.5 5.3 2.2 0.3

Source: Company Reports 

 

Rampura Agucha Mine 

Our visit to HZL's Rampura Agucha Zinc-Lead Mine, located ~350 kms from 
the picturesque city of Udaipur in Rajasthan was a trip highlight. Rampura 
Agucha mine is the third-largest lead-zinc mine in the world and has one of the 
lowest costs with a low stripping ratio and high grade mineralogy.  

We visited the mine on 28th September 2007 and the beneficiation plant that is 
used to convert the ore to concentrate. The mine appears to have significant 
potential, and HZL can increase the ore production capacity further, both open 
cast and underground, by undertaking feasibility studies. 

The company reported continuous increase in the budget commitment towards 
exploration activities around all its mines. The budget commitment for FY08 is 
Rs285m. At HZL, the exploration efforts should bear fruit and allow the 
company to soon announce an increase in the level of zinc ore reserves. 

 Expansion plans: The current mine life of the Rampura Agucha mine is 

around 14 years. The ore production capacity is being increased from 3.75m 
tpa to ~5m tpa by December 2007(site works commenced in December 
2006). Further, the company has undertaken feasibility studies to start 
underground production as well. 

 Stripping ratio: The overall stripping ratio is 1:4.69, among the lowest 

globally. 

 Lead and Zinc recovery: There has been a rising trend in lead and zinc 

recovery from the Rampura Agucha Mine. 

Figure 11. Zinc and Lead Recovery 

 2002 2003 2004 2005 2006 2007
Lead Recovery (%) 54.04 54.69 58.50 59.01 59.62 60.39
Zinc Recovery (%) 89.80 89.80 90.38 90.98 91.20 92.00

Source: Company Reports 
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Sterlite Industries (India) 

Company description 

Sterlite is a non-ferrous metals major with a presence in aluminium, zinc and 
copper. Sterlite is a custom copper smelter (capacity 400,000 tpa) for which 
the key profit driver is treatment and refining charges (TC/RCs). According to 
Brook Hunt, Sterlite is in the lowest-cost quartile of all copper smelting 
operations worldwide. Sterlite's aluminium revenues and profits comes from its 
51% ownership of Bharat Aluminium Co (Balco), Balco's smelter capacity of 
345,000 tpa has access to 810MW power, which is the most important cost 
component in the aluminium manufacturing process. Sterlite's zinc and lead 
revenues come from its 64.9% holding in Hindustan Zinc Ltd (HZL), an 
integrated zinc producer with a 60% domestic share. It is among the lowest-
cost producers in the world largely due to the low cost of mining ore at the 
Rampura Agucha mine which meets about 90% of its requirement. HZL is 
expanding its zinc capacity by 63% to 669,000 tpa by 1Q FY09, accompanied 
by expansion in captive power capacity by 83% to 346MW. Sterlite is in the 
process of buying out the minority government stake in both HZL (29.5%) and 
Balco (49%). 

Investment strategy 

We rate Sterlite shares Buy / Medium Risk (1M). Zinc (Hindustan Zinc) is the 
biggest contributor to Sterlite's EBITDA (70% of total) and should continue to 
benefit from robust pricing and strong volume growth. Sterlite is expected to 
soon raise its holding in HZL to 94.4% and hence can be considered as an 
alternate investment vehicle for investors looking to participate in the zinc 
story. Sterlite is also 4x more liquid than HZL. In the aluminium business 
(Balco), lower costs and some volume growth should help compensate for 
lower domestic prices in FY08. Sterlite's shareholding in Balco is also expected 
to soon reach 100%. Copper has a difficult outlook due to the lower TC/RC 
margins expected in FY08-FY09 vs. FY07. We expect Sterlite’s attributable net 
income to rise 39% yoy in FY09E due to higher profits in zinc and aluminium 
and the completion of the minority stake acquisition of Hindustan Zinc (29.5%) 
and Balco (49%) from the government during FY08. 

Valuation 

Since April 2006, the stock has been substantially re-rated to a P/E range of 6-
8x due to the positive trends in all its three major businesses. We expect this 
re-rating process to continue based on our robust outlook for zinc and steady 
profits in aluminium, with triggers coming from progress in acquiring the 
balance minority stakes from HZL and Balco. Our target price of Rs949 is 
arrived at by applying a P/E of 10x to FY09E earnings. This appears justified as 
Sterlite's earnings are substantially driven by zinc's robust outlook, and the 
sector re-rating following recent M&A activity. The stock has also crossed its 4-
year average EV/EBITDA of 3.7x in the last few months, largely driven by zinc 
and lead prices. Based on our zinc outlook, we expect the EV/EBITDA upside to 
continue. At our target price, the stock would trade at an EV/EBITDA of 6.6x. 
 
We also examine the value for Sterlite using sum-of-the-parts by applying P/E 
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ratios of 6x to 10x for FY09E for its various businesses. We also add to this 
value the book value of investments in Sterlite Energy at the end of FY09E. This 
method gives a value of Rs904 per share. 

Risks 

We rate Sterlite shares as Medium Risk based on our quantitative risk rating 
system, which tracks 260-day historical share price volatility. Risk factors that 
could prevent the shares from reaching our target price include: (1) Any delays 
in completion of Hindustan Zinc minority stake acquisition; (2) Any delays in 
acquisition of Balco minority stake; (3) Weaker-than-expected commodity 
prices or TC/RC margins; (4) Delays in expansion plans for zinc and power; (5) 
Substantial dependence on the Rampura Agucha mines in case of zinc; (6) 
Trends in exchange rates. 
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