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Y/E Mar Sales PAT Cons. EPS* EPS Change YoY P/E RoE RoCE EV/EBITDA DPS
(Rs.mn) (Rs. mn) (Rs.) (Rs.) (%) (x) (%) (%) (x) (Rs.)

2005 22,021 6,036 - 14.3 0 11.9 33.7 36.8 7.7 2.0
2006 38,770 14,383 - 34.0 138 15.4 52.2 67.6 9.0 2.9
2007E 98,880 53,734 102.0 127.2 274 7.3 90.0 126.1 4.4 6.8
2008E 86,821 47,266 86.0 111.9 (12) 8.3 44.4 65.7 4.6 11.4

Financial summary 

Source: *Consensus broker estimates, Company, ENAM estimates. 

Source: ENAM Research, Bloomberg

Relative Performance 

Shareholding (%) Mar-06 QoQ chg

Promoters : 64.9 0.0 
FIIs : 1.1 0.4 
MFs / UTI : 1.6 (0.2)
Banks / FIs : 0.4 (0.1)
Others : 32.0 (0.1)
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Summary
Strong Chinese Zinc demand to sustain on secular growth and rising usage 

Growth estimated to remain buoyant  at  10% in 2007. Our visit to China reaffirms our belief that the momentum is 
likely to continue till 2010 

Chinese supply constrained by fragmentation and poor grade resource, deficit likely to 
continue

World Zinc industry to witness higher prices in the medium term, owing to continuing net 
imports into China, and tight global supply conditions

We revise our Zinc price estimates upwards for FY07 to USD 3,672 per tonne (USD 3,123 
earlier) and FY08 prices at USD 3,340 per tonne (USD 2,624 earlier) 

Hindustan Zinc Ltd. (HZL), with its high grade mining resources and cost competitive 
operations, is well placed to capitalize on the firm Zinc pricing outlook

Indian Zinc demand  is expected to grow at 10-12% p.a. over the next 3 years, driven by transportation, consumer 
durables and construction sectors  
We revise our FY07 EPS estimates upward to Rs 127.2  (Rs 104.2 earlier) and FY08 earnings to Rs 111.9 (Rs.83.4 
earlier)

Maintain sector Neutral with a price target of  Rs.1,150
At CMP ( Rs 927) , the stock trades at 7.3x FY07E earnings and 4.4x FY07E EV/ EBITDA  
At current valuations, Sterlite (holds 65% of HZL) provides higher target upside in the non-ferrous sector
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China: Zinc outlook
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Chinese Zinc sector: Snapshot 
China  Zinc output & consumption 

(tonnes) 2001 2002 2003 2004 2005 2006E 2007E

Zinc output 2,080,000 2,150,000 2,310,000 2,710,000 2,770,000 3,030,000 3,520,000 

Growth YoY (%) - 3.4 7.4 17.3 2.2 9.4 16.2

Zinc consumption 1,620,000 2,010,000 2,350,000 2,820,000 3,100,000 3,360,000 3,720,000 

Growth YoY (%) - 24.1 16.9 20.0 9.9 8.4 10.7

Surplus/(Deficit) 460,000 140,000 (40,000) (110,000) (330,000) (330,000) (200,000)

Source: CNIA, Antaike, ENAM Research   

Source: ILZSG, ENAM research

Others
55%

China
30%

Japan
5%

US
10%

Global Zinc usage 2007E: 11.38m tonnes

China,  the  largest Zinc producer accounting for 30% of  global Zinc 
demand, has turned into  a net importer from 2003 onwards

Source: ILZSG, ENAM Research   
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China: Zinc demand drivers
Galvanizing constitutes ~44% of total 
zinc consumption in China

Galvanized sheet as % of total steel 
output in China has been steadily rising , 
still behind developed world

Current consumption pattern
- China & dev. world

44 55 62

0%

20%
40%

60%
80%

100%

China US Japan
Galvanizing Die-casting
Battery Oxide
Brass and bronze Zinc alloys

(mn tonnes)

0

5

10

15

20

25

30

2002 2003 2004 2005 2006E

Rising HDG* galvanizing capacity

CAGR: 72%

(%)

5 8 13 15 18

55
60

0
10
20
30
40
50
60
70

2002 2003 2004 2005 2006E USA Japan

Galvanized sheet as % of total steel output 

Galvanized sheet in China accounts for only ~ 20% of  total steel output vis-a-vis 
55-60% in developed countries

Source: CNIA, Antaike, ENAM Research   * HDG: Hot dipped galvanizing

China
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China: Zinc demand outlook
Zinc consumption to move in line with 
economic growth

Infrastructure, building construction 
and durables have been major growth 
drivers during the last few years

Threat of substitution by aluminium low despite 
large price difference because of :

Low Zinc  requirement, 4%  of Zinc is required  for 
galvanizing  one tonne of steel
Higher corrosion resistance and better aesthetic 
appeal

GDP growth for 2007 is estimated at 
10.2%, and is forecast ~ 8% till 2010

Source:  Bloomberg,Antaike, Enam research

China: GDP growth Vs zinc  demand 
growth
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Zinc consumption estimated to touch ~ 4.8 mn tonnes in 2010
(from ~3.4 mn tonnes in 2006) based on historical consumption intensity 
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FACTORSFACTORS

National priorities for self sufficiency

Resources for production
Zinc concentrate

Structure of Supply

Recycling of the metal 

Cost of capital/ Economic Return

Environment protection

REMARKSREMARKS

High

Concentrate availability adequate for 
short term, tight in long term

Exploration of commercialization of Zinc oxide ore 
in addition to the current Zinc ore

Fragmented with higher smelter capacity 
than domestic concentrate

Not widely prevalent as of now, but 
focus is increasing

Current prices above economic/ fair 
returns inducing supply

Increased focus on clean environment , 
could affect smaller mines & smelters 
not meeting standards

Supply situation
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Structure and profitability 

Location & Size

Quality/ Life
of ore

Structure

% of total 
industry profit 

Margin %, Profit 
per company

Scalability of mines limited by ore availability and financial constraints

74% of total production contributed by major ten 
provinces; 37 mines accounting for 45% of total output

Low grade ore with estimated exploitation rate of 
~72%, estimated static life of reserves between 8 –10 
years

Fragmented – More  than 433 companies with average 
capacity of 72,400 tpa

70% of total Profits.

PAT margin of 17.8% average profit per mine  of 
USD ~1.23 mn
Large miners avg profit ~ USD 6.5mn

Nine major provinces accounting for ~91% 
of total metal production

-

Fragmented – More than 466 companies 
with top 6 companies contributing ~40% 
of total production

30% of total profits

PAT margin of 2.6%, avg profit  per 
smelter of  USD ~0.49 mn
Large smelter avg profit USD ~15.2 mn

The value chain
Zinc Ore 
Mining

Ore processing to 
concentrate

Primary Zinc 
Smelting/ Refining
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Zinc: Upward shift in price band

Source: Bloomberg,LME, ENAM Research

Forward prices, new price band

Curr 15 mths
Frwd (USD3, 703)

Curr.Spot price 
(USD 4,511)

Curr 27 mths Frwd
(USD 3,123)

(USD/Tonne) Greenfield Brownfield
20% RoCE 0% RoCE 12% RoCE

EBIT 254 - 91
Depreciation @5% 64 64 38
EBITDA (add the above two) 318 64 130
Cost of production 1,207 1,207 1,207
Zinc price 1,524 1,270 1,336

Greenfield Brownfield
Capital Cost (USD/ton) 1,270 762 
Operating Cost (USD/ton) 1,207 1,207

China : Current expansion – Integrated Zinc
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Zinc – Global Outlook
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World: Demand supply situation

000 tonnes 2002 2003 2004 2005 2006E 2007E

Mine Production* 8,904 9,579 9,664 9,971 10,181 10,924
(% change) (0.3) 7.6 0.9 3.2 2.1 7.3
Metal Production 9,720 9,868 10,158 10,268 10,710 11,235
(% change) 5.3 1.5 2.9 1.1 4.3 4.9
Metal Usage 9,386 9,845 10,457 10,677 11,094 11,382
(% change) 5.2 4.9 6.2 2.1 3.9 2.6
Surplus/deficit 334 23 (299) (409) (384) (148)
Average Price (USD/tonne) 779 828 1,048 1,382 3,149** -
(% change) - 6.3 26.6 31.9 127.8 -

World refined Zinc metal balance

Source: ILZSG, *:zinc content derived figure, ** average  calendar ytd  Nov 23, 2006

USD/Tonne FY07E FY08E

Average (1st April06  to 23th Nov 06)
- Forward 15 mths 2,941 -
- Forward 27 mths - 2,445
- Spot 3,495 -

Forecast (Average USD/Tonnes) 3,672 3,340

Zinc price outlook 

Source:  LME, ENAM research 

Demand exceeding refined output would lead to a deficit, which in turn will 
exhaust global inventory

Refer Appendix (Slide – 25) for  output constraints faced by big miners
Refer Appendix (Slide – 27) for major additions to world zinc capacity 
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China - Zinc Deficit / Surplus & LME Price

Firm zinc prices to sustain 

Strong demand from China coupled with tight concentrate supplies in the short 
term would keep Zinc in deficit/ balance sustaining high prices
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HZL

Best placed to capitalize on growing Indian demand 
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Demand expected to grow at 10-12% p.a. over 
the next 3 years. Transportation, consumer 
durables and construction are the major 
demand drivers

HZL’s market share for FY06 was 68%, out of 
total demand of ~420Kt. With expanded 
capacity, it is expected to fill the import gap
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HZL: Strong volume growth & firm pricing 
Volume growth: Zinc
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Captive power to lower costs

(US$/ Tonne)
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Integration, captive power and economies of scale leading to cost 
competitiveness

Refer Appendix (Slide – 26) for details on HZL’s Rampura  Agucha mine 
Refer Appendix (Slide – 28) for HZL volume & price assumptions 

Current cost excl. royalty 
at 7.5% of LME

(USD 600 / tonne)
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Financials & Valuations
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Company Financials
Income statement Key ratios

Y/E March (Rs. mn) 2005 2006 2007E 2008E

Net sales 22,021 38,770 98,880 86,821 
Other operating income 376 316 284 256 
Total income 22,397 39,085 99,164 87,077 

Cost of goods sold 12,078 14,128 18,877 17,659 
Contribution (%) 47 64 81 80
Advt/Sales/Distrn O/H 1,151 1,648 1,811 2,000 

Operating Profit 9,168 23,310 78,476 67,418 
Other income 465 501 1,982 4,969 

PBIDT 9,633 23,811 80,459 72,387 
Depreciation 864 1,383 1,624 2,466 
Interest 18 474 391 -

Pre-tax profit 8,752 21,954 78,444 69,920 
Tax provision 2,716 7,571 24,710 22,654 

Adjusted PAT 6,036 14,383 53,734 47,266 
E/o income / (Exp.) 509 342 - -

Reported PAT 6,545 14,725 53,734 47,266 

Y/E March (%) 2005 2006 2007E 2008E 

Sales growth 19.6 76.1 155.0 (12.2)

OPM 41.6 60.1 79.4 77.7
Oper. profit growth 13.7 154.3 236.7 (14.1)
COGS / Net sales 53.9 36.1 19.0 20.3 
Overheads/Net sales 5.1 4.2 1.8 2.3 

Depreciation / G. block 3.6 4.6 5.0 4.7 
Effective interest rate 0.3 8.4 7.0 0.0 

Net wkg.cap / Net sales 0.1 0.1 0.1 0.2 
Net sales / Gr block (x) 1.1 1.4 3.2 2.0 

Incremental RoCE 10.6 270.8 307.8 (178.6)
RoCE 36.8 67.6 126.1 65.7 

Debt / equity (x) 0.3 0.2 0.0 0.0 
Effective tax rate 31.0 34.5 31.5 32.4 

RoE 33.7 52.2 90.0 44.4 
Payout ratio (Div/NP) 12.9 8.2 5.4 10.2 

EPS (Rs.) 14.3 34.0 127.2 111.9 
EPS Growth 0.4 138.3 273.6 (12.0)

CEPS (Rs.) 16.3 37.3 131.0 117.7 
DPS (Rs.) 2.0 2.9 6.8 11.4 

Source: Company, ENAM Research Source: Company, ENAM Research
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Company Financials
Balance sheet Cash flow

Y/E March (Rs. mn) 2005 2006 2007E 2008E

Total assets 27,572 42,292 87,556 130,005 
Gross block 23,988 29,900 32,478 52,478 
Net fixed assets 13,879 18,603 19,557 37,091 
CWIP 4,563 578 7,500 500 

Wkg. cap. (excl cash) 2,031 6,322 16,292 12,422 
Cash / Bank balance* 7,100 16,789 44,206 79,992 

Capital employed 27,572 42,292 87,556 130,005 
Equity capital 4,225 4,225 4,225 4,225 
Reserves 16,552 30,073 80,917 123,366 
Borrowings 5,713 5,580 - -
Others 1,081 2,414 2,414 2,414 

Y/E March (Rs.mn) 2005 2006 2007E 2008E 

Sources 6,632 16,103 46,888 44,916 
Cash profit 7,324 17,098 55,358 49,732 

(-) Dividends 845 1,205 2,890 4,817 
Retained earnings 6,480 15,894 52,468 44,916 
Issue of equity - (0) - -
Borrowings (365) (133) (5,580) -
Others 517 342 - -

Applications 6,632 16,103 46,888 44,916 
Capital expenditure 10,386 2,122 9,500 13,000 

Net current assets (494) 4,291 9,970 (3,870)
Change in cash (3,261) 9,689 27,417 35,786 

Source: Company, ENAM Research
Note :  * Cash / Bank balance includes liquid investments

Source: Company, ENAM Research
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Sensitivity & Risks to call
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FY08E Sensitivity
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RisksRisks

Global recession/ Chinese slowdown 
impacting incremental demand, causing 
prices to fall

MitigationMitigation

Cost competitive producer with captive 
mine and power 

Risks to Call
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Appendix
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Mine Countries Metal Contained Rsv/Rsrce Remarks 

Prod.(kt) Zinc (Mnt) * life (Yrs)

Red Dog Canada 565 19.7 38.0 Stagnating

McArthur River Australia 160 15.5 87.0 Mine life extension  subject to environment approval

Mount Isa Australia 245 14.0 51.0 Current Development would support  ~ 11-15 yrs

Century Australia 509 9.4 17.0 Operation  impacted by higher over burden/ Stripping ratios 

Rampura-Ag India 377 6.4 15.0 -

Antamina Peru 180 4.9 19.0 Declining Output

Tara Ireland 232 2.8 11.0 Old Mine

Skorpion Nambia 171 2.1 11.0 Good Mine

Brunswick Canada 265 1.9 7.0 Stagnant

Lisheen Ireland 178 1.6 8.0 Good Mine

Total 2,882 78.3 -

#1 Big miners: Facing output constraints
World’s top-ten Zinc mines

Source: Teckcominco, 
Rsv/Rsrce: Reserve/Resource; * million tonnes
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Location Country Company Cap.  (000’ tonnes)

Projects 2007
San Cristobal San Cristobal Bolivia Apex silver mines Corp 180
Dairi Northern Sumatra Indonesia Herald Resources, PT Aneka Tambang 220
Perkoa Perkoa Burkina Faso Metrox (Aim Resources) 60
Langlois Lebel sur Quevillon, Quebec Canada Breakwater Resources 54
Lennard Shelf (Re start) Kimberly, Western Australia Australia Teck Cominco 180

Projects 2008
Mehdiabad Yazd, Central Iran Iran Union Capital, Itok, IMIDRO, IMPASCO 160
Duddar Duddar, Baluchistan Pakistan MCC Resources, Pakistan Mineral Dev. Co. 100
Tulsequah Chief British Columbia Canada Redfern Resources 50
Prairie Creek Nahanni River, Canada Canadian Zinc Group 50

North Western Territories

Source: Industry, ENAM  Research

#2 Major additions to world Zinc capacity
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#3 HZL Volume & Price assumptions

Assumptions (Rs.mn) 2003 2004 2005 2006 2007E 2008E

Zinc  
Volume (Tonne) 207,066 261,226 265,924 317,558 350,000 417,000 
Price($/Tonne) 806 901 1,107 1,614 3,672 3,340   

Lead
Volume (Tonne) 34,923 25,489 14,622 24,000 45,000 70,000 
Price ($/Tonne) 444 614 921 1,041 1,173 1,200 

Source: Company, ENAM Research

Volume growth: Zinc
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Zinc & Lead resource and reserves summary 

#4 HZL’s Rampura Agucha mine
Long life (15 years)

High grade ore

Growing output

HZL: Contained Zinc 

Rampura 
Agucha
72%

Other mine
28%

7.8 mn tonnes
2.9 mn tonnes

World’s leading Zinc mines
Mine Location Contained Reserve/ Resource

Zinc (mn. tonnes) Life (Years)

Red Dog Canada 19.7 38
McArthur River Australia 15.5 87
Mount Isa Australia 14.0 51
Century Australia 9.4 17
Rampura-Agucha India(Rajasthan) 7.8 15
Antamina Peru 4.9 19
Tara Ireland 2.8 11
Skorpion Nambia 2.1 11
Brunswick Canada 1.9 7

Source: Teckcominco, Major miners are stagnating 

Reserves & Resources Mnt Zinc (%) Lead (%)

Proved and probable reserves 68.6 11.2 2.0
Measured & indicated resource 54.8 8.8 2.1
Inferred resource 54.2 7.3 2.3

Source: Company, ENAM Research
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This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this document should be construed as 
investment or financial advice, and nothing in this document should be construed as an advice to buy or sell or solicitation to buy or sell the securities of companies referred to in this document. The 
intent of this document is not in recommendary nature
Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this
document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. The investment discussed or views expressed may
not be suitable for all investors
Enam Securities Private Limited has not independently verified all the information given in this document. Accordingly, no representation or warranty, express or implied, is made as to the accuracy, 
completeness or fairness of the information and opinions contained in this document
The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. This 
information is subject to change without any prior notice. The Company reserves the right to make modifications and alternations to this statement as may be required from time to time without any 
prior approval
Enam securities Private Limited, its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in, or deal as principal or agent in or for the 
securities mentioned in this document. They may perform or seek to perform investment banking or other services for, or solicit investment banking or other business from, any company referred to 
in this report. Each of these entities functions as a separate, distinct and independent of each other. The recipient should take this into account before interpreting the document
This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of ENAM Securities Private Limited. The views 
expressed are those of analyst and the Company may or may not subscribe to all the views expressed therein
This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on,  directly or indirectly, to any other person or published, copied, in whole 
or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into the United State (to U.S.Persons), Canada, or Japan or distributed, directly or indirectly, in the 
United States or Canada or distributed or redistributed in Japan or to any resident thereof. The distribution of this document in other jurisdictions may be restricted by law, and persons into whose 
possession this document comes should inform themselves about, and observe, any such restrictions
Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost 
profits that may arise from or in connection with the use of the information.

Copyright in this document vests exclusively with ENAM Securities Private Limited.

CONFLICT OF INTEREST DISCLOSURE
We, at ENAM, are committed to providing the most honest and transparent advice to our clients. However, given the nature of the capital markets, from time to time we are faced with situations that 
could give rise to potential conflict of interest. In order to provide complete transparency to our clients, before we make any recommendations, we are committed to making a disclosure of our interest 
and any potential conflict IN ADVANCE so that the interests of our clients are safe- guarded at all times. In light of this policy, we have instituted what we believe to be the most comprehensive 
disclosure policy among leading investment banks/brokerages in the world so that our clients may make an informed judgment about our recommendations. The following disclosures are intended 
to keep you informed before you make any decision- in addition, we will be happy to provide information in response to specific queries that our clients may seek from us.

Disclosure of interest statement (As of 23 November,  2006)
1. Analyst ownership of the stock No
2. Firm ownership of the stock No
3. Directors ownership of the stock Yes
4. Investment Banking mandate No
5. Broking relationship No

We are committed to providing completely independent and transparent recommendations to help our clients reach a better decision.


