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A struggle to find positives 

Sesa’s 2QFY12 EBITDA of Rs2.6 bn (-14.3% yoy) was 16.8% lower than our estimate on account 
of lower-than-expected realizations at US$84/tonne versus our estimate of US$111/tonne. 
Realization was weak even after accounting shift in mix of ore towards Karnataka mine. Note that 
yoy EBITDA declined due to (1) export duty increase to 20% on fines as well lumps versus 5% on 
fines and 15% on lumps in 2QFY11, and (2) decline in iron ore deliveries to 1.55 mn dmt from 
1.82 mn tonnes in 2QFY11. Net income of Rs12.8 mn was impacted by Rs2.3 bn of forex losses 
on FCCBs and overseas borrowings. 

Iron ore shipment decline was a function of (1) lower volumes from Goa mines at 0.83 mn tonnes 
versus 0.92 mn tones, and (2) termination of third-party mining agreement in Orissa. Shipments 
from Karnataka increased 57.8% yoy to 0.71 mn tonnes.  

FY2012E volume guidance maintained at 18 mn tonnes under certain conditions 

Sesa maintained volume guidance for FY2012E provided Karnataka operations start by 4QFY12E. 
Sesa believes there is reasonable progress on the EIA report to be submitted to the Supreme Court 
by November 6 and is hopeful of starting mining in 4Q. Sesa also provided an update on the 
progress of the Shah Commission probe into cases of illegal mining in Goa. Sesa has submitted 
mining details for the past five years and indicated complete compliance on royalty payment and 
quantum of ore extracted. However, there could be some industry-wide potential action/violation 
on disposal of waste, encroachment of land and other minor issues which can potentially crop up. 

Lower our iron ore price assumptions on fall in prices 

We have adjusted our FY2012-14E iron ore price assumptions to US$150, US$130 and US$105/ 
tonne from US$157, US$140 and US$110/ tonne earlier. Slowdown in European markets and 
potential concerns on the strength of demand from China drive the change. We lower our 
FY2012-14E EPS to Rs36.5, Rs39.4 and Rs33 from Rs40.1, Rs41.6 and Rs34.5 earlier. We lower 
our target price to Rs215 from Rs230 earlier. We value the core business at Rs118/ share. We 
value the stake in Cairn India at Rs97/share after providing a 20% holding discount. REDUCE. 

 
 

  

Sesa Goa (SESA) 

Metals & Mining 

A weak quarter. Sesa’s reported 2QFY12 EBITDA of Rs2.6 bn declined 14.3% yoy and 
missed our below-consensus estimate. Realization of US$84/tonne was lower than our 
estimate even after accounting for shift in mix of ore towards Karnataka mine. Net 
income of Rs12.8 mn was further impacted by forex loss of Rs2.3 bn. We model revised 
iron ore price forecast in our estimates and lower our FY2012-14E earnings estimate by 
5-9% and target price to Rs215. Regulatory uncertainty, implementation of mining tax 
and correction in iron ore prices are additional headwinds. REDUCE.
 

Sesa Goa
Stock data Forecasts/Valuations 2011 2012E 2013E

52-week range (Rs) (high,low) EPS (Rs) 47.0 39.3 39.4
Market Cap. (Rs bn) 189.0 EPS growth (%) 59.8 (16.4) 0.2

Shareholding pattern (%) P/E (X) 4.5 5.4 5.4
Promoters 55.1 Sales  (Rs bn) 92.1 94.9 104.2
FIIs 24.4 Net profits (Rs bn) 42.2 35.1 35.4
MFs 0.8 EBITDA (Rs bn) 51.5 49.1 49.4

Price performance (%) 1M 3M 12M EV/EBITDA (X) 3.7 4.4 3.5
Absolute 2.0 (24.9) (37.1) ROE (%) 36.8 19.5 17.6
Rel. to BSE-30 (4.5) (17.9) (26.0) Div. Yield (%) 1.9 1.9 1.9

Company data and valuation summary
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Key concerns remain 

Sesa continues to face multiple headwinds in the form of (1) potential restriction on mining 
iron ore in Goa due to several cases of illegal mining. While Sesa is compliant, any action 
similar to the one in Karnataka will hurt, (2) risk to estimates on iron ore shipments, (3) 
potential further increase in export duty. Export duty increased to 20% on fines as well 
lumps in February 2011 versus 15% on lumps and 5% on fines earlier, and (4) imposition of 
mining tax equivalent to royalty paid. Our FY2013E earnings and EBITDA will reduce by 
8.7% and 9.2%, respectively on implementation of the new mining tax. Our fair value will 
also reduce by Rs20/share. 

Balance sheet—net debt increases to Rs33.1 bn 

Sesa Goa’s long-term debt increasedto Rs43.7 bn while net debt increased to Rs33.1 bn. 
The company took on board additional debt during the quarter in the form of packing credit. 
Capital expenditure during the quarter amounted to Rs1.5 bn. The company has completed 
all the formalities and paid the consideration of US$90 mn on acquisition of a 51% stake in 
Western Cluster Limited (Liberia). Working capital levels remained high during the quarter as 
is customary during this seasonally weak monsoon quarter. The company had cash and cash 
equivalents amounting to Rs10.6 bn and net debt of Rs33.1 bn 

Key highlights from 2QFY12 earnings call 

 Total iron ore deliveries for 2QFY12 stood at 1.55 mn dmt despite production at 1.12 mn 
dmt during the quarter owing to liquidation of inventory. Karnataka accounted for 
around 0.71 mn tonnes which were entirely sold domestically, while the balance was 
exported. 

 Coke operations segment reported an EBIT loss of Rs43.1 mn during the quarter. It also 
included forex loss of Rs250 mn from outstanding payment to coal suppliers. 

 Realization from e-auctions in Karnataka is 7-8% lower than September 2011 quarter 
realization. Sesa has a total inventory pile-up of 0.8 mn tonnes at Karnataka out of which 
around ~0.3 mtpa have been sold. 

 The company incurred royalty charges of around Rs325/tonne in 2QFY12 versus 
Rs230/tonne in 1QFY12. 

 Pig iron production and sales for the quarter was 63 kt and 65 kt, respectively. Volumes 
were affected during the quarter due to a combination of low availability of iron ore from 
Karnataka and lower demand from foundries. 

 The 625 ktpa pig iron capacity expansion and associated doubling of metallurgical coke 
capacity to 560 ktpa are on schedule to be completed during the current quarter.  

 Sesa had acquired a 51% stake in The Western Cluster Project for US$90 mn in 2QFY12 
and has currently applied for an exploration license to carry out a feasibility study, having 
received ratification from the Legislature of the Republic of Liberia. 
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Exhibit 1: Interim results of Sesa Goa, March fiscal year-ends (Rs mn) 
 

(% chg.)
2QFY12 2QFY12E 2QFY11 1QFY12 2QFY12E 2QFY11 1QFY12

Net sales 7,841            10,996        9,068          20,947         (28.7)            (13.5)            (62.6)          
Total expenditure (5,297)           (8,087)         (6,150)          (9,615)          (34.5)             (13.9)            (44.9)           
(Inc)/Dec in stock 852               — 1,387           1,090           — (38.5)            (21.8)           
Consumption of raw materials (1,507)           (1,002)         (871)             (974)             50.4              73.1             54.7            
Staff costs (625)              (573)            (466)             (545)             9.2                34.2             14.6            
Stores (719)              (931)            (614)             (913)             (22.7)             17.2             (21.2)           
Inland transportation cost (491)              (858)            (1,739)          (1,203)          (42.7)             (71.8)            (59.2)           
Other transportation services (652)              (938)            (938)             (902)             (30.5)             (30.5)            (27.7)           
Purchase of ore (346)              (325)            (1,068)          (871)             6.6                (67.6)            (60.2)           
Export tax (872)              (1,446)         (527)             (3,454)          (39.7)             65.5             (74.7)           
Other expenditure (938)              (2,114)         (1,346)          (1,922)          (55.6)             (30.3)            (51.2)           
Expenses recovered 1                   99               32                79                (98.7)             (95.9)            (98.4)           
Other operating income 56                 215             115              141              (73.9)             (51.4)            (60.4)           
EBITDA 2,600            3,124          3,034          11,474         (16.8)            (14.3)            (77.3)          
Forex gain/ (loss) (2,341)           (910)            364              (15)               NM NM NM
Other income 504               1,673          1,004           1,521           (69.9)             (49.8)            (66.9)           
Interest (516)              (542)            (140)             (493)             (4.8)               268.4           4.7              
Depreciation (243)              (296)            (194)             (269)             (17.8)             25.2             (9.6)             
Pretax profits 4                   3,048          4,068          12,217         (99.9)            (99.9)            (100.0)        
Extraordinaries — — — —
Tax 9                   (854)            (189)             (3,811)          (101.1)           (104.8)          (100.2)         
Net income before minority interest 13                 2,195          3,879          8,406           (99.4)            (99.7)            (99.8)          
Minority interest — — (30)               — — — —
PAT after minority interest 13                 2,195          3,849          8,406           (99.4)            (99.7)            (99.8)          
Ratios
EBITDA margin (%) 33.2              28.4            33.5             54.8             16.7              (0.9)              (39.5)           
ETR (%) NM 28.0            4.6               31.2             NM NM NM
EPS (Rs) 0.0                2.5              4.5               9.4               (99.4)             (99.7)            (99.8)           
Volume details ('000 tonnes)
Iron ore sales ('000 dmt) 1,550            1,544          1,817           4,300           0.4                (14.7)            (64.0)           
Pig iron 65                 58               84                58                11.4              (23.1)            11.4            
Realization (US$/ dmt)
Iron ore 84                 111             84                101              (24.7)             (0.8)              (16.8)           
Iron ore EBITDA 34                 32               26                56                5.9                30.0             (40.2)           
Segmental revenues (Rs mn)
Iron ore 5,943            7,857          7,124           19,358          (24.4)             (16.6)            (69.3)           
Metallurgical coke 1,170            1,540          1,316           1,400           (24.0)             (11.1)            (16.4)           
Pig iron 1,866            1,598          1,996           1,631           16.7              (6.5)              14.4             

Source: Company, Kotak Institutional Equities estimates 

Exhibit 2: Sesa Goa, Change in estimates, March fiscal year ends, 2012-14E (Rs mn) 
 

2012E 2013E 2014E 2012E 2013E 2014E 2012E 2013E 2014E
Blended iron ore realizations (Rs/tonne) 4,507          3,976          3,127            4,348          4,060          3,106            3.7              (2.1)             0.7           
Iron ore volumes ('000 DMT) 16,923        20,534        23,457          17,491        21,238        24,256          (3.2)             (3.3)             (3.3)          
Benchmark iron ore price (US$/tonne) 150             130             105               157             140             110               (4.5)             (7.1)             (4.5)          

Net revenues 94,884        104,230      93,498          94,081        107,888      94,685          0.9              (3.4)             (1.3)          
EBITDA 49,059        49,373        35,406          50,047        50,974        35,880          (2.0)             (3.1)             (1.3)          
PAT 32,671        35,395        29,633          35,864        37,369        31,049          (8.9)             (5.3)             (4.6)          
EPS (Rs) 36.5           39.4           33.0              40.1           41.6           34.5              (8.9)            (5.3)            (4.6)          

USD INR 47.3           49.8           48.5              44.8           45.6           45.0              5.6             9.0             7.8           

Revised estimates Old estimates Change (%)

 

Source: Kotak Institutional Equities estimates 
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Exhibit 3: Australia FOB Pilbara, 62% Fe (6% moisture) price trend (US$/tonne) 
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Source: CRU, Kotak Institutional Equities estimates 

 

Exhibit 4: Our DCF-based valuation for Sesa Goa 
DCF valuation of Sesa, March fiscal year-ends, 2012E-22E 

2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E
EBITDA 49,059        49,373        35,406        18,376        18,182        17,202        15,424        13,928        12,385        10,788        9,130          
Tax expense (16,092)       (16,031)       (11,213)       (5,407)         (5,272)         (4,877)         (4,214)         (3,646)         (3,062)         (2,459)         (1,837)         
Changes in working capital 826             1,703          2,310          (1,122)         (391)            (109)            138             136             134             132             130             
Cash flow from operations 33,794       35,045       26,503       11,846       12,519       12,217       11,348       10,419       9,457         8,460         7,423         
Capital expenditure (8,050)         (6,843)         (4,210)         (4,200)         (4,200)         (4,200)         (4,200)         (4,200)         (4,200)         (4,200)         (4,200)         
Free cash flow to the firm 25,744       28,203       22,293       7,646         8,319         8,017         7,148         6,219         5,257         4,260         3,223         
Dicounted cash flow-now 24,370        23,523        16,382        4,951          4,746          4,029          3,165          2,426          1,807          1,290          860             
Discounted cash flow-1 year forward — 26,699        18,594        5,619          5,386          4,573          3,593          2,754          2,051          1,464          976             
Discounted cash flow-2 year forward — — 21,104        6,378          6,114          5,190          4,078          3,125          2,328          1,662          1,108          

Discount rate 13.5%

Mar-13
Total PV of free cash flow (a) 71,709       

PV of terminal value (b) —
EV (a) + (b) 71,709        
EV (US$ mn) 1,441          
Net debt (34,491)       
Equity value 106,200      
No. of shares 899             
Implied share price (Rs) 118            

Value
(Rs mn) (Rs/share)

DCF valuation of core business 106,200      118             
Add: Value of investments in Cairn India 87,291        97               
Arrived market capitalization 193,492      215            
Target price (Rs) 215             

Source: Kotak Institutional Equities estimates 
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Exhibit 5: Sesa Goa, Key assumptions (standalone), March fiscal year-ends, 2010-14E (Rs mn) 
 

2010 2011 2012E 2013E 2014E

Tonnages ('000 dmt)

Iron ore production 11,543             10,952             9,758               12,495             14,369             

Iron ore purchases 5,185               4,029               2,792               2,792               2,792               

Iron ore sales 15,177             14,368             12,550             15,287             17,161             

Metallurgical coke sales 263                  266                  344                  420                  420                  

Pig Iron sales 270                  266                  349                  500                  500                  

Tonnages ('000 dmt) (consolidated)

Iron ore production 12,633             13,162             12,189             15,412             17,869             

Iron ore purchases 7,445               5,794               4,734               5,122               5,588               

Iron ore sales 19,434             18,256             16,923             20,534             23,457             

Metallurgical coke sales 263                  266                  344                  420                  420                  

Pig Iron sales 270                  266                  349                  500                  500                  

Realizations

Weighted average ore realization (Rs/tonne) 2,909               4,665               4,507               3,976               3,127               

Average ore realization (US$/tonne) 53                   93                   95                   80                   64                   

Metallurgical coke prices (Rs/tonne) 13,545             17,731             23,972             23,791             20,472              

Source: Company, Kotak Institutional Equities estimates 

 

 



 

 

Metals & Mining Sesa Goa

 6 KOTAK INSTITUTIONAL EQUITIES RESEARCH 

Exhibit 6: Sesa Goa (consolidated), Profit model, balance sheet and cash flow model, March fiscal year-ends, 2009-2014E (Rs mn) 
 

2009 2010 2011 2012E 2013E
Profit model (Rs mn)
Net sales 49,591               58,583               92,051               94,884               104,230             

EBITDA 25,388               31,448               51,543               49,059               49,373               
Other income 2,240                 4,260                 5,399                 5,719                 6,536                 
Interest (10)                     (517)                   (381)                   (2,789)                (1,851)                
Depreciaiton (517)                   (745)                   (964)                   (1,167)                (1,662)                

Profit before tax 27,102               34,446               55,597               50,823               52,395               
Taxes (7,153)                (8,056)                (13,372)              (15,691)              (17,000)              

Net profit 19,949               26,390               42,225               32,671               35,395               
Minority interest (68)                     (99)                     — — —

PAT 19,881               26,291               42,225               32,671               35,395               
Earnings per share (Rs) 23.9                   29.4                   47.0                   36.5                   39.4                   

Balance sheet (Rs mn)
Equity 47,157               79,177               128,104             157,231             199,367             

Deferred tax liability 664                    750                    682                    682                    682                    
Total Borrowings 19                      19,606               9,995                 37,180               12,180—
Minority interest 334                    433                    — — —
Current liabilities 5,840                 12,400               17,256               11,253               13,577               

Total liabilities 54,015               112,366             156,037             206,347             225,806             
Net fixed assets 5,930                 22,557               31,443               38,326               43,506               
Investments 31,252               45,649               87,998               134,704             134,703             
Cash 177                    23,918               8,970                 12,520               26,179               
Other current assets 16,656               20,242               27,626               20,796               21,417               
Miscellaneous expenditure 0                        (0)                       — — —

Total assets 54,015               112,366             156,037             206,347             225,806             
Free cash flow (Rs mn)
Operating cash flow excl. working capital 18,221               23,922               38,372               28,118               30,522               
Working capital changes 3,854                 1,791                 (3,037)                826                    1,703                 
Capital expenditure (1,363)                (1,316)                (8,330)                (54,756)              (6,843)                

Free cash flow 20,713               24,397               27,005               (25,811)              25,383               
Ratios
Debt/equity (%) 0.0                     0.2                     0.1                     0.2                     —
Net debt/equity (%) (0.7)                    (0.8)                    (0.8)                    0.0                     (0.2)                    
RoAE (%) 52.4                   36.1                   36.8                   19.5                   17.6                   

RoACE (%) 52.4                   31.6                   32.6                   17.7                   15.9                    

Source: Company, Kotak Institutional Equities estimates 
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"I, Kawaljeet Saluja, hereby certify that all of the views expressed in this report accurately reflect my personal views about 
the subject company or companies and its or their securities. I also certify that no part of my compensation was, is or will be, 
directly or indirectly, related to the specific recommendations or views expressed in this report." 
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this stock to outperform the BSE Sensex by 17.5% over the next 
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expect this stock to underperform the BSE Sensex by 0-7.5% over 
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the BSE Sensex by more than 0% over the next 12 months. Our 
target prices are also on a 12-month horizon basis. These ratings 
are used illustratively to comply with applicable regulations. As of 
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Ratings and other definitions/identifiers 

Definitions of ratings 

BUY. We expect this stock to deliver more than 17.5% returns over the next 12 months. 

ADD. We expect this stock to deliver 7.5-17.5% returns over the next 12 months. 

REDUCE. We expect this stock to deliver 0-7.5% returns over the next 12 months. 

SELL. We expect this stock to deliver less than 0% returns over the next 12 months. 

Our target prices are also on a 12-month horizon basis. 

Other definitions 

Coverage view. The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following 
designations: Attractive, Neutral, Cautious. 

Other ratings/identifiers 

NR = Not Rated. The investment rating and target price, if any, have been suspended temporarily. Such suspension is in compliance with applicable 
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or strategic 
transaction involving this company and in certain other circumstances.  

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.  

NC = Not Covered. Kotak Securities does not cover this company.  

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and price target, if any, for this stock, because there is not a sufficient 
fundamental basis for determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for this stock 
and should not be relied upon.  

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.  

NM = Not Meaningful. The information is not meaningful and is therefore excluded. 

 



 

 

 

 

 

 

 

 

 

 

Corporate Office Overseas Offices 

Kotak Securities Ltd. 

Bakhtawar, 1st Floor 

229, Nariman Point 

Mumbai 400 021, India 

Tel: +91-22-6634-1100 

 Kotak Mahindra (UK) Ltd 

6th Floor, Portsoken House 

155-157 The Minories 

London EC 3N 1 LS 

Tel: +44-20-7977-6900 / 6940 

Kotak Mahindra Inc 

50 Main Street, Suite No.310 

Westchester Financial Centre 

White Plains, New York 10606 

Tel:+1-914-997-6120 
 

Copyright 2011 Kotak Institutional Equities (Kotak Securities Limited). All rights reserved. 

1. Note that the research analysts contributing to this report may not be registered/qualified as research analysts with FINRA; and 

2. Such research analysts may not be associated persons of Kotak Mahindra Inc and therefore, may not be subject to NASD Rule 2711 restrictions on 
communications with a subject company, public appearances and trading securities held by a research analyst account. 

Kotak Securities Limited and its affiliates are a full-service, integrated investment banking, investment management, brokerage and financing group. We along with 
our affiliates are leading underwriter of securities and participants in virtually all securities trading markets in India. We and our affiliates have investment banking 
and other business relationships with a significant percentage of the companies covered by our Investment Research Department. Our research professionals 
provide important input into our investment banking and other business selection processes. Investors should assume that Kotak Securities Limited and/or its 
affiliates are seeking or will seek investment banking or other business from the company or companies that are the subject of this material and that the research 
professionals who were involved in preparing this material may participate in the solicitation of such business. Our research professionals are paid in part based on 
the profitability of Kotak Securities Limited, which include earnings from investment banking and other business. Kotak Securities Limited generally prohibits its 
analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of any companies that 
the analysts cover. Additionally, Kotak Securities Limited generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or 
advisory board member of any companies that the analysts cover. Our salespeople, traders, and other professionals may provide oral or written market commentary 
or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may 
make investment decisions that are inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of 
the foregoing, among other things, may give rise to real or potential conflicts of interest. Additionally, other important information regarding our relationships with 
the company or companies that are the subject of this material is provided herein. 

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would 
be illegal. We are not soliciting any action based on this material. It is for the general information of clients of Kotak Securities Limited. It does not constitute a 
personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice 
or recommendation in this material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. The 
price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any 
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. Kotak Securities 
Limited does not provide tax advise to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment. 

Certain transactions -including those involving futures, options, and other derivatives as well as non-investment-grade securities - give rise to substantial risk and are 
not suitable for all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should 
not be relied on as such. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavor to update on a reasonable basis 
the information discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so. We and our affiliates, officers, directors, and 
employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or “short” positions in, act as principal in, 
and buy or sell the securities or derivatives thereof of companies mentioned herein. For the purpose of calculating whether Kotak Securities Limited and its affiliates 
holds beneficially owns or controls, including the right to vote for directors, 1% of more of the equity shares of the subject issuer of a research report, the holdings 
does not include accounts managed by Kotak Mahindra Mutual Fund. Kotak Securities Limited and its non US affiliates may, to the extent permissible under 
applicable laws, have acted on or used this research to the extent that it relates to non US issuers, prior to or immediately following its publication. Foreign currency 
denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or income derived from the 
investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign currencies affectively assume currency risk. In addition 
options involve risks and are not suitable for all investors. Please ensure that you have read and understood the current derivatives risk disclosure document before 
entering into any derivative transactions. 

This report has not been prepared by Kotak Mahindra Inc. (KMInc). However KMInc has reviewed the report and, in so far as it includes current or historical 
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed. Any reference to Kotak Securities Limited shall also be 
deemed to mean and include Kotak Mahindra Inc. 

 


