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METALS: Sesa Goa is India’s largest private iron-ore miner and exporter with an
Sesa Goa — output of ~9.5mnte. ~70% of the company's output is from its

Company update

operations in Goa and the rest from Karnataka and Orissa. Sesa Goa
exports ~90% total output on long-term contracts to its customers
(60% in China & Taiwan and the rest in Japan, Pakistan & Europe).
~6.5mnte is mined from the company’s own mines and the remaining
~3mnte from private mines through long-term contracts. Apart from
mining iron ore, Sesa Goa manufactures metallurgical coke and pig
iron.
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The Infrastructure Development Finance Company has raised Rs2.4bn via bond issue.
(The Economic Times)

The Ministry of Power is against plans to hive off the Dabhol LNG unit. (The Economic
Times)

The Government is likely to rake in more than Rs22.5bn by offloading its residual
10.27% stake in Maruti Udyog. (The Financial Express)

The Government has given its nod to 16 special economic zones (SEZ). However, it
has put Reliance Industries’ big-ticket Navi Mumbai SEZ on hold. (Business Standard)

Bharti and Hutch were fined Rs500mn each for launching Airtel 2-in-1 and Talkon
services respectively without obtaining prior approval from the Department of
Telecommunications. (The Financial Express)

Hindalco has won the EU anti-trust nod for buying Novelis. (The Financial Express)

Gas Authority of India plans to raise Rs150bn through overseas borrowings and a
further Rs100bn from the local market. The company may sell part of its 2.4% stake in
Oil and Natural Gas Corporation. (Business Standard)
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Sesa Goa (Unrated)
Rupee appreciation to crush earnings growth

Rahul Jain

Sesa Goa is India’s largest private iron-ore miner and exporter with an output of ~9.5mnte.
~70% of the company’s output is from its operations in Goa and the rest from Karnataka
and Orissa. Sesa Goa exports ~90% total output on long-term contracts to its customers
(60% in China & Taiwan and the rest in Japan, Pakistan & Europe). ~6.5mnte is mined
from the company’s own mines and the remaining ~3mnte from private mines through
long-term contracts. Apart from mining iron ore, Sesa Goa manufactures metallurgical
coke and pig iron.

Recently, Mitsui & Co., Japan sold 51% controlling stake to Vedanta Resources Plc., UK
for US$981mn (or Rs2,036/share). The new promoter is expected to put forward an open
offer soon to buy another 20% stake at Rs2,036/share.

Table 1: Valuation summary

Y/E EPS* P/E

March (Rs) (x)
Price (10/05/07) (Rs) 1700 | 2004 86.4 19.7 | BSE Sensex 13782
52 wk Range (Rs) 2024/809 | 2005 126.0 13.5 | M.Cap (Rs bn) 66.9
DPS (Rs) 15 | 2006 144.5 11.8 | M.Cap (US$ bn) 1.63
Dividend yield (%) 0.9 | 2007E 166.1 10.2 | Shares Out (mn) 39.4
Face value (Rs) 10 | 2008E 163.6 10.4 | Float (%) 49

Mar-07
Promoters 51
Institutional
investors 29
MFs and UTI 4.1
Insurance Cos. 4.1
Flis 20.8
Others 20
Source: NSE
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Source: Company data; * Fully diluted basis

e Volume growth continues to be slack. Given the nature of the iron-ore business,
Sesa Goa'’s iron ore volumes have remained stagnant at 8.5-9.5mnte in the past three
years. This is mostly due to volume restrictions imposed by the Supreme Court at the
company’s key mines at Goa.

e Strong international pricing scenario. lron ore prices have been on an upswing
since the past several years owing to strong demand from China. Iron ore prices are
fixed on an annual basis after negotiations between miners (viz. BHP Billiton, Rio Tinto
& CVRD) and steel manufacterers in China & Japan. Sesa Goa follows these
international benchmark prices, thus being a beneficiary of the international uptrend.

e Export duty impact. After a long hiatus, the Government has re-introduced an export
duty of ~Rs300/te and Rs50/te on iron ore with more than 62% and less than 62% of
iron content respectively. Sesa Goa’s iron ore comprises 90% fines and 10% lumps,
and ~70% total output is less than 62% iron content. The export duty would mean an
additional outgo of ~Rs1.2bn for FY08, which the company may not be able to pass on
to the customer.

e Rupee impact. The sharp appreciation in the Indian rupee vis-a-vis the US dollar in
the past few weeks is likely to have direct implications for Sesa Goa, as the company
exports ~90% output. Being a pure commodity producer with low value-add, the
company’s earnings are highly sensitive to currency price movements. The Indian
rupee appreciated from an average of Rs45.5 in FY07 to Rs40.8 at present, a 12%
rise.

e Valuation. We expect Sesa Goa to report an FY08 consolidated EPS of Rs163.6
(-1.5%YoY) on account of the impact of rupee appreciation, export duty and the 9.5%
increase in benchmark prices. Sesa Goa currently trades at expected FY08 earnings
PE and EV/EBITDA of 10.4x and 6.4x respectively. We believe that compared with its
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peers and with the increased risk in earnings, the stock is significantly over-valued.
Although the new management has aggressive plans for the company, we believe that
the proposed changes have their own challenges and would take a significant time to
materialise.

Table 2: Financial forecast
(Rs mn, year ending March 31)

% chg. % chg.
FY06 FY07 (YoY) FYO8E (YoY)
Net Sales - - 13 19,712 2)
Total Expenses 9,887 11,176 13 11,823 6
EBITDA 7,830 8,875 13 7,889 (11)
EBITDA Margins % 44.2 44.3 - 40.0 0.1
Interest 10 0 - 0 0
Depreciation 246.6 312.8 27 290 (@)
Other Income 1
Recurring pre-tax income 8,071 8,995 11 8,780 2)
Taxation 2,682 2,877 7 2,950 3
Recurring Net Income 5,394 6,118 13 5,830 (5)

Source: Company data; i-SEC Research

ICICI Securities Primary Dealership Ltd has been appointed as a Manager to the Open Offer made by Vedanta
Group to the shareholders of Sesa Goa.
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Quarterly results date reckoner

No. Nifty companies Date of result No.  Other companies Date of result
1 ABB India April 26 1 Adlabs Films April 26
2 ACC April 19 2 Alembic Limited -

3 Bajaj Auto May 17 3 Apollo Hospitals Enterprise -

4 Bharat Heavy Electricals - 4 Arvind Mills May 12
5 Bharat Petroleum Corporation - 5 Ashok Leyland May 4
6 Bharti Airtel April 27 6 Asian Paints May 10
7 Cipla April 26 7 Aventis Pharma April 16
8 Dabur India May 8 8 Balaji Telefiims May 16
9 Dr. Reddy's Laboratories May 18 9 Bank of Baroda April 28
10 GAIL (India) May 8 10 Bharat Forge -

11 GlaxoSmithKline Pharmaceuticals April 27 11 Britannia Industries -

12 Grasim Industries April 25 12 Cadila Healthcare April 26
13 Gujarat Ambuja Cements April 20 13 Canara Bank May 2
14 HCL Technologies April 17 14 Colgate-Palmolive May 3
15 HDFC Bank April 24 15 Corporation Bank April 28
16 Hero Honda Motors May 11 16 GlaxoSmithKline Consumer -

17 Hindalco Industries May 4 17 Glenmark Pharma April 25
18 Hindustan Lever April 30 18 Godrej Consumer Products April 25
19 Hindustan Petroleum Corporation - 19 Gujarat Gas Company April 30
20 Housing Development Finance Corporation  May 3 20 IDBI April 20
21 ITC - 21 Indian Hotels Co. -

22 ICICI Bank April 28 22 Indraprastha Gas -

23 Indian Petrochemicals Corporation - 23 Info Edge (India) May 3
24 Infosys Technologies April 13 24 Infotech Enterprises -

25 Larsen & Toubro - 25 Jammu & Kashmir Bank May 7
26 Mahanagar Telephone Nigam April 24 26 Jet Airways -

27 Mahindra & Mahindra May 28 27 JSW Steel April 30
28 Maruti Udyog April 24 28 Kansai Nerolac Paints May 3
29 National Aluminium Company April 25 29 Madras Cements May 30
30 Oil & Natural Gas Corporation - 30 Marico April 26
31 Punjab National Bank May 23 31 MphasiS April 30
32 Ranbaxy Laboratories April 27 32 National Thermal Power Corp. -

33 Reliance Communications April 30 33 Nestle India April 30
34 Reliance Energy April 25 34 Oriental Bank of Commerce April 28
35 Reliance Industries April 26 35 Patni Computer Systems April 25
36 Reliance Petroleum April 25 36 Polaris Software Lab April 27
37 Satyam Computer Services April 20 37 Procter & Gamble April 30
38 Siemens April 23 38 Punjab Tractors -

39 State Bank of India May 12 39 Raymond April 26
40 Steel Authority of India May 21 40 Sasken Communication Technologies -

41 Sterlite Industries (India) May 3 41 SpiceJet -

42 Sun Pharmaceutical Industries May 15 42 Tata Tea -

43 Suzlon Energy May 14 43 TVS Motor Company -

44 Tata Consultancy Services April 16 44 Union Bank of India May 7
45 Tata Motors May 18 45 UTI Bank April 17
46 Tata Power Co. May 30 46 Wockhardt April 26
47 Tata Steel May 17

48 Videsh Sanchar Nigam -

49 Wipro -

50 Zee Entertainment April 21

Note: Result dates in calendar format on Page 5
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Quarterly results date reckoner

MAY 2007
Sun Mon Tue Wed Thu Fri Sat
1 2 3 4 5
Kansai Nerolac, Ashok Leyland
Info Edge,
Colgate-Palmolive
6 7 8 9 10 11 12
Union Bank of India, | GAIL Asian Paints Hero Honda SBI
J&K
13 14 15 16 17 18 19
Sun Pharma Balaji Telefilms Bajaj Auto Tata Motors,
DRL
20 21 22 23 24 25 26
PNB
27 28 29 30 31
M&M Madras Cement,
Tata Power
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We /I, Rahul Jain, CA research analyst(s) and the author(s) of this report, hereby certify that all of the views expressed in this research report accurately reflect my/our
personal views about any and all of the subject issuer(s) or securities. We/l also certify that no part of our compensation was, is, or will be directly or indirectly related to
the specific recommendation(s) or view(s) in this report.
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group. We along with affiliates are leading underwriter of securities and participate in virtually all securities trading markets in India. We and our affiliates have
investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. Our research
professionals provide important input into our investment banking and other business selection processes. ICICI Securities generally prohibits its analysts, persons
reporting to analysts and their dependent family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained
herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to
any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information
herein on reasonable basis, ICICI Securities, its subsidiaries and associated companies, their directors and employees (“ICICI Securities and affiliates”) are under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-
rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or
ICICI Securities policies, in circumstances where ICICI Securities is acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy
or completeness guaranteed. This report and information herein is solely for informational purpose and may not be used or considered as an offer document or
solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers
may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes
investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities
discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgement by any recipient. The
recipient should independently evaluate the investment risks. The value and return of investment may vary because of changes in interest rates, foreign exchange rates
or any other reason. ICICI Securities and affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report. Past performance is not
necessarily a guide to future performance. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and
may be subject to change without notice.

ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and
affiliates might have received compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for
services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. ICICI Securities and affiliates
expect to receive compensation from the companies mentioned in the report within a period of three months following the date of publication of the research report for
services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. It is confirmed that
Rahul Jain, CA research analyst(s) and the author(s) of this report have not received any compensation from the companies mentioned in the report in the preceding
twelve months. Our research professionals are paid in part based on the profitability of ICICI Securities, which include earnings from Investment Banking and other
business.

ICICI Securities or its affiliates collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month
preceding the publication of the research report.

It is confirmed that Rahul Jain, CA research analyst(s) and the author(s) of this report or any of their family members does not serve as an officer, director or advisory
board member of the companies mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities
and affiliates may act upon or make use of information contained in the report prior to the publication thereof.
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