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m  Adhunik Metaliks' 3QFY 11 consolidated PAT grew 41% YoY to Rs541m (up 48% QoQ, higher than our estimate of
Rs446m) due to strong iron ore and manganese ore realizations and a ramp up of manganese production.

m Orissa Manganese and Mineral's (OMM) PAT increased 86% YoY to Rs430m (up 47% YoY) due to high manganese
volumes and better realizations of manganese and iron ore.

®m  OMM sold 214k tons of iron ore, up 35% QoQ and it sold 54k tons of medium/high grade manganese ore. Average
iron ore realization increased 25% QoQ to Rs2,867/ton due to strengthening of iron ore prices led by a shortage in
Orissa.

m  With the start of mining operations at three new OMM manganese mines, the company plans to ramp up manganese
production to 300k tons (from 143k tons in FY10) over the next 24 months.

m A captive iron ore mine in Keonjhar district has been delayed due to procedural issues in Orissa. The company had
been expecting mining to start in 4QFY11, which now looks ambitious. However, the final stage of reconfirmation
approval of the Suleipat mine (owned by a JV) is expected by the end of 4QFY11. It can start initial production
immediately if the approvals are received.

m  The commissioning of a 1.2mtpa beneficiation unit and a pellet plant will expand margins. The beneficiation plant is
expected to be commissioned in 1QFY12 and the pellet plant is due to be commissioned in 3QFY12.

m  We expect consolidated EPS CAGR of 19% to Rs18.8 over FY10-13. The stock trades at FY12E P/E of 4.7x and
EV/EBITDA of 5x. Reiterate Buy with a target price of Rs154 (based on 6.5x FY12E EV/EBITDA).

QUARTERLY PERFORMANCE (STAHDALOHNE) {RS MILLIOH)
¥/E MARCH FY10 FY11 FY10  FY1E
10 20 30 40 10 20 30 40E

Steel Sales (‘000 tons) B B9 75 a0 76 76 g4 a1 301 327
Pig iron Sales (000 tons) 14 12 11 g 10 13 8 3 46 34
Realization (Rafss) 29166 29627 28223 31587 54150 34152 33368 34519 20763 34,054
Het Sales 2,14 3117 3,030 3,754 3,275 3,372 3423 3613 12,215 13,744

Change (%) 296 170 320 B4 416 8.2 15.0 ¥ 4.6 12.5
EBITDA Ny 490 626 634 7 689 610 689 2,167 2,759

A5 % of Net Sales 18.0 15.7 20.7 16.9 23.5 20.4 17.8 16.8 17.7 20,1
EBITDAAsSp 5189 6047 7,270 6,166 8,980 7,791 6644 7,301 6,186 7,653
Interest 261 279 346 262 529 5340 37 333 1,148 1,320
Depreciation 127 143 144 169 217 220 220 224 582 882
Cther Income 49 BS 51 75 5 B 5 243 15
PBT (after EO Inc.) 7 143 192 278 229 134 73 137 691 673
Tatal Tax 15 26 32 71 46 27 15 27 146 115

% Tax 19.3 19.5 16.7 256 19.9 19.9 2.0 200 2.8 20.1
Reported PAT 62 115 159 207 183 107 58 110 544 458
Adjusted PAT 62 109 156 207 183 107 58 110 535 458

Change (Yol %) 735 677 -272.8 8920 1936 1.8 -63.1 471 6.6 145

E: MOSL Estimates; tzsp=tons of steel, sponge and pig iron sales; tss = tons of saleable steel
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Adhunik Metaliks' 3QFY11 consolidated PAT grew 41% YoY to Rs541m (up 48%
QoQ; higher than our estimate of Rs446m) due to strong iron ore and manganese ore
realizations and a ramp up of manganese production.

OMM: Adjusted PAT up 86% YoY, led by higher realizations of iron ore,
manganese ore and a ramp up of manganese production

Orissa Manganese & Minerals' (OMM) 3QFY11 adjusted PAT increased 86% YoY
to Rs430m (up 47% QoQ) due to higher manganese volumes and better realizations
of manganese and iron ore.

However, iron ore volumes declined 30% YoY to 213,681 tons, affected by continued
logistics issues (increased monitoring on iron ore movement) and extension of the
monsoons. It included 185k tons of lumps and the rest was fines. OMM sold 53,688
tons of medium/high grade manganese ore, which is expected to be ramped up in
4QFY11 as the company started mining operations in the non-forest area of three of
its new manganese ore mines (Tentulidihi, Sanpatholi and Kusumdihi).

Average iron ore realization increased 25% QoQ to Rs2,867/ton due to strengthening
of iron ore prices, led by a shortage in Orissa. The iron ore market has been tight after
a ban on many mines that undertook illegal mining activity and delays in restarting of
mines of other key local ore producers. The average realization of medium/high grade
manganese ore improved to Rs9,519/ton (up 34% QoQ).

Due to commencement of mining operations at new manganese mines, the management
expects production of ~225k tons in FY11.

The commissioning of a 1.2mtpa beneficiation and pellet plant in Jamshedpur is on
track. The company is targeting production of 0.5m tons in FY12, which will boost
OMM's earnings.

QUARTERLY PERFORMAHNCE (OMM) (RS MILLIOH)
¥'E MARCH FY10 F¥11 FY10 FY11E
10 20 30 40 10 20 30 JIE
Win Cre HG (000 tons) ey 15 25 35 a7 41 a4 65 a5 26
Realization (Raton) 4 E73 5291 £ 493 713 0365 708 9519 9519 B.134 0025
[rom ore (000 tons) 269 MT 304 362 289 158 24 350 1,152 1,010
Realization (Rston) 1195 1566 1491 2078 2 E05 2,299 2 BEY oo 161 2 405
Het Sales 454 420 643 1,057 1,303 671 1,145 1,704 2,575 4,823
Change (Yo, %) 5.5 335 1469 1295 156.5 54,7 751 g1 100,35 &7.5
Total Expenditure 215 179 283 42 431 305 415 G35 1090 1,792
EBITDA 239 24 360 645 7z 363 727 1,068 1,485 3.0
A5 % af Net Sales 526 a87.5 5.4 £1.0 BB 9 ad. ] B35 627 077 B2.5
Interest er 55 2 =0 107 o] 142 155 133 472
Depreciation 10 11 14 X2 34 3 35 38 =] 145
Cther Income 2 3 15 5 15
PBT (after EQ Inc.) 205 177 344 574 T3 257 549 890 1,299 2,427
Total Tax 71 45 113 195 244 -39 1149 294 425 G235
% Tax 3.7 ZE.0 328 3.0 354 -135 218 350 327 287
Reported PAT 134 13 Y | KT} 487 27 430 5497 &4 1,804
Adjusted PAT 134 131 k| kYL 487 291 430 5497 &74 1,804
E: MOst Estimates; HG = high grade
2
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Standalone PAT declines 46% QoQ due to higher raw material costs despite
higher steel volumes; realization down 2% QoQ to Rs33,368/ton

Net sales increased 2% QoQ to Rs3.42b (up 13% YoY) due to higher steel volumes.
Saleable steel sales volumes increased 10% QoQ to 83,555 tons (up 11% YoY). Net
realization of saleable steel declined 2% QoQ to Rs33,368/ton (up 18% YoY).
Saleable steel production increased 12% QoQ to 130,384 tons (down 7% Y0Y).
However, the proportion of rolled products in 3QFY11 decreased to 31% from 34% in
2QFY11 as the company produced more billets. Billet production increased 17% QoQ
to 89,518 tons (flat YoY) and production of rolled products increased 5% QoQ to
40,866 tons (down 21% YoY).

EBITDA declined 11% QoQ to Rs610m (down 3% YoY) due to an increase in raw
material costs. Iron ore costs per ton increased ~32% QoQ to Rs5,020. EBITDA/tss
(tons of saleable steel) declined 15% (Rs1,147) QoQ to Rs6,644.

A captive iron ore mine in Keonjhar district has been delayed due to procedural issues
in Orissa. The company had been expecting mining to start in 4QFY 11, which now
looks ambitious. However, it has received forest and environment clearances and the
area has been demarcated for mining lease.
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Ramp up of minerals at OMM, pellet plant to deliver strong earnings growth

m  With the start of mining operations at OMM's three new manganese mines, the company
plans to increase manganese production to 300k tons (from 143k tons in FY10) over
24 months. The iron mine in Suleipat (owned by its JV) is expected to start operations
in 2011 and ramping up volumes there is expected to be easier than at the existing
Ghatkuri mine. The final stage of reconfirmation approval of the Suleipat mine is
expected by the end of 4QFY11. Initial production will be 1mt a year, augmenting
iron-ore volumes.

m  The commissioning of a 1.2mtpa beneficiation unitand a pellet plant will expand margins.
The beneficiation plant is expected to be commissioned in 1QFY12 and the pellet
plant is due to be commissioned in 3QFY12.

m  Rs4.6b capex at Adhunik Metaliks' standalone operations over the next two years to
increase sponge iron ore capacity by 100ktpa, a 45MW CPP and the expected start of
captive iron mines in 2011 will fuel earnings growth.

m  The commissioning of a 540MW IPP is due to be completed by March 2012, which
will drive earnings from FY13.

m  \We expect consolidated EPS CAGR of 19% to Rs18.8 over FY10-13. The stock
trades at FY12E P/E of 4.7x and EV/EBITDA of 5x. Reiterate Buy with a target
price of Rs154 (based on 6.5x FY12E EV/EBITDA).

QUARTERLY PERFORMAHCE

¥/E MARCH FY10 FY11 FY10 FY11E

10 20 30 40 10 20 30 40E

STAHDALOHE

Het Sales 2314 3117 3,030 3,754 3275 3,372 3,423 3,673 12,215 13,7

Steel Sales (000 tons) B6 B9 75 a0 76 76 g 91 301 327
Realization (Rafss) 29166 29627 28223 31 567 34150 34152 33368 34519 29763 34,054

EBITDA M7 490 626 634 T 669 610 659 2,167 2,759
EBITDAAs SR 5189  B047 7,270 5,166 5850 T B G 7,301 5,156 7 553

Adjusted PAT (a) 62 109 156 207 183 107 58 110 535 458

OMM

Het Sales 454 420 643 1,057 1,303 671 1,145 1,704 2,575 4,823

hn Ore HG (D00 tons) 21 15 25 35 57 #1 54 £S5 a5 216
Realization (Rafon) 4573 5291 5,493 7131 8365 7103 8,519 8,519 6,134 8,025

Iron ore (000 tons) 264 217 304 362 284 158 214 350 1,152 1,010
Realization (Rafon) 1195 1566 1,491 2,075 2E05 2,299 2 BET 3,100 1 521 2,406

EBITDA 239 21 360 645 §72 363 727 1,068 1,485 3,031

Adjusted PAT (b} 134 13 2 378 457 20 430 597 874 1,804

PAT (a+h) 195 240 387 585 70 399 437 708 1,409 2262
Change Yoy %) -43.8 -39.5 - 2625 241.5 65.8 259 206 g2.2 6.5

E: MOSL Estimates; tesp=tons of steel, zponge and pig iron zales; t22 =tonz of saleable steel; HG = high grade
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Adhunik Metaliks: an investment profile

Company description

Adhunik Metaliks (AML) is located in the mineral-rich state
of Orissa. Its operations range from iron ore and coal to
finished special steel and forgings and capture the benefits
of the value chain. AML has special steel capacity of
0.45mtpa and a 34MW CPP. The company has captive
iron ore (25mt of reserves) and coal (42mt), which will
become operational in a few years. The merchant mining
business has reserves of 97mt and 53mt of iron and
manganese ore respectively. The subsidiary company is also
setting up a 540MW independent power project by the end
of FY12.

Key investment arguments

m Rs4.6b capex of the company's steel business over the
next two years will increase sponge iron ore capacity
by 100ktpa, set up a 45MW CPP and the start of captive
iron mines will fuel earnings growth.

m  OMM will ramp up iron and manganese ore production.
The recently opened manganese mines and the Suleipat
iron ore mine (owned by a JV), with 80mt reserves,
will drive volume growth. Rs4.4b capex to set up a
1.2mtpa pellet plant by 1HFY 12 will expand margins.

m  The commissioning of a 540MW IPP is on track for
completion by March 2012, which will drive earnings
from FY13.

Comparative valuations

Adhunik Metaliks

Key investment risks
m  An unexpected fall in steel prices and mineral demand
would adversely impact earnings.

Recent developments

m  Orissa Manganese & Minerals (OMM), awholly owned
subsidiary of Adhunik Metaliks, started mining
operations in non-forest areas of three of its manganese
ore mines, Tentulidihi, Sanpatholi and Kusunidihi from
November 2010.

Valuation and view
m The stock trades at a P/E of 4.7xFY12E and EV/
EBITDA of 5x FY12E. Maintain Buy.

Sector view

m Indian steel demand is expected to grow 10-12% over
FY10-12 driven by planned infrastructure investment
by the government and continued industrial capex.
However supply is likely to grow faster over the next
few quarters as many large projects (JSW, Tata, Essar,
RINL and SAIL) are likely to be commissioned. This
will increase the likelihood of aggressive pricing in
domestic markets and can put significant pressure on
margins of non-integrated small scale players. We are
positive about domestic integrated steel players.

EPS: MOSL forecast v/s consensus (Rs)

Adhunik Monnet Sarda MOSL Consensus Variation
Metaliks Ispat Energy Forecast Forecast (%)
P/E (x) FY11E 5.0 11.0 5.6 FY11 16.7 16.4 1.9
FY12E 4.7 9.6 51 FY12 17.6 23.1 -23.8
P/BV (x) FY11E 1.3 1.7 0.9
EY12E 11 15 0.9 Target Price and Recommendation
EV/Sales (x)  FYLIE 16 3.6 11 Sl el Upesiielz R,
EV/IEBITDA(x)  FY11E 5.3 12.3 4.8 83 154 85.4 Buy
FY12E 5.0 11.8 4.1
Stock performance (1 year)
— Adhunik Metaliks ——5Sensex - Rebazed
160
Shareholding Pattern (%) 135
Dec-10 Sep-10 Dec-09 110
Promoter 55.5 55.5 54.0
a5
Domestic Inst 13.1 13.7 12.6
Foreign 16.4 17.4 17.4 RO
Feb-10 Mary-10 Aug-10 Movwv-10 Feb-11
Others 14.9 13.3 16.0
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Financials and Valuations

Adhunik Metaliks

INCOME STATEMENT (Consol.) (Rs Million)  RATIOS
Y/E MARCH 2009 2010 201E 2012E  2013E  Y/E MARCH 2009 2010 2011E  2012E  2013E
Net sales 12,703 14,496 18,567 24,799 26,023  Basic (Rs)

Change (%) 228 147 287 338 4%  EPS 514 113 167 176 188
Total Expenses 10,652 10,652 12,777 18,492 19,388  CashEPS 95 168 45 258 274
EBITDA 2051 3844 5790 6308 eesr U .2 433 GB24  TEG 1009

% of Wet Safes 61 265 312 254 255 00 1.0 12— 1.2 1.2
Diepn. & Rmortization a0z 677 1028 1078 1433 | ovouls =S 0 0
EEBIT 1,649 3167 4762 5230 5504  Valvation (3
Met Irterest 1201 1535 1792 1778 1888 FPE 16.2 74 20 4.7 4.4
Cther incorne ago 448 30 75 77 Cazh PE 8.y a0 34 3.2 30
PET before EO 730 2,021 3000 3,528 3,303 PEV 27 17 13 11 08
EC ihcone 7 -M Ev/Sales 1.7 14 16 13 12
PET after EO 723 2,000 3,000 3,528 3,393 EVEEITDL 10.5 73 53 50 45
Tax 63 £ 738 1136 1287 Dividend Yield [%) 1.2 1.4 1.4 14 1.4

Rate [%) 364 315 246 327  FIT  Retum Ratios (b
Reported PAT 460 1,371 2,262 2,392 2,606  ERTDA Margine 164 265 332 254 255
Winarity interests -1 3 a0 111 131 et Profit Maryins 37 ag 117 a2 as
Adjusted PAT 468 1,394 2472 2281 2,475 RaE 16.4 23 4 265 223 185

Change (%) 437 782 558 5 g5 RocE 7.8 111 145 145 147

RolC 119 166 225 234 258
BALANCE SHEET Million)
Y/E MARCH 2009 2010 2011E  2012E  2013E  Leverage Ratio ()
Share Capital M2 1235 1299 1299 1,317 Curent Ratio 24 16 18 18 18
Reserves 2847 5970 S108 10213 13,284  Interest Cover Ratio 1.4 20 27 24 33
Share holders funds 3,760 7,205 9,404 11,512 14,601  DebtEcuity 49 a0 24 21 1.4
Hinority interests 924 543 633 744 8I5
Loans 15,357 19,435 20,695 22,195 20,435 CASHFLOW STATEMENT (Rs Million)
Defferred tax liability (netj 1,051 1459 1459 1459 1453 Y/EMARCH 2009 2010 2011E  2012E  2013E
Capital Employed 21,092 28,642 32192 35910 37,370 et proft 723 2,000 3000 35528 5,893
Depreciation 359 747 1028 1,078 1133
Gross Block 11550 18232 20451 21651 21730 (nelDecin Wky. Cap. 827 690 67 7S -26
Less: Aecurm. Depm. a0t 1549 2578 3754  a4gay  lacpad -3 5700 738 1136 1,287
Met Fixed Assets 10,658 16,583 17,475 17,897 416,845  Cmeropersting actvies 1033 622 148 S
Capital WP 5654 7752 9752 11752 13752  CF from Dp. Activity 1,003 2,246 e
Iwestments 201 1 301 BM am  (InchDec in FA + CINIP 5535 -3770 -3918 3500 -2,080
Curr. Assets 8,695 11,125 10,101 12,773 13,287  [(PuriSale of Investments 211 200 .300  -300  -300
Iventaries 353 5257 5344 740 7333 Others
Sundry Debtors 1576 2206 1904 2541 2676  CF from Inuv. Activity 5,625 -8,570 -4219 3,800 -2,380
Cazh and Bank 1373 1786 078 1217 1403 g o mieddrepaid 373 6 18
Loanz and Ldvances 1912 16875 1875 1875 18575 Shae pretiurn 2,510
Curr Liability &Prov. 4417 6,825 5,492 7,118 7,820 po icenrepai) 5475 4075 1260 1500 -1,760

Sundry Creditors 3946 5363 4981 BB BSSD il g A07 73 e e e

Cther Liahilfties & prov. 171 461 481 461 461 e francing achvites
Net Current Assets 4578 4,301 4659 5655 5,867  GF oy Fin. Activity 531 6,737 1,142 1,318 -1,927
Mise. Exp. (not vriof) ! 3 3 5 3 finc)Dec in Cash 839 #M3  -808 239 186
Application of Funds 21,002 28,642 32,192 35910 37,369  Ndd: opening Balance 534 1373 1786 Gvs 1217
E: MOSL Estimates Closing Balance 1,373 1,786 978 1,217 1,403
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