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Sterlite Industries BUY
Maintained

Striking a balance Rs245

Reason for report: Company update

Sterlite Industries (SIL) has entered a definitive agreement with ASARCO LLC to
acquire its operating assets at US$1.1bn upfront cash payment, with US$0.6bn
staggered payment over nine years. Till date, this is the largest US acquisition by
any Indian company. This will add integrated copper operations to SIL’s portfolio
with ASARCO’s annual production at ~200,000te and copper metal reserves of
5mnte. SIL expects to complete the transaction in 5-6 months, with funding
through cash from its books. We expect the acquisition to: i) be earnings-dilutive

in the short-to-medium term (with consolidated FY10E earnings dilution of 2%), ii)

generate an IRR of 12.7%, iii) expose SIL to potential creditor-secured claims of

US$34mn against ASARCO’s assets (as quoted in restructuring filing on

November 11, '05), iv) have uncertainties regarding reorganisation plans involving

US$6-8bn EPA liabilities and US$2.5bn asbestos liabilities (against which the

management claims to be ring fenced) and v) be expensive with long term

EV/EBITDA of 9x. Though short-term concerns persist, given the expertise of SIL

to turn around distressed operations and increase capacities in a cost effective

manner, we are positive on the future potential of the acquisition. Reiterate BUY.

» Though long-term strategy in place... ASARCO'’s operations are fully integrated
with current production of 237,000tpa, which includes 37,000te tolling and mine
production of 200,000tpa (cash cost for refining at US$1.4/Ib). The current mine life
is 25 years, which SIL expects to increase to 40 years through further exploration.
Given SIL’s proven track record of cost optimisation, the management expects to
reduce costs further by US¢10-15/lb in ASARCO. We believe the acquisition is
driven by long-term management philosophy of acquiring distressed assets and
turning them around irrespective of short-term financial pressure.

» ...short-term concerns persist. The acquisition is marginally earnings-dilutive in
the short term. With US$1.1bn of upfront cash payment being financed from SIL’s
books, we expect SIL’s consolidated and standalone earnings to decrease 9% and
5% respectively in FY10E provided the deal goes through. We estimate the
acquisition to generate 12.7% IRR vis-a-vis 16% as guided by the management.

» Valuations. Given long-term EBITDA estimate of US$188mn for ASARCO, the
EV/EBITDA of ~9x at US$1,700mn looks expensive considering the current global
EV/EBITDA average of 5-6x (of Teck Cominco and Xstrata). We estimate SIL's new
sum-of-the-parts (SOTP) fair value to be Rs306/share (vis-a-vis earlier price target
of Rs317/share) with 25% upside from the current levels provided the deal goes
through. Reiterate BUY.

Market Cap Rs173.7bn/US$3.3bn Year to March 2008 2009E 2010E 2011E
Reuters/Bloomberg STRL.BO/STLT IN Revenue (Rs mn) 247,419 225,723 136,528 182,585
Shares Outstanding (mn) 709 Net Income (Rs mn) 44,522 33,367 23,868 41,318
52-week Range (Rs) 1104/180 EPS (Rs) 62.8 47.1 33.7 58.3
Free Float (%) 39.1 % Chg YoY (0.7) (25.1) (28.5) 73.1
Fll (%) 6.8 P/E (X) 4.2 5.6 7.8 4.5
Daily Volume (US$'000) 25,790 CEPS (Rs) 71.2 57.5 45.2 75.8
Absolute Return 3m (%) 0.2 EVIE (x) 0.6 1.0 2.2 13
Absolute Return 12m (%) (66.9) Dividend Yield 15 1.7 1.9 21
Sensex Return 3m (%) 9.1) RoCE (%) 33.1 17.4 9.0 12.9
Sensex Return 12m (%) (47.9) RoE (%) 27.6 14.2 9.3 14.2

Please refer to important disclosures at the end of this report
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Though long-term strategy in place...

ASARCO is the third largest copper producer in the US. Its copper mines include three
open-pit mines at Mission, Ray and Silver Bell in Arizona, and SX/EW plants at Ray
and Silver Bell. The company also owns a copper smelter in Hayden, Arizona and a
copper refinery in Amarillo, Texas. The operations of ASARCO are fully integrated with
current production at 237,000tpa, which includes 37,000te tolling, and mine production
of 200,000tpa (cash costs for refining at US$1.4/Ib). The current mine life is 25 years,
which SIL expects to increase to 40 years through further exploration. ASARCO is
slightly long on the refinery side, thereby consuming all its concentrate production.
Given SIL’s proven track record in cost optimisation — with the cost in KCM mines in
Zambia reduced from US$2.8/Ib to US$1.5/lb and net negative costs (ex concentrate)
in Indian refinery — the management expects to further reduce costs by US¢10-15/Ib in
ASARCO. We believe the acquisition is driven by long-term management philosophy
of acquiring distressed assets and turning them around irrespective of short-term
financial pressure.

ASARCO, the third largest copper producer in US with access to markets

Together with Freeport MacMoran and Kenecott Utah (controlled by Rio Tinto),
ASARCO contributes 92% of North American copper mining capacity. Hence, the
acquisition of an entrenched player in US markets opens the entire geography to SIL.
On a consolidated basis, Vedanta now controls ~4% of the global copper capacity.

...Short-term concerns persist

The acquisition is marginally earnings-dilutive in the short term. With US$1.1bn of
upfront cash payment being financed from SIL’s books, we expect the acquisition to
be earnings dilutive in FY10. Reduction of ~Rs4.9bn treasury income and Rs3.2bn
increase in depreciation will more than offset the EBITDA accretion at Rs5.5bn. We
expect SIL’'s consolidated and standalone earnings to decrease 2% and 5%
respectively in FY10E provided the deal goes through.

IRR of 12.7% vis-a-vis management guidance of 16%

Under our assumptions of metal prices and costs, we arrive at a long-term IRR of
12.7% vis-a-vis 16% as guided by the SIL management. This is based on our long-
term copper realisation and price assumptions of US¢1.7/lb and US¢1.4/lb
respectively. The current payment structure ensures positive RolC (with cost of capital
at 9%) up till copper realisations of US¢1.6/Ib.

Valuations

Given long-term EBITDA estimate of US$188mn for ASARCO, EV/EBITDA of ~9x at
US$1,700mn looks expensive compared with the current global EV/EBITDA average
of 5-6x (Teck Cominco and Xstrata). We estimate the new SOTP-based fair value to
be Rs306/share for SIL with 25% upside from the current levels provided the deal
goes through. Reiterate BUY.
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Table 1: Revised SOTP valuations

(Rs mn)
SOTP SIL  Valuation basis Total SIL's Value per  Proportion
stake (%) Equity stake SIL (%)
value Rs/share
Sterlite — Standalone copper 100 5x FY10 EV/E 55,386 55,386 78 204
business (including ASARCO)
Hindustan Zinc 64.9 4.7x FY10 EVIE 174,276 113,140 159.7 41.8
BALCO 51 8x FY10E P/E 20,244 10,324 14.6 3.8
Sterlite Energy 100 FCF to Equity 68,773 68,773 97 25.4
Vedanta Aluminium 29.5 20% discount to investments by SIL 22940 18,352 26 6.8
Tasmania Copper Mines 100 FYO9E Book value 5,190 7 1.8
Total Fair value 397,004 326,550 382 100
Holding company discount 20%
SIL Target price 306
Source: Company data, I-Sec Research
Table 2: DCF estimates for ASARCO
(US$ mn)
CY09 CY10 CY1l CY12 CY13 CY14 CY15 CY16
Copper Production (te) 200,000 200,000 200,000 200,000 200,000 200,000 200,000 200,000
Copper price (US$/te) 3,857 3,747 3,747 3,747 3,747 3,747 3,747 3,747
Sales 639 617 617 573 573 573 573 573
EBITDA 132 144 144 188 188 188 188 188
Payment (1,100) (20) (20) (20) (20) (20) (20) (480)
FCF (827.4) 105.3 104.1 137.2 137.2 137.2 137.2 (322.8)
Current IRR (%) 12.7

Source: Company data, I-Sec Research




Sterlite Industries, March 9, 2009 ICICI Securities

ANALYST CERTIFICATION

We /I, Pallav Agarwal, PGDM, CA, CS, CWA and Abhijit Mitra, MBA (Finance), BE, research analysts and the authors of this report, hereby certify that all of the views
expressed in this research report accurately reflect our personal views about any and all of the subject issuer(s) or securities. We 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. Analysts aren't registered as research analysts
by FINRA and might not be an associated person of the ICICI Securities Inc.

Disclosures:

ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing
group. We along with affiliates are leading underwriter of securities and patrticipate 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 Pallav Agarwal, PGDM, CA, CS, CWA and Abhijit Mitra, MBA (Finance), BE research analysts and the authors 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 Pallav Agarwal, PGDM, CA, CS, CWA and Abhijit Mitra, MBA (Finance), BE research analysts and the authors 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.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any
registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category
of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.

This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. 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.




