Prabhudas  Sterlite Industries (India)
Lilladher Downside risk bottomed-out

July 9, 2010 We met the management of Sterlite Industries. Following are the key takeaways from the
meeting:

B VAL’s cost of production (CoP) at competitive levels even without Niyamgiri
Rating Accumulate mines: Management expects the CoP to settle at US$1400 per tonne once the smelter
. gets stabilized even with the outsourced bauxite. The cost seems competitive as
Price Rs168 compared to US$1582, US$1800 and US$2000 per tonne for Rusal, Alcoa and Chinalco,
Target Price Rs197 respectively. VAL expects to produce 750k and 1000k tonnes in FY1l and FY12,
respectively.

Implied Upside 17.8%

Sensex 17,834 B Commissioning of Phase-I of 2400MW delayed to Q2FY10: Integrated commissioning
of the first unit (600MW) out of 2400MW under Sterlite Energy (SEL) got further

(Prices as on July 9, 2010) delayed by a quarter to Q2FY11, with full commissioning of the project by Q1FY12.

With respect to sale of power, the management guided for VAL’s share at 71% of the
total generation (on the full stabilisation of the entire aluminium project), State
grid’s share at 25% and the residual would be available for sale in the open market.
Management guided for supply to Grid and VAL at the rate of Rs2.5/unit.

Trading Data

Market Cap. (Rs bn) 563.7 . . . ) . . .
B Strong acid realizations to spur copper business’ earnings: Acid realizations
Shares o/s (m) 3,361.6 remained very strong, with price of sulphuric acid rising to Rs3,200/tonne (Q4FY10
Free Float 47.93% average of 352,100) and pr_ice of phosphoric acid touching Rs$5,000/tonne Iev_el
(Rs3,16,000 in Q4FY10). While on Tc/Rc, the company expects it at centl3/lbs in
3M Avg. Daily Vol (*000) 15,861.8 FY11 against cent13.5/1bs in FY10.
3M Avg. Daily Value (Rs m) 2,780.6  w  Hindustan Zinc (HZL) to benefit from capacity expansion: Management expects 900k
tonnes of lead-zinc production in FY11 on the back of expansion of zinc smelting
capacity by 310ktpa, which got commissioned during Q4FY10. HZL’s recent acquisition
of Anglo zinc assets is under the ratification process with the Government of India
(GOI). Management expects it to take another 6-12 months for getting the required
Major Shareholders approvals from GOI.
Promoters 52.07%  m valuation: Stock is attractively placed on P/BV, with valuations of 1.4x and 1.2x FY11
Foreign 14.28% and FY12, respectively. We believe that P/BV captures the earnings and structure of
. the balance sheet much better, given the fact that sizeable investments are being
Domestic Inst. 7.95%

made in subsidiaries and associate companies. Historically, the stock has traded at
Public & Others 25.70% P/BV of 1.4-1.5x 1-year forward rolling BV and implying the same, we see stock’s

price target at Rs197 (1.4x FY12 P/BV). We maintain ‘Accumulate’ on the stock.

Key financials (Y/e March) FY09 FY10 FY11E FY12E
Revenues (Rs m) 211,442 244,103 242,547 346,551

Stock Performance
Growth (%) (14.4) 15.4 (0.6) 42.9
(%) M 6M 12Mm EBITDA (Rs m) 47,041 60,718 70,087 121,709
Absolute 6.5 (26.1) 20.3 PAT (Rs m) 35,400 39,856 41,287 75,193
Relative (0.6) (27.8) 9.3) EPS (Rs) 12.5 11.9 12.0 21.8
Growth (%) (19.5) (5.1) 1.0 82.1
Net DPS (Rs) 0.9 0.9 1.1 2.0

Source: Company Data; PL Research

Price Performance (RIC: STRL.BO, BB: STLT IN)

Profitability & valuation FY09 FY10 FY11E FY12E
Rs) EBITDA margin (%) 22.2 24.9 28.9 35.1
250 7 ROE (%) 14.8 12.0 10.6 17.1
0 M ROCE (%) 13.4 12.1 10.5 15.2
EV / sales (x) 2.0 2.2 2.2 1.5
150 1 EV / EBITDA (x) 8.9 8.7 7.6 4.2
100 - PE (x) 13.4 14.1 14.0 7.7
5 P/ BV (x) 1.9 1.5 1.4 1.2
Net dividend yield (%) 0.5 0.6 0.7 1.2
° 8 8 8 IS«_ 9‘. (H_? IS" Source: Company Data; PL Research
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Source: Bloomberg +91-22-6632 2237 +91-22-6632 2256



“-, Sterlite Industries (India)

Operating metrics

Y/e March FY08 FY09 FY10 FY11E FY12E
Zinc business
Volume
Zinc 425,532 552,330 577,685 697,541 792,762
Lead 58,298 60,564 64,391 92,610 121,181
Silver (Kg) 81,982 103,125 139,130 211,071 303,594
LME average- Zinc US$ 3,003 1,572 1,936 1,800 1,800
Blended realisation per tonne 125,946 70,353 99,421 87,916 87,916
Cost per tonne (Rs/tonne) 39,057 43,089 47,190 47,791 47,300
EBITDA per tonne 84,045 39,989 65,847 49,570 53,243
EBITDA (Rs m) 53,784 27,342 46,701 40,634 48,692
PAT (Rs m) 43,961 27,276 40,414 37,181 45,496
Aluminium

Sales volume

Aluminium 358,328 356,513 267,802 257,241 329,995
Power (m Kwh) 194 320 1,354 1,529 4,742

Realisation (Rs)
Aluminium 112,892 106,312 101,511 101,322 98,982
Power (Per Kwh) 1.9 3.7 5.0 4.5 4.0
Cost per tonne of Aluminium 78,534 87,413 87,633 83,089 77,002
Power generation cost per Kwh 1.4 1.6 1.6 1.7 1.8
EBITDA per tonne 34,358 18,898 13,877 18,233 21,980
EBITDA (Rs m) 13,640 8,856 8,608 9,378 18,270
Power 85 684 4,612 4,327 10,536
Aluminium 13,555 8,172 3,995 5,051 7,734
PAT (Rs m) 6,782 5,174 5,574 4,560 10,783
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Operating metrics

Sterlite Industries (India)

Y/e March FY08 FY09 FY10 FY11E FY12E
Sterlite copper
Sales volume
Copper 337,073 312,572 333,244 331,129 398,209
Sulphuric acid 614,097 513,306 484,452 455,844 670,399
Phosphoric acid 160,665 157,108 205,837 203,649 207,567
Realisation
Tc/Rc ($c/1b) 15.7 11.8 13.5 12.7 12.7
Tc/Rc ($/Tonne) 364 273 315 281 281
Sulphuric acid 3,862 5,091 828 2,000 2,000
Phosphoric acid 25,287 72,828 26,000 28,500 28,500
Cost per tonne ($/Tonne) 498 642 589 570 496
EBITDA per tonne ($/Tonne) 662 631 334 621 696
EBITDA (Rs m) 8,992 9,051 5,289 9,255 12,468
PAT (Rs m) 10,324 11,965 10,889 16,466 18,329
Sterlite energy
Units sold (m Kwh) 2,900 15,581
Rate per Unit (Rs) 4.0 3.5
Cost per unit (Rs) 1.4 1.0
Revenue 11,602 54,556
EBITDA 7,629 39,429
PAT (2,229) 19,143

Earnings quality shifting from
commodity to non-commodity
business streams

Business-wise EBITDA break-up
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Prabhudas
1 Lilladher

POWERING YOUR FINANCIAL GROWTH

Prabhudas Lilladher Pvt. Ltd.
3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India
Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209
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Buy Accumulate Reduce Sell

PL’s Recommendation Nomenclature

BUY : Over 15% Outperformance to Sensex over 12-months Accumulate : Outperformance to Sensex over 12-months

Reduce : Underperformance to Sensex over 12-months Sell : Over 15% underperformance to Sensex over 12-months
Trading Buy : Over 10% absolute upside in 1-month Trading Sell : Over 10% absolute decline in 1-month

Not Rated (NR) : No specific call on the stock Under Review (UR) : Rating likely to change shortly

This document has been prepared by the Research Division of Prabhudas Lilladher Pvt. Ltd. Mumbai, India (PL) and is meant for use by the recipient
only as information and is not for circulation. This document is not to be reported or copied or made available to others without prior permission of

PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently
verified the accuracy or completeness of the same. Neither PL nor any of its affiliates, its directors or its employees accept any responsibility of

whatsoever nature for the information, statements and opinion given, made available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go
down as well. The suitability or otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice

should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act
as principal or engage in transactions of securities of companies referred to in this report and they may have used the research material prior to

publication.
We may from time to time solicit or perform investment banking or other services for any company mentioned in this document.
For Clients / Recipients in United States of America:

All materials are furnished courtesy of Direct Access Partners LLC ("DAP") and produced by Prabhudas Lilladher Pvt. Ltd. ("PLI"). This is material is for
informational purposes only and provided to Qualified and Accredited Investors. You are under no obligation to DAP or PLI for the information
provided herein unless agreed to by all of the parties, Additionally you are prohibited from using the information for any reason or purpose outside
its intended use. Any questions should be directed to Gerard Visci at DAP at 212.850.8888.




