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Financials & Valuation (INR b)
Y/E March 2013E 2014E 2015E

Sa les 429.4 448.7 464.5

EBITDA* 78.2 80.3 82.9

NP 57.6 57.8 56.5

Adj. EPS (INR) 17.1 17.2 16.8

EPS Gr(%) 2.8 0.3 -2.3

BV/Sh. (INR) 139.8 153.2 166.2

RoE (%) 13.0 11.7 10.5

RoCE (%) 13.3 13.9 12.5

Payout (%) 15.0 16.3 15.5

Valuation

P/E (x) 6.6 6.6 6.7

P/BV 0.8 0.7 0.7

EV/EBITDA (x)* 4.3 4.0 3.4

Div. Yield (%) 1.9 2.1 2.3

* Attributable

Investors are advised to refer through disclosures made at the end of the Research Report.

3QFY13 results below expectations

 Sterlite Industries’ (STLT) adjusted consolidated PAT declined 18% QoQ to

INR12.5b, below our estimate of INR13.9b. Sterlite Energy (STLE), Bharat

Aluminium (BALCO) and Vedanta Aluminium (VAL) reported losses.

Attributable losses from VAL increased 3.7x QoQ to INR2.26b due to increased

forex losses. Zinc (international) PAT increased 8% QoQ to INR2.26b.

 EBITDA declined 8% QoQ to INR23.3b, below our estimate of INR26.9b,

dragged by Copper (lower by-product credit; lower TcRc), Power (evacuation

problem) and Hindustan Zinc (lower silver volumes).

Segment-wise outlook and update

 While Copper TcRc is expected to improve, by-product realizations are likely

to remain subdued due to lower demand from the fertilizer industry.

 PLF of the Power business suffered due to evacuation-related issues, which

are likely to be addressed significantly on easing of bottlenecks. BALCO’s

surplus power is likely to shrink in the interim, as the 325ktpa smelter is

expected to ramp up ahead of the 1,200MW CPP expansion. The factory

license for the 1,200MW expansion is under temporary suspension.

 BALCO’s coal block has received stage-II forest clearance, but the mining

lease is yet to be signed.

 VAL is considering reviving its 1.25mtpa phase-II smelter in view of improved

metal prices and subdued merchant power rates. We remain skeptical

because sourcing large quantities of third-party alumina is challenging.

 Zinc business (both India and international) is expected to remain strong. In

India, growth in mine production will drive volume growth and earnings.

Maintain Buy, with an SOTP-based target price of INR124

The merger with Sesa Goa is awaiting approvals from the Madras and Goa High

Courts. On merged entity basis, the stock is trading at 5.6x FY15E EPS, 0.6x FY15E

BV and at an EV of 4.9x FY15E EBITDA. Maintain Buy.
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Copper: Lower by-product credits and TcRc impacted margins
 Standalone sales declined 7% QoQ to INR45.4b. Copper cathode production

increased 6% QoQ to 92kt, while sales volumes were flat at 86kt.

 EBITDA declined 51% QoQ to INR1.4b. Operating margins were affected due to

lower by-product realizations and lower TcRc. Sulphuric acid and phosphoric acid

realizations declined 27% and 11% QoQ to INR2,675/t and INR49,207/t, respectively.

 Adjusted PAT increased 8% QoQ to INR6.2b due to higher other income of INR7.8b,

which contained INR4.4b of dividends from Hindustan Zinc (HZ).

 STLT expects TcRc charges to improve in FY14 as demand-supply situation becomes

favorable for smelters. However, realizations of sulphuric acid and phosphoric

acid are likely to remain subdued due to lower demand from the fertilizer industry.

 80MW CPP has been commissioned at Tuticorin. It is now operating at 80% PLF.

The second unit of 80MW is expected to be synchronized in 1QFY14.
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Power: Volumes suffered due to evacuation problems; margins under
pressure
 Power segment revenues and earnings were impacted due to lower volumes,

increase in cost and reduction in prices. Volumes declined 23% QoQ to 1,916Mkwh

due to evacuation restrictions imposed at both BALCO and STLE by the Northern

and Eastern grids.

 EBITDA declined 48% QoQ to INR1.55b. There was an after tax loss of INR280m

v/s a PAT of INR1.1b in 2QFY13.

 STLE's reported average power realization declined INR0.11/kwh to INR3.31/kwh,

while reported CoP declined INR0.09/kwh to INR2.22/kwh.

 We expect PLF to improve in 4QFY13 to 50% due to charging of shared 1,000MW

Raipur-Wardha transmission line in January 2013. As a result earnings of power

segment should improve. The fourth unit of 600MW is under trial runs and should

start generation in 1QFY14.

 Talwandi Saboo first unit of 660MW is expected to be synchronized in 2QFY14.

Aluminum: CoP increasing; Korba coal mine gets stage-2 forest clearance
 BALCO's cost of production (CoP) increased by USD25/t to USD1,995/t due to higher

cost of alumina and tapering coal linkages. In a positive development, the Korba

coal mine (211m tonnes R&R) has received stage-2 forest clearance. Coal

production should start in FY14, subject to signing of final mining lease. Land

acquisition will start post signing of mining lease.

 BALCO's EBITDA declined 33% QoQ to INR640m. There was a loss of INR80m v/s a

PAT of INR320m in 2QFY13.

 BALCO is targeting to commission the 325ktpa Korba-III smelter in 1QFY14 - a

delay of three months from the last announcement.

 VAL continues to operate at above capacity, with total production of 135kt. CoP

has increased by USD23/t to USD1,928/t due to increase in cost of alumina. The

Lanjigarh refinery produced 104kt of alumina and is now closed due to shortage of

bauxite. EBITDA increased 10% QoQ to INR2.48b. However, after tax losses

increased 3.7x to INR7.7b.

Zinc, Lead and Silver: Volumes to be lower in 4Q
 Zinc (international) EBITDA grew 12% QoQ to INR4.4b due to higher LME prices.

CoP increased by USD42/t QoQ to USD1,095/t. Volumes are likely to be lower in

4QFY13 due to seasonal pattern. Production is expected to decline by 5% to 420kt

in FY13 and by a further 5% to 400kt in FY14 due to depletion of mines.

 Zinc India, the target is to produce 190kt of integrated zinc and 35kt of integrated

lead in 4QFY13, and 1mt of total mined metal in FY14.
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Sesa-Sterlite merger awaiting Madras and Goa HC approval; maintain Buy
The merger with Sesa Goa is awaiting approvals from the Madras and Goa High Courts.

On merged entity basis, the stock is trading at 5.6x FY15E EPS, 0.6x FY15E BV and at an

EV of 4.9x FY15E EBITDA. Maintain Buy with an SOTP-based target price of INR124 -

10% upside.

Conference call highlights
 The Sesa-Sterlite merger is awaiting approvals from the Madras and Mumbai (Goa

bench) High Courts. While the hearings are completed at the Madras High Court,

they are still underway at the Goa (Mumbai) High Court.

 Zinc (India) announced the next phase of growth to increase mined metal capacity

to 1.2mtpa. The project will be completed in six years, with benefits beginning to

accrue in the third year itself. Capex will be USD250m per year.

 Zinc (India) targets to produce 190kt of integrated zinc and 35kt of integrated lead

in 4QFY13, and 1mt of mined metal in FY14.
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 Zinc (International) is targeting to produce 420kt of metal in FY13 and 400kt in

FY14. Production is ramping down due to depletion.

 VAL has suspended Lanjigarh operations temporarily and is looking for alternate

sources of bauxite to restart operations. It is considering beginning operations of

1.25mtpa smelter expansion at Jharsuguda due to improved LME premiums and

prices, and lower merchant power rates.

 BALCO: First unit of 300MW of the 1,200MW expansion is awaiting regulatory

approval. Factory license for the 1,200MW expansion is temporarily suspended.

The 325ktpa Korba-III aluminum smelter is expected to undergo first metal tapings

in 1QFY14. 211mt coal block has received stage-II forest clearance, but the mining

lease is yet to be signed. Land will be acquired post signing of mining lease.

Majority of the land is forest/government land. The plan is to ramp up production

from the initial 1mtpa to 3mtpa by FY15.

 Power sales declined 4% on evacuation constraints. Evacuation capacity has

improved marginally post increased evacuation capacity (shared) of 1,000MW

Raipur-Wardha by Power Grid. PLF is expected to be 50% in 4QFY13.

 The synchronization of Talwandi Saboo's first unit is expected in 2QFY14.

 VAL received 42-45% while BALCO received 45-50% coal linkage in 3QFY13.

 Gross debt is INR186b (INR40b at BALCO + INR20b at STLE + INR38b at TSPL + INR80b

at Standalone). Cash and cash equivalents stand at INR230b.

 Upgradation of the coal berth at Vishakhapatnam Port (74% stake) to 10.18mtpa is

being carried out at a total project cost of USD150m. It is expected to commence

operations in 4QFY13. It has a concession period of 30 years.

 Cost of generation at VAL and BALCO's CPPs is around INR2.35/kwh and coal cost is

around INR2/kwh.
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Company description
Sterlite Industries (STLT) is a diversified play on three

base metals. It has ramped up refined zinc and lead

capacities to 1.06mtpa, which will fuel significant

volume growth. The company is setting up a 2,400MW

power project in Orissa of which three units of 600MW

each have already commissioned, while the fourth unit

is at synchronization stage. The project is in close

proximity to coal mines and STLT will soon replace coal

linkages with coal from its captive mines. Given its low

cost production and strong demand, the project will drive

earnings. STLT has planned aggressive expansion in the

aluminum business through its 51% stake in BALCO and

29.5% stake in VAL.

Key investment arguments
 STLT's earnings are likely to be driven by volume

growth in the zinc and lead business. Zinc and lead

smelting capacity after expansion last year is

1.064mtpa, and STLT is planning to expand its mining

capacity to 1.2mtpa over the next six years. The

350tpa silver refinery was commissioned in 3QFY12

is also adding to margins.

 BALCO's 1,200MW power plant and 325ktpa Korba-

III smelter will get commissioned in the next few

quarters. Also, it has received stage-II forest

clearance for 211mt captive coal block. Expanded

aluminum capacity with captive coal block will also

boost profitability, going forward.

Comparative valuations
Sterlite Hindalco Nalco

P/E (x) FY13E 6.6 6.0 27.5

FY14E 6.6 5.6 14.5

P/BV (x) FY13E 0.8 1.1 1.0

FY14E 0.7 1.0 1.0

EV/Sales (x) FY13E 0.8 0.8 1.5

FY14E 0.7 0.7 1.1

EV/EBITDA (x) FY13E 4.3 7.2 15.6

FY14E 4.0 6.2 6.8

Shareholding Pattern (%)
Dec-12 Sep-12 Dec-11

Promoter 53.3 53.3 53.3

Domestic Inst 9.4 9.2 9.2

Foreign 27.5 26.8 24.8

Others 9.8 10.8 12.7

Sterlite Industries: an investment profile

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY13 16.7 17.0 -1.9

FY14 17.1 19.2 -10.8

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

113 124 9.7 Buy

Stock performance (1 year)

Key investment risks
 Unexpected fall in base metal prices may affect

profitability, as STLT derives significant profits from

its mining business.

Recent developments
 BALCO's 211mt coal block has received stage-II forest

clearance in 3QFY13.

Valuation and view
 On merged entity basis, the stock is trading at 5.6x

FY15E EPS, 0.6x FY15E BV and at an EV of 4.9x FY15E

EBITDA. Maintain Buy.

Sector view
 Zinc: Zinc is our most preferred base metal due to

favorable demand outlook and constraints in supply

growth due to shortage of large scale low cost mines

in the world. The current surplus in zinc capacity is

expected to turn into deficit in 2-3 years due to

supply shortfall resulting from mine closures and

lack of quality mine additions. We are factoring zinc

and lead prices of USD2,000/t  and USD2,100/t,

respectively for FY14.

 Aluminum: Aluminum prices have risen 4% QoQ

while spot premium has shot up to all-time high

levels. Weak LME and high operating cost has

resulted in shutdowns of 2-3mt of smelter capacities

recently. LME prices are expected to improve from

current levels. We are factoring aluminum prices of

USD2,100/t in FY14.
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