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Sterlite Industries

BSE Sensex S&P CNX . .
BSE ¢ .SNX CMP: INR95 TP: INR114 Buy
Bloomberg STLT IN . . . . o
auity Sh ) 23610 m  Sterlite Industries' (STLT) 4QFY13 consolidated EBITDA increased 42% QoQ to
quity Shares (m ,361.
M.Cap. (INR b)/(USD b) 319.3/5.9 INR33b (v/s est of INR30.3b) due to strong performance across segments.
52-Week Range (INR) 123/83 Adjusted PAT increased 57% QoQ to INR19.6b. Superior performance (v/s
1,6,12 Rel. Perf. (%) -2/-10/-23 est) was largely driven by improved operating parameters of recently
commissioned 80MW CPP at Tuticorin and improved quality and lower cost
of coal for Bharat Aluminium (Balco), Vedanta Aluminium (VAL) and Sterlite
Financials & Valuation (INR b) Energy (SEL) for generation of power and aluminum smelting.
Y/E March 2013 2014E 2015E  m Uncertainty regarding restart of copper smelter persists but we are optimistic
Sales 4516 4733 467.0 that the smelter will eventually come back to operations.
EBITDA* 759 76.8 789 . . —
P 616 595 525 m  SEL's fourth unit of 600MW was commissioned on March 31, 2013. Lack of PPA
Adj. EPS (INR) 183 177 156 for 1,800MW, transmission bottlenecks and fluctuating quality of coal and
EPS Gr(%) 9.9 35 -11.7 prices will keep SEL's profitability volatile.
BV/Sh. (INR) 139.5 153.1 164.6 M Both VAL and Balco's aluminum smelters are operating at full capacity and
RoE (%) 139 121 98 are now fully non-integrated for alumina. Balco is in advanced stages of
RoCE (%) 1395 137 120 signing the mining lease for coal block, which could improve cash flows and
0,
53;/0”_t (¢) 140 159 166 cost structure of its 245ktpa smelter and 325ktpa expansion.
aluations . . . . . . .
PJE () cy 54 g1 ™ Although production at Zinc International will decline ~5% in FY14, Hindustan
p/BV 07 06 06 Zinc (HZL) will more than compensate with higher mine production.
EV/EBITDA (x)* 3.7 34 3.0 W STLT hasadebtof INR190b (standalone INR100b + Balco INR43b + TSPL INR38b).
Div. Yield (%) 23 25 27 Sesa-Sterlite (SS) merged entity will have a consolidated debt of INR730b.
* Attributable Standalone SS will have a debt of INR650b, while EBITDA will be only INR35-
45b. We are concerned about the servicing of debt as the surplus funds with
cash cows (HZL and Cairn India) are not fungible. Management continues to
evade answering queries regarding the same. We believe SS will have to
undergo another round of group restructuring to avail cash from its cash
cows for servicing debt. The high leveraged position of standalone-merged
entity continues to concern us and drag SS' valuation.
m SS trades at attractive FY15E PE of 5.1x and EV/EBITDA of 5x. Maintain Buy.
Quarterly Performance (Consolidated for Sterlite Inds.) (INR Million)
Y/E March FYl2 FY13 FYylz  FYi3 vs Est
10 20 30 40 10 20 30 40 40F (%)
Copper cathode ("000 tons) 74 B7 B4 BD B8 g7 92 BG 325 353 Bb L1]
Aluminum {BALCO, '000 tons) 61 B0 63 52 60 B3 f2 2 245 260 62 0
Aluminum (VAL '000 tons) 112 B3 07 115 124 134 135 133 423 500 133 0
Met Sales 98,630 101,968 103,037 108,189 106,484 111,026 107,375 126,738 411,823 451,623 117,540 8
EBITDA 27,512 24,065 23,312 27,054 23,083 25270 23,269 33,067 101,943 104,689 30,304 ]
A= % of Net Sales 2779 236 226 250 217 228 217 261 248 232 258 12
nterest 1643 2,372 1,730 3,280 2418 1777 2,268 2758 9085 9,222 2655 4
Depreciation 4200 4458 4575 5072 5182 5221 5382 4534 18306 20,318 5619 -18
Other Income 8381 B010 8788 7035 9484 82476 8500 7984 32205 34532 8744 -5
PBT (before X0 item) 30,059 25,244 25,715 25,737 24,966 26,748 24,208 33,759 106,756 109,681 30,774 10
Extra-ordinary gain (loss) -44 -2760 -4231 -1005 -2174 2188  -625  -357 -B035 -1,007 0
PBT [after XO item) 30,015 22,485 21,484 24,733 22,792 28,936 23,583 33,363 08,717 108,674 30,774 B
Total Tax 137 5048 5053 4867 3,33% 5108 3,555 4180 21,106 16,184 5847 -2
% Tax D4 225 235 187 147 177 151 125 214 148 180 -341
Reported PAT 23,878 17436 16431 19,866 19,453 23,827 20,028 29,183 77,611 92,430 24,927 17
- Minority int. 6,420 5030 4660 5409 5771 5793 5853 7872 21600 25288 7072 11
+share in associates profit -1061 -2428 -2636 -1588 -1666 -607 -2261 -2084 -7.723 -6598 -1276 62
Adjusted PAT 16442 12,738 13,366 13,774 14,190 15239 12,530 19,643 56,318 61610 16579 18
Sanjay Jain (SanjayJain@MotilalOswal.com); +9122 39825412
Pavas Pethia (Pavas.Pethia@MotilalOswal.com); +9122 39825413 1

Investors are advised to refer through disclosures made at the end of the Research Report.
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Segmental Results (INR m)

Sterlite Industries

Sterlite Inds 4QFY13 consolidated EBITDA increased 42% QoQ to INR33b
(v/s est INR30.3b) due to strong performance across segments

Adjusted PAT increased 57% QoQ to INR19.6b (v/s est of INR16.6b).

Superior performance (v/s est) was largely driven by improved operating
parameters of recently commissioned 80MW captive power plants of copper
smelter at Tuticorin and lower cost and better quality of coal to Balco, VAL and SEL
for generation of power, and aluminum smelting from Coal India's linkage and e-
auction.

Uncertainty regarding restart of copper smelter still persists. We are optimistic
that the smelter will eventually come back to operations but are not sure of the
timeline.

SEL's 2,400MW power plant is now fully commissioned. Volumes are expected to
ramp up in FY14E. In the absence of PPA for 1,800MW, bottlenecks in transmission
and fluctuating quality of coal and prices, profitability too is expected to remain
volatile.

Both VAL and Balco's aluminum smelters are now fully non-integrated for alumina.
VAL has already achieved full operating efficiencies as CU has already crossed
100%. Similarly, Balco is operating at full capacity utilization. Energy cost remains
the key to cost of production of aluminum, which is likely to remain volatile due
to fluctuating quality and price of domestic coal.

Although zinc-lead production at international mines will decline ~5% in FY14E,
HZL will more than compensate with a higher mine production.

10FY12  20FY12  30FY42 40FY12 10FYM3  20FY13  30FY13 40FY13  40FY13E

Copper 2,909 3,450 3,260 2728 2,006 2,765 1,603 3,343 2,016

Aluminium 1,523 210 230 234 37 433 29 290 75

Zinc & Lead (RHS) 18126 16,502 14,857 17,053 14015 15123 16,340 23059 22,743
Zinc India 12479 10,900 10,189 11,159 8627 8,592 7452 15592 14442
Silver India 1,930 2,201 2,334 3,680 3,510 4109 5,985 4,549 5,499
Zinc International 3,718 3,401 2,353 2,215 1,878 2,422 2,893 2,918 2,802

Power 867 527 533 1518 1,897 1,803 341 2,077 937

Others 162 282 297 1 79 112 43 129

Total EBIT 23587 20,970 18,716 21,632 18,035 20,336 18,415 28,639 25,771

Copper: Good performance helped by TcRc and CPP; Smelter still shut, awaits
clearance from NGT

The segmental EBIT was up 109% QoQ to INR3.3b due to improvement in TcRc
(from USc12.4/1b to USc14.8/Ib) and marginal reduction in net cost (from USc10.8/
Ib to USc10.7/Ib). Volume declined 6% QoQ to 86kt. Commissioning of 80MW CPP
helped in reduction of net CoP despite a sharp fall in realization of by-product --
sulphuric acid from INR2,675/t to INR1,604/ton. Start-up expenses of CPP had
negatively impacted the margin in 3QFY13.

Copper MIC production at Australian mines too improved by 1kt to 7kt. The R&R
has been increased by a net amount of 2.9m tons to 8.9m tons. The mine life has
been extended to four years.

Smelter remains shut since March 29, 2013 under the instruction of TNPCB. An
expert committee constituted by the National Green Tribunal (NGT) has submitted
its report and the matter is now being heard by NGT.
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Sterlite Industries

In a separate order, the Supreme Court has upheld STLT's appeal filed in 2010
against the Madras High Court regarding closure of smelter. INR1b has been
provided as per SC order dated April 2, 2013 for improvement of environment
around the smelter.

Quarterly performance (Sterlite Inds standalone)

Y/E March FY12 EY13 FYiz  FYi3 s Est
10 20 30 40 10 20 30 40 40E (%)
Net Sales 41,726 48,018 45841 45343 45611 48,636 45,364 49,599 180,928 189,210 46,197 7
Change (YoY %) 304 652 45  -6.1 9.3 13 -10 94 181 45 19 3988
Total Expenditure 30,046 45227 42,912 42598 44335 45803 43,975 46,578 169,782 180,691 44477 5
EBITDA 2,681 2791 2929 2745 1276 2,833 1,389 3,021 11,146 8519 1720 76
Change (YoY %) 4g4 860 1150 162 524 15 -526 101 602 -236 -37.3 -1269
As % of Net Sales 5.4 5.8 5.4 6.1 28 5.8 3.1 6.1 5.2 45 37 636
Interest 1,287 1541 1471 1730 1506 1,150 1,448 2049 §£029 6,154 1463 40
Depreciation 378 375 384 508 360 367 435 485 1,625 1627 437 6
Other Income 6,633 30935 8279 3616 3481 5741 7,785 3,929 22469 20,936 3,655 7
PBT (before XO item) 7,655 4,809 9,373 4,124 2,891 7,057 7,290 4,436 25962 21674 3,475 28
Extra-ordinary Exp. 21 -1,043 -1,224 -3596 -2,195 1611 -924  -B5§ -5283 -2,364 0
PBT (after XO item) 7638 3,767 8,149 529 696 B,668 6,366 3,580 20,078 19,310 3,475 3
Total Tax 1,462 1,195 1,181  -335 243 1620 948 727 3,504 3538 1,103 -34
% Tax 192 317 145 -g34 349 187 149 203 174 183 317 -360
Reported PAT 6172 2571 6,968 BG4 453 7,048 5418 2,853 16,575 15773 2372 20
Adjusted PAT 6,189 3,283 8014 2763 1,883 5738 6,205 2972 22,458 18,137 2328 28
Change (YoY %) 977 -181 1533  -24 696 748  -226 76 763 -192 -157 -1481

Zinc: Strong performance helped by HZL

B Zinc-lead India EBIT increased 109% QoQ to INR15.6b due to sharp ramp-up of
mine production (+12% QoQ) and liquidation of 61kt concentrate.
m  Silver EBIT declined 24% QoQ to INR4.5b due to a fall in prices.
B Zinc-international EBIT remained flat QoQ at INR2.9b. CoP increased 8% QoQ and
was offset by higher revenue. EBITDA remained flat at INR4.4b.
Zinc-International (INR m)
10FY12 20FY12  3QFY12  40FY12 1QFY13 20FY13  30FY13 40FY13  40FY13E
Volumes (ZN + PB) 115 114 105 106 106 114 104 102 102
Revenue 10,600 11,600 10,300 10,070 10,420 11,250 10,650 11,300 11,244
Expenditure 5,430 6,850 §,570 6 380 6,750 7,330 §,260 6 960 6978
CoP (USDvton) 1,188 1,242 1,188 1,240 1,111 1,053 1,085 1,181 1,261
EBITDA 51470 4,750 3,730 3,600 3,370 3,920 4,390 4,340 4,267
EBIT 3,718 3,401 2,353 2,215 1,578 2,422 2,393 2,918 2,802
PAT 3,470 3,420 2,350 1,740 1,900 2,400 2,260 2,670 2,196

Aluminum: Balco's performance improved helped by lower energy cost;
Getting closure for captive coal mining

Aluminum production remained flat QoQ at 62kt.

The premium in realization over LME increased by 18pp to 42% due to stronger
physical premiums and better market for rods.

Cost of production declined (as reported for hot metal) by USD65/t QoQ to
USD1,930/ton due to fall in energy costs helped by superior quality of coal from
linkage and fall in e-auction prices.

EBITDA increased 33% QoQ to INR850m.
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m  Coal block received two forest clearances. State government is now diverting
forest land for mining. Balco expects to sign the mining lease very soon. This will
pave the way for coal mining and significant improvement in cash flows. The
1,200MW CPP is still awaiting a revoking of factory licence suspension.

m  Meanwhile, Balco has started to commission pots at the 325kt smelter. During
1QFY14, 84 of the 336 pots have been commissioned. Until the 1,200MW CPP and
coal mine become operational, the 325ktpa smelter will draw power from 270MW
existing surpluses.

Aluminum business (Balco)

1GFY12  20FY12  3QFY42  40FY12  10FYM3  20FY13  30FY13  4GFY13  40FYM3E

Revenue (INR m) 7,567 6,855 8,009 8,000 7,800 8,590 8,320 9,540 8,282
olumes (tons) 61,000 60,000 63,000 62,000 60,000 63,000 62,000 62,000 62,000
LME Premium(%) calculated 8.7 49 19.3 18.3 213 28.8 24.0 97 23.0

Aluminum CoP (USDiton) reportec 1,981 2,133 1,880 1,918 1,910 1,970 1,995 1,930

(INRiton) 96,857 103,542 108,300 108,000 104,532
EBITDA (INR m) 1,910 560 320 950 570 950 640 850 654
PAT (INR m) 1,268 112 A70 460 70 320 80 200 52

Aluminum (VAL): cost of production down but may not sustain

B Aluminum production remained flat QoQ at 133kt, which continues to operate
above rated capacity.

m Cost of production declined (as reported for hot metal) by USD129/t QoQ to
USD1,799/ton due to fall in energy costs helped by superior quality of coal from
linkage and fall in e-auction prices. This however may not sustain in FY14 as the
coal linkage (%) in total coal mix will decline as power generation ramps up.

m  EBITDA increased 5% QoQ to INR2.6b.

m At PAT level, VAL continues to make losses due to forex fluctuations.

WAL (INR m)

10FY12  20FY12 30FY12 40FY12  10FY13  20FY13  S0FY13  40FY13  40FY13E
Revenue 14,980 11,980 14,750 16,630 16,810 18,190 17,130 17,090 19,501
Yolumes (tons) 112,000 g5.000 107000 115000 124000 134000 135000 133,000
Reported CoP (USDiton) 2,344 2,554 2,004 1,930 1,845 1,905 1,928 1,799
Premiumi%) 151 147 252 M2 30.5 282 17.2 183 5.0
Expenditure 12,850 11,850 13,500 14,410 14,180 15,540 14,850 14 420 16,9586
Aluminium - CoP (USDiton) calcuk 2554 2743 2,407 2,458 213 2155 2,002 2,007 2,350
EBITDA 2130 30 1,250 2,220 2,630 2,250 2,480 2,610 2,545
PAT -3,600 -5,230 -5,930 -5,420 -5,650 -2,060 -7,660 -7,000 -4,325
ICD from Sterlite 89,350 85,390 95,120 100,070 105,050 108,520 117,030 1213680 117,030
ICD from Wed Plc 40,570 45,850 22,550 20,500 37,650 35,800 22 440 159,360 22440
External Debt 151,280 155,030 155530 180920 185710 184700 182100 AF7 650 182100
Working Capital Loan 15,000 15,000
Total Debt 281,640 291,230 290,640 316950 323440 328410 3,570 348370 321,570

Power: SEL fully commissioned; Operating performance boosted by lower

price, better quality of coal

m  The performance of power segment was stronger due to more than expected
reduction in cost of power generation helped by better quality of coal and a lower
price in Coal India's e-auction.

m Despite average realization falling by INR0.19/kwh QoQ to INR3.16, EBITDA per
kwh improved by INRO.55/kwh largely due to lower costs.

2 May 2013 4
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Power business summary

Sterlite Industries

A. (SEL) + B. (Balco CPP+PP) 10FY12  20FY1Z 3QFY12  40FY12  10FY13  20FY13  3QFY13  4QFY13 4GFY13E
Merchant Sales (M kwh) 1,652 1748 1,997 2,166 2,458 2,474 1,916 2,433 2,433
Reported avg. COP (INR/kwh) 257 259 247 216 2.02 222 2.29 1.81 210
Rep. Avg. Realization (INF/kwh}) 3.55 3.37 3.44 3.39 3.44 3.45 3.35 316 3.07
Revenue (INR m) 5,920 6,010 5,740 7,970 8,570 8,850 5,200 8,470 7,466

Realization (INR/kwh) , excl. tri 3.91 3.76 3.66 4.07 3.80 3.79 3.56 3.81 3
EBITDA (INR m) 1,660 1,340 1,470 2,390 3,290 3,000 1,550 3,300 2,345

Average EBITDA (INR/kwh) 1.00 0.77 0.74 1.10 1.34 1.21 0.81 1.38 0.39

Depreciation (INR m) 794 813 937 874 1,393 1,098 1,209 1,223 1,407
EBIT (INR m) 867 527 533 1,516 1,897 1,903 341 2,077 937

Average EBIT (INR/kwh) 0.52 0.30 0.27 0.70 0.77 0.77 0.18 0.85 0.39
PAT (INR m) 500 230 350 540 830 1,130 280 1,100

SEL volumes improved 32% QoQ to 2,073kwh (including 209 Mkwh under trial run
of fourth unit) due to improvement in PLF and evacuation facilities.

Although realization declined by 22 paise QoQ to INR3.09/kwh, EBITDA per unit
improved by 90 paise QoQ to INR1.1/kwh, largely due to improved operating
efficiencies and reduction in cost of coal as discussed above.

The fourth unit of 600MW has been commissioned on March 31, 2013. With
2,400MW is commissioned fully. This will lead to a higher volume in FY14E. However,
CoP will depend on the quality of coal and price.

A. SEL 10FY12  20FY12  3QFY12  4QFY12  1QFY13  20FY13  3QFY13  40FY13  40FY13E
Revenue (INR m) 3,434 3,801 3,947 5,025 6,097 6,163 3,714 5,760 6,170
Capacity (MW) sod" 1200 1200 1z00" 1z0d" 1200 1800 1800" 2400
Reported realization (INR/kwh) 3.48 3.40 3.45 3.43 3.54 3.42 2.3 3.08 3.3
WVolums (M kwh}, incl. trial run 1123 1,287 1 558 1574 1,938 1,940 1578 2,073 2073
Trial run (M kwh} 138 149 423 208 201 138 455 208 209
Reported COP (INR/wh) 285 288 264 2328 214 231 233 175 232
PLF (%) g5 48 g 42 49 49 47 =3 39
EBITDA (INR m) 222 152 169 1,208 1,950 1,681 211 2,111 1,658
Average EBITDA (INRikwh) 0.2 0.1 0.1 0.8 1.1 0.5 0.2 1.1 0.9
B. (Balco CPP + WPP) 10FY12  20FY12  30FY12  4QFY12  1QFY13  20FY13  3QFY13  40FY13  40FY13E
Revenue (INR m) 2,486 2,209 1,793 2,945 2473 2,687 1,486 2,710 1,296
Volums (kwh) 529 431 438 493 520 534 337 360 360
Balce 270MVY Power Sales 424 387 382 412 338 345 275 282 282

HZL Wind Power (25THMW) 105 04 55 20 182 188 52 78 78
Realization (INF/kwh) 47 45 4.1 5.0 43 5.0 4.4 75 35
Cost (INR/kwh]] 3.8 4.1 43 3.8 3.4 3.2 232 53 3.3
EBITDA {INR m) 1,438 1,88 1,639 1,182 1,340 1,319 1,339 1,189 586
[IMR/kwh) 27 25 37 24 28 25 40 3.3 15

High debt in merged entity concern us; Maintain Buy
m  STLT has a debt of INR190b (standalone INR100b + Balco INR43b + TSPL INR38b).

Post merger with VAL and Sesa, the combined entity will have a consolidated
debt of INR730b. The standalone-merged entity will have a debt of INR650b, while
EBITDA will be only INR35-45b. We are concerned about the servicing of debt as
the surplus funds with cash cows (HZL and Cairn India) are not fungible.
Management continues to evade answering queries regarding the same. We
believe SS will have to undergo another round of group restructuring to avail cash
from its cash cows for servicing debt.

2 May 2013
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m  STLT has high quality zinc, lead, silver, aluminum and power assets in strategic
locations in India. The operating efficiencies are high. Setback in sourcing coal
and bauxite has suppressed Rol of aluminum and power assets. Although the
bauxite mine still remains a dream, the coal mine for Balco may be a positive
trigger in the near term. The highly leveraged position of standalone-merged
entity continues to concern us and drag SS' valuation.

m  SStrades at attractive FY15E P/BV of 0.5x, PE of 5.1x and EV/EBITDA of 5x. We value
the stock at INR114 (20% upside) based on SOTP. Maintain Buy.

Sum-of-the-parts Valuation: SESA-STERLITE (INR Billion)

Met EBITDA  PAT Met Met  Valuations EV CWIp Equity Stake Attrib. MRS

Sales Debt Waorth Basis Disc(3%) Value (%) Equity share

(A (1G] (B) C=(AxB) (D] (F) {C-G+D*(1-F)}

Stand-alone # 345 45 -15 705 372 5.0 xEBITDA 24 151 51 -367 100 -367 -124

Hindustan Zinc 129 61 &6 -312 276 5.0 xEBITDA 307 4 624 649 40 137

Balco 43 7 3 56 25 5.0 xEBITDA 37 54 51 27 51 4 5

CMT+TSPL=+inter seg. 15 5 -6 92 -559 5.0 x EBITDA 24 1n 51 -19 100 -19 -6

Zinc Internaticna 45 15 10 -73 112 3.5 xEBITDA 44 117 100 117 349

Cairn India 164 91 &4 -169 627 370 =Cairn TP{INR/sh) 93 704 580 415 140

745 226 124 298 852 483 SOTP 565 190

mplied TP for Sterlite Inds (at Conv. Ratio of 3.5 ratio 114 ; mplied TP for Sesa 190

Aluminium prices USD2,100/ton, Zinc = USD2,000/ton, lead prices = USD2, 100/ton Silver = USD25/0z, USD/INR = 53; FY15 estimates
Source: MOSL # VAL, copper TcRe, SEL, Sesa) TP =Target Price

Conference call highlights: question regarding debt servicing of merged

entity still unanswered

B Sesa-Sterlite merger: Sesa-Sterlite's proposed merger has been approved by
the High Court of Bombay/Goa on April 3, 2013. The Madras High Court hearing
is complete and order is expected soon.

B Hindustan Zinc: Reserves and resource base of HZL has increased, with a gross
addition of 24.6mt of R&R, while depletion was 8.6mt. Total R&R of 348.3mt in
FY13 will give more than 25 years of mine life. Cost of production is expected to
remain stable due to higher targeted output in FY14. HZL is planning to produce
1mt MIC and 360tonnes of saleable integrated silver.

B Zinc International: Zinc and lead production was 102kt in 4QFY13. Improved
realization and translation gain led to improved revenue and operating
performance. Zinc International is targeting to produce 390-400kt zinc and lead
in FY14 (426kt in FY13), lower than FY13 due a fall in production from Lisheen.
Cost of production is expected to be USD1,100-1,200/t. Gamsberg project is
still at evaluation stage and management will be better placed to disclose
information in the next quarter.

® Copper India: 80MW captive power plant at Tuticorin was commissioned in
3QFY13 and has stabilized. The second 80MW CPP is expected to be
commissioned in the current quarter. Tuticorin plant was shut on March 29,
2013 due to public complaints on emission. A two-member expert committee
of NGT carried out inspection of the plant and is awaiting the verdict of the
principal bench in New Delhi. Power plant is operating normally as it is not part
of public complaints on emission. Separately, SC upheld STLT's appeal filed
against HC order for Tuticorin smelter closure. It has to deposit INR1b with the
Collector of Tuticorin for environment improvement.
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B CMT: Australian copper mine added 5.4 million tonnes to their R&R, prior to
depletion of 2.5 million tonnes. With a total R&R of 8.9 million tonnes of copper
ore as on March 31, 2013, the mine life has been extended to around four years.

B Aluminum - Balco: The smelter produced 62kt of aluminum in 4QFY13. Revenue
was higher due to higher premium and better product mix. Cost of production
was higher YoY due to tapering coal linkage. 211mt coal block is in the process
for diversion of forest. Expect to commence mining in end-2QFY14. 4x300 MW
plant did not make any progress QoQ and is awaiting consent to operate.

B Aluminum - VAL: OMC is challenging the forest clearance cancellation by MoEF.
SC has directed the state government to place the issue in front of Gram Sabha.
The Gram Sabha would consider these claims and communicate to MoEF through
the government of Orissa within three months. On conclusion of Gram Sabha's
proceedings, MoEF shall take a final decision for grant of stage Il forest clearance
for the Niyamgiri mining project of OMC within two months.

m SEL: 4Q sales were higher due to higher power generation from the fourth unit,
which was capitalized on March 31. It expects all four units to operate at 50-60%
PLF, going forward. CoP declined QoQ due to higher linkage coal in the
consumption mix and lower prices for e-auction coal. E-auction coal prices
declined by 8-10% QoQ. Power realization suffered due to continued evacuation
restriction on bilateral trade. SEL sold nearly 10-15 of power volumes through
exchanges. It expects to commission the 1,000MW transmission line by 2QFY14.
SEL's PAT was INR2.05b and EBITDA was INR8.26b for FY13.

®  Others: Aluminum consumption is rising 6-7% pa globally, while it is registering
a double digit growth in India. Company's aluminum operations are in the second
quartile of global cost curve. STLT is targeting INR75b of capex in FY14 (INR10b
contingent on VAL expansion).

B STLT has a debt of INR190b (standalone INR100b + Balco INR43b + TSPL INR38b).
Post merger with VAL and Sesa, the combined entity will have a consolidated
debt of INR730b. The standalone-merged entity will have a debt of INR650b,
while EBITDA will be only INR35-45b. We are concerned about the servicing of
debt as the surplus funds with cash cows (HZL and Cairn India) are not fungible.
Management continues to evade answering queries regarding the same. We
believe SS will have to undergo another round of group restructuring to avail
cash from its cash cows for servicing debt.
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Sterlite Industries: an investment profile

Company description

Sterlite Industries 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.

Company is setting up a 2,400MW power project in

Orissa, of which three units of 600MW each have already

been 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 of
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

B STLT's earnings are likely to be driven by volume
growth in the zinc and lead business. Zinc and lead
smelting capacity, after expansion in FY12, is
1.064mtpa, and STLT is planning to expand its mining
capacity to 1.2mtpa over the next six years. The
350tpa silver refinery that was commissioned in
3QFY12 is also adding to margins.

B Balco's 1,200MW power plant and 325ktpa Korba-III
smelter will get commissioned in the next few
guarters. Also, it received stage-Il forest clearance
for the 211mt captive coal block. Expanded
aluminum capacity with captive coal block will also
boost profitability, going forward.

Comparative valuations

Key investment risks

Unexpected fall in base metal prices may affect
profitability, as STLT derives significant profits from its
mining business.

Recent developments

The board declared a second interim dividend of INR1.2/
share on April 29, 2013. The total interim dividend for
FY13 is INR2.3/share, while there was no final dividend.
Valuation and view

SS trades at attractive FY15E P/BV of 0.5x, PE of 5.1x and
EV/EBITDA of 5x. We value the stock at INR114 (20%
upside) based on SOTP. 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 two to three years due to a supply
shortfall resulting from mine closures and lack of quality
mine additions. We factor zinc and lead prices of
USD2,000/t and USD2,100/t respectively for FY14E.
Aluminum: Aluminum prices were flat QoQ, while spot
premium shot up to all-time high levels. Weak LME and
high operating cost resulted in shutdowns of 2-3mt of
smelter capacities recently. More than 30% of smelters
are still making cash losses. Thus, we expect LME prices
to improve from current levels. We factor aluminum
prices of USD2,100/t in FY14E.

EPS: MOSL forecast v/s consensus (INR)

Sterlite Hindalco HZL MOSL Consensus Variation

P/E (x) FY14E 5.4 4.6 7.7 Forecast Forecast (%)

FY15E 6.1 4.8 7.8 FY14 17.7 19.0 -6.6
P/BV (x) FY14E 0.6 0.8 1.4 FY15 15.6 211 -26.1

FY15E 0.6 0.7 1.2 . .

| Target price and recommendation

EV/Sales (x) FY14E 0.6 0.7 19 Current Target Upside Reco.

FY15E 0.5 0.6 1.6 Price (INR) Price (INR) (%)
EV/EBITDA (x) ~ FY14E 3.4 6.0 3.8 95 114 20 Buy

FY15E 3.0 5.4 3.2

Stock performance (1 year)
— Sterlite Inds. Sensex- Rebased
170
Shareholding Pattern (%) 140
Mar-13 Dec-12 Mar-12

Promoter 53.3 53.3 53.3 1o M
Domestic Inst 9.3 9.4 9.5 BO
Foreign 27.7 27.5 24.8 1)
Others 9.7 9.8 12.4 Apr-12 Jul-12 Oct-12 Jan-13 Apr-13
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Financials and Valuation

Sterlite Industries

Income Statement [Consolidated) (INR Million) Ratios
¥/E March Fy12 FY13 FY14E FY15E ¥/E March Fyl2 FY13 FY14E FY15E
Met Sales 411,789 451,623 473,322 466,996 Basic (INR)

Change (%) 35.3 9.7 48 1% EPS 16.7 18.3 17.7 15.6
Total Expenses 310,104 346,954 361,620 353,B05 Cash EFS 22.1 244 245 225
EBITDA 101,686 104,689 111,702 113,190 BV/Share 1245 1395 153.1 1646

Change [YoY %) 26.3 3.0 6.7 15 DPS 20 2.2 24 256

As % of Net Sales 247 25.2 25.6 242 Payout (%) 140 140 159 16.6
Depn. & Amortization 18,298 20,318 22997 23,113 Valuation (x)

EBIT 83,388 84,371 BB T705 90,078 B/E 5.2 5.4 6.1
Met Interest 8524 9222 17,846 18,755 |:.E|5h P/E 30 30 a7
Other income 31,632 34,532 38,195 31,717 B/BV . 0.7 0.6 0.6
PBT 106,496 109,681 108,954 103,042 E},Jr ISales 0.6 0.6 a5

Current tax 20,770 12,360 16,901 15979 E‘l.l":.'rEB ITDA (attrib.) 37 34 30

Deffered tax 336 1,212 1471 2,885 Dividend Yield {%) 23 25 27
Tax 21,106 16,184 18373 18,862 .

Rate (%) 198 148 169 1g3  neturn Ratios (3)

PAT 85390 93,497 90,581 84,180 RoE . 141 159 121 98

EO item 7.779 RoCE .I,;:IFE-tEI}(:I 15.1 139 137 120
Reported PAT (after EO) 77,611 93,497 90,581 84,2180 o - (Pre-tax) 8.4 D4 = =1
Minority interests 21,609 25,289 26,146 25,576 Woaorking Capital Ratios
Share in Asso. -7,723 -6,598 -4.9B0 -6,108 Fined Asset Turnover (x) 12 12 12 11

Asset Turnover (x) 0.5 0.5 0.5 05
Adj. PAT (after MI & asso. 56,058 61,610 59,455 52496 Receivable [Days) 16 16 17 17
Change (Yo %) g9 4.9 -3.5 -11.7 Inventory (Days) 40 38 39 39
Payable (Days) 29 30 31 31
Balance Sheet [Consolidated) (INR Million) Leverage Ratio (x)
Y/E March FYi2 FY13 FY14E  FYISE  (Cyrrent Ratio 3.1 3.1 29 28
Share Capital 3,51 338l 3,361 3,361 Interest Cover Ratio 08 9.1 49 48
Reserves 457,196 506,255 551,691 590,510 Debt/Equity 0.0 0.0 01 01
Met Worth 460,557 509,616 555053 593,871
Minority Interest 121990 141,255 162025 182225 Cash Elow Statement (INR Million)
Total Loans 156,544 174544 192 444 182 444 ?fE March E¥Y12? EY13 EY14E EY15E
Deferred Tax Liability 22,083 23,284 24 766 27 648 EBITDA le,EEE 1&4}539 111}:{1}2 113.- 190
Capital Employed 761,574 843,110 934,287 336,183  non cash expenditure (i 624 3,505 563 383
Inc)/Dec in Wkg. Cap. 5,516 182 -1,529 668
Gross Block 331,666 373,425 403422 436534 Tax paid -23,828 -12.360 -16,901 -15,579
Less: Accum. DEFIFFI. 11?,55D 13?,5?5 151],5?3 133,535- CF from Dp. Aﬂi"-l'it'." Eg}g,gﬁ 95‘.“15 93:33‘5 93_.262
Met Fixed Assets 214,115 235,850 242,850 242,849
Good will 4&]515 4&515 41]_,5]5 qﬂ}ﬁ]_l."_ |,In|::|.-rDE|:'|n FA + CWIP '?EI,H'EID 'EEI,D].E- —54_,?15 -411,911
Eap'ltal WIF 132}229 155}43}' lgﬂ_, 705 21]3}1]]5 (Pur]..-‘E-a le of Investmen '3.-112 '-q-EI,EEE- —51_,92? _51.-543
Investments 133}121 231.'?5.':, 233.1?1? 335}255 Interest & Dividend Ince 15.-519 2-4;,1?3 25_,?35 22,21]2

Liquidinvest.ofabove) 144,199 192,868 244795 296,342  L0ansand advances -26,305  -2862 181 184
Curr. Assets 234’?45 1}'3}}'}'? 269,919 ml CF from Inwv. AE‘tI"-I'It'." -95-_.115 -91-1?5 -Bg;?ﬁ —?ﬂ:ﬂ?&
Inventory 44981 47561 50,982 49938 Equity raised/(repaid)

Trade Receivables 18,182 20,110 21, B18 21,396 Debt raised/(repaid) 30,481 18,000 17500

Cash and Bank Balance  85,3%2 76,787 66972 60,579 Dividend {incl. tax) -13,115 -13,933 -16,260 -6,822
Loans and advances 136,192 129,319 130,146 150,889 Interest paid -10,752 -9,222 -17946 -18753
Curr. Liability & Prowv. 93,254 88409 93018 93146 Other financing activitie  -%,130  -7,289% 2,780 -9, 208
Trade Payable 32,516 37,206 40807 40,009 CF from Fin. Activity -2,515 -12,444 -13.926 -34,783
Provisions & Others 60,738 51,205 52,211 53,138

Met Curr. Assets 191,493 185,368 176900 169.455 {Inc)/Dec in Cash -13,732 -B604  -9.B16 -6,594
Appl. of Funds 761,574 849,110 934,287 996,189 Add: Opening Balance 89,124  B5,382 76,787 66,972
E: MOSL Estimates Closing Balance 85,392 76,788 66,972 80,378
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