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1QFY12 Results Update | Sector: Metals

 Sterlite Industries' (STLT) adj. cons. PAT declined 12% QoQ to INR15.3b (vs. est. of INR16.2b). Higher other income

due to INR648m gain towards AS30 accounting and INR770m forex gain boosted PAT to INR16.4b. Higher than

estimated losses at VAL, higher depreciation at Zinc International and higher tax rate led to below estimates results.
 The zinc segment's EBIT declined 17% QoQ to INR18.1b on higher raw material and stripping costs at the Indian

business. Higher mined metal production by Zinc International contributed INR5.17b to the consolidated EBITDA.

 Aluminum production at Balco and VAL were 61kt (down 2% QoQ) and 112kt (up 4% QoQ) respectively. Both Balco
and VAL  cost of production (CoP) increased to USD1,981/ton (up USD200 QoQ) and  USD2,344/ton ( up USD255

QoQ) respectively due to higher coal costs.

 Sterlite Energy capitalized its second 600MW unit from 1 May 2011, thus volumes increased 97% QoQ to 1,123mkWh.
However operating costs rose 36% QoQ to INR2.86/kWh due to a lower share of linkage coal.

Downgrading FY13 EPS by 7%; Sterlite Energy and VAL mounting losses cause concern: (1) Though the generation

and PLF of Sterlite Energy improved QoQ, profitability is uncertain due to rising coal costs and a weak merchant power
market. (2) Rising coal cost and no visibility of bauxite mines continue to push COP of aluminum upwards, squeezing

VAL's margins. (3) Upgraded FY12 EPS by 4% to INR20 due to stronger performance of Hindustan Zinc in 1QFY12.
However we are cutting FY13 EPS by 7% to INR19.9 from INR21.5 due to (a) the reduction of the share of linkage coal

assumption for Sterlite Energy from 55% to 25% (b) rising cost of production of alumina and aluminum at VAL due to

higher bauxite and coal procurement costs and (c) possible delay in starting a captive coal mine at Balco. Maintain Buy.
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STLT's 1QFY12 adjusted consolidated PAT declined 12% QoQ to INR15.3b (against our
estimate of INR16.2b). Higher other income due to a INR648m gain towards AS30
accounting and INR770m from forex gains boosted PAT to INR16.4b. Higher than
estimated losses at VAL, higher depreciation at Zinc International and higher tax rate led
to below estimates results.

Revenue down 2% QoQ at INR98.2b, PBT down 9% QoQ at INR30b

 Zinc and lead contributed 39% to revenue and is the largest contributor to the EBIT
with 59% share.

 Other income is the second largest contributor to EBIT with 23% share.
 Copper contributed 46% to revenue but only 9% to EBIT.
 Contribution from aluminum and power was 8% and 6% respectively to the top line

and 5% and 3% to the EBIT respectively.
 Gross cash was INR230b and gross debt was INR130b.

Zinc: EBIT down 17% QoQ at INR18.1b, largest contributor to profit

 Zinc International's zinc production increased 8% QoQ to 39k tons due to higher
capacity utilization. Mined metal production at Black Mountain and Lisheen increased
82% QoQ to 80k tons.

 Zinc International's EBITDA increased 18% QoQ to INR5.17b due to higher mined
metal production.

 The Indian zinc business EBITDA declined 19% QoQ to INR16b due to rising raw
material costs (mainly coal) and higher stripping costs.

Copper: Smelter margins superior, but mine profits down QoQ

 Copper cathode production declined 8% QoQ due to lower concentrate grade and
reduced plant availability due to an unscheduled maintenance shutdown. Net cost of
production was lower due to higher by-product credits and free metal.

 The copper smelter's EBITDA increased 14% QoQ to INR2.7b as net cost of
production declined to -2.9US cents/lb due to higher by-product credits and improved
metal recovery credit. TcRc on concentrate purchase improved 23% QoQ to 13.9US
cents/lb. Realization EBITDA improved 31% QoQ to 38US cents/lb.

 Consolidated EBIT declined 2% QoQ to INR2.9b due to lower margins at Australian
mines. Mine production however increased by 1,000 tons to 6,000 tons of MIC.

Aluminum (Balco): Cost of production up USD200 at USD1,981/ton

 Balco's aluminum production declined 2% QoQ to 61,000 tons. Cost of production
increased USD200 to USD1,981/ton due to higher coal costs.

 EBITDA fell 17% QoQ to INR1.9b and EBIT declined 18% QoQ to INR1.6b.
 First metal tapping from Balco's 325ktpa aluminum smelter line is expected by 4QFY12.

Power: Sterlite Energy commissions 600MW unit, high coal prices eat into
profits

 Revenue from power increased 176% QoQ to INR6.1b due to volume ramp up at
Sterlite Energy. Average power rates rose 19% QoQ to INR3.6/kWh. Total power
sales rose 140% QoQ to 1,652m kWh.

1QFY12 Revenue
composition

1QFY12 EBIT composition

Source: Company/MOSL
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 Sterlite Energy capitalized its second 600MW unit on 1 May 2011. Consequently,
power sales rose 97% QoQ to 1,123m kWh. Average PLF at 1,200MW was 47% in
1QFY12. The average rate was INR3.5/kWh and operating costs (at the EBITDA
level) rose 36% QoQ to INR2.86/kWh due to higher coal prices. In 1QFY12 Sterlite
Energy received 30% of coal through the linkage and it broke even at PBT level.

VAL: Aluminum CoP increases; Quasi equity/debt at STLT up

 Aluminum production rose 4% QoQ to 112,000 tons and was short of full capacity due
to power outage. Production is likely to be impacted in 2QFY12, as well. STLT expects
USD2m in costs for the repair of pots.

 Cost of production increased by USD255/ton QoQ to USD2,344/ton due to higher
coal costs. Cost of production of alumina rose 9% QoQ to USD347/ton.

 EBITDA declined 15% QoQ to INR2.1b and loss before tax increased 33% to INR3.6b.
Attributable to STLT, the losses were INR1.1b.

 Loans and advances from STLT in the form of quasi equity/debt to VAL increased
11% QoQ to INR89.4b to facilitate the return of INR10b ICD to Sesa Goa. Sterlite's
loans and advances are higher than double its proportionate share.

Downgrading FY13 EPS by 7%; Sterlite Energy and VAL mounting losses
cause concern; maintain Buy

 Although the generation and PLF of Sterlite Energy improved sequentially, profitability
is uncertain due to rising coal costs and a weak merchant power market.

 Rising coal costs and no visibility of bauxite mines continue to raise cost of production
of aluminum, squeezing VAL's margins.

 The other income was artificially boosted by interest income from loans and advances
given to VAL. Since VAL's cash flows are unlikely to improve in near future, the risk
of restructuring is mounting. VAL's reduction of its funding of quasi equity from STLT
last year was a positive step towards equitable proportionate contribution. However,
the reversal of this action in 1QFY12 with further funding of Rs9b to repay INR10b
ICD to Sesa is concerning especially when Vedanta plc's ability to provide equitable
quasi equity is reduced due to Cairn's acquisition.

 We have upgraded FY12 EPS by 4% to INR20 due to stronger performance of
Hindustan Zinc in 1QFY12. However we are cutting FY13 EPS by 7% to INR19.9
from INR21.5 due to
(a) Reduction of share of linkage coal assumption for Sterlite Energy from 55% to

25%. Thus operating cost of power generation is expected to increase to INR2.38/
kWh from INR2/kWh earlier and Sterlite Energy's PAT is cut from INR5.5b to
INR1.8b.

(b) Rising cost of production of alumina and aluminum at VAL (due to higher bauxite
and coal procurement costs) resulting in reduction of FY13 attributable PAT from
INR1.2b to -INR919m.

(c) Possible delay in starting of captive coal mine at Balco. We have revised cost of
power generation to INR2.2/kWh from INR2/kWh, cutting attributable PAT by
INR1b to INR3.1b.

 The stock trades at a PE of 8.5x FY12E EPS and an EV of 6.2x FY12E EBITDA.
Maintain Buy.
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Company description

Sterlite is a diversified play on three base metals. It is ramping
up capacities to 1.06mtpa of refined zinc and lead, which
will fuel significant volume growth. The company is setting
up a 2,400MW power project in Orissa of which two units
of 600MW each were commissioned in FY11. 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 up  earnings. STLT plans to expand its aluminum
business through its 51% stake in Balco and 29.5% stake
in Vedanta Aluminium (VAL). STLT had cash of INR230b
across the group as at June 2011.

Key investment arguments

 STLT's earnings are likely to be driven by volume
growth in zinc and lead business. Zinc capacity expanded
by 200ktpa to 869ktpa, which will drive production of
refined metal in FY12. Another 100ktpa lead smelter is
expected to be commissioned in 2QFY12, which will
drive lead and silver volumes.

 Balco's 1200MW power plant will be commissioned in
FY12 along with a captive coal mine, which will lead to
a quantum jump in profits because of low cost of
production.

 Sterlite Energy's remaining two units will be
commissioned in FY12, which will drive earnings.

Key investment risks

 Unexpected fall in metal prices may adversely impact
profitability.

 A delay in getting approvals for mining bauxite and coal
may hamper earnings growth.

Recent developments

 The board of directors of STLT approved a dividend of
INR1.10/share (110% on face value of INR1 per share)
for FY11.

Valuation and view

 The stock trades at a P/E of 8.5x FY12E and EV/
EBITDA of 6.2xFY12E. Maintain Buy.

Sector view

 Base metal prices have been firm over the past few
months due to expectation of improved demand from
developed nations, strong demand from China and rising
input costs. Rising energy costs are increasing costs of
production of marginal players, which support high LME
prices. Global surplus in zinc and lead narrowed in May,
according to the figures from ILZSG. Zinc surplus
declined from 43.6kt in April to 34.7kt in May and lead
surplus declined from 46.1kt in April to 6.8kt in May.
The expected additional quantitative easing in developed
markets to support slow recovery will support base
metal prices in the medium term.

Comparative valuations
Sterlite Hindalco Nalco

P/E (x) FY12E 8.5 9.5 15.7

FY13E 8.7 9.9 13.3

P/BV (x) FY12E 1.2 1.7 1.7

FY13E 1.1 1.5 1.5

EV/Sales (x) FY12E 1.2 0.7 2.7

FY13E 1.0 0.7 2.3

EV/EBITDA (x) FY12E 6.2 6.4 10.0

FY13E 4.9 6.3 7.9

Shareholding Pattern (%)
Jun-11 Mar-11 Jun-10

Promoter 53.2 52.8 52.8

Domestic Inst 8.3 8.6 8.0

Foreign 26.4 26.7 27.6

Others 12.2 11.9 11.7

Sterlite Industries: an investment profile

Stock performance (1 year)

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

Forecast Forecast (%)

FY12 20.3 20.6 -1.2

FY13 19.9 24.3 -18.2

Target Price and Recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

172 219 27.0 Buy
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Financials and Valuation
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