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Sesa Goa's (SESA) adjusted PAT for 2QFY13 grew 72% YoY to INR4b due to consolidation of associate, Cairn
India's earnings. Adjusted PAT was 9% below estimate due to abnormally low iron ore volumes, which were
impacted by various restrictions imposed by the MoEF, the state government and the Supreme Court. Reported
PAT of INR5.22b included forex gain of INR1.9b.
Core EBITDA was just INR58m, 90% below our estimate due to unabsorbed high fixed costs on low volumes.
There was a loss of INR951m against our estimate of INR337m loss before tax.
Iron ore production was just 0.4m tons and sales were even lower at 0.2m tons. Average realization was
USD83/dmt, a little above our expectation of USD80/dmt. The cost of production of iron ore was abnormally
high at USD98/dmt due to unabsorbed fixed costs.
Volumes were higher-than-expected for both the coke (51%) and pig iron (33%) divisions due to start-up of
expanded capacity. However, the new furnace has been shut down due to shortage of iron ore. New coke
oven batteries, whose environmental permits were temporarily suspended, have got the permits to restart.
Uncertainties continue to cloud mining operations as well as pig iron and coke making due to various reasons.
We have factored iron ore sales volumes of 1.2m tons in 3QFY13, 3.5m tons in 4QFY13 and 15.7m tons in FY14,
but the entire or part of the earnings are at risk. In view of regulatory uncertainties over mining business, we
have cut the EV/EBITDA multiple for standalone operations of the merged (Sesa Sterlite) entity from 5x to 4x
in our SOTP valuation instead of revising earnings. As a result, the SOTP value of Sesa-Sterlite is cut marginally
to INR204/share. Maintain Buy.
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Core EBITDA just INR58m on abnormally low volumes










29 October 2012

Sesa Goa's 2QFY13 adjusted PAT increased 72% YoY to INR4b due to consolidation
of associate, Cairn India's earnings. Adjusted PAT was 9% below our estimate due
to abnormally low iron ore volumes, which were impacted by various restrictions
imposed by the MoEF, the state government and the Supreme Court. Reported
PAT of INR5.22b included forex gain of INR1.9b.
Core EBITDA was just INR58m, 90% below our estimate due to unabsorbed high
fixed costs on low volumes. There was a loss of INR951m against our estimate of
INR337m loss before tax.
Iron ore production was just 0.4m tons. Iron ore operations were impacted by the
mining ban in Karnataka, a temporary restriction on iron ore extraction in Goa and
transportation restrictions in South Goa during the monsoons.
Iron ore sales were even lower at 0.2m tons and average realization was USD83/
dmt, a little above our expectation of USD80/dmt. The cost of production of iron
ore was abnormally high at USD98/dmt due to unabsorbed fixed costs.
Volumes were higher than expected for both the coke (51% above estimate) and
pig iron (33% above estimate) divisions due to start-up of expanded capacity.
However, the new furnace has been shut down due to shortage of iron ore. The
sinter plant is expected to receive consent to operate very soon. New coke oven
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batteries, whose environmental permits were temporarity suspended after
abnormal emission during commissioning, have got the permits to restart on 26
October 2012.

Iron ore earnings at risk but Sesa-Sterlite merger dilutes impact; Buy
Uncertainties continue to cloud mining operations as well as pig iron and coke
making due to various reasons. Though we have factored iron ore sales volumes
of 1.2m tons in 3QFY13 and 3.5m tons in 4QFY13, the earnings remain at risk.
Similarly, we have modeled 15.7m tons of iron ore volumes in FY14, but the entire
or part of the earnings is equally at risk. However, the impact on valuations is
diluted due to overpowering earnings from Hindustan Zinc and Cairn India in the
merged entity.
 In view of regulatory uncertainties over mining business, we have rather cut the
EV/EBITDA multiple for standalone operations from 5x to 4x in SOTP valuation
instead of revising earnings. As a result, the SOTP value of Sesa-Sterlite is cut
marginally to INR204/share. Maintain Buy.


Source: MOSL; # (VAL, copper TcRC, SEL, Sesa); TP = Targent Price

Concall highlights: Timeline for restart of iron ore mining uncertain; expect
dividend for funding capex
Iron ore production was impacted due to
 Transportation ban in South Goa by state government during monsoon.
 Temporary suspension of mining in Goa by state government after the Shah
Commission released the report on its investigation on 11 September.
 Suspension of environmental clearance from MoEF to all Goa mines till
verification of documents on 15 September.
 SESA is currently following a three-pronged strategy - (1) Legal, (2) Compliance,
and (3) Engaging with state/central government, to restart mining in Goa. It
believes that Goa miners are better placed as compared to Karnataka miners
due to the following:
 Both central and state governments have taken action after the Shah
Commission report was released unlike Karnataka where no action was taken.
 About 25% of Goa's population is dependent upon mining and allied services,
which are getting severely impacted.
 25-30% of state government revenues come from mining; resultantly, the
government now has to resort to austerity measures.
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Additional capacity of pig iron and coke helped ramp up production of met coke
and pig iron. Wrong soot firing at new coke plant during start-up led to
suspension of operations. However, the suspension has been taken off by the
state pollution board on 26 October.
Pig iron plant has been facing shortage of ore, leading to closure of new blast
furnace, while other two old blast furnaces continue to operate at lower
capacity.
Liberia exploration has been encouraging so far and SESA will go ahead with
planned capex in Liberia.
Fixed cost of mining operations in Goa and Karnataka is INR300m. However, pig
iron and met coke operations are sufficient to take care of fixed cost.
Buffer zone in national wild life area: The state government has forwarded a
CEC recommendation, which talks about a 1-2km buffer zone depending upon
wild life area. Wild life areas in Goa are less than 500sq km. SESA believes that
0-1km buffer zone is applicable.
Currently, SESA has INR40b of borrowings including FCCBs. It expects cash flows
from dividend payout by Cairn Energy, which will be sufficient to fund its current
capex requirement.
Expect Supreme Court order on Karnataka mine by 9 November. However, post
approval, it will still need to renew its lease, seek fresh MoEF approval for
reduced capacity and also the forest approval. Therefore, restarting of Karnataka
mine may take more time. Despite Supreme Court approval, category-A mines
are yet to start operations due to fresh requirement of above mentioned
approvals.
Currently, SESA has 3.5mt iron ore inventory in Goa. Total processed and not
processed ore inventory will be 3.5mt.
Creditors have been objecting to Sesa-Sterlite merger. Hearing of creditors is
over and order is expected by October end.
Of the forex gains of INR1.9b, INR400m is accounted in pig iron segment and the
balance INR1.5b in iron ore segment.
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Sesa Goa: an investment profile
Company description

Recent developments

Sesa Goa (SESA) has iron-ore reserves and resources of
374mt in Goa and Karnataka. Goa's ore is medium grade
and easy to extract without blasting and crushing. The
iron ore from Karnataka is of high grade but found in
rocky form, which necessitates blasting and crushing.
SESA is India's largest private-sector iron-ore exporter.



Valuation and view


Key investment arguments
Post merger, Sesa-Sterlite's earnings will be less
volatile, supported by more stable operations at
Hindustan Zinc and Cairn India.
 The cost of mining and transport is significantly
lower in Goa (majority of operations) than in
Karnataka and Orissa. Further, Indian miners are at
an advantage over Brazilian miners due to their
proximity to China, the largest customer.

SESA has received an order from Goa State Pollution
Control Board on 26 October 2012, revoking its earlier
order to stop activity at the second battery of its new
metallurgical coke plant in Amona.

We value Sesa-Sterlite INR204/share, based on SOTP.
Maintain Buy.



Sector view


Average iron ore prices have corrected 18% QoQ in
2QFY13. With demand for raw material in China
moderating, the downtrend in iron ore prices is
expected to continue. We are modeling average iron
ore prices (63.5% CFR China) of USD121/ton in FY13
and USD102/ton in FY14.

Key investment risks
Unexpected softening of spot prices of iron ore, led
by a slowdown in steel demand will adversely impact
earnings.
 Increase regulatory vigil over mining operations in
India will hamper volume growth.


Comparative valuations
P/E (x)
P/BV (x)
EV/Sales (x)
EV/EBITDA (x)

FY13E
FY14E
FY13E
FY14E
FY13E
FY14E
FY13E
FY14E

EPS: MOSL forecast v/s consensus (INR)
Sesa Goa
5.0
4.9
1.0
0.9
4.3
2.9
5.5
4.0

NMDC
9.0
7.3
2.4
2.0
3.9
3.0
5.0
3.8

JINDAL STEEL
9.7
10.0
1.8
1.6
2.8
3.0
9.0
8.4

FY13
FY14

MOSL
Forecast
33.9
34.5

Consensus
Forecast
36.1
37.5

Variation
(%)
-6.2
-8.1

Upside
(%)
20.7

Reco.

Target Price and Recommendation
Current
Price (INR)
169

Target
Price (INR)
204

Neutral

Stock performance (1 year)

Shareholding pattern (%)
Sep-12

Jun-12

Sep-11

55.1

55.1

55.1

4.2

4.3

5.2

Foreign

27.0

26.4

24.1

Others

13.7

14.1

15.7

Promoter
Domestic Inst
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