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16,739 s0ss CMP: INR127 TP: INR148 Buy
Bloomberg HZIN  year  mNetSales PAT  EPS  EPS  PJE P/BY  ReE  RoCE  EV/ EV/f
Equity Shares (m) 4,2253 End (MR m) (MR m)} (MR} Gr. %) (%) ) () (%)  Sales EBITDA
52-Week Range (INR) 155107 304 20170 40414 9 48.2 - - 249 299 - -
1,6,12 Rel. Perf. (%) /17 3j14 99121 49179 116 217 109 24 242 283 33 7.0
M.Cap. (INR b) 534.7 ;'_.-'125 113563 58929 135 158 9.4 19 227 271 29 53
M.Cap. (USD b) 105 3/13F 125118 65332 155 148 8.2 14 214 255 21 3.7

Consolidated
Hindustan Zinc's (HZ) adjusted PAT for 3QFY12 declined 6% QoQ to INR12.8b (v/s our estimate of INR13.1b).
The impact of a sharp decline in LME prices was partly compensated by higher lead and silver volumes, and
increase in regional premiums, driven by rupee depreciation. Mine production was lower than expected due
to lower volumes from Rampura-Agucha mines and deterioration of grade.
Cash and equivalents remained flat QoQ at INR162b, as the company has stopped discounting of debtors,
which will effectively increase the debtor amount on the balance sheet by ~INR10b. HZ is still evaluating
various options to deploy cash in the core business, including greenfield as well as inorganic expansion.
The company has completed the commissioning of its new 350tpa silver refinery in 3QFY12 and expects silver
production to ramp up in FY13. Lead production from the 100ktpa lead smelter at Dariba has ramped up well
- capacity utilization in 3QFY12 was 70%.
We remain positive on the stock due to strong growth in zinc metal volumes and sharper growth in lead and
silver production over the next few years. The stock trades at an EV of 3.7x FY13E EBITDA and at 8.2x FY13E EPS,

assuming zinc and lead prices of USD2,000/ton and exchange rate of INR50.1/USD. Maintain Buy.

Quarterly Performance- HIND ZINC IR Willion)
¥/E March F¥1l F¥1l2 F¥1ll FW12E
1Q 20 30 40 10 20 3a 40E

Zn & Pl {000 tons) 179 191 191 210 208 200 218 229 70 855

Change (YooY %) 156 25.3 14.0 24.3 163 5.1 14.3 9.2 193 111
Silver {tons) 35 37 30 44 41 41 49 79 147 211
Met Sales 19,734 22,010 26,302 32,373 28471 26,368 27.868 30,856 99,121 113,563

Change (YooY %) 30.5 210 169 27.2 44.3 198 .0 -4.7 236 146
Total Expenditure 951G 10758 11,229 12,688 12548 11,720 13,845 13,835 44 155 51,248
EBITDA 10,218 11,253 15,073 19,685 15,923 14.648 14,023 17,021 54,956 61.614

Change (YooY %) 33 46 a7 27.1 553 30.2 -7.0 -13.5 17.7 121

As % of NetSales = 511 57.3 [l 559 556 S0.3 55.2 55.4 4.3
Interest [l -5 1 133 a5 120 a7 ay 194 359
Depreciation 1123 1158 1,195 1271 1,245 1,455 1591 1638 4,747 5,030
Other Income 1554 1,240 2,071 3,025 3,554 3,868 3,819 38681 9,792 15,101
PET {hefore EC item) 10.614 11,940 15,947 21,306 18,066 16,940 16,164 19,156 59,807 70326
Extra-ordinary Income 1] -212 1] 1] -44 -239 -4 1] -212 -347
PET {after EC item) 10.614 11,728 15,947 21,306 18022 16,702 1g.099 19,156 59,596 £9.,979
Total Tax 1,705 2,241 3,051 3,594 3073 3,255 3,363 3,640 10591 13331

Yo Tax 1a.1 191 191 169 17.1 185 209 19.0 17.a 19.0
Reported PAT 8,909 9.487 12,896 17,713 14,949 13,447 12,736 15,516 49,005 56,648
Adjusted PAT 8,909 9,658 12,896 17,713 14,986 13,639 12,787 15,516 49,179 56,929

Change (YooY %) 23.9 3.3 123 43.0 8.2 41.2 -0.8 -12.4 217 158
Avg LIME Zinc (USD/T) 2,052 2,043 2,330 2,395 2271 2,247 1217 2,000 2,205 2,109
Aveg LIMIE Lead (USD/T) 15272 2,065 2,398 2575 2531 2,449 2,009 2,009 2,253 2,250
Silver (UsDyoz) 13 1z 25 a1 35 35 29 28 23 32
Fixed assets 76,955 81,294 88,299 al,294 a0 584
Cash etc (net of debt) 123528 130920 149671 157 200 162 9% 162 550 149 571 206 445
Met Working Capital 7593 3,813 12797 3,813 7lo

E: MO5L Estimates
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Hindustan Zinc

Metal regional premiums increased sharply; newly commissioned 350tpa
silver refinery to drive volumes in FY13

Net sales increased 6% QoQ to INR27.9b due to higher lead and silver metal
volumes and increase in regional price premium over LME.

LME Zinc and lead prices declined 16% and 20% QoQ respectively to USD1,917 and
USD2,009 per ton. However regional premiums increased QoQ. Zinc metal
premium increased sharply to 9% from 6% reported in 2QFY12; while lead premium
increased to 12.1% from 7.9% QoQ. Silver realizations declined 9% QoQ to
INR52,449/kg.

Production of refined zinc increased 3% QoQ to 191k tons. Refined lead production
increased 73% QoQ to 27.1k tons due to ramping up of production at recently
commissioned 100ktpa lead smelter at Dariba. However, mine production declined
0.3% QoQ to 209k tons (vs est. of 229kt) due to lower volumes from RA mine and
deterioration of grade. Mine production from SK mine is gradually ramped up to
current run-rate of 1.5mtpa. Company expects to exit FY12 with a capacity of 2mtpa
at SK mine.

Production of silver was 48,413 kg (net of internal consumption) during the quarter.
Silver contributed INR2.57b to the net sales.

Company has commissioned 350tpa silver refining capacity during the quarter
which will improve silver volumes in FY13. Silver production capacity expansion
to 500tons is expected by early FY13.

Price realization of metals, by products supported by INR depreciation despite fall in LME
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Temporary grade deterioration of ore resulted in lower than expected production
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Hindustan Zinc

EBITDA declined 4% QoQ; Cost of production (without royalty) at USD785/
ton

EBITDA declined 4% QoQ to INR14b; in-line with est. of INR13.8b. The net zinc metal
cost without royalty (CoP) increased 13% QoQ (in INR terms) to INR40,300/ton.

Outlook and valuation

We remain positive on stock due to strong volume growth of zinc metal and sharper
growth in lead and silver production over next few years. Stock trades at an EV/
EBITDA of 3.7xFY13 and PE of 8.2xFY13 assuming zinc and lead prices of US$2,000/ton
and USD/INR exchange rate of 50.1. Maintain Buy.
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Hindustan Zinc: an investment profile

Company description

Hindustan Zinc is a fully integrated zinc producer, with
one of the best mining assets in the world. It has steadily
increased its reserves and production through regular
investment in exploration activities and smelting
capacity addition. HZL's captive mines of zinc and lead
ore are located in the state of Rajasthan, with total
reserves of 313.2m tons - equivalent to 34.7m tons of
refined zinc and lead MIC (metal in concentrate). Its
captive mines and thermal power plants give the
company a significant cost advantage, making it one of
the lowest cost producers of zinc in the world. Sterlite
Industries has 64.9% stake in Hindustan Zinc, while 29.5%
is owned by the Government of India.

Key investment arguments

B After commissioning of HZL's 100ktpa lead smelter
at Dariba, it has become world’s largest integrated
zinc-lead producer with a total smelting capacity of
1.064mtpa. This lead smelter along with recently
commissioned 350tpa silver refinery will drive lead
and silver volumes over FY11-13.

m Silver production capacity is expected to be 500 tons
by early FY13. HZL is going to major beneficiary with
current strong silver prices.

Comparative valuations

Hindustan Zinc

B HZL cost of production is among the lowest in the
world due to its fully integrated operations and large
resource base.

Key investment risks
B Unexpected fall in LME zinc prices would adversely
impact earnings.

Recent developments

m Company has completed commissioning of new
350tpa silver refinery in 3QFY12 and expects it to
ramp up silver production in FY13.

B Lead Production from 100ktpa lead smelter at Dariba
is ramping up well as capacity utilization in 3QFY12
was 70%.

Valuation and view

m Stock trades at an EV/EBITDA of 3.7xFY13 and PE of
8.2xFY13 assuming zinc and lead prices of US$2,000/
ton and USD/INR exchange rate of 50.1. Maintain Buy.

Sector view

B Zinc is our most preferred base metal because of
favorable demand outlook and constraints in supply
growth due to shortage of large scale low cost mines
in the world.

EPS: MOSL forecast v/s consensus (INR)

Hindustan Zinc HNDL Sterlite MOSL Consensus Variation
P/E (x) FY12E 9.4 7.6 6.5 Forecast Forecast (%)
FY13E 8.2 7.0 6.1 FY12 135 13.6 -0.9
P/BV (x) FY12E 1.9 14 0.7 FY13 155 155 -0.2
FY13E 16 12 0.7 . .
EV/Sales (x) FY12E 29 06 0.7 Target Price and Recommendation
FY13E 21 0.6 05 Cu.rrent :I'arget Upside Reco.
EV/EBITDA (x)  FY12E 53 5.8 3.4 Price (INR) Price (INR) (%)
FY13E 3.7 5.2 2.4 126 148 17.2 Buy
Stock performance (1 year)
Hindustan Zinc Sensex - Rebased
160
Shareholding pattern (%) 145
Dec-11 Sep-11 Dec-10 130
Promoter 64.9 64.9 64.9
115
Domestic Inst 1.8 1.8 2.0
Foreign 14 14 1.7 100
Jan-11 Apr-11 Jul-11 Oct-11 Jan-12
Others 31.9 32.0 31.3
4
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Financials and Valuations

Income Statement (INR Million) Ratios
Y/E March 2009 2010 2011  2012E 2013E Y/E March 2009 2010 2011 2012E 2013E
Met Sales 56,803 80,170 99,121 113,563 129,118 Basic (INR)
Change (%) -279 411 236 146 137 EPS 6.5 9.6 116 135 15.5
Total Expenses 29461 33469 44,165 51,948 57325 CashEFs 7.1 10.4 127 14.8 16.9
BV/Share 34.0 429 533 65.4 79.2
EBITDA 27,342 46,701 54,956 61,614 71794 DFs 0.4 0.6 1.0 12 14
% of Net5Sales 481 583 55.4 54.3 55.6 Payout (%) 7.2 7.3 10.0 10.4 10.6
Depn. & Amortizati 2,853 37343 4747 6,030 6193 g;E'"at“’" e 10s od os
EBIT 24,489 43,358 50.209 55585 65601 Cash P/E 9.9 g5 75
Met Interest 219 439 194 359 348 P/BY 24 19 16
Other Income 9312 7222 9792 151001 15404 /sales 39 2g 21
Thetoeto s soun sesr s sosse S/TOA g = =
ED Income =212 =347
PET after EO 33,582 50,141 59596 69,979 BO.656
Tax 6306 9727 10551 13331 15325 Return Ratios (%)
Rate (%) 188 19.4 17.8 19.0 19.0 EBITDA Margins (% 481 58.3 55.4 54.3 55.6
Reported PAT 27,276 40,414 49,005 56,648 65332 MNetProfit Margins 48.0 50.4 49.6 50.1 50.6
RoE 20.8 24.9 24.2 227 214
Adjusted PAT 27,276 40,414 49,179 56,929 65,332 RoCE (pre-tax) 248 299 283 271 255
Change (%) -38.0 482 217 15.8 148 RolC (pre-tax) 58.9 261 74.2 a7 Q0.7
- Growth (35)
Balance Sheet (NR Million) ¢ e 279 411 236 146 137
Y/E March 2009 2010 2011 2012 2O3E ppp, 482 708 177 121 165
Share Capital 4,225 4,225 8,451 8,451 2,451 PAT 380 182 217 15.8 14.8
Reserves 139,351 177,014 216,881 267,944 326355
Met Worth 143,576 181,240 225,332 276,395 334806 Leverage Ratio (x)
Minority Interest Current Ratio 38 15 4.8 4.3 41
Total Loans 7 605 4 4 4 Interest Cover Rativ 1119 98.7 258.8 155 188
Deferred Tax Liabil 5589 7,112 9447 11351 13541
Capital Employed 149,251 188,957 234,783 ZB7.750 348,350 Cash Flow Statement (INE Million)
¥/E March 2009 2010 2011 2012E 2013E
Gross Block 58555 82,407 92,023 102,023 106,023 Pre-tax profit 33582 50,141 59596 69979 80,656
less: Accum. Deprn 17,506 20765 25481 30191 34866 Depreciation 2853 3343 4747 6030 6,193
Met Fixed Assets 41,049 61,641 72,542 71832 TL158 (Inc/DecinWkg C 3886 3219 -5394 3,098 -256
Capital WIP 11084 11130 82752 8752 8752 Taxpaid 5209 -8309 -8255 -11426 -13,135
Investments 69,289 109492 93346 150,121 211140 Other operating ac -503 229 -35 -972 -1.518
Curr. Assets 37,839 19,953 75,889 74577 75728 CF from Op. Activity 34,589 48,623 49,659 66,708 71,940
Inventory 5457 4517 7624 6223 7075

{Inc)/Decin FA+CV -13166 -73,897 -13239 -4,000  -4,000
{Pur)/Sale of Invest -5954 -30203 16,146 -5775 -61,019
Others

CF from Inv. Activity -19,131 -84,100 2,906 -80.775 -65.019

Account Receivable 1,649 1518 2,089 2178 2476
Cash and Bank Bal 27,192 9,275 56,329 56,329 56329
Others 3542 45642 9,848 9,348 9,848
Curr. Liability & Prov 10,010 13,258 15747 17,532 18427
Account Payables 3,722 4777 4,748 6,534 7429 Debt Raised/(Reps 23 518 601

Provisions & Otherr 6,287 5481 10,998 10,998 10998 Dividend (ind. tax) -1977 -2,956 -4911 -5.932 6,921

Met Current Assets 27,830 6,695 60,043 57,045 57301 o Finan. Activities

CF from Fin, Activity -1,894 -2.439 -5512 -5932 -6921

Appl. of Funds 149,251 188,957 234,783 287,750 348350

E- MOSL Estimates (Inc)fDec in Cash 13,564 -17,916 47,053 1] 0
Add:opening Balar 13,628 27152 9,275 56,329 56,329
Closing Balance 27192 9275 56,329 56,330 56329

23 January 2012 S



MoTiLAL OSWAL Hindustan Zinc

Disclosures

This report s for personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. This research report does not constitute an offer, invitation or inducement
to invest in securities or other investments and Motilal Oswal Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been
furnished to you solely for your information and should not be reproduced or redistributed to any other person in any form.

Unauthorized disclosure, use, dissemination or copying (either whole or partial) of this information, is prohibited. The person accessing this information specifically agrees to exempt MOSt or any of its affiliates
or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOSt or any of its affiliates or employees responsible for any such misuse and further agrees to hold MOSt
or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays.

The information contained herein is based on publicly available data or other sources believed to be reliable. While we would endeavour to update the information herein on reasonable basis, MOSt and/or its
affiliates are under no obligation to update the information. Also there may be regulatory, compliance, or other reasons that may prevent MOSt and/or its affiliates from doing so. MOSt or any of its affiliates or
employees shall not be in any way responsible and liable for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report . MOSt or any of its affiliates
or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness
for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This report s intended for distribution to institutional investors. Recipients who are not institutional investors should seek advice of their independent financial advisor prior to taking any investment decision
based on this report or for any necessary explanation of its contents.

MOSt and/or its affiliates and/or employees may have interests/positions, financial or otherwise in the securities mentioned in this report. To enhance transparency, MOSt has incorporated a Disclosure of Interest
Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Hindustan Zinc
1. Analyst ownership of the stock

2. Group/Directors ownership of the stock

3. Broking relationship with company covered

4. Investment Banking relationship with company covered

5§88 &

Analyst Certification

The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or issues, and no part of the compensation of the research analyst(s) was, is, or
will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report. The research analysts, strategists, or research associates principally responsible
for preparation of MOSt research receive compensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues.

Regional Disclosures (outside India)
This reportis not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to
law, regulation or which would subject MOSt & its group companies to registration or licensing requirements within such jurisdictions.

For UK.

This report is intended for distribution only to persons having professional experience in matters relating to investments as described in Article 19 of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (referred to as "investment professionals”). This document must not be acted on or relied on by persons who are not investment professionals. Any investment or investment activity to
which this document relates is only available to investment professionals and will be engaged in only with such persons.

For U.S.

MOSt s not a registered broker-dealer in the United States (U.S.) and, therefore, is not subject to U.S. rules. In reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange
Act of 1934, as amended (the "Exchange Act") and interpretations thereof by the U.S. Securities and Exchange Commission (*SEC") in order to conduct business with Institutional Investors based in the U.S.,
Motilal Oswal has entered into a chaperoning agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").

This report is intended for distribution only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the Exchange Act and interpretations thereof by SEC (henceforth referred to as "major institutional
investors"). This document must not be acted on or relied on by persons who are not major institutional investors. Any investment or investment activity to which this document relates is only available to major
institutional investors and will be engaged in only with major institutional investors.

The Research Analysts contributing to the report may not be registered /qualified as research analyst with FINRA. Such research analyst may not be associated persons of the U.S. registered broker-dealer, Marco
Polo and therefore, may not be subject to NASD rule 2711 and NYSE Rule 472 restrictions on communication with a subject company, public appearances and trading securities held by a research analyst account.
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