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Strong performance, but mining uncertainty persists

Sesa Goa’s (SGL) 3QFY12 EBITDA was 31%/23% above our/consensus
estimates, respectively, due to higher-than-expected realisation and iron ore
volume. PAT was up 14%/7% versus our/consensus estimates, respectively, a
lower deviation versus EBITDA, due to higher interest costs and forex loss. We
have slightly tweaked our iron ore volume estimates by 2%/(1%) for FY12/FY13,
while our realisation estimates have been increased by 14%/13%, respectively, in
the same period due to higher proportion of Goa iron ore and stabilisation of
iron ore prices. The above factors led to a 11%/10% increase in FY12/FY13
EBITDA, while PAT estimates have been revised upwards by 3%/8%,
respectively, for the same period. However, following uncertainty regarding
Karnataka and Goa mining operations and likely cyclical downturn in iron ore
prices, we retain our Sell rating on the stock with a revised TP of Rs164 (up 12%
from earlier TP of Rs146), which is 18% below the CMP.

Stable volume, but mining uncertainty persists: SGL posted a 5% YoY growth in
iron ore volume at 5.04mt, comprising 4.40mt and 0.64mt from Goa and Karnataka
mines, respectively. However, it is left with only 0.10-0.15mt of ore inventory in
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Karnataka and as a result sales would grind to a halt in case resumption of mining
operations is not allowed. Moreover, the Shah Committee is likely to submit its report
on Goa iron ore mining post state elections i.e. after February 2012 and it may also
propose an interim ban on all mining activities until illegal mines are seized. In our
financials, we do not assume any mining ban in Goa and expect mining operations in
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Karnataka to resume by 2QFY13.

Blended realisation up driven by change in sales mix, weak rupee: SGL witnessed
a 24% QoQ spurt in realisation at Rs4,743/tonne (US$93/tonne) due to higher
proportion of Goa iron ore sales and 11% rupee fall. Goa ore accounted for 87% of

Price Performance (%)
1M 6M 1Yr

total volume during the quarter versus 54% in 2QFY12. Sesa Goa 241 (286)  (384)
Valuation: SGL is trading at P/E and EV/EBITDA multiples of 5.9x and 6.4x FY13E. Nifty Index 94 (92 (83
We retain our Sell rating on it with a revised TP of Rs164. Core business value Source: Bloomberg

increased from Rs53 to Rs66, while the value of Cairn India investment increased from

Rs93/share to Rs98/share following a rise in Cairn share price.

Y/E March (Rsmn) 3QFY11 2QFY12  3QFY12 % Chg(YoY) %Chg(QoQ)  9MFY11  9MFY12 % Chg (YoY)
Net sales 22,501 7,897 26,171 16.3 2314 55,815 55,157 (1.2)
Raw material & employee costs 3,899 2,345 6,990 79.3 198.0 7,645 11,548 51.0
% of sales 17.3 29.7 26.7 13.7 20.9

Export duty 1,167 872 4,485 284.2 414.2 2,970 8,811 196.6
% of sales 5.2 11.0 17.1 5.3 16.0

Other operating expenses 5,129 2,080 3,844 (25.1) 84.8 14,353 9,873 (31.2)
% of sales 22.8 26.3 14.7 25.7 17.9

Operating profit 12,306 2,600 10,852 (11.8) 3174 30,846 24,925 (19.2)
OPM (%) 54.7 32.9 415 (13.22) 8.54 55.3 45.2 (10.07)
Depreciation 208 243 263 26.9 8.4 593 776 30.7
Interest costs 134 516 730 445.0 414 411 1,739 322.7
Other income 1,268 504 180 (85.8) (64.3) 3,881 2,205 (43.2)
Forex loss /(gain) (24) 2,341 1,779 (7,576.1) (24.0) 523 4135 691.5
PBT 13,255 4 8,260 (37.7) 223,129.7 33,200 20,480 (38.3)
Provision for tax 2,573 9) 2,564 (0.3) (28,271.4) 5,593 6,366 13.8
-effective tax rate 19.4 (245.9) 31.0 16.8 31.1

PAT before MI 10,683 13 5,696 (46.7) 44,399.2 27,607 14,115 (48.9)
Minority interest 30 0 (1,219) 89 (1,219)

PAT after Mi 10,653 13 6,915 (35.1) 53,925.0 27,518 15,334 (44.3)
NPM (%) 44.9 0.2 21.6 46.2 24.6

EPS (Rs) 124 0.0 8.0 (35.8) 53,925.0 32,0 17.6 (44.9)

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Exhibit 1: Financial summary

Y/E March (Rsmn) FY10 FY11 FY12E FY13E FY14E
Revenue 58,583 92,051 84,473 89,181 89,049
YoY (%) 18.1 57.1 (8.2) 56 (0.1)
EBITDA 31,448 52,030 35,571 30,581 23,335
EBITDA margin (%) 53.7 56.5 421 34.3 26.2
PAT 26,291 42,135 24,146 33,619 30,740
EPS (Rs) 316 485 278 38.7 354
YoY (%) 25.3 53.2 (42.7) 39.2 (8.6)
RoE (%) 33.2 32.9 16.3 18.9 15.0
RoCE (%) 27.1 31.1 15.3 17.2 14.3
PIE (x) 6.3 4.1 7.2 5.2 5.7
EV/ EBITDA (x) 37 17 5.9 6.4 8.0

Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 2: Our estimates versus actuals

Description 3QFY11  2QFY12 3QFY12 YoY(%) QoQ(%) 3QFY12E Devi(%) 3QFY12 BBE Devi(%)
Volume

Iron ore (dmt) 478 1.55 5.04 54 225.6 4.20 20.0

Pig iron (tonne) 63,146 64,611 68,020 7.7 5.3 65,000 4.6

Realisation (Rs/tonne)

Iron ore 4,370 3,839 4,743 8.5 235 3,939 204

Pig iron 25303 28,876 29,921 18.2 3.6 29,580 1.2

Segmental revenue (Rsmn)

Iron ore 20,891 5943 23,903 14.4 3022 16,544 44.5

Pig iron 1,219 1,170 1,430 17.3 222 1,467 (2.5

Met coke 1,598 1,866 2,035 27.4 9.1 1,923 5.9

Gross revenue 23,707 8,979 27,369 15.4 204.8 19,934 37.3

Less: inter-segment 1,188 1,075 1,186 (0.2) 10.3 1,577 (24.8)

Net revenue 22,519 7,904 26,183 16.3 231.3 18,357 42.6

Segmental EBIT (Rsmn)

Iron ore 11,549 2,371 10,593 (8.3) 346.7 8,008 32.3

Pig iron 222 (43) (173)  (178.2) 302.3 (10)  1,694.4

Met coke 346 35 181 (47.7) 4154 7 134.4

Total 12,116 2,363 10,600 (12.5) 348.6 8,075 31.3

Consol. Financials (Rsmn)

Net Sales 22,501 7,897 26,171 16.3 2314 18,357 42.6 19,647 33.2
EBITDA 12,306 2,600 10,852 (11.8) 3174 8,297 30.8 8,843 22.7
PAT 10,653 13 6,915  (351) 539250 6,043 144 6442 73

Source: Company, Nirmal Bang Institutional Equities Resarch
Change in earnings estimates
Volume update

We have revised our FY12/FY13 iron ore volume estimates by 2%/(1%), respectively, after the
management’s comments about the current situation. We have revised our metallurgical coke and pig iron
assumptions downwards by 8% and 7%, respectively, for FY12 as the company has deferred the
commissioning of new metallurgical coke and pig iron plants to the end of 4QFY12. We maintain our FY13
estimates on the same. We have estimated FY14 iron ore volume at 19.3mt, which implies a 10% growth
driven largely by higher Karnataka sales.

Realisation update

We have increased our FY12 and FY13 iron ore realisation assumptions by 14% and 13%, respectively,
after factoring in 3QFY12 numbers. We have marginally tweaked our estimates for metallurgical coke and
pig iron also. Our FY14 iron ore realisation estimate is 10% lower compared to FY13.
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Cairn India update

Brent crude oil is trading above US$100/barrel since a long time and this has led to strong earnings for Cairn
India. This has resulted in 1% and 5% upgrade in Cairn India consensus PAT estimates for FY12 and FY13,
respectively, from the beginning of January 2012. We continue to maintain our dividend assumptions of
Rs5/share and Rs10/share in respect of Cairn India investment for FY12 and FY13, respectively. For FY14,
we expect Cairn India to pay a dividend of Rs15/share.

Exhibit 3: Change in our estimates

Description Earlier assumption New assumption Change (%)
(Rsmn) FY12E FY13E FY14E | FY12E FY13E FY14E = FY12E FY13E  FY14E
Volume

Iron ore (dmt) 16.3 17.9 NA 16.6 17.6 19.3 1.8 (1.4)
Met coke (tonne) 271,000 463,000 NA | 250,000 463,000 512,000 (7.7) -
Pig iron (tonne) 279,128 533,125 NA | 258,710 533,125 598,750 (7.3

Realisation (US$/tonne)

Iron ore 83.9 "7 NA 95.7 80.3 72.2 14.0 12.1
Met coke 444 4 400.0 NA 448.6 400.9 385.0 0.9 0.2
Pig iron 598.5 560.0 NA 600.2 561.5 540.0 0.3 0.3
USD/INR 48.4 54.0 NA 48.4 54.5 54.5 - 0.9
Realisation (Rs/tonne)

Iron ore 4,059 3,870 NA 4,629 4,378 3,936 14.0 13.1
Met coke 21,500 21,600 NA | 21,702 21,851 20,983 0.9 1.2
Pig iron 28,954 30,240 NA | 29,036 30,604 29,430 0.3 1.2
Consol. financials (Rsmn)

Net sales 74,047 82,324 NA | 84473 89,181 89,049 14.1 8.3
EBITDA 32175 27,697 NA | 35571 30,581 23,335 10.6 10.4
PAT after M 23,524 31,262 NA | 24,146 33,619 30,740 2.6 7.5

Source: Company, Nirmal Bang Institutional Equities Research

Conference call highlights

e Sesa Goa indicated that logistic constraints in Goa continue and transportation firms are asking for an
increase in freight rates. However, the entire mining industry in Goa has termed this demand as
irrational.

e The company is only left with 100,000-150,000 tonne of iron ore inventory in Karnataka. We have
assumed zero volume during 1QFY13, while our FY13 and FY14 assumptions stand at 3.6mt and
5.3mt, respectively, as we assume partial relief in respect of Karnataka mining ban in 2QFY13. This is
lower than the company’s target of 6.0mt.

e Sesa Goa's management has indicated that the company is keeping its mine in Karnataka in a ready-to-
mine condition. This should enable operations to resume as soon as the mining ban is lifted.

e The average grade of Goa iron ore improved 0.4-0.5% QoQ as compared to 1% QoQ deterioration in
2QFY12, primarily due to the composition of the mines. One particular set of mines’ production
continues to remain impacted due to logistic constraints. Sesa Goa expects a marginal improvement in
average ore grade during 4QFY12 as well.

e Royalty payment during 3QFY12 stood at Rs250/tonne compared to Rs325/tonne in 1QFY12. The
decline in royalty payment was primarily attributed to higher proportion of Goa’s iron ore production.
Royalty paid during 1QFY12 was Rs230/tonne.

e MTM (mark-to-market) loss of Rs1,779mn relates to FCCBs and foreign borrowings to the tune of
US$400mn.

e Sesa Goa currently has net debt of Rs40bn and the company expects this to be its peak debt level.
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Exhibit 4: Income statement Exhibit 5:Cash flow
Y/E March (Rsmn) FY10 FY11 FY12E FY13E FY14E  Y/E March (Rsmn) FY10 FY11 FY12E FY13E FY14E
Revenue 58,583 92,051 84473 89,181 89,049 EBIT 30,703 51,066 34,524 29,109 21,788
YoY growth (%) 18.1 57.1 (8.2) 5.6 (0.1)  (Inc.)/Dec in working capital 1,791 (3037) (7,252) 480 822
Raw material cost 27,135 40,021 48902 58599 65714 Cash flow from operations 32495 48,029 27,272 29,589 22,609
% of sales 46.3 435 57.9 65.7 73.8  Otherincome 4,260 5,571 2,265 2,610 4,747
EBITDA 31,448 52,030 35,571 30,581 23,335 Depreciation 745 964 1,047 1,473 1,548
EBITDA margin (%) 53.7 56.5 421 34.3 26.2  Interest paid (-) 517 553 2,411 3,599 2,799
Depreciation 745 964 1,047 1,473 1,548  Tax paid (-) 7644 13678 8960 8,187 8,003
EBIT 30,703 51,066 34,524 29,109 21,788 Dividends paid (-) 2,064 3,281 5592 2,034 4,067
Interest expenses 517 553 2,411 3,599 2,799  Net cash from operations 27,2714 37,052 13,621 19,852 14,034
Other income 4,260 5,571 2,265 2,610 4,747  Capital expenditure (-) 18,628 9,887 10,250 6,000 6,000
Exceptional loss/(gain) 0 488 4,135 0 0 Net cash after capex 8,647 27,165 3,371 13,852 8,034
PBT 34,446 55,597 30,243 28,120 23,735  Inc./(Dec.) in short-term debt 77 4 0 0 0
Provision for tax 8,056 13,372 9,032 8,253 8,068 Inc./(dec.) in long-term debt 19,510 (9,615) 30,106  (8,000) (8,000)
Effective tax rate (%) 23.4 24.1 29.9 29.4 34.0  (Inc.)/Dec. in investments (14,397) (42,350) (42,601) 0 0
PAT before MI 26,390 42,225 21,211 19,867 15,668  Equity issue/(Buyback) 5,372 0 0 0 0
MI and profit of assoc. 99 89  (2,934) (13,752) (15,072) Cash from Financial Activities 10,562 (51,961) (12,495) (8,000) (8,000)
PAT after Ml & assoc. profit 26,291 42,135 24,146 33,619 30,740  Others 2,884 9,847 5,864 0 0
YoY growth (%) 32.2 60.3  (42.7) 39.2 (8.6)  Opening cash 1825 23918 8970 5710 11562
PAT margin (%) 449 45.8 28.6 37.7 34.5 Closing cash 23,918 8,970 5710 11,562 11,597
Source: Company, Nirmal Bang Institutional Equities Research Change in cash 22,093 (14948) (3260) 5,852 34
o Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 6: Balance Sheet Exhibit 7: Key Ratios
YIE March (Rsmn) FY10  FYM1  FY12E  FY13E  FY14E
Y/E March FY10 FY11 FY12E FY13E FY14E
Share capital 831 869 869 869 869
Per share (Rs)

Reserves and surplus 78,346 127,235 147,314 176,865 203,538 EPS 316 485 278 387 354
Shareholders' fund 79177 128,104 1481183 177,734 204,407 Book value 953 147.4 1705 2045 2352
Short term loan 96 100 100 100 100 Valuation
Long term loan 19510 9895 40,001 32001 24001 pg 6.3 41 79 59 57
Loan fund 19,606 9,995 40,101 32,101 24101 ppy 21 14 12 10 0.9
Minority interest 433 0 0 0 0  EV/EBITDA 37 17 59 6.4 8.0
Deferred tax liability 750 682 754 820 885 EV/Sales 2.0 0.9 25 2.2 2.1
Total capital employed 99,966 138,781 189,038 210,655 229,393 M-cap/Sales 2.8 1.9 21 19 2.0
Gross block 12,765 15,903 17,903 32,153 37,153  Return Ratio (%)
Less: Acc depreciation 5,729 6,480 7,527 8,999 10547 ROCE 271 311 15.3 17.2 14.3
Net block 7036 9423 10376 23154 26606 ROE 332 329 163 18.9 15.0
Capital WIP 787 7287 15537 7287 8287 Margin Ratio (%)
Net fixed assets 7823 16709 25913 30440 34892 EBITDAmargin 37 %65 421 343 262
Gooduil 14734 14734 1473 14734 14734 FBITmargn 597 615 436 356 298
Investments 45640 87998 133534 147285 162,358 o margin 548 570 349 306 253
Cash and bank 23018 8970 5710 11562 1157 ovmarn Mg 42 278 6 328
Inventories 5000 7438 10564 14054 15358 | UmoverRatio
Debfors 3381 6.830 6.037 6.873 6.305 Asset turnover ratio (x) 46 5.8 47 2.8 24

' ' ' ' ' Avg collection period (days) 211 2741 26.1 28.1 258
Other CA and loans & adv 11,851 13,358 3,405 3,876 3,556 Avg payment period (days) 179 1415 916 126.6 134
Total CA and loans & adv 44160 36596 25716 36365 36816 gen ¢y Ratio
Creditors 7252 11692 6993 12071 13170 pey e 02 01 03 02 01
Other current liabilities 1,034 1,255 1,080 1,280 1420 |nterest coverage ratio 60.8 94.1 148 8.5 8.3
Provisions 4114 4,810 2,784 4818 4,818 Source: Company, Nirmal Bang Institutional Equities Research
Net current assets 31,760 19,340 14,858 18,196 17,409
Total assets 99,966 138,781 189,038 210,655 229,393

Source: Company, Nirmal Bang Institutional Equities Research
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Ratings track

Date Rating CMP (Rs) Target price (Rs)
24 June 2011 Sell 265 247
1 July 2011 Sell 282 248
22 July 2011 Sell 278 237
22 August 2011 Sell 223 214
29 August 2011 Hold 204 207
25 October 2011 Sell 205 173
3 January 2012 Sell 157 146
27 January 2012 Sell 200 164
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Disclaimer
Stock Ratings Absolute Returns

BUY >15%
HOLD 0-15%
SELL <0%

This report is published by Nirmal Bang’s Institutional Equities Research desk. Nirmal Bang has other business units with independent research teams separated by
Chinese walls, and therefore may, at times, have different or contrary views on stocks and markets. This report is for the personal information of the authorised recipient
and is not for public distribution. This should not be reproduced or redistributed to any other person or in any form. This report is for the general information for the
clients of Nirmal Bang Equities Pvt. Ltd., a division of Nirmal Bang, and should not be construed as an offer or solicitation of an offer to buy/sell any securities.

We have exercised due diligence in checking the correctness and authenticity of the information contained herein, so far as it relates to current and historical
information, but do not guarantee its accuracy or completeness. The opinions expressed are our current opinions as of the date appearing in the material and may be
subject to change from time to time without notice.

Nirmal Bang or any persons connected with it do not accept any liability arising from the use of this document or the information contained therein. The recipients of this
material should rely on their own judgment and take their own professional advice before acting on this information. Nirmal Bang or any of its connected persons

including its directors or subsidiaries or associates or employees or agents shall not be in any way responsible for any loss or damage that may arise to any person/s
from any inadvertent error in the information contained, views and opinions expressed in this publication.
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