COMPANY UPDATE

VEDANTA

Partial revocation of power plant closure a welcome relief

India Equity Research| Metals and Mining

In a positive development, the Odisha State Pollution Control Board
(SPCB) has revoked closure of Vedanta’s (VEDL’s) 2x135MW and 1x60MW
plants at Jharsuguda. Management mentioned that VEDL will now not
need to source external power to meet its operating requirements and
expressed hope that the closure order for the remaining plants would
also be lifted soon. We had highlighted possibility of quick resolution of
the issue in our note Vedanta - Partial closure of power plants: Marginal
impact; event update; BUY. We maintain ‘BUY’ with an unchanged target
price of INR350, implying an exit multiple of 4.6x FY19E EBITDA.

Partial revocation of power plant closure a positive

We view Odisha SPCB revoking closure of VEDL's 2 units of 135MW (out of 3) and 1
unit of 600MW (out of 2) as a key positive for the company. Hence, VEDL will not have
to externally source 200MW of power. Management mentioned VEDL had submitted
its Action Plan as required by SPCB and the revocation followed thereon. As a part of
its Action Plan, VEDL will be able to dump fly ash in the spare lagoon on the site and
hence the problem might not recur. Management also expressed hope that closure of
the remaining 2 plants would also be revoked soon.

Smelter operations unlikely to be impacted

We see uncertainty in smelter operations to be significantly lower now as the power
capacity is enough to meet requirements. However, the power requirement is
expected to rise progressively as the impacted pots at Jharsuguda-1 are brought back
to operations and Lines 1 and 3 ramp-up at Jharsuguda-2. In our view, the issue will
likely be sorted out and in-house generation capacity will match higher requirements.

Outlook and valuations: More triggers ahead; maintain ‘BUY’

We are upbeat on the partial revocation of closure of VEDL's power plants at its
Jharsuguda plant. We believe that in-house generation will cater to requirements of
the smelter and any adverse impact arising from external power purchase is less likely.
We maintain ‘BUY/SO’ with a target price of INR350 (4.6x FY19E EBITDA). At CMP, the
stock is available at 4.3x FY19E.

Financials (INR mn)
Year to March FY16 FY17 FY18E FY19E
Net revenue 679,927 761,713 837,870 932,456
EBITDA 151,516 213,319 272,234 303,359
Adjusted Profit 29,100 55,949 104,408 123,605
Diluted equity shares (mn) 2,965 2,965 3,717 3,717
Adjusted diluted EPS (INR) 9.8 18.9 28.1 33.3
EPS Growth (%) (42.9) 92.3 48.8 18.4
EV/EBITDA (x) 9.4 6.2 5.2 4.3
ROAE (%) (3.2) 12.8 15.4 15.3
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I Metals and Mining

Company Description

VEDL is a subsidiary of Vedanta Resources, the London-listed metals and mining group. VEDL
is a globally leading diversified resources company with presence in oil & gas, zinc-lead-
silver (through 64.9% stake in HZL and 100% stake in erstwhile zinc-lead business of Anglo
American), copper, iron ore, aluminium and commercial power (largely in standalone
business but in subsidiaries as well). The company was formed through the merger of
Sterlite Industries into Sesa Goa along with acquisition of additional 38.8% stake in Cairn
which was consummated in August 2013 and announced in February 2012. Cairn has stakes
in the following producing blocks: 70% in Rajasthan RJ-ON-90/1, 22.5% in Ravva and 40% in
Cambay block CB-0S/2. In its largest field in Rajasthan, the gross proved & probable
Hydrocarbons Initially In Place (HIIP) stands at 6 bnboe. The MBA fields have gross ultimate
oil recovery of over 1 bnbbls from primary, secondary and Enhanced Oil Recovery (EOR)
methods. VEDL is the largest non-ferrous metals player in India with presence across all key
base metals, viz. aluminium (0.8mtpa), copper (0.4mtpa) and zinc lead (1.0mtpa). The
company entered the nonferrous metals sector as a pure play copper producer and through
several strategic acquisitions acquired aluminium as well as zinc-lead assets. VEDL has
ventured into commercial power generation business in India. It has a 2,400MW power
plant (in Orissa) and is in the midst of adding another 1,980MW capacity (in Punjab). The
company has iron ore mining assets in Goa and Karnataka (with reserves/resources of
433mt).

Investment Theme

VEDL’s portfolio of resources business provides advantages of scale, diversification and
strong balance sheet. The company benefits from ownership of low cost, cash rich oil & gas
(Cairn) and zinc-lead-silver (HZL) businesses. It has globally competitive unit production
costs in zinc, led by its quality captive mines. This aspect will help the company better
withstand margin pressures during price downturns. In addition, ramp-up of 1,980MW
power plant in Punjab will boost power generation volumes. In FY19, we expect ramp up of
Zinc-India's production and Jharsuguda-2 smelter. Key potential triggers for the stock are
success of enhanced oil recovery measures at Cairn, acquisition of Gol’s residual stakes in
BALCO and HZL and grant of bauxite and/or dolomite mining licenses. (not considered in our
estimates and valuation)

Key Risks

e Fallin zinc prices or premiums.

e Decline in LME aluminium price or premiums

e  Cairn: Exploration failure, reinvestment of cash generated into low return assets
e HZL: Lack of volume growth or increase in cash cost

e Lower than expected average tariffs.
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Financial Statements

Vedanta

Key Assumptions Income statement (INR mn)
Year to March FY16 FY17 FY18E FY19E Year to March FY16 FY17 FY18E FY19E
Macro Net revenue 679,927 761,713 837,870 932,456
GDP(Y-0-Y %) 7.2 6.5 6.8 7.7  Materials costs 217,931 231,085 284,431 326,215
Inflation (Avg) 4.9 4.5 4.0 4.5 Employee costs 24,583 23,393 24,563 25,791
Repo rate (exit rate) 6.8 6.3 5.8 5.8 Total operating expenses 528,412 548,393 565,636 629,097
USD/INR (Avg) 65.0 67.5 65.0 66.0 EBITDA 151,516 213,319 272,234 303,359
Sector Depreciation 85,724 62,915 78,459 77,173
Aluminium LME (USD/t) 1,591.0 1,689.0 1,775.0 1,775.0 EBIT 65,791 150,404 193,776 226,186
Zinc LME (USD/t) 1,829.0 2,366.0 2,600.0 2,650.0 Add: Otherincome 44,435.6 45,805.9 35,348.12 33,303.22
Lead LME (USD/t) 1,768.0 2,368.0 2,200.0 2,250.0 Less: Interest Expense 57,781 58,550 57,144 57,978
Copper Tc/Rc (c/Ib) 22.0 24.0 24.0 24.0  Profit Before Tax (285,402) 136,516 171,980 201,511
Company Less: Provision for Tax (106,776) 37,783 47,942 58,438
HZL-Zn production (tpa) 758,938 724,754 789,285 847,690 Extraordinary item (337,847)  (1,144) - -
HZL-PB production (tpa) 145,000 153,550 160,950 166,500 Minority interest (55,919) 43,584 19,630 19,468
HZL-Ag production (tpa) 425,000 488,750 513,188 525,000 Associate profit share 2 (27) - -
SA-Cu production (tpa) 372,600 392,850 400,000 400,000 Reported Profit (122,705) 55,122 104,408 123,605
BALCO-AI production(tpa) 332,000 387,000 533,250 533,250 Adjusted Profit 29,100 55,949 104,408 123,605
BALCO-Power sales (MU) 133 133 - - Shares o /s (mn) 2,965 2,965 3,717 3,717
VAL-Al production (tpa) 592,000 786,000 785,000 950,000 Basic EPS (INR) 9.8 18.9 28.1 333
Intl Zn production (tpa) 189 172 172 219 Diluted shares o/s (mn) 2,965 2,965 3,717 3,717
Intl PB production (tpa) 35 3 1 1 Adjusted Diluted EPS 9.8 18.9 28.1 33.3
SEL-Power sales (MU) 7,319 5,803 5,803 5,803  Dividend per share (DPS) 4.1 17.7 18.0 18.0
HZL-Zn premium (USD/t) 214 359 357 350 Dividend Payout Ratio(%) (11.8) 111.4 80.1 63.3
HZL-PB premium (USD/t) 232 298 308 308 Tax rate (%) 37.4 27.7 27.9 27.9
BALCO tariff (INR/unit) 35 3.5 3.5 3.5

SEL tariff (INR/unit) 3.1 3.2 3.3 3.3 Common size metrics

HZL-mfg cost (INR/t) 52,060 69,742 67,117 67,927  Year to March FY16 FY17 FY18E FY19E
BALCO-Power cost (INR/u) 33 3.5 3.5 3.5 Operating expenses 77.7 72.0 67.5 67.5
VAL-Alumina cost (INR/t) 15,619 24,264 24,108 26,578 Depreciation 12.6 8.3 9.4 8.3
VAL-Smelting cost(INR/t) 64,560 75,928 74,734 86,296 Interest Expense 8.5 7.7 6.8 6.2
Intl Zinc-cost (USD/t) 1,345 1,109 1,400 1,200 EBITDA margins 22.3 28.0 325 325
SEL-Fuel cost (INR/unit) 1.6 2.3 2.4 2.4 Net Profit margins (3.9) 13.1 14.8 15.3
Employee exp growth (%) (15.7) (4.8) 5.0 5.0

Increase in SG&A exp (%) 17.4 8.3 (16.2) 8.0  Growth ratios (%)

Avg. Interest rate (%) 7.6 8.5 8.7 8.7  Year to March FY16 FY17 FY18E FY19E
Depreciation rate (%) 7.6 4.3 4.9 4.4 Revenues (7.8) 12.0 10.0 11.3
Tax rate (%) 37.4 27.7 27.9 27.9 EBITDA (31.3) 40.8 27.6 11.4
Dividend payout (%) (11.8) 111.4 80.1 63.3  Adjusted Profit (42.9) 92.3 86.6 18.4
Net borrowings (INR mn) 107,318 218,131 62,190 (70,945) EPS (42.9) 92.3 48.8 18.4
Capex (INR mn) 54,119 54,360 75,169 75,169

Debtor days 16 14 14 14

Inventory days 138 147 139 139

Payable days 177 289 273 273

Cash conversion cycle (22) (127) (120) (120)
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Metals and Mining

Balance sheet (INR mn) Cash flow metrics
As on 31st March FY16 FY17 FY18E FY19E Year to March FY16 FY17 FY18E FY19E
Share capital 2,965 3,718 3,718 3,718 Operating cash flow 203,769 179,770 222,147 232,978
Reserves & Surplus 437,427 601,284 699,029 822,634 Investing cash flow (78,628) 27,106 38,460 36,415
Shareholders' funds 440,392 605,001 702,746 826,351 Financing cash flow (113,081) (123,490) (168,425) (169,259)
Minority Interest 365,611 139,279 158,909 178,377 Net cash Flow 12,061 83,386 92,182 100,135
Short term borrowings 183,994 413,139 413,139 413,139  Capex (54,119) (54,360) (75,169) (75,169)
Long term borrowings 493,784 302,551 269,551 236,551  Dividend paid (32,218) (96,726) (78,281) (78,281)
Total Borrowings 677,778 715,690 682,690 649,690
Long Term Liabilities 56,100 75,340 106,099 106,099  Profitability and efficiency ratios
Def. Tax Liability (net) 32,508 20,837 20,837 20,837  Yearto March FY16 FY17 FY18E FY19E
Sources of funds 1,572,389 1,556,147 1,671,281 1,781,354  ROAE (%) (3.2) 12.8 15.4 15.3
Gross Block 1,386,994 1,528,301 1,678,301 1,828,301  ROACE (%) 7.0 133 15.3 16.2
Net Block 662,983 758,344 829,886 902,713  Inventory Days 138 147 139 139
Capital work in progress 279,260 176,709 101,878 27,046 Debtors Days 16 14 14 14
Intangible Assets 114,676 108,062 108,062 108,062  Payable Days 177 289 273 273
Total Fixed Assets 1,056,918 1,043,116 1,039,826 1,037,822  Cash Conversion Cycle (22) (127) (120) (120)
Non current investments 166,619 167,527 167,527 167,527 Current Ratio 1.9 1.8 2.0 2.2
Cash and Equivalents 570,460 610,119 733,060 833,195 Gross Debt/EBITDA 4.5 3.4 2.5 2.1
Inventories 80,117 96,279 120,837 128,174 Gross Debt/Equity 0.8 1.0 0.8 0.6
Sundry Debtors 25,279 34,093 31,215 41,466  Adjusted Debt/Equity 0.8 1.0 0.8 0.6
Loans & Advances 819 792 792 792 Net Debt/Equity 0.1 0.1 (0.1) (0.2)
Other Current Assets 52,100 38,370 38,370 38,370 Interest Coverage Ratio 1.1 2.6 3.4 3.9
Current Assets (ex cash) 158,314 169,534 191,214 208,802
Trade payable 161,624 184,591 241,547 247,193 Operating ratios
Other Current Liab 218,299 249,558 218,799 218,799  Year to March FY16 FY17 FY18E FY19E
Total Current Liab 379,923 434,149 460,346 465,992  Total Asset Turnover 0.4 0.5 0.5 0.5
Net Curr Assets-ex cash (221,609) (264,615) (269,132) (257,190) Fixed Asset Turnover 0.9 0.9 0.9 1.0
Uses of funds 1,572,389 1,556,147 1,671,281 1,781,354 Equity Turnover 0.8 1.0 1.0 1.0
BVPS (INR) 148.5 204.0 189.1 222.3

Valuation parameters
Free cash flow (INRmn)  Year to March FY16 FY17  FY18E  FY19E
Year to March FY16 FY17 FY18E FY19E  Adj. Diluted EPS (INR) 9.8 18.9 28.1 333
Reported Profit (122,705) 55,122 104,408 123,605  Y-0-Y growth (%) (42.9) 92.3 48.8 18.4
Add: Depreciation 85,724 62,915 78,459 77,173 Adjusted Cash EPS (INR) 44.2 45.6 49.2 54.0
Interest (Net of Tax) 36,164 42,346 41,214 41,816 EV / Sales (x) 2.1 1.7 1.7 1.4
Others 127,565 1,429  (6,452) 2,327  EV/EBITDA (x) 9.4 6.2 5.2 4.3
Less: Changes in WC (77,021) (17,959) (4,517) 11,942
Operating cash flow 203,769 179,770 222,147 232,978
Less: Capex 54,119 54,360 75,169 75,169
Free Cash Flow 149,650 125,410 146,978 157,809

Peer comparison valuation

Market cap Diluted P/E (X) EV / EBITDA (X) ROAE (%)
Name (USD mn) FY18E FY19E FY18E FY19E FY18E FY19E
Vedanta 18,616 - - 5.2 4.3 15.4 15.3
Hindalco Industries 8,485 11.2 10.5 6.9 6.4 9.9 9.5
National Aluminium Co Ltd 2,471 17.7 15.7 8.2 7.5 8.5 9.1
Median - 11.2 10.5 6.9 6.4 9.9 9.5
AVERAGE - 9.6 8.7 6.8 6.1 11.3 11.3

Source: Edelweiss research
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Additional Data

Directors Data

Anil Agarwal Chairman Emeritius Navin Agarwal Executive Chairman

Kuldip Kaura Interim CEO Lalita D. Gupte Non-Executive Independent Director
Ravi Kant Non-Executive Independent Director Naresh Chandra Non-Executive Independent Director
Tarun Jain Wholetime Director Arun Kumar Chief Financial Officer

Anuradha Dutt Non-Executive Independent Director

Auditors - Deloitte Haskins & Sells

*as per last annual report

Holding — Top10

Perc. Holding Perc. Holding
Twinstar holdings It 34.44 Finsider internation 10.8
Life insurance corp 7.25 Cairn uk holdings li 4.95
Birla sun life asset 3.31 Dimensional fund adv 1.89
Hdfc asset managemen 1.57 Vanguard group 1.53
Blackrock 1.34  Westglobe Itd 1.19

*in last one year

Bulk Deals
Data Acquired / Seller B/S Qty Traded Price

No Data Available

*in last one year

Insider Trades

Reporting Data Acquired / Seller B/S Qty Traded
12 Apr 2017 Pravin Agarwal Buy 18500.00
10 Nov 2016 Ankit Agarwal Sell 36400.00

*in last one year
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RATING & INTERPRETATION _

STOCK
RATING

Company Absolute Relative Relative | Company Absolute Relative  Relative]

reco reco risk reco reco Risk
Coal India BUY Nej M Hindalco Industries BUY Nej M
Hindustan Zinc BUY SO L Jindal Steel & Power BUY NeJ M
H NMDC HOLD SP M
Steel Authority of India REDUCE SU M Tata Steel BUY SO M
Vedanta BUY SO M

JSW Steel REDUCE SP

ABSOLUTE RATING

Ratings Expected absolute returns over 12 months
Buy More than 15%
Hold Between 15% and - 5%

Reduce Less than -5%

RELATIVE RETURNS RATING

Ratings Criteria

Sector Outperformer (SO) Stock return > 1.25 x Sector return

Sector Performer (SP) Stock return > 0.75 x Sector return
Stock return < 1.25 x Sector return

Sector Underperformer (SU) Stock return < 0.75 x Sector return

Sector return is market cap weighted average return for the coverage universe
within the sector

RELATIVE RISK RATING

Ratings Criteria
Low (L) Bottom 1/3rd percentile in the sector
Medium (M) Middle 1/3rd percentile in the sector

High (H) Top 1/3rd percentile in the sector

Risk ratings are based on Edelweiss risk model

SECTOR RATING
Ratings Criteria
Overweight (OW) Sector return > 1.25 x Nifty return
Equalweight (EW) Sector return > 0.75 x Nifty return

Sector return < 1.25 x Nifty return

Underweight (UW) Sector return < 0.75 x Nifty return
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DISCLAIMER

Edelweiss Securities Limited (“ESL” or “Research Entity”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is
licensed to carry on the business of broking, depository services and related activities. The business of ESL and its Associates (list
available on www.edelweissfin.com) are organized around five broad business groups — Credit including Housing and SME
Finance, Commodities, Financial Markets, Asset Management and Life Insurance.

This Report has been prepared by Edelweiss Securities Limited in the capacity of a Research Analyst having SEBI Registration
No.INH200000121 and distributed as per SEBI (Research Analysts) Regulations 2014. This report does not constitute an offer or
solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. Securities as
defined in clause (h) of section 2 of the Securities Contracts (Regulation) Act, 1956 includes Financial Instruments and Currency
Derivatives. The information contained herein is from publicly available data or other sources believed to be reliable. This report is
provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. The
user assumes the entire risk of any use made of this information. Each recipient of this report should make such investigation as it
deems necessary to arrive at an independent evaluation of an investment in Securities referred to in this document (including the
merits and risks involved), and should consult his own advisors to determine the merits and risks of such investment. The
investment discussed or views expressed may not be suitable for all investors.

This information is strictly confidential and is being furnished to you solely for your information. This information should not be
reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in
part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or
resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use
would be contrary to law, regulation or which would subject ESL and associates / group companies to any registration or licensing
requirements within such jurisdiction. The distribution of this report in certain jurisdictions may be restricted by law, and persons
in whose possession this report comes, should observe, any such restrictions. The information given in this report is as of the date
of this report and there can be no assurance that future results or events will be consistent with this information. This information
is subject to change without any prior notice. ESL reserves the right to make modifications and alterations to this statement as
may be required from time to time. ESL or any of its associates / group companies shall not be in any way responsible for any loss
or damage that may arise to any person from any inadvertent error in the information contained in this report. ESL is committed
to providing independent and transparent recommendation to its clients. Neither ESL nor any of its associates, group companies,
directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential
including loss of revenue or lost profits that may arise from or in connection with the use of the information. Our proprietary
trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed
herein. Past performance is not necessarily a guide to future performance .The disclosures of interest statements incorporated in
this report are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in
the report. The information provided in these reports remains, unless otherwise stated, the copyright of ESL. All layout, design,
original artwork, concepts and other Intellectual Properties, remains the property and copyright of ESL and may not be used in
any form or for any purpose whatsoever by any party without the express written permission of the copyright holders.

ESL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including
network (Internet) reasons or snags in the system, break down of the system or any other equipment, server breakdown,
maintenance shutdown, breakdown of communication services or inability of the ESL to present the data. In no event shall ESL be
liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or
expenses arising in connection with the data presented by the ESL through this report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. We will not treat recipients as customers by virtue of
their receiving this report.

ESL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to
time, have long or short positions in, and buy or sell the Securities, mentioned herein or (b) be engaged in any other transaction
involving such Securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the
subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company(ies) or have other
potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of
publication of research report or at the time of public appearance. ESL may have proprietary long/short position in the above
mentioned scrip(s) and therefore should be considered as interested. The views provided herein are general in nature and do not
consider risk appetite or investment objective of any particular investor; readers are requested to take independent professional
advice before investing. This should not be construed as invitation or solicitation to do business with ESL.
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ESL or its associates may have received compensation from the subject company in the past 12 months. ESL or its associates may
have managed or co-managed public offering of securities for the subject company in the past 12 months. ESL or its associates
may have received compensation for investment banking or merchant banking or brokerage services from the subject company in
the past 12 months. ESL or its associates may have received any compensation for products or services other than investment
banking or merchant banking or brokerage services from the subject company in the past 12 months. ESL or its associates have
not received any compensation or other benefits from the Subject Company or third party in connection with the research report.
Research analyst or his/her relative or ESL’s associates may have financial interest in the subject company. ESL and/or its Group
Companies, their Directors, affiliates and/or employees may have interests/ positions, financial or otherwise in the
Securities/Currencies and other investment products mentioned in this report. ESL, its associates, research analyst and his/her
relative may have other potential/material conflict of interest with respect to any recommendation and related information and
opinions at the time of publication of research report or at the time of public appearance.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange
rates can be volatile and are subject to large fluctuations; ( ii) the value of currencies may be affected by numerous market
factors, including world and national economic, political and regulatory events, events in equity and debt markets and changes in
interest rates; and (iii) currencies may be subject to devaluation or government imposed exchange controls which could affect the
value of the currency. Investors in securities such as ADRs and Currency Derivatives, whose values are affected by the currency of
an underlying security, effectively assume currency risk.

Research analyst has served as an officer, director or employee of subject Company: No
ESL has financial interest in the subject companies: No

ESL’s Associates may have actual / beneficial ownership of 1% or more securities of the subject company at the end of the month
immediately preceding the date of publication of research report.

Research analyst or his/her relative has actual/beneficial ownership of 1% or more securities of the subject company at the end of
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