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THE stock hit a new 52-week low on -
high volumes. It will test ¥124-125
again and it could fall til13115-116
inside the settlement, if the ¥124

_ support is broken. Keep astop at
%133 and go short. Add to the
position between 125 and 127.
Either book profits below ¥125, or book partlal proﬁts and
hold with a target of ¥116. AT

Sep 2 Sep 26, '11
Share price on BSEIn¥ " |
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Aluminium -2,170.00 2,648.6
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UJJVAL JAUHARI

ith declining base

metal prices on the

London Metal Ex-

change (LME), the
stock of Sterlite Industries has
lagged the broader market
since end-July. It has lost al-
most 32 per cent in the past two
months, including 4.5 per cent
on Monday, the day it touched
aS52-week low of ¥115.05 before
closing at¥117.30.

The non-ferrous metal ma-
jor hasinterests in aluminium,
copper, zinc and lead, as well as
silver. With fears of a slowing in
global growth, prices of most of
these metals have fallen, espe-
cially in September. Copper is
down almost 15 per cent, zinc by
14 per cent and aluminium by
10 per cent and are trading at
their 2011 lows (see chart). How-
ever, given that zinc and lead
(along with silver) account for
alarge portion of the company’s
profits, and their production is
seen rising, analysts say the
same will help partly offset the
pressure on profits, due to weak
metal prices. They say, while the
volatility in metal prices may
keep the stock under pressure,
most concerns seem factored in
at current levels.

ALUMINIUM, COPPER
The aluminium segment had al-

AR 9¥hNY

ready reeled under pressure,
with high cost of production on
the back of higher coal costs and
lack of availability of cheap

bauxite for Vedanta Alumini- -

um. While volumes had re-
mained subdued and margins
were under pressure due to firm
coal costs, Motilal Oswal Secu-
rities estimates combined alu-
minium volumes from Balco
and Vedanta Aluminium at
1,85,000 tonnes to rise seven per
cent sequentially in the Sep-
tember quarter. However,
strong realisations in the seg-
ment during the June quarter
had saved the day for Sterlite.
The declining aluminium
prices on the LME won’t bode
well, as realisations will decline,
too. Realisations are expected
to fall as average LME alu-
minium prices are expected to
decline 14 per cent t0 $2,250 a
tonne in the September quar-
ter, says an analyst. Margins,
too, will be under pressure due
tohigh coal costs. Further, an-
alysts at ICICI Securities had
expressed concern onlack of
availability of cheap bauxite for
Vedanta Aluminium, leading to
higher costs. These trends in-
dicate the business will face

pressure in the coming quarter. -

However, aluminium is a small-
er segment for Sterlite and con-
tributed 12 per cent to revenues
and seven per cent to profits
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STERLITE: WEAK OUTLOOK PRICED IN

Even as metal prices weaken, the company s zing, lead & silver businesses should provide cushion

Anil Agarwal, chairman,

Sterlite Industries

1900 _($/tonne)

d 7869 12247

Dec 31,10

during the June 2011 quarter
on a consolidated basis. Hence,
itsimpact on overall financials
will not be meaningful.

High coal costs have also
been responsible for rise in pow-
er production costs at Sterlite

Energy. Its per-unit cost of pro-
duction was ¥2.6 in the June
quarter against 1.6 per unit
during the June 2010 quarter,
leading to lower profits. Analysts
at ICICI Securities had observed
that commissioning of two units

of 600 Mw at the power sub-

sidiary and their synchronisa-
tion remains doubtful till the
coal distribution issues are
solved. Further, analysts at Dai-
wa Securities also raise con-
cerns on profitability, with pow-
er supplies to Vedanta Alumi-
um at lower than merchant rates

* forthe latter’s 1.25 million-tonne

per annum smelter, to be com-
missioned in the near term (full
ramp-up by the end of 2013-14).

On the other hand, copper

- prices on the LME have fallen
the most since August 31. Cop-

peris akey segment for Sterlite
(about half the company’s rev-
enues but, again, less than 15 per
cent of Sterlite’s profits in June

quarter) and no major volume -

increment is estimated for the
September quarter (74,000

tonnes in the June quarter, .

which analysts peg at 76,000
tonnes in the September one).

However, itisthe treatmentand -

refining charges (TcRc mar-
gins) that decide profitability
and analysts observe that though
with declining copper prices

some decline may be seenin .

TcRec, it will not be substantial.

ZINC, SILVER SUPPORT
Zinc and lead is another major
business segment for Sterlite.

The profitability was beingled

by zinc on-the back of robust
performance by Hindustan

Zinc, its 64.92 per cent sub-

sidiary. Zinc and lead prices are .

also correcting. However, an-
alysts feel volume expansions
will limit the dent to revenues.
Together, zinc, lead and silver
account for three-fourths of
Sterlite’s consolidated profits.

Though the June quarter
had seen mined metal produc-
tion at 188,000 tonnes in spite of
a15-day shutdown at its Ram-
pur-Agucha mines, the pro-
duction is estimated torisein
the September quarter, with no
such shutdown. Further, aboost
to volumes will come from the
ramp-up of SK mines and the
100,000-tonnes per annum lead
smelter during the current year.
Notably, Sterlite has the lowest
cost of production around the
globe, which is a big positive,
says Ravindra Deshpande, an-
alyst at Elara Capital.

The rising silver production
will also help Sterlite. The an-
nual production of silver, aby-
productin the lead business, will
increase from 150,000 tonnes
currently to 500,000 tonnes by
the start of 2012-13. This will
boost numbers in the medium
term, due to volume and price
expansion. On the whole, though
zinc and silver prices have cor-
rected, increasing volumes will
offset some of the pains, say an-
alysts, except if metal prices re-
ally tank from current levels.
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BREAKINGVIEWS

Cash beats commodities as mkts panic

that demand may slip, too.
But, abigger factorin com-
modities’ steep fall is the fear that Eu-

‘ropean investors will have to unwind

leveraged bets, causing others to try

.- and get out first.

Gold prices show how carried away
investors were. Those concerned about
too-rapid economic growth and infla-
tion bought gold to protect their sav-
ings. Investors concerned about re-
cession, depression and social turmoil
were buying gold to protect theirs. Low

-global interest rates encouraged both

to buy with borrowed dollars, betting
the US currency’s value would fall; and

. gold’s rise, faster than the cost of bor-

rowing it. Gold hit a record of $1,899
an ounce earlier in September.
Other hard assets and foreign cur-
rencies benefited from the same ra-
tionale. Between February 2009 and

May this year, the Reuters-Jefferies .

WHEN markets panic, CRB index of commodity
" there’s no commodity more prices climbed 85 per cent
precious than cash. Prices as the New York Board of
of metals and minerals from Trade’s US dollar index fell
aluminum to zinc have tum- 16 percent.
bled, even though emerging ‘% Now, commodity prices
world demand is likely to AL are falling even as the long-
remain strong. True, ifthe BY WAYNE term outlook for demand
global economy sputters, ARNOLD from developing countries

remains strong and the
short-term outlook for the

US economy is weak. The reason

seems to be that Europeans, who had
bet heavily on both trends, are in deep
trouble. Fears that the euro zone’s
credit crisis will force them to liqui-
date global assets have prompted oth-
er investors to take profits while they
can: Others; concerned that their
clients may cash out, are liquidating
in advance.

Some may argue lower commodi-
ties are a good thing, since consumers
can buy more of them. But, volatility
is a different matter. If prices whip-
saw, companies may put off invest-
ment, which could, in turn, hurt de-
mand. Until global investors have
amassed a comfortable cash stockpile
and panic-selling ends, it may be best
to stand well clear of hard assets as
they fall.
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Advertorial

GOVERNMENTOF WESTERN AUSTRALIA: DEPARTMENT OF STATE DEVELOPMENT

Establishing Common Ground

IN 1996, Western Australia was the
first Australian state to establish a
tradeofficeinIndia. The Indian Gov-
ernment has recently granted per-
mission to open. a Consul General
office in Perth to cater for the grow-
ing need for services to Indians liv-
ing and working in Western
AustraliaaswellasAustralianstrav-
ellingtoIndia. :

The strength of bilateral rela-
tions hasgrown tremendously inre-
cent years and the Western
Australian offices in Mumbai and
Chennali actively assist the State's
businesses access exportopportuni-
tiesinIndia.

Energy
India imports 70% of its petroleum

requirements. In 2010, India’s crude
oil imports rose by 41% to $82.1 bil-
lion and accounts for 42% of its do-
mestic energy needs. The growing
energy needs for India’s industrial
development and domestic needs
present huge opportunities for WA
asanenergysupplier.

ExxonMobil signed a deal with
Petronet LNG in 2009 to supply
1.5MTA of LNG over 20 years from
the Gorgon project off the coast of
WA Petronetislookingforanother3-
4 MTPA of LNG for thenext 20 years
as well asexpandingits pipelineand
regasification facility at Kochi,
putting in a new jetty and proposing
to build a major power plant to meet
thefuture powerneedsof theregion.
India became the first country in
2007tobuy WA coal.

Resources

Western Australia (WA) is one of
the world’s most productive and di-
versified mineral regions, ac-

India is progressively
becoming an
important market for
Western Australia
across many fields

countingforaconsiderablepropor-
tion of the global production of
gold (6%), alumina (23%), rutile
(17%), ironore (22%), nickel (13%),
diamonds (7%), zircon (19%), tan-
talum (15%) and many others.
More than 75% of the Indian ex-
portsaregold anddiamonds.

Mining, oil & gas services

Westeri Australia excels globally in
mining and oil and gas services. A
number of these companies operate
successfully in India including Oil
Immersive  Technologies, Mi-
cromine, CEPO systems, Mine Map,
Neptune Marine, Trident Australia
Pty, Swire Oil Field Services, Snow-
den, Woodside Energy, Logic Ser-
vices, Stainless Pipes & Fittings,
GMA Garnet, OKA Motor and India

:ResourcesLtd.

Investment

As India’s industrial production ca-
pabilities diversify, there will be op-
portunities for direct investment
into WA's miningsector. WA has wel-
comed Hindalco’s investment and
purchase of the Nifty Copper Mine,
aninvestmentof about A$80million.
Western Australia has great poten-
tial for gas processing projects such
aspetrochemicals and is developing
alargegasprocessingprecincttothe
northof thestate.

Anearly investor indownstream,
value adding activities was an Indi-
an company, Burrup Fertilisers,
whichinvested A$630millioninafer-.

. tiliser plant. Further Indian invest-

ment in WA has been announced
with Perdaman Chemicals and Fer-
tilisers’ proposed construction of a
Urea plant near Collie valued at
A$3.5billion. Indianmajor, LancoIn-
fratech, successfully bidfor Griffin’s
mines with almost A$750 million for
the coal assetsand plans to investon
upgradingrailandportaccess.

Education ,
GiventhatIndiaisanEnglish-speak-
ingcountry withademocraticpoliti-
cal system, it is a very important
market. In 2010, there were close to
42,300 Indian students studying in
Australia, of which 2,576 study in
WA . Indianstudentsmakeupthesec-
ond biggest group of international
studentsin WA after China,account-
ingfor10.4% of thetotalinternation-
alstudentnumbers.

Agriculture and food

The rapidly growing Indian econo-
my and population presents oppor-
tunities for WA's agriculture and
food producers. WA is an important
player in wheat and grain exports to
India. Prepared foods and specialty
foods, the growth and expansion of
hotel chains in India provide un-
tapped opportunities for WA’s agri-
food sector. WA is home toa number
of renowned agrifood businesses.

Sources:Departmentof Immigra-
tionand Citizenship, Deparimentof
Minesand Petroleum, Departmentof
StateDevelopment Western
Australia
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Rich in natural
resources

India is already the
fourth largest export
destination for Australia

ANINDYA SENGUPTA

AND of sunshine and golden
glow, Australia is thatrare developed econo-
mywhichisgrowingatahealthyrate, thanks
mainly to a global boom in commodities.
Richly endowed in natural resources, Aus-
tralia is one of the major exporters of agri-
culture commodities like wheat and wool,
minerals like iron and gold and energy re-
sourceslikecoalandnaturalgas. Thesecom-
modities are largely responsible for a
phenomenal growth in Australia’s export
performanceinrecentyears.

As the commodities cycle picked up mo-
mentuminlastdecadeorso,thecontribution

of mining sector in Australia’s GDP almost
doubled from 4.5% tomore than 8% between
mid-1990s and mid-2000s. This has not only
changed the overall sectoral pattern in the
Australian economy but also brought the
global focus back to the country. Australiais
home to global mining giants like Rio Tinto
and BHPBiliton.

Australia made a significant shift in its
trade policy toward the last quarter of the
20th century by turning the focus on the
Asia-Pacific market. As a former Prime
Minister described in eloquent terms,
though theemergence of modern Australia
wasrooted in the West, the country’s future
liesintheEast.

From Europe and North America, first
thefocusshiftedto Japan, SouthKoreaand
other South-East Asian economies, then to
China and India. Demand for iron and coal
is insatiable in these two large economies,
which are growing at a fast clip - this also
coincided with the global boom in com-
modity prices. China is the topmost desti-
nationfor Australianiron,coalandseveral
other commodities and state-owned Chi-

nesecompanieshave pumped inbillions of
dollars in Australia’s mining and process-
ingindustries.

India is already the fourth largest export
destinationfor Australia. Indian companies
arealsoincreasinglyinvestingin Australia’s

resource extraction industry The latestina
series of such deals —acquisition of Han-
cock coal assets by the GVK group—came
just a few days back. Other large Indian in-
vestorsinthe Australianresourcesindustry
include Adani, Lanco, Aditya Birla, Sterlite
and Gujarat NRE Coke groups. Top Indian
conglomerates like the Tatas and Reliance
have a significant presence in Australia.
Australia isalso consciously trying to devel-
opmanufacturingindustriesinhersoil, this
is likely to present more opportunities for
emerging market companies Down Under.

Australia is ahead of countries like the
UK. Germany and France in terms of per

capita income (in PPP basis). Equally im-
portantisthefactthat Australiaranksvery
high onthe Human Development Index. At
nearly70%, servicessector isthedominant
contributor to Australia’s GDP. Property,
business and financial services, travel and
tourismarethefastestgrowingserviceseg-
ments. By 2015, Australia and New Zealand
are scheduled to create a single economic
market —this is expected to provide a new
momentum to the economy in both the
countriesandinotherPacificIslands. Most
of the Indian IT companies are present in
Australia and two-way services trade is
growingrapidly.
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= Digambar Kamat;: under a cloud

G0A MINING SCAM:
SONIA SEEKS
DETAILED REPORT
BY FRIDAY

Aurangzeb Nagshbandi

i Jetters@hindustantimes.com

NEW DELHI: With the allegations
of illegal mining against Goa
chief minister Digambar Kamat
and his cabinet colleagues
increasing, Congress president
Sonia Gandhi has sought a
detailed report on the issue.

Congress sources said Gandhi
asked Goa in-charge Jagmeet
Brar to take a stock of the situ-
ation and submit a detailed
report by Friday.

During his three-day visit to
Goa, Brar will meet top leaders
and party functionaries to elic-
it their views on the controver- -
sy. He is also expected to meet
the leaders of Congress allies -
the NCP and Maharashtrawadi
Gomantak Party.

But the party has already
made that there would be zero
tolerance for corruption. “There
will be no compromise on cor-
ruption, As I have stated earli-
er, if any of our leaders is indict-
ed by any inquiry commission
or body, we are not going to
overlook that or take it lightly....
Appropriate action will be def-
initely taken,” Brar said.

“The indicted will be given a
fair chance to defend them-
selves. There will be no action
on the basis of media reports.”

He said the party leadership
will “not ignore and study in
detail” the much-awaited report
of the Public Accounts
Committee (PAC), headed by
BJP leader Manohar Parrikar.

The Centre-appointed Justice
MB Shah Commission is also
looking into the illegal mining
in Goa, pegged between 1,200
crore and 10,000 crore.
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Will the fall in copper persist?

opper has joined the base
Jmetals pack in its tumble.
The metal is called Dr Copper as
it is believed to forecast the
world’s economic health. Judg-
ing by its volatility, it seems it is
unable to make up its mind.

America’s credit downgrade
in early August saw copper fall,
but it ended the month with an
8% gain (from the month’s
lowest level). In September;
however, the trend has changed;
copper has lost about one-fifth
of its value this month as of
Friday. And about three-fourths
of this decline took place last
week with the metal continuing
to fall on Monday as well.

Last week, the International

‘Monetary Fund released its
World Economic Outlook report.
It painted a gloomy picture for
the-developed world's economic
prospects. But it sounded a
somewhat optimistic outlook for
base metals, based upon

‘China’s relatively higher
economic growth.

What changed in a week to
cause this sharp decline in
copper prices? One reason is
fears that the situation in Eu-
rope is going from bad to worse,
and news from the US does not
suggest it can a stem a slide in
Europe, if that happens. Another
reason may have been com-
ments from large miners that
some of their customers were
delaying deliveries. And there
may also be forced liquidation.

Investors may have decided to
first sell and then assess. China
will be central to this assess-
ment. In 2011, Xstrata Plc ex-
pects the country to account for
about half of the global demand
growth, according to a récent in-

NSUMPTION
Greater requirement from China’s
copper-consuming sectors will aid
demand for the metal.

Year-on-year growth in output in China” (n %)

kFreefz‘ers ;
fisaer

Autemonites o

Source: Xstrata

*During January-July

Grapuics BY NAVEEN Kumar SainyMinT

vestor presentation. The copper
producer also sees a recovery in
demand in China, higher copper
cathode imports in July and
August, lower inventory, and
tightening availability of copper
scrap. End-use markets in China
have grown throughout 2011.

Xstrata also says that demand
in western markets has
improved, despite economic
uncertainty. But the volatility in
the region means this may
change any time. The company
recognizes the risks to copper
demand in the US and Europe,
but it expects demand from
developinig markets will balance
the market.

Mareover, global copper
supply in 2011 is expected to
rise by only about 2%, half of the
anticipated demand growth.
Next year, supply will increase
but not enough to cause a
surplus. And if prices fall, then

producers may postpone
start-up of plants to keep supply
in check. The balance seems to
favour producers.

What does all this mean for
India? The only integrated
producer of copper is the public
sector unit, Hindustan Copper
Ltd. The stock is understandably
feeling the heat and has fallen
by 8% in a week and threatens
to send the government’s
proposed disinvestment in it
into cold storage again.

The two other large copper
producers—Hindalco
Industries Ltd and Sterlite In-
dustries India Ltd—run custom
smelters, buying copper concen-
trate from miners to process it
into copper cathodes and down-
stream products. Their profits
do not fluctuate with copper
prices, but depend on treatment
and refining charges that have -
improved in recent quarters.

In the longer term, their fear
would be lower availability of
copper concentrate, if miners
cut production in response to
falling realizations. That may
lead to lower treatment and
refining charges, as miners will
get an upper hand.

But this risk will play out over
the medium to long term. Still,
these two companies’ shares fell

‘on Monday. That is because

they produce other non-ferrous
metals, such as aluminium and
zinc.

While the physical market for
copper still appears strong, vola-
tility may continue due to inves-
tor nervousness. All eyes should .
be on China’s economy. A spell
of economic weakness there will
prolong copper’s woes.

RAVI ANANTHANARAYANAN
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JSW Steel cuts
output to 30%
of capacity on
fron ore scarcity

BY JounN SatisH KuMar
john.k@livemint.com

MUMBAI
ISW Steel Ltd, India’s third-

largest steel maker, cut pro-

duction at its Vijayanagar fac-
tary to 30% of capacity after the
Supreme Court limited iron ore
sales in Karnataka to online
auctions.

JSW Steel, which buys more

than 80% of the raw material
from NMDC Ltd and other min-
ers in Karnataka, had to cut out-
put last month as supplies dried
up following an interim ban on
iron ore mining in Bellary dis-
trict by the Supreme Court.
. The apex court in August al-
lowed NMDC to restart mining
operations in Karnataka, but or-
dered the state-run miner to re-
lease 1 million tonnes (mt) of
iron ore every month to meet in-
dustrial needs. On 2 September,
it directed the online auction of
1.5mt of ore from the existing
stockpile for the same purpose.

The steel maker said that de-
spite the court’s directive, the
supply of the 1mt hasn’t been
fulfilled even after a lapse of 50
days. The online auction had
not given any relief as 31% of the
auctioned material was not
bought by any participants be-
cause of. the inferior quality of
the ore; it said.

“NMDC has only been able
to increase its production in
Karnataka to 600,000 tonnes
per month from 500,000
tonnes, which is inadequate to
meet the needs of the steel in-
dustry there,” Seshagiri Rao,
joint managing director and
group chief financial officer of
JSW Steel said.




PRESS INFORMATION BUREAU

MINT, Delhi

o gE .
GOVERNMENT OF INDIA Tuesday, 27th September 2011, Page: 15
AN AR Width: 14.83 cms Height: 20.99 cms, Ref: pmin.2011-09-27.60.74
COMMODITIES SELL-OFF

Sensex falls for a fourth
declines 0.7%

Hemant MisHra/MINT

SESSIOI\,

‘Metal and mining
shares were among the
worst hit after copper
futures in Shanghai
and London crashed

By PRASHANT MEHRA
Jeedback@livemint.com

MUMBAL

he BSE Sensex fell for

the fourth straight ses-

sion on Monday and
closed 0.7% lower after choppy
trading, as renewed concerns
over Europe’s debt woes and
fears of recession in the US
continued to weigh on inves-
‘tor sentiment.

Investors reacted cautiously
to the latest efforts by Europe-
an policymakers to stop the
fallout from the region’s debt
crisis, while a sell-off in the
commodity markets hit shares
in Indian metals and mining
companies.

Index heavywelght Reliance
Industries Ltd and  capital
goods stocks were also among
the main losers for the session.

The 30-share BSE index
closed 110.96 points lower in a
volatile session to 16,051.10 af-
ter opening up 0.2%. It, how-
ever, ended off its intra-day
low of 2.2%. Only nine of its
components ended higher.

“We expect the market to re-
main volatile till there is an
end to this Europe problem.
That decision is getting post-
poned and the uncertainty is
going up day by day,” said
Neeraj Dewan, director at

Gloomy outlook: A file photo of the
BSE building in Mumbai.

Quantum Securities Ltd.

“We are just tracking the
global markets. Since Europe
and US futures turned posi-
tive, there was short covering,”
he added.

However, metal and mining
shares were among the worst
hit after copper futures in
Shanghai and London crashed
as fears of a Greek default
caused panic about a possible
sharp slowdown in the global
demand for industrial metals.

In India, shares of non-fer-
rous metals produces Hindal-
co Industries Ltd and Sterlite
Industries India Ltd dropped
close to near two-year lows
and ended down 3.9% and
4.3%, respectively. State-run
Hindustan Copper Ltd fell
3.7%, while Coal India Ltd, the
world’s largest coal miner, lost
5.2%.

Energy major Reliance In-

dustries, which has the heavi-
est weight in the main index,
extended its previous session’s
losses as investors continued
to worry over the company’s
woes in its oil and gas busi-
ness. The stock fell 1.5% to
R759.20, taking its total losses
in 2011 to more than 28%.
“Buyers are choosing to stay

- away, but this is actually the

time at-which long-term funds
should be coming into the
market,” said D.D. Sharma, se-
nior vice-president at Anand
Rathi Securities.

Shares in software exporters
were among the few gainers in
the session as the rupee
dropped further from Friday's
close. Tata Consultancy Servic-
es Ltd, Infosys Ltd and Wipro
Ltd, which get most of their
revenues from the US and Eu-
rope, rose between 0.2% and
0.7%.

In the broader markets,
1,122 declines led 323 advanc-
es on a moderate volume of
564.6 million shares.

The 50-share National Stock
Exchange main index NSE Nif-
ty ended 0.7% lower at
4,835.40 points.

Ind-Swift Laboratories Ltd
rose 1.1% to ¥84.45 after a top
official with the pharmaceuti-
cal ingredient maker said on
Friday it had received approv-
al to sell seven products in
Australia.

Watch and jewellery maker
Titan Industries Ltd fell 7.3% to
R207.25 after gold fell 3% on
the day, taking losses to 10%
over the last three days.
REUTERS






