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Rating Rationale
Summary:

Investment

Vedanta’s

diversified

financial and cash flow ratios;
•

The ratings have been provided based on
•

improvements and resultant better
Better diversification of resource
portfolio and a healthy balance

portfolio

across Mining and Mineral, Oil and

sheet achieved post-merger with
Cairn.

Gas and Power industry sector and
hence providing a risk diversification
across

industries,

leading

to

lowering of high business risk
inadvertently linked to the specified
Improved
with

business

expectations

environment
of

continued

the

company,

stability;
•

Deleveraging

by

whereby company has reduced its
debt by almost 11% in the current
year, leading to fall in financing cost
and consequently better coverage
ratios and lower financial leverage,
which is a positive credit effect for a
company

especially

involved

in

cyclical business with high volatility;
•

Vedanta India Limited is India’s only
diversified resource company and 6th
largest in the world in the sector. The
commodity mix in the diversified portfolio

cyclical industry;
•

Vedanta India Limited

The increased strategic focus on
deleveraging and cost competencies
has led company to achieve profit

includes zinc-lead-silver, iron ore, oil & Gas,
copper,

aluminum

and

power,

with

geographical foothold spanning Vedanta’s
geographic foothold spans across India,
Zambia, Namibia, South Africa, Ireland and
Australia. The commodity mix are based on
the anticipated global demand CAGR for
next 15 years and is currently positioned in
geographical areas with high resource
availability, further being increased based
on strategic investment decisions to meet
the anticipated demands. The company has
been focused on deleveraging, achieving
cost efficiencies and consequently cost
leadership as well as forming strategic

alliances and acquisitions for the same. It

more of a grey area and the same cannot be

recently had to suffer a huge backlash of

used to comment on the credit quality. In Z-

potential loss of 1000 crores due to banning

score version, it scores a healthy 7.23 which

of mining in Goa; denial of mining rights in

gives it a rating of AA. On evaluating the

certain regions and has been in continuous

company

litigation

Default Point, we see that it has a

with

the

Government

over

retrospective taxation.
The

detailed

analysis

on

Distance-To-Default

and

Probability of 0.03% to default, which is
from

financial,

extremely well for a company.

business, governance, strategic and industry
perspective have been provided herewith:

CREDIT PERSPECTIVE
Financial Analysis
We expect Vedanta Ltd to deliver a revenue
growth of about 9% YoY basis with Financial
Year 17-18 revenue likely to be around INR
87,630 crores while the margins are likely to
improve going forward. The recently posted
Q3

numbers

have

been

impressive.

Revenues have been up 19% YoY basis and
13% QoQ basis. EBITDA margin is robust at
35%. Post-merger with Cairn India, Vedanta
ltd has repaid significant portions of debt.
This bodes well for the company from the
credit perspective. On conducting various
tests such as Altman’s Z score, other

•

Using the Probability of Default, we rate
Vedanta Ltd a AA on this front. On
analyzing the debt schedule, we find
that the duration of debt is around 2.69
years, with not significant repayment
scheduled in 2018, about INR 6,500
crores of repayment scheduled in 2019
and

about

INR

6,200

crores

repayment scheduled in 2020. The
interest expense is still significant and
the EBIT Interest coverage ratio and the
EBITDA interest coverage ratio stand at
3.22 and 4.24, respectively.

modified versions of Z-score, Distance to
Default, Default Point, to assess the credit
quality, we find that Vedanta Ltd scores
about 2.26 in Altman’s Z score which is

of

(Source: Vedanta Ltd Investor Presentation)

•

The Net Profit Margin and Operating

about 4.96%. But Return on Capital is

Profit Margin, using estimates for 2017-

healthy at about 10.53%.

2018 Q4 stands at about 10.14% and
21.56%,

respectively.

These

•

Post the Cairn Merger, Management

are

has diverted Cash Flow towards the

expected to improve as Vedanta ltd will

repayment of Debt and a significant

be looking to capitalize on its cost

portion of it has been repaid in the

advantage.

current Financial Year, bringing the net
debt to INR 46,176 crores. This has

5.00

impacted

4.00

Ratio(DFL) and it stands at a healthy

3.00

the

Financial

Leverage

1.45 times while some fixed costs have

2.00
1.00

resulted in the Operating Leverage

0.00
EBIT Interest
Coverage
Ratio(x)

EBITDA Interest
Coverage
Ratio(x)

Ratio(DOL) to be around 2.54 times. So
accordingly, the Total Leverage (DTL)
Ratio stands at a healthy 3.68 times.
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•

Other ratios such as Free Operating

4.00
3.50
3.00
2.50
2.00
1.50
1.00
0.50
0.00

•

The Cash Ratio is also healthy at 0.63.

Cash Flow to Total Debt and Total Debt

The overall Debt to Equity Ratio stands

to Capital are also healthy for such a

at a very healthy 0.35. Currently the

diversified business entity and stand at

Debt to Operating Income Ratio stands

28.25% and 25.75%, respectively. Total

at 1.6 times. This ratio is expected to go

Assets size being huge has impacted the

down further as the operating income is

Return on Assets and it stands only at

expected to increase. On using the

coming financial year and would like to

rating scales available and on the basis

keep this trimmed level of debt going

of available Financial Data and some

forward, which will both be beneficial

estimates for 17-18 Q4 and financial

and sustainable from the long-term

years going forward, we see that the

perspective. Low debt will ensure that

overall Financial health of Vedanta Ltd is

the firm won’t be hurt because of

sound and the overall credit rating on

Interest Expense in case of a sharp

the same basis would be AA.

downturn.

CAPITAL STRUCTURE
•

The market capitalization of Vedanta as
of INR 117,463 crores. The firm’s debt
load is of INR 46,176 crores, after having
repaid debt to the tune of INR 11,450
crores. The company also has about INR
38,923 crores of assets in the form of

•

One of their major Financial Priorities

Cash and Liquid Investments. One of the

include refinancing of existing debt with

benefits due to deleveraging that the

longer term and lower interest cost

company enjoyed was a decrease in

debt.

Interest Expense of INR 202 crores YoY
basis which turn to be about 40 bps. It’s
sound Debt to Equity ratio of 0.35
speaks well for a firm of this size and
this diversified. The duration of existing
debt is about 2.69 years which about
INR 1000 crores being repaid in 2019
and INR 4570 crores being repaid in
2020. Financial Leverage ratio is at a
healthy 1.45 times. The management is
expected to trim some debt in the

(Source: Vedanta Ltd Investor Presentation)

•

The consolidated net debt for Vedanta
Ltd stands at INR 16,295 crores.

(Source: Vedanta Ltd Investor Presentation)

•
•

The term structure of the existing debt

(Source: Vedanta Ltd Investor Presentation)

reflects the maturity profile of Debt

These

debt

which is INR 6,500 crores in 2019, INR

structure for the company. Out of a

6,200 crores in 2020 and INR 9,400

Term Debt of INR 34,500 crores, 51% is

crores in 2021.

snapshots

reflect

the

comprised of Term Loans and 34% is

•

Vedanta Ltd also has a minimum 30%

comprised of Bonds while only 15% is

Dividend payout policy in place so as to

Foreign Currency loan. There exist risks

maximize the Shareholder’s returns.

in terms of Exchange Rate Fluctuation.

They are working towards strong and

The company also has positions to

sustainable cash flows and to improve

hedge the exchange rate risk.

their present credit rating from AA to
AA+.

Liquidity Analysis:
•

The company post-merger with Cairn
India, has achieved strong liquidity
positions

with

cash

and

liquid

investment of Rs. 38,923 crores and
undrawn fund-based line of credit of Rs.
3800 crores as on 31st December, 2017
(Source: Vedanta Ltd Investor Presentation)

(As per Vedanta Investor presentation)

•

As on 30th September, 2017; the

through bidding and inorganic growth.

company has a low current ratio of

In the Oil & Gas Segment, the company

0.983 as well as low quick ratio of 0.789.

started the financial year 2017-18 with

This is mainly attributable to

124 mmboe of working interest (WI) 2P
reserves. The company plans to expand

Ø Working Capital management,
in

to a near-term capacity of 300,000 bpd.

advantageous

The company has been able to establish

position and leader in the

discoveries to tune of 6.2 billion boe in

segment is able to obtain high

the Barmer basin. It will start the two

payment credit period from the

well exploration programme from Q418

creditors as well as provide low

resulting in contingent reserves of

receivable

roughly 300 million barrels in the

whereby

company

competitively

period

being

to

the

Krishna Godavari basin explorations in

consumer

•

Ø High amount of current maturity

Rabba Block to establish contingent

of long term debt due to

resources of 100 mnboe. The lifting cost

approaching repayment.

for oil in current working reserves is low

On analyzing the ratios over 5 periods,

owing to low Sulphur content. The

leading to smoothening of current

company has been able to better utilize

period hike in maturity repayment; the

its existing oil fields through use of

average current ratio of the company is

extraction techniques like EOR and ASP

1.26 whereas the quick ratio is 1.09;

which have already been deployed at

which is an indicator of good liquidity

the Mangala field.

position and justified provided credit

•

has improved reservoir management.

rating.

BUSINESS RISK
•

Reserve position and quality
Vedanta has always been a devoted
exploration company and has been
acquiring reserves and mining bases

Extensive use of digital oil field software

•

In the Zinc segment, Zinc India’s
estimated its combined mineral R&R to
be around 404.4 million tons, containing
36.09 million tons of zinc-lead metal and

1,032 million ounces of silver. Mine-life

in 2007. The current deposit is around

is expected to be more than 25 years.

384mt the company is evaluating green
field

opportunities

having

an

exploration potential for 150-200mt of
58-62% iron ore at Jharkhand. However,
the iron ore business faces significant
regulatory risk due to some court
judgments

passed

earlier

banning

•

HZL Zinc R&R in India

mining activity in the states of Goa and

•

The company has been able to increase

Karnataka. Supreme Court has recently

the R&R of its existing mines and

passed a ruling cancelling all mining

reserves

latest

leases in the state of Goa significantly

3D

affecting the iron ore reserves of

visualization tools. The reserves at

Vedanta. The company has sufficient

Skorpion and Balck Mountain Mine of

R&R and long mine life will ensure a

Zinc International are estimated to be

smooth stream of future revenues

near 26 mT and 65mT respectively. Zinc

based on volumes. Utilization of latest

International also owns Gamsberg mine

technology

in

mining

which is the world largest known Zinc

exploration

is

leading

deposit of around 215 mt.

quantity better quality ores.

geophysical

•

bases

by

technique

using
and

Vedanta has been able to expand its
R&R base in iron by three times since
the acquisition of Sesa Goa acquisition

as
to

well

as

greater

Vedanta expanding capacity of its existing mines by
using latest geophysical techniques and 3D
visualizations tools

•

Scale

of

Operation

and

around $1000 vis-à-vis a global average

Product

of $3200.

Diversity
Vedanta is the largest private sector
producer

and

explorer

in

India

accounting for 72% of the total Indian
Zinc industry, 26% of Oil and Gas
industry, 35% of Refined Copper market
and 40% in Aluminum industry. Vedanta
Limited

is

world’s

second

biggest

integrated Zinc-lead producer and owns
the world’s largest Zinc mine at Rampur
Agucha

and

deposits

at

world’s

biggest

Gamsberg.

Zinc

Vedanta

operates in Oil & Gas, ferrous and nonferrous metals (Zinc, Lead, Silver,
Copper and Aluminum) mining and
production and Power industry. A
diversified

portfolio

of

metal

•

Geographical Spread of Assets

•

Vedanta Limited mining and resource

commodities significantly reduces the
price fluctuations risk for the company.
Vedanta faces lower demand side
fluctuations due to business cycles as its
sell its products in many geographical
markets. Presence in multiple global
markets has allowed Vedanta to realize
the benefits from economies of scale.
Vedanta’s cost of production is among
the lowest in the world. The average

bases

are

spread

across

multiple

cost of production for Zinc India is

geographies. The company has mining

and resource bases in India, Sri Lanka,

ore mining assets in the states of Goa

Australia, Ireland and Africa. Vedanta

and Karnataka states having a history of

has 5 Zinc mines in India located in the

regulatory hurdles creating disruptions

state of Rajasthan. Zinc Mines outside

in regular production. Apart from these,

India are located at Skorpion Mine

the company is well hedged against any

(Namibia), Black Mountain Mine (South

disruption that can be caused due to

Africa), Lisheen Mine (Ireland) and

natural and other factors that may

Gamsberg (South Africa). The Oil & Gas

affect its production.

fields owned by the company are

•

Cost Position

located within the Barmer Region

Vedanta is amongst the most cost-

(Rajasthan) and Krishna-Godavri Region

efficient

in South India. Company has Iron Ore

average cost of production has for silver

assets located in the state of Goa,

during the FY’18HI is expected to be in

Karnataka in India and a mine in Liberia.

the range of $900-$950 per ton. The

Copper mines are situated in India is in

costs

Tuticorin (Tamil Nadu). It also owns the

international locations are expected to

MT.

The

be around $1500/ton for the FY’18H1 vs

Aluminum mines of the company are

1331/ton in FY’17. The average cost of

located at Jharsuguda (Orissa) and

production for Zinc India is around

Korba (Chattisgarh). The power plant of

$979/ton in FY’18H1 vs $852/ton in

the company is at Talwandi (Punjab).

FY’17. The global average cost of

Besides the company has IPPs at

production for Zinc is roughly around

Jharsuguda

$3200. In the Oil & Gas Sector, the

Lye

mine

in

(Orissa)

Australia.

and

Korba

companies

of

production

globally.

of

Zinc

The

at

(Chattisgarh).

operating costs during the last year

The company has a good spread of

were

mining and resource bases across

Operating costs were at $6.2/barrel

different geographies except for Zinc

which are amongst the lowest in the

mines in India which are concentrated

world. Polymer production costs were

in Rajasthan. The company also has iron

at

at

$4.3/barrel

$10/bbl

against

and

the

Blended

projected

$12/bbl.

Aluminum

COP

were

at

company. The Apex Court has also

$1798/ton in FY’18H1 vs $276/ton in

banned Vedanta’s Niyamgiri bauxite

FY’17. The COP for Copper was $21.2/lb.

mining operations in 2014. Regulatory

in FY’18H1 vs $21.7 in FY’17. The cost of

risks are inherent in the type of industry

generation of power was $1.93 in

in which the company operates.

FY’18H1 vs $2.03 in FY’17.
•

The increase in cost of production is

Management

mainly on account of rise in input prices.

Governance Analysis:

Despite

the

increased

COP,

the

company’s cost structure is still amongst
the lowest in the world. The company
had achieved total savings of $712
million in the last two years and expects
cost savings of US$1.3 bn by H1 of FY

•

and

Corporate

Shareholding Pattern Analysis
As

on

31st

March,

2017,

the

shareholding pattern of the company is

Shareholding Pattern

2019 as per its plan.
Promoter
Shareholding

•

Regulatory risk
Vedanta’s operations are spread across
many geographies requiring compliance

7%
10%
23%

60%

with various legal, regulatory and

Public
shareholdinginstitutional

environment related requirements. The
company also has operations in the
state of Karnataka, Goa and Orissa
where the company and similar firms in
the industry have faced regulatory
issues in the past. Supreme Court has
recently canceled all mining leases in

The said shareholding pattern is as on
31st March, 2017 and hence doesn’t
take into consideration impact of
merger with Cairn-India.

the state of Goa significantly affecting

The shareholding pattern reflects upon

the Iron Ore R&R capacity of the

diversified power structure, wherein in

spite of major shareholding with the

selected based on expertise and value

promoter

contribution to the company.

group

through

body

corporates, 40% of its shares lie with

Further, the position of MD and CEO is

the non-promoter group, of which

held by different persons, eliminating

majority is with the institutional bodies,

conflict of interest and as considered

leading to a conclusion of lesser

ideal for the purpose of corporate

possibility of misuse of power by

governance. The current CEO, Kuldip

promoter group or the scope of

Kaura, is an acting CEO and shall be

decisions which would not be aligned to

replaced

company’s interest.
•

on

finding

a

suitable

permanent CEO candidate.

Board of Director:

•

The audit committee comprises of

The Board of Director is based on as per

independent director with knowledge,

regulatory

expertise and industry experience of

requirement

with

appropriate

representation

Independent

and

of

30+

years

on

board

to

ensure

Non-Executive

appropriate and true and fair financial

director. The Executive Board consists of

reporting. Similar representations have

industry expert and domain experts

been

with 20+ years of experience, and are

instrumental

integrally involved in the strategic

management.

decision making of the company. Its
independent

consists

Further,

the

in

other

to

the

credibility

committees
company
of

the

of

management and the board could be

distinguished stalwarts from different

attributed to it receiving the “The

domain such as Finance, HR, operations,

Excellence in Corporate Governance

etc.

industry

Award” by Institute of Directors, India

knowledge. The composition of the

under the Chairmanship of Justice M.N.

board based on experience and a

Venkatachaliah, former Chief Justice,

functional segment of business signify

Supreme Court of India.

with

board

•

made

appropriate

that the board of director has been

•

Hence, on analysis of management and
corporate governance, it provides high

credibility over management decisions

The industry to obtain sustainable

as well as financials, leading to in sync

competitive edge as well as to be able

with the credit rating provided.

to play at level field with global
competitors have been focusing on cost

Industry Analysis:
Vedanta is a diversified natural resource

optimization, technology and building

company operating in three different

strategic alliances. Industry suffers from

industries:

high volatility due to dependence on

•

1) Metal and Mining

commodity pricing and no control over

2) Oil & Gas

the product pricing. Due to overall

3) Power

commodity price drop in the previous

Metal and Mining industry:

years, the industry went through a

The metal and mining industry of India

severe decline, leading to operating

is driven by availability of rich natural

losses in several companies in the

resources and reserves in India, high

industry. The mining and metal industry

opportunity
internal

of

future

discoveries,

are considered cyclical, but it has been

cost

efficiencies,

experiencing extreme volatility and

demand,

policy

hence with high business risk. Hence,

support. It is believed that India’s

industry in which Vedanta has highest

mining and metal industry has been

investment, is an industry with huge

relatively

high

growth potential but also runs a high

potential with resource endowment,

risk of volatility, and hence it becomes

and is an industry with huge growth

imperative

potential. The gap between demand

leverage to offset to high operating

and supply can be further enunciated by

leverage to be able to sustain as well as

increasing

enjoy high growth as per potential

innovation

and

government

untapped

imports

and

of

has

metal

and

have

low

financial

possibilities.

minerals. Vedanta which has embarked
on increasing current capacity utilization

to

•

Oil & Gas:

and adding to the capacity based on

Vedanta with its merger with Cairn

strategic investment decisions.

India, established strong foothold in the

Oil & Gas industry of India. It is now

the industry suffered a huge setback

amongst top 10 companies in the

because of downturn in the oil & gas

industry.

highly

economy due to weak demand and low

attractively positioned with Low threat

prices and the companies are still

to substitute, low threat of new

suffering aftershocks of the same.

entrants, Low bargaining power of

Hence, the company shall have to

buyer with them being price taker; low

through its diversification maintain the

competitive rivalry and medium to low

synergies and reap opportunity benefits

bargaining power of supply, with only

but safeguard to downturns

The

government

industry

is

intervention

and

•

Power:

subsidization leading to losses.
There is a huge opportunity in the
segment with the majority of demand
being still met by imports and high rate
of

growth

in

demand

due

to

urbanization and economic growth. The
current deficit levels are

(Source: IBEF)

The Power sector in India Is on the
verge is of a revolution. Growing
industry, rural electrification increasing
penetration and power availability,
Government vision of “Power for All”
and increasing per capita usage will be
the growth drivers for the power sector.
The total power requirement of the
nation is poised to increase by more

(From IBEF)

The data signified the scope of growth
of the industry. But on the downside,

than % from 1160.1 TWh in 2016 to

1,894.7

TWh

in

2022.

Competitor Analysis:
•

Mining & Metal industry
Vedanta is the industry leader in almost
every segment in which it operates.
Hindalco Industries Ltd. is the only
major competitor for Vedanta in the
non-ferrous metal industry. The nonferrous metal industry in India is

(From IBEF)

virtually a duopoly with Vedanta being

India currently has a power deficit. To

the big brother. Vedanta is the largest

spur the power generation and meet its

producer and exporter of Iron ore in

ambitious targets, the government has

India. In contrast to the non-ferrous

de-licensed the electrical machinery

metal industry, there are many small

industry and 100% FDI is allowed in the

players in the iron ore industry.

power sector.
The demand for electricity is likely to
increase at a CAGR of 7% from 2007 to
2022. The annual demand currently
outstrips the supply by 7.5%. Reforms in
the coal sector has led to surging
domestic

production

of

Coal

and

eradicating one of the major problem of
coal shortages for the power sector. All
these factors provide a huge impetus to
the industry and Vedanta is aligned in
the way to get synergic benefits and
contribute to the industry.

•

Power
Vedanta is a relatively new and a small
player in the Indian Power Industry. The
company is operating in Thermal Power
sub-segment where NTPC is the market
leader. Power Industry in India is largely
an oligopoly. The rivalry amongst the
competitors has not been intense
because of dearth in power. The
industry still has a lot of room for
organic growth and the competitions is
likely to be low, though a lot of new
players are entering the industry which
may change the competition dynamics.

•

Oil & Gas
The Oil & Gas industry in dominated by
state owned companies. ONGC is the
largest player in the upstream oil
segment in which Vedanta operates.
The current competitive rivalry is low
due to very few players operating in the
upstream oil segment. However, big
MNCs like British Petroleum and Shell
are also entering the Indian market
which will increase the competition
levels in the industry.

Based on the above analysis it can be said
that the company is attractively positioned
in the industry with almost negligible
competition and is poised for growth at
global levels.

