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 Lower volumes, higher-than-expected costs hit PAT: Nalco’s adjusted PAT for 3QFY12 declined 69% YoY to

INR786m, below our estimate of INR2.3b, due to lower- than-expected volumes and higher-than-expected

costs. Reported PAT of INR512m included non-recurring provisions for wage revision of non-executives.

 Aluminum production declines: Aluminum production declined 11% QoQ to 93,000 tons as 120pots out of

960pots were out of operation because of shortage of domestic coal.  Alumina production increased by just 6%

QoQ to 413,000 tons due to a 15-day strike at refinery by contract labor.

 Input costs, consumption rates up: Input costs remains high due to the 50% YoY increase in cost of coal, 35%

YoY increase in cost of caustic soda and 20-40% increase in cost of other inputs. Specific consumption of coal

and caustic soda increased because of inferior quality of linkage coal and higher percentage of silica in bauxite.

 Aluminum production volumes reduced: We are cutting aluminum volume estimates by 20% for FY13 to factor

in continued shutdown of 120 pots and diminishing hope of early restart due to much higher cost of production.

The capex guidance of INR23b for FY13 will reduce available cash leading to lower interest income.

 FY13 EPS estimates lowered by 30%, maintain Neutral rating: We are cutting FY13 EPS estimates by 30% to

INR4.1. We are factoring LME price of USD2,250, INR/USD of 50.1, CoP of USD2,258 for Aluminum and USD204

for Alumina in our model. The stock is trading at FY13E PE of 15.0x, EV/EBITDA of 7.4x and P/BV of 1.3x. Neutral.
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Volumes disappoints due to strike at refinery and continued shutdown of
120pots
 Net Sales declined 10% QoQ to INR14.5b. Aluminum production was down 11%

QoQ to 93kt. Metal sales were little higher at 98kt due to liquidation of inventory.

 Although LME average declined 14% QoQ, the realization of aluminum decreased

just 4% QoQ to INR115,545/ton due to weakening of INR against USD.

 Alumina production increased 6% QoQ to 413kt while realization decreased 10%

to INR18,263/ton.

 Alumina sales tonnage declined 14% QoQ to 163,000 tons because dispatches

were hurt due to contract worker strike for 15 days.

EBITDA decline 33% QoQ; input costs increases of 20-50% and deteriorating
quality of coal and bauxite escalating cost of production
 Aluminum segment (on full integration basis) reported EBIT loss of INR1.1b

implying EBIT per ton loss of INR10,964 v/s loss of only INR868 in 2QFY12.

 Aluminum cost of production (CoP, incl. depreciation) increased 4% QoQ to

INR126,509/ton. In USD, the CoP declined 7% QoQ to USD2,490/ton, according to

our calculations. CoP also increased due to higher staff cost at INR3b and higher

fixed charges as part of capacity remained unutilized.

 Input cost remains high due to 50% YoY increase in cost of coal, 35% YoY increase

in cost of caustic soda and 20-40% increase in other inputs. Further, the specific

consumption of coal has increased because of inferior quality of linkage coal, and

caustic soda because of higher presence of silica in bauxite.

 Non-executive wage revision increased staff cost by INR1.3b of which non-

recurring INR380m was on account of new pension liability shortfall.

Concall highlights
 120 out of 960 pots remained closed due to shortage of coal. Since the availability

of domestic coal is limited, for incremental metal production, Nalco needs to

import coal. At current LME, metal production based on imported coal is not viable.

 Aluminum production was 93kt and sales were 98kt due to de-stocking. Quarterly

metal production is unlikely to rise unless LME improves significantly.

 Alumina production was 413kt and sales were 163kt in 3QFY12. Of this, 154kt of

alumina was exported. This implies inventory build-up of 65kt during the quarter.

Alumina production suffered due to 15-day contract labor strike.

 Alumina capacity expansion to 2.1mtpa has now been stabilized and is expected

to achieve 100% CU in FY13. Alumina production is expected to be 500kt and 2.1m

tons for 4QFY12 and FY13 respectively.

 Specific consumption of coal has increased due to lower quality coal and caustic

soda due to higher silica contents in bauxite.

Inputs costs are galloping (INR per ton)

Inputs 3QFY11 3QFY12 Remarks

Caustic Soda 19,000 26,000

Coal 1,355 2,000 10% imports, 15% E-Auction, 75% from linkage

CPC 22,000 27,000

CT Pitch 26,000 30,000

Heavy Furnace Oil 26,000 35,000

Aluminum Fluoride 54,000 70,000

Source: Company
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Project updates
 Capex guidance: INR7b in 9MFY12, INR6b in 4QFY12 and INR23b in FY13.

 NPCIL equity contribution 24% i.e. INR9b of which INR3b will be paid in 4QFY12.

 Wind power project: Phase 1 of 50.4MW for INR3.3b is expected to be commissioned

by March 2012 and Phase II of 50.4MW at the end of FY13.

 4th stream of alumina will increase capacity by 175ktpa by March 2013 at capex of

INR5b.

 5th stream to improve alumina capacity by 1mtpa in 3 years at capex of INR50b.

 Uktal coal mine is expected by end of FY13. The planned capex is INR3.4b.

 220KVA rating (i.e. upgrade of pots rating) will improve capacity and reduce power

consumption.

Cutting EPS by 30% to factor rising costs and lower production guidance
 We are cutting FY13 aluminum volumes by 20% to factor continued shutdown of

120 pots and diminishing hope of early restart due to much higher cost of

production.

 Also, FY13 capex guidance of INR23b will reduce available cash leading to lower

interest income. As a result, we are cutting FY13 EPS by 30% to INR4.1.

 The stock is trading at FY13E PE of 15.0x, EV/EBITDA of 7.4x and P/BV of 1.3x.

Maintain Neutral.
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Shareholding pattern (%)
Dec-11 Sep-11 Dec-10

Promoter 87.2 87.2 87.2

Domestic Inst 5.2 5.2 5.4

Foreign 4.2 4.3 4.4

Others 3.4 3.4 3.1

Stock performance (1 year)

Comparative valuations
Nalco Hindalco Sterlite

P/E (x) FY12E 21.8 8.7 7.1

FY13E 15.0 7.4 7.6

P/BV (x) FY12E 1.4 1.6 0.9

FY13E 1.3 1.3 0.8

EV/Sales (x) FY12E 1.6 0.7 0.8

FY13E 1.6 0.6 0.7

EV/EBITDA (x) FY12E 11.2 6.2 4.2

FY13E 7.4 5.3 3.2

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 2.8 3.9 -28.0

FY12 4.0 4.5 -10.2

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

61 55 -9.4 Neutral

Company
NACL is a fully integrated producer of aluminum and

alumina. Aluminum contributes ~70% and alumina ~30%

of revenue. Its aluminum smelter (0.46mtpa) sources

alumina and power from its captive refinery in

Damanjodi and captive power plant located in Angul.

Coal for power generation is sourced from the state-

owned Coal India; hence, the cost of power generated

is low. The alumina refinery, which has a capacity

2.1mtpa, is located in Damanjodi (Orissa) close to captive

bauxite mines at Panchpatmalli. The bauxite from these

mines is of superior quality and consumes low energy in

the crushing and digestion process during conversion to

alumina. Therefore, NACL’s cost of production is the

lowest in the world.

Key investment arguments
 NACL has increased its capacity for aluminum

smelting from 345ktpa to 460ktpa, for alumina

refining from 1.6mtpa to 2.1mtpa, and for captive

power from 960MW to 1,200MW.

 The company has been allotted a coal block, Utkal-E,

which has coal reserves of ~70m tons, which will

insulate the company from input price risk.

Key investment risks
 Unexpected fall in alumina or aluminum prices may

adversely impact profitability.

Recent developments
 Mr N R Mohanty has assumed the charge of Director

(Project & Technical) of Nalco from 1 February, 2012.

Valuation and view
 The stock is trading at FY13E PE of 15.0x, EV/EBITDA

of 7.4x and P/BV of 1.3x. Maintain Neutral.

Sector view
 Aluminium prices after declining sharply over the

last few weeks have started to recover. Recent

shutdown announced by Aluminium majors has

positive impact on Aluminium prices. Higher energy

costs for Aluminium will continue to support prices,

as cost of production of marginal players continues

to be high. However slowing demand in China and

high inventory at LME will limit potential upside due

to cost side pressure.

Nalco: an investment profile
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Financials and Valuation
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