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S O  W H A T ?  T H E  B N P  P A R I B A S  A N G L E   I N D U S T R Y  O U T L O O K :   

 Lowest TP on the Street at 
INR250.  

 We project EPS decline of 
33.1% for FY10 in 
comparison to consensus 
at 22.9% increase on 
account of declining 
aluminium price outlook. 

Net Profit 10 .......INR11.2b 
...........................(From INR22.5b) 
 
Diff from Consensus(55.6%) 
Consensus (mean) ........ INR25.2b 
Consensus (momentum) ..........  
 

Target Price ..... INR250.00 
..........................(From INR325.00) 
 
Diff from Consensus(35.8%) 
Consensus (median) INR389.30 
Consensus (momentum)...........  
 
Current Price .... INR370.85 
Upside/(Downside)........... (32.6%) 

REDUCE 
(Unchanged) 
 
Recs in the Market 
Positive ........................................2 
Neutral .........................................6 
Negative ....................................12 
Consensus (momentum)...........  
 

Sources: Thomson One Analytics; Bloomberg; BNP Paribas estimates 
 

• Lowering aluminium price assumption to USD2,586/tonne for FY09 and USD2,200/tonne for FY10.  

• Concerns on higher COP on account of higher coal costs and efficient use of cash reserves.  

• Valued at EV to FY09 EBITDA multiple of 5.0x, at lower end of historical EV/EBITDA range of 3.0-8.0x. 

 

Nalco to slide down with aluminium 
Lowering aluminium and alumina price assumption on 
demand slowdown concerns 
Aluminium and alumina prices are following a downtrend as demand 
growth forecasts for 2008 have been lowered from 9.5% to 3.2%, since 
the beginning of this year.  

We believe that the weakening global demand will lead to a weak pricing 
environment in the short term. We have revised our price assumption 
downward for aluminium from USD3,000/tonne to USD2,586/tonne and 
USD2,875/tonne to USD2,200/tonne for FY09 and FY10, respectively, 
based on trends witnessed in previous market downturns. A USD100 
change in aluminium prices affects Nalco’s FY10 EBITDA and EPS by 
9.9% and 11.9%, respectively. 

Coal supply disruption will push up COP  
Nalco has been facing a coal shortage in the last three months due to 
supply disruptions from its coal supplier MCL. To prevent a disruption in 
production, Nalco is now importing coal at substantially higher prices at 
INR7,000-8,000/tonne in comparison to INR600-800/tonne paid to MCL. 
This will push up the electricity generation costs by about 23% leading to 
higher cost of production (COP).  

Management rules out stake acquisition in Tajik smelter 
Nalco was recently in the news for acquiring a 51% stake in Tajik 
Aluminium Co (Talco), a 0.4m-tonne smelter based in Tajikistan. Our 
discussion with the management has confirmed that Nalco is no longer 
pursuing the deal. We continue to believe that Nalco is bound by 
government bureaucracy which will delay any plans that the company 
has for using the cash on its balance sheet for acquisitions.  

Reducing TP; Maintain REDUCE 
We have lowered our target price by 23.1% to INR250. We continue to 
value Nalco based on EV/EBITDA multiple of 5.0x FY09 EBITDA. We 
have lowered our FY09 and FY10 EBITDA by 25.9% and 44.5%, 
respectively, in accordance with our declining aluminium price outlook. 
At its current market price of INR370.85, we believe the stock is 
overvalued.   
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Earnings Estimates And Valuation Ratios 

YE Mar (INR m) 2008  2009E  2010E 2011E  
Revenue 49,888  56,663  58,629 65,114  
Reported net profit 16,315  16,818  11,247 15,115  
Recurring net profit  16,654  16,818  11,247 15,115  
Previous rec net profit 16,654  23,049  22,548 23,866  
Chg from previous (%) —  (27.0) (50.1) (36.7) 
Recurring EPS (INR) 25.85  26.10  17.46 23.46  
Prev rec EPS (INR) 25.85  35.77  35.00 37.04  
Rec EPS growth (%) (30.1) 1.0  (33.1) 34.4  
Recurring P/E (x) 14.3  14.2  21.2  15.8  
Dividend yield (%) 1.9  2.0  2.0  2.0  
EV/EBITDA (x) 8.6  7.9  10.0  7.7  
Price/book (x) 2.7  2.4  2.2  2.0  
ROE (%) 20.1  17.8  10.8  13.5  
Net debt/equity (%) (39.6) (29.9) (36.2) (45.4) 

Sources: Sesa GOA; BNP Paribas estimates 

 
Share Price Daily vs MSCI 
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Next results/event October 2008 
Market cap (USD m) 5,143 
12m avg daily turnover (USD m) 5.0 
Free float (%) 13 
Major shareholder Government of India (87%) 
12m high/low (INR) 552.05/279.20 
ADR (USD) Nil 
Avg daily turnover (USD m) Nil 
Discount/premium (%) Nil 
Disc/premium vs 52-wk avg (%) Nil 
Source: Datastream
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D I S C L A I M E R S  &  D I S C L O S U R E S  

This report was produced by a member company of the BNP Paribas Group (“Group”). This report is for the use of intended recipients 
only and may not be reproduced (in whole or in part) or delivered or transmitted to any other person without our prior written consent. 
By accepting this report, the recipient agrees to be bound by the terms and limitations set out herein. 

The information contained in this report has been obtained from public sources believed to be reliable and the opinions contained 
herein are expressions of belief based on such information. No representation or warranty, express or implied, is made that such 
information or opinions is accurate, complete or verified and it should not be relied upon as such. This report does not constitute a 
prospectus or other offering document or an offer or solicitation to buy or sell any securities or other investments. Information and 
opinions contained in this report are published for reference of the recipients and are not to be relied upon as authoritative or without 
the recipient’s own independent verification or taken in substitution for the exercise of judgement by the recipient. All opinions 
contained herein constitute the views of the analyst(s) named in this report, they are subject to change without notice and are not 
intended to provide the sole basis of any evaluation of the subject securities and companies mentioned in this report. Any reference to 
past performance should not be taken as an indication of future performance. No member company of the Group accepts any liability 
whatsoever for any direct or consequential loss arising from any use of the materials contained in this report.  

The analyst(s) named in this report certifies that (i) all views expressed in this report accurately reflect the personal views of the 
analyst(s) with regard to any and all of the subject securities and companies mentioned in this report and (ii) no part of the 
compensation of the analyst(s) was, is, or will be, directly or indirectly, related to the specific recommendation or views  
expressed herein. 

This report is prepared for professional investors and is being distributed in Hong Kong by BNP Paribas Securities (Asia) Limited to 
persons whose business involves the acquisition, disposal or holding of securities, whether as principal or agent. BNP Paribas 
Securities (Asia) Limited, a subsidiary of BNP Paribas, is regulated by the Securities and Futures Commission for the conduct of 
dealing in securities and advising on securities. This report is being distributed in the United Kingdom by BNP Paribas London Branch 
to persons who are not private customers as defined under U.K. securities regulations. BNP Paribas London Branch, a branch of BNP 
Paribas, is regulated by the Financial Services Authority for the conduct of its designated investment business in the U.K. This report 
is being distributed in the United States by BNP Paribas Securities Corporation to U.S. Persons as defined under U.S. securities 
regulations or by a member of the Group that is not registered as a U.S. broker-dealer to major U.S. institutional investors. BNP 
Paribas Securities Corporation, a subsidiary of BNP Paribas, is a broker-dealer registered with the Securities and Exchange 
Commission. BNP Paribas Securities Corporation accepts responsibility for the contents of this report only where the report has been 
distributed by it to U.S. recipients.  

Information on Taiwan listed stocks is distributed in Taiwan by BNP Paribas Securities (Taiwan) Co., Ltd. 

Distribution or publication of this report in any other places to persons which are not permitted under the applicable laws or regulations 
of such places is strictly prohibited. 

Recommendation structure 

All share prices are as at market close on 30 September 2008 unless otherwise stated. Stock recommendations are based on  
absolute upside (downside), which we define as (target price* - current price) / current price. If the upside is 10% or more, the 
recommendation is BUY. If the downside is 10% or more, the recommendation is REDUCE. For stocks where the upside or downside 
is less than 10%, the recommendation is HOLD. In addition, we have key buy and key sell lists in each market, which are our most 
commercial and/or actionable BUY and REDUCE calls and are limited to at most five key buys and five key sells in each market at 
any point in time. 

Unless otherwise specified, these recommendations are set with a 12-month horizon. Thus, it is possible that future price volatility 
may cause a temporary mismatch between upside/downside for a stock based on market price and the formal recommendation. 

*In most cases, the target price will equal the analyst's assessment of the current fair value of the stock. However, if the analyst 
doesn't think the market will reassess the stock over the specified time horizon due to a lack of events or catalysts, then the target 
price may differ from fair value. In most cases, therefore, our recommendation is an assessment of the mismatch between current 
market price and our assessment of current fair value. 
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