
 

Citigroup Research is a division of Citigroup Global Markets Inc. (the "Firm"), which does and seeks to do business with companies covered in its research reports. As a 
result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report.  Investors should consider this report as only a 
single factor in making their investment decision. Non-US research analysts who have prepared this report are not registered/qualified as research analysts with the NYSE 
and/or NASD. 
1Citigroup Global Market India Private Limited 
 

Citigroup Global Markets | Equity Research 

Asia Pacific | India 
Aluminum | Metals - Aluminum 

Company In-Depth 

22 March 2007 | 7 pages 

National Aluminum (NALU.BO) 
 Sell: Changing Forecasts on Revised Commodity Prices 
  

 Raising forecasts, target price — Our global commodity forecasts have been 
revised upwards. Following this we have upgraded Nalco’s EPS estimates by 17% 
for both FY08E and FY09E. Our target price has also been increased by 17% to 
Rs241 based on 8x FY08E EPS – at the top end of the 6-year P/E band of 6-8x. The 
new target price offers limited upside, and we maintain Sell/Medium Risk.   

 Aluminium prices raised — Alan Heap, our global commodity analyst, has 
revised up aluminium prices by 7%; from US$2,315/t to US$2,480/t for FY08E 
and from US$2,260/t to $2,480/t in FY09E. This upgrade is supported by a 
tightening market. Demand is strong in China and holding up relatively well in 
the US. There is also some short-term speculative support to aluminium prices. 

 Spot alumina prices expected to decline — Supply disruption in Guinea, which 
supplies 14% of the world’s bauxite, was largely responsible for spot alumina 
prices doubling to around US$400/t levels. We have incorporated this in our 
forecasts. However, with recent signs of settlement of the disruptions in Guinea, 
we expect prices to settle at lower levels.  

 Reiterate Sell — Despite the increase in our target price, we retain our 
Sell/Medium Risk recommendation. The stock price is being supported by the 
current firm trends in both alumina and aluminium. However we expect prices 
of both these to fall from current levels, putting pressure on domestic prices and 
sentiment on the stock. We expect a yoy fall in margins and earnings for FY08E 
and FY09E.     

Figure 1. Statistical Abstract 

Year to Net Profit Diluted EPS EPS growth P/E EV/EBITDA ROE Yield 
31 Mar (RsM) (Rs) (%) (x) (x) (%) (%) 
FY05A     12,348  19.2 71% 12.0 5.9 33% 2% 
FY06A     15,622  23.8 24% 9.7 4.6 33% 2% 
FY07E     23,352  36.2 52% 6.4 2.8 40% 3% 
FY08E     19,417  30.1 -17% 7.7 3.3 25% 3% 
FY09E     17,611  27.3 -9% 8.4 3.8 19% 3% 

Source: Company Reports, Citigroup Investment Research estimates. Prices as on March 22. 

  

Sell/Medium Risk 3M
Price (22 Mar 07) Rs230.70
Target price Rs241.00

from Rs206.00   
Expected share price return 4.5%
Expected dividend yield 2.6%
Expected total return 7.1%
Market Cap Rs148,642M
  US$3,435M
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Fiscal year end 31-Mar 2005 2006 2007E 2008E 2009E

Valuation Ratios
P/E adjusted (x) 12.0 9.5 6.4 7.7 8.4
EV/EBITDA adjusted (x) 6.2 4.9 3.2 3.5 3.9
P/BV (x) 3.2 2.5 1.9 1.6 1.4
Dividend yield (%) 1.7 2.2 2.6 2.6 2.6
Per Share Data (Rs)
EPS adjusted 19.17 24.25 36.24 30.14 27.33
EPS reported 19.17 24.25 36.24 30.14 27.33
BVPS 72.91 91.46 120.86 144.16 164.65
DPS 4.00 5.00 6.00 6.00 6.00

Profit & Loss (RsM)
Net sales 41,041 48,519 59,034 52,883 51,340
Operating expenses -21,737 -24,519 -23,652 -23,903 -25,817
EBIT 19,305 24,000 35,381 28,981 25,523
Net interest expense -606 0 0 0 0
Non-operating/exceptionals 0 0 0 0 0
Pre-tax profit 18,698 24,000 35,381 28,981 25,523
Tax -6,354 -8,674 -12,030 -9,564 -7,912
Extraord./Min.Int./Pref.div. 4 297 0 0 0
Reported net income 12,348 15,622 23,352 19,417 17,611
Adjusted earnings 12,348 15,622 23,352 19,417 17,611
Adjusted EBITDA 23,915 27,772 38,445 32,079 29,316
Growth Rates (%)
Sales 31.4 18.2 21.7 -10.4 -2.9
EBIT adjusted 69.6 24.3 47.4 -18.1 -11.9
EBITDA adjusted 51.6 16.1 38.4 -16.6 -8.6
EPS adjusted 67.5 26.5 49.5 -16.8 -9.3

Cash Flow (RsM)
Operating cash flow 17,236 19,654 22,954 18,898 17,662
Depreciation/amortization 4,611 3,772 3,064 3,098 3,793
Net working capital -345 -378 -131 -258 -306
Investing cash flow 944 -2,331 -2,701 -12,731 -17,235
Capital expenditure -1,070 -2,022 -5,178 -16,000 -20,415
Acquisitions/disposals 0 0 0 0 0
Financing cash flow -11,611 -2,939 -2,204 -4,407 -4,407
Borrowings -6,544 0 0 0 0
Dividends paid -4,371 -2,939 -2,204 -4,407 -4,407
Change in cash 6,569 14,385 18,048 1,760 -3,980

Balance Sheet (RsM)
Total assets 61,567 74,746 95,209 110,353 123,510
Cash & cash equivalent 7,552 21,937 39,985 41,746 37,766
Accounts receivable 928 294 357 321 313
Net fixed assets 43,456 41,767 43,881 56,783 73,405
Total liabilities 14,588 15,819 17,338 17,471 17,425
Accounts payable 2,341 2,674 2,568 2,691 2,800
Total Debt 0 0 0 0 0
Shareholders' funds 46,978 58,927 77,871 92,881 106,085

Profitability/Solvency Ratios (%)
EBITDA margin adjusted 58.3 57.2 65.1 60.7 57.1
ROE adjusted 29.2 29.5 34.1 22.7 17.7
ROIC adjusted 26.5 32.6 49.1 35.2 25.1
Net debt to equity -16.1 -37.2 -51.3 -44.9 -35.6
Total debt to capital 0.0 0.0 0.0 0.0 0.0

For further data queries on Citigroup's full coverage 
universe please contact CIR Data Services Asia Pacific at 
CitiResearchDataServices@citigroup.com
or +852-2501-2791
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Figure 2. National Aluminium – Estimate changes FY07-09 

 FY07E FY08E FY09E 
 Old New % 

change 
Old New % 

change 
Old New % 

change 
          
Aluminium price (US$/t) 2,680 2,658 -1% 2,315 2,480 7% 2,260 2,425 7% 
Alumina as % of aluminium 15.5% 15.5% 0% 10.5% 12.5% 19% 11% 12.5% 14% 
Import duty (%) 7.1% 7.1% 0% 5.0% 5.0% 0% 5.0% 5.0% 0% 
Net sales (Rs bn) 59.5 59.0 -1% 48.5 52.9 9% 47.5 51.3 8% 
EBITDA (Rs bn) 38.9 38.4 -1% 27.8 32.1 15% 25.5 29.3 15% 
Net profit (Rs bn) 23.7 23.4 -1% 16.6 19.4 17% 15.0 17.6 18% 
EPS (Rs) 36.7 36.2 -1% 25.7 30.1 17% 23.3 27.3 18% 

Source: Citigroup Investment Research estimates 

 
 

National Aluminum 
Company description 
Nalco has a smelter capacity of 345,000 tpa in eastern India. It has enough 
deposits of bauxite to meet more than 50 years’ requirements of its expanded 
alumina capacity (2.1m tpa from 1.58m tpa by end-2008). Good quality 
bauxite, open cast mines and low bauxite transport costs make Nalco one of the 
lowest-cost producers of alumina in the world. The company sells its surplus 
alumina (27% of FY06 sales) in the international markets, and is India's largest 
alumina exporter. In the power-intensive business of producing aluminum, 
Nalco's 960MW thermal power capacity meets all of its in-house requirements 
at 33% of the grid cost, and some surplus power is sold to the state grid. Low 
costs for power, alumina and labor make Nalco one of the lowest-cost aluminum 
producers in the world. 

Investment thesis 
We rate Nalco as Sell/Medium Risk (3M). The key reason for our Sell rating is 
the YoY price declines we expect in FY08 for alumina and aluminum. Alumina 
prices were strong in FY06 and 1H FY07. However, oversupply of alumina led to 
prices crashing by December 2006. Prices have recovered in recent weeks due 
to a strike and martial law in Guinea, the world’s second-largest bauxite 
producer. This will help support alumina prices in the near term. We expect 
prices of around US$300/t in FY08 and FY09, impacting divisional profitability 
versus FY07E. For aluminum, we expect average prices to decline 7% yoy in 
FY08 and remain around that level in FY09. Nalco's share price has generally 
moved in line with international aluminum prices, and based on the trends we 
forecast, we expect the stock to trade in a narrow band over the next year. Nalco 
is already operating at full capacity, and there is limited scope for volume 
growth until FY10. 

Valuation 
We use P/E to value Nalco because it is driven largely by commodity price 
tends, which translate into earnings momentum. In the past six years, the stock 
has traded in a P/E range of 6-8x. During this period it has decisively crossed 8x 
only three times. We have valued Nalco at 8x, the top end of its historical P/E 
band, which gives us a target price of Rs241. This also appears justified based 
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on its position among the lowest-cost producers of alumina and in the lowest 
cost quartile for aluminum globally. Over the past six years Nalco's EV/EBITDA 
has ranged between 3x and 5x. Over the last two-and-a-half years, the range has 
been lower at 3-4x. Based on our target price of Rs241, Nalco's EV/EBITDA 
works out to 3.5x, at the mid-point of its medium-term trading range. 

Risks 
We rate Nalco as Medium Risk according to our quantitative risk-rating system, 
which tracks 260-day historical share price volatility. The rating reflects greater 
uncertainty with respect to the aluminum price outlook and the increased 
volatility in international prices of alumina and aluminum. Possible upside risks 
to our target price include: (1) aluminum and alumina prices surpassing our 
forecasts; (2) depreciation in the rupee versus the US$ rather than our forecast 
of an appreciating rupee in FY08 and FY09; and (3) a revival in the plan to 
privatize PSUs such as Nalco. 
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Analyst Certification 
I, Pradeep Mahtani, research analyst and the author of this report, hereby certify that all of the views expressed in this research report 
accurately reflect my personal views about any and all of the subject issuer(s) or securities. I also certify that no part of my compensation 
was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. 
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Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from National Aluminum. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from National Aluminum in the past 
12 months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as investment banking client(s): National Aluminum. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, securities-related: National Aluminum. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, non-securities-related: National Aluminum. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other business units, the 
Private Client Division, Institutional Sales and Trading, and Investment Banking. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citigroup Investment Research product ("the 
Product"), please contact Citigroup Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the same 
important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at 
www.citigroupgeo.com. Private Client Division clients should refer to www.smithbarney.com/research.  Valuation and Risk assessments can be found in the text of the most 
recent research note/report regarding the subject company.  Historical disclosures (for up to the past three years) will be provided upon request. 

Citigroup Investment Research Ratings Distribution    
Data current as of 31 December 2006 Buy Hold Sell
Citigroup Investment Research Global Fundamental Coverage (3106) 43% 41% 15%

% of companies in each rating category that are investment banking clients 45% 41% 34%
India -- Asia Pacific (118) 58% 14% 28%

% of companies in each rating category that are investment banking clients 48% 50% 39%
Guide to Fundamental Research Investment Ratings: 
Citigroup Investment Research's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of Citigroup Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) 
and risk rating. 
For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are: Buy (1) (expected total return of 15% or 
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for 
Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 
10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 
Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
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Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 

Guide to Corporate Bond Research Credit Opinions and Investment Ratings: 
Citigroup Investment Research's corporate bond research issuer publications include a fundamental credit opinion of Improving, Stable or Deteriorating and a 
complementary risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding the credit risk of the company featured in the report. The fundamental credit 
opinion reflects the CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to securities market vagaries. The fundamental credit opinion 
is not geared to, but should be viewed in the context of debt ratings issued by major public debt ratings companies such as Moody's Investors Service, Standard and Poor's, 
and Fitch Ratings. 
 
CBR risk ratings are approximately equivalent to the following matrix: 
 
Low Risk -- Triple A to Low Double A 
Low to Medium Risk -- High Single A through High Triple B 
Medium to High Risk -- Mid Triple B through High Double B 
High to Speculative Risk -- Mid Double B and Below 
 
The risk rating element illustrates the analyst's opinion of the relative likelihood of loss of principal when a fixed-income security issued by a company is held to maturity, 
based upon both fundamental and market risk factors. Certain reports published by Citigroup Investment Research will also include investment ratings on specific issues 
of companies under coverage which have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of Citigroup Investment 
Research's expectations for total return, relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are: 
Buy/Overweight -- the bond is expected to outperform the relevant Citigroup bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market), 
performances of which are updated monthly and can be viewed at http://www.sd.ny.ssmb.com/ using the "Indexes" tab; Hold/Neutral Weight -- the bond is expected to 
perform in line with the relevant Citigroup bond market sector index; or Sell/Underweight -- the bond is expected to underperform the relevant sector of the Citigroup 
indexes. 

OTHER DISCLOSURES 
The subject company's share price set out on the front page of this Product is quoted as at 22 March 2007 03:48 PM on the issuer's primary market. 

Citigroup Global Markets Inc. or its affiliates holds a long position in any class of common equity securities of National Aluminum. 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 
Product. The Firm regularly trades in the securities of the subject company(ies) discussed in the Product. The Firm may engage in securities transactions in a manner 
inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
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section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to, 
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies.  However, it should 
be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication.  All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without 
notice. Prices and availability of financial instruments also are subject to change without notice.  Notwithstanding other departments within the Firm advising the 
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product.  Although Citigroup Investment Research does not set 
a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citigroup Investment Research to provide research coverage 
of the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for 
informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the 
Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and 
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in 
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed 
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in 
certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details.  
Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product 
may be placed only through Citigroup Global Markets Inc. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by.  The Product is made 
available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail clients through 
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