National Aluminum Co. Ltd.

Outlook remains weak

B EPS cut; PO cut to Rs153(188), Reiterate Underperform

Our global team has cut aluminum price forecasts to factor in the weak demand,
metals surplus and continuing turmoil in financial and commodity markets. As a
result we cut our earnings sharply by 9-40% over FY09 and FY11. Our PO which
is set at 50% discount to NPV reduces 19% to Rs153.

EPS cut by 9-40% over FY09 and FY11

Based on our lower commodity prices, we now expect EPS to remain flat in FY09
at Rs25.5, decline 26% in FY10 to Rs18.8 and thereafter increase 13% in FY11 to
Rs21.2. At spot aluminum price however, our forecasts would be significantly
weaker — down 50% versus our base case.

Dismal Aluminum outlook, Rupee provides little respite
Aluminum prices have fallen 34% since Sept, far ahead of the Rupee depreciation
of 9%. High metal surplus, demand slowdown and growing fears of recession
imply that near term catalysts for prices to rebound are unlikely. We have cut our
aluminum forecast by 7% in FYO9E, 22% in FY10 and FY11. We now expect a
price of $1951/t in 2H FYO09 and FY10 and $2067/t in FY11.

Valuation implies further downside

Over the last 10 years, Nalco has traded at average one-year forward P/E of 8x.
On our base case estimates, Nalco is currently trading at P/E of 9.1xFY10E.
However, on spot aluminum prices it is trading at 19x. We expect the stock to
continue to underperform on weak aluminum prices and potential for sharp
earnings disappointment.

. Estimates (Mar)

(Rs) 2007A 2008A 2009E 2010E 2011E
Net Income (Adjusted - mn) 23,764 16,315 16,402 12,092 13,639
EPS 36.88 25.32 25.46 18.77 2117
EPS Change (YoY) 50.8% -31.3% 0.5% -26.3% 12.8%
Dividend / Share 7.50 6.00 6.00 6.00 6.00
Free Cash Flow / Share 32.38 6.40 5.07 11.28 19.68

Valuation (Mar)

2007A  2008A  2009E  2010E  2011E

P/E 4.75x 6.92x 6.89x 9.34x 8.28x
Dividend Yield 4.28% 3.42% 3.42% 3.42% 3.42%
EV / EBITDA* 2.45x 3.94x 3.88x 4.90x 4.27x
Free Cash Flow Yield* 19.24% 3.81% 3.02% 6.70% 11.69%

* For full definitions of iQmethod S measures, see page 6.
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Price Rs175.35
Price Objective Rs188.00 to Rs153.00
Date Established 5-Dec-2008
Investment Opinion C-3-7
Volatility Risk HIGH
52-Week Range Rs105.25-Rs566.45
Mrkt Val / Shares Out (mn) US$2,259/644.3
Average Daily Volume 1,193,317
ML Symbol / Exchange NAUDF / BSE
Bloomberg / Reuters NACL IN / NALU.BO
ROE (2009E) 17.4%
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iQprofile™ National Aluminum Co. Ltd.

Company Description

Nalco is an integrated aluminum producer with
production assets in the state of Orissa in Eastern
India. It is the largest alumina manufacturer with
52% market share in India and the second largest
aluminum manufacturer with 38% market share. In
addition, it has captive bauxite mines and a captive
power plant, and hence, has the benefits of low-cost
raw materials and power.

Investment Thesis

We expect Nalco's earnings to peak in Sept Q of the
current year. We expect FY10 to be a particularly
challenging year with falling aluminum and alumina
prices. We believe there are unlikely to be any
catalysts near term to support higher commodity
prices given the continuing turmoil in financial and
commodity markets and risks to demand growth.
Despite Nalco's low cost structure, the negative
commodity price momentum will in our opinion lead
to the stock underperforming.

Chart 1: FYO9E EBITDA mix
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Source: Nalco, Merrill Lynch Estimates

Stock Data

Key Income Statement Data (Mar) 2007A 2008A 2009E 2010E 2011E
(Rs Millions)

Sales 59,103 49,888 54,843 54,586 62,349
Gross Profit 38,920 26,136 27,200 23,199 26,574
Sell General & Admin Expense (3,562) (4,192) (4,878) (5,539) (6,313)
Operating Profit 32,187 19,133 19,303 12,774 15,024
Net Interest & Other Income 4,017 5,533 5,548 5,548 5,548
Associates NA NA NA NA NA
Pretax Income 36,203 24,666 24,851 18,322 20,572
Tax (expense) / Benefit (12,440) (8,351) (8,449) (6,229) (6,933)
Net Income (Adjusted) 23,764 16,315 16,402 12,092 13,639
Average Fully Diluted Shares Outstanding 644 644 644 644 644
Key Cash Flow Statement Data

Net Income 23,764 16,315 16,402 12,092 13,639
Depreciation & Amortization 3,171 2,811 3,019 4,886 5,236
Change in Working Capital 854 951 849 (709) 3
Deferred Taxation Charge NA NA NA NA NA
Other Adjustments, Net 0 0 0 0 0
Cash Flow from Operations 217,789 20,077 20,270 16,270 18,878
Capital Expenditure (6,930) (15,950) (17,000) (9,000) (6,200)
(Acquisition) / Disposal of Investments 0 0 0 0 0
Other Cash Inflow / (Outflow) 0 0 0 0 0
Cash Flow from Investing (6,930) (15,950) (17,000) (9,000) (6,200)
Shares Issue / (Repurchase) NA NA NA NA NA
Cost of Dividends Paid (5,558) (4,523) (4,523) (4,523) (4,523)
Cash Flow from Financing (5,558) (4,523) (4,523) (4,523) (4,523)
Free Cash Flow 20,860 4,127 3,270 7,270 12,678
Net Debt (36,865) (35,165) (32,354) (35,812) (43,887)
Change in Net Debt (15,302) 396 1,253 (2,747) (8,155)
Key Balance Sheet Data

Property, Plant & Equipment 45,525 58,664 72,645 76,759 77,723
Other Non-Current Assets 0 0 0 0 0
Trade Receivables 12,876 15,249 17,001 16,922 19,328
Cash & Equivalents 36,865 35,165 32,354 35,812 43,887
Other Current Assets NA NA NA NA NA
Total Assets 95,266 109,077 122,001 129,493 140,938
Long-Term Debt 0 0 0 0 0
Other Non-Current Liabilities 6,127 6,074 6,074 6,074 6,074
Short-Term Debt NA NA NA NA NA
Other Current Liabilities 12,186 15,409 16,453 16,376 18,705
Total Liabilities 18,314 21,483 22,527 22,450 24,779
Total Equity 76,952 88,585 100,464 108,033 117,149
Total Equity & Liabilities 95,265 110,068 122,991 130,483 141,928
iQmethod* - Bus Performance*

Return On Capital Employed 32.0% 18.5% 16.5% 11.1% 11.6%
Return On Equity 35.0% 19.7% 17.4% 11.6% 12.1%
Operating Margin 54.5% 38.4% 35.2% 23.4% 24.1%
EBITDA Margin 59.8% 44.0% 40.7% 32.4% 32.5%
iQmethod* - Quality of Earnings*

Cash Realization Ratio 1.2x 1.2x 1.2x 1.3x 1.4x
Asset Replacement Ratio 2.2x 5.7x 5.6x 1.8x 1.2x
Tax Rate (Reported) 34.4% 33.9% 34.0% 34.0% 33.7%
Net Debt-to-Equity Ratio -47.9% -39.7% -32.2% -33.1% -37.5%
Interest Cover NA NM NA NA NA
Key Metrics

* For full definitions of iQmethod ™ measures, see page 6.

Price to Book Value 1.1x
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Weak aluminum outlook

Over the last one month aluminum prices have fallen 21%. We believe slowdown
in demand and growing fears of recession imply that near term catalysts for
prices to rebound are unlikely. Based on these factors our global team has cut
aluminum forecast by 7% in FYO9E, 22% in FY10 and 22% in FY11. We now
expect a price of $1940/t in 2H FY09, US$1951 in FY10 and $2067/t in FY11. We
note however, that spot price is far lower at $1570/t. If the prices do not rise
significantly from current levels then there could be further downside risk to our
estimates.

Table 1: Commodity Price Assumptions: Whats Changed?

FYO9E FY10E
Od New %chg Old New %chg
Aluminum prices - US$/T 2564 2395 6.6% 2508 1951 -22.2%
Alumina Spot prices - US$/T 391 372 -4.9% 360 250 -30.6%
Re/US$ 45.0 46.0 22%  43.0 48.5 12.8%
Source: Merrill Lynch Estimates
Chart 2: Alumina Spot price trends Chart 3: Aluminum price trends
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Source: NALCO, ML Estimates

Table 2: EPS Sensitivity

A 1% change in: Change in EPS

Aluminum 2.6%
Alumina 0.2%
Rupee 3.0%

Source: ML Estimates

4Q07 1Q08 2Q08 3Q08 4Q08 1Q09 2Q09 Spot 09E 10E 11E

Source: Bloomberg, ML Estimates

EPS cut on lower commodity prices

We have cut our EPS estimates by 8.7% for FYO9E and by 29.4% for FY10E.
The cut essentially reflects the lower commodity price expectations. Based on our
lower commodity prices, we now expect EPS to remain flat in FY09 at Rs25.5 and
decline 26.3% in FY10 to Rs18.8. We believe earnings have peaked in Sept Q as
aluminum prices have declined sharply over the last 6-8 weeks. At spot
aluminum, we forecast FY10 EPS of Rs9.2, a decline of 51% vs. our base case.

Table 3: Aluminum: Key assumptions and forecasts

FY 08A FY 09E FY 10E FY 11E
Aluminum LME (US$ / ton) 2,593 2,395 1,951 2,067
Sales volume (tons) 353,334 360,000 414,000 478,800
Aluminum Avg Realisation - Rs/t 109,953 114,146 99,225 98,119
Aluminum EBITDA - Rsm 20,230 19,577 16,896 19,592

Source: NALCO, Merrill Lynch Estimates
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Table 4: Alumina: Key assumptions and forecasts

Alumina FY 08A FY 09E FY 10E FY 11E
Aluminum LME (US$ / ton)* 2,593 2,395 1,951 2,067
Alumina Contract - As % of LME 9.4% 13.1% 13.0% 13.0%
Alumina spot price - US$/t 385 372 250 250
Alumina volume sales - tons 883,179 896,000 1,103,400 1,272,530
Alumina Avg Realisation - Rs/t 12,498 15,347 12,241 12,078
Alumina EBITDA - Rsm 1,714 2,744 765 669
Source: NALCO, Merrill Lynch Estimates
Table 5: Summarized earnings changes
FY09 FY10

Old New  %chg Old New  %chg
Turnover 57212 54843 -4% 64552 54586 -15%
- Aluminum 42911 41093 -4% 438466 41079 -15%
- Alumina 14301 13751 -4% 16087 13507 -16%
Total Operating Costs 32522 32522 0% 39256 36926 -6%
- Aluminum 21515 21515 0% 25214 24183 -4%
- Alumina 11006 11006 0% 14042 12742 -9%
EBITDA 24690 22322 -10% 25296 17660 -30%
EBITDA Margin 43.2% 40.7% 2% 39.2% 32.4% -1%
EBIT 21672 19303 -11% 20410 12774 -371%
Profit bef Tax 27219 24851 -9% 25958 18322 -29%
Tax 9255 8449 -9% 8826 6229 -29%
Net Profit 17965 16402 9% 17132 12092 -29%
EPS 27.9 2515 -9% 26.6 18.77 -29%

Source: NALCO, Merrill Lynch Estimates

PO cut by 19% to Rs153

We have cut our PO from Rs188 to Rs153 owing to lower earnings forecasts. Our
new PO implies a 13% downside to the current stock price. Our PO is set at a
40% discount to NPV. We believe Nalco will trade at a discount to DCF because
of substantial downside risk to our aluminum price forecasts in our model. Our
model currently builds an aluminum price of US$1951/t for FY10 versus spot at

US$1570/t.
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Price objective basis & risk

NALCO (NAUDF)

Our PO of Rs153 is based on 40% discount to our DCF valuation (WACC of
13.7%, terminal growth rate of 0%). Our DCF currently assumes aluminum prices
of US$2395/t in FYO9E, US$1951/t in FY10E and long term price of US$2646/t.
However, we believe there is downside risk to our forecasts in the medium term
given rising metals surplus and continuing turmoil in financial and commodity
market and risks to demand growth. Hence, we expect Nalco to trade at a
discount to DCF. Upside risks: Higher aluminum and alumina prices. Downside
risks: Lower aluminum prices, execution risks and delays in capacity expansions.

Analyst Certification

I, Vandana Luthra, hereby certify that the views expressed in this research report
accurately reflect my personal views about the subject securities and issuers. |
also certify that no part of my compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or view expressed in this
research report.

Special Disclosures

In accordance with the SEBI (Foreign Institutional Investors) Regulations and with
guidelines issued by the Securities and Exchange Board of India (SEBI), foreign
investors (individuals as well as institutional) that wish to transact the common
stock of Indian companies must have applied to, and have been approved by
SEBI and the Reserve Bank of India (RBI). Each investor who transacts common
stock of Indian companies will be required to certify approval as a foreign
institutional investor or as a sub-account of a foreign institutional investor by SEBI
and RBI. Certain other entities are also entitled to transact common stock of
Indian companies under the Indian laws relating to investment by foreigners.
Merrill Lynch reserves the right to refuse copy of research on common stock of
Indian companies to a person not resident in India. American Depositary Receipts
(ADR) representing such common stock are not subject to these Indian law
restrictions and may be transacted by investors in accordance with the applicable
laws of the relevant jurisdiction. Global Depository Receipts (GDR) and the
Global Depository Shares of Indian companies, Indian limited liability
corporations, have not been registered under the U.S. Securities Act of 1933, as
amended, and may only be transacted by persons in the United States who are
Qualified Institutional Buyers (QIBs) within the meaning of Rule 144A under the
Securities Act. Accordingly, no copy of any research report on Indian companies'
GDRs will be made available to persons who are not QIBs.
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Business Performance
Return On Capital Employed

Return On Equity
Operating Margin
Earnings Growth
Free Cash Flow

Quality of Earnings
Cash Realization Ratio
Asset Replacement Ratio
Tax Rate

Net Debt-To-Equity Ratio
Interest Cover

Valuation Toolkit
Price / Earnings Ratio
Price / Book Value
Dividend Yield

Free Cash Flow Yield
Enterprise Value / Sales

EV/EBITDA

iQmethod Vis the set of Merrill Lynch standard measures that serve to maintain global consistency under three broad headings: Business Performance, Quality of Earnings, and validations. The key features of iQmethod are: A consistently

Numerator

NOPAT = (EBIT + Interest Income) * (1 - Tax Rate) + Goodwill

Amortization
Net Income
Operating Profit

Expected 5-Year CAGR From Latest Actual
Cash Flow From Operations — Total Capex

Cash Flow From Operations
Capex
Tax Charge

Net Debt = Total Debt, Less Cash & Equivalents

EBIT

Current Share Price
Current Share Price

Annualised Declared Cash Dividend

Cash Flow From Operations — Total Capex
EV = Current Share Price * Current Shares + Minority Equity + Net Debt + Sales

Other LT Liabilities
Enterprise Value

Denominator

Total Assets — Current Liabilities + ST Debt + Accumulated Goodwill

Amortization
Shareholders’ Equity
Sales

N/A

N/A

Net Income
Depreciation
Pre-Tax Income
Total Equity
Interest Expense

Diluted Earnings Per Share (Basis As Specified)
Shareholders’ Equity / Current Basic Shares

Current Share Price

Market Cap. = Current Share Price * Current Basic Shares

Basic EBIT + Depreciation + Amortization

structured, detailed, and transparent methodology. Guidelines to maximize the effectiveness of the comparative valuation process, and to identify some common pitfalls.

iQdatabase ® is our real-time global research database that is sourced directly from our equity analysts’ eamings models and includes forecasted as well as historical data for income statements, balance sheets, and cash flow statements for

companies covered by Merrill Lynch.

iQprofile ™, iQmethod ™ are service marks of Merrill Lynch & Co., Inc.iQdatabase ®is a registered service mark of Merrill Lynch & Co., Inc.
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B:Buy, N:Neutral, S: Sell, U:Underperform, PO : Price objective, NA : No longer valid
Prior to May 31, 2008, the investment opinion system included Buy, Neutral and Sell. As of May 31, 2008, the investment opinion system includes Buy, Neutral and Underperform. Dark Grey shading indicates that a security is restricted with the
opinion suspended. Light grey shading indicates that a security is under review with the opinion withdrawn. The current investment opinion key is contained at the end of the report. Chart is current as of October 31, 2008 or such later date as
indicated.

Investment Rating Distribution: Non-Ferrous Metals/Mining & Minerals Group (as of 01 Oct 2008)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 80 56.74% Buy 15 21.13%
Neutral 32 22.70% Neutral 1 44.00%
Sell 29 20.57% Sell 6 27.21%
Investment Rating Distribution: Global Group (as of 01 Oct 2008)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 1647 45.31% Buy 429 28.83%
Neutral 858 23.60% Neutral 240 31.41%
Sell 1130 31.09% Sell 227 22.02%

* Companies in respect of which MLPF&S or an affiliate has received compensation for investment banking services within the past 12 months. For purposes of this distribution, a stock
rated Underperform is included as a Sell.

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK
RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium and C - High. INVESTMENT RATINGS reflect the analyst’s assessment of a
stock’s: (i) absolute total return potential and (ii) attractiveness for investment relative to other stocks within its Coverage Cluster (defined below). There
are three investment ratings: 1 - Buy stocks are expected to have a total return of at least 10% and are the most attractive stocks in the coverage cluster;
2 - Neutral stocks are expected to remain flat or increase in value and are less attractive than Buy rated stocks and 3 - Underperform stocks are the least
attractive stocks in a coverage cluster. Analysts assign investment ratings considering, among other things, the 0-12 month total return expectation for a
stock and the firm’s guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be referenced to better
understand the total return expectation at any given time. The price objective reflects the analyst’s view of the potential price appreciation (depreciation).

Investment rating Total return expectation (within 12-month period of date of initial rating)  Ratings dispersion guidelines for coverage cluster*
Buy > 10% < 70%
Neutral 2> 0% < 30%
Underperform N/A > 20%

* Ratings dispersions may vary from time to time where Merrill Lynch Research believes it better reflects the investment prospects of stocks in a Coverage Cluster.

INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), 8 - same/lower (dividend not considered
to be secure) and 9 - pays no cash dividend. Coverage Cluster is comprised of stocks covered by a single analyst or two or more analysts sharing a common
industry, sector, region or other classification(s). A stock’s coverage cluster is included in the most recent Merrill Lynch Comment referencing the stock.

In the US, retail sales and/or distribution of this report may be made only in states where these securities are exempt from registration or have been qualified for
sale: NALCO.

The country in which this company is organized has certain laws or regulations that limit or restrict ownership of the company's shares by nationals of other
countries: NALCO.

The analyst(s) responsible for covering the securities in this report receive compensation based upon, among other factors, the overall profitability of Merrill
Lynch, including profits derived from investment banking revenues.
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MLPF&S distributes research reports of the following non-US affiliates in the US (short name: legal name): Merrill Lynch (France): Merrill Lynch Capital Markets
(France) SAS; Merrill Lynch (Frankfurt): Merrill Lynch International Bank Ltd, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd;
Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLPF&S (UK): Merrill Lynch, Pierce, Fenner & Smith Limited; Merrill Lynch (Australia): Merrill Lynch
Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd; Merrill
Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch
Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul): Merrill Lynch International Incorporated (Seoul Branch); Merrill
Lynch (Taiwan): Merrill Lynch Securities (Taiwan) Ltd.; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT Merrill Lynch
Indonesia; Merrill Lynch (KL) Sdn. Bhd.: Merrill Lynch (Malaysia); Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): Merrill Lynch CIS Limited,
Moscow; Merrill Lynch (Turkey): Merrill Lynch Yatirim Bankasi A.S.; Merrill Lynch (Dubai): Merrill Lynch International Bank Ltd, Dubai Branch; MLPF&S (Ziirich rep.
office): MLPF&S Incorporated Ziirich representative office.

This research report has been prepared and issued by MLPF&S and/or one or more of its non-U.S. affiliates. MLPF&S is the distributor of this research report in
the U.S. and accepts full responsibility for research reports of its non-U.S. affiliates distributed in the U.S. Any U.S. person receiving this research report and wishing
to effect any transaction in any security discussed in the report should do so through MLPF&S and not such foreign affiliates.

This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith Limited, which is authorized and
regulated by the Financial Services Authority; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd, a registered securities dealer
under the Securities and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC; is
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Copyright, User Agreement and other general information related to this report:

Copyright 2008 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research report is prepared for the use of Merrill Lynch clients and
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