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WELL PLACED IN VOLATILE ALUMINA MARKET

Our recent interaction with the management of Nalco suggests that
the company is well placed despite lower spot prices, given its low
operating cost in alumina of around USD100 per ton. As regards
contract pricing, the company has entered into an alumina tender

VISIT NOTE

Tel: 9122 6754 7761 contract (120,000 tonnes from Sept 2006 to Aug 2007) at 11.5% of

LME aluminium price, which is significantly lower than the earlier

Relative Performance contract price of 23% of LME aluminium price.
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of USD 330-380 per ton. We believe Nalco would be able to report
higher profits on relatively higher alumina prices (for the first five
months of FY07) and higher aluminium prices for the most of FYQ7.
However lower alumina and aluminium prices would reduce earnings
in FY08. To adjust for the lower alumina prices, we have revised our
earnings downward for FY07 to Rs 32.9 (down by 7% from previous

Shareholding (%) Jun-06 QoQ chg

Promoters 87.2 0.0

FlIs : 2.9 0.0 forecast) and to Rs 28.5 for FY08 (down by 5%). At CMP (Rs.211),
MFs / UTI : 1.0 (0.8) the stock trades 6.4x FYO7E earnings. We have revised our price
gi‘;‘:fs/ Fls L 04 target to Rs.285 based on 10x FYOSE earnings. We believe the stock

would trade at a discount, due to higher exposure to volatile spot
alumina prices, and absence of volume growth over the next three
years. We maintain our sector Neutral recommendation as we
believe, there are other compelling Outperformers in the non ferrous
sector,

Financial summary

Sales PAT Consensus EPS Change P/E RoOE RoCE EV/EBIDTA DPS
Y/E Mar (Rs.mn) (Rs. mn) EPS* (Rs.) (Rs.) YoY (%) (x), (%) (C)) (x) (Rs.)
2005 42,362 11,896 - 18.5 64 94 28.1 41.4 4.6 4.5
2006 49,940 15,647 - 24.3 32 12.1 295 45.9 6.2 5.0
2007E 59,401 21,185 32.5 32.9 35 6.4 313 47.6 2.9 6.0
2008E 54,689 18,374 22.3 28.5 (13) 74 220 33.3 3.2 6.0

Source: *Consensus broker estimates, Company, ENAM estimates

ENAM Research is available on Bloomberg (ENAM <Go>), Multex.com and Firstcall.com 6 September 2006



Nalco

Alumina

Spot vs Contract: Nalco has entered into a one year alumina contract of
120,000 tonnes, starting 1** September06 at 11.5% of LME aluminium. This
is sharply lower than the one-year contract pricing of 23% of LME
aluminium struck at the beginning of the year. With the signing of the new
contract, contract sales of alumina would now account for 40% of total
alumina sales as opposed to earlier 30%. The previously contracted
alumina volume (30%) is locked in at higher 23% of LME aluminium prices
till December 2006. Given the volatile spot prices, Nalco plans to wait
before entering into any fresh yearly contracts.

As a result, for CY2006, the company would sell 0.6 mn tonnes of alumina
in the spot market and the balance ~0.3 mn tonnes through annual
contracts. The pricing of spot alumina sales is obtained through tenders to
its registered buyers on monthly basis. The company has the flexibility to
switch to contracts as and when it chooses in the future. However, for the
current year, the company is prepared to be in the volatile spot market.

Pricing: The sharp fall in recent annual contract pricing is on account of
continuous drop in spot alumina prices, which is currently at USD 275 per
ton. The spot price of alumina had hit a high of over USD 600 per ton
recently, and has since steadily declined over the last few months. The
decline is due to the lower purchases by the Chinese aluminium producers
who have switched partly to Chinese alumina production, which rose
sharply in FY07.

Volume: We believe, the volume of alumina production/ sales is likely to
remain flat for the next two years.

Cost of production: The operating cost of alumina production has
increased to more than USD 100 per ton, up some USD 20 per ton a couple
of years ago. Cost of production including the fixed cost of capital and
depreciation will be USD 150 per ton.

(Please refer to page 4 for alumina price trend, Chinese alumina production trend,
bauxite import trends and cost of alumina production)

Aluminium

Domestic Vs International mix: The Company now sells more aluminum
in the domestic market vis-a-vis exports as the domestic market has been
growing rapidly. Also, demand from the electrical sector is rising and the
company expects to sell higher volumes of wire rods over the next couple
of years.

Volume: The Company is operating at more than its rated capacity of
345,000 tpa. The company does not expect a significant rise in volume over
the next couple of years.

Product Mix: The product mix is likely to improve gradually as the
company is yet to stabilize the operation of the new rolling mill as tight
schedules of the technical experts of the machinery supplier continue to
result in delays.
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Nalco

Cost pressure — Fuel and caustic soda remain firm

= Power/ Coal: Domestic pricing of coal remains unchanged, as abundant
coal supplies are being made available to Nalco’s captive power plant and
alumina refinery.

= Captive Coal Mining: The company is awaiting regulatory clearance on
the coal project. The Company plans to develop its own captive coalmines
on the coal blocks that are allotted to it. The captive coalmines are located
40 Kms away as against 14 Kms from the existing coal mines. The captive
mining from the coalmine would coincide with the expansion of aluminium
smelter and power plant.

= Calcined Pet Coke: The cost of calcined pet coke continues to remain
firm, in line with higher crude oil prices.

= Caustic Soda: The caustic soda prices is expected to be higher by 15% in
FY07 at around Rs.18,000 per ton. The company expects caustic soda
prices to remain firm for the next couple of years.

= Fuel Oil: Fuel oil too witnessed higher pricing trend, in line with the rise in
crude oil prices. Fuel oil prices are likely to remain at higher levels.

= CT Pitch: Coal Tar pitch prices have almost doubled as a result of shortage
of coke derivatives from the steel plants.

= Employee expenses: Employee expenses are likely to rise at a normal
pace this year. In FY 08, however employee cost could rise on account of
pay revision.

Expansion plan — Full operational in FY10

The company now expects the expansion projects to be fully operational by
FY10. The company plans to raise the alumina capacity by 0.5 mn tpa to 2.1
mn tpa and that of aluminium capacity by 115,000 tonnes pa to 460,000 tpa.
The estimated capital expenditure is around Rs. 41 bn.

Capex Details

Current Capacity Addition| Final Capacity Project Cost

Refineries

Bauxite 4.8 mn tpa 1.5 mn tpa 6.3 mn tpa -
Alumina 1.6 mn tpa 0.5 mn tpa 2.1 mn tpa Rs.15bn
Smelter

Aluminium (tonne) 345,000 115,000 460,000 Rs.18bn
Power 920 MW 240 MW 1,160 MW Rs.8bn
Total Rs.41bn

Source: ENAM Research

While capital expenditure estimates are as of 26th October 2004, we believe
there is bound to be marginal escalation in the project cost on account of rising
cost of inputs. The cost over run is likely to be in the range of 5-8%.
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Nalco

Financials and Cash flow: The proposed capex outlay (including over-run)
for FY0Q7 is Rs6.5 bn, Rs.14-15 bn in FY08 and the balance Rs 25 bn in FY09. As
of 31st March 2006, the company had close to Rs 22 bn of cash & cash
equivalents. Given the Q1FY07 PAT of Rs 6.2bn, the cash & cash equivalents,
as on 30th June 2006, stands at ~ Rs 29 bn.

The company deposits the surplus cash with banks at market driven interest
rates on short maturity. The current short-term deposit rates from the banks
range from 8 to 8.5% p.a.

Alumina industry overview:

Alumina: Spot prices

Chinese Alumina Supply: Annualized Production

700
600
500
400
300
200
100

0

($/tonne) 16 -
1 (mn tonnes)
| 14 -
P
] \ 12 - /
J 10 + -
] J“HFW—H\J Nalco Op. cost 8 -
| S~ VAN
] 61
T T T T T T T T T T 4 T T T T T T T T T T T T T
ol N~ [ee] (o] o — (o] [s0) < n O
g 8§ 8 8§ 888 835 3 3 £§885388853535383883
(=) (=) (=) o o o [=)) (=) (=) (=) (=) cC > a Cc > o Cc > a Cc > a Cc >
3 3 3 3 3 3 3 3 3 3 3 T ©o O ® © O © O P ©® O O ©@ ©
L T £ T T £ T = = < < SEO0 T 000000 s

Source: Bloomberg, ENAM Research, China National Statistics

As a result of higher production of alumina, China is now importing bauxite on a
large scale.

China’s bauxite imports are climbing rapidly.
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China: Operating cost alumina

Imported bauxite Domestic bauxite
($/ton) Cost per ton of alumina Cost per ton of alumina
Bauxite 180 100
Chemical 30 90
Fuel 50 50
Overhead 25 25
TOTAL 285 265

Source: Company, ENAM Research

This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this document
should be construed as investment or financial advice, and nothing in this document should be construed as an advice to buy or sell or solicitation to buy or sell the
securities of companies referred to in this document. The intent of this document is not in recommendary nature

Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of
companies referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an
investment. The investment discussed or views expressed may not be suitable for all investors

Enam Securities Private Limited has not independently verified all the information given in this document. Accordingly, no representation or warranty, express or implied,
is made as to the accuracy, completeness or fairness of the information and opinions contained in this document

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the views
expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and alternations to this
statement as may be required from time to time without any prior approval

Enam securities Private Limited, its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in, or deal as
principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for, or solicit investment
banking or other business from, any company referred to in this report. Each of these entities functions as a separate, distinct and independent of each other. The recipient
should take this into account before interpreting the document

This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of ENAM Securities
Private Limited. The views expressed are those of analyst and the Company may or may not subscribe to all the views expressed therein

This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or
published, copied, in whole or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into the United State (to U.S.Persons),
Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. The distribution of
this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform themselves about, and observe, any
such restrictions

Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential
including lost revenue or lost profits that may arise from or in connection with the use of the information.

Copyright in this document vests exclusively with ENAM Securities Private Limited.
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