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Shareholding (%) 

Promoters   87.1 

FII’s   1.8 

MFs/FI’s/Banks   1.3 

Insurance Co.   5.6 

Others   4.2 

 

Share price performance 

52-week high/low (Rs) 338/180  

 -1m       -3m       -12m       

Abs (%)                      5.4       4.0       -21.2  
Rel* (%)                    -3.2       5.0      -37.6  
*to Nifty 
 

 Stock chart 

 

150
200
250
300
350

A-
06 J-0

6

A-
06

O
-0

6

D
-0

6

F-
07

A-
07

 
 

 
 

Concerns over falling alumina prices remain 
During Q4FY07, National Aluminium Company Ltd. (NALCO) 
registered 1.9% YoY growth due to stagnant volume growth, as 
the plant has been working at peak capacity. Aluminium 
realisations have increased 15.3% YoY; however, this was off-
set with alumina realisations being lower 45.9% YoY. Alumina 
prices had declined sharply during the year, touching a low of 
US$250 per tonne. Although alumina prices have since 
recovered; performance of the chemical division has been 
lower, as the company had entered into contracts to supply 
alumina at lower levels. Lower realisations in alumina division 
and higher sales of aluminium (lower margin business) have 
caused the company’s operating profit margin to decline by 
220bps QoQ and 690bps YoY to 56.2%.   

At the current price, the stock is trading at a P/E of 8.3x FY08E. 
We believe that aluminium prices are not sustainable at current 
levels and should decline going forward. Moreover, with 
volumes set to remain flat and with the company working at 
peak utilisation levels, we do not expect a sizeable volume 
growth. Consequently, NALCO’s profitability would be impacted 
negatively during FY08E. This has led us to be cautious on the 
company; hence, we maintain ‘Reduce’ rating on the stock.  

 Flat topline growth due to lower volumes: During Q4FY07, 
NALCO posted a revenue growth of 1.2% YoY. The 
company’s aluminium realisations were higher by 15.3% 
YoY and volumes were marginally lower by 1% YoY. 
However, a 45.9% decline in alumina realisations has 
negated the company’s performance.     

Table 1. Production performance 

(tonnes) Q4FY07 Q4FY06 Growth (%)

Alumina Hydrate         395,700        403,400                 (1.9)
Aluminium Metal           88,820          89,873                 (1.2)
Electricity (mn units)             1,537            1,548                 (0.7)

 Source: IISL research, company 

 Aluminium division - strong growth in operating margin: In 
line with strong prices of aluminium on the LME, coupled 
with lower alumina prices, NALCO’s aluminium division 
posted strong EBIT margin of 39.9%, an improvement of 
2,350bps YoY and 890bps QoQ. Strong global demand has 
kept prices of aluminium firm during the quarter. However, 
we believe prices are not sustainable at these levels, and 
are likely to correct over the next few quarters. This leads us 
to believe that the division’s margin could correct going 
forward. 

 

REDUCE
Rs243 
 

April 30, 2007 

Market cap 

Rs bn 157 

US$ mn 3,819 

Avg 3m daily volume 

323,901 

Avg 3m daily value 

US$ mn 2 

Shares outstanding 
(mn) 

644 

Reuters 

NALU.BO 

Bloomberg 

NACL IN 

Sensex 

13,909 

Nifty 

4,084 
 



 Metals 

  National Aluminium Company 

                                                                                                                                 NALCO/Metals 
 

  
 

Institutional Equity 

 Alumina division impacted by lower realisations: During Q4FY07, alumina 
prices recovered after touching a low of US$250 per tonne. However, NALCO 
was unable to take advantage of this; as a part of sales was based on long-
term contracts signed at lower levels. The division’s topline has declined 47% 
YoY and 7.1% QoQ. Average realisations have declined by 45.9% YoY. Lower 
realisations have caused EBIT margin of the division to decline to 47.2%, a 
decline of 2,950bps YoY and 1,540bps QoQ. With long-term contracts in place 
for a part of its volumes, we do not expect profitability of the division to 
improve significantly going forward. 

Table 2. Segmental results  

(Rs mn)  Q4FY07  Q4FY06 YoY %  Q3FY07 QoQ % 

Chemicals 
Sales 5,366.1 10,115.8 (47.0) 5,774.1 (7.1)
EBIT 2,534.6 7,759.8 (67.3) 3,614.5 (29.9)
EBIT margin (%) 47.2 76.7 62.6 

Aluminium 
Sales 11,248.4 9,870.9 14.0 11,667.9 (3.6)
EBIT 4,487.1 1,616.6 177.6 3,618.3 24.0 
EBIT margin (%) 39.9 16.4 31.0 
Source: IISL research, company 

 

 Operating margin comes under pressure: NALCO’s overall operating margin 
has been declining since the beginning of the current financial year. However, 
the decline has been limited, as the aluminium division partially compensated 
for poor performance of the alumina division. The company’s operating 
margins declined by 220bps QoQ and 690bps YoY to 56.2%. We believe 
aluminium prices are not sustainable at current levels; with a price decline, we 
could see operating margin decline going forward.  

 Valuation: At the current price, the stock is trading at a P/E of 8.3x FY08E. We 
believe that aluminium prices are not sustainable at current levels and should 
decline going forward. Moreover, with volumes set to remain flat and with the 
company working at peak utilisation levels, we do not expect a sizeable 
volume growth. Consequently, NALCO’s profitability would be impacted 
negatively during FY08E. This has led us to be cautious on the company; 
hence, we maintain ‘Reduce’ rating on the stock.   
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 Table 3. Quarterly result table 

Rs mn  Q4FY07  Q4FY06  YoY (%)  Q3FY07  QoQ (%)
Net Sales 15,667.5 15,380.4 1.9 14,485.7 8.2 
Total Expenses 6,869.3 5,675.4 21.0 6,036.5 13.8 
 Inc / Dec in stock 331.2 5.1 (97.0)
 Raw material consumed 1,487.5 1,221.0 21.8 1,585.8 (6.2)
 Power and fuel 2,146.9 2,274.9 (5.6) 2,080.8 3.2 
 Staff cost 1,218.0 879.7 38.5 858.3 41.9 
Other expendifure 1,685.7 1,294.7 30.2 1,608.6 4.8 
EBIDTA 8,798.2 9,705.0 (9.3) 8,449.2 4.1 
Other Income 1,198.8 851.4 40.8 978.3 22.5 
PBIDT 9,997.0 10,556.4 (5.3) 9,427.5 6.0 
Interest 0.0 0.0 0.0 
Depreciation 818.5 893.8 (8.4) 744.0 10.0 
PBT  9,178.5 9,662.6 (5.0) 8,683.5 5.7 
Tax 3,270.4 3,592.2 (9.0) 3,025.2 8.1 
PAT 5,908.1 6,080.2 (2.8) 5,726.0 3.2 
Equity 6,443.1 6,443.1 6,443.1 
EPS  9.2 9.4 (2.8) 8.9 3.2 
Key Ratios (%) 

EBIDTA Margin 56.2 63.1 58.3 
Interest / Sales 0.0 0.0 0.0 
Tax / PBT 35.6 37.1 34.1 
NPM 37.7 39.5 39.5 

  Source: IISL research, company 
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Financials 

Profit & Loss Balance Sheet
In Rs million FY05 FY06 FY07E FY08E In Rs million FY05 FY06 FY07E FY08E
Net sales 42,980.9 49,537.0 59,424.0 53,308.2 Equity capital 6,443.1 6,443.1 6,443.1 6,443.1
YoY (%) 32.0 15.3 20.0 (10.3) Preference capital 0.0 0.0 0.0 0.0
Total expenses 19,818.8 23,031.7 24,081.5 25,323.4 Reserves 40,535.0 52,484.1 72,654.9 87,884.9
Inc/dec in stock (259.1) (539.0) (133.8) (149.1) Net worth 46,978.1 58,927.2 79,098.0 94,328.0
Raw material cost 4,442.4 5,210.5 5,573.0 5,917.0
Staff cost 2,899.9 3,314.5 3,840.2 3,993.8 Total borrowings 0.0 0.0 0.0 0.0
Power and fuel cost 7,583.4 9,378.4 8,522.3 8,805.8 Deferred tax 6,524.5 6,417.3 6,116.5 5,878.0
Other manufacturing expe 2,774.9 3,326.5 3,585.1 3,874.9
Other expenses 2,377.3 2,340.8 2,694.7 2,880.9 Total liabilities 53,502.6 65,344.5 85,214.5 100,206.1
EBIDTA 23,162.1 26,505.3 35,342.5 27,984.8
YoY (%) 53.5 14.4 33.3 (20.8) Gross block 87,845.5 89,612.2 94,111.1 108,107.7
EBIDTA (%) 53.9 53.5 59.5 52.5 Less: Acc. depreciation 46,455.5 50,167.1 53,288.0 56,770.0
Other income 765.2 1,289.0 4,025.3 4,220.9 Net block 41,390.0 39,445.1 40,823.0 51,337.7
PBIDT 23,927.3 27,794.3 39,367.8 32,205.6 CWIP 2,066.1 2,321.6 5,321.6 6,801.6
Interest 606.1 0.0 0.0 0.0
Gross profit 23,321.2 27,794.3 39,367.8 32,205.6 Investments 7,316.4 21,897.8 39,453.0 42,246.9
Depreciation 4,610.8 3,772.4 3,120.9 3,482.0 Current assets 10,794.0 11,081.0 10,625.4 10,992.2
PBT and extra ordinary 18,710.4 24,021.9 36,246.9 28,723.7 Inventories 5,290.6 5,915.8 6,322.9 6,726.1
Extra ordinary items (7.7) 274.5 0.0 0.0 Debtors 928.1 294.2 357.0 320.6
PBT 18,702.7 24,296.4 36,246.9 28,723.7 Cash 235.7 39.3 300.0 300.0
(-) Tax 6,354.3 8,674.4 12,441.7 9,859.4 Loans and advances 4,339.6 4,831.7 3,645.5 3,645.5
  Current Tax 6,075.5 8,450.7 12,742.6 10,097.8 Current liabilities 6,162.5 6,073.3 6,250.7 6,414.4
  Deferred Tax 278.8 223.7 (300.8) (238.4)
Tax/ PBT 34.0 35.7 34.3 34.3 Provisions 1,901.4 3,327.7 4,757.9 4,757.9
PAT 12,348.4 15,622.0 23,805.1 18,864.3 Net current assets 2,730.1 1,680.0 (383.2) (180.1)
Adjusted net profit 12,348.4 15,622.0 23,805.1 18,864.3 Miscellaneous expenses 0.0 0.0 0.0 0.0
YoY (%) 67.5 26.5 52.4 (20.8) Total assets 53,502.6 65,344.5 85,214.5 100,206.1

Key Ratios Cash Flow
FY05 FY06 FY07E FY08E In Rs million FY05 FY06 FY07E FY08E

EPS (Rs) 19.2 24.2 36.9 29.3 Net profit 12,348.4 15,622.0 23,805.1 18,864.3
Adjusted EPS (Rs) 19.2 24.2 36.9 29.3 Depn and w/o 4,610.8 3,772.4 3,120.9 3,482.0
CEPS (Rs) 26.8 30.4 41.3 34.3 Deferred tax 278.8 223.7 (300.8) (238.4)
Book value (Rs) 72.9 91.5 122.8 146.4 Change in working cap (2,215.7) 853.7 2,323.9 (203.0)
Dividend per share (Rs) 4.6 5.7 5.6 5.6 Other income 765.2 1,289.0 4,025.3 4,220.9
Debt-equity (x) 0.0 0.0 0.0 0.0 Operating cash flow 14,257.1 19,182.8 24,923.8 17,683.9
ROCE 40.7 42.9 46.7 28.3
ROE 29.2 29.5 34.5 21.8 Other income 765.2 1,289.0 4,025.3 4,220.9

Capex (1,118.7) (2,083.0) (7,498.9) (15,476.6)
Valuations Investments (5,316.4) (14,581.4) (17,555.2) (2,793.9)
PE (x) 12.7 10.0 6.6 8.3 Investing cash flow (5,669.9) (15,375.4) (21,028.8) (14,049.6)
Cash PE (x) 9.1 8.0 5.9 7.1

Dividend (2,933.0) (3,673.4) (3,634.3) (3,634.3)
Price/book value (x) 3.3 2.7 2.0 1.7 Equity (4.0) 0.5 0.0 0.0
Dividend yield 1.9 2.3 2.3 2.3 Debt (6,543.9) 0.0 0.0 0.0
Market cap/sales 3.6 3.2 2.6 2.9 Financing cash flow (9,480.9) (3,672.9) (3,634.3) (3,634.3)
EV/sales (x) 3.6 3.2 2.6 2.9 Others 145.9 (330.9)
EV/EBDITA (x) 6.4 5.1 3.3 4.1 Net change in cash (747.9) (196.4) 260.7 0.0

Opening cash 983.6 235.7 39.3 300.0
Closing cash 235.7 39.3 300.0 300.0
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Disclaimer Clause 
 
This report has been prepared by the Research Department of IL&FS Investsmart Securities Limited (IISL). The information and opinions contained herein have 
been compiled or arrived at based upon information obtained in good faith from sources believed to be reliable. Such information has not been independently 
verified and no guaranty, representation of warranty, express or implied is made as to its accuracy, completeness or correctness. All such information and opinions 
are subject to change without notice. This report has been produced independently of the company, and forward looking statements, opinions and expectations 
contained herein are entirely those of IISL and given as part of its normal research activity and not as a Manager or Underwriter or any Offering or as an agent of 
the Company or any other person. Accordingly, if the Company should at any time commence an Offering of securities, any decision to invest in any such Offer or 
invitation to subscribe for or acquire securities of the Company must be based wholly on the information contained in the Final Prospectus issued or to be issued 
by the Company in connection with any such Offer or invitation and not on the contents hereof. This document is for information purpose only. Descriptions of any 
company or companies or their securities mentioned herein are not intended to be complete and this document is not, and should not be construed as an offer or 
solicitation of an offer, to buy or sell any securities or other financial instruments. IISL, its directors, analysts or employees do not take any responsibility financial or 
otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to, 
fluctuation in the prices of the shares and bonds, changes in the currency rates, diminution in the NAVs reduction in the dividend or income, etc 
IISL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in 
the report or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organizations 
described in this report. 
This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by any person or entity who is a citizen or 
resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law 
or regulation or what would subject IISL or its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently send or has 
reached any individual in such country, especially, USA the same may be ignored and brought to the attention of the sender. This document may not be 
reproduced, distributed or published for any purpose without prior written approval of IISL. 
Foreign currency denominated securities, if any, wherever mentioned are subject to exchange rate fluctuations which could have an adverse effect on their value 
or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively 


