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Consolidated

 NACL's 2QFY12 PAT declined 38% QoQ to INR1.4b, below our estimate of INR2.9b, due to increased operating

costs on account of higher coal and fuel oil prices, high cost purchased power and higher raw material prices.

 Aluminum production declined 5% QoQ to 105k tons due to shutdown of CPP, as coal supply from MCL mines was

disrupted due to heavy rainfall in the region. According to our calculations, cost of production (CoP) of aluminum

increased to USD2,675/ton (including depreciation) and CoP of alumina was USD336/ton.

 EBITDA declined 71% QoQ to INR1.5b due to increased operating costs, led by higher costs of coal, fuel oil and raw

material (such as aluminum fluoride, CPC), and high cost purchased power.

 NACL completed refinery expansion during the quarter, which will drive alumina volumes in 2HFY12. It expects to

start operations from its Utkal-E block (having reserves of 70m tons) by June 2012, as it has been granted pre-

approval for mining lease in August 2011.

 We are cutting our EPS estimate for FY12 by 24% to INR3.9 to model poor 2QFY12 performance. We expect strong

volume growth, going forward, but do not factor in the benefits of captive coal in FY13. The stock trades at an EV of

3.7x FY13E EBITDA. Maintain Neutral.
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Heavy rainfall impacts coal supply, has cascading effect on NACL's
performance

 Net sales declined 8% QoQ to INR16b due to lower metal volumes and lower LME
prices. Aluminum sales tonnage declined 8% QoQ to 101k tons, as production was
affected due to short supply of coal. NACL produced 390k tons (up 3% YoY; down
2% QoQ) of alumina and 105k tons (down 5% YoY and QoQ) of aluminum during the
quarter.

 Aluminum production was impacted by shutdown of CPP, as coal supply from MCL
mines was disrupted due to heavy rainfall in the region. NACL received only 7,400
tons of coal per day against its daily requirement of 12,000 tons. It finally had to resort
to imported coal, which raised costs. Resultantly, NACL ran 120 pots on low amperage
during the quarter. However, coal supply has improved now and NACL expects to
improve amperage in the next few weeks.

 Alumina sales declined 20% QoQ to 180k tons. Though NACL has commissioned the
second phase expansion during the quarter, incremental production will be received
only in 3QFY12.

 Average LME aluminum realization declined 4% QoQ (up 19% YoY) to USD2,656/
ton while implied average realization for third party alumina sales was USD448/ton,
higher than our estimate of USD396/ton.

EBITDA declines 71% QoQ on increased operating costs

 EBITDA declined 71% QoQ to INR1.5b, below our estimate of INR4.4b. Operating
costs were higher led by increase in prices of coal, fuel oil and raw material (such as
aluminum fluoride, CPC) and high cost purchased power.

 As availability of linkage coal is reducing in the domestic markets, there has been
higher reliance on costlier imported/e-auction coal over the past few quarters. In
2QFY12, linkage coal availability further declined due to heavy rainfall in the region.

 According to our calculations, the cost of production of aluminum shot to USD2,675/
ton (including depreciation) and CoP of alumina was USD336/ton.

Production declined due to coal shortage ('000 tons)

Source: Company
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EBIT loss in aluminum segment after nine quarters (USD/ton)

Metal realization down 4% QoQ (USD/ton)

Margins squeezed due to higher RM and coal cost

Source: Company

Cutting FY12 EPS estimate by 24%; maintain Neutral

 NACL completed refinery expansion to 2.1mtpa during the quarter, which will drive
alumina volumes in 2HFY12. It expects incremental volumes of ~50k tons in 3QFY12.

 Though benefits of phase-2 expansions will drive earnings growth, higher coal and
fuel prices will continue to affect NACL's performance until the captive coal block
starts operations. NACL expects to start operations from its Utkal-E block (having
reserves of 70m tons) by June 2012, as the mining lease deed is likely to be signed
soon. In August 2011, the Ministry of Coal granted its prior approval for mining lease
of Utkal-E coal block at Angul, with an estimated reserve of 70m tons in favor of
NACL. Mining will be carried out in the allocated area after obtaining permission
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from the Forest Department under Forest Conservation Act and meeting other
stipulations.

 We are cutting our EPS estimate for FY12 by 24% to INR3.9 to model poor 2QFY12
performance. We expect strong volume growth in both alumina and aluminum, going
forward, but do not factor in the benefits of captive coal in FY13. The stock trades at
an EV of 3.7x FY13E EBITDA. Maintain Neutral.
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Shareholding Pattern (%)
Sep-11 Jun-11 Sep-10

Promoter 87.2 87.2 87.2

Domestic Inst 5.2 5.1 5.4

Foreign 4.3 4.5 4.3

Others 3.4 3.2 3.2

Stock performance (1 year)

Comparative valuations
Nalco Hindalco Sterlite

P/E (x) FY12E 14.6 6.8 6.2

FY13E 10.2 6.0 6.4

P/BV (x) FY12E 1.2 1.3 0.8

FY13E 1.1 1.1 0.7

EV/Sales (x) FY12E 1.3 0.6 0.8

FY13E 1.0 0.6 0.6

EV/EBITDA (x) FY12E 6.8 5.4 3.9

FY13E 3.7 4.9 3.0

EPS: MOSL forecast v/s Consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 3.9 6.0 -34.5

FY12 5.6 5.5 2.8

Target Price and Recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

57 67 17.5 Neutral

Company description

NACL is a fully integrated producer of aluminum and
alumina. Aluminum contributes ~70% and alumina ~30%
of revenue. Its aluminum smelter (0.46mtpa) sources
alumina and power from its captive refinery in Damanjodi
and captive power plant located in Angul. Coal for power
generation is sourced from the state-owned Coal India;
hence, the cost of power generated is low. The alumina
refinery, which has a capacity 2.1mtpa, is located in
Damanjodi (Orissa) close to captive bauxite mines at
Panchpatmalli. The bauxite from these mines is of superior
quality and consumes low energy in the crushing and
digestion process during conversion to alumina. Therefore,
NACL's cost of production is the lowest in the world.

Key investment arguments

 NACL has increased its capacity for aluminum smelting
from 345ktpa to 460ktpa, for alumina refining from
1.6mtpa to 2.1mtpa, and for captive power from
960MW to 1,200MW.

 The company has been allotted a coal block, Utkal-E,
which has coal reserves of ~70m tons, which will
insulate the company from input price risk.

Key investment risks

 Unexpected fall in alumina or aluminum prices may
adversely impact profitability.

Recent developments

 Mr SS Mahapatra has assumed charge as Director
(Production) with effect from 1 October 2011 in
accordance with the order dated 22 July 2011 from
Ministry of Mines, Government of India.

Valuation and view

 The stock trades at 10.2x FY13E EPS and an EV of
3.7x FY13E EBITDA. Maintain Neutral.

Sector view

 Base metal prices have corrected amidst an uncertain
macroeconomic environment, especially in Europe.
Aluminum prices at LME are trading at ~10% lower
than the average in the last quarter. At current LME
prices, significant global capacity is now believed to be
making loss. However, these high cost smelters have
yet to cut production. High production costs are
expected to support LME. Forward prices continue to
trade in contango.

Nalco: an investment profile
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Financials and Valuation
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N O T E S
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