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NALCO

BSE SENSEX S&P CNX . .
37,888 11,450 CMP: INR67 TP: INR 108 (+60%) Buy

Motilal Oswal values your support in Bumper quarter led by Strong alumina priCing

the Asiamoney Brokers Poll 2018 for y/5), tjons attractive; Maintain Buy
India Research, Sales and Trading , .
team. We request your ballot. NALCO’s 1QFY19 EBITDA increased 61% QoQ (+344% YoY) to INR10.1b (est. of
i’ﬂli INR6.9b), driven by strong alumina pricing. Adj. PAT grew 70% QoQ (~5x YoY) to
_ INR6.3b. PAT is adjusted for ~INR0.9b gain on revaluation of renewable purchase
obligation after resumption of trading on electricity exchanges.

m  Alumina: Production increased 3% QoQ (+11% YoY) to 583kt - best ever in a

Bloomberg NACL IN

Equity Shares (m) 1,933 quarter. Sales declined 27% QoQ (+24% YoY) to 320kt due to re-stocking.
M.Cap.(INRb)/(USDb) 1303/1.9 Alumina realization increased 36% QoQ to USD562/t.

iz;swfze; Rlar;ge (;NR) 5/9186; ;Z ®  Aluminum: Production was down 2% QoQ but up 9% YoY to 110kt. Sales were
12M Ave flél (TLL';\)/I) : (;78 down ~6% QoQ (+18% YoY) to 105kt. Aluminum realization increased ~7% QoQ

Free float (%) 43.8 to USD2,526/t led by higher LME. Cost of production (incl. depreciation) was
down USD177/t QoQ to USD2,161/t due to lower other expenses. EBIT per ton
doubled QoQ to USD365.

Financials & Valuations (INR b)

Y/E March 2018 2019E 2020E ) : ; ] . . o
Net Sales 951 1110 1117 Alumina prices to drive earnings; valuations attractive; Maintain Buy
EBITDA 166 28.4 254 M NALCO is likely to benefit from strong alumina prices, led by the closure of
NP 9.7 17.6 15.8 Hydro’s alumina facility and shutdowns at Chinese refineries. Spot alumina
EPS (INR) 5.0 9.1 8.2 prices are trading above USD500/t versus our estimate of USD450/t for the
EPS Gr. (%) 353 807 -104 remainder of FY19 and FY20. NALCO is a key beneficiary of higher alumina
BV/Sh. (INR) 577 650 711 prices, given its net long position and advantage of low-cost captive bauxite.
0,
EOEE(@) 12.411 ;g'ﬁ ig'g m  We upgrade our EBITDA estimate by 13% to INR28.4b and PAT estimate by
o . . . .
PJE () ° 132 73 8 ~12% to INR17.6b on the beat in 1Q.
P/BV (x) 12 10 o9 ™ We expectEBTIDA to increase by 71% to INR28.4b in FY19, considering the
strong sector tailwinds. The stock is trading at attractive valuations of
Estimate change 1 EV/EBITDA of 3x FY20E. We value the stock at 5.5x FY20E EV/EBITDA at
TP change L g INR108/share. Maintain Buy.
Rating change =)
Quarterly Performance (Standalone) — INR million
Y/E March FY18 FY19 FY18 FY19E FY19 vsEst
1Q 2Q 3Q aQ 1Q 2QF 3QE 4QE 1QE (%)
Aluminium Sales ('000 tons) 89 113 110 112 105 112 112 112 424 441 112 -6
Alumina Sales ('000 tons) 259 380 256 440 320 231 303 353 1,335 1,208 313 2
Avg LME Aluminium (USD/ton) 1,910 2,011 2,097 2,162 2,250 2,150 2,150 2,150 2,045 2,175 2,250 0
NSR premiums (USD/ton) 323 239 269 190 276 190 190 190 256 212 190 45
Alumina NSR (USD/ton) 314 334 422 413 562 450 450 450 371 478 475 18
Net Sales 18,027 24,548 23,888 28,632 29,733 25,079 27,299 28,840 95,094 110,951 28,206 5
Change (YoY %) 16.4 33.0 20.2 12.3 64.9 2.2 14.3 0.7 19.9 16.7 56
EBITDA 2,275 3,355 4,668 6,297 10,111 5,160 6,214 6,941 16,594 28,425 6,920 46
Change (YoY %) 16.9 947 637 473 3444 538 331 10.2 53.7 713 204
As % of Net Sales 126 13.7 195 22,0 340 206 228 241 17.5 256 245
Interest 4 4 5 6 6 0 0 0 20 0
Depreciation 1,170 1,123 1,243 1,268 1,217 1,169 1,224 1,219 4,804 4,829 1,169 4
Other Income 89 810 766 573 621 704 704 704 3,008 2,732 704  -12
PBT (before EO Item) 1,960 3,037 4,186 5,597 9,509 4,695 5,693 6,425 14,779 26,328 6,455 47
Extra-ordinary Income 0 162 6,784 -1,336 910 0 0 0 5,610 0
PBT (after EO Item) 1,960 3,199 10,969 4,261 10,419 4,695 5,693 6,425 20,388 26,328 6,455 61
Total Tax 670 853 3,752 1,690 3,549 1,532 1,858 2,097 6,964 9,037 2,107 68
% Tax 34.2 26.7 34.2 39.7 34.1 32.6 32.6 32.6 34.2 34.3 33
Reported PAT 1,289 2,346 7,218 2,571 6,871 3,162 3,835 4,328 13,424 17,291 4,348 58
Adjusted PAT 1,290 1,999 2,756 3,685 6,270 3,162 3,835 4,328 9,730 17,291 4,348 44
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Exhibit 1: Alumina and aluminum production volumes — kt
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Exhibit 2: Alumina and aluminum sales volumes — kt
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Exhibit 3: Alumina and aluminum realization — USD/t
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Exhibit 4: Target price calculation
FY15 FY16 FY17 FY18 FY19E FY20E

EBITDA 17,060 9,380 10,797 16,594 28,425 25,421
EV/EBITDA (x) 6.5 6.5 6.5 6.5 5.5 5.5
Target EV 110,891 60,973 70,177 107,864 156,339 139,817
add: CWIP 5,497 6,614 5,660 5,660 10,660 15,660
add: cash surplus 55,790 58,106 35,473 41,176 47,993 53,540
Equity Value 111,310 154,699 214,991 209,017
Target Price 80 111 108

Source: MOSL, Company
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Financials and Valuations

Income Statement (INR Million)
Y/E March 2013 2014 2015 2016 2016 2017 2018 2019E 2020E
Net Sales 69,165 67,809 73,828 68,160 68,170 75,430 95,094 110,951 111,732

Change (%) 4.6 -2.0 8.9 -7.7 10.7 26.1 16.7 0.7
Total Expenses 60,096 58,466 56,768 58,780 58,575 64,634 78,500 82,526 86,311
EBITDA 9,069 9,342 17,060 9,380 9,595 10,797 16,594 28,425 25,421

% of Net Sales 13.1 13.8 23.1 13.8 14.1 14.3 17.5 25.6 22.8
Depn. & Amortization 5,054 5,247 4,137 4,241 4,261 4,804 4,804 4,829 4,838
EBIT 4,014 4,095 12,924 5,139 5,333 5,993 11,790 23,596 20,584
Net Interest 75 0 0 12 33 27 20 6 0
Other income 5,111 5,577 6,726 5,366 6,052 4,075 3,008 2,732 2,814
PBT before EO 9,050 9,672 19,650 10,493 11,353 10,041 14,779 26,322 23,398
EO income 0 -494 1,484 535 -535 402 5,610 910 0
PBT after EO 9,050 9,178 21,134 11,028 10,818 10,442 20,388 27,232 23,398
Tax 3,122 2,755 7,916 3,718 4,015 2,962 6,964 9,037 7,637

Rate (%) 34.5 30.0 37.5 33.7 37.1 28.4 34.2 33.2 32.6
Reported PAT 5,928 6,424 13,219 7,310 6,803 7,480 13,424 18,196 15,761
Adjusted PAT 5,928 6,769 12,290 6,956 7,139 7,193 9,730 17,588 15,761

Change (%) -315 14.2 81.6 -43.4 2.6 0.8 35.3 80.7 -10.4
Balance Sheet (INR Million)
Y/E March 2013 2014 2015 2016 2016 2017 2018 2019E 2020E
Share Capital 12,886 12,886 12,886 12,886 12,886 9,665 9,665 9,665 9,665
Reserves 106,438 108,338 115,087 116,191 119,063 92,387 101,820 116,024 127,793
Net Worth 119,325 121,225 127,973 129,077 131,949 102,052 111,484 125,688 137,458
Total Loans 0 0 0 0 0 511 511 511 511
Deferred Tax Liability 9,031 9,101 11,053 11,101 11,641 12,456 12,456 12,456 12,456
Capital Employed 128,356 130,326 139,026 140,178 143,590 115,018 124,451 138,655 150,424
Gross Block 141,750 148,581 152,847 155,035 70,210 80,489 86,489 92,489 98,489
Less: Accum. Deprn. 75,461 80,662 86,393 90,360 4,253 9,044 13,848 18,678 23,515
Net Fixed Assets 66,289 67,919 66,454 64,675 65,957 71,444 72,640 73,811 74,973
Capital WIP 10,019 7,687 5,497 6,614 6,877 5,660 5,660 10,660 15,660
Investments 14,901 12,450 10 11 9,445 389 389 389 389
Curr. Assets 72,061 77,428 89,815 93,891 84,825 67,517 77,534 87,305 92,998
Inventories 13,806 11,737 11,656 11,270 10,550 11,559 14,590 17,023 17,142
Account Receivables 1,430 2,436 1,208 2,352 2,352 1,843 3,126 3,648 3,673
Cash and Bank Balance 35,044 40,483 55,780 58,095 51,692 35,084 40,786 47,603 53,151
Others 21,781 22,773 21,171 22,173 20,231 19,031 19,031 19,031 19,031
Curr. Liability & Prov. 34,914 35,159 22,751 25,012 23,513 29,992 31,772 33,510 33,596
Account Payables 31,201 31,505 18,461 20,001 6,559 8,641 10,421 12,159 12,245
Provisions & Others 3,713 3,655 4,290 5,011 16,955 21,351 21,351 21,351 21,351
Net Curr. Assets 37,147 42,269 67,064 68,878 61,311 37,525 45,761 53,795 59,402
Appl. of Funds 128,356 130,326 139,026 140,178 143,590 115,018 124,451 138,655 150,424

E: MOSL Estimates
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MoTiLAL OSWAL NALCO

Financials and Valuations
Ratios

Y/E March 2013 2014 2015 2016 2016 2017 2018 2019E 2020E
Basic (INR)
EPS 2.3 2.6 4.8 2.7 3.7 3.7 5.0 9.1 8.2
Cash EPS 4.3 4.5 6.7 4.5 5.7 6.4 9.4 11.9 10.7
BV/Share 46.3 47.0 49.7 50.1 68.3 52.8 57.7 65.0 71.1
DPS 1.3 1.5 1.5 1.8 2.0 2.8 1.8 1.8 1.8
Payout (%) 63.6 68.0 37.4 74.0 64.4 89.5 41.4 22.9 25.5
Valuation (x)
P/E 29.3 25.7 14.1 25.0 18.2 18.1 13.4 7.4 8.3
Cash P/E 15.8 14.9 10.0 15.0 11.8 10.6 7.1 5.7 6.3
P/BV 1.5 1.4 1.4 1.3 1.0 13 1.2 1.0 0.9
EV/Sales 1.8 1.8 1.6 1.7 1.0 13 0.9 0.7 0.7
EV/EBITDA 13.6 12.9 6.9 12.3 7.2 8.8 5.4 2.9 3.0
Dividend Yield (%) 1.9 2.2 2.2 2.6 3.0 4.2 2.6 2.6 2.6
Return Ratios (%)
EBITDA Margins (%) 13.1 13.8 23.1 13.8 14.1 14.3 17.5 25.6 22.8
Net Profit Margins (%) 8.6 10.0 16.6 10.2 10.5 9.5 10.2 15.9 14.1
RoE 5.0 5.6 9.9 5.4 6.2 7.2 9.1 14.8 12.0
RoCE (pre-tax) 7.2 7.5 14.6 7.5 8.0 7.9 12.4 20.0 16.2
RolC (pre-tax) 5.8 5.9 17.5 6.7 7.1 8.0 15.6 29.9 25.5
Working Capital Ratios
Fixed Asset Turnover (x) 0.5 0.5 0.5 0.4 1.0 0.9 1.1 1.2 1.1
Asset Turnover (x) 0.5 0.5 0.5 0.5 0.5 0.7 0.8 0.8 0.7
Debtor (Days) 8 13 6 13 13 9 12 12 12
Inventory (Days) 73 63 58 60 56 56 56 56 56
Payable (Days) 165 170 91 107 35 42 40 40 40
Working Capital Turnover 3 3 15 16 14 3 5 6 6
Leverage Ratio (x)
Current Ratio 2.1 2.2 3.9 3.8 3.6 2.3 2.4 2.6 2.8
Cashflow Statement (INR Million)
Y/E March 2013 2014 2015 2016 2016 2017 2018 2019E 2020E
Pre-tax profit 9,050 9,178 21,134 11,028 11,887 9,639 20,388 27,232 23,398
Depreciation 5,054 5,247 4,137 4,241 4,261 4,804 4,804 4,829 4,838
(Inc)/Dec in Wkg. Cap. -726 3,379 -9,925 796 1,021 4,931 -2,534 -1,216 -60
Tax paid -4,351 -3,596 -4,915 -3,614 -3,598 -2,184 -6,964 -9,037 -7,637
Non-op. -266 -4,395 -5,227 -4,012 -4,763 -2,830 20 6 0
CF from Op. Activity 8,762 9,813 5,205 8,438 8,808 14,359 15,714 21,814 20,539
(Inc)/Dec in FA + CWIP -6,489 -6,187 -3,031 -5,456 -5,986 -7,781 -6,000 -11,000 -11,000
Free Cash Flow 2,272 3,627 2,173 2,982 2,822 6,578 9,714 10,814 9,539
(Pur)/Sale of Investments -7,358 2,450 12,440 -1 -8,555 10,178 0 0 0
Interest & div 731 4,517 5,749 4,773 4,769 2,795
CF from Inv. Activity -13,116 781 15,157 -683 -9,772 5,191 -6,000 -11,000 -11,000
Equity raised/(repaid) 0 -28,407 0 0 0
Int. Paid -75 0 0 -12 -12 -4 -20 -6 0
Debt raised/(repaid) 0 0 0 0 0 511 0 0 0
Dividend (incl. tax) -2,211 -5,155 -5,065 -5,427 -5,428 -8,259 -3,991 -3,991 -3,991
CF from Fin. Activity -2,285 -5,155 -5,065 -5,440 -5,440 -36,159 -4,011 -3,997 -3,991
(Inc)/Dec in Cash -6,640 5,439 15,297 2,316 -6,404 -16,608 5,703 6,817 5,547
Add: opening Balance 41,684 35,044 40,483 55,780 58,095 51,692 35,084 40,786 47,603
Closing Balance 35,044 40,483 55,780 58,095 51,692 35,084 40,786 47,603 53,151
E: MOSL Estimates
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Explanation of Investment Rating

Investment Rating Expected return (over 12-month)
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