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Aluminum: Supportive sentiments, fragile fundamentals

LME Aluminum prices rallied ~5% in the past one month on macro tailwinds
from a weakening USS, the looming Fed rate cut and the apparent trade war
de-escalation. We find fundamentals fragile, given the lack of cost support
and headwinds from tariff-led uncertainties and consequent demand
destruction. The alumina price is close to a two-year low and new capacities
are likely to keep the market in structural surplus. Aluminum spreads are now
approaching Feb 2022 levels (start of the Russia-Ukraine war)—a record high,
notwithstanding demand headwinds. We see a downside risk to aluminum
prices and remain cautious on aluminum producers—NACL, VEDL and HNDL.

Macro factors propel base metal prices

The US$ has been weakening, with the DXY index down 10.4%/2%
YTDCY25/1M. A weak USS and looming Fed rate cuts have strengthened base
metal prices, with LME Ali/Cu/Zinc up 5%/4%/9% in the last one month. The
previous Sep 2024 Fed rate cut led to a surge in LME Ali prices by ~15%, which
was gradually erased due to weaker demand.

Aluminum market in mild deficit; demand has downside risks

Global aluminum demand has been resilient in THCY25 (+2.7% yoy), but we
expect demand to lose momentum in 2HCY25E due to the ongoing trade
uncertainties and consequent demand destruction. We estimate global demand
to slow down to 1.8%/1.7% in CY2025/26E from 3.7% in CY2024. Down-trending
regional premiums (ex-USA) also suggest a fragile demand outlook. Production
growth should slow down in China due to a capacity cap; however, we expect
capacity additions in ex-China to gradually offset. We estimate the aluminum
market to remain in a mild deficit of 140/90k tons in CY2025E/26E and forecast
LME at US$2,550/2,600 per ton in FY2026/27E versus spot at US$2,700 per ton.

Alumina to remain in structural surplus; aluminum spreads close to record high

Alumina prices are down 50% YTDCY25 at US$341/ton (FoB Australia), led by a
combination of normalizing supplies and capacity additions. Near-term supply
additions in China, along with a robust capacity addition pipeline elsewhere,
suggest an adequate market surplus in the medium term. We estimate alumina
prices at 14-15% of LME aluminum prices over FY2026-28E, lower than the
historical average. Elevated aluminum prices due to macro tailwinds and
subdued costs (alumina, thermal coal) raised spot spreads to US$1,640/ton
versus the long-term average of US$1,000/ton. Spot spreads are close to the
record high of US$1,690/ton reached in Feb 2022 on fear of supply disruption
from the Russia-Ukraine war. We estimate that 98% of global smelting capacity
is profitable on a cash cost basis at current aluminum prices.

Downside risk to aluminum prices; stay cautious on producers

We see a downside risk to aluminum prices, given weak fundamentals and
remain cautious on aluminum producers—NACL, HNDL and VEDL. We find
better risk-reward for ferrous players over non-ferrous players due to better
growth visibility, supportive trade policies and superior return profiles.
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Company data and valuation summary

P/B (x)
Ticker 2026E
VEDL 3.6
HNDL 1.4
NACL 1.9
HZ 123

Ticker  Mcap (Rs Bn)

VEDL 1,784
HNDL 1,686
NACL 392
HZ 1,941

P/E (x) EV/EBITDA (x)

2027E  2026E 2027E 2026E 2027E
30 108 92 58 50
13 130 118 67 62
17 98 89 56 47
105 188 179 110 104

CMP(Rs) FV (Rs) Upside Rating
456 450 1% REDUCE
750 705 6% REDUCE
213 220 3% REDUCE
459 350 -24%  SELL

Source: Bloomberg, Company data, Kotak Institutional Equities estimates
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DXY has been on a downtrend and now at multi-year lows LME aluminum prices are near multi-month highs

I Exhibit 1: US Dollar Index (DXY), Sep 2024-Sep 2025 (X) I Exhibit 2: LME aluminum prices, Sep 2024-Sep 2025 (USS$)
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We expect the aluminum demand to lose momentum from 2HCY25E
I Exhibit 3: Aluminum demand growth, calendar year-ends, 2021-26E (% yoy)
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We expect the aluminum market to stay in mild deficit in CY2025/26E

I Exhibit 4: Aluminum market balance—surplus/(deficit), calendar year-ends, 2017-27E
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Source: Industry data, Bloomberg, Kotak Institutional Equities estimates

Physical premiums: Japan premiums sharply declined, whereas US premiums spiked due to tariffs

I Exhibit 5: Japan, EU and US physical premiums, Sep 2020-Sep 2025 (USS$/ton)
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We expect aluminum market to remain in mild deficit over CY2025-26E

I Exhibit 6: Aluminum demand-supply for China and the world ex-China, calendar year-ends, 2017-27E (‘000 tons)

2017 2018 2019 2020 2021 2022 2023 2024  2025E  2026E  2027E

China capacity 44,682 43770 41,168 42318 42856 44,504 45050 45051 45250 45430 45430
World ex-China capacity 31995 32136 32613 32852 33379 33806 33976 34279 34779 35279 35779
Global capacity (‘000 tons) 76,676 75906 73781 75169 76,235 78310 79,026 79,330 80,029 80,709 81,209
World ex-China production (000" tons) 277242 27,681 27934 28007 28878 28757 29105 29,705 30,080 30832 31,603
World ex-China consumption (000" tons) 28,791 29,299 28345 25102 28837 28,391 27322 27836 28164 28727 29302
World ex-China Surplus/(Deficit) (000" tons) (1,549) (1,618) (411) 2904 41 367 1,784 1,869 1,917 2,105 2,302
China production (000" tons) 36382 36317 35352 36,745 38524 40,080 41,584 43069 43878 44,426 44,537
China consumption (000' tons) 34,540 35934 36276 37,722 40,145 40813 42888 44966 45934 46,623 47,205
China Surplus/(Deficit) (000" tons) 1,841 382 (924) (977) (1,620) (733) (1,304) (1,897) (2,056) (2,196) (2,668)
Global production (000' tons) 63,623 63998 63286 64,751 67,402 68838 70,689 72,774 73958 75259 76,141
Global consumption (000" tons) 63331 65233 64,621 62824 68982 69203 70210 72803 74,097 75350 76,507
|Global Surplus/(Deficit) (000' tons) 292 (1,235) (1,335 1,927 (1,579) (366) 480 (29) (139) (91) (366)|
Utilization rates (%)

Utilization—world ex-China (%) 85 86 86 85 87 85 86 87 86 87 88
| Utilization—China (%) 81 83 86 87 90 90 92 96 97 98 98|
Utilization—World (%) 83 84 86 86 88 88 89 92 92 93 94
Growth rates (%)

World ex-China production 1.2 1.6 0.9 0.3 3.1 (0.4) 1.2 2.1 1.3 2.5 2.5
World ex-China demand 3.1 1.8 (3.3) (11.4) 14.9 (1.5) (3.8) 1.9 1.2 2.0 2.0
China production 13.4 (0.2) (2.7) 3.9 4.8 4.0 3.8 3.6 1.9 1.3 0.3
China demand 8.5 4.0 1.0 4.0 6.4 1.7 5.1 4.8 2.2 1.5 1.3
Global production 7.9 0.6 (1.1) 2.3 4.1 2.1 2.7 2.9 1.6 1.8 1.2
Global demand 5.9 3.0 (0.9) (2.8) 9.8 0.3 1.5 3.7 1.8 1.7 1.5
China capacity growth rate 7% 2% -6% 3% 1% 4% 1% 0% 0% 0% 0%
WEC capacity growth rate 0% 0% 1% 1% 2% 1% 1% 1% 1% 1% 1%
Global Inventory 11,808 10,562 9,211 10,991 9,696 9,330 9,810 9,782 9,643 9,652 9,185
Inventory - Consumption Weeks 9.7 8.4 7.4 9.1 7.3 7.0 7.3 7.0 6.8 6.6 6.2
LME Aluminum Prices (USS/ton) 1,689 2,042 2,050 1,750 1,807 2,777 2,468 2,208 2,527 2,550 2,600

Source: Industry data, Bloomberg, Kotak Institutional Equities estimates

Aluminum inventory has been gradually declining

I Exhibit 7: Global aluminum inventory days, global inventory, Aug 2020-Aug 2025
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Spot thermal coal prices remain muted

I Exhibit 8: RB1 thermal coal prices, Sep 2020-Sep 2025
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Source: Bloomberg, Kotak Institutional Equities estimates
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Aluminum spreads are near record highs, reached during start of Russia-Ukraine conflict

I Exhibit 10: Aluminum spreads (LME price - alumina cost - coal cost), Sep 2020-Sep 2025
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We see downside to spot aluminum prices due to weak fundamentals

I Exhibit 11: LME aluminum annual price and forecast, March fiscal year-ends, 2013-28E
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Source: Bloomberg, Kotak Institutional Equities estimates

We expect structural surplus in alumina market to keep prices under pressure

I Exhibit 12: LME aluminum annual price and forecast, March fiscal year-ends, 2013-28E
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NACL's EBITDA is most sensitive to changes in aluminum price
I Exhibit 13: Sensitivity of EBITDA/Fair Value to LME aluminum prices for NACL, VEDL and HNDL, FY2027E
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Source: Kotak Institutional Equities estimates
I Exhibit 14: Indian metals coverage—valuation snapshot
CMP (Rs) Fair EV/EBITDA (X) P/E (X) P/B (X) ROACE (%) ROE (%)

Company 17-Sep value (Rs) Rating 2025 2026E 2027E 2028E 2025 2026E 2027E 2028E 2025 2026E 2027E 2028E 2025 2026E 2027E 2028E 2025 2026E 2027E 2028E
NMDC 76 60 SELL 7.3 7.1 7.6 7.6 10.3 102 10.6 10.5 2.3 2.0 1.8 1.7 21.5 19.0 16.7 154 239 209 181 16.5
Jindal Steel 1,034 1,225 BUY 12.3 8.7 6.3 4.9 256 146 106 8.3 2.2 2.0 1.7 1.4 59 11.7 144 169 62 142 169 183
JSW Steel 1114 1,020 REDUCE 153 9.2 7.8 6.6 71.0 17.5 142 11.6 3.4 2.9 2.5 2.1 71 127 139 152 49 18.0 188 19.4
Tata Steel 171 135 SELL 12.6 7.7 7.1 6.7 88.6 149 127 11.5 2.3 2.1 1.9 1.7 63 114 114 114 26 150 158 157
SAIL 133 85 SELL 7.9 6.4 6.9 6.6 21.0 139 169 144 0.9 0.9 0.9 0.8 50 6.1 58 6.2 4.5 6.6 5.2 5.9
Hindalco Industries 750 705 REDUCE 6.2 6.7 6.2 5.5 99 13.0 11.8 10.9 2.0 1.6 1.4 1.3 9.2 6.7 6.9 7.0 14.7 9.9 10.0 9.9
Vedanta 456 450 REDUCE 6.8 58 5.0 4.2 12.9 10.8 9.2 7.4 4.3 3.6 3.0 2.4 236 233 257 284 385 36.0 352 358
National Aluminium Co. 213 220 REDUCE 4.4 5.6 4.7 4.0 7.4 9.8 8.9 7.9 2.2 1.9 1.7 1.5 31.2 19.4 188 18.6 326 20.8 20.1 20.1
Hindustan Zinc 459 350 SELL 11.2 11.0 10.4 9.6 186 188 179 1638 147 123 10.5 9.1 489 419 382 36.8 733 71.4 634 580

Notes:
(@) EV/EBITDA for Vedanta is on an attributable basis.

Source: Company data, Kotak Institutional Equities estimates
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“Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is
responsible in this report, (1) all of the views expressed in this report accurately reflect his or her personal views about the subject companies
and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or
views expressed in this report: Sumangal Nevatia, Siddharth Mehrotra, Keshav Kumar.”

Ratings and other definitions/identifiers
Definitions of ratings

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.

ADD. We expect this stock to deliver 5-15% returns over the next 12 months.

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.

SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our Fair Value estimates are also on a 12-month horizon basis.

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating may

not strictly be in accordance with the Rating System at all times.

Distribution of ratings/investment banking relationships
Kotak Institutional Equities Research coverage universe

Percentage of companies covered by Kotak Institutional

70% ~ o - o
Equities, within the specified category.
60% -
Percentage of companies within each category for which
50% - Kotak Institutional Equities and or its affiliates has
provided investment banking services within the previous
12 months.
o
0% * The above categories are defined as follows: Buy = We
28.7% expect this stock to deliver more than 15% returns over
30% 27.6% C the next 12 months; Add = We expect this stock to deliver
; p
22.9% 20.8% 5-15% returns over the next 12 months; Reduce = We
20% expect this stock to deliver -5-+5% returns over the next
12 months; Sell = We expect this stock to deliver less than
-5% returns over the next 12 months. Our target prices
10% ~ 6.1% 7.2% are also on a 12-month horizon basis. These ratings are
3.4% 2.7% used illustratively to comply with applicable regulations. As
0% of 30/06/2025 Kotak Institutional Equities Investment
BUY ADD REDUCE SELL Research had investment ratings on 293 equity securities.

Source: Kotak Institutional Equities

As of June 30, 2025

Coverage view

The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following
designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or
strategic transaction involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a
sufficient fundamental basis for determining an investment rating or fair value. The previous investment rating and fair value, if any, are no longer in
effect for this stock and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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