Result Update

12th February 2025 Metals & Mlnlng

Robust Q3 Led by Strong Commodity Prices

Est. Vs. Actual for Q3FY25: Revenue — BEAT; EBITDA — BEAT; PAT — BEAT
Change in Estimates YoY for NALCO post Q3FY25 results:

FY26E/FY27E: Revenue -2%/-2%; EBITDA: -4%/-3%; PAT: -3%/-1%.
Recommendation Rationale

e Overall beat: NALCO’s consolidated EBITDA grew by 200%/50% YoY/QoQ to Rs 2,328 Cr, a
30% beat vs. our and consensus, led by strong performance at both the Alumina and
Aluminium divisions. EBIT at both divisions increased sharply, led by higher Alumina and
Aluminium prices in Q3FY25.

e Alumina refinery expansion: The 5" stream Alumina refinery of 1 mtpa is 70% complete and
is expected to be commissioned by the end of FY26 from earlier guidance of Sep’25
(Q2FY26). The Pottangi Bauxite Mine (111 MT reserves) of 3.5 mtpa capacity will secure the
bauxite supply for the alumina refinery expansion is also expected to start by the end of FY26.
Utkal coal blocks D & E of 2 mtpa each will be operated as a single block for cost optimisation.
Of the 7 MTPA coal needed for CPP, 3MTPA was produced in FY25, and it will increase this to
4 MTPA in FY26, replacing all the e-auction volumes required earlier. The majority of the
benefit from captive coal is now already in the power costs.

e Aluminium smelter expansion of 0.5 mtpa capacity with a Capex of Rs 17,000 Cr is likely to
be installed by FY30, along with a 1,200 MW CPP with a Capex of Rs 13,000 Cr in a JV with
NTPC. Capex will kickstart with ~10-15% of initial spend in FY27, and spending will rise to
25% in subsequent years. It will float a tender for the project within the next 6 months and
award the project within the next 7-8 months.

Sector Outlook: Neutral.

Company Outlook & Guidance: A spike in Alumina prices led to strong Alumina realisation at
$641/t in Q3FY25. In Q4FY25, it is likely to stay strong at $600/t, while Alumina sales volumes will
rise to 4 LcT vs. 3.75 LcT in Q3FY25. As a result, Q4FY25 will be another good quarter. Spot
Alumina prices have now corrected from the peak of $800/t to $530/t and could cool down further
towards $450-$500/t. The lower Alumina prices will flow from Q1FY26 onwards. Earnings growth
could moderate in FY26. We cut our Alumina and Aluminium price assumptions for FY26/27,
resulting in EBITDA cuts of 4%/3% for FY26/27. However, we build 5 LcT additional Alumina
volumes in FY27 from the 5" Stream of Alumina refinery, which partly offsets the decline in EBITDA
from the downward price revision of Alumina and Aluminium. We model slightly lower sales volume
against the management guidance of 7-8 Lc tonnes to factor in ramp-up delays. Delays in refinery
expansion, along with a fall in Alumina's price, are key Risks.

Current Valuation: 6.0x EV/EBITDA on Dec’26E EBITDA (from 7.0x Sep’26E EBITDA).
Current TP: Rs 220/share (Earlier TP: Rs 250/share)
Recommendation: We maintain our BUY rating.

Financial Performance: NALCO’s Revenue/EBITDA/PAT beat our and consensus estimates
because of strong performance by both the Alumina and Aluminium divisions. Consolidated
revenue at Rs 4,662 Cr (up 39%/17% YoY/QoQ) stood ahead of consensus estimate by ~6%.
EBITDA at Rs 2,328 Cr (up 201%/50% YoY/QoQ) beat the consensus estimates by 30%, led by a
higher topline, while RM and employee costs remained under control. PAT stood at Rs 1,566 Cr (up
233%/50% YoY/QoQ), a 32% miss vs the consensus estimate, led by an EBITDA miss. The
company has declared 2™ interim dividend of Rs 4/share for FY25. (Rs 4/share 1% interim in
QFY25)

Key Financials (Consolidated)

Rs Cr Q3FY25 QoQ (%) YoY (%) Axis Est.  Variance
Net Sales 4,662 17% 39% 4,287 9%
EBITDA 2,328 50% 201% 1,797 29%
EBITDA % 50% 42%

PAT (excl Exceptional) 1,566 50% 233% 1,256 25%

Source: Company, Axis Research
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CMP (Rs) 183
Upside /Downside (%) 20%
High/Low (Rs) 263/130
Market cap (Cr) 33,674
Avg. daily vol. (6m) Shrs. 1,89,16,696
No. of shares (Cr) 184
Shareholding (%)
Jun-24  Sep-24 Dec-24
Promoter 51.28 51.28 51.28
Fil 10.43 12.08 14.13
Mutual Funds / UTI 13.31 13.03 12.03
Financial Institutions ~ 0.00 0.00 0.04
Others 24.98 23.61 22.52

Financial & Valuations

Y/E Mar (Rs Cr) FY25E  FY26E  FY27E
Net Sales 15,899 15,090 16,997
EBITDA 6,556 5,032 6,023
Net Profit 4,341 3,305 4,021
EPS (Rs.) 23.7 18.1 22.0
PER (x) 7.8 10.2 8.4
P/BV (x) 2.0 17 15
EV/EBITDA (x) 45 55 45
ROE (%) 27.4%  17.9%  19.2%

Change in Estimates (%)

Y/E Mar FY25E FY26E FY27E
Sales 7% -2% 2%
EBITDA 21% -4% -3%
PAT 22% -3% 1%
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Outlook

Nalco’s timely expansion and ramp-up of the 5" stream Alumina refinery with a 1 MTPA capacity by FY26 will be crucial.
The Capex for it has already undergone a cost overrun. The company has plans of Rs 30,000 Cr Capex for the 0.5
MTPA smelter and 1,200 MW CPP. The Capex will increase materially from FY28, and execution will be the key. It has
guided a capital structure of a 70:30 leverage ratio for the expansion.

Valuation & Recommendation

We value the company at 6.0x Dec’26E EBITDA (from 7.0x and Sep’26E) and 0.5x book value of CWIP (unchanged).
The TP at Rs 220/share (From 250/share) implies an upside of 20% from the CMP. We maintain our BUY rating on the

stock.

Key Concall Highlights

NALCO is currently undertaking brownfield expansion of its 5" stream of Alumina Refinery, increasing its
capacity by 1MT from the existing 2.1 MTPA to 3.1 MTPA. The company expects to commission the new refinery
by the end of Dec’26 or towards the end of FY26 from the earlier guidance of Q2FY26 (Sep’25). In FY27, the
company targets 7-8 LcT production from the 5 stream refinery. The cost of Alumina will be similar to that of the
existing refinery. The Capex for this expansion is now at Rs 5,677 Cr, and Rs 3,500 has already been spent (70%
of the project is completed).

Nalco is targeting operationalising the 3.5 MTPA Pottangi Bauxite mines synchronising with the Alumina
Refinery expansion. Capex for this mine development is Rs 2,200 Cr. The company has received board
clearance for an MDO appointment, and it is expected to be operational by Dec’26 or by the end of FY26. The
mine has reserves of 120 MnT, which will be sufficient for the next 15-20 years, including the 3.5 MnT bauxite
requirement for the 1 MTPA new refinery.

Brownfield smelter expansion project of 0.5MTPA: To enhance the company's Aluminium production capacity,
it is setting up a brownfield Smelter expansion project of 0.5MTPA capacity at Angul. The smelter Capex will be
~Rs 17,000 Cr, and it will start by FY27.:In FY27, initial Capex intensity will be lower at 10-15% of total Capex
spend, but it will pick up, subsequently reaching 25% each year until commissioning in FY30. The board approves
DPR, and within the next 6 months, the company will float the tender and award the project in 7-8 months. Plant
commission will take 3-4 years after ordering. The power source will be a 1,200 MW thermal power plant in JV with
NTPC for Rs 13,000 Cr.

The 0.5 MTPA hot metal capacity will increase revenue generation by Rs 11 to 12k Cr per annum. More
importantly, with this addition of 5 lakh metric tons, NALCO will produce more value-added extruded and other
downstream products, which will be more immune to LME fluctuation.

Capex Guidance: The Capex plan for FY25 was Rs 2,000 Cr. However, only Rs 1,500 Cr will be spent due to the
shortfall of AMR schemes for smelter and refinery expansion. Next year's Capex guidance is at Rs 2,000 Cr (Rs
700 Cr maintenance).

Employee costs will remain between Rs 2,000 and 2,100 Cr. In 9MFY25, they came down by Rs 150 Cr because
of the one-time provisioning on non-executive PRP. Employee costs are expected to remain range-bound between
Rs 2,000 and 2,100 Cr even after expansion. In the next five years, about 200 employees will be retiring (40 each
year).

For raw material security, the company has operationalised a Caustic Soda plant (2.7 lakh TPA) at Dahe;j,
Gujarat, in a joint venture with GACL, which is securing the critical raw material requirement.

Alumina pricing — The alumna price trend of $400/t in previous years was breached when prices shot up to $800/t
in Q3FY25 due to alumina plant shutdowns in Australia. The prices are now correcting as the demand gap of 4 to 5
LcT in Q1/Q2FY25 has come down. Spot prices are down to $530/t and may come down further to $450-$500/t
range in the future. Average Alumina realisation stood at $641/t in Q3FY25 and $562/t for 9MFY25. For the sales
contracts - the company decides strategically whether to sell alumina on a spot basis or to go for a term contract.
As the prices were increasing, most of the sales were on a spot basis in Q3FY25.

Coal sourcing for 9MFY25: 49% was from linkage, 4% from e-auction, and the balance 47% was captive. Going
forward, linkage and captive will be 50-50%. The Coal Requirement for CPP is at 7 MTPA, and the two coal blocks
Utkal D-E of 2MT each produced 3MTPA in FY25 (lower than 4MTPA due to some delays at the Utkal E block). In
FY26 it targets production of 4 MTPA which will nullify the need to purchase external e-auction coal.




Exhibit 1: NALCO 12MF consensus EV/EBITDA — Multiple reverting

to mean Exhibit 2: Alumina prices — sharp correction after surge
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Key Risks to Our Estimates and TP

®  Capex overrun at the 5 Stream Alumina Refinery expansion can put pressure on the cash flows.

® | ower/Higher Aluminium/Alumina prices than our assumption could post a downside/upside risk to our TP.

Lower/higher-than-expected power costs could pose an upside/downside risk to our TP.
Change in Estimates
New (o])[:] % Change
FY25E FY26E FY27E FY25E FY26E FY27E FY25E FY26E FY27E

Sales 15,899 15,090 16,997 14,854 15,415 17,339 7% -2% -2%
EBITDA 6,556 5,032 6,023 5,431 5,229 6,179 21% -4% -3%
PAT 4,341 3,305 4,021 3,572 3,414 4,067 22% -3% -1%
'(-$'\/"t')5 alnan 2,509 2,538 2,511 2,513 2,563 2,609 0% 1% 4%
Alumina ($/t) 557 503 462 565 538 474 -1% 1% -3%

Source: Company, Axis Securities




NALCO Results Review

Consolidated

Total Alumina Sales (Kt)
Total Metal Sales (Kt)

LME Aluminum
Revenues

Consumption of Raw Materials
Changes in inventories

Power & Fuel

Employees Cost

Other Expenses

Total Expenditure

EBITDA
EBITDA margin (%)

Depreciation

Other Income

Interest Expense

Share Of P/L Of Associates
Exceptional loss/(gain)

PBT (excl Exceptional items)
PBT

Tax

Tax Rate (%)

PAT (excl Exceptional items)
PAT

EPS (Rs)

Segmental Results
Chemicals

Aluminum
Unallocated Common

Less: Inter-segment revenue
Total Revenue from
Operations

Chemicals
Aluminum
Segmental EBIT

EBIT Margin %
Chemicals

Aluminum

Segmental EBIT
Aluminum Share of EBIT

Q3FY24
Actual
302
116

2,198
3,347

649
59
846
439
580
2,574

773
23%

154
51
2
-17.9

650
650
180
28%
471

471

2.57

1,414
2,326
-8
-385

3,347

217
479
696

15.4%
20.6%
20.8%
68.8%

Q2FY25
Actual
341
117

2,385
4,001

491
154
810
476
521
2,452

1,549
39%

180
72
4
-16.2

1,420
1,420
374
26%
1,046
1,046
5.71

1,703
2,727

-437
4,001

595
856
1,451

34.9%
31.4%
36.3%
59.0%

Source: Company, Axis Securities, Bloomberg Consensus.

Q3FY25
Axis Est
301
116

2,577
4,287

549
842
461
637
2,489

1,797
42%

181
86
4

1,698
1,698
443
26%
1,256
1,256
6.86

2,111
2,626
24
-474

4,287

Q3FY25
Consensus

4,386

1,788
41%

1,183

Q3FY25
Actual

2,577
4,662

506
20
827
430
551
2,335

2,328
50%

286
e
19

-17

2,105
2,105
539
26%
1,566
1,566
8.56

2,516
2,601

-465
4,662

1,287
950
2,237

51.2%

36.5%

48.0%
42%

YoY

NA
NA

17%
39%

-22%
-66%
-2%
-2%
-5%
9%

201%

86%
94%
809%
NA

224%
224%
200%

233%
233%
233%

78%
12%
NA
NA

39%

492%
99%
221%

QoQ

NA
NA

8%
17%

3%
-87%
2%
-10%
6%
-5%

50%

59%
38%
331%
NA

48%
48%
44%

50%
50%
50%

48%
5%
2%
NA

17%

116%
1%
54%

vs Axis
%
NA
NA

0%
9%

-8%
NA
-2%
-7%
-14%
-6%

29%

58%

15%
331%

NA

24%
24%
22%

25%
25%
25%

19%
-1%

-60%
NA

9%

NA
NA
NA

Vs Con
%

6%

30%

32%




Financials (Consolidated)
Profit & Loss

Y/E March
Total Operating income

Consumption of Raw Materials
Increase/Decrease in Stocks
Power & fuel

Employees Cost

Other Expenses

Total Expenditure

EBITDA

Depreciation and Amortization
EBIT

Other Income

Share Of P/L Of Associates (Net of Tax)
Less: Interest & Fin Chg.

Less: Exceptional Items

Profit before tax

Provision for Tax

Reported PAT

EPS (Rs/sh)
DPS (Rs/sh)

Source: Company, Axis Securities

Balance Sheet

Y/E March

Net Block

CWIP

Intangible assets
Investments
Inventories

Trade Receivables
Cash / Bank balance
Misc. Assets

Total assets

Equity capital
Reserves
Borrowings

Def Tax Liabilities
Other Liabilities
Provisions

Trade Payables
Capital employed

Source: Company, Axis Securities

FY24A
13,148

2,792
(146)
3,548
2,034
2,049

10,276
2,871

750

2,122

252
(1)
17
427
1,858
724
1,135

10.8
3.0

FY24A
7,020
3,961

974
342
1,830
154
2,575
2,379
19,235

918
13,470
39
841
2,126
344
1,496
19,235

FY25E
15,899

2,061
(119)
3,203
1,947
2,251
9,343
6,556
937
5,619

319
(46)
34

5,859
1,517
4,341

23.7
8.0

FY25E
6,833
4,711
974
342
2,213
348
4,553
2,379
22,353

918
16,342
39
841
2,126
344
1,742
22,353

FY26E
15,090

2,121

3,463
2,056
2,418
10,059
5,032
884
4,148

302

19

4,431
1,125
3,305

18.1
5.4

FY26E
6,949
5,711

974
342
2,100
207
5,916
2,379
24,578

918
18,655
39
841
2,126
344
1,654
24,578

(Rs Cr)

FY27E
16,997

2,466

3,678
2,171
2,660
10,975
6,023
954
5,069
20%
340

19

5,390
1,369
4,021

22.0
6.6

(Rs Cr)

FY27E
7,495
7,211

974
342
2,365
233
6,602
2,379
27,602

918
21,470
39
841
2,126
344
1,863
27,602




Cash Flow

Y/E March

Profit after tax
Depreciation

Interest Expenses
Non-operating / EO item
Change in W/C
Operating Cash Flow
Capital Expenditure
Free cash Flow
Other Investments
Investing Cash Flow

Proceeds / (Repayment) of Borrowings
Payments for buy-back of equity shares

Finance cost paid
Dividend paid
Financing Cash Flow
Change in Cash
Opening Cash
Closing Cash

Source: Company, Axis Securities

Ratio Analysis

Y/E March

Operational Ratios
Sales growth (% YoY)
EBITDA growth (% YoY)
Op. profit growth (% YoY)
Net Profit growth (% YoY)
EBITDA Margin %

Net profit Margin %

Tax Rate %

Efficiency Ratios

Total Asset Turnover (x)
Sales/Gross block (x)
Sales/Net block(x)
Working capital/Sales (x)
Valuation Ratios

PER (x)

P/BV (x)

EV/Ebitda (x)

EV/Sales (x)

Dividend Yield (%)
Return Ratios

ROE

ROCE

ROIC

Source: Company, Axis Securities

FY24A
1,988
750
17
(28)
(8)
2,719
(1,561)
1,159
(440)
(2,000)
(4)
(0)
(735)
(739)
(20)
63
43

FY24A

-8%
18%
24%
39%
22%
15%
26%

0.7

1.1

1.9
0.04

17.0
23
10.9
24
1.6%

14.5%
12.6%
9.3%

FY25E
4,341
937
34
(332)
4,981
(1,500)
3,481
(1,500)
(34)
(1,469)
(1,503)
1,977
2,575
4,553

FY25E

21%
128%
165%
118%
41%
27%
26%

0.8

1.3

23
0.05

7.8
2.0
4.5
1.8
4.4%

27.4%
29.4%
19.2%

FY26E
3,305
884
19
166
4,374
(2,000)
2,374
(2,000)
(19)
(992)
(1,010)
1,363
4,553
5,916

FY26E

-5%
-23%
-26%
-24%

33%
22%
25%

0.6

1.1

2.2
0.04

10.2
1.7
55
1.8

2.9%

17.9%
19.0%
12.2%

(Rs

FY27E
4,021
954
19
(83)
4,911
(3,000)
1,911
(3,000)
(19)
(1,206)
(1,225)
686
5,916
6,602

FY27E

13%
20%
22%
22%
35%
24%
25%

0.7

1.1

23
0.04

8.4
1.5
4.5
1.6
3.6%

19.2%
20.8%
13.1%

Cr)

(%)




NALCO Price Chart and Recommendation Histo
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Date Reco ‘ TP ‘ Research
13-Feb-23 HOLD 83 Result Update
24-May-23 HOLD 90 Result Update
11-Aug-23 HOLD 95 Result Update
10-Nov-23 HOLD 83 Result Update
14-Feb-24 BUY 160 Result Update
28-May-24 BUY 215 Result Update
13-Aug-24 HOLD 180 Result Update
14-Nov-24 BUY 250 Result Update
12-Feb-25 BUY 220 Result Update

Source: Axis Securities
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RATING SCALE: Definitions of ratings

Ratings Expected absolute returns over 12 — 18 months

BUY More than 10%
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UNDER REVIEW We will revisit our recommendation, valuation and estimates on the stock following recent events
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Note: Returns stated in the rating scale are our internal benchmark.




	Robust Q3 Led by Strong Commodity Prices
	Financial Performance: NALCO’s Revenue/EBITDA/PAT beat our and consensus estimates because of strong performance by both the Alumina and Aluminium divisions. Consolidated revenue at Rs 4,662 Cr (up 39%/17% YoY/QoQ) stood ahead of consensus estimate by ~6%. EBITDA at Rs 2,328 Cr (up 201%/50% YoY/QoQ) beat the consensus estimates by 30%, led by a higher topline, while RM and employee costs remained under control. PAT stood at Rs 1,566 Cr (up 233%/50% YoY/QoQ), a 32% miss vs the consensus estimate, led by an EBITDA miss. The company has declared 2nd interim dividend of Rs 4/share for FY25. (Rs 4/share 1st interim in QFY25)
	Key Financials (Consolidated)
	Source: Company, Axis Research
	(CMP as of 11th February 2025)
	Shareholding (%) 
	Financial & Valuations 
	Change in Estimates (%)
	Exhibit 1: NALCO 12MF consensus EV/EBITDA – Multiple reverting to mean
	Exhibit 2: Alumina prices – sharp correction after surge 

	Outlook
	Nalco’s timely expansion and ramp-up of the 5th stream Alumina refinery with a 1 MTPA capacity by FY26 will be crucial. The Capex for it has already undergone a cost overrun. The company has plans of Rs 30,000 Cr Capex for the 0.5 MTPA smelter and 1,2...
	Valuation & Recommendation
	We value the company at 6.0x Dec’26E EBITDA (from 7.0x and Sep’26E) and 0.5x book value of CWIP (unchanged). The TP at Rs 220/share (From 250/share) implies an upside of 20% from the CMP. We maintain our BUY rating on the stock.
	Key Concall Highlights
	 NALCO is currently undertaking brownfield expansion of its 5th stream of Alumina Refinery, increasing its capacity by 1MT from the existing 2.1 MTPA to 3.1 MTPA. The company expects to commission the new refinery by the end of Dec’26 or towards the ...
	 Nalco is targeting operationalising the 3.5 MTPA Pottangi Bauxite mines synchronising with the Alumina Refinery expansion. Capex for this mine development is Rs 2,200 Cr. The company has received board clearance for an MDO appointment, and it is exp...
	 Brownfield smelter expansion project of 0.5MTPA: To enhance the company's Aluminium production capacity, it is setting up a brownfield Smelter expansion project of 0.5MTPA capacity at Angul. The smelter Capex will be ~Rs 17,000 Cr, and it will start...
	 The 0.5 MTPA hot metal capacity will increase revenue generation by Rs 11 to 12k Cr per annum. More importantly, with this addition of 5 lakh metric tons, NALCO will produce more value-added extruded and other downstream products, which will be more...
	 Capex Guidance: The Capex plan for FY25 was Rs 2,000 Cr. However, only Rs 1,500 Cr will be spent due to the shortfall of AMR schemes for smelter and refinery expansion. Next year’s Capex guidance is at Rs 2,000 Cr (Rs 700 Cr maintenance).
	 Employee costs will remain between Rs 2,000 and 2,100 Cr. In 9MFY25, they came down by Rs 150 Cr because of the one-time provisioning on non-executive PRP. Employee costs are expected to remain range-bound between Rs 2,000 and 2,100 Cr even after ex...
	 For raw material security, the company has operationalised a Caustic Soda plant (2.7 lakh TPA) at Dahej, Gujarat, in a joint venture with GACL, which is securing the critical raw material requirement.
	 Alumina pricing – The alumna price trend of $400/t in previous years was breached when prices shot up to $800/t in Q3FY25 due to alumina plant shutdowns in Australia. The prices are now correcting as the demand gap of 4 to 5 LcT in Q1/Q2FY25 has com...
	 Coal sourcing for 9MFY25: 49% was from linkage, 4% from e-auction, and the balance 47% was captive. Going forward, linkage and captive will be 50-50%. The Coal Requirement for CPP is at 7 MTPA, and the two coal blocks Utkal D-E of 2MT each produced ...
	Key Risks to Our Estimates and TP
	 Capex overrun at the 5th Stream Alumina Refinery expansion can put pressure on the cash flows.
	 Lower/Higher Aluminium/Alumina prices than our assumption could post a downside/upside risk to our TP. Lower/higher-than-expected power costs could pose an upside/downside risk to our TP.
	Change in Estimates
	NALCO Results Review

	Financials (Consolidated)
	Profit & Loss (Rs Cr)
	Balance Sheet  (Rs Cr)
	Cash Flow (Rs Cr)
	Ratio Analysis  (%)


		2025-02-12T12:22:52+0530
	NEERAJ CHADAWAR




