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Buy

Hindalco's standalone (S/A) EBITDA increased 13% QoQ to INR5.8b, in line
with est of INR6b. Aluminum segment EBITDA fell short of est due to pressure
on product premium, however was offset by better operating performance
of copper segment, helped by better TcRc margins despite lower acid prices.
Adj PAT increased 21% QoQ to INR4.3b due to higher EBITDA and other income
partially offset by higher interest cost. Interest expense increased sharply to
INR1.7b due to the recently-raised INR60b NCD.
Novelis: Adjusted EBITDA was at USD185m, below est of USD252m, due to
higher-than-expected loss of volumes on implementation of ERP system in
North America and pressure on margins. ERP system implementation knocked
off USD39m from the adjusted EBITDA. Including this, adjusted EBITDA would
have been USD224m (USD345/t) v/s est of USD252m (USD350/t).
Novelis: Barring auto segment, the margin pressure is visible across all
segments due to slowdown in European and Chinese demand. Novelis is
trying to mitigate the pressure on margins by effective cost management,
increased recycling (+5pp YoY to 44%), and growth in high margin businesses
of auto segment in North America and CAN business in Brazil.
We expect capex to peak for Hindalco in FY13, with a total estimated
consolidated capex of USD2.5b across all its projects. Mahan and Utkal alumina
projects in India and Novelis' projects will start generating cash flows in FY14.
Hence, we expect deleveraging of balance sheet to start in FY14.
We have cut FY13E/FY14E/FY15E EPS by 12%/4%/13% to factor lower margins
in Novelis and lower volumes in standalone operations. SOTP is cut by 6% to
INR175. Stock is trading at FY15E EV/EBITDA of 5.7x. Maintain Buy.

Sanjay Jain (SanjayJain@MotilalOswal.com); +9122 39825412
Pavas Pethia (Pavas.Pethia@MotilalOswal.com); +9122 39825413
Investors are advised to refer through disclosures made at the end of the Research Report.
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Standalone: EBITDA in-line (copper did better offsetting aluminum); Interest
expense and other income were higher









EBITDA increased 13% QoQ to INR5.8b, in line with est of INR6b driven by 19%
growth in aluminum EBITDA to INR3.1b and 7% growth in copper EBITDA to INR2.7b.
Aluminum segment EBITDA fell short of estimate due to pressure on product
premium, however was offset by better operating performance of copper
segment, helped by better TcRc margins despite lower acid prices.
Net sales increased 11% QoQ to INR68.7b driven by 5% growth in aluminum
segment and 15% growth in copper segment
Adj PAT increased 21% QoQ to INR4.3b due to higher EBITDA and other income
partially offset by higher interest cost.
Other income too increased sharply to INR3.2b, which included INR1.44b due to
write-back of various MTM provisions made in the past.
Utkal alumina and Mahan smelters are now close to commissioning. Hirakud FRP
mill has already rolled the first slab. Hindalco has invested a total of INR270b
(INR22.7b in 3QFY13) in all Indian projects so far, which is still reflecting in CWIP
on the balance sheet.
Interest expense increased sharply to INR1.7b due to INR60b of debt raised through
NCD. Although this money has been raised to fund projects, yet the interest charge
will not be capitalized because it is being treated as equity rather than debt in
respective projects. This however is immaterial from the point of view of
consolidated interest cost for the company.

Copper: margins stable as better TcRc offset lower acid realization
Copper segment revenue's 15% growth was driven by 12% growth in sales volumes
to 82kt. Production of copper increased 8% QoQ to 84kt.
 EBIT increased 8% QoQ to INR2.25b due to corresponding increase in the volumes.
EBIT was flat QoQ at 23.1USc/lb. Slightly better TcRc offset significantly lower acid
realization.


Aluminum: production is returning to full capacity; product premiums under
pressure
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Aluminum segment revenue increased by 5% QoQ to INR24.9b driven by 6% growth
in sales volume to 135kt. Production increased by 9% to 139kt due to normalization
of smelter after set back in operations during 1HFY13.
The average realization declined 1% QoQ due to pressure on regional premiums.
We were expecting 2% growth in realization because average LME was higher by
4%, while the exchange rate was 2% lower. The realization of alumina and rolled
product declined 3% QoQ and ingots by 1% QoQ.
EBIT increased 22% QoQ to INR2.06b due to 6% growth in volumes and 18% growth
in EBIT/ton to USD283.
Cost of production of primary metal is estimated to have increased by 2% to
USD1,883/ton.
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Hindalco Aluminium Business (INR m)
1QFY12
Segmental Revenue
20,931
less: Alumina
1,660
(a) Revenue (only Aluminium products) 19,271
Sales (000 tons)
131
Realization (INR/ton)
147,110
EBITDA
6,761
Less: Alumina EBITDA (50% mar.assumed) 830
(b) EBITDA (only Aluminium products)
5,931
Costs (a - b)
13,340
Aluminium costs (INR/ton)
101,833
USD/INR
44.7
LME (USD/ton)
2,598
Aluminium costs (USD/ton)
2,276
Realization (USD/ton)
3,288
Product premium over LME
690
EBITDA per ton (USD)
1,012
~ COP (LME - EBITDA/t +150)
1,736

2QFY12
22,132
2,020
20,112
129
155,907
4,758
1,010
3,748
16,364
126,854
45.4
2,398
2,794
3,434
1,036
640
1,908

3QFY12
22,362
1,980
20,382
147
138,652
4,532
990
3,542
16,840
114,559
51.0
2,090
2,246
2,719
629
472
1,768

4QFY12
24,986
2,170
22,816
149
152,942
5,258
1,085
4,173
18,643
124,968
50.2
2,175
2,491
3,049
874
558
1,767

1QFY13
20,626
2,930
17,696
124
142,862
3,415
1,465
1,950
15,745
127,116
54.5
1,978
2,332
2,621
643
289
1,839

2QFY13
21,049
2,160
18,889
127
148,732
2,609
1,080
1,529
17,360
136,692
55.5
1,918
2,463
2,680
762
217
1,851

3QFY13 4QFY13E
22,155
24,872
2,170
2,170
19,985
22,702
135
145
148,584
156,565
3,110
4,862
1,085
1,085
2,025
3,777
17,960
18,925
133,528
130,517
54.2
54.0
2,011
2,100
2,466
2,417
2,744
2,899
733
799
278
482
1,883
1,768
Source: Company, MOSL

Project Status (India)
Hindalco has invested a total of INR270b (INR22.7b in 3QFY13) in all Indian projects
so far, which is still sitting in CWIP on the balance sheet. Net debt (standalone) is
now at INR150b (up INR9.6b QoQ).
 Utkal alumina and Mahan smelters are now close to commissioning. The trial runs
are expected within couple of months. The phased commissioning is expected
during 1QFY14 on expected line. Hirakud FRP mill has already rolled first slab.
Other equipments like scalper, soaking pit and slitter commenced trial runs.


Novelis 3QFY13: below estimates; pricing pressure visible; growth in high
margin business is positive
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Novelis' adjusted EBITDA at USD185m, below est. of USD252m due to higher than
expected loss of volumes on implementation of ERP system in North America and
pressure on margins.
ERP system implementation knocked-off USD39m from the adjusted EBITDA.
Including this, the adjusted EBITDA would have been USD224m (USD345/t) vs est.
of USD252m (USD350/t).
In addition, unfavorable pricing dynamics in several regions, higher metal input
costs in North America, and incremental project start-up costs associated with its
global expansions affected margins.
FRP Shipments were flat YoY at 647kt i.e. 10% lower than est. of 720kt. Volumes
were affected due to higher than expected impact of implementation of ERP
system in North America and season pattern in demand.
Novelis invested heavily during the quarter with a total CapEx of USD193m
(USD538m in 9mFY13). CapEx guidance has been increased from USD600-650m to
USD750 for FY13 as some of the CapEx for European recycling facilities has been
up fronted to benefit from incentives in project cost. Although FY14 exact CapEx
guidance has not been firmed up, yet the overall spend will decline YoY. Free cash
flows were negative USD309m during the quarter due to CapEx, half yearly interest
payment of USD107m on bonds, and working capital increase.
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Barring auto segment, the margin pressure is visible across all segments due to
slow down in European and Chinese demand. Novelis is trying to mitigate the
pressure on margins by effective cost management, increased recycling (+5pp
YoY to 44%), and growth in high margin businesses of auto segment in North
America and CAN business in Brazil. During FY14, recently commissioned Pinda
FRP plant and expected commissioning of new 200kt auto line in Oswego, USA
will drive volumes and margins. Further, 350ktpa Korean FRP mill expansion will
drive volumes in FY15.
 We are cutting FY13 EBITDA by 7.3% to USD980m to factor lower EBITDA in 3QFY13.
Also, we have cut margins by USD5 to USD345/t in subsequent quarters.


Segment Adj. EBITDA (USD m)

Segment volumes (KT)

Source: Company, MOSL

North America: ERP implementation affected volumes; new auto line in
middle of 2013 will drive volume and margins
Segment EBITDA declined 46% YoY to USD94m due to higher than anticipated
impact on volumes by ERP implementation in two plants and reduced benefit
from scrap and metal mix. Volumes decline 14% YoY. After adjustment for ERP lost
volume, shipments declined 4% due to loss of one customer. ERP alone contributed
USD40m loss of business opportunity during the quarter.
 The performance is expected to improve in subsequent quarters because the ERP
implementation related issues are already behind as production has normalized
in December and January.
 Auto segment continues to witness strong demand and margins, which will
continue to counter the effect of some margin pressure seen in other market
segments. In middle of 2013, 200ktpa Oswego auto unit will be commissioned,
which will provide both margins and volumes.


South America: best ever quarterly volumes but margins were lower; new
Pinda mill will drive volumes in FY14 and FY15
Segment EBITDA was down 4% YoY to USD50m due to pricing pressure, product
mix, adverse exchange rate and higher SGA partially offset by lower costs.
 Registered highest quarterly CAN sales volumes of 107kt (+ 7% YoY).
 EBITDA per ton was USD467/t (+5% QoQ, -10% YoY).
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220ktpa Pinda FRP mill at CapEx of USD325m was commissioned in December
2012. The mill will be ramped up gradually during FY14-15 along with growth in
demand in the region.

Europe: relevant volumes up 8%; some margin pressure
Segment EBITDA increased 75% YoY to USD42m driven by 2% higher volumes.
EBITDA per ton increased 72% YoY (-34% QoQ) to USD226.
 Excluding the lost volume due to sale of 3 foil units earlier, the volumes were
higher by 8%. There was net benefit of USD15m YoY (+USD23m for volume + USD8m
for costs - USD16 for lower conversion premium and product mix). There was
pricing pressure on specialties products.
 Conversion cost was favorable due to higher utilization of scrap and higher discount
thereon, which was partially offset by higher wages.


Asia: Chinese competition is gaining metal cost advantage; Increased
recycling is partially offsetting the impact on margins
Segment EBITDA declined 2% YoY to USD42m due to pricing pressure despite 20%
higher volumes. EBITDA per ton declined 18% YoY (+9% QoQ) to USD300.
 Slower Chinese demand growth led to pricing pressure. The reversal of arbitrage
between LME and SHFE coupled with higher Japanese physical premiums has
increased the relative cost of buying metal w.r.t. Chinese FRP producers leading
to pricing pressure. This was partially offset by higher recycling and favorable
discounts.
 265ktpa Yeongju recycling plant became operational in October 2012 and is likely
to result in significant mitigation of reversal of SHFE vs LME arbitrage.
 355ktpa FRP expansion in Korea is expected to be commissioned by end of 2013,
which will drive volumes in FY15.


13 February 2013
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Target price calculations

Valuation and view

EBITDA
107,935
EV/EBTIDA (x)
5.0
Target EV
539,673
Net Debt
397,031
EQ = (EV-net Debt)
142,642
A. INR/share(EQ)
72
CWIP
190,638
B. INR/share (CWIP)
96
C. discount factor (%)
12
D. Invest. (quoted)
47,630
E. INR/share (invest.)
24
F.discount factor (%)
20
TP (A+B*(1-C%)+E*(1-F%)) 175
Source: MOSL
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We expect CapEx to peak for Hindalco in FY13 with a total estimated consolidated
CapEx of USD2.5b across all its projects. Mahan and Utkal Alumina projects in India
and Novelis' projects will start generating cash flows in FY14. As a result, we
expect deleveraging of balance sheet to start in FY14.
 We have cut FY13/FY14/FY15 EPS by 12%/4%/13% to factor lower margins in Novelis
and lower volumes in standalone operations. The SOTP is cut by 6% to INR175.
The stock is trading at FY15 EV/EBITDA of 5.7x. Maintain Buy.

6

Hindalco

Hindalco: an investment profile
Company description

Key investment risks

Hindalco Industries (HNDL) is the largest aluminum
producer in India and has captive bauxite mines from
which it sources ~67% of requirements for its 1.5mtpa
alumina refinery. Company also has a 0.54mtpa smelting
capacity and is the largest maker of flat rolled aluminum
products in India. After turning Novelis around in 2010,
HNDL is focusing on tripling its aluminum production
capacity in India in the next three years through
brownfield and greenfield projects. Its copper smelting
capacity of 500ktpa is the largest in Asia.



An unexpected fall in aluminum prices, sluggish
growth in developed countries and further delays
in expansion activities could adversely impact
earnings.

Recent developments


Hirakud FRP mill has rolled out first slab. Other
equipments like scalper, soaking pit and slitter had
commenced trial runs.

Valuation and view
Key investment arguments



Company's new smelting capacities are coming up
near energy sources and alumina facilities are near
bauxite mines, thus ensuring low cost of production.
 We expect Novelis to deliver strong earnings
growth, given its focus on high margin business,
expansions in key markets and continued efforts to
improve operating efficiencies across locations.


Comparative valuations
P/E (x)
P/BV (x)
EV/Sales (x)
EV/EBITDA (x)

The stock is trading at FY15E EV/EBITDA of 5.7x.
Maintain Buy.

Sector view


Aluminum prices have risen 4% QoQ, while spot
premium has shot up to all-time high levels. Weak
LME and high operating cost resulted in shutdowns
of 2-3mt of smelter capacities globally. Hence, LME
prices are expected to improve from the current
levels. We factor aluminum prices of USD2,100/t in
FY14E.

EPS: MOSL forecast v/s consensus (INR)
Hindalco

Nalco

Sesa -Sterlite

FY13E

6.6

22.5

4.4

FY14E

5.6

15.6

5.1

FY13E

1.1

1.0

0.7

FY14E

1.0

1.0

0.6

FY13E

0.8

1.2

1.3

FY14E

0.8

1.2

1.3

FY13E

7.8

10.3

5.4

FY14E

6.5

7.6

5.0

FY13
FY14

MOSL
forecast
16.9
20.0

Consensus
forecast
15.1
16.2

Variation
(%)
11.6
23.8

Target price and recommendation
Current
Price (INR)
112

Target
Price (INR)
175

Upside
(%)
56.3

Reco.
Buy

Stock performance (1 year)

Shareholding Pattern (%)
Dec-12

Sep-12

Dec-11

Promoter

32.1

32.1

32.1

Domestic Inst

14.7

14.8

15.5

Foreign

37.8

37.3

37.1

Others

15.5

15.9

15.3
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