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Aluminium: Read-across from Alcoa results
= Alcoa’s aluminium commentary sets a positive tone; management
continues to see market in deficit in CY22

= With aluminium price already dipping in the cost curve and costs

starting to peak out, ground being set for margins to bottom out

= Miss on Q2CY22 aluminium EBITDA indicates above-expected costs,

while beat on alumina suggests possibility of better realisations
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Aluminium market commentary positive: Despite economic uncertainty, Alcoa still
expects positive demand growth and global deficit in the aluminium market in CY22.
The company continues to have a full order book and is seeing strong premiums
with healthy demand for value-added products. lts stock was up 3% in post-market
trades, reflecting the positive commentary.

Aluminium price has already dipped in cost curve: Alcoa highlighted the support to
aluminium price from the cost curve. While 10-20% of global smelters are underwater
at the June-price level, half of the Chinese smelters are lossmaking at July prices.

Near-term prices volatile: While the impact of China stimulus and near-term
economic growth are key demand uncertainties, exports from Russia and further
energy-driven curtailments hold the key on the supply-side. In terms of supply,
Russian aluminium production has continued to surpass expectations, indicating that
the country is managing adequate imports of alumina.

Q2 aluminium miss vs. alumina beat: Alcoa’s adj. EBITDA fell 15% QoQ primarily
on lower metal prices in late-Q2CY22 and higher costs for raw materials, energy and
production. While company EBITDA was in line, aluminium EBITDA missed consensus
by 6% on higher costs whereas alumina was 8% ahead on better realisations.

Q3 guided to see further decline in EBITDA: Alcoa guides for a further sequential
decline in EBITDA as higher costs of energy and raw materials in the aluminium and
alumina segments will be only partially offset by an increase in shipments. Indian
smelters may face a higher decline than Alcoa owing to higher linkages to coal.

Cost peak-out could lead to margin bottoming out: Management sees signs of
costs peaking out, with a reduction in cost of alumina from Q3, caustic soda over
Q2-Q3, and petroleum coke and pitch over Q3-Q4.

Structural story intact: Alcoa demonstrated its confidence in the cycle by
announcing another US$ 500mn share buyback on top of US$ 350mn in H1CY22.
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Other result takeaways

EBITDA marginally ahead of consensus

Alcoa’s Q2CY22 adj. EBITDA at US$ 913mn was marginally ahead of consensus
estimates of US$ 909mn. While aluminium EBITDA at US$ 596mn was 6% below
consensus, alumina at US$ 343mn was 8% ahead. Overall, Q2 adj. EBITDA was down
15% sequentially primarily owing to lower metal prices in late-Q2 and higher costs for
raw materials, energy and production.

Aluminium EBITDA underperforms

While Alcoa’s aluminium EBITDA at US$ 596mn was 6% short of consensus, EBITDA/t at
US$ 884 was 12% short. Segment EBITDA declined 16% QoQ as a 21% drop in unit
profitability was only partially offset by a 6% rise in shipments. Aluminium realisation at
USS$ 3,864/t was flat QoQ with stronger regional premiums despite 7% lower metal prices.
The decline in unit profitability was driven by a 9% QoQ rise in unit cost to US$ 2,895/t.

Alcoa maintains its CY22 aluminium output guidance at 2.5-2.6mt despite production
curtailments and delayed restarts. In particular, ramp-up at the Alumar smelter in Brazil
to 268ktpa is now delayed by one quarter to Q1CY23 (29ktpa energised till Q2).
Further, the company has announced a 54kt curtailment at Warrick smelter in the US
due to a shortage of workers.

Fig 1 — Aluminium EBITDA/t at US$ 884 was 12% below Fig 2 — ...implying a higher rise in costs
consensus...
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Alumina EBITDA above expectations

Alumina EBITDA at US$ 343mn was 8% ahead of consensus with unit profitability 9%
ahead at US$ 100/t. Segment EBITDA increased 31% QoQ as an 18% rise in third-
party realisations offset a 14% increase in cost of production.

For Q3, management guidance implies an 8% QoQ (US$ 30mn) decline in EBITDA as
sequential improvement in shipments offsets only a part of cost pressures. The
company has cut its CY22 shipment guidance by 0.6mt to 13.6-13.8mt factoring in H1
weakness. It is also reducing 0.2mt of refinery production in Spain as it aims to lower
15% of the refining throughput at its 1.5mt Spanish refinery after a surge in natural gas
cost from US$ 45/t in early CY21 to US$ 215/t in Q2.
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Fig 3 — Alumina EBITDA/t at US$100/t was 9% above Fig 4 — ...as higher alumina realisations offset increase in
consensus... raw material cost
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Portfolio developments

= Alcoa highlighted that its smelting portfolio has turned quite resilient to downturns
as it has successfully linked 65% of its energy contracts with aluminium prices.

= On return-seeking growth investments, the company is focusing only on smaller
projects to improve returns at existing sites. This quarter, it approved 14kt of
smelter capacity addition at the 200kt Mosjoen smelter in Norway and additional
casting capability at its smelter in Quebec, Canada, to produce standard ingots
besides larger T-bar ingots.

Progress on zero-carbon initiatives to pose challenges for Indian smelters
in medium term

= Aloca has been successful in reducing total scope 1 and 2 greenhouse gas
emission intensity by 11% YoY in CY22 and by 23% from the CY15 baseline.

= Renewables sources contributed 81% of the electricity consumed by the
company’s smelters in CY21.

= Aloca sees growing demand for low-carbon aluminium at a premium in North
America and European markets.

= The company is working on four breakthrough technologies for decarbonising. For
smelters, it plans to demonstrate commercial-sized 450kA cells in CY23. For its
refinery of the future, Alcoa has received funding from the Australian government
for an electric calcination pilot. In post-consumer recycling, it is planning a pilot
demonstration of ‘Astraea’ technology to convert scrap into high purity aluminium.
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Disclaimer

Recommendation scale: Recommendations and Absolute returns (%) over 12 months

BUY — Expected return >+15%

HOLD - Expected return from -6% to +15%

SELL - Expected return <-6%

Note: Recommendation structure changed with effect from 21 June 2021

Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly
in line with the recommendation scale as shown above.

Rating distribution

As of 30 June 2022, out of 118 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 73 have BUY ratings, 23 have HOLD ratings, 5
are rated ADD*, 1 is rated REDUCE* and 16 are rated SELL. Of these, 2 companies rated BUY and 1 rated ADD have been investment banking clients in the last
12 months. (*Our ADD and REDUCE ratings are in the process of being migrated to the new recommendation structure.)

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views
about the subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the
specific recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOBCAPS.

General disclaimers

BOBCAPS is engaged in the business of Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited and BSE
Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries
engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPS'’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any
regulatory authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INHO00000040 valid till
03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated
20 November 2017. BOBCAPS CIN Number: U65999MH1996G0O1098009.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or
derivatives of any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer,
director, or advisory board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to
the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the
recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or
potential conflicts of interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this
material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would
be illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS’s clients. It does not constitute a personal
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or
recommendation in this material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does
not provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions
— including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable
for all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on
as such. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the
information discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have
“long” or “short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add
to or dispose of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of
companies discussed in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek
to perform investment banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other
committee of these companies.

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of
the equity shares of the subject company, the holdings of the issuer of the research report is also included.
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BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an
adverse effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced
by foreign currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and
understood the Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed
in Canada or used by private customers in the United Kingdom.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014

The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her
relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date
of publication of this report.

The research analyst(s) has not received any compensation from the subject company in the past 12 months. Compensation of the research analyst(s) is not based
on any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.
The research analyst(s) has not served as an officer, director or employee of the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS'’s associates may hold actual / beneficial ownership of one per cent or more
securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject
company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment
banking services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for
services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory
services in a merger or specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking
or merchant banking or brokerage services from the subject company in the past 12 months.
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