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Vale Indonesia (INCO)
Stay positive

3Q22 bottom-line dragged down by one-off tax adjustment

INCO 3Q22 net profit plunged to USD17.9 mn (-78.3% QoQ/-72.1% YoY). We
noticed a one-off tax adjustment amounting to USD15.7 mn (vs. 1.76 mn in 1H22)
was the main reason that dragged down the company’s bottom-line. Referring to
its tax assessment letter, the significant tax expenses in 3Q22 period came up due
to a Supreme Court verdict related to a dispute over project development cost back
in 2014. Hence, 9M22 net profit of USD168.4 mn (+37.0% YoY), came in short of
both our and consensus’ FY22 expectations. Excluding one-off expenses core
profit remain behind estimates.

Adjusting FY22-23F production and sales volumes...

Following 9M22 operational results, we cut our FY22F production and sales
volumes by 4.8% each, considering the slow production ramp-up in 3Q22 after
Furnace-4 rebuild which was just completed in Jun-22. Meanwhile, as the
company’s guided next year's production to be somewhere around FY19-20
numbers, we moderately lifted our FY23F production and sales volumes by 1.1%.
Moreover, we revised up INCO'’s nickel matte FY22F ASP by 0.6% and left FY23F
ASP unchanged to better reflect the current market condition. Therefore, we
revised down FY22F revenue by 4.2% to USD1.16 mn, but slightly increase FY23F
top-line by 1.1% to USD1.2 mn.

...while fine-tuning cost assumptions

We raised FY22/23F cost of revenue by 4.8-9.3% after we considered higher
HSFO, diesel, and coal prices’ assumptions. Therefore, our FY22/23F cash cost
assumptions increased by 13.3-11.1%. We view the impact of rising coal and oil
prices are inevitable this year, however, we expect both commodities prices to
normalize in FY23F. Nevertheless, despite the expected lower fuel and energy
costs in FY23F, it does not mean that the margins will expand as average nickel
price in FY23F will also be lower as compared to FY22F. As a result, our FY22/23F
EBITDA assumptions were lowered by 16.5-10.5% to USD499-542.5 mn.
Maintain BUY call with lower TP of IDR8,600/sh

Taking into account the one-off tax adjustment in FY22F and the higher cost of
revenue (as described in the previous paragraph), we arrive at a lower FY22/23F
net profit estimate by 26.9%/16.5%. Valuation-wise, we incorporate Sorowako
HPAL project (30% INCO potential ownership, 60,000 MHP capacity). We derive
our FY23F TP of IDR8,600/sh (prev. TP: 8,900/sh) based on SOTP valuation,
which implies 6.7x FY23F EV/EBITDA, slightly below its 5-year mean EVEBITDA.
We remain positive on the prospect of INCO going forward given the production of
class-1 nickel which is estimated to reach 180k tonnes (HPAL Pomalaa + HPAL
Sorowako). The company is also in the process of developing RKEF with 73k
tonnes capacity in Bahodopi. Key risks: 1) lower-than-expected average nickel
prices; 2) Slow progress on smelter development and 3) higher-than-expected
coal and oil prices.

2020A 2021A 2022F 2023F 2024F
Sales (USD mn) 765 953 1,158 1,242 1,122
GP (USD mn) 124 235 350 360 254
OP (USD mn) 117 231 335 344 239
NP (USD mn) 83 166 229 253 175
EBITDA (USD rm) 266 389 499 542 451
Net debt (USD mn) (389) (508) (607) (749) (827)
OP margin (%) 153 24.3 28.9 27.7 21.3
ROE (%) 41 7.7 9.7 9.9 6.5
Dividend yield (%) - 0.88 0.91 1.28 1.41
EPS (USD) 0.01 0.02 0.02 0.03 0.02
chg. (%, YoY) 44.3 100.2 38.0 105 (30.8)
BPS (USD) 0.20 0.22 0.24 0.26 0.27
DPS (USD) - 0.00 0.00 0.00 0.01
PE (X) 44.6 22.7 15.8 14.1 20.4
PB (x) 18 17 15 14 13

EV/EBITDA (x) 15.0 9.9 7.5 6.7 7.9

Commodities
Nov 3, 2022
vraing  BUY (Maintain)
(Prev

12MTP IDR 8,600 iprs 900
Upside +30.3%
Stock Data
JCI (Nov 2) 7,016
Stock price (Nov 2, IDR) 6,600
Market cap (IDR bn) 65,579
Shares outstanding (m) 9,936
52-week high/low (IDR) 4,240/8,800
6M avg. daily turnover (IDR bn) 166.94
Free float (%) 20.64
Major shareholders (%)
Vale SA 43.79
Indonesia Asahan Aluminium 20.0
Sumitomo Metal Mining Co Ltd. 15.03
Performance

™M 6M 12M
Absolute (%) 2.0 (10.6) 35.9
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Fig 1. INCO 9M22 results

Revenue 2715 329.5 309.2 -6.1%  13.9% 686.4 873.8 27.3% 72.3% 71.8%

Operating Profit 82.8 111.0 46.8 -57.9%  -43.5% 166.6 246.2  47.8% 57.9% 64.5%

Net Income 64.2 82.8 17.9 -718.3% -72.1% 122.9 168.4  37.0% 53.8% 58.7%

30.5% 33.7% 15.1% 24.3%  28.2%

Production vol. (tonnes) 18,127 12,567 17,513 39.4%  -3.4% 48,373 43,907  -9.2%

ASP (USD/tonne 14,619 24,355 17,840 -26.8% 22.0% 13,934 19,703 41.4%

Source: Company, KISI

Fig 2. INCO forecast changes

Nickel matte volume (tonne) 66,258 71,878
Production (tonne) 64,88 70,500
Nickel matte ASP (USD/tonne) 18,600 17,438
I

Revenue (USD mn) 1,208.8 1,229.3
Cost of Revenue (USD mn) 771.3 807.5

EBITDA (USD mn) 597.8 606.0

Net profit (USD mn) 312.9 303.0

Source: Company, KISI
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Fig 4. Production and sales
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Fig 5. COGS breakdown

Source: Company, KISI

Fig 6. ASP and cash cost

Royalties

Taxes and 30, Others, 1%

insurance 5%
Coal 8%

Employee
costs 12%

Fuels and
lubricants
16%

Contractors'
services 17%

Depreciation
22%

(USDH)
20,000

18,000
16,000
14,000
12,000

10,000
Supplies 8.000

17%

6,000
4,000
2,000

2017 2018 2019 2020 2021 2022F 2023F

Source: Company, KISI

Fig 7. EBITDA margin and ROE of INCO
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Company Overview

Established in 1968 under the name of PT International Nickel Indonesia (INCO), it started
commercial production in 1978 in Sorowako and listed 20% of its stocks in IDX. In 2011, GMS
approved the change of company name to PT Vale Indonesia Tbk (INCO)

Vale Indonesia (INCO) operates under the legal framework of Contract of Work which was
amended on October 17, 2014 and is valid until December 28, 2025 with a concession area of
118,017 hectares covering South Sulawesi (70,566 hectares), Central Sulawesi (22,699
hectares) and Southeast Sulawesi (24,752 hectares).

INCO mines laterite nickel ore and processes it into the final product of nickel in matte. The
average volume of nickel production per year reaches 75,000 metric tons. In producing nickel
in the Sorowako Block, INCO uses pyrometallurgical technology (in melting the laterite nickel
ore). Nickel product is exported entirely to Sumitomo Metal Mining Co., Ltd. (Japan) in a long-
term special contract agreed

VCL, part of Vale Base Metals and the second-largest nickel producer in the world, currently
has 43.79% of INCO shares. While SMM, one of the largest mining and smelting companies in
Japan, owns 15.0% of INCO shares. On October 7, 2020, Inalum, now known as MIND ID has
20% of INCO shares. The remaining 21.18% of the shares are owned by public shareholders
and others. As such, Vale S.A. is the Company’s Controlling Shareholder, due to its direct and
indirect control.

100%

87.2%

43.79%

=
0.55%

Source: Company, KISI
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3 investment plan for the

three blocks (Sor, Pom, Bah)
are identified and pursued.

All are with partners

BAHODOP! [

Bahodopi - RKEF

Developing RKEF project with Tisco
& Xinhai with 73kT capacity. PTVI
ownership in processing facility is
49%

Progress

Early works in Sambalagi area is
progressing. Detail engineering and
EPC selection is in progress
Financing process continue

Mine early works is starting,
including land acquisition process

};

SOROWAKO b
Sorowako - Pyrometallurgy
Existing operation since 1978, 75kT Nickel matte/an

Sorowako — HPAL

Signing Heads of Agreement with Huayou to build 60KT
HPAL. Previous study has been completed with positive
conclusion.

Sorowako Outer Area
To complete exploration program to enable us to
develop option to further expanding our business

POMALAA &

Pomalaa - HPAL

* PTVI, Huayou & Ford signed Memorandum of
Cooperation Agreement to develop an HPAL processing
facility in Pomalaa with capacity up to 120 kT. It follows
the previous FCA signed between PTVI and Huayou.
PSN Status obtained

Progress

* To complete definitive agreement by end of October
2022 and acquire project approval for HPAL
construction. Huayou share in JVCo will increase to 80%

* Tostrategize permit requirements

* Pomalaa mine FEL 3 to support 120 kt is ongoing

Pomalaa - Pyro
Exploring future opportunity to develop RKEF VVALE
processing facility to utilize Saprolite ore

Source: Company
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Balance sheet (USDmn) Income statement (USDmn)
FY-ending Dec. 2020A 2021A 2022F 2023F 2024F FY-ending Dec. 2020A 2021A 2022F 2023F 2024F
Current assets Sales 765 953 1,158 1,242 1,122
Cash & cash equivalent 389 508 607 749 827 COGS (640) (718) (808) (882)  (868)
Accounts & other receivables 60 102 102 109 98 Gross profit 124 235 350 360 254
Inventories 144 162 163 181 187 SG&A expense (7) (4) (15) (16) (15)
Others 10364 78 84 76 Operating profit 117 231 335 344 239
Non-current assets
Financial income 4 3 3 4 4
Fixed assets 1,479 1519 1,540 1,540 1,508
Financial expense 4) (5) 4) ) 2)
Other non-current assets 140 117 163 220 295
Other expense (13) 8) (10) (11) (10)
Total assets 2,315 2,473 2,653 2,883 2,991
Current liabilities Other non-operating profit - - - - -
Accounts Payable 113 122 133 145 143 Income (loss) from JV - - - - -
Accrued expense 22 20 22 24 24 Earnings before tax 105 221 324 335 232
Current portion of LT debt - - - - - Income taxes (22) (55) (95) (82) (57)
Others 26 26 33 35 31 Net profit 83 166 229 253 175
Non-current liabilities Non-controlling interest R R - - -
LT debt & financial liabilities - - - - - Other comprehensive profit : : ) } }
Deferred tax liabilities 50 43 52 56 50 . )
Total comprehensive profit - - - - -
Other non-current liabilities 83 107 63 65 61 Total comprehensive profit of ) ) ) ) )
Total liabilities 294 318 303 325 309 controlling interest
L EBITDA 266 389 499 542 451
Controlling interest
Capital stock and paid in capital 414 414 414 414 414
- _ . _ . Key financial data
Other Reserves - - - - - FY-ending Dec. 2020A 2021A 2022F 2023F 2024F
Retained earnings 1,606 1,740 1,936 2,143 2,268 per share data (USD)
Minority interest _ R - R - EPS 0.01 0.02 0.02 0.03 0.02
Shareholders' equity 2,020 2,154 2,350 2,557 2,682 BPS 020 022 024 026 027
DPS - 0.00 0.00 0.00 0.01
Growth (%)
Sales growth ) 25 22 (10)
OP growth 13 98 45 (30)
Cash flow (USDmn) NP growth 44 100 38 11 (31)
FY-ending Dec. 2020A 2021A 2022F 2023F 2024F  EBITDAgrowth 12 46 28 s @7
. Profitability (%)
C/F from operating 307 347 400 437 392 .
OP margin 15.3 24.3 28.9 27.7 21.3
Net profit 83 166 229 253 175 NP margin 108 174 198 204 156
Depreciation 149 158 164 199 212 EBITDA margin 40.2 36.4 34.5 35.2 34.9
ROA . 7 . . .
Net incr. in W/C 106 31 2) (18) 10 © 36 6 8.6 8.8 59
ROE 4.1 7.7 9.7 9.9 6.5
Others B0)  (® 8 30 Dividend yield - 09 09 13 1.4
C/F from investing (176) (217) (217) (250) (263) Dividend payout ratio 40 20 20 20 20
CAPEX (161) (197) (185) (199) (179) ~ Sw@Ply
Net debt (USD mn) (389) (508) (607) (749) (827)
Others (15) 19) (1) (1) (83) Int.-bearing debt/equity (%) - - - - -
C/F from financing 8 (11) (84) (46) (51) Valuation (X)
Incr. in equity ) 1 0 0 o) PE 44.6 22.7 15.8 14.1 20.4
PB 1.8 1.7 1.5 1.4 1.3
Incr. in debts 12 2 Gy o o EV/EBITDA 15.0 9.9 75 6.7 7.9
Dividends - (33) (33) (46) (51)
Others - - - - -
C/F from others - - - - -
Increase in cash 140 120 99 142 78
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Disclaimer
This Research Report ("Report") is prepared by PT Korea Investment and Sekuritas Indonesia, or its subsidiaries or its affiliates ("KISI").

By receiving this Report, you confirm that: (a) you have previously requested KISI to deliver this Report to you and you are legally entitled to
receive the Report in accordance with Indonesian prevailing laws and regulations, and (b) you have fully read, understood and agreed to be
bound by and comply with the terms of this Report as set out below. Your failure to comply with the terms below may constitute a violation of
law.

All the material presented in this Report is under copyright to KISI. This Report is strictly confidential and is for private circulation only to clients
of KISI. This Report is being supplied to you strictly on the basis that it will remain confidential and that you will maintain its confidentiality at all
times. None of the parts of this material, nor its contents, may be copied, photocopied, or duplicated in any form of by any means or altered in
any way, or transmitted to, or distributed to any other party without prior written consent of KISI.

This Report is based on the information obtained by KISI from sources believed to be reliable, however KISI do not make representations as to
their accuracy, completeness or correctness. This Report is prepared for general circulation and for information purposes only and under no
circumstances should it be considered or intended as an offer to sell or a solicitation of an offer to buy the securities referred to herein. KISI
accepts no liability for any direct, indirect and/or consequential loss (including any claims for loss of profit) arising from the use of the material
presented in this Report and further communication given or relied in relation to this document.

This Report is intended for circulation among KISI' clients only and does not consider any specific investment objectives, financial situation and
the particular needs of any specific person who may receive this Report. The entire content of this Report is not and cannot not be construed or
considered as an offer, recommendation, invitation or solicitation to enter into any transaction (including trading and hedging) relating to the
securities, other financial instruments, and other form of investments issued or offered by the company(ies) covered in this Report. It is your own
responsibility to: (a) independently evaluate the content of this Report, (b) consider your own individual investment objectives, financial situation
and particular needs, and (c) consult your own professional and financial advisers as to the legal, business, financial, tax and other aspects before
participating in any transaction in respect of the securities of company(ies) covered in this Report.

This report is not to be relied upon in substitution for the exercise of independent judgement. Past performance and analysis should not be taken
as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance.
Information, valuations, opinions, forecasts, and estimates contained in this report reflects a judgment at its original date of publication by KISI
and are subject to change without notice, its accuracy is not guaranteed or it may be incomplete.

The views expressed in this Report reflect the personal views of the individual analyst(s) at KISI about the securities or company(ies) mentioned
in the Report and the compensation of the individual analyst(s), is, or will be directly or indirectly related to the performance of KISI activities.
KISI prohibits the individual analyst(s) who prepared this Report from receiving any compensation, incentive or bonus based on specific investment
banking transactions or for providing a specific recommendation for, or view of, a particular company (including those covered in the Report).
However, the individual analyst(s) may receive compensation based on the scope of his/their coverage of company(ies) in the performance of
his/their duties or the performance of his/their recommendations.

In reviewing this Report, you should be aware that any or all of the above activities of KISI and its officers, directors and employees, among other
things, may give rise to real or potential conflicts of interest. KISI and its officers, directors and employees, including persons involved in the
preparation or issuance of this report, may, to the extent permitted by law, from time to time participate or invest in financing transactions with
the issuer(s) of the securities mentioned in this report, perform services for or solicit business from such issuers, and/or have a position or holding,
or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto. In addition, it may
make markets in the securities mentioned in the material presented in this report. KISI may, to the extent permitted by law, act upon or use the
information presented herein, or the research or analysis on which they are based, before the material is published.

Please note that the securities of the company(ies) covered in this Report might not be eligible for sale in all jurisdictions or to all categories of
investors. The availability of those securities and your eligibility to invest in those securities will be subject to, among others, the prevailing laws
of the relevant jurisdiction covering those securities. Furthermore, the value and income of any of the securities covered in this Report can fall as
well as rise and an investor (including you) may get back less than invested. Future returns are not guaranteed, and a loss of original capital may
be incurred.

PT Korea Investment and Sekuritas Indonesia is Securities Company Member of the Indonesia Stock Exchange, licensed, registered and supervised
by the Indonesia Financial Services Authority (Otoritas Jasa Keuangan).

©Copyright 2019, PT Korea Investment and Sekuritas Indonesia



