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The Nickel Chronicles: INCO’s Next Chapter in Ore and HPAL Ventures

\ 7%

INCO Ul HOLD
Sector Base Metal
Price at 13 November 2024 (IDR) 3,770
Price target (IDR) 4,300
Upside/Downside (%) 16.8

Stock Information

PT Vale Indonesia Tbk produces nickel in matte, an
intermediate product, from lateritic ores at its integrated
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INCO’s 9M24 revenue declined by 24.5% yoy to USD709 mn due to lower ASP (-28.7% yoy), despite
higher production and improved ore grades, with net profit falling to USD51 mn (-76.9% youy), below our
estimates (60.84%) and consensus (58.15%). This decline reflects increased HSFO costs and accrued USD
3.6 mn in on-Tax State Revenue (PNBP) for 3Q24 as a 10% share of net earnings. We project long-term
earnings growth for INCO, driven by high-grade ore advantages (1.79%), future HPAL projects (80% of
Net Profit by 28F), and stronger nickel prices, despite adjusted production, stake, and timeline
epectations in HPAL Sambalagi. We reinitiate our BUY recommendation on INCO with a lowered target
price of IDR4,300 (7x ‘25F EV/EBITDA, 1.3x ‘25 P/BV).

3Q24 Revenue Declines Amidst Strong Production. INCO reported a revenue of USD230 mn (-7.6% qog, -
17.6% youy), bringing 9M24 to USD 709mn (-24.5% yoy), due to a lower ASP of USD 12,948/ton (-8.9%
qog, -20.1% yoy). Production volume rose to 18,008 metric tons (+8.6% qoq, +2% yoy), supported by a
higher ore grade of 1.79% (+4% qoq). EBITDA fell to USD 47mn (-35.2% qoq, -55.1% yoy) amid lower
matte prices and higher HSFO cost in September. With its new Special Mining Business Permit (IUPK),
INCO accrued USD3.6 mn in on-Tax State Revenue (PNBP) for 3Q24 as a 10% share of net earnings.
INCO’s net profit stood at USD 14mn (-55.5% qog, -73.7% yoy), totaling USD 51mn for 9M34 (-76.9%
yoy), well below our estimates (60.84%) and consensus (58.15%).

HPAL Sambalagi Smelter, ~10% Annual Income Lift. INCO plans to build the HPAL Sambalagi smelter in
Bahodopi, Central Sulawesi, with China’s GEM Co. (INCO 30%, GEM 25%). Expected to produce 60,000
tons of nickel (in mixed hydroxide precipitate) annually by 2028, the project may also include an anode
and precursor plant. We anticipate a ~10% annual net income boost starting in 2028, raising net profit
margin from 34.3% to 37.4%. The USD 1.4 bn capex will be loan-financed, increasing the DER to 0.08x in
FY25, with gradual reductions as revenue supports deleveraging.

Strategic Ore and HPAL Ventures Poised to Drive Exceptional Growth. We project significant long-term
earnings growth for INCO, with bottom-line gains of 26F: +156.7% yoy, 27F: 42.8% yoy, and 28F: 1.5x
from 22A, driven by 1) high-grade ore (1.79%) benefiting from NPI smelter shortages, creating favorable
market conditions; 2) revenue from HPAL projects, including Pomalaa (56% EBIT by 26F), Sorowako
(20.6% EBIT by 27F), and Sambalagi (8.2% EBIT by 28F); and 3) stronger projected nickel prices of USD
18,967/ton in 2024F and USD 19,610/ton thereafter as demand from EV and battery storage grows, with
stricter emissions targets favoring nickel-based batteries. We adjusted our FY24-26F forecasts, raising
revenue by 4%—-8% and updating net profit projections to reflect IUPK obligations, along with factors
related to HPAL Sambalagi, lowered production expectation (-23%), lower stake (30% from 45%), and a
revised commissioning timeline to 28F from 26F.

Reinitiate HOLD with TP of IDR4,300. We reinitiate with @ HOLD recommendation (previously BUY, TP at
IDR5,650) based on the SOTP valuation, arriving at a Dec-25 TP of IDR4,300 (7x 25F EV/EBITDA, 1x '25
P/BV). INCO's future growth will be driven by potential expansion in the ore business and upcoming
HPAL projects. Key downside risks include potential nickel price pressures from oversupply and shifts in
long-term demand due to changes in battery chemistries.

Exhibit 1: Forecasts and Valuations {at closing price IDR 3,770)

Y/E Dec 22A 23A 24F 25F 26F
Revenue (USD Mn) 1,179 1,232 935 1,016 1,064
EBITDA (USD Mn) 458 498 242 306 342
EV/EBITDA (x) 8.7 4.2 7.5 5.7 55
Net Profit (USD Mn) 200 274 65 104 266
Net Profit Growth (%) 21% 37% -76% 59% 157%
EPS (IDR) 300 421 98 157 413
P/E Ratio (x) 23.0 10.1 38.4 24.1 9.1
BVPS (IDR) 3,525 3,935 3953 4,129 4,657
P/BV Ratio (x) 2.0 11 1.0 0.9 0.8
DPS (IDR) 0.1 99 - - -
Dividend Yield (%) 0.0 2.3 - - -
ROAE (%) 89 11.2 2.5 39 9.3
ROAA (%) 7.8 9.8 2.2 33 79
Interest Coverage (x) (42.6) (32.2) (9.0 (9.3) (18.6)
Net Gearing (x) 0.3) 0.3) 0.3) (0.2) (0.2)
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Exhibit 2: Financial Summary
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{(USD mn) 3Q23 2Q24 3Q24 Qoq (%) Yoy (%) 9M23 924 Yoy (%)  9M24/ KBVs (%) 9M24/Cons (%)
Revenue 279 249 230 938 709 79.35 74.26
CoGs (212) (207) (211) (651) (628)
Gross Profit 66 41 19 287 80 58.95 57.30
EBIT 61 34 11 271 59 65.12 51.55
EBITDA 105 72 47 401 172 59.86 60.26
Other Op. exp (2) (3) (4) (13) (8)
Interest Income 9 9 9 26 27
Interest Expense (1) (1) 2 (4) (6)
Others 0 11 - 0
PBT 68 36 22 280 67 61.91 56.60
Income Tax Exp. (15) (5) (5) (59) (12)
Minority Interest - - - 172 -
Net Profit 53 31 14 238 51 60.84 58.15
GPM (%) 23.8 16.7 8.1 30.6 113
EBIT Margin (%) 22.0 13.7 4.7 289 8.3
EBITDA Margin (%) 37.5 29.1 20.4 42.8 24.2
NPM (%) 18.8 125 6.0 25.4 7.2
Sales (Ton) 17,655 16,576 18,008 51,644 52,783
ASP (USD/t) 16,204 14,214 12,948 18,596 13,262
COGS (USD/t) (12,345) (12,507) (11,730) (12,908) (11,905)
Source: Company, Bloomberg, KBVS Research
Exhibit 3: Valuation Summary Exhibit 4: SOTP Valuation Components
Projects Effective Stake ~ EV (USDmn) Valuation method (IDR/ Share)
INCO 100% 1,085 DCF 5,000 4
4,300
HPAL Bahodopi 30% 143 DCF 4,500 4
HPAL Pomalaa 30% 620 DCF 4,000 1
HPAL Sorowako 30% 288 DCF i;gg :
Total EV (USD mn) 2,136 2500 1
Net cash/ (debt) 687 2,000 -
Minority Interest (0) 1,500 1 1,085 1,039
Equity Value (USD mn) 2,823 1,000 620 288
500 A 143
USD/IDR rate 15,842 ~
Equity Value (IR bn) 44,726 INCO  HPAL  HPAL  HPAL  NetCsh Target
Shares outstanding 10 Sambalagi Pomalaa Sorowako Price
Target price (IDR/sh) 4,300
Source: KBVS Research Source: KBVS Research
Exhibit 5: Forecast Changes
2024F 2025F 2026F
(USD mn) (o] New Change oud New Change oud New Change
Revenue 893 935 945 1,016 998 1,064
Gross margin 1523% 11.87% 24.97%  16.63% 28.66% 16.73%
EBITDA 287 242 386 306 436 342
EBITDA margin | 32.14%  25.88% 40.85% 30.12% 43.69% 32.14%
Net profit 84 65 148 104 187 266
Net margin 941% 6.95% 1566% 10.24% 18.74%  25.00%

Source: KBV'S Research
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Exhibit 6: Sensitivity Analysis Exhibit 7: Nickel in matte production (tonnes)
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Exhibit 8: Nickel in matte sales (tonnes) and % to production Exhibit 9: LME Nickel prices and growth (%)
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Source: Company, KBVS Research Source: Company, KBVS Research
Exhibit 10: Revenue and growth (%) Exhibit 11: Operating margins (%)
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Exhibit 12: Net profit and growth (%) Exhibit 13: INCO share price vs LME nickel price
(Uspmn) ) (2021/01/01 = 100)
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Source: Company, KBVS Research Source: Company, KBVS Research
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Exhbit 14: Financial Tabels
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Profit and Loss (USD Mn) 22A 23A 24F 25F 26F
Revenue 1,179 1,232 935 1,016 1,064
Coas (866) (885) (821)  (850) (871)
Gross Profit 314 347 113 166 194
Operating Expenses (22) (42) (46) (48) (50)
Operating Profit 294 325 71 121 146
EBITDA 458 498 242 306 342
Interest Income (7 (10) 8 (13) 8)
Interest Expenses (7 (10) (8 (13) (8)
Other Income/Expenses (22) 2 (18) (19) (20)
Share of Profit JV - - - - 202
Pre-tax Income 276 353 84 127 361
Income Taxes (75) (78) (15) (23) (66)
Minority Interest - - - - -
Non-Tax Government

Revenue i i @ i o
Net Profit 200 274 65 104 266
Balance Sheet (USD Mn) 22A 23A 24F 25F 26F
Cash and Cash Equivalents 634 699 696 749 771
Trade Receivables 141 102 103 112 117
Inventories 156 156 165 171 175
Others 59 77 74 81 84
Total current assets 990 1,033 1,038 1112 1,147
Fixed Assets 1,550 1,696 1,730 1978 2,141
Other Assets 118 197 197 197 197
Total Assets 2,658 2926 2965 3,287 3,486
Trade payables 116 141 126 131 134
ST Debt 2 6 6 4 3
Other ST Liabilities 58 70 55 57 58
Total Current Liabilities 175 217 187 192 195
LT Debt 4 3 4 212 128
Other LT liabilities 124 142 145 150 164
Total Liabilities 303 361 335 554 487
Minority Interest - - - - -
Total Equity 2,355 2,565 2,630 2,733 3,000
Total Liabilities & Equity 2,658 2926 2965 3,287 3,486

Cash Flow (USD Mn) 22A 23A 24F 25F 26F
Net Profit 200 274 65 104 266
D&A 143 126 133 144 153
Change in working capital (23) 59 (38) (15) 9)
Others 11 13 (15) 2 1
Operating Cash Flow 320 459 161 233 411
Capital Expenditure (173) (271) (167) (392) (317)
Investing Cash Flow (175) (350) (167) (392) (317)
Change in Debt 6 3 1 207 (86)
Other Financing (26) 17 5 14
Financing Cash Flow (20) (49) 4 212 (72)
Net - Cash Flow 126 65 (3) 53 22
Cash at beginning 508 634 699 696 749
Cash at ending 634 699 696 749 771
Key Ratios 22A 23A 24F 25F 26F
Gross Profit Margin (%) 26.6% 28.2% 12.1% 16.4% 18.2%
Operating Profit Margin (%) 24.9% 26.4% 7.6% 11.9% 13.7%
EBITDA Margin (%) 38.8% 40.4% 25.9% 30.1% 32.1%
Pre-Tax Margin (%) 23.4% 28.6% 9.0% 12.5% 33.9%
Net Profit Margin (%) 17.0% 22.3% 7.0% 10.2% 25.0%
Revenue Growth (%) 23.7% 4.5% (24.1%) 8.7% 4.7%
EBITDA Growth (%) 17.9% 8.7% (51.4%) 26.4% 11.8%
Net Gearing (x) (0.3) (0.3) (0.3) (0.2) (0.2)
Major Assumptions 22A 23A 24F 25F 26F
Nickel mate sales volume (Mn
tonnes) 66,615 60,960 71,419 72,133 72,855
Nickel mate asp (USD/ tonnes) 14,309 19,348 13,090 14,091 14,605
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This report is prepared by PT KB Valbury Sekuritas, a member of the Indonesia Stock Exchange, or its subsidiaries or its affiliates ("KBVS"). All the material presented
in this report is under copyright to KBVS. None of the parts of this material, nor its contents, may be copied, photocopied, or duplicated in any form or by any
means or altered in any way, or transmitted to, or distributed to any other party without the prior written consent of KBVS.

The research presented in this report is based on the information obtained by KBVS from sources believed to be reliable, however KBVS do not make
representations as to their accuracy, completeness or correctness. KBVS 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. The material
in this report is not to be construed as an offer or a solicitation of an offer to buy or sell any securities or financial products. This report is not to be relied upon in
substitution for the exercise of independent judgement. Past 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 judgement at its original date of publication by KBVS and
are subject to change without notice, its accuracy is not guaranteed or it may be incomplete.

The Research Analyst(s) primarily responsible for the content of this research report, in part or as a whole, certifies that the views about the companies and their
securities expressed in this report accurately reflect his/her personal views. The Analyst also certifies that no part of his/her compensation was, is or will related to
specific recommendation views expressed in this report. It also certifies that the views and recommendations expressed in this report do not and will not take into
account client circumstances, objectives, needs and no intentions involved as a use for recommendations for sale or buy any securities or financial instruments.

Jakarta - Sudirman
Sahid Sudirman Center 41st Floor Unit A-C

Jalan Jenderal Sudirman No. 86 Karet Tengsin,

Tanah Abang, Jakarta Pusat 10220
T. (021) 25098300/301

Bandung

JI. Abdul Rivai No. 1A, Kel. Pasirkaliki,
Kec. Cicendo Bandung 40171
T.(022) 3003133

Palembang

Komplek PTC Mall Blok I No. 7
JLR. Sukamto

Palembang 30114

T.(0711) 2005050

Semarang

JI. Gajahmada 23A,

Kecamatan Semarang Tengah,
Kelurahan Kembang Sari 50241
T. (024) 40098080

Pontianak

JL. Prof. M Yamin No. 14
Kotabaru, Pontianak Selatan
Kalimantan Barat 78116

T. (0561) 8069000

Jakarta - Kelapa Gading
Rukan Plaza Pasifik

JI. Boulevard Barat Raya Blok Al No. 10
Jakarta Utara 14240

T.(021) 29451577

Malang

JI. Pahlawan Trip No. 7
Malang 65112

T. (0341) 585888

Surabaya

Pakuwon Center Lt 21
Jl. Embong Malang No.1
Surabaya 60261
T.(031) 21008080

Makassar

Komplek Ruko Citraland City Losari
Business Park, Blok B2 No. 09

JL. Citraland Boulevard Makassar 90111
T. (0411) 6000818

Jakarta - Puri Indah

Rukan Grand Aries Niaga Blok E1 No. IV
JI. Taman Aries, Kembangan

Jakarta Barat 11620

T. (021) 22542390

Banjarmasin

JL. Gatot Subroto No. 33
Banjarmasin 70235
T.(0511) 3265918

Padang

JL Proklamasi No. 60A
Padang Timur 25121
T.(0751) 8688080

Medan

Komplek Golden Trade Center

JI. Jenderal Gatot Subroto No. 18-19
Medan 20112

T. (061) 50339090

Jakarta — Pluit

JL Pluit Putra Raya No. 2
Jakarta Utara 14450

T. (021) 6692119

Pekanbaru

Jl. Tuanku Tambusai, Komplek CNN
Blok A No. 3 Pekanbaru 28291
T.(0761) 839393

Yogyakarta

Jl. Magelang KM 5.5 No. 75
Yogyakarta 55000

T. (0274) 8099090

Denpasar

Jl. Teuku Umar No. 177
Komplek Ibis Styles Hotel
Denpasar Bali 80114
T.(0361) 225229

Jakarta Tangerang

Citra Garden 6 Ruko Sixth Ruko Aniva Junction Blok D
Avenue No. 32

Blok J.1 A/18, Cengkareng Gading Serpong, Tangerang,
Jakarta Barat 11820 Banten 15334

T.(021) 52392181 T.(021) 35293147

Semarang Salatiga Solo Jambi

JL. Jati Raya No. D6, JI. Diponegoro JI. Ronggowarsito JI. Orang Kayo Hitam No. 48 B
Srondol Wetan, No. 68 No. 34 Jambi Timur 36123
Banyumanik, Salatiga 50711 Surakarta 57118 T. (0741) 3068533

Semarang 50263 T.(0298) T.(0271) 3199090

T. (024) 8415195 313007

KB Valbury Sekuritas



