Good morning and welcome to the 2011 Alumina Limited
half year result.
Today we are announcing improved results which reflect
the market structural change we have been highlighting,
that leads to margins moving upstream.
I will cover the highlights, Judith Downes, Alumina
Limited’s CFO will cover the result in detail, and I will then
return to cover the market conditions and outlook.
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Firstly though, I would like you to note the following
disclaimer regarding forward looking statements that may
be in the presentation.
Can I also remind you that we are presenting our results
in US dollars, so all financial amounts herein refer to US
dollars, unless otherwise indicated.
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So let’s turn to the results in summary.
Alumina’s underlying earnings has increased to 78 million
dollars, up from 22 million dollars in the corresponding period
last year. The improved profit and cash from operations have
enabled the interim dividend to be increased from 2 cents per
share to 3 cents per share.
The result is influenced by some important factors.
Firstly, the demand and prices for aluminium has improved.
This is further enhanced with the move towards delinked
alumina prices, which is being successfully implemented. This
helps drive margins upstream. The result is underpinned by an
improving and steady operational performance against a
backdrop of unfavourable exchange rates.
It is unclear what the recent volatility in the share market will
have on end markets. Short term volatility is clearly a concern,
but we have confidence in the long term demand and AWAC’s
position in it.
Alumina Limited is in a solid position, with low gearing and
improved free cash flow and is well positioned to manage any
changes in the market.
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Now, for those who are unfamiliar with Alumina Limited,
Alumina owns a 40 per cent of AWAC, a premier operator
of Tier 1 bauxite and alumina assets globally. It is
Alumina Limited’s only investment.
We provide a unique opportunity for a pure investment in
the world’s largest alumina and bauxite producer.
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To provide insight into the first half results, let me hand
over to Judith.
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Thank you John.
Revenue growth in our joint venture with Alcoa, AWAC, was
a pleasing 27% up on the prior comparative period.
Notwithstanding significant pressure on costs across the
global industry, AWAC’s expense growth was contained
below revenue growth, resulting in a 73% increase in profit
before tax.
Revenue growth was aided by the structural move in pricing
of alumina, with AWAC committed to signing new contracts
with pricing based on spot or index prices. These prices
better reflect the economics of the production of alumina,
compared to the previous practice of pricing alumina as a
per cent of the aluminium price. AWAC expects the
transition to the new pricing methodology to take
approximately 5 years.
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Production of alumina was 400,000 tonnes higher than the
first half of 2010, and production of aluminium was steady.
The difference between shipments and production shown
above is a timing issue, which has contributed to an
increase in inventories this half.
AWAC has commenced the move to delink the price of
alumina from that of aluminium, and approximately 20% of
third party contracts now refer to spot/index prices. Alumina
contracts written before the move to index pricing generally
base pricing on a per cent of the LME for aluminium.
AWAC revenue is principally derived from alumina sales,
these account for over 80% of AWAC revenue. Sales to
Alcoa are based on the average of AWAC sales to nonrelated third parties.
The AWAC shipping operations contribute a small profit,
and approximately 5% of the revenue.
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The LME graph above illustrates the improvement in the
LME price of aluminium since the lows of 2009. While levels
of reported stocks remained at 57 days at the end of June,
much of this stock remains tied up in financing deals and
we continue to see high regional premia for metal.
Index prices for alumina have been published since August
2010, and in that time have moved up from a starting point
of $313 per tonne, reaching a peak of $420 per tonne in
March of this year. The index price for alumina leaving
Australia is currently around $375 per tonne, and in the
appendix we have included some information on both index
prices for alumina out of Australia, and index prices for
alumina in China.
AWAC alumina margins have moved significantly up this
half, and at $76 per tonne were above the ten year average
of approximately $66 per tonne.
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The global alumina and aluminium markets are conducted in
US dollars, hence the most significant pressure on costs in
AWAC continues to be the strength of the Australian dollar
and the Brazilian Real, compared to the US dollar. AWAC
revenue is in US dollars.
We estimate that approximately half of the increased cost of
$39 per tonne in the cost of alumina production is a result of
currency movements in the half, compared to the prior
comparative period.
Increases in average global prices for oil and caustic soda
also pushed up the AWAC cost structure, by approximately
$12 and $5 per tonne respectively.
The AWAC Australian operations concluded labour
negotiations during the half. These negotiations cover a
3 year period. The impact of the settlement, and higher
scheduled maintenance in Australia, also resulted in
additional one-time payments this half.
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As the above chart illustrates, AWAC is presently
impacted by the movements in global oil prices. Energy
requirements for the alumina refineries are met by
imported coal in Brazil, with the remaining energy cost
split roughly between oil based refineries and gas based
refineries.
Point Comfort, the AWAC refinery in the United States, is
benefiting from the lower gas prices current in the US.
And the AWAC Australian refineries have approximately
85% of their energy needs supplied by long term gas
contracts, which results in a carbon efficient cost
structure.
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Overall, notwithstanding the headwinds created by currency
and global markets for key input costs, the significant
improvement in AWAC results is a story of revenue
improvements well above increases in costs.
Two unusual items during the half were a one off equity
profit from AWAC’s ownership of 20% of the Dampier to
Bunbury pipeline in Australia, and a provision made
following a court decision on remediation of residue storage
areas in St Croix, where AWAC operated a refinery in the
past. These items were a positive $14 million and a
negative $20 million after tax respectively.
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Turning now to cash flow in AWAC. Earnings before
interest, tax and depreciation improved by $176 million
this half compared to the first half of 2010, and by
$243 million compared to the second half of 2010. This
represents a 40% improvement in EBITDA over the first
half of 2010.
This half saw an increase in cash used to fund working
capital, with receivables increasing by $134 million as a
result of an increase in related party sales over balance
date and the increase in alumina sales prices.
Inventories also increased, reducing cash from operations
by $40 million.
Dividends of $414 million were paid to Alumina and its
joint venture partner Alcoa, an increase of 74% over the
prior comparative period.
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Sustaining capital expenditure is concentrated on key
requirements in Australia. The mine crusher at the Huntly
mine in Western Australia is being moved, to facilitate
mining in a different area of the lease. This project will
cost approximately A$285 million over a four year period.
In addition, work is being undertaken on residue storage
areas at a number of refineries, including those in Australia
and Jamaica.
For the full year, the AWAC spend on growth capital at
existing facilities is expected to be $120 million. Sustaining
capital spend to the end of June was $94 million, and for
the full year is planned to be up to $350 million.
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The development of the Ma’aden mine and refinery in
Saudi Arabia is proceeding as scheduled. Total cost for
the mine and refinery is expected to be $3.6 billion, of
which approximately 60% is to be funded by project
financing. Details of the expected sources of project
funding are provided in our Directors’ Report.
Prior to the commencement of production from the
refinery in 2014, AWAC will supply alumina to the new
smelter that is being built as part of this industrial complex
in Saudi Arabia.
Alumina, through AWAC, holds 10% of this project, and
will provide equity funds of approximately $140 million in
the period up to 2014.
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Turning now to the result of Alumina Limited. Underlying
earnings of $78 million are up 254% on the prior
comparative period, and net profit after tax is up 53% on the
same period.
This improved performance has resulted in the directors
determining a fully franked dividend of US 3 cents per share.
The results of AWAC are prepared in accordance with
US GAAP, and prior to incorporating our share of profits, the
AWAC results are adjusted for differences between US
GAAP and IFRS. These adjustments are shown in detail at
the back of the AWAC financials.
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Alumina continues to generate free cash flow. Funding
and corporate costs are steady.
Dividends of $166 million were received during the half.
These dividends were fully franked.
Generally, the Board intends, on an annual basis, to
distribute cash from operations after debt servicing and
corporate cost commitments have been met. Dividends
paid to shareholders are expected to be franked for the
foreseeable future.
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Net debt at 30 June was $418 million, and gearing a
conservative 11.3%. The Board policy is to maintain
conservative gearing at below 15%, while diversifying
sources of funding and lengthening maturities.
The convertible bond was fully repaid during the half, at
face value. The loan from the Brazil National
Development Bank commenced amortisation this half,
and will amortise at $55 million per year up to 2016.
Alumina Limited had undrawn committed facilities of
$300 million in place at 30 June.
John will now provide an update on the global industry.
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Thanks Judith.
I would now like to reflect on each of the three segments
of the aluminium supply chain, an industry that is
becoming less and less integrated.

18

The three segments are bauxite, alumina and aluminium
smelting.
Each of the three businesses has different economics,
but benefits from the strong outlook for aluminium.
Demand for aluminium is increasing the value of existing
Tier 1 assets in the bauxite and alumina industries. This
is not a passing phenomenon but the result of a changing
structure of the aluminium industry – this should see
margins continuing to move upstream.
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So let’s now look at the demand for aluminium and its
long term cost and supply issues.
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Over the past ten years, only steel demand has grown
faster than aluminium. This year demand growth is
estimated to be around 12 per cent, with longer term
growth at a multiple of global GDP. It is a lightweight and
flexible material.
China is the largest consumer of aluminium, constituting
42 per cent of the global market, and this growth is
expected to continue as the country urbanises and its
domestic consumption expands.
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China’s demand has grown rapidly.
Until now, China has been able to grow its supply of
aluminium at the same rate as its strong demand.
It appears that the governments in China wish to
restructure energy-intensive industries and enable power
providers to continue to invest to meet the country’s
needs. This is leading to increasing power prices and
restructuring aluminium capacity growth in the traditional
provinces where smelting takes place.
This is leading to new developments in the North West
and West of the country, based on new power plants
exploiting stranded coal.
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Whether China will be able to remain self sufficient is not
clear, however the rising power and alumina prices are
pushing up the average cost of smelting in China, and
this will ultimately flow through to global metal prices.
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Now let’s turn our attention to the commodity of alumina,
a product whose pricing is delinking from aluminium.
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Supply of alumina outside of China is tight, with capacity
utilisation now around 90 per cent. The market will
continue to tighten over the next ten years as smelters,
such as Ma’aden, come on stream. This tightness has
led to volatility, both outside of China and within China.
The supply needs to grow to meet the projected demand
from new smelters.
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Looking forward, much of the planned new alumina
capacity outside of China is in India, and is planned to
match smelter developments in that country. This, and
some of the other planned expansions, look to have risk
of delay. These delays are not just in the construction of
new refineries but in getting access to bauxite.
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Based on these dynamics, it is likely that supply will
remain balanced to tight for the next several years as this
chart illustrates.
The chart shows that if any of the projects are delayed, it
will see production fall short of demand. Any projects that
are yet to be announced are unlikely to impact supply
before 2015.
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Rising capital and operating costs are expected to result
in commodity price rises. The industry’s profits in recent
years have been low and this has provided limited
incentive for new capacity.
With the recent commencement of decoupling of the
alumina and aluminium prices, and the move to spot
based contracts, this industry should begin to be priced
on its own fundamentals, thus providing the incentive
needed to build or expand alumina refineries to meet the
expected demand.
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The global alumina industry is heavily influenced by the
availability of bauxite. New supply is needed to enable
the industry to continue to grow.
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The actual mining of bauxite is neither expensive nor
complex. It is, however, increasingly difficult to gain
approvals for new mines and more expensive to build
infrastructure to transport it.
Many of these mines are also in remote places and
location makes social and environmental issues
challenging. Given the low price of each tonne of bauxite,
currently around 25-30 dollars per tonne, it can be difficult
to justify the economics of building extensive
infrastructure.
Increasingly, the bauxite is being transported to feed the
coastal refineries in China.
This is leading to concerns of national interest for many of
the exporting countries who wish to create value-added
opportunities in their own country.
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Looking around the globe, opportunities for expansion and
development of bauxite mines are not straightforward.
Many of the premier leases are already held by existing
global players, with new developments in new
geographies bound to take considerable time and
infrastructure cost to develop. This chart reflects on the
principal areas that have development potential.
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When we look at China, it also has supply issues.
China has significant bauxite deposits, however
development is increasingly difficult. The quality of
available bauxite in some provinces is becoming
problematic.
The coastal refineries based in Shandong Province are
the marginal producers of alumina in China, and they rely
mainly on imported bauxite, as the cost curve on this slide
shows. The red colour reflects the bauxite costs.
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As the industry has developed within China, it has had to
import more and more bauxite from other countries, mainly
from Indonesia. The quality of the Indonesian bauxite is
diminishing, and its costs of extraction are rising.
Indonesia’s desire to cease exports of bauxite by 2014 will
create a potential supply shortage and may lead to prices
rising.
It is not obvious where the additional bauxite will come from.

The issue of bauxite availability and the ability to be
processed economically into alumina should see margins
moving upstream in the aluminium industry to the existing
bauxite and alumina producers.
We expect to see increased interest in bauxite availability,
and in the proximity of bauxite mines to developed transport
facilities.
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And finally, before I summarise, I would like to briefly
focus on the Australian Government’s announcement of a
carbon tax to be implemented in 2012.
The AWAC Australian operations are efficient, with both
the smelters and refineries improving their greenhouse
gas emissions significantly since 1990.
Under the announced scheme, the smelting and refining
operations will qualify for the maximum assistance for
their emissions.
However, the final impact on AWAC cannot be accurately
assessed until the legislation and regulations are
finalised.
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And so in summary.
AWAC is well positioned to take advantage of a changing
market. It is the largest producer and largest seller to the
third party alumina market.
Importantly, it has extensive bauxite leases, long life
mines, coupled with being a low cost refiner.
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This strong market position has seen improving
underlying earnings in the first half being delivered today.
The market fundamentals have improved, and the move
to spot/index based pricing for alumina is progressing
well. This, and the market tightening, should see margins
continue to move upstream.
Alumina Limited is in a solid position with excellent
assets, low gearing, and a well managed balance sheet.
Thank you, and we would be pleased to take questions.
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