
* Consolidated; # Adjusted; $ RoE is adjusted for OB reserves accounts, as appplicable under IFRS

 3QFY11 operational performance in-line: Coal India reported net revenue of Rs127b, EBITDA of Rs33.8b and PAT

of Rs26.4b for 3QFY11. We had estimated EBITDA of Rs35.4b and PAT of Rs32.8b. Lower other income at Rs12.9b

(v/s our estimate of Rs16b) and higher tax rate at 37.4% (v/s our estimate of 30%) led to lower than estimated PAT.

With net cash balance of Rs400b+, we expect Coal India to be one of the biggest beneficiaries of higher interest

rates.

 E-auction/washed coal realizations robust: E-auction volumes were 14.4m tons in 3QFY11 v/s 11m tons in

2QFY11; realizations were ~Rs1,836/ton (v/s Rs1,675/ton in 2Q). Washed coal volumes were 4m tons in 3QFY11 v/

s 2.5m tons in 2QFY11; realizations were Rs2,250/ton (v/s Rs2,240/ton in 2Q). A combination of increased volumes

and higher realizations contributed to improved QoQ performance in 3QFY11.

 Takeaways from analyst meet/concall: (1) Dispatch growth restricted due to evacuation issues; expect dispatches

of ~427m tons in FY11 (+10m tons YoY), (2) Dispatch target for FY12 is 443-448m tons (up ~20m tons YoY), (3)

Hopeful of relaxation of Comprehensive Environment Pollution Index [CEPI]; production target for FY12 is 447m tons

(v/s 440m tons in FY11), (4) Estimate e-auction volumes at 12.5% of dispatches for FY11 v/s 11.8% in FY10, (5) First

washery at Madhuvan is awaiting environment clearance and will be commissioned in 24 months (assuming 6

months for clearance).

 Valuation and view: We expect Coal India to report net profit of Rs105b (up 7%) in FY11, Rs123b (up 17%) in FY12,

and Rs138b (up 12%) in FY13. The stock trades at 15.5x FY12E and 13.8x FY13E EPS, and at an EV of 9.5x FY12E

and 8.2x FY13E EBITDA. Buy with a target price of Rs331.
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3QFY11 operational performance in-line

 Coal India reported net revenue of Rs127b, EBITDA of Rs33.8b and PAT of Rs26.4b
for 3QFY11. We had estimated EBITDA of Rs35.4b and PAT of Rs32.8b. Lower
other income at Rs12.9b (v/s our estimate of Rs16b) and higher tax rate at 37.4% (v/
s our estimate of 30%) led to lower than estimated PAT. With net cash balance of
Rs400b+, we expect Coal India to be one of the biggest beneficiaries of higher interest
rates.

 Production was 113.9m tons (up 2.5% YoY), in line with our estimate of 115m tons.
Dispatches were 110.5m tons, up 3% YoY. For FY11, we expect Coal India to report
dispatches of 426.4m tons (up 2.7%), implying dispatches of 117.4m tons (up 3.3%
YoY) in 4QFY11.

 Revenue per ton was Rs1,148 in 3QFY11 (v/s Rs1,135 in 1HFY11), EBITDA per ton
was Rs305 (v/s Rs247 in 1HFY11) and PAT per ton was Rs238 (v/s Rs205 in 1HFY11).

 Staff cost was Rs45b, in line with our estimate of Rs44.5b. EBITDA margin was
26.6% v/s 16% in 2QFY11 and 25.4% in 1QFY11. Costs declined to Rs843/ton in
3QFY11 v/s Rs888/ton in 1HFY11, given improved operating leverage (due to largely
fixed nature of costs).

Cost structure provides strong operating leverage
                                                                           % of Revenues                           (Rs/ton)

3QFY11 1HFY11 3QFY11 1HFY11

RM Cost 0.0 1.0 -14 11

Stores and Spares 10.7 10.4 122 118

Staff Cost 35.5 40.4 407 459

Overburden Removal 5.5 3.4 63 39

Contractual Expenses 9.0 9.2 104 104

Others 12.8 13.9 160 158

Source: Company/MOSL

Robust performance (Rs/ton)
FY10 1QFY11 2QFY11 3QFY11

Revenues 1,074 1,144 1,130 1,148

EBITDA 252 303 190 305

PAT 237 252 158 239

Source: Company/MOSL

Trend in production and growth (m tons, % YoY) Trend in dispatches (m tons, % YoY)
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Production growth impacted at MCL and NCL (m tons and % YoY)
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E-auction/washed coal realizations robust

 E-auction realizations improved to ~Rs1,836/ton in 3QFY11 (v/s Rs1,675/ton in
2QFY11 and Rs1,583/ton in FY10) indicating improved prices. However, we had
estimated realizations of Rs1,900/ton in 3QFY11.

 E-auction volumes were 14.4m tons in 3QFY11 v/s 11m tons in 2QFY11. A combination
of increased volumes and higher realizations contributed to improved QoQ performance
in 3QFY11.

 During 4QFY11, there would be higher demand from bricks and other manufacturing
industries, but supply is likely to be restricted, leading to strong pricing environment.
We understand that the January 2011 e-auction realization for Coal India is Rs1,940/
ton+. Also, in FY10, ~32% of the e-auction sales were accounted in 4Q; this could
again be a key earnings driver, going forward.

 Washed coal volumes were 4m tons in 3QFY11 v/s 2.5m tons in 2QFY11; realizations
were Rs2,250/ton (v/s Rs2,240/ton in 2Q). Lower realizations on washed coal are
owing to contractual arrangement, which will get renegotiated over a period of time at
higher rates.

Trend in e-auction volumes (m tons) and Trend in washed coal volumes (m
 realization (Rs/ton) tons) and realization (Rs/ton)
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Takeaways from analyst meet/concall

 Rail wagon availability is the key issue impacting dispatch growth; production growth
is impacted by CEPI / No Go area imbroglio. Management indicated that addressing
the evacuation infrastructure is a key priority in the medium term.

 Rake availability had increased by seven on an average in 9MFY11, but there is no
YoY increase in 4QFY11. Incremental dispatches in FY11 are likely to be 10m tons to
~427m tons (v/s 415m tons in FY10), much lower than the original target of 460m
tons. This target was based on assurances from Railways for incremental 30 rakes on
an average in FY11.

 The rake supply has been much lower than estimated; hence, despite the opening
inventory of 60m tons, the dispatches could not increase meaningfully in FY11. Dispatch
target for FY12 is 443-448m tons (up ~20m tons) and this will entail moving 10m tons
of incremental coal by Railways. This will need incremental ~10 rakes/day on average.

 Management is hopeful of relaxation of Comprehensive Environment Pollution Index
[CEPI]; some headway has been made in recent inter-ministerial group meetings.
This will contribute to meaningful production ramp-up only from the end of FY13; post
relaxation, the process of obtaining approvals / clearances will commence. While the
FY12 production target is 447m tons, production increase will be linked to evacuation,
as CIL is not keen to add to inventories.

 In the event of poor volume growth in FY11, the management believes price increase
will compensate. The company has till date been able to provide coal at below
inflationary price increases due to volume growth. If the volume growth does not
happen, then consumers will have to be prepared for price increase.

 E-auction volumes likely to be 12.5% of dispatches for FY11 v/s 11.8% in FY10;
further increase will be contingent on increased rake availability, as large part of the e-
auction volumes are moved through Railways.

 Of the proposed 20 washeries, the first is awaiting environment clearances and will
take ~18 months for commissioning post the clearances.

Valuation and view

 We expect Coal India to report net profit of Rs105b (up 7%) in FY11, Rs123b (up
17%) in FY12, and Rs138b (up 12%) in FY13.

 The stock trades at 15.5x FY12E and 13.8x FY13E EPS, and at an EV of 9.5x FY12E
and 8.2x FY13E EBITDA. Buy with a target price of Rs331. - an upside of 10%.

E-auction coal premium across subsidiaries in 9MFY11 (%) Contribution of e-auction volumes in 9MFY11 (% of total)
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Shareholding Pattern (%)
Dec-10 Sep-10 Dec-09

Promoter 90.0 90.0 -

Domestic Inst 1.6 1.6 -

Foreign 5.6 3.4 -

Others 2.8 5.0 -

Coal India: an investment profile

Stock performance (Since 3 November 2010)

Target Price and Recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

301 331 10.0 Buy

Company description

Coal India Limited (CIL) is a leading public sector
undertaking engaged in coal mining in India and is working
on establishing its footprint globally through MoUs/
acquisition route. CIL operates through its nine wholly owned
subsidiaries, of which one subsidiary is engaged in
exploration and feasibility study analysis. CIL has total
reserves of 64.3b tons and proved reserves of 52.4b tons,
of which extractable reserves stand at 21.7b tons.

Key investment positives

 CIL has access to 64.3b tons of reserves, the largest in
the world. Of these, 52.4b tons are proven based on
Indian Standard Procedure (ISP) guidelines,
representing ~6% share of the global proven reserves.

 CIL's profitability and earnings growth are more linear
given strong demand from power and other industries,
and notified price regime, which ensures favorable
return with upside from e-auction/washed coal.

 Washed coal capacity is being ramped up from 39.4m
tons to over 111m tons, with the addition of 20 new
facilities. Washed coal earns superior returns for CIL
and volumes are expected to grow from 16m tons in
FY11 (4% of total) to 65m tons by FY16 (12.5% of
total).

Key investment risks

 Large parts of India's coal reserves are located on the
eastern belt, which has seen significant increase in
Naxalite movement.

 CIL has been facing headwinds for its planned
expansion, given delays in requisite environment/forest
clearances and land acquisition issues.

Recent developments

 MoEF has agreed to up the score for "critical" polluted
areas as specified by CEPI from 70 to 75, freeing CIL's
16 coal blocks.

 Group of Ministers (GoM) is formed and steps to resolve
issues like CEPI, "No-Go"; first meeting to be held on
17 February 2011.

Valuation and view

 We expect Coal India to report net profit of Rs105b
(up 7%) in FY11, Rs123b (up 17%) in FY12, and
Rs138b (up 12%) in FY13.

 The stock trades at 15.5x FY12E and 13.8x FY13E
EPS, and at an EV of 9.5x FY12E and 8.2x FY13E
EBITDA. Buy with a target price of Rs331.

Sector view

 India's coal demand for FY10 stood at ~600m tonnes,
v/s domestic availability of 532m tonnes, leading to
import of 65m tonnes. Going forward we expect that
imports will contribute 45%+ of the incremental
requirement till FY15 v/s 6.8% currently. CIL is
favorably positioned to capitalize on the widening gap.

EPS: MOSL forecast v/s Consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 16.7 17.5 -4.8

FY12 19.5 20.2 -3.6
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Financials and Valuations
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