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India’s Power Secretary has stated that Coal Ministry would allocate/divert some coal earmarked for e-auction to the 
power sector; offtake would be the onus of IPPs. Channel checks suggest: 1] A diktat is likely, but it would be 
effective for a short period, 2] Pricing of such ‘diverted’ coal is undecided, ie, it may be at notified prices. Our views: 
1] the Coal Minister hinted this sale would fetch e-auction prices; arguably, the statement is a bit ambiguous, 2] 
Specifics awaited; 1% lower e-auction volume (as % of total sales) would lower CIL’s FY12F normalised EPS by 
~2.5%. Maintain BUY. 
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Proposed diversion of e-auction coal – prima facie negative, quantum uncertain 

EVENT 
Press reports (Press Trust of India, Business Line, CNBC-TV18) cite the Power Secretary (Mr. P. Uma Shankar) stating that: 
[1] in the current year, given the shortage of coal, e-auction of coal should be resorted to after coal producers meet the 
requirement of the power sector, [2] the Coal Secretary has confirmed that the Coal Ministry will be able to spare some of the 
coal that would be sold through e-auctions, provided the developer picks up the coal from the pithead, and [3] modalities 
regarding the same will be worked out with the Coal Ministry in upcoming meetings.  
 
Separately, in an interview with CNBC TV-18, the Minister of Coal (Mr. Sriprakash Jaiswal) has stated that: [1] Discussions 
with power ministry on the proposal will take place, [2] NTPC’s request to get preference in securing coal via the e-auction is 
welcome and merited, and [3] preferential/earmarked supply of e-auction coal would continue to be at e-auction prices. 
 
INPUTS from our CHANNEL-CHECKS 
·         Power Ministry’s request to get access to part of the coal earmarked for e-auction (typically ~10% of coal dispatches 

during a year) is under deliberation; no formal notification has been issued yet.  
·         Any arrangement on diversion of e-auction coal would likely be for a short period (1-2 months) to make up the depletion in 

stockpiles and disruption in coal supply across the country in September due to excessive monsoon and workers’ strike in 
Singareni Collieries (SCCL).  

·         Importantly, pricing of such additional coal to the power sector has not been decided ie, it could be at the notified price or 
a price discovered via the e-auction process.  

·         Offtake of such ‘earmarked’ coal would be the onus of the IPP – such coal will not be loaded in ‘normal’ dispatches under 
FSAs.  

 
ANALYSIS  
·         In our view, a diktat on diversion of part of e-auction coal to the power sector is likely to be issued. However, the quantum, 

tenure and pricing of such ‘preferred’ supply is ambiguous, at this stage.  
·         We note that previous attempt (in May/June 2011) by the power sector lobbyists to halt/curb e-auction of coal by CIL was 

more to ‘gain access’ to the coal, rather than to ‘pay notified price and not e-auction price’ for the coal  
·         We understand that in the normal course as well, substantial offtake of e-auction coal is directed towards the power 

sector. Lobbying by non-regulated sectors (cement, steel, sponge iron & others) which necessarily have to procure coal 
via e-auction would oppose any long-term move to earmark more e-auction coal for the power sector. 

·         Typically, 80% of coal sold via e-auction is evacuated via road, which rules out transportation over long distances. 
Logistics constraint, specifically relating to offtake via railways, would remain the critical bottleneck for the power sector to 
access the incremental earmarked e-auction coal. 

 
IMPLICATIONS 
Prima facie, diktat to divert/allocate part of e-auction coal likely to be negative for CIL…  
Based on inputs from our channel checks, there is a reasonable probability that Coal Ministry’s move to divert/allocate part of 
e-auction coal will dent CIL’s earnings – the magnitude would vary depending upon the quantum, tenure and pricing of such 
preferential supply arrangement.  

…unless offtake continues to fetch e-auction determined prices 
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On close examination, the Coal Minister’s statement is a bit ambiguous i.e. it is not clear if it pertains only to NTPC’s proposed 
preferential status in e-auction sales or to the overall ‘preferential sale of e-auction coal to the power sector’. We do note that 
there would still be a risk of e-auction based prices for this ‘earmarked’ coal being lower than currently envisaged by the Street 
on the premise that the number of bidders would be lower. On the flip side, the quantum of coal available to be sold via e-
auction to non-power sectors may well fetch higher realisations.  

e-auction realisation/offtake for CIL – What we assume? What was reported in 1QFY12? 
We expect revenues from e-auction sales to comprise 16.7%/17.5% of CIL’s total revenues in FY12F/FY13F. Our FY12/FY13 
earnings forecast for CIL assumes [1] e-auction sales as a %age of total raw coal sales at 11.5%, and [2] e-auction realisation 
at Rs2090/ton (66% premium over blended notified price of Rs1261/ton) for FY12 and Rs2260/ton (75% premium over 
blended notified price) for FY13. In this context, CIL reported e-auction realisation at Rs2246/ton (89% premium over the 
blended notified price of Rs1188/ton) for 1QFY12; quantity sold via e-auction was 12.7% of raw coal sales. 

1% lower e-auction volume (as % of total sales) would lower normalised EPS by 2.5-3%  
Ceteris paribus, if quantum of coal sold via e-auction (as a % of raw coal sales) drops by 1% for the year, our FY12F/13F EPS 
for CIL would be lower by 2.5-3%; if realisation via e-auction is lower by 10% for the year, our FY12F/13F EPS would be lower 
by ~5%. Put another way, if 10mt of coal (~80% of the implied FY12F average e-auction sales volume for a quarter) is sold at 
notified price rather than via e-auction, our FY12F normalised EPS forecast would be lower by 6-7%. 

Exhibit 1: CIL – EPS sensitivity to 1% variation in key variables 

  FY12F FY13F FY14F 

Volumes 1.6% 1.7% 1.7% 
Offtake 2.9% 2.5% 2.5% 
Blended ASP 3.3% 2.8% 2.8% 
E-auction coal (as % of raw coal sold) 2.4% 2.3% 2.4% 
Employee cost -1.1% -1.0% -1.0% 
Realisation of e-auction coal 0.5% 0.5% 0.5% 
Realisation of washed coal 0.2% 0.2% 0.2% 
Source: Nomura estimates 
 
Structural growth story remains intact; maintain BUY 
We remain focused on CIL’s capacity to make-up for the shortfall in 1HFY12 production/offtake (following the sharper-than-
expected monsoon-related slowdown in production / dispatches) and potential magnitude of wage revision – key risks to our 
FY12F/13F earnings forecast for the company. Maintain BUY; stock trades at 12.5x FY13F P/E.  

Valuation Methodology and Investment Risks: Please see below.  

Note: Ratings and Price Targets are as of the date of the most recently published report 
(http://go.nomuranow.com/research/globalresearchportal) rather than the date of this email. 
  
New force in Research: Global from east to west 
   
Nomura Equity Research website:  http://go.nomuranow.com/research/globalresearchportal  
Nomura Strategy website:  https://apps.nomuranow.com/EQS  
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Coal India (COAL IN) 337.95 INR (12 Oct 2011)  
Rating and target price chart (three year history) 
 

Buy 

 

Date Rating Target price Closing price 
18-Jul-2011 

 
433.00 368.85 

18-Jul-2011 Buy 
 

368.85 
 

For explanation of ratings refer to the stock rating keys located after chart(s) 
 

Valuation Methodology We arrive at our Rs433/share 12-mth target price for CIL using a sum-of-the-parts of [1] FCFF-based methodology to value the cash 
flows from its 10.6bn tons of proven reserves, and [2] EV/ton based value of CIL’s probable reserves (8.3bn tons) and remaining resources (45.5bn tons) as 
per the JORC Code. 
Risks that may impede the achievement of the target price Key risks: 1) Regulatory uncertainty particularly around pricing flexibility, environmental/forest 
clearance and restriction on e-auction coal sales; 2) lower-than-expected coal despatch due to lower rake availability; 3)delays in land acquisition/possession; 
and 4) wage revision of non-executives is higher than our expectation of a 30% increase. 
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analyst expects the sector to perform in line with the Benchmark during the next 12 months. A 'Bearish' stance, indicates that the analyst expects the sector 
to underperform the Benchmark during the next 12 months. 
Benchmarks are as follows: United States: S&P 500; Europe: Dow Jones STOXX 600; Global Emerging Markets (ex-Asia): MSCI Emerging Markets ex-
Asia. 
 
Explanation of Nomura's equity research rating system for Asian companies under coverage ex Japan published from 30 October 
2008 and in Japan from 6 January 2009 
STOCKS 
Stock recommendations are based on absolute valuation upside (downside), which is defined as (Target Price - Current Price) / Current Price, subject to 
limited management discretion. In most cases, the Target Price will equal the analyst's 12-month intrinsic valuation of the stock, based on an appropriate 
valuation methodology such as discounted cash flow, multiple analysis, etc. 
A 'Buy' recommendation indicates that potential upside is 15% or more. A 'Neutral' recommendation indicates that potential upside is less than 15% or 
downside is less than 5%. A 'Reduce' recommendation indicates that potential downside is 5% or more. A rating of 'Suspended' indicates that the rating and 
target price have been suspended temporarily to comply with applicable regulations and/or firm policies in certain circumstances including when Nomura is 
acting in an advisory capacity in a merger or strategic transaction involving the subject company. 
Securities and/or companies that are labelled as 'Not rated' or shown as 'No rating' are not in regular research coverage of the Nomura entity identified in the 
top banner. Investors should not expect continuing or additional information from Nomura relating to such securities and/or companies. 
 
SECTORS 
A 'Bullish' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under coverage is) a positive absolute 
recommendation. A 'Neutral' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under coverage is) a 
neutral absolute recommendation. A 'Bearish' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under 
coverage is) a negative absolute recommendation. 
  
Explanation of Nomura's equity research rating system in Japan published prior to 6 January 2009 (and ratings in Europe, Middle 
East and Africa, US and Latin America published prior to 27 October 2008) 
STOCKS 
A rating of '1' or 'Strong buy', indicates that the analyst expects the stock to outperform the Benchmark by 15% or more over the next six months. A rating of 
'2' or 'Buy', indicates that the analyst expects the stock to outperform the Benchmark by 5% or more but less than 15% over the next six months. A rating of 
'3' or 'Neutral', indicates that the analyst expects the stock to either outperform or underperform the Benchmark by less than 5% over the next six months. A 
rating of '4' or 'Reduce', indicates that the analyst expects the stock to underperform the Benchmark by 5% or more but less than 15% over the next six 
months. A rating of '5' or 'Sell', indicates that the analyst expects the stock to underperform the Benchmark by 15% or more over the next six months. 
Stocks labeled 'Not rated' or shown as 'No rating' are not in Nomura's regular research coverage. Nomura might not publish additional research reports 
concerning this company, and it undertakes no obligation to update the analysis, estimates, projections, conclusions or other information contained herein. 
 
SECTORS 
A 'Bullish' stance, indicates that the analyst expects the sector to outperform the Benchmark during the next six months. A 'Neutral' stance, indicates that the 
analyst expects the sector to perform in line with the Benchmark during the next six months. A 'Bearish' stance, indicates that the analyst expects the sector 
to underperform the Benchmark during the next six months. 
Benchmarks are as follows: Japan: TOPIX; United States: S&P 500, MSCI World Technology Hardware & Equipment; Europe, by sector - 
Hardware/Semiconductors: FTSE W Europe IT Hardware; Telecoms: FTSE W Europe Business Services; Business Services: FTSE W Europe; Auto & 
Components: FTSE W Europe Auto & Parts; Communications equipment: FTSE W Europe IT Hardware; Ecology Focus: Bloomberg World Energy Alternate 
Sources; Global Emerging Markets: MSCI Emerging Markets ex-Asia. 
 
Explanation of Nomura's equity research rating system for Asian companies under coverage ex Japan published prior to 30 
October 2008 
STOCKS 
Stock recommendations are based on absolute valuation upside (downside), which is defined as (Fair Value - Current Price)/Current Price, subject to limited 
management discretion. In most cases, the Fair Value will equal the analyst's assessment of the current intrinsic fair value of the stock using an appropriate 
valuation methodology such as Discounted Cash Flow or Multiple analysis etc. However, if the analyst doesn't think the market will revalue the stock over the 
specified time horizon due to a lack of events or catalysts, then the fair value may differ from the intrinsic fair value. In most cases, therefore, our 
recommendation is an assessment of the difference between current market price and our estimate of current intrinsic fair value. Recommendations are set 
with a 6-12 month horizon unless specified otherwise. Accordingly, within this horizon, price volatility may cause the actual upside or downside based on the 
prevailing market price to differ from the upside or downside implied by the recommendation. 
A 'Strong buy' recommendation indicates that upside is more than 20%. A 'Buy' recommendation indicates that upside is between 10% and 20%. A 'Neutral' 
recommendation indicates that upside or downside is less than 10%. A 'Reduce' recommendation indicates that downside is between 10% and 20%. A 'Sell' 
recommendation indicates that downside is more than 20%. 
 
SECTORS 
A 'Bullish' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under coverage is) a positive absolute 
recommendation. A 'Neutral' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under coverage is) a 
neutral absolute recommendation. A 'Bearish' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under 
coverage is) a negative absolute recommendation. 
  
Target Price 
A Target Price, if discussed, reflect in part the analyst's estimates for the company's earnings. The achievement of any target price may be impeded by 
general market and macroeconomic trends, and by other risks related to the company or the market, and may not occur if the company's earnings differ from 
estimates.  
  
Disclaimers 
This publication contains material that has been prepared by the Nomura entity identified at the top or bottom of page 1 herein, if any, and/or, with the sole or 
joint contributions of one or more Nomura entities whose employees and their respective affiliations are specified on page 1 herein or elsewhere identified in 
the publication. Affiliates and subsidiaries of Nomura Holdings, Inc. (collectively, the 'Nomura Group'), include: Nomura Securities Co., Ltd. ('NSC') Tokyo, 
Japan; Nomura International plc ('NIplc'), United Kingdom; Nomura Securities International, Inc. ('NSI'), New York, NY; Nomura International (Hong Kong) Ltd. 
(‘NIHK’), Hong Kong; Nomura Financial Investment (Korea) Co., Ltd. (‘NFIK’), Korea (Information on Nomura analysts registered with the Korea Financial 
Investment Association ('KOFIA') can be found on the KOFIA Intranet at http://dis.kofia.or.kr ); Nomura Singapore Ltd. (‘NSL’), Singapore (Registration 
number 197201440E, regulated by the Monetary Authority of Singapore); Capital Nomura Securities Public Company Limited (‘CNS’), Thailand; Nomura 
Australia Ltd. (‘NAL’), Australia (ABN 48 003 032 513), regulated by the Australian Securities and Investment Commission ('ASIC') and holder of an Australian 



  

 
 
 
  

Nomura 5 13 October 2011 

financial services licence number 246412; P.T. Nomura Indonesia (‘PTNI’), Indonesia; Nomura Securities Malaysia Sdn. Bhd. (‘NSM’), Malaysia; Nomura 
International (Hong Kong) Ltd., Taipei Branch (‘NITB’), Taiwan; Nomura Financial Advisory and Securities (India) Private Limited (‘NFASL’), Mumbai, India 
(Registered Address: Ceejay House, Level 11, Plot F, Shivsagar Estate, Dr. Annie Besant Road, Worli, Mumbai- 400 018, India; SEBI Registration No: BSE 
INB011299030, NSE INB231299034, INF231299034, INE 231299034); Banque Nomura France (‘BNF’); NIplc, Dubai Branch (‘NIplc, Dubai’); NIplc, Madrid 
Branch (‘NIplc, Madrid’) and OOO Nomura, Moscow (‘OOO Nomura’). 
 
THIS MATERIAL IS: (I) FOR YOUR PRIVATE INFORMATION, AND WE ARE NOT SOLICITING ANY ACTION BASED UPON IT; (II) NOT TO BE 
CONSTRUED AS AN OFFER TO SELL OR A SOLICITATION OF AN OFFER TO BUY ANY SECURITY IN ANY JURISDICTION WHERE SUCH OFFER OR 
SOLICITATION WOULD BE ILLEGAL; AND (III) BASED UPON INFORMATION THAT WE CONSIDER RELIABLE. 
 
NOMURA GROUP DOES NOT WARRANT OR REPRESENT THAT THE PUBLICATION IS ACCURATE, COMPLETE, RELIABLE, FIT FOR ANY 
PARTICULAR PURPOSE OR MERCHANTABLE AND DOES NOT ACCEPT LIABILITY FOR ANY ACT (OR DECISION NOT TO ACT) RESULTING FROM 
USE OF THIS PUBLICATION AND RELATED DATA. TO THE MAXIMUM EXTENT PERMISSIBLE ALL WARRANTIES AND OTHER ASSURANCES BY 
NOMURA GROUP ARE HEREBY EXCLUDED AND NOMURA GROUP SHALL HAVE NO LIABILITY FOR THE USE, MISUSE, OR DISTRIBUTION OF 
THIS INFORMATION. 
 
Opinions expressed are current opinions as of the original publication date appearing on this material only and the information, including the opinions 
contained herein, are subject to change without notice. Nomura is under no duty to update this publication. If and as applicable, NSI's investment banking 
relationships, investment banking and non-investment banking compensation and securities ownership (identified in this report as 'Disclosures Required in the 
United States'), if any, are specified in disclaimers and related disclosures in this report. In addition, other members of the Nomura Group may from time to 
time perform investment banking or other services (including acting as advisor, manager or lender) for, or solicit investment banking or other business from, 
companies mentioned herein. Furthermore, the Nomura Group, and/or its officers, directors and employees, including persons, without limitation, involved in 
the preparation or issuance of this material may, to the extent permitted by applicable law and/or regulation, have long or short positions in, and buy or sell, 
the securities (including ownership by NSI, referenced above), or derivatives (including options) thereof, of companies mentioned herein, or related securities 
or derivatives. For financial instruments admitted to trading on an EU regulated market, Nomura Holdings Inc's affiliate or its subsidiary companies may act as 
market maker or liquidity provider (in accordance with the interpretation of these definitions under FSA rules in the UK) in the financial instruments of the 
issuer. Where the activity of liquidity provider is carried out in accordance with the definition given to it by specific laws and regulations of other EU 
jurisdictions, this will be separately disclosed within this report. Furthermore, the Nomura Group may buy and sell certain of the securities of companies 
mentioned herein, as agent for its clients. 
Investors should consider this report as only a single factor in making their investment decision and, as such, the report should not be viewed as identifying or 
suggesting all risks, direct or indirect, that may be associated with any investment decision. Please see the further disclaimers in the disclosure information on 
companies covered by Nomura analysts available at http://go.nomuranow.com/research/globalresearchportal under the 'Disclosure' tab. Nomura Group 
produces a number of different types of research product including, among others, fundamental analysis, quantitative analysis and short term trading ideas; 
recommendations contained in one type of research product may differ from recommendations contained in other types of research product, whether as a 
result of differing time horizons, methodologies or otherwise; it is possible that individual employees of Nomura may have different perspectives to this 
publication. 
NSC and other non-US members of the Nomura Group (i.e. excluding NSI), their officers, directors and employees may, to the extent it relates to non-US 
issuers and is permitted by applicable law, have acted upon or used this material 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 values of which are influenced by foreign currencies, effectively assume 
currency risk. 
The securities described herein may not have been registered under the US Securities Act of 1933, and, in such case, may not be offered or sold in the 
United States or to US persons unless they have been registered under such Act, or except in compliance with an exemption from the registration 
requirements of such Act. Unless governing law permits otherwise, you must contact a Nomura entity in your home jurisdiction if you want to use our services 
in effecting a transaction in the securities mentioned in this material. 
This publication has been approved for distribution in the United Kingdom and European Union as investment research by NIplc, which is authorized and 
regulated by the UK Financial Services Authority ('FSA') and is a member of the London Stock Exchange. It does not constitute a personal recommendation, 
as defined by the FSA, or take into account the particular investment objectives, financial situations, or needs of individual investors. It is intended only for 
investors who are 'eligible counterparties' or 'professional clients' as defined by the FSA, and may not, therefore, be redistributed to retail clients as defined by 
the FSA. This publication may be distributed in Germany via Nomura Bank (Deutschland) GmbH, which is authorized and regulated in Germany by the 
Federal Financial Supervisory Authority ('BaFin'). This publication has been approved by NIHK, which is regulated by the Hong Kong Securities and Futures 
Commission, for distribution in Hong Kong by NIHK. This publication has been approved for distribution in Australia by NAL, which is authorized and regulated 
in Australia by the ASIC. This publication has also been approved for distribution in Malaysia by NSM. In Singapore, this publication has been distributed by 
NSL. NSL accepts legal responsibility for the content of this publication, where it concerns securities, futures and foreign exchange, issued by their foreign 
affiliates in respect of recipients who are not accredited, expert or institutional investors as defined by the Securities and Futures Act (Chapter 289). 
Recipients of this publication should contact NSL in respect of matters arising from, or in connection with, this publication. Unless prohibited by the provisions 
of Regulation S of the U.S. Securities Act of 1933, this material is distributed in the United States, by NSI, a US-registered broker-dealer, which accepts 
responsibility for its contents in accordance with the provisions of Rule 15a-6, under the US Securities Exchange Act of 1934. 
This publication has not been approved for distribution in the Kingdom of Saudi Arabia or to clients other than 'professional clients' in the United Arab Emirates 
by Nomura Saudi Arabia, NIplc or any other member of the Nomura Group, as the case may be. Neither this publication nor any copy thereof may be taken or 
transmitted or distributed, directly or indirectly, by any person other than those authorised to do so into the Kingdom of Saudi Arabia or in the United Arab 
Emirates or to any person located in the Kingdom of Saudi Arabia or to clients other than 'professional clients' in the United Arab Emirates. By accepting to 
receive this publication, you represent that you are not located in the Kingdom of Saudi Arabia or that you are a 'professional client' in the United Arab 
Emirates and agree to comply with these restrictions. Any failure to comply with these restrictions may constitute a violation of the laws of the Kingdom of 
Saudi Arabia or the United Arab Emirates. 
No part of this material may be (i) copied, photocopied, or duplicated in any form, by any means; or (ii) redistributed without the prior written consent of the 
Nomura Group member identified in the banner on page 1 of this report. Further information on any of the securities mentioned herein may be obtained upon 
request. If this publication has been distributed by electronic transmission, such as e-mail, then such transmission cannot be guaranteed to be secure or error-
free as information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain viruses. The sender therefore does not accept liability 
for any errors or omissions in the contents of this publication, which may arise as a result of electronic transmission. If verification is required, please request a 
hard-copy version. 
  
Additional information available upon request 
NIPlc and other Nomura Group entities manage conflicts identified through the following: their Chinese Wall, confidentiality and independence policies, 
maintenance of a Restricted List and a Watch List, personal account dealing rules, policies and procedures for managing conflicts of interest arising from the 
allocation and pricing of securities and impartial investment research and disclosure to clients via client documentation. 
  
Disclosure information is available at the Nomura Disclosure web page: 
http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx  
  

http://go.nomuranow.com/research/globalresearchportal�
http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx�


  

 
 
 
  

Nomura 6 13 October 2011 

Nomura Financial Advisory and Securities (India) Private Limited, India Tel: +91 22 4037 4037 

Ceejay House, Level 11, Plot F, Shivsagar Estate, Dr. Annie Besant Road, 
Worli, Mumbai- 400 018, India Fax: +91 22 4037 4111 

Caring for the environment: to receive only the electronic versions of our research, please contact your sales representative. 

 


