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Coal India Ltd Buy on Decline

Target price - INR 370

Company Update
e

On February 25" 2011, Coal India (CIL) announced an increase in its coal prices for
specific customers and specific grades of coal. There were three sets of increase in coal
prices that was announced as given below:

® An increase of c. 30% in thermal coal prices for customers other than power, IPP,
fertilizers and defense sectors. Coal India sells approximately 20% of its total thermal
coal output to non priority sectors that include steel, cement, aluminium and other
captive power producers. We estimate that atleast c. 80 mn MT will be impacted by this
price rise.

® Increase in prices of non coking coal from Mahanadi Coalfields Ltd (MCL) to bring it on
par with South Eastern Coalfields Ltd (SECL). The price increase is roughly 12% to 24%
compared with previous year. MCL produces c. 109mn MT of thermal coal equal to
c.25% of total coal production of CIL.

® Increase of Grade A & B non coking coal prices in par with landed international prices.
The increases in prices are at ¢.50% higher compared with FY11.

® Prices of coking coal have also been increased by an average of 12-18% to bring it in
line with the market price.

Exhibit 1: Changes in assumptions and impact

INR mn New Old

FY11E FY12E FY11E FY12E
Sales 534,387 646,819 528,479 574,521
EBITDA 128,008 201,381 122,365 136,351
EBITDA margin (%) 24.0 31.1 23.2 23.7
PAT 104,366 161,556 100,589 117,551
Avg. Coal price (INR/MT) 1,151 1,356 1,137 1,199

Source: Tower Research

The price increase was made just before the current Chairman Mr. Partha Bhattacharya
attained his superannuation from his post in CIL on 28" February 2011. The price increase
was a surprise as we expected it to happen during June 2011 at the time of wage
settlement. We have revised our thermal coal and coking coal prices for FY12E and future
years. We have increased our assumptions for manpower costs and other costs to reflect
higher costs expected in FY12E. We do not anticipate any price increase in June 2011. We
retain our production (c.454mn) and sales numbers to reflect the lower volumes
anticipated in FY12E. We revise our target price from INR 308 to INR 370 due to
above changes and revise our rating from ‘Neutral’ to ‘Buy on decline’.

Valuations and recommendations: International Asian coal miners trade at 10.1x
CY11lE EV/EBITDA and 7.3x CY12E EV/EBITDA. At CMP of INR 325, CIL trades at 13.0x
FY11E EV/EBITDA and 8.3x FY12E EV/EBITDA respectively, c. 14% premium over
international peers. Our DCF value for CIL is at INR 424 including INR 361 per share for its
coal assets plus INR 63 as cash per share. Considering CIL’s superior ROE and improving
margins we continue to assign CIL 8.0x FY12E EV/EBITDA at INR 315 per share. We
value CIL at average of DCF (INR 424) and 8x FY12E EV/EBITDA (INR 315) at
INR 370 per share. We recommend a ‘Buy on decline’ on CIL with a target price
of INR 370, an upside of c.14%.

Exhibit 2: Financial snapshot

INR mn FY 09 FY 10 FY 11E FY 12E FY 13E
Sales 408,108 466,843 534,387 646,819 692,987
EBITDA 26,371 104,725 128,008 201,381 218,082
EBITDA margin (%) 6.5 22.4 24.0 31.1 31.5
PAT 20,787 96,224 104,366 161,556 178,030
EPS (INR) 3.3 15.2 16.5 25.6 28.2
P/E (X) 98.5 21.3 19.6 12.7 11.5
EV/EBITDA (x) 67.2 16.0 13.0 8.3 7.6
P/BV (x) 10.8 78 6.1 4.5 3.5
RoE (%) 10.9 37.2 31.3 35.9 30.8

Source: Tower Research, Company




Coal India Ltd

Profit and loss account

Balance sheet

INR mn FY09 FY10 FY11E FY12E INR mn FY09 FY10 FY11E FY12E
Net Sales 408,108 466,843 534,387 646,819 Share capital 63,164 63,164 63,164 63,164
Expenditure Reserves and surplus 126,918 195,289 270,508 386,942
Stock adjustment (1,336) (6,672) (2,560) (3,122) Total debt 21,485 20,869 20,869 20,869
Internal consumption 19,922 19,721 42,278 45,950 Minority interest 20 236 236 236
Consumption of stores 48,613 49,269 52,188 56,720 Shifting & Rehab. fund 12,238 14,774 14,774 14,774
Employee cost 197,421 166,555 181,282 195,785 Total liabilities 223,825 294,332 369,550 485,985
Power & fuel 15,951 17,396 18,717 20,149 Net block 110,088 120,310 123,415 127,478
Other expenditure 101,167 115,848 114,473 129,955 Capital WIP 18,223 20,909 20,909 20,909
Total expenditure 381,737 362,118 406,379 445,437 Surveyed assets 972 1,198 1,198 1,198
ESUTDA 26,371 104,725 128,008 201,381 | | |, estments 15,052 12,821 12,821 12,821
Depreciation 16,909 13,295 16,894 15,937 | | peferred taxation 9,548 9,658 9,658 9,658
Interest 1,789 1,560 1,774 1,669 .
Provision & write-off 1,760 2,094 2,094 2,094 Inventories 36,669 44,018 50,075 54,472
Other income 51,196 52,408 48,524 59,447 | | sundry debtors 18,476 21,686 26,353 31,898
Prior period adjustment 277 (537) - - | | cash and bank balances 296,950 390,778 461,247 565,017
PBT 57,387 139,649 155,770 241,128 | | | jan5 and advances 117,271 86,762 102,485 124,047
Tax 36,632 43,425 51,404 79,572 | | | ess: Current liabilities 309,423 413,825 438,629 461,531
PAT (adjusted) 20,787 96,224 104,366 161,556 | | N\t working capital 69,942 129,419 201,532 313,903
FD Equity 6,316 6.316 6,316 6,316 | | Total assets 223,825 294,332 369,550 485,985
FD EPS 3.3 15.2 16.5 25.6
Cash flow Ratios and Valuation
INR mn FY09 FY10 FY11E FY12E FY09 FY10 FY11E FY12E
CF from Operations Debt: Equity (x) 0.1 0.1 0.1 0.0
PBT 57,387 139,649 155,770 241,128 Current ratio (x) 1.2 1.3 1.5 1.7
Depreciation 10,630 6,795 16,894 15,937 EBITDA (%) 6.5 22.4 24.0 31.1
Interest (net) 1,789 1,560 1,774 1,669 PAT (%) 5.1 20.6 19.5 25.0
Other non cash items 20,988 2,894 - - RONW (%) 10.9 37.2 31.3 35.9
Op. profit before WC change 90,794 150,898 174,438 258,734 ROCE (%) 11.4 35.9 30.5 35.1
Working capital changes 54,307 22,290 (1,643) (8,602) Fixed asset turnover (x) 1.2 1.3 1.4 1.7
Income tax paid (27,907) (39,990) (51,404) (79,572) Per Share Data
Net CF from operations 117194 133,198 121,391 170,560 EPS (INR) 33 15.2 16.5 25.6
CF from Investing Cash EPS (INR) 6.0 17.3 19.2 28.1
Purchase of fixed assets (18,746) (19,977) (20,000) (20,000)
Book value (INR) 30.1 40.9 52.8 71.3
Inc/(Dec) of investments 2,127 2,230 - -
Net CF used in investing (8,449) 1,534 - - R
CF Trom fimameine T P/E (X) 98.8 21.3 19.7 12.7
Inc/(Dec) of borrowings 2,646 (616) - - P/BV (9 108 79 6.2 4.6
Dividends / Interest paid (18,665)  (23,545)  (30,923)  (46,792) | | EV/EBIDTA () 67.4 16.1 13.1 8.3
Others 2,780 2,536 _ _ EV/Sales (x) 4.4 3.6 3.1 2.6
Net CF used in financing (13,239) (21,625) (30,923) (46,792) Growth
é;u/iv-;ki;tcsash and cash 87.335 03,828 70,469 103,769 Sales (%) 17.9 14.4 14.5 21.0
OIEENITE) e Ee) G2Sl 209,615 296,950 390,778 461,247 EBITDA (%) =80 291 222 o7
equivalents ! ! ? ’ PAT (%) -60.4 362.9 8.5 54.8
Closing cash and cash 296,950 390,778 461,247 565,017

equivalents
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Coal India Ltd

Tower Capital Research: Equity Rating Definitions

Stock Rating Definition
Buy appreciate > (+) 20%
Buy on Decline * between (+) 5% to (+) 20%
Neutral between (+) 5% to (-) 5%
Sell on Rise ** between (-) 5% to (-) 20%
Sell depreciate > (-) 20%

* Buy 1/3™ quantity at CMP
** Sell 1/3™ quantity at CMP

For this report or archives of any of our research, please contact
Mr.Sandeep Shah, Head — Equity Sales & Research
sandeep.shah@towercap.com
+91 22 6740 3558 / +91 9820988377

Tower Capital & Securities Pvt. Ltd.
2" Floor, Aban House, Sai Baba Marg,
Off. K. Dubhash Marg, Fort, Mumbai — 400 023.
Tel: +91 22 6740 7000 Fax: +91 22 2281 3641
www.towercap.com

Tower Research is available on Bloomberg (TOWR <GO=>), Reuters.com

DISCLAIMER:

This information & opinions in this report have been prepared by Tower Capital & Securities Private Ltd. The report & the information
contained herein are strictly confidential and meant solely for the authorized recipient and may be restricted by law or regulation in
certain countries. This report is for information purposes only for the authorized reader and does not construe to be any investment, legal
or taxation advice. This report is based on the information obtained from public sources and sources believed to be reliable, however, no
warranty, express or implied, are given for the accuracy or correctness of the same and it should not be construed as such. It is also not
intended as an offer or solicitation for the purchase and sale of any financial instrument.

Tower Capital & Securities Private Ltd and/or its subsidiaries and/or its directors, employees, officers or associates — including the persons
involved in the preparation/issuance of this report may have, from time to time, (a) any interest or positions (buy/sell etc.) — financial
(including in derivatives/commodities market) or otherwise in the companies/securities covered/mentioned in this report and may have
acted upon the information &/or (b) been engaged in any other transaction, commercial or otherwise, in respect of the
companies/securities covered in this report, like earning brokerage, commission or act as a market maker &/or (c) performed or may
seek to perform any merchant/investment banking services for such companies or act as advisor or lender/borrower to such companies
&/or (d) have other possible conflict of interest with respect to any recommendation or any information/opinions that could affect the
objectivity of this report. As a result, the authorized recipients of this report should rely on their own investigations and analysis & seek
professional advice. Any action taken by any one on the basis of the information contained herein is their sole responsibility and Tower
Capital & Securities Private Ltd and its subsidiaries or its directors, employees or associates will not be liable in any manner whatsoever
for the consequences of such action taken.

No data/information contained in this report shall be copied, forwarded, transmitted or distributed, in part or in whole, in any form or in
any media, without the previous written consent of Tower Capital & Securities Private Ltd
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