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Value through cash accretion

Coal India (CIL) missed consensus Q2FY22 forecasts. Key points:
i) Blended realisation was impacted by higher sales to the power

What’s Changed sector. ii) E-auction premium over FSA at 15% was lower than our
Target Price ~  estimate. iii) Cost impacted by higher diesel price. iv) Good cash
Rating/Risk Rating - . . . .

accretion due to working capital unlocking. v) H1FY22 capex at
QUICK TAKE INR44.1bn

Above Inline Below

Profit . Going ahead, we see several levers of stock performance: i) Higher e-
Margins . auction premium. ii) Possible hike in FSA price. iii) Lower-than-
Revenue Growth ° expected wage hike. Owing to significant cash accretion, we expect a
Overall : dividend yield of 12-13% over the next two years. Maintain ‘BUY’ on

the stock with a TP of INR210 at an unchanged 9x FY23E EPS.
FINANCIALS (INRbn) | Lower realisation results in earnings miss

8

Year to March FY21A - FY2E RYZ3E RY28E 1 )0 02FY22 EBITDA of INR39.1bn (down 2% QoQ) missed estimates. Key points:
Revenue 2003 10524 L1641 11866 i) Higher sales to the power sector (up 13% YoY) resulted in lower realisation despite
EBITDA 185.7 242.6 226.9 231.9 I) 18 P P ° P
Adjusted profit 1270 1663 1484  147.4 average grade remaining unchanged at G-11. ii) E-auction premium to FSA sales was at
Diluted EPS (INR) 20.6 27.0 24.1 23.9 15% (Q1FY22: 13%). iii) Contractual expense was up 9.6% YoY at INR271/t, mainly due
EPS growth (%) (24.0) 310 (108) (0.:6) to higher diesel cost. iv) Overburden removal was at 271.03m3. v) Wage hike
ROAE (%) 370 423 343 324 yrovisioning of INR3bn in Q2FY22. vi) Significant cash accretion due to working capital
PIE®) 77 > o6 o6 unlocking resulting in cash balance of INR283bn. Going ahead, management expects:
EV/EBITDA (x) 4.6 3.2 3.4 33
Dividend yield (%) 101 1.3 12.6 132 i) FY22 sales volume at 670-680mt; ii) e-auction volume flat YoY at ~94mt but at higher
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premium; and iii) wage hike to be lower than last time as one-time gratuity adjustment
(accounting for 20-25% of the hike last time) is unlikely to be there.

Robust dividend yield likely

On analyst call, management indicated dividend is more tax efficient than buyback
in their case. Cash balance was INR283bn (INR46/share) at Sep-21 end, and we
expect earnings momentum to be higherin H2FY22 due to better e-auction premium
(40-45%) and sales volume growth. Besides, an earnings-accretive FSA price hike
(net of wage escalation) is likely to be a positive. Hence, we expect dividend at
INR18/share (FY21: INR16/share), implying an FY22E dividend yield of 12.6%.

Outlook and valuation: A formidable dividend play; retain ‘BUY’

Despite Q2FY22 results missing estimates, we are positive on CIL due to higher-than-
expected volume growth and e-auction premium prospects. Besides, cash accretion
is likely to improve further tracking lower receivables, leading to a potential dividend
yield of 12-13%. Retain ‘BUY’ with an unchanged TP of INR210 on 9x FY23E EPS.

Financials

Year to March Q2FY22 Q2FY21 % Change Q1FY22 % Change
Net Revenue 2,32,911 2,11,531 10.1 2,52,822 (7.9)
EBITDA 39,063 39,749 (1.7) 48,439 (19.4)
Adjusted Profit 29,018 29,508 (1.7) 31,752 (8.6)
Diluted EPS (INR) ) 47 4.8 (1.7) 52 (8.6) |

Amit Dixit
+91 (22) 6620 3160
AmitA.Dixit@edelweissfin.com

Meera Midha

+91 (22) 4088 5804

Meera.Midha@edelweissfin.com

Edelweiss Research is also available on www.edelweissresearch.com, Bloomberg - EDEL, Thomson Reuters, and Factset Edelweiss Securities Limited


https://www.edelweissresearch.com/Research/Company?Id=2316
https://www.edelweissresearch.com/Podcasts?Search=coal+india&FromDate=&ToDate=
https://www.edelweissresearch.com/CorporateAccess
https://www.edelweissresearch.com/Videos

Financial Statements

Income Statement (INR mn)

Balance Sheet (INR mn)

Year to March FY21A FY22E FY23E FY24E Year to March FY21A FY22E FY23E FY24E
Total operating income 9,00,260 10,52,407 11,64,101 11,86,613 Share capital 61,627 61,627 61,627 61,627
Raw Material Cost 55,164 97,300 99,852 1,02,847 Reserves 3,03,546 3,58,954 3,84,091 4,02,123
Employee costs 3,86,977 4,06,395 5,05,454  5,00,400 Shareholders funds 3,65,174 4,220,581  4,45,718  4,63,751
Other expenses 57,669 85,272 91,043 93,774 Minority interest 4,411 4,411 4,411 4,411
EBITDA 1,85,735 2,42,597 2,26,908 2,31,863 Borrowings 58,753 58,753 58,753 58,753
Depreciation 37,089 43,144 49,289 55,993 Trade payables 76,376 80,703 83,496 86,001
Less: Interest expense 6,447 6,447 6,447 6,447 Other liabs & prov 3,74,807 3,74,807 3,74,807 3,74,807
Add: Other income 37,924 38,017 34,927 35,368 | | Total liabilities 15,77,203 16,72,226 17,38,671 17,98,878
Profit before tax 1,80,093 2,31,024 2,06,099 2,04,792 Net block 4,23,595 4,71,451 5,18,162 5,70,169
Prov for tax 53,071 64,687 57,708 57,342 Intangible assets 1,319 1,319 1,319 1,319
Less: Other adj 0 0 0 0 Capital WIP 1,04,037 1,43,037 1,67,037 1,79,037
Reported profit 1,26,999 1,66,337 1,48,391 1,47,450 Total fixed assets 5,28,951 6,15,807 6,86,518 7,50,524
Less: Excp.item (net) 0 0 0 0 Non current inv 23,176 29,176 29,176 29,176
Adjusted profit 1,26,999 1,66,337 1,48391 1,47,450 Cash/cash equivalent 2,09,429 2,86,820  2,95,298  2,94,177
Diluted shares o/s 6,163 6,163 6,163 6,163 Sundry debtors 1,96,231 1,44,165 1,27,573  1,23,538
Adjusted diluted EPS 20.6 27.0 24.1 23.9 Loans & advances 6,376 6,376 6,376 6,376
DPS (INR) 16.0 18.0 20.0 21.0 Other assets 4,36,576 4,13,417 4,17,266 4,18,623
Tax rate (%) 29.5 28.0 28.0 28.0 Total assets 15,77,203 16,72,226 17,38,671 17,98,878
Important Ratios (%) Free Cash Flow (INR mn)

Year to March FY21A FY22E FY23E FY24E Year to March FY21A FY22E FY23E FY24E
EBITDA (INR/t) 349.0 432.4 3933 390.7 Reported profit 1,26,999 1,66,337 1,48,391 1,47,450
Staff Costs (% of sales) 43.0 38.6 43.4 42.2 Add: Depreciation 37,089 43,144 49,289 55,993
Output (t/worker) 2,284.1 2,572.6 2,870.5 3,112.2 Interest (net of tax) 6,447 6,447 6,447 6,447
EBITDA margin (%) 20.6 231 19.5 19.5 Others (1,69,797) 2,52,630 1,20,849 1,00,931
Net profit margin (%) 14.1 15.8 12.7 12.4 Less: Changes in WC 48,231 (79,550) (15,537) (5,183)
Revenue growth (% YoY) (6.3) 16.9 10.6 1.9 Operating cash flow 1,05,599 3,24,321 2,51,732  2,48,296
EBITDA growth (% YoY) (13.9) 30.6 (6.5) 2.2 Less: Capex 1,10,152 1,30,000 1,20,000 1,20,000
Adj. profit growth (%) (24.0) 31.0 (10.8) (0.6)| |Free cash flow (4,553) 1,94,321 1,31,732 1,28,296
Assumptions (%) Key Ratios

Year to March FY21A FY22E FY23E FY24E Year to March FY21A FY22E FY23E FY24E
GDP (YoY %) (8.0) 9.0 7.0 7.0| | RoE (%) 37.0 42.3 34.3 32.4
Repo rate (%) 4.0 4.0 43 5.3 RoCE (%) 37.9 45.1 37.1 35.2
USD/INR (average) 74.2 73.0 72.0 71.0 Inventory days 515 292 249 251
Production (mT) 596.1 637.8 676.1 696.4 Receivable days 69 59 43 39
Sales (mT) 573.8 642.7 674.8 695.1 Payable days 493 295 300 301
FSA Volumes (mT) 466.4 530.0 554.1 568.3 | Working cap (% sales) 17.2 7.1 5.1 46
e-Auction (mT) 94.4 97.7 102.7 105.8 Gross debt/equity (x) 0.2 0.1 0.1 0.1
FSA Realisation (INR/t) 1,441.9  1,502.6  1,582.9  1,566.5 | Net debt/equity (x) (0.4) (0.5) (0.5) (0.5)
e-Auction Premium (%) 8.8 23.4 20.3 15.4 Interest coverage (x) 23.1 30.9 27.6 27.3
Valuation Metrics Valuation Drivers

Year to March FY21A FY22E FY23E FY24E Year to March FY21A FY22E FY23E FY24E
Diluted P/E (x) 7.7 5.9 6.6 6.6| |EPSgrowth (%) (24.0) 31.0 (10.8) (0.6)
Price/BV (x) 2.7 23 2.2 2.1 RoE (%) 37.0 42.3 34.3 32.4
EV/EBITDA (x) 46 3.2 3.4 3.3| | EBITDA growth (%) (13.9) 30.6 (6.5) 2.2
Dividend yield (%) 10.1 11.3 12.6 13.2 Payout ratio (%) 77.6 66.7 83.1 87.8

Source: Company and Edelweiss estimates
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Exhibit 1: EBITDA/t led to muted realisation
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Exhibit 2: FSA volume rose YoY due to higher volume to power sector
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Exhibit 3: E-auction volume was stable QoQ
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Exhibit 4: Cost/t rose mainly due to higher diesel cost
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Exhibit 5: Key operating data
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Source: Company, Edelweiss Research

Exhibit 6: Segment-wise break-up of sales volume

Sponge Iron

Total 147 134 9.9 160 (8.1)
Source: Ministry of Coal, Edelweiss Research




Q2FY22 conference call: Key takeaways

In focus

Production/sales targets contingent on demand: Production- 640mt/710mt for
FY22/FY23. Sales- 670-680mt/710mt

Wage hike provisioning of INR3bn in Q2FY22. Expect wage hike to be lower than
last time owing to one-off impact of higher gratuity not being there

Current dispatch rate is at 1.9mt/day of which close to 1.6mt/day is to power
sector

Expect FY22 e-auction volume to stay flat YoY, however, premium over FSA price
has risen to 40-45%

Current receivable is at INR120bn. Company has adopted a scheme wherein,
one-third of payment made is adjusted towards pending receivable

Capex target at INR170bn for FY22 and INR400-500bn over next three years.
H1FY22 capex at INR70bn. Most of the capex has been spent on equipment and
infrastructure augmentation

Have been successful in replacing imported coal to the extent of G9-G13 grades
Cost escalation due to diesel is at INR1.3bn for every INR1/litre rise in diesel cost

Dividend is more tax efficient than buyback for CIL

Production and sales volume

E-auction (booking) volume on an annualised basis is likely to be similar YoY,
however, materialisation and premiums are higher. The volumes offered under
e-auction depend on thermal power demand and coal inventory at power plants.

Supply to the non-regulated sector declined in October-21 owing to low
inventories at power plants.

CIL has replaced ~45-50% of imported coal in the domestic market for G9-G13
grades, aided by high prices of international coal.

Management is targeting 640mt of production in FY22, 700mt in FY23 and 1bnt
in FY25 depending on demand.

Currently, the daily offtake stands at 1.9mt/day, of which ~1.65mt/day is to the
power sector. Supplies to the non-regulated sector have increased in Q3FY22
versus Q2FY22.

Overburden removal in the quarter was 271.03m3.

CIL had identified 23 mines for closure of which 12-13 have been closed. About
4-5 mines are being merged or production is being enhanced at ECL. In one mine
at SECL, continuous miner has been deployed to improve the profitability.

Pricing and costs

FSA realisations dipped in Q2FY22 owing to higher dispatches to the power
sector which has 20% lower prices vis-a-vis non-regulated sector.

E-auction premiums have risen to 45-50% from 9-10% in the beginning of FY22.

Edelweiss Research is also available on www.edelweissresearch.com, Bloomberg - EDEL, Thomson Reuters, and Factset Edelweiss Securities Limited 5
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Diesel prices are expected to have an annualised impact of INR1.3bn per rupee
increase.

Management is hopeful of the FSA price hike being taken soon.

CIL has taken an ad hoc provision of INR3bn on wage hikes. The possible hike due
to actuarial valuation is difficult to quantify at this stage, owing to the huge
employee base.

Cash management

Management envisages to spend INR170bn on capex in FY22, with spends of
INR70bn so far in FY22. Bulk of the expenditure have been towards core
operations. An investment of INR10bn is anticipated on the solar power projects.

CIL is on course to spend INR400-500bn in capex over the next 3-4 years, with
several projects lined up and progress monitored stringently.

Receivables have reduced to ~INR120bn from INR190bn at the end of FY21, with
active focus by the management to reduce receivables from DISCOMs.
Receivables have been reduced across subsidiaries with reduction heavier in
BCCL and ECL.

Management has not taken any decisions on other projects barring solar power
for which some investments are being made and some towards the fertiliser
plant.
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Exhibit 7: Quarterly financial snapshot (consolidated)

Total net revenue 2,32,911 2,11,531 10.1 2,52,822 (7.9) 4,85,732 10,52,407 11,64,101
Cost of materials 19,210 17,204 11.7 19,122 0.5 38,332 60,535 99,852
Repairs 3,174 2,964 7.1 2,608 21.7 5,781 15,080 15,902
Miscelleneuous expenses 11,203 10,653 . 10,947 . 22,150 49,983 52,528
Provisions/ write-offs 1,408 3,537 (60.2) 681 2,089 3,239 3,317

EBITDA 39,063 39,749 (1.7) 48,439 (19.4) 87,502 2,42,597 2,26,908

Tax 7,105 11,092 (35.9) 11,614 (38.8) 18,719 64,687 57,708
S

Tax rate 19.7 27.3 26.8 23.6 28.0 28.0
Source: Company, Edelweiss Research
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Company Description

Coal India Limited (CIL) is an India-based holding company. The Company is a coal
mining company, which is engaged in the production and sale of coal. The Company
offers products, including Coking Coal, Semi Coking Coal, Non-Coking Coal, Washed
and Beneficiated Coal, Middlings, Rejects, Coal Fines/Coke Fines, and Tar/Heavy
Qil/Light Qil/Soft Pitch. Its Middlings are used in power generation, brick
manufacturing units and cement plants. The Washed and Beneficiated Coal products
are used in the manufacturing of hard coke for steel making and power generation.
Its Semi Coking Coal products are used as blend-able coal in steel making, merchant
coke manufacturing and other metallurgical industries. Its Non-Coking Coal products
are used for cement, fertilizer, glass, ceramic, paper, chemical and brick
manufacturing, and for other heating purposes. CIL operates through approximately
82 mining areas spread over eight provincial states of India.

Investment Theme

Government’s focus on ramping-up domestic production (to counter rising imports)
will lead to sustainable volume growth for CIL. Further, commissioning of railway
lines has augmented evacuation capabilities. We believe, the company will benefit
from its prices being lower compared to imported coal. Additionally, CIL is also likely
to gain from grade control measures. However, potential OFS by the Government of
India remains an overhang. Nonetheless, dividend yield of ~11% through to FY23E is
a positive.

Key Risks

Government of India’s OFS
Lower-than-expected new FSA demand.
Loss of volume-linked incentive.

Lower-than-expected volume growth

Edelweiss Securities Limited
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Additional Data

Management Holdings — Top 10*
Chairman Pramod Agrawal % Holding % Holding
Director (Finance) Sanjiv Soni LIC of India 11.01 SBIMF 0.72
HDFC AMC 4.17 ICICI Prudentia 0.67
Director (Marketing) S.N. Tiwary
Nippon Life Ind 2.38 ABSL AMC 0.47
Director (Technical) Binay Dayal Vanguard Group 110 Lazard 0.27
Auditor Ray & Ray BlackRock Inc 0.89 UTIAMC 0.22
*Latest public data
Recent Company Research Recent Sector Research
Date Title Price Reco Date Name of Co./Sector Title
01-Nov-21 Offtake trumps production again; 164 Buy 18-Nov-21 Metals & Mining Steel: Prices fall but respite in sight;
Company Update Sector Update
Volume continues to delight; . .
01-Sep-21 Gy e 143 Buy 16-Nov-21  Metals & Mining Shifting gears; Sector Update
12-Aug-21 Better times ahead; Result Update 143 Buy 12-Nov-21 Tata Steel Europe shines; Result Update

Rating Interpretation
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COAL IN Equity ©  Buy ® Hold @ Reduce

Source: Bloomberg, Edelweiss research

Rating Distribution: Edelweiss Research Coverage
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Rating Rationale

Nov-19 May-20 Nov-20 May-21

Buy Hold Reduce Total Rating Expected absolute returns over 12 months
Rating Distribution* 186 51 18 256 Buy: >15%
>50bn  >10bn and <50bn <10bn Total Hold: >15% and <-5%
Market Cap (INR) 231 40 3 274 Reduce: <-5%

*1 stocks under review
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Disclaimer for U.S. Persons
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This report is intended for distribution by Edelweiss Securities Limited only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934
(the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional
Investor as specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any
U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional
Investors, Edelweiss Securities Limited has entered into an agreement with a U.S. registered broker-dealer, Edelweiss Financial Services Inc. ("EFSI"). Transactions in securities discussed in
this research report should be effected through Edelweiss Financial Services Inc.

Disclaimer for U.K. Persons

The contents of this research report have not been approved by an authorised person within the meaning of the Financial Services and Markets Act 2000 ("FSMA").

In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional experience in matters relating to investments falling within
Article 19(5) of the FSMA (Financial Promotion) Order 2005 (the “Order”); (b) persons falling within Article 49(2)(a) to (d) of the Order (including high net worth companies and unincorporated
associations); and (c) any other persons to whom it may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”).

This research report must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this research report relates is available only
to relevant persons and will be engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on this research report or any of its contents. This
research report must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other person.

Disclaimer for Canadian Persons

This research report is a product of Edelweiss Securities Limited ("ESL"), which is the employer of the research analysts who have prepared the research report. The research analysts
preparing the research report are resident outside the Canada and are not associated persons of any Canadian registered adviser and/or dealer and, therefore, the analysts are not subject
to supervision by a Canadian registered adviser and/or dealer, and are not required to satisfy the regulatory licensing requirements of the Ontario Securities Commission, other Canadian
provincial securities regulators, the Investment Industry Regulatory Organization of Canada and are not required to otherwise comply with Canadian rules or regulations regarding, among
other things, the research analysts' business or relationship with a subject company or trading of securities by a research analyst.

This report is intended for distribution by ESL only to "Permitted Clients" (as defined in National Instrument 31-103 ("NI 31-103")) who are resident in the Province of Ontario, Canada (an
"Ontario Permitted Client"). If the recipient of this report is not an Ontario Permitted Client, as specified above, then the recipient should not act upon this report and should return the
report to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any Canadian person.

ESL is relying on an exemption from the adviser and/or dealer registration requirements under NI 31-103 available to certain international advisers and/or dealers. Please be advised that
(i) ESL is not registered in the Province of Ontario to trade in securities nor is it registered in the Province of Ontario to provide advice with respect to securities; (ii) ESL's head office or
principal place of business is located in India; (iii) all or substantially all of ESL's assets may be situated outside of Canada; (iv) there may be difficulty enforcing legal rights against ESL because
of the above; and (v) the name and address of the ESL's agent for service of process in the Province of Ontario is: Bamac Services Inc., 181 Bay Street, Suite 2100, Toronto, Ontario M5J 2T3
Canada.

Disclaimer for Singapore Persons

In Singapore, this report is being distributed by Edelweiss Investment Advisors Private Limited ("EIAPL") (Co. Reg. No. 201016306H) which is a holder of a capital markets services license and
an exempt financial adviser in Singapore and (ii) solely to persons who qualify as "institutional investors" or "accredited investors" as defined in section 4A(1) of the Securities and Futures
Act, Chapter 289 of Singapore ("the SFA"). Pursuant to regulations 33, 34, 35 and 36 of the Financial Advisers Regulations ("FAR"), sections 25, 27 and 36 of the Financial Advisers Act, Chapter
110 of Singapore shall not apply to EIAPL when providing any financial advisory services to an accredited investor (as defined in regulation 36 of the FAR. Persons in Singapore should contact
EIAPL in respect of any matter arising from, or in connection with this publication/communication. This report is not suitable for private investors.

Disclaimer for Hong Kong persons

This report is distributed in Hong Kong by Edelweiss Securities (Hong Kong) Private Limited (ESHK), a licensed corporation (BOM -874) licensed and regulated by the Hong Kong Securities
and Futures Commission (SFC) pursuant to Section 116(1) of the Securities and Futures Ordinance “SFO”. This report is intended for distribution only to “Professional Investors” as defined
in Part | of Schedule 1 to SFO. Any investment or investment activity to which this document relates is only available to professional investor and will be engaged only with professional
investors.” Nothing here is an offer or solicitation of these securities, products and services in any jurisdiction where their offer or sale is not qualified or exempt from registration. The
report also does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of any individual recipients. The Indian
Analyst(s) who compile this report is/are not located in Hong Kong and is/are not licensed to carry on regulated activities in Hong Kong and does not / do not hold themselves out as being
able to do so.
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