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Coal India

CMP: INR282

TP: INR371 (+32%) Buy

Efficiencies eroding demand; cutting estimates

BSE SENSEX S&P CNX
25,490 7,815
!"d\vo““_”" f"’v
5'.4@%% 7;

H =

Stock Info

Bloomberg COALIN
Equity Shares (m) 6,316.4
52-Week Range (INR) 447/272
1, 6, 12 Rel. Per (%) 1/-16/-17
M.Cap. (INRb)/(USD b)  1,778.1/26.7
Avg Val ( INR m) 1,583
Free float (%) 20.4
Financials Snapshot (INR b)

Y/E Mar 2016E 2017E 2018E
Net Sales 761.7 762.1 853.5
EBITDA 162.6 117.1 168.6
PAT 1455 110.3 146.1
EPS (INR) 23.0 17.5 23.1
Gr. (%) 59 -242 325
BV/Sh (INR) 540 558 58.1
ROE (%) 426 313 398
RoCE (%) 617 496 623
P/E (x) 122 161 122
P/BV (x) 5.2 50 4.8

Shareholding pattern (%)

As On Mar-16 Dec-15 Mar-15

Promoter 79.7 79.7 79.7
]l 8.6 8.6 8.8
Fil 8.5 8.8 9.0
Others 3.2 2.9 25

FIl Includes depository receipts

Stock Performance (1-year)
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Downside to coal prices limited, however; valuations attractive — Buy

Efficiencies eroded 4% demand: All India coal consumption grew just 1.4% in
FY16, the slowest in five years due to low demand from the Power sector and
decline in non-Power sector demand. Efficiency gains crowded out 4% demand
growth from Power. Non-Power sector demand was impacted because metal
and sponge iron production suffered from volatility in metal prices.

Cutting FY20E volumes by 50m tons: We remain bullish on non-Power sector
demand because improved availability is triggering restart of aluminum
smelters. We have reworked our demand and supply model and reduced Coal
India’s FY20E volumes by 50m tons.

Aggressive production target creating oversupply: Oversupply is putting
pressure on prices of coal in E-auction, which is evident from declining ratio of
allocated to offered quantities. We are cutting average E-auction realization by
INR561 to INR1,445/ton for FY17 and by INR40O to INR1,450/ton for FY18-20.
We now assume delayed price hike; cut quantum of hike from 8-10% to 4%:
We had factored 8-10% price hike on ACQ (annual contracted quantity) coal in
FY17, which now appears to be postponed. We are pushing back ACQ price
hike to FY18 and also reducing the quantum of hike to ~4%.

Cutting FY17E EBITDA by 27% to INR182b: Reduction in volumes and prices is
resulting in a cut of INR117b in revenue estimate for FY17 to INR762b. Some
cost pressures would be lower than our estimates, cushioning the impact on
margins. Overall, we are reducing cost of mining (ex-OBR) by INR51b on
factoring lower wage hike of 5% (v/s 20%). But that will not be enough to offset
the impact on revenue. We are cutting adjusted EBITDA by 27% to INR182b for
FY17 and by 23% to INR238b for FY18. Consolidated EPS is revised down by
29% to INR17.5 for FY17 and by 24% to INR23.1 for FY18.

Land acquisition and evacuation issues addressed: Coal India has
demonstrated that it is able to achieve strong volume growth and has
addressed issues related to land acquisition and evacuation bottlenecks.
Downside to coal prices limited: Though Power sector is the largest consumer,
the value of stock has very high leverage to market prices of coal. We believe
that downside to international coal prices is limited because current market
prices are hurting production in major exporting countries.

Valuations attractive for a growing mining company: The stock is trading at an
EV of 7.6x FY17E EBITDA and 5.8x FY18E EBITDA. Valuations are attractive for a
growing mining company, despite challenging market conditions. We value
Coal India at INR371/share based on EV/EBITDA of 7.5x FY18E. This is very close
to our revised DCF value of INR375/share. Maintain Buy.

Sanjay Jain (SanjayJain@MotilalOswal.com); +91 22 3982 5412

Dhruv Muchhal (Dhruv.Muchhal@MotilalOswal.com); +9122 3027 8033

Investors are advised to refer through important disclosures made at the last page of the Research Report.
Motilal Oswal research is available on www.motilaloswal.com/Institutional-Equities, Bloomberg, Thomson Reuters, Factset and S&P Capital.
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Coal demand growth disappointing
Reworking D-S model; lowering Coal India’s FY20E volumes by 50m tons

®  All India coal consumption grew just 1.4% in FY16, the slowest in five years due to low
demand from the Power sector and decline in non-Power sector demand. Efficiency
gains crowded out 4% demand growth from Power. Non-Power sector demand was
impacted because metal and sponge iron production suffered from volatility in metal
prices.

B We remain bullish on non-Power sector demand because improved availability is
triggering restart of aluminum smelters. We have reworked our demand and supply
model and reduced Coal India’s FY20E volumes by 50m tons.

Exhibit 1: Coal consumption growth (%)
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Non-power demand impacted, as end consumer production suffers

m  Demand from non-Power sector disappointed, as commodity price volatility
impacted domestic production of metals and sponge iron. Surge in imports of
pet coke, steel scrap, and steel products displaced domestic metal production,
and thus, non-Power coal demand, which declined 1.3% in FY16.

Exhibit 2: Sponge iron production declined 13% in FY16 Exhibit 3: Pet coke imports surged
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Power: Efficiency gains surprise; crowd out 4% demand growth

m  Overall power generation growth was modest at 5.6% in FY16. Coal-based
generation grew faster at 7.7%, yet slowest in five years. Coal consumption by
the Power sector grew just 2.7%, driven by reduction in specific consumption. A
material improvement in efficiencies crowded out 4% growth in coal demand
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from the Power sector, which took us by surprise. We were expecting that
substitution of high GCV imports by low GCV domestic coal would increase
specific consumption, which would be offset by improving station heat rate of
power plants on rising share of higher/super-critical capacity units.

m  The share of imports in power plants’ consumption basket did decline by 240bp
to 14.8% in FY16, as absolute imports by power plants came down by 10.6m
tons to 80.7m tons. Imports by coastal plants increased by 1.2m tons to 43.5m
tons, while there was import substitution of 11.7m tons by other plants.

Exhibit 4: Growth (%) — slowest in five years Exhibit 5: Specific consumption (kg/kwh) < estimate of 0.65x
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m A closer analysis of coal-based power generation reveals that 98% of growth in
FY16 was from private sector. State sector generation is declining. Private sector
plants are displacing less efficient state sector plants in merit order dispatch.
Efficiency gains are being driven by use of coal in more efficient plants.

Exhibit 6: Coal-based power generation growth (b kwh)

FY06 FY07 FYO08 FY09 FY10 FY1l FY12 FY13 FY14 FY15 FY16
Central 14 12 15 6 12 8 10 24 14 10 7
State -3 13 9 16 6 10 -2 -1 -12 21 -7
Private 1 1 4 6 8 20 20 61 52 58 59

Source: MOSL, CEA

Exhibit 7: Private sector is key driver of coal-based generation growth (%)
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Cutting coal demand estimate for FY20 by 47m tons to 1,009m tons

Recently, the Ministry of Power (MoP) issued new guidelines that will allow
more flexibility in use of coal in more efficient plants. In other words, inefficient
plants will not be allowed to run at the cost of efficient plants for the privilege of
coal linkage. Therefore, we believe that the trend in efficiency improvement will
continue. We are now building 1% reduction in specific consumption every year
for the next five years. As a result, the estimated demand of coal from Power
sector will be 701m tons in FY20 (46m tons lower than our earlier estimate).

Exhibit 8: Power sector coal consumption model

FY1l FY12 FY13 FY14 FY15 FY16 FY17E FY18E FY19E FY20E

GDP growth (%)
Power generation (b kwh)
YoY (%)
elasticity with GDP
Coal based gen. (b kwh)
YoY (%)
kg/kwh
imports in supply (%)
Consumption (mt)
YoY (%)

8.9% 6.7% 5.6% 6.6% 7.2% 7.6% 7.5% 8.0% 8.0% 8.0%
811 877 912 967 1,049 1,107 1,174 1,250 1,338 1,431
5.9% 8.1% 4.0% 6.0% 8.4% 5.6% 6.0% 6.5% 7.0% 7.0%
0.7 1.2 0.7 0.9 1.2 0.7 0.8 0.8 0.9 0.9
535 585 659 714 800 862 922 990 1,069 1,153
4.0% 9.2% 12.7% 8.3% 12.1% 7.7% 6.9% 7.5% 8.0% 7.9%
0.723 0.714  0.690 0.686 0.664 0.633 0.627 0.621 0.614 0.608
7.8 10.8 13.8 16.2 17.2 14.8 12.5 11.7 11.0 10.3
387 418 455 489 531 546 578 615 657 701
5.4 7.9 8.9 7.7 8.6 2.7 5.9 6.4 6.9 6.8

Note: we are assuming that 90% of growth in electricity generation will be met by coal plants

Source: MOSL

Non-Power coal demand is likely to increase by 68m tons to 307m tons over
FY16-20E. Captive power plants would be the biggest demand drivers. As
domestic aluminum smelting capacity of 4.2m tons increases its utilization from
58% in FY16 to 100% in FY20, coal demand would increase by 21m tons. Steel
plants would need another 20m tons of coal to sustain growth in steel
production. Sponge iron producers would need ~4m tons of coal, assuming that
the industry remains under pressure. Overall, we believe that non-Power
demand would increase by 68m tons to 307m tons by FY20, only 2m tons lower
than our earlier estimate.

Exhibit 9: Non-Power sector coal consumption (m tons)

FY15 FY16 FY17E FY18E FY19E FY20E

Sponge iron coal based 33 29 30 30 32 33
Production (mt) 22 19 20 20 21 22
Specific ratio (x) 1.5 1.5 1.5 1.5 1.5 1.5

CPP (Al., steel, cement, ferro-alloys etc) 131 131 140 152 164 177
Power Generation (b kwh) 131 131 140 152 164 177
Specific ratio (mt /bkwh) 1.0 1.0 1.0 1.0 1.0 1.0

Cement 27 29 31 34 36 39
Production (mt) 270 291 312 337 364 393
Specific ratio (x) 0.1 0.1 0.1 0.1 0.1 0.1

Coal gasificatoin 16 17 18 18 19 21
JSP Angul (mt) 6 6 6 6 6 6
others 10 11 12 12 13 15

Less: Petcoke -11 -16 -16 -16 -16 -16
Domestic supply -5 -5 -5 -5 -6 -6
Imports -6 -11 -11 -11 -11 -11

balancing 46 49 49 50 52 54

Total 242 239 252 268 287 307

Source: MOSL
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m  All India coal demand (excluding coking coal) is now expected to be 47m tons
lower than our estimate of 1,009m tons in FY20.

Exhibit 10: Indian coal supply (m tons) model
FY11 FY12 FY13 FY14 FY15 FYl6 FY17E FY18E FY19E FY20E 2016-20

Production+imports 582 611 667 702 795 802 831 886 948 1,013 211
Coal India 431 436 453 461 494 534 562 611 670 731 197
SCCL 51 52 53 50 53 60 62 66 71 76 16
Captive mines 50 52 50 54 62 43 57 67 72 77 34
Imports 49 71 110 136 186 164 149 141 134 128 -36

Dispatches 573 607 677 710 784 800 831 886 948 1,013 212

Power 380 416 461 495 542 562 578 617 660 704 143
Non-power 193 191 216 216 242 239 253 269 288 308 69
Coal India 423 433 464 472 489 531 562 611 670 731 200
Power 304 312 346 354 385 409 424 449 481 516 107
Non-power 119 120 118 118 104 122 138 162 189 215 83
SCCL 50 51 53 48 53 59 62 66 71 76 17
Power 33 37 38 34 39 47 52 56 61 67 19
Non-power 17 15 15 14 13 11 11 10 10 g -2
Captive mines 50 52 50 54 63 44 57 67 72 77 33
Power 13 22 15 27 27 24 30 40 45 50 26
Non-power 37 30 35 27 36 20 27 27 27 27 8
Ports 49 71 110 136 179 166 149 141 134 128 -38
Power 30 45 63 79 91 81 72 72 72 72 -9
Non-power 19 26 48 57 88 86 77 69 62 56 -29

Inventories at user end 2 0 7 12 23 39 40 43 47 51 12
Power 2 0 7 12 23 39 39 41 44 47 8
Non-power 1 1 2 3 3

Inventory increase/(decrease) -7 -2 7 5 11 16 1 3 4 4
Power -7 -2 7 5 11 16 0 2 3 3
Non-power 1 1 1 1

Consumption 580 609 671 705 773 784 830 883 944 1,009 224
Power 387 418 455 489 531 546 578 615 657 701 156
Non-power 193 191 216 216 242 239 252 268 287 307 68

Source: MOSL

m Despite assuming substitution of 38m ton imports by FY20, we estimate that
Coal India would be able to sell only 731m tons v/s our old estimate of 781m
tons. We cut our FY20E volume estimate by ~50mt.

Exhibit 11: Coal production (m tons) Exhibit 12: Segment-wise dispatches (m tons)
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Oversupply putting pressure on pricing
Cutting E-auction prices; pushing back price hike

Coal India is trying to push more volumes into the market than actual demand growth.
Import substitution is slower due to subdued prices in international coal market and
high cost of transport within India. Oversupply is putting pressure on prices of coal in
E-auction, which is evident from declining ratio of allocated to offered quantities. We
are cutting average E-auction realization by INR561 to INR1,445/ton for FY17 and by
INR400 to INR1,450/ton for FY18-20.

Ministry of Coal (MoC) is soon likely to announce auctioning of non-Power linkage, as
it will no longer be renewing old linkages.

MoC has committed to re-grading of coal mines and rationalization of pricing based on
GCV. However, the actual progress on these issues is slow. We had factored a price
hike of 8-10% on ACQ (annual contracted quantity) coal during FY17, which now

appears to be postponed. We are pushing back ACQ price hike to FY18 and also
reducing the quantum of hike to ~4%.

E-auction pricing under pressure; cutting FY17 estimate by INR561/ton

Coal India’s aggressive Exhibit 13: Coal supply by Coal India (m tons)
production targets are

creating huge MOSL estimate  =——#=—NoC Target 524
oversupply...gap will
continue to widen if targets 802

are not rationalized
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Source: MOSL, Company

Exhibit 14: E-auction supply is increasing rapidly Exhibit 15: Demand is not keeping pace
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If forward E-auction for
Power sector is included,
the average realization is

much lower at
INR1,183/ton

Exhibit 16: Average realization is dropping

Coal India
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Exhibit 17: Premiums are declining because of oversupply
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Exhibit 18: Declining reserves prices imply that average grade is also declining
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Oversupply is putting pressure on prices of coal in E-auction, which is evident
from declining ratio of allocated to offered quantities. We are cutting average E-
auction realization by INR561 to INR1,445/ton for FY17 and by INR40O to

INR1,450/ton for FY18-20.

Total E-auction volumes are higher and the average realization is lower if Power
sector forward E-auction window is included. In Power sector E-auction bucket,
the realization was much lower at ~INR1,000/ton in April. The reported average
E-auction realization is lower at ~INR1,300/ton, which includes a separate

window for Power sector.
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Coal India

®m  We need to treat Power sector volumes separately, because they are crowding
out Power sector ACQ volumes and fetching 10% premium at notified prices.
Therefore, we are focusing on only regular E-auction for the purpose of analysis.

Pushing back ACQ price revision and cutting hike to 4%

B  MoC has committed to re-grading of coal mines and rationalization of pricing
based on GCV. However, the actual progress on these issues is slow. We had
factored a price hike of 8-10% on ACQ (annual contracted quantity) coal during
FY17, which now appears to be postponed. We are pushing back ACQ price hike
to FY18 and also reducing the quantum of hike to ~4%.

Exhibit 19: Power ACQ pricing (INR/ton) — old estimates

Exhibit 20: Power ACQ pricing (INR/ton) — revised estimates

—+— Power F54 In liew of
wage
negotiation 1451
I 1,45 e u
1,451 1,451
1,339
083
g =2 9 3 2 484 5 = 1 o o
= ¥ ¥ £ E 2 g2 @ 2 @
L (T L (T ('

—+— Power F54

In lieu of
wage
negotiation
11381
T —
1,391 1,391

2 2 2 23 4898 % 8 38 8
T T T E g g g8 & g 2 8
L (T L (T ('

Source: MOSL

Exhibit 21: Non-Power pricing (INR/ton) — old estimates

Source: MOSL

Exhibit 22: Non-Power pricing (INR/ton) — revised estimates
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Reducing wage hike

estimates to 5%

No clarity on OBR

accounting, but it won’t
affect adjusted EBITDA

Adjusted EBITDA is cut 27%

Volume growth concerns

allayed

Leverage to prices has

increased

Coal prices have limited

downside

Coal India

Cutting FY17E adjusted EBITDA by 27%

Valuations attractive for a growing mining company; maintain Buy

Reducing certain cost estimates; yet FY17E adjusted EBITDA cut 27%
Reduction in volumes and prices is resulting in a cut of INR117b to our revenue
estimate for FY17 to INR762b. Revenue would be flat in FY17, despite 5.7% volume
increase. Some cost pressures would be lower than our estimates, cushioning the
impact on margins.

We had factored wage hike of 20% in FY17. As inflationary pressures have eased
and many PSUs are under severe margin pressure, we understand that the
provisions for wage hike will be much lower. We are cutting our wage hike
estimate to 5%, which would save INR44b in cost increase during FY17.
Contracting expenses are likely to witness lower inflation.

We are increasing social expenses from INR3b to INR9.4b due to continued
focus on various CSR initiatives.

Under Ind-AS, some of the mining expenses will get capitalized.

It is yet not clear how Coal India will treat OBR provisioning under Ind-AS. It
should not be provided for to align with practices followed by mining companies
globally, in our view. We are already excluding OBR provisions from expenses in
calculating adjusted EBITDA to make its financials comparable to other mining
companies.

Overall, we are reducing cost of mining (ex-OBR) by INR51b on factoring lower
wage hike of 5% (v/s 20%). But that will not be enough to offset the impact on
revenue. We are cutting adjusted EBITDA by 27% to INR182b for FY17 and by
23% to INR238b for FY18.

EBITDA per ton will decline by 19% to INR323/ton in FY17, which will be
followed by increase of 21% in FY18.

Consolidated EPS is revised down by 29% to INR17.5 for FY17 and by 24% to
INR23.1 for FY18.

Valuations attractive for growing mining company; maintain Buy

Coal India has demonstrated that it is able to achieve strong volume growth and
has addressed issues related to land acquisition and evacuation bottlenecks.

The stock (adjusted for dividend) has got de-rated and corrected by 30% from its
peak of “INR445 on concerns that it will be difficult to achieve price hike in view
of (a) falling global coal prices, (b) E-auction prices, and (c) slower than expected
pickup in domestic demand.

Though Power sector is the largest consumer, the value of stock has very high
leverage to market prices of coal. When prices are high, Coal India is able to (a)
substitute imports at a faster rate, (b) push more volumes into domestic market,
and (c) benefit from operating leverage and higher prices in E-auction. This
works otherwise when the prices are weak, as is the present situation.

We believe that international coal prices have limited downside because current
market prices are hurting production in both Indonesia and USA, which are
among the key coal exporters in the world.

13 May 2016
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m  The stock is trading at an EV of 7.6x FY17E EBITDA and 5.8x FY18E EBITDA.
Valuations are attractive for a growing mining company, despite challenging
market conditions.

®m  We value Coal India at INR371/share based on EV/EBITDA of 7.5x FY18E. This is
very close to our revised DCF value of INR375/share. Maintain Buy.

Valuations are attractive

13 May 2016 10
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Story in charts

Coal India

Exhibit 23: Production to grow by ~8% CAGR over FY15-20E

Exhibit 24: Power disp. growth 6% CAGR over FY15-20E (mt)
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Exhibit 25: FSA price realization - INR/t

Source: MOSL, Company

Exhibit 26: Non-power price realization - INT/t

—e— Power FSA

FY13
FY14

FY10
FY11
FY12
FY15
FY16E
FY17E
FY18E
FY19E
FY20E

—O=— E-auction
2,544

Non-power FSA
2,556

1,957 o
,486
1,491
r T T T T T T T T T T 1
o — (o] (42} < n w wi w w w
— — - - — — ) ~ 0 [} [=]
> > > > > > - - i o I
[ o [ o o [ > > > > >
[ [ (R o [

Source: MOSL, Company

Exhibit 27: Contracting % of prod. to inc. to ~63% by FY20E

Source: MOSL, Company

Exhibit 28: and is ~70% cheaper than in-house (INR/t)
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Coal India
Story in charts
Exhibit 29: Net attrition rate (%) Exhibit 30: Cost per ton to be flattish - INR/t
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Exhibit 31: Adj EBITDA Exhibit 32: PAT-INR b
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Exhibit 33: Strong FCF despite higher capex

MOSL, Company

Source: MOSL, Company

Exhibit 34: Dividend yield to protect downside
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MoTiLAL OSWAL Coal India
Financials and Valuations
Income Statement (INR Million)
Y/E Mar 2011 2012 2013 2014 2015 2016E 2017E 2018E
Net Sales 502,336 624,154 683,027 688,100 720,146 761,722 762,116 853,512
Change (%) 7.6 24.3 9.4 0.7 4.7 5.8 0.1 12.0
EBITDA 136,464 156,679 180,836 159,632 152,300 162,600 117,065 168,557
EBITDA Margin (%) 27.2 25.1 26.5 23.2 21.1 21.3 15.4 19.7
Depreciation 17,654 19,692 18,130 19,964 23,198 24,398 25,598 26,798
EBIT 118,810 136,986 162,707 139,668 129,102 138,202 91,467 141,759
Interest 737 540 452 580 73 69 65 61
Other Income 49,615 76,150 88,373 89,694 86,761 82,245 73,160 73,146
Extraordinary items -2,162 911 69 14 50 0 0 0
PBT 165,525 213,508 250,697 228,795 215,839 220,378 164,563 214,844
Tax 55,959 64,845 76,227 77,679 78,573 74,907 54,289 68,729
Tax Rate (%) 33.8 30.4 30.4 34.0 36.4 34.0 33.0 32.0
Min. Int. & Assoc. Share 0 0 0 0 0 0 0 0
Reported PAT 109,566 148,664 174,470 151,116 137,266 145,472 110,273 146,116
Adjusted PAT 110,202 162,386 177,530 159,881 137,316 145,472 110,273 146,116
Change (%) 12.1 47.4 9.3 9.9 -14.1 5.9 242 32.5
Balance Sheet (INR Million)
Y/E Mar 2011 2012 2013 2014 2015 2016E 2017E 2018E
Share Capital 63,164 63,164 63,164 63,164 63,164 63,164 63,164 63,164
Reserves 269,978 341,366 421,556 360,881 340,367 278,157 289,184 303,796
Net Worth 333,142 404,530 484,720 424,045 403,531 341,321 352,348 366,959
Debt 13,664 13,054 10,778 1,715 4,019 4,019 4,019 4,019
Deferred Tax -11,941 -11,941 -22,550 -19,717 -19,591 -19,591 -19,591 -19,591
Total Capital Employed 335,191 406,179 473,584 406,678 388,617 326,407 337,434 352,046
Gross Fixed Assets 376,253 380,964 390,107 414,795 448,080 508,080 568,080 628,080
Less: Acc Depreciation 238,708 246,561 255,449 266,951 286,929 311,327 336,925 363,723
Net Fixed Assets 137,546 134,403 134,658 147,844 161,150 196,752 231,154 264,356
Capital WIP 11,459 29,034 34,960 43,158 51,594 71,594 91,594 111,594
Investments 10,637 19,814 23,950 37,749 28,134 28,134 28,134 28,134
Current Assets 668,364 874,731 999,590 793,955 844,940 755,541 753,611 761,012
Inventory 55,856 60,713 56,178 55,681 61,838 62,607 62,640 70,152
Debtors 34,189 56,630 104,802 82,410 85,219 89,737 89,784 100,551
Cash & Bank 458,064 582,028 622,360 523,895 530,925 436,239 434,231 423,352
Loans & Adv, Others 120,254 175,360 216,249 131,969 166,958 166,958 166,958 166,958
Curr Liabs & Provns 492,815 651,803 719,573 616,028 697,201 725,615 767,060 813,051
Curr. Liabilities 492,815 651,803 719,573 616,028 697,201 725,615 767,060 813,051
Provisions 0 0 0 0 0 0 0 0
Net Current Assets 175,549 222,928 280,017 177,927 147,739 29,927 -13,448 -52,039
Total Assets 335,191 406,179 473,584 406,678 388,617 326,407 337,434 352,046
E: MOSL Estimates
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Coal India

Financials and Valuations
Ratios
Y/E Mar 2011 2012 2013 2014 2015 2016E 2017E 2018E
Basic (INR)
EPS 17.4 25.7 28.1 25.3 21.7 23.0 17.5 23.1
Cash EPS 244 34.7 36.0 33.7 31.5 31.3 28.1 345
Book Value 52.7 64.0 76.7 67.1 63.9 54.0 55.8 58.1
DPS 3.9 10.0 14.0 29.0 20.7 27.4 13.1 17.3
Payout (incl. Div. Tax.) 30.5 46.2 57.3 132.2 112.9 142.8 90.0 90.0
Valuation(x)
P/E 16.1 10.9 10.0 111 12.9 12.2 16.1 12.2
Cash P/E 115 8.1 7.8 8.4 8.9 9.0 10.0 8.2
Price / Book Value 53 4.4 3.7 4.2 4.4 5.2 5.0 4.8
EV/EBITDA 7.6 5.8 5.1 6.0 5.9 6.3 7.4 5.7
Dividend Yield (%) 1.4 3.6 5.0 10.3 7.4 9.7 4.7 6.2
EV /ton of Reserves 61.3 55.6 53.6 57.8 57.5 61.9 62.0 62.5
Profitability Ratios (%)
RoE 32.9 36.7 36.0 35.6 34.0 42.6 31.3 39.8
RoCE 55.1 57.7 57.1 52.1 54.3 61.7 49.6 62.3
Turnover Ratios (%)
Asset Turnover (x) 1.5 1.5 1.4 1.7 1.9 2.3 2.3 2.4
Debtors (No. of Days) 25 33 56 44 43 43 43 43
Inventory (No. of Days) 41 36 30 30 31 30 30 30
Creditors (No. of Days) 5 5 4 4 5 5 5 5
Leverage Ratios (%)
Net Debt/Equity (x) -1.3 -1.4 -1.3 -1.2 -1.3 -1.3 -1.2 -1.1
Cash Flow Statement (INR Million)
Y/E Mar 2011 2012 2013 2014 2015 2016E 2017E 2018E
Adjusted EBITDA 136,464 156,679 180,836 159,632 152,300 162,600 117,065 168,557
Non cash opr. exp (inc) 44,553 73,597 65,165 71,437 80,749 61,156 76,429 82,162
(Inc)/Dec in Wkg. Cap. 4,662 35,647 -68,387 2,442 6,487 -4,895 -74 -17,127
Tax Paid -55,959 -67,044 -86,520 -88,264 -95,721 -74,907 -54,289 -68,729
Other operating activities 0 0 0 0 0 0 0 0
CF from Op. Activity 129,720 198,879 91,094 145,247 143,815 143,954 139,131 164,863
(Inc)/Dec in FA & CWIP -16,153 -34,094 -24,540 -41,164 -49,014 -80,000 -80,000 -80,000
Free cash flows 113,567 164,784 66,554 104,083 94,801 63,954 59,131 84,863
(Pur)/Sale of Invt 2,183 -9,177 -4,136 -13,799 9,615 0 0 0
Others 0 42,177 56,433 64,754 52,871 49,111 38,171 35,824
CF from Inv. Activity -13,970 -1,094 27,758 9,791 13,472 -30,889 -41,829 -44,176
Inc/(Dec) in Net Worth -766 0 0 0 0 0 0 0
Inc / (Dec) in Debt -5,967 -2,474 -2,287 -12,634 1,935 0 0 0
Interest Paid 0 -540 -452 -580 -73 -69 -65 -61
Divd Paid (incl Tax) & Others -41,730 -70,808 -75,781 -240,289 -152,119 -207,682 -99,246 -131,504
CF from Fin. Activity -48,463 -73,821 -78,520 -253,503 -150,257 -207,751 -99,311 -131,565
Inc/(Dec) in Cash 67,287 123,963 40,332 -98,465 7,030 -94,686 -2,009 -10,878
Add: Opening Balance 390,778 458,064 582,028 622,360 523,895 530,925 436,239 434,231
Closing Balance 458,064 582,028 622,360 523,895 530,925 436,239 434,231 423,352
E: MOSL Estimates
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Feb 2016: Dispatch growth moderates to 5.5%
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— Tata Steel

S "u CMP:INR320 TP: INR164(-49%) Sell

TATA STEEL  Intending to exit UK - execution is key!

Market already pricing i all positives, in our view

Boomiers AW Board decdes against further investmentin UK

ey Sres ) o1

ey T

16,1200 per ) w0

scan sy 303 fong:

ey 23 move, in our opinion. The Board would ke to divest the asset in whole or in
g () ey pars

prerers -

Selling TSUK will be an uphill ask

1) over FY12-157 The stuation has worzend further i FYLS. t could be an uphill
task tosel the.

P —
DSM i a3 B3 Shuring TSUKthe only option; will mean another USDIb cash bur
e aur my s

£U5h0A 36736557 gpuion There ar = numbar of ext com inolvd. The recudancy cos sl
B 46 5 oug be USDISOmA00m. in sdditon, there would be corts rested to (3]
C T

PR 2340108 The o b of shutin do igh e USOS0Om-Ls W believe TATA i

take ts time to reach this decision, given the redundancies. Hence, the actual
damage o equity valus could be even high

Market aready pricing n al positves two years in advance

USD200m-300m reduction in EBITDA les, (b volume loss of 7.7.5m, and (]
capex raduction of ~USD250m. The remsining TSE and SEA coud generste
n nFrs.

PR—— EBTDA of INR1406, assuming improvemen in ESITDA/ton from INRS172 in
J——— 30FYI6 to INRIOSIS in FYIS, driven by cost reduction nitatives and

e in FY15. The stock currenly trades at an £V of INRLL0b (incuing net debt of

o VA INRSOG), mphing an EVIEBTOA of 6.5 Inaher werds he make & aren

20 pricing i 3 the positives two years i advang

Maintain Sell

We are cutting FYI7E capex by 35% to INRSGb. Ths is st not enough t pull
iy value out of the red in FYLTE. We continus to value the stock st INRI64.

(12 acjusted 8V). Maintin Sell.

sanjay in (Snjayiin @WsotiOmaLcom), 491 223982 452
Ohvuv Muchhal (Ohro Mochha AotiaOswal coml +9 22 027 8033

Hindalco

Sector Updates

MIP is not sustainable; import duties may be hiked

Demand i expected to grow 7.5%in FY17 A
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hvu Mucial O el MotialOswalcom; 93 223027 8055

€xport Spoak

= Minimom impor price (M) s 3 price below which no imparts wil be allowed. s of e s v

= ntensiy of stee demand is el to improve. Whie thee are doubts about the (U] of e Vi f St
pace of Indis's growth, rising stesl intensity wil lesd o accelerston i steel
Gemand growth. Demand iz expected to grow by 7.5% i FY17, up from the 5%  macesionemss éevlpmant
run ate presenty. flrgrogo v

There wi be no safeguard duty on top of MIP -1t haz been imposed to curb wnd coul marke. g

imports, which are hurting the domesti teel industry. bt o e cmme
- el e e
overmen, e workd with
s e w—:vdmm«
UnderwTo, s g

beleve MIP il lose

effeceness),

Climate, and thus, domestic demand.

cumping e players are easer,

et e
o fsuing clarfication i this regad despite being sware tht cvernuoing of ___M,__;"“‘"*

uncompetie. Various trads/non-trads. messure: o incresse transaction cost, deterring the ivestment

= FTA countries are not charged with import duty. The medium-to-ong term answer fo the indusry s ants.
for

MIP will benefit mainly the larger players

mic-March,

Sanjay Jain (Sanjaylsin@motialoswal com; 491 22 3952 5412
Dhrus Muchial (Dhiun Muchhal @ MotiaiOswal com; +51.22 3027 8033

Metals
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—

MIP to curb imports and bring some pri
W Steel upgraded to BUY with 39% upside

0G5 sued it of st products and corresponding P blow whch stee products
cannt be importe. M together with recenty sued ey order s ey to cur
imports. s 3 conbined effc of gadualy recovering domestic el demand and

ing power

st 0 incresse by 10-12% in FYL7E, which augurs welfo the targsted hgh volume

= Akhough M order has covered lrge number of seel producs, yet ¢ excludes

= i produc marke s ey t be the biggest beneficiary of MIP because of i

= We expact 2 modest INRI000/t of benef to margin of long products and plates
producers because (1) the industy s hghly fragmented 3nd cversupplied and (2)
scraplpigronand cartain ong poducts are excuded rom M.
by

stee,
the volumes for 5w Stel by 6.2% o 14.3mtfor E.

B 15w Steer's arge price i revised upward by 4D% to WRL393/share, an upside of
34%. e ae upgrading thestock 0 8UY.

otuseL.

MIP to bing pricing power, curb imports and boost volumes
Director Genera of Foreign Trads (DGFT) has ssued 3 notfication dated Sth Feb

procucts i be slowed for six months. Thiz i snother messure taken by Gov. of
India (Gol t b burgeoring imports o stel. In December 2015, Gol had ssued
Qualiy order thereby making BIS (Bureau of Indian standard) cartfication
mandstory for caring out steel manufacturing, trading and/or warshousing. Only
few exportes to ndia have BIS. Th series of measures taken by Gol are lkely to

producers who have been losing market share. A5 3 combined effec of gradually
recovering domestic steel demand and expected reduction in imports, we expect

‘e effecive market for domestcaly produced steel o increase by 10-12% in
FYLTE, which augurs wellforthe targeted high volume growth 3 JSW Steel, Tata
Steeland SAL.

Sanjay Jain Sanjaylsin@motislosual com; 431 22 3962 5412
Dhruv Muchhal (Dhr: Muchinal @MotialOsua com; +91. 22 3027 8033
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MoTiLAL OSWAL
— Metals
companies re Worstis behind for Indian steel; we like only JSW Steel
ide i BUY HZL
couna 16 % Global seelequties have srong irectons reatonship withchange in seel
oy 22 Gacine n 2015, which i keep the goka el buzmesses under prsre
Vowen the nn an scr ok b e of grouig, e
nch We like JSW Steel for
vy .
s ' o f—

50 have Sll ating on NMDC and Neutral on 1SPL

il sesl & Pover.... 52 Sharp fal in aluminum and zinc pries is forcng production cuts globally.

e 5 Aumium production growth has come to grind. Simirl, the number of inc
mines zhuting down in addition to schedued closures has increased. Supply

. Naleo awractive;
of cash on batance sheet,integrated operation and expectaton of ncrease in
idand payout/buyback are key posiives for them.

el tha the downside risk to metal prices has minimized, but we are not
sure of recovery. Theretore, we will avoid Vedanta.

= We believe Hindaico s better placed because conversion business of copper
e ana Novels remsin: inuisted from volaity in metal prices. Novelis
expected to deliver growth in free operating cash flows. Primary smeiing

business is reaking even a current LM, but is  key source of upside i prices
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