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RENEWABLES NO THREAT YET Power plant demand and firm
global rates to help; coal miner could also hike prices soon

CIL may Show Strong Earnings
Growth, Pay Higher Dividend

Jwalit.Vyas@timesgroup.com

ET Intelligence Group:
Shares of Coal India are tra-
ding at six-times FY22 est}-
matedearnings withaprojec-
ted 12,9% dividend vield, and
it is quite likely that the com-
pany can beat the Street con-
sensus for the year.

The stock Is trading cheap on
increasing concerns over rene-
wable energy replacing coal-fu-
elled power, but the numbers
tell a different story The de-
mand s likely to sustain at le-
ast in the neartomedium
term. And some analysts also
argue that solar cannot substi-
tute coal entirely, especially af-
ter sunset — when solar power
isn't generated.

For the December quarter,
India’s largest coal producer
reported al2.8% year-on-year
rise in volume offtake, taking
its volume growth for thefirst
ninemonthsof FY22t017.6%.

The 482-million-tonnes offta-
ke for the first nine months of
FY22 is also 15.4% higher than
thefirst ninemonthsof FY20.1f
the company closes the year
with 15% wvolume growth, the
offtake would be 660 MT, which
is much higher than the con-
sensus analyst estimates that
range from 610635 MT. The rea-
son for such an uptick is low
stock at power plants and high
power demand, which has not
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only led to a rise in volumes,
but also in prices.

International coal prices mo-
re than tripled in the one year
to October 2021 when they pea-
ked on strong demand from
China, which cut its domestic
output and imported 76% more
coal in September 2021 as com-
pared to the previous year. Ho-
wever, international coal pri-
ces have corrected sincethento
almost half but continue to re-
mainelevated.

To meet the domestic requi-
rements, Indonesia, the
world’s largest coal producer
and exporter, imposed a ban
on exports in January. All
this indicates that the coal
prices will continue to stay
firm. The government has al-
s0 asked power producers to
arrange imported coal to av-
oid shortages during the
summer season,

Coal India has not taken any
meaningful price increase for

the past three years and the hi.
kes are expected soon, keeping
in mind the rising costs.

Last year, the company in-
troduced various charges
such as loading and evacua-
tion charges, It will also reali-
se a higher price for the coal
sold through e-auction,
which is outside the fuel
supply agreement.

Analysts expect the compa-
ny to deliver a 25% earnings
growth in FY22 and 17% in
FY23.

The company has already
paid 29 per share as interim
dividend — more than 90% of
its earnings in the first half.
With higher earnings in the
thirdand fourthquarters, the
final dividend could be even
higher. Analysts expect divi-
dends to range £20-25 per sha-
re over the next few vears.
The stock closed at T156.9 on
Friday, 1.5% higher than the
previousday’sclose.
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ANALYST CORNER

# Maintain ‘buy’ on Coal India
with unchanged TP of 210

EDELWEISS

Impressive performance sustains:
Coal India (CIL) sustained its robust
operating performance in Dec-21.
Key points: i) Production rate
improves to 1.94mt/day—similar to
offtake. ii) Larger subsidiaries,
particularly MCL, continue to
improve. iii) Pit-head inventory
declines further to 28.6mt—one of
the lowest levels ever. Going ahead,
we expect production to gather
steam, particularly at larger
subsidiaries, thereby alleviating coal
shortage. We expect cash generation
in Q3FY22 to improve on the back of
i) higher offtake (up 18% QoQ); ii)
better e-auction premium; and iii)
working capital unlocking. Maintain
'‘BUY' on CIL with an unchanged TP of
2210 on 9x FY23E EPS.

Another month of sound operating
performance: Cil's Dec-21 operating
performance has improved further.
Key points: i) Production rate caught
up with sales for the first time in
FY22. ii) Larger and more profitable
subsidiaries showed a marked
improvement in performance. iii)
Inventory declined slightly in Dec-21
to 28.6mt. iv) E-auction volume, after
falling in Oct-21, has been improving
steadily—particularly to the non-
regulated sector.

Rake availability has continuously
improved. After hitting a trough of
241.9 rakes/day, the rake movement
improved to 272.2 rakes/day in Nov-

21. Taking cues from the current
offtake rate, we expect CiIl's FY22
offtake to rise 14% YoY to 650-655mt
(our estimate: 643mt).

Expect profitability and cash
generation to improve: Despite a
lacklustre performance in H1FY22,
we expect H2FY22 to be much
better for CIL led by higher e-
auction premium and sales volume.
We expect the e-auction premium
at 50-55% in Q3FY22 compared
with 14% for H1FY22. Similarly, we
expect H2FY22 sales volume at
346mt, up 12.5% compared with
H1FY22. On the working capital
front, while receivables are
expected to remain broadly
unchanged compared to end-Sep-
21, we expect lower inventory to
lead to further working capital
unlocking, in addition to

29,750 crore bn achieved in
H1FY22.

Outlook and valuation: Improvement
in store; maintain ‘BUY": Taking cues
from production/offtake rates, we
believe H2FY22 is likely to be much
better for CIL. Furthermore, the
higher e-auction premium achieved in
Oct-Nov-21 and focus on the non-
regulated sector in Dec-21 is likely to
improve profitability.

On the working capital front, we still
do not see an inventory build-up. If
the current offtake continues, we
expect inventory to reduce to much
lower levels by Mar-22 than 96.6mt in
Mar-21,
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DATA MONITOR

Coal production up 8.8% y-o-y in Q3FY22

Total coal production for the third quarter of FY22 stood at 206.5 MT,
exhibiting an increase of 8.8% over the same period in FY21. This was also
a significant increase of 13.8% as compared to 181.3 MT produced in Q3
of FY20. Coal output showed cumulative growth of 10.6% y-o-y over the
April-Dec'21 period and growth of 8.7% compared to YTDFY20.

Coal production Plants as per pithead/non-pithead
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