Buy Recommendation: Coal India
Ltd (NSE: COALINDIA)

Target Price: ¥507 (30% Upside) | Current Price: ¥390 | Dividend Yield:

6.5%

Investment Thesis

1. Deep Value + High Yield: A Proven Winning Combo

PE of 6.8x (vs. 11.3x sector PE) — trades at a 40% discount to peers.
6.5% dividend yield (3x Sensex yield) with 63% payout ratio —
sustainable given strong cash flows.

Backtested Outperformance:

o 5-Year Study: NSE PSU stocks with PE < 6 & DY 2 6%
delivered median 6-month returns of +20% (see table
below).

o Coal India itself surged +70% in 6M (Dec’23-Jun’24) under
similar conditions.

o Other examples:

m ONGC (Apr’21): +38.5% in 6M (commodity cycle
upswing).
m |OC (Sep’21): +20% in 6M (oil price rebound).

Stock Entry Entry PE DY at 6M Catalyst
Date Entry Return
COALIND Dec’23 5.2x 6.5% +70% Coal
IA demand

revival



ONGC Apr’21 4.9x 6.1% +38.5% Oil price
recovery

IOC Sep’21 5.8x 8.5% +20% Refining
margin
expansion

BPCL Aug’22 6.1x 6.7% -2.5% Subsidy
overhang

Median - 5.5x 6.5% +20% -

2. Growth Inflection Ahead

e Demand Tailwinds: India’s coal demand to hit 1,600 MT by 2030
(8.4% CAGR), with Coal India supplying 80% of domestic needs.
e FY26 Volume Leap: Target of 875 MT production (+12% YoY) after
flat FY25 — execution likely as:
o Land/clearance delays easing (govt priority).
o Inventory drawdown (112 MT stockpile — flexible output).
e Margin Resilience: 33% OPM (5-year high) with e-auction
premiums stabilizing post-Q4 FY25 slump.

3. Financial Fortress

e ROE of 39% (vs. 15% sector avg) — driven by high margins + asset
turnover.
Net Cash Flow: ¥5,815 Cr (FY25) — funds growth + dividends.
Near-Zero Leverage: Debt/Equity at 0.1x (vs. 0.5x industry).

Risks

e Production Misses: Monsoon/logistics could delay FY26 targets.



e Global Coal Volatility: If prices drop below $80/tonne, e-auction
realizations may weaken.

Valuation & Action

e 30% Upside to ¥507: Based on 8x FY26E PE (still 30% discount to
sector).
Dividend Floor: 6.5% yield caps downside.
Backtested Edge: Historical data shows low-PE, high-DY PSUs
outperform when growth accelerates (as now).

Buy for 6-12M — Target ¥507 (30% upside + 6.5% yield).

Data Sources: Company filings, NSE backtesting (2000—-2024), CEA demand
projections

Disclaimer: Educational only.

DY = Dividend Yield.
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