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As expected Gujarat NRE Coke came out with another strong quarter for Q2FY09. Sensex 9,734
Nifty 2,893
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% Net sales increased by 386% to Rs.4,961 mn driven by higher coke prices,
which were up by 187% in Q2FY09 and volume growth of 108%. The company  Stock Data

produced 165,127 ton of coke up by 108%. Coke business contributed 83.6%, BSE Code 512579
against 60.3% last year to the top line. NSE Code GUJNRECOKE
Bloomberg GNC@IN

< Standalone numbers don’t include sales from Australian subsidiary, which Reuters GJNC.BO
grew by 7.4x in Q2FY09 to Aus $53.8 mn. Australian subsidiary mined and Shares Issued (mn) 337.1
dispatched 213,000 ton of coal in Q2FY09 as compared to 127,000 ton last Market Cap (Rs mn) 10,669
year. It sold coal at average realization of Aus $253 per ton as compared to 52 WK H/L (Rs) 181/26
Aus $58 per ton last year. Face Value (Rs) 10

Avg. daily vol. (12-mths) 1,640,746

< Standalone EBIDTA increased by 739.2% to Rs.1,464 mn in Q2FY09 and by 256%

to Rs.2,728 mn in H1FYO09. Absolute Returns (%)
Tm 3m 12m
< EBIDTA margin increased by 1,242bps to 29.5% in Q2FY09 and by 69bps to 31.2% Absolute (21.8) (59.9) (58.2)
in H1FY09 on account of higher coke price and low price coal inventory. Rel. to Sensex 0.5 (26.6) (8.7)

Since the price of raw material i.e. coking coal is fixed for entire year while
sells of coke happen in spot, we expect the company to face margin pressure Recommended Returns (%)
here onwards.

% D jati d int t i d by 44.7% and 146.6% Rs.87 & S

X epreciation and interest .cos increased by 44.7% an .6% yoy to Rs. 70 Ve
mn and Rs.175 mn respectively. 22 M\k

% Net profit grew by 716.8% to Rs.1,028 mn in Q2FY09 and by 255.9% to Rs.1,972 52 0§ £ 03 3 : o3
mn in H1FY09. The company reported EPS of Rs.2.2 in Q2FY09 and Rs.4.2 in — Gujarat NRE (Adj.) — Sensex (Ad).)
H1FYO09.

Coke production and realization

Q2FY09 Q2FY08 YoY (%) H1FY09 H1FY08 YoY (%)
Coke Production (ton) 165,127 79,280 108 319,530 202,626 58
Coke Sales (ton) 154,667 63,869 142 353,969 165,966 113
Coke Realization (Rs/ton) 26,250 9,136 187 20,228 10,364 95

Note: Standalone Gujarat NRE

Quarterly performance

Y/E, 31% March (Rs. mn) Q2FY09 Q2FY08 YoY (%) H1FY09 H1FYO08 YoY (%)
Net sales 4,961 1,021 386.0 8,737 2,510 248.1
Total expenditure 3,497 846 313.2 6,009 1,743 244.7
Operating profit 1,464 174 739.2 2,728 766 256.0

OPM (%) 29.5 17.1 - 31.2 30.5 -
Interest 175 71 146.6 272 140 95.0
PBDT 1,289 103 1146.1 2,456 627 292.0
Depreciation 87 60 44.7 162 116 39.9
Other income 27 115 (77.0) 71 150 (52.5)
PBT 1,228 159 674.0 2,365 661 257.9
Tax 201 33 504.8 394 107 267.6
Profit after tax 1,028 126 718.7 1,972 554 256.1
Adjusted PAT 1,028 126 716.8 1,972 554 255.9

NPM (%) 20.7 12.3 - 22.6 22.1 -
EPS (Rs.) 2.18 0.37 483.4 4.18 1.64 154.2
Equity 4,719 3,370 40.0 4,719 3,370 40.0

Source: Company, MF Global PCG Research
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Expansion plans

The company’s expansion plans are on schedule. It would commission 248,000 TPA
coke plant with capex of $20 mn by Dec’08. The company is in the process of
increasing its coke capacity to 2.5 mn ton by Dec’10. It has decided to put up a
one mn ton coke oven plant in Andhra Pradesh with an investment of about
Rs.4,500 mn, for which necessary land has been acquired and initial work has
started. The company’s mining operations in Australia are doing extremely well
with one mn tons of hard coking coal expected to be shipped to India in the
current fiscal. It is also developing its mines in Australia to further increase its
production to seven mn ton within the next four years. However, we expect
delay in expansion plan beyond 2010 on account of difficulty in financial closure.

Production and realisation
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The company had installed 12 windmills with capacity of 18MW in Mar’08, 26
windmills with capacity of 39MW in Sep’08 and further 2 windmills with 3MW
would be installed by Nov’08. Put together the company would generate 87.5 MW
of green power from windmills located in Gujarat. In addition, the company is
also in the process of setting up co-generation facilities in all its plants, which
will provide the company with 60 MW of free power. These should reduce its
power cost and give some comfort to operating margins, which may come under
pressure on account of downturn in commodity cycle.
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Concerns

The company is planning to invest Aus $500 mn over next four year to develop the
mines, it has already invested close to $180 mn till date, balance would be spent
over next three years. The company was planning to finance the capex with
$100-125 mn via fresh equity in the books of Gujarat NRE minerals, Australia and
rest with internal cash flow and debt. Based on the current market condition
raising money through equity route will be difficult and company is exploring
opportunity to finance this trench with debt leveraging the parent’s balance
sheet. We expect delay in expansion plan beyond 2010 on account of difficulty in
financial closure.

The steel industry announcing production cuts, we expect pressure on the raw
material prices, thus there may be risk of lower coking coal prices and met coke
prices. We expect sharp fall in coke price from $300 per ton in 2008, to $150 per ton
in 2009 and $130 per ton in 2010 and stabilized at $110 per ton by 2013 approximately.

DVR (Differential Voting Right shares)

In order to increase promoter’s voting right above 50%, board has proposed to
issue DVR (Differential voting rights) share in ratio of 1 DVR for 450 existing equity
shares. Each DVR comprising of 100 votes of normal equity share, these would
lead to only 0.2% dilution but it would increase promoter stake above 51%. DVRis
priced at Rs.1000 and promoter should infusion of Rs.70-800 mn by subscribing to
DVR, however on account of stiff fall in share price, we foresee DVR may be reset
at lower price.

Mining schedule

The company is planning to increase production from its NRE no 1 mines from 0.5
mn ton in FYO9E to 4 mn ton by 2012. The company has also started mining from its
Elouera mines this year itself and gradually increase its production from 0.5 mn
ton in FYO9E to 2 mn ton by 2013.

FYO9E FY10E FY11E FY12E FY13E FY14E FY35E

NRE no 1 0.5 0.8 1.3 2.5 3.5 4.0 4.0
Elouera Mine + Avondale 0.5 0.8 1 1.5 2 2 2
Coke realization ($/ton) 260 150 130 130 110 110 110

" Global
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Sensitivity analysis

Coking coal markets have undergone tremendous upheaval in early 2008. Massive
flooding in Queensland, the largest exporting region globally lead to 200% rise in
coking coal price to $300 per ton, a truly landmark settlement. However, we
expect as production in Queensland recovers to normal level and curtailment of
production target by metal bourses would lead to sharp fall in coal prices
approximately to $150 per ton in 2009 and $130 per ton in 2010 and stabilized at
$110 per ton by 2013.

Every $10 decrease in price could hamper mine valuation by 23.8%. On account of
turbulence and lack of clarity on coal prices it makes sense to revisiting the

sensitivity and its impact on price target.
Sensitivity analysis on varying coal prices

Value per share Mine value ($ bn)
80 90 100 110 120 130 140

04 07 1.0 13 16 1.9 2.2
04 07 1.0 13 1.6 1.9 22
04 07 1.0 1.2 1.5 1.8 2.1
04 06 09 [JEEJ 15 1.8 2.1
03 06 09 1.2 15 1.8 2.0
03 06 09 1.2 1.4 1.7 2.0
03 06 09 1 1.4 1.7 19

Source: Man Financial PCG Research

Future outlook and valuation

The company reported net profit of Rs.1,972 mn in H1FY09 against our guidance
of Rs.3,018 mn for entire year. The company has presold its entire production of Sum of the parts valuation (Rs/share)

FYO9E and part production of H1FY10, these should give some comfort to the
company. We expect the company to meet our guidance in midst of global

turbulence and downturn in commodity cycle. We maintain our guidance FY10E.  Coal mines 54
The stock was hammered a lot in anticipation of downturn in commodity cycle  Core Business 26
and liquidity constrain from Flls. We foresee all negatives are already priced in  Total 80

the current price. The company has allotted 134.8 mn equity shares of Rs.10
each as bonus shares in the ratio of 2:5 held by the members of the company.

1-year forward P/E multipl
At price of Rs.33, the stock is trading at 4.9x FYO9E EPS of Rs.6.52 and 4.7x FY10E oo rorward P/t murtipte

EPS of Rs.6.78. On EV/EBIDTA term, it is trading at 2.9x and 3.1x its FYO9E and 250

FY10E on standalone basis. We expect the company to sustain downturn in the 200
industry on account of, captive coal mining supported by captive power plant. 180 7%%
10.0

Based on 4x FYO9E EPS of Rs.6.5 valuation of its Indian operation comes to Rs.26 W k
per share. Based on DCF analysis, valuation of its coal mines comes to Rs.88, 50 J\Ij’f
which we have further discounted by 40%. We maintain our BUY rating with °~°g P T rLLL e e B e
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revised price target of Rs.80 (from Rs.155 ex bonus) based on SOTP valuation.
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Financials

Income statement (Rs mn) FYO7 FY08 FYO9E FY10E Balance sheet (Rs mn) FYO7 FYO8 FYO9E FY10E
Net sales 5,133 8,722 17,315 18,186 Equity capital 3,415 3,370 4,719 4,719
Raw materials 3,383 5,089 11,335 11,614 Reserves 2,076 7,710 9,975 12,363
Employee expenses 150 62 250 254 Networth 5,491 11,080 14,694 17,081
Other exp 578 1,209 990 1,124 Total debt 7,655 6,327 6,627 9,027
Op profit 1,022 2,363 4,739 5,195 Deferred tax 688 990 1,574 2,181

OPM (%) 19.9 27.1 27.4 28.6
Other income 203 467 260 573 Total liabilities 13,834 18,397 22,894 28,289
Depreciation 207 234 377 473 Gross fixed assets 4,550 5,976 9,368 10,518
Interest 271 329 41 704 | ess: Cum depreciation 436 669 1,046 1,519
PBT 748 2,267 4,126 4,290 Net fixed assets 4,114 5,307 8,322 8,999
Tax 190 239 1,050 1,092 o ital wip 101 892 650 2,500
PAT . . >57 1,729 3,075 3,198 Investments 6,117 6,572 6,572 6,572
Extraordinary item ! - - = Net current assets 3,381 5,540 7,350 10,218
Adj PAT 557 1,729 3,075 3,198

NPM (%) 10.8 19.8 17.8 17.6  Total assets 13,834 18,397 22,894 28,289
Cash flow (Rs mn) FYO7 FYO08 FYO9E  FY10E Ratios FYO7 FYO08 FYO9E FY10E

Growth (%)

PBT & extraord. items 755 2,267 4,126 4,290 Net sales (7.3) 69.9 98.5 5.0
Add: Int, depn. & oth. exp. 280 137 874 1,178 Adj PAT (55.0) 210.7 77.9 4.0
Cash flow from op. 1,035 2,404 4,999 5,467 Adj EPS (67.8) 214.8 27.1 4.0
Net chg in w/c, tax, int. (1,440) (1,763) (3,077) (3,273) Per Share Data (Rs)
Net cash flow frm op. (404) 641 1,922 2,194 Adj EPS 1.6 5.1 6.5 6.8
Capital expenditure (712) (2,218) (3,150) (3,000) Book value 16.1 32.9 311 36.2
Sale/ purchase of inv (1,195) (311) - - DPS 1.1 2.9 1.5 1.5
Net cash from inv. (1,907) (2,529) (3,150)  (3,000) Valuation (x)
Issue of eq/pref sh/warr. 2,566 3,899 1,151 1,696 P/E 19.4 6.2 4.9 4.7
Dividend paid (74) (501) (810) (810) P/BV 2.0 1.0 1.0 0.9
Net cash from financing 2,492 3,398 341 885 EV/EBIDTA 11.4 3.5 2.9 341
Net chg in cash 181 1,510 (887) 79 Performance (%)
Op. cash bal 482 663 2,173 1,286 RoCE 7.0 13.9 22.5 19.9
Cl. cash bal 663 2,173 1,286 1,365 RoNW 10.5 20.9 23.9 20.1

BUY : > 20% SELL : < 5%

Note: Ratings based on expected returns from current market price (on absolute basis).

Disclosures and Disclaimers

MF Global Sify Securities India Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equities Derivatives and Private Client Group. This report has been prepared by
Private Client Group. The views and opinions expressed in this document may or may not match or may be contrary at times with the views, estimates, rating, target price of the other equity research groups
of MF Global Sify Securities India Pvt. Ltd.

This report is issued by MF Global Sify Securities India Pvt. Limited regulated by SEBI. MF Global Sify Securities India Pvt. Ltd. is a subsidiary of MF Global Overseas Ltd. References to "MFGSSIPL” or “Firm”
in this report shall mean MF Global Sify Securities India Pvt. Limited unless otherwise stated. The report was prepared and distributed by MFGSSIPL for information purposes only. The report should not be
construed as solicitation nor as offering advice for the purposes of the purchase or sale of any security, investment or derivative. The information and opinions contained in the Report were considered by
MFGSSIPL to be valid when published. The report also contains information provided to MFGSSIPL by third parties. The source of such information will usually be disclosed in the report. Whilst MFGSSIPL has
taken all reasonable steps to ensure that this information is correct, MFGSSIPL does not offer any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report
to undertake trading does so entirely at his or her own risk and MFGSSIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily a guide to future performance.

This Document is for private circulation and for information purposes only. It does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person
who may receive this report. Investors should seek financial advice regarding the appropriateness of investing in any securities or investment strategies discussed or recommended in this report and should
understand that statements regarding future prospects may not be realized. In no circumstances it be used or considered as an offer to sell or a solicitation of any offer to buy or sell the Securities mentioned
in it. We and our affiliates, officers, directors, and employees world wide, including persons involved in the preparation or issuance of this material may; (a) from time to time, have long or short positions
in, and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market
maker in the financial instruments of the company (ies) discussed herein or act as advisor or lender / borrower to such company(ies) or have other potential conflict of interest with respect to any
recommendation and related information and opinions. The same persons may have acted upon the information contained here. The information contained in the research reports may have been taken
from trade and statistical services and other sources, which we believe are reliable. MF Global Sify Securities India Pvt. Ltd. or any of its group companies do not guarantee that such information is accurate
or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is subject to all aspects of these disclosures
and disclaimers. Additional information about the issuers and securities discussed in this research report is available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the research analyst’s personal views about all
of the subject issuers and/or securities, that the analyst have no known conflict of interest and no part of the research analyst’s compensation was, is or will be, directly or indirectly, related to the specific
views or recommendations contained in this research report.

Independence: MF Global Sify Securities India P. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services from, the subject issuers
in the past twelve (12) months, and the Firm does not anticipate receiving or intend to seek compensation for investment banking services from the subject issuers in the next three (3) months. The Firm
is not a market maker in the securities mentioned in this research report, although it or its affiliates may hold either long or short positions in such securities.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of any individual recipient
hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. Each investor must make its own determination as to the appropriateness of any securities referred
to in this research report based upon the legal, tax and accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience.
The value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic or political factors. Past performance is not necessarily
indicative of future performance or results.

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that the Firm and the research analyst believe to be reliable, but neither the Firm nor the research
analyst represents or guarantees that the information contained herein is accurate or complete and it should not be relied upon as such. Opinions expressed herein are current opinions as of the date
appearing on this material and are subject to change without notice.
Furthermore, the Firm is under no obligation to update or keep the information current.
Copyright: The copyright in this research report belongs exclusively to the Firm. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction, in whole or in part,
is permitted without the Firm’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety.
Caution: Risk of loss in trading in can be substantial. You should carefully consider whether trading is appropriate for you in light of your experience, objectives, financial resources and other relevant
circumstances.
MF Global Sify Securities India Pvt. Ltd.,
2ND floor, ‘C’ Block, Modern Centre, Mahalaxmi, Mumbai-400 011, India.
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