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NTPC BUY
Maintained

Due for catch-up Rs205

Reason for report: Management meet

We maintain BUY on NTPC as we believe the stock should catch up given: i)
capacities that were delayed through FY08-10 will be completed in FY11-14 with
addition of 15GW and ii) likely upside as the stock has underperformed the
Sensex 23.8% post election results in May '09. We recently met the management
and returned with a mixed view on the company considering that: i) clearance of
bulk order for supercritical equipment improves execution visibility and ii) further
delay is possible in development of coal mines owing to land acquisition issues.
The company is more focussed on the regulated model versus merchant power as
the regulated window is available till FY11l. We prefer NTPC’s valuations over that
of other large power PSUs such as Power Grid Corporation of India (PGCIL) and
NHPC. Maintain BUY.

» Execution to catch up through FY11-14. We believe capacity spill-over through
FY08-10 and the rush to catch up with Five Year Plan Xl (FYP XI) target would lead
to capacity addition of ~15GW during FY11-14 at ~10.5% CAGR. Also, issues with
the Russian supplier would get resolved in the next 12-18 months, leading to Sipat-2
commissioning by FY14. Clarity over gas supplies from Reliance Industries would
address gas capacity expansion of 2.6GW in Kawas and Gandhar in FY14. Further,
bulk equipment ordering would increase pace of execution through FY14-15 and
provide visibility for 5940MW of projects that are not a part of valuations.

» Focus on regulated model. Post the expiry of Competitive Bidding Guidelines '06,
NTPC can not sign agreement on non-competitive basis with state electricity boards
for new projects beyond FY11 unless the five-year window (between '06 and '11) is
extended by the Government and regulator. Further, NTPC is not too excited about
merchant capacity given the inherent risk in the model. NTPC has planned 2.2GW
merchant capacity including 500MW Korba expansion which may start by FY11E.

» Pakhri-Barwadih coal mines likely to get delayed. As per the management, NTPC
is in the final stages of acquiring land for developing 1,600mnte reserves in Pakhri-
Barwadih coal mines. Awarding of the mine development contract could take a few
more months. Thus, coal will likely be produced only two years from now (end’11).

» We prefer NTPC over other large power PSUs; maintain BUY. NTPC is more
attractively valued compared with other PSU power companies such as PGCIL and
NHPC, and has an upside of 17% at the current value. However, we trim target price
to Rs239 from 256 to reflect the adjustment in timelines of coal mines and few
projects such as Sipat & Barh.

Year to Mar 2008 2009 2010E 2011E

Revenue (Rs mn) 442,967 497,141 535,294 586,696

Market Cap
Reuters/Bloomberg

Rs1,690bn/US$34.6bn
NTPC.BO/NATP IN

Shares Outstanding (mn) 8,246 Rec. Net Income (Rsmn) 80,925 87,241 91,597 100,357
52-week Range (Rs) 233/113 EPS (Rs) 9.9 10.6 11.0 12.1
Free Float (%) 10.5 % Chg YoY 7.6 6.2 4.5 9.3
FIl (%) 3.0 P/E (x) 20.6 19.4 18.6 17.0
Daily Volume (US$/'000) 33,460 CEPS (Rs) 13.0 13.9 14.6 16.1
Absolute Return 3m (%) (7.3) EVI/E (x) 16.7 12.4 11.9 10.7
Absolute Return 12m (%) 20.4 Dividend Yield (%) 21 23 23 23
Sensex Return 3m (%) 9.0 RoCE (%) 11.5 10.9 10.5 10.6
Sensex Return 12m (%) 19.8 RoE (%) 14.9 14.5 13.9 14.0

Please refer to important disclosures at the end of this report
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Execution to catch-up during FY11-14

Chart 1: Positive surprise could come from ~6GW of projects
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Table 1: Capacity addition likely to peak in FY11-14

Greenfield FY10E FY11E FY12E FY13E FY14E
Kahalgaon Coal 500
Dadri Coal 980
Korba Coal 500
Farakka Coal 500
Simhadri Coal 1,000
Kol Dam Hydro Y 800
Loharinagpala Hydro Y 600
Tapovan Vishnugad Hydro Y 600
Mauda Coal Y 1,000
Sipat -1 Coal 1,980
Kawas&Jhanor Gas 2,600
Barh Coal Y 660
JVs/sub 0 1,250 500 1,360 500
Total addition 500 2,730 2,800 3,560 5,740

Source: Company data, I-Sec Research
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Chart 2: We prefer NTPC over other large power PSUs
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Table 2: Bulk equipment ordering could improve visibility for four NTPC projects

No. of  Capacity

Project Fuel State Units (MW) Comment

New Nabinagar Coal Bihar 3 1,980 Greenfield project with Bihar Govt, likely to come up in XII FYP

Tanda Coal UP 2 1,320

Meja Coal UP 2 1,320 JV with UP Government, likely to come in XIl FYP

Sholapur Coal Maharashtra 2 1,320

Non-NTPC Projects Coal 2 1,320 Projects being executed by Damodar Valley Corporation
Source: |-Sec Research
Table 3: Valuing NTPC at ~Rs239/share

Valuation Methodology Assumption Value Comments

(Rs)
Standalone FCFF Cost of Equity — 11% 234 ~45GW of generation assets. Terminal value post FY17
Terminal growth — 3%
JVs & subsidiaries  P/BV 1.5x 5 ~7GW generation assets mostly under construction, other JVs in

equipment & subsidiaries in trading & distribution

Source: I-Sec Research
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Financial summary (Consolidated)
Table 4: Profit and Loss statement

(Rs mn, year ending March 31)

Table 6: Cashflow statement
(Rs mn, year ending March 31)

FYO08 FY09 FY10E FY11E
Operating Cash flow 68,756 73,636 85,199 91,064
Working Capital Changes (7,442) (7,610) 8,548 (3,065)

Capital Commitments (98,318) (145,997) (107,444) (103,273)

FY08 FY09 FY10E FY1lE
Operating Income (Sales) 386,759 442,967 497,141 535,294
of which Domestic 386,759 442,967 497,141 535,294
Operating Expenses 270,612 335,749 351,453 381,182
EBITDA 116,147 107,218 145,688 154,112
% margins 30.9 30.8 25.2 30.6
Depreciation & Amortisation 22,060 24,949 27,263 29,334
Gross Interest 18,581 21,435 26,563 27,427
Other Income 29,547 33,334 29,306 29,868
Recurring PBT 105,053 94,168 121,168 127,218
Add: Extraordinaries (1,540) (1,095) - -
Less: Taxes 28,811 12,148 33,927 35,621
Less: Minority Interest - - 138 605
Net Income (Reported) 74,702 80,925 87,104 90,992
Recurring Net Income 76,242 82,020 87,104 90,992
Source: Company data, I-Sec Research
Table 5: Balance sheet
(Rs mn, year ending March 31)

FY08 FY09 FYI10E FY1lE
Assets
Total Current Assets 263,158 324,633 334,750 366,160

of which cash & cash eqv. 153,605 172,505 196,458 217,037

Total Current Liabilities &
Provisions 86,225 120,334 116,747 124,513
Net Current Assets 176,933 204,299 218,003 241,647
Investments 134,470 116,960 100,192 83,667
Other Marketable 134,470 116,960 100,192 83,667
Net Fixed Assets 537,900 658,948 739,129 813,068
Capital Work-in-Progress 206,991 247,647 320,941 339,166
Goodwill 6 6 6 6

Total Assets 849,309 980,2131,057,3301,138,388
Liabilities
Borrowings 303,147 388,226 414,110 438,888
Deferred Tax Liability 16,290 16,249 16,249 16,249
Equity Share Capital 82,455 82,455 82,455 82,455
Face Value per share (Rs) 10 10 10 10
Reserves & Surplus* 446,174 491,621 539,067 590,403
Net Worth 528,629 574,076 621,522 672,858
Total Liabilities 849,308 980,213 1,057,3301,138,388

Source: Company data, I-Sec Research

Free Cash Flow (37,004) (79,971) (13,697) (15,274)
Cash flow from Investing
Activities 44,928 49,988 47,775 46,393
Issue of Share Capital - - - -
Buyback of shares - - - -
Inc (Dec) in Borrowings 32,952 85,079 25,884 24,778
Dividend paid (33,868) (34,700) (39,657) (39,657)
Extraordinary Items (1,540) (1,095) - -
Chg. in Cash & Bank
balance 16,623 18,901 23,953 20,579
Source: Company data, I-Sec Research
Table 7: Key ratios
(Year ending March 31)

FY08 FY09 FY10E FY11E
Per Share Data (Rs)
EPS(Basic Recurring) 9.2 9.9 10.56 11.0
Diluted Recurring EPS 9.2 9.9 10.6 11.0
Recurring Cash EPS 11.9 13.0 13.9 14.6
Dividend per share (DPS) 4.1 4.2 4.8 4.8
Book Value per share (BV) 64.1 69.6 75.4 81.6
Growth Ratios (%)
Operating Income 14.2 14.5 12.2 7.7
EBITDA 14.3 (7.7) 35.9 5.8

107 76 62 45
107 76 62 45

Recurring Net Income
Diluted Recurring EPS

Diluted Recurring CEPS 9.4 8.8 6.9 5.2
Valuation Ratios (x)

P/E 22.2 20.6 19.4 18.6
P/CEPS 17.2 15.8 14.8 14.0
P/BV 3.2 2.9 2.7 25
EV / EBITDA 14.7 16.7 12.4 11.9
EV / Operating Income 4.4 4.0 3.6 34
EV / Operating FCF (46.1) (22.4) (132.0) (119.7)
Operating Ratio

Employee cost / Revenue 4.7 4.5 4.6 4.5
Operating expenses / Revenue 5.1 5.7 5.5 5.7
Other Income / PBT (%) 28.1 35.4 24.2 235
Effective Tax Rate (%) 27.3 12.7 27.9 27.9

NWC / Total Assets (%) 3.3 4.2 29 2.9

Inventory Turnover (days) 24.5 24.4 24.0 24.0
Receivables (days) 20.0 26.9 27.4 27.3
Payables (days) 60.6 61.3 66.0 62.4
D/E Ratio (x) 0.5 0.6 0.6 0.6
Return/Profitability Ratio (%)

Recurring Net Income Margins 18.3 17.2 16.5 16.1
RoCE 11.6 115 10.9 10.5
RoONW 151 14.9 14.5 13.9
Dividend Payout Ratio 44.4 42.3 455 43.6
Dividend Yield 2.0 2.1 2.3 2.3
EBITDA Margins 30.0 24.2 29.3 28.8

Source: Company data, I-Sec Research
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Financial summary (Standalone)
Table 8: Profit and Loss statement

(Rs mn, year ending March 31)

FY08

FYO9 FY10E FY1lE

Table 10: Cashflow statement
(Rs mn, year ending March 31)

FY08 FY09 FY10E FY11E
Operating Income (Sales) 370,910 419,752 470,445 504,593 Operating Cash flow 67,870 73,935 86,377 91,394
of Whif:h Domestic 370,910 419,752 470,445 504,593 Working Capital Changes (6,600) (12,617) 8,548 (3,065)
Operating Expenses 256,658 314,006 326,679 352,934 Capital Commitments (91,450) (135,444) (110,325) (110,888)
EBITDA 114,252 105,746 143,766 151,659 Free Cash Flow (30,180) (74,125) (15,399) (22,559)
% margins 30.8 25.2 30.6 30.1 Cash flow from |nvesting
Depreciation & Amortisation 21,385 23,645 25,862 27,793 Activities 44,853 49,558 49,161 47,406
Gross Interest 17,981 20,229 25,241 26,245 |ssue of Share Cap|ta| - - - -
Other Income 29,203 32,806 30,692 30,881 Buyback of shares - - - -
Recurring PBT 104,089 94,678 123,355 128,502 Inc (Dec) in Borrowings 27,062 73,772 30,139 29,033
Add: Extraordinaries (1,540) (1,083) - - Dividend paid (33,764) (34,700) (39,657) (39,657)
Less: Taxes 28,401 11,582 32,147 34,020 Extraordinary ltems (1,540) (1,083) - -
Net Income (Reported) 74,148 82,013 91,208 94,482 Chg. in Cash & Bank
Recurring Net Income 75,688 83,096 91,208 94,482 balance 16,186 13,384 24,244 14,223
Source: Company data, I-Sec Research Source: Company data, I-Sec Research
Table 9: Balance sheet Table 11: Key ratios
(Rs mn, year ending March 31) (Year ending March 31)
Fyos  FY09 FYI0E FY11E FYO8 FY09 FYI10E FY11E
Assets Per Share Data (Rs)
Total Current Assets 255,488 309,253 319,661 344,715 EPS(Basic Recurring) 9.2 10.1 11.1 115
of which cash & cash eqv. 149,332 162,716 186,960 201,184 Diluted Recurring EPS 9.2 10.1 11.1 115
Total Current Liabilities & Recurring Cash EPS 118 129 142 148
Provisions 79,299 106,886 103,299 111,065 Dividend per share (DPS) 4.1 4.2 4.8 4.8
Net Current Assets 176,189 202,367 216,362 233,650 Book Value per share (BV) 63.8 69.6 75.8 825
Investments 152,672 139,836 129,915 125,211
of which Growth Ratios (%)
Strategic/Group 18,904 22,997 29,844 41,665 Operating Income 13.7 13.2 121 7.3
Other Marketable 133,768 116,839 100,071 83,546 EBITDA 13.3 (7.4) 36.0 55
Net Fixed Assets 485,720 593,426 671,041 742,315 Recurring Net Income 10.4 9.8 9.8 3.6
Capital Work-in-Progress 184,389 212,211 285,505 303,730 Diluted Recurring EPS 10.4 9.8 9.8 3.6
Total Assets 814,581 935,6281,017,3181,101,176 Diluted Recurring CEPS 8.7 10.0 9.7 4.4
Liabilities Valuation Ratios (x)
Borrowings 271,906 345,678 375,817 404,850 P/E 223 20.3 185 17.9
Deferred Tax Liability 16,289 16,249 16,249 16,249 P/CEPS 17.4 15.8 14.4 13.8
Equity Share Capital 82,455 82,455 82,455 82,455 P/BV 3.2 29 2.7 25
Face Value per share (Rs) 10 10 10 10 EV /EBITDA 14.7 16.6 12.4 11.9
Reserves & Surplus* 443,931 491,246 542,797 597,622 EV / Operating Income 4.5 4.2 3.8 3.6
Net WO'l’th' N 526,386 573,701 625,252 680,077 EV / Operating FCF (80.1) (25.1) (208.0) (168.6)
Total Liabilities 814,581 935,6281,017,3181,101,176
Source: Company data, I-Sec Research Operating Ratio
Employee cost / Revenue 4.7 4.4 4.5 4.4
Table 12: Quarterly trend Operating expenses / Revenue 51 5.9 5.7 5.9
Other Income / PBT (%) 28.1 34.6 24.9 24.0
Jun-08  Dec-08 Mar-09  Jun-09 Effective Tax Rate (%) 27.2 12.0 25.9 26.3
Net sales 96,614 112,771 114,458 120,027 NWC / Total Assets (%) 3.3 4.2 2.9 2.9
% growth (YoY) 20.5 20.9 6.5 25.8 Inventory Turnover (days) 25.5 25.7 25.3 25.4
EBITDA 25476 32086 22199 31757 Receivables (days) 20.7 28.6 28.9 29.0
Margin (%) 26.4 28.5 19.4 26.5 Payables (days) 63.9 65.5 71.0 67.4
Other income 7,448 8,513 10,357 7,763 D/E Ratio (x) 0.55 0.63 0.63 0.62
Add: Extraordinaries - - -
Net profit 15,786 20,621 21,134 21,936 Return/Profitability Ratio (%)
Source: Company data, I-Sec Research Recurring Net Income Margins 18.9 18.4 18.2 17.6
RoCE 11.4 115 11.3 10.7
RoNW 15.0 15.1 15.2 14.5
Dividend Payout Ratio 44.6 41.8 43.5 42.0
Dividend Yield 2.0 2.1 2.3 2.3
EBITDA Margins 30.8 25.2 30.6 30.1

NM — Not meaningful
Source: Company data, I-Sec Research
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I-Sec investment ratings (all ratings relative to Sensex over next 12 months)
BUY: +10% outperformance; HOLD: -10% to +10% relative performance; SELL: +10% underperformance

ANALYST CERTIFICATION

We /I, Prakash Gaurav Goel, CA; Sanket Maheshwari, MBA; research analysts and the authors of this report, hereby certify that all of the views expressed in this
research report accurately reflect our personal views about any and all of the subject issuer(s) or securities. We also certify that no part of our compensation was, is,
or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. Analysts aren't registered as research analysts by FINRA and might
not be an associated person of the ICICI Securities Inc.

Disclosures:

ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing
group. We along with affiliates are leading underwriter of securities and participate in virtually all securities trading markets in India. We and our affiliates have
investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. Our research
professionals provide important input into our investment banking and other business selection processes. ICICI Securities generally prohibits its analysts, persons
reporting to analysts and their dependent family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts
cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained
herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to
any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information
herein on reasonable basis, ICICI Securities, its subsidiaries and associated companies, their directors and employees (“ICICI Securities and affiliates”) are under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-
rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or
ICICI Securities policies, in circumstances where ICICI Securities is acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its
accuracy or completeness guaranteed. This report and information herein is solely for informational purpose and may not be used or considered as an offer document
or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all
customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report
constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances.
The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their
own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgement by any
recipient. The recipient should independently evaluate the investment risks. The value and return of investment may vary because of changes in interest rates, foreign
exchange rates or any other reason. ICICI Securities and affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report. Past
performance is not necessarily a guide to future performance. Actual results may differ materially from those set forth in projections. Forward-looking statements are
not predictions and may be subject to change without notice.

ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and
affiliates might have received compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for
services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. ICICI Securities and
affiliates expect to receive compensation from the companies mentioned in the report within a period of three months following the date of publication of the research
report for services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. It is confirmed
that Prakash Gaurav Goel, CA; Sanket Maheshwari, MBA research analysts and the authors of this report have not received any compensation from the companies
mentioned in the report in the preceding twelve months. Our research professionals are paid in part based on the profitability of ICICI Securities, which include
earnings from Investment Banking and other business.

ICICI Securities or its affiliates collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month
preceding the publication of the research report.

It is confirmed that Prakash Gaurav Goel, CA; Sanket Maheshwari, MBA research analysts and the authors of this report or any of their family members does not
serve as an officer, director or advisory board member of the companies mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities
and affiliates may act upon or make use of information contained in the report prior to the publication thereof.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any
registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category
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