
December 18, 2006Visit us at www.sharekhan.com

Ultra mega power projects under way
Lanco Infratech and Tata Power emerged as lowest bidders for the first two UMPPs

The bids for two ultra mega power projects (UMPPs) at
Sasan and Mundra were opened today. A total of 16 bids
were received for the two projects. Ten companies had bid
for the Sasan project, which will be based on pithead coal,
and six had bid for the Mundra project, which will be based
on imported coal. The investment per project will be in the
range of Rs16,000-20,000 crore.

The companies in the race for constructing India's largest
power plants of 4,000MW of capacity each were Tata Power,
Larsen and Toubro, Reliance Energy, Essar Power and Sterlite
Industries. All these companies had bid for both the projects.
The other bidders for the Sasan project were National
Thermal Power Corporation (NTPC), Torrent Power, Jindal
Steel & Power, Jaiprakash Associates and Lanco Infratech
(with British partner Globeleq). The only other company
that had bid for the Mundra project was Adani Enterprises.

And the winners are...

Hyderabad-based Lanco Infratech, in association with the
Singapore-based Globeleq, has won the bid for the country's
first UMPP coming up at Sasan in Madhya Pradesh.

Lanco Infratech beat Tata Power, Reliance Energy and NTPC
by offering a price of Rs1.19 per unit. The power ministry
had set a benchmark of Rs1.60 per unit.

Tata Power with a development agreement with Siemens
Project Ventures has emerged as the lowest bidder for the
4,000MW Mundra UMPP with a tariff of Rs2.26 per unit.

While there is a 14-month limit for financial closure and
commencement of construction, we expect the financial
closure and the commencement of construction to happen
by May/June 2007, since it would be in the interest of the
developer to move fast.

None of the global energy majors had bid for the first two
projects. We believe they are likely to wait for the success
of the financial closure of the first two UMPPs and then
join the fray.
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The other two UMPPs are likely to come up for bidding around
mid-CY2007.

In order to enhance investors' confidence, reduce the risk
perception and get good response to competitive bidding,
five shell companies have been set up as wholly-owned
subsidiaries of Power Finance Corporation (a Government
of India undertaking) to facilitate tie-up of inputs, linkages
and clearances for these projects.

These companies will undertake preliminary studies and
obtain necessary clearances and tie-ups, including water,
land and power-selling arrangements, prior to the awarding
of these projects to successful bidders by way of selection
of developers through a competitive bidding process. The
shell companies shall also facilitate the process of obtaining
environmental clearance.

It is proposed to transfer these special purpose vehicles
(SPVs) to the successful bidders at the end of the bidding
process, on payment of the development costs incurred by
each SPV.

The real winners

We believe the real winners will be the power equipment
and allied sector companies, such as material handling,
and transmission and distribution companies.

Capital expenditure providers who are likely to benefit are
Siemens, ABB, Bharat Heavy Electricals and Larsen and
Toubro.

The allied sector companies to benefit from the
transmission and distribution infrastructure ramp-up would
be Bharat Bijlee, Indo Tech Transformers, Crompton
Greaves, Areva T&D, Emco,  KEI Industries, Genus
Overseas, Havells India, Kalpataru Power, Jyoti Structures,
KEC International and RPG Transmission.

Material handling companies such as TRF, Mcnally Bharat
and Elecon Engineering would also benefit.
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Valuation table

Companies under coverage

Company Price EPS P/E

FY07E FY08E FY07E FY08E

BHEL 2391 98.7 125.3 24.2 19.1

Bharat Bijlee 1205 70.6 87.3 17.1 13.8

Indo Tech Trans 252 15.2 23.2 16.6 10.9

Crompton Greaves 206 7.3 9.0 28.2 22.9

KEI Industries 426 38.4 49.2 11.1 8.7

Genus Overseas 196 18.9 27.3 10.4 7.2

Companies not under coverage (consensus estimates)

Company Price EPS P/E

FY07E FY08E FY07E FY08E

Siemens* 1163 36.0 54.0 32.3 21.5

ABB** 3668 85.0 111.0 43.2 33.0

L&T 1472 51.0 66.0 28.9 22.3

Areva T&D** 993 25.0 38.0 39.7 26.1

Jyoti Structures 123 6.5 10.0 18.9 12.3

KEC International 345 20.0 30.0 17.3 11.5

Kalpataru Power 945 52.0 63.0 18.2 15.0

RPG Transmission 170 14.0 20.0 12.1 8.5

Havells India 336 18.0 25.0 18.7 13.4

TRF 410 20.0 26.0 20.5 15.8

Mcnally Bharat 144 6.7 10.8 21.5 13.3

Elecon Engineering 411 16.0 26.0 25.7 15.8

*September Year end
**December Year end

The author doesn�t hold any investment in any of the companies mentioned in the article.


