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NTPC LIMITED

Gas shortage affects efficiency

Hold

NTPC is one of the major beneficiaries of the 11th five year plan. In this
plan, there is a target to add 78,577 MW to India’s total power generation
capacity, out of which NTPC is supposed to contribute around 27%.
However, the Company has lowered its earlier planned capacity addition by
6.4% to 2,490 MW and 11% to 2,670 MW in FYO8E and FYO9E,
respectively. Additionally, the gas-based power plants, which form around
15% of the total capacity, are facing acute gas shortage. Considering the
revised lower target and gas shortage, it appears that the Company would
not be able to add the planned capacity, and there would be some spillover
effect in the 12th five year plan. Moreover, unlike other private utilities,
NTPC is exempted from tariff-based competitive bidding route for five
years; therefore, the Company’s success in the 12th five year plan is
uncertain. On the positive front, besides increasing its presence in newly
diversified areas such as hydropower, coal mining, power trading, oil & gas
exploration, and consultancy services, NTPC, in the long term, is also
planning to become an integrated regional player by entering into the LNG
value chain. NTPC is also forming joint ventures with companies such as
BHEL and Bharat Forge to enter into the EPC and equipment-supplier

businesses.

Valuations

At the current market price, the stock is trading at a forward P/E of 22.8x

and 18.2x for FY08 and FYO09 earnings estimates. The
Key Figures (Standalone)
Q3'07 Q2'08 Q308 QoQ%

lower

Quarterly data
(Figures in Rs. bn, except per share data)

YoY% O9M'07 9M'08 YoY%

Net Sales 85.3 80.2 933 16.4% 9.4% 237.4 263.1 10.8%
EBITDA 264 275 297 8.0% 125% 773 84.0 8.7%
Adj. Net Profit 17.4 16.3 19.9 223% 143% 47.1 539 14.5%
Margins(%o)

EBITDA 30.9% 34.3% 31.8% 32.5% 31.9%

Adj. NPM 20.4% 20.3% 21.3% 19.8% 20.5%

Per Share Data (Rs.)

Adj. EPS 2.1 2.0 2.4 22.1% 14.4% 5.7 6.5 14.6%
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addition in capacity and the absence of gas linkages will affect the power
generation, so we have lowered our EPS estimate for FY09 by 4.1% yoy.
Based on our DCF valuation, we have come to the conclusion that the
target price does not indicate any major upside from the current levels.
Hence, we maintain our Hold rating. However, any faster commissioning of

power plants could result in a positive surprise to the earnings.
Result Highlights

For the quarter ended Dec’'07, net sales grew by 9.4% yoy to Rs. 93.3 bn
primarily due to an improved PLF of coal-based power plants and
increased average selling price per unit. NTPC has added an additional
capacity of 500 MW each at Vindhyachal, Sipat and Kahalgaon, taking the

Revenues driven by improved total installed capacity to 26,850 MW from 25,350 MW in the same quarter

PLF of coal based power
plants last year. The Company has also commissioned its second unit of 740 MW

at Dabhol power plant as on 3rd Nov'07; however, there are some issues
regarding the non-availability of gas to NTPC, hence the plant is not fully
operational. This supply constraint of gas is also affecting all the six gas-

based power plants hence reducing the power generation.

PLF position (in %) Generation vs. Sales volume (in mn units)
100.0% 1  91.1% 93.2%
52,000 ~ 50,734
80.0% 72k
U704 J 49,301
63.8% 50,000
60.0% - 48.000 | 47,700
45,876
40.0% - 46,000
20.0% - 44,000
0.0% 42,000
Q307 Q3'08 Q307 Q3'08
m PLF (Coal) PLF (Gas) | Generation Energy sent out
Source: Company data, Indiabulls research Source: Company data, Indiabulls research

EBITDA increased 12.5% yoy to Rs. 29.7 bn, and margin improved
Wage revision provisions

limited profitability growth 87 bps to 31.8% primarily due to a decline in fuel cost (as a percentage of

sales) by 266 bps. However, EBITDA growth was contained by rising staff
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cost due to the wage provisioning. Since wage revision will be reflected in
the tariffs and charged to the customer, hence, we believe it won't matter

as far as the Company’s profitability is concerned.

Reported net profit declined 15.4% yoy to Rs. 17.8 bn due to increased
interest outgo and higher tax provisioning. Increase in taxes is accountable
to the lower tax-free bond’s income and higher income from the fixed
deposit. However, after making adjustment for Rs. 2.1 bn of one time
expenses/income related to the previous year sales, foreign exchange rate
variation, wage provision, pension, and additional incentives the adjusted
net profit stood at Rs. 19.9 bn (up by 14.3% yoy), while margin remained at
21.3%, (up by 90 bps).

Key Events

Plans to invest USD 40 bn in next 5 years
NTPC is planning to invest approx. USD 40 bn over the next five years to
become an integrated regional energy player from just a national power
utility. The Company is eyeing on to make an entry into the LNG value
Plans to change the business chain. Besides it is also planning to make its presence felt in newly
model diversified areas such as hydropower, coal mining, power trading, oil and
gas exploration, and consultancy services. In addition, it is planning to bag
coal assets in countries including Indonesia, Mozambique and Australia.
The power major is also expanding its operations across Asia and Africa,

with upcoming projects in South Asia, Africa and possibly West Asia.

Foray into new businesses

In order to achieve backward integration, NTPC had signed an MoU with

Bharat Forge on 8th Feb’08 to set up a joint venture company with an initial

Achieving backward integration equity participation of 49:51 respectively. The purpose of the JV is to set up
an equipment manufacturing facility. NTPC already has a similar pact with
Bharat Heavy Electricals Ltd (BHEL) to set up a 50:50 joint venture
company for taking up engineering, procurement and construction (EPC)

assignments.
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Interim dividend of Rs. 2.7 per share
Interim dividend @ 27% on the As on 30th Jan’08, NTPC had decided to pay interim dividend of

face value of equity shares . .
Ve quity Rs. 2.7 per share for the financial year 2007-08.

Key Risks

» Uncertainty in fuel prices and the risk of gas linkages lead to the fear of
supply shortage
* Risk due to reforms in the power sector

* Risk of delay in approval or losing of contracts
Outlook

NTPC is planning to expand its present installed capacity of approx.
27,000 MW to over 50,000 MW in the next five years. NTPC is an efficient
generator as its coal-based power plants operate at the PLF of around
93.2% as compared to all India PLF of 79.2%. However, the case is
different as far as the efficiency of gas-based stations is concerned. Here,
all the six units of gas-based power plants are under-utilised due to the
acute shortage of domestic gas, and thus the Company is left with a choice
of either to run the plants at lower PLF or secure the costly imported
liquefied natural gas at spot prices.
Going steadily NTPC stands to benefit from improving operational efficiency and
consistent enhancement in its generation capacity. Due to higher operating
efficiencies of its coal-based power plants, the Company supplied power at
an average price of Rs. 1.79 during 9M’08, which is very competitive as
compared to its peers. However, we expect a rise in the power cost due to
wage revisions and the increasing prices of coal. Since wage revision will
be reflected in the tariffs and charged to the customer, hence, we believe it
won't matter as far as the Company’s profitability is concerned.
We anticipate that there would be some slippage in the 11th five year plan;

therefore, the Company may not achieve its target.
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Valuations

At the current market price, the stock is trading at a forward P/E of 22.8x
and 18.2x for FY08 and FY09 earnings estimates, respectively. Based on
our DCF valuation, the target price does not provide any major upside from
the current levels. Hence, we maintain our Hold rating. However, any faster
commissioning of power plants would result in a positive surprise to the

earnings.

Key Figures (Consolidated)
Year to March FYO05 FY06 FYO07 FYO8E FYO9E CAGR (%)

(Figures in Rs. mn, except per share data) (FYQ7-09E)
Net Sales 235,161 275,754 338,757 364,240 421,123 11.5%
EBITDA 68,423 81,638 102,529 113,860 139,189 16.5%
Net Profit 58,987 62,972 70,472 73,881 92,655 14.7%

Margins(%)

EBITDA 29.1% 29.6% 30.3% 31.3% 33.1%
NPM 25.1% 22.8% 20.8% 20.3% 22.0%

Per Share Data (Rs.)
EPS 7.4 7.6 8.5 9.0 11.2 14.7%
PER (x) 11.6x 17.5x 17.5x 22.8x 18.2x
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Disclaimer

This report is not for public distribution and is only for private circulation and use. The Report should not be reproduced or
redistributed to any other person or person(s) in any form. No action is solicited on the basis of the contents of this report.

This material is for the general information of the authorized recipient, and we are not soliciting any action based upon it.
This report is not to be considered as an offer to sell or the solicitation of an offer to buy any stock or derivative in any
jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Indiabulls
Securities Limited. It does not constitute a personal recommendation or take into account the particular investment
objectives, financial situations, or needs of individual clients. You are advised to independently evaluate the investments
and strategies discussed herein and also seek the advice of your financial adviser.

Past performance is not a guide for future performance. The value of, and income from investments may vary because of
changes in the macro and micro economic conditions. Past performance is not necessarily a guide to future performance.

This report is based upon information that we consider reliable, but we do not represent that it is accurate or complete,
and it should not be relied upon as such. Any opinions expressed here in reflect judgments at this date and are subject to
change without notice. Indiabulls Securities Limited (ISL) and any/all of its group companies or directors or employees
reserves its right to suspend the publication of this Report and are not under any obligation to tell you when opinions or
information in this report change. In addition, ISL has no obligation to continue to publish reports on all the stocks
currently under its coverage or to notify you in the event it terminates its coverage. Neither Indiabulls Securities Limited
nor any of its affiliates, associates, directors or employees shall in any way be responsible for any loss or damage that
may arise to any person from any error in the information contained in this report.

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views
about the subject stock and no part of his or her compensation was, is or will be, directly or indirectly related to specific
recommendations or views expressed in this report. No part of this material may be duplicated in any form and/or
redistributed without Indiabulls Securities Limited prior written consent.

The information given herein should be treated as only factor, while making investment decision. The report does not
provide individually tailor-made investment advice. Indiabulls Securities Limited recommends that investors independently
evaluate particular investments and strategies, and encourages investors to seek the advice of a financial adviser.
Indiabulls Securities Limited shall not be responsible for any transaction conducted based on the information given in this
report, which is in violation of rules and regulations of National Stock Exchange or Bombay Stock Exchange.
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