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Stock data

No. of shares : 4,630 mn

Market cap : Rs 498 bn

52 week high/low : Rs 112/ Rs 94
Avg. daily vol. (6mth) : 3.5 mn shares
Bloomberg code : PWGR IB

Reuters code : PWGR.BO
Shareholding (%) Dec-11  QoQ chg
Promoters 2 69.4 0.0
Flls : 13.1 (0.2)
MFs / UTI : 29 0.0
Banks / Fls : 5.4 (0.0)
Others : 9.2 0.1

Financial summary

PAT

(Rs mn)

2010 72,091 21,394
2011 82,462 25,076
2012E 100,280 31,221
2013E 123,944 38,977

CMP: Rs 107
Target Price: Rs 134
Potential Upside: 25%

Absolute Rating: BUY

Relative to sector: OQutperformer

EXECUTION SURPRISES; LIKELY POLICY SHIFT
TO MITIGATE DILUTION OVERHANG

Key takeaways from PGCIL's analyst meet were:

0 Execution surprised with asset commissioning in 11MFY12
beating our FY12E of Rs 100 bn. We now factor in FY12E and
FY13E asset commissioning at Rs 130 bn (Rs 110 bn earlier)
and Rs 140 bn respectively.

o Significant decline in receivables to ~84 days in Feb’12 from
~140 days in Mar 11 and ~103 days in Dec '11. The
management expects Mar '12 receivables at ~60 days. This
should subside fears that SEB losses are stretching company’s
working capital.

0 The management highlighted a possible shift in CERC tariff
policy regime from current RoE-based to RoCE-based. This
could enable PGCIL to expand RoE through higher leverage and
avoid possible equity dilution to fund expansion. Currently,
PGCIL uses D:E ratio of 70:30 as mandated. If the RoCE policy
regime is allowed, then PGCIL could have higher D:E thus
lowering its equity requirement for future expansion.

Maintain BUY with revised TP of Rs 134 (25% upside)

We maintain our FY12E EPS at Rs 6.7 and FY13E EPS at Rs 8.4.
We upgrade our SOTP-based target price to Rs 134 (vs. Rs 120) to
factor in execution surprise and firm visibility for FYA13E. Our SOTP
value assumes 1.9x FY13E core invested equity in transmission
assets (17% core RoE and 5% LT growth). Our TP implies 25%
upside from CMP of Rs 107. Maintain BUY.

Consensus EPS Change
EPS* (Rs) (Rs) YoY (%)
- 5.1 18 - - 14.0 37.9 1.8
- 54 7 - - 134 462 2.0
6.3 6.7 25 15.9 21 14.0 50.5 24
7.3 8.4 25 12.7 1.9 158 55.9 3.0

Source: *Consensus broker estimates, Company, ENAM estimates

ENAM Research is available on Bloomberg (ENAM <Go>), Reuters.com, Firstcall.com and Factset.com 10 February 2012
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Valuations

Equity deployed in transmission biz 195 42.1

- Non NER Equity 189 40.8

- NER Equity 6 1.3

Valuation of the transmission business Rs bn 378 82 Valued at 1.9 BV (x)
Add:

CWIP financed through the equity 107 23

Valuation of CWIP Rs bn 167 36 At1.6xBV

Add: Cash & cash equivalents 56 12.1 Atason Mar-11
Valuation of core transmission business Rs bn 600 130

Consultancy business

PAT from services 1.4 0.3

Valuation of consultancy business Rs bn 17 3.6 At12xP/E
Equity Valuation of telecom business Rs bn 4 0.8 Valued at book
Overall valuation Rs bn 621 134

Source: ENAM Research

Valuation

0 Lower Beta: Business/ Earnings of PGCIL are less volatile as once the
transmission line is commissioned, it is a ‘take or pay’ model vs. the
other utilities, which despite having regulated returns face the risk of
coal supply that could impact the core ROEs.

0 Higher Growth: PGCIL's network is a critical national infra that one does
not want to duplicate and hence, its LT growth equals the sector growth
of 8-9%.

Low gestation: of 24-30 months

Note: We have assighed P/E of 10x to other businesses (Consultancy,
Telecom and short-term access), and have assumed growth rate of
10% each for consultancy and telecom and 25% for ST access.

Key assumptions

Business RoE 17.4%
Cost of Equity 12%
BV (x) for core business 1.9
BV (x) for CWIP equity 1.6
P/E for the services (x) 12
Equity Capital (Rs bn) 4.6
Risk free rate of return (RFRR) 8%
Market rate of return (MRR) 13%
Beta (x) 0.7
Effective cost of equity 11.5%
Medium-term growth (FY11-15) 10%
Terminal growth 4%
Long-term growth 5.2%

Source: ENAM Research
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This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this
document should be construed as investment or financial advice, and nothing in this document should be construed as an advice to buy or sell or solicitation to
buy or sell the securities of companies referred to in this document. The intent of this document is not in recommendary nature

Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities
of companies referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of
such an investment. The investment discussed or views expressed may not be suitable for all investors

Enam Securities Private Limited has not independently verified all the information given in this document. Accordingly, no representation or warranty, express
or implied, is made as to the accuracy, completeness or fairness of the information and opinions contained in this document

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of
the views expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and
alternations to this statement as may be required from time to time without any prior approval

Enam securities Private Limited, its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in, or
deal as principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for, or
solicit investment banking or other business from, any company referred to in this report. Each of these entities functions as a separate, distinct and independent
of each other. The recipient should take this into account before interpreting the document

This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of ENAM
Securities Private Limited. The views expressed are those of analyst and the Company may or may not subscribe to all the views expressed therein

This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other
person or published, copied, in whole or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into the United State (to
U.S.Persons), Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident
thereof. The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform
themselves about, and observe, any such restrictions

Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or
consequential including lost revenue or lost profits that may arise from or in connection with the use of the information.

Copyright in this document vests exclusively with ENAM Securities Private Limited.
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