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	By Rupesh Sankhe

	Background 
Part of the Anil Dhirubhai Ambani Group, Reliance Energy (formerly known as BSES) is among the leading private sector integrated power utility companies in India with a significant presence in Maharashtra, Goa and Andhra Pradesh. Its power generation plants include a 2x250 MW multi-fuel based thermal power station at Dahanu near Mumbai, a 165 MW combined cycle power station at Kochi (Kerala), a 220 MW combined cycle power plant at Samalkot (Andhra Pradesh), a 7.59 MW wind farm project at Jogimatti in Chitradurga district of Karnataka and a 48 MW naphtha-based power plant in Goa . The total installed capacity of its generating units is 940.6 MW. The company has three state-of-the-art transmission stations at Versova, Ghodbunder and Aarey (all in Mumbai) with an installed capacity of 300 MVA, 300 MVA and 400 MVA respectively. The company’s network covers an area of about 124,300 square km. It has huge customer base of about 5 million with an annual consumption of 15,600 million units.   
Investment Rationale   
Generation business to remain stable 
Power generation contributed about 62% to the company’s total income and 81% to gross profit for the nine-month period ending December 31, 2006 . Reliance Energy plans to increase generation from its existing plants by improving the plant load factor or PLF (utilization levels). During FY06, the Dahanu power station achieved a PLF of 99.2%, followed by the Goa station at 88.9%.  The Samalkot plant operated at a low PLF of 48.9% because of low availability of gas. The wind farm in Karnataka operated at a 32% PLF.   
Mega expansion plans 
Reliance Energy will invest Rs 50,000 crore over the next five to seven years in several coal-based (thermal) power generation projects. The company’s thermal power generation capacity is currently only 940 MW, which it plans to increase to 10,000 MW by 2010-12. It is mulling the setting up of a 1,000 MW plant in Jharkhand at an investment of Rs 5,000 crore. The company has identified around 1,300 acres of land for the proposed plant, which would have its captive coal mine with a production capacity of about 5 million tonnes per annum.   
Among other green-field projects, the company plans to set up a 4000 MW gas-based plant and another 1,200-1,800 MW coal-based station, both in Maharashtra . The proposed projects should increase the company’s installed generation capacity (both thermal and gas-based) to around 18,000 MW.   
Rosa power project on revival path 
In November 2006, Reliance Energy bought a 100% stake in the coal-based Rosa power project at Shahjahanpur in Uttar Pradesh. The project, initially a 51:49 JV between the Aditya Birla Group and PowerGen of UK, was initiated in the early 1990s. The cost of the project had gone up with an indefinite delay in the project implementation. The project had also faced problems in coal linkage. The government has approved the capacity upgradation proposal of the project from the initial 600 MW to 1,200 MW. Construction work is expected to commence soon and the plant is slated to be commissioned by FY10, which will improve the profitability of the company. The thermal plant also has got mega project status.   
EPC and contracts business gaining traction 
Apart from its core business of power generation and distribution, the company's EPC and contracts business has also registered a sharp increase. This segment contributed 38% to total sales and 19 % of PBIT in 9MFY07. The order book position of the EPC division stood at Rs 7,142 crore on March 31, 2007 . It has bagged two road built-operate-transfer (BOT) projects -- development of Namakklal-Karur highway — a stretch of 80 km in Tamil Nadu for Rs 520 crore in March 2007 and contract for developing the Trichy-Dindigul National Highway four-laning project. The project covers a stretch of 88 km and construction cost would be Rs 580 crore.   
In power, the company won its single largest EPC bid from Haryana Power Generation Corporation to set up a 1,200 MW coal-based power project on a turnkey basis for Rs 3,800 crore. The project will be implemented in a schedule of 35-38 months. The company also bagged ‘balance of plant package’ from Uttar Pradesh Rajya Vidyut Utpadan Nigam for the 500 MW extension of the Parichha Thermal Power Station. The value of the order is Rs 400 crore.   
Apart from this, the company is also executing the following projects on BOT basis – Mumbai Mass Rapid Transit system: Rs 2,300 crore; and NHAI road projects: Rs 700 crore. It is also negotiating for the following projects (a) Hydro power projects (MoU) in Arunachal Pradesh: Rs 10,000 crore; and (b) Hydro power projects in Uttaranchal: Rs 1,500 crore.    
Subsidiary bags Rs 2,000 crore project --- 14% RoE   
A subsidiary company, Reliance Energy Transmission Ltd, has bagged the bid to construct fully independent, private power transmission lines in Maharashtra and Gujarat at a cost of Rs 1,800-2,000 crore. This was the first competitive tariff-based international bidding in the country’s transmission sector. The returns have been fixed at 14% and the project is scheduled to be operational by FY10.   
Foray into nuclear power   
The company is negotiating with GE, Westinghouse and Areva to partner it in its foray into nuclear power generation. The company is looking at setting up two 1,000 MW nuclear power plants in the country once fuel availability is assured. It is also in talks with the Nuclear Power Corporation of India (NPCIL) for a possible joint venture. Currently, nuclear power accounts for a meager 3% of the total power generated in the country at 3,900 MW. This is expected to increase to 20,000 MW and further to 40,000 MW by 2020.   
Risks and Concerns   
The company's proposed 8,000 MW Dadri Gas Power Station in Uttar Pradesh is hanging fire due to lack of gas supply at an economical rate.   

	 

	

	 

Quarter ended

Year ended

Rs. cr
year
 

2006/12
2005/12
var %
 
2006/03
2005/03
var %
Sales Income

 

1,533.69

988.35

55.18

 

4,019.07

4,130.67

-2.70

Other Income

 

286.74

149.28

92.08

 

588.81

461.88

27.48

Expenditure

 

1,451.01

809.01

79.36

 

3,285.90

3,541.65

-7.22

Interest

 

55.05

46.74

17.78

 

191.88

134.82

42.32

Gross Profit

 

314.37

281.88

11.53

 

1,130.10

916.08

23.36

Depreciation

 

61.17

90.72

-32.57

 

348.63

346.44

0.63

Tax

 

52.17

26.52

96.72

 

50.58

49.50

2.18

PAT

 

201.03

164.64

22.10

 

730.89

520.14

40.52

Equity

 

213.17

201.94

5.56

 

212.36

185.61

14.41

OPM (%)

 

5.39

18.15

-12.76

 

18.24

14.26

3.98

GPM (%)

 

1.80

13.42

-11.62

 

13.47

11.00

2.47

NPM (%)

 

13.10

16.65

-3.55

 

18.18

12.59

5.59

 


	Key Financial Ratios
 

2006/03
2005/03
2004/03
2003/03
2002/03
EPS

30.63

28.04

21.36

8.85

20.26

CEPS

50.31

53.86

47.34

27.77

36.66

Book Value

331.24

270.50

248.85

186.13

194.43

Dividend/Share

5.00

4.70

4.50

4.40

4.30

OPM

19.27

16.18

18.49

10.64

18.21

RONW

9.37

6.39

4.65

5.33

8.90

Debt/Equity

0.60

0.74

0.46

0.24

0.25

Ratio

4.25

3.94

1.68

1.24

1.74

Interest Cover

6.88

7.30

11.13

6.08

8.41



	 

	Financials:

	The company reported a 56% growth in net sales for the quarter-ended December 31, 2006 , to Rs 1,533.69 crore. Growth in top line was largely contributed by EPC and contracts division, which posted a revenue growth of 251%. However, profits from the EPC and contracts division reduced by 65% due to increase in cost of materials and sub-contracting cost. The fall in profits can also be attributed to the fact that the company has policy of recognized profits when the outcome of the contract can be estimated reliably. The revenues from power business have also increased due to increased in electrical sold by 16% to 2,221 MU average tariff of the company works out about Rs 4.15/unit, down by 2%. The company’s profits from power division have also declined due to higher cost of power purchase. However due to surge in other income and decline in depreciation, net profits of the company was up by 22% Rs 201.03 crore.   
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Valuations   
We expect sales to grow at a CAGR of 20.6% from Rs 3,974 crore to Rs 7,027 crore over FY06-09E. Net profit is expected to rise at a CAGR of 12.16 % from Rs 644 crore to Rs 912 crore. We estimate FY09E EPS at Rs 43. Asian power utility companies trade at a P/E of 15x. Apart from being a leading power utility company, Reliance Energy is also diversified into fast-growing E&C business with a strong order book. We believe it deserves a higher P/E multiple. Assuming a multiple of 14.5x, we arrive at a price of Rs 623, an upside of 24% from the current price of Rs 501 with 12-15 month time frame.   
Technical Outlook   
The stock has completed a larger corrective wave from Rs 580 to Rs 450, where it found support and bounced back. Currently, it is moving in an uptrend and has completed the third wave. It is currently in a corrective wave, which may find accumulation at Rs 497 (38% retracement) to Rs 492. This should complete the fourth corrective wave and the fifth wave impulse should target Rs 530. The stock is also trading just below the 200-Day EMA, which makes it a low-risk investment. 
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