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	By Rupesh Sankhe

	Background 
Tata Power Company is India ’s largest private sector electricity generating company with an installed generation capacity of over 2300 MW. The company has a presence in all areas of power sector generation (thermal, hydro, solar and wind), transmission and distribution. Its thermal power stations are located at Trombay in Mumbai, Jojobera in Jharkhand and Belgaum in Karnataka. The hydro stations are located in the Western Ghats of Maharashtra and the wind farm in Ahmednagar. An optimum mix of hydel and thermal capacity enables the company to supply power at competitive tariffs to its customers. Among its achievements, the company has to its credit the installation of India’s first 500 MW unit at Trombay, the first 150 MW pumped storage unit at Bhira, and a flue gas desulphurization plant for pollution control at Trombay. 
Investment Rationale 
Power sector on cusp of huge growth 
Although power generation capacity has increased substantially in recent years, it has not kept pace with the growth in demand or the growth of the economy generally. India ’s electricity consumption is amongst the lowest in the world at 569 units per capita in 2006. This contrasts with 1,484 units per capita in China , 2183 units in Brazil and 13,456 units in the US . 
To boost generation, the government has unveiled a plan to set up five ultra mega power projects of 4,000 MW each. Further, it has allotted 26 coal blocks with reserves of 8,581 million tonnes and four lignite blocks with reserves of 755 million tonnes have been allotted to power producers. This is likely to improve fuel supply for the industry. 
Ultra mega power project, partnerships to boost earnings 
Tata Power has bagged the bid for the ultra mega power project at Mundra ( Gujarat ). It also has successful public-private partnerships in generation, transmission and distribution – North Delhi Power Ltd with Delhi Vidyut Board for distribution in North Delhi, Powerlinks Transmission with Power Grid Corporation for evacuation of Power from Tala hydro project in Bhutan to Delhi and Maithon Power with Damodar Valley Corporation for a 1000 MW Mega Power Project. 
Revenues from Tala project to accrue from FY07 
In a ‘first of its kind’ project, the company has entered into a 51:49 joint venture with PowerGrid Corporation of India for the 1200-km Tala transmission project. The joint venture is India’s first transmission project to be executed with private/public partnership. This project is expected to help evacuate power from the India-Bhutan joint venture (Tala power project). Even though the project is complete, there are some issues on power evacuation from the plant site as eastern and northern regions transmission lines are out of service and need repair. We expect revenues to accrue to Tata Power from FY07 onwards. 
Expansion plans to drive future growth … 
The company has drawn up an aggressive plan to augment generation capacity to over 4,500 MW at a capex of Rs 18,000 crore. Apart from the Mundra ultra mega power project, other projects include the 120 MW Jojobera expansion project and 250 MW expansion project at Trombay. It is also in the process of installing 100 MW low capital cost diesel-generating sets, which have a short commissioning period. 
… and progress will be the key value driver 
Tata Power has begun working (financial closure done and construction about to begin) on 590 MW of generation expansion projects that are likely to come through by FY09. Further, there is another 4,000 MW of ‘announced’ projects on which work would commence soon, apart from other ultra mega power projects which it is bidding for. The company has an impressive and efficient project implementation track record and progress on these projects will be the key growth driver.   
Strategic defense business potential 
The strategic electronics division has an order book of Rs 200 crore as against FY06 revenue of Rs 38.2 crore, giving an order-book to sales ratio of 5.2x, implying huge revenue visibility ahead. The division caters to electronic equipment related orders from the Ministry of Defense and with the government boosting spending on security, the company is expected to be a major beneficiary. 
Stake in Indonesian coal companies 
In a bid to secure fuel supplies, the company has acquired 30% equity stakes in two major Indonesian thermal coal producers, PT Kaltim Prima Coal and PT Arutmin Indonesia. As part of the arrangement, it has signed an off-take agreement with the latter, which entitles it to purchase about 10 million tonnes of coal per annum. This move will support Tata Power’s upcoming power projects on the west coast of India comprising 7,000 MW to be developed over the next 5 years. 

	 

	

	 

Quarter ended

Year ended

Rs. cr
year
 

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

 

1,200.51

1,231.37

-2.51

 

4,562.79

3,930.44

16.09

Other Income

 

45.98

176.56

-73.96

 

325.61

387.13

-15.89

Expenditure

 

989.76

1,034.55

-4.33

 

3,697.33

3,007.72

22.93

Interest

 

51.03

42.42

20.30

 

165.28

191.44

-13.66

Gross Profit

 

205.70

330.96

-37.85

 

1,025.79

1,118.41

-8.28

Depreciation

 

73.47

71.18

3.22

 

278.34

359.62

-22.60

Tax

 

-147.67

32.13

-559.60

 

136.91

207.43

-34.00

PAT

 

279.90

227.65

22.95

 

610.54

551.36

10.73

Equity

 

197.92

197.92

0.00

 

197.92

197.92

0.00

OPM (%)

 

17.56

15.98

1.58

 

18.97

23.48

-4.51

GPM (%)

 

13.30

12.54

0.76

 

15.35

18.61

-3.26

NPM (%)

 

23.31

18.48

4.83

 

13.38

14.02

-0.64

 


	Key Financial Ratios
 

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

30.85

27.86

25.72

26.27

25.58

CEPS

45.41

46.95

48.08

47.64

43.20

Book Value

278.62

257.44

253.09

236.41

211.77

Dividend/Share

8.50

7.50

7.00

6.50

5.00

OPM

18.46

23.08

30.23

29.38

27.22

RONW

7.99

6.30

9.62

10.51

7.87

Debt/Equity

0.50

0.56

0.35

0.52

0.67

Ratio

2.22

1.90

1.38

1.62

1.84

Interest Cover

6.63

5.83

5.05

4.24

3.69



	 

	Financials:

	For the nine months ended December 2006, Tata Power’s revenue grew by 13% to Rs 3,812.91 crore (after adjusting reversal of provision earlier year for levy of sales tax on fuel oil.). The average tariff for the period works out to Rs 3.39/unit, up by 9%. Sales volume has increased by 7% to 11,007 MU and generation by 5% at 10,933 MU compared to the corresponding period last year. 
As a percentage of sales, the cost of power purchased and cost of components material and service has declined to 12.31% and 1.48% respectively (13.46% and 5.01% in corresponding period last year). However as a percentage of sales staff cost, fuel cost and other expenses have increased to 4.11%, 57.2% and 6.06% respectively. (Last year: 3.72%, 52.33% and 5.57%). As a result operating profit margin have declined by 110 basis points to 18.8%. Nevertheless, benefit of revenue growth has percolated to profitability and as a result operating profit of the company have reported a growth of 7% to Rs 718.39 crore. 
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Valuations 
We expect sales to grow from Rs 5,740 crore in FY06 to Rs 7,890 crore in FY08E. Net profit is expected to rise from Rs 637 crore to Rs 790 crore. We expect the company to earn a RoE of 14% on its investments in the Mundra ultra mega power project assuming a 70:30 debt-equity mix. We estimate FY08E EPS at Rs 40.10 and set a price target of Rs 610. At this price, the stock will trade at P/E of 15.21x, giving an upside potential of 22% from the current price of Rs 501 within a 6 month time horizon.   
Technical Outlook

The stock has corrected from the highs of Rs 640 to Rs 480. It has found strong supports at Rs 500 and currently consodating in a range of Rs 480 to Rs 530. The RSI Indicator remains oversold, which makes accumulation attractive. The short-term resistance remains at Rs 530, above which the scrip may rally to Rs 600. 
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