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 Capacity addition concerns recede but 

operational parameter concerns increase 

 Margins and earnings stress to persist 
during FY13, bounce back only in FY14 

 Power Grid with high capacity and lower 
operational risk remains our top pick; 
we also like NHPC, JPVL, CESC, PTC 

Capacity addition concerns recede but lowest ever PLF and 

PAF increase investor concerns about margins. Private 

sector-led record capacity addition of 33GW in FY11-12 has 

considerably reduced investor concerns about capacity. 

However a sharply reduced PLF and PAF (plant load and 

availability factor) for both public and private generators 

(lowest since FY07) is a matter of concern and we believe has 

greatly eroded margins and profitability. The operational 

weakness was most acute for the newest projects, while a drop 

in operating levels was sharper for private companies with less 

visibility on coal supply. 

We expect the top line as well as margins to remain under 

pressure during FY13 due to operational stress. Two major 

utilities (NTPC and Adani Power) reported a lower than 

expected top line and much lower margins due to operational 

stress. We expect the same story to be repeated for most of the 

utilities, except Power Grid, NHPC and JPVL. We believe 

operational performance will remain stressed for most of FY13 

as demand and supply side pressure is likely to persist; we 

expect a bounce-back only in FY14 (see page 7). 

Prefer companies with growth and lower operational risk. 

In the current scenario we prefer companies that will show 

strong top line growth in FY13-14 but are not impacted by fuel 

supply constraints; these are Power Grid, NHPC and JPVL. We 

also like companies that show a significant improvement in 

other parameters; we like PTC which is likely to see recovery of 

its receivables and CESC which is likely to see a big reduction 

in losses from its retail business. We lower our net profit 

estimates and target price for Adani, PTC and CESC, while 

increasing for Power Grid and Lanco. Our net profit 

estimates for the sector are 1-3% lower versus consensus for 

FY13-14 while 4-5% ahead for Power Grid. 
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Operational parameters will be closely 
monitored as capacities come on stream 

Indian power stocks under HSBC coverage – rating and target price summary 

Company BBG 
ticker 

Rating New TP 
(INR) 

Old TP 
(INR) 

Price 
(INR) 

Diff to 
TP

Large caps      
Power Grid PWGR IN OW 140 130 101 38.3%
NTPC NTPC IN N 172 172 148 16.6%
Tata Power TPWR IN N (V) 114 114 94 21.3%
Adani Power ADANI IN UW (V) 51 75 50 1.0%
Mid caps   
PTC PTCIN IN OW (V) 83 90 51 63.5%
CESC CESC IN OW 375 475 261 43.8%
Lanco Infra LANCI IN N (V) 14.5 13.7 12.0 20.8%
Hydro   
NHPC NHPC IN OW 24 24 18 31.5%
JPVL JPVL IN OW 50 50 37 35.3%

Note: No rating changes across the sector, except for adding volatility flags to Adani Power and PTC 
Source: HSBC estimates; Price as at close 14 May 2012 
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1.  Indian power stocks under HSBC coverage – Investment summary, risks, investor concerns and our view 

Company Investment case Risks Key investor concern Our view 

Large caps      
Power Grid 1. Limited competition and least operational risk in the 

power space with no fuel risk 
1.Downside risks are longer-than-
expected delays in commissioning 
of projects 

1.Capacity addition may 
not accelerate as guided 

1.Company has significant capital 
work in progress which will convert 
into assets in next 2-3 years 

OW, TP INR140 2. Accelerated capacity addition to drive regulated 
equity growth at 23% CAGR over FY13-14 providing 
strong EPS CAGR of 16% over FY13-14. The growth 
is expected to sustain until FY17 with equity base 
increasing by 2.5x, ensuring EPS growth of 14%+ 
over FY15-17 

2. Downside risks are a potential 
default by SEB and a reduction in 
regulated returns 

 2.Company has already ordered 
56% of its capex to be incurred in 
the next plan 

 3. PGCIL is trading at lower end of its PB (1.8x vs 
range of 1.6-3.3x) and PE (13.0x vs range of 12-26x), 
20-25% below its historical average offering value  
Our DCF-based target price implies FY14 PE of 15.3x 
and PB of 2.1x which is at the mid range of its 
historical trading range 

   

NTPC 1. 37GW of operating assets, some of which is facing 
fuel issues, still better than private IPPs, regulated 
model limits downside 

1. Upside risks from profits from 
captive coal mines 

1. Slippage in capacity 
addition and outlook 
weak on operational 
parameters 

1. Agree and remain cautious, low 
valuation supports downside from 
current level 

N, TP INR172 2. Operating parameters like PLF & PAF will continue 
to be under pressure for next 2 years impacting 
revenue and earnings growth 

2. Downside risks include non-
availability of fuel beyond our 
current expectations 

  

 3. Moderate EPS growth of 4% in FY13, 10% in 
FY14, trading at low valuations given weak outlook - 
PE of 12.0x (range of 12-28x) and PB of 1.5x (1.5-
4.0x), 30-36% below its historical average 

   

Tata Power 1. Strong performance track record in both power 
generation and distribution business and high level of 
management credibility 

1. Upside risk is a tariff hike 
accepted by customers of Mundra.  

1. Mundra is loss making 
and no growth triggers in 
terms of new capacity 
addition over next 3-4 
years 

1. Agree and remain cautious, low 
valuation supports downside from 
current level 

N(V), TP INR114 2. Coal business been the main driver of earnings 
growth in last few years but it will increasingly be 
neutralized by losses at Mundra 

2. Downside risks include higher-
than-expected mining costs, a 
proposed tax on coal imposed by 
Indonesian government further 
increasing losses at Mundra 

  

 3. Mundra project losses will peak in FY15 and unless 
the project gets a tariff relief will remain a major 
overhang for the stock 

   

 4. Moderate EPS growth at 8.8% CAGR over FY13-
14e, trading at low valuations given weak outlook - 
PE of 11.2x (range of 6-48x) and PB of 1.4x (1.1-
4.7x), 38-40% below its historical average 

   

Adani Power 1. Strong capacity addition in FY11-12 with 
operational assets of 4.6GW increasing to 6.6GW by 
end FY13 

1. Upside risk is a tariff hike 
accepted by customers of Mundra 
and Tiroda 

1. Low realisation, losses 
in last two quarters, high 
fuel costs, depreciating 
currency, loss making 
PPA 

1. We factor in these risks and do 
not see issues resolving in next one 
year 

UW(V), TP INR51 2. Utilisation levels are low due to transmission 
bottlenecks, fuel constraints, few loss making sales 
contracts, issues unlikely to resolve in next few 
quarters and will remain an overhang on the stock 

   

 3. Strong growth on low base, trading at low 
valuations given weak outlook - PE of 7.6x (range of 
7-45x) and PB of 1.3x (1.3-4.1x), 54-55% below its 
historical average 

   

Source: HSBC estimates 
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1.  Indian power stocks under HSBC coverage – Investment summary, risks, investors concerns and our view 

Company Investment case Risks Key investor concern Our view 

Mid caps     
PTC 1. Worst is behind us and PTC is likely to offer 

strong volume growth over next two years - 
CAGR of 25% 

1. Downside risk is lower than 
expected volume 

1. Significant investable cash 
surplus locked with two 
customers who may default 

1. One of its customers TN has 
already raised tariffs and is likely to 
pay to PTC over next quarter 
(2QFY13). The company expects UP 
to start paying the following quarter 

OW(V), TP INR83 2. Company to receive bulk of outstanding 
receivables (INR11bn, c70% of its market cap) 
by 2QFY13 removing an overhang on the stock 

  2. We do not expect any risk of default 
and recovery of dues over next 1-2 
quarters should act as a catalyst for 
stock price movement 

 3. Strong EPS growth of 40% CAGR in FY13-
14e, trading at lowest valuations on concerns 
which are likely to abate in our view - PE of 
11.7x (range of 7-58x) and PB of 0.6x (0.4-
8.5x), 46-66% below its historical average 

   

CESC 1. One of four private distribution companies in 
India with a good track record, doubling its 
generation capacity by end FY14, to accelerate 
earnings growth in FY15 to c40% 

1. Downside risk is higher than 
expected losses in the retail 
business 

1. Retail business using up 
cash generated by the power 
business 

1. The reduction in loss in the retail 
business, company strategy focusing 
on high margin large stores should 
help further reduction in loss. Retail 
losses to reduce significantly to 6% of 
its power business by FY14e from 
40% in FY11 

OW, TP INR375 2. Retail losses to reduce significantly to 6% of 
its power business by FY14e from 79% in FY09 
(was c40% in FY11), removing overhang on the 
stock 

2. Downside risks are execution 
and fuel risks for power projects 
under development 

  

 3. EPS growth at 16% CAGR in FY13-14e 
accelerating to 40% in FY15e, trading at lowest 
valuations - PE of 5.9x (range of 5-26x) and PB 
of 0.6x (0.4-2.5x), 44-46% below its historical 
average 

   

Lanco Infratech 1. 3.9GW of operational power projects is 
expected to show improved operational 
performance and 58.5% pa EPS growth over 
FY13-14 

1. Upside risks include a faster-
than-expected ramp up in 
production at Griffin Coal 

1. Below par operational 
performance of power plants, 
high debt, loss making Griffin 
business with huge debt burden 
as well as property 
development business 

1. Stock price adequately reflects 
these concerns, operation at the power 
plants is improving and likely to 
sustain. Huge debt at Griffin and 
property business to remain an 
overhang on the stock 

N(V), TP INR14.5 2. Huge debt at Griffin coal remains the single 
largest overhang on the stock; high net debt to 
equity at 5.2x 

2. Downside risks include higher-
than-expected interest rates, 
equity dilution, and any litigation-
related costs due to the 
Pedarman case 

  

 3. Strong EPS growth at 58% CAGR in FY13-
14e, albeit on a low base, but overhang to 
remain, trading at low valuation supports further 
downside - PE of 6.6x (range of 3-32x) and PB 
of 0.5x (0.4-7.2x), 43-78% below its historical 
average 

   

Source: HSBC estimates 
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1. Indian power stocks under HSBC coverage – Investment summary, risks, investors concerns and our view 

Company Investment case Risks Key investor concern Our view 

Hydro companies     
NHPC Largest hydro company in India with 

operational assets of 5.2GW, all on regulated 
long-term contracts earning stable returns 
with low operational risks 

1. Downside risks being higher than 
expected delay in completion of 
projects 

1. Further project delays beyond 
company’s control 

1. Stock price reflects these risks, 
company is likely to add 1.1GW of 
capacity over next two years after 
a lull in last four years improving 
its ROE by 21% over next three 
years to 8.9% 

OW, TP INR24 Slow capacity additions, low ROE resulted in 
stock underperformance and lower multiples. 
Things to improve with capacity addition of 
1.1GW in next two years, ROE to improve by 
21% to 8.9% by FY15e 

   

 We expect to see EPS grow 8.5% in FY13 
and 16% in FY14. Trading at low valuations - 
PE of 12.2x (range of 8-71x) and PB of 1.7x 
(1.0-9.0x), 37-56% below its historical 
average 

   

JPVL Largest private hydro company with 
operational assets of 1.7GW, expanding into 
thermal with 3.8GW of new capacity by 
FY16e - better placed than peers to manage 
coal supply concerns 

1. Downside risks include equity 
dilution, or the company is unable to 
raise equity or debt to support project 
expansion, resulting in delays in 
existing projects or stalling of new 
projects 

1. High leverage and non-
approval of development of coal 
blocks for Nigrie power project 

1. Stock price reflects these risks, 
large operational hydro capacity 
protects downside, while 
clearance of the captive coal block 
would provide key catalyst 

OW, TP INR50 Earnings to grow at 80% CAGR in FY13-14e 
as new capacity comes on, cash flow in 
FY13e for equity investment remains the risk 

   

Source: HSBC estimates 

 

 

2. Indian power stocks under HSBC coverage - peer valuation sheet 

Company Ticker CMP TP Diff Rating Mcap ______PE (x) ______ Net profit 
CAGR

_______PB (x) _______  ______ ROE _______

  INR INR to TP (USDm) FY12e FY13e FY14e FY13-14e FY12e FY13e FY14e FY12e FY13e FY14e

Large caps        
Power Grid PWGR IN 101 140 38% OW 7,902 14.8 12.7 11.0 17% 2.0 1.8 1.6 14% 15% 15%
NTPC NTPC IN 148 172 17% N 22,553 13.1 12.6 11.4 7% 1.6 1.5 1.4 13% 13% 13%
Tata Power TPWR IN 94 114 21% N (V) 4,136 12.4 10.7 10.5 11% 1.8 1.5 1.4 14% 14% 13%
Adani Power ADANI IN 50 51 2% UW (V) 2,027 na 11.4 12.0 nm 1.8 1.5 1.4 -1% 14% 12%
Mid caps        
PTC India PTCIN IN 51 83 64% OW (V) 278 9.0 6.5 4.6 40% 0.6 0.6 0.5 7% 9% 11%
CESC CESC IN 261 375 44% OW 604 8.0 7.5 6.0 15% 0.6 0.6 0.6 8% 8% 9%
Lanco Infra LANCI IN 12.0 14.5 21% N (V) 536 10.3 6.7 4.1 59% 0.6 0.5 0.5 6% 8% 12%
Hydro        
NHPC NHPC IN 18 24 32% OW 4,163 11.2 10.3 8.9 12% 0.8 0.8 0.7 7% 8% 8%
JPVL JPVL IN 37 50 35% OW 1,798 25.4 12.6 7.9 81% 2.4 2.0 1.6 10% 17% 22%
Total avg - 
weighted 

    12.9 12.0 10.7 13.4% 1.6 1.5 1.3 12% 13% 13%

Source: HSBC estimates, Bloomberg, Price as at close of 14 May 2012 
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Investors likely to focus more 
on operational parameters 
Utility sector companies have, by and large, 

underperformed during the past year (an 

exception being Power Grid). We believe the 

main reason for the underperformance has been 

concerns about the poor financial health of the 

state distribution companies, as well as the 

pressure on fuel supply. While initially there was 

scepticism about the capacity additions, this 

gradually reduced as we saw unprecedented 

capacity added over the last two years, both in the 

generation and transmission segments.  

We expect investors to continue to focus on 

operational parameters as they have performed 

poorly in the current year. While we expect the 

demand side issues (e.g. state financial health) to 

improve, fuel supply-related operational pressure 

should continue during FY13 despite intervention 

by the Prime Minister’s office on the issue (refer 

to Indian power and coal – New supply deal won’t 

hurt Coal India, dated 3 May 2012).  

Our top pick is Power Grid, with least operational 

risk (no fuel risk), 44% capacity addition during 

FY11-12, and capacity estimated to grow at a 23% 

CAGR over FY13-14 resulting in EPS growing at a 

16% CAGR over the same period. We also like 

NHPC and JPVL, which have hydro projects 

without any fuel risks, plus expected good capacity 

addition in FY13-14. We believe mid-caps like 

CESC and PTC that saw price corrections over the 

past year (mainly due to other business concerns) 

are trading at attractive valuations and could 

provide a good potential return. 

Initial concerns on capacity addition 
to reduce significantly after record 
capacity addition in FY12 

We expect that a record 22% increase in 

generation capacity during FY11-12 to reduce 

initial concerns about capacity addition. 20GW of 

capacity was added during FY12 (18.5GW of this 

capacity was thermal) and 11.3GW was added in 

FY11. Power Grid added 44% capacity in the two 

years ended FY12. The bulk of the capacity 

Shifting investor focus

 Investors to focus more on operational parameters as capacity 

addition fears reduce after high capacity addition in FY11-12 

 Coal supply constraint led to an unexpected drop in PLF (plant 

load factor) and PAF (plant availability factor) in FY12; we expect 

fuel pressure to reduce only in FY14  

 Companies with growth and least operational risks are our 

preferred picks (Power Grid, NHPC and JPVL); mid-caps like PTC 

and CESC are other value stocks 

https://www.research.hsbc.com/midas/Res/RDV?p=pdf&key=5uv1vngc54&n=328742.PDF
https://www.research.hsbc.com/midas/Res/RDV?p=pdf&key=5uv1vngc54&n=328742.PDF


 
 

6 

Utilities 
India 
17 May 2012 

abc

addition has come from private power companies 

(refer Table 3). 

3: India coal capacity installed over 11th Five-year Plan 

Installed 
capacity (MW) 

FY08 FY09 FY10 FY11 FY12 YoY % 

Central 26,525 27,275 29,015 32,505 36,825 13.3% 
State 39,912 40,672 43,177 44,987 47,987 6.7% 
Private 4,350 4,850 7,395 11,955 22,789 90.6% 
Total coal 70,787 72,797 79,587 89,447 107,601 20.3% 
y/y  2.8% 9.3% 12.4% 20.3%  

Source: CEA 
 

Closely monitor operating parameters 
post poor performance in FY12 

We believe investors will start to monitor 

operating parameters more closely as these could 

suppress margins and hence impact earnings 

(refer Exhibits 4-5). 

PLF and PAF dropped sharply in last two 

years. Demand as well as supply side pressure 

caused a sharp drop in the operating performance 

of new power plants, which also saw a marginal 

drop in the operational performance of existing 

power plants. 

The result was a sharp 2ppt drop in the PLF of 

power plants at an all-India level and an average 

16ppt drop in the PLF for private sector plants. 

While NTPC reported a 3.4ppt decline in PAF, we 

estimate the PAF drop for the private power 

plants will be even sharper. PAF drop is mainly 

attributable to two factors: lack of fuel supply or 

non-readiness of evacuation lines for new power 

projects. We expect this to result in lower than 

expected revenue growth and margin compression 

for utilities. 

While we expect a q-o-q improvement in 4Q 

performance for most companies, performance is 

poor across the board on a y-o-y basis. 

We expect improvement from FY14 
as fuel and demand pressure ease  

We expect a significant improvement from FY14 for 

several reasons, such as consumer tariff revisions by 

the states and increasing pressure on Coal India to 

supply coal to projects with approved linkage. 

However, the Central Electricity Authority (CEA) 

forecasts only 5% growth yoy in generation for 

FY13 after a 13% increase in capacity addition in 

FY12 and 10% expected in FY13. Hence despite the 

new fuel supply agreement (FSA) being signed by 

Coal India for projects coming up in FY10-15e, we 

do not expect coal supply or demand pressure to ease 

significantly during FY13. Improvements are likely 

to be gradual; we expect them to become apparent in 

FY14 as capacity added in FY10-13 becomes 

operational and shows a better performance after 

easing of supply and demand constraints. 

4. NTPC PLF compared to all-India and its PAF 

76.8%
78.6%

77.2% 77.5%

75.1%
73.3%

89.4%

92.2%
91.1% 90.8%

88.3%

85.0%

90.1%
92.1% 92.5%

91.4% 91.7%

88.3%

70%

75%

80%

85%

90%

95%

FY07 FY08 FY09 FY10 FY11 FY12
All India PLF % NTPC PLF % NTPC PAF %

 

Source: CEA, NTPC 
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5. All-India capacity, generation and PLF details by sector and fuel mix – Growth in thermal generation in FY12 has been moderate despite strong capacity addition

Effective capacity (MW) Q1FY11 Q2FY11 Q3FY11 Q4FY11 Q1FY12 Q2FY12 Q3FY12 Q4FY12 yoy %  FY11 FY12 yoy %

Central 38,492 38,982 40,122 40,747 41,747 43,432 44,567 46,317 14%  40,747 46,317 14%
State 49,917 49,938 50,733 50,733 50,733 51,838 52,088 54,134 7%  50,733 54,134 7%
Private - IPPs 11,688 13,351 15,976 16,183 17,218 19,039 22,147 26,528 64%  16,183 26,528 64%
Private - Utilities 3,865 3,865 3,865 3,865 3,865 3,865 3,865 3,865 0%  3,865 3,865 0%
Total - Thermal 103,962 106,136 110,696 111,527 113,562 118,174 122,667 130,844 17%  111,527 130,844 17%
Nuclear 4,560 4,560 4,560 4,780 4,780 4,780 4,780 4,780 0%  4,780 4,780 0%
Hydro 36,953 37,328 37,367 37,467 37,856 38,706 38,748 38,990 4%  37,467 38,990 4%
Grand Total 145,475 148,024 152,623 153,775 156,199 161,660 166,195 174,614 14%  153,775 174,614 14%
       
Generation (MU) Q1FY11 Q2FY11 Q3FY11 Q4FY11 Q1FY12 Q2FY12 Q3FY12 Q4FY12 yoy %  FY11 FY12 yoy %
Central 69,355 64,622 67,833 71,969 68,703 65,000 70,266 75,894 5%  273,779 281,036 3%
State 69,864 60,492 71,762 78,317 75,103 64,120 77,088 80,389 3%  280,435 296,929 6%
Private - IPPs 19,826 19,056 20,841 24,119 25,285 23,485 27,392 28,906 20%  83,843 104,822 25%
Private - Utilities 7,433 6,801 6,344 5,747 6,819 6,440 6,570 5,999 4%  26,325 26,019 -1%
Total - Thermal 166,479 150,972 166,780 180,151 175,910 159,045 181,316 191,187 6%  664,382 708,806 7%
Nuclear 5,252 5,627 6,975 8,412 7,892 8,123 7,352 8,475 1%  26,266 32,287 23%
Hydro 27,723 37,601 24,845 24,088 32,202 47,895 27,616 23,030 -4%  114,257 130,511 14%
Bhutan Imp 1,053 3,055 1,251 251 1,032 2,961 1,064 228 -9%  5,611 5,285 -6%
Grand total 200,507 197,256 199,851 212,903 217,036 218,024 217,348 222,921 5%  810,516 876,888 8%
       
PLF % Q1FY11 Q2FY11 Q3FY11 Q4FY11 Q1FY12 Q2FY12 Q3FY12 Q4FY12 yoy %  FY11 FY12 yoy %
Central 86.6 80.0 83.4 91.2 84.1 75.8 80.7 87.8 -343  85.1 82.1 -300
State 67.6 57.2 67.3 75.1 70.8 58.3 69.8 74.0 -109  66.7 68.0 128
Private - IPPs 91.3 76.0 81.8 87.8 78.6 67.2 67.6 72.4 -1,542  83.5 67.3 -1,620
Private - Utilities 87.4 78.7 73.8 67.7 80.4 74.8 79.3 70.9 320  76.7 76.2 -51
Total - Thermal 76.7 67.8 74.3 81.6 76.7 66.6 73.8 78.0 -366  75.0 73.3 -165

Source: CEA, Note: PLF for thermal stations is for coal/lignite based stations only 
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Coal consumption another indicator of 
expectations for PLF and PAF 

Coal consumption levels by power utilities are an 

important indicator to monitor operational 

performance. Coal India would need to supply 

407MT of coal to power utilities in FY13, but in a 

best-case scenario can supply only 350MT (see 

Indian power and coal – New supply deal won’t 

hurt Coal India, 3 May).  

We note that despite 28GW capacity being added 

between early FY11 and end FY12, coal 

consumption by the power sector as a whole 

increased only 21MT (12MT from Coal India and 

9MT from imports). Even assuming more coal 

supply would have come from captive mines in 

India, this is far shy of the actual requirement 

which takes additional 110-120MT coal 

consumption. Gas-based power projects also saw 

a marginal drop in the supply of gas. Lower fuel 

consumption by the power sector is clearly 

reflected in the lower operational performance of 

plants across the country and even more so by 

power plants in the private sector.  

Hence fuel supply is a key measure of operational 

expectations which should be monitored for early 

signs of expected operational performance. 

7. Coal dispatches to power utilities in last plan period 

MT FY08 FY09 FY10 FY11 FY12 

CIL 280 297 299 304 312 
SCCL 30 30 34 33 37 
Total 310 327 333 337 349 
growth y/y 5.4% 1.8% 1.3% 3.4% 

Source: CIL, SCCL 
 

 

 

 

6. Indian power stocks under HSBC coverage - operational and financial summary for FY11-12e 

Company ___Capacity (MW) ___ _ Generation (MU) __ ___ Sales (INRm)_____ _ EBIDTA (INRm) __ _____ Margins ______ _ Net profit (INRm) __
 FY11 FY12e yoy% FY11 FY12e yoy% FY11 FY12e yoy% FY11 FY12e yoy% FY11 FY12e bps 

yoy 
FY11 FY12e yoy%

Large caps          
Power Grid 71,495* 120,000* 68% na na na 83,887 101,430 21% 70,470 84,364 20% 84.0% 83.2% -83 26,969 31,700 18%
NTPC 34,194 37,014 8% 227,814 233,043 2% 567,553 623,453 10% 134,954 142,493 6% 23.8% 22.9% -92 88,020 92,652 5%
Tata Power 3,127 4,552 46% 17,112 19,284 13% 194,508 248,826 28% 45,964 58,531 27% 23.6% 23.5% -11 17,451 17,950 3%
Adani Power 1,980 4,620 133% 7,586 13,721 81% 21,352 39,664 86% 12,205 12,488 2% 57.2% 31.5% -2,567 5,136 -920 nm
Mid caps          
PTC na na na 24,874# 24,692# -1% 90,944 87,700 -4% 1,492 1,693 14% 1.6% 1.9% 29 1,660 1,670 1%
CESC 1,225 1,225 0% 8,757 9,049 3% 49,425 58,797 19% 7,525 9,922 32% 15.2% 16.9% 165 2,996 4,058 35%
Lanco Infra 2,687 3,887 45% 10,114 13,698 35% 77,430 115,841 50% 18,497 26,907 45% 23.9% 23.2% -66 4,461 2,803 -37%
Hydro          
NHPC 5,254 5,254 0% 21,802 21,970 1% 51,437 52,908 3% 36,311 38,634 6% 70.6% 73.0% 243 16,693 20,017 20%
JPVL 700 1,700 143% 3,490 5,896 69% 7,369 15,537 111% 6,560 14,091 115% 89.0% 90.7% 167 1,746 3,320 90%

Total – Power 
generators 

49,167 58,252 18% 296,675 316,662 7% 969,074 1,160,629 20% 262,016 302,496 15% 27.0% 26.1% -97 136,503 139,872 2%

Grand total       1,143,904 1,368,278 20% 333,977 388,671 16% 29.2% 28.4% -79 165,132 173,242 5%

Note: *For Power Grid capacity addition is in terms of INRm, #For PTC it refers to units traded. Total - Power Generators exclude Power Grid and PTC 
Source: Company data, HSBC estimates 

 

https://www.research.hsbc.com/midas/Res/RDV?p=pdf&key=5uv1vngc54&n=328742.PDF
https://www.research.hsbc.com/midas/Res/RDV?p=pdf&key=5uv1vngc54&n=328742.PDF
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Top pick is Power Grid  

Power Grid has added 44% capacity during FY11-

12 and is on track for large capex during FY13-

14. We expect the stock to continue to outperform 

the Sensex; key points of our investment case are 

listed below: 

1 Limited competition and least operational risk 

in the power space with no fuel risk 

2 Accelerated capacity addition to drive the 

regulated equity growth at a 23% CAGR over 

FY13-14, underpinning a strong 16% CAGR 

in EPS over FY13-14e. The growth is 

expected to sustain until FY17 with the equity 

base increasing 2.5x, supporting 14%+ EPS 

growth over FY15-17. Our net profit 

estimates for FY13-14 are ahead of consensus 

by 4-5%. 

3 PGCIL is trading at the lower end of its PB 

(1.8x vs range of 1.6-3.3x) and PE (13.0x vs 

range of 12-26x), 20-25% below its historical 

average, offering value despite 

outperformance in the last year. 

4 Our DCF-based target price implies FY14 PE 

of 15.3x and PB of 2.1x, which is at the mid 

range of its historical trading range. 

Mid-cap companies provide higher 
return albeit with higher risk 

Some of mid-cap names like PTC, CESC and JPVL 

are trading at great discounts to their large-cap peers 

and do have significant growth potential. We believe 

these stocks will be the first to bounce bank once the 

power issues start getting resolved.  

However concerns about these stocks have mostly 

focussed on their non-core businesses. For PTC, 

non-payment of dues from SEBs (which make up 

c70% of its market cap) has been an issue, but we 

expect it to get the bulk of these dues next quarter. 

For CSEC, concerns have centred around ongoing 

losses in its retail business and delayed start-up of its 

new projects. Concerns on JPVL have been its high 

leverage and captive coal block approval. While we 

expect these issues to be resolved, the risk of non-

resolution is an overhang for these stocks. 

Hydro companies set to outperform 
as next two quarters are seasonally 
best 

We believe hydro companies will do well over the 

next two years. We have seen the worst hydro 

project additions over the last five years, 

especially in government sector companies like 

NHPC which added only 120MW (since its IPO 

four years ago). However in the next two years we 

expect NHPC to add 1,372MW and hence see 

upside from current levels. JPVL is the largest 

private sector hydro player with 1,700MW 

operational projects, and is another company we 

expect to do well, although all of its new projects 

will be thermal which have much better visibility 

on fuel supply. In addition, from a short-term 

perspective, while 4Q is typically the worst 

quarter for the hydro sector we expect the next 

two quarters to be much stronger. 

Estimate, rating and target price 
changes 

We lower our net profit estimates and target price 

for Adani, PTC and CESC while increasing for 

Power Grid and Lanco. Our ratings are unchanged 

(but we add the volatility flag to Adani and PTC; 

see Tables 10-10A).  

Our net profit estimates for the sector are 1-3% 

lower than consensus for FY13-14 while ahead 

for Power Grid by 4-5% (see Table 11). 
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8. Indian power stocks under HSBC coverage – price performance over last 3M and 1Y 

Company BBG ticker ____ Absolute return % ______ ____ Relative to Sensex % _____ Relative to BSE Power Index %_
  3M 1Y 3M 1Y 3M 1Y 

Large caps    
Power Grid PWGR IN -7% 0% 2% 12% 10% 30% 
NTPC NTPC IN -19% -16% -10% -3% -1% 15% 
Tata Power TPWR IN -10% -24% -1% -11% 8% 7% 
Adani Power ADANI IN -28% -56% -18% -44% -10% -26% 
Mid caps    
PTC PTCIN IN -10% -43% -1% -30% 7% -13% 
CESC CESC IN -4% -10% 5% 3% 13% 20% 
Lanco Infra LANCI IN -36% -65% -27% -52% -19% -34% 
Hydro     
NHPC NHPC IN -16% -27% -6% -15% 2% 3% 
JPVL JPVL IN -21% -22% -11% -9% -3% 9% 
Indices    
BSE Sensex  -9% -12% na na 8% 18% 
BSE Power Index  -17% -30% -8% -18% na na 

Source: Thomson Reuters Datastream, Price as at close of 14 May 2012 
 

 

9. Indian power stocks under HSBC coverage – Historical trading PE and PB band based on consensus one-year forward earnings 

 ________________ Large caps __________________ ____________Mid caps_____________ ______ Hydro ________ 
 Power Grid NTPC Tata Power Adani Power PTC CESC Lanco Infra NHPC JPVL 

PE (x)      
Average 17.2 17.0 17.9 16.7 21.7 10.5 11.5 27.6 17.0 
Min 11.7 12.0 5.5 7.2 7.1 4.7 3.1 8.4 9.2 
Max 25.5 28.1 47.5 45.5 58.3 26.4 32.0 71.3 28.6 
Current* 12.9 12.0 11.2 7.6 11.7 5.9 6.6 12.2 9.3 
PB (x)      
Average 2.3 2.4 2.2 2.9 1.8 1.1 2.3 2.7 1.2 
Min 1.6 1.5 1.1 1.3 0.4 0.4 0.4 1.0 0.7 
Max 3.3 4.1 4.7 4.1 8.5 2.5 7.2 9.0 1.8 
Current* 1.8 1.5 1.4 1.3 0.6 0.6 0.5 1.7 0.8 

Source: Thomson Reuters Datastream, *Pricing as at close of 14 May 2012  

10. Indian power stocks under HSBC coverage – Changes to estimates summary 

Company ________Revenue _________ ________ EBITDA _________ ________ Net profit ________ Comments 
 FY12e FY13e FY14e FY12e FY13e FY14e FY12e FY13e FY14e  

Large caps      
Power Grid 2% 5% 6% 3% 6% 8% 4% 6% 8% + Better capacity addition and capex outlook 
NTPC -1% -2% -1% 3% 0% 0% 2% 1% 1% + Lower rebates and higher other income for FY12, 

rebates already factored, hence update other income 
for FY13-14 

Tata Power 0% 0% 0% 0% 0% 0% 0% 0% 0%  No change 
Adani Power -21% -10% -6% -44% -19% -17% -113% -41% -45% - Lower PLF, realisation and higher fuel cost due to FX 

changes 
Mid caps       
PTC -17% -13% -12% -6% -3% -11% -13% -9% -9% - Lower volumes and margins 
CESC 7% -7% na 17% -27% na 14% -36% na - Shifting of project to Fy14 from Fy13 
Lanco Infra -4% 1% -5% 2% 5% 1% 6% 6% -9% +/- Better PLF and operations in power business for 

FY12-14 offset by reduction in EPC business and 
Griffin for FY14 

Hydro       
NHPC 0% 0% 0% 0% 0% 0% 0% 0% 0%  No change 
JPVL 0% 0% 0% 0% 0% 0% 0% 0% 0%  No change 

Source: Company data, HSBC estimates 
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11. Indian power stocks under HSBC coverage – HSBC 
estimates versus consensus summary 

INRm _______Sales________ _____ Net profit______
 FY13e FY14e FY13e FY14e 

HSBC estimates 
Power Grid 122,792 145,799 37,046 43,388 
NTPC 684,572 737,220 96,585 106,385 
Tata Power 295,287 338,670 21,677 22,097 
Adani Power 97,703 124,079 9,560 9,145 
PTC 131,286 162,098 2,304 3,283 
CESC 64,838 77,160 4,353 5,399 
Lanco Infra 153,331 170,208 4,283 7,045 
NHPC 58,898 71,539 21,717 25,166 
JPVL 29,699 43,630 6,793 10,918 
Total 1,638,405 1,870,402 204,317 232,827 
Consensus estimates 
Power Grid 119,220 140,944 35,344 41,532 
NTPC 703,780 801,670 99,216 111,176 
Tata Power 291,783 332,404 20,264 19,876 
Adani Power 103,765 143,928 11,444 19,560 
PTC 117,699 165,108 1,923 3,198 
CESC 66,926 77,203 4,967 5,081 
Lanco Infra 154,077 172,190 4,000 5,338 
NHPC 62,736 70,505 23,620 26,370 
JPVL 32,066 43,789 6,336 8,855 
Total 1,652,052 1,947,741 207,114 240,986 
% variance 
Power Grid 3% 3% 5% 4% 
NTPC -3% -8% -3% -4% 
Tata Power 1% 2% 7% 11% 
Adani Power -6% -14% -16% -53% 
PTC 12% -2% 20% 3% 
CESC -3% 0% -12% 6% 
Lanco Infra 0% -1% 7% 32% 
NHPC -6% 1% -8% -5% 
JPVL -7% 0% 7% 23% 
Total -1% -4% -1% -3% 

Source: HSBC estimates, Bloomberg for consensus as at close of 14 May 2012 

 

10A. Indian power stocks under HSBC coverage – rating and 
target price summary 

Company BBG 
ticker 

Rating New TP 
(INR) 

Old TP 
(INR) 

Price 
(INR) 

Diff to 
TP 

Large caps       
Power Grid PWGR IN OW 140 130 101 38.3% 
NTPC NTPC IN N 172 172 148 16.6% 
Tata Power TPWR IN N (V) 114 114 94 21.3% 
Adani Power ADANI IN UW (V) 51 75 50 1.0% 
Mid caps       
PTC PTCIN IN OW (V) 83 90 51 63.5% 
CESC CESC IN OW 375 475 261 43.8% 
Lanco Infra LANCI IN N (V) 14.5 13.7 12.0 20.8% 
Hydro       
NHPC NHPC IN OW 24 24 18 31.5% 
JPVL JPVL IN OW 50 50 37 35.3% 

Note: No rating changes across the sector, except for adding volatility flags to Adani Power 
and PTC 
Source: HSBC estimates; Price as at close 14 May 2012 
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Investment thesis  
Amid the gloom surrounding the generation 

companies, Power Grid stock has outperformed 

the Sensex as well as the major utilities stocks 

over the past year. We think this is due to its 

strong operating performance over the last few 

quarters, in terms of capacity addition and capital 

expenditure. Capacity addition saw a significant 

acceleration during FY11-12 from a disappointing 

FY10. Power Grid is likely to add INR120bn of 

capacity in FY12, equal to what was added over 

the last 2.5 years. The company is also likely to 

exceed the capex target of INR550bn for the 11th 

Plan (FY07-12) as a result of unexpectedly strong 

capex in FY12. Both capex and capacity addition 

in FY12 are likely to be well ahead of Street and 

our expectations by c20-30%.  

PGCIL expects 12th Plan (FY13-17) capex of 

INR1trn to be front-loaded as 56% of tenders are 

already awarded. We believe the company will 

beat most estimates by more than 5% over the 

next two years and report a strong 22-25% CAGR 

in its regulated equity base with limited downside; 

thus we remain positive on the stock and reiterate 

our OW rating with a new target price of INR140.  

Since we expect accelerated capex in excess of its 

current cash and additional free cash flow, we 

expect the company to raise equity. We have built 

c5% dilution for FY14 in our valuation. Power 

Grid could also raise capital through long debt 

instruments as part of equity contribution during 

FY13-14. 

We expect aggressive capex and 
capacity addition in FY13-14 

Management targets capex of INR200bn pa for 

FY13-14, ahead of our new estimate of INR185bn 

pa (from INR138bn). Given a 24-30-month 

project gestation, we believe this will result in 

accelerated capacity addition for FY13-14 as the 

company already had cINR320bn under capital 

works in progress at end FY12e. This should 

result in capacity addition of INR135-150bn pa 

over the next two years, driving growth in revenue 

and earnings.  

During the 12th Plan we expect the company to 

incur capex of INR1trn (from INR800bn) and 

capacity addition of INR825bn (from INR685bn). 

Power Grid 

 Accelerated capacity addition to drive regulated equity growth at a 

23% CAGR over FY13-14e 

 Strong capex during FY13-14 assured as contracts already 

awarded, however 5% equity dilution likely in FY14 

 Stock should continue to outperform the sector; reiterate OW with 

new INR140 TP (INR130) as we revise estimates and roll over 
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Capex for 12th Plan (FY13-17) likely to 
be front-loaded 

The company, which has INR1trn in projects for the 

12th Plan, has already awarded contracts worth 

INR560bn, with the work on these projects having 

either commenced or expected to commence soon. 

Hence, we foresee front-loading of the 12th Plan 

capex over the next three years. PGCIL is likely to 

issue contracts for most of the remaining INR440bn 

over the next two years. 

Regulated equity base likely to 
increase fast 

The company’s regulated equity base of INR163bn 

(end FY12e) is likely to increase to INR250bn by 

end FY14e.This drives our expectation of net profit 

growing at a 15.7% CAGR over FY13-14 from a 

high base in FY12. EPS grew 26% in FY11 and 

12% in FY12. We do not see any significant 

downside risks to our earnings estimates, given the 

assured return model (15.5% post-tax ROE) once the 

asset is operational.  

4QFY12 preview 
We expect Power Grid to report another strong 

quarter with a net profit of INR9.4bn (up 26% yoy) 

backed by strong capacity addition in FY11-12e.  

12. Power Grid quarterly earnings summary 

INRm 4Q12e yoy% 4Q11 1Q12 2Q12 3Q12 

Revenue 32,095 45% 22,108 22,025 22,644 24,666 
EBITDA 25,904 39% 18,570 18,455 18,978 21,027 
Net profit 
(adjusted) 

9,445 26% 7,485 7,065 7,066 8,123 

Segmental revenue 
Transmission 29,470 47% 20,078 20,441 20,416 22,542 
Consultancy 1,033 13% 915 561 696 734 
Telecom 662 19% 558 454 501 536 
Short-term open 
access 

930 67% 558 569 1,031 854 

Source: Company data, HSBC estimates 
 

Increase FY12-13 estimates by 
4-6% to account for higher 
capacity addition 
We raise our capex and capacity addition 

forecasts for FY12-13 by 20-30% which results in 

our revenue and earnings forecasts increasing  

4-6%. We introduce FY14 estimates in this note 

and expect the company to report EPS growth of 

15.7% over FY13-14. 

13. Power Grid change in estimates summary 

 ____ New _____ ____ Old______ _ % change__  
INRm FY12e FY13e FY12e FY13e FY12e FY13e 

Capex 178,000 180,000 135,000 135,000 32% 33% 
Capacity 
addition 

120,000 135,000 99,689 116,659 20% 16% 

Sales 101,430 122,792 99,497 117,374 2% 5% 
EBITDA 84,364 102,243 81,755 96,342 3% 6% 
PBT 42,881 50,208 41,251 47,521 4% 6% 
Net profit 31,700 37,046 30,503 35,072 4% 6% 
EPS (INR) 6.8 8.0 6.6 7.6 4% 6% 

Source: HSBC estimates 

 

Reiterate OW with a new TP 
of INR140 (from INR130) 
We use DCF to value Power Grid and apply a cost 

of equity of 11.8% and terminal growth rate of 3% to 

derive our new target price of INR140 per share. 

The increase in target price is driven by our increase 

in estimates and roll over of valuation period to 

March 2014. 

Under our research model, for stocks without a 

volatility indicator, the Neutral band is 5ppts above 

and below the hurdle rate for Indian stocks of 11%. 

Our target price implies a potential return of 38.3%, 

above the Neutral band; therefore, we are reiterating 

our Overweight rating. Potential return equals the 

percentage difference between the current share 

price and the target price, including the forecast 

dividend yield when indicated. 
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Our target price implies a FY14e PB of 2.1x versus 

current FY13e PB of 1.8x, and an FY14e PE of 

15.3x versus the current FY13e PE of 12.7x. 

Risks 

Key downside risks include longer-than-expected 

delays in commissioning of projects. Other risks 

include a potential default by SEB and a reduction 

in regulated returns, although both look 

improbable in the immediate future. 
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Financials & valuation: Power Grid Corp of India Overweight
 
Financial statements 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Profit & loss summary (INRm) 

Revenue 83,887 101,430 122,792 145,799
EBITDA 70,470 84,364 102,243 121,171
Depreciation & amortisation -21,994 -26,496 -32,491 -39,191
Operating profit/EBIT 48,476 57,868 69,752 81,981
Net interest -17,339 -19,993 -22,659 -25,472
PBT 38,247 42,881 50,208 58,891
HSBC PBT 38,247 42,881 50,208 58,891
Taxation -11,278 -11,181 -13,163 -15,503
Net profit 26,969 31,700 37,046 43,388
HSBC net profit 26,969 31,700 37,046 43,388

Cash flow summary (INRm) 

Cash flow from operations 44,108 67,893 78,937 93,278
Capex -135,675 -178,000 -180,000 -190,000
Cash flow from investment -135,052 -176,250 -178,250 -188,250
Dividends -7,607 -10,772 -12,119 -14,047
Change in net debt 60,636 119,129 99,432 82,818
FCF equity -105,564 -115,114 -104,178 -99,104

Balance sheet summary (INRm) 

Intangible fixed assets 0 0 0 0
Tangible fixed assets 638,486 789,990 937,499 1,088,308
Current assets 105,171 88,168 85,550 98,339
Cash & others 36,801 15,012 7,720 16,620
Total assets 757,332 890,082 1,033,224 1,195,072
Operating liabilities 94,612 109,094 123,169 137,758
Gross debt 408,828 506,168 598,308 690,026
Net debt 372,027 491,156 590,588 673,406
Shareholders funds 213,670 234,598 259,525 315,066
Invested capital 612,245 754,051 892,160 1,032,270

 
Ratio, growth and per share analysis 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Y-o-y % change    

Revenue 17.7 20.9 21.1 18.7
EBITDA 22.1 19.7 21.2 18.5
Operating profit 27.8 19.4 20.5 17.5
PBT 45.6 12.1 17.1 17.3
HSBC EPS 25.8 12.2 16.9 14.6

Ratios (%)    

Revenue/IC (x) 0.2 0.1 0.1 0.2
ROIC 6.2 6.3 6.3 6.3
ROE 14.5 14.1 15.0 15.1
ROA 5.6 5.6 5.6 5.6
EBITDA margin 84.0 83.2 83.3 83.1
Operating profit margin 57.8 57.1 56.8 56.2
EBITDA/net interest (x) 4.1 4.2 4.5 4.8
Net debt/equity 174.1 209.4 227.6 213.7
Net debt/EBITDA (x) 5.3 5.8 5.8 5.6
CF from operations/net debt 11.9 13.8 13.4 13.9

Per share data (INR)    

EPS Rep (fully diluted) 6.10 6.85 8.00 9.17
HSBC EPS (fully diluted) 6.10 6.85 8.00 9.17
DPS 1.75 2.00 2.25 2.50
Book value 46.15 50.67 56.06 65.23
 

 
Key forecast drivers 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Capex (INRbn) 136 178 180 190
Capitalisation (INRbn) 71 120 135 150
Regulated Equity (INRbn) 128 164 204 249
   
   
   

 
 
Valuation data 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

EV/sales 9.4 8.9 8.2 7.5
EV/EBITDA 11.1 10.7 9.8 9.0
EV/IC 1.3 1.2 1.1 1.1
PE* 16.6 14.8 12.7 11.0
P/Book value 2.2 2.0 1.8 1.6
FCF yield (%) -25.6 -27.8 -25.0 -23.7
Dividend yield (%) 1.7 2.0 2.2 2.5

Note: * = Based on HSBC EPS (fully diluted) 
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Investment thesis 
Tata Power stock has declined 24% and 

underperformed the Sensex by 11% over the last 

year, post the announcement of the Indonesian 

new coal policy. Current policy is likely to 

increase losses at the 4GW Mundra project. Even 

those who look at Mundra and the Indonesian coal 

mine together have found an incremental negative 

impact on Tata’s earnings as a result of the new 

policy. The company has started talking to its 

customers, mainly the state government of Gujarat 

and the central government, but any relief in 

tariffs is unlikely to come quickly (possibly one 

year), if at all. Meanwhile, Tata has been keeping 

Mundra operations such as to ensure minimum 

losses for the company. 

There are other concerns about a possible carbon 

tax in Indonesia, and a lack of visible growth 

drivers. We believe these factors will keep the 

stock range bound. Catalysts for the stock could 

come from an accretive acquisition, either in India 

or overseas, or a tariff revision for Mundra. Thus 

we maintain our Neutral (V) rating on the stock. 

Mundra project losses and 
Indonesian coal policy overhang 
unlikely to be resolved soon 

Mundra project losses and concerns about the 

Indonesian coal policy being regressive, with 

more possible bad news, remain. Despite noise on 

tariff revisions for Mundra, there is little clarity on 

how these issues will get resolved. We expect the 

uncertainty to remain until after the Gujarat state 

elections, scheduled for later in the year, and do 

not expect any major growth triggers during 

FY13. However, if Mundra were to receive a 

tariff increase of 25 paise, our sensitivity analysis 

shows our target price increasing by c13%. 

Moderate growth outlook; capacity 
additions, other than Mundra, unlikely  

Other than Mundra, Tata’s ongoing projects are 

behind initial schedules and unlikely to be 

operational over the next 3-4 years, thus we do 

not see any major growth triggers during FY13. 

One catalyst we see is a value accretive 

acquisition, either in India or overseas. 

Tata Power 

 Coal business has been the main driver of earnings growth in last 

few years but will increasingly be neutralized by losses at Mundra 

 Mundra project losses to peak in FY15; unless the project gets a 

tariff relief it will remain a major overhang for the stock 

 Most of the negative news is already in the price and we see no 

growth triggers on the horizon; remain N(V) with INR114 target price 
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4QFY12 preview 
Tata Power should report strong 4QFY12 revenue 

(up 33% yoy) and EBIT growth (up 24% yoy) 

driven by increased volumes in both power and 

coal businesses. Revenue growth in the power 

business will come from the commissioning of 

Maithon and a unit of Mundra while EBIT growth 

primarily comes from Maithon as Mundra is 

expected to be loss making. A c21% increase in 

coal business volumes should support revenue and 

EBIT growth of c38%, helped by a yoy 

depreciating rupee. However the increased capital 

costs (depreciation and interest) due to the 

commissioning of new projects as well as 

increased effective tax rate will result in an 

estimated net profit decline of 19% yoy to 

INR5.4bn in 4QFY12. 

14. Tata Power consolidated earnings summary 

INRm 4QFY12e yoy % 1QFY12 2QFY12 3QFY12 

Capacity (MW) 4,554 46% 3,124 3,229 3,754 
Generation (MU) 4,524 28% 3,889 3,890 4,302 
Coal sales (MT) 16.9 21% 15.3 17.0 17.5 
Coal realisation 
(USD/t) 

88 1% 94 95 95 

Revenue 66,126 33% 58,245 62,823 66,599 
 - ow Power 40,880 28% 37,203 39,344 39,099 
 - ow Coal 23,646 38% 19,907 21,672 27,007 
EBITDA 15,135 29% 14,234 13,848 15,803 
EBIT 11,517 24% 11,515 10,781 12,334 
 - ow Power 5,191 37% 6,270 4,622 4,819 
 - ow Coal 6,266 38% 6,421 5,962 7,126 
PBT 8,867 0% 9,230 8,543 8,801 
Net profit 
(Adjusted) 

5,376 -19% 3,702 3,725 4,912 

Net profit 
(Reported) 

  4,304 -11,873 2,980 

Source: Company data, HSBC estimates 
 

 

Remain Neutral (V) with a 
target price of INR114 
We use a sum-of-the-parts (SOTP) methodology 

to value Tata Power, given the differing 

risk/reward profiles for its various businesses. 

Based on our assumptions (see Exhibit 15), we 

maintain our target price of INR114. 

Under our research model, for stocks with a 

volatility indicator, the Neutral band is 10ppts 

above and below the hurdle rate for Indian stocks 

of 11%. At the time we set our target price, it 

implied a potential return that was within the 

Neutral band; therefore, we rate the stock Neutral 

(V). Potential return equals the percentage 

difference between the current share price and the 

target price, including the forecast dividend yield 

when indicated. 

Our target price implies a 1.7x FY14e PB and 

12.7x FY14e PE compared to the current FY13e 

PB of 1.5x and PE of 10.7x.  

The outlook for growth in the power business is 

moderate, while Mundra is expected to be loss-

making with some offset provided by the coal 

business. We expect Tata Power to report a 

moderate EPS CAGR of 8.8% over FY13-14 and 

thus we maintain our Neutral (V) rating. 

Risks 

The key upside risk is a tariff hike accepted by 

customers of Mundra. Downside risks include 

higher-than-expected mining costs, a proposed 

export tax on coal imposed by the Indonesian 

government further increasing losses at Mundra, 

rupee depreciation, increased interest rates and 

unfavourable regulatory changes in India or 

Indonesia. 
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15. Tata Power consolidated valuation summary and changes 

Business Basis Value 
(INRm)

Multiple % share Value 
(INRm)

INR per 
share 

 % 

Parent company DCF Basis. WACC of 10.1%, g=3% 84,277 100% 84,277 34  30% 
Subsidiaries     
IEL - 240MW DCF Basis. WACC of 10.1% 8,384 74% 6,204 3  2% 
Maithon - 1,050MW DCF Basis. WACC of 10.1% 17,958 74% 13,289 5  5% 
Mundra - 4,000MW DCF - FCFE Basis. COE of 11.5% -31,262 100% -31,262 -13  -11% 
NDPL  Regulated Equity 9,351 1.5x 51% 7,154 3  3% 
Power Links Equity base 4,640 1.5x 51% 3,550 1  1% 
Tata Power Trading 7.5x on FY14e Earnings 115 7.5x 100% 865 0  0% 
Associates/JVs     
Stake in KPC and Arutmin (30%) DCF Basis. WACC of 10.1% 513,565 30% 154,069 62  55% 
Tata BP Solar 8x on FY14e Earnings 739 8.0x 49% 2,897 1  1% 
Others     
Investments Market price/Premium to book 28,410 1.1x 100% 30,509 12  11% 
Cash surplus Consolidated cash net of parent 3,057 1.0x 100% 3,057 1  1% 
Total equity value  639,234 274,609 111  98% 
Projects under development Value only 1.6GW 6,915 3  2% 
Target price  281,524 114  100% 

Source: HSBC estimates 
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Financials & valuation: Tata Power Neutral (V)
 
Financial statements 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Profit & loss summary (INRm) 

Revenue 194,508 248,826 295,287 338,670
EBITDA 45,964 58,531 69,231 78,162
Depreciation & amortisation -9,802 -11,487 -15,788 -20,222
Operating profit/EBIT 36,162 47,044 53,443 57,939
Net interest -8,684 -13,510 -15,749 -18,738
PBT 33,501 19,574 40,928 42,724
HSBC PBT 29,615 35,687 40,031 41,736
Taxation -10,940 -16,547 -16,799 -17,675
Net profit 20,596 1,021 21,677 22,097
HSBC net profit 17,451 17,950 21,677 22,097

Cash flow summary (INRm) 

Cash flow from operations 29,040 11,632 34,092 38,451
Capex -92,321 -33,571 -25,833 -19,835
Cash flow from investment -90,309 -33,571 -25,833 -19,835
Dividends -4,165 -6,254 -6,654 -6,798
Change in net debt 64,196 28,192 -15,706 -11,818
FCF equity -69,735 -7,163 5,922 16,080

Balance sheet summary (INRm) 

Intangible fixed assets 0 0 0 0
Tangible fixed assets 363,533 385,616 395,661 395,274
Current assets 110,928 105,437 128,768 140,869
Cash & others 22,066 14,854 27,154 26,337
Total assets 502,872 520,279 554,553 567,254
Operating liabilities 87,506 87,160 93,263 100,349
Gross debt 247,624 268,604 265,199 252,563
Net debt 225,558 253,750 238,044 226,227
Shareholders funds 131,036 125,803 154,926 170,225
Invested capital 364,890 389,039 404,012 409,457

 
Ratio, growth and per share analysis 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Y-o-y % change    

Revenue 2.4 27.9 18.7 14.7
EBITDA 19.3 27.3 18.3 12.9
Operating profit 21.5 30.1 13.6 8.4
PBT 10.9 -41.6 109.1 4.4
HSBC EPS 29.7 2.9 16.0 1.9

Ratios (%)    

Revenue/IC (x) 0.6 0.7 0.7 0.8
ROIC 7.6 1.9 7.9 8.4
ROE 14.2 14.0 15.4 13.6
ROA 6.3 1.0 6.2 6.4
EBITDA margin 23.6 23.5 23.4 23.1
Operating profit margin 18.6 18.9 18.1 17.1
EBITDA/net interest (x) 5.3 4.3 4.4 4.2
Net debt/equity 155.4 178.8 137.2 118.0
Net debt/EBITDA (x) 4.9 4.3 3.4 2.9
CF from operations/net debt 12.9 4.6 14.3 17.0

Per share data (INR)    

EPS Rep (fully diluted) 8.68 0.43 8.78 8.95
HSBC EPS (fully diluted) 7.35 7.56 8.78 8.95
DPS 1.25 1.30 1.35 1.40
Book value 55.22 53.02 62.73 68.92
 

 
Key forecast drivers 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Capacity Installed (MW) 3,127 4,552 6,677 8,277
Units Sold (MU) 17,758 19,884 33,120 44,854
Coal production (m tons) 17.6 20.0 21.0 22.1
Coal - ASP (USD/ton) 77.5 93.0 95.0 95.0
   
   

 
 
Valuation data 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

EV/sales 2.2 1.9 1.5 1.3
EV/EBITDA 9.4 7.9 6.5 5.6
EV/IC 1.2 1.2 1.1 1.1
PE* 12.8 12.4 10.7 10.5
P/Book value 1.7 1.8 1.5 1.4
FCF yield (%) -33.4 -3.4 2.8 7.5
Dividend yield (%) 1.3 1.4 1.4 1.5

Note: * = Based on HSBC EPS (fully diluted) 

 
 
Issuer information 

Share price (INR)94.00  Target price (INR)114.00 
 2

1
.
3 

Reuters (Equity) TTPW.BO  Bloomberg (Equity) TPWR IN
Market cap (USDm) 4,136  Market cap (INRm) 223,069
Free float (%) 67  Enterprise value (INRm) 463742
Country India  Sector ELECTRIC UTILITIES
Analyst Arun Kumar Singh  Contact +9122 22681778
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Source: HSBC 
 
 
Note: price at close of 14 May 2012  
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Investment thesis 
NTPC stock has underperformed in the last year 

declining 16% compared to the Sensex decline of 

12%. Its power plants’ operating parameters are 

under pressure, with both PLF and PAF dropping 

330-340bps due to demand and supply pressures 

impacting profitability. NTPC has had a poor 

track record of capacity addition during the 

current plan, adding 9.6GW compared with 

19.1GW of coal-based capacity added by the 

private sector and NTPC’s initial target of 22GW. 

We do not expect an improvement in the PLF and 

PAF for NTPC given the fuel pressures – the 

domestic coal demand-supply mismatch is unlikely 

to improve in the next 3-5 years. Thus, growth for 

NTPC will be driven by capacity additions which 

are likely to be moderate. We remain Neutral as we 

do not see any strong triggers for the stock in the 

next year and with the stock at historically cheap 

levels limiting downside. 

Capacity addition unlikely to 
accelerate in the next few years 

NTPC added 9.6GW during the 11th Plan, and we 

expect the pace of capacity addition to remain at 

3.3-3.5GW pa over the 12th Plan and the 

company to add 17GW in the new plan period. 

This is due to its poor track record of capacity 

addition in the past few years as well as increasing 

fuel pressures. The company has now provided 

cautious guidance on capacity addition, at 14GW 

in the 12th Plan versus its earlier expectation of 

29GW (of which it expects to add 4.2GW in 

FY13 and 4.3GW in FY14). 

Coal-based capacities in India increased 20% yoy to 

108GW in FY12, while domestic coal supplies from 

Coal India and SCCL (Not listed) to power utilities 

increased by only 3.5% yoy to 349MT in FY12 

impacting the PAF of power generators including 

NTPC. The coal demand-supply mismatch is 

unlikely to improve in the next 3-5 years.  

Operating parameters remain weak 

NTPC has seen a steep decline in its operating 

parameters due to both demand and supply 

pressures. PLF fell by c580bps in the last two years 

while PAF, a good indicator of supply side pressure 

(read: coal shortage) declined by 340bps in FY12. 

We expect the operating parameters to continue to 

be under pressure. This should result in a lower 

increase in power generation, which we estimate to 

increase to grow at a 6.8% CAGR, with capacity 

addition at a 9.2 % CAGR over FY13-14. 

NTPC 

 NTPC has guided a very bearish capacity addition target for the 

next five years, despite a large pipeline of projects 

 Operating parameters like PLF and PAF should remain under 

pressure for two years, impacting revenue and earnings growth 

 Stock is inexpensive vs historical levels limiting downside; remain 

Neutral with INR172 target price  
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Remain Neutral with a target 
price of INR172 
The company reported FY12 figures on 10 May. 

We largely keep our estimates for FY13-14 

unchanged. Net profit of INR92.8bn in FY12, up 

8% yoy, was 2% ahead of our estimate largely on 

higher than expected other income. 

We use a DCF methodology to value NTPC and 

apply a WACC of 10.0% – assuming a cost of debt 

of 8.0%, cost of equity of 10.9%, beta of 0.9, and 

terminal growth of 3.5% – to derive our 12-month 

target price which is maintained at INR172. Under 

our research model, for stocks without a volatility 

indicator, the Neutral band is 5ppts above and 

below the hurdle rate for Indian stocks of 11%. At 

the time we set our target price, it implied a 

potential return that was within the Neutral band; 

therefore, we rate the stock Neutral. Potential return 

equals the percentage difference between the 

current share price and the target price, including 

the forecast dividend yield when indicated. 

Our target price of INR172 implies a FY14e PB 

of 1.6x versus the current FY13e PB of 1.5x, and 

an FY14e PE of 13.5x versus the current FY13e 

PE of 12.6x. 

16. NTPC DCF valuation summary 

Particulars INRm INR per 
share 

 

Enterprise value 1,745,509 212  
Less: Gross Debt 571,895 69  
Add: Cash & bank 185,302 22  
Add: Investments 67,059 8  
Less: Minorities 4,851 1  
Equity value – Total / Target price 1,421,125 172  

Source: HSBC estimates 
 

Key upside risks, in our view, are faster-than-

expected execution of projects under construction 

and upside from profits from captive coal mines. 

Downside risks include non-availability of fuel 

beyond our current expectations impacting its 

operations and efficiency gains. 
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Financials & valuation: NTPC Neutral
 
Financial statements 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Profit & loss summary (INRm) 

Revenue 567,553 623,453 684,572 737,220
EBITDA 134,954 142,425 149,091 171,422
Depreciation & amortisation -27,197 -28,345 -35,110 -41,281
Operating profit/EBIT 107,757 114,080 113,980 130,141
Net interest -17,456 -16,360 -15,723 -16,573
PBT 121,496 126,212 120,842 133,627
HSBC PBT 115,473 126,212 120,842 133,627
Taxation -27,453 -33,633 -24,257 -27,242
Net profit 94,043 92,578 96,585 106,385
HSBC net profit 88,020 92,578 96,585 106,385

Cash flow summary (INRm) 

Cash flow from operations 100,906 92,410 112,161 139,106
Capex -137,358 -126,424 -154,543 -145,825
Cash flow from investment -103,159 -109,910 -138,029 -129,311
Dividends -31,492 -31,358 -32,982 -34,631
Change in net debt 47,995 54,140 64,457 30,723
FCF equity -73,171 -62,506 -64,967 -26,779

Balance sheet summary (INRm) 

Intangible fixed assets 7 7 7 7
Tangible fixed assets 897,182 995,261 1,114,693 1,219,237
Current assets 380,453 419,226 461,727 520,190
Cash & others 178,598 188,806 207,171 251,900
Total assets 1,361,215 1,481,553 1,626,972 1,773,464
Operating liabilities 133,385 133,482 138,082 143,255
Gross debt 507,548 571,895 654,718 730,170
Net debt 328,950 383,090 447,547 478,270
Shareholders funds 684,435 740,354 798,351 864,218
Invested capital 965,659 1,092,206 1,231,174 1,344,278

 
Ratio, growth and per share analysis 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Y-o-y % change    

Revenue 17.4 9.8 9.8 7.7
EBITDA 9.1 5.5 4.7 15.0
Operating profit 13.7 5.9 -0.1 14.2
PBT 10.0 3.9 -4.3 10.6
HSBC EPS 6.6 5.2 4.3 10.1

Ratios (%)    

Revenue/IC (x) 0.6 0.6 0.6 0.6
ROIC 9.3 8.1 7.8 8.0
ROE 13.4 13.0 12.6 12.8
ROA 8.4 7.4 7.0 7.0
EBITDA margin 23.8 22.8 21.8 23.3
Operating profit margin 19.0 18.3 16.6 17.7
EBITDA/net interest (x) 7.7 8.7 9.5 10.3
Net debt/equity 47.7 51.4 55.7 55.0
Net debt/EBITDA (x) 2.4 2.7 3.0 2.8
CF from operations/net debt 30.7 24.1 25.1 29.1

Per share data (INR)    

EPS Rep (fully diluted) 11.41 11.23 11.71 12.90
HSBC EPS (fully diluted) 10.67 11.23 11.71 12.90
DPS 3.80 3.80 4.00 4.20
Book value 83.01 89.79 96.82 104.81
 

 
Key forecast drivers 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Installed Capacity (MW) 34,194 37,014 40,334 44,099
Generation - parent (BU) 221 222 233 249
Generation - total (BU) 228 233 248 266
   
   
   

 
 
Valuation data 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

EV/sales 2.6 2.5 2.4 2.3
EV/EBITDA 10.8 10.8 10.8 9.7
EV/IC 1.5 1.4 1.3 1.2
PE* 13.8 13.1 12.6 11.4
P/Book value 1.8 1.6 1.5 1.4
FCF yield (%) -6.5 -5.4 -5.6 -2.3
Dividend yield (%) 2.6 2.6 2.7 2.8

Note: * = Based on HSBC EPS (fully diluted) 

 
 
Issuer information 

Share price (INR)147.50  Target price (INR)172.00 
 1

6
.
6 

Reuters (Equity) NTPC.BO  Bloomberg (Equity) NTPC IN
Market cap (USDm) 22,553  Market cap (INRm) 1,216,206
Free float (%) 11  Enterprise value (INRm) 1532236
Country India  Sector ELECTRIC UTILITIES
Analyst Arun Kumar Singh  Contact +9122 22681778
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Investment thesis 
Adani Power increased capacity from 2GW in FY11 

to 4.6GW at present, with a further increase to 

6.6GW by end FY13e. While in a “business as 

usual” scenario this should have been a good story, 

the company currently faces four serious 

bottlenecks. These are higher than originally 

estimated fuel costs, rupee depreciation impacting 

operational costs even further, delays in power 

evacuation lines, and tariff disputes with its 

counterpart for two projects at Mundra and Tiroda. 

In addition, Adani has an unhedged foreign debt 

exposure of USD1.2bn.  

The impact of these bottlenecks was evident in its 

current year results where the company showed a 

loss of INR930m compared to INR5.2bn profit in 

FY11. We have reduced our estimates for the 

following: operational PLF, recovery on merchant 

power sale, and exchange rates. Our new estimates 

reduce our target price and we remain Underweight 

on the stock as we expect the company to take more 

than a year to come out of these stressors. 

Strong capacity addition but lower 
utilisation and realisation 

The company more than doubled capacity to 

4.6GW in FY12 from 2GW in FY11; however, 

capacity utilisation at these power plants was sub-

optimal at 69% versus 85% in FY11 due to 

transmission bottlenecks, fuel constraints, tariff 

disputes in a loss-making PPA not encouraging 

power generation, and stabilisation of new units 

commissioned in the last two quarters (2GW). 

Although we expect things to improve from the 

low base of FY12 as transmission issues get 

resolved and new units start to stabilise over the 

next few quarters, it is doubtful that the company 

will be able to operate its power plants at more than 

80% PLF (earlier 80-85%) in the next 1-2 years.  

On the other hand, realisation has been lower at 

INR3.2 per unit in FY12 (INR2.87 in 4Q) compared 

to incremental fuel cost per unit of INR2.2-2.4 

leaving little room for disappointment. This should 

keep margins and earnings under pressure. 

Adani Power

 FY12 was disappointing, with low PLF, high fuel costs and lower 

realisation resulting in net loss despite strong capacity addition 

 Outlook unlikely to improve significantly over next few quarters, 

reduce EBITDA estimates for FY13-14 by 17-19%, consequently net 

profit is lower by 41-45% 

 Reiterate UW (adding volatility flag) with new INR51 target price 

(INR75) 
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Earnings and stock very sensitive to 
rupee depreciation and higher cost of 
imported fuel  

The company imports coal for use in its plants at 

Mundra which is bought in US dollars. The 

continued rupee depreciation has impacted 

earnings over the last two quarters. We currently 

build in an INR-USD rate of 51.75 for FY13 

(average of our HSBC analysts’ latest quarterly 

forecast). If the rupee depreciates further, then this 

would pose a risk to our estimates.  

Our analysis suggests that if the rupee depreciates 

by INR1, this would lower FY13e EPS by 

INR0.27 (6%) and our target price by INR3 (6%). 

Further an increase of USD1 per ton for imported 

coal price would reduce FY13e EPS by INR0.23 

(5%) and our target price by INR2.6 (5%). 

Earnings also very sensitive to relief 
on current tariff and higher domestic 
coal supply, an upside 

The company is in dispute for two of its contracts 

– one with Gujarat for 1GW (15% of FY13e 

capacity) at INR2.35/unit and another with 

Maharashtra for 1.32GW (20%) at INR2.64/unit. 

Any price relief should provide upside – we find a 

25 paise hike would result in a 17.5% increase to 

our FY13 EPS (INR0.77) and 18% increase to our 

target price (INR9.4). The company expects 

additional domestic coal supply including 

reallocation of its captive coal block. However, 

given the lack of clarity we do not factor this into 

our estimates. 

Cut our FY13-14e EBITDA by 
17-19%, net profit by 41-45% 
As discussed earlier, we lower our PLF forecasts 

for FY13-14 to 80% (from 80-85%) as the 

company grapples with various issues such as 

transmission, tariff disputes and fuel constraints, 

which results in a 4-8% decline in volumes for 

FY13-14. 4Q realisation fell to INR2.9 per unit 

compared to INR3.5-3.6 in the previous two 

quarters due to the commencement of sales to 

Gujarat at INR2.35/unit (1GW loss-making PPA) 

and lower rates realised by the company in the 

open market. Accordingly we lower our price 

assumptions in the open market by INR0.25 per 

unit to INR3.75, resulting in 6-10% lower 

revenues for FY13-14. As we factor in rupee 

depreciation (INR-USD at 51.75 from 50 earlier), 

fuel cost increases result in 17-19% lower 

EBITDA. However our net profit estimates are 

lower by 41-45% as interest and deprecation cost 

remains unchanged resulting in a steep decline. 

 

 

17. Adani consolidated changes in estimates summary 

 _____________ New _____________ ___________ Old ____________ _____________ Diff_______________
INRm FY12 FY13e FY14e FY12 FY13e FY14e FY12 FY13e FY14e 

Capacity (MW) 3,960 6,600 6,600 3,960 6,600 6,600 0.0% 0.0% 0.0% 
PLF % 69% 80% 80% 75% 83% 82% -7.5% -3.2% -2.5% 
Volumes (MU) 12,350 31,914 42,553 15,239 34,548 44,278 -19.0% -7.6% -3.9% 
ASP (INR per unit) 3.21 3.06 2.92 3.31 3.13 2.98 -2.8% -2.2% -2.2% 
Fuel cost (INR per unit) 1.86 1.50 1.49 1.60 1.40 1.40 16.2% 6.7% 6.4% 
Revenue 39,664 97,703 124,079 50,368 108,103 132,024 -21.3% -9.6% -6.0% 
EBITDA 12,488 42,381 50,248 22,482 52,344 60,228 -44.5% -19.0% -16.6% 
Depreciation 5,541 11,076 14,744 5,726 11,458 14,744 -3.2% -3.3% 0.0% 
Interest 6,163 19,733 24,832 7,972 20,540 24,898 -22.7% -3.9% -0.3% 
Other Income 1,190 1,000 1,500 500 1,000 1,500 138.0% 0.0% 0.0% 
Taxation -2,903 -2,579 -2,499 -1,923 -4,328 -4,475 50.9% -40.4% -44.2% 
Net profit -929 9,560 9,145 7,261 16,212 16,560 -112.8% -41.0% -44.8% 
EPS (INR) -0.43 4.39 4.19 3.3 7.4 7.6 -112.8% -41.0% -44.8% 

Source: Company data, HSBC estimates 
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Reiterate UW (adding the 
volatility flag) with a target 
price of INR51 (from INR75)  
Based on the sum of our DCF valuations for 

individual projects, our new target price is INR51 

(see Table 18 for assumptions).  

Under our research model, for stocks with a 

volatility indicator, the Neutral band is 10ppts 

above and below the hurdle rate for Indian stocks 

of 11%. Our target price implies a potential return 

of 1%, below the Neutral band; therefore, we are 

reiterating our Underweight (V) rating. Potential 

return equals the percentage difference between the 

current share price and the target price, including 

the forecast dividend yield when indicated. 

Our DCF-based target price implies a FY14e PE 

of 12.2x and 1.4x PB versus the current FY13 PE 

of 11.4x and PB of 1.5x.  

Key upside risks are any tariff hike relief or 

lower-than-expected coal costs. 

 

 

 

 

18. Adani Power consolidated SOTP valuation summary 

Particulars Capacity 
(MW) 

WACC Equity value 
(INRm)

Stake New –INR
per share

Equity 
investment 

Implied PB 
(x) 

Old – INR 
per share 

Operating plants     
Mundra I&II 1,320 11.0% 32,240 100% 14.8 11,880 2.7 20.0 
Mundra III  1,320 11.0% 4,345 100% 2.0 11,592 0.4 8.5 
Mundra IV  1,980 11.0% 40,749 100% 18.7 17,920 2.3 23.7 
Sub-total 4,620  77,334 35.5 41,392 1.9 52.2 
Under construction     
Tiroda  1,980 11.0% 27,037 74% 9.2 18,526 1.5 13.5 
Tiroda - Extension @50% 
discount 

1,320 11.0% 9,088 74% 3.1 11,880 1.5 3.5 

Kawai - @50% discount 1,320 11.0% 7,514 100% 3.4 11,778 1.3 4.1 
Sub-total 4,620  43,639 15.7 42,184 1.0 21.1 
Investments   100 100% 0.0 100 1.0 0.0 
Net cash (FY12)   0 100% 0.0 0 na 1.6 
Grand Total / Target price 
(rounded) 

9,240  121,072 51.0 83,676 1.4 74.9 

Source: Company data, HSBC estimates 
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Financials & valuation: Adani Power  Underweight (V)
 
Financial statements 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Profit & loss summary (INRm) 

Revenue 21,352 39,664 97,703 124,079
EBITDA 12,205 12,488 42,381 50,248
Depreciation & amortisation -1,886 -5,541 -11,076 -14,744
Operating profit/EBIT 10,319 6,947 31,306 35,503
Net interest -2,366 -6,163 -19,733 -24,832
PBT 8,132 1,975 12,573 12,172
HSBC PBT 8,132 1,975 12,573 12,172
Taxation -3,000 -2,903 -2,579 -2,499
Net profit 5,136 -929 9,560 9,145
HSBC net profit 5,136 -929 9,560 9,145

Cash flow summary (INRm) 

Cash flow from operations -3,226 2,176 11,396 20,020
Capex -139,759 -73,577 -71,446 -28,573
Cash flow from investment -139,859 -73,577 -71,446 -28,573
Dividends 0 0 0 0
Change in net debt 138,275 69,951 58,037 7,880
FCF equity -136,352 -72,591 -61,050 -10,052

Balance sheet summary (INRm) 

Intangible fixed assets 0 0 0 0
Tangible fixed assets 324,381 392,417 452,788 466,616
Current assets 25,405 24,001 30,804 32,011
Cash & others 12,551 8,710 5,840 2,651
Total assets 349,886 416,518 483,692 498,727
Operating liabilities 33,187 33,187 33,187 33,187
Gross debt 245,027 311,137 366,305 370,996
Net debt 232,477 302,427 360,464 368,345
Shareholders funds 62,873 61,945 71,505 80,649
Invested capital 304,048 374,521 444,565 462,789

 
Ratio, growth and per share analysis 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Y-o-y % change    

Revenue 391.0 85.8 146.3 27.0
EBITDA 400.6 2.3 239.4 18.6
Operating profit 395.0 -32.7 350.6 13.4
PBT 301.1 -75.7 536.7 -3.2
HSBC EPS 186.7 -118.1  -4.3

Ratios (%)    

Revenue/IC (x) 0.1 0.1 0.2 0.3
ROIC 2.8 -1.0 6.1 6.2
ROE 8.5 -1.5 14.3 12.0
ROA 2.5 -1.0 5.7 6.0
EBITDA margin 57.2 31.5 43.4 40.5
Operating profit margin 48.3 17.5 32.0 28.6
EBITDA/net interest (x) 5.2 2.0 2.1 2.0
Net debt/equity 339.2 437.9 444.7 403.0
Net debt/EBITDA (x) 19.0 24.2 8.5 7.3
CF from operations/net debt  0.7 3.2 5.4

Per share data (INR)    

EPS Rep (fully diluted) 2.36 -0.43 4.39 4.19
HSBC EPS (fully diluted) 2.36 -0.43 4.39 4.19
DPS 0.00 0.00 0.00 0.00
Book value 28.84 28.41 32.80 36.99
 

 
Key forecast drivers 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Capacity (MW) 1,980 3,960 6,600 6,600
Unit Sold (MUs) 6,810 12,350 31,914 42,553
PLF % 85.0 69.0 80.0 80.0
Merchant Tariff (INR/unit) 3.7 3.8 3.8 3.8
   
   

 
 
Valuation data 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

EV/sales 16.3 10.6 4.9 3.9
EV/EBITDA 28.5 33.5 11.3 9.7
EV/IC 1.1 1.1 1.1 1.1
PE* 21.3  11.4 12.0
P/Book value 1.7 1.8 1.5 1.4
FCF yield (%) -118.7 -62.4 -51.4 -8.4
Dividend yield (%) 0.0 0.0 0.0 0.0

Note: * = Based on HSBC EPS (fully diluted) 
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Investment thesis 
We believe underperformance in the last 6-12 

months due to delayed payments from its 

customers has been far in excess of its actual 

impact. Two of PTC’s largest customers (UP and 

TN) have not paid their dues totalling cINR11bn 

(70% of its current market cap) over the last two 

quarters, which has resulted in the company 

stopping sales to these customers, thereby 

lowering sales volume for FY12. Volumes have 

been flat yoy versus expectations of c12% yoy 

growth and compared to a 36% CAGR over the 

last three years. PTC has blocked all of its surplus 

investable cash into working capital, including 

resorting to a small loan. Though the pain is likely 

to be there over the next few quarters, we see 

encouraging signs of a revival at these customers 

and PTC should start receiving the payments and 

volumes should start picking up. We do not 

foresee any risk of default from these customers. 

The stock is trading at its lowest multiple and we 

expect strong EPS growth over FY13-14.  

Volumes to pick up in FY13-14e after 
a flat FY12 

After an average 35%+ increase in volumes in 

FY09-11, PTC is likely to post a flat volume at 

c25.0bn units in FY12. Volumes are likely to pick 

up in FY13-14; we expect them to grow at a 24% 

CAGR over FY13-14 to 38.7bn units due to: 

 TN raised tariffs by c37% in April, which will 

ease its cash flow and payments are expected 

to flow to PTC in FY13 

 UP is in the process of restructuring loans, 

which should ease its cash flow and improve 

payments to PTC in FY13 

 Volumes from projects commissioned in 

FY13-14 through long-term PPAs (2.4GW) 

with incremental volumes of 8.4bn units, one-

third of existing volumes. 

Margins to improve in FY13-14e 

We expect margins to improve from 4.9 paise in 

FY12 to 5.5 paise in FY14 as the proportion of 

long-term volumes to overall sales increases.  

PTC 

 Worst is behind as volume shrinkage of FY12 and outstanding 

receivables issues likely to resolve in 1HFY13 

 Expect 27% volume growth in FY13 after a flat FY12; part of the 

outstanding receivables of INR11bn expected back in 1QFY13 

 Stock currently trades at FY14e PB of 0.5x and PE of 4.7x; 

reiterate OW (adding volatility flag) with INR83 target price  



 
 

28 

Utilities 
India 
17 May 2012 

abc

Improvement in working capital cycle 
and loan reduction 

The company has stopped financing customers 

through early payments and is working on a back-

to-back sale arrangement. This will keep its net 

working capital under control (receivables less 

payables) and is likely to improve as payments 

from TN and UP flow in FY13. This should also 

help the company to reduce its debt of INR4bn 

raised in FY12.  

4QFY12 preview 
We expect PTC to report a 13% yoy volume 

decline to 4.5bn units in 4Q, which will result in 

lower trading income of INR192m (-29% yoy). 

Consequently, PAT will decline to INR171m  

(-49% yoy) as the company incurs interest cost on 

its loan while other income will be marginal given 

a lower cash surplus. We build in rebate/surcharge 

of INR200m for 4Q which could be higher or 

lower based on actual receipt of outstanding due 

during the quarter which is a risk to our estimates. 

Reduce FY12-14e by 9-12% 
on lower volumes in FY12 
Sales volume in FY12 is expected to be flat  

(-0.7% yoy) versus our earlier expectation of 12% 

growth due to a lack of sales to two of its largest 

customers in 2H. Accordingly we reduce our 

volume forecast for FY12 while maintain our 

growth assumptions for FY13-14 on a lower base, 

thus volume declines by c10% for FY13-14.  

The company earned higher surcharge income in 

FY12 on late payments from some of its 

customers which should increase in FY13 as it 

19. PTC standalone quarterly earnings summary 

INRm 4QFY12e yoy % 4QFY11 1QFY12 2QFY12 3QFY12 

Volume (MUs) 4,520 -13% 5,191 6,726 8,655 4,564 
Gross margin (paise/unit) 4.3 -18% 5.2 4.9 4.3 3.8 
Trading income (reported) 392 -10% 434 569 505 281 
 - ow Rebates and surcharge income 200 22% 164 239 137 108 
 - ow Trading income 192 -29% 270 330 368 173 
Revenue 17,500 -16% 20,788 24,874 23,890 13,300 
EBITDA 316 -8% 343 476 444 210 
Interest cost -103 nm -1 -14 -79 -103 
Other income 40 -72% 143 174 140 43 
Net profit - adjusted 171 -49% 334 453 356 95 
Net profit - reported  335 453 356 95 

Source: Company data, HSBC estimates 
 

 

20.  PTC consolidated earnings change summary 

INRm ____________ New _____________  ____________ Old _____________ ____________ Diff _____________
 FY12e FY13e FY14e FY12e FY13e FY14e FY12e FY13e FY14e 

Volume (MUs) 24,692 31,610 38,648 27,846 35,289 43,116 -11.3% -10.4% -10.4% 
Gross margin (paise/unit) 4.9 5.3 5.5 5.4 5.6 5.7 -10.3% -5.8% -4.7% 
Trading Income 1,202 1,661 2,111 1,511 1,968 2,471 -20.5% -15.6% -14.6% 
Add: Rebates and 
surcharge income 

591 681 498 423 480 505 39.8% 41.9% -1.3% 

Total Trading Income 1,793 2,342 2,610 1,934 2,448 2,976 -7.3% -4.3% -12.3% 
Sales 87,700 131,286 162,098 106,219 150,300 185,059 -17.4% -12.7% -12.4% 
EBITDA 1,693 2,516 2,867 1,811 2,597 3,205 -6.5% -3.2% -10.5% 
Other Income 1,298 1,473 2,474 1,298 1,513 2,533 0.0% -2.7% -2.3% 
Interest 299 254 127 0 0 0 na na na 
PBT 2,500 3,485 4,923 2,893 3,838 5,418 -13.6% -9.2% -9.2% 
Tax 721 1,032 1,427 851 1,145 1,585 -15.3% -9.9% -10.0% 
Net profit 1,670 2,304 3,283 1,918 2,529 3,600 -12.9% -8.9% -8.8% 
EPS (INR) 5.66 7.81 11.13 6.50 8.57 12.20 -12.9% -8.9% -8.8% 

Source: HSBC estimates 
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receives pending payments from TN and UP. We 

factor in an increase in the rebate and surcharge 

income, plus the interest cost from the loan raised 

in Q2. Thus our EPS estimates are lower by 9-

13% for FY12-14. 

Reiterate OW (adding volatility 
flag) with a TP of INR83 (from 
INR90) 
PTC had cash and bank balances of INR11.8bn at 

the end of FY11, which is 76% of its current 

market cap. Most of this is locked in with two of 

its largest customers (TN and UP about 

INR11bn). Though we do not see any risk of 

default, we expect recovery of these dues over 

next 1-2 quarters. TN already raised tariffs in 

April 2012, while UP is yet to do the same. The 

company expects dues from TN to be received by 

2Q and those from UP likely to come in the 

following quarter. Since the company had to 

resort to a small amount of borrowing to meet its 

working capital needs, we have excluded cash and 

current investments from our valuation. 

We use a sum-of-the-parts (SOTP) methodology to 

value PTC, given the different risk-reward profiles 

for different businesses. Based on our assumptions, 

our new target price is INR83 (from INR90). The 

reduction in target price is largely on account of our 

reduction in volumes in the trading business. 

Under our research model, for stocks with a 

volatility indicator, the Neutral band is 10ppts 

above and below the hurdle rate for Indian stocks 

of 11%. Our target price implies a potential return 

of 63.5%, above the Neutral band; therefore, we 

are reiterating our Overweight rating (adding the 

volatility flag). Potential return equals the 

percentage difference between the current share 

price and the target price, including the forecast 

dividend yield when indicated.  

Our new TP implies a FY14e PB of 0.84x and PE 

of 7.5x versus current FY13 PB of 0.60x and PE 

of 6.5x.  

Downside risks include delays in projects on 

which power purchase agreements (PPAs) have 

been signed, which could affect the outlook for 

long-term volume, and the renegotiation of PPAs 

by developers, which could affect margins. 

 

 

21.  PTC consolidated valuation summary 

Business Method Multiple Value (INRm) INR per 
share (New)

Book value Implied PB (x) % INR per 
share (Old) 

Trading Business DCF WACC of 
11.8% 

15,815 54 Implied PE of 9.5x 
FY14 income

65% 60 

Power Exchange PE 25x 592 2 163 3.6 2% 2 
Investments     
Investments - 
Subs/Associates 

PB 1.20 3,995 14 3,329 1.2 16% 14 

Investments - PFS PB 1.00 5,169 18 5,169 1.0 21% 18 
Sub total investments   9,165 31 8,499 1.1 37% 31 
Investments - Current PB 1.00 0 0 2,755 0.0 0% 0 
Cash and bank balances PB 1.00 0 0 11,883 0.0 0% 0 
Debt (net of loan financing)  1.00 -1,057 -4 -1,057 na -4% -4 
Total   24,514 83 22,243 1.1 100% 90 

Source: HSBC estimates 
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Financials & valuation: PTC India Overweight (V)
 
Financial statements 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Profit & loss summary (INRm) 

Revenue 90,944 87,700 131,286 162,098
EBITDA 1,492 1,693 2,516 2,867
Depreciation & amortisation -105 -58 -58 -58
Operating profit/EBIT 1,387 1,636 2,458 2,809
Net interest 0 -299 -254 -127
PBT 2,501 2,500 3,485 4,923
HSBC PBT 2,501 2,500 3,485 4,923
Taxation -733 -721 -1,032 -1,427
Net profit 1,660 1,670 2,304 3,283
HSBC net profit 1,660 1,670 2,304 3,283

Cash flow summary (INRm) 

Cash flow from operations -848 -11,335 2,140 2,012
Capex 0 0 0 0
Cash flow from investment -1,241 522 1,569 2,610
Dividends -514 -514 -514 -514
Change in net debt 3,159 13,856 792 -3,923
FCF equity -727 -10,901 2,586 2,373

Balance sheet summary (INRm) 

Intangible fixed assets 0 0 0 0
Tangible fixed assets 683 625 568 510
Current assets 22,663 30,274 35,182 39,497
Cash & others 11,883 4,981 7,811 10,293
Total assets 40,673 51,900 60,992 65,561
Operating liabilities 6,722 9,661 13,096 15,989
Gross debt 5,699 12,652 16,275 14,834
Net debt -6,184 7,672 8,464 4,540
Shareholders funds 23,445 24,601 26,390 29,159
Invested capital 4,742 16,258 14,843 13,725

 
Ratio, growth and per share analysis 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Y-o-y % change    

Revenue 16.6 -3.6 49.7 23.5
EBITDA 111.2 13.5 48.6 14.0
Operating profit 113.2 17.9 50.3 14.3
PBT 47.8 0.0 39.4 41.3
HSBC EPS 54.0 0.9 37.9 42.5

Ratios (%)    

Revenue/IC (x) 22.9 8.4 8.4 11.3
ROIC 24.6 11.1 11.1 14.0
ROE 7.4 7.0 9.0 11.8
ROA 5.0 4.3 4.7 5.7
EBITDA margin 1.6 1.9 1.9 1.8
Operating profit margin 1.5 1.9 1.9 1.7
EBITDA/net interest (x)  5.7 9.9 22.5
Net debt/equity -22.4 26.5 27.4 13.3
Net debt/EBITDA (x) -4.1 4.5 3.4 1.6
CF from operations/net debt   25.3 44.3

Per share data (INR)    

EPS Rep (fully diluted) 5.61 5.66 7.81 11.13
HSBC EPS (fully diluted) 5.61 5.66 7.81 11.13
DPS 1.50 1.50 1.50 1.50
Book value 79.48 83.40 89.47 98.86
 

 
Key forecast drivers 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Volumes (MU) 24,874 24,692 31,610 38,648
Gr. Margin per unit (INR paise 5.2 4.9 5.3 5.5
   
   
   
   

 
 
Valuation data 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

EV/sales 0.0 0.2 0.1 0.0
EV/EBITDA 1.6 9.2 6.6 2.8
EV/IC 0.5 1.0 1.1 0.6
PE* 9.0 9.0 6.5 4.6
P/Book value 0.6 0.6 0.6 0.5
FCF yield (%) -8.5 -138.9 32.0 66.8
Dividend yield (%) 3.0 3.0 3.0 3.0

Note: * = Based on HSBC EPS (fully diluted) 
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Investment thesis 
The stock has declined 7% over the last year 

mostly on account of an overhang of fuel supply 

issues and its retail business continuing to incur 

losses. The good news is that the losses in its 

retail business have come down significantly. We 

expect the loss to reduce to INR0.4bn in FY14, 

which is only c6% of its power business from 

c79% in FY09 (c40% in FY11) at the PBT level. 

While growth in the current power business 

remains moderate, a doubling in capacity addition 

(1.2GW) by FY14 should drive the next leg of 

growth. We do not see any major catalysts in the 

next year as both of these projects are due to be 

commissioned in 4QFY14. However the low 

valuation and strong growth over FY14-15 can 

provide a strong return for investors with a 1-2 

year horizon.  

Recent tariff hike positive, covers 
increased costs in Kolkata distribution 
business 

CESC received a tariff hike of 69 paise from the 

regulator retrospectively from April 2011 in its 

Kolkata distribution business which covers the 

increased fuel and other operating costs in FY12.  

For FY12e, net profit grew 15.5% to INR5.65bn 

partly helped by an increase in other income. We 

expect the business to provide steady cash flow with 

moderate growth (c2%) in line with demand growth. 

Growth in power business by FY15 as 
capacity doubles with visibility on fuel  

The company is doubling its capacity with two 

plants under construction at Chandrapur 

(600MW) and Haldia (600MW), both expected to 

be operational in 4QFY14. This will drive growth 

in the power business by 13% in FY14e and 30% 

in FY15e. 

While for Chandrapur the company has coal linkage 

from Coal India for the full capacity, for Haldia it 

has linkage for only 50% capacity with the rest 

coming from imports. But the company has tied up 

75% of Haldia sales to its own distribution business 

under the regulated model where fuel will be a pass 

through which limits its risk on fuel. This is not the 

case for Chandrapur where it has tied up only one-

third of its capacity (200MW) with Maharashtra at 

cINR3.3 per unit. 

CESC 

 Power business to grow moderately at 2% CAGR to FY14, earnings 

growth will mainly come from reduced losses in retail business 

 Power capacity to double by end FY14; expected to accelerate 

earnings growth to c40% in FY15 

 Reiterate OW with new INR375 TP (INR475) as we push the 

expected project commissioning and factor in new FSA regime for 

coal pricing 
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Retail business losses coming down 
but remains main investor concern 

Retail business losses reduced from INR3.6bn 

(before tax) in FY09 to INR2.5bn in FY11 which 

is c40% of its power business from c79% in 

FY09.We expect the loss to reduce further to 

INR0.4bn in FY14, at only c6% of its power 

business, as sales per sqft increase by adding large 

hyper stores and closing down some loss-making 

stores over the next two years.  

Q4FY12 results – better  
CESC report net profit of INR2.66bn, up 137.5% 

yoy on the back of a revision in tariffs received in 

March 2012. This was well ahead of our estimate 

of INR2.0bn and consensus at INR1.8bn. The 

results were also boosted by higher than expected 

other income in the quarter, which was up 90% 

yoy to INR380m. For FY12, net profit at 

INR5.6bn was up 16% yoy, 13% ahead of our 

estimate and 16% ahead of consensus. 

Reduce FY13e EPS by 36% 
as we shift power projects to 
FY14 
We shift the commissioning of the Chandrapur 

plant from FY13 to 4QFY14 based on the current 

progress. Also we factor in higher input cost 

based on the new FSA to be signed by Coal India, 

at most getting 50% of its requirement on capacity 

signed under PPA only (200MW of 600MW 

Chandrapur is tied up) unlike earlier expectations 

of full capacity. This reduces the margin on the 

project, resulting in a reduction in EPS by c36% 

for FY13 on a consolidated basis for CESC. The 

increase in FY12 earnings is based on the actual 

standalone results reported on 8 May. 

22.  CESC consolidated earnings change summary 

INRm ____ New ____ ____ Old _____ __% change __  
 FY12e FY13e FY12e FY13e FY12e FY13e 

Sales 58,797 64,838 55,045 69,723 7% -7% 
EBITDA 9,922 10,471 8,502 14,416 17% -27% 
Net profit 4,058 4,353 3,548 6,850 14% -36% 
EPS (INR) 32.5 34.8 28.4 54.8 14% -36% 

Source: HSBC estimates 
 

Reiterate OW with a TP of 
INR375 (from INR475) 
We use SOTP to value CESC and reduce our 

target price to INR375 based on our assumptions 

detailed below.  The reduction in target price is 

mainly for the projects under construction at 

Chandrapur and Haldia which shaves off INR77 

from our target price on account of lower margins 

due to increased fuel cost. Under our research 

model, for stocks without a volatility indicator, 

the Neutral band is 5ppts above and below the 

hurdle rate for Indian stocks of 11%. Our target 

price implies a potential return of 43.8%, above 

the Neutral band; therefore, we are reiterating our 

Overweight rating. Potential return equals the 

 

23.  CESC consolidated valuation summary 

Particulars Details Basis Equity value 
(INRm)

% Stake Equity 
value 

(INRm)

INR per 
share –

New

Equity
invested

(INRm)

PB (x) INR per 
share -

Old

Power     

West Bengal Licence Area 1,225 MW FCF - WACC of 11.0% 34,444 100% 34,444 276 24,060 1.4 268 
Under construction     
Chandrapur 600 MW FCF - WACC of 11.0% 3,035 100% 3,035 24 7,000 0.4 83 
Haldia Phase I 600 MW FCF - WACC of 11.0% 4,787 100% 4,787 38 7,500 0.6 56 
Sub-total   42,265 42,265 338 38,560 1.1 408 
Retail  FCF - WACC of 13.0% -4,368 95% -4,137 -33 408 -10.1 -29 
Real Estate   1,948 100% 1,948 16 1,948 1.0 16 
Investments (Liquid)  1x book value 4,174 100% 4,174 33 4,014 1.0 35 
Net debt / -Cash   2,398 100% 2,398 19 2,398 1.0 45 
Total / Target price (rounded)   46,417 46,648 375 47,328 1.0 475 

Source: Company data, HSBC estimates 
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percentage difference between the current share 

price and the target price, including the forecast 

dividend yield when indicated. 

Our new TP implies a FY14e PB of 0.81x and PE 

of 8.7x versus current PB of 0.60x and PE of 7.5x. 

Downside risks include higher than expected 

losses in the retail business; execution risks for 

power projects under development; disallowance of 

capex by the regulator in the distribution business; 

and merchant tariff risk and coal availability, 

particularly for the Chandrapur power project. 
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Financials & valuation: CESC Overweight
 
Financial statements 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Profit & loss summary (INRm) 

Revenue 49,425 58,797 64,838 77,160
EBITDA 7,525 9,922 10,471 13,349
Depreciation & amortisation -3,165 -3,414 -3,538 -4,286
Operating profit/EBIT 4,360 6,508 6,933 9,064
Net interest -2,988 -3,081 -2,995 -3,890
PBT 3,304 5,199 5,714 6,955
HSBC PBT 6,143 7,060 6,823 7,676
Taxation -530 -1,213 -1,405 -1,579
Net profit 2,784 4,058 4,353 5,399
HSBC net profit 2,996 4,058 4,353 5,399

Cash flow summary (INRm) 

Cash flow from operations 5,664 8,965 8,838 11,159
Capex -12,109 -23,350 -17,265 -6,580
Cash flow from investment -11,658 -23,350 -17,265 -6,580
Dividends -580 -943 -1,012 -1,255
Change in net debt 5,478 15,328 9,439 -3,324
FCF equity -7,703 -16,156 -10,203 2,797

Balance sheet summary (INRm) 

Intangible fixed assets 0 0 0 0
Tangible fixed assets 89,419 109,356 123,082 125,377
Current assets 25,237 26,640 28,321 35,950
Cash & others 12,291 12,273 12,594 17,678
Total assets 122,110 143,448 158,857 168,781
Operating liabilities 32,427 35,412 37,763 41,806
Gross debt 41,278 56,588 66,348 68,108
Net debt 28,987 44,315 53,754 50,430
Shareholders funds 47,008 50,123 53,464 57,608
Invested capital 69,939 88,309 101,046 101,844

 
Ratio, growth and per share analysis 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Y-o-y % change    

Revenue 17.6 19.0 10.3 19.0
EBITDA 65.3 31.8 5.5 27.5
Operating profit 113.9 49.3 6.5 30.7
PBT 90.0 57.4 9.9 21.7
HSBC EPS 49.5 35.5 7.3 24.0

Ratios (%)    

Revenue/IC (x) 0.7 0.7 0.7 0.8
ROIC 5.5 6.3 5.5 6.9
ROE 6.5 8.4 8.4 9.7
ROA 4.5 4.8 4.3 5.1
EBITDA margin 15.2 16.9 16.1 17.3
Operating profit margin 8.8 11.1 10.7 11.7
EBITDA/net interest (x) 2.5 3.2 3.5 3.4
Net debt/equity 61.6 88.5 100.7 87.7
Net debt/EBITDA (x) 3.9 4.5 5.1 3.8
CF from operations/net debt 19.5 20.2 16.4 22.1

Per share data (INR)    

EPS Rep (fully diluted) 22.28 32.48 34.84 43.21
HSBC EPS (fully diluted) 23.98 32.48 34.84 43.21
DPS 4.00 4.52 4.23 4.77
Book value 376.25 401.19 427.93 461.10
 

 
Key forecast drivers 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Installed Capacity (MW) 1,225 1,225 1,225 2,425
Units Sold (MU) 8,300 8,516 8,933 11,018
   
   
   
   

 
 
Valuation data 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

EV/sales 1.2 1.2 1.3 1.0
EV/EBITDA 7.6 7.3 7.8 5.9
EV/IC 0.8 0.8 0.8 0.8
PE* 10.9 8.0 7.5 6.0
P/Book value 0.7 0.6 0.6 0.6
FCF yield (%) -27.1 -56.9 -35.9 9.8
Dividend yield (%) 1.5 1.7 1.6 1.8

Note: * = Based on HSBC EPS (fully diluted) 
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Investment thesis 
The stock has been quite volatile and has 

underperformed over the last year (absolute 

decline of 65%) as it has been facing issues with 

respect to:  

 Tariff dispute at its 300MW Amarkantak 

plant where it is supplying power at below the 

cost of generation.  

 One unit of 600MW Udupi power plant lying 

idle due to evacuation constraints. 

 High debt burden at Griffin Coal, the business 

which is EBITDA neutral but incurs losses 

due to high interest and depreciation cost. 

 High debt burden in its property development 

business (Lanco Hills) with progress stalled in 

the last year due to a land dispute which is now 

behind with the recent Supreme Court order.  

In addition to the power sector overhang due to a 

domestic fuel shortage (coal and gas) resulting in 

lower PLF at its plants, weak financial health of 

customers (SEBs) is resulting in payment delays, 

impacting Lanco as well. 

In the last few months, there has been an 

improvement in the operating parameters at its 

power plants. With the tariff dispute and 

evacuation issue likely to be resolved in 1HFY13, 

the power business should provide growth. 

However the high debt burden at Griffin and 

Lanco Hills with neutral EBITDA resulting in 

negative net profit will remain an overhang on the 

stock. Thus we remain cautious and retain our 

Neutral (V) rating on the stock. The low valuation 

provides downside support to the stock. 

Power business – a value driver, 
operating parameters improving and 
will provide growth 

We see signs of improving operating parameters 

at Lanco’s thermal power plants which leads us to 

raise volume forecasts by 4-5% for FY13-14 

mainly in the case of Udupi. The PLF at its Udupi 

power plant improved in 4Q to c90% from 57% in 

9MFY12. The evacuation line for the second unit 

which is lying idle should be completed by end 

June 2012. This should result in increasing 

utilisation levels at the plant which we now build 

in at 75% (earlier 55-70%).   

Lanco Infratech

 3.9GW of operational power projects expected to show improved 

operational performance and 58.5% EPS growth pa over FY13-14 

 Debt at Griffin Coal remains the single largest overhang, other than 

its high net debt to equity at 5.2x 

 Remain Neutral (V) with a TP of INR14.5 as we see the Griffin 

overhang persisting despite operationally good power assets 
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Exhibit 24 lists the progress in the operating 

parameters at its various power plants in 4Q and 

Exhibit 25 shows our assumptions for the power 

business for FY12-14. 

24 Summary of operational performance of power projects 

Coal based Capacity 
(MW) 

Volumes 
(MU)- 9M 

Volumes 
(MU)- 4Qe 

PLF % 
- 9M 

PLF % 
- 4Qe 

Aban 120 595 205 75% 78% 
Kondapalli I 368 1,443 530 60% 66% 
Kondapalli II 366 1,833 434 76% 54% 
AmarkantaK 1 300 1,609 571 82% 87% 
AmarkantaK 2 300 1,326 506 67% 77% 
Udupi - U1 600 2,233 1,183 57% 90% 
Udupi - U2 600 0 0 0% 0% 
Anpara 1,200 160 920 na 35% 
Total 3,854 9,199 4,349   

Source: Company data, HSBC estimates 
 
 
25 Summary of financial performance of the power business 

Power summary   FY11 FY12e FY13e FY14e CAGR 
(FY13-

14e) 

Installed Capacity (MW)   2,687 3,887 4,457 4,533 8.0% 
Operating Capacity (MW)   2,087 3,287 4,457 4,533 17.4% 
Average PLF (%)   74% 58% 73% 73%  
Generation (MU)   10,114 13,698 24,778 28,583 44.5% 
Revenue (INRm)   47,245 59,374 92,534 102,027 31.1% 
 - Power Generation   30,713 47,834 79,840 88,064 35.7% 
 - Power Trading   16,532 11,540 12,694 13,964 10.0% 
EBIT (INRm)   11,523 15,767 24,096 28,157 33.6% 
 - Power Generation   11,314 15,593 23,910 27,957 33.9% 
 - Power Trading   209 174 187 200 7.4% 
Interest   -4,177 -8,251 -13,249 -14,936  
PBT   7,346 7,516 10,847 13,222 32.6% 
Margin and trend        
EBIT margin %   24% 27% 26% 28%  
 - Power Generation   37% 33% 30% 32%  
 - Power Trading   1% 2% 1% 1%  
Power segment        
as % to total revenue   61% 51% 60% 60%  
as % to total EBIT   77% 78% 83% 83%  

Source: Company data, HSBC estimates 
 

Growth in EPC business to be flat in 
FY13-14e as order book declines 

Lanco’s EPC order book has come down from 

INR302bn in March 2011 to INR220bn by end 

December 2011 as projects got executed with no 

significant orders booked in FY12e. The current 

order book provides visibility for the next 2-3 sales 

(2.5x trailing 12 months revenue), beyond which 

there is little visibility as a large portion of its order 

book is from in-house power projects (c72%).  

The growth in revenue and EBIT in FY13-14 is 

expected to be muted at a 3.8% and -3% CAGR 

respectively given the higher than expected 

execution in FY12 and no significant new orders. 

Griffin Coal high debt burden + 
neutral EBITDA = net loss + overhang  

At existing production of 4MT with exports of 0.7-

0.8MT to Griffin, the company is only EBITDA 

neutral given the domestic sales contracts barely 

cover production costs despite recent negotiations. 

However the interest burden of the huge AUD550m 

loan (increasing to AUD800m by FY15) taken to 

acquire the mines will keep the business incurring 

losses over the next 3-4 years putting pressure on 

consolidated profit. 

Furthermore, the plan to ramp up production to 

18MT requires an investment of AUD850m. We 

think it may not materialise for 3-4 years, given 

its current losses. Also, at the group level, the 

balance sheet is stretched, with a net debt-to-

equity ratio of 5.2x as of 3QFY12. 

Also there is a risk of refinancing the above loan 

due for repayment in March 2014 which will 

remain an overhang. However the company 

remains confident of refinancing in FY13. 

Property development high debt + 
marginal sales = negative value  

There has been no significant progress on its 

property development and sale business in 

Hyderabad (Lanco Hills) for the last 1-2 years due 

to the land dispute. Given the huge debt of 

cINR11.7bn as of FY11, the business has been an 

overhang on the stock with negative value 

assigned by us (INR3.6per share). The recent 

relief by the Supreme Court allowing it to go 

ahead with the development and sale is positive 

for the stock and could provide upside to our 

estimates and target price as the company starts to 

generate income and repay its loan.  
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4QFY12 preview 
The company is expected to report strong revenue 

and EBITDA growth of 99% and 109% 

respectively in 4QFY12 driven by 1) better 

performance at its existing power plants as well as 

contribution from Udupi and Anpara, 2) strong 

execution in its EPC business and 3) contribution 

from Griffin Coal which is expected to be 

EBITDA neutral unlike earlier. However the 

increased interest expense from new plants, loan 

at the parent level and Griffin Coal will result in a 

net profit of INR2.1bn from a loss of INR190m 

last year and net profit of INR868m in 3QFY12. 

Both Udupi and Anpara are now subsidiaries and 

we have consolidated them for the full year. 

Estimate changes for FY12-14 
We raise our revenue and EBIT forecasts in the 

power business by 17-19% and 9-12% for FY12-

14e respectively to account for improved PLF. 

Our revenue and EBIT estimates for the EPC 

business are reduced by 5-19% for FY13-14 given 

the strong execution in FY12 and no new order 

booking. We also account for higher interest 

expense in FY14 for Griffin as a new tranche of 

loan of AUD100m is drawn in March 2013 to pay 

for the balance of deferred payments for the 

acquisition. Consequently our net profit estimates 

are up 6% for FY12-13 but down 9% for FY14. 

Remain Neutral (V) with a TP 
of INR14.5 (from INR13.7) 
We continue to use a sum-of-the-parts (SOTP) 

valuation approach, given the different risk/reward 

profiles of Lanco’s various businesses. Based on 

our assumptions (see Exhibit 28) our new target 

price is INR14.5 (from INR13.7).  

Based on our new estimates, the value of the 

power business increases by c23% to INR24.6 per 

share from INR20.1 per share, while it comes 

down to INR8.6 per share (from INR9.9) for the 

EPC business. Griffin and the property business 

continue to dilute value with a negative value of 

INR12.9/share and INR3.6/share, respectively, 

resulting in a TP reduction. Under our research 

model, for stocks with a volatility indicator, the 

26. Lanco consolidated quarterly earnings summary 

INRm 4QFY12e yoy % qoq % 4QFY11 1QFY12 2QFY12 3QFY12 

Operational parameters #   
Power capacity (MW) 3,887 45% 19% 2,687 2,687 2,687 3,254 
Generation (MU) 4,362 52% 36% 2,878 2,846 3,139 3,214 
PLF % 74% 1,115 1,221 63% 62% 69% 62% 
Power traded (MU) 1,400 -2% 22% 1,424 1,433 1,546 1,151 
Sales (MU) 5,762 34% 32% 4,302 4,279 4,685 4,365 
Realisation (INR/unit) 3.8 -14% -1% 4.4 3.5 3.4 3.8 
Financial summary *   
Revenue 40,898 99% 35% 20,549 19,491 18,966 30,290 
 - Power generation 16,446 70% 60% 9,695 7,950 7,447 10,284 
 - Power trading 3,556 -2% 31% 3,612 2,820 2,500 2,723 
 - EPC (net of intersegment) 18,255 144% 17% 7,494 5,836 8,106 15,537 
 - Others (largely Resources) 2,640 nm 51% -252 2,885 913 1,746 
EBITDA 8,326 109% 38% 3,985 4,910 4,509 6,028 
Margins % 20.4% 97 46 19.4% 25.2% 23.8% 19.9% 
Depreciation -2,086 99% 39% -1,049 -1,265 -1,243 -1,501 
Interest -4,323 84% 61% -2,344 -2,308 -2,508 -2,682 
Other income 500 -312% 103% -236 241 272 247 
PBT 2,418 580% 16% 356 1,579 1,030 2,090 
Tax -725 nm 36% 251 -926 -567 -534 
% tax rate 30%  -71% 59% 55% 26% 
Net profit (adjusted) 2,101 nm 142% -190 138 -206 868 
Net profit (reported)  -190 138 -2,595 609 

Note # Operational parameters for Lanco includes Udupi and Anpara for the past quarters as well for better comparison by us while *financial summary do not include the same as the company 
did not consolidated both these companies  until Q3FY12. The both companies became subsidiaries in Q4FY12. 
Source: Company data, HSBC estimates 
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Neutral band is 10ppts above and below the 

hurdle rate for Indian stocks of 11%. Our target 

price implies a potential return of 20.8%, within 

the Neutral band; therefore, we are reiterating our 

Neutral (V) rating. Potential return equals the 

percentage difference between the current share 

price and the target price, including the forecast 

dividend yield when indicated. 

We do not factor projects under construction, worth 

4.7GW, into the valuation, as most of them are not 

expected until FY15e and also there is uncertainty 

on project fuel and offtake arrangements. 

Key upside risks include a faster-than-expected 

ramp-up in production at Griffin Coal, higher PLF 

and realisation at its existing power plants. Also if 

the company is able to repay its debt in its 

property business from the income generated 

from development post the court relief, this could 

be positive. 

Key downside risks include higher-than-expected 

interest rates for its power projects and equity 

dilution, and any litigation-related costs due to the 

Pedarman case. 

27. Lanco consolidated change in estimates summary 

  ___________ New ___________ ___________ Old ____________ _________% change ________  
INRm  FY12e FY13e FY14e FY12e FY13e FY14e FY12e FY13e FY14e 

Sales  115,841 153,331 170,208 121,094 151,091 179,766 -4% 1% -5% 
EBITDA  26,907 37,986 43,845 26,323 36,249 43,361 2% 5% 1% 
EBIT  20,244 29,082 34,028 19,657 27,472 33,635 3% 6% 1% 
Interest   -14,380 -20,142 -22,033 -13,979 -19,066 -20,741 3% 6% 6% 
PBT  7,481 10,639 13,780 7,795 10,054 14,627 -4% 6% -6% 
Tax rate  43% 47% 39% 49% 47% 38% -13% -1% 2% 
Net profit  2,803 4,283 7,045 2,640 4,054 7,738 6% 6% -9% 
EPS (INR)  1.2 1.8 2.9 1.1 1.7 3.2 6% 6% -9% 

Source: HSBC estimates 
 



 
 

 39 

Utilities 
India 
17 May 2012 

abc

 

 

28. Lanco consolidated SOTP valuation summary 

Particulars Basis Capacity 
(MW)

WACC Equity value 
(INRm)

Lanco stake 
(%) 

Lanco's 
(INR/Share) -

New

Lanco's 
(INR/Share) -

Old

Operating Plants   
    Aban Power DCF - WACC 12.5% 120 12.5% 4,102 51.0% 0.9 0.7
    Lanco Kondapalli I DCF - WACC 12.5% 368 12.5% 10,660 59.0% 2.6 2.3
    Lanco Kondapalli II DCF - WACC 12.5% 366 12.5% 5,493 59.0% 1.3 1.0
    Lanco Amarkantak I DCF - WACC 12.5% 300 12.5% 8,749 100.0% 3.6 4.0
    Lanco Amarkantak II DCF - WACC 12.5% 300 12.5% 4,343 100.0% 1.8 1.6
    Udupi DCF - WACC 12.5% 1,200 12.5% 13,102 100.0% 5.4 3.1
    Anpara DCF - WACC 12.5% 1,200 12.5% 13,408 100.0% 5.6 4.0
    Chitradurga Power PB based (1.5x) 3 Na 66 100.0% 0.0 0.0
    Tamilnadu Wind Power PB based (1.5x) 10 Na 226 100.0% 0.1 0.1
    Vamshi Hydro DCF - WACC 12.5% 10 12.5% 228 97.1% 0.1 0.1
    Vamshi Industrial DCF - WACC 12.5% 10 12.5% 190 97.0% 0.1 0.0
Sub total 3,887 60,566  21.6 17.0
Under Construction  
    Lanco Energy (Teesta) DCF - WACC 12.5% 500 12.5% 5,147 100.0% 2.1 1.9
    Lanco Green - Budhil DCF - WACC 12.5% 70 12.5% -114 100.0% 0.0 -0.1
    Lanco Uttaranchal I DCF - WACC 12.5% 76 12.5% 1,120 97.2% 0.5 0.6
Sub total 646 6,153  2.5 2.4
Lanco power trading co 9.5x FY14 EPS (from 10x earlier) 1,270 99.8% 0.5 0.8
Power Total  4,533 67,990  24.6 20.1
Construction & EPC business 4.0x EV/EBIT - FY14 (from 5.0x earlier) 20,761 100.0% 8.6 9.9
Lanco Road projects – Devihalli and Hoskote DCF-FCFE 13.3% 4,752 26.4% 0.5 0.2
Resources - Griffin 6.5x EV/EBITDA - FY14 and net of 

debt (from 8.0x earlier) 
-30,970 100.0% -12.9 -10.1

Property - Lanco Hills Net debt only as business is loss 
making 

-11,567 74.0% -3.6 -3.6

Net Cash/Investments (Debt) At 1.0x book value -7,014 100.0% -2.9 -2.9
Grand Total / Target price (rounded) 4,533 43,951  14.5 13.7

Source: Company data, HSBC estimates 
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Financials & valuation: Lanco Infratech Neutral (V)
 
Financial statements 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Profit & loss summary (INRm) 

Revenue 77,430 115,841 153,331 170,208
EBITDA 18,497 26,907 37,986 43,845
Depreciation & amortisation -3,537 -6,663 -8,903 -9,817
Operating profit/EBIT 14,960 20,244 29,082 34,028
Net interest -7,554 -14,380 -20,142 -22,033
PBT 10,014 7,511 10,669 13,810
HSBC PBT 10,014 7,511 10,669 13,810
Taxation -3,850 -3,214 -4,991 -5,382
Net profit 4,461 2,803 4,283 7,045
HSBC net profit 4,461 2,803 4,283 7,045

Cash flow summary (INRm) 

Cash flow from operations 22,577 -3,380 11,499 12,309
Capex -89,930 -13,631 -8,064 -1,000
Cash flow from investment -89,930 -13,631 -8,064 -1,000
Dividends 0 0 0 0
Change in net debt 79,626 95,601 -3,441 -11,309
FCF equity -70,064 -18,628 1,736 9,524

Balance sheet summary (INRm) 

Intangible fixed assets 0 0 0 0
Tangible fixed assets 156,407 274,575 273,735 264,918
Current assets 102,989 78,412 97,414 104,154
Cash & others 12,905 2,220 3,977 2,954
Total assets 291,346 376,815 395,008 392,961
Operating liabilities 63,000 59,249 73,441 75,299
Gross debt 166,517 251,433 249,750 237,418
Net debt 153,612 249,213 245,773 234,464
Shareholders funds 46,231 49,035 53,318 60,363
Invested capital 183,493 291,517 293,731 290,820

 
Ratio, growth and per share analysis 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Y-o-y % change    

Revenue -4.2 49.6 32.4 11.0
EBITDA 23.2 45.5 41.2 15.4
Operating profit 29.6 35.3 43.7 17.0
PBT 9.5 -25.0 42.0 29.4
HSBC EPS -2.7 -37.2 52.8 64.5

Ratios (%)    

Revenue/IC (x) 0.6 0.5 0.5 0.6
ROIC 6.6 4.9 5.3 7.1
ROE 11.2 5.9 8.4 12.4
ROA 4.8 3.7 4.2 5.6
EBITDA margin 23.9 23.2 24.8 25.8
Operating profit margin 19.3 17.5 19.0 20.0
EBITDA/net interest (x) 2.4 1.9 1.9 2.0
Net debt/equity 280.9 422.5 380.0 320.7
Net debt/EBITDA (x) 8.3 9.3 6.5 5.3
CF from operations/net debt 14.7  4.7 5.2

Per share data (INR)    

EPS Rep (fully diluted) 1.85 1.16 1.78 2.93
HSBC EPS (fully diluted) 1.85 1.16 1.78 2.93
DPS 0.00 0.00 0.00 0.00
Book value 19.20 20.36 22.14 25.07
 

 
Key forecast drivers 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Installed Capacity (MW) 2,087 3,287 4,457 4,533
Units Sold (MU) 9,629 12,991 23,397 26,617
EPC - EBIT Margins % 8.6 12.0 9.7 9.7
   
   
   

 
 
Valuation data 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

EV/sales 2.1 2.3 1.7 1.5
EV/EBITDA 8.6 9.8 6.9 5.8
EV/IC 0.9 0.9 0.9 0.9
PE* 6.5 10.3 6.7 4.1
P/Book value 0.6 0.6 0.5 0.5
FCF yield (%) -1298.1 -124.0 10.6 53.7
Dividend yield (%) 0.0 0.0 0.0 0.0

Note: * = Based on HSBC EPS (fully diluted) 
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Investment thesis 
The last few years have been disappointing for 

NHPC, India’s largest hydro company, on slow 

capacity additions. This resulted in stock 

underperformance - down 27% over the last year. 

The company deploys only 31% of its net worth 

as regulated equity earning itself a return (15.5% 

post tax), which has suppressed ROE to just 7.4%. 

However, as more projects are commissioned, we 

expect to see EPS grow 8.5% in FY13 and 16% in 

FY14, which, in turn, should enhance its ROE by 

21% to 8.9% by FY15e. We estimate 40% of its 

net worth will be deployed as regulated equity by 

FY15. Admittedly, we may see a flat performance 

in FY13, if the completion of 515MW is delayed 

by 1-2 quarters beyond our estimate of 2QFY13. 

However, with more projects coming in FY14 

(857MW), we think the stock offers good upside 

potential for investors with a long-term view, 

especially given that it currently trades close to its 

all-time low valuation level.  

ROE to improve as more projects are 
commissioned 

With a very high capital work in progress (CWIP) 

and long period of gestation, a large part of 

NHPC’s own equity is stuck in non-earning 

assets. Our analysis of NHPC compared to similar 

utilities suggests that it has a lower level of net 

worth deployed as regulated equity – at 30% 

versus 42% for NTPC and 68% for Power Grid. 

This situation is likely to improve by FY15e, 

when NHPC could have 40% of its net worth 

deployed on operational regulated equity. 

NHPC’s ROE is 7.4% – compared to 12.6% and 

15% for NTPC and Power Grid, respectively, 

which is expected to rise to 8.9% by FY15e. 

29. NHPC – regulated equity to net worth improving going 
forward, improving ROE as well 
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NHPC 

 NHPC is likely to see earnings growth of 8.5% in FY13e, 

accelerating to 16% in FY14e as capacity additions pick up after a 

lull since its IPO in September 2009 

 4QFY12 is seasonally weak, the next two quarters should be 

strong as generation picks up 

 Reiterate OW with a target price of INR24 
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29. NHPC – ROE set to rise by 21% to 8.9%  over next three 
years  
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Source: Company data, HSBC estimates 
 

Possible delays factored into our 
estimates, but remain the main risk 

While NHPC is set to deliver strong growth in the 

next five years relative to the last few years, 

concerns remain over project delays. We have 

factored project delays of 2-3 quarters in our 

estimates, although greater delays are possible and 

represent the main downside risk to our estimates. 

We believe the market will remain generally 

cautious about pricing in the value and 

prospective earnings of new projects until very 

close to the actual commissioning of the projects. 

4QFY12 preview – Off season 
Seasonally, 4Q is the weakest for a hydro 

company as there is very little water availability 

and consequently no significant operations. The 

generation starts picking up from March and will 

peak in July-August resulting in the next two 

quarters being very strong. We expect a marginal 

net profit of cINR597m, flat yoy compared to net 

profit of INR19.9bn (up 38% yoy) posted by the 

company in 9MFY12. 

30. NHPC standalone quarterly earnings summary 

INRm 4QFY12e yoy% 4QFY11 1QFY12 2QFY12 3QFY12 

Capacity 
(MW) 

3,767 0% 3,767 3,767 3,767 3,767 

Generation 
(MU) 

2,395 -10% 2,661 6,284 7,089 2,890 

Sales (MU) 2,098 -10% 2,330 5,503 6,208 2,531 
Sales 8,272 -27% 11,348 15,605 18,584 8,820 
EBITDA 3,087 -34% 4,649 10,383 13,282 3,792 
PBT 1,870 -38% 3,013 9,638 13,208 2,711 
Net profit 
(adjusted) 

597 0% 599 7,831 10,017 2,125 

Net profit 
(reported) 

6,384 7,911 9,665 2,122 

Source: Company data, HSBC estimates 
 

Reiterate Overweight rating 
and target price of INR24 
Since NHPC works on a regulated equity model 

with certainty of earnings and cash flows, we have 

valued the company using a DCF methodology 

assuming a WACC of 10.3% (cost of equity at 

13%, cost of debt at 9.0% and beta of 1.2). Our 

12-month forward target price is INR24. Under 

our research model, for stocks without a volatility 

indicator, the Neutral band is 5ppts above and 

below the hurdle rate for Indian stocks of 11%. 

Our target price implies a potential return of 

31.5%, above the Neutral band; therefore, we are 

reiterating our Overweight rating. Potential return 

equals the percentage difference between the 

current share price and the target price, including 

the forecast dividend yield when indicated. 

Our target price implies a FY14e PE of 11.7x and 

PB of 1.0x, below our implied target PE of 13.5x 

for NTPC and 15.3x for Power Grid. 

31. NHPC– DCF summary table 

Particulars INRm INR per share 

Enterprise value 429,676             34.9 
Less: Gross Debt 205,894             16.7 
Add: Cash & bank 61,791               5.0 
Add: Investments 30,065               2.4 
Less: Minorities 20,341               1.7 
Equity value 295,298             24.0 

Source: HSBC estimates 
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The key risk regards the timing of the completion 

of new projects, although our estimates factor in a 

delay of 2-3 quarters from the announced dates of 

CEA and the company. 

Catalysts include any news of major projects 

drawing close to being commissioned, given the 

uncertainty and delays surround past hydro 

project commissioning. Therefore, we expect the 

likely commissioning of three projects – Chamera, 

Chutak and Uri II with a total capacity of 515MW 

in 1HFY13 – to drive the share price. 
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Financials & valuation: NHPC Overweight
 
Financial statements 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Profit & loss summary (INRm) 

Revenue 51,437 52,908 58,898 71,539
EBITDA 36,311 38,634 43,825 54,564
Depreciation & amortisation -11,666 -11,989 -12,959 -15,290
Operating profit/EBIT 24,645 26,645 30,866 39,274
Net interest -6,709 -6,168 -7,510 -10,798
PBT 32,476 28,863 31,144 35,772
HSBC PBT 26,008 28,863 31,144 35,772
Taxation -7,848 -7,354 -7,935 -9,114
Net profit 23,162 20,017 21,717 25,166
HSBC net profit 16,693 20,017 21,717 25,166

Cash flow summary (INRm) 

Cash flow from operations 25,044 33,130 30,222 36,165
Capex -34,658 -45,000 -46,800 -48,672
Cash flow from investment -44,671 -38,436 -40,236 -42,108
Dividends -8,028 -7,480 -8,115 -9,404
Change in net debt 23,443 6,699 12,340 9,851
FCF equity -11,994 -14,458 -18,889 -14,665

Balance sheet summary (INRm) 

Intangible fixed assets 0 0 0 0
Tangible fixed assets 399,003 432,014 465,855 499,237
Current assets 86,749 92,378 100,900 112,213
Cash & others 42,653 55,016 61,791 69,417
Total assets 528,946 561,022 596,820 634,950
Operating liabilities 39,219 37,914 39,193 42,235
Gross debt 167,716 186,778 205,894 223,370
Net debt 125,063 131,762 144,102 153,953
Shareholders funds 265,303 277,840 291,442 307,204
Invested capital 403,880 431,461 465,771 499,798

 
Ratio, growth and per share analysis 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Y-o-y % change    

Revenue -0.3 2.9 11.3 21.5
EBITDA -12.1 6.4 13.4 24.5
Operating profit -13.9 8.1 15.8 27.2
PBT 13.6 -11.1 7.9 14.9
HSBC EPS -22.7 20.1 8.5 15.9

Ratios (%)    

Revenue/IC (x) 0.1 0.1 0.1 0.1
ROIC 4.9 4.8 5.1 6.1
ROE 6.5 7.4 7.6 8.4
ROA 5.8 4.8 5.0 5.6
EBITDA margin 70.6 73.0 74.4 76.3
Operating profit margin 47.9 50.4 52.4 54.9
EBITDA/net interest (x) 5.4 6.3 5.8 5.1
Net debt/equity 44.2 44.4 46.2 46.8
Net debt/EBITDA (x) 3.4 3.4 3.3 2.8
CF from operations/net debt 20.0 25.1 21.0 23.5

Per share data (INR)    

EPS Rep (fully diluted) 1.88 1.63 1.77 2.05
HSBC EPS (fully diluted) 1.35 1.63 1.77 2.05
DPS 0.60 0.52 0.56 0.65
Book value 21.57 22.59 23.69 24.97
 

 
Key forecast drivers 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Capacity (MW) 5,254 5,254 5,769 6,626
Unit Sold (MUs) 19,482 19,629 21,571 24,103
PLF % 0.0 0.0 0.0 0.0
Merchant Tariff (INR/unit) 0.0 0.0 0.0 0.0
   
   

 
 
Valuation data 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

EV/sales 6.3 6.4 6.1 5.3
EV/EBITDA 8.9 8.8 8.2 6.9
EV/IC 0.8 0.8 0.8 0.8
PE* 13.5 11.2 10.3 8.9
P/Book value 0.8 0.8 0.8 0.7
FCF yield (%) -6.0 -7.0 -8.8 -6.6
Dividend yield (%) 3.3 2.8 3.1 3.6

Note: * = Based on HSBC EPS (fully diluted) 
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Share price (INR)18.25  Target price (INR)24.00 
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Investment thesis 
Jai Prakash Venture Ltd (JPVL) has a good track 

record of executing its hydro projects on time and 

hence managing its cost overruns. It has a mixture 

of coal-based and hydro power projects in its 

portfolio. With a solid pipeline of projects set to be 

completed in the next two years, we expect its 

earnings to grow at an 80% CAGR in FY13-14.  

The stock has outperformed in the last six months 

on back of strong earnings from its 1GW Karcham 

Wangtoo hydro power project commissioned in 

FY12, as the power was sold as merchant. 

In addition to Karcham Wangtoo, the company is 

set to launch coal-based projects in Bina, Nigrie 

and Bara in the states of Madhya Pradesh and 

Uttar Pradesh in FY13-15e. Though there are 

concerns about coal availability for some of these 

projects (such as the ones in Bina and Bara), we 

see limited risks to earnings, given the terms of 

the sale contracts guarantees fixed costs recovery 

in the case of Bara, while Bina is located near to 

the railway line, assuring no logistic constraints. 

The main concern for JPVL is its high debt-to 

equity ratio of c4.0x, along with a high promoter 

holding (76.5%). In addition, it faces cash flow 

constraints in FY13e, as it needs to deploy a 

significant amount of equity in projects – a total 

of INR11-12bn in FY13e. 

Expanding into thermal power 

The company is likely to start the 500MW Bina 

thermal project in FY13 followed by the 

1,320MW Nigrie thermal project in FY14- 15. 

Both projects are under a MOU with the state 

government of Madhya Pradesh. About 70% of 

the power from the Bina project is committed to 

the state government. In the case of Nigrie, it has 

committed to sell 37.5% to the state government, 

with the balance open to merchant sales. Its last 

major project is the 1,320MW Bara project in 

Uttar Pradesh, for which 90% sales are tied up 

with the state on a cost-plus basis. The project is 

likely to be commissioned in FY15. 

Better placed than peers to manage 
coal supply concerns 

The Bina project has coal linkage with CCL 

(Central Coal Ltd) and SECL (South Eastern Coal 

Ltd) and is located on the main Jhansi-Bhopal 

railway line, ensuring transport accessibility. The 

Nigrie project, on the other hand, relies on the 

captive coal blocks of Amela (North) and Dongri 

Tal II. These blocks are located in 

environmentally protected no-go zones; but as the 

JPVL 

 Earnings to growth at 80% CAGR in FY13-14e on new capacity: 

cash flow in FY13e for equity investment remains the risk 

 While large operational hydro capacity protects the downside, 

clearance of the captive coal block would provide upside 

 Reiterate OW rating with a target price of INR50 
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no-go classification (which prevents mining of 

areas falling under thick forests) has been 

removed, the mines could be cleared by the 

committee for mining, which is currently 

reviewing mines in the region. The company is 

confident of the approval coming through soon. 

JPVL has also applied for permission for part of 

the surplus from the Amela (North) and Dongri 

Tal II captive mines to be allocated to the Bina 

project (since both the Bina and Nigrie project 

supply power to Madhya Pradesh). This would 

ensure a full supply of coal for the Bina project. 

For the Nigrie project, we expect all coal supplies 

to come from the captive mines at Amela (North) 

and Dongri Tal II. The Bara project in Uttar 

Pradesh has an agreement with UPPCL (Uttar 

Pradesh Power Corp) under which the latter has 

committed to provide all coal supplies and 

purchase power on a cost-plus basis. Hence 

despite our concerns about fuel availability for the 

project, given that it is located far away from coal 

mines, we expect the company to recover at least 

the fixed costs, including returns (part of the 

tariff) once it is operational. 

Strong earnings growth expected 

With three large projects becoming operational in 

the next three years (Karcham Wangtoo in FY12, 

Bina in FY13 and Nigrie in FY14), we expect 

earnings growth to be strong at an 80% CAGR in 

FY13-14. 

4QFY12 preview – Off season 
Seasonally, the 4Q is the weakest and this will 

result in JPVL reporting a marginal loss of 

INR190m in 4Q (compared to INR172m profit 

last year) due to high capital costs and lower 

volumes at Karcham Wangtoo (1GW) sold in the 

open market which drove strong earnings in 

9MFY12 at INR4.1bn (up c159% yoy). 

32. JPVL consolidated quarterly earnings summary 

INRm 4QFY12e yoy% 4QFY11 1QFY12 2QFY12 3QFY12 

Capacity 
(MW) 

1,700 143% 700 950 1,200 1,700 

Generation 
(MU) 

586 169% 218 1,397 2,915 1,174 

Sales (MU) 510 168% 190 1,216 2,537 1,022 
Sales 2,989 102% 1,480 2,753 6,497 3,967 
EBITDA 2,583 110% 1,231 2,467 6,083 3,571 
PBT (237) -211% 215 869 3,509 744 
Net profit 
(adjusted) 

(190) -210% 172 696 2,807 595 

Net profit 
(reported) 

(190) 169 696 2,807 595 

Source: Company data, HSBC estimates 
 

Reiterate Overweight rating 
and target price of INR50 
Given the company’s portfolio comprises a mix of 

hydro and thermal assets, we have used a DCF-

based, sum-of-the-parts (SOTP) valuation 

methodology to derive our 12-month target price 

of INR50. Under our research model, for stocks 

without a volatility indicator, the Neutral band is 

5ppts above and below the hurdle rate for Indian 

stocks of 11%. Our target price implies a potential 

return of 35.3%, above the Neutral band; 

therefore, we are reiterating our Overweight 

rating. Potential return equals the percentage 

difference between the current share price and the 

target price, including the forecast dividend yield 

when indicated. 

Our target price implies a FY14e PE of 10.7x and 

PB of 2.1x below our implied target PE of 13.5x 

for NTPC and 15.3x for Power Grid. 

Downside risks include: 1) equity dilution is 

expected, or the company is unable to raise 

equity; 2) the company is unable to raise debt to 

support project expansion, resulting in delays in 

existing projects or stalling of new projects; and 

3) higher-than-expected coal costs and SEB 

default risk is common to all utilities in India.  

Catalysts: One of the captive mines for the Nigrie 

project is in a no-go classification area. 

Resolution of the issue and granting of 
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environmental and forest clearance for the 

development of the mine could be a key catalyst. 

Approval received for use of surplus coal from 

captive mines allocated for the Nigrie power 

project at its other Bina power project is another 

catalyst. 

 

 

 

 

 

 

 

33. JPVL DCF-based SOTP valuation summary 

Particulars Fuel Basis Capacity 
(MW) - Valued

WACC / 
COE

Equity value 
(INRm)

Stake  INR per 
share 

  

Operating Plants      
Baspa-II  Hydro  DCF 300 10.5% 13,031 100% 5.6   
Vishnuprayag  Hydro  DCF 400 10.5% 12,227 100% 5.3   
Karcham Wangtoo  Hydro DCF 1,000 11.5% 35,043 100% 15.1   
Sub-total   1,700 60,302 25.9   
Under Construction     
Bina Power - Phase I Dom. Coal DCF 500 12.0% 11,185 100% 4.8   
Jaypee Nigrie  Captive Coal DCF 1,320 12.0% 36,721 100% 15.8   
Bara - Phase I Dom. Coal DCF 1,980 12.0% 29,326 100% 12.6   
Sub-total   3,800 77,231 33.2   
Jaypee Powergrid Limited  PB of 1.5x 10.5% 4,500 74% 1.4   
Investments  1x book value 0 100% 0.0   
Cash  1x book value 16,236 100% 7.0   
Less: Debt excl project debt  1x book value -40,518 100% -17.4   
Grand Total (rounded)  5,500 117,750 50.0   

Note: We exclude 344m treasury shares held by JPVL in a trust for the purpose of our valuation 
Source: HSBC estimates 
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Financials & valuation: JPVL Overweight
 
Financial statements 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Profit & loss summary (INRm) 

Revenue 7,369 15,537 29,699 43,630
EBITDA 6,560 14,091 23,683 33,239
Depreciation & amortisation -949 -2,109 -3,884 -5,546
Operating profit/EBIT 5,611 11,982 19,799 27,693
Net interest -4,484 -8,763 -12,135 -13,816
PBT 2,036 3,943 8,664 14,878
HSBC PBT 2,165 3,943 8,664 14,878
Taxation -414 -623 -1,771 -3,839
Net profit 1,618 3,320 6,793 10,918
HSBC net profit 1,746 3,320 6,793 10,918

Cash flow summary (INRm) 

Cash flow from operations 1,426 4,889 13,518 17,474
Capex -43,500 -38,353 -36,426 -56,110
Cash flow from investment -42,261 -37,629 -35,426 -55,110
Dividends 0 0 0 0
Change in net debt 68,934 32,740 19,908 37,636
FCF equity -42,737 -33,464 -22,908 -38,636

Balance sheet summary (INRm) 

Intangible fixed assets 0 0 0 0
Tangible fixed assets 149,425 185,669 218,211 268,776
Current assets 28,637 24,954 26,502 27,428
Cash & others 22,281 16,236 15,043 12,526
Total assets 178,061 210,623 244,714 296,203
Operating liabilities 17,707 19,587 24,390 27,945
Gross debt 124,231 150,925 169,640 204,759
Net debt 101,949 134,689 154,597 192,233
Shareholders funds 31,804 35,124 43,917 54,835
Invested capital 138,074 174,800 205,281 255,733

 
Ratio, growth and per share analysis 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Y-o-y % change    

Revenue 6.7 110.8 91.2 46.9
EBITDA 7.8 114.8 68.1 40.4
Operating profit 10.9 113.6 65.2 39.9
PBT -30.7 93.7 119.7 71.7
HSBC EPS -34.0 90.1 100.7 60.7

Ratios (%)    

Revenue/IC (x) 0.1 0.1 0.2 0.2
ROIC 4.4 6.4 8.3 8.9
ROE 5.3 9.9 17.2 22.1
ROA 3.6 5.5 7.3 7.9
EBITDA margin 89.0 90.7 79.7 76.2
Operating profit margin 76.1 77.1 66.7 63.5
EBITDA/net interest (x) 1.5 1.6 2.0 2.4
Net debt/equity 314.1 376.5 346.1 345.1
Net debt/EBITDA (x) 15.5 9.6 6.5 5.8
CF from operations/net debt 1.4 3.6 8.7 9.1

Per share data (INR)    

EPS Rep (fully diluted) 0.71 1.46 2.92 4.70
HSBC EPS (fully diluted) 0.77 1.46 2.92 4.70
DPS 0.00 0.00 0.00 0.00
Book value 13.95 15.40 18.89 23.58
 

 
Key forecast drivers 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

Capacity (MW) 700 1,700 2,200 2,860
Unit Sold (MUs) 3,049 5,131 8,519 12,585
Merchant Tariff (INR/unit) 0.0 0.0 0.0 0.0
   
   
   

 
 
Valuation data 

Year to 03/2011a 03/2012e 03/2013e 03/2014e

EV/sales 27.1 15.0 8.5 6.6
EV/EBITDA 30.4 16.5 10.7 8.7
EV/IC 1.4 1.3 1.2 1.1
PE* 48.3 25.4 12.6 7.9
P/Book value 2.6 2.4 2.0 1.6
FCF yield (%) -43.8 -34.3 -23.4 -39.5
Dividend yield (%) 0.0 0.0 0.0 0.0

Note: * = Based on HSBC EPS (fully diluted) 
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