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Price Performance 

APL  

(%) 1M 3M 6M 12M 

Absolute (4) (9) (14) (13) 

Rel. to Nifty (6) (5) (10) (18) 

     

JSW Energy     

(%) 1M 3M 6M 12M 

Absolute (7) (20) (29) (46) 

Rel. to Nifty (9) (17) (26) (49) 

     

Lanco     

(%) 1M 3M 6M 12M 

Absolute (23) (45) (59) (63) 

Rel. to Nifty (24) (43) (57) (66) 

     

RPL   

(%) 1M 3M 6M 12M 

Absolute 0  (13) (24) (32) 

Rel. to Nifty (2) (9) (21) (37) 

     

JPVL     

(%) 1M 3M 6M 12M 

Absolute (10) (5) (12) (33) 

Rel. to Nifty (12) (2) (8) (37) 

     

KSK     

(%) 1M 3M 6M 12M 

Absolute (2) 5  (9) (33) 

Rel. to Nifty (4) 9  (5) (37) 

     

NBVL     

(%) 1M 3M 6M 12M 

Absolute 4  (17) (29) (44) 

Rel. to Nifty 1  (14) (26) (48) 

     

NTPC     

(%) 1M 3M 6M 12M 

Absolute 9  2  (4) (5) 

Rel. to Nifty 6  6  1  (11) 

     

GIPCL     

(%) 1M 3M 6M 12M 

Absolute (7) (16) (23) (34) 

Rel. to Nifty (9) (13) (20) (38) 
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¾ In CERC's May 2011 report, more than price what’s important 
to note is 50%+ contracts are 'less than a week' and contract 
volumes are at just 18% of April month contract volumes  

¾ This means buyers are shying away from entering into '1 
week +' contracts. This we believe is after-effect of exchange 
prices being lower than bilateral prices for past one year 

¾ Other observations – 1) 65% of volumes signed in May11 are 
at Rs3.58/unit, 5% volumes at Rs4/unit  + and 2) Aug11 price 
prediction is Rs3.84/unit and Sep11 even lower at Rs3.58/unit. 

¾ Foresee bilateral merchant prices heading towards avg. 
Rs3.5-3.7/unit in FY12E & Rs3.0-3.2/unit in FY13E (Rs4.7/unit 
in FY11); Use any upswings to reduce weights 

50% of contracts are ‘less than a week’ contracts - buyers shying away 

In CERC's May 2011 report, more than the price what’s important to note is >50% of the 
contracts are 'less than a week' contracts and the contract volumes have declined and 
are at 18% of April month contract volumes only. This means that buyers are shying 
away from entering into '1 week +' contracts - after effects of exchange prices 
consistently being lower than bilateral prices for past one year.  

September 2011 prediction at Rs3.58/unit 

Other Observations - (1) 65% of contract volumes signed in May 2011, is at Rs3.58/unit 
and only 5% of volumes are at higher than Rs4/unit and (2) August 2011 price is 
predicted to be Rs3.84/unit and September even lower at Rs3.58/unit. Though we 
believe, below average monsoon might be a positive for the merchant market, capacity 
additions are likely to make up for most of the shortfall in hydro generation (if at all).  

May11 contract volumes at just 18% of Apr11 

CERC had reported huge volumes  Apr11 of 9.3bn units vs 1.4bn units contracted in 
Mar11. However, we believe that since most of these contracts were for one month 
(delivery max up to May 2011), these were driven by state elections (5 states in April 
and May). As per our expectations contract volumes have come down to 1.7bn units in 
May11.  

 

Merchant power prices are headed towards Rs3.2/unit in FY13E; Stick to 
regulated utilities; Top pick - NHPC 

FY11 bilateral merchant prices stood at Rs4.7/unit mainly driven by prices in first 6 
months. After analyzing (1) electricity demand, (2) supplies scheduled and (3) state 
distribution company losses - we believe that merchant power prices including bilateral 
are headed towards Rs3.5-3.7/unit (average) in FY12E and Rs3.0-3.2/unit in FY13E. 
Our estimate of sustainable merchant power prices stands at Rs2.7/unit (tariff at which 
discom’s losses do not increase) beyond FY13E.  

We reiterate negative view on private power utilities (except Reliance Power) and prefer 
regulated utilities. Our top sell is Adani Power (valuations do not price in risks and 
recent negative news flow). Reliance Power (huge captive fuel at cheap cost) is our top 
pick in private utilities space. We like regulated utilities for there defensiveness, decent 
growth in next five years. NHPC (Valuations comfort, regulatory triggers and 
commissioning pick up) in our top pick in regulated utilities space, followed by power 
grid (low risk, reasonable returns) and NTPC (lower risks, reasonable valuations and 
improving execution) in the same order. 
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Forward curve predictions, actual bilateral prices and deviation from predictions 

Month Predictions (months back) Actual yoy % Deviation From  Contract Volumes 

 4  3  2  1    Avg Predictions  1st estimate  1 month back  mn Units  

Sep-10    5.20 4.73 0.0% -9.1% -9.1% -9.1% 2152 

Oct-10   4.29 4.62 4.00 -21.1% -10.2% -6.7% -13.4% 2397 

Nov-10  4.28 4.65 4.21 3.91 -26.6% -10.8% -8.6% -7.2% 1054 

Dec-10  4.75 4.40 4.30 3.95 -20.8% -11.9% -16.8% -8.1% 1985 

Jan-11  4.38 4.38 4.25 4.00 -24.0% -7.7% -8.7% -5.9% 2392 

Feb-11 4.37 4.37 4.27 4.29 4.24 -16.0% -2.0% -3.0% -1.2% 3157 

Mar-11 4.35 4.32 4.36 4.41 4.67 -5.5% 7.1% 7.4% 5.9% 1410 

Apr-11 4.59 4.60 4.68 4.68 4.76 -17.1% 2.6% 3.7% 1.7% 9325 

May-11 4.81 4.85 4.83 4.67      1659 

Jun-11 4.04 4.05 4.08        

Jul-11 3.49 4.56 4.53        

Aug-11 4.58 3.84         

Sep-11 3.58                   

Source: CERC, Emkay Research 

 

  From  to Max Min Avg Volumes Monthly Avg Total Volumes 

     Wgtd mn units  mn units 

May-11 1-Jan 7-Jan 4.36 3.69 4.04 71   

 8-Jan 14-Jan 4.48 4.48 4.48 5   

 15-Jan 21-Jan 8.54 3.29 3.57 29   

 22-Jan 28-Jan 5.54 3.17 4.18 471   

 29-Jan 4-Feb 4.86 2.75 3.58 1083   

          3.77 1659 

 

  >3 Mths  >1 Mths  >1 wk <1wk Total 

Sep-10 0 50 7 6 63 

Oct-10 0 43 12 13 68 

Nov-10 0 34 6 4 44 

Dec-10 0 50 15 8 73 

Jan-11 0 72 13 24 109 

Feb-11 0 72 27 3 102 

Mar-11 0 40 5 13 58 

Apr-11 5 58 3 12 78 

May-11 0 39 20 63 122 

Valuation Table – Power Utilities 

   PE (x) P/BV (x) EV/EBITDA (x) RoE (%) 

Companies Rating Target FY12E FY13E FY12E FY13E FY12E FY13E FY12E FY13E 

APL REDUCE 103 10.5 6.7 2.7 1.9 11.1 6.9 30.7 35.4 

JSW Energy REDUCE 78 9.1 11.4 1.6 1.4 9.5 11.7 20.0 13.3 

RPL Buy 153 51.4 19.6 1.8 1.5 48.9 17.4 3.6 8.6 

Lanco BUY 56 7.4 5.5 0.9 0.8 8.7 7.3 16.0 18.6 

JPVL HOLD 47 25.5 20.9 2.1 1.8 11.9 12.4 11.0 9.3 

KSK Energy HOLD 110 12.2 9.8 1.4 1.2 13.8 11.7 12.6 14.0 

NBVL ACCUM 290 5.6 4.7 0.8 0.7 8.6 9.0 16.8 16.1 

NTPC BUY 204 17.1 15.3 2.1 2.0 13.2 11.4 12.9 13.3 

GIPCL BUY 115 8.5 7.9 0.9 0.8 5.3 5.2 10.7 10.8 
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DISCLAIMER: This document is not for public distribution and has been furnished to you solely for your information and may not be reproduced or redistributed to any other person. The manner 
of circulation and distribution of this document may be restricted by law or regulation in certain countries, including the United States. Persons into whose possession this document may come are 
required to inform themselves of, and to observe, such restrictions. This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This 
report is not to be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. No person associated with Emkay 
Global Financial Services Ltd. is obligated to call or ini tiate contact with you for the purposes of elaborating or following up on the information contained in this document. The material is based upon 
information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon. Neither Emkay Global Financial Services Ltd., nor any person connected 
with it, accepts any liability arising from the use of this document. The recipient of this material should rely on their own investigations and take their own professional advice. Opinions expressed are 
our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed in this material, there may be regulatory, compliance, 
or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice. 
We and our affiliates, officers, directors, and employees world wide, including persons involved in the preparation or issuance of this material may; (a) from time to time, have long or short positions in, 
and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a 
market maker in the financial instruments of the company (ies) discussed herein or may perform or seek to perform investment banking services for such  company(ies)or act as advisor or lender / 
borrower to such company(ies) or have other potential conflict of interest with respect to any recommendation and related information and opinions. The same persons may have acted upon the 
information contained here. No part of this material may be duplicated in any form and/or redistributed without Emkay Global Financial Services Ltd.'s prior written consent. No part of this document 
may be distributed in Canada or used by private customers in the United Kingdom. In so far as this report includes cur rent or historical information, it is believed to be reliable, although its accuracy and 
completeness cannot be guaranteed. 
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