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Investors are advised to refer through disclosures made at the end of the Research Report.

 1QFY13 Result better than expected: NHPC adjusted PAT for 1QFY13 stood at INR6.5b v/s our estimate of

INR5.7b. Higher PAT is led by 1) Higher incentive income where-in UI income stood at INR440 (v/s INR330 m

YoY) and PAF stood at INR630m boosted by higher PAF at 94% v/s 90% YoY, 2) Higher Other Income at INR2.4b

(v/s our est of INR2.2b) and 3) Lower taxes at 21% v/s our est. of 25%, owing to tax adjustment related to

earlier years.

 Operational performance impacted: During 1QFY13, the generation for NHPC (Standalone) stood at 6.1BUs,

down 2% YoY. Out of its 12 power plant , NHPC reported generation growth from only 3 plants. Average PLFs

for the plants stood at 74.5% v/s 76.2% YoY. Lower generation at its plants is led by lack of snow fed water and

delayed monsoon. During the quarter NHPC commissioned U-I of Chamera, while it commissioned U-II and III

during 1st week of July.

 Projects facing delays: NHPC has targeted to commission 1.2GW (Including 520MW Parbatti-III) in FY13 and

YTDFY13 it has commissioned 231MW Chamera. Management highlighted Chutak and Nimo Bazgo ready for

commissioning but need to demonstrate full load, which is partly impacted due to transmission line delays.

We understand local agitation has impacted commissioning of Uri -II while Kishanganga project is caught in

controversy between India and Pakistan.

 Valuations and view: We marginally upgrade our earnings for FY13/14 by 5%/2% respectively to factor in 1)

Higher incentive income, 2) Higher other income during the quarter. We expect to NHPC to report PAT of

INR22.1b in FY13 (v/s INR21.1b earlier) and INR24.7b in FY14 (v/s INR24.3b earlier).  Stock trades at PER of 9.2x

and 8.3x and P/BV of 0.7x each on FY13E and FY14E basis. Re-iterate Neutral, despite 1x P/BV valuations given

Subdued RoE of 7-8% (a large part of net worth deployed in cash/CWIP)  and delayed capacity addition.
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1QFY13 adjusted PAT higher than estimate
 NHPC reported revenues of INR14.2b (down 3% YoY), EBITDA of INR9b (down 6%

YoY) and adjusted PAT of INR6.5b v/s our estimate of INR5.7b. Higher PAT is led by

1) Higher incentive income where-in UI income stood at INR440 (v/s INR330 m

YoY) and PAF stood at INR630m boosted by higher PAF at 94% v/s 90% YoY, 2)

Higher Other Income at INR2.4b (v/s our est of INR2.2b)and 3) Lower taxes at 21%

v/s our est. of 25%, due to tax adjustment related to earlier years.

 During the quarter, NHPC has used MAT tax rate for gross-up of RoE (as done in

1QF12) and highlighted it will review its policy in 4QFY13 depending on the status

on commissioning and tax rate applicable based on that. We understand given

target of commissioning 1.2GW in FY13 (nil commissioned in FY12), NHPC could

be under MAT rate.

 As on 1QFY13 NHPC outstanding debtors stood at INR21b and debtors above 60

days stood lower at INR9.1b (v/s INR12b+ as on FY12) and it stood further down to

INR8.8b as at July-12. Lower debtors is led by liquidation plan (payments staggered

over 10 equal monthly instalments, recovered along with interest as per CERC)

implemented by the company for the recovery of dues. Company highlighted

state-wise outstanding dues (60 days plus) where-in from UP it stood at INR2.2b

(25% of outstanding dues), Delhi at INR3b (35% of outstanding dues), Raj at

INR480m, Assam INR160m, Bihar INR900m, Orissa INR700m, Punjab at INR410m,

and Jharkhand INR600m.

Operational performance impacted
 During 1QFY13, the generation for NHPC (Standalone) stood at 6.1BUs, down 2%

YoY. Out of its 12 power plant , NHPC reported generation growth from only 3

plants. Average PLFs for the plants stood at 74.5% v/s 76.2% YoY. Lower generation

at its plants is led by lack of snow fed water and delayed monsoon.

 During the quarter NHPC commissioned U-I of Chamera, while it commissioned

U-II and III  during 1st week of July.

In 1QFY13 generation de-grew by 2% YoY

Source: Company, MOSL
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Capacity addition facing delays
 NHPC has targeted to commission 1.2GW (Including 520MW Parbatti-III) in FY13

and YTDFY13 it has commissioned 231MW Chamera. Management highlighted

Chutak and Nimo Bazgo is ready for commissioning but need to demonstrate full

load, which is partly impacted due to transmission line delays. We understand

local agitation has impacted commissioning of Uri -II while Kishanganga project is

caught in controversy between India and Pakistan.

 For Parbatti-II (upstream project for Parbatti-III) management shared project has

delayed owing to delay in order award. It expects to award new tender by CY13

and project commissioning schedule of 4 years from award date. We understand

this may see Parbatti -III (part of FY13 addition) get delayed.

 For 12th plan NHPC has targeted capex at INR290b (Broadly dividing into on-going

scheme at INR89b and new scheme INR139b) and is targeting to commission 4.5GW

of under construction capacity.

 We are conservative in our estimates and factored in capacity of 692MW /294MW

v/s company's estimate of 1212MW and 164MW in FY13/FY14 respectively.

Project Capex: Equity stranded in CWIP, as at 1QFY13 CWIP stood at INR184b

Source: Company, MOSL

Limited scope of RoE expansion in near term, as regulated equity built-up
back ended
 Total projects under construction stands at 4.5GW, of which only 0.9GW is expected

in FY13/14E, though lower than management's guidance of 1.6GW. We expect NHPC

to commission projects under construction by FY17E.

 The commissioning of 0.9GW of projects over FY13-14 will drive NHPC's regulated

equity base. We factor in the revised cost estimates and thus delay in approval/

disallowance poses a risk to our estimates. However, the addition to RAB is back

ended and thus, the full benefit in earnings will be see in FY15.
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Valuations and view, earnings upgrade by 5%/2% for FY13E/FY14E
 We marginally  upgrade our earnings for FY13/14 by 5%/2% respectively to factor

in 1) Higher incentive income and 2) Higher other income during the quarter.

 We expect to NHPC to report PAT of INR22.1b in FY13 (v/s INR21.1b earlier) and

INR24.7b in FY14 (v/s INR24.3b earlier).  Stock trades at PER of 9.2x and 8.3x and P/

BV of 0.7x each on FY13E and FY14E basis.

 Re-iterate Neutral, despite 1x P/BV valuations given Subdued RoE of 7-8% (a large

part of net worth deployed in cash/CWIP)  and delayed capacity addition.

NHPC: We expect addition of 856MW over FY13/14 NHPC's RAB to increase sizably, but would be back ended

Source: Company, MOSL

 (INR b)
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Company description
NHPC, GOI enterprise is a hydro power generator in India

with regulated business model and installed capacity of

5.2GW. Company has strong project pipeline with 4.5GW

of projects under construction stage, 6GW of projects

under clearance stage and 4.2GW of projects under

survey stage.

Key investment arguments
 Given delays in commissioning of installed capacity,

NHPC will see bunching up capacity commissioning

over FY13-15. NHPC expect commissioning of

1.2GWin FY13, 164MW in FY14.

 Hydropower projects have large CWIP, which lowers

base RoE: Capital work in progress as a percentage

of gross block stood at 37% in FY11. Higher CWIP is

largely due to longer construction time period of

5-7 years for hydropower v/s 3-4 years for thermal

projects.

 NHPC RAB is expected to grow at CAGR of 16% from

INR71b in FY12 to INR96b in FY14.

Key investment risks
 Further meaningful delays in capacity commissioning

 R&R delays can impact land acquisition process.

Shareholding pattern (%)
Jun-12 Mar-12 Jun-11

Promoter 86.4 86.4 86.4

Domestic Inst 3.2 3.2 2.9

Foreign 1.5 1.5 1.9

Others 8.9 8.9 8.9

NHPC: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY13 2.0 1.8 9.2

FY14 2.2 2.0 7.6

 Construction of a hydro project carries significant

geological risks. Also, the terrain is difficult.

Recent developments
 During the quarter NHPC commissioned U-I of

Chamera, while it commissioned U-II and III  during

1st week of July.

 FY13 capacity target maintained at 1.2GW.

Valuation and view
 We marginally  upgrade our earnings for FY13/14 by

5%/2% respectively to factor in 1) Higher incentive

income and 2) Higher other income during the

quarter.

 We expect to NHPC to report PAT of INR22.1b in FY13

(v/s INR21.1b earlier) and INR24.7b in FY14 (v/s

INR24.3b earlier).  Stock trades at PER of 9.2x and

8.3x and P/BV of 0.7x each on FY13E and FY14E basis.

Sector view
 The power sector has seen significant valuation de-

rating due to concerns over delayed capacity

additions, merchant prices, lower demand and fuel

supply issues. We are positive about companies that

are better positioned on these fronts.

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

18 - - Neutral
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