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Financials & Valuation (INR b)
Y/E March 2013E 2014E 2015E

Sa les 51.5 58.3 64.3

EBITDA 12.0 13.2 13.8

Net Profit 5.8 6.5 7.1

Adj. EPS (INR) 46.5 51.9 56.6

EPS Gr. (%) 5.3 11.7 9.0

BV/Sh (INR) 427.4 473.6 524.5

RoE (%) 11.4 11.5 11.3

RoCE (%) 10.1 10.1 10.1

Payout (%) 12.9 13.5 14.1

Valuation

P/E (x) 6.8 6.1 5.6

P/BV (x) 0.7 0.7 0.6

EV/EBITDA (x) 5.2 4.6 4.2

Div. Yield (%) 1.9 2.2 2.5

 CESC's reported PAT was significantly lower than our estimate led by lower

revenue recognition/fixed charge recovery due to lower demand, given the

severe winter season. Also, the tariff hike accounting in 3QFY13 is deferred

to 4Q, as truing up order is finalized post December. Management retained

its guidance of PAT increase by INR300-350m in FY13 on a full year basis, over

FY12 PAT.

 Total number of units sold during the quarter was 1,961MU, down 2.2% YoY,

due to lower demand (at 2.2BUs, down 2.9% YoY) due to severe winter. This

impacted volume growth, which in turn had a bearing on the recovery of

fixed charges for CESC.

 For 9MFY13, Spencer's average revenue growth stood at 13% YoY, while same

stores sales grew by robust 16% YoY. Also, stores level EBITDA stood at INR51/

sq.ft/month in 3QFY13. This is however marginally lower than INR57/sq.ft/

month in 2QFY13, despite the festive season in 3Q.

 CESC completed the open offer for First Source Ltd (FSL), which saw tendering

of ~7.4% stake by shareholder. This takes the total stake in FSL to 56.8% and

total investment commitment at INR4.5b. This is proposed to be financed

through a mix of debt (INR3b) and equity (INR1.5b).

 We expect CESC to report standalone net profit of INR5.8b in FY13E (up 4.6%

YoY) and INR6.5b in FY14E (up 11.6% YoY). Stock quotes at PER and P/B of 6.1x

and 0.7x FY14E on standalone basis. Buy.
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3QFY13 performance below estimate due to lower recovery, deferring tariff
hike accounting to 4Q
 CESC reported 3QFY13 revenues at INR10.4b (vs est of INR12.8b), EBITDA of INR2.7b

(vs est of INR3.5b) and PAT of INR1.0b (vs est of INR1.7b). Key reason for slippages

in performance is on account of lower sales/demand volume owing to severe

winter season impacting the recovery of fixed charge for 3QFY13. Management

indicated that lower sales volume at 1.96BUs in 3Q, vs average of 2.4BUs in 1HFY13

lead to lower absolute recovery. However, the fixed charge recovery on full year

basis remains intact, and will thus be adjusted in 4Q. We note that average

realization for 4Q is typically higher.

 Also, we were expecting a gain of INR300-350m in 3QFY13, over 2QFY13 given the

tariff order (TO) approval (increase of INR0.09/unit). Management suggested that

while the TO was approved, the order for truing up for FY13E was not received/

finalised in 3QFY13 (received in January 2013), which led to deferment of tariff

hike accounting to 4Q now.

 On full year basis thus, management maintained its guidance of increase in PAT

by INR300-350m in FY13E, over FY12. We expect standalone PAT for CESC at INR5.8b

in FY13E, vs INR5.5b in FY12.

 During 3QFY13, realization for the company stood at INR5.3/unit (v/s INR5.1/unit

YoY) and fuel cost for CESC stood at INR1.9/unit (v/s INR2.0/unit YoY).

Higher realisation in 4QF as compared to 1st 3 quarters (INR/unit)

Source: Company, MOSL

Operating performance strong, power demand de-grew due severe winter
season
 During 3QFY13 Power generation stood at 2,067MUs, down 6% YoY, while average

PLF for the units stood at 81.1%, vs 86.5% YoY.

 Total units sold during the quarter were 1,961 MU down 2.2% YoY, owing to lower

demand (at 2.2BUs, down2.9% YoY) due to severe winters. This hampered volume

growth, which in turn had a bearing on the recovery of fixed charges for CESC.
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Spencer: 3QFY13 store EBIDTA lower QoQ, despite festive season; revenue
growth however remains strong
 For 9MFY13, Spencer reported average revenue of INR1,230/sq.ft/month, a growth

of 13% YoY. Also, the same store sales (SSS) growth grew at robust 16% YoY to

INR1,303/sq.ft/month (vs INR1,124/sq.ft/month). We calculate Spencer revenues

at INR10.2b for 9MFY13, up 9% YoY, despite down/right-sizing of operations.

 The consolidation on the number of stores thus continued even in 3QFY13. Total

operating stores came down to 145, vs 158 QoQ and 195 YoY. The clear trend is

hive-off / closing of Spencer daily formats, where number of stores has reduced

from 145 in Dec-11 to 105 as at Dec-12. Total area under operations has thus come

down to 0.91m sq.ft, vs 1.01m sq.ft YoY.

 We also note that a large part of reduction in total area under operations is in the

Western region - down to 0.06m sq.ft as at Dec-12, vs 0.120m sq.ft. Similarly, the

South -1 & 2 region has witnessed down/right sizing. Northern region is the only

area where expansion is being carried out - area under operations at 0.24m sq.ft

as at Dec-12, vs 0.225m sq.ft YoY. Eastern region operations/stores have been

steady.

 Store level EBITDA have continued to remain healthy with 3QFY13 EBIDTA at INR51/

sft/mth v/s INR35/sft/month YoY.  However, the number is lower than stores EBIDTA

of INR57/sq.ft/month achieved in 2QFY13, despite festive season in 3Q.

Generation/PLF moved dipped  Winter season impacts power demand growth

Source: Company, MOSL

Consolidation: Closure of Stores Continues (Nos)  3QFY13 Sales stood higher at INR1,230/sft/mth

Source: Company, MOSL
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Store EBITDA marginally trend lower (INR/sft/mth)

Source: Company, MOSL

First Source open offer tendering at 7.4%, stake of CESC at ~57%
CESC indicated that the open offer to the shareholders of First Source Limited (FSL)

was completed the total tendering was to the tune of ~7.4% stake. This, along with its

earlier acquisition of 49.5% stake in FSL takes its holding to 56.8%. Stake in FSL is

owned through wholly owned subsidiary Spen Liq Private Limited. Total investment

made by CESC for acquisition of stake in FSL now stands at INR4.5b. This was proposed

to be financed by INR1.5b of equity investment, and balance through debt.

Valuations and view
We expect CESC to report standalone net profit of INR5.8b in FY13 (up 4.6% YoY) and

INR6.5b in FY14 (up 11.6% YoY). The stock trades at PER and P/B of 6.1x and 0.7x FY14E

on standalone basis. Maintain Buy.
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Shareholding pattern (%)

Dec-12 Sep-12 Dec-11

Promoter 52.5 52.5 52.5

Domestic Inst 17.0 15.7 16.6

Foreign 17.3 18.6 18.2

Others 13.2 13.2 12.8

CESC: an investment profile

Stock performance (1 year)

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

317 444 40.1 Buy

Company description
CESC, an RPG Group Company is one of the oldest

integrated power utilities in India with presence in

mining, generation, and distribution of power. Installed

generation capacity stands at 1.2GW and distribution

network encompasses 2.3m consumers in Kolkata and

Howrah region. 1.2GW of generation projects are under

construction and additional 6GW of projects are in

pipeline. CESC has presence in retail business "Spencer"

which has 0.91msf area under operations.

Key investment positives
 Assured return from existing generation /

distribution business provides steady cash flows

(regulated profit at ~INR5b pa)

 1.2GW project has entered construction phase

expected to commission during FY14/15.

 Consolidation and restructuring at Spencers has led

to reduction in operational losses.

 Project pipeline of 6GW provides growth

opportunity going forward.

Key investment risk
 Capital misallocation through unrelated

diversification.

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

Forecast Forecast (%)

FY13 46.5 45.8 1.5
FY14 51.9 48.1 8.0

 Capacity at Chandrapur project yet to be tied up.

Recent development
 Open offer for First Source Ltd led to tendering of

7.4% stake, increasing the total holding of CESC to

56.8% now.

 Consolidation continues at Spencer where-in in

3QFY13 Spencer has closed 12 more Small Express

Stores and 1 hyper store.

Valuation and view
 We expect CESC to report standalone net profit of

INR5.8b in FY13 (up 4.6% YoY) and INR6.5b in FY14

(up 11.6% YoY). The stock trades at PER and P/B of

6.1x and 0.7x FY14E on standalone basis. Buy.

Sector view
 Power sector has begun to witness several initiatives

by authorities to address concerns on SEBs, fuel

supply pacts and PPAs. It would however take a while

before clarity on several issues emerges. In this

environment, we continue to prefer CPSUs which

are relatively better positioned on these fronts.



CESC

13 February 2013  6

Financials and valuations
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