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

Sa les 64.4 69.7 73.5

EBITDA 41.4 45.3 47.6

NP 22.8 24.9 26.5

Adj. EPS (INR) 1.9 2.0 2.2

EPS Gr. (%) -9.5 9.0 6.4

BV/Sh. (INR) 24.3 25.3 26.4

RoE (%) 7.2 7.6 7.8

RoCE (%) 7.8 8.2 8.4

Payout (%) 42.9 43.2 43.7

Valuation

P/E (X) 15.1 13.9 13.0

P/BV (X) 1.2 1.1 1.1

EV/EBITDA (X) 10.7 9.6 8.5

Div. Yield (%) 2.6 2.7 2.9

 Adjusted PAT in-line: NHPC reported PAT of INR3.1b for 3QFY13. This includes

adjustment of prior period revenue, reversal of expenditure and interest

income on water cess recovery. Adjusted PAT was INR2.4b, in line with our

estimate.

 Standalone generation down 17.8%: Standalone generation was 2.6BU, down

17.8% YoY due to higher base (good monsoon in the previous year).  Average

plant availability factor (PAF) for 9MFY13 was 89% v/s 86% in 9MFY12.

 Targets capacity addition of 552MW in FY14: NHPC commissioned 275MW

capacity in YTDFY13 and the management has guided addition of 545MW in

4QFY13. It targets capacity addition of 552MW in FY14 and no addition in

FY15/16.

 Limited growth beyond FY14: Delays continue at its large projects like 2GW

Subanshiri Lower (work halted since December 2011), 800MW Parbati II

(contract for tunnel boring machine to be re-awarded), and 330MW

Kishanganga Project (river diversification completed; dam spillway in

process). NHPC's growth option beyond FY14 is limited.

 Outstanding debtors at INR20b: Outstanding debtors stood at INR20b (v/s

INR26b as at end-2QFY13 and INR21b as at end-FY12). Debtors above 60 days

were at INR12.6b (v/s INR12b+ in FY12). The management is taking steps to

realize its dues, as also scheduling the power from defaulting states.

 Maintain Neutral: We expect NHPC to report earnings CAGR of 8% over FY13-

15, led by capacity commissioning. Possibility of RoE improvement is limited,

despite assuming higher RoE for pondage based project. The stock has

appreciated 26% over the last three months. We maintain Neutral, with a

target price of INR25 (1x FY14E BV).
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3QFY13 adjusted PAT in-line, interest income on water cess drives reported
profit
 NHPC reported revenue of INR10.1b (up 15% YoY), EBITDA of INR6.1b (up 62% YoY)

and PAT of INR3.1b for 3QFY13. However, reported PAT includes a one-off item of

INR203m on reversal of expenditure booked in 2Q for the 33MW Chutak Project,

as CoD for the project was not achieved. With the CoD declared from end-

November 2012, the expenditure was reversed in 3Q. PBT was, thus, higher to

that extent.

 Also, prior period sales for 3Q were INR11m. Adjusted for this, PAT was INR2.98b.

PAT was also boosted by higher other operating income, which includes INR831m

of interest on recovery of water cess charges from beneficiaries. Adjusted PAT

was INR2.4b, in line with our estimate.

 In 3QFY13, NHPC grossed up RoE at MAT rate, while Tax/PBT ratio was higher (at

33%) due to provision of deferred tax liability. For FY13, the management indicated

that gross-up on full tax rate will have to be evaluated only at the year-end; it has

not considered the benefit of the same now.

 Employee cost during the quarter was also lower at INR1.9b as compared to INR2.2b

in the last quarter, led by natural attrition, reversal of provision for gratuity

(INR200m) and elimination of interest earned on deposit for gratuity.

 As at the end of 3QFY13, NHPC's outstanding debtors stood at INR20b (v/s INR26b

as at the end of 2QFY13 and INR21b as at the end of FY12). Debtors above 60 days

were at INR12.6b (v/s INR12b+ as at the end of FY12). Key states with outstanding

receivables are J&K (~INR4.4b), UP (~INR3.7b), Delhi (~INR1.4b) and Bihar

(~INR1.2b). The J&K state government has issued a cheque of INR1.4b but this is

yet to be cleared. NHPC has initiated several steps to expedite receivables,

including scheduling of power supply to UP/Delhi DISCOMs.

Generation de-grows on higher base
 In 3QFY13, NHPC's standalone generation was 2.6BU, down 17.8% YoY due to higher

base (good monsoon in the previous year). Average PAF was 89% for 9MFY13 v/s

86% in 9MFY12.

 NHPC has now fully commissioned the Chutak Project (44MW), where revenue is

being booked at provisional tariff. Total project cost is estimated at INR9b,

translating into cost of INR200m/MW, leading to a tariff of ~INR8/unit. Tariff order

for the project is under finalization and entire power from the project is for supply

to the state of J&K.

3QFY13 generation declines on higher base

Source: Company, MOSL
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Capacity addition growth limited in near term, no addition expected in FY15/
16
 NHPC targets to commission 545MW (including 260MW of Parbati-III) in 4QFY13,

while it has commissioned 275MW in YTDFY13. The management is confident of

commissioning Uri-II, Nimoo Bazgo and two units of Parbati-III in the current

financial year. The remaining two units of Parbati-III as also TLDP III & IV are likely

to be commissioned in FY14.

 Parbati-III is expected to operate at lower level due to delay in construction of

Parbati-II (upstream). According to the management, only the first unit would be

completely operational, the second unit would be partially operational in FY14

and the balance two units, even if completed, will not be able to generate due to

non-commissioning of Parbati-II. Though Parbati-III is designed to generate

1,890MU, actual generation would be lower. NHPC has filed a petition with CERC

for review of design energy, as it anticipates generation of just 700MU. If CERC

does not allow downward revision of design energy, it would lead to reported

losses from the project, as cost would be capitalized for the entire project but

fixed charge recovery would be proportionately lower.

 Projects under construction for NHPC stand at 4.2GW (3.1GW with lesser visibility),

while 11.3GW of projects are under development phase. Given sizable delays in

projects under construction, the management expects no addition to installed

capacity base in FY15/16.

 Execution of Subhanshri Lower (2GW) is at a standstill since December 2011 due

to agitation by various groups and CoD for the project is yet to be finalized. In

Parbati-II (800MW), contract work for tunnel boring machine (TBM) is under

progress and is expected to be awarded by March 2013. CoD is not yet finalized.

The Kishanganga Project (330MW) is expected to commission in FY17.

 We have assumed commissioning of Uri-II, Nimoo Bazgo and two units of Parbati-

III in 4QFY13. We expect the remaining two units of Parbati-III, and Teesta low

dam III & IV to get commissioned in FY14.

Valuation and view
We expect NHPC to report earnings CAGR of 8% over FY13-15, led by capacity

commissioning. Possibility of RoE improvement is limited, despite assuming higher

RoE for pondage based project. The stock has appreciated 26% over the last three

months. We maintain Neutral, with a target price of INR25 (1x FY14E BV).
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Company description
NHPC, a government of India (GoI) enterprise, is a hydro

power generator, with regulated business model and

installed capacity of 5.5GW. The company has a project

pipeline, with 4.2GW of projects under construction and

11.2GW of projects under clearance and survey stage.

Key investment arguments
 Given delays in commissioning of installed capacity,

NHPC will see bunching up of capacity commissioning

over FY13-15. NHPC expects commissioning of

829MW in FY13 and 552MW in FY14.

 Hydropower projects have large CWIP, which lowers

base RoE. Capital work in progress as a percentage

of gross block stood at 39% in FY12. Higher CWIP is

largely due to longer construction time period of 5-

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

projects.

 Recently, the RoE for pondage based project is

increased by 1% to 16.5%.

Key investment risks
 Further meaningful delays in capacity

commissioning.

 Large projects like Subhanshri Lower and Parbati-II

are inordinately delayed.

 R&R delays can impact land acquisition process.

Shareholding pattern (%)
Dec-12 Sep-12 Dec-11

Promoter 86.4 86.4 86.4

Domestic Inst 2.8 3.3 3.3

Foreign 2.0 1.5 1.5

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 1.9 1.9 2.3

FY14 2.0 2.1 -2.9

 Construction of a hydro project carries significant

geological risks. Also, the terrain is difficult.

Recent developments
 Chutal 44MW was commissioned during 3QFY13.

 Delay in Parbati-II, Subhanshri Lower and

Kishanganga would lead to no capacity addition

during FY15/16.

Valuation and view
 We expect NHPC to report earnings CAGR of 8% over

FY13-15, led by capacity commissioning. Possibility

of RoE improvement is limited, despite assuming

higher RoE for pondage based project.

 The stock has appreciated 26% over the last three

months. We maintain Neutral, with a target price of

INR25 (1x FY14E BV).

Sector view
 The 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.

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

28 25 -9.7 Neutral
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