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Shedding non-core assets

20 FEB 2018

BUY

Target Price: Rs 136

Quarterly Update

Q3 PAT at Rs 6.3 bn beat our estimate of Rs 5.7 bn mainly due to =~ CMP _ :Rs ?7
lower-than-expected losses at Mundra UMPP on improving operational el Ugstls BERTD
metrics. Up-to-mark performance by coal companies (EBITDA up 55%

YoY) helped to partially offset Mundra losses and one-off at Maithon  wapkEr pATA

plant. Renewables posted steady growth with EBITDA at Rs 14.6 bn in 5 of Shares 72705 mn
YTDFY18. Net debt as of Dec'17 stood at Rs 463 bn (leverage of 2.7x),  Free Float - 67%
with management targeting to reduce it to 2x through divesting =~ Market Cap :Rs 235 bn

non-core assets.

52-week High / Low
Avg. Daily vol. (6mth) :

:Rs 102 /Rs 76

8.5 mn shares

We maintain BUY and raise TP to Rs 136 as we (a) upgrade renewable ~ Bloomberg Coo!e : TPWR IB Equity
portfolio to 10x EV/EBITDA (from 8x earlier) based on recent market ~ Promoters Holding  :33%
Fil / Dl 2 27% / 24%

transactions, (b) include valuation of Tata Projects (Tata Power holds
48% stake in Tata Projects) and (c) roll forward to FY20.

Restructuring on cards: Following suit of Tata Sons, Tata Power (TPWR) has initiated restructuring of its non-core assets
and eliminate cross holdings to make the structure linear. TPWR has identified defense,
Tata Communications, Penatone, Tata Ceramics as non-core businesses. During the quarter, TPWR initiated the disposal

infrastructure,

of its defense division and Tata Communication and also started the process to sell its stake in Penatone to Tata Sons. In
our opinion, these assets could fetch ~Rs 80 bn over next couple of years.

Cash flow from Arutmin mine: TPWR received ~USD100 mn (of USD 400 mn) from Bakrie Brothers. Management

expects to receive the pending amount in tranches

Renewables on strong footing: TPWR added 227 MW of solar capacity in Q3. Renewable portfolio reported revenue
and EBITDA of Rs 15 bn and Rs 14.6 bn respectively during YTDFY18. We upgrade TPWR’s renewable portfolio to 10x
EV/EBITDA (earlier valued at 8x) based on recent transactions. This leads to increase in renewable share in revised

SOTP to Rs 48 (from Rs 20 earlier)

Financial summary (Consolidated) Key drivers

Y/E March FY17 FY18E FY19E FY20E (Units) FY18E FYI9E FY20E
Sales (Rs mn) 272,113 329,650 345,237 367,904 Coal volume (mn tons) 62 62 62
EBITDA (Rs mn) 51,602 62,244 63,556 69,170 Coal realization  (USD/4) 64 60 57
Adj PAT (Rs mn) 17,036 14,678 17,383 20,879 Reg. equity (Rs bn) 83 91 96
Con. EPS* (Rs.) 5.8 6.8 8.2
EPS (Rs.) 6.3 5.4 6.4 7.7 .
Price performance
Change YOY (%) 2.7 (13.8) 18.4 20.1 140
P/E (x) 12.7 14.7 12.4 11.3 Tata Power Co
RoE (%) 12.9 10.6 1.5 12.6 120
EV/EBITDA (x) 14.0 11.2 11.0 9.8 100
DPS 1.3 1.1 1.3 1.5
80 T T T T
Source: *Consensus broker estimates, Company, Axis Capital, CMP as on 14 FEB 2018 Jan-17 Apr—] 7 Jul17 Oct-17 Jan-18
01
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Exhibit 1: Profitability of coal companies helped offset losses at Mundra UMPP

Particulars

Tata Power-Consolidated 7,096 6,710 1,446 1,649 649 699

Standalone & Key Subsidiaries

Tata Power (Standalone) 1,842 1,675 793 703 502 305

CGPL (Mundra UMPP) 1,650 1,490 79 33 (213) (244)

MPL (Maithon Power)* 379 624 65 218 (31) 74

TPDDL (Delhi Discom)™™ ) 1,835 1,558 278 300 96 114

TPTCL (Power Trading) 903 1,118 8 7 1 3

Tata Power Solar (Solar Mfg) 743 614 56 50 21 30

TPREL (Renewable Power) 89 71 90 88 (4) 14

WREL (Renewable Power) 269 270 259 255 67 (13)

Coal SPVs** 388 149 302 91

TERPL 139 121 99 98 74 71

EEPL 81 76 (1) 6 (2) 6

TPIPL 44 4 39 4

Others
_

Joint Venture and Associates™
IEIE‘IE

Eliminations# (726) (302) (663) (2686)
-ﬂﬂ.ﬁﬂmﬂ

*TPCL stake-T4%; **TPCL stake-51% stake; *** TPCL share, * including other income, ** Consolidated at EBITDA & PAT level only

#Eliminations include inter-company transactions and minority interest
Source: Company Q3FY18 presentation

Exhibit 2: Strong performance of coal companies aided by rise in coal realization

Particulars % Share OP. INCOME EBITDA PAT

Q3FY18 Q3FY17 Q3FY18 Q3FY17 Q3FY18 Q3FY17

Joint Ventures

Coal Companies (KPC, BSSR, AGM) 26% /30% 2,175 1,899 663 428 339 217 e
ITPC 50% 83 16 25 29

Coal Infrastruture Companies (NTP) 26% 76 79 73 7] 47 33 g . .
Cennergi Pty. Ltd. 50% 62 59 54 42 12 10 Coal realization
Foyets e L T e e was up almost

: e . ° .

$tt)::|r-s J(It;]i:llta\z:’lltj:?:g st 2,392 2,185 939 650 agi) 2(35) ] 7 /o YOY n Q3 .
Associates ____A_/‘/
Panatone Finvest Limited 40% 170 - -
Tata Projects 48% 29 19

Tata Comm 5% 67

Dagachhu 26% 4 5

Nelito 50% 1

Total- Associates 262
_--__

Source: Company Q3FY18 presentation

Exhibit 3: Improvement in operational metrics at Mundra and higher coal realization at coal
companies helped offset Mundra losses
Q3FY18 Q3FY17 QtrVar %
1,650 1,490 160 1%
79 33 46 ) 139%
(213) (244) 31 -13%

Incremental EBITDA
gain of Rs 46 Cr

\ 4

Coal & Infrastructure

. Q3FY18 Q3FY17 OQtrVar %
Business

Revenue
EBITDA
PAT

Incremental PAT gain
of Rs 135 Cr

\4

Source: Company Q3FY18 presentation
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Exhibit 4: Strong operational performance in renewable space —
Financial overview of renewables portfolio for YTDQ3FY18 / .
- Higher emphasis on
WALWHAN |WIND ASSETS* . .
. - improving
Capacity 624 1,153 476 2,253 | operational aspects
Revenue 366 873 224 ‘ of renewables:
EBITDA 441 827 200 a) improved internal grid
PAT 147 197 66 \ performance,
b) increase in |
Net Worth 5,214 1,913 373 5,587 availability, and |
Net Debt 3,012 5,056 700 8,768 c) receivables under
*(Tata Power standalone) control /}

MNote: 1. Conso EBITDA & PAT excludes inter company dividend s
2. Conso net worth excludes inter company investments

Source: Company Q3FY18 presentation

Exhibit 5: Mundra UMPP - performance (ascending order)

(Rs/kWh) Q2FY17  Q3FY17  Q4FY17  QIFY18  Q2FY18  Q3FY18
Units sold (MU) 6,629 6,304 7,383 4,876 6,468 6,061
Realization 2.4 2.4 2.4 2.4 2.6 2.7
Fuel cost 1.7 2.0 2.2 2.0 2.2 2.3
Fixed cost 0.7 0.4 0.6 1.0 0.7 0.7

Source: Company, Axis Capital

Exhibit 6: Coal business — performance

(USD/ton) Q2FY17 Q3FY17 Q4FY17 QI1FY18 Q2FY18 Q3FY18
Volumes (mtpa) 14.8 14.7 14.1 14.5 14.6 14.4
Realization 42.4 53.1 54.9 55.5 58.3 62.3
Cash cost 27.3 33.0 31.7 32.7 34.0 37.0

Source: Company, Axis Capital

Exhibit 7: Regulated assets

(Rs mn) Q2FY17 Q3FY17 Q4FY17 QIFY18 Q2FY18 Q3FY18
Mumbai operations 15,810 15,811 15,180 12,720 11,810 12,700
Delhi distribution 47,100 46,500 45,740 43,220 41,730 44,940

Source: Company, Axis Capital

Exhibit 8: Leverage position
(x) FY15 FY16 FY17 FY18
2.7 2.6 3.1 2

Net Debt: Equity 7

Source: Company, Axis Capital

Exhibit 9: Delhi distribution — key financials

(Rs mn) Q2FY17 Q3FY17 Q4FY17 QIFY18 Q2FY18 Q3FY18
Regulated Equity 12,560 12,690 11,630 12,130 12,560 12,310
Core RoE (%) 21.3 35.9 (0.3) 27.7 6.7 31.2

Source: Company, Axis Capital
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Exhibit 10 Results update
Net Sales 70,269 68,360 28 76,573 (8.2) 329,650 272,113 21.1
EBIDTA 12,857 15551  (17.3) 18,498  (30.5) 62,244 51,602 20.6
Other income 911 1,401 (35.0) 1,331 (31.6) 4,394 5,859 (25.0)
PBIDT 13,768 16,952 (18.8) 19,829  (30.6) 66,638 57,461 16.0
Depreciation 5,972 5,318 12.3 5,900 1.2 23,919 19,886 20.3
Interest 8,455 7,010 20.6 9,814  (13.9) 36,177 31,140 16.2
PBT (658) 4,625 - 4,115 - 6,542 6,436 1.6
Tax (1,668) 1,591 - 1,553 - 3,271 (458) -
Minority Interest & associate profit share (net) 1,020 612 66.7 454 1246 (11,408 (10,142) 12.5
Adjusted PAT 5,580 4,799 16.3 6,814  (18.1) 14,678 17,036 (13.8)
Extra ordinary income/ (exp.) 749 2,155 (65.2) (4,129) - 0 (9,581) -
Reported PAT 6,330 6,954 (2.0) 2,685 1357 14,678 17,036 (13.8)
No. of shares (mn) 2,706 2,706 - 2,706 - 2,705 2,705 -
EBIDTA margins (%) 18.3 22.7 - 24.2 - 18.9 19.0
PBIDT margins (%) 19.6 24.8 - 25.9 - 20.2 21.1 -
EPS - annualized (Rs.) 8.3 7.1 16.3 10.1 (18.1) 54 6.3 (13.8)

Source: Company, Axis Capital
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Maintain BUY and raise TP to Rs136: We have raised our SOTP based TP to
Rs 136 from Rs 95 earlier as we:

a) Upgrade renewable portfolio to 10x EV/EBITDA (from 8x earlier) based on
recent market transactions. This leads to increase in renewable share in revised
SoTP to Rs 48 (from Rs 20 earlier),

b) Introduce valuation of Tata Projects — TPWR holds 48% stake in Tata Projects.
We have valued Tata Projects at 8x EV/EBITDA. This leads to addition of

Rs17/share value of Tata Projects to our revised TP and

c) Roll forward to FY20

Exhibit 11: Valuation of Tata Projects

Valuation of Tata projects (Rs mn)
FY20 EBITDA 12,116
Implied EV at 8x multiple 96,931
less: Debt 5,302
Add: Cash in hand 2,942
Implied Fair Value of Tata Projects 94,571
% holding by TPWR 48%
Value per share to TPWR (Rs/shr} 17

Source: Company, Axis Capital

Exhibit 12: Comparative valuations of EPC players
Dilip J Kumar PNC

Ahluwalia JMC

1

EV/EBITDA Buildcon Sadbhav KNR Infra Infratech NCC Lid Contracts projects Cementation :
FY18 11.9 19.62 14.55 7.8 1785 1238 10.3 9.45 12.89 13.0 |
FY19 9.98 16.7 13.34 6.29 12.54 9.51 8.82 8.18 11 10.7 1
FY20 9.01 14.59 11.82 5.19 9.08 8.17 7.56 7.43 9.06 9.1 1
1

Source: Bloomberg, Axis Capital

Exhibit 13: Valuation of Tata Power Company Limited (TPWR)

Mumbai power business

Other power businesses

Valn Bumi stake (net of debt)

Value of TGW Maithon

Value of 4GW Mundra UMPP
Strategic Engineering division
International Power Ventures

Renewable
Investments

Tata Projects
Target price

Value

(Rs bn)
66

75

92
16

(122)

8
16
129

42

95
322

(Rs/shr)

24
28

34
6
(43)

48
16

17
136

Comment

Standalone power: generation, T&D @ 1.5x equity

Power links (transmission), Delhi distribution, and IEL (generation JV with Tata Steel)
@ 2x core equity

Valued at 6x FY20E EV/EBITDA

NPV disc @ CoE of 13% (100% cost plus)

Base case: no CT; NPV @ CoFE of 14%

Valued at 20x FY20E EV/ EBITDA

Invested equity of USD 156 mn, valued at P/B of 1.5x

Valued at 10x FY20 EV/EBITDA for consolidated renewable

20% holdco discount for Tata Communication; NIL value for unlisted TTSL; 25%
discount fo sale proceeds from Aruitmin mines of USD 401 mn

Valued at 8x FY20E EV/ EBITDA

Source: Axis Capital
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Financial summary (Consolidated)
Profit & loss (Rs mn) Cash flow (Rs mn)
Y/E March FY17  FY18E FY19E FY20E @Y /E March FY17  FYI18E FY19E FY20E
Net sales 272,113 329,650 345,237 367,904  Profit before tax 6,436 6,542 10,965 17,381
Other operating income - - - - Depreciation & Amortisation 19,886 23,919 21,826 22,412
Total operating income 272,113 329,650 345,237 367,904  Chg in working capital 12573 12,926  (1,635) 12514
Cost of goods sold (181,716) (198,84¢) (205,655) (207,526)  Cash flow from operations 73,084 90,061 75,273 92,243
Gross profit 90,397 130,804 139,582 160,378 Capital expendliture (64,829) (22,962) [(32,583) [(29,833)
Gross margin (%) 33.2 397 40.4 43.6  Cash flow from investing (150,912) (22,962) (32,583) (29,833)
Total operating expenses (38,794) (68,561) (76,026) (91,208)  Equity raised/ (repaid) - - - 7
EBITDA 51,602 62,244 63,556 69,170  Debt raised/ (repaid 921,912 (26,874) 306 [(22,505)
EBITDA margin (%) 7190 18.9 18.4 18.8  Dividend paid [4,114) (3435 (4068  [4,885)
Depreciation (19,886) (23,919) (21,826) (22,412)  Cash flow from financing 56,658 (66,486) (38,920) (61,160)
EBIT 31,717 38,325 41,730 46,758  Netchg in cash (21,170 613 3,770 1,249
Net inferest (31,140) (36,177) (35,159) (33,771)
Other income 5,859 4,394 4,394 4,394 Key ratios
Profit before fax 6436 6542 10965 17,381
Total taxation 458  (3,271)  (3,509)  (5,562) OPERATIONAL
Tax rate (%) (7.1) 50.0 32.0 32.0  FDEPS (Rs) 6.3 5.4 6.4 7.7
Profit after tax 6,894 3,271 7,456 11,819  CEPS (Rs) 10.1 14.3 14.5 16.0
Minorities (2,031)  (2,360)  (2,540)  (2,667)  DPS Rs) 1.3 1.1 1.3 1.5
Profit/ Loss associate co(s) 12,173 13,768 12,467 11,727  Dividend payout ratio (%) 47.2 20.0 20.0 20.0
Adjusted net profit 17,036 14,678 17,383 20,879  GROWTH
Adj. PAT margin (%) 6.3 4.5 5.0 5.7 Netsales (%) (5.2) 21.1 4.7 6.6
Net non-recurring items (9,581) EBITDA (%) (19.5) 20.6 2.1 8.8
Reported net profit 7,455 14,678 17,383 20,879  Adj net profit (%) 2.7 (13.8) 18.4 20.1

FDEPS (%) 2.7 (13.8) 18.4 20.1
Balance sheet (Rs mn) PERFORMANCE
Y/E March FY17  FYI18E FY19E FY20E &l 12.9 10.6 11.5 12.6
Paid-up capital 2,705 2,705 2,705 2,706  RoCE (%) 5.7 6.1 6.6 7.2
Reserves & surplus 130,090 141,334 154,649 170,642 EFFICIENCY
Net worth 132,795 144,039 157,354 173,348  Asset turnover (x) 0.5 0.5 0.6 0.6
Borrowing 528,795 501,920 502,227 479,722  Sales/ total assets (x) 0.3 0.4 0.4 0.4
Other non-current liabilities 24,595 24,595 24,595 24,595  Working capital/ sales (x) 0.2 0.1 0.1 0.1
Total liabilities 704,874 691,604 707,767 703,923  Receivable days 163.6 130.0 120.0 100.0
Gross fixed assets 724,996 751,805 784,388 814,221 Inventory days 26.5 24.7 24.5 24.6
Less: Depreciation (238,590) (262,509) (284,335) (306,746 Payable days 184.9 172.6 159.3 153.9
Net fixed assets 486,406 489,296 500,053 507,475  FINANCIAL STABILITY
Add: Capital WIP 19,232 15,386 15,386 15,386  Total debt/ equity (x) 3.4 3.2 2.9 2.5
Total fixed assets 505,638 504,681 515,439 522,861 Net debt/ equity (x) 3.0 2.8 2.5 2.2
Total Investment 119,570 119,570 119,570 119,570  Current ratio (x) 1.5 1.4 1.4 1.3
Inventory 15,996 18,063 18,917 20,159 Interest cover (x) 1.0 1.1 1.2 1.4
Debtors 121,959 117,410 113,503 100,796  VALUATION
Cash & bank 9,540 10,153 13,923 15,171 PE (x) 12.7 14.7 12.4 11.3
Loans & advances 31,334 36,126 37,834 40,318 EV/ EBITDA (x) 14.0 11.2 11.0 9.8
Current liabilities 116,488 131,724 128,744 132,278 EV/ Net sales (x) 2.7 2.1 2.0 1.8
Net current assets 62,341 50,028 55,432 44,167 PB (x) 1.8 1.6 1.5 1.4
Other non-current assets 17,325 17,325 17,325 17,325 Dividend yield (%) 1.5 1.2 1.5 1.8
Total assets 704,874 691,604 707,767 703,923  Free cash flow yield (%) 0.3 0.2 0.3
Source: Company, Axis Capital Source: Company, Axis Capital
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Disclosures:

The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the Regulations).

1. Axis Securities Ltd. (ASL) is a SEBI Registered Research Analyst having registration no. INH000000297. ASL, the Research Entity (RE) as defined in the
Regulations, is engaged in the business of providing Stock broking services, Depository participant services & distribution of various financial
products. ASL is a subsidiary company of Axis Bank Ltd. Axis Bank Ltd. is a listed public company and one of India’s largest private sector bank and
has its various subsidiaries engaged in businesses of Asset management, NBFC, Merchant Banking, Trusteeship, Venture Capital, Stock Broking, the
details in respect of which are available on www .axisbank.com.

2. ASL is registered with the Securities & Exchange Board of India (SEBI) for its stock broking & Depository participant business activities and with the
Association of Mutual Funds of India (AMFI) for distribution of financial products and also registered with IRDA as a corporate agent for insurance
business activity.

3. ASL has no material adverse disciplinary history as on the date of publication of this report.

4.1/We, authors (Research team) and the name/s subscribed to this report, hereby certify that all of the views expressed in this research report accurately
reflect my/our views about the subject issuer(s) or securities. I/We also certify that no part of my/our compensation was, is, or will be directly or
indirectly related to the specific recommendation(s) or view(s) in this report. I/we or my/our relative or ASL does not have any financial interest in the
subject company. Also I/we or my/our relative or ASL or its Associates may have beneficial ownership of 1% or more in the subject company at the
end of the month immediately preceding the date of publication of the Research Report. Since associates of ASL are engaged in various financial
service businesses, they might have financial interests or beneficial ownership in various companies including the subject company/companies
mentioned in this report. I/we or my/our relative or ASL or its associates do not have any material conflict of interest. I/we have not served as director,

officer or employee in the subject company.

Research Team

Sr. No Name Designation E-mail
1 Pankaj Bobade Research Analyst pankaj.bobade@axissecurities.in
2 Kiran Gawle Associate kiran.gawle@axissecurities.in

5. ASL or its associates has not received any compensation from the subject company in the past twelve months. ASL or its Research Analysts has not

been engaged in market making activity for the subject company.

6. In the last 12-month period ending on the last day of the month immediately preceding the date of publication of this research report, ASL or any of
its associates may have:

i Received compensation for investment banking, merchant banking or stock broking services or for any other services from the subject
company of this research report and / or;
ii. Managed or co-managed public offering of the securities from the subject company of this research report and / or;
iii. Received compensation for products or services other than investment banking, merchant banking or stock broking services from the subject

company of this research report;

ASL or any of its associates have not received compensation or other benefits from the subject company of this research report or any other third-party
in connection with this report

Term& Conditions:

This report has been prepared by ASL and is meant for sole use by the recipient and not for circulation. The report and information contained herein is
strictly confidential and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of ASL. The report is based on the facts, figures and information that are considered true, correct,
reliable and accurate. The intent of this report is not recommendatory in nature. The information is obtained from publicly available media or other
sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is
made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. The report is prepared
solely for informational purpose and does not constitute an offer document or solicitation of offer to buy or sell or subscribe for securities or other
financial instruments for the clients. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same
time. ASL will not treat recipients as customers by virtue of their receiving this report.
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DEFINITION OF RATINGS
Ratings | Expected absolute returns over 12-18 months
BUY | More than 10%
HOLD | Between 10% and -10%
SELL | Less than -10%

Disclaimer:

Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate
to the recipient’s specific circumstances. The securities and strategies discussed and opinions expressed, if any, in this report may not be suitable for all

investors, who must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient.

This report may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this report should make such
investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this report
(including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. Certain
transactions, including those involving futures, options and other derivatives as well as non-investment grade securities involve substantial risk and are not
suitable for all investors. ASL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages
sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and
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future performance. Investors are advise necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand
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that are inconsistent with and reach different conclusion from the information presented in this report.

Neither this report nor any copy of it may be taken or transmitted into the United State (to U.S. Persons), Canada, or Japan or distributed, directly or
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