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Power Grid Corporation of India Ltd
Steady outlook ahead; New opportunities to aid growth

Power Sharekhan code: POWERGRID
Reco/View: Buy o CMP: Rs. 207 Price Target: Rs. 240 N
N Upgrade € Maintain ' Downgrade

Summary

. Crore transmission business to witness steady growth as capitalisation trend (FY22 guidance of
Rs17,000-20,000 crore) is likely to sustain, led by RE projects (RE transmission scheme of 66.5W and
other projects of 30GW/25GW in Gujarat/Rajasthan).

. Revamped Distribution Sector Scheme with an estimated outlay of Rs. 3 lakh crore over FY22-FY26
provides new investment opportunity and Power Grid aims capex of Rs. 10,000 crore-12,000 crore
each in smart metering and distribution infrastructure.

. The government’s transmission asset monetisation target of Rs. 45,200 crore over FY2022E-FY2025E
for Power Grid would help unlock value, provide capital for growth, and could result in higher dividend
going forward.

. We maintain a Buy on Power Grid with a revised PT of Rs. 240 as valuation remains attractive at 1.4x
FY24E P/BV considering steady growth in core business, emerging new growth opportunities, and
healthy dividend yield of 6%.

Power Grid Corporation of India Limited’s (Power Grid) core transmission business is likely to witness
steady growth as both interstate and intra-state power transmission lines would require investment
given government’s focus to expand renewable energy (RE) capacity to 450 GW by 2030. Decent asset
capitalisation, which earns regulated RoE, would mean sustained double-digit earnings growth (we
expect a 12% PAT CAGR over FY2021-FY2024E). Additionally, Power Grid is targeting an investment of
Rs. 10,000 crore-12,000 crore each in smart metering and distribution infrastructure over the next 3-4
years, which would further aid in growth prospects. Continued asset monetisation (government’s target of
Rs. 45,200 crore over FY2022E-FY2025E) would help unlock value, provide capital for growth, and could
result in higher dividend going forward.

. Core transmission business — To witness steady growth as RE expansion to gain pace: India’s aim
to expand its renewable power capacity to “450 GW by 2030 (versus only 103 GW currently) and
national infrastructure pipeline (NIP) capex target for power transmission at Rs. 3 lakh crore (Power
Grid’s share at Rs. 65,500 crore) over FY2020-FY2025E provide enormous growth opportunities to
expand both interstate and intra-state power transmission lines. This would increase auction activity
for transmission projects and drive sustained growth in asset capitalisation (guidance of Rs. 17,000
crore-20,000 crore for FY2022E and Rs. 12,000 crore-15,000 crore for FY2023E) for Power Grid. Steady
growth in asset capitalisation provides earnings growth visibility (we expect a 12% PAT CAGR over
FY2021-FY2024E), given regulated RoE business model.

. Revamped distribution sector scheme - Provides new growth opportunities: Government had
announced the Revamped Distribution Sector Scheme with an estimated outlay of Rs. 3,03,758
crore over FY2022E-FY2026E. The scheme would open new growth opportunities in distribution
infrastructure (Rs. 1.5 lakh core) and smart metering (Rs. 1.5 lakh crore). Power Grid is eyeing 8-10%
share in opportunity with plan to invest Rs. 10,000 crore-Rs. 12,000 crore each in smart meters (plan
to install 2 crore smart meters) and distribution infrastructure in the next 3-4 years with Rol threshold
of 14% on this investment. We do not factor in growth opportunities from smart meters/distribution
infrastructure as we await execution roadmap from the management.

. Asset monetisation and limited capex provide scope for higher dividend payout: The government’s
National Monetisation Pipeline (NMP) has plans to monetise 17% (or 28,608 ckt) of Power Grid’s total
asset base over FY2022-FY2025 worth Rs. 45,200 crore (of which 5 TBCB assets worth Rs. 7239 crore
have been monetised through PGInvIT in Q1FY2022). Transmission asset monetisation could unlock
value and possibly improve dividend payout from 57% in FY2021.

Our Call

Valuation — Maintain Buy on Power Grid with a revised PT of Rs. 240: Power Grid has a robust project
pipeline worth Rs. 27,500 crore and has capitalised YRs. 22,932 crore in the past four quarters, which
provides earnings visibility for 2-3 years. Thus, we expect a 12% CAGR in PAT over FY2021-FY2024E along
with RoE of 19.3% in FY2024E. Power Grid’s valuation of 1.4x its FY2024E P/BV (16% discount to its average
historical average one-year forward P/BV at 1.7x) is attractive, considering decent growth, regulated RoE
model, and healthy dividend yield of 6%. Hence, we maintain Buy on Power Grid with a revised PT of Rs. 240
(the increase reflects rollover of valuation multiple to FY2024E book value).

Key Risks

Slower-than-expected capitalisation of projects (due to delayed project execution amid COVID-19). Inability
to win new projects under the tariff-based competitive bidding route.

Valuation (Consolidated) Rs cr
Revenue 39,640 43,604 47746 52,043
OPM (%) 88.3 88.2 87.2 86.9
Adjusted PAT 13,115 15,052 16,409 18,285
y-o-y growth (%) 18.6 14.8 9.0 1.4
Adjusted EPS (Rs.) 18.8 216 235 26.2
P/E (x) 1.0 9.6 8.8 7.9
Price/ Book (x) 21 1.8 1.6 1.4
EV/EBITDA (x) 77 6.8 61 5.4
RoCE (%) 11 12.2 12.9 13.2
RoE (%) 19.5 20.3 19.6 19.3

Source: Company;, Sharekhan estimates
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Core power transmission business to witness steady growth given government’s focus on RE expansion

India’s aim to expand its renewable power capacity to Y450 GW by 2030 (versus only 103 GW currently)
and NIP capex target for power transmission at Rs. 3 lakh crore (Power Grid’s share at Rs. 65,500 crore)
over FY20-25E provide enormous growth opportunities to expand both interstate and intra-state power
transmission lines. This would increase auction activity for transmission projects and drive sustained growth
in asset capitalisation (guidance of Rs. 17,000 crore-20,000 crore for FY2022 and Rs. 12,000 crore-15,000
crore for FY2023E) for Power Grid. Steady growth in asset capitalisation provides earnings growth visibility
(we expect a 12% PAT CAGR over FY2021-FY2024E), given regulated RoE business model.

To achieve RE power capacity expansion target, a comprehensive transmission scheme for 66.5 GW with
estimated cost of Rs. 36,000 crore has been evolved for integrating renewable energy zones in Tamil Nadu,
Andhra Pradesh, Karnataka, Gujarat, Maharashtra, Rajasthan, and Madhya Pradesh. Transmission projects
worth Rs. 20,200 crore have been awarded and ~Rs. 9,300 crore have been bid out and the balance projects
are under various stages of planning and discussion.

Power Grid has also submitted a detail project report to Ministry of Power Transmission System for evacuation
of 10 GW Renewable Power Projects (5 GW each in Pang and Nyoma regions of Leh) through four of £350 kV
VSC HVDC terminals. The project is proposed to be implemented in two phases, starting with the first phase
involving evacuation of 5 GW RE power through Pang — Kaithal HVDC link along with 12 GWh Battery Energy
Storage System (BESS), and the second phase with 5 GW through Nyoma —Kashipur HVDC link.

Decent capitalisation guidance of Rs. 17,000 crore-20,000 crore /Rs. 12,000 crore-15,000 crore for FY2022E/FY2023E
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Focus to explore new growth opportunities - To aid in earnings growth prospects

Smart metering and distribution infrastructure: Power Grid is eyeing opportunities for investment of 8-10%
of the total opportunity size of Rs. 3 lakh crore (Rs. 1.5 lakh crore each from smart metering and power
distribution infrastructure) from the revamped distribution sector scheme. The company has guided to invest
Rs. 10,000 crore-12,000 crore each in smart metering and power distribution infrastructure over the next 3-4
years with Rol threshold of 14% on its investments.

EV charging infrastructure: Power Grid has set up 16 EV charging station in seven cities (Delhi, Gurugram,
Hyderabad, Ahmedabad, Bengaluru, Kochi, and Kozhikode) and 55 EV Charging stations are under
implementation through FAME India Scheme Phase Il. Power Grid has signed an agreement for EV Charging
Station development with HPCL, CESC Mysuru, and Meghalaya and is having discussion with various Municipal
Corporations, DISCOMs, Metro Rail Authorities etc. for expanding Energy Vehicle Charging Station network.

Battery energy storage: We highlight here that the government has identified requirement of “27GW/108
GWh energy storage system, including Battery Energy Storage System (BESS) by 2030 and Power Grid is
looking for opportunities as a BESS Developer.

Transmission asset monetisation to unlock real value and provide room for higher dividend payment

The government has considered transmission assets of “28,608 circuit (ckt) for monetisation over FY2022E-
FY2025E and includes Power Grid’s transmission assets of 400 KV and above. Total assets for monetisation
constitute around 17% of the total asset base of Power Grid. The total value of transmission assets considered
for monetisation is estimated at Rs. 45,200 crore during FY2022E-FY2025E, of which Power Grid has already
monetised 5 TBCB assets worth Rs. 7,239 crore through PGInvIT in Q1FY2022. Asset monetisation would help
in unlocking value, providing capital for growth, and could result in higher dividend going forward

Government’s transmission asset monetisation plan
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Asset Monetisation done for 5 TBCB assets in Q1IFY2022

Sharekhan
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Improving dividend payout ratio

8,000
7,000
6,000
5,000

4,000

Rs crore

3,000
2,000

1,000

0]

36%

FY17
FY18

I Dividend

57%

53% 54% - 0%

- 50%

- 40%

- 30%

- 20%

- 10%

0%
3 2 S
> > >
[N . [N, [N,

Dividend payout as % of PAT

%

Source: Company, Sharekhan Research

December 01, 2021

Stock Update



Powered by the Sharekhan
3R Research Philosophy

Financials in charts

Capex to remain range bound

Decent capitalisation outlook led RE projects
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Outlook and Valuation

B Sector outlook — Regulated tariff model provides earnings visibility; Power sector reforms to strengthen
balance sheet of power companies

India’s power sector is regulated by the CERC with an availability-based earnings model (fixed RoE on power
transmission assets). Thus, the regulated tariff model provides strong earnings visibility for power transmission
companies. Moreover, the government’s power sector package of over Rs. 3 lakh crore announced in the
Union Budget would help power discoms clear dues of power generation and transmission companies. This
would reduce receivables of the power sector and strengthen the balance sheet of companies.

B Company outlook — Decent capitalisation target and robust order book provide earnings visibility

Capitalisation guidance of Rs. 17,000 crore-20,000 crore/Rs. 12,000 crore-15,000 crore for FY2022E/FY2023E
and work-in-hand pipeline of YRs. 27,500 crore, whichis likely to be completed over the next 3-4 years, provide
healthy earnings growth visibility (we expect a 12% PAT CAGR over FY2021-FY2024E). Capex guidance has

also been maintained at Rs. 7,500 crore for FY2022E and targets capex of Rs. 7,500 crore-10,000 crore for
FY2023E.

B Valuation — Maintain Buy on Power Grid with a revised PT of Rs. 240

Power Grid has a robust project pipeline worth Rs. 27,500 crore and has capitalised “Rs. 22,932 crore in the
past four quarters, which provides earnings visibility for 2-3 years. Thus, we expect a 12% CAGR in PAT over
FY2021-FY2024E along with RoE of 19.3% in FY2024E. Power Grid’s valuation of 1.4x its FY2024E P/BV (16%
discount to its average historical average one-year forward P/BV at 1.7x) is attractive, considering decent
growth, regulated RoE model, and healthy dividend yield of 6%. Hence, we maintain Buy on Power Grid with
a revised PT of Rs. 240 (the increase reflects rollover of valuation multiple to FY2024E book value).

One-year forward P/BV (x) band

3.0
2.5
22.0
>
Q
a’ 1.5
1.0
0-5 1 1 1 1 1 1 1 1 T T T T T T T T T T T T T T 1
O O «H +d N N MM N <t <t N N W W INSNIMNOW O O O © © «
— — — — — — — — i — — i — — — — i — — — N N N N
é$é$é$é8é$é$é$é$é$é$é8é$
2 a34a34a348328328=3283=323a48=2a8=2a-=24a-=22:-2
P/BV (x) Avg. P/BV (x) Peak P/BV (x) Trough P/BV (x)
Source: Sharekhan Research

December 01, 2021

Stock Update



Powered by the Sharekhan Sharekhan
3R Research Philosophy by BNP PARIBAS

About company

Power Grid is into the power transmission business with the responsibility of planning, implementation,
operation, and maintenance of inter-state transmission system and operation of the National and Regional
Load Dispatch Centres. The company’s segments include transmission, telecom, and consultancy. The
transmission segment includes extra-high voltage/high voltage (EHV/HV) networks and grid management.
The company owns and operates over 1,70,724 circuit kilometers of EHV transmission lines. Power Grid has
approximately 262 sub-stations. The company’s Smart Grid enables real-time monitoring and control of
power systems.

Investment theme

Power Grid is expected to maintain its strong growth momentum, given “Rs. 27,500 crore (including CWIP)
worth of projects pending for capitalisation, which provide healthy earnings growth visibility over the next
few years. Power Grid has a healthy RoE of 19-20% and is trading at an attractive valuation. Further, asset
monetisation over FY2023-FY2025E and lower capex could result in higher dividend payout in the coming
years.

Key Risks
* Slower-than-expected capitalisation of projects.

+ Inability to win new projects under the tariff-based competitive bidding route.

Additional Data

Key management personnel

K Sreekant Chairman and Managing Director
M. Taj Mukarrum Director — Finance
Abhay Choudhary Director — Projects

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Capital Group Cos Inc./The 8.2
2 Capital Income Builder 34
3 Nippon Life India Asset Management Ltd. 2.6
4 Vanguard Group Inc 26
5 SBI Funds Management Pvt. Ltd 2.5
6 Republic of Singapore 2.0
7 FMR LLC 1.5
8 BlackRock Inc. 1.4
9 FIL Ltd 11
10 Norges Bank 1.0

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality

Positive

Neutral
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Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significant increase in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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SRF Limited

TCI Express Limited

Transport Corporation of India Limited
Triveni Engineering & Industries Limited
Sudarshan Chemical Industries
Sumitomo Chemical India Limited
Supreme Industries

UPL

Vinati Organics Limited
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Peer Comparison

Particulars ) P/E(x) RoA (%) RoE (%)
Rs/Share| FY20E|  FY21E FY21E| FY20E| FY21E| FY20E| FY2IE
X X X X X X X
X X X X X X X X X X
X X X X X X X X X X
X X X X X X X X X

Source: Company, Sharekhan research

Peer valuation
EV/EBITDA (x) P/BV (x) RoE (%)
Particulars

FYZOE‘ FY21E‘ FY20E ‘ FY21E ‘ FY20E ‘ FY21E ‘ FY20E ‘ FY21E

X X X X X X X X X X X X
X X X X X X X X X X X X
X X X X X X X X X X X X
X X X X X X X X X X X X
X X X X X X X X X X X X
X X X X X X X X X X X X
X X X X X X X X X X X X

Source: Company, Sharekhan estimates

Peer Comparison

Particulars REiEg EV/EBITDA (x) P/BV (x) RoE (%)
FY20E| FY21E| FY20E| FY21E| FY20E| FY21E| FY20E| FY21E
X X X X X X X X X
X X X X X X X X X
X X X X X X X X X
X X X X X X X X X
X X X X X X X % X
X X X X X X X X X

Source: Sharekhan Research

Peer Comparison

. EV/EBITDA (x) RoCE (%)
Particulars
Fy21| FY22| FY23E FY21| FY22E| FY23E FY21| FY22E| FY23E
X X X X X X X X X X
X X X X X X X X X X
X X X X X X X X X X
X X X X X X X X X X
X X X X X X X X X X
X X X X X X X X X X
X X X X X X X X X X

Source: Company, Sharekhan estimates

Peer Comparison

Particulars EV/EBITDA (x) ROE (%)
FY2020E| FY2021E| FY2020E| FY2021E| FY2020E| FY2021E| FY2020E FY2021E

X X X X X X % X “
X X X X X X M % «
X X X X X X X X X
X X X X X X X X X
X X X X X X X X X
X X X X X M % "

Source: Sharekhan Research
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