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NTPC Ltd

Steady growth from thermal assets; green focus to drive re-rating
Sharekhan code: NTPC
CMP: Rs. 137

€> Maintain

Power

Reco/View: Buy o

N Upgrade

Price Target: Rs. 170 o
\l/ Downgrade

Summary

¢ The recent sharp 17% fall in NTPC’s stock price from its 52-week high is unwarranted given risk-
averse earnings model and a healthy dividend yield of 5%. Also, NTPC’s market capitalisation
ignores long-term value creation from large renewable energy (RE) expansion plans. We maintain
a Buy on NTPC with an unchanged PT of Rs. 170; FY24E P/BV attractive at 0.9x.

¢ NTPC’s standalone regulated equity base would clock a 12% CAGR over FY22-24E led by robust
commercialization plan of 5GW/6GW in FY23E/FY24E. This coupled with sustained high plant
load factor (PLF) for thermal assets and better coal availability (captive coal production grew
27% y-o-y to 14 mt in FY22) to drive 16% CAGR in standalone PAT over FY22-24E along with
decent RoE of “14%.

+ Strong operating cash flows (up 31% y-o-y to Rs. . 35,388 crore in FY22) and low cost debt (high
credit rating) to help drive transition towards RE capacities (60GW target by FY32 or 46% of
capacity versus 3% currently), which would create significant value and drive re-rating besides
addressing ESG concerns for NTPC.

+ Potential monetisation of NTPC Green Energy Limited through induction of strategic investor and
an IPO at a later stage could unlock value from RE business.

We believe that NTPC Limited is one of the safest bets in large cap space given is its risk-averse
business model and strong earnings growth outlook (expect 16% PAT CAGR over FY22-24E) even
as current macro headwinds persist. Earnings growth would be supported by double digit growth
in regulated equity base as NTPC plans to commercialise 56W/6GW of capacities in FY23E/FY24E.
NTPC is focused on making a shift toward green energy with target of 1I5G6W/60GW of RE generation
capacity by FY26/FY32 or 46% of 130 GW of power generation capacity by FY32 versus only 3% (or
1.8 GW) in FY22. NTPC’s thermal power assets are generating strong operating cash flows (annual
average operating cash flow of Rs. 23,887 crore over FY18-22) and thus NTPC is well-placed for
transition towards RE portfolio. Potential monetisation of NTPC Green Energy Limited could help
unlock value and accelerate investment in RE. We maintain Buy on NTPC with an unchanged PT of
Rs. 170.

+ Steady earnings growth outlook given regulated RoE model: NTPC has guided to commercialise
5GW/6GW of new capacities in FY23E/FY24E, out of which 1.5GW/0.95GW will be for RE capacity.
Additionally, due to the recent power supply crisis, NTPC plans to add 6GW of thermal power
capacity at an estimated capex of Rs. 60,000 crore in the next 2-3 years. This means that NTPC
would have 13-14 GW of thermal power capacities under implementation and the same would drive
12% CAGR in standalone regulated equity base over FY22-24E and reach Rs. . 88,723 crore by FY24E
versus Rs. 70,890 crore in FY22. The regulated tariff model assures that NTPC will earn fixed RoE
of 15.5% on power project equity and thus provides strong earnings growth visibility over FY22-24E.

+ Focus on RE expansion to drive long term growth: NTPC has an operational RE portfolio of 1.8 GW,
3.4 GW under construction and 2.8GW under tendering. NTPC expects RE portfolio to expand to
15GW/60GW by FY26/FY32. Although, the transition towards cleaner energy would be achieved over
next decade but is crucial to improve ESG score and drive the next leg of growth and re-rating for the
company. Strong operating cash flows (annual average operating cash flow of Rs. 23,887 crore over
FY18-22) and low cost of debt (5.94% given high credit rating) to help fund investment in RE capacities
and generate adequate IRR.

+ Potential IPO for NTPC Green Energy to unlock value; Strong cashflows to support dividend
payout: The company has created separate subsidiary NTPC Green Energy Limited and will transfer
all RE assets to it post clarity on taxation. NTPC plans to monetize RE through an IPO or induction of
strategic investors and eyeing monetisation of some assets in FY23. NTPC’s standalone operating
cash flow grew strongly by 31% y-o-y to Rs. 35,388 crore in FY22 and the same is expected to remain
strong and thus we expect sustained high dividend payout (at 42% in FY22).

Our Call

Valuation — Maintain Buy on NTPC with an unchanged PT of Rs. 170: NTPC'’s risk-averse regulated
business model provides earnings growth visibility/RoE improvement and RE expansion would drive
gradual re-rating of the stock as it would allay concern on the ESG front. Additionally, potential
monetisation of its RE business could further improve shareholders’ returns in the coming years. A
valuation of 0.9x FY24E P/BV is attractive given a steep discount of 39% to historical average one-year
forward P/BV multiple of 1.5x and a healthy dividend yield of “5%. Hence, we maintain a Buy on NTPC
with an unchanged PT of Rs. 170.

Key Risks

Lower-than-expected commercial capacity additions amid delay in projects due to COVID-19 and coal
availability shortages could affect earnings. Moreover, any write-off related to dues from discoms could
affect valuations.

Valuation (Standalone) Rs cr
Revenue 99,207 116,137 1,29,360 1,42,715
OPM (%) 29.0 291 316 31.8
Adjusted PAT 14,218 14,701 17794 19,646
% YoY growth 16.8 3.4 21.0 10.4
Adjusted EPS (Rs.) 147 15.2 18.4 20.3
P/E (x) 9.4 9.1 7.5 6.8
P/B (x) 11 1.0 1.0 0.9
EV/EBITDA (x) 10.2 8.9 76 6.8
RoNW (%) 12.2 1.9 13.4 13.8
RoCE (%) 7.9 8.8 10.6 10.8

Source: Company; Sharekhan estimates
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Robust commercialisation plan of 5GW/6GW for FY23E/FY24E; Aggregate 13-14GW of thermal project
under implementation

NTPC has guided to commercialise 5GW/6GW of new capacities in FY23E/FY24E, out of which 1.5GW/0.95GW
will be for RE capacity. Additionally, due to recent power supply crisis, NTPC plans to add 6GW of thermal
power capacity at an estimated capex of Rs. 60,000 crore over next 2-3 years. This means that NTPC
would have 13-14 GW of thermal power capacities under implementation. NTPC’s CWIP ratio has improved
considerably since FY2020 and stood at 28% in FY22 and we expect the same to further improve to 24%
by FY2024E led by accelerated commercialisation of new capacities. This would free-up equity blocked in
CWIP and the same would start earnings regulated returns. We thus expect standalone regulated equity to
clock 12% CAGR over FY22-24E and reach “Rs. 88,723 crore by FY24E versus Rs. 70,891 crore in FY22. The
regulated tariff model assures that NTPC will earn fixed RoE of 15.5% on power project equity and thus we
expect strong earnings of 16% CAGR over FY22-24E.

Reversal in CWIP ratio - A key growth driver as new projects starts earnings regulated RoE
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NTPC’s standalone PAT to clock 16% CAGR over FY22-24E led

Robust expansion in standalone regulated equity base by accelerated commercialization
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RE capacity target of 60GW by FY32E - drive next leg of growth; m-cap doesn’t factor large RE capacity
expansion plan

The Indian government has plans to increase India’s RE capacity to 1775GW/450GW by 2022/2030 versus
101GW currently. Thus, NTPC has also framed out a clear plan to increase its total RE capacity to 15GW/60GW
by FY26E/FY32E versus only 1.8GW in FY2022. NTPC aims to have 46% of power generation capacity from
RE projects versus only 3% as of March 2022.

NTPC has an operational RE portfolio of 1.8 GW, 3.4 GW under construction and 2.8GW under tendering and
transition towards cleaner energy (RE capacity target of 60 GW by FY32E) would be achieved over next decade
but is crucial to improve ESG score and drive the next leg of growth and re-rating for the company. Strong
operating cash flows annual average operating cash flow of Rs. . 23,887 crore over FY18-22) and low cost of
debt (5.94% given high credit rating) to help fund investment in RE capacities and generate adequate IRR.

NTPC is well-placed to gain from steady earnings from thermal assets and RE expansion. A P/BV ratio of 1.5x
for thermal projects gives valuation of “Rs. 133,084 crore (close to current market capitalisation) and indicates
negligible value for large renewable energy (RE) expansion plans.

Strong cash flow generation to aid transition towards RE capacity
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Financials in charts

Commercialisation to remain strong over FY22-24E

Regulated equity base to grow at 12% CAGR over FY22-24E
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Outlook and Valuation

B Sector View — Regulated tariff model provides earnings visibility; power sector reforms to strengthen
companies’ balance sheets

India’s power sector is regulated by the CERC with an availability-based earnings model (fixed RoE on
power generation assets) and, thus, the regulated tariff model provides strong earnings visibility for power-
generation companies. Additionally, with improved coal stocks at thermal power plants, plant availability
factor (PAF) has improved and, thus, we expect FC under-recoveries to decline for power companies. Moreover,
the government’s power sector package of over Rs. 3 lakh crore would help power discoms clear dues of
power generation and transmission companies. This would reduce power sector’s receivables and strengthen
companies’ balance sheet.

B Company Outlook — Strong commercialisation target to drive 16% CAGR in PAT over FY2022-FY2024E

NTPC aims to add more than 5 GW of new commercial capacities annually in the next couple of years, which
we believe would drive a decent 12%/16% CAGR in regulated equity/PAT over FY22-24E. The management
has guided for robust growth in regulated equity, which makes us optimistic about the strong earnings growth
potential for NTPC over the next couple of years. Moreover, a potential reduction in overdue amount from

discoms would strengthen NTPC’s balance sheet.
B Valuation — Maintain Buy on NTPC with an unchanged PT of Rs. 170

NTPC'’s risk-averse regulated business model provides earnings growth visibility/RoE improvement and RE
expansion would drive gradual re-rating of the stock as it would allay concern on the ESG front. Additionally,
potential monetisation of its RE business could further improve shareholders’ returns in the coming years.
A valuation of 0.9x FY24E P/BV is attractive given a steep discount of 39% to historical average one-year
forward P/BV multiple of 1.5x and a healthy dividend yield of “5%. Hence, we maintain a Buy on NTPC with

an unchanged PT of Rs. 170.
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About company

NTPC, established in 1975, is India’s largest power generation company in India with an installed capacity of
68302 MW as of March 31, 2022. NTPC accounted for 17% and 23% in India’s installed power capacity and
generation, respectively. The company plans to add “20 GW of power capacity in the next five years. NTPC
also provides consultancy services to entities in the power domain and is engaged in power trading through
its subsidiary.

Investment theme

NTPC is expected to commercialise new capacities of >5 GW annually over the couple of years and the same
is expected to drive double-digit CAGR n regulated equity base. Thus, we expect strong earnings growth
momentum to continue as NTPC earns 15.5% RoE on regulated equity. Moreover, with improvement in PAF
of coal-based power plants, the company’s fixed cost under-recoveries are expected to decline in FY2022.
NTPC is trading at an attractive valuation and offers a healthy dividend yield.

Key Risks
+ Lower-than-expected additions to commercial capacity.

¢ Coal shortage could affect earnings.

* Any write-off related to dues from discoms could impact valuation.

Additional Data

Key management personnel

Gurdeep Singh Chairman and Managing Director
Anil Kumar Gautam Director — Finance
Chandan Kumar Mondol Director — Commercial

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 HDFC Asset Management Co Ltd 4.8
2 DSP Investment Managers Pvt Ltd 4.2
3 Aditya Birla Sun Life Trustee Company Pvt Ltd 2.6
4 Aditya Birla Sun Life Asset Management 2.5
5 Vangaurd Group Inc/The 21
6 TRIVEDI SHIVANI TEJAS 1.8
7 Kotak Mahindra Asset Management Co. Ltd 1.6
8 Goldman Sachs Group Inc/The 1.6
9 TRIVEDI TEJAS B 1.6
10 Canara Robeco Asset Management Co. Ltd 1.2

Source: Bloomberg (Old data)

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

Negative

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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confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may receive
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has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document 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 document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the views
expressed in this document accurately reflect his or her personal views about the subject company or companies and its or their
securities and do not necessarily reflect those of SHAREKHAN. The analyst and SHAREKHAN further certifies that neither he or his
relatives or Sharekhan associates has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in
the securities of the company at the end of the month immediately preceding the date of publication of the research report nor have
any material conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company.
Further, the analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and
no part of the analyst’s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in
this document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either, SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-67502000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, The Ruby, 18th Floor, 29 Senapati Bapat Marg, Dadar (West), Mumbai — 400 028,
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Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.
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