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Power Grid Corporation of India Ltd
Overhang gone; earnings outlook resilient 

Power Sharekhan code: POWERGRID

Reco/View: Buy  CMP: Rs. 212 Price Target: Rs. 265 
á Upgrade  Maintain â Downgrade

Power ministry’s rejection of REC takeover by Power Grid has removed a key overhang of capital 
allocation (estimated at Rs. ~Rs. 12,972 crore based on REC’s current market capitalization) in unrelated 
business of power finance. With robust works in hand worth Rs. 52,000 crore and ISTS opportunity of Rs. 
124,148 crore over FY23-27 is expected to drive up Power Grid’s transmission capex from FY2024 and 
improve earnings growth outlook. The focus to invest in smart metering and distribution infrastructure 
to diversify the earnings stream while continued asset monetisation (target of Rs. 6,600 crore for FY23) 
would help sustain higher dividend payout and dividend yield of 6-7%. We maintain a Buy on Power Grid 
with an unchanged PT of Rs. 265. 

 � RE capacity expansion to drive core transmission business – The government’s aim to expand India’s 
renewable power capacity to ~500GW by 2030 (versus only 163 GW currently) will help Power Grid in 
playing a pivotal role for grid integration of various renewable energy zones in India by implementing 
high-capacity Green Energy Corridors. This would increase capex in transmission projects and generate 
new bids. The long-term growth outlook for the company is strong as the total work in hand for Q1FY23 was 
Rs. 52,000 crore versus Rs.  35,100 crore in Q1FY22. The CTUIL rolling plan envisages robust investment 
upto Rs. 1,24,148 crore in the ISTS over FY23-27. The management gave muted capex plan of Rs.  8,000 
crore for FY23 but we expect strong pickup in capex spends from FY24 given large investment opportunity 
in power transmission led by capex for augment RE capacity.  

 � Focus on non-transmission opportunities – to help diversify earnings and create long-term value: Power 
Grid has established a wholly owned subsidiary PowerGrid Energy Services Limited to explore various 
non-transmission business opportunities like energy management, smart meters, smart grid, energy 
storage. The initiative in smart metering is gaining traction and the company has initiated procurement 
process for 1 crore smart meters to provide end-to-end solutions and signed an MoU with MGVCL & UGVCL, 
Gujarat state discoms to implement Advanced Metering Infrastructure (AMI) System for 66 lakh meters.

 � REC takeover overhang ends; strong case for sustained high dividend payouts – Recently media reports 
indicated that Power Ministry has rejected a proposal wherein Power Grid Corporation was to buy Power 
Finance Corporation’s (PFC) 52.6% stake in REC Limited. This has removed an overhang on Power Grid as 
the acquisition would have required Power Grid to pay ~Rs. 13,013 crore (based on REC’s current market 
capitalization) in unrelated business of power finance. This coupled with the FY23 asset monetization 
target of Rs. 6,600 crore makes strong case for sustained higher dividend payout (Power Grid has 
consistently increase dividend payout to 60% in FY22 versus only 36% in FY18) and dividend yield of 6-7%.

Our Call

Valuation – Maintain Buy on Power Grid with an unchanged PT of Rs. 265: Power Grid has a robust 
project pipeline worth Rs. 26,000 crore (excluding the Leh-Kaithal project worth Rs. 26,000 crore) and has 
capitalised ~Rs. 20,695 crore in FY22, which provides earnings visibility for 2-3 years. We thus expect an 
11% CAGR in PAT over FY2022-FY2024E and RoE of ~19% in FY24E. We maintain a Buy on Power Grid with 
an unchanged PT of Rs. 265, as valuation of 1.6x FY24E P/BV seems attractive considering decent growth 
outlook, healthy RoE and dividend yield of ~6-7%. Further, monetisation of transmission assets could help 
improve dividend payout given low FY23 capex guidance of Rs. 8,000 crore.

Key Risks

1) Slower-than-expected capitalisation of projects and 2) Inability to win new projects under tariff-based 
competitive bidding route.

Valuation (Consolidated) Rs cr

Particulars FY21 FY22 FY23E FY24E

Revenue     39,640     41,616     45,570     49,899 

OPM (%)         88.3         87.9         87.0         87.0 

Adjusted PAT     13,115     13,504     14,226     16,716 

y-o-y growth (%)         18.6           3.0           5.4         17.5 

Ajusted EPS (Rs.)         18.8         19.4         20.4         24.0 

P/E (x)         11.3         11.0         10.4           8.9 

Price/ Book (x)           2.1           1.9           1.8           1.6 

EV/EBITDA (x)           7.8           7.6           6.4           5.7 

RoCE (%)         11.1         11.2         11.5         12.2 

RoE (%)         19.5         18.5         17.9         19.1 

Source: Company; Sharekhan estimates

Summary

 � Media reports indicate that the Power ministry has recently rejected the proposal for REC’s takeover 
by Power Grid. This removes overhang of investment in unrelated business and focus shifts to Power 
Grid’s strong earnings visibility given regulated RoE model. We maintain Buy on Power Grid with an 
unchanged PT of Rs. 265 as stock price correction of 15% from 52-week high and attractive valuation of 
1.6x FY24E P/BV provides investment opportunity.  

 � Large investment opportunity of up to Rs.  1,24,148 crore in interstate power transmission system (ISTS) 
over FY23-27 given the capex for RE capacity expansion and sharp rise in works in hand to Rs. 52,000 
crore (including Leh-Kaithal project worth Rs. 26,000 crore) provide scope for pick-up in Power Grid’s 
capex from FY24 and could re-rate the stock. 

 � Exploring non-transmission opportunities (has set-up PowerGrid Energy Services) in power sector like 
energy management, smart meters, smart grid, energy storage would diversify earnings stream and 
create value in the long term. 

 � Asset monetization target of Rs. 6,600 crore for FY23 and no REC takeover plan would mean sustained 
high dividend payout of ~60% (based on FY22) and dividend yield of 6-7%.
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Company details

Market cap: Rs. 1,47,984 cr

52-week high/low: Rs. 248/180

NSE volume:  
(No of shares)

128.4 lakh

BSE code: 532898

NSE code: POWERGRID

Free float:  
(No of shares)

339 cr
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RE capacity expansion + uptick in work in hands to drive transmission capex

India’s aim to expand its renewable power capacity to ~500 GW by 2030 (versus only 175 GW currently) 

provides enormous growth opportunities to expand both interstate and intra-state power transmission lines. 

Large investment opportunity of up to Rs. 1,24,148 crore (as per CTUIL’s rolling plan) in Inter-State Transmission 

System (ISTS) over FY23-27 given capex for RE capacity expansion. Moreover, Power Grid’s works in hand has 

also significantly improved to Rs. 52,000 crore (including Leh-Kaithal project worth Rs. 26,000 crore). ISTS 

opportunity and higher works in hand would address the concerns of lower capex plan as it provides scope 

for pick-up in Power Grid’s capex from FY24. 

Rolling Plan 2026-27 for Inter-State Transmission System by CTUIL Rs cr

Financial Years Ckm addition MVA addition Estimated Cost (in Rs.  crore)

FY23 10,009 49,365 27,673

FY24 6,099 52,820 19,079

FY25 9,355 84,695 29,904

FY26 4,404 23,330 20,525

FY27 2,028 6,630 26,967

Total 31,895 2,16,840 1,24,148

Source: Company, Sharekhan Research
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Focus on non-transmission businesses – to help diversify earnings stream 

Source: Power Grid FY22 Annual Report

REC takeover overhang done away; strong case for sustained high dividend pay-out

Recently media reports indicated that Power Ministry has rejected a proposal wherein Power Grid Corporation 

was to buy Power Finance Corporation’s (PFC) 52.6% stake in REC Limited. The has removed an overhang 

on Power Grid as the acquisition would have required Power Grid to pay ~Rs. 13,013 crore (based on REC’s 

current market capitalization) in unrelated business. This coupled with FY23 asset monetization target of Rs. 

6,600 crore makes strong case for sustained higher dividend payout (Power Grid has consistently increase 

dividend payout to 60% in FY22 versus only 36% in FY18) and dividend yield of 6-7%.
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Financials in charts 

Capex to remain rangebound Decent capitalisation outlook led RE projects
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Decent revenue growth PAT to clock CAGR of 11% over FY22-FY24E
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Largely stable RoE Improving RoCE trend
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Outlook and Valuation

n Sector View – 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 the power sector’s receivables and strengthen companies’ balance sheets.

n Company Outlook – Earnings visibility led by robust capitalization in last one year

Robust capitalization in the past 12 months and a work-in-hand pipeline of ~Rs. 52,000 crore provide healthy 

earnings growth visibility (we expect a 11% PAT CAGR over FY2021-FY2024E). Capex/capitalisation guidance of 

Rs. 8,000 crore/Rs. 11,000 crore each for FY2023 and FY2024 is lower than FY22 level but could pick up, given 

strong upcoming opportunities in the TBCB segment.

n Valuation – Maintain Buy on Power Grid with an unchanged PT of Rs. 265

Power Grid has a robust project pipeline worth Rs. 26,000 crore (excluding the Leh-Kaithal project worth Rs. 

26,000 crore) and has capitalised ~Rs. 20,695 crore in FY22, which provides earnings visibility for 2-3 years. We 

thus expect an 11% CAGR in PAT over FY2022-FY2024E along with RoE of ~19% in FY24E. We maintain a Buy 

on Power Grid with an unchanged PT of Rs. 265, as valuation of 1.6x FY24E P/BV seems attractive considering 

decent growth outlook, healthy RoE and dividend yield of ~7%. Further, monetisation of transmission assets 

could help improve dividend payout given low FY23 capex of Rs. 8,000 crore. 
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About company

Power Grid is into the power transmission business with the responsibility for 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. 52000 crore (including CWIP) 

worth of projects pending for capitalisation, which provides healthy earnings growth visibility over the next 

few years. Power Grid has a healthy RoE of 19% and is trading at an attractive valuation. Further asset 

monetisation over FY23E-FY25E and lower capex could result in higher dividend payout in 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 6.6

2 Life Insurance Corp of India 5.96

3 Capital Income Builder 2.6

4 Nippon Life India Asset Management 2.57

5 Vanguard Group Inc 2.43

6 Republic of Singapore 2.43

7 SBI Funds Management 2.21

8 FMR LLC 1.67

9 Blackrock Inc 1.48

10 ABRDN PLC 1.1
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.



Understanding the Sharekhan 3R Matrix

Right Sector

Positive Strong industry fundamentals (favorable demand-supply scenario, consistent 

industry growth), increasing investments, higher entry barrier, and favorable 

government policies  

Neutral Stagnancy in the industry growth due to macro factors and lower incremental 

investments by Government/private companies

Negative 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.

Right Quality

Positive Sector leader, Strong management bandwidth, Strong financial track-record, 

Healthy Balance sheet/cash flows, differentiated product/service portfolio and 

Good corporate governance.

Neutral 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

Negative 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

Right Valuation

Positive 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.

Neutral Trading at par to historical valuations and having limited scope of expansion in 

valuation multiples.

Negative 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.
Source: Sharekhan Research 
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