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CESC Ltd

Steady Q2 growth; renewed focus on RE a positive
Sharekhan code: CESC
CMP: Rs. 89

€ Maintain

Power

Reco/View: Buy o
N Upgrade

Price Target: Rs. 105 N
\l/ Downgrade

Summary

¢ Q2 consolidated PAT grew by 14% y-o-y to Rs. 348 crore, supported by solid earnings
from Haldia/Dhariwal/ Crescent Power, offsetting a 5% y-o-y decline in standalone
earnings.

+ RJDF posted a loss of Rs2 crore (versus Rs17 crore PAT in Q1FY24) due to marginal loss
at Kota DF, while Bharatpur/Bikaner DF posted a positive PAT. Haldia/Dhariwal PLF was
strong at 95%/91% in Q2FY24.

¢ CESC's plan to explore investment opportunities in RE generation (up to 3GW) is the
right decision as it would support growth.

* We retain Buy on CESC with a revised PT of Rs. 105. Valuation of 0.9x/0.8x FY25E/FY26E
P/BV is attractive, and stock offers healthy dividend yield of ~5%. Turnaround of power
distribution businesses could create value.

CESC’s Q2FY24 consolidated revenues, operating profit and PAT, grew strongly by
10%/19%/14% y-o-y to Rs. 4,713 crore/Rs. 1,007 crore/Rs. 348 crores led by solid
earnings growth from subsidiaries, which offset a 5% y-o-y decline in standalone PAT
to Rs230 crore given rise in depreciation offsetting 5% y-o-y increase in power sales
volume to 3117 million units. Robust performance of subsidiaries - 1) Haldia Energy
PAT grew by 20% y-o-y to Rs66 crore, led by a higher PLF of 94.9% versus 83.2% in
Q2FY23, 2) Dhariwal Infrastructure posted 55% y-o-y PAT growth to Rs68 crore led
the higher rise in volume (1120 million units, up 22% y-o-y) and higher power price on
energy exchanges, 3) higher PAT of Rs15 crore (up 50% y-o-y) from Crescent Power,
4) RJ DF posted lower loss of Rs2 crore (versus Rs24 crore in Q2FY24) although versus
PAT of Rs17 crore in Q1FY24. Bharatpur/Bikaner DF posted positive PAT but Kota DF
registered minor loss in Q2FY24. Nodia distribution profits declined by 10% y-o-y to
Rs. 37 crore.

Key positives

¢ Haldia/Dhariwal PAT was up 20%/55% y-o-y.
Key negatives

¢ Malegaon/RJ DF’s losses at Rs28 crore/Rs2 crore.

Revisioninestimates - \We maintain our FY24/FY25 earnings estimates and have introduced
our FY26 earnings estimate.

Our Call

Valuation - Maintain Buy with a revised SoTP-based PT of Rs. 105: CESC is a play on
investment and turnaround of the power distribution business and earnings are expected
to gradually improve over the coming years. Valuation is attractive at 0.9x/0.8x its FY2025E/
FY2026E P/BV, and the stock offers a healthy dividend yield of ~5%. Hence, we maintain a
Buy on CESC with a revised SoTP-based PT of Rs. 105.

Key Risks

Sustained losses in distribution franchisees for an extended period and lower utilisation at
the Chandrapur plant.

Valuation (Standalone) Rs cr
Particulars | Fv22|  FY23|  FY24E| __ FY25E| _ FY26E|
Revenue 7,294 8,087 8,684 9,120 9,434
OPM (%) 153 17.0 17.5 18.5 18.5
PAT 816 811 959 1,082 1,122
% y-o-y growth 0.2 (0.6) 18.3 12.8 37
EPS (Rs.) 6.2 6.1 7.2 8.2 8.5
P/E (x) 129 13.0 11.0 9.7 9.4
P/B (x) 1.1 1.0 0.9 0.9 0.8
EV/EBITDA (x) 15.8 114 9.8 8.4 7.7
RoCE (%) 6.7 6.7 7.8 8.3 8.2
RoE (%) 8.2 7.9 8.9 9.4 9.1

Source: Company; Sharekhan estimates
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Strong Q2 consolidated earnings growth

Q2FY24 consolidated revenues, operating profit and PAT, grew strongly by 10%/19%/14% y-o-y to Rs. 4,713 crore/
Rs. 1,007 crore/Rs. 348 crore led by strong earnings growth from subsidiaries, which offset a 5% y-o-y decline in
standalone PAT to Rs230 crore, given a rise in depreciation offsetting a 5% y-o-y increase in power sales volume to
3117 million units.

The robust performance of subsidiaries — 1) Haldia Energy PAT grew by 20% y-o-y to Rs66 crore led by a higher PLF of
94.9% versus 83.2% in Q2FY23, 2) Dhariwal Infrastructure posted 55% y-o-y PAT growth to Rs68 crore led higher rise
in volume (1120 million units, up 22% y-o0-y) and higher power price on energy exchanges, 3) higher PAT of Rs15 crore
(up 50% y-o0-y) from Crescent Power, 4) RJ DF posted lower loss of Rs2 crore (versus Rs24 crore in Q2FY24) although
versus PAT of Rs17 crore in Q1FY24. Bharatpur/Bikaner DF posted positive PAT, but Kota DF registered a minor loss in
Q2FY24. Nodia distribution profits declined by 10% year-to-year to Rs37 crore. Malegaon DF loss was at Rs28 crore
versus Rs29 crore in Q2FY23.

Results (Standalone) Rs cr
Particulars | Q4FY22 | Q4FY21 | YoY(%) | Q3FY22| QoQ(%)
Revenue 2,737 2,473 10.7 2,735 0.1
Total expenditure 2,125 1,943 9.4 2,181 (2.6)
Operating profit 612 530 15.5 554 10.5
Other Income 47 48 (2.1) 21 123.8
Depreciation 178 119 49.6 179 (0.6)
Finance Cost 176 148 18.9 181 (2.8)
PBT 305 311 (1.9) 215 41.9
Tax 75 68 10.3 45 66.7
Reported PAT 230 243 (5.3) 170 35.3
EPS (Rs.) 17.3 18.3 (5.3) 12.8 353
Margin (%) bps bps
OPM (%) 224 21.4 93 20.3 210
NPM (%) 9.4 10.7 -134 6.7 266
Tax Rate (%) 24.6 21.9 273 20.9 366

Source: Company; Sharekhan Research

Financial performance of key subsidiaries Rs cr
. Revenue ‘ PAT
Farticulars Q2FY24| Q2FY23 | Q2FY24| Q2FY23
Haldia Energy 537 458 66 55
Dhariwal Infrastructure 530 449 68 44
Crescent Power 46 39 15 10
Noida Power 712 674 37 41
Kota/Bharatpur/Bikaner 591 529 -2 -24
Malegaon 160 148 -28 -29

Source: Company; Sharekhan Research
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Results (Consolidated) Rscr
Pariculars Qa2 QP23 yoy(0 QU124 qoa%)
Revenue 4,713 4,270 10.4% 4,574 3.0%
Total expenditure 3,706 3,423 8.3% 3,586 3.3%
Operating profit 1007 847 18.9% 988 1.9%
Other income 62 64 -3.1% 59 5.1%
Depreciation 303 221 37.1% 300 1.0%
EBIT 766 690 11.0% 747 2.5%
Interest 305 274 11.3% 308 -1.0%
PBT 461 416 10.8% 439 5.0%
Tax 98 97 1.0% 71 38.0%
PAT 363 319 13.8% 368 -1.4%
Minority interest 15 14 7.1% 21 -28.6%
Reported PAT post MI 348 305 14.1% 347 0.3%
Reported EPS 2.6 2.3 14.1% 2.6 0.3%
Margin (%) bps bps
OPM 21.4 19.8 153 21.6 -23
NPM 7.4 7.1 24 7.6 -20
Tax rate 21.3 233 -206 16.2 509

Source: Company; Sharekhan Research

Generation business - operational performance

Capacity
(nMIwW) Sent Out PLF 2% PLF 25
Units

Budge Budge Generating 1415 92.7%% 1240 81.6%26
Station
Southern Generating Station 135 206 76% 23 85%
- 600 1162 94 .9%% 1012 83.2%%
Haldia Energy
Dhariwal Infrastructure SRS L2200 20 =— =L LT
40 65 84% 64 832
Crescent Power
is8 6.8 21.79% 6.7 21.5%26

Solar (TN)

Source: Company

Distribution business — operational performance

Q2FY 24 Q2Z2FY 23
TE&D Revenue T&D
Loss (Rs. Crs) Loss 26 =
%

CESC Kolkata 3117 7.61%6 * 2495 2959 7.98%% * 23311
MNoida Power 953 8.65 712 853 8.29 674
Kota DF 392 16.53 302 410 A bty i 285
Bharatpur DF o3 11.20 Fird 82 12.40 60

Bikaner DF 249 14.80 217 217 16.55 184
Malegaon DF 205 40.3% 160 184 40.3% 148

Source: Company

November 09, 2023 3

Stock Update



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

Outlook and Valuation
B Sector Outlook - The regulated tariff model provides earnings visibility for power-generation companies

The Central Electricity Regulatory Commission (CERC) regulates India’s power sector through an availability-based
earnings model (i.e., fixed RoE on power-generation assets). Thus, the regulated tariff model provides strong earnings
visibility for power-generation companies like CESC. Better power demand (except for April-May 2021, given the
lockdown, yet the situation is better than last year) would drive up PLFs for power-generation companies and better
PLF incentive income. Additionally, receivables of power-generation companies are likely to reduce in FY2022 as an
economic recovery would result in the timely receipt of dues from customers.

B Company Outlook - Steady performance by standalone biz, the turnaround of subsidiaries to improve
consolidated earnings

Recovery in earnings from standalone operations given strong power demand, lower losses at distribution franchisees
led by lower T&D losses, and higher utilisation at Dhariwal Infrastructure and potential turnaround of Rajasthan/
Malegaon DF are expected to improve the consolidated earnings of CESC over FY2024E-FY2026E.

H Valuation — Maintain Buy with a revised SoTP-based PT of Rs. 105

CESCiis a play on investment and turnaround of the power distribution business and earnings are expected to gradu-
ally improve over the coming years. Valuation is attractive at 0.9x/0.8x its FY2025E/FY2026E P/BV, and the stock offers
a healthy dividend yield of ~5%. Hence, we maintain a Buy on CESC with a revised SoTP-based PT of Rs. 105.

SoTP-based PT of Rs. 105

Particulars ‘ Value (Rs/share) ‘ Methodology

Standalone business 63 9x FY26E EPS

Haldia 18 2x regulated equity of ~Rs1150 crore

Dhariwal 15 2x regulated equity of ~Rs1000 crore

Crescent Power 1 6.5x FY23 PAT for 67.8% stake

Noida 5 2.5x regulated equity of ~Rs400 crore for 72.73% stake
DF 3 1x Investments

Price target 105

Source: Company; Sharekhan Research
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About the company

CESC started operations in 1899. The company is a fully integrated power utility company. The company is the sole
electricity distributor within 567 sq. km of Kolkata and Howrah and serves 3.3 million consumers (including domestic,
industrial, and commercial users). The company owns and operates three thermal power plants with a generation
capacity of 1,125 MW for its Kolkata distribution business. Additionally, CESC has independent power plants at Haldia
(600 MW) and Chandrapur (600 MW), along with renewable energy (174 MW wind projects). CESC has a distribution
license within 335 sq. km of Noida and serves 82,000 consumers. The company also has distribution franchisees in
three cities of Rajasthan (Kota, Bikaner, and Bharatpur - all are operational) and one city in Maharashtra (Malegaon —
operations expected to start soon).

Investment theme

CESC has stable earnings contributions from standalone operations with regulated power generation and distribution
businesses getting assured RoE of 15.5% on generation assets and 16.5% for distribution assets. Reducing loss at
Dhariwal Infrastructure and Rajasthan DF makes CESC an attractive investment proposition. CESC's valuation is also

appealing.

Key Risks
¢ Delay in signing of long-term PPA for Chandrapur plant.

¢ Sustained losses in DF for an extended period.

Additional Data

Key management personnel

Sanjiv Goenka Chairman

Rajarshi Banerjee Chief Financial Officer

Rabi Chowdhury Managing Director — Generation
Debasish Banerjee Managing Director - Distribution

Source: Company Website

Top 10 shareholders

Sr.No. Holder Name Holding (%)
1 SBI Funds Management Ltd 5.8
2 HDFC Asset Management Co Ltd 4.1
3 Life Insurance Corp of India 34
4 ICICI Prudential Asset Management 2.8
5 Massachusetts Financial Services C 2.3
6 ICICI PRUDENTIAL INDIA OPP 2.3
7 Sprott Resource Lending Corp 2.2
8 UTI Asset Management Co Ltd 1.7
9 Vanguard Group Inc/The 1.9
10  BlackRock Inc 1.1

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

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 commaodity 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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addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation and any review, retransmission,
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Recommendation in reports based on technical and derivatives analysis is based on studying charts of a stock’s price movement, trading volume,
outstanding positions, as opposed to focusing on a company’s fundamentals and as such, may not match with a report on acompany’s fundamentals.
However, this would only apply for information/document focused on technical and derivatives research and shall not apply to reports/documents/
information focused on fundamental research.

This information/document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may receive this report
at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this information/report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN 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 recommendations/ reports that are inconsistent with and
reach different conclusions from the information presented in this recommendations/report.

This information/recommendation/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 might have dealt or traded directly or indirectly in securities of the company and that all 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 either he or his relatives or Sharekhan associates might have
direct or indirect financial interest or might 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. The analyst and SHAREKHAN encourages independence in research
report/ material preparation and strives to minimize conflict in preparation of research report. The analyst and SHAREKHAN does not have any
material conflict of interest or has not served as officer, director or employee or engaged in market making activity of the company. The analyst and
SHAREKHAN has 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 Ltd 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.

Forward-looking statements (if any) are provided to allow potential investors the opportunity to understand management’s beliefs and opinions in
respect of the future so that they may use such beliefs and opinions as one factor in evaluating an investment. These statements are not a guarantee
of future performance and undue reliance should not be placed on them. Such forward-looking statements necessarily involve known and unknown
risks and uncertainties, which may cause actual performance and financial results in future periods to differ materially from any projections of
future performance or result expressed or implied by such forward-looking statements. Sharekhan/its affiliates undertakes no obligation to update
forward-looking statements if circumstances or management’s estimates or opinions should change except as required by applicable securities
laws. The reader/investors are cautioned not to place undue reliance on forward-looking statements and use their independent judgement before
taking any investment decision.

Investment in securities market are subject to market risks, read all the related documents carefully before investing. The securities quoted are for
illustration only and are not recommendatory. Registration granted by SEBI, and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors.

Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com
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