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NTPC Ltd
Strong growth visibility; RE key re-rating catalyst

Power Sharekhan code: NTPC

Reco/View: Buy o CMP: Rs. 258 Price Target: Rs. 300 N
/]\ Upgrade € Maintain \l/ Downgrade

Summary

¢ NTPC plans to add 11.2 GW (apart from U/C capacity of 10 GW) of thermal power capacity beyond FY26
provides strong earnings growth visibility. A new thermal capacity addition amid rising peak power
deficit could act as key re-rating catalyst as its valuations of 1.5x FY26E P/BV remain reasonable despite
sharp run-up in the stock price.

¢ REexpansion plan of 20GW/60GW by FY26E/FY32E and focus on new areas of in green hydrogen/battery
storage would diversify earnings, improve ESG ratings and could add significantly to earnings as well as
investors’ returns going forward.

¢ Upcoming review of power tariff requlations would be keenly eyed although we do not see material
change in regulated RoE of 15.5% for power gencos given MoP’s target to add 80 GW of thermal power
capacities.

¢ We maintain a Buy on NTPC with a revised PT of Rs. 300 on strong earnings growth visibility, reasonable
valuations and healthy dividend yield of ~3-4%.

NTPC is our top pick in the power sector, given its strong earnings growth visibility (expect 11% PAT
CAGR over FY23-26E; RoE of 14%), attractive valuation of 1.5x FY26E P/BV and a healthy dividend yield
of 3-4%. NTPC is play on improving capex outlook for thermal power capacities (Ministry of Power
aims to add 80 GW of thermal capacities by 2031-32) and focus on RE transition. Moreover, we believe
that power tariff regulation to remain unchanged (regulated RoE of 15.5%) given the government’s
focus to encourage addition of thermal capacities amid rising peak power demand-supply deficit. We
maintain our Buy rating on NTPC with a revised PT of Rs. 300.

+ Thermal business in sweet spot: Robust power demand outlook for the next couple of years would
mean rise in peak power demand-supply deficit and having that in view, the Ministry of Power (MoP) has
set a target to add a massive 80 GW of new thermal power capacities by 2031-32. We believe that NTPC
would benefit the most from the government focus to ensure reliable 24x7 power supply given its plan to
add new thermal power capacities. We highlight here that NTPC has under-construction thermal power
capacities to the tune of 10 GW (expected to be commissioned by FY26) and plans to add another 11.2 GW
of thermal power capacities beyond FY26. Assuming the current regulated RoE model to be continued
going forward would drive strong double-digit growth in NTPC's regulated equity base over FY23-26E
and provides visibility of earnings growth (expect 11% PAT CAGR over FY23-26E) and cashflows.

¢ REportfolioto grow manifold and diversify earnings: NTPC plans to take its RE capacity to 20GW/60GW
by FY26E/FY32E, which translates into a massive growth of 6x/18x as compared current RE capacity of only
3.3 GW. NTPC has 6.2 GW of RE projects under construction and 11 GW in different stages of planning.
The RE capacity addition would mean a capitalisation of Rs. 85,000-90,000 crore over the next three years
up to FY26. Along with RE capacity addition and focus on new areas of green hydrogen/battery storage
would diversify earnings stream, improve ESG rating and could add significantly to earnings in medium
to long term.

¢ Strong cashflows to support dividend payout; strong growth from subsidiaries/JVs: NTPC
has strong standalone operating cash flows - Rs. 35,399 crore in FY23 and Rs. 22,038 crore in H1FY24
respectively. High cash flows would help sustain a historical high dividend payout of >40%. Moreover,
NTPC's subsidiaries and JV are performing well with PAT of Rs. 1117 crore/Rs. 1082 crore, up 29%/9x y-o-y
when compared to PAT of Rs. 868 crore/Rs. 121 crore in H1FY23.

Our Call

Valuation - Maintain Buy on NTPC with a revised PT of Rs. 300: 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 concerns on the ESG front. Additionally, a potential IPO for its RE business could
further improve shareholder returns in the coming years. Valuation of 1.5x FY26E P/BV is attractive, and stock
offers healthy dividend yield of ~3-4%. Hence, we maintain a Buy on NTPC with a revised PT of Rs. 300 (higher
valuation for core thermal power business).

Key Risks
1) Lower-than-expected commercial capacity additions amid delay in projects and coal availability shortages
could affect earnings, 2) Slower-than-expected ramp-up of RE projects and aggressive tariff bidding to win

RE projects, 3) Any unfavourable change in regulated returns, 4) Any write-off related to dues from discoms
could affect valuations.

Valuation (Standalone) Rscr
Particulars | Fv22|  FY23|  FY24E| __ FY25E| _ FY26E|
Revenue 1,16,137 1,63,770 1,74,923 1,92,706 2,09,637
OPM (%) 29.1 26.4 25.3 25.5 25.0
Adjusted PAT 14,701 16,314 18,621 21,154 22,240
% YoY growth 34 11.0 14.1 13.6 5.1
Adjusted EPS (Rs.) 15.2 16.8 19.2 21.8 229
P/E (x) 17.0 15.3 134 11.8 11.2
P/B (x) 2.0 1.8 1.7 1.6 1.5
EV/EBITDA (x) 124 10.0 9.7 8.6 8.0
RoNW (%) 11.9 12.2 13.0 13.7 135
RoCE (%) 8.8 10.5 10.0 10.6 10.5

Source: Company; Sharekhan estimates
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Rising peak power demand-supply deficit - necessitates addition of thermal power capacities; NTPC key
beneficiary

India’s power demand rose 7% y-o-y during April-September 2023 and the power demand growth is expected to
remain strong going forward and the requirement for the same may not be solely met through renewable energy
sources. This necessitates addition of thermal power capacities to meet power demand for India’s economic growth.
Hence, the MoP has set a target to add 80 GW of thermal power capacities by 2031-32. Moreover, India’s rising peak
power demand-supply deficit and focus on energy security provides scope for growth in conventional thermal power
capacities over the coming years. We expect NTPC to add a large part of the requirement of thermal capacities given
its strong legacy in the thermal power operation and de-focus of IPPs from conventional power.

India peak power deficit in YTDFY24 to support thermal capacity addition

Capacity (GW) | YTDFY24
Total Capacity 426
Less: Nuclear 7
Less: Hydro 47
Less: Other Renewable 132
Thermal capacity available 239
Peak Demand 243
Peak Demand Met 240
Peak deficit 3

Source: CEA; Media articles; Sharekhan Research

Peak power demand deficit has increased to 4% over FY17-23
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NTPC Thermal power commercialisation plan - 10 GW/11.2 GW by FY26/beyond FY26 provides earnings
visibility

NTPC has a well-planned strategy with 10 GW (under construction) of thermal power capacities to be commissioned
by FY26 at a capitalisation of ~Rs. 80,000 crore. Apart from this, the company plans to add another 11.2 GW of thermal
power capacities beyond FY26. This mean on an average NTPC would add 3.6 GW of new thermal power capacities
over next 6 years. We believe that this would drive strong double digit growth in NTPC’s regulated equity base over
FY23-26E and reach >Rs. 100,000 crore on standalone basis. Core thermal power business earns regulated RoE of
15.5% and thus we strong earnings growth visibility (11% CAGR over FY23-26E) for NTPC.
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NTPC eyes strong growth across parameters by FY26E
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NTPC plans to expand its capacity to 130+ GW by FY32
1,30,000 +
73,024
39,513
17,463
Installed Capacity Under Construction Under feasibility & balance Total by 2032

Snapshot of Projects Under Construction

Coal 9,300 Ultra Super Critical 6,640 NTPC 6,569
Hydro 2,255 Super Critical 2,640 Domestic JVs 10,234
RE 5,908 Sub Critical 20 International JV 660
Total 17,463 Total 9,300  Total 17,463

Source: Company
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RE capacity target of 60GW by FY32E; focus on green hydrogen/battery storage

NTPC has a roadmap to increase its total RE capacity to 20GW/60GW by FY26E/FY32E versus only 3.3GW currently.
The RE expansion to 60GW would mean significant transition toward green energy as 46% of NTPC's power
generation capacity would from RE projects by 2032 versus only 4.5% currently. NTPC has 6.2 GW of RE projects under
construction and 11 GW under different stages of planning. Along with RE capacity addition and focus on new areas
of green hydrogen/battery storage would diversify earnings stream, improve ESG rating and could add significantly
to earnings in medium to long term.

Clear focus for transition from coal to green energy

2023

Integrated
Energy
Company

enewables/
Hydro

Source: Company

NTPC RE capacity expansion target of 20 GW/60 GW by FY26E/FY32E
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NTPC has visibility to ramp-up RE capacity to 20 GW by FY26

Sharekhan

NTPC RE@PRESENT GwW
Installed 3.3
Under Construction 5.9
Under Pipeline 10.8
(Bids won/ Bilateral tie-ups)

Total 20.0

60 GW
Renewable
Capacity by
2032

Source: Company

Focus to develop green ecosystem

Green Hydrogen
® First Green hydrogen blending with Piped

Natural Gas project commissioned in Gujarat

® First Green Hydrogen Mobility project under

implementation at Leh and another at Delhi

®*  MoU with Indian Army for setting up Green
Hydrogen Projects in its establishments

Green Chemicals/Fuel
®* MOU with GACL and NFL for synthesizing
Green Ammonia & Green Methanol

=  MOU with Tecnimont to explore commercial
scale green methanol production at NTPC

*  MOU with Chempolis for exploring the setting

up of bamboo based biorefinery

Carbon Capture & Utilization (CCU)
Setting up 10 TPD Flue Gas CO2 to Methanol
demonstration plant at NTPC Vindhyachal

Development of Indigenous Catalyst for
hydrogenation of CO2 to Methanol by NETRA

Setting up 10 TPD Flue gas CO2 to Ethanol
demonstration plant at NTPC Lara

Hydrogen Hub
Conceptualised setting up of a Green
Hydrogen Hub near Visakhapatnam

Involves Manufacturing facility for Hydrogen
related equipment and production & export
of Green Hydrogen

MOU with govt. of AP signed, project DPR
and execution strategy under finalisation

Source: Company
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Financials in charts

Commercialisation to remain strong over FY24E-26E
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Regulated equity base to grow at 10% CAGR over FY23-26E
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Outlook and Valuation

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

India’s power sector is regulated by the CERC on 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 fixed cost under-recoveries to decline for power companies. Moreover, the government’s power sector
package of over Rs. 3 lakh crore in the Budget would help power discoms clear dues of generation and transmission
companies. This would reduce power sector’s receivables and strengthen companies’ balance sheet.

B Company Outlook - Strong commercialisation to drive 11% CAGR in PAT over FY2023-FY2026E

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 10%/11% CAGR in regulated equity/PAT over FY23-26E. The management has guided for
robust growth in regulated equity, which makes us optimistic about NTPC'’s strong earnings growth potential over the
next couple of years. Moreover, a potential reduction in the overdue amount from discoms would strengthen NTPC's

balance sheet.
H Valuation - Maintain Buy on NTPC with a revised PT of Rs. 300

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 concerns on the ESG front. Additionally, a potential IPO
for its RE business could further improve shareholder returns in the coming years. Valuation of 1.5x FY26E P/BV is
attractive, and stock offers healthy dividend yield of ~3-4%. Hence, we maintain a Buy on NTPC with a revised PT of
Rs. 300 (higher valuation for core thermal power business).
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About company

NTPC, established in 1975, is India’s largest power generation company in India with an installed capacity of 72,254
MW as of March 31, 2023. 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. NTPC trades at an attractive valuation and
offers a healthy dividend yield.

Key Risks

+ Lower-than-expected commercial capacity additions amid delay in projects and coal availability shortages could
affect earnings,

+ Slower-than-expected ramp-up of RE projects and aggressive tariff bidding to win RE projects,
+ Any unfavourable change in regulated returns,

* Any write-off related to dues from discoms could affect valuations.

Additional Data

Key management personnel

Gurdeep Singh Chairman and Managing Director
Jaikumar Srinivasan Director - Finance

Ujjwal Kanti Bhattacharya Director - Projects

Source: Company Website

Top 10 shareholders

Sr.No. Holder Name Holding (%)
1 ICICI Prudential Asset Management 5.1
2 Life Insurance Corp of India 4.6
3 Nippon Life India Asset Management 35
4 HDFC Asset Management Co Ltd 33
5 Vanguard Group Inc/The 2.0
6 SBI Funds Management Ltd 1.7
7 BlackRock Inc 14
8 FMR LLC 1.3
9 Mirae Asset Global Investments Co 1.0
10  UTI Asset Management Co Ltd 0.8

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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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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or any other use is strictly prohibited. This information/ document is subject to changes without prior notice.

Recommendation in reports based on technical and derivatives analysis is based on studying charts of a stock’s price movement, trading volume,
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(“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
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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
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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
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taking any investment decision.
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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

Registration and Contact Details: Name of Research Analyst - Sharekhan Limited, Research Analyst Regn No.: INHO00006183. CIN): -
U99999MH1995PLC087498. Registered Office: The Ruby, 18th Floor, 29 Senapati Bapat Marg, Dadar (West), Mumbai — 400 028, Maharashtra, INDIA.
Tel: 022-6115000.

Correspondence/Administrative Office: Gigaplex IT Park, Unit No 1001, 10th Floor, Building No.9, TTC Industrial Area, Digha, Airoli-West,
Navi Mumbai - 400 708. Tel: 022 61169000 / 61150000, Fax No. 61169699.

Other registrations of Sharekhan Ltd.: SEBI Regn. Nos.: BSE / NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-
DP-365-2018; PMS: INPO00005786; Mutual Fund: ARN 20669.

Compliance Officer: Ms. Binkle Oza; Tel: 022-62263303; email id: complianceofficer@sharekhan.com
For any complaints/grievance, email us at igc@sharekhan.com or you may even call Customer Service desk on - 022-41523200 / 022-69920600.



