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Tata Power Company Ltd

Inline Q2; RE business to drive growth

Power Utilities Sharekhan code: TATAPOWER
Reco/View: Buy © CMP: Rs. 429 Price Target: Rs. 540 ©
N Upgrade € Maintain J Downgrade

Summary

+ Q2 consolidated Adj. PAT of Rs. 1,067 crore was up 22% y-o-y (adjusted for one off items). Delhi Discom
had a PAT of Rs. 297 crore (+178% y-o-y) due to a favorable tariff order impact. Also, there was the benefit
of higher other income and good performance in the renewables segment.

+ Tata Power reported a revenue of Rs. 15,698 crore, flat y-o-y. The revenue was affected by the weak power
demand in the quarter due to the strong monsoon season.

¢ Company intends to add 5GW of renewable capacities in the next three years. Management sees large
opportunity (more than 1cr installations) from rooftop solar supported by government for rooftop
installations for 1 crore homes. The recently commissioned 4.3GW solar cell & module plant would also
benefit from rooftop solar opportunity.

¢ Tata Power has a well-planned strategy to shift towards clean energy and targets for 2x rise in its PAT
by FY2027E over FY2023. We maintain a Buy on Tata Power with an unchanged PT of Rs. 540 on an SOTP
basis.

Tata Power Company Limited’s (TPCL) Q2FY25 Adjusted PAT grew by 22% y-o-y to Rs. 1,067 crore,
which was almost inline with our estimates. The earnings growth is mainly attributable to rise in
profits in the Delhi distribution and the renewable business while the core generation business
decreased a little. The thermal generation business (including coal and hydro) reported a PAT of Rs.
644 crore (-6%) as the Mundra, Coal and shipping’s PAT of Rs. 297 crore declined 11% y-o-y. Maithon
power and the traditional generation business had similar profits y-o-y. The T&D segment posted a
PAT of Rs. 501 crore, a growth of 42% y-o-y primarily led by Delhi distribution business earnings of Rs.
297 crore (+178% y-o-y) and it was brought down a little by Odisha Discoms PAT of Rs. 38 crore (-58%
y-0-y). RE portfolio reported a PAT of Rs. 300 crore (+61% y-o0-y). It was led by solar EPC with a PAT of
Rs. 144 crore (+95% y-0-y) and the 4.3GW cell and module manufacturing plant PAT of Rs. 66 crore
(losses last year).

Key positives

* Solar EPC witnessed strong order execution.

¢ Renewable portfolio witnessed a good PAT growth of 61% y-o-y.

Key negatives

¢ QOdisha discom had a PAT of Rs. 38 crore, a de-growth of 58% y-o-y.

Management Commentary

¢ Electricity generation was weak in the quarter due to stronger than expected monsoons. Management
expects the demand to be good in the coming winter.

+ Rooftop solar is seeing good traction. Management plans to install Tmn rooftop solar in UP, Rajasthan and
Odisha.

¢ The 4.3GW of module plant and 2GW of cell plant has been commissioned.

* RE portfolio is over 12.8 GW and thermal portfolio of over 8.8 GW. The under construction capacity of 5GW
it to be commissioned by FY26.

¢ Solar EPC/rooftop third party order book was at Rs15,264 crore/ /Rs. 684 crore versus Rs. 15,072 crore/ /Rs.
567 crore in QTFY25.

Our Call

Valuation - We maintain a Buy on TPCL with an unchanged SOTP-based PT of Rs. 540: TPCL's focus on

business restructuring and high-growth RE business and entry into power transmission would play a crucial

role for sustained earnings growth (management targets for 2x rise in its PAT by FY2027E over FY2023) and

improved earnings quality. In addition, management’s business restructuring plans to increase the share of

high growth RE business would help sustain the current valuations. Hence, we maintain Buy on TPCL with an

unchanged price target (PT) of Rs. 540. At the CMP, the stock trades at 3.4x/2.9x its FY2026E/ FY2027E P/BV.

Key Risks

1) Slower-than-expected ramp-up of RE portfolio and expansion in distribution business, 2) lower-than-

expected profitability in Solar EPC business

Valuation (consolidated) Rs cr
Porcors | Pvnal  Paa s P pvare]
Revenue 55,109 61,449 69,138 79,242 86,602
OPM (%) 14.0 175 18.8 19.2 19.5
Adjusted PAT 3,336 3,696 4,861 5,608 6,452
% YoY growth 91.6 10.8 315 15.4 15.0
Adjusted EPS (Rs.) 10.4 11.6 15.2 17.6 20.2
P/E (x) 421 38.0 289 25.1 21.8
P/B (x) 49 43 3.8 34 2.9
EV/EBITDA (x) 23.1 16.8 13.0 10.5 9.1
RoNW (%) 13.0 12.1 14.1 14.3 14.4
RoCE (%) 6.1 8.5 10.1 11.3 11.7

Source: Company; Sharekhan estimates
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Results (consolidated)

Sharekhan

Rs cr

Particulars Q2FY25 Q2FY24 y-0-y (%) Q1FY25 g-o0-q (%)
Revenue 15,698 15,738 -0.3 17,294 -9.2
Total Expenditure 11,953 12,647 -5.5 13,707 -12.8
Reported operating profit 3,745 3,091 21.2 3,587 4.4
Other Income 513 292 76.0 247 107.4
Interest 1,143 1,182 -33 1,176 -2.8
Depreciation 987 926 6.6 973 1.4
Exceptional income/(expense) 140 0 - 0 -
Reported PBT 1,988 1,275 56.0 1,685 18.0
Add: Net movement in regulator -
fe?:jal aizou?\tebalfintces (engel: szﬁa))/()de o1 2% 224 484 6.9
Add: Share of Profit of Associates and JV 235 252 -6.5 289 -18.8
:gz ::::er:?:::ﬁ"trz ::‘fj:; alaccount 1,773 1,231 44.1 1,490 19.0
Tax 680 213 218.7 302 1253
Reported PAT before Mi 1,093 1,017 7.4 1,189 -8.0
Minority Interest 167 142 174 218 -23.5
Adj. PAT 1,067 876 21.8 971 9.8
No. of Equity Shares (cr) 319.6 319.6 0.0 319.6 0.0
Adj EPS (Rs) 33 2.7 21.8 3.0 9.8
Margins (%) BPS BPS
Adjusted OPM 239 19.6 422 20.7 312
Adjusted NPM 6.8 5.6 123 5.6 118
Effective tax rate 383 17.3 2,101 20.2 1,810
Source: Company, Sharekhan Research
TPCL's entity wise consolidated performance for Q2FY25 Rs. Crore
¥ Crore unless stated
Particulars Op Income EBITDAA* PAT
Q2 FY25 Q2FY24 Q2FY25 Q2 FY24 Q2 FY25 Q2 FY24
Consolidated before exceptional items 15,247 15,442 3,808 3,087 1,533 1,017
Standalone & Key Subsidiaries
Tata Power (Standalone) 4,630 5,095 2,013 1,336 1,009 410
Maithon Power (MPL) * 767 761 154 193 85 83
Delhi Discom (TPDDL) ** 3,105 2,940 582 326 297 107
Power Trading (TPTCL) 160 107 39 24 27 17
Solar EPC *** 3,013 1,910 242 128 144 74
Renewable Generation (RE Gencos) *** 959 910 878 771 183 149
TP Solar (4.3 GW Cell & module Manufacturing Plant) 1,410 - 131 (10) 66 (9)
Coal SPVs incl. TPIPL (Investment Companies) - - (1) 9) (104) (106)
TERPL (Shipping Co) 263 324 79 126 49 96
TP Central Odisha Dist Ltd (TPCODL)** 1,555 1,412 133 109 26 18
TP Southern Odisha Dist Ltd (TPSODL)** 567 543 73 70 2 11
TP Western Odisha Dist Ltd (TPWODL)** 1,618 1,727 75 102 (18) 26
TP Northern Odisha Dist Ltd (TPNODL)** 1,075 996 131 110 28 35
Others 809 229 66 1 23 (16)
TOTAL- A 19,931 16,953 4,595 3,277 1,817 895
Joint Venture and Associates 235 252
TOTAL-B 19,931 16,953 4,595 3,277 2,052 1,147
Eliminations# (4,684) (1,511) (787) (190) (519) (130)
Exceptional ltems - - - - (440) -
TOTAL-C 15,247 15,442 3,808 3,087 1,093 1,017

Previous year numbers are restated wherever required

*TPCL stake-T4%; **"TPCL stake-51%; ***Tata Power currently owns 88.57% stake in Renewables (TPREL). # Eliminations include inter-company transactions; ~*

including other income

Source: Company
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TPCL’s cluster wise consolidated performance for Q2FY25 Rs. Crore

¥ Crore unless stated
Particulars Op Income EBITDAAA PAT
Q2FY25 Q2 FY24 Q2 FY25 Q2FY24 Q2FY25 Q2FY24

Consolidated before exceptional items 15,247 15,442 3,808 3,087 1,533 1,017
Thermal Generation. Coal and Hydro 4,309 4973 993 1119 644 682
Maithon Power Limited (MPL) * 767 761 154 193 85 83
Traditional Generation (incl. Mumbai and Hydro) ## 1,402 1,422 287 326 171 173
IEL * - - - - 28 26
PPGCL *** - - - - 17 17
Others (Incl. eliminations#) ## 31 34 35 37 46 51
Mundra, Coal and Shipping ## 2,110 2,756 516 564 297 332
Renewables " 1,920 2,146 1,002 813 300 186
RE Gencos (Incl. CSL) 959 910 878 771 183 149
Solar EPC 3,013 1,910 242 128 144 T4
TP Solar (4.3 GW Cell & module Manufacturing Plant) 1,410 - 131 (10) 66 (9)
Others (Incl. eliminations#) (3,462) (674) (249) (76) (93) (28)
T&D 10,208 9,454 1,440 1,111 501 353
Transmission
Mumbai 336 288 234 206 66 69
Powerlinks ** - - - - 10 10
Distribution and Services
Mumbai 1,146 1,057 162 153 52 54
Odisha ** 4,815 4 678 411 391 38 90
Delhi ** 3,105 2,940 582 326 297 107
Others (T&D incl, TPADL**, TPTCL and eliminations#) 804 490 51 34 39 23
Others (Incl. Tata Projects. Nelco and inter cluster eliminations#) (1.190) {1.131) 373 44 87 {204)
Consolidated before exceptional items 15,247 15,442 3,808 3,087 1,533 1,017
Exceptional items - - - - (440) -
Consolidated after exceptional items 15,247 15,442 3,808 3,087 1,093 1,017

Previous year numbers are restated

*TPCL stake-74%:; **TPCL stake-51%; ***TPCL stake-20%;" Tata Power currently owns 88.57% stake in Renewables (TPREL). # Eliminations include inter-company

: transactions; " including other income; ## Change in Tax rate in PY.

Source: Company
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Outlook and Valuation

B Sector view - Regulated tariffs provide earnings visibility; reforms to strengthen balance sheets of power
companies

India’s power sectoris 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, transmission &
distribution companies. Moreover, the government’s power sector package of over Rs. 3 lakh crore announced in the
Union Budget some years ago is helping power discoms clear dues of power generation and transmission companies.
This would reduce receivables of the power sector and strengthen companies’ balance sheets.

B Company outlook - Focus on distribution and RE business to drive robust earnings growth

TPCL has a well-planned strategy to shift towards clean energy and targets a 2x rise in its PAT (before minority) by
FY2027E over FY2023. We believe growth would be largely driven by distribution and RE business. We expect PAT to
register a CAGR of 20% over FY2024-FY2027E with healthy RoE of ~14% in FY2027E.

H Valuation - We maintain a Buy on TPCL with an unchanged SOTP-based PT of Rs. 540

TPCLs focus on business restructuring and high-growth RE business and entry into power transmission would play
a crucial role for sustained earnings growth (management targets for 2x rise in its PAT by FY2027E over FY2023)
and improved earnings quality. In addition, management’s business restructuring plans to increase the share of high
growth RE business would help sustain the current valuations. Hence, we maintain Buy on TPCL with an unchanged
price target (PT) of Rs. 540. At the CMP, the stock trades at 3.4x/2.9x its FY2026E/ FY2027E P/BV.

Particulars Value (Rs./share) Methodology
Regulated business 95 3x P/B of regulated equity
RE 250 15x FY27 EV/EBITDA
Coal 62 6x FY27 EV/EBITDA
Others 58 1.5 P/B of equity
PSP 15 1.5 P/B of equity
Cash and investments 60

Price target 540

Source: Company, Sharekhan Research
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About company

Tata Power is India’s largest integrated private power company with presence in power generation (capacity of
15,221 MW), spanning across the entire power value chain - from renewable and conventional energy generation
to transmission & distribution (largest private sector player with a customer base of 12.5 million), trading, storage
solutions and solar cells and module manufacturing and Solar EPC (largest solar EPC player in India). Tata Power’s
clean energy capacity is 6,361MW, which constitutes 42% of its total capacity.

Investment theme

Tata Power's core earnings are resilient even in demand down cycle as it gets regulated returns on power generation
and distribution assets. The company'’s focus to shift from a B2G to B2C model would drive robust earnings growth (to
be driven by RE and distribution business) over the next 4-5 years. Potential improvement in ESG rating could re-rate
the company.

Key Risks
¢ Slower-than-expected ramp-up of RE portfolio and expansion in distribution business.

+ Lower-than-expected profitability in Solar EPC business. Likely continued under-recoveries for Mundra UMPP.

Additional Data

Key management personnel

Dr. Praveer Sinha Managing Director and CEO
Mr. Sanjeev Churiwala Chief Financial Officer
Mr. Vispi S. Patel Company Secretary

Source: Company

Top 10 shareholders

Sr.No. Holder Name Holding (%)
1 Life Insurance Corp of India 4,67
2 Nippon Life India Asset Management 2.01
3 Vanguard Group Inc/The 1.84
4 Blackrock Inc 1.58
5 Tata Steel Ltd 1.22
6 Quant Money Managers Ltd 1.06
7 Mirae Asset Financial Group 0.86
8 Franklin Resources Inc 0.76
9 Axis Asset Management Co Ltd/India 0.68
10 | ICIClI Prudential Asset Management 0.63

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 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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This information/document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity to which it is
addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation and any review, retransmission,
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,
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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