
 

 

abc
Global Research 

  
 Indian utilities will benefit from national 
power programme, which aims to 
increase capacity by 88GW to 212GW by 
2012, or a CAGR of 9.4% 

 Industry reforms are attracting private 
and foreign investors to India 

 We initiate coverage on Tata Power and 
NTPC with Overweights, and Reliance 
Energy with an Underweight rating 

 

Riding the power generation boom 
In the 1950s India and China had nearly the same generation 

capacity. Today China has three times more capacity and is 

still suffering power shortages, reflecting the size of the 

problem India is facing. To support sustainable economic 

growth, the Indian government has set an ambitious target of 

increasing capacity by 88GW to 212GW by 2012. This will 

be achieved through reforms that encourage major industry 

players to expand capacity and the separate development of 

seven large private sector power plants. We see these as the 

key catalysts for an upward re-rating on the sector.  

We expect Tata Power and NTPC to benefit the most from 

the boom in power generation as both have strong finances 

and the ability to execute projects. We also expect the 

regulatory return on equity to be kept at the current 14%. 

Thus NTPC and Tata Power are likely to achieve a five-year 

net profit CAGR of 12% and 35% over 2006-2011. Reliance 

Energy (REL) will likely be a laggard due to its lack of focus 

on capacity addition. 

Tata Power plans to quadruple its generation capacity over 

the next five years and we expect it to record the strongest 

net profit growth due to its smaller base. NTPC plans to add 

17GW capacity and offers a sustainable 2.8% dividend yield. 

We rate Tata Power and NTPC as Overweight relative to our 

global utilities universe with a fair valuation range of 

INR649-709 and INR139-157 respectively. We rate REL as 

Underweight with a fair valuation range of INR395-463.  
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The three Indian utilities’ share prices have fallen 

27-31% from their 52-week highs, or 

underperformed SENSEX by 0-35% y-t-d. We see 

buying opportunities in Tata Power and NTPC as 

we believe they will be the key beneficiaries of 

the national capacity expansion programme while 

industry reforms offer huge captive generation 

expansion and provide open access to profitable 

third party consumers. Our models suggest 

potential upside of 38% for Tata Power and 33% 

for NTPC.  

We see downside risk on REL given its lack of 

focus on capacity expansion that suggests it will 

not benefit from the generation push. 

China vs India 
China and India are quite similar – both are 

undergoing strong economic growth and suffering 

from power shortages. The situation in China has 

been improving thanks to the government 

approving more new projects from 2002 and 

implementing policies that make it attractive for 

power producers to continue to invest. Total 

installed capacity in China has gone up from 

357GW in 2002 to 508GW in 2005, a CAGR of 

13%.  

India is following in China’s footsteps and will 

expand capacity aggressively in the next few 

years. Given the ongoing industry reforms and the 

introduction of the ultra mega power policy 

(UMPP), we believe the planned 61GW of new 

capacity during the 11th five-year plan (2007-

2012) is achievable.  

Generation push 
Ultra mega power policy 

The Indian government understands power is the 

key to supporting sustainable economic growth. 

To give new impetus to the capacity addition 

programme, the Ministry of Power has launched 

the UMPP, a fast track programme to add 28GW 

by building seven new power plants. Investors are 

being offered a bundle on incentives and the first 

two plants have already attracted bids from more 

than a dozen players. We expect all seven projects 

to be operational by March 2012. 

Ongoing industry reforms  
In the right direction 

Reforms are moving forward and the ministry of 

power has introduced policies to attract investors 

to the sector, including: 

Summary 

 Generation push and industry reforms the key catalysts for an 

upward re-rating of the Indian utilities sector in the medium term 

 Tata Power and NTPC have expertise in executing projects and 

are expected to be the winners of the boom in power generation 

 Key downside risks include a delay of the capacity expansion and 

potential cut in rate of return on equity or subsidy sharing 
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 National tariff policy to bring in competition 

to enhance efficiencies 

 Power appellate tribunal to address disputes 

within sector on a fast track basis 

 Open access for all consumers – a win-win 

situation for generators as well as consumers 

 Clarity on captive power capacity may add 

another 13GW for private players 

Winners and losers 
Tata Power will benefit the most 

The company offers the highest growth potential 

as it is planning to quadruple its capacity over the 

next five years. It has first-mover advantage to 

expand in the fast growing transmission business. 

Sitting on INR28bn investments and INR11bn 

cash, it is capable of financing all these projects. 

There is further upside from its captive power 

capacities for sister firms and the high probability 

of it winning an ultra mega project.  

NTPC offers growth and yield 

The company is the biggest power producer with 

25% market share in India and it has an excellent 

operational and financial track record. We expect 

NTPC will add 17GW capacity during the 11th 

five-year plan, which will translate a net profit 

CAGR of 13% over the next seven years. The 

company also offers a dividend yield of 2.8% 

assuming a 40% payout ratio. Additional upside 

will come from diversifying into captive coal 

blocks and forays into power trading businesses.  

Reliance Energy will be a laggard 

REL is the largest private distribution company in 

India. Although the company has announced huge 

capex in various projects, we expect the majority 

of these projects will not be executed due to lack 

of management focus. 

 

Valuation 
Tata Power offers most upside 

We applied two valuation methods to arrive at our 

fair valuation range for these three companies: 

DCF and sum-of-parts. Our notional target price 

is based on the mean of the fair valuation range. 

We see both Tata Power and NTPC offering 

decent upside potential while we see downside 

risk on Reliance Energy.  

Valuation of utility companies (INR) 

 NTPC REL Tata Power

DCF 139 463 709
Sum-of-parts 157 395 649
 
Valuation range 139-157 395-463 649-709
 
Notional target price 148 429 679

Source: HSBC Estimates 
 

Deserves to trade at a premium  

Indian utilities look fairly priced compared to 

their regional peers in terms of PE with a lower 

dividend yield. However, we believe Indian 

utilities deserve to trade at a premium to Asian 

peers given the aggressive national capacity 

expansion plan which will translate into strong 

earnings growth to the power players.  

Key risks to our call 
Key downside risk for Tata Power and NTPC 

includes the delay in execution of the planned 

capacity expansion. Regulatory changes such as 

cuts in return on equity or subsidy sharing may 

hamper their earnings severely. Political risk is 

the biggest concern as a part of the coalition 

government is against reforms. Reversing the 

direction of reforms will affect the sector the 

most. Key upside risk to our thesis for REL 

includes the commencement of Dadri gas fired 

power plant and the company winning other large 

power and infrastructure projects in the near 

future. 
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Comparison of Indian utilities against Asian peers 

Company name Blg Code Share Price** Mkt Cap _ EV/EBITDA (x) ___ _____ PE (x)_______ ____Yield (%)______ P/B(x) ROE(%)

 (LC) (USDm) 2007e 2008e 2007e 2008e 2007e 2008e 2006a 2007e

NTPC*# NATP IN            111.6         19,616         9.5               8.6             14.4             13.3               2.8               3.0               2.1             13.7 
RELIANCE ENERGY*# RELE IN            450.5           2,039               5.5               4.9            14.4             13.0              1.2               1.3               1.3               8.1 
TATA POWER*# TPWR IN            494.1           2,084              8.7               7.7            13.9             15.1              1.7               1.6               2.3             13.7 
CLP* 2 HK              45.9         14,212              11.3             10.9             11.7              11.1              5.1               5.4               2.8             18.2 
HKE* 6 HK              36.9         10,112                8.3               8.1             11.7              11.3              5.0               5.2               1.9             15.6 
HK&CHINA GAS* 3 HK              17.4         12,338              20.9             18.4             18.0              17.6              2.5               2.9               5.9             30.0 
CRP* 836 HK                6.2           3,040              10.3               6.9             11.3                8.6              2.6               3.5               1.8             15.5 
SHENHUA* 1088 HK              14.0         31,658                8.0               6.2             13.0                9.6              2.3               3.1               4.2             30.3 
TENAGA TNB MK                9.2           8,172                8.4               6.9             18.8              12.6              1.6               2.1               2.3             11.8 
YTL POWER YTLP MK                1.9           2,655                8.6               8.4              12.7              11.9              4.7               4.7               1.9             14.8 
KEPCO* 015760 KS          34,700         23,373                3.3 3.0               7.1                6.4              4.2               4.6               0.5               7.2 
KOREA GAS 036460 KS          34,900           2,832                9.7 9.3             11.6              10.8              4.6               4.6               0.8               6.7 
TOKYO ELECTRIC# 9501 JP            3,080         35,707                3.0               2.9              15.3              13.9              2.0               2.0               1.7               9.5 
KANSAI ELECTRIC# 9503 JP            2,645         21,820                3.6               3.4              16.8              14.6              2.3               2.3               1.5               8.3 
CHUBU ELECTRIC# 9502 JP            2,770         18,566                3.6               3.4              20.5              14.3              2.2               2.3               1.4               7.2 
Weighted average            6.9               6.2             14.3             12.2              2.9               3.1               2.3              14.8

*HSBC estimates 
**Based on closing price of 26 July 2006 
Note: Companies with # have a financial year end in March. Except for these companies, others are 2006 figures show for 2007 multiples 
Source: Thomson Financial Datastream 
 

 

Investment Thesis 

 NTPC  (NATP IN) REL   (REL IN) Tata Power   (TPWR IN) 

Rating and notional target price Overweight – INR139-157/INR148 Underweight – INR395-463/INR429 Overweight – INR649-709/INR679 
    
Main recent development Participate in building two merchant power 

plants 
Planning to add 12GW coal-fired power 
plants 

EPC bids invited for 1,000MW Maithan plant 

    
Key positive for investors Largest player with sustainable earnings 

growth 
Maintain earnings growth on the back of other 
income  

Highest growth among its peers 

    
Key negative for investors Delay in execution of hydro projects Low payout ratio Relative valuations stretched in short term 
    
Question mark for investors Time-table for captive coal mine to be 

operational 
Sitting on cash even if projects are not taking 
off 

Huge investments locked in group companies

    
Financial forecasts Net profit CAGR of 12% b/t FY06-11 Net profit CAGR of 7% b/t FY06-11 Net profit CAGR of 35% between FY06-11 
    
Company's dividend strategy Maintain 40% payout ratio In-line with earnings growth Maintain 25% payout ratio 
    
Recent share price performance Underperformed consistently Underperformed consistently Underperformed consistently 
    
Key positive catalyst Winning a bid to build Sasan Mega project Dadri gas plant to get gas as announced Winning a bid to build any ultra mega project 
    
Key negative catalyst Lower return on equity for merchant plants Announced projects not to take off Lower utilisation of merchant & captive plants
    
HSBC non-consensus view More optimistic on its ability to source new 

projects  
More pessimistic on its project execution 
skills 

More optimistic on its ability for margin 
expansion 

Source: HSBC 



 
 

6 

Utilities 
Indian Utilities 
28 July 2006 

abc

 
Power is a key factor to support sustainable strong 

economic growth. Both China and India are 

expected to maintain high single-digit GDP 

growth per annum in the next few years. There is 

growing evidence that the Indian government is 

serious about completing its “power for all” 

policy by 2012. The 28GW capacity ultra mega 

power policy (UMPP) is on schedule and we 

expect it to be a success. The government has also 

come out with a bundle of benefits for investors 

and for the first time government agencies are 

supporting projects that are going to be handled 

by the private sector. 

Demand is rising because the strong economy has 

made people wealthier and willing to pay for 

power. On the back of further reforms such as 

national tariff policy, clarity on open access, 

captive power and tariff based bidding for future 

capacities, we feel confident that the installed 

capacity in India can be doubled from its current 

level and both UMPP and the 11th five-year plan 

targets can be achieved by 2012. 

China vs India 
India is lagging behind 

India and China had nearly the same generation 

capacity in 1950s but China currently has three 

times more capacity than India (508GW vs 

124GW as at end-2005).  

China and India are both undergoing strong 

economic growth but suffering from power 

shortages. The situation in China has been 

improving thanks to the government approving 

more new projects starting from 2002 and 

implementing policies with incentives for power 

producers to continue to invest. We expect new 

installed capacity will continue to grow at a faster 

rate than power demand in China this year and 

next year and the supply/demand situation should 

be in balance by 2008.  

India plans strong capacity expansion 

The Indian government understands power is a 

key factor to support its annual economic growth 

target of over 8%. Given the ongoing industry 

reforms and the introduction of UMPP, we think 

the planned 61GW new capacity during the 11th 

five-year plan is achievable. We also expect a 

Generation push

 The Indian government has launched the Ultra Mega Power 

Policy to further speed up efforts to meet ambitious targets 

 Regulatory and policy initiatives will attract investors to build new 

capacity that will end off-peak shortages by 2012 

 NTPC and Tata Power expected to be winners through their 

aggressive capex plans and ability to secure new investment 
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shortfall of 7GW during the 10th five-year plan 

will be made up during the 11th. 

We feel India stands where China was in the early 

1990s. Between 1990 and 1995 China more than 

doubled its capacity from 100GW to 215GW. We 

forecast total generation capacity in India may 

reach as much as 250GW by 2012 compared to 

the budgeted 212GW by the government, 

providing further upside risk to the power 

companies.  

Capacity addition outlook 
Ambitious capacity addition program 

The government target is to add 88GW capacity 

over the next six years. Out of this, 20GW is 

expected to be operational in the current year and 

the other 68GW is to be added over 2007-2012. 

Last year India added 11GW of capacity, so the 

target of adding 13-14GW per annum looks 

achievable.   
 
Power for all: Mission possible 

When the “power for all” policy was announced 

in 2002, nobody believed it was achievable. Now, 

with India poised to achieve 83% of its 10th five 

year plan target, there is optimism that we share 

about hitting 100% of the target in the next five-

year plan. India missed its 10th five-year plan 

target by 7GW because it started planning late. To 

achieve a target of 67GW over next six years 

(61GW in XI and the shortfall of 7GW from the 

10th plan), the ministry introduced the ultra mega 

power policy (UMPP). 

UMPP: Fast track growth 

The UMPP programme aims to add 28GW 

capacity in the 11th five year plan. To attract the 

required USD28bn investment, the ministry of 

power has for the first time authorised the Power 

Finance Corporation Ltd (PFC) to conduct 

auctions to build seven 4GW power stations.  

The details of the proposed ultra mega power 

projects are listed in the following table: 

Ultra mega power projects  

Name of the 
project 

Site  State Fuel 

Coastal Gujarat 
Power Ltd 

Mundra Gujarat Imported coal 

Maharashtra UMPP Girhye Maharashtra Imported coal 
Akaltara Power Ltd Akaltara Chhattisgarh Captive coal 

mine 
Sasan Power Ltd Sasan Madhya 

Pradesh 
Captive coal 
mine 

Coastal Karnataka 
Power Ltd 

Tadri Karantaka Imported coal 

NA* Krishnapatnam Andhra 
Pradesh 

Imported coal 

NA* Hirma or 
Bhashma** 

Orissa Captive coal 
mine 

Notes: * SPV yet to be formed, ** Short listed sites. 
Source: Power Finance Corporation 

 

Snapshot at investor break up  

We have tried to assess who among the Private 

Sector Undertakings (PSUs), State Electricity 

Boards (SEBs) and private sectors players will 

emerge as winners from the various power 

projects in the 10th and 11th five-year plans, as 

well as the separate UMPP projects. The planned 

capacity addition is as follows: 

Capacity expansion in 10th and 11th five-year plans (MW) 
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Source: Ministry of Power, HSBC 
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Investor breakdown for the 10th and 11th  plans (102GW) 

 

Central PSUs

51%

SEBs

20%

 Indian priv ate

25%

International

4%

 
Source: Ministry of Power, HSBC 
 

CPSU: 51% 

As they have been the most reliable in the past, 

we expect them to achieve a bigger pie of the 

generation push. Players like NTPC, Neyveli 

Lignite and NHPC are geared up achieve 

ambitious targets during XI plan. 

Indian private: 25% 

Indian private players have been watching the 

policy changes cautiously. On the back of 

successful IPPs in various states, a lot of industrial 

groups are venturing in the sector. New policies 

have made captive power very attractive. We 

expect 13GW capacity addition from the private 

sector. We also think that few ultra mega plants 

will go to the Indian private players. 

Foreigners: 4% 

We are not very bullish as they have been very 

cautious after burning their fingers in the early 

1990s. Various groups have shown interest in 

UMPP though and we expect players like 

Sumitomo to get one ultra mega project. 

SEBs: 20% 

The state sector is expected perform badly due to 

its poor financial condition and political 

obligations. Due to delayed payments from their 

distribution concerns and other inefficiencies, we 

expect them to lose out badly in a competitive 

environment.  

Catalysts to capacity addition  
We make a brief comparison of critical project 

issues (also summarised in the table below). 

Positive trigger for generation push 

Issues Then  Now 

Generation licence Authorities used to 
take years 

No need as per new 
act 

Various clearances State government used 
to take years 

It is done within 6-12 
months 

Power purchase Compulsorily sell it to 
state distribution 
companies 

Freedom to sell to any 
party 

Funding for project Very difficult to achieve 
financial closure 

Financial closure 
happens in 4-6 months 
for feasible projects 

Tariff Decided by the 
government 

Set by regulator or 
market 

Source: HSBC 

 

Generation licence: As per Electricity Act 2003, 

a licence is no longer needed for generation. 

Clearances: Various clearances from the ministry 

of forest and environment, pollution control board 

and civil aviation are given quickly. 

Power purchase agreement: The agreement can 

be signed with any energy supplier and there is no 

compulsion to sell to state distribution companies. 

Funding: For the projects with fuel linkage and 

upfront equity contribution, funding is easily 

available. A consortium of banks finances huge 

projects above 1GW. As external commercial 

borrowing norms are relaxed, the funding for 

mega projects is not a big issue. 

Tariff: The tariff setting mechanism is separated 

from the government so the regulator or market 

decides the tariff. 

Reasons for expansion 
We highlight three key reasons why the country 

needs to expand generation capacity aggressively 

in the next couple of years.  
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Electricity to fuel growth 

The Planning Commission expects the Indian 

economy to grow at 9-10% a year through 2012. 

To maintain the growth momentum at the current 

rate the country needs electricity for following 

reasons: 

 Electricity generation has been growing at 5% 

pa in the past seven years. To achieve a 

targeted growth rate of 10%, generation must 

increase at a rate of 10-12%. 

 As illustrated in the adjoining chart, the 

country faces 11% off-peak and 13% peak 

shortages. The North and Western regions, 

the most progressive areas of the country, 

face the most severe shortages.  

 To achieve 10% growth, the country needs to 

be competitive to compete with other 

economies. According to a recent RBI report 

on export competitiveness, the country loses 

13% of exports due to inadequate power 

supplies. 

Demand growth forecast 

We expect India’s electricity demand to grow at 

11% over the next six years against the 

anticipated 7.5% forecast in the latest electricity 

survey done by Ministry of Power. As per our 

assessment, India’s per capita will be 1,133 kWh 

against the official projection of 932 kWh. A 

recent announcement by the planning commission 

to target 12% growth in manufacturing in the 11th 

five-year plan has made our thesis stronger. 

Demand  forecast  ( bn  kWh) 
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Source: Ministry of Power, HSBC 
 

To serve the anticipated demand of 1,247bn kWh 

in 2012, India will need 250GW of capacity 

against the forecasted 206GW.  

Current demand – supply gap 

In the past seven years, the availability of power 

rose at a CAGR of 5% but on average 7.3% of 

demand could not be met due to capacity 

constraints.  

Availability and shortages in the past 7 years (m kWh) 
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Source: Ministry of Power, HSBC 
 

The government was comfortable with a 7.5% 

shortage in the past as the economic growth was 

happening on the back of service industries. As 

the manufacturing sector in India is growing at 8-

9% per annum, the government is no longer 

comfortable with a 7.5% shortage and wants to 

reduce the current 6-7% off-peak and 12% peak 

shortage. The peak and off-peak shortages in 
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April-June 2006 are shown in the adjoining 

charts. 

Off-peak shortage in India 
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Peak shortage 
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Winners and losers 
NTPC: the biggest contributor 

Going by its scale of operation and its past 

performance in achieving targets set by the 

ministry, we expect NTPC to add a capacity of 

17GW during the period. Its contribution to the 

total capacity expansion will be in the range of 

17-18%.  

As we expect the company to enjoy more than 

assured 14% return on equity due to operational 

efficiency, it is the best bet to benefit from the 

power generation boom over next few years.  

Tata power: highest growth player 

Highly focused, Tata plans to invest in the states 

where it has established relationship with the 

authorities. The company plans to expand its 

capacity by four times, the most aggressive 

growth by any utility in India. 

We expect the company to achieve its set target of 

capacity addition ahead of schedule. It has plans 

to bid for ultra mega projects in association with 

global giants like Siemens and Doosan Heavy 

Engineering. It is best placed to reap in the 

benefits of the push to generate power as it owns 

distribution businesses in Mumbai and Delhi. 

Reliance Energy: Lagging behind 

Although it has an excellent track record of 

running its plant at Dahanu, the company has been 

lagging behind in capacity addition. The company 

was expected to get Anpara C plant in Uttar 

Pradesh, but it has fallen behind in the tariff based 

bidding process. The company has been 

announcing huge power projects but there has 

been little development to show for it. 

We expect the company to manage its portfolio of 

cash nicely to offer higher returns rather than 

investing in generation.  
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Industry reform is moving ahead and we note a 

wave of positive news as major features of the 

Electricity Act are implemented. Power producers 

are becoming more aggressive about capacity 

addition as increased clarity on issues such as 

captive power and open access boost confidence.  

The introduction of the National Tariff Policy 

(NTP) has opened up opportunities for private 

players by giving them access to industrial and 

other large consumers through captive or open 

access route. We expect 13GW of capacity 

addition from the private sector over next six 

years. 

To speed up the pace of reform, India needs to 

implement the NTP programme on schedule. The 

key risk to our thesis is members of the weak 

coalition government slowing the reform process.  

Reforms gaining momentum 
Crucial elements of the Electricity Act 20003 are 

now being implemented. The setting up of the 

Appellate Tribunal of Electricity (APTEL) in June 

2005 was a key development as it provides 

stakeholders with quick access to the legal 

process, speeding up decision making and 

providing security to market participants.  

The tribunal has already made an impact by 

offering a distribution licence to a steel producer 

with surplus captive power to supply electricity to 

the industrial users in its industrial estate. We 

believe this is a critical judgement as it opens up 

huge opportunities in the captive power market on 

industrial estates. 

To maintain this momentum, the policymakers 

need to implement further reforms like the multi-

year tariff, time differentiated tariff, open access 

and subsidy rationalisation as planned. 

Background to reform 

The Indian power sector was until recently 

governed by the laws going back to independence 

and beyond. As per the Electricity Supply Act of 

1948, the sector was a monopoly of state 

governments. The first phase of reforms was 

initiated in 1991 to attract private players to 

generation. Then in 1994 Orissa, a backward state 

in Eastern India, implemented World Bank 

proposed reforms by restructuring its integrated 

state utility. Although it succeeded in generating 

and distributing power to the private sector the 

Industry reform

 Power producers more aggressive as reforms bring more clarity to 

the industry 

 Improved policies and regulation give private players access to 

both captive power and profitable third party consumers  

 Further reforms may slow down due to strong anti-reform element 

in weak coalition government 
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Orissa reform model was more discussed than 

practised in other parts of the country. 

The impetus for reform came in 1998, when the 

tariff mechanism was taken away from the 

government. This was followed by the enactment 

of Electricity Act in 2003. 

Regulators: fully operational  

The effect of taking the tariff mechanism away 

from the government has been more infrequent 

and lower tariff hikes as regulators are not ready 

to pass on the cost of inefficiency to the 

consumers. 

The state regulatory commissions are already 

operational in all large states and they are also 

being constituted in smaller states in northeastern 

India.  

National Tariff Policy 

The ministry of power issued the National Tariff 

Policy in January 2006. It addresses the key issues 

of open access to consumers and captive power 

development. It also states that all future capacity 

addition should be done through tariff based 

competitive bidding. Although there has been 

resistance from state regulators and distribution 

companies, we expect the reforms will be pushed 

through.  

Open access: freedom to sell 

The main reason the power sector failed to attract 

investment was the issue of direct access to 

consumers. Open access means the consumer is 

allowed to select its suppler of choice. Until the 

recent reforms, all IPPs had to sign bilateral PPAs 

with state distribution companies. The NTP has 

clarified the amount of cross subsidy surcharge 

(CSS) the big consumers (above 1MW demand) 

need to pay for open access. We consider it 

positive for the sector for the following reasons: 

 It puts competitive pressure on state utilities 

to bring down their cost procurement.  

 The state utilities may have to rationalise their 

tariff. The industrial tariff, which is around 

150-200% of the average tariff, should come 

down to 120%. 

 State utilities will have to reduce huge 

technical losses. 

Cross subsidy surcharge (CSS): Any consumer 

who wants to have open access to power supply 

has to pay CSS to the state utility whose wire and 

pole network is being used. According to the new 

formula, CSS will be much lower than before. We 

expect CSS to be as low as 20% of the current 

level by 2009. The mechanism of calculating CSS 

is outlined in the table. 

 

Reforms since 1991  
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1994
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2002 2005-06
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Tariff setting 
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distribution and 
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Delhi 
govt.privatised
its distribution 

businesses

Majority of SEBs
Restructured and  
major state have  

operational SERCs

Multi year tariff 
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Open access
consumers >1MW

subsidy 
rationalisation

2006

2007 2010

2009

Open access
consumers >1MW
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operational SERCs

1991
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2002 2005-06

IPPs allowed to 
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Tariff setting 
mechanism separated 

from government

Electricity act 
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NEP and NTP 
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World Bank style 

power sector 
reforms

Orissa 
govt.privatised
distribution and 
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businesses
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its distribution 

businesses

Majority of SEBs
Restructured and  
major state have  

operational SERCs
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subsidy 
rationalisation

2006
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2009

Open access
consumers >1MW

 
Source: Ministry of Power, HSBC 
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Computation of CSS as per NTP 

Average tariff for consumer T (Rs/ kWh) 3.7 
Marginal cost of power C (Rs/ KWh) 2.3 
System losses L (%) 10% 
Wheeling charges D (Rs/ kWh) 0.5 
Surcharge S=T-[C{1+L/100}+D] 0.67 

Source: Ministry of Power, HSBC 
 

Clarity on captive power  

The NTP has clarified the issue of captive power 

development (captive power is power generated 

by the consumer for its own use). It encourages 

the captive plants to be connected to the grid and 

sell surplus power to distribution companies 

through an availability based tariff mechanism. 

The Ministry of Power’s definition of a captive 

power plant is that if a person, industry, 

association of persons or industry holds a 26% 

stake in a plant, then the plant will be recognised 

as captive power plant. 

The size of the captive power market in India is 

7633MW, of which 735MW can be sent to the 

grid. As more clarity on captive power is 

announced, we expect the captive capacity to rise 

to 20,000MW as the majority of special economic 

zone and industrial estates are expected to set up 

their own generation capacities rather than 

depending on inefficient state utilities. 

Potential captive addition by players (MW) 

Cement 1,000 
Heavy industries 2,000 
Metals & minerals 4,000 
SEZs/ Ind estates 5,000 
Others 367 
Total 12,367 

Source: HSBC 

 

The capital expenditure for setting up captive 

power plants can be as low as Rs2.8mn/MW if 

other investors or operators hold the rest of the 

stake. This gives residential and small industrial 

estates the incentive to invest in their own 200-

250MW plants. 

Tariff based bidding 

The NTP has made tariff based bidding 

mandatory for all future capacities unless it 

involves the expansion of existing capacities. This 

will boost the competition in the generation sector 

where efficient players like NTPC and others have 

the advantage over inefficient state owned 

generation companies. The bidding is expected to 

bring down tariffs by 10-20% if implemented 

effectively. 

Going forward, the efficient players which save 

on O&M expenses as well as fuel consumption 

will be able to capture more market share. Lack of 

transparency in terms and conditions may hamper 

the process of introducing tariff based bidding. 

More changes coming 
The NTP has clearly defined the timetable for 

implementing further reforms to boost the 

development in the sector. The various regulatory 

developments to be implemented over five years 

are discussed in detail below: 

Multi-year tariff (MYT) 

Multi-year tariff (MYT) is now mandatory and 

will improve the level of certainty in projecting 

earnings of all utilities. With MYT, the tariff 

remains unchanged for five years.  

Time differentiated tariff 

With peak power shortages hitting 12-14%, time 

differentiated tariff (TDF) will reduce the peak 

demand drastically if implemented. NTP offers 

guidance to implement TDF for all consumers 

with a connected load of more than 1MW by 

April 2007. We expect TDF to bring in more grid 

discipline and improve the quality of power for all 

consumers. 

Open access to all  

National electricity policy has set a deadline for 

providing open access to all consumers with 

connected load of above 1MW by 2009. NTP has 



 
 

14 

Utilities 
Indian Utilities 
28 July 2006 

abc

clarified the cross subsidy surcharge to make open 

access affordable to smaller categories of 

consumers like commercial users. 

Subsidy rationalisation 

National electricity policy talks about eliminating 

subsidies and rationalising the tariff. It has set a 

target of charging at least 50% of the average cost 

of supply to special categories by 2010. This 

would improve the financials of state distribution 

utilities substantially. 

Some hurdles to reform 
The crucial area for improving the health of the 

sector is distribution. As long as the distribution 

business keeps losing over 30% of the energy 

injected into the grid, power utilities can’t be 

improved much by simply increasing the 

generation. The following issues have caused slip-

ups in the reform process: 

SEB restructuring: hit roadblock 

As a part of implementing the Electricity Act 

2003, the majority of states have restructured their 

integrated electricity boards (SEBs) into three 

companies (generation, transmission and 

distribution). It was done to separate network 

infrastructure from the upstream and downstream 

companies. 

Although the deadline for restructuring all SEBs 

was 10 June 2004, it has been extended twice by a 

year. A few members of the coalition government 

have started to resist restructuring. Three large 

states - Tamil Nadu and Kerala in the south and 

West Bengal in eastern India - have not 

restructured their utilities. Going forward, we 

don’t expect these utilities to be restructured until 

the present government collapses. 

Distribution privatisation 

Before 2004, a lot of state government showed 

interest in privatising their distribution companies. 

With a change of national government, the states 

of Karnataka, Gujarat and Uttar Pradesh have put 

the privatisation plan on hold. However, Reliance 

Energy has received a second distributor licence 

in NDMC area of Delhi and Noida in Uttar 

Pradesh. 

Roll back of free power 

Free power to agriculture has been rolled back in 

the states of Maharashtra and Andhra Pradesh. 

Although this is a positive development other 

states are still sticking their plans to offer cheap or 

free power to agriculture which results in 

pilferage and heavy losses to the state distribution 

utilities.  

Limited open access 

As state distribution utilities are providing free or 

cheap power to agriculture, they depend heavily 

on industrial and commercial consumers to meet 

operating expenses. A steep cross subsidy 

surcharge (CSS) was imposed on industrial/large 

consumers who planned to access power from 

other sources to protect state utilities from losing 

lucrative industrial consumers. This high CSS 

means large consumers can not afford to get 

power from their supplier of choice. 

Opportunities  
Huge captive potential 

More clarity on captive generation and open 

access will attract private players to the sector. 

We expect 13GW of captive capacity addition by 

private, CPSUs and international players. To 

begin with, DLF a large residential development 

in Gurgaon (near Delhi) has set up its own 20MW 

CCGT station. MIDC, owner of huge industrial 

estates in Maharashtra, has tied up with Reliance 

Energy for a captive power plant of c295MW 

capacity in Thane and Nagpur. 

We expect this model to be replicated throughout 

India by large residential developments, special 

economic zones and industrial estates. Going 
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forward, private players will set up plants for 

these consumers who have the ability to buy 

power. We expect strong participation from the 

private sector due to these developments.  

TBB: an opportunity in the happening 

Tariff based bidding for all future capacities has 

opened gates to all players. The established 

players like Tata Power are able to set up their 

plants within 24-27 months compared to 33-48 

months taken by state generators. The saving 

results in lower capital cost and lower tariffs. If 

we consider 50% of state utilities offer their 

expansion plans to bidding, it could create 

additional opportunity of 5-6GW installed 

capacity. The government owned NTPC is the 

strongest bidder as its tariff is as low as 50% of 

state generation units. 

Threats 
UPA never united on reforms 

The central government is a coalition called the 

United Progressive Alliance (UPA). The UPA 

government has never been united over these 

reforms since it took office in 2004. The 

resistance to open access and restructuring of the 

SEBs has come from its own constituents.  

Divestment of PSUs 

Recently the government had to put the 

divestment of two central PSUs, NLC and Nalco, 

on the back burner due to immense pressure from 

its coalition partners. These are not positive 

developments for the economy as a whole.  

The Left factor and reforms 

As discussed earlier, the leftist parties who 

support the coalition government are the biggest 

hurdle in pushing reforms. They recently won two 

state elections, encouraging them to resist the 

power reforms (and others besides).However, we 

don’t expect them to greatly affect the initiatives 

put forward by the NTP. 
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Status of reforms across India as at Mar-2006 
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SERC 
constituted 

√ √ √ √ √ √ √ √ √ √ √ √ √ √ √ √ √ √ √ √ √ √Notified X JERC 
notified

X √ √

Constitution of 
SERC 

Jun-05 Jun-05 Jan-01 Jul-04 Mar-99 Jun-05 Sep-98 Jan-02 Jun-05 Nov-98 Apr-02 Aug-98 Jun-05 Jul-99 Jun-05 Jun-05 Mar-99 May-05 Jun-05May-96 Jan-99 Aug-01 May-06 Aug-06

No. of T/O 4 4 3 X 4 2 5 2 1 2 X 4 3 6 5 3 1 X 1 6 3 2 X X X X X 1 X

Issued & yr. of 
last T/O 

2005 2005 2005 2005 2004 2004 2005 2005 2004 2005 2003 2005 2005 2005 2003 2004 2005 2004 2005 Extn 2005 

Unbundling done √ √ Ext. Ext. √ √ √ Ext. √ √ √ √ √ Ext. Ext. Extn. Ext. √ Ext. √ √ 

Unbundling/ 
Corporatisation 
date 

Jul-02 Aug-99 Jun-06 Jun-06 Jul-00 Jan-00 Jun-05 Jun-06 Jan-05 Jun-05May-05 Jun-05 Jun-05 Jun-06 Jun-06 Sep-06 Jun-06 Apr-96 Jun-06 Jun-05 Jun-06 Jan-05 

(nos.) 3 2 3 4 1 4 3 4 5  4 3 -1 

11 kV feeder 
Metering (%) 

100% 100% 95% 95% 100% 100% 100% 100% 96% 100% 100% 100% 100% 94% 100% 100% 100% 41% 86% 95% 100% 100% 100% 0% 72% 21% 85% 100% 100%

Consumer 
Metering (%) 

100% 92% 100% 40% 85% 94% 91% 78% 69% 93% 97% 72% 87% 96% 82% 100% 87% 50% 75% 81% 97% 90% 50% 46% 99% 82% 61% 81% 92%

APDRP 
Sanctions (Rs. 
mn.) 

9,230 4,320 3,230 11,000 7,160 11,930 10,910 3,100 4,080 10,830 2,940 6,630 22,320 14,580 11,860 8,640 9,480 854 424 592 442 651 227 83 109 142 122 147 164

APDRP 
Investment 
Releases (Rs. 
mn.) 

1,060 1,690 2,420 4,090 1,790 3,860 1,740 2,800 1,590 4,000 1,130 1,300 3,490 5,670 4,480 2,310 4,420 313 154 74 93 279 58 37 78 3 69 38 155

APDRP 
Utilisation (% of 
sanctions) 

94% 49% 67% 28% 39% 60% 45% 71% 33% 76% 44% 28% 40% 66% 67% 34% 76% 36 35 10 52 37 18 15 27 2 35 17 82

Source: Ministry of Power 
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Indian utilities will benefit from the national 

capacity expansion, with the government aiming 

to add 88GW over the next six years. We expect 

NTPC, the largest listed player in India, to 

contribute 25-30GW. The company has a strong 

balance sheet and a good track record on project 

execution. We expect both Tata Power and NTPC 

to achieve exponential growth on the back of the 

power generation boom.  

NTPC: ability to deliver 
We expect most of the company’s planned 

capacity expansion to be commissioned ahead of 

schedule. It stands to benefit from the recent 

policy initiatives for the following reasons: 

Capacity expansion 

NTPC has been very aggressive in capacity 

expansion. We expect it to meet its target of 

9,160MW capacity expansion outlined in the 10th 

five-year plan (this includes its acquisition of 

Badarpur Thermal plant from the central 

government).  

In the 11th plan, the company is expected to add 

17GW inclusive of joint ventures. If the company 

wins a bid to build, own and operate an ultra mega 

project, it may exceed its target by 4GW ie it may 

achieve 123% of its target.  

Well placed to TBB competition 

The company is well placed to benefit from the 

tariff based bidding (TBB) for all future capacities 

as stated in the National Tariff Policy (NTP). 

Even if 50% of the capacity is auctioned through 

TBB, NTPC stands a good chance to benefit.  

Operational excellence: The company has an 

excellent track record of operational efficiency. 

As per our analysis, NTPC saves around 7-8% on 

O&M expenses compared to CERC norms. Also 

it is saving 2-3% on fuel cost due to proper 

maintenance. These savings give it considerable 

advantages over competitors. We expect the 

company to increase its market share (in terms of 

installed capacity) from its current 20% to 22% by 

2012. As stated by the management, the company 

expects to have 25% of coal supplies from its own 

sources by 2017.  

Financial muscle: The company has planned very 

aggressive capital expenditure of INR750bn over 

the next six years. Considering its investment 

holdings and strong operating cash flows, it will 

be able to achieve its capacity addition target.  

Impact on companies

 NTPC the largest contributor to the capacity addition programme; 

tariff-based bidding to improve its market share 

 Tata Power planning to quadruple its capacity from present level 

by 2010  

 REL likely to lag its peers due to poor management focus and 

inability to execute projects on schedule 
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The following chart shows additional contribution 

from its new projects going forward.  

Additional contribution from new projects (INRm) 
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Tata Power: highest growth 
The company is gearing up to enjoy the power 

generation boom. We expect most of its 8GW 

capacity to be commissioned ahead of schedule 

over the next six years. In addition, its operating 

margin will expand to the level of NTPC over the 

next six years due to improving efficiencies and 

cost saving. The company is expected to benefit 

from the reforms for the following reasons: 

Aggressive capacity expansion 

The company plans to quadruple its generation 

capacity over the next five years. Work on 

370MW capacity is already in progress and the 

competitive bidding procedure is underway for 

1,000MW Maithan project, where it holds a 74% 

stake. It has signed a MoU for 1,000MW in 

Maharashtra and 3,000MW in Jharkhand. It has 

plans to set up plants with total capacity of 

2,744MW for Tata Steel in states in iron ore rich 

states in India.  

Forward integration 

The company has distribution business in Mumbai 

and Delhi. It is well prepared to take on 

competition once the distribution companies are 

allowed to purchase power from other sources. It 

has its own consumer base to sell power to so the 

company has a natural hedge against uncertainty. 

It is also gearing up to reduce the tariff from its 

Mumbai generating stations to compete with other 

players. It has applied for parallel distribution 

licences in various cities in Maharashtra. 

Captive growth 

It has plans to set up captive power plants for 

sister concern Tata Steel. Tata Steel is planning to 

add huge capacities in Orissa, Chhattisgarh and 

Jharkhand. Tata Power may need to set up captive 

capacity of 2,744MW for the proposed plants for 

Tata Steel. The company enjoys a return on equity 

of 16% from Tata Steel compared to 14% 

elsewhere.  

Securing fuel for growth 

The company has detailed plans to secure fuel for 

its existing as well as future capacities. It has 

applied for the captive coal blocks in the states of 

Orissa, Jharkhand and Andhra Pradesh. It has 

entered in a long term coal supply contract with a 

company in Indonesia to supply coal to its 

Mumbai generating station at USD25-29/ton. 

Discussions about coal supply for the proposed 

ultra mega project at Mundra are also underway.  

The following chart shows additional contribution 

from its new projects.  
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Additional contribution from new projects (INRm) 
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REL: lagging behind 
Although the company is well placed to benefit 

from recent developments, we fear most of the 

planned capacities may not be commissioned due 

to lack of management commitment. The 

company’s capital expenditure may face various 

hurdles for the following reasons: 

Capacity addition: off-track 

The company had announced various projects in 

the power sector but there has not been any 

concrete development. The major project, Dadri 

gas fired plant, is facing serious gas supply 

concerns and political resistance to land 

acquisition. We don’t expect any of its gas fired 

station to come on stream. All other projects are 

in their early stages and have made little progress 

in the past two years. Last but not least, its 

success in the Delhi distribution network is quite 

limited compared to that of Tata Power. 

Uncompetitive bidding 

The company has seen more failures than 

successes in bids for recent projects. The Mumbai 

and Delhi airport privatisation programme went to 

smaller players and it’s bid is unlikely to win the 

much touted Anpara C 1,000MW power plant in 

Uttar Pradesh. In its bid to Mumbai metro project, 

it had to reduce viability gap funding from 

INR12bn to INR6.5bn to win a contract. The 

transmission project for Koldam and Parbati 

power station is not progressing due to some 

problems with its joint venture partner Power Grid 

Corporation.  

Diversification in other sectors 

The company has plans to move into other 

infrastructure areas like transport and construction 

in addition to its power business. The return on 

infrastructure businesses is not as assured as the 

power sector and its success depends on the 

execution skills. As the company has no prior 

experience in handling projects in these sectors, it 

faces serious project execution risk. 

Bleak future 

The company had lost out on various attractive 

projects in the past two years to smaller 

competitors. The lack of management focus to 

identify more viable as well as low tariff 

opportunities in the power sector has affected 

company’s capital expenditure programme. As the 

company is still focusing on high tariff projects, 

we don’t expect it to develop any major power 

projects over the next six years. The company 

does not have aggressive project management 

teams like its competitors Tata Power and NTPC. 

The following chart shows additional contribution 

from its new projects: 

Additional contribution from new projects (INRm) 
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Valuation methodology 
Two valuation methods 

We assess the value of these utilities using two 

valuation methods: DCF and sum of parts. With 

DCF, we attempt to capture the net present value 

of the utilities’ future cash flows. Using sum-of-

parts, we have tried different approaches to value 

various segments of business spread across 

geographies.  

Tata Power 
A high growth story 

We initiate coverage of Tata Power with a buy 

rating and a fair value range of INR649-INR709 

with a mean value of INR679 per share based on 

our various approaches. We believe in its strong 

growth in earnings on the back of capacity 

addition; the fair value of the stock at INR679 

offers 38% upside from the current levels. 

DCF analysis  

We use the 10-year Indian bond yield of 7.5% as 

the risk-free rate and 5.5% as the equity risk 

premium. We forecast earnings after considering 

potential capacity expansion in next six years. The 

terminal value is calculated assuming 5% terminal 

growth rate. We do not factor in any greenfield 

project in terminal year forecast. Estimated fair 

value based on DCF analysis is INR709 per share. 

Estimated fair value based on DCF analysis 

Risk free rate- yield on 10 year Indian bond 7.5%
Equity risk premium-India 5.5%
Beta 0.95
Cost of equity (CAPM) 12.7%
Terminal growth rate 5.0%
Terminal value (INRm) 232,428
Fair value (INRm) 140,272
Outstanding shares (m) 197.88 
Fair value per share (INR) 708.90

Source: HSBC 
 

Sum of the parts valuation 

Tata Power is an integrated company that owns 

distribution as well as transmission businesses in 

addition to generation. To assess the value of its 

generation and other associate businesses, we 

have applied different approaches.  

Generation business: As its generation is largely 

for Mumbai distribution and captive capacity for 

Tata Steel, we value it at INR45m per MW. The 

electricity business in India attracts 14% return on 

equity after reimbursing all costs. The fair value 

of its generation business is INR515 per share.  

Valuations 

 Tata Power is the most attractive stock among the three Indian 

utilities; we see 38% upside in the share price  

 NTPC will continue to expand its capacity and we expect it to add 

another 17GW capacity, 68% of existing capacity 

 Reliance Energy has failed to deliver on its promises; our fair 

valuation range of INR395-463 suggests downside  
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Associated business: Tata operates in Mumbai 

and Delhi distribution circles; we have considered 

its Delhi distribution business (NDPL), which was 

bought at a low price in 2002, as very lucrative. 

As value addition from these businesses is very 

high we value it at 3x book. Fair value of 

associated business is just 10 times FY08 earnings 

of NDPL. 

Investments: In the past, Tata Power was used as 

an investment vehicle by the Tata Group. It has 

invested in various group companies in addition to 

making other investments. Its investment in the 

group holding company, Tata Sons, and other 

group companies is very high at market prices. As 

the company may sell these holdings in Tata Sons 

at market prices to raise cash for capital 

expenditure, we value it at 2.5 times the book 

value. Thus in sum of the parts, we arrive at an 

estimated fair value of INR649 per share. 

Sum of the parts valuation 

 HSBC 
assumption

Fair value 
(INRm)

Fair value per
share (INR)

Generation business MW FY06 2,263
Value per MW 45.00
Relative value of generation 
capacity 

101,813 514.52

 
Associate businesses BV FY06 6.703
Price book multiple 3.00
Relative value of associates 
businesses 

20,109 101.62

 
Value of investment 2006 21,928
Price book value multiple 2.50
Relative Value of Non-
generation investment 

38,063 192.36

 
Net debt as at Mar 06 (31,492) (159.15)
Fair value of equity 108,384 649.35

Source: HSBC 

 

NTPC 
Consistent growth  

We initiate coverage of NTPC with Overweight 

rating with a fair value range of INR139-157. We 

are bullish on the stock as it has delivered 

consistent growth in the past. We expect it to add 

17GW capacity in the 11th five-year plan. As we 

believe that it will get assured return on the capital 

expenditure, the stock provides 33% upside from 

the current levels. 

DCF analysis 

We use yield on the 10-year Indian bond as the 

risk-free rate and 5.5 % as the equity risk 

premium for India. We have forecast earnings 

according to company’s capacity addition plan. 

Considering its project execution skills and 

operational efficiency, the company is expected to 

earn more than assured returns. We have 

forecasted its earnings to increase at a CAGR of 

13% over next seven years. Since it is planning to 

invest heavily in capacity expansion, we have 

assumed a slightly higher terminal growth rate of 

a 5.5%. The estimated fair value based on DCF 

analysis is INR139 per share. 

Estimated fair value based on DCF analysis 

Risk free rate- yield on 10 year Indian bond 7.5% 
Equity risk premium-India 5.5% 
Beta 1.00 
Cost of equity (CAPM) 13.0% 
Terminal growth rate 5.5% 
Terminal value (INRm) 964,395 
Fair value (INRm) 1,145,823 
Outstanding shares (m) 8,245.5 
Fair value per share (INR) 139.00 

Source: HSBC 

 

Sum of parts 

NTPC is a pure generation play, which is planning 

backward integration with a target of sourcing 

25% of fuel supply by 2017. It is one of the most 

efficient generators in the world, with plant 

utilisation of 87%. We have tried to value its 

generation business and other businesses using 

different approaches.  

Generation business: The generation business is 

regulated and the company gets an attractive 

return on equity of 14% and other incentives for 

efficiency. As per our assessment, the company 

saves a lot on operational and fuel expenses. 

These savings result in additional 2-3% return on 

equity. So we value its generation business at 
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INR45 per MW. The fair value of its generation 

business comes to INR151 per share.  

Investments in related business: The company 

started investing in non-generation businesses 

after 2003. Its associate, Power Trading 

Corporation (PTC), and its 100% power trading 

subsidiary, NVVNL, are the largest power trading 

players in India. Going forward, these companies 

may grow at exponential rates. Since these are not 

capital intensive businesses we value these 

promising ventures at price to book multiple of 

three. The fair value of these businesses is INR1 

per share. 

Net debt: As a part of one time settlement the 

company received long term bonds worth 

INR164bn; the value of these bonds after 

adjusting net debt is INR 5 per share. 

The estimated fair value of the NTPC based on 

sum of the parts is INR157 per share. 

Sum of the parts valuation 

 HSBC 
assumption

Fair value 
(INRm)

Fair value per
share (INR)

Generation business    

Industry P/BV 45.00   
Relative value of 
generation business 

 1,244,880 150.98 

Investment in 
subsidiaries and JVs 

   

Value of investment FY06e 3,068   
Price book value ratio 3.00   
Relative Value of Non-
generation businesses 

 9,204 1.12 

    
Net debt as at end 2006  42,911 5.20 
    
Fair value of equity  1,296,995 157.30 

Source: HSBC 

 

Reliance Energy 
A laggard among runners 

We initiate coverage of Reliance Energy with an 

Underweight rating as its fair value range is 

INR395-INR463 with a mean value of INR429 

per share based on our various approaches. We 

are bearish on the stock as it has failed to deliver 

on its promises in the past. As we did not factor in 

any capacity addition by the company, the fair 

value has down side potential of 5% from the 

current level. 

DCF analysis  

We use yield on the 10-year Indian benchmark 

security as the risk-free rate and 5.5% as the 

equity risk premium for India. We have forecast 

earnings without considering any potential 

capacity expansion but factored in the earnings 

from its Mumbai metro, toll roads and 

transmission project. As the earnings are expected 

to increase at a CAGR of just 6% over next seven 

years, we have assigned a slightly lower 4% 

terminal growth rate to calculate terminal value. 

The estimated fair value based on DCF analysis is 

INR463 per share. 

Estimated fair value based on DCF analysis 

Risk free rate- yield on 10 year Indian bond 7.5% 
Equity risk premium-India 5.5% 
Beta 1.11 
Cost of equity (CAPM) 13.6% 
Terminal growth rate 4.0% 
Terminal value (INRm) 62,778 
Fair value (INRm) 98,312 
Outstanding shares (m) 212.3 
Fair value per share (INR)  463.10 

Source: HSBC 

 

Sum of parts 

Reliance Energy is an integrated player with 

interest in generation, distribution, transmission 

and other infrastructure businesses. To assess the 

value of its various generation, distribution and 

other infrastructure businesses, we have applied 

different approaches.  

Generation business: The company operates its 

500MW Dahanu thermal power station at near 

100% utilisation, whereas its other IPPs are under 

utilised due to unavailability of gas. Since its 

Dahanu and Goa stations operate at 95-100% 

utilisation, we value its generation business at 

INR45 per MW. The fair value of its generation 

business is INR143 per share.  
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Distribution business: The company has 

distribution licences for Mumbai and its associate 

owns a distribution licence in Delhi. At the end of 

March 2006, the company has more than 2.4m 

subscribers in the Mumbai distribution area. Its 

Mumbai distribution business is very profitable 

and we expect it to replicate the success in Delhi, 

so we value its distribution business at price to 

book ratio of three. The fair value of the 

distribution business is INR187 per share. 

Infrastructure investments: REL has a contract 

to build own operate a metro rail in Mumbai, 2 

Toll roads in Tamil Nadu and a 400kV 

transmission line in Himachal Pradesh. 

Considering its return on equity in a regulated 

environment, we calculate the net present value of 

its future investment at WACC. Thus fair value of 

the infrastructure business is INR98 per share.  

Sum of the parts valuation 

 HSBC 
assumption

Fair value 
(INRm)

Fair value per
share (INR)

Generation business    
Generation capacity FY06 674   
Value of capacity per MW 45m 30,330 142.86 
    
Distribution business    
Industry current year PB 
Ratio 

3.00   

Distribution asset base 
FY06 

13,217 39,651 186.77 

    
Value of Investment in 
Infrastructure 

(our estimate) 20,747 97.73 

    
Net debt as at FY06  13,860 65.28 
    
Fair value of equity  83,841 394.92 

Source: HSBC 

 

The fair value of the company on the basis of sum 

of the parts is INR395 per share. 

Sensitivity analysis 
Impact of cut in return on Equity 

The regulator is expected to revise the rate of 

return on equity in 2009. We have tried to assess 

the impact on utilities if the return on equity is cut 

from 14%. The sensitivity of valuation compared 

to return on equity is minimal as we have not 

factored the rate impact on terminal value. All 

these utilities will earn extra return from savings 

on O&M expenses and getting incentives for 

higher utilisation.  

NTPC: It is the biggest and most efficient 

generation company. We expect it to be the most 

affected among Indian utilities due to its 100% 

dependence on generation capacity and it may not 

have significant captive and merchant power 

plants in FY10. As per our assessment, its 

valuation will be affected by 1.9% if the rate is cut 

by 2% from current levels. The other variables are 

shown in the adjoining table. 

Reliance Energy: It is a downstream company so 

it sources more power from other sources. The 

return on equity for its generating stations may 

not affect its valuation much as its Dahanu station 

is operated at one of the highest utilisation rates in 

India. As the company earns more than 50% of its 

net profit from other income, it will be the least 

hit by the rate cut. The other variables are shown 

in the table. 

Tata Power: It will remain the largest generation 

company in the private sector. We expect it to be 

a major beneficiary of economies of scale. The 

impact of the lower return on equity on the 

company will be minimal as the merchant and 

captive power capacity (which forms around 

c25% of total capacity in FY10) will not be 

affected from the cut in regulated returns. We 

assess its valuation to be affected by 1.7% if 

return on equity is cut by 2%. The other variables 

are shown in the table overleaf. 
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Impact of cut in RoE on NTPC's financials 

RoE FY10 Profit EPS FY10 DPS FY10 Payout Valuation 
% INRm INR INR % INR 

10.0%  77,709 9.42 3.79 40.2% 141.15 
11.0%  80,184 9.72 3.91 40.2% 143.25 
12.0%  82,660 10.02 4.03 40.2% 145.30 
13.0%  85,136 10.33 4.15 40.2% 146.85 
14.0%  87,611 10.63 4.26 40.1% 148.15 

  

RoE FY10 net profit FY10 DPS Valuation 
% y-o-y change y-o-y change change % 

10.0% 0.0% 0.2% -4.7% 
11.0% 3.2% 3.3% -3.3% 
12.0% 6.3% 6.5% -1.9% 
13.0% 9.5% 9.6% -0.9% 
14.0% 12.7% 12.7% 0.0% 

Source: HSBC estimates 
 

Impact of cut in RoE on REL's financials 

RoE FY10 Profit EPS FY10 DPS FY10 Payout Valuation 
% INRm INR INR % INR 

10.0% 8,355  39.35  6.69 17.0%  414.16 
11.0% 8,483  39.96  6.79 17.0%  417.86 
12.0% 8,610  40.56  6.89 17.0%  421.56 
13.0% 8,738  41.16  7.00 17.0%  424.96 
14.0% 8,865  41.75  7.12 17.1%  429.01 

  

RoE FY10 net profit FY10 DPS Valuation 
% y-o-y change y-o-y change change % 

10.0% 2.7% 2.9% -3.5% 
11.0% 4.3% 4.5% -2.6% 
12.0% 5.8% 6.0% -1.7% 
13.0% 7.4% 7.6% -0.9% 
14.0% 9.0% 9.5% 0.0% 

Source: HSBC estimates 

 

 

Impact on cut in rate of return on Tata Power's financials 

RoE FY10 Profit EPS FY10 DPS FY10 Payout Valuation 
% INRm INR INR % INR 

10.0%  16,947 79.89  19.17 24.0%  655.17 
11.0%  17,058 80.42  19.30 24.0%  660.67 
12.0%  17,170 80.94  19.43 24.0%  666.42 
13.0%  17,281 81.47  19.55 24.0%  671.67 
14.0%  17,393 81.99  19.68 24.0%  679.12 

  

RoE FY10 net profit FY10 DPS Valuation 
% y-o-y change y-o-y change change % 

10.0% 60.4% 51.9% -3.5% 
11.0% 61.5% 52.9% -2.7% 
12.0% 62.5% 53.9% -1.9% 
13.0% 63.6% 54.9% -1.0% 
14.0% 64.6% 55.9% 0.0% 

Source: HSBC estimates 
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Impact of variation in risk free rate 

Due to contracting monetary policy worldwide, it 

is likely that the yield on the 10-year Indian bond 

will rise in the near future. We have conducted a 

sensitivity analysis on variations in risk free rate 

on our DCF valuations of Indian utilities. 

Sensitivity analysis: Variation in risk free rate 

Risk free rate NTPC REL Tata Power 

  
7.00%      151.0 487.9      816.2 
7.50%      139.0 463.1      708.9 
8.00%      128.5 440.7      615.5 
8.50%      119.4 420.3      533.5 
9.00%      111.2 401.8      461.2 

Source: HSBC estimates 

 

We used 7.5% in our DCF analysis. The table 

above shows that the impact of 0.5% increase or 

decrease in risk-free rate will lead to significant 

change in our DCF valuation, with Tata Power 

being most sensitive to risk free rate movement, 

followed by NTPC and REL. 

Impact of lower fulfilment rate 

The project execution depends on various 

regulatory, environment and commercial 

clearances. We currently assume 100% of the 

planned investment for power generation projects 

to be executed without delay. Since the earnings 

growth of Indian utilities highly depends on the 

successful completion of the projects, we have 

undertaken a sensitivity analysis to examine the 

impact of lower rate in project completion on our 

notional target price. The valuations in the table 

are based on their FY10e EPS and FY10e PE with 

reference to our notional target price. We have not 

included REL in this sensitivity analysis because 

we have not factored in any capacity additions by 

REL in our valuation due to its low fulfilment rate 

in the past. 

Sensitivity analysis: Lower fulfilment rate 

Fulfilment rate NTPC REL Tata Power 

100%     148.0 n/a      679.1 
90%     144.4  n/a      658.4 
80%     140.7        n/a      637.6 
70%     137.0     n/a      616.8 
60%     133.3     n/a      596.0 
50%     129.7        n/a      575.2 

Source: HSBC estimates 

 

As expected, the lower fulfilment rate will lead to 

a decrease in net profit and hence lower 

valuations. The fair value will drop by 2-3% for 

every 10% decrease in the fulfilment rate. 

Nevertheless, the fair values still offer upside 

potential of 16%, even if only half of the capacity 

additions projects are executed. 

Dividend policy 
Lowest payout ratio in Asia 

The Indian electric utilities prefer to retain profits 

for capital expenditure so their dividend payout 

ratios are among the lowest in Asia. Going 

forward we don’t expect them to raise their 

payout ratios as huge capital expenditure is 

planned over a period of next six years. 

Peer comparison 
Fairly priced among regional peers 

We have selected 12 major utilities across Asia to 

compare both the operating and financial figures 

of the Indian utilities. 

Fundamentally speaking, Indian electric utilities 

offer high growth opportunities compared to 

regional players and they are not affected by 

rising fuel costs. However, they only trade at par 

to industry averages. We find that relative 

valuation does not reflect the intrinsic value of 

these companies as their growth is exponential. 

Both Tata Power and NTPC offer an attractive 

upside from the current levels. 
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On the other hand, the valuation of REL looks 

stretched compared to its regional peers in terms 

of PEG ratio. Having said that, we believe the 

premium is not justified as it is showing higher 

earnings on the back of other income which may 

not be sustainable in long run. We expect it to 

continue its under performance in near future.  

Compared to China IPPs, Indian utilities should 

trade at a premium as Indian utilities can 100% 

pass on extra fuel cost to end users and they are 

not affected by falling utilisation hours. We 

believe Indian utilities should also achieve 

stronger output growth given their lower base.  

 

 

Comparison of Indian utilities against Asian peers 

Company name Blg Code Share Price** Mkt Cap _ EV/EBITDA (x) ___ _____ PE (x)_______ ____Yield (%)______ P/B(x) ROE(%)

 (LC) (USDm) 2007e 2008e 2007e 2008e 2007e 2008e 2006a 2007e

NTPC*#  NATP IN            111.6         19,616         9.5               8.6             14.4             13.3               2.8               3.0               2.1              13.7 
RELIANCE ENERGY*#  RELE IN            450.5           2,039               5.5               4.9            14.4             13.0              1.2               1.3               1.3               8.1 
TATA POWER*#  TPWR IN            494.1           2,084               8.7               7.7            13.9             15.1              1.7               1.6               2.3             13.7 
CLP*  2 HK              45.9         14,212              11.3             10.9             11.7              11.1              5.1               5.4               2.8             18.2 
HKE*  6 HK              36.9         10,112                8.3               8.1             11.7              11.3               5.0               5.2               1.9             15.6 
HK&CHINA GAS*  3 HK              17.4         12,338              20.9             18.4             18.0              17.6              2.5               2.9               5.9             30.0 
CRP*  836 HK                6.2           3,040              10.3               6.9             11.3                8.6              2.6               3.5               1.8             15.5 
SHENHUA*  1088 HK              14.0         31,658                8.0               6.2             13.0                9.6              2.3               3.1               4.2             30.3 
TENAGA  TNB MK                9.2           8,172                8.4               6.9             18.8              12.6              1.6               2.1               2.3             11.8 
YTL POWER  YTLP MK                1.9           2,655                8.6               8.4              12.7              11.9              4.7               4.7               1.9             14.8 
KEPCO*  015760 KS          34,700         23,373 3.3 3.0               7.1                6.4              4.2               4.6               0.5                7.2 
KOREA GAS  036460 KS          34,900           2,832               9.7 9.3             11.6              10.8              4.6               4.6               0.8               6.7 
TOKYO ELECTRIC#  9501 JP            3,080         35,707                3.0               2.9              15.3              13.9              2.0               2.0               1.7               9.5 
KANSAI ELECTRIC#  9503 JP            2,645         21,820                3.6               3.4              16.8              14.6              2.3               2.3               1.5               8.3 
CHUBU ELECTRIC#  9502 JP            2,770         18,566                3.6               3.4              20.5              14.3              2.2               2.3               1.4               7.2 
Weighted average            6.9               6.2             14.3             12.2              2.9               3.1               2.3              14.8

*HSBC estimates 
**Based on closing price of 26 July 2006 
Note: Companies with # have a financial year end in March. Except for these companies, others are 2006 figures show for 2007 multiples  
Source: Thomson Financial Datastream 
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Regulatory risks 
Bias 

If regulators (SERCs) are not impartial in 

decisions to the private sector, it may affect 

private and CPSU utilities. Majority of the state 

regulatory commissions (SERCs) are headed by 

former state utilities executives or civil servants 

and they tend to favour state-owned utilities. This 

has been reflected in open access and tariff orders. 

Such a biased nature of future orders may have 

adverse impact on the private and central PSUs in 

near future.  

Cut in return on equity post 2009 

If the rate of return is cut below 14%, the Indian 

utilities’ profitability will be badly affected as 

their cost of equity (CAPM) is c13%. The return 

on equity and other tariff setting norms are 

expected to be revised post 2009. In previous 

review in 2004, the return on equity was cut from 

16% to 14%. Changes in other tariff setting norms 

may affect the financial performance of the 

utilities post 2009. 

Payment risk/PPAs 

Further losses of state distribution utilities may 

affect their ability to honour payments power 

purchase agreements. As majority of IPPs and 

other generators sell their power to state 

distribution utilities, their payments may be 

delayed or even not paid. This may impact the 

financial performance of utilities with generation 

business in a big way. 

Business risks 
Fuel supply concern 

In 2004-06, a part of the generation was lost due 

to fuel shortages, companies NTPC managed to 

operate at higher levels on the back of imported 

coal. As the coal and gas supply situation may not 

improve considerably in near future, going 

forward the operating performance of the utilities 

may be severely affected.  

Delay in execution projects 

The project execution depends on various 

regulatory, environment and commercial 

clearances. Delay in getting these clearances from 

the authorities or any accident at the construction 

site may delay the execution of the plant. If the 

Key risks 

 Attitude of state level regulators may affect the competitive 

environment in the sector 

 Fuel supply concerns still looms large due to shortage of fuel and 

near monopoly of the state on coal as well as gas supplies 

 Loading of populist measures like subsidy on private players to 

affect the financial performance of utilities 
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cost over-runs are not allowed by regulators, the 

revenue as well as profitability will be affected. 

Environment risk 
Delay in getting clearances 

Every power generation or transmission project 

needs to get environment and forests departments’ 

clearances before starting the projects. Any delay 

in getting environment clearances may affect the 

construction work at the project site.  

Forthcoming strict environment norms 

As of now the emission norms in India are lax 

compared to developed world. Going forward, the 

very strict pollution control norms can not be 

ruled out. Implementing a carbon credit system 

like EUETS may have huge impact on utilities’ 

profitability if regulator doesn’t approve the cost 

pollution being passed on to the consumer. 

Political risk 
Populist measures loaded on players 

At times it seems that Indian government is going 

back to state control regime. Loading of subsidy 

burden of downstream companies on upstream 

companies like oil sector may affect the net 

income of upstream utilities badly. The 

introduction reservation for lower cast people in 

the private sector may affect the operations of the 

companies for some time. 

Reversal in policy and regulation 

Although it seems impossible in the current 

regime, but there are instances where reforms 

were rolled back due to pressure from so called 

socialist political parties. If these political parties 

become stronger in future, it may affect private 

players. 
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Company background 
The largest power generator 

NTPC is the largest thermal power company in 

India; it owns and operates installed capacity of 

24,954MW. Although it has 19.5% of the 

installed capacity in country, it contributed 27.6% 

to the country’s power generation in FY06. Its 

plant utilisation has been improving year after 

year. The operational excellence of the company 

can be gauged from the following chart. 

Plant utilisation rate of NTPC coal stations (%) 
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Source: NTPC  

The government of India holds 89.5% stake in the 

company. The rest of the stake is held by 

institutional and individual investors. 

Excellent operational performance 

The company is known for its operational 

excellence. Its plants are well maintained and this 

results in optimum utilisation of manpower, 

material and machines. The company has been 

able to improve its productivity by 88% over past 

8 years from 4.14m kWh per employee in FY98 

to 7.81m kWh per employee in FY06. As per 

Indian tariff setting regulations, a company can 

take the benefit of improved efficiency if it 

outperforms the regulatory norms. 

Recent development 
Captive coal mines 

In January 2006, the company received formal 

approval from the ministry of coal for its captive 

coal mines with total reserves of 3,138m tonnes. 

The two coal mines will be in 50:50 JV with Coal 

India Ltd and other five blocks will be owned by 

NTPC. The details are mentioned below: 

NTPC Limited

 Largest power generator in India –28% market share with just 

20% installed capacity, excellent operational and financial track 

record 

 Huge capital expenditure plan of INR150bn pa over next 11 years; 

we expect a net profit CAGR of 13% over the next 7 years 

 We initiate coverage of NTPC with an Overweight and a notional 

target price of INR148, representing potential upside of 32% 
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NTPC's captive coal blocks reserves in MT 

Coal Blocks Reserves 

NTPC's own  
Karndari 229 
Chatti Bariatu 243 
Chhatrasal 150 
Dulanga 260 
Talipalli NA 
JV with CIL  
Brahmini 356 
Chindro Pastimal 1,900 
Total 3,138 

Source: NTPC 

 

Merchant power plants 

To enjoy higher rate of return, NTPC has 

announced two upcoming power plants as 

merchant power plants: a 500MW coal-fired unit 

at Korba in the state of Chhattisgarh and recently, 

a 600MW hydro plant at Lohari Ganga in north 

India as merchant power plants. Traditionally, the 

company has depended on the central 

governments allocation of power for power sales.  

Positives 
Acquisitions 

The company is back with its inorganic growth 

strategy after a lull over six years. In May 2006, it 

acquired a 705MW thermal power station from 

government of India at Badarpur, in Delhi. The 

Badarpur power station was operated by NTPC 

since 1978. It is expected spend on renovation and 

modernisation of the plant. In 2000, NTPC had 

taken over the 440MW thermal power station at 

Tanda in the state of Uttar Pradesh. 

Entry in attractive businesses 

The company has set up its 100% power trading 

company NTPC Vidyut Vyapar Nigam 

(NVVNL). It has announced 1,100MW of 

capacity under construction as merchant power 

plants. As all the electricity generated from these 

stations will be sold through NVVNL, its power 

plants as well as trading company have good 

prospects to benefit from power shortages in 

India. 

Integration: in full swing 

NTPC has planned full integration across the 

value chain. It has already has coal mines for its 

power plants. As captive mines will be allotted to 

power players, we expect all its future capacities 

to have captive coal mines. It has announced its 

strategy to bid for oil and gas blocks to fuel its gas 

plants. It also has plans to bid for distribution 

business if allowed by state governments. 

Negatives 
Shortage of fuel 

The company had faced coal shortages at its 

various plants in FY06, but it managed to operate 

them at optimum level with import of 5MT. As 

country is facing gas shortage due to depleting 

reserves in western and southern regions, its gas 

power plants were operating at sub optimal levels 

over the past two years. 

Strategy to alternative fuels 
Hydro plants 

The company has an aggressive hydro capacity 

addition program that will expect it to commission 

hydro projects with installed capacity of 

4,212MW over the next six years. It has its own 

environment policy which targets ash disposal to 

industry and ash mounds reclamation. Its ash 

mound at the Dadri plant has become a picnic spot 

due to its greenery. The company has developed 

forest banks, where barren land is taken over for 

plantation and maintained by NTPC. 

Dividend policy 
Maintain 40% payout 

The company has the most generous dividend 

policy among Indian utilities. It has announced a 

40% payout ratio for FY06, which at the current 

price implies a yield of 2.5%. We expect the 

company to maintain its payout ratio as its 

operating cash-flows are good enough for meeting 

heavy capital expenditure.  
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Forecast and valuations 
Outlook and financials 

We expect NTPC’s revenue to grow at 15.8% y-o-

y to INR306.8bn in FY07, thanks to the higher 

capacity in the current year. However, net profit 

growth is expected to rise by 9.4% y-o-y to 

INR63.9bn in FY07, due to the rising cost of fuel 

on the back of import of 5m tonnes of coal. 

Driven by the commissioning of new capacities in 

FY07, we estimate CAGR in revenue growth to 

be 14.4% and in net profit, at 11.9% to 

INR102.6bn, over the next five years.  

We also expect NTPC to maintain its dividend 

payout ratio of 40% in future as its operating cash 

flows are good enough to meet huge capital 

expenditure planned over the next six years. 

Profitability 

We expect EBITDA margin to fall from 34% in 

FY06 to 30% in FY11. This is mainly due to a 

substantial rise in fuel costs (CAGR of 17% over 

the next five years). Its operating profit margin is 

likely to fall to 23% in FY11 from the current 

level of 27%. To reduce the impact of rising cost, 

the management has chalked out a backward 

integration plan. The EBIT margin may improve a 

lot once the captive coal mines are operational, 

which we have not factored into our forecasts. 

Valuations  

NTPC is trading at 15.8x FY06 earnings and 

14.4x FY07e earnings. Our notional target price 

of INR148 is based on the average of the 

estimated fair value range using DCF analysis 

with a terminal growth rate of 5.5% and a sum-of- 

the-parts valuation. This is equivalent to 19.1x 

FY07e earnings with a dividend yield of 2.1% and 

17.6x FY08e earnings with a dividend yield of 

2.3%. We consider earnings growth attractive 

compared to dividend yield, which provides 33% 

upside from the current level.  

Share price performance 
Underperformed MSCI by 8% 

NTPC has traded at between INR92 and INR143 

in the past 12 months and underperformed the 

MSCI Emerging Market Utilities Index by 8%. 

The share price is down 22% from its peak in 

April 2006. The current share price has not fully 

reflected the strong power generation capacity and 

the higher operating efficiency of the company. 

We believe the stock should get good support at 

the present trading level. 

Share price performance (INR) 
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Source: Bloomberg, HSBC 
 

Our view vs. consensus 
Slightly below consensus 

We agree with the market consensus about the 

significance of NTPC’s capacity expansion plans 

to sustain earnings growth in the next decade. 

Our earnings forecast is also in line with the 

market consensus, that earnings will grow by 

9.4% y-o-y in FY07. 

Catalysts  
Winning a bid for Sasan project 

The company has already submitted its request for 

the planned 4,000MW power plant with captive 

coal in mine as a part of UMPP. The bidding 

procedure is expected to complete soon and the 

project should be transferred to the winner of the 

bid by end of 2006.  
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NTPC: Group structure  

Govt of India

NTPC
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power generation
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Source: NTPC, Bloomberg, HSBC 
 

NTPC: Absolute share price performance in past 12 months 

80

90

100

110

120

130

140

150

Jul-05 Aug-05 Sep-05 Oct-05 Nov -05 Dec-05 Jan-06 Feb-06 Mar-06 Apr-06 May -06 Jun-06 Jul-06

(IN
R

)

NTPC

Source: Bloomberg 
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NTPC: Profitability 

Year ended Mar 31 (%) 2005 2006 2007e 2008e 2009e 2010e 2011e

Growth 
Revenue 2.1 11.7 15.8 10.7 15.8 13.7 16.3
EBITDA (13.3) 3.6 6.8 10.6 12.8 11.8 15.0
EBIT (15.7) 3.4 4.2 9.9 11.8 12.7 14.1
Pre-tax profit 3.7 (0.5) 10.6 8.7 11.9 12.7 17.1
Net profit 10.8 0.2 9.4 8.7 11.9 12.7 17.1
EPS 8.3 (2.8) 9.4 8.7 11.9 12.7 17.1
 
Margins 
EBITDA 37.0 34.3 31.6 31.6 30.8 30.3 29.9
EBIT 29.5 27.3 24.6 24.4 23.7 23.5 23.0
Pre-tax 23.0 21.4 19.6 19.3 18.7 18.5 18.6
Net profit 22.0 19.7 18.6 18.3 17.8 17.6 17.7
 
Key financial ratios 
ROA 9.3 8.5 8.6 8.6 8.8 9.1 9.7
ROE 15.1 13.5 13.7 13.8 14.2 14.8 15.9
Total debt / total assets 26.1 25.4 26.5 27.0 27.8 26.7 28.5
Total debt / equity 41.4 39.8 42.3 43.7 45.5 43.1 47.4
Net cash (debt) / equity (26.6) (23.3) (27.0) (29.3) (33.6) (32.2) (40.6)
Interest coverage (x) 9.8 10.3 6.2 7.1 6.9 6.9 7.1

Source: NTPC, HSBC estimates 

NTPC: Consolidated Profit and loss statement  

Year ended Mar 31 (INRm) 2005 2006 2007e 2008e 2009e 2010e 2011e

Gross income, net 234,913 269,581 306,777 342,503 397,273 452,390 527,441 
Energy internally consumed 248 276 304 334 367 404 445 
Provisions written back 6,190 23 5,547 2,872 1,860 1,540 1,500 
Other income 23,774 26,244 30,258 33,809 38,349 43,643 49,936 
 
Total income 265,125 296,124 342,885 379,518 437,849 497,978 579,321 
 
Fuel (137,248) (163,963) (202,390) (225,713) (266,448) (308,296) (363,700)
Electricity purchased (7,303) (6,189) (6,498) (6,823) (7,165) (7,523) (7,899)
Cost of material and services (904) (952) (1,000) (1,050) (1,102) (1,157) (1,215)
Employee's remuneration and benefits (9,082) (9,964) (10,462) (10,985) (11,535) (12,111) (12,717)
Generation, administration & other expenses (12,497) (13,148) (13,279) (14,076) (15,751) (16,951) (19,096)
Provisions (75) (358) (767) (856) (993) (1,131) (1,319)
 
Total expenditure before depreciation and interest expense (167,109) (194,574) (234,396) (259,503) (302,993) (347,169) (405,945)
 
EBITDA 98,016 101,550 108,489 120,015 134,856 150,809 173,376 
Depreciation (19,824) (20,710) (24,225) (27,392) (31,272) (34,028) (40,157)
EBIT 78,192 80,840 84,264 92,623 103,584 116,781 133,219 
Finance charges (17,219) (17,554) (17,008) (19,517) (21,750) (24,546) (25,231)
Profit before taxation and prior period adjustment 60,973 63,286 67,257 73,107 81,834 92,235 107,988 
Prior period adjustment 102 (2,488) 0 0 0 0 0 
Profit before taxation 61,075 60,798 67,257 73,107 81,834 92,235 107,988 
Provision for taxation (2,789) (2,390) (3,372) (3,665) (4,103) (4,624) (5,412)
Net after tax 58,286 58,408 63,885 69,441 77,731 87,611 102,576 
 
FD EPS (INR) 7.29 7.08 7.75 8.42 9.43 10.63 12.44
DPS (INR) 2.41 2.81 3.09 3.38 3.78 4.26 4.99

Source: NTPC, HSBC estimates 
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NTPC: Consolidated Balance Sheet 

Year ended Mar 31 (INRm) 2005 2006 2007e 2008e 2009e 2010e 2011e

Goodwill on consolidation 6 6 6 6 6 6 6 
Fixed assets 224,988 234,278 276,353 318,261 371,888 398,160 492,103 
Capital work-in-progress 67,157 68,952 73,695 75,662 76,465 76,795 76,881 
Construction stores and advances 32,960 32,960 32,960 32,960 32,960 32,960 32,960 
LT investments 206,565 215,154 223,744 237,333 255,922 279,512 308,101 
 
Inventories 17,960 20,219 22,241 23,975 26,816 29,405 32,965 
Sundry debtors 14,673 16,892 24,890 29,980 35,725 41,040 48,013 
Cash and bank balances 61,983 74,241 74,444 75,128 67,645 67,082 46,325 
Other current assets 9,752 11,457 13,038 14,556 16,884 19,227 22,416 
Loans and advances 27,087 31,002 35,279 39,388 45,686 52,025 60,656 
 
Total assets 663,131 705,161 776,650 847,249 929,998 996,212 1,120,427 
 
Creditors and deposits for projects 33,897 35,166 38,322 40,101 41,291 42,238 43,054 
Advances from customers 17,736 20,219 23,008 25,688 29,795 33,929 39,558 
Interest Accrued but not due 1,671 2,148 2,465 2,747 3,101 3,187 3,833 
Proposed dividend 10,013 6,683 7,349 8,037 8,992 10,134 11,855 
Tax on proposed dividend 1,408 2,314 2,268 2,481 2,775 3,128 3,659 
Retirement benefits 3,871 3,986 4,185 4,394 4,614 4,845 5,087 
Others 26 26 26 29 33 37 38 
 
Secured Loans 46,408 46,408 46,408 46,408 46,408 46,408 46,408 
Unsecured Loans 126,619 132,619 159,029 182,539 211,969 219,179 273,049 
Deferred Revenue (AAD) 3,374 5,526 7,817 10,428 13,373 16,728 20,367 
Deferred Tax Liability 32 0 0 0 0 0 0 
 
Total liabilities 245,055 255,094 290,876 322,853 362,351 379,811 446,908 
 
Share capital 82,455 82,455 82,455 82,455 82,455 82,455 82,455 
Reserves and surplus 335,621 367,612 403,319 441,941 485,192 533,946 591,064 
 
Total liabilities and shareholders fund 663,131 705,161 776,650 847,249 929,998 996,212 1,120,427 

Source: NTPC, HSBC estimates 

 

 

NTPC: DCF analysis 

Year to 31 Dec (INRm) FY06e FY07e FY08e FY09e FY10e FY11e FY12e FY13e

Net income 58,408 63,885 69,441 77,731 87,611 102,576 120,013 134,012 
Depreciation 20,710 24,225 27,392 31,272 34,028 40,157 47,604 48,016 
Changes in working capital (4,642) (8,352) (6,474) (9,586) (9,163) (12,719) (14,895) (11,982)
Capex (30,000) (66,300) (69,300) (84,900) (60,300) (134,100) (162,960) (9,000)
Free cash flow to equity 44,476 13,458 21,060 14,518 52,177 (4,086) (10,238) 161,046 
 
Years ahead 0 1 2 3 4 5 6 7 
Discounted free cash flow 44,476 12,004 16,754 10,302 33,024 (2,307) (5,155) 72,330 
 
Risk free rate - 10-year Indian bond 7.5%
India market risk premium - HSBC assumptions 5.5%
Beta  1.00
Cost of equity (CAPM) 13.0%
Terminal growth rate 5.5%
Terminal value (INRm) 964,395 
Fair value (INRm) 1,145,823 
Outstanding shares (m) 8,246 
Fair value per share (INR)               139

Source: NTPC, HSBC estimates 
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NTPC: Consolidated Cash flow statement 

Year ended Mar 31 (INRm) 2005 2006 2007e 2008e 2009e 2010e 2011e

Net profit before tax and prior period adjustments 60,973 63,286 67,257 73,107 81,834 92,235 107,988 
Adjustments for: 
  Depreciation  20,378 20,710 24,225 27,392 31,272 34,028 40,157 
  Provisions 75 358 767 856 993 1,131 1,319 
  Deferred revenue on account of advance against depreciation 1,783 0 2,319 2,650 2,997 3,421 3,723 
  Interest charges 9,857 17,554 17,008 19,517 21,750 24,546 25,231 
  Guarantee commission and other finance charges 1,597 0 0 0 0 0 0 
  Interest/Income on bonds/investment (14,991) (22,874) (26,423) (29,528) (33,383) (37,988) (43,343)
  Prior period adjustments, net 102 (2,488) 0 0 0 0 0 
  Dividend income (113) 0 0 0 0 0 0 
  Provisions written back (6,236) (23) (5,547) (2,872) (1,860) (1,540) (1,500)
  Others 34 0 0 0 0 0 0 
Operating profit before working capital changes 73,459 76,523 79,605 91,122 103,604 115,833 133,574 
Adjustments for: 
  Trade and other receivables (2,969) (2,219) (7,997) (5,090) (5,745) (5,315) (6,974)
  Inventories (413) (2,259) (2,023) (1,734) (2,841) (2,589) (3,560)
  Trade payables and other liabilities (16,179) 1,919 7,081 5,855 7,124 6,895 9,587 
  Loans and advances 3,213 (3,915) (4,278) (4,108) (6,299) (6,338) (8,631)
  Other current assets (442) (1,705) (1,581) (1,518) (2,328) (2,342) (3,190)
Net cash from operations 56,669 68,344 70,807 84,526 93,516 106,143 120,808 
Direct taxes paid (13,009) (2,382) (3,363) (3,655) (4,092) (4,612) (5,399)
Income tax recoverable 7,358 0 0 0 0 0 0 
Net cash from operating activities 51,018 65,962 67,445 80,871 89,424 101,531 115,408 
 
  Expenditure on Fixed Assets (54,606) (30,000) (66,300) (69,300) (84,900) (60,300) (134,100)
  Purchase of Investments (34,219) (8,589) (8,589) (13,589) (18,589) (23,589) (28,589)
  Development Surcharge Account (1,358) 0 0 0 0 0 0 
  Interest on Bonds Received 25,453 22,874 26,423 29,528 33,383 37,988 43,343 
  Dividend on Investments Received 119 0 0 0 0 0 0 
Net cash used in investing activities (64,611) (15,715) (48,466) (53,361) (70,106) (45,901) (119,346)
 
  Proceeds from IPO 26,841 0 0 0 0 0 0 
  Interest Paid (9,870) (17,554) (17,008) (19,517) (21,750) (24,546) (25,231)
  Guarantee commission and other charges (1,597) 0 0 0 0 0 0 
  Dividend (20,835) (23,184) (25,493) (27,882) (31,195) (35,154) (41,127)
  Tax on Dividend (2,694) (3,251) (2,685) (2,937) (3,286) (3,703) (4,332)
  Others (1,119) 0 0 0 0 0 0 
Net cash used in financing activities (9,274) (43,989) (45,186) (50,335) (56,231) (63,403) (70,689)
 
Net change in net cash/(debt) (22,867) 6,258 (26,208) (22,826) (36,913) (7,773) (74,627)
 
Opening net cash/(debt) (88,177) (111,044) (104,786) (130,993) (153,819) (190,732) (198,505)
Closing net cash/(debt) (111,044) (104,786) (130,993) (153,819) (190,732) (198,505) (273,132)

Source: NTPC, HSBC estimates 
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Company background 
The downstream company 

REL, incorporated in 1929, is a fully integrated 

utility engaged in the generation, transmission and 

distribution of electricity. It also engaged in a 

portfolio of services in the power sector in 

engineering, procurement and construction 

through a network of regional offices. 

The total installed capacity of the generating units 

is 893MW, mainly located in Maharashtra, Goa 

and Andhra Pradesh of India.  

The company is currently investing in several gas, 

coal, wind and hydro-based power generation 

projects in India with aggregate capacity of over 

12,500MW. 

Recent development 
New infrastructure projects 

The company won a bid for building the first 

phase Mumbai metro project, which is to be built 

at a cost of INR17bn after a viability gap funding 

of INR6.5bn. It has been a positive development 

for the company as its chances of winning bids for 

other phases of the Mumbai metro are better if 

work progresses on schedule. The Mumbai metro 

is an ambitious project with capital cost of 

INR195bn to be spent over the next decade. In 

addition to this, the company has bagged two 

small toll-road National Highway Authority of 

India (NHAI) projects in Tamil Nadu. 

Dadri plant: will it be operational? 

The company has been facing problems at its 

Dadri power plant (5,600MW) as farmers – the 

original land owners – are resisting the acquisition 

of land. In addition, the Ministry of Oil and Gas 

has questioned the rate of the gas supply 

agreement between Reliance Industries and 

Reliance Energy. As the rate quoted in the gas 

supply agreement is significantly below market 

prices, we have serious doubts that the gas will be 

delivered at pre-decided price. If gas is supplied at 

market prices in the range of USD5-6/mmbtu, the 

cost of power rises to INR4/kWh. At such a high 

tariff this plant will be the last in merit order 

despatch and its utilisation rate will be much 

lower than the pithead coal fired stations. 

Reliance Energy

 The largest private distribution company in India with limited 

exposure to the generation business 

 Although the company has announced huge capex in various 

projects, we expect majority of these projects would not be 

executed due to lack of management focus 

 We initiate coverage of REL with an Underweight rating and 

notional target price of INR429, implying 5% downside 
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Negatives 
Execution risk 

The company has announced plans for several 

projects in the power sector. In the past two years, 

it has announced plan to build following projects: 

 A 5,600MW CCGT(combined cycle gas 

turbine) project at Dadri  

 A 1,000MW pithead Coal fired at Anpara-C 

project 

 A 4,000MW CCGT project at Shahapur 

 Two projects, 1,000MW each, of CCGT and 

imported coal, in Karnataka  

 Hydro projects with aggregate capacity of 

2,000MW in various states 

 2 plants of total 295MW capacity for MIDC 

 A 12,000MW coal-fired plant in Orissa 

However, there has been no concrete progress on 

these projects since their announcement.  

Dadri gas plant: a pipe dream? 

The gas fired station at Dadri may not see daylight 

as the supply of gas remains a big concern. Gas 

supply at a higher cost than stated price may result 

in higher tariff and lower plant utilisation than 

estimated by the company. The land acquisition 

for the proposed plant has become a political issue 

in Uttar Pradesh. As assembly elections are 

scheduled in Uttar Pradesh in early 2007, the 

resistance from various political parties may 

jeopardise the Dadri project.  

Losing out on competitive biddings 

The company lost to much smaller competitors in 

the bids for privatisation of the Mumbai and Delhi 

airports. According to a press report in Business 

Standard, it also failed to get a no-objection 

certificate from the Ministry of Defence for a 

second distributor license in Noida and other 

cities in Uttar Pradesh. It is a distant bidder in 

tariff-based bidding for 1,000MW Anpara C 

project. It was awarded Mumbai metro project 

after reducing viability gap funding from 

INR1.2bn to INR6.5bn. 

Due to its failure in various competitive bidding 

processes, we do not factor in any power project 

in our forecasts, unless the company has a 

concrete sourcing agreement for the fuel. 

Positives 
Diversifying portfolio of assets 

There has been positive news about the 

deployment of cash in various infrastructure 

projects. Recently, the company has bagged two 

toll road projects in the southern Indian state of 

Tamil Nadu, to be executed by FY09. It has also 

received a mandate to build the Mumbai metro 

project, to be completed in FY10.  Its 

transmission line for Parbati and Koldam power 

plants should become operational by FY09 as the 

issues with Power Grid Corporation may be 

resolved. The work on power projects is 

progressing on schedule and transmission line 

should be commissioned ahead of commissioning 

of power plants. 

The company’s foray into various infrastructure 

projects has diversified its portfolio. The company 

seems to reduce its dependence on the power 

sector, which is tightly regulated and is politically 

sensitive. 

Strategy for alternative fuels 
500MW wind farm: still a dream 

The company operates a 5MW wind farm in the 

southern state of Karnataka. It had announced 

wind farms of 500MW at various sites across 

India.  Although the company declared its plan to 

set up wind farms in 2005, there has no 

development since then. India has added 

1,100MW of capacity during a year in wind 
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farms. We expect the company to roll back its 

plan to set up massive wind farms, as we perceive 

lack of management interest. 

Dividend policy 
Sitting on a cash pile 

The company has a large cash war-chest of over 

INR70bn. Although it has failed to deploy this in 

new projects, its dividend payout has been the 

lowest among Indian utilities at just 16%. Going 

forward, we expect the company to retain for its 

proposed capital investments.  

Forecast and valuations 
Outlook and financials 

We expect REL’s revenue to grow at 13.0% y-o-y 

to INR35.0bn in FY07 because of the anticipated 

tariff hike in the current year. However, we 

estimate the net profit growth would rise by just 

2% y-o-y to INR6.6bn in FY07. This is because 

we have not anticipated further growth in other 

income, and REL’s regulated asset base remains 

stagnant. Driven by the commissioning of smaller 

projects in FY09 and onwards, we estimate the 

revenue growth over the next five years at 10.8% 

to INR53.0bn in FY11 and the net profit, to record 

a CAGR of 6.9% over the next five years to 

INR9.1bn in FY11.  

We also expect the company to maintain its 

current dividend payout ratio of 17% in FY07 as it 

prefers to sit on cash to earn other income and 

may not return cash to the shareholders in the near 

future.  

Profitability 

We expect the EBITDA margin to drop slightly 

from 28.7% in FY06 to 27.6% in FY11 as it is a 

downstream company, where regulated returns are 

constant and may not change in the near future. 

The estimated decline in EBITDA margin is 

because of the increase in power purchase costs 

rising at a CAGR of 17.0% over the next five 

years. Due to rising fuel and power purchase costs 

which inflates the revenue and not operating 

profit, the net profit margin may be eroded to 

12.5% in FY11 from the current level of 14.1%. 

To reduce the impact of rising cost, the 

management has chalked out its own capacity 

expansion plans. However, we believe there is an 

execution risk to these plans and they may not 

fructify in the near future, given the lack of 

initiative shown so far on projects announced over 

the last two years.  

Valuations 

Reliance Energy is currently trading at 14.3x 

FY06 earnings and 14.4x FY07e earnings. Our 

notional target price of INR429 is based on the 

average of the estimated fair value using DCF 

analysis with a terminal growth rate of 4% and the 

sum-of-the-parts valuation. This is equivalent to 

13.7x FY07e earnings with a dividend yield of 

1.3% and 12.4x FY08e earnings with a dividend 

yield of 1.4%. We consider earnings growth may 

not be attractive so we expect a 5% downside 

from the current level. 

Share price performance 
One of the worst performers 

The stock has been the worst performer among 

Indian utilities under our coverage; it has 

underperformed the MSCI Emerging Market 

Utilities Index by 45% over the past 12 months. 

REL has been trading between INR377 and 

INR656 in the past 12 months. The share price 

has rebounded 19% from its 12-month low in 

June 2006, although it has fallen 26% y-t-d. We 

believe REL should continue to underperform its 

peers due to its weak earnings growth in future.  
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Share price performance (INR) 
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Source: Bloomberg, HSBC 
 

 
Our view vs. consensus 
Slightly below consensus 

We do not expect REL’s earnings to grow on the 

back of other income, so our forecasts are 5-6% 

below consensus for FY07 and FY08. The 

concern over commissioning of its various 

projects weighs heavy on its revenue and net 

profit growth over the next five years. 

Catalysts for the share price 
Not many positive triggers 

We do not expect REL to get or win a large 

project, given its track record in failing to secure 

large projects in competitive bidding so far. We 

see execution risk, as the management has 

announced several projects in the past that it has 

not taken adequate action on.  

We believe that REL’s chances of winning the 

Anpara-C or UMPP project are bleak, as the 

company’s track record on executing some of the 

projects it has announced is less than satisfactory.  

Besides, REL seems to be moving away from the 

power sector at a time when positive things are 

happening in it, and when most large industrial 

houses in India are planning an entry in the sector. 

We believe this is not a positive development. 
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REL: Business structure and shareholding 

Reliance 
ADA group

Reliance 
Energy

53.4%

Generation, 
transmission and 
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Engineering, 
procurement 

and construction

Infrastructure  
businesses

 

Reliance ADA group = Reliance Anil Dhirubhai Ambani group 

Source: REL, HSBC 
 

REL: Absolute share price performance in the past 12 months 
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REL: Share price performance relative to Sensex 30 and MSCI in the past 12 months 
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REL: Profitability 

Year ended Mar 31 (%) 2005 2006 2007e 2008e 2009e 2010e 2011e

Growth 
Revenue          28.2            0.3          13.0           7.8            7.1          11.6           8.0 
EBITDA          30.4           25.8            0.1         12.0          15.5          11.4            4.9
EBIT         44.5           38.2           (1.1)         10.3          15.7          13.4            5.0
Pre-tax profit         36.4           37.3           (7.7)         10.8          10.7            9.0            2.6
Net profit          39.1           25.0           2.0         10.8          10.7            9.0            2.6
EPS            8.0           20.1           (0.7)         10.8          10.7            9.0            2.6
 
Margins 
EBITDA 22.9 28.7 25.4 26.4 28.5 28.4 27.6
EBIT 15.3 21.1 18.5 18.9 20.4 20.8 20.2
Pre-tax 12.4 17.0 13.9 14.2 14.7 14.4 13.6
Net profit 11.3 14.1 12.7 13.1 13.5 13.2 12.5
 
Key financial ratios 
ROA 4.9 4.8 4.4 4.4 4.3 4.0 3.7
ROE 9.1 9.2 8.1 8.3 8.6 8.6 8.2
Total debt / total assets 30.5 29.3 30.4 32.9 37.3 40.4 41.0
Total debt / equity 0.6 0.5 0.6 0.6 0.8 0.9 0.9
Net cash (debt) / equity 0.4 0.2 0.1 (0.1) (0.2) (0.2) (0.2)
Interest coverage (x) 10.2 6.7 5.5 5.6 5.0 4.4 4.2

Source: REL, HSBC estimates 

REL: Profit and loss statement 

Year ended Mar 31 (INRm) 2005 2006 2007e 2008e 2009e 2010e 2011e

Gross income, net 28,899 31,790 34,978 38,911 43,287 48,160 52,968 
Income of EPC, contracts and elastimold divisions 12,438 8,545 11,117 10,874 9,442 8,367 7,561 
Income from infrastructure business 0 0 0 0 692 3,119 3,141 
Other income 4,588 5,744 5,956 6,302 6,672 7,436 8,805 
 
Total income 45,926 46,079 52,051 56,087 60,093 67,082 72,476 
 
Cost of electrical energy purchased, net (10,041) (10,876) (13,107) (14,517) (16,126) (20,129) (23,811)
Cost of fuel (7,363) (8,121) (8,608) (9,125) (9,672) (10,253) (10,868)
Tax on electricity (991) (1,140) (1,053) (1,171) (1,303) (1,449) (1,594)
Salaries, wages and bonus (2,325) (2,366) (2,766) (2,987) (3,205) (3,579) (3,820)
Generation, distribution, administration and other expenses (3,235) (3,339) (3,508) (3,903) (4,342) (4,830) (5,313)
Expenditure of EPC, contracts and elastimold divisions (11,464) (7,018) (9,783) (9,569) (8,309) (7,363) (6,654)
Expenditure on Infrastructure business 0 0 0 0 (32) (425) (425)
 
Total expenditure before depreciation and interest expense (35,420) (32,859) (38,825) (41,272) (42,988) (48,029) (52,485)
 
EBITDA 10,506 13,220 13,226 14,815 17,105 19,053 19,991 
Depreciation, net (3,464) (3,486) (3,595) (4,195) (4,822) (5,126) (5,364)
EBIT 7,041 9,734 9,631 10,621 12,283 13,927 14,627 
Finance charges (1,348) (1,919) (2,419) (2,631) (3,440) (4,291) (4,744)
Profit before taxation 5,693 7,815 7,211 7,990 8,843 9,636 9,883 
Provision for taxation (490) (1,311) (577) (640) (708) (771) (791)
Profit after taxation 5,203 6,503 6,634 7,351 8,136 8,865 9,092 
 
FD EPS (INR)          26.19          31.46         31.25         34.62          38.32          41.75         42.82 
DPS (INR)           4.70            4.93           5.42           5.89            6.50            7.12           7.45 

Source: REL, HSBC estimates 
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REL: Balance sheet 

Year ended Mar 31 (INRm) 2005 2006 2007e 2008e 2009e 2010e 2011e

Fixed assets       27,201        26,561       35,873       50,141        65,504        75,748       85,113 
Capital work-in-progress          1,922          2,177         2,791         3,420          4,112          6,424         7,339 
Investments         6,962        11,927       14,427       16,927        19,427        21,927       24,427 
 
Inventories          3,531          2,951         3,383         3,646          3,906          4,360         4,711 
Sundry debtors         9,310        10,928       10,410       11,217        12,019        13,416       14,495 
Cash and bank balances        60,454        56,529       54,075       51,859        57,235        68,850       72,452 
Other current assets         1,409          3,129         4,685         5,048          5,408          6,037         6,523 
Loans and advances       11,701        31,617       33,382       35,275        37,306        39,486       41,827 
 
Total assets     122,490      145,818     159,026     177,533      204,916      236,249     256,887 
 
Deposits and advances from consumers         1,485          3,706         4,685         5,048          5,408          6,708         7,248 
Contracts in progress          4,612          3,987         4,945         5,328          5,709          7,044         7,610 
Sundry creditors         7,391          6,621         7,287         7,852          8,413          9,391       10,147 
Accrued interest            662             618            798            868          1,135          1,416         1,566 
Other liabilities            632             776         1,041         1,122          1,202          1,342         1,450 
Provisions         4,096          6,431         5,045         5,493          5,995          6,507         6,889 
 
Loan funds       37,387        42,669       48,386       58,460        76,436        95,347     105,421 
Deferred tax liabilities, net         2,606          2,041         1,896         1,737          1,560          1,367         1,169 
Service line deposits from consumers            221             235            235            235             235             235            235 
 
Total liabilities       59,091        67,085       74,319       86,143      106,094      129,357     141,735 
 
Share capital         1,856          2,124         2,124         2,124          2,124          2,124         2,124 
Equity warrants issued and subscribed          5,680             882            882            882             882             882            882 
Reserves and surplus       55,863        75,727       81,701       88,384        95,817      103,886     112,146 
 
Total liabilities and shareholders fund     122,490      145,818     159,026     177,533      204,916      236,249     256,887 

Source: REL, HSBC estimates 
 

 

REL: DCF analysis 

Year to 31 Mar (INRm) FY06 FY07e FY08e FY09e FY10e FY11e FY12e FY13e

Net income 6,503 6,634 7,351 8,136 8,865 9,092 9,480 9,983 
Depreciation 3,486 3,595 4,195 4,822 5,126 5,364 5,602 5,840 
Change in working capital (1,613) (347) (566) (648) 783 (644) 807 169 
Capex (3,828) (5,717) (10,074) (10,541) (5,118) (4,000) (4,000) (4,000)
Free cash flow to equity 4,549 4,166 905 1,768 9,657 9,813 11,889 11,993 
 
Years ahead 0 1 2 3 4 5 6 7 
Discounted free cash flow 4,549 3,776 744 1,317 6,519 6,005 6,595 6,030 
 
Risk free rate - 10-year Indian bond 7.5%
India market risk premium - HSBC assumptions 5.5%
Beta  1.11
Cost of equity (CAPM) 13.6%
Terminal growth rate 4.0%
Terminal value (INRm) 62,778 
Fair value (INRm) 98,312 
Outstanding shares (m) 212 
Fair value per share (INR)              463
Source: REL, HSBC estimates 
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REL: Cash flow statement 

Year ended Mar 31 (INRm) 2005 2006 2007e 2008e 2009e 2010e 2011e

Profit before taxation 5,693 7,815 7,211 7,990 8,843 9,636 9,883 
Adjustments for: 
  Depreciation (net of transfer from general reserve) 3,464 3,486 (3,595) (4,195) (4,822) (5,126) (5,364)
  Interest and finance charges 1,348 1,919 2,419 2,631 3,440 4,291 4,744 
  (Profit)/loss on sale/disposal of fixed assets (net) 49 (43) 0 0 0 0 0 
  Diminution in value of investments/(written back) 705 (10) 0 0 0 0 0 
  Provision for doubtful debts/advance/deposits 459 0 0 0 0 0 0 
  Provision for leave encashment 137 54 0 0 0 0 0 
  Investment income (2,775) (4,806) (5,956) (6,302) (6,672) (7,436) (8,805)
  Exchange fluctuation in respect of financing activities (net) (279) 242 0 0 0 0 0 
  Swap income (462) (201) 0 0 0 0 0 
  Profit on sale of investments (624) (50) 0 0 0 0 0 
  Interest on income tax refund (24) (13) 0 0 0 0 0 
  Lease rentals (15) (1) 0 0 0 0 0 
Operating profit before working capital changes 7,678 8,391 80 124 789 1,365 457 
Adjustments for: 
  Trade and other receivables (4,508) (4,289) (1,247) (2,700) (2,832) (3,578) (3,419)
  Inventories (2,489) 580 (433) (262) (260) (454) (351)
  Trade payables 4,337 941 1,112 715 908 1,399 1,013 
  Income taxes paid (net of refund) (86) (1,815) (1,707) 143 157 146 45 
Net cash from operating activities 4,932 3,809 (2,195) (1,980) (1,239) (1,123) (2,255)
 
Purchase/acquisition of fixed assets (3,051) (3,828) (5,717) (10,074) (10,541) (5,118) (4,000)
Sale of fixed assets 17 78 0 0 0 0 0 
Purchase of investments (1,273) (179,495) (2,500) (2,500) (2,500) (2,500) (2,500)
Advance against share application (724) (140) 0 0 0 0 0 
Sale/redemption of investments 23,430 174,590 0 0 0 0 0 
Loans and deposits (non-trade), net (1,897) (15,909) 0 0 0 0 0 
Investment income 2,631 3,669 5,956 6,302 6,672 7,436 8,805 
Net cash from/(used in) investing activities 19,133 (21,036) (2,261) (6,272) (6,369) (182) 2,305 
 
Proceeds of share capital including share premium 11,566 9,879 0 0 0 0 0 
Proceeds from borrowings, unsecured 462 0 0 0 0 0 0 
Swap income 462 243 0 0 0 0 0 
Deposits and contributions from consumers 129 131 0 0 0 0 0 
Interest and finance charges paid including FCCB issue expenses (1,035) (1,963) (2,419) (2,631) (3,440) (4,291) (4,744)
Dividends paid on equity shares including tax (1,001) (587) (1,295) (1,408) (1,553) (1,701) (1,778)
Lease rentals 16 1 0 0 0 0 0 
Others 571 316 
Net cash from financing activities 10,708 8,020 (3,714) (4,039) (4,993) (5,992) (6,522)
 
Change in net cash  34,774 (9,207) (8,171) (12,290) (12,601) (7,296) (6,472)
 
Opening net cash/(debt) (11,707) 23,067 13,860 5,689 (6,601) (19,202) (26,498)
Closing net cash/(debt) 23,067 13,860 5,689 (6,601) (19,202) (26,498) (32,969)

Source: REL, HSBC estimates 

 



 
 

44 

Utilities 
Indian Utilities 
28 July 2006 

abc

Company background 
Largest private generation company 

Tata Power is one of India’s largest energy 

utilities. Started with its hydroelectric power 

supply business, it currently owns, operates and 

maintains a unique mix of thermal and 

hydroelectric power plants in India. Apart from 

providing services in power generation, 

distribution and transmission, the company also 

engages in oil and gas exploration and production, 

and broadband communication.  

In March 2006, the company has a total installed 

capacity of over 2,300MW. It plans to invest 

INR1,800 million to increase the total installed 

capacity by 4,500MW in four years. The company 

also has a portfolio of overseas power projects 

located in UAE, Malaysia, Saudi Arabia, Kuwait 

and Algeria.  

Recent development 
Aggressive power play 

Tata Power has planned aggressive capacity 

addition program. As planned, work on its 

250MW coal-fired power unit has begun, and will 

be commissioned within 27months. The company 

has successfully completed the acquisition of 74% 

stake in Maithan power plant. For the proposed 

1,000MW plant, 50% of coal linkage is already 

allotted and the rest is under progress. We expect 

the project to be operational in FY10.  

The company has planned a 3,000MW coal power 

plant in Jharkhand and a 1,000MW imported coal 

power station in Maharashtra. It is also bidding 

for the recently announced ultra mega power 

projects. It has a strong mandate from a group 

company Tata Steel to set up captive power plants 

for its planned expansions globally.  

Other businesses 

Its 400kV transmission line for Tala plant in 

Bhutan has been commissioned three months 

ahead of schedule. We expect the whole project to 

be operational ahead of schedule. Its power 

trading arm, Tata Power Trading Co., has traded 

675m kWh in FY06. It has planned to bid for 

future transmission projects. It is thinking of 

entering the distribution business in a few states 

where the environment is conducive for business, 

if privatisation takes place. 

Tata Power 

 Tata Power is the largest private generation company with over 

2,300MW capacity and distribution license in Mumbai and Delhi 

 Aggressive generation plans will see its capacity quadruple by 

2012, EPS growth forecast at CAGR of 29% over the next 7 years 

 We initiate coverage with an Overweight and notional target price 

of INR679, implying 38% upside 
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Focused on few states 

Learning from the bad experience of other players 

in some states, the company has planned to set up 

plants where the business environment is good for 

the power business. Considering the politically 

sensitive nature of the power business in India, the 

strategy is very important as political risk weighs 

high on various projects. 

Positives 
Project execution skills 

The company has delivered on its project 

execution commitments ahead of schedule as it 

commissioned its 120MW captive plant in a 

record 23 months at Jojobera, in the state of 

Jharkhand. The first phase of Tala transmission 

line was commissioned three months ahead of 

schedule. The work on Trombay 250MW unit and 

Maithan 1,000MW project is progressing as per 

schedule.  

North Delhi Power Limited: a gem  

The company owns 49% in North Delhi Power 

Limited (NDPC) which owns and operates in the 

North Delhi distribution circle. It has reduced its 

technical and commercial losses from 54% to 

28% in approximately three and a half years, and. 

NDPL earned INR1.2bn in net profit in FY06. It 

has set a benchmark for distribution reforms and 

industry experts look at it as a positive trigger for 

privatisation of distribution business. So Tata 

Power may be a preferred candidate in the 

privatisation of electricity distribution networks. 

Tata Steel: a sister that helps 

Tata Power has already set up captive power 

plants for its sister company Tata Steel in Jojobera 

where it earns 16% return on equity compared to 

an average of 14% elsewhere. Tata Power has 

planned further capacity expansion for the sister 

concern. Tata Steel is the lowest cost hot rolled 

(HR) steel producer in the world and ambitious 

growth plans. We expect Tata Power to add 

capacities for all the plants that Tata Steel may 

build in the future. 

Negatives 
Too much investment  

The company had been used as an investment 

vehicle by the Tata group in the past. It holds 

considerable stake in group companies as this 

stake may not be sold in the open market. Huge 

cash is locked in for years in non-core assets, and 

this affects its return on assets, compared to other 

utilities. In addition, it was very conservative in 

planning capacity addition in the past decade 

when the sector was opened for private 

participation. It has missed several good 

opportunities in southern and western states to set 

up IPPs.  

Strategy for alternative fuels 
Waste heat recovery plant  

The company is setting up a 120MW power plant 

in Jamshedpur utilising waste flue gases from the 

steel plant at a capital expenditure of INR4,900m.  

Wind farm: The company owns a 17MW wind 

farm at Ahmednagar in Maharashtra. It has stated 

any strategy to develop more wind farms in near 

future. As it has huge capital expenditure plan for 

conventional technologies in the next five years, 

we do not expect it to spend on alternative fuels.  

Dividend policy 
Moderate dividends 

Among Indian utilities, the company’s payout 

ratio is moderate. In FY03, Tata Power had a 

payout ratio of 40%. After the passing of the 

Electricity Act in 2003, the prospect of 

investments in the power sector became more 

attractive than before. Of late, the company has 

planned huge investments in the next 6-7 years, 

and so has pruned its payout ratio to 24% in FY06 

compared to 40% in FY03. As we believe profit 
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growth would be strong, we expect the company 

to maintain its payout ratio at current levels. 

Forecast and valuations 
Outlook and financials 

We expect Tata Power’s revenue from power 

supply to grow at 10.4% y-o-y to INR58.8bn in 

FY07 because of the anticipated tariff hike in the 

current year, following rise in fuel cost. However, 

we estimate the net profit would drop by just 

1.3% y-o-y to INR7.0bn in FY07, as we have not 

anticipated further growth in other income and its 

capital expenditure will earn returns after 

commissioning of the projects. Driven by the 

commissioning of its various projects in FY08 and 

onwards, the revenue would record a CAGR of 

28.7% over the next five years, at INR188.4bn in 

FY11 and the net profit, a CAGR of 34.5%, to 

reach INR31.4bn during that timeframe.  

We also expect the company to maintain its 

current dividend payout ratio of 24% in FY07 as it 

has strong operating cash flows to invest in 

planned capacity expansions and it may sell its 

holding in group companies for capital 

expenditure if required.  

Profitability 

We expect the EBITDA margin to rise 

substantially 22.2% in FY06 to 28.4% in FY11. 

Tata Power’s EBITDA margin is much lower than 

its peers’, and may rise to industry standards 

because of economies of scale. The expected 

jump in EBITDA margin will be due to higher 

utilisation of its future plants and other incentives 

that it will get from its captive capacities. The 

current EBITDA margin is depressed due to lower 

utilisation of its 500MW high speed diesel plant 

in Mumbai. We expect Tata Power to push its net 

profit margin from 11.9% in FY06 to 15.9% in 

FY11. Although it may be much lower than that 

of NTPC, we expect Tata Power to be close to 

NTPC in operating profit margin due to 

economies of scale. 

Valuations 

Tata Power is currently trading at 13.7x FY06 

earnings and 13.9x FY07e earnings. Our notional 

target price of INR679 is based on the average of 

the estimated fair value using DCF analysis with a 

terminal growth rate of 5% and a sum-of-the- 

parts valuation. This is equivalent to 19.1x FY07e 

earnings with a dividend yield of 1.2% and 20.8x 

FY08e earnings with a dividend yield of 1.1%. 

We consider earnings growth is very attractive so 

we expect 38% upside from the current level. 

Share price performance 
One of the best performers 

The company has outperformed the other two 

electric utilities that we cover, over the past year. 

Its shares have been trading between INR386 and 

INR594 in the past 12 months and have increased 

14% y-t-d. The share price has fallen 17% from 

its peak in March 2006 due to the downward 

adjustment of the Indian stock market. We believe 

Tata Power should continue to outperform its 

peers given the strong earnings and installed 

capacity growth in the medium term. 

Share price performance (INR) 
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Our view vs. consensus 
Well above consensus 

We do not agree with the market consensus about 

the fall in Tata Power’s income in FY07 and 

FY08 as the interest during construction will be 

capitalised and may not be reflected in its FY07 

forecasts. The company will be able to maintain 

its other income at same level without selling off 

its investments. 

Our earnings forecast is significantly above the 

market consensus in FY07 and FY08 and 

indicates marginal fall in earnings growth in FY07 

over FY06. 

Catalysts for the share price 
Winning an ultra-mega power project 

The company has good prospects of winning a bid 

for an ultra mega project of 4,000MW as it has 

joined hands with the best capital equipment 

manufacturers. It has formed a consortium with 

Doosan Heavy of Korea and Siemens of Germany 

for a majority of the ultra mega projects that it 

would bid for. The company can reduce its capital 

cost and in turn, charge a lower tariff, in 

association with its partners in the bidding process 

and win a bid to build a power project of 

4,000MW. 
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Tata Power: Business structure and shareholding 

Mumbai and Delhi 
Power Distribution

Captive power 
& IPPs

Power trading 
& Transmission

Tata Power

Tata Sons

32.3%

 

Source: Tata Power, HSBC 
 

Tata Power: Absolute share price performance in past 12 months 
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Tata Power: Share price performance relative to Sensex 30 and MSCI in the past 12 months 
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Tata Power: Profitability 

Year to Mar 31 (%) 2005 2006 2007e 2008e 2009e 2010e 2011e

Growth 
Turnover           2.4        13.1          9.4        14.0            6.7         50.6        63.5 
EBITDA          (0.3)       (11.9)          7.1        13.8          39.6         51.1        63.5 
EBIT          (4.6)         (4.8)          3.8        19.2          49.2         48.2        63.2 
Pretax profit         10.2        10.0          (7.0)         (5.9)          63.0         63.3        80.1 
Net profit          29.2        19.7          (1.3)         (8.0)          63.5         64.6        80.3 
EPS         29.2        19.7          (1.3)         (8.0)          63.5         53.6        80.3 
 
Margins 
EBITDA         28.5         22.2        21.7        21.7          28.3         28.4        28.4 
EBIT         19.5        16.4        15.6        16.3          22.8         22.4        22.4 
Pre-tax         15.7        15.3        13.0        10.7          16.3         17.7        19.5 
Net         11.2        11.9        10.7          8.6          13.2         14.4        15.9 
 
Key financial ratio 
ROA           6.4          6.5          5.2          3.8            5.0           7.1        10.8 
ROE         13.9        15.5        13.7        11.5          16.9         23.9        34.7 
Total debt / total assets         36.2        36.3        46.5        53.3          57.8         55.7        53.5 
Total debt / equity         86.8        86.6      131.8      173.1        199.7       184.0      166.8 
Net cash (debt) / equity        (62.0)       (64.5)      (107.4)     (149.7)       (173.3)      (173.9)      (150.9)
Interest coverage (x)           7.9          5.6          5.1          3.1            3.6           5.1          8.4 

Source: Tata Power, HSBC estimates 

Tata Power: Consolidated Profit and Loss Statement 

Year ended Mar 31 (INRm) 2005 2006 2007e 2008e 2009e 2010e 2011e

Revenue from power supply 44,412 53,302 58,840 67,706 72,373 112,410 188,435 
Income from other operations 4,846 3,463 3,786 4,139 4,525 4,949 5,414 
Other income 3,521 3,092 3,092 3,092 3,092 3,092 3,092 
Net adjustment in respect of prior years 289 190 0 0 0 0 0 
 
Total income 53,068 60,047 65,718 74,937 79,991 120,452 196,940 
 
Cost of power purchased (9,658) (13,407) (14,631) (15,968) (11,455) (12,190) (12,838)
Cost of fuel (18,640) (23,965) (26,208) (30,532) (32,830) (53,825) (94,328)
Generation, distribution, administration (8,437) (8,714) (10,001) (11,505) (12,284) (19,157) (32,244)
Tax on sale of electricity (798) (640) (608) (692) (753) (1,036) (1,527)
Others (424) 0 0 0 0 0 0 
 
Total expenditure (37,956) (46,726) (51,447) (58,697) (57,322) (86,209) (140,938)
 
EBITDA 15,112 13,321 14,271 16,239 22,669 34,243 56,003 
Depreciation/amortization (4,751) (3,457) (4,037) (4,037) (4,467) (7,267) (11,967)
EBIT 10,361 9,864 10,234 12,202 18,202 26,976 44,036 
Share of profit/(loss) of associates for the year 30 1,102 1,102 1,102 1,102 1,102 1,102 
Interest and finance charges (2,068) (1,807) (2,814) (5,287) (6,233) (6,727) (6,686)
Profit before tax       8,323      9,159      8,522      8,018      13,071     21,352    38,452 
Taxation      (2,410)     (1,687)      (1,560)     (1,512)       (2,397)      (3,836)      (6,744)
Minority interest             (3)             2           64          (44)          (110)         (123)         (344)
Statutory appropriation            37        (353)             -             -              -             -             -
Profit after tax       5,947      7,121      7,026      6,462      10,564     17,393    31,364 
 
EPS (INR)       30.05      35.99      35.51      32.66        53.39       81.99    147.86 
DPS (INR)         7.51        8.51        8.40        7.72        12.62       19.39      34.96 

Source: Tata Power, HSBC estimates 
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Tata Power: Consolidated Balance Sheet 

Year ended Mar 31 (INRm) 2005 2006 2007e 2008e 2009e 2010e 2011e

Fixed assets     34,630    36,486    32,449    28,412      32,546     81,279  163,312 
Capital work-in-progress     12,116    18,302    57,923  100,704    135,406   120,771    59,540 
Investments     28,823    28,632    24,632    19,632      13,632       7,632      9,632 
 
Inventories        3,238      4,966      5,430      6,326        6,802     11,152    19,545 
Sundry debtors       8,389    12,423    13,596    15,503      16,549     24,919    40,744 
Cash and bank balances     10,744    10,793    13,132     13,692      17,508       7,971    16,186 
Other current assets          129         181         199         219           241          265         292 
Loan and advances       5,311      4,536      4,990      5,489        6,147       6,885      7,849 
Miscellaneous expenditure           506         289         289         289           289          289         289 
 
Total assets   103,884  116,607  152,640  190,266    229,120   261,163  317,388 
 
Consumers benefit account          219         468         468         468           468          468         468 
Sundry creditors       6,474      7,099      8,621      9,616        8,308     10,971    15,779 
Advance and progress payments          563         182         182         182           182          182         182 
Interest accrued but not due          379         429         704      1,322        1,558       1,682      1,671 
Security deposits and other deposits          424         412         412         412           412          412         412 
Other liabilities       1,831      2,546      2,741      3,039        3,275       3,856      4,736 
Provisions        5,829      5,965      5,707      5,814        6,335       8,526    11,610 
 
Secured loans     19,495    23,639    37,876    52,698      67,599     82,567    94,741 
Unsecured loans     18,063    18,645    33,177    48,733      64,725     62,854    75,028 
Deferred tax liabilities, net          440         336         336         336           336          336         336 
Special appropriation towards project cost       5,336      5,336      5,336      5,336        5,336       5,336      5,336 
Capital grant            45           43           43           43             43            43           43 
Capital contributions from consumers          556         636         636         636           636          636         636 
 
Total liabilities     59,653    65,736    96,237  128,634    159,213   177,869  210,977 
 
Share capital       1,979      1,979      1,979      1,979        1,979       2,121      2,121 
Reserves and surplus     41,297    46,825    51,927    56,618      64,288     76,916    99,688 
Minority interest          956      2,068      2,497      3,035        3,639       4,257      4,601 
 
Total liabilities and shareholders fund   103,884  116,607  152,640  190,266    229,120   261,163  317,388 

Source: Tata Power, HSBC estimates 

 

 

Tata Power: DCF analysis 

Year to 31 Dec (INR m) FY06 FY07e FY08e FY09e FY10e FY11e FY12e FY13e

Net income 7,121 7,026 6,462 10,564 17,393 31,364 43,106 45,984 
Depreciation 3,457 4,037 4,037 4,467 7,267 11,967 13,367 14,767 
Changes in working capital (4,743) (570) (2,308) (3,488) (10,795) (20,373) (15,562) (6,304)
Capex (12,288) (40,367) (43,209) (44,424) (42,793) (33,817) (34,791) (19,272)
Free cash flow to equity (6,453) (29,874) (35,018) (32,881) (28,929) (10,859) 6,120 35,175 
 
Years ahead 0 1 2 3 4 5 6 7 
Discounted free cash flow (6,453) (27,137) (28,896) (24,648) (19,699) (6,717) 3,439 17,955 
 
Risk free rate - 10-year Indian bond 7.5%
India market risk premium - HSBC assumptions 5.5%
Beta  0.95
Cost of equity (CAPM) 12.7%
Terminal growth rate 5.0%
Terminal value (INR) 232,428 
Fair value (INRm) 140,272 
Outstanding shares (m) 197.9 
Fair value per share (INR)        709 

Source: Tata Power, HSBC estimates 
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Tata Power: Consolidated Cash flow statement 

Year ended Mar 31 (INRm) 2005 2006 2007e 2008e 2009e 2010e 2011e

Profit before Taxes 8,293 8,057 7,420 6,916 11,969 20,250 37,350 
Adjustments for : 
   Depreciation and depletions 4,751 3,457 4,037 4,037 4,467 7,267 11,967 
   Interest expenditure 1,804 1,638 2,814 5,287 6,233 6,727 6,686 
   Interest income (902) (1,071) 0 0 0 0 0 
   Income from trade investments (14) (15) 0 0 0 0 0 
   Income from other investments (95) (179) 0 0 0 0 0 
   Provision for diminution in value of investments (462) (20) 0 0 0 0 0 
   Loss on sale of assets, net (288) (285) 0 0 0 0 0 
   Loss on exchange on loan repayments, net 0 (1) 0 0 0 0 0 
   Surplus on buy-back of Euro notes (1,646) (1,389) 0 0 0 0 0 
   Provision for doubtful deposits 297 (300) (258) 107 521 2,191 3,084 
   Net increase in foreign currency liabilities written off 343 289 0 0 0 0 0 
   Others 778 566 0 0 0 0 0 
Operating profit before changes in working capital 12,859 10,748 14,013 16,346 23,190 36,434 59,087 
Adjustments for : 
   Trade and other receivables (1,480) (3,411) (1,191) (1,927) (1,068) (8,395) (15,851)
   Inventories (413) (1,514) (465) (896) (476) (4,350) (8,392)
   Trade and other payables (1,499) 384 1,717 1,293 (1,071) 3,244 5,687 
   Taxes Paid (2,409) (182) (1,560) (1,512) (2,397) (3,836) (6,744)
   Others (511) (150) 0 0 0 0 0 
Net cash generated from operations 6,547 5,875 12,513 13,305 18,178 23,098 33,786 
 
Purchase of fixed Assets (10,825) (12,288) (40,367) (43,209) (44,424) (42,793) (33,817)
Sale of fixed assets 95 187 0 0 0 0 0 
Exploration expenditure (23) 0 0 0 0 0 0 
Development expenditure (327) 0 0 0 0 0 0 
Purchase of investments (68,136) (39,111) 0 0 0 0 (2,000)
Sale of investments 64,879 43,576 4,000 5,000 6,000 6,000 0 
Interest received 869 813 0 0 0 0 0 
Inter-corporate deposits/advances 292 (708) 0 0 0 0 0 
Income from trade investments 18 15 0 0 0 0 0 
Income from other investments 95 179 0 0 0 0 0 
Sale proceeds from power plant at Wadi 2,355 0 0 0 0 0 0 
Net Cash used in investing activities (10,709) (7,337) (36,367) (38,209) (38,424) (36,793) (35,817)
 
Increase in capital contributions 68 81 1,900 1,900 1,900 1,900 0 
Proceeds from share issue by a subsidiary 313 1,122 0 0 0 0 0 
Guarantee fees for loans/other finance charges (0) (1) 0 0 0 0 0 
Interest paid (1,922) (2,374) (2,814) (5,287) (6,233) (6,727) (6,686)
Dividend paid (1,378) (1,480) (1,661) (1,528) (2,498) (4,113) (7,416)
Additional income-tax on dividend paid (194) (236) 0 0 0 0 0 
FCCB and debenture issue expenses paid (206) (22) 0 0 0 0 0 
Others 456 (105) 0 0 0 0 0 
Net Cash used in financing activities (2,863) (3,016) (2,575) (4,914) (6,831) (8,939) (14,102)
 
Change in net cash/(debt) (7,024) (4,478) (26,429) (29,819) (27,077) (22,634) (16,132)
 
Opening net cash/(debt) (19,849) (26,814) (31,492) (57,921) (87,739) (114,816) (137,450)
Other adjustments 59 (199) 0 0 0 0 0 
Closing net cash/(debt) (26,814) (31,492) (57,921) (87,739) (114,816) (137,450) (153,583)

Source: Tata Power, HSBC estimates 
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India in a global context 
Likely to surpass Russia and Japan 

India generated 617bn kWh of electricity in 

FY05/06, the fifth largest amount in the world. 

Demand has risen by 5% pa in the past seven 

years and is expected to rise at 8-10% pa over the 

next six years. At this rate, India may overtake 

Russia and Japan by 2012 and become the third 

largest power market by size after the US and 

China.  

Gross generation in 2004 ( bn kWh) 
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The size of the market looks huge but India’s per 

capita consumption of energy is one of the lowest 

in the world. National electricity policy targets per 

capita consumption level to reach 932kWh in 

2012 from the current 606kWh, implying a 

CAGR of 7% annum. We estimate Indian will 

become the third largest power market in the 

world if it can achieve this target.  

Appendix I: Industry 
overview 

 India is the fifth largest power market in the world with total 

generation of 617bn kWh in FY05/06, equivalent to average 

growth of 5% per annum since 1998 

 Additional INR4,500bn investment planned for the electricity 

generation, distribution and transmission over the next six years 

 Distribution is a key problem area in the industry but it is showing 

the signs of revival after losing INR240bn in FY04/05  
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Per capita consumption in 2001 (kWh) 
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Source: Ministry of Power 
 

Suffering from power shortage 

In the past seven years, power supply has been 

growing at an average 5% per annum, lower than 

the power demand of 7%. This was mainly due to 

capacity constraints. If we consider the lost load, 

the shortage could be as high as 15% during peak 

hours. The following table shows the shortage in 

April-June 2006. 

Power shortage in India 

 _Off-peak shortage___ ___ Peak Shortage ___
Region MW % MW %

North 2,167 14.4 3,686 13.7 
West 3,834 19.1 6,574 21.2 
South 424 2.8 1,024 4.2 
East 235 4.1 511 4.9 
North-East 85 15.1 416 30.5 
All India 6,745 11.9 12,211 12.9 

Source: Ministry of Power 

 

Generation mix 

Similar to China, coal is the dominant fuel source 

in India power sector. Hydro capacity was the 

highest at the end of the third five-year plan 

(1961-66), at 46% of the total generation. 

Currently, India has 66% thermal generation, 26% 

hydro generation and rest is in wind and nuclear 

capacities. The hydro thermal generation mix is 

given in the following table. 

Generation mix in India 

Five-year Plan Thermal Hydro Nuclear & others

First 65% 35% 0%
Third 54% 46% 0%
Fifth 57% 41% 2%
Seventh 69% 29% 2%
Ninth 71% 25% 4%
Today 66% 26% 8%

Source: Ministry of Power, HSBC 

 

Structure of power industry  

The power industry was the monopoly of the state 

government until 2003, so every state had its own 

integrated electric utility (State Electricity Board, 

or SEB). So there were c25 SEBs in India before 

the SEB restructuring took off in mid-1990s. Now 

there are more than 75 state-owned utilities in 

operating generation, transmission and 

distribution. Thus India has a fragmented power 

industry structure. 

A legacy of the government control until 2003 is 

the fact that 89% of the supply market is 

controlled by state-owned distribution companies. 

Barring a few projects, transmission is fully 

owned by state companies. The generation 

business was deregulated in 2003 but it was 

opened to the private sector in 1991, and as a 

result more than 12% generation capacity is 

owned by private players. 
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Power sector reforms: background 

The Indian power sector was governed by the 

laws enacted in early 1990s; some laws date back 

to the Indian independence in 1947. As per the 

Electricity Supply Act of 1948, the sector was a 

monopoly of state governments. The first phase of 

reforms was initiated in 1991 to attract private 

players to generation. Thereafter in 1994, Orissa, 

a backward state in Eastern India, implemented 

reforms suggested by the World Bank, and 

restructured its integrated state utility. It was 

successful in selling its generation and 

distribution to the private players. Due to various 

reasons, the reform model of Orissa was more 

discussed than practised in other parts of the 

country. 

The impetus to reforms came in 1998, when tariff 

setting mechanism was taken away from the 

government. This was followed by enactment of 

Electricity Act in 2003. 

Where do we stand after a decade of 
reforms? 

Although the government did initiate reforms, the 

results were less than adequate, at least during the 

first phase. So in 2002, the Delhi government 

privatised its distribution business with its own 

approach of reducing AT&C losses by 17% over 

five years. This has been very successful. Taking 

a cue from these developments, various state 

governments had initiated the procedure to 

privatise their power distribution businesses.  

Still, the sector records 36% AT&C losses and 

state downstream businesses lose about INR240bn 

every year. As a majority of the state governments 

are unwilling to rationalise tariff by cutting 

subsidies to agricultural and rural areas, AT&C 

losses are unlikely to come down significantly. 

After a more than a decade of reforms, India still 

faces acute power shortages in major cities and 

villages are out of power for days together. To 

attract more investment in distribution, state 

governments need to improve efficiency of their 

distribution businesses. 

China vs India: a widening gap  

In 1950, both countries had nearly the same 

generation capacity, but as on December 2005, 

China has 508GW compared to 124GW of India. 

 

A birds view at Indian power sector in 2005 

 
Source: NTPC 
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India lags China because of its overdependence on 

provincial governments to implement capacity 

addition programs, whereas China pushed reforms 

with better control on efficiency of its 

downstream business. The major reason for 

India’s failure to lure investors to the sector was 

very high AT&C losses due to pilferage and 

inefficiency in the sector. 

While China has been adding an average 38GW 

new capacity per annum since 2000, India could 

add just 5.2GW per annum. Now India is gearing 

up to add more capacity in the coming years by 

offering a more investor-friendly environment to 

the domestic as well as international investors. 

Generation capacity addition (MW) 

Year China India 

1950 1,850 1,713 
1980 66,000 28,448 
1990 100,000 69,065 
1995 215,000 81,171 
2000 319,300 97,845 
2001 338,600 101,630 
2002 356,600 105,046 
2003 384,500 107,971 
2004 440,700 112,058 
2005 508,000 123,668 

Source: The State Development Bank in China, Powerline, HSBC 
 

Reforms moving in the right direction 

The inflection point for the sectoral development 

was passing of the Electricity Act in 2003 in 

India. The act opened the sector to competition as 

monopoly of the state governments over the 

power sector was taken away. It also separated the 

tariff setting mechanism from the government. 

Over a period of past 3 years, the required policies 

and frameworks are put in place. National tariff 

policy has clarified on various issues like the 

deadlines to introduce open access to all 

consumers, multi year tariff for the utilities and 

clarity for setting up captive power plants.  

Further developments 

Time differentiated tariff, power trading, subsidy 

reduction on agriculture and rural consumers, 

open access to all consumers above 1MW and 

multi year tariff are to be implemented over the 

next five years.  

Regulators and the special court (Power Appellate 

Tribunal) have been addressing various issues in 

the sector. A recent order of Tribunal has given a 

distribution license to a captive power plant in 

central India. The decision has attracted various 

industrial players to this business and all major 

industrial groups have planned to enter captive 

business and selling surplus energy to the grid. 

Pumping iron in the system 
Power for all: a huge investment  

In 2002, the Ministry of Power announced 

investments of INR8,000bn by 2012. Its target 

was to invest INR4,000bn in generation assets to 

double the capacity to 212GW and to invest the 

remaining INR4,000bn to strengthen transmission 

and distribution networks across the country.  

Slip-up in target achievement 

Due to various reasons related to heavy AT&C 

losses above 36% and payment defaults by state 

distribution utilities to independent power 

producers (IPPs) and central public sector 

undertakings (PSUs), the investment program got 

lukewarm response. It could not add more than 

4GW of capacity per annum against anticipated 

10GW capacity.  

Ultra Mega Project Policy 

To gear up the sector to achieve the planned target 

of 100GW addition over 10 years, the Ministry of 

Power planned to attract Indian private and 

foreign players to the 28GW capacity addition 

program, in January 2006. This program has a 

target of attracting INR750bn in investment over 

the next four years. All the capacities are targeted 

to be operational by end-2010. The Ultra Mega 

Project Policy received good response from 

domestic as well as foreign players as the 
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government has offered a tailor-made program to 

suit investors’ interest. 

Transmission: the key to success 

As huge capacity addition is happening across the 

country, it needs inter-connectors between the 

regional grids to make power available for all.  

India had 5GW inter-regional transmission 

capacity in 2002. It is increased to 12.5GW as on 

date, the mission power for all had targeted 30GW 

of inter-regional transmission capacity by 2012 at 

the cost of INR710bn. Now, the power ministry 

has revised its target to 37.5GW of inter-regional 

transmission capacity by 2012. As various private 

players have participated in biddings for new 

transmission lines, the transmission program 

seems to be more successful than anticipated. 

Distribution reforms: a missing link 

The core problem for the precarious situation of 

the sector where state utilities lose INR240bn 

each year is AT&C losses – above 35%. The 

distribution has been a neglected sector where 

cINR3000bn in investment is required. NDPL a 

distribution company in Delhi had to invest 

INR10bn over four years to bring in AT&C loss 

from 54% to 28%.  

To improve the AT&C losses across the country, 

the ministry had launched an accelerated power 

development reform program (APDRP).  

APDRP to focus on loss reduction ( bn kWh ) 
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APDRP has seen a slow but steady growth; as on 

date, INR15.3bn has been released as investment 

and INR5.1bn, as incentive. The AT&C losses 

have been reduced in 917 towns that are taken 

under APDRP implementation. Now there are 148 

towns where AT&C losses are below 15% and in 

other 28 cities, they are within the 15-20% range. 
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Two-tier regulation 
The Electricity Regulatory Commission (ERC) 

Act, 1998 was enacted to distance the government 

from tariff setting. According to this law, a two-

tier regulatory structure was proposed, in which 

the central regulator was to regulate interstate 

players and state regulators, to regulate power 

players within state.  

After the passing of the Electricity Act 2003, ERC 

was repealed and the new act offered more 

responsibilities to the regulators. As power was 

under the jurisdiction of the state government, it 

became mandatory for all state governments to 

have their own or joint regulatory commission to 

regulate the players within the state. The Central 

Electricity Regulatory Commission (CERC) was 

set up to regulate the inter-state power market and 

various state regulators for respective states. 

Central Electricity Regulatory 
Commission 

The CERC is authorised to regulate inter-state 

players in the sector. It also has been offered a 

status of principal regulator of the sector. Its basic 

duties are: 

 to regulate the tariff of generating companies 

that sell power to more than one state like 

central PSUs, IPPs or state generation 

companies; 

 to regulate the inter-state transmission of 

electricity ; 

 to determine tariff for inter-state transmission 

of electricity; 

 to issue licenses to persons to function as 

transmission licensees 

 to issue licenses to electricity traders   

 to adjudicate upon disputes involving 

generation, transmission, distribution and 

power trading 

In addition to above duties, CERC has to offer 

consultancy to the Central government on various 

power-sector-related issues. 

Appendix II: Regulatory 
framework  

 India has two-tier regulation, one at the national level and another 

at the state level  

 Appellate tribunal for electricity is set up to give a quick verdict on 

the disputes in the power sector  

 The regulatory framework is functional and in full swing across the 

country, barring the smaller states  
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State Electricity Regulatory 
Commission 

According to Electricity Act 2003, every state has 

to set up SERC and it needs to work as per the 

guidance provided by National Electricity Policy 

and National Tariff Policy. The Act has expanded 

SERC's role and power manifold. Its basic duties 

are: 

 to determine the tariff for generation, 

transmission and distribution for the players 

operating within the state 

 to regulate power purchase and procurement 

process of the transmission utilities and 

distribution utilities 

 to promote competition, efficiency and 

economy in the activities of the electricity 

industry to achieve the objects and purposes 

of the Act 

 to issue license to transmission and 

distribution players within state 

 to address the disputes in the sector  

In addition, it has been authorised to advise the 

state government on various issues related to the 

power sector. 

Appellate tribunal for electricity 

As a part of implementation of Electricity Act 

2003, the government was required to set a special 

court to redress the disputes in the power sector 

on a fast-track basis. Earlier, disputes in the power 

sector used to be pending in high courts and the 

Supreme Courts for years, creating uncertainty 

over the decision for utilities as well as a large 

base of consumers. 

In April 2004, the government of India notified 

the constitution of appellate tribunal for 

electricity. The appointment of the judicial 

benches was done accordingly for the jurisdiction 

of all India. The tribunal has issued various orders 

for the disputes involving power regulators, 

utilities and consumers.  

Status of the regulation 

CERC and various SERCs are functional and have 

issued tariff orders for all types of utilities. They 

have issued the licenses for transmission, 

distribution and power trading companies. The 

regulatory set-up is fully functional in most of the 

states in India. 

As shown in a flow chart below, the players in the 

sector are regulated by SERC or CERC as per 

their operating status. If there is any dispute 

arising out of the regulators’ order, they can 

approach appellate tribunal for electricity. If the 

tribunal’s decision does not seem to be a fair one 

for them, they can appeal to High Court and later, 

to the Supreme Court. The verdict of the Supreme 

Court is final.  
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Regulatory framework of India Utilities sector 

Central Regulator
CERC

State regulators

(SERCs)

Generation companies 
selling power

in 2/more states

Transmission companies 
Transmitting power

in 2/more states

Generation companies 
selling power

in only one state

Transmission companies 
Transmitting power

in only one state

Distribution companies 
Selling power

in 2/more states

Distribution companies 
selling power

in only one state 

Power Appellate 
Tribunal 

PAT

High Court

Supreme court

Central Regulator
CERC

State regulators

(SERCs)

Generation companies 
selling power

in 2/more states

Transmission companies 
Transmitting power

in 2/more states

Generation companies 
selling power

in only one state

Transmission companies 
Transmitting power

in only one state

Distribution companies 
Selling power

in 2/more states

Distribution companies 
selling power

in only one state 

Power Appellate 
Tribunal 

PAT

High Court

Supreme court

 
Source: Ministry of Power 
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Fair Valuation Range & Recommendations - Current Coverage 

Stock Country Currency Share Price Valuation Method Valuation (Mid Point) Potential Upside Rating Equity Story

CRP CHINA HKD 6.2 PER / DCF 7.5 21% Overweight Installed capacity growth
DATANG CHINA HKD 4.8 PER / DCF 6.0 24% Overweight Stay ahead of its peers
GDF FRANCE EUR 27.2 DDM / SOTP 32.0 17% Overweight European gas leader with 

financial strength
RWE GERMANY EUR 66.6 DDM / SOTP 80.0 20% Overweight Geared towards power 

prices
SEVERN TRENT UK GBp 1267 DDM / SOTP 1362 7% Overweight New management team
SHENHUA ENERGY CHINA HKD 14.0 DCF / SOTP 20.8 49% Overweight Acquisition
SUEZ FRANCE EUR 31.9 DDM / SOTP 35.0 10% Overweight 100% Electrabel exposure
VEOLIA 
ENVIRONNEMENT 

FRANCE EUR 41.3 DDM / SOTP 53.4 29% Overweight Market & company growth

CPI CHINA HKD 2.6 PER / DCF 3.1 20% Overweight Acquisition
CEZ CZECH ZCEK 810 Multiples / DCF 923 14% Overweight Regional acquisition 

opportunities
TOWNGAS HONG KONG HKD 17.4 DCF / DDM 20 15% Overweight Riding China growth
KELDA UK GBp 843.5 DDM / SOTP 937.0 11% Overweight Outpeformance & 

regearing
NTPC INDIA INR 111.6 DCF/SOTP 148.1 33% Overweight Riding generation boom
TATA POWER INDIA INR 494.1 DCF/SOTP 679.1 37% Overweight Quadrapling its generation 

capacity
PENNON UK GBp 1452.0 DDM / SOTP 1351.0 -7% Neutral Limited further 

restructuring
AQUA AMERICA US USD 22 DDM / SOTP 27.5 27% NeutralUS regulated water growth
CEMIG BRAZIL BRL 94.2 DCF / SOTP 101.62 8% Neutral Rerating on tariffs lower
COPEL BRAZIL BRL 22 DCF / SOTP 23.29 6% Neutral Low dividend yield
ELETROBRAS BRAZIL BRL 45 DCF / SOTP 44.08 -2% Neutral High dividend yield
KEPCO KOREA KWR 34700.0 DCF / SOTP 43300 25% Neutral Currency play
PUBLIC POWER GREECE EUR 18 DCF / DDM 22 20% Neutral Regulatory uncertainties & 

oil prices
UNITED UTILITIES UK GBp 658 DDM / SOTP 715 9% Neutral High dividend yield
CLP HOLDINGS HONG KONG HKD 46 DCF / DDM 44 -4% Neutral High dividend yield
HONG KONG ELECTRIC HONG KONG HKD 36.9 DCF / DDM 34.0 -8% Neutral High dividend yield
AWG UK GBp 1296.0 DDM / SOTP 1113.0 -14% Underweight Pure play on water
EDF FRANCE EUR 40.0 DDM / SOTP 37.0 -8% Underweight Political interference on 

tariffs
HUADIAN CHINA HKD 2.0 PER / DCF 1.95 -4% Underweight A provincial play
REL INDIA INR 450.5 DCF/ SOTP 429.0 -5% Underweight Lack of management 

focus
HUANENG CHINA HKD 5.0 PER / DCF 4.9 -2% Underweight Rising fuel costs

Source: HSBC, Thomson Finanicial Datastream. Price as of 26 July 2006. 
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Trading multiples - Current coverage1 (All amounts in LCm except per share amounts) 

Sub Sector Stock 3 Currency Market Value LC (m) ______ EV/EBITDA _______ _________ P/E ___________ ______ Div Yield (%) _______ __ Div Payout Ratio (%) ___ Div Yield / LT Bond Yield (%)4

  2006e 2010e 2006e 2010e 2006e 2010e 2006e 2010e 2006e 2010e

Water Aqua America USD 2,769 13.6x 10.0x 29.2x 21.8x 2.1 2.5 60 55 41 50
 AWG GBP 1,817 10.3x 8.8x 20.8x 14.9x 3.9 4.9 81 73 85 106
 Kelda Group GBP 2,283 8.4x 6.2x 13.4x 9.2x 3.8 4.5 50 41 81 97
 Pennon Group GBP 1,661 10.8x 10.1x 18.2x 10.4x 3.8 4.6 68 48 81 101
 Severn Trent GBP 4,331 8.6x 7.1x 17.6x 12.6x 4.0 5.0 71 63 87 108
 United Utilities GBP 5,683 8.3x 6.4x 13.9x 9.5x 6.9 7.7 96 74 149 167
 Veolia Environnement  EUR 16,693 8.5x 5.7x 21.4x 11.7x 2.4 4.1 51 48 60 104
 Average 9.8x 7.8x 19.2x 12.9x 3.8 4.8 68 57 83 105
Electricity & Gas EDF EUR 72,778 9.2x 7.7x 19.4x 14.1x 2.6 4.6 50 65 65 116
 GDF EUR 26,712 6.9x 5.7x 13.2x 9.8x 3.9 6.6 51 65 98 168
 GDF - Seuz EUR 63,691 7.8x 6.0x 13.3x 10.2x 4.0 6.7 0 63 101 170
 RWE EUR 34,440 8.3x 6.2x 14.4x 8.7x 5.2 6.9 75 60 132 174
 Suez EUR 40,600 9.4x 6.9x 14.8x 11.6x 3.7 6.2 55 72 93 156
 Public Power EUR 4,311 9.6x 6.1x 41.0x 9.9x 2.7 7.5 110 75 63 178
 CEZ CZK 470,344 8.3x 5.1x 17.8x 9.6x 1.8 2.7 31 26 38 59
 Average 8.5x 6.2x 19.1x 10.6x 3.4 5.9 53 61 84 146
Latam Utilities CEMIG USD 7,070 6.7x 6.3x 9.7x 8.4x 4.8 4.7 46 40 60 60
 COPEL USD 2,772 8.3x 7.2x 18.1x 13.0x 2.0 2.7 36 36 26 35
 Eletrobras USD 11,019 4.1x 3.7x 9.4x 7.4x 5.8 5.7 54 42 74 73
 Average 6.4x 5.7x 12.4x 9.6x 4.2 4.4 45 39 53 56
Asia Utilities CPI2 HKD 8,120 9.6x 3.9x 10.1x 4.7x 3.0 6.4 30 30 60 129
 CRP HKD 24,409 10.3x 6.0x 11.7x 5.7x 2.6 5.2 30 30 52 106
 CLP HOLDINGS HKD 110,055 11.3x 12.2x 11.6x 12.9x 5.2 5.4 60 70 104 109
 Datang HKD 25,144 7.3x 4.4x 9.4x 6.2x 4.7 6.4 44 40 95 129
 HK ELECTRIC HKD 78,009 8.3x 9.2x 11.6x 14.0x 5.1 5.0 59 70 103 101
 Huadian HKD 10,543 6.5x 4.1x 10.4x 5.9x 3.5 6.1 36 36 70 124
 Huaneng HKD 60,034 7.3x 5.5x 10.4x 7.6x 4.7 6.0 49 45 95 120
 KEPCO KRW 22,324,200 3.3x 2.9x 6.3x 6.0x 4.3 5.6 27 34 93 113
 Shenhua Energy HKD 256,877 8.0x 4.5x 12.9x 5.9x 2.3 3.1 30 18 47 63
 TOWNGAS HKD 96,184 20.9x 12.4x 18.0x 15.7x 2.5 3.8 45 60 51 78
 Tata Power INR 97,771 8.7x 2.3x 13.9x 3.3x 1.7 7.1 24 24 23 94
 NTPC INR 920,194 9.5x 5.9x 14.4x 9.0x 2.8 4.5 40 40 37 60
 REL INR 95,650 5.5x 4.1x 14.4x 10.5x 1.2 1.7 17 17 16 22
 Average 9.0x 5.9x 11.9x 8.3x 3.3 5.1 38 40 65 96
 Total Average 8.8x 6.4x 15.4x 10.0x 3.6 5.1 49 49 73 106

Note (1) Multiples refer to calendar year end with the exception of Indian Utilities and UK Water Stocks which have a March year end. i.e. Mar 07 figures shown for 2006 multiples 

Note (2) British Energy listed on 14 January 2005; CPI listed 15 October 2004 

Note (3) LatAm stocks relative to MSCI Latin American Utilities Index in USD; China stocks relative to MSCI Emerging Markets Utilities Index in USD; Aqua America relative to MSCI US Utilities Index 

Note (4) Shown relative to the current bond yield 

Source: Thomson Financial Datastream 
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Disclosure appendix 
Stock ratings and basis for financial analysis 
HSBC believes that institutional investors utilise various disciplines and investment horizons when making investment 
decisions, which depend largely on individual circumstances such as the investor's existing holdings, risk tolerance and other 
considerations. Given these differences, HSBC has two principal aims in its equity research: 1) to identify long-term investment 
opportunities based on particular themes or ideas that may affect the future earnings or cash flows of companies on a 2-year time 
horizon; and 2) from time to time to identify short-term investment opportunities that are derived from fundamental, 
quantitative, technical or event-driven techniques on a 0-3 month time horizon and which may differ from our long-term 
investment rating. HSBC has assigned ratings for its long-term investment opportunities as described below. 

This report addresses only the long-term investment opportunities of the companies referred to in the report. As and when 
HSBC publishes a short-term trading idea the stocks to which these relate are identified on the website. Details of these short-
term investment opportunities can be found under the Reports section of this website. 

HSBC's Sector and Companies research is designed for, and should only be utilised by, institutional investors. Furthermore, 
HSBC believes an investor’s decision to buy or sell a stock should depend on individual circumstances such as the investor’s 
existing holdings and other considerations. Different securities firms use a variety of ratings terms as well as different rating 
systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each research 
report. In addition, because research reports contain more complete information concerning the analysts’ views, investors 
should carefully read the entire research report and should not infer its contents from the rating. In any case, ratings should not 
be used or relied on in isolation as investment advice. 

Rating definitions for long-term investment opportunities 

Stock (vs Global sector universe of companies under coverage by sector team) 

 Overweight (Buy) 

 Neutral (Hold) 

 Underweight (Sell) 

HSBC assigns ratings to its stocks in this sector on the following basis: 

For companies covered on a sector basis, we apply a ratings structure which ranks the stocks according to their notional target 
price vs current market price and then categorises (approximately) the top 40% as Overweight, the next 40% as Neutral and the 
last 20% as Underweight. The performance horizon is 2 years. The notional target price is defined as the mid-point of the 
analysts’ valuation for a stock. 

Prior to 15 November 2004, HSBC's ratings system was based upon a two-stage recommendation structure: a combination of 
the analysts' view on the stock relative to its sector and the sector call relative to the market, together giving a view on the 
stock relative to the market. The sector call was the responsibility of the strategy team, set in co-operation with the analysts. 
For other companies, HSBC showed a recommendation relative to the market. The performance horizon was 6-12 months. The 
target price was the level the stock should have traded at if the market accepted the analysts' view of the stock. 

From 15 November 2004 to 7 June 2005, HSBC carried no ratings and concentrated on long-term thematic reports which 
identified themes and trends in industries, but did not make a conclusion as to the investment action that potential investors 
should take. 
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National Thermal Power Co share price performance INR vs HSBC rating 
history 

 

 

Source: HSBC 

Reliance Energy share price performance INR vs HSBC rating history

 

 

Source: HSBC 

Rating distribution for long-term investment opportunities 
As of Friday, July 28, 2006, the distribution of all ratings published is as follows: 

Overweight/Buy 47% (18% of these provided with Investment Banking Services) 

Neutral/Hold 38% (18% of these provided with Investment Banking Services) 

Underweight/Sell 15% (17% of these provided with Investment Banking Services) 

Share price and rating changes for long-term investment opportunities 
 

Rating & price target history 

From To Date 

No recommendation 
history 

  

   
   

Target price Value Date 

Price 1 N/R  
   
   
Source: HSBC 

 

 

Rating & price target history 

From To Date 

No recommendation 
history 

  

   
   

Target price Value Date 

Price 1 315.00 08 September 2003 
Price 2 423.00 27 October 2003 
Price 3 529.00 08 January 2004 
Price 4 710.00 07 April 2004 
Source: HSBC 
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Tata Power share price performance INR vs HSBC rating history

 

 

Source: HSBC 

 

Rating & price target history 

From To Date 

Add N/A 08 September 2004 
   
   

Target price Value Date 

Price 1 155.00 08 September 2003 
Price 2 400.00 08 January 2004 
   
Source: HSBC 

 

 

Issuer & Analyst disclosures 
 
Disclosure checklist 

Company Ticker Recent price Disclosure

National Thermal Power Co NTPC.BO 114.45 2, 5, 6, 7
National Thermal Power Co NTPC.NS 114.45 2, 5, 6, 7
Tata Power TTPW.BO 501.4 2, 5
Tata Power TTPW.NS 501.4 2, 5

Source: HSBC 

1. HSBC* has managed or co-managed a public offering of securities for this company within the past 12 months. 
2. HSBC expects to receive or intends to seek compensation for investment banking services from this company in the next 3 

months. 
3. At the time of publication of this report, HSBC is a market maker in securities issued by this company. 
4. As of Friday, June 30, 2006, HSBC beneficially owned 1% or more of a class of common equity securities of this 

company. 
5. As of Wednesday, May 31, 2006, this company was a client of HSBC or had during the 12-month period preceding the 

publication of this report been a client of and/or paid compensation to HSBC in respect of investment banking services. 
6. As of Wednesday, May 31, 2006, this company was a client of HSBC or had during the 12-month period preceding the 

publication of this report been a client of and/or paid compensation to HSBC in respect of non-investment banking-
securities related services. 

7. As of Wednesday, May 31, 2006, this company was a client of HSBC or had during the 12-month period preceding the 
publication of this report been a client of and/or paid compensation to HSBC in respect of non-securities services. 

8. The analyst/s who wrote this report received compensation from this company in the past 12 months. 
9. The analyst/s who wrote this report or a member of his/her household has a financial interest in the securities of this 

company, as detailed below. 
10. The analyst/s who wrote this report or a member of his/her household is an officer, director or supervisory board member 

of this company, as detailed below. 

Analysts are paid in part by reference to the profitability of HSBC which includes investment banking revenues. 
For disclosures in respect of any company other than the primary subject(s) of this research, please see the most recently 
published report on that company available at www.hsbcnet.com/research. 

                                                        
* HSBC legal entities listed on page 66 
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The research analyst(s) identified in this report certifies(y) that the views expressed herein accurately reflect the research 
analyst's(s') personal views about the subject security(ies) and issuer(s) and that no part of his/her/their compensation was, is or 
will be directly or indirectly related to the specific recommendation(s) or views contained in this research report. 

Additional disclosures 
1. This report is dated as at 28 July 2006. 
2. All market data included in this report is dated as at close 26 July 2006, unless otherwise indicated in the report.  
3. HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its 

Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of Research 
operate and have a management reporting line independent of HSBC's Investment Banking business. Chinese Wall 
procedures are in place between the Investment Banking and Research businesses to ensure that any confidential and/or 
price sensitive information is handled in an appropriate manner. 
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Disclaimer 
*Legal entities as at 23 November 2005 
HSBC Bank Middle East Limited, Dubai; The Hongkong and Shanghai Banking Corporation 
Limited, Hong Kong; HSBC Securities (Asia) Limited, Taipei Branch; HSBC Securities (Canada) 
Inc, Toronto; HSBC Securities (France), Paris; HSBC Trinkaus & Burkhardt KGaA, Dusseldorf; 
HSBC Securities and Capital Markets (India) Private Limited, Mumbai; HSBC Securities (Japan) 
Limited, Tokyo; HSBC Securities Egypt S.A.E., Cairo; HSBC Investment Bank Asia Limited, 
Beijing Representative Office; HSBC Securities Polska S.A., Warsaw; The Hongkong and 
Shanghai Banking Corporation Limited Singapore branch; HSBC Securities (South Africa) (Pty) 
Ltd, Johannesburg; HSBC Pantelakis Securities S.A., Athens; HSBC Bank plc, London, Madrid, 
Milan, Stockholm, Tel Aviv, HSBC Securities (USA) Inc, New York; HSBC Yatirim Menkul 
Degerler A.S., Istanbul; HSBC Stockbroking (Australia) Pty Limited. 

 Issuer of report 
The Hongkong and Shanghai 
Banking Corporation Limited  
Level 19, 1 Queen’s Road Central 
Hong Kong SAR 
Telephone: +852 2843 9111 
Telex: 75100 CAPEL HX 
Fax: +852 2596 0200 
Website: www.hsbcnet.com/research 

This document has been issued by The Hongkong and Shanghai Banking Corporation Limited ("HSBC") in the conduct of its Hong Kong 
regulated business for the information of its institutional and professional customers; it is not intended for and should not be distributed to 
retail customers. The Hongkong and Shanghai Banking Corporation Limited is regulated by the Securities and Futures Commission. All 
enquires by recipients in Hong Kong must be directed to your HSBC contact in Hong Kong. If it is received by a customer of an affiliate of 
HSBC, its provision to the recipient is subject to the terms of business in place between the recipient and such affiliate. This document is not 
and should not be construed as an offer to sell or the solicitation of an offer to purchase or subscribe for any investment. HSBC has based 
this document on information obtained from sources it believes to be reliable but which it has not independently verified; HSBC makes no
guarantee, representation or warranty and accepts no responsibility or liability as to its accuracy or completeness. Expressions of opinion are 
those of the Research Division of HSBC only and are subject to change without notice. HSBC and its affiliates and/or their officers, 
directors and employees may have positions in any securities mentioned in this document (or in any related investment) and may from time 
to time add to or dispose of any such securities (or investment). HSBC and its affiliates may act as market maker or have assumed an 
underwriting commitment in the securities of companies discussed in this document (or in related investments), may sell them to or buy 
them from customers on a principal basis and may also perform or seek to perform investment banking or underwriting services for or 
relating to those companies. In the UK this report may only be distributed to persons of a kind described in Article 19(5) of the Financial 
Services and Markets Act 2000 (Financial Promotion) Order 2001. The protections afforded by the UK regulatory regime are available only 
to those dealing with a representative of HSBC Bank plc in the UK. It may be distributed in the United States solely to "major US 
institutional investors" (as defined in Rule 15a-6 of the US Securities Exchange Act of 1934); such recipients should note that any 
transactions effected on their behalf will be undertaken through HSBC Securities (USA) Inc. in the United States. Note, however, that 
HSBC Securities (USA) Inc. is not distributing this report, has not contributed to or participated in its preparation, and does not take 
responsibility for its contents. In Australia, this publication has been distributed by HSBC Stockbroking (Australia) Pty Limited (ABN 60 
007 114 605) for the general information of its “wholesale” customers (as defined in the Corporations Act 2001). It makes no 
representations that the products or services mentioned in this document are available to persons in Australia or are necessarily suitable for 
any particular person or appropriate in accordance with local law. No consideration has been given to the particular investment objectives, 
financial situation or particular needs of any recipient. In Japan, this publication has been distributed by HSBC Securities (Japan) Limited. It 
may not be further distributed in whole or in part for any purpose. (121105) 
© Copyright. The Hongkong and Shanghai Banking Corporation Limited 2006, ALL RIGHTS RESERVED. No part of this publication 
may be reproduced, stored in a retrieval system, or transmitted, on any form or by any means, electronic, mechanical, photocopying, 
recording, or otherwise, without the prior written permission of The Hongkong and Shanghai Banking Corporation Limited. (November 
2005) MICA (P) 185/08/2005 
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