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Analyst Recommendation: BUY

Reuters Code: NHPC.NS Bloomberg Code: NHPC.IN

BSE Code: 533098 NSE: NHPC
CMP: Rs 283
2 Year Target: Rs 32
Face Value 10.0
Market Cap (Rs cr) 28,427
52 week high/low 28.9/19.7
Beta 0.50
Shares O/S (Cr) 1004.5
Book Value per Share (Rs) 35.76
Sensex 59,668
Nifty 17,749
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Investor’s Rationale

>

NHPC is expected to expand its standalone capacity by 50% over the next 4/5
years - 5.5GW to 8.4GW with the addition of Parbati Il (800MW expected by
FY23E) and Subansiri Lower (2,000MW expected by FY25E). Further, it has
projects under construction - 500MW (through subsidiary) and 1.6GW (under JV)
- that will get commissioned in the medium term. Based on these factors, we
estimate ~10% earnings CAGR for the company in FY22-FY26E. More recently, it
has emerged as one of the winners (1,000MW) under CPSU Scheme Il. Further,
NHPC has over 7GW of projects under the clearance stage. Higher incentives
(secondary energy and PLF) and manpower recovery have allowed the company
to earn higher plantlevel RoE. With the conversion of CWIP into fixed assets in the
medium term, we expect RoE to touch 12/13% by FY26E from 9.3% in FY22E (RoE
stood at 6%/8% in FY10/FY15).

NHPC has a D/E ratio of ~0.7x, and we expect it to be under 1x in the medium
term despite a 50% increase in capacity. In the last few years, the company has
judiciously allocated capital — cash on books in FY16 stood at ~Rs74bn vs.
~Rs22bn as of FY21 although capex and dividend have increased. A large part of
the cash and internal accruals have been used to increase capex and the
dividend. The dividend has increased from Rs0.7/share to Rs1.6/share in the last
five years.

Valuation

While there has not been much capacity addition in the past few years, we expect
800MW/2,000MW addition in the next 2/4 years. We initiate coverage on NHPC
with a Buy rating for Target Price of Rs 32 which is 10x FY23 EPS.

| FY20 FY21 FY22E FY23E
Revenue (Rs.Cr) 10,008.1 9,647.9 9,818.0 9,991.6
EBITDA (Rs. cr) 5,494.2 5,347.4 5,439.4 5,453.8
Adj. profit (Rs.Cr) 3,475.1 3,224.7 3,141.5 3,212.3
Adj. EPS (Rs.) 3.5 3.2 3.1 3.2
P/E (x) 8.1 8.7 8.9 8.7
EV/Net Sales 5.2 5.4 5.5 5.8
EV/EBITDA (x) 9.6 9.8 10.0 10.7
ROE (%) 11.2% 10.0% 9.3% 9.1%
ROIC (%) 7.5% 7.8% 7.3% 6.9%
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Strong balance sheet and high dividend yield

>

In the last few years, the company has judiciously allocated capital - cash on standalone books in FY16 stood at
~Rs59bn vs. “Rs9bn as of FY21 although capex and dividend have increased. A large part of the cash and internal
accrual has been used to increase capex (annual outflows have now touched Rs36bn from Rs26bn earlier) and
dividend (increased from Rs0.7/share to Rs1.6/share) in the last 5-6 years. The yield on cash is far less than the
regulated return; hence, this is a step in the right direction, in our view. Dividend is more guided by norms put
for PSUs. At CMP, the stock provides a dividend yield of ~6%.

NHDC — a great asset

»

NHDC is a 51% subsidiary of NHPC with GoMP holding 49%. NHDC has a total capacity of 1,520MW, comprising

the 1,000MW Indira Sagar hydroelectric plant and the 520MW Omkareshwar hydroelectric plant. Both the
plants have been able to maintain very good PAF, and average generation in the last five years has been ~50%
more than the design energy, which helps it earn substantially higher returns. NHDC earns ~Rs7-9bn annual
profit (PAT level), while the regulated equity stands at “Rs17bn, implying ~20% return on the regulated equity.
Cash on book for the company stands at Rs13bn.

Manpower Under Recover

»

Manpower under-recovery has been ~Rs5bn in earlier years due to high manpower and cost associated with it.
The company has consciously worked on this aspect, and there has been a continuous fall in the manpower
strength. In the last 5/10 years, manpower is down 33%/47%, leading to a better man/MW ratio.

Overhang of share sale

»

The Gol holds ~71% stake in NHPC; hence, the risk of a share sale through OFS remains an area of concern. In
FY20, Gol has divested 2.38% through Bharat ETF in October’19 and CPSE ETF in February’20. In the past,
companies such as NTPC and Power Grid have seen continuous share sale by the Government to meet the
divestment target. This, in general, has had a negative impact on the stock price. Given that the Gol’s holding in
both NTPC and Power Grid now stands at ~51%, further share sale is not expected. However, we can expect
share sale in NHPC in the coming years till the Gol holding reaches ~51%
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Net profit for coming years
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Outlook and Valuation

While there has not been much capacity addition in the past few years, we expect 800MW/2,000MW addition in the next 2/4
years. We initiate coverage on NHPC with a Buy rating for Target Price of Rs 32 which is 10x FY23 EPS.

NHPC LTD - Company Overview

NHPC Limited (erstwhile National Hydroelectric Power Corporation) is an Indian government hydropower board under
the ownership of Ministry of Power , Government of India that was incorporated in the year 1975 with an authorised capital of
%2000 million and with an objective to plan, promote and organise an integrated and efficient development of hydroelectric power
in all aspects. Later on NHPC expanded its objects to include other sources of energy like Solar, Geothermal, Tidal, Wind etc.

Project delays

In the past, hydro projects have faced several issues such as law & order and local issues that have led to a delay in project
execution. While both the under-construction projects - Subansiri Lower and Parbati - seem not to have these issues as of
now, some delays in the commissioning timeline cannot be ruled out, in our view.

Receivables concentration

Receivables have increased from ~Rs38bn to Rs40bn in the last 12-15months, largely due to Covid-19. Of this, “Rs23bn is
outstanding for more than 45 days and the top state, i.e., J&K, accounts for ~40% of the overall outstanding debt.
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Balance sheet (Consolidated) Profit & Loss Account (Consolidated)

(Rs crore) FY20 FY20E FY2E  FY23E (Rs crore) FY20 Y21 FY2E  FY2E
Liabilities
Paid up capital 10045 10,045 10045 10,045 lTn"ct:rln‘;peraﬁ“g 10,008.10 9,647.90 9,818.00 9,991.60
Reserves and Surplus 21,336 23,045 24,579 25,983
Networth 31,381 33,090 34,624 36,028 Operating Expenses 4514 4301 4379 4538
Minority Interest 2,774 2,828 2,828 2,828
Loan Funds 26,152 26,396 29,089 32,967 EBITDA 5494 5347 5439 5454
Net deffered Tax Liability 3,859 3,852 3,852 3,852 Depreciation 1614 1298 1266 1235
Total Liabilities 64,166 66,167 70,394 75,675 EBIT 3880 4049 4174 4219
Assets Interest cost 796 650 618 587
Total fixed assets 21,630 19,327 19,651 18,416 Other Income 769 1057 784 796
Goodwill - - - Profit before tax 3853 4456 4340 4428
Investments 8,539 9,211 9,211 9,211 Tax -79 901 868 886
Other non- current assets 17,181 19,072 21,870 28,383 Profit after tax 3932 3555 3472 3543
Advances - - - Minority Interests -457.00 -330.60 -330.60 -330.60
Net Current Assets 16,815 18,557 19,663 19,666 Extraordinary Items -590.20 3240 - -
Others 590 -32 -
Total Assets 64,166 66,167 70,394 75,675 Adjusted PAT 3475 3225 3142 3212
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Cash Flow (Consolidated) Key Ratios & Valuations (Consolidated)

Y. March (Rs crore) FY20 Y2l  FY2E  FY2E Y.E March (Rs crore) FY20 Y21 FY2E  FY2

Gearing Ratios
EBIT 4451 4660 6009 7192 Net Debt/ Equity 0.80 0.70 0.80 0.80
Depriciation 1614 1298 1266 1235 Net Debt/ EBITDA 450 450 480 5.60
Chg in Working Capital -6027 -1186 -333 -340 Working Capital Cycle 91.70 91.10 118.60 104.60
Other 3112 527 -2380  -3530 Margin (%)

EBITDA 549%  554%  554%  546%
Cash flow from operating 3150 5300 4561 4557 NPM 347%  334%  320%  322%
activities
Capex 3672 -1783 4388 -6513 Return Ratios (%)
Others 527 26 784 796 RoE 112%  100% 9.3% 9.1%
Cash flow from investing 3145 1757  -3604  -5716 ROCE 7.5% 7.8% 7.3% 6.9%
activities
Change in Borrowing 4061 244 2694 3877 Valuation(x)
Dividend 2897 -1849  -1607  -1808 PJE 8.1 87 8.9 8.7

L4 4 r L4

Others 4721 1375 1272 -1247 EV/EBITDA 96 9.8 10.0 10.7
oo inane 557 2979 -185 822 EV/Net Sales 52 54 55 58
activities
Net chgin cash -552 564 772 -337 Per share data (Rs.)
Opening Cash 2245 1693 2257 3029 EPS 3.5 3.2 3.1 3.2

Closing Cash 1693 2257 3029 2692




Equity
Research

Large Cap. Return Mid/Small Cap. Return

Buy More than equal to 10% Buy More than equal to 15%

Hold Between 10% & -5% Accumulate* Upside between 10% & 15%

Reduce Less than -5% Hold Between 0% & 10%
Reduce/sell Less than 0%

* To satisfy regulatory requirements, we attribute ‘Accumulate’ as Buy and ‘Reduce’ as Sell.

Member: BSE, NSE, MCX, MCX-SX, CDSL

Reg. office: PG-4, Rotunda Bldg, Bombay Samachar Marg, Fort, Mumbai-
400001, Maharashtra, India

Corp Office: 24/26 Cama Bldg, 3rd Floor, Dalal Street, Fort Mumbai-
400001, Maharashtra India

Tel: 91-22-67378001 Fax: 91-22-22646410
Dealing: 91-22-67378011 Institutional Dealing: 91-22-6737833
Email: research@mjpdirect.com Website: www.mjpdirect.com

Registration Number: SEBI- INZ000218338

Disclaimer:

This document is solely for the personal information of the recipient, and must not be singularly used as the basis of any investment decision. Nothing in this
document should be construed as investment or financial advice. Each recipient of this document should make such investigations as they deem necessary to
arrive at an independent evaluation of an investment in the securities of the companies referred to in this document (including the merits and risks involved),
and should consult their own advisors to determine the merits and risks of such an investment. M J Patel Share & Stock Brokers Ltd. its affiliates, directors, its
proprietary trading and investment businesses may, from time to time, make investment decisions that are inconsistent with or contradictory to the
recommendations expressed herein. The views contained in this document are those of the analyst, and the company may or may not subscribe to all the
views expressed within. Reports based on technical and derivative analysis center on studying charts of a stock's price movement, outstanding positions and
trading volume, as opposed to focusing on a company's fundamentals and, as such, may not match with a report on a company's fundamentals. The
information in this document has been printed on the basis of publicly available information, internal data and other reliable sources believed to be true, but
we do not represent that it is accurate or complete and it should not be relied on as such, as this document is for general guidance only. M J Patel Share &
Stock Brokers Ltd. or any of its affiliates/ group companies shall not be in any way responsible for any loss or damage that may arise to any person from any
inadvertent error in the information contained in this report. M J Patel Share & Stock Brokers Ltd. has not independently verified all the information contained
within this document. Accordingly, we cannot testify, nor make any representation or warranty, express or implied, to the accuracy, contents or data
contained within this document. While M J Patel Share & Stock Brokers Ltd. endeavours to update on a reasonable basis the information discussed in this
material, there may be regulatory, compliance, or other reasons that prevent us from doing so. This document is being supplied to you solely for your
information, and its contents, information or data may not be reproduced, redistributed or passed on, directly or indirectly. M J Patel Share & Stock Brokers
Ltd. and its affiliates may seek to provide or have engaged in providing corporate finance, investment banking or other advisory services in a merger or specific
transaction to the companies referred to in this report, as on the date of this report or in the past.

This document disclaims any warranty of any kind imputed by the laws of any jurisdiction, whether express or implied, as to any matter what so ever relating
to the service, including without limitation the implied warranties of merchantability, fitness for a particular purpose and non-infringement. Any disputes are
subject to the jurisdiction only of the Courts of Republic of India at Mumbai.

M J Patel Share & Stock Brokers Ltd shall not be liable for any misrepresentation, falsification and deception or for any lack of availability of services through
website even if the same is advertised on the website.

Neither M J Patel Share & Stock Brokers Ltd. nor its directors, employees or affiliates shall be liable for any loss or damage that may arise from or in
connection with the use of this information.




