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SCED implementation leading to savings

Data indicates annual benefit of YINR4b for NTPC

m  InJan’19, the CERC (regulator) directed POSOCO to implement an optimization
scheme for the dispatch of power. The scheme — termed as Security Constrained
Economic Dispatch (SCED) — planned to optimize sourcing from thermal inter-state
generating stations (whose full capacity is tied up and regulated with CERC).

m  Under SCED, power would be dispatched in the order of the lowest cost (variable
cost) of generation (while taking into account factors such as technical minimum,
ramp rates and transmission constraints). With better utilization of lower cost plants,
generation costs within the system were expected to reduce.

m  The results of the SCED scheme have been encouraging. Total savings of “INR3.1b
were achieved for 3MFY20. According to CERC, 50% of these savings (post
compensation for part load ops) would be shared with generators. Our analysis
suggests that NTPC’s share stands at INR1b for 3MFY20, implying an annual INR4b
benefit for the company.

SCED - Implementation now beyond initial phase

POSOCO implemented the SCED mechanism on a pilot basis from 1* Apr’19. Under
SCED, a separate account (called National Pool) was created for payments to/from
generators for increment/decrement in their schedule. On implementation, the
scheme led to savings of INR3.1b in the cost of power purchase (~1.5% reduction in
generation cost*) over Apr-Jun’19. This was driven by an increase in generation
from pit head (lower variable cost) plants in the northern and eastern regions of
India; on the other hand, higher variable cost generation from the southern region
has decreased (see exhibit 1). CERC, in its order, has taken note of this and (1)
extended its implementation up to end-FY20, and (2) set out a methodology for
sharing of benefits accumulated in the pool.

Benefits to be equally shared between DISCOMs/generators

The CERC has directed that benefits within the SCED pool should be shared equally
between the participating generators and DISCOMs (after compensation for part
load operations of generators). Further, the generators’ share of benefit (i.e. 50%
of net savings) would be divided in 60:40 ratio between SCED Up (generators
whose dispatch has increased through SCED) and SCED Down (generators whose
dispatch has decreased through SCED) for each 15min time block. The benefit for
each generator would be in proportion to their share of SCED schedule for the time
block (see exhibit 2).

*Based on data from Apr-Jul’19

Aniket Mittal — Research Analyst (Aniket.Mittal@MotilalOswal.com); +91 22 61291572

Investors are advised to refer through important disclosures made at the last page of the Research Report.

Motilal Oswal research is available on www.motilaloswal.com/Institutional-Equities, Bloomberg, Thomson Reuters, Factset and S&P Capital.



MoTiLAL OSWAL

Generation from lower
variable cost plants in the
northern and eastern region
has increased while that
from higher variable cost
plants in the southern
region has decreased

NTPC

NTPC benefits “~INR1b in 3MFY20

Our analysis suggests that NTPC is entitled to a net benefit of “INR1b for the first
three months of the pilot scheme (see exhibit 3). As observed, PLF for NTPC's non-
pit head plants (such as Simhadri, Kudgi, Solapur and Dadri) have declined. We note
that this does not impact the profitability as (1) compensation for back down is
provided and (2) changes in schedule on account of SCED are not considered part of
incentive calculations. Moreover, most of these plants were operating at <85% PLF,
and hence, were not earning PLF incentives in the first place. Our interaction with
NTPC indicates that the company has not yet received this SCED income. The
annualizing of 1QFY20 numbers indicate a benefit of “INR4b for NTPC (this may vary
depending on supply/demand dynamics). While we have not built this benefit into
our model, receipt of the same would provide an upside to our numbers.

Exhibit 1: Key plants with increase and decrease in schedule post SCED

Generator Region Variable Cost Net SCED Up/(Down)
(INR/ kWh) (mn kWh)

CGPL WR 1.91 345
Rihand NR 1.41 281
Singrauli NR 1.45 200
Kahalgaon ER 2.11 174
Vindhyachal WR 1.69 171
BRBCL ER 2.29 109
Farakka: Stg. | & Il ER 0.83 96
Vallur SR 3.68 (392)
Dadri NR 4.38 (282)
Simhadri SR 3.15 (206)
Kudgi SR 4.05 (197)
NSPCL WR 4.29 (113)
Jhajjar NR 3.64 (104)
NTPL SR 2.78 (93)
Mouda WR 2.94 (90)
Ramagundam SR 2.62 (76)

Source: POSOCO, Ministry of Power, CERC, MOFSL
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Exhibit 2: Mechanism for sharing of benefit from SCED

Savings from SCED Scheme
Less: SHR Compensations
Net Benefit
50% v 50%
share share
\ 4 \ 4
[ Benefit Share for Generators ] [ Benefit Share for DISCOMS ]
60% AL 40%
share share
\ 4 \ 4
SCED SCED
Up Down

Source: POSOCO, MOFSL

Exhibit 3: NTPC: Plant wise entitled benefit from SCED for 3MFY20

Station Benefit PLF PLF PLF YoY
(INNm)  1Q'FY19 (%) 1Q’FY20 (%) change (%)
Mouda 90 58.4 67.8 9.4
Farakka 78 71.9 73.6 1.7
Rihand 77 80.0 91.2 11.2
Simhadri 77 70.1 61.5 -8.5
Ramagundam 75 86.2 82.4 -3.8
Vallur 72 67.4 54.5 -12.9
Kahalgaon 68 78.0 77.3 -0.8
Dadri 63 74.9 56.5 -18.4
Unchahar 63 52.5 68.2 15.7
Vindhyachal 58 91.9 87.4 -4.5
Singrauli 55 74.0 89.0 15.0
Barh 41 85.0 89.6 4.6
Kudgi 38 41.8 25.8 -16.0
BRBCL 36 41.5 72.4 30.9
Bongaigaon 33 71.1 64.2 -7.0
Others 110
Total benefit for NTPC plants (group) 1,033
Benefit: adj. for NTPC's share 974

Source: POSOCO, CEA, MOFSL
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Financials and Valuations

Income Statement (INR Million)
Y/E Mar 2014 2015 2016 2017 2018 2019 2020E 2021E
Net Sales 789,506 806,220 727,055 817,171 877,622 906,369 993,562 1,100,340

Change (%) 20.1 2.1 -9.8 12.4 7.4 3.3 9.6 10.7
EBITDA 197,106 171,941 179,569 218,300 229,808 199,086 304,035 363,863

EBITDA Margin (%) 25.0 21.3 24.7 26.7 26.2 22.0 30.6 33.1
Depreciation 47,700 55,646 52,240 60,099 74,599 76,881 88,696 104,077
EBIT 149,406 116,295 127,329 158,201 155,209 122,205 215,339 259,786
Interest 32,031 35,704 33,137 36,511 44,346 52,609 69,064 82,871
Other Income 27,601 20,789 10,576 9,668 15,583 17,953 18,043 13,366
Extraordinary items -119 3,182 0 0 0 0 0 0
PBT 144,858 104,562 104,768 131,358 126,446 87,550 164,318 190,280
Tax 30,824 4,638 -1,628 30,467 25,881 -32,064 41,235 47,865

Tax Rate (%) 21.3 4.4 -1.6 23.2 20.5 -36.6 25.1 25.2
Min. Int. & Assoc. Share 0 0 -204 -57 -425 -66 -57 -57
Reported PAT 114,034 99,924 108,012 107,196 105,440 126,400 130,005 150,753
Adjusted PAT 91,496 87,596 96,957 98,717 87,992 114,614 130,005 150,753

Change (%) -16.6 -4.3 10.7 1.8 -10.9 30.3 13.4 16.0
Balance Sheet (INR Million)
Y/E Mar 2014 2015 2016 2017 2018 2019 2020E 2021E
Share Capital 82,455 82,455 82,455 82,455 82,455 98,946 98,946 98,946
Reserves 790,843 738,485 809,511 895,926 953,180 1,001,424 1,074,437 1,163,447
Net Worth 873,297 820,940 891,965 978,380 1,035,635 1,100,370 1,173,382 1,262,393
Debt 814,549 1,022,520 1,120,194 1,137,551 1,300,143 1,616,818 1,688,579 1,709,681
Deferred Tax 12,393 12,656 14,094 14,849 24,081 41,997 41,997 41,997
Total Capital Employed 1,707,044 1,864,995 2,035,181 2,138,812 2,369,337 2,765,833 2,910,606 3,020,719
Gross Fixed Assets 1,313,937 1,443,608 1,632,140 1,170,879 1,501,531 1,665,811 2,006,253 2,448,026
Less: Acc Depreciation 471,858 525,077 587,180 125,562 206,147 287,597 376,293 480,370
Net Fixed Assets 842,080 918,530 1,044,959 1,045,317 1,295,385 1,378,214 1,629,961 1,967,657
Capital WIP 538,250 675,547 815,497 868,957 820,931 1,067,775 942,270 707,897
Investments 16,635 141 148 78,023 92,515 81,000 91,263 91,263
Current Assets 603,487 601,543 543,886 492,677 534,851 646,976 635,172 646,936

Inventory 59,885 79,725 79,592 65,861 61,403 81,194 75,544 80,442

Debtors 67,257 92,499 101,740 89,995 88,122 101,477 99,077 106,446

Cash & Bank 186,876 161,390 57,370 33,015 43,876 27,823 24,069 23,567

Loans & Adyv, Others 289,470 267,929 305,185 303,806 341,450 436,482 436,482 436,482
Curr Liabs & Provns 293,408 330,766 369,310 346,162 374,344 408,131 388,059 393,033

Curr. Liabilities 293,408 330,766 369,310 346,162 374,344 408,131 388,059 393,033
Net Current Assets 310,080 270,777 174,577 146,515 160,507 238,845 247,113 253,904
Total Assets 1,707,044 1,864,995 2,035,181 2,138,812 2,369,337 2,765,833 2,910,606 3,020,719
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NTPC
Financials and Valuations
Ratios
Y/E Mar 2014 2015 2016 2017 2018 2019 2020E 2021E
Basic (INR)
EPS 9.2 8.9 9.8 10.0 8.9 11.6 13.1 15.2
Cash EPS 16.3 15.7 16.2 16.9 18.2 20.5 22.1 25.8
Book Value 88.3 83.0 90.1 98.9 104.7 111.2 118.6 127.6
DPS 4.6 4.6 2.7 3.8 3.6 3.6 4.8 5.2
Payout (incl. Div. Tax.) 39.9 45,5 24.6 35.3 33.8 28.0 36.5 34.1
Valuation(x)
P/E 9.9 11.3 10.4 10.5 10.7 8.9 8.7 7.5
Cash P/E 7.0 7.3 7.0 6.7 6.3 5.6 5.2 4.4
Price / Book Value 1.3 14 1.3 1.2 1.1 1.0 1.0 0.9
EV/Sales 2.2 2.5 3.0 2.7 2.7 3.0 2.8 2.6
EV/EBITDA 10.1 12.5 13.0 10.6 11.2 14.5 9.2 7.7
Dividend Yield (%) 4.0 4.0 2.3 3.4 3.2 3.1 4.2 4.6
Profitability Ratios (%)
RoE 10.9 10.0 11.3 10.6 8.7 10.7 11.4 12.4
RoCE 8.5 7.3 7.2 6.0 5.8 7.8 6.2 6.9
RolC 13.7 11.2 11.8 10.5 9.6 11.1 9.4 9.6
Turnover Ratios (%)
Asset Turnover (x) 1.1 0.9 0.7 0.8 0.7 0.7 0.7 0.6
Debtors (No. of Days) 31 42 51 40 37 41 36 35
Inventory (No. of Days) 37 46 53 40 35 42 40 40
Leverage Ratios (%)
Net Debt/Equity (x) 0.7 1.0 1.2 1.1 1.2 1.4 1.4 1.3
Cash Flow Statement (INR Million)
Y/E Mar 2014 2015 2016 2017 2018 2019 2020E 2021E
Adjusted EBITDA 174,568 159,613 168,514 209,821 212,360 187,300 304,035 363,863
Non cash opr. exp (inc) 49,633 35,881 35,146 23,574 38,815 25,731 24,965 21,703
(Inc)/Dec in Wkg. Cap. -13,109 -11,694 -36,422 -2,073 -58,298 -72,868 -12,022 -7,293
Tax Paid -26,867 -20,100 -14,584 -26,263 19,257 -30,390 -41,235 -47,865
Other operating activities -18,917 -16,242 1,452 -3,395 -15,508 53,898 -18,043 -13,366
CF from Op. Activity 165,308 147,459 154,106 201,666 196,627 163,671 257,699 317,042
(Inc)/Decin FA & CWIP -189,485 -191,772 -232,470 -243,451 -187,559 -197,548 -214,938 -207,399
Free cash flows -24,176 -44,314 -78,364 -41,785 9,068 -33,877 42,761 109,643
(Pur)/Sale of Invt 16,225 16,391 16,536 3,436 0 0 0 0
Others 37,017 17,182 -6,986 -17,558 -8,539 -39,152 7,781 13,366
CF from Inv. Activity -136,243 -158,200 -222,920 -257,573 -196,099 -236,700 -207,158 -194,034
Inc / (Dec) in Debt 93,854 205,811 80,528 150,466 145,059 224,698 71,761 21,103
Interest Paid -62,429 -72,371 -83,473 -75,645 -86,058 -107,672 -69,064 -82,871
Divd Paid (incl Tax) & Others -58,516 -148,185 -32,261 -43,269 -48,669 -60,049 -56,993 -61,742
CF from Fin. Activity -27,091 -14,745 -35,206 31,552 10,333 56,976 -54,295 -123,511
Inc/(Dec) in Cash 1,975 -25,486 -104,021 -24,355 10,861 -16,053 -3,754 -502
Add: Opening Balance 184,902 186,876 161,390 57,369 33,015 43,876 27,823 24,069
Closing Balance 186,876 161,390 57,369 33,015 43,876 27,823 24,069 23,567
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the information and opinions contained in this document. The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and
should not be treated as endorsement of the views expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make
modifications and altemations to this statement as may be required from time to time without any prior approval. MOFSL, its associates, their directors and the employees may from
time to time, effect or have effected an own account transaction in, or deal as principal or agent in or for the securities mentioned in this document. They may perform or seek to
perform investment banking or other services for, or solicit investment banking or other business from, any company referred to in this report. Each of these entities functions as a
separate, distinct and independent of each other. The recipient should take this into account before interpreting the document. This report has been prepared on the basis of
information that is already available in publicly accessible media or developed through analysis of MOFSL. The views expressed are those of the analyst, and the Company may or
may not subscribe to all the views expressed therein. This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on,
directly or indirectly, to any other person or published, copied, in whole or in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or
entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law,
regulation or which would subject MOFSL to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in
all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost
revenue or lost profits that may arise from or in connection with the use of the information. The person accessing this information specifically agrees to exempt MOFSL or any of its
affiliates or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOFSL or any of its affiliates or employees responsible for any such
misuse and further agrees to hold MOFSL or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person
accessing this information due to any errors and delays.

Registered Office Address: Motilal Oswal Tower, Rahimtullah Sayani Road, Opposite Parel ST Depot, Prabhadevi, Mumbai-400025; Tel No.: 022 71934200/ 022-71934263;
Website www.motilaloswal.com.CIN no.: L67190MH2005PLC153397.Correspondence Office Address: Palm Spring Centre, 2nd Floor, Palm Court Complex, New Link Road,
Malad(West), Mumbai- 400 064. Tel No: 022 7188 1000.

Registration Nos.: Motilal Oswal Financial Services Limited (MOFSL)*: INZ000158836(BSE/NSE/MCX/NCDEX); CDSL and NSDL: IN-DP-16-2015; Research Analyst:
INH000000412. AMFI: ARN - 146822; Investment Adviser: INA0O00007100; Insurance Corporate Agent: CA0579;PMS:INP000006712. Motilal Oswal Asset Management Company
Ltd. (MOAMC): PMS (Registration No.: INP000000670); PMS and Mutual Funds are offered through MOAMC which is group company of MOFSL. Motilal Oswal Wealth
Management Ltd. (MOWML): PMS (Registration No.: INP000004409) is offered through MOWML, which is a group company of MOFSL. Motilal Oswal Financial Services Limited is
a distributor of Mutual Funds, PMS, Fixed Deposit, Bond, NCDs,Insurance Products and IPOs.Real Estate is offered through Motilal Oswal Real Estate Investment Advisors Il Pvt.
Ltd. which is a group company of MOFSL. Private Equity is offered through Motilal Oswal Private Equity Investment Advisors Pvt. Ltd which is a group company of MOFSL.
Research & Advisory services is backed by proper research. Please read the Risk Disclosure Document prescribed by the Stock Exchanges carefully before investing. There is no
assurance or guarantee of the returns. Investment in securities market is subject to market risk, read all the related documents carefully before investing. Details of Compliance
Officer: Name: Neeraj Agarwal, Email ID: na@motilaloswal.com, Contact No.:022-71881085.

* MOSL has been amalgamated with Motilal Oswal Financial Services Limited (MOFSL) w.e.f August 21, 2018 pursuant to order dated July 30, 2018 issued by Hon'ble National
Company Law Tribunal, Mumbai Bench.
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