EDISON
OPG Power Ventures

Positive FY21 results

OPG Power Ventures reported a strong year in profit and cash generation
despite COVID shutdowns and lower power consumption in India. A
significant increase in the coal price is providing a headwind. The strong
financial position and captive model provide confidence, while the
historical valuation (last three-year average P/E of 3.7x and EV/EBITDA of
1.9x) is compelling.

Results in brief

The number of units generated declined by 13% and plant load factor declined from
75% to 58% due to COVID, leading to a 39% fall in revenue to £93.8m. Operating
profit increased from £24.0m to £27.5m, assisted by credit recoveries of £9.4m
against expected credit losses of £3.0m. Operating margins increased from 15.5%
t0 29.3%. EPS increased by 67% to 3.52p. Cash generation was strong, assisted
by credit recoveries/working capital and limited capex requirements. Net debt
reduced from £53.4m to £16.2m, leaving net debt/EBITDA at 0.5x. In light of
uncertainties due to the rapid escalation of the coal price management has decided
not to pay a dividend in order to preserve balance sheet strength and flexibility.

Outlook

The key metric for a thermal power generator is the dark spread, the margin over
the coal price. OPG primarily uses Indonesian coal, where prices have more than
doubled in recent months. Freight costs have also been rising. OPG is partially
covered through fixed price agreements for coal and freight in FY22 but remains
exposed to market fluctuations for the unhedged element. Hence management
feels unable to provide forward guidance until there is greater stability.

ESG

OPG’s first ESG report highlights progress in reducing emissions including NOXx,
SOx and particulates, low water consumption, a strong health & safety record and a
range of community actions. This will form part of the future strategy to develop the
group’s sustainability credentials, including commercial opportunities arising from
the Indian government’s latest National Energy Policy (NEP) 2021.

Valuation

The rising coal price is likely to affect short-term earnings until it reverses or is
passed through under the group’s captive model. Hence it is more insightful to look
at the historical results valuation. Using an average of the last three years, the
shares trade on a P/E of 3.7x and EV/EBITDA of 1.9x. In addition, the solar
investments translate to 4.1p/share at the carrying value of £16.4m.

Historical results

Year Revenue PBT EPS DPS PIE Yield
end (Em) (Em) (p) (p) (x) (%)
03/19 140.6 16.8 3.81 0.0 3.1 N/A
03720 154.0 145 2.11 0.0 5.6 N/A
03/21 93.8 216 3.52 0.0 34 N/A

Source: Company reports
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Share details

Code OPG
Listing AlM
Shares in issue 400.7m

Last reported net debt at 31 March 2021 £16.2m

Business description

OPG Power Ventures is an independent power
producer based in Chennai, India. Its key asset is a
414MW coal-fired thermal power plant in Chennai
and it also has 62MW solar assets in Kamataka
(31% interest). The majority of power (c 80%) is sold
to independent commercial captive consumers,
permitting preferential tariffs, improved payment
terms and reduced concentration of risk with over
200 individual captive consumers.

Bull

Strong cash flow generation from a mature asset
base (no development risk) and rapidly
deleveraging balance sheet.

Exposure to the high-growth Indian economy.

Opportunities from nascent renewables business
funded through solar investment disposal.

Bear

Coal price volatility against fixed-price tariffs
affects margins (negatively and positively).

Environmental legislation likely to require
additional capex at the Chennai plant.

Recent low solar tariff bid levels affect the
returns available from new investment.
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No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any
subscriber or prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions
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Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not
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The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are
“wholesale clients” for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or
underwrite any securities mentioned or in the topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is
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“personalised service” and, to the extent that it contains any financial advice, is intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the
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meaning of Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (ii) high net-worth companies, unincorporated associations or other
bodies within the meaning of Article 49 of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to
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This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

Edison relies upon the "publishers' exclusion” from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is
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