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Vallibel Power Erathna PLC

Earnings Review: Strong Buy

Market Price LKR 8.00 | Target Price LKR 10.61 | Upside+32.69%

Company Snapshot

Power Generation up due higher seasonal rainfall: Power generation increased
40.3% YoY to 21m kWh during 1QFY21 on the back of higher rainfall experienced
in the island over the period. Historically, this period tends to generate the highest
output across the Group’s two plants of Erathna and Kiriwaneliya.

Relatively high dividend yield: 1QFY21 Dividend Yield 8.5%. Historically, the
Group has had high yields and payouts with average yield over 2018 -2020 coming
in at 9.0% and average payouts at 57% respectively.

Outlook: We expect profits in FY21E to increase 23.95% YoY to LKR 877m
primarily on the back of higher seasonal rainfall in catchment areas. Top line saw a
2.09% YoY growth to LKR 1,080m — the sluggish nature of top line growth can be
attributed to the Company’s Erathna power plant having a lower tariff rate from its
new Power Purchase Agreement (PPA).

Valuation: Our valuation metrics were based upon a blended approach, which
takes an equal weightage between forecasted earnings with sector PE and
forecasted book with sector PBV methodologies. We derived 12 months target
price of LKR 10.61 which yields a market upside of 32.69%.

Assumptions: In terms of future profit, we assumed that FY23E would be a lean
year with cyclical weather patterns showing that there usually is a drop-in rainfall
once every three years. Forecasted earnings were driven further down by the fact
that VPEL'’s Erathna plant’s current tariff charge came in lower.

YE 31st March 2018 2019 2020 2021 2022 2023
Net Profit 763 890 708 881 894 786
+/ - Growth 48.0% 16.6% -20.5% 24.5% 15% -12.0%
EPS (LKR) 0.96 1.12 0.87 1.18 1.20 1.05
PE (x) 7.60x 5.27x 6.21x 6.79x 6.69x 7.60x
NAV 2,444 2,787 3,252 3,666 4,086 4,456
PBV (x) 3.35x 1.72x 1.35x 1.63x 1.46x 1.34x
Div/ Share (LKR) 0.7 0.7 0.3 0.62 0.63 0.56
Div Yield 9.6% 11.9% 5.6% 7.8% 7.9% 7.0%
Market Cap 5,454 4,408 4,034 5,977 5,977 5,977
Share Price (LKR) 7.30 5.90 5.40 8.00* 8.00* 8.00*
*Current Market Price
Source: VPEL Financials, SC Securities Research
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1QFY21 Results

Power Generation by Plant (kWh)
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Revenues increased 2.35% YoY to LKR 244m in 1QFY20 driven by higher
generations across all of VPEL's power plants. The rise in top line was slightly
offset by with lower revenues from the Company’s main plant Erathna, whose PPA
agreement was renewed, but at a lower tariff rate.

Gross Profits rose 4.17% YoY to LKR 208m on the back of lower Cost of Sales
(down 6.94% YoY). Profit before Tax was up 4.52% YoY to LKR 198m which can
be attributed to lower Administrative Costs (down 5.38% YoY) coupled with lower
Other Operating Expenses (down 89.70% YoY).

Profit After Tax came in at LKR 154m (down 33.49% YoY) which was a result of a
higher rate of tax incurred (LKR 95m 1QFY21 c.f. LKR 34m in 1QFY20)
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In LKR millions LVL Energy
4QT Revenue 0.70
Total Assets 7,393
Total Liabilities 2,748
Total Shareholders’ Equity 4,645
4QT PAT 544
ROA (%) 7.36%
ROE (%) 11.7%
EPS 4QT 0.85
PER 11.88X
NAVPS 7.66
PBV 1.32X
Share Price — 14" Oct 2020 10.10

Pan Asia Power PLC

617.39
3,805
1,731
2,074
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5.36%
9.8%

0.28
15.71X

3.12
1.41X

4.40

Vidullanka PLC

1,872.26
7,396
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7.52%
18.2%

0.66
9.55X

3.58
1.76X

6.30

Vallibel

1,063.92
3,346
355
2,991
656

19.60%
21.9%

0.78
10.26

3.71
2.16X

8.00

Source: Respective Power Financial Statements as at 30"June 2020
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This document was prepared under the supervision from the Research Department of SC Securities a
company authorized to engage in Equity trading in the Colombo Stock Exchange in Sri Lanka. Data used in this
document was gathered from reliable sources, but the analyst(s) and the publishers of this document do not hold
themselves responsible for the accuracy or completeness of data used. The document provides the opinions,
analyses and conclusions of the Research division only and is provided without any warranties of any kind. This
document does not constitute an offer, or the solicitation of an offer, for the sale or purchase of any security. The
reader should independently evaluate the investment risks and is solely responsible for their investment decisions.
Whilst every care has been taken in preparing this document, no representation, warranty or undertaking (express or
implied) is given and no responsibility or liability is accepted by SC Securities or any employee of SC Securities as to
the accuracy, timeliness, completeness merchantability or fitness for any particular purpose of any such
recommendation or information contained and opinions expressed herein. SC Securities do not accept any liability for
any direct or remote loss or damage arising out of the use of all or any part of the information contained in this
document. This document is published for information purposes only and is not an offer to solicit, buy or sell any
security of any kind. This document does not provide customized investment advice. It has been prepared without
regard to the individual financial circumstances and risk and return objectives of individuals who receive it. The
appropriateness of a particular investment will depend on an investor’s individual circumstances, risk tolerance and
return objectives. The investments securities referred to in this document may not be suitable for all or certain
categories of investors. The Research Division of SC Securities has implemented Chinese walls procedures to
prevent any conflict of interest. The opinions presented in this note may be changed without prior notice or cannot be
depended upon if used in the place of the investor’'s independent judgment. The historical performance of a security is
not representative of the security’s future returns. Investment in securities can be highly risky as security prices may
go down in value as well as up and you may not get back the full amount invested. Where an investment is
denominated in a currency other than the local currency of the recipient of the research report, changes in the
exchange rates may adversely affect the value, price or income of that investment. In case of illiquid investments for
which there is no organized market it may be difficult for investors to exit investment positions or to obtain reliable
information about its value or the extent of the risk to which it is exposed. The information contained in this document
is confidential and is solely for use of those persons to whom it is addressed and may not be reproduced, further
distributed to any other person or published, in whole or in part, for any purpose.

Research analyst certification. The research analyst(s) primarily responsible for the preparation
and content of all or any identified portion of this research report hereby certifies that all of the views expressed
herein accurately reflect their personal views. Each research analyst(s) also certify that no part of their
compensation was, is, or will be, directly or indirectly, related to the view(s) expressed by that research analyst in
this research report.

This research report is for distribution only under such circumstances as may be
permitted by applicable law. This research report has no regard to the specific investment objectives, financial
situation or particular needs of any specific recipient, even if sent only to a single recipient. This research report is
not guaranteed to be a complete statement or summary of any securities, markets, reports or developments referred
to in this research report. Neither SC Securities nor any of its directors, officers, employees or agents shall have any
liability, however arising, for any error, inaccuracy or incompleteness of fact or opinion in this research report or lack
of care in this research report’s preparation or publication, or any losses or damages which may arise from the use
of this research report.

The SC Securities recommendation system is based on the difference between the
current trading price (CTP), and the fair value (FV) of the share as valued by SC Securities. Rating categories are
defined as follow:

Strong Buy: FV more than 20% above Current Trading Price
Buy: FV between 10% and 20% above Current Trading Price
Hold: FV between -10% and 10% around Current Trading Price
Sell: FV more than 10% below Current Trading Price
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