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Renewable forum: Entering the mega investment cycle

We hosted Mr Vinay Rustagi (Global Head of renewables, CRISIL), Mr Kailash
Vaswani (CFO, Renew Power) and Mr Kapil Maheshwari (CEO, Welspun New
Energy) at our renewable forum. Emphasizing the importance of renewable
energy, panelists acknowledged the need for an accelerated pace of
investment. The improved pace of auctioning (50 GW in FY2024E) and falling
module prices were the key positives, while the absence of cost-effective
storage solutions was considered a key impediment to the rapid adoption of
renewable power.

500 GW renewable capacity target by 2030; storage solutions paramount

India has steadily improved its renewable capacity to 179 GW as of October
2023 (including 47 GW of large hydro capacities), although the pace of addition
has been slow in recent years. The government is targeting 500 GW of
renewable capacity by FY2030E—while the key players have lined up impressive
plans to set up renewable capacities, execution has been patchy so far. The
government has improved renewable auctioning from ~15 GW annual run-rate
to 20GW for YTD FY2024, with plans to achieve 50 GW of annual auctions for
FY2024. One of the panelists highlighted the historically poor conversion ratio
(40%) from auction to commissioning. Storage solutions (PSP) for renewable
power are in the implementation stage, but completion could be 5-6 years
away—an important missing piece that is needed to ensure a higher share of
generation from renewable sources.

Improving tariffs and falling module costs may attract new players

Renewable tariffs have gradually improved over the quarters and are now
trending around ~Rs2.75/unit. Steady realizations, coupled with lower module
costs following the spike in 2022 (due to the geopolitical challenges), imply an
improving profitability profile. Most renewable projects currently operate at 70-
80% leverage and offer equity IRRs of 12-14%. Improving return profiles mean
that the sector could attract new competition from new entrants, implying that
the tariffs could see some downward pressure in the future. India currently has
6.6 GW/38 GW of cell/module capacity, which it plans to increase to ~60
GW/110 GW by 2026E, while also adding 38GW/56 GW of polysilicon/wafer
capacity. Module prices have moderated to ~US$0.25/watt recently (domestic
manufacturing), while imported modules/cells cost 10-20% higher due to the
imposition of duties.
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Higher investments needed for renewable ambitions

Renewable capacity addition in India has been slow in recent years (~15 GW annually), which needs to
pick up to 40-50GW annual run-rate. This, along with storage and cell/module facilities, would entail large
investments to spur growth in the sector. While key players have large plans to set up new capacities,
the implementation would be key given the slow track-record in the past. The upcoming investment cycle
keeps us positive on the sector.

Improved auction volumes, including higher share for hybrid auctions with lower competition/higher tariffs

I Exhibit 1: Renewable energy auction volumes and target (GW)
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Source: Renew Power, Tata Power, BNEF- India's Renewable Energy Auctions 2022 Roundup, BTI RE Navigator, Kotak Institutional Equities

Low tender conversion into commissioned capacities

I Exhibit 2: Tendered, auctioned and commissioned capacity, Calendar year-ends, 2019-9M23 (GW)
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Multiple policy measures introduced in the power sector over the years, although there has been a lack of stability & visibility

l Exhibit 3: Policy measures/reforms in the power sector
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Large potential for renewable capacities in India

I Exhibit 4: Installed and potential renewable capacities in India, October 2023 (GW)
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Grand plans to add renewable capacities, execution would be key to watch

l Exhibit 5: Current, under-construction/pipeline and future capacity across key players (MW)
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Source: Bridge to India, Kotak Institutional Equities
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Gradually improving tariffs, along with declining module prices, to support margin improvement

Exhibit 6: Average renewable tariff and module price per watt, March fiscal year-ends, THFY21-2HFY24E

(Rs/ kwh, US$/ watt)
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Source: Kotak Institutional Equities
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A higher share of offtake by the Central Government has implied steady reduction in DSO for generating
companies

I Exhibit 7: Days Sales Outstanding for Renew Power, March fiscal year-ends, 1QFY22-2QFY24
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Source: Renew Power, Tata Power, BNEF- India's Renewable Energy Auctions 2022 Roundup, BTI RE Navigator, Kotak Institutional Equities

The Electricity Amendment Bill has mandated RPOs; monetary penalties for non-compliance

I Exhibit 8: RPO component trajectory, March fiscal year-ends, 2023-30E (%)
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Large potential for setting up PSP projects in India

I Exhibit 9: Region-wise installed and potential PSP capacity in India (GW)
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Domestic module manufacturing a more economical alternative to importing

I Exhibit 10: Economics of manufacturing Solar modules as of June 2023 (USS$/watt)
Solar module manufacturing (USS/ watt)
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110 GW of module production capacity expected by 2026E

I Exhibit 11: Current and estimated capacities in India (GW)
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Over 70 GW of module capacity to be added by key players in India
I Exhibit 12: Proposed addition of Module capacity by large manufacturers (> 1 GW) by 2026, (GW)
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Multiple reforms such as LSP and smart meters have led to a steady reduction in AT&C losses, though the
scope for further reduction is still large

I Exhibit 13: Trend in all India AT&C losses, March fiscal year-ends, 2012-23 (%)
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“Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is
responsible in this report, (1) all of the views expressed in this report accurately reflect his or her personal views about the subject companies
and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or
views expressed in this report: Murtuza Arsiwalla, Abhishek Khanna.”

Ratings and other definitions/identifiers
Definitions of ratings

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.

ADD. We expect this stock to deliver 5-15% returns over the next 12 months.

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.

SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our Fair Value estimates are also on a 12-month horizon basis.

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating may

not strictly be in accordance with the Rating System at all times.

Distribution of ratings/investment banking relationships
Kotak Institutional Equities Research coverage universe

Percentage of companies covered by Kotak Institutional

70% - o o
Equities, within the specified category.
60% -
Percentage of companies within each category for which
50% | Kotak Institutional Equities and or its affiliates has
provided investment banking services within the previous
12 months.
40% - * The above categories are defined as follows: Buy = We
expect this stock to deliver more than 15% returns over
30% - 29.0% o the next 12 months; Add = We expect this stock to deliver
0129 24.5% 25.3% 5-15% returns over the next 12 months; Reduce = We
. e expect this stock to deliver -5-+5% returns over the next
20% 1 12 months; Sell = We expect this stock to deliver less than
-5% returns over the next 12 months. Our target prices
10% A 6.1% are also on a 12-month horizon basis. These ratings are
3.7% 2.4% o used illustratively to comply with applicable regulations. As
0% B of 30/09/2023 Kotak Institutional Equities Investment
BUY ADD REDUCE SELL Research had investment ratings on 245 equity securities.

Source: Kotak Institutional Equities

As of September 30, 2023

Coverage view

The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following
designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or
strategic transaction involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a
sufficient fundamental basis for determining an investment rating or fair value. The previous investment rating and fair value, if any, are no longer in
effect for this stock and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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Customer Care/ Complaints Mr. Ritesh Shah Kotak Towers, 8th Floor, Building No.21, Infinity 18002099393 ks.escalation@kotak.com
Head of Customer Care Mr. Tabrez Anwar Park, Off Western Express Highway, Malad (East), 022-42858208 ks.servicehead@kotak.com
Compliance Officer Mr. Hiren Thakkar Mumbai, Maharashtra - 400097 022-42858484 ks.compliance@kotak.com
CEO Mr. Jaideep Hansraj 022-42858301 ceo.ks@kotak.com

In absence of response/complaint not addressed to your satisfaction, you may lodge a complaint with SEBI at SEBI, NSE, BSE, Investor Service Center | NCDEX, MCX. Please quote your Service Ticket/Complaint Ref No. while raising your
complaint at SEBI SCORES/Exchange portal. Kindly refer https://www.kotaksecurities.com/contact-us,
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