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Supreme Court: Clears the way for PPA renegotiation

India Equity Research | Power

The Supreme Court today gave its nod to Mundra-Adani Power (APL),
CGPL-Tata Power (TPWR) and EPGL to approach CERC for amending their
existing PPAs of “8GW. This paves the way for renegotiation of PPAs,
thereby allowing them to pass on the under-recoveries in fuel cost
(INR0.80-0.90/unit). At this juncture, we retain our earnings and
recommendations on APL (HOLD) & TPWR (BUY) and would revisit the
same post clarity on the judgment's legal implications and CERC’s final
decision (expected in two months). We view this as a huge positive for
resolution of the three assets and also for the beleaguered power sector
as it can revive the sector’s sentiments. Once approved and amended by
CERC, target prices of APL and TPWR could swing positively by 25-30%.
However, CERC’s amendment could be challenged again in a court of law
and is therefore a key monitorable.

Burden to be shared by all stakeholders: Power committee

In July 2018, Gujarat government had constituted a High Power Committee (HPC) for
addressing the challenges faced by APL Mundra, CGPL and EPGL. The committee’s key
recommendations include: a) full pass through of fuel cost on landed cost basis with a
ceiling on imported coal price up to USD120/tonne; b) extension of PPA tenure by 10
years at the option of procurers; and c) lenders will have to take a haircut (*INR9Obn)
on existing loan, benefit of which will be passed on to consumers in the form of lower
energy charge. All the proposed changes will be applicable prospectively. Another
caveat is that power producers have to pass on the profit from Indonesian coal mining
operations to discoms to the extent of coal supplied for operation of the Indian plants.

How this ruling is different from the earlier one

The SC’s ruling today based on the HPC’s aforementioned recommendations pertains
to amendment of existing PPAs. The SC’s ruling in April 2017 related to the change in
the Indonesian coal regime and whether that invokes ‘Change in Law’ or ‘force
majeure’ condition under the existing PPA structure or not. The apex court had
overruled the CERC/APTEL’s ruling, which granted power producers compensatory tariff
(on higher fuel costs) under the ‘force majeure’ conditions of the PPA. In the wake of SC
ruling today, power producers and discoms would approach the CERC to seek
amendments to their existing PPAs, which is likely to allow pass-through of fuel under-
recoveries on the basis of the formula suggested by the HPC.

Outlook: Big relief for TPWR and APL on Mundra plants

We perceive this as a big positive for the power sector, highlighting the government’s
commitment towards salvaging stressed power assets. TPWR and APL will of course be
key beneficiaries of the outcome. In our SOTP-based valuation, we ascribe negative
value of INR34 and INR5 to CGPL - TPWR (‘BUY’ with TP of INR87) and Mundra(l-Ill) -
APL (‘HOLD’ with TP of INR25), respectively. Clarity is awaited on the road ahead and
whether the judgment will be re appealed in the court post CERC’s order.
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Background of the case :

° The three projects designed to run on imported coal were rendered economically
unviable post change in coal pricing mechanism by the government of Indonesia
effected in September 2011.

° The projects continued to supply electricity at PPA tariff in the INR1.3-2.0/kwh range
against indicative fuel costs upwards of INR2.0/kwh on account of increase in
Indonesian coal prices. Thus, they incurred significant fuel cost under-recovery since
2011.

° The CERC and APTEL granted relief under the ‘force majeure’ conditions of the PPA,
granting compensatory tariff for under-recovery due to higher fuel cost.

° However, the Supreme Court overruled APTEL’s judgement in April 2017, clarifying
that change in Indonesian regulations did not construe ‘Change in Law’ or ‘Force
Majeure’ condition as per the existing PPA.

° Gujarat government intervened by constituting a HPC on July 3, which submitted a
resolution mechanism for the three TPPs. HPC concluded that salvaging the projects is
in the interest of consumers.

The committee consisted of Mr. R K Agrawal (former Justice Supreme Court), Mr. S S
Mundra ( former Dy. Governor —RBI) and Mr. Pramod Kumar Deo (former Chairman-
CERC).

Chart 1 : Three plants have suffered cummulative losses of INR 214bn till FY18
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Table 1 : Gujarat draws about 4GW of power from the three power plants

Concerned states (PPA tie up - MW)

Company Capacity (MW) Configuration Gujarat  Haryana Maharahtra Punjab Rajasthan
Tata Power - CGPL 4,000 (5x800) 1,805 380 760 475 380
Adani Power - Mundra 4,620 (4x330 +5x660) 2,000 1,424

Essar Power - EPGL 1,200 (2x600) 1,000

Source: Industry, HPC Draft report, Edelweiss research
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Table 2 : Capacity charge for the plants ranges from INR 0.9-1.1/kwh

Capacity PPA Capacity Charge
Company (MW) (Mw) Procurers (INR/kwh)
Tata Power - CGPL 4,150 3,800 Multiple States 0.90
1,000 GUVNL 1.14

Adani Power - Mundra 4,640 1,000 GUVNL 1.00
1,424 Haryana 1.08

Essar Power - EPGL 36.0 1,000 GUVNL 1.06

Source: Industry, HPC Draft report, Edelweiss research

Table 3 : Under recovery on account of fuel cost is to the tune of INR0.7-0.9/kwh

Tariff after actual
PPA Variable cost cost pass through Under-recovery

Company (INR/kwh) (INR/kwh) (INR/kwh)
CGPL 1.60 2.37 0.77
APL-Phase I 1.62 2.58 0.96
APL-Phasel &I 1.85 2.67 0.82
EPGL 1.99 2.70 0.71

Source: Industry, HPC Draft report, Edelweiss research

Recommendations of HPC:

The recommendations of HPC are based on the principle of balancing of equities. The
committee has proposed a resolution mechanism noting that the projects are instrumental
in fulfilling the demand from procurer states. It further notes resolution will be in ‘consumer

interest’ highlighting that procurement from alternate sources could be costlier than

resolving the assets. HPC proposes for the burden of hardships to be borne by all the

stakeholders (lenders, developers, consumers) to resolve the stressed plants. Some key

recommendations are :

Fuel costs to be made fully pass through on landed cost basis with projects not bearing
any loss on account of fuel prices. However, the HPC proposes a ceiling on imported
coal cost up to 120USD/MT beyond which the entire fuel risk will be borne by the
generator. Ceiling price to be reviewed every five years.

Reduction of capacity charge of INRO.2/kwh by reducing the project debt by
lenders. The amount will be treated as a discount and is to be reduced from energy
charge for purpose of merit order dispatch and billing. Proposed debt reduction —
CGPL (INR42 bn), APML- (INR 32bn) and EPGL-(INR11bn).

The proposed plan to be applied prospectively: Cut-off date for implementing the
restructuring plan is set at October 1, 2018, and proposed recommendations will be
applied prospectively. Past losses incurred by developers up to cut-off date will not be
compensated.

The state may relinquish tied up capacity to facilitate resolution in case the scheme
recommended is not acceptable to any state.

Extension of PPA tenure by 10 years: Procurers have the option to extend PPA on the
same terms for further 10 years. Capital costs, if necessary, on renovation and
modernisation applicable as per regulatory norms will be a pass through.

Tie up of free capacity: Additional untied capacity to be offered to procures at the
capacity charge equal to levelised capacity charge in existing PPA without any discount.
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Table 4 : Tata Power SOTP

° Sharing of profit from Indonesian mines: Developers to pass on 100% profit sharing

from coal mining business in Indonesia attributable to coal supplied to their respective
Indian plants.

Implications for Tata Power/APL:

TPWR and APL have suffered extensive losses on account of the Mundra plants’ operations
and any favourable outcome for the plants is a key positive for the companies. In our SOTP-
based valuation, we ascribe negative value of INR34 and INR5 to CGPL-TPWR (‘BUY’ with TP
of INR87) and Mundra(l-1ll) -APL (‘HOLD’ with TP of INR25), respectively.

HPC also recommends sharing of profits from Indonesian coal mining operations. TPWR,
which has 30% stake in KPC/Bumi coal mines in Indonesia, will have to pass the profit from
coal mining operations for coal supplied to CGPL. APL’s coal mining operations are housed in
Adani Enterprises and do not impact the former directly. While more clarity is awaited on
the future action path on the ruling and CERC final tariff order, successful resolution of
Mundra plants can be a key trigger for the stocks. At this juncture, we retain our earnings
and recommendations on APL (HOLD) & TPWR (BUY) and would revisit the same post clarity
on the judgment's legal implications and CERC’s final decision (expected in two months).

Businesses Method I%arnings/ BV RoE CoE Multiple Valuation Tata Tata Share Per share
Equity/Reserves (INRmn) Share (%) (INRmn) (INR)
Regulated utility P/B 40,222 18.0% 13.0% 1.61 64,748 100 64,748 24
Delhi Distribution P/B 13,495 16.0% 13.0% 1.37 18,432 51 9,400 3
Power Links P/B 4,848 16.0% 13.0% 1.37 6,622 51 3,377 1
Renewable/Overseas projects P/B 10,875 16.0% 13.0% 1.37 14,854 100 14,854 5
Jojobera P/B 5,000 19.0% 13.0% 1.70 8,500 100 8,500 3
EMundra UMPP NPV 1.00 -91,264 100 (91,264) (34)
DVC (Maithon) P/B 14,320 18.0% 13.0% 1.25 17,900 74 13,246 5
Tata Steel IPP P/B 7,881 18.0% 13.0% 1.45 11,428 74 8,457 3
EKPC & Bumi NPV at WACC of 7% 351,117 30.0% 105,335 39
Welspun Renewable P/B 35,000 6.6% 13.0% 1.20 42,000 100 42,000 16
Quoted investments
Total At book value 18,409 7
Net Cash BV 20,521 8
Total 233,638 87

Source: Edelweiss research

Table 5 : Adani Power SOTP

NPV @ Ke 13%

Unit MW Stake (INR mn) INR / share
Mundra | & I 1,320 100% (198) (0)
Mundra || 1,320  100% (17,594) (5)
Mundra IV 1,980 100% 13,267 3
Tirora 1,980 100% 22,696 6
Tirora Il 1,320 100% 23,915 8
Kawai 1,320 100% 26,706 7
Udupi 1,200 100% 15,553 4
Total 10,440 84,345 25

Source: Edelweiss research
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DISCLAIMER

Edelweiss Securities Limited (“ESL” or “Research Entity”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is
licensed to carry on the business of broking, depository services and related activities. The business of ESL and its Associates (list
available on www.edelweissfin.com) are organized around five broad business groups — Credit including Housing and SME
Finance, Commodities, Financial Markets, Asset Management and Life Insurance.

This Report has been prepared by Edelweiss Securities Limited in the capacity of a Research Analyst having SEBI Registration
No.INH200000121 and distributed as per SEBI (Research Analysts) Regulations 2014. This report does not constitute an offer or
solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. Securities as
defined in clause (h) of section 2 of the Securities Contracts (Regulation) Act, 1956 includes Financial Instruments and Currency
Derivatives. The information contained herein is from publicly available data or other sources believed to be reliable. This report is
provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. The
user assumes the entire risk of any use made of this information. Each recipient of this report should make such investigation as it
deems necessary to arrive at an independent evaluation of an investment in Securities referred to in this document (including the
merits and risks involved), and should consult his own advisors to determine the merits and risks of such investment. The
investment discussed or views expressed may not be suitable for all investors.

This information is strictly confidential and is being furnished to you solely for your information. This information should not be
reproduced or redistributed or passed on directly or indirectly in any form 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 ESL and associates / group companies to any registration or licensing
requirements within such jurisdiction. The distribution of this report in certain jurisdictions may be restricted by law, and persons
in whose possession this report comes, should observe, any such restrictions. The information given in this report is as of the date
of this report and there can be no assurance that future results or events will be consistent with this information. This information
is subject to change without any prior notice. ESL reserves the right to make modifications and alterations to this statement as
may be required from time to time. ESL or any of its associates / 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. ESL is committed
to providing independent and transparent recommendation to its clients. Neither ESL nor any of its associates, group companies,
directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential
including loss of revenue or lost profits that may arise from or in connection with the use of the information. Our proprietary
trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed
herein. Past performance is not necessarily a guide to future performance .The disclosures of interest statements incorporated in
this report are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in
the report. The information provided in these reports remains, unless otherwise stated, the copyright of ESL. All layout, design,
original artwork, concepts and other Intellectual Properties, remains the property and copyright of ESL and may not be used in
any form or for any purpose whatsoever by any party without the express written permission of the copyright holders.

ESL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including
network (Internet) reasons or snags in the system, break down of the system or any other equipment, server breakdown,
maintenance shutdown, breakdown of communication services or inability of the ESL to present the data. In no event shall ESL be
liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or
expenses arising in connection with the data presented by the ESL through this report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. We will not treat recipients as customers by virtue of
their receiving this report.

ESL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to
time, have long or short positions in, and buy or sell the Securities, mentioned herein or (b) be engaged in any other transaction
involving such Securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the
subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company(ies) or have other
potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of
publication of research report or at the time of public appearance. ESL may have proprietary long/short position in the above
mentioned scrip(s) and therefore should be considered as interested. The views provided herein are general in nature and do not
consider risk appetite or investment objective of any particular investor; readers are requested to take independent professional
advice before investing. This should not be construed as invitation or solicitation to do business with ESL.
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ESL or its associates may have received compensation from the subject company in the past 12 months. ESL or its associates may
have managed or co-managed public offering of securities for the subject company in the past 12 months. ESL or its associates
may have received compensation for investment banking or merchant banking or brokerage services from the subject company in
the past 12 months. ESL or its associates may have received any compensation for products or services other than investment
banking or merchant banking or brokerage services from the subject company in the past 12 months. ESL or its associates have
not received any compensation or other benefits from the Subject Company or third party in connection with the research report.
Research analyst or his/her relative or ESL’s associates may have financial interest in the subject company. ESL and/or its Group
Companies, their Directors, affiliates and/or employees may have interests/ positions, financial or otherwise in the
Securities/Currencies and other investment products mentioned in this report. ESL, its associates, research analyst and his/her
relative may have other potential/material conflict of interest with respect to any recommendation and related information and
opinions at the time of publication of research report or at the time of public appearance.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange
rates can be volatile and are subject to large fluctuations; ( ii) the value of currencies may be affected by numerous market
factors, including world and national economic, political and regulatory events, events in equity and debt markets and changes in
interest rates; and (iii) currencies may be subject to devaluation or government imposed exchange controls which could affect the
value of the currency. Investors in securities such as ADRs and Currency Derivatives, whose values are affected by the currency of
an underlying security, effectively assume currency risk.

Research analyst has served as an officer, director or employee of subject Company: No
ESL has financial interest in the subject companies: No

ESL’s Associates may have actual / beneficial ownership of 1% or more securities of the subject company at the end of the month
immediately preceding the date of publication of research report.

Research analyst or his/her relative has actual/beneficial ownership of 1% or more securities of the subject company at the end of
the month immediately preceding the date of publication of research report: No

ESL has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately
preceding the date of publication of research report: No

Subject company may have been client during twelve months preceding the date of distribution of the research report.

There were no instances of non-compliance by ESL on any matter related to the capital markets, resulting in significant and
material disciplinary action during the last three years except that ESL had submitted an offer of settlement with Securities and
Exchange commission, USA (SEC) and the same has been accepted by SEC without admitting or denying the findings in relation to
their charges of non registration as a broker dealer.

A graph of daily closing prices of the securities is also available at www.nseindia.com

Analyst Certification:

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about
the subject company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or
indirectly related to specific recommendations or views expressed in this report.

Additional Disclaimers

Disclaimer for U.S. Persons

This research report is a product of Edelweiss Securities Limited, which is the employer of the research analyst(s) who has
prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States
(U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required
to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public
appearances and trading securities held by a research analyst account.

This report is intended for distribution by Edelweiss Securities Limited only to "Major Institutional Investors" as defined by Rule
15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and
Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as
specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied,
duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.
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In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC
in order to conduct certain business with Major Institutional Investors, Edelweiss Securities Limited has entered into an
agreement with a U.S. registered broker-dealer, Edelweiss Financial Services Inc. ("EFSI"). Transactions in securities discussed in
this research report should be effected through Edelweiss Financial Services Inc.

Disclaimer for U.K. Persons

The contents of this research report have not been approved by an authorised person within the meaning of the Financial
Services and Markets Act 2000 ("FSMA").

In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional
experience in matters relating to investments falling within Article 19(5) of the FSMA (Financial Promotion) Order 2005 (the
“Order”); (b) persons falling within Article 49(2)(a) to (d) of the Order (including high net worth companies and unincorporated
associations); and (c) any other persons to whom it may otherwise lawfully be communicated (all such persons together being
referred to as “relevant persons”).

This research report must not be acted on or relied on by persons who are not relevant persons. Any investment or investment
activity to which this research report relates is available only to relevant persons and will be engaged in only with relevant
persons. Any person who is not a relevant person should not act or rely on this research report or any of its contents. This
research report must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other
person.

Disclaimer for Canadian Persons

This research report is a product of Edelweiss Securities Limited ("ESL"), which is the employer of the research analysts who have
prepared the research report. The research analysts preparing the research report are resident outside the Canada and are not
associated persons of any Canadian registered adviser and/or dealer and, therefore, the analysts are not subject to supervision by
a Canadian registered adviser and/or dealer, and are not required to satisfy the regulatory licensing requirements of the Ontario
Securities Commission, other Canadian provincial securities regulators, the Investment Industry Regulatory Organization of
Canada and are not required to otherwise comply with Canadian rules or regulations regarding, among other things, the research
analysts' business or relationship with a subject company or trading of securities by a research analyst.

This report is intended for distribution by ESL only to "Permitted Clients" (as defined in National Instrument 31-103 ("NI 31-103"))
who are resident in the Province of Ontario, Canada (an "Ontario Permitted Client"). If the recipient of this report is not an
Ontario Permitted Client, as specified above, then the recipient should not act upon this report and should return the report to
the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any Canadian person.

ESL is relying on an exemption from the adviser and/or dealer registration requirements under NI 31-103 available to certain
international advisers and/or dealers. Please be advised that (i) ESL is not registered in the Province of Ontario to trade in
securities nor is it registered in the Province of Ontario to provide advice with respect to securities; (ii) ESL's head office or
principal place of business is located in India; (iii) all or substantially all of ESL's assets may be situated outside of Canada; (iv)
there may be difficulty enforcing legal rights against ESL because of the above; and (v) the name and address of the ESL's agent for
service of process in the Province of Ontario is: Bamac Services Inc., 181 Bay Street, Suite 2100, Toronto, Ontario M5J 2T3 Canada.

Disclaimer for Singapore Persons

In Singapore, this report is being distributed by Edelweiss Investment Advisors Private Limited ("EIAPL") (Co. Reg. No.
201016306H) which is a holder of a capital markets services license and an exempt financial adviser in Singapore and (ii) solely to
persons who qualify as "institutional investors" or "accredited investors" as defined in section 4A(1) of the Securities and Futures
Act, Chapter 289 of Singapore ("the SFA"). Pursuant to regulations 33, 34, 35 and 36 of the Financial Advisers Regulations ("FAR"),
sections 25, 27 and 36 of the Financial Advisers Act, Chapter 110 of Singapore shall not apply to EIAPL when providing any
financial advisory services to an accredited investor (as defined in regulation 36 of the FAR. Persons in Singapore should contact
EIAPL in respect of any matter arising from, or in connection with this publication/communication. This report is not suitable for
private investors.
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