How Suzlon avoided Inox Wind's predicament
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uzlon Energy Ltd did not
reflectany of the pressures

Inox Wind Ltd reported in
the March quarter. In contrast,
the former reported a strong
growthinrevenueand profitand
exuded confidence thatits order
hookisnot facing any risk of can-
cellation.

To recap, Inox Wind, which
released its results earlier than
Suzlon, hassaid thatalarge partof
its orderbook has turned redun-
dantduetothe ongoing transfor-
mationinthewind energymarket
from feed-in tariff-based system
fo auction-based market,

Whatexplainsthedichotomy?

Theresultsandthe management
commentary indicate that Inox
Windhasbeen aggressiveinrec-
ognizingorderinflows.

Suzlon, which has been n the
system for quite some time now
(morethantwodecades), hasbeen
morecautious.

According to Kirti Vagadia,
group chief financial officer,
Suzlon reduced the risk of con-
tractororder failurethroughrisk
management practices such as
better planning and other proc-
esses.

Suzlon did not give the
break-up of the order book. It,
however, said that mostofitsnon-
auction based order book has
power purchasing agreements
(PPAs)andisexecutingthem. The
rest ofthe ordersarein the proc-
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Suzlon maintained growth tempa in revenue, operating profit.
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Ebitda s earnings before interest, taxes, depreciation and amortization

ess of obtaining PPAs. So, the
whole 1,562-megawatt (MW)
order hook (23IMW solar and
1,33IMW wind)isintact and exe-
cutable. \
Accordingto Pawan Parakh,an
analyst at HDFC Sectiities Ltd,
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some states are willing to sign
PPAsfor projectsforwhichdocu-
mentation began in 2016-17,
Hence, Suzlon'’s current orders
face less risk of cancellation,
What'smore, Suzlon expectstodo
wellinthe currentfiscal year, too.

Intermsofcommissioning vol-
umes, the market is expected to
see slowergrowth in the current
fiscal, compared with the year
gone by. But Suzlon expects to
continuetogainmarketshare—it
aims to increase it from 32% in
2016-17to40%in the current fis-
cal—helping it outdo industry
performance,

Thestockisreflectingtheopti-
mism. It gained 4.6% in the past
four trading days and48.7%since
the beginning of this calendar
year. For the stock to continue to
dowell,thecompanywill have to
keep upthemomentum,

Suzlon has the problem oftoo
much debt. Last fiscal, almost half
ofthecompany’s operating profit
was eroded by finance costs.
AccordingtoParakh, thekeyisto
keepupthebusinessmomentum
andusetheearningsproceedsto
meet debt covenants. Suzlon is
doing this. Debt has come down

from peaklevels. But moreneeds
tobe done,

Theprocesscanbe quickened
if Suzlon steps up the earnings
momentum furtherbyimproving
profitability. But this game-plan
faces challenges.

Transformation of the wind
energy market to auctions and
competitive tariffs means equip-
ment suppliers can face pricing
pressures.

Suzlon is addressing this by
offeringtechnologicallyadvanced
turbines, whichoffer benerylelds
andarepriced higher. But, given
thecurrent ullinthewind energy
nfirket, asthe statesaremovingto
auctions, competition can be
tough.

Ifauctionssend tariffstounsus-
tainably low levels, then even
technologically advanced tur-
bines may face pricing pressures.
Thecomingquarterswill provide
moreclarity.




