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Fly me to Hamburg* 
Event  
 With Areva’s recent move to remove the 50% acceptance condition from its 

offer for REpower without raising its target price, the deadline for both Areva’s 
and Suzlon’s offers for REpower (at €140ps and €150ps, respectively) has 
been extended to 4 May. Although uncertainty remains, it appears that the 
French elections could cloud Areva’s offer and that the bid price is levelling. 
We have spoken with Suzlon’s management since our last notes (Suzlon: 
three triggers for the stock, 7 March 2007, and Can this REpower Suzlon?, 12 
Feb 2007), and we provide our updated view below. 

Impact 
 We cannot think of a better fit and reiterate our view that this deal is 

strategically very positive. The bid jump-starts Suzlon’s move into the European 
market, which still accounts for over half of the global market and is the only market 
in which Suzlon’s presence to-date is minimal. The deal, at €150, represents 
short-term financial pain: it is likely to be 14.5% EPS dilutive for FY3/08.  

 Suzlon and REpower are the fastest and second-fastest-growing wind 
turbine companies in the top ten. We reiterate that they complement 
each other in three ways: Entry into Europe, especially Germany (the 
largest wind market in the world), France (one of the fastest-growing) and the 
UK, where REpower is strong; access to high-end 5MW turbines and 
REpower’s world-class R&D team; greater supply-chain leverage. 

 Synergies are real, but are there any downsides?  
⇒ Component shortage effects REpower has more than many of its peers, 

and relieving them would be positive for both top and bottom lines, 
enabling them to deliver real gains. 

⇒ Regarding product cannibalisation, we do not see much between 
Suzlon’s 2MW and REpower’s three 2MW products.  

⇒ Is the offshore market as exciting as it is made out to be? REpower’s 
cutting edge 5MW turbines, the largest commercial products in the world, 
are suited to the offshore market, which is expected to take off in 2010.  

 Let’s look at the price again … and at our updated EV per MW meter. At the 
current €150/share, the deal is still DCF positive (about 7%), and our updated 
meter is showing US$0.9m per cumulative MW installed, which we regard as less 
than demanding given that REpower is a relative newcomer in the industry. 

 Key risks. We see risk in expecting better margin improvements than are 
achievable. Our expectations are lower than those of Suzlon management 
given the following.  
⇒ Suzlon’s yet-to-be-proven ability to squeeze margins from its acquisitions.  
⇒ No listed firms other than Suzlon and Gamesa have achieved double-digit 

margins in recent years, and Repower has not since 2002. 

Price catalyst 
 12-month price target: Rs1,251.00 based on a DCF methodology. 
 Catalyst: Continued globalisation and successful M&A implementation. 

Action and recommendation 
 Although the deal is mildly DCF positive, we have not included it in our valuation 

given Suzlon’s untested ability to improve margins and the remaining 
uncertainty about the bidding. maintain Neutral, with a target price of Rs1,251. 

* REpower’s headquarters is in Hamburg, Germany.  
Please refer to the important disclosures on inside back cover of this document, or on 
our website www.macquarie.com.au/research/disclosures. 
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We cannot think of a better fit - #1 
Suzlon and REpower have been two of the most successful wind-turbine companies in the top ten. 
As shown in the recently released 2006 market share data, the two companies are also distinguished 
by having the strongest growth in global market share among the top ten.  

In fact, Suzlon has achieved its current No. 5 position in the world since 2000, after having been 
outside the top ten before then, and REpower is in a similar situation.  

In itself, combining two growth companies is not necessarily the only successful strategy. We note, 
however, that, culturally, growth companies tend to have fewer problems when merging.  

Fig 1 World top ten wind turbine manufacturers (ranked by 2006 position) - global 
market share 2006 vs 2001 
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* Acciona and Goldwind market shares in 2001 not available.  
Source: BTM Consult, Macquarie Research, April 2007 

Valuation: do the numbers add up? 
Short-term financial pain – EPS dilution 

Our calculation shows that the acquisition of REpower at €150/share would lead to EPS dilution of 
14.5%, or Rs7.5, in FY3/08 and to a further 5% dilution, or Rs3.0, in FY3/09, before it could become 
EPS accretive in FY3/10. Our assumptions of synergies are definitely more conservative as 
compared to management’s guidance.  

We have assumed the following.  

 A moderate incremental increase in MW sales – an additional 100MW of sales for FY3/08 and 
another of 150MW sales for FY3/09.  

 EBITDA margin improvement for FY3/08 (1%) and FY3/09 (1.5%), and the REpower business 
reaching a 12% EBITDA margin in the long term.  

 A tax shield of 10% considering that the acquisition is routed through a SPV, for which earnings 
would not be enough to provide a full tax shield of 30%.  

 The discount rate we used is 10%. 

This compares with our understanding of the assumptions used by management.  

 Incremental sales of 100MW in FY3/08, 200MW in FY3/09 and 300MW in FY3/10 from an assured 
supply of critical components from Suzlon. 

 Margin improvement of 2%, 4% and 6% for FY3/08, FY3/09 and FY3/10, respectively, implying an 
eventual 15% EBITDA margin for REpower. 

 We do not know what discount rate is used.   

+27% +22% +1%

+353% -16% -49%
+68%

- 24%
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We note, however, that management indicated that its payback assumption is five-to-six years – our 
calculation indicates that the payback period would be longer than that.  

DCF analysis and sensitivity – mildly positive at Euro 150/share; a higher bid price would 
affect DCF more than EPS 

Using these assumptions, our DCF analysis of the transaction at the current level of €150/share 
reveals a positive contribution of Rs84/share.  

In the case of a bidding war, the sensitivity analysis shows EPS dilution of 1.35% for FY3/08 for 
every 10% increase in bid price. The sensitivity for DCF value is similar, ie, the value per share goes 
down by 1.5% for every 10% increase in price.  

Valuation: Our updated EV per MW meter  
We also updated our EV per MW analysis after recently released 2006 data. We see that the EV per 
MW on a number of bases for REpower is €150, in line with the average for the listed five.   

Fig 2 Enterprise value per MW installed worldwide – listed wind turbine manufacturers 
 
 
Company 

EV as at 17th 
April’07 
(US$m) 

Cumulative 
MW 

installed 
worldwide as 

at end-2006

MW 
installed 

worldwide in-2006

Estimated MW 
installed in 2010E

Enterprise 
value 

US$m per 2006 
installed MW* 

Enterprise value 
US$m per 

cumulative 
installed MW as at 

end-2006 

Enterprise value 
US$m per 

cumulative 
installed MW 

estimated for 2010

Suzlon 7,985         2,641 1,157 2,826            6.9        3.0 2.8
Vestas 10,846       25,006 4,239 6,516            2.6        0.4 1.7
Gamesa 7,503       10,259 2,346 3,478            3.2        0.7 2.2
Nordex 2,369         3,209 505 2,328            4.7        0.7 1.0
REpower 1,739         2,002 480 858            3.6        0.9 2.0
REpower @ €150 / 
share 

1,712 2,002 480 858 3.6 0.9 2.0

* Latest calendar year information available from BTM Consult for 2006, all financial results used were for FY06 except for FY 
March 07 for Suzlon.  
Source: BTM Consult, Datastream, company data, Macquarie Research, April 2007. 

Some real synergy gains 
As we see it, synergies from this transaction come mainly from better supply-chain leverage and 
some incremental sales. These are the more-realistic sources of synergy gains among a number of 
potential sources we assessed.  

In our view, there are some real synergy gains. First, we note that REpower is more vulnerable to 
component shortages than most of its peers. REpower’s dependence on its supply chain is much 
higher than Suzlon’s, which has moved to in-source a significant portion of its components, thus 
providing for greater flexibility. When industry conditions are such that demand continues to outstrip 
supply, REpower may be able to benefit from leveraging off Suzlon’s supply chain – both in terms of 
not having to turn away orders, and in terms of alleviating margin pressure.  

Fig 3 Supply chain strategy of key wind turbine manufacturers – REpower is 
significantly less in-sourced than most others 

 

 

 

 

 

 

 

 

 

Source: Macquarie Research, February 2007 

Manufacturer Buy In-house production 
of key turbine 
technology 
components 

In-house production 

Vestas  ■  
GE ■ ←  
Enercon   ■ 
Gamesa  ■ → 
Suzlon → ■ → 
Siemens  ■  
Repower ■ →  
Nordex ■ →  
 
■ = main position today 
■ → or ←■ = today moving to 
→■ or ■ ← = today having moved from 
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In our view, with different product mixes and different market positioning, REpower’s stand-alone 
cost structure would not come close to the Suzlon stand-alone cost structure – see Figure 3 below 
for a comparison (we looked at the FY3/05 comparison in our note Suzlon Energy Update #2: Four 
Comparisons, 25 July 2006; here we add FY3/06 data for comparison). However, there is some 
scope for alleviating the component shortage – for example, in the sourcing of bearings – which 
would help both the top and bottom line.  

Fig 4 Cost structure comparison among global listed 
peers for FY05 

 
Fig 5 Cost structure comparison among global listed 
peers for FY06 
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Source: Macquarie Research, April 2007  Source: Macquarie Research, April 2007 

Will there be product cannibalisation in 2MW?  
We have highlighted the complementary product status between Suzlon and REpower. The former 
focuses on small-to-medium-sized mainstream turbines, and the latter on medium-to-large-sized 
mainstream ones. REpower’s competitive strength has always been in large, high-MW turbines, 
while Suzlon, partly due to its origins in the Indian market, occupies only the lower half of the 
mainstream market.  

The advantages are not only in an improved ability to cross-sell (not applicable in all cases), but in 
the improved credibility that Suzlon can gain in the European market.  

Conversely, a question to ask is whether there will be any product cannibalisation.  

There are one or two areas of overlap in terms of turbine types, specifically, the 1.5MW and 2MW 
turbines.  

We note that Suzlon’s 1.5MW and 2MW are more all-purpose turbines compared with REpower’s 
more-tailored 2MW range that caters specifically to low-to-medium wind (MM92), high (MM82) and 
extremely high wind (MM70) regimes. In addition, Suzlon’s 1.5MW and 2MW turbines are fixed-
speed turbines compared with REpower’s variable-speed turbines.  

That shows, therefore, that the complementary nature of the products is indeed very strong.  

Fig 6 Wind turbine product range by company – Suzlon vs REpower  
Turbine rating* Suzlon  REpower 

 Product Power 
control 

Speed Application Rotor 
Diameter 

Product Power 
control 

Speed Application Rotor 
Diameter 

0.35 MW S33 Stall Fixed Onshore 33      
0.6 MW S52 Pitch Fixed Onshore 52      
1 MW S60 Pitch Fixed Onshore 60      
1.25 MW S64 and S66 Pitch Fixed Onshore 64 / 66      
1.5 MW S82 Pitch Fixed / semi-

variable**  
Onshore 82 MD70 Pitch Variable Onshore  

      MD77 Pitch Variable Onshore 76.5 
2 MW / 2.1 MW S88 Pitch Fixed / semi-

variable**  
Onshore 88 MM70 Pitch Variable Onshore 70 

      MM82 Pitch Variable Onshore 82 
      MM92 Pitch Variable Onshore 92.5 
5 MW      5M Pitch Variable On- or off-

shore 
126 
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* Ranked from low to high.  
** with 16% Maxislip (Semi-variable) 
Source: Company data, Macquarie Research, April 2007 

Is the offshore market as exciting as it is made out to be?  
The offshore market is still an emerging segment of the global wind market. As of the end of 2006, 
878MW of offshore wind projects were operating, all in Europe.  

REpower has a first-mover advantage in being the only turbine manufacturer that is beyond the 
prototype stage with its 5MW offshore turbine (the “5M”) with four test installations in place.  

We expect the offshore market to grow at a CAGR of 54% between 2007 and 2011. We also expect 
the offshore to account for about 10% of wind turbine capacity delivered in Europe over the next five 
years. 

The segment has attracted the interest of a number of large utility groups. For example, in November 
2006, EON announced plans to develop 500MW of offshore (Germany) wind capacity by 2011. 
Closer to home, one of the large electric utilities in Hong Kong is conducting a feasibility study for a 
300MW offshore project. Meanwhile, Shanghai is planning China’s first offshore wind farm that could 
be completed by 2009.  

We expect the offshore market to become more important beginning in 2010. Offshore turbines tend 
to be more expensive, and interconnection costs can be high. There should be some learning by the 
early adopters during the next two or so years, and a “take-off” phase around 2010 will likely be the 
result. The German government is also proposing an EU offshore wind policy action plan at the EU 
Council of energy ministers in June 2007.  

We cannot think of a better fit - #2 
We have shown the complementary nature of the market in a Suzlon-REpower combination in our 12 
February note. With more updated data released recently, we are able to provide some updated 
analyses.  

One of the key strengths of a combination between Suzlon and REpower is the synergy in terms of 
market strengths. 

Fig 7 Wind turbine sales in Germany in 2006 – total 
2,214 MW 

 
Fig 8 Wind turbine sales in France in 2006 – total 821 
MW 
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Fig 9 Wind turbine sales in UK in 2006 - total 514 MW 
 

Fig 10 Wind turbine sales in India in 2006 - total 1,778 
MW 
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Why this deal would be different from recent ones in the wind industry  
We have stressed from the outset that very few significant mergers in the wind industry have been 
successful. One of the most significant combinations of two key players in wind turbine 
manufacturing was that between Vestas and NEG Micon in 2004, the No. 1 and No. 3 at the time. 
The other two significant M&A activities in this part of the wind value chain were GE Power buying 
Enron Wind in 2002, and Siemens buying Bonus in 2004.  

Although the GE and Siemens transactions were those of a larger diversified company buying a wind 
company, the Vestas-NEG Micon transaction involved a combination of two pure-plays – as the 
Suzlon and Repower transaction would be.  

We think that Suzlon-REpower is different from Vestas-NEG Micon for a number of reasons. 
Foremost is that the former two companies are in their growth phases compared with the latter two’s 
declining market shares at the time of their transaction. The Vestas-NEG Micon combination was, in 
essence, a defensive transaction, which some say was brokered by the Danish government.  

Fig 11 Suzlon-REpower (2007 pending) vs Vestas-NEG Micon (2004, completed) 
 Vestas-NEG Micon Suzlon-REpower

Market share growth potential at time of 
transaction Declining

Two of the top ten with the fastest market-share 
growth

Financial position of acquirer  Weak Good
Financial position of acquiree Weak Good
Overall underlying rationale for 
transaction Defensive Offensive as well as defensive

Source: Company Information, Macquarie Research, July 2006 
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Why this deal is different from recent Indian M&A activities   
We note once again that, at the time of the announcement of Suzlon’s bid, REpower had less than 
one-sixth the enterprise value of Suzlon. Furthermore, the current bid represents a US$1.5bn 
transaction compared with the transactions between Tata Steel-Corus (US$12bn, EV of the acquiree 
was about the same as that of the acquirer) and Hindalco-Novelis (US$6bn, EV of the acquiree about 
the same as that of the acquirer).  

Suzlon’s ability to squeeze significant margin improvement from its 
acquisitions is yet to be proven  
Finally, there is some risk of an overly aggressive expectation of margin improvement from this 
transaction. Although we think that there are some real synergy gains, our expectations are certainly 
lower than Suzlon’s management, for the following reasons. 

 Suzlon’s ability to extract margin improvement from its acquisitions has yet to be proven. (We 
think that the primary rationale for the Hansen acquisition last year was to secure a key 
component in its supply chain – and it is certainly arguable whether improving Hansen’s margins 
was a key goal; the fact is that Hansen’s margins did not change significantly subsequent to 
Suzlon taking ownership). 

 No listed peers other than Suzlon and Gamesa have achieved double-digit margins in recent 
years.  

The last time REpower achieved double-digit margins was in 2002.  
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Suzlon Energy Ltd (SUEL IN, Neutral, Target price: Rs1,251.00)
     Profit & Loss 2006A 2007E 2008E 2009E

      
     Revenue m 37,885 84,975 120,210 155,425
     Gross Profit m 15,063 28,168 40,733 52,867
     Cost of Goods Sold m 22,822 56,807 79,477 102,559
     EBITDA m 10,031 16,982 24,209 31,459
     Depreciation  m 459 2,989 3,841 4,814
     Amortisation of Goodwill m 0 0 0 0
     Other Amortisation m 0 118 118 118
     EBIT m 9,572 13,875 20,250 26,527
     Net Interest Income m -546 -2,339 -2,957 -3,494
     Associates m 0 0 0 0
     Exceptionals m 0 0 0 0
     Forex Gains / Losses m 0 0 0 0
     Other Pre-Tax Income m 0 0 0 0
     Pre-Tax Profit m 9,026 11,536 17,293 23,034
     Tax Expense m -815 -1,426 -2,348 -4,703
     Net Profit m 8,212 10,110 14,945 18,330
     Minority Interests m 0 0 0 0

       
     Reported Earnings m 8,197 10,095 14,930 18,300
     Adjusted Earnings m 8,197 10,095 15,048 18,418

      
     EPS (rep)  28.51 35.11 51.92 63.65
     EPS (adj)  28.51 35.11 52.33 64.06
     EPS Growth (adj) % 100.3 23.2 49.1 22.4

     PE (rep) x 41.7 33.8 22.9 18.7
     PE (adj) x 41.7 33.8 22.7 18.5
       

     Total DPS  5.71 7.20 10.27 12.13
     Total Div Yield % 0.5 0.6 0.9 1.0
     Weighted Average Shares m 288 288 288 288
     Period End Shares m 288 288 288 288
       

       
Profit and Loss Ratios  2006A 2007E 2008E 2009E Cashflow Analysis 2006A 2007E 2008E 2009E

      
Revenue Growth % 97.6 124.3 41.5 29.3 EBITDA m 9,338 16,324 23,237 30,200
EBITDA Growth % 112.2 69.3 42.6 30.0 Tax Paid m -1,733 -1,455 -3,237 -6,571
EBIT Growth % 120.6 45.0 45.9 31.0 Chgs in Working Cap m -15,104 -6,213 -12,852 -15,089
Gross Profit Margin % 39.8 33.1 33.9 34.0 Net Interest Paid m -451 -2,339 -2,957 -3,494
EBITDA Margin % 26.5 20.0 20.1 20.2 Other m 2,013 1,723 1,127 2,422
EBIT Margin % 25.3 16.3 16.8 17.1 Operating Cashflow m -5,937 8,041 5,318 7,468
Net Profit Margin % 21.7 11.9 12.4 11.8 Acquisitions m -2,323 120 -1,408 -1,331
Payout Ratio % 20.0 20.5 19.6 18.9 Capex m -2,409 -11,398 -9,770 -11,330
EV/EBITDA x 34.6 20.5 14.4 11.0 Asset Sales m 693 658 972 1,259
EV/EBIT x 36.3 25.0 17.2 13.1 Other m 0 0 0 0

     Investing Cashflow m -4,039 -10,620 -10,206 -11,402
Balance Sheet Ratios   Dividend (Ordinary) m -969 -837 -2,084 -2,968
ROE % 43.7 31.3 35.6 33.1 Equity Raised m 1,109 0 0 0
ROA % 30.0 18.3 16.1 17.0 Debt Movements m 853 4,303 9,781 -1,088
ROIC % 91.9 45.1 27.1 25.3 Other m 11,262 0 0 0
Net Debt/Equity % -4.4 77.9 73.0 66.8 Financing Cashflow m 12,255 3,466 7,697 -4,056
Interest Cover x 17.5 5.9 6.8 7.6   
Price/Book x 12.1 9.4 7.1 5.4 Net Chg in Cash/Debt m 2,280 887 2,808 -7,990
Book Value per Share 98.2 126.1 167.7 219.2   

       
     Balance Sheet 2006A 2007E 2008E 2009E
       
     Cash m 3,162 5,819 8,627 638
     Receivables m 15,839 25,238 35,951 44,850
     Inventories m 11,045 21,633 31,956 41,400
     Investments m 1,096 1,954 2,862 3,693
     Fixed Assets m 3,719 20,565 26,494 33,010
     Intangibles m 0 17,051 16,933 16,815
     Other Assets m 9,323 15,200 21,075 27,626
     Total Assets m 44,185 107,460 143,899 168,033
     Payables m 5,883 15,064 21,334 27,500
     Short Term Debt m 0 0 5,000 5,000
     Long Term Debt m 1,919 34,071 38,852 37,764
     Provisions m 4,025 6,704 8,078 9,676
     Other Liabilities m 4,135 15,373 22,579 24,957
     Total Liabilities m 15,962 71,212 95,842 104,897
     Shareholders' Funds m 28,222 36,249 48,226 63,039
     Minority Interests m 0 0 0 0
     Other m 0 0 0 0
     Total S/H Equity m 28,222 36,249 48,226 63,039
     Total Liab & S/H Funds m 44,184 107,460 144,067 167,935
       

All figures in INR unless noted.   
Source: Macquarie Research, April 2007 
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Important disclosures: 
Recommendation definitions 
Macquarie Australia/New Zealand 
Outperform – return >5% in excess of benchmark 
return (>2.5% in excess for listed property trusts) 
Neutral – return within 5% of benchmark return (within 
2.5% for listed property trusts) 
Underperform – return >5% below benchmark return 
(>2.5% below for listed property trusts) 
Macquarie Asia 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 
Macquarie First South Securities (South Africa) 
Outperform – expected return >+5% 
Neutral – expected return from -5% to +5% 
Underperform – expected return <-5% 
Recommendations – 12 months 
Note: Quant recommendations may differ from 
Fundamental Analyst recommendations 

Recommendation proportions 
 AU/NZ Asia RSA 
Outperform 43.12% 58.91% 42.20% 
Neutral 48.98% 22.92% 46.80% 
Underperform 11.90% 18.17% 11.00% 
For quarter ending 31 December 2006 

Volatility index definition* 
This is calculated from the volatility of historic price 
movements. 
 
Very high–highest risk – Stock should be expected 
to move up or down 60–100% in a year – investors 
should be aware this stock is highly speculative. 
 
High – stock should be expected to move up or down 
at least 40–60% in a year – investors should be aware 
this stock could be speculative. 
 
Medium – stock should be expected to move up or 
down at least 30–40% in a year. 
 
Low–medium – stock should be expected to move up 
or down at least 25–30% in a year. 
 
Low – stock should be expected to move up or down 
at least 15–25% in a year. 
* Applicable to Australian/NZ stocks only 

Financial definitions 
All "Adjusted" data items have had the following 
adjustments made: 
Added back:  goodwill amortisation, provision for 
catastrophe reserves, IFRS derivatives & hedging, 
IFRS impairments & IFRS interest expense 
Excluded:  non recurring items, asset revals, property 
revals, appraisal value uplift, preference dividends & 
minority interests 
 
EPS = adjusted net profit / efpowa* 
ROA = adjusted ebit / average total assets 
ROA Banks/Insurance = adjusted net profit /average 
total assets 
ROE = adjusted net profit / average shareholders 
funds 
Gross cashflow = adjusted net profit + depreciation 
*equivalent fully paid ordinary weighted average 
number of shares 
 
All Reported numbers for Australian/NZ listed stocks 
are modelled under IFRS (International Financial 
Reporting Standards). 
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