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Suzlon Energy (SUEL)

UW (V): Third consecutive year of loss on missed guidance

» Net loss of cINR4.8bn much higher than expectations; gearing
of 2.15x as of end-March is at an all-time high

» Needs another USD300m to meet its FY13 debt repayments;
FY13 EBIT margin guidance of 6% is lower than expectations

» Reiterate UW(V) and blended DCF- and RoE-based TP of INR20

FY12 performance worse than expectations. Suzlon reported a net loss of INR4.8bn vs
consensus of a loss of INR150m and our estimate of a INR339m net loss. When it reported
its nine months’ results on 11 February, the company reduced its FY12 sales guidance to
INR210-220bn (from INR240-260bn) and its EBIT margin guidance to 5-6% (from 7-8%).
We attribute the higher-than-expected net loss to an EBIT margin of 4.2% (old schedule
VI format), lower than guidance. Under the new format, EBIT works out to INR11.6bn, for
a 5.5% EBIT margin, but the old schedule reporting applies for comparison with guidance,
in our view. Due to the shift in certain items from operating expenses to finance charges
(of cINR2.8bn in FY12), both the finance charges and the EBIT margin are higher under
the new format. The group’s order book remained flat g-o-q, with ¢5.7GW of orders
valued at INR415bn.

FY13 EBIT guidance is lower than expectations. Suzlon has guided to FY13 revenue of
INR270-280bn and an EBIT margin of 6%. On revenue, current consensus and HSBC’s
forecast are in the range of INR254-256bn. Our EBIT margin forecast is 6.2%, and consensus
is at 6.6%. Our forecasts are based on the old schedule VI; under the new format, our finance
charge forecasts might be higher. The company will hold its annual results conference call

on 29 May at 16.30 IST, after which we will revisit out forecasts and provide an update.

More funds required for meeting FY13 repayments. In our note of 27 March, Cash
crunch seems more severe than expected, we highlighted that Suzlon (ex REpower) has
debt repayments of cUSD700m in FY13 and is short cUSD600m (cINR30bn) to meet its
repayment obligations. Besides the USD300m being raised from the banks, we believe the

remaining deficit will be met through other sources/measures, as highlighted in our note.

Our blended DCF- and RoE-based TP remains INR20. Our DCF-based valuation is
INR25.6 (average of two DCF approaches). We blend this with an RoE-implied PB value
of INR13.2 to better capture the sector’s market value, reflecting the current uncertainties.
This leads us to a target price of INR20 (rounded off). The stock is trading at a high premium
to the average peer group on CY12e PE, which we believe is not justified given the debt
overhang. At the average global peer group CY12e PE of 15.7x, the stock would be valued
at cINR13.9, which is lower than our target price.

Potential catalysts: (1) Performance below expectations over the next few quarters, (2) a
slowdown in orders, (3) further rupee depreciation, and (4) news flow on decline in Suzlon’s

Indian market share, given the increasing competition.
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Financials & valuation

Financial statements

Year to 03/2011a  03/2012e  03/2013e  03/2014e
Profit & loss summary (INRm)

Revenue 178,791 210,248 254,066 260,687
EBITDA 7,866 18,823 22,671 23,821
Depreciation & amortisation -6,574 -6,637 -6,891 -7,091
Operating profit/EBIT 1,292 12,186 15,780 16,730
Net interest -11,357 -13,633 -10,187 -8,458
PBT -11,594 1,813 6,593 9,272
HSBC PBT -8,998 247 6,593 9,272
Taxation -1,853 2,137 2,610 -3,752
Net profit -13,239 -339 3,983 5,520
HSBC net profit -10,922 2,529 3,983 5,520
Cash flow summary (INRm)

Cash flow from operations 6,692 3,110 7,932 16,925
Capex -7,569 -4,323 -4,541 -6,467
Cash flow from investment -8,476 -3,253 -4,541 -6,467
Dividends 0 0 0 0
Change in net debt -6,207 143 -17,617 -10,459
FCF equity -4,639 -3,512 785 7,878
Balance sheet summary (INRm)

Intangible fixed assets 1,570 1,570 1,570 1,570
Tangible fixed assets 113,310 115,547 113,197 112,572
Current assets 167,370 181,553 172,280 164,974
Cash & others 31,210 38,942 21,106 20,000
Total assets 294,080 304,079 292,457 284,526
Operating liabilities 84,880 89,090 93,105 89,638
Gross debt 122,640 130,515 95,063 83,498
Net debt 91,430 91,573 73,957 63,498
Shareholders funds 67,390 66,777 84,987 90,507
Invested capital 166,160 170,638 172,836 169,478
Ratio, growth and per share analysis

Year to 03/2011a  03/2012e  03/2013e  03/2014e
Y-0-y % change

Revenue -13.3 17.6 20.8 2.6
EBITDA -16.5 139.3 20.4 5.1
Operating profit -53.8 843.0 29.5 6.0
PBT 263.7 40.6
HSBC EPS 38.6
Ratios (%)

Revenue/IC (x) 1.1 1.2 1.5 1.5
ROIC 0.9 -1.3 5.6 5.8
ROE -16.4 -3.8 5.2 6.3
ROA 0.1 -0.9 34 37
EBITDA margin 4.4 9.0 8.9 9.1
Operating profit margin 0.7 5.8 6.2 6.4
EBITDA/net interest (x) 0.7 1.4 2.2 2.8
Net debt/equity 129.8 137.1 87.0 70.2
Net debt/EBITDA (x) 11.6 4.9 33 2.7
CF from operations/net debt 7.3 3.4 10.7 26.7
Per share data(INR)

EPS reported (diluted) -7.72 -0.19 1.60 2.22
HSBC EPS (diluted) -6.37 -1.42 1.60 2.22
DPS 0.00 0.00 0.00 0.00
Book value 37.92 37.57 34.15 36.37

HSBC <»

Valuation data

Year to 03/2011a 03/2012e 03/2013e 03/2014e
EV/sales 0.7 0.6 0.4 0.4
EV/EBITDA 16.0 6.8 4.8 42
EV/IC 0.8 0.7 0.6 0.6
PE* 13.0 9.4
P/Book value 0.5 0.6 0.6 0.6
FCF yield (%) -134 9.9 2.2 221
Dividend yield (%) 0.0 0.0 0.0 0.0
*Based on HSBC EPS (diluted)
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Suzlon’s full year results comparison

Suzlon’s FY12 results came in much below expectations. Sales of cINR211bn were in line with our
expectation but below the market’s expectation. The net loss of INR4.8bn far exceeded our and the
market’s expectation (refer to table below), driven by a lower EBIT margin at 4.2% vis-a-vis revised
company EBIT guidance of 5-6% (under the old schedule VI reporting format). According to the new
schedule VI format, Suzlon’s EBIT margin works out to 5.5%; however, we note that its nine months’
results were provided in the old schedule VI format and the company issued its revised guidance at the
time it reported these results. We therefore consider the old schedule VI reporting format for comparing

the actual with guidance.

Difference between the new and old schedule VI formats. Under the new schedule VI reporting, bank
charges and certain forex losses, which were initially reported under operating expenses, will now appear
under financial charges. As a result, while the EBIT margin increases in the new format, the net profit
remains unchanged from that in the old format. For FY 12, the new schedule VI format finance charges
are cINR2.8bn higher (from cINR13.8bn in the old to INR16.55bn in the new).

Suzlon FY12 results comparison (in INRm)

INRm (except FY 2011a FY 2012f FY 2012¢ FY2012a Changey-o-y Variance from Variance from
%) HSBC forecast consensus
Sales 178,791 210,248 215,258 210,824 18% 0% 2%
EBITDA 10,472 18,823 17,495 18,212
Margin 5.9% 9.0% 8.1% 8.6%
EBIT 3,898 12,186 12,240 11,600 198% -5% 5%
Margin 2.2% 5.8% 5.7% 5.5%
Net income -13,239 -339 -150 -4,786 n.m. n.m. n.m.
Margin -7.4% -0.2% -0.1% -2.3%

Note: Actuals according to the new Schedule VI format
Source: Company data, Bloomberg consensus, HSBC estimates

The group’s order book was almost flat q-o-q, with 5,730MW (cUSD7.4bn) on the order book vs
5,755MW (cUSD7.5bn) at the time of Q3 results announcement. The decline of c350MW in Suzlon
Energy’s order book during the quarter was offset by a c327MW increase in REpower’s order book.

Numbers review post the conference call on 29 May

Given the change in the reporting pattern by Suzlon, and in the absence of performance data of its key
subsidiaries, we have still not incorporated the actual FY12 consolidated numbers into our model. We
await details from the company during its conference call on 29 May, after which we will review our

forecasts and provide an update.

Suzlon’s premium to the peer group is not justified

Suzlon is trading at a premium to its global peers on CY12e PE. Using the global peer group (ex Suzlon)
CY12e PE multiple of c15.7x, the Suzlon stock price would be around INR13.9. Given the debt overhang
at Suzlon, we do not see any good reason for it to trade at a premium to the peer group. Hence, a possible

downside of around cINR7 exists, which we believe reflects the worst-case scenario for the stock.



Suzlon Energy (SUEL)
Electrical Equipment
28 May 2012

HSBC <»

Relative valuation — Global wind turbine manufacturers

Company Bloomberg Current HSBC Target EV/EBITDA PE

ticker price rating price 2012e 2013e 2014e 2012e 2013e 2014e
Vestas VWSDC  DKK37.45 UW(V)  DKK40.00 3.12 3.49 3.36 26.29 12.79 6.61
Gamesa GAM SM EUR1.62 N(V) EUR2.75 1.86 2 1.78 15.19 6.66 3.8
Nordex NDX1 GR EUR3.29 UW(\ EUR3.00 6.21 4.89 3.75 n.m. 29.79 11.66
Goldwind 2208 HK HKD3.36 NR NR 2217 17.6 16.28 16.2 14.14 13.06
MingYang MY US USD1.79 NR NR 1.79 1.57 0.94 4.94 3.53 n.a.
Sector average ex Suzlon 7.0 5.9 5.2 15.7 13.4 8.8
Suzlon SUELIN  INR20.85 UW(V)  INR20.00 5.5 4.4 3.3 23.6 11.3 6.5

Note: Price as of close of 25 May 2012. Data for Suzlon has been calendarized for year ending December 2012, 2013 and 2014. PE multiples for Vestas and Suzlon are based on expected EPS including one-off income/expenses
Source: HSBC estimates for rated stocks, Thomson Reuters Datastream and Bloomberg for Not Rated stocks

Valuation

We employ a blended valuation methodology: DCF and RoE-implied PB multiples. For DCF, we take the
average value from our two DCF methodologies, the HSBC four-stage ROIC-based DCF and a ‘classic’
FCF-based DCF. Using an unchanged WACC of 12% (beta of 1.4, EMRP of 8% and gross cost of debt of

11.0), our two DCF methodologies provide an average value of INR25.6. Based on our cash flow analysis,

we have been assuming a 50% FCCB conversion to equity at a discount to the current market price, which we

factor in our valuation. We retain the same for the time being (until our post conference call update).

We also adopt an RoE-implied PB multiple based on a forward blended (FY12-15) RoE average of 5%.
Assuming a 14% CoE (RFR 3%; ERP 7.5%; beta 1.4 as above), this yields a valuation of INR13.2 (at a
PB ratio of 0.35x). We derive a blended value of INR20 (rounded off).

Under HSBC’s Equity Research model, the Neutral rating band for volatile Indian equities equals the

local hurdle rate of 11% plus or minus 10ppt. Our 12-month target price of INR20 implies a potential

return of -4% (excluding forecast dividend yield); we therefore reiterate our Underweight (V) rating on

the shares. Potential return equals the percentage difference between the current share price and the target

price, including the forecast dividend yield when indicated.

Risks

Upside risks to our rating and estimates include the following:

» Timely debt reduction, leading to a re-rating by the market

» Higher-than-expected average selling price and profitability

» Lower-than-expected interest costs

» Higher-than-expected synergies with REpower

» Increase in feed-in tariffs/strict RPO implementation by various Indian states to improve domestic

turbine demand
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Analyst Certification

The following analyst(s), economist(s), and/or strategist(s) who is(are) primarily responsible for this report, certifies(y) that the
opinion(s) on the subject security(ies) or issuer(s) and/or any other views or forecasts expressed herein accurately reflect their
personal view(s) and that no part of their compensation was, is or will be directly or indirectly related to the specific
recommendation(s) or views contained in this research report: Charanjit Singh and Jenny Louise Cosgrove

Important disclosures

Stock ratings and basis for financial analysis

HSBC believes that investors utilise various disciplines and investment horizons when making investment decisions, which
depend largely on individual circumstances such as the investor’s existing holdings, risk tolerance and other considerations.
Given these differences, HSBC has two principal aims in its equity research: (1) to identify long-term investment opportunities
based on particular themes or ideas that may affect the future earnings or cash flows of companies on a 12-month horizon; and
(2) from time to time to identify short-term investment opportunities that are derived from fundamental, quantitative, technical
or event-driven techniques on a 0- to 3-month horizon and which may differ from our long-term investment rating. HSBC has
assigned ratings for its long-term investment opportunities as described below.

This report addresses only the long-term investment opportunities of the companies referred to in the report. As and when HSBC
publishes a short-term trading idea the stocks to which these relate are identified on the website at www.hsbcnet.com/research.
Details of these short-term investment opportunities can be found under the Reports section of this website.

HSBC believes an investor’s decision to buy or sell a stock should depend on individual circumstances such as the investor’s
existing holdings and other considerations. Different securities firms use a variety of ratings terms as well as different rating
systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each research
report. In addition, because research reports contain more complete information concerning the analysts’ views, investors
should carefully read the entire research report and should not infer its contents from the rating. In any case, ratings should not
be used or relied on in isolation as investment advice.

Rating definitions for long-term investment opportunities

Stock ratings
HSBC assigns ratings to its stocks in this sector on the following basis:

For each stock we set a required rate of return calculated from the cost of equity for that stock’s domestic or, as appropriate, regional
market established by our strategy team. The target price for a stock represents the value the analyst expects the stock to reach over
our performance horizon. The performance horizon is 12 months. For a stock to be classified as Overweight, the potential return,
which equals the percentage difference between the current share price and the target price, including the forecast dividend yield
when indicated, must exceed the required return by at least Sppt over the next 12 months (or 10ppt for a stock classified as Volatile*).
For a stock to be classified as Underweight, the stock must be expected to underperform its required return by at least Sppt
over the next 12 months (or 10ppt for a stock classified as Volatile*). Stocks between these bands are classified as Neutral.

Our ratings are re-calibrated against these bands at the time of any ‘material change’ (initiation of coverage, change of
volatility status or change in target price). Notwithstanding this, and although ratings are subject to ongoing management
review, expected returns will be permitted to move outside the bands as a result of normal share price fluctuations without
necessarily triggering a rating change.

*A stock will be classified as volatile if its historical volatility has exceeded 40%, if the stock has been listed for less than 12
months (unless it is in an industry or sector where volatility is low) or if the analyst expects significant volatility. However,
stocks which we do not consider volatile may in fact also behave in such a way. Historical volatility is defined as the past
month’s average of the daily 365-day moving average volatilities. In order to avoid misleadingly frequent changes in rating,
however, volatility has to move 2.5ppt past the 40% benchmark in either direction for a stock’s status to change.
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Rating distribution for long-term investment opportunities
As of 28 May 2012, the distribution of all ratings published is as follows:

Overweight (Buy) 49% (25% of these provided with Investment Banking Services)
Neutral (Hold) 37% (25% of these provided with Investment Banking Services)
Underweight (Sell) 14% (16% of these provided with Investment Banking Services)

Share price and rating changes for long-term investment opportunities

Suzlon Energy Ltd (SUZL.NS) share price performance INR vs HSBC rating Recommendation & target price history
hist
istory From To Date
Underweight (V) Neutral (V) 7 February 2011
417 Neutral (V) Underweight (V) 13 February 2012
317 Target price Value Date
) Price 1 70.00 28 July 2009
217 Price 2 50.00 27 November 2009
Price 3 42.00 31 August 2010
117 Price 4 43.00 29 September 2010
Price 5 40.00 1 November 2010
17 T T T T T T T T D gl Price 6 50.00 7 February 2011
5N 5 8 8 3 g 2 2 = = o Price 7 60.00 2 August 2011
= 3 2 3 & 5 2 53 5 3 = Price 8 20.00 4 January 2012
= = = = = = = = = = = Source: HSBC
Source: HSBC

HSBC & Analyst disclosures
None of the below disclosures applies to any of the stocks featured in this report.

1 HSBC* has managed or co-managed a public offering of securities for this company within the past 12 months.
HSBC expects to receive or intends to seek compensation for investment banking services from this company in the next
3 months.

3 At the time of publication of this report, HSBC Securities (USA) Inc. is a Market Maker in securities issued by this
company.

4 Asof 30 April 2012 HSBC beneficially owned 1% or more of a class of common equity securities of this company.

5  Asof 31 March 2012, this company was a client of HSBC or had during the preceding 12-month period been a client of
and/or paid compensation to HSBC in respect of investment banking services.

6 As of 31 March 2012, this company was a client of HSBC or had during the preceding 12-month period been a client of
and/or paid compensation to HSBC in respect of non-investment banking-securities related services.

7 As of 31 March 2012, this company was a client of HSBC or had during the preceding 12-month period been a client of

and/or paid compensation to HSBC in respect of non-securities services.

A covering analyst/s has received compensation from this company in the past 12 months.

9 A covering analyst/s or a member of his/her household has a financial interest in the securities of this company, as
detailed below.

10 A covering analyst/s or a member of his/her household is an officer, director or supervisory board member of this
company, as detailed below.

11 At the time of publication of this report, HSBC is a non-US Market Maker in securities issued by this company and/or in
securities in respect of this company
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Analysts, economists, and strategists are paid in part by reference to the profitability of HSBC which includes investment
banking revenue.

For disclosures in respect of any company mentioned in this report, please see the most recently published report on that
company available at www.hsbcnet.com/research.

* HSBC Legal Entities are listed in the Disclaimer below.
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Additional disclosures

1 Thisreport is dated as at 28 May 2012.

2 All market data included in this report are dated as at close 25 May 2012, unless otherwise indicated in the report.

3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its
Research business. HSBC’s analysts and its other staff who are involved in the preparation and dissemination of Research
operate and have a management reporting line independent of HSBC’s Investment Banking business. Information Barrier
procedures are in place between the Investment Banking and Research businesses to ensure that any confidential and/or
price sensitive information is handled in an appropriate manner.
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