


POWER HUNGRY MONSTER

Strong economic growth and a chronic lack of capacity make India an extremely attractive
place for power companies. Equipment and land issues could constrain growth for some but
will also perpetuate the capacity shortage. Those who can overcome the constraints can offer
extremely attractive growth. New players are emerging and as a result we see the opportunity in
capacity growth rather than price growth. We see the strongest opportunities in the key niches
of captive markets and renewables. We initiate coverage on the sector with BUY
recommendations on OPG, KSK and Greenko and a HOLD recommendation on Indian Energy.

The Indian economy is still growing extremely strongly
and is expected to continue to do so: the IMF forecasts
average annual GDP growth of 7% over the next five
years. This continued growth is leading to increased
demand for electricity.

The Indian power market remains signally unable to
meet this strong demand with a capacity deficit of
almost 13%. While this should encourage new entry, a
number of factors, notably a shortage of capacity
among equipment suppliers, mean that new capacity is
unlikely to fill the gap any time soon.

New capacity growth is likely to be hindered by
equipment issues. There have already been some high-
profile issues, particularly related to wrongly specified
equipment from Chinese suppliers. The major Indian
supplier’s order book to sales ratio is over 4x. Domestic
Indian suppliers are increasing capacity but will still not
be able to provide enough equipment to meet demand.
This is good news for those projects already running
and those with secured equipment.

Despite the equipment issues, there are a growing
number of private sector developers adding capacity.
This may limit further merchant price growth despite the
persisting capacity deficit.

However, deregulation also means that uncapped
returns are possible in key niches in the market. While
deregulation still has a residual regulatory risk, this is
likely to be contained by the need to attract new
capacity.

We think there are still risks for the ordinary merchant
players. However, the UK-listed Indian power companies
either operate in the captive segment or the renewables
segment. This allows them to achieve stronger returns
and we think they still offer strong upside.

OPG: A key beneficiary of the group captive scheme
and thus able to achieve higher returns. OPG looks
cheap on our valuation of existing and deliverable
projects but also has a strong pipeline that can deliver
further growth. We initiate coverage with a BUY and a
target price of 102p.

KSK: The company is moving towards better projects
with the potential for higher returns. There is a risk that
the use of Chinese equipment suppliers could lead to
delays, but the projects are of sufficient scale still to
offer value even if they are delayed. We initiate
coverage with a BUY and a target price of 760p.

Greenko: The shares seem to be up with events
following strong performance, but they still have room to
surprise on the upside. The company has been
successful in acquiring valuable assets and more
success here should drive further share price
performance. We initiate coverage with a BUY and a
target price of 195p.

Indian Energy: The shares are fairly valued on visible
projects — the single operating project and two projects
under construction. Greater pipeline visibility could add
to the valuation. We initiate coverage with a HOLD and
a target price of 70p.
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INVESTMENT SUMMARY

The Indian economy is still growing extremely strongly and is expected to continue to
do so. However, there is not enough power capacity to meet current demand let
alone the additional requirements of growth. This creates an investment opportunity
that, thanks to deregulation, can now be addressed by a growing number of
independent generation companies. Four of these are now quoted, OPG, Greenko
and Indian Energy on AIM and KSK on the main market.

Additionally the Indian power, oil and gas company, Essar Energy is due to list in London
next month and is expected to be included in the FTSE 100. We expect that this will
attract interest in the existing independent Indian power companies listed in London.

Strong Demand For New Capacity

Indian GDP growth is set to average 7% pa over the next five years, according to
IMF forecasts. The Indian Government is itself targeting a growth rate of 8-9% pa.
With an improved political and policy landscape following last year’s election, limited
reliance on exports, low consumer debt and favourable demographics these growth
levels look very achievable to us.

This economic growth will drive strong electricity demand. However, the Indian
power sector does not have sufficient capacity to meet today’s demand levels. There
is a capacity deficit of just under 13%.

New Capacity is Limited by Equipment Issues

New entrants and existing players are building new capacity but it is unlikely to meet
demand. The capacity of domestic equipment suppliers is also constrained and there
are issues with imported equipment in the Indian market. As a result we expect the
capacity deficit to narrow but not to disappear altogether. Our central case suggests
that the deficit will narrow to around 6% by 2012. As long as this deficit remains,
power prices should remain high enough to attract new entry.

Prices

The impact of new entrants means that, while merchant prices should remain strong,
they may not grow significantly from here. In fact, the merchant power markets saw
prices fall back towards the end of last year. There has been some market concern
that this was in part due to increased participation in these markets and also to
temporary regulatory intervention to cap peak prices. However, we also think there
has been an element of gaming by the State Electricity Boards in the off season
(winter) and we note that prices are beginning to improve again. Regulation remains
a major component of pricing in India but is likely to be broadly benign while there is
a capacity deficit.

Key Niches Remain Attractive

The companies we look at in this note all receive revenue from a variety of sources
with differing pricing drivers, both regulatory and market driven. This means that
returns vary according to the individual business models of each company. On the
whole, the key areas — group captive generation and renewable generation — should
be able to achieve stronger returns than those simply selling merchant or to State
Electricity Boards.
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The UK-Quoted Indian Power Companies

There are now four Indian power companies quoted in the UK.

Figure 1: Indian Power Companies Quoted in the UK

Company Ticker Share price Market cap  Net debt EV Free float

(p) (Em) (Em)  (Em) (%)
OPG OPG LN 78 224 -11 213 41
KSK KSK LN 630 879 113 992 28
Greenko GKO LN 157 187 28 214 75
Indian Energy IEL LN 65 16 12 29 82

Source: Bloomberg, Company data

Each company has a different approach to the market and to sourcing key
requirements such as fuel and equipment. OPG bases its business model on the
group captive arrangements, selling power directly to groups of industrial customers.
KSK started with single captive deals but is broadening into group captive and
renewable projects. Greenko and Indian Energy both focus on renewables.

Figure 2: Key Differentiators

Company Model Fuel Equipment
OPG Group captive Indonesian coal Indian

KSK Captive and group captive Indian coal Chinese
Greenko Renewables - biomass and hydro Indian biomass Indian
Indian Energy Renewables - wind None required German

Source: Company data

All the companies’ growth plans should be achievable, but equipment issues make
us cautious about placing a valuation on project pipelines. While planning is
generally a smaller problem than in the UK, equipment sourcing is a major issue,
especially for fossil-fuelled plant. We are happy to incorporate run-of-river hydro
pipelines where these have been announced, but take the prudent view that fossil
fuel projects that are still in the pipeline should not be included in valuations. The
percentage of visible project capacity by type for each company is shown in Figure
3. As can be seen there is a considerable amount of potential capacity not included
in our valuations for OPG, KSK and Greenko.

Figure 3: Disclosed Capacity by Stage
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Source: Company data, Matrix Corporate Capital estimates
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Figure 5: Key Valuation Multiples

A more important driver of value is the average price achieved by each company.
OPG’s group captive model shows the highest average prices and as a result the
prospective returns are higher. KSK'’s historical exposure to low-priced single captive
deals has resulted in a lower average price but over time we expect this to improve
as the company undertakes more group captive deals and renewables projects. Both
Greenko and Indian Energy have fairly low regulated tariffs. Greenko has a strategy
of diversifying its tariff base, increasing the proportion of merchant sales in the mix
and over time should see improved returns as a result.

Figure 4: Prospective (2010) RoCE and Average Tariffs

N W b OO N

OPG KSK Greenko Indian Energy

BRoCE (%) ®Ave. Tariff (Rs)

Source: Matrix Corporate Capital estimates, Note Indian Energy RoCE adjusted for CER income
Valuation

All these companies are at relatively early stages in their development but are
growing quickly. Traditional multiples (PE or EV/EBITDA) do not look particularly
attractive near term, but all improve further out, reflecting the strong growth potential.
A PEG ratio using CAGRs to 2013 shows good value in both OPG and Greenko.
KSK comes across as expensive on this timeframe, which we think reflects the fact
that more of its upside is even longer term.

Company EV/EBITDA (x) PE (x) PEG
2009  2010E  2011E  2012E  2013E 2009  2010E  2011E  2012E  2013E

OPG 38.5 26.0 6.7 3.4 1.8 79.8 79.6 12.1 4.9 35 0.7

KSK 96.0 42.4 13.0 8.7 22 2183 1043 39.3 32.0 5.2 1.4

Greenko 40.6 38.4 9.0 6.7 4.1 46.0 485 12.3 8.4 53 0.6

Indian Energy -87.6 27.6 10.4 4.1 3.8 2.6 9.1 -27.7 6.7 7.0 n/a

Source: Matrix Corporate Capital estimates

Given the long-term nature of these companies we have used a DCF valuation
model, using historical balance sheets to derive a WACC.

Figure 6: DCF Valuation

Company WACC NPV Share price (p) Upside
OPG 15.0% 102 78 31%
KSK 12.9% 760 630 21%
Greenko 15.0% 195 157 25%
Indian Energy 15.0% 70 65 8%

Source: Matrix Corporate Capital estimates
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On this basis we see most value in OPG, reflecting its stronger pricing. KSK also
offers sufficient upside to put it on the BUY list with the potential for improved pricing
a key driver. Greenko should also do well from improved pricing and from additional
acquisitions. The shares have had a strong run but we think the recent acquisition
has not been fully valued yet. Indian Energy looks fairly priced on its current assets
but could add value with new projects. Until these become visible it is difficult to see
upside in the shares.

Figure 7: Relative Share Price Performance
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Over the past two years, all the Indian AIM power stocks have performed well, with the
exception of Indian Energy, which has suffered liquidity issues due its small size.
Greenko has been the strongest performer but we think it still has some way to go.
OPG has seen weakness in the past 12 months, most notably in the early part of 2010
when delays at its 77MW Chennai project hit sentiment. These delays have now been
rectified and the shares have started to rise again, but we think there is still some way
to go. KSK has been a steady performer so far in 2010 but has not achieved the
growth seen at Greenko and again we think there is still some way to go.

Catalysts

Greenko’s strong performance has come on the back of the announcement of new
projects and acquisitions. All these companies are capable of making similar
announcements as new projects are taken on board. This should be a key driver for
all the shares. On the downside, OPG has suffered from delays relative to
expectations. We think that all the Indian companies are at risk from a cultural
reluctance to disappoint and this could lead them to overpromise. Fortunately the
market has responded positively to OPG’s rectification of its problem which should
give some comfort to shareholders.
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THE INDIAN POWER MARKET
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Figure 8: Structure of the Indian Power Market
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The bulk of generation in India is owned by the State Electricity Boards (SEBs) or
Central Public Sector Undertakings (CPSUs) that sell their power to the SEBs, which
sell on to the consumers. Transmission is undertaken by the state company
PowerGrid at the national level and by State Transmission Units (STUs) and the
SEBs at the state level. Independent generators and captive generators make up a
smaller but growing proportion of generation, and since 2003 Power Trading
Companies, both independent and government owned, have been allowed.

Figure 9: Generation by Sector
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Source: CEA
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Figure 10: Generation by Type
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Regulatory Players

Both the Union (i.e. federal) and the States of India have jurisdiction over the
electricity sector. States can legislate provided their enactments do not conflict with
any central enactment.

Responsibility for the electricity sector rests with the Ministry of Power. However,
most matters are delegated to the Central Electricity Authority, which advises the
ministry and specifies technical and safety standards. Regulation of the industry is
the responsibility of the Central Electricity Regulatory Commission and the State
Electricity Regulatory Commissions.

The Ministry of New and Renewable Energy, created in 1992, is essentially a
continuation of existing government agencies. It is mainly involved in target setting
and in helping to facilitate new renewable investment rather than in the regulation of
tariffs.

Key Regulation

The most important piece of legislation governing the electricity industry is the
Electricity Act 2003. This allows tariffs for the supply of generation to be set by
CERC or the SERCs. The tariffs are set in accordance with Tariff Regulations
notified by CERC. The act also removed the need for generators to hold a licence
(with the exception of hydro), thus opening up the market to the private sector. While
captive generation was already allowed, the act opened access to transmission
lines, allowing off-site captive plants. The act also established regional dispatch and
intra-state transmission and opened up power trading under licence.

The Electricity Act has been followed by several major pieces of rule making within
its legislative framework.

The National Electricity Policy 2005 implemented many of the expected benefits of
the 2003 Act. Perhaps most importantly, transmission and distribution were opened
up to third party access. It also promotes the development of a national grid.

The National Tariff Policy 2006 has sought to introduce (within five years)
competitive tariff-based bidding for new public sector generation and transmission
projects. CERC is to set the rate of return on equity for generation and transmission
projects.
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In addition to this regulation there are two key policy initiatives that are important:

e Power for All. This aims to provide the entire population with access to an
electricity supply by 2012.

¢ National Action Plan on Climate Change. This stipulates minimum renewable
purchase obligations of 5% on total power purchases in 2010, thereafter
increasing by 1% each year for ten years.

The Threat of Regulatory Intervention

The investment climate for Indian power was soured at an early stage by the
involvement of international power players in the market. In particular, the Enron
project at Dabhol showed investors that contracts with state governments were not
necessarily reliable. The Dabhol power project at $2.9bn was the world’s largest IPP
when construction started in 1992. Developed by Enron it had a take-or-pay PPA
with the SEB of Maharashtra, under which prices were pegged to the US dollar so
that the SEB took the currency risk. Following a change of state government, the
SEB stopped paying its bills and sought to cancel the PPA. While a settlement was
eventually reached, it was only after nearly 30 arbitrations and lawsuits. As a result,
many foreign investors were put off investing in Indian power . While the PPA was
probably too generous, the incoming state government was also ideologically
against FDI and likely to cause problems anyway. Either way, the outcome did
nothing to encourage investment in Indian power.

With a far more supportive government now in place, we think these types of risks
are now greatly reduced for properly established projects. The recent intervention in
merchant power exchanges is also a worry. However, the significant shortage of
power means that regulators are unlikely to do too much to damage the
attractiveness of the sector.

Grids and Interconnections

The transmission and distribution system is essentially a three-tier structure,
comprising regional grids, state grids and local distribution networks. There are five
regional grids, which aim to facilitate the transfer of power from power surplus states
to power deficit states. Despite this, all five regional grids are in overall deficit.

Figure 11: Regional Power Grids
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At the state level, distribution networks suffer from very high levels of aggregate
technical and commercial losses (AT&C). These are estimated to be as high as 35%.
As a result, SEBs are generally in poor financial health, limiting their ability to invest
in transmission, distribution or, more importantly, generation.

Figure 12: AT&C Losses (%)
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Reserve Margin and Outlook

In 2008/09 only two of the thirty four Indian states had sufficient capacity to cover
their peak demand requirements. It is expected that in 2009/10 this figure will
increase to six as a result of capacity additions. However, the overall level of deficit
is expected to increase in 2009/10.

Figure 13: Electricity Peak Capacity Deficit by Grid Region

Region Peak Requirement Peak Availability Surplus(+)/Deficit(-)

(MW) (MW) (MW) (%)
Northern 35,460 29,970 -5,490 -15.5
Western 37,330 34,276 -3,054 -8
Southern 31,384 27,216 -4,168 -13
Eastern 15,110 14,165 -945 -6
North-Eastern 1,804 1,537 -267 -15
All India 118,794 103,816 -14,978 -13
Source: CEA

This situation has persisted for some time with a deficit of around 12% of peak
demand. The deficit topped 16% in 2007 before falling back as a result of slower
demand growth.

Figure 14: Electricity Peak Capacity Deficit by Year

Year Peak Requirement Peak Availability Surplus(+)/Deficit(-)

(Mw) (Mw) (Mw) (%)
2002-03 81,492 71,547 -9,945 -12.2
2003-04 84,574 75,066 -9,508 -11.2
2004-05 87,906 77,652 -10,254 -11.7
2005-06 93,255 81,792 -11,463 -12.3
2006-07 100,715 86,818 -13,897 -13.8
2007-08 108,866 90,793 -18,073 -16.6
2008-09 109,809 96,685 -13,124 -12.0
2009-10E 118,794 103,816 -14,978 -12.6
Source: CEA
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THE INDIAN ECONOMY

The power deficit looks likely to persist if India’s economy continues to grow strongly.
There are several indications that should give investors confidence that high growth
will remain a feature of the Indian economy.

Recent Monetary Policy

In early 2007 interest rates were raised to constrain strong growth. Growth continued
but was investment led. However, as a result of this policy, in 2009 when the global
economy slowed, India was able to cut rates by 500bp to 3-4%. While there have
been subsequent rises, overall interest rate policy has prompted domestic demand,
especially in rural areas.

A Favourable Economic Structure

65% of the Indian population is directly or indirectly engaged in agriculture, even
though this only accounts for 20% of GDP. Exports are only 15% of GDP, which
means that GDP is primarily reliant on domestic demand.

Figure 15: Exports as a Percentage of GDP
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Source: World Bank

Consumer debt in India is also low at just 11%, which compares with 130% for the
US. Savings are also generally represented by physical assets rather than
securities. Even compared to other Asian economies the level of consumer debt is
extremely low.

27 APRIL 2010
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Figure 16: Consumer Debt to GDP (2008, %)
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All of this means that demand is consumer led and therefore more stable than
investment-led demand.

An Improved Political Landscape

The elections in May 2009 saw a swing to the United Progressive Alliance which is
dominated by the Indian National Congress Party. It still does not have a full majority
but has far more power than in the past and this election was the first time in recent
years that the incumbent party has regained power. More importantly, left wing
parties opposed to economic reform did badly. The outcome should be a period of
relative stability and further pro-market reforms that should support strong GDP
growth. There remains a social agenda that will limit reform but this should not be at
the expense of overall growth.

Figure 17: Per Capita GDP
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Demographics

50% of the population is under 29. There is a baby boom effect still to be fully felt in
the Indian economy.
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Risks

There are several risks to further growth in the Indian economy. First, India is a
commodity importer and commodity price inflation could limit growth. In addition,
there is the potential for conflict with Pakistan. This is ever present, although both
countries have been working quite well recently to reduce the escalation of
hostilities. Finally the lack of infrastructure, including power, could itself hold back the
economy. Compared to the positives we see these risks as low.

GDP Growth

GDP growth in India has fallen back with the global economic slowdown but remains
strong and is likely to recover rapidly. IMF forecasts expect GDP growth to average
7% over the next five years. The government is targeting a growth rate of 8- 9%.

Figure 18: IMF GDP Growth Forecasts
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DEMAND FOR NEW CAPACITY

India manages its economy through a series of five-year plans. These have
generally included plans for new generation capacity but, to date, these have not
been met.

Figure 19: Electricity Capacity Additions and Shortages in Recent Five-Year Plans

Plan Dates Additions (MW) Shortage (%)
Projected Actual Projected Actual
8 1992-1997 30,540 16,420 21 18
9 1997-2002 40,250 19,015 12 13
10 2002-2007 41,110 19,010 12 14
11 2007-2012 78,500 6.5
Source: CEA

The current 11" five-year plan runs to 2012 and targets 78,500MW of new capacity.
Even if this number is reached, the CEA forecasts that there will still be a deficit of
6.5% in 2012.

Figure 20: Forecast Capacity Deficit at End of Current Five-Year Plan

Period Peak demand Peak met Deficit/surplus

MW MwW Mw %
2011-12 152,746 142,765 -9,981 -6.5
Source: CEA

Per capita consumption of electricity is low. This is really linked to GDP. As per
capita GDP rises so does per capita electricity consumption. So it is really the GDP
growth that is more likely to be the key measure driving electricity growth.

Figure 21: Electricity Consumption per Capita
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This growth is likely to increase overall electricity demand and peak demand.
However, the link between GDP and demand does not imply causality in a particular
direction. In fact, in a developing country such as India, the provision of infrastructure
such as power generation may promote GDP growth and certainly its lack will
restrain GDP growth.
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The deficit expected in 2012 is based on growth in peak demand of 12% per annum
from 2009. This is ahead of the GDP forecasts of both the Indian Government and
the IMF. Peak demand grew by less than 1% in 2008/09 despite GDP rising by more
than 5%. However, peak demand is expected to grow by 8.2% in 2009/10 and with
the likely peak actually past, this looks a reliable forecast. This growth rate is ahead
of IMF forecast GDP for calendar year 2009 at 5.3%. However, the peak demand
forecast is based on an increase in energy demand of 7.7%, broadly in line with the
IMF forecast for GDP.

Figure 22: Historical and Forecast Electricity Requirements
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The principal reason for forecasting higher peak demand growth is due to changes in
the mix between sectors. Domestic power demand is expected to grow much more
rapidly than other sectors. This is largely due to the Power for All programme, which
will bring new power connections to the population. Most commercial and industrial
demand is already connected, so the majority of this new demand is domestic. With
domestic demand being more weighed towards the peaks, this results in the peak
demand growing faster than the overall energy demand. The CEA has taken this into
account in preparing its forecasts.

There is of course a risk that these demand forecasts do not materialise. However,
we expect the minimum growth in peak demand to equal the IMF GDP forecast.

Longer-term Forecasts

The 17" Electric Power Survey of India report was prepared by the Central Electricity
Authority using government GDP forecasts and other data. It shows that continued
strong growth in both energy and peak power demand will continue right out to the
end of its planning horizon in 2022.
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Figure 23: Longer-Term Forecast Electricity Requirements
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SOURCES OF NEW CAPACITY

The 11" five-year plan includes plans for 78.7GW of new capacity with the bulk
coming from central or state government sectors.

Figure 24: 11" Five-Year Plan Capacity Targets

Hydro
Central Sector 8,654
State Sector 3,482
Private Sector 3,491
All-India 15,627

Coal
22,600
19,535

8,435
50,570

Lignite Gas/LNG Nuclear

750 1,490 3,380
450 3,316 0
1,080 2,037 0
2,280 6,843 3,380

Total
36,874
26,783
15,043
78,700

Source: CEA

As of February 2010 the plan has already been reduced slightly to 75GW and the
contribution from the private sector has greatly increased.

Figure 25: Actual New Capacity Being Monitored Under Plan

Hydro
Central Sector 3,722
State Sector 3,134
Private sector 3,491
All-India 10,347

Coal
17,160
15,485
19,625
52,270

Lignite Gas/LNG Nuclear

750 740 3,380
450 3,416 0
1,080 2,531 0
2,280 6,687 3,380

Total
25,752
22,485
26,727
74,964

Source: CEA

New State and Central Capacity

It can be seen from the above that originally the state and central sectors were to
contribute the major proportion of new capacity. It can also be seen that this
expectation has been scaled back with the private sector increasing its role. This is
in part due to the Ultra Mega Power Plant initiative, which will see greater private

sector involvement, and also due to constraints on government funding.

Ultra Mega Power Plants

As the name suggests, Ultra Mega Power Plants (UMPPs) are very large power
projects with typical capacity of over 4,000MW. UMPPs are privately built and sell
their output to multiple SEBs with the tariffs set by competitive bidding by the
developers with return on equity capped at 14%. There are also provisions for
federal assistance in land acquisition.

Figure 26: Ultra Mega Power Plants

Location State Awarded
Akaltara Chattisgarh

Cheyyur Tamil Nadu

Giriye Maharashtra

Krishnapatnam Andhra Pradesh Reliance
Sundergarh Orissa

Mundra Gujarat Tata Power
Sasan Madhya Pradesh Reliance
Tadri Karnataka

Tilaiya Jharkhand Reliance
Source: CEA

Despite this support and the awarding of four projects, to date only one UMPP
(Mundra) has reached financial close.
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Private Sector Capacity

A growing private power sector has announced significant plans to build new power
capacity with over 100,000MW announced, although this includes the UMPPs
discussed above. Whether all of this capacity will be built is highly debateable,
especially given constraints over equipment and financing.

Factors Influencing New Capacity

Finance for New Capacity

Finance, which has been a limiting factor in investment in new power capacity
elsewhere in the world, is relatively less of an issue in India. The Indian banks have
not suffered as much those elsewhere and finance from these sources remains
available. One bank has recently offered ten year project financing at a commercial
rate for 70% of a hydro project without any long term PPA in place. This appears to
indicate a strong degree of confidence in potential returns.

However, the scale of funding required to meet the 11" five-year plan targets is
formidable — it is estimated that the total spend on generation will amount to $125m
with $225m required for the power sector as a whole, including transmission and
distribution investment.

Figure 27: Projected Power Sector Spending (Rs millions)

Particulars State Central Private Total
Generation including Nuclear 12,37,920 20,20,670 8,50,370 41,08,960
DDG 2,00,000 2,00,000
R&M 1,58,750 1,58,750
Transmission 6,50,000 7,50,000 14,00,000
Distribution including Rural Electrification 28,70,000 28,70,000
HRD 4,620 4,620
R&D outlay 12,140 12,140
DSM 6,530 6,530
Total Power Sector 49,16,670 29,93,960 8,50,370 87,61,000
NCES and Captive 2,25,000 9,30,000 11,55,000
Merchant Plants 4,00,000 4,00,000
Total Funds Requirements 51,41,670 29,93,960 21,80,370 1,03,16,000
Source: CEA

As far as central and state generation is concerned, funds are raised in domestic
financial markets through the Power Finance Corporation (PFC), a state-owned
agency. However, the PFC is expected to cover only a fifth of the total, leaving the
rest to come from private funding, mainly as debt. This may put an eventual limit on
private sector involvement. For example, Tata found its debt downgraded from BB+
to BB- by Standard and Poors following its investment in the Mundra UMPP.

Equipment

The sourcing of equipment for new power capacity is potentially a major limitation on
growth. Equipment procurement contracts (EPC) and balance of plant (BoP) related
factors have accounted for the majority of recent delays in the construction of power
projects in India. The largest supplier of power equipment in the Indian market is
BHEL. It can currently produce the equivalent of 10,000MW of power capacity each
year. The company’s order book to sales ratio was over 4x in 2008/09, suggesting a
long lead time for new projects. BHEL is undertaking an expansion this year,
targeting a total of 15,000MW worth of capacity. While this should reduce the order
to sales ratio, simple arithmetic suggests it will remain high at 2.7x.
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Figure 28: Indian Boiler and Auxiliaries Capacity (GW)
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Figure 29: Indian Turbine and Generator Capacity (GW)
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KPMG India reports that of forty-three supercritical units bought by Indian
companies, orders for only four have been placed with Indian companies. Chinese
companies have secured orders for twenty-six units, Koreans eight, Russians three
and ltalians two. KPMG reckons Chinese equipment to be 10% to 20% cheaper than
that from Indian manufacturers.

There have been some concerns raised about the suitability of foreign and
particularly Chinese equipment to the Indian market. There have been at least four
separate incidents of equipment failure or stabilisation issues with recent Chinese
turbine installations. However, the problems with Chinese kit may have solutions and
appear to be mainly associated with a failure to specify equipment for Indian
conditions. To quote a former BHEL design engineer:

“It is not that the Chinese do not know how to design or make boilers. But if they
custom-designed for Indian coals and manufactured to certain standards, they would
be costlier than BHEL”

This suggests that while Chinese equipment is capable of supplying Indian market
requirements it may only do so at a higher cost and the issues that have arisen to
date may result in delays in properly exploiting this source.
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Fuel Supplies

The vast bulk of thermal generation projects in India have been coal fired and the
bulk of new projects in the 11" five-year plan are also expected to be coal fired. This
will have the effect of doubling coal-fired capacity in India.

India has substantial coal resources. In 2008 it consumed 637,522 short tons. Most
of this came from domestic production with just over 10% imported. The US EIA
estimates recoverable reserves at 56.5Gt, or just under 100 years of current
consumption. However, if the 11" five-year plan is completed this will fall to just
under 50 years. This is still a reasonable resource.

Indian coal has a high ash content and low calorific value so some companies are
buying Indonesian coal in preference. This coal could not be more different, with a
low ash content and high calorific value. Indonesian coal also has a high moisture
content which, while not ideal, means it is priced attractively compared to other major
internationally available coals. The shipping distances from Indonesian mines to
Indian ports are not too onerous. Wherever they source their coal, the power
companies need to ensure that the logistical arrangements are in place. Many
central or state projects, including the UMPPs, are established as minemouth plants
and developed as a single vertically integrated asset.

The introduction of a coal tax in the recent budget is unlikely to have a major impact
being priced at just 50 rupees ($1) per tonne.

Gas-fired projects are also increasing, although gas generation only accounts for

11% of current capacity. There are good supplies of gas in or offshore India. The

country currently (2008) imports just under a quarter of its gas supplies, mainly as
LNG.

Figure 30: Coal and Gas Statistics (2008)

Coal Gas

Tonnes (x1,000) bn cu ft
Production 515,574 89% 1108 76%
Imports 64,287 1% 352 24%
Exports -1,511 0% 0 0%
Consumption 578,350 100% 1461 100%
Source: EIA
Land

While legislation and regulation have made the acquisition of land for power
development much easier, there are still issues, particularly where there is
community resistance to a project. This is more prevalent in the case of large-scale
impoundment hydro projects. Run of river hydro projects seldom face significant
issues. One other area where land has proved a limiting factor is for UMPPs,
probably due to their large size. While four projects have been awarded, three still
have to complete land acquisitions despite federal assistance being available in this
area. The problem is the scale of the projects which means that the required land is
often held by many owners increasing the number of negotiations required and more
crucially the associated bureaucracy.

Grid

Policy is almost as much aimed at transmission and distribution improvements as it
is at adding new generation capacity. Provided targets are met, grid issues should
not hold back the development of new capacity. However, this is a major proviso,
particularly as 41% of the 11" five-year plan expenditure is on transmission and
distribution.
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FORECAST NEW CAPACITY

The 11" five-year plan assumes that 15,168MW of new capacity will be
commissioned in 2009/10. The CEA itself is forecasting that 9,625MW of capacity
will be completed in 2009/10. On 30 December 2009, 6,375MW had been
commissioned, 42% of the overall target. However, a lot can be done in three
months and if the CEA target is met this represents a success rate against target of
63%. With the success rate in the previous three five-year plans averaging less than
50%, we could be looking at an improvement, but not a major one. However, given
the change in government and the various initiatives that are taking place we would
expect a success rate of two-thirds as feasible in the longer term and a 75% success
rate as possible.

Forecast Reserve Margin

Our assumptions of peak demand growth and capacity growth suggest a wide range
of possible capacity deficits in 2012, ranging from a surplus of 5.3% to a deficit of
16.3%. As both new capacity and the peak requirement are to an extent linked,
comparing the high/high scenario and the low/low scenario perhaps gives a more
realistic range. In this case there is still a deficit in 2012 ranging from 5.8% to 6.5%.
This compares with, and largely confirms, the government forecast of a 6.5% deficit.

Figure 31: Forecast Capacity Deficit Under Several Scenarios

2008-09 2009-10E 2010-11E 2011-12E

Peak Requirement (high) 109,809 118,794 134,705 152,746
Peak Requirement (low) 109,809 118,794 126,422 135,621
Available Capacity (high) 96,685 103,816 123,291 142,765
Available Capacity (low) 96,685 103,816 115,427 127,797
Surplus/Deficit (%) (high) -12.0 -12.6 -14.3 -16.3
Surplus/Deficit (%) (central high/high) -12.0 -12.6 -8.5 -6.5
Surplus/Deficit (%) (central low/low) -12.0 -12.6 -8.7 -5.8
Surplus/Deficit (%) (low) -12.0 -12.6 -2.5 5.3

Source: Matrix Corporate Capital estimates

Even to get the deficit down to 6.5% assumes that the land issues faced by UMPPs
can be resolved quickly and there is no guarantee of this. As a result we see a slight
improvement in capacity relative to demand but nowhere near enough to remove the
deficit in the medium term.
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MARKET OPPORTUNITIES AND PRICING

State Electricity Boards

Traditionally most power has been sold directly to the State Electricity Boards under
long-term Power Purchase Agreements. The tariffs are set under the SEB rules but
these are guided by the CERC. As of January 2009, CERC increased the assumed
return on equity to be used when setting tariffs for generation projects from 14% to
15.5% with a further 0.5% available for projects completing within given timelines.
These rules apply for projects from 2009 to 2014.

The higher tariffs have been criticised for being somewhat cosmetic. Ernst and
Young have suggested that, as the tariff is only paid when construction is completed,
the effective return is reduced to 12-13%. With interest rates in India at 12.5% to
13.5%, such a return must assume that rates are to fall or that there will be
additional project returns through power trading or efficiency gains. Additionally, the
higher quoted return assumes a target availability of 85% compared with 80%
previously.

As a result, actual tariffs may not be significantly increased. Actual tariffs under the
old rules were around 2-3Rs per KWh.

Merchant Sales

With the 2003 Act, merchant power generators have been able to sell power either
to SEBs or to licensed traders. Sales are either bilateral trades or are made on either
of the two power exchanges; the Indian Energy Exchange (IEX) and the Power
Exchange of India (PXIL).

Prices in the merchant market have been broadly similar between bilateral trades
and the power exchanges. Over the past five years the volume of traded power has
increased substantially. Until recently the same was true of prices.

Figure 32: Merchant Prices and Volumes
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However, the weighted average price in both the bilateral market and on the power
exchanges has fallen dramatically since May 2009.
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Figure 33: Recent Merchant Prices
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It is possible that the increased volumes are beginning to lead to a more competitive
market. With further increases likely and greater merchant participation as new
private sector power plants are added to the system, pressure is unlikely to go away.
However, demand remains high and we would not expect too much further price
erosion.

There has also been some regulatory intervention in the market that could be having
an impact on the average price. In August, the power exchange saw some very high
prices, even though the time-weighted average for the month showed a decline on
the previous month. The high peak prices led CERC to impose a price cap lasting for
30 days and set at a level of Rs8/KWh.

Figure 34: High and Low Prices on the Indian Energy Exchange
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Captive Consumers

Independent generators can also sell directly to customers under captive power
agreements. Originally these were aimed at industrial customers that wanted to build
their own power plant and as such have been a feature of the Indian market for
some time. Normally the industrial customer builds and operates the plant as they
would any other unit in their production capacity.

Essentially, captive agreements give industrial consumers a way to avoid SEB tariffs
and sign up to a potentially more reliable power supply. Pricing is therefore driven by
the savings possible against the SEB tariff. This is the consumer tariff, not the tariff
paid to generators and discussed above. The SEB tariff for industrial consumers is
much higher for two key reasons.

First, the very high levels of losses experienced by SEBs means that they may have
to purchase up to twice as much power as they are able to sell to industrial
customers.

Second, there are considerable cross subsidies made at the SEB level. These give a
very low tariff to agricultural and domestic customers at the expense of industrial
customers. The government is trying to reduce the level of cross subsidy and under
recent regulation, the maximum amount of cross subsidy is supposed to be
restricted to 50% of the average tariff. The extent of existing cross subsidies can be
seen from the data for the states mainly affected (Figure 35). It can be seen that
agriculture accounts for far less revenue than implied by the energy it consumes and
the reverse is true for industry.

Figure 35: Anomalies Between Agricultural and Industrial Revenues

Agriculture Industry
State % of energy % of revenue % of energy % of revenue
Haryana 40% 5% 27% 42%
Karnataka 36% 9% 23% 35%
Rajasthan 34% 16% 31% 45%
Punjab 31% 0.24% 34% 52%
Andhra Pradesh 31% 1% 34% 47%
Maharashtra 22% 11% 45% 56%
Gujarat 21% 11% 44% 62%
Tamil Nadu 20% - 40% 59%

Source: CEA

As a result of losses and cross subsidies a generation tariff of Rs2/kWH could
become an industrial tariff of Rs4 due to losses and Rs6 due to cross subsidies.
Against this, a group captive plant could sell for a 10% discount at say around Rs5.5.
In addition, the customers are likely to benefit from greater reliability of delivery with
a reduced expectation of either brown outs or black outs.

There is a risk that losses are stemmed and that cross subsidies are withdrawn.
However, given the fact that the SEBs are poorly funded and that cross subsidies
are politically popular, we view this risk as extremely low.

Despite the potential for strong tariffs, for captive deals where there is only a single
purchaser, that purchaser has great bargaining power and these deals may end up
being priced lower than that suggested above. This has certainly been the case with
early deals, although it should be remembered that these were set at a time when
merchant prices were themselves lower.
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Group Captive Arrangements

More recently groups of industrial customers have been allowed to come together
and purchase directly from a generator under the group captive arrangements. The
2005 National Electricity Policy has created rules for Group Captive Power Projects
(GCPP). Under these rules, groups of (normally industrial) consumers can negotiate
power prices directly with the generator. The regulations for Group Captive Schemes
are quite complex but certainly workable:

e The tariff charged by the operator is determined by the operator and the captive
users of the plant;

e The state regulator is not involved in determining the price at which the power is
sold;

e The SEB must provide access to the grid;

e GCPPs are exempt from paying any surcharge or other charges except the
actual transmission charges;

e Grid access and transmission charges and losses are overseen by the state
regulator.

o Atleast 26% of the voting equity capital of the power plant must be held by the
captive users;

o Atleast 51% of the annual power output of the plant must be consumed by the
captive users;

e Up to 49% of annual power output may be sold to SEBs, power trading
companies or licensees;

These arrangements should mean that all the potential price benefits of avoiding
trading through SEBs can be largely captured by the generator.

Renewable Power Sales

The SEBs now have a requirement to source a minimum of 5% of their power from
renewables.

The Electricity Act of 2003 provides legislative support for renewable energy,
requiring the government to formulate supportive policy. All SEBs are required to
source a percentage of power from renewable sources with the percentage varying
from state to state. As a result SEBs have sought to encourage renewable
generation by favourable tariff structures.

Recently the CERB issued tariff methodologies for renewables that effectively
specify a minimum tariff. This will lead to an increase in tariffs for new projects.

National Action Plan for Climate Change

The NAPCC was published in June 2008 and called for a minimum renewable
energy purchase standard across the country. This started at 5% in 2009/10 and is
set to increase by 1% per annum for the next ten years.

Additionally, tariff regulations for renewable energy have been proposed by CEA.
These vary depending on the type of generation but tend to assume a high return on
equity of up to 19% in the first ten years. This translates into tariffs of around
Rs4/kWh for biomass and Rs5.6/kWh for wind.
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Carbon Credits

In addition, most projects should be able to attract carbon permits under the UN
Clean Development Mechanism. However, the new regulation stipulates that the
benefit of these must be shared with the customers.

Primary CER valuations are always at a discount to the secondary CER price quoted
on commodity exchanges. Greenko has quoted discounts of 70% to the EUA price
when selling to European compliance buyers. This figure is down from 80% in the
past and both EUAs and CERs having seen considerable weakness since the failure
of the Copenhagen climate change conference to agree a successor to the Kyoto
agreement. We believe that primary CERs are selling for around €8-€9/t at present.

Renewable Energy Certificates

Renewable Energy Certificates (RECs) are aimed at providing an alternative route to
fulfilling renewable purchase obligations. They are mainly aimed at addressing the
mismatch between regional renewable resource availability. A national registry and
market have yet to be set up. There will be a floor price of Rs1.5/kWh and a cap of
Rs5.0/kWh. RECs are not available to projects which are in receipt of the renewable
energy tariffs discussed above and we expect that below a REC price of Rs2.5/kWh
these tariffs will be more attractive to project developers due to their greater
certainty. This is the level we have generally assumed for forecasting purposes.

Pricing Summary

It can be seen that there are several routes to market with different pricing structures
and risks.

Figure 36: Typical Pricing
RoE Cap  Typical Level (Rs/kWh)

SEB PPAs 15.5% 3.0
Merchant Sales uncapped 5.0
Single Captive uncapped 3.5
Group Captive uncapped 5.5
Green Tariffs 19.0% 4.0

Source: Matrix Corporate Capital estimates

In general the unregulated merchant and group captive markets offer the highest
tariffs. Merchant prices themselves have come under some pressure recently, partly
due to an increase in participants in the market introducing more competition and
partly, we think, due to the regulatory intervention last year, which we think is having
a lasting impact on participants’ bidding strategies. We also suspect that there has
been some gaming by SEBs in the merchant market. Recent price moves have been
upwards.

Tariffs for renewables have been improved and are attractive enough. Normal PPAs
to SEBs remain low and relatively unattractive.

The impact of our estimates of prospective average tariff and RoCE can be seen in
Figure 37.
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Figure 37: Prospective (2010) RoCE and Average Tariffs
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OPG POWER VENTURES

Rating BUY
SIMPLY CAPTIVATING :
Target price (p) 102
. . Current price (p) 78
OPG_ has built a erXIbIe_ strategy that _concent_rates on_the group Shares outstanding (m) 286,989.80
captive model, developing power projects using a variety of fuels Market cap (£m) 294
for groups of industrial and commercial customers. OPG has Sector Electricity
refined the model so that all of the operating companies have Reuters/Bloomberg OPG.L/OPG LN
been established with different classes of shares. This enables 52-wk range 30.5-95.0
OPG to comply with the GCPP requirements that captive Debt/Equity (%) 43.73
customers hold at least 26% of the voting equity and at the same
. L o
?lme allows OPG to have a greater economic interest, up to 99% Year-ond Mar () TN e
In some cases. Revenue (m) 7.31 1241 51.11
EBIT (m) 512  7.74 2953
e The result of its concentration on the Group Captive model means that OPG EBITDA (m) 5.52 8.19 31.50
benefits from a very strong average tariff of over 5Rs/kWh in 2009, being a EV/EBITDA (x) 385 260 67
blend of merchant and captive sales during that year. While the merchant EPS 098 098 644
sales are driven by relatively short-term contracts, the continued shortage of P/E ratio (x) 798 796 121
ity means that we do not see pricing weakening too far, so that we Pre-tax profi >04 7182570
capacity _ _ ee pricing g loofar, : FCF/sh (19.07) (14.56) 3.53
expect OPG to continue with a similar or even better tariffs going forward.
o A preference for Indian suppliers reduces commissioning risks. There have
been some delays, but OPG generally feels to be in control. The recent delay
at the 77MW Chennai project was due to the failure of an air pre-heater and
was not a serious issue — the component was replaced within a matter of
weeks. It really is not in the same category as the more significant delays seen
elsewhere in the Indian power sector or indeed elsewhere in the world.
¢ Despite the limited significance of the Chennai delay, the shares fell back
following the news. This was an overreaction and while there has been a
subsequent improvement we now see greater value in the shares as a result of
the overall share price move. Our DCF model values the shares at 102p based
only on the operating projects and projects under construction.
¢ |n addition there is a strong longer-term development pipeline, which we do not
include in our valuation, that gives room for upside. As leaders in the use of
the group captive model we see continued growth in OPG’s business model.
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BUSINESS SUMMARY

Strategy

OPG is focused on the group captive model, in which a single power project sells to
a group of industrial or commercial customers. The projects are financially
independent of the customers and OPG aims to supply to a broad range of industrial
and commercial clients.

Revenue Types

Under the group captive arrangements, prices are set by bilateral negotiation. OPG
aims to set prices at a good (10% or more) discount to the prevailing state utility
retail price. Due to losses at the state utilities, this means that OPG can still charge a
premium price compared to what a SEB would pay to as a generator. Including
merchant sales, OPG has generally been achieving prices of above 5Rs/kWh.

Projects

There are currently three operational projects in OPG’s portfolio and a further two
under construction. A further two are under medium-term development with financing
offers received and under evaluation. There is also a pipeline of five further projects.

The existing projects comprise two waste heat projects and a natural gas project.
The larger waste heat project makes use of dolochar, which is unburnt coal from a
neighbouring steel plant. The sites under construction and medium term
development will all be coal fired.

Figure 38: OPG Project Summary

Project Location Fuelltype Gross Ownership Status
capacity
MW
OPGE Mayavaram Natural gas 194 44.2% In operation
OPGRE - waste heat Chennai Waste 10 33.0% In operation
Heat/coal
OPGPG Chennai Coal 77 99.0% Q111
OPGG Kutch Coal 300 99.0% Q212
OPGPG Chennai Coal 80 99.0% 2012*
OPG New Co Chennai Coal 160 99.0% 2012*
OPG Gujarat Guijarat Coal 2x300 99.0% 2013*
OPG - Tamil Nadu Tamil Nadu Coal 540 99.0% 2014*
OPG - Madhyapradesh  Madhyapradesh Coal 1000 99.0% 2015*
OPG Gujarat Guijarat Coal 1500 99.0% 2016*

Source: Company data, *Not included in forecasts or valuation
Equipment Sourcing

OPG uses Indian suppliers, with turbines, generators and boilers from BHEL and
also boilers from Ansaldo. While this could cause some delays, particularly as a
result of BHEL operating at less than full capacity, it is unlikely to lead to the sort of
problems seen by companies using underspecificed Chinese equipment.
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Fuel Sourcing

OPG’s single natural gas project sources gas from the Cauvery Delta, where the
power station is located. OPG has a ten-year supply contract with the Gas Authority
of India for the supply of 80,000 scm per day.

For its 77MW Tamil Nadu coal fired project, OPG has entered into a ten-year
contract with KISL to supply Indonesian coal with a fixed price for the first five years
on a FOB basis, although there is also an option to purchase on a CIF basis. A
contract with similar terms has been entered into with KISL for the Kutch project. The
remaining projects have arrangements in place to burn Indian coal.

OPG has specified its coal boilers so as to be able to burn either Indonesian or
Indian coal or any blend of the two.

Management

The CEO is Arvind Gupta the founder and major shareholder. The other executive is
the finance director Mr V Narayan Swami. In addition there are four non-executive
directors. One of these is Mr Gupta’s brother, Ravi Gupta. The remaining non-
executives between them have experience of the Indian Government and UK
finance and power engineering.

Ownership

Companies controlled by the CEO, Mr Arvind Gupta, hold 62.23% of the shares
between them with Gita Investments being the largest single holder with 53.33%. Of
the remaining shares, the largest holder is Audley Capital with 6.48%. Audley Capital
was formed in 2005 by Dr Michael Treichl and Julian Treger, who between them
have over 30 years experience in private equity, activist and impaired value
investing. This investment would appear to be closest to the first of these categories.

Figure 39: OPG Top Shareholders

Holding (%) Cumm. (%)
Gita Investments 53.33 53.33
Audley Capital 6.48 59.81
Gita Power 5.93 65.74
Artemis 3.58 69.32
M&G 1.78 711

Source: Bloomberg, Company data
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Earnings Outlook

While we think EPS could be relatively flat in 2010, it grows strongly thereafter as
new power stations come on stream. Only taking into account the power stations
under construction, we still predict EPS to rise by more than 25 times by 2014.

Financials

The balance sheet for the six months to 30 September 2009 shows net debt of
£5.8m, giving gearing of just 7% debt to total capital employed. This will rise sharply,
with the spend on new projects to peak at 60% in 2012. This financing has already
been secured.

Valuation

We use a DCF model to value the company. Our cost of equity is 15% and our cost
of debt is 11%. With low gearing at present this gives a weighted average cost of
capital of just under 15%. Our DCF model values the shares at 102p giving 31%
upside to the current share price.

Figure 40: Discounted Cash Flow Valuation

(£000) 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E
Operating cash inflow 6,263 11,792 38,637 75,163 118,489 125337 124,431 123,514 122,584 121,642 120,686
Tax paid -997 -617 -2,852  -5,329 -8,863 -10,065 -10,232 -10,399 -10,564 -10,728 -10,891
Interest tax shield -1,294  -2,458 -2,468 -8,542 -7,302 -4,664 -1,550 0 0 0 0
Capex & investments -47,045 -1,051 -209,297 -3,311 -5,657 -5,657 -5,657 -5,657 -5,657 -5,657 -5,657
Free cashflow -43,074 7,667 -176,080 57,981 96,667 104,952 106,992 107,458 106,363 105,256 104,138
Terminal growth 1.5%
Terminal valuation 785,877
Terminal EV/EBITDA 7
Implied enterprise value 281,496
Implied market cap. 292,771
Implied share price 102

Source: Matrix Corporate Capital estimates
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Figure 41: Profit and Loss Account

(£000) 2009A 2010E 2011E 2012E 2013E 2014E 2015E
Turnover

Power generation 7,311 12,074 12,621 12,569 12,517 12,465 12,413
Projects under construction 0 341 38,492 88,153 174,200 188,270 187,476
Projects under development 0 0 0 0 0 0 0
Total 7,311 12,415 51,113 100,722 186,717 200,734 199,888

Operating profit

Power generation 5,432 7,548 8,131 8,048 7,964 7,877 7,789
Projects under construction -912 193 21,402 50,860 93,637 102,224 101,416
Projects under development 0 0 0 0 0 0 0
Central costs 604 0 0 0 0 0 0
Operating profit 5,124 7,741 29,533 58,908 101,601 110,101 109,206
P&L Account

Turnover 7,311 12,415 51,113 100,722 186,717 200,734 199,888
Operating profit 5,124 7,741 29,533 58,908 101,601 110,101 109,206
Net interest 512 -560 -3,830 -3,617 -23,620 -19,434 -10,675
Pre-tax profit (UKSIP) 5,636 7,181 25,703 55,291 77,981 90,667 98,531
Pre-tax profit (FRS3) 5,636 7,181 25,703 55,291 77,981 90,667 98,531
Tax -997 -617 -2,852 -5,329 -8,863 -10,065 -10,232
Minorities etc -2,023 -3,753 -4,362 -4,610 -4,852 -4,904 -4,872
Net profit 2,615 2,811 18,489 45,351 64,266 75,698 83,427
EPS (p) (UKSIP) 0.98 0.98 6.44 15.80 22.39 26.38 29.07
EPS (p) (FRS3) 0.98 0.98 6.44 15.80 22.39 26.38 29.07
FCFPS (p) -19.07 -14.56 3.53 -60.49 23.18 36.23 38.19

Source: Matrix Corporate Capital estimates
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Figure 42: Balance Sheet

(£000) 2009A 2010E 2011E 2012E 2013E 2014E 2015E
Fixed asset cost 51,472 98,517 99,568 308,865 312,176 317,833 323,490
Fixed asset depreciation -2,035 -2,480 -4,444 -8,946 -24,863 -40,781 -56,699
Net fixed assets 49,437 96,038 95,124 299,919 287,313 277,052 266,792
Investments 12,795 12,795 12,795 12,795 12,795 12,795 12,795
Stock 42 71 292 575 1,065 1,145 1,140
Trade debtors 1,400 2,378 9,791 19,293 35,765 38,450 38,288
Other debtors 5,315 9,025 37,159 73,225 135,743 145,934 145,319
Trade creditors -799 -1,358 -5,590 -11,015 -20,420 -21,953 -21,860
Other creditors <1yr -336 -570 -2,348 -4,626 -8,576 -9,220 -9,181
Creditors >1yr -2,321 -3,942 -16,230 -31,982 -59,287 -63,738 -63,470
Capital employed 65,533 114,437 130,993 358,184 384,399 380,466 369,824
Cash etc 33,723 33,723 33,723 33,723 33,723 33,723 33,723
Borrowing <1yr 2,481 48,574 46,641 228,481 190,430 110,799 16,731
Borrowing >1yr 19,967 19,967 19,967 19,967 19,967 19,967 19,967
Net borrowing -11,275 34,819 32,886 214,725 176,674 97,044 2,975
Share capital 42 42 42 42 42 42 42
Share premium 0 0 0 0 0 0 0
Retained earnings 2,615 5,427 23,916 69,267 133,532 209,230 292,657
Other 70,154 70,154 70,154 70,154 70,154 70,154 70,154
Minority interest 3,996 3,996 3,996 3,996 3,996 3,996 3,996
Capital employed 65,533 114,437 130,993 358,184 384,399 380,466 369,824
Net assets 76,807 79,619 98,108 143,459 207,724 283,422 366,849
Total equity 76,807 79,619 98,108 143,459 207,724 283,422 366,849
Source: Matrix Corporate Capital estimates
Figure 43: Cash Flow

(£000) 2009A 2010E 2011E 2012E 2013E 2014E 2015E
Operating profit 5,124 7,741 29,533 58,908 101,601 110,101 109,206
Depreciation 399 445 1,965 4,501 15,918 15,918 15,918
Other -4,788 0 0 0 0 0 0
Working capital -764 -1,923 -19,705 -24,873 -42,355 -7,529 214
Operating cash flow -29 6,263 11,792 38,537 75,163 118,489 125,337
Tax paid -419 -997 -617 -2,852 -5,329 -8,863 -10,065
Capex (less disposals) -38,678 -47,045 -1,051 -209,297 -3,311 -5,657 -5,657
Investments -11,889 0 0 0 0 0 0
Net interest 408 -4,313 -8,192 -8,228 -28,472 -24,338 -15,547
Net dividends 604 0 0 0 0 0 0
Residual cash flow -50,002 -46,093 1,933 -181,839 38,051 79,630 94,069
Equity issued 67,155 0 0 0 0 0 0
Change in net borrowing -11,255 46,093 -1,933 181,839 -38,051 -79,630 -94,069
Adjustments -5,898 0 0 0 0 0 0
Total financing 50,002 46,093 -1,933 181,839 -38,051 -79,630 -94,069
Source: Matrix Corporate Capital estimates

27 APRIL 2010 34



KSK POWER VENTUR

MINORITY REPORT e -
Target price (p) 760
.. . . . Current price (p) 630
We see KSK as gaining greater focus and evolving its business Shares outstanding (m) 130,534.24
model to concentrate on more profitable areas. The underlying Market cap (£m) 879
projects offer value and while there are questions about the Sector Electricity
supply of equipment to fossil-fuelled projects, the expansion into Reuters/Bloomberg KSK.L/KSK LN
renewables looks sensible and creates value in the shares. 52-wk range 285-645
Debt/Equity (%) 48.43
e KSKiis an early player in the private sector power market in India with a
number of well established captive power projects for major industrial Year end Mar (US$)  2009A 2010E  2011E
customers. However, the pricing of these projects reflects the relative Revenue (m) 5320 6611 204.32
bargaining power of these customers and KSK’s average tariff is relatively low. EBIT (m) 1060 28.01  96.54
However, in addition to sharing in the project earnings stream, KSK also takes EBITDA (m) 15.90 35.99 117.45
fees from each project for development services and fuel management. This EV/EBITDA (x) 96.0 424 13.0
results in a higher overall return than that provided by the individual project EPS 444 928 2463
investments alone. P/E ratio (x) 218.3 104.3 39.3
Pre-tax profit 8.57 24.83 69.25
e The other good news for investors is that the KSK business model is evolving FCF/sh (225.43) (76.27) (209.18)
and the company is developing more group captive and renewable projects.
The group captive model puts the developer in the driving seat when it comes
to tariff negotiations and we believe is more likely to result in tariffs closer to
the prevailing level in the merchant market. While renewables projects have
lower tariffs, these are still at a premium to the rates from SEBs and these
projects also have the option to sell into merchant markets.
e KSK has a worrying reliance on Chinese suppliers. Other Indian power
projects relying on Chinese equipment manufacturers have seen high-profile
commissioning problems. While we think that these problems can eventually
be overcome we have assumed a six month delay to KSK projects in our
valuation.
¢ In the past we think that KSK has possibly lacked focus with its Investment
Advisory and solar panel manufacturing businesses being a distraction. As a
result we see the recent withdrawal from the investment advisory side of the
business as a positive. However, the free float in KSK puts investors in the
minority with little scope to bring pressure to bear if they do not like the
direction the company is taking. As a consequence this move in the right
direction is therefore more meaningful.
e The decision by the company to seek a full listing helps to offset the low free
float in the shares. In reality there do not appear to have been any issues with
the company structure or with governance in the past, but the move to a full
listing should be welcomed nevertheless. 800
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BUSINESS SUMMARY

KSK develops and operates projects for major industrial clients. Accordingly, its
power projects are operated under captive agreements, either straightforward single
client schemes or under the group captive arrangements.

Strategy

The company initially focused on heavy industrial clients with traditional single client
captive projects. Clients included Zuari Cements, part of Italcementi, and Lafarge.
The company also has a project running under a group captive agreement and is set
to do more group projects. The company is also developing a number of hydro
projects that should be eligible for renewable tariffs and carbon credits.

Revenue Types

Most of KSK'’s revenues come from captive agreements with large industrial buyers.
The three existing projects comprise two single client agreements and one group
agreement. The company is able to sell surplus output over the level of the client
agreements into the short-term merchant markets. The company has disclosed
output, sales and profit figures for each project and these show that average prices
are on the low side.

KSK also takes a development fee from its own projects, which is then passed onto
the captive clients. To date this has amounted to 1% of the total cost of the project
and it is expected that future projects will include similar arrangements.
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Projects

KSK has four operating projects, two of which are coal fired, one which is gas fired
and one lignite. The company is also in the process of commissioning two further

coal fired projects. Beyond this there is a pipeline of another two coal projects and
several hydro projects.

Figure 44: KSK Project Summary

Project Region Fuelltype Gross Ownership Status
capacity
MW
Arasmeta Chattisgarh Coal 43 51% In operation
Sitapuram Chennai Coal 43 49%  In operation
Sai regency Tamil Nadu Natural Gas 58 73.9%  In operation
VS Lignite Rajastan Lignite 135 74%  In operation
Wardha Warora Maharashtra Coal 540 74% Q4 10-Q3 11
Arasmeta Expansion  Chattisgarh Coal 43 51% Q111
Wardha Chattisgarh ~ Chattisgarh Coal 3600 74% Q313
KSK Dibbin Arunachal Hydro 130 100% Q413
Pradesh
Kameng dam Arunachal Hydro 600 100% In planning
Pradesh
Kameng basin Arunachal Hydro 345 100% In planning
Pradesh
JR Power Gen Orissa Coal 1800 51% In planning*
KSK Narmada Chattisgarh Coal 1800 51% In planning*
Wardha Naini Orissa Coal 1800 51% In planning*

Source: Company data, *Not included in forecasts or valuation

The company operates under two unique models for small and large projects. In the
first, KSK develops captive projects for a group of industrial users, wherein it retains
almost 100% of the economic interest in the projects, although the users partly
contribute towards the project’s equity requirements through low-yielding preference
shares. Besides, the tariffs are higher than those determined under the regulated
norms, although lower than that of the grid. Under the second business model, KSK
enters into unique long-term fuel supply pacts with state mineral corporations,
wherein it mines for companies that have been allotted blocks by the government
and, in turn, utilises part of the fuel (by paying a royalty, or facilitation fee) for
operating thermal power plants. Such agreements give KSK access to a total 32
million tonnes of coal per annum, which will support about 7,200 mw of power
capacity, and at a fuel cost 30-35% lower than market rates.

Fuel Sourcing

KSK has actively secured access to fuel for its coal and lignite projects. The VS
Lignite project has a captive mine at Gurha, owned by KSK Mineral Resources,
which should secure the fuel for that project at low cost. The company also hopes to
use its in-house mining team to acquire further mining interests. It has retained a
local contractor at Gurha and intends to use the Mine Development and Operator
approach to mine ownership as and when opportunities arise. However, it should be
noted that these opportunities have not yet been disclosed, leaving some exposure
to fuel sourcing for future coal-fired projects.
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Equipment Sourcing

KSK is making extensive use of Chinese EPC contractors and equipment suppliers.
Given the experience of other users of Chinese equipment in India this raises the
likelihood of commissioning delays. The problems seem to arise from using
equipment not specified for Indian conditions, particularly for higher ambient
temperatures. While the Chinese equipment can be made to work, if it is not
specified correctly in the first place, there is a real chance of problems and resulting
delays in commissioning.

Management

KSK is 71.67% owned by Sayi Energy Ventur, a vehicle for the three principals,

S Kshore, K A Sastry and V H Kiran. Of these, Mr Kshore and Mr Sastry are
executive directors of KSK, as well as of Sayi Energy, and together they make up
the executive management of KSK. Governance is provided by three non-executive
directors led by Padma Bhushan Mr T L Sankar as non-executive chairman.

Ownership

Ownership of the productive assets is complicated by the company structure. KSK
owns 55.25% of KSK Energy Ventures (India), a Bombay listed company. 21.5% of
KSK Energy Ventures is held by a former Lehmans Brothers subsidiary. Lehmans
and KSK had a joint venture that has been subsequently unwound following the
Lehmans collapse, with KSK buying out the Lehmans holding. The Lehmans
subsidiary’s stake in KSK Energy Ventures appears to remain with KSK. KSK India
now holds all of the operating power projects and all the development projects of
KSK. Two power projects held directly by KSK were sold earlier in 2009.

The operating assets themselves are not 100% owned, and there are a variety of
minorities to contend with. Essentially, UK investors are buying a minority stake in a
company that holds just over half of a majority stake in several power projects. The
ownership structure is shown in figure 2.

Figure 45: KSK Top Shareholders

Holding (%) Cumm. (%)
Sayi Energy Ventur 71.67 71.67
Lloyds Banking Group 10.31 81.98
Universities Superannuation Fund 712 89.10
Aegon 0.23 89.33
TU Fund Managers 0.18 89.51
Source: Bloomberg
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Figure 46: KSK Power Venutr plc Holdings

KSK Power Ventur plc
Isle of Man

KSK Energy Ltd
(Mauritius)

KSK Asset Management
Services Pvt Ltd (Mauritius

KSK Energy Ventures 51.32%
Ltd (India

KSK Dibbin Hydro Power 100%
Pvt Ltd

Kameng Dam Hydro Power |100%
Pvt Ltd

JR Power Gen 51%
Pvt Ltd

KSK Vidarbha Power 100%
Company Pvt Ltd

KSK Narmada Power 100%
Company Pvt Ltd

Bahur Power 100%
Company Pvt Ltd

KSK Technology 100%
Ventures Pvt Ltd

Sai Maithili Power 100%
Company Pvt Ltd

KSK Mahanadi Power 100%
Company Ltd

KSK Electricity Financing 100%
India Pvt Ltd

49%

51%

74%

VS Lignite Power 74%
Pvt Ltd

[Wardha Power 74%
Company Pvt Ltd

Plants under
construction

KSK Energy 100%
Company Pvt Ltd

50%

50%

KSK Mineral Resources 100%
Pvt Ltd

KSK Surya Photvoltaic 100%
Venures Pvt Ltd

KSK Investment Advisor 100%
Pvt Ltd

Marudhar Mining 100%
Pvt Ltd

KSK Energy Resources 100%
Pvt Ltd

KSK Water Infrastructures 100%
Pvt Ltd

KSK Power Transmission 100%
Ventures Pvt Ltd

KSK Cargo Movers 100%
Pvt Ltd

Plants under
development

Source: Company data
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Figure 47: Discounted Cash Flow Valuation

Earnings Outlook

Earnings should grow very strongly as the projects in construction come on line.
Projects being commissioned have the potential increase EPS by over 6 times over
the next couple of years. If the development projects are also completed then
earnings could rise even more dramatically.

Financials

The company has recently raised money through its subsidiary KSK Energy
Ventures, which raised $112m in an institutional placement on the Bombay
exchange. However, debt levels remain quite high but much of this is non-recourse
project financing.

Valuation
We use a DCF model to value the company. Our cost of equity is 15% and our cost

of debt is 11%. This gives a weighted average cost of capital of 12.9%. Our DCF
model values the shares at 760p giving 21% upside to the current share price.

($000) 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E
Operating cash inflow 6,954 118,878 163,809 672,390 764,475 1,277,398 1,452,372 1,441,304 1,430,082
Tax paid 800 -1,379 -7,030 -12,771 -53,452 -42,974 -95,893 -96,097 -96,284
Interest tax shield -4,101 -16,542 -29,890 -95,927 -111,761 -206,644 -195,286 -180,994 -166,021
Capex & investments -114,181 -409,382 0 -1,053,151 -2,479,362 0 0 0 0
Free cashflow -110,529 -308,425 126,888 -489,458  -1,880,101 1,027,780 1,161,193 1,164,212 1,167,776
Terminal growth 1.5%

Terminal valuation 10,417,236

Terminal EV/EBITDA 8.3

Implied enterprise value 1,836,541

Implied market cap. 1,662,198

Implied share price 1191 inGBP = 760
Source: Matrix Corporate Capital estimates
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Figure 48: Profit and Loss Account
($000)
Turnover
Power generation
Projects under construction
Projects under development
Project development and unallocated
Total

Operating profit

Power generation

Projects under construction

Projects under development

Project development and unallocated
Operating profit

P&L Account
Turnover

Operating profit

Net interest

Pre-tax profit (UKSIP)
Pre-tax profit (FRS3)
Tax

Minorities etc

Net profit

EPS (p) (UKSIP)
EPS (p) (FRS3)
FCFPS (p)

2009A

47,028
0

0
6,170
53,198

8,396
0

0
2,201
10,597

53,198
10,597
-2,025
8,572
8,572
800
-3,654
5,718

4.44
4.44
-225.43

2010E

40,750
21,268
0
4,094
66,112

9,997
13,916

4,094
28,006

66,112
28,006
-3,178
24,828
24,828
-1,379
-10,494
12,956

9.28
9.28
-76.27

2011E

36,121
168,196
0

0
204,318

11,786
84,758

96,544

204,318
96,544
-27,298
69,246
69,246
-7,030
-27,842
34,374

24.63
24.63
-209.18

2012E

35,970
271,062
0
10,532
317,563

11,586
132,468
0
10,532
154,586

317,563
154,586
-65,471
89,115
89,115
-12,771
-34,164
42,180

30.23
30.23
112.36

2013E

35,818
269,909
532,891

24,794
863,412

11,381
131,307
465,704

24,794
633,186

863,412
633,186
-109,185
524,001
524,001
-63,452
-210,570
259,978

186.32
186.32
-282.03

2014E

35,667
448,916
530,707

0
1,015,289

11,172
232,040
462,305

0
705,517

1,015,289
705,517
-137,646
567,871
567,871
-42,974
-234,891
290,006

207.84
207.84
-1267.32

2015E

35,5616
1,625,285
528,527

0
2,189,328

10,957
704,624
458,865

0
1,174,446

2,189,328
1,174,446
-373,143
801,303
801,303
-95,893
-315,671
389,739

279.31
279.31
884.67

Source: Matrix Corporate Capital estimates
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Figure 49: Balance Sheet

($000) 2009A 2010E 2011E 2012E 2013E 2014E 2015E
Fixed asset cost 482,688 596,869 1,006,251 1,006,251 2,059,402 4,538,764 4,538,764
Fixed asset depreciation -11,030 -19,010 -39,919 -60,829 -116,843 -181,122 -319,782
Net fixed assets 471,658 577,859 966,331 945,422 1,942,559 4,357,642 4,218,982
Goodwill 73,030 73,030 73,030 73,030 73,030 73,030 73,030
Investments 138,541 138,541 138,541 138,541 138,541 138,541 138,541
Stock 2,286 2,841 8,780 13,646 37,102 43,628 94,079
Trade debtors 23,812 19,592 60,550 94,110 255,874 300,883 648,812
Other debtors 46,927 58,319 180,232 280,128 761,631 895,605 1,931,245
Trade creditors -97,820 -71,566 -171,173 -241,048 -630,378 -716,264  -1,519,522
Other creditors <1yr -8,220 -10,215 -31,571 -49,069 -133,412 -156,879 -338,288
Creditors >1yr -21,141 -26,273 -81,196 -126,200 -343,121 -403,477 -870,042
Provisions -1,542 -1,542 -1,542 -1,542 -1,542 -1,542 -1,542
Pension -36 -36 -36 -36 -36 -36 -36
Capital employed 627,495 760,549 1,141,946 1,126,983 2,100,248 4,531,131 4,375,259
Cash etc 204,201 204,201 204,201 204,201 204,201 204,201 204,201
Borrowing <1yr 148,641 222,463 569,486 512,342 1,225,629 3,366,506 2,820,895
Borrowing >1yr 229,903 229,903 229,903 229,903 229,903 229,903 229,903
Net borrowing 174,343 248,165 595,188 538,044 1,251,331 3,392,208 2,846,597
Share capital 216 232 232 232 232 232 232
Share premium 120,967 167,228 167,228 167,228 167,228 167,228 167,228
Retained earnings 48,846 61,802 96,176 138,356 398,334 688,340 1,078,078
Other 102,856 102,856 102,856 102,856 102,856 102,856 102,856
Minority interest 180,267 180,267 180,267 180,267 180,267 180,267 180,267
Capital employed 627,495 760,549 1,141,946 1,126,983 2,100,248 4,531,131 4,375,259
Net assets 453,152 512,385 546,759 588,939 848,917 1,138,923 1,528,661
Total equity 453,152 512,385 546,759 588,939 848,917 1,138,923 1,528,661
Source: Matrix Corporate Capital estimates
Figure 50: Cash Flow
($000) 2009A 2010E 2011E 2012E 2013E 2014E 2015E
Operating profit 10,597 28,006 96,544 154,586 633,186 705,517 1,174,446
Depreciation 5,298 7,980 20,909 20,909 56,014 64,279 138,660
Other 18,294 0 0 0 0 0 0
Working capital -7,586 -29,032 1,424 -11,686 -16,810 -5,321 -35,708
Operating cash flow 26,603 6,954 118,878 163,809 672,390 764,475 1,277,398
Tax paid -10,971 800 -1,379 -7,030 -12,771 -53,452 -42.974
Capex (less disposals) -196,842 -114,181 -409,382 0 -1,053,151 -2,479,362 0
Investments -109,326 0 0 0 0 0 0
Net interest 4,396 -13,671 -55,140 -99,635 -319,755 -372,538 -688,814
Residual cash flow -286,140 -120,099 -347,023 57,144 -713,287  -2,140,877 545,610
Equity issued 257,757 46,277 0 0 0 0 0
Change in net borrowing 25,613 73,822 347,023 -57,144 713,287 2,140,877 -545,610
Adjustments 2,770 0 0 0 0 0 0
Total financing 286,140 120,099 347,023 -57,144 713,287 2,140,877 -545,610

Source: Matrix Corporate Capital estimates
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NEATER, SWEETER, CLEANER, GREENER | o
Target price (p) 195
Greenko has seen strong share price performance on the back of gﬁ;i?fﬂ';fafjmg ) 110, 4181_22
new funding and two major acquisitions of assets but we think Market cap (£m) 187
there is still upside left. The company remains in a strong Sector Electricity
position in the Indian power market and has the ability to surprise Reuters/Bloomberg GKO.L/GKO LN
on the upside. 52-wk range 45-167
Debt/Equity (%) (19.82)
e Greenko’s pure play renewable strategy looks well balanced with both biomass
and hydro projects. While the operating portfolio is more weighted towards eaentlEE 2009A 2010E 2011E
biomass projects, the growth will largely come from run of river hydro projects. Revenue (m) 1387 1878 5143
These have fewer planning issues, relatively short lead times and do not suffer EBIT (m) 274 491 2293
the same equipment sourcing issues as fossil-fuelled plant. EBITDA (m) 6.06 6.41 27.44
e Greenko is not relying exclusively on renewable tariffs but is seeking a good E\:SEB'TDA ) 4310;13 387"1‘ 1495;2
balance of sales to merchant markets as well as through the more traditional P/E ratio (x) 46.0 45.5 1'2.3
state electricity board renewable PPAs. In addition, Greenko is registering its Pre-tax profit 317 521 19.02
projects in the UN Clean Development Mechanism so that there will be an FCF/sh (22.20) (18.93) (48.95)
additional income stream from carbon credits.
e The company has strong organic growth opportunities through the
development of a number of late-stage projects. There is also additional
growth potential from acquisition. It is difficult to place a value on acquisition-
led growth as it depends on the prices paid. We have not included potential
acquisitions in our valuation but acknowledge that this leaves room for
considerable additional value as the typical vendor is likely to give up value
because it lacks merchant markets access and finance.
e Greenko has recently raised capital from a variety of sources with a $46m zero
preference issue within its principal subsidiary and a £72m equity placing in
the holding company on AIM. The shares have responded well to both events
and also to the recent acquisition of 20MW of operating hydro projects and
licences for the development of a further 100MW. More recently, the company
has also added a potential 117MW of gas-fired capacity. While the shares
have risen 35% in 2010 the benefits of this more recent acquisition are still not
fully factored in and we still see value in the shares.
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BUSINESS SUMMARY

Greenko is a pure play clean energy producer with biomass and run of river hydro
projects. It has six operating biomass plants burning a mix of locally available
biomass including rice husk, groundnut shell, jatropha and bagasse. These total
41.5MW of capacity. In addition it has recently commissioned three run of river hydro
projects with 59.5MW of capacity and also purchased 20.25MW of operating hydro
projects. The most recent acquisition has added 36.8MW of operating liquid fuel
capacity although this will be converted to natural gas with a small reduction in
capacity to 32MW. In total this gives 158.6MW of current operating capacity.

There is a further 430.4MW of projects at various stages of organic development. In
addition, the company has identified 426.5MW of acquisition opportunities, all hydro.
Of these, 73MW are operating projects. The company is also looking at opportunities
in wind generation.

Strategy

Greenko has a long-term target of 1,000MW of installed clean energy capacity by
March 2015. It seeks to achieve this target through a mix of development and
acquisition. Greenko’s acquisition record is good and the company has recently
completed the acquisition of three hydro projects totalling 120MW. The company is
in a good position to pick up smaller stand-alone projects with limited access to
finance, and to act as a consolidator.

Revenue Types

The bulk of Greenko’s current revenue comes from power sales to state electricity
boards under long-term PPAs. The pricing of these is on the low side, although
Greenko’s deals have been structured to give a 19% return before any additional
income from carbon credit sales. The company is increasingly making use of higher-
priced short-term PPAs and merchant sales. While these only account for 2-3% of
current sales, it is intended that they will increase to 15% by 2012. Longer term the
company is looking for a more balanced mix of PPAs and merchant sales along the
lines of a 50:50 split.

Greenko has also registered nine of its twelve operating projects under the UN
Clean Development Mechanism and is selling carbon credits (CERSs). In the current
year it held back sales of credits as a result of low prices and has built up an
inventory of 120,000 CERs. These contribute around 10% of total revenue. So far
Greenko has not had to share CER revenue, but this may be the case with future
projects. However, given the uncertainties about the UN Clean Development
Mechanism, beyond 2012 we assume no value for CERs. While this is almost
certainly very cautious, we suspect it is in line with current market sentiment and
therefore an appropriate assumption for valuation purposes.

Projects

Greenko’s biomass projects are situated in the southern states of Karnataka,
Chattisgarh and Andhra Pradesh. The operating hydro projects are in Karnataka,
where they benefit from the higher rainfall associated with the Western Ghat
mountain range. The company is also targeting new hydro developments in the
mountainous states of Sikkim and Himachal Pradesh.

27 APRIL 2010

44



GREENKO GROUP

Figure 51: Greenko Project Summary
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Hydro
Hydro
Hydro
Hydro
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Hydro
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5
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Ownership
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100%
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100%
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100%
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100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
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Status

In operation

In operation

In operation

In operation

In operation

In operation

In operation

In operation

In operation
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In operation

In operation
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Under development
Under development
Under development
Under development
Under development
Under development
Under development
Under development
Under development
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Under development
Under development
Under development*
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Under development*

Source: Company data, *Not included in forecasts or valuation

Equipment Sourcing

The bulk of development will come from new hydro projects, which do not have the
same equipment sourcing issues as conventional combustion plant. Suppliers vary,

with the larger proportion of civil engineering work associated with hydro projects
being undertaken by local companies. Additionally much of the mechanical and

electrical equipment will come from local suppliers. The recently acquired 85MW gas
fired opportunity will source equipment from established international CCGT
suppliers and we do not see a delay here as particularly likely.

Management

There is a good balance with five non-executives and two executives. The
executives comprise a CEO and a president with responsibilities being broadly split

between operations and development, and commercial arrangements. There is no
board level finance director.
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Ownership

The major shareholder is GEF who came in at the recent fund raising. Aloe
Emerging Markets, a private equity fund run by Aloe Private Equity, was the original
seed investor. Aloe is a Geneva-based private equity investor with a socially
responsible investing bias. Dr Vivek Tandon, a general partner of Aloe is on the
board as a non-executive. Aloe has recently sold down its holding from over 30% to
the current 11.4% and this event has seen a number of new holders emerge,
including GEF and TPG Growth India. In addition, management owns 8% of the
shares, including a holding through ACMK Enterprises. Otherwise the shareholders
are normal investing institutions.

Figure 52: Greenko Major Shareholders

Holding (%) Cumm. (%)
GEF 20.0 20.0
Aloe Funds 1.4 31.4
TPG Growth India 10.2 41.6
ACMK Enterprise 8.0 49.6
Impax 71 56.7

Source: Bloomberg, Company data
Earnings Outlook

We expect the current year to see a small decline in EPS growth as carbon sales in
the year will not be recognised until the following year. From 2011, however, EPS
growth should start to accelerate as the new projects really kick in. From 2010 to
2015 the company should be able to deliver compound EPS growth in excess of
70%.

Financials

Greenko has undertaken substantial capital raisings recently with a £72m placing
and the issue of $46m of zero dividend preference shares to Global Environment
Fund. We estimate that these moves, together with internally generated cash, should
keep balance sheet gearing comfortable despite more than €350m of capex over the
next five years. However if it is to reach its 1,000MW long-term target, the company
will eventually need to return to the equity market for funding. We see gearing
peaking at just over 60% in 2014 after which it should fall again rapidly.

Valuation

We use a DCF model to value the company. Our cost of equity is 15% and our cost
of debt is 11%. Following the recent financings this gives a weighted average cost of
capital of 14.5%. Our DCF model values the shares at 195p giving 25% upside to
the current share price.
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Figure 53: Discounted Cash Flow Valuation

(€000) 2010E 2011E  2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E
Operating cash inflow 1,897 14,493 31,846 43,059 74,996 123,671 136,245 135,605 134,937 134,242 133,517
Tax paid -506 -357 -1,599 -1,743 -2,522 -7,169 -9,409 -9,333 -9,254 -9,172 -9,087
Interest tax shield 0 -1,172 -1,130 -1,663 -5,452 -9,334 -6,780 -3,604 -98 0 0
Capex & investments -24,000 -72,592 -42,629 -150,599 -171,918 -8,000 -8,000 -8,000 -8,000 -8,000 -8,000
Free cashflow -22,609 -59,628 -13,511 -110,947 -104,897 99,168 112,057 114,667 117,585 117,069 116,430
Terminal growth 1.5%

Terminal valuation 878,636

Terminal EV/EBITDA 8

Implied enterprise value 236,649

Implied market cap. 264,763

Implied share price 222 in GBP= 195
Source: Matrix Corporate Capital estimates
Figure 54: Profit and Loss Account

(€000) 2008A 2009A 2010E 2011E 2012E 2013E 2014E 2015E
Turnover

Power generation 10,653 12,648 18,778 49,565 50,385 58,195 86,145 86,250
Projects under construction 0 0 0 802 6,031 32,011 85,005 108,130
Projects under development 0 0 0 0 0 0 0 0
Carbon 2,468 1,227 0 1,061 5,437 5,573 2,856 2,928
Total 13,121 13,875 18,778 51,428 61,853 95,778 174,006 197,308
Operating profit

Power generation 1,520 1,514 4,914 21,468 21,889 25,203 41,564 41,262
Projects under construction 0 0 0 401 3,635 18,046 55,316 75,977
Projects under development 0 0 0 0 0 0 0 0
Carbon 2,468 1,227 0 1,061 5,437 5,573 2,856 2,928
Operating profit 3,987 2,741 4,914 22,929 30,961 48,822 99,736 120,166
P&L Account

Turnover 13,121 13,875 18,778 51,428 61,853 95,778 174,006 197,308
Operating profit 3,987 2,741 4,914 22,929 30,961 48,822 99,736 120,166
Investment income 214 1,801 0 0 0 0 0 0
Net interest -1,380 -1,376 292 -3,907 -3,767 -5,544 -18,175 -31,113
Pre-tax profit (UKSIP) 2,821 3,166 5,206 19,022 27,194 43,278 81,561 89,053
Exceptional ltems 0 0 -1,406 0 0 0 0 0
Pre-tax profit (FRS3) 2,821 3,166 3,801 19,022 27,194 43,278 81,561 89,053
Tax -318 -506 -357 -1,599 -1,743 -2,522 -7,169 -9,409
Net profit 2,503 2,660 3,443 17,423 25,451 40,756 74,392 79,645
EPS (p) (UKSIP) 6.13 3.91 3.71 14.59 21.31 34.13 62.30 66.69
EPS (p) (FRS3) 6.13 3.91 2.88 14.59 21.31 34.13 62.30 66.69
FCFPS (p) -62.68 -22.20 -18.93 -48.95 -10.37 -91.51 -83.27 90.86
Source: Matrix Corporate Capital estimates
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Figure 55: Balance Sheet

(€000) 2008A 2009A 2010E 2011E 2012E 2013E 2014E 2015E
Fixed asset cost 60,014 69,701 93,701 166,293 208,921 359,521 531,439 539,439
Fixed asset depreciation -1,072 -2,267 -3,768 -8,280 -14,213 -25,187 -41,892 -58,597
Net fixed assets 58,942 67,434 89,933 158,013 194,708 334,333 489,547 480,842
Goodwill 2,361 2,208 2,208 2,208 2,208 2,208 2,208 2,208
Other intangibles 6,788 9,136 9,136 9,136 9,136 9,136 9,136 9,136
Investments 0 1 1 1 1 1 1 1
Stock 1,361 2,354 3,186 8,725 10,494 16,249 29,521 33,475
Trade debtors 7,894 14,997 20,297 45,587 54,828 84,899 154,242 174,897
Other debtors 69 199 269 738 887 1,374 2,497 2,831
Trade creditors -4,214 -5,807 -7,859 -21,522 -25,885 -40,082 -72,820 -82,571
Creditors >1yr -1,743 -2,519 -3,409 -9,336 -11,229 -17,388 -31,590 -35,820
Pension -24 -23 -23 -23 -23 -23 -23 -23
Capital employed 71,434 87,980 113,740 193,526 235,125 390,708 582,719 584,975
Cash etc 24,253 11,649 71,196 71,196 71,196 71,196 71,196 71,196
Borrowing <1yr 4,741 10,565 10,565 72,928 89,077 203,904 321,523 244,134
Borrowing >1yr 34,527 32,518 32,518 32,518 32,518 32,518 32,518 32,518
Net borrowing 15,014 31,434 -28,114 34,249 50,398 165,225 282,844 205,456
Share capital 340 340 342 342 342 342 342 342
Share premium 55,812 55,812 137,674 137,674 137,674 137,674 137,674 137,674
Retained earnings 2,592 5,311 8,754 26,177 51,628 92,384 166,776 246,421
Other -2,324 -4,917 -4,917 -4,917 -4,917 -4,917 -4,917 -4,917
Capital employed 71,435 87,980 113,740 193,526 235,125 390,708 582,719 584,975
Net assets 56,420 56,546 141,854 159,276 184,727 225,483 299,875 379,520
Total equity 56,420 56,546 141,854 159,276 184,727 225,483 299,875 379,520

Source: Matrix Corporate Capital estimates

Figure 56: Cash Flow

(€000) 2008A 2009A 2010E 2011E 2012E 2013E 2014E 2015E
Operating profit 3,987 2,741 4,914 22,929 30,961 48,822 99,736 120,166
Depreciation 1,121 1,622 1,500 4,512 5,933 10,974 16,705 16,705
Other 0 670 -1,406 0 0 0 0 0
Working capital -5,817 -5,709 -3,112 -12,948 -5,048 -16,737 -41,445 -13,200
Operating cash flow -709 -776 1,897 14,493 31,846 43,059 74,996 123,671
Tax paid -238 -229 -506 -357 -1,599 -1,743 -2,522 -7,169
Capex (less disposals) -5,702 -10,075 -24,000 -72,592 -42,629 -150,599 -171,918 -8,000
Investments -18,937 -4,016 0 0 0 0 0 0
Net interest -1,507 -1,250 292 -3,907 -3,767 -5,544 -18,175 -31,113
Net dividends 38 1 0 0 0 0 0 0
Residual cash flow -27,053 -16,345 -22,316 -62,363 -16,149 -114,827 -117,619 77,389
Equity issued 0 81,864 0 0 0 0 0
Change in net borrowing 16,419 -59,548 62,363 16,149 114,827 117,619 -77,389
Adjustments -75 0 0 0 0 0 0
Total financing 16,345 22,316 62,363 16,149 114,827 117,619 -77,389

Source: Matrix Corporate Capital estimates
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Rating HOLD
SMALL BUT PERFECTLY FORMED :
Target price (p) 70
R R . Current price (p) 65
Indla_n_Energy. looks fairly valued at the_cfurrent share price based Shares outstanding (m) 25,347.60
on visible projects. There could be additional value from the Market cap (£m) 16
development of a pipeline of approximately 200MW but with no Sector Electricity
visibility and potential limitations on financing we are reluctant to Reuters/Bloomberg IEL.L/IEL LN
add any merely speculative sum to our valuation. 52-wk range 65.0-86.5
Debt/Equity (%) (12.13)
e Indian Energy has a single operating wind project and is developing a further
project in two phases. We value these projects at a total of £18m which gives a Year-end Mar (£) 2009A 2010E 2011E
share price of 70p. This does not offer significant upside to the current share Revenue (m) 114 307 524
price. EBIT (m) (0.63) 015 1.27
: . . : L EBITDA 0.33 1.04 275
. Thg -b.usmess model is tg deyelop o-r acquire more prOJegts but there is limited EV/EBITI(;;\)(X) 287_6; 276 104
visibility on the growth pipeline. While the company has identified EPS (25.00) (7.16) (2.35)
approximately 200MW of assets for acquisition there is no visibility on these P/E ratio (x) (26) (9.1) (27.7)
projects, making them impossible to value. This does give the potential for Pre-tax profit (1.41)  (1.19) (0.33)
positive surprises, although funding for this scale of growth could challenge the FCF/sh (181.87)  5.67 (31.99)
company.
¢ Indian Energy is focussed on wind generation and the relative unpredictability
of wind makes it harder to secure merchant sales at premium prices. The
company is therefore more reliant on renewable tariffs or PPAs at similar
levels. This implies relatively lower returns, although with the addition of CER
income and other renewables incentives, returns are still attractive.
e There is a general risk that Indian renewable companies will have to share
CER benefits with customers and there is also uncertainty about the future of
the Clean Development Mechanism beyond 2012. Indian Energy’s operating
projects are relatively immune to these risks as it has sold forward the CERs to
2016.
e Unlike the other Indian power companies on AIM, Indian Energy has no overly
significant management shareholderings. However, the overall size of the
company is small with a market capitalisation at just £16m. This could raise
possible liquidity issues.
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BUSINESS SUMMARY

Indian Energy initially raised £10m to purchase the 24.8MW Gadag Wind farm and
supporting operations. The company intends to follow this with the purchase of a
diverse portfolio of operating wind assets and projects at an advanced stage of
development. It aims to be a long-term owner and operator of the assets in its
portfolio. While the Indian wind power sector is fragmented, it has been in
development for over 15 years and the market is mature. India is now the fifth-
largest producer of wind power globally, and wind is the largest form of grid-
connected (non-hydro) renewable energy in India

Strategy

Indian Energy will initially seek assets where key permits are in place, land has been
secured and construction is imminent. It intends to focus on assets where there are
long-term PPAs in place and that are potentially eligible for CDM status. The aim is
to focus on projects with secure long-term cashflows.

The formal target is to achieve 300MW of operating capacity by Q1 2013. So far it
has only disclosed its Theni project, which amounts to 49.5MW in two stages. The
company has identified approximately 200MW of further assets for acquisition, but
there is no visibility on these projects, which makes them impossible to value.

Revenue Types

All of Indian Energy’s projects are wind farms and as such will benefit from higher
tariffs from the state. Indian Energy has not so far made significant moves to sell the
power as merchant output. Given the intermittency of wind generation this may not
be possible. However, the projects should be eligible for carbon credits under the
CDM. While wind projects in China have been rejected recently by the CDM
executive board, the issues are largely due to a high implied level of tariff support in
China. We do not believe that the wind tariffs in India are high enough to make this a
problem. The company has already sold the CERs on its Gadag Plains project to
EdF for €11.50/t up to 2012 and €8.50/t to 2016. The reason for the fall in price is
that there is currently no guarantee of a continuation of the CDM or markets for
credits beyond 2012. However, it is highly likely that the European Emissions
Trading Scheme will allow CERs to continue to be fungible with EU credits (EUAs)
beyond 2012.

Projects

In addition to the already operating 24.8MW Gadag project the company has
secured its next project at Theni in Tamil Nadu. This is a 49.5MW project in two
phases of 16.5MW and 33MW and will be project-financed by the State Bank of
India. Phase 1 is already under way with the first three turbines already in operation
and the remaining eight expected to be operational by the end of June.

Figure 57: Indian Energy Project Summary

Project Location Fuelltype  Gross capacity MW Ownership Status
Gadag Plains Karnataka Wind 24.8 100% In operation
Theni Phase 1 Tamil Nadu Wind 16.5 100% Jun-10
Theni Phase 2 Tamil Nadu Wind 33 100% Dec-10

Source: Company data
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Equipment Sourcing

The Gadag Plains project uses 800kW Enercon turbines, which are well proven
pieces of kit. The Enercon uses an annular generator, which eliminates the need for
a gearbox and thus removes one of the main potential sources of breakdown in a
wind turbine. To date, the Gadag Plains project has achieved an availability of 98.6%
compared to a forecast of 95-97%.

The Theni project will use 1.5MW Vensys turbines. These are also a direct drive
design using permanent magnets, but are again are well proven models.

Management

At the executive level there is a managing director and a business development
director. There are three non-executives including the non-executive chairman. With
the exception of the business development director, the members of the board have
a European finance background and are possibly lacking in relevant power sector
experience. However, the next level down appears to fill in the skills gaps.

Ownership

The directors hold 6.4% of the shares between them, but otherwise the shareholding
structure is fairly institutional. The largest shareholder, with 20.51%, is the Utilico
Emerging Markets investment company, a Bermuda-incorporated closed-ended
investment company specializing in infrastructure and utility investments in emerging
markets.

Figure 58: Indian Energy Top Shareholders

Holding (%) Cumm. (%)
Utilico Emerging Markets 20.51 20.51
Lloyds Banking Group 10.06 30.57
Ignis Investment Services 5.09 35.66
Premier Energy & Water Trust 4.80 40.46
Strachwitz Rupert 2.98 43.44

Source: Bloomberg
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Figure 59: Discounted Cash Flow Valuation

Earnings Outlook

A full year of operations from the Gadag Plains project should see the company
move into positive earnings territory in the current year before exceptional costs
related to the AIM flotation. Thereafter growth should be strong with a major pick-up
in 2012E. Earnings will fall in 2013E as the contracted CER price drops. This
coincides with an increase in the interest charge as the final capex on Theni phase 2
is completed. If the 2012 earnings figure is an intermediate high point then the
company still offers very strong earnings growth out to 2016. We think that CERs
will, by that stage, be priced above €8.50, so we expect another earnings pick up in
2017.

Financials

Following the AIM fundraising in 2009, the company now has just over £1m of net
debt, putting gearing at just 8%. Even the spend on both the Theni phases should
not take gearing over 65% and debt to total capital remains below 40%. This
provides more than enough financial strength for the company to pursue other
projects. The company intends to implement a progressive dividend policy at the
earliest opportunity.

Valuation

We use a DCF model to value the company. Our cost of equity is 15% and our cost
of debt is 11%. As the company is currently almost ungeared this gives a weighted
average cost of capital of just under 15%. Our DCF model values the shares at 70p,
8% above the current share price.

(£000) 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E
Operating cash inflow 1,623 4,949 12,032 7,175 6,562 6,950 6,868 6,784 7,953 7,318 7,842
Cash from associates 0 0 0 0 0 0 0 0 0 0 0
Tax paid -186 -202 -263 -451 -423 -417 -411 -405 -399 -392 -385
Interest tax shield -401 -479 -560 -749 -609 -473 -310 -131 0 0 0
Capex & investments 0 -12,857 -24,713 0 0 0 0 0 0 0 0
Free cashflow 1,035 -8,589 -13,504 5,976 5,529 6,059 6,147 6,248 7,554 6,926 7,457
Terminal growth 1.5%
Terminal valuation 56,276
Terminal EV/EBITDA 8
Implied enterprise value 15,909
Implied market cap. 17,744
Implied share price 70
Source: Matrix Corporate Capital estimates
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Figure 60: Profit and Loss Account

(£000) 2009A 2010E 2011E 2012E 2013E 2014E 2015E
Turnover

Power Generation 345 2,818 2,818 2,818 2,707 2,707 2,707
Projects under construction 0 0 1,615 5,453 5,391 5,391 5,391
Projects under development 0 0 0 0 0 0 0
Central costs/CER sales 797 253 811 1,935 1,723 1,273 1,273
Total 1,143 3,071 5,243 10,206 9,820 9,371 9,371
Operating profit

Power Generation 25 1,923 1,722 1,505 1,378 1,360 1,342
Projects under construction 0 0 813 3,256 3,132 3,097 3,061
Projects under development 0 0 0 0 0 0 0
Central costs/CER sales -653 -1,777 -1,271 21 765 292 267
Operating profit -628 146 1,265 4,781 5,275 4,749 4,670
P&L Account

Turnover 1,143 3,071 5,243 10,206 9,820 9,371 9,371
Operating profit -628 146 1,265 4,781 5,275 4,749 4,670
Net interest -778 -1,338 -1,598 -1,866 -2,495 -2,030 -1,578
Pre-tax profit (UKSIP) -1,406 -1,192 -333 2,915 2,780 2,719 3,092
Exceptional items 0 -1,406 0 0 0 0 0
Pre-tax profit (FRS3) -1,406 -2,598 -333 2,915 2,780 2,719 3,092
Tax -186 -202 -263 -451 -423 -417 -411
Net profit -1,592 -2,800 -596 2,465 2,357 2,302 2,680
EPS (p) (UKSIP) -25.09 -7.16 -2.35 9.72 9.30 9.08 10.57
EPS (p) (FRS3) -25.09 -11.04 -2.35 9.72 9.30 9.08 10.57
FCFPS (p) -181.87 5.67 -31.99 -51.07 26.53 24.22 25.77
Source: Matrix Corporate Capital estimates
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Figure 61: Balance Sheet

(£000) 2009A 2010E 2011E 2012E 2013E 2014E 2015E
Fixed asset cost 17,679 17,679 30,536 55,249 55,249 55,249 55,249
Fixed asset depreciation -301 -1,192 -2,676 -4,951 -7,225 -9,499 -11,773
Net fixed assets 17,378 16,487 27,860 50,299 48,025 45,750 43,476
Stock 0 0 0 0 0 0 0
Trade debtors 134 359 613 1,194 1,149 1,096 1,096
Other debtors 121 327 557 1,085 1,044 996 996
Trade creditors -979 -2,632 -4,494 -8,748 -8,418 -8,032 -8,032
Other creditors <1yr -319 -858 -1,464 -2,850 -2,743 -2,617 -2,617
Creditors >1yr -146 -391 -668 -1,301 -1,252 -1,195 -1,195
Capital employed 16,189 13,291 22,404 39,678 37,805 35,999 33,724
Cash etc 2,648 16,649 16,649 16,649 16,649 16,649 16,649
Borrowing <1yr 740 740 10,448 25,258 21,028 16,920 11,965
Borrowing >1yr 14,075 14,075 14,075 14,075 14,075 14,075 14,075
Net borrowing 12,167 -1,835 7,873 22,683 18,454 14,346 9,391
Share capital 113 253 253 253 253 253 253
Share premium 4,534 18,297 18,297 18,297 18,297 18,297 18,297
Retained earnings -2,657 -5,457 -6,052 -3,588 -1,231 1,070 3,751
Other 2,033 2,033 2,033 2,033 2,033 2,033 2,033
Capital employed 16,189 13,291 22,404 39,678 37,805 35,999 33,724
Net assets 4,023 15,126 14,530 16,995 19,352 21,653 24,334
Total equity 4,023 15,126 14,530 16,995 19,352 21,653 24,334
Source: Matrix Corporate Capital estimates
Figure 62: Cash Flow

(£000) 2009A 2010E 2011E 2012E 2013E 2014E 2015E
Operating profit -628 146 1,265 4,781 5,275 4,749 4,670
Depreciation 301 891 1,484 2,274 2,274 2,274 2,274
Other -8 -1,406 0 0 0 0 0
Working capital 801 1,991 2,200 4,976 -374 -462 6
Operating cash flow 466 1,623 4,949 12,032 7,175 6,562 6,950
Tax paid -419 -186 -202 -263 -451 -423 -417
Capex (less disposals) -11,590 0 -12,857 -24,713 0 0 0
Investments 0 0 0 0 0 0 0
Net interest 80 -1,338 -1,598 -1,866 -2,495 -2,030 -1,578
Net dividends 0 0 0 0 0 0 0
Residual cash flow -11,462 98 -9,708 -14,810 4,229 4,108 4,955
Equity issued 0 8,612 0 0 0 0 0
Change in net borrowing 12,406 -14,001 9,708 14,810 -4,229 -4,108 -4,955
Adjustments -944 5,291 0 0 0 0 0
Total financing 11,462 -99 9,708 14,810 -4,229 -4,108 -4,955
Source: Matrix Corporate Capital estimates
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IMPORTANT DISCLOSURES

General Disclosures

MCC is committed to publishing accurate but non-independent research reports. MCC may provide
financial advice to, and undertake corporate finance and other transactions on behalf of, companies
on which it publishes research. Therefore, research reports published by MCC have not been
prepared in accordance with legal requirements designed to promote the independence of
investment research; nor is MCC subject to any prohibition on dealing ahead of the dissemination of
investment research. Accordingly, this research report should be treated as a marketing
communication.

This report was first released on 27 April 2010.

Unless otherwise noted, the securities prices noted in this report were market prices on 23 April
2010.

We seek to update our research as appropriate, but various regulations may prevent us from doing
so. Our reports are published at irregular intervals as appropriate in the analyst's judgement.

MCC's price targets are based on several methodologies, which may include, but are not restricted
to, analyses of market risk, growth rate, revenue stream, discounted cash flow, EBITDA, EPS, cash
flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, premium (discount)/average
group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value,
dividend returns, and return on equity over the next 12 months.

This report has been prepared by the individual(s) whose name(s) appear(s) on the front cover.
Unless it has been otherwise specified, the preparers are employed by MCC as research analysts.
Research analysts are paid in part based on the profitability of MCC, which includes remuneration
received from investment banking transactions.

Specific Disclosures

Company Disclosure
Greenko Group None
Indian Energy None
KSK Power Venturs None
OPG Power Ventures None

1. Matrix Corporate Capital acts as broker
2. Matrix Corporate Capital acts as NOMAD
3. Matrix Corporate Capital acts as market maker

MCC, its partners, employees and any affiliated undertaking may have a position or holding in any of
the securities mentioned in this report or in a related instrument.

Disclaimer

This report is issued by Matrix Corporate Capital LLP ("MCC") which is authorised and regulated in
the United Kingdom by the Financial Services Authority (FSA) and is a member of the London Stock
Exchange.

This report is not directed to, 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 or regulation or which would
subject MCC to any registration or licensing requirement within such jurisdiction.
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This report is for the use of the addressees only and is intended for use only by a person or entity
that qualifies as an authorised person or exempt person within the meaning of section 19 of the
Financial Services and Markets Act 2000 (the "Act") or qualifies as a person to whom the financial
promotion restrictions imposed by the Act do not apply by virtue of the Financial Services and
Markets Act 2000 (Financial Promotion) Order 2005, or is a person classified as an "professional
client" for the purposes of the Conduct of Business Sourcebook of the FSA. Consequently, this
report is intended for use only by high net worth entities or by persons having professional
experience in matters relating to investments. This report is not intended for use by other persons, in
particular, "retail clients" as defined by the rules of the FSA. Any such person who receives this
report should not act upon the contents of this report.

The information and materials presented in this report have been obtained or derived from sources
believed by MCC to be reliable. Such information and materials have not been independently verified
and MCC makes no representation as to their accuracy or completeness. Neither MCC, nor any of
its directors or employees accepts liability for any loss arising from the use of material presented in
this report.

Any forecasts or target prices shown for companies or securities noted in this report may not be
achieved due to multiple risk factors including, without limitation, market volatility, sector volatility,
corporate actions, the unavailability of complete and accurate information or assumptions made by
MCC or other sources relied on in the report subsequently transpiring to be inapposite.

The information and materials presented in this report are provided to you for information purposes
only and are not to be used or considered as an offer, or the solicitation of an offer, to sell or buy or
subscribe for securities or other financial instruments. This report was prepared for general
circulation and does not give investment advice or personal recommendations specific to individual
investors. As such, the companies and securities discussed in this report may not be suitable for all
investors who must make their own investment decisions based on their specific investment
objectives and financial situation utilising their own financial advisors as they deem necessary. MCC
will not treat recipients of this report as clients by virtue of their receiving it.

Past performance should not be taken as an indication or guarantee of future performance, and no
representation or warranty, express or implied, is made regarding future performance. Information,
opinions and estimates contained in this report reflect the preparer's best judgement at the date of
publication and are subject to change without notice. The price, value of, and income from any of the
securities or financial instruments mentioned in this report can fall as well as rise. You may not get
back as much as you invest. Fluctuations in exchange rates could have adverse effects on the value
or price of, or income derived from, certain investments.

None of the material presented in this report, nor its content, nor any copy of it, may be altered in
any way, transmitted, copied or distributed to, any other party, without the express prior written
permission of MCC.
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