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Swelect Energy Systems Ltd (Swelect), founded in 1994, is a Chennai based
prominent manufacturer of power electronics and renewable energy. Earlier
acknowledged as Numeric Power Systems Ltd, Swelect operates primarily
across four major segments, namely, Contract Manufacturing, Solar Energy
Systems/ Services, foundry and others.

Investment Rationale

Oe Revenue growth estimated at a CAGR of ~19% YoY over FY14-17E: We
expect Swelect’s revenue to grow at a CAGR of ~19% over FY14-17E on hopes of
higher revenues from the solar energy systems/services, foundry and other
along with better the weak contract

businesses performance from

manufacturing division. The government’s thrust on rising solar power
generation capacity five-fold to 1, 00,000 MW by 2022 also augurs well for

Swelect.

O

the accomplishment of design, installation and commissioning of its 15 MW

Efforts to exploit on solar energy bodes well for the company: With

solar power park in Tamil Nadu, Swelect is betting big on solar energy. The
company has made an investment of ~%1.1 bn in the development of the
aforesaid solar energy park. Swelect plans to construct similar energy parks in
the near future, which would help in boosting its revenue-base. Since the plant
is nearing its full capacity, we believe, Swelect would be able to draw higher
revenues, given the high power generation capacities. The addition of more such
park would strengthen the company’s position in the solar power market.

O

~300 days of sunshine annually and has the prospective to host a solar power

Key beneficiary of government’s push on solar energy: India receives

project everywhere. To reap the benefits of this panorama, the government, has
laid down an ambitious plan to raise the target to increase solar power capacity
five-folds to 1,00,000 MW by 2022, as against its previous target of 20,000 MW.
Further, with an aim to engage Indian companies in developing renewable
energy and to attract investment of more than USD 100 bn (~X6 lakh crore) in
the sector, the Ministry of New and Renewable Energy (MNRE) is rolling out a
scheme for setting up 25 solar parks, including ones with ultra-mega solar power
projects of 500 MW or more. The ministry expects to commission the projects
by FY19 and the plan will have an estimated central financial assistance of 340.5
bn.

Given the government’s efforts towards increasing investments in solar power
projects, Swelect is well placed to take advantage of the same as a channel
partner of MNRE and would now be able to accelerate the growth of its
business in the green energy space of solar and wind energy.

Rating BUY
CMP (%) 564
Target (%) 670
Potential Upside ~19%
Duration Long Term
Face Value (%) 10.0
52 week H/L () 687.8/271.3
Adj. all time High () 687.8
Decline from 52WH (%) 18.0
Rise from 52WL (%) 107.9
Beta 1.3
Mkt. Cap (Xbn) 5.7
Enterprise Value (Ibn) 53

Fiscal Year Ended

Y/E FY14A  FY15E FY16E FY17E
Revenue (Ibn) 1,764.5 2,151.7 2,539.0 2,996.1
EBITDA (3bn) 61.7 2343 3719 530.5
Net Profit (Zbn) 161.8 241.2 339.5 451.1
Reported P/E (x) 16.0 23.9 33.6 44.6
P/BV (x) 35.2 23.6 16.8 12.6
EV/EBITDA (x) 0.8 0.8 0.8 0.8
ROCE (%) 3.0 4.7 6.0 7.4
ROE (%) 24 35 4.7 6.1
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Previously known as Numeric
Power systems Itd, Swelect
Energy Systems operates
primarily across four major
segments, namely, Contract
Manufacturing, Solar Energy
Systems/ Services, foundry
and others.
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Revenues to grow at a CAGR of ~19% over FY14-17E

. Swelect Energy Systems Ltd. - a leading producer of power electronics and

renewable energy in India

Swelect Energy Systems Ltd (Swelect), established in 1994, is a Chennai based leading producer
of power electronics and renewable energy. Previously known as Numeric Power Systems Ltd,
Swelect operates primarily across four major segments, namely, Contract Manufacturing, Solar
Energy Systems/ Services, foundry and others.

For its international operations, the company operates through its wholly owned subsidiary in
Singapore. Swelect has earned a name in the solar energy space within a short span of time as a
complete product company and a leading photovoltaic (PV) project implementer.

The company is engaged in the business of manufacturing and dealing of solar power projects,
solar and wind power generation, contract manufacturing services, installation and
maintenance services, sale of solar photovoltaic inverters and energy efficient lighting systems.

The company’s business segments include contract manufacturing - uninterrupted power supply
(ups) system, solar energy systems / services and others. The company’s product range includes
solar PV modules, solar charge controllers (PWM and MPPT) / power converters (DC/AC) and
solar inverters (standalone / off-grid), among others. The company’s capabilities include
mechanical balance of system and works, electrical balance of systems and works and rooftop
and utility scale projects, among others.
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While the consolidated total
income surged 57.1% YoY, it
declined ~17.0% sequentially,
impacted by weak performance
by contract manufacturing
division.

Net profit depreciated
substantially by 86.2% YoY and
71.7% QoQ

. Witnessed mixed set of numbers in Q3FY15

Swelect, recorded mixed set of numbers in Q3FY15. The consolidated total income surged
57.1% YoY primarily led by ~166% YoY rise in revenue from solar energy segment. However,
the company witnessed significant de-growth in its EBITDA during the period mainly
impacted by higher operating expenses, up 58.6% YoY, incurred by the company in Q3FY15.
As a result, Swelect witnessed 86.3% YoY decline in EBITDA at ¥0.5 mn. It was reported that
the cost of inventory (as a percentage of net sales) surged tremendously to 9.3% in Q3FY15
as against a drop of 3.1% in Q3FY14. Growth in cost of raw material consumed (as a
percentage of net sales) by 40bps YoY to 61.5% in Q3FY15 from 61.1% in Q3FY14 also
deteriorated the operating profit. Consequently, EBITDA margin contracted 90bps YoY to
0.1% during the quarter, as against 1.0% in Q3FY14. Swelect’s net profit, also depreciated
substantially by 86.2% YoY and 71.7% QoQ. On margins front also, the company could not
perform well due to a significant decline in operating profit caused by higher rise in expenses
(as a percentage of sales).

Decent growth in its solar energy segment makes us bullish about the long-term revenue
growth of Swelect Energy. However, to remain viable on the profitability front, the
company needs to control its operating expenses.

Revenue trend over last five quarters

700.0 -

600.0

500.0

400.0
Imn

300.0

200.0

100.0

Q3FY14

Swelect’s plans to construct
similar energy parks in the
near-future would help
boosting its revenue-base.
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. Efforts to capitalise on solar energy augurs well for the company

With the completion of design, installation and commissioning of its 15 MW solar power park
in Tamil Nadu, Swelect is betting big on solar energy. The company has made an investment
of ~X1.1 bn in the development of this aforesaid solar energy park. Swelect, which is also
known as the leading rooftop solar company with an installation of more than 1,500 rooftop
installations, owns a capacity of 12 MW in the plant and the remaining 3 MW capacity of the
installation is owned by two other companies, namely, Yajur Energy Solutions and Amex
Alloys (a subsidiary of Swelect). Swelect plans to construct similar energy parks in the near
future, which would help in boosting its revenue-base. Since the plant is nearing its full
capacity, we believe, the company would be able to draw higher revenues, given the high
power generation capacities. The addition of more such parks would further strengthen the
company’s position in the solar power market.



Segmental revenue contribution over last five quarters
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. With HHV under its umbrella, Swelect has now become a full-fledged EPC
company

Following the successful acquisition of 49% stake in HHV Solar Technologies Ltd (HHV) in FY13,
Swelect has completed the acquisition of remaining 51% stake in the Bangalore-based branded
solar module manufacturing company in FY14. With the addition of HHV in its portfolio of
companies, Swelect Energy has become the first company in India that offers almost a
complete range of Solar Power project components.

Swelect, which is engaged in the manufacturing of solar power converter, array junction boxes
and solar module mounting structures, has now become a full-fledged EPC company with its
control over the solar panel manufacturing subsidiary HHV. We believe the acquisition is likely
to add value to the company’s business going forward with Swelect’s continuous efforts
towards improving its performance.

. Sharp rise in exports of solar modules - a key growth driver for Swelect

India witnessed nearly 80% of According to reports, India witnessed a significant increase in the export of solar modules,
. o . . .
the exports to Europe, notably to which grew by 152% YoY to USD 106 mn in FY14 as against USD 270 mn in FY13. The country
0,
Germany, followed by saw nearly 80% of the exports to Europe, notably to Germany, followed by the Netherlands and

Netherlands and UK. the UK. This turned out to be good for the solar module manufacturer like Swelect.

Swelect is likely to grab a substantial share of exports going forward, as the company has
recently entered into an agreement with a Germany-based company through its wholly owned
subsidiary, HHV.

The German company first helped Swelect in bringing an improvement in manufacturing the
products subsequent to which it started buying from it, thereby further strengthening its
revenue growth prospects. With expectations of a sustained rate of growth in exports, we
expect the company to grab a considerable portion of revenue from exports. Currently,
Swelect’s earns ~25% of revenue from outside India. Traction in European market, which is
the major contributor to total exports, also bodes well for the company.




Export of solar modules from India (USD mn)

FY13 FY14
Germany 19.07 83.88
UK 0.23 66.54
The Netherlands 25.37 58.69
Japan 14.67 16.98

. Major beneficiary of government’s thrust on solar energy

India, which has ~300 days of sunshine annually, has the potential to host a solar power
project everywhere. To reap the benefits of this golden opportunity, the Modi-led
government, has laid down the ambitious plan to raise the target to increase solar power
capacity five-folds to 1,00,000 MW by 2022, as against its previous target of 20,000 MW.

Given the government’s efforts
g ff Additionally, the ministry is rolling out a scheme for setting up 25 solar parks, including

towards increasing investments
in solar power projects, Swelect
is well placed to take advantage
of the same as Swelect, which is
also a channel partner of MNRE.

ones with ultra-mega solar power projects of 500 MW or more. The ministry expects to
commission the projects by FY19 and the plan will have an estimated central financial
assistance of 40.5 bn. Partially, the government’s focus on renewable energy
arrangements shoots from the fact that India claims an energy import bill of around $150
billion, expected to reach $300 billion by 2030, which it wants to reduce. India imports 80%
of its crude oil and 18% of its natural gas requirements.

With Swelect gaining the reputation as a complete product company in developing solar
power projects (installed over 1,500 rooftop projects across India) and a leading PV
project implementer, we expect, given the government’s efforts towards increasing
investments in solar power projects, Swelect is well placed to take advantage of the
same as Swelect. As it is also a channel partner of (Ministry of New and Renewable
Energy) MINRE, it would now be able to accelerate the growth of its business in the green
energy space of solar and wind energy.

. Capable of riding the industry wave

Indian renewable energy sector is at a crucial juncture and has attracted renewed interests
as is visible in the number of initiatives being undertaken by various government
departments to boost solar adoption in the country and reduce reliance on fossil fuels. This
inventiveness have appeared on the back of growing demand from international leaders
and climate agencies to reduce carbon emission so that at least one third of the power
generation in India will be fossil-fuel free by 2030. In December’2014, the cabinet
acknowledged establishing of over 300 MW of grid-connected and off-grid solar power
projects by defense establishments and paramilitary forces under viability gap fund from
Jawaharlal Nehru National Solar Mission (JNNSM) in the 2014-19 period. Lately, the East
Central Railway (ECR) of India announced plans to set up solar illumination over 780
manned as well as unmanned railway crossings to provide adequate lighting. Similarly
there are plans to illuminate Indo-Pak border fencing posts using solar panels. In another
such development, Airports Authority of India plans to build solar power plants in 30
airports. We believe that being the fifth largest manufacturer of photovoltaic cells, the
company is expected to be a key beneficiary of the growing prospect in the industry.




Balance Sheet (Consolidated) Profit & Loss Account (Consolidated)

Y/E R mn) FY14A FY15E FY16E FY17E Y/E X mn) FY14A FY15E FY16E  FY17E
Share Capital 101.1 101.1 101.1 101.1
Reserves & Surplus 6683.1 68188  7,0528 7,250 Total income 1,764.5 21517 2,539.0 2,991
Net worth 6,784.2 6,919.8 7,153.9 7,352.1

Operating
Ml (50.0) (50.0) (50.0) (50.0) Expenses 1,702.7 1,917.5 2,167.1 2,465.6
Preference  shares in

idi hel 26.2 26.2 26.2 26.2

su'bSId'lary eld by 6 6 6 6 EBITDA 61.7 234.3 371.9 530.5
minority stakeholders
Total debt 1,011.5 1,528.5 1,628.0 1,734.7
Provisions 152.6 54.2 55.0 56.0 Other Income 268.5 268.5 268.5 268.5
Deferred tax liabilities 150.7 167.4 184.1 202.6
Other non-current Depreciation 100.0 115.0 132.2 152.1
liabiliti 19.4 19.4 19.4 19.4
abiiities EBIT 230.2 387.8 508.2  646.9
Other current liabilities 691.7 722.2 783.0 850.4

Interest 45.3 52.0 59.8 68.8
Total equity & liabilities 8,786.2 9,387.8 9,799.5 10,191.3
Fixed assets 2,439.4 2,878.5 3,310.3 3,806.8 PBT 185.0 335.7 448.4 578.1
Goodwill 344.0 575.7 575.7 575.7
Investments 2,915.8  3,123.9  3,1188  3,114.3 Tax 19.9 913 1055 1237
Other non-current assets 564.0 7.3 8.0 8.8

Minority Interest (3.3) (3.3) (3.3) (3.3)
Other current assets 2,157.8 2,419.1 2,376.8 2,247.2 g

Reporte Net
Total assets 8,786.2 9,387.8  9,799.5 10,191.3 Profit 1618 241.2 3395 4511

Key Ratios (Consolidated)

FY14A  FY1SE FY16E FY17E . Valuation and view

EBITDA Margin (%) 3.5 10.9 14.6 17.7 With renewable energy gaining traction in India, the sector is
EBIT Margin (%) 13.0 18.0 20.0 216 likely to attract huge investments going forward. Swelect, a
renowned name in renewable energy space, is well placed to
0,
Reported NPM (%) 92 112 134 151 take benefits of this opportunity. The government’s
NPM - . continuing 91 11.2 13.4 15.1 announcement to raise the solar power capacity to 1, 00,000
operations (%) MW by 2022 has brought a golden opportunity for the
ROCE (%) 3.0 4.7 6.0 7.4 company as Swelect, also a channel partner of MNRE, is likely
ROE (%) 24 35 47 6.1 to get a boost to its revenue-base from the same. Expectations
for a consistent growth in exports of solar modules from India
Reported EPS (%) 16.0 23.9 33.6 44.6 n } )
also makes us positive for Swelect’s growth prospects, given
Reported P/E (x) 35.2 23.6 16.8 12.6 the company’s ~25% earnings comes from exports.
BVPS() 6713 684.7 707.9 727.5 We initiate BUY rating on Swelect. At CMP of ¥564.0, Swelect is
currently trading at an EV/EBITDA of 17.1x FY16E and 12.7x
P/BVPS (x) 0.8 038 038 038 FY17E. Considering the company’s strong fundamentals, we
BUY’ wi . ' S
EV/Net Sales (x) 3.0 )8 25 23 recommend ‘BUY’ with a target price of 3670.0, which implies
potential upside of ~19% to the CMP from one year
EV/EBITDA (x) 86.6 26.0 17.1 12.7

perspective.
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