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Thermal Capacity Net Capacity Additions in India Market Update
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_gc’a: E"‘L”F""CF'QZEQ‘GW' LHS) —gas ;i‘;acsz'éew' tHS) 15 national level increased by 1.1pp yoy in 2H18 as higher demand drove up
oal PLF (RHS) as PLF (RHS) *) electricity generation by 7% yoy to 694 bilion kWh. Total capacity
250 80 10 increased by 5% yoy to 349GW, led by renewable capacity which has
200 | mm———_ 60 inherently lower load factors. The generation increased almost across fuel
150 o~ 5 sources, with coal, hydro, wind and solar contributing 51%, 22%, 16% and
40 I L . I LI 13%, respectively, of the growth, offset by a decline in electricity
100 . g e
. 2 o - L . . | production from gas and nuclear-based capacities.
Thermal power generation rose by 5% against a 2% yoy increase in
0 N o ooososomomoeoeonN @ oW 0 s . . . . R . N . capacity to 223GW, which pushed up utilisation levels by 1.7pp to 55%.
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generators and utilities means an ongoing state of fewer additions to
) ) . renewable capacity in the short term. The tariff-based auction for wind
Increasing Renewable Capacity Energy Exchange Volumes and Prices power yielded prices of INR2.82/kWh in March 2019, up from the lows of
= Total capacity of India (GW, LHS) INR2.44/KWh in 2018.
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However, a sustainable improvement of the power distributors will require
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Source: Fitch Ratings, Central Electricity Authority Source: Fitch Ratings, Central Electricity Authority to INRO.28/kWh from INRO.46/kWh, according to the Ministry of Power.

B Lower Electricity Deficit, Higher Exchange Prices: A combination of
capacity additions, higher utilisation and better networks addressed the
higher demand, resulting in a lower national electricity deficit of 0.5% in

Rachna Jain Muralidharan R 2H18 (1H18: 0.6%, 2H17: 0.7%). About 5% of the total electricity supply is
+65 6796 7227 +65 6796 7236 sold on the Indian Energy Exchange. The higher demand, coal shortages
rachna.jain@fitchratings.com muralidharan.r@fitchratings.com and lower renewable power generation pushed trading prices up to

INR4.1/kWh in 2H18 (2H17: INR3.4/kWh). The prices retreated again in
1Q19, driven mainly by electricity supply being more than required.
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Analysis
Thermal Utilisation Levels State-Owned  Plants Led India Coal Imports by Thermal Power Stations
Central government-owned utilities e State government-owned utilities Higher ~ Thermal  Capacity (m tonnes)
o Private utilities Utilisation: The state
(%) 9
80 generation companies’ (gencos) 3
thermal capacity utilisation rose 6
70 /\/\ ——— by 3.8pp yoy to 52% in 2H18, 5
60 while that of the central-state- g
owned gencos was up by 70bp 2
S0 to 65%. Private gencos’ é
20 utilisation remained low, though 2828888888885 55555%88338383833832
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% g “E.’ § § % % § g 50bp higher to 50% — reversing S3ER 328283532338 8332328~2532388
N - o - N - N - N a declining trend from 2H16.
Source: Fitch Ratings, Central Electricity Authority The higher thermal capacity Source: Fitch Ratings, Central Electricity Authority
utilisation drove the increase in
coal imports.
Wind Tariffs - Auction vs. FiT Sluggish Renewable Capacity Solar Tariffs - Key Central Projects
—— Addition: 2GW of solar
SECI 6 (March 2019) e — ~ . . -~
NTPC (Sept 2018) / - \ capacity was added in 2H18, Feb 19 7 : \
SESCégl(iL(IEUS_tI ggig; ( .- \ down from 6GW in 1H18 (2H17: Jul 18 / \
pri . . -, Jun 18 !
SECI 3 (Feb 2018) \ ] / 4GW). Wind capacity addition Jun 18 [ i |
SECI 2 (Oct 2017) - ; May 18 1
SECI 1 (Feb 2017) N — also came down marginally, to Dot 17 \ i /
Tamil Nadu (FiT, before TBCB) R o — 0.8GW (1H18: 1.4GW). A Dec 17 \\.' -
Gujarat (FiT, before TBCB) Yy -
Karnataka (FiT, before TBCB) number of  factors  plague Agrog I !
Madhya Pradesh (FiT, before TBCB) developers, who either shied 2015 i
Andhra Pradesh (FiT, before TBCB) — - 2013 [
Maharashtra (FiT, before TBCB) away from bidding or whose 2012 ——
Rajasthan (FiT, before TBCB) bids at higher tariffs were 2011 —
0 1 2 3 4 5 6 7 rebuffed. Higher taxes, 0o 1 2 3 4 5 6 7 8 9 10 11 12 13
Note: FiT - Feed in Tariffs; TBCB - Tariff Based Competitive Bidding (INR/kWh) . . (INR/KWh)
Source: Fitch Ratings, Multiple News Reports Safeguard duties and fSING  source: Fitch Ratings, Multiple News Reports

equipment prices are affecting
bids from solar players, while
wind developers are holding
back due to capped tariffs, lack
of quality sites, grid issues,
land-acquisition  hurdles  or
higher financing costs.
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India Energy Deficit
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Distribution Companies — the
Weakest Link: The energy
deficit hovered at low levels of
0.5% in 2H18, though Fitch
believes this to be deceptive as
sporadic outages persist. A
combination of crippling debt,
expensive power, high losses

and less-than-commensurate
increases in tariffs has
historically resulted in

distributors being saddled with
huge accumulated losses and
towering debt, which reduces
their ability to purchase power.

Mixed Results from Central

Government's Revival
Package: Haryana reported
lower AT&C losses, at 19%

versus 20% a year ago. On the
other hand, the performance of
Rajasthan, Uttar Pradesh and
Haryana deteriorated on this
metric. All four states faced a
higher cost-revenue gap.
However, the bigger deficit was
driven primarily by external
factors such as higher coal
costs — domestic as well as
imported — and higher freight
charges, according to the
Ministry of Power.

Aggregate Indicators for Distribution Companies
No. of states

Indicator covered
Bonds to be issued (INRtrn) 2.7 16
Proportion of bonds issued (%) 86 16
AT&C losses (%) 20 26
Average cost - revenue gap (INR/kWh) 0.33 26
Tariff revision done (states/union territories) 25 27

Note: 32 states/union territories out of a total of 36 have joined the central government's revival
programme; only some states have reported updated data to the Ministry of Power
Source: Fitch Ratings, Ministry of Power, Government of India (30 April 2019)

Indicators for Distribution Companies by State
Indicator

AT&C losses (%) Previous year Current? Target
Rajasthan 20.0 24.1 19.1
Uttar Pradesh 27.7 31.2 19.4
Madhya Pradesh 29.7 31.4 155
Haryana 20.3 19.0 15.0

Cost-revenue gap (INR/kWh)

Rajasthan -0.33 0.29 0.34
Uttar Pradesh 0.28 0.35 0.22
Madhya Pradesh 0.33 0.52 0.03
Haryana -0.02 0.03 0.12

Note: Rajasthan, Uttar Pradesh, Madhya Pradesh and Haryana accounted for 73% of FY14 net cash
losses reported by state-owned distribution companies in India. They also accounted for 47% of the
outstanding debt at end-September 2015

2 Position as of 31 December 2018, recorded from the government’s website on 30 April 2019
Source: Fitch Ratings, Ministry of Power, Government of India

India Power Watch - 1H19



~ FitchRatings e~ ¥\ _India Power Watch

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE
AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF
INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. FITCH MAY HAVE
PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-
REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copyright © 2019 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by permission. All rights reserved. In
issuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies on factual information it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information
relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that information from independent sources, to the extent such sources are available for a given security or in a given jurisdiction. The manner of Fitch’s factual investigation and the scope of the
third-party verification it obtains will vary depending on the nature of the rated security and its issuer, the requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and nature of relevant public information, access to the
management of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third parties, the availability of independent and
competent third-party verification sources with respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch’s ratings and reports should understand that neither an enhanced factual investigation nor any third-party verification can
ensure that all of the information Fitch relies on in connection with a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide to Fitch and to the market in offering documents and other reports. In
issuing its ratings and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial statements and attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and other information are inherently forward-looking and
embody assumptions and predictions about future events that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and forecasts can be affected by future events or conditions that were not anticipated at the time a rating or forecast was issued or
affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not represent or warrant that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a
security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of individuals, is solely responsible for a
rating or a report. The rating does not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved in,
but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and its agents in connection
with the sale of the securities. Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy of
market price, the suitability of any security for a particular investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from
US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from
US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed under the United States securities laws,
the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print
subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not intended to be used
by persons who are retail clients within the meaning of the Corporations Act 2001.

India Power Watch - 1H19 4


https://www.fitchratings.com/creditdesk/public/ratings_defintions/index.cfm?rd_file=intro%22%20/l%20%22lmt_usage

