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IN CONVERSATION

Do you think developers are being too 
aggressive in bidding for solar projects 
today?

Milton Friedman, winner of Nobel Prize in 
Economic Sciences, once said “The most 
important single central fact about a free 
market is that no exchange takes place unless 
both parties benefit”. RBI Governor, Raghuram 
Rajan, in his book Saving Capitalism from the 
Capitalists, wrote “ …the free market system 
is the most effective way to organize produc-
tion and distribution …”. I also am a staunch 
believer in a free market economy where sup-
ply and demand govern prices.

There is too much unnecessary focus on the 
lowest winning bid in the recent reverse auc-
tions. Serious players are preparing these 
bids as part of a larger platform develop-
ment strategy. So one must look at the bids 
holistically as the total capacity bid/won and 
average price of secured capacity. If IPP’s 
can profitably develop these projects, more 
“power” to them.

Our preliminary analysis suggests that com-
panies that have bid/won at seemingly low 
tariffs are:

- Having access to, or expecting to syndicate, 
debt at lower interest rates.

- Expecting module prices to reduce further.

- Optimistic about certain assumptions

- If all fails, considering worst case scenario of 
losing their deposits.

I believe that 3 years out, a handful of devel-
opers, having strong financial discipline, that 
have secured capacity in recent auctions, will 
emerge with robust platforms and these same 
players may have an opportunity to acquire 
distressed assets at reasonable prices. My 
advice to developers and investors is to be 
fast but not hasty. 

Can you tell us what are banks/investors 
looking for when financing/investing in a 
solar projects?

Private Equity investors and global multilater-
al agencies have been investing in Solar proj-
ects in India for quite some time, albeit with 
mixed results. Strategic investors are invest-
ing rapidly in the sector. Banks have only been 
recently getting comfortable with lending to 
solar projects. In fact, I am enthused that 
many NBFC’s have seen this as an untapped 
opportunity and taken a lead in lending to the 
sector. 

Over the last few quarters, lenders have 
dramatically upgraded their technical under-
standing of the solar sector and are much 
better able to assess and quantify risk. Having 
said that, very little pure non-recourse proj-
ect financing is taking place and a lot of 
emphasis is put on the developer/IPP bal-
ance sheet strength. In general, lenders are 
evaluating a plethora of parameters, a few 
macro ones being technology, land acqui-
sition, RoU/RoW, evacuation infrastructure, 
EPC contractor credentials and experience, 
tariff, SEB or private off-taker financial health, 
payment security and time frames, robust-
ness of developer’s balance sheet, amount of 
equity infused and of course DSCR !!!

Strategic and private equity investors are, 
either developing their own platform, or look-
ing to invest in a platform with some operat-
ing assets. Greenfield investment is a chal-
lenge unless developer has significant EPC 
experience. Access to operating assets pro-
vides multiple comfort points for investors. 
Assuming that the developer/IPP developed 
these assets from scratch, investors get confi-
dence in the team’s ability to develop projects 
within cost and on schedule and deliver pre-
dicted cash flows. Cash flows from existing 
projects give investors financial cushion as 
the developer utilizes the newly raised capital 
for pipeline projects.

How do you compare the growth oppor-
tunities in the on-grid and rooftop solar 
markets?

Purely on a giga-watt basis, the on-grid utility 
scale solar market is a much larger market 
where asset portfolios can be scaled rapidly.
The process and skillset needed for secur-
ing capacity across regions is quite similar 
from project to project. This segment requires 
significant financial muscle and financial engi-
neering plays a major role in driving returns. 
All in all, for developers/investors looking to 
deploy large amounts of capital in medium 
span of time, this is an attractive scalable 
opportunity. However, as the reverse auctions 
indicate, the utility scale segment is also fast 
becoming a commodity market.

On the other hand, rooftop solar, requires 
a different skillset, a distribution channel, 
design engineering that can build custom 
solutions for off-takers and local maintenance 
support. Under the ESCO model, rooftop 
solar power tariff’s can be much higher than 
the State PPA’s, since the consumer is com-
paring the rooftop solar tariff with the higher 
tariff paid to the grid. While the per MW cost 
of rooftop solar is slightly higher than utility 
scale solar, the corresponding higher tariff 
generally results in a better margin, which is 
reasonable compensation for the developer’s 
value-add.

In addition to the typical industrial/commer-
cial rooftop opportunity being pursued by 
established players, emerging developers can 
also tap into the smaller niche opportunities 
that can be aggregated into medium sized 
portfolios and can be funded via CSR obliga-
tions.

India is now one of the hottest markets 
for global investors. What kind of interest 
are you seeing form global investors and 
developers in the solar sector?

With a target of additional 60GW in utility 
scale solar and 40GW of rooftop solar in India, 
and over-capacity in other markets, India is 
one of the best solar market opportunities in 
the world. There is increasing interest from 
companies across the value chain, right from 

panel manufacturers, to balance of systems 
providers, to developers and investors. Many 
of these players have already participated in 
the recent auctions as investor/developers or 
suppliers to the project sponsors. 

On the development/investment front, there 
are already a few notable global companies 
present in India, and several new global inves-
tors / developers have recently deployed staff 
to start participating in the auctions. Some of 
the early entrants have now gained on-the-
ground experience of developing solar proj-
ects in India and crystallized their strategy. 
Depending on their experience and capital 
available, they are selectively bidding on proj-
ects. Most of the utility scale IPP’s are expect-
ing to build large solar and wind hybrid asset 
portfolios that would eventually trade on the 
stock markets or would be dropped down into 
their listed YieldCo’s.

On the technology and manufacturing front, 
while we have decent module manufacturing 
capacity, I hope that via the “Make in India” 
campaign, we can see setup of more cell 
manufacturing capacity in the country. For a 
variety of reasons, cell manufacturing is still 
not taking off as I would have hoped and 
expected.

Many global companies are eyeing invest-
ments, either via partnerships or buyouts, 
in India. Where are some key risks for such 
global investors?

Risk is a very important topic that needs to 
be addressed in detail and in fact without 
quantification of the risk, any reliance on 
return projections is meaningless. In addition 
to project related risks described above, glob-
al investors have to evaluate philosophical 
alignment, governance standards, valuations, 
and portfolio design. 

Historically, domestic developers were 
focused on improving spreadsheet returns 
whereas global investors with sector exper-
tise wanted to see “risk adjusted returns” 
quantified in the DPR and realized in project 
performance. 

Global companies when partnering, or acquir-
ing, projects, or development platforms, pay 
a lot of attention to governance during their 
due diligence process. Lack of appropriate 
governance at the holdco or project level can 
spell disaster for the transaction. 

One of the key challenges tends to be the 
developers valuation expectation versus what 
a strategic or private equity investor is will-
ing to pay, after factoring in the stage of 
development for a project. For example, the 
developer might want a valuation deserved by 
a commissioned project even though it is only 
shovel ready, but investor needs to include an 
execution risk premium in their return expec-
tations. A key consideration in the partnering/
acquisition strategy centers around whether 
to acquire the asset or a portfolio of assets. 

Geographical concentration of the asset port-
folio is also a risk. If the assets are concentrat-
ed in one region then payment cycles depend 
on the vagaries of the regional SEB’s financial 
performance. 

What are some hurdles that global inves-
tors are facing while investing in the sec-
tor?

Having already spoken about project and 
portfolio risks, here I will elaborate on macro 
hurdles. 

Country Risk: Historically, India has ranked 
very low on the World Bank’s “Ease of Doing 
Business” indicators, having a position of 142, 
surprisingly, even behind countries that are 
underdeveloped, famine struck or war-torn. 
Many deals fall apart due to Governance 
issues too. The current Government, steered 
by Hon’ble Prime Minister Narendra Modi’s 
leadership, has made strides in a variety of 
areas, including the “Make in India” campaign, 
to improve the Ease of Doing Business for 
global companies. Thankfully the risk of ret-
roactive tariff reduction is also eliminated. My 
expectation is that these efforts will pay off in 
the long term and investors will seek a lower 
country risk premium when investing in India.

Foreign Exchange Risk: The dramatic depre-
ciation of the Rupee vis-à-vis the Dollar from 
~Rs. 45 in August 2011 to ~Rs. 68 in August 
2013, sent shock waves across the nation and 
certainly spooked global investors. Many proj-
ects got cancelled or stalled. Today mature 
investors factor in the forex risk into their 
returns computation. Dollar denominated 
PPA’s would alleviate this risk, but it depends 
on the tariff and the amount that will be allo-
cated to the hedge.

Exitability: Investors ability to enter and exit 
an investment and subsequently have flexibil-
ity to repatriate the proceeds is critical to their 
decision of making of an investment. Certain 
investors with a higher risk appetite want to 
invest during the development phase but exit 
once the project has been operating for a few 
years, while others want to invest only into 
operating assets. Any clauses in PPA’s or con-
cession agreements that limit investor ability 
to enter / exit / repatriate can be an issue. I 
believe that the Indian Government and RBI 
understand these investor perspectives and, 
while the focus is on inbound investment, 
steps are being actively taken to facilitate 
investors’ entry and exit.
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“The most important single central fact about a free 
market is that no exchange takes place unless both 
parties benefit”

“I believe that 3 
years out, a handful 
of developers, hav-
ing strong financial 
discipline, that have 
secured capacity in 
recent auctions, will 
emerge with robust 
platforms and these 
same players may 
have an opportunity 
to acquire distressed 
assets at reasonable 
prices.”


