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Poor Return on Capital Threatens Survival of
Some in Wind Turbine Supply Chain

Industry spent $33.4 billion on product

development, but of more than 1,200 i ™
makes and models developed, only 11.6% )

of them achieved positive return on =

capital.
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-- The Global Wind Energy Innovation @
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significant industry consolidation in
that same time-frame. For an industry
that once had over 200 global wind
turbine manufacturers, we are now
down to now only 37. For these
remaining 37, only 18 of them have a track record for a positive return on capital for at least one
of their products sold. All of them will require significant additional unit sales in order to achieve
an overall net positive return on capital (i.e. above parity).

Current Wind Turbine Company Return on Capital
Performance

However, most wind turbine OEMs have a less that 50% net positive return on capital out of
every product sold. This calculation is based upon the non-recurring engineering spent on
product development, the CapEx expenditure on manufacturing tooling as well as other
associated commercialization costs. We've also used typical gross margins and sale prices in
global markets to calculate these figures.

Historically, the companies who had positive return on capital were successful for a time, and
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their ultimate undoing were the periods of market or
policy uncertainty around the globe which caused them to

drain their OpEx coffers. @

While many still live on as the proud legacy of some

modern turbine OEMs, the fact remains that many o
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As a result, the industry is likely to see another round of ‘mg T 45.45%

consolidation in the supply chain before the year 2023 =
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new products to market as a result. Legacy Wind Turbine Company

_ _ _ Return on Capital Performance
Nevertheless, the survivors of this forthcoming

consolidation wave will have figured out a basic equation,
but one which requires them to think globally about their product sales and position themselves
more intelligently in the markets.

Your average 4 - 5SMW onshore wind turbine designed from a “clean sheet of paper” would
normally cost approximately US$120 - 150 million to bring to market depending on the
drivetrain architecture, electrical system, etc. This includes the R&D cost for a new product
development program, the costs associated with prototyping, testing and certification, as well as
the costs for supply chain buildup in the sub-component sourcing.

That level of investment typically requires sales in the order of 340 - 450 units to achieve a ROC
above parity, i.e. more net profit is made from unit sales than the cost of goods sold (COGS) plus
the up-front non-recurring costs associated with designing and developing the product in the
first place.

To achieve a solid return on capital, which exceeds parity to what was invested and results in the
product development leading to a profitable product, companies must proactively pursue a
strategy for product development and global sales which ensures net positive ROC is
achievable.

For years companies lacked the tools and sophistication of analysis to understand these market
dynamics. Now, with this new set of data analytics available to them, they can intelligently
position themselves to achieve profitable returns on their capital investments.

The full Global Wind Energy Innovation Trends - 2019 research report is available at
https://www.intelstor.com/store/Global-Wind-Energy-Innovation-Trends-2019-p86431271
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