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Introduction and Motivation 
The power utility (PU) companies of a country are major contributors to the economic 
development because of the valuable resource they generate, transmit and distribute. 
In emerging economies like India, their role is even more amplified. In India, the 
sector has been under lot of pressure due to the weak financials. The cumulative 
losses of distribution utilities rose from Rs.1.22 trillion in 2009-10 to Rs.1.9 trillion in 
March 2011. A study by consulting firm Mercados EMI Asia for the 13th Finance 
Commission estimated losses in 2014-15 at Rs.1.16 trillion[1] and therefore, they are 
relying on high lending by banks, thus increasing the debt ratios and financial costs. 
As on 2013, electricity distributors owed Rs.2 trillion to banks and other financial 
firms. Electricity distributors owe Rs.2 trillion to banks and other financial firms [2]. 
Utilities owned by state governments are finding it difficult to raise working capital 
and owe Rs.2.46 trillion to lenders. 

As on March, 2013, the deployment of gross bank credit to the power sector 
stood at `4,158 billion with an YOY growth of 17.2 % (RBI Annual Report,2013). 
The banks which are major lenders to the sector have started to reduce their exposure 
to the sector. State Bank of India (SBI), the country’s largest lender, recently stated 
that it has seen a little easing of stress on power sector loans on the back of fuel 
linkages, but is not looking for any fresh exposure to this sector immediately [3]. The 
debt laden power utilities are facing a huge challenge in terms of attaining 
profitability and therefore, meeting their financial obligations.  

In 2013, as part of the restructuring plan of the government, state governments 
are to take over half the outstanding loans of state electricity distribution companies, 
and convert them into bonds, which would then be issued to banks backed by state 
government guarantees. Also, the interest rate on loans would be brought down to 9%. 
With this background and motivation, the paper tries to propose a possible way to 
revive the power utilities reducing the financial costs and therefore helping them 
recoup their financial health. 
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Overview and Description of the Model 
The model simply seeks to reduce the interest burden of the PU as well as offer their 
lenders ( Banks and other Financial Institutions) an avenue to convert part of their 
exposures to the PU into marketable securities thereby enhancing their liquidity. 
To this end, the model proposes that select receivables of the PU be securitized and 
offered as short term money market instruments in the market. With additional 
benefits to such securities viz Repo status, Priority Sector Status , their attractiveness 
to potential investors will be magnified. 

There are two dates in this transaction , 0 and 1. Both the Power Utility (PU- 
the  borrower) and the lender ( the investor to the CP ) are assumed to be risk neutral ( 
an investor who is more concerned with the expected return on the investment , not on 
the risk she is taking). On day 0, the PU issues the CP, with time to maturity T ( less 
than 1 year )  based on the underlying specifically chosen under Scheme 1 , detailed 
below. On day 1 , the PU repays the holder of the CP. The return,R  expected by the 
investor would determine on market conditions of the similarly rated CP’s in the 
market ( assumed to be the equivalent of CRISIL A1 for short term Instruments) . As 
a result , investors are always willing to purchase the security at a rate of return R , 
which being a security in the Financial Markets is typically lower than the BPLR of 
the 6 largest PSU Banks in India. 
 
A. PU Actions: The following actions are undertaken by the PU to create the 
security and inter-alia this includes: 

1. Identification of receivables for the period T as per Scheme 1 
2. Creation of a “Security Receivables-SR” account under their overall 

Receivables  
3. .Quantification of the Receivables based on the previous period actual 

receivables, Q-SR 
4.  “ Ear marking “ the amount Q-SR via a legal provision as applicable under 

the Contract Act and other relevant provisions of other Acts 
5. It is also assumed that the PU has filed the relevant Information Memorandum 

and Borrowing Mandates from its Board with SEBI 
6. Rating the instrument . Given the track record of payment and consumption by 

the entities( consumers of power , as detailed in Scheme 1, it is assumed the 
rating will be A1. 

 
B. Investor Incentives: Investors to the securities thus issued can be further 
incentivised by including their investments as “Priority Sector” lendings under the 
RBI Act. Investors include all segments of the Financial Markets viz Banks , Mutual 
Funds , Insurance Companies , Pension Funds and cash-rich Corporates with 
investible surpluses. Being a rated security , the new instrument proposed will carry 
all the features of existing highly rated CP’s in the market i.e. traded on the NDS 
system of the Clearing Corporation of India and the facility of electronic holding and 
transfer via the Depository. 
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PU information regarding this instrument. The Offer Document would have to be 
included as part of the Information Memorandum filed with SEBI detailing the 
specifics as mentioned in Scheme 1 below. 

Some of the proposed receivables in Q-SR may already be marked as “lien” to 
existing lenders under loan agreements. It is proposed that such amounts be 
subscribed to by the lender themselves ( conversion of Loan to a Security) thereby 
increasing the liquidity and onward disposal of the same by the Lender if they so 
desire. 
 
 
The Basic Model 
This section develops the models basic ideas and implications in a simple setup.  
Given that on an average , the yields on A1 rated CP’s are lower than the prevailing 
BPLR of the top 6 PSU Banks by size , substantial cost savings will accrue to the PU 
by way of savings in interest costs.  
This will be a boost to their profitability thereby improving their overall Credit 
Quality apart from improving their image with investors for their adoption of 
innovative models to improve their financial health. 
 
Scheme 1 The following actions are required to be undertaken by the PU. 

a Identification of large users in their data base , specifically in the regions 
earmarked as CBD ( Central Business District). The criteria for selection of an 
individual user is based on the criticality of their timely payments to the PU with 
regard to their business disruption and loss of reputation otherwise 

b Average payment to the PU per month ( to account for Seasonality) for the past 3 
years, AvP3 

c To start with , the amount Q-SR can be taken as 75% of Avp3 ( to ensure top 
rating for the instrument) 

d PU will obtain ratings from at least two of the leading rating agencies viz 
CRISIL, ICRA, CARE, Fitch etc for the amount Q-SR 

 
 
Implications of the study 
Cost Savings: By converting part of their borrowings into lower cost securities, PU’s 
enjoy a lower interest cost. This scheme , though initially covering their loyal clients 
in the CBD of their Cities of service , can be gradually extended to other consumers 
of electricity thereby extending the process to cover most of their receivables books 
Existing Lenders: Conversion of part of their lendings into marketable securities 
thereby enhancing their own liquidity profile apart from regulatory benefits viz 
Priority Sector status 
Market Liquidity: Increasing the issuer and investor base in the short-term money 
market for highly rated securities. This benefits for all classes of investors viz Banks, 
Insurance Companies, Pension Funds and Mutual Funds . 
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