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Key Messages

Stress in power sector is going to remain an ongoing problem for the next decade

Currently, the stress is concentrated in private thermal generation and distribution sector

It has led to spill over and distress in Public Sector Banks and NBFCs
Going forward, onset of renewables is going to exacerbate this problem for thermal generation sector
Distribution Sector stress, if it continues, can slowdown the renewable energy growth and have severe impact o
Indian economy

Three things need to happen
Realize the scale and enormity of the problem
Realize there are no magic bullets and solving it will be a long drawn process

Get serious about solving it

Cooperative Federalism is the go to strategy
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What Is Stress
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ress- The Slow and Silent Killer

Frequent onset of the stress response, can have devastating
consequences. It can lead to an increasing risk of adult diabetes,
high blood pressure and several gastrointestinal disorders.

There are two kinds of stress;
Acute stress- results from situations that are new and have never
been faced before
Chronic stress- results from the repeated exposure to a
particular situation. This kind if stress is the most detrimental

Chronic stress causes our body to be out of sync and can lead to a
domino/ cascading effect of several health problems such as
cardiovascular disease, truncal obesity, insulin resistance and type
2 diabetes, high cholesterol and the impairment of the human
reproductive system.
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Robert Sapolsky has written several books including Why
Zebras D o n@et Ulcers, his insights are based on several
years of field experience with wild African baboons.
According to him, Baboons are the most similar to
human beings, having no real stressors in their lives
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How to ldentify Stress?

A condition in which a firm or an individual cannot generate revenue or income because it is unable to meet or cannot pay its financial
obligations due to:

High fixed costs llliquid assets Revenues sensitivity to economic downturns
Chronic Stress Acute Stress
Balance sheet Liquidity
1. Decline in working capital as the payables in the account grow at a faster 1. Lack of marketability of an investment
rate than inventory and the receivables (CL>CA) 2. Cannot meet short term debt obligations
2. Higher interest repayments as there exists higher risk of defaulting 3. Lack of convertibility of assets into cash
3. Higher debt to equity ratio (D/E>1)
4. 1'f I CR <1 then companiesd payment eg4g@dwBi | ity is questionable and i mplies
that company cannot cover its interest with the earnings in the current 1. Negative cash flows over a sustained period of time
period

Stressed Assets

Stressed Assets = NPA + Restructured loans + Written off assets
A loan whose interest Restructured asset or loan are that assets Written off assets are those the bank or
and/or instalment of which got an extended repayment period, lender d o e s codnt the money borrower
principal have remained reduced interest rate, converting a part of the owes to it. The financial statement of the
0 0 v e bfdra period of loan into equity, providing additional financing, bank will indicate that the written off loans are
90 days is considered or some combination of these measures. compensated through some other way.
as NPA.
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What are different definitions of Stressed Assets?

RBI definition

Stressed assets result from principal or interest payment or any other amount wholly or partly overdue
between 1 and 90 days

Interest Coverage ratio (ICR)
ICR = EBIT/ Interest expense.
|l t i s used to measure the companyds ability to meet its de

Il f I CR <1.5 then companiess6 payment <credibility is questio
earnings in the current period

IEA definition

Investment in fossil fuel-based assets, as a result of changes brought about by climate policy that do not
recover all or part of their investment during the time that they are operational.
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Consequences of stress at individual and macro level- How the Twin Balance
Sheet Crisis can spawn into a full blown depression

Final Round

Third Round Deflation expectation further
curb demand, Crisis of
confidence freezes the
financial system and

First round Second round If this contagion spreads then
If ctress continues then it GDP growth slows down or

spreads to thle bgsmess tsLiijInzg]?jtléedudcl;e(jtgeeé;izs Depression level situation
partners involvea- . F;?CZS start falling. capital arises. Think of 1929 and more
vendors and suppliers, P d, cap recent 2008 crisis here

employees and creditors. outflows start. If this
Now they have to tighten continues then deflation sets

their belts to survive in. Even worse deflation
expectations get anchored

Business doe
viable, profits and
investments drop- Hope
for economic recovery or
tighten expenditures is
the only way

Inherent counteracting forces
exist and the economy can
have multiple equilibriums

Monetary policy has to
respond

il
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Stress in Power Sector




Both Upstream and Downstream sectors are under severe chronic distress

| | |
Debt in DISCOM: INR 260,000 crores* with I

accumulated losses still more than 3 lakh crores

Distribution lines

Stressed sectors in
Power

Transmission lines 230-
500 kV

I 65% of debt to generation sector has IC<1

I Generator

*HELC Reports
Variation on IITD MOOC Dby. Arvind Subramanian
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Steady Decline in the capacity utilization with Private sector faring worse

95

90

85

80

75

70

65

60

55

50

Pagell

88.4
2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 2015-16 2016-17 2017-18
e Central esemsState essssPrivate
Sourceg CEA
26 July 2019 Stress in Power Sector

EY



Marginal prices discovered through Day Ahead Market have also seen a steady
decline

8

2008 2009 2010 2011 2012 2013 2014 2015 2017 2018 2019

exmRs. /KWh eee |inear (Rs./KWh)
Source: Indian Energy Exchange Website
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Banking Sector under a slow bleed for last 7 years
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Source: RBI Financial Stability Report, June 2019
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