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Resolution of stress in the power sector still far away
Key takeaways from our interaction with a power sector expert:


Stress in the power sector is largely due to non-availability of coal and
absence of long term PPAs.



The Rs 900bn financial package for discoms by the government can at
best be a temporary support but cannot be a solution to a problem given
that it is adding to the debt of the already stressed discoms.



Discoms can be revived via efficient management and their privatization is
one of the solutions but it has its own challenges. Sub-licensing of discoms
can also help find a medium-term solution to their woes.



There are not many projects especially outside NCLT that are likely to be
resolved over the next 12-18 months. Tata’s or Adani’s can at best aid in
resolving 2-3 projects each.



Banks have been making efforts to revive stressed assets either with or
without the incumbent promoters but the delay in resolution is largely due
to lack of buyers, especially foreign funds.



More so, there is a risk of potential buyers pulling back their bids as owing
to delays caused by bandwidth constrains of NCLT/ NCLAT.



Expected haircut in the resolution of the projects is close to 50% but banks
don’t need to build additional provisions as they have adequately provided
for such loans.



Currently, it is difficult for stressed NCLT projects to sell their power given
that their average variable cost of power is over Rs 4 per unit as compared
to ~Rs 2.6 per unit for a well-run project.



Solar power projects are selling their output at a low rate of Rs 2 per unit
given that either their cost of setting up the plant is as low as Rs 30mn/mw
or their cost of capital is low. These projects are likely to face their own
challenges going forward if either one of these variables get disturbed.



We continue to prefer large private banks like ICICI Bank, Axis Bank,
HDFC Bank and State Bank of India that are not only well capitalized but
also have built healthy provisioning buffer for asset quality shocks.
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Recommendations and Absolute returns (%) over 12 months
BUY – Expected return >+15%
ADD – Expected return from >+5% to +15%
REDUCE – Expected return from -5% to +5%
SELL – Expected return <-5%
Note: Recommendation structure changed with effect from 1 January 2018 (Hold rating discontinued and replaced by Add / Reduce)

Rating distribution
As of 30 November 2020, out of 87 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 44 have BUY ratings, 15 have ADD ratings,
5 are rated REDUCE and 23 are rated SELL. None of these companies have been investment banking clients in the last 12 months.
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subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific
recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOBCAPS.
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03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated
20 November 2017.
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this material, but regulatory, compliance, or other reasons may prevent us from doing so.
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For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of
the equity shares of the subject company, the holdings of the issuer of the research report is also included.
BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the
Risk disclosure document before entering into any derivative transactions.
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