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FINANCIAL ANALYSIS  
 
A. Introduction 
 
1. The financial evaluation of the proposed investments was carried out in accordance with  
the Asian Development Bank (ADB) guidelines for the financial management and analysis of 
projects.1 The project involves the development of transmission systems to help evacuate clean 
power generated by solar parks to the interstate grid of the Power Grid Corporation of India 
Limited (POWERGRID). Under the sector loan approach, the sample due diligence has been 
undertaken for two subprojects in Bhadla, Rajasthan and Banaskantha, Gujarat. The Bhadla 
transmission is expected to transfer clean power to the north of India, and the Banaskantha 
transmission will transfer power to the west of India.  
 
2. Both subprojects will be financed by a sovereign-guaranteed loan from ADB, the Clean 
Technology Fund (CTF), POWERGRID’s equity and bonds, and other corporate loan financing. 
The financial evaluation has considered the cost of the individual investment in each subproject 
component and compared it with the financial internal rate of return (FIRR) to ascertain the 
subproject’s financial viability. 
 
B. Methodology and Major Assumptions 
 
3. The capital investment required for each subproject was estimated using 
POWERGRID’s corresponding detailed project report for the two transmission systems and by 
making adjustments to arrive at 2016 price levels. Capital costs were estimated based on recent 
procurement data and market sources, and include physical and price contingencies, interest, 
and other financing charges during construction. 
 
4. The investment costs include civil works, equipment, land development, environment, 
and social mitigation expenses, as well as taxes and duties. Incremental operation and 
maintenance (O&M) costs were computed based on the sector’s regulatory norms. Based on 
past trends, the working capital requirement for receivables, maintenance spares, and O&M 
expenses is assumed to be funded through debt. The FIRR was estimated over a subproject life 
period, and the residual value of the project assets was computed as a written-down value at 
the time. 
 
5. Financial viability was examined by comparing incremental costs and benefits. 
POWERGRID receives a transmission tariff independent of the volume of energy transmitted.2 
The regulated tariff allows (i) a post-tax return on equity (ROE) of 15.5%; (ii) an additional ROE 
of 0.5% if the projects are completed on schedule; (iii) an incentive payment for additional 
performance achieved over the normative system availability for each type of asset; and (iv) a 
full cost pass-through for all associated costs, such as interest based on a normative  
debt–equity ratio of 70:30, depreciation on an accelerated straight-line basis, O&M expenses 
based on benchmark rates for each asset class, foreign exchange variations, and interest on 
working capital based on normative rates. 

 
 
 
 

                                                
1
  ADB. 2005. Financial Management and Analysis of Projects. Manila. 

2
 The transmission tariff comprises POWERGRID’s annual fixed cost, plus the ROE and incentive payments. 

http://www.adb.org/Documents/RRPs/?id=49214-002-3
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C. Financial Internal Rate of Return 
 

6. The financing plan for computing the weighted average cost of capital (WACC) assumes 
that POWERGRID will provide equity contributions, and the debt component will comprise a mix 
of financing sources from ADB, the CTF, and bonds, and Indian commercial banks. 
POWERGRID will have a debt–equity ratio of 70:30 for the financing. The estimated costs of 
borrowing and equity capital are adjusted for inflation to determine the WACC in real terms. 
 
7. The CTF concessional financing reduces the project’s overall financial risk by reducing 
the effective WACC to less than 4%. Further, as each subproject’s transmission tariff will be 
determined on a cost-plus principle, CTF funding may reduce the tariff of each subproject by 
around 7%. 
 
8. Each subproject’s financial viability was examined by comparing the project’s 
incremental costs with its returns. Both subprojects’ FIRRs compare favorably with their WACCs 
(Table 1). These values substantiate the subprojects’ financial viability.  
 

Table 1: Comparison of the Weighted Average Cost of Capital and the  
Financial Internal Rate of Return  

(%) 

Subproject WACC (%) FIRR (%) 

Bhadla transmission subproject 3.92 4.90 
Banaskantha transmission subproject 3.91 4.83 
FIRR = financial internal rate of return, WACC = weighted average cost of capital. 
Source: Asian Development Bank estimates. 

D. Project Level Risk Assessment 

9. Construction risks. Major financial risks at the subproject level include (i) increased 
capital expenditure, (ii) delays in project implementation, and (iii) failure to access necessary 
counterpart funds. These risks are largely considered low because (i) the cost estimates are 
based on the most recent market and bidding data, and include sufficient contingencies; 
(ii) POWERGRID has sufficient capacity to implement such projects on time; and 
(iii) POWERGRID has demonstrated continued access to domestic resources and has the 
capacity to generate adequate internal resources. 

 
10. External risks. POWERGRID’s project-level returns are based on ROE and capital 
costs as defined in the sector’s tariff regulations. Therefore, any regulatory changes such as a 
reduced ROE in the tariff guidelines or disallowance of any project cost component would 
negatively affect the returns. However, this regulatory risk is considered limited due to the 
regulator’s past record and the National Tariff Policy provisions that specify a full cost 
pass-through. Furthermore, the offtake risk is minimized through agreements for long-term 
access, which protect POWERGRID from any solar generation defaults through a combination 
of bank guarantees from solar park developers and the ability to provide joint reapportionment 
of charges to other non-defaulting customers to share increased transmission charges pro rata. 
 
E. Sensitivity Analysis at the Subproject Level 
 
11. Adverse movements of several variables, such as increased capital and O&M  costs and 
completion delays, impact the subprojects’ FIRRs only marginally because they are passed 
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through in transmission tariffs. However, as tariff adjustments are made after the fact, these 
would have minor cash flow implications. 
 
12. The sensitivity analysis considered the following variables: (i) a 10% increase in O&M 
costs; (ii) a 10% increase in O&M costs with a 5% increase in capital costs; and (iii) a 10% 
increase in O&M costs with a 5% increase in capital costs, a 1-year delay in commercial 
operation, and the withdrawal of the 0.5% incentive for timely completion (Table 2). Increases in 
capital and O&M costs have a marginal adverse impact on the subprojects’ FIRRs. However, 
even when all of these factors are combined, the subprojects’ FIRRs still compare favorably with 
their estimated WACCs, further substantiating both projects’ financial viability. 
  

Table 2: Subproject Level Sensitivity Analysis 

Item 
 

Bhadla  
Transmission Subproject 

Banaskantha  
Transmission Subproject  

FIRR 
(%) 

FNPV 
($ million) 

FIRR 
(%) 

FNPV 
($ million) 

Base Case 4.90 16.4 4.83 2.0 
(i)   10% increase in O&M costs 4.70 11.9 4.64 1.6 
(ii)  10% increase in O&M costs with a 

5% increase in capital costs 
4.10   2.9 4.04 0.3 

(iii) 10% increase in O&M costs with a 
5% increase in capital costs,        
1-year delay in commercial 
operation, and withdrawal of the 
0.5% incentive for timely 
completion 

3.98   2.1 3.97 0.3 

FIRR = financial rate of return, FNPV = financial net present value, O&M = operation and maintenance. 
Source: Asian Development Bank estimates. 

 
F. Historical Corporate Performance and Projections 
 
13. Table 3 summarizes the highlights of POWERGRID’s historical corporate performance 
for the last 5 financial years. Table 4 indicates its projected performance up to FY2025. Given 
the cost-plus nature of the tariff regime, which provides an assured post-tax ROE, 
POWERGRID’s financial position remains healthy and robust. Both Standard & Poor and Fitch 
have assigned it a rating of BBB- with a stable outlook, consistent with the Government of 
India’s sovereign rating. 
 
14. Historically, POWERGRID has maintained a robust financial position with stable cash 
flows to cover its cost of services, capital investment, and debt repayments. Table 3 shows that 
POWERGRID’s revenue from operations has doubled from ₹101.6 billion in FY2012 to ₹208.0 
billion in FY2016, at a compound annual growth rate of 19.6%. POWERGRID also achieved a 
14.1% post-tax ROE in FY2016. The debt service coverage ratio improved from 1.64 in FY2012 
to 1.98 in FY2016. POWERGRID has maintained a conservative ratio near 70:30 over the last 5 
years.  
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Table 3: The Power Grid Corporation of India Limited’s  
Historical Audited Corporate Financial Indicators 

Item FY2012 FY2013 FY2014 FY2015 FY2016 

Revenue from operations (₹ billion) 101.6 127.6 152.3 171.8 208.0 

Revenue growth (%) 21.3 25.5 19.4 12.8 21.1 

Other income (₹ billion) 6.2 5.7 4.9 6.0 4.8 

EBITDA (₹ billion) 91.1 115.3 134.3 153.5 188.2 
Profit after tax (₹ billion) 32.5 42.3 45.0 49.8 60.3 

Equity and reserves (₹ billion) 234.9 262.4 344.6 381.7 427.3 

Long-term debt (₹ billion) 491.2 630.8 767.9 893.8 1,002.4 
Total assets (₹ billion) 902.1 1,111.3 1,395.9 1,583.0 1,784.3 
Post-tax ROE (%) 13.8 16.1 13.1 13.0 14.1 
Debt service coverage ratio 1.6 1.6 1.7 2.0 2.0 
Debt–equity ratio 68:32 71:29 69:31 71:29 71:29 

EBITDA = earnings before interest, taxes, depreciation, and amortization; ROE = return on equity. 
Sources: Power Grid Corporation of India Limited’s audited accounts. 

 
15. Table 4 presents POWERGRID’s projected financial performance from FY2017 to 
FY2025. POWERGRID’s aggressive capital investment plan will lead to an increase in profits 
from ₹60.3 billion in FY2016 to ₹164.2 billion by FY2025, yielding a 11% compound annual 
growth rate. Due to the cost-plus nature of the tariff regime, POWERGRID’s financial indicators 
remain healthy. The debt service coverage ratio remains above 2.0 in every year, and its debt 
remains nearly 70% of capital during FY2016–FY2017, before falling to lower values thereafter. 
POWERGRID’s debt will decrease after FY2017 as it develops the projects awarded on the 
basis of tariff-based competitive bidding through special purpose vehicles, and so will not be 
captured in the stand-alone balance sheet. The proportion of tariff-based bidding projects is 
expected to increase in the future. 
 

Table 4: The Power Grid Corporation of India Limited’s  
Projected Corporate Financial Indicators 

Item FY2017 FY2019 FY2021 FY2023 FY2025 

Revenue from operations (₹ billion) 269.7 323.6 409.6 467.0 524.7 
Total revenues (₹ billion) 274.7 329.1 415.7 473.8 532.2 
EBITDA (₹ billion) 244.9 287.6 363.8 408.5 449.8 

Profit after tax (₹ billion)  96.8 111.5 135.0 150.0 164.2 

Equity and reserves (₹ billion) 489.3 628.4 800.1 987.9 1,193.5 
Long-term debt (₹ billion) 1,135.3 1,400.0 1,435.3 1,419.3 1,345.2 
Total assets (₹ billion) 1,946.8 2,462.7 2,736.7 2,976.6 3,184.5 
Post-tax ROE (%) 19.8 17.7 16.9 15.2 13.7 
Debt service coverage ratio 2.1 2.0 2.1 2.2 2.3 
Debt–equity ratio 70:30 69:31 64:36 59:41 53:47 
EBITDA = earnings before interest, taxes, depreciation, and amortization, ROE = return on equity. 
Sources: Power Grid Corporation of India Limited and Asian Development Bank estimates. 
 

16. POWERGRID’s historical and projected financial performance both indicate that its 
financial position is sound, and that it recovers its costs adequately to service its debt prudently. 

 
G. Corporate Level Risk Assessment 
 
17. Under the tariff norms with existing frameworks for FY2015–FY2020, interest rate 
changes and foreign exchange fluctuations will have a limited impact on POWERGRID’s 
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profitability because they will be passed through in tariffs when appropriate. If the sector 
regulator reduces ROE in future tariff regulations, POWERGRID’s financial position could be 
negatively impacted; however, the regulator has consistently supported POWERGRID’s 
financial and operational stability. Considering the central transmission utility’s pivotal role and 
importance, the regulations are not expected to change significantly. The risk of an adverse 
change in this regard is therefore considered minimal. 
 
18. Due to the introduction of competitive bidding for the selection of interstate transmission 
projects from January 2011, POWERGRID faces a reduced market share if it is unable to win 
bids. However, considering its substantial ownership and operational control of most of the 
country’s transmission systems, including interstate and interregional grids, POWERGRID will 
retain its advantage under competitive bidding. In the case of national priority transmissions 
under a compressed time schedule or advanced technology (e.g., high-voltage direct current), 
the government will nominate POWERGRID directly. The two transmission subprojects, which 
fall within the category of national priorities for “ultra mega” solar park projects, qualify for the 
cost-plus tariff principle.         
 
19. POWERGRID’s liquidity could be affected by delays in revenue collection resulting from 
delayed approval of its tariff petitions and/or bad debts. However, the regulator has allowed 
POWERGRID to discontinue transmission of power to any utility that has defaulted on payment 
for more than 90 days. POWERGRID has an adequate working capital facility that would help 
mitigate the liquidity risk arising from collection delays. This risk is also mitigated in the longer 
term by POWERGRID’s economically important position as the central publicly owned 
transmission utility.  

 
H. Financial Management Assessment 

 
20. The adequacy of POWERGRID’s financial management, which was assessed during the 
processing of past ADB loans, was reconfirmed regarding their current ability to fulfill ADB’s 
fiduciary requirements under the project. POWERGRID’s financial accounting system is 
advanced, utilizing computerization to ensure confidentiality and integrity at various levels, and 
well-defined charts of accounts enabling the proper recording of financial transactions. 
Accounting practices and the preparation of financial statements are based on the accounting 
standards issued by the Institute of Chartered Accountants of India. Accounting and financial 
reporting responsibilities are carried out as per the delegation of power defined and approved by 
POWERGRID’s board of directors. POWERGRID has developed procedures and guidelines for 
this reporting. As a publicly listed company, POWERGRID is subject to several strong 
governance measures imposed by the Securities and Exchange Board of India that enhance the 
accountability, transparency, and predictability of its financial governance by disclosing 
information to shareholders, investment professionals, and the general public. POWERGRID is 
audited by the Comptroller and Auditor General of India and one or more independent chartered 
accountant firms appointed by the Comptroller and Auditor General. The internal audit and 
vigilance departments also provide continuous in-house monitoring and operational oversight. In 
addition, the board has an audit subcommittee comprising independent and part-time directors 
who meet at least four times each year and oversee the company’s financial management. 
POWERGRID’s financial management risk is considered low.  


