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ICRA upgrades North Delhi Power
Limited (NDPL) long term rating from
LAA- (pronounced L double A minus)
to LAA (pronounced L double A) for
an enhanced amount of Rs. 12.20
billion for term loans (including
undrawn amount of Rs. 4.67 billion)
and Rs.1.45 billion fund-based limits.
The rating indicates high-credit-
quality rating assigned by ICRA. The
rated instrument carries low credit
risk. ICRA has also reaffirmed its A1+
(pronounced A one plus) rating to the
enhanced amount of Rs. 3.25 billion,
non-fund based limits and its A1+
(pronounced A one plus) rating to the
Rs. 800 million, Commercial Paper
Programme of NDPL. This rating
indicates highest-credit-quality rating
assigned by ICRA to short-term debt
instruments. Instruments rated in this
category carry the lowest credit risk in
the short term. Within this category,
certain instruments are assigned the
rating of A1+ to reflect their relatively
stronger credit quality.

ICRA ratings factor in improving
efficiency parameters, as reflected in
its ability to reduce the aggregate
technical and commercial (AT&C)
losses to levels well below what is
required under the current ftariff
regime and the cost plus nature of
the tariff setting process, which has
enabled it to report profitable
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operations and healthy cash
generation. The positive credit profile
also favourably factors in the stable
demand growth and low level of
business risks in its core operations;
and its improving financial risk profile,
with significant decline in gearing
levels over the past two years and
comfortable coverage indicators. The
Delhi Electricity Regulatory
Commission (DERC) has finalised
the multi-year tariff regime for the
period from FY 2008 to FY 2011,
which is also a positive from the
credit perspective. ICRA has noted
that the MYT regime has stipulated
strict norms for reduction of (AT&C)
loss targets; nevertheless, sustained
investments made by the company to
strengthen the sub-transmission and
distribution network have helped
over-achieve the stipulated efficiency

norms. These strengths are,
however, partly offset by the
continued  increase in  power
purchase costs for Delhi-based

utilities. It may be difficult to pass on
these cost increases to the
consumers, given the already high
tariffs and political resistance to tariff
increases. However, NDPL has
already initiated efforts to control the
same through a variety of measures
including setting up a captive gas-
based power plant and signing power
purchase agreements (PPAs) with a
number of power projects, which are
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likely to become operational in the
medium term and supply power at
more reasonable rates. The company
also enjoys financial flexibility and
strengths arising from its status as a
51% subsidiary of The Tata Power
Company Limited (TPCL), which is
rated LAA with a stable outlook by
ICRA. ICRA has also drawn comfort
from the strong liquidity position of
NDPL, as measured by un-utilised
bank limits.

NDPL, which is a 51:49 joint venture
(JV) of TPCL and the Government of
Delhi (GoD), is engaged in the
distribution of power in the Northern
and North-Western parts of Delhi.
Until FY 2002, the entire business of
generation, transmission and
distribution of power in Delhi was
being carried out by the erstwhile
Delhi Vidyut Board (DVB). However,
the Delhi government enacted a
legislation called the Delhi Electricity
Reforms Act (DERA) in FY 2002 to

unbundle the DVB into separate
companies  for  carrying  out
generation, transmission and

distribution related activities. As part
of the unbundling exercise, the entire
state was divided into three regions,
namely, Central-East, South-West
and  North-North-West. It was
proposed that the distribution of
power in each of these regions would



be handled by a separate discom,
each of which would be a 51:49 JV of
a private player and the GoD. The
three distribution regions were then
offered to private companies for 51%
equity participation by way of bids.
The condition of the bids was the %
of ATC loss reduction committed by
the bidders. Based on these bids, the
Tata group won the North-North West
circle and NDPL commenced
commercial operations on July 1,
2002. ICRA has taken note of the
strong state government support to
the reform process, as evidenced in
NDPL starting operations with a
relatively clean balance sheet;
takeover of unfunded pension
liabilities of the DVB employees by
GoD and assured transitory support
to the transmission company,
namely, Delhi Transco Limited (DTL).
Further, the recent conversion of the
transition support given as an
unsecured loan by GoD to DTL (of
around Rs. 35 billion) into equity with
the provision that the same will not
earn any returns is a positive from the
credit perspective.

NDPL has maintained profitable
operations since inception as the
tariffs of the company are fixed on a
cost plus basis and as it has
achieved the stipulated efficiency
targets. Since commencement of
commercial operations, NDPL has
brought down the AT&C losses,
which were more than 50% in FY
2003 to around 15% in the FY 2009
which is well below the end of MYT
Period DERC Target of 17%. As the
AT&C losses were well below the

DERC stipulated levels during the
last six years, NDPL not only earned
its stipulated 16% return on equity but
also incentives for over-performance
on loss reduction targets, thus
boosting its bottom line. The quality
of power supplied also witnessed a
substantial improvement during the
same period. These improvements
were a result of the significant capex
that NDPL incurred as well as
improved operating and commercial
practices. ICRA expects these
improvements to be sustained in the
medium and long term. On the
negative side, the cost of power
witnessed a steep rise since FY 2007
because of increased reliance on
costlier power to meet growing
demands. These costs were passed
on to the customers but led to
temporary, short-term  build-up of
receivables, especially in FY 2008.
NDPL is also setting up a 100 MW,
gas-based power plant in order to
control power purchase costs, meet
growing demand and improve
reliability of power. This plant is
expected to be operational by end FY
2010 and is likely to entail a cost
outlay of around Rs. 2.5 billion, which
will be funded through a debt: equity
ratio of 70:30. The debt has already
been tied up. Further, NDPL has
signed power purchase agreements
(PPAs) with a number of power
projects, which are likely to become
operational in the medium term and
supply power at more reasonable
rates.

In 2008-09, NDPL reported a PAT of
Rs. 1.71 billion on an Ol of Rs. 24.63

billion as against PAT of Rs. 2.82
billion on an Ol of Rs. 24.92 billion in
2007-08. The decrease in PAT was
mainly because of substantial
booking during that year of prior
period charges of Rs. 2.24 billion
(Gross Level) by the DERC. The
gearing levels of NDPL remained
stable at around 0.9 times in FY 2008
as well as FY 2009 because of
healthy profitability and accruals.
Healthy profitability coupled with
lower debt levels, resulted in
substantially ~ healthy  coverage
indicators. The NCA/total debt of
NDPL stood at 20% in 2008-09 as
against 45% in 2007-08.

The future profitability of NDPL
depends mainly on its ability to
reduce AT&C losses in line with
targets stipulated in the multi-year
tariff regime of DERC that is
applicable until FY 2011. Considering
its past track record of exceeding the
DERC fixed targets (FY 11 target
over-achieved two year in advance)
and substantial investment in loss
reduction measures, we expect
NDPL to meet these norms. The
company is investing in a 100 MW
gas-based power plant and has
substantial  capex  plans in
distribution. Given the robust cash
accruals, we expect the gearing
levels of the company to remain
comfortable and coverage numbers
to remain steady in the medium and
long term.
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KEY FINANCIALS

Net Sales

Operating Income (QI)

Operating Profit before Depreciation, Interest and Tax (OPBDIT)
Profit after Tax

Equity Capital

Tangible Net Worth

PAT/OI (%)

PBIT/(Total Debt + Tangible Net Worth) (%)
OPBDIT/Interest & Finance Charges (Times)
Net Cash Accruals/Total Debt (%)

Total Debt /Tangible Net Worth

Total Debt/(Tangible Net Worth + Deferred Tax Liability) (Times)
Note: Amounts in Rs. million
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37%
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0.82
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