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Policy push and favourable economics drive India’s e-bus adoption;
counterparty and execution risks persist, even as payment security reforms
lend comfort: ICRA

® ICRA expects electric bus (e-bus) penetration in the medium & heavy segment to rise to around 30% by
2029-2030 from 7% currently

® Capital outlay could rise to around Rs. 1.5 trillion if the entire 1,50,000 bus fleet of the Public Transport
Authorities (PTAs) were to be fully electrified over the next decade

Rating agency ICRA highlighted that India’s e-bus segment is poised for a continued scale-up, with its penetration
in the medium & heavy vehicle segment forecast to rise to around 30% by 2029-2030 from 7% currently, with
policy support and favourable cost economics being the key driving forces. ICRA noted that the introduction of
the Payment Security Mechanism (PSM), routed through Convergence Energy Services Limited (CESL) with a
Direct Debit Mandate backstop, is a material mitigant for counterparty payment risk, and should support the

operators’ credit profiles as fresh tendering scales up.

E-bus sales in the medium & heavy vehicle segment have risen sharply over the past eight years from a mere 37
units in 2017-18 to 5,412 units in 2025-26, with over 2,000 units sold already in 4M 2026-27, even though
penetration so far has been modest at 7%. This trajectory has been underpinned by a series of Central
Government schemes, from FAME-I' and FAME-I| to the National Electric Bus Programme (NEBP), PM-eBus Sewa
and most recently, PM E-Drive?, which cumulatively target deployment of over 80,000 e-buses through a
cumulative budgetary allocation of around Rs. 1 trillion until 2027-2028. The offtake so far has been
concentrated in the PTAs of five states viz., Delhi, Maharashtra, Karnataka, Gujarat and Telangana, that have

accounted for around 75% of the e-buses deployed till date.

Despite their high upfront capital cost (around Rs. 1 crore for a 12-metre air-conditioned bus), e-buses offer a
favourable Total Cost of Ownership (TCO)3 of around Rs. 39/km for a 12-metre air-conditioned bus, much lower
than diesel (around Rs. 51/ km) and CNG (around Rs. 48/ km) alternatives as materially lower operating costs

more than offset the higher capex, after accounting for subsidies.

Commenting on the trends, Jitin Makkar, Senior Vice President & Group Head — Corporate Ratings, ICRA
Limited, said: “The e-bus segment presents a large market opportunity for original equipment manufacturers
(OEMs), operators, and investors, anchored on strong policy support and favourable cost economics. If the entire
1,50,000 bus fleet of the PTAs were to be fully electrified over the next decade, it would involve a capital outlay
of around Rs. 1.5 trillion.”

“The Gross Cost Contract (GCC) model has emerged as the preferred structure under which an operator owns
and runs the buses while the PTA pays a per-kilometre fee. The operating track record of ICRA’s rated e-bus

! Faster Adoption and Manufacturing of Electric Vehicles

2 Introduced in October 2024

3 Price of diesel and CNG buses assumed at Rs. 43-45 lakh and price of e-bus at Rs. I crore; Price of fuel in Delhi
assumed, subsidy on 12m e-buses is Rs. 35 lakh as per PM E-drive; Assumes 10-year life of each bus,; Assumes
Rs. 20 lakh as cost of battery, to be replaced once after five years
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projects has been satisfactory as the daily scheduled running has exceeded the assured contracted kilometres
across most projects. Energy consumption has been in line with expectations and cost overruns have been
contained to below 10% of the initial project cost. However, the credit profiles of these projects hinge critically
on execution discipline and timeliness of payments from the counterparty PTAs. Select authorities have displayed
a tendency of clearing payments with a lag. PSM, therefore, is a pivotal reform that should mitigate the
receivable risk of the operators.”

As the ultimate payers under the GCC model, PTAs (many of which have relatively weaker standalone financial
profiles), in select cases, have cleared operator dues with delays. Also, the setting up of escrow accounts has
itself witnessed delays. Execution and time overruns are other important risk factors. Several projects have
witnessed commercialisation delays of six months to one year, primarily on account of delays in setting up and
handover of depots by the PTAs. Delays in the receipt of Central Government subsidy, which funds a meaningful
portion of the project cost, have also been observed, affecting project cash flows. Additionally, the segment
remains exposed to battery cost and technology risks (battery replacement being a significant lifecycle cost,
accounting for 25-30% of the bus cost), and to geopolitical/supply chain risks, given the reliance on imported
cells, batteries, and components. Revenue and bus performance risks, by contrast, have been relatively lower,
aided by back-to-back arrangements with OEMs on delivery timelines and performance parameters, and fixed-
price supply contracts that mitigate cost overruns.

ICRA highlighted that the introduction of the PSM is a structurally positive development. Routed through CESL
as the implementing agency and backstopped by a Direct Debit Mandate (DDM) arrangement with the RBI that
permits recovery of dues from state accounts in case of default, the PSM addresses the counterparty-related
concern that has historically weighed on the segment’s credit profile. A dedicated PSM fund has been capitalised
to support timely payments to operators. As fresh tendering is expected to be increasingly backed by PSM, the
growth opportunity for the sector participants appears substantial, as long as the operators are able to maintain
pricing discipline while bidding for tenders.

The sector has also seen the entry of strong strategic and financial sponsors (such as KKR, Tata Motors, Ashok
Leyland, JSW, IFC and NIIF-backed platforms etc.) that deepen the segment’s capital base. This, alongside a
declining trend in battery cost that continues to improve project economics, favourable TCO, and the
environmental imperative, provides durable support for demand.
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This Press Release is being transmitted to you for the sole purpose of dissemination through your newspaper/magazine/agency. The
Press Release may be used by you in full or in part without changing the meaning or context thereof, but with due credit to ICRA
Limited. However, ICRA Limited alone has the sole right of distribution of its Press Releases for consideration or otherwise through any
media including, but not limited to, websites and portals.

About ICRA Limited:

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and financial services companies as an
independent and professional investment Information and Credit Rating Agency. Today, ICRA and its subsidiaries together form the
ICRA Group of Companies (Group ICRA). ICRA is a Public Limited Company, with its shares listed on the Bombay Stock Exchange and the
National Stock Exchange. The international Credit Rating Agency Moody’s Investors Service is ICRA’s largest shareholder.

Click on the icon to visit our social media profiles.
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