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2. Comparative impact of the regulatory treatments of 

the UDAY debt takeoveron discomsand consumers 

under Approaches A and B

About the study
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Who should read this study and why?

This issue brief reviews and analyses the impact of the 

regulatory treatment of the Ujwal DiscomAssurance 

Yojana(UDAY) debt takeover on discomsand 

consumers under two approaches:

Approach A 

Regulatory treatment by 

state electricity regulatory 

commissions (SERCs)

Approach B 

Regulatory treatment 

based on financial 

principles

The issue brief provides insights for the Ministry of Power (MoP), Forum of Regulators (FoR), Appellate Tribunal for Electricity 

(APTEL), distribution companies (discoms), state electricity regulatory commissions (SERCs), state governments, and sectoral experts. 

This study covers the following aspects

1. Background on the UDAY scheme

ÅThe motivation, structure, and objectives of UDAY

ÅThe extent of debt taken over under UDAY
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15 states: study coverage 
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Huge discomsdebts 

Discomsfrom 16 states 
participatedin the UDAY 
scheme for their financial 
turnaround and operational 
efficiency improvement1. 
As of 30 September 2015 
(the launch date for the 
UDAY scheme), the total 
debt of the discomsof 15 
states stood at INR 3.7 lakh 
crore, i.e., ~93% of the total 
debt of discomsin India2. 

UDAY scheme 

Under the UDAY scheme, 
state governments were to 
take on over INR 2.3 lakh 
crore of discomsΩ ŘŜōǘ 
(~75% of the INR 3.7 lakh 
crore debt).

{9w/Ωǎ ŀǇǇǊƻŀŎƘ

State electricity regulatory 
commissions (SERCs), using 
certain assumptions and 
available data, adjusted the 
UDAY debt takeover 
against the revenue gap 
(RG) or regulatory asset 
(RA) in tariffs and true-up 
orders (Approach A). This 
adjustment will impact 
discomsΩ ŦǳǘǳǊŜ ǊŜǾŜƴǳŜ 
recovery as captured by 
the RG or RA.

Disproportional impact

Our review suggests a 
disproportionate 
distribution of the benefits 
of the UDAY scheme to 
consumers (in Uttar 
Pradesh, Madhya Pradesh, 
Tamil Nadu, and Jharkhand) 
and discoms(in Rajasthan) 
in Approach A3. 

Key highlights of the study
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мΦ hǾŜǊŀƭƭΣ он ǎǘŀǘŜǎ ǇŀǊǘƛŎƛǇŀǘŜŘ ƛƴ ǘƘŜ ¦5!¸ ǎŎƘŜƳŜΦ ²ƘƛƭŜ мс ǎǘŀǘŜǎ ǇŀǊǘƛŎƛǇŀǘŜŘ ǘƻ ƛƳǇǊƻǾŜ ŘƛǎŎƻƳǎΩ ŦƛƴŀƴŎƛŀƭ ŀƴŘ ƻǇŜǊŀǘƛonal efficiency, the other 16 states participated to improve operational efficiency only.

нΦ !ǳǘƘƻǊǎΩ ŀƴŀƭȅǎƛǎ ōŀǎŜŘ ƻƴ ǘƘŜ ¦5!¸ aƻ¦ ŦƻǊ ǘƘŜ мр ǎǘŀǘŜǎ ǘƘŀǘ ŀǊŜ ŎƻǾŜǊŜŘ ƛƴ ǘƘŜ ǎǘǳŘȅΦ WŀƳƳǳ ϧ YŀǎƘƳƛǊ Ƙŀǎ ōŜŜƴ ŜȄŎƭǳŘŜŘfrom our study due to a lack of data in the public domain.

оΦ !ǳǘƘƻǊǎΩ ŀƴŀƭȅǎƛǎ ōŀǎŜŘ ƻƴ ǘƘŜ ŦƛǾŜ ǎǘŀǘŜǎ ǿƛǘƘ ǊŜƭƛŀōƭŜ ŘŀǘŀΦ
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Consumer benefits

Approach B-based 
regulatory treatment in 
Rajasthan can provide relief 
of INR 26,886 crore to 
electricity consumers in the 
form of reduction in 
unfunded revenue gap.

Pending debt conversion

State governments in seven 
states (Andhra Pradesh, 
Himachal Pradesh, 
Telangana, Madhya Pradesh, 
Uttar Pradesh, Tamil Nadu, 
and Jharkhand) need to 
convert their discomsΩ 
cumulative debt worth INR 
47,672 crore into 
grants/equity.

Discombenefits

The Approach B-based 
regulatory treatment 
(rooted in financial 
principles) could result in 
an improvement in 
discomsΩ ŦƛƴŀƴŎƛŀƭ Ǉƻǎƛǘƛƻƴ 
cumulatively by INR 58,276 
crore in Uttar Pradesh, 
Madhya Pradesh, Tamil 
Nadu, and Jharkhand.3 This, 
in turn, would also reduce 
discomsΩ ŘǳŜǎ ǘƻ 
generation companies.

Recommendation

We propose that the 
Ministry of Power (MoP), as 
a signatory to the UDAY 
Memorandum of 
Understanding (MoU), 
should share a guidance 
note with state 
governments, discoms, and 
SERCs to revisit their 
existing approaches 
(Approach A). 

Key highlights of the study
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Background 

on UDAY

Progress so far

status of accumulated losses and the 

outstanding debt of discoms since 

UDAY

UDAY: Ujwal DiscomAssurance Yojana
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Background: Need for Ujjwal DiscomAssurance Yojana (UDAY)
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Reduction in 
generation cost

Operational 
efficiency targets

In November 2015, the Government of India (GoI) announced the UDAY scheme for discomsΩ ŦƛƴŀƴŎƛŀƭ ǘǳǊƴŀǊƻǳƴŘ ŀƴŘ ƻǇŜǊŀǘƛƻƴŀƭ 

improvement with the following major features.

ÅA total of 75 per cent of 

discomdebt is to be taken 

over by state governments 

and converted into grants 

and/or equity. The 

remaining 25 per cent is to 

be issued by discomsas 

bonds.

ÅThe future losses of discoms

are to be gradually taken 

over by state governments.

ÅCoal supply and linkage 

rationalisation

ÅEnabling competitive 

power purchase

ÅTarget aggregate technical 

and commercial (AT & C) 

loss reduction to 15 per 

cent and reduce the 

average cost of supply 

(ACS)ςaverage revenue 

recovered (ARR) gap to 

zero

ÅTargets for energy 

auditing, metering, 

collection, etc.

Financial 
turnaround
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Figure 1: The cumulative debt of discomsrose 

from INR 2.7 lakh crore to INR 3.6 lakh crore in 

the pre-UDAY period (FY 13ςFY 15)1,2

{ƻǳǊŎŜΥ !ǳǘƘƻǊǎΩ ŀƴŀƭȅǎƛǎ ŦǊƻƳ tC/ ǊŜǇƻǊǘǎ  

Note 1: Jammu & Kashmir has been excluded from our analysis due to a lack of data 
in the public domain. 

Note 2: Outstanding debt for FY 15 is as of March 2015 and FY 15 means financial 
year 2014-15
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Progress so far
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Figure 2: As per the UDAY MoU, state governments were to take over 

discomsΩ ƻǳǘǎǘŀƴŘƛƴƎ ŘŜōǘ ǿƻǊǘƘ Lbw нΦо ƭŀƪƘ ŎǊƻǊŜ ǘƘǊƻǳƎƘ ƎǊŀƴǘǎ 

and/or equity infusion 

Figure 3: Improvements in outstanding debt and accumulated loss 

additions began to taper off after FY 17

{ƻǳǊŎŜΥ !ǳǘƘƻǊǎΩ ŀƴŀƭȅǎƛǎ ŦǊƻƳ tC/ ǊŜǇƻǊǘǎΣ ǘƘŜ ¦5!¸ aƻ¦Σ ŀƴŘ ǘƘŜ ŀǳŘƛǘŜŘ ōŀƭŀƴŎŜ ǎƘŜŜǘǎ ƻŦ ŘƛǎŎƻƳǎΦ  {ƻǳǊŎŜΥ !ǳǘƘƻǊǎΩ ŀƴŀƭȅǎƛǎ ŦǊƻƳ ǾŀǊƛƻǳǎ ǇƻǿŜǊ ŦƛƴŀƴŎŜ ŎƻǊǇƻǊŀǘƛƻƴ όtC/ύ ǊŜǇƻǊǘǎ Φ 
Note: The same holds for eroding net worth (not shown in the graph) due to rising accumulated losses. 
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The state takeover of 75 per cent of discomdebt was aimed at improving the discomsΩ ōŀƭŀƴŎŜ ǎƘŜŜǘ Ǉƻǎƛǘƛƻƴ ōȅ ǊŜŘǳŎƛƴƎ ǘƘŜ 

interest cost burden. This would have increased the fiscal space for infrastructure investments and improved revenue realisation. 



Examination of the existing regulatory 

treatment under UDAY and its present and 

future impact on stakeholders (Approach A)

Motivation and data
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Data sets used for 

review and analysis 


