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About the study

Who should read this study and why? Approach A Approach B

This issue brief reviews and analyses the impact of the Regulatory treatment by Regulatory treatment

regulatory treatment of thdJjwal DiscomAssurance o state electricity regulatory o based on financial
Yojana(UDAY) debt takeover atiscomsand commissions (SERCS) principles
consumers under two approaches:

The issue brief provides insights for the Ministry of PowatdP), Forum of RegulatordH0R, Appellate Tribunal for Electricity
(APTEL), distribution companiedigcomg, state electricity regulatory commissions (SERCSs), state governments, and sectoral exper

This study covers the following aspects

o Background on the UDAY scheme e Comparative impact of the regulatory treatments of
A The motivation, structure, and objectives of UDAY the UDAY dehtakeoveron discomsand consumers
A The extent of debt taken over under UDAY under Approaches A and B
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Key highlights of the study

Hugediscomsdebts UDAY scheme { 9w/ Q& I LILINE | |O Risproportional impact
Discomdrom 16 states Under the UDAY scheme, State electricity regulatory Our review suggests a
participatedin the UDAY state governments were to commissions (SERCSs), using disproportionate
scheme for their financial take on over INR 2.3 lakh certain assumptions and distribution of the benefits
turnaround and operational crore ofdiscom® RS6 { available data, adjusted the of the UDAY scheme to
efficiency improvemerit (~75% of the INR 3.7 lakh UDAY debt takeover consumers (in Uttar
As of 30 September 2015 crore debt). against the revenue gap Pradesh, Madhya Pradesh,
(the launch date for the (RG) or regulatory asset Tamil Nadu, and Jharkhand)
UDAY scheme), the total (RA) in tariffs and trueip anddiscomgin Rajasthan)
debt of thediscomsof 15 orders Approach A. This in Approach A.
states stood at INR 3.7 lakh adjustment will impact
crore, i.e., ~93% of the total discom®) T dzii dzZNB NB @Sy dzS
debt ofdiscomsn Indiz. recovery as captured by
the RG or RA.
M® hGSNIEfX on abGliada LI NIAOALI GSR Ay GKS ! 51, &0K Somabefficiehdy, the &heml6 stadied paricpated ltdlinpFove OpelaliorialSeficiedicg only.Y LINE 84S RA & 0264 Q. T yl-..y OAl ¢
5| HO ! dzZiK2NBQ ylfteara oFlasSR 2y GKS !'51, az2! ¥FT2N G§KS wmpfrom dur siuBysduelickalatk of datBin tepdbfichi@hiain. Ay G KS &G dzReéd Wk YYdz 3 W EKYA NWKEa oS

od ! dziK2NAQ Fyltteara oFladSR 2y GKS FAQPS aidrdiSa 6AGK NBtALotS RIGE® CHE tounCL



Discombenefits

TheApproach Bbased
regulatory treatment
(rooted in financial
principles) could result in
an improvement in
discom® FAYI YyOAL
cumulatively by INR 58,276
crore in Uttar Pradesh,
Madhya Pradesh, Tamil
Nadu, and JharkhantThis,
in turn, would also reduce
discom§) RdzSa G2
generation companies.

Key highlights of the study

Consumer benefits

Approach Bbased
regulatory treatment in
Rajasthan can provide relief
of INR 26,886 crore to
electricity consumers in the
LJars af teduétigh 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 theirdiscoms
cumulative debt worth INR
47,672 crore into
grants/equity.

Recommendation

We propose that the
Ministry of Power{1oP), as
a signatory to the UDAY
Memorandum of
Understanding (MoU),
should share a guidance
note with state
governmentsgdiscoms and
SERCs to revisit their
existing approaches
(Approach A).

M® h@SNItfs on abhrisSa LINIAOALIGSR Ay G(KS | 5!, aOK Somdefciehdythe Gthem 6 stadied paricihated itdlindfove Operalloniaieficiedcg only.Y LINE @8 RA & O2 Xl Qu el 5 OA } ¢
6| HO | dziK2NRQ yltégara oFaSR 2y GKS |51, az2! F2N GKS wpfrom dur siuBysdueltkaliaik of dbkbin thepdbficiBRin. A y (G KS alGdzRed W YYdz 9 QYL @KYANNKIa 0S5

od ! dziK2NAQ Fyltteara oFladSR 2y GKS FAQPS aidrdiSa 6AGK NBtALotS RIGE® MEcouNcL
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Background: Need foujjwal DiscomAssurance YojanédJDAY)

In November 2015, the Government of Indi&¢)) announced the UDAY scheme fdiscom®) FA Y I YOA I £ G dzNY I NB
improvement with the following major features.

Financial Operational Reduction in Figure 1.The cumulative debt ofliscomsrose
turnaround efficiency targets generation cost from INR 2.7 lakh crore to INR 3.6 lakh crore in
the pre-UDAY period (FY £BY 15)2
A A total of 75 per cent of A Target aggregate technical A Coal supply and linkage 40
discomdebt is to be taken and commercial (AT & C) rationalisation >0
over by state governments loss reduction to 15 per /A Enabling competitive .
and converted into grants cent and reduce the power purchase g
and/or equity. The average cost of supply <
remaining 25 per cent is to (ACX)average revenue g
be issued byliscomsas recovered (ARR) gap to -
bonds. zero
A The future losses afiscoms A Targets for energy | FY13 FY14 FY15
are to be gradually taken auditing, metering, = Outstanding debt ~ ® Accumulated losses
over by state governments. collection, etc. {2dNDSY ! dziK2NBQ Fylfgdara FNRBY tC/ NBLRN

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
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Progress so far

The state takeover of 75 per cent oiscomdebt was aimed at improving theliscom€® o6 f  yOS aKSSG LI2aAdA
interest cost burden. This would have increased the fiscal space for infrastructure investments and improved revealisation

Figure 2:As per the UDAY MoU, state governments were to take over Figure 3improvements in outstanding debt and accumulated loss
discom® 2dziadlyRAYy3I RSod ¢62NIUK Lbw mdditiondbedgarkio tapsBf\dfer BYKLRE dz3 K 3INJI y ( a

and/or equity infusion

5.0 6.0
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4.0 5.0 4.7
4.0 3.7 : 4.2
g 2 4.0
o o
5 3.0 5 ﬁ
< 23 < 30 &
I 1.8 I
= Z 20 3.9 4.2
3.2 3.6
1.0 10
0.0 0.0
Debt as on 30 Sept Debt as on 30 Sept Debt to be Debt takenover by FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20
2015 2015 takenover by state state governments
(all state owned (discoms of 16 governments till date mmm Outstanding debt Accumulated losses
discoms) states)
{2dzNDSY ! dzZiK2NBQ Fylf&&aaa FNRBY tC/ NBLRNIA&AZ GKS !'5!, az2! z [{y2RzZNIKSSY | ddRIAKIZONR D FIfyHhyE BSE AZAK SFANREY 200 NRRAREIEE2 LW SNI FAY Il yOS O2 NLJ:
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Note: The same holds for eroding net worth (not shown in the graph) due to rising accumulated losses.
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