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heaccumulated deficits and
debt of states’ power distri-
bution companies (dis-
coms) are in the news once
againandany observerwho
has analysed the fiscal restructuring
plan (FRP)implemented in2013willnot
be surprised. Infact, the Union govern-
ment has been coming out with period-
ic bailout plans such as Accelerated
Power Development and Reform Pro-
gramme (APDEP) and Revised APDRP.
A careful analysis shows that these pe-
riodic oxygen infusions were essential-
Iy to ensure regularity inthe payments
to the power generators or to ensure re-
payment to lenders. These reforms fell
much short of remedying irrational
pricing, reducingtransmission anddis-
tributionlosses or improving regulato-
ry governance. Asthe costof power pur-
chase by discoms steadily increase
and with the regulator not allowing
increase in tariffs—deficits and debt
continued to mount. While some dis-
coms tried to limit the damage by sim-
ply resorting to power outages for long
hours, those which could leverage, re-
sorted to borrowing and aceumulating
debt. Innoneof the restructuring plans
implemented so far, there is any evi-
dence of improving the electricity ser-
vicetotheconsumers isevident. House-
holdshadtoeitherembracedarknessor
have had to look for more expensive op-
tions. Similarly industry and com-
merce have had to depend on expensive
captive power generation to continue
theiractivity Fromnewspaper reports,
there appears to be another attempt at
bailing out power utilities, and from
these reports, it appears that it is yet an-
other attempt to oxygenate the lenders
and powergenerators, and that the hope
of betterelectricity supply to the con-
sumers willremainam irage.

There have been repeated attempts
to bail out states' power distribution
utilities. The AFRDP was initiated in
A00-01 to improve their financial
health and to improve the quality of
supply The Union government agreed
to contribute 50% of the project costs,

Discom bailout

Lacking the power of reforms

The new bailout plan is unlikely to change the incentive structure and ensure healthy functioning of discoms
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form of loans and the re-
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rowed by the respective r!
states from institutions \
like PFC and REC. This b
failed to take off as the
states were not willing to

ment agreed to reimburse
25% of the bonds/special
securities issued by the
state governments.

The FRP too, like the
earlierbailout plans failed
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the second. As thistoodid lmlﬂemented The details of the new
not take off, the FRPfor the bailout plan are not yet
discomswasimplemented available. According tothe

in October2013 which entailed convert-
ing 50% of short-term liabilities into
bonds by the respective states and re-
structuring of the remaining 50% by
the lenders with a moratorium of 3
vears. The action plan tobridge the dif-
ference between the average cost and
averagerevenues of thediscomswasal-
sointroduced by providing incentiveto
reduce the AT&C losses by rationalis-
ing the tariffs and reducing the trans-
mission and distribution losses. As a
part of the programme, the govern-
mentof India promised grants equiva-
lent to the value of additional energy
saved by reducing the AT&C losses be-
vond what was prescribed, 3% peryear
inthecaseof discoms having morethan
30% losses and 1.5% in the case of the
rest. Furthermore, the Union govern-
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available reports, the proposal envis-
ages the states issuing bonds to the
lenders cover over 80-100% of thedebtof
the discoms. To facilitate this, it is pro-
posed to relaxthe FREM targets by 0.25
percentage point and provide interest
subvention tothe states by 3-4 percent-
age points to limit the interest rate at
94 . It is not clear whether the Union
gover nment will reimburse the differ-
ence to the barks or the banks will be
askedtotake vetanother haireut. If the
latter option is taken, given their large
NFAs, itwould be like givingahaircut to
a bald man! The remaining debt should
be repaid by improving the finances
throughrationalising tariff andreduc-
ing transmission and distribution loss-
es, If the states default on the agreed
terms of hond issue, the Union govern-

ment would cut their tax devolution. I
hopethisisnottruefor thiscanraisese-
rious questions of Constitutional pro-
priety as the tax devolution recom-
mended by the Finance Commissions,
once accepted by the government, can-
not be pre-empted for any payments.
Where does the proposal leave us?
Indeed, this may improve the balance
sheets of financial institutions, par-
ticularly state-owned banks. Perhaps,
this may also improve the plant load
factor and finances of electricity gen-
erating companies. Unfortunately,
this isunlikely to change the structure
of incentives to ensure healthy fune-
tioning of the discoms, nor are con-
sumers likely to get better supply of
power: In fact, consumers’ interest
was never a consideration in any of
the bailout plans. As already men-
tioned, many discoms have been con-
taining losses not by improvement in
their functioning or inereases in tar-
iffs but simply by resorting to outages
for long hours. The consumers” inter-
est has not been in the regulators”
radars. Many discoms were not al-
lowed to charge rational tariffs be-
cause of ineffective regulators acting
aslapdogs of thestates ratherthan in-
dependent watch dogs. Meddling with
the fiscal deficit targets to facilitate
the bailout gives aclear signal that fis-
cal austerity can be easily be given up
from time to time. If indeed targets
need to be adjusted to take into ac-
count the finances of discoms, the ad-
visable route should have been to im-
plement the recommendations of the
14th Finance Commission to take ex-
tended deficit and debt as the target
variables. This would force the dis-
coms to make audited accounts avail-
able to the state. Relaxing the targets
in ad hoe manner will send wrong sig-
nals onthe seriousness of FRBM.
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