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UDAY lacks brightness

Improvement in the finances of discoms is possible only if they reduce costs and increase revenues

he reform of the power dis-
tribution sector has re-
ceived the Cabinet approval.
AsThadmentioned inmyre-
cent column in this paper,
this is the fourth attempt at reforming
the power sector beginningwiththe Ac-
celerated Power Development and Re-
form Programme (APRDF) in 2000
which was revised in 2008 (R-AFPRDFP)
and the financial restructuring pro-
grammeinitiated in 2013, Like the eardi-
erattempts, itpositslaudable objectives
but falls well short of what is needed to
bring about systemic improvements in
the distributionsectorand ensureunin-
terrupted power supply
The reform proposal approved by
the Cabinet, the Ujwal Discom Assur-
ance Yojana (UDAY)confirms that the
major objective of the initiative is to
improve the balance-sheets of the dis-
coms and prevent the stressed assetsof
the public sector banks and financial
institutions thathavelent moneytothe
discoms from becom ing non-perform-
ing ones. In part, improved balance-
sheets of the discoms might enable
them to buy more power from the gen-
erators and improve their plant load
factor in the medinm- and long-term.
With the discoms bleeding—accumu-
lated losses of ¥3.8 lakh crore—and
with outstanding debt of ¥4.3 lakh
crore(till March2015), actionwas need-
edtorevive theirfinancialfortunes.
According to the Cabinet note, UDAY
isa “path-breaking” reformand promis-
es“the rise of vibrant and efficient dis-
coms though a permanent resolution of
thepast as well aspotent ial future issues
of the sector” This is sought to be
achieved by (i) improving their opera-
tion efficiency; (ii) reducing the cost of
power;(iii)reductionin theirborrowing
cost and (iv) enforeing the financial dis-
ciplineondiscoms by linking them with
state finances. The operational part of
the reform is that the states shall take
over 75% of theoutstanding liabilities of
the discoms, 50% the first vear and 25%
inthesecond Theseliabilities willnotbe
included inthe prescribed fiscal deficit
targets for FY 16and FY17. Thestates will
issue nonSLE bonds directly to the

banks and financial insti-
tutions holding the discom
debt at present. The re-
maining debt of the dis-
coms willbeconverted into
bonds or loans carrying an
interest of not more than
the bank's base rate plus
0.1%. Alternatively, dis-

smartmetering, upgrada-
tion of transformers and
adopting energy efficien-
cy measures. However,
there is nothing in UDAY
that requirestheadoption
of any of these measures.
Similarly, the cost of pow-
er is supposed to result
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104%. It is not dear who will
compensate the lenders,
who will bear the the dif-
ferencebetween therate at whichbanks
had lent to the discoms and the rate of
interest chargeable to the renewed
bonds. It appears, the lenders will have
to take the haircut for avoid these loans
from becoming “non-performing”.
Structural improvement in the fi-
nances of discoms is sought to be
achieved by improvement in their op-
erational efficiency, reduction in the
cost of power and lower interest costs
and by aligning the finances of the dis-
coms with the respective state fi-
nances. Operational efficiency is sup-
posed to be achieved by compulsory
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cal decision not to charge

electricity to the agricul-

tural consumpt ion and un-
metered consumption needs tobe tack-
led and that is not going to be easy
Unmetered consumptiondoes not even
give aclear picture of transm issionand
distribution (T&D) losses. Tackling
this, too, is a political problem as the
theft of power is often by the politically-
connected. In fact, the estimate of 22%
transmission and distribution loss is
completely unreliable because, in the
absenceof aproper measureof agricul-
tural consumption, discoms simply
overstate agricultural consumption to
showlower T&D losses. In fact, manyof
the discoms donot evern care to have up-

datedauditedaccounts! Anothermajor
issue confronting the sector is the inef-
fective and often, incompetent regula-
tors loyal to the political executive. In
most states, the regulators are hardly
independent and tariff revisions de-
pend upon political willingness rather
than cost factors. Many discoms suffer
from the problem of overemployment
whichonly adds to operational costs. In
fact, most discoms do not even auwdit
their accounts regularly and we really
do not know the true picture of their
lossesandloans. Noneof theseissuesis
addressed inUDAY,

Themost important issue ishowthe
reform will help the consumers. The
Cabinet note characterises UDAY as
“.....a path-breaking reform for realiz-
ing the Hon'ble Prime Minister's vi-
sion of affordable and accessible 24X7
power for all.” Can this really hap-
pen?Indeed, the proposed reform
could prove helpful for cleaning the
balance-sheetsof the discoms, tosome
extent, andreducethe non-performing
assetsof the banking sy stem, buttoen-
sure stable supply of power to the con-
sumers, additional reforms to deal
with the structural problems of the
sector are called for: There is nothing
in the reform that prevents the dis-
coms from resorting to outages for
hours together simply to reduce their
losses and as longas the price charged
is lower than the average cost of sup-
plying power, this willcontinue to hap-
pen. Ensuring that the averagepriceof
power sold is higher than the cost of
supply requires aseparate set of struc-
tural, including institutionalreforms,
and until that happens, it would be too
optimistic to presume that the con-
sumers willseeanafford able and 24%7-
accessible power supply. Further more,
insulating thebondissue by power dis-
coms from the fiscal targets can prove
costlyformonitoring their fiscaldisci-
pline in the long-term
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