Report of High Level Panel on Financial Position of Distribution Utilities

CHAPTER-I

ToR (a): “Review Accounts of SEBs’ and State Distribution Companies as on

March 31, 2010 or earlier if updated accounts for the year ended
March 21, 2010 are not available.”

and

ToR (b) “Review their Financial Position as on March 31, 2010 and in

1.0

1.1

particular, losses incurred and projected distribution losses over the
period April 2010 to March 2017.”

In order to review the accounts of SEBs and Discoms for the year ending March
2010 it was necessary (August — Sept. 2010) to determine the status of
completion of accounts for earlier years, audit of such accounts and finally
completion and audit of accounts for the F.Y. ended on 31st March 2010.
Between August 2010 and March 2011 the accounts of all Discoms / SEBs were
progressively completed, statutory audit undertaken and audited accounts were
available by April / May 2011. This process could not be completed despite
periodic intervention of the HLP in the case of Bihar, Jharkhand and Uttar
Pradesh. It may be noted that Bihar and Jharkhand retain the old structure
(SEBs) while Uttar Pradesh has separated the three functions and distribution is
the responsibility of 5 legally separate entities. Having said that it should also be
noted that the separation in Uttar Pradesh is in form only and not in substance
because management, finances and control remains a singularity. This is our
observation with regard to several Discoms where during the last several years
separation has been effected by dividing the functions of the erstwhile Electricity
Board between generation, transmission and distribution. Discom is obligated
to take all the power generated by State generating company and is also
obligated to surrender all receipts to a common pool from where expenses are
met. For purposes of accounts balance sheets are drawn up for separate
companies.

We have restricted our enquiries to the fortunes of the Distribution utilities
because that is not only our Terms of Reference but also in accordance with our
understanding that operational consequences of performance of the distribution
utilities ends up in subsuming performance of generation and transmission
companies. That being so the distribution companies capture the financial health
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of electricity sector in the States even though the financial results displayed are
those of Discoms alone.

1.2 A number of States (North-Eastern, Goa, etc.) have not corporatized these
functions.  Generation / procurement of electricity, its transmission and
distribution are departmental functions. The financial consequences of these
operations are reflected as a part of the State budget, hence, it is very difficult to
isolate their performance. Secondly, the aggregate cbnsumption of power of
these States accounts for a modest percentage of power. For purposes of our
work under ToR (a) and (b); West Bengal, Chattisgarh, Goa & all North Eastern
States have been excluded. The states covered are :
¢ Maharashtra e Haryana
e Andhra Pradesh ¢ Madhya Pradesh
e Tamilnadu ¢ Bihar
e Uttar Pradesh ¢ Kerala
e Guijarat ¢ Jharkhand
+ Karnataka ¢ Himachal Pradesh
e Punjab e Uttrakhand
¢ Rajasthan
There were certain data problems, hence West Bengal and Chattisgarh are
excluded from aggregate data. Our financial analysis and efforts are based on 15
States which account for 91% of power consumed in the country.

1.3  We now proceed to present the results of Discoms / SEBs for the last 5 years
ending March 2010 concisely.

1.3.1 Table —| ‘ | , / (Rs. 000 Crs.)

m T REETYrCE Ry T hane

O\'A‘I’n'funds

Loan funds:

State Govt. 24 15 9

Others ‘ 161 - 56 105

Current liabilities/provisions 153 52 101

Total 396 148 248
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UTILISATION Mar 2010 Mar 2005 Change
Accumulated losses 107 19 88
Fixed assets (net) 128 67 61
Investments 6 1 5
Stocks 7 3

Debtors 56 31 25
Other current assets/advances 92 27 65
Total 396 148 248

The above table shows a net change of Rs. 2,48,000 Crores (Source & Uses)
during this period. This is represented by increase in accumulated losses by Rs.
88,000 Crores, increase in fixed assets by Rs. 61,000 Crores and increase in
current assets by Rs. 94,000 Crores. The last figure is highly opaque and it is
not clear as to what are the contents which aggregate to this. This is particularly
so for certain SEBs/ Discoms namely U.P., Rajasthan, Andhra Pradesh and to a
modest extent Maharashtra and Madhya Pradesh. It appears that part of the
losses are displayed as increase in current assets. UP alone accounted for 40%
of increase in Current Assets Like wise one-third of the increase in sundry
debtors Rs. 8,000 Crores was in case of A.P. Inevitably these represent
nothing but losses not displayed as such in the annual accounts. Table Il and
[ll analyse these issues from different perspective.

1.3.2 Table - i (Rs. 000 Crs.)
Currentassets/advances | Mar2010 | Mar2005 | Change
Caéh and bank bélances | 10 | | '5 5
Stocks 7 3 4
Sundry debtors 56 31 25
Loans and advances 5 1 4

Other current assets 77 21 56

Total 155 61 94

Since the largest unexplained entry from the Sources and Uses table pertains to
current assets, that data is presented in greater detail in Table — Il and it would
be observed from the table that the most dramatic increase is in “other current
assets”; in the main Subsidy carried to Profit & Loss Account which remains to be
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1.3.3

14

paid by the State Govt (Andhra Pradesh and Rajasthan). While there is a certain
accounting clarity in the case of number of States, it is hard to say what
constitutes current assets because inter-alia proper current assets records and
registers do not exist in the Distribution utilities. It would also be observed that

there is a significant increase in debtors. This information is presented in Table
fil.

Table — il ‘ (Rs. 000 Crs.)
Receivables 56 31
Revenue 150 90
Collection period (range) 36 to 645 days 54 to 933 days
Madhya Pradesh 241 days 198 days
up 317 days 199 days
Bihar 606 days 1006 days

The collection period is so long that any proper description of current demand is
meaningless. The Distribution utilities are able to collect a certain amount of
cash which includes arrears and there is a very wide variation from State to State
as to the accumulation of arrears as is illustrated in the Table lil. It would be
proper to say that the longer the period of arrears the worst is the financial health
of the Distribution utilities. Some states, at some point have addressed this
problem by forming an empowered committee which reviewed and decided what
is the recoverable and what is not. While recasting the financial position of
distribution utilities, it would be desirable for this exercise to be undertaken. It
should be noted that electricity over-dues are recoverable as arrears of Land
Revenue. In other words indication of the financial well being of a Distribution
utility is certainly the collection period displayed in above table. Unfortunately,
both in case of Madhya Pradesh and Uttar Pradesh the collection period has
significantly deteriorated between 2005 to 2010. It is also moot whether demand
outstanding for nearly 2 years (Bihar) can at all be classified as a good debt.

The key financial data as to revenue, subsidies, expenditure, losses etc. are
presented in Table — IV.

10
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1.4.1 Table -1V (Rs. 000 Crs.)
Particulars 2010 2009 2008 2007 | 2006 | Total
Revenue 150 134 119 107 90 600
Subsidies 30 25 17 13 12 97
Other income 7 6 6 5 5 29
Total 187 165 142 125 107 726
% subsidy/revenue 20 19 14 12 14 16
Total expenditure 214 191 156 135 112 808
Net loss before subsidies | (57) (51) (31) (23) (17) | (179)
Net loss after subsidies (27) (26) (14) (10) (5) (82)

Note :The accumulated losses of Rs. 82,000 Crore in the above table are the aggregate

1.5

losses for the period 2006 to 2010 and vary from accumulated losses of Rs.
88,000 Crore (Table — ) which are accumulated losses as per balance sheet.

During the 5 years period losses were Rs. 1,79,000 Crores before subsidy and
Rs. 82,000 Crores after subsidy. These losses were primarily because of the
gap of about Re. 0.60 / kwh between average cost and average revenue. Having
provided this financial explanation we do not propose to discuss the reasons for
losses in any greater detail because they are discussed as a part of other Terms
of References including those connected with regulatory, operational and
management issues. Primarily operational and management issues coupled with
Regulatory shortcomings are responsible for the losses. In other words the Re.
0.60/kwh gap could have been bridged by operational and managerial
improvement.

Had the Aggregate Technical and Commercial Losses (AT&C) losses been
reasonable, even with the present tariff the Discoms would not have been in such
financial distress. Unfortunately, what is described as Aggregate Technical and
Commercial Losses (AT&C) are high and in fact much higher than commonly
acknowledged. For example, according to CEA, losses are taken at 30% but
this does not include other operational losses which are not captured by CEA
data, e.g. over-statement of agricultural consumption. It is not necessary to
pursue this point any further in dealing with the financials since these are
exhaustively covered in the Chapter — Il relating to (d) Part of ToR.

11
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1.6

1.7

However, it is necessary to point out that commercial losses are connected with
the functions of finance and accounts in as much as billing / bill collection etc. are
the function of the finance and accounts deptt. It has been seen that at present,
in some states most of the energy billing is outsourced for bill preparations and
distribution of bills and that energy consumption data is also allowed to be stored
in Service Provider Server. This practice in particular leads to corrupting key
data, overstating revenue and is responsible for commercial losses in addition to
technical losses. It is not our case that inaccurate billing data is entirely due to
external service provider(s) probably the extent of abuse is greater in the latter
case. We may refer in passing to a study conducted by IIT, Roorkee, at the
behest of the Uttrakhand Regulatory Commission which shows a great deal of
light on this issue. (Investigation of Defective Bills for the period September 2005
fo August 2006).

While on this subject it should be noted that the record of Govt. Deptts. and local
bodies in paying electricity bills is deplorable. It is also the case that these
entities secure budgetary approval for electricity charges and yet do not pay
electricity dues. Distribution Utilities should, as a matter of policy change over
the present system to pre-paid meters in case of such consumers.

The critical issues which emerged are largely as to the quality of financial
statements. Is it accurate to say that the statements are true and fair?
Unfortunately the statements are not entirely true and they are certainly not fair
because :

(a) The receivables outstanding are enormous and there are considerable issues
with regard to quality of the receivables. To take just one example, in the
state of Maharashtra a certain distribution area (Bhiwandi) was handed over
as a Franchise by the Maharashtra State Electricity Distribution Co. Ltd.
(MSEDCL) about 5 years back. During the last 5 years all parameters of
Bhiwandi have improved. Technical losses are down to 15%, there are
virtually no commercial losses and from any technical or commercial point of
view Bhiwandi has become a role model except for the arrears of electricity
charges at the time of taking over which have not been realized even to the
extent of one rupee. What were shown as arrears of revenues outstanding
for Bhiwandi remain as they were. Customers are willing to pay for all what
they are charged now but seem to deny that they have any liability for what
may largely have been on the books of MSEDCL.

12
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(b) There is no enumeration of assets and for that matter there is no fixed asset
register.  Like wise inter-unit reconciliation between account units does not
take place and there is no reconciliation of stocks and stores as well. Thus
what is issued to different units, what is consumed, what is available, what is
transformed to an asset is all in the realm of estimate.

(c) At present time given the scale of operations of Discoms / SEBs none of
these shortcomings can be addressed without systematic computerization.
By systematic computerization is meant integration of operational information
with commercial and financial. The software must encompass all three
functions to be meaningful. What is the number of units generated should be
known not only to the plant in-charge, but also to the billing unit in-charge of
the commercial and finally to the finance and accounts units maintaining the
accounts. Without this comprehensive computerization, it cannot be said that
there is a framework of computerization in place. Our comments take into
account the efforts at computerization in certain states in relation to some
activities but as stated the computerization system is not integrated.
Unfortunately, the computerization proposed under R-APDRP also does not
cover finance and accounts.

(d) It must also be pointed that the computerization undertaken in certain States
lacks ownership because so much of the work has been outsourced that
within the system people neither understand what is going on nor find it useful
to do so. This kind of out-sourcing defeats the very purpose of
computerization because it ceases to have any operational relevance. The
key functions must remain the responsibility and the operational duty of those

- who are employed by the Distribution utilities. This is not the place to discuss
at length or draw a line between the essential functions and the outsourcing.
However that distinction has to be operationally made, should be uniformly
defined for all Distribution utilities and must be adhered to by them.
Otherwise as had happened in other cases, chances are that the Distribution
utilities would lose management control without any gain in operational
efficiency.

(e) What is the way forward in this background? We believe that many
processes must now begin in parallel. There has to be a time bound plan for

13
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()

() Physical verification and preparation of fixed asset register on a
commonly accepted definitions of fixed assets under the financial
accounting standards.

(i) A programme of stocks reconciliation and physical verification

(iiiy Inter-unit reconciliation.

While this process is going on, a very realistic judgment has to be made on
the commercial side regarding the receivables so that what is really
outstanding is separated from what is shown as outstanding. This exercise is
not difficult because it is our understanding that at the operational level there
is a great deal of awareness of what is really receivable and what is shown as
receivable. Some states, at some point have addressed this problem by
forming an empowered committee which reviewed and decided what is the
recoverable and what is not.

After arriving at a correct picture of receivables there should be a plan for
realization of arrears and annual separation of realization of current demand
plus arrears.

Each State depending on its situation will also have to draw a programme of
computerization which is systematic and comprehensive.

(g) Last year when this Panel was constituted it was felt that in a short period of

time International Financial Reporting Standards (IFRS) would become
applicable to Discoms and would cast an additional burden on them.
International developments suggest that these standards are unlikely to
become applicable for some time. It is also hard to judge when agreement on
IFRS would be reached because so long as the financial markets are
depressed there is little chance of any significant movement towards an
agreement. In other words for the next few years, or in practice for the next
Plan period, the current accounting standards would continue to be
applicable. Their uniform application would remain an issue.

KPMG and Deloitte Touche Tohmatsu India Pvt. Ltd. were contracted by HLP
to undertake Diagnostic Studies in the states of Uttar Pradesh and Bihar.
Jharkhand was assigned to Ravi Rajan & Co. and Mukund Chitale & Co.
reviewed the accounting practices of Chhattisgarh. The diagnostic studies
prescribe the measures to be taken vis-a-vis Accounting Practices,

14



Report of High Level Panel on Financial Position of Distribution Utilities

1.8

1.8.1

1.8.2

1.8.3

maintenance of accounts etc. by DISCOMs in order to produce accurate and
credible financial statements. Reports of Deloittee and KPMG are appended
with this report as Annexure lll and V.

Forecast of projected distribution losses over the period April,2010-March,
2017

Whatever be the limitations of accounting statements of Discoms / SEBs pointed
out by us we were still obligated to forecast their financial position for the period
April 2010 to March 2017. It would be recalled that the accounts have been
completed for all Distribution utilities and used for the purpose of this chapter for
the 15 States which account for 91% of the energy consumed. It should also be
noted that the years 2010-11 and 2011-12 belong to the current plan period and
the next plan will commence on 1% April 2012. However, no forecast was
possible without forecasting / estimating the two intervening years ie. 2010-
2011 and 2011-2012.

The key basis for the forecast was taken as the number of units consumed.
Energy demand forecast has been made by the Central Electricity Authority as a
part of the Eighteenth Power Survey. The resuilts of the survey are expected to
be made public during this month (December 2011). The statistical information
generated by CEA and the forecast were made available by CEA to HLP.

CEA forecast has been made state-wise and the financial outcome is displayed
in Appendix-l State-wise.

In making the forecast we have recognized that there are significant commercial
losses, we have assumed that States will make concerted efforts to eliminate
these losses and that commercial losses may be substantially reduced by the
end of the third year of the next plan.

We have assumed constant revenue realization. In so far as costs are concerned
we have divided total costs by aggregate units available in 2009-10 (actual), thus
arriving at average cost per unit. Thus the average unit cost for the consolidated
statement comes to Rs.3.65/unit. Using this as the multiplier, total expenditure for
the expenditure forecast i.e. 2010-11 through 2016-17 has been made. By this
time many States have finalized their accounts for year 2010-11. However,
complete information for all the States on the basis of audited accounts is yet to

15
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become available and is likely to take time hence, in this Report the year 2010-11
is a forecast rather than being based on actual results.

It is possible to update the forecast on the basis of the year 2010-11 (actuals) or
for that matter 2011-12 as and when such information becomes available.

it is also possible to assume rates of increase in both revenue and expenditure.
However, assumptions in this behalf are likely to enhance uncertainty..

1.8.4 Likewise CEA has forecast different rates for loss reduction in each State
depending on the absolute percentage of loss at present. Broadly higher the
losses higher the scope for reduction of losses and lower the losses less the
scope for reduction. Thus each State depending on its position has been
differently treated. Subsidy payable is included in the ARR on the ground that
without subsidy the operations of the Distribution utilities are unsustainable. On
these assumptions we present in the following table the losses forecast for the 15
States which account for 91% of energy consumed.

Table -V

ALL INDIA STATE ELECTRICITY DISTRIBUTION UTILITIES

201142 | 2012413 | 201314 | 2014-15 || 2015-16 || 2016-17

| Revenue from sale of power 157472 189274 208735 229321 251687 276310 §| 303109 || 334087

! Subsidies and grants 29691 32721 36066 39493 43039 46943 51145 55780

\ TOTAL REVENUE 187163 221994 244802 || 268815 294726 || 323252 || 354254 || 389867

TOTAL EXPENDITURE M_‘[_g14121 | 249754 | 272351 | 296024 | 321291 | 348879 | 378418 || 411977

Profivless .| -26957 | -27760 || -27549 | -27209 | - _H;gSszs -24164 | -22110
,, ] | ;’ | [
| UNIT CONSUMED i 44509 | 52634 | 57992 | 63652 | 69792 | 76546 | 83889 | 92299
ENITAVA/LHM | seess | 68909 1 __;__sg_g?_g_'___zx_rﬁg__! 88506 | 96073 | 104175 | 113388
| unirsLosT | 14126 | 16275 7104 | 17914 | 18714 || 19527 | 20286 || 21089
l%ofUmts Loss ;r&o) _____ %, ;) 2 'F s | 2} 2120 | w | o1
; Cost of Units /Energy | 214121 | 249754 | 272351 | 296024 | 321291 | 348879 | 378418 | 411977
| Average cost per unit sold 481 || 475 4.70 465 | 460 || 456 | 4¢
|| Average Revenue &
|Realisation(ARR) | 421 |} 421 | 421 | 421 | 421 4.21
| Out of which subsidyis | 0.51 o047 || o048 0.48 0.49 0.49

Cost/ unit for available energy 3.65/kwh
Other Income included in Sale of power
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It would be observed that losses of these States decline from roughly Rs. 27,000
Crore in 2009-10 to Rs. 22,000 Crore in 2016-17 due to the improvement in
performance built into the forecast. The CEA forecast is based on two
assumptions; first that units available would virtually double during the seven
years ending March, 2017. Second that aggregate losses decline from 24% to
19% by March, 2017. While, in aggregate, this would appear to be less than a
percentage point improvement every year, it would require vast changes in
certain States (UP, MP etc.) which consume large quantity of energies and also
have high aggregate losses. To what extent this will take place or can take place
is discussed in Chapter-lll. Needless to say that the current sources of financing
these losses will.no longer be available; to the States. The banks would not be in
a position to finance these losses any longer. The time for immediate radical
action is now. Soft options are no longer available.

This report in succeeding chapters delineates a set of measures which together
have the potential to turn-around the Distribution utilities in the foreseeable
future and certainly within the next plan period provided decision are
expeditiously taken, consequent action quickly follows and the comprehensive
measures are accepted and acted on as a package. Slippages would have
multi-dimensional consequences rendering the whole exercise futile.

1.9  Mechanism for outstanding Bank loans

The financial data shows that the aggregate net losses (after subsidy) of
Distribution Utilities during the last 5 years have been Rs. 82,000 crores. These
losses have been financed as below :-
Table - VI
Financing of Losses:

Rs. in Crores

Financial Losses (-) 82000
i) Current Assets - Current Liabilities) 94700
(-) 101700 (+) 7000
ii) Long Term Loans + Own Funds 78000
(-) Creation of Fixed Assets (-) 61500 (+)16500
Balance outstanding (-) 58500
iif) Bank's Loan (+) 58500

17
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Over 70% of the loss is financed by Public Sector Banks. The information with
regard to loans outstanding, guaranteed or otherwise is as follows :-

Table - VI (Rs. In Crores)
S.No. Bank Details Total loans | Loans backed | %age of loan
- ‘ . - by SG backed by SG
, - | Guarantee guarantee
1. Public Sector Banks 49131 20740 42
2. Other commercial banks 2190 917 42
3. Cooperative banks 530 - --
Total 51851 21657 42

Note : The variation between Bank outstanding displayed in Table — VI and Appendix
vis-a-vis above captioned information is because information regarding loans is
not available for  UGVCL (Gujarat), CHESCOM (Karnataka),
CSPDCL(Chhatisgarh), APDCL (Assam) and UHBVNL (Haryana).

1.9.1 Neither the Distribution utilities are in a position to pay banks nor the Banks are
in a position to realize the dues. There are Govt. guarantees, as is clear from
the above table, as a collateral security to the extent of 42%. Thus bank
outstandings in Table — VIi can be divided into those backed by Govt. guarantee
and the rest. State Governments have tried to honour their guarantee even if
they have asked for some rescheduling. Further under the State FRBM Act
guarantees are now strictly regulated. Ten States have also set up guarantee
redemption funds, a requirement of the 12" Finance Commission. ~ The amount
available in these funds is roughly Rs. 4,000 crore. RBI ought to allow States to
draw down guarantee redemption funds in order to meet liabilities incurred to
banks and guaranteed by them. Guarantees can also be enforced through due
process including Debt Recovery Tribunals and Public Sector Banks posses
leverage with the States since they subscribe to State Development Loans.
These instruments can be used to reduce bank outstanding but only to limited
extent. Clearly distribution utilities are not in a position to repay the balance
outstanding which financed deficits between income and expenditure which is a
substantial amount. In this background what should be the way forward?

18
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1.9.2

1.9.3

1.9.4

We believe that having legitimately lent money and secured Government
guarantee, it would be quite inappropriate for the Banks to make any substantial
sacrifice. Arguably the State Govt. as the owner of Distribution utilities should
provide further infusion to meet / finance losses or rather to repay the banks. But
it is common ground that the States whose Distribution utilities borrowed to
finance losses do not generate any revenue surplus'. In other words current
income (tax + non tax) is significantly below revenue expenditure. If the States
were to assume the responsibility of meeting these losses on behalf of
Distribution utilities they would be obligated to generate the extra resource by
additional borrowings. There are only two sources for them to borrow ie.
Reserve Bank of India (RBI) and Public Sector Banks. RBI does not lend State
Govts. except for ways and means requirements and public sector banks can
hardly lend to the State Govts. to enable them to repay themselves. Therefore,
the idea that State Govts. can meet their repayment obligations to public sector
banks is a non-starter. At a time when even the largest public sector banks are
struggling with capital adequacy, additional infusion of share capital etc, it would
be idle to speculate that their profits can be used to write-off the loans.

We still have to address the question of what next? The responsibility for these
loans and the present conditions lies on the State Govt.(s), Distribution utilities
and the banks. In the first instance before the commencement of a plan of
action the commercial banks should jointly renegotiate with the Distribution
utilities / State Govts. the outstanding amount and reschedule the repayment of
the amount by the Distribution utilities taking into account the several actions the
Distribution utilities / State Govt. are obligated to take for reform of the
distribution sector referred to in succeeding paras of this chapter. Once the
outstanding has been rescheduled it would be for the Distribution utilities to meet
its obligation. Nevertheless there may be circumstances where despite the best
efforts of the Distribution utilities there is some default in the repayment
schedule. How this should be addressed is discussed in the succeeding
paragraphs.

Our proposal is that a Special Purpose Vehicle (SPV) should be set up, as a
corporate entity, for this purpose. This vehicle would be entitled to purchase

" HLP is aware that the accounts of certain States show a healthy revenue surplus as well as a large fiscal deficit.
Since this report is not the place to discuss accounting policies followed by State Governments, the net effect of
any increased support to SEBs/ Discoms will remain the same i.e. increased fiscal deficit through increase in
borrowings.
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loans of Banks where the public sector banks believe that it needs to redefine its
portfolio. Such purchase would be subject to a number of conditions :

(a) Public sector bank(s) has negotiated with the State Govt. and come to a
settlement as to a revised repayment schedule and we discuss this in some
detail in succeeding paras.

(b) That the State Govt. has agreed for regular tariff increase so as to enable the
Distribution utilities, with immediate effect, to meet its current expenditure
from its current income and the current expenditure includes interest charges
on all loans outstanding.

(c) That the State Govt. has prepared an Operational Plan in consultation with
the SPV to meet technical and operational performance parameters and in
particular with regard to a policy of planned franchising of distribution function.

(d) That the State Govt. has taken all measures agreed to the SPV, with regard
to regulatory issues including those relating to appointment of Regulator,
independence of Regulator and time bound annual fixation of tariff.

(e) That the State govt. has drawn up a plan for financial up gradation of
Distribution utilities on the lines described in the report and encompasses all
the issues raised therein.

(f) With regard to public sector banks outstanding, the concerned Bank and the
State Govt. will reach agreement both with regard to the interest rates and the
period of repayment and the amount of repayment on each installment. This
plan will be based on a forecast of potential revenue to be generated by the
State due to the number of measures described above. ltis likely that in the
first few years the Distribution utilities would be unable to meet the repayment
obligation because of the several competing claims on the cash surplus
generated after meeting current expenditure. The Distribution utility would be
obligated to undertake capital expenditure for technical and operational up
gradation as a first priority. This would start yielding additional income /
surplus cash after a time gap. The chances are that the earlier repayments
obligations would not be discharged by the States, and this will differ from
State to State. In cases where the Distribution utility is unable to meet the
repayment liability, the SPV will purchase the liability from the bank(s) and
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1.9.5

1.9.6

this would become an asset of the SPV. Needless to say this would result in
a further rescheduling of instalments taken over by the SPV. RBI would
provide a line of credit to the SPV to make the purchase and thus the
transaction would balance both on the asset and liability side. On the income
side the interest on the repayment liability purchased by the SPV would now
flow from the Distribution utility to the SPV and from interest income the SPV
should be able to pay the interest charges of RBI. We believe it would be
legitimate to provide a considerable spread between the interest rates. The
spread should provide a substantial surplus to meet contingencies. We have
already stated that the State Govt. must agree as a part of this mechanism to
raise the tariff sufficiently for payment of interest charges to be met, therefore,
inter-alia the current income of the Distribution utilities should be able to meet
the interest charges whether it is able to repay the principal or not. It is not
our intention to let the State Govt. off the hook. In due course they would
have to pay the SPV. Hence, there would not be any question of writing off
anything even though the period of repayment is likely to be elongated.

In case taking into account all the circumstances the SPV comes to the
conclusion that the default by the Distribution utility from the repayment schedule
was for reasons within its control the mechanism of purchase by the SPV will still
be available and would enable it to repay the bank. In such cases the SPV will
inform the RBI of the default and prior to commencement of the plan the State
Govt would provide an undertaking to RBI that the amount defaulted would be
debited to the account of the State Govt. with the RBI. Hence intentional default,
non-performance, non-adherence to the action plan would all become very
expensive choices.

The SPV will be in-charge of ensuring that all the conditionalities, the entire plan
of action, financial, commercial, operational, technical, regulatory as agreed to
between Distribution utility and the SPV is complied with. A precondition of this
compliance would be that future Bank lending to Distribution utility would be
against verifiable physical assets, and with the concurrence of the SPV. We
believe that working capital facility by banks to Distribution utilities in future
should be limited to purchase and discounting of bills. Cash credit and
hypothecation facilities being impossible to monitor should not be available.
Hence every attempt will be made to ensure that the Distribution utilities do not
go back to a regime of business as usual.
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1.9.7 Given the key role of the RBI in extending the line of credit it would be in the

1.10

fitness of the things if the chairperson (CEO) of the SPV is appointed by the RBI.
A small Board including Chairman, CERC; Chairman, PFC; Chairman, REC, two
representatives of public sector banks (chief executives) and two independent
directors with professional background of the power sector would constitute the
Board of the SPV. The experts shall be nominated by the RBI. The share capital
of the SPV would be held by RBI 76%, PFC and REC can hold the balance. The
headquarter of the SPV given its nomenclature should be at Mumbai. It would
need a small core staff which can be more easily found in Mumbai vis-a-vis
Delhi.

Functions of the SPV in particular would be periodic sample verification of reports
of the compliance sent by Distribution utilities through selected Third Party
Independent Agencies (TPIA). In this it would receive full support from PFC
which is the nodal agency for R-APDRP meant to reform urban distribution and
REC which is implementing the RGGVY.

The detailed financials are presented in the appendix to this chapter. The state-
wise information is given in two tables. The first table gives the information
relating to past profit / losses of the last five years and the second table of the
projected profit / losses for the last two years of this plan and five years of the
next plan.
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APPENDIX TO CHAPTER - |

All India Electricity Distribution Utilities

BALANCE SHEET (Rs.In Crs.)
PARTICULARS AS AT AS AT AS AT AS AT
31-03-2010 31-03-2010 31-03-2005 31-03-2005
SOURCES OF FUNDS
1.  Own Funds: 58502 25024
(Including Share Capital, Reserve & Surplus)
2, Loan Funds: '
From: State Government 24079 15199
From: Others 160662 55560
3. Current Liabilities: 153356 51624
(including Creditors, Deposits & Provisions)
396586 147406
APPLICATION OF FUNDS
1. Fixed Assets: 128350 66877
2. Investments: 6164 1341
3. Current Assets & Loans & Advances:
Cash & Bank Balances 9622 5172
Stock 6948 3464
Sundry Debtors 55837 30209
Loans & Advances 5325 1448
Other Current Assets 77413 155146 20166 60459
4. Miscellaneous Expenditures: 106926 18731
(including Profit & Loss Account)
396586 147406
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(Amount in Crores)

Sources: Increase In Own Funds 33400 -
Major Contribution by
Increase in Own Funds 33400 States:
Uttar Pradesh 12200 36%
Increase in Loan from State Govt 8900 Tamil Nadu 3500 11%
Maharashtra 3200 10%
Increase in Loan (Others) 105000 Madhya Pradesh 3600 11%
Karnataka 1700 5%
Increase in Current Liabilities 101700 Andhra Pradesh 2400 7%
TOTAL 26600 80%
TOTAL 249000
Uses: Increase In Sundry Debtors 25600
Major Contribution by
Creation of Capital Assets 61500 States:
Uttar Pradesh 7900 31%
Investments 4800 Maharashtra 7200 28%
Karnataka 2600 10%
Increase in Current Assets 94700 Tamil Nadu 1770 7%
Madhya Pradesh 4000 16%
Losses Including Misc. Exp 88000 TOTAL 23470 92%
Increase In Other Current
249000 Assets 57000
Major Contribution by
States:
Uttar Pradesh 28500 50%
Rajasthan 13700 24%
Andhra Pradesh 9800 17%
Haryana 4700 8%
TOTAL 56700 99%
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Financing of Losses:

(Amount in Crores)

Financial Losses : -) 82000
(i) Current Assets - Current Liabilities) 94700
(-) 101700 (+) 7000
(ii) Long Term Loans + Own Funds 78000
(-) Creation of Fixed Assets (-) 615000 (+16500)
Balance outstanding (-) 58500
(iii) Bank's Loan (*) 58500
Loan from Others: Year
2005 | 2010 Increased By
Banks 8190 72185 63995
Public Bonds 5740 6100 360
R.E.C. 13390 30436 17046
P.F.C. 5686 10325 4639
Lic 2203 2616 413
Consumer Contribution 8479 17412 8933
Govt Grants 3370 7700 4330
APDRP/PMGY 665 1037 372
Other Fis 3855 12839 8984
B Total 51578 160650 109072

(Amount in Crores)

REC 17046
PFC 4639
LIC 413
Consumer Contribution 8933
Govt. Grant 4330
APDRP/PMGY 372
State Govt Loans 8900,
Long Term Loans 44633
Own Funds 334001
Total 78033
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