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Press Release 
May 06, 2019 | Mumbai 

 

Square one: Discom debt to reach pre-UDAY levels this fiscal  
Cost-reflective tariffs and a material reduction in AT&C losses critical for turnaround 

 
Aggregate external debt of state-owned electricity distribution companies (discoms) is set to increase to pre-Ujwal 
Discom Assurance Yojana (UDAY) levels of Rs 2.6 lakh crore by the end of this fiscal. 
 
With most states having limited fiscal headroom, continuous financial support to their discoms may be difficult. So 
discoms have to become commercially viable through prudent tariff hikes and a material reduction in aggregate 
technical and commercial (AT&C) losses, CRISIL’s analysis of discoms in 15 states1, which account for 85% of the 
aggregate losses, shows. 
 
As per the memoranda of understanding that states had signed under UDAY in fiscal 2016, their discoms were to 
initiate structural reforms by reducing AT&C losses by 900 basis points (bps) to ~15% in fiscal 2019, and also 
implement regular tariff hikes of 5-6% per annum. In lieu, state governments took over three-fourths of discom 
debt, thus reducing the interest cost burden. 
 
While discoms enjoyed the benefit of debt reduction, structural reforms have been slow to come by. For instance, 
AT&C losses reduced by only 400 bps by December 2018 from pre-UDAY levels and average tariff increase were 
a paltry 3% per annum. 
 
“Further improvement in operations may face challenges because the focus on new rural connections 
without adequate tariff hikes can increase losses,” said Subodh Rai, Senior Director, CRISIL Ratings. “Add 
to that the funding needs for budgeted capital expenditure, and the external debt of discoms would balloon 
to ~Rs 2.6 lakh crore1 by the end of fiscal 2020.”  
 
That arithmetic is based on the assumption of average tariff increase of 2%, and partial funding of losses through 
state government grants, in line with the commitments made under UDAY. 
 
As in the past, that leaves the states with two options: take hard decisions to get their discoms back into shape, or 
prepare for another bail-out. In 2016, most states had the fiscal headroom to assume three-fourths of the debt of 
their discoms, but now, because of deterioration in state finances over the past few years, the latitude is limited. 
  
“Nine of the 15 states under CRISIL’s study, accounting for more than two-thirds of the total external debt 
of discoms, are already in breach of the Fiscal Responsibility and Budget Management Act bound of 25% 
debt to gross state domestic product ratio,” said Naveen Vaidyanathan, Associate Director, CRISIL 
Ratings.  
 
That makes structural reforms of discoms, especially ensuring cost-reflective tariffs and a material reduction in 
AT&C losses using measures such as smart metering, a critical need. Any delay would increase the pain for the 
power sector, especially for the generating companies, investors and lenders. 

  

                                                      
1 Analysis based on discoms of 15 states – Andhra Pradesh, Bihar, Chhattisgarh, Gujarat, Haryana, Jammu & Kashmir, Jharkhand, Karnataka, 
Madhya Pradesh, Maharashtra, Punjab, Rajasthan, Telangana, Uttar Pradesh and Uttarakhand 
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Annexure 
Red streak  
After declining in fiscals 2016 and 2017, discom debt is set to rebound to pre-UDAY levels 

                                                                                                                                                      Rs ’000 crore 

 
 

Source: CRISIL Ratings, UDAY website and annual reports. E is estimates and F is forecasts 
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About CRISIL Limited 

CRISIL is a leading agile and innovative, global analytics company driven by its mission of making markets function better. We 
are India’s foremost provider of ratings, data, research, analytics and solutions. A strong track record of growth, culture of 
innovation and global footprint sets us apart. We have delivered independent opinions, actionable insights, and efficient 
solutions to over 100,000 customers. 
  
We are majority owned by S&P Global Inc., a leading provider of transparent and independent ratings, benchmarks, analytics 
and data to the capital and commodity markets worldwide. 
 

For more information, visit www.crisil.com  
 

Connect with us: LINKEDIN | TWITTER | YOUTUBE | FACEBOOK  
 

About CRISIL Ratings 

CRISIL Ratings is part of CRISIL Limited (“CRISIL”). We pioneered the concept of credit rating in India in 1987. CRISIL is 
registered in India as a credit rating agency with the Securities and Exchange Board of India (“SEBI”). With a tradition of 
independence, analytical rigour and innovation, CRISIL sets the standards in the credit rating business. We rate the entire 
range of debt instruments, such as, bank loans, certificates of deposit, commercial paper, non-convertible / convertible / partially 
convertible bonds and debentures, perpetual bonds, bank hybrid capital instruments, asset-backed and mortgage-backed 
securities, partial guarantees and other structured debt instruments. We have rated over 24,500 large and mid-scale corporates 
and financial institutions. CRISIL has also instituted several innovations in India in the rating business, including rating municipal 
bonds, partially guaranteed instruments and microfinance institutions. We also pioneered a globally unique rating service for 
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Micro, Small and Medium Enterprises (MSMEs) and significantly extended the accessibility to rating services to a wider market. 
Over 110,000 MSMEs have been rated by us. 
 

 

CRISIL PRIVACY 
 
CRISIL respects your privacy. We may use your contact information, such as your name, address, and email id to fulfil your request and service your account and to 
provide you with additional information from CRISIL. For further information on CRISIL’s privacy policy please visit www.crisil.com. 
 
DISCLAIMER 
 
This Press Release is transmitted to you for the sole purpose of dissemination through your newspaper / magazine / agency.  The Press release may be used by 
you in full or in part without changing the meaning or context thereof but with due credit to CRISIL.  However, CRISIL alone has the sole right of distribution (whether 
directly or indirectly) of its Press Releases for consideration or otherwise through any media including websites, portals etc. 
 

CRISIL has taken due care and caution in preparing this Press Release. Information has been obtained by CRISIL from sources which it considers reliable. However, 
CRISIL does not guarantee the accuracy, adequacy or completeness of information on which this Press Release is based and is not responsible for any errors or 
omissions or for the results obtained from the use of this Press Release.  CRISIL, especially states that it has no financial liability whatsoever to the subscribers/ 
users/ transmitters/ distributors of this Press Release. CRISIL or its associates may have other commercial transactions with the company/entity. 
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