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Power distribution utilities facing headwinds owing to modest tariff hikes amidst rising
costs and adoption of additional prudential norms by lenders: ICRA

e  Payables to power generators remain high at Rs. 1.3 trillion as of May 2022; discoms are allowed to clear the dues
to power generators through 12-48 month installments

e Outlook for the power distribution segment remains Negative amid the continued operating inefficiencies and large
gap between tariff and cost of supply

The tariff-determination process for state distribution utilities (discoms) remains sluggish, with tariff petitions for
FY2023 being filed by 24 out of 29 states and tariff orders being issued only for 18 states. The median tariff hike
approved for FY2023 is higher at 2.2% compared to 0.6% for FY2022. However, it remains modest and much lower
than the median tariff hike of 8.2% sought by state discoms in their petitions. The filing of tariff petitions and
subsequent issuance of tariff orders by the state electricity regulatory commissions (SERCs) has been delayed over
the years. Moreover, the tariff hikes approved by the SERCs over the past five years have been low despite the rising
cost structure for the discoms.

Commenting on the tariff revision trends, Mr. Girishkumar Kadam, Senior Vice President & Co-Group Head -
Corporate ratings, ICRA, said: “While the median tariff hike is higher in FY2023 compared to the past two years, this
is likely to remain inadequate considering the expected increase in the power purchase cost (PPC) for the discoms in
FY2023 amid the rising dependency on costlier imported coal owing to the tight domestic coal supply position and
elevated international coal prices. Further, the subsidy dependence for state discoms is estimated to increase by 13%
to Rs. 1.48 trillion in FY2023 over FY2022, owing to an increase in the cost of supply and continued free power supply
to the agriculture segment across key states. This, in turn, exposes the discoms to the timely release of subsidy
payments by the state governments.”

Based on the advisory from the Ministry of Power, the public-sector lenders are adopting additional prudential
norms for sanctioning working capital debt to state power utilities. These norms include timely filing and issuance
of tariff orders with full cost recovery, timely subsidy release and adherence to AT&C loss reduction trajectory and
the tariff & cost of supply gap reduction trajectory. This is constraining the discoms ability to secure working capital
funding. The gross debt for state-owned discoms has increased to Rs. 5.5 trillion as of March 2021 and is likely to
have reached Rs. 6 trillion in FY2022, with the loans drawn down under the liquidity package. This apart, the dues
to power generators remain high at Rs. 1.3 trillion as of May 2022.

The high level of debt and power purchase payables remains a key challenge for the discoms. In this context, the
Electricity (Late Payment Surcharge and Related Matters) Rules, 2022 notified by the Ministry of Power,
Government of India on June 3, 2022, offers a one-time relaxation to discoms wherein the amount outstanding,
including principal and late payment surcharge (LPS) accrued as on the date of notification of the rules, can be
repaid by discoms through monthly instalments of 12 to 48 months (tenure is linked with the extent of total dues),
without further imposition of LPS. However, a delay in payment of any instalment by a discom would attract LPS on
the entire outstanding dues. The discoms have to decide on adopting this payment mechanism within 30 days from
the notification of these rules and inform the power generating companies.
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Commenting further on this, Mr. Vikram V, Vice President & Sector Head — Corporate ratings, ICRA, said: “The
implementation of the installment scheme would improve the cash flow visibility for the power generating
companies. However, a longer installment cycle of 36-48 months would keep the working capital cost elevated for
the generating companies. Moreover, the timely payment of these installments by the discoms remains linked with
the improvement in their financial position, which in turn hinges on efficiency improvement measures like smart
metering, timely tariff revisions and a mechanism to ensure timely electricity bill payments by Government bodies
& subsidy payments from Governments.”

For FY2021, the actual distribution losses averaged around ~16.9% against the average approved level of 14.7% for
the 15 major states analysed by ICRA. The Government of India in July 2021 notified the Revamped Distribution
Sector Scheme (RDSS) with the objective of reducing the AT&C losses to 12-15% at a Pan-India level by FY2025 along
with the reduction in the gap between the cost of supply and tariff. As of April 2022, the Government of India has
approved proposals of 13 states under this scheme with a financial outlay of ~Rs. 1.62 trillion. The timely
implementation of the projects under the scheme including the smart metering programme remains key to
improving the discom efficiencies.

ICRA’s outlook for state-owned distribution utilities remains negative, due to the continued weak financial position
led by inadequate tariffs, higher than allowed distribution loss levels and inadequate subsidy payments. The modest
tariff hikes and increase in the cost of supply amid the higher share of coal imports is likely to keep the cash gap per
unit for discoms high at 68 paise per unit in FY2023 at the all India level. Nonetheless, the credit profile of privately
owned distribution utilities remains supported by operational strengths arising from the demographic profile,
operational efficiencies, tariff adequacy and presence of a strong sponsor.
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statements of opinion, and ICRA shall not be liable for any losses incurred by users from any use of this publication or its
contents.

Disclaimer:

This Press Release is being 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 ICRA Limited. However, ICRA Limited alone has the sole right of distribution of its
Press Releases for consideration or otherwise through any media including, but not limited to, websites and portals.

About ICRA Limited:

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and financial services
companies as an independent and professional investment Information and Credit Rating Agency. Today, ICRA and its
subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a Public Limited Company, with its shares listed
on the Bombay Stock Exchange and the National Stock Exchange. The international Credit Rating Agency Moody’s Investors
Service is ICRA’s largest shareholder.
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