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Comments of Council of Power Utilities (CPU) Draft Report on Input for the
Subgroup on Financial Health of Utilitiesand Capacity Building Fund Requirement

Fundng Agencies insure that they can get bad the fundloaned by them to the utiliti es
within reasonable time. They insist on the bankability of the recaver utiliti es. At the time
of discussng the financial hedth o the utiliti es it may be necessary to bring out the
reasons for the inability of the utiliti esto repay the loan and suggest remedial steps.

CPU studies have identified the caises and suggested remedia measures. Some
important causes are mentioned below:-

i)

Subsidy burden on State Power Utilities

At present nealy 30% of total energy sale of the utiliti es goes to Agricultural
consumers. Against average st of supdy of Rs.3.60Kwh for energy made
available to the mnsumers, average price of Eledricity to Agriculture
consumers is barely 42 P/ Kwh. In terms of financial lossof the utiliti es this
causes abou 70% of the total financial 10ss

Gross Subsidy on energy sales has been increasing over the yeas because of
the padlicy of the some of the states to provide dedricity at subsidized rates to
agriculture and damestic consumers. While some State Governments partly
compensate the SEBs for the subsidized sales of eedricity to agricultural and
domestic sedors, others do nd provide aly compensation at al. The SEBs
make an effort to recver the losses due to the subsidization d power supdy
to damestic and agriculture consumers by way of cross sibsidization mainly
to the industrial and commercial consumers. Sedion 65 d the Eledricity Act
2003 stipulates that if the State Government requires the grant of any subsidy
to any consumer or class of consumers in the tariff determined by the State
Commisgon uncdr sedion 62,the State Government shall notwithstanding
any diredion which may be given under sedion 108, py, in advance and in
such manner as may be spedfied, the anount to compensate the person
affeded by the grant of subsidy in the manner the State Commisson may
dired, as a @ndtion for the licence or any other person concened to
implement the subsidy provided for the State Government.

Provided that no such dredion d the State Government shall be operative if
the payment is nat made in acmrdance with the provisions contained in this
sedion and the tariff fixed by the State Commisgon shall be gplicable from
the date of isaue of orders by Commissonin this regard.

It is suggested that the power supgy utiliti es may be relieved of the burden of
providing heavily subsidized power to any caegory of consumers. Instead the



Dept concened e.g. irrigation and welfare may give such subsidy to the
consumers or compensate the power supy utiliti es for such supgy.

Viability of the strategy of CPSU capacity creation

Planning Commissons observation onthis issue in the Mid Term Review of
X™ Plan are shown below:-

“One mnsequence of the financial unviability of the state sedor is that
creadion d power cgoadty is being led by central sedor PSJs. Based on
current plans, the CPUs are estimated to acourt for some 53 per cent of the
energy generated by the end d the Eleventh Plan. It isalso likely that all i nter-
state transmisson remains under CP3J control even by the end d the
Eleventh Plan. This dominant role of the CPUs is the result of a number of
asymmetries. One of these relates to the preferentia payment arrangement.
Another relates to the fad that the present system guarantees the CPSUs post
tax returns of 14/16 per cent. In contrast, state regulators ometimes do nd
provide ay returns to the state’'s own power sedor fadliti es or else gprove
tariffs that effedively yield zero returns of returns well below thase provided
to CPUs. Such an approad is necesstated by the need to limit increases in
tariffs pad by consumers while meding payment obligations to the CPUs
under the tripartite agreament. The result is that the state utiliti es are starved
of investible resources required to address the problems of the distribution
sedor that remains under their control. The financially sick state utiliti es are
forced to barow funds for their own investments and this compound their
financial woes.

This arrangement clealy canna be sustained. A reduction in AT&C losses
from the aurrent level of 40 per cent plus to a manageale 15-20 per cent level
is esential. In the @sence of such alossreduction, the state utiliti es canna
continue to pay CP3Us even for the airrent level of purchase. Regulating
suppdies or enforcing the guarantee under the tripartite ayreement to access
funds from Centra devolutions to the states, on a sustained basis, are naot
redistic options.”

This asped may also have to be considered in suggesting cgpadty buil ding
fundrequirement.



