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Privatization/ divestiture 
(through stake sale) has low 
political acceptability

Agenda

• Why IBDF is sub-optimal

• Why privatization has low 

acceptability

• Key features of proposed 

Model
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DRAFT FOR DISCUSSION

Why Input Based Distribution Franchisee (IBDF) model is suboptimal

Risk of network deterioration due to lack of incentive for 
continued capex

High risk perception, Low return – limited investor appetite for widespread implementation

Unavailability of project finance in the absence of RoE on investment

• Capex focus is on AT&C loss reduction

• Further capex leads to reduction in DF’s profit

Neglects efficiencies in power procurement

Baseline data accuracy risk (AT&C Loss, ABR, minimum capex)

Indexation methodology on input rate creates distortion in the O&M remittance
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DRAFT FOR DISCUSSION

Lack of political acceptance for divestiture

Complexities in transaction

Why privatization model has low acceptability

Pressure for differential tariffs

• Fixed Asset Register

• Balance sheet clean-up

• Valuation

• Transfer scheme

Difficulty in termination in case of non-performance

Adverse public perception against privatization

• Allocation of power purchase

• Requires alternative design

Employee resistance
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DRAFT FOR DISCUSSION

Overview

Proposed model

DF AreaDiscom
Private 

Operator

Discom Tariff

O&M expenses

Capital expenditure

Cash flow to Discom = 

Input Rate * Energy Input 

Cash flow 
to Discom

=  Energy Sales x ABR – Capex related costs – O&M costs

Energy Sales  =  Energy Inputs x (1 – Quoted AT&C loss)

Flexible DF model 
akin to Delhi 
Privatization model 
without share sale
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DRAFT FOR DISCUSSION

Key Features

Proposed Model

Bid Parameter

• AT&C Loss for 20 
years

Bid Evaluation

Levelized input rate 
based on following:

• Savings due to 
reduction in AT&C 
Loss for 20 years

Other Features

• Reserve values of AT&C 
Loss for first 5 years

• Protected capex for first 5 
years

• No indexation required

• Capital returns from first 
year

• O&M Expenses as per SERC 
regulations/ RFP terms
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DRAFT FOR DISCUSSION

Billing

Proposed Model

Monthly Invoice 
by Discom

= Input Energy * ABR * (1 - Quoted AT&C Loss) – Capex related costs – O&M costs

where,

Parameter Revision Frequency Description

Input energy Monthly Actual energy input during the month

ABR Monthly Actual ABR for the month

Capex related costs 
(RoE, Depreciation, Interest)

Annually 
(wef 1st Apr)

1/12th of actual annual capex related costs (on assets capitalized till 31st Mar)

O&M costs Annually 
(wef 1st Apr)

1/12th of O&M costs based on O&M norms for the year

Reconciliation at the end of year based on:

• Audited ABR for the full year based on IA/ IE’s report

• Capex/ capitalization during the year based on IA/ IE’s report
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DRAFT FOR DISCUSSION

Eventualities at the end of Contract Period

• Large payout for utility

• Discom may be left with 

inadequate manpower

• Agreement on extended 

performance trajectory, 

and other norms

• Enhanced/ direct ERC 

supervision may widen 

scope

• Implementation of 

Transfer scheme

• Regulatory approvals

Buy-back of assets 
by utility

Extension of contract
Conversion into 
licensee
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Annexure
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Regulatory Treatment of DFs in Tariff Orders

Discom
Revenue as per 

ERC

Regulator approves total sales and 
determine tariff for total area

Revenue for Discom includes revenue from 
sale to own consumers and revenue at input 
rate from DF

Difference is the implied cost approved 
for DF

Revenue at 
ERC approved 

Tariff

This practice is adopted by SERCs in Maharashtra (for Bhiwandi DF) and Rajasthan (for Kota, Ajmer, 
Bikaner and Bharatpur DFs)

Energy 
Input

Input 
Rate

Discom sales Tariff DF sales Tariff

Discom sales Tariff

Implied cost 
approved for DF

1

2

3

DF’s Revenue

DF’s Input 
Cost

DF’s Capex, 
Opex and 

profit
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DRAFT FOR DISCUSSION

Computation of Input Rate

Proposed Model

Parameter Methodology Reference

AT&C Loss Quoted numbers -

Energy Input Boundary Metering Data (Joint Reading) As per existing IBDF model

Energy Sales Energy Input * (1 - Quoted AT&C Loss) Calculated

ABR Third Party Audit As per existing IBDF model

O&M Regulatory norms/ RFP terms (escalated as 
per RFP terms/ regulations)

-

Capex Regulator Approved & Third Party Audit As per existing IBDF model
• First 5 years for minimum capex
• Approval from regulator for capex

afterwards

Capital related charges 
(Dep, Int, RoE)

As per RFP terms (RoE, depreciation rate and 
interest benchmark to be fixed)

Calculated as per year-on-year capex
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DRAFT FOR DISCUSSION

Tariff Indexation

Sl. Tariff Indexation DFs

1 IR * ABRNew / ABRBase

Jharkhand: Ranchi, Jamshedpur, Dhanbad, 

Maharashtra: Aurangabad, Jalgaon, 
Nagpur

MP: Gwalior, Sagar, Ujjain

UP: Agra, Kanpur

Uttarakhand: Rudrapur

Rajasthan: Kota, Bharatpur, Bikaner, Ajmer

2
IR + 75% * (ABRNew – ABRBase) if ABRNew > ABRBase

IR + 100% * (ABRNew – ABRBase) if ABRNew <= ABRBase

SBD

Bihar: Patna

3

IR * 

(TNewDom/TBYDom*RevDom)+(TNewAgr/TBYAgr *RevAgr)+(TNew-NDS/TBY-NDS*RevNDS)+(TNew-Ind/TBY-Ind*RevInd)

________________________________________________________________________

(RevDom+RevAgr+RevNDS+RevInd)

Odisha: Baripada, Jajpur, Bargarh, Bolangir,
Aska, Bhanjanagar



Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a 
UK private company limited by guarantee (“DTTL”), its network of 
member firms, and their related entities. DTTL and each of its member 
firms are legally separate and independent entities. DTTL (also referred 
to as “Deloitte Global”) does not provide services to clients. Please see 
www.deloitte.com/about for a more detailed description of DTTL and its 
member firms.

This material has been prepared by Deloitte Touche Tohmatsu India LLP 
(“DTTILLP”), a member of Deloitte Touche Tohmatsu Limited, on a 
specific request from you and contains proprietary and confidential 
information. This material may contain information sourced from publicly 
available information or other third party sources. DTTILLP does not 
independently verify any such sources and is not responsible for any loss 
whatsoever caused due to reliance placed on information sourced from 
such sources. The information contained in this material is intended 
solely for you. Any disclosure, copying or further distribution of this 
material or its contents is strictly prohibited.

Nothing in this material creates any contractual relationship between 
DTTILLP and you. Any mutually binding legal obligationsorrights may 
only be created between you and DTTILLP upon execution of a legally 
binding contract. By using this material and any information contained in 
it, the user accepts this entire notice and terms of use.

©2020 Deloitte Touche Tohmatsu India LLP. Member of Deloitte Touche 
Tohmatsu Limited

Deloitte Touche Tohmatsu India Private Limited (U74140MH199 
5PTC093339), a private company limited by shares, was converted into 
Deloitte Touche Tohmatsu India LLP, a limited liability partnership (LLP 
Identification No. AAE-8458),with effect from October 1, 2015.


