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EMERGING DARKNESS FOR POWER  by S L Rao

Governments in India have repeatedly over years initiated ‘new’ policies to resolve the issues in the power sector. The litany of unsolved issues includes shortages, poor quality, a large part of the population that is totally unserved, rising losses of the SEB’s, huge unpaid bills to government suppliers, high levels of inefficiencies, many consumers who either do not pay at all because they are thieves or are supplied free while others are supplied below cost. 

Government in 1998 tried to put generation on “fast track”. It got Dhabhol. It amended the law to allow private investment in transmission. There is not a single stand-alone private investment but there is one joint venture. Rural electrification has been a national priority but only 44% of households are connected. The claim in past years of 100% rural electrification was false. A great many ‘electrified’ villages   have no electricity or spasmodic supplies. The accelerated power development and reform programme was to use substantial central funding and incentives to improve efficiencies and bring down losses. Recent studies suggest that a good part of the allocated funds have not been used and beneficial effects have yet to be seen. Trading in electricity was recognized as a legitimate activity but except for PTC, a government company with a payment security mechanism and selling chiefly to state distribution enterprises, there has been very limited trading. Independent regulation was initiated to bring transparency into tariff determination and promote competition and efficiency. Regulators have been subservient to governments and especially in the States. Their creation has made little difference to the myriad problems of supply, quality, efficiencies, theft and financial viability.

After much debate, a new Act was passed in 2003. It sought to free the power sector from some of the constraints imposed by its concurrent nature in the Constitution. It imposed a deadline for the unbundling and corporatization of all SEB’s. It widened the definition of “captive generation” to enable much easier private investments. It eliminated licensing in generation. It diluted the veto power of the state electricity boards over purchase and sale except by or to themselves in the State. It introduced open access on all transmission and distribution lines, mostly owned by central and state government owned enterprises. It required the elimination of cross-subsidies within a stipulated period. It enabled the setting up of parallel transmission and distribution lines within the same area as the existing monopoly. It freed rural electricity from controls. It enabled coordination, not provided hitherto, through CERC, of tariff determination by SERC’s

The Communists have resisted ownership dilution in central government owned sectors. They were against the deadline for abolishing SEB’s. Their ideology requires soaking the ‘rich’ to pay for the ‘poor’ even when the transfers from the ‘rich’ actually benefit only other ‘rich’. (The many examples include subsidized supplies for the poor of food grains and edible oils, kerosene, controlled cloth when it was in vogue, fertilizers, and electricity). Communists are against the elimination of cross-subsidies. They were rightly desirous of the actual supply of electricity to rural India instead of the mere wiring of rural locations. 

Communist concerns are to be addressed by amendments in the Act. Rural electrification is now to be a financial responsibility of the central government as well. 

The state government owned distribution enterprises (including SEB’s) are by any financial parameter, bankrupt. Their huge outstanding payments to central government enterprises like Coal India, NTPC and the Railways were converted into fixed income securities on which borrowing was possible, thus enabling central enterprises to fruitfully use hitherto locked funds. State governments in return were to reform their electricity enterprises and improve performance and stop adding to their losses and outstanding payments. Internal resources so generated were to enable future repayment of these securities. Outstandings have been securitized.  But SEB reform is a today a lunatic’s dream. 

Thanks to the CERC and some SERC’s there has been some improvement in the quality of electricity while urban shortages especially in the metro towns are not as severe as they used to be. In some States, tariffs are closer to the costs to serve. Restructuring SEB’s to improve performance is long overdue.

Electricity generation and its supply require huge investments. Someone has to pay for them. Only the user or the State can do so. State governments have been unable to bear these costs and have cut their investments in power. Instead, state funds subsidize below cost supplies to agriculture. Such parts of the subsidies that governments are unable to bear are transferred to ‘rich’ customers through cross-subsidies. These penalize the large users, mostly industries, commercial establishments and the railways. They diminish the competitiveness of these users either because of the very high tariffs or because users divert their funds into captive power generation instead of investments in their businesses.      

Until 1998 when the CERC and most other SERC’s were created, governments determined electricity tariffs secretively. Central enterprises have been hugely profitable. SEB’s are not. Tariffs for bought out supplies (from central government enterprises) by SEB’s keep rising. Populism at the state level ensured that large scale thefts from SEB’s were not stopped, many domestic customers and especially (rich) farmers are heavily subsidized and there is inefficiency and collusion in theft in the overstaffed SEB’s. After decades of this experience, it has long been clear that generation, transmission, distribution and supply at the state level must be managed separately. Management has to become commercial-minded. Governments have proven their inability to develop commercial mindsets. The only alternative is for control over distribution and supply to be managed privately. Communists and the UPA coalition are now going back on the commitment in the Act to eliminate cross-subsidies, to unbundle SEB’s and ensure their autonomy or privatize them.  

The new electricity regulatory commissions have been partially successful in meeting objectives. But their composition is mostly of elderly retired government officials. Many are under government influence even though the law gives them independence from government. They have been passive in dealing with poor management in the state distribution companies and especially in reducing thefts and other losses in distribution and supply. The CERC introduced some innovations like the highly effective availability based tariff that has controlled frequency variation and brought about trading between SEB’s. But CERC’s cost-plus tariff principles have yet to free power from laid down debt-equity ratios and returns on equity, not on capital. In dealing with private applications for interstate transmission, CERC has been reluctant to break the central government monopoly. 

Amendments not only to resolve Communist concerns but also to revert tariff regulation powers to government are in circulation. After objections from Finance Ministry and Regulators, government says it wants to strengthen the Regulatory system. However there is no attempt to reform the selection and appointment of regulators, essential if  the commissions are to be really effective. 

The mindset in government has not changed. Regulatory Commissions are for providing post retirement employment opportunities to government servants. Serving bureaucrats would also like to take back powers given to Regulators.

Lack of firm and clear reforms in the power sector leave no hope that the power sector can ever become financially viable and attract the vast                                                       
investments it needs.  (1198)

