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Discussions on a unified central legislation replacing the three Acts of 1910, 1948 and 1998 (with their many subsequent amendments) started in 1999. After ten drafts, the original ambitious Bill had been considerably diluted. The Standing Committee of Parliament produced an exhaustive report with recommendations but the Bill now passed by the Lok Sabha has incorporated only a few.

The conceptual framework underlying the new legislation is that the electricity system in India must be opened to competition. Competition is said to be possible only in generation and supply since transmission and distribution on wires are  regarded as natural monopolies and not economical when duplicated. 

The Bill will permit free entry into generation unless there are safety and environmental considerations. Captive generation is to be freely permitted, not only for captive use in the promoter’s own plants but also for the use of a group of industries. Thus new capacities in generation can be supplied to members of such groups. This gingerly introduces the idea of trading in bulk electricity. To be of use, electricity must be allowed open access to transmission lines. The earlier version of the Bill allowed this for all generators subject to a surcharge on the normal wheeling charges and at the discretion of the Regulator. Now the Regulator must publish rules for open access within one year. He still exercises discretion in permitting it. But captively generated electricity supplied to such a group will not bear the surcharge. This introduces the possibility of third party sale by generators instead of only to SEB’s. There is no time frame in the Bill for the Regulator to allow open access, (nor for transfer of all functions listed in the Bill from state governments to regulators). 

Available transmission capacity today is almost fully committed to existing generators and there is little surplus. Unless present lines are modified, little electricity will flow directly to bulk users. The Bill permits multiple licenses in T & D (as did the 1910 Act, witness BSES and Tata in Mumbai) in parallel transmission and distribution lines. While being uneconomic this could forestall SEB’s restricting transmission of captive generated electricity. Open access will lose SEB’s their big and paying customers. Discretion to SERC’s on permitting open access might delay it. In the past some SERC’s have protected their SEB’s by making access very expensive. But now a group of large users could set up such a system for their use and so bypass the SEB. 

The Bill allows distribution to be separated from supply. Thus the “wires” can be tightly regulated as such. Supply circles limited even up to the level of substations could be given to private parties like newspaper vendors, cable operators, rural cooperatives, etc. A much wider choice of parties can thus be tapped for privatization of distribution than has been possible in the Orissa and Delhi models. 

The implication of opening electricity to competition is that the SEB’s will lose some of their best customers. The state governments will be compelled to improve SEB financial viability by permitting tariffs to presently subsidized customers to cover more costs and SEB’s must improve efficiencies. Already there is no state government that does not charge some tariff, even if below costs, to farmers. In some states, thefts and T & D losses have started falling. Plant load factors in some state owned generating stations now compare favourably with the best in India. State governments that take too long to take corrective measures will find that competition will make losses of SEB’s an even greater portion of their revenue deficits. As with other industries, the breaking of monopoly power will benefit the consumer and the economy. 

Another useful innovation in the Bill is that it opens all aspects from generation to supply in the rural sector to private investment without restrictions. Entrepreneurial investors will have a great investment opportunity in supplying quality power to rural consumers. Possibly industries can locate in rural areas and benefit from better quality power.

The cleaning of SEB balance sheets by securitizing past debts, the incentives under the Accelerated Power Development and Reforms Programme, and the modest opportunity now given to competition by this Bill, will change the structure of the industry.

But the Bill also makes electricity regulators subservient to the governments that appoint, renew and terminate them. Instead of accountability to the legislatures or through contract for achieving defined goals, it is to be by Ministerial control. The creation of a single-Judge appellate body to be the top gun over all electricity regulators is highly retrograde. If government wants to control regulators, it could have done so more directly.  (772)

