“INDIAN INFRASTRUCTURE” Anniversary Issue-2010

    The last year, 2009-10, was perhaps the best year in terms of growth of the electricity sector in India. This was primarily due to the sizeable and long-awaited entry of private investment and its implementation into generation and transmission, as also the entry of the private sector into manufacture of boilers and turbines, and the allocation of coal manses for power plants, a step short of coal denationalization. Of course the policies that made all this possible were announced years earlier, entry of private sector into generation in 1992, into transmission in 1998, and the ultra mega power policy that allotted captive coal to them about three years ago. The loss of monopoly power by BHEL for manufacture of large capacity boilers and generators was a result of the huge import orders for Chinese equipment at low prices and higher technology than BHEL was able to offer. This led to government encouraging three local companies to sign collaborations for new plants to make super critical equipment. What 2010 demonstrates is the lethargy of the Indian bureaucracy in implementing legislation and government policies. They get implemented after an unnecessarily long number of years.

    Unless this lethargy and defiance of national policies are removed there is little hope for rapid progress in India’s power sector. Our generation capacity addition is hardly a fifth of China every year. Our size and technologies are far behind China. Our costs and delivery record mainly by government projects, is poor in comparison. 

   There has also been considerable progress last year in the execution of the rural electrification programme. However it is not clear how electricity supplies will be ensured.  The innovative Gujarat initiative of separating agriculture feeders from other customers is not yet implemented in other states. It would be worthwhile if the central government puts its weight behind this programme that ensures 24x7 supplies to urban customers, ensures that low priced supplies to agriculture are not hiding large inefficiencies in transmission and distribution, (as they have done for years and continue to do in some states), and guarantees supplies to agriculture at stipulated times, 

   The worst backsliding has been in distribution. Losses of state distribution enterprises have mounted again and will amount to Rs 40000 crores with the expectation of soon reaching Rs 60000 crores. These amounts take away the state governments’ ability to invest in infrastructure and in social programmes for the poor to improve their capabilities. There is yet little sign of serious distancing of the state authorities from distribution. 

   However, India has found a way of continuing the inefficient public sector but to still grow. This it has done by adding the tariff based bidding route for large (4000 MW) generation projects to which captive coal mines are allotted from the nationalized mines. The other is the cost plus regulated bids. Further, the recognition of groups of companies building captive generation capacity, and the introduction of market based trading through electricity exchanges has been another important change that has brought flexibility into a very rigid system 

   Compared to 2008-09 the year 2009-10 was a great leap forward for the power sector in India. Implementation of the UMPP’s at Mundra and Sasan made good progress. So did other UMPP projects. Merchant capacity (built for opportunistic trading)  is getting a boost in private investment. The electricity exchanges are making substantial trading possible. Trading itself has improved and is growing, with many private entrants.  Hopefully electricity futures  markets will become possible as soon as the jurisdictional dispute between the regulators, CERC and FMC, are resolved.

   The CERC has been very proactive on many fronts and innovative especially in renewable energy (for example, renewable energy certificates). The same cannot be said of state regulators. Some have held back legitimate expenses of electricity companies and kept them as “regulatory assets”, thus adversely affecting cash flows, adding to tax liability even though the money is yet to be received, and postponing tariff increases for a successor regulator to implement. The situation however is a vast improvement as compared to earlier years.  

   In a shortage economy where there are major shortfalls in electricity available, the introduction of consumer choice in Bombay, has led to vicious disputes that are yet to be resolved. When most of the supply comes from one generator whose plants have been supplying Bombay for years, the situation becomes even more difficult. It has not been helped by the adventurous decision of the Supreme Court that opened access to distribution to the supplying company, namely TPC. Consumer choice has necessarily to be restricted in a shortage situation. 

   Open access to transmission and distribution lines (primarily owned by central and state governments) is another issue that needs revisiting. It must recognize the relatively limited relevance of open access in a shortage situation so that it is confined only for merchant and captive capacities and not for any other power supply. The substantial addition to merchant power capacities in 20010 and thereafter, will enable more open access and suggest that investors are willing to take the risk of finding buyers who will pay the price.  

      The big question is about the availability of fuels, namely coal and gas to meet the galloping energy demands of a high growth economy. The attempts of the Petroleum Ministry to keep gas prices at international levels when most power tariffs are heavily regulated and capped, is a major problem to be resolved. The availability of coal domestically, its price and quality, are issues for everyone who does not have captive coal mines allotted to them. The nuclear agreement with the USA has enabled fuller use of atomic energy plant capacities because uranium supplies are now available. But on world trends,  new atomic power is bound to be more expensive than coal and gas based generation. The country must ready itself for much higher electricity prices in coming years. 

   Thi8s si particularly so because of the renewable energy policy of government and the large renewable (especially solar energy) programme of government. Electricity prices will definitely have to be much higher in future years. Consumers have to pay. Regulators have to recognize this reality. It is essential that the country finds ways of conserving energy use and improving energy efficiencies in all uses, so that more can be done with less electricity. But however much progress is there on conservation and efficiency, the entry of nuclear, renewable and the rising cost of fuels will lead to much higher prices.  

   T & D loss reduction has made good progress whereever the ownership of distribution is in private hands. Even government owned enterprises have achieved reductions in many states. However, state governments and regulators, must be much more firm in enforcing loss reductions and use police powers to do so. 
   As far as fuel security is concerned, already private Indian companies are buying up coal mines abroad and also stakes in oil and gas firms. So is the large public sector but it is less decisive and adventurous and depends far more on government backing through diplomacy. India must be as enterprising as China for this purpose. Only the private sector can do it aggressively and needs full government support both diplomatically and financially, though so far the private sector has been able to raise funds to buy coal mines in ,many countries, as also shale oil fields, and oil and gas fields. India’s future will for a long time depend on its control over supplies of coal and gas. Here the environmental constraints in exploiting potential supplies are a major constraint. The absence of coordinated governance at the centre and with the states is an important cause of delays in exploration and exploitation.    

   The future roadmap of the sector is better than it has been for a long time. Private sector in generation and transmission, and hopefully in distribution in future years, local production of sophisticated power plant equipment, control over fuel supplies overseas, better selected regulators who exercise independent and knowledgeable judgment, increased private participation in distribution perhaps under continuing government ownership, are all part of this future. 
