SCHEDULE OF COMPENSATION AND MANNER OF PAYMENT

Type of Complaint

Resolution Time

Compensation Amount
(if not resolved)

Mode of
Compensation

Normal Fuse-off 6 Hours in Urban Areas Rs.100/- Automatically to be
24 Hours in Rural Areas paid by Distco
Line Breakdown (Ordinary) 12 Hours in Urban Areas Rs.100/- To be claimed by
24 Hours in Rural Areas the Complainant
Line Breakdown (Major) 24 Hours in Urban Areas Rs.100/- To be claimed by
48Hours in Rural Areas the Complainant
Distribution Transformer 24 Hours in Urban Areas Rs.200/- To be claimed by
(DTR) Failure 48Hours in Rural Areas the Complainant
Period of Scheduled Outages Exceeding beyond 12 hrs. | Rs.200/- To be claimed by
a day the Complainant
Improve voltage variation 15 days if no expansion/ Rs.200/- Automatically to be
enhancement required paid by Distco
Improve voltage variation 120 days for 11 kV Rs.500/- Automatically to be
180 days for 33 kV paid by Distco
Inspect and check 7 working days Rs.100/- To be claimed by
correctness of the meter the Complainant
Replace slow/ creeping/ 30 days Rs.100/- Automatically to be
stuck-up meters paid by Distco
Replace burnt meters if cause 30 days Rs.200/- Automatically to be
not attributable to consumer paid by Distco
Release of supply if no 30 days Rs.100/- for each Automatically to be
expansion/enhancement of day of default paid by Distco
network required.
Release of L.T. supply including 30 days Rs.100/- for each To be claimed by
Agriculture if expansion/ day of default the Complainant
enhancement of network required
Release of H.T. (11 kV) supply 60 days Rs.500/- for each To be claimed by
if expansion/enhancement of day of default the Complainant
network required
Release of H.T. (33 kV) supply 90 days Rs.500/- for each Automatically to be

if expansion/enhancement of
network required

day of default

paid by Distco

Release of E.H.T. supply if

As decided by the

Rs.1000/- for each

Automatically to be

erection of sub-station is required. Commission day of default paid by Distco

Title transfer of ownership 15 days Rs.100/- for each Automatically to be
day of default paid by Distco

Change of category 15 days Rs.100/- for each Automatically to be
day of default paid by Distco

Conversion from LT 1 Ph. to LT | 30 days Rs.100/- for each Automatically to be

3 Ph.

day of default

paid by Distco

Conversion from LT to HT and
vice-versa

60 days for 11 KV
90 days for 33 KV

Rs.200/- for each
day of default

Automatically to be
paid by Distco

Resolution of billing complaints

1 month

Rs.50/- for each
day of default

Automatically to be
paid by Distco

Reconnection of supply
following disconnection due to
non-payment of bill

4 working hrs.

Rs.100/-

Automatically to be
paid by Distco




Conditions Applicable to payment of compensation:

1.

The Licensee shall register every complaint of a consumer regarding failure of power supply, quality of
power supply, meters and payment of bills etc. and intimate the complaint number to the consumer.

The Licensee shall maintain all records regarding the Guaranteed Standards of Performance, in a consumer-
wise manner, in order to give a fair treatment to all consumers and avoid any dispute regarding violation of
standard.

The compensation payable may be done by the licensee by way of adjustment against existing, current,
and/or future bills for supply of electricity.

4. The compensation claims shall be dealt with in the following manner:

Automatic :

This mode of payment requires the Licensee to calculate and pay or adjust the compensation amount to the
affected consumer automatically, following non-compliance of the specific standard. The consumer can also
approach the Licensee to claim compensation, if the standard is violated and the Licensee fails to dispense
the compensation in a reasonable amount of time.

5. The Licensee is required to make internal investigation regarding fixing of liability for recovering the
compensation amount from the erring employees concerned.

6. The employees should be informed on the details of Regulations and suitably trained so that they make
endeavour in the form of proper operation and maintenance in their system to meet the standards.

To be Claimed:

This mode of payment requires the consumer to bring to the notice of the Licensee that the standard has been
violated and accordingly claim the compensation amount from the Licensee.



HYDRO POWER GENERATION IN ORISSA - LARGE POTENTIAL

Jayadev Mishra
Former Advisor (Power), Govt. of Orissa

INTRODUCTION

There is great concern world over on CO2 emissions from fossil fuel use causing global warming. Great
importance is given now to reduce global CO2 emission. The KYOTO protocol was signed in 1977 to
which India is a signatory. A clean development mechanism (CDM) was created & certified emission
reduction (CER) through monetary incentives has been established for reduction of CO2 emission. Non
fossil fuel power generation & renewable energy generation particularly hydro power generation is chosen
as the first preferred alternative. Hydro generation is also necessary for efficient grid management
particularly for peak support.

HYDRO / THERMAL MIX

The power system in India presently is predominantly coal based, hydro generation standing next for
energy & capacity availability. The present power supply position region wise in India with plans upto
2012 is furnished in statement — | (attached). It is seen that while capacity wise the thermal & hydro
component is 66% & 26% of the total respectively, energy wise hydro component is only 15%. A large
capacity addition along with possible energy generation (including secondary hydro generation) is
necessary. The Govt. of India have identified 50000 Mw of hydro generation by 2012 as indicated in
statement — I.

While every one would agree that hydro power generation should be the first choice the power need is
so great & potential hydro power sites are so far fletched, for quick results, coal based or gas based
power generation is getting maximum attention both from state & private sector.

HYDRO POWER NEEDS IN THE GRID

Nuclear or coal based power stations can operate at or above 90% P.L.F. The system load factor in India
is about 70%. Therefore, hydro capacity to the extent of at least 25% of total is necessary to provide
peaking support in the grid. For CO2 emission control large quantum of hydro energy generation is
however necessary. Therefore, wherever possible hydro stations for peaking or energy generation are to
be established. Even though cost of hydro generation may be high for the first 10 to 12 years it will turn
out to be the cheapest source once the loan component of capital investment is repaid. | therefore
support, irrespective of cost of generation, hydro power should be promoted by the state govt. & regulatory
authorities as first priority procurement.

It would be seen from the statement- | that presently on All India basis the energy shortage is 9.6% &
peak shortage 13.8% (2006-07). It is however 3.1% & 4.1% respectively in eastern region because of
the large hydro component in Orissa. Since the all India Grid is already established, the national needs
will affect each state. Open access in the grid is allowed in the Electricity Act 2003. All states must
therefore put their best effort to plan for the national need & not for their own state. For few years now
nuclear & thermal generation have to be promoted for quick results, to meet the large quantum of energy
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needs. But wherever possible & feasible, hydro generation should get the first attention by the
state irrespective of cost. If there are no feasible hydro generation sites immediately available, pump
storage schemes can be planned for grid management. It is of course off-peak energy storage arrangement
of thermal power for supply to the grid during peak hours. It does not reduce the CO2 emission but helps
peaking supports.

A pump storage scheme in Purulia in West Bengal is already commissioned. In 1957 | found a number
of pump storage schemes operating in Austria for storing off-peak thermal energy & glacier melt water.

NEW HYDRO PROJECTS IN ORISSA

Many hydro power generation projects have been taken up which are now operating & providing low cost
power. The first power station commissioned on 19" Aug. 1955 in Orissa at Machkund where | started
my career, operates today & provides power at about 18 Paisa per Kwhr. Orissa has about 11 large river
basins. A comprehensive plan is required to be under taken for each river basin to harness all possible
hydro power. Some hydro power project can be developed on trans basin diversion of water. Some
pump storage scheme can be taken up at existing reservoirs like Upper Indravati, Upper Kolab, Machkund
& Balimela. Basin wise availability of water in Orissa is furnished in Statement Il (attached). Development
already made is indicated under the remark column of this statement.

NEW PROJECTS (FIRST PRIORITY)

Hirakud & Chiplima power projects are in operation with a capacity of 347.5 Mw on Mahanadi. Five new
power projects have been already planned by OHPC to be developed. Detailed Project Report (DPR)
have been prepared by the State Govt. & OHPC through WAPCOS. | had the opportunity to work for
these DPRs as consultant/ advisor to WAPCOS. Out of these five projects the Hirakud-B & Chiplima-B
can add 408 Mw more to Hirakud system & Sindol I, Il & lll can provide 1266 mKwhr of energy mostly as
run-of-the-river projects. The features of the projects are following

Sl. No Name of the Installed Capacity | Annual Energy Estimated Remarks
Project (Mw) Capability Cost Rs Cr.
(mKwhr)
1 Hirakud-B 4 x52 =208 295 593.30 Back of Hirakud
2 Chiplima-B 4 x50 =200 370 481.00 right dyke

With a forebay
at Chiplima P.H.

3 Sindol-I(Deogaon) 5x20=100 365 490.40 River Barrage

4 Sindol-ll(Kapasira) 5x20=100 379 540.80 River Barrage

5 Sindol-lll 6x20=120 522 644.00 River Barrage
(Godhaneswar)

Total 728 1931 2749.50 1994 price

(5000.00) 2007 price
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Hirakud —B & Chiplima —B can operate along with Hirakud —A & Chiplima — A as peaking stations with
755 Mw capacity & 1839 mKwhr energy at 27% PLF. The system can work as good peaking station.
Sindol - I, Il & lll can provide 320 Mw capacity & 1266 mKwhr energy at 45% PLF to work as energy
generation project.

During 1997-98 many International firms expressed interest to develop these five projects through private
investment. They gave presentation of their proposals to the State Govt. & OHPC. At that time it could
not be considered as GRIDCO did not have requirements to purchase this additional power. The all India
Grid was also not developed for sale to other states. Now since the all India Grid is developed, open
access & power trading is allowed for the generators, these will attract interest for private investment.

Availability Based Tariff (ABT) which is frequency related can provide a sale rate of at least 7.50 per
Kwhr during peak load hours.

In 1957 during my training in Austria | found many barrage projects were in operation / construction over
the river “Danube” at Passau, Ybbs-Persenberg with navigational facilities Sindol projects will be similar.

Down stream of Sindol —Ill one or two more such projects can also be developed right upto Munduli to
utilize the head RL 90 m to 26 m. These projects will get dependable water supply from Hirakud to the
extent of 7000 Cusece for delta irrigation. Similar Cascade projects can also be planned below Samal
barrage RL 70 m upto Jenapur over Brahamani river which could be supported through Mahanadi
Brahamani link projects mentioned below.

MAHANADI BRAHAMANI LINK PROJECTS

The river system of Mahanadi & Brahamani with locations of power stations now working & the five
projects suggested above are shown in the sketch-I enclosed. | suggest the following river link —projects
for equitable water distribution between Mahanadi & Brahamani rivers for power generation & industrial
use without affecting irrigation potentials.

Ref: Sketch -
On Mahanadi River On Brahamani River
Projects FRL/MDDL Tail Projects FRL/MDDL Tail
1. Hirakud 192/179.8 m
2. Chiplima 155 m 132
3. Sindol -I  131.5m 121 Rangali 123.5/109.7m 79.5
4. Sindol -1l 119.5 m 100
5. Sindol —Ill. 100 m 90 Samal 79.5/76.2m 70 Barrage
6. Five to Six 90 m 30new projects Three to four new projects to utilize head 76 m to 30 m.
7. Mudali Weir26 m

SUBMERSION AT THESE BARRAGE PROJECTS WILL BE CONTAINED WITHIN THE RIVER CHANNEL
LINK PROJECTS

Link 1 — Sindol | (131.5) to Rengali Dam (123.5) 2000 Cuesece can be diverted which will generate
additional power at Rengali.
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Link Il — Sindol Ill (100) to Samal Barrage (79.5) 2000 Cuesece to be diverted for power generation at
Samal at 20 m head.

Link Il — Finally from the last barrage at Brahmani at about 30 m FRL about 2000 to 3000 Cuesece can
be brought back to Mahanadi to be dropped up stream of Munduli barrage reservoir at RL 26 m.

The first two projects will divert 4000 Cuesecs of Mahanadi Water to Brahmani with power generation at
Rengali & Samal without affecting generation at Sindol —I, 1l & 11l and about 3000 Cuesecs of water will
come back to Munduli for Delta irrigation. These barrages & links can provide equitable water distribution
for irrigation, power developments & also for industrial use.

A large number of thermal power stations are planned between Talcher & Athgarh. A large industrial
complex is developed at Kalinga Nagar. These |, Il & Il links will meet the water requirement for the
thermal power stations & Kalinga Nagar complex without affecting irrigation. Large reservoirs located at
Hirakud & Rengali will ensure dependable water supply at all these projects.

Later on, cascade development on tributary to Mahanadi on Ib, Harihar Jore, Jonk, Jeera, Ong, Tel, &
similarly on Brahamani on Samakoi, Rameal, Gohira, Tikra, Singadajore, Nigra & Barjoe etc; apart from
developing power in their own cascade system, will supplement water to Mahanadi & Brahmani barrage
projects.

PUMP STORAGE PROJECTS

Many new thermal power stations to the extent of about 20000 Mw are planned in the state through
private / state investment. Many steel plants will also add large thermal power generation projects as
Captive Power Plants. Over the next 50 years many nuclear power stations will also be added in the
country. Therefore, there are necessities for pump storage schemes to use off peak cheap thermal /
nuclear energy for pumping water to an upstream reservoir to be used for hydro generation during peak
hours. The low cost energy at less than Rs. one during off-peak hours can be purchased & converted for
sale as peak energy at Rs. 7.50 per Kwhr. Thus it will be viable for the project. In 1957 in Austria | had the
opportunity to visit many such pump storage plants operating then to store off-peak thermal energy &
surplus glacier water discharge for use in those projects. A sketch is enclosed sketch-Il which indicates
the extent of large interlinks & pump storages all totaling to 132 MW only at one site i.e Reiseck &
Kreuzeck. This would prove that any interlink & pump storage projects which are feasible should be
developed.

In Orissa three new pump storage schemes each of 1000 Mw capacity can be executed.

1. Baitarani (1000 Mw) - A new diversion weir is to be constructed at Balijori RL 900 ft over river
Baitarani. A power channel is to be taken on the left bank hill range, to end at a fore bay near
Thakurmunda. A Tail race reservoir at Baigundi (201 RL) will have to be formed. A 1000 Mw pump
storage plant can be developed which can operate as hydro station during rainy season when
sufficient water is available in Baitarani. In other season it will work as pump storage plants. Many
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up-stream projects such as that at Kanpur are existing. Some more can be developed also. These
will provide adequate water supply to the large steel plant coming up at Kendujhor and provide
hydro power generation of 1000 Mw capacity during emergency situations.

2. Upper Indravati (1000 Mw) — A pump storage project can be developed here with Indravati reservoir
as head race reservoir. (FRL 642 m) & the Tail race reservoir existing at Mangapur weir (RL 282).
A new tunnel from Indravati dam to Mangapur with a underground power station can be developed
with at 360 m head. This plant can operate as a hydro plant whenever there is sufficient water
during rainy season & at other times it will work as a pump storage plant.

3. Upper Kolab (1000 Mw) — The Upper Kolab dam reservoir at (RL 858 m) & Satiguda Tail race
reservoir (RL 617 m) with a new tunnel & a under ground power house can be developed similar to
that at Upper Indravati.

4. Other possible pump storage sites — Such projects can be developed at Machkund & Balimela if
an interstate agreement with Andra Pradesh can be worked.

It is also possible to divert some water from Kolab reservoir (RL 858 m) to Machkund reservoir (Rl 846
m) near Nandapur with a channel or tunnel. This water can provide additional generation both at Machkund
& Balimela. When water is surplus at Machkund reservoir it can be pumped back to Kolab reservoir.
However, an interstate agreement is required for this.

The lower Machkund project to utilize Machkund Tail race water at (RL 515.6 m) to Balimela reservoir
(RL 462 m) with a barrage near Machkund power house can provide 100 Mw of power.

Jalapur dam toe & Balimela dam toe power houses can also be developed.

These projects were entrusted to some private developers. Exact status of these projects are not available.
However, these could immediately be developed for additional hydro power.

CONCLUSION

All the link projects, pump storage projects and suggested cascade barrage projects are only preliminary
conceptual proposals. It is only after some investigation with tropo map studies pre feasibility reports can
be prepared. It is suggested that some consultancy organizations should be employed by the state govt.
or OHPC, one for each river basin, to quickly prepare the pre feasibility reports within one year. Thereafter
priority can be attached to different projects. The expenditure incurred can be met by the OHPC under a
separate directorate. Feasible projects should be developed through private sector investment. State
Govt. & OHPC should however obtain all necessary approvals particularly for environment, forest
clearance, rehabilitation, interstate agreements where necessary & CEA approval etc before tendering
for the projects so that the private investor is sure of quick implementation.

Encl :- 2 statements & 3 sketches.

The writer was ex-advisor (power) Govt. of Orissa
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STATEMENT - |

POWER UTILIZATION (SOURCE POWER LINE MAY 2007)

Energy (mKwhr) Peak (Mw) Capacity of Plant
2005-06 2006-07 2005-06 2006-07 As on 31.03.2007
all India (in Mw)

. NR
Demand 188794 202125 28154 31516 i) Thermal
Availability 168611 179987 25200 26644 Coal -69918 (54.2%)
Shortfall (%) | 10.7 11.0 10.5 15.5 Gas — 13582 (10.6%

. WR Oil - 1202 (0.9%)
Demand 215983 232391 31772 36453 Total — 84234 (65.6%)
Availability 186904 196117 25257 27463 ii) Nuclear — 3900 (3.1%)
Shortfall (%) | 13.5 15.6 20.5 24.7 iii) Hydro — 34110(26.6%)

. SR iv) Renewables — 6191

(4.8%)
Demand 157179 180091 24889 26176 Total — 128435 (100%)
Availability 155790 175197 23372 24350
Shortfall (%) | 0.9 2.7 6.14 7.0

. ER

Demand 62347 68198 10161 10491 Power generation in may
2007 (mKwhr)

Availability 60706 66183 9677 10058 Thermal & Nuclear —
50936 (84.3%)

Shortfall (%) | 2.6 3.1 4.8 41 Hydro — 9511 (15.7%

. NER Total - 60447 (100%)
Demand 7534 7782 1385 1477
Availability 6888 7012 1192 1166 Growth rate Thermal &

Nuclear
Shortfall (%) | 8.6 9.9 13.9 21.1 over 2006 — 9.09%
India Total Growth rate of Hydro —
8.15%
Demand 631757 690587 93255 100715
Availability 578819 624496 81792 86818
Shortfall (%) | 8.4 9.6 12.3 13.8
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Power Generation - Plan Targets
(Ref ECONOMIC TIMES, 30" March 2007)

10" Plan target (end FY-2007) - 41110 Mw
Likely achievement - 23230 Mw
Shortfall - 17880 Mw
11™ Plan target (FY-2012) - 68869 Mw
With best efforts additional - 11545 Mw
Total - 80414 Mw

50000 Mw Hydro Power development plans of CEA for 12" Plan (Ref CEA Website)

Total 162 schemes - 47930 Mw
Out of these Arunachal

Pradesh 42 schemes - 27293 Mw
Orissa 4 schemes - 1189 Mw

Rest other states
1t year tariff below Rs. 2.50 KWHR 78 schemes for 34020 Mw
Most of which are in Arunachal Pradesh

STATEMENT -l

RIVER BASINS IN ORISSA (FROM NORTH TO SOUTH) (REF — IRRIGATION IN ORISSA A.K.
DALUA & AVAYA NAYAK PAGE 26)

Name of River Catchment Area (sg.km) Yield in (mCum)75% dependability
inside Orissa
1. Subarnarekha 19300 1350
2. Budhabalanga 4837 840
3. Baitarani 10400 3000
4. Brahmani 39033 11300
5. Mahanadi 141589 45750
6. Rushikulya 8900 2110
7. Bahuda 1250 230
8. Vansadhara 11500 1630
9. Nagabali 9400 680
10. Indravati 41700 11300
11. Kolab 20400
12. Machkund & Sileru N.A N.A

(Sketch no. 3)
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POWER SECTOR REFORM IN ORISSA : IS IT THE END OF THE ROAD ?

Dhirendra Kumar Roy
Formerly Chairman,
Orissa Electricity Regulatory Commission.

We are all faced with great opportunities brilliantly
disguised as impossible situation

- Charles R. Swindol

Orissa is the acknowledged pioneer in reform of the power sector. It has many firsts to its credit. It was
the first state to enact an electricity reform Act, first to bring about functional unbundling, the first to set
up an electricity regulatory commission, the first to privatize distribution, the first to divest shares of a
government generation company, the first to set up a state transmission utility, the first to lay down
procedure and to operationalise the quasi-judicial regulatory body, the first to set tariff through open
hearing and the first to set standards of service.

Most of the above activities have been replicated and promoted by the Government of India and a
number of State Governments with minor modification or improvement.. Those states who have not
done so are also moving in the same path. None have found fault with the essentials of the so called
Orissa model of electricity reform. But it is a widely prevalent perception that Orissa model has failed.
Many of the states and power sector professionals have loudly and demonstratively criticized the Orissa
model. But the paradox is that they have not found fault with the essentials and have promoted the same
model with incremental approach or recalibrated mechanism or readjusted sequence of reform.

A fundamental error in evaluation of the reform arises from the inability to distinguish between restructuring
and reform. No one has found serious fault with the restructuring model and the basic concepts adopted
in Orissa. Like proof of pudding is in the eating, very fact that all the states — sooner or later have adopted
or intend to adopt the Orissa restructuring model is evidence of the appropriateness of the model.

The failure as well as the achievements of Orissa reform have been discussed time and again by various
studies, presentations and Reports. The latest “Study on Impact of Restructuring of SEB”, made by the
Indian Institute of Public Administration gives a comprehensive picture. The findings and recommendations
need not be recounted. But it will be the end of the road for reform if the Government of Orissa and the
Orissa Electricity Regulatory Commission still dither to acknowledge the inadequacies and failures which
are glaring. Solution stems from the problem; and hence, if the problem is not recognized and corrective
steps are not taken, there can be no solution.

It may be appropriate to highlight some of the glaring inadequacies in the conceptual realm as well as in
implementation. First, Government “must intellectually internalize the fundamental commercial precept
of the reform.” In Orissa context the government totally ignored the basic commercial principles that
private investors expect a commercially viable environment. They cannot be expected to sacrifice
shareholders’ money for political imperatives and administrative inefficiency. They would continue to be
players only if Government facilitated a commercial environment in which the cost of supply can be
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collected from the consumers. Whether the investors should have done their due diligence or not is a
matter of argument only. Even if they had failed to do so, the reality of the situation on ground must be
taken into account and decisions should be taken in the larger public interest involving supply of an
essential commodity / service. The private sector cannot be expected to invest money to maintain,
upgrade and expand a system if they are not sure of realizing the cost of investment, if not profit.

The second fatal error on the part of Government is to equate reform with withdrawal of subsidy. It can be
an endless debate in whether and to what extent subsidy is desirable. But that subsidy is per se bad and
that it has no place in a reform environment is a dangerous misconception. Withdrawal of subsidy and
subvention at one go without evaluating the economic, political and commercial consequence was a
faulty step, to say the least. Subsidy amount (In crores of rupee) booked during the years 2000-01 to
2004-05 in the four states who were the first to adopt reform program is as under:

States 2000-01 2001-02 2002-03 2003-04 2004-05
Andhra Pradesh 2936 2437 1509 1515 1303
Haryana 820 763 829 1026 1102
Orissa 0 0 0 0 14
Karnataka 1821 221 1335 1529 1102

The argument that Orissa does not have agricultural consumers and that subsidy is given only for free
power to agriculturists is a facetious argument. The real fact is that if any section of people is used to free
supply, whether legitimately or not,it will continue to resist payment. In Orissa the rural population, urban
poor and thieving consumers of industrial and L.T. segment having been used to free supply which was
adjusted by SEB against the subsidy amount, would not be expected to pay up the moment reform was
introduced. The withdrawal of subsidy at one go touted by the Government as a great achievement was
a wrong step which must be admitted at least now.

The withdrawal of subsidy aggravated the financial misery of utilities when the Government adjusted
Rs.343 core Government loan and the dues to Gridco against subsidy payable to Gridco. The financial
model having been weak due to upvaluation of assets by over Rs.2000 crores, Gridco faced an enormous
burden with empty coffers.

It is high time that the Government of Orissa makes a mid-course correction of its policy and extends
political and financial support to the sector as repeatedly advised in all studies made so far.

The task of the OERC is more crucial, even if it may not be as wide ranging as that of the Government of
Orissa. We must realize that the inaccurate methodology for calculating the loss figure did not bring out
the enormity of the task involved. The collection efficiency level, lack of political support and resistance
of vested interests including employees of utility should not have been ignored. This has not only left an
unbridgeable gap in revenues of utilities. It has jeopardized the resilience and credibility of the regulatory
system which has refused to act on realistic numbers and has relied on idealistic benchmark. Secondly,
normative basis for allowing expenditure for the purpose of Revenue requirement is inappropriate in the
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ground reality in Orissa with technical incompetence, managerial inadequacy and other deficiencies.
Deliberately ignoring the wide gap in Revenue and not increasing tariff for years together can be dubbed
either as populist measure or a well considered measure to play safe. Regulators have to take their
guidance from economic principles and not decide on the basis of administrative expediency as expected
from the government functionary controlled by political leadership.

The Regulator is not expected to have the judicial detachment for the orders, decisions and instructions
they issue. As the Regulator is in the vanguard of reform, it has to be responsive to the economic and
social developments around it. It needs to be realized that regulatory regime designed for the end-state
of a market oriented sector is incompatible with the need to discipline a government utility or a successor
private concern retaining the same old management and staff. This regulator has also to realize that
private distribution companies are not guided by public interest unless they are assured of commercial
viability.

To conclude, the task before the Government of Orissa and the OERC are formidable but not impossible.
The challenge must be converted to opportunity so as to disprove the detractors of Orissa reform and to
regain the position of pioneer for successful reform of Power Sector.

+ dhirenkroy @ rediffmail.com
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POWER SECTOR REFORMS IN ORISSA - A KEY TO INDUSTRIALISATION

B. C. Jena
BSc (Engg.), FIE, CE (Ind.)

In recent times power sector reforms have been the hot topic of discussion, particularly after the 19™
January 2001 tariff order of OERC. Irate consumers have started doubting the rationale of going for the
reforms and restructuring and have even demanded a roll back of the reforms. Those of us with long
association with the power industry are asked whether it was necessary to go for sweeping structural
changes in the SEBs. Was it not possible to achieve the same result by internal reorganization or by
introducing a tougher method of accountability ? Before answering these questions, it is perhaps worthwhile
to have a close look at the power sector from its inception till date.

India had its first power plant (reportedly the first in Asia too), a hydroelectric station of 130 KW capacity at
Sidropong near Darjeeling town in the year 1897 (10.11.1897). In 1899 (17.04.1899) CESC, gave Calcutta
its first electricity power supply at a place then known as Emumburg Lane near Prinsep street. By 1900, the
total installed capacity in the country was 1.1 MW, (1 MW thermal and 0.1 MW Hydro). In these initial 50
years or so till independence, the generation and distribution of electricity was through private sector
efforts only. In Orissa we had Cuttack Electricity Supply Company, Puri Electricity Supply Company, Balasore
Electricity Supply Company and Berhampur Electricity Supply Company. Hydroelectric stations were
developed along the Western Ghats by Tatas, Commencing power supply to Bombay.

Along with hydro plants, coal based thermal power stations were also set up by private companies only.
These companies were licensees as per the Indian Electricity Act, 1910 and were usually managed by
large and well-known companies like Martin burn, B. N. Alias, Kilburn and many others.

Generation and distribution of electricity grew from 1.1 MW to 1363 MW by the year 1947. However, in
Independent India, it was felt that the widespread availability of electricity was vital for the country’s
development. This was the consideration which resulted in the enactment of the Electricity (Supply) Act,
1948 which aimed at the rationalization of generation and distributioin of electricity in India and created
Electricity Boards to achieve the objective. The 1956 Industrial Policy Resolution also emphasized the
need for development of the sector through state initiative and virtually barred the private utilities in
adding generation capacities. SEBs were empowered to set up power generating stations except Nuclear
power station, which remained with Central Govt. and the Central Electricity Authority (CEA) was formed
to oversee the integrated development of the Sector.

In the initial decades after independence, State Govts. Received Central Plan Assistance to set up
generating stations and construct the transmission and distribution systems. However, power demand
increased at an exponential rate. To meet this increasing demand, Central Sector Organisations like
NTPC and NHPC were formed. PGCIL was hived off from NTPC to be exclusively in charge of transmission
and to develop the inter connected grid system across the country. Rural Electrification Corporation
(REC) was set up to assist State Electricity Boards to take up Rural Electrification works and Power
Finance Corporation was set up to fund state projects. Five Regional Electricity Boards (REBs) were
created to monitor and regulate generation by different agencies and to keep a proper control of export
and import of power between States.
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These steps yielded remarkable results. The achievement in the first 50 years post independence was
stupendous. The installed capacity, which was only 1363 MW in 1947, increased to 85919 MW by 31
March 1997. Today it is as on 31.03.07 1,32,329 MW. The total energy generation shot up from a meagre
5000 MU to 6,24,495 MU per annum. During the same period the number of consumers increased 59
times and per capita increase of consumption of power approximately twenty three times.

But, inspite of these remarkable achievements, the country was reeling under the following problems of
the power sector.

1.

Power is a critical development indicator. For an overall GDP growth of 6%, the growth of power
generation should be at the rate 9%. CEA has estimated that by 2012 the installed capacity in the
country should be 2,40,000 MW to cater to the demand, which meant an additional capacity of
1,00,000 MW calling for an investment of about Rs. 5,00,000 Crores. A similar amount will be
needed for building transmission and distribution capacity to evacuate the power. In other words
an investment to the tune of Rs. 10 lakh crore in the power sector is needed against a likely outlay
of Rs. 2.5 lakh crores (based on the annual rte of capacity addition during 1997-2000 which was
around 4,000 MW). The resources for repairs and maintenance works (R & M) are also woefully
short. There is no way the needed resources can be raised without attracting investment into the
power sector from private investors and by generating internal resources.

Under the Electricity (Supply) Act. 1948, the SEBs were required to have a return of at least 3% on
their capital after meeting all expenses. This was to be achieved by adjustment of tariffs with
shortfalls being met by State subsidies. This formula started failing after the mid 80’s. The annual
commercial losses of the SEBs in the country increased from Rs. 1,565 crores in 1985-86 to
around Rs. 20,000 crores in 99-2000. The effective subsidy (difference between cost of supply
and revenue realization) to agricultural and domestic sectors worked out to Rs. 27,227 crores by
98-99. However, cross subsidization (mainly from commercial and industrial sector to domestic
and agricultural sectors) also increased to Rs. 10,120 crores representing about 37% of the subsidy
provided to these sectors.

The efficiency level (PLF) of the power stations in the country at 64.4% (99-2000) is yet to reach
the optimal level of 80% particularly in the Eastern Region. This is a huge loss to the country and
has led to a shortage of peak demand of 12.04% and energy deficit of 6.2%.

The total system losses which include transmission & distribution losses and commercial losses in
different States is close to 45% whereas the acceptable level of losses in Indian context should be
within 20%.

India’s per capita consumption is 363 KwH, less than one fifth of the World average of 2053 KwH.
The per capita consumption of China, another major developing country with comparable population
size is 714 KwH, nearly twice that of India.

Thus, the power sector has made itself non-sustainable in the present form. Inspite of the remarkable
achievements, what really went wrong with the SEBs leading to such a situation? The Major factors
contribution to non-sustainability of the power sector as it stands today were the following.
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Lack of commercial orientation and conflicting objectives — is it social service or a commercially
viable activity? Governmental interference in day-to-day running of the Utility despite “autonomy”
promised to it (MOU’s with Government are as good as useless).

Adverse capital structure.

High transmission and distribution losses.

Unmanageable size and monolithic structure

Unrealistic pricing policy resulting in a skewed tariff structure.

Initially many of the State Governments tried to recover a part of the costs by charging a little more
to commercial and industrial consumers. Over the years this kind of cross subsidy reached a level
where it was almost impossible for power intensive industries to survive after paying such high
electricity charges. As an aftermath of this unrealistic pricing policy, the industrial consumption
either remained stagnant or it came down since many industries went in for captive generation.
The result was that the mechanism of cross subsidy became counter productive.

Poor billing and collection.
Bad quality of service due to want of repair and maintenance activities and lack of spares.

Manpower related problems like over staffing, low skill levels and lack of training. Low motivation
levels coupled with low accountability.

Misuse of the statutory power of the State Governments to issue directives to SEBs.

To debate the crisis in the electricity sector, the Chief Ministers of the country had several rounds
of discussions. After protracted deliberations in December 1991, a new National Economic Policy
was adopted in which power sector featured prominently. The new policy while going for liberalization
and welcoming private participation in infrastructural development like power, roads etc. set the
following objectives for the power sector.

To reduce reliance on government and raise resources from private sources for generation,
transmission and distribution.

To make available power at a reasonable cost.
To ensure stable and good quality power supply.

To supply power on demand.

It was against this backdrop of acute resource crunch that the Central Government adopted the new
economic policy and decided to open up the power sector to private investors, both local and foreign.

This marked a reversal of the policy followed in the past and it welcomed an increasing role for the
private sector in meeting the growing demand for funds and greater sector efficiency. The unsatisfactory
financial health of the SEBs and lack of structural safeguards, however, has resulted in poor response
from private investors. The reforms of the type pioneered in Orissa were meant to address those
weaknesses in the legal and commercial framework governing electricity.
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POWER SECTOR REFORMS - ORISSA SCENARIO :

The OSEB was formed on 31.03.1961. It took over the generation and transmission from the State
Government. Several private Supply Companies engaged in distribution of power were taken over by
the OSEB through a Government Notification. By 1970-00 the total consumption of power was 1900 MU
and the consumer strength was about 1.70 lakhs. By 1999-2000 the consumption was 6000 MU with the
consumer strength 16 lakhs.

Till 1990-91, OSEB managed to carry on its business with the help of the subsidy mechanism mentioned
earlier. After 1990-91, the financial burden on OSEB increased tremendously as it started taking large
loans form Financial institutions like REC, PFC and LIC to meet the cost of massive rural electrification,
energisation of lift irrigation points and construction of new lines and sub-stations. The State Government
was not in a position to meet its subsidy, which had accumulated to over Rs. 369 Crores by Mrach, 1996.
As a result maintenance works at different levels of generation, transmission and distribution suffered.
No money was available to meet the consumer requirement for extension of lines and Substations to
cater to increasing load. On the top of it, the demand for power supply outstripped the generation, which
forced the State Government and OSEB to impose load restrictions by way of power cuts. By 1993-94,
the gap between peak demand and supply reached and alarming proportion of 40% to 47%. There was
tremendous pressure to commission the Ib Valley thermal units-1 & 2 (each of 210 MW) quickly, so that
some relief could be available to the consumers of Orissa. Fortunately Unit — 1 (210 MW) of Ib Valley
could be synchronized to Grid on 20.12.94 and the 2" unit in 1996. By that time, the commissioning of
Central Sector Power Stations under NTPC like Kaniha (2 x 500 MW), Kahalgaon Extension (2 x 210
MW), Farakaa Expansion (2 x 500 MW) got also delayed due to various reasons, for which Orissa could
not avail its share from these Stations.

The political leadership then in Orissa could visualize the gravity of the situation and problems for the
future. It had the conviction and political will to rescue the Power Sector of the State from the morass into
which it was slowly and steadily sinking. In April 1992, Govt. of Orissa and OSEB agreed upon a Power
Sector reform programme. Chief Minister of Orissa conveyed to the World Bank the State Government’s
commitment to reform the Power Sector in the Sate.

The programme envisaged substantial privatization and separation of the power Utilities from Govt.
control. Between January’94 to Janury’95 a number of positive steps were taken like formation of a
Steering Committee under the Chairmanship of the Chief Secretary and a Task Force under the
Chairmanship of the Principal Secretary (Energy) to steer and guide the Power Sector reforms. Under
the oversight of these Committees, the process of divisionalisation of OSEB into Generation, Transmission
& Distribution Undertakings, was set in motion. In June 1995, the different Working Group’s set up to
study different aspects of the reforms finalized their recommendations and in November’95 the State
Legislature passed the Orissa Electricity Reforms (OER) Act., 1995. On 3 January 1996 the OER Act
was assented to by the President of India. The OER Act envisaged the following measures :

(i) Restructuring — unbundling generation, transmission & distribution. The rationale was that the
requirements of Generation, Transmission and Distribution are quite different in terms of staff
skills. In an integrated utility, there is constant movement in between. Generation, Transmission
and Distribution in the name of “broadening experience”. But it defeats specialization which is the
need.
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(ii) Regulation — a transparent and independent regulatory body to set tariffs and oversee the entire
sector.

(iii) Competition — competitive bidding for new generation, and later for transmission and distribution.

(iv) Privatization — Private sector participation in Generation, Transmission & Distribution (It was aimed
at distancing Governments from the Utilities and to attract private investment into the sector).

(v) Tariff — Tariff reforms at bulk power transmission and retail level in such a manner that in a few
years, tariffs will recover costs.

In July, 1996 Orissa Electricity Regulatory Commission was constituted. On 19.11.97 GRIDCO divided
its distribution functions into four geographical zones viz. Western zone, North-Eastern Zone, Southern
Zone and Central Zone. GRIDCO incorporated these four wholly owned subsidiaries viz. WESCO,
NESCO, SOUTHCO and CESCO under the Companies Act, 1956. The assets and liabilities were assigned
to these Companies with an equity base for each Company. A decision was taken at the Govt. level for
privatization of the distribution system in the State through a joint sector/joint venture route, in which the
proposed equity sharing will be as under :

Private Strategic Investors (PSI) : 51%
GRIDCO : 39%
Employees Trust : 10%

Through a process of International Competitive Bidding, the Private Investors were selected and 51%
equity was off-loaded to them on an over all additional value of 38.6%. There was no asset sale. The
private companies because of their majority shareholding were responsible for day-to-day management
of the Distribution Companies. They were issued retail supply licenses by the Regulatory Commission
who had also the authority to regulate their functioning as per the provisions of OER Act, 1995. Three
distribution Companies viz. WESCO, NESCO and SOUTHCO were taken over by M/s BSES of Mumbai
from 01.04.99 and the CESCO was taken over by the AES of USA with effect from 01.09.99. The State
Govt., which was paying a subsidy to the tune of Rs. 300 Crores per year by 31.03.96 during the OSEB
time, did not pay any subsidy from 01.04.96 onwards after the split up of OSEB and creation of GRIDCO
and OHPC.

The Central Govt. brought out Electricity Regulatory Act, 1998 which sought to distance the Govt. from
functioning of SEBs and create independent Regulatory bodies at the Central and State level. The main
objects of this Act were : Rationalization of electricity tariff, Transparency in policy formulations, promotion
of efficient and environmentally benign policies and greater involvement of private sector.

However, the need was felt for a more forward looking Act removing various entry barriers in Generation,
Transmission & Distribution and setting up of CPPs. On June 10, 2003, the New Central Electricity Act
was enacted and came into force from that date. The Act repealed all the three Central Acts viz. Indian
Electricity Act 1910, Supply Act 1948 and CERC Act 1998.

The Act seeks to establish a more competitive market in the power sector by removing restrictive barriers
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Steps taken to delicense the industry
Takes into consideration social interest
Provisions are made for protection of consumer interests by creating GRF and Ombudsman

Encourage policies consistent with environmental friendly objective

THE SALIENT FEATURE OF THE ELECTRICITY ACT, 2003 ARE AS FOLLOWS

The objectives of the Act are “to consolidate the laws relating to generation, transmission, distribution,
trading and use of electricity and generally for taking measures conducive to development of electricity
industry, promoting competition therein, protecting interest of consumers and supply of electricity to all
areas, rationalization of electricity tariff, ensuring transparent policies regarding subsidies, promotion of
efficient and environmentally benign policies, constitution of Central Electricity Authority, Regulatory
Commissions and establishment of Appellate Tribunal and for matters connected therewith or incidental
thereto.”

The Act strikes a balance taking into account the complex ground realities of the power sector in India
with its intractable problems. The salient features of the Act are :

(i)

(ii)

The Central Government to prepare a National Electricity Policy in consultation with State
Governments. (Section - 3)

Thrust to complete the rural electrification and provide for management of rural distribution by
Panchayats, Cooperative societies, non-Government organization, franchisees etc. (Sections 4, 5
& 6)

Provision for license free generation and distribution in the rural areas. (Section - 14)

Generation being delicensed and captive generation being freely permitted. Hydro projects would,
however, need clearance from the Central Electricity Authority. (Sections 7, 8 & 9)

Transmission Utility at the Central as well as State level, to be a Government company — with
responsibility for planned and coordinated development of transmission network. (Sections 38 &
39)

Provision for private licensees in transmission and entry in distribution through an independent
network. (Section 14)

Open access in transmission from the outset. (Sections 38-40)

Open access inn distribution to be introduced in phases with surcharge for current level of cross
subsidy to be gradually phased out along with cross subsidies and obligation to supply. SERCs to
frame regulations within one year regarding phasing of open access. (Section 42)

Distribution licensees would be free to undertake generation and generation companies would be
free to take up distribution business. (Sections 7 & 12)

The State Electricity Regulatory Commission is a mandatory requirement. (Section 82)
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(xvi)

(xvii)

Provisions for payment of subsidy through budget. (Section 65)

Trading, as a distinct activity is being recognized with the safeguard of the Regulatory Commissions
being authorized to fix ceilings on trading margins, if necessary. (Sections 12, 79 & 86)

Provision for reorganization or continuance of SEBs. (Sections 131 & 172)
Meeting of all electricity supplied made mandatory. (Section 55)

An Appellate Tribunal to hear appeals against the decision of the CERC and SERCs. (Section
111)

Provisions relating to theft of electricity made more stringent (Section 135-150)

Provisions safeguarding consumer interests. (Sections 57-59 & 166) Ombudsman scheme (Section
42) for consumer’s grievance redressal.

VARIOUS CONCESSIONS/OPPORTUNITIES PROVIDED FOR INDUSTRIES UNDER THE SECTORAL
REFORM SCENARIO

(i)

(i)

During the reform process it has been acknowledged that the tariff structure is skewed. That
means, that industries availing power supply at various voltages pay more than the cost of supply.
Therefore one of the mandates before the state electricity regulating commissions is to bring down
the element of cross subsidy now prevailing between different categories of consumers. In fact
most of the state Electricity Regulating Commissions have been working in the direction to minimize/
eliminate the extent of cross subsidy existing between different categories of consumers.

The Electricity Act 2003 in Section — 9 authorizes a person including the industries who can set up
captive power plants for their own use. They can also wheel this power to the destination of use
through open access of the transmission lines. The norm for setting up a captive generating plant
has also been relaxed. In a captive generating plant an industries or a group of industries can hold
26% of the equity share and must consume 50% of the power generating.

An industry for that matter any consumer can choose its supplier of electricity. Even being located
in one distribution company they can avail power from another distribution company by paying
wheeling charges and cross subsidy sub-charge as per section — 42 (2) of the Electricity Act.

National electricity policy envisages that transmission lines should be built and network expansion
should be planned and implemented keeping in view the anticipated transmission needs. Prior
agreement with the beneficiaries would not be a precondition for network expansion. CTU/STU
should undertake network expansion after identifying the requirement in consultation with state
holders and taking up the execution after due regulatory approvals.

Industries having co-generation plans get incentive by two ways. The distribution companies are
required to purchase the power, so generated from the west heat with regulatory approvals. Secondly
the industry can avail incentive through carbon trading under CDM provisions.
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IT WILL BE WORTHWHILE TO MENTION HERE THAT SUBSTANTIAL BENEFITS ACCRUED TO
THE STATE GOVERNMENT AFTER RESTRUCTURING AND PRIVATIZATION OF DISTRIBUTION
FUNCTIONS. THESE ARE AS FOLLOWS

(i) Previously state government was paying subsidy to the erstwhile OSEB. This amount was around
350 crores per annum and went on increasing year after year. It is estimated that the state
government has saved around 4400 crores by 31.03.05 by way of not paying subsidy to the power
sector.

(i)  The state government received an amount of 603 crores by disinvesting 49% of the equity worth of
Rs. 280 crores in OPGC. Each year the state government is getting around 75-80 crores towards
dividend from this company right from the year 1999-2000

(iii)  State government received 159 crores by disinvesting 51% shares in the four distribution companies.

(iv) Due to better billing and collection by the distribution companies, the electricity duty payable to the
state government increased from 120 crores in 1995-96 to 350 crores by 2005-06.

These could be achieved only through the power sector reforms in the state.
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FORMERLY

**  Member, Orissa Electricity Regulatory Commission

*  Chairman cum Managing Director, GRID Corporation of Orissa Ltd.
¢ Chairman, Eastern Regional Electricity Board (Now ERPC)

*¢  Managing Director, Orissa Power Generation Corporation
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ROLE OF POWER SECTOR REFORM IN FISCAL RESTRUCTURING IN ORISSA

K. C. Badu, IAS (Retired)
Member, OERC

BACKGROUND

1.

Orissa has been a pioneer state in India in embarking on a comprehensive reform of the electricity
industry in the country. The aim of the reform has been to address the fundamental issues underlying
the poor performance of the erstwhile Orissa State Electricity Board (OSEB) and restructure the
power sector so as to improve its efficiency on technical and financial parameters.
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On technical side the core objectives centre on improvement in quality of power supply
position which could be achieved by monitoring certain key parameters like providing electricity
connections in time, reducing interruption in supply of electricity particularly, in rural areas,
improving voltage and frequency of supply and further extending rural electrification network
etc.

Rationalization of consumers tariff structure based on cost of supply of electricity and achieving
financial viability of the newly constituents have been the main objectives on the financial
side.

While redesigning tariff, extreme care has been taken to safeguard consumers’ interest
while providing a good reasonable return to attract private capital into the sector.

The ultimate objective of the power sector reform has been to make power supply available
to all those who need it at reasonable and affordable prices so that state’s developmental
needs can be met on sustainable basis. Thus, the reform objectives can be summarized as
following :-

(i) Increase operational efficiency by functional unbundling the sector into

generation,transmission and distribution,
(ii) Bring accountability to improve performance,
(iii) Attract private sector capital to meet the financial gaps in the sector,
(iv) Rationalize tariff structure
(

v) Establish an independent and transparent regulatory regime.

LEGISLATIVE BACK-UP

2.

Accordingly to achieve the above mentioned objectives a new legislation, namely, the Orissa
Electricity Reform (OER) Act, 1995 (Orissa Act 2 of 1996) was enacted for the purpose of
restructuring of the electricity industry. This Act came into force w.e.f. 1.4.1996. The OER Act,
1995, contains several fundamental building blocks, namely, restructuring and corporatisaton of
the vertically integrated Orissa State Electricity Board (OSEB), unbundling of functions of generation,
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distribution and transmission to be managed by separate entities. Subsequently, Govt. of India
have enacted the Electricity Act, 2003 modelled on the provisions of the OER Act, 1995 and this
Act has come into force w.e.f. 10.6.2003.

3. In pursuance to the provisions of the OER Act, 1995, following steps were taken:-

(@) OSEB was restructured and corporatised into Grid Corporation of Orissa and Orissa Hydro
Power Corporation w.e.f. 1.4.1996.

(b) Orissa Electricity Regulatory Commission (OERC) was established in April 1996 and became
functional from 1.8.1996.

(¢) Orissa Power Generation Corporation Limited (OPGC) was privatized with disinvestment of
49% stake and management control was transferred to a private sector company, viz. M/S
AES, in January 1999.

2"° PHASE OF REFORM

4. The 2" phase of reform envisaged private sector participation in the distribution segment. Pursuant
to Orissa Electricity Reform (Transfer of Assets, Liabilities, Proceedings and Personnel of GRIDCO
to Distribution Companies) Rules, 1998, the Govt. of Orissa transferred the distribution assets and
properties along with personnel of GRIDCO to four distribution companies w.e.f. 26.11.1998. These
distribution companies namely, CESCO, NESCO, WESCO and SOUTHCO continued to function
as affiliates of GRIDCO up to 31.3.1999 and thereafter functioned under distribution and retalil
supply license granted by OERC. The management of NESCO, CESCO and SOUTHCO was
handed over to the erstwhile BSES (now Reliance Energy) w.e.f. 1.4.1999 pursuance to the
agreement signed on 31.3.1999, GRIDCO disinvested 51% of its share held in CESCO in favour
of the consortium led by the AES Corporation, USA, after obtaining approval of the State Govt. The
management of CESCO was handed over to AES from 1.9.1999 and after AES left, the CESCO
has been renamed as CESU being managed by a Management Board constituted by OERC as
per Section 22 of the Electricity Act, 2003.

%*  The proceeds of disinvestment of 51% share in four distribution companies which fetched
Rs.159.00 crore were utilized to meet the liabilities of GRIDCO towards outstanding power
purchase bills and other liabilities to NTPC and others.

«*»  Separation of unbundling have been completed after a new public limited company under
the name and style Orissa Power Transmission Corporation Limited (OPTCL) was
incorporated w.e.f. 29.9.2004 to carry out all the business of transmission , STU and SLDC
functions of GRIDCO. The new company OPTCL obtained certificate on 31.3.2004 to
commence business which entitles the company to carry on business. On 1.4.2005, OPTCL
became functional. GRIDCO continue to carry out its bulk supply and trading functions.

EFFECT OF POWER SECTOR REFORMS ON THE STATE FINANCES

5. Under the provision of the erstwhile Electricity (Supply) Act, 1948, the State had to ensure 3%
Rate of Return (ROR) on net fixed assets. The erstwhile OSEB was not able to achieve the same
and accordingly state govt. was required to provide subsidy from its budget to ensure 3% return as
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envisaged. The average annual subsidy was of the arrear of Rs.200 crore. The subsidy burden on
the State Govt. increased from Rs.14. crore in 1989-90 to Rs.257.62 crore in 1995-96 (the last year
of OSEB). If the power sector reform would not have been implemented, the state govt. budget
would have been burdened with an ever increasing subsidy of more than Rs.250 crore per annum.
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Although OSEB was incurring heavy losses, huge investments were necessary for creation
of additional generating capacity to bridge the demand-supply gap. The State Government
was not in a position to provide the requisite resources to meet the current as well as future
demands of the powr sector in the State.

In January, 1999, 49% share capital of OPGC with 420 MW thermal generation capacity
having face value of Rs.240.21 crore was sold to AES along with management control at a
cost of Rs.603.20 crore.

Talcher Thermal Power Plant (TTPs) with an installed capacity of 460 MW was sold to NTPC
in 1995 which fetched a sum of Rs.356 crore out of which outstanding dues of NTPC for
Rs.249.00 crore was adjusted, arrear liabilities of employees for Rs.7 crore was paid and
Rs.100.00 was paid to State Govt.

The entire generation has been dedicated to the state after sale of 49% of share in OPGC
and sale of TTPS to NTPC. More power is available at a reasonable price to electricity
consumers in the state.

The Plant Load Factor (PLF) of TTPS before taken over by NTPC was less than 35% but the
PLF has increased to about 87%. Similarly, OPGC is operating with a PLF of more than 85%
(in FY 2006-07 PLF was 90.18%).

Besides, utilizing its disinvestment proceeds of OPGC, sale proceeds of TTPS, disinvestment
proceeds of four distribution companies, State Govt. have in the meantime got a dividend of
Rs. 561.27 crore from OPGC from 1995-96 to 2005-06 (No yet declared for 2006-07). In
addition to the payment of dividend, OPGC have paid Rs.16.09 crore to the State govt.
towards guarantee Commission during the period 1995-96 to 2006-07, interest amounting
to Rs.55.03 crore on loan during the period 1995-96 and 1998-99. Further, OPGC have also
paid Electricity Duty amounting to Rs.41.21 crore during the period 1995-96 to 2006-07.
Thus, total payment by OPGC to State Govt. from 1995-96 to 2006-07 comes to Rs.673.61
crore including the dividend of Rs.561.27 crore.

Similarly, OHPC have also paid Rs.81.32 crore to the State govt. towards interest (Rs.41.41
crore), repayment of principal (Rs.19.00 crore APDP loan) and guarantee commission
(Rs.20.91 crore including Rs.7.05 crore in 07-08).

GRIDCO has paid Rs.464.97 crore to State Govt. from 1998-99 to 2006-07 towards principal
(Rs.329.33 crore), interest, (Rs.108.87 crore) and guarantee commission fees (Rs.26.77).
GRIDCO has also reduced its losses and have earned cash profit of Rs.517.00 crore in FY
2003-04, and Rs.454 crore in FY 2004-05, and Rs.26.00 crore in FY 2005-06 and Rs.200
crore (provisional) in 2006-07.

33



«»  The payments made to State Govt., by OPGC, OHPC and GRIDCO from 1996-97 to 2006-
07 comes to Rs.1171.64 crore excluding Rs.2160.35 crore paid towards Electricity Duty and
Rs.7.05 crore Guarantee Commission paid by OHPC in 2007-08, the details of which are

given below:-

Items [Payments made from 1995-96 to 2006-07 by] (Rs. In Cr.)

OPGC OHPC* GRIDCO Total
Dividend 561.27 - - 561.27
Interest 55.03 41.41 108.87 205.31
Guarantee Commission 16.09 13.87 26.77 56.73
Repayment of Principal - 19.00 329.33 348.33
Total 632.39* 74.28 464.97 1171.64
Electricity Duty — — — 2160.35

* OHPC has paid Rs.7.05 crore Guarantee fees in 2007-08

** Excludes Electricity Duty paid Rs.41.21 crore upto 2006-07

+*  Inaddition to direct payment to the state exchequer as indicated above, Govt. of Orissa has benefited
by Rs.2000 crore by up valuation of GRIDCO (Rs.1194.00) and OHPC (Rs.812.00 crore) assets
and viewed from that angle the financial savings of the state govt. would worked out to Rs.6179.27
excluding the payment of electricity duty, guaranteed Commission, interest payment and payment
of principal. These are indicated below:-

(i) Sale proceed of TTPs to NTPC

Rs.356 Crore

(out of which 100 crore was paid to the State Govt. and Rs.256 crores was retained by OSEB to
pay the dues of NTPC towards the cost of power purchase bills and to meet the liabilities of the

employees).

(i) 49% equity disinvestment in OPGC to AES

(iii) 51% equity divestment in four

distribution companies to the private sector

(iv) Savings in subsidy support
from the State budget
(v) Dividend paid by OPGC to

State Govt. from 1996-97 to 2005-06

Total

Up valuation of assets of GRIDCO and OHPC -

Total

Rs.603 crore (deposited to State govt. account)
Rs. 159 crore (retained by GRIDCO to meet its
various obligations)
Rs.2500 cr (@ Rs.250 cr. p.a

from 1996-97 to 2006-07.
Rs.561.27 crore
(dividend for 2006-07 not yet declared)
Rs.4179.27

Rs.2000.00

Rs.6179.27 crore
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Electricity Duty paid was Rs.121.35 crore in 1995-96 and this has increased to Rs.282.58
crore in 2006-07. Total contribution of Electricity Duty from 1995-96 to 2006-07 is Rs.2160.35
crore to the State exchequer.

Though the distribution sector is incurring loss there is profit in generation and transmission.
Hence, the sector as a whole has made substantial contribution to the State Finances.

GOVT. SUPPORT

6. Govt. have also supported GRIDCO and OHPC on various ways. These are summarized below:-

X/
¢

*0

Equity support of Rs.793.00 crore has been provided by the State govt. out of which Rs.493
crore relates to GRIDCO and Rs.300 crore relates to OHPC.

State govt. have provided maximum guarantee for Rs. 4281.60 crore to power utilities up to
2006-07 out of which guaranted amount outstanding as on 31.3.2007 is Rs.1605.77 crore.
(GRIDCO - Rs.1351.14 Crore, OHPC Rs.254.63 Crore). Rs.1605.77 crore Guarantee as
on 31.3.2007 relating to GRIDCO also includes Rs.105.00 crore NTPC Power Bond (out of
Rs.343.00 crore as on 1.10.2001).

State govt. have provided loan of Rs.704 crore out of which Rs.180 crore relates to GRIDCO
and Rs.524 relates to OHPC.

State govt. have issued bonds to the extent of Rs.1102.87 crore to NTPC towards power
purchase cost of GRIDCO on back to back arrangements and GRIDCO has so far not
defaulted in paying the interest along with principal to the state govt. in respect of this bond
being serviced by State Govt.

Because of the default of the then erstwhile OSEB and subsequently GRIDCO in paying the
dues of NTPC, PFC etc. Central govt. had deducted State Plan Assistance from the
entitlements of the state govt. and so far a sum of Rs.214.18 is outstanding with GRIDCO
for payment to the state govt. on this account.

The four distribution companies are yet to pay to State Govt. the World Bank loan, interest
on World Bank loan and interest on APDRP loan.

7. Govt. of Orissa had constituted a Committee of Independent Experts under the Chairmanship of
Shri Sovan Kanungo, IAS(Retd.) to review the Orissa Power Sector Reform in Orissa. The said
Committee submitted its report to the state govt. on 2.11.2001 and on receipt of the Kanungo’s
report, Govt. of Orissa in its notification No.1068/E/29.1.2003 have decided as under:-

(i)

The effect of up-valuation of assets of OHPC and GRIDCO indicated in Notification No.5210
dated 01.4.1996 and No.5207 dated 1.4.1996 would be kept in abeyance from the FY 2001-
02 prospectively till FY 2005-06 or the sector turns around whichever is earlier to avoid re-
determination of tariff for past years and also re-determination of assets of various DISTCOs.
For this purpose depreciation would be calculated at pre 1992 norms notified by Govt. of
India.

Moratorium on debt servicing by GRIDCO and OHPC to the State Govt. would be allowed
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from the FY 2001-02 till 2005-06 except the amount in respect of loan from the World Bank
to the extent the State Government required to pay to the Government of India.

(i) GRIDCO and OHPC shall not be entitled to any Return of Equity (ROE) till the sector become
viable on cash basis or 2005-06 whichever is earlier.

Though the State Govt. had allowed to keep the up valuation of assets under hold and allowed
moratorium on debt servicing till 2005-06, Orissa Electricity Regulatory Commission have assumed
the extension of these financial benefits by the State govt. beyond 2005-06 and accordingly
determined the tariff. By keeping up valuation of assets in abeyance and allowing moratorium on
debt servicing by OHPC and GRIDCO beyond 2005-06, the Commission has deferred an amount
Rs.462.48 crore for 2006-07 and its effect on tariff rise has been estimated 48 paise per unit.
Similarly, for 2007-08 the financial effect has been determined at Rs.457.49 core for 2007-08 and
its tariff impact is 38 paise per unit. The effect of keeping up valuation under hold and extending
the deferment of the debt servicing liabilities beyond 2005-06, Commission has reduced the
tariff hike by 48 paise for 2006-07 and 38 paise on the average for FY 2007-08. The year wise
revaluation impact and deferment of debt servicing liabilities by GRIDCO and OHPC has been
tentatively estimated which is indicated below:-

Year Additional Financial
Impact on tariff (Rs. In Crore)
2006-07 462.48
2007-08 457.49
2008-09 452.50
2009-10 447.52
2010-11 442.53
2011-12 437.54
2012-13 432.55

IMPACT OF POWER SECTOR REFORM ON FISCAL PARAMETERS

9.

In the pre-reform period the State Govt. was providing budgetary support to the power sector in the
shape of subsidy, loan capital and also equity investment. From 1996-97 budgetary support for
power sector has been totally withdrawn. Over and above, lessening of the burden on state budget
by way of withdrawal of budgetary support, the state has got revenue from the power sector in
shape of dividend, interest payment and electricity duty. The Electricity Duty paid in 1995-96 was
Rs.121.35 crore and this has increased to Rs.353.13 croe in FY 2005-06 but slightly reduced to
Rs.282.58 crore in FY 2006-07. The payment of dividend, electricity duty along with revenue from
other sources has actually helped in reducing the revenue deficit and fiscal deficit. There was a

36



10.

revenue deficit of Rs.807.10 crore in 1995-96 which had increased to Rs.2833.74 in FY 2001-02.
Now the revenue deficit have been wiped out and the state govt. has got a revenue surplus of
Rs.481.20 crore in FY 2005-06 and this has increased to Rs.2260.60 crore in FY 2006-07. Fiscal
deficit has also been reduced from Rs.2836.44 core in FY 1999-00 to Rs.276.47 crore in FY 2005-
06. There has been a fiscal surplus of Rs.823.17 crore in FY 2006-07. This has also helped in
reduction of net borrowing on year to year basis. While net loan incurred during the year 1999-00
was about Rs.3350 crore, this has reduced to Rs.2406 in FY 2005-06 and Rs.793.06 crore in FY
2006-07. On the other hand the reduction of revenue deficit and fiscal deficit has helped in increase
of the capital expenditure. The expenditure on capital outlay has increased from about Rs.447.00
crore in 1995-96 to about Rs.1038.00 crore in FY 2005-06 and Rs.1451.00 crore in FY 2006-07.
As per the budget estimate of FY 2007-08 the capital outlay has been projected at Rs.1914.00
crore. Various expenditures natinalisation measures, revenue generation measures, debt
restructuring coupled with power sector reform have helped in fiscal turn around of the state. It
needs special emphasis that it is the power sector which is the pace setter of a comprehensive
fiscal reform in the state. Therefore, it can be safely said that if power sector would not have
been taken up in 1996 perhaps it would have been difficult to see the turn around of the
state finances.

Though power sector reform is the pace setters of inclusive reform in state, it still remains the area
of concern for all the stake holders. High T&D losses, AT&C Losses and high incidence of power
theft are the areas of serious concern for the power sector as a whole. The overall distribution
losses still continue to be as high as 38.6% in FY 2006-07 compared to all states average of 31%.
Similarly, AT&C losses continue to be as high as 42.7% in FY 2006-07 against all states average
of 35.4% and around 30% in West Bengal and Andhra Pradesh. It has been estimated that 1%
improvement in T&D loss would yield additional resource of 43 crore. Unless there is sustainable
improvement of reduction in the AT&C losses it would be extremely difficult for the power sector to
turn around. Unless power sector becomes vibrant and viable the state economy would not grow
at the desired rate. It is pertinent to mention here that contribution of electricity to Gross State
Domestic Products (GSD) constitutes around 3.5%. Already 13 independent power producers
have signed MOUs with Govt. of Orissa to develop thermal power plant in Orissa. The estimated
project cost is Rs.68299 crore with a projected capacity of 16190 MW. As per the agreement 25%
of the share of the estimated capacity which works out 4047.50 MW is to be sold to Orissa. Similarly
12 upcoming industries have proposed to establish captive power plants with a total capacity of
3650 MW. Already 20 industries have got captive power plants with an installed capacity of 2260.188
MW. The state finances would benefit from the projected generation from different sources
only if there is substantial improvement in the reduction of AT&C loss and substantial
reduction in the incidence of theft of electricity.
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PRIVATE INVESTMENT IN POWER SECTOR AND ITS EFFECT ON THE STATE ECONOMY.

11.

12.

13.

The power sector reform has attracted private investment in the sector but state does not get the
full benefit from such investment. In this connection, important factor that needs consideration is
the necessity for amendment of the current constitutional arrangement. The setting up of large
power plants has huge cost