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Secrecy in electricity distribution privatization-the Delhi and Karnataka Experiences by S L RAO

Electricity distribution monopolies have eaten much of state government revenues and made them unable to perform their major tasks of governance. Commercially illiterate, unviable and technically inefficient SEB’s ensure frequent power cuts and poor quality of supply. State ownership having proved incapable, privatization is seen as the answer. Orissa privatized distribution seven years ago, Delhi last year and Karnataka has been studying proposals for two years. In Orissa, the sector remains heavily loss making, tariffs have risen but not availability and quality. Delhi appears so far to be on track. In Karnataka only its secretive government officials, the World Bank and its consultants know the details of what it plans to do.       

The Electricity Act 2003 brings fundamental changes to distribution through open access to all generators to the power lines that transmit and distribute electricity, freeing generation and ending state monopoly over distribution by allowing third party sales. It transfers to the Centre (the CERC and its Chairman) many powers that were wielded by state governments. The Accelerated Power Reforms and Development Programme, securitization of SEB debts to cpsu’s and central policies to come on electricity, tariffs, and fuels, will spur privatization of distribution by state governments. The new Act will move high value and paying customers from SEB’s to private suppliers. It has a five-year limit for eliminating cross-subsidies. It commits state governments to reimburse subsidies to SEB’s. These will add to State government burdens unless they fully support new private distribution licensees.  

Orissa, an inefficient and ineffectively governed state was ill selected as the first to privatize. Private companies compounded it with poor ‘due diligence’. Financial projections did not have forward tariffs. T & D losses and thefts were guesstimates that proved wrong.  The government pocketed gains on the sale of distribution companies. Huge accumulated liabilities were left with the single state-owned seller of electricity to the new private distribution companies, TRANSCO. Orissa frightened off investors from distribution.   

The Delhi privatization modified the Orissa model but perpetuated the ‘single buyer’ model. But there was public and expert consultation that modified the proposals. Investor interest and requirements received much greater attention. Instead of guessing at T & D losses like Orissa, efficiency improvements were based on the gap between incoming quantity of electricity and revenues from sale. The state government laid down loss reduction targets and purchase bids had to be above them.. The tariffs were set till 2006-07 and so that licensees would earn at least 16% on paid-up capital and free reserves. The Delhi government would give Rs. 2600 crores as loan to TRANSCO that would supply electricity to distributors. This was to bridge the gap between TRANSCO’S selling price and what distributors could pay after T & D losses (including thefts), and targeted collections. Until these leakages came under control on a loss reduction programme for each year for five years, the distributors would be compensated on an agreed schedule. There was therefore pressure on government also to help with law and order and other support.

Karnataka is close to privatizing distribution. It has a lot more subsidized electricity supplies to agriculture than Delhi or Orissa. It also has a single buyer, a TRANSCO who will sell to distributors. But it does not auction on T & D loss reduction It  assures distributors a distribution margin to be made up by government. The investor is protected from tariff risks, collection risks and commercial loss risks in cases where the regulator or the administration is responsible. The investor takes the risks of collection in relation to metered consumers, reducing thefts below the levels established by experience, operations risks, risks in capital expenditure management and technical losses in distribution. The subsidy is the financial deficit in the procuring and selling of electricity and is to be made up by government. Each licensee will have a transition period after which he will pay all costs subject to specified timely actions by governments and the regulator. The State has to do many things to avoid further financial burdens. The KERC must determine tariffs on a multi-year basis and is not to question the distribution companies on their numbers during a transition period that may vary from five to eight years. KERC has criticized the scheme as based on poor data on baseline conditions and with the possibility of complex litigation. 

Investors do need assurance of government support to reduce thefts, install meters, collect payments for bills and improve efficiencies and guaranteed minimum returns. Low tariffs, subsidies and cross-subsidies have diluted investor interest in privatization. The new Electricity Act must also be factored in. 

Lack of public debate will hold up privatization because of litigation and political opposition. The Karnataka government must be open and transparent.   (782)       

