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_KSEB/TRAC/EAZOOéAmendment ' S 25 11-2013

To
o The Secretary,'
Ministry of Power, . N
_Government of India, | = SRR o,
.. Shram:Shakti Bhawan, Rafi Marg, E ' R . SR
New Delht.

i | | )
c __-Sub Proposed amendments in. EA2003 comments fowvardlng reg .
y Ref 1 No. 42/6/2011 R&R (Vol lII), Gol MoP dated 17-10-2013

* . ' . ¢ "-'h .' iy

. ,Kind attentron is: 1nv1ted to th_e above wﬁerem the- Government has dtrected :
_ to Smelt comments on, the proposed amendments to Electncity Act’ 2003 o
T :‘--proposed,_amendments have a:far- reachmg impact .of-the ° way pawer
T __es“ in.the. country. it, séeks. fo compreherisively rédefine . the
‘Distribution function of the Electricity:sector which Kas reriained squarelyin
Cthe 'domam of the State. Governments ‘and: the ‘Enablmg prov;sron of state
- .governments .to ‘defme strategles based on fhe local spec1f1c1t1es is

| - framewOrk prescnbed by the
, Government The amendments have a cus iR ensunng -the- financial ..
o soundness of the sector through tlme y rev_‘_ : _

. . has _ wvilla electtrflcatlon durmg “late" 19705 1tself the' .
_ srtUatron’is .dlfferent Jn many other States The drstnbutlon of natural
d fi

' .sub51dy requared'to be. malntalned dlffer from State to State The followmg
‘comments are. offered keeprng in mind these aspects as well as the flexibility
provided under the' federal structure’ of the Nation' which empowers the

| natlona[ and state levet governments to deal WIth such srtuattons

3. Kera{a has a umque;consumer pattern with. the domesttc consumer group
conshtutlng around 80% of the consumer base of KSEB and they consume
about 50% of the electricity distributed within the State. Untike in other parts
of the country substantial portion, of the consumpt1on in the domestic sector
is in thé low income group. Househo[ds consurmng around 1 to 3 units a day
constitute around 75% of the domestic consumers. The consumption by this
section needmc tariff support comes to. about 52% of consumption in the

'dornestlc category




U new R _ nération. " ,
| dveragé “cost_.of ; power delivered;. The. combined ‘impact.of low, base of
- subsidising Consimmers, ‘higher propertion of ‘costly’power- and hiigh -proportion
. -oflow end dofnestic consumers ca L-for.a
- cross subsidy content in tafff within the State. o C T
; -.'"f"*"*"l}"hé";j:'i:nfrod@é:_ffq_ﬁ_;6f~if’ﬁ:i¥.i"l"t'_iﬁie?;-_sqnbly,'l'i'qéhSées_-Who_'éqﬂld cater to the.specific |

- Nation.adequately provides.for the.same by . |
, the Coneurrent st (List, il of -seventh. Schedle),: However, the ‘proposed’
. amendriients leads to.a situation where-the authority. of State-Government on

 ~Constitution. . L o
_The.: measures suggested . in - the- draft, amendmerits to bring back overall
_supervision:of the. Central Governimerit. over the development 6f the ‘inter-

WHil'e‘ the low‘,'e{id c’o'nsumer; segment has proti—ferété_d in f_l_'te"St‘até, partty due

.. to_conservation efforts, the consumption in the heavy industry segment has
. stagnated due to a variety.of reasons. The contribution-from this-sector is-
~ only 23% and thus the much needed base load of the power system is .

remaining at a narrow level. The unique consumption.pattern in the State has

resulted in. a peculiar -load curve with the summer evéning peak demand
recording -more _than double - the- -off-peak mensoon- ‘demand, --Ccreating
~ attendant probtems includinig higher cost of delivered power, L
.. Further;;the tariff for the industrial segment has been retained at the level of
o a\é‘f:e'r.’age:ﬂiﬁgi.t.ﬁf supply and_.there ‘is no significant cross subsidy :support from -

" ‘this ‘ségment. The support for ‘cross ‘ fro

.. commercial and services sector which is-presently having a-lower-base but is

" growing. However, this small segmegt h .

‘sabsidy at present and ‘can_easi ly. be -cherry picked ‘by subséquent - supply _

“subsidy _mainly_ comes .. from the

s to.bear a significant blrden of Cross

licensees in'the unique context of Kerala. - = ol .
" The . lack of -hatural Fesources for power. generation *within . the State. has

cks u P. power- gengration - costs: resulting in “higher

 resulted in the use of higher quantum-of imported fuelslike-Naptha, LSHS and

NG’ which alsa.ja

for.a.different approach. in. handling the

+ needs of ' high "'e'n'd_tdnS_unﬁé'if'Si";-i'r"i';.‘th‘ifs_"-U"_r:j-i,que_"-s,ituation,cquld: lead to :cherry -

Picking, by'.new players (eading .to unintended ‘adverse -impacts on’ other

’H"a's"‘_:':t'c\');';_b}_[_a'yl;aj_’,‘d‘et:"is'i)éé,':r'__g:'ilé i such situations and the Constitution of the -

es for the.same by. inctuding Electricity as an-item in

matters related with distribution and supply of electricity within the state is

- severély .underfined and is.in direct,_poh_ﬂigtFWith‘.—_th:fs-:pro'vision‘ in.the Indian

state generation,  transmission-and tradirig:‘of power . are” welcome in this

- context. The restrictions proposed in invéking section 11’ of the Act are’ also

welcome.

At the same time, considering the Federal na‘ture of govefnanCe enshrined ik

the Constitution, the powers to be exercised by the chernments_ needs to be
appropriately shared among the State and Central governments. -Thus while
the National tariff policy, National electricity policy etc notified by Gol shal

be binding on CERC on matters related to iﬁter—s_tategeneration_, transmissios

i

_2_.'

ey o,
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“and trading, -the- State Governments shall be - s1m1larly authort,sed to issue ;
- State Electricity- pohcy applicable to each: State which-shall be binding on the’ -
state ‘regulators.on matters re[ated to dtstnbutnon and supply mth;n the state . . §
-as’ well as‘intra-state transmlssmn and trading. -~ FAERRT

- Thus.a new. section  2(a) may ‘be- inserted: after sectzon 2 as “The State
”'-‘Govemments shall; in consultation with the State Regulatory Commission _ :
;',a@d the State Transmission Utiljty, notify.a State Etectricity-Policy- for- the S
. "":optrmum development of the resources for equitable Distribution:and Supply '
ot 'of electrrc:ty within the Staté. Provided that the State Governments shall be
-‘,gurded by the: ‘National Electricity and Tariff Policy notified by .the.Central

‘Government from time:to time while. framing .the State Electnc:ty Policy”.

. +plso the ‘wording’ “appropnate govemments" .appearing " in “the’ proposed

IR fseéhon 3(a) ‘may- be:ideleted. ‘Similarly the word “appropriate” .appearing . .
5 opafore-the- wordd‘EUmTﬁTssmn" ‘may. be replaced with_the word “Ceritral”. -

= iFarther, section 3{b) may ‘be added aftei' proposed section 3(a) as “The State . .-

' .Electrtcrty Pohcy notrﬂed by appropnate Governments shall be bmdmg on
- | thé appropiiate Stdte Camnissions” /- -
o ‘.,11_-;-5:‘"‘17The disintegratiog of distribution’ ‘buslp_ess‘ into. dlstnbutton and - supplyf.
. #business-att!

o urrent” state off developrnenE of -Indian_power sector is-too
S Qf-'-_}"-.-early and inay-léad to serious coordlnatlon issues as. as well as, uriintended cherry -
R picking ofrsubsidmmg consurher ségmehts by 3ubsequent supply hcensees‘ This
.. maylead to.twin: problems of - bankrUpt’cy -of -incutnbent "supply. hcensee and \-
et unbridled increase’ iv-harket price: for power. The: ‘divéct. subsidy’ burden of -
o : the state‘ government '_s__alSo llkely to go UQ in such a 51tuatlon -

hall be only after ascertanmng the state

X . Fhus the. mandatory time limit of

: -e- sep'aratlon of rietwork and- supply bUSmess

3 T gev : heﬁdlstnbuhon networK was in

a fully developed state and the cross sub:ndles’ for bulk consumers. were.
rmmmum or negatwe When the d‘lStr‘lbUthﬂ network in the country is -

llcensees, supp' —and- & o
'cohnectron, ehhancmg contract volurhE“Tor supply, supply quahty e,tc. The

. CFosst suhsrdy patteri ‘in“the' country is ‘also different from that prevatllng in- -
o 'developed ‘economies. In ‘India. large butk: consumers llke mdustries are’
~-beéarifg the- ‘burden of: Cross subs:dy and small consitmers who are large in

Cpumber” {iKe, :domesticconsumers. are gett:ng the beriefit of CI‘OSS_SUbSIdy :

-However iri the eveloped -econdimies the pattern is dlfferenthw'l ,

- mdustnes gettlng sub51d|sed electr1c1ty to ensure thelr competlt}veness and

the .domestic consumers - beartng the. ‘burden - 6f- ¢rass: subsady The pec’ullar :

:pattern of cross- subs1dy in Indla results in a small section of consumers

copsuming huge quantum of energy-is paymg at’ rates well above the’ average

cost of supply: and:the same is mostly higher than the. price discovered in the
market. This pattern of cross subsidy. can lead to large scale cherry picking by
subsequent supply hcensees and thus . their entry has to be tlmed

each state. . .

'_3_-




" jemand One of the' ldentiﬁed chromc problems in Indian power sector is the -

47,

© sues in supp

L ke'low voltage;
)] overloadmg 0

B ‘these: problems it i5 likely to create anarchy in the: whole value chain. The
| ‘quden :of .. addrtzonal power, procurement due to high transmrsmon and .
| -~.drstnbutron {osses wrll go unattended in the new arrangements : -

’.Consrdering the“-t\mn issues. of wihder develeped dlstnbutlon network and -
* pecutiar- <o subsidy structure
 distribution:business and supply | business i one go at this point.of time is not
o adyrsable, The: “state govemments may. be: gwen fult .f(eedom to ‘decide thg
" timing-in, consultatlon wrth ‘the state. regutatdry comrnlssrons m a: phase :

- manner based on expenence gamed in -each phase

*Thus 7th ‘Proviso: under secthn 14. deahng wrth 1ssumg lrcense to” supp y:-

- 1 Stdte: Gavemment allows. multrple supply . licensees m sgecrfied areas

. siiécessive-phases as; specified in the State Etectricity Polrcy and in respect of
e those_applicants v who.-were- selected through'-a

S an; empowered agenicy of the”State :Gaverninen

~ that”, Sienilarly: the last proviso-under. the- sectgon proposed to.be inserted in-

respect of intra- state traders, the 'wordrngs “d riied to ’oe a supply llcensee
" shall. be . rep[aced Wlth ‘the’ WOF, ‘ : _’
, competrtrve progess; for Jdentrfrcatxo .noffsupply-'_lrcensee

“To avoid srtuatlons of - unlntended cherry plckmg .by.. subsequent suppl
"-licensees,- ‘the words*“take care’ in- -first:pravisg:. 0. sgction 42(2) related to |
' compensatory charge payaElE'thntumbent supply licensee shalt be modlfled
as “‘fully Tiedtts0’ds toensure that: the charge is adequate to-offset the loss .

" go. Thus the intreduction of multipte supply . licensees. shall be done

-

under develdped state of d1stnbut|on network could create e
ly srde tike (i) high dlStl'IbUthﬂ loss which has to be borne by the.- . &

ippl¥: licensee as-unnecgssary power. purchase cost (i) low quatity of supply S
-supply interraptions. ete leading to. low revenue: realisation~ <o e

e present

f lines- whlch rnay necessitate shedding of loads of supply: -
icensee (iv)" low level of access, especrally in rural areas-leading to unmet - SRR
righiitevel of “transmission_and distribution loss .and one of the: major. R
performance: parameters prescribed: fiow for distribution licensees-is the loss: . -~
reduction targets. If the distribution business is disintegrated without settling..

AT B e ree

in_ Indian" power sectof;’ ‘the. segregat:on of

licéfiseés shatt'be madified with by inserting.the sefitence “gs. ‘and, when the |

co_r__npetrtrve process through
-after’ “pryvided also

of  cross” subsfdy” support. The -existing section. 42(4) prescriblng addrtjonal
surchargé to meet the fixed cost.of the 1ncumbent llcensee to meet the ﬁxed.f—
cost. of stranded generatron and transmission assets contracted on long term
basis to meet: the oblrgatlon to. supply shall be retamed .

In- ordet-1d ensure level playmg f:eld to all supply llcensees the onerous-‘
responsibility of seryice provrder of -the: last resort.may be- removed from the
houtders of -incum , ensee. Fhe: responsrbllltles of all supply-
icensees shall-be of simitar nature The wisdom in providing, such a provision:
f 'supply licensee of last resort' unveils the realisation that the country as a
hole is not yet mature for introduction of multlple supply- ticensees in one

concomitantly along with separation of supply business- from distribution
business.in phased manner based on matunty of the sector in each area. ‘Once

gL




TSR i benchrT arks 0 facilitatedntroduckion ‘ot 'subsequent licensees.in mare -areas.

the-separation-is achieved in an area, the responsibilities shall remain simjlar .~ ...

2 T

o alt competing licensees. -~ "

“Thus section 51 A (2) shall be: reworded as " “The Appropriate State
.Government shall, in consultation with-the Appropriate Commission and the .
<tate Transmissiory- Utility, provide for separation of distribution and supply .
. gfelectricity “in_such’. successive p —aiid_in -accordance. with the
- “timeframes specified -in the State ectricity Policy notified from -time to ‘
' t‘ln:feaHd for stich purpase issue appropriate: transfer scheme and vest the .. A

B ey 1.

‘supply functions in a supply licensee as per section 131.”

19 in,__order to:gnsure. tevel. playing field to all competing supply'-:l_iten's‘éés‘, all
" the.provises fo; section.51 B (1) shall be deleted and tnder the 7" provisoto -
- . saction A4 the wordings:“having specified load profile” shall b¢ deleted. - B

o

20.. .The. subsequent 'supply licensees are getting an opportunity to access scarce
" infrastriciure. (transmission -6, distribytion' assets as well as-itsright of way) .
biilt Dy incimbent. ticensee: The access to;such finite resource:whenallowed .
. in‘a’phaded mianner shall-only be an.a:competitive basis,the flodr price of
- ihich.shaltbe prescribed, by the. state.commission. . The reventie-geqerated . -
- out: of “this . shall “be’.used - by, the distribtion Llicensee for- extending the
infrastructare .

Sfrastr £6 vural areas as.well as far: upgrading the, systera to-global

- The State:Electricity palicy shall prescribe‘the framewark for the introduction

-rofisupply’ ticetisees. - Thus -insertion of section ‘2(a) as:suggested in paragraph
AP EREvEisuggested - T T T e

91, Thé jpower,markat in the country.created in the last’ decadeis stillin the
~ 7 hascent'stage and: the lessans learnt during this phase makes iticlear that the

* market will take time to mature. The.low:level -of liguidity jn the" market,

“highier volatility i prices; 3 nnumerable disputes propping,up.from:concluded -

contracts-allindicate the -immature’ nature of ;the imatket. The Central
| qué;jrfmeh;eiasf-we,-ll_--%--‘t‘_hé----re‘éulatory;ccimFﬁ_‘Es'-ior-stjf"_a_"ifé ‘responding to the
- evolving nature of markets through frequent changes in :bid documents,

Fegulations ‘etc. The new set of bid documents ‘reléased by the . Central
Government 'is still .untested. The situation being so,’ and India still facing -
significant power shortages as:well as transmission capacity constraints, there
is every likelihood of generators in certain regions making wind fall profits
‘while-others may. be finding the going tough. ' T

22, During the evolving phase of the market, the Regulatory.Commissign;s_;\sfﬁfé_u be
authorised to prescribe generic tariffs for generating stations using-different
technologies/fuel from time to time: When-there is significant variations in
the discovered prices from the generic tariff in Case 1-and Case 2 biddings for

" long term and medium term the regulatory commissions shall not allow such
contracts. In the short term market segment when there is huge volatility due
fo shortage of generation or transmission capacity, '-the = regulatory
commissions shall be ‘authorised -to direct the generators to transfer such

- surplus revenue to a common fund like PSDF the utilisation of which shall be

- regulated by the appropriate commission. .

b




ots, X

25, -

26."

. sectioh 85(1)(a) and Tnsertion of e
+.= of state.com

- .words in.accordan

<fall be added under. section 63 “Provided that in case the
hirough sich-bidding process varies significantly from the
otified by the appropriate commission from: time.to time for
inologies/ fuel, the appropriate commission -may direct the

Srovided also that in case of short term procurement of-power

A

ologies/fuel, the- appropriate commission may direct the

4

sloprient of the power'system.” ="

From 2002 6nwagds_ Kerala fhas ‘been ,p_romp,t in, the matf'e_r? éf appointment of '

1

.~ State Eléctricity. Regulatory Commissions and thus changes Prbposed under”

Wyl t +- s -

State:Governments in takirig ratidaal decisions.” .

&t playi

'86(1)(B), “the wording

ce with the-State Electricity Po licy". atthe -end.of the

sentence. “Under section’ 86(4)- insert. the words -“State Electricity Policy

-----

"'-'t-‘}%éfﬁjsfern the difference between - such - generic tariff dand

iserti Ction85(5A)-irt the. matter of .appointment -
issions is dinwarranted arid amotints to.casting aspérsions on the

e laying’ field ~among conipeting distribution licensees and
ensite ‘orderly dévelopmentof " the, sector “in  accorddnce: with-the.State
o \ Policy -hotified by the’ appropriaté ‘govérnirients, - the-following -
- -chan & requifed dridef. section;86..Uider sectior
Cwiticumbent”  may. be deleted: Under propased:sec

ricel. the bid. » The second proviso to the section 63 may be
discovered is having significant variation-from ‘the generic’ |

“the  appropriate commission from time to time for

‘e d tanff to d common fund.created by. the gpp_ropriate ‘cqmmission .

86(1)(jb) add the -

. nd’_tifi‘édfb'j-/fappéqprigtg.;;st_q_tlg_:gq\;em@é;nF".a'f_té'r‘ffhé words: “tariff policy”. - L

| considering the above aspects, the: t;:'_ﬁéhvgés':i'ﬁ;ift'ﬁ'é"fp'tﬁpeséd'arriéndgheht;ﬂas‘ -

~ suggested above may’ kindty: be taken-into’ consideration white finalising-the .
proposal. I S O S




