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5.2.26 A large number of captive and standby generating stations in India
have surplus capacity that could be supplied to the grid continuously or during
certain time periods. These plants offer a sizeable and potentially competitive
capacity that could be harnessed for meeting demand for power. Under the Act,
captive generators have access to licensees and would get access to consumers
who are allowed open access. Grid inter-connections for captive generators
shall be facilitated as per section 30 of the Act. This should be done on priority
basis to enable captive generation to become available as distributed generation
along the grid. Towards this end, non-conventional energy sources including
co-generation could also play a role. Appropriate commercial arrangements
would need to be instituted between liccnsees and the captive generators for
harnessing of spare capacity energy from captive power plants. The appropriate
Regulatory Commission shall exercise regulatory oversight on such
commercial arrangements between captive generators and licensees and
determine tariffs when a licensce is the off-taker of power from captive plant.

53 TRANSMISSION

5.3.1 The Transmission System requires adequate and timely investments and
also efficient and coordinated action to develop a robust and integrated power
system for the country.

5.3.2 Keeping in view the massive increase planned in generation and also for
development of power market, there is need for adequately augmenting
transmission capacity. While planning new generation capacities, requirement
of associated transmission capacity would need to be worked out
simultaneously in order to avoid mismatch between generation capacity and
transmission facilities. The policy emphasizes the following to meet the above
objective:

The Central Government would facilitate the continued
development of the National Grid for providing adequate
infrastructure for inter-state transmission of power and to ensure
that underutilized generation capacity is facilitated to generate
electricity for its transmission from surplus regions to deficit
regtons.

. The Central Transmission Utility (CTU) and State
Transmission Utility (STU) have the key responsibility of network
planning and development based on the National Electricity Plan in
coordination with all concerned agencies as provided in the Act.
The CTU is responsible for the national and regional transmission
system planning and development. ‘The STU is responsible for
planning and development of the intra-statc transmission system.
The CTU would need to coordinate with the STUs for achievement
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of the shared objective of eliminating transmission constraints in
cost effective manner.

. Network expansion should be planned and implemented
keeping in view the anticipated transmission needs that would be
incident on the system in the open access regime. Prior agreement
with the beneficiaries would not be a pre-condition for network
expansion. CTU/STU should undertake network expansion after
identifying the requirements in consultation with stakeholders and
taking up the execution after due regulatory approvals.

. Structured  information dissemination and disclosure
procedures should be developed by the CTU and STUs to ensure
that all stakeholders are aware of the status of gencration and
transmission projects and plans. These should form a part of the
overall planning procedures.

. The State Regulatory Commissions who have not yet
notified the grid code under the Electricity Act 2003 should notify
the same not later than September 2005,

5.3.3 Open access in transmission has been introduced to promote competition
amongst the generating companies who can now sell to different distribution
liccnsees across the country. This should lead to availability of cheaper
power. The Act mandates non-discriminatory open access in transmission from
the very beginning. When open access to distribution networks is mntroduced
by the respective State Commissions for enabling bulk consumers to buy
directly from competing generators, competition in the market would increase
the availability of cheaper and reliable power supply. The Regulatory
Commussions need to provide facilitative framework for non-discriminatory
open access. This requires load dispatch facilities with state-of-the art
communication and data acquisition capability on a real time basis. While this
1s the case currently at the regional load dispatch centers, appropriate State
Commissions must ensure that matching facilities with technology upgrades
are provided at the State level, where necessary and realized not later than June
2006.

5.3.4 The Act prohibits the State transmission utilities/transmission licensees
from engaging in trading in electricity. Power purchase asrcements (PPASs)
with the generating companies Would need to be suitably assigned to the
Distribution Companies. subject to mutual agreement. To the extent rocensary,
such assignments can be done in a manner to take care of diffcrent load nrediles
of the Distribution Companics. Non-discriminatory open access shall be
provided to competing generators supplying power to licensees upon pavment
of transmission charge to be determined by the appropriatc Commission. The



[y i—aTs 1] WRA I TH9F : FAEY

Lad

LA

appropriate Commissions shall establish such transmission charges no later
than June 2005.

5.3.5 To facilitate orderly growth and deveclopment of the pc ver sector and
also for secure and reliable operation of the grid. adequate margins in
transmission system should be created. The transmission capacity would be
planned and built to cater to both the redundancy levels and margins keeping in
view international standards and practices. A well planned and strong
transmission system will ensure not only optimal utilization of transmission
capacities but also of generation facilities and would facilitate achieving
ultimate objective of cost effective delivery of power. To facilitate cost
effective transmission of power across the region, a nationa! transmission tariff
framework needs to be implemented by CERC. The tariff mechanism would be
sensitive to distance, direction and related to quantum of flow. As far as
possible, consistency needs to be maintained in transmission pricing framework
in inter-State and intra-State systems. Further it should be ensured that the
present network deficiencies do not result in unreasonable transmission loss
compensation requirements.

5.3.6 The necessary regulatory framework for providing non-discriminatory
open access in transmission as mandated in the Electricity Act 2003 is
essential for signalling efficient choice in locating generation capacity and for
encouraging trading in electricity for optimum utilization of generation
resources and consequently for reducing the cost of suppty.

5.3.7 The spirit of the provisions of the Act is 1o ensure independent system
operation through NLDC, RLDCs and SLDCs. These dispatch centers, as per
the provisions of the Act, are to be operated by a Government company or
authority as notified by the appropriate Government. However, till such time
these agencies/authorities are established the Act mandates that the CTU or
STU, as the case may be, shall operate the RLIDCs or SLDC. The arrangement
of CTU operating the RLDCs would be reviewed by the Central Government
based on experience of working with the existing arrangement. A view on this
aspect would be taken by the Central Government by December 2005.

5.3.8 The Regional Power Committees as envisaged in section section 2(55)
would be constituted by the Government of India within two months with
representation from various stakeholders.

5.3.9 The National Load Despaich Centre (NLDC) along with its constitution
and functions as envisaged in Section 26 of the Electricity Act 2003 would be
notified within three months. RLDCs and NLDC will have complete
responsibility and commensurate authority for smooth operation of the grid
irrespective of the ownership of the transmission system, be it under CPSUs,
State Utility or private sector.
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5.3.10 Special mechanisms would be created to encourage private investment
in transmission sector so that sufficient investments are made for achieving the
objective of demand to be fully met by 2012.

54 DISTRIBUTION

5.4.1 Distribution is the most critical segment of the electricity business chain.
The real challenge of reforms in the power sector lies in efficient management
of the distribution sector.

5.4.2 The Act provides for a robust regulatory framework for distribution
licensees to safeguard consumer interests. It also creates a. competitive
framework for the distribution business, offering options to consumers, through
the concepts of open access and multiple licensees in the same area of supply.

5.4.3 For achieving efficiency gains proper restructuring of distribution
utilities is essential. Adequate transition financing support would also be
necessary for these utilities. Such support should be arranged linked to
attainment .of predetermined efficiency improvements and reduction in cash
losses and putting in place appropriate governance structure for insulating the
service providers from extraneous interference while at the same time ensuring
transparency and accountability.  For ensuring financial viability and
sustainability, State Governments would need to restructure the liabilities of the
State Electricity Boards to ensure that the successor companies are not
burdened with past liabilities. The Central Government would also assist the
States, which develop a clear roadmap for turnaround, in arranging transition
financing from various sources which shall be linked to predetermined
improvements and efficiency gains aimed at attaining financial viability and
also putting in place appropriate governance structures.

5.4.4 Conducive business environment in terms of adequate returns and
suitable transitional model with predetermined improvements in efficiency
parameters in distribution business would be necessary for facilitating funding
and attracting investments in distribution. Multi-Year Tarift (MYT) framework
is an important structural incentive to minimize risks for utilities and
consumers, promote efficiency and rapid reduction of system losses. It would
serve public interest through economic efficiency and improved service quality.
It would also bring greater predictability to consumer taritfs by restricting tarif!
adjustments to known indicators such as power purchase prices and inflation
indices. Private sector participation in distribution needs to be encouraged for
achieving the requisite reduction in transmission and distribution losses and
improving the quality of service to the consumers.

5.4.5 The Electricity Act 2003 enables competing generating companies and
trading licensees, besides the area distribution licensees, to sell electricity to
consumers when open access in distribution is introduced by the State
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Electricity Regulatory Commissions. As required by the Act, the SERCs shall
notify regulations by June 2005 that would enable open access to distribution
networks in terms of sub-section 2 of section 42 which stipulates that such
open access would be allowed, in not later than five years from 27" January
2004 to consumers who require a supply of clectricity where the maximum
power to be made available at any time exceeds one mega watt. Section 49 of
the Act provides that such consumers who have been allowed open access
under section 42 may enter into agreement with any person for supply of
electricity on such terms and conditions, inciuding tariff, as may be agreed
upon by them. While making regulations for open access in distribution, the
SERCs will also determine wheeling charges and cross-subsidy surcharge as
required under section 42 of the Act.

5.4.6 A time-bound programme should be drawn up by the State Electricity
Regulatory Commissions (SERC) for segregation of technical and commercial
losses through energy audits. Energy accounting and declaration of its resuits
in cach defined unit, as determined by SERCs, should be mandatory not later
than March 2007. An action plan for reduction of the losses with adequate
investments and suitable improvements in governance should be drawn up.
Standards for reliability and quality of supply as well as for loss levels shali
also be specified .from time to time, so as to bring these in line with
iternational practices by year 2012.

5.4.7 One of the key provisions of the Act on competition in distribution is the
concept of multiple licensees in the same area of supply through their
independent distribution systems. State Governments have full flextbility in
carving out distribution zones while restructuring the Government utilities. For
grant of sccond and subsequent distribution licence within the area of an
incumbent distribution licensee, a revenue district, a Municipal Council for a
smaller urban arca or a Municipal Corporation for a larger urban area as
defined in the Article 243(Q) of Constitution of India (74th Amendment) may
be considered as the minimum area, The Government of India would notify
within three months, the requirements for compliance by applicant for second
and subsequent distribution licence as envisaged in Section 14 of the Act. With
a view to provide benefits of competition to all section ol consumers, the
second and subsequent licensee for distribution in the same area shall have
obligation to supply to all consumers in accordance with provisions of section
43 of the Electricity Act 2003, The SERCs are required to regulate the tarif
including connection charges to be recovered by a distribution licensee under
the provisions of the Act. This will ensure that sccond distribution licensee
does not resort to cherry picking by demanding unreasonable connection
charges from consumers.

5.4.8 The Act mandates supply of electricity through a correct meter within a
stipulated period. The Authority should develop regulations as required under
Section 55 of the AT wdthin three months.
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5.4.9 The Act requires all consumers to be metered within two years. The
SERCs may obtain from the Distribution Licensees their metering plans,
approve these, and monitor the same. The SERCs should encourage use of pre-
paid meters. In the first instance, TOD meters for large consumers with a
minimum load of one MVA are also to be encouraged. The SERCs should also
put in place independent third-party meter testing arrangements.

3.4.10 Modern information technology systems may be implemented by the
utilities on a priority basis, after considering cost and benefits, to facilitate
creation of network information and customer data base which will help in
management of load, improvement in quality, detection of theft and tampering,
customer information and prompt and correct billing and collection . Special
emphasis should be placed on consumer indexing and mapping in a time bound
manner. Support is being provided for information technology based systems
under the Accelerated Power Development and Reforms Programme (APDRP).

5.4.11 High Voltage Distribution System is an effective method for reduction
of technical losses, prevention of theft, improved voltage profile and better
consumer service. [t should be promoted to reduce LT/HT ratio keeping in
view the techno economic considerations. ‘

5.4.12 SCADA and data management systems are usctul for efficient working
of Distribution Systems. A time bound programme for implementation of
SCADA and data management system should be obtained from Distribution
Licensees and approved by the SERCs keeping in view the techno economic
considerations.  Eftorts should be made to install substation automation
equipment in a phased manner.

5.4.13 The Act has provided for stringent measures against theft of electricity.
The States and distribution utilities should ensure effective implementation of
these provisions. The State Governments may set up Special Courts as
envisaged in Section 153 of the Act.

55 RECOVERY OF COST OF SERVICES & TARGETTED
SUBSIDIES

5.5.1 There 1s an urgent need for ensuring recovery of cost of service from
consumers to make the power sector sustainable.

5.5.2 A minimum level of support may be required to make the electricity
affordable for consumers of very poor category. Consumers below poverty line
who consume below a specified level. say 30 units per month, may receive
special support tn terms of tarift which are cross-subsidized. Tarifls for such
designated group of consumers  will be at least 50 % of the average (overall)
cost ot supply. This provision will be further re-examined after five years.
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553 Over the last few decades cross-subsidies have increased 10
unsustainable levels.  Cross-subsidies hide inefficiencies and losses in
operations. There is urgent need to correct this imbalance without giving tariff
shock to consumers. The existing cross-subsidies for other categories of
consumers would need to be reduced progressively and gradually.

554 The State Governments may give advance subsidy to the extent they
consider appropriate in terms of section 65 of the Act in which case necessary
budget provision would be required to be made in advance so that the utility
does not suffer financial probiems that may affect its operations, Efforts would
be made to ensure that the subsidies reach the targeted beneficiaries in the most
transparent and efficient way.

56 TECHNOLOGY DEVELOPMENT AND R&D

56.1 FEffective utilization of all available resources for generation,
transmission and distribution of electricity using efficient and cost effective
technologies is of paramount importance. Operations and management of vast
and complex power systems require coordination among the multiple agencies
involved. Effective control of power system at state, regional and national level
can be achieved only through use of Information Technology. Application of
IT has great potential in reducing technical & commercial losses in distribution
and providing consumer friendly services. Integrated resource planning and
demand side management would also require adopting state of the art
technologies.

Special efforts would be made for research, development demonstration
and commercialization of non-conventional energy systems. Such systems
would need to meet international standards, specifications and performance
parameters,

5.6.2 Efficient technologies, like super critical technology, IGCC ete and large
size units would be gradually introduced for generation of electricity as their
cost effectiveness is established. Simultaneously, development and deployment
of technologies for productive use of fly ash would be given priority and
encouragement.

5.6.3 Similarly, cost effective technologies would require to be developed for
high voltage power flows over long distances with minimum possible losses.
Specific information technology tools need to be developed for mecting the
requirements of the electricity industry including highly sophisticated control
systems for complex generation and transmission operations, cfticient
distribution business and user friendly consumer interface.



