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5.1.5 Targetted expansion in access to electricity for rural households in the
desired timeframe can be achieved if the distribution licensees recover at least
the cost of electricity and related O&M expenses from consumers, except for
lifeline support to households below the poverty line who would need to be
adequately subsidized. Subsidies should be properly targeted at the intended
beneficiaries in the most efficient manner. Government recognizes the need for
providing necessary capital subsidy and soft long-term debt finances for
investment in rural electrification as this would reduce the cost of supply in
rural areas. Adequate funds would need to be made available for the same
through the Plan process. Also commensurate organizational support would
need to be created for timely implementation. The Central Government would
assist the State Governments in achieving this.

5.1.6 Necessary institutional framework would need to be put in place not
only to ensure creation of rural electrification infrastructure but also to operate
and maintain supply system for securing reliable power supply to consumers.
Responsibility of operation & maintenance and cost recovery could be
discharged by utilities through appropriate arrangements with Panchayats, local
authorities, NGOs and other franchisees etc.

5.1.7 The gigantic task of rural electrification requires appropriate cooperation
among various agencies of the State Governments, Central Government and
participation of the community. Education and awareness programmes would
be essential for creating demand for electricity and for achieving the objective
of effective community participation,

52 GENERATION

5.2.1 Inadequacy of generation has characterized power sector operation in
India. To provide availability of over 1000 units of per capita electricity by
year 2012 it had been estimated that need based capacity addition of more than
1,00,000 MW would be required during the period 2002-12.

5.2.2 The Government of India has initiated several reform measures to create
- a favourable environment for addition of new generating capacity in the
country. The Electricity Act 2003 has put in place a highly liberal framework
for generation. There is no requirement of licensing for generation. The
requirement of techno-economic clearance of CEA for thermal generation
project is no longer there. For hydroelectric generation also, the limit of capital
expenditure, above which concurrence of CEA is required, would be raised
suitably from the present level. Captive generation has been freed from all
controls.

5.2.3 In order to fully meet both energy and peak demand by 2012, there is a
need to create adequate reserve capacity margin. In addition to enhancing the
overall availability of installed capacity to 85%, a spinning reserve of at least



THE GAZETTE OF INDI1A EXTRAORDINARY _ _ [Pax -—8ec. 1]

5%, at national level, would need to be created to ensure grid security and
quality and reliability of power supply.

5.2.4 The progress of implementation of capacity addition plans and growth
of demand would need to be constantly monitored and necessary adjustments
made from time to time. In creating new generation capacities, appropriate
technology may be considered keeping in view the likely widening of the
difterence between peak demand and the base load.

Hydro Generation

52,5 Hydroelectricity is a clean and rencwable source of energy. Maximum
emphasis would be laid on the full development of the feasible hydro potential
in the country. The 50,000 MW hydro initiative has been already launched and
is being vigorously pursued with DPRs for projects of 33,000 MW capacity
already under preparation.

5.2.6 Harnessing hydro potential speedily will also facilitate economic
development of States, particularly North-Eastern States. Sikkim, Uttaranchal,
Himachal Pradesh and J&K, since a large proportion of our hydro power
potential is located in these States. The States with hydro potential need to
focus on the full development of these potentials at the earliest.

5.2.7 Hydel projects call for comparatively larger capital investment.
Therefore, debt financing of longer tenure would need to be made available for
hydro projects. Central Government is committed to pelicies that ensure
financing of viable hydro projects.

5.2.8 State Governments need to review procedures for land acquisition, and
other approvals/clearances for speedy implementation of hydroelectric projects.

5.2.9 The Central Government will support the State Governments for
expeditious development of their hydroelectric projects by offering services of
Central Public Sector Undertakings like National Hydroelectric  Power
Corporation (NHPC).

5.2.10 Proper implementation of National Policy on Rehabilitation and
Resettlement (R&R) would be essential in this regard so as to ensure that the
concerns of project-affected families are addressed adequately.

5.2.11 Adequate safeguards for environmental protection with suitable
mechanism for monitoring of implementation of Environmental Action Plan
and R&R Schemes will be put in place.
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Thermal Generation

5212 Even with full development of the feasible hydro potential in the
country, coal would necessarily continue to remain the primary fuel for
meeting future electricity demand.

5.2.13 Imported coal based thermal power stations, particularly at coastal
locations, would be encouraged based on their economic viability. Use of low
ash content coal would also help in reducing the problem of fly ash emissions.

5.2.14 Significant Lignite resources in the country are located in Tamil Nadu,
Gujarat and Rajasthan and these should be increasingly utilized for power
generation. Lignite mining technology needs to be improved to reduce costs.

5.2.15 Use of gas as a fuel for power generation would depend upon its
availability at reasonable prices. Natural gas is being used in Gas Turbine
/Combined Cycle Gas Turbine (GT/CCGT) stations, which currently accounts
for about 10 % of total capacity. Power sector consumes about 40% of the total
gas in the country. New power generation capacity could come up based on
indigenous gas findings, which can emerge as a major source of power
generation if prices are ceasonable. A national gas grid covering various parts
of the country could facilitate development of such capacities.

52.16 Imported LNG based power plants are also a potential source of
electricity and the pace of their development would depend on their
commercial viability. The existing power plants using liquid fuels should shift
to use of Natural Gas/LNG at the carliest to reduce the cost of generation.

52.17 For thermal power, economics of generation and supply of electricity
should be the basis for choice of fuel from among the options available. it
would be economical for new generating stations to be located either near the
fuel sources e.g. pithead locations or load centres.

5718 Generating companies may cnter into medium to long-term fuel supply
agreements specially with respeci i imported fuels for commercial viability
and security of supply.

Nuclear Power

5.2.19 Nuclear power 15 an established source of energy to meet base load
demand. Nuclear power plants are being set up at locations away from
coalmines. Share of nuclear power in the overall capacity profile will need to
be increased significantly. Economics of gencration and resultant tariff will
be, among others, important considerations. Public sector investments to create
nuclear generation capacity will need to be stepped up. Private sector
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partnership would also be facilitated to see that not only targets are achieved
but exceeded.

Non-conventional Energy Sources

5.2.20 Feasible potential of non-conventional €nergy resources, mainly small
hydro, wind and bio-mass would also need to be exploited fully to create
additional power generation capacity. With a view to increase the overall share
of non-conventional energy sources in the electricity mix, efforts will be made
o encourage private sector participation through suitable promotional
measures. '

Renovation and Modernization (R &M)

5.2.21 One of the major achievements of the power sector has bcen a
significant increase in availability and plant load factor of thermal power
stations specially over the last few years. Renovation and modernization for
achieving higher efficiency levels needs to be pursued vigorously and all
existing generation capacity should be brought to minimum acceptable
standards. The Govt. of India is providing financial support for this purpose.

5.2.22 For projects performing below acceptable standards, R&M shouid be
undertaken as per well-defined plans featuring necessary cost-benefir analysis,
If economic operation does not appear feasible through R&M, then there may
be no alternative to closure of such plants as the last resort.

5.2.23 In cases of plants with poor O&M record and persisting operational
problems, alternative strategies including change of management may need to
be considered so as to improve the efficiency to acceptable levels of these
power stations.

Captive Generation

5.2.24 The liberal provision in the Electricity Act, 2003 with respcet to
setting up of captive power plant has been made with a view to not only
securing reliable, quality and cost effective power but also to facilitate creation
of employment opportunities through speedy and efficient growth of industry.

5.2.25 The provision relating to captive power plants to be set up by group of
consumers is primarily aimed at enabling smali and medium industrics or other
consumers that may not individually be in a position to set up plant of optimal
size in a cost effective manner, It needs to be noted that efficient expansion of
small and medium industries across the country would lead to creation of
enormous employment opportunities.
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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
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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



