Andhra Pradesh 
Power Sector Status and Issues

Reform Milestones

Andhra Pradesh was the first state in the country to take up comprehensive structural reform programme with the financial and policy support of the World Bank. In this reform programme restructuring the power sector in the state is an important part. The table below gives the chronology of events leading to the restructuring of the power sector in Andhra Pradesh:

	1995 June
	Hiten Bhayya Committee Report

	1996 September
	World Bank's Agenda for Economic Reforms in Andhra Pradesh

	1997 March
	AP State Government’s Policy Statement on Power Sector Reforms

	1998 April
	Passing of AP Electricity Reforms Bill in the State Legislative Assembly

	1998 May
	World Bank’s PAD on AP Economic Restructuring Project

	1999 January
	World Bank’s PAD on AP Power sector Reforms Programme (APPSRP)

	1999 February
	AP Electricity Reforms Act 1998 comes into force

	1999 February
	APSEB unbundled into APGENCO and APTRASCO

	1999 February
	Agreement between the World Bank and Go AP on APERP signed

	1999 March
	Agreement between the World Bank  and Go AP on APERP signed

	1999 April
	AP Electricity Regulatory Commission starts functioning

	1999 November
	First Public hearing conducted by the APERC on Tariff Philosophy

	2000 March
	APTRANSCO further unbundled into APTRANSCO and four DISCOMs

	2000 May
	First Tariff Order by APERC

	2000 May
	People’s Movement against tariff hike starts

	2000 August
	Police firing on demonstrators in the centre of Hyderabad city

	2000 October
	High Court Judgment upholding the APERC order on tariff hike

	2001 April
	Regular licenses to DISCOMs

	2002 April
	Financial autonomy to DISCOMs

	2002 August
	Employee division (option process) among APGENCO, APTRANSCO and DISCOMs on permanent basis

	2003 June
	Enactment of Electricity Act, 2003.

	2003 August
	Suspension of the World Bank loan after the first stage itself quoting high interest rate and unacceptable conditions.

	2004 May
	Change in Government and the announcement of free power to the agricultural sector.

	2004 Tariff order
	Direction by the APERC to APTRANSCO to review the PPAs with IPPs

	2005 June
	Transfer of PPAs to the four DISCOMs.

	2005 December 
	7th ARR filing made as per Act’ 03


Key statistics of power sector in AP

	Total number of consumers
	1.73 crore

	Per capita consumption (Domestic)
	701 units

	Rural household electrification
	71%

	Installed capacity 
	11,151 MW

	EHT Sub stations
	329

	33/11 kV sub stations
	2642

	Number of distribution transformers
	4,74,959


Before as well as after reforms the power sector in the state is known as one of the efficient establishments in the country’s power sector. The World Bank also in its appraisal document conceded that though the APSEB was financially weak it was strong in technical aspects. In the post reform period the state power utilities consistently stood on top. 

 At present APGENCO accounts for 49% of the installed power generation capacity in the state. The Central Generating Stations (CGS) contributed 33% of the installed capacity. The private sector plants including the joint venture plant account for 14% of the installed capacity. The Non-Conventional Energy (NCE) units contribute 4% to the installed generation capacity in the state. According to APERC regulation the state should source 5% of its electricity from the NCE units. 

Open access consumers in the state numbering 589 consume 2052 MU of electricity. This is 15% of HT industrial consumption in the state. This figure also gives an indication of the things that would emerge if total open access is allowed and cross subsidy surcharge is eliminated as mandated under the Electricity Act 2003. Most of these open access consumers were in the picture even before the E Act. They source their power from the joint venture gas based power plant and some NCE and mini power plants. At present these consumers are paying very low wheeling charges and cases are pending in courts against the new wheeling charges announced by the APERC.

Important APERC orders/regulations

Under the AP Electricity Reforms Act 1998 the erstwhile APSEB was unbundled in to six entities: APGENCO for power generation, APTRANSCO for transmission and four DISCOMs for distribution. This Act also gave shape to AP Electricity Regulatory Commission (APERC). Earlier bulk power purchase/trading was vested with APTRANSCO. Under the E Act this was transferred to DISCOMs. The APERC since its inception in 1999 issued a number of Orders/Regulations. Some of the important ones issued after 2003 are listed below:   

· Regulation 7 of 2007:  Regulation on Transmission Standards of Performance. 

· Regulation 5 of 2005:  Terms and conditions for determination of Transmission Tariff including the procedure for calculating the expected revenue.  

· Regulation 4 of 2005:  Terms and conditions for determination of tariff for wheeling and retail sale of electricity including the procedure for calculating the expected revenue.  

· Regulation 3 of 2005:  Regulation providing for the treatment of Other Businesses of Transmission Licensees and Distribution Licensees, the proportion of revenues from Other Business to be utilised for Licensed Business and the matters incidental and ancillary thereto.  

· Regulation 2 of 2005:  Terms and conditions of Open Access to Intra-State Transmission and Distribution networks.  

· Regulation 7 of 2004:  Licensees' Standards of Performance and repeal of Regulation 6 of 2000.    This regulation has since been amended in 2005.  

· Regulation 5 of 2004:  Electricity Supply Code.  Matters connected with recovery of electricity charges, intervals for billing of electricity charges, disconnection of supply for non-payment, restoration of supply, tampering, distress or damage to electrical plant, electric lines or meter, entry of Licensee's officials for disconnecting supply and removing the meter, and entry for replacing, altering or maintaining of electric lines, or electric plant or meter.    This regulation is since amended on 4th of March 2006.  A new clause 7A is added in the Regulation.  

· Regulation 2 of 2004:  Constitution of State Advisory Committee and its functioning.  This regulation also repealed Regulation 1 of 1999, which constituted the Commission Advisory Committee.  

· Regulation 1 of 2004:  Establishment of Forum and Vidyut Ombudsman for redressal of grievances of consumers.  
Performance During Reform Period

During the reform period financial health of all the utilities improved. The utilities were consistently ranked by CRISIL as No. 1 for the last three years. While in FY 2000 the utilities incurred a deficit of Rs. 1720 crore, in FY 2006 they recorded a profit of Rs. 291 crore. All utilities are in profit for the third consecutive year. The improvement in performance of the utilities also brought down financial burden on the state government. The subsidy support provided by the state government declined from Rs. 3064 crore in FY 2000 to Rs. 1599 crore in FY 2006. As a proportion of revenues of the utilities subsidy provision declined from 49.21 percent in FY 2000 to 13.94 percent in FY 2006. This was achieved in the absence of tariff hike during the last four years. Further, HT industrial tariff was reduced from Rs. 4.26 per unit in FY 2002 to Rs. 3.70 in FY 2006. During this period HT industrial consumption increased by more than 20 percent every year. Despite tariff reduction of 13% between FY 2002& 2006, cross subsidy contribution has increased by Rs.447 crore.   

This improvement in the financial health of the utilities was made possible by increase in per unit revenue realisation and reduction in cost per unit. Revenue realisation increased from Rs. 2.41 per unit in FY 2000 to Rs. 2.88 in FY 2006. During the same period cost of power supply declined form Rs. 3.08 per unit to Rs. 2.95.

Cost reduction has been driven by significant reduction in T&D losses. These losses declined form 37.1 percent in FY 2000 to 20.2 percent in FY 2006. To achieve this concerted initiatives were undertaken. As a part of it comprehensive Energy Audit of high revenue areas was undertaken. 1,038 industrial feeders have been segregated so that they can be provided with uninterrupted supply and closely monitored. 115 town feeders and 1,126 Mandal headquarter feeders have been separated from rural feeders. With the exception of Hyderabad(S) circle losses in town feeders is maintained at between 5% to 12%. In the case of Mandal HQ feeders losses are between 10% to 15%. 
Table-1: Sector Turnaround
	Year
	Deficit / Surplus (Rs in Cr)

	1999-2000

	-1720

	2000-2001

	-1310

	2001-2002

	-1262

	2002-2003

	-125

	2003-2004

	+76

	2004-2005

	+57

	2005-2006

	+291


Table – 2: 
Dependence on Government Support 
	Year
	GoAP Revenue Subsidy Support (Rs. Cr.)

	1999-2000       

	3064

	2000-2001       

	2936

	2001-2002       

	2457

	2002-2003      

	1876

	2003-2004      

	1513

	2004-2005      

	1715

	2005-2006      

	1599

	2006-2007      

	1351


Table – 3: Financial Recovery  
	Year
	Revenue (Rs./Unit) 
	Cost (Rs./Unit) 
	Revenue (Rs. crs)

	1999-2000 

	2.41 

	3.08  

	6226

	2000-2001

	2.8

	3.28

	7617

	2001-2002

	2.67

	3.1

	7860

	2002-2003

	2.97

	3.01

	9628

	2003-2004

	3.01

	3.04

	10877

	2004-2005

	2.84

	2.85

	11473

	2005-2006

	2.88

	2.95

	12291


Table – 4: T&D Losses 
	Year
	Collection Efficiency (%)
	T & D Loss (%)
	Distribution Losses (%)

	1999-2000
 
 
 
	
	37.1
	

	2000-2001

	95.75

	34.8

	26.04

	2001-2002

	
	30.2

	23.6

	2002-2003
-
-

	
	26.1

	19.5

	2003-2004
-
-

	
	22.3

	17.8

	2004-2005

	97.07
	21.4

	16.9

	2005-2006

	

100.01

	20.2

	15.8


Table – 5: HT Industrial Tariff and Sales Growth
	Year
	HT Industrial Tariff (Rs./ Units)
	Sales Growth (%) 

	2001-2002   

	4.26
	-4.0

	2002-2003      

	4.06
	27.0

	2003-2004         

	3.96
	28.7

	2004-2005        

	3.86
	22.1

	2005-2006         

	3.70
	23.4


	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	


Reforms - Concerns

Total Neglect of APGENCO

In the name of promoting private sector participation Telugu Desam Party led state government in the past totally neglected APGENCO, which contributed more than 50% of the power consumed in the state. There is no proper and long term PPA with APGENCO. As a result of this and in the absence of any escrow cover it gets payments only after all other generators. It was not allowed any incentives though it came to the rescue of the grid in the state quite often. During the first three years of reform it was also not allowed minimum returns as well as depreciation recovery. As a result of it lost a revenue of Rs. 1800 crore. As a part of the unbundling the debt burden towards terminal benefits of all employees of erstwhile APSEB amounting to Rs. 4,500 crore was totally placed on APGENCO. As a result of this discriminatory treatment it net worth was considerably eroded and it was on the verge of bankruptcy. Even in this dismal financial background it was directed by the present state government under the Congress party to take up 7 new projects with the capacity of 3,196 MW costing Rs. 14,971 crore. But it was not provided with any budgetary support. 

Coal prices 
Coal constitutes a significant part of power cost and even small increases put significant pressure due to inability to increase power tariffs correspondingly. During the last few years coal prices have been rising sharply and this is putting pressure on power costs. Besides this, the central government is putting pressure on the state utilities to source a part of their coal from foreign countries. Rate per tonne from Mahanadi Coalfields has increased at CAGR of 8% from 2001 to 2005. Rate per tonne from Singareni Collieries has increased at CAGR of 2% from 2000 to 2004. NTPC plants have also used imported coal, which has a projected impact of Rs. 123 Cr in the current year. During FY 2006 the impact of this high coal prices on AP was to the tune of Rs.142 crore. 
Gas availability & price are major issues

At the present juncture gas availability and its pricing have become very crucial issues. The existing gas based power plants with a capacity of more than 1000 MW are working at less than 60% PLF. Four new plants with the combined capacity of 1500 MW are lying idle for lack of gas. Added to this the private gas producers are demanding market prices for gas supply, which is very high compared to the price at which ONGC is supplying at present. This will nearly double the cost of power from these gas based power plants. 

Other Issues
Separation of Trading: Under the E Act the transmission entity shall not involve in power trading. Accordingly in AP trading is separated from TRANSCO and the PPA were transferred to DISCOMs in June 2005. Each plant is allocated to each DISCOM in proportion to its share in power demand in state at the time of this transfer. Under this arrangement CPDCL’s share is 43.48%, SPDCL’s share is 22.90%, NPDCL’s share is 16.92% and EPDCL’s share is 16.70%. This allotment has created confusion. No one vested with powers to take initiative to deal the issues arising from these PPAs. Many of the PPAs are entangled in one or the other legal battle. Besides this, DISCOMS lack of experience and expertise in dealing with power purchases. To address this AP Power Coordination Committee was formed. But its mandate ends in June 2007. 

To T&D losses in rural areas HVDS was taken up with an investment of Rs. 5,500 crore. Though such a huge investment was contemplated it was not discussed in the public. Already considerable amount was spent on this without commensurate outcomes. 

NCE Costs: Currently 4% of the power in the state is being sourced from NCE units. The APERC has mandated 5% of power to be purchased from these sources. Average cost of NCE sources is Rs.3.11/kwh against Rs.1.72/kwh overall. This puts an additional cost of Rs.145 crore on power sector. Purchase of additional amount of power from NCE sources in order to meet APERC Order will put additional pressure on tariffs.

Outsourcing: Outsourcing of services has become an important trend in the sector in the wake of reforms. Spot billing is outsourced. Customer service centers are outsourced. 80% of EHT 33/11 KV Substations manning and maintenance is outsourced. 80% of Low Tension (LT) service collections are outsourced. 90% of transformer repairing is outsourced. This has resulted neither in cost reduction nor in service improvement. While earlier cost of bill collection was less than one rupee per connection now utilities are paying five rupees. In the case of substation maintenance the contractors are employing less qualified personnel. Because of lack of coordination in line maintenance at times it is leading to fatal accidents. After taking cognizance of the outsourced services more than 20% of the sanctioned technical posts at the ground level are lying vacant. Worst sufferers because of this are rural consumers. Nearly 50% of the line men and other posts in the rural areas are lying vacant.  
Regulatory process is brought in to the picture to address and balance the interests of all the stakeholders. APERC was formed in February 1999 following the enactment of AP Electricity Reforms Act in 1998. Its functioning is characterised by lack of public participation, complicated procedures, lack of public awareness on latest developments, and apathy among Regulators. Hurdles were also placed in public participation. Hearings on tariffs were held in a few places in the state. The documents were voluminous, very technical and in English; effectively keeping them away from the general public. Even for those who are willing and ready to struggle to understand these documents they are not easily available. 

[Note prepared by People’s Monitoring Group on Electricity Regulation, Hyderabad, Andhra Pradesh for the workshop organised by Prayas, Pune on 22nd March 2007]

