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ANALYSIS OF POLICY PROCESS IN POWER SECTOR IN ANDHRA PRADESH
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I. INTRODUCTION

Among all the sectors in Andhra Pradesh (AP) power sector has already undergone drastic changes in the wake of liberalisation and privatisation policies vigorously pursued by the state government. Recently the credit rating agencies CRISIL and ICRA ranked Andhra Pradesh first in power sector reforms implementation in India1. To enable the implementation of these reforms necessary legislation was enacted at breakneck speed. Following this Government Orders were issued unbundling the erstwhile Andhra Pradesh Electricity Board (APSEB) in to six companies dealing with power generation, transmission and distribution separately. A regulatory commission was also appointed to regulate the sector in accordance with the new Act. If every thing proceeds according to the plan as envisaged by the Government of Andhra Pradesh (GoAP) and its principal backer the World Bank, which has stipulated stringent conditionalities to be able to receive its loan funds, some of these companies will be privatised soon.

The power sector reform is described as the most ambitious change management exercise ever attempted in the government domain in India (Sankar 2002, 4143). Power sector reforms in Andhra Pradesh are being implemented parallel to the structural and fiscal reform programme – AP Economic Restructuring Project (APERP). Both sets of reforms are undertaken with financial support from the World Bank. 

In this paper, an attempt is made to analyse evolution of the particular brand of power sector reforms as implemented in the state of Andhra Pradesh. This exercise is limited up to the enactment of the Andhra Pradesh Electricity Reforms Act – 1998 and appointment of the AP Electricity Regulatory Commission. Though implementation of policy is an integral part of the policy itself, given the issues involved in implementation and limitation of size of the paper, this exercise is limited to the shaping the Act as a precursor to the implementation of the reform programme. This paper examines the different phases/stages in the evolution of power sector reforms in AP and influences that gave rise to these developments.        

This paper is based on study and analysis of documents (published and unpublished) related to the power sector and discussions with former government officers and senior engineers in utilities who were associated with the sector during the crucial transition period, employee associations and farmers associations. In Section II, we present a brief picture of the situation prevailing in APSEB just before the introduction of reforms. In Section III we describe different stages in the evolution of reforms in power sector in AP. In Section IV we make an attempt to examine the policy process in the power sector in AP. The paper concludes with Section V.   

II. ANDHRA PRADESH ELECTRICITY BOARD

Until it was split in to APGENCO and APTRANSCO in February 1999 under a Government Order (GO) issued in consonance with the new reform Act, APSEB was responsible for electricity generation, transmission, distribution and supply in the state. APSEB was formed on 01 April 1959 and similar to other SEBs in the country, it had a monopoly in the power sector and functioned under the overall guidance of the state government, interacting with the central power agencies for planning and co-ordination. Apart from its own generation capacity, APSEB drew power from the central sector generating stations like National Thermal Power Corporation (NTPC), independent power producers (IPPs) and other private sector plants. At the time of unbundling APSEB controlled 100% power distribution and around 70% of the generation capacity in the state. 

The APSEB was described as unquestionably the most efficient state owned electricity generating and transmitting/distributing authority in the whole of India (Arun Ghosh 1997, 1782). On many technical aspects, APSEB enjoyed a good reputation amongst the other utilities in India. The PLF of state owned generating stations in AP was 83.2% in 2000, much higher than the national average of 67% or the NTPC figure of 80.4%. Vijayawada Thermal Power Station (VTPS), one of the State Owned thermal stations, received the productivity award for the 17th time in 2000 (PLF of 86.9%) and Rayalseema Thermal Power Plant (RTPP) the incentive award for the third time in 2000 (PLF of 94.9%). Other aspects of good performance include fast erection of power stations, and low employee/consumer ratio.  APSEB has significantly contributed to the increase of agricultural production in the backward Telengana and Rayalseema regions; it has been a catalyst of industrial growth and improvement of quality of life. It has taken electricity to the nook and corner of the state. 100 percent of the towns and villages, 96.66 percent of the dalit wadas, 89.40 percent of the weaker section colonies and 64.56 percent of the hamlets have access to power. It has energised more than 15 lakh agricultural pumpsets accounting for 43 percent of the irrigated area in the state.    

Losses incurred by APSEB are shown as one of the main reasons for restructuring the power sector in Andhra Pradesh. But these losses have surfaced only recently. Both the GoAP and World Bank concede this fact2. In 1994-95 APSEB earned profit of Rs. 87.25 crores. But during the very next year i.e., 1995-96 losses stood at Rs. 1244.68 crores. These losses climbed to Rs. 1533.04 crores in 1996-97. One may wonder how losses of such magnitude surfaced so suddenly. According to the White Paper brought out by the GoAP on power sector in 1996 (as a prelude to the sectoral reforms), the Board incurred losses in the past also, but they were compensated by additional mobilisation of resources by the state government (as under the existing law the state government was obliged to see that the electricity utility earns 3 percent return on its net assets). Additional resources worth Rs. 130.25 crore and Rs. 275.25 crores were mobilised in 1992-93 and 1993-94 respectively. In 1994-95 the GoAP has written off its equity of Rs. 944.11 crores in APSEB. After that, according to the state government, there was no other way of compensating losses incurred by the APSEB. Supporters of the reforms argued that as the state government was not in a position to support loss making enterprises and also mobilise additional funds for capacity expansion (which was very vital for economic growth), the only alternative was to attract private investment into the sector by implementing suitable policies.  

The important reason for this gloomy scenario was said to be heavily subsidised supply of power to the agriculture sector with the introduction of slab based tariff in the place of metered tariff in 1982 which led to burgeoning growth in the consumption of power in this sector. It was shown that proportion of power consumed by the agriculture sector increased from 23.6 percent in 1985-86 to 50.87 percent in 1995-96 (APSEB 1996). But it has been argued that this was because of overestimation3. As the power supplied to agriculture was not metered, it was arrived at after deducting from the total power supplied the power consumed by other sectors and distributing the remaining power between agriculture and T&D losses. In order to show improved technical performance APSEB used to show lesser and lesser T&D losses and more and more agriculture consumption. That is, a proportion of T&D losses was shown as agriculture consumption. Later an attempt was made to correct this. APSEB in its report in 1999 had shown that consumption in agriculture sector declined from 38.7 percent in 1995-96 to 24.41 percent in 1996-97 and during the same period T&D losses increased from 18.85 percent to 32.04 percent. 

Apart from the T&D losses another important reason for these losses is the increasing power purchase costs. Average power purchase costs increased from 67.08 paise per unit in 1991-92 to 112.07 paise in 1995-96. Particularly thermal power purchase cost increased from 69.46 paise to 116.36 paise during the same period. There was no corresponding increase in revenue realisation. 

Another important reason for the dwindling finances of APSEB that almost never got noticed is the Andhra Pradesh Gas Power Corporation’s Vijjeswaram units going on stream in early 1990. First stage started generation in 1991 and the second stage started generation in 1997. While APSEB’s share in this Joint Venture was 15 percent in the first stage and 25 percent in the second stage, the remaining power going to the participating private companies for whom this was like captive generation. To the extent that these companies drew power from this station to that extent they curtailed their purchases from APSEB. As a result of this APSEB had to forego an important source of income from these industrial consumers were contributing to cross subsidy. 

While scant or no attention was paid to the real reasons for the financial difficulties of APSEB, whole focus was on agriculture and as a part of reform package, keeping with the cost to serve principle, it was suggested that agriculture consumers should pay at the beginning 50 paise per unit and this should be increased to 50 percent of the cost to supply. 

One of the major impacts of this worsening financial situation was APSEB's inability to raise finances for the required investments in generation and T&D. As a result AP faced severe power shortages and poor quality of power supply. Installed generation capacity in the state sector increased by 70% in the period 1981 -1991 where as it increased only by 45% in 1991 - 2001. 

III. DIFFERENT STAGES IN THE REFORMS

The present reforms in the power sector in AP evolved over a period of time. Here an attempt is made to enumerate important stages in the evolution of these reforms and examine the process of reforms. Table below lists the major milestones in the AP power sector reforms.

	AP Power Sector – Major Policy Milestones

	S.No
	Policy Milestone
	Time Frame

	1
	Joint Sector Gas Projects Planned
	1980s

	2
	National Policy Shifts
	Mid 1990s

	3
	Private Sector Generation
	1990s

	4
	High Level Committee
	1995

	5
	World Bank Economic Reform Report
	1997 (January)

	6
	Power Policy Statement
	1997 (June)

	7
	Reform Act
	1998 (April)

	8
	World Bank Reform Project Report
	1999 (January)


Though all the developments that led to the present reforms took place after 1991, one exception was the setting up of Andhra Pradesh Gas Power Corporation Limited (APGPCL) as a joint venture gas power project by APSEB and some private companies from AP. This provides the foreboding of the future developments. The number of participating industries was constantly changing with additions and deletions. While in the beginning there were 22 companies at one time it reached 33. An MoU was signed between APSEB and the participating industries in October 1988 to set up APGPCL as a joint venture and GoAP gave its approval in May 1989. The power generated in this plant would be shared between APSEB and the participating industries in proportion to their capital. Originally this plant was to be established by APSEB itself and got necessary clearance from the Government of India (GoI) for gas allocation. While approving the transfer of clearance from APSEB to APGPCL the GoI stipulated that the latter should only generate but not distribute power. Notwithstanding this, its objective in Memorandum of Association was altered to include “also to transmit, distribute and supply such power to industries and other consumers of electricity either directly or through the facilities of Andhra Pradesh State Electricity Board”. APGPCL marked the entry of private sector in power generation in AP.

As a part of the broader economic reforms in October 1991, the central government initiated steps to encourage private investor participation in electricity generation like offering counter guarantee of 16 percent return on equity, tax holiday and attractive debt-equity ratio of 80:20. By the end of that year central Acts were amended to allow private companies to enter into long term power purchase agreements with SEBs to set up and operate power generation plants. There was overwhelming response to this changed policy from both foreign and Indian private investors. Though nearly 200 offers came to set up power plants, MoUs were signed for 95 projects by the end of 1995. From these, eight plants were selected for special treatment and called ‘fast track’ projects. Out of these eight plants, three companies chose to set up the plants in Andhra Pradesh. They are: GVK Induatries gas based plant at Jegurupadu, Spectrum Technologies gas based plant at Kakinada, and Hinduja’s coal based thermal plant at Visakhapatnam. These three companies entered in to PPAs with APSEB. GVK Industries’ Jegurupadu plant is the first one in the country to start power generation. Spectrum’s plant also started power generation. But Hinduja’s plant is yet to take off because of the problems with its PPA.

One of the important steps take by the GoAP in formulating a coherent policy of its own towards power sector reforms was the appointment of a High Level Committee in January 1995. This Committee was appointed in the background of the liberalised policy announced by the GoI for attracting private investment in power sector and GoAP’s steps towards promoting private generation stations with state government guarantees. The GO issued by GoAP appointing this committee states that the existing policy on private participation in power sector needs a thorough review with the emphasis shifting towards greater private involvement in transmission and distribution of electricity also. Terms of reference given to this Committee included reviewing the existing organisation of the power sector and evolving guidelines for restructuring the power sector in the state in the context of new policy initiatives of the central government and in relation to the scope for private sector assuming total responsibility for generation, transmission and distribution of electricity. The committee was headed by Hiten Bhaya, a former member of the Planning Commission, and had N Tata Rao, D Sankaraguruswamy, TL Sankar, MC Mahapatra4, and K Balarama Reddy as members. The committee submitted its report in June 1995. 

The important recommendations made by the High Level Committee include, fixing of tariff structure to cover production costs, separating generation, transmission and distribution activities of APSEB into different companies, keeping these companies as subsidiaries of APSEB, running them on commercial lines, privatising power distribution companies gradually, retaining the Board only as a holding company (in charge of long-term sector planning, supervision and co-ordination of the subsidiaries), monitoring of reform implementation and provision of policy advice to be with the government, setting up a regulatory commission to fix tariff structure and keeping licensing powers with the state government. 

Even before fully studying the Report of the High Level Committee, the GoAP went ahead approving setting up additional power generation capacities in the power sector. Approval was given for 8.short gestation projects with 1750MW total capacity, 32 Mini Power Plants (MPP) with an aggregate capacity of 760.25 MW, 92 mini hydel plants with a capacity of 244.17 MW, 43 wind power plants with a capacity of 60.74 MW and 33 bio-mass based power plants with a capacity of 209.42 MW.   
After coming to power as Chief Minister of AP in September 1995, N. Chandrababu Naidu approached the World Bank for a loan. As a response to this the World Bank brought out a comprehensive report 'Andhra Pradesh: Agenda for Economic Reforms', on 16th January 1997 outlining its approach to reforms including power sector reforms. The World Bank was not satisfied with the measures proposed by the High Level Committee Report. It pointed out that though the measures proposed by the High Level Committee are in the right direction, they are not comprehensive and need to be further developed. The only way out of the present predicament in the power sector in the opinion of the World Bank team is to implement all encompassing reforms. Some important components of the reform proposed by the World Bank are privatisation of generation, transmission and distribution of power, ending government's interference, creating an independent and transparent regulatory system for the sector, and introducing tariffs in consonance with costs to serve.

Within 6 months of the World Bank report, on 14 June 1997, GoAP released a power sector policy statement indicating proposed policy and structural changes in the power sector. The policy statement went along the lines of the World Bank report and made similar recommendations. This marked a paradigm shift in the power policy: state ownership to private ownership; budgetary support to private capital; self reliance to globalisation and cross subsidy to cost based tariff.

In order to give a concrete shape to this reform policy, the GoAP enacted the Andhra Pradesh Electricity Reforms Act of 1998. It is a watershed in the power sector reforms in AP. The speed at which this Act to restructure APSEB was passed in the AP Legislative Assembly shows the importance given to it by the state government. The Telugu Desam government introduced the Bill on April 27, 1998 and the same sailed through all the motions in one day and it was passed on April 28, 1998. This act was notified on 29 October 1998 to become effective from 01 February 1999.

Soon after the reform act, the World Bank released its Project Appraisal Document (PAD) for loan under the AP Power Sector Restructuring Programme (APSRP) in January 19995. The PAD reflects several conditionalities laid down by the World Bank. Running parallel to the AP Economic Restructuring Project (APERP) covering many other infrastructure sectors funded by World Bank & other agencies (national and international), APSRP has a 10 year project duration, starting from February 1999. The Adaptable Program Loan (APL) scheme is planned in 5 stages, APL-1 to APL-5. The total loan amount is US$ 4460 M with World Bank contributing 22% of the amount. The other international lending agencies include Department for International Development (DFID, UK) and OECF (Japan). The Indian agencies include Government of Andhra Pradesh, PFC and REC.  At each stage, some conditions have to be satisfied so that the utility becomes eligible for the next stage loan. These include privatisation of distribution and generation, average annual tariff hikes of 15-20%, implementing cost based tariff and reducing government subsidy to zero. In fact, enacting power sector reform Act was one of the conditionalities for approving this loan. 

With the enactment of the AP Electricity Reforms Act 1998 and commencement of the World Bank financed AP Power Sector Reforms Programme (APPSRP), power sector reforms in the state have reached a crucial stage. The Reforms Act as well as the World Bank project provided the blue print of the structure that the sector will take in the near future as well as the road map to be followed to realise this structure. Preamble to the Act clearly mentions that the Act provides for restructuring of the electricity industry, rationalisation of the generation, transmission, distribution and supply of electricity avenues for participation of private sector in the electricity industry.      

The ultimate objective of the reforms is for the government to withdraw from power sector as an operator and regulator of utilities. This is expected to lead to commercially operated, largely privately owned utilities functioning in a competitive and appropriately regulated power market. The reforms aim at removing the dependence of electricity utilities on Government budgetary assistance, and ensuring that while Government may continue to direct and determine the overall policy framework for the power sector as a whole, it withdraws from regulatory functions.

Under the new dispensation, unlike the pre-reform days, power generation, transmission and distribution will be separated. In each segment there will be multiple operators. This is meant to bring competition in to the sector.      

Under the new dispensation electricity is treated as a commodity and not as a development input. This is reflected in the tariff policy that this reform model brings in. Bringing in power tariff that equals cost to serve and removing cross subsidies are the essential components of it. The new model looks down upon subsidies as the main culprit in distorting the rational functioning of the economy. It expects the agriculture sector to pay for the electricity services full cost of supply as the industry can no longer bear higher tariffs. As an initial step, it intends to increase the tariff rate to agriculture to at least 50 paise/kWh. And these tariffs will continue to be adjusted to cover costs and reduce cross subsidies. According to this reform programme no sector shall pay less than 50% of cost of supply of electricity within three years of setting up of the Electricity Regulatory Commission, and it is the duty of this Commission to see that tariff is fixed in this manner. APTRANSCO shall adjust tariffs and take other measures so as to produce revenues from all sources sufficient to cover all expenses that include a return on equity. If the State government decides to deviate from this tariff, the financial implications of such deviation were to be explicitly provided by the State Government in the State budget.

IV. THE POLICY PROCESS

An important impetus for power sector reforms in AP was the change in the macro economic policy at the national level. The shift in macro policy in 1991 led to easing of restrictions on currency and capital markets, reduction in controls on banking and other financial institutions. It marked the decline of license permit raj and private sector began its move to capture the commanding heights of the economy from the public sector through the disinvestments policy followed by the central and state governments since the initiation of the reforms. As a part of this broad macro economic reforms, private sector is allowed to take up electricity generation, until now the monopoly of the government owned/controlled State Electricity Boards and central agencies like National Thermal Power Corporation. According to the Indian Constitution, electricity is a concurrent subject under which both central and state governments have jurisdiction over the sector. Central Acts and policies will have precedence over state Acts. At the time of this crucial shift in policy, Congress party was in power both at the centre and in Andhra Pradesh State. Though there was no policy dissonance between the centre and the state government, the state government did not take any proactive role in promoting the reforms unlike the Telugu Desam Party, which came to power later in 1994. State Congress Party unit was content in following the pace set by the central government. 

The central government encouraged the state governments to undertake power sector reforms. Towards this end it organised a number of Chief Ministers conclaves to hammer out a consensus on power sector policy. A watershed in this effort was the “Common Minimum National Action Plan for Power” formulated by the Chief Ministers’ Committee headed by Sharad Pawar, the then Chief Minister of Maharastra in 1996. This Plan acknowledged that the financial position of the State Electricity Boards is fast deteriorating and noted that the requirements of future expansion and improvement of the power sector cannot be fully achieved through public resources alone and that it is essential to encourage private sector participation in generation, transmission and distribution. This Plan envisaged state governments’ encouragement to co-generation and captive generation with necessary facilities for evacuation of power and curtailing the role of government agencies like Central Electricity Authority (CEA). It is equally forceful on tariff front. It called for rationalization of tariffs in such a way that tariffs reflect cost to serve. According to it though cross-subsidies would continue, no sector or consumer should pay less than 50 percent of the average cost of supply of power. Tariff for agriculture sector would not be less than fifty paise per kWh and this should be brought to 50 percent of the average cost of supply.

The power sector reform policy found greater support from the Telugu Desam party which came back to power in 1994. It would be no exaggeration to say that Nara Chandrababu Naidu’s presence made the difference. He was the finance minister in the government led by his father-in-law, N.T.Rama Rao. He completely sided with the private investors intending to invest in the power sector. He carried their brief with out any hesitation. He brought his weight behind the investors though many of them did not have any background in power sector (these investors were called as liquorwalas and panwalas). He lobbied with the central government for extension of deadline for signing MoUs with private developers. Because of this backing these private developers had become influential enough to secure a copy of the letter of extension even before it was signed by the secretary to the Government of India. And on the night of the last day for the deadline the GoAP created a record of sorts by signing a large number of MoUs. Some of these reached the stage of PPA. He made every effort to encourage private participation in the power sector. 

In September 1995 Chandrababu Naidu took over the reigns of the state government as the Chief Minister by dethroning his father-in-law. He was for new orientation to be given to the state away from populist packages. He identified himself with market led privatisation policies. He said, “My goal is to take care of two things. One is development, the other is fiscal discipline. Meanwhile we have to continue to open up the economy, and create conditions that investors welcome” (2000, 10). Regarding the need to restructure the power sector Naidu said, “Contrary to what my friends in the opposition parties would like to project, the primary purpose of economic reforms is not to make workers insecure or to marginalise the poor. It is to make the future viable. Of no sector is this more true than the power sector. If it is not reformed, darkness looms ahead. Because in every state, the system that provides the power has been stretched to the point of collapse” (ibid. 186).

Two important reasons shown for restructuring APSEB were the fiscal crisis engulfing the sector and the need to add more power to the grid which APSEB could not do given its financial health (World Bank 1997, 33 and Naidu 2000, 190-193). These two reasons are questionable. Losses suddenly appear in 1995-96 in the books of APSEB, and from then on losses increase each year by thousands of crores of rupees. Nowhere justifiable reasons were given for these losses. These inflated losses were to bolster their argument to redraw the picture of the sector. The next issue is power requirement. Both the World Bank and the GoAP argued that by the end of 9th five-year plan (i.e., 2002) there was need to add 8,500 MW of additional power. In order to generate and transmit this power more than Rs. 50,000 crore would be needed. As APSEB was not in a position to mobilise such a big investment they argued the only alternative was to attract the private capital. The energy demand on the basis of which arguments for reforms were built was overestimated (Arun Ghosh 1997, 1785). Actually, by 2002 not even half of this estimated power generation capacity is added. But the reforms legislation was pushed through on the basis of these inflated figures.             

It could be said that the policy orientation of the GoAP has more say in restructuring the sector rather than its financial health6. It is interesting to draw a parallel to the government owned AP State Road Transport Corporation (APSRTC). Measures of the GoAP to deliberately ruin the finances of APSRTC include imposing taxes higher than the private transport agencies and forcing it to provide subsidies without suitably compensating it. These could lead to its liquidation and subsequent handing over of this public transport utility to the private agencies. 

The local private sector also made every effort to nudge its way in to the sector. APGPCL is a clear example of this. It not only succeeded in getting approval to the joint venture as a captive generation plant of the participating industries in violation of the then existing norms but also secured favourable low wheeling charges payable to APSEB for using its network. This wheeling charge was kept very low at around 13 paise per unit of power transmitted. This arrangement greatly benefited the participating industries at the cost of APSEB. To the extent that these companies drew power from this station, they curtailed their purchases from APSEB. As a result of this APSEB had to forego an important source of income, as these industrial consumers were paying more than the average power purchase cost and contributing to cross subsidy. When the gates of the sector were thrown open there was rush to capture as much pie as possible. The private sector had thrown its full support behind Chandrababu Naidu led GoAP to carry out reform in the power sector in AP.

As mentioned before, the GoAP gave approvals to 8 short gestation power plants, 32 MPP and 168 non-conventional power plants. These approved additions to generation capacity were not based on any proper power demand projections. The private investors who saw ready market for power in the power-starved economy tried every stratagem to obtain approvals and the political leadership became a willing party to this development. A senior government officer working in the department (the then principal secretary of the department of energy) objected to these indiscriminate approvals and as he did not see any change in the government/political leadership’s attitude chose to leave the state government and revert back to central government. 

The MPPs were to be based on residual fuel and were expected to be implemented within 12-18 months. These were meant to overcome the then stipulation that large plants costing over Rs.100 crores require CEA clearance. These MPPs would directly cater to the needs of the industrial consumers and if there is surplus power left with them after meeting the industrial needs the same could be purchased by APSEB at a price higher than the pooled cost. The ostensible reason for approving the MPPs was to relieve the burden of the industrial load centers and tail end areas, which are suffering from stress on account of transmission and distribution problems, and the power plants could meet the demand of industries without any interruption. Had all of them materialised they would have taken away important industrial consumers from APPSEB and would have sounded its imminent collapse. These approvals were issued even before the GoAP fully studied the Report of the High Level Committee appointed by it to develop guidelines for privatisation of the power sector. This only goes to highlight the policy predilections of the GoAP. 

Similarly the non-conventional power plants were given green signal without proper assessment of the resources available. Even when it was shown that enough biomass was not available in the state to support such a large number of plants the companies brought political pressure to obtain necessary clearances.    

The extensive reforms in AP including power sector reforms can be attributed to coming together of Chandrababu Naidu as Chief Minister of AP and the changed approach of the World Bank at the same time. Naidu marked a break from the previous policies. He stood for market based, liberalised economy in the place of the welfare oriented government. He attempts to bring in efficiency through competition. Secure government jobs are being replaced with contract posts. The customary quotes from Gandhi and Nehru in the speeches of the Chief Minister are replaced by statements and anecdotes from corporate trendsetters. 

Both the World Bank and GoAP considered the reform in the power sector as the single most important aspect of structural and fiscal reform in the state: “At the outset it was also recognised that the reform of the power sector was the single most important aspect of structural and fiscal reform in the state, and it was decided to proceed with the preparation of two operations in parallel, a Power Sector Reform loan and a broader investment loan, the APERP. Taken together, these two operations would make a major contribution to modernising the State’s infrastructure and social sectors, and they would be fundamental to the restructuring of the State’s finances. It was clearly understood that satisfactory progress on each of these operations was a necessary condition for proceeding with the other” (World Bank 1998, 12). This comprehensive reform program covering both the social and physical infrastructure sectors namely health, education, irrigation, road transport, ports, and power with overarching fiscal reform agenda marked a shift in the development perspective of the state government with increased emphasis on market economy as opposed to the earlier welfare economy. Following this reform agenda the state government has started to reduce its role in these sectors. In many ways, power sector reform has been in the forefront of this economic reform process.

The World Bank also shifted its focus from interventions in individual sectors/departments to comprehensive fiscal reforms and for this it selected reforming state governments and naturally Naidu was their first choice to experiment. In the power sector also its policy shifted from project based lending to reform based package. Under this package the existing SEBs would be unbundled, corporatised and privatised. This change in its stand is attributed to changes in the market for power generation machinery. As the demand for this equipment is dwindling in the developed countries the trend is otherwise in the developing countries like India and China. Opening of this market to the private sector would create market for the equipment manufacturers. Following this reforms in Indian power sector aimed at facilitating the entry of IPPs and seeing that they receive payments without any hitch. This also explains the importance given to reforming the generation first rather than transmission and distribution that are also crying for attention (Ranganathan 2003, 237-8).         

Though GoAP and the World Bank appear to be on the same wavelength as for as reform agenda is concerned an examination of the process of power sector reform policy in AP shows that it is the World Bank which had the last say in designing the power sector reforms in AP. Before the World Bank came into picture GoAP appointed a High Level Committee to evolve guidelines for restructuring the power sector in order to attract private investments in generation, transmission and distribution of electricity. The terms of reference given to the Committee itself speaks of the mindset of the GoAP and the direction in which it wants the recommendations. It did not even specify whether to explore the alternative of improving the efficiency of the existing structures with the help of same quantity of funds that it wanted to spend on incentives to the private sector or give the same incentives to APSEB. This also limited the freedom available to the members of the Committee to come up with any creative alternatives.

Though the High Level Committee recommended unbundling of the sector it suggested that the important functions of licensing and regulation be kept with the state government. The Committee wanted to keep APSEB as a holding company. Regarding the privatisation of unbundled entities the Committee suggested cautious approach of entering into a management contract with the private companies and take further steps depending on the working of the management contract. The Committee also pointed out that substitution of private monopoly would only make the situation much worse and defeat the basic objectives of the state government to use the power sector as an effective instrument for the development of the economy of the state and improving the quality of life of people of the state. According to it ensuring effective competition was the key to the efficient functioning of the private sector in the development of this crucial infrastructure area.

The World Bank had reservations about the recommendations of the High Level committee. In its Agenda for Economic Reforms in AP the World Bank pointed out "shortcomings" of the High Level Committee Report. According to it though the measures proposed by the Committee are in the right direction, they are not comprehensive and need to be further developed. According to it some shortcomings of the Committee’s recommendations are:


1) The proposal that ABSEB continue as a holding company for the new companies would continue to expose APSEB and consequently its subsidiaries to political pressure, and the power sector would not be insulated from short-term political expediencies. This would undermine the main objective of the reform programme.


2) The committee defines the role of the regulatory commission narrowly: to deal with retail tariffs. The responsibilities of the commission should be broadened to include regulation of the bulk supply tariffs, distribution tariffs, and connection charges. In addition, the regulator should also grant licenses to all transmission and distribution companies and enforce them.


3) The committee recognised the need for new legislation only for the establishment of the regulating system. Unbundling APSEB and creating separate companies are major changes that could be achieved only through new legislation dealing also with transfer of assets, staff and interests.

4) The committee’s recommendation that all power generating assets be transferred to a single company that will also procure power from independent producers. This model would limit competition, reduce expected efficiency gains, and make the regulator regime too complex to administer.

Considering all these, the WB report states that, "if tariffs reflect costs & efficiency and are determined by an independent regulatory body, and distribution is privatised to reduce revenue leakage & improve collection - capital markets and private developers will react positively. To establish credibility, the initial policy measures have to be bold, making a sharp break with the past, and explicitly endorsed by the government". The thrust of the report is towards privatisation and globalisation of the sector with minimal role for the state. The three objectives of the proposed re-structuring identified by the report are:

a) Improve APSEB's finance: Increase agricultural tariff to at least Rs. 0.50/unit, adjust other tariffs to cover costs, improve metering, implement loss reduction & revenue enhancement measures

b) Reduce power gap: Assess the feasibility of mini plants and short gestation projects, remove Transmission & Distribution bottlenecks.

c) Restore credit worthiness of the sector: Restructure consistent with privatisation of distribution and private sector participation in generation, corporatise to avoid government interference, establish an independent regulatory commission.

The only way out of the present predicaments in the power sector in the opinion of the World Bank team is to implement all encompassing reforms. Important components of the reform proposed by the World Bank are:


1) Define a structure for the sector consistent with privatisation of distribution and private sector development in generation.


2) Corporatise the power utilities and ensure that they operate without governments’ interference.


3) Create an independent and transparent regulatory system for the sector with broad range of responsibilities including granting licenses and enforcing them.


4) Enact comprehensive reform legislation to establish the new regulatory framework and implement the restructuring measures.

5) Increase the tariff rate to agriculture to at least 50 paise/kWh in the near term. Continue to adjust tariffs to cover costs and reduce cross subsidies.

The GoAP completely agreed with the formulations of the World Bank. This was clearly reflected in the power sector policy statement released by the GoAP on 14 June 1997. A comparison of reforms undertake by the AP state government in power sector and reform proposed by the World Bank shows the influence of the World Bank on AP state government’s policy formulation. The activities undertaken by the state government are only carbon copy of the measures proposed by the World Bank. Though the state government claims that it is not doing anything beyond hearing the advice of the World Bank, this policy paper shows that it is following the measures proposed by the Bank in letter and spirit. 

In conformity with the advice of the World Bank GoAP proposed unbundling, corporatisation and privatisation of APSEB, appointment of Electricity Regulatory Commission with full powers to regulate the sector, fix tariffs, issue licenses, settle disputes between licensees and also advise the state government on policy issues. The policy statement also proposed introduction of tariff structure that will progressively reduce cross subsidisation and no sector shall pay less than fifty per cent of cost of supply of electricity within three years of setting up of the commission. If the State government decides to deviate from this tariff, the financial implications of such deviation were to be explicitly provided by the State Government in the State budget.

Not only this. The GoAP got the AP Electricity Reforms Act 1998 enacted at breakneck speed. The Telugu Desam government’s new found love for transparency and participation is conspicuous by its absence in its effort to enact a new law on power sector reforms in the state. No discussion was allowed in the state Legislative Assembly when 83 page AP Electricity Reforms Bill was introduced. MLAs belonging to the opposition parties were suspended from the Assembly in order to get the Bill passed with out any opposition. Out side the Assembly also there is hardly any discussion on the power sector reforms. When the Boards’ employees went on strike to oppose the Bill they were suppressed ruthlessly. People of the state became aware of the reforms only when power tariff was hiked by 20% in May 2000 following the conditionalities laid by the World Bank.  

The contents of the Act also highlight the influence of the World Bank on AP government’s policy making. This Act is nothing but a carbon copy of similar Act enacted in Orissa State where similar reforms were being implemented with the support of the World Bank. With the enactment of this Act the GoAP fulfilled an important conditionality imposed by the World Bank to finance the APPSRP. This enactment of the Electricity Reforms Act along with other measures taken by the AP government impressed the World Bank so much that sanctions in the wake of nuclear explosions in May 1998 did not come in the way of sanctioning new loan worth Rs. 2200 crores to the AP government under APERP and Rs 4400 crore loan for the APPSRP. This reform programme, covering a 10-year period, aims at establishment of a new legal, regulatory and institutional framework, functional unbundling of the system, corporatisation of sector entities, privatisation of the distribution business, and tariff reforms to bring in cost to serve principle. 

Besides providing for unbundling, corporatisation and privatisation of APSEB and appointment of Electricity Regulatory Commission, this Act lays out the path to be followed in restructuring the APSEB. Further, according to the Act one of the important functions of the regulatory commission is to promote competitiveness and progressively involve the participation of private sector, to regulate the tariff and charges payable keeping in view both the interest of the consumer as well as the consideration that the supply and distribution cannot be maintained unless the charges for the electricity supplied are adequately levied and collected. The contents of the Act only goes to show the influence exercised by the World Bank in designing the power sector reforms in AP.

While the World Bank had reservations on High Level Committee’s recommendations, some of the members of the Committee in turn were critical of the World Bank led reforms in power sector in AP. One of the members of the Committee E.A.S.Sarma, the then Principal Secretary Department of Energy of GoAP, proceeded on leave within a month of the Committee’s appointment as he differed with the government’s approach in allowing independent power producers. Another member N.Tata Rao afterwards severely criticised the reforms undertaken by the state government. Still another member, T.L.Sankar, felt that though the World Bank’s design was not very different from the recommendations of the Committee the high cost consultancies instituted by the World Bank (reported to have cost over Rs. 130 crore) resulted in the reforms being delayed (Sankar 2003, 1174). 

Though the Congress Party opposed the Bill in the Assembly, overall it is not opposed to the reforms. What ever it did in the Assembly is more of an opposition party gimmick but not its principled stand against reforms. At the national level the reforms were initiated when the Congress Party was in power. Also when it was in power in the state it did not have any hesitation in signing PPAs with private power developers. Sharad Pawar a Congress Chief Minister of Maharastra played a crucial role in preparing the Minimum Action Plan for the power sector and he was instrumental in signing the infamous PPA with Enron for the Dabhol power project. As the power policy of the Central government changed, following it in AP, N. T. Rama Rao’s Telugu Desam government also entered into MOUs with many companies overnight. Some of these MOUs entered the stage of signing PPAs.   

Employees and their unions in general were suspicious of the power reforms. Sensing this, State government and the APSEB entered into tripartite agreements with trade unions to carry out reforms in the sector. Significantly, it is the Congress/INTUC affiliated APSEB employees’ Union – Registered No.327 which first signed the tripartite agreement on behalf of the Board employees. N.Sanjiva Reddy president of this union contended that these reforms will protect the interests of the employees and also these are in keeping with the reforms set in by the P.V.Narasimha Rao-led Congress government at the Centre. In fact many times Chndrababu Naidu used the statements of N.Sanjiva Reddy to turn tables against Congress Party in Assembly debates. The TDP affiliated TNTUC, which does not have much membership, also signed the agreement. 

The major trade union- APSEB Employees Union (Registered No.1104) - along with the APSEB Engineers Association opposed the reforms of the sector. They called for agitation against tabling of the reform Bill in the Assembly in 1998. Later the state government could manipulate the leadership of the Engineers Association and make it withdrew from the agitation and signing the tripartite agreement against the wishes of the engineers. Later the newly elected office bearers expelled those who signed the agreement. The expelled members formed a new association called Transco Engineers Association and from the beginning it is known to toe the line laid by the establishment.  The Employees Union 1104 went ahead with the agitation. Once the Bill was passed in the Assembly, this Union also had no other alternative but to sign the tripartite agreement.

With majority assured in the Assembly, Chandrababu Naidu led GoAP did not look back on its commitments to the World Bank to carry out the necessary legislation to pave the path for far reaching restructuring of the power sector in AP. He did not pay any attention to the opposition in side and out side the Assembly. While the entire opposition was suspended, which is not required given the majority for the ruling party, from the Assembly to assure smoothest possible passage for this questionable legislation, out side the Assembly agitation by the Board employees was suppressed ruthlessly. 

In the policy process in the power sector three factors played crucial role. These are the liberalisation policies initiated since 1991 at the national level, Chandrababu Naidu/TDP led state government in AP and the World Bank. It is no doubt that the whole reform process in the power sector at the national level as well as at the state level unfolded in the background of liberalisation policies brought in because of the fiscal crisis at the centre. Chandrababu Naidu’s TDP with new orientation towards development that is in consonance with liberalisation policies played crucial role in the reforms taking off almost without any hitch. Though the above two factors cannot be belittled, it is the World Bank that played critical role in launching power sector reforms. It pushed both the central and state governments to toe the path of reforms. There by it opened the power sector here to the multinational corporations. As stated by Navroz K Dubash and Sudhir Chella Rajan  “It is troubling that international donor agencies that are largely unaccountable to the Indian public should play a shaping role in the future of the power sector” (2001, 3386). The whole policy process in power sector in AP is characterised by total lack of transparency. Total policy framework is decided between GoAP and the World Bank. Though the GoAP came out with a white paper on the status of the APSEB in 1996 there were no meaningful discussions. It was more like a ritual. There were no signs of the state government receiving any feedback on this and it accepting any part of this feedback. The same thing happened to the Policy Statement. Then, when the Electricity Reforms Bill was introduced in the Assembly no discussion was allowed and the protesting opposition was suspended from the Assembly. After this, the World Bank documents on APPSRP were not made public for a long time.      

V. CONCLUSION

It has been seen that the changes in the AP Power policy can be traced to the policy changes at the national level as part of economic liberalisation, shift in World Bank Policy in power sector lending and leadership of Naidu in AP.

The structural changes in power sector at the national level as well as at the AP state level coincided with similar changes world-wide. It is true that there was a crisis in the Indian power sector and urgent corrective measures were required. This crisis was in the areas of governance, performance and financial. The World Bank and central government gave undue emphasis to the financial crisis and hurried through the need to infuse private capital to solve the supply problem. Sufficient efforts were not taken up to address the problems in the governance and performance areas. This approach of World Bank could be understood, since it needs to answer its majority shareholders (USA, UK, Japan etc) who are keen to expand their markets in countries like India. But the position of the Indian government to go along with this analysis can only be explained through reasons like the opportunities for corruption, lack of political will etc. 

In many spheres, Naidu is known for his keenness to project AP as a showpiece. In power sector too, this happened. There was haste in accepting the World Bank loan and project. There were attempts of public debate on the proposed changes in the sector (through booklets etc), but they can be said to be at best to manufacture consensus on the proposed model. There was aggressiveness in bringing out and consolidating the changes. This could be seen in the haste in signing MoUs with private companies, the way the reform bill was passed and the way the agitation against tariff hike was handled  in mid-2000. In many instances, there was clear bias towards the private sector players. In fact, it was only after the massive agitation and the reported failure of the similar reform model in Orissa that there was some slowdown in the blind pursuit of the World Bank model. 

Even though the GoAP and the World Bank left no stone unturned to transform the power sector, the reform model itself is fraught with many problems. The reform model is supposed to engender competition and as a result improve efficiency leading to cheaper power supply. But the way the reforms are being carried out in AP make these happen impossible. In order for competition to be real transmission/distribution companies should be free to buy power from whichever source is cheap. But PPAs entered in to with several IPPs by the state government and APSEB/APTRANSCO, which stipulates the power purchase costs, constrain the freedom of the transmissions and distribution companies. Further, the contents of these agreements also impose exorbitantly high power purchase costs. In the case of distribution also scope for competition is very limited as in each distribution zone there will be only one distribution company. The consumers of that zone will have no choice but to buy power from that company only. 

The end result of such reforms will be replacement of public sector monopoly by private sector monopoly, which is far more dangerous.

The Reforms envisage Electricity Regulatory Commission to insulate the power sector from political interference. It was pointed out that the root cause of the crisis engulfing the power sector is the pervasive politicisation of APSEB's functioning and the resulting lack of commercial orientation in its functioning. Subsidies are spiralling up because of political interference in the running of APSEB. The only way, according to them, to reduce subsidies and consequently losses is to keep APSEB, power sector away from political interference. Hitherto reform experience in AP shows that even after the reforms there is no let up in political interference in the sector. Despite stipulations in the Act the appointment of members of the ERC has become a political decision, and ERC also endorsed many decisions of the state cabinet like tariff categories, its structure and level reinforcing a feeling that ERC also may become a political tool.  

The policy process of Power sector reform could have been much better by using the local expertise (like the High Level Committee report), taking the employees into confidence and involving all the political groups to evolve a viable reform model for AP.   

[This version is finalised in June 2003. An earlier version of the paper was presented at the Seminar on Policy Process in Andhra Pradesh held on 27 February – 1 March 2003 at Centre for Economic and Social Studies, Hyderabad. We thank the participants for their comments during the Seminar. We are grateful to K. Sreenivasulu for his detailed comments. Usual disclaimers apply]       

NOTES:

* Prayas Energy Group, People's Monitoring Group on Electricity Regulation and Andhra University respectively





1 Indian Express January 09, 2003.


2  According to the World Bank, “From technical point of view, APSEB’s performance has been good. Performance indicators such as plant load factor, technical line losses, and employee productivity have been substantially better than national average. Until recently, APSE reported a positive net income” (1997, 31)


3  The People’s Monitoring Group on Electricity Regulation in its petition filed before the AP Electricity Regulatory Commission in respect of tariff proposals for the year 2001-02 presented by the distribution companies contended that given the technical limits the power consumption in the agriculture sector cannot exceed 7000 MU and the figures shown by the distribution companies were overestimation.


4  In the beginning E.A.S. Sarma was the member of the Committee as Principal Secretary, Department of Energy, GoAP. As he proceeded on leave on February 18th, 1995 initially that place was filled by M.V.Natarajan and later by M.C.Mahapatra.


5 ADB lending to GoAP/APSEB for setting up of Rayalaseema Thermal Power Project can be treated as a precursor to the present loan to finance a power sector project. ADB also tried to impose such conditionalities.


6 The World Bank as a part of the Public Enterprise Reform component of APERP suggested privatisation/closure of larger companies such as Singareni Collieries and APSRTC (1998, 14)   
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