It's critical that generating stations help drive the country’s economy instead of becoming NPAs
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ndia’s power sector is facing a

conundrum. Whileexisting po-

wer plants are suffering from

low utilisation rates of about

60%, or are lying stranded for
either want of fuel or power purcha-
se agreement (PPA), there is a brisk
addition of new renewable and ther-
mal capacities through public sector
undertakings (PSUs).

Today, India’s grid-connected ins-
talled capacity is 310 GW, while the
peak power demand is only 170 GW.
Under-utilisation of existingassets af-
fects the profitability of power comp-
anies, hamperstheircapacity toservi-
cedebtobligationsand increases the-
ir risk of becoming non-performing
assets (NPAs). There is an estimated
80 GW of grid-connected power capa-
city that is stranded. Solving this ch-
allenge will result in two major bene-
fits. One, it will boost ‘Make in India’
by generating more employment,
and, two, it will ensure power toall.
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Over the last few decades, the real gr-
owth in powerdemand hasn'tmatch-
edup toCentral Electricity Authority
(CEA) estimates due to less energy-
intensive services sectordrivingeco-
nomic growth rather than themanu-
facturing sector. This is exacerbated
by the poor performanceof distributi-
on companies with high aggregate
technical and commercial (AT&C)
losses that resort toload-shedding.

India's per-capita power consump-
tion of 1,010 kWh per annum is very
low compared tonationssuch as Chi-
na (4,000 kWh per annum) and deve-
loped countries (about 15,000 kWh
per annum). Here are a few possible
remedies to enhance power demand
and gainfully deploy built-up assets:
p Minimiseuseof DGset: Golshould
deter users of diesel generator (DG)
setsand levy penaltiesforusingoil-ba-
sed power supply. Grid-based power,
even at industrial tariffs, ischeaper,
anddeterring DG set userswillshift th-
esecustomersentirelytothegridand
put pressure on distribution compa-
nies tonot default on power supply.
» Makestatedistributioncompanies
accountable: Discoms need to be mo-
re accountable for the supply of24x7
electricity to boost economic activi-
ty. To ensure reliability of supply, re-
gulation should be formulated to pe-
nalise discoms for disruption of sup-
ply to indastrial consumers.

To finance discoms for such a fra-
mework, a small reliability charge
may becharged along with thetariffs,
thereby offeringtheman incentiveto
procure and supply sufficient power.
This would consolidate power dema-
nd in the national grid and bring the
highest value to all stakeholders in
thelong term. If distribution compa-
niesstillshed load, theregulator sho-
uld deprivesuchdiscomsof taxbene-
fits, oreven consider privatisingthem.
» Correctcross-subsidy regimedist-
ortion: Theaverage industrial power
tariff in almost all states is higher
than that charged in most developed
countries. This is clearly not aligned
to ‘Make in India’. To make industri-
al tariffseven more cost-competitive,
the crosssubsidy regime imposed
on them should be removed. This can
substantially shift power demand
back to discoms and send the right
sconomic signals toall consumers.

The target on renewable power must be reassessed
to identify the capacity that would be needed vis-a-
vis the expected future demand for electricity

Make the discom dinos extinct

Low-end domesticconsumers may
be cross subsidised by high-end resi-
dential or commercial consumers.
Agricultural subsidy may be funded
through high-end residential and
commercial customers. The fund for
cross-subsidy can be formed by accu-
mulating the cross-subsidy surchar-
ge into a corpus, which may be used
to disburse the direct benefit trans-
fers, This can helpminimise leakage
and misuse of the subsidised power.

By leaving industrial consumers
outof thiscross-subsidisingand kee-
ping tariffs close to cost of supply,
manufacturing can be made greatly
cost-competitive with respect to glo-
bal players.
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P Incentivise industrial consumpti-
on: Industry can be incentivised to
add capacity and expand its produc-
tion and market activities by giving
high-performing production units
10-15% discount as ‘credits’ in indust-
rial tariffs to be funded through GST
or through a corpus created to boost
industrial production. This will help
enhance demand profile, improveco-
mpetitivenessand create more jobs.
P Re-evaluate capacity addition pro-
grammes: Toensureexistinggenera-

tion capacity gets fully utilised and

existing PPAsarehonoured, freshca-
pacityadditionneedstobere-evalua-
ted. Nearly50GWof thermal capacity
is under execution, mainly by PSUs.
A large portion of the new capacity

is expected to supply power at prices
above 74 per KWh, whereas emsﬁng

assets with sub3.50 per KkWh gene-
rationare lying stressed or stranded.
P Retire old generating sets: Old, in-
efficient assets of nearly 35GW capa-
city need to be retired and their fuel
linkages and PPAs transferred to the
moreefficient generatingstations. Gol
should encourage power sector cons-
olidation, including PSUs aequiring
stranded assets, tousher efficiencies
and present opportunitiesfor growth.
P Reassess renewable capacity addi-
tion pace: The target on renewables
must bereassessed to identify theca-
pacity that would be needed vis-a-vis
the expected future demand for pow-
er and the most efficient way tomesat
that demand using renewahles. Lo-
wer growth projections inrenewable
generation may ensure a smooth tra-
nsition in the country’s power mix.
P Privatise distribution supply: Po-
wer is available at near-variable cost
onashort-term basis in the powerex-
changes. But this is not being lifted
by discoms, and load-shedding is of-
ten the route to curtail demand. The
distribution business must be effici-
ent to ensure consumers are offered
the lowest price for power. Reforms
can bring in competition in the pow-
erdistribution supply business.

P Look at Delhi: Allowing private
plavers to bring in professional man-
agement has brought in efficiency in
discom operations and has slashed
T&C losses — ultimately benefiting
the consumer.
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