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         COVER STORY 
         POWER

WHY STATE ELECTRICITY 
UTILITIES ARE CLOSE 

TO BANKRUPTCY AND 
POWER SHORTAGES 

HAVE BECOME A PART 
OF OUR LIVES, EVEN AS 
INSTALLED CAPACITY 

INCREASES.
 KANDULA SUBRAMANIAM

I would also like to draw your attention to certain other ma-
jor achievements during my tenure. My colleagues in the states 
have ensured that there is no burden on the people—they have 
not increased tariff s for many, many years. With continued ef-
forts and peoples’ support, we hope to keep up our promise to 
our voters. Yes, losses of state utilities have skyrocketed: from 
#50,000 crore they are expected to cross #1.16 lakh crore in 
another three years. Th is is also a new record. And we are bear-
ing this burden in the interests of the people. 

Our detractors are fond of pointing out that we added so 
much capacity that there will be no coal to run these power 
projects. But so what if coal is not available in India? We will 
import as much coal is needed to meet the requirements. Like 
the oil companies, we will soon start companies that are solely 
responsible for importing coal. Why, some day, our coal im-
ports may overtake even the crude imports. Th en the power 
sector would indeed become truly integrated with the global 
economy. Our ministry is thus taking a 360-degree approach 
that cares for people even as we globalise.”

No, the Minister of Power never made a speech like that. But 
he should have. In three short paras, he would have summed 
up just what’s wrong with the power sector in India currently. 
State electricity boards are on the brink of bankruptcy; tariff s 
haven’t been hiked for close to half a decade; there’s a shortage 
of coal to fuel the increasing number of power projects; and 
meanwhile, power cuts and loadshedding continue unabated. 
And all this as the cost of generating and distributing power 
has gone up 30% in the past four years alone.

Th e net result: despite two decades of reforms, the fi nancial 
health of state electricity boards has not improved. In fact, 
says TN Th akur, Chairman of the Power Trading Corp of In-

dia, “in most states, it has worsened.” How did matters get so 
bad? Twenty years of reforms should have ideally transformed 
the power sector. So why are we still battling bankruptcy and 
loadshedding? 

The Lost Decade
Th e trouble lies in an “irrational tariff  policy” that’s creating 
a widening gap between the cost of generating power and the 
average realisations, says Th akur. Tariff  hikes are a sensitive 
subject in the oil sector as well. But there’s a diff erence. Oil 
companies in the red end up getting bailouts and tariff  hikes 
because otherwise they can’t import from the international 
markets. Power companies have no such compulsions; so even 
if they’re bleeding, it’s business as usual as long as they can meet 
their essential costs.

Still, power isn’t always accorded stepmotherly treatment. 
Unlike in oil, there are regulators in the power sector who are 
supposed to decide on the need and quantum of tariff  hikes 
aft er taking into account issues like effi  ciency improvements 
and cross-subsidies. Which means there are statutory and legal 
provisions to ensure the fi nancial viability of power utilities. 
Which makes the current mess even more diffi  cult to explain.

Th e spirit of reforms in the power sector isn’t up for question, 
says Pramod Deo, Chairman, Central Electricity Regulatory 
Commission (CERC). While the spirit of reforms is enshrined 
by law, the implementation is like a “jugaad” arrangement. (see 
interview) Over the past couple of decades, there have been 
many eff orts to address the losses of power utilities. Trouble 
is, they haven’t always approached the problem from the right 
angle—which is to solve the problem. 

In the mid-1980s, amendments were made in the laws that 

LADIES AND GENTLEMEN, THANK YOU FOR RECOGNISING ME AND 
my department’s outstanding eff orts to improve the power sector. I believe I 
have the distinction of being the power minister to have added the maximum 
capacity in one given year. In the past 12 months alone, my ministry has com-
missioned over 12,000 MW of power projects and currently the country’s power 
capacity stands at an impressive 174,000 MW. I am given to understand that 

what we have achieved in one year used to be done in fi ve years. Th is is a Herculean eff ort 
that has not gone unnoticed. And I thank you for that.

The state governments along with state utilities face 
mounting losses as tariffs do not adequately cover the cost 
incurred in purchase of power.
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On every unit of power sold in India, there 
is a defi cit of 0.78 paise that state discoms 
bear on average. Even including the subsidy 
borne by respective state governments, 
there is a defi cit of 0.33 paise.
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required tariff s to be set such that they assured a minimum 
rate of return and even funded capital expansion. But loss-
es continued. Th en, the reforms of 1991 focused on capacity 
addition instead of improving the health of the distribution 
utilities. (In 1996, Manmohan Singh admitted to that error in 
judgement when he pointed out that it was impossible to have 
power reforms when state utilities were incurring annual losses 
of around #2,500 crore.)

CERC’s Deo believes reforms really started in 1998, when the 
law to set up statutory tariff  panels came into being. With this, 
the government created regulatory panels whose task was to 
ensure that the tariff  setting mechanism was transparent and 
de-politicised. So, have the reforms worked? See for yourself. In 
1991-92, the gap between average realisation and cost of supply 
was around 20 paise. By 2006-07, it had gone up to nearly 50 p 
and in 2009 was close to 80 p. Which means not only has the 
situation worsened, the pace of deterioration has quickened.

Power Failure
At a meeting of power regulators in April this year, VK Shun-
glu, who is heading a committee to study the fi nancial condi-
tion of distribution utilities, got a feel of the problems at the 
state level. Power regulators from across the country listed the 
troubles they face while fi xing tariff s at the state level. Th eir 
problems: unmetered supply, especially to agriculture; unrea-
sonable transmission and distribution losses and aggregate 
technical and commercial losses; indiff erence towards effi  ciency 
improvements since employees have security of service; and 
non-payment of subsidies by the state.

Th ose aren’t new complaints. What is surprising, though, is that 
these are the very issues that the regulatory panels were expected 
to resolve when the Electricity Act of 2003 came into power. 

Th e Electricity Act was considered a landmark step towards 
making the sector more business-like and profi t generating. 

It delicensed power generation; unbundled transmission and 
trading; and allowed consumers non-discriminatory open ac-
cess to transmission. Equally important, it limited the state’s 
role in tariff  setting and called for only metered supply as well 
as upfront payment of subsidies. What’s more, the Act is backed 
by massive Central spending programmes such as the Rajiv 
Gandhi Vidyutikaran Yojana and the Accelerated Power De-
velopment Reform Programme (APDRP). Going by the regu-
lators’ grievances at the April meeting, power sector reforms 
have been a dismal failure.

TL Sankar, honorary visiting professor at the Administrative 
Staff  College of India, says that one of the major lacunae of the 
current reforms is that we have failed to take tariff  fi xation out 
of political intervention. Th at is borne out by what regulators 
told the Shunglu committee: their directives do not always yield 
results and the regulators’ orders are not as eff ectively enforce-
able as those of the Appellate Tribunal for Electricity (APTEL). 
“Oft en, political pressures and negative publicity make it diffi  -
cult for regulators to adjust tariff s despite rising costs and this 
inevitably aff ects a project’s fi nancial viability,” adds Th akur.

The Voter Switch
Electricity rates are a ‘powerful’ election tool and it would be 
naïve to imagine states don’t exploit the opportunity to the 
fullest. And it isn’t just by providing subsidies to the economi-
cally weaker sections and the massive agricultural votebanks. 
For most state governments, providing uninterrupted power at 
election time is an imperative. Consider Tamil Nadu and Kerala, 
where for a short while during March and April, the price of 
power on the energy exchange went up to as much as #9 per 
unit. Was it because of elections? Was the state buying power 
at high costs to avoid facing voter ire? It seems likely, especially 
if you factor in the unannounced loadshedding that took place 
during that period. (Planned power cuts draw attention to the 

 Oft en, political pressure makes it 
diffi  cult for regulators to adjust tariff s. 
Th is aff ects a project’s fi nancial viability.
—TN Thakur, Chairman, Power Trading Corp
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shortage and are a strike against the party in power, while un-
announced outages can be dismissed as random incidents.)

But it’s not these “unfortunate patterns” (as Th akur calls them) 
that are so worrying. What’s a greater concern is the double 
standards of the state governments. States like Uttarakhand 
sell electricity in the open market in the peak summer months 
when rates shoot up, even as power cuts within the state aren’t 
unheard-of. Other states don’t hesitate to fork out exorbitant 
rates when they’re critically short of power, but won’t okay an 
incremental increase in power tariff s. An across-the-board hike 
of just #1 per unit will mean additional revenues of #80,000 crore 
(assuming annual sales of 800 billion units) for the country’s 30 
state utilities, which have combined losses of over #60,000 crore. 

The Open Access Argument
Th ere’s also the whole open access farce. Under open access, a 
facility off ered under the Electricity Act of 2003, a consumer 
in one distribution zone is free to ask any power seller in the 
country for power supply. Th e underlying promise—of consumer 
choice—is desirable, but it’s not worked out that way. For start-
ers, it’s still not clear whether open access is mandatory or not. 

But fi rst, what is open access for retail consumers? Put simply, 
it’s the right for consumers (using more than 1MW) to access 
the transmission and distribution networks to source electricity 
without any discrimination from any power seller in the country. 

So far, states haven’t been forthcoming on open access as it 
meant losing paying customers; it’s also a risk for consumers 
since they are dependent on the transmission and distribution 
networks of the local distribution company to receive power 
from suppliers anywhere in the country (in case of a supply 
disruption, the consumer would be forced to fall back on the 

local supplier). Recently, though, Gajendra Haldea—currently 
advisor to the Deputy Chairman of the Planning Commission 
and a key player in draft ing the Electricity Act—asked the At-
torney General’s opinion on the legal position on open access. 
Th e AG opined that not only is open access mandatory, but also, 
state commissions should not determine charges for consumers 
with load of 1MW and above aft er January 2009.

What that means is a residential complex in, say, Gurgaon 
with a load of over 1MW can ask a distribution company in 
Delhi to supply power to it. Earlier, the local Gurgaon distri-
bution company could add charges that made it prohibitively 
expensive to buy power from elsewhere. But if the AG’s opin-
ion is also upheld by the Law Ministry, the Gurgaon distributor 
will have to allow the use of its network for power supply from 
outside without levying any additional charges. 

At a recent meeting in New Delhi, regulators unanimously 
disagreed with this interpretation of law by the AG. Th eir ar-
gument: the risks associated with such a facility are too high. 
For instance, returning to the Gurgaon example, what happens 
if the Delhi distribution company fails to supply power? Will 
supply from Gurgaon kick in automatically? And at what rate 
would the Gurgaon supplier off er this electricity? Th ough open 
access is desirable on paper, the Indian power sector with all 
its defi ciencies is still not ready for this. 

Circuit Breakers
Could privatisation be the answer to the troubles of the state 
utilities? Aft er all, Delhi is a shining example of how the private 
sector can turn around listless state enterprises. Unfortunately, 
it’s not that simple. Delhi’s case was unique. Not only is it the 
capital and, therefore, the object of extra attention and care, its 
mix of consumers (very low agricultural consumption) makes it 
suitable for privatisation—agricultural electricity consumption 
is a political hot button and, therefore, prey to huge interference.  

“I don’t see much private sector investment happening in the 
distribution sector,” says GV Sanjay Reddy, Vice Chairman GVK 
Power & Infrastructure, pointing to the complexities of the 
business. Some years ago, Orissa introduced sweeping power 
sector reforms, including off ering zones to the private sector. It 
stopped the process soon aft er. Andhra Pradesh followed suit, 
unbundling the board and corporatising generation, transmis-

 Th e poor fi nancial condition of state 
utilities is a worry. Th e country's economic 
growth depends on a viable power sector.
—L Madhusudhan Rao, Executive Chairman, Lanco Infratech

NDPL’s power
purchasing costs

2008-09** 2010-11** Increase# 

FROM NTPC 2.55 3.23 27

FROM NHPC 1.84 2.32 26

FROM STATE GENCO 2.80 3.55 27

BILATERAL PURCHASE 4.35 5.56 28

SALE OF SURPLUS POWER (off peak) 4.99 2.96 -41

TOTAL (Wtd average) 2.86 4.25* 49
*this does not include other cost increases such as salaries, O&M costs etc; #Figures in %; **Figures inN/unit

NDPL’s 50% rise in power purchase costs 
is a pointer to the mounting pressure on 
utilities to raise tariffs.
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The spike in power prices on the energy 
exchange for the southern region, which 
coincides with the election in Tamil Nadu, 
suggests that state governments are willing 
to buy power at higher rates at their whim.

January July

Prices at energy 
exchange in southern 
region this year (in 
N/unit)

Source:IEX
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sion and distribution—but the state stopped short of privatis-
ing its power business. Haryana and Uttar Pradesh had similar 
experiences while more recently, Maharashtra, too, unbundled 
its generation, transmission and distribution businesses and 
corporatised them. Trouble is, no one seems quite sure what to 
do next. It doesn’t help that the huge red marks on the balance 
sheets of the SEBs are a deterrent to most private sector players.

Now, the Central government is pushing for what is being 
termed the franchisee model of power distribution. Under 
this, a distribution zone is auctioned with the state still retain-
ing ownership. Th e bidder has to assure a particular amount 
of revenue to the state from operating the circle while making 
his returns mostly through effi  ciency gains. Torrent recently 
won such a bid for Agra and Kanpur, while Spanco won the 
Nagpur circle. But, already, there are reports that Spanco has 
faced problems in meeting its dues towards the state utility 
while Torrent is facing protests from UP Power Corp. 

It’s still early to decide whether the franchisee model will 
succeed, but it seems natural that investors will head for rela-
tively easy areas, leaving the government with the tougher, less 
profi table regions. Power Trading Corp’s Th akur agrees that 
the “franchisee model is still evolving”, but adds that “there 
are attempts to off er a mix of urban and rural circles to make 
it more balanced”.  Prof Sankar has a much stronger view. “Th e 
franchisee model was the biggest farce played on the public,” 
he declares. “Not a single study has been made that clearly es-
tablishes the before and aft er conditions of the franchisee, even 
in the case of urban  franchisee systems,” he adds.

The Way Out
L Madhusudhan Rao, Executive Chairman, Lanco Infratech, 
says the poor fi nancial condition of state utilities is a worry for 
all concerned and that the economic growth of the country de-
pends on a viable power sector. Suggesting a way out, he says 

banks and the Centre need to act together to put the sector on 
track. According to him, banks, which are major lenders to 
projects, should impose conditions on states for their lending, 
while the Centre can impose stricter regulations. 

To be fair, the Centre is trying to set matters right, whether 
through the insistence on open access or by pushing the fran-
chise model of distribution. It’s also turning its attention to tariff  
increases. In a study of 10 states done by the forum of regula-
tors last November, the average tariff  increase needed ranged 
from 10% to 39%. Deo, who is also chairman of the forum, says 
a more comprehensive study is currently underway. Earlier in 
the year, the Power Ministry wrote to APTEL, urging it to issue 
directions to state regulatory authorities to revise the tariff  ap-
propriately (suo motu, if required), in the interest of improving 
the fi nancial health and long-term viability of the electricity 
sector in general and distribution utilities in particular. 

Th e hearings on the issue are on but there could be issues with 
this shock therapy. While one interpretation of the law is that 
APTEL can give directions for tariff  revisions to state regulators 
that can only be challenged in the apex court, another school 
of thought is that retail tariff s are a state subject as electricity 
is in the Concurrent List of the Constitution. 

Cut to 2020. Th e minister for power is making a speech—
again. “Th e total power capacity in India is 340,000 MW. Th is 
is a new record and I applaud the private sector for putting up 
world-class generation capacities. But in the interests of the 
nation, they need to be more forthcoming to share the losses 
of the power sector. Our people can’t aff ord high power tariff s. 
Th is year alone, fi nancial losses amounted to #2.6 lakh crore, 
but we are ensuring that consumers aren’t burdened. I urge the 
private companies that have stopped selling power to the state 
distributors to understand the needs of the country. We have 
enough capacity to meet the nation’s demand. All we need for 
power cuts to be a thing of the past is to ensure electricity reaches 
the end-users. For this, the private sector has to cooperate.”

Email us at business@outlookindia.com

or SMS OLB<feedback> at 575758 �

Gap in 
tariff 

vis-à-vis 
cost

Share of 
revenues 

from 
agriculture

Power 
sold to 

agriculture 
(share of 

total)

Share of 
revenue 

from 
industry

Power sold 
to industry 

HARYANA 10 4 36 35 27

MADHYA PRADESH 16 13 30 41 28

UTTAR PRADESH 29 NA NA NA NA

MAHARASHTRA Nil 11 22 56 46

PUNJAB 4  — 29 49 33

ORISSA Nil NA NA NA NA

RAJASTHAN 37 17 37 43 29

KARNATAKA 22 7 36 35 31

TAMIL NADU 39 — 22 54 37
Note: Data from various years 2007-2010 depending on availability of information; Figures in %
Source: PFC, Forum of Regulators.

The gap between tariffs and costs is as 
much as 40% in some states; agriculture 
seems to be burdening the industry
way too much.
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