14 July, 2000

Electricity Sector

People's charter of demands

The recent eectricity tariff increases have raised difficult and disturbing questions about the
management of power sector in Andhra Pradesh over the years. Huge system losses
unchecked over a period of time have led to deep criss This was compounded by the
governments falure to provide subsdies to meet the deficits arisng out of the agriculturd
service connections a uneconomical rate.  Nor were rationd policies adopted to encourage
enegy saving in agriculture. As a net result of several years of crimind neglect, rampant
corruption and rank incompetence, the once much acclamed APSEB and its successor
organisations are now facing severe financid criss.

Unreliable statistics:

Unfortunately rdisble gatigtics on the performance of APSEB/ AP Transco are not available.
The clams of Transmisson and Didribution (T & D) losses of power for ingance have been
frequently revised.

T & D losses estimated

Y ear T & D losses %

1994-95 18.94

1995-96 18.85

1996-97 32.04

1997-98 33.06

1998-99 31.80 (later revised to 38.1%)
1999-2000 36.90

2000-2001 35.40 (estimated)

As seen from these figures the T & D losses have been growing darmingly over the years.
Pat of this can be explaned by datidicd jugglery. Whenever it suited APSEB and the
government, they showed very high agriculturd consumption. As such a cdam could not be
Substantiated, they have reduced the estimates of agricultural consumption since 1996-97, and
have accordingly increased the estimates of T & D losses. These edtimates have been changed
a will. For ingtance the T & D losses for the year 1998-99 were initialy shown to be 31.8%.
However thisfigure was later revised upwards to 38.1%
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The amount of energy metered and hilled is a more accurate indication of efficiency of the
T & D system

Per centage of energy metered and billed

Y ear Per centage
1998-99 43%
1999- 2000 42.72%
2000-2001 41.58%

Unacceptableline losses:

The above figures indicate that only about 40% of the power flowing into system is actudly
metered and billed. That means only about 2 units out of 5 units supplied to AP Transco are
metered and hbilled. An gppdling three-fifths of the power is not metered and hilled, or logt in
the sysem. Every sngle percentage of power l0ss in the syssem means a loss of revenue to
the tune of nearly Rs100 crores. In a wdl managed system about 10-12% losses are
permissble. These losses occur a vaious levels of transformers and conductors Giving
dlowance for a certain degree of inefficiency, these T & D losses should not exceed 16%.
However AP Transco estimates system |losses as follows:

Nature of loss AP Transco International standards
% %
Trangmisson 45 2-3
Didtribution 18 7-9
Commercid losses 14.4 Nil
edimated (thefts)
Total 36.9 9-12

These datigtics clearly show that at leest 20% of the power supplied to the system is being
dolen or log because of incompetent management, corruption and poor infrastructure. The
purchase cost of this 20% power (after giving dlowance to 16% acceptable system losses)
would be in the order of Rs.1680 crores. If an average tariff of Rs.3 per unit is redlised from
this energy unnecessarily logt, the revenue lost would be a staggering Rs. 2500 crores.

The saddest feature of these huge and unnecessary losses is ther continuance for years
without any tangible and effective steps to improve the dtuation. For years the government
and AP Transco have been cdaming that dl steps are taken on war-footing to diminate theft
and T & D losses. However there is no red evidence of tangible postive results so far. In
effect the consumers are now forced to bear the unfar burden of gross incompetence and
corruption in the management of the system.
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Agricultural consumption :

APSEB and AP Transco have dso been showing grosdy varying figures of agriculturd
consumption over the years.

Years % of Agriculture % of energy
consumption

1994-95 47.3
1995-96 38.7 48.7
1996-97 24.4 374
1997-98 25.7 39.3
1998-99 255 39.2
1999-2000 - -
2000-2001 23 35.6

As agricultural power is not metered, famers are charged a flat rate on the basis of load
irrepective of consumption. Vaious assumptions have been made from time to time
effectively trandearing the sysem losses to agriculturd consumption. As sample metering
showed that agricultura consumption may be lower, the figures are being revised now,
showing correspondingly higher system losses. However there is evidence to suggest that the
flat rate of power charged for agricultural sector encouraged use of low efficiency pumps and
motors, excessve use of power and needless drawa of water depleting ground water reserves.
It is generdly accepted that farm sector needs to be partialy subsidized for lifting water.
However dl efforts should be made to save power and ground water, even as reasonable
subsidies are continued. Despite the mounting criss in the power sector, no effective steps
have been taken to conserve ground water and save energy. Even now no rationa policy for
farm sector power has been evolved.

Revenue deficits:

On account of the mounting inefficiencies, rampant corruption and theft and unsudstainable
subsidies, APSEB and AP Transco have been claming huge reverue deficits.  As dectricity
supply Act 1948 makes it mandatory for the government to ensure 3% rate of return to the
utilities, the government has been transferring resources to the sector over the years. However
in redlity these have been only book transfers or writing off of loans and as of now there have
been no red cash tranders.
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Y ear Revenuedeficit Govt. payments
Rs. in crores

1994-95 857 Equity written off to atune of
Rs.944 crores

1995-96 1128 L oans written off to atune of
Rs.1259 crores

1996-97 721 Loans written off to a tune of
Rs.850 crores

1997-98 1134 Subgdies to atune of
Rs.1255 Crores due from
government

1998-99 2038 Rs.2519 Crores due from
government

1999-2000 3600 ---

2000-2001 3558 Rs.1626 crores promised

These figures clearly show that there have been no red cash trandfers to APSEB/ AP Transco
from government. Over the years equity and loans have been written off merely reducing
requirement of return on reduced equity, or reducing the burden of debt servicing. The control
of government on APSEB/ AP Transco has been totd in  terms of policy, tariffs and
personnd. In addition there has been interference in day-to-day functioning and routine
executive decisons. PRilferage, thefts and corruption continued unchecked on account of
political patronage and lack of politica will to improve the syssem. The power sector became
the proverbid goose that laid golden eggs, and public interest suffered grievoudy. Endemic
power shortages, voltage fluctuations, frequent tripping, tremendous corruption, harassment
and extortion, populism, unreliable power and high tariffs have become the order of the day.

Disproportionate rise of domestic tariffs:

In this back drop, the AP Electricity Regulation Commisson (APERC) was created under AP
Sate Electricity Reform Act, 1998 in order to insulate tariffs and licenang decisons from
partisan political control. On May 27, 2000 APERC gave its orders on the tariff revison
proposals of AP Transco for the year 2000-2001. The resulting higher tariffs affected the
domestic sector digproportionately. This distortion was largely a result of the high estimates
of cogst to serve. Mogt of the thefts (95%) are assumed in LT sector adone; the burden of thefts
is thus disproportionately borne by domestic sector. In addition, as domestic consumption is
largely during the peak hours between 6 PM and 10 PM, AP Transco charged most of the
generation infrastructure cost to the domestic sector. Both these assumptions % high losses
and thefts in domestic sector, and additional cost on account of peak hour load %2 are flawed.
It is unlikdy that mogt thefts are in domestic sector, and in any case thefts ae a result of
incompetence, connivance and corruption in AP Transco. It is unreasonable to transfer the
burden of the utilities follies to the honest consumers who pay hills. In a Stuation of endemic
scarcity and power cuts, it is not ressonable to transfer the burden of additiond power
generation entirely onto the domestic sector. In addition, nearly haf of the power generation
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capacity in the State is in hydro-eectric dations, in which cost of generdion is very low.
These dations can be switched on and off a will, and ought to be operated when the load
peaks. Given these facts, the assumption of 496ps as codt to serve in domestic sector is highly
exaggerated.  Unfortunately APERC has largely reied on these unscientific edimates while
reviang tariffs.

Domestic Tariff Comparison
No_of Old ERC Revised
units
Rate Amount Rate Amount | % Incr. Rate Amount % incr
50 0.80 40.00 1.45 72.50] 81% 1.35 67.50] 69%
100 1.20 120.00 3.90 267.50] 123% 2.95 215.00f 79%
200 1.65 330.00 3.90 657.50 99% 2.95 510.00 55%
300 2.10 630.00 6.15 1272.50[ 102% 4.50 960.00f 52%
400 2.90 1160.00 6.15 1887.50 63% 4.50 1410.00 22%
500 3.40 1700.00 7.05 2592.50| 53% 5.25 1935.00 14%

From the above table it can be seen tha the burden of tariff increase has fdlen
disproportionately on the domestic sector. In particular, greater hardship is felt by the steep
increase in 50-200 units dab and reduction of the earlier sx dabs into four. Given the public
concern and the steep hike, there is a strong case to reintroduce the earlier six dabs, and to
provide rdief in 50-200 units dab. However, rdief to the smdl domestic consumer may
pacify the public, but the criss in power sector will need to be addressed squarely to protect
consumer interedts.

Real issue % better management, not revenues:

However the red issues in Electricity sector are camouflaged in the current debate arisng out
of tariff revison. If our whole emphasis is on increasng revenues to meet the expenditure,
then the burden of tariffs will be unsugtaindble. If AP Transco is suffering losses, then some
one has to pay. The only way of maintaning tariffs sable even as losses are mounting is by
huge government subsdies to AP Transco. The government itsdf is showing huge fiscd
deficits and al development expenditure has been stopped. Therefore the burden of subsidies
will be trandferred to citizens in the form of higher taxes. People are both consumers of power
and tax payers. It mekes little difference whether we are forced to pay higher taiffs as
consumers, or higher taxes as citizens. In a degp sense the terms of debate in power sector
now are short-sghted and counterproductive.

Lok Satta firmly believes that the red issues in power sector are better management, more
transparent policies and decisons and reduction of expenditure and losses now and in the
future. The events of the last two years cearly show that increesng tariffs in themsdves
provide no solution in the long-term without addressng the fundamental problems plaguing
the power sector. Last year AP Transco projected revenue deficits of the order of Rs.2400
crores, and T and D losses to a tune of 31.8% and sought tariff revisons. Accordingly, tariffs
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have been increased last year to a tune of over Rs430 crores. However, a year later, AP
Transco has now projected a revenue deficit of Rs.3700 crores and T & D losses of 36.9%.
Again tariff revisons to a tune of Rs.1083 crores have been granted by APERC, part of which
281 crores was offsat by increased government subsidies. There is no guarantee that next year
AP Transco will not agan come before APERC and the public and seek higher taiffs
cdaming much higher revenue deficit and higher T & D losses. Excdusve focus on revenue
deficits and tariffs thus leads to a dangerous vicious cycle and eventud collgpse of the system.
APERC has dso taken into account the time lost in the acounting year before tariff revison
was ordered. Since AP Transco should get the intended benefit of tariff increases in a shorter
span, APERC has correspondingly made higher revison to meet the requirement. However,
this means that next year, even without further enhancement of tariff, AP Transco will
automaticaly derive 16% additiona revenues. Therefore the tariffs now ordered cannot form
the basis for further revisons.

Fundamental issues:

The red answer to the criss lies in addressng three fundamentd issues to improve system
efficiency, reduce corruption and minimize future expenditure.

1) TandD losses

2) Power Purchase Agreements (PPAS)

3) Didribution privetization

T and D losses :

At present AP Transco is metering and selling only 41% of the power supplied to it. The one
verifigble indicator of improvement in the sysem is increase in percentage of metering and
billing for consumption outsde agriculture. APERC in its order daed that AP Transco
"frankly admitted’ that they cannot improve metering and hilling by a least 10%, and
therefore APERC directed that metering and billing should go up by 7% to a least 48%
during this year. This is a wholly unacceptable Stuation. People are not only consumers, but
ae dso the owneas of AP Transco, which is a public utility. Rank incompetence and
corruption cannot be alowed to continue unchecked. AP Transco itself estimates that about
13-14% of power is stolen, and Didtribution losses amount to about 18%. It is absurd to alow
such huge thefts and technicd losses. A 10% improvement is the minimum we should
demand and get over the year, and this power saved will fetch about Rs.1250 crores per year
at Rs.3 per unit.

If the government and AP Transco with dl their personnd, resources and powers a their
command confess to ther inability to at least reduce thefts and save 10% of the power, then
they forfeit al mord right to manage public affairs. Therefore we, as people, demand at least
51% of power to be metered and billed by 31 March 2000. This should be exclusve of
converson of agricultura pump sets to metered connections if any. This should dso exclude
the 8% additionad bhilling that might automeaticaly result in the current year (without any
efficiency improvement) on account of monthly billing proposed now.
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Financial Position of AP Power Sector

2000-01 2001-02 2002-03 2003-04
1 |Demand Projection (MU) 27500 30000 33000 36000
2 |Energy Losses (MU) 15000 10500 8750 7500
35% 26% 21% 17%
3 |Energy purchases 42500 40500 41750 43500
4 |(Revenue Requirement 8365 8200 8500 9000
PP Costs 7042 6745 6900 7200
Other costs (10 % 1323 1455 1600 1800
increase)
5 |Revenue Realisation (Rs in 5448 6521 7110 7821 8532
crore)
(As per old [(As per
tariff) revised
tariff)
6 |Revenue Deficit (Rs in crore) 2017 1844 1090 679 468
7 |To be covered by
Subsidy 2417 1344 890 579 368
Efficiency improvement 500 500 200 100 100
Ave. purchase cost/unit 1.66 1.66 1.66 1.66
Ave selling cost / unit 2.37 2.37 2.37 2.37
Note :

It is assumed that

1) Demand will increase 10% per annum

2) Power Purchase Cost will be stable during the period 2000- 2004

3) Average sale price of power will be as per APERC order for the year 2000-2001

4) Reduction of T & D losses will be 10% in the year 2000-2001, 5% in the year 2001-2002 and 4% in the year

2002-2003

As the table above shows, improvement of efficiency and reduction of technica losses and
dimination of thefts done will sgnificantly improve the financid hedth of AP Transco and
the four didribution companies. Increase in nonagriculturd billing by 10% in the current
year, 5% in 2001-2002, and 4% in 2002-2003 is both practicd and vitd for the future of
eectricity sector. As the table shows, if these improvements are made, it will be possble to
sgnificantly reduce revenue deficits even at the current tariff levels. Tariff increases will  not
be necessary for the next three years. Smultaneoudy, the subsdy burden on government will
fdl dgnificantly to a nomind Rs368 crores by 2003-04. Clearly, genuine improvements in
digribution and dimination of thefts and corruption are the most vitd reguirements to
safeguard the future of the power sector.

Power Purchase Agreements (PPAS)

As APSEB's financid hedth declined over the years, there has been no invesment in new
generating Stations to meet the increasing demand. The APSEB/ AP Transco has entered into
power purchase agreements (PPAS) with severa private companies % foreign as wdl as
domedtic. There are two serious problems with these projects. Firsly the redistic capacity of
AP Transco to buy power from private sector in the next five years does not exceed about
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2500 MW. However, the State has entered into PPAs with projects with a total capacity of
over 5600 MW. There are no objective and verifiable norms as to which project will be
promoted, and which will be dgddined. This arbitrariness led to enormous scope for
corruption and delays. Secondly as power plants have been promised returns on ‘cost plus
bass, capitd costs of these plants have been escadated and are highly varigble. Plants with
amilar fud and in the same locdity cost a lot more than other comparable projects, resulting
in higher tariffs. Added to this there has been no proper planning and foresight in promoting
plants with gppropriate fud mix keeping in view economy, avaldbility, and rdiability. As a
result naphtha-based short-gestation projects have been promoted, and the risng cost of
naphtha has led to unaffordable tariffs. While gas-based power is clean and cheap, there is a
limitaetion of gas availability, which may not exceed 1000 MW. Also gas has greater vaue as
a chemicd than as a fud, and therefore the limited gas reserves cannot be used exclusvely for
power generation.

Given these facts, unless a trangparent and fair policy is evolved and implemented, there is a
redl danger of enormous escalaion of tariffs as private projects become operationd. The
Kondapali project which is dready commissoned will have to be kept idle on account of
high cost of naphtha, and AP Transco will have to pay about Rs.300 crores per annum as
fixed costs until gas supplies are avalable. In Maharashtra, Enron is smilarly being pad
about Rs.1000 crores per annum as fixed costs. While as of now the role of private projects in
power sector is margind, it will grow considerably over the next few years. As new projects
come in, tariffs dso will rise as ther capitd cost has to be repaid in about seven years or so.
Therefore, people should assert now to ensure that abundant and cheap power is available,
and the future is not mortgaged by promoting high cost power projects.

Decentralization of distribution:

The government has repeatedly declared its policy of privatization of digtribution network.
People are unconcerned about ownership and management of digtribution companies, as long
as abundant, affordable, high quality power is avalable to meet our consumption needs and
fud economic growth. When the government and management of AP Transco proclam their
inability to manage the didribution sysem, reduce line losses, and diminate thefts and
corruption, competitive private management is one option. However, the mode now being
contemplated is privatization of four large didribution companies, each of which has
infrastructure worth about Rs.7000 crores or more in terms of replacement vaue. Permanent
trandfer of such large public assets necessarily means that only huge globa companies will be
involved. The large invetments needed, and the 4iff qudifying criteria to bid will reduce
competition severdly. There is goprehenson in the minds of people that the huge system
losses, inefficiency and corruption will be used as dibis to trander the vast digtribution
network for a pdtry consgderation. Such a process will inevitably give scope for enormous
corruption. Even after privatization, large distribution networks covering five or six didricts
canot be improved without involving the locd community and the workers. Also, in
management of digribution of power there are no red economies of scae beyond a sub-
Station.
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The above pictorid representation of the eectricity generation, transmisson and distribution
network shows that about 4.5% of power is logt in high tendon transmisson. While there is
room for reduction of these losses by about 1.5%, the investments needed are relatively high.
Also there are no thefts possble in transmisson The red area of concern is digribution, in
which losses are of the order of 32-33%. About 14% of the power is estimated to be lost by
thefts done. Elimination of thefts requires politicd will, legd enforcement, and loca drength
and influence to counter political pressures and smal mafias. Technica improvements in
digribution do require infuson of technology and investments, but both are within the reach
of smdl entrepreneurs a locd levd. Even technicd improvements require close locd
monitoring and paingtaking fieldwork and not centra control.

In Andhra Pradesh, the 33 KV subgtations number about 1800. A substation is a viable unit
for digribution management. If each of these 1800 subdations is transferred to private
entrepreneurs with digtribution licenses for a finite period of say five years each time, then
there will be red improvement in a short span of time This method will encourage
tremendous competition among hundreds of smal entrepreneurs, mostly from the State. The
employees, who may number about 50 to 100 in each subgation, will have a stake in
improving the peformance in a limited area with finite investment. As hundreds of locd
entrepreneur's ded with the system, detection and eimination of thefts and corruption  will be
far more easy. Many employees who understand the loca conditions may wel become
capable entrepreneurs. Such  didribution  rights can  be auctioned with the private
entrepreneurs  earning  the  right to  derive profits from power saved by improving the
digribution sysem. This decentrdized digribution will dso give flexibility to lean from past
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experience and improve practices. Ownership need not be transferred to private sector
permanently. This modd of decentrdized digtribution will be somewha Smilar to annud
auctioning of digribution rights of arac. As arac didribution permits are auctioned, illicit
digtillation is controlled localy with ease. Smilarly cable TV operators came up on a large
scde dl over the Stae and are providing high qudity service to consumers. Didtribution
privatization is as much a politicd and socid issue as an economic one. Unless the private
power digtributors enjoy loca clout and carry the employees with them, they will not be able
to inves and improve the didribution system, or control theft and corruption. The safest and
mog effective way of involving citizens and workers and encouraging private initictive in
digtribution of power ison asmal-scae a the substation level and town level.

Citizens as consumer s and owners:

Unless government and AP Transco address these basic issues of T and D losses, power
purchase agreements and decentrdized and transparent trandfer of didribution rights, the
eectricity sector is bound to sink deeper into financid criss and collgpse  sooner, than later.
AP Transco is owned by the people of the State, and the government is merdly our agent. The
people have extremdy serious stakes in the management of power sector. In many ways, the
future of our economy and the fisca hedth of government depends on the way the power
crigs is handled. Therefore we should act as  citizen-owners in addition to asserting our rights
as consumers.

Charter of demands:

Therefore Lok Satta is making the following demands of the government and AP Transco to
st things right in the power sector.

1) Stae government / AP Transco should give a categorica commitment (in writing), backed
by a veifidble time-bound activity chart, to improve nonragriculturd hilling from the
present 41% to at least 51% by March 31, 2001. This should exclude the 8% addition,
which accrues on account of monthly hilling, if it is introduced, and converson of
agriculturad  dab connections to metered connections if any. This commitment of
government should be avalable in writing by July 31, 2000, dong with a time-bound,
verifigble action plan.

2) Stae government / AP Transco should release a comprehensve white paper on PPAS
with private power projects and give adetailed plan by July 31, 2000 indicating:

a) the purchase cost of power —fixed and variable costs - project wise

b) pricing policy of power purchase - including incentives, dation heat rate, auxiliary
consumption, secondary fuel consumption etc - project wise

c) thepriority of purchase of power and further development

d) thefud mix of the projects from which power can actually be purchased
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3)

4)

5

6)

7)

€) avallability of gas, whether ngphtha is proposed for any project, how many MW of
power will be produced for each fuel - gas, cod, naphtha etc

f) the detals of the need fr, and capacity to, purchase power from private projects
over the next five years

g the action proposed in respect of unviable power projects from which power
cannot be purchased on account of high cost or low demand

h) action proposed in respect of each project which did not achieve financid closure
% does the govt. / AP Transco wish to pursue these projects, and assst them in
reaching financia closure, if so, which projects, how and why

AP govt. and AP Transco should immediately give an irrevocable written commitment
that in the event of privatization of didribution network, they will go in for compstitive
bids at sub-gation leve or town leve in order to:

a) promote transparency

b) encourageloca entrepreneurship

c) have greder flexibility

d) obtain employee participation and cooperation

€) achieve greater efficiency

f) redize higher revenues

If the government comes forward with effective and verifidble action on the demands
made, then Lok Sata cdls for srong and sustained popular vigilance to  monitor
improvement. If the government and AP Transco fail to meet the performance standards,
Lok Satta will urge people to resort to norn-cooperation to force improvement in Transco's
management and ensure grester accountability.

In the event the government and AP Transco meet the performance dandards as
demanded, then and then aone they would be reasonable in seeking public cooperation
and undergtanding. In that case, any future tariff revison should be based on Table 38 and
not the schedule in Table 53 of APERC order, since it is based on the need of AP Transco
to rase additiond revenues for the whole year 2000-2001 in ten months from June 2000 -
March 2001. In effect, the tariff increases now ordered, and modified by the government
subsdy, will automaicaly ersure additional revenues in the next year 2001-2002 over the
current year asthe tariffs will be gpplicable to twelve full monthsin the next yeer.

Lok Sdita is prepared to demondrate efficiency gains in a few subdtations on pilot bass
with the cooperation of government and AP Transco and support of the public and
employees.

If the AP Govt. / AP Transco fal to give firm written and irrevocable commitments on
the above three issues and fal to furnish credible and verifiable information by 31 July,
Lok Setta will have no option but to give a cal for non cooperation. The people are not
only consumers, but are aso the owners of the public utilities AP Transco and
govenment have dngulally faled to improve efficiency and performance, and reduce
corruption, thefts and losses over the years. In 1998-99, they clamed a deficit of Rs.2400
crores in AP Transco, and T & D losses (both technical and commercid) to a tune of 31%.
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Tariffs had been raised, and yet in 1999-2000 they claimed a deficit of Rs.3700 crores and
T & D losses to a tune of over 37%. Further tariff revison has been granted by APERC.
The people cannot accept such crimind inefficiency and connivance in theft and losses.
If the government fails to discharge its duties, the people are perfectly right in refusing to
pay the bills and in generd resort to non cooperation and enforce accountability.

If the government and AP Transco fal to respond to our gppeds and do not come forward
with a veifiadle, time-bound, concrete plan of action before 31 July 2000, we, as people will
be well within our rights to assert our sovereignty and take direct action to set things right.

Keeping these factors in mind, Lok Setta is releasing the peoples chater of demands to
resolve the power sector crigs. We gpped to dl sections of the public to collectively monitor
the performance of government and AP Transco and assert our sovereign right as citizens to
enforce accountability of those who are entrusted with the management of power sector on
our behdf. This is time for thoughtful and resolute action, irrespective of politicad and
partisan differences.
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