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EXECUTIVE SUMMARY

InIndia, asin many countriesworldwide, thelast two
decades have witnessed dramatic reforms in the
gructure, organization and management of the power
sector. Theslow and inconclusive record of reforms
has often been attributed to problematic governance
of the sector. However, thereislimited systematic
understanding of what “good governance” in the
electricity sector might entail.

The Electricity Governance Indicator Toolkit was
developed to provide away to assess the state of
governance in the electricity sector. It isaflexible
toolkit that can be applied across countries and
systems. Developed jointly by World Resources
Institute (Washington D.C.), National Institute of
Public Finance & Policy (New Delhi) and Prayas
Energy Group (Pune) thetoolkit seeksto assessthe
processthroughwhich decison-makingisundertaken
inthesector. The presumptionisthat good processis
necessary, evenif not sufficient, for good outcomes
in the sector. The toolkit is composed of a set of
structured questions relating to four categories of
governance principles: transparency, participation,
accountability and capacity to engage in decision-
making process. Thequestionsare further organized
under threedigtinct heads— policy process, regulation
and environmental and social aspectsof the power
sector.

InIndia, thetoolkit wasapplied to assessthe sate of
governanceinthe power sector reform processunder
way Sncetheearly ningties. The sudy was conducted
by ateam of experienced researcherswithin-depth
knowledge of the sector. Since power sector Sraddles
both the Central and State governments, the study
was conducted at both levels, depending on the
content of the question. Governancein policy-making
was asessed predominantly at thecentra level. While
policy-making doesoccur at the datelevd, anandyss
of this process was beyond the scope of the studly.
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Regulatory processeswere assessed at the statelevel
for three states— Andhra Pradesh, Tamil Nadu and
Haryana. An assessment of the environmental and
social aspects of reforms was conducted at both
central and state levels as appropriate. Sincethere
arecertainly gapsin the sudy — regulatory processes
inonly three stateswere examined, and state level
policy making was not considered — the findings of
thissection must beconsidered indicativerather than
representative.

Theresearchteamdrew on extengveinterviewsand
document searchesin utilizing thetoolkit. Aneminent
advisory panel comprising expertsfromthe power
sector provided valuable advice and direction,
athoughresponsihility for theresultsrestsentirely with
theauthors. Theremainder of thisexecutive summeary
providesasynthesisof the mainfindingsand liststhe
policy recommendationsthat follow.

Governance in the Policy Process

The policy-making process in India retains an
overwhelmingly expert drivenflavour, revealing only
afew elements of a transparent and participatory
policy-making inthedectricity sector. Recent postive
trendsincludeposting of draft policy statementson
theweb for comment, and consultationsin different
parts of the country, notably for a draft rural
electrification policy. However, considerable
weaknessesremain inthe governance process There
isinsufficient clarity about how thedecision process
will unfold, it remains unclear how input from
consumersand other stakeholderswill beused, and
informetion availahility and consultation processesare
determined on an ad hoc rather than predictable
basis. The problem of insufficient opportunity for
public ddliberation onkey policy issuesismadeworse
by a pattern of weak and insubstantial media
coverage.



Weaknesses in decision processes are reflected in
ingtitutional weaknesses. Whilethereisalegidative
committeeonenergy to provideoversight, it hasweak
internal safeguards against conflict of interest
compounded by a culture of secrecy which limit the
scope for any external checks. Since it relies on
expertsit hasno mechanismfor hearing apublic or
consumer perspective. The executive branch relies
on advisory committeesof experts, which themselves
arerelatively non-transparent in their functioning.
Arguably thebiggest lacunaisthe use of consultants
who may considerably shape policy, but whosework
isnot subject to external review or scrutiny.

The patternthat emergesisadecision processwith
weak mechanisms of accountability due to poor
governance processes. While a more open and
transparent decision processwould provide apartial
corrective, thereisasimultaneous need for greater
capacity, particularly among civil society and public
interest groups, to take advantage of the recent trend
toward more transparent and participatory decison
making.

Governance in the Regulatory Process

A study of asmall sample of three states suggests
that thedectricity regulatory processin Indiaisbacked
by robust institutional rulesand structures, but there
is scope for considerable improvement in
implementation. There are clear mechanisms and
procedura requirementsfor disclosure of informetion,
strong procedures requiring hearings and other
participatory mechanisms, and well defined
mechanisms of accountability and recourse, such as
a requirement for reasoned decisions and an
overarching appellate bodly.

However, flawsinimplementation of proceduresspan
the breadth of theregulatory process. The starting
point isinconsistencies in the regulatory selection
process, which despite stringent proceduresisnon-
transparent initsfunctioning. Thisweaknessallows
thespirit of the processto be undermined; in one case
asdlection committee wasdishanded whenitschoice
of candidates were found unsuitable by the
government. While procedures for access to
informetion held by regulatorsisimpressvefor apublic
body, small but significant improvements—suchasan
indexed database, attention to local languageand so

on — would help make the system transparent in
practice. Also, therewerefew proactivemeasuresto
reech out withinformetionto thepublicand particularly
to disadvantaged communicates.

Regulatory Commissions have put in place
comprehensive proceduresfor their own functioning
which provide a mechanism of accountability.
However, accountahility inpracticeiselusve because,
aswith thepolicy process, the cgpacity of civil ociety
and the publicto makefull use of regulatory spacesis
deeply compromised. Weak civil society capacity is
somewhat mirrored by weak regulatory capacity, with
reliance on consultants who operate in a non-
transparent manner. In addition, weak regulatory
capacity is reflected in the reactive approach to
regulation, rather than aproactive approachwhichis
theneed of theday in India’ srapidly changing sector.

Governance Related to Environmental and Social
Aspects

Decision-making in the electricity sector reflectsa
continued compartmentalization of electricity onthe
onehand and environmental and socid considerations,
ontheother. Thus, bodieslikethe Standing Committee
on Energy and theMinistry of Power definetheir role
with respect to environmental and socia issuesquite
narrowly, limitedto issueslikerura dectrification and
energy efficiency that aredirectly related to electricity.
Thiscompartmentdization beiestheredlity that many
electricity decisions have environmental and social
agpectsembedded in them. Related to thispoint, both
the Parliamentary Standing Committee on Energy and
stateleve electricity regulatorshave low capacity to
address environmental and social issues. Thusthe
regulatorsstudied for their attention to environmental
and socid aspectswere observed to do so reluctantly
at best.

Asareault of thisnarrow pergpective, important issues
like job losses, the fate of project affected people,
and environmental impact assessments, al of which
aredirectly related to power sector decisions, tend
to bediscounted. Job lossesdueto dectricity reforms,
for exampleare not even effectively monitored, making
difficult any effective policy action. By contrast,
monitoring and reporting oninternationd obligations,
like greenhouse gas emissions, arefully carried ouit.
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A full assessment of environmental and social
dimensonsof dectricity ischallenged by amultiplicity
of ingtitutionsthat deal with theseissues. Thusthere
arefour separate administrative or judicial for that
provide avenuesfor redress on environmental and
socia issues. The existence of theseavenuesaugurs

well, but the exact impact onthe accountability and
effectiveness of redressremainsunclear.

These findings lead to a concrete set of policy
recommendations, which aredivided into the three
major categories of anadysis: policy, regulation and
environmenta and socid.

K ey Recommendations
Policy Process
1. Reformpolicy making processesat the national level to introduce mandatory provisionsto ensure:
a) Clarity injurisdictionsof ingtitutions
b) Clarity inproceduresand timelinesto be adopted,
c) Public accessto background analysisand expert inputsthat formed the basisof draft policy

d) Proactivedissemination of draft policiesto solicit inputsfromwider cross-section of the society, especialy
weaker sections

€) Public accessto commentsand suggestionsreceived fromall stakeholders

2. Ensuretransparency inthe selection of regulatory commission members, through measures such astabling
the report of the selection committee before thelegidature.

3. Ensuregrester trangparency intherole played by consultants and donor agencies, through measuressuch as
compulsory disclosureof consultant/donor terms of reference, selection criteria, and dissemination of reports
submitted by consultants.

Regulatory Process

1. Deveoptraining and capacity building mechanismsfor regulatory commission members, staff, aswell as
government officias(e.g. those asssting legidative committees) and civil society organizations. Such efforts
should aimat providing specialized training ontechnical, economic, and legal aspects, basic multi-disciplinarily
capacity building. Such training and capacity building efforts should ensure that participantsare exposed to
diverse perspectivesand social policy approaches.

2. Create mechanismsfor provison of financia aswell asanalytical - technical, economic and legd - resources
to civil society groupsand weaker / margind sectionsof society, to ensure effective public participationinthe
regulatory process.

3. Createmechanisms, inthe working of theregulatory commissions, to operationalise various transparency,
accountability and participationrelated provisionsinthe Act and regulations, through measuressuch aseasy
accessto all relevant information and documents, provision of greater democratic spacefor civil society
participation and easy accessto redressal mechanisms.

Environmental and social aspects

1. Broaden the mandate of core electricity-focused institutions to internalize social and environmental
condderations.

a) Expand the mandate of regulatory commissions to include attention to trade-offs with social and
environmenta aspects,

Electricity Sector Governancein India iv



b) Mandatorily include social and environmenta considerationsin planning frameworks and large policy
decisonssuchassector reform

Build and expandthe capacity of key dectricity indtitutions— particularly legidative committeesand Regulatory
Commissions— to address socia and environmental considerations.

Strengthen attentionto neglected socid and environmenta dimensions of electricity reform, both for reasons
of better outcomesand to better ensurelong-term sustainability of electricity reform processes. In particular,

a) Monitor and analyse job impacts of power sector reforms,
b) Strengthen Environmental Impact Assessment lawsand procedures,
c) Protect and enforcetherightsof project affected persons.

Application of the Electricity Governance Indicator Toolkit in India



PREFACE

The Electricity Governance Initiative

The Electricity Governance Initiative (EGI) is
acollaborativeresearch-actioninitiative to promote
“good governance’ intheelectricity sector. The study
of electricity governance in India described in
thisreport isthefirst country report to emerge from
the EGI, which has an initial focus on Asia. This
note provides details on the motivation,
obyjectives, methodology, and organizationd sructure
of the EGI.

Motivation for the Electricity Governance
Initiative

Electricity reformisunderway in many partsof Asia
and other regions. Experiencewiththesereformefforts
has been mixed at best. Sector reform hasgenerally
failed to winthe confidence of the societiesit is meant
to benefit, and has also failed to attract sustained
interest frominvestors. Since eectricity isanimportant
ingredient for successful sustainable development, a
falureto reorehedthto the dectricity sector inAda
and elsewhereisaconsiderable problem.

One explanation for the problematic history of
electriaty reformisthe flawed processthrough which
reforms have been designed and implemented.
Governments, often with the support of donor
agencies, have designed reforms through closed
political processes, and with inadequate publicinput
into the goals of electricity reforms. These closed
processes have not only constrained attention to
sustainable development of the sector, but have so
undermined the political sustainability of reforms
becausethey lack support of thepopulation. Private

1 See, for example, Navroz Dubash (ed.) Power Politics: Equity
and Environment in Electricity Reform, Washington DC: World
Resources Institute, available on line a http://www.wri.org/
governance/powerpolitics_toc.html.
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sector actorshave sought to insulatethemsalvesfrom
what isahigh-risk environment by seeking guarantees
from governments, which have proven palitically and
financidly unworkable. Civil society organizations, for
their part, have been hampered by highly restricted
access to decison-making, and by the technical
chalengesof advocacy around dectricity sector policy
reform.

In short, improving governance—which we define
broadly as the processes of decision making and
implementation—could be animportant ingredient in
working toward a fair, sustainable and better
performing electricity sector. Asthisdefinition should
make clear, we see governance not only astherole
of formal government ingtitutions, but weaso seea
complementary rolefor stakeholdersto participate
directly in decision-making processes at al levels.
Wl functioning governance mechanismswill alow
for better decison-making about thegoals(asdistinct
from the implementing means) of electricity reform
and ensurethat these godsaretailoredto local needs.
Better governance will allow for flexibility and
feedback mechanismsinimplementation, and ensure
away of holding the private sector and governments
accountableto thegoals of reform.

However, there is currently little systematic
understanding of what constitutes good processin
reforming alarge and technically complicated sector
such as electricity. What, for example, is an
appropriatelevel and mechaniamfor publicinput into
policy processes? How can regulators mogt effectively
engagethelarger community of stakeholders?What
congtitutes adequate standards of transparency about
technical matters, such as the details of power
purchase agreements? These are all unanswered
questions.

Vi



Goals of the Electricity Governance Initiative

By developing a“toolkit” organized around sructured
questions, or “indicators,” which areused to conduct
detailed empirica assessmentsof thestateof eectricity
governance, theEGI aimsto achievethefollowing
gods

Develop a common language and metric for
stakeholder discussion of governance;

Establish abenchmark of best practice;

Build civil society capacity to enforce
accountability and monitor progress toward
improved governance,

Attract government attentionto and build capacity
for measures to promote and practice good
governanceat legidative, executiveand regulatory
levels,

Promoteaccountability at legidative, executive,
regulatory and utility levels.

The Approach and Methodol ogy

The conceptual framework of the EGI restsonthree
“pillars’ or sub-divisonswithintheeectricity decison

BASELINE INDICATORS:
MAPPING THE ELECTRICITY SECTOR

meaking process. policy, regulation, and environmental
and social aspects of electricity decisions. Policy is
the starting point for decision making and
encompasseskey ingtitutionssuch asthelegidature,
executive, and supplementary actors such asdonors,
conaultantsand civil society. Regulation hasemerged
asakey inditutiond arenafor eectricity, with distinct
and separate governance arrangements. Findly, a
separate category of environmental and social agpects
recognizes that many public stakeholders are
motivated to engage in the sector because of these
key outcomes.

Within each pillar, the toolkit address principles of
governance drawn from the Aarhus Convention —
access to information or transparency, public
participation in decison making, accountability and
redress. Inaddition, weadd afourth principle, cgpacity
of indtitutionsand individualsto meet therequirements
of good governance. Together, thesefour principles
of transparency, participation, accountability, and
capacity, constitute the conceptual framework for a
broader governance framework that embracesarole
for stakeholdersin decision-making.

Thetoolkit itself consists of over sixty
quditativeresearch questionsorganized
by thethreepillars, and crossreferenced

to address the four principles of

-Donor Agencies
-Role of Consultants
-Civil Society Capacity

Substantive | ssues

-Use of consultants
-Procedural clarity
-Disclosure

-Tariff Philosophy

POLICY REGULATORY ENVIRONMENTAL

PROCESSES PROCESSES + SOCIAL ASPECTS
I nstituti onal/Procedural Institutional / Procedural I nstitutional / Procedural
-Legislative Committee -Authority + Autonomy -Clarity of environmental
-Executive -Financial + Human jurisdiction
-Independence Resources -Executive, regulatory &
-Reporting -Function/Jurisdiction legislative mandates
-Reform and policy -Conflict of interest -Setting minimum
change 'APF.E?'S environmental standards
-Planning Agencies -Training -Inclusion of environment in

planning and reform
- Access to redress on social
or environmental grounds

~Clarity of policy -Basis for decisions -Utility engagement w/ public
processes -NGO capacity to address
-Availability of social + environmental issues
supporting documentatior Substantive | ssues
- Media Coverage -Labor impacts
Substantive | ssues -Access to electricity
-Performance Reporting -Affordability

-Project affected people

-Environmental & social
performance reporting
-Greenhouse gas reporting

-Asset Evaluation -Licensing - Renewables
-Privatization -Consumer service and

-Subsidies Quiality of Supply

-IPPs

-Competition

The Electricity Governance I nitiative

Vi

governance, supplemented by abasdline
survey of the sector. Adjustment figure
providesaschemetic that illustratesthis
dructure.

Each indicator promptsthe researcher
to explore a set of characteristics of a
decisonmaking process, whicharethen
reported againg amultiplechoiceformé,
as well as with detailed justification,
explanation and documentation. A
completed assessment therefore
provides both asnapshot of governance
concernsand issues, and adetailed set
of annotations and documentary
resources which provide a more fine-
grained bassfor analysis.

This approach and methodology builds

Application of the Electricity Governance Indicator Toolkit in India



ontwo prior piecesof work. First, the EGI approach
builds onthe experiences of The Accesslnitiative, a
global codition coordinated by the World Resources
Indtitute, which seeksto promote sound environmenta
governance through assessments of information,
participation and justice using a common
methodology.? Second, the content and approach
draw on the Prayas, Energy Group’s survey of
transparency, accountability, participation and
resourcesin regulatory agenciesin India®

The EGI approach focuses on the process or on
“how” decisonsare made, not on*“what” decisons
or outcomes arereached. The premiseisthat good
decision-making processes are necessary to ensure
good outcomes, although in many casesthey may not
be sufficient. However, inpractice, thereisaniterative
relationship between processand outcomes, the EGI

processindicatorsweredesigned by scrutinizing and
diagnosing thecauses of problematic outcomes. The
indicatorsare aso writtento capturenot only formal

processes, but actual practice. Since the EGI isa
multi-country effort, theindicatorswerewrittento be
broadly generalisable, a challenging task given
different political traditionsand histories, evenwhile
preserving spacefor country-specific commentary.
Since differences are captured in the qualitative
treatment rather than the scores, the structure does
not support explicit crosscountry quantitativeanayss.

2 For further information see www.theaccessinitiative.org

8 For further details see www.prayaspune.org/energy/
36_Prayas ERC_Survey.pdf
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Organizational Sructure of the Electricity
Governance Initiative

The EGI was conceptualized and developed
collaboratively by the World Resources Institute
(USA), the Nationd Ingtitute for Public Finance and
Policy (India), and Prayas Energy Group (Pune,
India). Between December 2003 and July 2004 we
designed thetoolkit, subjected it to rigorousexternal
review, and revised the methodology to incorporate
expert feedback. Subsequently, thework has passed
to implementing coalitions in India, Indonesia,
Thailand and the Philippines for national
implementation and analyss. WRI, NIPFP and Prayas
retainresponsibility for aninitia inductioninthetoolkit
approach, review of the assessments, and cross-
country anayss.

The EGI hasbenefited from the generous support of
the C. S. Mott Foundation, the Foreign and
Commonwealth Office of the United Kingdom
through the Renewable Energy and Energy Efficiency
Partnership, the Netherlands Ministry of Foreign
Affairs, the United States Agency for Internationa
Development, and theWallace Global Fund.

Shantanu Dixit, Prayas(Energy Group), Pune
Navroz K. Dubash, NIPFP, New Dehi
SmitaNakhooda, WRI, Washington DC
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1. INTRODUCTION

The Backdrop

Good governance is the keystone of a vibrant
democracy. It is a continuum that looks beyond
periodic elections; it requiresconstant nurturing and
fine-tuning by aninformed, vigilant and active citizenry.
A sectoral approachto good governance practices
provides a detailed understanding of how larger
governance problems shape decisions in specific
circumstance.

This project examinesgovernancein India’s power
sector. Governanceissues are often cited asbeing at
the root of the larger malaise in the power sector.
Moreover, as a key input to industrial processes
and household needs, electricity iscritical to India's
future development and growth trajectory. Both
as a lens onto larger governance processes,
and becauseit isimportant initsown right, electricity
sector governanceisanimportant topic. However,
while governance is often invoked as a problem,
thereislittle systematic effort to describe the nature
of governance problems, let alone solutions.
This project is one modest effort to provide
a structured analysis of electricity governance,
as a means of promoting an informed debate
among the full range of stakeholders on the root
causes of governance problems in the electricity
sector.

Electricity Governance Toolkit

Thisisthe context inwhichthe Electricity Governance
project islocated. It isan initiative that presents a
framework to assess governance in the electricity
sector in a broader context of equity and
environmental sustainability. Theframework conssts
of atoolkit that asks the right questions to €licit
relevant information whichwould help assesswhether

Electricity Sector Governancein India

decision making processesin the power sector are
transparent, allow for public participation, address
concerns of public interest and allow scope for
addressing grievances and deficiencies. In
addition, thetoolkit seeksto assessinstitutional and
civil society capacity to adequately meet requirements
of good process.

Theimplementation methodology involvesfinding
answers to the research questions in the toolkit
and generating indicators of performance based
on the feedback.

The toolkit comprises three main sections. The
first consists of 22 indicators that test the policy
processes predominantly at the national level,
the second contains a set of 23 indicators that
test governance processesin regulation and finally
athird section of 23 indicatorstest environmental
and social aspects of power sector reform. Nearly
half of these indicators are marked as “priority
indicators’, assessment of whichisessential, whereas
the remaining indicators are optional. But the
India team decided to assess all the indicators
S0 asto develop acomplete pictureof the governance
challengesinthe sector. Box 1 shows oneindicator
fromthetoolkit to give moreclarity about the design
of indicatorsinthetoolkit.

Currently, the toolkit is being tested in four
Asgan countries, namely, India, Indonesia, Philippines
and Thailand.

The Indian Project

Thisproject isapilot sudy that tested thetoolkit in
India. Theimplementing teamis sensitiveto thefact
that governance processesinthe power sector cannot
be far different from the processes prevailing



Box 1- Samplelndicator
Section A —Policy Process * PRIORITY INDICATOR *

PP 2 - Legidative (Electricity) Committee

Gover nancePrinciple: Accountability and Redr essM echanism
Relevance of theindicator:

In addition to having capacity, a successful |egidlative committee should be independent and function actively in itspolicy-
making and oversight role, while providing scopefor publicinput and participation.

Values Select Explanation and Judtification

Not applicable/not assessed (O)N. A.

Thereisno mechanism of |egidlative oversight through committee
process or the process has not a single element of effective process | (i) Low

There exists|egidative committee overseeing electricity but
it meetsonly one or two elements of effective process (if) Low -Medium

There exists|egidative committee overseeing electricity but
it meetsonly threeor four eements of effective process (iif) Medium

There exists|egidative committee overseeing electricity but
it meetsfive or six elements of effective process (iv) Medium—High

Thereexists|egislativecommittee overseeing e ectricity and
it meetsall seven elements of effective process (V) High

Guidancefor assessment teams.

The seven key elementsthat make the | egid ative committee process effective:

Committee membersare required to disclosetheir past linksand commercial interestsin theelectricity sector industry
before joining thecommittee

The committee prepares reasoned reports and regular proceedings. Reasoned reports are those that explain thelogic
and thinking behind the committee’ s pronouncements

The committeeisactive; meetsregularly; is proactivein considering issuesrel evant to dectricity, and producesreports
on atimely basis. Examinethe number of meetings held by the committee, the purposes of those meetings and assess
whether significant issues and eventsin the electricity sector during a given period are proactively taken up
Committee undertakes periodic public consultations (after issuing public notice) and its proceedings are open to the
public

Documents brought beforethe committee are made public

Reports and recommendations of the committee are public documents

The executive branch (electricity department / ministry) is required to present an “action taken report” or similar
responseto the committee’ s recommendationsin atime bound manner, and doesso regularly

Obtain detailed documentation pertaining to the functioning of the legislative committees. Key documentsinclude records
and proceedings of meetings, submissions to the committee and reports produced by the committee.

Resear cher Nameand Or ganization:
Sourcesof I nformation:
Additional I nformation:

Commentson thisIndicator:

2 Application of the Electricity Governance Indicator Toolkit in India



elsawhereinthe country and that it will necessarily
have to be located in the larger politico-economic
context of thecountry. Thistoolkit attemptsto examine
the existing governance paradigm and diagnose the
areas of weakness using the power sector as the
detailed case. Indoing so, thefocusof theinquiry is
ondecison-making processes, not thefind outcomes
of thosedecisons, based on theassumption that better
decision-making processesare necessary, evenif not
sufficient, for better outcomes.

Thelndian project had to deal with certain challenges
posed by the federal structure of the country’s
polity. The study therefore, spanned the two tiers
of governance — at the federa level for policy
processes and at the state level for regulatory
processes. Environmental and social aspects of
power reform had to be examined at both central
and state levels. Thus, while the policy and
environmental sectionsweretested at the national
level, regulatory processes were tested in three
states—Andhra Pradesh, Tamil Nadu and Haryana.
The choice of the states was determined by
the availability of civil society organizations with
competent research capacity to undertake the sudy.
The implementing team is aware that the sample
is perhaps too small to capture the variations that
may occur across states in a country where two
dozen gtateshaveindependent regulators, but financid
as well as human resource constraints limited
the scope of the study. The findings on regulatory
processes, therefore, should be considered to
beindicative rather than representative. In addition,
while policy-making occurs at both federal and
state levels, here we only examine federa policy-
making. Thereport should beread withtheselimitsin
mind.

The Sudy Approach

Thestudy wasconducted smultaneoudy at the centra
level and inthree statesover aperiod of nine months
beginning January 2005. The research team
comprised individuals with a wide range of
backgrounds: technica, economic, legal and political,
drawnfromthreestatesand Delhi:
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1 Centre for Environmental Concerns,
Hyderabad represented by Dr. Thimma
Reddy conducted theassessment for Andhra
Pradesh.

1 Consumer and Civic Action Group, Chennd,
represented by Bharat Jairaj, Sriharini
Naryanan and Kirtana Chandrasekhar
conducted the assessment for Tamil Nadu
aswell thenationd levd environmental and
socid indicators.

1 Praja, Delhi was represented by Prof.
K. Surinder Kumar and Rajesh Kumar
who conducted the assessment for Haryana.

1 The project was co-ordinated by Sudha
Mahalingam at Centrefor Policy Research,
New Delhi.

Aninaugural workshop was held in February 2005
to discussthe scope and methodology of the study.
Aneminent advisory panel comprising sector experts,
existing and former government officials, aswell as
former regulators attended the workshop and gave
valuable inputs which have been employed in the
implementation of theproject. These Advisory Pand
members are listed and thanked in the
acknowledgements section.

Theresearchwasconducted over asx month period.
The methodology adopted included extensive
interviews with a spectrum of stakeholdersaswell
as scrutiny of relevant documents to examine
whether the key attributes contained in the toolkit
were satisfied or not. Where appropriate, a case
study approach was also adopted. Values were
assigned to each indicator based on careful scrutiny
of al relevant information. The documentation
provided in the toolkit is extensive and includes,
apart fromthe values assigned and thejustification
thereof, the names of all the stakeholders
interviewed as well as the supporting documents
scrutinized.

A second mid-course workshop with the team
partnersin June 2005 reviewed the methodology,
discussed the chdlengesand attempted harmonisation
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of valuation parameters among the teams. Once
the indicator worksheets were completed, a draft
report was prepared and submitted to the advisory

pand.

A third workshop held in August 2005 provided
an opportunity for team members to discuss the
complete draft assessment and obtain, once again,
feedback fromthe advisory panel onthe completed
assessment, which informed the final report.
While this exercise benefited considerably from
engagement withthe Advisory Pandl, thefind report
represents the views of the authors alone, and the
Panel, which itself encompassed a broad range of
divergent perspectives, holdsno responshility for the
outcome.

This report is organized in three parts, one each
for policy process, regulatory process and
environmental and socia aspects respectively.
Each part presents a brief summary of the main
findingsunder four governance parameters, namely,
capacity, transparency, accountability and
participation. The summary isinterspersed with visual
representation of thefindingsin graphicformat. The
full set of completed indicators is available at
http://dlectricitygovernance.wri.org. Annex 1 contains
atablethat summarizestheindicators, key elements
of the variables examined, and the summary score.
Examples of full, and completed indicators are at
Annex 2.
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2. OVERVIEW OF THE INDIAN POWER SECTOR

The architects of the Indian Congtitution envisaged
electric supply as ajoint responsibility of both the
Centre and the Statesand included it in the Concurrent
List where both the federal and the state legislatures
enjoyed the power to legislate for the sector.
However, over the years, the sector evolved within
the framework laid down by two federa laws, the
Indian Electricity Act of 1910 and Electric Supply
Act of 1948. Vertically-integrated state-owned
monopoly utilities— one for each state —known as
State Electricity Boards—produced, transmitted and
supplied electricity to the consumers within their
jurisdiction, athough a few private licensees
distributing power in citieslike Mumbai, Calcutta,
Ahmedabad and Surat prior to 1948, were alowed
to continue. Thefederal government’srolewasone
of policy-making, planning and co-ordination,
exercised through the Ministry of Power, aswell as
through centra agendieslikethe Planning Commission
and Central Electricity Authority. Table1 givesthe
Satistical overview of Indian power sector.

India's power sector wasoneof theearliest candidates
for structural reformsintroduced in theearly 1990s,.
The choice was prompted by the poor state of utility
finances under government ownership and
management. Consequently, Stateutilitieswereunable
to makenew investmentsin generation, leadingto a
widening demand-supply gap. Therefore, the first
reform phaseliberaized power generation, permitting
and facilitating private and foreign investments in
generation, hitherto the preserve of state-owned
utilities. Thiswasfollowed by moredrastic structura
and governance reforms in the second half of the
nineties. The second reform phase envisaged the
establishment of independent regulatory commissions
whichwould, inter dia, license utilitiesand et tariffs
through aparticipatory process. |n many states, the
SEB was unbundled into its functional constituents,
namely, generation, transmissonand distributionand
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theunbundled entitieswere corporatised. Intwo Sates
—Orissaand Delhi —distribution companieswere also
privetized.

The second reform phase can be said to have ushered
inrelatively greater trangparency inthefunctioning of
India's power sector. At the core of institutional
reformswastheindependent regulatory commission
designed to provide participatory space for
stakeholders in decision-making processes.
Procedural reformstargeted greater transparency,
access to information, structured avenues for
participation and mechanismsfor grievance redressal
etc. All regulatory commissonsroutindy hold public
hearings where stakeholders — utilities as well
consumers — are provided a forum to voice their
concernsand viewpointsso that decision-making is
more accountable.

Thethird phase of reformswasintroduced in 2003
with the passage of the Electricity Act 2003 which
consolidates the laws relating to generation,
transmission, distribution, trading, regulation and use
of dectricity and repedstheearlier lawsinthisregard.
At the core of the new law is ‘open access to
transmission and distribution networks, which seeks
to introducelimited marketsin electric supply. The
role and remit of the regulators — who are now
required to facilitate competition even asthey ensure
affordable eectricity tariffs— aswell asof thefedera
government - whichisnow required to make policies
to operationalise the mandate of the new law - are
now muchwider. Withtheintroduction of marketsin
electric supply, rational pricing policies seem
appropriate and desirable. Yet, both policy-makers
and regulators need to internalize concernsof equity
and affordability —acutely relevant considerationsin
country like India where a substantial part of the
population remainstoo poor to afford market rates
for power supply. In a post-Kyoto energy
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dispensation, policy makersaswell asregulatorsneed
also follow an environmentally sustainable
development paradigm. Thusthe new governance
paradigmintroduced by Electricity Act 2003 places
enormous responsibilities on policy-makers and
regulators.

The time is just ripe, therefore, to see whether

commensurate with this increased responsibility,
institutions and procedures in place to ensure
democratic decision-making processesthat address
the common good. With structura reformsunder way
for thelast ten years (with some statesundertaking
reformsasrecently asfour years back) it istimeto
prepareascorecard of their performancewithaview

to course correction, where consdered necessary.

Table 1: Satistical Overview of India’sPower Sector

A. Installed Capacity and Electricity Generation - Ownership break-up

Installed Capacity Annual Generation
MW % MillionkWh %
State Sector 65941 56 240300 1
Central Sector 38790 33 296401 50
Private Sector 13688 12 50665 9
Total 118419 587366
Captive (connected to grid) 14636

B. Installed Capacity and Electricity Generation —Fuel break-up

Fud Installed Capacity Annual Generation
MW % MillionkWh %

Cod 67791 57.2 486301 82.8

Hydel 30935 26.1 84497 144

Nuclear 2770 23 16838 29

Gas 13112 111 0.0

Others 381 32 0.0

Total 118419 587636

C. Electricity Consumption Pattern (Million kWh, MU)
Domestic | Commercial | Industrial | Railways | Agricultura | Other Tota
1950 525 309 2604 308 162 249 4157
1961 1492 848 9584 454 833 630 13841
1974 4645 2988 32481 1531 6310 2292 50247
1980 8402 4657 45956 2301 13452 3316 78084
1990 20577 9548 80694 4070 44056 7474 175419
2002 79694 24139 107296 8106 81673 21551 322459
2004 89736 28201 124573 9210 87089 22128 360937
D. Per Capita Consumption (kWh) 625
Un-dectrified —Rural Households 56%
Projected capacity addition by 2012 (MW) 1,00,000

Source: CEA, Monthly Report — March 2005
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3. THE POLICY PROCESS

The design of electricity reforms is normally the
prerogativeof thelegidaturewhichlaysdownthelegd
framework for thesector, and of theexecutive - both
at central and the statelevels- which then fleshesout
policy withinthisframework. In practice, electricity
policy isdesigned throughinterplay between executive
and regulator with formal and informal input from
stakeholders. Therefore, this section examinesthe
governance mechanismin the policy sphere with a
focusonthetwo ingtitutions— thelegidatureand the
executive—but with some attention to other actors
such asdonors, consultants and civil society. While
emphasis hasbeen substantialy on centrd level policy-
making, thereareacouple of indicatorsthat also look
at state-level policy processes.

The toolkit addressing policy process has 22
indicators which cover al the four governance
principles, namely, capacity (4), accessto information
or transparency (9), participation (3) and
accountability and redress (6). The 22indicators span
113 discretekey attributesaddressing specific agpects
of each governance mechanism. For instance, PP 5
whichevauatestheroleof advisory agenciesassising
the Ministry of Power inpolicy formulation, examines
gx key attributes- thetermsof referencewhich outline
the role and mandate of the committees, the range of
stakeholdersrepresented intheir composition, their
accessto adequate financia resourcesto performthe
tasksassigned to them, the number and frequency of
their meetings, whether such meetingswereheld after
public notification, whether thereispublic disclosure
of theminutes of such meetings, whether theexecutive
publicisesitsresponseto the recommendations made
by the committeesetc. Pleaserefer to Annex 1to
seeasummary table of indicatorsaswell asattributes
and information about which attributes aremet, and
theoverall scorefor eachindicator.

Electricity Sector Governancein India

Vaues havebeen assgned to variousindicators after
arigorous analysisof information collected through
interviews with a range of stakeholders
(parliamentarians, standing committee members,
officidsof Ministry of Power, Planning Commission,
Central Electricity Authority, State governments,
donor agencies, consultants, civil society
organisations, etc) aswell asexamination of relevant
documents. Theanalysisaswell asthe supporting data
has been documented in detail under each indicator
in the toolkit. For select indicators, a case study
approach hasbeen used to arrive at values. Criteria
for case selection included significance of the case
for national policy debeate, whether it isof recent origin
and therefore indicative of future trends, and the
availability of information. Asisawaysthe problem
with casestudies, it isdifficult to ensurethat acaseis
adequatdly representative. For the policy analyss, the
Nationa Electricity Policy has been used asthe case
study to assessthe extent of public participationin
policy-making, and theN. K. Singh Committee that
drafted theNationa Electricity Policy isthecase study
used to evaluate the functioning of advisory
committeesto the Ministry of Power.

Inthefollowing sectionswe present thesalient findings
of thisinquiry under each governance principle.

Transparency

Transparency is a pillar of good governance.
Trangparent decison-making processescan lead to
better acceptance of policies by the genera public.
Thisindicator brings under the scanner, arange of
institutions - ministry of power,(5 indicators)
consultants advising on reform policy (1), donor
agenciesfunding and directing reforms (1) and even
theroleof themediain portraying policiesthat impact
thepublic(1). It also examines processesadopted in
policy-making. Out of the9 indicators assessed for
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trangparency, four record a“Low” value, indicating
complete opacity whiletwo moreindicatorsscoreonly
margindly higher at “low-medium’.

Formulation of the Nationd Electricity Policy, arecent
policy initiative of consderableimportancewas used
asacasestudy to evaluate thedegree of transparency
ininstitutions and processes. The draft policy was
posted on the website and public comments were
solicited. Thefina policy wasnotified nearly one year
after posting on the website. Though the processfor
decision-making was clear and transparent to
participating stakeholders, thelatter did not include
consumers who are impacted by the policy. There
wasno sysemetic effort to reach out to disadvantaged
communitiesto explain theimplications of the new
policy. Thus, the process of policy-making envisages
limited scopefor meaningful public contributionina
formal, mandatory manner and it islargely left to the
discretion of the concerned decision makers. Even
where public participationis possible, itishampered
by lack of accessto relevant data, documents, and
anaysisonwhichdraft policiesare based.

While consultantsplay an increasingly important role
in policy-making, their role and reach have remained
entirely non-trangparent. For example, theresearch

for theseindicatorsreveded that M oP had appointed
a consultant while developing guidelines for
competitive bidding, but even thefact that MoP had
appointed such consultants was not made public.
Similar was the situation in the case of N.K. Singh
committeefor preparing draft nationd policies. Inthe
circumstances, it's not surprising that the other
attributesof thisindicator, (e.g. making public inputs,
anadysisand reports provided by consultants) are not
eveninthereckoning. Asaresult thisindicator was
assgnedthevaue“Low”.

Asinmany other countries, donor agencies play an
important roleininfluencing the courseand content
of reforms. Yet thereislittle attempt, on the part of
the government, to bring transparency totheir role
and contribution. For their part, donor agencies have,
inrecent years, made public key documentsbut donor
influenceover reformdecisonsremainsunclear. Other
non-donor influenced decisions also remain non-
trangparent. For example, vita policy decisons- such
asthe amendment to the then existing law to allow
private investments in power generation, or the
methodology used for privatisation of state-owned
power utilities — were adopted without extensive
legidative debate or informed public consultation.

Role of donor agencies during
policy reform (PP 8)

Clarity about decision-making |

process on reforms (PP 9)
Scope of background policy :l
information available (PP 10)
Information available to prllC :l
regarding consultants (PP 11)
Quality of media coverage about :l
reform decisions (PP 16)

Process of priVatiZatiOn and 7:|
bidding (PP 18)

Indicator

Trangparency in alocation of
subsidies (PP 19)

Independent power producers

(PP 21)

Competition policy (PP 22)

NA Low

Low-middle Mediu Medium-high High

Figure 1: Transparency in Policy Process
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Media coverage of key policy issues—which could
haveimprovedthelevel of trangparency - was sketchy
and uncritical. Theonly transparency indicator that
has scored the highest in our assessment isthe subsidy
mechanism of Government of India - the Accelerated
Power Development and Reforms Program
(APDRP) subsidies given by Gol to accelerate
digtribution reforms. However, this experience may
not berepresentative asthe APDRP schemeisunique
assubsidiesgo to state governmentsrather thanto
end-consumers. The latter are more likely to be
marked by populist pressuresand corruption.

Figure 1 givesadiagrammetic representation of the
vauesassigned to each of thetrangparency indicators
inthepolicy process section.

Participation

Participatory governance isthetouchstone of good
governance. Therefore, thissectionlooksat avenues
for participatory decision-making. In particular, it
examinesthe extent to which advisory committees of
Ministry of Power envisage consultative processes,
not only with state governmentsand utilities, but also
with consumerswho will beimpacted by these policies
Of thethreeindicatorsassessed for this section, one
relatesto ingtitutiond issues, for whichthe Task Force
headed by N.K. Singh to draft National Electricity
Policy wasused as acase study, whiletwo relateto
processes, for whichthe National Electricity Policy
wasthe case study.

Asan example of an Advisory Committee, the NK
Singh committee had aclear role and mandateinthe
terms of reference provided to it. Comprised of a
range of gakeholders, the committee had accessto
adequate financial and human resources. Our study
found that the advisory committee had engaged the
services of aconsultant to provideinputs, but thisfact
was not disclosed to the public, nor were consultant
inputsmedepublic. Transcriptsof advisory committee
meetingswere not maintained. Minutesof themesting
were not madeavailableto thegenerd public athough
thedraft policy was put onthewebsitesof theMinistry
as well as the Planning Commission, soliciting
comments and feedback fromthe public. However,
thefact that public inputswerebeing solicited onthe
draft policy was neither notified nor publicised. No
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effort was made to reach out to disadvantaged
communitiesto explain to themtheimplications of the
proposed policy. Inshort, participation envisaged was
aone-way processwith neither the committee nor
the ministry considering it necessary to provide
responsesto any feedback received fromthe public.

An exploration of the process behind drafting the
Nationd Electricity Policy (NEP) illustrated that public
participation is by no means accepted or practiced
asamandatory sepindectricity policymaking. There
was no well laid out procedurefor participation, and
other necessary steps such as availability of
documents, communicetion of decisions, opportunities
for hearings, feedback on resultsand so onwereadl
lacking. Thisisnot to say therewasno consultation;
some stakeholdersdid indeed file comments. But the
consultation was ad hoc, not opento all, and there
was lack of clarity on how the resultsof consultation
were used. All these indicate a highly inadequate
process of public participation. Thereareindications
that other policy processes, notably around rural
electrification, were organised around a more
complete public participation process, but the
experience of the NEP suggeststhat much morework
needsto be done on public participationin electricity

policy making.

Figure2 givesadiagrammetic representation of the
vaues assigned to each of theparticipationindicators
inthissection.

Accountability

Accountability of legidators, executive, regulatorsand
utilities to consumers is an integral part of good
governance. There are severa ways of ensuring
accountahility, suchas by putting in place mechanisms
to ensurethat thevoicesof thosewho will beimpacted
by policiesare heard and listened to, ensuring that
those who make policies do not harbour conflict of
interest which might skew policies, requiring a
reporting back ontheresultsof consultation and other
deliberation processes, vigorous outreach to
stakeholders, and independent verification. Theseare
examples of the considerations applied to the
indicators in this section. Of the five indicators
assessed, two assesslegidative accountability while
three addressexecutive accountability.



Advisory committeesto the dectricity
ministry/ departmert (PP5)

Qudity of public participation process during
reformor policy decisions (PP 14)

Indicator

Quality of participationby stakeholders and
governet resporsiveness (pp5)

NA Low

Low-niddle Medium Mediumtigh Hgh

Figure2: Participation in Policy Process

The exigtence of legidative committee (parliamentary
standing committee) does provide a mechanism of
legidative oversight through committee processand
itsfunctioning is proceduraly satisfactory. But there
are some structural weaknesses. Theprovisionsto
prevent conflict of interest on the part of committee
members are both weak and weakly enforced.
Besides, committee proceedings are held behind
closed doorsand the only expertsthat the committee
generdly consultsarethose suggested by the Ministry
of Power. Perhapslegidative committeesdo not have
accessto diverse perspectivesand they rarely get to
hear the views of publicinterest groupson proposed
policy changes. Thus, accountability of legidatorsto
consumers ranks rather low although on other
parameterslike periodic meetingsand deliber