
10. Procurement and Bulk Supply of Electricity – allocation of Power Purchase Agreements (PPAs) 
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10.1
Restructuring of Electricity Board and Trading in Electricity

The Gujarat Electricity Board has been restructured on a functional basis into a Generating Company (GSECL), a Transmission Company (GETCO) and four Distribution Companies (PGVCL, DGVCL, UGVCL and MGVCL) and a holding Company – Gujarat Urja Vikas Nigam Ltd (GUVNL). Apart from various residual functions of the erstwhile GEB, GUVNL is also entrusted with trading in electricity i.e. purchase of power from various sources for sale to the four Distribution Companies.

In most of the States, where the State Power Sector was restructured on a functional basis, the State Governments have entrusted the purchase of electricity from various sources and sale to the Distribution Companies – trading in electricity - to the Transmission Company in addition to its transmission function. The enactment of the Electricity Act, 2003 has changed this scenario.

Section 39 of the Electricity Act, 2003 stipulates that the Transmission Utility should not engage in the business of Trading in Electricity. Section 2 (71) of the Act defined trading, as under: 

“Trading means Purchase of Electricity for resale thereof and the expression trade shall be construed accordingly”.

In compliance with the above sections of the Act, the State Governments had to consider alternatives. The Electricity Act, 2003 provides for Open Access on transmission and distribution networks. Thus transmission, wheeling and trading are now independent activities. In this background the alternatives available to the State Governments were:

i) Creation of a separate organization for trading in Electricity.

ii) Allocation of the Power Purchase Agreements (PPAs) directly to Distribution Companies to purchase power from Generating Companies & Traders.

In the first alternative, the new organization engages in trading by purchasing power from various sources and sells to DISCOMS representing a single buyer model. In the second alternative the Distribution Companies purchase power directly from Generating Companies based on the allocation of PPAs representing a Multi buyer model. Both the models have their own advantages and disadvantages.

The National Electricity Policy (section 5.3.4) states as under: 

“Power Purchase Agreements (PPAs) with the generating Companies would need to be suitably assigned to the Distribution Companies, subject to mutual agreement. To the extent necessary such agreements can be done in a manner to take care of different load profiles of the Distribution Companies. Non discriminating Open Access shall be provided to competing generators, supplying power to Licensees……..” 

While endorsing the above provision in the National Electricity Policy, the National Tariff Policy States in Section 8.4 as under 

“The National Electricity Policy states that existing PPAs with the generating companies would need to be suitably assigned to the successor Distribution Companies. The State Government may make such assignment taking care of different load profiles of the Distribution Companies so that retail tariffs are uniform in the state for different categories of Consumers. Thereafter the retail tariffs would reflect relative efficiency of Distribution Companies in procuring power at competitive costs, controlling theft and reducing other distribution losses”.

It is seen from the above that both the National Electricity Policy & National Tariff Policy support a “Multi Buyer Model”.

Apart from the above, the “Availability Based Tariff“ (ABT) introduced by the CERC for Regional Generating Stations and the Operation of the Regional Systems has greatly streamlined the operation of regional grids, brought in system discipline and provided opportunities for trading surplus power. The National Electricity Policy recommends that ABT should be introduced in the states as well.

The GERC has already introduced “Intrastate ABT” in Gujarat. This requires scheduling of generation and demand to be done by the Generating Company and each DISCOM as is being done by the state systems under Regional ABT. For successful implementation of Intrastate ABT, a Multi Buyer Model is more appropriate.

10.2
PPA Allocation Experience

Andhra Pradesh, Rajasthan, Karnataka and Gujarat have allocated the PPAs to the Distribution Companies in the respective states. Andhra Pradesh and Rajasthan have adopted the proportionate Allocation model while allocating the PPAs to Distribution Companies. Power is allocated from each of the Generating Stations on the basis of peak demand and energy requirement of each of the Distribution Companies. Karnataka has also adopted Proportionate Allocation model, which was later, changed to economic allocation model by allocating Stations with high cost power to the Bangalore and Mangalore Distribution Companies, which have favorable load mix.  These three states have followed “Multi Buyer Model” with Distribution Companies purchasing power directly form Generating Companies based on allocation of PPAs.

In the earlier single buyer model, the power purchase would be made by one single entity and the price would be pooled to arrive at a differential bulk supply tariff to the Discoms to ensure that the retail supply tariffs are uniform through out the state. When the multi buyer model was introduced, states such as Andhra Pradesh and Rajasthan allocated the PPAs to the Discoms adopting the proportionate allocation model. The Discoms with an adverse load mix are compensated through subsidies by the State Governments. In the economic allocation model followed by Karnataka and Gujarat, Discoms with a favourable load mix are allocated high cost power and Discoms with an adverse load mix are allocated low cost power to ensure that the compensation from the state government is minimized. Setting a differential bulk supply tariff was given up after the introduction of the multi buyer model. However, differential bulk supply is inherent when PPAs are allocated to Discoms in the Economic Allocation Model while retail supply tariffs are uniform.  

In Gujarat the GUVNL has allocated PPAs to Distribution Companies adopting Economic Allocation model by allocating power from high cost Plants/Stations to DGVCL and MGVCL which have a favorable load mix. Low cost Plants/Stations are allocated to the PGVCL & UGVCL which have adverse load mix with high percentage of agricultural demand.  Gujarat has, however, followed a single buyer model. Unlike other states, which followed “multi buyer model”, GUVNL, which is entrusted with purchase of power from various sources & sale to Discoms, has PPAs with GSECL, Central Generating Stations & IPPS. It has entered into a Bulk Power Supply Agreement with the four Discoms. In the Single Buyer Model, the organization entrusted with trading, purchases power from various sources and pools the cost and sells to DISCOMS based on their demand by entering into suitable power Purchase Agreements. But in the case of Gujarat, the capacities from various stations are allocated based on Economic allocation model as stated above in line with the National Electricity Policy.

The GUVNL had entrusted the study of allocation of Capacities/PPAs to consultants and the consultants have recommended the allocation based on economic allocation model. The allocation is made considering 2006-07 as a base year. The allocation appears to be mainly based on capacity of each DISCOM to pay for the power purchase after meeting all its other expenses i.e. residual power purchase cost. The allocation results in different BST. The allocation appears to be such that the gap would be minimized with uniform retail supply tariffs in all the four Distribution Company areas.

10.3
Energy Balancing and Settlement Issues 

Post allocation of capacities/PPAs certain imbalances may arise against Discoms and power may have to be traded inter-se as in a Multi Buyer Model. Necessary procedures rules have to be framed by Discoms for such inter-se power procurement, trading and imbalance settlement. The guiding principle should be to ensure that the power is shared amongst Discoms in the most equitable manner and that no Discom is unduly burdened on account of PPA allocation.

For purposes of smooth transition, it is necessary to have in place an Institutional arrangement or effective co-ordination to handle the new functions, on the pattern of “Multi Buyer Model”.  It is necessary to create capacities in Discoms.

The model adopted in Gujarat is a hybrid model where even though there is a Single Buyer and the capacities are allocated to the Discoms. GUVNL co-ordinates the power procurement and sale and any imbalances are to the account of GUVNL. Any surplus from a Discom goes to the pool and the allocation of that power to the deficit Discom is not based on evolved pool price, but on a discretionary cost charged by GUVNL. 

10.4
Revision of Allocation of Capacities:

The allocation of capacities to the four Discoms given in the Bulk Power Supply agreement between GUVNL and the four Discoms with subsequent changes temporarily adopted for the year 2007-08 are given in Annexure–1. The changes done are based on the actual drawls during the current year in 2006-07. 

It is observed from the power drawn by each of the four Discoms during the last 10 months (April 2006 to January 2007) that DGVCL is continuously over drawing every month to the extent of about 200 MW and the company is being charged for the overdrawal at high cost. MGVCL also has marginally over drawn for six months; PGVCL too has overdrawn for a few months. The allocation of capacities already made may require revision. GUVNL and the Discoms may review the PPA allocation and revise the allocation in an equitable manner also taking into consideration their obligations to meet the requirement of the licensees.  The Commission request the State Government  as envisaged in the National Tariff Policy  to look into the issues involved in PPA allocation. It is also necessary to develop a suitable mechanism for imbalance accounting through a pool price mechanism, Inter-Discom trading and other issues that may come up in future.

Annexure 1

PPA Allocation to the Discoms

	Station
	Installed Capacity
	PGVCL
	UGVCL
	MGVCL
	DGVCL
	GUVNL

	Ukai Hydro + LBC
	305
	229
	76
	-
	-
	

	NPC-TAPS(1&2)
	160
	120
	40
	-
	-
	

	NTPC-KORBA
	413
	352
	61
	-
	-
	

	NTPC-Vindhyachal-II
	269
	202
	67
	-
	-
	

	NTPC-Vindhyachal-I
	268
	201
	67
	-
	-
	

	GIPCL(160 MW)
	160
	120
	40
	-
	-
	

	NTPC-ER
	77
	58
	19
	-
	-
	

	KLTPS
	215
	162
	53
	-
	-
	

	GIPCL(SLPP)
	250
	188
	62
	-
	-
	

	SSNL
	232
	174
	58
	-
	-
	

	NTPC-KAWAS-Gas
	103
	78
	25
	-
	-
	

	CAPTIVE POWER
	55
	42
	13
	-
	-
	

	GMDC
	250
	188
	62
	-
	-
	

	Kadana Hydro+Panam
	242
	-
	-
	121
	121
	

	Gandhinagar 1 to 4 Units
	660
	264
	396
	-
	-
	

	GIPCL (145 MW)
	38
	-
	-
	-
	-
	38

	NTPC-GANDHAR 
	257
	65
	192
	-
	-
	

	Wanakbori 7th Unit
	210
	53
	157
	-
	-
	

	Wanakbori 1 to 6 units
	1250
	504
	756
	-
	-
	

	Ukai 
	850
	107
	318
	107
	318
	

	ESSAR
	300
	-
	-
	-
	-
	300

	Dhuvaran 7th Unit
	107
	-
	-
	-
	-
	107

	UGBPS
	135
	-
	-
	-
	-
	135

	GSEG
	156
	-
	-
	-
	39
	

	GPEC
	655
	-
	-
	-
	262
	

	NPC-KAPP
	139
	-
	-
	-
	104
	

	Gandhinagar 5th Unit
	210
	-
	-
	-
	158
	

	Dhuvaran 112 MW
	112
	-
	-
	-
	84
	

	Sikka 
	240
	-
	-
	-
	180
	

	NPC-TAPS (3&4)
	274
	-
	-
	-
	206
	

	Dhuvaran 1 to 6 units
	534
	-
	-
	-
	-
	534

	NTPC-KAWAS-Naptha
	103
	-
	-
	-
	77
	

	Total
	9239
	3107
	2462
	1008
	1549
	1114


COMMISSION’S ORDERS

Having considered the petition of MGVCL for approval of Annual Revenue Requirement (ARR) and determination of retail supply tariffs, the Commission approves the Annual Revenue Requirement (ARR) for Madhya Gujarat Vij Company Limited (MGVCL) for 2007-08 as shown in the following table: 

(Rs. lakhs)


	S.N
	Particulars
	Approved by the Commission

	1
	Total Power Purchase cost
	176123

	2
	Employees costs
	12865

	3
	Repair & Maintenance 
	3987

	4
	Administration & General expenses
	2334

	5
	Depreciation 
	4557

	6
	Interest on loans
	6329

	7
	Interest on working capital
	909

	8
	Other debits
	74

	9
	Extraordinary items
	13

	10
	Provision for bad debts
	45

	11
	Less Interest and expenses capitalized
	(-) 4267

	12
	Sub total 
	202969

	13
	Return on equity
	2704

	14
	Provision for tax
	-

	15
	Total expenditure
	205673

	16
	Less Non tariff income
	2128

	17
	Net Aggregate Revenue Requirement
	203545


The approved Retail Supply Tariff will be in accordance with Tariff Schedule Annexed to this Order.

The order shall come into force with effect from 1st April 2007.
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