Approach paper on RE tariff determination and RPS fixation for the state of Orissa

Draft RE Policy / Regulatory statement for the State of Orissa 

As part of the exercise WISE had the opportunity to study the institutional arrangements, policy and regulatory framework governing the renewable energy sector in the state of Orissa. The development of renewables in the state is still at a nascent stage and the decision taken by Orissa Electricity Regulatory Commission to initiate the RE tariff fixation process will certainly boost the RE development in the state.  It has been observed in states like Maharashtra and Tamilnadu, who did exceptionally well in renewables, that the conducive policy and regulatory framework created by the Government and the Regulators had played a major role in spurring the development of renewables in the respective states. 

As per our understanding of the Orissa power sector and on the basis of our extensive experience in the earlier executed National and International Policy research assignments, the consultant has identified following critical aspects/ areas the Government of Orissa and the Hon Commission may looked into: 
Policy Aspects 

· Need for adding RE capacity : The state which is ‘power surplus’ at present will face power shortage during 2011-12 ( 10% deficit ) as per 17th Electric Power Survey of Central Electricity Authority The rapid growth of industries will further increase the power demand in the state in future. Most of the identified large hydro schemes in the state are already explored , the reliance on fossil fuel based power generation would be not be advisable due to the increasing concern of Climate Change and Global warming . Therefore it is necessary that the Government of Orissa and the Commission may take all possible measures to harness the renewable energy potential in the state (Solar, Wind, SHP, Biomass etc.) 

· RE Policy of GoO: The RE policy issued by the Science and Technology Department, Govt of Orissa in 2005 requires certain amendments in terms of the sharing of power evacuation infrastructure, banking and wheeling facilities on concessional open access charges , clear application and project clearance procedures.

· Treatment to fossil fuel based cogeneration project : The EA 2003, NEP, NTP have certain enabling provisions for promotion of Renewables and co-generation. While framing the regulation and policies, the Commission / Government needs to make a clear distinction between Renewables and fossil fuel based co-generation. While promoting these technologies care should be taken to ensure balance growth of both sectors without interfering each others growth

· Mandate for SHP: At present the mandate for development of SHP is given to the Office of the Engineer in Chief Electricity -CUM- Principal Chief Electrical Inspector, Government of Orissa. For efficient and speedy implementation of SHP programme the mandate for development of SHP which is renewable source by definition may be given to the state nodal agency OREDA after the necessary capacity building of OREDA. It is often seen that the other major departments did not able to pay enough attention to SHP programme due to their own projects. 

· Solar potential assessment: Preliminary potential assessment studies indicate good potential for solar energy in the state. 
It is necessary to separately consider solar PV / CPV and solar thermal for power generation. There are at least eleven configurations of these technologies for power generation. The costs, land requirements and other requirements like water for cooling in the case of solar thermal power projects have to be assessed. A detailed resource assessment study is required to be commissioned for assessment of solar energy potential in the state. 

· Capacity building of SNA: For effective implementation of the policy, the key implementer which is OREDA will have to be strengthened. It would be desirable to prepare a policy statement so that enough budgetary and staff provision is made from year-to-year to facilitate such capacity building. In fact, a master-plan for such capacity building covering financial growth, infrastructure development (both soft and hard infrastructure), staff deployment, human resource development, etc.. Would be necessary to empower OREDA to achieve the expected development in RE.

· Green Cess: The Government of Orissa may propose a green cess of 5 paisa / kWh to be levied on the electricity consumption by industrial and commercial consumers. It will be a very welcome move for promotion of renewables in the state. It would be easier to amend an existing legislation through an ordinance to impose this levy. While laying down the procedures for utilization of the green cess by creating a ‘Clean Energy Fund’, it would helpful to study the Maharashtra experience. Maharashtra was the first state to impose such cess and their implementation experience would help in avoiding loopholes. It should be ensured that the cess is fully passed on to OREDA and proper norms are laid down to ensure its effective utilization for R.E. development only.

· Renewable Energy Law for Orissa: Policies gather muscle if they are complemented by legislative measures. The Government of India has already decided to enact a National Renewable Energy Law. The model law prepared by WISE has been adopted as the basic draft for further re-working. Since energy is a concurrent subject, Orissa could have a State R.E. Law suited to its local needs and circumstances, without contradicting the national legislation. In the United States, many states have such provincial laws, besides federal laws. 
· Assessment of Future of Conventional Power: Business-as-usual in conventional power is passé. Renewables are not just add-ons to the power sector, but they are the future of the power sector. So such an ambitious policy for development of renewables would be strengthened if the risks, uncertainties and volatilities in the conventional sector are highlighted. For example there are fossil fuel supply chain risks, price volatilities etc.. in respect of conventional thermal projects. A realistic and down-to-earth assessment of the problems confronting the conventional sector would be necessary as we plan for a transition to renewable power.
Regulatory Aspects 
· Preferential RE tariff : The RE resource assessment study conducted for the state indicates a moderate resource intensity for wind, SHP and biomass resources in the state. Therefore the levellised tariff (Rs/kWh) arrived at appears on higher side compared to other states.  But considering the environmentally benign nature of RE and the fact that the tariff will remain constant over 25-35 years , it will prove comparable with the conventional sources on life cycle basis. Therefore the Commission may allow the suggested preferential tariff for RE. 
· Tariff Regulation : Before starting the RE tariff initiation process the existing Orissa Electricity Regulatory Commission (Terms and conditions for determination of tariff) Regulation 2004 needs to be amended appropriately. The present Tariff regulation doesn’t have any specific provisions for RE as envisaged in Section 61 (h) of the EA 2003. In absence of RE specific provision in the Tariff Regulation it would be difficult for the Commission to give ‘Preferential treatment’ to Renewables while awarding the tariff. The Commission can notify a separate Tariff regulation for determination of RE tariff or can also notify RE power procurement Regulation specifying norms for RE tariff determination
· Control Period : The Commission may specify a 3 year control period from 2010-11 to 2012-13 (review period). For greater regulatory certainty the Commission may specify the RPS percentage obligation cohesive with the proposed tariff regime (2010-11 to 2012-13). After acquiring the operational experience of RE power projects in the proposed control period, the Commission may determine the tariff for next control period under the MYT regime. 
· Project specific tariff: For utility scale solar power and Municipal Solid Waste power projects the Commission may allow the developer to file a petition for ‘Project specific tariff’ determination on case to case basis in view of possibility of multiple technological options with different configuration. In the next control period based on operational experience the Commission may think of giving a generic tariff if required. 
· Subsidies and incentives are essential for promotion of renewables in the early stages. As a precedent followed by other states in the initial stages of RE development, the Commission may not internalise the subsidies/ incentives available to RE investors from the Central / state Government while determining the RE tariff in Orissa. 
· Long Term Implementation of RPS Framework: OREDA should set up a separate cell to monitor the compliance of RPS orders. The NAPCC advocates the introduction of Tradable Renewable Energy Certificate mechanism for meeting the Renewable Purchase Obligations at national level, the scheme is expected to be implemented in April 2010. In this context, OREDA should take the necessary steps to develop the capabilities within OREDA for effective implementation of RPS in the state.
Annexure-1
Policy Framework and Key Incentives for RE Technologies from Central/State Government
	Technology
	Policy Framework
	Key Incentives

	Wind Power
	· Fiscal and financial incentives 

· Wheeling, banking, Third party sale, Buy-back facility by states 

· Capital subsidies and sales tax  incentives in certain states 


	· Concessional import duty on specified wind turbine parts 

· 80% accelerated depreciation 

· Customs and Excise duty relief 

· Loans through IREDA 

· Tax holiday for power generation projects

	Small Hydro Power 
	· Fiscal and financial incentives 

· Wheeling, banking, Third party sale, Buy-back facility by states 

· Capital subsidies and sales tax incentives in certain states 


	· Detailed project report preparation at discounted price 

· Capital grant for setting up projects in North Eastern states 

· Financial support for renovation, modernization and capacity up-rating of old SHP stations 

· Financial support for development/upgradation of water mills 

· Soft loans from IREDA for setting up of SHP projects upto 25 MW capacity 



	Biomass Power
	· Enactment of favorable policy regimes at the state as well as the Central levels

· Buy-back / Wheeling / Banking  of generated electricity by the SEBs

· Incentives in the form of sales tax exemptions, equity and grants, etc.


	· Interest subsidy for commercial biomass power projects 

· Upto 3% interest subsidy for bio-mass/bagasse cogeneration (commercial projects)

· Capital subsidy for cogeneration projects in Joint Venture model/IPP mode in cooperative/public sector sugar mills 

· Financial assistance under the National Biomass Resource
Assessment Program (NBRAP)

	Energy from Waste
	· Easy allotment of land, supply of  garbage and facilities for evacuation, sale and purchase of power to encourage setting up of waste-to-energy projects


	· Commercial Projects: Financial assistance as interest subsidy for reducing rates of interest

· Demonstration Project: Financial assistance on capital cost of the project 

· Power Generation at Sewage Treatment Plants: 

· Financial assistance on incremental cost for generation of power from bio-gas.

	Solar Photovoltaics
	· No specific conditions for JV formation 

· 100% EOU to set up a manufacturing plant 

· Technology transfer for the manufacture of silicon solar cells and PV systems 
	· MNES financial incentives for solar PV grid connected power projects 

· IREDA financial package for solar photovoltaic (power generation systems)

· MNES Financial Incentives for Solar Photovoltaic Systems.

	Biogas
	· Central subsidy to users

· Remuneration to SEWs 

· Dealership support to Fair Price Shops 

· Organizational and infrastructure support to implementing agencies

· Technical and training support 
	· Special incentives are available for turnkey entrepreneurs in rural areas.

· Loans from commercial and cooperative banks for setting up of biogas plants under Agricultural Priority Area 

· Automatic refinancing by NABARD 


Source Ministry of New and Renewable Energy, India.

State Specific Incentives:

· A number of states have announced policy packages including banking, third party sale and buy-back. Most states have de-clared buyback rates with some escalation for each subsequent year.

· Some states are providing concessions or exemption in state sales tax. These rates vary widely from state to state and be-tween different technologies.

· Fourteen states have so far announced policies for the purchase and support of electrical energy generated from various RE sources.

· Maharashtra has set up a “green energy fund” for promoting re-newable projects.

· Eleven state regulators have under the National Tariff Policy 2006 passed orders for a minimum offtake of renewable power by distribution licencees (called RPOs; renewable energy purchase obligations).
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