Restructuring State Owned Power Utilities:
Qualitative Observations from an Indian Experience
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Rajan

Several countries worldwide are implementing reform and restructuring in the electricity supply industry.
The operating environments of utilities differ considerably between developed and developing countries. By
taking the case of Orissa State Electricity Board, this article highlights the key features in implementation
of restructuring in a developing country environment, namely, the different phases in the reform programme;
the role of government, top management, lending agencies and consultants; organizational set up for reform
implementation; and contextual specificity of the reform programme.

Introduction
Over the past two decades, several countries
worldwide have been implementing reform
and restructuring in the Electricity Supply
Industry (ESI) (Joskow 1998; Pollitt 1997). In
a broad sense, reform and restructuring
would involve any or all of the events listed
in Table 1.
Thus, for example, among the countries
that implemented reforms and restructuring,
some countries were privatizing (Chile,
Argentina, Brazil); some introduced competition in generation (Norway, Argentina,
Ukrain, US); some countries introduced new
methods of regulation (South Africa, the
A. Thillai

Scandinavian countries and parts of the US);
and some countries were both restructuring
and privatizing (UK and the State of Orissa
in

India).

Background on ESI Reform in India
In

,

India, the State Electricity Boards (SEBs)

the main organizations responsible for
electricity supply and distribution. However,
over the last four decades, the performance
of the SEBs have been steadily deteriorating.

are

Commercial losses of the SEBs had amounted to about Rs 63 billion in 1994-95 (The
Indian Infrastructure Report 1996). SEBs
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Table 1
Elements of Power Sector Reform
.

conservation

projects (World

Bank 1989).

Therefore, it,became necessary to identify
other sources of capital to finance the power
sector.

In October 1991, in

an effort to mobilize
for
private
power plant additions,
the Government of India opened up the
power generation segment for private investment. After the opening up of the generation segment to the power sector, several
domestic and international investors and
power producers showed a keen interest to
invest in the Indian power sector. By mid1995, there were 189 offers from both private
and international players to increase

resources

capacity by over 75 Giga Watts, involving a

were

characterized

by

several drawbacks,

namely, large transmission and nontechnical losses, highly subsidized and politically determined tariffs, sub-optimal use
of the system leading to high cost power and
over staffing. Because of their poor financial
performance, the SEBs could not mobilize
the necessary resources to refurbish the existing system and also expand their capacity.
This had resulted in a situation where the
SEBs came to rely on the resources of the
state government for expansion and upgrading. However, it became increasingly clear
that the state government would not be in a
position to meet the increasing demand from
the power sector through governmental
resources. Simultaneously, traditional
prominent lenders like the World Bank had
also tended to direct its funds away from
the large power projects, towards nonconventional energy sources and energy

total investment of over $100 billion. However, as it turned out subsequently, this did
not translate into investment, with several
projects experiencing delays in financial
closure. For the period 1992-97, only 17,000
MW was added against a target of 44,000
MW (Dubash and Rajan 2001).
Anticipating such a response, the World
Bank’s India region, Energy Operations

Division, organized a pre-emptive workshop

identify the reasons for
The
response.
participants in the
of
workshop, consisting members from the
State and Central government, SEBs, and
private investors, felt that the poor financial
performance of the SEBs would be a major
concern. They also noted that private investment would require an enabling environment, which will state the rules of the game
clearly and also establish a transparent process of regulating the sector.
Following the workshop in October 1992,
the National Development Council in April
1993 constituted a Committee on Power to
suggest measures to reform the power sector.
Though the Committee finalized its report
in October 1992 to

such

a
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as there was a reported lack of
in its reform related recommendations, the draft reports recognized that the
non-availability of power would be a major
constraint to development in coming years.
The draft reports also acknowledged the
problems with state run utilities and that the
SEBs should operate as commercial enter-

much

later,

consensus

prises
ance

to

improve

their financial

(World Bank 1996).

perform-

After these two steps, a larger conference
held in November 1993 to examine
alternative models of sector organization
and the restructuring experiences of other
countries that would be helpful to implement appropriate reforms in the Indian
power sector. Senior government officials
attended this conference from the State and
Central governments, ESI operators, private
power utilities and other policy-making
bodies. This conference enabled the participants to: (1) share their diagnoses of
problems of the power sector in India; (2)
review the experiences of countries that have
reformed their power industries; (3) examine
the options most suitable to India; and (4)
define an appropriate course of action.
At the conclusion of the conference, the
World Bank announced that it would no
longer finance or guarantee power sector
projects in states that were not undertaking
restructuring efforts (World Bank 1999a: 19).
The World Bank also announced in the
closing statement at the above conference
that they would provide ’structural adjustment lending to support the boldest and, in the
national context, most deserving State level
power sector reforms for disbursing World Bank
funds’ (World Bank 1993a).
Following these developments, concrete
actions were taken towards power sector
reform in India. The Government of India
was

constituted the Shankar Committee to study
the restructuring of the power sector. The
committee proposed six different models for
restructuring the SEBs (Power Line 1997).
Following the recommendations of the
Shankar committee, many states took measure to restructure their SEBs. Orissa was the
first state in India to implement a comprehensive power sector reform programme.
Subsequently the states of Haryana (World
Bank 1997) and Andhra Pradesh (World
Bank 1999b) also undertook measures to
implement power sector reform.
In recent months, the Government of India
has accorded high priority for implementing
power sector reform in various states in
India. Therefore, apart from the three states
mentioned above, several other states like

Rajasthan, Uttar Pradesh, Madhya Pradesh,
Bihar, Karnataka and Gujarat are in various
stages of implementing power sector reform.

Objective and Scope of the Article
Most of the states in India are closely following the power sector reform implemented in
Orissa, the pioneering state to implement
power sector reforms in India. In this context,
the study of the Orissa model of power sector

reform assumes contextual importance.
Being the first state to implement power sector reform, the case is also of general public
interest.

the important feathe reform implementation process in Orissa. The features
have been identified based on the research
done on Orissa power sector reform during
the period 1996-2001. Based on the study of
various documents, field observations, and
detailed interviews with key individuals (in
The article

highlights
during

tures identified
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many cases more than one interview) involved in the reform programme, this article
is an attempt to capture the essence and
provide a practical understanding of the
reform process. While there has been some
informative articles and critiques on power
sector reform in India (D’sa et al. 1999;
Gurtoo and Pandey 2001 ), there has been a
lack of literature that focuses on process level
details. This article is an attempt to fill that
gap.

Orissa Power Sector Reform

Programme

Orissa was the first state in India and also in
South Asia to implement a comprehensive
power sector reform programme. Prior to
reform, the responsibility for power sector
management and development in Orissa
was vested in the following organizations:

(1) Department of Energy, Government of
Orissa;
(2) The Orissa Power Generation Corporation ; and
(3) Orissa State Electricity Board (OSEB).
The Department of Energy administered the
electrical power sector on behalf of the Government of Orissa. It was responsible for
electrical power projects planning and development in the state of Orissa. The Department of Energy also owned some of the
hydropower generating stations which
supplied power to OSEB, for distribution to
consumers.

The Orissa Power Generation Corporation
created by the Government of Orissa in
1984 to construct and operate thermal power
plants in Orissa. It executed and operated a
thermal power station of 4 x 210 MW capwas

acity in Orissa.

It sold the electricity generated in its thermal power stations to OSEB
for distribution to the consumers.
OSEB was the main body responsible for
power sector development in the state. OSEB
was owned by the Government of Orissa and
vested with the responsibility for public
power supply in the entire state as well as
for related state level regulation. OSEB obtained the required power for distribution
either from its own generating stations, generating stations owned by the Department
of Energy, or from other power generators.
By using its transmission and distribution
network it supplied power to the end consumers.

The process of power sector reform started
1993, when the Government
of Orissa had discussions with the World
Bank to improve the operational and financial performance of OSEB and enable Orissa
to attract private investment for power
development. These discussions resulted in
an agreement between the Government of
Orissa and World Bank to implement the
power sector reform programme in order to
secure funding for the sector. The reform
programme was subsequently reviewed and
approved by the Chief 1Minister and Council
of Ministers of Orissa.
in November

Components of the Orissa Power Sector
Reform Programme
The Orissa power sector reform programme
comprised the following components (World
Bank 1996):

restructuring of OSEB by Corporatization

and Commercialization: This involved
unbundling and structural separation
of generation, transmission and distri-
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o

o

o

bution into separate services to be provided by separate companies.
Privatization: Through private sector
participation in hydro generation and
grid corporation, and privatization of
thermal generation and distribution.
Competition: Procurement of new generation through competitive bidding.
Separate Regulation: Development of an
autonomous

power sector

commission.
o

regulatory

of electricity
tariffs at the bulk power, transmission
and retail levels.

Tariff Reform: Reforming

Executing the Reform Project
The assistance of donor agencies for the
Orissa power sector reform programme was
directed through three specific projects:2
Part A: Reinforcing and rehabilitating the
Transmission and Distribution (T&D)
systems
and developing private power distribution.
Under this category investments were to be
made to rehabilitate Orissa’s Transmission
and Distribution (T&D)
system, to reduce the
of
level
system losses, and
prevailing high

statewide metring and other Demand Side
Management investments. The objective of
this part was to improve the efficiency of
power supply and consumption in Orissa
through better load management and electricity conservation.
a

Part C: Institutional Development, Training and
Technical Assistance project.
This project assisted Orissa in implementing
the power sector reform programme and
supported the institutional development of
the newly created organizations. Institutional Strengthening Project consisted of
activities such as organizational development, corporate planning including financial
and accounting systems, developing commercial systems including metring, billing,
collection, and power purchase agreement
administration, design and implementation
of management information system, human
resources

development including training

and staff rationalization, and load despatch.
The total estimated base cost for the project
was US$740 million. The estimated costs of
each of the above parts are given in Table 2.
Table 2
Cost Estimates of Orissa Power Sector
Reform Programme33

develop commercially viable, efficient
utilities. This component funded the T&D
projects of the Orissa power sector during
the year 1997-2003. The T&D
projects
covered 400 kV, 200 kV and 132 kV transmission lines and substations; 33 kV, 11 kV
and 0.4 kV sub-transmission and disto

tribution lines; and substations, capacitor
banks, and implementation of a programme
for the reduction of non-technical losses.
Part B: Demand Side

Management project.
project supported GRIDCO’s and the
electricity end users’ programme to carry out

This

The reform programme was assisted by
various international agencies like World

Bank, Asian Development Bank, Depart-

ment

for International
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after reform is given in Table 4. A chronology
of important events and milestones in the
Orissa reform programme is given in An-

Table 3

Financing Pattern of the Orissa Power
Sector Reform Programme (US$ million)4

nexure 1.
As a part of reform programme implementation, Orissa Power Generation Corpor-

ation, the

Government of UK. The expected funding
pattern for the power sector reform programme is given in Table 3.
Orissa Power Sector after Reform
The power sector in Orissa changed significantly after reform. A comparison of the
structure of Orissa power sector before and

state owned thermal Generation

Corporation, was privatized in 1997. OSEB
was vertically unbundled into separate companies for generation, transmission and distribution. All the hydropower generating
plants of the Department of Energy and
OSEB were vested with Orissa Hydro Power
Corporation. The transmission assets of
OSEB were vested with the Grid Corporation
of Orissa. The Grid Corporation of Orissa
was responsible for transmission, coordination of system planning and operations and
bulk power procurement. Though the Government of Orissa initially owned the Grid
Corporation and the Orissa Hydro Power

Table 4
A

Comparative Chart of Orissa Power Sector
before and after Reform
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Corporation, they were gradually expected
to attract private participation.

Four distribution zones were created for
power distribution in Orissa. An important
component of the reform programme was
the privatization of distribution. As a first
step towards privatizing distribution, Grid
Corporation of Orissa entered into a management contact called the Distribution Operations Agreement, with Bombay Sub-urban

Electricity Supply Company, a private sector
utility, to take over the power distribution
in one of the distribution
1996. According to this

zones

in 1 October

arrangement, the

private utility was responsible for distribution of energy, maintenance of the distribution system, and collection of electricity
dues in the Central zone. Though the initial
distribution agreement was for a period of
three years from October 1996, Grid Corporation of Orissa cancelled the agreement in
April due to drawbacks in certain contractual provisions in the Distribution Operations

Agreement.

After the failure of the Distribution Operations Agreement method for introducing
in distribution,
the Government of Orissa decided to privatize distribution, forming the four zones

private
as

sector

participation

separate distribution companies. The four

companies were incorporated as subsidiaries
of the Grid Corporation in November 1997
and four new Managing Directors were
appointed for these four companies during

March 1998.5 Privatization was introduced
in distribution, by offering 51 per cent of the
equity in these companies to private investors. The investors were selected through
international competitive bidding on the
basis of their financial and technical
capability, track record and commitment to

the improvement of the electricity distribution system. Though the investors were
to be given full managerial autonomy, they
were required to honour the terms and
conditions of employment of employees of
the distribution companies. After privatization, Grid Corporation would hold 39 per
cent of the equity in the distribution companies, while 10 per cent of the shares was
for the employees, which was held by the
Employees Welfare Trust. The privatization
process for the distribution companies was
completed in the first half of 1999.
New legislation was enacted to govern the
power sector of Orissa after reform. An autonomous regulatory commission called the
Orissa Electricity Regulatory Commission
was constituted for power sector regulation
in the state. To ensure autonomy of the regulatory commission, the commission members were to be chosen on the basis of their
ability, integrity and standing, who had
adequate knowledge and experience in
dealing with problems relating to engineer-

ing, economics, commerce, accountancy, law,

or administration (The Orissa Gazette 1996).
The commission was constituted to ensure
the operational, managerial, and financial
autonomy of the new utilities in Orissa’s
power sector to promote transparency, efficiency, and economy. After the constitution
of the regulatory commission, the role of the
Government of Orissa was restricted only to
policy-making and planning for the sector.
Many issues that were earlier under the
purview of the government, like power
tariffs, were brought under the purview of
the regulatory commission. Though the
Government of Orissa still had the powers
to direct subsidies through reduced tariffs,
it needed to compensate the licensee to the
extent of those subsidies.
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activities that need to be accomplished in
different stages of the reform programme.

Key Elements in the Restructuring Process
Different phases of the Reform Programme

Managing a strategic move like restructuring
consists of a large number of activities. All
these activities take place over a period of
time and not all of these are undertaken
simultaneously. The activities that are undertaken at any point in time will depend on
the progress made in restructuring. In the
case of implementation of Orissa power
sector reform programme, three conceptual
phases could be broadly identified, each of
which was characterized by different activities, tasks and events (Thillai Rajan 2000a).
The three conceptual phases are indicated

below:

(1) Impetus Phase: It is defined

as that
which
the
momentum
period during
for change originated and got

strengthened, thereby providing

,

a

definite thrust for reform.
(2) Reorganization Phase: It is defined as
that phase of the reform programme
that was characterized by structural
changes in the power sector, resulting
in

a new

industry structure.

(3) Consolidation Phase: It is defined as

phase during which the new
organizations that were created by
restructuring are strengthened to
make them financially and commercially viable companies.
that

Such

conceptual division of the reform
implementation into different phases with
each phase characterized by different activities, tasks and events, would provide a clear
direction to the policy maker on the various
a

Commitment and continuity of support
from the Government
The critical feature of the Orissa power sector
reform has been the commitment and continuity of support from the Orissa Government. In India, though electricity was both
a central and state subject, the primary

responsibility for power sector development

in the state rested with the state government.
Therefore, the role of the state government
is important in the implementation of reform

and restructuring.
The power sector development in Orissa
had in the past accounted for a significant
share of plan investment of the Government
of Orissa. During the period 1974-94, power
sector accounted for more than 30 per cent
of the total plan investment of the Government of Orissa.
Apart from the planned investments, the
Government of Orissa also provided subsidies to OSEB to compensate for the shortfall in revenue and also to ensure that OSEB
achieved the stipulated 3 per cent rate of
return on net fixed assets as stipulated in
the Electricity Supply Act. The subsidies
provided by the Government of Orissa to
OSEB had also accounted for a significant
share of the total subsidies provided by the
Government of Orissa to State Public Enterprises and Boards. The average share of the
subsidy to OSEB over the years 1989-93 was
30 per cent. Further, the subsidy to OSEB
showed an increasing trend from 19.9 per
cent in 1989-90 to 30.9 per cent in 1992-93.
Thus the power sector of Orissa accounted
for a significant and increasing share of the
Government of Orissa’s resources. Accord-
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ing to the World Bank, such large spending

of investments and subsidies in the power
sector had contributed to the fiscal deficit of
the state and had also affected the Government of Orissa’s spending in social sectors
like health and education.
As indicated by the World Bank, the Government of Orissa had taken a number of
important initiatives since 1991 to reverse
this situation. Some of them are:

(1)

Significant tariff adjustments for
OSEB, accompanied by a number of

improve OSEBs’s colperformance and financial
position. 6,7
(2) Decision to allow and actively pursue
private investment first in power genmeasures

to

lection

eration and later for distribution.
Provision was made where the private
generators, which included the industrial captive generators, were allowed
to sell not

only to OSEB, but also to
distribution companies.
an interim step towards privatization, a decision was taken to limit
state power investment to transmission and distribution, leaving new
generation for private investment
from 1994.

the
(3) As

new

These initiatives provided the initial indications on the willingness of the Government
of Orissa to privatize power generation and
distribution. The strategy and means for
achieving the goal became defined and
translated into an operationally effective
implementation plan during the negotiations
with the World Bank for the power sector
reform programme in 1994.
Apart from the intention of the government, reform and privatization programmes

need

strong support and direction from the
government (Megginson et al. 1996). During
the interviews, the World Bank, top management, and the consultants were forthcoming

in underlining the commitment demonstrated by the Government of Orissa to implement the power sector reform. According
to the World Bank, the commitment was
evident in the Chief Minister’s communication to the World Bank in November
1993. The commitment expressed by the
Chief Minister towards power sector reform
in Orissa was quite strong, and the World
Bank did not demand any further statements
or assurances on the Government of Orissa’s
commitment to reform and interest in
obtaining World Bank assistance to help
implement its reform programme.8
The commitment to the reform programme had also been demonstrated by the
government by implementing difficult and
typically unpopular measures like tariff
increases, which is a prominent feature of
power sector reform programmes in developing countries (Joskow 1998). The Government of Orissa made a series of tariff
adjustments, increasing its average power
tariff by about 67 per cent between August
1993 to August 1995. As a policy measure,
the Government of Orissa from 1993, had
adopted a policy of annual tariff adjustments
of 15 per cent. According to the government,
these tariff increases were structured in such
a way that though these adjustments raised
the average tariff revenue well above the
rates of inflation, it was acceptable within
the political realities. The series of tariff
adjustments prevented adrupt tariff increases following reform, which could have
made the implementation of the reform

programme

politically difficult.
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The Government of Orissa also ensured
that the implementation of the reform programme sustained its initial momentum by
appointing senior level officials of the government who had adequate authority to
make major policy decisions and commitments on behalf of the government. As
indicated by the World Bank, such high level
representation ensured that there was adequate government monitoring and support
for the programme.
An underlining feature of the commitment
from the government towards reform can be
seen in the continuity of the support of the
government toward reform even when there
was a change in government in 1995. The
Chairman of GRIDCO indicated that this
continuity of support from the government
throughout the process, even when there was
a change in government in between, was
critical for the successful implementation of
reform. Apart from directly supporting the
reform programme, the government also
demonstrated its support in several ways
like appointing a strong leader who was
supportive of restructuring as the Chairman
of OSEB, by not interfering in the day-to-day
operations of the utility (a statement which
was supported by the operating management of GRIDCO), appointing a supportive
bureaucracy for the reform and restructuring
process, and showing its willingness to implement politically unpopular decisions like
tariff increase.
Though the direct financial assistance of
the Government of Orissa has not been as
large as indicated in Table 3, it provided
various support measures. For example, to
avoid any immediate tariff increases that
arose because of revaluation of assets, the
revaluation related liabilities9 were transferred as zero coupon partially convertible

in order to mitigate the burden of
interest for the newly created entities in the
initial years. Further, all loans raised by
GRIDCO carried the guarantee of the Government of Orissa for repayment, which
helped it to raise funds at lower rates of
interest.

bonds,

Creation of a Distinct Reform

Project Organization

During the process of restructuring, the
utility should collect information from the
field units and departments, provide this

information to the consultants, interact with
the consultants and address their information requirements on a day-to-day basis, and
coordinate with other external agencies like the
lending agencies and the government. There
is a need to create a separate organization to
undertake these activities, as the employees
of the utility may not be able to devote
adequate attention to them, if they have to
undertake these activities in addition to their
day-to-day responsibilities. Creation of a
temporary reform project organization that
is responsible for reform related activities
would ensure that the reform related tasks
are given importance in the organization.
In Orissa, and exclusive reform project
organization was set up to implement the
reform programme. The reform project
organization consisted of a Streering Committee, Task Force, Working Groups and the
Reform Project Management Group. According to the consultants and the World Bank,
the reform project organization played a
significant role during the transformation
stage, till the new entities created as a result
of the reform process started functioning.
The Steering Committee was the apex
body responsible for implementing the
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reform programme. It comprised senior level
bureaucrats and was chaired by the Chief
Secretary, Government of Orissa. The Steering Committee was set up to provide guidance and quick decisions on policy matters
during the preparation and implementation
of the reform programme. The Task Force
was chaired by the Energy Secretary, with
the stated objective to pursue implementation of the policy decisions taken by
the Steering Committee. In functional terms,
as one of the Task Force members stated, this
involved monitoring day-to-day work and
to provide quick decisions on all reform
matters (excluding policy matters) to the
various consultants and advisors that would
be engaged to help implement the reform
programme.
The Working Groups were appointed to
study different aspects of the power sector
that needed study from the point of reform
and restructuring. There were nine Working
Groups with approximately four to five
members in each group. The Working
Groups were staffed with retired chief engineers and members of OSEB, who served as
full time members of the group. The full time
members were also assisted by consultants.
As the reform project manager said, the objective of this exercise was to gain from the
vast experience of the members, which could
provide a lot of ideas. Further, according to
the Chairman of OSEB, the members were
also available full time and they did not
waste any time in teaching themselves.
Apart from the full time members there were
also some part time members of the working
group who were employed with OSEB. Such
part time members helped in accessing data
from the organization, whenever it was required. Working Groups did not have the
power to take decision, but studied the vari-

issues and prepared proposals or alternatives to the Task Force which took the
ous

decisions.
In addition to these bodies, there was also
another group called the Reform Project
Management Group, which coordinated the
activities of the various Working Groups and
consultants. It was headed by the reform
project manager, who was previously the
Chief Engineer (Power Projects Planning and
Development) in the Government of Orissa.
According to the World Bank, appointing
such a senior officer to the post of reform
project manager, exclusively for the reform
programme with no additional responsibilities, demonstrated the commitment of the
Government of Orissa towards the power
sector reform. Apart from the reform project
manager, the Reform Project Management
Group was also staffed with four Superintending Engineers. It was generally felt
that staffing the Reform Project Management Group with such senior officers led to
quicker day-to-day decisions as they had a

greater purview.
Further, any procurement of support
resources

for the reform

project manager or

handled on an
Working Groups
with
in
the philbasis
expedited
keeping
culture
and
osophy of reform to create a new
a more responsive industry structure. The
Reform Project Management Group played
a key role in getting the endorsement of the
for the

new

was

government for the reform programme,

following the elections in 1995. The reform
project manager described how the group

ensured the support of the new government
for the reform programme:

Half way through
changed, we were
new

government
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programme

objective

Minister.

or

was

to

not

get

for

the

month. The
approval of the Chief

about

a

Initially we targeted the people close to the
Chief Minister to lobby for the reform programme. So we brought people who were close
to the Chief Minister to the reform programme
office and gave them presentations about the
benefits of the reform programme, so that they
convince the Chief Minister about the benefits
of the reform programme.
Next we directly approached the Chief
Minister. We had several rounds with the Chief
Minister to win over his confidence. We made
appropriate financial projections of the reform
programme and indicated that if reform and
restructuring could go through, then the power
sector would require less and less government
support. The SEB will be able to improve its
performance and would also provide substantial dividend to the government. We also
told him that Orissa could get an investment
of about Rs 100 million from the World Bank,
other multilateral agencies and private investors in the power sector.
Through such sustained lobbying we were
able to obtain the support of the Chie f Minister.
The Chief Minister then used the same argument for getting the support o f his cabinet colleagues for the reform programme.

Active Role of the lending Agencies

The

lending agencies

played

an

like the World Bank

active role in the entire process.

In recent years, the World Bank had played
a leading role in
implementing power sector
reform in developing countries (Nelson
1996). For example, in the four-year period

between 1992-96, the World Bank made
US$ 9.5 billion in loans to 61 power projects

total cost of almost US$ 40 billion.
Virtually all the 61 power sector projects required reforms by the borrowing country.
Most required the restructuring of the concerned electric utility in some form and 48
of them required the borrowing country to
raise or rationalize electricity prices (Strickland and Sturm 1998).
The World Bank has been a prominent
lender in India too. During the period 198596, the World Bank had approved an assistance of about $4,718 million to the Indian
power sector. In 1993, the World Bank formulated new policies for power sector lending (World Bank 1993b). According to this
policy, the World Bank provided loans only
to those utilities which functioned on commercial lines, or which were committed to
improving the performance of the power
sector through reform. It had been previously noted that such policy conditions
attached to multilateral and bilateral assistance had played an important triggering role
in initiating and implementing reform in
with

a

many developing countries (Commander
and Killick 1988).
For implementing reform in Orissa, the
World Bank had provided assistance to the
tune of $350 million out of the total estimated
requirement of about $1,000 million. The
conditional assistance of World Bank lending
has played an important role in implementing Orissa power sector reform. According
to the World Bank, to ensure that there was
no reversal of initiatives taken towards
power sector reform in Orissa, it insisted that
the State Government take certain irreversible decisions before finalizing the loan
agreement. Table 5 lists the conditions that
needed to be met before availing the assistance of power sector reform.
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Table 5
World Bank Conditions to be Met
before Availing Loan

which are
reform and

embarking

on

the process of

restructuring.

Top Management as Catalysts of Change

Describing the rationale behind this action,
a World Bank mission member explained,
the loan agreement was signed we
ensured that some irrevocable changes are
made in the Orissa power sector. For example,
we insisted that the OERA was enacted. But
though there is still scope for the government
to nullify the act, the process is difficult, as it
has been passed in the Assembly. So this was
a change which cannot be easily reversed. The
loan agreement was signed only after these
changes because it created the right environment for the new utilities to function.

Before

from its conditional assistance, the
World Bank, through its various mission
teams, continuously monitored the progress
in the reform programme, to ensure successful implementation of the restructuring. As
per the Bank, successful implementation in
one state becomes important to other states,

Apart

The extent of change required in the new
entities following restructuring was enormous, as they had to change themselves in
the way they did business. For example, after
restructuring, Grid Corporation had to function in a commercial manner. While OSEB
had no concept of a customer focus, Grid
Corporation had to focus on the customer,
which necessitated it to be more flexible and
responsive when compared to the bureaucratic OSEB. To enable the organization
change, many changes were required to be
implemented in the systems, processes and
structure of the organization. Implementing these changes required leadership,
active support and involvement of top

management.

of Orissa power sector reform
programme, the Chairman of OSEB and
subsequently the Chairman and Managing
Director of GRIDCO, Mr M.Y. Rao, provided
strong support and impetus for the programme. Though there were several people
who had played a key role in the reform
programme, almost all the respondents
during the interview acknowledged the key
role played by M.Y. Rao. As some of the
In the

case

respondents said,

It was M.Y. Rao who pushed the organization
into reform.

The reform programme gained momentum
only after M.Y. Rao was brought in.
M.Y. Rao was known as a strong administrator.
He was well known as a non-political chap.
He does not oblige people and does his job.
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The

Energy Secretary remarked,

M.Y. Rao had a vision. He was the Chairman
of OSEB during 1990 for a short time. He
straightened up a lot of things during that
period. He also had a background in doing such
restructuring exercises. A purely technical

person would have found it dif ficult to handle
such an exercise. One needs a leader and he
turned out to be an appropriate candidate for
the job.
Another respondent from the lending agency

added,

M.Y. Rao showed total commitment for the
reform project. He was a tremendously power-

ful character and was also scrupulously honest.

Apart from the Chairman of OSEB, the other
members of the Board were also supportive

of the reform programme. The Chairman

responded,
I had the support

of the others members of the
Board. Without their commitment we could
not have gone far. The reform programme was
discussed and it was a consensus decision at
the Board level.
The Chairman involved himself actively in
various activities pertaining to the reform
programme. He organized various meetings
to explain the importance of reform and
restructuring to the field offices. For example, the various Working Groups needed
a lot of information from the divisions and
field units. But the necessary data was not
forthcoming from the field units. The field
staff was reluctant to provide the required
information to the Working Group members
because the latter were not OSEB employees,

and also that activity was not part of their
regular duties. The Chairman issued a letter
to the field units, instructing them that they
should provide the necessary-data asked for
by the Working Groups and that it is part
of their regular duties. And when some of
the divisions did not adhere to the request,
the Chairman intervened directly to expedite
the submission of the required information.
Respondents from the consultants and
the World Bank had also confirmed that
the reform programme got full support of
the top management. Because of the commitment of the top management, the commitment down the ranks was also easier to
obtain. The Chairman of OSEB recounted
the nature of various activities performed
by him during the reform programme as
follows:

During the period when the Working Groups
functioning, my role was more of that of
a facilitator. 50 per cent of the time I was functioning as the chairman of OSEB and the remaining as a chief executive who was heading
an organization in transition. There was a
theoretical concept cf reform that was put forth
by the World Bank and consultants and then
there were the ground level realities of reforming the organization. I acted as a link between
them. This went on practically upto 1996. But
after restructuring most of my activity was
concentrated on the nitty gritties. I was
engaged in realizing the electricity dues, metring the connections so that we can get money
were

into the system. I had spent about 70 per centt
of the time on the operational issues.

Extensive Involvement of Consultants
The engagement of professional consultants
to assist in the restructuring process was

Downloaded from gbr.sagepub.com at GEORGE MASON UNIV on June 5, 2016

91

another

important

process. In Orissa,

a

feature of the reform

the

consortium of manage-

Chairman, the main objectives for hiring
consultants were two fold: first, the consult-

ment, financial, economic, legal, regulatory,
engineering and environmental consultants
had been engaged at various stages of the
reform programme to help the government
implement the reform programme. Table 6
gives a list of various consultants who were
involved with the reform programme.
The Chairman of GRIDCO and the Reform
Project Manager indicated that the consultants played an important facilitating role in

restructuring process. According

to the

brought to the project the experience of
having done it before. An organization does
not undertake a process like restructuring
often. Therefore, it lacks the in-house experience to manage the process. Second, they
bring dedicated resources for the project. For
example, OSEB had to undertake its routine
functions of generating and selling power to
ants

the

consumers.

Table 6
Consultants Involved in the Reform

It

Programme
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dedicated staff for the project, as there was
a shortage of highly qualified staff.
Most of the consultants who were involved in the reform programme were
foreign consultants. The Energy Secretary

remarked,

We had to appoint foreign consultants for the
project because there was no consultant in
India with a direct knowledge of the reform
programme. The consultants who were engaged for the power sector reforms in Orissa
had played a key role in implementing reform
in other countries like UK, Guatemala and
Argentina. By this process of hiring foreign
consultants, the Orissa reform programme had
gained by the experience of these consultants
who had actually worked on the reforms in
other countries. By such prior experience, the
consultants exposed the managers of OSEB to
international practices, and trends in the

electricity industry.

Apart from formulating the reform plan, the
consultants also helped in the process of
privatization. The Chairman of Grid Corporation of Orissa said

tkat,

Consultants did the work that Grid Corporation of Orissa should have done in the first
place, but did not do. They created a database
of all personnel in the organization. They did
a comprehensive valuation exercise of the assets
of Grid Corporation of Orissa and compiled a
lot of data, zuhich was necessary for attracting
private investment. Private investors needed
to know the value of the business before investing. These are activities which the Grid Corporation of Orissa should have done, but did
not do.
But in certain areas they gave us good
inputs where we did not have much previous

experience like designing a good managementt
information system format and the creation of
Project Management Unit. They prepared
various documents for contracting of works,
award of works, and manuals for supervision.
Though we had some experience in some areas
like tender specification, the wider experience
of the consultants was definitely useful.
They also exposed us to the complexities of
privatization. They helped us to systematically
prepare data, and the various contractual
documents that were necessary for privatization. They followed a procedure that was more
rigorous. The substance and the process of
doing things proved to be a good experience.
There was a general change in the environmentt
of the organization a fter the employees got used
to the working of the consultants.
The consultants also ensured that the various
change measures implemented as a part of
the institutional strengthening exercise were
sustained in the new entities. To ensure that
the various change measures get implemented, the consultants worked very closely
with the employees of the new companies.
Several consultants were sent on secondment
exercises to the new entities, where they
worked as employees of these entities, to
facilitate the change process. According to
the consultants, these secondment exercises
ensured that there was adequate transfer of
skills between the consultants and the
employees of the utilities. As a consultant

remarked,

change is sustained in the
organization,
right there working with
them and monitoring them. During this process, we provided them hands on training. As
a trainer we took the role of both a worker and
To

ensure

that

we were
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facilitator. Initially, we showed to the employee by doing it ourselves as to how things
could be improved. Once the worker observed
a

success, then we

allowed the worker to do it
and
stood
back and acted as a
for himself
facilitator in adopting the new practices.
Institutional Strengthening of the New Entities

It has been noted from the experience of
privatization that prior to the sale of public
enterprise to the private sector, many governments make a drive to improve the performance of the enterprise. Jackson and Price
(1994) call this process ’fattening the calf
before taking it to market’. The process of
restructuring resulted in the creation of separate entities for generation, transmission
and distribution. The newly created utilities,
namely, Orissa Hydro Power Corporation
and Grid Corporation of Orissa, inherited
the poor management systems and processes
of OSEB. The end objective of the reform
programme as stated by the Orissa Government was to privatize the newly created
entities from OSEB. To ensure successful

privatization, the institutional strengthening’° of the new entities were to be
undertaken so that they can function as
independent, viable, stand alone entities.
The institutional strengthening activities in
the new companies broadly focused on:
Organization structure and processes, Management Information Systems, Financial
management and planning, Personal management, staff development and training.
The institutional strengthening activities

undertaken facilitated the transformation of
the new entities to enable them function as
commercial entities. Thillai Rajan (2000b)
describes in detail the various strengthening
measures introduced in the new entities.

Formulation of Restructuring Programme should
Suit the Local Operating Environment
The utilities worldwide operate in different
environments. Therefore, the restructuring
programme has to take into account the
environment in which the utilities operate.
For example, while downsizing may be
effective for utilities operating in developed
countries, any restructuring effort that involves downsizing would be difficult to
implement in a developing country like
India. Similarly, while stricter performance
standards may be achievable in the developed countries, such measures may not
be possible in the developing countries in the
short-term because of the weak existing
network.
The constraints under which the utilities
operate in developing countries like India
are very much different from what exists in
developed countries. For example, the SEB’s
restructuring in India does not have the free_ dom to reduce manpower as compared to
the practices adopted in developed countries. For instance, when Tasmania Electricity
undertook restructuring, it reduced its staff
from over 5,000 to about 1,600 (Nelson and

Dowling 1998).

There are several points in which the
Indian power sector would differ from the
power sector in developed countries. Explaining the difference between the two, a
senior general manager of Grid Corporation

said,

In the

developed countries there are very low

outages, may be about 8-10 hours a year. But
here

have about 8-10 days a year. The
is
system so robust in developed countries, thatt
it can withstand any sudden power fluctuations. Such conditions are not prevalent here.
we
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In India, there have been cases where there was
no power supply for 24 hours. If such a situation occurs in the Western countries, the
utility has to pay compensation to the consumer. Again, if the utility company does not
respond to a consumer complaint, then it has
to pay a penalty. These things cannot be
adapted here easily. There the growth rate is
very low, as already most of the consumers
have got electricity connection. But ourgrowth
rate is high, as significant electricity connections are yet to be made.

During the interviews, the consultants indicated that they had to take these factors into
consideration while formulating the reform
plan. While formulating the reform plan,
they worked closely with the working
groups of the reform project organization,
which complemented their international
experience with knowledge of the Indian
power sector. The consultants coordinated
with the working groups while formulating
the reform plan, so as to make it suitable to
the conditions in Orissa. The international
consulting firms also hired Indian consultants, as they had indicated, to complement
their understanding of local context, culture
and practices.
Similarly the change efforts during institutional strengthening were designed in such
a way that they were appropriate to the context and needs of the new entities. As said
by one of the reform consultants, in most of
the cases they took the existing practices of
OSEB and tried to improve upon them rather
than bring in totally new practices. They
actively sought the involvement and participation of the employees in the entire process.
The consultants also took 30 of the top
managers of Grid Corporation and Orissa

Hydro Corporation on professional develop-

ment tours abroad to observe some of the
companies where electricity sector reforms

undertaken. The objective of these
tours, as indicated by the consultants, was
to sensitize the top management to the
reforms in Orissa, leading to their support.
were

Summary
The main objective of the article is to capture
the essence of restructuring and provide a
practical understanding of various actions
and processes. Further, since the main component of the reform programme, viz.,
privatization of distribution, was completed
only by the middle of June 1999, it is premature to evaluate the benefits of the reform
programme. There was also an unfortunate
setback to the process of reforms when
Orissa was ravaged by two devastating
cyclones in quick succession following
privatization of distribution. The damage
caused to the transmission lines and substations is the state had been estimated at
Rs 3,000 million. However, there have been
some indications of improvement in the
quality of service.’1 Consciously, this article
has not evaluated the benefits of the reform
programme, but limits the discussion to just
the significant features identified during the
implementation of Orissa power sector reform programme. Power sector reform is
here to stay. It is hoped that irrespective of
whichever model of reform is being implemented, understanding the features highlighted in this article would facilitate the
policy makers and management practitioners while implementing reform in their

respective

states.
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7786/E, Department of Energy, Govof Orissa, Bhubaneswar, 20 April 1995.
Staff Appraisal Report of Orissa Power Sector
Restructuring Project, The World Bank, 19 April
1996.
Staff Appraisal Report of Orissa Power Sector
Restructuring Project, The World Bank, 19 April
1996.
The World Bank, South Asian Region, News Release
No. 96/35 SA.
The GRIDCO Newsletter, March 1998.
A news report in The Statesman dated 2 June 1997
states that in an attempt to curtain theft, GRIDCO
identified high profile but non paying consumers
and such consumers were made to pay more than
Rs 115 million.
Several improvements were noticed as a result
of the various measures taken. For example, in
Bhubaneswar alone, computerization of billing
activities resulted in the collections increasing by
33 per cent in 1999 as compared to the previous year.
This had indicated in the World Bank Aid Memoire
dated 28 November 1993.
The fixed assets of OSEB and Government of Orissa
were revalued before they were transferred to the

1. Circular No.

entities. According to the Government, the
reason for the revaluation of the fixed assets
were to realize a more realistic value for its past
investments at the time of privatization. In the case
of OHPC, the assets were revalued by about 300
per cent before transferring it to OHPC. In the case
of GRIDCO, the assets were revalued by about 200
new

main

per cent before

ernment

2.

3.

4.

5.
6.

7.

8.

9.

being transferred to GRIDCO.

10. The process of institutional strengthening seeks to
improve the operational efficiency and performance

of

a

structure.

given organizational or institutional
Department for International Develop-

ment, Government of UK, defines institutional
strengthening as, ’a process which facilitates and
assists change in organizations, typically through
reform and development of systems, structure, staffing
mix and skills, strategic planning and shared values,
taking account of the wider external environment in
order to improve the effectiveness and efficiency with
which the organization fulfils its mission.’ (Austin

1994).

11. Anecdotal evidence on this is given in the various
Grid Corporation of Orissa newsletters between the
period May-December 2000. For example, the
distribution companies have been successful in
restoring supply within 24 hours of reporting of
fault for close to 100 per cent of the cases when the
minimum standard prescribed by OERC was only
80 per cent. Similarly, while the distribution

companies

are

expected

to

provide

new connec-

within 40 working
days of date of application in 85 per cent of the
cases, the actual achievement is greater than 98 per
cent by all the distribution licensees.
tions to domestic

consumers
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ANNEXURE

Chronology of Important Events and Future Milestones in the Reform Programme
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