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INTERNATIONAL
EXPERIENCE

Towards a reliable and sustainable electricity distribution industry
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international management consulting firm that he founded in 1984. Over his
career in the power sector, he has advised donors, governments, regulators,
private energy companies, and utilities on interventions to increase access of
modern energy as a way to encourage economic and social development. His
areas of expertise include power sector reform and restructuring; power market
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interventions to improve both access and quality of electricity supply and service
to consumers. His international experience spans over all continents and some
85 countries worldwide.

In Sub-Saharan Africa, he has advised power utilities and regulators in some 25
countries and regional organizations such as SAPP, EAPP, RERA, AFUR, Nile Basin
Initiative, and SADC.
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School of Business, University of Pennsylvania; has a B.S. Degree in Electrical
Engineering/Physics; an M.S. Degree in Applied Technology; and a Ph.D. (abd) in
Applied Physics. He was a UNESCO Fellow in Denmark and Fulbright Fellow in the
U.S. Mr. Shrivastava has been a keynote speaker and speaker at major regional
and international energy conferences worldwide. During his career, he has
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governments and private companies worldwide.
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Preamble

Considerable international experience in the reform and
restructuring of power industry over 3 decades

U.S. power sector has generally been in the private sector -
restructuring included corporate unbundling of distribution
from generation and transmission

Rural Electric Cooperatives (RECs) in the U.S. grew very well -
Key elements are consumer ownership, management, and
operation of electricity distribution

European experience very relevant to Southern Africa and
Namibia

Bangladesh stands out as an early example of distribution
reform with the establishment of the Rural Electrification
Board (REB) along the US REC Model
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WHY IS DISTRIBUTION
REFORM SO CHALLENGING?

« Government’s unwillingness to relinquish ownership and
control - Asset Valuation and Transfer

« Distribution is closest to the consumer in the electricity
supply chain - making it a demanding task

« Complexities of tariffs and subsidies - Reconciliation of
enterprise fiscal responsibility and governments’ social policy

« Taxes, VAT, and local government surcharges imposed by
governments on the unbundled distribution entities

« [Institutional capacity, skills, and governance challenges
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1. Genesis of Electricity
Distribution Reform

Poor performance of state-run electricity distributors in terms
of high costs, poor to moderate service quality, inadequate
expansion of access to electricity services, and unreliable

supply

Inability of the distribution companies to meet the investment
and maintenance costs of the electricity industry to keep pace
with the increasing demands for electricity resulting from
economic development in other sectors of the economy

Rapid changes in technology offering opportunities to
improve electricity distribution and service quality through
a sound distribution reform and technology deployment
process
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1. Genesis of Electricity
Distribution Reform

 Need to remove electricity sector subsidies to release limited

resources for other areas of public expenditure

« Desire to raise revenues for the governments through the sale

of state assets and services

« Demonstration effects of the pioneering distribution reform

initiatives in Chile, England, Wales, and Norway in the 1980s

* Pressure for reform from international financial institutions

and donor agencies such as the IMF and World Bank, through
their 'lending for institutional reform' programs and linking of
loans to sector performance.
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1. Genesis of Electricity
Distribution Reform

« Reforms/restructuring in the power sector have generally been

based on private participation, regulatory strengthening, and
competition in the sector.

« Subsidies in power distribution have been common for the last

three decades throughout the developing world.

« While in all cases the principal goal has been to target subsidies

to the most-needy segment of the consumers, subsidies have
often been politicized and misappropriated.

« Subsidies cost the governments in terms of fiscal costs, budget

shortfalls, and balance of payments, etc. Therefore, the goal
should always be to avoid subsidies in the first place and
eventually phase them out if they were required for social good.
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1. Genesis of Electricity
Distribution Reform

« Subsidies in power distribution mostly result from poor
collections, faulty billing, and illegal connections and do not
have economic justification. They must be reduced and
eliminated as a matter of sound sector policy.

« Tariffs, under-pricing, and connection charges need to be
rationalized to gradually move towards cost recovery and
reduction of subsidy.

« Cross-subsidies for connection charges between different
classes of consumers can help but not much if the connection
charges are too low to begin with.
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1. Genesis of Electricity
Distribution Reform

« Subsidies should be fully transparent and there should be a
clear system of accounting the costs and economic/social
benefits of subsidies.

« Clearly articulated government policies coupled with extensive

stakeholder communication and an efficient administration
can be effective ways to reduce subsidies without causing
strong public protests or wide-scale unrest.

 Programs aimed at strengthening the economic empowerment

of needy consumers should be implemented to gradually
remove subsidies. Collaborative approaches often produce the
best results.
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2. Experience with Electricity

Distribution Reform - 1990’s
Model Theory of Change

Source: Rethinking Power Sector Reform in the Developing World, The World Bank 2020

Regulation (through the creation of an autonomous and
independent regulatory entity)

“l

Restructuring (entailing corporatization and full vertical
and horizontal unbundling of the central utility)

/ PHOTO CREDIT:A

Private sector participation (particularly in
generation and distribution) to improve

efficiency and reduce financial burden on
the governments
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2. Experience with Electricity

Distribution Reform - 1990’s
Model Theory of Change

« Competition (ultimately in the form of a wholesale power
market).

 The 1990s reform model was based on the premise that
reforms would lead to beneficial behaviour change among the
key sector actors, resulting in improved sector performance.

« By 2015, the adoption of Sustainable Development Goal 7
(SDG7) and the Paris Climate Accord had broadened the policy
objectives for the power sector, bringing a new focus on
electrification and decarbonization, goals that had not been
envisaged in the 1990s.
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3. Key Findings -
Lessons Learned

« Relying on a rich new evidence base, a World Bank study looks
back over 25 years of experience with power sector reform
across the developing world.

« At the same time, the study looks ahead to the technological
innovations sweeping the power sector, developments that
are challenging conventional wisdom about sector structure
and governance.

« Reform did not progress at the pace anticipated by the 1990s
model for power sector transformation.

Source: Rethinking Power Sector Reform in the Developing World, The World Bank (2019-2020)
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3. Key Findings -
Lessons Learned

« The slow reform progress was mostly the result of a lack of
alignment with the countries’ political agenda and a lack of
stakeholder support. Peru made remarkable progress, but

Senegal was far behind because of a lack of political
alignment.

« Political and financial risks limited private participation in the

power sector with the result that the sector remained largely

under public sector domination - Little investment in Gx and
virtually none in Tx and Dx.
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3. Key Findings -
Lessons Learned

« A large portion of the lack of reform can be attributed to poor
to absent governance coupled with a lack of skills and
capacity within the key institutions.

« Reform adoption was twice as high in Latin America relative to
the Middle East, in middle-income relative to low-income
groups, and in countries with larger power systems relative to
those with smaller size power sectors.

 The next few slides present key results from the World Bank
Study.




3. Key Findings -
Lessons Learned

Power sector reform spread unevenly across the developing world
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Source: World Bank elaboration based on Rethinking Power Sector Reform utility database 2015.

16. Note: PSP = private sector participation.



3. Key Findings -
Lessons Learned

The trajectory of power sector reform followed different paths across countries

a. Peru
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3. Key Findings -
Lessons Learned

Power sector reform spread unevenly across the developing world

b. Senegal
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3. Key Findings -
Lessons Learned

For some countries, the gap between reform and announcement and implementation has
been considerable
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3. Key Findings - Lessons Learned

In GX, IPPs sometimes stalled when private sector
demands for risk mitigation were not matched by
government policies. Examples include Egypt’s
first IPP program in the early 2000s and Vietnam’s
program in the 2010s, both of which stalled.

Conversely, when the governments were too
willing to take risks, IPPs triggered financial crises
such as in Pakistan and the Philippines.

Only one in five developing countries have a
wholesale power market and more than half of
them have adapted single buyer models.




3. Key Findings -
Lessons Learned

Direct negotiation of IPPs remains widespread in South Asia and Sub-Saharan Africa
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3. Key Findings -
Lessons Learned

The private sector’s contribution to new generation capacity was steady across income
groups but heavily skewed by generation technology

a. By income group b. By generation technology
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3. Key Findings -
Lessons Learned

The bulk of private investment in generation came from foreign sponsors

Middle East and Sub-Saharan Latin America and East Asia and Europe and South Asia
North Africa Africa the Caribbean Pacific Central Asia
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Source: World Bank elaboration based on World Bank-PPIAF Private Participation in Infrastructure Database 2018; UDI World

Electric Power Plants database 2017.
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3. Key Findings -
Lessons Learned

 Power markets developed sporadically with considerable
struggle thereby losing the opportunity for sector efficiency.

« At the distribution level, the optimization of technology and
people management left a lot to be desired with very little
private participation.

« A few privatized utilities showed some progress but the
process of private participation in the power sector remained
limited.

« Despite the emergence of regulatory frameworks and
considerable evidence of quality regulations, governance
remained weak with continued deficiency in quality of supply
and service.
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3. Key Findings -
Lessons Learned

Also, access remained less than desired or planned.

Tariff reform and cost recovery remained limited. Subsidies
played an important role. And technical and non-technical
losses in distribution remained unsustainably high.

There has not been much private participation in the Tx sector
except a few BOTs in some countries in Latin America and
Asia

In Dx, there is a strong correlation between good corporate
governance and utility performance in terms of efficiency and
quality of customer service.
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3. Key Findings -
Lessons Learned

* In addition to board accountability and independence in
distribution, good practices include best practice financial
management and accounting, well-articulated service
obligations to consumers, use of modern IT systems, and
ability to recruit and retain qualified staff and managers.

« Divestiture of public distribution utilities was prevalent among
early-reforming countries in Latin America, Central Asia, and
Eastern and Central Europe. But it was comparatively rare in
Africa and in East and South Asia.
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3. Key Findings -
Lessons Learned

« OQOverall, 32 distribution transactions in 15 developing
countries were reversed or terminated during the 1995 - 2010
period. More than 20 percent of these were in Sub-Saharan
Africa. Many examples that include India, Dominican Republic,
Senegal, Uganda, and others.

« Most prevalent reason for a lack of private participation in Dx

was the risk associated with a lack of cost recovery and the
real or perceived risk of excessive politicization of the sector.

 |In some cases, the reason was inconsistent government

policies related to power distribution and social policies.
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3. Key Findings -
Lessons Learned

« In general, private distribution utilities continue to perform better

than public companies. However, there are many public Dx utilities
that have performed at par or even better than private utilities -
India, Morocco, Brazil, etc.

« As of 2015, over 70 percent of developing countries had created a

power sector regulator and defined the regulatory functions
consistent with best practices.

 However, there was a wide gap between written regulations
promulgated by the regulators and the actual compliance with
respect to tariffs, technical standards, conditions of licenses, etc.

« While there has been improvement in regulatory performance over
the last decade, more needs to be done, especially in distribution.
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« Align power distribution policy and regulations

4- lmphcat'O“S closely with the goal of improving consumer

service and increasing access in a financially

fOI’ the Futul'e sustainable matter.

\ » Place greater emphasis on building 7/////
\ institutional capacity for power sector / /
§ distribution planning and implementation - /
x targeted institution building and skills

& /
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development programs on a sustained basis.
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4. Implications for the Future

Prudent financial management and customer service should take
precedence to unbundling.

Private participation in distribution, especially in small power
systems, should be considered only when an acceptable level of
cost recovery is achieved.

Considerable stakeholder consultation is a “best practice” and helps
through distribution reform in the last mile of the electricity supply
chain.

Consumer participation in distribution sector governance is also a
“best practice” - REB Model in Bangladesh, REC Model in The US,
and other examples in Latin America.
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5. Implications for Namibia

« (Governance structures and issues - roles, functions, and
authority of shareholders, board, and the management
team need to be rationalized.

 HR and training at all levels are key to the success of
transformation of REDs to well-functioning distribution
utilities (Both leadership and management and technical
training).

« Appropriate balance needs to be struck between the
Government’s social policy goals and the need for
utilities to be financially responsible
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5. Implications for Namibia

How does one do it? This EDI Summit is an excellent example of
the importance that needs to be placed

Considerable dialogue is needed among the Government, REDs,
Municipalities, Local Authorities, the Regulator, consumer, and
other stakeholders.

The implementation modalities of the REDs Model need to be
revisited in light of the issues raised in this Summit and further
dialogues.

The Government, the Regulators, REDs, and Local Authorities need
to agree on a model and implementation schedule for any new
reforms.

The issue of local surcharges needs to be equitably resolved.




5. Implications for Namibia

« |Issues of tariffs and subsidies need to be addressed fairly and
equitably. Further clarification is needed on the overall
Government policy and regulatory approaches.

 Financial performance of the REDs is linked to sales, quality of
service, and clear and transparent rules of engagement with the
regulator, local authorities, and the broader stakeholder
community.
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