Water Pricing in India

41 Historical Background

In the early British days, irrigation works in India were treated as commercial
undertakings and therefore the schemes which could pay for the annual expenses
on maintenance and operation and meet the interest charges on the loan raised
were sanctioned. The criteria those were evolved and finalized by a Select Com-
mittee of the British House of Commons in 1872 provided that irrigation projects
should be able to yield, after a gestation period of 10 years, a specified rate of
return on the capital cost of the project and should also cover arrears of interest
on the capital during the gestation period. But this approach attracted criticism
=ven during the British period due to recurrence of several famines and the state
accepted the responsibility for constructing protective irrigation works in areas
prone to famines without regard to the financial return criterion. Subsequently, it
was felt that the developmeht of irrigation was being held up by the rigid application
of the criterion of earning the prescribed minimum rate of return, which ignored the
fact that apart from direct irrigation revenues, other benefits accrued to the Gov-
=mment in the shape of increased revenue from excise duties, income tax, sales
tax, transport tax etc.

The post-Independence period witnessed a marked change in Govern-
ment's attitude to irrigation investment. Irrigation came to be viewed more and

more as part of the necessary infrastructure for agricultural development rather
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- than as a commarcial proposition. To begin with, the minimum financial return ex-
pected was reduced from 5 per cent to 3.75 percent with effect from 1 April 1949.
This facilitated the clearance of projects pending approval and led to a big step-up
in public investment in irrigation.

In 1958, the Planning, Commission initiated studies of some of the major
projects to assess the overall benefits and to find a better criterion for deciding
whether various irrigaticn projects should be undertaken. These studies conducted
under the guidance of Professor D.R. Gadgil and completed in 1961 showed that
large benefits accrued from irrigation in terms of double cropping, diversification
and better quality crops, higher yields, larger income and greater opportunities of
employment for hired labor. Indirect benefits that accrued were the establishment
of processing industries, the expansion of consumer industries, retail trade and
~ transport and communications. The total benefits from irrigation were thus far
larger than the direct financial returns accruing to Government from irrigation rates.

This was followed in 1954 by the appointment of a Committee under Pro-
fessor Gadgil's chairmanship to review the criteria for approval of irrigation pro-
jects. This committee recommended that the economic benefit criterion should be
adopted for sanctioning irrigation projects instead of the financial criterion. The
.Government accepted thiis recommendation and since then the Benefit- Cost (BC)
ratio has been adopted &5 the basis for the approval of irrigation projects. Irrigation
projects with a BC ratio greater than 1.5 were considered acceptable from the eco-
romic point cf view. A benziit-cost ratio of 1.5 instead of 1.0 was suggestec as a
prudent precaution against likely increases in the cost of projects. With the adop-
tion of the BC ratio as the basis, the requirement that prejects should earn a mini-

" mum financial return on the capital invested in them was given up.




The position was reviewed by the 2nd |rrigation Commission, 1972. They
were also of the view that the economic benefit criterion was more suitable than
t‘he financial return for evaluating irrigation projects: it was Simpler and provided a
more comprehensive measure of the net benefits to society. The BC-ratio had also
come into vogue in many other developing countries. The Commission therefore
recommended the continued use of the BC ratio as the basis for decisions con-
cerning investment in irrigation projects. They also endorsed as a prudent precau-
tion that projects with a BC ratio of less than 1.5 should generally not be considered
for acceptance, although theoretically a ratio of unity should meet the criterion.
However, they recommended that this rule should not be rigidly applied in the case
of irrigation projects in the drought-affected areas where a BC ratio of 1 may be
accepted. Such a dilution of the criterion was presumably considered justified on
the social ground that drought-prone areas needed special consideration from the
state. The Commission also observed:

"The application of the benefit-cost ratio criterion in recent years has, how-
ever, had certain undesirable effects; it minimizes the importance of securing an
adequate return from investments on irrigation projects. We feel that this trend
must be checked. We recommend, therefore, that at the time of considering a pro-
ject for acceptance, the financial return of the project should also be carefully ex-
amined. If the return does not cover working expenses and interest charges on
capital, the impact of the project on the irrigation revenues of the State should be
examined to see if an upward revision of water rates in the State would be neces-
sary. If an upward revision appears to be necessary, the State should be advised
accordingly at the time of conveying approval of the project." (GOI, Min. of Irrigation

& Power, 1972:253).
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It further mentioned that:

"There is a view that irrigation projects should be undertaken not as much
for the purpose of earning revenue but as a measure of social welfare and that ine
irrigation rates should be kept Jow. This approach would be valid if the benefits
from irrigation projects were more or less evenly distributed over the entire fanning
community. But this is not the case as the main beneficiaries are only a section of
the cultivators in the command area. It would be highly inequitable to call upon ary-
farmers and the general tax-payer to pay for benefits enjoyed by irrigators. We are,
therefore, of the view that irrigation works as a whole should give an annual income
at least equal to their annual cost of operation and that no part of the burden for
providing irrigation should fall on the general tax-payer,” (ibid, 264-5).

The Public Accounts Committee in a report presented to the Lok Sabha in
1983 noted that there were enormous cumulative losses from investment on irri-
gation. They were in agreement with the recommendations of the Irrigation Com-
mission on not subsidising the irrigated farmers at the cost of the general {ax-pay-
ers. The Committee was of the view that it was imperative that irrigation works be
made to pay for the maintenance, operation and depreciation charges and also
yield some interest on the capital. The procedures for the cost-benefit analysis of
irrigation projects were reviewed in 1983 by a Committee constituted by the Plan-
ning Commission which. recommended replacing the benefit-cost ratio by the inter-
nal rate of return (IRR) criterion and suggested that projects should normally earn
a minimum IRR ¢t 9% to gualify for approval; however, in drought-prone, hilly areas

and in areas where 75% of dependable flows of the basin had been utilised, a

lower minirnum I=R of 7% was prescribed. The Committee did make a number of
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recommendations to improve the methodology and data base for social cost-ben-
efit analysis, but these have not yet been fully implemented.

The National Conference of Irrigation and Water Resources Ministers in
1986 noted that the prevailing water rates were too low to meet even the operation
and maintenance charges, and wanted the rates to be increased, gradually taking
into consideration the rising cost of irrigation projects, in regard to both capital out-
lays and operation and maintenance charges. They felt that the rates should be
such as to provide signals to the beneficiaries regarding the precious value of
scarce water supplies. The Jakhade Committee, set up in 1987, recommended
certain norms regarding the operation and maintenance grants to be given to dif-
ferent categories of projects.

The Fifth, Sixth and Seventh Finance Commissions suggested that the fi-
nancial returns should not only cover working expenses but also a specified per-
centage of interest on the capital investment. The Fifth Finance Commission spe-
cifically recommended a rate of return of 2.5 per cent on capital invested while the
Sixth and Seventh Finance Commissions adopted a lower norm of 1 per cent. The
Eighth Finance Commission exhorted a minimum effort from the State Govern-
ments to ensure that the receipts cover at least the cost of maintenance. The Ninth
Finance Commission observed that the fiscal position had since worsened be-
cause of the dismal financial performance of the irrigation works. It also adopted
the diluted norm of the Eighth Finance commission namely that the receipts should
cover at least the cost of maintenance. The Tenth Finance Commission also ex-
pressed concern over rising interest payment and growth of wages and salaries,

which have to be regarded as committed expenditures and the maintenance ex-
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penditure has been treated as residual item. As a result most of the irrigation sys-

tems are operating at the levels much below the capacity on account of poor
maintenance and continued neglect. It also recommended that the irmigation re-
ceipts should cover not only O&M costs but also give a return of 1% per annum on
the capital. The 12" Finance Commission emphasised need for recovery of an
O&M cost norm of Rs. 600 per ha for utilised potential and Rs. 300 per ha for
unutilised potential to be considered for maintenance of irrigation works of major
and medium irrigation projects. This norm for minor irrigation works should be half
of those for major and medium irrigation projects. The Working Group on Water
Resources for the Xl plan also suggested the same norm as recommended by the
12" Finance Commission. It talked of subsidy on water rates to the disadvantaged
and poorer section of the society in a well-targeted and transparent manner moti-
vation policies like giving concessions and incentives to improve the water use
efficiency and recovery of water charges. It also recommended that the state gov-
ernments to initiate appropriate action to recover 1% of capital cost in addition to
achieving O&M cost fully. The 13" Finance Commission also recommended for
cost recovery of the irrigation projects.
4.2 Policy Paradigm

Pricing of water has been in the minds of the policy makers in India for quite
some time. This has been reflected in the National Water Policy Statement of 1987
which specifically states,

“The Water Rates should be such as to convey the scarcity value of the
- resource to the users and to foster the motivation for economy in water use. They
should be adequate to cover the Annual IMaintenance and Operation Charges and

a part of the fixed costs of irrigation works. Efforis should be made to reach this
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ideal over a period of time while ensuring assured and timely supplies of irrigation
water. The Water Rates for Surface Water and Ground Water should be rational-
ized with due regard to the interest of small and marginal farmers.”

The subsequent National Water policy, 2002 also mentioned that

“the water charges for various uses and should be fixed in such a way that
they cover at least the Maintenance and Operation charges of providing the service
initially and a part of the Capital Costs subsequently. These rates should be linked
directly to the quality of service provided. The subsidy on Water Rates fo the dis-
advantaged and poorer sections of the society should be well targeted and trans-
parent’.

The National Water policy of 2012 in its Para-7.1 & 7.4 mentions the follow-
ing: “Para-7.1 - Pricing of water should ensure its efficient use and reward conser-
vation. Equitable access to water for all and its fair pricing, for drinking and other
uses such as sanitation, agricultural and industrial, should be arrived at through
independent statutory Water Regulatory Authority, set up by each State, after wide
ranging consultation with all stakeholders.” And “Para-7.4-The principle of differ-
ential pricing may be retained for the pre-emptive uses of water for drinking and
sanitation; and high priority allocation for ensuring food security and supporting
livelihood for the poor. Available water, after meeting the above needs, should in-
creasingly be subjected to allocation and pricing on economic principles so that
water is not wasted in unnecessary uses and could be utilized more gainfully.”

The above policy statements talk of pricing of water in its various uses but
restricts its full cost pricing in view of other national priorities which has been re-

flected in the various water pricing structures being followed in the country.
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4.3 Governing principles for fixation of water price in states/UTs

The wide variety of systems and norms being followed at present in the
fixation of the water rates by the States has led to sharp variation in the water
charges. The approach adopted by the State Governments and Union Territories
for fixing the water rates/ charges is not uniform. By and large due consideration
is being given by the States/UTs in fixation of water rates/ charges to ensure that
they provide revenue sufficient to cover cost of creation of irrigation potential, hike
in labour rates, establishment & other related recurrent costs of Operation &
Maintenance of the system and take into account the Crop Water requirement,
availability of water, support price of agriculture products, net benefit to the farm-
ers from the produce thereof and the water rates being charged by the neighbour-
ing States besides the paying capacity of the irrigators/ farmers (CWC, 2010).
4.4 System of Assessment and Collection of Revenue

Irrigation water requirement broadly depends on 5 factors viz. Potential
Evaporation Transpiration (PET), Consumptive use co-efficient, Effective rainfall,
Duration of crop period and Non-consumptive use. The duration of the crop can
be accounted for by treating bi-seasonal crop as two crops and perennial as three
or more crops related to relevant cropping seasons. Primarily total irrigation re-
quirements depend on the duration of crop. In general, water requirements for bi-

seasonal crop would be more than seasonal crop and water requirements for per-

-ennial crop would be more than bi-seasonal crops. The factor of the Consumptive

- use co-efficient varies with type of crop and the stage of crop growth. The water

supplied to the farmers has to be appropriately charged after adequate assess-

ment.
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4.5 Frequency in revision in water charges

In many States/UTs, no revisions in the water rates have been carried out
over several decades like: Goa =22 Years; Tamil Nadu =23 years: Kerala= 36
years; West Bengal =33 years; Daman & Diu =30 years. Even in case of the States
which have revised their water rates during the decades (1991 -2060) the gap be-
tween current and previous revisions has been prominently large like in Andhra
Pradesh =14 years, Assam =10 years, Chhattisgarh =11 years, Haryana =10
years, Karnataka =10 years, Rajasthan =11 years, Uttarakhand =15 Years, Uttar
Pradesh =15 years and Dadra and Nagar Haveli =14 Years.

46 Recovery of water charges from irrigation (All India)

The details of the year wise Working Expenses vs revenue recovery is
placed at Annexure — A. The working expenses in this case include the O&M
expenses, direction & administration charges less the interest charges on capital.
The situation at national level is presented below:

Figure 10: Gap between WE and Gross Receipt for India
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This shows wide gap between the working expenses and the revenue realised from the
irrigation water supply in the entire country. The gap is so wide that there is hardly any
chance of meeting the working expenses on irrigation from the revenue receipts. This
fact is also corroborated from the state wise analysis of the gaps indicating that no siate
could achieve the same.

The gap is much wider if the capital expenditure is also taken in to account. The state
wise details presented below graphically in Figure — 11 basing on the data compiled by

CWC* in 2010.

4.7 State wise comparison of revenue recovery to CAPEX®' & OPEX?

Figure 11: WE- Capital Outlay-GR for different states
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3 Central Water Commission (CWC) is an attached office of Ministry of Water Resources, India.
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4.8 Pricing of Drinking Water Supply in Major Cities in India (TERI, 2010)
The study conducted by Ministry of Urban Development through TERI* found
that in urban areas various tariff structures are used like non-volumetric flat rate
tariff, non-volumetric water tax, uniform metered tariff, metered block tariff or a
combination of the above. Non-volumetric flat rate is charged in the absence of
metering wherein the monthly bill is independent of water consumed; Flat rate is
charged on the basis of size of the ferrule or as per the judgment of the authority
concerned. In case of non-volumetric water tax, it could be a part of the property
tax like in Anmedabad (30%). In case of volumetric tariff, it is based on consump-
tion which could be either uniform metered tariff or increasing block tariff where the
charges are lower for lower blocks and higher for higher blocks of usages. As per
the study report submitted by TERI to the Ministry of Urban Development, the pre-

sent practices in few major Indian cities are as follows:

33 The Energy Research Institute (TERI), New Delhi.
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4.8.1 Ahmedabad

The Ahmedabad Municipal Corporation (AMC) supplies around 85% of the
city's need and gets water from Narmada Canal Development Scheme (90%),
ground water(10%). Since, 2008-09 the water charges have been linked to prop-
erty tax (i.e. 30% of property tax). The tariff has been fixed without consideration
of the costs involved and there is no basis for fixing it at 30% of the property tax.
The AMC could recover 60-65% of its O&M expenditure on water in 2008-09
against O&M expenditure of Rs.110 crore. The AMC bridges the gap through state
grants and subsidies. In AMC's water tariff, even the O&M cost is not recovered.
The collection efficiency is around 75% and loss of water is around 20%.
4.8.2 Delhi

The Delhi Jal Board (DJB) which was created under Delhi Water Board Act
1998 passed by the parliamentis responsible for retail distribution of water in areas
under Municipal Corporation of Delhi (MCD) and supply of bulk water to areas
under New Delhi Municipal Corporation (NDMC) and Delhi Cantonment Board.
The DJB gets water from River Yamuna (90%) and remaining from ground water.
Though section 55 of the DJB Act gives power to the Board to levy fees, charges,
including developmental charges, rentals etc. and recovering them from the ser-
vices rendered as a practice it takes the approval of the state government for any
hike in the water tariff as the members are from the state government. The DJB
follows two part pricing model operating on a cost plus basis. It charges fixed con-
nection charge from all registered metered consumers to meet the cost of access
and O&M costs. Volumetric meter charges is taken based on block tariff rate de-
pending on the actual consumption and the category of the consumer (1st block at

6kl and last 30Kl). It charges 50% of the consumption charge towards sewerage
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maintenance. There is an annual increment of 10% on the fixed connection
charges imposed at the beginning of each financial year. The actual cost of water
supply is recovered from the bulk water supply to NDMC and Delhi Cantonment. It
also levies one time extraction of ground water and water cess.

4.83 Costs and Revenue of DJB (1997-98)

Cost Revenue
Item % sharein ltem % share in
total total

O&M 47 Water charges 44

Salary, wages, etc. 20 Water cess 1 §

Electricity charges 20 Connection 2
charges

Consumables 2 Bulk Supply 53
charges

I~

Repair and mainte-

nance

Others 3

.In 1997-98, the actual O&M cost per ki of water supplied by DJB was Rs.2.30
/ kl. If the financing cost is added it was Rs. 4.90 /kl. But the revenue generated
was Fs.0.80 /kl which is just 34% of the O&M cost and mere 16% if financing cost
is added (NIUA 2005). The main reasons cited for this gap are: (i) The water tariff
do not reflect the actual costs; (ii) Huge ambount of subsidies given out to the con-
sumers through tariff; (iii) Metering not adequate; (iv) Low collection efficiency; (v)

Huge water losses.
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4.8.4 Chennai

The water supply and sanitation services in Chennai is overseen by Chen-
nai Metropolitan Water Supply and Sewerage Board (CMWSSB) constituted under
Chennai Metropolitan Water Supply and Sewerage Act, 1978. The CMWSSE sup-
plies water and provides sewerage collection and disposition services. The main
source of water is Viranam Lake, Krishna water and Ground water. Though the
Board is an independent agency it does not have the financial autonomy for revis-
ing water tariff. However, the existing tariff is able to recover the O&M cost, financ-
ing cost and debt servicing. As per the study of ADB in 2007, the average tariff of
water is Rs. 10.87/m? against O&M cost of Rs. 6.09/ m3.
485 Hyderabad

The Hyderabad Metropolitan Water Supply and Sewerage Board
(HMWSSB), an independent agency formed under Hyderabad Metropolitan Water
Supply and Sewerage Act 1989 looks after the urban water supply and sewerage
functions in the city. But its financial decisions particularly the tariff is highly influ-
enced by the state government which is evident from the fact that the CM heads
the Board of Directors. The tariff structure is volumetric tariff based on actual con-
sumption and a monthly minimum charge in case of non-metering based on pipe
size. The tariff is designed to recover O&M cost, debt-servicing cost and depreci-
ation.
4.8.6 Bangalore

The Bangalore Water Supply and Sewerage Board was constituted under
Bangalore Water & Sewerage Sanitary Act 1964 to take care of the water services
and the sewerage services. The sources of water supply are River Cauvery, Arka-

vatty- T GHalli and Hessarghatta. The Board is allowed full cost recovery at no
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profit no loss basis. It claims to have achieved 100% metering with collection -
ciency of 89%. It charges volumetric tariff, metering at supply and customer end.
However, the loss of water is about 50%. The per unit cost of water is Rs.12.98 /xl
against cost recovery through tariff is Rs.13.79/Kl. For any tariff review a proposa!
is prepared by the Board which is voted by the councilors before sending it 1o the
government for approval. The hike in electricity charges are automatically accom-
modated in the tariff.

Table - Break-up of costs of BWSSB

Cost components % of To-
tal
Establishment 20.1
Electricity 59.5
Chemicals -
General Repairs 7.6
Raw Water .
Interest payments 12.8
Others -
Total 100

SOURCE: K S Sridhar and G P Mathur. 2009

4.8.7 Raipur

In Raipur it is the Raipur Municipal Corporation (RMC) which is responsible
for water supply, billing, maintenance and other O&M expenses. The Public health
Engineering Department (PHED), Chhatisgarh undertakes capital investment. The
major source of water is Gangarel Dam on river Mahanadi and Kharun River.
Around 80% of the demand is met through surface water rest from bore wells. The

RMC charges water at a flat rate based on ferrule size. One time annual water
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charges is collected every year. The tariff has been fixed without any cost consic-
eration. RMC recovers only 34% of its cost from tariff. Around 50% of the waier is
lost through 7000 public taps and leakages.
4.8.8 Findings
(i) The price of the urban water supply is low compared to the cost involved.
Roughly 22-25% lower than the O&M cost.
(i)  Arbitrary pricing structures- usually no principle is followed. Strong polit-
ical influence keeps the price very low.
(ii)  Underpricing has resulted in poor service and reduced incentives 10 ex-
pand the spatial coverage of the services.
(iv)  The objective of large scale subsidization on the ground of affordability
by poor has not been achieved.
{v)  Underpricing has affected the state finances adversely.
(vi)  Breeds inefficiency such as unaccounted for water, poor quality, low cost
recovery eftc.
The Working Group on urban, Industrial water supply and sanitation for 12t
plan in their recommendation state that:
“All economists talk about the need for pricing water supply. This is undisputable.
But the unforeseen outcome of the increased water tariff is the increased depend-
ence on groundwater. Across the country, as the price of water begins to pinch the
company bottom-line, water’s bottom-line is exploited. Bangalore, Chennai and
even Hyderabad are clear instances of this water-switch. In this way the water
agency loses twice over — it loses the paying customer, who could help cross-

subsidize its expenditure and it has severely depleted sources of water.”
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4.9 Necessary Regulatory Reforms:

Till now no central level regulatory reform has taken place in Indiza as itis 2
state subject. Some states had started some kind of reform processes which are
yet to show much success. In 1997, Andhra Pradesh government passed the An-
dhra Pradesh Water Resource Development Corporation Act to set up an autono-
mous body for promoting and operating irrigation projects, command area devel-
opment and schemes for drinking water and industrial water supply and flood con-
trol. But this could not achieve its objectives. In 2005 Maharashtra Government
passed The Maharashtra Water Resources Regulatory Authority Act with the ob-
jective of regulating bulk water supply and provide guidelines for fixing water rates
for water use in agriculture, industry, domestic and other purposes. This is func-
tional and has brought out several guidelines. The Government of Arunachal Pra-
desh also enacted The Arunachal Pradesh Water Resources Management Author-
ity (APWRMA) in 2008 in similar lines as MWRRA but yet to be operational. In
2008 Government of Uttar Pradesh passed The Uttar Pradesh Water Management
& Regulatory Commission (UPWMRC) Act with the objective of having a regulatory
commission to regulate state water resources, facilitate and ensure judicious, eg-
uitable and sustainable management, aliocation and optimal utilization of water
rescurces. It would also fix rates for water use for agriculture, industrial, domestic,
power and other purposes and carry out flood control activities. However, it is yet
ta make its presence felt.

418 Cemparison of Electricity and Water Pricing in India

In India the electricity sector reforms started in 1990s. Through Electricity

Act. 2003 {he Stete Electricity Regulatory Commissions were empowered to spec-

ify the terms and conditions for determination of tariff and ensure transparency in
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the process. While the EA 2003 provided the legal framework for tariff determinz-
tion the policy framework was provided in National Tariff Policy (NTP) and Nationz
Electricity Policy (NEP). The NTP recognizes the need for rational and economic
pricing of electricity for energy conservation and sustainable use of ground water.
Initially, the SERCs followed the rate of return or the cost plus approach in tariff
determination. The NTP however suggested performance based cost of service
regulation known as Multi Year Tariff (MYT).

4.10.1 ROR®* or Cost plus Approach

The ‘aim of this approach is that a utility should be able to collect all its pru-
dently incurred expenses, in addition to a regulated return on prudent investment.
The formula for calculation is:

ARR = [RB*RoR] +Eprc +Ep + Ecam +T ,Where,

ARR = Total annual revenue requirement of the utility (after taking credit for any
subvention from state government)

RB= The Rate base (required investment) of the utility i.e. the Capital base in case
of a licensee and Fixed assets in case of the Board

RoR = the allowed Rate of Return on investment (debt & equity)

Eppc = Annual Power Purchase Cost

Ep = Annual Depreciation

Eosm =Annual Operation and Maintenance Expense

T = Annual Taxes paid by the Utility

4.10.2 Performance based MYT approach

This method introduces an element of incentives and disincentives for ef-

fecting improvements in certain key function areas based on performance above

34 Rate of Return
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or below the ‘normal range’. Under this system the SERC fixes ceriain factors
which are controllable in nature like O&M expenses, financing costs, Transmission
and distribution losses and other performance measures. In case the uliity ex-
ceeds target it makes profit and if it falls short it makes loss. The other unconirol-
lable cost factors resulting from fuel costs, power purchase cost, taxes, inflztion
etc. which are uncontrollable are passed through ARR method as prescribec Dy
the regulator. Benchmarking is an integral part of the MYT regulation. As per the
NTP suitable benchmarking studies should be carried out to establish the desired
performance standards.

Can the water sector follow the same path of reform and pricing as the elec-
tricity? This is possible in the cities for the supply of drinking water as well as for
irrigation and other bulk supply sectors. But such efforts have not yet succeeded
in states like Andhra Pradesh and Maharashtra purely due to lack of a revenue
model. Today for energy one has to spend and obviously cannot get for free. It is
not a common good in any form unlike water. Moreover, water is a survival need
and there are competing uses from the ecology and environment. Hence, water

pricing may need separate treatment.

4.11 Pricing of water for Industry (FICCI, 2011)

As per the survey report of FICCI the perceptions of the Indian industries
on the risks associated with water is presented in the chart below which inter alia
includes high cost of obtaining water, poor quality and inadequate availability. The
water sector pricing issues must take in to account the apprehensions of the Indian

industry.
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# Inadequate availability

® Pcor water qualit

® Hizgh costs for obtaining water

& Increased competition from other
sectors/ demands

m Regulatory or policy framevvork m
respect of allocation of v.ater

= Climatic / Environmental changes

= Lobbying by environmental
groups, communities

As per the report nearly 80% of the industries surveyed reported o have
undertaken wastewater treatment and reuse in their companies. The result of the

findings are presented in the chart below:

B Yes, all the wastewater
generated is treated

¥ No, we do not treat wastewater
at the moment

= A portion of wastewater
generated is treated

One of the main reasons for companies to undertake wastewater treatment is the
declining availability of freshwater. The industries see a merit and an economically
value in reusing wastewater for purposes where water quality is not an imporiant
criterion. As per the survey conducted by the CWC, the price charged from indus-

tries vary from state to state and the details of which is at Annexure- 4,

In a survey of water utilities, jointly by the Union ministry of urban develop-
ment and the Asian Development Bank, commercial and industrial consumption of

water averaged to 15 per cent in the 20 cities surveyed which accounted for 40%
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of the revenue. In Bengaluru, while the commercial and industrial usage is 5 per
cent of its total water supplied, the billing amounts to almost 40 per cent. This &y,
which charges Rs 6 per kl for the lowest domestic slab and Rs 36 per & for the
highest, charges as much as Rs 60 per kl for industrial and commercial use. The
situation is the same in Chennai and other key cities. Hyderabad has also revised
its tariff, arguing that most metropolitan cities like Chennai, Mumbai and Bengaluru
charge higher rates for non- domestic use. lts tariff is now Rs 35 per ki, aganst

Mumbai's Rs 40 per kl and Delhi’s Rs 50 per kl. But interestingly, Hyderabad is ne

w

only city, which charges increased rates - Rs 60 per kl -- where water isused a

a raw material-in bottled water, soft drinks or alcoholic beverages.

Report of the Working Group on Urban and Industrial Water Supply and
Sanitation for 12th Five Year Plan (2012-2017) recommended that “Water and
sewage must be paid for but equally important is recovery of costs and sustaina-
bility of the resource. Future planning must take this into account.” Without giving

a clear cut mechanism for the same.

412 Important Trends in Water Pricing in India

1. In India almost 80% of water is used by the agriculture sector where there is
wide variation in the supply of water. The rates also vary depending upon the
crop, type of irrigation, season, availability and the prices in the nearby states.

2. The pricing of irrigation water has been attempted by several committees and
mostly all are cost based approaches which have failed due to its impractica-
bility and non-acceptance which is evident from the wide gap in the working

expenses less interest payment and the revenue realised.
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3. In case of the domestic sector there is also wide variations due to various fac-
tors like the O&M expenses, scarcity and political considerations. But itis inter-
esting to see some of the cities have implemented 100% metering and full re-
covery of supply cost successfully.

4. In case of water supply to industries there is no fixed criteria. It is basically 1
availability and a premium price to cross subsidize the domestic supply.

5. All the pricing methods being followed in India do not have any rational basis
nor confirm to the sustainability norms. The institutional framework is aiso not
so robust to work for sustainability of the resource. It is still a supply side man-
agement in India.

413 Discussion

The present pricing pattern in India can be described in the economic pric-
ing model as follows:

Status of Water Pricing for Irrigation in India

Full Economic Cost | Opportunity Cost of water when

A = used by only an individual user;
17

B = leased or sold to neighbour and

Supply Coste=

I C = leased or sold within a limited irrigation arez

Supply Cost

1 =0 &M Cost;

I Irrigation Water pric- | I = Average financial cost (Capital + O&M cost) with cap-

ital cost valued in terms of historical costs;

PR— ing in India
A B C Il = Average financial cost (Capital + O&M cost) with cap-

ital cost valued in replacement terms;

IV = Long run marginal cost of additional supplies

Opportunity Cost ===
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Status of Water Pricing for Domestic use in major Indian Cities

Full Economic Cost | Opportunity Cost
A = Water can be used by onfy 2n mdwioua ==
v B = Water can be leased or soid i nesgihbowr =nc
1l Chennai C = Water can be leased or soid wifhin 2 Imi=s mo=ton
T
= Bangalore, area
S Hyderabad Supply Cost
- T
o I =0 &M Cost;
=4 Delhi _
n Il = Average financial cost (Capial = O&M cost) Wi o=
— Raipur
ital cost valued in terms of histonca! cos=
A B C Il = Average financial cost (Capizal + O&M cost) Wi o=
ital cost valued in replacement terms.
IV = Long run marginal cost of addfonal suooies
Opportunity Cost =

To achieve the sustainable water management it is proposed that phasecd

implementation of full cost pricing can be schemed in which first step coulc be

average supply cost pricing with capital valued in terms of historical costs, seconc

step could be average supply cost pricing with capital costs computed in replace-

ment terms, third step could be long-run marginal supply cost pricing, and eveniu-

ally towards the full cost pricing, in which the opportunity cost and environmentz!

externalities are included. When water price is changed step by step the corre-

sponding quantity demanded can be calculated as follows:

Q2 = Q1 x (P1/P2)E

Where Q2 is the quantity of water consumption at raised water price P2, Q1 is the

quantity of water consumption at original water price P1. E is the price elasticity of

demand. This will help in effective demand side management.

*kkkk
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