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What is Regulation?



What is regulation?

• In the context of electricity utilities, regulation refers to the supervision and oversight exercised on the 
utilities through a well defined regulatory framework, supported by legal powers, so as to ensure that 
interest of all relevant stakeholders are protected in an efficient and socially beneficial manner.

• Regulation is undertaken by institutions which may be named differently in different jurisdictions; such 
as electricity regulatory commissions (India, Bangladesh), regulatory authorities (Pakistan, Bhutan), 
public utility commissions (Sri Lanka) etc.

• Under regulation, utilities are given the opportunity to recover their costs and also earn a “fair and 
reasonable” return on their investments. In certain scenarios such as overachievement of targets, they 
may also be allowed to make additional profit.

• Apart from regulation of costs and tariffs, regulators serve as watchdogs to ensure that utilities are 
responsive to customers’ needs, and that their service is adequate and reliable. 

Formulate policies, 
laws and guidelines

Government

Issue regulations, 
guidelines, rulings / 

orders
Undertake licensing, 
dispute resolution, 

market monitoring etc.

Regulator

Comply with directives 
of regulator

File tariff petition / rate 
case to regulator
Provide updates / 

information required by 
the regulator

Participate in public 
hearings and respond to 
relevant public notices

Present the case of 
consumers before the 

Commission directly or 
through associations

ConsumersUtility

Key players and their roles in regulatory framework



Why is Regulation a Better Idea?
What Does a Regulator Do?



Nepal’s New Regulator 

• In August 2017, after 20 years of effort, Nepal passed an act to establish the 
Electricity Regulation Commission of Nepal

• This  establishment of a regulatory body marks the beginning of a new era in 
Nepal Hydropower and Electricity Sector Development

Why?
Because Independent Regulation is 

a Better Idea



Why do we need a Regulator?

• To limit monopoly power
– Public utilities are natural monopolies
 Think infrastructure like roads, ports, airports, networks operating on 

wires and pipelines
 NEA is a natural monopoly 

– Monopolies control 
 market access 
 prices
 service quality

– NEA, a government monopoly, has even more power
– When monopolies flourish, customers suffer—monopolies have no 

incentive to compete, to work hard, or to provide better services.
– Only competition on volume, price, and quality can improve the situation. 

But in natural monopolies, competition is limited.



Why do we need a Regulator?

• To protect the interests of all Stakeholders, weak and strong
– The government (the owner of state owned assets)
– Private Investors in Independent Power Projects (IPPs)
– Service providers (NEA and IPPs)
– Customers

• Customers are the most vulnerable of all stakeholders. They cannot protect 
themselves from the much stronger government and state-owned utility

• Customers are principally interested in a sufficient supply of electricity at 
reasonable prices, and reasonable customer services (connections, recovery 
from outages, etc.)



Regulatory Tasks

Principal activities of a regulator

Access to markets - Licensing

Pricing - Tariffs and fees

Prevent abuse of monopoly power – Service standards

Resolution of disputes and technical issues

Key stakeholders for a regulator

Service 
Providers

Government

End 
Consumers

Society and 
Environment

• Operate Transparently
• Protect Principal Stakeholders

– GoN
– NEA
– Consumers
– Protect Environment

• Promote competition
• Protect Environment



Role of independent regulation

• Independent regulators as institutions are much better suited than the 
government to be the economic regulator of network infrastructure industries 
(think water utilities, telecoms, electricity). 

CONFLICTS OF INTEREST
In many cases, especially with natural 
monopolies, governments own the service 
provider. Allowing the Government to regulate 
and set prices may only increase monopoly 
power.

EFFICIENCY AND 
EFFECTIVENESS
Avoiding regulatory failure due to 
bureaucratic inertia, lack of 
capacity, negligence

CONSUMER PROTECTION
Being Insulated from all forms of 
undue influence: Political, 
Industrial and Private
Avoiding regulatory “capture” by 
government, industry, other special 
interests



Recent Events



Appointment of Chairperson and Members

• Government of Nepal appointed the Chairperson and Members of the Commission on 
08 May 2019. 

• Chairperson

 Dilli Bahadur Singh Former Director General of Department of Electricity 
Development

• Members

 Dr. Ram Prasad Dhital Former Executive Director of Alternative Energy Promotion 
Centre

 Rameshwor Prasad Kalwar Former executive director of Nepal Electricity Authority

 Bhagirathi Gyawali Former Member, Water Tariff Fixation Commission

 Ram Krishna Khatiwada Former Consultant at Investment Board of Nepal

• Currently, the Commission is working from the office of Department of Electricity 
Development (DOED).



Division of Role of Members



Functions of ERC



The Role of the Regulator in Nepal



Encourage Private Investment

KEY ISSUES / BOTTLENECKS HOW A REGULATOR CAN IMPROVE THE 
SITUATION

Prolonged negotiations for PPAs most 

of which are subject to Governmental 

discretion

Transparent process for approval of 

Power Purchase Agreement, 

including possibility of introduction 

of standard PPA templates

Disputes / difference of perception between 

developers and utility over tariff offered by 

the Government

Regulator develops sub-legislation 

that can also consider any project 

specific issues and requirements

Regulatory / policy uncertainty

Regulators avoid retrospective actions 

and always strive to protect existing 

capital investments from getting 

stranded by regulatory changes



Improvement of Efficiency, Customer Service and Transparency

KEY ISSUES / BOTTLENECKS HOW A REGULATOR CAN IMPROVE THE 
SITUATION

No mechanism to penalize inefficient 

service providers, other than internal 

government level reviews

Establishment of performance standards, 

including penalties

Prices (tariffs)  performance based

Inadequate channels / forums to address 

customer grievances

Establishment of customer complaint 

procedures and disputes between 

regulated suppliers through the regulator

Possibility of Appeals

Inadequate level of transparency and 

stakeholder engagements

All records subject to public review

The Commission also initiates public 

hearings and invites comments from all 

stakeholders on key decisions in the sector



Overview of Nepal’s 
Electricity Regulatory Commission



Electricity Regulatory Commission Act – Key Features

• The Electricity Regulatory Commission Act, 2017, which establishes an independent 
Regulator for Nepal’s electricity sector entered into force on 04 December 2017

• The ERC Act is a self-governing regulatory commission headed by a Chairperson and 
four Members.

Electricity 
Regulatory 

Commission of 
Nepal

Sec 4: ERC is a self-governing corporate body with perpetual duration

Sec 3(1): Regulates the generation, transmission, distribution, and trade of electricity

Sec 17(1): Ensure compliance of Licensees with the Act, sub – legislation (rules, 
orders etc) or other prevailing laws

Sec 37: Power to issue directions to licensees under the Act.  Duty of all to 
comply with such directions

Sec 19(1): Power to fine licensees not complying with orders or directions…

Key provisions* of ERC Act, 2017

* Based on unofficial English translation of ERC Act, 2017



Functions and duties of the Commission

TECHNICAL 
MANAGEMENT

Grid code, distribution code, 
least cost expansion plan, 
quality and safety standards 
etc.

IMPROVE 
CAPACITY OF 
[DOED] 
LICENSEES

Standards for evaluation of 
efficiency, code of conduct, 
uniformity in accounting, 
surprise examination etc. 

COMPLIANCE/INSPECTIONS
Examine / inspect compliance of [DOED] licensees*, 

impose fines for non-compliance of [DOED] licensees

DISPUTE 
RESOLUTION
Resolve disputes between 
[DOED] licensees, and 
consumers

TARIFF AND 
REGULATION OF 
POWER 
PURCHASE
Electricity tariff, transmission 
and distribution charges, PPA 
rate, PPA approval, 
surcharges etc.

COMPETITION AND CONSUMER INTEREST
Protection of consumers, ensure 

competition, provide for open 
access, etc.

* The licenses are issued by Government of Nepal through Department of Electricity Development (DOED). 
However the ERC Act has granted power to the Commission to conduct examination and inspection of compliance of the [DOED] licensees.

Despite lack of licensing powers, the ERC Act has entrusted the Commission with a substantial amount of functions
and duties



Electricity Regulatory Commission Rules – Key Features

• The ERC’s rules will clarify the key functions and duties of the Commission, 
and provide a more focused list of action points, mandatory requirements and 
guidance for the Commission.

CODES, STANDARDS 
AND APPROVALS

TARIFF AND 
COMPETITION

CONSUMER 
PROTECTION

 Approve Grid Code (To be 
consistent with international grid)

 Approve Distribution Code
 Approve Least Cost Expansion 

Plan
 Approve/ set performance 

standards for licensees
 Approve quality and safety 

standards for national grid
 Define Obligations of system 

operators
 Issue Directives for electricity 

trade
 ERC must approve transfer of 

ownership (shares) more than 5% 
change in share structure

• The Rules also establish the process for selection of Chairperson and Members

 Sets/approves standards for 
electricity quality (voltage, 
frequency, outage duration and 
regularity and duration,  of 
electricity) supplied by 
distribution licensees, including 
compensation

 Customer complaints procedures 
and monitoring

 Other quality and performance 
standards as determined by 
regulator and licensee

 Process for the distribution 
licensee to make new 
connections

 Rules to develop tariff 
methodology and procedures to 
apply for a tariff

 Procedures for approval of PPA
 Power to set generation, 

transmission and distribution 
tariffs

 Must approve direct sales from 
generating licensees to industries 
/ institutions

 Develop procedures to allow 
consumers to select their service 
provider 

 Set/approves trading margin

KEY TASKS / FUNCTIONS ASSIGNED TO THE COMMISSION UNDER ERC RULES

* Based on unofficial English translation of ERC Rules, 2018



Action Plan for the Commission



Evolution of Regulatory structure – Key Phases

The Commission is expected to evolve in three phases.

The Commission may be able to start playing a key role in sector regulation within 3-4 months of its 
commencement of operations.

1 2 3

Roll-out Phase
Formation of Commission and 
its initial activities, including 
formulation of initial regulatory 
framework

Stand-up Phase
Commission starting 
to discharge its 
regulatory functions

Stabilization Phase
Commission ready to 
introduce market reforms 
and competition

Upto 3-4 months from 
appointment of 
Commissioners

15-18 months after roll-out 
phase.

After stand up phase.

Now Sep 2019 Dec 2020



Potential regulatory priorities for the Commission

Roll-out Phase

Put the basic regulatory 
framework in place, by issuing 
regulatory instruments such as:
 Byelaws on Conduct of 

Business and Rulemaking 
(including the process for 
public hearing);

 Byelaws on Dispute 
Resolution;

 Transitional Directives;
 Interim directive on tariff 

process;
 Issuance of interim orders / 

directives on shares issued by 
HPPs; and

 Issuance of interim order / 
approval on PPAs and tariffs 
for projects which has signed 
the PPA.

Initiate measures for sectoral 
reforms and competition, such 
as:

 Introduction of non-
discriminatory open access to 
distribution network;

 Making competitive bidding 
mandatory for wholesale power 
procurement;

 Formulation of enabling 
regulatory framework for 
trading licensees; 

 Promotion of cross border 
electricity trade; and

 Initiating studies on cost of 
service and cost reflective 
tariffs; and

 Providing necessary advice 
and suggestions related to 
policy reform to the 
Government of Nepal, as 
envisaged under section 16 of 
the Act.

Operationalize the regulatory 
activities in an effective manner, 
through activities such as:
 Directive and orders on PPA approval 

process and tariffs;
 Directives on tariff determination;
 Tariff orders;
 Directives and order on 

implementation of ERC Fund;
 Subject specific Directives (in line with 

phasing out of Transitional Directives);
 Grid code and distribution code; 
 Least cost expansion plan;
 Directives on system operation 

function;
 Directives on transmission planning;
 Directives on open access to 

transmission network;
 Directives on protection of consumer 

interests; and
 Directives and orders on promotion of 

Renewable Energy.

Stand-up Phase Long term / stabilization phase



Summary



Summary

• ERC, under its existing legal framework has the potential to drive and support the development of Nepal’s power sector, through 
the following activities:

Formalize stakeholder consultation and public hearings for all key decisions;

Formalize process for the ERC’s approval of Power Purchase Agreements

Formalize processes for setting of generation, transmission and distribution tariffs under economic principle;

Development of grid code, distribution code, safety standards, and standards of performance aimed at improving quality 
and reliability of electricity;

Formalize procedures to resolve consumer complaints and disputes between service providers

Facilitate the introduction of competition into the market.

• NOTE:  the Commission’s success will depend on a number of issues, including independence, competence of Commission 
Chairperson and Members, support from the GoN, and the assistance of development partners. 
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USAID’s Nepal Hydropower Development Project
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