The giga game plan

Tata Power is making a push for dramatic growth, by extending
operations into new segments, escalating capacity build up and
exploring new sustainable routes for the future
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hen Prasad Menon,

managing director of Tata

Power, talks animatedly
about power from rice husks, energy
from municipal wastes, rooftop solar
units and other such projects that
generate a few sundry megawatts here
and there, it’s an indication of the
broadness of the company’s vision.
After all, this is the same company
that’s also putting up India’s first
4,000MW thermal power plant, known
in power lingo as an UMPP or ultra
mega power project.

On the face of it, there seems
to be no connect between the diverse
micro and mega projects that form a
wide spectrum of energy generation
units for Tata Power. Yet a closer look at
the scope and spread of Tata Power’s
operations today makes it clear that the
company has consciously chosen to
walk a rather divergent and unusual
road to growth, one that calls for
building capacities and capabilities
across not one or two but several
segments of the power sector.

Over the last three years, Tata Power
has kick-started initiatives that will
enable it to become a power utility with
operations spread across geographies,
across the value chain from coal to
customer, and across the spectrum of
fuel sources from solar to geothermal
(see box: The Tata Power value chain).

That’s not all. Along the way, Tata
Power will double its power generating
capacity every couple of years, to touch
25gigawatts (25,000MW) by 2017,
taking it into the big league of India’s
power utilities.

Giga growth

When asked what the driving
factor is behind the rapid escalation in
operations, Mr Menon answers,
“Dramatic growth!” In this particular
case, ‘dramatic’ is definitely an accurate
description of the transformation that
began three years ago, when the
company set itself a huge target of ten-
fold growth in ten years’ time.

So who let the dogs out, and
why? Historically, Tata Power has
been a Mumbai-centric power
generation company, operating at a
pace that could only be described as
slow to the point of somnambulant.
With its three hydro projects in
the western ghats and the fossil
fuel-burning Trombay plant at the
heart of its operations, Tata Power
was in a safe groove for nearly a
hundred years, steadily supplying
energy to Mumbai city and its
environs, while making enough
money to keep stakeholders happy.
“We were something of a cash cow,
which is a good thing. But we had
also become somewhat risk averse.

And that was not so good,” explains
Mr Menon.

Then came the Electricity
Act of 2003 that opened up the
hitherto restricted power sector to
the private sector and brought Reliance,
Adani, Torrent and other companies
jumping into the fray. Faced with a
wide-open playing field, Tata Power’s
leadership sat down to a strategy
conclave in 2007 that charted the
course of the company’s short and
long-term future, and led to the
25GW generation target.

The giga game plan calls for
drastic changes. Remarkably, most
of the targeted growth is organic,
calling for tremendous internal
transformation. One manifestation
of this is the massive infusion of new
employees: over the last three years,
the company has hired hundreds of
people, adding up to more than 30 per
cent of its current workforce (see box
on pg 11: Culture makeover).

Even more remarkable is the
size of the projects that Tata Power is
handling. Its current projects are worth
more than Rs300 billion in value (as
compared to Tata Power’s FY09 revenue
of Rs72 billion). Not surprisingly, Tata
Power now presents a consolidated
balance sheet (about Rs170 billion
including subsidiaries) that shows a
clearer picture of the company’s scope

The Tata Power value chain: From coal to customer
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and spread of operations to investors
and funding agencies.

Power push

Funding is critical to the
company’s plans as the biggest area
of growth and heaviest focus of
investment is of course power
generation. The 4,000-MW plant
coming up at Mundra, Gujarat alone
will cost Rs170 billion ($4.2 billion) to
build. Other big thermal projects on the
anvil include the 2,400-MW plant at
Dhehrand, Maharashtra and the 1,050-
MW plant in Maithon, Jharkhand.
These three mega and ultra mega plants
will start going online in 2011, adding
tremendously to the company’s power
output and the weight of its balance
sheet. The company is also considering

Going retail

Last year, Tata
Power had about
25,000 retail
customers in
Mumbai, a figure
that the company
expects will grow to
150,000 by the end
of the current
financial year. The
need of the hour is
to build customer-
centricity. Says
S Padmanabhan,
executive director,
operations, “We’ve built an entire
customer organisation; we’ve
picked people from within, got
people from outside, given them
2-3 levels of training programmes
through Tata Management
Training Centre and others. We
had other Tata retail companies
come and talk to us; we engaged
an external consultant to help us
understand customer value
addition, customer service and
dealing with customers.”

Tata Power also found it easy
to replicate North Delhi Power’s
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bidding for UMPPs in Orissa and
Chattisgarh.

But what makes Tata Power’s
portfolio unique is the fact that the
company is not just setting up mega-
sized coal and oil plants, but is also
investing equal effort in creating small
and medium scale plants that harness
wind, solar, hydro, geothermal energies
as well as heat from waste gases, a
strategy that will build much needed
capabilities in non-fossil fuel sources
(see box on pg 13: Going green). Says
Mr Menon, “We are looking at growth,
but we are also trying to create a
different business model from the
western world, which we believe is not
sustainable; we are trying to see if we
can walk a different path and create a
business model for the power industry

experience in the processes,
technology and infrastructure
requirements that play a crucial
role in the retail business. The
company’s first customer care
centre was set up in Borivali,
Mumbai, along with conveniences
such as drop boxes, online
payment, etc. The next state-of-
the-art centre is coming up in
the suburb of Andheri. “For

the first time people are seeing a
utility company treating them

like customers,” says

Mr Padmanabhan.

that is both viable and sustainable.”

The sustainability factor explains
why Tata Power is treating geothermal
energy as a key focus area; it is an
example of a sustainable resource where
the potential to create large capacities
co-exists with a much lower carbon
impact (as compared to thermal fuels).
It is also the only renewable energy that
is available 24x7, unlike solar and wind
(dependent on climatic conditions) and
biomass (dependent on availability).

Still the new kid on the power
block, geothermal, calls for tapping of
natural heat from hot rocks found 5km
deep in the earth to create hot steam that
drives turbines and generates electricity.
To build expertise and capabilities in this
area, Tata Power has invested $50 million
for a 10 per cent stake in Australian
company Geodynamics and also signed
up for a small 5-MW geothermal project
in Gujarat.

Counting all of Tata Power’s power
eggs in different baskets, Banmali
Agrawala, executive director, strategy
and business development, elaborates
on Tata Power’s giga growth plan, “We
have about 3GW in operation today,
close to 6GW under construction and
roughly another 6GW under
development, taking us to about 15GW
by 2013-14. The gap of about 10GW
will be closed by a combination of
acquisitions and brown field / green
field development.”

Second dimension

Apart from generation, Tata Power
has invested just as heavily in growth
along another axis, by enhancing its
capabilities in power transmission and
distribution, and entering into power
trading. In 2003 it joined hands with
Power Grid Corporation of India to set
up Powerlinks Transmission, a joint
venture that operates the 1,200km long
Tala power line carrying surplus power
from Bhutan and the north-east regions
to India’s northern grid. Powerlinks is
now being called upon for project
management and consultancy services
in other states.

Power trading is a new business
area for Tata Power, with its subsidiary
Tata Power Trading looking to transact



as much as 400MW of power every
year. Within the company, Tata Power is
entering into the area of merchant
supply, where it will break out of its
century-old system of supplying power
to a captive customer base and instead
sell power as a merchant commodity on
the market.

“For the first time, we are getting
into an area where we’ll need to
monitor demand, supply, peak loads,
market risks, etc. It’s a learning curve
for us, an entirely new business model,
in fact,” says S Ramakrishnan, executive
director, finance. This year, Tata Power
will be selling about 100MW from its
Haldia unit as merchant supply.

The target is that at least 10 per cent
of its output will operate on the
merchant model.

That leaves power distribution,
an age-old business for the company
that has been selling power to about
25,000 customers in Mumbai city for
decades. But here again, the company
found itself needing to build new
capabilities, consequent to a Supreme
Court verdict last year that gave
consumers the right to choose
their power utility. As many as 30,000
new customers opted for Tata Power
as supplier, doubling the company’s
customer base in a short span of
time, and leading to a new drive to
build customer-centricity (see box on
pg 8: Going retail). “We need to know
and understand the customer; it’s a
vital aspect of the power business
and an area where we lagged,” says
Mr Menon.

Some of the lessons in customer
relationships have come from a source
quite close — Tata Power’s subsidiary
North Delhi Power (NDPL) which has
been supplying power to about one
million customers in Delhi since 2002.
The customer drive doesn’t end with
Mumbai and Delhi; Tata Power is also
bidding for distribution in Nagpur,
Maharashtra.

Third dimension

Another lateral extension for Tata
Power is its entry into coal and
shipping. Coal is critical to Tata Power’s
future; the company will need to burn

2.5 million tonnes of coal every year as
fuel at Mundra and other coal-based
plants. In a bid to secure resource
availability, Tata Power chose to
integrate backwards by investing in coal
mines in Indonesia, paying as much as
$1.3 bn in 2007 for a 30 per cent stake.
In addition, the company has recently
been allocated coal blocks in Orissa and
Jharkhand. But all of these put together
still account for only half of the
company’s needs; Tata Power is still
scouting in Australia, South Africa and
South East Asia for more coal to burn.
What makes the coal venture
interesting is the fact that coal is
turning out to be more than just
good business sense; it’s also good
business in itself. Coal today adds more
than Rs30 billion to Tata Power’s
consolidated turnover. With coal
prices peaking and the mines

increasing their output by as much as
25 per cent this year, the company’s
coal business has doubled in value in
the last couple of years. Yet the coal
business has inherent challenges that
Tata Power had to master. “With coal,
we had to learn the ups and downs of
the international commodity market,”
remarks Mr Ramakrishnan.

The coal investment led Tata
Power into another new business,
the shipping industry, so as to keep
control over the rates and logistics
of transporting millions of tonnes of
coal slated for Tata Power’s mega
projects. “We didn’t know anything
about the shipping business. But now
our team has quickly come up to
speed and we are in the process of
building a fleet of nine cape-sized
ships, both owned and contracted,” says
Mr Menon.

International footprints

The most significant impact of
Tata Power’s growth story has
arguably been its foray outside its
Indian comfort zone. The stake in
the mines in Indonesia and Trust
Energy (the Singapore-based
shipping company) were just the
beginnings of the company’s
international shopping list.

Tata Power has also invested
in Australian companies
Geodynamics and Exergen to
build capabilities, and is on
the lookout for coal reserves in
Australia, South East Asia and
South Africa.

A new aspect to Tata Power’s

MNetherlands

growth curve is the plan to

site power generation plants
outside India’s borders; it

has joined hands with Norway-
based SN Power to build hydro
projects in Nepal, and Australia-
based Origin Energy to bid

for geothermal projects in
Indonesia.

The company is also
developing a 114-MW hydro plant
at Dagachhu in Bhutan and is
setting up a 525-MW plant
that generates power from
production gases at Tata Steel
Europe’s (Corus) facility in
the Netherlands.

Tata Review May 2010 [] 9



Power mantras

Tata Power’s senior leaders talk about critical issues and challenges faced by the company

Sustainability is the core that
drives our businesses; it is
the biggest challenge facing
humanity today.

— Prasad Menon
Managing director

We are building a total
customer-centric
organisation by building

| people capabilities through
' training on service and

: customer orientation, and
i understanding customer
E value addition.

— S Padmanabhan
ED, operations
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! Our aim is to keep

E employees highly engaged
i and develop a spirit of
1 cooperation and

i competition, while not !
! giving up the warm feeling E
i of being a family. i
! Gobind Baga Singh, i
8 Head, HR !
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+ We have had to learn partner
i management. With each

i partner, it’s a new dance and
1 we have had to learn and

E adapt to different dances.

— S Ramakrishnan
ED, finance
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Our commitment to
sustainability extends from
the manner in which we

| acquire land for our
projects, to what do we do
with biodiversity in the areas
in which we operate, to how
we run our plants from an
environmental perspective.

— Banmali Agrawala
ED, strategy and business
development
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i We have developed an 8-fold
i path that provides the

E guiding principles for

1 identifying policies,

E processes, action plans and

capabilities required to
address sustainability.

— Avinash Patkar
Chief sustainability officer
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Culture makeover

“We are going through a
transition period,” says

S Padmanabhan, ED, finance,
“where we are actually running the
marathon and the 100m sprint at
the same time.” Alongside the
dramatic changes in Tata Power’s
organisational vision and goals,
the company is focusing inwards
to align its people and culture on
the same path.

Not an easy job considering
that more than 1,600 people out
of the 3,800-odd workforce have
joined the company in the last three
years. In fact one of the first things
that had to change in Tata Power
was the role of the HR function
itself. As Gobind Baga Singh,
head of HR puts it, “From
administration and employee
relations, the HR function has
evolved into a strategic business
partner spearheading capacity
and capability building, leadership
development, employee
engagement and a high performing
culture. One of the key roles
HR plays today is to enable
line managers become HR
managers so that they build
strong employee value.”

The HR challenges to build
an adaptive inclusive culture, robust
talent management processes and
leadership development were
addressed through focused

organisational transformation
interventions. Organisational
transformation (OT) is now a core
support function at Tata Power,
saddled with an onerous mandate.
Says Vivek Talwar, head of the OT
initiative, “We had to dismantle
organisation silos. We had to
change from feudal autocratic to
participative; from middle
management being indifferent and
disengaged, to taking charge and
championing change; from a
bureaucratic outlook to an
empowered workforce; from a
sense of stagnation and status quo
to developing in-house capabilities
for current and future.”

Two of the OT initiatives
that have been put in place are
cross-functional programmes
called Leher (the wave of change)
and Laser (Learn Apply Share
Enjoy and Reflect). Leher,
meant mostly for engineers,
junior and middle
management, looks at
changing the thinking,
feeling and action words of
people through programmes
that are behavioural, managerial
and leadership based. Laser
looks at involving people at
shop-floor level in developing a
collective sense of ownership of
their workplace and bringing in
excellence. Each workshop

covers 20-24 people and extends
through six modules of 4-6 days.
This means that Tata Power as an
organisation is committing about
30-36 days per year to OT
programmes. Already about 1,200
people have experienced the Laser
module with another 120 going
through Leher.

Yet another transformation tool
used is the multi-rater system
wherein the managing director
listens to feedback on his
leadership behaviour, thus
conveying the message that the
entire organisation needs to get
involved in thinking about what’s
best for the future.
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Zero to sixty

From solar energy from the sky to
heat from the planet s innards, from
shipping to trading, from mega to micro
to merchant-oriented projects, Tata
Power has been building, expanding and
growing along multidimensional routes.

A timeline of the company s
transformation will clearly show that the
kick-off was when it bid for and won the
Mundra project and the consequent entry
into coal and shipping. The Mundra
project led to a lot of learning and change
for us, says Mr Menon.

Future sustainable

Algae that eat carbon dioxide,
power from the heat of the
earth, smart grids that charge
tariffs depending upon load

and time of day, wireless
technologies — Tata Power is
looking at new technologies that
will take it into the future. The
power sector in India is just
waking up. We are going to see
drastic changes and technology
shifts in every segment of this
industry, remarks Tata Power MD
Prasad Menon, as he describes
meeting with MIT futurologists to
explore the prospects for the
power industry.

Technology is going to be the
differentiator of the future with new
technologies such as two-way
communication, smart grids and
wireless technologies, already in
place in pockets of the developed
world. Orbit-shifting technologies
is one of the routes that Tata Power
is following, but its roadmap to the
future is based firmly on the
sustainability platform.
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Not only does Tata Power
have a chief sustainability officer
and a sustainability council, it also
runs the Tata Power Energy Club,
an awareness forum that has
helped sensitise one million
citizens across the country,
covered a total of 250 schools
and helped save over one million
units of electricity.

The club also conducts day-
long, fun-filled workshops on
energy conservation for children.

The Tata Power Energy Club is a
proactive effort to curb the
wasteful usage of power and
educate society on the
importance of energy
conservation, says Shalini Singh,
who oversees club activities in her
role as head of corporate
communications.

The company is also building
strong relationships with NGOs
and the developmental sector. It
has partnered with an Indian NGO
to develop a green village model
for rural electrification.

The change was indeed all-
pervasive. Tata Power had to quickly
develop expertise in setting up
greenfield projects, land acquisition,
multi-lateral funding, currency hedges,
international commodity markets,
contract management, and so on.

Yet another internal change is
that it finds itself operating several
very different business models
simultaneously. The power distribution
business in Mumbai and Delhi works
on regulated tariffs based on cost-plus
pricing. The new merchant supply
business is far more risky, dependent
on demand-supply equations, peak
loads and market fluctuations. The
yet-to-be commissioned Mundra,
Dhehrand and Maithon projects will
operate on fixed tariffs and power
purchase agreements that put the
onus of productivity, efficiency and
risk management squarely on Tata
Power. When our people move from
one project to another, they have to
become adept at even the financial
nuances of the new task, explains
Mr Ramakrishnan.

Another aspect to be considered
is the difference in profitability across
different businesses. Explains
S Padmanabhan, executive director,
operations, In generation and
transmission, the regulated return
is 14 per cent, in distribution it is
16 per cent. But now we can sell part
of our generation in the merchant
market. Broadly the difference
between regulated and merchant
tariff on a yearly basis can be
25 30 per cent.

Then there is the entry into the
fluctuating coal commodity market and
the cyclical nature of the shipping
industry. How is Tata Power managing
to stay afloat amidst all the chaos?
According to Mr Menon, the company
has found that one sure solution is
partnerships.

Holding myriad hands

A scrutiny of Tata Power s
operations brings to light the fact
that the company has built up a
pantheon of partnerships  with the
government and the public sector,



