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ABSTRACT 

 India’s total solar capacity commission so far is around 2000 MW.  In order to 

augment solar capacity addition further,  Dr. Manmohan Singh, Prime Minister of India, 

during the Rio+20 Summit held in Brazil on 20-22 June, 2012, specifically have emphasized 

that India’s key area of focus is energy. India have to promote, universal access to energy, 

while, at the same time, promoting energy efficiency and a shift to cleaner energy sources by 

addressing various technological, financial and institutional constraints. Accordingly on 

25.10.13, Government of India, Ministry of New and Renewable Energy, has issued specific 

guidelines for implementation of 750 MW Grid-connected Solar PV Power Projects, under 

Jawaharlal Nehru National Solar Mission (JNNSM Phase-II Batch-I. the paper discusses 

various issues which can be a part and parcel during the coming bidding process and can play 
an important role in implementation of 750 MW solar PV projects through viable gap funding. 
 

KEYWORDS:  Solar Capacity, Access To Energy, Solar PV Power Projects, JNNSM And 

Viable Gap Funding (VGF) 
 

INTRODUCTION 

 Dr. Manmohan Singh, Prime Minister of India, during the Rio+20 Summit in Brazil 

(20-22 June, 2012), have emphasized that [1] “Sustainable development also mandates the 

efficient use of available natural resources. We have to be much more frugal in the way we 

use natural resources. A key area of focus is energy. We have to promote, universal access to 

energy, while, at the same time, promoting energy efficiency and a shift to cleaner energy 

sources by addressing various technological, financial and institutional constraints." 

 According to the plan Government of India, Ministry of New and Renewable Energy, 

has recently issued in 25.10.13, specific guidelines for implementation of scheme for setting 

up of 750 MW Grid-connected Solar PV Power Projects, under Jawaharlal Nehru National 

Solar Mission (JNNSM Phase-II Batch-I). [2] 
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The Jawaharlal Nehru National Solar Mission is a major initiative of the Government of India 

with active participation from States to promote ecologically sustainable growth while 

addressing India’s energy security challenge. It will also constitute a major contribution by 

India to the global effort to meet the challenges of climate change. The objective of the 

Mission is to establish India as a global leader in solar energy, by creating the policy 

conditions for its large scale diffusion across the country as quickly as possible. 

 The Mission has set a target, amongst others, for deployment of grid connected solar 

power capacity of 20,000 MW by 2022 to be achieved in 3 phases (first phase upto 2012-13, 

second phase from 2013 to 2017 and the third phase from 2017 to 2022). The first phase (up 

to 2013) focused on promoting scale-up in grid-connected solar power capacity addition of 

1000 MW through scheme of bundling with thermal power implemented through the NTPC 

Vidyut Vyapar Nigam Limited (NVVN) for minimizing the financial burden on Government, 

and a small component of 100MW with GBI support through IREDA. In the second phase, 

further capacity addition of 3000 MW under Central Scheme is envisaged through various 

schemes. At present, India’s solar installed capacity is 2000 MW. Rajasthan and Gujarat are 

in the lead in solar project establishment. Other states are also aggressively participating in 

solar bidding process to fulfill solar renewable purchase obligations (RPO). 

 

2. Approach of Viability Gap Funding 

 To incentivize setting up of a large number of Solar Power Projects and minimizing 

the impact of tariff on the distribution companies, various alternatives have been considered 

viz. (i) Bundling Scheme (ii) Viability Gap Funding (VGF) Scheme and (iii) Generation 

Based Incentive (GBI) Scheme. Phase-I was largely based on the option of Bundling Scheme 

and on GBI option to some extent. In Phase-II Batch-I of JNNSM, the option of “Viability 

Gap Funding” Scheme has been selected. The same will be implemented by the Solar Energy 

Corporation of India (SECI) in close association with the NVVN. 

The Scope of these Guidelines is to provide the necessary policy framework and 

mechanism for selection and implementation of 750 MW Grid-connected solar PV power 

projects with Viability Gap Funding under Batch-1 Phase-II of JNNSM. 

The main objectives of the VGF Scheme and these Guidelines are: 

i) To enable scaling up of size of projects thereby leading to economies of scale of projects 

under JNNSM; 
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ii) To facilitate speedier implementation of the solar power projects to be selected to meet the 

Phase-II target of JNNSM; 

iii) To enhance confidence in the Project Developers; 

iv) To promote manufacturing in the Solar PV sector in India; 

v) To create good business model and systems for various State Governments and DISCOMs 

to take forward; and 

vi) To facilitate fulfilment of RPO requirement of the obligated entities. 

 

3. Mechanism of Viability Gap Funding 

 The mechanism of operation of Viability Gap Funding is enumerated below: 

1) The tariff to be paid to the developer is fixed at Rs.5.45 per kWh. This tariff will remain 

firm for 25 years project period. In case benefit of accelerated depreciation is availed for a 

project, the tariff will get reduced to Rs.4.75 per kWh. 

2) The developer will be provided a viability gap fund based on his bid. The upper limit for 

VGF is 30% of the project cost or Rs.2.5 Cr./MW, whichever is lower. The developer will be 

required to indicate his preliminary estimate of project cost as per format in Annexure-A. The 

project cost will be as per developer’s own estimation & declaration at the time of bidding, 

which will be finally confirmed by his own declaration at the time of financial closure and 

will be considered for provision of VGF as per the above specified upper limit. 

3) The developer has to put his own equity of at least Rs.1.5 Cr./MW. 

4) The remaining amount can be raised as loan from any source by the developer. 

5) The VGF when paid by the SECI may be used to return part of the loan or developer 

contribution (in excess of Rs.1.5 Cr./MW) or a combination thereof as the case may be, in 

case investments have already been made. SECI will issue a letter confirming sanction/ grant 

of VGF so that bidder is able to achieve financial closure for full amount if required at the 

time of signing of Power Purchase Agreement (PPA). 

6) The VGF will be released in six tranches as follows: 

50% on successful commissioning of the full capacity of the project (COD); - Balance 50% 

progressively over next 5 years subject to the project meeting generation requirements (CUF 

within specified range as per Clause 2.13.1) as under: 

 End of 1st Year from COD – 10% 

 End of 2nd Year from COD – 10% 

 End of 3rd Year from COD – 10% 
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 End of 4th Year from COD – 10% 

 End of 5th Year from COD – 10% 

4. Issues and Strategies 

The RfS for capacity allocations of 750 MW under batch one of phase two of the NSM have 

been released on 29.10.2013 and interested developers are required to submit their proposals 

by 28th December 2013. There are several issues in this NSM process that may impact on the 

bidding process for different developers and the same are discussed below. [5] 

 In this VGF mechanism, maximum offer by a Bidder is given for 10 projects & 

capacity offer for 200MW. This means that developers will likely try to diversify their risk 

profile and have a variance across bid amount across multiple projects. For example, in a 

hope to get multiple projects with a higher average tariff, a developer might ask for a VGF 

amount of INR 15m in the lowest bid and INR 17m in the highest. Due to this attempt to find 

a higher mean incentive in the form of VGF, companies may end up dividing the aimed for 

capacity into multiple projects, accepting that they end up perhaps not getting the entire 100 

MW capacity. Individual project sizes are likely to be small (10-30 MW) and even 

the most successful bidder’s will most likely end up with far less than the maximum 100MW. 

The total number of projects may exceed 30. 

 VGF tranche will start releasing only after commissioning of solar plant. As the 

developers will need to finance the entire capital cost upfront, it would be preferable to use 

cheaper short term construction finance (with a solid guarantee of the VGF being released 

after commissioning) in the form of trade financing  or supplier’s credit rather rather 

than seeking bank loans for the entire amount. 

Capacity utilization factor (CUF) limits are fairly lax, at least for generating on the higher 

side. The RfS document has fixed the maximum AC power output and minimum DC power 

generation. However, there is sufficient room for developers to account for the losses of DC 

to AC conversion. Also, SECI has mentioned that any excess power generated can also be 

bought at INR 3/kWh if SECI finds a buyer for this power. Due to this, developers will try to 

keep the DC side of the project as high as possible to keep the CUF in range. Developers 

could opt for as much as 15% excess on the DC side as compared to the rated AC capacity. 

Aggregate project capacity (DC) could theoretically reach 863 MW. 

All solar power projects need to be commissioned within 13 months. A number of projects 

will be over 50 MW (at single location) and prominent EPC companies with a good track 

record, like Sterling & Wilson, Mahindra, Enerparc or L&T, will have their hands full. This 
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opens up a lot of room for sub-contracting. Smaller EPC companies could offer specific parts 

of the EPC services to these larger EPC companies rather than trying to offer turn-key EPC 

services directly to the developers. Developers will also need to ensure that a certain EPC 

does not have its hands full before awarding it a project. This can lead to delays. 

 A capacity of 375 MW has been earmarked for domestic content requirement. It 

means indigenous content will be increased and so the demand. There are a total of 

12 domestic cell manufacturers with total capacity of around 1 GW. Most of this capacity is 

currently lying idle and only some meet quality requirements of large scale projects. 

Developers can assume an annual production capacity of less than 500 MW for good quality 

cells and modules. This means that these manufacturers will have to start their production 

units very soon and stock their products to cater to the upcoming demand. However, almost 

all of these companies do not have sufficient working capital. A key factor for developers to 

tie up Indian supplies will be to make advance payments. 

 

CONCLUSION 

 The progress of solar mission so far is good. In the Phase 1 of the Mission, 950 MW 

solar power projects (excluding 84 MW selected under migration scheme) were selected in 

two batches (batch-I during 2010-11 and batch-II during 2011-12) through a process of 

reverse bidding. The resulting tariffs in Batch-I for SPV projects ranged between Rs.10.95 

and Rs.12.76 per unit, with average of Rs.12.12 per unit and for solar thermal projects the 

tariff ranged between Rs.10.49 and Rs.12.24 per unit, with average tariff being Rs.11.48 per 

unit. In Batch-II, for solar PV projects, the tariff ranged between Rs.7.49 and Rs.9.44 per 

unit, with average tariff being Rs.8.77 per unit. The power from the plants is being purchased 

by the NVVN and being sold to distribution utilities/ Discoms after bundling with power 

from the unallocated quota of power from coal based stations of NTPC on equal capacity 

basis, thus effectively reducing the average per unit cost of solar power. A total capacity of 

420 MW has been commissioned under these Batches by the end of Phase-1 (31.3.2013). In 

addition, a capacity of 50.5MW under migration scheme, 88.8 MW under IREDA-GBI 

scheme and 21.5 MW under old Demonstration scheme has been commissioned, taking the 

total capacity commissioned during Phase-I to 580.8 MW. India’s total solar capacity 

commission so far is around 2000 MW. To incentivize setting up of a large number of Solar 

Power Projects and minimizing the impact of tariff on the distribution companies, various 

alternatives have been considered viz. Bundling Scheme, Viability Gap Funding (VGF) 
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Scheme and Generation Based Incentive (GBI) Scheme. Phase-I was largely based on the 

option of Bundling Scheme and on GBI option to some extent. In Phase-II Batch-I of 

JNNSM, the option of “Viability Gap Funding” Scheme has been selected. The same will be 

implemented by the Solar Energy Corporation of India (SECI) in close association with the 

NVVN. 
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