
1. 
Background:

Central Electricity Supply Company of Orissa Limited (CESCO) was the holder of license No.1/99 granted by OERC under Section 15 of the OERA vide their order dated 31st March, 1999 and was operating under the license granted by the Commission. The OERC vide its Order dated 2.4.05 has revoked of license of CESCO with effect from 1.4.05 in accordance with Para 21 of the Commission’s Order dated 26.2.05 in Case no-39 of 2001. The OERC has appointed the Chief Executive Officer and Administrator under Section 20(1)(d) of the Electricity Act 2003 to operate CESCO’s utility in accordance with the provisions of the license issued to CESCO by Commission’s Order dated 31.3.99 in Case no-25/98. The CEO & A has been empowered for management and control of affairs of Central Zone Electricity Distribution and Retail Supply Undertaking. 

The Central Zone Electricity Distribution and Retail Supply Undertaking is required to file the application for approval of Annual Revenue Requirement for the FY 2006-07 as per license condition. The Annual Revenue Requirement Application for the year 2006-07 is prepared in conformity with chapter-II and III of the OERC (Terms and Conditions for determination of Tariff) Regulations, 2004, and chapter-VIII of OERC (Conduct of Business) Regulations, 2004 and the Electricity Act, 2003.

Rationale for Retail Tariff Application

Central Zone Electricity Distribution and Retail supply undertaking is reeling under a severe financial burden. Though the gap between revenue from sale of power to the actual expenditure incurred by it has substantially reduced, still the revenue from sale of power has to be increased to serve the arrear BST bills of GRIDCO and payment of interest on its loan to Government. It may be mentioned here that the Central Zone Electricity Distribution and Retail supply undertaking is paying the full BST bills to GRIDCO from April 05 onwards and the full BST bill through LC from September 05 onwards. The continued financial constraints are threatening to jeopardize the very existence of the organization. The realities on the ground are vastly different from the benchmarks that are considered for in the Tariff Setting process and are seriously affecting the extent of cost coverage. Accordingly the licensee requests the Commission to relax its benchmarks and revise the existing tariff rates with effect from 1st April, 2006 keeping in view the financial stress under which it is operating. 

The revenue requirement of CESCO’s utility in FY 06-07 is Rs. 94027.85  lakhs. With the existing tariff rates, the revenue generation will be Rs 74785.83 lakhs. Hence the shortfall in revenue requirement is Rs.19241.55  lakhs. Details are tabulated as follows.

Description
Amount (Rs. Lakhs)



Expenditure incl. Spl. Appropriation (A)
92863.86



Reasonable return (B)
 1,163.52

Annual Revenue Requirement(A+B)
94027.38

Net Revenue Realized from sale of power at existing tariff including Misc. Income (D)
74785.83

Revenue Gap (A+B) - D
19241.55

2.
Revenues to cover all reasonable costs and a reasonable return

CESCO’s utility has not been able to recover its costs from the revenues and therefore recovery of costs by CESCO’s utility is of paramount importance to ensure financial viability of CESCO’s utility. The OERA and the sixth Schedule of the ESA assure the licensee sufficient revenues to cover all costs and a reasonable return. The application of this principle assumes importance in view of the following considerations:

· The financial viability of CESCO’s utility is important to maintain continuity in business and stability in supply of electricity.

· Sound financial health of CESCO’s utility would be essential to enable it to raise funds necessary for system improvement, thereby benefiting the consumers in the end. 

· CESCO’s utility by nature of its ownership has to cover its costs from the consumers and may not be able to secure financial support from the Government in the form of grant / subsidy.

3. Review of operations of the year 2002-03, 2003-04 and 2004-05.


The financial year 2004-05 ended with an input of 3849.55 MU. The actual level of overall distribution losses and the distribution losses excluding EHT (assuming 0% loss at EHT level) for the FY 2002-03, FY 2003-04 and FY 2004-05 are highlighted in following table.

Table – I

                                         2002-03       2003-04          2004-05

1. Sale in MU

            EHT                        497.179      485.930         359.360

            HT                          362.329      384.730          427.800

            LT                         1451.090    1478.270        1465.190

            Sales at HT & LT  1813.420    1863.000       1892.990

            Total Sales           2310.600    2348.930        2252.350

2. Purchase in MU             4055.791    3899.580       3849.310           

3.Overall Distribution loss      43%              39%           41%

 

4.
Estimated Performance during the Year 2005-06 & 2006-07

During FY 2005-06, the sale energy has been estimated at 2772.00 MU. Considering the trend of FY 2002-03 and FY 2003-04, and 2004-05 the system loss for the year 2005-06 has been projected at 40%.

     Table-II 

               2005-06                 2006-07        

1. Sale in MU                 

EHT                                386.00                   395.94           

        HT                                   478.85                   589.75

        LT                                  1624.68                 1692.42

      Sales at HT & LT             2103.53                 2282.17

      Total Sales                       2489.53                2678.11

2. Purchase in  MU            4150.00                4164.00

 3. Overall Distribution 

     loss in Percentage.             40%                      36%

 


The details of category-wise sales mix with No. of consumers, contract demand and percentage change in sales are given in OERC Form: T-1. Further, the expected revenue for the ensuing year estimated sale at existing RST along with details is also provided in OERC Form No: T-8.

5.    
AT&C Loss

While approving the Annual Revenue Requirement for the year 2003-04, the Hon’ble Commission through a landmark and revolutionary decision, recognized for the first time in the regulatory regime, the AT&C Loss concept as distinct from the conventional T&D Loss and adopted the same as a performance parameter. In accordance with OERC intent towards ‘Performance based regulation’, The Petitioner is committed to the spirit of reducing the AT&C Loss. The Hon’ble Commission has prescribed a target of AT&C Loss of 49.37% for the year 2004-05. However, the actual AT&C loss for FY 2004-05 works out to 51.05%.

The shortfall in achievement of reduction in losses as compared to targets specified by the Hon’ble Commission and in the Kanungo Committee report is primarily attributable to the reasons such as slow progress of investments due to delay in receipt of APDRP and World Bank funds, non-availability of funds for capital investments and maintenance of distribution network, natural calamities, etc.  Moreover, both, Kanungo Committee and the OERC have assumed that the Government Departments and undertakings shall make payments to CESCO’s utility in regular manner. However, in reality this has not happened and due to which the reduction in losses as suggested by Kanungo Committee and the OERC could not be achieved by CESCO’s utility. Due to slow progress of investments and the adjustment in sales as mentioned earlier, the technical upgradation has not been achieved and hence the technical and commercial losses have remained at almost constant level. The massive rural electrification has also added to increase the A T & C loss.

The Petitioner would humbly submit to the Commission that the performance of CESCO’s utility should not be seen in isolation and it should be kept in mind that the other measures suggested by the Kanungo Committee such as support from the Government of Orissa (GOO) were not forthcoming. 

For the year 2006-07, the Petitioner is targeting AT&C Loss of 43.04% thereby reducing the AT&C Loss of 5% during the year 2006-07, as shown in Table-III.

Table – III

                          2003-04   2004-05         2005-06        2006-07

                         (Actual)     (Actual)       (Estimated)   (Estimated)

1. System Loss      39%        38%              40%             36%                

2. Collection 

Efficiency           81%       82%              86%             89%

3.  AT&C Loss          51%       49%              48%             43%



The Hon’ble Commission may appreciate that the reduction of AT&C Loss of 1% during the year 2005-06 although difficult to be achieved due to existing harsh ground realities, The Petitioner has taken up the same as a challenge and planned the following measures.  

5.1. Consumer Metering


The Petitioner has provided Meters to all the Un-metered consumers. 
5.2. Feeder Metering


Meters has been procured for all the 33 KV feeders, 11 KV Feeders and Distribution transformers under APDRP Scheme and the installation of meters are under progress. The metering of all the 33 kv feeders and 11 kv feeders are nearly completion. 

5.3. Detection and Regularization of unauthorized consumers and use of spot   billing in entire areas of CESCO’s utility.



(a) Ex-military personnel have been deployed for de-hooking for unauthorized connections and disconnection of non-paying consumers. Consequent upon de-hooking operation, a large number of unauthorized consumers are coming forward for regular connection.  Prompt action is being taken in all cases for regularization.  


(b) MRT squads have been deployed throughout CESCO’s utility area for vigilance activities, who have been deployed for review of load, checking of by-passing and tampering in the meter, obtaining check meter readings, raising penal bills on the spot for irregularities and instant regularization of the unauthorized connections.


(c) Teams have been deployed for verification of meter readings and obtaining check meter readings in doubtful cases where abnormally high or low readings have been submitted earlier.   

5.4. PMU Works

Under PMU works, there are provision of 33/11 kv sub-stations, 11/.4 kv substations, 33 kv lines and 11 kv lines.  Also, the works includes up rating and renovation of the existing networks. These are part of loss reduction programmes. Schemes formulated for loss reduction under PMU works also include installation of LT less transformers and extensive use of A.B. cables. The scheme has been closed on 30.6.2004. 

5.5.  APDRP Scheme

CESCO’s utility has undertaken Distribution System up-gradation and modernization program under APDRP Scheme of Ministry of Power, Govt. of India.  The Scheme involves a capital outlay of Rs. 296.73 crores, which includes metering, new lines and sub-stations, reconductoring, renovation and modernization of existing sub-stations, etc., which has been approved by the Ministry of Power, Govt. of India. The Scheme is under implementation by CESCO’s utility.
5.6. Energy Audit

The meters at all the 33 kv feeders and 11 kv feeders and distribution transformers are under installation. The energy audit will be undertaken after completion of the meter installation. 

6. 
Revenue Requirement for the year 2006-07

This section outlines the assumptions for estimation of revenue requirement for the year 2006-07.

6.1 Consumption

For projecting the consumption of different categories, the Petitioner has analyzed the past trends of consumption pattern for last four years.  Based on the analysis, it has been observed that for most of the categories no direct trend can be established in the consumption. The Petitioner would like to submit that though the consumption of sales for LT categories has been projected considering 3 years CAGR. However, for HT and EHT category of consumers, the consumption has been projected based on past trends and other factors such as additional load from existing and new consumers etc. The summary of consumption projected for FY 2006-07 is discussed in following sections.

6.1.1
LT Category 

The distribution system in CESCO’s utility has been characterized by a high degree of non-technical distribution energy loss (Commercial loss).  

For the ensuing year, the consumption under LT category is estimated at 1692.42 MU. The actual consumption during FY 2004-05, 3 years CAGR and the projected consumption for FY 2005-06 and 2006-07 are given in Table below. 

Category
Consumption 

during FY 

2004-05 

(MU)
Growth 

Rate 

Actual
Consumption 

during FY 

2005-06

(MU)
Consumption 

during FY 

2006-07

(MU)
Growth Rate

Assumed

Domestic
10096.00
13%
1139.66
1181.38
4%

General 

Purpose 

<100Kw
256.79
12%
286.86
306.00
7%

Irrigation
39.33
-25%
29.58
30.47
3%

Public 

lighting
18.51
5%
19.52
21.00
8%

LT Industries 

(S) Supply
44.23
2%
45.00
46.35
3%

LT Industries 

(M) Supply
44.33
6%
46.82
48.23
3%

Specified 

Public 

Purpose
40.42
19%
24.28
25.00
3%

Public 

 Water works
32.60
1%
32.96
34.00
3%

6.1.2
HT Category 

The growth of HT category is linked to the growth of industrial sector in general based on the current and past trends. The estimate growth rate for the ensuing year is based on the trend of the FY 2005-06 and specific load growth expected from the existing and new consumers under category of large industries. Expected growth rate 2006-07 is expected to be around 23%.

7. Inputs in Revenue Requirement 

7.1
Power Purchase Expenses

The power purchase expenses have been derived based on consumption estimates and the distribution energy loss level. As shown in Table-II above, for the year 2006-07, energy input of 4164.00 MU has been estimated based on the estimated consumption of 2678.11 MU and distribution loss of 36%. 
The present bulk supply tariff, i.e. demand charges of Rs.200/- per KVA per month and energy charge of 85 paise per unit has been considered for calculation of the power purchase expenses.

For the year 2006-07, power purchase cost has been estimated at Rs.52466.40 lakhs, considering energy purchase of 4164 MU. However, in case BST is changed due to any of the following reasons,

· revision in BST approved by OERC on the basis of revenue requirement filed by GRIDCO for the ensuing year,

· revision in BST approved by OERC on account of Fuel Surcharge Adjustment (FSA),

· Revision in BST approved by OERC for any other reason (e.g. change in the power purchase mix of GRIDCO),

· final order of OERC on the review petition filed by the State Govt.,

The annual Revenue Requirement would be suitably adjusted to reflect the revision in BST.

7.2
Employee Cost

For projecting the employee expenses for FY 2006-07, the employee expenses for the first six-month of FY 2005-06 have been considered. 

For the year 2006-07, the expenses have been estimated considering an overall increase of 8% over the estimated expenditure of 2005-06, considering the increase of normal annual increment in basic pay and in DA.   Considering half-yearly DA increase of at least 3%, for the FY 2005-06 the Employee cost has been arrived. In addition to the normal increase a provision of 10% has been made on the  salary head keeping in view the wage revision of workers. Further, the terminal benefit on account of pension & gratuity has been provided @ 12% & 4% respectively as per actuarial indication .The OERC had approved terminal benefit of Rs.3.51 crs for the year 2005-06 in their Order dt.22.03.2005.The additional amount relating to the year 2005-06 as per above actuarial i9ndication has also been provided for during the year 2006-07. The expenditure is amounting to Rs. 172.40 crores under this head. 

Administration and General Expenses 

The Petitioner has proposed a hike of 7% in the A&G expenses in the ensuing year as compared to the previous year, which is quite marginal.  The Petitioner request the Hon’ble Commission to consider these expenditure for FY 2006-07 amounting to Rs 21.96 crores. 
Repair and Maintenance Expenses 

The repair and maintenance (R&M) expenses for the ensuing year(06-07) have been estimated 5.40% on opening gross fixed assets as decided by OERC. This is quite nominal keeping in the mind the vast network of CESCO’s utility. The estimated expenditure is amounting to Rs. 47.45 crores for FY-2006-07. 

Provision for Bad & Doubtful Debts 

The Petitioner has made a provision of 2.5% on gross revenue from sale of power on account of provision for bad & doubtful debts amounting to Rs.18.70 crores.
Depreciation

Depreciation has been provided only on assets available at the beginning of the year and no depreciation has been provided on assets created during the year as per the provisions of the Sixth Schedule. The method adopted for calculating depreciation is Straight Line Method (SLM) at pre-92 rates.

Loans and Outstanding Dues 

· Loan from GRIDCO 

 
In the Order dated 28.06.2003 and 12.11.2003, the Hon’ble Commission has observed that the interest on GRIDCO (Back to Back Loan) shall be applicable @ 8.5% in line with the decision of the State Government notified vide No.1068/E dated 29.01.2003. During the loan reconciliation with Gridco, the interest payable to Gridco have been finalized @ 13.837% for the year 1999-00 to 2002-03 and @8.5% for the year 2003-04 and no interest to be charged from the year 2004-05 onwards. No interest has been calculated on Rs.174.00 Crores provided by GRIDCO towards cash support as per the order of the Hon able commission. The differential interest of the past years may be allowed through ARR 2006-07.

· World Bank Loan 

The interest on World Bank Loan has been calculated @ 13% as per the subsidiary loan & project implementation agreement with Government of Orissa total amount as loan. The moratorium period and repayment period for the World Bank Loan has been considered based on the terms of the World Bank (communicated by World Bank to GoO vide its letter dated June 13, 2000). In line with these terms, the repayment period has been considered as 10 years. 

· APDRP Assistance

In the ensuing year, an amount of Rs. 110.00 Crore has been estimated to be received under APDRP Scheme. The above Rs.110.00 crs. will consist of  drawal of loan Rs 36crs from Power Finance Corporation Limited carrying interest @ 8.5% per annum and share of the State Government amounting to Rs. 74.00 crs. carrying interest @12% per annum. As per the Scheme, out of the 50% of the amount received from the State Govt., 50% is to be treated as grant and balance 50% as loan carrying interest of 12%. But till date the Government of Orissa has not revised the sanction order converting 50% as grant. Since the Govt. of Orissa has passed on the entire APDRP assistance as loan, the interest has been calculated @12% on the amount of APDRP assistance from Govt. of Orissa.

8.
Reasonable Return

The reasonable return amounting to Rs. 1163.52 Lakhs has been calculated @ 16% on equity capital as per the order of the Hon’ble Commission dated 28.06.2003 and 12.11.2003. 

9.
Summary of Annual Revenue Requirement & Revenue Gap


The summary of Annual Revenue Requirement, Revenue at Existing Tariffs and Revenue Gap for the ensuing year 2006-07 is provided below.

Table-IV

Description
Amount (Rs. Lakhs)



Expenditure incl. Spl. Appropriation (A)
92863.86



Reasonable return (B)
 1,163.52

Annual Revenue Requirement(A+B)
94027.38

Net Revenue Realized from sale of power at existing tariff including Misc. Income (D)
74785.83

Revenue Gap (A+B) - D
19241.55

10. Tariff Proposal

 As discussed in earlier section, based on estimated Revenue Requirement and Revenue at existing tariff, the revenue gap for FY 2006-07 works out to Rs 19241.55 lakhs. The Petitioner would like to submit that the revenue gap has been projected considering the revenue collection at existing tariffs. 

The revenue generation from sale of power on proposed tariff will be Rs.88658.36 lakhs. 

To avoid a rate shock, the licensee humbly prays to the commission that the revenue gap after allowing the proposed tariff along with the past losses may be treated as  regulatory asset  and be allowed to recover it over the next three years( FY-08 and FY-09 & FY-10) and the interest cost an account of the regulatory asset be allowed to be recovered as a pass through. The rate of interest for carrying this asset may be fixed by the commission for each year.

Tariff Rationalization

Reduction in Cross Subsidy:

The tariff design in the State of Orissa has traditionally been based on the perceived payment capacity of its customers. This, and social considerations have guided past rate determination exercises of the Board. As a result, in general the tariffs have not reflected the cost of supply to a particular category or class of customers. Due to this reason the Government of Orissa used to provide substantial subsidy to the extent of around Rs 200.00 Crore per annum prior to restructuring of the sector and privatization of distribution business. Over the years, this has led to a significant distortion in the rate structures and consumption patterns. Increasing costs of the utilities have resulted in the industrial tariffs reaching uneconomic levels, making captive generation preferable. The tariff disparity has also incentivised collusion and theft. On one hand, these distortions have raised the input costs for the industrial and General-purpose categories to uneconomic levels. On the other hand, subsidized electricity to domestic and agricultural consumers has led to inefficient and wasteful consumption by these subsidized consumer groups. 

The new Regulatory regime attempts to address all these issues to restore the financial viability of the Utilities while improving the quality of supply to the consumers to acceptable levels. The tariffs awarded by the Hon’ble Commission during previous years have initiated the process of reduction in the cross-subsidies in the Sector. The Hon’ble Commission while setting the tariffs has adopted the LT level, HT level and EHT level cost of supply as the benchmark for estimation of cross-subsidies prevalent. 

Based on similarly philosophy the Petitioner has designed the category wise tariffs based on estimated LT level, HT level and EHT level cost of supply for the ensuing year and have attempted to reduce the cross subsidies. 

In line with the principles of reducing the cross subsidy, the Petitioner has proposed the higher average tariff increase for subsidized categories than the average tariff increase proposed for subsidizing categories. 

Recovery from Fixed/Demand Charges:

The Petitioner would like to submit that with the existing tariff structure, only about 15% of the revenue is recovered through the fixed/demand charges against the fixed costs percentage of 41% of the total costs, which leads to considerable uncertainty in the revenue. The Petitioner would like to submit that the recovery from fixed charges should be increased in a phased manner, as higher fixed charge impact the small consumers adversely.

The fixed cost mainly includes the following elements:

· Fixed Charge Component of Power Purchase Expenses

· Employee Expenses

· Administration and General Expenses

· Repairs and Maintenance Expenses

· Depreciation Expenditure

· Interest Expenses.

The Company has to incur these fixed costs for supplying electricity to consumers, irrespective of quantum of sales. Therefore, it is justifiable that a substantial portion of fixed costs should be recovered through the fixed component in tariff. 

The Petitioner has considered this aspect while designing the category-wise tariffs and has proposed to increase the revenue from fixed/demand charges. The estimated revenue from fixed charges for FY 2005-06 at existing tariff works out to 15% of total revenue, which is proposed to be increased to 30% with revised tariffs. 

11. Category wise Tariffs:

The category wise, slab wise proposed tariffs for the FY 2006-07 and the assessment of revenue at proposed tariffs has been submitted in Form T-8 of the Petition. Based on tariffs proposed in Form T-8, the average tariff increase for LT Categories has been indicated in earlier section. The average existing and proposed tariff for HT Categories is provided in Table T-7 and T-8.

Loss reduction programme for FY 06-07

The licensee is fully committed to reduction of losses and is providing full managerial expertise and has set ambitious targets.  These targets have been computed on the basis of sound assumptions and action plan (discussed below). 

· Focus on implementation of commercial procedures and implementation of the billing calendar- accurate meter reading, timely bill preparation, proper bill distribution, effective complaint redressal and credit control activities across all divisions. 

· Streamline the bill preparation process, by implementation of monthly spot billing in entire CESCO’s utility area.

· Providing meters to all un -metered consumers and consumers having defective meters and installation quality

· In industries through MRT squads to prevent meter tampering;

· Emphasize on rural areas by the formation of village committees and thus involving the general consumers

· Continuation of de hooking squads. 

· Set and monitor loss reduction targets at the division level 

· Introduction of meter reading cards and check meter readings frequently on a sample basis

· Strengthening MIS including software and systems for monitoring and detection of illegal abstraction

· Installation of Automatic Meter Reading (AMR) instrument to know meter reading and other parameters from a remote place of all HT consumers.

· Appointment of franchisee as pilot study.

11.1.1 Increase in Reconnection Charges

Tariff should be used as a tool to achieve the objective of rewarding the good consumers. Disconnection drives against non-paying consumers are proposed so that these consumers do not burden the paying consumer. To deter the consumers from non-payment and thereby disconnection, the reconnection charge is proposed to be increased as proposed in the following Table. 

Table 1 Proposed re-connection charges for FY 07

Connection Type
Charges

Single Phase Domestic Consumer
Rs. 100.00

Single Phase Other Consumer
Rs. 200.00

3 Phase Line
Rs. 1000.00

HT & EHT Line
Rs. 2000.00



Service connection charges

In order to streamline the present procedure of service connection, it is proposed to collect one time deposit of Rs.1500/- from single phase domestic and General Purpose consumers(Less than 100 KW) for providing the service connection and service connection materials. However such consumers are required to pay the security deposit as per prevailing rate. The commission may approve the above proposal. 

11.1.2 DPS for non-payee consumers

It is proposed that DPS @ 2% per month may be levied on domestic and all other category of consumers to motivate them to pay their dues within due date. It will also help to increase the revenue. 
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