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1          Executive Summary
North Eastern Electricity Supply Company of Orissa Limited (NESCO), Balasore is the holder of The Orissa Distribution and Retail Supply License, 1999 (No. 3/1999) and has been carrying out the business of distribution and retail supply of electricity in the five districts of Orissa namely, Balasore, Bhadrak, Mayurbhanj, Jajpur & Keonjhar. This submission is made by the licensee to the Honorable Commission for the determination of aggregate annual revenue requirement and the retail supply tariffs for the Financial Year 2006-07. 

The licensee is carrying out the business of retail supply of electricity under tremendous duress and till date has been persistently making losses since inception. The Licensee is unable to meet its costs at existing tariffs and unless there is an increase in retail supply tariff or decrease in input costs in FY07, the licensee will find it extremely difficult to meet its obligations as a distribution licensee. Accordingly the licensee prays that such exigencies be considered while processing this Petition.

The Licensee submits 

1.1
That the Licensee in accordance with the license conditions is required to calculate the total expected revenue from sale of electricity charges in accordance with the provisions of Section 5 Chapter 3 of the OERC (Terms and Conditions for determination of tariff) Regulations 2004, and submit to the Honourable Commission:

a. A statement with full details of its expected annual revenue and costs for the ensuing financial year for its Licensed Business, 
1.2 That the Licensee has drawn out plans to carry out an enterprise wide energy audit programme through a mix of internal initiatives and outsourcing through specialised agencies. To meet the new challenges post electricity Act 2003 the licensee proposes to recruit additional manpower for ensuring better reliability and improved customer service.. The Licensee is also striving to substantially improve the working conditions of the employees and is in the process of applying modern management techniques for development of appropriate attitude, skills and knowledge in employees at all levels. 

1.3 That the Licensee proposes to incur Rs. 64.54 Crore under APDRP Scheme Phase II and Rs 50.00 Crore under RGGVY, which includes metering, new lines and sub-stations, reconductoring, renovation and modernization of existing sub-stations, etc. In addition to that the Company also proposes Rs 5.00 Crore under deposit works. 

1.4 That the Licensee has made certain assumptions while projecting its operations for the FY 2006-07. These projections are based upon the best estimates of the operations and prospective plans of the company at the time of the ARR filing. The actual ARR and the revenue figures would be different from the above estimates due to several external factors such as power purchase cost and change in consumer mix/consumption.
1.5 Based on estimated Revenue Requirement and Revenue at existing tariff, the revenue gap for FY 2006-07 works out to Rs 390.70 Crore which includes Uncovered revenue gap for FY 2005-06 on account of truing up as Rs 77 Crore and uncovered revenue gap for FY 2004-05 based on revenue and expenses approved by the Commission as Rs 19.18 Crore.

Table 1 Revenue Gap
	
	Rs Crore

	Expenditure including Special Appropriation in FY2006-07
	790.36

	Reasonable return for FY2006-07
	10.55

	Amortisation of Regulatory Assets
	159.33

	Turing up of Revenue Gap for FY 2005-06
	77

	Uncovered Revenue Gap for FY 2004-05
	19.18

	Sub Total
	1056

	Revenue from sale of power at existing tariffs in FY2006-07
	664.25

	Other income
	1.5

	Sub Total
	665.75

	TOTAL REVENUE GAP
	390.70


1.6 The licensee proposes to bridge the revenue gap as under;

a. Increase of demand charges in retail supply tariff across all categories of consumers as proposed in the T-8 Format. This would generate additional revenue of Rs.17.62 Crore.
b. The balance revenue Gap through either decrease in BST or by way of grant/ subsidy from Govt or combination of both.

1.7 That the present application is presented before the Honourable Commission for the approval of the Annual Revenue Requirement and determination of tariff for FY 2006-07. 
1.8 Prayer

In the aforesaid facts and circumstances, the licensee requests that the Hon’ble Commission may be pleased to:
· Take the accompanying ARR and Tariff Petition on record.

· Approve the Annual Revenue Requirement for FY 2006-07 including amortisation of regulatory assets, truing up of uncovered gap for FY 2005-06, uncovered gap for FY 2004-05 based on expenses and revenue approved by the Commission.

· Approve the category wise fixed charges as proposed to increase the recovery from fixed charges

· Bridge the Revenue Gap through combination of increase of Demand Charges in Retail Supply Tariff, Reduction in Bulk supply Tariff, Government Subsidy etc.

· Recognise issues raised by the Licensee in its application for Review of RST Orders for FY 2004-05 and FY 2005-06

· Any other relief, order or direction which the Hon’ble Commission deems fit be also issued.

2
Background

North Eastern Electricity Supply Company of Orissa Limited (NESCO) is the holder of license No.3/99 granted by OERC under Section 15 of the OERA vide their order dated 31st March, 1999 and has been operating under the license granted by the Commission.

During the operations from FY 1999-2000 to FY 2001-02, NESCO has approached OERC for revision in retail supply tariff on three occasions as the existing tariffs were found to be insufficient to meet the estimated costs. Tariff orders in above three cases were awarded by OERC vide Case No. 23 of 1999 on 30.12.99, case No.32 of 2000 on 19.01.2001 and case No.56 of 2001 on 19.04.2002.  For the year 2002-03, application for Tariff revision was not submitted in view of the order of the Hon’ble Commission in case no 56/2001 & 7/2002 while approving the Annual Revenue Requirement for the year 2002-03. For the year 2003-04, the order of the Hon’ble Commission in case No.63/2002 dated 28.06.2003 published on 12.11.2003 has been stayed on 27.12.2003 in view of the review petition filed by the State of Orissa. 

For FY 2004-05, the Licensee had initially filed its ARR Petition in December 2003 incorporating actuals for the first six months of FY 2003-04 which was subsequently updated and revised. The Licensee submitted the revised ARR and Tariff Application for FY 2004-05 on 23.06.2004. However on the basis of a writ petition filed by the Orissa Consumers’ Association before the Hon`ble High Court of Orissa and its subsequent judgment dated 18-10-2004 directing the licensees to make fresh applications in conformity to the provisions of OERC (Terms and Conditions for determination of Tariff) Regulations 2004, particularly Chapter II, III thereof and Chapter VIII of OERC (Conduct of Business) Regulations 2004 and the Electricity Act 2003, the Licensee submitted the ARR and Tariff Application for FY 2004-05 on 28.10.2004. The Hon’ble Commission issued its Order on ARR and Tariff Petition for FY 2004-05 on 26th February, 2005 (Order passed in Case No.140 of 2004).  The Commission on 26th February also issued the Order on ARR and Tariff Petition of GRIDCO for FY 2004-05 (Order passed in Case No. 146 of 2004).

The Licensee filed its Petition for ARR and Tariff Determination for FY 06 on 24th November 2004 and the Hon’ble Commission issued its Order on the said Petition on 22nd March 2005 (Order passed in Case No. 141 of 2004).  The Commission on 26th February 2005 also issued the Order on ARR and Tariff Petition of GRIDCO for FY 2005-06 (Order passed in Case No. 147 of 2004).
Subsequently, on 24th May 2005 the Licensee filed two separate review Petitions on the following Orders passed by the Commission seeking review/modification of the said Orders:

a. Review Petition on Commission’s Order dated February 26, 2005 passed in Case No141 of 2004 (Approval of Annual Revenue Requirement and Determination of Retail Supply Tariff for FY 2004-05) and the Order dated March 22, 2005 passed in Case No 141 of 2004 (Approval of Annual Revenue Requirement and Determination of Retail Supply Tariff for FY 2005-06) by the Hon'ble Commission.

b. Review Petition on Commission’s Orders dated February 26, 2005 passed in Case No146 of 2004 (Approval of Annual Revenue Requirement and Determination of Bulk Supply Tariff for FY 2004-05) and dated March 22, 2005 passed in Case No 147 of 2004 (Approval of Annual Revenue Requirement and Determination of Bulk Supply Tariff for FY 2005-06) by the Hon'ble Commission.

The Hon’ble Commission on 7th July 2005 issued the Order on Review Petition filed by the Licensee on Commission’s Orders dated February 26, 2005 on Approval of ARR and Determination of Retail Supply Tariff for FY 2005-06 and March 22, 2005 on Approval of ARR and Determination of Retail Supply Tariff for FY 2006-07. The Commission in its Order has mentioned as follows:

“The issues raised by the Petitioners in the review petition can be addressed and finalised through a process of public hearing as these are tariff related issues. Therefore, the cases are admitted and shall be heard during the next tariff hearing, which will be taken up after receipt of ARRs of the licensees by November, 2005. While filing ARRs the DISTCOs, viz. WESCO, NESCO and SOUTHCO should also take into account the impact of the issues now raised in the fresh petition, but not dealt in the tariff order for FY 2005-06.” 

The Licensee humbly submits that in line with the Commission’s Order dated 7th July 2005 on Review Petitions, the licensee has considered the impact of issues raised in the Review Petition while preparing the ARR and Tariff Determination Petition for FY 2006-07.

Further, the Review Petition filed by the Licensee on the Commission Orders dated February 26, 2005 and March 22, 2005 in the matter of Approval of Annual Revenue Requirement and Determination of Bulk Supply Tariff for FY 2004-05 and FY 2005-06 is pending with the Commission and the Commission has not communicated the date of hearing. The Petitioner submits that the issues raised in the said Review Petition have direct impact on the Annual Revenue Requirement of the Licensee. Therefore, the Petitioner humbly requests the Hon’ble Commission to duly consider the issues raised in the said Review Petition while determining ARR and Tariff for FY 2006-07.

 In accordance with the provisions of Regulation 53 of OERC (Conduction of Business) Regulation, 2004 and Regulation 5 of OERC  (Terms and Conditions for determination of Tariff) Regulation, 2004 the DISTCOs are required to file the applications for determination of Annual Revenue Requirement (ARR) and revision of Retail Supply Tariff (RST) for the ensuing financial year with the Commission by 30th November of the current year.

Complying with the provisions of above-mentioned Regulations, the NESCO (Petitioner) hereby submits its Application for approval of Annual Revenue Requirement and Retail Supply Tariff for the financial year 2006-07. The Petitioner is filing this Petition under Section 62 and other applicable provisions of the Electricity Act 2003 and in conformity with the provisions of  OERC ( Terms and Conditions for determination of Tariff) Regulations, 2004 and OERC ( Conduct of Business) Regulations 2004.

2.1 
Revenues and Costs

The Licensee has not been able to recover its costs from the revenues and therefore recovery of costs is of paramount importance to ensure financial viability of NESCO. The Electricity Act, 2003 assures the licensee sufficient revenues to cover all costs and a reasonable return. The application of this principle assumes important in view of the following considerations:

a. The financial viability of NESCO is important to maintain continuity in business and stability in supply of electricity.

b. Sound financial health of NESCO would be essential to enable it to raise funds critical for system improvement, thereby benefit the consumers in the end. 

The Hon’ble Commission was pleased to approve the ARR and Tariff for FY 2004-05 and FY 2005-06 based on revenue deficit of Rs.19.18 Crore and Rs. 22.31 Crore  respectively. 

 It is pertinent to note that the Hon’ble Commission has not met the revenue deficit completely through revenue from tariffs for the period from FY 1999-00 to FY 2003-04 and has not allowed additional revenue requirement towards such past revenue deficits in the subsequent approvals of Annual Revenue Requirement even though the Hon’ble Commission has observed the following vide Clause 6.15 in the RST Order for FY 2003-04:

“The Commission is aware of the gaps in the overall computation of the realization from tariffs and the consequent Clear Profit computations among the four distribution licensees. The Commission expects to use the plans of the four distribution licensees as well as GRIDCO, to rationalize these differences in its next tariff judgment for FY2004-05.”  

The following Table illustrates that the Petitioner has not been granted revenue recovery to the extent of Rs 204.41 Crore with respect to the revenue requirement approved by the Commission on a cumulative basis over the period from FY 1999-00 to FY 2005-06.

Table 2 Clear Profit Trend

	Approved Clear Profit (Rs Crore)
	FY00
	FY01
	FY02
	FY03
	FY04
	FY05
	FY06
	Total

	NESCO
	(11.08)
	(10.44)
	(90.90)
	(37.77)
	(12.73)
	(19.18)
	(22.31)
	(204.41)


The Hon’ble Commission has clarified its position for meeting the revenue gap by stating the following in Clause 7.1.2 of the RST Order for FY 2004-05: 

“It is the duty of the Commission to scrutinise the claims of licensee with a fine tooth-comb and allow properly/prudently incurred expenditure for revenue requirement. But after we do so, Revenue Requirement finally determined has to be realised through tariff. This is the position in Law and has to be appreciated by the consumers of all categories. 

In Clause 7.1.3 ….Only one full month of the current financial year shall be available if the existing tariff is revised for implementation by the licensee. The tariff and revenue requirement application for the financial year 05-06 is also before the Commission to be disposed of in accordance with section 64(III) of the Electricity Act, 2003. The Commission, therefore, decides that it will be administratively convenient if the uncovered gap as determined in the foregoing paragraphs for the year 04-05 is carried forward to the ensuing financial year and disposed of while finalising the revenue requirement and the tariff for 2005-06.”

However the Hon’ble Commission has stated vide Clause 6.19.2 in the subsequent RST Order for FY 2005-06 that “The Commission further recognizes the revenue gap in respect of the other three DISTCOs and orders that this gap will be treated as a regulatory assets for pass through in subsequent tariff orders on receipt of audited accounts.”

Further, the Commission has observed vide clause 6.14.4 in the RST Order for FY 2005-06 that “… the Commission does not consider it necessary to allow the past loss or regulatory assets as claimed by the licensees.” 

The financially constrained DISCOMs are considerably disadvantaged by such continual creation of Regulatory Asset. It would be extremely difficult for the Petitioner to manage the distribution business with the accumulated losses. 

It is also relevant to mention that the Hon'ble Commission has been pleased to allow GRIDCO to adjust surplus of Rs 217.35 Crore for FY 2004-05 and Rs 15.72 Crore in FY 2005-06 in GRIDCO's revenue requirement against past losses of GRIDCO. The position seems to indicate application of non-uniform principles across the sector participants.

The Petitioner humbly requests the Commission to approve the ARR and Tariff for FY 2006-07 in such a manner to match the expected revenue from the tariffs with the total Annual Revenue Requirement of the Petitioner as approved by the Commission.  

2.2 
Review of operations of the year 2004-05 and estimate for 2005-06
The financial year 2004-05 ended with an input of 2985.67  MU which was marginally higher as compared to the input of previous year 2003-04 as per Table below. However, the sale during this period reached a figure of 1809.182 MU which was 4.26 % higher than the sale of the previous year. Based on the above purchase and sale figures, the distribution loss for the year 2004-05 works out to 39.40% as compared to  43.66 % for the year 2003-04. 

The Licensee has estimated distribution loss of 36.55 % in FY 2005-06. NESCO has initiated various measures like continuous monitoring of meter readings, dehooking of unauthorised consumers, bringing new consumers to the billing fold, curbing  theft in HT Category through strict and round the clock vigilance and installation of cubicles and check meters, and launching special drives. The licensee is committed to reduce distribution loss during the current and ensuing year. 

Table 3 Distribution Loss

	
	FY2003-04
	FY2004-05
	FY2005-06(Estt)

	Energy Sales in MU
	1490.599
	1809.182  
	  2099.006

	Energy Purchased in MU
	 2645.792
	2985.677
	3308.142

	Overall Distribution Loss %
	   43.66 %
	   39.40 %
	   36.55 %


2.3 
Performance Estimates in FY 2006- 07

During FY 2006-07, the sale of energy has been estimated at 4200 MU. During FY 2006-07, the Licensee proposes to reduce the distribution losses by around 2.97 % from 33.58 % in FY 2005-06 to 36.55% in FY 2006-07

Table 4 Distribution Loss FY06-07 (Proj)

	
	FY 2006-07

	Energy Sales in MU
	2789.635

	Energy Purchase in MU
	4200

	Overall Distribution Loss %
	   33.58


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.

2.4 
AT & C Loss

While approving the Annual Revenue Requirement for the year 2003-04, the Hon’ble Commission through a landmark and revolutionary decision, recognised 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 Licensee is committed to the spirit of reducing the AT&C Loss.  

Though the Hon’ble Commission has set the AT&C performance targets for measuring, monitoring and controlling the efficiency of the operation of the Petitioner, the Hon’ble Commission has approved ARR and determined RST for FY 2004-05 and FY 2005-06 for the DISCOMs based on the distribution loss target and not based on the AT&C loss target. The Commission has considered the distribution loss target for ARR determination on the grounds that the AT&C loss shall serve as an indicator for the purpose of payment of incentive with reference to measurement of performance and penalty only. For the purposes of tariff determination, the revenue requirement of the DISCOMs has been determined based on accrual of revenue during the financial year based on the set target of T&D loss for the Financial Year without considering actual collection of revenue.

The actual AT&C loss performance for FY 2004-05 and estimated AT&C loss for FY 2005-06 and FY 2006-07 is given in Table below.

Table 5 AT&C Loss FY 04-05, 05-06 & 06-07

	
	FY 2004-05
	FY2005-06
	FY 2006-07

	Distribution Loss
	39.40.%
	36.55%
	33.58%

	Collection Efficiency 
	91%
	93%
	94%

	AT & C Loss
	45.00%
	41.00%
	37.56%


The AT&C loss proposed to be achieved during FY 2005-06 is 41.00% as against target of 39.55 % approved by the Commission mainly because of various reasons such as estimated increase in LT billing and reduction in collection as a result of electrification of 400 villages in FY 2005-06 under various Rural Electrification Program being undertaken by the Licensee, non establishment of Special Courts and Special Police Stations, non availability of adequate funds due to stringent escrow mechanism for initiating the measures proposed to reduce the losses, etc. 

The Hon’ble Commission may appreciate that the reduction of AT&C Loss of around 3.44% during the year 2006-07 although difficult to be achieved due to existing harsh ground realities, the Licensee has taken up the same as a challenge and planned the following measures. 

In view of above, the Licensee requests the Hon’ble Commission to consider the estimated AT&C loss for FY 2005-06 and 2006-07 as proposed by the Licensee.

2.4.1 Metering 

The licensee had inherited a system in which more than 70% of the consumers were unmetered or had defective meters. Apart from this, the billing databases were incorrect, did not have details of meters and other vital information. As a result, the licensee to restore the revenue cycle immediately launched multiple activities of metering, rectification of erroneous bills and removal of ghost consumers inspite of facing difficulties in revenues not covering costs. The licensee has initiated various steps to control commercial losses. Inspite of that, rampant meter tampering and bypassing has resulted in abnormally low consumption levels. An effort to sanitise the billing database has also led to the discovery of fresh cases of non- functioning meters. In order to check such malpractices, the licensee has formed several meter checking squads and large scale irregularities are being detected. But in the absence of speedier judicial remedies as specified in the Electricity Act in the form of special courts, the violation is continuing unabated. 

2.4.2 Spot Billing Roll out Plan

The spot billing activity in NESCO started as early as 2003 through outsourcing and presently continuing through M/S Phoenix IT Solutions an experienced firm in the field of Spot Billing. Being a new activity it was beset with its own hardware and software problems, which over the years got rectified. As on date, spot billing is being carried out in 6 subdivisions in NESCO. The Licensee proposes to cover of its consumers by the end of FY 2006-07 in the spot billing fold.

2.4.3 APDRP Works

NESCO has undertaken Distribution System up-gradation and modernisation program under APDRP Scheme of Ministry of Power, Govt. of India.  The phase-2 program involves a capital outlay of Rs. 19.51 Crore during FY 2005-06, which includes metering, new lines and sub-stations, reconductoring, renovation and modernisation of existing sub-stations, etc. 

For the year 2006-07, the expenditure under this head is estimated to be Rs.64.54 Crore, which is 63.40 % of the total project cost.

2.4.4 Energy Audit

The licensee has initiated steps and commenced energy audit exercise in its licensed area of supply departmentally as per the instruction of OERC and has completed the metering of all the 11KV(393 number) and  52 numbers of 33KV feeders so as to implement the Energy Audit successfully. Currently energy audit is being carried out departmentally on a monthly basis on 33 KV feeders (numbering 5) and 11KV feeders (numbering 4). The licensee has evaluated the energy audit process and is in the process of integrating it with electrical addresses and billing database in order to pinpoint losses down to the distribution transformer level and consumers connected to it. The licensee has adopted a phase wise approach to effect an enterprise wide audit. In the first phase the licensee focused on the Energy Audit of 33 KV/11KV feeders. In the second phase, the energy audit exercise has been extended to 11 KV & LT level by including predominantly domestic feeders and transformers. However keeping in mind the objectives of the National Electricity Policy which requires energy accounting and declaration of its results in each defined unit by March 2007 and the directives of the Hon`ble Commission, the licensee has decided to expedite the energy audit exercise by outsourcing the activity to specialist agencies. The specialist agencies will be entrusted with the broad tasks of Consumer Indexing (one time activity) and Energy Accounting (a recurring activity).

· CONSUMER INDEXING

The Consumer Indexing will be a one time activity aimed to identify all the existing consumers receiving supply from individual Distribution Transformer and creation of network diagrams and asset details. This will involve door to door survey so as to identify consumers receiving electrical supply from each DTR, preparation of LT line network diagram, preferably with GIS, and building database of DTR wise consumer indexing. The activities will include the following

i) Consumer & Network survey:

· Door-to door survey for identification of all consumers connected to each DT separately which will include gathering of information related to the consumer and meter details, details of landmark to identify DTR and Pole location.

· Electrical addressing through pole scheduling of all consumers.

· Preparation of network details viz. 11 KV Feeder, DTR (capacity, location etc.), LT circuits (conductor size, line configuration- horizontal/ vertical- single phase 2wire/ 3wire, 3phase 4wire/ 5wire, span size etc.), Pole type and no. of services from each pole.

ii) Building database and Indexing of Consumer: 

· Development of a consumer data base as a backup to a GIS facility which will include indexing a consumer to the DTR’s and 11 KV feeders allocating an alphanumerical code to each consumer following approved coding structure from the DISCOMs.

·  Development of software tools for viewing consumer details, network details, DTR details etc. with various summaries and linked information with facilities for editing, modifying any data relating to consumer, network, at a later stage according to changes taking place.

iii) Painting of Electrical address on Poles, DTR and at consumers premises:

· Based upon indexing, the electrical address comprising details of 11 KV Feeder, DTR, LT circuit, pole no. and consumer from the pole will be painted on each pole (using two colours-one for base and other for code writing) based on approved codification scheme and painting norms. The details of 11 KV feeder and DTR will be painted on the DTR structure. The electrical address of each consumer will also to be painted at the respective consumer’s premises as well.

· MONTHLY ENERGY ACCOUNTING

The monthly Energy Accounting will be done for 11 KV downwards network to determine the AT&C loss.

The work will involve readings of all 11 KV Feeder input meters, DTR meters and evaluation of 11 KV feeder losses by subtracting sum of all DTR Meter consumptions from Input meter consumption of respective 11 KV Feeder. The DTR wise loss will be evaluated from the difference of consumption recorded in the DTR meter and respective consumer’s consumption billed with appropriate adjustment/ estimation of consumption of unbilled consumers and other factors affecting proper energy accounting.

The exercise will be repeated every month with generation of exception reports highlighting the high loss feeders and DTRs.

· COST ESTIMATES

The licensee has calculated the cost estimates of enterprise wide energy audit on the basis of proposals received from various specialized agencies. Based on the quotations received the  licensee has worked out the costs of the Energy Audit exercise in the following manner 

A. Rs 20 per consumer for consumer indexing.

B. Rs 8 per pole for pole painting.
C. Rs 60 per Transformer per month for preparation of monthly energy accounting reports.
Table 6 Cost Estimate of Energy Audit

	Details
	Numbers
	Estimated Cost 

(Rs. in Lakh)

	Total no of Consumers
	520000
	 104.00

	Total no of Poles
	155010
	 12.40

	Total No of DTRs
	11451
	82.45

	Total
	
	198.85


 The licensee has proposed to consider the aforementioned cost in its ARR submissions for FY07 as part of additional cost towards A&G expenses.

2.4.5 Special Police Stations

The licensee is in receipt of a proposal from the Govt of Orissa vide Letter No 10317/E dated 20/9/2005 regarding the establishment of additional 29 no`s of special police stations and special courts in Orissa with Finance Department stipulating that the Distribution companies should compensate for establishment of such organizations. This is in addition to the special police stations previously formed in places of Cuttack, Khurda, Balasore, Sambalpur, Berhampur and Ganjam that are presently non functional due to the lack of special courts in the State of Orissa. As a result none of the offences can be booked under Sec 135 to Sec 139 of the Electricity Act 2003.

The Govt of Orissa has agreed to bear the costs of five special police stations and five special courts and is in the process of notifying an Additional District and Sessions Judge Court as a special court in context of the Electricity Act 2003. In order to provide administrative support to Discoms to reduce the theft of power the Govt of Orissa conveyed to the Discoms its  regret for not being able to bear the costs  of the special courts and special police stations and suggested the Discoms to bear the cost of setting up of additional police stations and special courts, 

The Govt of Orissa proposes the following organizational structure for setting up of a special police station.

· Organizational Structure

The proposed organizational will be headed by an I.G assisted by 6 no`s of DSPs and staff. The proposed organization structure is shown below


· Staffing

· Police Station

Each of the police stations will be staffed in the following manner

	Sl No
	Category of Post

	1
	Inspector of Police (One for each P.S.)

	2
	Sub-Inspector of Police (Two for Each P.S.)

	3
	Asst. Sub-Inspector of Police (Two for Each P.S.)

	4
	Havildar (One for Each P.S.)

	5
	Constable (12 for each P.S.)

	6
	Asst. Driver (One for each P.S.)

	7
	Follower Orderly (One for each P.S.)


· Supervisory Organization 

The supervisory organization will comprise of an I.G police assisted by six no`s of DSPs and other supporting staff 

· Special Courts

The Additional District and Sessions Judge to be designated as a Special Court, will be provided with a Stenographer cum Data Entry Operator. The Salary costs of such support staff will be borne by the Distribution Company

· Proposed Costs 

The Costs to be incurred for setting up of special police stations, supervisory organization and support staff to Special Courts is in a manner as mentioned below

Table 7 Proposed Cost for Police Station

	
	Particulars
	Costs 

	1
	One Special Police Station
	Rs 24.83 Lakhs p.a

	2
	Supervisory Organization
	Rs 69.35 Lakhs p.a

	3
	Salary costs of a Stenographer cum Data Entry Operator
	Rs 7000 p.m


· NESCO’s requirment

The licensee submits that the need of special courts and special police stations is a pre requisite for reducing commercial losses and prevention of theft of materials. Yet its experience with the already formed five numbers of police stations is far from satisfactory in absence of the establishment of  special courts. Besides in the absence of a special court till date, the existing five number of special police stations have non functional. The licensee proposes to set up the special police stations in each district in a phased manner. In the first phase the licensee proposes to set up four special police stations in Jajpur Road, Keonjhar, Bhadrak & Baripada  in FY 07, with GoO agreeing to bear the costs of special police station and court in Balasore.  

· Proposed Costs to be incurred

The licensee submits that the effective number of special police stations and special courts is four and that the proposed supervisory structure may not be necessary at this stage. Thus the need for a supervisory structure may be done away with. The licensee proposes to incur expenses on setting up of special police stations and special courts in a manner as under. 

Table 8 Proposed Cost of Police Station for NESCO

	Sl no
	Particulars
	No`s
	Costs 

(Rs lakh)

	1
	Costs of Special Police Stations
	4
	99.32 

	2
	Cost of Supervisory Organization
	
	0

	3
	Cost of Staff Salary to Special Courts 
	4
	3.36 

	
	Total Costs per annum
	
	102.68 


The licensee proposes to allow the above costs in its ARR and Retail Supply Tariff Application for FY 07. For effective utilization of police stations towards curbing commercial losses and theft of materials a coordinated effort between the licensee and the law enforcement agencies is necessary. This is only possible if clear-cut reporting relationships between the law enforcement authorities and the licensee is spelt out. Accordingly the Hon`ble Commission may issue such directions in this regard with an assurance from the GoO that none of the special police station staff will de disturbed for any other activity except in case of national emergencies.

3 
Data Sources

The Licensee is complying with the information requirements of the Hon’ble Commission for the purpose of making this application for annual revenue requirement and tariff for the year 2006-07.  The schedule of formats submitted along with this proposal is shown in the Table of Contents. The Accounts up to September 2004 have been audited as per Companies Act and copies of the audited accounts have already been submitted to the Hon’ble Commission. Further, the accounts up to March 2005 have been audited as per Income Tax Rules. and copies of the same have been submitted to the Hon’ble Commission. The Licensee has relied upon the audited accounts upto September 2004 as per Companies Act and accounts upto March 2005 as per Tax Audit for compilation of data and preparation of this ARR.

The Licensee would like to submit that the input cost is the most important cost head for NESCO. For authentication of input cost, the actual bills received from the bulk supplier, GRIDCO has been taken into account.

Thus, the Licensee would submit that the data given by us is authentic and reliable for formulation of Revenue Requirement and Tariff Application for the year 2006-07.

4 
Revenue Requirement for FY 2006-07

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

4.1 
Sales Forecast

For projecting the consumption of different categories, the Licensee has analysed the past trends of consumption pattern for last six years i.e. FY 1999-2000 to FY 2004-05. In addition the Licensee has relied on the tax audited accounts for FY 2004-05 and actuals for the first six months of FY 2005-06. While projecting the sales of domestic commercial and irrigation category, the Licensee has factored in the impact of electrification of new villages under the Rural Electrification Program. The growth in the LT Category has been estimated in FY2006-07 to be 14% However, for HT and EHT category of consumers, the consumption has been projected based on current / 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.

4.1.1 LT Category

The distribution system in NESCO 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 813.46 MU. 

The growth in the domestic category has been estimated at 15.00%. The Licensee would like to submit that under various deposit works i.e PMGY, MNP, RGGVY etc. the 400 villages are likely to get electrified by March 2006 and another 700 villages in the ensuing year FY 2006-07. The growth of 14% in consumption under LT category is projected. 

4.1.2 HT Category 

The sales growth rate of 16% estimated for the ensuing year is based on the trend of the FY 2004-05 and specific load growth expected from the existing and new consumers under HT category.

The growth of 11% in large industry category in the ensuing year is estimated due to expected consumption from the enhanced load of existing consumers and addition of 32 new consumers. The growth of Mini Steel Plant is estimated to increase by 74% due to proposed addition of one new consumer.

4.1.3 EHT Category

The sales growth rate of 57% has been estimated for the ensuing year based on the trend of the FY 2005-06 and specific load growth expected from the existing and new consumers under EHT category (such as Jindal Steel & Power Ltd.).

4.1.3.1
Large Industry

The Licensee has estimated annual sales growth of 4% in this category due to addition of one new consumer.  

4.1.3.2
Special Tariff 

The Licensee has estimated 1246.30 MU consumption under EHT category for which agreement has been signed with the industries M/s Balasore Alloys, M/s Facor and M/s TISCO and in operation w.e.f 01.04.2005 for a period of 3 years with 80% guaranteed load factor. Further the Licensee has also proposed special tariff to M/s. Jindal Steel & Power to supply 100 MVA @ 200 paise per KWh under the existing tariff structure for which the agreement has been signed for 85 MVA w.e.f. 01.04.2006 and 101 MVA w.e.f. 01.02.2007. 

4.2 
INPUTS IN REVENUE REQUIREMENT

4.2.1 Power Purchase Expenses

The power purchase expenses have been derived based on consumption estimates and the distribution energy loss level. For the year FY2006-07, energy input of 4200 MU has been estimated based on the estimated consumption of 2789 MU and distribution loss of 33.58%. 

The present bulk supply tariff, i.e. demand charges of Rs.200/- per KVA per month and energy charge of 86 paise/kWh has been considered for calculation of the power purchase expenses. 

For the FY 2006-07, power purchase cost has been estimated at Rs. 51720 Lakh, considering energy purchase of 4200 MU and average monthly simultaneous maximum demand of 650 MVA at the existing rate of BST. 

However, in case BST is changed due to any of the following reasons,

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

· Revision in BST approved by the Commission on account of Fuel Surcharge Adjustment(FSA),

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

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

4.2.2 Employee Expenses

For the year FY 2006-07, the expenses have been projected considering the promotions of the employees and the additional cost of around 1000 employees to be recruited during the ensuing year FY 2006-07 in view of various new measures proposed by Licensee such as Spot Billing, Energy Audit, Credit Control, for compliance with Standards of Performance etc. During the last one and half year, the Licensee has recruited around 733 additional employees and the cost of these employees will also increase the employee expenses for FY 2006-07 to certain extent.

The employee expenses has been estimated for FY 2006-07 considering an increase of 3% as normal annual increment in basic pay and 79% of basis salary as dearness allowance. Further, the additional expenses on account of promotion of employees and recruitment of additional 1000 employees has been considered in the Employee expenses head. 

As regards to terminal benefits i.e. the contribution to the Pension Fund and Gratuity Fund and Leave Encashment has been made for the year 2006-07 based on the actuarial valuation study done by M/s K.A.Pandit & Co. The details are given in OERC Form: F-21.

4.2.3 Administration and General Expenses

The administration and general expenses for the ensuing year have been forecasted based on estimated expenses during FY 2005-06. In line with the Commission earlier Orders, the increase in A&G expenses for the ensuing year has been projected by considering 7% increase over the estimated A&G expenses for FY 2005-06. To comply with the various directives of the Commission, the Licensee has initiated various measures for reduction of losses namely

· Introduction of Spot Billing in various divisions to expedite the meter reading, bill preparation and bill distribution and proposes to roll out this spot billing plan in all other divisions

· Introduced Energy Audit at 33 and 11 kV feeders and proposes to introduce at all distribution transformer level

· Proposes to set up Special Police Stations to arrest theft of energy

· Proposes to conduct manpower assessment study

In addition to normal A&G expenses, following additional A&G expenses has been considered while projecting the total A&G expenses for FY 2006-07.

Table 9 Costs under A&G Expenses

	S.No
	Description
	Basis of Estimation 
	Amount (Rs Lakh)

	1
	Receivable Audit (Special Audit as directed by the Commission)
	Rs 10 per consumer
	52.00

	2
	Energy Audit
	Described in detail in Clause 2.4.4
	198.85

	3
	Cost on account of Special Police Stations
	Described in detail in Clause 2.4.5
	102.86

	4
	Spot Billing in all Divisions
	
	390.00

	5
	Manpower Assessment Study
	As per quotation received from Agency for carrying this study
	9.00

	6
	Fringe Benefit Tax
	Lump sum
	50.00

	7
	Micro Privatisation Expenses
	
	75.00

	
	Total
	
	877.71


Receivable Audit
The commission vide clause no 6.15.2 in the RST order for the FY 2005-06 has directed to audit the account of the individual consumer beginning of 1st April 1999 till date to ascertain the claims and counter claims of the contending parties. The Hon’ble Commission has approved the empanelled list of the C.A. Firms and the ‘Scope of the Audit’ for the said audit works. Accordingly the licensee has appointed  22 nos of the empanelled chartered accountant firms for the audit of the receivable of the company. 

The Commission has fixed the fees of Rs.5/- per consumer towards audit fees and Rs 5/- per consumer for meeting the other incidental expenses for carrying out the audit.  
The licensee is developing software package by which a uniform database of the consumers will be developed across the company. The licensee request the commission to approve the cost of Rs 52.00 lakhs @ 10/- per consumer as additional cost over and above the normal A&G cost in the ARR  for 2006-07. 
Manpower Assessment Study

The licensee is aware that supply of reliable and quality power of specified standards is a pre requisite for distribution business. Accordingly the licensee is taking appropriate steps to ensure that the standards of performance specified by the Hon`ble Commission are properly met. To ensure such compliance the licensee has recruited large number of officers and technical personnel at all levels. A large number of ITIs have been appointed for maintenance of network system and enforcement of credit control activity while GETs and DETs have been appointed to improve collection efficiency, provide better consumer service and ensure reliability of supply. 

To reduce commercial losses and provide better consumer service in line with the concept of Feeder as a profit centre and proposed introduction of distribution SCADA as per the directives of the Hon`ble Commission, the licensee proposes to undertake a manpower assessment study by reputed consultants. The manpower assessment study proposed by the licensee is expected to undertake an organizational review and design study in light of the feeder as a profit centre and assess the manpower requirements to facilitate such feeder management system. This study will also include designing a succession plan and assessment of training needs in the context of the new legal and regulatory environment. The key deliverables amongst others will be a round the year training calendar for all levels in the organization. The licensee has received quotations from reputed consultants and proposes to incur  Rs 9 lakh as charges towards consultancy fees and requests the Hon`ble Commission to allow such expenses as a pass through in its Annual Revenue Requirement calculations. 

The details of A&G expenditure are given in OERC Form: F-23. Considering all the above special type of expenditure, the total A&G expenditure for FY 2006-07 has been estimated as Rs 1817.90 Lakh. The Licensee requests the Hon’ble Commission to approve these expenditure for FY 2006-07.

4.2.4 Repair and Maintenance Expenses 

The distribution network requires regular repair and maintenance so as to ensure steady supply to consumers. The Hon’ble Commission itself in its Tariff order for FY2003-04, Para 5.18.2.3 recognises the run down condition of the network inherited and the need for preventive maintenance to avoid a major breakdown. The Licensee too plans for initiating R&M activities for reducing system downtime and the cost of unserved energy. Apart from this, the Licensee is bound to adhere to the guaranteed standards of performance as per the OERC (Licensees Standard of Performance) Regulations 2004.

The Petitioner would like to submit that due to stringent escrow mechanism and no relaxation of adequate funds for R&M expenses, the Licensee was unable to spent entire approved expenses on R&M.  

The Repair & Maintenance (R&M) expenses for the ensuing year have been estimated based on OERC’s guidelines of 5.4% of Gross Fixed Assets (GFA) at the beginning of the year. The Licensee requests the Hon’ble Commission to issue necessary directions to GRIDCO to release specific amount of Rs 2834.26 Lakh from the escrow account on monthly basis for R&M expenses to maintain the distribution system in the Licensees area.

4.2.5 Provision for Bad & Doubtful Debts 

In line with the Order of the Hon’ble Commission in Case No 8/2003 dated June 18, 2003 on setting guiding principles for determination of Annual Revenue Requirement of Distribution Licensees of the State on a long term basis, the Petitioner had filed their Annual Revenue Requirements considering actual collection of revenue during the Financial Year for FY 2004-05 and FY 2005-06. This was in accordance with the Hon'ble Commission’s decision to employ AT&C loss as a benchmark to assess the performance of licensees during the Control period. The Hon’ble Commission has also noted in the clause 5.3 of the RST Order for FY 2005-06 that “For the first control period, the Performance Targets shall relate to the system losses and the collection efficiency for different consumer categories, along with the AT&C losses. The licensee will be expected to perform and improve its efficiency as per the overall AT&C targets fixed by the Commission.”
Though the Hon’ble Commission has set the AT&C performance targets for measuring, monitoring and controlling the efficiency of the operation of the Petitioner, the Hon’ble Commission has approved ARR and determined RST for FY 2004-05 and FY 2005-06 for the DISCOMs based on the distribution loss target and not based on the AT&C loss target. The Commission has considered the distribution loss target for ARR determination on the grounds that the AT&C loss shall serve as an indicator for the purpose of payment of incentive with reference to measurement of performance and penalty only. For the purposes of tariff determination, the revenue requirement of the DISCOMs has been determined based on accrual of revenue during the financial year based on the set target of T&D loss for the Financial Year without considering actual collection of revenue. 

The Commission vide clause 5.4.8 of the RST Order for FY2004-05 has specified that the difference between the 100% collection efficiency and collection efficiency as approved by the OERC after provisioning of 2.5% of Accrued Revenue as bad debts to be treated as working capital requirements and carrying cost/interest on working capital has been allowed as a pass through in the ARR. The Petitioner is expected to arrange the working capital towards such gap in collection of revenue.  The Hon’ble Commission had agreed to admit interest on such short term loans to meet working capital requirements in accordance with the LTTS Order dated June 18, 2003.  Though the order specified admission of interest on such working capital loans, the same has not been included as a component of approved ARR for FY 2004-05 and FY 2005-06. 

It is relevant to point out that AT&C performance benchmark has been successfully implemented by DERC for monitoring and controlling the performance and approving the Annual Revenue Requirement and Tariff of the privatised DISCOMs. The Petitioner submits to the Commission that employing a single performance measure for determining operational efficiencies and annual revenue requirements is essential to ensure the turnaround in the Orissa Power Sector by allowing the costs, which is due to the Petitioner. If the costs of the Petitioner are not met then the Petitioner will not be able to maintain the system and effect necessary improvements in the system to achieve the turnaround. 

The Petitioner respectfully submits for the Commission’s consideration that considering the past accumulated losses and huge liabilities, it would be extremely difficult for the Petitioner to arrange working capital finance to bridge the revenue gap, which would arise of non-recognition of collection efficiency in determination of tariff.

The Licensee while estimating the ARR for FY 2006-07 has considered the revenue from sale of power on accrual basis in line with the Commission’s Order on ARR and Tariff Petitions for FY 2004-05 and FY 2005-06. However, as it is difficult for Petitioner to arrange working capital finance to bridge the gap of collection inefficiency, the Petitioner has considered the amount equivalent to the collection inefficiency as bad and doubtful debts while estimating the ARR for FY 2006-07. Considering the proposed collection efficiency of 94% for FY 2006-07, the bad debts equivalent to 6% of the estimated revenue billed has been considered as part of ARR for FY 2006-07. The Petitioner humbly requests the Commission to consider the bad debts equivalent to collection inefficiency to enable the Petitioner to recover its entire costs after duly considering the performance levels.

4.2.6 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. The method adopted for calculating depreciation is Straight Line Method (SLM) at pre-92 rates.

The numerical details are given in OERC Form: F-35. 

4.2.7 Loans and Outstanding Dues 

The Licensee would like to submit that the assumptions with respect to outstanding loans and dues has been considered in line with the Commission’s previous orders.

The Hon’ble Commission on 28th February 2005 issued the Order on Approval of Business Plan of WESCO, NESCO, SOUTHCO and CESCO (Order passed in Case No. 115 of 2004). The Commission in its Orders has elaborated on treatment of past loans and outstanding dues. Further the Commission in its Orders on applications filed for Determination of ARR and Retail Supply Tariffs for FY 2004-05 and FY 2005-06 has also deliberated the treatment of outstanding loans and dues.

4.2.7.1 Loan from GRIDCO 

With respect to GRIDCO loan the Commission in its previous Orders opined “At the time of reform and restructuring distribution assets were transferred from GRIDCO to DISTCOs. Project related loans taken by GRIDCO for the purpose of creation of distribution assets from PFC, REC were also transferred to the DISTCOs. However, GRIDCO continued to serve the lenders for the loans taken for both transmission and distribution assets as the Lenders did not agree to transfer the loan to DISTCOs for servicing the same.”  Further the Commission agreed with the DISTCOs proposal that the project related asset loan may be recovered through bulk supply tariffs. Further the Commission in its Order on ARR and Retail Supply Tariff for FY 2004-05 and FY 2005-06 mentioned that the revenue requirement of GRIDCO will taken into account the total interest liabilities on asset related loans and in case of DISTCOs, the interest liability of asset related loans will not be taken into consideration for the purpose of revenue requirement calculation. 

In line with the principle adopted by the Commission in its previous Orders, the Licensee has not considered the interest liability of asset related loans (GRIDCO loan) while estimating the Annual Revenue Requirement for FY 2006-07.

Further the Commission in its previous Orders directed the DISTCOs as well as GRIDCO to reconcile the loan amount and submit the joint reconciliation statement to the Commission. In compliance to the Commission’s directions, the Licensee has attempted to reconcile the loan amount with GRIDCO. The reconciled outstanding loan including interest thereof on this account is Rs 13568.69 Lakh.

As regard to the repayment of GRIDCO loan, the Licensee in its Business Plan submitted to the Commission has proposed to restructure / reschedule repayment terms of the loans. The Licensee proposed to repay the loan over a period of 10 years with a moratorium of 3 years. However, the Commission in its Order on Business Plan has not addressed the matter of repayment of outstanding loan, the Licensee requested the Commission to issue addendum to the Order in the Clarificatory Petition filed by Licensee on 14.03.2005. The matter was heard on 11th April 2005 and the Commission is yet to issue the Order on the Petition. The Licensee humbly requests the Hon’ble Commission to approve the repayment period of 10 years with a moratorium of 3 years as proposed by Licensee in the Business Plan. Accordingly, the Licensee has not considered any liability towards repayment obligation of this loan while estimating the ARR for the ensuing year FY 2006-07. 

The Licensee further submits that in case of any change in the repayment terms, the variations in the and repayment terms shall be accordingly considered in the ARR for FY 2006-07.
4.2.7.2 World Bank Loan

In line with the Commission’s previous Orders, the Licensee has calculated the interest on World Bank Loan @ 13% as per the subsidiary loan & project implementation agreement with Government of Orissa, considering 30% of loan as grant and balance 70% 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 with 20 equal semi-annual installments commencing from FY 2006-07. 

The Hon’ble Commission in its Tariff Order dated 22nd March 2005 on ARR and Tariff Petition of NESCO for FY 2005-06, under section 6.8.2 had also approved such interest calculations. 

For the ensuing year 2006-07, the interest liability is estimated at Rs 1137.14 Lakh and the repayment liability is estimated at Rs 912.76 Lakh. 

4.2.7.3 Power Bond

The Licensee issued bonds worth Rs. 167.00 Crore in favour of GRIDCO / NTPC with effect from 1st October 2000 with interest @ 12.5%. In its previous Orders the Hon’ble Commission has considered the interest rate of 8.5% (tax free) on these bonds, in accordance with the recommendations of Ahluwalia Committee for restructuring of the dues of the Central Power Sector Undertakings. 

The Commission in its Order dated 22nd March 2005 on ARR and Tariff Petition of Licensee for FY 2005-06 opined that GRIDCO/Govt of Orissa should accept the DISTCOs proposal for restructuring of NTPC bonds with tenure of 15 years including moratorium period of 5 years with effect from 1.10.2000 with an interest rate of 8.5% per annum and the interest incentive to be received by GRIDCO from NTPC should be adjusted against reconciled outstanding BST dues of DISTCOs. The Commission advised the Government of Orissa to accept the DISTCOs proposal to benefit the endusers of electricity on account of the reliefs that would be available if securitisation shall be done in line with the one time settlement scheme approved by the Govt. of India.

However, the GoO has not accepted the Licensee proposal to restructure and securities the bond under the one time settlement scheme of Govt. of India. As a result, the Licensee has to pay the interest on these bonds @12.5% per annum with effect from 1st October 2000 i.e. from the date of issuance of bonds. However, the Commission while approving the ARR from FY 2001-02 to FY 2005-06 has considered the interest on these bonds @8.5% per annum. 

The Licensee requests the Hon’ble Commission to allow the interest on these bonds @12.5% for FY 2006-07.The Licensee further requests the Hon’ble Commission to allow the differential interest between 12.5% p.a. and 8.5% p.a on this bond amount from 1st April 2001 to March 2006 and 12.5% from 01.10.2000 to 31.03.2001 in the ARR for FY 2006-07 along with the current year interest @ 12.5%. Accordingly, the Licensee has estimated the total interest of Rs 6471.25 lakhs while estimating the ARR for FY 2006-07 including the differential interest of Rs 4383.75 Lakh.
The Licensee defaulted on the interest payment of these bonds to NTPC due to various reasons as highlighted in clause 4.2.13 (Past Losses). The outstanding accumulated interest liability as on 31st March 2006 works out to Rs 6643.25 Lakh. The Licensee requests the Hon’ble Commission to allow the net outstanding accumulated interest liability to the tune of Rs 2259.50 Lakh through amortisation of Regulatory Asset after considering the differential interest liability of Rs. 4383.75 Lakh.. 

Further, the Licensee defaulted on first installment of repayment of the principal amount of bonds (equivalent to 30% of the bond amount) due in September 2005 as the same was not considered as part of ARR approved by the Commission for FY 2005-06 and due to various other reasons as highlighted in clause 4.2.13 (Past Losses). The second installment of repayment of the principal amount (equivalent to 30% of the bond amount) will become due in September 2006. Accordingly, the Licensee has considered an amount of Rs 100.20 Crore (60% of the bond amount) towards the first and second installment of repayment of principal amount in ARR for FY 2006-07 through amortisation of Regulatory Asset. The Licensee requests the Commission to allow this amount of Rs 100.20 Crore as amortisation of Regulatory Asset.

4.2.7.4 GRIDCO BST Outstanding Dues

The Commission in its Order dated 28th February 2005 on the Approval of Business Plan of WESCO, NESCO, SOUTHCO and CESCO has mentioned that the securitisation of BST outstanding dues to GRIDCO payable by individual DISTCOs will be at 0% interest rate and the amount to be securitised for each DISTCO will be the date preceding when each company started paying 100% BST bills of GRIDCO. Accordingly, the Licensee has not considered any interest on outstanding BST dues in the ARR for FY 2006-07. 

Further, the Commission in its Order has opined that the dues of the State Government and Government Undertakings to the DISTCOs shall be duly adjusted before securitisting the outstanding BST dues with GRIDCO. 

As regards to repayment of BST dues, the Licensee in its Business Plan submitted to the Commission has proposed to restructure / reschedule repayment terms of the dues. The Licensee proposed to pay the dues over a period of 10 years with a moratorium of 3 years. However, the Commission in its Order on Business Plan has not addressed the matter of repayment of outstanding dues, the Licensee requested the Commission to issue addendum to the Order in the Clarificatory Petition filed by Licensee on 14.03.2005. The matter was heard on 11th April 2005 and the Commission is yet to issue the Order on the Petition. The Licensee humbly requests the Hon’ble Commission to approve the repayment period of 10 years with a moratorium of 3 years as proposed by Licensee in the Business Plan. Accordingly, the Licensee has not considered any liability towards repayment obligation of outstanding dues while estimating the ARR for the ensuing year FY 2006-07.

The Licensee further submits that in case of any change in the repayment terms, the variations in the and repayment terms should be accordingly considered in the ARR for FY 2006-07.

4.2.7.5 APDRP Assistance

In the ensuing year, an amount of Rs. 6454 Lakh has been estimated to be received under APDRP Scheme.  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 @ 12% p.a. The balance 50% of the sanctioned amount is to be treated as counterpart funding to be availed from REC @ 8 p.a. 

4.2.7.6 Payment of Past Statutory Dues and Pressing Creditors 

It is pertinent to note that due to various reasons attributable to the transfer process adopted by the Govt of Orissa at the time of corporatisation of Generation, Transmission and Distribution businesses and various other commercial, financial and administrative difficulties, Discoms were incurring losses from day one of the acquisition. As a result, Licensee was unable to pay all its statutory dues on time and outstanding as estimated on 31st March 2006 is Rs 26.54 Crore. In addition to that, payment could not be made to creditors of the Company due to poor financial conditions. The Licensee has estimated Rs 10.00 Crore to be paid to pressing creditors in FY2006-07 and the same has been proposed in the ARR for FY2006-07 through amortisation of Regulatory Asset. The Licensee requests the Hon’ble Commission to allow the same in the ARR for FY 2006-07.

4.2.8 Interest capitalised

The interest on loan outstanding at the beginning of the year has been considered as revenue expense as a part of ARR. The interest on loan to be drawn during the ensuing year for capital works has been capitalized.

4.2.9 Escrow Mechanism to facilitate the cash flow:

The Commission in its order dated 4th September 2003 in Case No. 54/2000, 55/2000 and 56/2000 addressed the issue of the payment and relaxation to be made from the Escrow Account to the Distribution Companies. The Commission held that “Payment of staff salaries can not be withheld due to reasons mentioned earlier and Court’s observation in case of one of the Distcos. Therefore, the three BSES managed Distcos individually will retain the balance amount after meeting the 100% BST bill of GRIDCO to meet the staff salary payments and urgent O & M costs. In case, there is some shortfall in one month, the same should be made good in the next month along with hundred percent current BST bill of that month. Two consecutive shortfalls in payment of BST will trigger operation of the escrow mechanism till the arrear shortfalls are liquidated.”     

Further, the Commission in its Order dated 22nd March 2005 on ARR and Retail Supply Tariff of Distribution Companies opined that the Distribution Companies to prioritize the payment from Escrow Account in the following order:

(a) Interest payment of Securitisation of NTPC Bonds

(b) BST Bills 

(c) Salaries etc.      

In spite of such directives from the Commission, the GRIDCO is not allowing Distribution Companies to make payment from the Escrow Account in the order of priorities suggested by the Commission. Distribution Companies are required to make an application to GRIDCO for relaxation of escrow account for payment of salaries on a monthly basis even after paying full BST payments and interest on NTPC Bonds. It is pertinent to mention that Gridco has stared adjusting the surplus amount lying in the escrow account against the past outstanding arrear BST dues and not allowing Distribution Companies to make payment to other lenders including NTPC.

In view of above, the Licensee humbly requests the Hon’ble Commission to priorities the payment from the Escrow Account in the following order and issue necessary directives to GRIDCO in this regard:

(a) Salaries

(b) Interest payment of Securitisation of NTPC Bonds

(c) BST Bills 

(d) R & M expenses

(e) A & G expenses

(f) Outstanding Statutory dues

(g) Interest and repayment of world Bank Loan

(h) Interest and repayment of REC and APDRP Loan

(i) Gridco Loan

(j) Outstanding BST dues

4.2.10 Interest on Security Deposits

Section 47(4) of the Electricity Act 2003 states that “The distribution licensee shall pay interest equivalent to the bank rate or more, as may be specified by the concerned State Commission, on the security referred to in sub-section (1) and refund such security on the request of the person who gave such security.” 

The OERC Distribution (Conditions of Supply) Code 2004, sec (21) also mandates the payment of interest on consumer security deposit, the manner in which it is to be administered and penal provisions for delay in making such payments. 

The Hon`ble Commission in the RST Order FY 06 had allowed interest on security deposit @ 5% , however  in a subsequent letter from OERC the licensees were directed to remit interest on security deposit @ 6%. Accordingly the licensees have calculated the interest on security deposit at 6% for FY07 and claimed the differential for the years FY05 and FY06. The total interest on security deposit considered in ARR for FY 2006-07 works out to Rs 709.53 Lakh 

4.2.11 Rural Electrification

As per the Govt. of India Programme “Power to Village by 2009”, it was decided by the Govt. of Orissa to electrify the balance Villages by 2009 from the year 2003 onwards. MNP (Minimum Need Programme) was launched and a target was given for the NESCO to complete the electrification of balance 1916 villages by 2009.

Under the MNP Scheme materials are being purchased under the supervision of Govt. of Orissa and subsequently being reimbursed after submission of the bill to the Govt and also the contractor bills after execution of the electrification work. So far upto the month of September 2005, NESCO has completed the village electrification of 578 villages. In addition to MNP work NESCO has completed the village electrification of 192 villages under PMGY scheme. The infrastructure added under the above schemes to the system of the NESCO is given as below:

Table 10 Lines & Sub-Stations under RE Scheme

	 
	2004-2005
	2005-2006

	NESCO
	 
	 

	10 KVA
	538
	321

	16 KVA
	291
	266

	11 KV Line (in Km.)
	423.30
	591.70


RGGVY

Under the Rajiv Gandhi Gramin Vidytikaran Yojana (RGGVY) scheme, all the left over revenue villages & hamlets of the revenue villages are planned to be electrified  during 2005-2009 . The electrification works will be executed by the CPSU’s like PGCIL, NTPC & NHPC. For the NESCO the work will be executed for 5 Districts. 

The electrification work will be on Turnkey basis. All the estimate works will be completed by 15th January 2006 & the Tender work will be completed by July ‘2006, so that CPSU’s will get more than 6 month’s of the FY 2006-2007 to execute the work. 

4.2.12 Non Tariff Income

The Licensee has proposed Rs 150 Lakhs as Non Tariff Income for the ensuing year                        FY 2006-07. The licensee proposes to abolish meter rent for all the categories and hence not considered any income from meter rent.
4.2.13 Past Losses and Regulatory Asset

The Petitioner had filed a Petition with the Hon’ble Commission for recognition and acceptance of Regulatory Asset for accumulated past losses for the period from FY 1999-00 to FY 2002–03 and its amortisation through recovery of tariff at a future date. The Regulatory Asset was attributable to unrealistic distribution loss level target fixed for determination ARR of DISCOMs and retail supply tariffs, non-recognition of collection efficiency, prudent expenses in excess of the revenue requirement, procurement of higher quantity of power and the price variance in power purchase, reduction in sale to consumers and denial of Clear Profit with respect to the revenue requirement approved by the Commission. The details of past losses and Regulatory Asset as submitted in Petition are as follows:

Table 11 Past Losses and Regulatory Asset (Rs. in Crores)

	Sr. No.
	Description
	1999-00
	2000-01
	2001-02
	2002-03
	Total

	1.
	Inadequate Retail Supply Tariff
	6
	7
	89
	36
	138

	2
	Unrealistic Distribution Loss
	45
	68
	26
	-4
	135

	3
	Non Recognition of Collection Efficiency (AT&C concept)
	49
	52
	72
	55
	228

	4
	Difference in expenses approved while determining ARR against the audited accounts
	4
	20
	16
	35
	75

	5
	Financial Impact due to change in sales mix, sales quantity, purchase quantity and price variance
	14
	1
	11
	23
	49

	
	Total
	118
	148
	214
	145
	625


The Hon’ble Commission has directed in the RST Order for FY 2004-05 to address these issues in the subsequent Order. However, the Hon’ble Commission have opined in clause 6.1.2 of the RST Order for FY 2005-06 that “The Commission is of the opinion that notwithstanding any claim made by the companies the fact remains that the accumulated liabilities have been securitised by issue of bonds allowing interest in tariff to be recovered through BST. DISTCOs are being protected as the Commission has allowed securitisation of all such liabilities.”
Based on the Hon’ble Commission’s ruling, the Petitioner understands that the Hon’ble Commission would admit the servicing cost of such securitised liabilities (i.e. interest payable) and repayment of such securitised liabilities as a component of subsequent ARRs. The Petitioner is in agreement with the observation of the Commission that the Regulatory Asset should be adjusted to the extent that the revenue requirement is recognised towards repayment of securitised liability in the approval of subsequent ARRs. The Commission’s approval of pass through of repayment liability as a component of Annual Revenue Requirement is in effect an implicit approval of Regulatory Asset to the extent of quantum of securitised liabilities. This is so because the Liabilities would match the Assets in the Balance Sheet of a Company in any double entry accounting system. Such securitised liabilities (attributable to accumulated losses) on the Liability side of the Balance Sheet is represented by a Regulatory Asset (i.e. the accumulated losses) on the Asset side of the Balance Sheet. 

The Petitioner would further like to submit to the Hon’ble Commission that the quantum of securitised liabilities does not fully represent the Regulatory Asset on the Asset side of the Balance Sheet. The Petitioner has additional accumulated liabilities towards statutory authorities and its suppliers which is also attributable to accumulated past losses i.e. the Regulatory Asset being claimed by the Petitioner. The Petitioner respectfully submits to the Hon’ble Commission that repayment of such accumulated liabilities towards statutory authorities and its suppliers should also be allowed as a component of subsequent ARRs on the similar lines as that of securitisation of liabilities of GRIDCO and NTPC Bonds. This in effect means that amortisation of Regulatory Asset to the extent of repayment of such accumulated liabilities should also be allowed to be recovered through subsequent ARRs.

Further, the Commission has ruled in clause 6.14.4 of the RST Order for FY 2005-06 “…However, with collection of a part of receivables, the licensees will be able to wipe out the outstanding liabilities, as evidenced from Audit Report. In view of the above, the Commission does not consider it necessary to allow the past loss or regulatory assets as claimed by the licensees.” 
 The Petitioner respectfully submits to the Hon’ble Commission that non collection of receivables is attributable to issues such as legacy of non payment of dues, societal culture of acceptance of such non payment, theft in the system, tariff not being reflective of cost, inefficacy of system being inherited by the Petitioner in addition to the issues raised by the Hon’ble Commission. The Petitioner has taken several steps and has been able to effect substantial improvement in collection efficiency from FY 1999-00 to FY 2004-05.  The Petitioner has and would remain committed to the power sector in Orissa to bring about the improvements to the system.. 

It has been imperative to note that the collection efficiency in the State of Orissa was never more than 72% to 75% before privatisation of the power sector which has been improved to the extent of 88% in the Licness area. It has been a widely known fact and recognized and accepted by various Committees constituted to study issues related to power sector in the country that it is a common practice across all State Electricity Boards (SEBs) to raise bogus bills at the year-end to show lower distribution losses. As a result the books of SEBs carries huge non-realisable and bogus receivables. 

The Petitioner further submits that the past Retail Supply Tariffs were determined with deficit/negative clear profit and based on the unrealistic distribution loss level targets. The losses attributable to such deficit/negative clear profit and unrealistic distribution loss level targets do not represent the “Receivables” and the liabilities/Regulatory Asset cannot be adjusted against such receivables as directed by the Hon’ble Commission. 

The Petitioner humbly requests the Hon’ble Commission to recognise, acknowledge and accept the Regulatory Assets claimed by the Petitioner and allow amortisation of Regulatory Asset through recovery of tariff in future years to service the non-asset bearing liabilities. 

The Petitioner has noted that the Hon’ble Commission has allowed GRIDCO to adjust its revenue surplus during FY 2004-05 and FY 2005-06 against its past-accumulated losses thereby signalling that the past accumulated losses in the Sector are allowed to be adjusted as and when the Sector is able to absorb such losses. Accordingly, the Petitioner reasonably expects that the Hon’ble Commission would also accept the claim of recovery of such past accumulated losses i.e. Regulatory Asset keeping in view the issues raised herein. Considering the magnitude of impact of the decision on the viability and sustainability of the Petitioner, the Petitioner respectfully requests the Hon’ble Commission to reconsider its decision in this regard.

As discussed in earlier sections, amortisation of the Regulatory Asset for meeting the various  obligations such as repayment of NTPC bonds, outstanding accumulated interest on NTPC bonds and past statutory dues and pressing creditors has been considered in ARR for FY 2006-07.

The Licensee has proposed to amortise the Regulatory Assets amounting to Rs 159.335 Crore as per the details given in table below: 

Table 12 Amortisation of Regulatory Asset

	S.No
	Description
	Amount (Rs. In Crore)

	1.
	Repayment of NTPC Bonds
	100.200

	2.
	Outstanding accumulated interest on NTPC bonds
	22.595

	3.
	Past Statutory Dues and Pressing Creditors
	36.54

	
	Total
	159.33


The Licensee humbly requests the Hon’ble Commission to allow amortisation of Regulatory Asset to the extent of Rs159.33 for FY 2006-07.

4.2.14 Truing up of Revenue Gap for FY 2005-06

As mentioned in the earlier sections, the Licensee filed the ARR for FY 2005-06 in November 2004. The Licensee had projected a revenue gap of Rs 408.85  Crore in the ARR for FY 2005-06. The licensee has further proposed to bridge the gap to the extent of Rs 87 Crore through an overall increase of 18.44% in RST under different categories of consumers and requested the Commission to bridge the balance revenue gap by other measures such as reduction in Bulk Supply Tariff, Subsidy from State Government and / or any other appropriate mechanism.

The Commission has issued the Order on ARR and Tariff Petition of Licensee for FY 2005-06 in which the Commission had not approved any increase in Retail Supply Tariff. Based on the expenses and revenue approved, the uncovered gap for FY 2005-06 was estimated to be Rs 22 Crore by the Commission.

The Licensee would like to submit that based on the actual sales, revenue and expenses for the first half of the current year 2005-06 and based on estimates for next half of current year, the uncovered gap for FY 2005-06 works out to Rs 77 Crore. Though, the expenses for FY 2005-06 are estimated to increase by Rs 16 Crore against the expenses approved by the Commission, the uncovered gap is estimated to increase as compared to gap approved by the Commission mainly on account of reduction in revenue from sale of power by Rs 38 Crore. The details of the sales, revenue and expenses as approved by the Commission and as estimated for FY 2005-06 are given in following Table:

Table 13 Truing up for FY 2005-06

	 
	Unit
	OERC Approval
	Estimated
	Difference

	No. of units – sale 
	MU
	            2150
	           2099
	 

	RST Per unit 
	Rs/kWh
	              2.45 
	             2.48 
	 

	Sales 
	Rs Crore
	               527 
	              521 
	 

	Less-Bad debts
	Rs Crore
	                  13 
	                36 
	 

	Net sales
	Rs Crore
	               514 
	              485
	(29)

	Other income
	Rs Crore
	            12 
	                3
	(9)

	Total 
	Rs Crore
	              526 
	             488 
	(38)

	 
	
	 
	 
	 

	Distribution Loss
	%
	35%
	37%
	 

	No. of Units - Purchase
	MU
	            3308
	           3308
	 

	BSt per Unit
	Rs/kWh
	              1.20 
	             1.24 
	 

	Cost of Power
	Rs Crore
	               397 
	              411 
	(14)

	DPS 
	
	 
	 
	 

	Distribution Expenses
	Rs Crore
	                 92 
	                94
	(2)

	Interest & Finance charges
	Rs Crore
	                 33 
	                33 
	                      

	Depreciation
	Rs Crore
	                 16 
	                16
	                      

	Previous year losss
	Rs Crore
	                  -   
	                 -   
	 

	Contribution to contingency reserves
	Rs Crore
	 
	                 -   
	 

	Special appropriation
	
	 
	                 -   
	 

	Prior period income
	
	 
	                 -   
	 

	Total
	Rs Crore
	              538 
	             554
	(16)

	Clear Profit
	Rs Crore
	               (12)
	              (66)
	(54)

	Return on Equity (ROE)
	Rs Crore
	11
	11
	                      

	Excess / (Deficit)
	Rs Crore
	                (23)
	               (77)
	 (54)


The Licensee would like to submit that the concept of truing up on account of variation in sales, expenses and revenue with respect to sales, expenses and revenue as approved by the Commission has been accepted and considered by other State Electricity Regulatory Commissions such as Delhi Electricity Regulatory Commission (DERC), Maharashtra State Electricity Regulatory Commission (MERC) etc. The DERC in its Tariff Order for FY 2005-06 has considered the truing up for FY 2003-04 and FY 2004-05 based on variation in actual expenses and revenue with respect to approved expenses and revenue. The DERC in its Order on the matter of truing up has opined as follows:

“While analysing the ARR Petitions filed by TRANSCO, DISCOMs and GENCO, the Commission has to rely on the information available at that point of time and also project the sales, expenses and revenues while determining the Annual Revenue Requirement. The Commission recognised the fact that at the end of the year, the actual sales, expenses and revenues can be different vis-à-vis the projections made by the Commission in its Order.  The Commission has detailed its view in its earlier Orders that the licensees have to be compensated to the extent of variations, which are beyond their control, subject to prudence of the expenses, to ensure their financial viability, in earlier Orders. The Commission instituted a process of ‘Truing up’ at the end of the year, based on the actual expenses/revenues, considering the prudence of such variations over the approved levels. Further, the Commission clarified that while approving such expenses/revenues to be recovered in the future years, the holding costs of the same would also be allowed.
The Commission would like to clarify that the truing up for any year will be taken up during the ARR and Tariff determination process of the ensuing year based on revised estimates or provisional accounts which will take into account the impact of major variations in each component of expenses and revenues. Further, to account for small variations arising out of difference in audited accounts with revised estimates or provisional accounts, the truing up will be taken in the year after ensuing year.”
Considering that the variation in estimated revenue and expenses during FY 2005-06 is due to reasons beyond the control of the Licensee, the Licensee humbly requests the Commission to allow truing up of estimated uncovered gap of Rs 77 Crore in FY 2005-06 as part of FY 2006-07 ARR. The Licensee has, therefore proposed to include the Revenue Gap of FY 2005-06 amounting to Rs. 77 Crore along with the Revenue Gap for FY 2006-07 in the ARR for FY 2006-07. 

4.2.15 Uncovered Gap for FY 2004-05

The Commission in its Order dated 26th February 2005 on ARR and Tariff Petition for FY 2004-05 and Order dated 22nd March 2005 on ARR and Tariff Petition for FY 2005-06 has approved the ARR and Tariff for FY 2004-05 and FY 2005-06 based on revenue deficit of Rs.19.18 Crore and Rs. 22.31 Crore respectively. Further, the Commission in its Order dated 22nd March 2005 has recognised this uncovered gap and mentioned that this gap will be treated as regulatory assets for pass through in subsequent tariff. Though the uncovered gap for FY 2005-06 has been included as part of proposed truing up, the uncovered gap for FY 2004-05 based on the expenses and revenue approved by the Commission has been considered as a part of ARR for FY 2006-07.  

4.2.16 Loss of Revenue due to non drawal by Ferro Alloy Industries during 2003-04

The Licensee had filed it’;s petition before the Hon’ble Commission, which was registered as case No. 56/2004 towards loss of revenue due to non drawal of power by ferro alloys units during the FY 2003-04 & requested for appropriation of the same out of the proceeds from Unscheduled Interchange (UI) charges earned by GRIDCO assuming that the reduction in drawal by Ferro Alloy industries deemed to have been sold under UI during 2003-04.

The petition was heard by the Hon’ble Commission & directed vide it’s order dated 5/9/2005 that “the Commission takes relevant note of the presentation made by NESCO that they had a shortfall in revenue on account of less drawal by the Power Intensive Export Oriented Units (EOU). In case NESCO chalks out an estimate establishing that they have actually suffered loss on account of non-drawal of energy by the EOU units even after following commissions order, they may quantify such loss and present their case during the next public hearing on tariff for further consideration”. 

Based on the above direction the Licensee (NESCO) has quantified such loss for an amount of Rs. 33.26 Crore (details in the following table) and request Hon’ble Commission to allow in the ARR of 2006-07.

Table 14 Losses out of non drawal by Ferro Alloy Units

	Projection made by NESCO in MU
	Commision';s Approval in MU
	Actual Drawal in MU
	Difference in MU
	ARR RST rate/    unit (Paise) for power intensive 
	Cost of variable charges of BST (Paise)
	Contribution per kWh (Paise)
	Loss of Revenue (Rs. Lakhs)

	(1)
	(2)
	(3)
	(4)=(2)-(3)
	(5)
	(6)
	(5)-(6)=(7)
	(4)X(7)=(8)

	414.348
	672.348
	477.826
	194.522
	257.00
	86.00
	171.00
	3326.33


The Licensee has considered the cost of variable charges applicable to NESCO as during the said financial period, the average Simultaneous maximum demand of the Company was 416 MVA as against the Commissions approval of 394 MVA and which have been billed by GRIDCO. 

4.2.17 Return on Equity

The Licensee has assumed Return on Equity amounting to Rs. 10.55 Crore as calculated @ 16% on equity capital as per the earlier Orders of the Hon’ble Commission. 

4.2.18 Revenue at Existing Tariffs

The Licensee has estimated the revenue from sale of power considering the sales projected for FY 2006-07 and by applying the various components of existing tariffs. As detailed out in previous sections, the Licensee has adopted the approach considered by the Commission and considered the revenue from sale of power on accrual basis. The details of estimated revenue from different categories of consumers at existing tariffs is provided in Form T-8.  

4.2.19 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 15 Revenue Gap

	
	Rs Crore

	Expenditure including Special Appropriation in FY2006-07
	790.36

	Reasonable return for FY2006-07
	10.55

	Amortisation of Regulatory Assets
	159.33

	Turing up of Revenue Gap for FY 2005-06
	77

	Uncovered Revenue Gap for FY 2004-05
	19.18

	Sub Total
	1056

	Revenue from sale of power at existing tariffs in FY2006-07
	664.25

	Other income
	1.5

	Sub Total
	665.75

	TOTAL REVENUE GAP
	390.70


5 Tariff Proposal

As discussed in earlier sections, based on estimated Revenue Requirement and Revenue at existing tariff, the revenue gap for FY 2006-07 works out to Rs. 390.70 Crore. The Licensee submits that the revenue gap of FY 2006-07 includes (i) Revenue gap of FY 2005-06 amounting to Rs 77 Crore as explained in the earlier chapter and (ii) Amortisation of regulatory assets amounting to 159.33 Crore. 

The average tariff increase required bridging the entire revenue gap works out to approx. 59%. Considering the extent of tariff increase required to bridge the entire revenue gap, the Licensee is of the opinion that if the average tariff is increased by around 59% for all the categories, it will result in sudden tariff shock to consumers. Further, in line with the principle of gradual reduction in cross subsidy in line with the provisions of Electricity Act, 2003, the tariffs for subsidising categories cannot be increased substantially and therefore to bridge the entire revenue gap, the tariff increase required for subsidised categories will be substantially higher than the average tariff increase required. 

The Licensee would like to submit that the Review Petition filed by Licensee on the Commission’s Orders on GRIDCO’s ARR and Bulk Supply Tariff Petition for FY 2004-05 and FY 2005-06 is pending with the Hon’ble Commission. In the said Review Petition, the Licensee has highlighted that there is an ample scope for reduction in GRIDCO’s ARR for the last three years FY 2003-04, FY 2004-05 and FY 2005-06 on account of following reasons:

· Retention of GRIDCO’s revenue surplus for FY 2004-05 and FY 2005-06 in the power sector instead of adjusting against past losses of GRIDCO by adopting uniform treatment for all sector participants 

· Benefit of additional revenue to GRIDCO through additional export of power due to good monsoon and less drawal of energy by DISCOMs for FY 2003-04 

· Additional revenue to GRIDCO from export of power for FY 2004-05 and FY 2005-06 after accounting for higher realisation 

· Revenue earned by GRIDCO from UI charges for FY 2003-04, FY 2004-05 and FY 2005-06

· Reduction in power purchase costs of GRIDCO from UIHEP for FY 2004-05 considering reduction in Secondary Energy Charge and Reduction in GRIDCO’s ARR for FY 2005-06 considering availability of power from UIHEP at the level of generation during FY 2004-05

The Licensee has estimated the possible reduction in GRIDCO’s ARR for the above-mentioned reasons as Rs 1032 Crore as per the details given in following Table:

Table 16 Tariff Proposal






Rs Crore

	Sr.No.
	Description
	2003-04
	2004-05
	2005-06

	1
	Revenue surplus of FY 2004-05 retained in the power sector instead of adjusting against past losses of GRIDCO by adopting uniform treatment for all sector participants in FY 2005-06
	
	217
	

	2
	Revenue surplus of FY 2005-06 retained in the power sector instead of adjusting against past losses of GRIDCO by adopting uniform treatment for all sector participants in FY 2005-06
	
	
	16

	3
	Benefit of additional revenue through additional export of power due to good monsoon and less drawal of energy by DISCOMs for FY 2003-04 adjusted against revenue requirement of GRIDCO
	102
	
	

	4
	Additional revenue from export of power for FY 2004-05 after accounting for higher realisation
	
	50
	

	5
	Additional revenue from export of power for FY 2005-06 after accounting for higher realisation
	
	185
	

	6
	Revenue from UI Charges for FY 2003-04
	170
	
	

	7
	Reduction in power purchase costs from UIHEP for FY 2004-05 considering reduction in Secondary Energy Charge
	
	12
	

	8
	Reduction in ARR for FY 2005-06 considering availability of power from UIHEP at the level of generation during FY 2004-05
	
	
	203

	9
	Excess in ARR of FY 2004-05 allowed to be adjusted against Terminal Benefits for the period prior to April 1, 1999( Rs 118-Rs 41 Crore)
	
	77
	

	
	Possible reduction in GRIDCO’s ARR Requirement (subtotal of Sr. No. 1 to 9)
	272
	541
	219


Further, the Licensee is of the opinion that the bulk supply tariff for FY 2006-07 can be reduced substantially, which can be utilised to bridge the revenue gap to certain extent. Further, reduction in GRIDCO’s ARR and Bulk Supply Tariff is envisaged mainly due to following reasons:

· Increase in Non Tariff Income of GRIDCO through Trading of surplus power as the rate of power traded has increased substantially during FY 2005-06.

· Reduction in Cost of Power Purchase from Central Generating Stations due to revision in generation norms by Central Electricity Regulatory Commission.

Considering the fact that the GRIDCO is earning substantial revenue from sale of power outside the State and there is an ample scope for reduction in GRIDCO’s ARR and hence the bulk supply tariffs, it will not be in the interest of the sector to increase the tariffs beyond reasonable level. Therefore, the Licensee has proposed marginal increase in fixed/demand charges and not proposed any increase in energy charges. Further the Licensee has proposed to abolish the meter rent for all categories of consumers and hence the proposed increase in fixed charges to some extent will neutralize the loss of revenue from meter rent. By adopting this principle, the Licensee has proposed overall average tariff increase of around 2.6%, and additional revenue with this increase is estimated at Rs 17.62 Crore. 

The Licensee would like to submit that the balance revenue gap of Rs. 373.08 Crore may be bridged by other measures such as reduction in Bulk Supply Tariff, Subsidy from State Government and / or any other appropriate mechanism. The Licensee humbly requests the Hon’ble Commission to bridge the entire revenue gap as approved by the Commission through combination of increase in retail supply tariffs, reduction in bulk supply tariff and Government Subsidy. In case, the entire approved revenue gap is not proposed to be recovered, it will lead to cash deficit situation for the Company and hence will adversely affect the performance of the Company.

6 
Tariff Rationalisation

6.1 
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 250 Crore per annum prior to restructuring of the sector and privatisation 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 commercial 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. 

However, as the Licensee has not proposed any substantial tariff increase for any category, the Licensee has also not attempted to reduce the cross subsidies in the current tariff application. 

6.2 
Recovery from Fixed / Demand Charges

The Licensee would like to submit that with the existing tariff structure, only about 11.55 % of the revenue is recovered through the fixed / demand charges against the fixed costs percentage of 54.30 % of the total costs, which leads to considerable uncertainty in the revenue. The Licensee would like to submit that the recovery from fixed charges should be increased in a phased manner, as higher fixed charges 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 Licensee has considered this aspect while designing the category-wise tariffs and has proposed to increase the revenue from fixed / demand charges. As mentioned in earlier section, the Licensee has not proposed any increase in variable charges and has only proposed to increase the fixed charges. Further, the Licensee has proposed to abolish the meter rent and increase in fixed charges to large extent will neutralise the impact of increase in fixed charges for small consumers. The estimated revenue from fixed charges for FY 2006-07 at existing tariff works out to 11.55 % of total revenue, which is proposed to be increased to 13.85 % with revised tariffs. The Licensee would like to submit that even with the proposed tariffs the recovery from fixed charges is only 13.85 % of the total revenue, while the fixed costs constitutes around 54.30% of the total costs.

6.3 
Change in Tariff Structure

6.3.1 Demand charges for consumers having connected load more than 20 kW/22 kVA through HT voltage supply 

Under the existing tariff structure approved by the Commission, the consumers having connected load less than 110 kVA are being charged under the category HT Industrial (Medium Industry) and HT General (Commercial). The tariff applicable for this category is Rs 50/kVA towards demand charges and 300 paise/kWh towards energy charges under HT voltage of supply. Whereas a consumer having contract demand of above 110 kVA supplied through HT voltage are being charged under the category Large Industry and tariff applicable for this category is Rs 200/kVA towards demand charges (with minimum 80% contract demand charges) along with 300 paise/kWh towards energy charges which makes disparity between the consumers with contract demand above 110 kVA and connected load below 110 kVA having same voltage of supply. 

To make it undiscriminatory, the Licensee proposes that the same tariff shall be applicable for these three categories in the phased manner .i.e., HT Industrial (Medium Industry) and HT General (Commercial) and Large Industry to rationalise the tariff of industrial and commercial consumers availing supply at HT voltage having connected load of 20/22 kVA and above and below contract demand of 110kVA/100 kW.  However, at this stage the Licensee has proposed to increase the fixed charge from Rs 50/kVA to Rs 100/kVA category for HT Industrial (Medium Industry) and HT General (Commercial) categories.

6.3.2 Payment of Demand charges by Captive Power Plants (CPPs)

Under existing Retail Supply Tariff (RST) the CPPs are allowed to draw power under single part Tariff which is higher than normal Energy Charges of same industry as they are not paying Demand Charges. In several occasions, there are additional burden on account of payment of Simultaneous Demand Charges (SMD) by the Distribution Licensee  to the Transmission Licensee due to drawl of Power by CPPs without any load management on emergency basis during  peak hours. Therefore the Distribution licensee is paying additional Demand Charges for the whole month to Gridco @ Rs.200 per KVA without charging the same to the concerned CPPs. Ultimately the burden is borne by the poor consumers to cover-up the Cost due to additional demand charges.

To avoid such unforeseen Cost, It is proposed that Hon`ble Commission may kindly consider the demand charges on the Maximum Demand recorded in the Meter of CPPs consumers along with the normal RST rate towards Energy Charges applicable to the respective tariff category. However the minimum demand charges concept i.e 80% of the Contract Demand may not be charged to the CPP’s.

6.4 
Rebate on Prompt Payment

The Hon’ble Commission in its Order dated 20th April 2005 (Order passed in Case No. 147 of 2004) vide clause 6.4 approved that the Licensee can avail a rebate of 2% for prompt payment of BST bill within 48 hours of presentation of BST Bills. Further, it may be mentioned that in the RST Order dated 22nd March 2005 vide clause 8.33.5, the Hon’ble Commission had directed to pay the rebate to all consumers except domestic, general purpose, irrigation and small industry category, if payment was made within three days of bill presentation and seven days in case of others.

Considering the above, it is prayed before the Hon’ble Commission to approve the rebate of 2% to the licensee for prompt payment of BST bills within three working days from the date of presentation of the BST bill.   

6.5 
Category wise Tariffs

Based on above principles, 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 for LT, HT and EHT Categories is provided in Table below:

Table 17 Category wise Average Existing and Proposed Tariff for LT

	SL No.
	Category of Consumers
	Existing Average Tariff (Rs./ Kwh)
	Proposed Average Tariff (Rs. Kwh)

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	1
	Domestic
	1.83
	1.92

	2
	General Purpose             <100KW
	3.73
	3.81

	3
	Irrigation
	1.23
	1.23

	4
	Street Lighting
	3.23
	3.25

	5
	Industrial (S) Supply
	3.81
	4.14

	6
	Industrial (M) Supply
	3.74
	3.97

	7
	Specified Public Purpose 
	3.74
	3.85

	8
	Large Industry
	4.01
	4.23

	9
	Public Water Works <100KW
	3.49
	3.54

	 
	LT Category 
	2.09
	2.18


Table 18 Category wise Average Existing and Proposed Tariff for HT & EHT Categories

	Category
	Existing Avg. Tariff (Rs / kWh)
	Proposed Avg. Tariff (Rs / kWh)

	HT Categories
	
	

	Bulk Supply Domestic
	2.25
	2.28

	Specified Public Purpose (Public Institution)
	3.94
	4.40

	General Purpose => 110 KVA
	3.26
	3.59

	Public Water Works
	4.52
	4.84

	Large Industry
	3.64
	3.82

	HT Industrial (Medium)
	3.36
	3.72

	HT General Purpose
	3.62
	3.78

	Mini Steel Plant
	2.47
	2.54

	Railway Traction
	3.68
	3.86

	Emergency Supply to CPP
	3.99
	3.99

	Special Tariff
	2.29
	2.30

	Total HT 
	3.17
	3.31

	EHT Categories
	
	

	Large Industry
	3.49
	3.67

	Railway Traction
	6.54
	7.46

	Power Intensive Industry
	2.69
	2.78

	Special Tariff
	2.12
	2.12

	Total EHT
	2.24
	2.26


7 FORMATS

The following filled in formats will form a part of the ARR and Tariff Application for FY 2006-07 as annexures :

7.1 Tariff Formats

	Form No. 
	Details

	T-1
	Assessment of consumption for the ensuing year FY 

	T-2
	Consumption / Billing figures for Domestic consumers

	T-3
	Consumption / Billing figures for Commercial Consumers

	T-4
	Consumption / Billing figures for Small Ind. Consumers

	T-5
	Consumption / Billing figures for Agricultural Consumers

	T-6
	Consumer Commercial information 

	T-7
	Expected Revenue from charges  

	T-8
	Tariff Revision Proposal 


7.2 Financial Formats

	Form No.
	Details

	F-1
	Information on Block Capital

	F-2 
	Project wise/Scheme wise Capital Expenditure

	F-3
	Information on receipt & repayment of Loan

	F-4
	Power Procurement for the current FY (Actual for 1st Six Month)

	F-5
	Power Procurement for the current FY(Projection for Balance Six Month)

	F-6
	Power Procurement for the ensuing  FY

	F-7
	Calculation of cost of power at different voltage Ends for current FY(1st 6 months)

	F-8
	Calculation of cost of power at different voltage Ends for current FY(balance 6 months)

	F-9
	Calculation of cost of power at different voltage Ends for the ensuing FY 

	F-10
	Revenue requirement for the current FY

	F-11
	Revenue requirement for the (2nd half of the Current FY)

	F-12
	Revenue requirement for the ensuing FY

	F-13
	Calculation of the clear profit for the ensuing FY

	F-14
	Calculation of capital base and Reasonable Return for the ensuing FY

	F-15
	Subsidy on average cost basis by customer class and service level for ensuing FY

	F-16
	Proposed charges, other than and in addition to the charges of Tariff leviable for the purpose

	F-17
	Statement of Sundry debtors & provision for Bad and Doubtful debt.

	F-18
	Information on Inventory

	F-19
	Information on Cash & Bank Balance

	F-20
	Statement of Share Capital

	F-21
	Employee Cost

	F-22
	Repair & Maintenance Expenses

	F-23
	Administrative and General Expenses.

	F-24
	Consumer Service

	F-25
	Consolidated Age-wise Analysis of Debtors

	F-26
	Consolidated report on Inventory Holding

	F-27
	Consolidated report on secured/ unsecured loan

	F-28
	Consolidated report on capital work in Progress

	F-29
	Consolidated report on addition to fixed Assets during the Year

	F-30
	Statement of assets not in use

	F-31
	Statement of special appropriation permitted by appropriate authority

	F-32
	Statement of Tariff/ Dividend control Reserve

	F-33
	Statement of Contingency reserve

	F-34
	Statement of Consumer benefit Account

	F-35
	Statement of Fixed Assets and Depreciation

	F-36 
	Subsidy and Grants

	F-37
	Balance Sheet

	F-38
	Profit & Loss Account

	F-39
	Additional Financial Information

	 
	Cash Flow Statement


7.3 Performance Formats

	Form No 
	Details

	P-1
	Voltage Fluctuation

	P-2
	Electrical Accidents

	P-3
	Release of Service connection

	P-4
	Status of HT Connections

	P-5
	Abstract of outages due to tripping in HT feeders

	P-6
	Failure of Transformer

	P-7
	Release of Customer bills

	P-8
	Fixation of Monthly maximum demand charge

	P-9
	Detail of consumption and load factor

	P-10
	Information for time of Day Tariff

	P-11
	Consumption During peak and off-peak hours by  Large industries & Load Curves         

	P-12
	Interruptions

	P-13
	Status of Metering

	P-14
	Measures for reduction in T&D Loss

	P-15
	Consumer Complaint

	
	Power Purchase Bills

	
	Summary of Proposed Tariff


8 PRAYER 

In the aforesaid facts and circumstances, the Licensee prays that the Hon’ble Commission may be pleased to:

· Take the accompanying ARR and Tariff Petition on record.

· Approve the Annual Revenue Requirement for FY 2006-07 including amortisation of regulatory assets, truing up of uncovered gap for FY 2005-06 and uncovered gap for FY 2004-05 based on expenses and revenue approved by the Commission.

· Approve the category wise fixed charges as proposed to increase the recovery from fixed charges

· Bridge the Revenue Gap through combination of increase in Retail Supply Tariff, Reduction in Bulk supply Tariff, Government Subsidy etc.

· Recognise issues raised by the Licensee in its application for Review of RST Orders for FY 2004-05 and FY 2005-06

· Any other relief, order or direction which the Hon’ble Commission deems fit be also issued.

  By the Applicant 







 Through its Executive Director

Dated 

Bhubaneswar.

I.G-Admin





6 No`s of DSP





Staffing of each  Power Police Station


1 no of Inspector Police


2 no`s of Sub Inspector


2 no of Asst Sub Inspector


1 no of Havildar


12 no`s of Constables


1 no of Asst Driver


1 no of Follower Orderly


























29 No`s


Of


Police Stations





1 Pvt Secretary


1 Driver Havildar


2 no`s of Orderly Const


3 no`s of Follower Orderly










































































PAGE  
3






