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PUBLIC NOTICE

The Commission has prepared a Consultative Paper setting out the Principles of Multi-Year Tariff (MYT) for the second control period from 01.04.2008 to 31.03.2013. The principles are based on the Commission’s earlier order on Long Term Tariff Strategy (LTTS) dtd. 18.06.2003, defining principles for the first control period from 01.04.2003 to 31.03.2008.

The Commission hereby invites comments and suggestions from all the stakeholders on the Consultative Paper. This paper is available in our website www.orierc.org. The paper can also be obtained from this office on payment of Rs.50/-. 

The last date for inviting comments/ suggestions/ objections is 31.10.2009.
By order of the Commission

Secretary 
Consultative Paper on Multi Year Tariff principles for the period from 
FY 2008-09 to 2012-13

The Commission in its order dated 18.06.2003 in Case No.8/2003 notified guiding Principles for determination of ARR of Distribution Licensees in the State on a long term basis. The order, inter alia, defined the objectives and principles for Long Term Tariff Strategy (LTTS). These guiding principles are in conformity with Electricity Act, 2003. The principles of LTTS were set out for the control period from 01.04.2003 and was to end on 31st March, 2007 with base year as FY 2002-03 and the first year of the control period i.e. FY 2003-04 was treated as transition year. The control period was further extended for another year and ended on 31st March, 2008.

The Commission in its concluding observation of the said order observed the following:

Without prejudice to the above, the Commission reserves the right to make any amendment to this order consistent with the objective of the OER Act 1995, and the Electricity Act, 2003.

2.
Since LTTS order setting out principles for the control period 01.04.2003 to 31.03.2008 has elapsed there is need to redefine these principles in the MYT framework for future years. It is, therefore, pertinent to discuss various provisions under Electricity Act, 2003, National Electricity Policy, National Tariff Policy and OERC (Terms and Conditions for Determination of Tariff) Regulation, 2004 in relation to Multi Year Tariff framework.
3.
Statutory Provisions
Electricity Act, 2003

Section 61- The Appropriate Commission shall, subject to the provisions of this Act, specify the terms and conditions for the determination of tariff, and in doing so, shall be guided by the following, namely:-
x x x x x x x x

(f) multi year tariff principles;
(i) the National Electricity Policy and tariff policy:

National Electricity Policy
5.4.4 Conducive business environment in terms of adequate returns and suitable transitional model with predetermined improvements in efficiency parameters in distribution business would be necessary for facilitating funding and attracting investments in distribution. Multi-Year Tariff (MYT) framework is an important structural incentive to minimize risks for utilities and consumers, promote efficiency and rapid reduction of system losses. It would serve public interest through economic efficiency and improved service quality. It would also bring greater predictability to consumer tariffs by restricting tariff adjustments to known indicators such as power purchase prices and inflation indices. Private sector participation in distribution needs to be encouraged for achieving the requisite reduction in transmission and distribution losses and improving the quality of service to the consumers.
National Tariff Policy

Para 5.3 

(h) 
Multi-Year Tariff 
1) 
Section 61 of the Act states that the Appropriate Commission, for determining the terms and conditions for the determination of tariff, shall be guided inter-alia, by multi-year tariff principles. The MYT framework is to be adopted for any tariffs to be determined from April 1, 2006. The framework should feature a five-year control period. The initial control period may however be of 3 year duration for transmission and distribution if deemed necessary by the Regulatory Commission on account of data uncertainties and other practical considerations. In cases of lack of reliable data, the Appropriate Commission may state assumptions in MYT for first control period and a fresh control period may be started as and when more reliable data becomes available. 

2) 
In cases where operations have been much below the norms for many previous years the initial starting point in determining the revenue requirement and the improvement trajectories should be recognized at “relaxed” levels and not the “desired” levels. Suitable benchmarking studies may be conducted to establish the “desired” performance standards. Separate studies may be required for each utility to assess the capital expenditure necessary to meet the minimum service standards. 

3) 
Once the revenue requirements are established at the beginning of the control period, the Regulatory Commission should focus on regulation of outputs and not the input cost elements. At the end of the control period, a comprehensive review of performance may be undertaken. 

4) 
Uncontrollable costs should be recovered speedily to ensure that future consumers are not burdened with past costs. Uncontrollable costs would include (but not limited to) fuel costs, costs on account of inflation, taxes and cess, variations in power purchase unit costs including on account of hydro-thermal mix in case of adverse natural events. 

5) 
Clear guidelines and regulations on information disclosure may be developed by the Regulatory Commissions. Section 62 (2) of the Act empowers the Appropriate Commission to require licensees to furnish separate details, as may be specified in respect of generation, transmission and distribution for determination of tariff. 
OERC (Terms and Conditions for determination of tariff) Regulations, 2004. 

Regulation 5(f)

The Commission may require a long term business plan from each Licensee for adopting the multi year tariff regime, which the licensee shall scrupulously comply.

OERC (Conduct of Business) Regulations, 2004

Regulation 54.  Multi year tariff principles and guidelines.

1) The Commission may adopt MYT principles for matters relating to calculation of revenue requirement of the transmission or the distribution licensees and the tariff determination including on aspects of investments, reduction of loss levels, other efficiency gains to be achieved, the revision in charges, charges in tariff structure, pass through of identified element of costs and such other matter as the Commission may by a general or special order direct.

2) The Commission may, as and when considered appropriate, issue guidelines for filing statement of revenue calculations and tariff proposals for periods of more than one financial year and unless waived by the Commission, the licensee shall follow such guidelines issued by the Commission. 
4.
In the LTTS order, Commission observed the following needs to be done at the end of control period.
“10.7
End of control period

10.7.1 The Commission shall undertake a comprehensive review of the implementation of the LTTS towards the end of the control period. The objective of such review shall be to assess the achievement of intended objectives, analysis of any deficiency in results or in the process, and from such learning to improve the framework that shall apply to subsequent control period.

10.7.2 The approach of this review shall be through a consultative process, covering all stakeholders and the results shall be posted on the Commission website for public access.

10.7.3 Based on the results of this review and the conditions in power sector at that time, the Commission shall apply for the second control period.”
5.
Consequent to the above LTTS order dtd.18.06.2003 in Case No.8 of 2003 and pursuant to the direction of the Hon’ble High Court of Orissa vide its order dtd.02.09.2003 passed in misc. case No.1380 and 1805 of 2003 arising out of OJC No.6751 of 2001, Commission passed another order dtd.12th Nov, 2003 and observed the following: -
“5.
By order dated 10.11.2003, the Commission has decided the issue regarding the benefit of the downward changes in the revenue requirement for the year 2002-03 due to change in depreciation policy and deviation of the Govt. Notification from the correctives suggested by the Commission and the adjustments of such benefits for the regulatory assets created in the past years.  The Commission has given detailed reasoning as to why the adjustments have been made for the regulatory assets and as to why the benefits mentioned above was not taken towards reduction of the consumer’s tariffs in the year 2002-03.  Consequently there has been no change in the tariffs determined by the Commission for the year 2002-03 and as a result of the above there will be no change in the decision of the Commission as to the tariffs for the subsequent year 2003-04. Accordingly there is no impact on the order passed by the Commission dealing with Long Term Tariff Principles

6.
In the circumstances mentioned above, the Commission is  proceeding to pronounce the order passed by the Commission dealing with Long Term Tariff Principles and filed with the Hon’ble Court in a sealed cover on 30.06.2003 In the above order the Commission had provided for certain aspects to be complied  by the Licensees within a specified period. Some of these period has already expired. As the Order on the Long Term Tariff Principles is being pronounced now the Licensees are given the liberty to apply to the Commission within 15 days from the date of this Order for extension of time to comply with the specific directions and the Commission will pass appropriate orders on such application.  In all other respects the Order passed by the Commission and filed with the Hon’ble High Court on 30.06.2003 shall be effective.”

6.
As observed in aforesaid para 4 sub-para from 10.7.1 to 10.7.3, Commission has been periodically reviewing the achievements of intended objectives and deficiencies for such objectives through quarterly and annual review of the performance of DISCOMs and, results thereof, are published in the OERC website. Commission has also been undertaking annual truing up of the expenses of the DISCOMs vis-à-vis available audited accounts and benchmark targets given in the Business Plan for the period FY 2002-03 to FY 2007-08. The requirement if assessed in the truing up are accordingly amortised in the Annual Revenue Requirement of the DISCOMs. 
7.
Commission now intends to extend the same principles as enunciated in the said LTTS order of 18.06.2003 for the next control period from FY 2008-09 to 2012-13. It is pertinent to mention here that Commission has already pronounced Annual Revenue Requirement of the DISCOMs for FY 2008-09 and FY 2009-10 based on the same principles of LTTS order with minor modification. 

8.
The Commission now invites suggestions, recommendations and objections on this Consultative Paper in order to finalise the multi year tariff frame work for next control period from FY 2008-09 to FY 2012-13 based on the same principles of LTTS order with minor modification. A brief summary of the LTTS principles in the order dtd.18.06.2003 is presented below for benefit of inviting suggestions, recommendations and comments from all the stake holders of the power sector.
LTTS Principles (Case No.8 of 2003 order dtd.18.06.2003)
1. The LTTS sets out the principles by which the ARR of the DISCOMs will be determined for each year of the control period.
2. The costs have been allocated on the basis of the risk elements involved in controlling the cost : 
a) The Network and Financial costs and Aggregate Technical & Commercial (AT & C) losses are considered as controllable. Any financial loss arising from performance falling short of the targets are not recoverable through tariff. Any gain arising from performing better than targets will not be adjusted in ARR and can be retained by DISCOMs.
b) Uncontrollable costs are those which are beyond the control of licensee and would be allowed as passed through in the ensuing ARR. The uncontrollable costs are 

· fuel cost charges that affect the cost of power purchase 

· inflation 

· exchange rate variation

· force majeure condition such as changes in the laws of the land, judicial pronouncements, Govt. policies and directions and economy wide influences.
3. Performance targets shall relate to 

· Quality of supply and consumer service standards

· Aggregate Technical and Commercial loss (AT & C) and

· Network costs

A summary of the items in the ARR to be treated as Controllable and Uncontrollable costs are tabulated below:
	Sl
	ARR Item
	Controllable / Uncontrollable Cost

	1
	Employee Cost

	Controllable

	2
	Repair and Maintenance
	Controllable

	3
	Administrative & General Expenses
	Controllable

	4
	Interest and Finance Charges
	Controllable

	5
	Depreciation
	Controllable

	6
	Return on Equity
	Controllable

	7
	Non-tariff income
	Controllable

	8
	Power Purchase Costs
	Uncontrollable

	9
	Fuel Costs
	Uncontrollable

	10
	Taxes on Income
	Uncontrollable

	11
	Inflation
	Uncontrollable

	12
	Exchange rate variation
	Uncontrollable

	13
	Force Majeure Conditions
	Uncontrollable


9.
Comments and suggestions are invited on the above ARR items and their classification under the controllable and uncontrollable costs as to whether these require any change in such classification.
10.
Quality of supply and consumer service standards

The Commission intends to use quality of supply and customer service to evaluate performance of licensees rather than input. The Commission proposed to undertake three initiatives to benchmark and monitor quality of supply and customer service.

a) First initiative involves recording and monitoring of select quality parameters on a regular basis such as 
interruptions

· System Average Interruption Duration Index (SAIDI)

· System Average Interruption Frequency Index (SAIFI)

· Consumer Average Interruption Duration Index (CAIDI)

· Voltage

· Transformer failure

· New connections

· Metering

· Billing errors

· Consumer service

b) The second initiative involves a consumer satisfaction survey by an independent agency. The survey involves obtaining consumer view on quality of service and expectations, awareness of consumers on their rights, performance standards and complaint handling by licensee and feed back for improvement of supply and service.
c) The third initiative is of setting up systems and procedures to take feedback directly from identified consumers such institutional consumers and government departments.

11.
Aggregate Technical & Commercial loss.
The AT & C loss was decided to be used as the benchmark to assess the performance of the licensees during the control period. AT & C losses should be computed by each voltage category.

The AT & C loss combines three different but interconnected performance criteria, namely billing efficiency, collection efficiency and T & D loss. It is computed through the following formula
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ALL ORISSA 11,936.5    12,057.2    11,936.6    12,469.8    12,469.2    12,499.5    13,188.1    13,188.1    13,483.8    13,363.1    14,683.0    15,119.9    13,553.1    16,653.0    17,212.5   

ALL ORISSA 7,072.3      8,215.9      7,072.1      7,837.6      7,837.6      7,598.7      8,681.0      8,681.0      8,144.2      9,196.5      9,865.6      9,288.4      9,733.5      12,137.6    10,761.1   

ALL ORISSA 40.8 31.9 40.8 37.1 37.1 39.2 34.2 34.2 39.6 31.2 32.8 38.6 28.2 27.1 37.5

ALL ORISSA (*) 85.3 90.0 85.5 88.2 88.2 91.0 90.4 90.4 91.6 92.4 92.5 92.4 94.1 94.2 92.9

ALL ORISSA (*) 49.4 38.7 49.3 44.5 44.5 44.7 40.5 40.5 44.7 36.4 37.9 43.3 32.4 31.4 41.9

(*) NB: AT & C Loss of All ORISSA has been calculated based on  average collection efficiency of DISCOMs
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The Commission shall approve the improvements to be made in the AT & C losses by the licensees during the control period and this would be monitored voltage wise. Metering of all 33/11 KV feeders and LV side of distribution transformers should be completed to measure performance

No adjustment in the ARR shall be made during the control period on account of actual achievement of total system losses or collection efficiency being different from these performance targets or the resulting impact of such difference on the cost to licensees within the control period.

12.
Network costs
These costs are expected to be managed by the licensees and would be allowed for the control period ex-ante.

O & M Costs

· Wages and salaries during the control period would include the base year values of Basic pay and dearness allowance escalated for annual salary increments and inflation based on Govt. notification.

· Terminal liabilities would be provided based on a periodic acturial valuation in line with the prevailing Indian accounting standards.
· Repair and Maintenance shall be allowed @ 5.4% applied on the opening gross asset value. 

· Administrative and General Expenses, the base year value escalated by 7% every year for the control period.
· No adjustment in ARR shall be made on account of actual values being different from these performance targets for the O & M costs during the control period.

13.
Bad & Doubtful debt
The Commission allowed 2.5% of the total annual revenue billings from sale of power on normative basis during the control period. Any changes in the sales forecast would be adjusted in the ARR based on actual.

Commission however allowed Bad and Doubtful debt of 2% of the total annual revenue billing in the ARR of FY 2009-10, deviating from the LTTS order. The Commission, in the new MYT principles, would allow Bad and Doubtful debt of 2% for FY 2009-10 to FY 2012-13 
14.
Capital Expenditure

Commission shall approve the capital investment plans for ongoing and future investments for the control period. Adjustments in the ARR shall be made for variations in actual and forecast values and the impact of such variations on the ARR at the end of the control period.

Licensee could retain financial benefit arising out of savings in financing costs due to faster implementation at lower costs because of better project management or procurement practices financial losses on account of time and cost overrun to be on account of the licensee.

15.
Depreciation 
In view of the Hon’ble High Court order dtd.28.02.2003 modified order dtd.14.03.2003 the depreciation is calculated for the assets at the pre-1992 norms as notified by the Govt. of India.

Any variation between projected and actual cost would by adjusted at the end of control period based on the actual asset.

16.
Financing costs of long term liabilities

The interest cost on the approved capital investment plan would be allowed and adjustments in ARR shall be made for variations in actual and forecast values of interest costs for loans raised for financing capex. No adjustment for loans existing at the beginning of control period.
17.
Financing costs of short term loans/cash credits for working capital

Working capital is determined as the shortfall in collection beyond the target set for collection efficiency minus allowed bad and doubtful debt of 2%.

No adjustment for WC in ARR for variation in actual and forecast value.

18.
Shareholder returns
The Commission to allow 16% return on equity on the forecast equity capital infusion and adjustments on account for variations between the actual and forecast values of equity capital outstanding. 

19.
Sales and power purchase
Commission would approve the forecast of power purchase and power purchase costs for each year of the control period. These forecasts would not normally undergo annual revision, except in the case of variations in excess of 10% in the quantum of purchase of electricity.

20.
Costs arising out of Force-Majeure conditions

In the event of large variations in demand or supply of electricity in excess of 20% due to extreme or disruptive weather conditions, cyclones, earthquakes etc., the Commission after review of its impact on the entire tariff structure may allow in the ensuing year or create regulatory asset to be recovered over a few years.

21.
Revised Forecast
The Commission subject to variations in excess of 10% in the quantum of purchase of electricity, may consider to revise forecasts for reasonableness and consistency before approving ARR.

22.
Trading of Power
The Electricity Act, 2003 recognizes trading as a distinct licensed activity and distribution licensee require no separate license for trading of electricity.

Commission intends to introduce competition in Bulk Supply by allowing the Distribution Licensees to procure their incremental power requirements i.e. beyond the approved level of power purchase from any source.

The Commission also intends to allow the licensees to sell the incremental power to any entity outside the state subject to the proviso that the losses and gains arising there from shall not form a part of the licensee’s revenue requirement.
Purchasing power directly by the licensee would initiate the multi buyer market as envisaged in the Electricity Act, 2003.

Any gains or losses on account of such procurement and supply of incremental power shall not be considered towards ARR.

23.
Procedure and Review 
The control period shall begin from 1st April, 2008 and shall end on 31st March, 2013. These MYT principles shall apply to the ARR determination of the DISCOMs in the state of Orissa from 1st April, 2008.

The base years for the MYT principles would be taken as FY 2008-09 and 2009-10 as the ARR for those years have already been pronounced taking the LTTS principles into consideration. The DISCOMs have also filed their Business Plan for five years from the period FY 2008-09 to FY 2012-13 also in accordance with the LTTS principles. The DISCOMs would therefore be required to make their next filings for FY 2010-11, FY 2011-12 and FY 2012-13 based on the renewed MYT principles as per the present practice. While the status of compliance of the MYT on Key Business parameters for the first control period FY 2003-04 to 2007-08 is enclose in Annexure-I. A comparative position of various parameters of the next control period FY 2008-09 to 2012-13 is enclosed in Annexure-II.
24.
Periodic Reviews during the control period and future projections
The Commission shall make periodic reviews of the licensee’s performance during the control period to address any practical issues, concerns or unexpected outcomes that may arise and in general to assess the efficacy of the MYT principles. If any changes occur in the structure of electricity sector due to legislation Commission may make appropriate modifications to the MYT principles. 
25.
Applicability of the MYT principles
These principles shall apply to four DISCOMs in Orissa from 1st April 2008 and shall remain in force until a subsequent amendment or revision is necessitated. 
The DISCOMs shall file their ARR for FY 2010-2011, FY 2011-12 and FY 2012-13, based on the above MYT principles.
26.
The comments/suggestions are therefore invited from all for extension of the same principles of LTTS as MYT framework for the control period from FY 2008-09 to FY 2012-13. The above summary is given for easy understanding and for interpretation of the LTTS order and for detail reading of the full text, LTTS order may be referred to which is attached to this consultative paper.
27.
The objections in the written form may be sent to the Secretary, OERC by 31.10.2009 either through e-mail or hard copy.

Annexure-1

Status of Compliance of the MYT on Key Business Parameters
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Annexure-II

COMPARISION OF VARIOUS PARAMETERS OF BUSSINESS PLAN 2008-09 to 2012-13 (Proposed)
	 
	2008-09
	2009-10
	2010-11
	2011-12
	2012-13
	Rise / Fall over    

	 
	Submission in ARR
	Approved in ARR
	Submission in BP
	Submission in ARR
	Approved in ARR
	Submission in BP
	Submission in BP
	Submission in BP
	Submission in BP
	Submission in BP  during 2008-09 and 20012-13

	 PURCHASE OF POWER (MU) 
	

	 CESU 
	        5,742.7 
	    5,300.0 
	        5,341.1 
	    6,044.8 
	    6,045.0 
	        6,044.8 
	        6,670.4 
	        7,721.2 
	        7,868.1 
	47.3%

	 NESCO 
	        4,659.5 
	    4,660.0 
	        4,295.6 
	    4,285.5 
	    4,285.0 
	        4,357.5 
	        5,139.6 
	        5,465.0 
	        5,769.5 
	34.3%

	 WESCO 
	        5,786.0 
	    5,680.0 
	        6,102.0 
	    6,590.0 
	    6,430.0 
	        6,290.0 
	        6,450.9 
	        6,720.0 
	        6,800.0 
	11.4%

	 SOUTHCO 
	        1,980.0 
	    1,980.0 
	        2,165.0 
	    2,350.0 
	    2,161.0 
	        2,350.0 
	        2,585.0 
	        2,848.0 
	        3,083.0 
	42.4%

	 ALL ORISSA 
	      18,168.2 
	  17,620.0 
	      17,903.7 
	  19,270.3 
	  18,921.0 
	      19,042.3 
	     20,845.9 
	     22,754.2 
	     23,520.7 
	31.4%

	 SALE OF POWER (MU) 
	

	 CESU 
	        3,565.9 
	    3,746.8 
	        3,311.4 
	    3,977.5 
	    4,454.9 
	        3,977.5 
	        4,589.3 
	        5,568.3 
	        5,929.4 
	79.1%

	 NESCO 
	        3,374.0 
	    3,471.7 
	        2,970.6 
	    3,031.7 
	    3,299.5 
	        3,103.7 
	        3,913.0 
	        4,204.5 
	        4,510.6 
	51.8%

	 WESCO 
	        3,963.0 
	    4,260.3 
	        4,082.4 
	    4,372.0 
	    4,983.5 
	        4,371.4 
	        4,676.3 
	        4,995.4 
	        5,181.7 
	26.9%

	 SOUTHCO 
	        1,201.7 
	    1,377.6 
	        1,213.0 
	    1,422.1 
	    1,557.6 
	        1,422.1 
	        1,687.8 
	        1,947.7 
	        2,193.8 
	80.9%

	 ALL ORISSA 
	      12,104.6 
	  12,856.4 
	      11,577.5 
	  12,803.2 
	  14,295.5 
	      12,874.7 
	     14,866.4 
	     16,715.9 
	     17,815.5 
	53.9%

	 DISTRIBUTION LOSS (%) 
	

	 CESU 
	37.9
	29.3
	38.0
	34.2
	26.3
	34.2
	31.2
	27.9
	24.6
	13.4

	 NESCO 
	27.6
	25.5
	30.8
	29.3
	23.0
	28.8
	23.9
	23.1
	21.8
	9.0

	 WESCO 
	31.5
	25.0
	33.1
	33.7
	22.5
	30.5
	27.5
	25.7
	23.8
	9.3

	 SOUTHCO 
	39.3
	30.4
	44.0
	39.5
	27.9
	39.5
	34.7
	31.6
	28.8
	15.1

	 ALL ORISSA 
	33.4
	27.0
	35.3
	33.6
	24.4
	32.4
	28.7
	26.5
	24.3
	11.1

	 COLLECTION EFFICIENCY (%) 
	

	 CESU 
	95.0
	95.0
	95.0
	95.0
	98.0
	95.0
	95.0
	95.0
	96.0
	1.0

	 NESCO 
	95.0
	95.0
	95.0
	96.0
	98.0
	96.0
	96.0
	96.5
	97.0
	2.0

	 WESCO 
	96.6
	96.6
	96.6
	96.6
	98.0
	96.9
	97.1
	97.1
	97.2
	0.7

	 SOUTHCO 
	94.0
	94.0
	94.0
	95.0
	98.0
	95.0
	96.0
	96.0
	96.0
	2.0

	 ALL ORISSA (*) 
	95.4
	95.4
	95.4
	95.8
	98.0
	95.9
	96.0
	96.1
	96.6
	1.2

	 AT & C LOSS (%) 
	

	 CESU 
	41.0
	32.8
	41.1
	37.5
	27.8
	37.5
	34.6
	31.5
	27.7
	13.4

	 NESCO 
	31.2
	29.2
	34.3
	32.1
	24.5
	31.6
	26.9
	25.8
	24.2
	10.1

	 WESCO 
	33.8
	27.5
	35.4
	35.9
	24.0
	32.7
	29.6
	27.8
	25.9
	9.5

	 SOUTHCO 
	42.9
	34.6
	47.3
	42.5
	29.4
	42.5
	37.3
	34.3
	31.7
	15.6

	 ALL ORISSA (*) 
	36.4
	30.4
	38.3
	36.4
	26.0
	35.2
	31.5
	29.4
	26.8
	11.5


(*) NB: AT & C Loss of All ORISSA has been calculated based on average collection efficiency of DISCOMs
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