APPENDIX-I
(See Regulation 29)

PROCEDURE FOR DETERMINATION OF REMUNERATIVE NORMS
Introduction
The Licensee is under obligation to supply power to the consumer, if it is available in the system, technically feasible and remunerative. Regulation 3.26 of OERC Distribution (Condition of Supply) Code, 2017 requires that Distribution Licensees will look into the technical feasibility and commercial viability as per the norms. In case the scheme of supply is not remunerative as above, the applicant shall be required to bear the portion of charges to make the scheme remunerative.
1. General
New construction/extension/upgradation of lines, sub-stations, etc. meant for a single beneficiary or a group of beneficiaries require capital investment and additional expenditure for servicing the new consumers. The licensee shall undertake Cost-benefit analysis of the scheme of power supply in order to ascertain whether the remunerative supply scheme is technically feasible.
2. Remunerative Scheme
An investment on any scheme of power supply shall be treated as remunerative if the revenue from sale of power is equal to or exceeds the cost of power purchase for meeting the consumer’s load, the cost of capital, depreciation, interest and O&M expenses.

The licensee shall undertake such schemes at its cost when the scheme is found to be commercially viable if it is remunerative as per the norms approved by the Commission hereunder.

Any work that does not satisfy the above norms will be taken up by the licensee provided the consumer bears the differential amounts of capital cost which satisfies the viability norm.
3. Cost-Benefit Analysis
The licensee makes a Cost-Benefit Analysis of each scheme/project intended to be undertaken for power supply. For the purpose of this calculation the licensee has to take useful life of the assets to be created for power supply for this purpose.

The licensee should take a period of 12 months (one year) for calculating annual net revenue at the end of first year to calculate the commercial viability norm.
4. Calculation of capital cost
Cost data compiled by DISCOMs shall be submitted to the Commission for approval from time to time. Pending submission of Cost Data to the Commission for approval, Capital cost shall be determined based on the escalation factor approved by the Commission from year to year (financial year wise).
When a consumer is asked to bear the capital work, the estimated cost shall be calculated on the aforesaid basis. The licensee is entitled to collect the requisite supervision charge for checking and ensuring that the capital works have been done as per the standards and in addition, the inspection fees for inspection pertaining to safety and security as notified by the Govt. of Odisha from time to time. The licensee should ensure inspection of works by the Electrical Inspector.

The material cost shall be inflated by the percentage as mentioned below for the incidental expenses incurred for procurement of materials for erection and installation of the capital works.
(a)	Cost of materials as per the cost data/		A
	estimate approved by the Commission
(b)	Stock storage insurance				B	3% of A
(c)	Contingency					C	3% of (A+B)
(d)	Tools & Plants					D	2% of (A+B)
(e)	Transportation					E	7.5% of (A+B)
(f)	Erection charges				F	10% of (A+B)
(g)	Sub-total					G	Sum of A...F
(h)	Other overheads (including supervision 		H	6% of G
	Charges)
(i)	Total estimated capital cost			I	G+H
(j)	Inspection fees (to be paid by the consumer		As per actuals according to the 
	to the licensee, which is ultimately to be 			the notification of the Govt.
paid to the Government of Odisha).			of Odisha from time to time.

5. Calculation of annual expenditure and revenue
The cost benefit shall be carried out for a period of 12 months. The following costs shall be taken into account on the basis mentioned against each.
	i) Cost
	
	Basis

	Cost of power purchase as per the BST [on the quantum of 
proposed sale to the consumer/(100-loss percentage)]
	J
	As per the prevailing tariff order approved by the Commission

	Repair and Maintenance Expenses 
	K
	- do -

	Depreciation
	L
	- do -

	Total annual expenditure
	M
	- do -

	Return
	N
	- do -

	Total annual expenditure + return 
	X (M+N)
	



In the current tariff order R&M expenses, depreciation and RoI (Rate of return) has been approved at 5.4%, 7.86% and 16% respectively.

ii) Benefit
The licensee shall calculate the average estimated earning per year from additional sale that will accrue due to new connections. The revenue to be earned can be from following sources.
(a) Minimum fixed charges/customer charges		O
(b) Revenue from demand charges 			P
(c) Revenue from energy charges			Q
(d) Other revenue 					R
(e) Total revenue 					Y (O+P+Q+R)

6. The scheme shall be considered remunerative if Y-X = 0 or positive. 
This condition gets satisfied when the gross operative surplus (Y-M) is equal to or more than the return on investment calculated at the approved rate of return then the licensee has to make the investment of the total capital cost.
7. Consumer contribution required making the scheme remunerative in case the gross operating surplus is less than the return on investment then the capitalto be invested in the scheme is to be shared by the licensee and the consumer. The licenseeshall make investment in the ratio of operating surplus to the estimated RoI. Balance capital cost contribution.
8. When the gross operating surplus turns out to be negative then the scheme shall be treated as non-remunerative.
9. Assessment of consumption
The average annual load factor for a category of consumer as approved in the prevailing tariff order for the particular distribution licensee shall be considered for assessing the consumption for any new consumer/s.
10. Losses of the distribution system
Overall loss percentage as approved by the Commission for the distribution licensee as per the prevailing tariff order shall be the basis for determining the quantum of energy to be purchased by the licensee for meeting the requirement of the consumer.
11. Revenue
The licensee shall adopt current tariff for the purpose of calculation for revenue including miscellaneous revenue, if any, from sale of power.
The Commission, therefore, direct that:-
i. Normally when a scheme is found to be remunerative the licensee should make investment for all LT works. In case the gross operating surplus is less than the RoI and initially not found to be remunerative as per the commercial viability norms approved by the Commission a portion of the capital cost has to be met by the beneficiary to make it remunerative.
ii. [bookmark: _GoBack]As an example as per the present tariff and cost estimate, one span of LT line can be remunerative when there are two prospective consumers in Domestic category with 2 KW connected load each. Power supply to consumers with CD less than 2 KW in Domestic category should be given from the existing L.T.Network without further calculation of remunerative norms. Similarly, one span of LT line is found General Purpose category is willing to avail power supply with a connected load of 1 KW.
iii. In case the consumer is prepared to invest in capital works that are remunerative for licensee in giving power supply to new connections at HT, all such consumers may be asked to invest the full estimated cost which will be adjusted against monthly energy bill subsequently not exceeding 24 months from the date of availing power supply.
iv. If any capital subsidy is available for the proposed power supply for any category of consumer by the Government or any corporate body, the same should be treated as “consumer contribution” for that scheme.
v. Government of Orissa shall provide capital subsidy to the licensee for the entire capital expenditure for new R.E. works.
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