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Orissa Hydro Power Corporation Limited 

(OHPC)

A BRIEF SUMMARY OF THE PROPOSAL

· The installed capacity of various Hydro Stations of OHPC Power Station for the FY 2010-11 is projected as 2062 MW including Orissa’s share of Machhkund.
· The existing design energy for sale of all stations of OHPC is 5619.24 MU.

· The revised design energy as proposed by OHPC for approval of the Commission is 4854.59 MU. OHPC has considered this revised design energy for calculation of ARR for FY 2010-11. 
· The project cost for FY 2010-11 of old power stations of OHPC (based on original cost) is Rs. 921.29 crore and for UIHEP it is Rs. 1195.42 crore.

· The total ARR/AFC projected for different power stations during 2010-11 is Rs. 40.71 crore for RHEP, Rs 30.98 crore for UKHEP, Rs 92.16 crore for BHEP, RS 67.43 crore for HHEP, Rs. 24.83 crore for CHEP and Rs. 166.85 crore for UIHEP.

· Machhkund H. E (Jt) project is a joint project of Govt. of Orissa and Andhra Pradesh with 30% and 70% share. The proposed tariff of 21.947 paise/Kwh of Orissa drawl of Machhkund power for FY 2010-11 has been computed on cost reimbursement basis.
· Annual Revenue Requirement and Tariff proposal of OHPC during FY 2010-11 are as follows:
ARR and Tariff Proposal of OHPC during FY 2010-11

	Expenses
	HHEP
	CHEP
	BHEP
	RHEP
	UKHEP
	UIHEP

	Interest on loan
	3.64
	1.00
	10.10
	0.21
	0.25
	-

	Depreciation
	7.97
	3.30
	16.12
	2.41
	2.88
	43.01

	Return on equity
	8.87
	1.68
	11.69
	0.16
	0.21
	55.78

	O & M expenses
	44.41
	17.88
	51.05
	36.14
	26.31
	63.07

	Interest on working capital
	2.54
	0.98
	3.21
	1.79
	1.33
	4.99

	Total ARR/AFC (Rs. in crore)
	67.43
	24.83
	92.16
	40.71
	30.98
	166.85

	Average Tariff (P/U)

Considering old design energy
	99.58
	51.19
	78.69
	78.33
	37.62
	85.90

	Average Tariff (P/U)
Considering revised design energy
	113.28
	70.42
	100.26
	61.38
	48.61
	98.92


GIST OF THE PROPOSAL

The Orissa Hydro Power Corporation Ltd. (OHPC) is a generating company of the electricity Act. 2003 which was incorporated under the Companies Act, 1956, in the year 1995 to carry out the business of Hydro Power Generation after unbundling of the Orissa State Electricity Board in the year 1996. The entire power produced from OHPC stations is fully dedicated to the state of Orissa. After the electricity Act, 2003 came into force and with the promulgation of the Government of Orissa Transfer Scheme 2005, GRIDCO the deemed trading licensee is entrusted with the bulk supply business. Due to the existing single buyer model presently prevailing in the state of Orissa, OHPC is supplying entire power to GRIDCO (less 5 MW from Hirakud to CSEB as per inter/state agreement)

Accordingly, OHPC as a generating company is hereby filing its application before the Commission for approval of ARR and fixation of tariff for its generating stations for the FY 2010-11. The summary of the proposal is presented in the below:
1. Installed Capacity: 

The installed capacity of various Hydro Stations under OHPC is 2062 MW for FY 2010-11 including Orissa’s share of Machhkund. This is including additional capacity of 150 MW due to extension of units 7 & 8 at Balimela Power Station.

2. Design Energy of OHPC Stations: 

The Design Energy (DE) is an important parameter for determination of tariff. The design energy (DE) of OHPC power stations is 5676 MU and design energy (DE) for sale is 5619.24 MU. The reassessed design energy for sale as proposed by OHPC is 4854.59 MU for which the application is pending before the Commission for approval. 
3. Project Cost: 

The revalued cost of old power stations under OHPC is Rs. 1196.80 crore as on 01.04.1996. The historical cost of old power station of OHPC is Rs. 479.80 crores. After new additions up to 2009-10 of Rs. 441.49 crores, project cost for 2010-11 based on original cost is Rs. 921.29 crore and based on revalued cost is Rs. 1638.29 crores. Further the Commission in its order dated 20.03.2008 has approved Rs. 1195.42 crore as final capital cost of UIHEP. The same is considered for the FY 2010-11 for the purpose of determination of tariff. The revalued cost of HPS of 295.17 crore has been apportioned to HHEP and CHEP based on the revaluation of cost made by M/S MECON. Similarly, the historical cost of assets of HPS amounting to 164.98 crore has been apportioned based on the ratio of apportion made for revalued cost of assets. 
4. Annual Fixed Cost: 

Central Electricity Regulatory Commission (Terms and conditions of tariff), Regulations, 2009 for computation of tariff for supply of electricity from a hydro generating station shall comprises capacity charge and energy charge to be shared on 50:50 basis for recovery of AFC. The AFC shall consist of the following:
(a) Return on Equity (ROE): 

The pre-tax return on equity has been considered @ 18.67% per annum for FY 2010-11 for OHPC power station. The new capital addition made by OHPC from 01.04.96 up to 31.03.2010 has been taken for calculation of ROE with an equity base 25% for HHEP, CHEP and 30% for all other old power stations. For UIHEP equity base of 25% on approved projects cost minus infirm cost of power has been considered for computation of ROE. Accordingly ROE is Rs. 0.159 crore, Rs. 0.213 crore, Rs. 11.694 crore, Rs. 8.87 crore , Rs. 1.682 crore, Rs. 55.779 crore for RHEP, UKHEP, BHEP, HHEP, CHEP, UIHEP respectively.

(b) Interest on Loan:   

The Loan liabilities on OHPC consist of state government loans and PFC loans. Interest on loan for FY 2010-11 with G.C. are Rs. 3.64 crore for HHEP, Rs. 1 crore for CHEP, Rs. 0.21 crore for RHEP, Rs. 0.25 crore for UKHEP, Rs. 10.10 crore for BHEP and nil interest on loan for UIHEP for FY 2010-11. Thus, the total interest on loan is Rs. 15.20 crores.
(c) Depreciation:

Depreciation is the refund of capital subscribed and is a constant charge against an asset to create a fund for its replacement. OHPC has computed depreciation @ 2.57% on the historical project cost plus additional capitalization up to 2009-10 considered for FY 2010-11. Thus depreciation is claimed applying rate of 2.57% in case of RHEP, UKHEP & CHEP. So the depreciation considered for the FY 2010-11 are Rs. 2.41 crore, Rs. 2.88 crore and Rs, 3.30 crore respectively. The depreciation is claimed applying rate of 3.6% for UIHEP which is equal to Rs. 43.01 crore. For BHEP and HHEP the requirement for actual loan repayment is considered for recovery through depreciation which is equal to Rs. 16.12 crore and Rs. 7.97 crore respectively.

(d) Operation and Maintenance (O&M) Expenses):  

The O & M expenses of different power stations for FY 2010-11 is projected at Rs. 36.14 crore for RHEP, Rs. 26.31 crore for UKHEP, Rs. 51.05 crore for BHEP, Rs. 44.41 crore for HHEP, Rs. 17.88 crore for CHEP, and Rs. 63.07 crore for UIHEP. So, the total of Rs. 238.85 crore O & M expenses is included.

(e) Interest on Working Capital: 

The rate of interest on working capital considered for is the short term prime lending rate of SBI, i.e. 11.75%. In accordance with CERC guidelines, the interest on working capital shall be payable on normative basis. Interest on working capital for FY 2010-11 projected at Rs. 1.79 crore for RHEP, Rs. 1.33 crore for UKHEP, Rs. 3.20 crore for BHEP, Rs. 2.54  crore for HHEP, Rs. 0.98 crore for CHEP & Rs. 4.99 crore for UIHEP. So, the total of Rs. 14.83 crore as interest on working capital is included.

(f) Application fee and the Publication Expenses:

In CERC tariff regulation 2009, the application filing fee and the expenses incurred on publication of notices may in the discretion of the Commission, be allowed to be recovered by the generating company directly from the beneficiaries. The amount to be spent in FY 2010-11 is Rs. 25.73 lakhs.

Total Annual Fixed Cost:

The total ARR/AFC projected for different power station during 2010-11 is Rs. 40.71 crore for RHEP, Rs. 30.98 crore for UKHEP, Rs. 92.16 crore for BHEP, Rs. 67.43 crore for HHEP, Rs. 24.83 crore for CHEP and Rs. 166.85 crore for UIHEP. So the total of Rs. 422.98 crore is included.

Income Tax:

As per new CERC tariff regulations 2009, Minimum Alternate Tax (MAT) paid by OHPC during the FY 2008-09 to the tune of Rs. 2.25 crore is to be reimbursed directly from GRIDCO paid by OHPC.

Electricity Duty (ED) on Auxiliary Consumption:

ED on Auxiliary consumption of all the hydro electric projects to the tune of Rs. 0.57 crore is to be reimbursed to OHPC by GRIDCO. 

5. ARR and Tariff for Machhkund H. E. (Jt) Scheme:

Machhkund Hydro Electric Projects is a joint scheme of Government of Andhra Pradesh and Government of Orissa with 70% and 30% share with option of Government of Orissa to draw an additional 20% power at a cost of Rs. 0.08 per kwh as per the inter state supplementary agreement in the year 1978. The proposed tariff of 21.947 paise/kwh of Orissa drawl of Machhkund power for FY 2010-11 has been computed on cost reimbursement basis. Actual O & M expenses of Rs. 3.94 crore for FY 2008-09 escalated @ 5.72% per year to arrive at O & M expenses of Rs. 4.04 crore for FY 2010-11. The power purchase cost of Rs. 0.84 crores has been computed @ 8 paise/kwh for 20% additional share equivalent to 105 MU, the total expected annual expenditure calculated to be Rs. 5.244 crore for FY 2010-11. The cost per unit is 21.947 paise considering 50% share of design energy of Machhkund, i.e.262.50 MU.

6. Two Part tariff:

As per CERC (Terms and conditions of Tariff) Regulation 2009 the AFC of a power station shall be recovered through capacity charge and energy charge to be shared on 50:50 basis.

ANALYSIS OF THE PROPOSAL

After unbundling of power sector in the state of Orissa in the year 1995, OHPC, a Power Generating Company under the Companies Act, 1956, is entrusted the work to carry out the business of hydropower generation. It produces power through various generating stations, viz. Hirakud Power System (HPS), Balimela H. E. Project (BHEP), Rengali H. E. Project (RHEP), Upper Kolab H. E. Project (UKHEP), Upper Indravati H. E. Project (UIHEP) and Machkund H. E. Project (MHEP). Due to the existing single buyer model presently prevailing in the state of Orissa, OHPC is supplying its entire power to GRIDCO, who is a trading licensee and supplying power to the Distribution Licensees of the state.

Design Energy for Sale

OHPC has reassessed its design energy during FY 2010-11 as per the direction of the Hon’ble Commission, which was to be fixed for hearing on dated 1.12.2009. The reassessed figure shows decline in both designed energy and saleable energy for all the power stations except RHEP. The decrease in design energy and sale varies between 12.09 per cent (in case of HHEP) to 27.31 per cent (in case of CHEP). The increase in design energy and sale for RHEP is 27.61 per cent.      

Designed Energy and Reassessed Designed Energy during FY 2010-11

	Power Stations
	Old
	Revised
	% Change

	
	Design energy (MU)
	Saleable energy (MU)
	Design energy (MU)
	Saleable energy (MU)
	Design energy
	Saleable energy

	HHES
	684
	677.16
	601.27
	595.26
	-12.10
	-12.09

	CHEP
	490
	485.10
	356.16
	352.60
	-27.31
	-27.31

	BHEP
	1183
	1171.17
	928.56
	919.27
	-21.51
	-21.51

	RHEP
	525
	519.75
	669.96
	663.26
	27.61
	27.61

	UKHEP
	832
	823.68
	643.86
	637.42
	-22.61
	-22.61

	UIHEP
	1962
	1942.38
	1703.82
	1686.78
	-13.16
	-13.16

	Total
	5676
	5619.24
	4903.63
	4854.59
	-13.61
	-13.61


ARR Proposal 


OHPC has submitted the ARR proposals for all the power stations during FY 2010-11, which have increased significantly compared to FY 2009-10 (see Table below). While the total ARR proposal of all generating stations during the FY 2010-11 has increased by 26.13 per cent over FY 2009-10, the increase during FY 2009-10 (estimated) over 2008-09 was only 15.03 per cent. Further, the estimated figure during FY 2009-10 was a reduction of 26.08 per cent over the proposed figure. The highest increase was observed in the case of UKHEP (49.30%), followed by BHEP (38.88%) and the lowest increase was observed in the case of UIHEP (17.11%). Considering the change in the estimated figure over the proposed figure for FY 2009-10, it is observed that there is decline in the ARR for all the power stations. The decline is observed to be highest in the case of UKHEP (49.82%) and lowest in the case of UIHEP (14.03%). There is negligible change in the ARR during 2009-10 over 2008-09 in the case of UKHEP.   

ARR of Different Power Stations 

(Rs in Crore)


	Power Stations
	2008-09
	2009-10
	% Change in 2009-10 (estimated) over 2008-09
	2010-11
	% Change in 2010-11 over 2009-10 (estimated)

	
	
	Proposed 
	Estimated
	% Change
	
	
	

	HHES
	60.44
	108.64
	75.51
	-30.50
	24.93
	67.43
	22.18

	CHEP
	
	
	
	
	
	24.83
	

	BHEP
	61.29
	87.37
	66.36
	-24.05
	8.27
	92.16
	38.88

	RHEP
	25.50
	50.56
	30.25
	-40.17
	18.63
	40.71
	34.58

	UKHEP
	20.44
	41.35
	20.75
	-49.82
	1.52
	30.98
	49.30

	UIHEP
	123.85
	165.73
	142.47
	-14.03
	15.03
	166.85
	17.11

	All 
	291.52
	453.65
	335.34
	-26.08
	15.03
	422.96
	26.13


O&M expenses constitute the major share in the total ARR of different power stations. Besides, depreciation and return on equity have significant shares. 

Item-wise ARR of different Power Stations proposed for FY 2010-11

	
	HHEP
	CHEP
	BHEP
	RHEP
	UKHEP
	UIHEP
	ALL 

	Depreciation
	7.97


	3.3


	16.12


	2.41


	2.88


	43.01


	75.69



	Interest on loan
	3.64


	1.00


	10.10


	0.21


	0.25


	0.00


	15.2



	Return on equity
	8.87


	1.68


	11.69


	0.16


	0.21


	55.78


	78.39



	Interest on working capital
	2.54


	0.98


	3.20


	1.79


	1.33


	4.99


	14.83



	O&M expenses
	44.41


	17.88


	51.05


	36.14


	26.31


	63.07


	238.86



	Total ARR
	67.43


	24.84


	92.16


	40.71


	30.98


	166.85


	422.97




The main reason for significant increase in ARR of power stations is the significant increase in O&M expenses, which has the major share. The increase in O&M expenses of all power stations taken together during FY 2010-11 over FY 2009-10 is 42 per cent as against only 17.29 per cent in the previous year. The increase is highest in the case of BHEP (64.94%) and lowest in the case of UIHEP (23.84%). Hence, there is a scope for reduction of O&M expenses. The Hon’ble Commission may assess the O&M expenses required by OHPC and disapprove the higher expenses proposed by it. 

O & M expenses of Different Power Stations

(Rs. Crore)

	Power Stations
	2008-09
	2009-10 
	% Change 
	2010-11 (Proposed)
	% Change over 2009-10 

	HHEP
	34.97
	43.93
	25.62


	44.41
	41.79



	CHEP
	
	
	
	17.88
	

	BHEP
	26.37
	30.95
	17.37
	51.05
	64.94

	RHEP

	23.10
	26.03
	12.68
	36.14
	38.84

	UKHEP
	17.87
	16.39
	-8.28
	26.31
	60.52

	UIHEP
	41.12
	50.93
	23.86
	63.07
	23.84

	Total
	143.43
	168.23
	17.29
	238.86
	41.98


Besides, there is proposal for increase in reasonable return on equity by all the power stations except UKHEP. While BHEP and RHEP proposed increase in reasonable return by 22.15 per cent and 14.29 per cent respectively, HHEP including CHEP has proposed 3.84 per cent increase. Since 2008-09 all the five power stations are showing reasonable return on equity. However, no reasonable return may be allowed to OHPC along the lines of thinking adopted for 2006-07. Allowing return on equity would have negative effect on the sector in general and consumers in particular.
Return on Equity of Different Power Stations

(Rs. Crore)

	Power Stations
	2008-09
	2009-10 
	% Change 
	2010-11 (Proposed)
	% Change over 2009-10 

	HHEP
	7.19
	10.16
	41.31


	8.87
	3.84



	CHEP
	
	
	
	1.68
	

	BHEP
	7.66
	9.57
	24.93
	11.69
	22.15

	RHEP

	0.11
	0.14
	27.27
	0.16
	14.29

	UKHEP
	0.16
	0.21
	31.25
	0.21
	0.00

	UIHEP
	41.82
	52.22
	24.87
	55.78
	6.82

	Total
	56.94
	72.3
	26.98
	78.39
	8.42


Tariff Proposal

Tariff proposal for all the power stations has increased during FY 2010-11 compared to the FY 2009-10 (see Table below) as a result of proposed increase in ARR during the same period. The highest increase is observed in the case of HHEP including CHEP (132.10%), followed by MHEP (57.91%) and UKHEP (49.34%). The lowest increase is observed in the case of UIHEP (17.11%). 


Comparison of Tariff of Different Power Stations (P/U)

	Power Stations
	2008-09
	2009-10 
	% Change 
	2010-11 (Proposed)
	% Change over 2009-10 

	HHEP
	52.11
	64.96
	24.66
 
	99.58
	132.10



	CHEP
	
	
	
	51.19
	

	BHEP
	52.61
	56.66
	7.70
	78.69
	38.88

	RHEP
	49.40
	58.22
	17.85
	78.33
	34.54

	UKHEP
	25.82
	25.19
	-2.44
	37.62
	49.34

	UIHEP
	67.28
	73.35
	9.02
	85.90
	17.11

	MHEP
	25.09
	13.90
	-44.60
	21.95
	57.91


OHPC has projected the increase in tariffs in order to meet the revenue requirements of the power stations. This increase in tariff proposal if allowed would impose heavy burden on the consumers. Instead of increasing the tariff of different power stations, there should be curtailment of expenditure for which there is a need to assess the revenue requirement of OHPC.

Summing Up 

OHPC has proposed an increase in tariff during FY 2010-11 in order to meet the revenue requirement of the hydro power stations. As the Power Stations have shown significantly higher increase in ARR there is a need to assess the revenue requirement of OHPC. The increase in tariff should not be allowed for the best interest of the consumers. On the other hand, there should be curtailment in revenue requirement as there is scope for reducing ARR of different power stations of OHPC.  
Grid Corporation of Orissa Limited

(GRIDCO)

A BRIEF SUMMARY OF THE PROPOSAL

· GRIDCO has projected availability of energy from different generating stations during FY 2010-11 as 21793.10 MU. 

· After deducting transmission loss @ 4.3%, GRIDCO has projected energy sale of 20846 MU to all DISTCOs (i.e CESU-6670 MU, NESCO-5140 MU, SOUTHCO-2585 MU & WESCO 6451 MU) and 10 MU for emergency drawl by CGP.

· GRIDCO proposed a drawl of 3686 MU from OHPC old station and 1944.36 from UIHEP. 

· The Design Energy of Machhkund HPS considered by OHPC is 525 MU with Orissa share of 50%. Procurement by GRIDCO from this station is estimated at 262.50 MU for FY 2010-11. 

· GRIDCO has projected purchase of energy from State Thermal stations like OPGC during FY 2010-11 as 2853.474 MU considering auxiliary consumption @ 9.5% at a projected PLF of 85.70% during FY 2010-11. TTPS of NTPC has projected the net energy availability to GRIDCO at 2957.32 MU at a PLF of 82% after deducting Auxiliary Consumption of 10.50%. 

· GRIDCO considers it prudent to receive 6322.86 MU from Central Generating Stations out of which 5484.86 MU from ER-Thermal & 838 MU from ER-Hydro during FY 2010-11. GRIDCO is projecting 2128.24 MU from (TSTPS) Stage-I, 1338.52 MU from (TSTPS) Stage-II, 1281.89 MU from FSTPS, 686.61 MU from KhSTPS-I, 49.60 MU from KhSTPS-II, 251 MU from Chukha (Bhutan), 144 MU from Tala HEP (Bhutan), 443 MU from Teesta-V HEP (Sikkim) during FY 2010-11.

· GRIDCO proposes to draw 1035 MU from CGPs during FY 2010-11. 

· GRIDCO proposes to procure around 545 MU from Co-generation plants during FY 2010-11. 

· GRIDCO proposes to draw around 300 MU from Renewable Energy sources like small hydro sources.

· GRIDCO expects to receive around 1886.59 MU (equivalent to 430 MW) from IPPs such as Sterilite Energy Ltd. from 1st October 2010. 

· Therefore, energy available to GRIDCO for 21793.10 MU @ 187.95 p/u comes to Rs 4096.09 crore during FY 2010-11. 

· Total amount proposed for special appropriation is Rs 945.22 crore.

· GRIDCO proposes an amount of Rs 376 crore towards establishment and other expenses. 

· GRIDCO proposes Rs 67.11 crore towards ROE.

· GRIDCO expects to earn Rs 4.20 crore from misc. receipts. 

· Receivables from DISTCOs and others at the existing BSP rate is Rs. 2519.61 crore for FY 2010-11.

· The net revenue requirement of GRIDCO from DISTCOs is Rs 5480.22 crore after deducting misc. receipts from sale of power to CGPs from total revenue requirement. 

· At the existing average BSP of 122.20 P/U, GRIDCO can only mop up Rs 2519.61 crore from the proposed sale of 20846 MU (after transmission loss) to DISTCOs during FY 2010-11 leaving a deficit gap of Rs 2960.61 crore.

· GRIDCO proposes to receive the net revenue requirement of Rs 5480.22 crore through energy charge only from the DISTCOs @ 262.89 P/U showing an increase of 115.13% from existing BSP of 122.20 P/U. 

· GRIDCO also proposes that the demand charges may be levied @ Rs 200/KVA/Month from DISTCOs when the actual SMDs in a month exceed the permitted monthly SMDs. 

· A rebate of 2% on monthly energy bill will be allowed in case full payment is made as well as monthly installment of arrear dues are credited within 2 working days of submission of bill and 1% rebate on monthly bill if full payment is made within 30 days of submission. 

· The proposed surcharge is 1.25% per month for payment after period of 30 days from the date of submission of bills.

· GRIDCO requests that the proposed BSP of 262.89 P/U be made applicable from 1st April 2010 and in case of gap the Commission may kindly approve to carry forward for future adjustment.

· GRIDCO proposes to allow recovery of the additional cost due to overdrawl of energy/fuel price adjustment on account of statutory increases, significant rise in the fuel cost etc.  

GIST OF THE PROPOSAL

GRIDCO (Formerly Grid Corporation of Orissa Ltd) is a deemed Trading Licensee under 5th proviso to section 14 of the Electricity Act, 2003 and is carrying out the business of bulk supply of electricity to the four electricity supply companies (herein called as DISTCOs) by utilizing the transmission network of OPTCL, the state transmission utility. GRIDCO is also a State Designated Entity for procurement of all forms of power from different generators as per the Govt. of Orissa Notification No. PPD-II-2/05 (pt) 7947, Bhubaneswar dated 17.08.2006.

Under the existing Bulk Supply agreements between the DISTCOs and GRIDCO, the DISTCOs are obliged to purchase power from GRIDCO, at a price to be determined by the Hon’ble OERC. This price incidentally happens to be the BSP (Bulk Supply Price) at which GRIDCO supplies power to the DISTCOs.

Accordingly GRIDCO submits its Annual Revenue Requirement for FY 2010-11 and tariff proposal before the Hon’ble Commission for approval.

1. Energy Availability: 

GRIDCO purchases power from the state generating stations as well as the Orissa share from the central sector stations. The estimated availability of energy from different generating stations for the FY 2010-11 is grouped under different heads.
1.1
State Hydro Stations

1.2
State Thermal Stations

1.3
Orissa share from Central Generating Stations

1.4
Orissa share from Captive Generating Power Plants

1.5
Renewable Energy
1.6
Independent Power Producer
1.1 State Hydro Stations:  
Energy sent out (ESO) from OHPC old stations (Hirakud, Balimela, Upper Kolab & Rengali) has been projected at 3686 MU for FY 2010-11 after deducting 0.5% loss towards auxiliary consumption and 0.5% towards transformation loss which is projected on the basis of Generation plan submitted by OHPC. Considering 5 MW supply (16.60 MU) from Hirakud Power System (HPS) to Chattishgarh State Electricity Board (CSEB), the availability from HPS is 997.16 MU in stead of 1013.76 MU as projected by OHPC.

Similarly, the availability of power from Upper Indravati Hydro Electricity Project (UIHEP) is projected as 1944.36 MU as per the Generation Plan after deducting 0.5% loss towards auxiliary consumption and 0.5% towards transformer loss.

Power Procurement from OHPC

	Power House
	Design Energy (MU)
	GRIDCO Projection for FY 2010-11 (after Tr. Losses, Aux. consumption and allocation to CSEB) (MU)

	HPS
	1174
	997.16

	Balimela
	1183
	1172.16

	Rengali
	525
	688.05

	Upper Kolab
	832
	828.63

	Sub-total
	3714
	3686.00

	Upper Indrabati
	1962
	1944.36

	Total
	5676
	5630.36


Machhkund:

The design energy of Machhkund HPS considered by OHPC is 525 MU. With Orissa share of 50%, procurement by GRIDCO is estimated at 262.50 MU for FY 2010-11.

1.2 State Thermal Stations:

GRIDCO proposes net generation availability of 2853.474 MU from OPGC during FY 2010-11 considering Auxiliary Consumption @ 9.5% and 85.70% PLF.

TTPS of NTPC has projected the net energy (ex-bus) availability to GRIDCO at 2957.32 MU at a PLF of 82% after deducting Auxiliary Consumption of 10.50%.  

1.3 Central Generating Station (CGSs):  

Based on CERC Regulation, GRIDCO has proposed drawl of Orissa share of 6322.86 MU from Cenral Generating Stations for FY 2010-11. GRIDCO proposed to draw 5484.86 MU from ER NTPC stations during FY 2010-11. While projecting the drawl from Centra; Generating Stations, GRIDCO has considered central transmission loss as 3.87%.
GRIDCO is projecting drawl of 2128.24 MU from (TSTPS) Stage I, 1338.52 MU from TSTPS Stage II, 1281.89 MU from FSTPS, 686.61 MU from KhSTPS-I, 49.60 MU from KhSTPS-II, 251 MU from Chukha (Bhutan), 144 MU from Tala HEP (Bhutan), 443 MU from Teesta-V HEP (Sikkim) during FY 2010-11.

1.4 Captive Generation Plants (CGPs):  

GRIDCO proposes to draw 1035 MU from CGPs  during FY 2010-11.

1.5 Co-generation Plants:

GRIDCO Proposes to procure around 545 MU from 15 co-generation plants during FY 2010-11.
1.6 Renewable Energy Sources:

GRIDCO proposes to draw around 300 MU from Small hydro sources.

1.7 Independent Power Procedure (IPPs):   

GRIDCO expects to receive around 1886.59 MU (equivalent to 430 MW) from Sterlite Energy Ltd from 1st October, 2010 to 31st March 2011.

Summary of Energy Availability to GRIDCO for FY 2010-11:

The summary of energy availability to GRIDCO for FY 2010-11 is estimated to be 21793.10 MU (inclusive of Transmission Loss @ 4.3%) from all sources.

Summary of Energy Availability to GRIDCO for FY 2010-11

	Stations
	Availability (After loss & Aux.  consumption) (MU)
	Share %
	Projection for 

FY 2010-11

 (MU)

	Hirakud
	997.16
	100
	997.16

	Rengali
	688.05
	100
	688.05

	Balimela
	1172.16
	100
	1172.16

	Upper Kolab
	828.63
	100
	828.63

	OHPC (Old)
	3686.00
	100
	3686.00

	Indrabati
	1944.36
	100
	1944.36

	Machhkund
	262.50
	100
	262.50

	Total State Hydro
	5892.86
	
	5892.86

	OPGC
	2853.47
	100
	2853.47

	TTPS
	2957.32
	100
	2957.32

	CGPs
	1035.00
	
	1035.00

	Renewable Energy
	545.00
	
	545.00

	Co-generation Plants
	3000.00
	
	3000.00

	IPPs (Sterlite Energy Ltd.)
	1886.59
	
	1886.59

	Total State
	15470.24
	100
	15470.24

	TSTPS Stg.-I
	2128.24
	31.80
	2128.24

	TSTPS Stg.-II
	1338.52
	10.00
	1338.52

	FSTPS
	1281.89
	13.63
	1281.89

	KhSTPS Stg.-I
	686.61
	15.24
	686.61

	KhSTPS Stg.-II
	49.60
	0.60
	49.60

	Chukha
	251.00
	15.19
	251.00

	TALA
	144.00
	4.25
	144.00

	Teesta
	443.00
	20.59
	443.00

	Total ER Stations
	6322.86
	
	6322.86

	Total
	21793.10
	
	21793.10


2. Projection of Energy Demand and Procurement Cost of GRIDCO:  

In the absence of any data pertaining to projection of demand for FY 2010-11 by the DISTCOs except WESCO, GRIDCO has projected to supply 20846 MU to DISTCOs and 10 MU to CGPs. Considering transmission loss of 4.3%, total energy required to purchase by GRIDCO for sale to DISTCOs & CGPs is 21793.10 MU.

Projection as per the generation plan submitted by OHPC for FY 2010-11 is 5630.36 MU. Total energy cost of OHPC & Upper Indravati is Rs. 349.68 crore and the average rate is 62.11 P/U. The cost of Machhkund power is Rs. 5.24 crore and the tariff is 19.98 paise/kwh.

The total projected power procurement cost from NTPC-TTPS during FY 2010-11 for procurement of 2957.32 MU @ 211.31 P/U is estimated as Rs. 624.92 crore.

The power purchase cost from OPGC for 2853.47 MU @ 157.73 P/U comes to Rs. 450.08 crore for FY 2010-11.

The power purchase cost for Central Hydro generating stations for 838 MU @ 193.59 P/U comes to Rs. 162.23 crore. The power purchase cost from different Central Sector Thermal Stations for 5484.86 MU @ 257.24 comes to Rs. 1410.92 crore. 
The power purchase cost from state CGPs, IPPs, Co-generation plants & Renewable Energy sources for 3766.59 MU @ 290.19 P/U comes to Rs. 1093.02 crore. 
Therefore, energy available to GRIDCO for 21793.10 MU @ 187.95 comes to Rs. 4096.09 crore during FY 2010-11.

3. Special Appropriation:

GRIDCO has projected a total loan repayment of Rs. 612.03 crore during FY 2010-11 for special appropriation for past liabilities towards power purchase and other costs.

GRIDCO may be allowed for recovery of an amount of Rs. 99.52 crore on account of repayment of loan liabilities during FY 2010-11 due to power purchases cost for FY 2009-10. As per the directive of Govt. and the settlement agreed with OHPC, Rs. 161.10 crore may be considered for recovery in the ARR of GRIDCO for FY 2010-11. GRIDCO will be liable to pay Rs. 72.57 crore to OPGC towards arrear dues.
Therefore, total amount proposed for special appropriation is Rs 945.22 cr. 
4. Other Expenses:

Under this comes interest on long term loans which accounts to Rs. 364.41 crore., employees cost accounts for Rs. 5.98 crore., A & G cost accounts for Rs. 3.99 crore, ERLDC, NLDC and SLDC scheduling charges amounts to Rs. 1.32 crore, R & M expenses accounts for Rs. 0.30 crore for FY 2010-11. Therefore, a total of Rs. 376. crore towards other expenses may be approved.

5. Return on Equity:

GRIDCO proposes allowances of a sum of Rs. 67.11 crore towards ROE @ 15.50% on its equity capital of Rs. 432.98 crore.

6. Other Income/Misc. Receipts:

GRIDCO expects to earn an amount of Rs. 4.20 crore from proposed sale of 10 MU towards emergency power supply to long term customers like NALCO and ICCL as per the MOU signed with these entities.

7. Receivables from DISTCOs and Others:

Receivable from parties other than DISTCOs may not be considered in the ARR of GRIDCO. Revenue to be earned by GRIDCO from sale of proposed energy of 20,846.00 MU to DISTCOs for FY 2010-11 at the existing BSP Rate for FY 2009-10 is Rs. 2519.61 crore for FY 2010-11.

8. Revenue Requirement (excess/deficit) with the Existing BSP:

The net revenue requirement of GRIDCO to be recovered from DISTCOs is Rs. 5480.22 crore after deducting Misc. receipts from sale of power to CGPs from total revenue requirement. At the existing average BSP of 122.20 P/U, GRIDCO can only mop up Rs. 2519.95 crore from the proposed sale of 20846 MU to DISTCOs during FY 2010-11 leaving a deficit gap of Rs. 2960.61 crore.

9. Proposal for Revision of Bulk Supply Price:

GRIDCO claims that with its present bulk supply price structure, it cannot meet current cost as it results in deficit of Rs. 2960.61 crore, So, GRIDCO submits the present ARR & BSP application before Hon’ble Commission praying for revision of BSP from 1st April 2010.

GRIDCO proposes to recover the net revenue requirement of Rs. 5480.22 crore through energy charge only from the DISTCOs @ 262.89 P/U showing an increase of 115.13% from the existing BSP of 122.20 P/U. GRIDCO also proposes that the demand charges may be levied @ Rs. 200/KVA/Months from DISTCOs when the actual SMDs in a month exceeds the permitted monthly SMDs.

10. Rebate for Timely Payment:

A rebate of 2% on monthly energy bill will be allowed in case full payment is made as well as monthly installment of arrear dues are credited within 2 working days of submission of bill & 1% rebate on monthly bill if full payment is made within 30 days from submission.

11. Surcharge for Late Payment:

The proposed surcharge is 1.25% per month for payment after period of 30 days from the date of submission of bills.
12. Fuel Price Adjustment: 

CRIDCO proposes to allow to recover of the additional cost due to overdrawl of energy, fuel price adjustment etc on account of statutory increases, significant rise in the fuel cost etc.  
13. Carry foreword of Revenue Gap:

Lastly, GRIDCO prays that the proposed bulk supply price of 262.89 P/U be made applicable from 1st April 2010 and in case of gap the Commission may kindly approve to carry forwards for future adjustment.

ANALYSIS OF THE PROPOSAL

Revenue Gap

GRIDCO has projected a revenue gap of Rs 2960.61 Crore during FY 2010-11, with a net revenue requirement of Rs 5480.22 Crore and revenue receipts of Rs 2519.61Crore at existing BSP.  However, in the revenue requirement it has included a proposal of Rs 945.22 Crore as pass through losses.  In order to meet this deficit, GRIDCO has given the proposal for revision of Bulk Supply Price during the FY 2010-11. It has proposed to increase the energy charge by 115.13 per cent from the existing charge of 122.20 P/U during FY 2009-10 to 262.89 P/U during FY 2010-11. GRIDCO has also proposed other measures like surcharge for late payments and rebate for early payments.  The calculation of Revenue Gap by GRIDCO for the FY 2010-11 is presented in the following.

Revenue Gap Projected by GRIDCO during FY 2010-11

(Rs in Crore)

	
	
	2009-10

Approved
	2010-11

Proposed
	% change from approved

	A 
	Expenditure
	
	
	

	
	Cost of power purchase
	2923.80
	4096.09
	40.09

	
	Interest and financial charges
	101.62
	364.41
	258.60

	
	Employee costs 
	3.80
	5.98
	57.37

	
	A&G expenses
	3.03
	3.99
	31.68

	
	R&M expenses
	0
	0.30
	

	
	ERLDC & NLDC charges
	1.32
	1.32
	0.00

	
	Total expenses
	3033.57
	4472.09
	47.42

	B
	Special appropriation
	
	
	

	
	Carry forward of previous losses
	0
	711.55
	

	
	Pass through of arrear payment to OPGC
	0
	72.57
	

	
	Arrear payment to OHPC
	0
	161.10
	

	
	Total
	89.53
	945.22
	955.76

	C
	Return on Equity
	0
	67.11
	

	
	Gross Revenue Requirement (A+B+C)
	3123.10
	5484.42
	75.61



	D
	Less Misc. Receipts
	3.30
	4.20
	27.27

	
	Less receivable from DISTCOs
	170.00
	
	-100.00

	E
	Net Revenue Requirement
	2949.80
	5480.22
	85.78

	F
	Revenue expected from sale of power to DISTCOs at the existing BSP
	2312.11
	2519.61
	8.97

	G
	Revenue Gap during FY 2009-10
	(-)637.69
	(-)2960.61
	364.27


The gap arises as a result of the proposal for increase in ARR during FY 2010-11 and accumulated past losses and unforeseen expenses of 2009-10 by GRIDCO. The Commission should not allow GRIDCO to increase the energy charge, which if allowed would ultimately be passed on to consumers. Reducing the revenue requirement, which is shown very high, can reduce this higher revenue gap. 

Pass Through of Past Losses

The proposal for passing through of past losses and unforeseen expenses to the extent of Rs 945.22 Crore, if approved, would pose burden on the general consumers of the state. This passing through of past losses to consumers by GRIDCO should not be considered. 

Employee, R & M, and A&G Expenses

Employee cost during 2009-10 was approved at Rs 3.80 Crore. GRIDCO projects Rs 5.98 Crore for the FY 2010-11, which is an increase of 57.37 per cent from the approved figure for FY 2009-10. This seems to be very high. 

GRIDCO has proposed 31.68 per cent increase in A&G expenses from Rs 3.03 crore approved for FY 2009-10 to Rs 3.99 crore during FY 2010-10. This increase is also seems to be very high. 

Besides, GRIDCO has proposed Rs 0.30 crore for R&M expenses during FY 2010-11. The Hon’ble Commission had, however, not approved any R&M expenses proposed by GRIDCO during 2009-10. In line with the order for FY 2009-10, the Hon’ble Commission should disallow the same.    

Power Procurement Costs

GRIDCO is proposing to purchase less than one-third of total power requirement from the hydro-based stations on the basis of availability (see chart below). However, this costs less compared to the other sources. Hence, there is a need for proper assessment of the availability of power from hydro stations. GRIDCO has not explained the method of projection. Therefore, the Commission should assess the availability of power from this source. If the availability of power from hydro-based stations would be more than projected by GRIDCO, then the total cost of power purchase would be lower than what is projected.

Besides, GRIDCO has calculated the purchase cost based on the projection of tariff, which is yet to be approved by the Hon’ble Commission. These proposed tariffs are also high and the purchase cost projected by GRIDCO would be less if the proposed tariffs are not approved by the Commission.    

Proposed power procurement costs during FY 2010-11

	Generators
	Energy

(MU)
	Rate

(P/U)
	Total Cost (Rs. Cr.)

	State Hydro
	5892.86
	60.23
	354.92

	State Thermal
	5810.79
	185.00
	1074.99

	State CGPs, IPPs & Renewable Energy
	3766.59
	290.19
	1093.02

	Total State
	15470.24
	163.08
	2522.94

	Central sector
	6322.86
	248.80
	1573.15

	Total
	21793.10
	187.95
	4096.09
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Transmission Loss

GRIDCO has proposed a transmission loss of 4.30%, as projected in revised business plan of OPTCL for FY 2010-11. But OERC had approved transmission loss of 4% during 2009-10. Kanungo Committee had recommended for a stepwise reduction of transmission loss so that the same is brought to a level at par with that of Central Power Grid by 2007. However, the trend seems to be in the reverse direction. Therefore, in conformity with the power sector reform, the transmission loss may be reduced and fixed at 3% for the FY 2010-11. This would increase the revenue from power sale to the DISTCOs and CPP during 2010-11.     

Projection of Demand    

GRIDCO has projected only 6.05 per cent increase in sale of energy to DISTCOs during the FY 2010-11 over FY 2009-10 as compared to 4.62 per cent increase in 2009-10 (prorated projection) over 2008-09. But it is observed that GRIDCO’s projection has underestimated the projection by DISTCOs during FY 2010-11. While all the DISTCOs taken together projected 22005.10 MU during FY 2010-11, GRIDCO has projected only 20846 MU (a lower projection of 1159.10 MU). Due to the significant difference in the projection of demand there is a need for adoption of proper scientific method of projection. If the projection of demand by GRIDCO during FY 2010-11 is an underestimated one then the revenue of GRIDCO would be more and hence revenue gap would decline accordingly.  

Energy Sale to DISTCOs (MU)

	Agency
	2008-09 Actual
	Projection for 2009-10 prorating 1st six months’ actual
	% Change over 2008-09
	GRIDCO projection for FY 2010-11
	% Change over 

2009-10 prorated projection
	DISTCOs projection
	Difference between GRIDCO & DISTCOs projection

	CESU
	5680.14
	6383.54
	12.38
	6670
	4.49
	7401.78
	731.78

	NESCO
	4545.07
	4710.90
	3.65
	5140
	9.11
	5573.32
	433.32

	WESCO
	6387.62
	6273.48
	-1.79
	6451
	2.83
	6500
	49

	SOUTHCO
	2175.93
	2289.00
	5.20
	2585
	12.93
	2530
	-55

	Total DISTCOs
	18788.76
	19656.92
	4.62
	20846
	6.05


	22005.10
	1159.1




Profit from sale of power

GRIDCO was selling power to other states when it was having surplus. It should give the picture of what it was doing with this profit. This is important as GRIDCO is now trying to pass through past losses to the consumers.

Summing Up


The Commission should not allow GRIDCO to increase BSP, which if allowed would be ultimately passed on to the consumers. The higher revenue gap as shown by GRIDCO can be reduced by reducing the revenue requirement, which is projected to be very high. The high transmission loss is not in conformity with the power sector reform and needs to be reduced gradually and significantly. The projection of demand made by GRIDCO is an underestimated one and is not based on proper scientific method. 

Orissa Power Transmission Corporation Limited 

(OPTCL)

A BRIEF SUMMARY OF THE PROPOSAL

· OPTCL has been following the postage stamp method for determination of its transmission charges.

· OPTCL’s Annual Revenue Requirement for FY 2010-11 is Rs. 1143.50 Crore

· OPTCL proposes a figure of 4.30% as loss for transmission of power during FY 2010-11.

· OPTCL proposes to handle a total of 21012.7 MU during FY 2010-11. The revenue receipts at the existing tariff @ 20.5 P/U will be Rs. 430.76 crore.

· OPTCL projects a revenue deficit at the existing transmission charge @ 20.5 P/U during FY 2010-11 as Rs 1012.74 Crore.

· OPTCL submits transmission tariff design in two ways. They are (i) Transmission Tariff in Rs/Unit Approach, and (ii) Transmission Tariff in Rs/MW/Month Approach. In per unit approach the transmission tariff is computed as 68.72 P/U. In the second approach, total ARR of Rs. 1443.50 crore can be recovered in the weighted average ratio of their proportionate capacity utilization on monthly basis, i.e. Rs. 300399.53 MW/Month.

· The transmission licensee shall retain 25% of the charges collected from the STOAs and the LTOAs shall adjust the balance 75% towards reduction in the transmission charges payable.

· The LTOA charge has been fixed at Rs. 16492.39/MW/Day in Rs. per unit approach and Rs. 9876.15/MW/day in Rs. per MW approach.

· The STOA charge has been fixed at Rs.4123.10/MW/Day in Rs. per unit approach and Rs. 2469.04/MW/Day in Rs. per MW approach.

· Meter charge proposed by OPTCL is Rs. 2000 per month.
· 25% of the transmission charge has been proposed by OPTCL towards penal charges.
GIST OF THE PROPOSAL
Under the Orissa Electricity Reform Act, 1995, the State Government published the Orissa Electricity Reform (Transfer of Transmission and related activities) schemes, 2005 (Transfer scheme) which has been effective since 01.04.2005 where in the transmission undertaking of the GRIDCO has been transferred and vested in “OPTCL”.
As per clause 10 of the transfer scheme, the OPTCL is a deemed transmission licensee under section 14 of the Electricity Act 2003 for undertaking the business to transmit electricity in the state of Orissa. The OPTCL has also been notified as the state Transmission Utility and accordingly shall discharge the state load despatch functions from the date of transfer till further orders of the state government. But as per Hon,ble Commission’s directive, the application for ARR & charges for SLDC function is to be filed separately.

Hon’ble OERC has issued license conditions of OPTCL vide its order dated 27.10.2006 passed in case No. 22 of 2006 to undertake the activities relating to transmission of electricity in the state of Orissa.

OPTCL has both long Term Open Access (LTOA) customers and Short Term Open Access (STOA) customers. DISTCOs and Generating plants (CGPs) happens to be the long Term Customer of OPTCL.

Revenue Requirement:

Till date OPTCL has been following the postage stamp method for determination of its Transmission charges. The costs of the deemed transmission licensee, OPTCL for the FY 2010-11 for the purpose of deriving the ARR and transmission Tariff / charges have been categorized under the following heads:

(A) Fixes Charges:

1. O & M Expenses:

· The employees expenses for FY 2010-11 have been projected as Rs. 865.13 crore (after capitalization) including terminal Benefits of Rs. 589.45 crore.

· The A & G expenses for FY 2010-11 is projected as Rs. 26.99 crore.

· The R & M expenses of Rs. 98.14 crore is projected for FY 2010-11.

Therefore, the total O & M expenses turn out to be Rs. 990.25 crore.

2. Interest on loan capital: Interest on loan capital for FY 2010-11 has been projected as Rs. 122.03 crore.

3. Depreciation: It is projected as Rs. 153.31 cr for FY 2010-11 in order to enable OPTCL to repay the loan availed for CAPEX in time. 

4. Special Appropriation: OPTCL proposed special appropriation of Rs 18.33 cr for meeting debt obligations for FY 2010-11 which comes after deducting depreciation from principal loan amount. 

5. Return on equity: OPTCL is entitled to ROE of Rs 18.31 cr during FY 2010-11 @15.5% on the equity base of Rs118.12 cr.    

6. Interest on working capital: Interest on working capital @ 12% per annum (as per the short term prime lending rate of State Bank of India as on 1.4.2009) amounting to Rs. 54.87 crore is claimed in the ARR for FY 2010-11.

B. Additional Expenses:

· The provision for contingency reserve for the FY 2010-11 has been projected as Rs. 15.36 crore

· OPTCL envisages addition of Rs. 0.10 crore towards bad & doubtful debts during 2010-11.

· Rs. 0.20 crore has been taken as annual Grid Co-ordination Committee (GCC) expenses for FY 2010-11.

C. Pass Through Expenses:

· A sum of Rs 74.46 cr has been proposed to be recovered from the tariff as a pass through in the ARR of 2010-11.

Other Income / Misc Receipts 

· Misc. receipts of Rs. 3.72 cr is taken into consideration for the FY 2010-11.  

Net Revenue Requirement

OPTCL’s Annual Revenue Requirement is Rs. 1443.50 cr after deducting Rs. 3.72 cr from the Total ARR of Rs. 1447.22 cr. OPTCL is receiving its billing amount from DISTCOs through GRIDCO on first charge basis for which DISTCOs are getting benefit of 2% rebate. 

Transmission Loss:

OPTCL proposes a figure of 4.30% as transmission loss in OPTCL network for FY 2010-11 as per Revised Business plan. OPTCL claims that since it is purely technical loss, the company has no control over it due to several factors.

Revenue Earned:

GRIDCO is a long term customer of OPTCL as it uses the corridor of OPTCL for bulk power supply to DISTCOs (viz., CESU, NESCO, WESCO and SOUTHCO) and for transmission of the surplus power of industries having captive Generating Plants (CGPs) from their generating plants to their unit (s) located elsewhere in Orissa. Thus, OPTCL earns revenue by charging the rate applicable for transmitting of power. 

During FY 2010-11, the revenue receipts for transmitting  of 21012.7 MU of energy at the existing transmission charge of 20.5 p/u will be Rs. 430.76 cr. 

Revenue Gap

Total Annual Revenue Requirement is Rs. 1443.50 cr and Revenue Earned from Long term Open Access customer is Rs. 430.76 cr. Thus, there is a revenue gap of Rs 1012.74 cr for the FY 2010-11.

OPTCL, therefore, submits this application before Hon’ble Commission with humble request to approve its proposed ARR and the transmission tariff and transmission loss for FY 2010-11.

Proposed Transmission Tariff Design:

OPTCL submits transmission tariff design in two ways. They are (i) Transmission Tariff in Rs/unit approach, and (ii) Transmission Tariff in Rs/MW/Month approach. In per unit approach the transmission tariff is computed as 68.72 p/u. In the second approach, OPTCL proposes to recover the total ARR of Rs. 1443.50 cr from the long term customers in the weighted average ratio of their proportionate capacity utilization on monthly basis, i.e. Rs 300399.53/MW/Month.

The transmission licensee shall retain 25% of the charges collected from the short term customers and the long term customers shall adjust the balance 75% towards reduction in the transmission charges payable. The LTOA charge has been fixed at Rs. 16492.39/MW/day in Rs per unit approach and Rs. 9876.15/MW/day in Rs per MW approach. The STOA charges have been fixed at Rs. 4123.10/MW/day in Rs per unit approach and Rs. 2469.04/MW/day in Rs per MW approach. Meter charge proposed by OPTCL is Rs 2000 per month. 

OPTCL further proposes 25% of the transmission charge towards penal charges.

Besides above charges, the Open Access customers are also required to pay any other charges as determined by the Hon’ble Commission as per provisions.

ANALYSIS OF THE PROPOSAL

Revenue Gap

OPTCL has given the proposal for revenue requirement of Rs. 1443.50 Crore and revenue from long-term open access customer of Rs 430.76 Crore, leaving a shortfall of Rs 1012.74 Crore during the FY 2010-11. This shortfall has been calculated at the existing transmission tariff @ 20.5 P/U. OPTCL proposes to recover the annual fixed cost of Rs 1443.50 Crore in full from the long term open access customers like DISTCOs & CGPs on energy drawl during FY 2010-11 in two ways, i.e. either through recovery of the same on monthly basis @ Rs 300399/MW/month, or @ 68.72 P/U from 1.4.2010 considering the transmission loss for wheeling as 4.3% on energy drawl.

Revenue Gap of OPTCL during FY 2010-11

(Rs in Crore)

	Total Annual Revenue Requirement
	1443.50

	Revenue from long-term open access customer
	430.76

	Revenue Gap at the existing Wheeling rate  @ 20.5 P/U
	(-)1012.74


Annual Revenue Requirement

OPTCL has projected its revenue requirement during FY 2010-11 about 266 per cent more than that approved for FY 2009-10. The revenue requirement constitutes not only fixed cost and additional expenses but also pass through cost of Rs 74.46 Crore. Earlier these costs were not allowed by the Hon’ble Commission. If the pass through cost were deducted, then the revenue gap would be Rs 938.28 Crore. The pass through of previous loss and liabilities would certainly impose burden on the consumers and therefore should not be allowed.

The areas of concern, besides the pass through cost, are increase in O&M expenses (322.36%), interest on loan capital (73.02%) and depreciation (132.04%). OPTCL has proposed Rs 54.87 crore as interest on working capital, which the Hon’ble Commission has not approved for the current year. 

The increase in employee cost seems to be too high (399.76%), although it includes terminal benefits. Similarly, increase in A&G cost seems to be too high (88.08%). Repair and Maintenance is required in order to operate the system effectively. However, for a single year, the proportion of spending seems to be too high and hence a part of this may be allowed to pass on. Otherwise, the whole burden would fall on the consumers. Further, it is to mention here that the actual R&M expenditure for each financial year is always less than the approved figure (see chart below), indicating that OPTCL has not taken any measure to spend higher amount on R&M as approved by the Hon’ble Commission. Only it proposes a higher amount to spend on this head.   
OPTCL had proposed an amount of Rs 189.51 Crore as interest on loan capital during the FY 2009-10, but the Hon’ble Commission had approved only Rs 70.53 Crore. Again during FY 2010-11, OPTCL has proposed Rs 122.03 crore as interest payment. OPTCL should explain such significant increase in interest. Is there any delay in the completion of any ongoing projects, which has added to the interest? However, the entire amount should not be passed on to tariff at a time, as it would impose burden on the consumers.  

Annual Revenue Requirement of OPTCL  (Rs in crore)
	
	2009-10 (Approved)
	2010-11 (Proposed)
	% Change

	O & M Expenses
	234.46
	990.26
	322.36

	(a) Employees Cost
	173.11
	865.13
	399.76

	(b) Repair & Maintenance Cost
	47.00
	98.14
	108.81

	(c) A & G Cost
	14.35
	26.99
	88.08

	Interest on Loan Capital
	70.53
	122.03
	73.02

	Interest on working capital and short-term loan
	0.00
	54.87


	

	Depreciation
	66.07
	153.31
	132.04

	Advance against depreciation
	44.36
	0.00
	

	Special Appropriation
	0.00
	18.33
	

	Return on Equity
	0.00
	18.31
	

	Addl. Expenses (contingency reserve, bad & doubtful debt, GCC exp.)
	9.23
	15.66


	69.66

	Total transaction cost
	424.65
	1372.76
	223.27

	Pass through Expenses
	0.00
	74.46
	

	Total ARR
	415.42
	1447.22
	248.38

	Less Misc. Receipts
	30.50
	3.72
	-87.80

	Net ARR
	394.15
	1443.50
	266.23


The significant increase in expenses as mentioned above would impose burden on the general consumers of the state, as this would be passed on to the ultimate users through GRIDCO and DISTCOs. Therefore, there is a need to reduce these expenses for the benefit of the consumers. 
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Revenue from Tariff

OPTCL has calculated the revenue receipts to be Rs 430.76 crore at the existing rate of tariff, i.e., @ 20.5 P/U, based on the projection of GRIDCO. OPTCL has expected to deliver 21006 MU of energy to GRIDCO, while the actual projection submitted by DISTCOs for the FY 2010-11 is 22005.10 MU. As the projected demand of the DISTCOs is more than the projection of GRIDCO, the revenue receipts of OPTCL would increase if projection of DISTCOs is realised and hence revenue gap would be reduced accordingly. 

Transmission Loss

OPTCL has proposed a transmission loss of 4.3% for the FY 2010-11. The Hon’ble Commission had approved 4% transmission loss during FY 2009-10. Kanungo Committee had recommended for a stepwise reduction of transmission loss so that the same is brought to a level at par with that of Central Power Grid by 2007. However, this has never achieved. Rather, the trend seems to be in the reverse direction after FY 2004-05. Further, the level of loss projected during FY 2010-11 (i.e. 4.30%) remained almost same with that during 2001-02 (i.e. 4.31%). OPTCL has failed to arrest the high transmission loss due to its inefficiency and hence, there is no impact of power sector reform in this sector. In conformity with the power sector reform, therefore, OPTCL needs to reduce the transmission loss significantly. Therefore, the transmission loss may be fixed at most 3% for the FY 2010-11. 
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Tariff proposal

OPTCL claims that with the existing Tariff structure, consisting of Transmission Charge @ 20.5 P/U and Transmission Loss @4.3%, it is not able to meet current costs, which would result in a deficit of Rs. 1012.74 Crore. OPTCL, therefore, proposes to recover the annual fixed cost in full from DISTCOs and CGPs either through recovery on monthly basis @ Rs 3 lakh/MW/month, or @ 68.72 P/U from 1.4.2010 with transmission loss for wheeling as 4.3% on energy drawl. Considering the ARR of OPTCL, it proposes to recover AFC on monthly basis @ Rs 3 lakh/MW/month, or @ 68.72 P/U from 1.4.2010. This tariff proposal may not be accepted as it would impose more burdens on the general consumers.  Instead, for the benefit of the consumers there is a need to reduce the current costs of OPTCL which has been projected at a much higher side. 

Summing Up

OPTCL has projected its revenue requirement during FY 2010-11, which is 266.23 per cent higher than the approved figure for FY 2009-10. The areas of concern are the pass through of past loss and high increase in employee cost, A&G cost, repair and maintenance cost and interest on loan capital. This higher proportion of increase in cost for FY 2010-11 may not be allowed for the best interest of the consumers. Further, OPTCL has failed to arrest the high transmission loss in conformity with the power sector reform and Kanungo Committee recommendation, and needs to reduce the transmission loss gradually and significantly. Therefore, transmission loss may be fixed at most 3% for the FY 2010-11.
State Load Despatch Centre 

(SLDC)

A BRIEF SUMMARY OF THE PROPOSAL

As per Section 32 of the Act, SLDC shall be the apex body to ensure integrated operation of the power System in the state and shall discharge functions. As per direction of Hon’ble Commission, separate application for approval of Annual Fees and Operating charges for SLDC function for FY 2010-11 has been prepared as follows:

· The ARR of SLDC functioning is projected at Rs 14.91 crore for FY 2010-11 which would be recovered through annual charges.

· The ARR of SLDC for FY 2010-11 consists of depreciation in which provision of Rs 6.06 crore has been proposed, operation and maintenance expenses which has been computed as Rs 3.14 crore, human resources expenses computed as Rs 4.49 crore, and interest on working capital accounted for Rs. 1.21 crore.

· The CAPEX Plan costing Rs 5.78 crore is proposed to be incurred during FY 2010-11.

· Annual Charges are proposed to cover Annual Fixed Cost of Rs 14.906 crore through System Operation Charges amounting Rs 11.925 crore and Market Operation Charges amounting Rs 2.98 crore.

· Registration Fee @ Rs 0.01 crore from all users and Application Fee and Scheduling Charges of Rs 5000 per application and Rs 2000 per day or part there shall be paid by the STOA customers.  

GIST OF THE PROPOSAL

Government of Orissa, department of energy, vides Notification No. 6892 dated 09.06.2005 issued the Orissa Electricity Reform (transfer of Transmission and Related Activities) scheme 2005 and have notified Orissa Power Transmission Corporation Ltd. (OPTCL) as the State Transmission Utility (STU) and have vested the State Load Despatch functions with OPTCL. Section 31(1) of the Electricity Act 2003 provides that the State Government shall establish a state load despatch centre (SLDC). As per Section 32 of the Act, SLDC shall be the apex body to ensure integrated operation of the power system in a state and shall discharge functions.

According to the committee constituted by the Govt. of India, some salient points are:

(a) The Load Despatch Centre should be ring fenced suitably to ensure their functional autonomy by taking the following steps.

(i) The appropriate Government should take suitable steps to facilitate independent functioning of the Load Despatch Centres in line with the Electricity Act. 2003 and national Electricity Policy.

(ii) The financial accounts should be separated for all LDCs by 31st March 2009 with the appropriate Electricity Regulatory Commission (ERC) specifying the fees and charges payable.

(b) For making Load Despatch Centres financially self-related, the electricity Regulatory Commission should recognize three revenue streams.

(i) Fees and charges for system operation

(ii) Tariff for decision support system and IT infrastructure (currently only ULDC tariff)

(iii) Operating charges for scheduling, metering and settlement for market players.

Hon’ble Commission under section 86 (2)(iii) of the Act 2003 advised the State Government for recognition and restructuring of SLDC separating from OPTCL-the STU notifying an appropriate transfer Scheme by 31.12.2008 positively. OERC vide letter No. 1313 dated 04.08.2007 issued a road map for implementation of levy of annual fee and operating charges for SLDC functions from the existing transmission charges of OPTCL with effect from 01.04.2008 to make SLDC self reliant.

As per the direction of Hon’ble Commission, separate application for approval of Annual Fees and operating charges for SLDC function for FY 2010-11 has been prepared.

The recommendations of the MOP Committee Report are:

(A) SLDC is to be equipped suitably to play the pivotal role of an Independent System Operator (ISO)

(B) Power system operation is the core activity of LDCs. With deep understanding of transmission, Generation and Distribution Technology.

The annual charges of SLDC have been computed in line with CERC (Fees & Charges of Regional Load Despatch centre and other related matters) Regulations, 2009.

ARR for FY 2010-11:

1. Annual Charges: 

The annual charges of state Load Despatch centre consist of the following components

(a) Return on Equity: Since no equity has been provided there is no return on equity.

(b) Interest on loan capital: There is no outstanding loan/loan proposed for SLDC expenditure.
(c) Depreciation: Provision of Rs. 605.902 lakh has been proposed towards depreciation of SLDC and ULDC related assets.

(d) Operation and Maintenance expenses: Operation and maintenance expenses excluding human resources expenses for FY 2010-11 have been computed as Rs. 313.84 lakhs which consists of Rs.201.8 lakh as R&M cost and Rs.112.04 lakh as A&G cost.
(e) Human resource Expenses: Human resources expenses have been computed as Rs. 449.45 lakhs.

(f) Interest on working Capital: The interest on working capital computed as Rs. 121.41 lakhs as per CERC Regulation considering 12% rate of interest. Therefore, the ARR of SLDC is estimated at Rs. 1490.598 lakhs for FY 2010-11 towards State Load Despatch Centre (SLDC) function separately.

2. Capital Expenditure (CAPEX) Plan: 

The CAPEX plan costing Rs. 578.10 lakhs is proposed to be incurred during the implementation period i.e. FY 2010-11.

3. Compensation Structure for SLDC Personnel: 

The compensation structure for LDC personnel has been projected as Rs. 0.60 lakhs for FY 2010-11 (30% of salary for executives).
4. SLDC Assets: 

Pursuant to the transfer scheme of 2005 as Notified by Govt. of Orissa, OPTCL, the State Transmission Utility has been vested with State Load Despatch functions until further orders of the State Government. The opening balance sheet of OPTCL as on 01.04.2005 which includes the assets of SLDC is also vested with OPTCL as per the approval of the State Govt.

5. Determination of the Annual Charges: 

Annual charges for SLDC has been computed as per provision in Regulations 20, 21, 22, 23 & 24 of CERC Regulations, 2009.
Annual Charges are proposed to cover Anual Fixed Cost of Rs 14.90 crore in the following way: 

(A) System Operation Charges (SOC), i.e. 80% of AFC, amounting Rs 11.92  crore. The details are 
· Intra State Transmission Licensee @10% of SOC 
= Rs.1.192 cr.

· Generating Station & Sellers @45% of SOC

= Rs.5.366 cr.

· Distribution Licensees & Buyers@45% of SOC
= Rs.5.366 cr.

(B) Market Operation Charges (MOC), i.e. 20% of AFC, amounting Rs 2.98 crore. MOC shall be collected equally from the DISCOMs and Generating Companies apportioning to the entitlement and installed capacity.
6. Registration Fee: 
Provision for collection of registration fees @ Rs. 1.00 lakh from all users has been made as per CERC Regulation.
7. Application fee and Scheduling Charges: 
Application fee and scheduling charges of Rs. 5000 per application and Rs. 2000 per day or part there of shall be paid by the short term open access customers.

ANALYSIS OF THE PROPOSAL

SLDC which shall be the apex body to ensure the integrated function of the power system and the activities and functions of SLDC are mingled with the activities of OPTCL although separate ARR and Transmission Tariff application is to be submitted for SLDC. Accordingly, SLDC has given the proposal for revenue requirement of Rs 14.90 crore during FY 2010-11, which is Rs 5.24 crore higher than the approval of OERC for FY 2009-10.  

Annual Revenue Requirement

The Annual Revenue Requirement of SLDC for FY 2010-11 is reproduced in the table given below.

(Rs. crore)
	Sl. No
	Item
	2009-10 (Approved)
	2009-10 (Estimated)
	2010-11

(Proposed) 
	Change over approved for 2009-10

	1
	Return on equity
	0.00
	0
	0.00
	0

	2
	Interest on loan capital
	0.00
	0
	0.00
	0

	3
	Depreciation
	0.06
	0
	6.06
	6

(10000)

	4
	Operation and Maintenance expenses
	2.15
	0.58
	3.14
	0.99

(46.05)

	
	Repair & Maintenance
	1.00
	0.05
	2.02
	1.02
(102)

	
	Administrative & General
	1.15
	0.53
	1.12
	-0.03
(-2.61)

	5
	Human resource expenses
	3.95
	3.43
	4.49
	0.54

(13.67)

	6
	Add. Compensation & training for SLDC personnel
	1.50
	NA
	0.00
	-1.50

	7
	Interest on working capital
	0.00
	0.00
	1.21
	1.21

	8
	Infrastructure Development
	2.00
	NA
	0.00
	-2

	9
	Total
	9.66
	
	14.90
	5.24

(54.24)

	10
	3+4+5
	6.16
	
	13.69
	7.53

(122.24)


The Revenue Requirement includes proposal for employment cost of Rs 4.49 crore during FY 2010-11, which is higher by Rs 0.54 crore (13.67%) from the figure approved for FY 2009-10. However, the proposed amount seems to be at a higher side. Further, SLDC has not been able to spend the higher amount approved by the Hon’ble Commission during the current financial year. During FY 2009-10, the estimated figure is only Rs 3.43 crore against the approved amount of Rs 3.95 crore. SLDC had proposed Rs 5.23 crore as employee cost during FY 2009-10.       

SLDC has projected operation and maintenance expenses as Rs 3.14 crore during FY 2010-11, which is higher by Rs 0.99 crore (46.05%) from the figure approved for FY 2009-10.  Administrative and General (A&G) expenditure is projected as Rs. 1.12 crore, but SLDC has not been able to spend the higher amount approved by the Hon’ble Commission during the current financial year. During FY 2009-10, the estimated figure is only Rs 0.53 crore against the approved amount of Rs 1.15 crore. Therefore, this is to be based on certain principles.  
Repair and Maintenance (R&M) cost of Rs 2.02 crore has been projected for future expenditure maintenance and up-keeping of the office buildings, staff quarters, vehicles, etc. However, during FY 2009-10, the estimated figure is only Rs 0.05 crore against the approved figure of Rs 1 crore for an asset of Rs 1.17 crore. SLDC has not taken any measure to spend higher amount on R&M approved by the Hon’ble Commission.
No provisions have been made for interest on loan, contingency reserve, bad and doubtful debt and reasonable return. However, an amount of Rs 6.06 crore has been projected for depreciation. This amount seems to be too high. SLDC has claimed for recovery of capital cost amounting Rs. 5.78 crore during the ensuing financial year. 
The amount of working capital has been worked out as Rs 1.21 crore for FY 2010-11, which the SLDC had not claimed during FY 2009-10.  

SLDC proposes to cover Annual Fixed Cost of Rs 14.90 crore in two ways, viz. System Operation Charges (SOC) amounting Rs 11.92 crore and Market Operation Charges (MOC) amounting Rs 2.98 crore. While calculating annual charges, capital cost has been taken into consideration. However, annual charge is treated as revenue requirement, which is supposed to be calculated on revenue expenditure only.

SLDC also proposes to collect registration fees @ Rs. 1.00 lakh from all users and application fee and scheduling charges of Rs. 5000 per application and Rs. 2000 per day or part there from the short term open access customers. However, when all the costs for operating and maintenance of SLDC have already been covered under annual operating charges there is no need for collection of scheduling charges.

Summing Up

SLDC has submitted an annual revenue requirement of Rs 14.90 crore for the FY 2010-11. But it has shown very high employee cost and R&M expenses. However, it has not been able to spend higher amount approved by OERC during FY 2009-10. Annual charge is a revenue requirement but has been calculated taking capital cost into account. Further, there is no need for collection of scheduling charges, when all these have been covered under annual operating charges. 

Central Electricity Supply Utility of Orissa

(CESU)

A BRIEF SUMMARY OF THE PROPOSAL

· CESU has projected energy purchase of 7401.78 MU during FY 2010-11 based on the estimated consumption of 4124.55 MU. The projection of energy sale to LT consumers is 2255.64 MU, HT consumers 951.99 MU and EHT consumers 916.92 MU.

· The power purchase cost has been projected as Rs 906.39 crore considering energy purchase of 7401.78 MU at the existing average BST rate. 

· The distribution loss is projected to be 44.28%, which is 5.28% higher than the estimated loss during FY 2009-10. The higher loss is due to addition of huge number of BPL and APL consumers under RGGVY scheme, where distribution loss is around 70%.

· The annual revenue requirement of CESU for FY 2010-11 is projected as Rs 1807.17 cr with BSP @101.50 p/u. With the existing tariff rates, the revenue including misc. income is projected to be Rs 1202.87 cr. Thus, the shortfall is projected to be Rs 604.30 cr. 

· The total capital expenditure for the ensuing year 2010-11 has been planned as Rs 210 cr in order to reduce the T&D loss to the desired level. 

· Issues need to be addressed are enhancement of demand charges for medium industries, with drawl of benefit during off-peak hours, levy of penalty for non-payment of current dues, demand charges for emergency power to CGP etc.

· To meet the revenue gap of Rs 604.30 cr, CESU humbly prays to the Commission for part revision of retail tariff as per the proposed tariff schedule and/or government subsidy as the Commission may deem fit or a combination of all.   

GIST OF THE PROPOSAL








INTRODUCTION: 

The Hon’ble Commission formulated a scheme under section 22 of the Electricity Act, 2003 for operation and management of Central Zone Electricity Distribution and Retail Supply Business vide its order dtd. 08.09.2006. The scheme was called “Central Electricity Supply Utility Orissa” (Operation and Maintenance) scheme, 2006. The said scheme came into force w.e.f.  8th Sept 2006 and from the said date the assets, liabilities, rights, proceedings and manpower as well as license for the distribution and supply of electricity held by CESCO was devolved on CESU.

CESU is required to file the application before the Commission for approval of ARR for the FY 2010-11 as per license condition.



PROJECTION OF ENERGY SALE FOR FY 2010-11: 

The licensee has analysed the past trends of consumption pattern of different categories of consumer for last three years and projected total sale of 4124.55 MU for FY 2010-11. 

i) For LT category, the sale of energy is projected as 2255.64 MU against 1876.78 MU estimated for 2009-10.

ii) For HT category, the sale of energy is projected as 951.99 MU against 941.74 MU estimated for 2009-10.

iii) For EHT category, the sale of energy is projected as 916.92 MU against 1046.93 MU estimated for 2009-10.







DISTRIBUTION LOSS: 

Distribution loss is estimated to be higher during FY 2010-11 due to addition of large number of BPL and APL consumers under RGGVY scheme, where distribution loss is around 70%. CESU has projected a distribution loss of 44.28% during FY 2010-11 as against 39% estimated for FY 2009-10.





ANNUAL REVENUE REQUIREMENT: 

CESU has projected annual revenue requirement (ARR) of Rs 1807.17 cr including reasonable return amounting to Rs 11.64 cr for the FY 2010-11. The break up is as follows.

(i) Power Purchase Expense: For the FY 2010-11, power cost has been estimated as Rs 906.39 crores, considering energy purchase of 7401.78 MU at the present average BST rate.

(ii) Employee Cost: For the year 2010-11, the employee cost has been projected to a rise of 73.66%, over the estimated expenses for the current year by considering the effect of 6th pay commission & Wage Board revision. This cost has been arrived at Rs. 433.62 crs including terminal benefits.

(iii) Administrative &General Expense: The A&G expenditure for the ensuing year 2010-11 has been projected in line with activity growth after due adjustment  for inflation and market conditions @ 7% over the year 2009-10. The projected cost has been arrived at Rs. 99.22 crores.

(iv) Repair and Maintenance Expense: Projected cost of R& M in FY 2010-11 is summarized as 5.4 % of the opening cost of the Gross Fixed Asset. The projected cost has been arrived at Rs. 133.85 crs.

(v) Provision for Bad Debt: provision for bad debt is based on the collection efficiency percentage achievable by the licensee. The rate of estimated provision for bad & doubtful debt has been considered @ 5% of the net revenue and the provision for the year 2010-11 amounting Rs. 59.13 crs.

(vi) Interest & Finance Cost: This cost has been arrived at Rs 80.99 crs.

(vii) Depreciation:  This cost has been projected as Rs. 74.17 crs.

(viii) Reasonable Return: This cost has been projected as Rs.11.64 crore.




REVENUE FROM SALE OF POWER

The estimated revenue which is based on the retail tariff of FY 2010-11 is Rs 1182.60 cr after selling 4124.55 MU. 

MISC. INCOME: It is estimated as Rs. 20.27 crore.

REVENUE GAP FOR FY 2010-11:







The Annual revenue requirement of CESU for FY 2010-11 is projected as Rs.1807.17 cr. With the existing tariff rates, the revenue including miscellaneous income is projected to be Rs.1202.87 cr. Thus, the shortfall is projected as Rs.604.30 crore. 



CAPITAL EXPENDITURE PLAN: CESU has envisaged Rs. 210 crore capital expenditures (CAPEX) for the ensuing year 2010-11 on the following areas:

· System improvement programme: Rs. 86 cr.

· Technical loss reduction programme: Rs. 36 cr.

· Commercial loss reduction programme: Rs. 76 cr.

· Application of Information Technology: Rs. 12 cr.

ISSUES NEED TO BE ADDRESSED    




CESU submitted that the Hon’ble Commission may look into the following issues

· Enhancement of demand charges for medium industries availing power supply in HT with contract demand of more than 70 KVA and less than 110 KVA. 

· Withdrawl of benefit during off-peak hours for those consumers who exceeds their drawl above contract demand in peak hours.

· Levy of penalty for non-payment of current dues for those category of consumers who do not pay DPS.

· Change of MMFC to demand charge for small and medium industries availing power supply in LT.

· No rebate for the consumers in case of default of payment for the previous billing period.

· Separate category for private and public institutions.

· Graded slab tariff for HT and EHT consumers.

· Demand charges for emergency power to CGP.

· Fee for collection of EC dues from the consumer premises.

· Bulk Supply in non-domestic category.

· Capping of load for Allied Agro-industrial Activities.

· HT supply above 5 MVA load may be in under non-remunerative scheme.

TARIFF PROPOSAL:

To meet the revenue gap of Rs. 604.30 crore CESU humbly prays to the Commission for part revision of retail tariff as per the proposed tariff schedule and/or government subsidy as the Commission may deem fit or a combination of all. 

ANALYSIS OF THE PROPOSAL

Revenue Gap

CESU has submitted a proposal for Revenue Gap of Rs 604.30 Crore during the FY 2010-11 with the Revenue Requirement of Rs. 1807.17 Crore and Revenue Receipts at existing tariff including misc. income of Rs 1202.87 Crore. The utility has requested the Hon’ble Commission for directing order to bridge the revenue gap by part revision of tariff as per the proposed tariff schedule and/or Govt. subsidy or a combination of all the above. 

The revenue gap proposal for the FY 2010-11 is reproduced in the following Table. The revenue gap projected by the Company during the FY 2010-11 is on the higher side as the projection of distribution loss is high. The gap can, therefore, be reduced by reducing distribution loss. 

Revenue Gap of CESU for FY 2010-11

(Rs. in Crore)

	Expenditure 
	1795.53

	Reasonable return 
	11.64

	Revenue requirement 
	1807.17

	Revenue from Tariff & misc. income
	1207.87

	Revenue gap 
	604.30


Demand Forecasting

CESU has projected an increase in 7.17 per cent sale of power during 2010-11 over estimated figure of 2009-10 against 16.80 per cent increase in purchase of power. However, the increase in projected sale during FY 2010-11 is lower than that was in the last FY (14.12%). While there is significant increase in projected sale for LT consumers during FY 2010-11 as compared to the previous year, there is very small increase in projected sale for HT consumers and decline in the projected sale for EHT consumers. Further, there is reduction in estimated sale for HT & EHT consumers during FY 2009-10 from projected sale. Hence, the projection of LT sale seems to be unrealistic. CESU has not followed any scientific method of demand forecasting for FY 2010-11. Following the rule of thumb, it has projected a significant increase (20.19%) in demand by LT consumers. The Utility had projected 1761.99 MU during 2009-10, which has now estimated at 1876.78 MU for 2009-10. CESU has projected high LT demand as by projecting high LT demand it can show high distribution loss. Reason for less EHT sale has not been given by the Licensee.
Sale of Power to different Categories of Consumers (In MU)
	Sale / Purchase
	2008-09
	2009-10
	% Change in 2009-10 over 2008-09
	2010-11


	% Change in 2010-11

over 

2009-10

	
	
	Projected
	Estimated
	% Change
	Projected
	Estimated
	
	

	LT
	1672.19
	1761.99
	1876.78
	6.51
	5.37
	12.23
	2255.64
	20.19

	HT
	810.81
	950.97
	941.74
	-0.97
	17.29
	16.15
	951.99
	1.09

	EHT
	904.07
	1264.50
	1046.93
	-17.21
	39.87
	15.80
	916.92
	-12.42

	Total Sale
	3387.07
	3977.46
	3865.45
	-2.82
	17.43
	14.12
	4142.55
	7.17

	Total Purchase
	5672.61
	6044.77
	6337.00
	4.83
	6.56
	11.71
	7401.78
	16.80


Distribution Loss

CESU has projected a higher revenue gap in order to attract more tariffs from the consumer along with Govt. subsidy and/or reduction in BST. However, CESU has shown inefficiency in reducing distribution loss. Kanungo Committee had recommended reduction of 5% loss each year, while the business plan recommended reduction of 3% loss each year. Neither of these two is adhered to by the licensee. Contrary to this, CESU has shown almost a stagnant distribution loss overtime, which can be seen from the following chart. It therefore seems that CESU has not satisfied the requirement of power sector reform. 
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Further, the licensee has estimated a higher distribution loss of 44.28% in 2010-11 against 39% (estimated) in 2009-10. The projected distribution loss of 34.20% for FY 2009-10 has also now estimated at a higher level of 39%. 
Distribution Loss of CESU 

	
	2006-07


	2009-10
	2010-11

(Projected)
	Change

over 2009-10

	
	
	Projected
	Estimated
	Change
	
	

	Distribution Loss (MU)
	2012.11
	2067.31
	2471.55
	19.55
	3277.23
	32.60

	% Distribution Loss (including EHT as per CESU)
	43.52
	34.20
	39.00
	4.80
	44.28
	5.28

	% Distribution loss (excluding sale at EHT)
	48.73
	43.25
	46.72
	3.47
	50.54
	3.82


The loss at the LT side, which we understand as domestic and other low voltage categories, is a matter of concern. It is projected at about 55% during the FY 2010-11. The CESU had projected 48.88% loss at the LT side for 2009-10 but it is now estimated at 52.19%. CESU has projected a still higher LT loss of 55.01% during 2010-11 compared to 52.19% during 2009-10. Further, CESU has not shown any reduction in HT loss during FY 2010-11.

The distribution loss calculated by excluding sale at EHT level though has a declining trend from 48.73% in 2006-07 to 46.72% in 2009-10, increased to 50.54% during 2010-11, which is at a very high level. 
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AT&C Loss


The Hon’ble Commission had approved AT&C loss at 32.84% for FY 2008-09, but the licensee has achieved it at 45.23%, an increase of 12.39 percentage points. Though it is a reduction from the FY 2007-08 by 0.73 percentage points, still the licensee has not adhered to the Commission’s approval of AT&C loss during FY 2008-09. The Commission had approved AT&C loss of 26.30% for 2009-10. However, the licensee has not provided estimated figure for 2009-10 and projected figure for 2010-11.    

AT&C Loss of CESU
	
Year
	Approved
	Actual

	2007-08
	
	45.96

	2008-09 
	32.84
	45.23

	2009-10 
	26.30
	 (Estimated)

	2010-11 
	
	 (Projected)


The trend in the AT&C loss of CESU from 1999-2000 to 2008-09, presented below shows that the decline in AT&C loss overtime is very slow. 
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Collection Efficiency

The Hon’ble Commission had approved collection efficiency at 95% for FY 2008-09, but the licensee had achieved it at 91.81%, a decrease of 3.19 percentage points. This is also a reduction by 0.58 percentage points from the FY 2007-08. The Commission had approved 98% collection efficiency during the FY 2009-10. The licensee has, however, not provided the estimated figure for FY 2009-10 and projected figure for FY 2010-11. However, the collection efficiency from the new connections is expected to be cent per cent. If we consider the new connections, then CESU needs to increase the collection efficiency. The licensee should therefore make effort to reach a target of 99% collection efficiency during FY 2010-11.
Collection Efficiency of CESU
	
Year
	Approved
	Actual

	2007-08
	92.0
	92.39

	2008-09 
	95.0
	91.81

	2009-10 
	98.0
	(Estimated)

	2010-11 
	
	 (Projected)


The Kanungo Committee had recommended for achieving 95% collection efficiency by 2005-06. However, looking at the past trend in the collection efficiency in the following, it is observed that the Utility has not achieved this level till now. The CESU should therefore make more effort to reach a target of at least 98% collection efficiency during 2010-11. With this increase in collection efficiency the revenue of the Company would increase further. This would reduce the AT & C loss further.  
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Outstanding Arrears

The licensee has not put any effort to collect the arrears, which is huge. If these arrears could be collected then the deficit would be reduced drastically and there would not be any need to raise tariff. 

Annual Revenue Requirement

Distribution Cost

CESU has projected distribution cost by an increase of 81.22% during the FY 2010-11 over the estimated figure of FY 2009-10. But this is an increase of about 152 per cent over the figure approved by the Hon’ble Commission for 2009-10. Further, the estimated figure for FY 2009-10 is 39.28 per cent higher than the figure approved by the Hon’ble Commission. That means the Utility has not adhered to the approved figure. The highest percentage increase is in the case of Administrative and General Expenses. The A & G expenses projected for FY 2010-11 is an increase of 244.27% over the approved figure for FY 2009-10, while the estimated A&G figure of FY 2009-10 is 53.54 per cent higher than the approved figure. The projected figure of employee cost and R&M cost for FY 2010-11 is 122.54% and 230.82% respectively higher over the approved figure for FY 2009-10. Hence, the projected distribution cost for FY 2010-11 is on the very high side. This can be reduced in order to reduce the revenue gap.     

Distribution Cost of CESU (Rs in Crore)

	
	2009-10 
	2010-11
	% Change over 2009-10 estimated

	
	Approved
	Estimated
	% Change over approved
	
	

	Employee Cost
	194.85
	249.70
	28.15


	433.62
	73.66
(122.54)

	R&M Cost
	40.46
	73.92
	82.70
	133.85
	 81.07
(230.82)

	A&G Cost
	28.82
	44.26
	53.57
	99.22
	 124.18
(244.27)

	Distribution Cost
	264.13
	367.88
	39.28


	666.69
	 81.22
(152.41)


Note: Figures in the parentheses indicate percentage change over approved figure for 2009-10.

Reasonable Return 

CESU has claimed Rs 11.64 Crore return on the equity in its revenue requirement proposal. We have an apprehension that such a practice would violate the very basic principles of finance, i.e. the capital increases/decreases due to the profit/losses of the business. Ignoring the loss (accumulated loss) and allowing return on the equity would have negative effect on the sector in general and consumers in particular. When the licensee gets return on the equity there is an incentive for more equity financing. 

Bad and Doubtful Debt

The licensee has projected Rs 59.13 crore as bad debts and included in the ARR of FY 2010-11. Since it is due to the inefficiency of the licensee, this should not be imposed on the general consumers. Hence, the Hon’ble Commission may not consider this proposal of the licensee.
Summing Up

It is found from the foregoing analysis that CESU has not taken any step to reduce distribution loss substantially in the line of recommendation of the Kanungo Committee and OERC; rather it has projected a higher distribution loss during FY 2010-11 over the previous FY. The proposal of raising tariff can be avoided by reducing distribution loss as suggested above and improving collection efficiency, which is for the best interest of the consumers and in conformity with the power sector reform. Further, there is a need to make effort to collect arrears in order to reduce deficit. There is also a scope for reduction in ARR by reducing distribution cost, and disapproving reasonable return and bad and doubtful debt. If these costs can be reduced then there is possibility of reducing tariff instead of revising it upward. 

North Eastern Electricity Supply Company of Orissa Limited (NESCO)

ABRIEF SUMMARY OF THE PROPOSAL

NESCO has projected energy purchase of 5573.324 MU during FY 2010-11 based on the projected consumption of 3996.073 MU by different categories of consumers and distribution loss of 28.30%. The projection of sale of energy for LT consumers is 1451.481 MU, for HT consumers is 750.018 MU and for EHT category is 1794.574 MU respectively.

The distribution loss is projected at 28.30% during FY 2010-11 by a reduction of 3.15% from 31.45% estimated for FY 2009-10.   

Power purchase cost for the FY 2010-11 has been estimated at Rs 841.57 cr with BSP @ 130 p/u and transmission charge @ 21p/u. 

The AT & C loss is projected at 30.45% during FY 2010-11 against 34.19% in the year 2009-10, thereby reducing 3.74%. The licensee has taken it as a challenge and planned different measures like metering, spot billing role out plan, energy audit, automated meter reading system, IT/automation modules implementation, consumer indexing etc to reduce AT&C loss. 

Expenditure including special appropriation, reasonable return, amortization of regulatory assets, truing up of revenue gap for FY 2009-10 is projected at Rs 1691.06 cr. After deducting the revenue from sale of power at existing tariffs amounting to Rs 1081.17 cr and non-tariff income amounting to Rs 17.30 cr, an amount of Rs 592.59 cr remains as total revenue gap for the FY 2010-11. With the proposed tariff by NESCO additional revenue would be Rs 292.48 cr and the revenue gap would be Rs 300.11 cr.   

NESCO proposes to invest Rs 453.90 cr on capital expenditure scheme including new and ongoing schemes. 
The licensee humbly requests to bridge the revenue gap either by retail supply tariff hike or reduction in BST through adjustment of surpluses on account of trading and UI, grants/subsidy from the state government.

The licensee has also proposed tariff rationalization measures like computation of over drawl penalty, billing of lift irrigation, delayed payment surcharge, KVAH billing for LT industrial consumer, service charges for door to door collection etc.   

GIST OF THE PROPOSAL 

Introduction:

North Eastern Electricity Supply Company of Orissa Limited, Balasore (NESCO), is the holder of the Orissa distribution and retail supply licensee, 1999 (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. It has been carried out the business of distribution and retail supply of electricity in the five districts of Orissa namely Balasore, Bhadrak, Jajpur, Keonjhar and Mayurbhanj.

Existing tariffs of NESCO do not cover costs and affect financial viability and sustainability of distribution and retail supply operations. Therefore, recovery of costs is of paramount importance to ensure financial viability of Licensee. 

Projection of Energy for FY 2010-11:

The purchase of energy has been projected as 5573.324 MU during FY 2010-11. The sale of energy has been estimated at 3996.073 MU during FY 2010-11. The licensee proposes to reduce the distribution losses by around 3.15 percentage points from estimated 31.45% in FY 2009-10 to 28.30 % in FY 2010-11. 

(i) For LT category, the sale of energy is projected at 1451.481 MU during FY 2010-11 against 1159.246 MU estimated for FY 2009-10 due to increase in sales for economic growth.

(ii) For HT category, the sale of energy is projected at 750.018 MU during FY 2010-11 against 691.940 MU estimated for FY 2009-10.

(iii) For EHT category, the sale of energy is projected at 1794.574 MU during FY 2010-11, a growth of 16% over estimated sales of FY 2009-10.

Distribution loss of FY 2010-11:

The licensee has projected distribution loss at 28.30% in FY 2010-11 against 31.45% in FY 2009-10 by a reduction of around 3.15%.

Collection Efficiency:

The collection efficiency of NESCO during FY 2008-09 was 94% and is expected to increase by around 2% during FY 2009-10, i.e. to 96%. During FY 2010-11, NESCO proposes to increase the collection efficiency by 1%, i.e. to 97%.

AT & C Loss:

While approving the annual revenue requirement for the year 2003-04, the Hon’ble Commission through a landmark & revolutionary decision recognized for the first time in the regulatory regime, the AT & C loss concept as distinct from the conventional T & D loss and adopted the same as a performance parameter.

For the FY 2010-11, the licensee is targeting 30.45% AT & C loss against 34.19% in the year 2009-10. The licensee claims that the reduction target of AT & C loss of around 3.74% during FY 2010-11 is challenging. Keeping in mind the existing harsh ground realities and the capital intensive and time consuming nature of such exercise the licensee has taken up the same as a challenge and has planned the following measures to reduce AT & C loss.

(i) Metering: The licensee had inherited a system in which more than 70 % of the consumers were un-metered or had defective meters. The billing database were incorrect, did not have details of meters and other vital information. So, the licensee immediately launched multiple activities to rectify these problems. In compliance with the directions issued by the OERC, NESCO has completed almost 100% feeder level metering in 33KV supply system. The licensee has procured and installed 825 number of AMR (Automated Meter Reading) systems at the site of high value customers for curbing theft of electricity and has installed 220000 nos. of single phase static meters. 

(ii) Spot Billing Roll out Plan: Earlier there were two different spot billing agencies operating in licensee’s area for generation of around 4 lakh consumer bills. Due to many deficiencies in operations and high level of billing inaccuracies, licensee has replaced the said agencies with new agencies with modified agreement having stringent provisions of penalties for non-performance. The licensee has already covered large number of consumers under spot billing, and in the FY 2010-11 it is proposed to roll out spot billing for all the balance consumers which are not covered under spot billing. 
(iii) Energy Audit: The licensee is continuing with the energy audit exercise in its licensed area of supply through internal team and local agencies. NESCO proposes to complete the feeder metering in all its 33 kv & 11 kv feeder meters and DTRs by the end of the ensuing year. Presently the potential consumers are being provided with AMRs and it is planned to install AMR against all the feeder meters as well as DTRs for smooth energy audit during the ensuing year. The licensee proposes to carry out Energy Audit activity in selected divisions for which the 100% Grid and Feeder metering is required to be done along with 2000 Distribution Transformer metering.

(iv) Automated Meter Reading System: The licensee had initiated drive for installation of Automated Meter Reading System on pilot basis for consumer above 40 KW load. So far the automated meter reading system has been installed in 1850 consumers and remaining 1150 shall be completed by March 2010.

(v) IT/Automation Modules Implementation: The licensee proposed for implementing different IT/automation modules for improvement in the operational efficiencies. 

(vi) Consumer Indexing: NESCO has initiated the process of consumer indexing. It will be a onetime 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 data base of DTR wise consumer indexing.

(vii) Pre-paid metering: The licensee proposes to install pre-paid metering system for the temporary connections, LI points and Govt. connections.

(viii) Special Police Stations: The special Police Stations in the licensee’s areas have started functioning at Balasore. As per the agreement with the state government, the DISTCO has to bear the salary costs, vehicle hire charges, telephone bills and TA bills of police force deputed at special police stations. Thus, the licensee proposes for establishment of Energy police stations and estimates the expenditure of Rs. 2.27 crs under the head of A&G expenses. 

(ix) Data Sources: The accounts up to March 2009 have been audited as per Companies Act and copies of the audited accounts have already been submitted to the Hon’ble Commission. Thus, the licensee submits that the data given by it is authentic and reliable for formulation of revenue requirement and tariff application for the year 2010-11.

Revenue Requirement

(i) Sales Forecast: For projecting the consumptions of different categories, the licensee has analysed the past trends of consumption pattern for last eight years, i.e. 2001-02 to 2008-09. The growth in the LT category has been estimated in FY 2010-11 to be 25%. However, for HT and EHT category of consumers, the consumption has been projected based on current/part trends and other factors such as global recession. 

The sales for the FY 2010-11 of LT category, HT category and EHT category consumers are 1451.481 MU, 750.018 MU and 1794.574 MU respectively. Thus, the total sale is projected to be 3996.073 MU.  

(ii) Power Purchase Expenses: For the year 2010-11, energy input of 5573.324 MU has been estimated based on the estimated sale of 3996.073 MU and distribution loss of 28.30%. Power purchase cost for the FY 2010-11 has been estimated at Rs. 841.57 crs with BSP @ 130 p/u and transmission charges @ 21 p/u. Considering additional load towards inclusion of BPL and APL consumers under RGGVY and BGJ, the licensee proposes a SMD of 730 MVA for FY 2010-11.

(iii) Employees Expenses: The total employee expenses for FY 2010-11 after capitalization is projected at Rs. 232.53 crs including Terminal Benefits of Rs. 125.12 crs (including Rs. 53.95 cr for 2010-11 and Rs 71.17 cr as additional for FY 2007-08, 2008-09 and 2009-10).

(iv) Administrative and General Expenses: The total A&G expenses for FY 2010-11 is projected at Rs. 42.20 cr. 

(v) Repair and Maintenance Expenses: The total R&M expenses for FY 2010-11 is projected at Rs. 126.97 cr.

(vi) Provision for Bad and Doubtful Debts: The licensee has considered the amount equivalent to the collection inefficiency as bad and doubtful debts while estimating the ARR for FY 2010-11. Considering the proposed collection efficiency of 97% for FY 2010-11, the bad debts equivalent to 3% of the estimated revenue billed, i.e. Rs. 41.21 cr has been considered. 

(vii) Depreciation: The depreciation for FY 2010-11 is projected at RS. 38.47 cr.

(viii) Interest Expenses: The total interest chargeable to revenue proposed by the licensee for FY 2010-11 is Rs. 61.72 cr.

(ix) Amortisation of Regulatory Asset: The licensee humbly requests the Hon’ble Commission to allow amortization of Regulatory Asset to the extent of Rs. 172.95 cr for FY 2010-11.

(x) Provision for Contingency: The license respectfully submits to allow Rs. 4.01 cr @ 0.375% of Gross Fixed Assets at beginning of the year towards this for FY 2010-11.

(xi) Truing up of Revenue Gap for FY 2009-10: The licensee humbly requests the Commission to allow truing up of estimated uncovered gap of Rs. 117.21 cr relevant to FY 2009-10 as part of FY 2010-11 ARR.

(xii) Reasonable Return: The licensee has assumed reasonable return amounting Rs. 12.23 cr calculated @ 16% on equity capital.

(xiii) Revenue at existing Tariff: The total revenue based on the existing tariffs applicable for the projected sales is estimated at Rs. 1081.17 cr.

(xiv) Non Tariff Income: The licensee has proposed Rs 17.30 cr as non-tariff income for the ensuing year 2010-11 as the licensee proposes to abolish meter rent for all the categories.

Summary of ARR & Revenue Gap:

The revenue gap for the FY 2010-11 at existing tariff is arrived at Rs. 592.59 cr. If the additional revenue with proposed RST hike is considered then the net revenue gap becomes Rs 300.11 cr.

Capital Expenditure Programme: 

NESCO proposes to invest Rs 453.90 cr on capital expenditure schemes in the ensuing year including new schemes and ongoing schemes.

Tariff Proposal:

The revenue gap for FY 2010-11 will be bridged out of Retail Supply Tariff hike to the tune of Rs 292.50 cr, and reduction in Bulk Supply Tariff through adjustment of surpluses on account of trading and UI, grant/subsidy from the state government.

Tariff Rationalisation Measures:

Computation of over drawl penalty: Hon’ble Commission in their order on Retail Supply Tariff for FY 2010 has stated that “The Commission has also accepted the principle of Time of Day tariff since 1.4.2005 providing a rebate @ 10 paise per unit on consumption during the off-peak hours. The Commission has defined the peak hour as between 6 AM to 10 AM and 6 PM to 10 PM. TOD tariff shall be applicable from 10 PM to 6 AM of the next day. The Commission allows drawl by the industries during off-peak hours up to 120% of their contract demand without levy of any penalty.

Billing of Lift Irrigation: Hon’ble Commission in the 5th Amendment OERC (conditions of supply) Code 2004 have reclassified the existing category as per specific activities. Accordingly, irrigation pumping and agriculture pertains to category relating to supply of power for pumping of water in lift irrigation, flow irrigation and for lifting of water from bore wells, dug wells, nallas, streams, rivulets, rivers, sumps exclusively for agricultural purposes.

Delayed Payment Surcharge: Hon’ble Commission decided that if payment is not made within the due date, DPS is chargeable for everyday of delay at 1.25% per month on the amount remaining unpaid (excluding arrears on account of DPS) in respect of certain categories of consumers.

KVAH Billing for LT Industrial Consumers: The licensee requested for introduction of KVAH base tariff for energy drawl for all the three phase industrial consumers receiving supply in LT and HT and for which presently no PF penalty is provided in the tariff and whose meter is capable of reading KVAH component of energy.

Rebate on Prompt Payment: The licensee can avail a rebate of 2% for prompt payment of BST bill within two working days of presentation of BST bills and 1% is paid within 30 days. The Hon’ble Commission had directed to pay the rebate to all consumers except domestic, general purpose, irrigation and small industry category, if payment is made within three working days of presentation of the energy bill to the consumers and fifteen days in case of others.

Service charges for Door Collection: To inculcate a sense of commercial discipline and encourage payment at collection counters/customer care centres, the licensee proposes to introduce a service charge of Rs 10 per bill for door to door collection.   

ANALYSIS OF THE PROPOSAL


Revenue Gap

The NESCO has submitted a proposal for Revenue Gap of Rs 592.59 Crore during the FY 2010-11. This gap is calculated taking into account truing up of Revenue Gap for FY 2009-10 amounting Rs 117.21 Crore and amortisation of Regulatory Assets amounting Rs 172.95 Crore. The Company has requested the Commission to bridge the total revenue gap through combination of reduction in Bulk Supply Tariff, grant/subsidy from the Government of Orissa and/or increase in Retail Supply Tariff. The calculation of Revenue Gap by the Company is presented in the following.

Revenue Gap of NESCO for FY 2010-11
(Rs in Crore)

	Expenditure including special appropriation in FY 2010-11
	1388.67

	Reasonable return for FY 2010-11
	12.23

	Amortisation of Regulatory Assets
	172.95

	Truing up of Revenue Gap for FY 2009-10
	117.21

	Sub Total
	1691.06

	Revenue from sale of power at existing tariff  in FY 2010-11
	1081.17

	Non-Tariff Income
	17.30

	Total Revenue Gap (existing tariffs)
	592.59


The revenue gap projected by the Company during the FY 2010-11 is high as the projection of distribution loss is high as per the recommendation of Kanungo Committee. The gap can, therefore, be reduced by reducing distribution loss. Further the Company has shown higher revenue gap by including amortisation of Regulatory Assets and uncovered revenue gap for FY 2009-10 in the revenue requirement for FY 2010-11. But there is no rationale for transferring the past loss of the Company to the consumers.

Demand Forecasting

NESCO has projected an increase in 17.37 per cent sale of power during FY 2010-11 over estimated figure of FY 2009-10 against 12.21 per cent increase in purchase of power. While there is significant increase (25.21%) in projected sale for LT consumers during FY 2010-11 followed by sale for EHT consumers, there is only 8.39% increase in projected sale for HT consumers. Further, there is decline in estimated sale for LT consumers during FY 2009-10 from projected sale. Hence, the projection of LT sale seems to be unrealistic. NESCO has not followed any scientific method of demand forecasting for FY 2010-11. Following the rule of thumb, it has projected a significant increase (25.21%) in demand by LT consumers. The Company had projected 1233.25 MU during FY 2009-10, which has now estimated at 1159.25 MU for the same year, i.e. a decrease by 74 MU (i.e., 6.00%). Therefore, the projection of increase in demand of 25.21 per cent by the LT consumers during 2010-11 seems to be very high. NESCO has projected high LT demand as by projecting high LT demand it can show high distribution loss.  

Sale of Power to different Categories of Consumers (In MU)
	Sale / Purchase
	2009-10
	2010-11


	% Change

over 2009-10

	
	Projected
	Estimated
	% Change
	
	

	LT
	1233.25
	1159.25
	-6.00
	1451.481
	25.21

	HT
	511.85
	691.94
	35.18
	750.018
	8.39

	EHT
	1358.56
	1553.624
	14.36
	1794.574
	15.51

	Total Sale
	3103.66
	3404.81
	9.70
	3996.073
	17.37

	Total Purchase
	4357.48
	4966.90
	13.99
	5573.324
	12.21


Distribution Loss
NESCO has proposed a higher revenue gap in order to attract more tariffs from the consumer along with Govt. subsidy and/or reduction in BST. However, NESCO has shown inefficiency in reducing distribution loss. Kanungo Committee had recommended reduction of 5% loss each year, while the business plan recommended reduction of 3% loss each year. Neither of these two is adhered to by the licensee. It therefore seems that NESCO has not satisfied the requirement of power sector reform. Though NESCO has shown a decline in distribution loss overtime, as can be seen from the chart given below, still the rate of decline is not in accordance with the above recommendations. 
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The Company has projected distribution loss of 28.30% in 2010-11 against 31.45% (estimated) in 2009-10. However, while computing the distribution loss, the licensee has taken into consideration sale together at LT, HT and EHT. But in Orissa, energy input to the DISTCOs is measured at GRID substations and at metering points of the EHT consumers. Therefore, any sale at EHT by DISTCOs carries zero loss. Distribution loss in respect of NESCO excluding sale at EHT level is, however, much higher than that computed by NESCO. It becomes 41.74% in 2010-11 as against 28.30% computed by NESCO. Similarly, the distribution loss excluding sale at EHT level during 2009-10 is much higher than that was computed by NESCO (See Table below).  

The loss at the LT side, which we understand as domestic and other low voltage categories, is a matter of concern. It is projected at about 44% during the FY 2010-11. Surprisingly, it is observed that instead of reducing LT loss, NESCO has shown an increase in LT loss from 43% during 2009-10 to 44% during 2010-11. 

It is a matter of concern that the distribution loss calculated by excluding sale at EHT level has increased from 41.81% in 2009-10 (projected) to 45.77% in 2009-10 (estimated). Though NESCO’s projection has shown distribution loss for 2010-11 excluding sale at EHT at 41.74%, the earlier experience shows that it would be more than that. 
Distribution Loss of NESCO 
	
	2009-10
	2010-11

(Projected) 
	Change

over 2009-10

	
	Projected
	Estimated
	Change


	
	

	Distribution Loss (MU)
	1253.82
	1562.09
	308.27 (24.59%)
	1577.251
	15.161 (0.97%)

	% Distribution Loss (including EHT as per SOUTHCO)
	28.77
	31.45
	2.68
	28.30
	-3.15

	% Distribution loss (excluding sale at EHT)
	41.81
	45.77
	3.96
	41.74
	-4.03
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AT&C Loss


The Hon’ble Commission had approved AT&C loss at 29.23% for FY 2008-09, but the licensee has achieved it at 38.60%, an increase of 9.37 percentage points. The approval figure during 2009-10 was 24.50%, but the utility has estimated it at 34.19%. Though it is a reduction from the FY 2008-09, still the licensee has not adhered to the Commission’s approval of AT&C loss during FY 2009-10. At the same time, the licensee has projected a higher percentage of AT&C loss (30.45%) for the FY 2010-11 than that was approved for the FY 2009-10.  

AT&C Loss of NESCO

	Year
	Approved
	Actual


	2008-09 
	29.23
	38.60


	2009-10 
	24.50
	34.19 (Estimated)

	2010-11 
	
	30.45

(Projected)


The trend in the AT&C loss of NESCO from 1999-2000 to 2010-11 (presented below) shows that there is decline in AT&C loss overtime, but still it has not satisfied the business plan given by OERC.
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Collection Efficiency

The licensee has estimated 96 per cent collection efficiency for FY 2009-10 and projected 97 per cent for FY 2010-11. However, this includes the collection efficiency from the new connections, which is expected to be cent per cent. If we consider the new connections, then NESCO needs to increase the collection efficiency more than the estimated one. However, the collection efficiency estimated for FY 2009-10 has not achieved the figure approved by OERC (i.e. 98%). The Company should make more effort to reach a target of 99% collection efficiency during FY 2010-11. With this increase in collection efficiency the revenue of the Company would increase further. This would reduce the AT & C loss further.  
Collection Efficiency of NESCO

	
Year
	Approved
	Actual

	2007-08
	
	93.22

	2008-09 
	95
	94

	2009-10 
	98
	96 (Estimated)

	2010-11 
	
	 97 (Projected)


The trend in collection efficiency of NESCO from 1999-2000 to 2010-11 shows that it is increasing at a very slow rate.  
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Outstanding Arrears

The Company has included previous loss in the calculation of revenue gap. But it has not put any effort to collect the arrears, which is huge. If these arrears could be collected then the deficit would be reduced drastically and there would not be any need to raise tariff. 
Annual Revenue Requirement

Distribution Cost

NESCO has projected distribution cost by an increase of 99.58 per cent during the FY 2010-11 over the estimated figure of FY 2009-10. But this is an increase of about 154.39 per cent over the figure approved by the Hon’ble Commission for 2009-10. Further, the estimated figure for FY 2009-10 is 27.46 per cent higher than the figure approved by the Hon’ble Commission. That means the Company has not adhered to the approved figure. The highest percentage increase is in the case of R&M cost. The R&M cost projected for FY 2010-11 is an increase of 355.42% over the approved figure for FY 2009-10, while the estimated R&M figure of FY 2009-10 is 23.57 per cent higher than the approved figure. The projected figures of employee cost and A&G cost for 2010-11 are 103.47% and 167.94% respectively higher over the approved figure for 2009-10. Hence, the projected distribution cost for FY 2010-11 is on the very high side. This higher cost is proposed in order to show higher revenue requirement. This can be reduced in order to reduce the revenue gap.     

Distribution Cost of NESCO (Rs in Crore)

	
	2009-10
	2010-11
	% Change over 2009-10 estimated

	
	Approved
	Estimated
	% Change 
	
	

	Employee Cost
	114.28
	142.01
	24.26
	232.53
	63.74

(103.47)

	R&M Cost
	27.01
	34.45
	23.57
	126.97
	268.56

(355.42)

	A&G Cost
	15.75
	24.81
	57.52
	42.20
	70.09

(167.94)

	Distribution Cost
	157.91
	201.27
	27.46
	401.70
	99.58

(154.39)


Note: Figures in the parentheses indicate percentage change over approved figure for 2009-10

Reasonable Return 

NESCO has claimed Rs 12.23 Crore return on equity in its revenue requirement proposal. We have an apprehension that such a practice would violate the very basic principles of finance, i.e. the capital increases/decreases due to the profit/losses of the business. Ignoring the loss (accumulated loss) and allowing return on the equity would have negative effect on the sector in general and consumers in particular. When the licensee gets return on the equity there is an incentive for more equity financing. 

Bad and Doubtful Debt

The licensee has projected Rs 41.21 crore as bad debts and included in the ARR of FY 2010-11. Since it is due to the inefficiency of the licensee, this should not be imposed on the general consumers. Hence, the Hon’ble Commission may not consider this proposal of the licensee. 

Summing Up

It is found from the foregoing analysis that NESCO has not taken any step to reduce distribution loss substantially as recommended by the Kanungo Committee and OERC. The licensee needs to increase the collection efficiency. By reducing distribution loss as suggested above and improving collection efficiency the proposal of raising tariff can be avoided, which is for the best interest of the consumers and in conformity with the power sector reform. Further, there is a need to make effort to collect arrears in order to reduce deficit.

Southern Electricity Supply Company of Orissa Limited (SOUTHCO)

A BRIEF SUMMARY OF THE PROPOSAL

SOUTHCO has projected energy purchase of 2530 MU during FY 2010-11 based on the estimated consumption of 1448.290 MU by different categories of consumers. The projection of sale of energy to LT consumers is 923.993 MU, HT consumer is 234.139 MU and for EHT category is 290.159 MU. The distribution loss is estimated at 42.76% in FY 2010-11 by a reduction of 4.01 percentage points from 46.77% during FY 2009-10. 

Power purchase cost for the FY 2010-11 has been estimated at Rs. 230.23 crore with BSP @70 paise per unit and transmission charge @ 20.50 paise per unit.

The AT & C loss is estimated at 44.47% during FY 2010-11 against 48.90% in the year 2009-10, thereby reducing 4.43 percentage points. The licensee has taken it as challenge and planned different measures like metering, spot billing role out plan, energy audit, automated meter reading system, IT/automation modules implementation, Consumer indexing etc for reducing AT&C loss. 

Expenditure including special appropriation, reasonable return, amortization of regulatory assets, truing up of revenue gap for FY 2009-10 is projected at Rs. 1092.68 crore during FY 2010-11. After deducting the revenue collected by sale of power at existing tariffs (Rs. 386.59 crore) and non-tariff income (amounting Rs. 9.76 crore) from expenditure, an amount of Rs. 696.33 crore remains as total revenue gap for the FY 2010-11.

SOUTHCO promises to invest Rs. 293.25 crore on capital expenditure scheme including new and ongoing schemes. The licensee humbly requests to bridge the revenue gap by retail supply tariff hike to the tune of Rs. 113.12 crore or reduction in BST through adjustment of surpluses on account of trading and UI, grants/subsidy from the state government.

The licensee has also proposed tariff rationalization measures like computation of over drawl penalty, billing of lift irrigation, delayed payment surcharge, KVAH billing for LT industrial consumer, service charges for door collection etc.

GIST OF THE PROPOSAL

Southern Electricity supply company of Orissa Ltd., Berhampur (SOUTHCO), a Distribution and Retail Supply Licensee, is the holder licensee No. 2/99 granted by OERC under 15 of the OERC vide their order dated 31st March, 1999 has been carrying out the business of distribution and retails supply of electricity in the eight districts of Orissa namely Ganjam, Gajapati, Boudh, Kandhamala, Rayagada, Koraput, Nawarangpur and Malkangiri.

Existing tariffs of SOUTHCO do not cover costs and affect financial viability and sustainability of distribution and retail supply operations. Therefore, recovery of costs is of paramount importance to ensure financial viability of Licensee. 

Projection of Energy for FY 2010-11:

The purchase of energy has been estimated at 2530 MU during FY 2010-11. The sale of energy has been estimated at 1448.290 MU during FY 2010-11. The licensee proposes to reduce the distribution losses by 4.01% from estimated 46.77% in FY 2009-10 to 42.76% in FY 2010-11.

(i) For LT category, the sale of energy is projected at 923.993 MU during FY 2010-11 against 770.646 MU estimated for FY 2009-10 due to increase in sales for economic growth.

(ii) For HT category, the sale of energy is projected at 234.139 MU during FY 2010-11 against 237.197 MU estimated for FY 2009-10.

(iii) For EHT category, the sale of energy is projected at 290.159 MU during FY 2010-11 against 229.263 MU during FY 2009-10.

Distribution loss of FY 2010-11:

The licensee has projected distribution loss at 42.76% in FY 2010-11 against 46.77% in FY 2009-10 by a reduction of around 4.01%.

Collection Efficiency:

The collection efficiency of SOUTHCO during FY 2008-09 was 93.88% and is expected to increase by around 2.12% during FY 2009-10, i.e. to 96%. During FY 2010-11, SOUTHCO proposes to increase the collection efficiency by 1%, i.e. to 97%.

AT & C Loss:

While approving the annual revenue requirement for the year 2003-04, the Hon’ble Commission through a landmark & revolutionary decision recognized for the first time in the regulatory regime, the AT & C loss concept as distinct from the conventional T & D loss and adopted the same as a performance parameter.

For the FY 2010-11, the licensee is targeting 44.47% AT & C loss against 48.90% in the year 2009-10. The reduction target of AT & C loss of around 4.43% during FY 2010-11 is challenging. Keeping in mind the existing harsh ground realities and the capital intensive and time consuming nature of such exercise the licensee has taken up the same as a challenge and has planned the following measures to reduce AT & C loss.

(i) Metering: The licensee had inherited a system in which more than 70 % of the consumers were un-metered or had defective meters. The billing database were incorrect, did not have details of meters and other vital information. So, the licensee immediately launched multiple activities to rectify these problems. In compliance with the directions issued by the OERC, SOUTHCO has completed almost 100% feeder level metering and subsequently completed the consumer metering for majority of the consumers. The licensee has procured and installed 480 number of AMR (Automated Meter Reading) systems at the site of high value customers for curbing theft of electricity. The licensee is in the process of installing 6000 nos. of single phase static meters. 

(ii) Spot Billing Roll out Plan: Earlier there were two different spot billing agencies operating in licensee’s area for generation of around 3.5 lakh consumer bills. Due to many deficiencies in operations and high level of billing inaccuracies, licensee has replaced the said agencies with new agencies with modified agreement having stringent provisions of penalties for non-performance.. The licensee has already covered large number of consumers under spot billing, and in the FY 2010-11 it is proposed to roll out spot billing for all the balance consumers which are not covered under spot billing.

(iii) Energy Audit: The licensee is continuing with the energy audit exercise in its licensed area of supply through internal team and local agencies. SOUTHCO has completed the metering of 584 nos. of 33 kv & 11 kv feeder meters and 9236 distribution transformer meters so as to implement the Energy Audit successfully. The licensee proposes to carry out Energy Audit activity in selected divisions for which the 100% Grid and Feeder metering is required to be done along with 2000 Distribution Transformer metering.

(iv) Automated Meter Reading System: The licensee had initiated drive for installation of Automated Meter Reading System on pilot basis for consumer above 40 KW load. So far the automated meter reading system has been installed in 1850 consumers and remaining 1150 shall be completed by March 2010.

(v) IT/Automation Modules Implementation: The licensee proposed for implementing different IT/automation modules for improvement in the operational efficiencies. 

(vi) Consumer Indexing: SOUTHCO has initiated the process of consumer indexing. It will be a onetime 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 data base of DTR wise consumer indexing.

(vii) Pre-paid metering: The licensee proposes to install pre-paid metering system for the temporary connections, LI points and Govt. connections.

(viii) Special Police Stations: The special Police Stations in the licensee’s areas have started functioning at Berhampur. As per the agreement with the state government, the DISCTCO has to bear the salary costs, vehicle hire charges, telephone bills and TA bills of police force deputed at special police stations. Thus, the licensee proposes the establishment of Energy police stations and estimates the expenditure of Rs. 3.74 crs under the head of A&G expenses. 

(ix) Data Sources: The accounts up to March 2009 have been audited as per Companies Act and copies of the audited accounts have already been submitted to the Hon’ble Commission. Thus, the licensee submits that the data given by it is authentic and reliable for formation of revenue requirement and tariff application for the year 2010-11.

Revenue Requirement

(i) Sales Forecast: For projecting the consumptions of different categories, the licensee has analysed the past trends of consumption pattern for last eight years, i.e. 2001-02 to 2008-09. The growth in the LT category has been estimated in FY 2010-11 to be 19.90%. However, for HT and EHT category of consumers, the consumption has been projected based on current/part trends and other factors such as global recession. 

The sales for the FY 2010-11 of LT category, HT category and EHT category consumers are 923.993 MU, 234.139 MU and 290.159 MU respectively. Thus, the total sale is projected to be 1448.290 MU.  

(ii) Power Purchase Expenses: For the year 2010-11, energy input of 2530 MU has been estimated based on the estimated sale of 1448.290 MU and distribution loss of 42.76%. Power purchase cost for the FY 2010-11 has been estimated at Rs. 230.23 crs with BSP @70 p/u and transmission charges @20.50 p/u along with the SLDC charges. Considering additional load towards inclusion of BPL and APL consumer under RGGVY and BGJ, the licensee proposes a SMD of 410 MVA for FY 2010-11.

(iii) Employees Expenses: The total employee expenses after capitalization projected for FY 2010-11 is Rs. 199.40 crs including Terminal Benefits of Rs. 45.86 crs.

(iv) Administrative and General Expenses: The A&G expenses for FY 2010-11 is projected at Rs. 34.70 cr. (Rs. 18.07 cr for normal A&G and Rs. 16.63 cr for additional A&G expenses).

(v) Repair and Maintenance Expenses: The total R&M expenses for FY 2010-11 is projected at Rs. 103.38 cr.

(vi) Provision for Bad and Doubtful Debts: The licensee has considered the amount equivalent to the collection inefficiency as bad and doubtful debts while estimating the ARR for FY 2010-11. Considering the proposed collection efficiency of 97% for FY 2010-11, the bad debts equivalent to 3% of the estimated revenue billed, i.e. Rs. 11.60 cr has been considered. 

(vii) Depreciation: The depreciation for FY 2010-11 is projected at RS. 16.85 cr.

(viii) Interest Expenses: The total interest chargeable to revenue proposed by the licensee for FY 2010-11 is Rs. 46.71 cr.

(ix) Amortisation of Regulatory Asset: The licensee humbly requests the Hon’ble Commission to allow amortization of Regulatory Asset to the extent of Rs. 371.44 cr for FY 2010-11.

(x) Provision for Contingency: The license respectfully submits to allow Rs. 1.75 cr @ 0.375% of Gross Fixed Assets at beginning of the year towards this for FY 2010-11.

(xi) Truing up of Revenue Gap for FY 2009-10: The licensee humbly requests the Commission to allow truing up of estimated uncovered gap of Rs. 68.52 cr relevant to FY 2009-10 as part of FY 2010-11 ARR.

(xii) Reasonable Return: The licensee has assumed reasonable return amounting to Rs. 8.11 cr as calculated @ 16% on equity capital.

(xiii) Revenue at existing Tariff: The total revenue based on the existing tariffs applicable for the projected sales is estimated at Rs. 386.59 cr.

(xiv) Non Tariff Income: The licensee has proposed Rs 9.76 cr as non-tariff income for the ensuing year 2010-11 as the licensee proposes to abolish meter rent for all the categories.

Summary of ARR & Revenue Gap:

The revenue gap for the FY 2010-11 at existing tariff is arrived at Rs. 696.33 cr. If the additional revenue with proposed RST hike is considered then the net revenue gap becomes Rs 583.21 cr.

Capital Expenditure Programme: 
SOUTHCO proposes to invest Rs 293.25 cr on capital expenditure schemes in the ensuing year including new schemes and ongoing schemes.

Tariff Proposal:

The revenue gap for FY 2010-11 will be bridged out of Retain Supply Tariff hike to the tune of Rs 113.12 cr, and reduction in Bulk Supply Tariff through adjustment of surpluses on account of trading and UI, grant/subsidy from the state government.

Tariff Rationalisation Measures:

Computation of over drawl penalty: Hon’ble Commission in their order on Retail Supply Tariff for FY 2010 has stated that “The Commission has also accepted the principle of Time of Day tariff since 1.4.2005 providing a rebate @ 10 paise per unit on consumption during the off-peak hours. The Commission has defined the peak hour as between 6 AM to 10 AM and 6 PM to 10 PM. TOD tariff shall be applicable from 10 PM to 6 AM of the next day. The Commission allows drawl by the industries during off-peak hours up to 120% of their contract demand without levy of any penalty.

Billing of Lift Irrigation: Hon’ble Commission in the 5th Amendment OERC (conditions of supply) Code 2004 have reclassified the existing category as per specific activities. Accordingly, irrigation pumping and agriculture pertains to category relating to supply of power for pumping of water in lift irrigation, flow irrigation and for lifting of water from bore wells, dug wells, nallas, streams, rivulets, rivers, sumps exclusively for agricultural purposes.

Delayed Payment Surcharge: Hon’ble Commission decided that if payment is not made within the due date, DPS is chargeable for everyday of delay at 1.25% per month on the amount remaining unpaid (exclusively arrears on account of DPS) in respect of certain categories of consumers.

KVAH Billing for LT Industrial Consumers: The licensee requested for introduction of KVAH base tariff for energy drawl for all the three phase industrial consumers receiving supply in LT and HT and for which presently no penalty is provided in the tariff and whose meter is capable of reading KVAH component of energy.

Rebate on Prompt Payment: The licensee can avail a rebate of 2% for prompt payment of BST bill within two working days of presentation of BST bills and 1% is paid within 30 days. The Hon’ble Commission had directed to pay the rebate to all consumers except domestic, general purpose, irrigation and small industry category, if payment is made within three working days of presentation of the energy bill to the consumers and fifteen days in case of others.

Service charges for Door Collection: To inculcate a sense of commercial discipline and encourage payment at collection counters/customer care centres, the licensee proposes to introduce a service charge of Rs 10 per bill for door to door collection.   

ANALYSIS OF THE PROPOSAL

Revenue Gap



The SOUTHCO has submitted a proposal for Revenue Gap of Rs 696.33 Crore during the FY 2010-11. This gap is calculated taking into account truing up of Revenue Gap for FY 2009-10 amounting Rs 68.52 Crore and amortisation of Regulatory Assets amounting Rs 371.44 Crore. The Company has requested the Commission to bridge the total revenue gap through combination of reduction in Bulk Supply Tariff, grant/subsidy from the Government of Orissa and/or increase in Retail Supply Tariff. The calculation of Revenue Gap by the Company is presented in the following.

Revenue Gap of SOUTHCO for FY 2010-11
(Rs in Crore)

	Expenditure including special appropriation in FY 2010-11
	644.62

	Reasonable return for FY 2010-11
	8.11

	Amortisation of Regulatory Assets
	371.44

	Truing up of Revenue Gap for FY 2009-10 
	68.52

	Sub Total
	1092.68

	Revenue from sale of power at existing tariff  in FY 2010-11
	386.59

	Non-Tariff Income
	9.76

	Total Revenue Gap (existing tariffs)
	696.33


The revenue gap projected by the Company during the FY 2010-11 is high as the projection of distribution loss is high as per the recommendation of Kanungo Committee. The gap can, therefore, be reduced by reducing distribution loss. Further, there is no rationale for transferring the past loss of the Company amounting Rs 68.52 Crore to the consumers.

Demand Forecasting

SOUTHCO has projected an increase in 17.07 per cent sale of power during FY 2010-11 over estimated figure during FY 2009-10 against 8.86 per cent increase in purchase of power. While there is significant increase in projected sale for LT and EHT consumers during FY 2010-11, there is decline in projected sale for HT consumers. Further, there is significant decline in estimated sale for LT and HT consumers during FY 2009-10 from projected sale. Hence, the projection of LT sale seems to be unrealistic. SOUTHCO has not followed any scientific method of demand forecasting for FY 2010-11. Following the rule of thumb, it has projected a significant increase (19.90%) in demand by LT consumers. The Company had projected 936.45 MU during FY 2009-10 which has now estimated at a lower level of 770.646 MU for the same year, i.e. a decrease of 165.80 MU. Therefore, the projection of increase in demand of 19.90 per cent by the LT consumers during FY 2010-11 seems to be very high. SOUTHCO has projected high LT demand as by projecting high LT demand it can show high distribution loss.  

Sale of Power to different Categories of Consumers (In MU)
	Sale / Purchase
	2009-10
	2010-11


	% Change

over 2009-10

	
	Projected
	Estimated
	% Change
	
	

	LT
	936.45
	770.646
	-17.71
	923.993
	19.90

	HT
	260.25
	237.197
	-8.86
	234.139
	-1.29

	EHT
	225.41
	229.263
	1.71
	290.159
	26.56

	Total Sale
	1422.11
	1237.106
	-13.01
	1448.291
	17.07

	Total Purchase
	2350
	2324
	-1.11
	2530
	8.86


Distribution Loss

SOUTHCO has proposed a higher revenue gap in order to attract more tariffs from the consumer along with Govt. subsidy and/or reduction in BST. However, SOUTHCO has shown inefficiency in reducing distribution loss as per the recommendation of the Kanungo Committee. Kanungo Committee had recommended reduction of 5% loss each year, while the business plan recommended reduction of 3% loss each year. Neither of these two is adhered to by the licensee. Contrary to this, SOUTHCO has shown a rising distribution loss overtime, which can be seen from the following chart. It therefore seems that SOUTHCO has not satisfied the requirement of power reform. 
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The Company has projected distribution loss of 42.76% in 2010-11 against 46.77% (estimated) in 2009-10. However, while computing the distribution loss, the Company has taken into consideration sale together at LT, HT and EHT. But in Orissa, energy input to the DISTCOs is measured at GRID substations and at metering points of the EHT consumers. Therefore, any sale at EHT by DISTCOs carries zero loss. Distribution loss in respect of SOUTHCO excluding sale at EHT level is, however, much higher than that computed by SOUTHCO. It becomes 48.29% in FY 2010-11 as against 42.76% computed by SOUTHCO. Similarly, the distribution loss excluding sale at EHT level during FY 2009-10 is much higher than that was computed by SOUTHCO (See Table below).  
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The loss at the LT side, which we understand as domestic and other low voltage categories, is a matter of concern. It is projected at about 42.34% during the FY 2010-11. Though SOUTHCO has shown a reduction in the LT loss from 46.43% during FY 2009-10 to 42.34% during FY 2010-11, there is a need to reduce this loss much more. 

It is a matter of concern that the distribution loss calculated by excluding sale at EHT level has increased from 43.67% in 2009-10 (projected) to 51.89% in 2009-10 (estimated). Though the projection of loss for 2010-11 excluding sale at EHT comes down to 48.29%, the earlier experience shows that it would be more than that. 

It is surprising to observe that sale to LT and HT consumers has declined during FY 2009-10 (estimated) from FY 2009-10 (projected). However, there is increase in distribution loss by 159 MU (17.14%). This shows that there is inefficiency in reducing the loss. The loss, which has increased, should have decreased with no increase in sale.  
Distribution Loss of SOUTHCO 

	
	2009-10
	2010-11


	Change

over 2009-10 (estimated)

	
	Projected
	Estimated
	Change


	
	

	Distribution Loss (MU) 
	927.89
	1086.89
	159

(17.14)
	1081.71
	-5.18

(-0.48)

	% Distribution Loss (including EHT as per SOUTHCO)
	39.48
	46.77
	7.29
	42.76
	-4.01

	% Distribution loss (excluding sale at EHT)
	43.67
	51.89
	8.22
	48.29
	-3.6


Note: Figures in the parentheses indicate percentage change. 

[image: image14.emf]43.67

51.89

48.29

38

40

42

44

46

48

50

52

%

2009-10

(Projected)

2009-10

(Estimated)

2010-11

(Proposed)

Year

Distribution Loss of SOUTHCO excluding 

sale at EHT


AT&C Loss


The Hon’ble Commission had approved AT&C loss at 29.36% for FY 2009-10, but the licensee has estimated it at 48.90%, an increase of 19.54 percentage points. Though it is a reduction of 2.08 percentage points from the FY 2008-09, still the licensee has not adhered to the Commission’s approval of AT&C loss during FY 2009-10. On the other hand, the licensee has projected a significantly higher percentage of AT&C loss (44.47%) for the FY 2010-11 than that was approved for the FY 2009-10.  

AT&C Loss of SOUTHCO

	
Year
	Approved
	Actual

	2008-09 
	34.60
	50.98

	2009-10 
	29.36
	48.90 

(Estimated)

	2010-11 
	
	44.47 (Projected)


The trend in the AT&C loss of SOUTHCO from 1999-2000 to 2010-11 (presented below) shows that initially AT&C loss has declined till FY 2004-05, which thereafter started increasing contrary to the business plan given by OERC.
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Collection Efficiency

The licensee has estimated 96 per cent collection efficiency for the FY 2009-10 and projected 97 per cent for the FY 2010-11. However, this includes the collection efficiency from the new connections, which is expected to be cent per cent. If we consider the new connections, then SOUTHCO needs to increase the collection efficiency more than the estimated one. The Company should make more effort to reach a target of 99% collection efficiency during FY 2010-11. With this increase in collection efficiency the revenue of the Company would increase further. This would reduce the AT & C loss further.  

Collection Efficiency of SOUTHCO

	
Year
	Approved
	Actual

	2008-09 
	94.0
	93.88

	2009-10 
	98
	96 

(Estimated)

	2010-11 
	
	 97

(Projected)


The trend in collection efficiency of SOUTHCO from 1999-2000 to 2010-11 shows that it is increasing at a very slow rate. The cent per cent achievement during FY 2004-05 could be due to inclusion of collection of arrear in that year. 
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Outstanding Arrears

The Company has included previous loss in the calculation of revenue gap. But it has not put any effort to collect the arrears, which is huge. If these arrears could be collected then the deficit would be reduced drastically and there would not be any need to raise tariff.    

Annual Revenue Requirement

Distribution Cost

SOUTHCO has projected distribution cost by an increase of 94.97 per cent during the FY 2010-11 over the estimated figure of FY 2009-10. But this is an increase of about 117.87 per cent over the figure approved by the Hon’ble Commission for FY 2009-10. Further, the estimated figure for FY 2009-10 is 11.74 per cent higher than the figure approved by the Hon’ble Commission. That means the Company has not adhered to the approved figure. The highest percentage increase is in the case of R&M cost. The R&M expenses projected for FY 2010-11 is an increase of 398.70 % over the approved figure for FY 2009-10, while the estimated R&M figure for FY 2009-10 is 54.46 per cent higher than the approved figure. The projected figure of employee cost and A&G cost for 2010-11 is 57.90% and 124.00% respectively higher over the approved figure for FY 2009-10. Hence, the projected distribution cost for FY 2010-11 is on the very high side. This higher cost is proposed in order to show higher revenue requirement. This can be reduced in order to reduce the revenue gap.     

Distribution Cost of SOUTHCO (Rs in Crore)

	
	2009-10 
	2010-11
	% Change over 2009-10 estimated

	
	Proposed
	Approved
	Estimated
	% Change over approved 
	
	

	Employee Cost
	172.28
	98.59
	100.71
	2.15
	155.67
	54.57

(57.90)

	R&M Cost
	106.22
	20.73
	32.02
	54.46
	103.38
	222.86

(398.70)

	A&G Cost
	33.74
	14.79
	17.13
	15.82
	33.13
	93.40

(124.00)

	Distribution Cost
	312.24
	134.11
	149.86
	11.74
	292.18
	94.97

(117.87)


Note: Figures in the parentheses indicate percentage change over approved figure for 2009-10.

Reasonable Return 

SOUTHCO has claimed Rs 8.11 Crore return on equity in its revenue requirement proposal. We have an apprehension that such a practice would violate the very basic principles of finance, i.e. the capital increases/decreases due to the profit/losses of the business. Ignoring the loss (accumulated loss) and allowing return on the equity would have negative effect on the sector in general and consumers in particular. When the licensee gets return on the equity there is an incentive for more equity financing. 

Bad and Doubtful Debt

The licensee has projected Rs 11.60 crore as bad debts and included in the ARR of FY 2010-11. Since it is due to the inefficiency of the licensee, this should not be imposed on the general consumers. Hence, the Hon’ble Commission may not consider this proposal of the licensee.
Summing Up

It is found from the foregoing analysis that SOUTHCO has neither taken any step to reduce distribution loss substantially as recommended by the Kanungo Committee and OERC nor has tried to project a significant improvement in collection efficiency. By reducing distribution loss as suggested above and improving collection efficiency the proposal of raising tariff can be avoided, which is for the best interest of the consumers and in conformity with the power sector reform. Further, there is a need to make effort to collect arrears in order to reduce deficit.
Western Electricity Supply Company of Orissa Limited (WESCO)

A BRIEF SUMMARY OF THE PROPOSAL

WESCO has projected energy purchase of 6500 MU during FY 2010-11 based on the estimated consumption of 4651 MU by different categories of consumers and distribution loss of 28.45%. The projection of sale of energy to LT consumers is 1584 MU, HT consumers is 1563 MU and EHT category is 1504 MU.

The distribution loss is projected at 28.45% during FY 2010-11 by a reduction of 3% from 31.45% estimated for FY 2009-10.   

Power purchase cost for the FY 2010-11 has been estimated at Rs 1137.50 cr with BSP @ 154 p/u and transmission charge @ 20.5 p/u. 

The AT & C loss is projected at 30.24% during FY 2010-11 against 33.50% in the year 2009-10, thereby reducing 3.26%. The licensee has taken it as a challenge and planned different measures like metering, spot billing role out plan, energy audit, automated meter reading system, IT/automation modules implementation, consumer indexing etc for reducing AT&C loss. 

Expenditure including special appropriation, reasonable return, amortization of regulatory assets, truing up of revenue gap for FY 2009-10 is projected at Rs 1989.59 cr. After deducting the revenue from sale of power at existing tariffs amounting to Rs 1345 cr and non-tariff income amounting to Rs 19.75 cr, an amount of Rs 624.84 cr remains as total revenue gap for the FY 2010-11. 

WESCO proposes to invest Rs 754 cr on capital expenditure scheme including new and ongoing schemes. The licensee humbly requests to bridge the revenue gap either by retail supply tariff hike to the tune of Rs 330 cr or reduction in BST through adjustment of surpluses on account of trading and UI, grants/subsidy from the state government.

The licensee has also proposed tariff rationalization measures like computation of over drawl penalty, billing of lift irrigation, delayed payment surcharge, KVAH billing for LT industrial consumer, service charges for door to door collection etc.   

GIST OF THE PROPOSAL

Introduction: 
Western Electricity Supply company of Orissa Ltd., Burla (WESCO), a Distribution and Retail Supply licensee No.4/99 granted by OERC under section 15 of the OERA has been carrying out the business of distribution and retail supply of electricity in the nine districts of Orissa namely Sambalpur, Sundargarh, Bolangir, Bargarh, Deogarh, Nuapada, Kalahandi, Sonepur and Jharsuguda.
Existing tariffs of WESCO do not cover costs and affect financial viability and sustainability of distribution and retail supply operations. Therefore, recovery of costs is of paramount importance to ensure viability of licensee.
Projection of Energy for FY 2010-11: 
The purchase of energy has been projected at 6500 MU during FY 2010-11 based on the distribution loss of 28.45% and energy sale of 4651 MU. For projecting the consumption of different categories of consumers, the licensee has analysed the past trends of consumption pattern for the last eight years i.e. FY 2001-2009. The licensee proposes to reduce the distribution losses by around 3% from estimated 31.45% in FY 2009-10 to 28.45% in FY 2010-11.

(iv) For LT category, the sale of energy is projected at 1584 MU during FY 2010-11 against 1317 MU estimated for FY 2009-10 due to increase in sales for economic growth.

(v) The average sales growth rate of around 2.96% for HT category has been estimated for the ensuing year. The sale of energy is projected at 1563 MU during FY 2010-11 against 1518 MU estimated for FY 2009-10.

(vi) The average sales growth is expected to be reduced by 4.39% for EHT category compared to the estimated sales of FY 2009-10 during the ensuing year based on non-drawl by M/S Bhusan Ltd and M/S Vedanta Ltd on account of use of their own CGP. Consumption of M/S Adhunik Ltd has been estimated to be increased by 71 MW under heavy category. The sale of energy is projected at 1504 MU during FY 2010-11 against 1573 MU during FY 2009-10.

Distribution Loss:

During FY 2010-11, the licensee proposes to reduce the distribution losses by around 3 percentage points from estimated 31.45% in FY 2009-10 to 28.45% in FY 2010-11.

Collection Efficiency:

The actual collection efficiency of WESCO during FY 2010-11 is expected to increase by 0.5%, i.e. from 97% to 97.5%, during FY 2009-10. 

AT & C Loss: 

While approving the ARR for the year 2003-04, the Hon’ble Commission through a landmark and revolutionary decision adopted for the first time in the regulatory decision as a performance parameter. For the FY 2010-11, the licensee is targeting 30.24% AT&C loss as against 33.50% during FY 2009-10. The licensee has taken it a challenge and planned the following measures to reduce AT & C loss.

(i) Metering: The licensee had inherited a system in which more than 70% of the customers were un-metered or had defective meters. The billing database were incorrect, did not have details of meters and other information. So, the licensee had lunched multiple activities to rectify these problems.

In compliance with the directions issued by the OERC, WESCO has completed almost 100% feeder level metering and subsequently completed the consumer metering. The licensee has procured and installed 1000 number of AMR (Automated Meter Reading) systems at the site of high value customers for effective monitoring to curb theft of electricity. The licensee is in the process of installing 75000 nos. of single phase static meters and 2000 nos. of three phase static meter. The licensee has also initiated drive for defective meter replacement and shifting of meters from inside to outside consumer premises for 70000 nos. of single phase meter.

(ii) Spot Billing Roll out Plan: Earlier the billing agency, namely M/S Phonix IT solution was operating in licensee’s area for generation of around 3.24 lakh consumer’s bills. Due to many deficiencies in operations and high level of billing inaccuracies, licensee has replaced the said agency with new agency, namely M/S Secure Meter having stringent provisions of penalties for non-performance. The licensee have already covered large number of consumers under spot billing and in the FY 2010-11, it is proposed to roll out spot billing for another 2lakhs consumers which are not covered under spot billing.

(iii) Energy Audit: WESCO is continuing with the energy audit exercise in its licensed area of supply through internal team and local agencies. The licensee is carrying out Energy Audit as a team effort in all the circles through energy audit cell under administrative control of MRT & HTM circle. Currently, energy audit is being carried out on a monthly basis on all the 33 KV feeders as well as 11 KV feeders. Licensee proposes to carry out Energy Audit activity in selected divisions for which the 100% Grid and Feeder metering is required to be done along with 2000 Distribution transformer metering. 

(iv) Automated Meter Reading System: The licensee had initiated drive for installation of Automated Meter Reading System on pilot basis for consumer above 40 KW load. So far the automated meter reading system has been installed in 710 consumers and remaining 290 shall be completed by 2010. 

(v) IT/Automation Modules Implementation: The licensee proposed for implementing different IT/automation modules for improvement in the operational efficiencies.       

(vi) Consumer Indexing: WESCO has initiated the process of consumer indexing. It will be a onetime 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 data base of DTR wise consumer indexing.

(vii) Special Police Stations: The special police stations in the licensee areas have started functioning at present at Sambalpur/Burla. As per the agreement, the DISCTO has to bear the salary costs, vehicle hire charges, telephone bills and TA bills of police force deputed at special police stations. The licensee has estimated Rs 3.81 cr towards this expenditure under the head of A&G expenses.  

(viii) Data Sources: The accounts up to March 2009 have been audited as per Companies Act and copies of the audited accounts have already been submitted to the Hon’ble Commission. Thus, the licensee submits that the data given by it is authentic and reliable for formation of revenue requirement and tariff application for the year 2010-11.

Revenue Requirement: 

(i) Sales Forecast: For projecting the consumptions of different categories, the licensee has analysed the past trends of consumptions pattern for last eight years i.e. 2001-09. The growth in the LT category has been estimated in FY 2010-11 to be 20%. However, for HT and EHT category of consumers, the consumption has been projected based on current/past trends and other factors such as global recession. The total sale for different categories is projected as 4651 MU for FY 2010-11.

(ii) Power Purchase Expenses: For the FY 2010-11, energy input of 6500 MU has been estimated based on the estimated consumption of 4651 MU and distribution loss of 28.45%. Power purchase cost has been estimated at Rs. 1137.50 crore with BST @ 154 p/u. including transmission charges @ 20.5 p/u. SLDC charges @ 27.08 lakh per month has also been considered during the ensuing year. Considering the above and additional load towards inclusion of BPL and APL consumer under RGGVY and BGJ, the licensee proposes a SMD of 1050 MVA for FY 2010-11. 

(iii) Employee Expenses: The total employee expenses after capitalization projected for FY 2010-11 is Rs. 250 crore including terminal benefits amounting to Rs. 49.14 crore.

(iv) Administrative & General Expenses: The total A & G expenses for the FY 2010-11 is projected as Rs. 36.55 crore.

(v) Repair & Maintenance Expenses: The total R & M expenses for the FY 2010-11 is projected as Rs. 109.44 crore.

(vi) Provision for bad and doubtful debts: Considering the proposed collection efficiency of 97.5% for FY 2010-11, the bad debts equivalent to 3.44% of the estimated revenue billed, i.e. Rs. 47.63 crore, is projected

(vii) Depreciation: The depreciation for the FY 2010-11 is projected at Rs. 31.92 crore.

(viii) Interest Expenses: The total interest chargeable to revenue proposed by the licensee for the year FY 2010-11 is Rs. 56 crore.

(ix) Amortisation of Regulatory Assets: The licensee humbly requests the Hon’ble Commission to allow amortization of regulatory assets to the extent of Rs. 218.26 crore for FY 2010-11.

(x) Provision for Contingency: The licensee respectfully submits to allow Rs. 3.35 crore, which is @0.375% of Gross Fixed Assets, towards provision for contingency for FY 2010-11.

(xi) Truing up of Revenue Gap for FY 2009-10: The licensee humbly requests the commission to allow truing up of estimated uncovered gap of Rs. 89.89 crore relevant to FY 2009-10 as part of FY 2010-11.

(xii) Reasonable Return: The licensee has allowed reasonable return amounting to Rs. 9.03 crore calculated @ 16% on equity capital.

Revenue at Existing Tariff: 

The total revenue based on the existing tariffs applicable for the projected sales is estimated at Rs. 1345 crore.

Non-tariff Income: The licensee has proposed Rs. 19.75 crore as non-tariff income for the ensuring year FY 2010-11.

The Revenue Gap for the year 2010-11: 

The revenue gap for FY 2010-11 at the existing tariff is arrived at Rs. 624.84 crore. If the additional revenue at proposed tariff is considered then the revenue gap becomes Rs 294.84 crore.

Tariff Proposal: 

WESCO requests to bridge the revenue gap for FY 2010-11 through RST hike to the tune of Rs. 330 crore and reduction in BST through adjustment of surpluses on account of trading and UI, Grant/subsidy form state government.

Capital Expenditure Programme: 

WESCO proposes to invest Rs. 754 crore on capital expenditure schemes in the ensuring year including new schemes and ongoing schemes.

Tariff Rationalisation Measures:

Computation of over drawl penalty: Hon’ble Commission in their order on Retail Supply Tariff for FY 2010 has stated that “The Commission has also accepted the principle of Time of Day tariff since 1.4.2005 providing a rebate @ 10 paise per unit on consumption during the off-peak hours. The Commission has defined the peak hour as between 6 AM to 10 AM and 6 PM to 10 PM. TOD tariff shall be applicable from 10 PM to 6 AM of the next day. The Commission allows drawl by the industries during off-peak hours up to 120% of their contract demand without levy of any penalty.

Billing of Lift Irrigation: Hon’ble Commission in the 5th Amendment OERC (conditions of supply) Code 2004 have reclassified the existing category as per specific activities. Accordingly, irrigation pumping and agriculture pertains to category relating to supply of power for pumping of water in lift irrigation, flow irrigation and for lifting of water from bore wells, dug wells, nallas, streams, rivulets, rivers, sumps exclusively for agricultural purposes.

Delayed Payment Surcharge: Hon’ble Commission decided that if payment is not made within the due date, DPS is chargeable for everyday of delay at 1.25% per month on the amount remaining unpaid (excluding arrears on account of DPS) in respect of certain categories of consumers.

KVAH Billing for LT Industrial Consumers: The licensee requested for introduction of KVAH base tariff for energy drawl for all the three phase industrial consumers receiving supply in LT and HT and for which presently no PF penalty is provided in the tariff and whose meter is capable of reading KVAH component of energy.

Rebate on Prompt Payment: The licensee can avail a rebate of 2% for prompt payment of BST bill within two working days of presentation of BST bills and 1% is paid within 30 days. The Hon’ble Commission had directed to pay the rebate to all consumers except domestic, general purpose, irrigation and small industry category, if payment is made within three working days of presentation of the energy bill to the consumers and fifteen days in case of others.

Service charges for Door Collection: To inculcate a sense of commercial discipline and encourage payment at collection counters/customer care centres, the licensee proposes to introduce a service charge of Rs 10 per bill for door to door collection.   

ANALYSIS OF THE PROPOSAL

Revenue Gap

The WESCO has submitted a proposal for Revenue Gap of Rs 624.84 Crore during the FY 2010-11. This gap is calculated taking into account truing up of Revenue Gap for FY 2009-10 amounting Rs 89.89 Crore and amortisation of Regulatory Assets amounting Rs 218.26 Crore. The Company has requested the Commission to bridge the total revenue gap through combination of reduction in Bulk Supply Tariff, grant/subsidy from the Government of Orissa and/or increase in Retail Supply Tariff. The calculation of Revenue Gap by the Company is presented in the following.

Revenue Gap of WESCO for FY 2010-11
(Rs in Crore)

	Expenditure including special appropriation in FY 2010-11
	1672.41

	Reasonable return for FY 2010-11
	9.03

	Amortisation of Regulatory Assets
	218.26

	Truing up of Revenue Gap for FY 2009-10
	89.89

	Sub Total
	1989.59

	Revenue from sale of power at existing tariff  in FY 2010-11
	1345

	Non-Tariff Income
	19.75

	Total Revenue Gap (existing tariffs)
	624.84


The revenue gap projected by the Company during the FY 2010-11 is high as the projection of distribution loss is high as per the recommendation of Kanungo Committee. The gap can, therefore, be reduced by reducing distribution loss. Further the Company has shown higher revenue gap by including amortisation of Regulatory Assets and uncovered revenue gap for FY 2009-10 in the revenue requirement for FY 2010-11. But there is no rationale for transferring the past loss of the Company to the consumers.

Demand Forecasting

WESCO has projected an increase in 5.51 per cent sale of power during FY 2010-11 over estimated figure of FY 2009-10 against 1.09 per cent increase in purchase of power. While there is significant increase (20.27%) in projected sale for LT consumers during FY 2010-11, there is very small increase in projected sale for HT (2.96%) and decline (-4.39%) in sale for EHT consumers. Further, there is marginal change (2.81%) in the estimated sale for LT consumers during FY 2009-10 from projected sale. Hence, the projection of LT sale seems to be unrealistic. WESCO has not followed any scientific method of demand forecasting for FY 2010-11. Following the rule of thumb, it has projected a significant increase (20.27%) in demand by LT consumers. Therefore, the projection of demand for an increase in 20.27 per cent by the LT consumers during 2010-11 seems to be very high. WESCO has projected high LT demand as by projecting high LT demand it can show high distribution loss.  

Sale of Power to different Categories of Consumers (In MU)
	Sale / Purchase
	2009-10
	2010-11


	% Change

over 2009-10

	
	Projected
	Estimated
	% Change
	
	

	LT
	1281
	1317
	2.81
	1584
	20.27

	HT
	1518
	1518
	0.00
	1563
	2.96

	EHT
	1573
	1573
	0.00
	1504
	-4.39

	Total Sale
	4372
	4408
	0.82
	4651
	5.51

	Total Purchase
	6290
	6430
	2.23
	6500
	1.09


Distribution Loss

WESCO has proposed a higher revenue gap in order to attract more tariffs from the consumer along with Govt. subsidy and/or reduction in BST. However, WESCO has shown inefficiency in reducing distribution loss. Kanungo Committee had recommended reduction of 5% loss each year, while the business plan recommended reduction of 3% loss each year. Neither of these two is adhered to by the licensee. It therefore seems that WESCO has not satisfied the requirement of power sector reform. Though WESCO has shown a decline in distribution loss overtime, as can be seen from the chart given below, still the rate of decline is very slow and not in accordance with the above recommendations. 
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The Company has projected distribution loss of 28.45% in FY 2010-11 against 31.45% (estimated) in FY 2009-10. However, WESCO had projected 30.49% during FY 2009-10, which is now estimated at 31.45%. While computing the distribution loss, the licensee has taken into consideration sale together at LT, HT and EHT. But in Orissa, energy input to the DISTCOs is measured at GRID substations and at metering points of the EHT consumers. Therefore, any sale at EHT by DISTCOs carries zero loss. Distribution loss in respect of WESCO excluding sale at EHT level is, however, much higher than that computed by WESCO. It becomes 37.01% in 2010-11 as against 28.45% computed by WESCO. Similarly, the distribution loss excluding sale at EHT level during 2009-10 is much higher than that was computed by WESCO (See Table below).  

The loss at the LT side, which we understand as domestic and other low voltage categories, is a matter of concern. Surprisingly, the licensee has projected a reduction of LT loss of 27.47% during FY 2010-11 from 38.02% during FY 2009-10.
Even though the distribution loss by excluding sale at EHT level has a declining trend from 41.63% in 2009-10 to 37.01% in 2010-11, still this is at a very high level. Though WESCO’s projection has shown distribution loss for 2010-11 excluding sale at EHT at 37.01%, the earlier experience shows that it would be more than that. 
Distribution Loss of WESCO 

	
	2009-10
	2010-11


	Change

over 2009-10 estimated

	
	Projected
	Estimated
	Change


	
	

	Distribution Loss (MU)
	1918
	2022
	104

(5.42)
	1849
	-173

(8.56)

	% Distribution Loss (including EHT as per WESCO)
	30.49
	31.45
	0.96
	28.45
	-3.0

	% Distribution loss (excluding sale at EHT)
	40.66
	41.63
	0.97
	37.01
	-4.62


Note: Figures in the parentheses indicate percentage change.
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AT&C Loss


The Hon’ble Commission had approved AT&C loss at 24.05% for FY 2009-10, but the licensee has estimated it at 33.50%, an increase of 9.45 percentage points. Though it is a reduction of 4.03 percentage points from the FY 2008-09, still the licensee has not adhered to the Commission’s approval of AT&C loss during FY 2009-10. On the other hand, the licensee has projected a higher percentage of AT&C loss (30.24%) for the FY 2010-11 than that was approved for the FY 2009-10.  

AT&C Loss of WESCO

	
Year
	Approved
	Actual


	2008-09 
	27.58
	37.63


	2009-10 
	24.05
	 33.50

(Estimated)

	2010-11 
	
	30.24 (Projected)


The trend in the AT&C loss of WESCO from 1999-2000 to 2010-11 (presented below) shows that there is decline in AT&C loss overtime, but still it has not satisfied the business plan given by OERC.
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Collection Efficiency

The licensee has estimated 97 per cent collection efficiency for the FY 2009-10 and has projected 97.5 per cent for the FY 2010-11. However, this includes the collection efficiency from the new connections, which is expected to be cent per cent. If we consider the new connections, then WESCO needs to increase the collection efficiency more than the estimated one. However, the collection efficiency estimated for FY 2009-10 (97%) has not achieved the figure approved by OERC (i.e. 98%). The licensee should make more effort to reach a target of 99% collection efficiency during FY 2010-11. With this increase in collection efficiency the revenue of the Company would increase further. This would reduce the AT & C loss further.  

Collection Efficiency of WESCO

	
Year
	Approved
	Actual


	2008-09 
	96.56
	93.86


	2009-10 
	98.0
	 97.0 (Estimated)

	2010-11 
	
	 97.5 (Projected)


The trend in collection efficiency of WESCO from 1999-2000 to 2010-11 shows that it is increasing at a very slow rate.  
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Outstanding Arrears

The Company has included previous loss in the calculation of revenue gap. But it has not put any effort to collect the arrears, which is huge. If these arrears could be collected then the deficit would be reduced drastically and there would not be any need to raise tariff.    

Annual Revenue Requirement

Distribution Cost

WESCO has projected distribution cost by an increase of 126.10 per cent during the FY 2010-11 over the estimated figure of FY 2009-10. However, WESCO could not spend the amount approved by the Commission for distribution cost during FY 2009-10. The highest percentage increase is in the case of R&M cost. The R&M cost projected for 2010-11 is an increase of 305.18% over the approved figure for FY 2009-10, though there was no change in the estimated R&M cost figure of 2009-10 from the approved figure. The projected figure of employee cost for FY 2010-11 is 0.73% lower than the approved figure for FY 2009-10 and that for A&G cost is 51.95% higher over the approved figure for FY 2009-10. Hence, the projected distribution cost for FY 2010-11 is on the very high side. This higher cost is proposed in order to show higher revenue requirement. This can be reduced in order to reduce the revenue gap.     

Distribution Cost of WESCO (Rs in Crore)

	
	2009-10 
	2010-11
	% Change over 2009-10 

	
	Proposed
	Approved
	Estimated
	% Change over approved 
	
	

	Employee Cost
	180.32
	138.88
	122.29
	-11.95
	137.87
	12.74

(-0.73)

	R&M Cost
	94.91
	27.01
	27.01
	0.00
	109.44 

(61.26 as differential cost approved up to 2008-09)
	305.18

(305.18)

	A&G Cost
	37.05
	22.81
	21.06
	-7.67
	34.66
	64.58

(51.95)

	Distribution Cost
	314.75
	188.70
	170.36
	-9.72
	385.18
	126.10

(104.12)


Note: Figures in the parentheses indicate percentage change over approved figure for 2009-10

Reasonable Return 

WESCO has claimed Rs 9.03 Crore return on the equity in its revenue requirement proposal. We have an apprehension that such a practice would violate the very basic principles of finance, i.e. the capital increases/decreases due to the profit/losses of the business. Ignoring the loss (accumulated loss) and allowing return on the equity would have negative effect on the sector in general and consumers in particular. When the licensee gets return on the equity there is an incentive for more equity financing. 
Bad and Doubtful Debt

The licensee has projected Rs 47.63 crore as bad debts and included in the ARR of FY 2010-11. Since it is due to the inefficiency of the licensee, this should not be imposed on the general consumers. Hence, the Hon’ble Commission may not consider this proposal of the licensee. 

Summing Up

It is found from the foregoing analysis that WESCO has not taken any step to reduce distribution loss substantially as recommended by the Kanungo Committee and OERC. Though it has tried to project an improvement in collection efficiency, still it is not sufficient and the licensee needs to increase more. By reducing distribution loss as suggested above and improving collection efficiency the proposal of raising tariff can be avoided, which is for the best interest of the consumers and in conformity with the power sector reform. Further, there is a need to make effort to collect arrears in order to reduce deficit.  
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