ORISSA ELECTRICITY REGULATORY COMMISSION
BIDYUT NIYAMAK BHAWAN,
UNIT - VIII, BHUBANESWAR - 751 012

*kk kkk kkk

Present : Shri B. K. Das, Chairperson
Shri S. K. Jena, Member

CASE N0s.57, 58, 59 & 60 of 2006
AND
CASE NoO. 61 oF 2006 & 47 oF 2006

DATE OF HEARING : 08.02.2007, 09.02.2007,
12.02.2007 & 13.02.2007
DATE OF ORDER : 23.03.2007

IN THE MATTER OF:  Applications for approval of Annual Revenue
Requirement and Retail Supply Tariff under Section 62
& 64 and other applied provisions of the Electricity Act,
2003 read with relevant provisions of OERC (Terms and
Conditions for determination of Tariff) Regulations,
2004 and OERC (Conduct of Business) Regulations,
2004 and other Tariff related matters, for the FY 2007-
08.

ORDER

The Commission initiated proceedings on the filing of Annual Revenue
Requirement (ARR) and Retail Supply Tariff Applications (RST) of deemed
Distribution Licensees Central Electricity Supply Utility of Orissa (CESU), (Western
Electricity Supply Company of Orissa Ltd. (WESCO), North-Eastern Electricity
Supply Company of Orissa Ltd. (NESCO), Southern Electricity Supply Company of
Orissa Ltd.(SOUTHCO). After commencement of the Electricity Act, 2003 and
according to the first proviso of the Section 14 of the said Act, M/s WESCO, NESCO
and SOUTHCO are operating in the State of Orissa as deemed distribution licensees
and supplying power to the consumers in their respective area of supply. In exercise of
power u/s.16 of the Electricity Act, 2003, the Commission vide its order
dtd.27.10.2006 has determined the license conditions of the aforesaid deemed
distribution licensees.

The Commission has revoked the license of the erstwhile CESCO w.e.f.
01.04.2005 and has appointed Chief Executive Officer and Administrator (CEO&A)
to manage the affairs of the Central Zone Electricity Distribution and Retail Supply
Utility. On 08.09.2006, the Commission in exercise of the power u/s.22 of the
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Electricity Act, 2003 had framed Central Electricity Supply Utility of Orissa
(Operation and Management) Scheme, 2006 (amended on 13.10.2006) for the
operation and management of former licensee CESCQO’s undertaking. Under the said
Scheme, a legal entity named Central Electricity Supply Utility of Orissa (CESU) with
a Management Board was constituted and the assets, liabilities, rights, proceedings
and manpower as well as the license for distribution and supply of electricity held by
CESCO has been devolved and vested on CESU. In exercise of power u/s.16 of the
Electricity Act, 2003, the Commission vide its order dtd.27.10.2006 has determined
the license conditions for deemed distribution licensee CESU.

By this common order, the Commission disposes of the aforesaid ARR and
RST applications of the above mentioned deemed Distribution Licensees.

1 PROCEDURAL HISTORY

1.1  As per OERC (Conduct of Business) Regulations, 2004 and OERC (Terms &
Conditions for Determination of Tariff) Regulations, 2004, the Distribution
Licensees/Utilities/Deemed Distribution Licensees are required to file their
Annual Revenue Requirement (ARR) and Retail Supply Tariff Application
(RST) on or before 30" November in the prescribed format for ensuing
financial year. Accordingly, all the deemed distribution licensees (CESU,
WESCO, NESCO & SOUTHCO) filed their Annual Revenue Requirement
(ARR) and revision of Retail Supply Tariff (RST) Applications for FY 2007-
08 on 30.11.2006.

1.2 The said ARR & RST applications were duly scrutinized, admitted and
registered as Case No0s.57/2006 (CESU), 58/2006 (WESCO), 59/2006
(NESCO) and 60/2006 (SOUTHCO).

1.3  The Commission directed the applicants to publish the ARR & Tariff
Applications in the prescribed format in the leading and widely circulated
Oriya and English newspapers in order to invite objections/suggestions from
the general public. The said public notices were also posted in the
Commission’s website. The Commission had also directed the applicants to
file their respective rejoinder to the objections filed by the objectors.

1.4 In response to the said public notices, the Commission received objections/
suggestions from the following persons/ associations/ institutions/
organisations:

1.4.1 Onthe CESU’s application: -

(1) State Public Interest Protection Council, Tall Telengabazar,
Cuttack, (2) Orissa Consumers' Association, & FOCO, Biswanath
Lane, Cuttack, (3) Shri Kiran Kumar Panda, 266, Kharavela Nagar,
Unit-111, Bhubaneswar, (4) M/s Rawmet Ferrous Industries Pvt. Ltd.,
N-1/A-28, IRC Village, Nayapalli, Bhubaneswar, (5) East Coast
Railway, O/o the Chief Electrical Engineer, B-2, Rail Vihar,
Chandrasekharpur, Bhubaneswar, (6) Confederation of Indian Industry
(CII), 8, Forest Park, Bhubaneswar, (7) M/s Jayshree Chemicals Ltd.,
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1.4.2

1.4.3

Po : Jayshree, Ganjam, (8) All Orissa Layer Farmers Association, N-
3/69, Nayapalli, BBSR, (9) BSNL, Electrical Circle, 92, Saheed Nagar,
Bhubaneswar, (10) M/s Reliance Communications Ltd., 6th Floor,
Fortune Tower, CS Pur, BBSR, (11) Cuttack Muncipal Corporation,
Choudhury Bazar, Cuttack, (12) M/s Utility Regulation Research
Centre, Xavier Institute of Management, Bhubaneswar, (13) Utkal
Chamber of Commerce & Industry, N/6, IRC Village, Nayapalli,
Bhubaneswar, (14) Mr. R.P. Mohapatra, 775, Jayadev Vihar,
Bhubaneswar, (15) M/s Bhusan Steel and Strips Ltd., At-Narendrapur,
Meramundali, Dhenkanal, (16) Bajrangbali Alloys (P) Ltd.,
Malgodown, Cuttack, (17) M/s Auro Ispat (India) Pvt. Ltd., Auroshree,
13/14 Govind Vihar, Bomikhal, Bhubaneswar.

On the WESCO’s application: -

(1) M/s Larsen & Toubro Limited Kansbahal Works: PO. Kansbahal,
Dist-Sundargarh, Orissa, (2) State Public Interest Protection Council,
Talengabazar, Cuttack, (3) M/s Orissa Consumers' Association &
FOCO, Biswanath Lane, Cuttack, (4) S.E. Railway, Garden Reach,
Kolkata, (5) M/s Sambalpur District Consumers Federation, Balaji
Mandir Bhavan, Khetrajpur, Sambalpur, (6) Sudargarh District
Employers' Association, AL-1, Basanti Nagar, Roukela, (7) Shri R.P.
Mahapatra, Plot No. 775(Pt), Lane-3, Jayadev Vihar, Bhubaneswar, (8)
Utkal Chamber of Commerce and Industry Ltd., N/6, I.R.C. Village,
Nayapalli, Bhubaneswar, (9) M/s Reliance Communications Ltd., 6th
Floor, Fortune Tower, CS Pur, BBSR, (10) M/s Scan Steel Ltd, Main
Road, Rajgangpur, Sundargarh, (11) M/s Scan Steel Ltd., Q.1, Civil
Township, Rourkela, (12) BSNL, Electrical Circle, 92, Saheed Nagar,
BBSR, (13) All Orissa Layer Farmers Association N-3/69, Nayapalli,
Bhubaneswar.

On the NESCO’s application: -

(1) State Public Interest Protection Council, Tala Telengabazar,
Cuttack, (2) Life Line Club, Soro, Balasore, (3) Kansa Bansa
Sanskrutika Parishad, Soro, Balasore, (4) Ferro Alloys Corpn. Ltd.,
GD-2/10, Chandrasekharpur, Bhubaneswar, (5) Orissa Consumer's
Association & FOCO, Biswanath Lane, Cuttack, (6) East Coast
Railway, Rail Vihar,Chandrasekharpur, Bhubaneswar, (7) S.E.
Railway, Garden Reach, Kolkata, (8) The Tata Iron & Steel Co. Ltd.,
273 Bhouma Nagar, Unit-1V, Bhubaneswar, (9) Balasore Alloys
Limited , Balgopalpur-756020, Balasore, Orissa, (10) IDCOL Ferro
Chrome & Alloys Ltd. Jajpur Road, Jajpur, (11) Parikshita Swain,
258P, Cuttack Road, Bhubaneswar, (12) M/s Reliance Communications
Ltd., 6th Floor, Fortune Tower, CS Pur, BBSR, (13) Jindal Stainless
Limited, 50-HIG, BDA, Jaydev Vihar, Bhubaneswar, (14) The Utkal
Chamber of Commerce & Industry, N/6, IRC Village, Nayapalli,
Bhubaneswar, (15) Shri R.P. Mahapatra, Plot No. 775 (Pt), Lane-3,
Jayadev Vihar, Bhubaneswar, (16) BSNL, Electrical Circle, 92 Saheed
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1.5

1.6

1.7

1.8

Nagar, BBSR, (17) All Orissa Layer Farmers Association N-3/69,
Nayapalli, Bhubaneswar.

1.4.4 Onthe SOUTHCO’s application: -

(1) State Public Interest Protection Council, Telengabazar, Cuttack, (2)
Grahak Panchayat, Friends Colony, Parlakhemundi, (3) Orissa
Consumers' Association & FOCO, Biswanath Lane, Cuttack, (4) East
Coast Railway, O/o the Chief Electrical Engineer, B-2, Rail Vihar,
Chandrasekharpur, Bhubaneswar, (5) Dy. Electrical Inspector, Govt. of
Orissa, Gajapati Nagar, Berhampur, Ganjam, (6) Prabhakar Dora, 3rd
line, Cooperative Colony (Vidya Nagar), Rayagada, (7) M/s Jayashree
Chemicals Ltd., Ganjam, (8) BSNL, Electrical Circle, 92, Saheed
Nagar, BBSR, (9) Utkal Chamber of Commerce & Industry, N/6, IRC
Village, Nayapalli, Bhubaneswar, (10) M/s Reliance Communications
Ltd., 6th Floor, Fortune Tower, CS Pur, BBSR, (11) Shri R.P.
Mahapatra, Plot No. 775(Pt), Lane-3, Jayadev Vihar, Bhubaneswar,
(12) AIll Orissa Layer Farmers Association N-3/69, Nayapalli,
Bhubaneswar.

The dates for hearing were fixed and it was duly notified in the leading English
and Oriya daily newspapers mentioning the list of objectors. The Commission
issued notice to the Govt. of Orissa represented by Department of Energy to
send their authorised representative to take part in the ensuing tariff
proceedings.

In exercise of the power u/s.94(3) of the Electricity Act, 2003, in order to
protect the interest of the consumers, the Commission for the first time
appointed Nabakrushna Choudhury Centre for Development Studies,
Chandrasekharpur, Bhubaneswar the premier Govt. of Orissa’s Institute as
Consumer Counsel for objective analysis of the licensee’s Annual Revenue
Requirement and tariff proposal. The consumer counsel submitted its report to
the Commission and its representative putforth its analysis & views on the
matter in the presence of all the parties present during the proceeding.

In its consultative process, the Commission conducted a public hearing at its
premises on 08.02.2007 for CESU, 09.02.2007 for SOUTHCO, 12.02.2007 for
NESCO & 13.02.2007 for WESCO. The Commission heard the applicants,
objectors, consumer counsel and the representative of the Government.

Along with the ARR and Tariff Applications of the Distribution Licensees, the
Commission also heard the parties on the following matters.

1.8.1 Grant of special concessional tariff for Military Engineering Services
(MES) registered as case N0.61/2006 and determination of incentive
tariff for large industries (M/s Cosboard Industries Ltd. registered as
case N0.47/2006) have been dealt in this order.

1.8.2 The cases relating to approval of Open Access Charges for Distribution
Licensees were listed along with the ARR & Tariff applications, but on



the request of the applicants and the objectors, it was decided to
adjourn the matter to a future date for a separate extensive hearing.

2 ARR & RETAIL SUPPLY TARIFF PROPOSAL FOR 2007-08

2.1  The Distribution Licensees in Orissa namely, CESU, NESCO, SOUTHCO and
WESCO are carrying out the business of distribution and retail supply of
electricity in their licensed areas as detailed below:

Table-1

Sl Name of | Licensed Areas (Districts)

No. DISTCO

1. CESU Puri, Khurda, Nayagarh, Cuttack, Denkanal,
Jagatsinghpur, Angul, Kendrapara.

2. NESCO Mayurbhanj, Keonjhar, Bhadrak, Balasore and
major part of Jajpur.

3. SOUTHCO Ganjam, Gajapati, Kandhamal, Boudh, Rayagada,
Koraput, Nawarangpur and Malkangiri.

4, WESCO Sambalpur,  Sundargarh, Bolangir, Bargarh,
Deogarh, Nuapara, Kalahandi, Sonepur and
Jharsuguda.

2.2 A statement of Energy Sale, Purchase and Overall Distribution loss from FY's
2004-05 to 2007-08 for the four DISTCOs is given in tabular form below:

Table - 2
Distribution Loss
2004-05 2005-06 2006-07 | 2007-08
(Approved) | (Approved) | (Estt.) (Estt)
Energy Sale (MU) 2252.350 2392 2706.34 | 3189.70
Energy Purchased 5233.11
CESU (MU) 3849.310 4184.50 4778.83
Overall Distribution 1 43 43 39
Loss %
Energy Sale (MU) 1809.182 2144.21 2692.22 | 3322.67
Energy Purchased 4760
NESCO (MU) 2985.677 3407.57 3990
Overall Distribution 39.40 3708 3953 29.99
Loss %
Energy Sale (MU) 960.00 1003.16 1038.31 | 1109.94
Energy Purchased 1855.00
SOUTHCO | (MU) 1613.43 1702.16 1800
Overall Distribution 4050 4107 4232 40.16
Loss %
WESCO Energy Sale (MU) 2577.250 2605.276 3000.00 | 4140




Energy Purchased(MU) | 4051.009 | 4188.506 | 4600.00 | 6000
Overall Distribution 36.38 3780 34.78 31.00
Loss %
23  AT&C Loss
2.3.1 The System Loss, Collection Efficiency and target fixed by OERC in
reference to AT&C Loss for the four DISTCOs since FY 2004-05 and
onwards are given as under :-
Table -3
AT&C Loss
2004-05 | 2005-06 | 2006-07 2007-08
(Approved) | (Approved) | (Estimated) | (Estimated)
Dist. Loss (%) 41 43 43 39
CESU Collection Efficiency (%) 84 89 89 92
AT&C Loss (%) 51 49.4 49 44
OERC Target (AT&C Loss %) 49.37 44,96 40.37 35.60
Dist. Loss (%) 39.40 37.08 32.53 29.99
i ici 0 94
NESCO Collection Efficiency (%) 91 92 94
AT&C Loss (%) 45.00 42.11 36.58 34.19
OERC Target (AT&C Loss %) 42.96 39.55 36.08 33.26
Dist. Loss (%) 40.5 41.07 42.32 40.16
SOUTHCO Collection Efficiency (%) 91 91 93 94
AT&C Loss (%) 45.86 46.37 46.36 43.75
OERC Target 45.71 41.76 37.69 34.20
Dist. Loss (%) 36.38 37.8 34.78 31
- — 3
WESCO Collection Efficiency (%) 92.06 94 94 95
AT&C Loss (%) 41.43 41.53 38.69 34.45
OERC Target 40.60 36.52 32.32 28
2.3.2 Non-fulfillment of the target has been attributed by the DISTCOs to
slow progress in investment due to delay in receipt of APDRP and
World Bank funds, natural calamities, massive rural electrification
programme, non-establishment of special courts and special police
stations, non-availability of requisite funds owing to Escrow
mechanism, non-payment of dues by govt. departments and public
sector undertakings.
2.4  Metering

2.4.1 CESU have submitted that they had provided meters to all un-metered
consumers. They have also intimated that the 33 kv and 11 kv feeder




2.5

2.6

2.7

metering have been completed and installation of meters to distribution
transformers is in progress.

2.4.2 NESCO, SOUTHCO and WESCO stated that they inherited a system
in which more than 70% of consumers were un-metered or had
defective meters. The billing data bases were defective. They have
intimated that they had initiated various measures, such as, installation
of meters, formation of meter checking squads to detect tampered
meters. An effort to sanitise the billing data base has also led to the
discovery of fresh cases of non-functioning meters. NESCO,
SOUTHCO and WESCO have submitted that they have completed
100% feeder metering. NESCO has achieved 89% in consumer
metering during 2006-07 whereas WESCO has completed 100% of
consumer metering.

Detection and Regularisation of unauthorised consumers

2.5.1 CESU have submitted that they have deployed ex-military personnel
for de-hooking unauthorised connections and disconnection of non-
paying consumers as a result of which a large number of unauthorised
consumers are coming forward for regular connection.

2.5.2 MRT squads have been deployed for vigilance activities, like, review
of loads, checking of by-passing and tampering of meters, obtaining
check meter reading and raising penal bills. CESU submitted that
twenty numbers of MRT squad each headed by an Engineer are
operating in the divisional level to take care of anti theft measures.

2.5.3 Teams have been deployed for verification of meter readings in case of
doubtful cases.

Spot Billing Roll Out Plan

NESCO, SOUTHCO & WESCO have submitted that they have carried out
spot billing in 6 divisions, 4 sub-divisions and 7 divisions, respectively in their
own areas of operation. WESCO & SOUTHCO have proposed to cover all
consumers under the umbrella of spot billing by the end of FY 2007-08
whereas NESCO proposes to cover 50% of its consumer by this time. On the
other hand, CESU have stated that they have covered all the areas of their
operation under spot billing.

APDRP Scheme

All the distribution companies have submitted unequivocally that they had
undertaken up-gradation and modernization programme under Govt. of India
sponsored APDRP scheme. The capital outlay, in this regard, in respect of
NESCO, SOUTHCO & WESCO during the FY 2006-07 was in order of
Rs.24.15 crore, Rs.31.90 crore and Rs.16.14 crore, respectively. Further, they
have proposed expenditure under this head for FY 2007-08 to be Rs.56.91
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crore,

Rs.69.29 crore and Rs.58.26 crore, respectively. On the other hand,

CESU has planned to avail 112.85 crore under APDRP scheme from PFC for
the year 2006-07 and Rs.74.18 crore for the year 2007-08 for renovation and
modernisation of existing and new 33/11 substations, 11/.4 KV substations. All
the DISTCOs have submitted that the capital outlay envisages metering, the
new lines, substations, conductoring, renovation and modernisation of the
existing substations.

2.8 Energy Audit

28.1

2.8.2

2.8.3

2.8.4

2.85

CESU has submitted that energy audit pilot project along with
consumer indexing has been operating in the CDD-I, Cuttack where the
loss level is very high. Gradually the other area of CESU is being taken
up for energy audit and consumer indexing. The meters at all the 33/11
KV feeders have been installed. The energy audit would be conducted
after completion of distribution transformer metering.

NESCO, SOUTHCO & WESCO have categorically stated that they
have initiated suitable measures for conducting energy audit. NESCO
has completed the metering of 473 feeder meters and 11625
distribution transformers and 55 nos. of 33 KV feeders.

SOUTHCO has completed the metering of 584 feeders and 8993
distribution transformers. Currently energy audit is being carried out on
monthly basis of 33 KV feeders (116 nos.).

NESCO, SOUTHCO & WESCO have intimated that energy audit in
the 2" phase would be conducted on 11 KV and LT level by including
pre-dominantly domestic feeders and transformers. They have also
proposed consumer indexing, consumer and network survey, painting
of electrical address on poles, DTR at consumer premises. To
determine and assess the AT&C loss, they have proposed for monthly
energy accounting for 11 kV downwards.

NESCO, SOUTHCO & WESCO have given the estimated cost for
conducting energy audit as under :-

Table-4
Cost Estimate of Energy Audit
Details NESCO SOUTHCO WESCO
Numbers | Estimated | Numbers | Estimated | Numbers | Estimated
cost (Rs. cost (Rs. cost (Rs.
Lac) Lac) Lac)
Total no. of | 184928 | 83.22 271000 121.95 177665 79.95
consumers
Total no. of poles | 132110 19.82 204363 30.65 227406 34.11
Total no. of DTRs | 2863 68.71 6324 12.65 3425 82.20
Total 171.75 165.25 196.26




2.9

2.10

211

Special Police Stations & Special Courts

NESCO and SOUTHCO have submitted that one police station each in their
area have already started functioning and another four special police stations
likely to start functioning very shortly. NESCO and SOUTHCO have
estimated an amount of Rs.1.29 crore, Rs.1.24 crore respectively towards
expenses of special police stations under A&G head. No police station has yet
started functioning in WESCO area. One police station at Sambalpur is likely
to start functioning very shortly and licensee has estimated an amount of
Rs.1.03 crore towards this under the head of A&G expenses.

Data Sources

NESCO, SOUTHCO and WESCO have scrupulously complied with the
information requested of the Commission for submitting the ARR and tariff for
the year 2007-08. The accounts upto September, 2005 has been duly audited as
per Companies Act whereas accounts upto March, 2006 has been audited as
per Income Tax rules. Copies of both the audited accounts have already been
furnished to OERC. As such, the licensees, submit that the data furnished by
them in the application are authentic and reliable.

Revenue Requirement

2.11.1 Sales Forecast

The four distribution utilities have forecasted their sales figures for the
year 2007-08 as detailed below with reasons for sales growth.



Table-5

0] [0) 0,
LT Cons /o HT /o EHT Cons | 0
Licensee/ (MU) Rise Cons Rise (MU) Rise
Utilit 2007-08 above Remarks (MU) above | Remarks 2007-08 above | Remarks
Y (Estt) FY 06- 2007-08 | FY 06- (Estt) FY
' 07 (Estt.) 07 ' 06-07
Actual  cons. Past trend Load growth
CESU 1836.70 18 during — FY | 743 16 16 &  load | g gy 19 erai?m &
: 2005-06 & 3 : growth : o g
years CAGR expected
consumers
Trend of
Impact of RE 2005-06 Trend of FY
2005-06 &
programme & & growth rowth from
NESCO 882.844 13 growth  from | 658.374 16.93 from 1791.453 33 grow
L L existing &
existing & new existing & fi
ive new
consumers new
consumers
consumers
Trend of
Impact of RE 2005-06
programme & & growth
SOUTHCO | 677.408 10.75 growth  from | 245.092 2.46 from 187.443 Nil
existing & new existing &
consumers new
consumers
Trend of
Impact of RE 2005-06 'zrégr;%%f Fg
programme & & growth rowth from
WESCO 890.0 13.23 growth  from | 1560.00 26.42 from 1690 72.45 gxistin &
existing & new existing & new g
consumers new
consumers
consumers
2.12 Inputs in Revenue Requirement

2121

2.12.2

Power Purchase Expenses

Power purchase expenses have been estimated by 4 DISTCOs based
upon distribution loss, present demand charges and energy charges. The
DISTCOs have prayed to the Commission to suitably adjust the
revenue requirement in the event of revision of BST.

Employees’ Expenses

The employees’ charges have been evaluated by the DISTCOs as a
percentage rise (different for individual distribution company) over and
above the previous year. This includes normal annual increment of the
employees, anticipated enhancement on dearness allowance, merger of
50% DA with basic pay, emoluments for fresh recruits and key
personnel in technical and commercial activities and disbursement of
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terminal benefits. NESCO, SOUTHCO & WESCO have projected the
cost of terminal benefits based upon the actuarial valuation study.

2.12.3 Administrative & General Expenses

NESCO, SOUTHCO & WESCO have proposed enhancement of A&G
expenses to the extent of 7% and CESU as 10% over and above the
approved A&G expenses for the FY 2006-07. In addition, NESCO,
SOUTHCO and WESCO have projected extra A&G expenses under
different heads for the FY 2007-08 as tabulated below :-

Table-6
Additional A&G Cost
(Rs. in
crore)
SI.No | Description NESCO | SOUTHCO | WESCO
1 Energy Audit 1.71 1.65 1.96
2 Spot Billing in all Divisions 1.72 1.97 2.28
3 Fringe Benefit Tax for 2006-07 & 2007-08 1.17 0.45 0.70
4 Expense of customer care 0.72 0.31 0.43
5 Energy police station 1.28 1.24 1.02
6 Manpower assessment study 0.09 0.09 0.09
7 Franchisee of collection - 0.35 -
Total 6.71 6.07 6.50

2.12.4 Repair & Maintenance (R&M) Expenses

21241

2.12.4.2

All four DISTCOs have estimated Repair and Maintenance
Expenses @ 5.4% of Gross Fixed Assets (GFA) at the
beginning of the year.

NESCO, SOUTHCO and WESCO have requested the
Commission to direct GRIDCO to release Rs.28.94 crore,
Rs.23.14 crore and Rs.28.16 crore respectively for the FY
2007-08 from the escrow account for meeting R&M
expenses.

2.12.5 Provision for Bad & Doubtful Debts

21251

2.125.2

CESU has made provision towards provisions for bad and
doubtful debts to the tune of Rs.10.91 crore @15% on the
incremental debtor.

NESCO, SOUTHCO and WESCO submitted that due to
past losses and huge liability, it would be difficult for them
to arrange working capital and the situation would worsen if
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2.12.6

2.12.7

2.12.8

2.12.9

the Commission does not recognise the short fall in
collection efficiency. In order to make good the loss of short
fall in collection efficiency, the licensees have considered
the amount equivalent to the collection inefficiency as bad
and doubtful debts while estimating the ARR for FY 2007-
08. Considering the proposed collection efficiency of 94%
for both NESCO and SOUTHCO and 95% for WESCO for
FY 2007-08, they have considered for bad and doubtful
debts to the extent of 6%, 6% and 5% respectively as part of
ARR for FY 2007-08.

Depreciation

All the four DISTCOs have adopted straight-line method for
computation of depreciation at pre-92 rate.

Loans and Outstanding Dues

NESCO, WESCO and SOUTHCO have submitted that the
Commission had passed an order approving their business plan on 28"
February, 2005 against case no. 115 of 2004. Subsequently, a
clarificatory order on the same subject was also issued on 20" July,
2006. The method of treatment on pass loans and outstanding dues has
been elaborated therein as well as in the RST order for FY 2004-05 ,
2005-06&2006-07.

Loan from GRIDCO

CESU have submitted that during loan reconciliation with GRIDCO,
the interest payable has been finalized @ 13.87% for FY 1999-00 to
2002-03 and @ 8.5% for FY 2003-04 and no interest will be charged
from the year 2004-05 onwards. No interest has been calculated on Rs.
174.00 Cr. provided by GRIDCO towards cash support.

Power Bond

2.12.9.1 WESCO, NESCO & SOUTHCO issued bonds worth Rs.400
crore in favour of GRIDCO to be assigned to NTPC w.e.f 1%
October, 2000 @ 12.5% interest. The Commission in its last
tariff order has allowed interest @ 8.5% (tax free) on those
bonds as per the recommendation of Alhuwalia Committee.
The Commission in its order advised the Govt. to pass on the
benefits to the end users of electricity on account of the reliefs
that would be available if securitisation shall be effected in
line with the one time settlement scheme approved by the
Govt. of India to be made effective on 01.10.2001. But, GOO
has not yet communicated its decision. As a result, the
licensee while proposing their revenue requirement have
calculated the interest impact @ 12.5% per annum w.e.f. 1
October, 2000 onwards. The interest liability for the year
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2007-08 along with differential interest for the past years i.e.
(12.5% - 8.5%), as projected by the three DISTCOs on this
account amounts to Rs.36.05 crore, Rs.50.00 crore and
Rs.28.86 crore for WESCO, NESCO and SOUTHCO
respectively.

1.10.9.2 They have defaulted on interest payment towards NTPC
bonds and requested the Commission to allow it through
amortisation of regulatory assets. The total liability on this
account has been worked out by DISTCOs as Rs.103 crore
(WESCO) Rs.167 crore (NESCO) & Rs.130 crore
(SOUTHCO)

2.12.10 GRIDCO BST Outstanding Dues

The Commission in its order dtd. 28" February, 2005 while
approving the business plan of NESCO, SOUTHCO & WESCO had
mentioned that the securitisation of BST outstanding dues to
GRIDCO payable by DISTCO would be at 0% interest rate and the
amount to be securitised for each DISTCO will be the date preceding
when each company would start paying 100% BST bills of GRIDCO.
Accordingly, NESCO, SOUTHCO & WESCO have not considered
any interest on BST outstanding dues in the ARR for FY 2007-08.
Further, the Commission in the said order opined that State
Government and Govt. undertaking’s dues to the DISTCOs shall be
adjusted before securitising the outstanding BST dues of GRIDCO.
Subsequently, OERC in its supplementary order (Case N0.115/2004)
dtd.20.07.2006 directed for payment of securitised BST and loan
outstanding in equal monthly instalments for a period of ten years.

2.12.11 APDRP Assistance

2.12.11.1 The CESU has submitted that the Power Finance
Corporation Ltd, New Delhi has sanctioned a loan amount
of Rs.148.37 crore out of which , CESU have drawn
Rs.35.52 crore up to FY 2005-06. In the current year 2006-
07 an sanction amount of Rs. 112.85 crore with interest @
10.50% has been agreed by Power Finance Corporation
Limited, New Delhi under APDRP Scheme. In the ensuing
year 2007-08, an amount of Rs. 74.18 Crore has been
estimated and proposal has been submitted to Power
Finance Corporation Limited , New Delhi under APDRP
Scheme.

2.12.11.2 In the ensuing year, NESCO, SOUTHCO & WESCO have
estimated Rs.56.91 crore, Rs.67.58 crore and Rs.58.25
crore, respectively to be received under APDRP Scheme. As
per the scheme, out of 50% of the amount received from the
State Government, 50% is to be treated as grant and balance
50% as loan @ 12% interest per annum and the balance
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2.12.12

2.12.13

2.12.14

2.12.15

2.12.16

2.12.17

50% of the sanctioned amount is to be treated as counterpart
funding to be availed from REC @ 10.75% per annum.

Payment of Past Statutory Dues & Pressing Creditors

NESCO, SOUTHCO & WESCO have submitted that the outstanding
statutory dues as on 31% March, 2006 worked out to be Rs.39.06
crore (NESCO), Rs.32.53 crore (SOUTHCO) and Rs.31.19 crore
(WESCO) for the year 2007-08. In addition, payment to the previous
creditors had been estimated as Rs.8.00 crore (NESCO), Rs.8.5 crore
(SOUTHCO) and Rs.7.00 crore (WESCO).

Interest Capitalized

NESCO, SOUTHCO & WESCO have shown the interest on loan
outstanding at the beginning of the year as revenue expenses as a part
of ARR. The interest on loan to be drawn during the ensuing year for
capital works has been capitalized. The total interest estimated for
financial year 2007-08 for WESCO, NESCO and SOUTHCO are
Rs.60.04 crore, Rs.82.99 crore and Rs.51.51 crore respectively.

Escrow Mechanism to facilitate the cash flow

NESCO, SOUTHCO & WESCO have alleged that despite the
directives from the Commission, GRIDCO is not allowing them to
make payment from the escrow account in the order priorities fixed
by the Commission. They have reiterated that GRIDCO has started
adjusting the surplus amount lying in the escrow account against the
past outstanding BST dues and not allowing them to make payment
to other lenders including NTPC. In view of above, the three
licensees pray to be the Commission for issuance of necessary
directives to GRIDCO in this regard.

Interest on Security Deposit

NESCO, SOUTHCO & WESCO have submitted that the interest on
security deposits @ 6 percent per annum (Bank rate) for FY 2007-08
have been worked out to be Rs.7.25 crore (NESCO), Rs.3.34 crore
(SOUTHCO) & Rs.10.04 crore (WESCO).

Non-Tariff Income

NESCO, SOUTHCO & WESCO have proposed non-tariff income for
FY 2007-08 to the tune of Rs.3.17 crore lakh, Rs.4.29 crore and
Rs.3.00 crore respectively. However, NESCO has proposed to abolish
meter rent for all categories and hence not considered any income
from meter rent.

Past Losses and Regulatory Assets

The licensees have proposed to amortise the Regulatory assets in FY
2007-08 as given below:

14



Table -

7

Amortisation of Regulatory Assets in FY 2007-08

(Rs in Crore)

Sl.
N Description NESCO | SOUTHCO | WESCO
0
1. Repayment of NTPC Bonds 167.00 130.00 103.00
Outstanding accumulated interest
2. on NTPC bonds 51.91 51.56 -
3 Past _Statutory Dues and Pressing 47.06 41.03 38.00
Creditors
Total 265.97 222.59 141.00
2.12.18 Truing up of Revenue Gap for FY 2006-07
Considering the variation between estimated revenue and actual
expenditure during FY 06-07 due to reasons beyond the control of the
DISTCOs, NESCO, SOUTHCO & WESCO have requested the
Commission to allow truing up of uncovered gap of Rs.95.00 crore
(NESCO), Rs.116.00 crore (SOUTHCO) and Rs.61.00 crore
(WESCO) to be considered with the revenue gap of the FY 2007-08
in the ARR for FY 2007-08.
2.12.19 Return on Equity
CESU, NESCO, SOUTHCO & WESCO have claimed ROE @16%
on equity capital the amount being Rs.11.63 crore (CESU), Rs.10.55
crore (NESCO), Rs.6.03 crore (SOUTHCO) and Rs.7.78 crore
(WESCO), respectively.
2.13 Summary of ARR and Revenue Gap

The proposed revenue requirement for four DISTCOs have been projected in
tabular form below:

Table-8
Proposed Revenue Requirement of DISTCOS For 2007-08
Rs. in crore)

Expenditure CESU | NESCO | SOUTHCO |[WESCO | TOTAL
Cost of Power Purchase 753.57 | 651.71 242.74 | 948.12 2596.14
Employee costs 168.36 101.07 98.23 109.44 477.1
Repair & Maintenance 54.95 28.94 23.14 28.16 135.19
Administrative and General 16.46 1778 20.72 93,77 78.73
Expenses
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Egob‘fssm” for Bad & Doubtful 1091 | 51.08 1822 | 6124 | 14145

Other expenses

Depreciation 49.62 19.22 15.43 18.56 102.83

Interest Chargeable to Revenue 58.01 71.74 46.73 60.04 236.52

Carrying cost on Regulatory asset 0.00 11.25 4.79 9.66 25.7

Sub-Total 1111.88 | 952.79 470.00 | 1258.99 3793.66

Less: Expenses capitalised 0.00 2.02 4.47 2.60 9.09

Less: Prior period expenses (Debit,

credit)

Total expenses 1111.88 | 950.77 465.53 | 1256.39 3784.57
B. | Special appropriation

Amortization of Regulatory Asset 265.97 22259 | 141.20 629.76

Previous Losses 907.90 94.68 116.97 61.17 1180.72

Repayment of principal

Contingency reserve 0.0 2.01 1.61 1.96 5.58

Total 907.90 | 362.66 341.17 | 204.33 1816.06
C. | Return on equity 11.63 10.54 6.03 7.78 35.98

TOTAL (A+B+C) 2031.41 | 1323.97 812.73 | 1468.5 5636.61
D. | Less Miscellaneous Receipt 10.87 3.17 4.29 3.00 21.33
E. | Total Revenue Requirement 2020.54 | 1320.80 808.44 | 1465.50 5615.28
F. | Expected Revenue (Full year) 909.07 | 851.43 303.68 | 1224.86 | 32.89.04
G. | GAP (+/-) -1111.47 | -469.37 -504.76 | -240.64 -2326.2
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2.14  Tariff Proposal

2.14.1

2.14.2

CESU, based on estimated revenue requirement at the existing tariff,
the revenue gap for FY 2007-08 comes to Rs.203.57 crore excluding
past losses. CESU has submitted that the revenue gap has been
projected considering the revenue collection at existing tariff. The
revenue generation from sale of power on proposed tariff will be
Rs.1057.67 crore which still results in revenue gap of Rs.65.84 crore.
To avoid a tariff shock CESU has proposed that the revenue gap after
allowing the proposed tariff may be bridged by reduction in BST and/or
providing with Govt. subsidy.

Based on estimated revenue requirement at the existing tariff, the
revenue gap for FY 2007-08 for NESCO, SOUTHCO and WESCO
works out to be Rs.469.37 crore, Rs.504.76 crore and Rs.240.64 crore,
respectively which includes revenue gap of last year and amortisation
of regulatory asset. They have proposed to bridge the revenue gap
through combination of Grant/Subsidy from State Government,
Reduction in Bulk Supply Tariff and/or Increase in Retail Supply Tariff
in an appropriate manner. The Licensees further submit that no special
tariff should be allowed to the industries having their own CPP. The
Licensees further submit that the Open Access Charges Regulations
2005 is a new concept for the State of Orissa and hence the
determination of these charges requires a detailed examination and a
separate study. Hence, impact due to open access on revenue
requirement may be separately considered.

2.15 Tariff Rationalisation

2.15.1

2.15.2

Reduction in Cross-subsidy

The Commission, while setting tariffs, has adopted the LT, HT and
EHT level cost of supply as benchmark for assessment of quantum of
subsidies. Accordingly, CESU has designed the category-wise tariffs
on the said formula for the ensuing year to reduce the cross-subsidies.
CESU has proposed a hike of 16.35% in tariff for the ensuing year. On
the other hand, NESCO, SOUTHCO & WESCO have submitted that as
they have not proposed any substantial tariff increase for any category,
they have not attempted to reduce the cross-subsidies in the current
tariff application.

Recovery from Fixed/Demand Charges

2.15.2.1 NESCO, SOUTHCO & WESCO have proposed similar
demand charges for consumers having contract demand of 70
KVA and above availing power supply in HT. They have also
asked for fixation of monthly minimum fixed charges/demand
charges for LT industrial (S), LT industrial (M) and public
water works in terms of KVA instead of KW for arresting the
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2.15.2.2

low power factor as well as for compensating for higher drawl
in KVA demand.

Payment of Demand Charges by Captive Power Plants

The same licensees have submitted that in several occasions,
there are additional burden on account of payment of
Simultaneous Demand Charges (SMD) by the Distribution
Licensee to the Transmission Licensee due to drawl of Power
by CPPs without any load management on emergency basis
during peak hours. To avoid such unforeseen Cost, it is
proposed that Honble Commission may kindly consider the
demand charges @ 120% of the demand charges applicable to
the respective tariff category on the Maximum Demand
recorded in the Meter of CPPs consumers along with the
applicable Energy Charges for CPPs. However the minimum
demand charges concept i.e. 80% of the Contract Demand
should not be made applicable to the CPP’s. CESU has also
asked for demand charges for power supply to CPPs.

2.15.3 Change in Tariff Structure

2.153.1

2.15.3.2

2.15.3.3

2.15.3.4

Tariff for medium industrial consumers

SOUTHCO & NESCO proposed that the tariffs for Medium
Industries may be considered at par with general purpose
consumers so that it will indirectly incentivise them to take
connection at HT to avail the benefit of tariff.

Monthly Minimum Fixed Charge for consumers to
contract demand <100 MVA

SOUTHCO and NESCO proposed that the Monthly Minimum
Fixed Charges for such consumers shall be levied at Contract
Demand or Maximum Demand whichever is higher.

Connection Charges

SOUTHCO and NESCO have proposed to revise the
connection charges from Rs.500 to Rs.1000 for single phase
domestic/general  purpose consumers considering  the
escalation in cost of materials over the years and actual labour
component into account.

Reconnection charges

CESU, NESCO and SOUTHCO have asked for increase in
reconnection charges so that it will act as a deterrent to non-
paying consumers.
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Table -9

Proposed Re-Connection charges for FY-07-08

(In Rupees)
Connection Type CESU NESCO | SOUTHCO
Single Phase Domestic 250 75 75
Consumer
Single Phase Other Consumer 500 150 150
3 Phase LT Consumer 2500 300 300
HT & EHT Consumer 5000 1500 1500
2.15.3.5 Delayed Payment Surcharge for LT consumers
CESU has proposed DPS @1.25% for all LT consumers
whereas NESCO and SOUTHCO have prayed for DPS to be
applicable only to LT industrial (S) consumer.
2.15.3.6 Rebate on prompt payment
NESCO and SOUTHCO have prayed for approval of rebate
of 2% to the licensee for prompt payment of BST bill within
three working days from the date of presentation of the BST
bill.
2.15.3.7 Single Point Supply to Apartment Buildings
CESU proposes to give single point supply to all the
apartments in its operational areas to have better control and
management.
2.15.3.8 Service Charge for bounced cheque

CESU submitted that when cheques given by the consumers
are returned by the bank for any reason, a service charge of
Rs.200/- for LT supply and Rs.1000/- for HT & EHT
supply for every return cheques will be collected from the
consumer.
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Table - 10
PROPOSED TARIFF SCHEDULE OF CESU for FY-2007-08

Demand Monthly | Monthly
Charae Customer | Minimum Fixed
S| Voltage (Rs/K\%V/ Energy Service Fixed Charge Rebate DPS
No‘ Category of Consumers of Month)/ Charge Charge Charge for any (PIKWh) Per
' Supply (Rs/KVA/ (P/KWh) (Rs./ for first | additiona Month
Month) Month) KW or I KW or
part (Rs.) | part (Rs.)
LT Category
1 | Domestic
l.a | Kutir Jyoti < 30U/month LT 30.00
1.b | Others 20.00 20.00
(Consumption <= 100 LT 250 10 1.25%
units/month)
(Consumption >100,
<=200 units/month) LT 300
(Consumption >200
units/month) LT 325
General Purpose <100
2 KW 20.00 20.00 10 1.25%
(Consumption <=100
units/month) LT 350
(Consumption >100,
<=300 units/month) LT 450
(Cpnsumptlon >300 LT 500
units/month)
Irrigation Pumping and o
3 Agriculture LT 120 20.00 10 1.25%
4 | Public Lighting LT 330 75.00 75.00 1% 1.25%
5 | L.T.Industrial (S) Supply LT 350 50.00 50.00 10 1.25%
6 | L.T.Industrial (M) Supply LT 350 100.00 100.00 1% 1.25%
7 | Specified Public Purpose LT 350 100.00 100.00 1% 1.25%
Public Water Works <100 0 o
8 KW LT 320 100.00 100.00 1% 1.25%
Public Water Works >= 0 o
9 100KW LT 320 | 100.00 100.00 100.00 1% 1.25%
General Purpose 0 o
10 >=100Kw LT 320 | 100.00 100.00 100.00 1% 1.25%
11 | Large Industry LT 320 | 100.00 100.00 100.00 1% 1.25%
HT Category
12 | Bulk Supply - Domestic HT 50.00 300 | 500.00 10 1.25%
13 Irrlg_atlon Pumping and HT 30.00 100 | 500.00
Agriculture
14 | Specified Public Purpose HT 50.00 320 | 500.00 1% 1.25%
15 | General Purpose<110 kva HT 100.00 320 | 500.00 1% 1.25%
16 | H.T.Industrial (M) supply HT 50.00 320 | 500.00 1% 1.25%
17 E\f,:era' Purpose >=110 HT 250.00 320 | 500.00 1% | 1.25%

20




18 | Public Water Works HT 250.00 320 | 500.00 1% 1.25%
19 | Large Industry HT 250.00 320 | 500.00 1% 1.25%
20 | Power Intensive Industry HT 250.00 320 | 500.00 1% 1.25%
21 | Ministeel Plant HT 250.00 320 | 500.00 1% 1.25%
22 (E:Eggency Supply to HT 250.00 400 | 500.00 1% 1.25%
23 | Railway Traction HT 250.00 320 | 500.00 1% 1.25%
24 | Colony Consumption HT 250.00 230 1% 1.25%

EHT Category
25 | General Purpose EHT 250.00 290 | 1,000.00 1% 1.25%
26 | Large Industry EHT 250.00 290 | 1,000.00 1% 1.25%
27 | Railway Traction EHT 250.00 290 | 1,000.00 1% 1.25%
28 | Heavy Industry EHT 250.00 290 | 1,000.00 1% 1.25%
29 | Power Intensive Industry EHT 250.00 290 | 1,000.00 1% 1.25%
30 | Ministeel Plant EHT 250.00 290 | 1,000.00 1% 1.25%
31 (E:Eggency Supply to EHT 250.00 380 | 1,000.00 1% 1.25%
32 | Colony Consumption EHT 250.00 230

D.C. Services
33 | Domestic LT

General Purpose >=100
34 KW LT
35 | L.T.Industrial (S) Supply LT

Any other provision :-

Consumption in excess of 50% & upto 60% by EHT and HT Consumer shall be payable @ 210 paise/Kwh &
220paise/Kwh respectively and Consumption above 60% by EHT & HT consumer shall be payable @ 160 paise/Kwh
& @180 paise/Kwh respectively.

2.15.3.9 WESCO, NESCO and SOUTHCO have not proposed any
revised tariff schedule for FY 2007-08.

2.15.3.10 Loss reduction action plan for FY 2007-08

WESCO, NESCO and SOUTHCO have submitted that they
have initiated various measures like continuous monitoring
of meter readings, de-hooking of unauthorised consumers,
bringing new consumers to the billing fold, curbing theft in
HT Category through strict and round the clock vigilance
and installation of cubicles and check meters, and launching
special drives. CESU has submitted the following action
plan for achieving target distribution loss.

e Focus on implementation of commercial procedures.

e CESU has proposed for installation/replacement of 33
and 11 KV breakers for maintaining quality of supply.

e Providing meters to all unmetered consumers and
consumers having defective meters and proper
installation quality.

e Frequent checking of meters through MRT squads.
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e Emphasize on rural areas by formation of village
committees and thus involving the general consumers.

e Introduction of meter reading cards with check meter
reading at the division level.

e Technological upgradation of sub-stations and SCADA
for distribution. Engagement of a Consultant for this
purpose is under process.

2.15.4 Prayer:

WESCO, NESCO and SOUTHCO have the following prayers to the
Commission.

2.15.5

Take the accompanying ARR and Tariff Petition on record.

Approve the Annual Revenue Requirement for FY 2007-08
including amortisation of regulatory assets and truing up of
uncovered gap for FY 2006-07.

Bridge the Revenue Gap through combination of reduction in BST,
grant/ subsidy from the State Government of Orissa and/or increase
in Retail Supply Tariff.

SOUTHCO’s consumption mix is skewed towards LT
consumption, the SOUTHCO is incurring huge loss as compared to
other DISCOMs. Even if Distribution losses are reduced
hypothetically by 20 %, still SOUTHCO will end up in incurring
losses. Therefore there is an urgent need for substantial reduction in
BST for SOUTHCO.

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

CESU has the following prayer:

Accept the accompanying ARR and Tariff Application of the
Utility .

Approve the Annual Revenue Requirement (ARR) of the Utility for
the FY 2007-08.

Approve the category wise tariffs to bridge the revenue gap.

Allow a voltage wise loss stipulation for computing Revenue
Requirement.

Allow the past losses as regulatory assets to be set off in future
years through Tariff along with interest to be decided by the
Commission.
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3.1

e Direct / order that, in case increases in tariffs are not sufficient to
bridge the entire revenue gap, the revenue gap shall be bridged by
other measures such as reduction in BST and / or Government
subsidy.

e Consider actual AT& C loss in FY 2006-07 as base level for setting
future AT& C loss reduction.

e Allow the proposed tariff to be effective from April-01, 2007.

e Grant any other relief as deems fit and proper in the eyes of laws.

OBJECTIONS AND QUERRIES RAISED DURING THE HEARING
PROCESS

At the outset of the hearing licensees were allowed to give a power point
presentation regarding their ARR and tariff application for the FY 2007-08.
Subsequently, Director (Tariff) raised certain queries and observation
regarding the same application. Next, representative of Nabakrushna
Choudhury Centre for Development Studies, Bhubaneswar who has been
appointed as consumer counsel put up certain queries and objection regarding
ARR and tariff filing. Followed by him the objectors made many comments
regarding the submission of the licensees. The Commission has considered all
the issues raised by the participants in their written as well as oral submissions
during the public hearing. Some of the objections were found to be of general
nature whereas others were specific to the proposed Revenue Requirement and
Tariff filing for the financial year 2007-08. Based on their nature and type,
these objections have been categorised broadly as indicated below:

Nabakrushna Choudhury Centre for Development Studies

In accordance with section 94(3) of Electricity Act, 2003 which stipulates that
the appropriate Commission may authorize any person as it deems fit to
represent the interest of consumers in the proceedings before it. The
Commission for the first time has engaged Nabakrushna Choudhury Centre for
Development Studies as consumer counsel for receiving quality inputs/feed
back on the tariff matters in the interest of different sections of consumer for
the FY 2007-08. Dr. Sibalal Meher of the Centre presented and analysis of the
applications in the light of Kanungo Committee Report and some of the
important observations are as follows:

a) Past losses should not be allowed to pass through as revenue gap in all
the four DISTCOs.
b) Licensees should concentrate on reducing the distribution loss on the

supply of existing consumers and there should not be any distribution
loss on the new demand. No licensee has adhered to the
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3.2

3.3

d)

recommendation of Kanungo Committee for distribution loss reduction
at an average rate of 5% per year, and improvement in collection
efficiency of Distribution Companies (DISTCOs) to reach 95% by the
year 2005-06

Per unit employee cost of CESU is higher than that of WESCO and
NESCO. There is large scope for reduction of A&G expenses.

No return on equity should be given to DISTCOs as 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.

DISTCOs are making little effort to collect the outstanding arrears. If
these arrears could be collected then the deficit would be reduced
drastically and there would not be any need to raise tariff. The
Company instead of taking effective steps for collection seems to be
asking for escrow relaxation to carry out their operation and
maintenance works.

Utility Regulation Research Centre (URRC), XIMB, Bhubaneswar
3.2.1 Prof. D.V. Ramana of URRC during hearing for CESU raised the

following questions:
e Why the sale could not take place?

e What was the price quoted by the parties and who were the
parties?

e What are the implications of the transfer of assets and
liabilities to CESU on the ARR? Were the assets transferred to
CESU at book value or revalued value?

3.2.2 He also observed that both billing and collection efficiency of the

licensee is very low. He remarked that the quality of information is
questionable due to non-availability of asset register and unaudited
accounts. He requested the commission to allow interest on normative
basis or make a shift to the weighted cost of capital. As capital base of
the utility is negative, the return on equity should not be allowed.
Rather weighted average cost of capital should be allowed. At the same
time he said that the return on capital employed should be normative
using D/E ratio 70:30.

Legality of the ARR and tariff application

One objector stated that the application for determination of ARR as well as
fixation of tariff as filed by the DISTCOs is illegal. That the law contemplate
that the Commission has to determine licensee revenue for the purpose of
fixing the tariff first, but not on composite application which is confusing and

would be in contravention of law. The objector further stated that for fixing the
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3.4

3.5

RST, the BST to be determined first and then the RST should be fixed. Again
the licensee has filed this application in question to confuse the consumer
public without disclosing the purpose for such filing. He again reiterated that
the licensees have failed to provide to details as required under the regulation
to the Commission for consideration his application as such the application
may be rejected. He further submitted that object and purpose of the law is that
the licensee shall carry on the operation in a most efficient and economical
manner and not loss basis and that the licensee has breached the said mandate
and conditions of the licensee as such the application may question be rejected.
Some objector stated that as licensees do not have upto date audited accounts
hence their application for ARR may not be allowed.

Procedural simplicity and inexpensiveness

One objector stated that the procedure/method adopted by the Commission be
made simple and inexpensive. Regulation to that effect is suitably framed to
enable the public to file the purposeful objection and effectively participate in
the disposal of the application by the licensee as he has suggested in the earlier
objection to tariff application of licensees.

Review of operations of the year 2005-06 & 2006-07 (Estt) and
Performance Estimates in FY 2007-08

3.5.1 The objectors in general stated that the distribution licensees had not
improved its efficiency and standard of service, performance and had
not reduced T&D losses etc. as directed from time to time for which the
Commission should not penalise consumer to make good of loss of
licensee for its maladministration, inefficiency, corruption,
mismanagement, unnecessary expenses, etc. They highlighted that the
rural Orissa is deprived of getting uninterrupted power supply. The
supply in rural areas is at low voltage. Under such circumstances, the
tariff should not be raised. The objector demanded the supply at low
voltage should be treated as no power. One objector pointed out that the
Commission should ask the licensee regarding the nexus between
power purchase and power sold as a result of which margin of earning
derived out of such a deal. The revenue shortfall should be bridged by
improving the performance and not by way of enhancement in tariff.
The objectors also alleged that the accounts of the DISTCOs have not
been audited for the period from FY 2004-05 onwards. As such, the
filing is based on imaginary and manipulated statements.

3.5.2 The objectors requested the Commission to examine/scrutinize:

) Whether the DISTCOs have complied with the direction of the
Commission issued in the earlier orders and regulations?

i) Whether they are following least cost power purchase as
directed by the Hon’ble High Court by its order dated
03.02.2003?
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3.6

3.5.3

3.54

3.5.5

3.5.6

3.5.7

iii) Whether distribution loss has been brought down as per the
direction of the Commission?

iv) Whether consumption of energy by all consumers are measured
by meter or by defect free meter to assess the accurate
consumption.

V) Whether employees have been made accountable to their gross
negligence in attending to consumer complaints and the licensee
has made efforts to break the utility nexus between the
employees and consumers?

vi) Whether distribution/energy loss at each division and sub-
divisional level is taken into account by licensee and who is
responsible/accountable for the same.

vii)  Whether the licensees have followed power purchase agreement
faithfully?

viii)  Whether they follow the complaint handling procedure in true
spirit?

Some objectors stated that the quality of service provided by the
licensee is very poor. The licensee’s local office is reluctant to render
any assistance or to provide any information to the consumers as and
when asked for.

One objector stated that all the DISTCOs are engaged in undertaking
organised power cuts, low voltage supplies and erratic services. There
exists absolutely no justification in enhancing the tariff rates so long as
such unscrupulous acts are not redressed properly.

Another objector stated that defective/old outdated lines and towers are
their resulting into fatal accidents including wild life.

The same objector stated that there is no proper account of replaced
materials including wires and conductors, cables, towers etc.

One objector stated that there is frequent power interruption in
WESCQO’s area. As a result, the industries are adversely affected.

Distribution Loss

The objectors stated that the target for distribution loss as recommended by the
Kanungo Committee, duly accepted by the Commission and Govt. of Orissa
has not been achieved by the DISTCOs. Even their own commitment in the
business plan duly approved by the Commission has not been adhered to. Huge
investment made through PMU and APDRP project in the past year has not
resulted in reduction of distribution loss. Every year, they merely come
forward with enhanced loss figures as compared to the benchmark fixed by the
Commission. In this context, the objectors pointed out that the true
performance of DISTCOs relating to distribution loss is camouflaged by
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3.7

3.8

3.9

adding the zero loss energy sold at EHT. EHT consumers having zero loss
should not be included for computation of overall loss. The performance
parameters should be only on HT & LT loss. One objector raised doubt on the
authenticity of the loss figures furnished by the licensees and categorically
opined that it is vague and fictitious. He urged the Commission that if
additional power beyond the Commission’s approved figure is purchased at a
higher rate, the consumers should not be burdened with such high cost power.
Different bench marks for distribution losses given for different DISTCOs are
technically absurd. Since the system of distribution are almost similar in all
DISTCOs, DISTCOs having higher percentage of EHT sale should be less
distribution loss as distribution loss in EHT is zero

AT&C Loss

The objectors pointed out that the DISTCOs have failed squarely to boost up
their collection efficiency. One objector stated that amounts not collected
cannot be treated as bad debt and AT&C concept should not be implemented
as it hides the inefficiency of the licensee. The licensee should exhibit the
collection separately for current and arrears.. One objector demanded spot
billing/spot collection should be introduced every where to decrease the AT&C
loss. An objector alleged that unscrupulous employees of the licensees in
connivance with the consumers are reducing the amount in bills. He further
stated that the benchmark fixed by OERC with regard to AT&C loss should be
strictly followed. The base line data should be checked in line with the
National Tariff Policy.

Metering

Some objectors alleged that 100% metering of consumers as claimed by the
licensee is false. In this context, they informed the commission that the
licensees are still going on with unmetered/defective metered supply. The rent
is collected from the meters by the licensee but licensee fails to repay the
capital investment of meters and interest on it monthly and passing that
financial burden to the consumers through its ARR and ultimately it reflects on
the tariff. Meter should be sent for testing to only govt. controlled laboratories.
Cuttack Municipal Corporation stated that there is no metering for street light
purposes. They further demanded that street light consumption should be
limited to 10 hrs instead of 11hrs. He alleged that street light consumers have
not been metered in order to recover more amount than the actual energy
consumed. One objector stated that meter rent is still being collected after the
complete recovery of the meter price.

Spot Billing Roll Out Plan

The objectors pointed out that in spot billing system, there is no scope for
knowing the tariff for the units they have consumed or the amounts of interest
on security deposit they are going to receive. The objectors appealed to the
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3.10

3.11

Commission that in such a system, the rear side of the bill should contain the
necessary information.

Energy Audit

The objectors reiterated that the licensees are flouting the Commission’s order
by adopting dilly-dallying tactic in installation of meters inspite of
Commission’s clear-cut direction for completion of metering and
commencement of energy audit -distribution transformer-wise. The objectors
alleged that the DISTCOs were reluctant to comply with the Commission’s
directive on the apprehension that the actual loss in distribution would be
revealed.

Administrative & General Expenses

The objectors stated that the consumers should not be required to bear any cost
incurred by the licensees for verification of consumer ledger. The entire cost
should be to the account of the DISTCOs. They further alleged that DISTCOs
incurring huge expenditure on A&G cost, rents, legal expenses and auditor’s
fees etc.

3.11.1 Provision for Bad & Doubtful Debts

The objectors pointed out that the Reliance Energy Limited Controlled
DISTCOs, namely, NESCO, SOUTHCO and WESCO should have
maintained records with regard to write-off of bad debt as on
01.04.1996 and 01.04.1999 and 50% of the arrear amount collected
should be passed on to GRIDCO.

3.11.2 Interest on Security Deposit

One objector demanded consumer security deposit should be equal to
one month’s actual consumption since the bills are paid on 16" of the
consecutive month. Security deposit may be allowed to be furnished
through bank guarantee or revolving letter of credit. Customer security
deposit should carry interest @ 15% per annum. It is proposed that
security deposit in shape of bank guarantee may be accepted in lieu of
cash. Alternatively bills may be raised fortnightly which will require
security deposit equal to one month. Interest on security deposit should
be given on present PLR which is higher than the last year. Security
deposits of the consumers should be taken into account while analyzing
deficit in the fund flow. Interest on security deposit has not been shown
in ARR. One objector observed that the consumers of WESCO have
provided a capital of Rs.167.44 crore in shape of security deposit which
is more than 3 times the share capital of the petitioner company.

3.11.3 Rural Electrification under MNP & RGGVY

One objector said that all of the licensees have intently avoided
complying with agreed terms to undertake rural electrification
programme as a result of which the state has suffered loss. One objector
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pointed out that the fund under MNP had been mis-utilized by the
licensees. This needs investigation.

3.12 Tariff Rationalisation
3.12.1 Reduction in Cross-subsidy

3.12.1.1 The objectors stated that if the cross-subsidy is reduced then
only the tariff could be rationalised. In this context, they
stated that the subsidising categories of consumers are
supposed to know the quantum of cross subsidy they are
paying. The objectors pointed out that the licensees had not
filled up the Commission’s format in this regard. Bench mark
for gradual reduction of cross-subsidy may be fixed from this
year to achieve zero level by 2009-10.

3.12.2 Recovery from Fixed/Demand Charges

3.12.2.1 One of the objectors stated that there should be proportionate
reduction in demand charges, as WESCO could not meet the
demand. The demand charges may be calculated prorata if the
total interruption and intimated shutdown exceeds 60 hour of
the month. There should be no imposition of time limit for
reduction of contract demand.

3.12.2.2 One objector stated that the demand charges on HT/EHT
consumers may be reduced to Rs.150/KVA and short fall if
any may be covered by imposing demand charge from LT
consumers

3.12.2.3 One objector stated that the demand of DISTCOs regarding
emergency power supply to CPP taking into consideration
both demand charge and energy charge should be rejected.
When CPP generates power it gives benefit like better voltage
condition improved system power factor. Hence, a holistic
approach should be taken. He further stated that Phasing of
contract demand should be properly viewed because if
industry deviates from phased demand due to reason beyond
its control then that is being treated as reduction in contract
demand.

3.12.3 Change in Tariff Structure

3.12.3.1 One objector stated that increase in reconnection charges
should reflect the cost to the licensee. He further stated that
the proposed imposition of demand charges on the CPPs /
generating station for emergency drawal is without any
backup data. Drawal of emergency power by the CPPs /
generating station is not known to make any increase in SMD.
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Another objector mentioned that there should not be any
increase in demand charge of HT consumers having contract
demand less than 110 KVA as proposed by the DISTCOs.

3.12.3.2 The EHT consumers intending for extension has to bear the

cost for such extension in addition to the cost for installation
of sub-station in his own premises. For drawing power, he has
to obtain clearance from GRIDCO/OPTCL and has to pay
various charges and the respective DISTCO only by
forwarding the application to GRIDCO for power supply and
executing the agreement, earns exorbitant profit. Hence, the
cost of such extension should be borne by DISTCOs
following the remunerative norms specified in Appendix-1 of
the Distribution Code, 2004.

3.12.4 Category wise Tariff

Some objectors requested the Commission to modify/add certain
stipulations in the tariff order of 2006-07 as below:

Vi)

vii)

viii)

Consumption ratio or load factor should be calculated on the
basis of recorded demand and not on the basis theoretical
contract demand.

The average rate realization from domestic category of
consumers is more than the special tariff consumers who are
using electricity to earn profit

A lower load factor upto 50% may be prescribed for the period
of annual maintenance which will be jointly decided the
licensee and consumers.

The guaranteed load factor up 80% should be calculated on the
basis of power on hours.

Load factor may be computed for peak and off-peak hours
separately. The over all load factor may be computed by
integrating the above data.

The consumption of energy of different voltage should be based
on the actual trend since the past data is available for about ten
years.

It is requested to charge tariff at domestic rate for use of power
for industrial colony consumption because domestic rate is
charged upto 10% of the total energy consumption.

WESCO may be directed allow incentive if the power factor is
maintained at a level of 90% or higher instead of 95% as is in
the last order.

It is requested to allow 1% rebate if the bill amount to be paid
within 15 days of the receipt of the same for HT consumer.
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Xi) Special tariff @50% of the normal rate may be charged for off
peak hour’s consumption instead of rebate of 10 paise/unit.

xii)  There should not be penalty for excess use of electricity upto
20% of contract demand during peak hours.

xiii)  Special single-part tariff similar to INDAL may be allowed to
small consumers having contract demand of 1 MW and above.

xiv)  Calculation of LF incentive on the contract demand may be
implemented and should not be penalized for over drawl if it is
clubbed with higher LF (above 50%).

xv)  While fixing tariff the electricity tariff in the neighbouring
states may be taken into account.

xvi)  The guaranteed monthly load factor should be reduced to 70%.
Alternatively, a lower discount may be allowed for guaranteed
monthly load factor of 70%.

xvii) The load factor should be calculated based on the actual
maximum demand or 80% of the contract demand, whichever is
higher.

xviii) The power factor for the purpose of computation of energy
consumed should be 0.9. Power factor should be calculated upto
two decimal points.

xix)  Higher power factor results in definite financial advantage to
the DISTCOs in the form of lower demand charges, reduced
losses and increase in the system capacity to supply power.
Hence, no further benefit should be allowed.

xX)  The power intensive industries should be given a flat rate tariff
instead of load factor tariff.

xxi)  There should be single part tariff with 90%, 80%, 70% LF
instead of three years tariff till 2007-08. Incentive tariff should
not be for a fixed period.

xxii) NESCO has been billing the industry on MWM basis which
makes the power factor low.

xxiii) CGP should have no demand charge. It can be reimbursed when
SMD goes up.

3.13 DPS & Rebate

DPS for LT industrial (S Consumer) should be waived. One objector stated
that around 85% to 90% of LT consumers are paying within due date. Only
10% pay later with DPS. Hence, the onus of credit for better collection should
not go to the licensee. 2% rebate as given by GRIDCO to the licensees should
be passed on to the consumers. The objectors further demanded that seven days
time should be given to the industries to avail rebate.
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3.14

3.15

3.16

3.17

3.18

3.19

Remunerative Norms

One objector requested the Commission to check whether the DISTCOs had
instructed all the divisions in their respective areas to follow the remunerative
norms while preparing the estimate for extension of the electrical installations
for power supply.

Manpower Position

Some objectors stated that there is acute shortage of manpower in DISTCOs.
They are banking upon contractual employees more for which system
performance has been going down day by day.

S.E. Railways & E.C. Railways

The objectors from railways pointed out that the concerned DISTCOs take
meter readings only and nothing else for supplying power to railways. The
power comes from GRIDCO, the bulk supplier, through OPTCL, the
transmission licensee. As such, they should be allowed to take power at the
prevailing BST rate in addition to transmission charges thereon. They
categorically indicated that the nature of Railway load is such that it cannot
exceed load factor of 50% even in the busiest track. Their load is distributive in
nature taking power from different load points. Keeping the above factor in
view, they appealed to the Commission for allowing combined maximum
demand. They pleaded that the Commission may pass order for ignoring the
rise in maximum demand during feed extension from one TSS to another in
emergency. OERC should adopt single part tariff for railway traction and
energy charge thereon should be reasonably fixed keeping in view the cost of
supply. Power factor penalty should be leviable if it falls below 85% instead of
90% like neighbouring SEB. Power factor incentive should start from 85% and
above to justify the installation of costly equipment like capacitor bank.

Reliance Communication Ltd.

The Reliance Communication Ltd submitted that they should be charged as IT
and ITES industries at industrial rate instead of general purpose category. This
prayer should be granted in the light of State Information and Technology
Policy, 2004.

BSNL Telecom, Electrical Circle, Bhubaneswar

BSNL stated that power is supplied to them to be substantially utilized as
motive force for industrial purpose and without supply of power it is not
possible to run the telecom services. Supreme Court, Finance Act 2002 have
declared business of providing telecommunication services as industrial
undertaking. Hence BSNL should be charged under industrial category instead
of general purpose category.

Orissa Layer Farmers Association, Bhubaneswar

Poultry is a food product as rice and wheat. Pumping of water is required by
them as other plant. The poultry units should be charged at par with
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3.20

3.21

3.22

3.23

agricultural tariff. Since Govt. of Orissa has classified poultry under
agriculture.

Open Access for interested Consumers

Many objectors demanded that they are interested in taking power supply from
a supplier other than the area distribution licensees. Hence, open access may be
provided to them.

Military Engineering Service (MES)

The representative from MES highlighted that some of the States had
considered concessional tariff for MES. They demanded that rebate should be
extended for the period of five days .He also requested the Commission to fix a
reduced maximum demand as maximum demand occurs 4/5 times in a year.
During hearing the Commission directed MES to obtain clarification with
regard to applicability of Electricity Act, 2003 to the Ministry of Defence.

M/s COSBOARD Industries

The above company submitted that distorted electricity tariff, particularly for
the HT consumers, is a major contributing factor in making this company a
sick industries. It is therefore essential that heavy element of cross-subsidy
which should be reduced. It is necessary that a discounted special tariff be
allowed to the objector @Rs.2.07 paise/unit (which includes the 16% return on
equity of distribution company) in addition to the meter rent and customer
charges.

Issues raised during OERC Staff Presentation
During hearing Director (Tariff) made a presentation relating to ARR and

Tariff filing for each DISTCOs. Some of the important issues raised during the
presentation can be summarised as follows:

3.23.1 CESU:

e CESU is required to submit the schedule of the provisional account
for FY 2005-06 such as employees cost, R&M, A&G, Bad debt and
other misc. expenses and revenue details, etc. which has not been
submitted in their filing.

e The reason for proposing higher amount of employee cost and
R&M expenses for 2007-08 as against the approved figure for FY
2006-07 needs to be explained.

e It may be justified as to why the past losses of Rs.907.90 crore
proposed for the FY 2007-08 may be allowed and if so how far it is
reasonable.

e Position of Accounts need to be explained.

e Investment details have not been specified.

e Capital Works In Progress - capability of huge investment proposal
has not been justified.

e Action plan for settlement and collection of arrears outstanding
with the consumers have not been spelt out.

33



3.23.2

No Action Plan for establishment of Special Police Station &
Special Court has been given.

What is the cause for reduction of HT average revenue billed p/u
between (April'05-March'06) & (April'05-Jan'06)? Financial Impact
on account of reduced unit rate at HT works out to Rs.0.66 Cr. .
This needs to be clarified by the Licensee.

Analysis indicates that the billing in HT/EHT is higher through the
years than the rise in BST bill, but there is high Distribution loss
and poor collection efficiency at LT.

Whether continuance of special tariff to be allowed.

What is the progress of collection of receivables that would ensure
timely payment of arrears to GRIDCO to meet its debt servicing
obligations?

What are the steps being taken by the DISTCO towards
computation of collections into arrear and current?

From analysis it can be seen that DISTCO during their period of
operation starting from 1999-00 to 2005-06, in fact has
accumulated huge arrears which is yet to be collected.

Audited accounts for the FY 2004-05 & 2005-06 are wanting.

NESCO:

Bifurcation of the amount towards cost of power purchase and cost
of transmission for FY 2007-08 has not been furnished. The same
may be submitted.

The reason for making higher provision in employee cost and A&G
expenses proposed for FY 2007-08 as against the approved for FY
2006-07 appeared in the tax audit report needs to be justified.

It may be justified as to why the amortization of regulatory asset
and truing up of revenue gap for the FY 2006-07 be allowed and if
so how far it is reasonable.

What is the cause of declining expenditure in R&M? Non
utilisation of the approved amount towards R&M is affecting
Quiality of Supply & increasing interruption.

Why the Gap Between the approved and actual figures of various
heads of expenditures has not been adjusted in the Revenue
Requirement filing?

In the audited A/C upto FY 2005-06, the licensee has made huge
amount of provision towards Bad & doubtful debt as against the
normative level of 2.5% on sale revenue approved by the
Commission. This results an inflated loss for the year. The reason
of higher provision has neither been explained nor supplied by
audited data.

Whether increase/decrease in energy consumption has got direct
link with SMD.

What is the cause for reduction of HT/EHT average revenue billed
p/u between (April'05-March'06) & (April'05-Jan'06)? Financial
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3.23.3

Impact on account of reduced unit rate at HT & EHT works out to
Rs. 6.25 Cr. and 3.6 cr. respectively. This needs to be clarified by
the Licensee.

Analysis indicates that the billing in HT/EHT is much higher
through the years than the rise in BST bill whereas, the growth in
LT is at much lower side, which indicates incremental Distribution
loss and poor collection efficiency at LT.

Whether continuance of special tariff to be allowed.

Up-to-date status of actuarial valuation report for determining the
terminal liability may be stated.

What is the basis of estimation of SMD adopted? Why there is
difference between the estimate in SMD between DISTCO and
GRIDCO?

Audited accounts for the FY 2004-05 & 2005-06 are wanting.

SOUTHCO

For computation of consumption ratio, whether higher of MD/CD
or Max. Demand or Contract demand is to be considered.

Man power deployment ( Both Executive & Non Executive ) for
reducing AT & C Loss

The reason for making higher provision in employee cost and A&G
expenses proposed for FY 2007-08 as against the approved for FY
2006-07 appeared in the tax audit report needs to be justified.

It may be justified as to why the amortization of regulatory asset
and truing up of revenue gap for the FY 2006-07 be allowed and if
so how far it is reasonable.

What is the cause of declining expenditure in R&M? Non
utilisation of the approved amount towards R&M is affecting
Quality of Supply & increasing interruption.

In the audited A/C upto FY 2003-04, the licensee has made huge
amount of provision towards Bad & doubtful debt as against the
normative level of 2.5% on sale revenue approved by the
Commission. This results an inflated loss for the year. The reason
of higher provision has neither been explained nor supplied by
audited data

Whether increase/decrease in energy consumption has got direct
link with SMD.

Capital Works In Progress - capability of huge investment proposal
has not been justified.

What is the cause for reduction of LT/ HT/EHT average revenue
billed p/u between (April'05-March'06) & (April'05-Jan'06)?
Financial Impact on account of reduced unit rate at LT, HT & EHT
works out to Rs. 6.89 Cr., 2.04 and 0.96 cr. respectively. This needs
to be clarified by the Licensee.

Analysis indicates that the billing in HT/EHT is much higher
through the years than the rise in BST bill whereas, the growth in
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LT is at much lower side, which indicates incremental Distribution
loss and poor collection efficiency at LT.

Why an amount of Rs.1.65 crore shall be allowed towards A&G for
conducing Energy Audit. The benefit on account of Energy Audit
has not been quantified.

What is the basis of estimation of SMD adopted? Why there is
difference between the estimate in SMD between DISTCO and
GRIDCO?

The performance of DISTCO with regard to conducting receivable
audit during the period of operation as directed by the Commission
is very poor, which would have revealed the correct position of
collectible and non-collectible arrear by now.

Audited accounts for the FY 2004-05 & 2005-06 are wanting.

3.23.4 WESCO:

For computation of consumption ratio, whether higher of MD/CD
or Max. Demand or Contract demand is to be considered.

What is the basis of estimation of SMD adopted? Why there is
difference between the estimate in SMD between DISTCO and
GRIDCO?

The reason for making higher provision in employee cost and A&G
expenses proposed for FY 2007-08 as against the approved for FY
2006-07 appeared in the tax audit report needs to be justified.

What is the cause of declining expenditure in R&M? Non
utilisation of the approved amount towards R&M is affecting
Quality of Supply & increasing interruption

In the audited A/C upto FY 2005-06, the licensee has made huge
amount of provision towards Bad & doubtful debt as against the
normative level of 2.5% on sale revenue approved by the
Commission. This results an inflated loss for the year. The reason
of higher provision has neither been explained nor supplied by
audited data.

Whether increase/decrease in energy consumption has got direct
link with SMD.

Capital Works In Progress - capability of huge investment proposal
has not been justified.

Whether the past losses be treated as regulatory asset and allowed
in tariff along with carrying charges?

Whether the interest cost an account of the regulatory asset should
be allowed to be recovered as a pass through.

What is the cause for reduction of LT/HT/EHT average revenue
billed p/u between (April'05-March'06) & (April'05-Dec,05) ?
Financial Impact on account of reduced unit rate at LT, HT & EHT
works out to Rs.13.6 crore, Rs.7.23 crore and Rs.19.76 crore
respectively. This needs to be clarified by the Licensee.
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4.1

e Analysis indicates that the billing in HT/EHT is much higher
through the years than the rise in BST bill whereas, the growth in
LT is negative which indicates incremental Distribution loss and
poor collection efficiency at LT.

e Whether approval has been received from the Commission for the
proposed expenditure of Rs 54.31 cr. on APDRP head? If so what is
the means of servicing this capital? What are the expected
efficiency gains?

e The performance of DISTCO with regard to conducting receivable
audit during the period of operation as directed by the Commission
is very poor, which would have revealed the correct position of
collectible and non-collectible arrear by now.

e Why the Gap Between the approved and actual figures of various
heads of expenditures has not been adjusted in the Revenue
Requirement filing?

e Audited accounts for the FY 2004-05 & 2005-06 are wanting.

REPLIES MADE BY THE LICENSEES

The objections raised by the objectors on certain issues, were general in nature
and specific objections were also raised by some of them in respect of the
licensees against their submission of ARR and revision of tariff to the
Commission for the FY 2007-08. The Commission during hearing also
solicited some clarifications on the queries raised by the objectors. The
representative of SOUTHCO, NESCO and CEO of CESU and WESCO
responded to the queries made by the objectors and the Commission as under:-

Legality of the ARR and Tariff Application

4.1.1 In reply to the objections raised by one objector regarding the
modalities for filing the tariff application, the CEOs or their
representative stated that licensee has submitted it’s application for
approval of Annual Revenue Requirement and Retail Supply Tariff for
the Financial year 2007-08,under Section 62 and other applicable
provisions of the Electricity Act 2003 and in conformity with the
provisions of OERC (Terms and conditions for determination of Tariff)
Regulations,2004 and OERC (Conduct of Business)Regulations 2004.

4.1.2 Applicability of RTI Act

Regarding applicability of RTI Act, SOUTHCO stated that they have
challenged the same in Hon’ble High Court, Orissa, Cuttack. Hon’ble
High court has been pleased to give the interim stay in favour of the
Licensee.

4.1.3 Audited accounts

DISTCOs submitted that the Audited Accounts as per Companies Act
upto September 2005 and Tax Audit Accounts upto March 2006 have
been submitted.
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4.2

Review of operations of the year 2005-06 & 2006-07 (Estt) and
Performance Estimates in FY 2007-08

421

4.2.2

4.2.3

4.2.4

In response to the allegation of the objectors regarding improvement in
performance, CEO’s/representative stated that they have ensured
improvement of quality of power supply with less interruption and
better voltage by installing a large number of 33/11 KV sub-stations,
distribution transformers, LT line with AB conductors.

NESCO replied that they are not indulging in power cuts except when
there is system constraint or non availability of power from
OPTCL/GRIDCO. The low voltage in many areas is also attributable
due to system constraints of OPTCL. From the period of OSEB days
long LT lines (even 2 to 3 Kms long lines) & undersized conductors,
contribute towards low voltage. NESCO is trying to upgrade the system
to improve the situation.

Regarding huge R&M expenses CESU opined that the utility is
incurring huge expenditure for providing infrastructure and
maintenance of the same for the benefit of the consumers and providing
them with the adequate electrical power as per the requirement. The
proposed R&M expenses is reasonable. Commenting on the huge
employee cost the CEO, WESCO stated that due to merger of 50% of
the DA component with basic salary with effect from 1% Apr-06 the
employee cost has increased substantially. On the same issue, NESCO
stated that in addition to this, additional D.A doses approximately @
8% p.a. and terminal liability like pension, gratuity and leave
encashment also is a major contributor for increase. in employee cost .

Keeping in view the constraints encountered, CESU is of the opinion
that most of the standards of performance prescribed by the
Commission are achieved except a few areas. Adequate steps are being
taken by CESU to achieve and maintain the standards of performance
fixed by the OERC in such areas.
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4.25 WESCO submitted that Energy auditing has already started in all 33
KV feeders and 70 nos of 11Kv feeders. Apart from the above 1193
Distribution transformer under WESCO are being audited. Action is
being taken to reduce the losses where the overall loss is very high.
CESU replied that Energy Audit work of all 33KV feeders has already
started and the reasonably high line loss in certain feeders are being
attended to. Energy Audit of 11KV feeders where metering has already
been completed is also taken up. Besides Energy Audit for more than
300 Distribution Transformers are being done at the present. The
Licensee has given priority for replacement of all defective consumer
meters in these transformers.

4.3 Distribution Loss, Collection Efficiency and AT&C Loss

4.3.1 WESCO, NESCO & SOUTHCO stated that they are taking various
steps for reduction of distribution loss such as installation of Audit
Metering for industrial consumers, Energy Audit, Feeder Metering,
System Improvement Work, regularization of unauthorized consumers
through consumer camps, vigilance checking, introduction of monthly
spot billing in urban areas, putting parallel meters, giving HT supply
through metering cubicles and XLPE cables for HT consumers.

4.3.2 CEO, CESU stated categorically in this connection, that the Licensee
has taken adequate steps like upgradation of conductors and
transformers, repair of existing 33 & 11 KV breakers and other labour
intensive works like tree cutting etc. This has substantially resulted in
reduction of T & D loss though the approved benchmark level has not
been reached. Similarly all efforts are being made for reduction of
AT&C loss which has reduced from 49 % during Financial Year 2005
— 2006 to 43 % during FY 2006-07 (up to December 2006). The
licensee is committed to reduce it further and more efforts are given by
way of arranging deployment of additional squads for achieving higher
collection percentage.

4.3.3 The licensees submitted that the concept of AT&C depicts the overall
performance of licensee in the areas of metering, billing and collection
which has been approved by the Commission in the earlier order. In
Delhi the concept of AT&C is operative for last five years.

44  Metering

4.4.1 Supply and installation of meters clause (56) (1):- SOUTHCO stated
that they are ready for issuing test certificate whenever its own meters
are replaced or installed. The Regulations provides the option to the
consumer for getting his meter- checked at Licensee’s end or at Govt.
standard laboratories as per his choice. It is not possible for ensuring
the testing of meters in Govt. laboratories as rules allows the Licensee
also for testing the meters in accredited testing laboratories.
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4.5

4.6

4.7

4.8

4.4.2 The CESU submits that even though 100% metering has already been
achieved for all categories of consumers; due to high rate of breakdown
of old electro magnetic meters around 90,000 Single Phase meters are
presently in defective status. 1,40,000 Static Single Phase meters are
being procured; out of which 10,000 meters have already been arrived
in store and replacement of defective meters taken up. 3ph Static
meters for other categories are also being procured and all defective
meters in that category will be replaced as soon as possible.

443 CEO, CESU further stated that licensee has taken adequate steps to
stop the collection of meter rent from the consumer once landed cost of
meter is fully recovered as per the orders of the Commission

Spot Billing Roll Out Plan

CEO, CESU and WESCO so also representative of NESCO and SOUTHCO
stated that spot billing in Rural and Urban areas has helped the consumers to
get their bills in time. They will cover most of their geographical area by spot
billing in the coming years.

Energy Audit

Regarding energy audit, CEO, CESU stated that metering of feeders,
Distribution Transformers are in progress. Energy audit work has been allotted
to M/S Datagen for CDD I, Cuttack on pilot basis, which is under progress.
The tender has been floated for taking up energy audit work in urban areas of
CESU. The valuation is under process. SOUTHCO stated that priority is being
given to make DTR wise consumer indexing and energy auditing in a phased
manner and to ensure remedial measures for reducing the losses.

APDRP Scheme

Regarding APDRP, during hearing Commission wanted to know the
investment details and directed that this to be filed. Commission further
wanted to know the loan servicing plan of NESCO for APDRP. NESCO
replied that the Commission has already approved the capital expenditure
under APDRP head while approving the ARR application in the earlier years.
They further stated that out of Rs.56.91 crore capital expenditure proposed by
NESCO under APDRP head during the FY 2007-08, Rs.28.455 crore will be
funded through Govt. of Orissa as 50% loan and 50% grant, the balance of
Rs.28.455 crore will be funded through counter part funding from REC. The
capital servicing obligations will srart after a moratorium period of 5 years and
3 years for loan from Govt. of Orissa and loan from REC respectively.

Administrative & General Expenses

4.8.1 In response to the query raised by the objectors regarding extravagant
expenditure on account of deployment of vehicles, the licensees stated
that for enhancement of collection, vehicles are being deployed.

4.8.2 Regarding huge employees cost, licensees stated that due to merger of
50% of the DA component with basic salary with effect from 1st Apr-
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06 the employee cost has increased substantially. In addition to this
there is substantial increase in salary of non-executives on account of
revision of Wage Board from 1 Apr 2000. Again additional D.A doses
approximately @ 8% p.a. and terminal liability like pension, gratuity
and leave encashment also is a major contributor for increase of
employee cost.

4.8.3 Replying the basis for provision of bad and doubtful debt NESCO
replied Higher provisions have been made based on the following
principle such as analysis carried out for individual consumers under
EHT/HT and doubtful amount provided for in accounts. For non Govt.
LT Class of consumers, arrears prior to six months has been considered
as bad and doubtful debts.

Interest on Security Deposit

4.9.1 While responding to the allegation raised by the objectors regarding the
rate of interest payable on security deposit @ 6%, licensees stated that
the same is being paid in conformity with the OERC Distribution
(Conditions of Supply) Code, 2004 and RST order for FY 2006-07.

4.9.2 Bank guarantee against security deposit should not be allowed to the
consumers as it will be very difficult to monitor the expiry date of the
Bank Guarantee and its renewal. Further, the Commission has already
permitted payment of annual interest on Security Deposit to consumers.

4.9.3 Security deposit amount from a consumer is collected to cover at least
two months energy bill, which will be adjusted in case of default of
non-payment of the bill by the consumer. Hence there is no relation
between Security Deposit and Share Capital. Thus, the ratio calculated
for comparison is not relevant in this context WESCO stated that
during initial period of privatization all the DISCOMs were running
with cash crunch situation, hence the security deposit received during
that period was utilized towards normal repair & maintenance of the
distribution system. Presently the licensee is paying @ 6% p.a. interest
on the security deposit amount as per the Electricity Act.

Rural Electrification

The Distribution Licensees have never disagreed to undertake rural
electrification programme. In fact different programmes for village
electrification are being carried out as per the directions of State Government.

South Eastern Railways and East Coast Railways

4.11.1 Railways, have objected to charging demand charges without
considering the extra loads during the feed extension period. The
Railways resort to feed extension over a different supply zone during
breakdowns in 132KV supply. The Railway Authorities have pointed
out that such breakdowns are not due to reasons related to the
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Railways; hence they may be compensated by ignoring such high
demands. Licensees clarified that they have equally no control over
such breakdowns. So penalty as per the supply regulations and tariff
orders are levied. The issue being not related to the consumer and the
Licensee alone but also M/s OPTCL may share the liability as the
licensee is paying higher SMD charges.

Regarding computation of SMD, WESCO replied that Railways have
got seven traction points situated at various locations and has got
individual identity as consumers. Different consumers at different
locations cannot be integrated as one consumers for billing purposes.
Hence the proposal is not acceptable to the licensees.

WESCO stated that the existing provisions regarding overdrawal
penalty for maximum demand is required to be maintained to guard
against the understatement of contract demand by consumers.
Overdrawal attracts additional burden for system stability and
reliability thereby affecting all other consumers apart from distorting
power procurement planning. Thus overdrawal charge is essential to
discourage consumers from overdrawal especially when the ABT
system is in vogue. Exemption has already been given by OERC for
consideration of overdrawal up to the extent of 120% during off peak
hours.

WESCO submitted that further relaxation in the power factor for
incentive will not only discourage the consumers for reaching higher
power factor but also will affect demand and energy consumption.
Accordingly, power factor incentive above 90% instead of 95% should
not be allowed by the commission.

The statement given by SE Railway that DISTCOs are procuring bulk
power supply from GRIDCO on single-part tariff is not true.
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4.13

4.14

4.15

Consumers’ Classification

Licensees stated that M/s Reliance Communication Ltd, Bhubaneswar & M/s
BSNL Ltd., wanted to be treated under industrial categories instead of charging
under GP tariff. In this connection, the licensees’ submit that Clause — 80 of
Chapter-VIIl of the Orissa Electricity Regulatory Commission (OERC)
Distribution (conditions of supply) Code — 2004 has classified the consumers
into various categories and fixed different tariff. According to the above
regulation M/s Reliance Communication Ltd,. and BSNL Ltd. are being
charged at GP Tariff as they fall under classification of general purpose. These
consumers are using electricity significantly in their offices and telephone
exchange buildings for lighting and air-conditioning purposes. The power is
hardly used as drive force in prime movers for industrial production purposes.
So their proposal for applicability of industrial tariff is against the provisions
of OERC Distribution Code 2004.

All Orissa Layers Farmers Association

Regarding All Orissa Layers Farmers Association demand for including them
in agricultural tariff. Licensees replied that although Government of Orissa has
declared the poultry farm as agriculture, in a poultry farm electricity used for
pumping water is not for agricultural purposes but for layers, which forms only
a part of the total electricity requirement. The major power consumed in a
poultry farm is towards hatcher and lighting of bulbs for maintaining
temperature. Since the purpose of poultry units is purely commercial, tariff for
poultry units in agriculture category is not at all justified and the proposal
should be rejected by the Commission.

Special Police Station and Special Courts

WESCO submitted that it may be true that existing laws relating to theft of
electricity are sufficient, but as everybody knows, due to non existence of
police stations for unauthorized use of electricity, theft cases are not being
disposed off quickly. As a result, the theft of electricity is not coming down
and even people do not hesitate to hook the line in broad day light.
Accordingly creation of special police stations in every district is a must. The
objection of the consumers that transferring the cost is illegal and unethical is
not true. The reduction of losses due to theft of energy will neutralize the
expenditure and genuine consumers will derive benefit by way of reduction in
tariff, quality and stable supply.

Category-wise tariff
4.15.1 Computation of Load Factor

Regarding confusion of calculation of load factor NESCO stated that
the same has been addressed and Commission in its tariff order dated
23.3.06 vide clause no. 6.39 in page 222. Therefore, there should not be
any doubt about the contract demand / Maximum demand recorded
(whichever is higher) is to be considered for calculating load factor.
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4.155

Computation of Load Factor on Annual basis

In response to the proposal made by the objectors about calculation of
the load factor annually, NESCO stated that some consumers draw
power more than their contract demand in KVVA during off peak hours
to avail of the benefit of drawing additional 20% of contract demand
without paying over drawl penalty to make good the shortfall in load
factor for less drawl in the previous period. He disagreed with the
proposal saying that this may heed to negative impact in the ARR of
NESCO. WESCO replied that the Commission has already allowed
load factor incentive beyond 50%. The amount lost due to the above is
being passed on to the Consumers while fixing the tariff. As such any
further incentive on load factor will have an adverse affect on the
Consumers.

Calculation of Load Factor considering 0.9 as P.F.

Regarding calculation of load factor considering 0.9 as power factor,
NESCO highlighted that no regulation stipulates that the load factor
shall be calculated by multiplying 0.9 power factor. He submitted that
NESCO is calculating load factor based on the OERC Regulation 2(gg)
and review order dated 20.04.2005.

Power Factor Incentive

WESCO stated that to maintain good power factor of the system, an
industrial consumer should have almost unity power factor and in no
case it should be below 90%. In order to achieve unity power factor, the
commission has provided incentive for improvement of power factor
above 95% upto 100% which is quite reasonable. Further relaxation in
the power factor for incentive will not only discourage the consumers
for reaching higher power factor but also will affect demand and energy
consumption. Accordingly, power factor incentive above 90% instead
of 95% should not be allowed by the Commission. NESCO further
stated that Power Factor incentive to be calculated for achievement of
1% rather considering the decimal.

Computation of Load Factor excluding Plant Annual Maintenance
Shut Down/ Non-Supply by GRIDCO/OPTCL

4.15.5.1 Regarding the exclusion of annual maintenance shut down
period from calculation of load factor, the licensees stated
that the consumers’ annual maintenance depend on their
plant requirements and varies from industry to industry.
They further highlighted that the load factor achieved by the
consumers even during annual shut down periods remains
above 80%. As such, there is no valid ground for
considering the omission of annual maintenance shut down
period from calculation of load factor.
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4.15.7

4.15.8

4.15.9

4.15.10

4.15.5.2 Regarding the deduction of no. of hours from calculation of
load factor in case of non-supply by GRIDCO/OPTCL, the
licensees submitted that had there been no consideration of
the above non-supply of power, the consumption slab for
availing of incentive tariff would have been on higher side
or withdrawn.

Concession on TOD Tariff

WESCO replied that concession given by OERC on TOD tariff to the
consumer has already resulted in loss of revenue of around Rs.50 lacs
per month to WESCO. Further Concession on TOD will result in more
loss on revenue and the tariff on other category of consumers will also
be affected. Moreover it is not out of place to mention here that
WESCO is not getting any incentive with regard to energy
consumption during off peak hours. Therefore the proposal may be
rejected.

Industrial Colony Consumption

WESCO stated that the industries availing 10% of their consumption
towards colony consumption is an incentive by the Commission.
Beyond 10% consumption, they are to pay at industrial rate which is
still less than the prevailing rate of domestic category consumers.

Calculation on KWM basis

Regarding the KWM, it is to mention here that the existing Meter is
having KW, KwH, KVVAh reading. Thus NESCO is billing based on the
KW reading to avoid the multiplication of normative power factor to
find out the normative KW for computation of load factor. In principle
this is widely accepted and no error in billing.

Phasing of Contract Demand

NESCO maintained that for phasing of contract demand, the consumer
has to apply to the distribution licensee. Once they are permitted, they
execute the agreement accordingly. In case they want to deviate from
the phased demand due to reasons beyond their control, they should get
the approval prior to availing power supply. Again the regulation
provides the minimum period of 5 years to recover the infrastructure
cost from the New consumers as there is a chance of non consumption
by the petitioner after installation of own CPP.

Demand Charges for C.P.P.

Licensees stated that in case of outage of CPP due to system
disturbances, they require start up power which will effect the SMD for
the entire month even if the drawal of power is half an hour for which
distribution licensee will have to pay to OPTCL without charging the
same to the concerned CPP. This may put the DISTCOs into financial
burden. To avoid such unforeseen cost, it has been proposed to the
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Commission for considering the demand charge @ 120% of the
demand charges applicable to the respective tariff category on the
maximum demand recorded by the meter of the CPP. However, the
minimum demand charge concept i.e. 80% of CD should not be
applicable to the CPPs.

Open Access

Regarding Open Access WESCO replied that M/s GRIDCO purchases
power from different generating stations and sells to distribution
companies through M/s OPTCL which has got transmission license.
M/s WESCO is purchaser of bulk power from M/s GRIDCO and sells
power in its area of license. The energy billed to HT / EHT Consumers
is from the energy meter installed by WESCO & not from M/s
GRIDCO meters. However in the regime of open access, a consumer
has got option to purchase power from other agencies in accordance
with the regulations framed by the regulatory commission. Again
regarding same subject CESU stated that M/s Jayshree Chemicals Ltd
of Berhampur and M/s Bajarangabali Alloys Pvt. Ltd, Cuttack have
emphasized for permission to avail power supply in open access
system. The Licensee will allow Open Access to the intending
consumers as per the modalities and phasing of such Open Access
already approved and published by the Commission.

416 Rebate & Penalty

4.16.1

4.16.2

4.16.3

Regarding over drawl penalty CEO, CESU stated that such penalty had
been levied on consumers exceeding the contract demand in line with
OERC’s RST order for FY 2006-07.

Regarding rebate, CEO CESU pointed out that part of the rebate
obtained from GRIDCO, is transferred to consumers. Regarding DPS,
CEO CESU pointed out that it is levied on the consumers as per the
direction of the Commission envisaged in the RST order for FY 2006-
07 He further stated that DPS has not been estimated and adjusted in
subsequent years.

WESCO stated that the existing provisions regarding overdrawal
penalty for maximum demand is required to be maintained to guard
against the understatement of contract demand by consumers.
Overdrawal attracts additional burden for system stability and
reliability thereby affecting all other consumers apart from distorting
power procurement planning. As regards the proposal for providing
incentive from 40% instead of 50% on base level load factor, CEO,
CESU stated that it comes under the purview of the Commission.

46



4.17

4.18

4.19

Military Engineering Services (MES)

With regard to the Commission’s querry during hearing, MES clarified as
follows:

“The Ministry of Power, Govt. of India vide letter N0.25/19/2004-R&R dated
26 July, 2004, had recognized MES as a sub-ordinate organisation of Ministry
of Defence and awarded ‘Deemed Licensee’ status to MES. Prior to awarding
deemed licensee status to MES, all the issues involved under different
Sections/Clauses of Electricity Act, 2003 had been taken into consideration by
Ministry of Power, Govt. of India. Hence all the provisions of Electricity Act,
2003 are applicable to MES”’.

NESCO replied that Classification of Consumer Categories is as per
Regulation 80 of OERC (Condition of Supply) Code, 2004. Licensee is not in
favour of creating separate category for defence as it is against the objective of
tariff rationalisation. WESCO stated that MES though has a choice in the Open
access system where it can purchase power from different source other than the
distribution licensee observing the formalities as determined by the
Commission. SOUTHCO averred that as per deposition of consumer, 70% of
total load is domestic, but the actual physical mix of load is yet to be
determined. Even if consumer’s load is determined at that level it shall still be
classified under G.P tariff as per regulation.

M/s COSBOARD Industries

CESU replied that the petitioner filed a writ application before the Hon’ble
High Court i.e. W.P.(C) No0.7959 of 2006 challenging tariff order in case
No.47 of 2005. The said writ application was disposed of by order dated
31.07.2006; wherein, the petitioner has submitted that he has no longer
interested to challenge the tariff order passed by the OERC and as per the order
of the Hon’ble High Court the representation has been filed before this
Commission about the cross-subsidy. When the tariff order is not the subject
matter of challenge, the question of giving any subsidy and to charge the
consumer other than the tariff is not permissible.

Observation of Govt. of Orissa

Department of Energy, Govt. of Orissa vide its letter No.R&R.11.22/06(pt)/891
dated 01.02.2007 and through its representative during hearing stated that
“Govt. of Orissa are continuing its subsidy withdrawl policy. It is the
responsibility of the DISTCOs to bring down the distribution loss and AT&C
losses as per OERC business plan, failing which the DISTCOs should meet the
non-achievable target by means of their own financial arrangements. Besides,
the Commission may also consider that there should not be any tariff hike till
2009. There should be continuance of tariff without any hike and if any extra
expenditure is required to be incurred, it may be met by the DISTCOs by way
of reduction of distribution losses, AT&C losses and improvement of collection
efficiency.”
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COMMISSION’S OBSERVATION
Introduction to RST order for FY 2007-08

5.1.1

5.1.2

5.1.3

5.1.4

5.15

The Commission, for the determination and approval of the ARR for
the Distcos for FY 2007-"08, continues to follow the same principles in
line with the long term tariff principles enunciated by the Commission
in its LTTS order. For the purpose of tariff setting for FY 2007-°08, the
Commission has followed the principles laid down in its terms and
conditions of tariff as well as the LTTS order, and continues to be
guided by the provisions of the National Tariff Policy as well other
statutory notifications and directives, while giving due considerations
to the complexities of the Orissa Power Sector.

The submissions of the Distcos have been considered for the estimation
of the energy to be procured by GRIDCO for supply to the Distcos. The
SMD has been computed based on the actual demand for the period
from April, 2006 to January,2007 and keeping in mind the significant
additions to HT and EHT load projected by the Distcos for FY 2007-
‘08.

As earlier laid down by the Commission in its LTTS framework and
subsequently dealt with in its order approving the business plan of the
Distcos, the Commission continues to use the benchmark loss trajectory
as laid out in the business plan for the period from FY 2002-’03 to FY
2007-"08. However, as a part of the truing-up exercise, the Commission
has recognised the distribution loss levels of the past years from FY
1999-00 to FY 2000-’01 based on audited annual accounts of the
Distcos. For the year 2001-’02, the Commission has used the
submissions made to the Kanungo Committee by the Distcos as the
benchmark while truing-up for the year. At the end of the Control
Period in FY 2007-°08, the Distribution loss levels, along with the
review of other parameters, would also be reviewed.

On the securitisation of the bonds to NTPC, and the servicing of these
bonds, the Commission had in the past allowed interest to be recovered
at 8.5%, in line with the terms and conditions of the One-Time
Settlement Scheme propagated by the Alhuwalia Committee.
Following this, the Commission has already written to the Govt. of
Orissa, seeking its views and decision on the securitisation of this bond
of Rs. 400 crores under the OTS scheme. Though as indicated by
GRIDCO, the negotiations between NTPC and GRIDCO are still
underway, there is no response on this issue till date. The Commission
has considered servicing of these bonds at 8.5% as part of the ARR for
FY 2007-08 subject to final outcome of the decision of the Hon’ble
Appex Court.

The Commission has been regularly truing-up critical elements of the
Distcos’ ARR over the past, like for example, power purchase costs and
distribution losses. However, as part of this ARR and tariff
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5.2

determination exercise for FY 2007-°08, the Commission has carried
out a comprehensive truing-up exercise for the Distcos for the period
from FY 1999-°00 to FY 2005-’06, based on the audited annual
accounts available with the Commission for WESCO, NESCO and
SOUTHCO, and till FY 2003-’04 for CESCO.

5.1.6 In the past, the licensees have been projecting a considerably lower
level of Miscellaneous receipts, when compared to actual figures
available as per audited accounts As a part of this truing-up exercise,
miscellaneous receipts have also been trued-up on the basis of annual
audited accounts. Going forward, the Commission has projected the
miscellaneous receipts for FY 2007-°08 on a realistic basis, in line with
past audited figures, and after adjusting for the effect of removal of
DPS.

5.1.7 The truing-up exercise undertaken by the Commission for the Distcos
takes into account all the past regulatory gaps as well as the gaps
arising out of variations from audited accounts, into consideration for
determining the total amount for truing-up keeping in view the
regulatory orders passed. The individual ARR components being trued-
up have been discussed separately under the section for truing-up in the
main text of this order.

An extract from the tariff Order FY 2006-07 for better understanding of
the principle involved

6.1 For determination of tariff, the State Commission, among other things, shall be
guided by National Electricity Policy (NEP), National Tariff Policy (NTP) in terms of
Section 61(i) of the Electricity Act, 2003. In conformity with Section 3 of the
Electricity Act, Govt. of India has already notified the NEP on 12" Feb.’05 followed
by NTP on 6™ Jan.’06. The NEP chalks out a vision of self-sustainable power sector
by ensuring recovery of cost of service from the consumers, competitiveness in
distribution, a minimum level of support to render the electricity affordable for
consumers of very poor category, reduction of cost subsidies progressively and
gradually, etc. The objectives of NTP are to :-

(@) Ensure availability of electricity to consumers at reasonable and
competitive rates;

(b) Ensure financial viability of the sector and attract investments;

(c) Promote transparency, consistency and predictability in regulatory
approaches across jurisdictions and minimize perceptions of
regulatory risks;

(d) Promote competition, efficiency in operations and improvement in
quality of supply.

6.2 The determination of Annual Revenue Requirement (ARR) and Tariff is a
statutory obligation of the Commission by which the Commission carves out the
roadmap for continued development of the electricity sector by balancing the
conflicting interests of various stakeholders. In fact, the measures taken by this
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Commission since its inception have been vindicated in the aims and objectives of
NEP and NTP.

6.3 Multi Year Tariff

According to the NTP, the MYT framework with a control of 3 to 5
years is to be adopted for any tariffs to be determined from April 1,
2006. The Commission in its order dated 8" June, 2003 and 12"
November, 2003 in Case N0.8/2003 had set forth the Long Term Tariff
Strategy (LTTS) for implementation. The Business Plan approved by
the Commission vide its order dated 28.02.2005 in Case No0.115 of
2004 in respect of all the distribution licensees acts as a sequel to
LTTS. The five year control period encompassing FY 2003-04 to 2007-
08 has been envisaged in the Business Plan. The relevant extract of
LTTS principles is reproduced below :-

“4 LTTS PRINCIPLES

The LTTS sets out the principles by which the Annual Revenue
Requirements of the Licensees will be determined for each of the
Control Period. The Retail Supply Tariffs and Bulk Supply Tariffs will
continue to be awarded through the Commissions Orders on ARR
filings/ Tariff Proposals during these years of the Control Period, i.e.,
for the years FY 2003-04, FY 2004-05, FY 2005-06 and FY 2006-07.

Tariffs are essentially a risk-sharing mechanism.  Efficient risk
allocation principles dictate that in order to minimize the overall costs,
only those risks should be allocated to the Licensee where it is best
placed to manage and mitigate them. It is important to be sensitive to
the fact that the Licensees had urged before the Commission that their
risk bearing capacity stands greatly reduced. Therefore the risk
elements that are allocated to Licensees (Controllable) should be such
that that they are directly within the control of the Licensees or can be
managed by the Licensees and have significant impact on the system
performance and financial stability. The LTTS seeks to incentivise
licensees to reduce ““Controllable Costs™. For the purpose of the LTTS,
network and financing costs and Aggregate Technical & Commercial
(AT&C) losses are considered as ““Controllable. Any financial loss
arising from the performance falling short of the targets in these areas
will, normally, not be recoverable through tariffs. Similarly, any
financial gain arising from performing better than targets will not be
adjusted against revenue requirement, and licensees will retain such
gains during the Control Period.

The gains or losses arising from factors that are not under the control
of the Licensees shall be deemed as *““Uncontrollable” and will be
recoverable through tariffs in the ensuing year(s) of the Control Period
as special appropriation. These primarily relate to fuel cost changes
that affect the cost of power purchase, inflation, exchange rate
variations, etc that may affect networking and financing costs. If and
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where uncontrollable elements/costs are forecasted for the computation
of revenue requirement, corresponding adjustments to reflect actual
values will be made in the ensuing year(s) revenue requirement. The
forecasts should be done with adequate due-diligence so as to
reasonably reflect expected normal business operations in electricity
sector in Orissa. There are also a number of uncontrollable risk events
arising out of force majeure conditions changes in the laws of the land,
judicial pronouncements, Government policies and directions, and
economy-wide influences, which have cost implications. These too will
be recoverable through tariff of future year(s), to the extent they are not
covered by Governmental subventions.

Comprehensive, timely and reliable data capable of independent
verification is an essential requir