BEFORE THE ORISSA ELECTRICITY REGULATORY COMMISSI ON,
Bhubaneswar

FilingNo. ............
Case No.

INTHE MATTER OF:

Petition under Section 94 of the Electricity Act, 2003 and Section 10(1) of the Orissa Electricity
Reform Act, 1995 and inter aia, Regulation No. 70 of the Orissa Electricity Regulatory
Commission (Conduct of Business) Regulations, 2004 framed under Section 181 of the
Electricity Act, 2003

And

The Order dated February 26, 2005 passed in Case N0142 of 2004 (Approva of Annual Revenue
Requirement and Determination of Retail Supply Tariff for FY 2004-05) by the Hon'ble
Commission

And

The Order dated March 22, 2005 passed in Case No 143 of 2004 (Approva of Annua Revenue
Requirement and Determination of Retail Supply Tariff for FY 2005-06) by the Hon'ble
Commission

AND

INTHE MATTER OF:

Ms Western Electricity Supply Company of Orissa Ltd
Burla- Petitioner
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THEHUMBLE PETITIONER ABOVENAMED MOST RESPECTFULLY SHOWETH:

The Petitioner, Western Electricity Supply Company d Orissa Limited (WESCO), is a Company
registered under the provisons of the Companies Act, 1956 and is, inter alia, Distribution and
Retail Supply Licensee in the State of Orissa.

The Petitioner filed a Petition before the Hon'ble Commission being Case No. 142 of 2004 for
approva of its Annual Revenue Requirement (ARR) and Retail Supply Tariff for FY 2004-05 on
October 28, 2004. The Hon'ble Commission has passed the Order on approval of ARR and Retail
Supply Tariff for FY 2004-05 on February 26, 2005 (RST Order for FY 2004-05).

The Petitioner filed a Petition before the Hon'ble Commission being Case No.143 of 2004 for
gpprova of its ARR and Retail Supply Tariff for FY 2005-06 on November 25, 2004. The
Hon'ble Commission has passed the Order on approva of ARR and Retail Supply Tariff for FY
2005-06 on March 22, 2005 (RST Order for FY 2005-06).

Since mogt of the issues arising of said two Orders are interrelated, WESCO, by the present
combined application, seeks a review/modification of the said Orders as set out herein below.

1 Past Lossesand Regulatory Assets

The Petitioner had filed a Petition with the Hon’ble Commission for recognition and acceptance
of Regulatory Asset for accumulated past losses for the period from FY 1999-00 to FY 2003-04
and its amortisation through recovery of tariff at a future date. The Regulatory Asset was
attributable to unredistic distribution loss level target fixed for determination ARR of DISCOMs
and retail supply tariffs, non-recognition of collection efficiency, pudent expenses in excess of
the revenue requirement, procurement of higher quantity of power and the price variance in
power purchase, reduction in sale to consumers and deniad of Clear Profit with respect to the
revenue requirement approved by the Commission.

The Hon’ble Commission has directed in the RST Order for FY 2004-05 to address these issues
in the subsequent Order. However, the Hon’ble Commission have opined in clause 6.1.2 of the
RST Order for FY 2005-06 that “The Commission is of the opinion that notwithstanding any
claim made by the companies the fact remains that the accumulated liabilities have been
securitised by issue of bonds allowing interest in tariff to be recovered through BST. DISTCOs
are being protected as the Commission has allowed securitisation of all such liabilities.”

Based on the Hon'ble Commission’s ruling, the Petitioner understands that the Hon'ble
Commission would admit the servicing cost of such securitised liabilities (i.e. interest payable)
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and repayment of such securitised ligbilities as a component of subsequent ARRs. The Petitioner
is in agreement with the observation of the Commission that the Regulatory Asset should be
adjusted to the extent that the revenue requirement is recognised towards repayment of securitised
ligbility in the approva of subsequent ARRs. The Commission's approva of pass through of
repayment liability as a component of Annua Revenue Requirement is in effect an implicit
approva of Regulatory Asset to the extent of quantum of securitised liahlities. Thisis so because
the Liabilities would match the Assets in the Balance Sheet of a Company in any double entry
accounting system. Such securitised liabilities (attributable to accumulated losses) on the Liability
side of the Baance Sheet is represented by a Regulatory Asset (i.e. the accumulated |osses) on the
Asset side of the Balance Sheet.

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

Further, the Commission has ruled vide clause no 6.14.4 of the RST Order for FY 2005-06 stating
that “...However, with collection of a part of receivables, the licensees will be able to wipe out
the outstanding liabilities, as evidenced from Audit Report. In view of the above, theCommisson
does not consider it necessary to allow the past loss or regulatory assets as claimed by the
licensees.”

The Petitioner respectfully submits to the Hon'ble Commission that non collection of receivables

is attributable to issues such as legacy of non payment of dues, societal culture of acceptance of
such non payment, theft in the system, tariff not being reflective of cost, inefficacy of system
being inherited by the Petitioner in addition to the issues raised by the Hon'ble Commission. The
Petitioner has taken several steps and has been able to effect substantial improvement in
collection efficiency from FY 1999-00 to FY 2003-04. The Petitioner has and would remain
committed to the power sector in Orissa to bring about the improvements to the system..

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

The Petitioner respectfully submits that in the past the Hon'ble Commission determined the
Retail Supply Tariffs of DISCOMs based on the conventional method of distribution loss level
without considering the collection dficiency i.e. without considering the “Aggregate Technical
and Commercial Losses’ (AT & C Losses).

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

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

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

2 Clarification on securitisation of past liabilities

The Hon’ble Commission has ruled vide clause 6.14.2 of the RST Order for FY 2005-06 stating
that “ In this connection, the Commission observe that the Distribution Companies approachthe
Commission through their business plan for restructuring their existing financial liabilities
inclusive of securitisation of outstanding dues payableto GRIDCO and resecuritisation of NTPC
bondsin favour of GRIDCO on account of failure of DISTCOsto pay the power purchase dues.
The Commission is of the opinion that notwithstanding any claim made by the companiesthe fact
remainsthat the accumulated liabilities have been securitised by issue of bonds allowing interest
in tariff to be recovered through BST. DISTCOs are being protected as the Commission has
allowed securitisation of all such liabilities...”
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The Petitioner requests the Hon'ble Commission to clarify by a way of Clarificatory Order the
moratorium period, repayment period and repayment instalments applicable for such securitised
ligbilities. The Petitioner further requests the Hon'ble Commisson to consider the longer
moratorium on repayment of loan considering the accumulated losses, huge unserviceable
ligbilities and precarious financia conditions of Discoms.

3 AT&C loss Concept

In line with the Order of the Hon’ble Commission in Case No 8/2003 dated June 18, 2003 on
setting guiding principles for determination of Annual Revenue Requirement of Distribution
Licensees of the State on a long term basis, the Petitioner had filed their Annual Revenue
Requirements considering actual collection of revenue during the Financia Year for FY 2004-05
and FY 2005-06. This was in accordance with the Hon'ble Commission’s decision to employ
AT&C loss as a benchmark to assess the performance of licensees during the Control period. The
Hon’'ble Commission has aso noted in the clause 5.3 of the RST Order for FY 2005-06 that “For
the first control period, the Performance Targets shall relate to the systemlosses and the
collection efficiency for different consumer categories, along with the AT& Closses. Thelicensee
will be expected to performand improveits efficiency as per the overall AT& C targetsfixed by
the Commission.”

Though the Hon'ble Commission has set the AT&C performance targets for measuring,
monitoring and controlling the efficiency of the operation of the Petitioner, the Hon'ble
Commission has approved ARR and determined RST for FY 2004-05 and FY 2005-06 for the
DISCOMSs based on the distribution loss target and not based on the AT&C loss target. The
Commission has considered the distribution loss target for ARR determination on the grounds
that the AT&C loss shall serve as an indicator for the purpose of payment of incentive with
reference to measurement of performance and pendty only. For the purposes of tariff
determination, the revenue requirement of the DISCOMSs has been determined based on accrual
of revenue during the financial year based on the set target of T&D loss for the Financial Y ear
without considering actua collection of revenue. There is merit for AT&C loss to be considered
for determination of tariff. This would also avoid multiple standards as a measure of performance.

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

The following Table illustrates the impact in terms of revenue loss to the Petitioner attributable to
non collection of revenue beyond the target level of collection efficiency for FY 2004-05 & FY
2005-06 arising of the above treatment:

FY 2004-05 J FY 2005-06

" Revenue Requirement (@ |RsCrore | 740 847
Proposed Collection Efficiency (b)) | % 89 89.68
Approved Collection Efficiency © | % 0 92
Bad Debts d | % 2.5 2.5
Return on Equity e | % 11 0.9
Total Allowed Collection Efficiency | (f) | %

93.6 95.4
(ct+d+e)
Gap in Collection Efficiency 9 |% 6.4 4.6
Callection Gap (h) | RsCrore 48 38.96
Interest on Working Capita @ 10% not | (i) Rs Crore 5 3.9
alowed by the Hon’ ble Commission
Net Revenue loss to the Petitioner () Rs Crore 53 42.86

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

It is relevant to point out that AT& C performance benchmark has been successfully implemented
by DERC for monitoring and controlling the performance and approving the Annual Revenue
Requirement and Tariff of the privatised DISCOMs. The Petitioner submits to the Commission

that employing a single performance measure for determining operational efficiencies and annual

revenue requirements is essential to ensure the turnaround in the Orissa Power Sector by alowing
the cash which is due to the Petitioner. If the cash requirement of the Petitioner is not met then the
Petitioner will not be able to maintain the system and effect necessary improvements in the
system to achieve the turnaround.
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Congdering the magnitude of impact it has on its viability and sustenance, the Petitioner
respectfully submits to the Commission that the Hon'ble Commission may reconsider its decision
regarding employing T&D loss in place of AT&C loss for determination of Annua Revenue
Requirement.

4 Disallowanceof T&D loss

In the RST Order for FY 2004-05, the Commission has specified the following methodology for
determining the quantum of energy to be sold:

“5.3.2.1 The guantum of energy to be sold will be deter mined after deducting the units deemed to
have been lost in distribution applying the bench-mark losslevel, as adopted by the Commission.

5.3.2.2 The Anticipated Energy Sale (MU) has been computed applying Distribution Loss (%) on
the Energy to be purchased (MU) as tabulated bel ow.

5.3.4 The projected sale at EHT and HT based on the load growth has been kept at the same
level, as proposed by the Distribution licensees. The quantumof saleat LT has been arrived at
after deducting the proposed sale at HT & EHT from the total sale as tabulated below.

5.3.5 The category wise sale at LT has been computed by apportionment of the differential figure
at LT (i.e. the difference between the approved total sale and approved sale at HT & EHT)
amongst all the categories under LT.”

The above treatment would result into estimation of notional/deemed revenue to the extent of
excess T&D lossi.e. actual T&D lossin excess of the set target of T& D loss. Thiswould have the
following financial impact on the Petitioner.

LT Sales in Proposed Approved AverageTariff  Notional Revenuelossto

MU Sales(MU) Sales(MU) rateinLT per each DISCOMs (Rs. in
unit (Rs. /Kwh) crores)
FY 2004-2005
WESCO 775.35 854.88 241 19.16
FY 2005-2006
WESCO 821 890 2.39 16.49

The excess loss congists of excess losses on account of technical and commercia loss in the
system. For excess technica loss, the DISCOMs actudly incur additional cost towards power
purchase. For commercia losses in the system, the Utility is not able to collect the revenue
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though the energy is being consumed by some consumers in the system. For such commercial
losses, the Utility is losing revenue. The Hon'ble Commission has considered such loss of
revenue for both technical as well as commercia portion of excess loss. However even for the
excess commercial loss, actual additional cost incurred by the DISCOMs is the cost of
additional power purchase for meeting such commercial lossesin the system.

It is relevant to see the precedence by other State Electricity Regulatory Commission as regards
the rate of disalowance of excess T&D loss. The Maharashtra Electricity Regulatory
Commission (MERC) in its Tariff Order for FY 1999-00 assessed T&D loss for FY 1999-00 at
31.87% and set the target for FY 2000-01 at 26.87%. In their subsequent Tariff Petition for FY
2001-02, MSEB reported an actual T&D loss level of 39.60% against an approved loss leve of
26.87% for FY 2000-01. While applying the rate at which the excess T&D loss needs to be
disdlowed, MERC disallowed the cost of excesslossat the cost of power purchase by taking
theview that "The cost of the excess |ossesisthe cost of additional power purchaserequired on
account of the higher energy input requirement. The Commission has considered the average
NTPC power purchase rate to determine the unit rate of the excess energy input requirement,
which works out to Rs. 1.649 per unit, based on the Commission’s projections.” MERC has
continued with the same view while determining the Tariff Order for FY 2003-04.

Considering the above, the Petitioner requests the Hon' ble Commission to consider cost of power
purchase for disallowing excess T&D loss.

5 Demand Forecasts

The Hon'ble Commission has accepted the proposa of higher sale for FY 2005-06 based on the
proposa of higher quantum of energy sales to EHT and HT category for FY 2005-06. However,
the Hon'ble Commission, for the purpose of estimation of demand charge payable on power
purchase from GRIDCO, has considered the Simultaneous Maximum Demand (SMD) forecast
based on the SMD approved for FY 2004-05 which is based on actud SMD during the Financia
Year. Proposed higher sale to EHT and HT category is going to be supported by the introduction
of discounts for new industries and mini steel plants by the Hon'ble Commission. However, this
would lead to an increase in SMD and the Petitioner would have to bear the overdrawal charges
to the extent SMD exceeds the SMD considered in the ARR. The following Table illustrates the
impact on the Petitioner arisng of the Hon'ble Commission’s decision to consider Demand
Charges payable on power purchase for FY 2005-06 based on actual SMD during FY 2004-05:

DISCOMs Proposed by the Approved by the Hon'ble Financia impact (Rs.
DISCOMs (Demand in Commission (Demand in Crore)

MVA) MVA)

WESCO 670.00 651.21 451
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As is evident from the above Table, the Petitioner would be required to pay overdrawal charges
of Rs. 451 Crore for exceeding the SMD considered by the Commission while approving ARR
and Tariff for FY 2005-06.

Considering the above, the Petitioner humbly requests the Hon' ble Commission to reconsider the
approval of demand charges based on projection of SMD for FY 2005-06 and alow such
additional cost through either an increase in Retaill Supply Tariff or reduction in Bulk Supply
Tariff.

6 Treatment of Delayed Payment Surcharge (DPS)

The Hon'ble Commission vide Clause 8.33.9 of the RST Order for FY 2005-06 has directed that
“the provision for Delayed Payment Surcharge @2% per month in respect of domestic, general
purpose<=110kva, irrigationand LT industrial (S) supply categories of consumer as stipulated
in the RST order for FY 2003-04 will not be applicable with effect from the date of
implementation of this Tariff order” .

However, DPS to the tune of Rs. 8.96 Crore has been estimated for FY 2005-06 based on actual
collection of DPS during FY 2004-05 while determining net Annua Revenue Requirement for
FY 2005-06. The Petitioner would like to apprise the Hon' ble Commission that the Petitioner has
been collecting most of the revenue on account of Delayed Payment Surcharge (DPS) from the
very categories which have been exempted by the Hon'ble Commission from payment of DPS.
With the exemption of DPS for the above categories, the Petitioner would not be able to generate
revenue on account of DPS during FY 2005-06. Accordingly, the Petitioner submits to the
Commission that in such a case of error apparent the other income considered on account of
revenue towards DPS shall be considered as Nil while determining the revised Annual Revenue
Requirement for FY 2005-06.

7 Prayers:

In view of above submissions, the Petitioner therefore prays that

1. The decision of carry forward of revenue deficit for FY 2004-05 and FY 2005-06 based on
the revenue requirement approved by the Commission as a Regulatory Asset may be
reconsidered. The Hon'ble Commission may also consider reduction in Bulk Supply Tariff of
GRIDCO to meet the revenue requirement of DISCOMS in full considering the available
surplus of revenue for FY 2004-05 and FY 2005-06 with GRIDCO.
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Recognise, acknowledge and the accept the Regulatory Assets and permit amortisation of
Regulatory Asset through recovery of tariff in future years.

The moratorium period, repayment period and repayment instaments applicable for
securitised liabilities may be clarified.

The decision regarding employing T&D loss in place of AT&C loss for determination of
Annua Revenue Requirement may be reconsidered.

Cost of power purchase in place of loss of revenue may be considered for disallowing excess
T&D loss.

Approva of demand charges related to purchase of power based on projection of SMD for
FY 2005-06 may be reviewed consdering implication of overdrawa charges on the
Petitioner.

Other income considered on account of revenue towards DPS be considered as Nil while
determining the revised Annua Revenue Requirement for FY 2005-06.
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