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Order No. 1007/F&T/2016/KSERC dated 17" April, 2017

The Kerala State Electricity Regulatory Commission, in exercise of the powers
vested in it under the provisions of the Electricity Act, 2003 (Central Act 36 of 2003)
and of the KSERC (Terms and Conditions for Determination of Tariff) Regulations,
2014 and other regulations enabling it in this behalf, issues the following orders.

The Commission has, based on the facts and circumstances explained in the
public notices dated 22.06.2016 and 01.12.2016 issued by the Commission, heard
the views, suggestions and objections of the stakeholders in the public hearings held
at Thiruvananthapuram on 27.07.2016 and 17.01.2017, at Kannur on 27.12.2016, at
Kozhikode on 28.12.2016, at Ernakulam on 03.01.2017, at Thrissur on 04.01.2017,
at Pathanamthitta on 12.01.2017 and at Kattappana on 13.01.2017. The
Commission has also considered the written objections and remarks as well as the
documents and materials received by it in this regard. The Commission has also
consulted the State Advisory Committee on 18.01.2017. After having considered all
the relevant statutory provisions, facts and documents, the Commission hereby
passes the following orders.

Dated this the seventeenth day of April, 2017.

Sd/- Sd/- Sd/-
K.Vikraman Nair S.Venugopal T.M.Manoharan
Member Member Chairman

Approved for issue,

Sd/-
Santhosh Kumar.K.B
Secretary
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CHAPTER -1
INTRODUCTION

1.1 Kerala State Electricity Regulatory Commission (hereinafter referred to as
KSERC or as the Commission) has, in exercise of its powers conferred under
sub-regulation (5) of regulation 11 of the KSERC (Terms and Conditions for
Determination of Tariff) Regulations, 2014 (hereinafter referred to as the Tariff
Regulations, 2014) read with Section 61, Section 62 and Section 64 of the
Electricity Act, 2003 (hereinafter referred to as the Act) and in compliance of the
provisions in the Tariff Policy, 2016 and of the order dated 11.11.2011 of the
Hondébl e Appellate Tribunal for El ectricit
this suo motu proceedings to determine the tariffs applicable to the Strategic
Business Unit T Generation (SBU-G), Strategic Business Unit T Transmission
(SBU-T) and Strategic Business Unit T Distribution (SBU-D) of KSEB Ltd. The
facts and circumstances leading to initiation of this suo motu proceedings are
briefly stated below.

1.2 Section 61 of the Act confers power on the Electricity Regulatory Commissions
to specify by regulations, the terms and conditions for the determination of tariff
in accordance with the principles stipulated therein. Section 62 of the Act
empowers the Commission to determine tariff for generation of electricity,
transmission of electricity, wheeling of electricity and for retail sale of electricity.
Section 64 of the Act prescribes the procedure for determination of tariff and
issuance of tariff order. The Commission has, in exercise of its powers under
Section 61 of the Act, issued vide notification No.787/SEA/2011/KSERC dated
14.11.2014, the KSERC (Terms and Conditions for Determination of Tariff)
Regulations, 2014, which specify the detailed principles and procedures for
determination of tariff. = Sub-regulation (5) of regulation 11 of the Tariff
Regulations, 2014 specifies that the Commission may, on its own, initiate
proceedings for determination of tariff if the licensee or the SLDC does not file
application for determination of tariff within one month from the date stipulated
for submitting the application. Sub-regulation (5) of regulation 11 of the Tariff
Regulations, 2014 is quoted hereunder,-

Al11. Fi | i n g-yearnadifé (MYTinfuamework. i

(5) In case the generation business/company or transmission
business/licensee or distribution business/licensee or state load
dispatch centre does not file the application under these Regulations
within one month of stipulated date, the Commission may, on its own
initiate proceedings for tariff determination.

1.3 Tariff Policy, 2016 issued by Government of India has, in para 8.1 (7), stipulated
that appropriate Commissions should introduce and implement multi-year tariff
(MYT) system and initiate regulatory scrutiny and tariff determination on a suo
motu basis, in case the licensee does not file the tariff application in time. It has
also been stipulated that the requisite tariff changes should come into effect
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from the date of commencement of each financial year and any gap on account
of delay in filing should be on the account of licensee. Para 8.1 (7) of the Tariff
Policy, 2016 is quoted hereunder,-

A. 8.1 | mpl eme n-Yeart TardffMYd)fframhewadrk i

(7) Appropriate Commissions should initiate tariff determination and
regulatory scrutiny on a suo moto basis in case the licensee does not
initiate filings in time. It is desirable that requisite tariff changes come
into effect from the date of commencement of each financial year and
any gap on account of delay in filing should be onaccount of | i censee.

14 The Hondbble APTEL has, i n its judgment da
(suo motu proceedings on the basis of the letter received from Ministry of
Power, Government of India), directed the State Commissions to ensure that
the review of annual performance, the truing up of past expenses and the
determination of annual revenue requirements and tariff are conducted year to
year basis as per the time schedule specified in the Tariff Regulations and that
in the event of delay, in filing the application for the approval of ARR, for the
truing up of accounts and for the review of annual performance, of one month
beyond the scheduled date of submission of the application, the State
Commission must initiate suo motu proceedings for tariff determination in
accordance with Section 64 of the Act read with clause 8.1 (7) of the Tariff

Policy. The directions given by the Hon
11.11.2011 in OP No. 1/2011, are quoted hereunder,-
A65. I n view of the ampabbvw swedeenaifilto di scussi

issue the following directions to the State Commissions:

(i) Every State Commission has to ensure that Annual Performance
Review, true-up of past expenses and Annual Revenue Requirement and
tariff determination is conducted year to year basis as per the time
schedule specified in the Regulations.

(i) It should be the endeavour of every State Commission to ensure
that the tariff for the financial year is decided before 1% April of the tariff
year. For example, the ARR & tariff for the financial year 2011-12 should
be decided before 1% April, 2011. The State Commission could consider
making the tariff applicable only till the end of the financial year so that
the licensees remain vigilant to follow the time schedule for filing of the
application for determination of ARR/tariff.

(i) In the event of delay in filing of the ARR, truing- up and Annual
Performance Review, one month beyond the scheduled date of
submission of the petition, the State Commission must initiate suo-moto
proceedings for tariff determination in accordance with Section 64 of the
Act read with clause 8.1 (7) of the Tariff Policy.

(iv)  In determination of ARR/tariff, the revenue gaps ought not to be
left and Regulatory Asset should not be created as a matter of course



1.5

1.6

except where it is justifiable, in accordance with the Tariff Policy and the
Regulations. The recovery of the Regulatory Asset should be time bound
and within a period not exceeding three years at the most and preferably
within Control Period. Carrying cost of the Regulatory Asset should be
allowed to the utilities in the ARR of the year in which the Regulatory
Assets are created to avoid problem of cash flow to the distribution
licensee.

(v) Truing up should be carried out regularly and preferably every
year. For example, truing up for the financial year 2009-10 should be
carried out along with the ARR and tariff determination for the financial
year 2011-12.

(vi) Fuel and Power Purchase cost is a major expense of the distribution
Company which is uncontrollable. Every State Commission must have in
place a mechanism for Fuel and Power Purchase cost in terms of Section
62 (4) of the Act. The Fuel and Power Purchase cost adjustment should
preferably be on monthly basis on the lines of the Central Commission's
Regulations for the generating companies but in no case exceeding a
quarter. Any State Commission which does not already have such
formula/mechanism in place must within 6 months of the date of this
order must put in place such formula/ mechanism.

66. We direct all the State Commissions to follow these directions
scrupulously, and send the periodical reports by 1% June of the relevant
financial year about the compliance of these directions to the Secretary,
Forum of Regulators, who in turn will send the status report to this

Tri bunal and also place 1t on its website

The Commission had, on 14.08.2014, issued order in OP No. 9/2014 filed by
KSEB Ltd, determining the retail sale tariff (RST) of electricity. The
Commission had also issued order dated 25.09.2014 revising the bulk supply
tariff applicable to the sale of electricity to other distribution licensees. Further,
the Commission had issued order dated 30.09.2014 approving the open access
charges, pooled cost of power purchase, meter rent, etc.

KSEB Ltd has challenged the validity of the Tariff Regulations, 2014, by filing
Wr it Petition No. 465/ 2015( G) b e f, omairdy
stating the reason that the norms for expenditure specified in the Tariff
Regulations, 2014 are inadequate resulting in under recovery of its expenses.
The prayers in the Writ Petition are the following,-
A
0] Issue a writ of certiorari or any other appropriate writ, order or
direction calling for the records leading to Exhibits P5 and quash
the same as illegal and violative of Article 14 of the Constitution of
India.
(i) Issue writ of mandamus or any other appropriate writ, order or
direction to the respondent to revise Exhibit P5 regulations strictly

t
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as per the legal mandate provided in the Electricity Act, 2003,
National Electricity Policy and on the basis of past performance of
KSEB including its audited accounts; and
(i) | ssue such other writs, orders or di
may deem fit and proper to issue in the facts and circumstances of
the caseo.

While admittingtheabove Wr it Petition the Honodobl e
issue an interim order on 07.01.2015 to the effect that tariff proposal, if any,

submitted by the petitioner shall not be rejected on the basis of the Tariff
Regulations, 2014. The Commission had, on receipt of the interim order of the
Honéble High Court dated 07.01.2015, file
Court seeking clarifications with regard to the implementation of the said order.

The Hondoble High Court ha spronsonintbecTariffar ed t
Regulations, 2014, is invalid. @ The earlier regulations which governed
determination of tariff were repealed as per the provisions in the Tariff
Regulations, 2014. Therefore the application for determination of tariff filed by

any licensee including KSEB Ltd can be processed only in accordance with the

provisions of the Tariff Regulations, 2014. It was under these circumstances

the Commissonmoved the Hondéble High Court for
that the Commission might be permitted to process the application submitted

by KSEB Ltd in accordance with the provisions of the Tariff Regulations, 2014.

The Hono6ble High Court is yet to issue or
Commission therein.

1.7 KSEB Ltd had, on 30.03.2015, filed an application for approval of a composite
ARR & ERC without separate accounts of the SBU-G, SBU-T and SBU-D for
the financial year 2015-16. In the said application KSEB Ltd had projected a
composite aggregate revenue requirement of Rs.12338.06 crore and an
expected revenue from charges of Rs.10765.89 crore, leaving a revenue gap of
Rs.1572.17 crore for all the SBUs together. The said application did not contain
any proposal for bridging the said revenue gap by appropriate revision of tariff
applicable to various categories of consumers. The said application did also
not contain strategic business unit wise accounts of expenditure or balance
sheet in accordance with the directions given by Government of Kerala in the
Second Transfer Scheme notified as per GO (P) No. 46/2013/PD dated
31.10.2013 and published as SRO No 871/2013 in Kerala Gazette Extra
Ordinary N0.3103 dated 31.10.2013 under Section 131 of the Act. Further the
said application was not filed in accordance with the multi-year tariff (MYT tariff)
principles as specified in the Tariff Regulations, 2014. KSEB Ltd had, in the
said application, promised to submit subsequently, a separate application for
determination of tariff. However, KSEB Ltd has not so far submitted any such
application.



1.8

Table-1.1
Revalidation of the Tariff orders dated 14.08.2014, 25.09.2014,30.09.2014 in OP No0.9/2014
Particulars Date of order Period of validity
Tariff order 14.08.2014 16.08.2014 to 31.03.2015
in OP No0.9/2014 25.03.2015 01.04.2015 to 30.09.2015
25.09.2015 01.10.2015 to 31.12.2015
14.12.2015 01.01.2016 to 31.03.2016
BST order 25.09.2014 16.08.2014 to 31.03.2015
in OP No. 9/2014 25.03.2015 01.04.2015 to 30.09.2015
25.09.2015 01.10.2015 to 31.12.2015
14.12.2015 01.01.2016 to 31.03.2016
Transmission charges, | 30.09.2014 16.08.2014 to 31.03.2015
wheeling charges, 25.03.2015 01.04.2015 to 30.09.2015
open access charges | 25.09.2015 01.10.2015to 31.12.2015
14.12.2015 01.01.2016 to 31.03.2016

1.9

The Commission had extended the period of validity of the tariff orders issued
by it on 14.08.2014, 25.09.2014 and 30.09.2014 in view of the pendency of the
WP No. 465/2015 (G) filed by KSEB Ltd challenging certain provisions of the
KSERC (Terms and Conditions for the Determination of Tariff) Regulations,
2014, and I n view of t he interim
07.01.2015 to the effect that the application filed by KSEB Ltd for the
determination of tariff should not be rejected in view of the Tariff Regulations,
2014. The Commission had f il ed a petition be
requesting for clarification so that the application filed by KSEB Ltd could be
processed in accordance with the Tariff Regulations, 2014. Under the above
circumstances, the Commission had, by various orders, revalidated till
31.03.2016, the tariff orders dated 14.08.2014, 25.09.2014 and 30.09.2014 in
OP No. 9/2014 the details of which are given hereunder,-

In the letter No. KSEB/TRAC/ARR & ERC 2016-17/2353 dated 30.11.2015,
KSEB Ltd had requested the Commission to grant time extension for one
month, i.e. till 31.12.2015 for filing the ARR & ERC petition for 2016-17. The
reasons cited for such enlargement of time were the time taken for the following
new initiatives taken by KSEB Ltd.
()  Ensuring accuracy and integrity of data.
(i)  Completing the implementation of LT billing software in the balance
256 sections.
(i)  Implementation of central processing of data.
(iv) Submission of data relating to voltage wise distribution loss.
(v) Preparation of safety budget plan for improving safe operations of
the installations and network.
(vi) Assessment of the impact of renewable energy purchase and the
solar photo voltaic (PV) penetration.

order
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Even after expiry of the period of extension of one month, as requested for in
the letter dated 30.11.2015, KSEB Ltd did not file the application for
determination of tariff as per the provisions of Tariff Regulations, 2014.

1.10 The Commission thereupon, vide its letter dated 11.01.2016, informed KSEB
Ltd as follows,-

(a) As per the regulation-11 of the KSERC (Terms and Conditions for
Determination of Tariff) Regulations, 2014 (hereinafter referred to as
the Tariff Regulations, 2014), the application for the ARR&ERC should
be filed, along with the truing up of accounts for the previous financial
year, on or before 30" of November of the current financial year, as
per the details specified therein. The relevant provisions of the
regulation is extracted below for ready reference.

(b) The Tariff Regulations, 2014 has been in force from the FY 2015-16
onwards. Prior to issuance of the said Regulations, the applications
for determination of tariff filed by the distribution licensees were
processed in accordance with the provisions of the following
regulations,-

0] Kerala State Electricity Regulatory Commission (Tariff)
Regulations, 2003;

(i) Kerala State Electricity Regulatory Commission (Terms and
Conditions of Tariff for Retail Sale of Electricity) Regulations,
2006;

(i)  Kerala State Electricity Regulatory Commission (Terms and
Conditions for Determination of Tariff for Distribution and Retail
Sale of Electricity under MYT Frame Work) Regulations, 2006;
and

(iv) Kerala State Electricity Regulatory Commission (Fuel
Surcharge Formula) Regulations, 2009.

(c) As per regulation 99 of the KSERC (Terms and Conditions for
Determination of Tariff) Regulations 2014, the above regulations, stand
repealed.

(d) All the distribution licensees in the State, other than KSEB Ltd are
following the provisions in the Tariff Regulations, 2014 for filing the
ARR& ERC since the year 2015-16.

(e) However, KSEB Ltd has not followed the provisions of the Tariff
Regulations, 2014 while filing the ARR&ERC for the year 2015-16 vide
the application dated 30-03-2015.

(f) Though KSEB Ltd has challenged the KSERC (Terms and Conditions
for Determination of Tariff)leRighgul ati on
Court vide the WP(C) No. 465/ 2015 (G),
not stayed the i mplementation of t he s
High Court, vide its interim order dated 7™ January-2015, has issued
only the following direction:



60 The t posdlsfiffany gpubroitted by the petitioner shall not be
rejected on the basis of Ext. P5

(g) Commission is statutorily responsible for regulating the various

activities of the oODistribution
utility. The Commission has to regulate the licensees based on the
provisions of the Electricity Act, 2003 and the regulations notified by
the Commission in conformity with the provisions of the said Act from
time to time. KSERC (Terms and Conditions for Determination of
Tariff) Regulations, 2014 is the prevailing regulations applicable to the
licensees and generating companies in Kerala.

(h) Commission further informs that, the expenses incurred by the

(i)

licensees without the approval of the Commission and the expenses
which are not prudent will not be allowed to be passed on to the
consumers by way of tariff.

In accordance with the First Transfer Scheme issued by the
Government as per G.O (MS) 37/2008/PD dated 25" September 2008
and published as SRO No0.990/2008, under Section 131 of the
Electricity Act, 2003, the properties, liabilities, interests, rights and
obligations of the erstwhile Kerala State Electricity Board were
transferred to and vested in the Government. The Government has,
under the Companies Act, 1956, incorporated a fully Government
owned company namely KSEB Ltd for re-vesting the functions,
properties, interest, rights, liabilities, proceedings and personnel in
accordance with sub-section (2) and Section 133 of the Act, 2003.
There are three independent Strategic Business Units under the
corporate office of KSEB Ltd namely Strategic Business Unit
(Transmission), Strategic Business Unit (Distribution) and Strategic
Business Unit (Generation) for managing the activities relating to
transmission, distribution and generation. Accordingly the Government
has, vide G.O (P) No0.46/2013/PD dated 31.10.2013, published as
SRO No0.871/2013, issued the Second Transfer Scheme in exercise of
the powers conferred under sub-sections (1), (2), (5), (6) and (7) of
Section 131 and Section 133 of the Electricity Act, 2003. As per the
Second Transfer Scheme, the Government has re-vested in KSEB
Ltd., the functions, properties, interest, rights, liabilities, proceedings
and personnel of the erstwhile KSEB. As per the provisions of Section
12 and Section 14 of the Electricity Act, 2003, KSEB Ltd is the State
Transmission Utility and a distribution licensee which has to perform
the duties and functions of the transmission licensee and distribution
licensee. In view of the provisions in the Electricity Act, 2003, to the
effect that the transmission licensee and the State Transmission Ultility
shall not engage in trading of electricity, the functions of transmission
licensee and the functions of distribution licensee are vested in the
Strategic Business Unit (Transmission) and the Strategic Business Unit

regul ar
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(Distribution) respectively. The provisions of the Tariff Regulations,
2014 applied to the above Strategic Business Units and to the State
Load Despatch Centre which should be ring fenced to ensure
independent functioning.

()) Considering the above facts and legal provisions, KSEB Ltd as well as
the Strategic Business Units and State Load Dispatch Centre are
statutorily bound to submit application for determination of tariff strictly
as per the provisions of the KSERC (Terms and Conditions for
Determination of Tariff) Regulations, 2014 including the time lines
specified therein. Petitions if any submitted for condoning the delay if
any will be considered on merits as and when such petitions are filed
along with the applications for determination of tariff.

1.11 KSEB Ltd did not comply with the statutory provisions contained in the Act or in
the Tariff Regulations, 2014 made there under. It did also not comply with the
directions OAPTEL imés judgmert dateé 11.11.2011 in OP No.
1/2011 or with the directions issued by this Commission. Consequently, in
letter No. 2329/F&T/2015/ KSERC/332 dated 31.03.2016, the Commission
further informed KSEB Ltd as follows,-

A

(i) All the licensees in the State except KSEB Ltd has filed the
ARR&ERC under MYT for the control period from 2015-16 to
2017-18 as per the provisions of the KSERC (Terms and
Conditions of Tariff) Regulations, 2014. Though KSEB Ltd had
filed the ARR&ERC for the 2015-16 for a single year basis, without
adhering to the provisions in the KSERC (Terms and Conditions of
Tariffy Regulations, 2014 on 31% March-2015, the Commission
could not process the petition, due to the interim order of the
Hondébl e High Court 1b(6G), fil&dPby KSEBLIdNOo. 465/
challenging certain regulations in  KSERC (Terms and Conditions
for Determination of Tariff) Regulations, 2014.

(i)  The Commission vide the letter cited under reference has directed
that, KSEB Ltd as well as the Strategic Business Units and State
Load Despatch Centre are statutorily bound to submit application
for determination of Tariff, strictly as per the provisions of the
KSERC (Terms and Conditions for Determination of Tariff)
Regulations, 2014 including the time lines specified therein.
However, KSEB Ltd is yet to comply with the directions of the
Commission. KSEB Ltd as the STU with State Load Despatch
Centre and the distribution licensee owning generation assets, is
statutorily bound to comply with the provisions of the Electricity
Act-2003, KSERC (Conditions of License for Existing Distribution
Licensees) Regulations, 2006, KSERC (Terms and Conditions for
Determination of Tariff) Regulations, 2014 and other relevant
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regulations, orders and directions issued by the Commission from
time to time.

(i) The Commission vide its suo motu orders dated 25-03-2015, 25-
09-2015 and 14-12-2015 has extended the validity of the tariff
order dated 14-8-2014 and the tariff order dated 30-09-2014 in OP
No. 9/2014 up to 31-03-2016. The Commission has extended the
validity of the said orders dated 14-08-2014 and 30-09-2014 in
OP No. 9/2014 for a further period upto 30-09-2016 for all
licensees, who have filed the application for approval of
ARR&ERC under MYT as per the provisions of the KSERC (Terms
and Conditions for Determination of Tariff) regulations, 2014.

(iv) It is noted that, KSEB Ltd has not filed any application for the
approval of ARR&ERC for the year 2016-17 as per the provisions
of the KSERC (Terms and Conditions for Determination of Tariff)
Regulations, 2014. Neither has it filed any application for
extending the validity of the tariff order dated 14-08-2014 in OP
No. 9/2014 and 30-09-2014 in OP No. 9/2014 beyond 31-03-
2016, with valid reasons. It is informed that, the extension of the
validity of the tariff order dated 14-8-2014 and the tariff order dated
30-09-2014 in OP No. 9/2014 as applicable to KSEB Ltd will expire
on31-3-2016. Appropriate action may

1.12 Kerala State Electricity Board Ltd has, consequent to the said letter No.

2329/F&T/2015/KSERC dated 31.03.2016 issued by the Commission, filed a
petition on 04.04.2016, requesting to extend, till 30.09.2016 or till the present
rates are revised by the Commission, the validity of the tariffs determined by the
Commission as per its orders dated 14.08.2014, 25.09.2014 and 30.09.2014 in
OP No0.9/2014. KSEB Ltd has claimed that the said petition was filed under
Section 62 (4) and Section 64 (6) of the Electricity Act, 2003, read with
regulations 22 (b), 44 and 69 of Kerala State Electricity Regulatory Commission
(Conduct of Business) Regulations, 2003. The Commission has carefully
examined the request of KSEB Ltd in view of the relevant facts and legal
provisions. Sub-section (4) of Sections 62 and sub-section (6) of Section 64 of
the Electricity Act, 2003, are quoted hereunder.

Af62. Determination of Tariff.

(4) No tariff or part of any tariff may ordinarily be amended more
frequently than once in any financial year, except in respect of
any changes expressly permitted under the terms of any fuel
surcharge formula as may be specified.

64. Procedure for tariff order.-

(6) A tariff order shall, unless amended or revoked, continue to be in
force for such period as may be specified in the tariffor der . 0.
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From sub-section (4) of Section 62, it can be seen that tariff order shall
normally be issued once in each financial year with a validity period of one
financial year and the tariff cannot be changed during that financial year. Sub-
section (6) of Section 64 of the Act stipulates that a tariff order shall, unless
amended or revoked, continue to be in force for such period as may be
specified in the tariff order. The said statutory provisions do not confer on
KSEB Ltd any right or privilege to request, without submitting proper
application and supporting documents as specified in the Tariff Regulations,
2014, for enlargement of the validity period of the tariff orders dated
14.08.2014, 25.09.2014 and 30.09.2014 which were issued for the financial
year ending on 31.03.2015. Regulation 11 of the Tariff Regulations, 2014
provides that every transmission licensee or distribution licensee or State Load
Dispatch Centre shall file on or before 30" day of November of the current
financial year, an application for approval of ARR and for determination of tariff
for the ensuing financial year along with application for truing up of the
accounts for the previous financial year. It is further stipulated therein that the
tariff determined for a particular financial year shall be in force till the end of
such financial year unless the Commission approves the continuation of such
tariff for subsequent periods.

1.13 Being the State Transmission Utility and the distribution licensee owning most
of the generation assets in the State, KSEB Ltd has a bounden duty and
responsibility to submit in time, in compliance of the relevant statutory
provisions and regulations, the application for determination of the aggregate
revenue requirements (ARR), the expected revenue from charges (ERC) and
the tariff, along with all the supporting documents as specified in the Tariff
Regulations, 2014. KSEB Ltd has to, in compliance of the provisions in the
Section 64 of the Act, submit application for determination of tariff for various
categories of consumers depending upon the revenue gap or revenue surplus
anticipated during the relevant financial year. ARR is the estimate of
expenditure for a financial year and ERC is the estimate of revenue for that
particular financial year at the prevalent tariff and the difference between them
would indicate the revenue surplus or revenue gap to be considered while
determining the tariff. The Commission has to conduct public hearing on such
applications as an integral part of the procedure for determination of tariff. After
duly considering all the relevant facts presented by the licensee and by the
stakeholders and after prudence check, the Commission has to issue
appropriate orders determining the tariff. Under the circumstances as explained
in earlier paragraphs the validity of the tariff orders dated 14.08.2014,
25.09.2014 and 30.09.2014 was extended by the Commission till 31.03.2016.

1.14 It is the prime and foremost duty of KSEB Ltd to submit applications for truing
up of its accounts with actual figures of revenue and expenditure and audited
accounts, so that the Commission can, after due consideration of all the

12



relevant facts and figures and after public hearing and prudence check issue
appropriate orders thereon. As a Government company incorporated under the
provisions of the Companies Act, 1956 and functioning under the provisions of
the Companies Act, 2013, KSEB Ltd must have completed preparation of its
annual accounts for 2014-15 and 2015-16. The Comptroller and Auditor
General (C&AG) must also have completed the audit of the accounts of KSEB
Ltd for the financial year 2014-15. But for reasons unknown to the Commission,
KSEB Ltd has not submitted in time the application for truing up of accounts to
the Commission for its scrutiny, prudence check and approval. It should be
specially noted that the Commission has the duty to examine such accounts
and to conduct prudence check with a view to safeguarding the interests of the
consumers. The consumers who contribute to the revenue of KSEB Ltd have a
right to know such accounts. The action of KSEB Ltd in having delayed the
application for truing up of accounts for the scrutiny by the Commission and by
the consumers cannot be justified on any grounds. Further, in the case of delay
in submitting the application for truing up of accounts, KSEB Ltd would face the
risk of losing the chance to recover the amount of revenue gap, if any, as
determined by the Commission.

1.15 In the petition dated 04.04.2016, KSEB Ltd has submitted that the petitioner is
the State Transmission Utility (STU) and the distribution licensee, which also
owns generation assets, in the state of Kerala. As per the Second Transfer
Scheme notified by the Government under Section 131 of the Electricity Act,
2003, the activities of the company are being carried out through Strategic
Business Units (SBUs) for each of the functions of generation, transmission and
distribution. In the petition dated 04.04.2016, KSEB Ltd has further submitted
that the Hondbl e rdakdBl1.2014dheappeat Nos. /201e
and 19/2013, has remanded the matter of truing up of accounts of KSEB Ltd
with certain findings which are expected to alter various trued up figures
applicable to KSEB Ltd for the year 2010-11. KSEB Ltd has not explained how
and why the said order of the Hon'ble APTEL dated 10.11.2014 would prevent it
from filing the application for truing up of accounts and for determination of
tariff, along with the details of the actual expenditure and revenue and the
audited accounts for the relevant financial year.

1.16 In para 15 and 16 of the petition dated 04.04.2016 KSEB Ltd has submitted that
as per regulation 9 (2) of the Tariff Regulations, 2014, an application for
approval of the ARR & ERC in MYT frame work for the second year of the
control period shall be based on elements like,-

0] Approval of ARR by the Commission for the control period along with
the determination of tariff for the first year of the control period.

(i) Revised forecast of the ARR for the ensuing year.

(i) Truing up of expenses and revenue of previous financial year.
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KSEB Ltd has stated in para 16 of the petition dated 04.04.2016 that it is facing
difficulty in complying with the direction of the Commission in view of the fact
that the application for approval of ARR & ERC for the first year of the control
period (2015-16) is pending before the Commission. ARR is the estimate of
expenditure for a financial year and ERC is the anticipated revenue for the said
financial year at the prevalent tariff. Therefore the above contention of KSEB
Ltd does not appear to be reasonable or well founded, since the estimate of
expenditure and revenue at the prevalent tariff do not depend on the order of
the Commission approving the ARR & ERC of the previous financial year.

1.17 In para 18 of the petition dated 04.04.2016 KSEB Ltd has submitted that non-
availability of approved tariff will severely affect its effective functioning
including financials and that the absence of approved tariff could cripple the
entire revenue generation activity, which in turn could lead to default in payment
to generators, central transmission utility, banks and financing agencies etc.,
which could have serious consequences in maintaining power supply within the
State. It has been further submitted that without an approved tariff applicable
for retail supply, KSEB Ltd will not be able to effectively perform its various
duties and responsibilities mandated under the Electricity Act, 2003 as a
distribution licensee. Therefore KSEB Ltd has requested the Commission to
extend the validity of the existing tariff orders dated 14.08.2014, 25.09.2014 and
30.09.2014 in OP No0.9/2014 till 30.09.2016 or the date of effect of new tariff
order pertaining to the financial year 2016-17 whichever is earlier.

1.18 In nutshell KSEB Ltd has requested the Commission to extend the validity of
the existing tariff orders without submitting any application and substantiating
documents for the approval of ARR & ERC and for the determination of tariff
and without submitting any data, documents or accounts relating to its
performance during 2015-16 and relating to the anticipated expenditure and
revenue during 2016-17. KSEB Ltd has also taken a stand to the effect that in
the absence of orders on truing up of accounts relating to the financial years
2010-11, 2011-12 and 2012-13, it is not in a position to project its revenue
requirements properly. At the same time, KSEB Ltd has not submitted all the
necessary details for truing up of accounts relating to the financial years 2010-
11, 2011-12 and 2012-13, in accordance with the directions of the Hon'ble
APTEL in its judgment dated 10.11.2014 in Appeal Nos. 1/2013 and 19/2013, to
enable the Commission to issue appropriate orders. It may not be appropriate
for the Commission to allow KSEB Ltd to take advantage of its own lapses,
which can either be willful or inadvertent. KSEB Ltd does also appear to be
unconcerned aboutthedi recti ves given by the Hondbl e
the Hon'ble APTEL to the effect that, the consumers should not be burdened
with the carrying cost on regulatory assets, if any, caused by the delay on the
part of the licensee, in filing application for truing up of accounts and for
recovery of fuel surcharge.
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1.19 The Commission had, as per its letter No. 2227/F&T/2014/KSERC dated

29.01.2016, directed KSEB Ltd to submit on or before 29.02.2016, the
additional details / clarifications required for passing orders on the application
for truing up of accounts relating to 2011-12 and 2012-13. KSEB Ltd has not so
far submitted all the required details and documents as directed by the
Commission to enable it to pass appropriate orders in view of the directions of
the Hon'ble APTEL in its order dated 10.11.2014. It is a well-accepted fact that
regular determination of cost reflective and viable tariff is necessary to minimize
tariff shock to the consumers, to minimize un-sustainable cross subsidies and to
maintain financial health of the utilities in the long run. KSEB Ltd has also not
so far filed any application for determination of tariff relating to 2016-17 or 2017-
18, with the details relating to its revenue requirements for the above financial
years in accordance with Tariff Regulations, 2014. The Commission is bound
to determine tariff applicable to 2017-18 in accordance with the regulations and
the orders issued by the Hon'ble APTEL. Therefore the Commission has
decided to determine tariff for the year 2017-18 in suo motu proceedings as
directed by the Hon'ble APTEL in its order dated 11.11.2011 in OP No.1/2011,
as specified in the Tariff Regulations, 2014 and as stipulated in the Tariff Policy,
2016.

1.20 The Commission has, vide notice No. 1007/F&T/Suo motu Tariff Revision /

2016-17 dated 22.06.2016 initiated suo motu proceedings for determination of
tariff. In the said notice, the Commission had proposed the following aggregate
revenue requirements and expected revenue from charges for the SBU-G,
SBU-T and SBU-D of KSEB Ltd for the years 2016-17 and 2017-18 based on
the information available with the Commission.

Table 1.2
Estimate of the ARR &ERC of SBU-G, SBU-T and SBU-D of KSEB Ltd vide the
Suo motu proceedings dated 22.06.2016

2016-17 2017-18
Particulars SBU-G | SBU-T | SBU-D | Total SBU-G | SBU-T | SBU-D | Total
(Rs.Cr) | (Rs.Cr) | (Rs.Cr) | (Rs.Cn) (Rs.Cr) | (Rs.Cr) | (Rs.Cr) | (Rs.Cn)

Power Purchase 6700.33 | 6700.33 7098.57 | 7098.57
Interest & Finance charges 177.85 | 256.49 | 115451 | 1588.85 | 178.30 | 257.43 | 117547 | 1611.20
Depreciation 172.43 | 184.25 58.12 414.80 | 172.43 | 184.25 58.12 414.80
O&M expenses 72.07 | 176.89 | 1376.76 | 1625.72 76.28 | 190.18 | 1491.04 | 1757.50
RoE 90.38 96.57 30.47 217.42 90.38 96.57 30.47 217.42
Total ARR 512.73 | 714.20 | 9320.20 | 10547.12 | 517.39 | 728.43 | 9853.68 | 11099.49
Less Non tariff Income 431.00 431.00 439.00 439.00
Net ARR 512.73 | 714.20 | 8889.20 | 10116.12 | 517.39 | 728.43 | 9414.68 | 10660.49
Revenue from Tariff 10690.87 11260.88
Revenue surplus 574.74 600.39
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The Commission had also proposed that, the Commission would take
appropriate decision on the determination of tariff for the year 2016-17, after
finalising the revenue surplus/ gap for that year and adjusting the same
against the revenue surplus/gap, if any determined in the process of truing up
of accounts of KSEB Ltd for the previous years. As per the previous orders
on truing up of accounts up to the year 2010-11, the net unbridged revenue
gap approved by the Commission as on 31-03-2011 is Rs 424.11 crore.
KSEB Ltd has filed the application for truing up of accounts for the year 2011-
12 before the Commission on 19-11-2014, with a revenue gap of Rs 1934.13
crore. As per the application for truing up of accounts for the year 2011-12,
the increase in cost of generation and power purchase over the approved
level alone is Rs 731.71 crore. KSEB Ltd had filed the application for truing up
of its accounts for the year 2012-13 before the Commission on 21-04-2015,
with a revenue gap of Rs 3998.89 crore. The increase in cost of generation
and power purchase incurred for the year 2012-13 over the approved level is
Rs 2562.96 crore. The revenue surplus / gap, if any, determined in the
process of truing up of accounts of KSEB Ltd would also be considered while
determining tariff for the year 2016-17. A provisional tariff would be published
by the Commission based on the net surplus/gap, so approved, and finalised
after duly considering the objections and suggestions of the consumers and
other stakeholders.

1.21 The Commission conducted public hearing on the said proposals at
Thiruvananthapuram on 27-07-2016.

(a) During the hearing, Sri. Dijo Kappan representing the domestic consumers
submitted that the price of power in the open market has reduced drastically
and prayed that the reduction in the cost of power purchase shall be passed
on to the consumers through reduction in tariff. As per the regulations,
KSEB Ltd should have filed the application for determination of tariff in time.
The reason for not filing tariff application on the part of KSEB Ltd is not
known and the as such the stand of KSEB Ltd is illegal and improper. The
intention behind non-filing of tariff petition is mala-fide. He pointed out that
huge amounts are outstanding as electricity charges against Government &
non-Government organizations. The number of standing counsels engaged
by KSEB Ltd should be reduced for avoiding unnecessary legal expenses.
Referring to the validity of the existing tariff order, he submitted that
collection of electricity charges by KSEB Ltd in the absence of a valid tariff
order is illegal.

(b) Adv. J.Venugopalan Nair, Vice President, Kissan Sabha submitted that the
cardamom cultivators are facing huge difficulty due to the change in
categorization under LT IV category and prayed that they may be allowed to
be charged under LT VA agriculture tariff.
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(c) Sri. George Thomas presented suggestions/ objections on behalf of the
Ker al a HT & EHT l ndustri al El ectricit’
requested the Commissiont o comply with directives o
and determine tariff based on voltage-wise cost of supply only. He further
submitted that, if there is a contradiction between APTEL Order and
regulations, the regulations will prevail and therefore requested that RoE as
per the tariff regulations 2014 should only be considered. He also requested
t hat t h eCorkhuseidn bolindiate separate proceedings under section
142 and 146 of the Electricity Act, 2003 against KSEB Ltd for non-
compliance with the Tariff Regulations, 2014. He also highlighted the recent
daily order dated 18-07-2016 of the Commission on the admissibility hearing
on the petition filed by KSEB Ltd seeking extension of validity of tariff orders
dated 14-08-2014, 25-09-2014 and 30-09-2014 in OP No0.9/2014. |In the
said proceedings, the Commission observed that it is for the KSEB Ltd to
submit application for determination of tariff with all necessary and sufficient
documents; and to get orders thereon, without delay. It is not appropriate to
request for orders on tariff, without submitting any details. In this context, he
pointed out that since there is no valid tariff at present, the tariff being
charged presently by KSEB Ltd. is illegal. He requested the Commission to
consider the energy demand/ requirement computed based on bottom-up
approach instead of top-down approach. The Association suggested a
reduction of T&D loss of 0.5% for each year and computed T&D loss at
13.50% and 13.10% for FY 2016-17 and FY2017-18. The association
submitted that the interest on the bonds to be issued by the Master Trust
amounting to Rs.814 crore may not be allowed and that RoE at the rate of
14% only, may be allowed on the reduced equity capital of Rs.283.91 crore
in view of the order of the Hon'ble APTEL. Based on such assumptions, the
HT&EHT Association has assessed a revenue surplus of Rs.1925.81 crore
for the year 2016-17 as against the revenue surplus of Rs.574.75 crore
estimated by the Commission. Similarly, the revenue surplus arrived at for
the year 2017-18 is Rs.2014.01 crore as against the revenue surplus of
Rs.600.39 crore arrived at by the Commission. The HT&EHT Association
also requested that, direction may be given to KSEB Ltd to upload their
comments on the suo motu petition at their website and also permit all
stakeholders to offer remarks on the submission of KSEB Ltd.

(d) Sri. Noby Joseph, KSSIA, presented the views of Kerala Small Scale
Industries Association and submitted that the quality of the power supply
and the standards of performance of the licensee should be improved.

(e) Representing All Kerala Small Scale Flour & Rice Mill Owners Association
(AKSSFROA), Sri.Augustin, President of the Association, presented the
views of the association and submitted written remarks before the
Commission. They prayed that the tariff of LT-IV A category may be
reduced.
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(f) Sri. Sambasivan, HINDALCO submitted that surplus power is available in

the country at cheaper rates. Hence there is no plausible reason for
increase in tariff. He also submitted that the Commission may interfere in
the issue of denial of open access to HT&EHT consumers.

(g) Sri. M.G.Suresh Kumar, represented the Kerala State Electricity Board

Officers Association (KSEBOA) submitted that the suo motu action initiated
by the Commission is sub judice in view of the writ petition pending before
the Hondbl e Hi gh He&lwas pointedoofit valaus defeds. /
deficiencies in the assessment of ARR &ERC by the Commission. He also
requested to approve the entire employee cost as claimed by KSEB Ltd.

(h) Sri. John Mathew representing the Hindustan News Print (HNL) presented

(i)

()

the views and submitted written remarks during the hearing. Sri. Johnny
George, representing M/s MRF Ltd submitted that, as there is power surplus
in the country, the power can be procured at lower rate, and hence the tariff
can be reduced.

Sri. Shaji Sebastian, on behalf of Kerala Small Scale Industries Association
submitted that the small scale industries are taking efforts to reduce the load
during peak hours by rescheduling their production. He pointed out that
KSEB Ltd should avoid taking up minor generation projects, as their
overhead expenses are high resulting in higher project cost. He also
highlighted the importance of renewable energy sources.

Sri.A.R.Satheesh, Carborandum Universal, presented his views on the suo
motu action initiated by the Commission and pointed out that the price of
Naphtha has reduced in 2015-16 by more than half when compared to the
price in 2014-15. He stated that KSEB Ltd is selling excess power through
power exchanges at a very low rate. He submitted that, the anticipated
surplus in ERC may be passed on to the consumers through reduction in
tariff.

(k) KSEB Ltd was represented by Sri.V.K.Joseph, Chief Engineer (Commercial

& Tariff), Sri. Bipin Shankar P, Deputy Chief Engineer (TRAC),
Sri.K.G.P.Namboothiri, Executive Engineer (TRAC), Sri. Girish Kumar,
Finance Officer (TRAC) Smt. Meharunisa, Executive Engineer (TRAC) and
Smt.Latha S.V, Assistant Executive Engineer (TRAC). Sri. Bipin Shankar,
Deputy Chief Engineer, presented the views of KSEB Ltd on the suo motu
proceedings initiated by the Commission and responded to the queries of
the Commission. KSEB Ltd submitted that, as against the revenue surplus
of Rs 574.75 crore estimated by the Commission for the year 2016-17,
KSEB Ltd estimated a revenue gap of Rs 1677.99 crore. Similarly for the
year 2017-18, KSEB Ltd would have a revenue gap of Rs 2127.25 crore as
against the revenue surplus of Rs 600.39 crore estimated by the
Commission. KSEB Ltd has presented the details of estimation of various
components of ARR and prayed before the Commission to consider the
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revenue gap as projected by KSEB Ltd for the years 2016-17 and 2017-18.
However, KSEB Ltd also stated that they did not propose to submit any tariff
proposals for bridging the revenue gap for the year 2016-17. KSEB Ltd
further prayed that the Commission may kindly allow the existing Tariff
which was approved by the Commission vide orders dated 14-08-2014, 25-
09-2014 and 30-09-2014 in petition No. OP N0.9/2014, to continue till the
Commission determines the tariff on the present suo motu proceedings.
1.22 Based on the submissions made by various licensees and other stakeholders
revise the tariff taking into
consideration the statutory provisions, the regulations and the policy directives
in the Tariff Policy, 2016. Accordingly the Commission published the resume of
the proposed revision of tariff as per notice No. 1007/ F&T/ Suo Motu/2016-17
dated 01-12-2016, which was published in the following dailies on the dates

the Commission provisionally decided to

shown against each.
Table-1.3

Details of notice published

Sl. No. Name of the daily Date of publication
1 Mathrubhoomi 05.12.2016
2 Deshabhimani 05.12.2016
3 Times of India 05.12.2016

Detailed notice was also published on the website of the Commission.
1.23 The Commission conducted public hearings on the proposals contained in the
notice dated 1-12-2016 at the following places on the dates shown against

each.
Table-1.4
Details of venue and date of public hearing
Sl. No. | Name of the venue Date of public
hearing
1 Conference Hall, Collectorate, Kannur 27.12.2016
2 Conference Hall, Hotel Nalanda, Kozhikode 28.12.2016
3 Municipal Town Hall, Kalamassery, Ernakulam 03.01.2017
4 Town Hall, Thrissur 04.01.2017
5 Conference Hall, Vydyuthi Bhavanam, 12.01.2017
Pathanamthitta
6 Municipal Conference Hall, Kattappana, Idukki 13.01.2017
7 Institution of Engineers Hall, 17.01.2017
Thiruvananthapuram

1.24 A resume of the objections, views and suggestions submitted by the
stakeholders is given in Annexure 1. The important common issues raised by
the stakeholders and the decisions of the Commission thereon have been
discussed in detail subsequently in a separate chapter.
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1.25 (a) A meeting of the State Advisory Committee (SAC) was convened on 18-1-
2017 at Thiruvananthapuram. The SAC mainly discussed the suo motu
proceedings initiated by the Commission. In the introductory remarks, the
Chairperson briefed the circumstances leading to the suo motu proceedings for
determination of tariff for the financial years 2016-17 and 2017-18. The
general sentiment of the consumers in the public hearing held in seven places
was to avoid the revision of the existing tariff whereas KSEB Ltd is of the view
that the expenses incurred by it as per the audited accounts should necessarily
be approved by the Commission. The Committee was also briefed about the
issues relating to approval of power purchase agreement with RGCCPP of
NTPC. The Commission is of the view that the increase in fixed costs is not
reasonable considering the age of plant and hours of actual operation. The
Commission earnestly believes that the authorities of NTPC would respond
positively for the concerns of the Commission and workout practical solutions
in this regard. The Chairperson further informed that it would always be better
to incur capital expenditure with prior approval of the Commission so that the
related depreciation, interests on capital liabilities and return on equity can be
approved in the ARR. Shri. A.R.Satheesh, President HT & EHT Association
stated that everyone expected a tariff reduction in the suo motu proceedings.
He pointed out that KSEB Ltd has vide its letter dated 26-07-2016 stated that it
was not proposing any tariff revision. He stressed that the revenue gap of the
licensee should not be passed on to the consumers due to delay in filing the
application for truing up and insisted to have the cross subsidy reduction
roadmap in the tariff proceedings.

(b) Shri. S.P. Ravi, Chalakudy Puzha Samrakshana Samithi, Pariyaram,
Chalakudy stated that the expected reduction in hydro energy generation
should be factored in the proceedings and requested for token provision for
generation based incentive for off-grid solar systems, which need to be
incorporated in the estimate for 2017-18.

(c) Shri. Damodhar Avanoor, State President, KSSIA pointed out that increase in
generation of hydel-power mentioned in the power point presentation does not
reveal either the details of new projects or increase in efficiency. He further
added that most of the domestic consumers are unaware of the advantages of
installing roof-top solar panel even though plenty of roof-top space is available
in the State.

(d) Shri. T. K. Bhaskara Panicker, President, FRAT, specifically stated that the
interest of the domestic consumers should be protected. The proposal,
impliedly stated that the employee cost of KSEB Ltd is on the higher side and
therefore the efficiency of the KSEB Ltd should properly be ascertained. He
suggested that a sub-committee consisting of experts from finance, technical
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and legal disciplines may be constituted for framing guidelines for reducing
the tariff for domestic consumers.

(e) Shri. S.N. Reghuchandran Nair, President, Trivandrum Chamber of
Commerce and National Vice President, CREDAI insisted that
mismanagement, if any, should immediately be stopped for increasing the
efficiency of the KSEB Ltd and the burden on account of inefficiency should
not be passed on to the consumers. He also requested the Commission to
write to the Government for changing building rules so that the domestic
consumers should compulsorily installed solar panels on the roof-tops.

() Shri. S. Balasubramonian, Smartcity, Kakkanad, Kochi has stated that suo
motu proceedings is the power given to the statutory authority to take actions
if laws, rules and regulations are not properly followed by the utilities. It is
seen that KSEB Ltd has deliberately not filed applications before the
Commission on time for approval of tariff and therefore KSEB Ltd is
answerable to the public and to the stakeholders. He suggested that KSEB
Ltd can have joint ventures with other PSUs all over India, so that they can
get power at cheaper rates, which would be beneficial to the State.

(9) Shri. Kunal Gupta, General Manager, NTPC stated that the concerns
expressed by the Commission on the issue of fixed charges has already been
taken up with Corporate Commercial Department of NTPC for necessary
action.

(h) Shri. Dharesan Unnithan, Director, EMC, while expressing his views on the
suo motu proposal stated tha+t+ es$ pmponsheed sjtauidr
conducted by IIT-Mumbai and EMC, it is observed that unnecessary usage of
energy by high end consumers of domestic sector especially consumption
above 500 units per month and unnecessary usage of energy at religious
institutions resulting in wastage of energy, which should be curtailed.

() Shri. P. Valsaraj, Director (Technical) ANERT has expressed that it is high
time to formulate a strategy so that the high-end domestic consumers should
compulsory be asked to procure renewable energy for their consumption over
and above 500 units.

() Shri. N. Venugopal, Director, KSEB Ltd mentioned that KSEB Ltd is a PSU,
with responsibility to implement the Govt. policies and therefore cannot be
expected to function as a private company. The comparison with other small
licensees is also not reasonable. The issues with NTPC has already been
taken up by KSEB Ltd. He further informed that KSEB Ltd is now
implementing the scheme of complete electrification and it is anticipated that it
will be completed by March 2017. The shortfall in hydro generation is to be
considered in the suo motu proceedings. He also mentioned that unlike other
states, in Kerala, the budgetary support provided by the Government is only
less than Rs.50 Crore per annum, while the utilities in the neighbouring States
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like Tamil Nadu, Karnataka, Andhra Pradesh, receive Government support of
about Rs.4,000 crore to Rs.5,000 crore.

(k) The Chairperson, in this context, said that the public notice was initially issued
on 22/06/2016 and revised on 01/12/2016. The power purchase cost
projected in the suo motu proceedings was in accordance with the situations
on the date of notification of public notice, which is required to be revised in
accordance with the Tariff Regulations, 2014, wherein it is specifically stated
that the power purchase cost is uncontrollable expense. The concern of the
Commission in the case of extension of the PPA with RGCCCP of NTPC, is
not only about the payment of very high fixed charges, but also on the
absence of allocation of cheaper power to the State as was being done in the
past. He hoped that the positive steps would be taken by KSEB Ltd, NTPC
and Government of India for working out a viable solution and the
Commission will only be happy to approve such viable solutions, if they are in
the interest of KSEB Ltd and its consumers. The total performance of KSEB
Ltd in the field of electrification of all the households is extremely credit worthy
when compared to the performance in this field by the utilities in other States.
Since KSEB Ltd has more than 750 section offices, the electrification of
1,20,000 households is achievable within a short period and the effort put in
by KSEB Ltd in this regard is appreciable. Regarding fuel surcharge, it was
mentioned that petitions have to be filed by KSEB Ltd on a continuous basis
irrespective of the amount to be recovered or refunded. There is no
difference of opinion about the efficiency of KSEB Ltd but it should attain
better efficiency to sustain the future competitions in power sector. As pointed
out in the report of 1IM, Kozhikode, much more can be done by KSEB Ltd to
improve the performance, to improve the services to the consumers, to
improve the efficiency gains and to reduce the costs. Regarding the provision
of GBI, the Commission will definitely look into the issue and if something is
required to be corrected, it will be corrected. Regarding the solar roof-tops,
the Commission has already issued necessary regulations and if any
improvement is required, the same will be considered by the Commission.
The solar project at Kasaragod, would be completed within a period of one or
two months, as the work is going on smoothly. As far as KSEB Ltd is
concerned, what is more important is to minimize the peak demand and
increase the consumption probably during the night off-peak hours. The
Energy Efficiency Services Ltd, Govt. of India has opened an office in
Thiruvananthapuram and all industrial units and PSUs may avail the services
of Energy efficiency Services Ltd., to improve energy efficiency. Regarding
the tariff increase, KSEB Ltd has not yet asked for tariff increase in writing but
projected their demand for excess expenditure without stating the source to
meet such expenses. In the public hearings, the employees of KSEB Ltd had
supported the organization in increasing the ARR amount and at the same
time requesting that there should not be any increase in tariff especially for
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domestic consumers. It is true that the minimum tariff should be at least 50%
of the average cost of supply and the Commission has taken a very lenient
view only in the case of agricultural consumers and charitable institutions.
The cost coverage for domestic consumers is almost nearing 80% of the
average cost of supply.

Shri. S. Venugopal, Member, KSERC, while sharing his views stated that all
the stakeholders have definite roles, rights and duties. It is the duty of the
licensee to ensure that the data provided by them are correct and have a
clear understanding of the purpose for which the data is supplied. As pointed
out by IIM, Kozhikode in their study report on KSEB Ltd, three major
parameters effecting customer satisfaction are quality of services, customer
complaints redressal and pricing. For quality of services, the Commission has
already issued regulations on standard of performance. To measure the
standards of performance and the quality of various services and to fix the
tariff, the Commission fixed the norms which in turn are based on the data
provided by the licensee. IIM report states that, KSEB Ltd as one of the better
performing PSUs in India mainly due to two parameters viz., cost of power
purchase and low T&D losses. But for these two parameters, the parameters
like the cost of manpower and the cost of repairs and maintenance will place
KSEB Ltd, among the last in the list. As per the report, technological break-
through and technological innovation should be imbibed into the system for
improving efficiency. The qualified manpower should properly be utilized. The
key issue as per the report is wasted manpower, i.e., highly qualified
manpower is being used for low level task. Competition in power sector has
ushered in thorough changes by providing for open access, cross-subsidy
limits, etc., 80% of the total consumers are under domestic category
consuming 50% of energy and vyielding 34% of revenue. The commercial
consumers consume 14% of energy yielding 25% of revenue. Needless to
say that everywhere the creamy consumers are targeted first when
competition comes in and the competition in the power sector is no exception
from the general rule. More efficient employees will also be targeted in the
competition field. So utilities have to be more careful especially in the
competitive scenario.

(m) Shri. K. Vikraman Nair, Member, KSERC, insisted on proper system study

(n)

before incurring capital expenditure on 11kV lines and transformers and
enquired about the energy audit conducted by KSEB Ltd. He also pointed out
that about 20 lakhs electro-mechanical meters are yet to be replaced in
addition to faulty meters and stressed for immediate replacement so as to
reduce commercial losses.

The majority of the Members of the advisory committee did not oppose the
minimum tariff increase proposed by the Commission.
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1.26 The Commission, after duly considering the views, suggestions and objections
submitted by the consumers, the licensees and other stakeholders as well as
the views expressed by the Members of the State Advisory Committee, does
hereby issue the following orders in the suo motu proceedings initiated as per
the notice dated 22.06.2016 and 01.12.2016.
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CHAPTER-2

IMPORTANT STATUTORY, REGULATORY AND POLICY FRAME WORKS AND

2.1

CASE LAWS RELATING TO DETERMINATION OF TARIFF

The Electricity Act, 2003, has brought about far reaching changes in the
power sector. It has further strengthened and streamlined the regulatory
processes, which were commenced in India under the provisions of the
Electricity Regulatory Commission Act, 1998. Government of India and the
State Governments have issued several rules respectively under Section 176
and Section 180 of the Electricity Act, 2003. The CEA, CERC and SERCs
have issued large number of regulations respectively under Sections 177, 178
and 181 of the Act read with other enabling provisions therein. Government of
India has issued the National Electricity Policy and Tariff Policy under Section
3 of the Act. The important statutory, regulatory and policy frame works
relating to determination of tariff for generation, transmission and distribution
are briefly stated below.

Statutory provisions relating to mandatory independent functioning of the
SBU-G, SBU-T and SBU-D of KSEB Ltd and the State Load Dispatch Centre

2.2

As per Section 12 of the Electricity Act, 2003, the functions of transmission,
distribution and trading can be undertaken only with the licence issued under
the provisions of the Act. Section 14 of the Act, authorizes appropriate
Commission to grant licence for transmission, distribution and trading in
accordance with the provisions of the said section. Section 16 of the Act
empowers the Commission to issue regulations on Conditions of Licence.
KSEB Ltd and its predecessor in interest namely KSEB, are State
Transmission Utility and statutory distribution licensee. The STU is also
statutory transmission licensee. Distribution licensee can undertake trading
activities in accordance with the provisions in Section 14 of the Act. The State
Transmission Utility and the transmission licensee are statutorily prohibited
from undertaking generation, distribution and trading of electricity in
accordance with the proviso to Sections 39 and 41 of the Act. The State Load
Dispatch Centre is constituted by the State Government under section 31 of
the Act and its functions are stipulated as per Section 32 of the Act. SLDC is
the apex body to ensure integrated operation of power system in the State.
The SLDC has to ensure optimum scheduling and dispatch of electricity in
accordance with the power purchase agreements, monitor grid operations,
keep energy accounts and exercise supervision and control over the intra-
state transmission system for the safe, coordinated and economic operation
as per the grid standards and Grid Code. In order to ensure just and
equitable service to the generating companies, the transmission licensees, the
distribution licensees, the trading licensees and to the consumers in the State,
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the SLDC has to function independently. That is why, in the second proviso to
Section 31 of Act it has been stipulated that the SLDC shall not engage in the
business of trading in electricity. A perusal of Sections 14, 31, 32, 33 and 40
clearly show that, the transmission licensee, the distribution licensee and the
SLDC shall function independent of each other, with a view to introducing and
maintaining open access and competition for ensuring supply of good quality
electricity at affordable rates to all citizens of our country.

Re-organisation of erstwhile KSEB under Section 131 of the Act

2.3

Government have, as per the Second Transfer Scheme issued under Section
131 of the Act, reorganized the erstwhile KSEB (the statutory Board
constituted under Section 5 of the Electricity (Supply) Act, 1948) into a fully
Government owned Company namely, KSEB Ltd. According to the Second
Transfer Scheme issued as per GO (P) No. 46/2013/PD Dated 31.10.2013
and published as Statutory Rules and Orders (SRO) No 871/2013 in Kerala
Gazette Extra Ordinary No0.3103 dated 31.10.2013, the Government has
constituted three independent Strategic Business Units (SBUs), namely SBU-
Generation, SBU-Transmission and SBU-Distribution. The assets of the
erstwhile KSEB have also been re-vested separately in the said SBUs. With a
view to complying with the above mentioned statutory provisions, it has been
stipulated in the Second Transfer Scheme that, the SBUs shall function
independently and shall prepare separate accounts and balance sheets.

Separation of accounts relating to generation, transmission and distribution

2.4

As per sub-section (2) of Section 62 of the Electricity Act, 2003, the
Commission can direct any licensee or any generating company to furnish
separate details in respect of generation, transmission and distribution, as per
the regulations issued by it, for the purpose of determination of tariff. Sub-
clause (5) of clause (h) of para 5.11 of the Tariff Policy, 2016, does also
stipulates the same. The provisions in the Tariff Regulations, 2014 do also
require the licensee to submit separate accounts and other details for
generation, transmission and distribution. The Commission had, in its earlier
orders, issued directions to KSEB Ltd to submit separate accounts for
generation, transmission and distribution.

Tariff Policy, 2016 and Tariff Policy, 2006

2.5

The Tariff Policy, 2016 and the Tariff Policy, 2006 issued by Government of
India under Section 3 of the Act have stipulated norms and guidelines for
determination of tariff. Few important guidelines stipulated in the Tariff Policy,
2016, are indicated below,-
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(i) MYT system should be introduced for determination of tariff (Ref. Para
8.1)

(i)  Pass through of past losses should be allowed only to the extent caused
by uncontrollable factors (Ref. para 8.2.1(5)). As per the regulation
issued by the Commission, only the cost of power purchase and the
taxes paid to Government are uncountable items and all the other items
such as employee cost, repairs and maintenance cost, administration
and general expenses, interest on capital liabilities, interest on working
capital, return on equity etc are controllable items.

(i)  The return on equity (ROE) and return on capital (ROC) shall be fixed by
the appropriate Commission, taking into account the rate fixed by the
CERC and the risk involved. (Ref. para 2.9 (a)). As per regulation 29 of
the Tariff Regulations, 2014 and as per regulation 20 of KSERC (Terms
and Conditions for Determination of Tariff for Distribution and Retail Sale
of Electricity under MYT Framework) Regulations, 2006, the RoE has
been fixed at 14%.

(iv) Uncontrollable expenses should be recovered speedily, to ensure that
the future consumers are not burdened with past cost (Ref. para 2.9.h (4)
of the Tariff Policy). The Hondéble Supreme Court
have also issued directives to the above effect. Price adjustment formula
should be specified for speedy recovery of variations in the cost of power
purchase or in the cost of fuel for generation of power.

(v) All cost of purchase of power shall be approved unless the power has
been purchased violating merit order or at unreasonable rate (Ref. para
8.2.1 (i)).

(vi) Regulatory asset, if any, should be recovered in a time-bound manner, at
the most within 7 years (Ref. para 8.2.2).

(vii) Any revenue gap on account of the delay on the part of the licensee in
filing the application for determination of tariff, shall be to the account of
each licensee (Ref. para 8.1.7).

(viii) The utilities shall prepare and disclose information separately on
generation, transmission and distribution (Ref. para 2.9.h. (5)). This
policy directive is in tune with Section 62 (2) of the Electricity Act, 2003.

(ix) The appropriate Commission shall initiate suo motu proceedings for
determination of tariff, if the licensee fails to submit in time the
application for determination of tariff.

(x) Tariffs for different categories of consumers shall be fixed in such a way
that cross subsidy is gradually minimized and the tariffs progressively
reflect the cost of supply. The tariffs for subsidizing and subsidized
categories should be fixed in such a way that the tariffs shall be within
plus or minus 20% of the average cost of supply of power.
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Scope and validity of the regulations issued by the Commission

2.6

2.7

Section 30 of the Act stipulates that the State Commission shall facilitate and
promote transmission, wheeling and inter connection arrangements within its
territorial jurisdiction for the transmission and supply of electricity by
economical and efficient utilization of electricity. Section 86 of the Act
stipulates the functions of the State Commission. Section 50 and Section 57
of the Act empower the Commission to notify Supply Code and Standards of
Performance Regulations respectively. Section 61 of the Act empowers the
Commission to issue regulations for determination of tariff for generation,
transmission and distribution based on commercial principles, with a view to
ensuring competition, efficiency, economical use of resources, good
performance and optimum investment, for safeguarding the interests of
consumers and utilities. It has been stipulated in the said section that multi-
year tariff system should be introduced, cross subsidy should be reduced and
renewable energy as well as co-generation should be encouraged. Section
62 of the Act deals with determination of tariff and Section 64 of the Act
stipulates the procedure for determination of tariff. It has been prescribed in
the said sections that, the tariff should be determined separately for sale by
generating company, transmission of electricity, wheeling of electricity and for
retail sale of electricity and for this purpose separate accounts and other
details shall be submitted by the utilities. Tariff shall be determined only after
previous publication and public hearing. Tariffs for retail sale shall be fixed
preferably for each financial year based on the application submitted by the
distribution licensee.

Section 181 of the Act empowers the Commission to make regulations on the
42 items enumerated in clauses (a) to (zp) in sub-section (2) of Section 181.
The Commission has issued a large number of regulations in exercise of its
power under Section 181 and other enabling provisions such as Sections 50,
57 and 61. The main regulations relating to determination of tariff, issued by
the Commission prior to the issuance of the Tariff Regulations, 2014, are,-
() Kerala State Electricity Regulatory Commission (Tariff) Regulations,
2003
(i) Kerala State Electricity Regulatory Commission (Terms and
Conditions of Tariff for Retail Sale of Electricity) Regulations, 2006
(i) Kerala State Electricity Regulatory Commission (Terms and
Conditions for Determination of Tariff for Distribution and Retail Sale
of Electricity under MYT Framework) Regulations, 2006
(iv) Kerala State Electricity Regulatory Commission (Fuel Surcharge
formula) Regulations, 2009

The Tariff Regulations, 2014, which came into force with effect from
14.11.2014 has repealed the regulations mentioned above.
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28 The Hon' bl e APTEL upnerde Countdavedreld that lthese S
regulations are subordinate legislations which are binding on all the licensees,
the generators, the consumers and other stakeholders as well as on the
Commission, which issued the regulations. It is also a well settled legal
position that;

(1) The powers of judicial review on the provision of Electricity Act, 2003, and

the rules and regulations made thereunder , is vested only
Hi gh Court and the Hondble Supreme Cour:

(2) The rules issued by the Government or the regulations issued by the
Commission will continue to be in force till they are quashed by the
Hondoble High Court or by the Hondobl e
amended by the authority which issued them.

(3) Pendency of litigations is not a bar against implementing the rules or
regulations or orders issued by the authorities with jurisdiction and
competence, unless such rules or regulations or orders are stayed by the
Hon' bl e High Court or by the Hondbl e

2.9 KSEB Ltd is bound to implement all such regulations and the statutory
provisions in the Electricity Act, 2003. It should also comply with the

directions issued by the Honb6ble Supreme

Honobl e APTHEIlommassioh. t Im¢ara 11.15 of its order dated
26.12.2007 on the ARR & ERC for the financial year 2007-08, the
Commission had made this position amply clear. Para 11.15 of the said order
is quoted hereunder

fi11.15 Compliance with the Regulations

It is obligatory that the Licensees shall comply with the regulations
published by the Commission in accordance with the Electricity Act,
2003. These regulations are published after extensive consultation with
the stakeholders through pre-publication and public hearing and the
regulations so finalized are placed before the State Advisory Committee
and Government after the publication in the Kerala Gazette.o

The validity and applicability of the Tariff Regulations, 2014

2.10 The Commission has, after completing the due procedures as stipulated in the
Electricity Act, 2003, notified the Tariff Regulations, 2014, which came into
force with effect from 14.11.2014. The said regulations are applicable to all
the licensees and generating companies in the State as well as to the
Strategic Business Units and State Load Dispatch Centre under KSEB Ltd.
KSEB Ltd has filed Writ Petition No. 465/2015 challenging the validity of the
said regulations, mainly on the ground that the O&M charges as determined in
accordance with the normative values specified in the regulations, would
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result in under recovery of the actual expenses incurred by it. The Hon'ble
High Court has admitted the Writ Petition, but has not stayed the operation of
any of the provisions in the said regulations. Therefore the Tariff Regulations,
2014 are still in force and the provisions therein are applicable to KSEB Ltd
also as in the case of other licensees.

Multi-Year Tariff Principles (MYT Principles)

2.11 Clause (f) of Section 61 of the Electricity Act, 2003, stipulates that MYT

Principles shall be introduced while issuing the tariff regulations and the
Commission has incorporated MYT Principles in the Tariff Regulations, 2014.
Clause (h) of para 5.11 of the Tariff Policy, 2016, does also stipulates
guidelines for introduction of MYT Tariff.

The policy directives, the regulatory provisions and the directions of the
Hon'ble APTEL regarding suo motu determination of tariff by the Commission

2.12 As per the policy directives issued by the Government of India in clause (7) of

para 8.1 of the Tariff Policy, 2016, the Commission has to determine tariff in
suo motu proceedings if the licensee delays to file or denies to file in time, the
application for determination of tariff. Sub-regulation (5) Regulation 11 of the
Tariff Regulations, 2014, does also enjoin on the Commission to determine
tariff in suo motu proceedings if the licensee delays to file or denies to file in
time, the application for determination of tariff. The Hon'ble APTEL has also,
in its order dated 11.11.2011, directed the Commission to determine tariff in
suo motu proceedings in the case of delay or failure on the part of the
licensee to file application for determination of tariff.

Implementation of the judgment dated 10.11.2014 of the Hon'ble APTEL in
appeal No. 1/2013 and 19/2013

2.13 The Hon'ble APTEL has, in its judgment dated 10.11.2014 in appeal No.

1/2013 and 19/2013, directed to approve ROE at the rate of 15.5% and to
approve the expenses towards increase in DA, payment of gratuity, payment
of pension, etc in the case of the employees who were in the service of the
KSEB Ltd, without considering the increase in the strength of the employees
there after.

Recovery of past losses

2.14 Clause (5) of para 8.2.1 of the Tariff Policy, 2016, stipulates that pass through

of past losses should be allowed only to the extent caused by uncontrollable
factors. As per sub-clause (4) of clause (h) of para 5.11 of the Tariff Policy,
2016 the controllable costs should be recovered speedly to ensure that future
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consumers are not burdened with past cost. It has also been clarified therein
that uncontrollable cost would include (but not limited to) fuel costs, cost on
account of inflation, taxes and cess, variations in power purchase unit costs
including on account of adverse natural events. As per clause (1) of para
8.2.1, all power purchase costs need to be considered legitimate unless it is
established that the merit order principle has been violated or power has been
purchased at unreasonable rates.

Effect of delay in filing application for truing up of accounts

215 The Hondble Supreme Court WPPCLAVSNTRC
[(2009) 6 SCC 235], directed that the licensee shall, without any delay, file in
time the application for truing up of accounts so that the Commission can
finalize the amount of revenue gap if any, for the purpose of revising the tariff.
The Hondoble Supreme Court has al so
application for truing up of accounts, the licensee will forfeit its claim to realize
the amount of revenue gap in the subsequent years. The rationale behind
such decision is that the new consumers who have availed electric connection
in the ensuing years, and have absolutely no role in the consumption during
previous years, cannot be burdened with the additional charge consequential
to the consumption during previous years. The Hon'ble APTEL has also
expressed similar views. It has been held by the Hon'ble APTEL in its order
dated 08.06.2013, in Appeal No. 115/2012 and in order dated 23.11.2015 in
Appeal No. 28/2014 that no carrying cost shall be allowed for the period of
delay in filing the application for truing up of accounts. It has also been held
that the licensee which delays truing up application cannot be allowed to take
profit on account of its own delay. The above decision is not squarely
applicable to all cases and it has to be applied cautiously based on merits of
each case.

The validity of prudence check and applicability of audited accounts

216 The Hondble Supreme Court and t hae
prudence checks by the Electricity Regulatory Commissions are the essential
and inevitable ingredient of the regulatory processes and that the audited
accounts are not binding on the Regulatory Commissions while approving the
expenditure under the regulatory accounts, for the purpose of determination of
tariff.

The licence fee and the application fee

2.17 The Section 16 read with Sections 12, 13, 14 and 15 of the Act empowers the
Commission to issue regulations on Conditions of Licence. The licence fee is
the fee to be remitted by the licensees in accordance with the regulations
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namely, the KSERC (Conditions of Licence for State Transmission Utility)
Regulations, 2005 and the KSERC (Conditions of Licence for EXxisting
Distribution Licensees) Regulations, 2006. Clause (g) of sub-section (1) of
Section 86 of the Act empowers the Commission to levy fees. The
application fee is the fee to be remitted in accordance with the KSERC (Fees)
Regulations, 2007 and the KSERC (Conduct of Business) Regulations, 2003
as amended from time to time. The licence fee and the application fee are
items which are allowed as pass through while determining tariff and therefore
the consumers are the actual payers of the licence fee and application fee.

Legal status of directions issued by the State Government under Section 108
of the Act.

2.18

It has been clarified that the directions issued by the State Government under
Section 108 of the Act are only in the nature of guidelines, that such direction
should be for the purpose of implementation of the provisions of the Act and
that such directions shall not impose any impediments to the performance of
duties by the statutory authorities.

Separation of Technical and Commercial Loss as per the provisions of
National Electricity Policy

2.19

The National Electricity Policy issued under Section 3 of the Act stipulates that
the technical loss and commercial loss should be assessed separately.

Reduction in cross subsidy and assessment of voltage wise cost of supply

2.20

As per clause (g) of Section 61 of the Electricity Act, 2003, the tariff should be
fixed in such a way that it progressively reflects the cost of supply of electricity
and also reduces cross subsidies in the manner specified by the appropriate
Commission. Government of India have stipulated that the tariffs for different
categories of consumers shall be within plus or minus 20% of the average
cost of supply. As per sub-section (2) of Section 42 of the Act, the State
Commission has to introduce open access subject to realization of wheeling
charges and cross subsidy surcharges. Tariff Policy, 2016, has stipulated the
formula for calculation of cross subsidy surcharge. Assessment of voltage
wise cost of supply is absolutely necessary to assess cross subsidy surcharge
for various categories of consumers.

Uniform retail sale tariff (RST) and differential bulk supply tariff (BST)

2.21

The licensees other than KSEB Ltd, purchase electricity from KSEB Ltd for
supply within their jurisdiction. These licensees cater to the requirements of
very small number of consumers, compared to the consumer strength of
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KSEB Ltd. Except Thrissur Corporation, KDHPCL and Cochin Port Trust,
other licensees such as Technopark, Infopark, Cochin Special Economic Zone
Authority, Rubber Park India Ltd, KPUPL and Smartcity are statutory
licensees supplying electricity to the cluster of consumers within a very small
area of their activity. Therefore, instead of fixing different tariffs for a very
small number of consumers in such small areas, the Commission has adopted
uniform retail tariff for all the consumers of all the licensees and differential
bulk supply tariff for each small licensee.

Important Case Laws

2.22

| mportant case | aws of the Honobl e
the Hon'ble APTEL, which have been relied upon by the Commission are
listed below.

Supreme Court of India

O O WN B

PTC India Ltd Vs CERC [(2010) 4 SCC 603]

West Bengal ERC Vs CESC Ltd [(2002) 8 SCC 715]

Industrial Electricity Users Vs State of AP [(2002) 3 SCC 711]

WBERC Vs Hindalco Industries Ltd (2010) SCC 713

UPPC Ltd Vs NTPC [(2009) 6 SCC 235]

Gujarat Urja Vikas Nigam Ltd Vs Tarini Infrastructure Ltd [(Civil Appeal No
875/2012)]

Appellate Tribunal for Electricity

1

In Re. Tariff Revision (Suo motu action on the letter received from the
Ministry of Power Government of India [(2014 ELR (APTEL) 350 OP NO.
1/2001]

Uttar Pradesh Power Corporation Ltd and Others Vs UPERC [(Judgment
dated 23.11.2015 in Appeal No. 128 of 2014)

Bihar State Electricity Board Vs. Bihar Electricity Regulatory Commission
[(Judgment dated 8.5.2013 Appeal No. 115 of 2012)]

Karnataka Power Transmission Corporation Vs KERC and Others
[(Judgment dated 4.12.2007 Appeal No. 100/2007)]

Bihar State Hydro Electric Corporation Ltd Vs Bihar ERC [(2010 ELR
(APTEL) 1050 Appeal No. 56 of 2010)]

Bihar State Hydro Electric Corporation Ltd Vs Bihar ERC [(2010 ELR
(APTEL) 1183 Appeal No. 57 of 2010)]

Balassre Alloys Ltd Odisha Vs Odisha ERC [(2015 ELR (APTEL) 143] Appeal
Nos. 218 and 219 of 2012)

Jindal Steel and Power Ltd Vs Chhattisgarh State ERC (2015 ELR (APTEL)
213 Appeal No. 213 and 2014 of 2013)
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10

11

12

13

14

15

16
17

Power Grid Corporation of India Vs CERC and Others [(2014 ELR (APTEL)
0061 Appeal NO.58 of 2012)]

M.P Power Management Company Ltd Vs CERC [(2014 ELR (APTEL) 1207
Appeal No. 232/2013

Raigarh Ispot Udyog Sangh Vs Chhattisgarh State ERC and Others [(2014
ELR APTEL: 791 Appeal No. 89/2012)]

Haryana Power Generation Corporation Ltd Vs Haryana ERC [(2012 ELR
(APTEL) 0633 Appeal No. 131/2011)]

Haryana Vidyuth Presseran Nigam Ltd Vs Haryana ERC and Others [(2012
ELR (APTEL) 1315 Appeal No. 102 of 2011]

Ramasankar Awasthi Vs UPERC [(2011 ELR (APTEL) 1673 Appeal No. 121
of 2010]

Haryana Power Generation Company Vs Haryana Electricity Regulatory
Commission Appeal No. 131 Of 2011

Maruti Suzuki India Limited Vs HERC Appeal No. 103 OF 2012

BSES Rajdhani Nigam Limited Vs DERC Appeal No. 61 OF 2012
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CHAPTER-3

REVIEW OF THE IMPLEMENTATION OF THE STATUTORY AND REGULATORY
PROVISIONS AND OF THE COMPLIANCE WITH THE DIRECTIVES ISSUED BY

3.1

3.2

3.3

THE COMMISSION

The Electricity Act, 2003 and the Rules and Regulations issued thereunder,
have cast upon the licensees several duties and functions with regard to un-
interrupted supply of good quality power at affordable tariff to the consumers.
The Electricity Regulatory Commissions do also have duties and functions in
this regard. The Commission has issued several directions to KSEB Ltd with
a view to implementing the provisions of the Electricity Act, 2003, the
regulations issued there under, the guidelines and Tariff Policy 2006, which
has now been replaced by the Tariff Policy, 2016. In view of the statutory and
regulatory provisions, the Commission has, in the following paragraphs,
examined the status of implementation of the provisions in the Electricity Act,
2003, and in the regulations made there under.

KSEB Ltd, being the Government Company referred to in sub-section (2) of
Section 131 of the Electricity Act, 2003, is a statutory licensee as per the fifth
proviso to Section 14 of the Act. The erstwhile KSEB, the predecessor in
interest of KSEB Ltd was also a deemed licensee under the first proviso to
Section 14 of the Act. KSEB Ltd is the State Transmission Utility under
Section 39 of the Act and as per the second proviso to Section 14 it is the
deemed transmission licensee of the State. As per the first proviso to sub-
section (1) of Section 39 and as per the third proviso to Section 41 of the Act,
the State Transmission Ultility and the transmission licensee shall not engage
in the business of trading in electricity. It has been stipulated in the ninth
proviso to Section 14 that a distribution licensee shall not require a licence to
undertake trading in electricity. Further, as per the provisions of Section 39
and Section 40, the STU as well as transmission licensee has to provide to
the distribution licensees, generators and consumers, non-discriminatory
open access to its transmission system. Therefore it is evident that one
person or company cannot function simultaneously as transmission licensee,
distribution licensee and trading licensee in one area of licence.

It is with a view to complying with these statutory provisions, the Government
of Kerala as per the Second Transfer Scheme notified as per G.O (P)
No0.46/2013/PD dated 31.10.2013 and published as SRO No0.871/2013 in
Kerala Gazette Extra Ordinary 3103 dated 31.10.2013, constituted
independent Strategic Business Units (SBUs) for generation, transmission
and distribution and stipulated that these SBUs shall function independently
and prepare separate accounts and balance sheets. The generation,
transmission and distribution assets of erstwhile KSEB were also re-vested
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separately in the SBU-Generation, SBUT Transmission and SBU-Distribution

for the above purpose. As per the provisions of the Act the SLDC shall also
function as an independent unit. The Commission has also issued several
regulations under Section 181, Section 16, Section 50, Section 57 and such

other provisions in the Act. These regulations are subordinate legislations

with statutory force and the power of judicial review on such regulations is
vested only in the Hon' bl e Hi gh Court
Therefore the regulations issued by the Commission are binding on the
licensees, unless they are quashed or modified by the Hon'ble High Court or

by the Hondble Supreme Court.

3.4  Section 23 of the Electricity Act, 2003, empowers the Commission to issue to
the licensees, the directions which are necessary for maintaining the efficient
supply, securing equitable distribution of electricity and promoting competition.
The Commission may also, by order, provide for regulating supply,
distribution, consumption and use of electricity. Section 142 of the Act
authorizes the Commission to penalize any person who has contravened any
of the provisions of the Act or the Rules or Regulations made thereunder or
any direction issued by the Commission.

Failure to comply with the statutory provisions, the directives issued by the
Government in the Second Transfer Scheme and the regulations and directives
issued by the Commission relating to separation of accounts.

3.5 As per the records submitted before the Commission, the SBUs of KSEB Ltd
and the SLDC have not started functioning independently and they have not
submitted separate accounts and balance sheets. KSEB Ltd has not yet
submitted separate details for generation, transmission and distribution as
stipulated in sub-section (2) of Section 62 of the Act, in spite of the specific
directions from the Commission and this specific directions of Government in
the Second Transfer Scheme to prepare separate accounts and balance
sheets for the SBU-G, SBU-T and SBU-D. Therefore it is highly necessary
that the SBUs and SLDC of KSEB Ltd start functioning independent of each
other and preparing accounts and balance sheets separately.

Failure to submit applications for determination of tariff in accordance with the
provisions of the Tariff Regulations in force.

3.6 As per sub-section (4) of Section 62, no tariff or part of any tariff may
ordinarily be amended more frequently than once in any financial year.
Therefore it is clear that Commission has to issue orders relating to the tariff
applicable to every financial year. As per sub-section (3) of Section 64, the
Commission shall, within 120 days from the date of receipt of application
under sub-section (1), issue tariff order in accordance with the due
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procedures stipulated by the Act and the Regulations. The Commission has
issued the KSERC (Terms and Conditions for Determination of Tariff)
Regulations, 2014, under section 61 of the Act, which empowers the
Commission to specify by regulations the terms and conditions for
determination of tariff. As per clause (f) of Section 61, multi-year tariff
principles shall be adopted for determination of tariff. As per clause (g) of
Section 61 the tariff shall be fixed in such a way that the tariff progressively
reflects the cost of supply of electricity and also reduces cross subsidies. As
per sub-regulation (1) of regulation 11 of the Tariff Regulations, 2014, the
licensee has to submit on or before 30" November, the application for
determination of tariff relating to the ensuing financial year. The above date
has been fixed in such a way that the Commission can issue tariff order on or
before 31 March, (that is 120 days from 30" November), after complying with
all the procedures for determination of tariff. The licensee has to submit
specific application for determination of tariff duly considering the revenue
gap, the regulatory assets, if any, and such other facts. In the past also KSEB
had not submitted in time the applications for determination of tariff. In this
regard it has to be specifically noted that the application for approval of ARR
& ERC is not the application for determination of tariff. The application for
determination of tariff shall contain the present tariff structure and tariff, the
proposed tariff structure and tariff and the anticipated additional revenue.
KSEB Ltd has to submit application for determination of tariff for the first
control period consisting of 2015-16, 2016-17 and 2017-18, as per regulation
11 of the Tariff Regulations, 2014. KSEB Ltd has not submitted any
application for determination of tariff for the above financial years in
accordance with the provisions of the Tariff Regulations, 2014. The
Commission has, in its letter dated 11.01.2016, made it clear that the
pendency of the WP No0.465/2015(G) or the interim order dated 07.01.2015
therein, not invalidated or stayed the operation of any of the provisions in the
Tariff Regulations, 2014 and therefore KSEB Ltd has to file proper application
for determination of tariff in accordance with regulation 11 of the Tariff
Regulations, 2014. KSEB Ltd has also, in the application for truing up of
accounts for the financial year 2011-12, contended that pendency of civil
appeals before the Hondbl e Su@ommissien Cour t
from processing its application unless the impugned judgment of the Hon'ble
APTEL has been stayed by 1t BugKSEBIndhad e Sup!
only submitted an application for approval of composite ARR & ERC for
generation, transmission and distribution functions for the financial year 2015-
16 without separation of accounts of SBUs and proposal for determination of
tariff for various categories of consumers. However in view of the interim
order dated 07.01.2015 in WP No. 465/ 201
Commission has not rejected the application dated 30.03.2015 submitted by
KSEB Ltd for the approval of the composite ARR & ERC of all the SBUs
under KSEB Ltd for the financial year 2015-16. The application did also not
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contain any proposal for determination of tariff and any details in accordance
with MYT tariff principles as stipulated in the Tariff Regulations, 2014 and in
Sections 61, 62 and 64 of the Electricity Act, 2003. Thus KSEB Ltd has not
complied with the relevant statutory provisions in the Electricity Act, 2003, or
with the regulations relating to determination of tariff.

Failure of KSEB Ltd to file the applications for truing up accounts in time.

3.7

KSEB Ltd has not been filing in time, the applications before the Commission
for truing up of its accounts. Being a deemed distribution licensee and the
State Transmission Utility, KSEB Ltd and its predecessor in interest namely
KSEB, were bound to submit in time the application for truing up of their
accounts, with all necessary and sufficient details. As early as in 2009, the
Commission had, vide its letter dated 10.11.2009, directed KSEB to submit
application for truing up of accounts relating to 2006-07, 2007-08 and 2008-
09. KSEB had requested for extension of time for filing the application for
truing up of accounts citing various reasons. In view of such applications the
Commission had granted time up to 31.01.2010 and thereafter up to
20.02.2010 and 20.03.2010. Since KSEB failed to submit application for
truing up of accounts as directed by the Commission, the Commission had in
its letter dated 16.04.2010 sought explanation for the delay. In the
explanation dated 07.05.2010 KSEB had stated that appraisals from field
units were required for preparing the petition for truing up of accounts and the
same team of officers were working on various other applications such as for
ARR & ERC, fuel surcharge etc. KSEB also submitted that top priority would
be given to filing of truing up applications so that the application for 2007-08
and 2008-09 would be filed by 22.05.2010. Thereafter KSEB in its letter
dated 21.05.2010 requested time for filing truing up petition for 2007-08 and
2008-09 till the views of the Government are obtained on its claims of return
on equity, provision for netting of dues with Government, subsidy receivable
from Government, electricity duty etc. On observing that KSEB was
deliberately adopting delaying tactics, the Commission rejected the said
request and the decisions of the Commission in this regard was conveyed as
per letter dated 01.06.2010. Even after one month of this communication,
KSEB did not respond or do anything to file the truing up petitions. Under
these circumstances the Commission initiated proceedings under Section 142
of the Act and issued notice. At that time the assets and liabilities of the
erstwhile KSEB, which were vested in Government as per the First Transfer
Scheme issued under Section 131 of the Act, were being managed by the
Management Committee headed by the Special Officer appointed by
Government of Kerala. A hearing was held on 12.07.2010 after giving notice
to the Special Officer and the Secretary to the KSEB. Neither the Special
Officer nor the Secretary to KSEB did turn up in person for the hearing held
on 12.07.2010. Shri B.Sakthidharan Nair, Advocate appeared to represent

38



the Secretary to KSEB, before the Commission. He submitted a statement of
the Secretary before the Commission and also argued the case. The main
contentions put forward by the Secretary to KSEB through his advocate were
as follows,-

na) N o t i Commissibn istillegal since procedures contemplated

in Section 129 and 130 of the Act are not complied with.

b) As per notification No.GO(MS)37/2008/PD dated 25-9-2008, all
functions, properties, interests, rights, obligations and liabilities of KSEB

Is vested with the State Government. The accounts of the Board is
prepared based on Electricity Supply (Annual Accounts) Rules, 1985.
Commission has not allowed certain expenses that appear in the book
and ARR Statement of the Board filed before the Commission. These
figures are arrived at consequent to the directions of the Government.
So, clarification from the Government on these matters is necessary for
filing the truing up petition.

c) The Commission has not notified the regulation on terms and
conditions of Tariff for a deemed licensee like KSEB operating as a
single entity performing generation, transmission and distribution.

d) Para IX of the policy direction issued by the Government as per
GO(MS)34/06/PD dated 16.12.2006 should be followed by the
Commission. The account of the Board is being audited by the C&AG
based on Section 185(2)(d) of the Electricity Act, 2003 and Para IX of
the above said Government Order is valid and binding. fi .

The Commission analysed the facts of the case in view of the relevant

regulations and statutory provisions and found that the failure of KSEB to

submitt he truing up petitions i s against t

Court and the Hon'ble APTEL. In the order in Appeal No. 100 of 2007 (KPCL

Vs KERC & Others), the Hon. APTEL has held that,-
Al nvariabl vy, the projections at the be
expenditure and revenue received differ due to one reason or the other.
Therefore, truing up is necessary. Truing up can be taken up in two
stages: Once when the provisional financial results for the year are
compiled and subsequently after the audited accounts are available.
The impact of truing up exercises must be reflected in the tariff
calculations for the following year. As an example; truing up for the year
2006-07 has to be completed during 2007-08 and the impact thereof
has to be taken into account for tariff calculations for the year 2007-08
or/and 2008-09 depending upon the time when truing up is taken up. If
any surplus revenue has been realized during the year 2006-07, it must
be adjusted as available amount in the Annual Revenue Requirement
for the year 2007-08 or/and 2008-09. It is not desirable to delay the
truing up exercise for several years and then spring a surprise for the
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3.9

3.10

licensee and the consumers by giving effect to the truing up for the past
several years. o

Further, Hondéble Supreme Court i n UPPCL

(2009) 6 SCC 235 has ruled that additional costs shall not be passed on to

the new tariff since some persons who are consumers during the tariff year in

guestion may not continue to be consumers and some new consumers might

have been added to the system and there is no reason why they should bear

the brunt. Hence, it is clear that timely filing of applications for truing up of

accounts is inevitable to maintain the financial stability and accountability of

any utility in a regulatory regime.

Based on the above facts the Commission had found that, KSEB should have
submitted the truing up petition for 2007-08 by 2008-09 and for 2008-09 by
2009-10. The Commission in its letter dated 01.06.2010 informed KSEB of the
necessity of filing truing up petition i
Supreme Court and t h eCorihuseidnlalkoentindaied tBel . The
decision to take action under Section 142 of the Act. Even after considerable
time, KSEB did not comply with the directions issued by the Commission with
regard to filing of truing up petitions. In this background, the contentions of
KSEB were examined by the Commission and it was found as follows,-

a) Section 129 of the Act refers to the power of the Commission to

secure compliance, in the event of any contravention of any of the
conditions of licence or conditions for grant of licence by a
licensee or the contravention of any provision of the Act by a
generating company. Section 130 of the Act prescribes the
procedure to be followed for securing compliance under Section
129. These provisions are not invoked in the present proceedings.
But action is taken under Section 142 of the Act against the Board
for non-compliance of the direction of the Commission. Section
142 confers the necessary jurisdiction, hence the argument of the
Board that the notice issued is illegal is not valid.

b) As per the contention of the Board, vide G.O.(MS)37/2008/PD
dated 25-9-2008 all functions, properties, interests, rights and
obligations of KSEB are vested with the State Government. As
per clause 5(1) of the transfer scheme, all rights and liabilities of
the Board shall be administered by the Government in the name
as 6Kerala State El ectricity Boar dé
Committee and a Special Officer for continued operations. The
liabilities include all debts, duties, obligations, and other outgoings
including statutory liabilities. As per Clause 4(2), rights,
responsibilities, liabilities and obligations in respect of personnel
and personnel related aspects are excluded. As per Clause 5(3),
the liabilities are with the transitional entity, which is bound to
provide the details sought by the Commission. No provision in the
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Act provides that the obligations of the licensee are dispensed
with if the transfer scheme is affected. Such scheme of things is
not envisaged in the Act as it creates a vacuum in the functioning
of the licensees. The provision under clause 4(2) itself weakens
the claim of the Board that it is a Government department. These
arguments do not suffice to provide an escape from the obligation
of filing the truing up petition.

c) The argument that there is no regulation notified for determination
of tariff for a deemed licensee like KSEB is also not acceptable,
since most of the licensees in Kerala are deemed licensees and
regulations notified are applicable to all licensees unless any one
is specifically excluded. The Commission has issued KSERC
(Tariff) Regulations, 2003 for enabling the filing of ARR & ERC of
the Board. The Board has been following this for filing ARR&ERC
petition so far. Truing up petitions filed upto 2006-07 were based
on this. If the ARR&ERC for a particular year is approved and is
implemented, there is no justification for not filing truing up
petitions in the name of new regulations to be made. Truing up
petitions contain basically actual expenditure against approved
expenditure and deviations, the reasons for the deviations and the
final position regarding expenditure and revenue showing the
deficit or surplus, which will have to be considered for subsequent
years. The justifications for the deviations will have to be critically
examined by the Commission. The Board has now filed a petition
for issuing regulation specifying the terms and conditions for
determination of tariff for the Board which will be considered on
merits. In any case, the issue in question refers to a period prior
which ARR&ERC orders are available and the argument of the
Board does not justify the non-filing of the truing up petitions
2007-08 and 2008-0 9 . Moreover, it has been hel
Supreme Court in Kerala State Electricity Board Vs S.N.Grinda
Prabhu and Bros. and Others reported in (1986) 4 SCC 198, that
making of regulation is not a precondition to the tariff fixation or
price fixation or security charge fixation. There are also other
decisions on the same line such as AIR (58), 1971, 2 SCC 16 and
AIR 1983 SCC 1296. These decisions are relied on by the
Honb6bl e Supreme Court in the decision
603. Thus the argument that regulations are not notified for truing
up petition cannot be accepted. In any case, new regulations will
have only prospective effect and the Board cannot seek to hide
behind the request for some new regulations to be made.

d) As regards the preparation of Accounts as per Electricity Supply
Annual Accounting Rules (ESAAR) 1985 and the directions
issued under Section 108 of the Act, the Board is harping on its
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contentions on a settled position of law. There is no dispute over
statutory accounting procedures being followed by KSEB as per
ESAAR 1985. The Commission has not refused to go by the
account so prepared under ESAAR 1985 so far. The Commission
has no objection to this. However, for tariff determination, as held
by Hon. Supreme Court in WBERC Vs CESC reported in 2002(8)
SCC 715 the Commission is not bound by the audited accounts of
the licensee in deciding which all items of expenditure should be
passed on to the consumers. This stand was further endorsed by
Hon. APTEL in the appeal filed by KSEB itself in appeal No.94 of
2008.
e) It is pertinent to note the reply letter dated 21-5-2010 of KSEB

which states as follows:
AThe acc o B tfostheoytar 20&-08 and 2008-09 had
also been prepared on similar lines and in the absence of any
regulatory guidelines to the contrary we were considering the
filing of truing up petitions for 2007-08 and 2008-09 based on the
annual accounts, as done in the past. KSEB now feels that filing
the truing up for the year 2007-08 and 2008-09 will again meet
the same treatment as what had happened for the accounts for
the financial year 2006-07. (emphasis added) This is not a
tenable argument and cannot be accepted as a reason for not
filing the truing up petition for subsequent periods. If the Board is
aggrieved by the earlier Order, statutory remedies are available to
the Board as per the Act to challenge the Order issued by the
Commission at the appropriate forum or prefer a review petition
before the Commission. The position of the Commission has been
made clear in the Order itself. The Board seems to be piqued by
the stand taken by the Commission in the following matters in its
order dated 14-5-2010 on the truing up petition for 2006-07 as
can be made out from their letter dated 21-5-2010.

i Boardbébs claim on return on equity

ii. Provision for netting off dues between Government and

KSEB

iii. Shortfall in revenue for giving 20 paise rebate

iv. Retaining the electricity duty collected by KSEB

As stated in the letter dated 21-5-2010, KSEB wants
Government 6s clarification on t hese
truing up petition. In fact it can be seen that the so called

clarifications awaited from the Government need not delay the

filing of truing up petitions. The comments on these issues are

as under:
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I. The Commission can allow the Board to earn a return on
equity. However, as per the G.O (MS) No. 25/02/PD
dated 09.10.2002 there is no equity in the Books of
accounts of the Board. This was pointed out by C&AG as
Athe equity capital accounted is a
Electricity (Supply) Act 1948 and in contravention to the
G. O dated 19. 10Commigsidrohas niadetit, t he
clear that the actual return on equity if any will be allowed
as and when a case is presented by the Board and as an
adhoc measure even allowed Rs.50 Crore. Hence the
iIssue is not closed yet and it is for the Board to show its
equity or any basis for calculating return on equity.

Il. Regarding the proposal of netting off dues and writing off of
receivable from Government, the Commission stated the
position considering the records placed before the
Commission that no Government order was issued
agreeing to the proposal. The C&AG in his Comments on
the Accounts of the Board for 2006-0 7, r eported that 7
fact that the netting of dues to Government of Kerala
require the approval of the Full Board and that of the
Council of Ministers of Government of Kerala had neither
been obtained nor disclosed adequately in the notes.
Therefore the adjustment/netting off the Government
dues/dues to Government to extent of 2483.05 Crore
| acked proper authorityo. Further
when debtors are insolvent. There is no merit in writing off
the dues from a sovereign Government, so as to weaken
the financial position of the Board. It was also stated that
this issue can also be reconsidered by the Commission
when necessary documents are placed before it.

[ll. Regarding withdrawl of demand of 20 paise arising from
the rebate on account of non-receipt of subsidy from
Government is a more serious case of violation of the
provisions of the Act which directly affects the finances of
the Board. Board has allowed the rebate of 20 paise to
domestic and commercial consumers till November 2007.
Instead of taking steps to realise the amount from the
Government, the Board has withdrawn the demand from
the books, thereby weakening the position of the Board to
claim subsidy from the Government. Further, by removing
the demand from the books, the Board has reduced the
tariff fixed by the Commission by 20 paise/unit, which
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amounts to violation of the Act since the Board has no
authority to change the tariff decided by the Commission.
If any amount is receivable from the Government same
has to be realised from the Government rather than
waiving it. The Commission can be moved to review the
order on receipt of the amount from Government or its
adjustment from the electricity duty payable to the
Government.

IV. Regarding electricity duty payable to the Government but
retained by the Board, the Commission has stated the
actual position. It was only an observation and no decision
is taken which can aggrieve the Board. The Supreme
Court decision submitted by the Board relates to whether
interest on borrowings on non-receipt of subsidies can be
taken as a part of ARR. This aspect has nothing to do with
the issue now in question.

f) Hence the argument that the clarifications that are necessary from
the Government on issues raised by the Board do not appear to
have much relevance since the Commission has addressed these
issues. Further, the clarifications the Board now seeks from the
Government are not new issues as far as the Board is concerned.
It is pertinent to note that the Board has not sought a specific time
for getting clarification from Government so as to file the truing up
petition. If the Board has any interest in getting the clarification,
they could have obtained it by this time since the Board
themselves claim that they are just like a Government Department
now. Even if such clarification is required it has to be provided in
a time bound manner. The discussion above on the issues
projected by the Board is done only to show the position of the
Commission on these issues and their lack of relevance as
regards filing of truing up petitions.

3.11 The Commission further found that the stand taken by KSEB in its letter dated
21-5-2010 that AKSEB now feels that -08iling
and 2008-09 will again meet the same treatment as what had happened for
the accounts for the financial year 2006-0 70 over |l ooking the oblI
the Act showed the attitude of willful non-compliance of KSEB despite
statutory remedies available. From the contention of KSEB presented before
the Commission it appeared that KSEB considered itself immune from the
provisions of the Electricity Act on the pretext that it is a Government
Department as per the First Transfer Scheme issued vide GO (MS)
37/2008/PD dated 25.09.2008 and published as Statutory Rules and Orders
(SRO) No 990/2008 in Kerala Gazette Extra Ordinary No0.2090 dated
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3.12

3.13

25.09.2008. KSEB failed to understand that even if it is Government
Department, under clause 5 (1) and clause 5(5) of the said Government order
and as per third proviso to Section 14 of the Act, it continued to be a licensee
under the provisions of the Electricity Act and all liabilities and obligations of a
licensee under the Act have to be fulfilled. The Commission had also found
that there was substantial revenue surplus accumulated by KSEB from 2006-
07 onwards. In the order dated 14-5-2010, the Commission after the truing up
for 2006-07 arrived at a revenue surplus of Rs.1035.85 Crore. This was after
allowing Rs. 50 Crore each for provisional returns and incentive for generating
revenue by sales outside. On a preliminary scrutiny of the available
provisional accounts of 2007-08, the Commission observed that about
Rs.1200 crore surplus was available in 2007-08. The Commission observed
that the intention of KSEB might be to conceal such surplus from being
noticed by the consumers who may clamour for reduction of tariff. It is to be
remembered that KSEB projected a deficit of Rs.2219 Crore in the ARR&ERC
petition for 2010-11 which would have caused an increase of about 150 paise
per unit. If the truing up was done in time from 2006-07 onwards, KSEB would
have found it difficult to claim such deficit which would necessitate drastic
tariff revision.

The Commission, based on the examination of the contentions, found that
there was no material reason advanced by KSEB for not submitting the
application for truing up of accounts which were long overdue. KSEB had no
case that they had not finalized the petition or they were still collecting
data/materials. By not filing and delaying the truing up petitions, KSEB was
thwarting the efforts of the Commission to update the accounts of KSEB as
per the approved levels, thereby denying the opportunity to the Commission
as well as the consumers to assess the exact revenue surplus or revenue gap
position in the previous years. The Commission found that it was not proper
for the Commission to struggle to obtain from KSEB, the truing up petitions
due in 2008 and 2009 even in 2010-11. It was evident that KSEB was
deliberately delaying and avoiding the filing of the truing up petition in the
pretext of awaiting clarification from Government only to prevent the truing up
exercise, the result of which they might like to withhold it from the public eye.
The Commission had also found that such an act of withholding information
was as good as defrauding the consumers, intentionally creating opacity,
offending principle of transparency and showed defiance of law and legal
authorities, making the regulatory process a mockery.

Since the non-compliance of the directions of the Commission by KSEB by
not filing the truing up petitions for 2007-08 and 2008-09 was established the
Commission issued the following orders on 17.08.2010.
A On the basis of t heCorhnmissiohidecigestoo t
treat this case as a very serious instance of non-compliance and to
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impose an exemplary penalty for non-compliance of the directions of
the Commission. The Commission, therefore imposes a penalty of
Rs.1,00,000 (Rs.One lakh only) on the Board for not complying with
the directions to file truing up petitions for the year 2007-08 and 2008-
09. The Board is once again directed to file the above truing up
petitions before 6th of September 2010. For any delay thereafter the
Board shall pay an additional penalty at the rate of Rs. 5000/- (Rs.
Five thousand only) for each day of delay. The penalty of Rs.One lakh
should be deposited with the Secretary of the Commission within one
month from the date of this Order. The penalty amount cannot be
passed on to the consumers as a pass through item of expenditure.
This order is appealable under Sec 111 of the Act to the Appellate

Tribunal for Electricity, New Del hi

3.14 KSEB Ltd had then filed Writ Petition No. WP (C) 26994 / 2010 against the
order dated 17.08.2010 of the Commission with the following prayers,-

n

Vi.

Issue a writ of certiorari, or such other writ order or direction, calling
for the records of the case, up to and including Exhibit P1 and to
guash Exhibit P1, and all actions / penalties ordered therein.

To issue a writ of mandamus to the 1% Respondent commanding it
to frame and notify Regulations relating to the Terms and
Conditions of Tariff as is mandated under Section 61 of the
Electricity Act, 2003.

To declare as illegal any attempt of the 1% Respondent at truing up
of the Petitioneroés account s,
absence of any Terms and Conditions of Tariff required to be
framed under Section 61 of the Electricity Act.

Pending adjudication of this Writ Petition, to stay all further
proceedings pursuant to Exhibit P1.

To declare that the 1% Respondent is bound by the Exhibit P11 and
other policy guidelines given by the 2" Respondent and on the
facts and circumstances of the case, the 1% Respondent is bound
to await the response from the 2" Respondent on the issues raised
by the Petitioner before the Respondent.

It

contrar

To grant such other writs/ orders [/

may deem fit and proper to grant on the facts and in the
circumstances of the case. 0.

3.15 Exhibit P11 is GO (MS) No0.34/2006/PD dated 16.12.2006 giving policy
guidelines to the Commission. In the said Writ Petition KSEB had contended
that it was the distribution licensee, State Transmission Utility and the
generating company and that the Commission had not framed and notified
necessary regulations for tariff determination common to generation,
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3.16

transmission and distribution licensee. KSEB had also contended that the
State Government had issued policy guidelines to the Commission to follow
the accounts of KSEB as audited by the C&AG and that the directions of the
Commission to file separate petitions for truing up of accounts was not in
order. In sub-paragraph (h) of para 6 of the Writ Petition No. WP (C)

26994/2010, KSEBhadsub mi t t ed the foll owing
High Court,-
Ah. Under a mi st akamhanto bel done byt fihng t

petitions before the 1% Respondent, the petitioners had been filing
such petitions till the year 2005-06. For the year 2006-07, the
Petitioner had filed a petition containing the accounts as audited by the
C& AG before the 1% Respondent for the purpose of truing-up
exercise. The 1% Respondent had disposed of the above petition vide
its order No. OP No. 15/2010 dated 14.5.2010, a true copy of which is
produced herewith as Exhibit P2.0

KSEB does also appear to be unaware of the fact that the Commission is duty
bound, in the processes of truing up of accounts, to conduct prudence check
on the audited accounts of the licensee. While making such submission
KSEB had, either by default or by design, forgotten or withheld the decision of
the HondOble Supreme Court i n WBERC
715 to the effect that the Commission is not bound by the audited accounts of
the licensee in deciding which all items of expenditure should be passed on to
the consumers. KSEB had also not presented the views expressed by the
Hon'ble APTEL in its order in appeal No. 94/2008 filed by KSEB itself.

In respect of the direction issued by the Government as per GO (MS)
N0.34/2006/PD dated 16.12.2006 and GO (MS) No.25/15/PD dated
15.07.2015 the following facts and legal provisions have to be carefully
examined.

0] As per Section 12 of the Electricity Act, 2003, no person shall transmit
or distribute electricity unless he is authorized to do so by a licence
issued by the Commission under Section 14 of the Act. KSEB Ltd is
the State Transmission Utility under Section 39 of the Act. KSEB Ltd is
also a distribution licensee as per Section 14 read with Section 131 of
the Act. It has been stipulated in proviso to sub-section (1) of Section
39 that the State Transmission Utility shall not engage in trading of
electricity. As per the second proviso to Section 14 of the Act State
Transmission Utility is a deemed transmission licensee. As per the
scheme of law it can easily be found that transmission and distribution
business shall be carried out independently by State Transmission
Utility and the distribution licensee, even if they are under same
corporate office of the Government Company namely KSEB Ltd.
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(ii)

As per clause (f) of Section 61 of the Act the Tariff regulation shall be
on multi-year tariff principles. KSERC (Terms and Conditions for
Determination of Tariff) Regulations, 2014, have been issued under
Section 61 of the Act. Though KSEB Ltd has filed WP No0.465/2015
challenging certain provisions in the Tariff Regulations, 2014, the

Honobl e Hi gh Court has not stayed

provisions of the said regulations. Therefore KSEB Ltd cannot claim
any exemption or exception from the implementation of the Regulations
issued by the Commission including the Tariff Regulations, 2014.
KSEB Ltd itself has in its application for truing up of accounts relating

to 2011-12,cont ended t hat pendency of ci

Supreme Court is not a bar against processing of its application for
truing up. All the other licensees in the state are following the said
regulations. While submitting remarks of the applications submitted by
the small licensees for the approval of their ARR & ERC, KSEB has
contended that such applications shall be processed only in
accordance with the provisions of Tariff Regulations, 2014. Further
KSEB has also been submitting application for approval of cost data,
approval of surcharge etc under the provisions of Tariff Regulations,
2014. It is a well-established legal principle that one cannot approbate
and reprobate at the same time. Therefore KSEB cannot selectively
implement certain provisions of the regulations and repudiate certain
other provisions which insists on financial discipline. Similarly
pendency of writ petition N0.465/2015(G) filed by it challenging the
provisions of Tariff Regulations, 2014 will not invalidate any of the

provi sions of the said regulations

orders to that effect. It is a riddle, how and why, KSEB Ltd which has
a huge contingent of expert employees in the fields of finance,
accounts, law and engineering, has failed to appreciate the above legal
positions.

Contradictory stands taken by KSEB Ltd with regard to applicability of
regulations issued by CERC and by KSERC.

3.17

In sub-paragraph (f) of paragraph 6 of the Writ Petition N0.26994/2010, KSEB
Ltd had contended as follows,-
Al n fact t he rates as noti fied
generating companies and transmission licensees owned and
controlled by the Central Government and cannot be made applicable
to the State Utilities such as petition
The said Writ Petition is still pending disposal. In the Writ Petition
465/2015(G) filed by KSEB Ltd, it has contended that the provisions relating
to RoE in the regulations issued by CERC should be made applicable to
KSEB Ltd. It can be seen that KSEB Ltd is taking diametrically opposite
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stands in respect of applicability of regulations issued by CERC, to suit its
convenience. In fact, as per the statutory provisions in the Electricity Act,
2003, the State Transmission Utility has to be governed by the regulations
issued by the SERC. As per the First Transfer Scheme notified as per G.O
(MS) 37/2008/PD dated 25.09.2008 and published as SRO N0.990/2008, the
assets, liabilities, rights and interests of the erstwhile KSEB stood transferred
to and vested in Government. Such assets and liabilities were being
managed by a Management Committee constituted by the Government under
a Special Officer. The Government thereafter formed a fully owned
Government Company namely, KSEB Ltd, which was incorporated on 14-01-
2011. It was only as per the Kerala Electricity Second Transfer Scheme (re-
vesting) notified as per G.O (P) N0.46/2013/PD dated 30.10.2013 and
published as SRO No0.871/2013 in Kerala Gazette Extra Ordinary 3103 dated
31.10.2013, the Government re-vested the assets and liabilities of the
erstwhile KSEB in the Government Company namely, KSEB Ltd. During the
period from 25.09.2008 to 31.10.2013, neither the KSEB which was
constituted under the provisions of the Electricity (Supply) Act, 1948 nor
KSEB Ltd incorporated under the provisions of the Companies Act, 1956, was
functioning as the State Transmission Utility and the distribution licensee. It
was in fact the Management Committee constituted by the State Government
which was functioning as the STU and the distribution licensee, representing
the Government. KSERC is not expected to make regulations specifically and
exclusively for such transient intermediary entity like Management Committee
which was constituted only as a transitional arrangement. The regulations
issued by the Commission to govern the STU and the existing distribution
licensee are applicable to the Management Committee also, which was
functioning as STU or distribution licensee. KSEB Ltd cannot, at its
convenience and choice, pick and choose the provisions from the regulations
issued by the CERC and by the SERC, for implementation.

3.18 KSEB Ltd has not successfully challenged any of the regulations issued by
the Commission. Until the regulations issued by the Commission are
successfully challenged before the Honébl e Hi gh Court or
Supreme Court, such regulations are binding on every licensee including
KSEB Ltd. Only the Honéble High Court
the authority to quash, invalidate or modify the regulations issued by the
Commission. Therefore KSEB Ltd is bound to implement the regulations
issued by the Commission. It has been clarified that the directions issued by
the State Government under Section 108 of the Act are not mandatory in
nature and that such directions are only guidelines. It has also been clarified
that such directions shall be issued only in matters of policy involving public
interest and that they shall be issued for the purpose of implementing the
provisions of the Act. It is also been held that the directions issued under
Section 108 of the Act cannot modify or supersede the regulations issued by
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the Commission in exercise of its powers under the provisions of Electricity
Act , 2003. It has also been held bg the |
Court that the statutory audit conducted by the C&AG and the prudence check
conducted by the Regulatory Commissions are totally different and serve
different purposes. In the statutory audit the C&AG mainly examines whether
or not the expenditure has been incurred in accordance with the rules and
regulations applicable to KSEB Ltd. In the process of prudence check, the
Commission examines the essentiality of the expenditure for improving the
supply of electricity and services to consumers. The contentions of KSEB Ltd
to the effect that the accounts as audited by C&AG are binding on the
Commission and therefore there is no need to file petitions for truing up of
accounts are not legally valid. However the history so far indicates that KSEB
Ltd has been, on one ground or the other, reluctant to file truing up petitions in
time with all necessary details in accordance with the relevant regulations.

3.19 Sub-section (3) of Section 86 of the Electricity Act, 2003, stipulates that the
State Commission shall ensure transparency while exercising its powers and
discharging its functions. It has been specifically stated in the preamble of the
Act that taking measures conducive to development of electricity industry,
promoting competition, protecting interests of the consumers, supply of
electricity to all areas, rationalization of electricity tariff and ensuring
transparent policies are the important objects of the Electricity Act, 2003. As
per the provisions of the Right to Information Act, any citizen is entitled to get
any information relating to the activities and accounts of the licensees under
the Act. In fact the consumers are the persons who actually meet all the
prudent expenses of the licensee as assessed by the Commission and
passed on to the consumers by way of tariff. Therefore the consumers have
the right to know about the accounts of actual expenses incurred by the
licensee and the duty to subject such accounts of actual expenses to public
audit. Similarly the Commission has the right and duty to obtain the audited
accounts of actual expenses incurred by the licensee and to subject such
audited accounts of actual expenses to prudence check for the purpose of
passing on such expenses to the consumers by way of tariff. KSEB Ltd being
a statutory State Transmission Utility and distribution licensee, fully owned by
the Government has a prime and foremost duty to submit its accounts before
the Commission for prudence check. The regulations also provide for such
prudence check by the Commission. It is a well-established legal position that
executive direction cannot have over riding effect on the statutory provisions.
The directions issued by the Government under Section 108 of the Act shall
be in accordance with the provisions of the Act and they should be issued with
a view to implementing the Act. This legal position has been made clear by
the Hon'ble APTEL and the Honbébl e Supr eme
that the directions issued by the Central Government under Section 107 and
by the State Government under Section 108 are only in the nature of
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3.20

guidelines and they are not mandatory. In this regard the following legal
opinion given by Shri. Goolam E Vahanvati, Attorney General for India in his
letter dated 17 August 2009 addressed to the Central Electricity Regulatory
Commission and the Forum Of Regulators is highly pertinent. It has been
clarified by him that,

a) The Central and State Commissions shall, in matters of policy
involving public interest, be guided by such directions given to them
in writing by the Central or State Government respectively.

b) The Electricity Regulatory Commissions are independent quasi-
judicial bodies constituted under the statutory provisions to perform
guasi-judicial, quasi legislative and adjudicatory functions and in the
discharge of such functions they cannot be directed to decide
matters in a particular manner. (See Orient Paper Mills v. Union of
India, AIR 1969 SC 48)

c) The word used, in Sections 107 and 108 is 'guided' and not 'bound'.

To guide only means to 'show or indicate the way to'. It does not
have the force of an order or command, which must be obeyed.

d) The direction issued under Section 107 and 108 cannot be said to
require mandatory compliance in a manner that deprives the
Commission of the power to make its own decision as, opposed, to
what it may be guided to make.

e) The distinction between a direction and guidance is well settled in
Laker Airways Ltd. v. Department of Trade, [1977] 2 All E.R. 182.

f) The Commissions ought to take into account the directions given by
the Central or State Government, as the case may be, the manner
of doing so is for the Commissions to decide.

g) The legal position is settled by judgments of the Supreme Court in
Real Food Products Itd. v. A.P. State Electricity Board and Others,
(1995) 3 SCC 295 and in Chhittoor Zilla Vyavasayadarula
Sangham v. A.P. SEB, (2001) 1 SCC 396, the question before the
Court was whether the direction of the State Government on the
guestion of policy was binding on the Electricity Board.

h) The directions that are issued by the Central or State governments
are one of many such factors that are taken into account by the
respective Commissions and the discretion of the Commissions is
not taken away by such directions. What weight is to be accorded
to each factor is for the Commissions to decide, in the exercise of
their statutory functions and in

Therefore it can easily be found that KSEB cannot take shelter under its own
self-serving interpretation of the legal provision to shirk its own duties and
responsibilities under the Act and the regulations issued thereunder.

The Commission had granted upward revisions of retail supply tariff (RST)
during 3 successive years as per its order dated 28.04.2012 in OP No.
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3.21

3/2012, order dated 30.04.2013 in OP No. 2/2013 and order dated 14.08.2014
in OP No. 9/2014. While issuing the above orders Commission had given
various directives for improving the efficiency gains, financial health and
performance of KSEB Ltd and for improving service to the consumers.

The Commission had given similar directives subsequently also. KSEB itself
had, in its reply affidavit dated 06.11.2010 filed in OP No. 20/2010 had
submitted that it had taken decision to file separate ARR and ERC for the
licensed businesses and for the generation from the year 2011-12 onwards.
Government of Kerala has also, in the Second Transfer Scheme dated
30.10.2013 notified under Section 131 of the Act, directed that the strategic
business units of KSEB Ltd shall function independently and prepare separate
accounts and balance sheets. So far KSEB Ltd has not submitted before the
Commission, the separate accounts and balance sheets relating to the
transmission licensee, the distribution licensee, the State Load Dispatch
Centre and the generation business. Thus, by design or default, KSEB Ltd
appears to have failed to comply with the relevant statutory provisions in the
Electricity Act, 2003, the policy directives of Government of India, the
regulations and directives issued by the Commission and the directions
issued by the Government of Kerala in this regard. It has also failed to honour
its own undertaking in this regard in the reply affidavit filed before the
Commission.

Recalcitrant approaches and inconsistent strategies of KSEB / KSEB Ltd

3.22

3.23

As early as on 16.04.2004 while issuing orders approving the ARR & ERC
relating to the financial year 2004-05, the Commission had directed to
improve billing and revenue collection efficiency and to minimize outstanding
arrears. It was also directed to complete computerization of billing and
revenue collection on or before 01.05.2004 and to complete replacement of
faulty and sluggish meters.

In the order dated 23.03.2005 in the matter of ARR & ERC for the financial
year 2005-06, the Commission had directed KSEB to submit on or before
31.05.2005, the necessary and sufficient data and other details for firming up
the results of the preliminary study conducted by the Commission on average
cost of supply to different categories of consumers. The Commission had
also directed KSEB to
()  The separate ARR & ERC in respect of transmission licensee and
distribution licensee.
(i)  File on or before 30.04.2005, the application of determination of
transmission charges.
(i)  Submit the proposals for determining wheeling charges.
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3.24

3.25

(iv) Modernize SLDC, make it independent and submit its accounts
separately.

(v)  Submit the application for approval of voltage wise technical loss and
the plan to reduce it.

(vi)  Submit comprehensive plan for borrowing and repayment

(vii) File scheme for the speedy recovery of arrears of revenue

(viii) Obtain approval for the capital expenditure, and

(ix) Obtain approval for the investment plan

In the order dated 30.03.2006 in the matter of ARR & ERC for the financial
year 2006-07, the Commission had directed KSEB to submit separate
accounts for generation, transmission and distribution functions. It was also
directed to submit complete data and results of study for determining cost of
service to various categories of consumers and to submit application for
determination of tariff under MYT Regime as per para 5.3 (h) of Tariff Policy,
2006. Further directions were also issued to expedite the followings,-
()  Timely execution of capital works without delay and their monitoring
(para 10.1.2)
(i)  Speedy collection of arrears of electricity charges (para 10.1.3)
(i)  Segregation of technical and commercial loss and assessment of
voltage wise technical loss (para 10.1.5)
(iv) Separation of accounts for generation, transmission and distribution
(para 10.1.6).
(v)  Filing of petition for transmission tariff (para 10.1.6).
(vi) Modernizing SLDC and making it independent (para 10.1.6).
(vii) Proposal for notification of open access regulations (para 10.1.6).
(viii) Computerization of billing, revenue collection, sale of power, connected
loads and such other details (para 10.1.7)
(ix) Optimization of employee cost

In para 10.2.8 the Commission had also called for various techno-economic
details such as the reactive power loading on power plants, the findings in
energy audit conducted by KSEB, the time and cost overrun of the projects,
the power plant wise cost of generation and the details of load flow studies.

In the order dated 26.11.2007 in the matter of ARR & ERC for the financial
year 2007-08, the Commission had given directives to submit,-

(1) Details for determination of cost of service to various categories of

consumers.

(i) Separate accounts for generation, transmission and distribution.

(i)  Segregation of technical and commercial loss

(iv)  Voltage wise loss and measures for reduction of loss.

(V) Proposals for determination of transmission tariff
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(vi)  Proposals for determination of wheeling charges, surcharge for open
access.

(vii)  Detalils relating to independent function of SLDC

(viii)  Proposal for replacement of faulty meters.

(ix)  Proposal for optimizing employee cost

3.26 In the orders dated 19.04.2008 / 17.04.2009 / 17.05.2010 and 01.06.2011 the
Commission had issued orders in the matter of ARR & ERC for the financial
year 2008-09, 2009-10, 2010-11 and 2011-12 respectively. In the above
orders also the Commission had re-iterated most of the above directions to
KSEB with special emphasis on submission of details relating to,

0] Separation of commercial and technical loss,

(i) Voltage wise cost of supply,

(i)  Replacement of faulty meter,

(iv)  Optimization of employee cost,

(V) Separation of accounts for generation, transmission and distribution,

(vi)  Modernization of SLDC and making it functionally independent,

(vii)  Determination of transmission and wheeling charges

(viii)  Approval of capital expenditure

(ix)  Project implementation and monitoring with a view a assessing time
and cost overrun.

3.27 In Chapter IX of the Tariff Order dated 28.04.2012 in the matter of approval of
ARR & ERC and the determination of tariff for the financial year 2012-13 the
Commission had given the following directives,-

1. The Board shall take up Demand side Management activities for
reducing demand and consumption in the State during 2012-13.
Proposal for extension of ToD metering to all LT consumers with
connected load 10kW and above should be submitted to the
Commission before 31-7-2012. The Board shall also submit a
comprehensive proposal on energy conservation before 31-8-2012.
The agencies such as EMC may be associated for preparation and
execution of DSM activities.

2. The website of the Kerala State Load Despatch Centre should be
revamped / remodelled effectively so that the system details are
uploaded and made available on a daily basis, as done by the Load
Despatch centres in other states, to ensure transparency in the
system statistics.

3. The Board should prepare and submit a revised capital investment
plan for Generation/Transmission/Distribution wings with appropriate
funding plan for the year 2012-13 before 30-6-2012 for Commissiond s
scrutiny and approval.
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The Board should finalise long term contracts for power purchase,
including the Case-l bidding immediately. The Board should take
advance action for booking corridors so that power restrictions are
reduced to the minimum levels in the ensuing months.

The Board shall study and report the voltage level loss as well as
technical-commercial separation of T&D loss within four months from
the date of the Order. The frequency of studies shall be increased
especially in transmission by periodically taking into consideration
seasonal load flow variations and the results may be reported to the
Commission in a consolidated form. In the case of loss studies in
distribution, the Commission had already issued guidelines for taking
up more representative sample studies and making a consolidated
report. The consolidated report of loss studies in transmission and
distribution shall be submitted to the Commission by 1-10-2012.

3.28 In Chapter X of the Tariff Order dated 30.04.2013 for the financial year 2013-
14, the Commission had given the following directives,-

A10

Vi.

Vil.

viii.

The Commission expresses its serious concern over the rapidly
increasing average cost of supply of power and over its contributory
factors such as:

rapidly increasing share of the cost of purchase of power, especially the
prohibitively costly power from liquid fuel stations and from power
exchanges.

inordinate delays in the cost efficient and timely implementation of
generation, transmission and distribution projects with project specific
funding programmes

tardy progress in replacement of faulty and sluggish meters with
accurate electronic meters with time bound targets.

. inordinate delay in computerization of billing.

lethargic approach to the measures to keep under control the employee
cost which has been increasing at an unprecedented rate in the recent
past.

non-proactive attitude and approach towards the investments in the
projects for harnessing non -conventional and renewable energy
sources.

delay in implementation of effective programmes for demand side
management and energy conservation activities with tangible results.
insufficiency of various cost efficiency measures which would help
improve the Board to come out of the present financial crisis.
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10.2 In view of the facts and circumstances the Commission gives the

10.3

10.4

10.5

10.6

following directives for immediate and time bound implementation and

for periodic reports.

I. the weighted average cost of power purchased from traders and
power exchanges and availed through unscheduled inter change in
each month during the financial year 2013-14, shall not exceed
Rs.5.00 per unit. The Board shall submit on or before 10th of every
month, a monthly report to the Commission, containing all relevant
particulars of such purchases, such as source, quantum, rate and
weighted average cost of power purchased during the previous
month.

ii. the total quantum of energy drawn from the liquid fuel stations such
as RGCCPP,KDPP,BDPP etc. in FY 2013-14 shall not exceed the
guantum provided in the Table 5.28 of this order.

iii. non-compliance of the above directives may lead to disallowance of
the extra expenses during truing up exercise.

On expiry of the prevailing PPA with liquid fuel based IPPs such as
BSES, KPCL etc., power should not be drawn from these stations under
any circumstances, unless the developers convert the stations to LNG or
pool sufficient quantum of cheaper power from other sources, so that the
pooled tariff is well within the merit order for dispatch. Appropriate
advance notice may be issued to such developers within 3 months from
the date of issue of this order.
In order to give a boost to the renewable and alternate sources of
energy, the Board shall take all possible proactive steps and provide
connectivity within 3 months, to the grid at appropriate voltage levels for
all developers of small hydro projects, wind energy, solar electricity and
electricity from bio mass and municipal waste, including roof top solar
developers, after finalizing the technical protocol related to safety,
protection ,isolation etc.

The Board shall submit proposal to the Commission on the commercial

arrangements including net metering, feed in tariff, energy banking etc in

relation to solar electricity upto 1 MW capacity within 3 months. Solar
power above 1 MW should be bought by the Board only through
competitive bidding route or APPC-REC route.

The Board should prepare and submit before 30.6.2013 a revised capital

investment plan for generation, transmission and distribution wings with

appropriate funding plan for the year 2013-14 with tangible physical and
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10.7

10.8

10.9

10.10

10.11

financial targets for the scrutiny, approval and periodic review of the
Commission.

The Board shall streamline the power purchase functions in a
professional manner and take advantage of the market fluctuations
effectively. The Board should finalize long term contracts for power
purchase, including the Case-1 bidding immediately. The Board should
take timely advance action for booking corridors so that power
restrictions are reduced to the minimum levels in the ensuing months.
The Board shall conduct a comprehensive study on losses in the system
and report the voltage level loss as well as technical commercial
separation of T&D loss within 6 months from the date of the order.

The implementation of R-APDRP (Part-A&B) projects shall be accorded
top priority and time bound action should be taken. Monthly progress
reports should be submitted by the Board, to the Commission on or
before 20th of the succeeding month.

The Commission directs that the Board should have a specific time
bound target for replacing faulty meters and old electro mechanical
meters. A program should be evolved to replace all such meters in the
system within a specified time limit with good quality meters to ensure
correctly metered supply.

As soon as the revesting process is over, the Board may approach the
Commission with a proposal for splitting up the approved ARR & ERC for
the revested entity.

10.12 The management of the Board shall make special efforts to ensure that

the directives given by the Commission as stated in paragraph 5.111 of
this order are complied with and shall submit on or before 30.6.2013, an
action plan for the implementation of the said directives with tangible
targets and time frames. While appreciating the fact that the Board,
being a public sector undertaking, cannot retrench its staff or reduce
their emoluments, there is no reason why re-deployment, training, re-
skilling, job enrichment, re-fixation of job contents and targets for various
classes of employees etc. cannot be resorted to as directed earlier.
Since tangible and effective steps are not seen taken by the Board to
contain the unprecedented growth of employee cost in the recent past,
the Commission is constrained to advise the Board management to
review and take appropriate action with regard to the following:

I. re-deployment of staff in the closed and redundant units for urgent

and unavoidable works.
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ii. computerization of billing using personal digital assistance (PDA) to
be distributed to meter readers so that the entire data relating to
biling can be transferred electronically without any error to the
computers in the section offices, and consequently several hundreds
of staff now being engaged for data entry relating to billing at section
offices can be redeployed for other works and the daily target for
spot billing can be suitably revised.

iii. review the output of several field units engaged in survey,
investigation etc. with a view to optimizing their output and
redeploying excess staff if any

iv. utilization of unutilized or underutilized skills of the technical staff for
revenue earning consultancy or other works as is being done in
central PSU like BSNL, especially in view of the fact that various
Government Departments and Local Self Government Institutions in
the State experience shortage of technical staff for execution of their
civil and electrical works. o

3.29 In Chapter X of the Tariff Order dated 14.08.2014 for the financial year 2014-
15, the Commission had given the following directives,-

i T hCemmission has been issuing directives in the successive ARR&ERC

orders, and it is noted that many of the directives issued were not fully

implemented. The Commission views this seriously.  The Commission

urges that the licensee should implement the directions and report the

compliance. In addition to these directives, the following directions are also

issued.

1. Re-organisation of the Board:

a) As per the notification dated 31-10-2013, Government of Kerala have
re-vested the assets, liabilities etc., in the company namely Kerala State
Electricity Board Limited (KSEB LTD). As per the notification, any
subsequent changes in the transfer scheme to be effected shall be made
within the period of one year ie., before 31-10-2014. The opening balance
sheet of KSEB LTD as on 1% April 2012, was notified in the said
notification. This balance sheet was provisionally modified by KSEB LTD
as on 1-4-2013. The Commission hereby directs that as mentioned in the
Government notification, any further changes proposed shall be made
within the stipulated date and got approved by Government. Separate
balance sheets may also be prepared for strategic business units (SBU)
and suitable transfer price mechanism be put in place. The details of the
same shall be submitted before the Commission as soon as it is finalized.
b) Separate balance sheets for SBUs shall be filed from the petition for
approval of ARR for the financial year 2015-16 onwards.
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a)

b)

d)
e)

f)

9)

a)

b)

d)

Statutory requirements as per Companies Act :

a) The KSEB LTD shall complete all formalities relating to
corporatization in a time bound manner
b) The KSEB LTD shall also complete all the statutory

requirements such as adoption of accounting policies etc., as per the
requirements of Companies Act within the time limit, and in any case
before filing the next ARR petition.
Formation of Master Trust and issue of bonds: KSEB LTD shall
comply with the following directives regarding formation of Master
Trust:
KSEB LTD shall complete the formation of Master Trust on or before
30" of October 2014, the last date fixed for notification of the Final
Transfer Scheme and submit all details to the Commission.
The KSEB LTD shall issue the bonds as required for the formation of
Master Trust and the interest shall be credited to the fund on a
monthly basis.
The amount due from the government to be adjusted against the
electricity duty shall also be adjusted and credited to the fund on a
monthly basis.
The payment of pension shall be effected from the Master Trust once
it is formed.
A monthly progress report on all the credits and debits to the fund
shall be submitted to the Commission promptly.
The details of the methodology adopted and the estimation of yearly
contribution of pension for the existing employees shall be submitted
as part of the ARR&ERC petition.
If the constitution of the Master Trust and the transfer of interest on
the bonds are delayed, the corresponding interest charges will be
deducted from the interest due.
Optimization of employee cost : As mentioned in Chapter 5,
allowing provision for pay revision, shall be subject to compliance of the
following directions:
Pay revision exercise shall be done by an independent external
committee.
The terms of reference for such pay revision panels should include
prescribing measurable productivity guidelines for all cadres, gainful
re-deployment of surplus staff, incorporating the impact of
computerization on the work norms etc.
The recommendations of the Pay Revision Committee on these
issues should also be included in the long term settlement and
implemented in a time bound manner
KSEB LTD shall explore and implement schemes and programmes
for utilization of unutilized or underutilized skills of the technical cadre
for revenue earning consultancy or contracts outside.
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5. Ta
a.

riff Subsidy for consumers:

KSEB LTD shall implement the orders on subsidy announced by the
Government only as per the provision of Section 65 of the Electricity
Act, 2003. Unless the amount equivalent to subsidy is received in
advance from the Government, no subsidy shall be granted to the
consumers.

Any subsidy schemes in vogue without the express sanction of the
Commission shall be stopped forthwith and the same can be
implemented only with the approval of the Commission. For this
purpose, the KSEB LTD shall approach the Commission with definite
proposal giving all details including the financial commitment and
source of funding.

The accounting of subsidy at the field units are also not proper and
inconsistent with the directions issued by the Commission. The
demand raised in the consumers bill shall be as per the tariff
approved by the Commission and the subsidy if any shall be shown
as deductions from the demand. Further the total demand /revenue
from sale of power shall be aggregated from the field level without
subsidy and subsidy amount so extended shall be shown separately
in the books.

The licensee is further directed to comply with the conditions given in
letter of the Commission dated 28-5-2013 on accounting of subsidy
and furnish the reports as directed on time.

It is also clarified that if any subsidy is allowed without receiving the
subsidy in advance from Government or without the express
sanction of the Commission, the responsibility will entirely rests with
the licensee only and shall not be allowed to pass on to the
consumers.

6. Power purchase

a)

b)

Purchase of power from the traders and exchanges over and above
the contracted power for meeting the demand including the
compensatory purchase on account of short fall in hydro
/ICGS/other sources shall be limited to a price not more than
Rs5/kWh at the Kerala periphery.

KSEB LTD shall immediately assess the long term deficit in
availability of power and contract for long term power purchase
through case -1 bidding process.

KSEB LTD shall submit the petitions for approving the fuel
surcharge as per the provisions of the relevant regulations in a time
bound manner.
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7.

Other directives

a) KSEB LTD shall scrupulously endeavour to meet RPO obligation

including solar power obligation and submit the periodic report on the
compliance, to the Commission.

3.30 From the above facts it can easily be seen that the Commission has been
continuously giving directions to KSEB / KSEB Ltd with a view to streamlining
its activities, improving the productivity of human resources, improving the
efficiency gains and increasing the consumer satisfaction, with special
emphasis on the following.

(i)

(i)
(iif)
(iv)
v)

(vi)
(vii)

(viii)
(ix)

x)
(xi)

(xii)
(xiii)

Submission of separate accounts and ARR for generation,
transmission and distribution functions which are done by the SBU-G,
SBU-T and SBU-D.

Submission of voltage wise cost of supply and cost of service
applicable to various categories of consumers.

Separation of technical and commercial losses.

Optimization of employee cost.

Submission of proposal for determination of transmission charges and
wheeling charges.

Speedy replacement of faculty and sluggish meters.

Modernizing SLDC and making it functionally and financially
independent with separate accounts.

Implementation of the regulations relating to Renewable Energy.
Undertaking activities for improving demand side management, energy
audit and energy efficiency.

Approval of capital expenditure.

Project monitoring with a view to assessing impacts of time and cost
overrun.

Constitution of Master Trust for disbursement of pension and the
transfer of funds to the said trust as approved by the Commission.
Computerization of billing, revenue collection, preparation of accounts,
disbursement of pay and allowances, disbursement of pension and
provident fund.

The Commission has also been expressing its serious concern over the non-
compliance of the above directions by KSEB Ltd.

Failure to submit proposal for approval of voltage wise cost of supply

3.31

The Commission had been giving directions to KSEB / KSEB Ltd to conduct
necessary studies and to submit proposal for determination of voltage wise
cost of supply to different categories of consumers. KSEB / KSEB Ltd has not
so far submitted to the Commission, the application for the same with all
necessary and sufficient data and details from the studies conducted by it.
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Failure to separate technical and commercial loss

3.32 The Commission has been given directives to KSEB Ltd to submit proposal
for the approval of separate technical and commercial losses. Recently the
Parliamentary Committee on Power and Government of India have also given
direction to separate technical and commercial loss. KSEB Ltd has not so far
submitted application in this regard with supporting data and documents

Failure to submit separate accounts and balance sheets for SBU (G), SBU (T),
SBU (D) & SLDC

3.33 KSEB Ltd has not so far submitted separate accounts and balance sheets for
SBU (G), SBU (T), SBU (D) & SLDC. The statutory provisions, the
regulations and the directives of Government in the Second Transfer Scheme
have not been complied with by KSEB Ltd.

Renewal of PPA with RGCCPP, Kayamkulam of NTPC without the approval of
the Commission.

3.34 In view of the prohibitive cost of naphtha, it is not possible to schedule power
from RGCCPP in accordance with the merit order dispatch system. Therefore
the Commission had directed KSEB Ltd, not to renew any PPA for the
purchase of power from any liquid fuel based plants. KSEB Ltd is seen to
have renewed the PPA with RGCCPP, Kayamkulam for 12 years without
getting due approval from the Commission and in violation of the directives
issued by the Commission. In the past when KSEB was contractually obliged
to pay to NTPC, a huge fixed charge amounting to more than Rs.200 crore
per annum for the RGCCPP, Kayamkulam (360 MW), both NTPC and
Government of India had collectively ensured 360 MW of cheaper power, so
that the rate of bundled power was within the merit order for scheduling. No
such cheaper power is seen ensured by KSEB Ltd, nor has NTPC assured
such power. Hence the action of KSEB Ltd in having renewed the PPA with
RGCCPP of NTPC without ensuring availability of cheaper power is in
disregard to the directions given by the Commission and against public
interest.

Failure to obtain in time, the prior approval for investment.

3.35 The KSEB Ltd is not in the practice of obtaining prior approval for the
investments in various projects.

Failure to obtain in time, the prior approval for the purchase of power.

3.36 The KSEB Ltd is not in the practice of obtaining prior approval for the
purchase of power.
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Failure to implement the directions relating the optimization of employee cost.

3.37

3.38

The Commission has been continuously expressing serious concerns over the
steep and alarming increase in the employee cost and giving directions to
optimize the employee cost. Such directions included the following,-

1. Redeployment of underutilized staff.

2. Training and re-skilling of employees to take up assignments associated
with reforms and modernization.

Job enrichment and redesigning of job content.

4. Computerization of billing using PDA and electronic transfer of billing data
to computer to avoid engaging persons for data entry in the sections
numbering to more than 750.

5. Computerization of revenue collection and facilitation of e-payment
without much additional cost to the consumers, so that the licensee can
ensure earlier payment of dues.

6. Commencement of technical consultancy as is being done by civil
engineers of BSNL and Hindustan Life care Ltd.

7. Constitution of independent committee for pay revision.

Improvement of non-tariff income using the service of underutilized staff.

9. Computerization of pay and allowances, PF and pension and such other
service matters.

10. Computerization of accounts.

11.Computerization of inventory management, purchases and tendering
system.

w

o

The licensee has not submitted any details to show that it has implemented
such directions with desirable results. On the other hand, the claims of KSEB
Ltd towards the employee cost, are increasing disproportionately.

KSEB Ltd is a very important PSU which provides infrastructure required for
the development of economy and the improvement of standards of living of
the people. Unless KSEB Ltd adopts ways and means to improve its
efficiency both in terms of providing better service to the people and supplying
quality power at affordable rates, it would be difficult for it to withstand the
competition in power sector. Therefore in the long term interest of the
institution it would be better for KSEB Ltd to comply with the statutory
provisions, regulations, policy guidelines and directives issued by the
Commission.
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CHAPTER -4

METHODOLOGY ADOPTED FOR DETERMINATION OF THE AGGREGATE

REVENUE REQUIREMENTS OF THE STRATEGIC BUSINESS UNITS (SBU-G,

4.1

4.2

4.3

SBU-T AND SBU-D)

Government of Kerala has, under Section 131 of the Electricity Act, 2003,
issued the Second Transfer Scheme, as per G.O(P) No. 46/2013/PD dated
31° October 2013, which has been notified as SRO No. 871/2013 in Kerala
Gazette Extra Ordinary N0.3103 dated 31.10.2013 (hereinafter referred to as
the Second Transfer Scheme). Thereafter KSEB Ltd has been performing the
duties and functions of generating company, transmission licensee and
distribution licensee through the Strategic Business Units namely SBU-
Generation, SBU-Transmission and SBU- Distribution. As per the Regulation-
11 of the KSERC (Terms and Conditions for Determination of Tariff)
Regulations, 2014 (hereinafter referred as Tariff Regulations, 2014), KSEB
Ltd has to file the application for approval for aggregate revenue requirements
(ARR) separately, for each Strategic Business Units before the Commission.
However, KSEB Ltd has not filed the same for the year 2016-17 before the
Commission. In the absence of the same, the Commission has initiated the
determination of the aggregate revenue requirements (ARR) of each SBUs
(SBU-G, SBU-T and SBU-D) of the KSEB Ltd on suo motu basis.

Clause (viii) in paragraph- 5 of the Second Transfer Scheme dated 31°
October-2013, states as follows:
@vithin the provisional period of one year from the date of re-vesting,
the accounts of the three SBUs will be segregated so as to facilitate the
evaluation of financial performance of these units. Separate balance
sheets will be prepared for the three SBUs and suitable transfer pricing
mechanism between the SBUs shall be worked out by the Transferee
taking into consideration the financial soundness of the three SB U s 0 .
However, KSEB Ltd is yet to submit the separate accounts and balance
sheets of each SBU and the proposal for the transfer pricing policy
adopted to price the transactions among the SBUs. Further, KSEB Ltd has
not submitted the application for the approval of the ARR and for the
determination of tariff of the each SBU separately as required under
Regulation-11 of the Tariff Regulations. In the absence of all the
necessary and sufficient details from the licensee, it is difficult to estimate
the ARR of the each SBU, separately and accurately. The Commission
has, therefore made reasonable estimations of the items of expenditure.

Regulations 44, 60 and 81 of the Tariff Regulations, 2014 stipulate principles
for determining the normative O&M expenses for SBU-G, SBU-T and SBU-D
of the KSEB Ltd. However, KSEB Ltd has been accounting the components of
expenditure such as O&M expenses, depreciation, interest and finance
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4.4

4.5

charges and return on equity (RoE) in a composite manner as it is a single
integrated utility.

Sub regulations (19) and (20) to Regulation -11 of the Tariff Regulations,
2014, provide for apportioning the total expenditure and common expenditure
among the regulated business on proper basis and justification. The relevant
portion of the regulations is extracted below.

A(19) During the first year of t

utility has not prepared separate accounts for the businesses of
generation, transmission, distribution and load dispatch, the
Commission may, at its discretion, allow such utility to apportion the
total expenditure among such businesses with proper basis and
justification for such apportionment.

(20) An integrated utility may be allowed by the Commission, to
apportion its common expenses among the regulated businesses
on proper basis and justificatio

The Commission adopts the following principles/basis for estimating and
apportioning the common expenses including depreciation, interest on the
outstanding loans and bonds, interest on the general provident fund, interest
on the bonds issued to the Master Trust, return on equity etc. The details are
given below.

Depreciation

4.6

KSEB Ltd has not filed before the Commission, the application for the
approval of ARR and for the determination of tariff for the years 2016-17 &
2017-18. In the absence of details of fixed assets of SBU-G, SBU-T and SBU-
D for estimating the depreciation for the years 2016-17 and 2017-18, the
Commission has provisionally estimated in the notice dated 26.06.2016, the
depreciation for the year 2016-17 at Rs 414.80 crore, ie., at the same level as
that approved by the Commission for the year 2014-15 vide the order dated
14-8-2014. The relevant portion of the order pertaining to approval of
depreciation by the Commission for the year 2014-15 is extracted below.

n5. 81 The |l i censee has esti mated

for the year 2014-15 for all assets including those created from
contributions and grants. The total GFA as on 31-3-2014 is
estimated at Rs.13712.31 crore. In the absence of details of assets
based on vintage, the Commission is constrained to estimate the
depreciation on an adhoc basis provisionally with available
information. The contribution/grants for creation of assets as on 31-
3-2013 given by the licensee in the previous petition is Rs.3893.61
crore. The addition for the year 2013-14 is Rs.357.46 crore.
Accordingly, the depreciation for the purpose of ARR&ERC is
estimated as shown below:
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Particulars

Amount Rs. crore

1 GFA as on 1-4-2014 13712.31

2 GFA as on 1-4-2002 4788.45

3 Average rate of depreciation 3.26%
4=(3X2) Depreciation for the assets existing prior to 1-4-2002 155.92

5=(1-2) GFA after 1-4-2002 8923.86

6 Average rate of depreciation 4.99%
7=(5x6) Depreciation for the assets capitalised after 1-4-2002 445.25
8=(4+7) | Total Depreciation claimed 601.17

9=(8/1 Average rate of depreciation claimed 4.38%

10 Contribution & Grants as on 1-4-2013 as per Tariff 3893.61

11 Consumer contribution 2013-14 357.46

12 Total contribution & grants 4251.07
13=(12*9) | Depreciation for assets created out of grants 186.37
14=(8-13) | Allowable depreciation for 2014-15 414.80

5.82 The depreciation allowable provisionally for the year 2014-15

is Rs.414.80 crore. The depreciation allowable at the time of truing

up will be subject the fulfillment of conditions mentioned above and

in its absence, eligible depreciation will be as per the rates of

CERC regulations applicable for the period 2004-0 9 onl y. o

4.7  The depreciation so arrived at, is apportioned among the SBU-Generation,

SBU-Transmission and SBU-Distribution of KSEB Ltd in the ratio of opening
GFA balances for SBU-G, SBU-T and opening GFA balance excluding
consumer contribution for SBU-D as on 31-10-2013.

Table 4.1

Estimate of depreciation for the years 2016-17 & 2017-18 as per the

notice under suo motu proceedings

SBU GFA ason 31-10- | (%) of | Depreciation(Rs.
2013 (Rs. Cr) GFA Cr)

SBU-G 3658.9 | 41.57 172.43

SBU-T 3909.6 | 44.42 184.25

SBU-D 12334 | 14.01 58.12

Total 8801.8 | 100.00 414.80

*GFA excluding asset created out of consumer contribution

Objections of stakeholders

4.8

KSEB Ltd, HT&EHT Industrial Electricity Consumers Association (hereinafter

referred as HT&EHT Association) and other stakeholders have not submitted
any remarks on the principles adopted by the Commission for estimating the
depreciation expense pertaining to the years 2016-17 and 2017-18.
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Analysis and Decision of the Commission

4.9

4.10

Since the licensee has not submitted necessary and sufficient details for
estimating the depreciation, the Commission has adopted the depreciation
approved by the Commission for the year 2014-15 vide the order dated
14.8.2014 in OP No, 09/2014 as depreciation for the years 2016-17 and 2017-
18. Accordingly, the Commission estimates Rs 414.80 crore as the total
depreciation for assets owned and operated by KSEB Ltd in its different
SBUs. Further, the depreciation so arrived at, is apportioned among SBU-G,
SBU-T and SBU-D as detailed in the table 4.1 above.

Since the stakeholders have not submitted any specific remarks on the
depreciation, the Commission approves the depreciation of SBU i G,SBU-T
and SBU-D for the years 2016-17 and 2017-18 at Rs 172.43 crore, Rs
184.25 crore and Rs 58.12 crore respectively.

Interest & Finance charges

411

4.12

In the notice dated 22.06.2016 in the suo motu proceedings (hereinafter
referred to as the suo motu notice), the Commission has estimated the total
outstanding loans for the year 2016-17 at Rs 4200 crore and approved
interest @11.00% amounting to Rs 462.00 crore for the years 2016-17 and
2017-18. Further, the total interest on long term capital liabilities has been
apportioned among SBU-G, SBU-T and SBU-D in the ratio of the net fixed
assets. Since the licensee has not submitted necessary and sufficient details
regarding the asset addition made during the last two years, the Commission
is in the dark regarding the details of such expenditure, the NFA as on
31.10.2013 has been considered by the Commission as the base for
apportioning the interest and finance charges in the suo motu notice. The
details are given below.

Table 4.2
Apportionment of outstanding capital liabilities
SBU NFA as on 31-10- (%) of Interest on capital
2013 (Rs. Cn)* NFA liabilities (Rs. Cr)
SBU-G 1918.3 27.85 128.65
SBU-T 2300.5 33.39 154.28
SBU-D 2670.0 38.76 179.07
Total 6888.8 100.00 462.00

* NFA excluding asset created out of consumer contribution

The total amount of security deposit furnished by the consumers will increase
0] When the tariff is increased,;

(i) When the consumption is increased,;

(i)  When the number of total consumers is increased.
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413

4.14

Outstanding security deposit as on 01-04-2016 is taken as Rs 2145.00 crore
and the same as on 01-04-2017 is taken as Rs 2315.00 crore, after
considering the trends of the previous years and considering the actuals of
2014-15 as disclosed in the annual accounts of the licensee. The interest on
the security deposit is calculated @ 8% per annum. The interest on the
security deposit is allocated solely to SBU-D.

As per Regulation 31 of the Tariff Regulations, 2014, the interest on bonds
issued by KSEB Ltd to service the terminal liabilities of its employees shall be
allowed to be recovered through tariff, at the rates specified in the relevant
orders issued by Government of Kerala. As per the G.O (P) No. 2/2015/PD
dated 28™ January 2015, the total value of bonds to be issued to the Master
Trust is Rs.8144.00 crore which will carry interest at the rate of 10% per
annum. Provision for interest on bonds to be issued to Master Trust is
apportioned among SBU-G, SBU-T and SBU-D in the proportion of the
number of employees in SBU. The details are given below.

Table 4.3
Apportionment of Provision for interest on Bonds to be issued to Master Trust

SBU Proportion of | Interest on bonds (Rs crore)
employees 51617 2017-18

SBU-G 5.15% 41.94 41.94

SBU-T 10.70% 87.14 87.14

SBU-D 84.15% 685.32 685.32

Total 100.00% 814.40 814.40

With regard to the GPF, the balance as mentioned in the annual accounts of
the licensee for the year 2014-15, has been adjusted based on the average
trend of incremental changes of the past three years. Thus the GPF balance
as on 01-04-2016 is taken as Rs 1500.00 crore and the same as on 01-04-
2017 is taken as Rs 1600.00 crore. The Commission has approved interest on
GPF @8.75% per annum. The total interest on GPF is apportioned among
SBU-G, SBU-T and SBU-D in the proportion of employees. The details are
given below.

Table 4.4
Apportionment of interest on GPF among SBUs
Proportion of Interest on GPF
SBU ( crore
employees
2016-17 2017-18
SBU-G 5.15% 6.76 7.21
SBU-T 10.70% 14.04 14.98
SBU-D 84.15% 110.45 117.81
Total 100.00% 131.25 140.00
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4.15

Accordingly, the interest and finance charges determined for the SBU-G,
SBU-T and SBU-D of KSEB Ltd as per the suo motu proceedings are
apportioned as detailed below.

Table 4.5
Interest & finance charges as per the suo motu proceedings
SBU-G SBU-T SBU-D Total
,\?clj Particulars 2016-17 2017-18 2016-17 2017-18 2016-17 2017-18 2016-17 2017-18
(Rs. Cr) (Rs. Cr) (Rs. Cr) (Rs. Cr) (Rs. Cr) (Rs. Cr) (Rs. Cr) (Rs. Cr)

Interest on

1 | outstanding capital 128.65 128.65 154.28 154.28 179.07 | 179.07 | 462.00 | 462.00
liabilities

2 | Interest on security 0.00 0.00 1716 | 1852 | 171.60 | 185.20
deposit

3 | Interest on GPF 6.76 7.21 14.04 14.98 | 11044 | 117.81 | 131.24 | 140.00

4 | Other interest 0.52 0.52 1.07 1.07 8.41 8.41 10.00 10.00
Interest on bonds

5 | issued to Master Trust 41.94 41.94 87.14 87.14 | 684.98 | 684.98 | 814.06 | 814.06
Total 177.87 | 17832 | 256.54 | 257.47 | 11545 | 1175.47 | 1588.91 | 1611.26

Objections of the Stakeholders

4.16

4.17

4.18

4.19

KSEB Ltd has submitted that, the total outstanding loans and bonds as on 31-
03-2016 as Rs 3753.51 crore and has also proposed an additional borrowings
amounting to Rs 2900.00 crore along with repayment amounting to Rs
2125.87 crore during the year 2016-17. Thus the total closing balance of
outstanding capital liabilities for the year 2016-17 is estimated at Rs 4527.63
crore. KSEB Ltd has thus claimed Rs 543.34 crore as interest and finance
charges for the year 2016-17, for the outstanding capital liabilities.

Regarding the interest on GPF, KSEB Ltd has claimed the interest on GPF
for the year 2016-17 at Rs 152.47 crore and the same for the year 2017-18 is
Rs 183.14 crore.

KSEB Ltd has not commented on the methodology adopted by the
Commission for apportioning the interest on outstanding capital liabilities,
interest on GPF and interest on bonds issued to Master Trust among SBU-G,
SBU-T and SBU-D.

Regarding constitution of the Master Trust for payment of pension liabilities,
KSEB Ltd has mentioned that it has completed all procedural requirement
with regard to the formation of Master Trust and necessary internal
arrangement were also put in place for the disbursement of pension. However
KSEB Ltd could not issue bonds to Master Trust owing to the fact that Income
Tax department has not granted tax exemption on the income earned by
Master Trust. KSEB Ltd requested the Commission to note that, if the bonds
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4.20

421

4.22

amounting to Rs.8144 crore are issued by Master Trust, periodic interest has
to be transferred to Master Trust Fund, which would be taxable in the hands
of the Trust since Income Tax exemption is yet to be obtained. In case tax
exemption is not received, thirty percent of the income will have to be remitted
as Income Tax and the trust will not be in a position to carry out its obligations
with the balance amount.

KSEB Ltd further stated that they have been vigorously pursuing the matter
with the Income Tax Department for obtaining tax exemption for the interest
income of Master Trust. Once the issue is sorted out the Master Trust will be
made fully operational.

The HT&EHT Association further submitted that, since the Master Trust is yet
to be made fully operational, the interest on bonds issued to Master Trust
shall not be considered for approval and has mentioned that in the context of
interest on these bonds, the Hon'ble APTEL, in its judgment dated 18.11.2015
in Appeal No.247 of April 2014, has ruled inter alia as under:

............ As regards the interest expenses on account of the Bonds

to be issued to the Master Trust for meeting the terminal liabilities as
per notified Transfer Scheme, payment of terminal liabilities is a
statutory obligation and it would be appropriate to allow the interest

on these Bonds in the ARR and tariff. However, the corresponding
expenses would have to be reduced from the employee expenses
being allowed by the Commission, since the employee expenses
allowed in earlier years also include the component of terminal
liabilities as actually incurred ....... "

The HT& EHT association has submitted that, in the absence of actual details
of the loans and bonds availed during the year 2015-16, the closing balance
of outstanding capital liabilities as per the ARR order for the year 2014-15
may be considered.

Analysis of the Commission

4.23

4.24

The Commission has examined the submissions of KSEB Ltd and HT&EHT
Association. The interest on outstanding bonds and loans claimed by KSEB
Ltd is Rs 543.34 crore as against Rs 462.00 crore estimated by the
Commission. It is pertinent to note that the licensee has not filed any
application before the Commission through a duly authenticated affidavit
which details the loans availed and repaid during the relevant year.

KSEB Ltd vide the submission dated 8-09-2016 has informed that, the
outstanding loans and bonds as on 31-03-2016 amounts to Rs 3753.51 crore.
The KSEB Ltd has also not submitted the relevant details required in

70



4.25

4.26

4.27

4.28

accordance with the provisions of the Tariff Regulations, 2014, to enable the
Commission to approve after prudence check, the ARR and ERC for the
financial year 2015-16. KSEB Ltd had submitted certain details of the capital
investment along with application for approval of the composite ARR&ERC of
KSEB Ltd for the year 2015-16. The Commission provisionally adopts the
opening balance of the outstanding loans and bonds as on 31-03-2016 as
Rs.3753.51 crore.

Regulation 23 of the Tariff Regulations, 2014 and regulation 21 of the KSERC
(Conditions of Licence for Existing Distribution Licensees) Regulations, 2006,
stipulate that approval of the Commission is mandatory for the -capital
investments of the licensee. Since KSEB Ltd has not filed any application for
investment approval as per Annexure IV to the Tariff Regulations, 2014, the
Commission cannot approve the interest on the additional borrowings, if any,
for the capital investment proposed for the year 2016-17.

The Commission after taking into consideration the outstanding loans and
bonds at Rs 3753.14 crore as on 31-03-2016, availed at an average interest
rate at 11% per annum estimates an amount of Rs 412.85 crore as interest
charges. The total interest on long term capital liabilities as approved is
apportioned among SBU-G, SBU-T and SBU-D in proportion to the gross
fixed assets. In the absence the details of the asset additions from the side of
the licensee etc, the Commission has considered the GFA as on 31-10-2013
as the base for apportioning the interest expenses. The details are given
below.

Table 4.6
Interest on the outstanding long-term loans and bonds as on 31-03-2016
Interest on
SBU GFA as on 31-10- | (%) Of | \ictanding capital
2013 (Rs.Cn)* | GFA Iiabilities(gRs. gr)

SBU-G 3658.90 41.57 171.62
SBU-T 3909.60 44.42 183.39
SBU-D 1233.40 14.01 57.84
Total 8801.80 100.00 412.85

* GFA excluding asset created out of consumer contribution

The Commission does also approve the interest on the outstanding amount of
GPF, as proposed in the suo motu proceedings.

As per the Regulation 31 of the Tariff Regulations, 2014, the interest on bonds
issued by KSEB Ltd to service the terminal liabilities of its employees shall be
allowed to be recovered through tariff, at the rates specified in the relevant
orders issued by Government of Kerala.
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4.29

4.30

4.31

As per the G.O (P) No. 2/2015/PD dated 28" January 2015, the total bonds to
be issued to the Master Trust are for Rs 8144.00 crore @10% interest rate.
The interest on bonds issued to Master Trust is apportioned among SBU-G,
SBU-T and SBU-D in the proportion to the number of employees in each
SBU. KSEB Ltd has mentioned that they have completed the formalities of
formation of Trust and that they are pursuing the case for availing Income Tax
exemption on the interest income earned by the Trust with the Income Tax
Authorities. With the introduction of Tariff Regulations 2014, the employee
expenses has been included as a part of O&M norms and those do not
contain the pension expenses. Since, pension expenses is a statutory
obligation and the same has to be paid, the Commission provisionally
approves a provision for interest on bonds to be issued to the Master Trust as
proposed in the suo motu notice dated 22-6-2016, as detailed under Table 4.3
above. The Commission directs KSEB Ltd to pursue the case with Income
Tax authorities and the progress of the same shall be intimated to the
Commission by the financial year end.

KSEB Ltd has not submitted the necessary and sufficient details for
estimating the working capital. KSEB Ltd is functioning as three independent
strategic business units, namely SBU-G, SBU-T and SBU-D. In the case of
SBU-G most of the generating stations are hydro-electric projects which
require no fuel. LSHS based KDPP and BDPP are seldom scheduled and
therefore the requirement for working capital is negligibly small for SBU-G.
So is the case with SBU-T. In the case of SBU-D, the requirement of working
capital is met by the security deposit obtained from the consumers which
amounts to about Rs. 2145 crore. The interest on security deposit furnished
by the consumers, is included in the interest and finance charge of SBU-D.
Therefore it is found that there is no need for providing interest on working
capital separately.

Hitherto, while approving the ARR, the Commission has been providing
interest on the outstanding security deposit at the beginning of each financial
year, as claimed by KSEB Ltd. However, as per the applications for approval
of truing up of accounts, it is seen that, the actual disbursement on interest on
security deposit was less by 30% than the same claimed by KSEB Ltd.
Considering this fact, the Commission estimates interest only on 70% of the
outstanding security deposit claimed by KSEB Ltd. The Commission reiterates
that, the actual interest on security deposit provided to the consumers as per
the Regulation-72 of the Kerala Electricity Supply Code, 2014 only approved
while truing up of accounts for the year 2016-17 and 2017-18.
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4.32 Thus the total interest and finance charges approved for the years 2016-17

and 2017-18 are detailed below.

Table 4.7
Interest and finance charges approved for the years 2016-17 and 2017-18
S SBU-G SBU-T SBU-D Total
No Particulars 2016-17 | 2017-18 | 2016-17 | 2017-18 | 2016-17 | 2017-18 | 2016-17 | 2017-18
(Rs. Cr) (Rs. Crn) (Rs. Cr) (Rs. Cr) (Rs.Cr) | (Rs.Cr) | (Rs.Cr) (Rs. Cr)
Interest on
1 | outstanding capital 171.62 171.62 183.39 183.39 57.84 57.84 | 412.85 | 412.85
liabilities
2 :j”tere?'t on security 0 0 12012 | 129.64 | 12012 | 129.64
eposit
3 | Interest on GPF 6.76 7.21 14.04 14.98 | 110.44 | 117.81 | 131.24 140
Other interest 0.52 0.52 1.07 1.07 8.41 8.41 10 10
Provision for Interest
5 | on bonds to be issued 41.94 41.94 87.14 87.14 | 684.98 | 684.98 | 814.06 | 814.06
to Master Trust
Total 220.84 221.29 285.64 286.58 | 981.79 | 998.68 | 1488.27 | 1506.55

Return on Equity

4.33 The Commission had, vide the suo motu notice dated 22.6.2016, provisionally

estimated RoE at Rs 217.42 crore on the original Government equity of

Rs

1553.00 crore @ 14% per annum. The equity so arrived is apportioned among

SBU-G,SBU-TandSBU-D i n the ratio of the
G, SBU-T and opening GFA balance excluding consumer contribution
SBU-D 6 .

Objections of the stakeholders

dopeni n
for

4.34 KSEB Ltd has submitted that, the equity as per the Government notification
G.O (P) No. 46/2013/PD dated 31° October 2013 was Rs 3499.00 crore.
KSEB Ltd has further submitted that, Government of Kerala as per order G.O.
(Ms) No. 17/2015/PD dated 13.05.2015, clarified that the enhancement of
equity is a result of cash infusion in KSEB Ltd by the Government. Relevant

portion of the Government order is extracted below:

(vii) As per the Balance sheet of KSEB Limited as on 1.11.2013 which
forms part of the Kerala Electricity Second Transfer Scheme (Re-
Vesting) 2015, issued as per G.O. read as eighth paper above, the
equity of Government in KSEB Limited taking into consideration the
assets and liabilities of KSEB as on 01.04.2012 is Rs. 3499 crore in the
place of Rs.1553 crore at the time of vesting, as mentioned in the
provisional Balance sheet as at 31.03.2008, incorporated in the Kerala
Electricity First Transfer Scheme 2008, issued as per G.O. read as fifth
paper above.
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Taking into consideration that netting off of dues between KSEB Ltd
and the Government forms an integral part of re-structuring of KSEB,

along with c¢cleaning up of KSoEduty Lt d 0 s

collected i.e, Rs.1946 crore stands converted into the increased portion
of equity (3499-1553) so as to ensure that the increased equity is a
result of cash infusion into KSEB Ltd by the Government, thereby
enabling the Government to participate in increased return on equity in
future years.

4.35 KSEB Ltd has also submitted as follows.

4.36

4.37

Akind attent i oGomnuskiontishalso iritec td0 Régelation
35(b) of the KSERC (Terms and Conditions for Determination of Tariff)
Regulations, 2014 wherein it has been specifically stated that the equity
of Government of Kerala as per the Transfer Scheme published under
Section 131 of the Act will be considered for computation of return on
equity. Regulation 35 is reproduced below for ready reference.
35. Principles for adoption of Transfer Scheme under Section 131 of
the Act.-
The Commission may, for the purpose of approval of aggregate revenue
requirements and determination of tariff, adopt the changes in the
balance sheet, due to the re-organisation of the erstwhile Kerala State
Electricity Board as per the provisions of the Transfer Scheme published
by the Kerala State Government under Section 131 of the Act, subject to
the following principles,-

eée.
(b) The equity of Government of Kerala as per the Transfer Scheme
published under Section 131 of the Act will be considered for
computation of return on equity.o

KSEB Ltd has requested the Commission to allow RoE @15.5% on the equity
of Rs 3499.00 crore as per the Government notification No. G.O (P) No.
46/2013/PD dated 31% October 2013.

The HT&EHT Association has submitted that, the equity of KSEB Ltd is not
Rs 1553.00 crore - as recommended by the consultant appointed by the
Commission to study the changes on account of the transfer scheme of KSEB
Ltd. The consultant engaged by the Commission has suggested that the
Commission may allow RoE either on the equity capital of Rs 1553 crore
approved by the Commission in the earlier years or at the reduced equity
capital of Rs 283.91 crore. The HT&EHT Association has also quoted the
rel evant portion of the | udgmelh-2015anf
Appeal No. 247 of 2014, as extracted below.

ARl14. 4 The Consul t Lommissom Qas Guggested y

that the Commission may allow RoE either on the equity capital
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allowed earlier by the Commission or as the reduced equity capital
of Rs. 283.91 crore (Rs. 1553 crore i Rs. 1269 crore).

14.5 The Commission as a matter of principle approves the equity
specified for the second transfer scheme. The enhancement of
equity (Rs. 1553 crore + 1946 crore = 3499 crore i.e. increase over
equity base Rs. 3499 crore) has been considered by the
Commission and accordingly computed the return on equity at 14%
(as per the Regulation of the State Commission) against the
Appellant claim of Rs. 15.5% on RoE.

14.6 We find controversy regarding the equity amount i.e. the
amount specified by the Consultant and the amount submitted by
the KSEB in the ARR. The Commission considered the amount
proposed by the KSEB. Further, the Appellant is contesting that as
per the website of the Ministry of Corporate Affairs, Govt of India,
the equity of KSEB is only Rs. 5.00 lakhs.

14.7 We are of the view that since the consultant appointed by the
State Commission has studied the whole system and
recommended the equity value, hence, we direct the Commission to
consider the equity amount specified by the Consultant and 14%
rate of return on this amount has to be considered.

14.8 Accordingly, this issue is remanded back to the Commission to
go through and compute accordingly instead of accepting the
figures of KSEB. O

Analysis of the Commission

4.38 The Commission notified the Tariff Regulations, 2014 vide the notification
787/SEA/2011/KSERC dated 14™ November-2014. The Tariff Regulations,
2014 is applicable in the State from the year 2015-16. The operation of the
Tari ff Regul ati ons, 2014 is not stayed
Supreme Court. Hence the Commission has followed the provisions in the
Tariff Regulations, 2014, for taking decisions in this suo motu proceedings.

439 The Regul ation 35 of the Tariff Regul atio
adoption of Transfer scheme under Secti on
below.

n35. Principles for adoption of Transf
131 of the Act.-The Commission may, for the purpose of approval of

aggregate revenue requirements and determination of tariff, adopt the

changes in the balance sheet, due to the re-organisation of the

erstwhile Kerala State Electricity Board as per the provisions of the

Transfer Scheme published by the Kerala State Government under

Section 131 of the Act, subject to the following principles,-
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4.40

441

(@) Increase in the value of assets consequent to the revaluation of
assets shall not qualify for computation of depreciation or of return on
net fixed assets;
(b) The equity of Government of Kerala as per the Transfer Scheme
published under Section 131 of the Act will be considered for
computation of return on equity.
(c) The reduction of the contribution from consumers, grants and
such other subventions for creation of assets, made as a part of
Transfer Scheme, shall not be reckoned while computing
depreciation or return on net fixed assets;
(d) Only the payment of interest on the bonds issued to the Master
Trust will be approved for computation of aggregate revenue
requirement and the amount of repayment of such bonds shall not be
reckoned for computation of aggregate revenue requirement.
(e) The Commission may take appropriate decision on the other
issues relating to the Transfer Scheme and its implementation on a
case to case basis. o
As extracted above, as per the clause (b) of the Regulation 35, the equity of
Government of Kerala as per the Second Transfer Scheme published under
section 131 of the Act has to be considered for the computation of return on
equity.

As per the Government notificaton G.O (P) No. 46/2013/PD dated 31%
October 2013 on Kerala Electricity Second Transfer Scheme (Re-vesting)
2013, the Government equity is Rs 3499.00 crore. Further, the Government
vide the order G.O. (Ms) No. 17/2015/PD dated 13.05.2015 has clarified that
the enhancement of equity is a result of cash infusion in KSEB Ltd by the
Government. The relevant portion of the Government notification is extracted
below.
Al3. | faresdidkcicumatances, Government are pleased to order
as follows in the matter:-
(vii)As per the Balance Sheet of KSEB Limited as on 1-11-2013 which
forms part of the Kerala Electricity Second Transfer Scheme (re-
vesting), 2015, issued as per G.O read as eighth paper above, the
Equity Capital of Government in KSEB Limited, taking into the assets
and liabilities of KSEB Ltd as on 1-4-2012 is Rs 3499.00 crore, in the
place of Rs 1533.00 crore at the time of vesting, as mentioned in the
provisional Balance Sheet as at 31-3-2008, incorporated in the Kerala
Electricity First Transfer Scheme, 2008, issued as per G.O read as
fifth paper above.
Taking into consideration that netting off of dues between KSEB Ltd
and Government forms an integral part of re-structuring of KSEB,
along with cleaning up of KSEB Ltdobés Ba
collected, i.e., Rs 1946 crore stands converted into the increased
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4.42

4.43

4.44

portion of equity (3499-1553) so as to ensure that the increased equity
is a result of cash infusion to KSEB Ltd by Government, thereby
enabling the Government to participate in the increased return on
equity in future years. o

In accordance with regulation 35 of the Tariff Regulations, 2014, the
Commission estimates RoE on the Government equity of Rs 3499.00 crore as
per the Second Transfer Scheme dated 31° October-2013. The amount of Rs
5 lakhs mentioned as capital in the above case pertains to the initial capital
with which KSEB Ltd was registered as a shell company, before the transfer
of the assets of erstwhile KSEB. Subsequent to the same, the assets and
liabilities were transferred to the Registered Company namely KSEB Ltd with
an authorised capital of Rs.4999 crores and a paid up capital of Rs. 3499
cCrores. Further, Honobl e ARentldatedi&Id- pr ono
2015 in the appeal petition filed by HT&EHT Association against the tariff
order dated 14-08-2014 in petition No. OP No0.9/2014, whereas the Tariff
Regulations, 2014 notified by the Commission vide the notification dated 14™
November-2014 is applicable for the period 2015-16 to 2017-18.

Further, as per the Regulation 29 of the Tariff Regulations, 2014, the RoE is
14% per annum. Accordingly, the RoE approved is Rs 489.86 crore (14% on
the equity of Rs 3499.00 crore) for the financial years 2016-17 and 2017-18.

The RoE as approved above is apportioned among the SBU-G, SBU-T and

SBU-D in the ratio of t he -G ofBb-Miamlg GFA
opening GFA balance excluding consumer contribution for SBU-D 6 . The
details are given below.

Table 4.8
ROE approved for the years 2016-17 and 2017-18

SBU GFA as on 31-10- | (%) of R_eturn on
2013 (Rs. Crn) * GFA | equity(Rs. Cr)
SBU-G 3658.9 | 41.57 203.63
SBU-T 3909.6 | 44.42 217.59
SBU-D 1233.4| 14.01 68.64
Total 8801.8 | 100.00 489.86

*GFA excluding asset created out of consumer contribution
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CHAPTER-5
PROJECTIONS OF ENERGY SALES

5.1 The Commission has, vide the suo motu notice dated 22-6-2016, estimated
the energy sales for the years 2016-17 and 2017-18, based on the past
trends on growth of consumer base, increase in energy consumption etc up to

The category wise

details of the energy sale of different categories of consumers during the

period from 2009-10 to 2013-14 and the projection for the years 2016-17 and

2017-18 as per this suo motu proceedings are detailed below.

the year 2013-14 and past orders of the Commission.

Table 5.1
Category wise energy sales (In MU)

2009-10 ‘ 2010-11 ‘ 2011-12 ‘ 2012-13 ‘ 2013-14

2014-15 | 2015-16 ‘ 2016-17 | 2017-18

Category CAGR

LT Category

Domestic 6559.0 6877.8 7705.9 8313.4 8739.5 6.4 9298.8 9880.0 | 10477.8 | 11106.4
Commercial 1793.0 1951.7 2141.2 2224.1 2229.3 7.0 2385.4 2540.4 2705.6 2881.4
Industrial 1064.0 1053.5 1097.0 1102.0 1096.6 1.7 1115.2 1134.2 1152.3 1170.7
Agricultural 257.0 231.6 286.2 306.1 310.2 5.0 325.8 342.0 358.8 376.4
Street Lights 303.0 265.7 294.3 313.2 319.1 5.0 335.0 351.8 369.0 387.1
Sub total LT 9976.0 | 10380.3 | 11524.6 | 12258.7 | 12694.7 13460.2 | 14248.4 | 15063.4 | 15922.1
HT category

HT | Industrial 1450.0 1516.0 1595.7 1683.0 1770.7 3.0 1823.8 1878.5 1932.6 1980.9
HT Il 117.0 101.7 115.8 125.5 131.9 2.0 1345 137.2 139.8 1425
HT 1IB 0.1 0.1 0.1 0.0 0.0 0.0 0.0
HTIII -Agriculture 8.0 8.0 8.1 8.4 7.6 2.0 7.7 7.9 8.0 8.2
HT IV- Commercial 693.0 756.2 866.6 870.8 881.5 8.0 952.0 1028.2 1109.4 1197.1
EHT 66/110/220 KV 1149.0 1181.1 1243.1 1217.6 1243.9 2.5 1274.9 1306.8 1338.2 1370.3
Railway Traction 165.0 156.4 154.5 173.7 200.7 8.0 216.7 234.1 252.6 267.7
Bulk Supply 413.0 448.1 472.1 500.8 523.2 7.0 559.8 599.0 639.7 683.8
Sub total HT 3995.1 4167.6 4456.0 4579.6 4759.3 4969.5 5191.7 5420.3 5650.5
Total 13971.1 | 14547.9 | 15980.5 | 16838.2 | 17454.0 18429.7 | 19440.1 | 20483.8 | 21572.6

Objections and comments of the stakeholders

5.2 KSEB Ltd has, vide their submission dated 26-07-2016,submitted a revised
forecast of energy sales for the years 2016-17 and 2017-18 as detailed below.

(i)

(ii)

As against the energy sale projections by the Commission, the energy
sale projected by KSEB Ltd for the year 2016-17 is 20625.70 MU and
the same for the year 2017-18 is 21840.03 MU.
KSEB Ltd has considered the CAGR from 2009-10 to 2015-16 for the
estimation of energy sale projection for domestic, agricultural |,
industrial category and public lighting.
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(iif)

(iv)

(v)

Since commercial categories were re-categorised during the recent
tariff revisions, only two year CAGR is taken for the projection of
commercial category for the financial year 2016-17.

In the case of HT&EHT category, six year CAGR (Compounded Annual
Growth Rate) is considered for the estimation of HT Industrial and
railway traction consumers.

KSEB Ltd has further submitted that, a provision of 10MU is considered
for Kochi Metro Rail Corporation. KSEB Ltd has included the estimated
consumption of about 20 MU for forthcoming Vizhinjam port also under
the EHT 110 kV category. In the case of HT Il and HT IV category, due
to the re-categorisation of certain group of consumers from HT IV to HT
Il during the recent two tariff revisions, 6 year CAGR from 2009-10 to
2015-16 could not be considered for projection. It is also mentioned by
the licensee that in the case of EHT categories, about 135.25 MU was
wheeled through open access, during the previous year.

5.3 The category wise details of the energy sales projected by KSEB Ltd are
detailed below.

Table 5.2

Forecast of category wise energy sales (In MU)
LT Category 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 2015-16 2016-17 2017-18
Domestic 6559.00 6877.83 7690.12 8299.20 8728.18 9360.59 9936.22 | 10648.42 | 11393.81
Commercial 1793.00 1951.74 2141.22 2224.06 2227.33 2415.48 2733.68 3028.51 3249.06
Industrial 1064.00 1053.45 1097.04 1101.96 1096.57 1096.93 1103.23 1109.91 1116.63
Agricultural 257.00 231.56 286.18 306.08 310.25 291.41 279.48 283.41 287.40
Street Lights 303.00 265.68 294.26 313.20 321.06 346.43 366.62 378.45 390.67
LTl 0 0.00 15.74 14.16 11.34 6.67 7.26 7.90 8.60
Advertisement &
Hoardings 2.80 1.68 1.73 1.78
LT Total 9976.00 | 10380.26 | 11524.56 | 12258.66 | 12694.73 | 13520.31 | 14428.17 | 15458.34 | 16447.94
HT Category
HT | 1450.00 1516.01 1595.68 1682.95 1770.67 1842.32 1852.13 1929.26 2009.59
HT 1l 117.09 101.71 115.76 125.45 131.88 551.97 678.03 730.07 | 766.5751
HTII 8.00 8.00 8.11 8.35 7.56 6.87 6.82 6.85 7.05
HT IV 693.00 756.21 866.62 870.81 881.51 578.81 584.39 622.01 | 653.1056
HTV 0.00 0 0.00 8.17 9.56 11.18 11.74
HT Total 2268.09 2381.93 2586.17 2687.56 2791.62 2988.15 3130.93 3299.36 3448.06
EHT Category
EHT-I 363.00 341.17 360.49 336.97 337.38 334.49 233.12 240.46 248.03
EHT-II 786.00 839.95 882.64 835.81 766.69 708.16 639.82 679.78 700.99
EHT-111 0.00 44.81 79.24 50.74 33.75 34.43 35.12
EHT Non
industrial 0.00 0 60.55 65.05 68.38 71.87 75.54
Railway Traction 165.00 156.39 154.49 173.67 200.69 205.31 212.83 232.06 242.03
Bulk consumers / 413.00 448.10 472.10 500.76 523.15 554.06 578.08 609.39 642.30
HT & EHT Total 3995.09 4167.54 4455.89 4579.58 4759.32 4905.96 4896.90 5167.36 5392.09
Total 13971.09 | 14547.80 | 15980.45 | 16838.24 | 17454.05 | 18426.27 | 19325.07 | 20625.70 | 21840.03
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5.4

The HT&EHT Association vide their submission have estimated the energy
sale for the year 2016-17 at 20716.22 MU and the same for the year 2017-18
at 21950.80 MU. It was mentioned by the Association that the category-wise
sales projected by KSEB Ltd for FY 2016-17 and FY 2017-18 is reasonable,
subject to the reduction of sales to open access consumers by KSEB Ltd. The
Association further requested that the Commission may verify the actual sales
under open access during FY 2015-16, before finalizing the sales projections
for FY 2016-17 and FY 2017-18.

Analysis of the Commission

5.5

5.6

The Commission has analyzed the figures of energy sales projected by the
Commission in its suo motu notice, the projections of the KSEB Ltd and the
submissions of the HT&EHT Association. It is noted that, while projecting the
energy consumption, the Commission considered an overall increase of 5.36%
over previous years based on the past trends and growth rates. The estimate
of the KSEB Ltd and the HT&EHT Association is higher than that estimated by
the Commission after adjusting the long term trends with more weight given to
recent changes in consumption patterns. Further, as submitted by KSEB Ltd,
the anticipated energy consumption by Kochi Metro Rail Corporation and
Vizhinjam Port, the impact of re-categorisation in the Commercial sector during
the recent tariff order etc is to be considered while projecting the energy
requirement of the years 2016-17 and 2017-18. The Commission has noted
that, KSEB Ltd has been taking various initiatives on Demand Side
Management (DSM) and energy efficiency measures. Since the details of the
same including the anticipated energy savings are not available with the
Commission these have not been factored in the estimates of consumption.

KSEB Ltd has not filed the truing up of accounts of the previous year 2015-16
before the Commission. Nor has it filed the application for determination of
tariff for the years 2015-16, 2016-17and 2017-18 in accordance with the
provisions of the Tariff Regulations, 2014. Hence, the Commission does not
have updated details of the immediate past actuals for the years 2014-15 and
2015-16. Taking into consideration, the details of projected figures of energy
sales now filed by the licensee before the Commission, the trend of
consumption patterns and the response from the stakeholders on the figures
submitted by the licensee, the Commission approves the energy sales of
KSEB Ltd for the years 2016-17 and 2017-18 as detailed below.
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Table 5.3
Energy sales approved for the years 2016-17 and 2017-18(In MU)

LT Category 2016-17 2017-18
Domestic 10648.42 | 11393.81
Commercial 3028.51 3249.06
Industrial 1109.91 1116.63
Agricultural 283.41 287.40
Street Lights 378.45 390.67
LTl 7.90 8.60
Advertisement & Hoardings 1.73 1.78
LT Total 15458.34 | 16447.94
HT Category

HT | 1929.26 2009.59
HT Il 730.07 766.58
HTIII 6.85 7.05
HT IV 622.01 653.11
HT V 11.18 11.74
HT Total 3299.36 3448.06
EHT Category

EHT-I 240.46 248.03
EHT-II 679.78 700.99
EHT-II 34.43 35.12
EHT Non Industrial 71.87 75.54
Railway Traction 232.06 242.03
Bulk consumers/Licensees 609.39 642.30
EHT Total (including Railway traction and

Bulk licensees) 1867.99 1944.01
Total 20625.70 | 21840.03




6.1

6.2

6.3

6.4

CHAPTER-6

TRANSMISSION LOSS OF SBU-T AND DISTRIBUTION LOSS OF SBU-D

The Commission has been directing KSEB Ltd to separate technical and
commercial losses and to assess technical losses at different voltage levels.
However, KSEB Ltd was reporting only the particulars of combined
Transmission and Distribution (T&D) loss before the Commission and the
Commission has been approving the combined T&D loss targets for KSEB Ltd
till the year 2014-15.

As per the Tariff Regulations, 2014, KSEB Ltd has to file separately the
aggregate revenue requirements of the SBU-G, SBU-T and SBU-D of the
KSEB Ltd and calculate separately the loss reduction targets of SBU-T and
SBU-D. However, KSEB Ltd has not filed any such details in the applications
for the approval of ARR&ERC and the determination of tariff for the SBUs, for
the years 2016-17 and 2017-18.

Since the details of the initiatives and efforts taken by the KSEB Ltd for the
reduction of T&D loss and results thereon have not been properly filed before
the Commission, the Commission, after appraising the trends of the actual
T&D loss of KSEB Ltd for the period from 2010-11 to 2015-16, has estimated
the loss reduction targets for the years 2016-17 and 2017-18. The details of
the T&D losses during the period from 2010-11 to 2015-16 are given below.

Table 6.1

T&D loss reduction achieved by KSEB Ltd

Vear T&D loss (%) Actual Reduction over
Approved Actual previous year(%)

2010-11 16.00 16.09
2011-12 15.31 15.65 0.44
2012-13 14.81 15.30 0.35
2013-14 14.73 14.96 0.34
2014-15 14.50 14.58 0.38

Considering the trend of the loss reduction targets achieved by the licensee
during the past, the Commission anticipates a loss reduction of 0.30 percent
for the year 2015-16 from the targeted loss level of 14.50%, approved by the
Commission for the year 2014-15, and a further reduction of 0.30 percent for
the year 2016-17 from that of 2015-16 and 0.25 percent for the year 2017-18
from the approved loss of 2016-17.

82



6.5

Accordingly the loss reduction targets proposed by the Commission for the
years 2016-17 and 2017-18 are detailed below.
Table 6.2
T&D loss targets proposed in suo motu notice

Year T&D loss (%) Redycﬂon over
previous year(%)

2014-15 14.50

2015-16 14.20 0.30

2016-17 13.90 0.30

2017-18 13.65 0.25

Objections of Stakeholders

6.6

6.7

KSEB Ltd has submitted that, as against the proposed T&D loss target of
14.20% for the year 2015-16, the actual T&D loss reported is 14.37%.
Further, the actual loss reduction achieved during the year 2015-16 was
0.20% over the previous year actual loss of 14.57%. Hence, KSEB Ltd has
requested before the Commission to fix the loss reduction target for the year
2015-16 at the level of T&D loss actually achieved, i.e., 14.37%. Further,
KSEB Ltd has proposed a loss reduction target of 0.27% for the year 2016-17
and 0.25% for the year 2017-18. Accordingly the target of T&D loss level
proposed by KSEB Ltd is 14.10% and 13.85% respectively for the years
2016-17 and 2017-18.

The HT&EHT Association has proposed a loss reduction target of 0.50% for
the years 2015-16 and 2016-17 and loss target of 0.40% for the year 2017-18.
Accordingly, they proposed the loss level for the year 2016-17 as 13.50% and
the same for the year 2017-18 is 13.10%.

Analysis of the Commission

6.8

Over the years, the Commission has been taking a consistent stand that, the
T&D loss is a controllable item. The details of the T&D loss proposed by
KSEB Ltd, the T&D loss target approved by the Commission, the actual T&D
loss reported by KSEB Ltd and the T&D loss approved for truing up for the
periods from 2003-04 to 2013-14 are given below.
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Table 6.3
Details of the loss reduction targets approved and the actuals achieved

Loss Targets Loss Reduction Targets
Prpposed Approved Ac_tual Approved in | Proposed in Relt_jﬂfjion Agtual re(lj_l?csjon
Year 'Rg?qe by KSERC e;ch&esvsg True up the ARR Approved Elchéesteg appr_oved in
Y by KSERC Y Truing up
(%) (%) (%) (%) (%) (%) (%) (%)
2003-04 26.60 26.60 27.45 26.60
2004-05 24.77 24.50 24.95 24.50 2.33 3.00 2.50 2.95
2005-06 22.59 21.89 22.96 22.23 2.72 2.72 1.99 2.72
2006-07 21.58 20.45 21.47 20.46 1.76 2.50 1.50 2.50
2007-08 19.72 19.55 20.02 19.55 1.83 2.00 1.45 1.92
2008-09 18.49 17.92 18.83 18.39 1.63 1.63 1.32 1.63
2009-10 17.43 16.92 17.71 17.71 1.27 1.00 1.12 1.12
2010-11 16.78 16.00 16.09 16.09 0.92 0.92 1.62 1.62
2011-12 15.83 15.31 15.65 15.40 0.69 0.69 0.44 0.69
2012-13 15.32 14.81 15.30 15.15 0.25 0.50 0.35 0.50
2013-14 14.91 14.73 14.96 0.32 0.50 0.34
2014-15 14.75 14.50 14.58 0.25 0.50 0.38

6.9 As detailed above, the Commission has been approving the combined
Transmission & Distribution losses (T&D losses) after duly appraising the
combined T&D losses proposed by KSEB Ltd. The T&D loss reduction target
proposed by KSEB Ltd, the same approved by the Commission and actual
over the years since 2011-12 are detailed below.

Table 6.4
T&D loss incremental targets proposed by KSEB Ltd, approved
by Commission and the actuals achieved

T&D loss reduction targets
Year Proposed by | Approved by the Actuals
KSEB Ltd(%) | Commission(%) achieved(%)
2011-12 0.69 0.69 0.44
2012-13 0.25 0.50 0.35
2013-14 0.32 0.50 0.39
2014-15 0.25 0.50 0.34
2015-16 0.22 - 0.20

6.10 Duly considering the actual loss reduction target achieved by the KSEB Ltd,
the Commission fixes a reasonable combined T&D loss incremental reduction
target of 0.30% for the years 2015-16 & 2016-17, and 0.25% for the year
2017-18, from the loss levels approved for the previous years. The approved
loss level for the year 2014-15 is 14.50%. Accordingly, the combined loss
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targets approved for the years 2015-16, 2016-17 and 2017-18 are 14.20%,
13.90% and 13.65% respectively.

6.11 Based on the energy sales approved vide the chapter-5, and the loss
reduction targets approved as per paragraph 6.10 above, the Commission
has estimated the energy requirements of KSEB Ltd at the State periphery for
the years 2016-17 and 2017-18 are as follows.

Table 6.5
Energy requirements of KSEB Ltd for the years 2016-17 and 2017-18
Particulars 2016-17 2017-18
Energy sale approved (MU) 20625.70 | 21840.03
Loss level approved (%) 13.90 13.65
Energy input to KSEB Ltd system (MU) 23955.52 | 25292.45

6.12 As per the Tariff Regulations, 2014, the Commission has to approve the ARR
of the SBU-T and SBU-D separately. The T&D loss levels approved as above
include the transmission loss of SBU-T and the distribution loss of SBU-D.
The methodology adopted by the Commission for segregating the
transmission and distribution losses is detailed below.

Transmission loss

6.13 The transmission loss of SBU-T includes the losses in the transmission
system of SBU-T of the KSEB Ltd at voltages including 33 kV level and
above. The distribution loss of SBU-D of the KSEB Ltd includes the losses in
the distribution system at 11 kV and below.

6.14 As per the Regulation-66 of the Tariff Regulations, 2014, the losses in the
transmission system of SBU-T shall be borne by the users of the transmission
system. Regulation 66 is extracted below.

AR66. Tr ans mi sEe energy losssssnaghe transmission
system, as determined by the state load despatch centre and
approved by the Commission, shall be borne by the users of the
transmission system in proportion to their usage of the
transmi ssion systemo.

6.15 The Commission had, in the previous tariff orders pertaining to the years
2012-13 and 2013-14, directed KSEB Ltd to conduct studies on estimating the
transmission losses in the transmission system and distribution losses in the
distribution system. Duly considering the details submitted by KSEB Ltd and
other technical factors, the Commission had, in the tariff order dated 14-08-
2014 for the year 2014-15, est i mat ed the | 6ssansimi ss§h
transmission system of KSEB Ltd at 4.50%. The relevant portion of the order
is quoted hereunder,-
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" 5.The Commission has examined in detail, the proposal of KSEB Ltd.
and suggested that the open access charges are to be reasonable and
should promote open access. Based on the approved level of losses of
14.5% for 2014-15, reasonable level of segregation of losses at the
voltage level has to be worked out. In view of the direction of the
Hon'ble APTEL in its order dated 31.05.2013 in Appeal No 179/2013 to
assess the voltage wise cost, the Commission had, in its letter no
59/CT/KSERC/2013 dated 18.06.2013 given direction to KSEB Ltd to
conduct necessary studies on losses at different voltage levels. KSEB
vide letter no KSEB/TRAC/ARR&ERC/2013-14/Voltage wise/1010
dated 07.01.2014 submitted a model for determining the cost of supply
at different voltage levels. This model was published vide notice dated
30.01.2014 and a public hearing was conducted on 18.03.2014. In the
public hearing the stakeholders expressed doubts on the accuracy of
data used by KSEB Ltd for estimating cost at different voltages.
Accordingly, the Commission had, during the public hearing itself,
directed KSEB Ltd to furnish more data to substantiate their arguments.
KSEB Ltd in its letter no KSEB/TRAC/ARR&ERC/2014-15/Voltage wise
cost/ dated 12.08.2014 reported that the reasonable transmission loss is
about 4.5 percent to 4.7 percent, that the overall loss in the HT system
Is about 5.5 percent and that the overall loss in the LT system is about
7.8 to 8 percent. KSEB Ltd also submitted the above figures of losses
are based on system simulation studies conducted by it. In the absence
of more reliable data on Commission is inclined to accept the
transmission loss at 4.5 percent, loss at HT level at 5.5 percent and loss
at LT level at 7.7% percent."

Considering the above observations, the Commission estimates the
transmission loss in the transmission system of SBU-T at 4.50% for the years
2016-17 and 2017-18 since no additional information has been provided by
the licensee

Distribution losses

6.16 The regulation-74 of the Tariff Regulations, 2014 which deals with distribution
loss, is extracted below.

"74. Distribution losses. i (1) (a) The distribution business/licensee
shall carry out proper studies for the estimation of distribution losses, in
order to set a realistic base line of the estimates of losses at different
voltage levels and to segregate commercial and technical losses:

(b) The distribution business/licensee shall submit separate details of
loss at different voltages, while computing its total energy requirement.
2(a) The distribution business/licensee shall submit along with the
application for approval of aggregate revenue requirement for the control
period and determination of tariff for the first financial year of the control
period, the information on total and voltage-wise distribution losses in the
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6.17

6.18

previous financial year and current financial year and the basis on which
such losses have been worked out.

(b) The distribution business/licensee shall also propose the loss
reduction targets for each financial year of the control period, along with
absolute loss levels:

(c) The distribution business/licensee shall substantiate, along with the
application for approval of aggregate revenue requirement and
determination of tariff, the proposed loss levels with necessary studies
and their results.

(3) The Commission shall approve the target of distribution loss for the
ensuing financial year as well as subsequent financial years of the
control period based on the opening loss levels, filings of the distribution
business/licensee, submissions and objections raised by stakeholders
and findings of the Commission.

(4) Any variation between the actual level of distribution losses and the
approved level of distribution losses shall be dealt with, as part of the
truing up of the respective financial year, in the following manner:-

(a) If the actual distribution loss is higher than the approved level of
distribution loss for any particular financial year of the control period,
then the quantum of power purchase corresponding to the excess
distribution loss for that financial year, shall be disallowed at the average
cost of power purchase for the respective financial year;

(b) If the actual distribution loss is lower than the approved level of
distribution loss for any particular financial year of the control period,
then the savings in power purchase cost corresponding to the difference
in distribution loss for that financial year at the average cost of power
purchase for the respective financial year, shall be shared between the
distribution business/licensee and the consumers in the ratio of 2:1."

However, KSEB Ltd has not submitted after 2014 any details on the loss
studies initiated, to assess the loss level at each voltage level as stipulated in
the regulations. In the absence of proper data on loss reduction, the
Commission is constrained to estimate the distribution loss in the distribution
system of SBU- D as detailed below.

As extracted in paragraph-6.16 above, while approving the ARR&ERC of
KSEB Ltd for the year 2014-15, the Commission had approved the
transmission loss in the transmission system of KSEB Ltd at 4.50% and
losses in the distribution system up to HT level at 5.50%. Based on the above,
the total losses in the distribution system of SBU-D and distribution loss
associated with providing supply at LT level are assessed as follows.
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Table 6.6
Transmission and distribution loss levels approved for the
years 2016-17 and 2017-18

l\Skl) Particulars 2016-17 2017-18
Net energy input into the SBU-T of the KSEB L system (net internal
1 | generation + net power purchase at KSEB Ltd periphery) (in MU) 23955.52 | 25292.45
2 | Transmission loss in percentage 4.50% 4.50%
3 | Transmission loss in MU 1078 1138.16
4 | EHT sales (MU) 1867.99 | 1944.01
5 | HT&LT sale (MU) 18757.71 | 19896.02
6 | Total energy sale (MU) 20625.7 | 21840.03
Net energy input to Distribution system for sale at HT & LT level

7 | (MU= (1)-(3+4) 21009.53 | 22210.28
8 | Distribution loss in MU = (7)-(5) 2251.82 2314.26
9 | Total Distribution loss in percentage = (8)/(7) 10.72% 10.42%
10 | HT Sale (MU) 3299.00 | 3448.06
11 | Distribution loss for providing supply at HT level (%) 5.50% 5.50%
12 | Distribution loss incurred for HT sale (MU) 192.01 200.68
13 | Net energy available for LT supply (MU)= (7)-(10)-(12) 17518.52 | 18561.54
14 | LT sale (MU) 15458.34 | 16447.94
15 | Distribution loss associated with LT supply(MU) = (13)-(14) 2060.18 | 2113.60
16 | Distribution loss in (%) for providing supply at LT Level= (15/(13) 11.76% 11.39%
17 | Combined Transmission and Distribution loss in MU = (3)+(12)+(15) 3330.19 3452.44
18 | Combined T&D Loss in (%) = (17)/(1) 13.90% 13.65%

6.19 Based on the above facts, the Commission estimates the distribution loss for
providing supply at HT level at 5.5%, loss at LT level at 11.76% for the year
2016-17 and 11.39% for the year 2016-17.
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7.1

7.2

CHAPTER-7

AGGREGATE REVENUE REQUIREMENTS (ARR) OF
STRATEGIC BUSINESS UNIT- GENERATION (SBU-G) OF KSEB LTD

The Second Transfer Scheme notified by the Government under Section 131
of the Act as per G.O(P) No. 46/2013/PD dated 31°%' October 2013, stipulates
that the functions, business and sub-undertaking, forming part of generation
as set out in Schedule A 2 shall denote SBU-G of the KSEB Ltd on and from
the date of the transfer. Further, as per the sub-paragraph (i) of the
paragraph (o) to clause-2 of the Second Transfer Scheme, SBU-G means the
generation unit of the KSEB Ltd to which the generation sub-undertakings
have been transferred in accordance with the provisions of the Second
Transfer Scheme.

As per the Regulation-11 of the Tariff Regulations, 2014 and the provisions of
Second Transfer Scheme, KSEB Ltd has to file the application for approval of
aggregate revenue requirements of the SBU-G separately before the
Commission. However, KSEB Ltd has not filed any application for the
approval of ARR of its SBU-G for the years 2016-17 and 2017-18 before the
Commission. The procedure followed by the Commission for the
determination of ARR of SBU-G in this suo motu proceedings is explained in
the following paragraphs.

Existing Generation Capacity

(a) Hydel Capacity

7.3  The existing generation capacities owned and operated by KSEB Ltd as on
31.03.2016 are detailed below.
Table 7.1
Existing Generating Stations owned and operated by SBU-G of KSEB Ltd
Annual Year of
ﬁllo Name of the Station ﬁgitos f CaLn;éﬁS?dw) Designed Coerﬁiz.rsi?)fning RMU*
Energy(MU)
1 | Pallivasal 6 37.50 284.00 | 1940 to 1951. 2001-02
2 | Sengulam 4 51.20 182.00 1954-55. 2001-02
3 | Neriamangalam 3 52.65 237.00 1961-63. 2004-06
4 | Panniar 2 32.40 158.00 1963-64. 2001-03
5 | Poringalkuthu 4 32.00 170.00 1957-60
6 | Sholayar 3 54.00 233.00 1966-68
7 | Sabarigiri 6 335.00 1338.00 1966-67. 2005-09
8 | Kutiadi 3 75.00 268.00 1972
9 | Idukki 6 780.00 2398.00 1976,1986
10 | Idamalayar 2 75.00 380.00 1987
11 | Kallada 2 15.00 65.00 1994
12 | Peppra 1 3.00 11.50 1996
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Sl . No of Installed An_nual Year of Year of
No Name of the Station units | Capacity(MW) Designed Commissioning RMU*
Energy(MU)
13 | Lower Periyar 3 180.00 493.00 1997
14 | Mattupetty 1 2.00 6.40 1998
15 | Poringalkuthu LB 1 16.00 74.00 1998
16 | Kakkad 2 50.00 262.00 1999
17 | KutiadiExtensin 1 50.00 75.00 2001
18 | Malampuzha 1 2.50 5.60 2001
19 | Chempukadavu Stage-1 3 2.70 6.59 2003
20 | Chempukadavu Stage-II 3 3.75 9.03 2003
21 | Urumi Stage-1 3 3.75 9.72 2004
22 | Urumi Stage-2 3 2.40 6.28 2004
23 | Malankara 3 10.50 65.00 2005
24 | Lower Meenmutty 3 3.50 7.63 2006
25 | NeriamangalamExtn 1 25.00 58.27 2008
26 | Kutiadi tail race 3 3.75 17.01 2008-09
27 | KutiadiAddlextn 2 100.00 223.00 2010
28 | Poozhithodu 3 4.80 10.97 2011
29 | Ranniperunadu 2 4.00 16.73 2012
30 | Peechi 1 1.25 1.25 2013
31 | Vilangad 3 7.50 22.63 2014
32 | Chimmini 1 2.50 6.70 2015
33 | Adianpara 3 3.50 9.01 2015
34 | Barapole 3 15.00 36.00 2016
Total 2037.15 7146.32
* RMU = Renovation Modernisation and Uprating
(b) Thermal generating stations
7.4 In addition to the hydel stations as detailed above, KSEB Ltd owns and

operates two Low Sulphur Heavy Stock

(LSHS) based thermal stations

namely, Brahmapuram Diesel Power Plant (BDPP) and Kozhikode Diesel
Power Plant (KDPP), the details of which are given below.

Table 7.2
Thermal generating stations of KSEB Ltd
Station Units Capacity (MW)
BDPP 3*21.32 63.96
KDPP 6*16 96.00
Total 159.96

Note: Two units of 21.32 MW each at BDPP and two units of 16 MW each at
KDPP are not functioning.

Estimation of energy availability from Hydel stations

7.5

In the suo motu notice dated 22-6-2016, the Commission had estimated the
energy availability from hydel stations owned and operated by KSEB Ltd at
7000 MU expecting a normal monsoon.
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Objections of stakeholders on the proposals in the notice dated 22.06.2016

7.6

7.7

KSEB Ltd had, vide the submission dated 26.07.2016, communicated that the
hydel energy expected under normal monsoon is 7094.20 MU and the net
hydel availability after accounting auxiliary consumption @ 0.5% of the gross
generation is 7058.73 MU. However, the KSEB Ltd has, vide the additional
submission dated 8" September 2016,communicated that South-West
monsoon received during the year 2016 is about 25% less than the normal.
Accordingly KSEB Ltd submitted that, the hydel availability during the year
2016-17 would be less by 1409 MU and estimated the net hydel availability at
5684MU.

The HT&EHT Association had submitted that, the actual hydel-energy
availability was 7947 MU in FY 2013-14 and 7423 MU in FY 2014-15 and as
per the report of the Indian Meteorological Department (IMD), the monsoon in
2016 would be above normal and suggested to fix the hydel availability during
the years 2016-17 and 2017-18 at 7300 MU. It was further mentioned that the
auxiliary consumption has been specified in the Tariff Regulations, 2014 for
each hydro station separately, and average auxiliary consumption of 0.5%
cannot be considered.

Analysis and decision of the Commission

7.8

The Commission has examined the comments of KSEB Ltd, the HT&EHT
Association and of the other stakeholders. It is a fact that, the rainfall received
during the year 2016-17 is much less than the normal rainfall. Accordingly, the
inflow received during the period from June-2016 to December-2016 is less
by about 3220 MU when compared to the normal inflow. The details are given
below. Based on the data available from meteorological sources with regard
to rainfall of the current year, it is noticed that at present, the cumulative
rainfall deficiency for Kerala would be about 50%, making the state as the
most rain deficient region of Peninsular India.

Table-7.3
Reduction in inflow received on account of failure of monsoon

Inflow received | Inflow expected Short fall in Short fall in

Month (MU) (MU) flow(MU) (%)
Jun-16 577.60 808.10 230.50 28.52
Jul-16 1060.00 1728.00 668.00 38.66
Aug-16 685.30 1270.20 584.90 46.05
Sep-16 370.00 1019.89 649.89 63.72
Oct-16 243.00 758.00 515.00 67.94
Nov-16 144.55 557.24 412.69 74.06
Dec-16 75.90 237.30 161.40 68.02
Total 3156.35 6378.73 3222.38 50.52
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7.9

7.10

7.11

The reservoir storage as on 30" December-2016 is 1930 MU. With the
present trend in reduction in inflow, the average hydel generation possible for

the remaining months of the year till 31°' May-2015 is only about 11MU/day.

The actual gross hydel generation from April-2016 to December-2016 is about

3448 MU as detailed below.

Table 7.4
Gross Hydel Generation from April to December-2016
Month Generation, ?I\G;IIU)
Apr-16 569.14
May-16 389.59
Jun-16 337.09
Jul-16 436.55
Aug-16 442.60
Sep-16 432.90
Oct-16 362.77
Nov-16 247.77
Dec-16 230.00
Total 3448.41

Considering the actual hydel generation from April to December-2016 and the
expected hydel generation @11 MU/day for the remaining months of the
water year till May-2017, the Commission has revised the hydel generation
target for the year 2016-17 at 4400 MU. Considering the reduced target of
hydel generation @11 MU/day for the months of April and May of the year
2017-18, and expecting normal monsoon for the remaining months of the
year, the revised gross hydel generation target for 2017-18 is about 6500 MU.
After accounting for the auxiliary consumption, and the norms of operation
fixed for the existing hydro-electric generating stations as provided for in the
Regulation 46 of the Tariff Regulations, 2014, the net hydel energy availability

approved for the years 2016-17 and 2017-18 are detailed below.
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Table 7.5
Station wise details of the energy approved for the years

2016-17 and 2017-18

Name of the Station

2016-17 2017-18
Aux.
s A | AU COSUTPION | eyl | etz | SOTSUIN9 | ety
no n (Gross) | Regulations, 2014 generation | generation Regulations, generation
2014
(MU) (%) (MU) | (MU) (MU) (MU) (MU)

1 | Palivasal 226.52 | 1.00% | 2.27 224.26 258 258 | 25673

o | Sengulam 145.17 | 0.15% | 0.22 144.95 166 0.25 165.29

3 | Neriamangalam 189.03 | 0.18% | 0.34 188.69 216 0.39 215.18

4 | Panniar 126.02 | 0.53% | 0.67 125.35 144 0.76 142.95

5 | Poringalkuthu 13559 | 0.44% | 0.60 |  135.00 155 068 | 153.94

g | Sholayar 185.84 | 0.18% | 0.33 185.51 212 038 | 21155

7 | Sabarigir 1067.21 | 0.22% | 2.35| 1064.86 1217 268 | 121431

g | Kutiad 213.76 | 0.24% | 0.51 |  213.25 244 059 | 243.18

g | 'dukki 1912.68 | 0.53% | 10.14 | 1902.54 2181 1156 | 2169.56

10 | 'damalayar 303.09 | 0.10% | 0.30 302.79 346 0.35 345.29
1 | Kallada 51.84 | 1.00% | 0.52 51.33 59 0.59 58.53
12 | Peppra 9.17 | 1.00% | 0.09 9.08 10 0.10 10.36
13 | Lower Periyar 393.22 | 0.13% | 0.51 392.71 448 0.58 447.83
14 | Mattupetty 5.10 | 1.00% | 0.05 5.05 6 0.06 5.76
15 | Poringalkuthu LB 59.02 | 0.44% | 0.26 58.76 67 0.30 67.01
16 | Kakkad 208.97 | 0.71% | 1.48 |  207.49 238 169 | 23661
17 | KutiadiExtensin 50.82 | 0.24% | 0.14 59.68 68 0.16 68.05
1g | Malampuzha 447 | 1.00% | 0.04 4.42 5 0.05 5.04
19 | Chempukadavu Stage-1 5.26 | 1.00% | 0.05 5.20 6 0.06 5.93
20 Chempukadavu Stage-I| 720 | 1.00% 0.07 7.13 8 0.08 8.13
g1 | Urumi Stage-1 7.75 | 1.00% | 0.08 7.68 9 0.09 8.75
2o | Urumi Stage-2 501 | 1.00% | 0.05 4.96 6 0.06 5.65
23 | Malankara 51.84 | 1.00% | 0.52 51.33 59 0.59 58.53
24 | Lower Meenmutty 6.09 | 1.00% | 0.06 6.02 7 0.07 6.87
25 | Neriamangalamextn 46.48 | 0.18% | 0.08 46.39 53 0.10 52.90
26 | Kutiaditail race 1357 | 1.00% | 0.14 13.43 15 0.15 15.32
g7 | KutiadiAddiextn 177.87 | 0.24% | 043 | 177.44 203 049 |  202.34
2g | Poozhithodu 8.75 | 1.00% | 0.09 8.66 10 0.10 9.88
29 | Ranniperunadu 13.34 | 1.00% | 0.3 13.21 15 0.15 15.06
30 | Peechi 1.00 | 1.00% | 0.01 0.99 1 0.01 113
31 | Vilangad 18.05 | 1.00% | 0.18 17.87 21 0.21 20.38
3p | Chimmini 5.34 | 1.00% | 0.05 5.29 6 0.06 6.03
33 | Adianpara 7.19 | 1.00% | 0.07 7.11 8 0.08 8.11
34 | Barapole 28.71 | 1.00% | 0.29 28.43 33 0.33 32.42
Total 4400.00 | 0.00% | 23.13 | 4376.87 6500 26.38 | 647362
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Operation and Maintenance Expense for Generation business

7.12 The Commission had, vide the suo motu notice dated 22-6-2016 estimated
the O&M expenses for the existing generating stations of KSEB Ltd as per
regulation 44, read with the Annexure-VIl of the Tariff Regulations, 2014,
which is extracted below.

Table 7.6
O&M norms for existing generating stations of generation business of KSEB Ltd
Particulars Financial Years (Rs. crore)
2015-16 2016-17 2017-18

Employee expenses 45.01 47.65 50.43
Repairs and maintenance expenses 18.73 19.83 20.99
Administrative and general expenses 4.34 4.59 4.86
Total 68.08 72.07 76.28

Objections of the stakeholders:

7.13 KSEB Ltd has submitted that, as per the sub regulation (2) of regulation-44,
over and above the O&M cost of existing generation assets, KSEB Ltd is
eligible to get O&M cost for the generation capacity Commissioned since the
year 2011-12. The details of the O&M cost claimed by KSEB Ltd for the
recently Commissioned hydel projects are detailed below.

Table 7.7
Details of newly Commissioned projects

Nar_ne of the Date O_f o Capacity eDr?::g;ed Eégjtect Additional O&M cost (Rs. Cr)
project Commissioning | MW MU (Rs. C1) 2016-17 2017-18

Poozhithode 25.06.2011 4.8 1097 | 3275 087 0.92
Ranniperinad | 16.02.2012 4 16.73 | 3582 095 1ol
Peechi 07.01.2013 1.25 3.21 9.84 025 026
Vilangad 26.07.2014 7.5 2263 | o83 1.70 1.80
Chimmony 22.05.2015 2.5 6.70 | 14.58 0.31 0.33
Adyanpara 03.09.2015 3.5 9.01 | 3438 0.73 0.77
Barapole 29.02.2016 15.0 36.00 | 127.50 2.70 2.86
Total 1 5171 | 17646 7.50 7.94

Analysis and Decision of the Commission

7.14 Sub regulation (2) of regulation 44 of the Tariff regulations, 2014, specifies :

" In the case of new generating stations, the generating company shall
be allowed to recover during the first control period, the operation and
maintenance expenses as specified hereunder,-
a) the operation and maintenance expenses in the first year of
operation shall be two percent of the original project cost (excluding
cost of rehabilitation and resettlement works); and
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b) the operation and maintenance expenses for each subsequent
financial year of the first control period shall be determined by
escalating at the rate of 5.85 percent of the operation and maintenance
expenses for the first year as determined above."

7.15 Tariff Regulations, 2014, was notified in the official Gazette on 14-11-2014.

Hence the hydel capacity Commissioned after 14-11-2014 are only eligible for
additional O&M cost. However, Vilangad which was Commissioned on 26-07-
2014 is also considered since this generating station was not included while
determining the normative values. As per the details submitted by the KSEB
Ltd, Chimmony SHP (2.5 MW), Adyanpara SHP (3.5 MW) and Barapole
SHP(15 MW) were Commissioned after notifying the Tariff Regulations,
2014. These projects were included in the "details of the ongoing projects” in
the ARR order of the licensee approved by the Commission for the year 2014-
15. Thus taking into consideration the relevant provisions of the Tariff
Regulations of 2014, the O&M costs of these new hydel generating stations
have been estimated after considering the normative capital cost for small
hydro projects approved by the Central Commission for the year 2015-16 .
Accordingly, the O&M costs for newly Commissioned hydel projects are
arrived at as given below,-

Table 7.8
O&M cost approved for new hydel stations Commissioned after

notifying the Tariff regulations, 2014
: . . Additional O&M
. Designed Normative Capital

Name of the project Coml?nefsgnmg Ca,\ae\?lty energy | cost for allowing O&M cost(Rs. Cr)

MU cost(Rs. Cr)/ MW 2016-17 2017-18
Vilangad 26-07-2014 7.5 22.53 5.92 0.94 0.99
Chimmony 22.05.2015 2.5 6.70 6.46 0.34 0.36
Adyanpara 03.09.2015 3.5 9.01 6.46 0.48 0.51
Barapole 29.02.2016 15 36.00 5.92 1.88 1.99
Total 21 51.71 3.64 3.85

7.16 Thus the total O&M costs approved for SBU-G for the years 2016-17 and
2017-18 are detailed below.

Table 7.9
O&M cost approved for the years 2016-17 & 2017-18

O&M cost (Rs. Cr)
Particulars 2016-17 | 2017-18
O&M cost for existing stations 72.07 76.28
O&M cost for new stations Commissioned after
notifying the Tariff Regulations, 2014 3.64 3.85
Total 75.71 80.13
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Interest & Finance charges

7.17

7.18

The details of the interest and finance charges proposed for KSEB Ltd, as per
the suo motu notice dated 22.6.2016, the objections and suggestions of the
stakeholders, the analysis of the Commission and the methodology adopted
by the Commission for apportioning the same among SBU-G, SBU-T and
SBU-D have been detailed in paragraphs 4.11 to 4.32.

The summary of the interest and finance charges approved for SBU-G for the
years 2016-17 and 2017-18 is given below.

Table-7.10

Interest and finance charges approved for SBU-G for 2016-17 & 2017-18
Sl Particulars I&F charges (Rs. Cr)
No 2016-17 | 2017-18
1 | Interest on outstanding capital liabilities 171.62 171.62
2 | Interest on GPF 6.76 7.21
3 | Other interest 0.52 0.52
4 | Interest on bonds issued to Master Trust 41.94 41.94
Total 220.84 221.29

Depreciation

7.19

7.20

The details of the depreciation proposed for KSEB Ltd as per the suo motu
notice dated 22-6-2016, the objections and comments of the stakeholders
including KSEB Ltd, the analysis and decision of the Commission, the
methodology adopted by the Commission for apportioning the same among
SBU-G, SBU-T and SBU-D are detailed in paragraphs 4.6 to 4.10.

The summary of the depreciation approved for the years 2016-17 and 2017-
18 for SBU-G is detailed below.

Table 7.11
Depreciation approved for the years 2016-17 and 2017-18

. Depreciation(Rs. Cr)
Particulars 2016-17 | 2017-18
SBU-G 172.43 172.43

Return on Equity

7.21

The return on equity proposed vide the suo motu notice dated 22-6-2016, the
objections and comments of the stakeholders including KSEB Ltd, the
analysis and decision of the Commission, apportioning of the approved RoE
among SBU-G, SBU-T and SBU-D of KSEB Ltd are detailed in paragraph
4.33t0 4.44.
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7.22 The summary of the RoE approved for the years 2016-17 and 2017-18 for

SBU-G is given below.

Table 7.12
Return on Equity approved for SBU-G for the years 2016-17 and 2017-18
Particulars Return on Equity(Rs. Cr)
2016-17 2017-18
SBU-G 203.63 203.63

Summary of the aggregate revenue requirements of SBU-G for the years 2016-

17 & 2017-18

7.23 The summary of the aggregate revenue requirement of SBU-G of KSEB Ltd
for the years 2016-17 and 2017-18 is detailed below.

Table 7.13
Summary of the ARR of SBU-G

Particulars 2016-17 | 2017-18

(Rs.Cr) | (Rs.Crn)
Interest & Finance charges 220.84 221.29
Depreciation 172.43 172.43
O&M expenses 75.71 80.13
RoE 203.63 203.63
Total ARR 672.61 677.48
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CHAPTER-8

AGGREGATE REVENUE REQUIREMENTS (ARR) OF STRATEGIC BUSINESS

8.1

8.2

8.3

UNIT- TRANSMISSION (SBU-T) OF KSEB LTD
Introduction

The Second Transfer Scheme notified by the Government under Section 131
of the Act as per G.O(P) No. 46/2013/PD dated 31°% October 2013, stipulates
that the functions, business and sub-undertaking, forming part of transmission

as set out in ScheduliTefthé KIEB ktdhanlarid frame n o t e

the date of the transfer. Further as per the sub-paragraph (ii) to paragraph-5
of the said notification, the functions, business and sub-undertaking, forming
part of Transmission as set o dltof then
Kerala State Electricity Board Limited on and from the date of the transfer.

As per t he S c h eld ofl the Sécbrid, TranBfarr $cheme,
transmission assets mean, all the assets and liabilities belonging to the KSEB
Ltd, concerning the transmission of electricity including but not limited to the
following:

0AIl Il the existing transmission su
under construction having the capacity to carry electricity at voltages of
33kV and above, (notwithstanding the same are presently charged at
voltages below 66kV) of various capacities with all associated and
related equipment, including step-up, step-down transformers, circuit
breakers, metering arrangements and other protective devices with
power line communication system, allied control rooms, load dispatch
centre, lands, buildings, roads and other auxiliary assets spread over
within and outside the territory of the State including such assets under
construction and assets acquired, transferred or rights of which were
vested with the Board by transfer, sale, lease or otherwise, but
excluding such constructions or installations lawfully owned and
operated by others. 6

As per the Regulation-11 of the Tariff Regulations, 2014, KSEB Ltd has to file
before the Commission, the application for approval of aggregate revenue
requirements of the SBU-T separately. However, KSEB Ltd has not filed any
application for approval of aggregate revenue requirements (ARR) of its
SBU-T. In the absence of the same, the Commission has suo motu initiated
the determination of the aggregate revenue requirements (ARR) of the KSEB
Ltd, including the ARR of SBU-T. This chapter briefly explains the procedure
followed by the Commission for determining the aggregate revenue
requirements of SBU-T of KSEB Ltd.
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8.4  As per the regulation-59 of the Tariff Regulations, 2014, the components of
aggregate revenue requirements of SBU-T shall comprise of the following
items of expenditure,-

(i)

(ii)
(iii)
(iv)
(v)
(i)

Operation and maintenance expenses;
Interest and finance charges;
Depreciation;

Interest on working capital,

Contribution to contingency reserves; and
Return on equity.

Operation and Maintenance Expenses

8.5 The Commission vide the suo motu notice dated 22-06-2016 has estimated
the O&M cost of SBU-T as follows.

n
(i)

(ii)

(iii)

The O&M costs for the SBU transmission is specified in Annexure-VIII
to Tariff Regulations, 2014, which is extracted below.

Particulars Financial Years
2015-16 | 2016-17 | 2017-18

O&M expenses per bay (Rs. lakh) 5.23 5.54 5.86

O&M expenses per ckt km (Rs. lakh) 0.58 0.61 0.65

Explanation: The O&M expenses for any year of the control period
shall be allowed by multiplying the O&M norms for that year with the
actual number of bays and transmission line length in circuit kilometers
(ckt km) for the previous year, i.e., the O&M expenses for FY 2015-16
shall be allowed by multiplying the O&M norms for FY 2015-16 with the
actual number of bays and transmission line length in ckt km for FY
2014-15.

The details of the number of bays and line length of transmission
system of KSEB Ltd as per the suo motu notice dated 22-6-2016 is
extracted below.

Table-8.1
Number of bays and line length of SBU- T of KSEB Ltd

Year Bays (Nos) Line (Ckt-km)

2010-11 1994 9047
2011-12 2016 9048
2012-13 2028 9107
2013-14 2056 9139
2014-15 2085 9267
2015-16 2114 9396
2016-17 2144 9528
2017-18 2174 9661

The O&M cost of Transmission estimated based on the provisional
details on number of bays and line length of transmission system of
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KSEB Ltd and the details are given below.

Table-8.2
O&M cost of SBU-T
Particulars 2016-17 | 2017-18
O&M expenses (Rs.Cr) 176.89 190.18

Objections of the stakeholders

8.6 KSEB Ltd has, vide the additional submission dated 08.09.2016, submitted as

under:
0As per t fTfermsk&deriRliGons for Determination of Tariff)
Regul ati ons, 2 CdmnissionHltas @dmdidered  the

systems having voltage from 400 KVto66 KVunder ATransmissi
and systems having voltage 33 KV and below are categorized under
ADi stributiono. Hence t he O&M nor ms
Commission takes into account only bays and substations up to 66
KV only, failed to capture O&M of bays of 33 KV substations. Since
O&M norms of Distribution do not capture the O&M cost of 33 KV
bays, the same remain unaccounted.
It is submitted that as per the schedule Al of the second Transfer
Scheme notified by Government of Kerala on 31.10.2013, all the
existing transmission substations and lines as well as those under
construction having the capacity to carry electricity of voltages 33 KV
and above are included under transmission. Hence it is requested
that while considering the assets of transmission SBU, 33 KV
substations may also be included. The details of actual number of
bays and lines as on 31.03.2016 including 33 KV bays are tabulated
in the table below.
Number of bays and line length of SBU-T

Year Number of Bays Line length excluding 33
KV lines (in ckt km)
As per As per As per As per KSEB
notice KSEB notice
2015-16 2114 3471 9396 9377.03
2016-17 2144 3707 9528 9757.03
2017-18 2174 4025 9661 10167.03
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8.7 KSEB Ltd has also submitted the voltage wise details of bays and lines as

given below.

Voltage wise details of bays and lines as per submissions of KSEB Ltd

Table 8.3

Financial vear Voltagg (kV) | No. of68avs Line lenath (Ckt-km)
4
220 210 2801.2
2014-15 110 1350 4299.67
66 840 2202.81
33 972 1761.57
As on 31-3-2015 Total 3378 11065.25
400 7
220 214 2801.883
2015-16 110 1396 4366.34
66 849 2208.81
33 1005 1828.36
As on 31-3-2016 Total 3471 11205.39
400 7
220 240 2951.883
2016-17 110 1510 4586.34
66 860 2218.81
33 1090 1978.36
As on 31-3-2017 Total 3707 11735.39
400 10
220 275 3101.883
2017-18 110 1660 4836.34
66 875 2228.81
33 1205 2178.36
As on 31-3-2018 Total 4025 12345.39

8.8 The HT&EHT Association has pointed out an error in computing the O&M cost
of SBU-T. As per the Association, the O&M Expenses for FY 2016-17 have to
be computed by multiplying the O&M norms for 2016-17 with the actual
number of bays and transmission line length of the previous year, ie, FY
2015-16 which was seen not followed by the Commission while computing the

same.

Analysis of the Commission

8.9 The Commission has examined the objections of the KSEB Ltd and the
HT&EHT Association.

8.10 Regulation-60 of the Tariff Regulations, 2014, states as under,-

60. Operation and maintenance expenses.iThe
business/licensee shall
maintenance expenses as per the norms specified in Annexure-VIll to

be allowed to

recover

these Regulations for each financial year of the control period:

Provided that the transmission business of KSEB Limited shall be
allowed to recover the annual pension contribution to the Master Trust,

transmission
operation and
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based on actuarial valuation, in respect of the personnel allocated to
the transmission business of KSEB Limited, in addition to the above
specified normative operation and maintenance expenses.

Explanation :
(i) For the purpose of deriving nor mat

mean a set of accessories that are required to connect an electrical

equipment at 66 kV and above voltages such as transmission line, bus

section breakers, potential transformers, power transformers,

capacitors and transfer breaker and the feeders emanating from the

bus at sub-station of the transmission business/licensee.

(i) For the purpose of deriving normatve O&M expenses, 6ckt
means the length in circuit kilometres, of the transmission lines at

voltages of and above 66 kV.

Further Annexure VIII to the Tariff regulations, 2014 specifies the O&M norms
for the Transmission business of KSEB Ltd, which has been given in para 8.5.

8.11 As per the Tariff Regulations, 2014, the number of bays and length of
transmission |Iines wused for computing th
baysé and o6l ength of -ktmrda n snneil susdii onng Itihree st r
system at voltages of and above 66 kV. Hence, though the Government
notification No. G.O (P) No. 46/2013 PD dated 31 October, 2013 prescribed
that the SBU-T includes the transmission system of and above 33 kV, the
provisions of Tariff Regulations, 2014, do not include the number of bays and
transmission lines of 33 kV system. Further as per the technical
specifications and the standard procedures in power sector, 33 kV lines and
sub-stations do not form part of transmission system. The Commission has
therefore followed the provisions in the Tariff Regulations, 2014, for
determining the O&M cost of SBU-T.

8.12 The Tariff Regulations, 2014, has fixed different bases for arriving at the
norms for different functions to calculate the O&M expenses and these norms
have been decided based on the standard practices followed in the industry.
Thus for determining the O&M expenses of SBU-T, the major factors taken
into consideration are number of bays and circuit kilometers of transmission
lines, while for SBU-D, the factors selected are number of consumers, number
of distribution transformers, length of HT line, unit of sales and value of GFA.
The Regulations have envisaged only voltages of and above 66 kV to form
part of transmission system and hence only such parameters can be adopted
as has been laid down in the Tariff Regulations, 2014,to calculate the
allowable O&M expenses.
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8.13 From the details submitted by KSEB Ltd, the number of bays and
transmission lines in ckt-km for the transmission system of and above 66 kV
system are detailed below.

Table 8.4
Voltage wise details of bays and lines approved for estimating O&M expenses
Financial year Voltage (kV) No. of Bays Line length (Ckt-km)
400 6
2014-15 220 210 2801.2
110 1350 4299.67
66 840 2202.81
As on 31-3-2015 Total 2406 9303.68
400 7
2015-16 220 214 2801.883
110 1396 4366.34
66 849 2208.81
As on 31-3-2016 Total 2466 9377.033
400 7
2016-17 220 240 2951.883
110 1510 4586.34
66 860 2218.81
As on 31-3-2017 Total 2617 9757.033
400 10
2017-18 220 275 3101.883
110 1660 4836.34
66 875 2228.81
As on 31-3-2018 Total 2820 10167.03

8.14 Accordingly, the O&M cost approved for the SBU-T of the KSEB Ltd is as
detailed below.
Table 8.5
O&M cost for SBU-T approved for the years 2016-17 and 2017-18

| 2016-17 | 2017-18
O&M Norms- Transmission
O&M expenses per bay (Rs. Lakh) 5.54 5.86
O&M expense per ckt.km (Rs. Lakh 0.61 0.65
Number of Bays (previous year) 2466 2617
Line length (Ckt.km) (previous year) 9377 9757
Total O&M expenses (Rs.Cr) 193.82 216.78

The Commission clarify that, in the process of truing up, the O&M cost for the actual
number of bays and line length of the SBU-T of KSEB only be approved.
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Interest and finance charges

8.15

8.16

The details of the interest and finance charges proposed for KSEB Ltd, as per
the suo motu notice dated 22-6-2016, the objections and submissions of the
stakeholders, the analysis and decision of the Commission and the
methodology adopted by the Commission for apportioning the same to SBU-
G, SBU-T and SBU-D have been explained in paragraphs 4.11 to 4.32.

The summary of the interest and finance charges provisionally estimated for
SBU-T of KSEB Ltd for the years 2016-17 and 2017-18 is given below.

Table-8.6
Interest and finance charges approved for SBU-T for 2016-17 & 2017-18

SINo Particulars 2016-17 | 2017-18
(Rs.Cr) | (Rs.Cr)

1 Interest on outstanding capital liabilities 183.39 183.39

2 Interest on GPF 14.04 14.98

3 Other interest 1.07 1.07

4 Interest on bonds issued to Master Trust 87.14 87.14
Total 285.64 286.58

Depreciation

8.17

8.18

The details of the depreciation proposed for KSEB Ltd as per the suo motu
notice dated 22-6-2016, the objections and submissions of the stakeholders
including KSEB Ltd, the analysis of the Commission, the methodology
adopted by the Commission for apportioning the same among SBU-G, SBU-
T and SBU-D have been explained in paragraphs 4.6 to 4.10.

The summary of the depreciation approved for the years 2016-17 and 2017-
18 for SBU-T is detailed below.

Table 8.7
Depreciation approved for SBU-T for the years 2016-17 and 2017-18
Depreciation
2016-17 2017-18
Amount approved (Rs. Cr) 184.25 184.25

Particulars

Return on Equity

8.19

The return on equity proposed vide the suo motu notice dated 22-6-2016, the
objections and submissions of the stakeholders including KSEB Ltd, the
analysis of the Commission apportioning the approved RoE among SBU-G,
SBU-T and SBU-D of KSEB Ltd have been explained in paragraphs 4.33 to
4.44.,
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8.20

The summary of the RoE approved for the years 2016-17 and 2017-18 for
SBU-T is given below.

Table 8.8
Return on equity approved for SBU-T of KSEB Ltd
for the years 2016-17 and 2017-18

. Return on equity
Particulars 2016-17 | 2017-18
Amount approved (Rs. Cr) 217.59 217.59

Summary of the aggregate revenue requirements of SBU-T for the years 2016-
17 & 2017-18

8.21

The summary of the aggregate revenue requirement of SBU-T for the years
2016-17 and 2017-18 is detailed below.

Table 8.9
Summary of the ARR of SBU-T
Particulars 2016-17 | 2017-18
Interest & Finance charges(Rs. Cr) 285.64 286.58
Depreciation(Rs. Cr) 184.25 184.25
O&M expenses(Rs. Cr) 193.82 216.78
RoE(Rs. Cr) 21759 | 217.59
Total ARR(Rs. Cr) 881.30 905.20

Sharing of the transmission ARR of the SBU-T

8.22

8.23

8.24

As per the Regulation-65 of the Tariff Regulations, 2014, the ARR of the SBU-
T of the KSEB Ltd, as approved by the Commission shall be shared by all
long term users and medium term users of the transmission system on
monthly basis in the ratio of their respective contracted transmission
capacities to the total contracted transmission capacities.

However, at present the SBU-D of the KSEB Ltd is, the only long term and
medium term user of the transmission system of SBU-T of KSEB Ltd. Hence
the entire ARR of the SBU-T has been included in the ARR of the SBU-D of
KSEB Ltd.

The open access availed by some HT&EHT consumers from power
exchanges are on short-term basis. The transmission charges, wheeling
charges and cross subsidy surcharges for the open access consumers on
short-term basis would be approved by the Commission separately along with
the approval of retail tariff.
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Sharing of Transmission loss

8.25 As detailed earlier, the transmission losses approved for the years 2016-17
and 2017-18 are @ 4.50% of the total energy input to the transmission system
of KSEB Ltd.

8.26 As per the Regulation-66 of the Tariff Regulations, 2014, the losses in the
SBU-T shall be borne by the users of the transmission system of SBU-T of
KSEB Ltd, which is extracted below.

A66. Tr ans mi sEe energy lossaessnaghe transmission
system, as determined by the state load despatch centre and
approved by the Commission, shall be borne by the users of the
transmission system in proportion to their usage of the
transmission systemo.

8.27 Hence, all the users of the transmission system of SBU-T of the KSEB Ltd

including the open access consumers shall bear the transmission losses at
4.50% for the years 2016-17 and 2017-18.
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CHAPTER-9
AGGREGATE REVENUE REQUIREMENTS OF THE
STRATEGIC BUSINESS UNIT- DISTRIBUTION (SBU-D) OF KSEB LTD

Introduction

9.1

The Second Transfer Scheme notified by the Government under Section 131
of the Act as per GO (P) No. 46/2013/PD dated 31.10.2013 stipulates that the
functions, business and sub-undertakings forming part of distribution of
electricity as set-out in Schedule A3, shall denote SBU-D of KSEB Ltd, on and
from the date of transfer. The aggregate revenue requirements of SBU-D of
KSEB Ltd including the cost of power purchase for the years 2016-17 and
2017-18 are discussed below.

Energy sales

9.2

9.3

The total energy sale approved for the year 2016-17 is 20625.7 MU and the
same approved for the year 2017-18 is 21840.03 MU. The overall T&D loss
level approved is 13.90% and 13.65% respectively for the years 2016-17 and
2017-18. Based on the approved energy sales and approved loss levels, the
energy inputs estimated are 23955.52 MU and 25292.45 MU respectively for
the years 2016-17 and 2017-18.

The total energy requirements of the State are being met by the KSEB Ltd
from the hydel stations owned and operated by SBU-G, power purchase from
Central Generating Stations (CGS), power purchases from the IPPs in the
State, the traders and from the energy exchanges. The details of generation
and purchase are discussed in the subsequent paragraphs.

Internal Generation

9.4

9.5

As discussed earlier, the net hydel energy availabilities from the hydel stations
owned and operated by the SBU-G of the KSEB Ltd have been assessed at
4376.87 MU and 6473.62 MU respectively for the years 2016-17 and 2017-
18.

Though KSEB Ltd owns and operates two LSHS based thermal stations,
namely, BDPP and KDPP, considering the prohibitive cost of the fuel for
generation and availability of power from other sources at cheaper rates, the
Commission does not propose to approve scheduling of electricity from these
stations for the years 2016-17 and 2017-18.

107



Cost of Power Purchase

(a) Central Generating Stations (CGS)

9.6  Since the licensee has not filed any application for approval of the ARR for the
years 2015-16, 2016-17 and 2017-18 including the details such as the present
allocation of power from CGS and the tariff approved by the Central
Commission for the electricity from CGS, the Commission had, in the notice
dated 22.06.2016, estimated based on the available information, the energy
availability from CGS as follows.

(i) Total capacity allocation from the CGS to the Kerala State is about 1470 MW.

(i) The average daily energy availability from CGS at the State periphery is about
30 MU/day.

(i) The annual energy availability from CGS is estimated at 11050 MU each for
the years 2016-17 and 2017-18.

(iv) The average cost of purchase of power from CGS at the State periphery is
about Rs 3.38 per unit for the year 2015-16.

(v) The cost of purchase of power from CGS for the year 2016-17 is estimated at
Rs 3.44 per unit and the same for the year 2017-18 is estimated at Rs 3.50
per unit at an annual escalation of 2% based on the observed historical
average escalation of previous years.

(vi) Accordingly, the cost of power purchased from CGS for the year 2016-17 is
estimated at Rs 3801.20 crore and the same for the year 2017-18 is
estimated at Rs 3867.50 crore.

(b) Availability of energy from IPPs / Traders

9.7 The availability of energy and cost of power purchase from IPPs / traders for
the years 2016-17 and 2017-18 are estimated based on the approval granted
by the Commission. The details are given below.

Table 9.1
Estimated cost of purchase of power from generators and
traders for 2016-17 and 2017-18
. Daily 2016-17 2017-18
ggrﬁ?;é;téd Energy Rate Rate

Particulars (MW) availability | Quantity | (Rs/ Amount | Quantity | (Rs/ Amount

(Murday) | (mu) kwh) (Rs.Cr) | (MU) kWh) (Rs. Cr)
PTC* 300 5.94 | 32591 5.43 | 176.97
MTOA ? 397 5.72 | 1806.41 45| 812.89
Maithon-1 150 2.97 | 975.05 3.73 363.7 | 1083.39 3.73 |  404.11
Maithon-2 122 2.41 673.9 3.73 | 251.36 | 881.16 3.73 | 328.67
DVC 100 1.98 | 722.26 411 | 296.85 | 722.26 411 | 296.85
Jindal 165 3.27 | 992.57 36| 357.32
DBFOO 315 6.23 3.83 0| 2275.13 3.83 | 871.37
Short term 200 4.08 | 126.48 3.08 38.96 | 224.22 3.08 69.06
DBFOO 550 10.88 4.29 0| 1628.39 429 | 69858
Total 5622.58 2298.04 | 6814.56 2668.64

2

Contract with PTC for procuring 300MW RTC power expire on 31-5-2016.
The case 1 contracts with PTC for 200 MW and with NVVN for 297 MW will expire on 28.02.2017.
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9.8

(c) Renewable Energy availability from IPPs

As per the details available with the Commission, the total annual energy

availabilities from renewable sources are given below:-

Table-9.2
Energy availability from Renewable IPPs
Capacity Energy Avg. tariff
Particulars (MW) (MU) (Rs.)

Wind- Ramakalmedu & Agali 33.68 65.00 3.14
Ullunkal 7.00 19.44 2.44
Iruttukanam Stage-| 3.00 18.00 2.70
Iruttukanam Stage-l| 1.50 6.00 2.70
Karikkayam HEP 10.50 28.00 4.16
Meenvallom 2.00 5.56 4.88
Kallar of Idukki District Panchayat 0.05 0.13 5.47
Mankulam of Grama Panchayat 0.11 0.29 4.88
Total 57.84 142.42

9.9

9.10

12 MW solar project of Cochin International Airport Ltd (CIAL) has been
Commissioned as a captive project. It is informed that the 200 MW solar
project of KSEB Ltd would be Commissioned during 2017-18. Large numbers
of solar roof top photo voltaic systems are also expected to be Commissioned
during this period. The availability of energy from such projects has not been
included in the calculation.

(d) Energy procurement from liquid fuel stations BDPP, KDPP, RGCCPP
Kayamkulam and BSES Kerala Power Ltd (BKPL)

Since the entire electricity requirement of the State can be met through the
energy available from Hydel, CGS, and power purchase from IPPs, renewable
energy generators, traders and power exchanges, the Commission does not
approve any procurement of energy from liquid fuel stations including BDPP,
KDPP, RGCCPP and BKPL during the financial years 2016-17 and 2017-18,
in view of the prohibitive cost of liquid fuel based electricity.

The PPA with BKPL expired on 31-10-2015 and it has not been renewed by
the KSEB Ltd. The Commission has, as per the order dated 26.10.2016 in
Petition OP No. 34 of 2015, declined the request of M/s BKPL to extend the
PPA. Hence, there is no fixed charge commitment for BKPL for the years
2016-17 and 2017-18. The Commission is of the considered view that, with
the energy available from generators and traders outside the State at
competitive rates, there is no necessity to continue the PPA with RGCCPP
Kayamkulam. Hence, the Commission has not approved any fixed charge
commitments for RGCCPP Kayamkulam during the years 2016-17 and
2017-18.
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(e) Inter-state transmission charges payable to PGCIL

9.11 The average point of connection (POC) transmission charges payable to
PGCIL for transmitting power from various CGS and also from generators
(other than the sources of power contracted on DBFOO basis) is about Rs
0.37 per unit. The annual inter-state transmission charges payable to PGCIL
is estimated at about Rs 555.23 crore for the year 2016-17 and the same for
the year 2017-18 is estimated at about Rs 516.56 crore.

(f) Summary of the cost of Generation and Purchase of Power

9.12 The details of the cost of generation and purchase of power for the years
2016-17 and 2017-18 as per the published suo motu notice issued by the
Commission are given below.

Table-9.3
Cost of generation and purchase of power for the years 2016-17 and
2017-18 estimated in the suo motu notice issued by the Commission
2015-16 2016-17 2017-18
NS(L barticulars Quantity | Amount Q\;?e Quantity | Amount ég?e Quantity | Amount é\a/?e
MU) | (Rs.Cr) é\'fvil) MU) | (Rs.CP) k(\'fvshl) MU) | (Rs.Cn) k(\;'\‘fh’)
1 | Hydel 6640.0 7000.00 7000.00

2 | BDPP+KDPP 152.9 127.4 8.34

3 | CGS 11042.0 3735.3 3.4 | 11050.00 | 3801.20 | 3.44 | 11050.00 | 3867.50 3.50

4 | RGCCPP 138.9 316.7 | 22.81 0.00

5 | BSES 42.0

5 | IPP- wind and SHPs 142.4 45.3 3.18 142.00 45.87 3.23 142.00 45.87 3.23

6 | Ul 688.5 135.6 1.97

7 | IEX+ PXIL 650.3 274.0 4.21

8 | Traders 3225.1 1393.8 4.32 5622.58 | 2298.04 | 4.09 6814.56 | 2668.64 | 3.92

9 | Transmission charges * 530.6 555.23 516.56

Total 22680.0 6600.8 23814.58 | 6700.33 25006.56 | 7098.57

! Inter-state transmission charges payable to PGCIL

9.13

Objections of the stakeholders

KSEB Ltd has, vide the submission dated 26-07-2016 and the additional
submission dated 8-09-2016, submitted the details of the energy availability
from CGS, cost of energy from CGS, power purchase through traders, IPPs,
the transmission charges payable etc for the years 2016-17 and 2017-18.
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9.14 The energy availability from CGS estimated by KSEB Ltd for the year 2016-17

is detailed below.
Table- 9.4
Energy availability from CGS estimated by KSEB Ltd for the year 2016-17
5 _ installed | oo é'g’;:ctﬁg Aux a\I/Eari]IZrl?i?i/ty PGCIL ':S;E:;L%Y
No Name of the Station Capacity Allocation to KSEB Consumption | PLF (%) for the year losses at I_<SEB
MW) W) (%) 2016-17 (MU) periphery
(MU) (MU)
1 TALCHER - Stage Il 2000 21.36% 427.20 5.75% 85% 2998.03 123.74 2874.29
2 NLC- Exp- Stage-1 420 16.38% 68.80 9.50% 80% 436.32 13.19 423.13
3 NLC-II- Stage-1 630 10.05% 63.32 10.00% 75% 374.38 11.31 363.07
4 NLC-II- Stage-2 840 10.77% 90.47 10.00% 75% 534.94 16.17 518.77
5 RSPTS Stage | & Il 2100 11.73% 246.33 6.68% 85% 1711.65 56.01 1655.64
6 RSTPS Stage I 500 12.27% 61.35 5.75% 85% 430.55 14.09 416.46
7 MAPS 440 5.25% 23.10 10.00% 69% 125.66 3.17 122.49
8 KAIGA Stg | 440 8.71% 38.32 10.00% 75% 226.61 7.79 218.82
9 KAIGA Stg Il 440 8.05% 35.42 10.00% 75% 209.44 7.20 202.24
10 | SimhadriExp 1000 9.08% 90.80 5.25% 85% 640.60 23.10 617.50
11 | Kudamkulam 1000 13.30% 133.00 10.00% 69% 1047.14 37.76 1009.38
12 | NLC- Il Exp 500 14.00% 70.00 10.00% 80% 413.91 12.51 401.40
13 | Vallur 3V with 1500 3.37% 50.55 6.50% 85% 351.93 10.00 341.93
14 | NTPL(Tuticorin JV) 1000 7.25% 72.50 5.25% 85% 511.49 18.63 492.86
15 | Kudgi Unit 1 800 5.00% 40.00 7.50% 69% 19.27 0.60 18.67
16 | Bhavini 500 0.086 43.00 7.50% 69% 59.28 1.84 57.44
Total 1554.153 10091.20 357.10 9734.10

9.15 The energy availability from CGS estimated by KSEB Ltd for the year 2017-18 is
detailed below.
Table 9.5
Energy availability from CGS estimated by KSEB Ltd for the year 2017-18
Allocated Energy Net Energy
SINo | Name of the Station g;t?il(l:?td Capacity Capacity Consﬁlrﬁ tion PLF availability for the E)Ssce”s_ availability at
I\;PIW) Y | Allocation | to KSEB (o/)p (%) year 2016- 17 MUy | KSEB periphery

(MW) 0 (MU) (MU)

1 TALCHER - Stage Il 2000 21.36% 427.20 5.75% 85% 2998.03 123.74 2874.29
2 NLC- Exp- Stage-1 420 16.38% 68.80 9.50% 80% 436.32 13.19 423.13
3 NLC-II- Stage-1 630 10.05% 63.32 10.00% 75% 374.38 11.31 363.07
4 NLC-II- Stage-2 840 10.77% 90.47 10.00% 75% 534.94 16.17 518.77
5 RSPTS Stage | & Il 2100 11.73% 246.33 6.68% 85% 1711.65 56.01 1655.64
6 RSTPS Stage Ill 500 12.27% 61.35 5.75% 85% 430.55 14.09 416.46
7 MAPS 440 5.25% 23.10 10.00% 69% 125.66 3.17 122.49
8 KAIGA Stg | 440 8.71% 38.32 10.00% 75% 226.61 7.79 218.82
9 KAIGA Stg Il 440 8.05% 35.42 10.00% 75% 209.44 7.20 202.24
10 SimhadriExp 1000 9.08% 90.80 5.25% 85% 640.60 23.10 617.50
11 Kudamkulam 1000 13.30% 133.00 10.00% 69% 1572.86 56.71 1516.15
12 NLC - Il Exp 500 14.00% 70.00 10.00% 80% 413.91 12.51 401.40
13 Vallur JV with 1500 3.37% 50.55 6.50% 85% 351.93 10.00 341.93
14 NTPL(Tuticorin JV) 1000 7.25% 72.50 5.25% 85% 511.49 18.63 492.86
15 Kudgi Unit | 800 5.00% 40.00 7.50% 69% 226.88 7.05 219.83
16 Kudgi Unit 11 800 5.00% 40.00 7.50% 69% 226.88 7.05 219.83
17 Kudgi Unit 11l 800 5.00% 40.00 7.50% 69% 113.44 3.52 109.92
18 Bhavini 500 0.086 43.00 7.50% 69% 240.42 7.47 232.95
19 NLC New 500 3.24% 16.20 10.00% 85.00% 54.40 1.64 52.76

Total 1650.35 11400.39 400.35 11000.05

111




9.16 The fixed cost and variable cost claimed by KSEB Ltd for procuring power from
CGS for the years 2016-17 and 2017-18 are detailed below.

Table 9.6

Fixed cost and variable cost claimed by KSEB Ltd for the year 2016-17

No. Name of CGS Energy schedule at External Net Energy Fixed Variable Total
gen. bus loss input into Cost cost cost
KSEB system
(MU) (MU) (MU) (Rs. Cr) (Rs.Cr) (Rs.Cr)
1 | TALCHER - Stage Il 2998.03 123.74 2874.29 | 229.66 443.04 672.70
2 | NLC- Exp- Stage-1 436.32 13.19 423.13 58.00 99.57 157.57
3 | NLC-II- Stage-1 374.38 11.31 363.07 23.19 90.48 113.67
4 | NLC-II- Stage-2 534.94 16.17 518.77 33.83 129.25 163.08
5 | RSPTS Stagel &l 1711.65 56.01 1655.64 99.78 449.73 549.51
6 | RSTPS Stage llI 430.55 14.09 416.46 39.42 115.90 155.32
7| MAPS 125.66 3.17 122.49 26.79 26.79
8 | KAIGA Stg | 226.61 7.79 218.82 70.94 70.94
9 | KAIGA Stg Il 209.44 7.20 202.24 65.57 65.57
10 | simhadriExp 640.60 23.10 617.50 | 102.96 174.95 277.91
11 | Kudamkulam 1047.14 37.76 1009.38 | 420.21 420.21
12 | NLC- 1l Exp 413.91 12.51 401.40 87.80 95.00 182.80
13 | vallur JV with 351.93 10.00 341.93 59.40 72.88 132.28
14 | NTPL(Tuticorin JV) 511.49 18.63 492.86 76.10 107.07 183.17
15 | Kudgi Unit | 19.27 0.60 18.67 2.84 5.19 8.03
16 | Bhavini 59.28 1.84 57.44 23.79 23.79
Total 10091.20 357.10 9734.10 | 1420.26 | 1783.06 | 3203.32
Table 9.7
Fixed cost and variable cost claimed by KSEB Ltd for the year 2017-18
No. Name of CGS Energy External Net Energy input | Fixed Cost Variable Total
schedule at loss into KSEB cost cost
gen. bus system

(MU) (MU) (MU) (Rs. Cr) (Rs.Cr) (Rs.Cr)
1| TALCHER - Stage Il 2998.03 123.74 2874.29 229.66 443.04 672.70
2 | NLC- Exp- Stage-1 436.32 13.19 423.13 58.00 99.57 157.58
3 | NLC-II- Stage-1 374.38 11.31 363.07 23.19 90.48 113.66
4 | NLC-II- Stage-2 534.94 16.17 518.77 33.83 129.25 163.08
5 | RSPTS Stage | &I 1711.65 56.01 1655.64 99.78 449.73 549.51
6 | RSTPS Stage IlI 430.55 14.09 416.46 39.42 115.90 155.32
7| MAPS 125.66 3.17 122.49 26.79 0.00 26.79
8 | KAIGA Stg | 226.61 7.79 218.82 70.94 0.00 70.94
9 | KAIGA Stg I 209.44 7.20 202.24 65.57 0.00 65.57
10 | simhadriExp 640.60 23.10 617.50 102.96 174.95 277.91
11 | Kudamkulam 1572.86 56.71 1516.15 631.17 0.00 631.17
12 | NLC- 1l Exp 413.91 12.51 401.40 87.80 95.00 182.80
13 | vallur JV with 351.93 10.00 341.93 59.40 72.88 132.28
14 | NTPL(Tuticorin JV) 511.49 18.63 492.86 76.10 107.07 183.17
15 | Kudgi Unit | 226.88 7.05 219.84 34.03 61.07 95.11
16 | Bhavini 226.88 7.05 219.84 91.05 0.00 91.05
17 | Kudgi Unit Il 113.44 3.52 109.92 34.03 30.54 64.57
18 | Kudgi Unit 1l 240.42 7.47 232.95 17.02 64.72 81.73
19 | NLC New 54.40 1.64 52.75 28.55 12.49 41.04
Total 11400.39 400.34 11000.05 1809.28 | 1946.69 | 3755.97
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9.17 Regarding the schedule of power from RGCCPP at Kayamkulam, KSEB Ltd
submitted as follows,-

A Ho n &bnhmession may kindly note that this plant is constructed as a
dedicated station to the state of Kerala. A PPA exists between M/s NTPC and
KSEB LTD regarding purchase of power from the plant, which envisages
payment of fixed charges along with the generation cost. During the past
several power starved years, this plant catered dearly to the power
requirement of the state. Same is the case during the past severe summer of
April/May 2016. KSEB LTD is reserving this plant as a stand-by one to be
operated during extreme emergencies like failure to obtain power from
external sources due to corridor constraints etc.

Further, 180 MW power from Thalcher station is pooled along with RGCCPP.
Cost of power from Thalcher station owned by NTPC is nearly Rs.2.23 per
unit. When energy from Kayamkulam is pooled with energy from Thalcher,
average cost works out to about Rs.4.52 per unit, which is not substantially
higher. Hence KSEB LTD is retaining the plant by paying fixed cost and
schedules the same at extreme emergencies.

't may al so be no Cemnissioh ad pertorder onHMRR & b | e
ERC for the years 2013-14 and 2014-15 had duly considered all these facts
and was pleased to allow scheduling and payment of charges to RGCCPP for
these years. Approval was granted in 2013-14 to schedule the plant for 831
MU at a fixed cost of Rs.233 crore and variable cost of Rs.944 crore. For the
year 2014-15, approval was given for 218 MU at a fixed cost of Rs.237.22

crore and variable cost of Rs.280.74 cror
9.18 The details of the power purchase through traders estimated by KSEB Ltd for the
year 2016-17 are given below.
Table 9.8
Power purchase through traders/ generators estimated by
KSEB Ltd for the year 2016-17
Capacity (MW) Date of Quantity (MU) Fixed Energy Total

Source Open access commence Ex-bus KSEB charges | charges | amount

Contracted preceived ment end Rscrore | (Rs/kwWh) | Rs crore
Maithon Power Ltd 150 140.25 Dec-15 1044.30 1010.18 | 165.52 2.00 374.38
Maithon Power Ltd 150 122 MW / Jun-16 817.10 79040 | 112.19 2.00 275.60

150 MW
DVC Mejia 100 94.75 Apr-16 705.51 683.99 116.20 2.30 278.47
DVC RTPS 50 46.75 Apr-16 309.58 300.14 58.10 2.30 129.30
Jindal 200 165 Jun-16 1084.97 1026.49 | 285.39 1.15 405.17
Jhabua 115 109 from Dec Dec-16 269.67 257.48 61.90 1.76 107.48
PTC Simhapuri(upto 01.06.2015 to
May 2016) 300 300 3105 2016 390.42 380.74 5.18 202.24
PTC BALCO( through
Case | bidding)(upto 100 100 March 2014- | ga3 49 661.07 3.39 231.67
Feb 2017

Feb 2017)
NVVN ( through Case | March 2014-
bidding)(upto Feb 2017) 300 297 Feb 2017 2085.16 2017.03 4.36 909.13
Short term contract
through PTC for the 100 May-16 30.05 29.30 3.08 9.25
month of May 2016
Short term contract with 3.41(at
M/s PTC Ltd for the 200 200 Mar-17 149.32 146.02 KSEB 49.73
month of March 2017 bus)
Total power purchase 7569.48 | 7302.84 2972.44
through traders

*122MW from June 2016 and 150 MW from December 2016 .
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9.19 The details of the power purchases through traders as claimed by KSEB Ltd
for the year 2017-18 are given below.

Table 9.9
Power purchase through traders/ generators estimated
by KSEB Ltd for the year 2017-18

. Fixed
Contra}ctgd Date of Quantity at Quantity charges Energy Total _
Source capacity in commencement ex-bus(MU) at KSEB in Rs charges amount in
MW end(MU) crore (Rs/unit) Rs crore
Maithon Power Ltd 150 Dec-15 1044.30 1010.18 165.52 2.00 374.38
Maithon Power Ltd 150 Apr-16 1044.30 1010.18 165.52 2.00 374.38
DVC Mejia 100 Jun-16 705.51 683.99 116.20 2.30 278.47
DVC RTPS 50 Apr-16 339.91 329.54 63.38 2.30 141.56
Power contracted
through DBFOO
Jindal (DBFOO) 200 Jun-16 1346.41 1273.84 354.16 1.15 502.80
Jhabua 115 Dec-16 772.80 737.86 177.39 1.76 308.01
Balco 100 Oct-17 335.08 321.17 104.38 1.04 137.78
Jhabua Bid Il 100 Oct-17 335.08 319.93 95.58 1.32 138.06
Jindal Power Ltd.Bid Il 150 Oct-17 502.62 475.53 165.50 0.86 207.00
Jindal India Thermal
Power Ltd. 100 Oct-17 335.08 323.30 114.45 0.75 138.70
East Coast Energy
Private Ltd. 100 Oct-17 335.08 324.35 101.85 1.15 139.15
Sub Total 7096.17 6809.87 1623.92 2740.29
Short term purchase 3.41( at
from PTC Ltd for April- KSEB
June2017 200 Mar-17 371.28 363.04 bus) 123.65
Total power purchase
through traders 7467.45 7172.91 1623.92 2863.94
9.20 The particulars of the cost of generation and purchase of power claimed by
KSEB Ltd for the years 2016-17 and 2017-18 are given below.
Table 9-10
Summary of generation and purchase of power
for the years 2016-17 and 2017-18 as claimed by KSEB Ltd
2016-17 2017-18
Quantity in
Sl MU at KSEB Amount in Quantity in MU Amount in
No Particulars end Rs crore at KSEB end Rs crore
Generation
1 | Hydel 5684.59 7058.73
2 | Thermal
BDPP 9.79 6.65
KDPP 63.25 45.80
3 | Wind 7.07 7.07
4 | Solar 15.78 35.37
Sub Total Generation 5780.49 52.44 7101.17
Power Purchase
5 | Central Generating Stations 9734.10 3203.32 11000.05 3755.97
6 | Wind and other IPPS 138.12 44.75 138.12 44.75
7 | Traders
LTA
Maithon | 1010.18 374.38 1010.18 374.38
Maithon I 790.40 275.60 1010.18 374.38
DVC Mejia 683.99 278.47 683.99 278.47
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2016-17 2017-18
Quantity in

Sl MU at KSEB Amount in Quantity in MU Amount in

No Particulars end Rs crore at KSEB end Rs crore
DVC RTPS 300.14 129.30 329.54 141.56
Power Purchase through DBFOO 1283.97 512.66 3775.98 1571.50
Subtotal 4068.68 1570.41 6809.87 2740.29
Traders MTOA
PTC Balco 661.07 231.67
NVVN 2017.03 909.13
Simhapuri 380.74 202.24
Sub total 3058.84 1343.04
Additional provision included for increase in variable
cost expected due to increase in coal price and
clean environment cess for power purchased
through DBFOO basis @ 30 paise per unit 7.77 75.46
Purchase of 200 MW Power through M/s PTC Ltd
for the month of march 2017 on short term basis 146.02 49.73 363.04 123.65
Purchase of 100 MW Power contracted through M/s
PTC Ltd for the month of May 2016 29.30 9.25
Power Purchase from exchanges and through DSM 1060.61 488.44
Solar purchase from Kasargod solar park 37.35 21.36 207.5 118.69
Power Purchase from RGCCPP 15.23 309.29 302.56
Power Purchase from BSES 0 31.90 18.71
Sub Total Power Purchase 18288.25 7079.28 18518.59 7180.08
Renewable Energy Certificate Purchase 15.00
Transmission charges
CGS 359.97 410.20
Traders 104.74 111.98
RGCCPP 8.22 8.22
Transmission charges under the transmission
system associated with "North East-Northern/
Western Interconnector project 18.09 18.09
Sub total transmission charges 491.02 548.48
Total Generation and Power Purchase 24068.74 7637.74 25619.75 7728.57

9.21 The HT&EHT Association has submitted that, only the purchase of power
under Section-63 of the Electricity Act, 2003, as approved by the Commission,
should be considered while estimating the quantum of power purchase, and
the cost thereon. Shortfall, if any, should be considered as power purchase
from the power exchanges, at prevailing rates.

Analysis of the Commission

9.22 As discussed earlier, the failure of south-west monsoon will result in a
reduction in energy availability from hydel stations during the year 2016-17.
Expecting a normal monsoon, the Commission vide the suo motu notice dated
22-6-2016 had estimated the hydel availability at 7000 MU. However, as per
the revised estimate, the net hydel energy availability (after auxiliary
consumption) for the year 2016-17 is estimated at 4376.87 MU only, i.e., 2600
MU less than the original estimate. This shortfall in hydel availability has to be

met by procuring power from traders and short term market.
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9.23

As discussed earlier, the Commission estimates the net hydel energy
availability for the year 2016-17 at 4376.87 MU and for the year 2017-18 at
6473.62MU.The Commission has closely examined the source wise details of
power availability from CGS as estimated by KSEB Ltd for the years 2016-17
and 2017-18 and its cost. The Commission estimates the energy availability
from CGS for the year 2016-17 at 9734.10MU at a total cost of Rs 3203.32
crore at a weighted average rate of Rs 3.29/unit. The Commission does also
estimate the energy availability from CGS for the year 2017-18 at 11000.05
MU at a total cost of Rs 3755.97 crore at a weighted average rate of Rs
3.41/unit.

Cost of power purchase through traders/ IPPs

9.24

9.25

9.26

The Commission has examined the details of the power purchase through
IPPs for the years 2016-17 and 2017-18, which are given in Table 9.8 and
Table 9.9 above. The source of power purchase considered by KSEB Ltd
includes the 865 MW contracted by it for 25 years under two tenders on
DBFOO basis. However, the Commission has, vide the order dated 30-08-
2016 in petition OP No0.13/2015 initially approved only 300 MW out of 865 MW
contracted, i.e. 200 MW from M/s Jindal Power Ltd at the lowest rate of Rs
3.60 per unit in tender | and 100 MW from M/s Bharat Aluminium Ltd at the
lowest rate of Rs 4.29 per unit in tender Il. The approval of the balance
guantum 565MW out of 865MW,was not granted by the Commission for want
of clarification from Government of India and Government of Kerala on certain
issues, which were discussed in detail in the order dated 30-08-2016.
Subsequently, the State Government vide the order GO(Rt) No. 238/2016/PD
dated 02-12-2016, permitted KSEB Ltd to purchase 115MW power from M/s
Jhabua Power Ltd with effect from 01-12-2016 and communicated a copy of
the Government Order to the Commission for further action. The Commission
thereupon, vide the order dated 22-12-2016 in petition No. 1893/DD(T)/
Jhabua/ 2016/ KSERC in OP No. 13/2016 approved provisionally the
purchase of 115MW of power by KSEB Ltd from M/s Jhabua Power Ltd at the
rate of Rs 4.15/kWh as per the power purchase agreement dated 31-12-2014,
subject to the clearance from Government of India and subject to the final
decision of the Honbébble High Court

Hence, while approving the energy availability from traders/ IPPs for the years
2016-17 and 2017-18, the Commission has considered only the power
available from the 415MW as per the PPAs approved by the Commission out
of the total of 865 MW contracted by KSEB Ltd on DBFOO basis.

The energy availability from the approved sources including traders/
generators, for the year 2016-17 is detailed below.
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Table 9.11
Power purchase from approved sources for the year 2016-17

Capacity in MW
Date of Quantity (MU) Fixed Total
Open access commencement KSEB L charges amount in
Source Contracted received of supply Ex-bus periphery in crore crore
Maithon Power Ltd 150 140.25 Dec-16 1044.30 1010.18 165.52 374.38
122 MW from
June 2016 and
150 MW from
Maithon Power Ltd 150 Dec 16 Jun-16 817.10 790.40 112.19 275.60
DVC Mejia 100 94.75 Apr-16 705.51 683.99 116.20 278.47
DVC RTPS 50 46.75 Apr-16 309.58 300.14 58.10 129.30
165 MW from
June and 200
MW from Dec-
Jindal (DBFOO) 200 2016 Jun-16 1084.97 1026.49 281.26 369.54
From December
Jindal (DBFOO) 115 2016 onwards Dec-16 269.67 257.48 61.90 106.85
PTC Simhapuri(upto May 01.06.2015 to
2016) 300 300 31.05.2016 390.42 380.74 202.24
PTC BALCO( through Case | March 2014-Feb
bidding)(upto Feb 2017) 100 100 2017 683.40 661.07 231.67
NVVN ( through Case | March 2014-Feb
bidding)(upto Feb 2017) 300 297 2017 2085.16 2017.03 909.13
Short term contract through
PTC for the month of May
2016 100 16-May 30.05 29.30 9.25
Short term contract with M/s
PTC Ltd for the month of
March 2017 200 200 17-Mar 149.32 146.02 49.73
Total power purchase
through traders 7569.48 7302.84 2936.16

9.27 The energy availability from approved sources for the year 2017-18 is detailed below.

Table-9.12
Energy availability from approved sources for the year 2017-18

Contracted Quantity (MU) Charges (Rs crore)
o Date of
Source capacity in commencement KSEB L
MW Ex-bus Fixed Total
end
Maithon Power Ltd 150 Dec-16 1044.3 1010.18 165.52 374.38
Maithon Power Ltd 150 Apr-16 1044.3 1010.18 165.52 374.38
DVC Mejia 100 Jun-16 705.51 683.99 116.2 278.47
DVC RTPS 50 Apr-16 339.91 329.54 63.38 141.56
Power contracted through
DBFOO
Jindal (DBFOO) 200 Jun-16 1346.41 1273.84 349.03 | 458.5824
Jhabua (115 MW) 115 Dec-16 777.8 737.86 177.39 | 306.2119
Balco 100 Oct-16 335.08 321.17 104.38 | 137.7819
Sub Total 5593.31 5366.76 | 1141.42 | 2071.366
Short term contract with M/s
PTC Ltd for the month of April-
June2017 200 Mar-16 371.28 363.04 123.65
Total power purchase through
traders 5964.59 5729.8 | 1141.42 | 2195.016
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Discussion and decision on the issues relating to RGCCPP, Kayamkulam

9.28 Vide the suo motu notice dated 22-6-2016, the Commission had proposed not
to schedule power from RGCCPP Kayamkulam plant for the following
reasons,-

(1) Prohibitive cost of Naphtha,

(i) Availability of power at cheaper rates from the market,

(i)  Merit order dispatch system,

(iv)  Absence of commitment to supply cheaper power so that the bundled
rate of power would be within the limit for scheduling as per the merit
order dispatch.

(v) Absence of approval from the Commission for the impugned purchase
of power.

It is noticed that the fixed cost of the plant is seen to have been increased
from about Rs.221 crore per annum to Rs.301.16 crore per annum, in spite of
the fact that fixed cost to the tune of Rs.3850 crore has already been realized
by NTPC from KSEB Ltd over the previous contract periods . It is seen that
the entire loan has been repaid and depreciation to the tune of Rs.929 crore
has already been realized. In the past, when the power purchase agreements
were executed with RGCCPP, equivalent quantity of cheaper power from
other NTPC stations was made available to KSEB Ltd, with a view to
mitigating the adverse impact of meeting a huge amount towards the fixed
cost of the plant. As per the impugned agreement with RGCCPP no such
arrangement is seen incorporated. There is absolutely no benefit to KSEB Ltd
or the consumers of the State in executing a PPA with RGCCPP of NTPC,
only for payment of a very huge amount to the tune of Rs.300 core per annum
to the said plant. Therefore the Commission has not included any cost
towards the purchase of power from RGCCPP, Kayamkulam for the years
2016-17 and 2017-18. However, the KSEB Ltd vide the letter dated 26-7-2016
and vide the additional submission dated 08 -09-2016 has submitted that,

0] RGCCPP plant is being retained as a stand by unit for utilizing the
plant during contingencies.

(i) The Central Government has allocated 180 MW comparatively cheaper
power from N-TT FoWed Satioh.aTlhe poaed average cost
of generation from Talcher-Il and RGCCPP Kayamkulam is about Rs
4.52 per unit.

(i)  The Commission has considered the power scheduled from RGCCPP
Kayamkulam station while approving the ARR&ERC for the years
2013-14 and 2014-15.

(iv)  As per the first proviso to clause (d) of the sub regulation (2) of
Regulation-18 of the Tariff Regulations, 2014, being a Central
Generating Station and its tariff being approved by CERC, approval for
PPA is not required for RGCCPP Kayamkulam.
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9.29 The Commission has examined in detail, the submissions of the KSEB Ltd,
regarding continuance of PPA with RGCCPP, Kayamkulam in view of the
relevant statutory and regulatory provisions. The Commission has, vide letter
No 1007/F&T/Suo motu tariff revision 2016-17/ KSERC dated 04-11-2016,
intimated KSEB Ltd, the legal positions and the views of the Commission in
this regard. The relevant portions of the said letter are quoted hereunder,-

n

1)

2)

It is noticed from the letter No. KSEB/TRAC/ARR&ERC16-17/ Suo
motu/299 dated 26-7-2016 that, KSEB Ltd has extended the Power
Purchase Agreement ( PwGandhi wontbihed
Cycle Power Project (RGCCPP), at Kayamkulam, for a period of 12
years from 01-03-2013. In this regard it is informed that, KSEB Ltd
has not obtained approval from the Commission for the said PPA,
on the ground that, RGCCPP is a dedicated station to the State of
Kerala. A PPA existed between M/s NTPC and KSEB Ltd regarding
purchase of power from the said plant, which provided for the
payment of fixed charges along with cost of fuel for generation.
KSEB Ltd has stated that it is reserving the plant as a standby
generation capacity to be operated during extreme emergencies.
The Central Government has allocated 180 MW comparatively
cheaper power f r o-linponer faflando pdoh with
RGCCPP Kayamkulam. The average cost of generation from
Talcher-Il power station at the State periphery is about Rs 2.34 per
unit. The pooled average cost of generation from Talcher-Il and
RGCCPP Kayamkulam is about Rs 4.52 per unit. KSEB Ltd has
further submitted that the approval of PPA by the Commission is
not necessary in the case of power purchase from RGCCPP,
Kayamkulam in view of the proviso to clause (d) of sub-regulation
(2) of regulation 18 of the Kerala State Electricity Regulatory
Commission (Terms and Conditions for Determination of Tariff)
Regulations, 2014 (hereinafter referred to as Tariff Regulations,
2014).

In this regard it is pointed out that,-

0] The determination of tariff under Sections 62 and 64 as per
the regulations issued under Section 61 of the Electricity Act,
2003, and the adoption of the tariff discovered in a tender
process as per the guidelines issued by the Government of
India under Section 63 of the Act, are different and
independent from the approval of PPA under Section 86 of
the Act read with regulation 78 of the Tariff Regulations,
2014.

NTPCOs

her
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3)

4)

5)

(i) The impugned PPA is reported to have been executed to
extend the power purchase from RGCCPP with effect from
01.03.2013. The Tariff Regulations, 2014, came into effect
on 14.11.2014. Therefore on 01.03.2013, the date of
extension of PPA, the said regulation was not in force and
therefore KSEB Ltd cannot justify its lapses in not having
obtained the approval of the impugned PPA from the
Commission, citing the provisions in Tariff Regulations, 2014.

(i)  Condition 20 in Part Il in the Conditions of Licence in
KSERC (Conditions of Licence for Existing Distribution
Licensees) Regulations, 2006, read with Section 86 of the
Act is applicable to any power purchase done by KSEB Ltd.

For determining tariff of electricity from a generating station, the
Central Electricity Regulatory Commission (CERC) or the State
Electricity Regulatory Commission (SERC) has to consider the
reasonable expenses incurred by the generating company for the
capital expenditure, interest on capital liabilities, depreciation,
employee cost, R&M expenditure, administration and general
expenses, interest on working capital and return on equity (ROE).
These expenses relate only to the generating company and the
tariff should be fixed based on the application submitted by the
generating company so as to ensure recovery of all the reasonable
expenses incurred by the said generating company.

While approving PPA entered into by a Distribution Licensee, the
SERC has to consider mainly the following factors.

0] The power and energy demand of the licensee in long,
medium and short durations.

(i) The power and energy available with the licensee in
corresponding long, medium and short durations.

(i)  The deficit in power and energy in long, medium and short
durations.

(iv)  The availability of power and energy for purchase in long,
medium and short durations.

(V) Comparative rates of the electricity at the State periphery,
which are available for purchase in long, medium and short
durations.

(vi)  Impact of the power purchase on the tariff applicable to the
consumers.

The submission of KSEB Ltd, regarding continuance of PPA with
RGCCPP, Kayamkulam has to be examined in view of the relevant
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(ii)

statutory and regulatory provisions. The legal positions relating to
the determination of tariff and the approval of PPA are explained
below.

Tariff has to be either determined as per Section 62 and Section 64
or adopted under Section 63 of the Act. CERC can determine tariff
of generating companies and transmission licensees coming under
its jurisdiction. In this regard, it should be specifically noted that, in
exercise of its powers under Section 62 and Section 64 of the Act,
the SERCs do also have powers to determine the tariff of
generating companies and transmission licensees coming under
their exclusive jurisdictions. There is no distribution licensee under
the CERC and therefore the CERC has no function or power to
determine distribution tariff or to approve PPA executed by a
distribution licensee. Approval of PPA for the purchase of power by
the distribution licensee can be done only by the SERCs in exercise
of their power under clauses (a) and (b) of sub-section (1) of
Section 86 of the Act, which are quoted hereunder:-

"86. State Commission.- (1) The State Commission  shall
discharge the following functions, namely: -
(a) determine  the tariff for generation, supply, transmission
and wheeling of electricity, wholesale, bulk or retail, as the case
may be, within the State:

Providing that where open access has been permitted to a

category  of consumers under section 42, the State
Commission shall determine only the wheeling charges and
surcharge thereon, if any, for the said category of
consumers;

(b) regulate electricity purchase and procurement process
of distribution licensees including the price at which electricity
shall be procured from the generating companies or
licensees or from other sources through agreements for
purchase of power for distribution and supply within the State"

Regulation 18, is a regulation in Chapter IV i6 Pr oced
Determination of Tariffd and i
of generation tariff. The said regulation is quoted hereunder:-

inl8. Determinati on f.déf(1) The Ge@nmission
shall determine the tariff for supply of electricity by the generating
business/company to the distribution business/licensee, in
accordance with the terms and conditions contained in chapter VI of
these Regulations.

(2)In the case of existing generating stations,-

(&) where the Commission has, at any time prior to the date of
coming into effect of these Regulations, approved a power
purchase agreement or arrangement between a generating
business/company and a distribution business/licensee or has
adopted the tariff contained therein for supply of electricity from an
existing generating unit/station, the tariff for supply of electricity by

ur e for
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the generating  business/company to the  distribution
business/licensee shall be in accordance with such arrangement for
such period as approved or adopted by the Commission or the tariff
mentioned in such power purchase agreement, as the case may be;
(b)where, as on the date of coming into effect of these Regulations,
the power purchase agreement or arrangement between a
generating business/company and a distribution business/licensee
for supply of electricity from an existing generating station has not
been approved by the Commission or the tariff contained therein
has not been adopted by the Commission under Section 63 of the
Act or where there is no power purchase agreement or
arrangement, the supply of electricity by such generating
business/company to such distribution business/licensee after the
date of coming into effect of these Regulations, shall be in
accordance with the power purchase agreement or arrangement to
be approved by the Commission:

(c)an application for approval of such power purchase agreement or
arrangement shall be made by the distribution business/licensee to
the Commission within a period of three months from the date of
notification of these Regulations:

(d)Provided that such approval shall not be required in the case of
purchase of power based on central allocation of generation
capacity of central generating stations to the State or in the case of
purchase of power from generating stations/units at tariffs approved
by the Central Electricity Regulatory Commission though not under
central allocation of generation capacity to the State or in the case
of purchase of power from generating stations/units at tariffs
approved by other State Electricity Regulatory Commissions.

(3)In the case of new generating stations the tariff for the supply of
electricity by a generating business/company to the distribution
business/licensee from a new generating unit/station shall be in
accordance with the power purchase agreement or arrangement
approved by the Commission.

(4) In the case of the generating stations owned by the licensee,-
(a)where the distribution business/licensee also undertakes the
business of generation of electricity, the transfer price at which
electricity is supplied by the generation business of the distribution
licensee to its retail supply business shall be determined by the
Commission:

(b)the distribution business/licensee shall maintain separate
accounts and records for the generation business and shall
maintain an allocation statement so as to enable the Commission to
clearly identify the direct and indirect costs relating to such business
and capital employed in such business:

Provided that the application for approval of aggregate revenue
requirement and truing up shall be with reference to figures
approved by the Commission for the previous financial year.

(c)the distribution business/licensee shall submit, along with the
separate application for determination of tariff for retail supply of
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electricity, the information required under chapter VI of these
Regul ations relating to its generation

It can be seen that sub-regulation (1) of regulation 18 empowers the
Commission to determine the tariff for supply of electricity by a
generating company. Sub-regulation (2) specifies how the tariff of
existing generating stations should be determined. As per clause (a)
of sub-regulation (2), the tariff for supply of electricity by a generating
company to distribution licensee as per the PPA approved by the
Commission shall be the one as per the said PPA for such period as
approved by the Commission. As per clause (b), if such PPA has not
been approved by the Commission or a tariff has not been adopted
by the Commission under Section 63 of Electricity Act, 2003, the
supply of electricity by such generating company to the distribution
licensee after the date of coming into force of these regulations, shall
be as per the PPA to be approved by the Commission. Clause (c)
specifies that application for approval of tariff as per clause (b) shall
be submitted within 3 months from the date of notification of the Tariff
Regulations, 2014. As per clause (d) the power supply for which
approval of tariff has been sought for from the Commission, as per
clause (c) shall be allowed to continue till a decision is taken by the
Commission on the application submitted under clause (c). The
proviso to clause (d) stipulates that such approval as stipulated in
clause (d) is not required if tariff is approved by CERC or by any other
SERC. The whole regulation is regarding determination of tariff
under Section 62 and Section 64by the Commission. Further proviso
to clause (d) of sub-regulation (2) of regulation 18 is applicable only
to clause (d). It does not deal with approval of power purchase which
has to be done by the State Commission in exercise of the powers
conferred under Section 86 of the Act. Thus it can be seen that
Regulation-18 of the Tariff Regulation, 2014, specifies the methods
for determination of tariff in the case of new generating stations and
in the case of existing generating stations which supply electricity to
the distribution licensees. The existing generating stations are further
subdivided into (1) those which are supplying electricity in
accordance with a PPA approved by the Commission and (2) those
which are supplying electricity without a PPA approved by the
Commission. The provisions in regulation 18 give the step-wise
procedures for determination of generation tariff in such cases.
KSEB Ltd has submitted that the approval of PPA by the Commission
is not necessary in the case of power purchase from RGCCPP,
Kayamkulam in view of the proviso to clause (d) of sub-regulation (2)
of regulation 18 of the Tariff Regulations, 2014. In this regard it is
pointed out that there is absolutely no provision in regulation 18 of the
Tariff Regulations, 2014 which obviates the necessity for the approval
by the Commission, of the PPA entered into by a distribution
licensee.
6) Sub-section (4) of Section 86 of the Act stipulates as follows,-
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7

In discharge of its functions the State Commission shall be
guided by the National Electricity Policy, National Electricity Plan and
tariff policy published under section 3.

Further, attention is drawn to sub-clause (c) under clause 5.11 of the
National Tariff Policy-2016, wherein it has been stipulated that,

0 @énefit of reduced tariff after the assets have been fully depreciated
shouldremainavalabl e t o the consumer so.
Tariff Policy, 2006, does also contain similar provision. Clause (5) of
regulation 19 of the Tariff Regulations, 2006 does also stipulate that
benefit of reduced tariff after the assets have been fully depreciated
should remain available to the consumers.  Therefore while
determining tariff under Section 62 and 64 of the Act and while
approving PPA entered into by the distribution licensees, the
Commission has to implement the above statutory and policy
directives.

Approval of PPA by the Commission has to be done in accordance
with Regulation 78 of the Tariff Regulations, 2014 which is quoted
hereunder.

"78. Approval of power purchase agreement/arrangement. i (1)
Every agreement or arrangement for procurement of power by the
distribution business/licensee from the generating
business/company or licensee or from other source of supply
entered into after the date of coming into effect of these Regulations
shall come into effect only with the approval of the Commission:

Provided that the approval of the Commission shall be
required in accordance with this regulation in respect of any
agreement or arrangement for power procurement by the
distribution business/licensee from the generating
business/company or licensee or from any other source of supply
on a standby basis:

Provided further that the approval of the Commission shall
also be required in accordance with this regulation for any change
to an existing agreement or arrangement for power procurement,
whether or not such existing agreement or arrangement was
approved by the Commission.

(2)  The Commission shall examine an application for approval of

power purchase agreement/arrangement having regard to the
approved power procurement plan of the distribution
business/licensee and the following factors:-

(a) requirement of power under the approved power procurement
plan;

(b) adherence to a transparent process of bidding in accordance
with guidelines issued by the Central Government under Section 63
of the Act;

(c) adherence to the terms and conditions for determination of
tariff specified under chapter VI of these Regulations where the
process specified in clause (b) above has not been adopted;
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8)

(d) availability (or expected availability) of capacity in the intra-
State transmission system for evacuation and supply of power
procured under the agreement/arrangement; and

(e) need to promote co-generation and generation of electricity
from renewable sources of energy.

(3) Where the terms and conditions specified under chapter VI of
these Regulations are proposed to be adopted, the approval of the
power purchase agreement/arrangement between the generating
business/company and the distribution business/licensee for supply
of electricity from a new generating station may comprise of the
following two steps, at the discretion of the applicant:-

(a) approval of a provisional tariff, on the basis of an application
made to the Commission at any time prior to the application made
under clause (b) below; and

(b) approval of the final tariff, on the basis of an application made
not later than three months from the cut-off date."

In this regard , attention is also invited to condition 20 in Part Il in
the Conditions of Licence in the KSERC (Conditions of Licence for
Existing Distribution Licensees) Regulations, 2006, which is quoted
hereunder,-

"20. Power Procurement Procedure.-(1) The Licensee shall
prepare and submit to the Commission its power purchase plan
consisting of plans for own generation and power purchase
consistent with load forecast. The licensee while preparing the plan
shall;

i. state planning margin or margins adopted by the licensee for the
purpose of preparing the power purchase plan and set out the
methodology and calculations used in arriving at such margin or
margins;

ii. refer to data and assumptions for demand forecasts (including
insofar as relevant to those relating to diversity of demand, own
generation, arrangement for trading, demand of all consumers
including open access consumers, load management, if any);

(2) The Licensee shall not purchase electrical power and/or energy
without an authorization granted by the Commission except for
emergent short duration purchases for less than 1 month.

(3) The Licensee shall in all circumstances purchase electrical
power and/or energy in an economical and efficient manner under a
transparent procurement process as approved by the Commission
and following the guidelines issued by the Commission from time to
time relating to preparation of load forecasts, power procurement
plan and power procurement procedure. However purchase of
power from Non Conventional energy sources shall be made within
the percentage fixed by the Commission from time to time.
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(4) An authorization required under this condition shall be granted
when the Licensee has demonstrated to the Commission's satisfaction
that:

(a) electrical power and/or energy is necessary to meet the
Licensee's service obligations and is consistent with the
approved load forecast and power purchase plan;

(b) the Licensee has examined the economic, technical, system and
environmental aspects of commercially viable alternatives to the
proposals for purchasing electrical power and/or energy
(including arrangements for reducing the level of demand) and
such examination has been carried out in a manner approved by
the Commission;

(c) The Commission may within 90 days grant authorization or may
reject the application of the Licensee recording its reasons in
writing. If the Commission does not grant or reject the application
in writing within 90 days, then such permission shall be deemed
to have been granted.

(5) In all circumstances the Licensee shall purchase electrical power
and/or energy in a manner

(a) which is in compliance with the State Grid Code;

(b) the details of contracts entered into for power/energy purchases

are furnished to the Commission within one month from the
conclusion of such contracts.”

9) From the statutory and regulatory provisions explained above one
can conclude that the determination of tariff for electricity from a
generating company and the approval of PPA for a distribution
licensee are totally different functions with different objectives. The
approval of PPA is absolutely necessary for safeguarding the
interest of consumers and to ensure transparency which is
envisaged in the Preamble of the Act and stipulated in sub-section
(3) of Section 86 of the Act.
10) From the information available with the Commission, KSEB Ltd has already
paid the following amounts to RGCCPP, Kayamkulam of NTPC Ltd.
Details of amount paid by KSEB Ltd to RGCCPP, Kayamkulam
Fixed Cost :
Energy paid by Variable Other Total Remarks
Year scheduled cost claims
KSEB
(MU) (Rs. Cr) (Rs.Cr) (Rs. Cr) | Rs.Cr
1998-99 243.17 62.12 57.87 8.73 128.72
1999-00 1171.69 129.89 377.16 25.61 532.66
2000-01 1904.38 225.46 571.93 36.06 833.45
2001-02 1280.13 218.16 344.62 28.55 591.33
2002-03 1857.53 209.44 500.01 28.34 737.79
2003-04 1034.75 196.33 273.22 35.38 504.93
2004-05 54.25 104.27 17.21 36.06 157.54 | Amount paid are
2005-06 0 103.98 0 36.09 140.07 | 50% of the EC
2006-07 0 102.93 0 102.93 | claimed by NTPC
2007-08 453.28 106.48 346.2 452.68 | and the balance
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Energy E:’;Zdbyc/: st Variable Other Total Remarks
Year scheduled KSEB cost claims
(MU) (Rs. Cr) (Rs.Cr) (Rs.Cr) | Rs.Cr
2008-09 949.49 93.89 637.34 731.23 | 50% of the FC
2009-10 1153.90 129.56 748.57 5.693 | 883.82 | shared by TNEB
2010-11 1008.23 132.11 776.86 3.395 912.37
2011-12 486.36 220.78 351.86 13.504 586.14
2012-13 1517.59 215.77 1724.68 1940.45
2013-14 947.15 221.12 1148.6 1369.72
2014-15 798.81 284.74 976.14 1260.88
2015-16 138.90 288.93 105.57 394.50
Total 14999.61 3045.96 8957.84 | 257.412 | 12261.21

During the 7 years from 2004-05 to 2010-11, the capacity of RGCCPP
Kayamkulam and the fixed charge thereon, were shared by KSEB and
TNEB equally. During the said period TNEB has paid 50% of the fixed
charges as indicated below:-

11)

Breakup of the components of fixed cost claimed by NTPC for RGCCPP- Kayamkulam

Fixed Cost paid by
Year TNEB(Rs. Cr) Remarks
2004-05 104.27
2005-06 103.98 Amount paid are
2006-07 102.93 50% of the FC
2007-08 106.48 | (jaimed by NTPC
2008-09 93.89 | and the balance
2009-10 129.56 | 50% of the FC
2010-11 132.11 | shared by TNEB
Total 773.22

The breakup of the fixed cost claimed by NTPC for RGCCPP Kayamkulam is

detailed below.

Interest on | Interest on I Return on | Operation &
Year loan working capital Depreciation equity Maintenance exp Total

(Rs.Cr) (Rs.Cr) (Rs.Cr) (Rs.Cr) (Rs.Cr) (Rs.Cr)
1998-99 21.72 6.21 22.48 11.71 62.12
1999-00 30.92 15.13 34.61 32.33 16.90 129.89
2000-01 46.34 19.72 77.63 52.98 28.79 225.46
2001-02 38.96 28.49 65.64 54.01 31.06 218.16
2002-03 28.53 28.34 65.64 54.01 32.92 209.44
2003-04 13.57 28.22 65.64 54.01 34.89 196.33
2004-05 32.78 27.80 70.19 49.73 28.05 208.54
2005-06 27.94 27.89 73.24 49.73 29.16 207.96
2006-07 22.95 27.96 74.88 49.73 30.35 205.86
2007-08 19.56 28.35 82.00 51.52 31.54 212.96
2008-09 17.60 27.98 56.61 52.80 32.79 187.77
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Interest on | Interest on . Return on | Operation &
Year loan working capital Depreciation equity Maintenance exp Total

(Rs.Cr) (Rs.Cr) (Rs.Cr) (Rs.Cr) (Rs.Cr) (Rs.Cr)
2009-10 8.99 48.12 61.77 87.02 53.22 259.12
2010-11 5.16 48.24 61.94 86.04 56.27 257.65
2011-12 2.88 48.51 62.06 85.06 59.47 257.98
2012-13 0.95 47.69 19.18 85.06 62.89 215.77
2013-14 0.32 47.97 19.27 87.08 66.49 221.12
2014-15 0.00 139.86 19.32 72.77 52.80 284.74
2015-16 0.00 140.33 19.36 73.14 56.11 288.93
Total 319.16 786.79 928.97 1099.47 715.41 | 3849.80

12)

The facts explained above can be summarised as follows:,-

(i)

(ii)

(iii)

(iv)
v)

(vi)

(Vi)

The impugned PPA with respect to the purchase of power from
RGCCPP has been extended for 12 years from 01.03.2013 at an
increased annual fixed cost.

During the 15 years from 1998-99 to 2012-13 KSEB Ltd has paid
to NTPC Ltd, an amount of Rs. 3045.96 crore towards fixed
charges of RGCCPP.

During the 7 years from 2004-05 to 2010-11 TNEB has paid to
NTPC Ltd, an amount of Rs. 773.22 crore towards fixed charges
of RGCCPP.

The total amount of fixed cost realized by NTPC Ltd during the
period of 15 years from 1998-99 to 2012-13 is Rs.3849.80 crore.
Out of the total amount of Rs.3849.80 crore realized by NTPC
Ltd as fixed charge of RGCCPP, Rs.319.16 crore is towards
interest on capital liabilities.

Out of the total amount of Rs.3849.80 crore realized by NTPC
Ltd as fixed charge of RGCCPP, Rs.928.97 crore is towards
depreciation.

Out of the total amount of Rs.3849.80 crore realized by NTPC
Ltd as fixed charge of RGCCPP, Rs.1099.47 crore is towards
Return on Equity.

(viii) The total energy availed from RGCCPP during the last 18 years

is only 14999.91 MU which works out to an average PLF of 26%

Thus it can be seen that NTPC has claimed and KSEB has paid
depreciation at an accelerated average rate of Rs.62.80 crore per annum
for 13 years. The principal and interest of the capital liabilities relating to
the plant were fully repaid. In view of the sub-clause (c) in clause 5.11 of
the Tariff Policy, 2016 and similar provisions in the Tariff Policy, 2006, the
fixed charge of the RGCCPP should have come down considerably. On
the contrary, to add fuel to fire, the fixed cost claimed by NTPC is seen to
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have been increased from Rs 221.12 crore per annum during the year
2013-14 to Rs 284.74 crore during the year 2014-15.

13)

14)

During the year 2014-15 and 2015-16 the amounts claimed
towards the interest on working capital are Rs.139.86 crore and
Rs.140.33 crore respectively. The main element of interest on
working capital is the interest incurred on cost of fuel which has to
be kept as a reserve. During the last 18 years from 1998-99 to
2015-16, the plant has generated only 14999.91 MU of electricity,
at an average plant load factor of 26%. This is because the fuel
naphtha has been prohibitively costly. Therefore KSEB used to
schedule power from RGCCPP only sparingly whenever there is
an absolutely unavoidable emergency. For this purpose RGCCPP
has been actually keeping only a relatively small quantum of
naphtha. When KSEB Ltd and its consumers are reeling under
financial stresses and strains, there is absolutely no justification in
paying interest on working capital on a notional quantity of fuel as
per the general norms fixed by CERC for thermal plants. Since
naphtha is prohibitively costly power is seldom scheduled from
RGCCPP and hence the fuel stock also has been considerably
reduced. In view of the fact that NTPC had invested huge amounts
for the construction of RGCCPP exclusively for Kerala State, KSEB
Ltd has fully complied with its contractual obligation by paying a
very huge amount of Rs.3045.96 crore as fixed cost, without
actually availing commensurate benefit there from. Therefore the
Commission is of the view that the claim of NTPC for an enhanced
fixed charge, even after the period of accelerated depreciation of
the plant and after fully repaying the capital liabilities, is not in tune
with the Tariff Policy and the Tariff Regulations.

The Commission is of the view that if NTPC has claimed interest
on working capital without actually incurring it, it would amount to
undue enrichment and hence an unethical business practice,
especially in view of the fact that KSEB Ltd has paid Rs.1099.47
crore towards return on equity, only to meet the contractual
obligation, without availing commensurate benefit there from.
Further the Hon'ble APTEL in its judgment dated 18.02.2014 in
Appeal No. 27/2013 has held that the action of Punjab State
Electricity Regulatory Commission in not having allowed Income
Tax on RoE to the Punjab State Transmission Corporation Ltd, is
perfectly just and legal on the ground that the Punjab State
Transmission Corporation Ltd, being a loss making company, had
not actually paid Income Tax. From the above decision of the
Hon'ble APTEL it can easily be seen that the generating company
or licensee cannot claim the benefit of any expense, unless it has
actually incurred such expense.
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15)

16)

17)

18)

It is true that, KSEB Ltd is getting special allocation of cheaper
power to the tune of 180MW from Talcher-Il power station of NTPC
@Rs 2.37 per unit. Even after such allocation of cheaper power,
the average rate of bundled power would works out to Rs 4.60/unit,
which will not come under the merit order since the average rate of
power derived through competitive bidding route is around Rs 4.00
per unit.

In respect of the special allocation of cheaper power, the
Commission would like to invite the attention of KSEB Ltd as well
as of the Government that Government of India as well as NTPC
were fully considerate and sympathetic towards the energy
problems and financial problems of KSEB due to the prohibitive
cost of naphtha. It was with their co-operation, the strategy for
sharing 50% of the capacity with TNEB was implemented.
Government of India and NTPC had graciously granted a special
allocation of 180 MW of cheaper power to KSEB and to TNEB to
mitigate their financial burden. When TNEB withdrew from this
arrangement from 2011-12, KSEB had started taking the full
burden of the fixed charge of RGCCPP. As a natural consequence
the 180 MW of cheaper power which was allotted TNEB, had been
re-allocated to KSEB. When the PPA was renewed for a period of
12 years from 01.03.2013, KSEB Ltd is not seen to have insisted
on and obtained 360 MW of cheaper power from other Thermal
Power Stations of NTPC. The Commission is of the view that even
now, NTPC Ltd which is the largest generating company with the
Maharatna stature and the Government of India would be
magnanimous to extend such co-operation if the issues are
presented properly before them.

In this regard the Commission would also like to point out that
there is another naphtha based 159 MW plant owned by BSES
Kerala Power Ltd, which was installed exclusively for Kerala,
based on the tenders invited by Government of Kerala. After the
period of PPA, KSEB Ltd has rightly declined to extend the PPA,
though M/s BKPL has offered to reduce the fixed charge of the
plant to Rs.37.74 crore per annum. It may please be seen that the
fixed charges now being claimed by NTPC Ltd and being paid by
KSEB Ltd are many fold higher than the fixed charge offered by
BKPL. The only factor which would justify continuance of PPA with
RGCCPP is allocation of 360 MW of cheaper power.

It was in view of the legal provisions, facts and circumstance
explained above, the Commission is constrained to exclude the
fixed cost of the RGCCPP Kayamkulam of NTPC from the ARR of
KSEB Ltd, for the purpose of tariff determination. The Commission
would strongly advise KSEB Ltd to present the above facts with all
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9.30

supporting details to NTPC Ltd and to Government of India so that
a viable solution can be worked out by minimizing the fixed cost of
RGCCPP and by allotting additional cheaper power to mitigate the
problems faced by KSEB Ltd and its consumers. If no tangible
results come out of the discussions with NTPC Ltd and
Government of India, the matter has to be submitted before the

Honodébl e CERC and t he Hon' bl e APTEL

Such actions are absolutely necessary to safeguard the interests of
the consumers and of KSEB Ltd. The Commission would like to
kept updated the result of the action taken by KSEB Ltd in this
regard. o

The Commission has, after careful consideration of all the relevant facts
before it, communicated its view that the grounds raised by KSEB Ltd as
stated in paragraph 9.28, are not valid and sufficient to justify continuance of
PPA with RGCCPP for the following reasons,-

() In view of the fact that the total generating capacity of the country has
exceeded 3 lakh MW as against the total peak demand of only about 1.6
lakh MW and that power is available at cheaper rates in the open market,
there is no justifiable reason to maintain the RGCCPP as a stand by unit.

(i) Sufficient cheaper power is not seen allotted on a firm basis so that the
rate of bundled power would be within the limits for scheduling under merit
order dispatch system.

(i) The market conditions relating to availability and rate of power have
changed from those prevalent during 2013-14 and 2014-15 and therefore
the decisions taken by the Commission while approving the tariff for 2013-
14 and 2014-15 cannot be cited to the disadvantage of the licensee and its
consumers.

(iv) The legal positions relating to the tariff determination by CERC and the
approval of PPA by SERC have been explained in the letter of the
Commission dated 04-11-2016.

In letter No. KSEB/TRAC/Power purchase/2016-17 dated 23-1-2017, the CMD of
KSEB Ltd has submitted the following facts for the consideration and appropriate
orders of the Commission.

A

1. KSEB has entered into a Power Purchase Agreement with

M/s.NTPC on 6-1-1995 for purchase of entire power from the

Rajiv Gandhi Combined Cycle Power Project (RGCCPP), at

Kayamkulam, owned and operated by NTPC with an installed

capacity of 359.58 MW. The plant is envisaged as a dedicated
station to Kerala.

2. The term of the agreement was initially for 5 years from the date
of commercial operation (CoD). The PPA with M/s.NTPC was
extended as per mutual agreement between both the parties till
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28-2-2013. Subsequently, KSEB entered into a supplementary
PPA with M/s.NTPC on 15-2-2013, for extending the validity of
the PPA for a further period of 12 years from 1-3-2013.

. Considering the high variable cost of the plant, MoP has allocated

180MW cheaper power fill pomer Malidch@06s Tal c he
pool with RGCCPP, Kayamkulam. The average cost of

generation from Talcher T Il power station at the State periphery is

about Rs.2.34 per unit. The pooled cost of power from Talcher-II

and RGCCPP, Kayamkulam is about Rs.4.52 per unit.

KSEB LTD is reserving RGCCPP plant as a stand-by one to be

operated during extreme emergencies like failure to obtain power

from external sources due to corridor constraints etc. KSEB LTD

is retaining the plant by paying fixed cost and schedule the same

at extreme emergenci es. |t i s al so |
Commission, as per order on ARR & ERC for the years 2013-14

and 2014-15 had duly considered all these facts and was pleased

to allow scheduling and payment of charges to RGCCPP for

these years.

. Being a Central Generating Station, the Annual Fixed Cost of

RGCCPP, Kayamkul am is being approved by Hc
per the tariff norms i1issued by Hondobl
petition filed for the period 2014-19 had raised a huge increase in

Annual Fixed Cost for the tariff period 2014-19. The huge

increase in AFC claimed for the tariff period 2014-19 compared to

previous tariff period was mainly attributed due to increase in

wor king capital, claimed as per the teé
CERC vide the CERC (Terms and Conditions of
Tariff)Regulations, 2014.

. Asperthe tari ff norms iissued by Honobl €
period 2014-19 , the working capital is computed based on the

price of fuel for the 3 months prior to the start of the tariff period

2014-19, i.e. the price of fuel for the months January 2014,

February 2014 and March 2014 are considered for computation of

working capital for the entire tariff period 2014-19.

. In the case of RGCCPP plant, about 45% of the Annual Fixed

Cost is constituted by the 6l nterest o
of AFC. This excessive increase in working capital is attributed

due to the excessive price of Naphtha that prevailed during the

months of January2014, February 2014 and March 2014, which

was of the order of Rs.70,948/MT.

. KSEBLTDhad duly appraised Homdthel e CERC i
claim of high working capital for a rarely scheduled plant like
RGCCPP, pointing out the subsequent drastic reduction in naptha
price. KSEBLTDhad al so prayed before Hondbl e
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the AFC of the plant taking into due consideration the concerns
and submissions made by KSEB LTD in this matter.

9. However, the concerns raised by KSEB LTD were not taken into
consideration by Hondéble CERC- whil e i s
10-2016. As per the order of CERC, there is an excessive
increase in Annual Fixed Cost (AFC) commitments for the tariff
period from 1st April-2014 to 31st March 2019. The annual fixed
cost approved by CERC for the tariff period 2014-19 as per the
order is tabulated below.

2014-15 2015- 2016-17 2017-18 2018-19
(Rs.Cr.) (Rs.Cr) (Rs.Cr) (Rs.Cr) (Rs.Cr)
284.74 288.93 292.51 296.69 301.17

The average annual Fixed Cost of RGCCPP plant for the tariff
period 2014-19 comes to around Rs.292.81 Crore.

10t is submitted that since the tariff
for- RGCCPP is in I|line with the regul ati
CERC for determining the tariff of Central Generating Stations for
the tariff period 2014-19, there is no scope for challenging the
same before higher judicial forums.

11.As rightl y obs€mmisesibn ib the shoomoid bafiff
revision notices, the age of the RGCCPP plant is nearing its
useful life and depreciation claims are almost over. Further, the
principal and interest of the capital liabilities relating to the plant
were fully repaid. In view of the fact that the interest and principal
repayment obligations of the plant are over and the asset is
almost fully depreciated, the fixed charge of the RGCCPP should
have come down considerably and the benefit of reduced tariff of
the plant shall be available for the beneficiaries and consumers.
However, on the contrary, the AFC of the RGCCPP is found to
have increased for the tariff period 2014-19.

12.However, since there exist a PPA, valid till 2025 with NTPC, for
procuring power from the project, KSEB LTD is bound by this
PPA to pay charges towards NTPC as per the tariff orders of
Hondobl e CERC. Thi s PPA executed can
unilaterally by KSEB LTD . Further, NTPC has every right to claim
higher AFC as per the orders of CERC and draw the amount
from the account of KSEB LTD through the Letter of Credit which
is in operation as per the payment security mechanism approved
by RBI, Government of Kerala and KSEB LTD.
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9.31

13.Under these circumstances, disallowance of fixed cost of
RGCCPP, Kayamkulam in the ARR of KSEB LTD will result in
huge financial crisis for KSEB LTD as KSEB LTD is bound by the
PPA terms to pay the amount approved by CERC to NTPC and
NTPC is empowered to draw the amount by operationalizing the
LC.

14.Considering all the above facts and circumstances, and also the
provisions under sub-clause (c) under clause 5.11 of the National
Tariff Policy-2016 , that the benefit of reduced tariff after the
assets have been fully depreciated should remain available to the

consumers, it is humbly request ed t h a&ommissibon 6 b |

may kindly approve the appropriate quantum of annual fixed
charges of RGCCPP, Kayamkulam that can be allowed to be
recovered from the consumers through tariff while approving the
ARR of KSEB LTD for the years 2016-17 and 2017-18.

15.1t is additionally submitted that in compliance with the direction of
H o n 0 Gommission vide the letter dated 4-11-2016, efforts are
taken by KSEB LTD to arrive at a mutually agreed lower AFC for
the plant through discussions with officials of NTPC. KSEB LTD
has already requested Government of Kerala vide letter dated 21-
11-2016, to approach Ministry of Power for allocation of additional
power from Talcher-1l station or other cheaper stations of NTPC
for pooling with power from RGCCPP, Kayamkulam to keep the
bundled price of RGCCPP power low.

It I's earnestl y ag@gneiasioe mhay kirdlg t

consider the facts and submissions made above and an
appropriate decision may kindly

In this regard it has to be specifically noted that the normative rates fixed by
the Hondble CERC are only the upper
free to negotiate and re-fix the fixed cost at the lowest possible level
considering the financial problems faced by KSEB Ltd and the consequent
adverse impacts on the consumers of the State. Regulation 47 of CERC
(Terms and Conditions of Tariff) Regulations, 2014, is quoted hereunder,-

e

Honob

be

t

ei

na7. Norms to be ceiling nor ms: Nor ms

are the ceiling norms and shall not preclude the generating company or
the transmission licensee, as the case may be, and the beneficiaries
and the long-term transmission customers /DICs from agreeing to the
improved norms and in case the improved norms are agreed to, such
improvednor ms s hal | be applicable for

Further regulation 48 of the said CERC regulations does also provide for
deviations from norms. The Commission anticipates that NTPC Ltd, being a
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9.32

9.33

Maharatna Company in central public sector, would easily appreciate the
above facts and workout a symbiotic solution which would foster the interests
of the consumers, the KSEB Ltd and the NTPC Ltd. The Commission has duly
considered all the above facts. However, considering the interests of the
consumers in the State, the Commission is not inclined to approve any fixed
cost commitment for RGCCPP Kayamkulam in the ARR for the years 2016-17
and 2017-18, until documentary evidences are produced to substantiate that
sufficient cheaper power has been allotted till the expiry of the renewed PPA
so that the rate of bundled power is within the limit for scheduling under merit
order dispatch system.

The validity of the PPA entered into between M/s BSES Kerala Power Ltd
(BKPL) and KSEB Ltd expired on 31 October-2015. KSEB Ltd vide their
submission dated has made a provision of Rs.31.90 crore and Rs.18.71 crore
respectively as fixed cost commitments for the years 2016-17 and 2017-
18.The Commission, in the estimation of availability of power vide the suo
motu proceedings, has not included anypower from BKPL. Further the
Commission has, as per its order dated 26-10-2016 in OP No 34 of 2015,
declined the request of M/s BKPL to extend the validity of the PPA. Therefore
the Commission does not propose to approve any fixed cost commitment for
BKPL as claimed by KSEB Ltd. Further, in the present context, there is no
requirement to schedule naphtha based power at prohibitive rates from BKPL
for meeting the energy requirement of the State.

The Commission vide the suo motu notice dated 22-6-2016 has estimated
the energy availability from wind and small hydro and other IPPs as 142.00
MU at a total cost of Rs 45.87 crore @ Rs 3.24 per unit for the years 2016-17
and 2017-18. Vide the comments on the suo motu proceedings dated 26-7-
2016, KSEB Ltd has re-estimated the energy availability from wind and small
hydro and other IPPs as 138.12 MU at the cost of Rs 44.75 crore @ Rs 3.24
per unit for the years 2016-17 and 2017-18. However, for the purpose of ARR,
the Commission approves the energy availability from wind, small hydro and
other IPPs as 142.00 MU at a total cost of Rs 45.87 crore @Rs 3.24 per unit
for the years 2016-17 and 2017-18.

Power purchase from short-term market

9.34

Based on the analysis of the power purchase and its cost from the approved
sources by the Commission viz-a-viz the projected demand, it is noticed that
there will be a shortfall in energy availability for the years 2016-17 and 2017-
18, as detailed below.
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Summary of the energy demand and availability for the years 2016-17 and 2017-18

Table 9.13

2016-17 2017-18
SINo Particulars Quantity Quantity
(MU) (MU)

1 Energy demand (MU) 23955.52 | 25292.45
2 Energy availability (MU)

(i) Hydel 4376.87 6473.62

(i) BDPP+KDPP

(i) CGS 9734.10 | 11000.05

(iv) RGCCPP

(v) BSES

(vi)IPP- wind and SHPs 142.00 142.00

(vii) Traders / IPPs 7302.84 5729.80

Sub total 21555.81 | 23345.47
3 Short fall to be met from short-term market 2399.71 1946.98
4 Total availability 23955.52 | 25292.45

9.35 As detailed above, after duly considering the energy availability from hydel,
CGS, traders/ generators approved by the Commission, there will be an
energy shortfall of about 2399.71 MU for the year 2016-17 and 1946.98 MU
for the year 2017-18. This shortfall has to be met by procuring power from
short-term market.

9.36 As per the report on short-term power market in India 2015-16 published by
CERC, the average rate of power transacted through traders for the year
2015-16 is Rs 4.11 per unit. The Commission has also considered the rate at
which KSEB Ltd has purchased power from short term market in the recent
past. Considering the reduction in hydel generation on account of failure of
monsoon and consequent likely increase in power purchase, the Commission
adopts Rs 4.00 per unit as the average power purchase rate of bi-lateral short
term market. Accordingly, Commission approves an amount of Rs.959.88
crore for the year 2016-17 and Rs.778.79 crore for the year 2017-18 for
purchasing power through bi-lateral contracts.

Transmission charges

9.37 As per the details submitted by the KSEB Ltd, the average transmission
charges claimed by KSEB Ltd for transmitting power from CGS is about
Rs.0.36 per unit, based on the power purchase for the year 2015-16.
However, from the available information with the Commission it is seen that
there has been some reduction in actual transmission charges being paid by
the licensee. Hence, for the approval of the ARR for the years 2016-17 and
2017-18, the Commission adopts the transmission charges at Rs.0.33 per
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unit. Accordingly the transmission charges approved for the years 2016-17
and 2017-18 are detailed below.

Table 9.14
Inter-state transmission charges approved for the years 2016-17 & 2017-18
| 2016-17 2017-18
S .

No Particulars Quantity | Transmission Quantity Transmission
(MU) charges (Rs.Cr) | (MU) charges (Rs.Cr)
1 | Central Generating stations 9734.10 321.23 11000.05 363.00
2 | Traders (excluding DBFOO) 6276.35 207.12 4134.79 136.45
3 | Short term power purchase 2399.71 79.19 1946.98 64.25
Total transmission charges 607.54 563.70
9.38 The summary of the cost of generation and power purchase approved for the

years 2016-17 and 2017-18 is detailed below.

Table 9.15
Summary of the cost of generation and power purchase for the years 2016-17 and 2017-18
2016-17 2017-18
,\?(I) Particulars Quantity Amount Avg. Rate Quantity Amount Avg. Rate
(MU) (Rs. Cr) (Rs/ kwh) (ML) (Rs.Cr) | (Rs/kwh)
1 | Own Generating stations of SBU-G 4376.87 672.61 6473.62 677.48
2 | CGS 9734.10 3203.32 3.29 11000.05 | 3755.97 3.41
3 | IPP-wind and SHPs 142.00 45.87 3.23 142.00 45.87 3.23
4 | Traders 7302.84 2936.16 4.02 5729.80 | 2195.02 3.83
5 | Short-term market 2399.71 959.88 4.00 1946.98 778.79 4.00
6 | Inter State Transmission charges * 607.54 563.70
7 | Intra-State transmission charges® 881.30 905.20
Total 23955.52 9306.67 3.88 25292.45 | 8922.02 3.53

! Inter-state transmission charges payable to PGCIL
% |ntra-state transmission charges is the ARR of the SBU-T

Operation and maintenance cost for SBU- Distribution

9.39 The Commission vide the suo motu proceedings

Estimate as per the suo motu proceedings

dated 22-6-2016 had

estimated the O&M cost of SBU-D as per the provisions in the Tariff
Regulations, 2014. The O&M norms for distribution business of KSEB Ltd are
specified under Annexure-IX to Tariff Regulations, 2014, which are extracted

below
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O&M norms for distribution business of KSEB Limited

O&M expenses FY 2015-16 | FY 2016-17 | FY 2017-18
Employee expenses

Rs. | ak lonsumere 000 ¢ 2.40 2.54 2.69
Rs. lakh / distribution transformer 0.33 0.35 0.37
Rs lakh per km of HT line 0.40 0.42 0.44
Rs / Unit of sales 0.10 0.11 0.11
A&G expenses

Rs. lakh / 6000 c 0.21 0.22 0.23
Rs. lakh / distribution transformer 0.03 0.03 0.03
Rs lakh per km of HT line 0.03 0.04 0.04
Rs / Unit of sales 0.01 0.01 0.01
R&M expenses

% of opening GFA 3% 3% 3%

Explanation : The O&M expenses for any year of the control period shall be
allowed by multiplying the O&M norms for that year with the actual number of
consumers, distribution transformers, km of HT line and sales for the previous
year, i.e., the O&M expenses for FY 2015-16 shall be allowed by multiplying the
O&M norms for FY 2015-16 with actual number of consumers, distribution
transformers, km of HT line and sale for FY 2014-15.

9.40 The growth of the distribution parameters pertaining to the estimation of
normative employee cost and A&G expenses is detailed below.

Table-9.16
Growth of distribution parameters related to the estimation of normative employee
cost and A&G expenses (as per the notice of suo motu determination)

No.of Distribution | HT Line
Sales | Remarks

Year consumers | transformers | length

(Nos) (Nos) (km) (MU)
2008-09 9363461 46359 41283 | 12414
2009-10 9743476 52149 44682 | 13971
2010-11 10127946 57954 48342 | 14548 Actuals
2011-12 10457637 62329 51328 | 15981
2012-13 10806890 64972 52907 | 16838
2013-14 11192890 68172 56641 | 17454
CAGR 3.63% 8.02% 6.53% | 7.05%
2014-15 11542890 70172 60340 | 18426
2015-16 11892890 72172 64280 | 19440 Projection
2016-17 12242890 74372 68477 | 20484
2017-18 12592890 76572 72949 | 21571
CAGR from
2014-15 2.94% 2.95% 6.53% | 5.39%
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9.41 Based on the above, the normative employee costs as per the provisions of
Tariff Regulations 2014, estimated for the years 2016-17 and 2017-18 are

detailed below.

Table-9.17

Normative employee cost for the years 2016-17 and 2017-18
(as per the notice of suo motu determination)

Particulars 2016-17 2017-18
(Rs.Cr) (Rs.Cr)
Component based on number of consumer 310.97 338.75
Component based on distribution 260.30 283.32
Component based on HT line 287.60 320.98
Component based on energy sale 225.32 237.28
Total 1084.20 1180.32

9.42 The A&G expenses estimated based on the O&M parameters as per Table-9-
16 above for the years 2016-17 and 2017-18 are detailed below.

Table-9.18

Normative A&G expenses for the years 2016-17 and 2017-18
(as per the notice of suo motu determination)

Particulars 2016-17 2017-18
(Rs.Cr) (Rs.Cr)
Component based on number of consumer 26.93 28.96
Component based on distribution 22.31 22.97
Component based on HT line 27.39 29.18
Component based on energy sale 20.48 21.57
Total 97.12 102.69

9.43 The normative R&M cost as per the Tariff Regulations, 2014 is @3% of the
GFA book values at the beginning of the year concerned. Since KSEB Ltd
has not submitted the GFA at the beginning of the years 2016-17 and 2017-
18, the Commission has estimated the GFA for SBU-D based on the following
details, for the purpose of determining R&M expenses as per the Tariff

Regulations, 2014.
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Table-9.19

Estimation of GFA at the beginning of the years 2016-17 and 2017-18
(as per the notice of suo motu determination)

Amount

Particulars (Rs.Cr) Remarks
GFA of distribution SBU as on 31-10-2013 5403.00
Additions

2013-14 (42% of 519) from 01-11-2013 to 31-03-2014 217.98 | Total GFA addition- Rs 519 cr
GFA as on 31-03-2014 5620.98
GFA addition 2014-15 (42% Rs.1128 Cr) 473.76 | Total GFA addition- Rs 1128 cr
GFA as on 31-03-2015 6094.74
GFA addition during the year 2015-16 420.00 Assuming GFA addition during the year
(42% of Rs 1000.00 cr) 2015-16 as Rs 1000 cr
GFA as on 31-03-2016 6514.74 | Assuming GFA addition as Rs 1000 cr
GFA addition during the year 2016-17 420.00 Assuming GFA addition during the year
(42% of Rs 1000.00 cr) 2016-17 as Rs 1000 cr
GFA as on 31-03-2017 6934.74

9.44 Based on the GFA estimated for the years 2016-17 and 2017-18 as above,
the R&M costs estimated for the years 2016-17 and 2017-18 are detailed

below.
Table-9.20

Normative R&M cost for the years 2016-17 & 2017-18

(as per the notice of suo motu determination)

2016-17

2017-18

GFA (distribution SBU) at the beginning of
the year (Rs. Cr)

6514.74

6934.74

R&M expense- norm

3% of opening GFA

R&M expense (Rs.Cr)

195.44 |

208.04

notice of suo motu tariff determination is given below.

Table-9.21

9.45 Summary of the O&M expenses estimated for SBU-D of KSEB Ltd as per the

Summary of the O&M cost estimated for SBU-Distribution of KSEB Ltd
(as per the notice of suo motu determination)

Total O&M expense - Distribution SBU 2016-17 2017-18

Employee cost (Rs.Cr) 1084.20 | 1180.32
A&G expense (Rs. Cr) 97.12 102.69
R&M expense (Rs. Cr) 195.44 208.04
Total (Rs. Cr) 1376.76 | 1491.04

Objections of stakeholders

9.46 Though the KSEB Ltd has commented that, the O&M cost estimated by the
Commission vide the suo motu proceedings is inadequate, KSEB Ltd has not
provided any comments on the O&M parameters adopted by the Commission
as detailed in Table 9-16 above. The HT&EHT Association has pointed out
an arithmetical error in the computation of O&M expenses.
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Analysis of the Commission

9.47 The Commission has duly considered the submission of the KSEB Ltd and
HT&EHT Association. The Commission proposes to allow the O&M cost
strictly as per the provisions in the Tariff Regulations, 2014. In the absence of
the details on the O&M parameters from the licensee, the Commission has
estimated the O&M expenses based on the normative parameter values as
detailed in Table-9.16 above. However, there is an increase in the sale of
energy over the same provided in the Table 9-16 and increase in the number
of transformers which has been updated based on the submission of the
licensee. As pointed out by the HT&EHT Association, the arithmetical error in
the computation of the O&M cost has also been corrected. The details are

given below.
Table 9.22.
SBU-D- Parameters adopted for assessment O&M expenditure
Year No.of No. of dist. HT Line | Sales
consumers | transformers | (km) (MU)
2014-15 11542890 71199 60340 | 18426
2015-16 11892890 72460 64280 | 19325
2016-17 12242890 74660 68477 | 20625
2017-18 12592890 76860 72949 | 21840
CAGR from 2014-15
to 2017-18 2.94% 2.58% 6.53% | 5.83%
Table 9.23
SBU-D. Employee cost approved for the years 2016-17 & 2017-18
Particulars 2016-17 2017-18
(Rs crore) | (Rs crore)
Component based on number of consumer 302.08 329.33
Component based on distribution transformer 253.61 276.24
Component based on HT line 269.98 301.30
Component based on energy sale 212.58 226.88
Total 1038.24 1133.75
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Table 9.24

SBU-D. A&G cost approved for the years 2016-17 &2017-18

9.48

Particulars 2016-17 2017-18
(Rs crore) | (Rs crore)
Component based on number of consumer 26.16 28.16
Component based on distribution transformer 21.74 22 40
Component based on HT line 25.71 27.39
Component based on energy sale 19.33 20.63
Total 92.94 98.57
Table 9.25
SBU-D. R&M cost approved for the years 2016-17 & 2017-18
Particulars 2016-17 | 2017-18
GFA of the Distribution SBU as at the
beginning of the year (Rs. Cr) 6514.74 6934.74
R&M expense- horm 3% of opening GFA
R&M expense (Rs.Cr) 195.44 208.04

The summary of the O&M costs approved for the SBU-D of KSEB Ltd for the
years 2016-17 and 2017-18 is detailed below.

Table 9.26
SBU-D. Summary of the O&M cost approved for SBU-D of KSEB Ltd

Total O&M expense 1 distribution 2016-17 2017-18

Employee cost (Rs.Cr)* 1038.24 1133.75
A&G expense (Rs. Cr) 92.94 98.57
R&M expense (Rs. Cr) 195.44 208.04
Total (Rs. Cr) 1326.62 1440.36

* The amounts approved towards employee cost are exclusive of the amounts
approved for payment to the Master Trust for disbursement of pension.

The Commission reaffirm that, the O&M cost for actual distribution parameters
such as number of consumers, distribution transformers, HT Lines and energy
sale only be approved while truing up the accounts for the years 2016-17 and
2017-18.

Interest and finance charges

9.49

9.50

The details of the interest and finance charges proposed for KSEB Ltd as per
the suo motu proceedings dated 22-6-2016, the objections and suggestions of
the stakeholders, the analysis of the Commission and the methodology
adopted by the Commission for apportioning the same to SBU-G, SBU-T and
SBU-D are detailed in paragraphs 4.11 to 4.32.

The summary of the interest and finance charges approved for SBU-D for the
years 2016-17 and 2018-19 is detailed below.
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Table 9.27
Interest & finance charges approved for the years 2016-17 and 2017-18

Si

Particulars

SBU-D

2016-17
(Rs. Cr)

2017-18
(Rs. Cr)

Interest on outstanding capital liabilities

57.84

57.84

Interest on security deposit

120.12

129.64

Interest on GPF

110.44

117.81

Other interest

8.41

8.41

O WIN|F

Interest on bonds issued to Master Trust

684.98

684.98

Total

981.79

998.68

9.51

9.52

9.53

9.54

Depreciation

The details of the depreciation proposed for KSEB Ltd as per the suo motu
proceedings dated 22-6-2016, the objections and comments of the
stakeholders including KSEB Ltd, the analysis of the Commission, the
methodology adopted by the Commission for apportioning the same among
SBU-G, SBU-T and SBU-D are detailed in paragraphs 4.6 to 4.10

The summary of the depreciation provisionally estimated for the years 2016-
17 and 2017-18 for SBU-D is detailed below.

Table 9.28
Depreciation approved for the years 2016-17 and 2017-18
. Depreciation
SBU's (Rs. Cr)
SBU-D 58.12

Return on Equity

The return on equity proposed vide the suo motu proceedings dated 22-6-
2015, the objections and comments of the stakeholders including KSEB Ltd,
the analysis of the Commission, apportioning of the approved RoE among
SBU-G, SBU-T and SBU-D of KSEB Ltd are detailed in paragraphs 4.33 to
4.44

The summary of the RoE approved for the SBU-D for the years 2016-17 and
2017-18 is given below.

Table 9.29
Return on equity approved for SBU-D of KSEB Ltd
for the years 2016-17 and 2017-18

Return on equity

(Rs. Cr)
SBU-D 68.64

Particulars
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Summary of the ARR of the SBU-D of KSEB Ltd

9.55 As per the Regulation-77 (i) of the Tariff Regulations, 2014, the cost of own
generation also form part of the ARR of the SBU-D. Accordingly, as detailed
under chapter-7 of this order, the ARRs of SBU-G amounting to Rs.672.61
crore and Rs.677.48 crore respectively for the years 2016-17 and 2017-18 are
included in the ARR of SBU-D for the respective years.

9.56 Further as discussed in paragraphs 8.21 to 8.27 of this order, at present the
SBU-D of the KSEB Ltd is, the only long term and medium term user of the
transmission system of SBU-T of KSEB Ltd. Hence the entire ARRs of the
SBU-T are included in the ARRs of the SBU-D of the KSEB Ltd for the
respective years for the purpose of tariff determination. The ARR of the SBU-
T estimated for the year 2016-17 is Rs.881.30 crore and the same for the year
2017-18 is Rs.905.20 crore.

9.57 Based on the above decisions, the summary of the ARR for SBU-D approved
for the years 2016-17 & 2017-18 is given below.

Table 9.30
Summary of the ARR of SBU-D approved for the years 2016-17 & 2017-18

Particulars 2016-17 | 2017-18

(Rs.Cr) | (Rs.Cr)
Cost of own power Generation (ARR of SBU-G) 672.61 677.48
Intra-state transmission charges (ARR of SBU-T) 881.30 905.20
Power Purchase 7752.76 7339.34
Interest & Finance charges 981.79 998.68
Depreciation 58.12 58.12
O&M expenses 1326.62 1440.36
RoOE 68.64 68.64
Total ARR 11741.84 | 11487.82
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Introduction

CHAPTER-10
TARIFF AND NON-TARIFF REVENUE

10.1 The Commission had, vide the order dated 14-08-2014, revised the retail tariff

of all categories of consumers in the State. The Bulk Supply Tariffs (BST)
applicable to small licensees were also revised vide the order dated 25-09-
2014. The revenue from sale of power, estimated for the years 2016-17 and
2017-18 are based on the prevailing tariff rates.

Revenue from Tariff

proceedings dated 22-6-2016 is given below.

Revenue at existing tariff estimated by the Commission

Table 10.1

10.2 The revenue from tariff estimated by the Commission vide the suo motu

(vide the notice issued by the Commission as per the suo motu notice dated

22-6-2016)
2016-17 2017-18
Category Energy Revenue at Energy Revenue at
sale(MU) eX|.st|ng sale(MU) eX|_st|ng
tariff(Rs.Cr) tariff(Rs.Cr)

LT Category

Domestic 10477.77 3939.64 11106.44 4176.02
Commercial 2705.57 2245.63 2881.44 2391.59
Industrial 1152.31 686.77 1170.74 697.76
Agricultural 358.80 85.75 376.38 89.95
Street Lights 369.00 138.38 387.08 145.16
Sub total LT 15063.45 7096.17 15922.08 7500.49
HT category

HT |. Industrial 1932.61 1178.89 1980.93 1208.37
HTIIl. Non-Ind -Non-Comml 139.81 132.82 142.47 135.35
HTIII -Agriculture 8.01 3.85 8.17 3.92
HT IV- Commercial 1109.43 998.49 1197.08 1089.34
EHT 66/110/220 KV 1338.18 756.07 1370.30 774.22
Railway Traction 252.58 145.23 267.73 153.95
Bulk Supply 639.68 379.33 683.82 395.25
Sub total HT& EHT 5420.32 3594.69 5650.50 3760.39
Total 20483.77 10690.87 21572.57 11260.88
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10.3

Objections of the stakeholders

KSEB Ltd has, vide the submission dated 26-07-2016 submitted the revised
energy sale forecast and revenue from sale for the years 2016-17 and 2017-
18. The details are given below.

Table 10.2
Revenue from sale of power approved by KSEB Ltd

2016-17 2017-18
Category Consumption Revenue Consumption | Revenue
MU Rs crore MU Rs crore

LT - | - Domestic 10648.42 4003.80 11393.81 4284.07
LT -Vliand LT VII 3030.24 2513.67 3250.84 2696.72
LT- IV -Industrial 1109.91 661.50 1116.63 665.50
LT-V-Agricultural 283.41 67.73 287.40 68.69
LT-Street Lights 378.45 141.92 390.67 146.51
LT ll-Colony 7.90 6.13 8.60 6.67
LT Total 15458.34 7394.76 16447.94 7868.16
HT I-Industry 1929.26 1176.84 2009.59 1225.85
HT IlI-General 730.07 693.57 766.58 728.25
HTIII-Agriculture 6.85 3.29 7.05 3.39
HT IV-Commercial 622.01 559.81 653.11 587.80
HT V-Domestic 11.18 86.44 11.74 90.77
HT Total 3299.36 2519.96 3448.06 2636.05
EHT-LII&IN 1026.55 580.00 1059.70 598.73
Railway Traction 232.06 133.43 242.03 139.17
Bulk Licensees/ 609.39 350.39 642.30 369.31
HT & EHT Total 5167.36 3583.78 5392.09 3743.25
Total 20625.70 10978.54 21840.03 | 11611.42

10.4 The HT&EHT Association has suggested to adopt the energy sale forecast
and energy from sale of power estimated by KSEB Ltd for the years 2016-17

and 2017-18.

Analysis of the Commission

10.5 The Commission has examined the energy sale forecast and the revenue
from sale of power as submitted by KSEB Ltd. As detailed in Chapter-5 of
this order, since KSEB Ltd has not submitted necessary details of the impact
of tariff revision as ordered by the Commission during the years 2013-14 and
2014-15, the Commission provisionally adopts the category wise energy sale
estimated by KSEB Ltd for the years 2016-17 and 2017-18.

10.6

The Commission has also examined the revenue from sale of power
estimated by KSEB Ltd vide the submission dated 26-07-2016. It is seen that,
there is an arithmetical error in the revenue estimated for HT-V category.
However, KSEB Ltd has, vide the additional submission dated 8-09-2016,
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corrected the mistake. The revenue from sale of power estimated for the
years 2016-17 and 2017-18 is detailed below.

Table 10.3
Revenue from sale of power estimated for the years 2016-17 & 2017-18
2016-17 2017-18
Avg Avg
rate rate
Consumption Revenue (Rs/ | Consumption Revenue (Rs/

Category MU Rs crore kwh) MU Rs crore kwh)
LT-I-Domestic 10648.42 4003.80 | 3.76 11393.81 4284.07 | 3.76
LT-VI and VI 3030.24 2513.67 | 8.30 3250.84 2696.72 | 8.30
LT-IV-Industrial 1109.91 661.50 | 5.96 1116.63 665.50 | 5.96
LT-V-Agricultural 283.41 67.73| 2.39 287.40 68.69 | 2.39
LT-Street Lights 378.45 141.92 | 3.75 390.67 146.51 | 3.75
LT lI-Colony 7.90 6.13| 7.76 8.60 6.67 | 7.76
LT Total 15458.33 7394.75 | 4.78 16447.95 7868.16 | 4.78
HT I-Industrial 1929.26 1176.84 | 6.10 2009.59 1225.85| 6.10
HT II-General 730.07 693.57 | 9.50 766.58 728.25 | 9.50
HTIII-Agriculture 6.85 3.29 | 4.80 7.05 3.39 | 481
HT IV-Commercial 622.01 559.81 | 9.00 653.11 587.80 | 9.00
HT V-Domestic 11.18 864 | 7.73 11.74 9.08| 7.73
HT Total 3299.37 244215 | 7.40 3448.07 2554.37 | 7.41
EHT-I,11&III 1026.55 580.00 | 5.65 1059.70 598.73 | 5.65
Railway Traction 232.06 133.43 | 5.75 242.03 139.17 | 5.75
Bulk Licensees/

consumers 609.39 350.39 | 5.75 642.30 369.31 | 5.75
HT & EHT Total 5167.37 3505.97 | 6.78 5392.10 3661.58 | 6.79
Total 20625.70 | 10900.72 | 5.29 21840.05 | 11529.74 | 5.28

Non-tariff Income

10.7 Vide the notice dated 22.06.2016 in the suo motu proceedings, the
Commission has estimated the non-tariff income as detailed below.

Table 10.4
Non-tariff income estimated by the Commission

2016-17 | 2017-18

Particulars (Rs. Cr) | (Rs. Cr)

Meter rent 93 95
Testing fee, penalty etc, meter box 70 72
Interest from banks 60 60
Rebate 98 100
Income from sale of scrap 40 42
Miscellaneous receipt 70 70
Total 431 439
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10.8 The KSEB Ltd or the HT&EHT Association or any other stakeholder had not
raised any objections on the non-tariff income estimated by the Commission
vide the suo motu proceedings dated 22-6-2016.

10.9 The Commission had, vide the order dated 14-8-2014 in OP No. 9 of 2014,
directed KSEB Ltd that, 6 KSEB Ltd shall explore and in
programs for utilization of unutilized or underutilized skills of the technical
cadre for revenue earning consultancy or contracts outsid e 6 However, it
seems that, KSEB Ltd has not so far implemented such schemes. The
Commission is of the view that, if such schemes are implemented, there
would be at least an additional revenue of about Rs.10 crore under non-tariff
income. Accordingly, the non-tariff incomes approved for the years 2016-17
and 2017-18 are as detailed below.

Table 10.5
Non-tariff income approved for the years 2016-17 & 2017-18

2016-17 | 2017-18

Particulars (Rs.Cr) | (Rs.Cr)
Meter rent 93 95
Testing fee, penalty etc, meter box etc 70 72
Interest from banks 60 60
Rebate 98 100
Income from sale of scrap 40 42
Miscellaneous receipt 70 70

Additional income by utilisation of unutilised/
under utilised skills of technical cadre for

consultancy works 10 10
Total 441 449

Total expected revenue from charges

10.10 The total revenues from the tariff and the non-tariff incomes approved for the
years 2016-17 and 2017-18 are summarized below.

Table 10.6
Revenue from existing tariff and non-tariff income approved
for the years 2016-17 and 2017-18

2016-17 2017-18
Particulars (Rs. Cr) (Rs. Cr)
Tariff Income 10900.72 11529.74
Non-tariff income 441.00 449.00
Total 11341.72 11978.74
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111

11.2

11.3

CHAPTER-11

SUMMARY OF THE ARR & ERC OF SBU-D OF KSEB LTD FOR
THE YEARS 2016-17 AND 2017-18

The details of the ARR approved for the SBU-G of the KSEB Ltd for the years
2016-17 and 2017-18 are discussed in detail in chapter-7 of this order. Its
summary is given below.
Table 11.1
Summary of the ARR of SBU-G

Particulars 2016-17 2017-18

(Rs. Cr) (Rs. Cr)
Interest & Finance charges 220.84 221.29
Depreciation 172.43 172.43
O&M expenses 75.71 80.13
RoE 203.63 203.63
Total ARR 672.61 677.48

The ARR of the SBU-G is the cost of its generation of power which is fully
transferred to the SBU-D for distribution and therefore the ARR of SBU-G
shall be added to the ARR of the SBU-D of KSEB Ltd.

The details of the ARR of the SBU-T of KSEB Ltd, approved for the years
2016-17 and 2017-18 are discussed in detail in chapter-8 of this order. Its
summary is given below.

Table 11.2
Summary of the ARR of SBU-T

Particulars 2016-17 2017-18

(Rs. Cr) (Rs. Cr)
Interest & Finance charges 285.64 286.58
Depreciation 184.25 184.25
O&M expenses 193.82 216.78
RoE 217.59 217.59
Total ARR 881.30 905.20

At present the SBU-D of the KSEB Ltd is the only long term and medium term
user of the transmission system of SBU-T of KSEB Ltd. Hence the entire ARR
of the SBU-T is added to the ARR of the SBU-D of KSEB Ltd.

The details of the ARR of the SBU-D of KSEB Ltd for the years 2016-17 and
2017-18 are discussed in chapter-9 of this order. Its summary is given below.
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Table 11.3
Summary of the ARR of SBU-D approved for the years 2016-17 & 2017-18

Particul 2016-17 2017-18
articuiars (Rs. Cr) (Rs. Cr)
Cost of own power Generation (ARR of SBU-G) 672.61 677.48
Transmission charges (ARR of SBU-T) 881.30 905.20
Power Purchase 7752.76 7339.34
Interest & Finance charges 981.79 998.68
Depreciation 58.12 58.12
O&M expenses 1326.62 1440.36
RoOE 68.64 68.64
Total ARR 11741.84 11487.82

11.4 The summary of the total expected revenue from charges for the years 2016-

17 and 2017-18 is detailed below.
Table 11.4

Revenue from existing tariff and non-tariff income approved
for the years 2016-17 and 2017-18

2016-17 2017-18
Particulars (Rs. Cr) (Rs. Cr)
Tariff Income 10900.72 | 11529.74
Non-tariff income 441.00 449.00
Total 11331.72 11968.74

11.5 The overall summary of the ARR&ERC of SBU-D of KSEB Ltd after

incorporation of the ARRs of SBU-G and SBU-T for the years 2016-17 and

2017-18 is given below.

Table 11.5

Summary of the ARR &ERC approved for SBU (D) of KSEB Ltd
for the years 2016-17 and 2017-18

Particul 2016-17 | 2017-18
articuiars (Rs. Cr) (Rs. Cr)
Cost of own power Generation (ARR of SBU-G) 672.61 677.48
Transmission charges (ARR of SBU-T) 881.30 905.20
Power Purchase 7752.76 7339.34
Interest & Finance charges 981.79 998.68
Depreciation 58.12 58.12
O&M expenses 1326.62 1440.36
RoE 68.64 68.64
Total ARR 11741.84 11487.82
Non Tariff income 441.00 449.00
Net ARR 11300.84 11038.82
Revenue from Tariff 10900.72 11529.74
Revenue surplus (400.12) 490.92
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12.1

12.2

12.3

CHAPTER -12

IMPORTANT ISSUES RAISED BY THE STAKEHOLDERS ON THE

DETERMINATION OF TARIFF IN THE SUO MOTU PROCEEDINGS AND

DECISION OF THE COMMISSION

The Commission has initiated the suo motu proceedings for determination of
tariff as per notice dated 22.06.2016. A public hearing was conducted on the
said notice on 27.07.2016. After considering the views of the stakeholders
received in the public hearing and in writing, the Commission provisionally
decided to revise the tariff. The Commission invited objections, suggestions
and remarks of all the stakeholders, on the proposal dated 01.12.2016 to
revise tariff, after publishing it in the newspapers on 05.12.2016 and in the
website of the Commission. Seven public hearings were conducted in various
parts of the States. The Commission received large number of objections,
suggestions and remarks in the public hearings and in writing. The important
issues raised by the stakeholders and the decisions of the Commission
thereon are summarized below.

(a) Request of the agricultural consumers for concessional tariff for
pumping water for irrigation.

Al l I ndia Kissan Sabha, Cardamon Gr
other similar consumer groups have requested to make available to them the
electricity used for pumping water for irrigating cardamom, coffee etc under
LT-V(A) agriculture category instead of the prevailing tariff of LT-IV (A)
industrial tariff. The Commission had also received representation to the effect
that industrial tariff was being applied even to coconut plantations where inter
cropping with nutmeg, pepper, cocoa etc. The Commission had, after
considering the acute labour, climatic and financial problems faced by the
cultivators of agricultural crops, provisionally decided that the electricity used
for pumping water for irrigation and de-watering may be categorized under
LT-V(A) agriculture tariff, irrespective of whether the irrigation or de-watering
is for cash crop or for food crop or for mixed crops. No licensee has objected
to this proposal.

Decision of the Commission

The Commission has, after discussion, decided to implement the said
proposal since the purpose of pumping water is the same irrespective of the
agricultural crops.
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(b) Tariff for drinking water supply schemes such as Jalanidhi and
Jaladhara

Dr. V. K. Baby, Special Secretary to Government, Local Self Government
Department, Government of Kerala has, vide the D.O letter dated 11-1-2017
requested to re-classify the drinking water supply schemes such as Jalanidhi
and Jaladhara under LT-I Domestic tariff, as was being done in the past. Smt.
Tinku Biswal, Executive Director, Jalanidhi, Thiruvananthapuram has, vide the
letter dated 3-1-2017, also made similar request to include the community
water supply schemes under LT-1 domestic tariff.

Considering the representations from the above authorities and from various
beneficiary consumer groups, the Commission had proposed as follows:

frhere are several drinking water supply schemes such as

0] Water supply schemes under Jalanidhi, Jaladhara, Sujaladhara
projects.

(ii) Water supply schemes under the societies and beneficiary
committees.

(i)  Water supply schemes for the members of Scheduled Caste
and Scheduled Tribe.

(iv)  Water supply schemes for lakshamveedu settlements taken
over and managed by local self-government institutions.

(v) Water supply schemes established using Local Area
Development Funds of MLAs and MPs.

(viy  Water supply schemes established using funds of local self-
government institutions.

(vii)  Water supply schemes under peoples participatory schemes
and

(vii)  Water supply schemes under the Rajeev Gandhi Drinking Water
Schemes managed by beneficiary groups.

Presently all the above schemes are categorized under LT-VI(E).
There are several requests to re-categorise the said drinking water
supply schemes and bring them under LT- | domestic tariff. The
consumers in domestic category are also allowed to use electricity
under LT- | domestic tariff for pumping of water for their drinking
purposes. The Commission is of the view that the beneficiaries of the
above mentioned water supply schemes are also eligible for such
benefits. Therefore it is proposed to include such water supply
schemes in LT- | domestic tariff, with the following system of billing.
The total monthly consumption of electricity of such water supply
schemes will be divided by the number of beneficiary households and
the average consumption per households will be billed under LT T |
domestic tariff. The bill amount will then be multiplied by the number of
beneficiary househol ds. 0
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Decision of the Commission

The above proposal of the Commission was generally welcomed. No
licensee has also submitted any objection. The Commission therefore
decides to implement the above proposal.

(c) The tariff applicable to the victims of Endosulfan in Kasaragod.

Various social workers had brought to the notice of the Commission the plight
of Endosulfan victims in Kasaragod Taluk and Hosdurg Taluk in Kasaragod
District. It is also informed that there are about 6000 Endosulfan victims
mainly in the following Panchayats.

Kasaragod Taluk
Enmakaje Panchayat
Kumbadaje Panchayat
Badiyaduka Panchayat
Bellur Panchayat
Muliyar Panchayat
Karadukka Panchayat

Hosdurg Taluk

Ajanoor Panchayat
Pullur-Perya Panchayat
Panathadi Panchayat
Kayyur-Cheemeni Panchayat

The Commission is aware of the acute problems faced by the families of
endosulfan victims as revealed from visual and print media. Therefore the
Commission is of the view that, electricity should be made available to the
poor families of endosulfan victims at concessional rates. As per the tariff
order dated 14.08.2014, electricity up to 40 units per month is supplied at a
tariff of Rs. 1.50 / unit, to the consumers belonging to BPL category with
connected of and below 1000 Watts. This concession in tariff can be availed
by any consumer in the family of endosulfan victims also, provided he / she
satisfies the eligibility conditions for such concession. At present, if the
consumption of such consumers exceeds 40 units, they are included in the
normal domestic category and are billed at the rates specified for each slab.
The Commission decides that, if any consumer is an endosulfan victim or any
of the members of his / her family is an endosulfan victim, such consumers
will be supplied electricity at a rate of Rs. 1.50 / unit, subject to a maximum of
150 units per month, irrespective of the of connected load. The consumer
who is eligible for this concession granted to endosulfan victims has to submit
to the licensee, a certificate from the revenue authorities or from the local self-
government authority to prove his / her eligibility for this tariff concession. If
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the consumption of the consumer, who is eligible for the above concession
exceeds 150 units per month, the consumption in excess of 150 units will be
charged at the rates specified for the slabs 151-200 units or 201-250 units as
the case may be. This concession will not be available for the consumers
with monthly consumption above 250 units.

(d) Request of domestic consumers to reduce tariff and other charges

The issues raised by domestic consumers during various public hearings are
summarized below.

(i) Domestic tariff should be reduced

(i)  Fixed charges should be withdrawn or reduced.

(i) The proposed increases in fixed charges and energy charges will
unduly burden the domestic consumers at lower consumption slabs
especially up to the consumption of 100 units.

(iv) Extravagant use of electricity should be discouraged by imposing cess
and by charging higher rates.

(v) LED light should be popularized and promoted

(vi) Non-telescopic tariff should be discontinued.

(vii) Bills issued by the licensee do not contain necessary and sufficient
details

(viii) Meter rent should be withdrawn or reduced.

(ix) Cheaper hydel power should be distributed exclusively to domestic
consumers.

(x) Free connection should be given to differently abled persons.

(xi) The selection of beneficiaries under schemes like RGGVY / DDUGJY
should be left to the representatives of people.

Decision of the Commission

The Commission has examined the anxieties and demands expressed by the
domestic consumers. As per the provisions of Section 62 of the Act, the tariff
should progressively reflect the cost of supply of electricity. The Commission
is of the view that cross subsidy within the domestic category can be
permitted within the limits given in the Tariff Policy and that proper price
signals should be provided for reduction in wasteful and extravagant
consumption. This view has been supported by few stakeholders. It was in
view of the above facts, the Commission introduced non-telescopic system for
the high end consumers with consumption above 250 units per month in the
domestic category. Further, limiting the increase in tariff only to higher end
consumers, will increase the intra-category cross subsidy which is not in
accordance with the statutory provisions and Policy guidelines. Commission
has proposed only unavoidable minimum tariff increase, with a view to
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realizing a portion of the present revenue gap so that it can be bridged in next
few years. However, Commission has noted that the increase in fixed
charges and energy charges would result in a higher percentage of increase
in the case of consumers with consumption up to 100 units. Therefore the
Commission has decided to minimize the increase in energy charges for
consumption up to 100 units. Thus the proposed increase of Re.0.30 per unit
in energy charges for consumption up to 50 units in domestic category has
been reduced to Re.0.10 per unit and the proposed increase of Re.0.30 per
unit in energy charges for consumption from 51 units to 100 units in domestic
category has been reduced to Re.0.20 per unit.

The issues relating to meter rent had been addressed by the Commission in
the previous tariff order and had rationalized the meter rent based on the cost
of meters and their financing and maintenance cost. Section 55 of the Act
permits the licensee to realize meter rent and security for the cost of meter if
the meter is provided by the licensee. As per the provisions of Electricity Act
2003 and as well as the Supply Code, 2014, the Consumer has the option to
purchase the meter and if so, no meter rent will be charged. On the other
hand, if the licensee is providing the meter, the licensee is eligible to realize
from the consumer, the meter rent as determined by the Commission. The
Commission determines the meter rent in accordance with the standard
procedures, taking into consideration the cost of meter and the cost for
financing and maintenance. No consumer has pointed out any mistake in
such calculation. However the Commission would keep in mind the anxieties
and concerns expressed by the consumers while the meter rent is revised.

There are representations before the Commission for providing free electricity
connection for differently abled persons. As per Section 46 licensee is entitled
to recover the expenditure incurred by it for providing connection to a
consumer. As a part of 100% electrification, the Government of India and the
Government of Kerala have launched various schemes such as RGGVY /
DDUGJY to provide electric connection to poor consumers free of cost or at
concessional rates. KSEB Ltd and other licensees are implementing such
programmes. The eligible consumers, including differently abled persons,
have to avail such facilities in accordance with their eligibility. The modus of
selection of beneficiaries of such programmes should be in accordance with
the procedures prescribed by Government of India / Government of Kerala for
such programmes.

There is a demand to discourage extravagant use of electricity by imposing
cess and by charging higher rates. The Commission has considered this
factor while determining the tariff structure of domestic consumers. However,
the Commission does not propose to introduce any cess in addition to tariff,
for high end consumers.
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The Commission has already issued directives to the licensees to encourage
renewable energy and to improve energy efficiency measures including use of
LED bulbs. The Commission has also directed the licensees to provide to the
consumers in their bill, all the details as specified in chapter VII of the Supply
Code. The licensees have informed the Commission that though the bills
generated from the personal digital assistance (PDA) is short and brief, the
consumers will be provided the facility to view the full details and download
them from the website of the licensee. Further, the licensee will also provide
detailed bills, on request from the consumers.

(e) Proposal to increase t he ofi xed c HN\AA) gieddistriad
consumers having connected load less than or equal to 10kW.

In the draft proposal on determination of tariff, the Commission has proposed
to increase the fixed charge of LT-IV(A) industrial consumers having
connected load less than or equal to 10kW,from the existing rate of Rs
100/consumer / month to the rate of Rs 25/kW/month. Many small industrial
consumers and their associations such as KSSIA, Flour & Oil Millers
Association and Rice and Flour Mill Owners Association have requested to
withdraw the said proposal on the ground that the increase would badly affect
the small scale and cottage industrial units. It was also brought to the notice
of the Commission that, such increase would very badly affect the small
grinding units, flour mills and such other units run by self-employed women.

Decision of the Commission

The Commission after detailed discussion decided to withdraw the proposal to
increase the fixed charges and to retain the existing rate of fixed charges for
the LT 7 IV (A) Industrial consumers having connected load less than or equal
to 10 kW, as determined in the tariff order dated 14.08.2014.

(f) Tariff applicable to Libraries and Reading rooms other than those of
educational institutions.

The Secretary, Kerala State Library Council, Thiruvananthapuram and various
rural libraries have represented before the Commission that, the present non-
telescopic tariff applicable to the libraries under the Kerala State Library
Council is excessively high and requested to provide electricity to them at
concessional rates, in view of the poor financial resources of such libraries
and the services they render mainly to the rural population. The Commission
has considered the request in detail. The libraries and reading rooms other
than those of educational institutions are presently categorized under LT-VI
General (E) Tariff. The consumer groups included in this category are sports
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and arts clubs with connected load not exceeding 2000 Watts, sailing and or
swimming clubs with connected load not exceeding 2000 Watts, gymnasium
with connected load not exceeding 2000 Watts, libraries and reading rooms
other than those of educational institutions, press clubs, offices of political
parties approved by Election Commission of India, e-toilet and public comfort
station and the drinking water supply schemes such as jalanidhi, jaladhara
and swajaladhara. The Commission has decided to change the consumer
category of such drinking water supply schemes from LT VI General (E) to LT
| Domestic category subject to conditions relating to eligibility and calculation
of tariff. The prevailing tariff and proposed tariff under LT-VI General (E) are
tabulated hereunder.

Table-12.1
Tariff proposed for LT-VI(E) Category

Existing Proposed
Particulars Tariff tariff
(a) Fixed charge (Rs/ consumer/month)
Single phase consumers 20 30
Three phase consumers 60 80
(b) Energy charges (Rs/kWh)
Upto 50 units 2.80 3.20
Upto 120 units 3.80 4.30
Upto 200 units 4.50 5.00
Above 200 units 6.30 6.50

At present the above tariffs are non-telescopic. The main grievance of the
libraries is that, in the present non-telescopic tariff system in LT VI General
(E) category, as and when the consumption crosses the limits fixed for the
slab, the consumers will have to pay electric charges for the entire
consumption at the rates specified for that slab.

Decision of the Commission

The Commission is of the considered view that, if the present non-telescopic
billing is changed to telescopic billing for the consumers in this category with
monthly ceiling up to 200 units would grant desired relief. However, the
consumers having monthly consumption above 200 units shall be billed under
non-telescopic billing system at the proposed rate of Rs.6.50/ unit. Further,
the libraries and reading rooms with connected load of and below 2000 watts
and monthly consumption of and below 100 units are brought under LT-VI-
General (D). The tariff approved for LT VI General (E) category is given in the
table below.
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Table 12.2
Tariff approved for LT-VI(E) category

Approved
Particulars tariff
(a) Fixed charge (Rs/ consumer/month)
Single phase consumers 30
Three phase consumers 80
(b) Energy charges (Rs/kwh)
1 to 50 units 3.20
51 to 100 units 4.30
101 to 200 units 5.00
Above 200 units (non-telescopic for the entire
consumption) 6.50

The tariff for consumption above 200 units shall be Rs.6.50 / unit for the entire
consumption.

(g) Re-categorization of call centers to LT IV (B) IT and IT enabled
services

Basedon the directions of the Hon 6"bMag
2016 in WP (C) No. 31268 of 2015 and, judgment dated 24™ September-2014
in WP (C) No. 8902 of 2013, the Government has instructed the Chief
Executive Officer, Technopark to file a petition before the KSERC for

categorizing the 0cldIB) IT& @ nehabledssérvicesn d e r L

Accordingly, M/s Technopark has filed a petition before the Commission on
04-11-2016, to categori se t-INE)IDandIT bnakded
services in accordance with the IT Policy of the Government. M/s Technopark
has presented the details of the petition during the public hearing at
Thiruvananthapuram on 17-01-2017. Several other call centers have also
given representation to the effect that they should be granted industrial tariff in
accordance with the IT policy of the Government. As per the prevailing tariff
order dated 14-8-2014, the call centers are categorized under LT-VI (F)
category tariff along with computer training institutes.

Decision of the Commission

In due deference to the Policy guidelines of the State Government in its IT
Policy and considering the nature of works in the present call centres, the
Commission decides to categorise the call centers under LT-IV (B) IT and IT
enabled services.
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(h) Kochi Metro Rail Corporation Ltd (KMRL)

12.20 During the public hearing at Ernakulam, the representative of the KMRL
requested before the Commission to create a special tariff category for KMRL
with a lesser tariff than that of Railway traction tariff prevailing in the State.
The Commission had, vide its letter dated 7-4-2016, provisionally decided to
extent the railway traction tariff to KMRL. During the public hearing it was
brought to the notice of the Commission that, the major income of Indian
Railways is from goods trains and the additional income from goods trains
would set off the loss sustained from passenger trains. In the case of KMRL,
the metro rail is only for the mass transport of passengers and there is no
goods transport. KMRL also has invested huge amounts for the Kochi Metro
Rail Project. Therefore KMRL requested for a concessional tariff. It is noticed
that , in other states, the tariff appliceé
less (by about Rs 0.20/unit to Rs 0.50 per unit) than the energy charges
applicable to railway traction. The present and proposed tariff for railway
traction is given below.

Table 12.3
Existing and proposed tariff for Railway traction

Existing Proposed
Particulars tariff Tariff

Demand charge (Rs/ KVA/ month) 250 250
Energy charges (Rs/ kwWh) 4.80 5.10

Decision of the Commission

12.21 Considering the above facts the Commission has decided to fix the energy
charge applicable to railway traction of KMRL at Rs.4.80 / unit.

(i) Request of the private hospitals to grant a reduced tariff or to equate
their tariff to that of Government hospitals

12.22 Kerala Rural Private Hospital Association, during the public hearing held at
Kozhikode on 28-12-2016 has submitted that, the rural private hospitals in
Kerala are in a disadvantageous position. Hence they requested for a
separate tariff category for private hospitals in rural areas or the LT-VI(A)
tariff, the tariff applicable to Government hospitals may be extended to them.

12.23 The Qualified Private Medical Pract i ti oner s o Associati on
submitted a separate petition for reclassification of tariff of the members of the
petitioner association, who are presently categorised under Low Tension VI
(F) at LT level and High Tension Il (B) at HT level. The request was to
classify them under in Low Tension IV (A) Industry and High Tension i | -
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Industry (A) category. The petitioner had pointed out several decisions of the
Hondéble Supreme Court to substant.i
industrial category. The Commission had found that the said judgments of the
Hondble Supreme Court were with ref
that the Commission has classified manufacturing industry, hotel industry,
tourism industry, IT industry, etc., into different consumer categories
depending upon the nature, the purpose and the socio-economic importance.
The Commission had disposed of the petition with the finding that private
hospitals are not entitled for the tariffs applicable to LT IV (A) and HT | (A)
categories.

The Lissie Hospital had submitted a petition to the effect that the tariff
applicable to the private hospitals run by the societies registered under
Travancore- Cochin Literary, Scientific and Charitable Societies Registration
Act, 1955, should be made applicable to the private hospitals run by
Charitable Trust registered under the Indian Trust Act. The Commission had
disposed of the above petition finding that dhe private hospitals managed by
the charitable trusts registered under the Trust Act are not eligible for the tariff
applicable to the consumers of LT VI A and HT Il A categories, which are
applicable to the private hospitals managed by the charitable societies
registered under the Travancore -Cochin Literary, Scientific and Charitable
Societies Registration Act, 19556 At present, the Government hospitals and
the private hospitals registered under Travancore- Cochin Literary, Scientific
and Charitable Societies Registration Act, 1955 are categorized under LT
VI(A)/ HT-lI(A) category. The other private hospitals are generally
categorized under LT-VI(F)/HT-l | ( B) category. The
various judgments, decided that, the private hospitals cannot be equated to
Government hospitals for tariff categorization. (Judgment dated 28.2.2012
i ssued by Hondébl e APTEL- Rajasthan &ngindeling
College Society vs. Rajasthan Electricity Regulatory Commission & Others;
Judgment in appeal No 300 of 2013).

The Commission has found that even in the hospitals run by Charitable
Societies and by Charitable Trust, only very few patients are given health care
facilities at nominal charges. The majority of patients who occupy non-A/c
rooms or Alc rooms are charged at higher rates. The major consumption in
such hospitals is for air conditioning and such other facilities.

The Commission has collected the details of consumption of the private

hospitals billed under LT- VI (F) category by the KSEB Ltd. The said details
are given below.
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Table 12.4

Details of private hospitals billed under LT
Consumer strength Annual consumption
Monthly consumption Cumulative | Consumption | Cumulative | Annual
Number % percentage | (%) percentage | consumption (MU)

Up to 100 units 3301 33.9% 1.60%
101 to 200 units 1329 | 13.6% 2.70%
201 to 300 units 843 8.6% 68.4% 2.80% | 13.60% 11.76
301 to 400 units 665 6.8% 3.20%
401 to 500 units 527 5.4% 3.30%
501 to 1000 units 1340 | 13.7% 13.1% 11.33
1001 to 2000 units 832 8.5% 16.20% 14.01
2000 to 5000 units 652 6.7% 28.1% 24.31
5000 to 10000 units 218 2.2% 20.40% 17.65
>10000 units 43 0.4% 8.60% 7.44
Total 9750 | 100.0% 100.00% 86.50

From the above details, it can be seen that about 68.4% of the private

hospitals billed under LT-VI(F) category are having monthly consumption less

than 500 units and their annual consumption is only about 11.76% of the total

consumption of private hospitals billed under LT-VI (F).

Decision of the Commission
12.27 The Commission is of the considered view that if the energy charges under

LT-VI General (A) applicable to the Government Hospitals is extended to the
private hospitals having monthly consumption up to 500 units, the problems
faced by the small clinics and private hospitals would be solved. Further, the
following non-telescopic tariff can be introduced for the private hospitals
having monthly consumption above 500 units. The Commission also has
decided to dispense with the difference between the private hospitals run by
charitable societies and by others. The existing tariff for the Government
hospitals and that for private hospitals are tabulated below.

Table 12.5
Comparison of the existing tariff of Government hospitals
and private hospitals

Existing tariff for Government Hospitals

Existing tariff for private hospitals

Fixed charge (Rs/kW/month

Fixed charge (Rs/ kW per month)

Existing rate

Single Phase Single Phase 60
Three phase 50 | Three phase 120
Energy Charge Energy Charge (Rs per unit)
0 to 100 units per month 5.80
_ 0 to 200 units per month 6.50
Of and below 500 units 5.50 0 to 300 units per month 220
0 to 500 units per month 7.80
Above 500 units 6.30 above 5001u0nc;tos Sr?i;sn;)c::trngg:ﬁ 9.00
above 1000 units per month upto 9.00
2000 units per month

Above 2000 units per month 9.00
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The Commission has decided to introduce a separate tariff category LT-VI(G)
for private hospitals as given below.

Table 12.6
Approved tariff for Private Hospitals
Approved tariff for consumers in LT VI General (G) for private
hospitals and private clinics

Fixed charge (Rs/ kW per month)

Single Phase 60
Three phase 180
Energy Charge (Rs per unit)

up to 500 units per month 5.50
501 units upto 1000 units per month 6.50
1001 units upto 2000 units per month 7.50
Above 2000 units per month 8.50

By the above decision, the private hospitals and clinics with single phase
connection and a consumption up to 500 units, (about 68% of the total private
hospitals / clinics) can avail electricity at the same energy charge as in the
case of government hospitals.

(1) Government Medical College, Ernakulam

The Principal, Government Medical College, Ernakulam represented on
19.12.2016, that, their hospital is an EHT consumer and is presently billed
under EHT General category in the absence of appropriate tariff.

Decision of the Commission

At present there are three consumer categories at EHT level, i.e., EHT
Industry (66kV, 110kV and 220 kV), EHT Commercial and EHT-General. EHT
General is generally applicable to ISRO and other utility services such as
airport, self-financing educational institutions, and other consumers not
included in EHT Industry and EHT commercial categories. The Government
hospitals including Medical colleges, availing supply at LT is categorized
under LT-VI(A) and at HT level categorized under HT-II(A) tariff. There is no
separate tariff classification for Government hospitals/ medical colleges
availing supply at EHT level.

As per the tariff determination initiated by the Commission on suo motu basis,
the proposed tariff for HT-II(A) category is as follows.
Demand charge - Rs 350/kVA/month
Energy charge - Rs 5.30/unit.
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The existing tariff for EHT General is given below.

Demand charge - Rs 370/kVA/month
Energy charge

of and below 60,000 units per month - Rs 5.80/unit
Above 60,000 units - Rs 6.80/unit.

The Commission therefore decides to introduce a new category namely EHT
General (A) for the groups of consumers enumerated in LT VI General (A)
category having EHT connection and to assign the following tariff to the EHT
General (A) category.

Demand charge - Rs 300/kVA/month
Energy charge - Rs5.00/unit.

The existing consumers in EHT General category excluding those in EHT
General (A) category mentioned above, will be classified as EHT General (B)
category with the present tariff.

(k) Request of LT industrial consumers to increase the limit of LT
connection to 160 kVA.

Many small industrial consumers requested that LT supply may be extended
to the industrial consumers having connected load/ contract demand upto 160
kVA instead of the present limit of 100 kVA.

Decision of the Commission

As per the Regulation-8 of the Kerala Electricity Supply Code-2014 (KESC-
2014), the electricity supply has to be availed at 11kV, if the connected load of
the consumer is more than 100kVA. The Kerala Electricity Supply Code,
2014 was finalized after detailed deliberations including public hearings etc.
The said limit has been fixed by the Commission taking into consideration the
techno-economic aspects of the issue. There is no reason to change the
said limit fixed for LT industrial connection. However, in the case of deemed
HT consumers as on the date of coming into force of the Supply Code, 2014,
the Commission has already issued an order on 09.10.2014 in petition
No0.8/2014. The Commission finds that there is no reason to change the limits
fixed for LT industrial connection.

() Request of LT industrial consumers to reduce electricity duty under
the Kerala Electricity Duty Act, 1963.

Many industrial consumers and their associations requested that the rate of
electricity duty for the LT Industries may be fixed at 10 paise per unit, i.e., at
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the same rate applicable to the HT industries, instead of the present rate of
10% of the energy charges.

Decision of the Commission

The electricity duty under section-4 of the Kerala Electricity Duty Act, 1963 is
the statutory levy to the State Government as per the provisions of the said
Act. The Commission has no authority to revise the rate of electricity duty
payable by the consumers under the provisions of the said Act.

(m) Request to give power supply only to steel fabrication units/
welding units having valid license from local bodies.

Representatives of the steel fabrication units/ welding units at Kannur,
Ernakulam and Pathanamthitta have represented before the Commission to
give necessary direction to the KSEB Ltd to give power supply only to the
steel fabrication / welding units at construction sites/ outdoor units, having
valid license from local bodies.

Decision of the Commission

The distribution licensee has to provide electricity supply to the consumers as
per the provisions of the Electricity Act-2003 and the Kerala Electricity Supply
Code, 2014. Central and State Governments have already given direction to
relax the conditions for giving electric connection as a part of the Government
programmes namely O6electrification
B u s i n &he sequirements of safety and security of such units have to be
examined by the electrical inspector. Local Self Government is the authority to
decide whether or not the steel fabrication units/ welding units should function
with licence. Therefore the Commission cannot grant the above request.

(n) The electricity tariff for electric hydraulic axe may be fixed at LT-IV A
industrial tariff instead of LT-VII(A) Commercial tariff.

One consumer from Mavelikara has submitted that he is running small unit for

of

10

breaking up the logs into fre woodusi ng 6éel ectric hydrauldi

He undertakes such works as job work and also sells fire wood produced by
him.

Decision of the Commission

Kotali is the Malayalam word for axe. Now a days LPG is used extensively for
cooking purposes. Very poor families only resort to fire wood. The activity
undertaken by this consumer is similar to the saw mills where, logs are
converted to smaller sawn pieces. In view of the nature of job and purpose of
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use of electricity, the Commission decides to assign LT IV(A) Industrial tariff to
the said activity.

(o) Tariff increase for LT-IV (B) IT & IT enabled services.

M/s Technopark has submitted that, majority of the consumers of the licensee
are LT-IV (B) Industry, IT and IT enabled services. The licensee requested for
proportional increase in tariff for LT-IV (B) category in line with the increase in
tariff proposed for LT-IV(A) industrial consumers.

Decision of the Commission

As per the prevailing tariff, the fixed charge of LT-IV (A) Industry and LT-IV (B)
IT and IT enabled services are the same. However, the energy charge of LT-
IV Industry is Rs 5.20/unit and the energy charge of LT-IV (B) IT & IT enabled
services is Rs 5.80 per unit. The details are given below.

Table 12.7
Existing tariff for LT-IV (A) and LT-IV (B) category

Particulars LT-IV (A) | LT-IV (B)
1 | Fixed charges

(a) Below 10kW (Rs/ consumer per month) 100 100

(b) Above 10 kW and upto 20kW (Rs/kW/month) 60 60

(c) Above 20kW (Rs/ kVA/ month) 125 125
2 | Energy charge (Rs/ kWh)

Below 10 KW 5.20 5.80

Above 10 kW and upto 20kW 5.20 5.80

Above 20kW 5.20 5.80

In the proposals for determination of tariff in the suo motu proceedings, the
Commission has proposed to increase the energy charge of LT-IV (A)
consumers by Rs 0.30/unit and the demand charge of LT-IV (A) category by
Rs 15/kW/month for connecte d | oad déabove 10 akd\Rs
25/kW/month for industrial consumers having connected load above 20kW.
The vast majority of consumers in the category of LT-IV (B) IT and IT enabled
services are served by the small licensees such as Technopark, Cochin Port
Trust, Cochin Special Economic Zone Authority (CSEZA), KINESCO Power
and Utilities Private Limited (KPUPL) and Infopark. The Commission has
proposed to increase the bulk supply tariff of the said licensees. Therefore
the Commission is of the considered view that the tariff applicable to the
consumers in the category of LT-IV (B) IT and IT enabled services should also
be appropriately increased. However in view of the importance of the IT and
IT enabled industries, especially in the field of employment generation, the
Commission decides to increase the energy charge applicable to the said
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12.45

12.46

12.47

12.48

12.49

category only nominally from the present rate of Rs.5.80 / unit to Rs.6.00 /
unit.

(p) Tariff applicable to Computer Training Institutes

M/s Logic Institute of Technology has filed a petition for categorizing the
Computer Training Institute under LT-IV (B) IT and IT enabled services from
the present category of LT-VI(F).

Decision of the Commission

At present computer training institutes are categorized under LT-VI(F)
category along with self-financing educational institutions. It is noted that, the
computer training institutes in the State are self-financing educational
institutions which decide their fee and other charges by themselves. Hence it
is found that, there is no reason to change the present tariff category of the
computer training institutes.

(q) Request for increasing the generation based incentive (GBI) for the
solar generation

Many consumers and stakeholders requested to promote renewable energy
and to increase the present rate the GBI for off grid solar PV systems which
has been fixed at Re. 1.00 per unit.

Decision of the Commission

The Commission vide the order dated 30-09-2014 has approved GBI at a rate
of Re 1.00 per unit for Off Grid Captive Solar Power Plants and it was also
directed that the licensees which pay such GBI can account such solar
generation for meeting the solar RPO of the distribution licensees. It is noted
that, the floor price of solar REC was in the range of Rs 3.50 / unit and hence
the distribution licensees had considerable benefit by paying GBI at a rate of
Re.1/unit since the licensee accounts such solar generation under their solar
RPO. However, recently the CERC vide the draft order dated 28" February
2017 has proposed to reduce the floor price of solar REC to Re.1.00 / unit. It
is also noted that the rate of solar energy as per the recent tenders is coming
down. Therefore the Commission is of the view that there is no need to
increase the GBI for solar generation from the present rate of Re.1.00/ unit.

(r) Educational Institutions run by IHRD
The Director, IHRD, Trivandrum during the hearing held at

Thiruvananthapuram on 17-1-2017, has submitted that, IHRD is managed by
GoK and registered under the Travancore, Cochin, Literary Scientific and
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Charitable Societies Registration Act-1955. About 86 educational institutions
are functioning under IHRD. It also receives grant-in-aid from the
Government. The rules and regulations of Government institutions are
generally followed by them. Presently the tariff applicable to the educational
institutions under IHRD is LT-VI(F), the tariff applicable to self-financing
educational institutions. They requested to re-categorise them under LT-VI(A),
at the tariff applicable to Government or aided educational institutions.

Decision of the Commission

As per the prevailing tariff categorization, all the self-financing educational
institutions are classified under LT-VI (F), irrespective of whether or not such
educational institutions are under private management or under Government.
As per the information available, the fee structure of the educational
institutions run by IHRD is also same as that of the self-financing educational
institutions run by private management. The Government has, vide the G.O
(Ms) No. 55/2017/HEDN dated 14-2-2017, issued orders to the effect that all
the institutions under the Institute of Human Resources Development (IHRD)
may be treated on par with Government/ aided colleges for charging electricity
tariff by KSEB Ltd., students scholarships, reimbursement of fee for SC / ST /
OBC students, annual affiliation fee to the Universities etc. Though the said
Government Order is not seen issued with concurrence of the Government in
Power Department, the Commission, in compliance to the said GO, decides to
include the educational institutions under IHRD also in LT VI General (A) and
HT 11 (A).

(s) Representation from Kerala Television Federation, Thiruvananthapuram.

12.51

12.52

The Kerala Television Federation (KTF)has submitted a representation before
the Commission for categorizing them wunder Industrial tariff instead
commercial tariff. KTF claimed that, the federation is the recognized body of
the television channels operating in Kerala. According to them, they are
eligible to get the industrial tariff, which is allowed to print media.
Subsequently KTF has confined their claim to the TV channels exclusively for
telecasting news.

Decision of the Commission

As per the prevailing tariff schedule, the TV channels including Doordarshan
and other broad casting companies, All India Radio, cable TV network, radio
stations etc are categorized under LT-VI(F) under LT and HT-II(B) under HT
category. No reasonable ground has been presented by the KTF for
differentiating TV news channels from the other TV channels and
Doordarshan, for the purpose of tariff determination. Therefore it is decided to
continue the TV channels in the present category.
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(t) Arguments of the HT& EHT Industrial Consumers Association in
respect of past revenue gap.

1253 The HT & EHT |l ndustri al El ectricity Cons um¢
referred as HT&EHT Association) has submitted that, the provisionally
assessed revenue gap for the years 2011-12 and 2012-13 may not be
considered while determining the tariff on suo motu basis, on the following
grounds.

0] There was substantial delay in filing the application for approval of the
truing up of accounts for the year 2011-12 and 2012-13. As per the
Supreme Court of India Judgment on: (2009) 6 SCC 235 dated March
3, 2009 in Civil Appeal No. 1110 of 2007 in UPPCL & Others vs.
NTPC, the revenue gap, if any approved, shall not be passed on to the
consumers through tariff.

(i) As per the Second Transfer Scheme notified by the State Government
on 31-10-2013 and subsequent notification dated 28-1-2015, the KSEB
Ltd(the successor entity to the erstwhile KSEB) was created with a
clean balance sheet with no past liabilities, revenue gap or outstanding
regulatory assets. Hence KSEB Ltd cannot have any claim for the
regulatory assets to be recovered from the consumers, since such past
liabilities have already been adjusted with the State Government.

(i)  KSEB Ltd is likely to sign tripartite UDAY agreement with Gol and State
Government, wherein 75% of the loans would be taken over by GoK.

Decision of the Commission

12.54 The Commission has considered the arguments of the HT & EHT Association,
in view of the relevant regulations, provisions in Tariff Policy and the
judgments of the Hon'ble APTEL. In its judgment, dated 30-05-2015, in
Appeal petition No. 147, 148 and 150 of 2013had t he F
decided on the modus of treating the revenue gap approved in the process of
truing up, when there is substantial delay in filing the applications for approval
of truing up of accounts.

The relevant portion of the said judgment is extracted below.
fil5. Let us examine the Tariff Policy notified by the Central

Government in compliance with Section 3 of the Electricity Act, 2003.
The relevant para 8.1 (7) is reproduced as under:
AAppropriat e Co mniates wiiffodeternsnatioru | d i ni
and regulatory scrutiny on a suo moto basis in case the
licensee does not initiate filings in time. It is desirable that
requisite tariff changes come into effect from the date of
commencement of each financial year and any gap on account
of delay in filing should be on account
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16. This issue has been considered by this Tribunal in judgment dated

19.9.2007 in Appeal no. 70 of 2007.
5. We now proceed to examine the tari
8.1.7 as extracted above. In our opinion the entire paragraph
has to be read to interpret the expression given therein. The
intention of the government in this part of the tariff policy is to
maintain discipline in the matter of date of commencement of
every new tariff. The policy says that it is desirable that MYT
tariff should come to effect in the beginning of the financial year.
The policy does not say that the tariff changes will come into
effect at the commencement of the financial year irrespective of
any prohibitive situation that may arise for various reasons.
There can be no quarrel that if the tariff changes take place at
the beginning of the financial year it becomes convenient for all
the players in the electricity market as well as for the end
consumers. In order to make this possible an advice is given to
Appropriate Commissions to initiate tariff determination and
regulatory scrutiny on a suomoto basis in case the licensee
does not initiate filings in time. However, suomoto initiation of
tariff determination may not be an easy process. A large
amount of data is required for determination of tariff. Without a
tariff petition being filed by a licensee the Appropriate
Commission may find it quite difficult to collect and collate the
necessary data and to fix a tariff. If the appropriate Commission
is able to so determine the tariff on suomoto scrutiny, the same
may be different from the tariff which could have been framed
on an ARR and tariff petition with relevant data filed by a
licensee. It is in this context that the tariff policy says that if
there is a gap of this nature the licensee should be made to
bear the same. This provision has been made to discourage the
licensee from delaying its tariff petition and for compelling the
Appropriate Commission to go into suomoto determination of
tariff in the next financial year.
6. Undoubtedly, the suomoto tariff determination will commence
only if the ARR filing is inordinately delayed. It is not expected
that whenever ARR filing is delayed the Appropriate
Commission would suomoto start initiating the exercise of tariff
determination. In our considered view the last clause of para
8.1.7 of the tariff policy comes into play only when the ARR
filing is so enormously delayed that the appropriate Commission
is made to issue a tariff on its own suomoto regulatory scrutiny.

7. Further Afany gapo0 on account of del
properly understood. The tariff policy is silent about the
meaning and calculation of figapo. The s

by an independent body like the Appropriate Commission is to
ensure viability of the licensees while maintaining a reasonable
price for the consumer. Therefore, the cost of supply has to be
met out of revenue earned by sale of electricity. In case the
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MYT tariff comes into effect a month later than the day on which
it was expected, the required annual revenue minus the
revenue realized in that month will have to be recovered in the
remaining months of that period. In such a situation the
increased cost of the new period will have to be distributed over
the remaining period of the MYT. The other way of fixing the
tariff, in case of a delay, would be to distribute the ARR over the
entire tariff period so that some amount of revenue for the
delayed period remains under-recovered. Here again the under-
recovered amount has to be recovered in order to maintain the
viability of the licensee. However, if the under-recovery caused
by increase in tariff is recovered in the rest of the MYT period a
carrying cost will be involved. This carrying cost will be an
additional burden which, in all fairness, should not be imposed
on the consumer and has to be on account of the licensee.

8. In the present case the gap between the beginning of the FY
and the date when the new MYT becomes effective is nearly a
month. The loss of revenue in this given situation is Rs.88
Crores. This loss could be much higher if the delay in tariff
fixation had been longer. In a given situation, if the licensee is
unable to file the ARR petition due to some reasons will it be
proper to say that tariff policy requires such difference to be
denied to the |licensee forever? The ans
that can be denied to a licensee in this situation is the carrying
cost and not the legitimate claim towards revenue.

9. It has to be understood that the consumer has to pay for the
electricity supplied to him. As per Section 61 of The Electricity
Act 2003 the Appropriate Commission fixes the tariff
safeguarding, inter alia, interest of consumers and at the same
time, recovery of cost of electricity in a reasonable manner.
Therefore, there is nothing unjust in recovering the sheer cost of
supply of electricity from the consumers. It is not an additional
burden on the consumer. The consumer in the present example
would have paid the same tariff had the ARR and tariff petition
been filed in time. Only, the tariff order comes into effect a
month later. The expression used by the Commission namely

Afinanci al i mplications caused solely d
MYT applications by the licensees should not be passed on to
the hapless consumerso indicates mispl a

consumer is made to pay more than the cost of supply he can
be described as hapless. Secondly the financial implication
caused solely due to late submission is only the delay in
recovery and not the increase in tariff. It is not the case of the
MERC that the tariff has gone up because of late filing. Only the
determination of tariff is delayed because of late filing. The
financial implication of the delay is nothing but the carrying cost.
The consumer cannot be burdened with this resulting carrying
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cost because the delay has not been caused on account of their
default. o
17. The findings of the Tribunal in Appeal no. 70 of 2007 will squarely
apply to the present case. Accordingly, the revenue gap for FY 2011-
12 and 2013-14 has to be allowed to the Appellant. However, carrying
cost, if any, for the period of delay in filing the ARR/Tariff petition shall
not be all owed. 0

12.55 Similarly, in the judgment dated 28-11-2013, in Appeal No. 190/2011, the
Ho n 0 APTEL has also decided on circumstances under which the utilities
are eligible for carrying cost. The relevant portion of the said judgment is
extracted below.

81. eélt i's settled | aw that
expenditure has to be provided. In fact, this principle has been
laid down in Appeal No.203 of 2010 and RP No.13 of 2012 by
the Tribunal in its order dated 2.1.2013. The very same issue
has been dealt with in another decision in Appeal No.36 of 2008.
82. That apart, this Tribunal again in Appeal No.153 of 2009
dated 30.7.2010 reported in 2010 ELR (APTEL) 0891 and
Appeal No. 173 of 2009 dated 13.9.2012 has also dealt the very
same issue.

83. The relevant principles which have been laid down in these
decisions are extracted below:

(&) We do appreciate that the State Commission intents to
keep the burden on the consumer as low as possible. At
the same time, one has to remember that the burden of
the consumer is not ultimately reduced by under
estimating the cost today and truing it up in future as such
method also burdens the consumer with carrying cost.

(b) The carrying cost is allowed based on the financial
principle that whenever the recovery of cost is deferred
the financing of the gap in cash flow arranged by the
distribution company from lenders and/or promoters
and/or accruals, has to be paid for by way of carrying
cost.

(c) The carrying cost is a legitimate expense and therefore
recovery of such carrying cost is legitimate expenditure of
the distribution company.

(d) A 18 The utility is entitled to carrying cost on its claim of
legitimate expenditure if the expenditure is:

i) accepted but recovery is deferred e.g. interest on
regulatory assets,
ii) claim not approved within a reasonable time, and
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1256 T he

iii) Disallowed by the State Commission but subsequently

allowed by the Superior authority.

iv) Revenue gap as a result of allowance of legitimate
expenditure in the true up. The State Commission
shall decide the claim of the Appellant regard to

carrying cost on the above principles.

84. In view of the settled position of law, in the present case, the
Appellant falls under sub-category (iv) as referred to above, and
as such the Appellant is entitled for the Carrying Cost as per the
Order dated 17.1.2009. Accordingly,

Hondble APTEL has, in its judgment da

of 2013, also decided on the computation of carrying cost. The relevant
portion of one of the said judgment is extracted below.
nl19. Learned Counsel for thathe Appel |

the State Commission has only allowed the carrying cost
for the deferred revenue only for a period of two years and
not till such time the revenue gap is actually recovered in
tariff of the Appellant. The decision of the State
Commission in the impugned order is contrary to the
decision of this Tribunal that carrying cost is to be allowed
till such time the deferred revenue is recovered by the
utility.

20. According to Learned Counsel for the State
Commission carrying cost has been allowed as per the
directions of the Tribunal.

21. The Tribunal in its judgment dated 18.10.2012 decided
as under

ACarrying cost i's normally
recovery of the revenue requirements and the purpose of
carrying costs is to compensate the utility for the revenue
requirements that fell short of recovery but to be recovered
in future. Therefore, revenue requirements cannot be
restricted to a period of two years unless of course the
appellant itself is responsible for late submission of true-up
petit i on. 0

rrrrrr

eeeeee.

required

fl1ll1.5 On the basis of the above fin

decide as under:
1) When the utility gives its projected expenditure under
a head in the ARR, the Commission either accepts it or
decides a lower expenditure. However, if in the true up
of the ARR subsequently the Commission finds that the
expenditure which was denied/reduced earlier under
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that head needs to be approved then carrying cost may
be allowed for such additional expenditure under that
particular head which was denied earlier.
i) The utility is entitled to carrying cost on his claim of
legitimate expenditure if the expenditure is:
a) accepted but recovery is deferred e.g. interest on
regulatory assets
b) claim not approved within a reasonable time, and
c) disallowed by the State Commission but
subsequently allowed by the Superior Authority.
If the revenue gap is as a result of routine true up carried
out in the time frame specified in the Regulations and not
on account of genuine expenditure denied on a claim by
the appellant earlier or on account of deferred recoveries
then no carrying cost may be admissible as the claim was
made for the first time at the time of true up. The State
Commission shall decide the claim of the appellant on the

above principles. Decided accordingl

We, therefore, direct the Commission to re-examine the
issues upon consideration of the detailed particulars as are
and as further may be provided by the appellant before the
Commi ssion according to the

22. The Commission in the impugned order has stated that
the Commission had been revising the tariff in such a way
that the entire gap for the years covered in any tariff order
gets recovered in the year of the tariff order itself except in
exceptional cases when the Commission determines a
Regulatory Asset. The Commission thus allows carrying
cost for revenue gap for six months in the year it is built up,
twelve months of the ensuing year and for a period of six
months in the third year in which it gets recouped through
recovery by way of increased tariff. In this way the
maximum period for which carrying cost is allowable works
out to two years. The Commission has also been allowing
carrying cost for a period beyond two years where recovery
is deferred for period beyond two years on account of
establishment of Regulatory Assets. In the order dated
07.01.2013 the Commission has explained that based on

Tri bunal 6s judgment , carryi

which was not allowed earlier is to be allowed in
subsequent years e.g. carrying cost for revenue gap
determined for FY 2006-07 (true-up) which is allowed in the
tariff year 2008-09 need not to be allowed again in the

| aw.

ng
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subsequent tariff order. The revenue gap determined
based on review exercise for FY 2007-08 will be allowed
carrying cost in the tariff order for FY 2008-09. Since the
revenue gap determined in the review exercise gets
adjusted as a result of true up, the carrying cost will be
allowable on the additional revenue gap in the subsequent
tariff order for FY 2009-10 because there had been shortfall
in recovery of additional revenue gap as also carrying cost
thereon. According to the Commission, the Appellant is
considering carrying cost on revenue gap on a year as
recurring expenditure in all subsequent tariff orders and is
of the view that Commission should allow carrying cost on
revenue gap and interest on carrying cost so that tariff can
be determined by the Commission after loading recurring
carrying cost in passing a hefty amount to the consumers
of the State.

23. The State Commission and the Appellant have given
detailed calculations in support of their submissions. It is
not possible for us to go into detailed calculation given by
them. However, we agree with the explanation given by the
State Commission giving the principle used for calculating
the carrying cost which has been reproduced in the
paragraph 22 above. However, in order to further clarify the
principle we reproduce the finding of the Tribunal in a
recent judgment dated 08.04.2015 in Appeal no. 160 of
2012 and batch in the matter of RiInfra Ltd. Vs.
Maharashtra Electricity Regulatory Commission and
Others. The relevant findings are reproduced below:

Rn39. The fourth issue is regarding

recoveries raised in Appeals no. 215 and 211 of 2013.

40. The issue relates to the manner of computation of
interest on past recoveries. According to the Appellant, the
starting point for grant of carrying cost should be the mid
year of the cost of incurrence and the end point to be the
mid year in which the same is approved to be recovered.
The revenue gap for FY 2010-11 approved to be recovered
in FY 2013-14 should carry the cost from the mid of FY
2010-11 till mid of FY 2013-14. However, the State
Commission in impugned order dated 13.06.2013 in
respect of RInfra-T has computed the carrying cost from
the end of FY 2010-11 till end of FY 2012-13. The cost is
incurred evenly throughout the year and the recovery would
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also be spread out evenly throughout the year. The
impugned order does not grant carrying cost for the year in
which the past recoveries had occurred and for the year in
which the same is approved to be recovered. In impugned
order dated 13.06.2013 in
business, the State Commission has computed carrying
cost till mid year of the year in which the recovery is
permitted, the starting point is nonetheless the end of the
year in which such gap had arisen.

41. According to Learned Counsel for the State
Commission, determination of under/over recovery can
only happen at the end of the year at the time of truing up.

42. We find that for carrying cost the State Commission has
considered the revenue gap to be applicable from the end
of the year of the occurrence of revenue gap upto the
middle of the year in which the same is proposed to be
recovered. This is not correct. The interest should be
calculated for the period from the middle of the financial
year in which the revenue gap had occurred upto the
middle of the financial year in which the recovery has been
proposed. Thus, for the revenue gap of FY 2010-11, the
Commission has to consider interest from middle of FY
2010-11 to middle of FY 2013-14 in which the recovery is
proposed. This is because the expenditure is incurred
throughout the year and its recovery is also spread out
throughout the year. Admittedly, the revenue gap will be
determined at the end of the financial year in which the
expenditure is incurred. However, the under or over
recovery is the resultant of the cost and revenue spread out
throughout the year. Similarly, the revenue gap of the past
year will be recovered throughout the year in which its
recovery is allowed. Therefore, the interest on revenue gap
as a result of true up for a financial year should be
calculated from the mid of that year till the middle of the
year in which such revenue gap is allowed to be recovered.

43. To explain this point let us assume that there is a
revenue gap of 12 crores in the true-up of FY 2010-11. If
the cost and the revenue and the permitted expenditure
had been properly balanced this gap of 12 crores would
have been recovered throughout the 12 months of FY
2010-11. Now this revenue gap is allowed to be recovered
in tariff during FY 2013-14. The recovery of gap of Rs. 12

respect
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12.57 The HT&EHT Association further submitted as follows:

crores from the distribution licensee consumers will be
spread over the 12 months period of FY 2013-14.
Therefore, the carrying cost would be calculated from the
middle of FY 2010-11 to middle of FY 2013-14 i.e. 3 years.
44. Accordingly, this issue is decided in favour of the
Appellant.

24. For example, if the true up of 2006-07 is carried out in
the ARR of 2008-09, the revenue gap of 2006-07 after true
up with carrying cost of 2 years has to be added in the ARR
of FY 2008-09. If there is a net revenue gap in FY 2008-09
after accounting for the revenue gap on account of true up
of FY 2006-07 and carrying cost thereon for two years then
that would be the cumulative revenue gap for FY 2008-09.
This cumulative revenue gap with carrying cost will be
accounted for in the year in which it is proposed to be
recovered. If the State Commission has allowed carrying
cost on the cumulative revenue gap at the end of a
financial year in the subsequent tariff orders as per the
explanation given by the Commission then that would be in
order. If the above principles have not been followed then
the State Commission will reconsider the issue and decide
according to above principles.

Accordingly, we remand the matter to the State

Commi ssion for reconsideration. 0

"Further,

Hon.

Supreme Court in UPPCL and Others Vs NTPC Limited in (2009) 6 SCC 235
has ruled "that additional costs shall not be passed on to the new tariff since
some persons who are consumers during the tariff year in question may not
continue to be consumers an some new consumers might have been added
to the system and there is no reason why they should bear the brunt. Hence,
it is clear that timely filing of trying up of accounts is compulsory in a
regulatory regime".

12.58 KSEB Ltd in it's written response to the above contention have submitted that:

n I t

I's humbly submitted that the
Court Judgment cannot be applied in the instant matter since the facts

and circumstances are entirely different.

First of all there has not been any undue delay in filing the true up
petitions by KSEB LTD. There has been some delay, which has been

explained adequately.

The case reported relates to a claim by NTPC made in 2005 against
some expenses incurred by it during 2000-01. CERC denied the claim
citing reasons like (i) the 2001 regulations were framed based on

rat.
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12.59

12.60

actual expenses up to 2000-01 (i) NTPC has made several review

applications and preferred several appeal petitions during the period

between 2001 and 2005; however no claim related to the claim

preferred in 2005 was made in any of the earlier proceedings despite

the entire facts being available to NTPC from 2000-01 onwards.

When the matter was disposed by the Hon Supreme Court, the claim

was denied citing that the tariff determination cannot be a never

ending process based on ever new data submitted every now and

then by the generating company since new beneficiaries and

consumers would be burdened with very old liabilities which could

have very well been identified and recovered in the past itself.

Thus, the facts and circumstances in the cited case are entirely

different from the instant matter and thus the ratio cannot be

imported.”
The Commission has gone through the contentions of both the parties and the
order of Hon'ble Supreme Court. The instant order is a common judgment pertaining
to Civil Appeals No0.1110 of 2007 1138 of 2007 and 1152 of 2007, 1327 of 2007 and
1112 of 2007 between UP Power Corporation Ltd Vs NTPC and others. It has been
mentioned therein that:

"We are in this batch of appeals are concerned with the power of the

Central Commission to make tariff and to revise the same at the instance

of a generating company....."
The case pertains to disallowance by Central Commission on employee
expenditure incurred by NTPC consequent to pay revision. When NTPC went
on appeal against the order of Central Commission to Hon'ble APTEL, the
same was allowed and it was against this order of APTEL , UP Power
Corporation approached the Hon'ble Supreme Court. In the context of the
instant case the following points also need to be considered.

() NTPC had created provision for the revision in employee costs and
Central Commission had considered these provisions while fixing
the norms.

(i)  NTPC did not lay any claim in respect of the actual revised costs
while filing a review petition before the Central Commission in
2003.

(i) When norms which have already considered the pay revisions are
already in existence, the actuals cannot be considered.

(iv) When the original petitions were filed before the Central
Commission the actual data of employee expenditure was available
with NTPC and it did not incorporate the same in its original petition
nor in the amended petitions.

(v) "...the question of exclusion of these expenses cannot be
reagitated in the present proceedings as they are barred by the
principle of res-judicata....”
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(vi) Revision of a tariff must be distinguished from a review of a tariff
order.

(vii)  "They were already aware of the impending revision of scale of
pay and had implemented in part, albeit, on a provisional basis. We
fail to understand as to why it had filed applications for tariff
determination for its generating stations.................. Not only that the
amended applications did not contain the details of the prescribed
data.......O0

(viii) "...We have been informed at the bar that the appeals were
preferred on other issues but not this one."

(ix)"Framing of tariff is made in several stages. The generating
companies get enough opportunity not only at the stage of making
of tariff but may be at a later stage also to put forth its casee
including the amount it has to spend on operation and maintenance
expenses as also escalation ............. It cannot, in our opinion be
permitted to re-agitate the said question after passing of many
stages.......... Some persons who are consumers during the tariff
year in question may not continue to be the consumers of the
appellant. Some new consumers might have come in. There is no
reason as to why they should bear the brunt. Such quick fix
attitude, in our opinion, is not contemplated .......

(x)  "We are not oblivious of the fact that in Rihand Case, the Central
Commission allowed the application of the respondent, but, therein
a provision was made therefore in the original tariff order itself.
Respondent No.1 had filed a separate I.A claiming the impact of
arrears paid by it in....."

12.61 A reading of the facts of the case along with above observation leads the
Commission to the conclusion that the above ratio cannot be imported to the
present situation due to the following reasons:

(&) The norms fixed by the Commission had included a provision for
the revision of wages and NTPC did not include the actual in the
petitions filed in spite of having an opportunity of including the same
therein. However it may be noted that another unit which had
included the same was allowed the expenses.

(b) The utility had filed a tariff petition, the Commission determined the
tariff and after determination of tariff, the utility approached the
commission to revise the tariff so as to incorporate the expenses
not included therein. They had an opportunity to revise the figures
when they filed a revised petition too which they did not do. It was
not a truing up petition as made out by the HT&EHT Association. In
the instant case there has been a delay in filing the true up petition.

(c) An expenditure which has been incurred by the licensee genuinely
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has to be passed on to the consumers after prudence check. In
case if there is a lapse and delay on the part of the licensee in filing
the true up applications on time the licensee forfeit their carrying
cost and not the actual expense incurred which passes the
prudence check. This fact has been so decided by Hon'ble APTEL.
(d) On application of decisions of the courts in one case to other similar

cases, the Honobl e SupreamEorpQationr t i n
Ltd. Vs N. R. Vairamani (2004) 8 SCC 579 has observed that:
Ao . Courts should not place reliance

as to how the factual situation fits in with the fact situation of the
decision on which reliance is placed. Observations of Courts are
neither to be read as Euclid's theorems nor as provisions of the
statute and that too taken out of their context. These observations
must be read in the context in which they appear to have been
stated. Judgments of Courts are not to be construed as statutes. To
interpret words, phrases and provisions of a statute, it may become
necessary for judges to embark into lengthy discussions but the
discussion is meant to explain and not to define. Judges interpret
statutes, they do not interpret judgments. They interpret words of
statutes; their words are not to be

e And, i n Herrington v. British Railw
Lord Morris said: "There is always peril in treating the words of a
speech or judgment as though they are words in a legislative
enactment, and it is to be remembered that judicial utterances
made in the setting of the facts of a particular case.”

Circumstantial flexibility, one additional or different fact may make
a world of difference between conclusions in two cases. Disposal
of cases by blindly placing reliance on a decision is not proper.

The following words of Lord Denning in the matter of applying
precedents have become locus classicus: "Each case depends on
its own facts and a close similarity between one case and another is
not enough because even a single significant detail may alter the
entire aspect, in deciding such cases, one should avoid the
temptation to decide cases (as said by Cordozo) by matching the
colour of one case against the colour of another. To decide
therefore, on which side of the line a case falls, the broad
resemblance to another case is not at all decisive."

12.62 As per the Second Transfer Scheme notified by the Government on 31-10-

2013, and the notification dated 28.01.2015, the outstanding liabilities on the
date of re-vesting are as given below.
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Table 12.8
Outstanding liabilities of KSEB Ltd as on 31.10.2013

Particulars Rs Crore
Current Liabilities:

Security Deposit from Consumers 2175.11
Other Current Liabilities 1897.08
Other Liabilities

Borrowings for Working Capital 2816.38
Payments due on Capital Liabilities 2654.57
Terminal Benefit fund 12419.00
Provident Fund 1227.40
Provision for Interest on Bonds adjustable | 2110.00
against Electricity Duty

Apart from the infusion of cash by way of retention of electricity duty for
the enhancement of equity capital to the tune of Rs 1946.00 crore,
there was no cash infusion by the Government. As per the details
available before the Commission, the State Government has not
financed any amount for the liquidation of liabilities of the KSEB Ltd.
The absence of regulatory asset in the opening balance sheet is a
result of reconstruction of the balance sheet undertaken as part of the
restructuring process of KSEB into KSEB Ltd, undertaken by the
State Government without any cash infusion by Government of Kerala.
It may be noted that, as per the restructured balance sheet, the Gross
fixed asset has enhanced from Rs 12972.06 crore as on 31-10-2013
to Rs 24961.05 crore as on 01-11-2013. i.e., in the process of re-
vesting the assets and liabilities of erstwhile KSEB in to KSEB Ltd, the
GFA has increased by Rs 11988.99 crore by way of re-valuation of
assets as per the first proviso to subsection-2 to Section-131 of the
Electricity Act-2003. However, the Commission has been not granting
depreciation and O&M expenses for the re-valued assets.

Further, as per the re-structured balance sheet, the State Government has
knocked out the consumer contribution and grants amounting to Rs 4169.87
crore. However, the Commission while determining the revenue requirement
of the KSEB Ltd, did not approve the depreciation on the entire assets created
out of consumer contribution and grants. The entire unbridged revenue gap/
liability incurred over the years till 31-10-2013 by the erstwhile KSEB is now
the liability of KSEB Ltd and the State Government has not taken any liability
of erstwhile KSEB while re-vesting the assets liabilities of it into KSEB Ltd.

Regarding the issue on joining the UDAY scheme, the HT & EHT Association
has, as per their letter dated 05.04.2017, brought to the notice of the
Commission that KSEB Ltd, Government of Kerala and Government of India
have entered into a Memorandum of Understanding (MoU) under UDAY
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scheme. The HT & EHT Association has also submitted a copy of the MoU
dated 02.03.2017. As per the Association, the participating State should
undertake to achieve operational and financial turnaround of DISCOMSs with
measures outlined in the scheme. Further, as per the scheme, Government of
Kerala has to take over 75% of the loan liability of KSEB Ltd as on
30.09.2015. KSEB Ltd as per letter dated 28.12.2015 had intimated its
willingness to the government to join the scheme. Government of Kerala
(GoK) as per letter 8565/C1/15/PD dated 03.08.2015 informed MOP, GOI that
Kerala is willing to sign MoU under UDAY scheme only for the improvement of
operational efficiency.

The Commission has examined the copy of the MoU dated 02.03.2017 signed
by Government of India, Government of Kerala and KSEB Ltd. It is noted that
the Government of Kerala has not taken over 75% of the loan liability of KSEB
Ltd and has consented only to implement the measures mentioned therein to
improve the operational efficiency of KSEB Ltd. Therefore it is found that the
contention of the HT & EHT Association to the effect that the liabilities of
KSEB Ltd would be taken over by Government of Kerala is not valid.

The Commission has, as per its order dated 16.03.2017 in the application for
truing up of accounts of KSEB Ltd for the financial year 2011-12, determined
the revenue gap as Rs1386.97 crore. Further the Commission has, as per its
order dated 20.03.2017 in the application for truing up of accounts of KSEB
Ltd for the financial year 2012-13, determined the revenue gap as Rs 3132.97
crore. In the notice dated 22-6-2016 issued by the Commission as a part of
this suo motu proceedings, it was stated that the revenue gaps for 2011-12
and for 2012-13 would also be considered for determination of tariff. The
l ionsd6 share of the said revenue g
which is an uncontrollable item as per the Tariff Regulations. The licensee
could have realized such additional cost of power purchase by way of fuel
surcharge immediately after each financial year. The licensee has not
realized such additional cost of power purchase from the consumers. In view
of the delay in filing the application for truing up of accounts, the Commission
does not propose to allow the carrying cost on such revenue gaps and
therefore the licensee has to bear the burden of carrying cost. At the same
time, the Commission is of the considered view that it is not just or fair to
disallow the recovery of the revenue gaps as mentioned above since it has
not been taken over by Government as per the MoU under UDAY scheme. In
view of the judgments of the Hon'ble APTEL quoted above and in view of the
provisions in Tariff Policy the Commission decides to include the said revenue
gaps also for the purpose of tariff determination with a view to ensuring that
the interest of consumers are safeguarded while reasonable cost of electricity
is recovered by the licensee.
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(u) Arguments of the HT& EHT Industrial Consumers Association in
respect of return on equity.

12.67 HT&EHT Association further submitted that, ROE may be allowed @14% on
the equity of Rs 283.91 crore, as recommended by the consultant engaged by
the Commission for studying the re-vesting and related issues of KSEB Ltd, in
view of the judgme nt of t he Honobl-14-2006PMT &peald at e d
petition No. 247 of 2014.The sub regulation (b) to Regulation-35 of the Tariff
Regulations, 2014, provides that, the equity of GoK as per the transfer
scheme notified by the State Government will qualify for computation of RoE.
The relevant regulation is extracted below.

f35. Principles for adoption of Transfer Scheme under Section 131 of
the Act.-The Commission may, for the purpose of approval of aggregate
revenue requirements and determination of tariff, adopt the changes in the
balance sheet, due to the re-organisation of the erstwhile Kerala State
Electricity Board as per the provisions of the Transfer Scheme published by
the Kerala State Government under Section 131 of the Act, subject to the
following principles,-

(@) Increase in the value of assets consequent to the revaluation of assets
shall not qualify for computation of depreciation or of return on net fixed
assets;

(b) The equity of Government of Kerala as per the Transfer Scheme
published under Section 131 of the Act will be considered for computation of
return on equity.

(c) The reduction of the contribution from consumers, grants and such other
subventions for creation of assets, made as a part of Transfer Scheme, shall
not be reckoned while computing depreciation or return on net fixed assets;
(d) Only the payment of interest on the bonds issued to the Master Trust will
be approved for computation of aggregate revenue requirement and the
amount of repayment of such bonds shall not be reckoned for computation
of aggregate revenue requirement.

(e) The Commission may take appropriate decision on the other issues
relating to the Transfer Scheme and its implementation on a case to case
basis.0

Decision of the Commission

12.68 The Commission, after having considered the arguments of the HT / EHT
Association, decides to allow in accordance with clause (b) of the regulation
35 of the Tariff Regulations, 2014, the RoE at the rate of 14% on the equity of
Government of Kerala as per the Second Transfer Scheme notified by the
Government under Section 131 of the Act.
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(v) Arguments of the HT& EHT Industrial Consumers Association in
respect of interest on bonds issued to the Master Trust.

12.69 HT&EHT association and their members further submitted that, interest on the
bond issued to Master Trust amounts to Rs 814.00 crore shall not be allowed
as part of the interest and finance charge, since there is no evidence is
available as whether KSEB Ltd has actually issued bonds, in accordance with
the Second Transfer Scheme. Regulation-31 of the Tariff Regultion-2014
deals with the interest on bonds issued by KSEB Ltd to service the terminal
liabilities of its employees. The relevant regulation is extracted below.

A31. |l nterest on bonds i ssued by KSEB

terminal liabilities of its employees. i (1) The interest on the bonds

issued by KSEB Limited to service the terminal liabilities of its

employees shall be allowed for recovery through tariffs, at the rates

stipulated in the relevant orders issued by Government of Kerala.

(2) The bonds shall be amortised at the same rate as prescribed in the

Transfer Scheme notified by the Government of Kerala.

(3) The funds required for repayment of the bonds issued by KSEB

Limited to service the terminal liabilities of its employees shall not be

all owed for recovery through tariffs. 0O

12.70 Regarding the interest on bonds issued to Master Trust, KSEB Ltd submitted
as follows,

fLiability towards terminal benefits is a firm liability and KSEB LTD

cannot deny it. It is humbly submitted that the normative values

deter mi ned by the Hondbl e Commission
expenses does not factor terminal liabilities of KSEB LTD. Hence denial

of interest on Master Trust Bonds, without any allowance under O&M

expenses, will put KSEB LTD in a precarious position of not being able

to pay off pension and other benefits to the retired employees. Since the

O&M norms does not cover the terminal benefits, the cash flow for the

same can only be ensured through pass through of interest charges of

the proposed bonds. The Commission is already seized of the
circumstances that lead to delay in issue of bonds, like probable income

tax liability on the master trust for the interest income which ultimately

will be loaded to the consumers. Now the issues have been settled and
KSEBLTDwi | | i ssue the bonds i mmediately. o

Decision of the Commission.

12.71 Pension of the retired employees is their vested right and therefore it cannot
be denied. Government has, as a part of the Second Transfer Scheme
issued under Section 131 of the Act, decided to constitute a Master Trust for
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facilitating payment of pension to the retired employees of KSEB Ltd. The
constitution of Master Trust is only a strategic decision to absolve KSEB Ltd
from the direct responsibility of payment of pension to the employees of its
predecessor in interest namely, Kerala State Electricity Board. The transfer of
fund to the Master Trust has been delayed by KSEB Ltd in view of the
problems relating to getting exemption for the Master Trust from payment of
Income Tax. If funds are transferred to Master Trust before getting exemption
from payment of Income Tax, about 35% of the amount would be payable as
Income Tax. Taxes, being inevitable and uncontrollable item of expenditure,
will have to be allowed to pass on to the consumers by way of tariff. This will
further increase the burden of consumers. Therefore, the Commission has
decided to accept the submissions made by KSEB Ltd in this regard and to
approve the amount of pension paid to the retired employees of KSEB.

(w) Issue relating to bridging the revenue gap by collection of arrears.

Many consumers raised a contention to the effect that the revenue gap can be
bridged by collection of outstanding arrears.

Decision of the Commission

The contention made by many consumers during public hearings that, there
would be no revenue gap if KSEB Ltd has taken proper steps to recover the
outstanding arrears, is not correct. KSEB Ltd maintains its accounts on
accrual basis and not on cash basis. The Commission also determines the
ARR and tariff on accrual basis. Thus, the recovery of outstanding dues by
KSEB Ltd cannot be treated as income in the ARR for the year in which arrear
is collected. In accrual system, the charges are recognized as income once
the bills are raised. In other words, all the arrears of electricity charges of
KSEB Ltd have already been treated as income for the year in which
corresponding demand was raised and the revenue gap is worked out in each
year, based on the expenditure over and above such income on accrual
basis. Hence the arrears cannot again be reckoned as income when the same
is collected during subsequent years. Therefore, the Commission does also
fix the tariff based on the accounts compiled on accrual basis. Treating the
realization of arrears as an income would amount to double counting of
income, first when the bills are raised and the second when the arrears are
realized. Therefore, the arrears shown in the accounts of the KSEB Ltd which
have already been considered as income when the bills were raised by KSEB
Ltd cannot be treated as income again on realization. It is true that the non-
realization of old dues leaves the utility cash starved having no option left but
to resort to short term borrowing or withholding payment of dues resulting in
creation of liabilities. Hence realization of arrears would definitely improve the
financial position of the KSEB Ltd, but in no way it can be treated as income.
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CHAPTER 13

AVERAGE COST OF SUPPLY, COST OF SUPPLY AT DIFFERENT VOLTAGE

LEVELS AND AVERAGE COST OF POWER PURCHASE

13.1 Average cost of supply, cost of supply at different voltage levels and average

cost of power purchase are important parameters required for revision of tariff,

in accordance with the provisions in the Electricity Act, 2003, the Tariff

Regulations, 2014, the Tariff Policy, 2016 and in the judgments of the Hon'ble

APTEL. The relevant provisions in the Act, the regulations and in the Tariff

Policy, 2016 stipulate that,

(i) The tariff should be determined in such a way that it progressively
reflects the cost of supply.

(i) The Commission may fix tariff for different categories of consumers
depending upon load factor, power factor, voltage, total consumption,
time of consumption and the purpose of consumption.

(i) The tariffs of the subsidizing consumer categories and the subsidized
consumer categories shall be within plus or minus 20 percent of the
average cost of supply

(iv) The Commission shall notify the road map for the reduction of cross
subsidy and shall reduce the cross subsidy in phased manner in
accordance with the road map.

(v) The minimum tariff shall at least be 50 percent of the average cost of

supply.

Assessment of average cost of supply

13.2

The Commission had, vide the notification dated 20.11.2012 published the
KSERC (Principles for Determination of Roadmap for Cross Subsidy
Reduction for Distribution Licensees) Regulations, 2012. The term cross
subsidy has been defined in the said regulations as follows,-
ACr oss subsidyo i n t he cont eat
difference between the applicable average tariff of that consumer
category / sub category and the average Cost of Supply as
approved by the Commission for that year
The relevant portions of the said Regulations regarding the average cost of
supply and the reduction of cross subsidy are extracted below.
3. General principles for cross subsidy reduction.-The general
principle for cross subsidy reduction shall be as follows:-
(1). The average tariff of a consumer category/sub-category for the
purpose of computing cross subsidy shall be determined by dividing
total tariff amount billed by the sales to that consumer category/sub-
category. The billed tariff shall include fixed charges, energy charge
and all applicable rebates and penalties as per the tariff schedule
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approved by the Commission for that consumer category/sub-
category.

(2). Cost of Supply for a financial year shall be the average cost of
supply computed by dividing the Aggregate Revenue Requirement
of the distribution licensee approved by the Commission for
recovery through retail tariffs by the total energy sales forecast for
that year. This methodology of determining cost of supply shall be
applicable for a period of sixty months or such extended time as
decided by the Commission. Thereafter the Cost of Supply shall be
differentiated for various consumer categories as per the guidelines
to be notified by the Commission. Finalization of the cost of supply
methodology and its subsequent determination by all the
distribution licensees shall be done as per the provisions of these
regulations and shall be used for the determination of retail tariffs.

(3). Cross subsidy based on average cost of supply.- The cost of
supply computed as explained in clause (2) above shall be used for
assessing the cross subsidy levels of different category of
consumers. For each consumer category, ratio of the average tariff
of that category to the average cost of supply shall be increased /
decreased based on whether that consumer category is subsidizing
consumer category or subsidized consumer category. The rate of
increase / decrease of the ratio shall be decided by the Commission
taking into consideration various factors including the target cross
subsidy level fixed by the Commission.

(4)The rate of increase / decrease in the ratio shall be determined
by the Commission and shall remain fixed for each year of the
ARR/ERC or for a period decided by the Commission. The ratio for
the subsidised consumer categories, shall be determined
considering tariff shock to affected consumers, future increases in
distribution and retail costs, changes in consumer mix, cost of
alternate supplies, and shall be increased till the ratio is equal to the
target value decided by the Commission. The ratio for the
subsidizing consumer categories shall be reduced till the ratio is
equal to the value decided by the Commission.

According to the above provisions of the KSERC (Principles for Determination
of Roadmap for Cross Subsidy Reduction for Distribution Licensees)
Regulations, 2012, the average cost of supply shall be determined based on
the ARR and the total energy sales forecast approved by the Commission.
This procedure specified in the regulations will continue to be in force for 60
months from the date of coming into force of the regulations. Thereafter, the
average cost of supply shall be determined as per the guidelines issued by
the Commission. The Commission shall take the average cost of supply

186



(ACoS) as the basis for tariff determination and for assessing cross subsidy

levels.

13.3 The total energy sale approved for the year 2017-18, is 21840.03 MU as
detailed in Chapter-5 and the ARR of SBU-D approved for the year is
Rs.11487.82 crore as detailed in Chapter 9. The average cost of supply
approved for the year 2017-18 is Rs 5.26/unit.

Assessment of average cost of supply at different voltage levels

134 The

Hond6ble APTEL has, vide the

A31. We appreciate that the

different categories of consumers is a difficult exercise in view of
non-availability of metering data and segregation of the network
costs. However, it will not be prudent to wait indefinitely for
availability of the entire data and it would be advisable to initiate
a simple formulation which could take into account the major
cost element to a great extent reflect the cost of supply. There is
no need to make distinction between the distribution charges of
identical consumers connected at different nodes in the
distribution network. It would be adequate to determine the
voltage-wise cost of supply taking into account the major cost
element which would be applicable to all the categories of
consumers connected to the same voltage level at different
locations in the distribution system. Since the State Commission
has expressed difficulties in determining voltage wise cost of
supply, we would like to give necessary directions in this regard.

32. ldeally, the network costs can be split into the partial costs of
the different voltage level and the cost of supply at a particular
voltage level is the cost at that voltage level and upstream
network. However, in the absence of segregated network costs,
it would be prudent to work out the voltage i wise cost of supply
taking into account the distribution losses at different voltage

judgment
179/2012 (filed by Kerala HT and EHT Industrial Electricity Consumers
Association against the tariff order dated 25.07.2012 for the year 2012-13),
directed the Commission to determine the voltage wise cost of supply for
various categories of consumers within six months of passing of the order and
to determine the cross subsidy and tariff in future as per the direction laid
down by the Hondoble APTEL. Il n t
stated that it had, vide its judgment dated 30.05.2011 in Appeal petition No.
102 of 2010 (Tata Steel case and related batch of cases), given a formulation
of determination of voltage-wise cost of supply in the absence of availability of
detailed data. The relevant portions of the judgment are extracted below.

he

det
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levels as a first major step in the right direction. As power
purchase cost is a major component of the Tariff, apportioning
the power purchase cost at different voltage levels taking into
account the distribution losses at the relevant voltage level and
the upstream system will facilitate determination of voltage wise
cost of supply, though not very accurate, but, a simple and
practical method to reflect the actual cost of supply.

33. The technical distribution system losses in the distribution
network can be assessed by carrying out system studies based
on the available load data. Some difficulty might be faced in
reflecting the entire distribution system at 11 KV and 0.4 KV due
to vastness of data. This could be simplified by carrying out field
studies with representative feeders of the various consumer mix
prevailing in the distribution system. However, the actual
distribution losses allowed in the Annual Revenue Requirement
which include the commercial losses will be more than the
technical losses determined by the system studies. Therefore,
the difference between the losses allowed in the Annual
Revenue Requirement and that determined by the system
studies may have to be apportioned to different voltage levels in
proportion to the annual gross energy consumption at the
respective voltage level. The annual gross energy consumption
at a voltage level will be the sum of energy consumption of all
consumer categories connected at that voltage plus the
technical distribution losses corresponding to that voltage level
as worked out by system studies. In this manner, the total losses
allowed in the ARR can be apportioned to different voltage
levels including the EHT consumers directly connected to the
transmission system of GRIDCO. The cost of supply of the
Appell ant 6s category who are
voltage may have zero technical losses but, will have a
component of apportioned distribution losses due to difference
between the loss level allowed in Annual Revenue Requirement
(which includes commercial losses) and the technical losses
determined by the system studies, which they have to bear as
consumers of the distribution licensee.

34. Thus, Power Purchase Cost which is the major component
of Tariff can be segregated for different voltage levels taking into
account the transmission and distribution losses, both
commercial and technical, for the relevant voltage level and
upstream system. As segregated network costs are not
available, all the other costs such as Return on Equity, Interest

connect e
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on Loan, depreciation, interest on working capital and O&M
costs can be pooled and apportioned equitably, on pro-rata
basis, to al/l the voltage | evels
to determine the cost of supply Segregating Power Purchase
cost taking into account voltage-wise transmission and
distribution losses will be a major step in the right direction for
determining the actual cost of supply to various consumer
categories. All consumer categories connected to the same
voltage will have the same cost of supply. Further, refinements
in formulation for cost of supply can be done gradually when

by

more data is availabl eo.

13.5 The Commission has to determine the cost of supply at different voltage
levels, as per the directions issued by the Hon APTEL. In order to arrive at
the cost at different voltage levels, the following details have to be estimated

13.6

realistically.

0] Total energy input into the SBU-D of the KSEB Ltd

(i) Total cost of energy input into SBU-D of KSEB Ltd., comprising of the
cost of generation by SBU-G, the cost of power purchase and the
transmission charges payable to SBU-T.

(i)  Total distribution cost of the SBU-D of the KSEB Ltd.

(iv)  Details of energy sale at different voltage level (EHT, HT and LT levels)
by SBU-D of the KSEB Ltd.

(v) Allocation of distribution loss among EHT, HT and LT levels.

The energy input into the SBU-D of the KSEB Ltd includes the following,-

(i)
(ii)

(iif)

Generation from hydel and thermal plants owned and operated by
SBU-G of KSEB Ltd., plus

Power purchase from various sources including CGS, power purchase
from IPPs within the State, power purchase through traders/generators
from outside the state, power purchase from short-term market
including power exchanges, less

The transmission losses in the transmission network of SBU-T of KSEB
Ltd.
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13.7

13.8

The details of the energy input of the SBU-D of KSEB Ltd as assessed by the
Commission for the year 2017-18, are given below.

Table-13.1
Details of the energy input into the SBU-D of KSEB Ltd
SI No | Particulars (MU)
1 Purchase from SBU i G of KSEB Ltd 6473.62
2 Power Purchase from other sources including CGS 18818.83
3 Total power purchase = (1)+(2) 25292.45
4 Less transmission loss at the rate of 4.5% 1138.16
5 Net energy input into SBU-D of KSEB Ltd = (3)-(4) 24154.29

The total cost of energy input into the SBU-D of the KSEB Ltd includes the
following.

0] Cost of energy from the SBU-G of the KSEB Ltd (ARR of SBU-G).

(i) Cost of power purchase including CGS, power purchase from IPPs
within the State, power purchase through traders/generators from
outside the state, power purchase from short-term market including
power exchanges.

(i)  Transmission charges payable to SBU-T of KSEB Ltd for transmission
of power through the transmission network of SBU-T (ARR of SBU-T).

The details of the cost of energy input into SBU-D of KSEB Ltd as assessed
by the Commission for the year 2017-18, are given below.

Table-13.2
Details of the total cost of the energy input into SBU-D of KSEB Ltd
Sl
No | Particulars (Rs.Cr)
1 | Cost of power from SBU-G (ARR of SBU-G) 677.48
2 | Cost of Power Purchase 7339.34
3 | Transmission charges payable to SBU-T (ARR of SBU- T) 905.20
4 | Total cost of power of SBU-D 8922.02

The cost of distribution of SBU-D (ARR) of the KSEB Ltd includes the
following.

0] Operation and Maintenance expenses of SBU-D.

(i) Interest and finance charges of SBU-D.

(i)  Depreciation of SBU-D.

(iv)  Return on equity.

The summary of the cost of distribution of SBU-D of KSEB Ltd as assessed

by the Commission for the year 2017-18 as per the Tariff regulation, 2014 is
detailed below.
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Table-13.3
Summary of the cost of distribution for the year 2017-18

SI No | Particulars (Rs. Cr)
1| O&M cost 1440.36

2 | Interest & finance charges 998.68

3 | Depreciation 58.12

4 | RoE 68.64
Total 2565.80

13.9 The summary of the sale of energy at different voltage levels for the year
2017-18 as assessed by the Commission is given below.

Table-13.4
Summary of the sale of energy at different voltage levels for the year 2017-18
Sl. No. Particulars (MU)
1 EHT category 1944.01
2 HT category 3448.06
3 LT category 16447.94
Total 21840.01

13.10 As per the assessment made by the Commission in the suo motu
proceedings, the total distribution loss level approved for the year 2017-18 is
10.42% of the total energy input into the SBU-D of KSEB Ltd. The
transmission loss in the transmission system of the SBU-T has been
accounted separately. The approved loss level of 10.42% is segregated
among the different voltage levels based on the following assumptions.

(i)

(ii)

Since the EHT consumers are availing supply at 66/110/220 kV level, it
is assumed that, the distribution loss associated with providing supply
at EHT | evel is O0zerob.

While approving the ARR for the year 2014-15, the Commission had
assessed the distribution loss for providing supply at HT level at 5.5%.

Based on the above, distribution loss associated with providing supply at LT
level is assessed as follows.
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