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Shri S. B. Kulkarni, Member

ORDER
Dated: June 4, 2008

In accordance with the MERC Tariff Regulations and upon directions from the
Maharashtra Electricity Regulatory Commission (Commission), The Tata Power
Company Limited’s Distribution Business (TPC-D), submitted its application for
approval of Annual Performance Review for FY 2007-08 and Tariff Determination
for FY 2008-09, under affidavit. The Commission, in exercise of the powers vested in
it under Section 61 and Section 62 of the Electricity Act, 2003 (EA 2003) and &l
other powers enabling it in this behalf, and after taking into consideration all the
submissions made by TPC-D, all the objections and comments of the public,
responses of TPC-D, issues raised during the Public Hearing, and all other relevant
material, determines the revenue requirement for the Distribution Business of TPC for
FY 2008-09 as under.
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1 BACKGROUND AND BRIEF HISTORY

The Tata Power Company Limited (TPC) isa Company established in 1919. On April
1, 2000, The Tata Hydro-Electric Power Supply Company Limited (established in
1910) and The Andhra Valley Power Supply Company Limited (established in 1916),
were merged into TPC to form one unified entity.

11 Tariff Regulations

The Commission, in exercise of the powers conferred by the Electricity Act, 2003,
notified the Maharashtra Electricity Regulatory Commission (Terms and Conditions
of Tariff) Regulations, 2005, on August 26, 2005. These Regulations superseded the
MERC (Terms and Conditions of Tariff) Regulations, 2004.

12 Commission’s Order on ARR and Tariff Petition for FY 2005-06 and FY
2006-07

TPC submitted its ARR and Tariff Petition for FY 2006-07 on February 9, 2006. The
Commission, in exercise of the power vested in it under Sections 61 and 62 of the
Electricity Act, 2003, and all other powers enabling it in this behalf, and after taking
into condgderation all the submissions made by TPC, al the objections, responses of
TPC, issues raised during the Public Hearing, and all other relevant material, issued
the Order on the ARR Petition of TPC for FY 2005-06 and ARR and Tariff Petition of
TPC for FY 2006-07 on October 3, 2006.

1.3 Review Petition on Tariff Order for FY 2006-07

TPC filed a review Petition on the Commission’s Order dated October 3, 2006, on
TPC's ARR and Tariff Petitions for FY 2005-06 and FY 2006-07 with the
Commission. The Commission disposed off the review Petition by issuing the Order
dated March 22, 2007. TPC agppealed against this Order on the Review Petition filed
by TPC, before the Hon'ble Appellate Tribunal for Electricity. The Appellate
Tribunal has recently given its Judgment on TPC's Appeal. The Appellate Tribuna
has remanded the matter back to the Commission and directed that the ARR be
revised in the light of the ATE’ s directions and the impact taken into account during
the next truing-up exercise. Accordingly, TPC should submit the impact of the ATE's
Judgment on the ARR of each business separately, viz., TPC-G, TPC-T and TPC-D,
and also propose the method of recovery of the impact through revision in tariffs,
along with its Petition for Annual Performance Review for FY 2008-09.
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14 Commission’s Order on MYT Petition for TPC-D for FY 2007-08 to FY
2009-10

TPC submitted its ARR and Multi Year Tariff (MYT) Petitions for the first Control
period from FY 2007-08 to FY 2009-10 for its Distribution business on January 9,
2007. The Commission, in exercise of the power vested in it under Sections 61 and 62
of the Electricity Act, 2003, and al other powers enabling it in this behalf, and after
taking into consideration all the submissions made by TPC, al the objections,
responses of TPC, issues raised during the Public Hearing, and all other relevant
material, issued the MY T Order for TPC-D for the first Control Period, i.e., FY 2007-
08 to FY 2009-10, on April 30, 2007, which came into effect from May 1, 2007.

15 Petition for Annual Performance Review for FY 2007-08 and Tariff
Determination for FY 2008-09

As per the MERC Tariff Regulations, the application for the determination of tariff
has to be made to the Commission not less than 120 days before the date from when
the tariff is intended to be made effective. The Commission had directed TPC-D to
submit the Petition for Annual Performance Review latest by November 30 of each
year in line with the Regulation 9.1 of the Tariff Regulations.

TPC submitted its Petition for Annual Performance Review for FY 2007-08 and
Tariff Determination for FY 2008-09 for its Distribution business on November 30,
2007, based on actud audited expenditure for FY 2006-07, actual expenditure for
first half of FY 2007-08, i.e.,, from April to September 2007, revised estimate of
expenses for October 2007 to March 2008, and projections for FY 2008-09. TPC-D,
in its Petition, requested the Commission to

Undertake truing up for FY 2006-07 based on actua data and consider the

efficiency gain/loss and the sharing for FY 2006-07;

Undertake Annual Performance Review for FY 2007-08;

Approve the revised ARR and proposed tariff for FY 2008-009.

The Commission, vide its letter dated December 17, 2007, forwarded the preliminary
data gaps and information required from TPC-D. TPC-D submitted its replies to
preliminary data gaps and information requirement on December 24, 2007.

The Commission held a Technical Validation Session (TVS) on TPC's APR for FY
2007-08 and Tariff Petition for FY 2008-09, on December 26, 2007, in the presence
of authorised Consumer Representatives. The list of individuals, who participated in
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the TVS, is provided at Appendix-1. During the TVS, the Commission directed TPC
to provide additional information and clarifications on issues raised during the TVS.
The Commission aso directed TPC to submit the draft Public Notice in English and
Marathi in the format prescribed by the Commission.

1.6 Admission of Petitionsand Public Process

TPC submitted its responses to the queries raised during the TV'S, on January 7, 2008,
and the Commission admitted the APR Petition of TPC on January 8, 2008.

In accordance with Section 64 of the EA 2003, the Commission directed TPC to
publish its application in the prescribed abridged form and manner, to ensure public
participation. The Commission also directed TPC to reply expeditiously to al the
suggestions and comments from stakeholders on its Petition. TPC issued the public
notices in newspapers inviting comments/suggestions from stakeholders on its APR
Petition. The Public Notice was published in The Times of India, Indian Express,
Loksatta and Samana newspapers on January 9, 2008. The copies of TPC's Petitions
and its summary were made available for inspection/purchase to members of the
public at TPC's offices and on TPC's website (www.tatapower.com) and also on the
web site of the Commission (www.mercindia.org.in) in downloadable format. The
Public Notice specified that the suggestions/objections, either in English or Marathi,
may be filed in the form of affidavits aong with proof of service on TPC.

The Commission received written objections expressing concerns primarily on
procedura issues in case of TPC's Petition. The Public Hearing was conducted in
Mumbai on February 13, 2008 at 11:00 hours at Vista Hall, 30" Floor, Centre 1,
World Trade Centre, Cuffe Parade, Mumbai-400 020. The list of objectors, who
participated in the Public Hearing, is provided in Appendix- 2.

The Commission has ensured that the due process, contemplated under law to ensure
transparency and public participation has been followed at every stage meticulously
and adequate opportunity was given to all the persons concerned to file their say in
the matter.

Though a common public process was held for processing the Petition for APR for
FY 2007-08 and tariff determination for FY 2008-09 filed by TPC-G, TPC-T and
TPC-D, the Commission is issuing separate Orders on the three Petitions filed by
TPC. This Order deds with the truing up for FY 2006-07, Annual Performance
Review of FY 2007-08 and tariff determination of TPC-Distribution Business for FY
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2008-09. Various objections that were raised on TPC-D’s Petition after issuing the
public notice both in writing as well as during the public hearing, along with TPC's
response and Commission’s rulings have been detailed in Section 2 of this Order.

1.7 Organisation of the Order
This Order is organised in the following four Sections:

Section 1 of the Order provides a brief history of the quas-judicial regulatory
process undertaken by the Commission. For the sake of convenience, a list of
abbreviations with their expanded forms has been included.

Section 2 of the Order lists out the various objections raised by the objectors in
writing as well as during the Public Hearing before the Commission. The various
objections have been summarized, followed by the response of TPC and the ruling
of the Commission on each of the points.

Section 3 of the Order details the truing up of expenses and revenue of TPC's
Distribution Business for FY 2006-07, including sharing of efficiency gains/losses
due to controllable factors.

Section 4 of the Order comprises the Review of Performance for FY 2007-08,
covering both physical performance and expenditure heads. This Section also
comprises the Commission's analysis on various components of revenue
requirement of TPC-D for FY 2008-09, including sales projections, distribution
losses, energy balance, power purchase, etc.

Section 5 of the Order comprises the Tariff Philosophy adopted by the
Commission and the category-wi se tariffs applicable for FY 2008-09.
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2 OBJECTIONS RECEIVED, TPC's RESPONSE AND
COMMISSION'SRULING

There were some specific objectionsraised in the context of the APR Petition filed by
TPC-D, and there were some objections common to TPC-G, TPC-T and TPC-D.
Hence, in this Section, the Commission has considered the objections specifically
raised in the context of TPC-D’s Petition as well as the objections common to TPC-G,
TPC-T and TPC-D.

2.1 Procedural Issues

Shri Jude G. Tandon and others quoted the provisions of Regulation 64 (a) of MERC
(Conduct of Business) Regulations, 2004, and submitted that adequate time of three
weeks as stipulated in the Regulations were not provided to the public to study the
documents and submit the responses.

They added that Regulation 8.4 of the MERC Tariff Regulations provides for receipt
of a complete application, ready for publication before issuing the Public Notice, and
Regulation 9.1 of MERC Tariff Regulations provides for the application to be filed
120 days before the revised tariff comes into force. They further submitted that the
first proviso, third proviso and explanation to Regulation 8.5 of the MERC Tariff)
Regulations requires al data to be made available to the public, in its entirety,
including calculations, formulae and linked spreadsheets. However, the complete data
was not provided to the public.

It was also submitted that the Commission should follow the principle laid down in
the National Tariff Policy (NTP) for determination of tariff and referred to Para 5.0
(h) (3) of the National Tariff Policy issued on January 1, 2006. They mentioned that
asper NTP, under MYT regime, the tariff should be revised only at the end of thefirst
Control Period.

TPC-D’s Response

TPC submitted that as per the directions of the Commission, TPC published the initial
Public Notice on January 9, 2008, wherein the date for Public Hearing was fixed as
February 6, 2008. Thereafter, the Commission postponed the Public Hearing to
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February 13, 2008 in order to give the general public enough time to submit their
comments.

Commission’s Ruling

As mentioned in Section 1 of the Order, TPC submitted its Petition for Annual
Performance Review for FY 2007-08 and determination of revenue requirement for
FY 2008-09 for its Transmission business on November 30, 2007. The Commission
communicated the data gaps in the Petition and held a Technical Validation Session
on TPC-D’s Petition, in the presence of authorised Consumer Representatives. Upon
submission of revised Petition by TPC-D incorporating the additional information and
replies to queries raised by the Commission, the Petition was admitted for further
public process on January 8, 2008. The Commission directed TPC-D to host the
detailed Revised APR Petition and formats in MS Excel on its website for easy
download by interested stakeholders.

The Public Notice was published on January 9, 2008 in leading newspapers and the
public hearing was originally scheduled to be held on February 6, 2008. Considering
the requests made by the stakeholders for additional time and allegations that the
Petition documents were not available at the concerned offices on the due dates, the
Commission postponed the Public Hearing, which was finally held on February 13,
2008. Thus, adequate time, as envisaged under the Regulations has been provided to
sakeholders to submit their views/suggestions before the Public Hearing, and
additional time of 7 days was also provided to file regjoinders.

As regards determination of tariff on annual basis, the Commission initsMYT Order
for TPC-D dated April 30, 2007 has approved the trgectory of performance
parameters and expenditure heads for TPC's Distribution business for the Control
Period from FY 2007-08 to FY 2009-10. The Tariff Regulations provide for
undertaking Annual Performance Review in each year during the Control Period.
Hence, the Commission in this Order, has revised the revenue requirement of TPC-D
for FY 2008-09, on the basis of the trued up expenditure for FY 2006-07. Further, the
Commission is of the view that the provisions of the National Tariff Policy referred
by the objectors do not stipulate that the tariff cannot be determined on an annual
basis.
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22 0O&M Expenses

Shri Naveen Shetty submitted that the projected O&M expenses during FY 2007-08
represent a phenomenal jump over actual O&M expenses during FY 2006-07. Shri
Shetty requested the Commission to look into two crucial components of the O&M
expenses, viz., Employee Cost and Administrative & General Expenses. Shri. Shetty
further requested the Commission to set norms for acceptable normative increases
based on the historicd trends and weightage for uncontrollable factors.

TPC-D’s Response

TPC submitted that reasons of deviation from the approved O&M expenses are
revision in Accounting Standard (AS-15) leading to reworking of retirement benefits
for employees, revised base for employee expenses, provision for higher insurance
charges on account of higher sum insured, provision for higher water charges on
account of BMC water charges, MPCB water cess charges, provisions for levy of
non-agricultural charges for al privately purchased land owned by TPC whereas
earlier provision was for levy only on land where TPC had developed its
infrastructure, provision of doubtful debts, up gradation in IT Infrastructure, increased
expenditure due to cable faults, theft-prevention and patrolling activates and impact of
inflation.

Commission’s Ruling

Under the truing up process, the Commission has considered the audited O&M
expenses for FY 2006-07 subject to prudence check as elaborated in Section 3 of the
Order. For FY 2007-08 and FY 2008-09, the Commission in its MY T Order for the
first Control Period approved the O&M expenses in accordance with the norms
dipulated in MERC (Terms and Conditions of Tariff) Regulations, 2005, and on the
basis of the approved expenditure for FY 2006-07, which was the base year for the
MYT Control Period. However, as daborated in Section 4 of the Order, the
Commission has undertaken the provisional truing up of O&M expenses for FY 2007-
08, and has revised the approved expenses for FY 2007-08, on the basis of the trued
up expenditure approved by the Commission for FY 2006-07.

2.3 ReserveFund

The Mill Owners Association, Mumba (MOA) submitted that the amounts to the
credit of all reserves with TPC should be fully drawn down to meet the expenses, if
not done so till now.

Page 13 of 106




Case No. 69 of 2007 MERC Order for TPC-D for APR of FY 2007-08 and ARR & Tariff for FY
2008-09

TPC’s Regponse
TPC has not responded to this objection.

Commission’s Ruling

The Commission, in its previous Tariff Orders for TPC, had undertaken truing up of
the actual revenue gap/surplus revenue for FY 2005-06 and has adjusted the approved
un-recovered revenue gap during FY 2005-06 against the available reserves while
determining the ARR of TPC-D for FY 2006-07. The issue of drawal of reserves and
the principles adopted by the Commission for doing so have been elaborated in detail
in the Commission’s previous Tariff Orders for TPC, as well as the Commission’s
Order on the Review Petition filed by TPC in Case No. 47 of 2006.

24 Cog of Supply and Proposed Tariffs

Central Railways submitted that TPC-D’s tariff should reflect the Cost to Supply
(CoS). Centra Railways added that Section 61 of the EA 2003, and Clause 8.3 of
National Tariff Policy clearly specify that the tariff should reflect CoS. Regulation 4.1
of MERC (Terms and Conditions of Tariff) Regulations, 2005 clearly specifies that
determination of tariff shall be guided by the principles contained in Section 61 of the
EA, 2003.

Further, Central Railways opposed any increase in the tariff and aso opposed TPC's
proposal to merge FAC charges with existing energy charges, and added that TPC's
FAC charges needs to be verified. Central Railways requested the Commission to
establish a transparent mechanism for FAC determination on a month-to-month basis.

Central Railways and Mill Owners Association requested the Commission to
continue the prompt payment incentive and power factor incentive, and suggested that
load factor should be provided for maintaining load factor higher than 50%. Central
Railways further submitted that additional prompt payment discount of 0.50% for
Electronic Clearing Services (ECS) being proposed for residential consumers should
also be extended to Central Railways. Central Railways submitted that it should be
relived from the burden of distribution loss as Railways has its own network.

The Mill Owners' Association, Mumbai (MOA) submitted that the proposed increase
in tariff for HT consumers (i.e., energy charges and demand charges) result in
aggregate charges of 573 PaiselkWh for FY 2008-09, which is an effective increase of
over 53% over FY 2006-07 levels. MOA submitted that this increase in tariff is not
affordable by the industry. Western Glass Manufacturer's Association (WGMA)
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objected to the proposed increase in HT-II tariff by 5 % over the existing tariffs.
WGMA submitted that the tariff revision w.ef May 1, 2007, for HT-II Industria
consumers was unreasonable, discriminatory and unfair besides being violative of the
provisions of Sections 61 and 62 of the Electricity Act, 2003, and the National Tariff
Policy and the National Electricity Policy.

WGMA submitted that in the Tariff Order dated April 30, 2007, in Case No. 70 of
2006, the Commission increased the tariff of HT-II Industrial consumers by 40 %,
while reducing the tariff of Railways by 8 %. WGMA submitted that Railways are a
rich organisation, and should not be cross-subsidised at the cost of HT-11 Industria
consumers, who are struggling for their survival in the city of Mumbai.

TPC-D’s Response

TPC submitted that in the previous Orders, the Commission and all the Utilities have
been computing the extent of cross-subsidy with reference to the average cost of
supply. The tariff proposed for Ralways is Rs.3.76 per kWh, compared with the
average cost of supply of Rs.5.11 per kWh. Thus, the tariff of Railways is 74% of
average CoS.

TPC-D appreciated the concern of MOA and submitted that increase in tariff is on
account of very steep rise in the fuel prices. TPC added that TPC has not proposed
any effective increase in tariff for FY 2008-09 as compared to the existing tariff on
average basis, i.e., after considering the present FCA.

The FAC recovery is done on the basis of the formula approved by the Commission in
the Tariff Order and Tariff Regulations, and the formulawas finalised after due Public
process. The FAC vetting is done on aquarterly basis and the same is approved by the
Commission and detailed calculations are available on the Commission’s website for
the reference of the general public.

Commission Ruling

The Commission has retained the prompt payment incentive and power factor
incentive a the existing levels. The Commission finds merit in the suggestion that the
rebate for ECS payment should be extended to the Railways. The Commission rules
that the ECS payment facility should be extended to all consumer categories,
including Railways and the rebate should be offered to al consumers, since the basic
objective is that such payment modalities reduce the load on the licensees collection
system.
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As regards the modification to the gpplicability of load factor incentive, the
Commission does not find any merit in the suggestion. The objective behind this
incentive is not to ensure that some consumer gets the incentive, rather, the objective
is to ensure that the load factor of the system is maintained at higher levels, to
maximize the utilization of the load, and hence, there will be no benefit in offering
load factor incentive for load factor above 50%.

The distribution loss is applicable to al consumer categories, since it is a pooled loss
and cannot be segregated for different consumers. This involves computation of the
category-wise cost to serve, which is a very elaborate exercise, and involves reliance
on several assumptions. The Commission has been determining tariff on the basis of
the average cost of supply, and has determined the tariff for FY 2008-09 on the same
basis. The Commission’s tariff philosophy and the reduction in cross-subsdy have
been elaborated in Section 5 of this Order. Moreover, the issue of tariff revision done
by the Commission in the previous Tariff Order is not a subject matter of this APR
Petition, and similar issues raised have already been addressed by the Commission
through its Orders on the Review Petitions filed by some consumers.

The philosophy behind the Fuel Adjustment Cost (FAC) Charge has been elaborated
in several Orders by the Commission, and is not being reiterated here. Since the
power purchase costs are based on the prevailing fuel costs, the prevailing FAC is
effectively equated to zero, and will come into the picture, in case there is a variation
in the fuel prices (positive or negative) and the generators ask TPC-D to pay for the
difference in fuel cogs, which is a pass-through expense. The FAC is allowed to be
recovered on a monthly basis, in accordance with the Formula stipulated in the
Regulations, and the FAC is vetted on a post-facto basis for each quarter. The detailed
vetting reports are available on the Commission’ s website.

25 Timeof Day Tariff (ToD)

MOA and Rashtriya Chemicals and Fertilisers (RCF) proposed that TOD rebate
should be given for consumption in time slots other than the peak period of 1800
hours to 2200 hours.

TPC-D’s Response
TPC submitted that ToD rebate in a particular time slot may be made applicable if the
Commission feels that that it would incentivise shift in consumption from peak hours
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to off-peak hours. Further, TPC requested the Commission to structure the ToD tariff
in such a manner that it keeps TPC revenue neutral on account of the same.

Commission’s Ruling

The Commission has designed the TOD tariffs in such a manner that it disincentivises
consumption during the peak hours in the State, and incentivises shift in consumption
from peak hours to off-peak hours, by charging higher tariffs for consumption during
peak hours and providing a rebate for consumption during off-peak hours. The details
of time-slots and applicable ToD tariffs have been elaborated in the Section 5 on
Tariff Philosophy.

26 Consumer Categorisation

Rashtriya Chemicals and Fertilizers Ltd. (RCF) submitted that subsequent to the
previous tariff revision, RCF has been categorised under HT-1I Industries, whereas a
smilar group of industries in Mumbai such as HPCL and BPCL have been
categorised under ‘HT-I HT Public and CPP'. RCF submitted that RCF is also a
Public Sector Undertaking (PSU), like BPCL and HPCL, and also an erstwhile
Captive Power Plant (CPP) user, therefore, RCF should also be categorised under HT-
| CPP category.

The Association of Hospitals, Mumbai submitted that charitable hospitals registered
with Charity Commissioner under The Bombay Public Trust Act, 1950 should not be
billed under LT-I category, and should be billed either under LT-Il industrial or LT-
Il industria. Alternatively, if hospitals with LT load continue to categorised under
LT-11l category, then a special sub-category should be created with a subsidy
component in tariff, while hospitals getting supply at HT voltages should be
categorised under HT-I Category.

TPC-D’s Response

TPC submitted that one of the reasons for not categorising RCF as CPP, is that the
tariff schedule is applicable to “Government Departments, Bhabha Atomic Research
Centre (BARC), Brihanmumbai Municipal Corporation (BMC), Mumbai Port Trust,
and Industrial Units classfied under erstwhile CPP category” (emphasis added).
TPC submitted that the CPP of RCF, athough commissioned in 1980, was not
operational for a long time, before it started generating again in FY 2007-08. TPC
requested the Commission to take a view regarding categorisation under CPP

category.
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As regards the objection regarding classification of charitable hospitals, TPC
submitted that S.L. Raheja Hospital is categorised under HT-IIl and Dr. L H
Hiranandani Hospital, Mumbai, is categorised under LT-11l1. Hence, the charitable
hospitals are already categorised as proposed.

Commission’s Ruling

The Commission has attempted to ensure that the categorisation of consumers and the
applicability of tariffs across different licensees is uniform, though the tariffs are
varying, depending on the revenue requirement and consumption mix. The
categorisation has been rationalised depending on the historical classification, voltage
of supply, and purpose for which electricity is supplied, amongst other aspects.
However, in order to provide certain relief to the consumers who have lower load
factor, the Commission has significantly reduced the fixed charges and demand
charges payable by these categories, and correspondingly increased the consumption
related charges such as energy charges, reliability charges, etc., so that the consumers
are billed more for their actua consumption rather than the load, and the licensees
aso have an incentive to ensure that continuous 24 hour supply is given to the
consumers.

As regards the proposals regarding charitable hospitals getting supply at LT and HT
voltages, the Commission does not find any merit in the suggestion. The suggestion
given by the Association of Hospitals gppears to be with the sole objective of
reducing the applicable tariff, since it has been submitted that irrespective of the
categorisation, the tariffs should be subsidised. Hospitals cannot qualify to be
considered under industrid category. The aternative to classification under LT-1
category would be to classify such consumers under LT-2 commercial category,
which would reault in further tariff increase, and hence, the Commission has not
modified the tariff applicability for such consumers. Moreover, the Commission
would not like to comment on whether such charitable hospitals are really charitable
in nature and ‘ not for profit’ as suggested by the objectors.

The classification of consumers such as HPCL and BPCL under the CPP category
was continuing on account of historica reasons, and in this Order, the Commission
has excluded such industrial consumers, irrespective of ownership, from coverage
under HT | category, which will henceforth, comprise only users such as Government
Departments, Bhabha Atomic Research Centre (BARC), Brihanmumba Municipal
Corporation (BMC), Mumbai Port Trust, and other Public Utilities, getting supply at
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HT voltages, etc. Consumers having CPPs will henceforth, be covered under HT IlI
industrial category, along with other industrial consumers, including textile industries.
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3 TRUING UP OF AGGREGATE REVENUE
REQUIREMENT FOR FY 2006-07

TPC, in its Petition for Annual Performance Review for FY 2007-08 and
determination of revenue requirement for FY 2008-09, included a section on the final
truing up of expenditure and revenue for FY 2006-07 based on actual expenditure and
revenue as per audited accounts. TPC provided the comparison of actual expenditure
against each head with the expenditure approved by the Commission along with the
reasons for deviations and also proposed the sharing of the efficiency gain/loss for
each head of expenditure/revenue, as applicable.

As regards truing up of revenue for FY 2006-07, TPC submitted that the previous
Tariff Order for TPC prior to the issue of MY T Order was issued in October 2006, in
which the Commission approved the ARR and taiff separately for Generation,
Transmission and Distribution business of TPC. Before the issuance of Tariff Order
for FY 2006-07, TPC was maintaining combined revenue accounts for the three
businesses of Generation, Transmission and Distribution. After the issue of Tariff
Order for FY 2006-07 in October 2006, the revenue principles underwent a change.
Thus, the actua revenue for FY 2006-07 is available in two parts as follows:
§ Part 1: April 2006 to Sept 2006 - Revenue based on integrated tariff for
TPC consumers, including distribution licensees, viz., BEST and REL-D
as per Tariff Order dated June 11, 2004
§ Pat 2: Oct 2006 onwards - Revenue based on independent tariff for
Generation, Transmission, and Digtribution business of TPC as per Tariff
Order dated October 3, 2006

TPC submitted that due to the above mentioned reasons, it would not be possible to
segregate the revenues and income tax amongst the three business to provide a
complete picture of the performance of FY 2006-07 and resultant gap/surplus. The
expenditure (excluding income tax) of each business is captured separately and can be
reviewed as compared to approved expenditure. TPC, hence, proposed the truing up
of revenue and income tax for FY 2006-07 on consolidated basis in the APR Petition
of TPC-D.

Accordingly, the Commission in this Section has analysed all the elements of actual
expenditure for TPC-D for FY 2006-07, including the truing up of revenue and
income tax for FY 2006-07 on consolidated basis for TPC's licensed business in

Mumbai, to arrive at net gap/surplus in this Order on TPC-D’s APR Petition.
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Further, as the Commission has stipulated in its Order dated October 3, 2006 that the
gains and losses on account of controllable and uncontrollable factors will be
computed at the time of truing up of ARR based on actuals and prudence check in
accordance with Regulation 19 of the MERC (Terms and Conditions of Tariff)
Regulations, 2005, the Commission has approved the sharing of gains and losses of
TPC-D in this Section.

3.1 Sales

TPC-D submitted the month-wise actual category-wise sales in the Formats annexed
to the APR Petition, and also submitted the summary of actual salesin the two halves
of the financia year, asfollows:

Table: TPC-D’s Actual Salesin FY 2006-07 (MU)
Sl. Particulars Tariff Order Actuals

H1 H2 Total
1 Sales 2365 1289 1233 2522

The actual sales have been higher than the sales considered in the Tariff Order, by 157
MU. TPC-D submitted that the variation is primarily on account of alarge increase in
sales in the CPP category, due to HPCL reducing generation from their captive DG
st and drawing power from TPC-D. TPC added that this consumption is expected to
increase, on account of expansion of HPCL’ s refining capacity.

The Commission has considered the actual sales under the truing up process.

3.2 Distribution Losses and Energy I nput Requirement

TPC-D submitted that since the industry structure in the State and the power
procurement process has undergone a change from October 2006, the sales and
energy input of FY 2006-07 has to be considered separately. For H1 of FY 2006-07,
TPC-D was operating with an integrated retail tariff and providing power for meeting
the requirements of dl three distribution licensees in Mumbai, through generation
from TPC-G as well as power purchase from other sources. In H2 of FY 2006-07,
TPC-G has commenced sale of power to the distribution licensees including TPC-D,
while TPC-D procured the additional power required under a separate arrangement
with the licensees. Accordingly, TPC-D proposed the following method for
computing the energy requirement of H1 and H2:
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From April — September 2006, i.e. before the application of Tariff order dated
October 3, 2006:

The computation of Energy balance is based on

a) Actuad units generated (Net);

b) Actua power purchases; less

c) Actual sales to the three Distribution Licensees by TPC as an integrated
utility,

d) For the purpose of computing the Transmission Loss of the transmission
network of TPC-T, the retail sales of TPC-D have been grossed up by 2.93%.
The derived transmission loss excluding sale to MSEDCL works out to 1.7%.

From October 2006 — March 2007, i.e. after the application of Tariff Order dated
October 3, 2006:

The computation of Energy balance is based on

a) TPC-D sales grossed up by 2.93% to account for the distribution loss of TPC-
D as approved by the Commission;

b) This has been met by TPC-D’s share of net generation from TPC-G, as
approved by the Commission in the Tariff Order dated October 3, 2006;

¢) Purchase from Supa Wind plant of TPC to meet the RPO ; and

d) Power purchases from MSEDCL and other external sources for all three
Didtribution Licensees as permitted by the Commission in the Tariff Order
dated October 3, 2006.

The Commission has accepted the energy balance as submitted by TPC-D for FY
2006-07.

33 O0O&M Expenses

Operation and Maintenance (O&M) expenditure comprises employee related cods,
Administrative and General (A& G) Expenses, and Repair and Maintenance (R&M)
expenditure. TPC-D’s submissions on each of these expenditure heads, and the
Commission’s ruling on the truing up of the O&M expenditure heads are detailed
below.

3.3.1 Employee Expenses

TPC submitted that the total actual employee related expenses for FY 2006-07 was Rs
10.83 Crore against Rs 9.97 Crore gpproved by the Commission.
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TPC submitted that the Commission approved the employee expenditure for TPC as
whole for FY 2006-07, FY 2007-08 and FY 2008-09 by considering the Employee
Expenditure of FY 2004-05 as a base and applying a suitable escalation factor to
compensate for inflation. TPC submitted that the expenditure for FY 2004-05 reported
for the clear profit workings was not the actual expenditure for the year but the
expenditure arrived at by considering a write back amount of Rs 15 Crore on account
of certain excess provisions made during wage negotiations. TPC submitted the
comparison of the actual employee expenditure for TPC as whole from FY 2002-03 to
FY 2005-06 with that considered for Clear Profits workings to explain the issue.

TPC submitted that the Commission considered the adjusted employee expenditure
for FY 2004-05 as the base expenditure for estimating the approved expenditure for
FY 2006-07 and thereafter for the MY T Control Period from FY 2007-08 to FY 2009-
10. TPC further submitted that if the actual expenditure is considered as the base, then
the allowable expenditure of TPC-D for FY 2006-07 would have been Rs. 11 Crore,
as compared to the Rs. 10 Crore alowed by the Commission. TPC requested the
Commission to correct this ‘ set back’.

TPC added that the power sector is facing challenges from the existing and new
players in the business, which has resulted in increased compensation packages.
Moreover, TPC has increased manpower costs at a CAGR of 2.9% only in the
previous 5 years, which is lower than the inflation rates. Hence, there was an urgent
need to correct the compensation packages to retain the experienced manpower,
which is being undertaken in a gradua manner from FY 2006-07, to avoid a sudden
tariff increase.

TPC further submitted that the Commission had considered an effective escalation of
about 3.69% (rise from Rs 133 Crore in FY 2004-05 to Rs 143 Crore in FY 2006-07
for TPC as a whole over a two year period) as compared to the actua inflation of
6.72% for FY 2006-07. TPC assessed the correction on this account as Rs. 1 Crore.
TPC added that TPC has paid a higher performance bonus in FY 2005-06 as
compared to the provision made in that year, which has been reflected through an
additiona provision of Rs. 1 Crore in FY 2006-07. TPC submitted that considering
the above reasons, the employee expenses should have been about Rs. 12 Crore,
whereas TPC has managed to contain this cost through various measures to Rs. 11
Crore.
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The Commission analysed the actual employee expenses for FY 2006-07 under
various heads vis-avis the actual expenditure in FY 2005-06. The increase in
employee expenditure under the sub-heads of other allowances and bonus/ex-gratia
payment was significantly higher than that observed in the past, and TPC was asked
to justify the same. TPC submitted that the increase was due to the short payment in
FY 2005-06 in respect of performance award, and increase in performance award and
annual gift givenin FY 2006-07 over FY 2005-06.

Considering the impact of the set-back as stated by TPC, and considering the details
of actual employee expenses and reasons submitted by TPC for increase in employee
expenses, the Commission has allowed the actual employee expenses under the truing
up exercise for FY 2006-07. The summary of the employee expenses as sought by
TPC and approved by the Commission after truing up has been shown in the
following Table:

Table: Employee Expenses (RsCrore)
Particular Tariff Order | Audited |Allowed after truing up
Employee Expenses 9.97 10.83 10.83

3.3.2 A & G Expenses

TPC submitted that the actual A& G expenditure for FY 2006-07 was Rs 12 Crore as
against Rs 9 Crore approved by the Commission.

The Commission directed TPC to submit certain additional information to justify the
A&G expenditure incurred in FY 2006-07. TPC dso submitted the details of
expenditure under the sub-head ‘Others under A&G expenses. The Commission
observed that the ‘other expenses sub-head under A& G expenses includes an
expense of Rs 1 Crore towards ‘ Tata Brand Equity’. The Commission asked TPC to
submit the basis and need for this expense, and also to provide the rationale for
including this expense as recoverable from consumers. TPC, in its reply, submitted
that as per the terms of the BE-BP (Brand Equity — Brand Promotion) agreement
sgned by the Tata Group Companies with Tata Sons, the Tata Group Companies are
required to comply with certain growth targets and would in turn be entitled to use of
Tata Brand name, Brand Logo and other benefits upon payment of an annual fee. This
feeis calculated as lower of 0.25% of the Revenue or 5% of Profit before Tax (subject
to aceiling of Rs. 50 Crore).
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TPC submitted that the brand equity extends the name of ‘Tata to TPC, which
confers severa benefits to TPC. The Group promotes TPC through advertisements as
a part of the Group, which leads to brand building for TPC. The Group also makes
available central services like recruitment, training courses and common procurement
services. Being recognised as part of such an eminent Group, it facilitates purchases at
competitive prices by the Company and also provides access to best credit facilities
and loan fecilities at very competitive rates. For instance, import of goods such as cod
has been facilitated many times without Letter of Credit but merely on acceptance of
documents. The brand due to its positive image also helps TPC in attracting good
human resource talent. Further, the Group makes available the Tata Business
Excellence Model and trains managers on the same and evauates the Company every
year to enable the Company to improve its processes and customer servicing abilities,
which is of immense benefit to the Company in the short and long run to ensure
operations of global standards and efficiencies. TPC further submitted that such
benefits of lower cost and other indirect benefits outlined have been passed on the
consumer in the different years. TPC also stated that the Commission while approving
the amount of A&G expenditure for TPC for FY 2006-07 and onwards had
considered the trend in the expenditure under this head (A&G) for the last few years,
and that the A& G expenditure in the past (at least from FY 2001-02) had included the
expenditure under this sub head (“Tata Brand Equity’). Further, the Clear Profit
computation (and therefore the expenditure under this sub head) upto FY 2002-03 has
been approved in toto by the Hon ble Commission, which included the expenditure
under this sub head.

The Commission is of the opinion that this expense of Rs 1 Crore towards Tata Brand
Equity is a sort of internal arrangement between the Group Companies and this
amount is paid to the promoter of the Company, viz., Tata Sons. The kind of support
provided by Tata Sons to TPC, as stated by TPC in above paragraphs is normal and
usually in business, the promoter provides such support to its Group Companies as it
aso earns returns from its Group Companies. TPC itself is a 100 year old business
and a brand name inits own right and with assured returns in a regulated business, has
al the financial and other goodwill to conduct its business optimally. Therefore, the
Commission is of the view that the amount paid by TPC to Tata Sons under Tata
Brand Equity should not be separately allowed, as it would amount to provide the
promoters additional return on equity. As per the MERC Tariff Regulations, a
Didribution Licensee can only be provided a regulated Return on Equity of 16% on
the regulatory equity as estimated by the Commission and if any expense towards the
Tata Brand Equity is alowed, then it would tantamount to allowing a higher Return
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on Equity. For FY 2006-07, if this expense of Rs 1 Crore is considered, the ROE
works out to around 16.8%. TPC, in its additional submissions, has stated that the
ceiling for expenditure under this head is Rs 50 Crore and if around Rs 5 Crore
(proportionately shared between TPC-G, TPC-T and TPC-D, since the ceiling for
TPC as a Company is Rs. 50 Crore) is considered as additional return, than the
effective RoE works out to more than 20%.

TPC aso submitted that the Commission has allowed the expense under this head in
previous years as the Commission in its previous Orders has allowed A& G expenses
based on past trends. The Commission would like to highlight that the details of
amount spent in the previous years on Tata Brand Equity is not available with the
Commission, and moreover, this issue is not relevant to the present APR and tariff
determination process.

The summary of A&G expenses approved in the Order, actual A&G expenses and
A& G expenses approved after truing up for FY 2006-07 has been shown in the
following Table:

Table: A & G Expenses (RsCrore)
Particular Tariff Order | Actuals | Allowed after truing up
A& G Expenses 9.97 12.45 11.45

33.3 R&M Expenses

TPC submitted that the actual R&M expense for FY 2006-07 was Rs 4.89 Crore as
against Rs 2.90 Crore approved by the Commission in the Tariff Order. TPC-D
submitted that the increase in the R&M cost of TPC-D is mainly on account of
increased patrolling work in order to minimise the reduction in cable faults on account
of enhanced infrastructure construction activity by MMRDA, and diversion of cables
on account of the concretisation of roads in Mumbai by MMRDA.

The Commission has considered actual R&M expenses of Rs4.89 Crore for FY 2006-
07 under the truing-up process. However, these expenses are of one time in nature and
will not form apart of base for future years.
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3.4 Depreciation

The Commission, in its earlier Order dated October 3, 2006, had permitted
depreciation to the extent of Rs 11.74 Crore for FY 2006-07, which amounts to 4.07%
of Opening level of Gross Fixed Assets (GFA) of TPC-D for FY 2006-07, which was
sated at Rs 288.61 Crore. The depreciation rates were considered as prescribed under
MERC (Terms and Conditions of Tariff) Regulations, 2005. TPC, in its APR Petition,
submitted that the actual depreciation expenditure incurred in FY 2006-07 was Rs
13.50 Crore.

The Commission has examined the depreciation and actual capitalisation claimed by
TPC in detail as against the various capex schemes approved by the Commission. The
Commission observed that the actual opening level of GFA for FY 2006-07 amounts
to Rs 359.25 Crore as against Rs 288.61 Crore considered by the Commission in its
Tariff Order. The increase in Op. GFA is mainly on account of assets capitalised by
TPC towards network development related activities, which had not been considered
a the time of earlier Order. However, in view of recent Judgement of Appellate
Tribunal for Electricity dated May 12, 2008 (Appea 60 of 2007), the ARR will have
to be revised and its impact needs to be taken into account during true-up exercise. In
this Order, the Commission has directed TPC to submit the impact of the ATE
Judgement on ARR of each business separately, viz. TPC-G, TPC-T and TPC-D and
also to propose the method of recovery of the impact through revision in tariff,
alongwith its Petition for Annual Performance Review for FY 2008-09. However, as
there is a clear direction of the ATE to include capitalisation of network development
related works, the Commission has considered Op. GFA for FY 2006-07 as claimed
by TPC-D.

In addition, the Commission sought clarification from TPC to reconcile the opening
GFA for its generation, transmission and distribution business with its audited
financial statements for FY 2006-07. Accordingly, TPC furnished reconciled
Statement of Opening GFA for its three businesses, which indicates Opening GFA for
distribution business as Rs 359.25 Crore. Accordingly, for the purposes of truing-up
exercise for FY 2006-07, the Commission has considered opening GFA for TPC's
distribution business at Rs 359.25 Crore as clamed by TPC, as per its audited
accounts.

Further, the Commission notes that against permitted capitalisation of Rs 13.81 Crore
in its earlier Tariff Order, actua capitaisation by TPC-D during FY 2006-07
amounted to Rs 37.03 Crore. The Commission has verified the actual capitalisation

Page 27 of 106




Case No. 69 of 2007 MERC Order for TPC-D for APR of FY 2007-08 and ARR & Tariff for FY
2008-09

claimed by TPC-D against the capex schemes already approved by the Commission.
Further, TPC-D in its additional submissions, confirmed that depreciation has not
been claimed beyond 90% of the asset value in line with the Tariff Regulations. The
depreciation expenditure approved by the Commission for FY 2006-07 has been
summarised in the following Table:

Table: Depreciation (RsCrore)

Particulars Tariff Order Actuals Allowed after truing up
Depreciation 11.74 13.50 13.50
Opening GFA 288.61 359.25 359.25
Depn as % of Op. GFA 4.07% 3.76% 3.76%

35 Interest Expenses

The Commission, in its earlier Order dated October 3, 2006, had approved interest
expenditure of Rs 2.13 Crore, after considering the interest expense on normative debt
corresponding to capitalised assets only. The Commission had considered the interest
rate of 10% p.a. for the assets put to use during FY 2004-05 and FY 2005-06, and
interest rate of 8% p.a. for assets put to use during FY 2006-07, and accordingly
considered the weighted average rate of interest as 9.6%.

TPC has estimated the interest expenditure under the following three heads:
§ Interest on debt
8 Interest and Finance Charges
8 Interest on working Capital

35.1 Interest on Debt

TPC submitted that interest on debt for FY 2006-07 has been computed based on
interest on normative loans for previous years and actual loan for 70% of the
expenditure to be capitalised in FY 2006-07. TPC has raised a loan of Rs 450 Crore
from IDFC to fund its current capital expenditure with the following terms:

Tenor: 12 years with 3 year moratorium and 9 years repayment
Interest Rate: 5 year G-Sec rate +1.45% p.a subject to minimum of 8.90%.

TPC submitted that the interest on debt for FY 2006-07 was Rs 6.44 Crore as against
Rs 2.13 Crore approved by the Commission. The Commission notes that variation in
interest quantum as clamed by TPC-D and that considered in the Tariff Order is
mainly on account of the variation in the opening loan balance. The Commission has
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verified the Opening loan balance for distribution business as claimed by TPC-D and
sought clarification from TPC for reconciliation of its claim vis-avis its audited
financial statements for various businesses. Accordingly, for the purposes of truing-up
exercise for FY 2006-07, the Commission has considered opening loan balance for
TPC’s digtribution business at Rs 55.89 Crore as claimed by TPC, as per its audited
accounts.

The Commission has considered the interest expenditure on the normative debt
corresponding to capitalised assets only and has considered the interest rate of 10%
p.a. for the assets put to use during FY 2004-05 and FY 2005-06. As regards assets
put to use during FY 2006-07, the Commission has considered loan terms for the
actual loan availed by TPC from IDFC. The Commission has verified yield-to-
maturity (YTM) rate for 5 year G-Sec which was around 7.45% to 7.55%. Hence, for
the purpose of interest expenditure computation for FY 2006-07, the Commission has
considered interest rate at minimum of 8.90% p.a. as gated by TPC under its Petition.

Table: Interest Expenses (Rs Crore)

Particulars Tariff Order Actuals | Allowed after truing up
Opening balance of loan 18.80 55.89 55.89
Additions 9.66 25.92 25.92
Repayment (2.79) (6.12) (6.12)

Closing balance of loan 25.67 75.69 75.69
I nterest expenditure 2.13 6.44 6.44
Wt. avg. Interest cost (%) 9.6% 9.8% 9.8%

35.2 Other Finance Charges

TPC submitted that the actua expenditure under Other Finance Charges was Rs. 2.87
Crore as compared to Rs. 0.02 Crore allowed by the Commission in the Tariff Order,
on account of the interest payable on the FAC refundable to HPCL and Central
Railways.

In response to the Commission’s query in this regard, TPC submitted that certain
unadjusted credits due to Central Railway and HPCL since 1994, to the extent of Rs.
73 lakh and Rs. 1.60 crore, had been refunded with interest at the rate of Security
Deposit interest rate. The expense on this account was Rs. 2.59 crore, which has been
included under other finance charges. The Commission is of the view that these are
not the other finance charges as this corresponds to interest paid to consumers and are
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one time expenses. The Commission has considered this one time expense of Rs 2.59
Crore as part of A&G expenses. The Commission has thus dlowed the other finance
charges of , under the truing up exercise, amounting to Rs. 2.87 crore.

35.3 Interest on Working capital

As regards interest on working capital, TPC submitted that the interest rate specified
under the Tariff Regulations for Working Capital, i.e., Short Term PLR of SBI, has
been varying across the year asfollows:

Month PLR

April - May 10.25%
May — August 10.75%
August — 27" Dec 11.00%
27" Dec onwards 11.50%

TPC submitted that it has estimated the Interest on Working Capita (IWC)
considering average interest rate @ 11% as per the components of Working Capital
specified in the Tariff Regulations, with the revised Interest on Working Capital
estimated at Rs 6.54 Crore as against Rs 3.50 Crore gpproved by the Commission in
the Tariff Order. Further, TPC confirmed in its reply to additional queries raised by
the Commission that though there is a need for working capital, TPC-D has not
availed any loan for working capital and has funded such working capital through
internal accruals. Hence, TPC has not actually incurred any expenditure towards
interest on working capita during FY 2006-07.

As regards interest on working capital, TPC-D submitted that the actual expense was
Rs. 1.42 crore, as compared to the approved expense of Rs. 2.75 crore.

The Commission has considered the normative interest on working capital for truing
up purposes, in accordance with the Tariff Regulations and the expenses alowed
under the truing up exercise. However, the Commission has computed the sharing of
gaing/losses on the basis of normative working capital interest and the actua working
capital interest incurred, which in this case is zero, since this is a controllable
parameter. Further, the Tariff Regulations stipulate that rate of interest on working
capital shall be considered on normative basis and shall be equal to the short-term
Prime Lending Rate of State Bank of India as on the date on which the application for
determination of tariff is made. As the short-term Prime Lending Rate of State Bank
of India at the time when TPC filed the Petition for tariff determination for FY 2006-
07 was 10.75%, the Commission has considered the interest rate of 10.75 % for

Page 30 of 106




Case No. 69 of 2007 MERC Order for TPC-D for APR of FY 2007-08 and ARR & Tariff for FY
2008-09

estimating the normative interest on working capital, which works out to Rs 6.46
Crore. The interest on consumers security deposit has been accepted at actuals, as
submitted by TPC-D.

3.6 Return on Equity (RoE)

TPC submitted that based on the capital expenditure and capitalisation and
debt:equity norm of 70:30, the return on equity on the equity portion has been
considered at 16%. Further, TPC has computed RoE on the opening equity as well as
on the equity portion of the capitalisation during the year.

The Commission has computed the RoE for FY 2006-07 on the opening balance of
equity as well as on 50% of the equity portion of capitalisation during the year, in
accordance with the Tariff Regulations as applicable for the distribution business.

The summary of RoE as projected by TPC and approved by the Commission for FY
2006-07 is given in the following Table:

Table: Return on Equity (RsCrore)
Particulars FY 2006-07
Tariff Revised Allowed after
Order | Estimate by TPC truing up
Regulatory Equity at the beginning of 117.64 117.64 117.64
the year
Equity portion of assets capitalised 414 11.11 11.11
during year
Regulatory Equity at the end of the year 121.78 128.75 128.75
Return on Regulatory Equity at the 18.82 18.82 18.82
beginning of the year
Return on Equity portion of capitalised 0.33 0.89 0.89
asset value during year
Total Return on Regulatory Equity 19.15 19.71 19.71

3.7 Contribution to Contingency Reserves

TPC has provided for Rs. 1.67 Crore as contribution to contingency reserve in FY
2006-07, as against Rs 1.44 Crore considered in the Tariff Order. The Commission
has considered the contribution towards contingency reserve as 0.5% of GFA under
the truing up exercise, at Rs. 1.80 crore.
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3.8 Non Tariff Income

TPC submitted that the non-tariff income largely comprises non-recurring income,
except for rental income. TPC submitted that the actua non-tariff income for FY
2006-07 is higher at Rs 16.41 Crore as against Rs 3.22 Crore gpproved in the Tariff
Order mainly on account of increase in non-recurring items such as interest received
on income tax refund, delayed payment charges and interest on delayed payment

The Commission has considered the actual non-tariff income reported by TPC-D,
under the truing up exercise, as shown in the Table below:

Table: Non-tariff income for FY 2006-07 (Rs Crore)
Particulars Tariff Order | Actuals | Allowed after truing up
Non-tariff Income 3.22 16.41 16.41

39 TRUING UP OF CONSOLIDATED ARR FOR TPC FOR FY 2006-07

TPC-D, in its Petition, submitted that the Commission issued the Tariff Order dated
October 3, 2006 for TPC and its three businesses and specified different tariff
sructures for each business of TPC, viz., generation, transmission and distribution,
considering the inherent nature of each business.

TPC-D submitted that the said Order was made effective prospectively from October
1, 2006 thereby resulting in a Situation where TPC operated under two different
regimes in FY 2006-07 with distinct features as shown in the Table below:

TPC H1: April 2006 — September 2006: H?2: October 2006 — M ar ch 2007:

Integrated tariff regime with costs of eachSpecific tariff regime for each business
business inbuilt into a tariff applicable to
Digribution  Licensees & Retail

consumers,

TPC responsible for servicing all the threeTPC-G and TPC-T servicing all three
Digribution Licensees, including theirDistribution Licensees,
power purchase requirement TPC-D servicing only its retail

consumers,

FAC charged to al consumers andFAC charged only to retail consumerg
Didgribution Licensees with a cap of 21with acap of 33 paise per unit

paise per unit “applicable to all” — leading
to aun-recovered FAC which was allowed
by the Commission to be charged to the
three Licensees on a monthly basis in FY
2007-08;
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Standby Chargess Rs 396 Crore p.aStandby Charges. payable by each

payable to TPC to MSEDCL for the yearDistribution Licensee according to the

with reimbursement of Rs 91 Crore p.a. byproportion specified by the Hon'ble

REL; Commission; For TPC-D, the amount i
Rs 71.9 Crore for the year

TPC submitted that considering the above situation for H1 and H2 period of FY 2006-
07, it has not submitted the segregated revenue of TPC across the different businesses
for H1 and hence for FY 2006-07. Accordingly, TPC submitted the performance for
FY 2006-07 and the resultant gap/surplus, on an integrated basis.

The Commission has undertaken the truing up of performance parameters and
expenses of TPC-G for FY 2006-07 including sharing of gains and losses in its Order
dated April 2, 2008 on TPC-G's APR Petition for FY 2007-08. Similarly, the
Commission has carried out the truing up of performance parameters and expenses of
TPC-T for FY 2006-07 including sharing of gains and losses in its Order dated May
26, 2008 on TPC-T's APR Petition for FY 2007-08. As discussed above, the
Commission has undertaken the truing up of certain expenses of TPC-D for FY
2006-07.

The Commission in this section has discussed the truing up of following elements of
expenses and revenues on consolidated basis for TPC for FY 2006-07:

Power Purchase Expenses

Revenue

Income Tax including impact of Income Tax Refund

3.10 POWER PURCHASE COSTSFOR FY 2006-07

TPC-D submitted that the Commission has introduced the concept of a unified Intra
State Transmission System in the State, which has been made effective since October
1, 2006. In addition, the tariff structure, revenue recovery and treatment between the
various functions of TPC and the relationship of TPC with REL and BEST has also
undergone a change based on the Tariff Order dated October 3, 2006.

TPC-D submitted that for the first six-months of FY 2006-07, TPC was operating as
an integrated utility and providing power for meeting the requirements of all the three
Didribution Licensees through generation from generating plants of TPC and through
power purchase from MSEDCL and other sources. In the second half of FY 2006-07
TPC-G has been selling power to al the Distribution Licensees including TPC-D in
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the proportion specified by the Commission in the Tariff order dated October 3, 2006.
In addition, TPC-D purchased the balance requirement of the Mumbai Digtribution
Licensees, i.e. BEST, REL and TPC-D from MSEDCL and other sources (Based on
authorization by BEST and REL to purchase power on their behalf upto 31st March
2007).

The Commission validated the actual power purchase cost of Distribution Licensees
from generating stations of TPC for FY 2006-07 as well as power supplied by TPC
from other sources to Distribution Licensees with the details of revenue break-up
submitted by TPC and observed that TPC has shown a different value as revenue from
Digtribution Licensees during FY 2006-07. In order to reconcile the power purchase
guantum and cost amongst the Mumbai Distribution Licensees for FY 2006-07, the
Commission convened a common meeting between representatives of the three
distribution licensees of Mumbai and Maharashtra State Load Despatch Centre on
April 30, 2008. During the meeting it was confirmed by TPC, REL-D and BEST that
they have not considered the impact of the SLDC’ s final energy balance statement for
FY 2006-07 dated September 13, 2007 in their respective workings. In the said
meeting, it was agreed by all the three distribution licensees that the truing up of
power purchase quantum and cost and revenue towards bilateral sale by Distribution
Licensees and revenue to TPC for FY 2006-07 should be considered based on
SLDC's final energy balance statement dated September 13, 2007. Subsequently, all
the three distribution licensees submitted the jointly reconciled statements for power
purchase quantum and cost for FY 2006-07 considering the impact of SLDC's final
energy balance statement.

TPC, in its Petition, has shown power purchase costs for purchase of power from
external sources, Renewable Energy Sources and power purchase by TPC-D from
TPC-G during second half of FY 2006-07. Further, TPC while undertaking the truing
up on consolidated basis has shown revenue received by TPC-G from TPC-D during
second half of FY 2006-07. As the Commission is carrying out the overall truing up
of TPC for FY 2006-07 on consolidated basis, considering revenue for sale of power
from TPC-G to TPC-D and again considering the same as power purchase cost for
TPC-D will offset each other and accordingly will have no impact on truing up for
TPC as awhole. Therefore, the Commission has only considered the power purchase
cost for purchase of power by TPC from external sources and Renewable Energy
Sources as part of consolidated truing up.
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3.10.1 Power Purchase from other Sources

Based on revised details submitted by TPC based on SLDC's final energy settlement
for FY 2006-07, the Commission has considered the revised power purchase costs for
purchase of energy from other sources during FY 2006-07 for truing up purposes. The
summary of power purchase by TPC from other sources is given in the following
Table:

Table: Summary of Power Purchase Expenses from Other sources

Sour ce Quantum (MU) Total Cost (Rs Crore)
Purchase from other sources 849.62 536.10

3.10.2 RPS Obligation

TPC-D, in its Petition, submitted that it has procured 30.52 MU from renewable
sources during FY 2006-07. The Commission, in its Order in the matter of long term
development of renewable energy sources and associated regulatory (RPS) framework
dated August 16, 2006, while stipulating the enforcement of the RPS framework vide
Para3.1.9 stipulated as follows:
Enforcement: The Eligible Persons will have to conply with their RPS
obligations as stipulated under Clause 2.6.8 of this Order subject to
conditions stipulated under cl. 2.10.7 and cl. 2.10.8. Shortfall in RE
procurement by Eligible Persons shall be treated as non-compliance with the
Commission’s directives, and shall attract action as per appropriate
provisions of EA 2003. The Commission directs MEDA to report such
incidences of failure to comply by Eligible Persons, to the Commission.
During first year of RPS operating framework, i.e., 2006-07, there shall not
be any charge towards enforcement. However, the Eligible Persons shall be
liable to pay at the rate of Rs 5.00 per unit of shortfall in 2007-08, Rs 6.00 per
unit of shortfall in 2008-09, and Rs 7.00 per unit of shortfall for 2009-10. Such
charges towards shortfall in renewable energy procurement levied on
distribution licensees will not be allowed as ‘pass through’ expenses under
their Annual Revenue Requirement. (emphasis added)

For truing up purposes, the Commission for FY 2006-07 has considered purchase of
30.52 MU from renewable sources at purchase cost of Rs 10.30 Crore.
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3.10.3 Transmission and Wheeling Charges

TPC-D submitted that prior to the Tariff Order dated October 3, 2006, the wheeling
charges were payable to MSEB/MSEDCL for using their network. Further, after the
Tariff Order dated October 3, 2007, these charges were not payable after the concept
of “Intra State Transmission Network” was evolved for Maharashtra by the
Commission. Accordingly, during second half of 2006-07, TPC-D paid its share in the
Transmission ARR of the whole State and not separately to MSEB/MSEDCL. The
charges paid towards wheeling in the first half (H1) and transmission charges in the
second half (H2) in FY 2006-07 are as follows:

Table: Summary of TPC submission for Transmission charges payable during FY
2006-07 (Rs Crore)

Particulars H1 H2
\Wheedling charges payableto MSEB/MSEDCL 10.43
Transmission charges payableto the 30.27
Transmission pool of Maharashtra State

3.10.4 Standby Charges

As regards standby charges being paid to MSEDCL, TPC-D submitted that it has
considered an amount Rs 198 Crore (i.e., 50% of Rs 396 Crore for H1 period of FY
2006-07) based on earlier mechanism, and Rs 35.95 Crore for H2 period of FY 2006-
07 based on the Tariff Order dated October 3, 2006.

The Commission, in its Order on ARR and Tariff Petition for FY 2006-07, considered
the standby charge of Rs 71.9 Crore payable by TPC-D to MSEDCL in proportion to
the average non-coincident peak demand of the Distribution licensees in Mumbai
system during FY 2005-06. The actual standby charge included by TPC-D in its
Petition for FY 2006-07 is Rs 233.95 Crore including Rs 198 Crore for fist half of the
year and Rs 35.45 Crore for the second half of FY 2006-07 as the Order was made
effective from October 1, 2006. The Commission while truing up the consolidated
ARR of TPC for FY 2006-07 has considered the actua standby charges paid by TPC.

The Commission has also considered the standby charges of Rs 45.5 Crore as part of
revenue received by TPC in the first half of FY 2006-07 from REL-D as the revised
standby sharing mechanism was made effective from October 1, 2006.
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3.10.5 Summary of Power Purchase Costs

The summary of power purchase quantum and costs including standby charges and
transmission tariff for FY 2006-07 as gpproved by the Commission is given in the

following Table:

Table Summary of Approved Power Purchase Quantum and Costs for FY 2006-07

Particulars Tariff Order Allowed After Truing up
Quantum | Total Cost (Rs| Quantum | Total Cost
Crore) (RsCrore)

Purchase from Other sources 305 134.4 849.62 536.10
Purchase from Renewable sources 77 25.4 30.52 10.30
Sub-Total 382 159.8 880.14 546.40
Standby Charges 71.9 233.95
Transmission Charges 60.55 40.70
Tota 382 292.25 880.14 821.05

3.11 REVENUESFOR FY 2006-07

TPC-D, in its Petition has submitted that the revenues for FY 2006-07 have been
determined on the following principles:

For H1 period of FY 2006-07 based on

Retail sale and retail tariff as applicable to TPC's retail consumers, REL and
BEST before the Tariff Order dated October 3, 2006, including the FAC
billed, subject to the cap imposed by the Commission.
Saleto MSEDCL at agreed rates,

For H2 period of FY 2006-07 based on the tariff approved under the Tariff Order

dated October 3, 2006
TPC-G Revenues

Annual Fixed Charges of TPC-G and Energy Costs based on revised
prices and revised generation payable by al three Distribution
Licensees as per the proportion and rate specified by the Commission
inthe Tariff Order dated October 3, 2006;
Saleto MSEDCL at agreed rates;

TPC-T Revenues

Annual Transmission Charges payable from the State Transmission

Pool
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TPC-D Revenues
Revenue from retail consumers based on tariffs, including the FAC
billed, aslimited by the cap imposed by the Commission;
Reimbursement of power purchase costs by BEST and REL for the
portion of power purchased by them through TPC-D;

Based on the above mentioned methodology for H1 and H2 period of FY 2006-07,
TPC submitted the revenues for FY 2006-07 as Rs 4,289 Crore as shown in the Table
below:

Table Summary of Revenuefor FY 2006-07 as submitted by TPC
Particulars TPC

H1 H2 Total

Revenue at Existing Tariffs

|. External Sources
A. Revenue from BEST

-For H1 611 611
-For Power Purchase from TPC-G 537 537
-For Power Purchase from TPC-G (incentive)

-For External Power Purchase 138 138
B. Revenue from REL

-for H1 585 585
-For Power Purchase from TPC-G 580 580
-For Power Purchase from TPC-G (incentive)

-For External Power Purchase 73 73
C. Revenuefrom MSEDCL 81 66 147
D. Revenue from Retail Consumersof TPC 503 494 997
E. Adj.toRevenue from TPC Consumers

i) FAC Short Recovery ii) 15 Days Provisioning iii) Other 205 205
Adj.

F.JReimbursement of Transmission ARR 84 84
G. Revenue from Wheseling 14 14
Total Revenue from External Sources 1,793 2,178 3,971

I1. Internal Sources
F. Revenue from TPC-D
-For Power Purchase from TPC-G 318 318

Total Revenue (I +11) 4,289

The Commission has accepted the methodology adopted by TPC for considering the
revenue for FY 2006-07 on consolidated basis for TPC as whole i.e., TPC-G, TPC-T
and TPC-D. The Commission has analysed and validated the actual revenue as
reported by TPC under various heads for FY 2006-07 for H1 and H2 of FY 2006-07,
which has been discussed below:
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Revenue from BEST & REL for sale of power during H1 & H2 of FY 2006-07:

As discussed in the truing up of power purchase expenses for FY 2006-07, the
Commission has validated the actual power purchase cost of Distribution Licensees
from generating stations of TPC for FY 2006-07 with the details of revenue break-up
submitted by TPC and observed that TPC has shown a different value as revenue from
REL during FY 2006-07. The Commission has considered the revised reconciled
satement for power purchase cost and revenue for FY 2006-07 for truing up
purposes. Accordingly, the Commission has considered the total revenue from BEST
and REL for sale of power during FY 2006-07 as Rs. 1346.34 Crore and Rs. 1292.02
Crore, respectively.

Revenue from MSEDCL for sale of power during H1 & H2 of FY 2006-07:

As discussed in the above paragraph, the Commission has considered the jointly
reconciled statements for power purchase quantum and cost for FY 2006-07
considering the impact of the SLDC's final energy balance statement for truing up
purposes for FY 2006-07. Accordingly, the Commission has considered the revenue
of Rs95.35 Crore from MSEDCL during FY 2006-07.

Revenue from Retail consumers for sale of power during H1 & H2 of FY 2006-07:
The Commission has considered the actual revenue a Rs 997 Crore as submitted by
TPC for FY 2006-07 towards the revenue for sale of power to retail consumers.

Adjustment to Revenue from TPC Consumers during H1 & H2 of FY 2006-07:

The Commission directed TPC to submit the detailed break up of adjustment of
revenue to the extent of Rs 205 Crore and the details submitted by TPC are given
below:

Table: Adjustment of Revenue for FY 2006-07 as submitted by TPC

Description Amount (RsCrore)
Net Provision (3.43)
Net Provision for Cash Discount (0.09)
Cash Discount (22.55)
Excess Short Recovery of FAC 264.66
Others 0.21
Net Provision (TOSE) (0.09)
Revenue Reversal (0.05)
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Adjustment in Revenue towards transmission 10ss recovery (33.56)
from BEST and REL (Adjustment made in revenue as well
as power purchase cost)

Total 205.12

As regards excess short recovery of FAC, though the amount has not been recovered
by TPC, it is shown as revenue in FY 2006-07 on matching concept, i.e., the revenue
is booked in accounts in the year in which the costs are booked. The Commission has
considered the amount of Rs 264.66 Crore as revenue for FY 2006-07 as proposed by
TPC.

However, the Commission inits Order dated April 2, 2007 on TPC-G'sMY T Petition
alowed provisional truing up towards un-recovered FAC of Rs 308 Crore aongwith
carrying cost. The Commission in the said Order allowed recovery of Rs 327.2 Crore
of unrecovered FAC dongwith carrying cost as a separate charge during FY 2007-08
to be billed in 12 equal monthly instalments as foll ows:

Amount (RsCrore)
BEST 123.7
REL 129.6
TPC-D 725
Outside License 14
Total 327.2

Asthe actual under-recovery in FAC during FY 2006-07 is to the extent of Rs 264.66
Crore, TPC's entitlement for recovery of this amount alongwith carrying cost works
out to Rs 280.54 as against amount of Rs 327.2 Crore alowed by the Commission,
Thus, the Commission will consider the excess recovery of Rs 45.65 Crore while
carrying out thefinal truing up of TPC-G for FY 2007-08.

Asregards adjustment in revenue towards transmission loss recovery from BEST and
REL and corresponding adjustment in power purchase cost, the Commission has not
considered the same as the Commission has considered the power purchase cost of
TPC for the second half of FY 2006-07 based on SLDC's final energy balancing
settlement.

Accordingly, the adjustment to revenue for FY 2006-07 considered by the
Commission works out to Rs 238.66 Crore.
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Reimbursement of Transmission ARR:

The Commission considered the reimbursement of annual transmission charges
payable from the State transmission pool for the second half of FY 2006-07 and has
considered the amount of Rs 84 Crore as revenue to TPC.

Revenue from Wheeling:
The Commission has considered the amount of Rs 14 Crore towards the revenue from
wheeling as projected by TPC for truing up purposes for FY 2006-07.

Revenue from TPC-D for power purchase from TPC-G:

TPC has submitted that it has considered the revenue of Rs 318 Crore towards the
power purchase from TPC-G for FY 2006-07. As discussed earlier, as the
Commission is carrying out the truing up of TPC as a whole on consolidated basis,
i.e., for TPC-G, TPC-T and TPC-D for FY 2006-07, thus considering revenue for sale
of power by TPC-G to TPC-D and again considering the same as power purchase cost
for TPC-D will offset each other and accordingly will have no impact on truing up for
TPC asawhole.

The summary of the truing of the revenue as submitted by TPC in its Petition and
considered by the Commission for FY 2006-07 is shown in the Table below:

Table: Summary of Truing up of Revenue for FY 2006-07

Particulars TPC Allowed After Truing up
H1 H2 | Total H1 H2 Total

Revenue at Existing Tariffs

|. External Sources

A. Revenuefrom BEST

-For H1 611 611 | 610.57 610.57
-For Power Purchase from TPC-G 537 | 537 555.64 555.64
-For Externa Power Purchase 138 | 138 180.13 180.13
B. Revenue from REL

-for H1 585 585 | 585.36 585.36
-For Power Purchase from TPC-G 580 | 580 600.48 600.48
-For Externa Power Purchase 73 73 106.18 106.18
C. Revenuefrom MSEDCL 81 66 | 147 80.71 14.64 95.35
D. Revenue from Retail Consumers of
TPC 503 | 494 | 997 | 503.00 494.00 997.00
E. Adj. toRevenue from TPC Consumers 0.00
i) FAC Short Recovery ii)

15 Days Provisioning iii) Other Adj. 205 | 205 205.00 238.66
F. Reimbur sement of Transmission ARR 84 84 84.00 84.00
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Particulars TPC Allowed After Truing up
H1 H2 | Total H1 H2 Total
G. Revenue from Whesdling 14 14 14.00 14.00
Total Revenue from Externa Sources 1,794 (2,177 13,971 | 1793.64 | 2240.08 4067.37

I1. Internal Sources

F. Revenuefrom TPC-D

-For Power Purchase from TPC-G 318 | 318 -

Total Revenue(l +11) 2,495 (4,289 4067.37

3.12 INCOME TAX FOR FY 2006-07

TPC, in its Petition, submitted that the Income Tax payable by TPC in FY 2006-07
has been worked on the basis of the total revenues earned by TPC and after
considering the

0] disallowances under various section under Income Tax Act 1961,

(i) the allowable expenditures under Section 32, Section 43 A, Section 43 B

(iii)  Benefit under Section 80 IA

(iv)  Normative Interest on Long Term Debt and interest on working capital.

Accordingly, TPC computed the income tax for FY 2006-07 as Rs. 98 Crore. The
Commission for FY 2006-07 has considered the tax of Rs 98 Crore as submitted by
TPC.

3.12.1 Reversal of Tax Provisons Relating to Previous Years

TPC submitted that the Commission in the past pointed out that TPC must make
efforts to reduce the expenses incurred, including Income-tax and other statutory
expenses. TPC submitted that it has been taking active steps including towards
optimisation of the tax provisions. TPC submitted that during FY 2006-07 it has
reversed tax provision aggregating to Rs 182 Crore arising out of favorable Tribunal
and Assessment Orders. TPC submitted following reasons for this reversal:

Section 80 1A Benefits

TPC submitted that as the operations of the Licensed Area are integrated, it is not
possible to relate the revenues earned to the various generating units. In the absence
of determination of revenue allocable to various generating units it was not possible to
work out the profits of the units eligible for deductions under section 80IA of the
Income Tax Act, 1961. TPC submitted that it had been filing the Return of Incometill
Assessment year 2001-02 without claiming the deduction under section 80IA.
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However, thereafter, TPC attempted to compute the revenue attributable to the
generating units using the Capital Base of each of the generating units and applying
the principles laid down in the Electricity (Supply) Act, 1948. Accordingly, claim
under section 80IA was worked for the units in the Licensed Areai.e., Trombay Unit
7 (Combined Cycle Power Plant) and Bhira Pumped Storage Unit by applying the
aforesaid method and a cumulative deduction of Rs 104 Crore and Rs 55 Crore were
claimed for Trombay Unit 7 and Bhira Pumped Storage Unit respectively from FY
2001-02 to FY 2005-06. TPC submitted that statutory auditors vetted these
computations and the same was submitted to the tax authorities along with the Return
of Income in the respective years.

TPC submitted that with the assessment order for FY 2004-05 received during the
year, TPC's claim relating to Section 80IA has been upheld for three years now (AY
2002-03 to AY 2004-05) and hence, the method followed for computing the Capital
Base for claiming the deduction is deemed to have been accepted.

Other Favourable Decisions

Further, TPC submitted that Tribunal Orders on the issue uphold the deduction
claimed by TPC in respect of expenses relating to certain feasibility studies,
maintenance of gardens, etc. Accordingly, TPC submitted that it decided to reverse
the provisions relating to Sec 80 IA and items covered in the Tribuna Orders, from
the books aggregating to Rs 182 Crore. Accordingly, TPC has reversed during FY
2006-07, tax provisions aggregating Rs 182 Crore arising out of favourable
Assessments/Tribunal Orders pertaining to Mumbai Licensed Area relating to earlier
years. TPC submitted that such Income Tax benefits have been proposed to be passed
on to the consumers through this Petition. While computing the amount of benefit that
is passed on to the consumers, TPC has considered the following principles:

Income Tax allowed by the Commission during the various years-

TPC submitted that if the income tax for any year after including this reversal is less
than the amount allowed by the Commission, no benefit has been passed on as the
same has already been passed on to the consumersin terms of lower tax.

Provisions of Sixth Schedule of the Electricity Act 2003 and treatment of surplus
under the Sixth Schedule:

TPC submitted that wherever the tax amount approved by the Commission is higher
than the applicable tax, the difference has been treated as excess and deat with as per
the provisions of Sixth Schedule to the Electricity (Supply) Act, 1948, which was
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applicable during the years to which the reversa relates. Based on the above, TPC
submitted the following workings for the amount to be passed on to the consumers
and accordingly considered an amount of Rs 26 Crore for passing on to the consumers

after transferring an equal amount to Tariffs and Dividend Control Reserve:

Tablee Summary of Reversal of Tax Provisons and Sharing of Benefits with
Consumers (Rs Crore)

S No.

Particulars

Total

Upto

FY02

FYO03

FYO04

FY05

FYO06

FYO1

(i)

Tax Reversals pertaining to the years FY 84
onwards

182

13

17

49

42

31

30

(i)

Tax claimed by TPC in their Filing based on
actuds

151

236

224

138

160

(ii)=
(ii)-(i)

Tax that would have been claimed had the
adjustments taken place in respective years

134

187

182

107

130

(iv)

Tax Approved by the Hon'ble Commission
in the Tariff Order for TPC

151

236

128

105

110

V)

The amount by which CP would have
exceeded RR owing to tax reversal =

If (iv) is greater than (iii) then (iv)-(iii) dse
Nil

13

17

49

(vi)=
1/3 of (v)

Transfer to T& D Reserve out of the excess
through application of the provisions of the
Sixth Schedule of the ESA 1948 Act

16

(vii) =
1/3 of (v)

Share of the consumersrelating to the
amount in (v) above through application of
provisions of Sixth Schedule of the ESA
1948 Act

26

16

The Commission is of the view that for FY 2000-01 to FY 2002-03, the Commission
has already carried out the truing up of Clear Profit vs. Reasonable Return for TPC
based on Sixth Schedule provisions in its earlier Orders. Further, the Commission in
its previous Orders has adjusted the amount of reserves in its Order on ARR and
Tariff Petition of FY FY 2004-05 and FY 2005-06 aswdl as FY 2006-07. Therefore,
the Commission is of the view that at this sage, it may not be gppropriate to transfer
any amount to reserves for the period FY 2000-01 to FY 2002-03, particularly when
the adjustment of reserves has already been carried out in previous Tariff Orders.
Therefore, the Commission for these three years, viz., FY 2000-01 to FY 2002-03 has
considered the amount of Rs 52 Crore of tax refund to be passed on to consumers, as
compared to Rs. 26 crore proposed by TPC.

Regarding treatment of tax reversal for the period FY 2003-04 to FY 2005-06, as
discussed in Section 1 of the Order, the Commission will again carry out the truing up
for FY 2004-05 and FY 2005-06 and final truing up for FY 2006-07 considering the

Page 44 of 106




Case No. 69 of 2007 MERC Order for TPC-D for APR of FY 2007-08 and ARR & Tariff for FY
2008-09

ATE Judgement. The Commission will dea with the issue of treatment of tax reversal
for FY 2003-04 to FY 2005-06 while carrying out the truing up in accordance with
ATE Judgement, and the submissions of TPC vis-&Vis the impact on each business of
TPC.

3.13 STATUTORY APPROPRIATIONS FOR TPC-T

TPC, in its Petition, submitted that the Statutory Appropriation towards the
Contingency Reserve for FY 2006-07 was considered as nil at the time of filing of
ARR for FY 2006-07 as the limit specified in the Tariff Regulations was reached.

TPC submitted that the Commission has however, adjusted the un-recovered fuel
expenditure of FY 2005-06 against this reserves held by TPC in its Tariff Order dated
October 3, 2006. TPC further submitted that subsequent to the decision of the
Commission, the Statutory Appropriation has been provided at Rs 5 Crore for TPC-T
for FY 2006-07. However, in the Annual Performance Review filing of TPC-T filed
on November 30, 2007, the statutory appropriations have been inadvertently
mentioned as Rs 1 Crore. TPC requested the Commission to condone the error and
consider the statutory appropriationsin TPC-T at Rs5 Crore.

The Commission has considered the statutory appropriation of Rs 5 Crore for TPC-T
during FY 2006-07 as part of truing up of consolidated ARR of TPC. However, since
the Order for TPC-T has already been issued, with a provisioning of Rs. 1 crore, the
difference will have to be considered at the time of APR for FY 2008-09.

3.13.1 Revenue Gap/surplusfor FY 2006-07 and Efficiency gain/L 0osses

TPC submitted that based on its submission for the total expenditure incurred by TPC
asawholein FY 2006-07 as discussed in the preceding sections, the total expenditure
works out to Rs 4253 Crore for FY 2006-07. The summary of the aggregate revenue
requirement for TPC as awholei.e., TPC-G, TPC-T & TPC-D as submitted by TPC
is shown in the Table below:
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Table: Summary of Aggregate Revenue Requirement for FY 2006-07(Rs Crore)

Expenses TPC-G | TPC-T | TPC-D | Total
Fuel Cost on Approved Norms 2,400.00 2,400.00
Total Power Purchase 1,002.07 1,002.07
Power Purchase Expenses (TPC -G) 317.66 317.66
Power Purchase Expenses (RPO) 10.30 10.30
Power Purchase Expenses (Other Sources) 433.66 433.66
Sandby Charges 233.95 233.95
Incentive Payable 6.50 6.50
Transmission Charges Payable 40.70 40.70
Operation & Maintenance Expenses 260.43 85.98 28.17 374.58
Depreciation, including advance against depreci ation 62.12 29.15 13.50 104.77
Interest & Finance Charges 99.05 7.53 17.27 123.85
Interest on Long-term Loan Capital 19.72 2.80 6.44 28.96
Interest on Working Capital 79.05 4.44 7.96 91.45
Other Finance Charges 0.28 0.29 2.87 344
Bad Debts Written off -17.41 -17.41
Statutory Appropriations 5.00 1.67 6.67
Income Tax 64.39 24.00 8.46 96.85
Adj. for Prior period Income Tax Refund
Return on Equity Capital 151.13 56.34 19.71 227.18
Aggr egate Revenue Requirement 3,037 208 1,114 4,359
Less: Non Tariff Income 28.00 16.66 16.41 61.07
Less: Other Income
Less: Standby charges payable by REL 45.50 45.50
Net Aggregate Revenue Requirement 3,009.12 | 191.34 | 1,052.23 | 4,252.69

Note: Although the income tax has been computed for TPC as a whole, it has been shown
under the three different business heads for presentation purpose only by allocating in the
Ratio of the RoE of the three businesses

Further, TPC after considering the sharing of efficiency gains and losses estimated the
total entitlement of TPC for FY 2006-07 as Rs 4282 Crore as against the revenue of
Rs 4289 Crore as submitted by TPC leaving a surplus of Rs7 Crore.

Based on TPC-G's entitlement approved in TPC-G APR Order, TPC-T’s entitlement
approved in TPC-T APR Order, expenses approved for TPC-D in this Order and
truing up of certain elements of expenses and revenue on consolidated basis as
discussed above, the summary of TPC's entitlement of ARR, Revenue and Revenue
surplus on consolidated basis for FY 2006-07 is given in the following Table:
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Table: Summary of ARR, Revenue and Revenue Gap/(Surplus) (Rs Crore)

Particulars TPC Submission Approved after Truing up
Expenses TPC-G TPC-T |TPC-D |Total Entitleme| TPC-G | TPC-T TPC-D | Total
nt after
impact of
gainsand
losses
Fuel Cost on Approved Norms 2,400.00 2,400.00] 2,435.00| 2,429.78 2,429.78
Total Power Purchase 1,002.07| 1,002.07| 1,002.07 786.85 786.85
Power Purchase Expenses (TPC -G) 317.66 317.66]  317.66
Power Purchase Expenses (RPO) 10.30 10.30 10.30 10.30 10.30
Power Purchase Expenses (Other Sources) 433.66 433.66]  433.66 536.10 536.10
Standby Charges 233.95 233.95] 23395 233.95 233.95
Incentive Payable 6.50 6.50 6.50 6.50 6.50)
Transmission Charges Payable 40.70 40.70] 40.70 40.70 40.70]
Operation & Maintenance Expenses 260.43 85.98 28.17 374.58| 384.00f 254.38 81.87| 30.76 367.01
Depreciation, including advance against 62.12 29.15) 13.50 104.77)  104.77 61.71 28.96( 13.50 104.17]
depreciation
Interest & Finance Charges 99.05 7.53 17.27 123.85] 121.41 68.45 5.69]| 14.60 88.74
Interest on Long-term Loan Capital 19.72 2.80 6.44 28.96) 28.96 19.72 2.81 6.44 28.97|
Interest on Working Capital 79.05 4.44 7.96 91.45] 91.45 48.45 2.59 7.88 58.92,
Other Finance Charges 0.28 0.29 2.87 3.44 1.00 0.28 0.29 0.28 0.85)
Bad Debts Written off -17.41] -17.41] -4.00 -17.41 -17.41]
Statutory Appropriations 5.00 1.67] 6.67 6.67 5.00 1.80) 6.80)
Income Tax 64.39 24.00 8.46 96.85) 96.85 64.39 24.00 8.46 96.85)
Adj. for Prior period Income Tax Refund -26.00 -52.00
Return on Equity Capital 151.13, 56.34 19.71 227.18]  227.18|  150.27| 56.34] 19.71 226.32
Aggregate Revenue Requir ement 3,037, 208, 1,114 4,359 4,389 3,029 202 899 4,078,
Less: Non Tariff Income 28.00 16.66 16.41 61.07] 61.07 28.37, 16.66] 16.41 61.44]
Less: Other Income 13.57] 13.57]
Less: Standby charges payable by REL 45.50 45.50] 45.50 45.50 45.50]
Net Aggregate Revenue Requirement 3,000.12 191.34| 1,052.23] 4,252.69] 4,282.08| 3,000.61 171.63] 837.07] 3,957.31
Total Revenue 4,289 4,289 4067.37|
Revenue Gap/(Surplus) (6.92) (110.07)

3.13.2 Sharing of Surplus

TPC submitted that considering that this surplus has resulted from a mix of measures
taken over time, it proposes to share this surplus with the consumers of Mumbai. TPC
allocated the surplus of Rs 6.92 for FY 2006-07 to the Generation and Distribution
function in proportion of the Annual Fixed Costs. TPC shared the total surplus
allocated to TPC-G between the three distribution licensees of Mumbai licensed area
in the proportion of generation capacity allocation in FY 2006-07. Accordingly, TPC
has projected atotal surplusof Rs2.2 Crorefor TPC-D.

TPC further submitted that the total surplusof Rs 2.2 Crore as worked out for TPC-D
along with the interest @ 6% p.a for one year would be used to reduce the Annual
Revenue Requirement of TPC-D for FY 2008-09. Accordingly, TPC submitted that
the total surplus available for TPC-D in FY 2008-09 as Rs. 3 Crore.

The Commission has accepted TPC's methodology for sharing of surplus for FY
2006-07. Accordingly, the approved surplus for FY 2006-07 has been allocated to the
Generation and Distribution function of TPC-D in proportion of the Annual Fixed
Costs as approved in this Order. The summary of allocation of surplus of FY 2006-07
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between TPC-G and TPC-D as projected by TPC and considered by the Commission
is shown in the Table below:

Table: Sharing of Surplusbetween TPC-G & TPC-D for FY 2006-07(Rs Crore)

TPC Approved
TPC-G 6.10 97.73
TPC-D 0.82 12.3
Total 6.92 110.07

Further, the Commission has shared the total surplus allocated to TPC-G between the

three distribution licensees of Mumbai licensed area in the proportion of generation
capacity allocation in FY 2006-07. The summary of sharing of total surplus for FY
2006-07 between the three digtribution licensees is shown in the Table below:

Table: Sharing of Surplus between three distribution licensees for FY 2006-07 (Rs
Crore)

TPC Approved after truing up
TPC-
BEST | REL | D Total | BEST | REL | TPC-D | Tatal

TPC-G
Surplus 228 | 2.47 135| 6.10| 36.57 | 39.52 2164 | 97.73
TPC-D
Surplus 0.82| 0.82 12.3 12.3
Total
Surplus 228 | 2.47 217 | 6.92| 3657 | 39.52 33.98 | 110.07

The Commission has considered the carrying cost of 6% for one year on this surplus
amount to be passed on to Distribution Licensees and consumers by TPC. The total
amount of surplus aongwith carrying cost works out as follows:

BEST : Rs38.76 Crore

REL : Rs41.89 Crore

TPC-D: Rs 36.02 Crore

The surplus alongwith carrying cost to be passed on to BEST and REL should be
adjusted from TPC-G monthly bill to be raised to BEST and REL immediately after
issuance of this Order. For TPC-D, the Commission has adjusted the surplus of Rs
36.02 Crore from the ARR of TPC-D for FY 2008-09.
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3.14 Sharingof Gains& Lossesin FY 2006-07

TPC submitted the actual expenditure under various heads of expenditure and the
reasons for variation between the approved expenditure and the actual expenditure.
Further, TPC categorised these expenditures as controllable and uncontrollable and
computed the gains and losses for the controllable expenditure and shared the same
with the distribution licensees in accordance with the provisions of Tariff Regulations.
The relevant provisions under the MERC Tariff Regulations stipulating sharing of
gaing/losses due to controllable factors are reproduced below:

“17.6.2 Some illustrative variations or expected variations in the performance
of the applicant which may be attributed by the Commission to controllable
factorsinclude, but are not limited to, the following:

(a) Variations in capital expenditure on account of time and/ or cost
overrungefficiencies in the implementation of a capital expenditure project
not attributable to an approved change in scope of such project, change in
statutory levies or force majeure events,

(b) Variationsin technical and commercial losses, including bad debts;

(c) Variations in the number or mix of consumers or quantities of eectricity
supplied to consumers as specified in the first and second proviso to clause (b)
of Regulation 17.6.1;

(d) Variationsin working capital requirements,

(e) Failure to meet the standards specified in the Standards of Performance
Regulations, except where exempted in accordance with those Regulations;

(f) Variations in labour productivity;

(g) Variations in any variable other than those stipulated by the Commission
under Regulation 15.6 above, except where reviewed by the Commission
under the second proviso to this Regulation 17.6.

19.1 The approved aggregate gain to the Generating Company or Licensee on
account of controllable factors shall be dealt with in the following manner:

(a) One-third of the amount of such gain shall be passed on as a rebate in
tariffs over such period as may be specified in the Order of the Commission
under Regulation 17.10;

(b) In case of a Licensee, one-third of the amount of such gain shall be
retained in a special reserve for the purpose of absorbing the impact of any
future losses on account of controllable factors under clause (b) of Regulation
19.2; and
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(c) The balance amount of gain may be utilized at the discretion of the
Generating Company or Licensee.

19.2 The approved aggregate loss to the Generating Company or Licensee on
account of controllable factors shall be dealt with in the following manner:

(a) One-third of the amount of such loss may be passed on as an additional
charge in tariffs over such period as may be specified in the Order of the
Commission under Regulation 17.10; and

(b) The balance amount of loss shall be absorbed by the Generating Company
or Licensee.”

However, as the Commission has not undertaking the sharing of gains and losses on
account of variation in controllable parameters in this Orders, since it is difficult to
assess the impact at this stage, and the same will undergo change once TPC submits
the impact of the ATE Order.
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4 PERFORMANCE REVIEW OF FY 2007-08 AND
DETERMINATION OF REVENUE REQUIREMENT
FOR FY 2008-09

41 PERFORMANCE PARAMETERS

Regulation 16.1 of the MERC (Terms and Conditions of Tariff) Regulations, 2005,
dipulates,
“The Commission may stipulate a trajectory, which may cover one or more
control periods, for certain variables having regard to the reorganization,
restructuring and development of the electricity industry in the Sate.

Provided that the variables for which a trajectory may be stipulated include,
but are not limited to, generating station availability, station heat rate,
transmission losses, distribution losses and collection efficiency.”

The Commission, in its MYT Order for TPC-D, had considered the trajectory of
system availability. Regulation 49.1 of the MERC (Terms and Conditions of Tariff)
Regulations, 2005, stipulates,

Target availability for full recovery of annual transmission charges
(a) AC system:- 98 per cent
(b) HVDC bi-pole links and HVDC back-to-back stations:- 95 per cent

41.1 Didribution Loss

The Commission had considered the distribution losses of 2.93% for the Control
Period, in accordance with the loss level approved for FY 2006-07, and the actual
distribution losses reported by TPC.

In the APR Petition, TPC-D submitted that the consumers of TPC-D are connected to
the system at various voltages, and about 80% of TPC-D’s sales are to HT consumers,
who are connected at voltage level of 22 kV and above. The distribution losses in
TPC-D are therefore expected to be minimal. TPC added that it has recently (from 1st
October 2007) provided meters for metering the actual consumption of TPC-D at T<>
D interface and the determination of the Distribution loss is in progress. TPC
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submitted that pending such determination , the distribution loss as approved by the
Commission for FY 2007-08 has been considered for determining the Energy
Reguirement at T<> D interface of TPC-D.

The Commission fails to understand as to why it is taking so much time to determine
the digtribution losses in TPC-D’s distribution system, based on the energy drawn at
T<>D interface. It is only a question of taking the meter reading and validating the
same with the metered sales to the consumers. In the absence of the necessary data
from TPC-D, the Commission is constrained to consider the distribution loss as 2.93%
for FY 2007-08 and FY 2008-09. TPC-D is directed to submit the T<>D metered
data and the computation of distribution losses for the six-month period from
October 1, 2007 to March 31, 2008, within two weeks of issue of this Order,
giving the monthly break-up.

42 CONTROL PERIOD

The first Control Period for Multi-Year Tariff (MY T) has been stipulated as April 1,
2007 to March 31, 2010 inthe MY T Order.

4.3 PROVISIONAL TRUING-UP FOR FY 2007-08

TPC-D, in its APR Petition for FY 2007-08 and revenue requirement Petition for FY
2008-09, submitted the performance for FY 2007-08 based on actual performance for
the first half of the year, i.e., April to September 2007, and estimated performance for
the second half of the year, i.e., October 2007 to March 2008. TPC-D submitted the
comparison of each element of expenditure and revenue with that approved by the
Commission in its Order dated April 30, 2007 on TPC's Multi Y ear Tariff petition for
its Distribution Business for the Control Period from FY 2007-08 to FY 2009-10.

The Commission will undertake the final truing up of the revenue requirement and
Revenue for FY 2007-08 once the audited accounts of TPC for FY 2007-08 are
available, i.e., during Annua Performance Review for the second year of the Control
Period, viz., FY 2008-09. However, the Commission in this Order on APR for FY
2007-08 and determination of Tariff for FY 2008-09 has considered provisional truing
up of certain elements of the revenue requirement in cases where the impact is very
high, or there is a change in principles'/methodology, and due to revision in capital
expenditure/capitalisation figures. The revised estimate of performance of TPC-D
during FY 2007-08 and FY 2008-09 as compared to the Commission’s MYT Order
for TPC-D isdiscussed in the following paragraphs.
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The Commission clarifies that the final truing up and the computation of sharing of
gains and losses due to controllable factors will be undertaken only after the audited
expenses and revenue are available. Further, for computing sharing of efficiency
gaing/losses for FY 2007-08, the revised expenses approved for FY 2007-08 in this
Order under the provisiona truing up exercise will be considered as base expenses.

44 SALES

TPC-D submitted that the sales for FY 2007-08 have been estimated on the basis of
the actual salesin H1 of FY 2007-08 and projections for H2 of FY 2007-08. TPC-D
submitted that the revised estimated sales for FY 2007-08 at 2585 MU are about 350
MU lesser than the sales of 2937 MU approved by the Commission in the MYT
Order. The key reason for variation in the quantum projected and revised estimates for
FY 2007-08 is the delay in drawal of load by HPCL for their new refining capacity.
This capacity was expected to increase the sales (of about 50 MW) from May 2007
but the same has not materialised so far and therefore the impact of the same has not
been included in the revised estimates. TPC added that this sales is now expected in
Q1 of FY 2008-09. TPC-D submitted the estimated sales for FY 2008-09 as 2698
MU.

For FY 2007-08, the Commission obtained the details of category-wise sales for the
11-month period from April 2007 to January 2008 and pro-rated the same for the
entire FY 2007-08, by considering the share of sales in March of the previous year,
for each consumer category separately. As shown in the Table below, the actua sales
in FY 2007-08 have been lower than that considered by the Commission inthe MY T
Order, as a result of which, the power purchase has also reduced to that extent, after
considering the distribution losses on the sales.

For FY 2008-09, the Commission has considered the 5-year CAGR of sales for each
category, by considering the period from FY 2001-02 to FY 2007-08. For categories
like Railways and HT industria, the Commission has considered the 5-year CAGR
for projecting the sales, while for other categories, the three-year CAGR in sales was
considered to project the sales, as it appears to be more representative of the
immediate trend. The category-wise sales projected by TPC and approved by the
Commission in this Order are given in the Table below:
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Table: Approved salesfor FY 2007-08 and FY 2008-09

Consumer Category &| (FY 2006-07) (FY 2007-08) EY 2008-09
Consumption Slab (Actual) (Actual / Estimates)
Actual till Feb
MYT Order TPC-D 08 - pro-rated Approved TPC-D Approved
for entire year
Railways 801 820 822, 819 822 821 842
- 22/133 kV 525 538 536 536 533 546
- 100kV 276 282, 286 286 287 296
HT customers 1,018, 1,255 1,076 1,073 1,073, 1,193 1,296
- Industries (HT-I1) 403| 295 398 476 476 365 621]
- Commercial (HT-I11) 189 370 231 268 268| 221 338]
- Public (HT- 1) 257| 263 263 330 330 260 337
- 22kV 55| 55 69 56 70]
- 100kV 202] 208| 261 204 267|
- CPP (HT-I) 168 327, 185 347
Textiles (HT-11) 192 159 114 97| 97| 85 85
LT 2 Part (LT-lI) 312] 438 381 456 456 463 586
- Industries 49 59 69 125 125 101 149
- Commercial 263] 379 312 330 330 362 436
LT 1 Part (LT-II) 128 167 109 40 40 51 51
- Industries 46 67 41 14] 14] 15 15]
- Commercial 81 100 68 26 26 36 36
Residential (LT-I) 72 97| 83 75 75 85 82
- S1 (0-100 units) 20| 24| 22 24 24|
- S2 (100-300 units) 24] 27| 24 27 26
- s_e, (> 300/ 300-500 19 9 s 9 9
Units)
- S4 (> 500 Units) 9 23 21 25 23
TOTAL 2,522 2,936 2,585 2,560 2,563 2,698 2,942

Thus, the total sales estimated by the Commission for FY 2007-08 and FY 2008-09 is
2563 MU and 2942 MU, as compared to TPC-D’s estimate of 2585 MU and 2698
MU, respectively.

45 DISTRIBUTION LOSSESAND ENERGY INPUT

As discussed earlier, TPC-D submitted that it had considered the distribution losses
for FY 2007-08 and FY 2008-09 as 2.93%, for computing the energy input
requirement, which has been accepted by the Commission in the absence of any data
on the same. TPC-D assumed the existing approved transmission loss level of 4.85%
for FY 2007-08 to estimate the gross requirement at the ex-bus level, which has been
accepted by the Commission. The corresponding Energy Balance is given in the Table
below:
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Table: Approved Energy Balance for FY 2007-08 and FY 2008-09

FY 2007-08 FY 2008-09
. Approved
Particulars TPC-D APR after TPCDAPR | o
Petition provisional Petition PP
Truing up

Sales 2,585 2,563 2,698 2,942
Distribution Loss 2.93% 2.93% 2.93% 2.93%
Energy Requirement
at T<>D interface 2,663 2,640 2,780 3,031
Transmission Loss 4.85% 4.85% 4.85% 4.85%
Total Energy
Requirement 2,799 2,774.99 2,921 3,185.38

46 ENERGY AVAILABILITY AND POWER PURCHASE COST DURING
FY 2007-08 AND FY 2008-09

46.1 Power Purchasefrom TPC-G

TPC-D, in its Petition, submitted that the energy requirement of TPC-D has been met
as in the past, from TPC-G, renewable sources and power purchases from external
SoUrces.

TPC-D projected the power purchase for FY 2007-08 from generating stations of
TPC-G considering the share as approved by the Commission in its Order dated April
2, 2007 on TPC-G's MYT Petition. The summary of power purchase quantum and
costs as considered by TPC-D is shown in the Table below:

Table: Summary of Power Purchase from TPC-G for FY 2007-08

Particulars Quantum (MU) | Cost (RsCr)
TPC-G: Existing 2204.49 822.21

As regards purchase from TPC-G for FY 2008-09, TPC-D submitted that the
Commission, in its Order dated November 6, 2007 approved the Power Purchase
Arrangement (PPA) between TPC-G and TPC-D with certain allocation from various
units of TPC-G to TPC-D. TPC-D submitted that it has considered the allocation of
generation from the various Units as per the approved PPA for the purpose of the
estimation of power purchase from the existing generating stations and Unit-8. The
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summary of the allocation as considered by TPC-D for projection purposes is shown
inthe Table below:

Table: Summary of the Allocation from TPC-G Units for FY 2008-09

Units Capacity (MW) Share of TPC-D (MW) % of Capadity
Hydro 447 120 26.84%
Unit 4 150 40 26.84%
Unit 5 500 134 26.84%
Unit 6 500 134 26.84%
Unit 7 180 48 26.84%
Total 1777 477 26.84%
Unit 8 250 50 20.00%

Accordingly, TPC projected power purchase of 2739 MU from TPC-G and projected
the purchase cost as Rs 1039 Crore for FY 2008-09.

For provisional truing up for FY 2007-08, the Commission has considered the power
purchase quantum and cost from TPC-G as projected by TPC-D and hence, approves
power purchase of 2204 MU at an estimated cost of Rs 822.21 Crore. However, the
Commission observed that TPC-D has not considered the amount of Rs 72.5 Crore to
be billed by TPC-G to TPC-D during FY 2007-08 towards unrecovered FAC for FY
2006-07 as approved by the Commission in its Order dated April 2, 2007 on TPC-G’s
MYT Petition. The Commission has considered this amount of Rs 72.5 Crore and
hence approves the total power purchase cost of TPC-D from TPC-G during FY
2007-08 as Rs 894.71 Crore. The Commission will undertake the final truing up of
power purchase from TPC-G for FY 2007-08 based on actua data for the entire year
during the APR process for FY 2008-09.

The Commission issued its Order in Case No. 86 of 2006, Case No. 87 of 2006 and
Case No. 30 of 2007 on November 6, 2007 in the matter of BEST's Petition for
Approval of Revised Power Purchase Agreement between BEST and TPC; TPC's
Petition seeking approval of Power Purchase Arrangement between TPC-G and TPC-
D; and dispute raised by REL for adjudication under the provisions of Section
86(1)(f) of the Electricity Act, 2003. The Commission, in its Order, gpproved the PPA
between BEST and TPC and the internal capacity alocation from the generation
division of TPC to its own distribution division, with effect from April 1, 2008.

Subsequently, the Appellate Tribunal for Electricity passed its Judgment in the matter
of Appea No. 41 of 2007, Appea No. 51 of 2007, Appea No. 143 of 2007, Apped
No. 145 of 2007, Appeal No. 159 of 2007 and Appeal No. 14 of 2008, filed by the
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Mumbai licensees, on May 6, 2008. The relevant extract of the said Judgment has
been reproduced below:

“103. We conclude from the aforementioned that the Commission has wide
power s to regulate the quantity of energy that may be supplied by a generating
company to a distribution licensee when both are under the jurisdiction of the
same Commission.

104. It isnot in dispute that the claims of REL have not been considered by the
Commission while approving the PPA between the TPC(G) and BEST and
arrangement between TPC(G) and TPC(D). It is also not in dispute that the
approval of PPA and the arrangement has affected the allocation of power to
REL. The interests of REL have been adversely affected by the Commission in
violation of the principle of natural justice. The Commission ought to have
considered the claim of REL for allocation of power while considering the
approval of PPAs between TPC(G) and BEST and arrangement between
TPC(G) and TPC(D).

105. In the circumstances, appeal No. 143 of 2007 is allowed and order dated
November 06, 2007 of the MERC approving the PPA of TPC and BEST and
arrangement between TPC and TPC(D) with reference to allocation of power
to BEST and TPC(D) is set aside. The Commission is directed to consider the
guestion of approval of PPA and the arrangement afresh after taking into
consideration the claims of BEST, REL and TPC(D). While considering the
case of the parties the Commission shall have regard to the fact that the
consumers of respective areas have been bearing the Depreciation and
Interest on Loan elements of the Fixed Cost of tariff and also consider all
other submissions of the parties which are permissible in the law.

106. Since we have held that the Commission has wide powers to regulate the
guantity of energy that may be supplied by a generating company to
Didribution Licensees when both are under its jurisdiction, appeal No. 159 of
2007 and appeal No. 14 of 2008 are liable to be dismissed. Accordingly,
appeal No. 159 of 2007 and appeal No. 14 of 2008 are hereby dismissed.”

Thus, the ATE set aside the Commission’s Order approving the PPA between TPC-G
and BEST and the Power Purchase Arrangement between TPC-G and TPC-D.
However, subsequent to the ATE Judgment on the said issue, TPC filed an appeal

Page 57 of 106




Case No. 69 of 2007 MERC Order for TPC-D for APR of FY 2007-08 and ARR & Tariff for FY
2008-09

with the Hon'ble Supreme Court against the ATE Judgment. The Hon'ble Supreme
Court in its Interim Judgment dated May 14, 2008 has stayed the ATE Judgment in
the matter of Appeal No. 41 of 2007, Appeal No. 51 of 2007, Appea No. 143 of
2007, Appeal No. 145 of 2007, Appeal No. 159 of 2007 and Appeal No. 14 of 2008.
In effect, since the ATE Judgment setting aside the Commission’'s Order has been
stayed, the Commission’s Order dated November 6, 2007, is still in force and can be
given effect.

TPC-G, in its Petition for Annual Performance Review for FY 2007-08 and Tariff
Petition for FY 2008-09, submitted that the PPAs between TPC-G with BEST and
between TPC-G and TPC-D have been approved by the Commission. As per the
approved PPAS, out of the existing capacity of 1777 MW, 800 MW has been allocated
to BEST, while a capacity of 477 MW has been allocated to TPC-D. TPC, in its
submission dated March 25, 2008, submitted that out of the 250 MW capacity of
Unit-8, as per the approved PPA, 100 MW has been allocated to BEST and 50 MW
has been allocated to TPC-D.

Considering the fact that the ATE Judgment dated May 6, 2008 on gppeals filed
against the Commission’s Order on approva of PPA between TPC-G and BEST and
internal arrangement between TPC-G and TPC-D, has been stayed by the Hon'ble
Supreme Court, the Commission has considered the alocation of power for FY 2008-
09 with effect from April 1, 2008 from the existing capacity and Unit-8 of TPC-G
based on the approved PPA between TPC-G and BEST and the internal capacity
alocation from the generation divison of TPC to its own distribution division.
Accordingly, from the existing capacity of TPC-G, the Commission for FY 2008-09
with effect from April 1, 2008 has considered the power availability of 477 MW for
TPC-D from existing TPC-G Stations for FY 2008-09 and 50 MW from Unit 8.

For estimating the cost of power purchase from TPC-G, the Commission has
considered the tariff approved by the Commission in its Order dated April 2, 2008 in
Case No. 68 of 2008 on TPC-G’s APR Petition for FY 2007-08. The summary of the
estimated power purchase quantum and cost of power purchase by TPC-D from TPC-
G in FY 2008-09 is given in the following Table:
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Table: Quantum and Variable Cost for Purchase of Power from TPC-G in FY

2008-09
Particulars Quantum | Variable Cost

MU RsCrore

Unit-5,6 & 7 2356.55 785.43

Unit- 4 141.46 100.66

Hydel 367.21 31.55

Unit-8 179.77 67.02

Total 3044.99 984.66

Table; Other Costs for Purchase of Power from TPC-G in FY 2008-09

Particulars RsCrore
Fixed Charges-Thermal 144.96
Unit-8 19.39
Incentive at Projected Generation 9.26
Less Rebate-Hydel Excess Recovery 26.74
Tatal 146.87

4.6.2 Renewable Purchase Specification

For FY 2007-08, TPC-D inits Petition, projected a total quantum of 127.66 MU & an
estimated cost of Rs 45.17 Crore as against approved quantum and cost of 127 MU
and Rs 45 Crore respectively.

For FY 2008-09, TPC-D submitted that as per the Renewable Purchase Specification
(RPS) Order of the Commission dated August 16, 2007 (in Case No. 6 of 2006 in the
matter of Long Term Development of Renewable Energy Sources and associated
Regulatory Framework), it is obliged to purchase certain quantum (5%) of its energy
requirement from renewable sources. Accordingly, TPC-D has projected the power
purchase of 146 MU (i.e., 5% of 2921 MU) for FY 2008-09.

TPC-D further submitted that it will procure such renewable energy from its Wind
projects set up at Supa (Group 11), Khandke (Group 111) and Brahmanvel (Group 111).
TPC-D has considered a weighted average rate of Rs 3.67 per Unit is considered on
the basis of the Tariff Order dated November 24, 2003 for Wind projects.
Accordingly, TPC-D on the basis of the estimated generation of 146 MU for FY
2008-09 and purchase rate of Rs 3.67 per unit has projected the power purchase cost
of Rs54 Crore towards meeting RPS obligation.

For FY 2007-08, the Commission has considered power purchase quantum and cost
from renewable sources as projected by TPC-D and accordingly for provisional truing
up purposes has considered 127.66 MU at an estimated cost of Rs 45.17 Crore.
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However, the Commission clarifies that it would deliberate on the issue considering
the final settlement of RPS for FY 2007-08, during the final truing-up of FY 2007-08.

For FY 2008-09, the Commission has considered the power purchase from Renewable
Energy Sources as per RPS obligation, i.e., 5% of the total energy input. Based on the
total energy input approved by the Commission, the RPS obligation of TPC-D for FY
2008-09 works out to 159.25 MU and corresponding total cost of meeting the RPS
obligation works out to Rs 55.74 Crore by assuming an average rate of Rs 3.50/kWh

46.3 Short Term Power Purchase

TPC-D submitted that the power purchase for FY 2007-08 has been undertaken
through a Power Management Group (PMG) comprising the three distribution
licensees viz, BEST, REL and TPC-D for jointly procuring the power for the Mumbai
region. Also, apart form from entering in to contract for purchase of power from
various sources, PMG group has also entered in to the arrangement of banking of
power under which, the power that is purchased is returned in kind at a later date from
TPC-G generation instead of making cash payment. TPC submitted that banking
arrangement has provided the facility to the Mumba consumers to procure power
when needed and return the same when it is available from the TPC-G units. Further,
TPC-D submitted that the suppliers too prefer this arrangement instead of cash
payment as it provides greater flexibility. TPC-D submitted that this arrangement has
helped in tiding over the power shortages in the summer months and in October 2007.
TPC-D projected the power purchase of 481 MU at an estimated cost of Rs 280 Crore
from external sources.

For FY 2008-09, TPC-D, in its Petition, submitted that it has estimated about 36 MU
to be purchased during FY 2008-09 from external sources. TPC-D submitted that the
cost of such power purchase has been projected based on the recent trend in prices
and the expected future prices and accordingly considered the average cost of Rs 7 per
Unit. TPC-D submitted that the Distribution Licensees of Mumba have been
purchasing power from external sources in the range of 500 — 650 MW per day
comprising firm and infirm power in addition to purchase from TPC-G and REL-G
during the year to meet their daily demand in order to avoid load shedding on any
given day under all circumstances.

TPC-D submitted that while it has managed to keep the actual average landed cost of
external power in Mumba to around the stipulated Rs.5.50/kwh for the first six
months, the same is not holding good for the remaining months of FY 2007-08 due to
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various reasons. TPC aso submitted that an increase of 7% in power demand has
been reported soon after the monsoon months, while it is observed from the statistics
that the free market availability of power has shrunk by about 2.8 % in the current
year as compared to previous years.

TPC-D submitted that according to the published statistics of average system
frequency of the region, a sharp deterioration has been reported from 49.90 Hz in FY
2002-03 to 49.36 Hz in FY 2006-07. TPC-D submitted that thisis a clear indication of
power demand outstripping supply progressively over the past few years. As the
commodity has increasingly become dear, the prices are showing a tendency of
spiraling each month. TPC-D further submitted that for instance, infirm power for
November/December 2007 is traded in the range of Rs.6.50/kwh at source. Further,
power from West Bengal for January-M arch 2008 has been quoted at Rs.7.15/kwh at
source trandating into landed cost of Rs.8.10/kwh; a 47% increase in comparison to
the rate prevailing in the first half of FY 2007-08.

TPC-D submitted that considering a moderate 7% increase, Mumbai will register a
peak demand of over 3000 MW in the coming summer months resulting in energy
shortfall. Any such shortfall would need to be bridged by judicious procurement of
firm and infirm power from different available sources to prevent load shedding.
Hence, the Distribution Licenseesin Mumbai had recently invited bids for firm power
purchase for one year. Out of the three participants in the bid, Tata Power Trading
Company Limited (TPTCL) was the only trader to offer power from November 2007
onwards.

Accordingly, TPC-D, requested the Commission to consider power procurement of 36
MU for FY 2008-09 at cost of Rs. 25 Crore on account of unpredictable prices.

For FY 2007-08, the Commission has considered the power purchase quantum and
cost under bilateral sources based on the total energy input requirement as approved
in this Order and accordingly has estimated power purchase of 457.05 MU at an
estimated cost of Rs 251.38 Crore. For estimation purposes for FY 2007-08, the
Commission considering the recent trends for bilateral power purchase has considered
an average rate of Rs 5.5/kWh for FY 2007-08. However, the Commission will carry
out the final truing up of power purchase from bilateral sourcesfor FY 2007-08 based
on actua data during the APR of FY 2008-09.
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For FY 2008-09, after considering the power available from existing and new
generating stations of TPC-G and RPS, the total power purchase quantum available to
TPC works out to be higher than the energy input requirement, resulting into surplus
energy of 19.24 MU. For estimating the power purchase cost for FY 2008-09 in this
Order, the Commission has considered the rate of Rs 5.50/kWh for sale of this surplus
power.

The summary of power purchase from bilateral sources as projected by TPC-D and as
approved by the Commission for FY 2007-08 and FY 2008-09 is given in the Table
below:

Table: Purchase of Power from bilateral sourcesin FY 2007-08 & FY 2008-09

Particulars Unit FY 2007-08 FY 2008-09
MYT Revised Approved after APR | Approved
Order | Estimate | Provisional truingup | Petition

Bilatera MU 780 480.64 457.05 36 (19.24)

Sources Rs Crore 429 280.38 251.38 25 (10.58)

46.4 ImbalancePool for FY 2007-08

TPC-D submitted that the balance power requirement after sourcing from TPC-G and
short term bilateral contracts is being met through imbalance pool settlement
undertaken by SLDC and projected a total quantum of 14.22 MU with an estimated
cost of Rs7.15 Crore during FY 2007-08.

The Commission has accepted TPC-D’s projection towards imbalance pool for FY
2007-08 and considered power purchase of 14.22 MU at an estimated cost of Rs 7.15
Crore during FY 2007-08. The Commission will carry out the truing up based on
actual imbalance pool settlement for the entire year during APR process for FY 2008-
09.

465 Costly Power Purchase

The Commission has considered the power purchase from Unit-4 of TPC-G as costly
power. The summary of purchase cost (variable charges) from the costly source of
power as approved by the Commission for FY 2008-09 is given in the Table below:

Table: Summary of Costly Power Purchase in FY 2008-09
Sour ce Quantum (MU) |Variable Cost (RsCrore)
TPC-G (Unit-4) 141.46 100.66
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46.6 Month-wise Power Purchase Quantum for FY 2008-09

The summary of month wise power purchase quantum approved by the Commission
based on trends of month-wise energy input requirement in previousis given in Table
below:

Table: Month-wise Power Purchase Quantum (MU) for FY 2008-09

TPC

-D Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar

Total

Power

Purchase 268.99 | 265.52 | 27145 | 266.25 | 27524 | 280.80 | 27324 | 273.33 | 25197 | 246.44 | 249.19 | 262.95

(MU)

3,185.38

46.7 Demand Side Management (DSM) M echanism

The Commission, in the MYT Order, had deliberated the need for DSM and opined
that the distribution licensees need to take steps toward meeting their energy
requirement by Supply Side measures as well as Demand Side Management (DSM).
Traditionally, the distribution licensees have been looking at the supply side aone.
Since there has been no capacity addition in the State for last several years, the
licensees in the State of Maharashtra have had to resort to purchase of power from
other sources at a very high rate and this has resulted in a higher retail tariff for the
consumers, in the form of reliability charges, which comprises expensive power
charges and standby charges.

The Commission, in its MYT Order, ruled that 2% of the costly power purchase
requirement will have to be reduced by implementation of DSM as an initial step.
Accordingly, the Commission has reduced 2% of the costly power purchase, which
will be saved though DSM measures. This translated to 0.8% of the total power
purchase quantum and reduction in power purchase cost by Rs 10.4 Crore. Therefore,
the Commission has considered the reduction in power purchase cost of Rs 10.4 Crore
as approved in the MYT Order for FY 2007-08 for the purpose of provisional truing
up for FY 2007-08.

For FY 2008-09, the Commission in line with the philosophy adopted in its MYT
Order has considered reduction to the extent of 2% of the expenditure on costly power
purchase for DSM measures. This translates to 0.15% of the total power purchase and
reduction in power purchase cost by Rs 2.01 Crore.
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4.6.8 Standby Charges

TPC-D, in its Petition, submitted that it has estimated the standby charges payable to
MSEDCL at Rs 62 Crore for FY 2007-08 and FY 2008-09 based on the standby
charges approved by the Commission in its MYT Order for TPC-D for FY 2007-08
and FY 2008-09.

For FY 2007-08, the Commission has considered the standby charges approved in the
MYT Order, i.e., Rs62 Crore. For FY 2008-09, in line with the philosophy adopted in
the MYT Order, the Commission has allocated the standby charges between the three
Didribution Licensees in Mumbai in proportion to the coincident peak demand for the
last one year and the standby charges allocated to TPC-D works out to Rs 64.82
Crore. TPC-D will hence, pay standby charges of Rs 64.82 Crore to MSEDCL during
FY 2008-009.

46.9 SLDC Charges

The Commission has considered the gpproved share of TPC-D of the SLDC charges,
i.e., Rs 0.44 Crore for FY 2007-08 as approved in the SLDC Budget for FY 2007-08
vide Order dated March 28, 2007 in Case No. 77 of 2006.

The Commission in its Order dated May 30, 2008 in the matter of Approva of SLDC
Budget for FY 2008-09 (Case No. 88 of 2007) has determined the mechanism for the
recovery of SLDC Fees and Charges for FY 2008-09 and accordingly, the
Commission has considered TPC-D’s share of the approved SLDC Charges for FY
2008-09, which works out to be Rs 0.44 Crore.

4.6.10 Transmission Charges

TPC-D, in its Petition, submitted that the Commission in its Order dated April 02,
2007 in the matter of Determination of Transmission Tariff for Intra-State
Transmission System (InSTS) determined the manner in which the transmission
charges are to be paid by the Transmission System Users (TSU’s) for FY 2007-08.
Accordingly, TPC-D has considered the approved transmission charges of Rs 54
Crore payable by TPC-D for FY 2007-08.

For FY 2008-09, TPC-D submitted that in the aforesaid Order, the Commission
determined the ARR of the three Transmission Utilities for FY 2008-09 and TPC-D
has assumed that the percentage share of the distribution utilitieswill remain same for
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FY 2008-09 as well, and computed the transmission charges a Rs 57 Crore for FY
2008-09.

For FY 2007-08, the Commission has considered the transmission charge of Rs 54
Crore as gpproved by the Commission in itsMY T Order for TPC-D.

The Commission vide its Order dated May 31, 2008 in Case No. 104 of 2007 on
determination of Transmission Tariff for the Intra-State Transmission System, has
approved the revised Transmission charges for FY 2008-09. The total transmission
charges payable by TPC-D for FY 2008-09 as approved by the Commission works
out to Rs. 64.60 Crore.

4.6.11 Summary of Power Purchase Related Cost

The summary of the total power purchase cost as approved in MYT Order, as
estimated by TPC-D in APR Petition and as approved by the Commission based on
provisional truing up for FY 2007-08, is shown in the Table below:

Table: Approved Power Purchase cost for FY 2007-08

Approved after
MYT Order APR Pstition provisional truing up
Sl. Sour ce Total Total
Quantum | Cost Quantum | Cost Quantum | Total Cost
Rs Rs

MU Crore | MU Crore | MU RsCrore
1 | TPC-G 227240 | 823.60 2204.49 | 822.21 2204.49 894.71
2 | TPC-D (Short Term) 780.00 | 429.00 480.64 | 280.38 457.05 251.38
3 | RPS 127.20 45.00 127.66 45.17 127.66 45.17
4 | Other Sources -14.22 -7.15 -14.22 -7.15
5 | Standby Charges 62.00 62.00 62.00
6 | Transmission Charges 53.69 53.69 53.69
7 | SLDC Charges 0.44
8 | Reduction of Cost (DSM) -10.42 -10.42
Total 3179.60 | 1402.87 2798.58 | 1256.29 2774.99 1289.82

The summary of the total power purchase cost considered by the Commission during
FY 2008-09 is shown in the Table below:
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Table: Approved Power Purchase cost for FY 2008-09

Source APR Petition Approved

Quantum Cost Quantum Cost

MU RsCrore MU RsCrore
TPC-G: Thermal excl. Unit 4 2091.0 892.0 2356.5 939.7
TPC-G: Unit 4 126.0 94.0 1415 100.7
TPC-G: Unit 8 155.0 53.0 179.8 50.9
TPC-G Hydel 367.0 367.2 67.0
RPS 146.0 54.0 159.3 55.7
Additional PP/Sde 36.0 25.0 -19.2 -10.6
Standby Charges 62.0 64.8
Less Hydel Rebate 26.7
Sub-total (Power Purchase) 2921.0 1180.0 3185.0 1241.5
Transmission Charges 57.0 64.60
SLDC Charges 0.4
Reduction of Cost (DSM) 2.0
Tatal 2921.0 1237.0 3185.0 1304.6

4.7 O&M EXPENSESFOR FY 2007-08 AND FY 2008-09

The O&M expenditure comprises employee expenditure, A& G expenditure and R&M
expenditure, as given below.

471 Employee Expenses

TPC submitted that the revised Employee Expenditure for FY 2007-08 is estimated at
Rs 14.43 Crore as compared to Rs 10.5 Crore approved in the MY T Order, based on
the actual employee expenses for first half of FY 2007-08 and estimated employee
expenses for the remaining half of the year. TPC-D submitted the following reasons
for deviations in employee expenses vis-&Vvis the approved expenses:

Base consider ed for projections

The impact of the change in the base employee expenses as discussed in the previous
Section, amountsto Rs. 1 Crore.

Revised Accounting Standard 15 (R)

TPC submitted that the Revised Accounting Standard 15 relating to employee
benefits has been made compulsory from April 1, 2007 and this has resulted in the
following revision in employee expenses:

Inclusion of various employee benefits such as long service awards, retirement
gifts, death in service schemes, hospitalisation schemes, post retirement
medical schemes, etc., under the purview of employee expenses;
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Assessment of accumulated leave liability based on ‘Cost to Company’ rather
than ‘Basic + Dearness Allowance'.

Due to these reasons, the net incremental provision requirement to be made as a result
of AS 15 (R) is Rs 25.15 Crore for TPC as a whole and TPC-D’s share works out to
Rs 1.50 Crore. The summary of the net incremental provision requirement made as a
result of AS 15 (R) is given in the Table below:

Table: Impact of AS 15 (R) (Rs Crore)

Particulars Total | Generation | Transmission | Distribution
Normal Benefits
Privilege Leave 7.0 4.7 1.9 0.4
Sick Leave 34 2.3 0.9 0.2
Informal Benefits
Long Service Award 35 24 0.9 0.2
Retirement Gifts 0.5 0.3 0.1 0
Health Insurance 0.1 0 0 0
Post Retirement Medical benefits 0.9 0.6 0.2 0.1
Death in Service scheme 9.9 6.6 2.6 0.6
Total 25.2 17.0 6.7 15

TPC further submitted that as per the limited revision in AS 15 (R), the Company has
an option to charge the additional liability arising upon the first time application of the
Standard as an expense over a period of up to 5 years. A liability of Rs 55 Crore has
arisen due to the first time applicability relating to the period prior to first application
of the standard, which has been amortised by TPC over the period of 5 years.
Accordingly, the employee cost for FY 2007-08 for TPC (licensed area) as a whole
includes Rs 11 Crore on account of the aforesaid amortisation; the share of TPC-D in
thisamount is Rs 1 Crore. Thus, the total impact of AS 15 for TPC-D works out to Rs
2.5 Crore. The Commission also notes that these charges were being incurred earlier
too and claimed through ARR on actua basis, and AS 15 (R) only requires these to be
projected and provided for on accrual basis.

Inflationary | mpact

TPC-D submitted that the impact of actual inflation in FY 2007-08 is expected to be
around Rs 1 Crore.
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For FY 2008-09, TPC-D projected employee expenses of Rs. 13.89 crore, as against
Rs.11.07 crore gpproved by the Commission in the MYT Order on account of the
following reasons:

8  Amortisation of AS 15 (R) and impact of AS 15 (R) for FY 2008-09 of Rs.

1 Crore

8  Impact of revised base for FY 2004-05 of around Rs. 1 Crore

§  Impact of Rs. 1 Crore due to increased inflation
TPC submitted that if the above uncontrollable expenses are considered, then the
revised projections are in line with the approved numbers.

For FY 2007-08, for each sub-head of employee expenditure, the Commission has
considered an increase of around 6.26% on account of inflation over the revised level
of employee expenses as approved for FY 2006-07 under the truing up exercise in this
Order, based on the increase in Consumer Price Index (CPI). The Commission has
considered the point to point inflation over CPl numbers for Industrial Workers (as
per Labour Bureau, Government of India) for a period of 3 years, i.e.,, FY 2004-05 to
FY 2006-07, to smoothen the inflation curve. However, for certain heads, such as
earned leave encashment, interim wage revision and staff welfare expenses, TPC-D’s
revised estimates have been considered. The capitalisation of employee expenses has
been considered at the rate of 7.4% in accordance with the actual level of
capitalisation in FY 2006-07. The Commission will undertake the final truing up of
employee expenses for FY 2007-08 based on actua employee expenses for the entire
year and prudence check, during the APR process for FY 2008-009.

For FY 2008-09, for each sub-head of employee expenditure, the Commission has
considered an increase of around 6.26% on account of inflation over the revised level
of employee expenses as approved for FY 2007-08 under the provisional truing up
exercise in this Order, based on the increase in Consumer Price Index (CPI).
However, for the primary heads of employee expenditure such as basic salary, DA,
etc., TPC-D’s estimates have been considered, since the wage revision has aready
come into effect, and applying a normative increase may not yield gppropriate results.
The capitalisation of employee expenses has been considered at the rate of 7.4% in
accordance with the actual level of capitalisation in FY 2006-07.

Accordingly, the approved employee expenses for FY 2007-08 and FY 2008-09 is
summarised in the following Table:
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Table: Employee Expensesfor FY 2007-08 & FY 2008-09 (Rs. Crore)

Particulars FY 2007-08 FY 2008-09
MYT Revised | Approved MYT Revised | Approved
Order | Estimate After Order | Estimate
by TPC | provisional by TPC
truing up
Gross employee
15.32 14.91 14.93
expenses
Less: Capitalisation 0.89 1.10 1.04
Net employee
10.50 14.43 13.81 11.07 13.89
expenses

472 A&G Expenses

TPC submitted that the revised A&G Expenditure for FY 2007-08 is estimated at Rs
24.4 Crore as compared to Rs 9.7 Crore approved in the MYT Order, based on the
actual A& G expenses for first half of FY 2007-08 and estimated A& G expenses for
the remaining half of the year.

TPC-D submitted that the variation between actual A& G expenses in FY 2006-07 vis-
&Vvisthe approved expenses is on account of the following:

§ FAC amount written-off to the extent of Rs. 4 crore, which was actually on
account of FY 2006-07, due to interest income considered but not earned due
to FAC revision

8 Provision for doubtful deposits with MCGM/MMRDA for undertaking the
digging of roads required for laying the cables. Such deposits are refundable
after the completion of the work, however, despite repeated follow up and
reminders, MCGM/MMRDA has not refunded most of these deposits. As a
matter of prudence, deposits that are more than one year old and where the
refund is not forthcoming despite reminders and follow up, TPC-D has
decided to provide for such “doubtful” deposits. An amount of Rs 2.07 Crores
was provided towards doubtful Debt on this account in FY 2007-08.

§ Upgradation of IT infrastructure to the extent of Rs. 1 crore for TPC-D

For FY 2008-09, TPC submitted the projected A& G expenses as Rs. 19.7 crore as
compared to the expense of Rs. 10.2 crore approved by the Commission in the MYT
Order. TPC-D submitted that if the one-time expenses are netted off, then the
expenses are in line with the approved levels.
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For FY 2007-08, the Commission has considered an increase of around 5.29% on
account of inflation over the revised level of A&G expenses as approved for FY
2006-07 in this Order, based on the increase in Wholesale Price Index (WPI) and
Consumer Price Index (CPl). The Commission has considered the point to point
inflation over WPI numbers (as per Office of Economic Advisor of Govt. of India)
and CPI numbers for Industrial Workers (as per Labour Bureau, Government of India)
for a period of 3 years, i.e.,, FY 2004-05 to FY 2006-07, to smoothen the inflation
curve. The Commission has considered a weight of 60% to WPl and 40% to CPI,
based on the expected relationship with the cost drivers. This aso considers the
deduction made by the Commission on account of disallowance of the expenditure
towards Tata Brand Equity. However, in case of expense towards rents, rates and
taxes, the Commission has considered TPC-D’s projection of the same. The
Commission has also disallowed the expenses claimed by TPC-D on account of
provisioning of doubtful deposits with MMRDA/MCGM, as these are refundable
deposits, and there is no such provision for providing for such ‘doubtful’ deposits,
under the regulatory framework. As regards the FAC write-off of Rs. 3.6 crore, in
response to the Commission’s query, TPC-D confirmed that its auditors had advised
them that there was no need to provide for this write-off, and hence, the same need
not be considered as an expense.

The Commission will undertake the final truing up of A&G expenses for FY 2007-08
based on actual A&G expenses for the entire year and prudence check, during the
APR processfor FY 2008-09.

For FY 2008-09, for each sub-head of A&G expenditure, the Commission has
considered an increase of around 5.29% on account of inflation over the revised level
of A&G expenses as approved for FY 2007-08 under the provisional truing up
exercise in this Order, based on the increase in Wholesale Price Index (WPI) and
Consumer Price Index (CPl). However, in case of expense towards professional fees,
etc. the Commission has considered TPC-D’ s projection of the same.

Accordingly, the approved A&G expenses for FY 2007-08 and FY 2008-09 is
summarised in the following Table:
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Table: A&G Expensesfor FY 2007-08 & FY 2008-09 (Rs. Crore)

Particulars FY 2007-08 FY 2008-09

Order | Egtimate After Order | Estimate

by TPC | provisional by TPC
truing up
Net A& G expenses 9.66 24.39 13.06 10.18 19.72 12.77

473 R&M Expenses

TPC submitted that based on the actual R&M expenses for first half of FY 2007-08
and estimated R&M expenses for the remaining half of the year, the revised R&M
expenditure for FY 2007-08 is estimated at Rs 6.2 Crore, which is higher than the
R&M expenditure of Rs 3.1 Crore gpproved inthe MY T Order. For FY 2008-09, TPC
submitted that it had estimated the R& M expenses at Rs. 9.3 crore as compared to the
expense of Rs. 3.2 gpproved by the Commissioninthe MY T Order.

For FY 2007-08, for each sub-head of R&M expenditure, the Commission has
considered an increase of around 4.65% on account of inflation over the revised level
of R&M expenses as approved for FY 2006-07 under the truing up exercise in this
Order, based on the increase in Wholesale Price Index (WPI). The Commission has
considered the point to point inflation over WPl numbers (as per Office of Economic
Advisor of Govt. of India) for a period of 3 years, i.e., FY 2004-05 to FY 2006-07, to
smoothen the inflation curve. The Commission will undertake the final truing up of
R&M expenses for FY 2007-08 based on actual R&M expenses for the entire year
and prudence check, during the APR process for FY 2008-09.

For FY 2008-09, for each sub-head of R&M expenditure, the Commission has
considered an increase of around 4.65% on account of inflation over the revised level
of R&M expenses as approved for FY 2007-08 under the provisiona truing up
exercise in this Order, based on the increase in Wholesale Price Index (WPI), as
detailed above. Accordingly, the approved R&M expenses for FY 2007-08 and FY
2008-09 is summarised in the following Table:

Page 71 of 106

MYT Revised | Approved | MYT Revised | Approved




Case No. 69 of 2007 MERC Order for TPC-D for APR of FY 2007-08 and ARR & Tariff for FY
2008-09

Table: R&M Expensesfor FY 2007-08 & FY 2008-09 (Rs. Crore)

Particulars FY 2007-08 FY 2008-09
MYT | Revised | Approved | MYT | Revised | Approved
Order | Estimate After Order | Estimate
by TPC | provisonal by TPC
truing up
Net R&M expenses 3.06 6.20 5.12 3.22 9.25 5.35

474 0O&M expenses

The total O& M expenses approved by the Commission for FY 2007-08 and FY 2008-
09 is summarised in the following Table:

Table: O&M Expensesfor FY 2007-08 & FY 2008-09 (Rs. Crore)

Particulars FY 2007-08 FY 2008-09

MYT | Revised | Approved | MYT | Revised | Approved

Order | Estimate After Order | Egtimate

by TPC | provisional by TPC
truing up

Net employee expenses | 10.50 14.43 13.81 11.07 13.89 12.79
Net A& G expenses 9.66 24.39 13.06 | 10.18 19.72 12.77
Net R&M expenses 3.06 6.20 512 3.22 9.25 5.35
Total O& M expenses | 23.22 45.02 31.99 | 2447 42.86 30.91

48 CAPITAL EXPENDITURE AND CAPITALISATION FOR FY 2007-08
AND FY 2008-09

Capital expenditure and capitalisation are two important variables that influence
computation of various critical parameters such as depreciation, interest on long term
debt and return on equity. Accordingly, variation between the approved values and
actual performance during the Control Period needs to be evaluated carefully during
Annual Performance Review. The capital expenditure and capitalisation considered
by the Commissioninthe MY T Order and the revised estimates submitted by TPC are
givenin the Table below:
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Table: Capital Expenditure & Capitalisation projected by TPC for FY 2007-08 &

FY 2008-09 (Rs. Crore)
Particulars FY 2007-08 FY 2008-09
MYT | Revised Estimate MYT Revised Estimate
Order by TPC Order by TPC
Capital Expenditure 32.83 75.27 12.39 39.08
Capitalisation 47.73 96.71 20.45 39.75

For the purpose of APR exercise for FY 2007-08 and revised projection for FY 2008-
09, the Commission has considered capital expenditure and capitalisation of the DPR
schemes that have already been approved by the Commission. Accordingly, the
Commission has considered capitalisation on account of 110 kV power supply to
HPCL during FY 2007-08 as proposed by TPC. However, the Commission has
considered capitalisation of two schemes of 110 kV single phase power supply to
Western Railways, during FY 2008-09 instead of capitaisation during FY 2007-08 as
proposed by TPC, as Commission observed that capital expenditure of only Rs 1.69
Crore and Rs 2.76 Crore has been incurred in respect of these schemes until Jan 2008
as against approved cgpex of Rs 17.87 Crore and Rs 17.30 Crore respectively.

As regards, capitalisation of Non-DPR schemes during FY 2007-08, the Commission
has considered the capitalisation of Non-DPR schemes initiated during FY 2004-05
and FY 2005-06 as proposed by TPC-D, however, in respect of Non-DPR schemes
initiated during FY 2006-07 such as replacement of old breakers, distribution
automation of Saki network, distribution automation at Borivali, procurement of
Schindler make 21 RMUs and other schemes, the Commission has considered actud
capitalisation as incurred till Jan 2008 as submitted by TPC-D in response to
Commission’s query instead of that projected by TPC-D under APR forms. The
Commission shall review the need for revision in capitalisation at the time of final
truing-up for FY 2007-08 and annual performance review for FY 2008-09.

Accordingly, approved capital expenditure and capitalisation for FY 2007-08 and FY
2008-09 is summarised in the following Table:
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Table: Approved Capital Expenditure & Capitalisation for FY 2007-08 & FY
2008-09

(Rs. Crore)

Particulars FY 2007-08 FY 2008-09

MYT Revised Approved MYT Revised | Approved

Order Estimate after Order | Estimate

by TPC | provisional by TPC
truing up

Capital Expenditure | 32.83 75.27 33.34 12.39 39.08 68.15
Capitalisation 47.73 96.71 47.32 20.45 39.75 73.27

49 DEPRECIATION AND ADVANCE AGAINST DEPRECIATION

The Commission, in its MYT Order, had considered depreciation expenditure of Rs
15.05 Crore and Rs 16.64 Crore for FY 2007-08 and FY 2008-09, respectively, which
amounts to 3.61% and 3.58% of Opening level of Gross Fixed Assets (GFA) of TPC-
D for FY 2007-08 and FY 2008-09, respectively. The opening GFA was considered
a Rs 417.25 Crore and Rs 464.98 Crore for FY 2007-08 and FY 2008-09,
respectively, and the depreciation rates were considered as prescribed under MERC
(Terms and Conditions of Tariff) Regulations, 2005.

TPC, in its APR Petition, submitted the revised estimate of depreciation expenditure
for FY 2007-08 and FY 2008-09 as Rs 14.92 Crore and Rs 19.55 Crore, respectively.

Table: Depreciation expenditure projected by TPC for FY 2007-08 & FY 2008-09

(Rs. Crore)

Particulars FY 2007-08 FY 2008-09

MYT Revised Estimate MYT Revised Estimate

Order by TPC Order by TPC
Depreciation 15.05 14.92 16.64 19.55
Opening GFA 417.25 395.07 464.98 491.67
Depn as % of
Op. GFA 3.61% 3.78% 3.58% 3.98%

The Commission has examined the depreciation and actual capitalisation claimed by
TPC in detail as against the various capex schemes approved by the Commission.
Further, TPC-D, in its additional submissions, confirmed that depreciation has not
been claimed beyond 90% of the asset value in line with the Tariff Regulations. The
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Commission has considered the depreciation on the opening GFA only and not on the
assets added during the year in line with the Tariff Regulations. In view of revised
value of capitaisation as approved under previous paragraphs, the approved
depreciation expenditure for FY 2007-08 and FY 2008-09 is summarised in the
following Table:

Table: Approved Depreciation expenditure for FY 2007-08 & FY 2008-09

(Rs. Crore)
Particulars FY 2007-08 FY 2008-09
MYT Revised | Approved | MYT Revised | Approved
Order | Estimate Order | Estimate
by TPC by TPC
Depreciation 15.05 14.92 13.28 16.64 19.55 16.78
Opening GFA 417.25 395.07 394.96 464.98 491.67 442.16
Depn as % of
Op. GFA 3.61% 3.78% 3.36% 3.58% 3.98% 3.80%

The Commission will undertake the truing up of Depreciation based on actual
expenditure during the entire year, subject to prudence check, during Performance
Review for the second year of Control Period, i.e., FY 2008-09.

410 INTEREST EXPENSES

The Commission, in its MYT Order, had allowed interest expenses of Rs 9.83 Crore
and Rs 11.35 Crore for FY 2007-08 and FY 2008-09, respectively, with a weighted
average intered rate of 9.4% and 9.3%, respectively. Loan addition of Rs 33.41 Crore
and Rs 14.31 Crore was considered inthe MY T order for FY 2007-08 and FY 2008-
09, respectively, corresponding to 70% of the asset cost capitalised during respective
years.

TPC, in its APR Petition, submitted revised estimate of interest expenses for FY
2007-08 and FY 2008-09 as Rs 10.03 Crore and Rs 13.72 Crore, respectively, a a
weighted average interest rate of 9.4% and 9.3% for FY 2007-08 and FY 2008-09,
respectively.
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Table: Interest expenditure projected by TPC for FY 2007-08 & FY 2008-09

(Rs. Crore)
Particulars FY 2007-08 FY 2008-09
MYT Revised Estimate MYT Revised Estimate
Order by TPC Order by TPC
Op. baance of loan 91.07 75.77 118.36 137.34
Loan Addition 3341 67.70 14.31 27.82
Loan Repayment (6.12) (6.12) (6.12) (6.12)
Closing Balance of
118.36 137.34 126.55 159.04
loan
Interest expenses 9.83 10.03 11.35 13.72
Effective Interest rate 9.4% 9.4% 9.3% 9.3%

TPC submitted that interest on debt for FY 2007-08 has been computed based on
interest on normative loans for previous years, actud loans for FY 2006-07, and
interest computed on 70% of the expenditure to be capitalised in FY 2007-08. TPC
has raised aloan of Rs 450 Crore from IDFC to fund its current capital expenditure as
per following terms:

Tenor: 12 years with 3 year moratorium and 9 years repayment

Interest Rate: 5 year G-Sec rate +1.45% p.a subject to minimum of 8.90%.

The Commission in its Order dated October 3, 2006 in Case 12 & 56 of 2005 as well
as in the MYT Order, has considered interest rate on loans corresponding to
capitalised assets as 10% p.a. for assets put to use during FY 2004-05 and FY 2005-
06, with a loan repayment period of 10 years in respect of such loans. Further, for
assets capitalised during FY 2006-07 and during the Control Period, TPC projected
capex funding through loan from IDFC to the extent of Rs 450 Crore and loan of Rs
400 Crore from IDBI. The Commission is of the view that it is essential that loans be
drawn or attributed to particular project scheme for scheme-wise accounting purposes.
Further, in response to the Commission’s specific query, TPC confirmed that it has
not yet drawn any loan from IDBI.

Accordingly, the Commission has considered loan repayment and interest for existing
loans (i.e., loans corresponding to assets put to use during FY 2004-05 and FY 2005-
06) as per earlier terms, and terms for borrowings during FY 2006-07 and during the
initial two years of the Control Period as per loan terms under IDFC loan having
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minimum interest rate of 8.9% p.a with moratorium of 3 years and repayment of 9
years, as proposed by TPC.

Accordingly, interest expenses approved for FY 2007-08 and FY 2008-09 is
summarised in the following Table:

Table: Approved Interest expenditurefor FY 2007-08 & FY 2008-09

(Rs. Crore)

Particulars FY 2007-08 FY 2008-09

MYT Revised | Approved MYT Revised | Approved

Order | Estimate After Order | Egtimate

by TPC | provisional by TPC
truing up

Op. balance of loan 91.07 75.77 75.69 118.36 137.34 101.28
Loan Addition 3341 67.70 3172 14.31 27.82 26.67
L oan Repayment (6.12) (6.12) (6.12) (6.12) (6.12) (6.12)
Cl. Balance of loan 118.36 137.34 101.28 126.55 159.04 121.83
Interest expenses 9.83 10.03 8.39 11.35 13.72 10.37
Effective Interest
rate 9.4% 9.4% 9.5% 9.3% 9.3% 9.3%

411 INTEREST ON WORKING CAPITAL FOR FY 2007-08 & FY 2008-09

Asregards Interest on Working Capital, TPC submitted that the interest rate pecified
under the Tariff Regulations for Working Capital, i.e., Short Term PLR of SBI, has
been varying in FY 2007-08. For FY 2007-08 and FY 2008-09, TPC estimated the
Interest on Working Capital (IWC) considering interest rate @ 12.75% as per the
components considered in the Tariff Regulations with the revised Interest on
Working Capital esimated at Rs 13.53 Crore and Rs. 15.52 Crore, respectively, as
against Rs 11 Crore approved by the Commission for both the years.

The Commission has estimated the working capital requirement for TPC-D for FY
2007-08 and FY 2008-09, considering the provisional truing up of various elements of
costs. The Tariff Regulations stipul ate that rate of interest on working capital shall be
on normative basis and shall be equal to the short-term Prime Lending Rate of State
Bank of India as on the date on which the application for determination of tariff is
made. As the application for determination of revenue requirement for FY 2007-08
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was made on January 3, 2007, the Commission has considered the short-term Prime
Lending Rate of State Bank of India of 11.5% prevalent at that time for estimating the
interest on working capital. For FY 2007-08, the Commission has also considered the
finance charges, commission and brokerage on long-term loans as Rs. 1.26 Crore as
projected by TPC. For FY 2008-09, since the APR Petition was filed on January 7,
2008, the interest rate of 12.75% has been considered for estimating the working
capital interest. The interest on consumers security deposit has been considered as
Rs. 1.42 crore at the same level asin FY 2006-07.

The approved interest on working capital and other interest and finance charges for
TPC-D for FY 2007-08 and FY 2008-09 is given in the following Table:

Table: Interest on Working Capital for FY 2007-08 & FY 2008-09 (Rs Crore)

Particulars FY 2007-08 FY 2008-09
MYT Revised | Approved | MYT | Revised | Approved
Order | Estimate After Order | Estimate
by TPC | provisional by TPC
truing up

Interest on working capital,
consumers security deposit | 14.42 16.56 16.46 14.57 20.61
& other finance charges

18.11

4.12 PROVISIONING FOR BAD DEBTS

In the APR Petition, TPC-D has considered a provision of Rs. 5 Crore towards Bad
and Doubtful debts against the approved amount of Rs. 4 Crore for FY 2007-08 and
FY 2008-009.

For FY 2007-08 and FY 2008-09, the Commission has retained the approved level of
provisioning of bad debts as Rs. 4 crore, since no rationale has been submitted for the
increase in provisioning.

4.13 NON TARIFF INCOME FOR FY 2007-08 & FY 2008-09

TPC submitted that the Non-Tariff Income for FY 2007-08 largely comprises non-
recurring income except for rental income, and is estimated at Rs 3.16 Crore as
against Rs 0.9 Crore gpproved by the Commission in the MY T Order. For FY 2008-
09, TPC projected the non-tariff income as Rs. 1.35 Crore, as compared to Rs. 1 Crore
considered by the Commission inthe MYT Order.
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For FY 2007-08 and FY 2008-09, the Commission has considered the non-tariff
income at the revised estimate submitted by TPC-D for FY 2007-08. The Commission
will undertake the final truing up of Non Tariff Income based on audited accounts
during Performance Review for the second year of Control Period, i.e., FY 2008-09.
The approved non-tariff income for TPC-D for FY 2007-08 and FY 2008-09 is given
in the following Table:

Table: Non-tariff Incomefor FY 2007-08 & FY 2008-09 (RsCrore)
Particulars FY 2007-08 FY 2008-09
MYT Revised | Approved MYT Revised | Approved
Order | Estimate After Order | Estimate
by TPC | provisional by TPC
truing up
Non-Tariff Income 0.90 3.16 3.16 1.00 1.35 3.16

4.14 INCOME TAX FOR FY 2007-08 & FY 2008-09

TPC submitted that for FY 2007-08, the income tax is estimated at Rs 7.6 Crore as
against the approved level of Rs 7.4 Crore. For FY 2008-09, TPC estimated the
income tax as Rs. 14.4 Crore as against the approved level of Rs 8.4 Crore.

The Commission has accepted TPC-T's projections of income tax liability for FY
2007-08 and FY 2008-09 as estimated in the APR Petition. The Commission will
however, true up the income tax, based on actual revenue and expenditure of TPC-D
for FY 2007-08 and FY 2008-09.

4.15 CONTRIBUTION TO CONTINGENCY RESERVES FOR FY 2007-08 &
FY 2008-09

TPC projected the contribution to contingency reserves for FY 2007-08 and FY 2008-
09 at 0.5% of opening GFA, as Rs. 2.30 Crore and Rs. 2.46 Crore, respectively, in
accordance with the Commission’s Tariff Regulations.

In this regard, the MERC (Terms and Conditions of Tariff) Regulations, 2005
dipulates,

“50.7.1 Where the Transmission Licensee has made an appropriation to the
Contingencies Reserve, a sum not less than 0.25 per cent and not more
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than 0.5 per cent of the original cost of fixed assets shall be allowed
towards such appropriation in the calculation of aggregate revenue
requirement:

Provided that where the amount of such Contingencies Reserves
exceeds five (5) per cent of the original cost of fixed assets, no such
appropriation shall be allowed which would have the effect of
increasing the reserve beyond the said maximum:

Provided further that the amount so appropriated shall be invested in
securities authorized under the Indian T rusts Act, 1882 within a
period of six months of the close of the financial year.”

As discussed in the paragraphs on truing up for FY 2006-07, TPC-D has submitted
the documentary evidence of investment of the contingency reserve in the approved
securities, as stipulated in the Tariff Regulations.

The Commission has decided to provide for contingency reserves for all transmission
licensees and distribution licensees at the minimum rate of 0.25% of opening GFA, as
permitted under the Commission’s Tariff Regulations, rather than 0.5% of opening
GFA as clamed by the licensees. Since the MYT Order had considered the
contingency reserves for FY 2007-08 as 0.5% of opening GFA, no change has been
made to the same. However, for FY 2008-09, the Commission has considered the
contribution to contingency reserves at 0.25% of opening GFA, after considering the
actual capitalisation and revised estimate of capitalisation for these years, as discussed
in earlier paragraphs.

The approved contribution to contingency reserves for TPC-D for FY 2007-08 and
FY 2008-09 is given in the following Table:

Table: Contribution to Contingency Reservesfor FY 2007-08 & FY 2008-09

(RsCrore)

Particulars FY 2007-08 FY 2008-09

MYT Revised | Approved MYT Revised | Approved

Order | Estimate After Order | Estimate

by TPC | provisional by TPC
truing up

Contribution to
Contingency 2.30 2.46 1.97 2.46 2.66
Reserves
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4.16 RETURN ON EQUITY (ROE) FOR FY 2007-08 & FY 2008-09

The Commission, in itsMYT Order, had permitted Return on Equity to the extent of
Rs 25.40 Crorefor FY 2007-08 and Rs 27.03 Crore for FY 2008-09, at arate of return
of 16%, in accordance with MERC Tariff Regulations, 2005.

TPC, in its APR Petition, submitted the revised estimate for return on equity for FY
2007-08 and FY 2008-09 as Rs 22.92 Crore and Rs 26.20 Crore, respectively.

Table: RoE projected by TPC for FY 2007-08 & FY 2008-09

(Rs. Crore)
Particulars FY 2007-08 FY 2008-09
MYT Revised Estimate | MYT Revised Estimate
Order by TPC Order by TPC
Regulatory Equity at th
eg. . yEaay © 151.57 128.75 165.89 157.76
beginning of the year
Equity portion of assets
e 14.32 29.01 6.13 11.92
capitalised
Regulat Equity & th
egutgtory =quity © 165.89 157.76 172.03 169.69
end of the year
Return on Regulatory
Equity at the beginning 24.25 20.60 26.54 25.24
of the year
Return  on  Equity
portion of  capital 1.15 2.32 0.49 0.95
expenditure Capitalised
Total Return  on
i 25.40 22.92 27.03 26.20
Regulatory Equity

TPC submitted that based on the capital expenditure and capitalisation and
debt:equity norm of 70:30, the return on equity on the equity portion has been
considered at 16%. Further, TPC has computed RoE on the opening equity as well as
on the equity portion of the capitalisation during the year.

The Commission has computed the RoE for FY 2007-08 and FY 2008-09 on the
opening balance of equity as well as 50% of the equity component of the assets
capitalised during the year in accordance with the Regulation 63.1 and Regulation
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76.1 of MERC (Terms and Conditions of Tariff) Regulations, 2005 as applicable for
the distribution business. Accordingly, approved Return on Equity for FY 2007-08
and FY 2008-09 is summarised in the following Table:

Table: Approved RoE for FY 2007-08 & FY 2008-09

(Rs. Crore)
Particulars FY 2007-08 FY 2008-09
MYT Revised | Approved MYT Revised | Approved
Order | Estimate After Order | Egstimate
by TPC | provisional by TPC
truing up
Regulatory Equity at
the beginning of the | 151.57 128.75 128.75 165.89 157.76 142.34
year
Equity portion of
. 14.32 29.01 13.59 6.13 11.92 11.43
assets capitalised
Regulatory Equity at
165.89 157.76 142.34 172.03 169.69 153.77
the end of the year
Return on Regulatory
Equity at the 24.25 20.60 20.60 26.54 25.24 22.77
beginning of the year
Return on Equity
portion of capita
. 1.15 2.32 1.09 0.49 0.95 0.91
expenditure
Capitdised
Total Return on
25.40 22.92 21.69 27.03 26.20 23.69

Regulatory Equity

4.17 DEMAND SIDE MANAGEMENT (DSM) EXPENSES FOR FY 2008-09

The Commission has approved expenditure for undertaking DSM expenses through a
Sseparate process, to the extent of Rs. 7.53 crore. Of this Rs.3.72 crore will be met
through the funds available under the LM C fund collected from the consumers earlier,
and the balance expense of Rs. 3.82 crore has been considered in the ARR of FY
2008-09.
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4.18 AGGREGATE REVENUE REQUIREMENT FOR FY 2007-08 AND FY

2008-09

Based on analysis of each element discussed above, the Aggregate Revenue
Requirement of TPC-D for FY 2007-08 and FY 2008-09 as approved by the
Commission initsMYT Order, as estimated by TPC in APR Petition and as approved
by the Commission in this Order is given in the following Tables:

Table: Aggregate Revenue Requirement for FY 2007-08 (Rs Crore)

FY 2007-08
. Approved
S. Particulars April - after
March Order rovisional
(Estimated) prov
truing up
1 Power Purchase Expenses (TPC - G) 822.00 823.60 894.71
2 Power Purchase Expenses (RPO) 45.00 45.00 45.17
Power Purchase from Other Sources 280.00 429.00 251.38
4 Pool purchase/(sd es) (7.00) (7.15)
5 Reduction dueto DSM (10.00) (10.42)
6 Standby Charges Payable 62.00 62.34 62.00
7 Transmission Charges Payable & SLDC 53.69 53.69 5413
charges
9 Operation & Maintenance Expenses 45.01 23.22 31.98
9.1 | Employee Expenses 14.43 10.50 13.81
9.2 | Administration & General Expenses 24.39 9.66 13.06
9.3 | Repair & Maintenance Expenses 6.20 3.06 5.12
10 | Depreciation, induding advance 14.92 15.05 13.28
against depreciation
11 | Interest and Other Financia Charges 26.59 24.25 24.85
11.1 | Interest on Long-term Loan Capital 10.03 9.83 8.39
11.2 | !ntereston Working Capital and on 15.30 14.42 15.20
consumer security deposits
11.3 | Other Finance Charges 1.26 0.00 1.26
12 | Bad Debts Written off 3.61 4.00 4.00
13 | Income Tax 7.56 7.40 7.56
14 | Contribution to contingency reserves 1.98 2.32 1.97
17 Total Revenue Expenditure 1,355.36 1,479.87 1,373.45
18 | Return on Equity Capital 22.92 25.40 21.69
19 | Aggregate Revenue Requirement 1,378.28 1,505.27 1,395.14
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2008-09
FY 2007-08
. Approved
S. Particulars April - after
March Order rovisional
(Estimated) prov

truing up
20 Less: Non Tariff Income 3.16 0.90 3.16
o4 | A99regate Revenue Requirement 137512 | 1,504.37 1,391.98

from Retail Tariff

Based on provisional truing up of various eements for FY 2007-08 as discussed in
above paragraphs, the Aggregate Revenue Requirement for FY 2007-08 works out to
Rs 1391.98 Crore, as against the amount of Rs 1504.4 Crore approved in the MY T
Order. This reduction in the Aggregate Revenue Requirement is primarily on account

of the reduction in the sales and hence, costly power purchase, which has been offset

partly by increase in the power purchase from TPC-G, which was not considered by

TPC-D.

The Aggregate Revenue Requirement for FY 2008-09 is shown below:

Table: Aggregate Revenue Requirement for FY 2008-09 (Rs Crore)

FY 2008-09
Sl. Particulars E;;/r.nszse ApsraeyE
1 Power Purchase Expenses (TPC - G) 1,039.00 1,131.53
2 Power Purchase Expenses (RPO) 54.00 55.74
Power Purchase from Other Sources 25.00
4 Pool purchase/(sal es) (10.58)
5 Reduction dueto DSM (2.01)
6 Standby Charges Payable 62.00 64.82
7 Transmission Charges Payable 57.00 64.60
8 SLDC Fees & Charges 0.44
9 Operation & Maintenance Expenses 42.86 30.92
9.1 | Employee Expenses 13.89 12.79
9.2 | Administration & General Expenses 19.72 12.77
9.3 | Repair & Maintenance Expenses 9.25 5.35
10 592;\?33%; ;‘Sggi ng advance 1955 16.78
11 | Interest and Other Financia Charges 34.33 28.49
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FY 2008-09
Sl. Particulars ;;ﬁ:?e AETEYE
11.1 | Interest on Long-term Loan Capital 13.72 10.37
11.2 L’gfwﬁ”gcﬁ;:‘t';%e(;gf and on 18.32 15.82
11.3 | Other Finance Charges 2.29 2.29
12 | Bad Debts Written off 5.00 4.00
13 | Income Tax 14.42 14.42
14 | Contribution to contingency reserves 2.46 111
15 Adjustment for profit/loss on account
controllable/uncontrollable factors
16 | DSM Budget 3.82
17 | Total Revenue Expenditure 1,355.61 1,404.06
18 | Return on Equity Capital 26.20 23.69
19 | Aggregate Revenue Requirement 1,381.81 1,427.75
20 | Less: Non Tariff Income 135 3.16
24 fggregate. Revenue Requirement 138046 | 1,42459
rom Retail Tariff

The ARR for FY 2008-09 is higher than that projected by TPC-D in its APR Petition,
primarily on account of the higher power purchase expenses from TPC-G, which has
been necessitated by the higher sales projected by the Commission as compared to
TPC-D’ s projections.

419 REVENUE FROM EXISTING TARIFF FOR FY 2007-08 AND FY 2008-
09

In the APR Petition, TPC has computed the revenue from existing tariffs for FY
2007-08, on the basis of the actua category-wise revenue over the period from April
to September 2007, and projected revenue for the period from October 2007 to March
2008 on the basis of the projected sales during this period and the prevailing category-
wise tariffs. TPC-D has estimated the revenue for FY 2007-08 as Rs. 1287 crore, as
compared to the revenue of Rs. 1506 crore estimated in the MYT Order issued for
TPC-D by the Commission. The lower revenue is primarily on account of the lower
salesin FY 2007-08 as compared to the approved sales in FY 2007-08. For FY 2008-
09, TPC-D estimated the revenue from sae of electricity as Rs. 1320 crore, on the
basis of the projected sales during this period and the prevailing category-wise tariffs.
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In order to have aredlistic estimate of the actual sales and revenue during FY 2007-
08, the Commission asked TPC-D to submit the details of the actual category-wise
sales and actual revenue earned through the sales to different consumer categories
over the period April 2007 to February 2008, which was submitted by TPC-D. As
discussed earlier in this Section, the actual salesin FY 2007-08 have been lower than
the sales projected in the MY T Order, resulting in lower requirement for costly power
purchase and hence, reduction in the power purchase cost. At the same time, the
revenue from sale of electricity has also reduced correspondingly. Based on the actual
revenue earned by TPC-D through sale of electricity over the period from April 2007
to February 2008, the Commission assessed the revenue for FY 2007-08, as Rs.
1283.7 crore. Since there is a margina difference between the estimates based on
actual sales till February 2008 and the revenue projected in the APR Petition, the
Commission has accepted TPC-D’s estimate of revenue as projected in the APR
Petition, at Rs. 1287 crore. Based on audited results submitted at the time of APR of
FY 2008-09, the Commission will true up the actual expenses and revenue for FY
2007-08, subject to prudence check.

For FY 2008-09, the Commission has estimated the revenue from sde of eectricity
on the basis of the revised sales projected by the Commission during this period and
the prevailing category-wise tariffs. The expected revenue from existing tariffs for FY
2008-09 works out to Rs. 1493 crore, which is on account of the significantly higher
sales projected by the Commission.
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5 TARIFF PHILOSOPHY AND CATEGORY-WISE
TARIFFSFOR FY 2008-09

51 APPLICABILITY OF REVISED TARIFFS

The revised tariffs will be applicable from June 1, 2008 till March 31, 2009. In cases,
where there is a billing cycle difference of a consumer with respect to the date of
applicability of the revised tariffs, then the revised tariff should be made gpplicable on
a pro-rata basis for the consumption. The bills for the respective periods as per
existing tariff and revised tariffs shall be calculated based on the pro-rata consumption
(units consumed during respective period arrived a on the basis of average unit
consumption per day multiplied by number of days in the respective period falling
under the billing cycle).

The Commission has determined the tariffs and revenue from revised tariffs as if the
revised tariffs are applicable for the entire year. The Commission clarifies that any
shortfall in actual revenue vis-avis the revenue requirement approved after truing up,
due to the gpplicability of the revised tariffs for only ten months of FY 2008-09, will
be trued up at the end of the year.

The Commission will undertake the Annual Review of TPC-D’s performance during
the last quarter of FY 2008-09. TPC-D is directed to submit its Petition for Annua
Review of its performance during the first half of FY 2008-09, as well as truing up of
revenue and expenses for FY 2007-08, with detailed reasons for deviation in
performance, latest by November 30, 2008.

52 REVENUE GAP FOR FY 2007-08 AND FY 2008-09

In the APR Petition, TPC-D submitted that the total revenue gap for FY 2007-08 is
estimated at Rs. 65 crore. TPC-D submitted that considering that these values are till
an estimate for H2 of FY 2007-08, TPC-D is not seeking any revision for the
estimates for the year. TPC-D however reserved the right to seek revisions after the
determination of the actual amount for the whole year during the truing up process.
For FY 2008-09, TPC-D estimated the revenue gap as Rs 61 Crore.
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The Commission has recomputed the revenue gap in FY 2007-08 after considering the
ARR approved by the Commission for FY 2007-08 after provisional truing up and the
estimated revenue for FY 2007-08. This works out to Rs. 104 crore, which has been
added to the revenue gap for FY 2008-09, in order to determine the overall revenue

gap.

For FY 2008-09, the Commission has recomputed the revenue gap after considering
the ARR approved by the Commission in this Order and the estimated revenue for FY
2008-09, which works out to a surplus of Rs. 68 crore.

In order to compute the total revenue gap in FY 2008-09, the surplus of Rs. 36.02
crore passed on to TPC-D after consolidated truing up for TPC as a whole for FY
2006-07 (refer Para 3.13.2) has been added to the revenue gap estimated above. The
total revenue gap, thus works out to Rs. 0.47 Crore, which is negligible, and thus, the
Commission has assessed there is no revenue gap for FY 2008-09.

53 TARIFFSPROPOSED BY TPC-D

TPC submitted that the resultant gap to be recovered in FY 2008-09 is only Rs. 59
Crore and will require an overall increase of 4.45% over the existing Base Tariffs, i.e.,
Tariffswithout considering the present FAC. The increase required isless than half of
the CPI inflation expected in the year.

Considering that the increase is only nominal and not even covering the inflation
expected in this year, TPC-D proposed that the existing tariff structure be revised to
the minimal possible. TPC proposed that the consumers of TPC-D shall pay about Rs.
5.11 per kWh (including estimated FAC of Rs. 0.22 per kWh) under the existing tariff
regime i.e a Base Tariff of Rs 4.89 per kWh and a FAC of Rs 0.22 per kWh. At a
proposed tariff of Rs 5.11 per kWh, the gap is estimated to be nil. The gap therefore
required to be recovered converts to only Rs. 0.22 per kWh over the Base Tariff.
Hence, effectively, the base tariff proposed is the same as what the consumers are
paying at the existing base tariff and FAC taken together.

As the increase is largely on account of increased fuel prices, it is proposed that the
entire increase required with respect to Base Tariff be recovered through Energy
Charges. Such aproposal will result in minimal changes in the impact on tariff to each
consumer as they are already paying for these charges through FAC. TPC proposed
that the increase in Energy Charges be gpplied uniformly across all consumer
categories.

TPC did not propose any change in the Demand Charges. TPC-D proposed to increase
the Energy Charges to ensure recovery of the gap of Rs. 59 Crore and would result in
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an average increase required of 5 % in Energy Charges. However, in real terms, the
tariffs to be paid by the consumers remain at the same existing levels.

Asdiscussed above, the Commission has estimated that there is no revenue gap in FY
2008-09, after considering the surplus of FY 2006-07 and impact of provisional truing
up for FY 2007-08. However, the Commission has undertaken tariff rationalisation, as
discussed in the following paragraphs.

54 TARIFFPHILOSOPHY

The Commission has determined the tariffs in line with the tariff philosophy adopted
by it in the past, and the provisions of law. The tariffs and tariff categorisation have
been determined so that the cross-subsidy is reduced without subjecting any consumer
category to a tariff shock, and adso to consolidate the movement towards uniform
tariff categorisation throughout the State of Maharashtra.

The Commission is of the view that it is not feasible to have uniform tariffs across
different licensees, due to inherent differences, such as revenue requirement,
consumer mix, consumption mix, LT:HT ratio, etc. It is also, not appropriate to
compare category-wise tariffs across different licensees for the same reasons.
However, the Commission has observed that the tariff categorisation and applicability
of tariffs is different across different licensees in the State, which is not appropriate.
The differences exist because of historical reasons and differences in management
policies and approach across licensees. However, within one State, the consumer
categorisation and applicability of tariffs should not be significantly different, and the
Commission has attempted to achieve this objective in this Order and other Orders for
the distribution licensees in the State. There will of course, be some differences, on
account of certain consumer categories being present only in certain licence areas,
such as agricultural category, power looms, etc., which will exist only in certain
licence aress.

The existing Fuel Adjustment Cost (FAC) Charge has been brought to zero, on
account of the adoption of the existing fuel costs for projection of the fuel expenses.
In case of any variation in the fuel prices with respect to these levels, TPC-D will be
able to pass on the corresponding increase to the consumers through the existing FAC
mechanism, subject to the stipulated ceiling of 10% of average energy charges. The
FAC will be charged on a monthly basis, and the details of the computation and
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recovery from the same will have to be submitted to the Commission for post-facto,
on aquarterly basis. It is also clarified that the FAC mechanism will be applicable for
both, non-costly sources as well as expensive sources of power purchase.

In the MYT Order, the Commission segregated the standby charges and expensive
power charges, which were earlier embedded within the energy charges, and charged
to specific categories of consumers. The Commission has continued with this
approach, since the genesis for the segregation of the charges still exists, though the
impact is lower, on account of the reduced purchase of expensive power having to be
undertaken by TPC-D, due to availability of cheaper power from TPC-G. However, it
is clarified that these charges are a part of the energy charges, and the Commission
has only indicated these charges separately, with the intention of sensitising the
consumers about the consequences of the rapid increase in consumption and the ever-
increasing demand-supply gap. Thus, the base energy charge determined in this Tariff
Order is excluding the cost of standby charge and expensive power.

The two main components of the Reliability Charge are asfollows:
§ Stand-by Charges
§ Approved Cost of Expensive power

As compared to consumers in other parts of the State, consumers in Mumbai have had
the privilege of uninterrupted power supply for many years, on account of the
existence of a standby power agreement with MSEDCL. This ensures that the city
does not face any load shedding in case of an emergency situation in the licensee area.
The annual cost implication of the standby arrangement for TPC-D is around Rs 65
Crore. The average rate of standby charges works out to 21 paiselkWh, and the same
has been levied on all consumers for their entire consumption, except BPL category
consumers.

Power purchase from Unit 4 of TPC-G has been considered under expensive power,
and the total power purchase expense from this source is around Rs 100 Crore in FY
2008-09, which has been levied to specified consumer categories.

The Commission has made the Reliability Charge applicable in the following manner:
§ The stand by charge would be levied uniformly across all categories of
consumers except BPL consumers at the rate of 21 paise per unit.
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8 The cost for expensive power would be levied on al consumers except the
Below Poverty Line (BPL) and LT-1 (Residential) consumers consuming less
than 300 units, so as to prevent tariff shock for these consumers.

The demand-supply situation in the city of Mumbai is in a fine state of balance, with
the licensees barely managing to meet the demand, through a combination of own
generation and costly power purchases from outside the State. However, the
proportion of expensive power purchase from outside the State, is increasing very
rapidly, which not only increases the cost, but also increases the uncertainty of supply,
since many times, these contracts are on ‘as available’ and ‘day-ahead’ bass. If the
demand continues to grow at the current rate, then it is likely that the city of Mumbai,
including TPC-D’s consumers, will have to face load shedding during system peak
hours, even after paying the Reliability Charges. Hence, the Commission has
continued to determine the tariffs such that there is an in-built incentive to consumers
to reduce their consumption, as the impact on the bills is designed to increase as the
consumption increases.

The Commission has reduced the fixed charges’demand charges applicable for
different consumer categories, and correspondingly increased the energy charges, so
that the bills are more directly linked to the consumption. Economic theory states that
the recovery of fixed costs through fixed charges should be increased, so that a
reasonable portion of the fixed costs are recovered through the fixed charges.
However, the ability of the Licensees to supply cheap power on continuous basis has
been eroded due to the stressed demand-supply position in recent times, and hence,
the Commission has reduced the fixed charges. This will provide certain relief to the
consumers who have lower load factor, as the consumers will be billed more for their
actual consumption rather than the load, and the licensees also have an incentive to
ensure that continuous 24 hour supply is given to the consumers. As and when
aufficient power is available and contracted by the licensees, the fixed charges can
again be increased, and energy charges reduced correspondingly.

The applicability of the BPL category tariffs has been modified slightly such that BPL
category will be available only to such residential consumers who have a sanctioned
load of upto and lessthan 0.1 kW, and have consumed less than 360 units per annum
in the previous financial year. The eligibility criteria has thus, been modified from a
monthly limit of 30 units to an annual limit of 360 units, so that it leaves some
flexibility in consumption with the BPL consumer. The applicability of BPL category
will have to be assessed at the end of each financia year. In case any BPL consumer
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has consumed more than 360 units in the previous financial year, then the consumer
will henceforth, be considered under the LT-1 residential category. Once a consumer
is classified under the LT-1 category, then he cannot be classified under BPL

category.

The Commission has continued with the practice of charging higher tariffs for
residential consumers having monthly consumption above 300 units per month and
above 500 units per month, since, the Commission feels that in the residential
category, such consumption should be classified as luxurious use, and an economic
signal in terms of higher tariff has to be given to such consumers to encourage them to
make efforts for energy conservation. The tariff for the first three slabs in domestic
category has not been changed, however, and the existing tariffs will continue.

Inview of the ATE’ sdecision in this regard, the Commission has done away with LT-
IX category, the separate consumer categorisation for shopping malls and multiplexes.
All these consumers will henceforth, be classified under LT-2 commercial category,
as was being done earlier. Further, three new sub-categories have been created under
LT-2 category on the basis of sanctioned load, viz., 0 to 20 kW, 21 kW to 50 kW, and
above 50 kW sanctioned load. The Commission has determined the tariffs for these
two sub-categories at higher levels.

The existing HT-11 Industrial and textiles category has been merged with CPPs (under
HT | earlier) and renamed as HT-I Industrial category, in order to ensure consistency
with the nomenclature applicable for other licensees. Similarly, the existing HT-1I1
Commercia category has been renamed as HT-1I Commercial category. The existing
HT-I Public category has been renamed as HT-111 — Public and Government category.
HT IV Railways category has been retained.

The HT-1I Commercial category will cater to all commercial category consumers
availing supply at HT voltages including multiplexes and shopping malls, and all
hospitals getting supply at HT voltages, irrespective of whether they are charitable,
trust, Government owned and operated, etc. The tariff for such HT-II commercial
category consumers has been determined higher than the tariff applicable for HT-I
industrial, in line with the philosophy adopted for LT commercid consumers. Such
categorisation aready exists in other licence areas in the State, and is hence, being
extended to TPC-D licence area also.
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The Commission has created a new category, viz., LT 1X, which will include all
crematoriums and cremation and burial grounds, irrespective of whether these are
electric crematoriums, or otherwise, and the tariffs have been specified at lower
levels. However, this lower tariff will be applicable only to the portion catering to
such activities, and in case part of the area is being used for other commercial
purposes, then a separate meter will have to be provided for the same, and the
consumption in this meter will be chargeable under LT-11 Commercial rates.

The Commission has ensured that the HT tariffs are lower than the LT tariffs, as the
cost of supply is lower than the cost of supply a lower voltages, due to the lower
losses a higher voltages, and the lower network related costs since the electricity does
not have to stepped down to lower voltages.

The Time of Day (ToD) tariffs will be applicable compulsorily to al HT consumer
categoriesand LT — |11 consumers having TOD meters, as well as optionally available
to LT — Il category consumers, who have TOD meters. The TOD tariffs have been
modified as follows:

§ The following time slots have been created, viz., (a) 2200 to 0600 hours, (b)
0600 to 0900 hours, (c) 0900 to 1200 hours, (d) 1200 to 1800 hours, and (€)
1800 to 2200 hours, to bring the ToD tariffsin line with those applicable in the
rest of the State.

§ Additional peak hour tariff will be payable for consumption during the peak
hours in the State, viz., 0900 to 1200 hours— morning peak, and 1800 to 2200
hours — evening peak, in the following manner:

o 0900 to 1200 hours : Additional 0.50 R¥kWh
o 1800 to 2200 hours : Additional 1.00 R¥kWh

§ For consumption during night off-peak hours, viz., 2200 to 0600 hours, a
rebate of 0.75 RkWh will be available

8 Neither additiona tariff nor rebate will be applicable for consumption during
0600 to 0900 hours and 1200 to 1800 hours

Additional demand charges of Rs 20 per kVA per month would be chargeable for the
siand by component, for CPPs, only if the actual demand recorded exceeds the

Contract Demand.

The Billing Demand definition has been retained at the existing levels, i.e.,
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Monthly Billing Demand will be the higher of the following:

(& Actual Maximum Demand recorded in the month during 0600 hours to 2200
hours,

(b) 75% of the highest billing demand/Contract Demand, whichever is lower,
recorded during the preceding eleven months;

(c) 50% of the Contract Demand.

The computation of average cost of supply (CoS) is given below:

Table: Average Cost of Supply for FY 2008-09

Sl. | Particulars Excluding | Including
Expensive | Expensive

Power Power
1 | Total Revenue Requirement (Rs. Crore) 1393 1493
2 | Tota Sades(MU) 2942 2042
3 | Average Cost of Supply (Rs/kwh) 4.73 5.07

The existing cross-subsidy and the reduction in cross-subsidy considered by the
Commission, including the reliability charges, are given in the Table below:

%
Ratio of Average :
Billing Rate to |/ncrease
Average Billing Average Cost of
Average Rate (Rs./unit) Supply (%) idnef:r;??f?e %
Cost of w.r.t increase
Supply | Existing | Revised | Existing | Revised | Avg. in tariff
Category (Rs./unit) Tariff Tariff Tariff Tariff CoS (%)
LT Category
LT | - Residential 4.50 453 89% 89% 1% 0.6%
LT Il - Commercial
upto 20 kW 6.01 5.06 118% 100% -19% -15.8%
> 20 kW upto 50 kW 6.86 6.24 135% 123% -12% -9.1%
> 50 kW 5.07 6.86 6.24 135% 123% 12% | -9.1%
LT I - LT Industrial upto 20
kw 5.39 4.24 106% 84% -23% -21.3%
LT-1V - LT Industrial >20
kw 5.49 5.33 108% 105% -3% -3.0%
HT Category
HT I - Industrial, textiles &
CPP 5.42 5.06 107% 100% -1% -6.5%
HT Il - Commercial 507 6.09 5.90 120% 116% -4% -3.1%
HT Il - Public & '
Government 4.27 4.49 84% 89% 4% 5.1%
HT IV Railways 3.60 4.19 71% 83% 12% 16.4%
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The above Table clearly shows that the Commission has reduced the cross-subsidy
levels for most consumer categories.

While the tariffs have been determined such that the revenue gap considered for the
year is met entirely through the revison in tariffs, it is likely that the actual revenue
earned by TPC-D may be higher or lower than that considered by the Commission.
Any additional revenue/shortfall in revenue due to the impact not being assessed at
this stage, will be trued up at the time of final truing up for FY 2008-09.

55 REVISED TARIFFSWITH EFFECT FROM JUNE 1, 2008

Sl Consumer category & Tariffs
Consumption Slab Fixed/ Energy Reliability Charge
Demand Charge (p/kWh)
Charge (p/kWh) Standby | Expensive
Charge Power
Charges
LOW TENSION CATEGORIES
1|LTI -Residential
Below Poverty Line (BPL) Rs. 3 per 40
month
Other Residential
0-100 units Rs. 30 per
month 150
101-300 units Rs. 50 per 350
301 to 500 units month®*® 520 2 30
Above 500 units (balance units) Rs. 100 per 50
month®™ 6%0
2 |LTII-LT Commercid
(@ | 0-20 kW Rs. 150 per 425 50
month
(b) | > 20 kW and < 50 kW Rs. 150 per 520 21 50
(c) | > 50 kw kVA per 620 75
month
3|LT Il - LT Industrid below 20 kW | Rs. 150 per 360 21 30
load month
4| LT IV - LT Industrial above 20 kW | Rs 150 per 460 21 30
load kVA per
month
5| LT V - Advertisement & Hoardings, | Rs. 200 per 1355 27 250
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Sl Consumer category & Tariffs
Consumption Slab Fixed/ Energy Reliability Charge
Demand Charge (p/kWh)
Charge (p/kWh) Standby | Expensive
Charge Power
Charges
incl. floodlights & neon signs month
6 | LT IX — Crematoriums and Burial | Rs 200 per 200 21 30
Grounds connection
per month
TOD Tariffs (in addition to above base
tariffs) — compulsory for LT Il (b) and
(c), and LT IV category, and optional
for LTIl (a) and LT 111 category
0600 hoursto 0900 hours 0
0900 hoursto 1200 hours 50
1200 hoursto 1800 hours 0
1800 hoursto 2200 hours 100
2200 hoursto 0600 hours -75
HIGH TENSION CATEGORIES
7 | HT | - Industries & CPP Rs 150 per 435 21 30
kVA per
month
8 | HT Il —Commercial Rs 150 per 495 21 50
kVA per
month
9| HT Il —Public & Government Rs 150 per 360 21 30
kVA per
month
10 | HT IV - Railways
22/33kV Rs 150 per 365 21 30
100kV kVA per 347 21 30
month
TOD Tariffs (in addition to above base
tariffs) for HT I, HT I, and HT I1l
categories
0600 hoursto 0900 hours 0
0900 hoursto 1200 hours 50
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S Consumer category & Tariffs
Consumption Slab Fixed/ Energy Reliability Charge
Demand Charge (p/kWh)
CIEIGE (prkewh) Standby | Expensive
Charge Power
Charges
1200 hoursto 1800 hours 0
1800 hoursto 2200 hours 100
2200 hoursto 0600 hours -75
Notes:

1. Fue Adjustment Cost (FAC) will be applicable to al consumers and will be charged over the
above tariffs, on the basis of the FAC formula prescribed by the Commission, and computed on a
monthly basis.

2. $$: Fixed charge of Rs. 100 per month will be levied on residential consumers availing 3 phase
supply. Additional Fixed Charge of Rs. 100 per 10 kW load or part thereof above 10 kW |ocad shall
be payable.

56 WHEELING CHARGESAND LOSS COMPENSATION
The Commission, in the MYT Order for FY 2007-08 has approved wheedling charges

a HT level as Rs 111 per kW per month and wheeling loss of 2.93% equivalent to
overal distribution loss of TPC-D network. TPC-D, in its APR Petition, requested the
Commission to continue with the same wheeling charges to be applicable for FY
2008-09.

The Commission, in the MYT Order had observed that separate accounting of
network related costs and supply related costs is essential for un-bundling of cost and
tariff components and forms a pre-requisite for appropriate determination of wheeling
charges and affects open access transactions as mandated under Electricity Act 2003.
Further, network costs needs to be segregated in terms of voltage level (at least at HT
and LT level). The Commission had directed TPC to submit voltage-wise segregated
wire cost component of ARR during annua performance review.

Accordingly, the Commission asked TPC-D to clarify and justify its claim to continue
with the same wheeling charges. In response to above query, TPC-D furnished its
workings for wheeling charges as well as segregation of network related costs and
retail supply related costs for FY 2007-08. The Commission has considered the same
basis for determination of network related costs for the purpose of determination of
wheeling charges for FY 2008-09.
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Accordingly, approved network related annual revenue requirement for TPC-D
amountsto Rs 76.82 Crore. The Commission directs TPC to maintain the accounts for
expenses incurred on wires business and supply business separately, and submit the
same during Annual Performance Review for FY 2008-09.

The total ARR of the Wires business as computed above has been apportioned to HT
and LT voltages on the basis of voltage-wise Opening GFA as per submissons of
TPC, and the HT cost has further been apportioned to LT category, since the HT
system is also being used for supply to the LT consumers. Thus, the wheeling charge
applicable to consumers connected onthe HT network during FY 2008-09 works out
to Rs. 101 per kW per month and that for consumers connected to LT network
works out to Rs 196 per kW per month.

In addition, wheeling loss in kind shall be applicable for wheeling transactions at the
rate of 2.4% equivalent to assessed technical distribution loss for TPC-D network.

Approved Wheeling Charges and Wheeling loss at HT and LT level for FY 2008-09
is summarised in the following Table.

Item Description Wheeling Charge Wheeling Loss (%)
(RgkW/month)

HT level 101 2.4%

LT level 196 2.4%

5.7 CROSS-SUBSIDY SURCHARGE

The cross-subsidy surcharge for eligible open access consumers will continue to be
zero, in continuation of the Commission's decision in this regard in the previous
Tariff Order.
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5.8 [INCENTIVESAND DISINCENTIVES

Power Factor Calculation

Wherever, the average power factor measurement is not possible through already
installed meter, the following method for calculating the average power factor during
the billing period shall be adopted-

Total (KWH)
Average Power Factor = Total (kVAh)

Wherein the kVAh is the square root of the summation of the squares of kWh and
RkVAh

Power Factor Incentive (Applicable for all HT categories, LT Il and LT V categories)
Whenever the average power factor is more than 0.95, an incentive shall be given at
the rate of 1% (one percent) of the amount of the monthly bill including energy
charges, reliability charges, FAC, and Fixed/Demand Charges, but excluding Taxes
and Duties for every 1% (one percent) improvement in the power factor (PF) above
0.95. For PF of 0.99, the effective incentive will amount to 5% (five percent)

reduction in the monthly bill and for unity PF, the effective incentive will amount to
7% (seven percent) reduction in the monthly bill.

Power Factor Penalty (Applicable for al HT categories, LT Il and LT V categories)
Whenever the average PF is less than 0.9, penal charges shall be levied at the rate of
2% (two percent) of the amount of the monthly bill including energy charges,
reliability charges, FAC, and Fixed/Demand Charges, but excluding Taxes and Duties
for the first 1% (one percent) fall in the power factor below 0.9, beyond which the
penal charges shall be levied at the rate of 1% (one percent) for each percentage point
fall in the PF below 0.89.

Prompt Payment Discount

A prompt payment discount of one percent on the monthly bill (excluding Taxes and
Duties) shall be available to the consumers if the bills are paid within a period of 7
working days from the date of issue of the bill.

Delayed Payment Charges (DPC)
In case the eectricity bills are not paid within the due date mentioned on the bill,
delayed payment charges of 2 percent on the tota eectricity bill (including Taxes and
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Duties) shall be levied on the bill amount. For the purpose of computation of time
limit for payment of bills, “the day of presentation of bill” or “the date of the bill” or
"the date of issue of the bill", etc. as the case may be, will not be excluded.

Rate of Interest on Arrears
The rate of interest chargeable on arrears will be as given below for payment of

arears

g Interest Rate

' Dday in Payment (months) p.a.

No.

(%)

1 |Payment after due date upto 3 months (0 - 3) 12%

2 |Payment made after 3 months and before 6 months (3 - 6) 15%

3 |Payment made after 6 months (> 6) 18%

Load Factor Incentive

The Commission has introduced a Load factor incentive for consumers having Load
Factor above 75% based on Contract Demand. Consumers having load factor over
75% upto 85% will be entitled to a rebate of 0.75% on the energy charges for every
percentage point increase in load factor from 75% to 85%. Consumers having a load
factor over 85 % will be entitled to rebate of 1% on the energy charges for every
percentage point increase in load factor from 85%. The total rebate under this head
will be subject to a ceiling of 15% of the energy charges for that consumer. This
incentive is limited to HT | and HT |1 categories only. Further, the load factor rebate
will be available only if the consumer has no arrears with TPC-D, and payment is
made within seven days from the date of the bill or within 5 days of the receipt of the
bill, whichever is later. However, this incentive will be applicable to consumers where
payment of arrears in instalments has been granted by TPC-D, and the same is being
made as scheduled. TPC-D has to take a commercial decision on the issue of how to
determine the time frame for which the payments should have been made as
scheduled, in order to be eligible for the Load Factor incentive.

The Load Factor has been defined below:

Load Factor = Consumption during the month in MU
Maximum Consumption Possible during the month in MU

Maximum consumption possible = Contract Demand (kVA) x Actual Power Factor
X (Tota no. of hrs during the month less planned load shedding hours*)
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* - Interruption/non-supply to the extent of 60 hoursin a 30 day month has been built
in the scheme.

In case the billing demand exceeds the contract demand in any particular month, then
the load factor incentive will not be payable in that month. (The billing demand
definition excludes the demand recorded during the non-peak hours i.e. 22:00 hrs to
06:00 hrs and therefore, even if the maximum demand exceeds the contract demand in
that duration, load factor incentives would be applicable. However, the consumer
would be subjected to the penal charges for exceeding the contract demand and has to
pay the applicable penal charges).
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6 Applicability of Order

This Order for the second year of the first Control Period, i.e., for FY 2008-09, shall
come into force with effect from June 1, 2008, and shall be applicable for the period
from June 1, 2008 to March 31, 2009. The Commission will undertake the Annual
Review of TPC-D performance during the last quarter of FY 2008-09 and determine
the revision in revenue requirement for FY 2009-10, if required. TPC-D is directed to
submit its Petition for Annual Review of its performance during the first half of FY
2008-09, as well as truing up of revenue and expenses for FY 2007-08 based on
audited accounts, with detailed reasons for deviation in performance, latest by
November 30, 2008.

The Commission acknowledges the efforts taken by the Consumer Representatives
and other individuals and organisations for their valuable contribution to the APR
determination process.

The Commission would also like to put on record, the efforts of its advisors, M/s
ABPS Infrastructure Advisory Private Limited.

Sd/- Sd/- /-
(S. B. Kulkarni) (A. Velayutham) (Dr. Pramod Deo)
Member Member Chairman

(P B Patil)
Secretary, MERC
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APPENDIX 1

List of Personswho attended the Technical Validation Session held on December

26, 2007

S.No Name
TPC Officials

1 Shri S.Ramakrishnan
2 Shri T.N.Ramakrishnan
3 Shri V.H.Wagle
4 Shri S.V.Kher
5 Shri T.P.Mohan
6 Shri A.Sethi
7 Shri M.Ravindra
8 Shri P.K. Anvekar
9 Shri T.K. Bhaskaran
10 Shri S.N. Joshi
11 Shri V.H.Thakur
12 Shri R.L. Thakur
13 Shri C.A. Colaco
14 Shri D. Raina
15 Shri M. Dhempagan
16 Shri V.K. Choudhary
17 Shri H.D. Thakur
18 Shri A. K. Jain
19 Shri R.P.Deshpande
20 Shri A.P. Wankhede

Others
21 Shri Anand Dhavale
22 Shri J. D. Kulkarni
23 Shri S Dixit
24 Dr. A. Pendse
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Consultantsto
Commission

25 Shri Suresh Gehani
26 Shri Palaniappan M
27 Shri S.R.Karkhanis
28 Shri S.D. Chaudhari
29 Shri P. Phokmare
30 Shri M.N. Bapat
31 Shri A.N. Vaze
32 Shri Anand Kulkarni
33 Shri Santosh Kumar Singh
34 Shri Rajkiran Bilolikar
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APPENDIX 2
List of Objectors
S.No Name of Person /| Designation Institution
Official

1 Shri Vijay Y. Tamhane | Secretary General The Mill Owners Association

2 Shri Shantanu Dixit Member Prayas Energy Group

3 Dr. Ashok Pendse Mumbai Grahak Panchayat,
Grahak Bhavan

4 Dr. SL. Petil Secretary General Thane Belapur Ind. Association

5 Shri R.B. Goenka Vidarbha Industries Association

6 Shri G.P. Misra Misra Engineering Services

7 Shri Rajindar Singh Presi dent Western India Glass Mfrs.
Association

8 Shri RavindraKumar Jain | ED (Trombay) Rashtriya Chemicals &
Fertilizers Ltd.

9 Shri K.V. Mehta Executive Officer The Association of Hospitals

10 Shri S.A. Puranik Addl. G.M. (ES) BES& T Undertaking

11 Shri S. N. Singh Chief Electrica Dist. | Central Railway

Engineer / CEE

12 Shri Mahesh | Excd Electric Industries

13 Shri N. Ponrathnam Vd Induction Hardenings

14 Shri Jude G. Tandon Stafford Infrastructure & Mkig.
Co

15 Shri Kapil Sharma Reliance Energy Ltd.

16 Shri Navin M. Shetty Sidhpura Co. op. Indl. Estate

17 Shri Bankim Mistry Bharat Traders

18 Shri Rakshpa Abrol President Bombay Small Scale Ind.
Association

19 Shri S.N. Bathia Secretary The Sidhpura Co. op. Indl. Estate

Ltd.
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List of Objectorswho attended the Public Hearing on February 13, 2007

S.No Name of Person /| Desgnation Institution
Official
1 Shri Vijay Y. Tamhane | Secretary General The Mill owner’ s Association
Shri Rajindar Singh Presi dent Western India Glass Mfrs.
Association
3 Shri RavindraKumar Jain | ED (Trombay) Rashtriya  Chemicals &
Fertilizers Ltd.
4 Shri K.V. Mehta Executive Officer The Association of Hospitals
Shri S.A. Puranik Addl. G.M. (ES) BES& T Undertaking
6 Shri S. N. Singh Chief Electrical Dist. | Central Railway
Engineer / CEE
7 Shri Mahesh | Excd Electric Industries
8 Shri N. Ponrathnam Vd Induction Hardenings
9 Shri Jude G. Tandon Stafford Infrastructure & Mkig.
Co
10 Shri Kapil Sharma Reliance Energy Ltd.
11 Shri Navin M. Shetty Sidhpura Co. op. Indl. Estate
12 Shri Rakshpa Abral President Bombay Small Scale Ind.
Association
13 Shri S.N. Bathia Secretary Th; Sidhpura Co. op. Indl. Estate
Ltd.
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