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Before the
MAHARASHTRA ELECTRICITY REGULATORY COMMISSION
World Trade Centre, Centre No.1, 13th Floor, Cuffe Parade, Mumbai 400 005
Email: mercindia@mercindia.org.in
Website: www.mercindia.org.in

Case No. 111 of 2009

IN THE MATTER OF
MaharashtraStateE|l ect ri ci ty Distri buti oRditoc@ompany Lt
Truing Up for FY 2008-09, Annual Performance Review for FY 200910 and
Aggregate Revenue Requirement andariff Determination for FY 2010-11

Shri V. P. Raja, Chairman
Shri S. B. Kulkarni, Member
Shri V. L. Sonavane, Member

ORDER
Dated: Septemberl2,2010

In accordance with the MERC (Terms and Conditions of Tariff) Regulations, 2005, and
upon directions from the Maharashtra Electricity Regulatory Commission (Commission),
the Mahaashtra State Electricity Distribution Company Limited (MSEDCL), submitted

its applicationfor approval of truing up oAggregate Revenue RequiremeARR) for

FY 200809, Annual Performance RevieAPR) for FY 200910, and Aggregate
Revenue Requireemt (ARR) and Tariff for FY 201€1, 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 all other powers enabling it in this behalf, and after
taking into consideratn all the submissions made by MSEDCL, all the objections,
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responses of the MSEDCL, issues raised during the Public Hearing, and all other relevant
material,and after review foAnnual Performance for FY 20080, determines the ARR
and Tariff for MSEDCLfor FY 201311 as under.
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1 BACKGROUND AND SALIE NT FEATURES OF ORDER

1.1 Background

The Maharashtra State Electricity Distribution Company LMSEDCL) is a Company
formed unde the Government of Maharasht@overnmentResolution No. ELA
1003/P.K.8588/Bha@/Urja-5 dated January 24, 2005 with effect from June 6, 2005
according to the provisions envisaged in the Electricity 2@03(EA 2003)

The provisional Transfer Scheme svaotified under Section 131(5)(g) of the EA 2003
on June 6, 2005, which resulted in the creation of following four succ€ssopanies
and MSEBresidual companyto the erstwhile Maharashtra State Electricity Board
(MSEB), namely,

A MSEB Holding Company Id.,

A Maharashtra State Power Generation Company Ltd.,

A Maharashtra State Electricity Transmission Company Ltd. and
A

Maharashtra State Electricity Distribution Company Ltd.

MSEDCL is in the business of distribution and supply of electricity iretitee Stete of
Maharashtra except the Mumbai licee areasupplied by BriharMumbai Electric
Supply & Transport Undertaking (BEST), Reliance Infrastructure Limited (RInfra), and
The Tata Power Company Limited (TPC), and the area supplied by Mula Pravara Electric
Co-operative Society (MPECS).

1.2 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 Z8)05. These Regulations superseded the MERC
(Terms and Conditions of Tariff) Regulations, 2004.
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1.3 Commi ssi onos Order o MSEDMY Tor tReet i t i o n
Control Period from FY 2007-08 to FY 200910

MSEDCL submitted its ARR and Multi Year Tariff (MYT) Petitiofor the first Control
Period from FY 200-08 to FY 200910 onDecember 292006 The Commissiomssued
the MYT Order forMSEDCL on May 18, 2007 (Operative Order issued on Apfl7,

2007) which came into effect frorivlay 1, 2007.The Commission determinete tariff
for FY 200708 through this Tariff Order.

1.4 Commi ssi onbd6s M8BEDElEsr Petiboon for Annual
Performance Review for FY 200708 and Determination of
Revenue Requirement for FY 20089

MSEDCL submitted itsPetition for Annual Performance Revidar FY 200708 and
Tariff Determination for FY 20089 on November 30, 200The Commissiomssued the
Order on the Annual Performance Review for FY 2087and determination of tariff for
wheeling of electricity and retail sale of electricity for MSED®L FY 200809, onJune

20, 2008(Operative Order issued on Ma&{, 2008, which came into effect frordune 1,
2008 As the Annual Performance Review for FY 2608 and Tariff determination for
FY 200809 were under process, the Utilities filed a Petition dontinuation of tariff
determined for FY 200®8 beyond March 31, 2008, till the time of issuance of the
respective Orders for each Utility. Accordingly, the Commission in its Order issued on
April 1, 2008, extended the applicability of the aforesaidfff@rders for the Utilities till

the revised tariffs are determined for FY 28@Bunder the APR framework and Orders
issuedthereunder

1.5 Review Petition ont he Co mmAPRLrderrod BY 2007-08
and Tariff determination for FY 2008-09

MSEDCL filed a Retition on affidaviton July 21, 2008 under Regulation 85 of the
MERC (Conduct of Business) Regulatio8804, seeking a review of the aforesaid Order
dated June 20, 2008 passed in Case7daf 2007. MSEDCL filed an addendum to the
abovementioned Petitin on August7, 2008, and requested the Commission to include
the same in the Review Petitionhe Commission vide its Order dated December 10,
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2008 (Case No. 42 of 2008) uphsloimeof the contentions raised MSEDCLO s RevVvi e w
Petition and clarified thaany impact of the same shall be taken into account by the

Commi ssion in its Order on MSEDGhdotaiff Pet i t i C
determination for FY 20090. The Commission also permitted MSEDCL to recover Rs.

427 crore, through an Additional Gige, over the foumonth period from December

2008 to March 2009.

1.6 Petition for Truing up for FY 2007-08, Annual Performance Review
for FY 2008-09 and Tariff determination for FY 2009-10

MSEDCL submitted its Petition for Annual Performance Review for F¥8ZI® and
Tariff Determination for FY 20090 on December 008 The Commission issued the
Order on the Annual Performance Review for FY 2008nd determination of tariff for
wheeling of electricity and retail sale of electricity for MSEDCL for FY 2009 on
August17, 2009 which came into effect frorAugust 1, 2009

1.7 Petition for Truing up for FY 2008-09, Annual Performance Review
for FY 2009-10 and Tariff determination for FY 2010-11

In accordance with Regulation 9.1 of the MERC Tariff Regulationsigplication for

the determination of tariff is required to be made to the Commission not less than 120
days before the date from when the tariff is intended to be made effective. Further, the
first proviso to Regulation 9.1 of the MERC Tariff Regulatipns o vi d e sdatéedi at t he
receipt of application for the purpose of this Regulation shall be the date of intimation
about receipt of a complete application in accordance with Regulation 8.4.aliove

In view of the separate process being undertaken bgdhnemission for formulation of

the MERC MYT Regulations for the Control Period from FY 2APlto FY 201516,

the Commission directed MSEDCL to submit the Petition for truing up for FY-RO08

APR for FY 200910 and Tariff determinatiofior FY 201311 laest by December 31,
2009.

MSEDCL subnitted its Petition for Annual Performance Review féfY 200310 and

Tariff Determination of FY 20141 on February 18, 201Based on actual audited
expenditure for FY 20089, actual expenditure for first half of FY @810, i.e., from

April to September 2009 and revised estimated expenses for October 2009 to March
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2010, and projections for FY 204d. MSEDCL, in its Petition, requested the
Commission to:

a) Approve total recovery of ARR of FY 20410, Provisional trueip amount of FY
200910, the trueup amount of FY 20089 and other claims as proposed by
MSEDCL through the approved tariff for FY 201Q.

b) MSEDCL submitted that for last -8 years, the same regulatory expert
(consultant) isassisting theCommission in anaking tariff /review petitions of
MSEDCL. MSEDCL submitted that th@ommission may consider changing the
regulatory expert and appointing another consultant for this purpose.

c) Approve the categorwise tariff submitted by MSEDCL to me¢he revenue
requiremat of MSEDCL.

d) Approve rationaliation of the Fixed/Demand Charges, Reinstatement of Fixed/
Demand Charges at tHevels as per MYT order datdday 18, 2007 for all
categories of consumers excluding BPL and consider deciding a road map to
gradually increas¢he fixed charges so as to fully recover the fixabtsthrough
fixed tariff component.

e) Approve minor increase in tariff of Agriculture (HT & LT), LT Domestic (BPL &
up to 100 units).

f) Approve a new slab of above 1000 units consumption in LTtégoay as
proposedn the Petition

g) Approve two sukcategories in HT Il commercial
a. Government Owned and/or aided educational institutes and Hospitals,

b. Other consumers like Malls, Multiplexes, and Private/Trust Hospitats,
and no tariff hike for sugategory (a

h) Approve two sukcategories in LT Il commercial
a. All Education institutions, Hospitals& Dispensaries.

b. Other norresidential and commercial consumers and no tariff hike for sub
category (a)

i) Approve 10% surcharge over base tariff for HT Il commercial coessim
connected on express feeders.

]) Approve 5% discount on energy bill fpre-paid metering.

k) Approve re-categorisation of IT and ITESVobile Towers, BPO Centregtc,
underCommerciakategory
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[) Approve power supply for construction purpose to be categed as temporary
consumer except for individual consumers up to 500 units per month.

m) Encourage Franchisee through MoU routes.

n) Approve the interest rate to be charged on arrears as 12% flat per annum for
agricultural consumers and for all other consunies existing interest rates are
proposed to be continued.

0) Any variation in the rates of power purchase from MSPGCL, CGS and RGPPL as
considered by MSEDCL in thiBetition may be allowed to be recovered under
FAC mechanisn#dditional Charge..

p) ReconsideMSEDCL 6 s request of proportionate FAC
FAC in light of following:

a. Commi ssioné6s policy of differential tar
based on the provisions of the Electricity Act 2003 and subordinate
Regulations.

b. Had MSEDQ. or the Commission been able to exactly foresee the power
purchase cost for future tariffs, the energy charges for different categories of
consumers would have been decided considering the estimated power
purchase cost and the said impact would have inettie sameproportion

The Commission, vide its letter datéthrch 10, 2010forwarded the preliminary data
gaps and information required froMSEDCL MSEDCL submitted its replies tohe
preliminary data gaps and information requiremenkianch 15, 2010

The Commission held a Technical Validation Session (TVS)MBEDCLO sAPR
Petitionfor FY 20M-10 and Tariff Petition for FY 200-11, on March 17, 2010n the
presence of authorised Consumer Representatives. The list of individuals, who
participated inthe TVS, is provided atAppendix-1. During the TVS, several
discrepancies and data inconsistencies/gaps were identified and the Commission directed
MSEDCL to submit the additional data and clarifications, and to make copies of the same
available to the abbrised Consumer Representatives
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1.8 Admission of Petition and Public Process

MSEDCL submitted its responses to the queries raised during the T\Apyibid, 2010,

and the Commission admitted the APR PetitionMSEDCL on April 8, 2010.In
accordance withSection 64 of the EA 2003, the Commission directed MSEDCL to
publish its application in the prescribed abridged form and manner, to ensure public
participation. The Commission also directed MSEDCL to reply expeditiously to all the
suggestions and commerfitem stakeholders on its Petition. MSEDCL issued the public
notices in English and Marathi newspapers inviting suggestmals objectionsrom
stakeholders on its APR Petition. The Public Notice was published in newspapers on
April 10, 2010and April 11, 210 Further as directed by the CommissioMSEDCL

made available the copies thie Executive Summary of its Petition (both in English and
Marathi version) and theAPR Petition admitted by the Commission for
inspection/purchasky members of the public M SEDCL's offices and otMSEDCL's
website (wwwmahadisconin). The Executive Summary and Public Notice were also
available for downloadn the website of the Commission (www.mercindia.org.in) in
downloadable format. The Public Notice specified that theyestgpnsand objections,
either in English or Marathi, may be filed in the form of affidavits along with proof of
service orMSEDCL

The Commission received written objections expressing concerns primarily on several
issues, including procedural issuesstribution losses, sales projectiopswer purchase,

tariff categorisation, crossubsidy,etc., in case oMSEDCL The list of objectors, who
participated in the Public Hearing, is providediippendix- 2.

The Commission heldombinedPublic Hearinggor MSPGCL, MSETCL and MSEDCL
a Amravati, NagpurNashik, PuneAurangabadand Navi Mumbai during the period
from May 14, 2010to May 22 201Q as per the following schedule. Consumer
Representatives also participated actively in this process.

Date of
S.No [ PlaceNenue of Public Hearing Hearing
Amravati:
Hall No. 1, Divisional Commissioner's Office
1 Camp, Amravati, District Amravati May 14, 2A.0
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S.No

PlaceMenue of Public Hearing

Date of
Hearing

Nagpur:
Vanamati Hall, V.I.P Road, Dharampeth,
Nagpur, Districi Nagpur

May 15, 200

Nashik:
Niyojan Bhavan, Collector Office Campus, Old Ag
Road, Nasik 422101

May 17, 200

Pune:
Council Hall, Office ofthe Divisional
Commissioner, Pune, DistriecPune- 411011

May 19, 200

Aurangabad:
Meeting Hall, Office of the Divisional
Commissioner, Aurangabad, District
Aurangabad

May 21, 200

Navi Mumbai:
Conference hall, 7th Floor, CIDCO Bhavan,

CBD, Belapur, Navi Mumbai 400614

May 22, 200

The Commission has ensured that the due procestgroplated 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.

This Orderis the detagd Orderon the APRPetition filed by MSEDCI.whichdeals with
the truing upfor FY 200809, Annuwal Performance Review of FY 204® and
determination of Aggregate Revenue Requirement amidf bf MSEDCL for FY 2010
11. Various objections that were raised MISEDCLO s

Predfter tssuing the public
notice both in writing as well as during the Public Hearing, along WIBEDCLO s

response and the Commissionés rul

1.9 Organisation of the Order

This Order is organised in the foling sixfive Sections:

Section lof the Order provides a brief history of the gdasiicial regulatory process

ngs

have

undertaken by the Commission. For the sake of convenience, a list of abbreviations

with their expanded forms has been includethebeginningof this Section
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e Section 2of 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 respon$&SBDCL and the
ruling of the Commission on each of tissues

e Section 3ofthe Orded et ai | s t h eanayosmandi dscsions ondhe truing
up sought by MSEDCL for FY 20089.

e Section 4 of the Orderdiscussesthe Review of Performance fdfY 200910,
covering mth physical performance and expenditure heads. This Sectiodeitsts
the Commission's analysis on various components of revenue requirement of
MSEDCL for FY 2010611, including sales projections, distribution losses, energy
balance, power purchas@&M expensesetc.

e Section5 of the Orderdetailsthe Tariff Philosophy adopted by the Commission and
the categorywise tariffs applicable for FY 20101
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2 OBJECTIONS RECEIVED, MSEDCLOGS RESP®ONSE
COMMI SSI ONOS RULI NG

2.1 Admissibilty of Petition

Omsairam Stels & Alloys Pvt. Ltd. and others submitted that the Petition of MSEDCL is
not maintainable as it against the principles of Mykar Tariff (MYT) and is also
against the provisions of Section 61(f) of the Electricity Act, 2003 (EA 2003) and MERC
Tariff Regulations. They submitted that Section 61(f) mandates the Appropriate
Commission to adopt MYT principles while framing tariff. They also submitted that
Regulation 12.1 of MERC Tariff Regulations, states that the Commission shall determine
tariff under a MYT framework with effect from April 1, 2006.

Shri Madhusudan Roongta and others submitted that the Commission in the Tariff Order
dated August 17, 2009 (Case No. 116 of 2008) directed MSEDCL to submit the APR
Petition in first half of FY 2009.0 but MSEDCLdelayed the submission of the Petition.

He further submitted that after the completion of first Control Period of MYT, MSEDCL
was required to submit the data for finalising second MYT Control Period of five years,
which has also been delayed by MSEDCL.

Tata Motors submitted thatsaper the MERC Tariff Regulations, under a MYT
framework, the application for determination of tariff for any financial year shall be made
not less than one hundred and twenty (120) days before the commencement of such
financial year. Accordingly, it was essential for MSEDCL to submit the APR Petition to
the Commission by November 30, 2009. In the Tariff Order for FY 2@)9the
Commission had also directed MSEDCL to submit the APR Petition latest by November
30, 2009. Tata Motoradded that MSEDCL has not followed the guidelines laid down by
the Commission and delayed the process by three (3) months, due to which, sufficient

A N

ti me is not available for review of MSEDCLO®

objectors requested éhCommission to instruct MSEDCL that if they do not strictly
follow the guidelines, their Petition will be rejected.

Ispat Industries Limited submitted that MSEDCL has been repeatedly defaulting on the
timelines and is failing to comply with the MERC TérRegulations by not filing the
Petition as per the timelines specified in the Regulations.
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MSEDCLOGs Reply

MSEDCL submitted that the present petition for Annual Performance Review of FY
200910 has been filed as per Clause 17.1 and 17.3 of the MERQG Regllations.
MSEDCL submitted that the current Petition is maintainable and is as per the guidelines
laid down by the EA 2003. Also, the Commission has already admitted the petition after
Technical Validation Session.

MSEDCL submitted that the APR Petii for FY 200910 was submitted to the
Commission, and as per Regulation 90 of MERC (Conduct of Business) Regulations,

2004, the Public Notice was published on April 10, 2010 and April 11, 2010, well before

the actual dates of Public Hearing. Hence, thesau mer s 6 contenti on that
was not available, is not correct.

MSEDCL submitted that the Commission had issued the Tariff Order on August 17, 2009
in Case No. 116 of 2008, wherein it had directed MSEDCL to submit the APR Petition
for FY 200910 by November 30, 2009. During the month of October 2009, MERC
floated an Approach Paper for the second MYT Control Period, wherein principles for
tariff determination were proposed to be changed from that prevailing in the existing
MYT Control Period. Tk Commission has proposed new Regulations in place of
existing MERC (Terms and Conditions of Tariff Determination) Rregulations, 2005.
Subsequently, as part of discussions with the stakeholders, the Licensees/Utilities in
Maharashtra had submitted theirggestions/objections to the Commission. Later, the
Commission intimated deferment of the second MYT Control Period by one year and
directed the Utilities to submit the APR Petition for FY 2d@ as a
continuation/extension of the first MYT Control Periladest by December 31, 2009. In
pursuance of the said direction, MSEDCL submitted the APR Petition before the
Commission within minimum time, based on the MERC Tariff Regulations applicable for
the first MYT Control Period.

MSEDCL added that it has not ailsmally delayed the submission of APR Petition for
FY 200910, and almost all Utilities have submitted the APR Petition either on December
31, 2009 or thereafter.
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Commi ssionds Ruling

As regards the contentions t hatceitnehBtINCLO S Pe
conformance with the EA 2003 and MERC Tariff Regulations, the Commission has
ensured that the expenses and revenue have been considered in accordance with the EA
2003 and MERC Tariff Regulations.

There is no denying that there has beerlaydon the part of MSEDCL in submitting the

APR Petition. Since, MSEDCL has been repeatedly claiming that it has severe liquidity
probl ems, It would have been in MSEDCLO6s o
Petition on time.

Despite the delay in filingf APR Petition by MSEDCL, the Commission has ensured
that the stakeholders have had adequate time to study the documents and give their
considered inputs on the same. The Public Notice was published on April 10 and April
11, 2010, and the Petition docume were made available from the same day.
Stakeholders were given enough time to file the objections. The Public Hearings were
held between the period from May 14, 2010 to May 22, 2010 in six locations in the State
of Maharashtra, and oral objections suted even at the time of the Public Hearing have
been considered. Thus, the Commission is of the view that sufficient opportunity has
been given to the stakeholders to submit th
APR Petition. In any case, since thrnfetermination is a time bound exercise under
Section 64 of the EA 2003, no further relaxation of time could be made for submission of
suggestions and objections by the public in the interests of consumers, as the same would
have resulted in delay in igag of the Tariff Order thereby resulting in a delay in
applicability of the Tariff and consequently a significant change in the revenue that could
be collected by the Utility, and hence, an impact on the tariff levied on consumers.

2.2 Procedural Issues

Wadia Ghandy & Company submitted that the Petition of MSEDCL and the
accompanying documents are extremely voluminous and contains complex technical
data. Analysis of such data and its implications on the consumers requires substantial
amount of time and efforThe aid of experts is necessary to decipher the true intent and
meaning and purpose of the Petition. Various fundamental errors, faults and
inconsistenciebave crept in tahe Petition and time is requiréor examinng the same.
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They suggested that thetime period of 21 days granted for filling
objections/comments/submissions/suggestions is insufficient for consumers. Hence, the
Commission should extend the time limit for filing objection/comments/submissions/
suggestions by at least 3 months keepingew the size and complexity of the Petition.

MSEDCLOGs Response
MSEDCL has not submitted any reply to the above objection
Commi ssionds Ruling

The Commission has ensured that the stakeholders have had adequate time to study the
documents and give theiromsidered inputs on the same. The Public Notice was
published on April 10 and April 11, 2010, and the Petition documents were made
available from the same day. Stakeholders were given enough time to file the objections.
The Public Hearings were held betwe®e period from May 14, 2010 to May 22, 2010

in six locations in the State of Maharashtra, and oral objections submitted even at the
time of the Public Hearing have been considered. Thus, the Commission is of the view
that sufficient opportunity has be@iven to the stakeholders to submit their objections
and comments on MSEDCLGO6s APR Petition. I n a
time bound exercise under Section 64 of the EA 2003, no further relaxation of time could
be made for submission of g&gstions and objections by the public in the interests of
consumers, as the same would have resulted in delay in issuing of the Tariff Order
thereby resulting in a delay in applicability of the Tariff and consequently a significant
change in the revenueahcould be collected by the Utility, and hence, an impact on the
tariff levied on consumers.

2.3 Non-compliance of Regulations

Shri Madhusudan Roongta and others submitted that the proposed tariff is against the
objectives of Electricity Regulatory CommisssofERC) Act, 1998, Electricity Act, 2003

(EA 2003), National Electricity Policy (NEP), Tariff Policy (TP) and various Regulations

of MERC. They submitted that since the year 2006, in every Tariff Order, there has been
a steep increase in tariff particulafbr industrial consumers, which is not in accordance
with the spirit of the above mentioned Acts and Regulations.
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Dr. S.L. Patil of TBIA, an authorised Consumer Representative, submitted that MSEDCL
has not followed Section 161 of the EA 2003 and hadileot any details regarding the
preventive measures taken for avoiding accidents.

The Nashik Municipal Corporation submitted that MSEDCL is not complying with
MERC Tariff Regulations, 2005.

MSEDCLOGs Response

MSEDCL submitted that the present Petition Aamnual Performance Review of FY
200910 has been filed as per Clauses 17.1 and 17.3 of the MERC Tariff Regulations.
MSEDCL submitted that the present Petition is maintainable and is as per the guidelines
laid down by the EA 2003. Further, the Commissi@s klready admitted the Petition
after Technical Validation Session.

Commi ssionds Ruling

The Commission has undertaken the present exercise of Annual Performance Review of
FY 200910 and tariff determination for FY 20410l under Section 61 and Sectiond?2

the Electricity Act, 2003 (EA 2003ther issues such as accidents, etc., do not come
under the purview of the present proceedings.

2.4 Non-compliance of directives

Shri Madhusudan Roongta and others submitted that most of the directives given by the
Comnission in the previous Tariff Orders have not been complied with by MSEDCL, as
per the details submitted by MSEDCL regarding compliance of directives. One of the
most important directives given by the Commission is completion of metering and
submission ofenergy accounting data. MSEDCL is not able to complete even DTC
metering and has not compiled the energy accounting data. They requested the
Commission to use its powers under the EA 2003 forawnpliance of its directives.

Dr. S. L. Patil of TBIA submied that the Commission expressed its anguish regarding
replacement of about 50 Lakh meters by MSEB in one year, without obtaining
permission of the Commission. He submitted that the Commission has directed MSEDCL
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to complete metering of 2.5 Lakh DTCs asabmit energy accounting data. He also
submitted that despite the Commission having given many directions regarding 100%
DTC metering, MSEDCL hass ignored all these directions and has not completed 100%
metering till date. He further submitted that when BMI¥CL could replace 50 Lakh
meters in one year, then there was no reason for not completing metering of 2.5 Lakh
DTCs in 5 years. He requested the Commission to direct MSEDCL to complete 100%
DTC metering and submit energy accounting data within 3 monitisthve provision of

huge penalty if MSEDCL fails to comply with the directions.

MSEDCLOGs Response

MSEDCL submitted that it has already complied with almost all directives of the
Commission, barring few, which require extensive field exercise encomgalss entire
State of Maharashtra. MSEDCL further submitted that delay in compliance of the

Commi ssionods directives due t o practi cal

construed as necompliance of the same.

MSEDCL added that in the reply to querigssed by the Commission, MSEDCL has
already submitted zoneise/circlewise energy accounting data, i.e., input/output energy
consumption of metered and-uretered consumers and losses.

Commi ssionds Ruling

The present proceedings are under Section 62®fBA 2003 and issues related to tariff
directly only come under the purview.

2.5 Compliance with EA 2003

Shri Ponrathnam and others submitted that the principle of telescopiwisklbariff in
residential category, gradual elimination of creabsidy, cration of more categories,
details of cost of supply according to Section 61 (g) of the EA 2003, and categorisation of
consumers according to Section 62 (3) of the EA 2003, needs to be crystallised before
undertaking tariff fixation.

MSEDCLOGs Response
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MSEDCL submitted that the process of finalizing the road map for -sudssidy
reduction is in the initial stage and the cross subsidy reduction road map can be
formulated only after due consultation with all stakeholders. MSEDCL added that the
cross subsidys directly linked to the Aggregate Revenue Requirement, which in turn is
directly impacted by various uncontrollable factors and all these issues need to be looked
into while deciding the tariffs for various categories.

MSEDCL submitted that the Commigs is yet to finalise the road map for cresgsidy
reduction and hence, MSEDCL is unable to make any comments on the same.

Commi ssionds Ruling

The Commission has separately initiated a consultative process for formulating the
roadmap for crossubsidy reduction. As regards consumer categorisation, the
Commission has already deliberated on the philosophy adopted by the Commission in
accordance with Section 62(3) of the EA 2003, in its previous Tariff Order, which has
been elaborated again in this Orétarthe benefit of the stakeholders.

2.6 Energy Sales

Urja Sahayog Sangh submitted that in its Petition, MSEDCL has projected zero growth in
un-metered agriculture consumers, however, no reduction in the consumption has been
considered.

MSEDCLOGs Response

MSEDCL submitted thathe Commission, in its Order dat€ttober 20, 2006 in the
matter of det er mi nat i onecordetl codstriptiorn af snetered | e d t
consumers would form the basis of estimation of agriculture consumption or as an
alternative lased on the complete DTC metetng The Commi ssi on has
unmetered Agriculture consumption with the same method, i.e., based on recorded
consumption of metered agricultural consumers for FY ADD&nd has directed to use

the same method for the paise of filing MYT/APR Petitions.

MERC, Mumbai Page23 of 269

F



Case Nolllof 200 MERC Order foMSEDCLfor APR of FY 208-10 and Tariff for FY 2Q0-11

Accordingly, for the purpose of APR Petition, based on the Commission's directives,
MSEDCL has computed umetered agriculture consumption as per the following
methodology:

1) While computing kWh/HP norm, only the consumernshwormal meter status
having progressive reading (negative and zero consumption excluded) have been
considered by MSEDCL.

2) Consumption of consumers having consumption greater than 224 kWh/ HP/
Month has been capped by MSEDCL at 224kWh/HP/ Month, basethen
following rationale:

a. Maximum 3000 running hours per year and 300 days of operation, i.e., 10
Hours per day

b. 0.746 kW (1HP) X 10 hrs X 30 days = 224 kWh / HP/Month

c. The subdivision wise kWh/HP norm has been applied to all unmetered
consumers under thatlsdivision to compute unmetered consumption.

Based on the above methodology, MSEDCL computed consumption of unmetered
agriculture consumers for FY 2008 as 7069 MU.

MSEDCL submitted that it has considered that LT IV Agriculture -(bketered)
consumptiorwould remain same for FY 2068, FY 200910 and FY 201411 as it
has stopped releasing new-mnetered connections.

Commi ssionds Ruling

The Commission has accepted the sales to LT IV Agriculture Unmetered category as
7069 MU as submitted by MSEDCL forYF2008-09, as the methodology adopted by
MSEDCL to estimate the umetered consumption is in accordance with the method
recommended by the Commission. The Commission has approved the same level of sales
for FY 200910 and FY 20141. This issue is discusken detail in Section 3 and
Section 4 of this Order.
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2.7 Abolition/ Rationalisation of Fixed Charges

Shri Shiv Agarwal, President, Vidarbha Atta Chakki Association, submitted that
MSEDCL has proposed to increase the fixed charges of LT V Industries from Rs.
150/Connection/Month  to Rs. 300/Connection/Month in FY 2010 He further
submitted that very small, tiny and micro industries, which have very low income are
covered under LT V Industries. If fixed charges are increased to Rs. Rs.
300/Connection/Month, such industries will shut down, which will result in
unemployment, labour unrest and disturbance in public and social administration. He
further submitted that at present, there is load sheddingl6fa&hd 1618 hours in cities

and villages, respectivelyde submitted that MSEDCL has failed to supply continuous
electricity to its consumers and hence, the proposed increase in fixed charges is not
justified. He further submitted that the fixed charges should be completely abolished.

TBIA requested the Comns®n to retain the demand charges till complete relief from

|l oad shedding is not provided to the consumé
Federation submitted that 100% increase in fixed charges is not required at all. Tata
Metaliks Limited submitté that MSEDCL has proposed hike of 100% in demand

charges in the Petition which is very high. It further requested the Commission to retain

the demand charges at existing level. Shri Balaji Fibres submitted that fixed charges for

HT Industry, i.e., HT | ad HT I-Seasonal should not be increased.

Shri. Pratap Hogade, Chief General Secretary, Janata Dal (Secular), Maharashtra
submitted that the increase in Fixed Charges by 100%, as proposed by MSEDCL, is
completely unjustified in light of the present load dflieg of around 10 to 12 hours in

rural areas and 3 to 7 hours in urban areas.

Shri Ponrathnam and others submitted that it may be noted that the BEST has not
proposed any change in fixed charges in its Petition while-DR@s proposed 50%
increase in fied charges in its Petition. However, MSEDCL has proposed 100% increase
in fixed charges. They further suggested that the decision on the issue of increase in fixed
charges should be taken in a holistic manner.

Vidarbha Chambers of Commerce & Industry antders submitted that MSEDCL has
proposed 100% increase in fixed charges for all categories and no proper justification has
been given for the proposed increase. Out of the proposed 16% increase in tariff, 14% has
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been proposed by doubling the fixed charght further submitted that MSEDCL is
interested in increasing fixed charges as the recovery of fixed charges is most convenient.
This abnormal rise will be a heavy burden on the consumers and any increase in fixed
charges should not be allowed. Sandiurtation and others submitted that at present
MSEDCL is not able to supply power to consumers to meet their demand. Against this
background, MSEDCL's proposal to increase the fixed charges by 100% should be
rejected.

Shri Anil Chavan submitted that the ithrof Government Owned and/or aided
educational institutes is proposed to remain unchanged. The load factor incentives are
being paid to the industrial consumers while the domestic consumers have to pay more
tariffs for higher consumption of electricalitsr The average consumption of domestic
consumers is 200 units per year while the National target is 1000 units per year.
Therefore, keeping this target in view, the different tariffs for different slabs of
consumption, (€00, 102300, etc.) should be alished.

Mula Pravara Electric Goperative Society Limited (MPECS) submitted that even after
the ATE Judgment, MSEDCL is still levying the demand charges according to its earlier
practice, i.e., arithmetical summation of maximum demand instead of actuitbsieous
maximum demand.

MSEDCLOs Response
MSEDCL submitted that total expenditure has two components:

a) Variable component

b) Fixed component

MSEDCL submitted that variable component accounts for the expenditure that varies as
per the availability of powersuch as power purchase expenses, transmission charges,
etc., whereas fixed component has to be incurred irrespective of availability of power,
such as O&M expenses, depreciation, interest, finance charges, etc. MSEDCL further
submitted that the variableharges depend on power purchased (MU), while fixed
charges are independent of MU purchased/handled.

MSEDCL added that the Commission, in its Order dated December 1, 2003, stated that
the Commission has continued the process of increasing the recovergdotosts by
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levy of fixed charges to safeguard the erstwhile MSEB from steep fluctuations in revenue
with varying consumption over time. Further, the Commission increased the fixed
charges and ruled that if the Utility is not allowed to recover fixest fr the period of
interruptions and low voltage period, it would adversely affect the financial viability of
the Utility.

MSEDCL submitted that the Commission, in its Tariff Order issued in June 08,
unilaterally decided to reduce the fixed charges apble to different categories of
consumers citing the reduced availability of power supply. MSEDCL further submitted
that the reduction of fixed charges may not be correct for some categories ke HT
Industries (Express feeder), HT PWW (Express feedér), that are exempted from load
shedding. Similarly, in case of HT Industries (Nexpress feeder) and FHWW (Non

express feeder) consumers are subjected to limited duration of load shedding and during
the remaining period, these consumers are prowiegdlar supply of power. MSEDCL
added that the Commission's decision to reduce the fixed charges defeats the principle
laid down in the Tariff Order dated May 5, 2000, where the Commission ruled that the
fixed costs should be recovered through the fixedrges and observed that the fixed
charged component of tariff needs to be gradually increased.

MSEDCL submitted that the fixed charges for all categories except BPL need to be
gradually increased so as to recover the fixed cost through fixed chargéBQUlso
requested the Commission to decide a road map to gradually increase the fixed charges,
such that the fixed costs are fully recovered through the fixed charge component of tariff.

As regards Shri Chavanés obj e armem @wnedMSEDCL
and/or aided education institutes are presently classified undér (€bmmercial) or

LT-Il (Commercial) categories. The tariff applicable to these categories is higher than the
average cost of supply of MSEDCL. However, it will be appreditibat looking at the

social obligation fulfilled by these institutions, a stdtegory has been proposed in the

HT-1I and LT-I Commercial category (carved out of the original HT 1I/LT I
Commercial category), which will exclusively cover Government owsreti00% aided

Hospitals, Educational Institutions and other Social Institutions with 100% Government

grant. It further submitted that it has proposed status quo in the tariff applicable to these
categories, i.e., existing commercial tariffs. It furtheoratited that creation/abolition of
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consumer categories is determined by the Commission in accordance with EA 2003 and
Regulations made thereatfter.

Commi ssionds Ruling

In the APR Order for FY 200@8, the Commission had consciously reduced the
fixed/deman charges, in response to the several objections submitted by stakeholders in
this context. In the APR Order for FY 2008 for MSEDCL, the Commission observed

as under:

AThe Commi ssion has reduced the fixed
differentconsumer 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 prtion of the fixed costs are recovered through the fixed charges.
However, the ability of the Licensees to supply reasonably priced power on
continuous basis has been eroded due to the stressed dsoppig position in
recent times, and hence, the Consos 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 ensutedminuous 24 hour supply is
given to the consumers. As and when sufficient power is available and contracted
by the licensees, the fixed charges can again be increased, and energy charges
reduced correspondingly. o

As stated in the APR Order for FY 2008, the fixed/demand charges were reduced only

as a measure to incentivise MSEDCL to contract for the necessary power requirement
and ensure continuous supply of power to its consumers. Moreover, the present
fixed/demand charges do not affect the MSEDG@keasely, as the tariff determination
process ensures revenue neutrality of the MSEDCL and approved tariff allows MSEDCL
to recover the approved revenue gap. Since, MSEDCL claims in this Petition that it is
striving to contract for the necessary power teemthe demand requirements, there
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would be no loss to MSEDCL. Hence, the Commission has retained the fixed/demand
charges for all consumer categories at the existing level.

2.8 Energy Charges

Jawahar Shetkari Sahakari Soot Girni Limited submitted that MSEB&3L proposed
8.32% increase in energy charge for-HJategory, which is very high.

Nashik Municipal Corporation submitted that MSEDCL has proposed an increase of
13.24% in energy charges for street lights, which is very high, and requested the
Commissiorto rationalise the energy charges for street lights.

Sandip Foundation submitted that MSEDCLOGSs
be considered, and rather, the tariffs should be reduced to be at par with that prevailing in
other States.

MS E D C Ré&spgonse

MSEDCL submitted that the total revenue gap for FY 2010after considering the
impact of APR Petitions filed by MSPGCL and MSETCL for FY 2410 is Rs 4166

Crore, which requires an average increase of 14% over the existing tariff. MSEDCL
further submitted that the projected revenue gap needs to be recovered, to ensure viability
of business. MSEDCL submitted that power Purchase cost including transmission
charges constitutes about 75 to 80% of the Revenue Requirement of MSEDCL, over
which it ha no control. MSEDCL added that the average cost of supply has increased by
12 % over the level approved by Commission in the last Tariff Order, hence, MSEDCL
has been compelled to propose increase in tariff in order to serve its customers better
along wih supplying reliable and quality power.

Commi ssionds Ruling

The Commission has analysed each head of expense and revenue mentioned by
MSEDCL, and its treatment as well as the final truing up for FY Z&as been
elaborated in Section 3 of this Ordethiile the provisional truing up for FY 209 and
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determination of ARR and tariff for FY 20410, has been elaborated in Section 4 of this
Order. The average tariff increase allowed by the Commission is significantly lower than
that sought by MSEDCL.

2.9 TOD Tariff

Sandip Foundation submitted that the Time of Day (TOD) tariff should not be considered
for educational institutions. Ispat Industries and others submitted that TOD mechanism
introduced by the Commission in Maharashtra with the objective of smoaghiteihoad

curve, is well appreciated. However, for the consumers who run continuous process
industries, disincentive paid during peak hours is too high. Ispat Industries suggested that
benefits of operations of continuous process industries far exceedpetik hour
disincentive cost, and hence, peak hour disincentive needs to be discontinued. Ispat
Industries also suggested that incentive during off peak hours should be continued.

MSEDCLOGs Response

MSEDCL submitted t hat it | gectidn® kebaoding n g t he
implementation of TOD Tariff. The Commission is the competent authority to decide on
this matter and the Commission's decision in this regard will be binding on MSEDCL.

Commi ssionds Ruling

The Commissioragrees withthe views of the casumers and has hence, continued the
present dispensation of TOD tariffs.

2.10Power Purchase

Shri Madhusudan Roongta and others submitted that one of the reasons for increase in the
cost of supply is the need for costly power purchases. MSEDCL should gréongi

term plan to procure power from cheaper sources. He further submitted that another
reason is inefficiency of MSPGCL and its low load factor and continuous increase in cost
of production, which is affecting the cost of supply of MSEDCL.
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Vidarbha Charher of Commerce & Industry submitted that MSEDCL has projected total
power purchase expenses of Rs. 25605 Crore. It further submitted that the demand in the
State is on the higher side and MSEDCL has to purchase power from other sources at a
very high ratei.e. Rs. 5 to 7 per unit.

Bharat Forge and others submitted that MSEDCL has proposed that costliest power
(RGPPL Power) will be utilised for Zero Load Shedding (ZLS) of revenue/district HQs.
They submitted that under such circumstances, the justificiirooonsidering RGPPL
under power purchase expenses needs to be established.

Tata Motors Limited requested the Commission to disallow the costly power purchase of
Rs. 657 Crore from traders in FY 20@0. It further submitted that from the CEA
Report,it is evident that MSEDCL has purchased 91652 MUawss its requirement of
85261 MU, which MSEDCL has not considered in its Petition.

Shri R.B. Goenka submitted that the average cost of short term sources as shown by
MSEDCL in the Petition is higher a@mpared to Ul charges.

Ispat Industries Limited submitted that MSEDCL should have purchased power through
Unscheduled Interchange (Ul) at an average rate of0RE2/kWh instead of buying 941

MU from traders at an average cost of Rs. 6.98/kWh for FY9-2@0) since, purchase of

an additional quantum of 500 MU under Ul would reduce the power purchase cost by Rs.
349 Crore for FY 20049.0. Similarly, purchasing 470 MU from Ul would have reduced
the power purchased costs by Rs. 119 Crore in FY -2010~urthe, MSEDCL has
shown 11000 MU of power purchases from RGPPL at an average rate of Rs. 4.26/kWh,
which is significantly higher than the average power purchase cost of Rs. 2.32/kWh for
FY 200809.

TBIA submitted that longerm power purchase agreements shdaddentered into at
reasonable rates and sufficient power should be purchased to get over the-sieppiyd
crisis. Shri Ponrathnam and others submitted that the Commission should direct
MSEDCL to enter into long term power purchase agreement for the redqui
demand/energy at a reasonable price with the approval of the Commission, for ensuring
uninterrupted power supply. He further submitted that the PPA with MSPGCL seems to
be very liberal without commitment of quality and price. The price estimation rbofpa
MSEDCL seems to be very uncertain.
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MSEDCLOGs Response

MSEDCL submitted that it has already entered into {tamgn power purchase through
Casel/Case2 route from Ultra Mega Power Plants (UMPP), CGS and MSPGCL, and
has planned to contract the reqdigeneration capacity such that the supply shortfall will
be mitigated by FY 20%23.

MSEDCL submitted that it has two primary sources of firm power, viz.

. Maharashtra State Power Generation Company Limited (MSPGCL)
. Purchase from Central Generating Stagion

MSEDCL submitted that in addition to the above sources, it buys power from the
Ratnagiri Gas Power Private Limited (RGPPL), Power Trading Companies, Power
Exchanges and other sources such ascoonentional sources, including-generation,

wind powerand surplus power from captive plants.

As regards cheap power available from Ul, MSEDCL submitted that Ul happens only
when there is change in schedule either by generating station or load centre. MSEDCL
further submitted that Ul cannot be treated as #fgsla from where power can be
sourced to meet the demand. MSEDCL further submitted that the basic premise of ABT
(Availability Based Tariff) Mechanism, which stipulates Ul, is based on grid discipline.
Each Utility is supposed to adhere to the schedul®8drlocks of 15 minute each every

day, failing which there is inherent penalty. Therefore, considering Ul as a sourcing of
power is incorrect.

Commi ssionds Ruling

The Commission has been regularly directing MSEDCL to enter into the necessary long

term paver purchase agreements at reasonable prices, to mitigate the errpplydgap

in its licence area. For FY 2041, based on the projected sales and allowed distribution

losses, the energy requirement and power purchase from various sources has been
consdier ed, as el aborated in Section 4 of this
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projections of sales and power purchdkere is no requirement purchaseowerfrom
tradersn FY 201011

2.11 Transmission charges

Urja Sahayog Sangh submitted that therease in transmission charges from Rs. 1494
Crore in FY 200910 to Rs. 2052 Crore in FY 20414 as projected by MSEDCL in the
Petition, is very high.

Shri A.R. Bapat submitted that the transmission charges for FY-@®0BY 200910 and

FY 201011 are R. 1740 Crore, Rs. 1494 Crore and Rs. 2052 Crore, respectively,
whereas energy transmitted through transmission network during these years is 75 BU,
80 BU and 87 BU respectively, which shows an uneven pattern.

MSEDCLOGs Response

MSEDCL submitted that theansmission charges for FY 261Q have been considered
based on the APR Petition for FY 2000 filed by MSETCL before the Commission.

Commi ssionds Ruling

The Commission has considered the H8tate transmission charges payable by
MSEDCL for FY 201011, based on the approved intate transmission charges
determined in the Commission's Order in Case No. 120 of 2009, as elaborated in Section
4 of this Order.

2.12 Capital expenditure schemes

Shri Madhusudan Roongta and others submitted that MSEDCL in tli@orPdtas
proposed to spend a huge amount on capital expenditure schemes. They further submitted
that higher investment on capital expenditure schemes increases expenses like
depreciation, interest on long term loans, and Return on Equity, which is pas$ed
consumers in terms of tariff. If the projected benefits due to these capital expenditure
schemes would have been realised then the tariff would also have been reduced in future
years. This activity requires close monitoring of benefit of the scheftey requested
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the Commission to obtain data on benefits achieved due to each capital expenditure
scheme visa-vis the benefits projected so as to identify the officials responsible fer non
achievement of projected benefits.

TBIA submitted that a critial review of capital investment to the tune of Rs. 31,000
Crore provided to MSEB Utilities (MSPGCL, MSETCL and MSEDCL) and its impact
on the consumers should be conducted.

Prayas submitted that there has been steep increase in capital expenditureastated
such as depreciation, advance against depreciation, interest on long term loan capital and
return on equity. It further submitted that as MSEDCL has huge plans of capital
expenditure, these costs are likely to soar even higher in coming few yeianshdt
submitted that MSEDCL should submit the rationale followed for capex prioritisation.

Shri R.B. Goenka submitted that the capital expenditure proposed by MSEDCL is very
high. He further submitted that MSEDCL has neither projected the benefitth@or
reduction in distribution losses due to the capital expenditure to be undertaken by
MSEDCL.

Urja Prabodhan Kendra submitted that total capital expenditure has increased by 50% as
compared to the capital expenditure approved by the Commission in IRsOAder. It

further submitted that these figures indicate that MSEDCL has not taken any action to
check the expenses and has passed on the burden of its inefficiency to the consumers.

Shri Anil Chavan submitted that MSEDCL has spent a huge amount foaital avorks
in last few years. He further submitted that it should give detail about the capitalisation of
expenses because consumers are paying the interest on the loan amounts.

MSEDCLOGs Response

MSEDCL submitted that it has broadly proposed the ahpivestment plan under the
following heads:

i)  APDRP Schemes Departmental Works, Meters, SCADA, Ongoing works,
etc;
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i) Infrastructure Works Plan To provide reliable, quality supply and improve
the Standards of Performance, addition of infrastructure td io@e growth,
reduction of distribution losses;

iii) Demand Side Management Scheni¢®ad Management, Gaothan Feeder
Separation Scheme, Fixed Capacitor Scheme,;

iv)  Automatic meter reading;

v) RGGVY - Electrification of rural households including 100 % BPL
household and associated infrastructure works;

vi) Agriculture metering Metering of uametered agriculture connections, etc.

MSEDCL submitted that besides the above major capital investment plan, it has also
proposed various other small schemes for Demand Side Maread, load growth, DTC
metering, etc.

MSEDCL added that it has been continuously submitting the Detailed Project Reports for
all the schemes in excess of Rs 10 Crore as per the requirement of the MERC Tariff
Regulations, giving detailed cost benefit asayof each scheme.

MSEDCL submitted that Single Phasing Scheme has not been included in the proposed
capital expenditure, as the Commission has not approved the same.

Commi ssionds Ruling

The Commission, in the previous APR Order, directed MSEDCL to suthetailed
report with established benefits aasvis the benefits projected. Since, MSEDCL has not
submitted the detailed report, the Commission has not considered any revision in
capitalisation for FY 200D8. Also, snce, MSEDCL has not submitted thestbenefit
analysis for FY 20089, the Commission has considered capitalisation of only 50%
against the approved DPR Schemes from FY W& FY 201611 on adhoc basis. As
regards NorDPR Schemes, the Commission has consideredNRR Schemes up to
20%of the DPR Schemes, as elaborated in Section 3 and Section 4 of this Order.
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2.13Interest on Long Term capital

Urja Prabhodan Kendra and Urja Sahayog Sangh submitted that interest on long term
capital as submitted by MSEDCL in its Petition is double theesteyn long term capital
as approved by the Commission in last APR Order.

MSEDCLOS Response

MSEDCL has computed interest on long term capital by adding the interest on existing
long term loans and new loans to be drawn during the respective years dotakimg)
projected capital expenditure. MSEDCL submitted that the details of interest calculation
of existing loans and new loans are provided in the corresponding data forms along with
the APR Petition.

MSEDCL further submitted that for the purpose difireating the requirement of loan
drawal, it has adopted the following methodology:

1. The financing plan linked to the Capital Expenditure Plan has been prepared on the
basis of existing approved funding and the limitations in terms of infusion of equity
or internal accrual.

2. MSEDCL submitted that in many schemes, it has assumed debt to the extent of 90%.

3. MSEDCL submitted that the Government of Maharashtra has pledged infusion of
equity of Rs.2298.09 Crore to MSEDCL vide letter no. Vi.Pu.A/2008/case no.
25/Urja-3 dated September 10, 2008 but so far the Government of Maharashtra has
released only Rs. 207.8 Crore during FY 2@38 Therefore, it has no other option
but to maintain equity infusion limited to funding from internal accruals for FY 2009
10 and FY 2Q0-11.

MSEDCL further submitted that it has assumed a moratorium period of three years for

the new loans considered during the year. Further, interest rate of 13.5% has been
considered on loan from PFC and 13% on loan from REC during current and ensuing

year for the estimation of interest expenses on the new loans.
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Commi ssionds Ruling

The Commission has approved interest expenses based on approved capitalisation, as
elaborated in Section 3 for FY 2008 and Section 4 for FY 2068 and FY 20141.

2.14Inter est on Working capital

Shri Madhusudan Roongta and others submitted that MSEDCL has submitted that
receivables for FY 20089 are Rs. 10940 Crore, out of which arrears aged more than 3
years are Rs. 5744 Crore as on March 31, 2009. The arrears excludeSMIRIES.
Against this background, MSEDCL's request for allowing interest on working capital is
unacceptable. They requested the Commission not to allow interest on working capital
expenses to MSEDCL.

MSEDCLOGs Response

MSEDCL submitted that the computatiohinterest on working capital has been shown

in Form 5 of the APR Formats. MSEDCL submitted that after restructuring of MSEB in
FY 200405, Consumer Security Deposit to the tune Rs.1822.65 Crore appearing in the
books of erstwhile MSEB, was allocated itobut this was a book entry rather than
available cash in the form of Consumer Security Deposit. MSEDCL further submitted
that as per MERC Tariff Regulations, it is allowed normative working capital
requirement based on such high Consumer Security Dépasitding Rs. 1822.65 Crore
pertaining to erstwhile MSEB) which works out to be negative. As per audited accounts
of FY 200708, Consumer Security Deposit amount is Rs.2624.29 Crore. MSEDCL has
collected Rs. 801.64 Crore as Consumer Security Deposittbgeopening balance.
However, Transfer Scheme is still under consideration before the Government of
Maharashtra for finalisation.

MSEDCL further submitted that in order to maintain the Standards of Performance (SoP)
and to discharge the obligations setthy Commission through various Regulations and
EA 2003, it tried for transit finance from financial institutions as well as from GOM to
support the newly incorporated Company. It was able to get Rs. 1300 Crore from Rural
Electrification Corporation (RECas shorterm loan to support huge cash shortage and
working capital gap in 2006. The majority of this amount was spent by MSEDCL on
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power purchase expenses to provide electricity to its consumers. MSEDCL has paid Rs.
72 Crore towards interest on REC shmtm loan during FY 20008 as per audited
accounts. In addition, MSEDCL has considered a payment of Rs. 26 Crore in FY 2008
09 on account of interest on REC short term loan.

Commi ssionds Ruling

The Commission has allowed Interest on Working Capital $d\6h a normative basis,

as per MERC Tariff Regulations. For FY 2008, the Commission has considered actual
loWC for the purpose of sharing of efficiency losses, as elaborated in Section 3 of this
Order.

2.15Tariff Increase

Vidarbha Atta Chakki Associatiorubmitted that no permission should be granted for
increase in electricity charges for any category as proposed by MSEDCL, till MSEDCL
ensures continuous power supply along with reduction in distribution losses (presently
21.98%), otherwise it will become faulty practice to be followed every year by
MSEDCL.

Shri Madhusudan Roongta and others submitted that since the formation of the
Commission, MSEDCL is regularly proposing tariff increase in its every Petition. Unlike
other States, tariff in Maharashtrashincreased steeply since 2006.

Shri R.B. Goenka submitted that in the last year, Rs. 4800 Crore was recovered by
MSEDCL, without any public hearing on account of additional supply cost for
withdrawal of load shedding, recovery for additional capacitygshaf RGPPL, review

of Commission's Tariff Order, hike in electricity duty, etc. He further submitted that
public hearing should have been conducted for all the issues due to which tariff was
increased and additional burden was passed to the consumers.

Bombay Small Entrepreneurs Association submitted that the ARR proposal should be
submitted only once in the duration of 5 years in accordance with the Regulations.

A

Pal ghar Taluka I ndustriesd Federation submit
by mismanagement, delays in revenue collection by delaying sanctions, proposals and
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connections to industries. It also submitted that average tariff increase of 14% for HT
Industries is unreasonable. It further suggested that instead of asking for increase i
MSEDCL should improve its working, efficiency, responsibility of staff to remain in
power supply business, reduce the transmission and distribution losses by regular
maintenance, reduce thefts, etc.

Maharashtra State Cooperative Textile Fedamakimited submitted that load shedding
and high tariff has adversely affected the spinning industry and if tariffs increase further,
then the spinning industry may collapse, which in turn will make 1 lakh people jobless. It
further objected to the 8% irease in tariff for express feeder consumers as submitted by
MSEDCL in its Petition.

Shri. Ponrathnam submitted that the consumers have to bear tariff shock each year only
in the State of Maharashtra. The Commission should lay down the methodology and
principle for determination of tariff in accordance with the EA 2003. The tariff proposed
by the distribution companies should be approved by the Commission after prudence
check.

Shri Balaji Fibres submitted that tariff for seasonal category industries shotilde
increased further, as it is already high, and seasonal category industries are agro based
industries and run only for@ months in a year.

MPECS submitted that the tariff proposed for MPECS is not affordable, and may not be
permitted by the Commigs.

Urja Sahayog Sangh submitted that the proposed increase in tariff for domestic
consumers varies between 6% to 15% while proposed increase in tariff fdomastic
consumers varies between 3% to 4%, which is not justified.

Shri. Pratap Hogade, ChieBeneral Secretary, Janata Dal (Secular), Maharashtra
submitted that MSEDCL has proposed the tariff rate of 80 Paise/kWh for below poverty
line (BPL) consumers, which is unjustifiable and the same should be 40 Paise/kWh to 50
Paise/kWh.

He further submittedhat the proposed increase in tariff rates for metered agricultural
consumers from 137 Paise/kWh to 160 Paise/kWh would burden the poor agricultural
consumers. Also, as regards themetered consumers, MSEDCL has considered the

MERC, Mumbai Page39 of 269




Case Nolllof 200 MERC Order foMSEDCLfor APR of FY 208-10 and Tariff for FY 2Q0-11

average electricity usages 2688 units per HP as against actual average of 1018 units per
HP, which will burden the unmetered agricultural consumers further.

R.L. Steels Limited submitted that impact of the proposed tariff increase, especially in
respect of HT Industrial consumers excessive, unjust and unbearable. It further
submitted that there is no -telation between the figures in earlier proposals and the
present proposal and thus, the figures and data in the proposal are not trustworthy. He
requested the Commission notaitow the expenses under the truimg exercise.

Tata Motors Ltd. submitted that the energy available at distribution periphery during FY
200910 was 70077 MU vistvis sales requirement of 63113 MU, which means
MSEDCL must have sold additional power dabie through traders. If power was sold

to open market at an average rate of Rs. 4.35/kWh, the revenue could have been Rs. 3030
Crore. It further requested the Commission to reduce the present tariff by at least 10%.

MSEDCLOGs Response

MSEDCL submitted tht it has submitted the tariff proposal according to Regulation 17

of MERC Tariff Regulations, and the Commi ssi
No. 116 of 2008 dated August 17, 20009. MS E D (
suggestions can dnbe considered by the Commission, which is the competent authority

to decide on tariff as per Electricity Act 2003.

Commi ssionds Ruling

The Commission has analysed each head of expense and revenue mentioned by
MSEDCL, and its treatment as well as theaf truing up for FY 20089 has been
elaborated in Section 3 of this Order, while the provisional truing up for FY-20@td
determination of ARR and tariff for FY 20410, has been elaborated in Section 4 of this
Order. The average tariff increaseoaled by the Commission is significantly lower than

that sought by MSEDCL.
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2.16 Employee expenses

Shri Nathu Rambhad, contractor of MSEDCL, submitted that the wage revision should be
related to the relative productivity. He submitted that the wages of MSERGIpkyees

are around four times higher than that prevailing in Small Scale Industries (SSI) or
Medium Scale Industries (MSI). He also submitted that the employees of MSEDCL got

their wages increased by 30% through strikes. He also submitted that eng{pgeses

of Rs. 2837 Crore as submitted by MSEDCL in the Petition can be brought down if

O&M activities are outsourced. He further submitted that the A&G expenses may be
clubbed with R&M expenses, which may result in net saving of Rs. 1912 Crore.

Bosch Limted submitted that the employee expenses have increased in 2 years by Rs.
351 Crore (14.6%), which is very high.

Shri R.B. Goenka and others submitted that MSEDCL serves 156.96 Lakh consumers in
Maharashtra and sells 58171 MU. Further, they submitted 2AB@00 employees are

working in MSEDCL which translates to 1.28 employees per unit. They added that the
employee expenses of MSEDCL are the highest among all the States in India.

Ispat industries Limited added that MSEDCL should take up staffing studyedexdnine

the appropriate staffing pattern to carry out operations instead of recruiting based on
6Sanctioned postso. Further, MSEDCL shoul d
attractively with the Commi ssi oeed.$urtheppr ov al
Ispat industries Limited submitted that the escalation rates shown in the APR Petition for

each of the heads, if considered for projecting the employee expenses, is for the purpose

of factoring in either an increase in the salary paid or remease in the number
employees. Thus, MSEDCL should submit the reason behind projecting an escalation of

8% over and above the increase due to the pay revision. MSEDCL should provide the
details of pay revision mentioning different grades of employegtbleifor pay revision.

MSEDCLOGs Response

MSEDCL submitted that the increase in Employee Expenses for FY-ED@8mpared
to Commi ssionbs approval i s mainly due to t

e Consideration of provision for revision of pay scale of MSEDCL egg#s due
from April 1, 2008. to the extent of Rs.364 Cr. and Rs. 422 Cr. for FY-2008
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and FY 200910, respectively. However, actual impact of FY 2@®8 has
increased from Rs. 364 Crore to Rs. 417 Crore. In a similar manner, impact in FY
200910 is alsomore than the provision, which is implicitly embedded in revised
basic salary of employee.

e MSEDCL submitted that the average age of line staff of MSEDCL is over 50
Years, which has increased the risk of accidents and delay in attending to faults
and breakdwns. MSEDCL also submitted that it has initiated a Voluntary
Retirement Scheme (VRS) for its line staff. MSEDCL expects that considerable
number of employee will opt for this scheme.

The major increase is mainly duwe (tDhA)t mendi n
OEarned Leave Encashmentd. While the Dearnes
of the basic salary, it has increased twice a year, and considering the present trend of
inflation, 11% increase in DA has been considered during the 6 maaribd.p

Commi ssionds Ruling

The Commission has accepted the actual employee expenses for FOR@H@r
prudence check, as detailed in Section 3 of this Order. For FY-2D@ad FY 20141,

the Commission has allowed employee expenses, based on mdtgtitrends, as
discussed in Sectief of this Order.

2.17 Operation & Maintenance (O&M) Expenses

Shri Madhusudan Roongta and others submitted that MSEB whandted into three
different Utilities for increasing efficiency and to reduce expenses, however, O&M
expenses of all the Companies are increasing steeply, which is against the objective of
unbundling. The percentage of O&M expenses in ARR of MSEDCL is higher in
comparison to many distribution companies in India. They further submitted that the
Commissim approved Rs. 3207 Crore as O&M expenses for FY -2009hich has

been sought to be revised to Rs. 3700 Crore (more than 15% increase) and Rs. 3979
Crore (more than 24% increase) for FY 2@ and FY 20141, respectively.
MSEDCL is spending huge moneyn Management Information System, Automatic
Meter Reading, appointment of franchisees, and many other infrastructure schemes,
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which should result in reduced O&M expenses, whereas MSEDCL is proposing an
increase of 24% in O&M expenses in one year. He régdabe Commission not to
allow increase in O&M expenses and reduce O&M expenses for future years starting
from FY 201011 by taking into accounts the benefit projected by MSEDCL while taking
approval of capital expenditure schemes in their project reports

Prayas, Pune submitted that the O&M expenses are increasing with a CAGR of 12% over
the last 4 years, which is much higher than the inflation trend, which is generally
considered as a benchmark for these costs. It further submitted that MSEDCL does not
consider these costs as controllable and hence, never proposes efficiency loss sharing
when the costs exceed approved limits. O&M is one of the most predictable expenses of
the DISCOM and the Company's inability and unwillingness to control even these costs
does not reflect efficient operations.

Gharda Chemicals Limited submitted that actual O&M expenses of MSEDCL in FY
20089 exceeded the O&M expenses approved by the Commission in the last APR Order,
by around Rs. 325 Crore. It further submitted that byitoang the expenses on regular
basis the expenditure may come down and the impact of consumers may be reduced.

Shri R.B. Goenka of VIA, an authorised Consumer Representative, submitted that O&M
expenses should not be passed on directly, and sharingnsf ayad losses should be
done. He further submitted that O&M expenses should be considered on the basis of
Performance Based Regulations instead of CAGR or CPI/ WPI based approach so that
these expenses are based on the performance of the Utility.

Urja Prdbodhan Kendra submitted that O&M expenses as submitted by MSEDCL in the
Petition are almost double the O&M expenses approved by the Commission in the
previous APR Order.

Ispat Industries Limited suggested that the normative cost approach is the right way t

project O&M expenses in order to develop a performance based framework. It further
requested the Commission to devise a methodology that takes into account the
improvement in efficiency.

Garware Polyester Limited and others submitted that the explanstiomitted by
MSEDCL regarding increase in employee expenses and A&G expenses shows that no
efforts have been put in by MSEDCL to control these expenses. It further requested the
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Commission to consider the approved figures in last APR Order while detegmini
revenue gap.

MSEDCLOS Response

MSEDCL has not submitted any specific reply to the above objection.

Commi ssionds Ruling

The O&M expenses for FY 20101 have been allowed by applying the appropriate

inflation indices on the provisionally trued up exgiare for FY 200910. The final

truing up of the O&M expenses for FY 2029 will be undertaken only after the end of

the year, once the audited data is submitted to the Commission, and subject to prudence
check. The Commi ssi on ddavebeenglaborateédiindSecstbni n  t hi
of this Order.

2.18 Administration & General Expenses

Urja Prabodhan Kendra submitted that Administration and General expenses (A&G
expenses) for FY 20689 as submitted by MSEDCL in its Petition are higher by 150%
as compad to A&G expenses approved by the Commission in the last APR Order.
Similarly, for FY 200910, A&G expenses for FY 20080 as submitted by MSEDCL in

its Petition are higher by 50% as compared to A&G expenses as approved by the
Commission in last APR Orde

Ispat Industries Limited submitted that conveyance and travel expenses are significantly
high, at Rs. 40 Crore, as submitted by MSEDCL in the Petition.

Shri R.B Goenka submitted that MSEDCL has submitted in the Petition that Rs. 96 Crore
has been spemn computer expenses and consumer billing. He further submitted that
MSEDCL should improve the billing system and submit the explanation of these
expenses. He requested the Commission not to pass such expenses under sharing of
efficiency losses. He requed the Commission to disallow the legal expenses incurred

by MSEDCL to file appeal in Appellate Tribunal against the Order issued by the
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Commission, which MSEDCL is recovering from the consumers. Shri Madhusudan
Roongta and others submitted that MSEDCIs lsabmitted legal expenses of Rs. 10
Crore. He further submitted that MSEDCL is spending hefty amount on legal fees and
filing appeals. Appellate Tribunal of Electricity (ATE) gives decision on most of the
appeals in favour of MSEDCL and the Commission kasimplement them and
consumers are burdened with increase in tariffs. No consumer forum has strong finances
to counter MSEDCL by engaging good legal counsels in Delhi before the ATE. He
requested the Commission to engage good legal counsels to couEBxUdefore the

ATE and to file Appeal before the Supreme Court for all the Judgments of ATE, which
infringes on consumerso6 interest.

Ispat Industries Limited submitted that MSEDCL has spent Rs. 8 Crore in FYO2088

legal charges, which are significgnhigh. As regards the increase in the legal charges,
the Commission, in its previous APR Order, directed MSEDCL to submit the details of
the legal fees on Caseise basis with the cases won and lost. MSEDCL, in its reply,
submitted that it does not maam such details. Ispat Industries Limited requested the
Commission to direct MSEDCL to maintain the details of all the Cases and the respective
legal expenses and submit it to the Commission for review.

MSEDCLOGs Response

MSEDCL submitted that the increag A&G expenses are not only due to inflation and
increase in volume of transactions, but also due to higher expenditure on conveyance and
travel, vehicle expenses and computer stationery, etc. MSEDCL further submitted that
A&G expenses for FY 20089 ae as per Audited Accounts, whereas practical
estimation has been made for FY 2d@ and FY 20141. MSEDCL submitted the

major reasons for increase in A & G expenses as under:

e MSEDCL submitted that three new zones, i.e., Nanded, Jalgaon and Baramati, have
become fully operational during the year 2003

e |t further submitted that three new Circles, i.e., Nandurbar, Washim and Baramati,
have become fully operational during the year 2009

e New divisions and subivisions have been created by MSEDCL duifitg200910.

MERC, Mumbai Page45 of 269




Case Nolllof 200 MERC Order foMSEDCLfor APR of FY 208-10 and Tariff for FY 2Q0-11

e MSEDCL submitted that Damini squad has started operating during F¥1ZD09
e Frequent drives are being taken by MSEDCL to detect theft of power.

e The material procured for various schemes from the Companies/contractors are being
inspected by MSEDL 6 s empl oyees.

e MSEDCL submitted that in order to protect the property and provide adequate
security to employees, additional security measures are required, which need extra
budget for this specific purpose.

e MSEDCL has considered some new heads in FRates and Taxes.

e MERC License fee has been categorised by MSEDCL under A&G expenses, which
was earlier categorised under Fees & Subscriptions.

¢ Rent payable to MSEB Holding Company Ltd. has been included in A&G expenses.

MSEDCL also submitted that the légxpenses incurred by it are genuine and legitimate

in nature and these expenses are very small as compared to the total expenditure during a
financial year. MSEDCL further submitted that its legal expenses are for contesting case
against all consumers Jvalved in theft of electricity, filing recovery suits against
consumers who are chronic defaulters. Besides this, legal expenses are also incurred in
the regulatory process.

Commi ssionds Ruling

The approved A&G expenses for FY 2010 have been determindxy applying the

appropriate inflation indices on the provisionally trued up expenditure for FY-2P009

The final truing up of the A&G expenditure for FY 2000 will be undertaken only after

the end of the year, once the audited data is submitted @ottenission, and subject to
prudence check. The Commi ssionds computatior
and revised revenue requirement for FY 2Q0%and FY 20141, have been elaborated

in Section4 of this Order respectively.
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2.19Repair & Maintenance Expenses

Urja Prabhodan Kendra submitted that R&M expenses as submitted by MSEDCL are
higher by more than 100% as compared to the R&M expenses approved by the
Commission in the last APR Order.

Shri. Ponrathnam and others submitted that MSEDCL has naiilien details of
expenditure on R&M nor noavailability of spare components due to change in
technology.

Bosch Limited submitted that R&M expenses of MSEDCL have increased by Rs. 126
Crore within a span of 2 years.

Garware Polyester Limited and othemsbmiitted that MSEDCL has not given any
explanation for considering Rs. 599 Crore as-trperequirement for FY 20689 on
account of R&M expenses. It requested the Commission not to consider thisujpuing
requirement while determining tariff for FY 201Q.

Ispat Industries Limited submitted that MSEDCL should quantify the benefits of R&M
expenses towards improving the system.

MSEDCLOGs Response

MSEDCL submitted that the infrastructure that has been inherited by it needs frequent
repairs and maintenancecdatherefore, the R&M expenditure requirement has gone up
very sharply. In FY 20087 as well as in FY 20008, MSEDCL submitted that it has
actually spent more than that approved by the Commission in the Tariff Order, which
clearly indicates the need asliaes the requirement of such expenditure.

Commi ssionds Ruling

The approved Repair & Maintenance expenses for FY -2Q1@ave been determined by

applying the appropriate inflation indices on the provisionally trued up expenditure for

FY 200910. The finaltruing up of the R & M expenditure for FY 20A9 will be

undertaken only after the end of the year, once the audited data is submitted to the
Commi ssi on, and subject to prudence check.
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regard on provisional truing ugnd revised revenue requirement for FY 2Q0%nd FY
201011, have been elaborated in Sectbaf this Order respectively.

2.20Proposal to revise Bhiwandi Tariff

Ulhasnagar Manufacturers Association submitted that power to Bhiwandi franchisee is
being givenat a fixed rate of Rs. 2.13 per unit and others have to bear the burden of
Bhiwandi franchisee. It further submitted that MSEDCL should submit the reason for not
proposing revision in tariff of Bhiwandi circle.

MSEDCLOGs Response

MSEDCL submitted that théariff levied for Bulk Supply to Bhiwandi Franchisee is
governed by the Distribution Franchisee Agreement. However, tariff levied to consumers
of Bhiwandi Franchisee is same as applicable to rest of the consumers of Maharashtra.

Commi ssionds Ruling

MSEDCL has submitted that the bulk supply rate for supply to Bhiwandi Franchisee
depends on the Base Rate, i.e., is the yearly rate quoted in the Distribution Franchisee
Agreement. Since, the Agreement was signed dhjaguary 2007, the base rate was Rs.
1.80 per kWh, for the 2nd year Rs. 1.81/kWh, 3rd year Rs. 1.88/kWh and 4th year Rs.
1.95/kWh. The base rate is escalated by the Tariff Index Ratio on a monthly basis, which
is computed as given below:

Tariff Index Ratio (TIR) = (ABR for the month) /(Base y&eBR)

In its Order dated January 7, 2010 in Case No. 63 of 2009, on the Review Petition filed
by MSEDCL, the Commission has directed MSEDCL as under:

"g. Hence, MSEDCL is directed to immediately initiate an independent audit of

the sales, revenue, ABR, asubsidy claimable, claimed and received from GoM

for the period starting from January 2007 onwards till date. Pending the audit

revi ew, to partly mitigate MSEDCLG6s di ff
crore would be considered at the time of truingfapFY 200910. However, if

the Audit is completed before the submission of the APR Petition or before March
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1, 2010, and submitted to the Commission, the actual amount would be
considered and allowed."

However, MSEDCL is yet to submit the desired Aud&oReport. The Commission
hereby reiterates its direction to MSEDCL to submit the Report of the independent audit
of the sales, revenue, ABR, and subsidy claimable, claimed and received from GoM for
the period starting from January 2007 onwards till datthin 3 months of the date of
issue of this Order.

2.21Provision for bad debts

Shri Madhusudan Roongta and others submitted that the Commission allows 1.5% of
revenue as provision for bad debts in the ARR of MSEDCL, whereas most State
Electricity RegulatoryCommissions do not allow any amount as provision for bad debts
as expenditure in the ARR of Distribution Utilities. They further requested the
Commission not to allow any provision for bad debts in the ARR of MSEDCL.

TSSIA submitted that MSEDCL has memtex provision of Rs. 504 Crore for bad debts,
which is quite high and should not be allowed by the Commission.

Shri Anil Chavan submitted that every year, provisioning for Bad Debts is made, which is
increasing every year. In FY 20@8, MSEDCL has consided bad debts of Rs. 243
Crore. A list of defaulters should be published for public knowledge through a public
notice.

Shri R.B. Goenka submitted that MSEDCL has calculated provision for bad debts by
applying CAGR, which is incorrect.

MSEDCLOGs Response

MSEDCL submitted that the provision for bad debts has been made by MSEDCL in
accordance with the principle adopted by the Commission in the Tariff Order for FY
200607 dated October 20, 2006. MSEDCL has estimated the provision for bad debts at
the rate of 5% of revenue requirement for FY 2000 and FY 2014.1.
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Commi ssionds Ruling

The Commission has allowed provision for bad debts on a normative basis at 1.5% of
projected revenue for FY 2009 and FY 20141, as elaborated in Section 4 of this
Order.

2.22 Distribution Loss

Lloyds Steel Industries Limited submitted that MSEDCL has considered distribution loss
of 19.98% for FY 20141 in the Petition as against distribution loss of 18.2% as
approved by the Commission in its Order dated August 17, 2009. MSEB¥guUsst for
reduction of target distribution loss as set by the Commission in the Order dated August
17, 2009 should not be accepted by the Commission. It further submitted that distribution
losses are different in different circles and also vary accogridirthe voltage levels (HT

or LT) of different consumers, i.e., HT and LT consumers. HT consumers are paying
extra charges on account of distribution loss, which is not justified. The distribution
losses should be corresponding to the voltage level asddmf the respective circles of
consumers.

Vidarbha Chamber of Commerce & Industry submitted that MSEDCL is still using old
distribution network. It submitted that the Central Government has formulated a number
of schemes under which grants and subsidiesavailable for improving the quality of
transmission/distribution network so that capital expenditure will be substantially
reduced. It further requested the Commission to direct MSEDCL to modify their system
and bring down the losses well within thmit of 10%. This may increase the revenue of
MSEDCL and avoid further increase in tariffs.

Shri. Pratap Hogade, Chief General Secretary, Janata Dal (Secular), Maharashtra
submitted that the Commission had directed MSEDCL, in its Order dated August 17,

2009, to reduce the distribution losses by 4 % per annum. Despite this directive,
MSEDCL has considered a 'realistic' loss reduction target of 1% for FY-1D@8d has

projected the revised estimate for revenue as Rs. 28794 Crore. He requested the
Commissionto consider the projected revenue by considering 4% distribution loss
reduction, in accordance with the Commi ssi on
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Shri Madhusudan Roongta and others requested the Commission to implement 4%
distribution loss reduction trajectory for fourays upto FY 2011 and share the gains
and losses among Utility and consumers as per MERC Tariff Regulations.

Shri. Ponrathnam and others submitted that the Commission should allow distribution
losses only up to 4%.

Vidarbha Chamber of Commerce and Indysubmitted that the system losses are about
21.98% in Maharashtra. It further submitted that MSEDCL in its Petition has stated that
the losses are mainly due to theft of energy, which is not the reason for higher
distribution losses. It also submittédtht MSEDCL has appointed franchisee in Bhiwandi
circle and some divisions of Nagpur zone, which has resulted in reduction in distribution
loss. It further suggested that MSEDCL should appoint franchisees in more urban
divisions to increase the revenue aedrease the distribution loss.

Shri Anil Chavan submitted that T&D loss is a major problem in case of MSEDCL. He
suggested the distribution losses should be shown under thréeadd, i.e., Technical
(Transmission from substation to destination andsfaamers leakage), Commercial (due

to metering and nemetering) and Theft (Direct or Indirect). He submitted that
MSEDCL should clarify whether the administration machinery is capable of detecting
exactly 4% reduction in power losses and 1% thereaftérddyown means.

Shri A.R. Bapat submitted that cireldse distribution losses as submitted by MSEDCL
in the Petition are not reliable.

Ispat Industries Limited submitted that MSEDCL has revised the loss projection for FY
201011 and filed for a loss redtion of 1% stating that a reduction of 1% is more
reasonable as compared to 4%. Ispat Industries Limited requested the Commission to
disallow the revision in the loss trajectory as proposed by MSEDCL.

MSEDCLOGs Response

MSEDCL submitted that it has calated distribution losses based on Energy Input
(Metered) and Energy Output (Billed). The methodology adopted to calculate distribution
loss is correct and reliable. It further submitted that energy losses occur in the process of
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distribution of electridy to consumers due to technical and commercial losses. The
technical losses are due to energy dissipated in the conductors and equipment used for
transmission, transformation, sultransmission and distribution of power. These
technical losses are inhetan a system and can be reduced to an optimum level. The
losses can be further sgibouped depending upon the stage of power transformation and
transmission system, as Transmission Losses (400kV/220kV/132kV/66kV), as Sub
transmission losses (33kV /11kV)na Distribution losses (11kV and below). The
commercial losses are caused due to theft, pilferage, defective meters, and errors in meter
reading. The major reasons for technical losses are large scale rural electrification
through long 11kV and LT lines, any stages of transformation, poor quality of
equipment used in agricultural pumping in rural areas, cooleoaulitioners and
industrial loads in urban areas.

It further submitted that it will be worthwhile to look at the statistics of the main
infragructure that is being maintained by MSEDCL across the State of Maharashtra.
MSEDCL added that it is serving the largest geographical area as compared to any other
State Electricity Distribution Company in the Country. Due to its large geographical
spread,the length of LT lines is also significantly higher. These LT lines contribute
significantly to technical loss. In addition, the LT network is also vulnerable to
commercial losses. Due to far flung rural nature of agriculture consumers across the
State, on-availability of quality agencies for meter reading and tendency of the
consumers not to keep the metering installation in order makes it very difficult task to
take meter readings properly. Therefore, comparing MSEDCL with other State Electricity
Distribution Companies in other States will not be a fair comparison.

It submitted that it may be appreciated that it has exceeded MYT Trajectory stipulated by
the Commission during the first two years of first MYT Control Period. MSEDCL has
reduced the distriltion losses from opening level of 30.2% in FY 2@06to 21.98% in

FY 200809.

MSEDCL stated various provisions and regulatory practices due to which it has requested
the Commission to relax the loss reduction target for FY 2@ 1% instead of 4%.
Relevant provisions of Tariff Policy and National Electricity Policy, which provides for
relaxation of norms are as follows:
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1. National Electricity Policy: Clause 5.8.10stafes . . The St ate Govern
prepare a Five Year Plan with annual milestonesbting down these losses
expeditiously. Community participation, effective enforcement, incentives for
entities, staff and consumers, and technologicagtgalation should form part of
campaign efforts for reducing these lossés

2. Tar i ff Pollnoases wheraatheeogeratiodés have been much below the
norms for many previous years the initial starting point in determining the
revenue requirement and the improvement trajectories should be recognized at
Arel axed | evel so0 and bledhéenchmarking stuelissinaye d | e v e
be conducted to establish the Adesiredo |
may be required to assess the capital expenditure necessary to meet the minimum
service standards .

3. Appellate Tribunal observations in Appeal Nd ©f 2007: Reliance Energy
limited vs. MERC

fi éConsidering that the losses must be reduced further and keeping in mind the
practical difficulties regarding the mechanical meters and theft of electricity in
unorganized areas, till such time the technicatista are carried out, the target

of losses during the year 2008 be retained at the level of 12.1% as proposed by
the appellant in its petitiah O .

4. The Abraham Committee Report on fARestruc
strategy for AT&C loss reductionsainder:

The Task Force recommends following targets for reduction in AT&C losses by
the Utilities:

i)  Utilities having AT&C losses above 40%: Reduction by 4% per year;

if)  Utilities having AT&C losses between 30 & 40%: Reduction by 3% per
year;

iii)  Utilities having AT&C losses between 20 & 30%: Reduction by 2% per
year;

iv)  Utilities having AT&C losses below 20%: Reduction by 1% per year.
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MSEDCL further submitted that distribution loss reduction on-peeyear basis should
follow a similar strategy, i.e., not more thd0% of the prevailing losses. Since the
present distribution loss falls in the range of 20% and 30% (21.98%), that too on lower
side of the bracket so, the loss reduction target should be in between 1% to 2% .

Commi ssionds Ruling

The computation of ac#ll distribution losses in FY 20689, computation of efficiency
gains on this account, and the sharing of the same between MSEDCL and the consumers
have been elaborated in Section 3 of this Order.

For FY 200910, the Commission has retained the targstribution loss level as 4%,

and the impact of the difference between the actual distribution loss and the target
distribution loss, would be addressed at the time of truing up based on actuals and
prudence check. For FY 201a, the Commission has congidé a distribution loss
reduction target of 1% for estimating the e
detailed analysis and ruling on the issue of distribution loss to be considered for FY

201011 has been elaborated in Section 4 of this Order.

2.23 Average cost of supply

Shri Madhusudan Roongta and others submitted that Average Cost of Supply plays an
important role in determination of tariffs to the consumers. The average cost of supply of
distribution Ccompanies in Maharashtra are the highest ira.Ii@ging an industrially
progressive and developed State, Maharashtra should have lowest electricity tariff in
India, however, average cost of supply of all the distribution Companies in Maharashtra
is increasing every year, leading to imposition of highesiff particularly to the
industrial consumers. MSEDCL should function efficiently and strive towards reducing
cost of supply of power.

TBIA submitted that MSEDCL has projected steep increase in Average Cost of Supply
on account of abnormal increasefixed expenses, which are controllable factors, and
should not be allowed according to the provisions of MERC Tariff Regulations.
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MSEDCL should control expenditure and improve efficiency and should follow the
provisions of Electricity Act, 2003 and Tarifolicy. He requested the Commission not

to allow any kind of expenses more than that determined in MYT Order except power
purchase expenses and transmission charges otherwise, the basic purpose of
implementation of MYT will not be achieved.

MSEDCL 0 sons®e s p

MSEDCL submitted that the total revenue gap after considering revenue shortfall for FY
200809 is Rs 4166 crore, which requires an average increase of 14% over the existing
tariff. MSEDCL submitted that the projected revenue gap has to be recovenaihtain
viability of business.

MSEDCL further submitted that this tariff increase would have been higher, had the
distribution losses not been reduced by MSEDCL to the present levels. Further, the tariff
increase requirement on account of estimateéme® gap in FY 201Q1 is mainly
attributable to increase in power purchase expenses, including transmission charges.

MSEDCL added that power purchase expenses including transmission cost constitutes
about 75 to 80% of Revenue Requirement over whichsitnoacontrol. Power Purchase
expenses have increased from Rs. 19793 Crore in FY-@B@8 Rs. 27657 Crore in FY
201011, i.e., it has increased by about Rs. 7864 Crore.

MSEDCL submitted that Average Cost of Supply has increased by 12% in F¥12010
as conpared to Average Cost of Supply approved by the Commission for F¥1ZD09

MSEDCL further submitted that based on reasons and facts stated above, it is compelled
to propose increase in tariff in order to serve its customers better along with supplying
reliable and quality power.

Commi ssionds Ruling

The Commission has analysed each head of expense and revenue mentioned by
MSEDCL, and its treatment as well as the final truing up for FY zB&as been
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elaborated in Section 3 of this Order, while the prowial truing up for FY 20090 and
determination of ARR and tariff for FY 20410, has been elaborated in Section 4 of this
Order. The average tariff increase allowed by the Commission is significantly lower than
that sought by MSEDCL.

2.24Un-metered Consumers

Shri A.R. Bapat submitted that according to Section 55 of EA 2003, all consumers should
get metered supply. He further submitted that MSEDCL has submitted in the Petition that
out of 26 Lakh agricultural connections, 14.62 Lakh are unmetered agricultural
connections (up to December 2008). He submitted that Section 55 (3) empowers the
Commission to levy penalty, which works out to Rs. 24 Lakh per year.

Prayas Energy Group, Pune submitted that metering efficacy can be evaluated at three
levels:

Consumer meteing: As per MSEDCLOG6Gs submission, percen
consumption of residential, commercial and industrial consumers is 15.45%. Leaving
aside halff of MSEDCLOGs agricultural COoONSsSUuUmMe

disturbing to note thalSEDCL is not even able to properly meter and bill its residential,
commercial and industrial consumers, and claims that it is difficult to reduce losses
further.

Distribution _transformer_metering: The project for 100% distribution transformer
metering ha been initiated since 2003, however, till today, only 55% DTs have been
metered. Even today, reliable data for energy auditing and accounting at DT level is not
available.

11 kV_Feeder AMR metering: For improving accuracy in loss estimation and better
tracking of load shedding, it was proposed to install meters with Automatic Meter
Reading (AMR) facility on all 11KV feeders. The project DPR was approved in Feb
2007 and amount of Rs.48 Cr was approved. However, till date only Rs.1.29 Crore has
been spent omenting premises at Pune for this project but no real progress has taken
place.

MERC, Mumbai Pageb6 of 269




Case Nolllof 200 MERC Order foMSEDCLfor APR of FY 208-10 and Tariff for FY 2Q0-11

Prayas further submitted that MSEDCL has not taken sufficient measures to improve its
metering efficacy. Inability to undertake metering at system level (DT and 11 kV
Feederss hows the Utilityds unwillingness to i mp

MSEDCLOS Response

MSEDCL submitted that Section 55 of EA 2003 states that supply should be given
through correct meter only. It further submitted that it is not energising namy
connection without meter. MSEDCL submitted that it is only the old unmetered
connections, which is required to be metered.

MSEDCL submitted that it is taking all possible measures to converhatered
connections into metered connections. MSEDCL sttohthat it has installed more than

1.2 Lakh meters per annum from last few years to achieve the target. It has recently
procured 25 Lakh meters in order to convertnugiered connections to metered
connections.

Commi ssionds Ruling

The Commission is coeecned about the lack of significant progress on this aspect,
despite repeated directives in this regard given by the Commission. The Commission will
address this issue as a part of its compliance monitoring process, and take appropriate
action in this regal.

2.25Reliability Charges

Bharatiya Udhami Avam Upbhokta Sangh (BUAUS) submitted that Reliability Charges
should not be allowed in addition to the tariff rate.

MSEDCLOGs Response

MSEDCL submitted that Reliability Charges are being levied only for consisigased
in specific areas, where Zero Load Shedding is implemented. MSEDCL further submitted
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that the issue of Reliability Charges/Additional Surcharge may not be addressed in APR
Petition of FY 200910 as it does not deal with the issue involving Zevad.Shedding.

Commi ssionds Ruling

The Commission has elaborated its rationale for levying Reliability Charges in areas
where the Zero Load Shedding scheme has been implemented, in its various Orders
issued in the matter.

2.26wheeling charges

Shri Ponrathnansubmitted that wheeling charges increase with decrease in voltages.
MSEDCL should provide the details of the calculation of wheeling charges as Rs. 1.00
per kWh at 33 kV, Rs. 1.34 per kWh at 11 kV, and Rs. 0.57 per kWh at LT, as proposed
in the Petition.

Maharashtra Elektrosmelt Limited submitted that increase in wheeling charges as
proposed by MSEDCL should not be allowed. It further submitted that the wheeling
charges should be reduced by 50% and the losses at 22 kV level should be reduced to 6%
by clubbing it with 22 kV level.

Pudumjee Pulp & Paper Mills Limited submitted that MSEDCL has proposed to increase
the wheeling charges for 22 kV feeders from 25 Paise per Unit to 134 Paise per Unit. It
further requested the Commission to ignore this proposdiS&EDCL.

Bajaj Finserv Limited submitted that wheeling charges should not be made applicable to

the EHV open access consumers as they draw power directly through transmission
system. It further requested the Commission to maintain the earlier procedure of
determination of wheeling charges based on Rs./kW/Month similar to transmission
charges. Bajaj Finserv Limited submitted that the Commission should consider 12% wire

cost with respect to ARR instead of 14% as proposed by MSEDCL, in absence of
voltagewises egr egated realistic AWire costo comp
201011.
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MSEDCLOS Response

MSEDCL submitted thatit has applied the same ratio of Network and supply cost
segregation as approved by the Commission in its MYT order dated May 18, 2007. The
Commission has accepted the percentage as submitted by MSEDCL for segregation of
ARR into Wire and Supply business in APR Order dated August 17, 2009 (Case No. 116
of 2008). MSEDCL reproduced the Commission's ruling in APR Order dated August
17,2009, as repduced below:

AThe Commi ssion has determined the wheeling
level, based on the allocation of asset base and considering sales at respective voltage
levels. The ARR has been segregated between wheeling business ahduedy

business based on the submissions made by MSEEGiphasis added

MSEDCL submitted that depending on cost estimates for FY -2Q1Ghe overall
percentage of Wire and Supply will vary and hence, it will not necessarily be 12% as per
previous segegation. MSEDCL estimated wires cost as 14% of total ARREDCL
submitted that it has proposed wheeling charges and losses in accordance with
methodology proposed by it in previous Petitions and approval granted by the
Commission. MSEDCL submitted thatdoes not maintain audited accounts for vokage

wise assets. However, based on engineering estimate of its assets, it has arrived at the
segregation. It submitted that it does not have segregation between GFA of 22/11 kV
level and LT level assets. Henéesses of 9% and 20.98% have been considered.

Commi ssionds Ruling

The Commission, in its earlier Order, had directed MSEDCL to maintain separate
accounting for wires and supply business. However, no data in this regard has been
submitted to the Commissi. Hence, in the absence of accounting information for wire
related costs, the Commission has considered allocation of various cost components of
Aggregate Revenue Requirement (ARR) between network related costs and supply
related costs, in line with therinciples outlined under MYT Order for MSEDCL. The
computation for wheeling charge has been elaborat8dadtion 5of this Order.
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2.27 Cross Subsidy

Kalyan Ambernath Manufacturers Association (KAMA) and others submitted that
MSEDCL should follow the provisits related to cross subsidy reduction in accordance
with EA 2003. KAMA further requested the Commission to implement the provision of
cross subsidy in accordance with EA 2003.

Shri. Ponrathnam submitted that the Commission should advise the State Govéonmen
directly help poor people with subsidy through a separate fund, to eliminate or reduce
cross subsidy in accordance with Section 65 of EA 2003, Sections 8.3 and 8.2 (3) of
Tariff Policy and other Regulations. It further submitted that State Goverrgheuld be

asked to pay the complete amount of subsidy.

R.L. Steels Limited submitted that the industrial consumers are always in subsidizing
group and are always charged at a rate higher than the average cost of supply. Therefore,
hike in their tariff shald be lowest so as to reduce the craslssidy and to flatten the

curve as envisaged by the Commission.

Ispat Industries Limited submitted that the Commission should devise @t the
beginning of the next Control Period outlining the amount oficeédn and levels of
crosssubsidisation for the next 5 years. Further, Ispat Industries Limited added that the
State Government should pay subsidy directly to the consumers.

Shri R.B. Goenka submitted that the categorisation as proposed by MSEDCL will
increase the cross subsidy. He further submitted the Commission should make a road map
to reduce the cross subsidy and till the time this road map is completed, the proposed
tariffs should not be considered.

Shri A.R. Bapat submitted that MSEDCL has not sitteti any data on cross subsidy
reduction as given by TRD and BEST in the Petition.

MSEDCLOGs Response

MSEDCL submitted that the process of finalizing the road map for -exdssdy
reduction is in the initial stage and the cross subsidy reduction r@gd can be
formulated only after due consultation with all stakeholders. MSEDCL added that the
cross subsidy is directly linked to the Aggregate Revenue Requirement, which in turn is
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directly impacted by various uncontrollable factors and all these isseésto be looked
into while deciding the tariffs for various categories.

MSEDCL submitted that the Commission is yet to finalise the road map forstbsily
reduction and hence, MSEDCL is unable to make any comments on the same.

Commi ssionds Ruling

For the information of the consumers, $ection 5 of this Order, the Commission has
computed the prevailing level of cressbsidy and the crostbsidy reduction based on
the revised tariffs. The Commission has also separately initiated a consultatessr
for formulating the roadmap for cressbsidy reduction.

2.28 Purpose of MYT

TBIA submitted that the whole purpose of introducing Multi Year Tariff (MYT) regime
was that it will bring in some certainty in tariff changes and give Ultilities sufficier tim

to plan operations well and reduce cost of inefficiencies. The experience of MYT regime
shows complete failure on account of Utility and the Commission to achieve any
certainty in tariff changes. It also submitted that MYT framework is meant for
performance review and not drastic hike in tariff, which gives tariff shock to the
consumers.

R.L. Steels Limited submitted that the period between two successive tariffs is decreasing
day by day, particularly after the introduction of MYT system.

MSEDCL O snsRe s p

MSEDCL submitted that the present petition for Annual Performance Review of FY
200910 has been filed as per Clause 17.1 and 17.3 of the MERC Tariff Regulations.

MSEDCL further submitted that the Tariff Petition has been submitted in line with the
Commission's directions and Regulations framed by the Commission, and there is no
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deliberate attempt to reduce/increase the period between two successive Tariff Petitions.
MSEDCL submitted that the tariff increase pertaining to RGPPL and MSPGCL were
emanatingrom various Judgments/Order which caused an exceptional circumstance for
revision of tariff. MSEDCL submitted that the Commission has directed MSEDCL to
recover the amount through additional charge and pay the amount to RGPPL and
MSPGCL. It further subntied that it is only collecting the amount and giving to the
generation companies and MSEDCL is not responsible for the increase in tariff. As
regards the Review Order dated January 7, 2010, no revision has happened on this
account, and the impact of thense has been proposed to be recovered in the tariff of FY
201011.

Commi ssionds Ruling

The Commission has undertaken the present exercise of Annual Performance Review of
FY 200910 and tariff determination for FY 204100l under Section 61 and Section 62 o

the Electricity Act, 2003 (EA 2003) and all other powers enabling it in this behalf. The
Commission has analysed each head of expense and revenue sought by MSEDCL, and
has determined the revenue requirement to be passed on to the consumers after applying
prudence check.

2.29 Re-categorisation of consumers

Nag Vidarbha Builders Association submitted that the Commission, vide its Order, dated
August 17, 2009 (Case No. 116 of 2008) directed that the connections granted for the
purpose of construction activitiesay be categorised under L Tariff category instead

of temporary connection. However, MSEDCL issued the required Circular in November
2009 (after 3 months). MSEDCL, in the Petition, has again proposed to categorise the
construction activities under temm@ary connection. It requested the Commission not to
accept the proposal of MSEDCL for change of category and tariff.

TBIA proposed that environmefiiendly projects like Common Effluent Treatment
Plant and Hazardous Waste Management Plant, which have demsmed as Public
Utility even by the High Court may be treated in the same manner as Municipal Water
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Works and other Public Utility Organisation. TBIA also requested the Commission to
direct MSEDCL to charge HT Industrial tariff for industry related\aiéis including

R&D, canteen and such other activities at the earliest, as large number of industries in
Maharashtra have been affected by change of category for electricity consumption from
Industry to Commercial category for part of their consumption.

Thane Small Scale Industries Association (TSSIA) suggested that for Micro, Small and
Medium Enterprises (MSME), there must be a special category like in the case of
farmers, power looms etc., and concessional rates should apply for this category.

Kalyan Amlkernath Manufacturers Association and others submitted that every industry,

particularly micro and small, cannot afford to have R&D laboratories and therefore, it has
to be outsourced. It further requested the Commission to include all such industry related
services like R&D under Industrial category, as they have been formally recognised as
industry under Small Scale Service & Business Enterprise (SSSBE) by Government of
India.

Laghu Udyojak Sangh submitted that seasonal tariff should be at par withrth&E-fo
category.

Tata Metaliks Limited submitted that MSEDCL is supplying power to it at 33 kV feeder
and billing is done under HTIndustry, which is for express feeder. It further requested
the Commission to direct MSEDCL to change the billing catefjorg HT-I to HT-II.

Maharashtra State Cooperative Textile Federation Limited requested the Commission to
treat the cooperative spinning mills in the same manner as given to power loom industry.

Shri Balaji Fibres submitted that MSEDCL is not allowing GimgnPressing Unit to shift
from seasonal HT to HT | necontinuous seasonal (not on express feeder). It further
submitted that consumer should be given an option to opt for any tariff of his choice.

Akhil Bharatiya Grahak Panchyat suggested that a sepeatggory covering the LT
Flour Mills, LT Power looms and LT Cold Storage should be created.

Nashik Municipal Corporation submitted that MSEDCL is charging Government
Hospitals as per Commercial Tariff category, which should be modified from commercial
to concessional tariff category. It also submitted that street lighting load is mainly used
during the night hours, i.e., during gfeak time. For other categories, concession of Rs.
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0.75 per Unit is offered in TOD tariff, similar concession for streettriigiy category
should be considered. It also submitted that tariff rates for PWW and Sewage Treatment
Plants should be at par with agriculture tariff.

K.E.M Hospital requested the Commission tocategorise the hospital (presently
categorised under HIT Commercial) under HT Industry (Neexpress Feeder).

The Association of Hospitals and others submitted that all the charitable hospitals render
yeoman service to the Society and general public and play a vital role in supplementing
the Governmental facil#éis for health care. They are presently categorised undér LT
commercial category, which adversely affects their ability to provide quality service,
while the professionals like Lawyers, Doctors, professional Engineer, Chartered
Accountant, etc., using ¢lir residences and electricity for their professional activity are
covered under LT Category. It further submitted that it will be unfair to treat the Public
Charitable Trust Hospitals in the same class of consumers of electricity like shopping
malls, mutiplexes, cinema halls, theatres, etc., and even Section 62 (3) of Electricity Act,
2003 contemplates differential treatment of consumers based on the purpose for which
supply is required. It requested that there should be a separate concessional feategory
charitable hospitals.

Sandip Foundation submitted that educational institutes are not running to earn profit, so
operation of the educational institutes is not a commercial activity. The tariff of
educational institutes should not be equated witlerodommercial establishments like
shopping malls, theatres, etc., and electricity tariff for educational categories may be
determined lower than that for the industrial category.

Mahavir Jaina Mahavidyalaya submitted that it is presently charged unddt HT
Commercial Category, and requested the Commission-tategorise it under HVI
Grouping Housing Society or l-TDomestic category.

Software Exporters Association of Pune (SEAP), BSNL, Tata Teleservices and others
requested the Commission to ignore trayer of MSEDCL to reategorise IT/ ITES
Industry from Industrial to Commercial category. It has further requested the
Commission to categorise Software R&D and Product Testing Units under Industrial
category.
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Bhar at For ge s ub mi tenhtéadff stuctare is dvil§ EEabh&lLfay Bighp r e s
and low voltage categories. There is no separate category for EHV consumers and such
consumers are classified under HT Category.

Maharashtra Jeevan Pradhikaran submitted that due to increase in tariffsciglectri
expenditure has increased the Operation & Maintenance Cost of drinking water supply
schemes. It further requested that the tariff for water supply schemes should be framed
without any category, i.e., common for both HT/ LT metering and it shouldenotdre

than 100 Paise per unit and Rs. 15 per month as kVA charges.

Blackhill Investments Private Limited submitted that it should be categorised under HT
VI Residential instead of HT category.

Deepak Fertilisers and Petrochemicals Corporation Limitéengted that it should be
classified as HTl Industrial category instead of HT Commercial category.

MSEDCLOGs Response

MSEDCL submitted that the Commission has already examined this issue and has given
appropriate classification vide its Order datec¢®aber 30, 2009 (Case No. 31 of 2009).

Alt i s further clarified that the 6dcommerc
usi ng el ec tresidentialtngda hidwusoOmnioal 6 purpose, or w
classified under any other specifictegory. For instance, all office establishments

(whether Government or private), hospitals, educational institutions, airports, bus

stands, multiplexes, shopping malls, small and big stores, automobile showrooms,

etc., are covered under this categorizatioBlearly, they cannot be termed as

residential or industrial. As regards the documents submitted by the Petitioners to
justify their contention that they are 6C¢«
germane to the issue here, since the Electricity 2003 does not permit any

di fferentiation on the basis of the owners

MSEDCL submitted that the reduction of fixed charges may not be correct for some
categories like HAI Industries (Express feeder), HT PWW (Express feeder), etc., that are
exempted fom load shedding. Similarly, in case of HT Industries (d&press feeder)
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and HFPWW (Nonexpress feeder) consumers are subjected to limited duration of load
shedding and during the remaining period, these consumers are provided regular supply
of power. MSEDCL added that the Commission's decision to reduce the fixed charges
defeats the principle laid down in the Tariff Order dated May 5, 2000, where the
Commission ruled that the fixed costs should be recovered through the fixed charges and
observed thatie fixed charged component of tariff needs to be gradually increased.

As regard IT/ ITES Industries, MSEDCL submitted that as per Tariff Order in Case No.
72 of 2007 dated June 20, 2008,-LUT Non domestic Tariff is applicable to power
supply used for gpiances like lights, Fans, Refrigerators, Heaters, Small Cookers,
Radios, TV Sets, Battery Charger Equipmenta} machines, Small Motors up to 1HP
attached to appliances and Water Pumps. This clearly indicates that the applicability of
tariff is dependig upon the purpose of usage of Electric supply.

MSEDCL further submitted that according to IT & ITES Policy 2003, Industrial Tariff is
applicable to the activities covered under IT and IT Enabled Services. However, usage of
some activities is commercial nature. Some of the activities, which are of such types
are as below:

a. Computerized call centres:

b. Geographical Information System mapping & services
c. E-mail/ Internet fax provider

d. Computer system AMC holder

e. IT Solution Providers / Implementers (such asl ancluding Server/data banks,
Application Service Providers, Internet /Wbhsed eommerce service
providers, Smart Card customization service providers, systems integration
service providers)

f. Cyber Café /Cyber Kiosk/Cyber Parlours and Video ConfengndCentres
/Parlours

g. Back Office Operations relating to computerized data

h. BSNL activity and the mobile based communication (GPRS &CDMA) and its
allied cell sites (Towers)
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MSEDCL further submitted that it is essential to review the activities eligible for
registration as IT services & IT enabled services in IT & ITES Policy, as these activities
will be eligible for industrial tariff as against their commercial activity.

MSEDCL also submitted that the Mobile Towers are not declared under IT Policy to be
Industries. Hence MSEDCL has proposed that the Mobile towers be classified under
commercial categories.

Commi ssionds Ruling

The Commission has deliberated at length in Section 5 of this Order on the tariff
philosophy adopted by the Commission and the Cosion% rulings on various tariff
philosophy proposals made by MSEDCL in its APR Petition have also been elaborated in
Section 5 of this Order.

2.30Change of Consultant of the Commission

During the public hearings, Prayas Energy Group and several otheroobjsgbmitted
that such a prayen a tariff determination process would not be admissible.

The Miraj Advocates Bar Association and others submitted as under:

AVi de c¢cl ause (b) the petitioner has
exceeding his limitsWho should be the Regulatory Expert is the exclusive

concern of the Hondéble Commi ssi on. And
cComm

to make such a prayer. The HondObl e
prayer but should take a very serious note a§,tlotherwise in next Tariff
proposal the petitioner may come with a prayer that Regulatory expert be

appointed after taking consent/ approval

MSEDCLOGs Response

MSEDCL has not submitted any reply to the above objection
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Commi s Ruliogn 6 s

The Commission is of the view that such a relief cannot be sought by the distribution
licensee as part of the tariff determination process. Further, appointment of
Consultant/Regulatory Expert by the Commission for providing expert advice to the
Commission in its activities is the exclusive prerogative of the Commiskicaany case,

the experts or Consultants provide only analysis and help in the process and it is the
Commission, which has to take a view in each and every aspect of the final e@odm

the Orders it issue3he Commission reiterates its full faith in the ability and credibility

of its Consultants/Regulatory Experts.

2.31 Tariff Philosophy

Shri. Madhusudan Roongta and several others submitted that since FNO£L0h®
Commission hasigen directions to MSEDCL on several occasions to provide data for
implementing voltage level tariffs. However, MSEDCL has never submitted the required
data. They requested the Commission to implement veltege tariffs, based on
available feeder levelata, in the Tariff Order.

They also suggested that there should be only four consumer categories, viz.,
A agriculture consumers whose tariff should be lowest,

A industrial consumers whose tariff should be higher than that for agriculture
consumers but loweghan that for other categories,

A commercial consumers whose tariff should be higher than that for agriculture
consumers and lower than that for residential consumers, and

A residential consumers, whose tariff should be the highest.

Shri. N. Ponrathnam, authsed Consumer Representative, submitted that the
Commission should approve tariffs that reflect the cost of electricity in accordance with
Section 62 (3) of the EA 2003. If the Commission is not able to differentiate between
consumers in accordance witleciion 62 (3) of the EA 2003, then there should not be
any differentiation. However, if the Commission is able to differentiate between
consumers in accordance with Section 62 (3) of the EA 2003, then different categories

MERC, Mumbai Page68 of 269




Case Nolllof 200 MERC Order foMSEDCLfor APR of FY 208-10 and Tariff for FY 2Q0-11

should be created and the rati@nahould be clearly explained. He also submitted that
the tariff schedule proposed by MSEDCL is arbitrary and does not comply with the EA
2003, Tariff Policy, and MERC Tariff Regulations.

Akhil Bharatiya Grahak Panchyat (ABGP) submitted that MSEDCL hapgged to
retain the tariffs of Government owned and/or aided educational institutions at the
existing level. ABGP further submitted that if other consumers are going to subsidise the
Government owned and/or aided educational institutions, then this ptagddSEDCL
should not be accepted. ABGP added that Malls, Multiplexes, Railways, Advertisers,
Builders, Big shopping complexes, Temporary connections for exhibitions, etc., make
huge profits and hence, should be asked to pay higher tariffs.

TBIA submitted that the industries are being unduly burdened on account of the approach
of determining tariffs by considering higher quantum and cost of power purchase, to
make up for the higher transmission loss and distribution losses.

Tata Metaliks Limited submtiéd that the tariffs should be linked to availability of power

to various consumer categories. Sandip Foundation requested the Commission to reduce

the number of categories and reject MSEDCL
category.

Mula Pravara Eldgcdc Co-operative Society (MPECS) suggested that a comparison
should be made with the identical adjoining area of MSEDCL, in order to determine the
revenue from MPECS by considering retail supply tariff of MPECS at par with that of
MSEDCL and accordingly et revenue realisation based BST should be fixed for
MPECS.

Shri S.N. Singh, Chief Electrical Distribution Engineer, Railways submitted that the
existing traction tariff for the Railways should be reduced to a reasonable level by taking

into account the MEDCLG6s <cost of suppl y. He further
continue rebates/discounts at present level and to ensure that RLC and ASC are refund.

He also requested the Commission to waive off levy of Reliability Charges and FAC for
Railways.

Tata MotorsLimited (TML) submitted that Time of Day (TOD) tariffs should be made
more attractive by MSEDCL for flattening the demand. TML added that industrial tariff
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for consumers connected at EHV level should be at least 20% lower than the HT
industrial tariff.

Baaj Finserv Limited (BFL) submitted that open access consumers are HT consumers
and LT tariff should not be applicable to them for drawal of energy.

MSEDCLOGs Response

MSEDCL submitted that it has not suggested any new category in its tariff proposal in
the APR Petition for FY 20090. MSEDCL added that it has suggested a- sub
categorization of the LT I/ HT II Commercial category, in accordance with the
representation made by such institutions. MSEDCL has proposed to bifurcaté HT

II Commercial categées into Commercial (Govt. Aided institutes) and Commercial
(other than Govt. Aided), and the tariff of Govt. Aided institutes has been retained at the
existing level.

As regards the objection of Bajaj Finserv Limited, MSEDCL submitted that it is a
specific relief sought from the Commission, which does not fall under the purview of
MERC Tariff Regulations. However, MSEDCL will abide by the directions of the
Commission in this regard.

Commission's Ruling

The Commission has deliberated at length in Sectioof $his Order on the tariff
philosophy adopted by the Commission and the Commission's rulings on various tariff
philosophy proposals made by MSEDCL in its APR Petition have also been elaborated in
Section 5 of this Order.

2.32Regulatory Liability Charges

Shri NV Ghodake from Lloyd Steel Industries Limited submitted that MSEDCL has
recovered approximately Rs. 3220 Crore from consumers between December 2003 and
October 2006 as interest free loan, in the name of Regulatory Liability Charges (RLC).
Out of this, MEDCL had refunded Rs. 500 Crore in FY 2dBand Rs. 676 Crore in

FY 200910 and balance amount is around Rs. 2000 Crore. Shri. Ghodake and Shri.
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Madhusudan Roongta submitted that MSEDCL has not considered RLC refund for FY
201011. They added that sintl@s is an interest free loan and lying with MSEDCL since
December 2003, provision should be made for refund of at least Rs. 1000 Crore per year
so that balance amount of RLC can be refunded within 2 years.

R.L. Steels Limited submitted that out of Rs324Crore of excess recoveréddditional
Supply ChargesASC), only Rs. 659 Crore has been refunded and therefore, provision
must be made to refund the balance amount.

Shri. Pratap Hogade, Chief General Secretary, Janata Dal (Secular), Maharashtra
submited that in the previous APR Order, the provision of Rs. 500 Crore and Rs. 592
Crore has been made against RLC refund and ASC refund, respectively. However,
MSEDCL has not made any provision for RLC and ASC in its APR Petition for FY
200910.

MSEDCL &mns® e

MSEDCL submitted that the Commission introduced Regulatory Liability Charge in the
Tariff Order issued in December 2003. The refund through tariff mechanism has started
from June 2008. This refund was pursuant to the decision of the APTEL and the
subsequent decision of the Commission. APTEL pffa@e accepted the contention of
MSEDCL and had directed the Commission to review / reconsider its decision. As has
been directed, MSEDCL has refunded an amount of 500 Crore for F¥(Z088d an
amount of676 Crore for FY 2009.0.

MSEDCL further submitted that the last two years have seen an explosion in the rates of
primary fuel and hence, there has been a steep increase in the power purchase cost. This
steep increase has resulted in higher tariff foratesumers, since almost 80% of the

ARR pertains to power purchase cost and transmission cost. The RLC refund has to be
met through the tariff mechanism and the same needs to be recovered from consumers,
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which is then subsequently refunded to select guponsumers namely Commercial
and Industrial, which are both subsidising categories. In view of the above background
and the necessity of reducing the impact of tariff, it had not projected any RLC refund for
FY 201011.

As regards ASC refund, MSEDCL lsmitted that it had filed a separate Petition for the
determination of ASC refund amount before the Commission in FY-2008nd the
Commission issued an Order in Case No. 144 of 2008 in this regard. MSEDCL submitted
that ASC will be refunded in accordanesth the methodology prescribed in Case
No.144 of 2008. MSEDCL further submitted that it will continue refund of ASC till the
approved amount of Rs. 592 crore is exhausted and after that, it will stop refund of ASC
and approach the Commission for provglappropriate mechanism of refund of balance
amount of ASC along with a proper provision for compensation.

Commission's Ruling

Keeping in view the sentiments of the concerned consumers in this reabard,
Commission has ruled that the RLC amount has teehumded to theelevantconsumer
categoriesand he amount oRs. 500 crore foRLC refundhas beertonsidered for FY
201011

2.33Controllable and Uncontrollable expenses

Shri. Pratap Hogade, Chief General Secretary, Janata Dal (Secular), Maharashtra
submtted that MSEDCL has considered almost all the expenses as Uncontrollable

expenses. He requested the Commission to consider and analyse only uncontrollable
expenses of MSEDCL and the controllable expenses should be disallowed in totality.

Prayas Energy Gup, Pune submitted that MSEDCL considers distribution loss as a
controllable parameter only for sharing of efficiency gains. For achievement of
distribution losses 0.2% lower than the target set by the Commission, MSEDCL has
considered Rs. 66 Crore towarslsaring of gains, however, while proposing only 1%
loss reduction target for FY 2049, MSEDCL has not considered any sharing of
efficiency losses.
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Shri Anil Chavan submitted that every year, MSEDCL shows higher expenditure for
every head as against thapproved by the Commission by defining it as an
uncontrollable factor and demands truing He further submitted that it is observed that
whenever the decision of the Commission is not in favour of MSEDCL, it approached
Appellate Tribunal of Electricit{ATE) at public cost. He requested the Commission to
review the truingup system.

Shri R.B. Goenka submitted that MSEDCL has submitted that all expenses are
uncontroll able and It IS not foll owing the
submitted that in MRC Tariff Regulations, the segregation of controllable and
uncontrollable factors is not clear while in other States the segregation of controllable and
uncontrollable factors has been clearly given. He further suggested that the Commission

should issue wdelines, which clearly segregate controllable and uncontrollable
expenses.

MSEDCLOGs Response

MSEDCL submitted that the expenditure incurred by MSEDCL during FY -BG0OB

duly audited by Auditors and is legitimate and genuine and reasons for thehaaene

been outlined in the Petition. MSEDCL further submitted that the Commission has
approved the cost for FY 20a® by using inflation factors on the basis of revised

estimate for FY 20089 as submitted in APR Petition of FY 2008. Considering only

inflationary increase in expenses and ignoring practical and unforeseen expenses and
terming the same under Acontroll abl e expens
have direct bearing on the cash flows of MSEDCL. The expenditure of MSEDCL is
increasilg due to many reasons beyond the control of MSEDCL.

Commi ssionds Ruling

The Commi ssionds treatment of each head of
up for FY 200809, based on audited numbers and prudence check, has been elaborated

in Section 3of this Order. The Commission has also undertaken sharing of efficiency
gains and losses for FY 2008 for controllable factors, which has been elaborated in
Section 3 of this Order.
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2.34Incentives

Maharashtra State Cooperative Textile Federation Limitedestigd that load factor/
P.F. Incentive and TOD tariff incentives should be continued for all consumers.

Supreme Green Energy Solutions Private Limited suggested the implementation of
various incentives including Specific energy consumption incentive, Léactor
incentive, Insulation and loss leakage incentive and Solar Inverter Incentive. It also
suggested to encourage Distributed Power Generation.

Ispat Industries Limited submitted that at present there is a cap of 15% on the load factor
incentive on theenergy charges as compared to 25% in AP and the applicability of
incentive form a load factor of 40 % itself. It further requested the Commission to
consider such incentives and specify similar incentives.

MSEDCLOGs Response

MSEDCL submitted that it hasoh proposed removal of load factor/P.F incentives and
TOD tariff incentives in its Petition filed under Case No. 111 of 2009.

Commi ssionds Ruling

The Commissioragrees with the views of the consumers and as in thehgastetained
the incentives andisincentives for different consumer categories at the same level as in
the previous APR Order, as elaborated in Section 5 of this Order.

2.35 Definition of Billing Demand

Maharashtra Elektrosmelt Limited suggested that the definition of Billing Demand should
be changed for the consumers who have Captive Power Plant (CPP), and may be suitably
modified so that these consumers get some incentive from MSEDCL, as such consumers
contribute to decrease in demand.
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MSEDCLOS Response

MSEDCL submitted thathe matteris not pertaining to the present APR Petition.
However, it will abide by the Commi ssionds

Commi ssionds Ruling

Maharashtra Elektrosmelt Limited also filed a Petition before the Commission to seek
clarification on definition of Biing demand for consumers with CPP, who are governed
by the Commission's Order in Case Nos. 55 & 56 of 2003 read with MERC Order in
Case No0.116 of 2008 and the applicability of Load Factor Incentive to consumers with
CPP. The Commission has already diggbeff the Petition through its Order dated July
19, 2010 (Case No. 12 of 2010) and ruled as under:

"10. Clarification sought by the Petitioner:

The Commission in its Order in Case No0.116 of 2008, (Pg. No.241 of 249) has
clarified definition of Load Faor and Billing Demand. In accordance with this
definition, 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 demaawmbrded during the nepeak
hours, i.e.22.00 Hrs. to 6.00 Hrs. and therefore, even if the maximum demand
exceeds the contract demand in that duration, Load Factor Incentive would be
applicable. However, in this particular case, maximum billing demandnbas
occurred during 22.00 Hrs. to 6.00 Hrs., and hence the consumer is not eligible
for Load Factor Incentive, since recorded billing demand has been in excess of
Contract Demand of 43000 kVA.

It is pertinent to note that the Stabg demand componentnst mentioned in the
definition of 'Contract Demand' as mentioned in Case No0.116 of 2008. (Pg.
No0.245) and hence the relief sought by the Petitioner cannot be considered.”
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2.36 Security Deposit

Maharashtra Electricity Consumers Association submitted that tecegt on security
deposit is paid to the Consumers. It further suggested that interest at the rate of 12% and
above should be provided to the consumers.

Shri M.V. Vaidya submitted that as the billing cycle for domestic consumers has been
changed from bmonthly to monthly, additional security deposit should be refunded to
the consumers or billing cycle should be rolled back tmbnthly pattern.

MSEDCLOGsSs Response

MSEDCL has not submitted any reply to the above objection.

Commi ssionds Ruling

The intereson consumers' security deposit is payable atdtenf 6%, and the same has
been considered as an expense, while determining the ARR of MSEDCL.

2.37FAC Charges/ RGPPL Charges/ Additional Energy Charges

Lloyds Steel Industries Limited submitted that MSHDCis charging
FAC/RPPGL/Additional Energy Charges based on previous calculations. These charges
are declared at the end of billing month just before issuance of the monthly bills. The
Commission should direct MSEDCL to declare energy charges applicablkato
particular month at the start of billing month.

Maharashtra Elektrosmelt Limited submitted that MSEDCL has proposed to remove 10%
ceiling on FAC and to charge FAC on a differential basis. It further submitted that FAC
is being charged on the basisaminsumption of electricity and thus, it is directly linked

to the energy consumed by the consumer. Thus, the proposal submitted by MSEDCL is
against the provisions of MERC Tariff Regulations, 2005 and should not be considered.
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TBIA and others submitted th#ASEDCL is collecting huge amount of FAC Charges
and if cap on FAC is removed, the consumers will have to bear tariff shock each month.
MSEDCL is not losing any amount as in the truumgprocess the Commission is passing
whole power purchase expenseghi® consumers.

Maharashtra State Cooperative Textile Federation Limited objected for removal of 10%
ceiling on levy of FAC.

Shri. N. Ponrathnam, authorised Consumer Representative, submitted that the
Commission should not allow recovery of variable costpofver due to tariff of
generation not determined by CERC in FAC as it means violation of Section 62 (4) of EA
2003.

Shri Anil Chavan submitted that he is in favour of removing the 10% cap of FAC subject
to the restriction on distribution losses. He fartsubmitted that similar to FAC, Power
Purchase charges and T & D loss charges should be introduced for balancing the future
requirement of power.

MPECS submitted that FAC is being charged by MSEDCL on their actual consumption
while, from MPECS, FAC is drged by MSEDCL on total power purchases rather than
actual consumption. It also submitted that as it is resorting to load shedding in accordance
with instruction of MSEDCL, the ASC and cost towards purchase of costly power should
not be levied to it.

TataMotors Limited submitted that that it has observed serious discrepancies in respect
of the revenue collected by MSEDCL on account of FAC. It submitted that according to
its estimates, during FY 208, MSEDCL has recovered FAC of Rs. 1741 Crore as
againg Rs. 1574 Crore as submitted by MSEDCL in the Petition. It further requested the
Commission to reduce the FAC cap from 10% to 5%.

MSEDCLOGs Response

MSEDCL submitted that MSEDCL has proposed that the FAC should be levied on
proportionate basis and FAC Capl0 % to be removed.
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Commi ssionds Ruling

The Commission's detailed rationale and ruling in this regard have been elaborated in
Section 5 of this Order. As regarding revenue from FAC, the Commission has considered
actual revenue from sale of power, walhiincludes the FAC revenue of around Rs 1685
Crore, while doing provisional truing up of FY 20@0.

2.38 Additional Surcharge

Shri. N. Ponrathnam, authorised Consumer Representative, submitted that there is no
provision of charging additional surcharge daeostly power purchase from RGPPL as
approved by the Commission as it is violation of Section 62 (4) of EA 2003. The extra
cost incurred should be trued up in ARR only.

MSEDCLOGs Response

MSEDCL submitted that it is levying and recovering additional RIGB&pacity charge
in accordance with the Commission's Order dated December 3, 2009 in Case No. 61 of
20009.

Commi ssionds Ruling

MSEDCL is levying additional RGPPL capacity charges based on the Commission's
approval for the same, vide Order dated Decemb@0@9 in Case No. 61 of 2009. The
detailed rationale for allowing MSEDCL to recover this charge has been elaborated in the
abovesaid Order.

2.39Load Shedding

Shri Madhusudan Roongta and others submitted that MSEDCL has not followed the load
shedding protadl approved by the Commission. They submitted that MSEDCL has
always projected higher demand and lesser supply. He further requested the Commission
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to make some policy decisions by involving local bodies and associations in supervising
strict implementatin of Load Shedding protocol.

TBIA submitted that MSEDCL should submit a proper load shedding protocol for
Maharashtra in order to regulate the consumption of electricity and hours of availability.
It also submitted that procurement of power should be basddm power supply so as

to ensure zero load shedding.

Anil Chavan submitted that the power purchase cost for FY-RO0dhd FY 200940 has

been shown in the Petition after excluding the procurement of power for Zero Load
Shedding (ZLS) by MSEDCL. He fither submitted that it is the duty of MSEDCL to
supply the electrical power without load shedding subject to the availability of power.
Therefore, it is obligatory under law that the ZLS proposal should be discussed along
with the present Petition.

MASSIA submitted that ZLS should be removed as it has resulted in increase in average
cost of consumption. It further submitted that without increase in consumption it has to
pay additional 75 paise per unit under ZLS, which has resulted in increase in 1&78% p
unit cost.

MSEDCLOGs Response

MSEDCL submitted that ZLS is a revenue neutral mechanism operating in the State of
Maharashtra. The Commission is dealing with the matter under separate Petitions and
public hearings in the matter are also scheduled onP#igions. The present APR
Petition has been filed in accordance with Regulation 17 of MERC Tariff Regulations.

MSEDCL further submitted that the reconciliation process of cost of power purchased for
ZLS is carried out separately and submitted to CommmisSiberefore, neither the cost of
power purchase for maintaining ZLS nor revenue from reliability charge has been
considered in the current APR Petition of FY 2d@and Tariff Proposal of FY 2010

11.

Commi ssionds Ruling
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The Commission has undertakdr tpresent exercise of Annual Performance Review of
FY 200910 and tariff determination for FY 20410l under Section 61 and Section 62 of
the Electricity Act, 2003 (EA 2003) and all other powers enabling it in this behalf. The
issue of adherence to loadeslding protocol as well as the levy of Reliability Charges for
areas benefitting from ZLS, are being addressed through separate Petitions.

2.40Discounts/ Incentives to the Consumers

Bosch Limited submitted that prompt payment discount of 2% should be given t
consumers. It further submitted that the Commission should grant rebate of 1% on energy
charge applicable to EHV consumers.

Vidarbha Chamber of Commerce & Industry submitted that 50% of electricity of
Maharashtra is generated in Vidarbha region but aepefit is being given to the
consumers of this area.

MSEDCLOSs Response

MSEDCL submitted that it implements the incentive scheme as per the Commission's
directions. There are various incentive scheme already operational in state of
Maharashtra, i.e., PrommpPayment, Power Factor, Time of Day (off peak), Load Factor,
etc. These incentive schemes are approved by the Commission in various Tariff Orders.

MSEDCL submitted that it has not proposed such incentive scheme in the present APR
Petition of FY 200910. It further submitted that Commission is the competent authority

to decide on the matter and would deal with this issue while finalizing the APR Petition
of FY 200910.

Commi ssionds Ruling

Keeping in view the consumers' demardy Commission has retain#te incentives and
penalties at the existing levels, as elaborated in Section 5 of this Order.
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2.41 Direction for compliance of Regulations

Shri N. Ponrathnam submitted that Electricity Companies should be directed by the
Commission to enter into formal agments for space required for distribution
transformers in order to comply with Section 5.5 of MERC (Electricity Supply Code and
Other Conditions of Supply) Regulations, 2005.

MSEDCLOGs Response

MSEDCL submitted that it generally complies with the primris made in MERC
(Electricity Supply Code and Other Conditions of Supply) Regulations, 2005.

Commi ssionds Ruling

These aspects are not within the scope of the present exercise, which is being undertaken
to determine the truing up requirement for FY 2@ provisional truing up for FY
200910, and determination of ARR and tariff for FY 2010.

2.42 Quality of Power Supply

TBIA submitted that frequent power tripping and such other interruptions cause severe
loss to the production as well as equipment andiapges.

Tata Metaliks Limited submitted that it is getting low voltage, i.e.; 27 to 28 kV instead of
33 kV during peak hours. It further submitted that MSEDCL should ensure availability of
33 kV power on continuous basis to Tata Metaliks Limited.

GhardaChemicals Limited submitted that even connected on an express feeder, it is not
enjoying uninterrupted power supply as committed by MSEDCL.

Akhil Bharatiya Grahak Panchyat suggested that MSEDCL should remove the disparity
in distribution of electricity beteen the power supply to big cities and other places. The
consumers are paying the required cost of electricity and have a right to get uninterrupted
and quality supply for 24 hours, and a guarantee of continuous supply from MSEDCL.

MERC, Mumbai Page81 of 269




Case Nolllof 200 MERC Order foMSEDCLfor APR of FY 208-10 and Tariff for FY 2Q0-11

Shri A.R. Bapat submid that a performance review should be undertaken to study
various performance indices like SAIDI, SAIFI and CAIDI. He further submitted that
these indices will indicate yearly performance of MSEDCL.

Shri Manish Suri from Aryan Industries submitted tREBEDCL is doing load shedding
in areas other than Mumbai only because people of Mumbai are paying high costs. He
further suggested to do load shedding in Mumbai for at least 1 hour.

Nashik Municipal Corporation submitted that distorted waveforms are daubkdrv
MSEDCL's power supply and there is no restriction on THD harmonics. It requested the
Commission to direct MSEDCL to take necessary measures to restrict the harmonic
distortion in order to ensure quality supply to consumers.

Shri S.L. Deshmukh submétt that the energy audit system is required to be strengthened
at every level, i.e.subt at i ons, di stribution transfor mer
premises etc.

Sajag Nagrik Manch submitted that meters of only 10% ofl (IDomestic) and LTl
(Commercial) category have been checked after installation. Due to these outdated
meters, the electricity billed is much less as compared to electricity actually consumed.
This results in loss of revenue of MSEDCL.

MSEDCLOGs Response

MSEDCL submitted that theircle-wise Reliability Indices for FY 20689 and FY
200910 (up to Jan 10) is given in reply to query no. 44 of preliminary data gaps before
Technical Validation Session. The Reliability Indices over past two years are as under:

Year SAIFI SAIDI CAIDI
FY 200809 14.51 495.04 34.49
FY 200910 (up to Jan 10) 16.86 574.48 33.25
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MSEDCL further submitted that it has taken due note of consumer submissions, and it
will act in accordance with the directions given by Commission.

Commi ssionds Ruling

The Commission is of the view that concerns expressed by consumers regarding the
quality of supply are important, and MSEDCL should seriously look into the matter, to
ensure that the overall objective of supplying quality electricity of appropriate voltage to
the consumers is achieved. However, the same cannot be addressed by the Commission
in the present proceedings.

2.43Electronic Card Metering

Shri M.V. Vaidya submitted that MSEDCL has proposed to conduct a pilot project for
introduction of prepaid metering calthereby getting rid of meter reading and remote
control on energy usage. He further submitted that a fixed rate is required so that
consumer can buy a card meant for fixed units and consumption should be independent of
days.

Janhit Manch submitted that SEDCL should initiate phasgise program to install
electronic meters and/or promote jm&d meters that will effectively reduce under
recoveries, outstanding dues, distribution losses and power thefts.

MSEDCLOGs Response

MSEDCL submitted that it has en¢el in to ambitious plan in current fiscal to facilitate
mass meter replacement, i.e., replacement of electromechanical meters with electronic
meters.

1. MSEDCL submitted that it has purchased 25,80,784 Single phase and Three
phase meters both for new conmect& replacement of Faulty & Electro
Mechanical meters which are in service for more than 15 years in a systematic
way
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2. It submitted that out of the above quantity, 8,59,973 Nos. of single phase &
79,928 Nos. of three Phase Meters have been utilizetiebend of JariO for
replacement of faulty and Electromechanical meters.

3. Besides the above, it has placed an order for purchase of meters, which will be
received in phased manner.

MSEDCL submitted the status of Metering under APDRP scheme carried outhever
past few years, as under:

Installation of CT OP.
3 ph CT.Op. Meters at Ag Meters
meter DTC

Replacement of 1 | Installation of
ph static meters | 3 ph IP meter

Target | Achvt. | Target| Achvt. | Target| Achvt. | Target| Achvt. | Target | Achvt.

1686882 | 1149635| 73360 | 65412 | 4436 | 2765 | 30514 | 27494 | 375618 | 314385

Commi ssionds Ruling

The Commission's ruling in this regard and the rationale for the same has been elaborated
in Section 5 of this Order.

2.44 Additional voltage surcharge

Bhagwandas Ispat Private Limited and esth requested the Commission to direct
MSEDCL to stop levying voltage surcharge of 2% additional units to be billed for supply
to the consumers in case voltage is lower than that specified in Standards of Performance.
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Pudumjee Pulp & Paper Mills submittdtht MSEDCL has proposed to levy 2% voltage
surcharge on HT consumers having contract demand more than SoP limit in respect of
supply voltage. It further requested the Commission that any new Regulations should not
be made applicable to existing consumers.

MSEDCLOGs Response

MSEDCL submitted that the proposed voltage surcharge of 2% will be applicable to all
such consumers who have been released power supply at a voltage level below the
prescribed voltage level, irrespective of the date of connection.

Commis si onds Ruling

The Commission has approved MSEDCL's request for levying Voltage Surcharge of 2%
additional units to be billed, for supply to the consumers at voltages lower than that
specified in the SoP Regulations, as an Interim relief. This issueeleasdiscussed in
detail in Section 5 of this Order.

2.45Delayed Payment Surcharge

Ispat Industries Limited submitted that the interest on delayed payments and interest on
arrears forms the largest part of Non Tariff Income. It requested the Commissiorcto dire
MSEDCL to remove the 2% delayed payment charges and charge only 12% interest on
arrears as applicable for agricultural consumers, instead of the proposed 18%.

MSEDCLOGs Response

MSEDCL submitted that timely payment of dues is extremely important fraratpnal

point of view and also from the point of overall financial dispensation. In a regulated

regi me, al |l the recoveries as per the Commi
the obligations cast upon the Utility. Thus, any4payment has to b#ealt subsequently

and has to act as a deterrent so as to ensure timely payments.

MERC, Mumbai PageB85 of 269




Case Nolllof 200 MERC Order foMSEDCLfor APR of FY 208-10 and Tariff for FY 2Q0-11

MSEDCL further submitted that this is a very old provision continuing from last more
than 20 years. Therefore, it will not be prudent to adjust the same as suggested by
consumer at this stage.

Commi ssionds Ruling

The Commission's views in this regard have been elaborated in Section 5 of this Order.

2.46 Power Purchase Quantum

Tata Motors Limited submitted that if comparison is done between power purchase
guantum of FY 2009.0 of MSEDCL with respect to CEA, there is difference of 4312
MU in respect of MSPGCL. It further submitted that according to CEA Report, during
FY 200910, MSEDCL has purchased 91652 MU whereas MSEDCL has considered
available quantum of 85261 MU for FY 2009 in its Petition. It means that MSEDCL

has not shown 6391 MU in their ARR which corresponds to Rs. 2780 Crore at an average
cost of supply of Rs. 4.35 per unit.

Tata Motors Limited submitted that the revenue of these units should be considered while
working out ARR. It further requested the Commission to direct MSEDCL to furnish
authenticated Power Purchase data with copies of invoices of Power Purchased during
FY 200910.

Tata Motors Limited submitted that MSEDCL is having more dependency on

MS P G C Lotngaratovely low cost power but MSPGCL is failing oo~y basis to meet
MSEDCLOGsS requirement. It further submitted
MSEDCL purchased very costly power (941 MU) from traders even though it was not
approved in TariffOrder. MSEDCL is trying to recover this costly power through Tariff

Hike. It further submitted that there is significant potential to reduce ARR by Rs. 2000

Crore if MSEDCL makes long term power purchase plan from other sources and reduce
dependency on MSECL stations. It further suggested that MSPGCL should ensure to

supply targeted power with at least 10% growth and performance based disincentives
should be introduced by MSEDCL in Power Purchase Agreement with MSPGCL.

MERC, Mumbai Page86 of 269




Case Nolllof 200 MERC Order foMSEDCLfor APR of FY 208-10 and Tariff for FY 2Q0-11

MSEDCL's Response
MSEDCL has not rdped to this issue.

Commi ssionds Ruling

The Commission has been regularly directing MSEDCL to enter into the necessary long
term power purchase agreements at reasonable prices, to mitigate the-deppndap

in its licence area. For FY 204, basedn the projected sales and allowed distribution
losses, the energy requirement and power purchase from various sources has been
considered, as el aborated in Section 4 of
projections of sales and power purahathe power purchase from traders has been
estimated as nil.
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3 TRUING UP OF AGGREGATE REVENUE REQUIREME NT FOR
FY 200809

MSEDCL, in its Petition for Annual Performance Review for FY 2009 and
determination of revenue requirement and tariff for FY @01, sought approval for
final truing up of expenditure and revenue for FY 20@8based on actual expenditure
and revenue for FY 20089 as per audited accounts.

In this Section, the Commission has analysed all the elements of actual revenue and
expenss for FY 200809, and has undertaken the truing up of expenses and revenue after
prudence checkzurther, for FY 20089, the Commission has approved the sharing of
gains and losses on account of controllable factors between MSEDCL and the consumers,
in accordance with Regulation 19 of the MERC Tariff Regulations, in this Section.

3.1 Sales

MSEDCL submitted the montlise actual categorwise sales in FY 20089 in the
Formats annexed to the APR Petition. The summary of actual sales in FYO2088
given inthe Table below:

Tabl e: MSEDCLOGs Act0a al Sale@MUy n FY 2008

Sl. Particulars APR Order Actuals Allowed after final
truing up
1 Sales 57796 58171 58171

The actual sales reported by MSEDCL have been higher than the sales originally
considered in th&PR Order, by 375 MU. In the previous APR Order, the Commission
had obtained the details of categevise sales from April 2008 to March 2009, and
MSEDCLOGs e s-neteraa tageicultufal cansumption, at 7097 MU, was accepted
for the purpose of provisnal truing up.

In the present APR Petition, MSEDCL has provided details of actual sales to metered
categories over the entire year, and has estimatadetered agriculture consumption
using the method approved by the Commission, i.e., based on recamtgdnption of
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metered agricultural consumers for FY 2a The Commission has hence, considered
the actual sales as reported by MSEDCL under the truing up process.

3.2 Distribution Losses and Energy Balance

MSEDCL submitted that the Commission in theRAPrder dated August 17, 2009 has
determined distribution loss for FY 2008 as 26.20% with a distribution loss reduction
target of 4% for FY 20089, which works out to a target loss level of 22.20%. MSEDCL
submitted that the actual distribution loss foY 200809 was 21.98% and the over
achievement of 0.22% translates to revenue of Rs 44 Crore (0.22% of Rs 20159 Crore),
which needs to be shared as per Regulation 19 of MERC Tariff Regulations.

The Commission observed that for computing the Energy Balandethe efficiency
gains, MSEDCL has considered the Energy Input at Transmission Periphery as 78360
MU, whereas in Forr2, it has submitted the same as 78630 MU. The Commission has
accepted the Energy Input at Transmission Periphery as 78630 MU, basednes
submitted by MSEDCL, where the sowwese purchases have been provided.

The Commission has considered the sales projections as approved in the earlier
paragraphs. The pooled irtBdate transmission losses for FY 2608 has been

considered as 4.86, based on the inputs received from the Maharashtra State Load
Despatch Centre (MSLDC) under its Interim Balancing and Settlement Mechanism
(1'BSM). The distribution | oss i-comMREDBCLOS sY
22.24%, as ¢ o mpaubmissiontob2l.98BEDCL 6

Though, MSEDCL has claimed sharing of efficiency gains on account of lower than
normative distribution loss, the-semputed distribution loss is higher than the normative
distribution loss, hence, the Commission has computedffibeecy loss on account of

the higher distribution losses, as discussed in a subsequesgdidn under this Section.

The Energy Balance for FY 20@® for MSEDCL as submitted by MSEDCL and as
approved by the Commission is given in the Table below:

FY 200809
Particulars Units

Petition Approved
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FY 200809
Particulars Units
Petition Approved
Purchase from MSPGCL MU 46,257 46,257
Purchases from other sources within the State MU 7928 7928
Total Purchase from within the State MU 54,185 54,185
Effective gross purchase from outside the State MU 25,686 25,686
Central Generating Station MU 22,053 22,053
Ul MU 797 797
Kawas/ Gandhar/ Traders MU 2,835 2,951
Inter-State transmission losses % 5.88% 483%
Net purchase from outside the State MU 24,176 24446
Total Power Purchase payable MU 79,870 79,870
Energy at Transmission Periphery MU 78,360 78,630
Intra - State Losses % 4.85% 4.86%*
Energy at Distribution Periphery MU 74559 74809
Distribution losses % 21.98% 22.24%
Energy Sales MU 58171 58171

Note: * Based on inputs received from MSLDC @mdhe Interim Balancing and Settlement Mechanism

3.3 Power Purchase Quantum and Cost for FY 20089

The Commission, in its APR Order for FY 2008 in Case No 116 of 2008 dated August
17, 2009, approved power purchase quantum of 77567 MU and total powbageir
expenses of Rs 17774 Crore for FY 2@ The Commission also considered the intra
State transmission charges payable by MSEDCL at Rs 1744 Crore for FN020068sed
on the approved transmission tariff and SLDC charges for FY-2008

MSEDCL, in its APR Petition, submitted that the actual power purchase expenses for FY
200809 are Rs. 18054 Crore and the actual transmission charges paid to MSETCL for
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FY 200809 are Rs. 1739 Crore. Hence, MSEDCL requested for true up of Rs. 280 Crore
towards power prchase expenses and R9. § Crore towards transmission charges.
MSEDCL also submitted that the increase in power purchase expenses is because of the
increase in MSPGCLOs FAC, i ncrease in cost
crore) and increase inhe& transmission charges paid to PGCIL on account of
commissioning of new inteBtate transmission lines

The Commission has considered the actual power purchase expenses for the period from
April 1, 2008 to March 31, 2009, based on the audited accourftdS&DCL for FY
200809, after deducting power purchase cost pertaining to ZLS scheme.

As regards power purchase from Renewable Energy (RE) sources, based on actual power
purchase details submitted by MSEDCL for FY 2@ it is observed that MSEDCL

has puchased around 3.36 % of energy from renewable energy sources against the target
of 5%. The Commission, in its Order in the matter of long term development of
renewable energy sources and associated regulatory (RPS) framework in Case No. 6 of
2006 dated Agust 16, 2006, while stipulating the enforcement of the RPS framework
vide Para 3.1.9 stipulated as follows:

A Enf or c Emeigible Persons will have to comply with their RPS

obligations as stipulated under Clause 2.6.8 of this Order subject to comsliti

stipulated under cl. 2.10.7 and cl. 2.10.8. Shortfall in RE procurement by Eligible

Persons shall be treated as nooo mp|l i ance with the Commi s
and shall attract action as per appropriate provisions of EA 2003. The
Commission directs EDA to report such incidences of failure to comply by

Eligible Persons, to the Commissioburing first year of RPS operating

framework, i.e., 20087, there shall not be any charge towards enforcement.

However, the Eligible Persons shall be liable to payhe rate of Rs 5.00 per unit

of shortfall in 200708, Rs 6.00 per unit of shortfall in 2008, and Rs 7.00 per

unit of shortfall for 2009L0. Such charges towards shortfall in renewable energy
procurement levied on distribution licensees willnot be@alwe d as dépass t h
expenses under their Annual Revenue Requi
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However, in the context of enforcement on account offutfiitment of the RPS target,
Petitions for waiver of the RPS target were filed by MSEDCL, Ribfrand BES in

Case Nos. 104, 122 and 125 of 2008, respectively. The Commission, in its Order dated
August 7, 2009, in the above mentioned cases stipulated as under:

i38. The Commi ssion is of the view that
licensees for RE pomrement, the failure to generate RE power or install
capacity sufficiently in advance, despite contracts being in place (in case of
MSEDCL) will have to be addressed through suitable contracting arrangements.

In this context, the Commission notes that ohthe licensees, namely, TPC has

been able to achieve the RPS target.

39. Further, considering yedo-year shortfall in RE capacity addition, the
Commission is of the view that it would not be practical to expect that such
shortfall can be made good enmulative basis by the end of FY 240 Hence,

the Commission believes that in pursuance of Cl. 2.6.12 of RPS Order (Case 6 of
2006), it would be most appropriate to modify the RPS percentage requirement
for FY 200708, FY 200809 and FY 20090 to belower of (a) RPS target as
specified under CI. 2.6.7 or (b) actual achievement of RPS target in respect of
each O6EIl igible Persond. o

In view of the above, the Commission has considered the actual purchase from renewable
sources for FY 20089.

As regardstie cost of power purchase from RGPPL, for the purpose of this Order, the
Commission has considered the actual cost paid to RGPPL. However, the matter of
RGPPL tariff as determined by the Central Electricity Regulatory Commission for this
period is being dtated by RGPPL before the Appellate Tribunal for Electricity (ATE),
and the matter is pending with the ATdhd hence, the Commission directs MSEDCL to
submit the detailed analysis of impact of ATE Judgment and relevant CERC Orders
pertaining to RGPPL, ithe next tariff determination process.

As regards the transmission charges paid to MSETCL for FY-200&heCommission
has considered the actual charges of Rs. 1739 Crore. The summary of the power purchase
expenses considered by the Commission forupupurposes is shown below:
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Table: Power Purchase Cost and Transmission Charges considered for Trde for
FY 200809 (Rs Crore)

: APR Claim for Truing Approved after
Particulars : .
Order Up by MSEDCL final truing up
Power Purchase Cost 17774 18054 18054
Intra-State Transmission Charg 1744 1739 1739

3.4 O&M Expenses

Operation & Maintenance (O&M) expenditure comprises of employee related
expenditure, Administrative & General (A&G) expenditure, and Repair & Maintenance
(R&M) expenditure. soh&chbd thé rads af O&Wi expenditune

for FY 200809, and the Commissionds ruling on the
heads are detailed below.

3.4.1 Employee Expenses

MSEDCL submitted that the total actual employee expenses for FY-GD@&s Rs

2486 Crore as against Rs 2276 Crore approved by the Commission in the previous APR
Order. MSEDCL submitted that the main reason for the increase in the employee
expenses is because the impact of pay revision approved by the Commission in the
previous APR Ordewas Rs.364 Crore, whereas the actual expenditure in this regard is
Rs 417 Crore (towards basic pay, dearness allowances and other allowances). MSEDCL
also submitted that in the previous APR Order, the impact of pay revision on terminal
benefits such as pvsion for gratuity and leave encashment was not considered.
MSEDCL submitted that the provision for gratuity and leave encashment has increased
considerably due to pay revision.

MSEDCL submitted that it is very difficult to capture correct financial iohgd wage
revision as well as variation in the rate of Dearness Allowance and this head of
expenditure should be classified as uncontrollable.

MSEDCL requested the Commission to consider-tnueof Rs 210 Crore, as per actual
audited expenses.
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MSEDCL aded that it had considered Rs 88 Crore as net employee expenses
corresponding to deferred expense for Earned Leave Encashment as per the
Commi ssionds Order dated June 20, 208.08 on M
MSEDCL added that as per audited Accsufdr FY 200809, the employee cost has

been capitalised at a rate of 8.30%.

Considering the details of actual employee expenses submitted by MSEDCL, the
Commission has accepted the actual employee expenses for FO2008er the truing

up exercise. Theapitalisation of employee expenses has been considered at the same
percentage as the actual capitalisation submitted by MSEDCL. The summary of the
employee expenses approved by the Commission under the truing up exercise has been
shown in the following Tale:

Table: Employee Expenses (Rs Crore)
Particulars APR Order Actuals | Allowed after
truing up

Gross Employee Expenses 2301.00 2615.41 2615.41
Less: Expenses capitalized 114.00 217.02 217.02
Employee ExpenseéNet after capitalisation 2188.00 2398.39 2398.39
Deferred expense for Earned Leave

88.00 88.00 88.00
Encashment
Net Employee Expenses 2276.00 2486.39 2486.39

3.4.2 A&G Expenses

MSEDCL submitted that the actual net A&G expenses incurred in FY-@908ere Rs
318 Crore as against R@R2Crore approved by the Commission in the APR Order for FY
200809. The reasons for increase in A&G expenses for FY Zl&s submitted by
MSEDCL are as follows:
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A Rent and Taxes: Rs.5 Crore Cess paid to excise department by Vashi circle,

which was not cosi der ed
considered for FY 20089.

A Security Arrangements: The threat of misappropriation, theft, damage, etc., is

hi gher

assets are lgely in the open area. Hence, in order to protect the properties and
employees of MSEDCL, additional security measures were provided, which has

n

i n

MSEDCLGOGs

increased the security expenses.

A Expenditure on computer billing: The actual expenditure is higher because of

M Sidt B ROO&09, pas bdert i o n

cenced ar ea

of

suppl

increase in number of consumers and increase in rates, coupled with innovative
ideas such as photo meteading.

The Commission is of the view that A&G expenses, being controllable in nature, cannot
be allowed to increase at the rates considered by MSEBX@L. MSEDCL has to share

the efficiency loss due to controllable factors as provided under the MERC Tariff

Regulations. However, the Commission has allowed the expenditure on Cess paid to the

Excise Department. For truing up of other $w#ads of A&G expeses for FY 20089,

the Commission has considered the expenses as approved in the provisional true up for

FY 200809 in the APR Order dated August 17, 2009. The capitalisation of A&G

expenses has been considered as 9 %, based on the actual capitadigatarY 2008

09.

The summary of A&G expenses approved in the APR Order, actual A&G expenses, and
A&G expenses approved after truing up for FY 2@®8has been shown in the following

Table:
Table: A&G Expenses

(Rs Crore)

Particular APR Order Actuals Allowed after truing up
Gross A&G Expenses 250.46 349.52 255.46
Less: Capitalisation 49.86 31.98 23.37
Net A&G Expenses 200.60 317.54 232.09
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However, the difference between the actual A&G expenses and the A&G expenses
allowed after truing ugor FY 200809 has been considered as a controllable efficiency
loss and has been shared between MSEDCL and the consumers in accordance with
Regulation 19 of the MERC Tariff Regulations, as explained later in this Section.

3.4.3 R&M Expenses

MSEDCL submitted tht the actual R&M expenses for FY 2008 were Rs 599 Crore,

as compared to the R&M expenses of Rs. 458 Crore approved by the Commission in the
APR Order for FY 20089. MSEDCL submitted that the increase in R&M expenses in
FY 200809 is attributable to #hincrease in the R&M of lines and underground cables,
which in turn is on account of the following reasons:

A MSEDCL submitted that till FY 200@8, the entire transit insurance, vehicle
running expenses, transportation expenses, advertisement of tenalésss,n
incidental stores expenses, other material related expenses and fabrication charges
were being charged to the revenue account. However, during the year, all these
expenses amounting to Rs.16.04 Crore have been charged to revenue account and
capital works in ratio of usages of material being used for repairs and
maintenance. Hence, Rs.3.05 Crore have been charged to Repairs and
Maintenance, as part of these expenses for the material used for Repairs and
Maintenance.

A There was requirement for signiéict R&M works mainly due to ageing effect
and norattendance to the critical R&M needs in the past owing to paucity of
funds. R&M expenditure includes the works like replacement of HT & LT
Cables, Distribution boxes, LT & HT poles, single phase/three filbiésgperated
Meters, DTC Maintenance, -earthing, providing guarding, crimping of jumpers
at cut points, labour charges on all above, etc. Most of the distribution networks
are overhead and therefore, susceptible to the onslaught of environment and other
related factors. In order to improve the system and reduce distribution losses, the
old cables, distribution transformers, meter panels and relays have been replaced
in affected areas.
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A In the coastal and hilly areas, the corrosion effect is very promiraet,
consequently, the R&M expenses are higher.

As the Commission is undertaking the truing up of expenses for FY-GD@&sed on
actual expenses subject to prudence check, the Commission has considered R&M
expenses of Rs 458.22 Crore for FY 2@Bas aproved in the previous APR Order.

The Commission has not considered the additional expenditure claimed by MSEDCL,
over and above the approved expenditure, since there has been nordirtey
circumstance necessitating additional R&M expenses, and allrgasons given by
MSEDCL are occurrences that occur every year. Further, the explanation given by
MSEDCL regarding change in accounting policy, actually results in reducing the R&M
expenses booked under revenue expenditure, rather than increasing, ithdlalbowed

R&M expenses as a percentage of opening GFA is already 4.20%, and cannot be allowed
at higher rates of around 5.5 % of opening GFA, as sought by MSEDCL. However, the
difference between the actual R&M expenses and the R&M expenses alloweduafte

up for FY 200809 has been considered as a controllable loss and has been shared
between MSEDCL and the consumers in accordance with Regulation 19 of the MERC
Tariff Regulations, as explained later in this Section.

The summary of R&M expenses apped in the Order, actual R&M expenses and R&M
expenses approved after truing up for FY 2008has been shown in the following
Table:

Table: R&M Expenses (Rs Crore)

Particular APR Order Actuals Allowed after truing up

R&M Expenses 458.22 598.78 458.22

3.5 Revised Capitalisation for FY 200708

In its previous APR Order for MSEDCL dated August 17, 2009, while trumof FY
200708, the Commission provisionally considered capitalisation of Rs. 463.16 Crore, as
against Rs. 1108 Crore submitted by BIBCL anddirected MSEDCL as under:
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AAs regards whether projected benefits h
consumersthe Commission directs BEST to submit the detailed report with
established benefits visvis the benefits projected, within ongonth from the

issuance of this Order. The Commission, at the time of annual performance

review, shall consider revision of approved capitalisation for FY ZUB)7if
necessary, upon scrutiny of BESTO6s submis

As MSEDCL has not subnted the detailed report on cdstnefit analysis of the capital
expenditure schemes carried out in FY 2087 the Commission has retained the
capitalisation during FY 200@8 at Rs. 463.16 Crore as approved in previous APR
Order.

3.6 Capital Expenditure and Capitalisation

MSEDCL, in its APR Petition for FY 20090, has submitted that the total capitalisation
considered by MSEDCL for FY 206@ is Rs. 1481 Crore, while the Commission had
approved Rs. 942 Crore in the APR Order. The project details andl ecagptnditure
and capitalisation as considered by MSEDCL are shown in the Table below:
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Investment during the

Capitalisation during the

Project Title
year year

Infrastructure Plan works 114.50 96.24
Gaothan Feeder Separation Scheme - Phase | 229.09 192.54
Gaothan Feeder Separation Scheme - Phase I 107.46 90.317
Gaothan Feeder Separation Scheme - Phase I 8.55 7.19
Fixed Capacitor Scheme 1.90 1.59
AMR 6.27 5.27
FMS 0.73 0.6
APDRP
Phase-| 71.37 59.97
Phase-II 90.70 76.2
R-Apdrp A 0.04 0.0
R-Apdrp B 0.00 0.00
Internal Reform
DTC Metering

Phase-Il (Part1&Il) 18.77 15.74
Phase-lIlI 0.37 0.3
MIS 0.48 0.40
DRUM 96.8¢ 81.35
Load Management 7.58 6.37
Distribution Scheme
P.F.C.Urban Distribution Scheme 49.29 41.42
MIDC Interest free Loan Scheme 0.47 0.39
Evacuation 0.09 0.09
Evacgatlon Wind Generation 161l 139
(Captive Power)
Agriculture Metering 40.94 34.42
RGGVY 60.47 50.87
R E Dist
I-RE/ND
DPDC / Non-Tribal 153.99 129.4(
DPDC / SCP 38.45 32.31
DPDC /TSP + OTSP 41.54 34.91
Rural Electrification 3001 25 2
(Grant) ) )
SPA:PE 231.34 194.44
P:SI 39.49 33.17
P:1E 38.80 32.6(
11I-JBIC
JBIC 22.61 19.00

ERONIUMARH A | 62.69paged9 of 269 52.64
Back log 195.47 164.21
Total 1761.71 1480.5]
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As per Regulations 59.3, 60.1, 71.3 and 72.1 of the MERC Tariff Regulations, the
approved investment plan of the distribution licensee shall be the basis for detgrmin
the annual allowable capital cost for each financial year for any capital expenditure
project initiated on or after April 1, 2005 with a value exceeding Rs 10 Crore.

The Commission sought scheiwese details of capitalisation claimed by MSEDCL and

its funding, which MSEDCL has not submitted. With the schemes clubbed together, it is
difficult to ascertain whether the schemes capitalised have been approved by the
Commission. However, based on the data available with the Commission, the total
capitalisaton for FY 200809 corresponding to capital expenditure schemes approved by
the Commission amounts to Rs. 711.97 Crore out of total capitalisation of Rs 1481 Crore
proposed by MSEDCL. The details of schemes approved by the Commission based on
the Detailed Poject Report (DPRs) submitted by MSEDCL, are shown in the Table
below:
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(Rs. Crores)

Capitalisation during the year (FY 08-09)
Opening Investment Closing
Project Title CWIP durlnega:he Works Interest Expense Total CWIP
Y Capitalised Capitalised Capitalised Capitalisation

Infrastructure Plan works 256.74 114.5( 79.79 2.33 14.11 96.24 275.02
Gaothan Feeder Separation 230.4 229.04 159,64 469 28.23 19257 266.94
Scheme - Phase |
Gaothan Feeder Separation 0.0 107.44 74.84 2.19 13.24 90.31 17.15
Scheme - Phase Il
Gaothan Feeder Separation 0.00 8.5 5.96 0.17 1.04 7.19 1.34
Scheme - Phase llI
Fixed Capacitor Scheme 0.00 1.9 1.32 0.04 0.23 1.59 0.31
AMR 0.09 6.27 4.37 0.13 0.77 5.27 1.04
APDRP
Phase-I 516.117 71.37 49.73 1.45 8.79 59.97 527.57
Phase-Il 15.27 90.7¢ 63.20 1.84 11.17 76.22 29.74
R-Apdrp A 0.00 0.04 0.00 0.09 0.00 0.04 0.0
Internal Reform
DTC Metering
Phase-ll (Part1&ll) 3.04 18.71 13.08 0.38 2.31 15.79 6.03
Phase-lll 0.00 0.37 0.24 0.01 0.05 0.31 0.04
DRUM 23.00 96.80 67.46 1.97 11.93 81.35 38.45
Distribution Scheme
Agriculture Metering 0.00 40.94 28.54 0.83 5.0 34.42 6.54
RGGVY 31.93 60.47 42.14 1.23 7.4 50.87 41.59

1076.53 847.2( 590.37 17.23 104.37 711.97 1211.7

The Commission also observed that most of schemes categorised by MSEDCL under
Non-DPR schemes were in excess of Rs 10 Crore, for which, DPRs have to be submitted,
and prior approal of the Commission has to be obtained.

Hence, the Commission has not considered capitalisation of schemes entailing capital
outlay in excess of Rs 10 Crore, but for which, no DPRs have been submitted to the
Commission for approval. MSEDCL in its Petitithas submitted a total capitalisation of

Rs. 1481 Crore and has not segregated capitalisation into DPR schemes @bBRNon
schemes.

The Commission, in its previous APR Order, ruled that
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Al n view o ademeal rdeptbevCemmission has decidbdt the
total capital expenditure and capitalisation on neDPR schemes in any year
should not exceed 20% of that for DPR schemes during that yd@ar achieve
the purpose, the purported n@PR schemes should be packaged into larger
schemes by combiningimilar or related norfDPR schemes together and
converted to DPR schemes, so that therinciple approval of the Commission
can be sought in accordance with the guidelines specified by the Commission.

Further, in the absence of documentary evidence the stated purpose and
objective of the capex schemes have been achieved, the Commission is restricting
the capitalisation considered for the purposes of determination of ARR and tariff.
Once MSEDCL submits the necessary justification to prove thatctipe sand
objective of the capex scheme has been achieved as projected in the DPR, the
same may be considered in future Orders. MSEDCL is directed to prioritise the
capex schemes based on importance and the schemes may be implemented in
phased manner to mmise the impact on transmission cost.

For the purpose of provisional truing up for FY 2008, the Commission is of the
view that the benefits of capex schemes need to be examined and until it is
ascertained that the projected benefits actually accruettie benefit of the
stakeholder, it would not be appropriate to allow such expenses. Moreover,
MSEDCL has not submitted the details of actual capital expenditure and
capitalisation in FY 20089 till date. Accordingly, out of proposed capitalisation

of Rs2859.59 Crore by MSEDCL during FY 2008, the Commission has
considered total capitalisation of Rs. 941.71 Crore during FY ZDM&quivalent

to 50% of the capitalisation of DPR schemes for whieprinciple approval has
been granted by the Commissiavhich amounts to capitalisation of Rs 939.46
Crore and capitalisation of neBDPR schemes of Rs 2.25 Crofae Commission
shall consider actual capitalisation of the DPR schemes during FY 2008at

the time of annual performance review for FY 2049, sulect to prudence
check and upon evaluation of actual cebenefit derived in respect of DPR
schemes vis-vis projected cosbenefit analysis presented at the time of
granting in-principle approval for such DPR schemes.
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Out of proposed capitalisation dRs 5821 Crore during FY 20adD, the
Commission has only considered DPR schemes for whiphinaiple approval
has been granted. Further, as stated earlierpiimciple approval does not

absol

vV e

t he

Utilityos

seni

or

shbanefd g e me n t

analysis and prioritise the DPR schemes before initiating implementation, and
hence, the Commission has considered capitalisation of DPR schemes for FY
200910 as Rs. 1297.73 Crore. Upon ascertaining the actuatimesefit analysis

of various shemes, which have been grantedpimciple approval, the
Commission shall undertake trug of capitalisation subject to prudence check

during Annual

Performance Review for

FY 2a0®R Accordingly,

the

Commission has considered the capitalisation for jpeeod as shown in the
Table below:

Table: Capital Expenditure and Capitalisation (Rs Crore)

Particulars FY 200809 FY 200910
APR Revised Approved MYT Revised Approved
Order Estimate by Order Estimate by
MSEDCL MSEDCL
Capital Expenditure| 2471.35 1427.00 - 524.00 6913.68 -
Capitalisation 1414.03 2859.59 941.71 1026.93 5821.43 1297.73

0 enfphasis added

However, the Commission is yet to receive any -bestefit analysis report from
MSEDCL. Hence, the Commission has considered 50% of approyet@lisation for
DPR schemes and the total capitalisation onDBR schemes have been capped at 20%
of that for approved DPR schemes during that year, as summarised below:

Table: Capital Expenditure and Capitalisation (Rs Crore)

Particulars FY 200809
APR Order Actuals Allowed after
truing up
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Capital Expenditure - 1761.77 -

Capitalisation 941.71 1481
(Approved DPR
SchemesRs 712

Crore) 427.18
DPR Schemes 355.99
NonDPR Schemes 71.20

Hence, the capitalisan of Rs. 427.18 Crore has been approved for FY Z808n a
provisional basis, since MSEDCL has to establish that the projected benefits, as
submitted to the Commission at the time of seeking approval of the DPR, have actually
accrued. The Commissionrdcts MSEDCL to submit the detailed report with established
benefits visavis the benefits projected, within one month from the issuance of this
Order.

3.7 Depreciation

The Commission had considered depreciation to the extent of Rs 400.10 Crore for FY
2008-09 in the APR Order dated August 17, 2009, which amounts to 3.69% of Opening
level of Gross Fixed Assets (GFA) of MSEDCL for FY 2608

MSEDCL, in its APR Petition, has claimed depreciation on both opening GFA and
assets added during the year, whieas not sought in its previous APR Petition. The
Commission has accepted the request of MSEDCL to allow depreciation on the assets
capitalised during the year.

MSEDCL, in its APR Petition, claimed the depreciation as Rs 465.85 Crore, at an overall
depreaation rate of 3.95% corresponding to opening GFA of 11805.97 Crore.

In view of revised value of capitalisation as approved under previous paragifaphs,
approved depreciation expenditure for FY 2@3B8is summarised in the following Table:

Table: Depreiation Projected by MSEDCL (Rs Crore)
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Particulars FY 200809
APR Order Actuals Allowed after
truing up
Depreciation including AAD 400.10 465.85 408.12
Opening GFA 10831.14 11805.97 10831.13
Depn as % of Op. GFA 3.69% 3.95% 3.77%

3.8 Interest Expenses

The Commission, in its APR Order dated August 17, 2009, had approved interest
expenses of Rs 238.33 Crore, after considering the interest on debt corresponding to
capitalised assets only. MSEDCL, in its present APR Petition, has claimed that
MSEDCLOGSs actual I nt earne $oans ia XY €008% et a n l ong
capitalisation, is Rs 369.89 Croes summarised in the following Table:

Table: Interest Expenses for FY 20608 (Rs Crore)

Particulars O?olTeRr’ Actuals
Op. Balance 2484.04 3630.72
Additions 437.02 776.81
Repayments (240.62) (408.56)
Cl. Balance 2680.44 4024.72
Gross Interest Expense 258.22 405.72
Less: IDC (on Existing Loans) (19.88) (35.83)
Less: IDC (on New Loans)

Net Interest Expense 238.33 369.89
Average interest rate (%) 9.2% 10.6%

MSEDCL, in its Petition, has not considered any consumer contribution in F¥:0808
However, MSEDCL's Audited Accounts show consumer contribution during FY-2008
09. In reply to the Commission's queries in this regar8EBMICL, in its replies dated
August 17, 2010, submitted funding pattern as below:

Table: Funding Pattern (Rs Crore)

Sl. | Particulars FY 200809
1 | Capital Expenditure 1761.77
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Sl. | Particulars FY 200809

2 | Amount of Capitalisation 1480.51
3 | Sources of Funds

4 | Consumer Contributio 262.95
5 | Grants received during the year 446.27
6 | Net Capital expenditure after deducting CC and grants 1052.55
7 | Debt 701.23
8 | Equity -Government of Maharashtra 207.8
9 | Equity-Internal Accruals 143.52

It may be noted that MSEDCL has consideredpited expenditure instead of
Capitalisation, for the purpose of submitting the funding pattern. The Commission has
considered the same funding pattern on-nata basis for the approved capitalisation
considered by the Commission in this Order. Accordinghe funding pattern for the
schemes approved by the Commission and considered to be capitalised during FY 2008

09 is shown in the Table below:

Table: Funding Pattern (Rs Crore)

Particulars FY 200809
Total Capitalisation 427.18
Sources 427.18
Consume Contribution 63.76
Grants 108.21
Equity 76.56
Debt 178.65

Based on the above, the interest expenses approved by the Commission for o8 2008

is shown in the Table below:

Table: Interest Expenses (Rs Crore)

. APR Approved
Particulars Actuals after truing
Order up

Op. Balance 2484.04 3630.72 2484.03
Additions 437.02 776.81 178.65
Repayments (240.62) (408.56) (408.27)
Cl. Balance 2680.44 4024.72 2254.41
Gross Interest Expense 258.22 405.72 247.31
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Less: IDC (on Existing Loans) (19.88) (35.83) (10.34)
Less: IDC (on New Loans)

Net Interest Expense 238.33 369.89 236.97
Average Interest Rate (%) 9.2% 10.6% 10.5%

391 nterest on Working Capital and Con
Other Interest and Finance Charges

As regards Interesbn Working Capital, MSEDCL submitted that the actual working
capital interest incurred was Rs. 48 Crore, as compared to nil interest approved by the
Commission in its previous APR Order. MSEDCL has incurred interest expenditure on
the shortterm loan takerfrom REC to the extent of Rs. 1300 Crore, which has been
considered under the interest on working capital, as actually incurred expd8&43CL
submitted that it has tied up this shtgtm loan from REC to support huge cash shortage
and working capitajap in the year 2006. MSEDCL submitted that the major portion of
this amount is spent by MSEDCL on procurement of power and to provide electricity to
its consumers. MSEDCL has also booked an amount of Rs. 24 Crore on account of
Working Capital interest, wer Other Interest and Finance Charges. Thus, the total actual
working capital interest incurred by MSEDCL in FY 2008 is Rs. 72 Crore.

MSEDCL further submitted that the Other Interest and Finance Charges including
i nterest on ¢ on stamoanted i Rss18544 crore, 35 camnpaped ® RS
258.44 Crore approved by the Commission.

As regards interest on working capital, the MERC Tariff Regulations clearly stipulate

that working capital interest has to be considered on normative basis. In MS&EBC c a s e ,
because of the significant amount of consum
and the credit period of ofraonth considered on power purchase expenses, the
normative working capital requirement works out to be negative. Hence, the Commission

has not considered any interest on working capital under the truing up exercise. However,

the difference between normative and actual interest on working capital has been
considered as a controllable loss and shared between MSEDCL and the consumers in
acordance with Regulation 19 of the MERC Tariff Regulations, as explained later in this

Section.

MSEDCLOGs actual expenditure on account of [
and other interest and finance charges has been accepted by the Commisspthel
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tot al Ot her I nterest and Finance Charges
deposit, considered by the Commission under the truing up exercise, works out to Rs
195.44 Crore.

3.10Incentives and Discounts

MSEDCL submitted that as per Audited @dunts, the incentives and discounts paid to
consumers was Rs 148 Crore as compared to Rs 77 Crore approved by the Commission
in the APR Order. The Commission has considered the actual expenditure on this account
under the truing up exercise.

3.11 Other Expenses

MSEDCL submitted that the actual Other Expenses incurred by MSEDCL was Rs 14
Crore as compared to Rs 5 Crore approved by the Commission in the previous APR
Order. MSEDCL has not provided any justification for this increase.

The Commission examined theeakup of Other Expenses and observed that MSEDCL
has claimed Bad debts written off from consumers under this head. However, the
Commission is already allowing Provisioning for Bad Debts separately, and both,
provisioning as well as actual bad debtstten off, cannot be allowed, since the amounts
actually written off have to reduced from the provision created by MSEDCL. Also,
MSEDCL has claimed provisioning for bad debts from 'Others’, which is not allowable
under the MERC Tariff Regulations, and MSED@Gas not submitted any justification

for the same Hence, the Commission has allowed Other Expenses under the truing up
exercise, as summarised below:

Table: Other Expenses (Rs Crore)

FY 200809
S.No. Particulars APR Order Actual Allowed after
truing up
Interest to Suppliers /
1 Contractors 2.67 2.67
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FY 200809
S.No. Particulars APR Order | Actual Allowed after
truing up

Bad debts w/off dues from

2 consumers 1.92 0.00
Bad and doubtful debts

3 provided for others 3.26 0.00

4 Intangible assets written off 0.47 0.47

5 | Non moving items written off 1.72 1.72
Write off of deferred revenue

6 expenditure 0.68 0.68
Compensation for injuries,

! death and damages to staff 1.69 1.05 1.05
Compensation for injuries,

8 | death and damages to 2.29 2.69 2.69
outsiders

9 | Other Expenses 0.94

10 | Other Expenses Total 492 14.46 9.28

3.12RLC Refund

MSEDCL, in Page No. 35 of its Petition, submitted that it has refunded Rs 496 Crore
during FY 200809.

The Commission observed that the amount indicated in the Petition does not tally with
the amount indicated in Form 9. Thetial query raised by the Commission and reply of
MSEDCL in this regard are reproduced below:

A MSEDCL shoul d

MSEDCL Reply:

MSEDCL informs the®in 6 b | e

reconcil e t
Form 9 and Tablel at Page No. 35 of the Petition.

Commi ssi o

he di fference

n that

t he

Tablel : Summary of Truing Up for FY 20@® ,at page 33 of the Petition is Rs.
496 crore, however amount of RLC refund as per audited account is Rs.455
Crores. Further, MSEDCL informs that the RLC ambrefunded to consumers
of Bhiwandi DF area is not appearing in the Audited Accounts, hence the RLC
amount refunded to Bhiwandi consumers amounting to Rs.41 Crore is also
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included in truing up as this amount is actually refunded, hence the total amount
is Rs. 496 crore.o

Based on the above reply of MSEDCL, the Commission raised a further query, which has
been reproduced below, along with MSEDCL's reply in this regard:

a) MSEDCL should submit documentary proof for refund of RLC amount of Rs 41
Crore to consumers of Bhiwandi DF area, which is not appearing in the Audited

Accounts.

MSEDCL Reply to query 8(a)

MSEDCL informs the Hon'ble Commission that, RLC refund to consumers of Bhiwandi
DF area us Rs. 4.17 crore, the amount of Rs 41.7 as provided in reply to Query no. 5(a) of
the data gaps was a typographical error. The month wise RLC refund of Bhiwandi circle

is as given below:

Month RLC Refund Amount (Rs.)
Nov-08 31,60,088.74
Dec-08 2,36,23,737.24
Jan-09 50,05,302.50
Feb-09 50,06,076.44
Mar-09 50,03,667.45
Total 4,17,98,872.37

MSEDCL informs the Hon'ble Commission that the RLC refund amounts now

stands corrected to Rs. 459.17 crore.

b) MSEDCL should clarify as to under which head of accounts is the RLC refund of Rs.
41 crore booked under the Audited Accounts of MSEDCL.
MSEDCL Reply to query 8(b)

MSEDCL informs the Hon'ble Commission that, RLC refund of Rs. 4.17 crore to

consumers of Bhiwandi DF area has not been accounted for in the audited Accounts of

MSEDCL, as the same has been accounted for by Bhiwandi DF.
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As seen from MSEDCL's above replies, the amount claimed to have been paid to
consumers in Bhiwandi Distribution Franchisee (DF) area has been revised by MSEDCL
from Rs. 41.7 crore to Rs. 4.17 crore. Further, the Commission does not find any merit in
MSEDCL's contention that the amount paid out to consumers in Bhiwandi Distribution
Franchisee (DF) area has not been accounted in the Audited Accounts of MSEDCL, and
the same has been accounted for by Bhiwandi DF, since, any expense incurred by
MSEDCL has to reflect in MSEDCL's accounts. Since, MSEDCL's Accounts indicate
RLC refund of B. 455.36 crore only, the Commission has allowed Rs 455.36 Crore
under this head.

3.13Provisioning for Bad Debts

In the APR Order for FY 20089, the Commission had allowed provisioning for bad
debts to the extent of 1.5% of revenue, which worked out tolRC3ore. In the APR
Petition, MSEDCL submitted that it has actually provided for bad debts to the extent of
Rs 352 Crore.

For the purposes of truing up for FY 2008, the Commission has considered
provisioning for bad debts as 1.5% of the revenue fral® sf electricity, which works
out to Rs 342 Crore.

3.14 Contribution to Contingency Reserves

MSEDCL submitted that the contribution to contingency reserves for FY-@O0&s
been considered as Rs 27 Crore, in accordance with the MERC Tariff Regulations, as
approved by the Commission in the APR Order.

The MERC Tariff Regulations stipulate that the amount appropriated under contingency
reserve shall be invested in securities authorized under the Indian Trusts Act, 1882 within
a period of six months of thelose of the financial year. The Commission sought
documentary evidence from MSEDCL to confirm that the contingency reserve has been
invested in the approved securities. In reply, MSEDCL submitted documentary evidence
to prove that the contingency Reservecanting to Rs. 27 Crore had been invested in
prescribed securities.
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Hence, the Commission has accepted the contribution to contingency reserves, as
submitted by MSEDCL.

3.15Prior Period Charges

MSEDCL submitted that prior period charges for FY 20@8amanted toRs 25.14
Crore, and submitted the breag of the same under prior period income and prior period
expenses/debits.

The Commi ssion observed that MSEDCL has <cl a
previous yearsod and O 3hnorptr epvrioovuiss iyoena rfsodr, |anm
25.94 Crore. It may be noted that the depreciation is allowed by the Commission as per
depreciation rates provided in MERC Tariff Regulations and not as per rates used in
MSEDCL's Accounts. Hence, any such unpssvisioning under this head cannot be

allowed to be recovered from consumers.

As regards 6Short provision for I ncome Tax i
that MSEDCL has not paid any income tax in the previous year/s and hence, this expense
cannot beecovered from consumers.

The disallowance of these two expenses completely offsets the expenditure claimed by
MSEDCL, and hence, no expenditure has been allowed under the truing up exercise
under this head.

3.16 Return on Equity (RoE)

MSEDCL submitted that ihas computed return on equity in accordance with the MERC
Tariff Regulations, and claimed return on equity of Rs 550 Crore for FY-Q90&s
against RoE of Rs 510 Crore approved by the Commission in the APR Order dated
August 17, 2009.

MSEDCL, in its Pdtion submitted that it has considered opening equity as per the
audited accounts of FY 20@® of MSEDCL, as Rs. 3211.36 Crore, and claimed Return
on Regulatory equity as Rs.550.40 Crore as per MERC Tariff Regulations .

MERC, Mumbai Pagell2of 269




Case Nolllof 200 MERC Order foMSEDCLfor APR of FY 208-10 and Tariff for FY 2Q0-11

MSEDCL submitted that equity corgution made for Capital Expenditure is funded
through internal accruals and Government of Maharashtra equity infusion of Rs. 207.8
Crore. MSEDCL submitted that infusion of equity by GoM has resulted in equity portion
of capitalisation as 47% of total a& expenditure. MSEDCL submitted that excess
portion of equity may be treated as normative debt, with an interest rate of 11%.

As discussed earlier in this Section, MSEDCisubmitted its funding pattern in reply to

the Commission's queries in this redjaand the Commission haseemputed approved
funding pattern based on approved capitalisation and funding pattern submitted by
MSEDCL.

The Commission has computed the RoE for FY 20082 16% on the opening balance
of equity as well as equity componeot the assets capitalised during the year in
accordance with MERC Tariff Regulations. Accordingly, approved Return on Equity for
FY 200809 is summarised in the following Table:

Table: Return on Equity approved by the Commission (Rs Crore)

Allowed
Particulars APR Order Actual after truing
up

Regulatory Equity at beginning of year 3108.63 3211.41 3108.63
Equity Portion of Capitalisation 52.33 514.46 76.56
Regulatory Equity at the end of the year 3160.97 3725.87 3185.19
Eee;rjrn on Regulaty Equity at beginning of 505.76 513.83 497.38
Return on Equity Portion of Capital

Expenditure Capitalised 4.19 26.49 6.13
Return on excess portion of equity 0.00 10.08 0.00
Total Return on Regulated Equity 509.94 550.40 503.51
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3.17Income Tax

MSEDCL has not paid any income tax for FY 2008 and hence, no income tax
expense has been considered under the truing up exercise.

3.18Non Tariff Income

MSEDCL submitted that the actual ntariff income of MSEDCL during FY 20008

was Rs 13187 Crore as compared to Rs 964 Crore approved by the Commission in the
APR Order. The Commission has accepted the submission of the MSEDCL, under this
head.

3.19Revenue from Sale of Power

MSEDCL has submitted revenue from sale of power as Rs 22776 Cromgaiast &Rs
21959 Crore approved by the Commission in its previous APR Order. The Commission
has accepted revenue from sale of power as submitted by MSEDCL.

3.20Sharing of Efficiency Gains and Losses for FY 20089 due to
Controllable Factors

MSEDCL categorise@ll the expenditure as uncontrollable and hence, did not compute
the gains and losses for other controllable heads of expenditure. The relevant provisions
under the MERC Tariff Regulations stipulating sharing of gains/losses due to controllable
factors ae reproduced below:

An17.6.2 Some illustrative variations or
the applicant which may be attributed by the Commission to controllable factors
include, but are not limited to, the following:

(@) Variations in capital expenditure on account of time and/ or cost
overruns/efficiencies 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;
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(b) Variations intechnical and commercial losses, including bad debts;

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

(d) Variations in woking 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 thatimose stipulated by the Commission
under Regulation 15.6 above, except where reviewed by the Commission under
the second proviso to this Regulation 17.6.

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

(a) Onethird 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, ®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

(c) The balance amount of gain may be utdia¢ 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:

(@) Onethird of the amount of such loss mbg 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
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(b) The balance amount of loss shall be absorbed by the Generating Company or
Licensee. 0

The Commission is ofhe view that all expenditure and revenue heads cannot be
considered as uncontrollable, which would mean that the Licensee has no control over
any of its activitiesparticularly when this a regulated busines®] the actuals have to be
passed through tdh¢ consumers. The Commission has considered certain controllable
expenses and revenue for computing the sharing of gains/losses in accordance with the
provisions of MERC Tariff Regulations, as elaborated in the following paragraphs.

O&M Expenditure

The atual A&G and R&M expenditure have been higher than that allowed by the
Commission in the APR Order, which has been considered as efficiency loss and shared
in accordance with the MERC Tariff Regulations as reproduced abovehibhef the
efficiency losshas been passed on to the consumers through increase in the trued up ARR
of FY 200809 and the balance amount of the efficiency loss has to be absorbed by
MSEDCL. The summary of sharing of efficiency gain is shown in the Table below.

Table: Sharing of Efficiency Losses under O&M expenses (Rs. Crore)

Efficiency
. Gain/
MSEDCL | Approved | Efficiency
. APR i (Loss) Net
Sl. Particulars APR after Gain/ .
Order . . shared Entitlement
Petition Truing up (Loss) with

consumers

Administration &
1 201.00 317.% 232.09 (85.45) (28.48) 260.57
General Expenses

Repair & Maintenance
2 458.00 598.78 458.22 (140.56) (46.85) 505.08
Expenses
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Interest on Working Capital

As discussed in the above paragraphs, the actual interest on working capital incurred by
MSEDCL during FY 20089 isRs. 71.67 crore, as against 'Nil' normative interest on
working capital approved by the Commission considering other elements of expenses as
approved after truing up. As stated earlier, the Commission has considered the difference
between the actual inest on working capital and normative interest, amounting to Rs.
71.67 Crore, as an efficiency loss and shared the same between MSEDCL and the
consumers in accordance with the MERC Tariff Regulations. Thus, Rs. 23.89 créte (1/3
of Rs. 71.67 crore) has be@assed on to the consumers through increase in tariff, and
the balance amount of the efficiency loss has to be absorbed by MSEDCL

Distribution Loss Achievement

MSEDCL has computed the distribution loss in FY 2087as 21.98% and submitted
that overachievement of 0.02% translates to revenue of Rs. 66.22 Crore. MSEDCL
submitted that 2/3 of this amount, i.e., Rs. 44.14 crore, should be provided in the
revenue requirement of FY 2008, since MSEDCL was entitled to retain 1/nd 1/3’
would be passedn to the special reserve.

As discussed earlier in this Section, the Commission hasmputed the distribution

loss achieved by MSEDCL as 22.24 % in FY 2@8/ as compared to the trajectory of
22.2% specified by the Commission in the MYT Order for &K, in Case No. 65 of

2006. Thus, there is an efficiency loss rather than efficiency gain, which has to be shared
between MSEDCL and the consumers in accordance with the MERC Tariff Regulations,
as reproduced above.

The Commission has computed the ey losses by considering the lower sales as a
result of the higher distribution loss, at the actual average billing rate of MSEDCL in FY
200809, as shown in the Table below:

Table: Computation of Efficiency Loss due to higher distribution losses (R€rore)
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Particulars Units Amount
Normative distribution losses % 22.20%
Actual distribution losses % 22,24%
Actual Energy Input MU 74809
Normative sales considering actual energy input MU 58201
Actual sales MU 58171
Additional/(Lower) sales due to Higr distribution loss MU (30.40)
Average Billing Rate Rs/kwWh 3.93*
Additional/(Lower) revenue due to higher distribution loss | Rs. Crore (11.94)
Efficiency Loss to be borne by MSEDCL Rs. Crore 7.96
Efficiency Loss passed on to consumers Rs. Crore 3.:
Note: * Based on ORevenue from Sale of Power 6

excluding Standby Charges, Miscellaneous charges from consumers, wheeling charges and theft recovery

income.

Total Addition to Revenue Requirement on accounotf Efficiency Losses

Based on the above computations, the total addition to the revenue requirement on
account of sharing of efficiency losses between MSEDCL and the consumers, works out

as under:
(Rs. Crore)
Sl. | Particulars Amount

1 | Administraton & General Expenses 28.48
2 | Repair & Maintenance Expenses 46.85
3 | Interest on Working Capital 23.89

Sub-total 99.23
4 | Efficiency losses on account of distribution losses 3.98
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SI. | Particulars Amount

5| TOTAL 103.21

3.21 Aggregate Revenue Requirement and Revenue Gap for FX008
09 after truing up

The Aggregate Revenue Requirement for FY 209&fter final truing up is summarised

in the Table below. It may be noted that under the final truing up exercise, all the heads
that have been considered under the provisional trynépuFY 200809 in the APR

Order have been considered, in order to ensure that the computations are on the same
footing and based on the same assumption. Accordingly, the surplus amounts for FY
200102 (Rs. 469 Crore) and FY 2006 (Rs. 214 Crore), as Weas the State
Government support for costly power purchase of Rs. 200 Crore, and the Pending Claims
of FAC interest (Rs. 12 Crore) have been considered under the final truing up, since the
truing up is with respect to the assumptions considered in ge @eder, which is the

APR Order for FY 20089, in this case.

Table: Aggregate Revenue Requirement for FY 20089 after Final Truing Up

(Rs. Crore)
FY 200809
Allowed
Sl. Particulars after
C?r Zsr Audited Final
Truing
up
1 | Power Purchase Expenses 17774 18054 18054
2 | Operation & Maintenance Expenses
2.1| Employee Expenses 2276 2486 2486
2.2 | Administration & General Expenses 201 318 232
2.3 | Repair & Maintenance Expenses 458 599 458
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FY 200809
Allowed
Sl. Particulars after
APR 1 Audited | Final
Order :
Truing
up
3 Depreciation, including AAD 400 466 408
4 | Interest orLong-term Loan Capital 238 370 237
5 Intere_st on Wo_rklng Capltal, consumer 258 243 195
security deposits and Finance Charges
6 | Provision for Bad Debts 312 352 342
7| Other Expenses 5 14 9
8 | Income Tax 0 0 0
9 Transmission Charges paid to Transmissiot 1744 1739 1739
Licensee
10 | Contribution to contingency reserves 27 27 27
11 In.cer'mvg for FY 20089 for reduction in 0 44 0
Distribution Losses
12 Incentives/Discounts 77 148 148
Interest on Working Capital required on
13 account of REC short termda 0 24 0
14 | Sharing of Gains and Losses 103
15| Total Revenue Expenditure 23772 24885 24440
16 | Return on Equity Capital 510 550 504
17 | Aggregate Revenue Requirement 24281 25435 24943
18 | Less: Non Tariff Income (964) (1315) (1315)
19| Less: Incomdrom wheeling charges (6) (15) (15)
20 Less: Amount given by the State Governme (200) (200) (200)
to meet power purchase expenses
21 | Add Net Prior Period Charges 25 0
22 | RLC Refund 500 496 455
MERC, Mumbai Pagel20o0f 269




Case Nolllof 200

MERC Order foMSEDCLfor APR of FY 208-10 and Tariff for FY 2Q0-11

FY 2008-09
Allowed
Sl. Particulars after
APR 1 Audited | Final
Order :
Truing
up
23 | Pending Claimg-AC Interest 12 0 12
24 | Truing up for FY 200402 (469) 0 (469)
25 | Truing up for FY 200807 (214) 0 (214)
26 Aggr_egate_ Revenue Requirement from 29940 24496 23197
Retail Tariff
27 | Revenue from Sale of Power 21959 22776 22776
28 | Revenue Gap 981 1650 421

The revenue gap of R421 Crore has been included while computing the consolidated
revenue requirement for FY 2009, as elaborated in Section 4 of this Order.

As evident from the above Table, while calculating the truing up requirement, MSEDCL
has considered revenue gapagved by the Commission as Rs 1652 Crore, whereas the
Commission in its APR Order dated August 17, 2009, allowed a revenue gap of Rs 981
Crore. This difference is primarily because of fwmmsideration of FAC interest and
revenue surplus determined for R¥01-02 and FY 200®7. This error by MSEDCL has

led to undesstatement of its revenue gap by Rs 669 Crore.

The Aggregate Revenue Requirement for FY 2008may appeasignificantly lower
than that projected by MSEDCL, primarily due to the following oeas

A Reduction in O&M
regards allowance of controllable expenses like employee expenses, A&G

A

expenses and R&M expenses.

expense

S , i n

accordance

Reduction in proposed capitalisation and consequent reduction in interest
expenses, depreciation, Other Interest and Financing charges, and return on equity

components.

Disallowance of RLC refund of Rs 41 Crore, as sought by MSEDCL, pertaining
to Bhiwandi DF, which was subsequentlystated as Rs. 4.17 crore.
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A The pending clan of FAC interest has not been considered by MSEDCL while
computing the revenue requirement, though the same had been considered by the
Commission at the time of provisional truing up for FY 2@ The
Commission has considered the same, and the ARPvé®s increased to this
extent, under the final truing up exercise; hence, this benefits MSEDCL.

A The revenue surplus considered by the Commission after final truing up for FY
200102 (Rs. 469 Crore) and FY 2006 (Rs. 214 Crore) has not been considered
by MSEDCL while computing the revenue requirement, though the same had
been considered by the Commission while determining the tariffs for FY-@208

A MSEDCL has claimed sharing of efficiency gains for reduction in distribution
loss over and above normatidestribution loss. However, the Commission has
re-computed the distribution loss and the efficiency losses have been shared in
accordance with MERC Tariff Regulations.

A The Commission has not allowed Prior period charges, as MSEDCL has claimed
actual expeses against the practice of allowing depreciation expenses on
normative basis at the rates specified under the MERC Tariff Regulations, and
also claimed provisioning for Incorteax, when it has not paid incontex.

MERC, Mumbai Pagel22of 269




Case Nolllof 200 MERC Order foMSEDCLfor APR of FY 208-10 and Tariff for FY 2Q0-11

4 PERFORMANCE REVIEW OF FY 200910 AND
DETERMINATION OF AGGR EGATE REVENUE
REQUIREMENT FOR FY 2010-11

4.1 Performance Parameters

Regulation 16.1 of the MERC (Terms and Conditions of Tariff) Regulations, 2005,
stipulates,

AThe Commi ssion may stipulate a traject
contrd periods, for certain variables having regard to the reorganization,
restructuring and development of the electricity industry in the State.

Provided that the variables for which a trajectory may be stipulated include, but
are not limited to, generatingtation availability, station heat rate, transmission
|l osses, distribution |l osses and collectio

4.1.1 Distribution Loss

The actual level of distribution loss achieved by MSEDCL in FY 20D6vas 30.2%,
which becomes the opening level for the Mbntrol Period from FY 20608 to FY
200910. The Commission directed MSEDCL to reduce the distribution losses by 4%
during each year of the Control Period, through a combination of reduction of both
commercial and technical losses. Thus, consideringsarkduction of 4% each in FY
200708, FY 200809 and FY 20040 as stipulated in the MYT Order, the distribution
loss level to be considered for FY 2000 works out to 18.2%.

In its APR Petition, MSEDCL submitted that it was aggrieved by the decisidheof
Commission in its previous APR Order wherein, the Commission had directed MSEDCL
to reduce the distribution losses by 4% during FY 200%nd had also determined the
tariff for FY 200910 assuming 4% reduction in distribution losses. In addition,
MSEDCL submitted that it has preferred an appeal before the ATE on this issue and
without prejudice to its right to contest the issue before the appropriate forum, MSEDCL
has considered a realistic loss reduction target of 1% for FY-2008er actual loss
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levels of FY 200809, thus, considering a distribution loss of 20.98% for estimating
Energy Balance of FY 200%0.

As regards distribution loss for FY 2010, MSEDCL proposed a distribution loss
reduction by 1% over revised estimate of FY 2Q09 thus. cosidering a distribution
loss of 19.98% for estimating Energy Balance of FY 2010

Il n this context, during the public regul ator
consumers and Consumer Representatiees obje
distribution losses by only 1% in FY 2009 and FY 20141, and suggested that the

distribution loss reduction trajectory should be retained at 4%.

It should be noted that the distribution loss trajectory specified by the Commission for
MSEDCL vide itsMYT Order dated May 18, 2007 issued by the Commission in Case
No. 65 of 2006 has neither been challenged nor set aside by any higher Court, and is
hence, still applicable and valid. The distribution loss reduction of 4% considered in the
APR Order for FY200809 dated August 17, 2009, was only a reiteration of the loss
reduction trajectory for the first Control Period that has attained finality, since the same
has not been challenged or set aside by any appellate authority/Court.

Moreover, MSEDCL has alssubmitted that overall loss level in FY 2008 was lower

than the normative level of 22.20%, and has claimed incentive to the extent of around Rs.

44 crore on this account, as elaborated in Section 3 of the Order. It may also be noted that
though MSEDCLhas submitted in i1its Petition that
reduction t ar gell),GMSBDCL it % replynto quéefies 2als@ddy Prayas

Energy Group (PEG) during the TVS, submitted that provisional distribution loss till
December 2010 i$9.52%.

Further, though MSEDCL reported overall distribution losses of 21.98% in FY-@G®08
based on data submitted by MSEDCL, it is apparent that there are still several Circles,
where the distribution loss levels are quite high, as summarised il Gelow:

Table: Circle-wise Distribution Losses in FY 20089
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Sl. | Distribution losses | Number of Circles Percentage of
Circles

1 >40% 3 7%

2 > 35% 6 14%

3 > 30% 11 25%

4 > 25% 17 39%

As seen from the above summary, there are 17 Circles out ebtdied4 Circles, i.e.,

39% of the Circles, where the distribution losses are higher than 25%. Similarly, 11 out
of the 44 Circles (25%) have distribution losses are higher than 30%, and so on. There are
around 140 Divisions in MSEDCL licence area, ancheaf these Circles consists of 3 to

4 Divisions. Hence, there will be even more number of Divisions, where the distribution
losses are higher than 25% to 30%, which only proves that there is still ample scope for
reduction of distribution losses by MSEDCL

It should also be noted that most of the DISCOMSs in the States of Gujarat and Andhra
Pradesh, which are States comparable to Maharashtra, had much lower distribution losses
in FY 200910. Considering the capital expenditure planned by MSEDCL and tie cos
benefit analysis indicated by MSEDCL while seekingprmciple approval of the capital
expenditure schemes, the Commission is of the view that it shautlbeeipossible for
MSEDCL to reduce the distribution losses to 18.2% in FY 2009

For FY 201011, the Commission has accepted loss reduction target of 1%, as submitted
by MSEDCL, and hence, the target distribution losses for FY -201Gave been
stipulated at 17.2%.

4.2 Provisional Truing-up for FY 2009-10

MSEDCL, in its APR Petition for FY 20090 and ARR and Tariff Petition for FY 2010

11, submitted the performance for FY 200® based on actual performance for the first
half of the year, i.e., April to September 2009, and estimated performance for the second
half of the year, i.e., October 2009 March 2010. MSEDCL submitted the comparison
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of each element of expenditure and revenue with that approved by the Commission in its
Order dated August 17, 2009 on MSEDCGLOGs Ann
09 and Tariff Determination for FY 20aQ80.

The Commission will undertake the final truing up of the revenue requirement and

Revenue for FY 20090 once the audited accounts of MSEDCL for FY 2@09re

available. However, the Commission in this Order on APR for FY A@0%nd

determination of ARR antariff for FY 201011 has considered provisional truing up of

certain elements of the revenue requirement and revenue, in cases where the impact is

very high, or there is a change in principles/methodology, and due to revision in capital
expenditure/capalisation figures. The revised estimate of performance of MSEDCL
during FY 20091 0 as compared to the Commissionds AF
estimates of performance for FY 2010 are discussed in the following paragraphs.

The Commission clarifiedat 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 gains/losses for
FY 200910, the revised expenses approved for FY 2@09in this Order under the
provisional truing up exercise will be considered as base expenses and revenue.

4.3 Sales

MSEDCL submitted that the past five yearso (
has been considered the basis for the sales projection, which is also the methodology

adopted by the Central Electricity Authority (CEA) in thé"1Hlectric Power Survey

(EPS). MSEDCL added that the above sales projections cover only the restricted sales,

and as MSEDCL isourcing all the power available to mitigate the load shedding to the

extent possible, there was some additional energy available for sales. Therefore,
MSEDCL assumed that additional energy is available for consumption by the consumers

in LT categories, Wwo are the primary sufferers of load shedding. The additional energy

available has been allocated to the LT categories, except bmetered agricultural

category, in proportion to the actual consumption mix.
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Based on the methodology adopted by the Cosionsin previous Orders, MSEDCL has
computed consumption of tmetered agriculture consumers for FY 2@ as 7069

MU. MSEDCL submitted that it hasonsidered that LT IV Agriculture (Umetered)
consumption would remain same for FY 2608, FY 200809 andFY 200910,
since, MSEDCL has stopped extendingraatered connections and moreover, higher
growth rate has been considered for LT IV Agriculture (Metered) category as new
agricultural connections to the tune of 1.2 Lakhs per year are being adihdd.
detailing the projected consumption by LT IV -oretered agricultural category,
MSEDCL submitted thatonsumption under such category would remain same for FY
200910 and FY 2014L1.

In its APR Petition, MSEDCL projected the sales to HT category for FP8-20 and FY
201011 as 28593 MU and 31245 MU, respectively. The sales of LT category for FY
200910 and FY 201411 have been projected as 34518 MU and 38718 MU, respectively.
The total sales projected by MSEDCL for FY 2a0® and FY 20141, is 63111 MU
and 69963 MU, respectively, as compared to actual sales of 58171 MU in FY02008

For FY 200910, the Commission obtained the details of provisional actual categesy
sales for the period from April 2009 to March 2010 from MSEDCL, which has been
indicaked as 64166 MU. This includes the sales to Bhiwandi franchisee area. However,
MSEDCL submitted that umetered agricultural consumption has increased from earlier
projected sales of 7069 MU to 7653 MU, for FY 2a® The Commission also
observed that inease in actual sales to LT IV Agriculture Metered as compared to
revised estimates submitted by the MSEDCL in its Petition, is around 200 MU, whereas
increase in sales from revised estimates for LT IV Agriculture Unmetered Category is
around 600 MU, and nationale has been submitted for the same. Hence, for FY- 2009
10, the Commission has approved sales of LT IV Agriculture Unmetered category at FY
200809 levels, since the consumption of-mmetered category cannot increase, with all
new connections beingiven on metered basis only, and existingnugtered consumers

also moving to metered category.

For FY 201011, the Commission has generally considered thiea8 and 5ear CAGR
of sales for each category as appropriate, by considering the period fr@d0B05 to
FY 200910. For some categories like HT IV PWW and LT IV agricultural metered
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category, the Commission has considered the-gegear growth rate for projection
purposes, since they appeared to be more representative. The sales tankfenaal
agriculture category has been considered as 7069 MU in F¥-20 14 the same level as
reported by MSEDCL for FY 20089.

The Commission observed that MSEDCL has not reduced sales on account of Zero Load
Shedding (ZLS) scheme, and used entire salesSEMCL for pupose of calculation of
revenue from sale of power at existing tariff. The Commission has however, considered
the effect of ZLS scheme by prata adjustment in sales of the categories benefitting
from this scheme, since neither the power pasehquantum and cost nor the sales
guantum and revenue of the ZLS scheme should be considered for the purpose of tariff
determination.

Based on the projected supply availability and projected sales based on past trends, which
reflect the restricted salesn account of the load shedding being done in MSEDCL
licence area, there is some surplus quantum available. Since, such surplus energy will
obviously be sold to the consumers in the State by reducing the load shedding, the
Commission has computed the adhitl revenue that can be earned through this
additional sale by apportioning the additional energy availability primarily to the LT
consumer categories (and HT V and Mula Pravara, since they are also affected by load
shedding) in proportion to the consuiop mix, since they are affected by load
shedding..

The categorywise sales projected by MSEDCL and approved by the Commission in this
Order are given in the Table below:

Table: Categorywise Approved Sales (MU)

Category 20';;09 FY 200910 FY 201011
Approve
Approve APR RieviEzel - e I;jrc?\]:tigiro e Approv
ppd Order Estimat nal nal CL pgd
es Actuals . Petition
Truing -
up
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FY
Category 200809 FY 200910 FY 201011
Approve
. . d after
Approve APR Re\_/lsed FuE Provisio HEED Approv
Estimat nal CL
d Order nal o ed
es Actuals . Petition
Truing -
up

HT I - Industries 21229| 22646| 22756 22345 22345| 25024| 25024
A)Express Feeders 13358 14086 14427 14630 14630 15581 15581
B) Non Expess Feeders 7757 8435 8184 7588 7588 9265 9265
C) Seasonal 115 125 145 127 127 179 179
HT Commercial 874 1005 1535 1577 1577 1619 1619
HTP 1l Railways 1286 1355 1355 1275 1275 1427 1427
HT IV -PWW 1263 1353 1343 1474 1474 1417 1621
HT IV- PWW ( Expess 917 982| 1001 1050 1050| 1022| 1164
Feeders)
HT IV-PWW ( Non 346 371 342 424 424 395 457
Express Feeders)
HT V Agricultural 524 551 551 493 493 564 496
HT VI 453 483 395 673 673 529 756
Group Housing Society 361 385 393 669 669 421 754
Commercial Comlex 92 98 2 4 4 108 1
HT VII -MPECS 655 655 660 743 743 665 743
HT Total 26284| 28048 28595 28578 28578 31246 31685
LT | Domestic 10298 11326 11627 11563 11563 12967 12672
LT I -BPL 49 53 56 64 64 62 68
LT | Domestic 10248 11273 11571 11499 11499 12905 12604
LT 1l -Non Residential 2706| 3062| 3120 3158 3158| 3509| 3902
or Commercial
LT Il PWW 478 487 499 475 475 508 591
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FY
Category 200809 FY 200910 FY 201011
Approve
. .. d after
Approve APR Re\_/lsed —— Provisio HEED Approv
Estimat nal CL
d Order nal o ed
es Actuals . Petition
Truing -
up
LT IV Metered 5145 5845 5507 5775 5775 6922 6986
LT V Industrial 5310 5828 5728 6084 6084 6700 6589
LT VI Streetli ght 696 732 751 716 716 789 732
LT VIl - Temporary 177 266 213 160 160 248 248
Connection
LT VI
Advertisement & 3 3 3 2 2 4 4
Hoardings
Shopping Malls 4
LTIX 7
Crematoriums & 1 1 0 1 1 1 1
Burial Grounds
LT Total 24817 27550 27448 27934 27934 31649 31726
Total MSEDCL 51102| 55598 56043| 56513| 56513| 62894| 63411
Metered Sales
LT Ag Unmetered 7069 7097 7069 7653 7069 7069 7069
Total MSEDCL Sales 58171 62696 63111 64166 63582 69963 70480

Thus, the total sales approved by the CommissiorF1661200910 and FY 20040 is
63582 MU and 70480 MU, respectivel vy, as com
MU and 69963 MU, respectively, in its APR Petition.

4.4 Distribution Losses and Energy Balance

As discussed earlier, the Commission has approvedistrébdtion losses for FY 2009
l10and FY 20141 as 18.20% and 17. 20 %, respectivel
projections of 20.98% and 19.98 % FY 200® and FY 20141, respectively. For FY
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200910, for the purpose of provisional truing up, the distrinutioss of 20.12%

indicatedin subsequent submissidsy MSEDCL has been considered, however, the
efficiency loss on this account has not been computed, and will be done at the time of

final truing up. Thus, the total power purchase requirement of MSEDE1Y i01611

has been approved as 90793 MU, as elaborated in the Table below and the subsequent

paragraphs, based on the energy balance and after considerirgtatéeand intr&State
losses as applicable on the power purchase quantum.

Table: Energy Balance for FY 200910 and FY 201011

FY 200910 FY 201011
MSEDCL | Provisional | MSEDCL | Approved
Approval APR
Particulars Units Petition

Purchase from MSPGCL MU 46,720 46,564 47,995 50490
Purchases from other sources within

the State MU 11270 11412 18,182 16,880
Total Purchase from within the State | MU 57,990 57,976 66,177 67,370
Effective gross purchase from

outside the State MU 27,272 27,498 27,022 23,423
Central Generating Station MU 23,667 23,820 24,192 22,548
Ul MU 461 549 100 0
Kawas/ Gandhar/ Tragrs MU 3,144 3,129 2,730 875
Inter-State transmission losses % 4.85% 6.60% 4.85% 5.69%
Net purchase from outside the State | MU 25,949 25,682 25,711 22,090
Total Power Purchase payable MU 85,262 85,474 93,199 90,793
Energy at Transmission Periphery MU 83,939 83,658 91,889 89,460
Intra - State Losses % 4.85% 4.85% 4.85% 4.85%
Energy at Distribution Periphery MU 79868 79601 87432 85121
Distribution losses % 20.98% 20.12% 19.98% 17.20%
Energy available for Sales MU 63111 63582 69963 70480

Note: *Sharingof gain and losses will be done at the time of final true up of FY-2009
consdering normative distribution loss of 18.20%.

MERC, Mumbai

Pagel31of 269




Case Nolllof 200 MERC Order foMSEDCLfor APR of FY 208-10 and Tariff for FY 2Q0-11

4.5 Energy Availability and Power Purchase cost for FY 20040 and
FY 201011

Total Power Purchase Quantum and Cost for FY 20090

MSEDCL, in its APR Petition, projected power purchase expenses from MSPGCL based
on actual generation, monthly Fixed Charges and Variable Charges for the period from
April 2009 to December 2009. MSEDCL submitted that for the purposes of projection, it
has extrapolated energy availability and power purchase expenses for the remaining three
months, i.e., from January 2010 to March 2010, orrgta basis.

As regards purchase of power from the Central Generating Stations (CGS), MSEDCL
submitted that it @ a firm share allocation for drawal of power from some of the
National Thermal Power Corporation (NTPC) stations. In addition to the firm share
allocation, most of these stations have 15% unallocated power, which is distributed
among the beneficiaries. Mever, MSEDCL submitted that such share from Eastern
Region Stations (Except Kahalgaon II) has been discontinued from September 2009 and
hence, no power has been projected by MSEDCL from September 2009 onwards in case
of Farakka, Talcher and Kahalgaon &tgins.

MSEDCL submitted that it has considered fixed charges and variable charges including
Fuel Price Adjustment (FPA) for CGS on the basis of Central Electricity Regulatory
Commission (CERC) Order for FY 20@®, as CERC has not yet finalized tariff oY
200910 and it is difficult to accurately estimate fixed charges and energy charges.
MSEDCL stated that the Commission has allowed MSEDCL in the Tariff Order dated
August 17, 2009, to recover the changes in variable cost of power through FAC and the
fixed cost would have to be adjusted at the time of truing up for-2008iowever, since

the amount of differential fixed charges would be substantial; being revision of bills for
nearly one year and adjustment of this amount in truing up will teld@ ears, it will

af fect MSEDCLGs <cash flow adversely. MSEDC
recover this fixed charges also through FAC in the year in which it is paid, or in the
alternative, per mit to recover t kienttesame by

compensate the impact of revision in tariff for FY 200D
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Further, MSEDCL submitted that it has estimated incentive for Korba, VSTPS |, Il and
lll, and Sipat stations for the projected generation above 80% PLF, in accordance with
the norms spéfied in CERC Regulations.

For FY 200910, the Commission obtained the details of the sewise actual power
purchase quantum and cost and has accordingly consitlezedame. However, the
Commission observes that MSEDCL has considered power purchaséorcqgower
purchased for the Interim Franchisees though it has not considered the quantum of power
purchased for the Interim Franchisees for FY 2009in Form2 of its APR Petition. As

regards the purchase of power under the Interim Franchisee arramgénese is a
separate mechanism to recover the power purchase expense from the consumers of such
Franchisee area through levy of Reliability Charges, and accordingly, the Commission
has not considered the quantum and power purchase cost towards shesqsirc

The summary of the actual power purchase quantum and experséragted by
MSEDCL and as approved by the Commission after provisional truing up for F¥ 2009
10 is shown in the Table below:

Table: Summary of Power Purchase for FY 2009

Actuals Approved
Particulars Quantum | Total Quantum Total Cost
Cost
MU Rs MU Rs Crore
Crore
MAHA GENCO 46564 10777 46564 10777
DODSON | 29 7 29 7
DODSON Il 44 13 44 13
RGPPL 8105 3741 8105 3741
NCE 2818 1074 2818 1074
CPP 289 146 289 146
IPP-JSW
IBSM 126 72 126 72
Other Sources within the State 11412 5054 11412 5054
KSTPS 5467 539 5467 539
VSTP | 3572 578 3572 578
VSTP Il 2882 552 2882 552
VSTP Il 2468 530 2468 530
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Actuals Approved
Particulars Quantum | Total Quantum Total Cost
Cost
MU Rs MU Rs Crore
Crore
KAWAS GAS 1472 456 1472 456
GANDHAR 1490 474 1490 474
FSTPP 103 30 103 30
KhTPSI 35 11 35 11
KhTPSII 533 135 533 135
TSTPS 57 12 57 12
Sipat TPS 2324 406 2324 406
NTPC 20404 3724 20404 3724
KAPP 310 67 310 67
TAPP 1&2 1136 109 1136 109
TAPP 3&4 1970 457 1970 457
NPCIL 3416 633 3416 633
CGS Stations 23820 4356 23820 4356
U.l. CHARGES 549 6 549 6
SSP 661 135 661 135
PENCH 130 27 130 27
Trading Company 942 668 942 668
Zero Load Shedding *
IEX
Other Sources from outside the
State 1732 830 1732 830
Total PP from Outside State 26101 5192 26101 5192
Power Grid 0 350 0 350
Reactive Charges 0 -3 0 -3
Banking -0.22 2 -0.22 2
Wheeling Charges 0 2 0 2
Total Power Purchase 84077 21373 84077 21373

*Power purchase quantum and cost related to Zero load Shedding has been reduced from
Actuals for FY 200910.

Power Purchase Quantum and Cost for FY 2021
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Total Power Purchase Quantum

Based on the projected sales and approved loss levels as discussed above, the total
projected power purchase quantum for FY 2@10vorks out to 90793 MU.

Sources of Power Brchase

MSEDCL has three primary sources of firm power, viz.,
e Maharashtra State Power Generation Company Limited (MSPGCL)
e Purchase from Central Generating Stations (CGS)
e Ratnagiri Gas and Power Private Limited (RGPPL)

In addition to the above sources, MSEIDbuys power from Trading Companies, Indian
Energy Exchange and Power Exchange, renewable energy sources including co
generation, wind power, and surplus power from captive plants.

The sourcewise analysis for approving the power purchase quantum andacoSY
201011 is detailed in the following paragraphs.

Power Purchase from MSPGCL

For FY 201011, MSEDCL has considered units to be purchased from MSPGCL as per
MSPGCLGO6s APR Pet-HQ ascebl20fM rfor existingstatores and 1380

MU for Pari (Unit 6) and 1495 MU for Paras (Unit 3) amounting to a total estimated
purchase of 47995 MU. MSEDCL has considered the power purchase rate from existing
stations as Rs 2.48/kWh and for Parli and Paras Units, the power purchase rate has been
considered agper the respective Tariff Orders issued by the Commission. MSEDCL
further submitted that power purchase from the new projects such as Khaparkheda,
Bhusawal, Parli and Paras, which are being commissioned, has not been considered for
projection of power pwhase in FY 2011 and requested the Commission to pass
through the entire cost of power purchase from new projects under the FAC mechanism.
In addition, MSEDCL submitted that MSEDCL has not considered the impact of Rs
762.77 Crore which MSPGCL has beermitted to recover from MSEDCL in 12 equal
instal ments vide the Commissionds Order dat e
proposed by MSEDCL to be recovered through FAC.
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As regards power purchase from existing stations of MSPGCL, the Commissson

considered the power purchase expenses based on the fixed and energy charges for 7
months as approved by the Commission in its Order in Case No. 102 of 2009 as on
MSPGCLOs APR Pet-LOanddixed énd enerdy Xharged 195 months as

approvel i n Case No. 115 of 2008 on0OMSPGCLOGs API

Further, the Commission in its Order in Case No. 16 of 2008 had allowed MSPGCL to
recover arrears from MSEDCL in respect of truing up of previous years amounting to
762.77 Crore in 12 e@l monthly instalments from March 2010 onwards. Hence, for the
purpose of approving power purchase expenses of FY-2D1the Commission has
considered the impact of such instalments for the 11 months falling in FY-12010
which amounts to Rs 699.21 Ceor

As regards power purchase from new Stations of MSP@@.Commission is of the

view that ParliUnit No. 7 (250 MW) and Paras Unit No. 4 (250 MW) would be operating
in their stabilization period in FY 20101. Thus MSEDCL would be supplied by these
Units for around 6 months in FY 2044, which is the Stabilisation period for such
Units. Accordingly, the Commission has considered 50% of the projected energy
availability during FY 201€aL1 as submitted by the MSPGCL in the Tariff Petitions for
these Wits, under the power purchase basket of MSEDCL in FY 2a10which
amounts to 795 MU and 793 MU from Patlinit No. 7 and Paras Unit No. 4,
respectively. Further, the Commission has considered the provisional Tariff applicable
for the Stabilisation pertbof these Station as under:

Table: Provisional Tariff for Parli Unit 7 and Paras Unit 4

Particulars | Fixed Charges | Variable Charges
Rs Crore/Month Rs/kWh

Paras Unit 4 20.26 1.59

Parli Unit 7 18.41 1.84

The summary of approved power purchase froBRG@GCL for FY 20161 is given in the
Table below:
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Table: Summary of Approved Power Purchase from MSPGCL for FY 2010

S.No | Stations Quantum Fixed Energy Total Cost
(MU) Charges Charges (Rs Crore)
(Rs Crore) (Rs Crore)

1 EX|s.t|ng Thermal 48919 2338.18 7817.33 10155.51
Stations

2 Impact of Case 16 ¢ 699.21 699.21
2008
Total Existing Stations 48902.19 2338.18 8516.53 10854.71

3 Paras Unit No.4 792.50 121.57 126.34 247.91

4 Parli Unit No. 7 795.00 110.43 146.31 256.74
Total New Stations 1587.70 232.01 272.65 505.65
Total MSPGCL 50489.69 2570.19 8789.18 11359.37

Power Purchase from Central Generating Stations (CGS)

MSEDCL has a firm share allocation for drawal of power from generating stations of
National Thermal Power Corporati (NTPC) and three Nuclear Power Corporation
(NPC) Stations. In addition to the firm share allocation, most of these stations have 15%
unallocated power. The distribution of this unallocated power among the constituents of
Western Region is decided fronme to time based on power requirement and power
shortage in different States.

MSEDCL, in its Petition, while projecting the energy available from CGS, considered the
firm share in Central Generating Stations and its share in unallocated quota prevalent
during earlier periods. MSEDCL has projected the quantum of power available from
CGS hy applying its effective share on projected Energy Sent Out from each Station.
Further, MSEDCL has applied the external transmission losses andSiatea
transmission Isses to arrive at net energy available to MSEDCL.

MSEDCL has also submitted that it had not projected any power purchase from CGS
from the eastern region, namely Kahalgabmermal Power Station, Farakka Super
Thermal Power Station and Talcher Super Therffmaler Station, because the share of
MSEDCL from the unallocated (15%) portion of these generating stations was
discontinued from September 2009. MSEDCL submitted that it has considered the fixed
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and variable charges for CGS by considering®@ increase irthe actual tariff for FY
200910. MSEDCL also submitted th#tte fixed and variable charges are likely to be
revised andrecovery of any such upward revision of fixed charges for the Central
Generating Stations should be allowed through the FAC mechanism.

MSEDCL has not projected any power procurement form the Eastern Region except from
Kahalgaon II.

MSEDCL submitted that it has considered incentives for Korba, VSTPS I, Il and Ill, and
Sipat Stations for the projected generation above 80% PLF, in accerdvith the norms
specified in CERC regulation, as per earlier methodology. Since the projection is based
on the old tariff, the Income tax is shown separately.

For projecting the energy availability from existing CGS Stations, the Commission has
consicered the annual generation target for CGS as specified by the Central Electricity
Authority (CEA) for FY 2016011. The energy sent out from these stations has been
estimated by considering the actual auxiliary consumption achieved by these stations in
FY 2008-09. For Western Region Stations, the Commission has considered the share
from allocated quota based on latest allocation as on April 21, 2010 as specified in
Western Region Power Committee notice dated June 21, 2010. Furthégntimaission

has considexd energy availability from eastern region stations, namely Kahalgaon
Thermal Power Station, Farakka Super Thermal Power Station and Talcher Super
Thermal Power Station from the share of unallocated portion based on the latest
allocation as on May 5, 201@s specified in Western Region Power Committee notice
dated May 5, 2010). For Kahalgaon Il STPS and TAPP 1 & 2 stations of NPCIL, the
Commission has considered the energy availability as projected by MSEDCL.

The Commission has considered the fixed adstxisting NTPC Stations based on the
latest CERC Orders for each Station for FY 2088 The Commission observes that
while CERC has notified the CERC (Terms and Conditions of Tariff) Regulations, 2009
on January 19, 2009, CERC is yet to determine thi tar Central Generating Stations

till date. Hence, an escalation of 3% over the FPA charges for FY-RDO&s been
allowed to arrive at the FPA charges for FY 2410

MERC, Mumbai Pagel38of 269




Case Nolllof 200 MERC Order foMSEDCLfor APR of FY 208-10 and Tariff for FY 2Q0-11

As regards MSEDCLOGs request that amnmms vari ati
and Conditions of Tariff) Regulations, 2009 should be allowed as a pass through under

the FAC mechanism, the Commission is of the view that any variation in the power
purchase cost on account of change in the fixed cost would have to be adjusted at the

time of the next tariff determination process and any change in the variable cost of power
purchase from Central Generating Stations should be considered as a part of the FAC.

The Commission has also considered incentives for Korba STPS, Vindhyach@B|] ST
Vindhyachal Il STPS, Vindhyachal Ill STPS, Sipat STPS and Stations of Eastern Sector
for the projected generation above 80% PLF, in accordance with the CERC norms
specified in the earlier CERC (Terms and Conditions of Tariff) Regulations, 2004. The
total incentive amount payable by MSEDCL to Central Generating Stations for F¥ 2010

11 is estimated at Rs. 39.59 Crore. Though the incentive methodology has been modified
in the CERC (Terms and Conditions of Tariff) Regulations, 2009, the exact impact is not
known at this stage and hence, the incentive has been considered as per the earlier
methodology. The Commission has also considered the Income Tax payable by
MSEDCL to Central Generating Stations for FY 2dM0as Rs 162.63 Crore as projected

by MSEDCL. Though in CERC (Terms and Conditions of Tariff) Regulations, 2009,
CERC has changed the RoE mechanism from-faasto pretax, however, the impact of

the same cannot be assessed in absence of CERC Tariff Order based on new Regulations,
hence, the incomex has been considered separately.

The summary of total quantum of Power Purchase (Energy Sent Out basis) and total
power purchase cost from each CGS as estimated by MSEDCL in its Petition and as
considered by the Commission for FY 2010, is given in thdéollowing Table:

Table: Power Purchase from Central Generating Stations Approved for FY 2010

MSEDCL Approved
Source Quantum PP Expenses Quantum PP Expenses
(MU) (Rs. Cr) (MU) (Rs. Cr)
KSTPS 5466 705 5096 587
VSTP | 3616 704 3395 488
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MSEDCL Approved
Source Quantum PP Expenses Quantum PP Expenses
(MU) (Rs. Cr) (MU) (Rs. Cr)
VSTP I 2829 556 2652 501
VSTP I 2463 520 2211 520
KAWAS 1615 569 1345 321
GANDHAR 1576 615 1314 573
Farakka STPS 0 0 129 35
Kahalgaon STP$ 0 0 61 19
Kahalgaon STPH 511 125 511 149
Talcher STPS 0 0 84 13
Sipat TPS 2616 565 2242 593
Total - NTPC 20692 4358 19040 3799
KAPP 346 75 368 80
TAPP 1&2 1206 115 1206 115
TAPP 3&4 1948 533 1934 529
Total - NPCIL 3500 723 3507 725

Note:* as per CEA target

Power Purchase from Sardar Sarovar Project (SSP) and Pench HPS

MSEDCL has submitted energy awillity of 540 MU from Sardar Sarovar Project
(SSP) for FY 20141 at a cost Rs 111 Crore. For determining the energy availability
from SSP for FY 20141, the Commission has considered the annual generation target
specified by CEA for FY 201Q1. The enegy sent out from this station has been
estimated by considering the capacity allocation as submitted by MSEDCL. Thus, the
energy availability for FY 20101 works out to 635 MU. As regards the power purchase
cost, the Commission is of the view that thaftdor SSP needs to be determined by
CERC. In the absence of CERCO6s approval,
tariff of Rs 2.05 per unit as currently being paid by MSEDCL. This rate shall prevail until
such time CERC approves the tariff for S&R¢d the Commission shall trugp for any
variations in the subsequent years. Thus, the estimated power purchase cost for purchase
of 635 MU from SSP works out to Rs. 130 Crore.
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For power purchase from Pench HPS, tBemmission has considered the energy
availability projected by MSEDCL (240 MU) at a cost of Rs. 2.05 per unit with a total
cost of Rs. 49 Crore.

Power Purchase from Ratnagiri Gas and Power Pvt. Ltd. (RGPPL)

MSEDCL has projected power purchase from RGPPL based on the Tariff Petition
submittel by RGPPL to CERC. RGPPL has projected energy generation of 11000 MU
from its stations for FY 201Q1 in its Tariff Petition before CERC. The fixed cost
considered by MSEDCL is Rs. 2.08 per unit and the variable cost is Rs. 2.18 per unit for
FY 201011.

As regards the cost of power purchase from RGPPL, for the purpose of this Order, the
Commission has considered the actual cost paid to RGPPL in F¥120@& submitted

by MSEDCL. However, the matter of RGPPL tariff as determined by the Central
Electricity Regulatory Commission for this period is being agitated by RGPPL before the
Appellate Tribunal for Electricity (ATE)and the matter is pending before the ABEd

hence, the Commission directs MSEDCL to submit the detailed analysis of impact of
APTEL Jugment and relevant CERC Orders pertaining to RGPPL, in the next tariff
determination process.

It may be noted that, CERC has recently brought out its Order specifying the fixed cost
and variable cost of RGPPL stations from FY 20090 FY 201314 (Petiton No 283 of

2009, dated August 18, 2010). In this Order, CERC has reduced the approved installed
capacity of RGPPL as 1967 MW for the purpose of tariff determination. Also it has
approved the annual generation target of 11000 MU at a reduced PAF 6a.[&%.
relevant extract of the order is as under:

n29. Il n view of our observations in para 25
Regulation 44 of 2009 regulations, we are relaxing the norms of NAPAF for gas based
generating stations as specified undgulation 26(i)(a) of 2009 regulations in respect
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of the generating station as a special one time dispensation and allow the following
NAPAF for different years of the tariff period 2009, for the purpose of recovery of full
annual fixed charges:

Financial year Net generation NAPAF(%)
(MU)
2009-10 8227 49.90
2010-11 11000 66.72
2011-12 to 2013-14 13188 80.00

Further, relaxation in the NAPAF as allowed above, is subject to the condition that the
generating station shall be entitled to incentive corresponding to 50% of the availability
in excess of 85% till such time the shortfall in availability from the 80% atvititly
during the years 20020 and 201@11 is made good. We would also like to make it clear
that relaxation in NAPAF is a onetime dispensation and no further request for relaxation
shall be entertained and consequences of any shortfall in performaaltdestorne by
the Petitioner. o

Hence, the Commission has also considered the power purchase quantum of 11000 MU
from RGPPL stations for FY 20101. As regards power purchase cost, the Commission
has considered the fixed charges for FY 2Q10as approwk by CERC. Since the entire
capacity is allocated to MSEDCL (as submitted by MSEDCL in its APR Petition), the
entire fixed charge is payable by MSEDCL. The Commission has considered a variable
charge of Rs. 2.87 per unit for purchase of power from RGPRIois$s as approved by
CERC.

The summary of power purchase expenses for FY-2Q1f6om RGPPL is shown below:

Table: Power Purchase Details for RGPPL Approved for FY 2a1D

MSEDCL Approved
PP PP
Source Quantum Expenses
(MU) (Rs Quantum(MU) | Expenses
Croré) (Rs. Crore)
RGPPL 11000 4687.62 11000 5155.07
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Power Purchase from Dodson | & II, Captive Power Plants and Non Conventional
Sources

MSEDCL has forecasted energy availability of 21 MU from Dodson | HPS at a total cost
of Rs. 4.94 Crore. The Commisn has also considered energy availability of 21 MU
from Dodson | HPS for FY 20101. However, for determining the power purchase cost,
the Commission has relied on the Suo Motu Order for determination of generic tariff for
renewable sources of power gaNo 20 of 2010, July 14 2010). The Commission in the
said Order has determined the tariff for existing small hydro projects to be Rs. 2.99 per
unit for FY 201011. Therefore, the Commission has determined the power purchase cost
from Dodson | HPS for F2010-11 at the rate of Rs. 2.99 per unit which amounts to the
total power purchase cost of Rs. 6.38 Crore.

For Dodson Il HPS, MSEDCL has considered a power purchase quantum of 51 MU with
a total power purchase cost of Rs. 12.9 Crore. However, for datdram of power
purchase quantum and cost from Dodson Il HPS, the Commission has considered the
approved energy generation and the approved Annual Fixed Charges for FY12040
accordance with the Commission's Order fedegermination of tariff for Ddson Il HPS

in Case No. 105 of 2009, dated May 24, 2010. The approved energy generation for
Dodson Il HPS is 42.88 MU and approved Annual Fixed Charge is Rs. 15.21 Crore.

Regarding energy availability from CPPs and NCE sources, MSEDCL has projected

power purchase of 392 MU at a cost of Rs 172 Crore, which the Commission has

accepted. As regards NCE sources, MSEDCL in its Petition estimated power purchase
guantum from NCE sources as 5308 MU at a cost of Rs 2336 Crore. However, in replies
to datagaps MSEDCltevised the power purchase quantum from NCE sources as 4114

MU at a cost of Rs 2028 Crore, which has been accepted by the Commission.

Power Purchase from JSW IPP

MSEDCL has estimated power purchase quantum from JSW IPP as 1310 MU at a cost of
Rs 354 Qore, which has been accepted by the Commission
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Power Purchase from Traders and Drawal from IBSM

MSEDCL, in its Petition, submitted that it has estimated power purchase of 470 MU from
traders at an estimated expense of Rs. 260 Crore for FY-POMSEDCL submitted

that in case of any shortfall in energy available from the abosationed sources,
MSEDCL would source power from Traders or any other source available at market price
prevailing at that point of time. Accordingly, MSEDCL requested the Cigsion to

allow procurement of available power from the market to mitigate any shortfall
pertaining to existing sources. Similarly, MSEDCL has estimated power procurement of
100 MU from Interim Balancing & Settlement Mechanism (IBSM) at an estimated cost
of Rs. 5 per unit.

Considering the total energy input requirement of MSEDCL for FY 20110and
projected energy availability from various sources, in this Order, the Commission has not
considered any power purchase from traders during FY-201®owever,in case of
increase in energy requirement and/or shortfall in energy availability from other sources,
MSEDCL should consider purchase of power from traders to meet the energy
requirement. If required, MSEDCL may approach the Commission separately for prior
approval for purchase of power from traders in accordance with Regulation 25 of MERC
(Terms and Conditions of Tariff) Regulations, 2005.

The power purchase quantum projected by the Commission in this Order is not a ceiling
guantum, but an estimated quam based on the present sales projection, and the

allowed level of distribution losses. Obviously, if the actual sales increase beyond the

levels considered in this Order, then the power purchase quantum would also increase
correspondingly. Further, the BIRC Tariff Regulations also provide for shtetm

power purchase and the procedure to be observed by the distribution licensee in the event

of unforeseen wide variation in the sales forecast. However, any additional power
purchase on account of its fagur t o r educe distribution | oss:
account, and the treatment of the same will be governed by the provisions of the MERC

Tariff Regulations. MSEDCL should not increase the hours of load shedding for any
category/region, citing the powerpic has e quantum approved in th
as a ceiling figure.
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Similarly, the Commission has not considered any increment/decrement from IBSM for
FY 201011, as it is very difficult to predict the same. However, the actual
increment/decrement fno IBSM for FY 201011 and the corresponding cost impact will

be considered by the Commission while truing up the ARR for FY-2Q10

External Transmission Charges Payable to PGCIL

MSEDCL has estimated the transmission charges payable to PGCIL a?Rsrof2 for

FY 201011, which has been accepted by the Commission. MSEDCL has also projected
the charges receivable by MSEDCL for injection of reactive energy as Rs. 2.20 Crore,
which has been accepted by the Commission.

Intra -State Transmission Charges

MSEDCL projected Transmission Charges of Rs. 1494 crore for FY-RD0%s
approved by the Commission for FY 2000. However, in replies to datmps regarding
actual power purchase during FY 2008, MSEDCL submitted Rs 1491.50 Crore as
actual IntraStateTransmissionCharges, which has been accepted by the Commission.
MSEDCL requested the Commission t¢onsider the transmission tariff payable to
transmission licensees as approved by the Commission in the APR for FYL.Q0fa®
deter mi nat i o reveé requiEmBdnGdr BYs2010.

For FY 201011, the Commission vide its Order dated September 10, 2010 in Case No.
120 of 2009, in the matter of determination of Transmission Tariff for the-$iate
Transmission System, has approved the revisedsimasion Charges for FY 20410

with effect from September 1, 2010. Accordingly, the Commission has considered the
monthly transmission charges payable by MSEDCL for FY 201,0as approved in the
abovesaid Order for 7 months, and has considered the nyam#msmission charges for

5 months as approved in the Order in Case No. 155 of 2008. Accordingly, the total
transmission charges payable by MSEDCL for FY 2010as approved by the
Commission works out to Rs. 1868 Crore.

SLDC Charges
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As regards the MIDC charges for FY 20101, the Commission in its Order dated
August 6, 2010 in the matter of Approval of MSLDC Budget for FY 201{Case No.

94 of 2009) has determined the mechanism for the recovery of MSLDC Fees and Charges
for FY 201011. The Commissioi has consi dered MSEDCLOSs
MSLDC Fee for FY 20141 based on the abogaid Order, which works out to Rs.
10.64 Crore.

s ha

The total approved power purchase expenses for FY-201@xcluding transmission
charges and SLDC Fees and Chaayesas tabulated below:

MSEDCL Approved
Particulars Energy Total Energy Total
sent out Cost Sent Out Cost

MU Rs Crore MU Rs Crore
MSPGCL 47995 12035 50490 11359
DODSON | 21 5 21 6
DODSON Il 51 13 43 15
RGPPL 11000 4688 11000 5155
NCE 5308 2336 4114 2028
CPP 392 172 392 172
IPP-JSW 1310 354 1310 354
IBSM 100 50 0 0
Other Sources within the State 18182 7617 16880 7731
KSTPS 5466 705 5096 587
VSTP | 3616 704 3395 488
VSTP I 2829 556 2652 501
VSTP I 2463 520 2211 520
KAWAS GAS 1615 569 1345 321
GANDHAR 1576 615 1314 573
FSTPP 0 0 129 35
KhTPSI 0 0 61 19
KhTPSII 511 125 511 149
TSTPS 0 0 84 13
Sipat TPS 2616 565 2242 593
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MSEDCL Approved
Particulars Energy Total Energy Total
sent out Cost Sent Out Cost

MU Rs Crore MU Rs Crore
NTPC 20692 4358 19040 3799
KAPP 346 75 368 80
TAPP 1&2 1206 115 1206 115
TAPP 3&4 1948 533 1934 529
NPCIL 3500 723 3507 725
CGS Stations 24192 5082 22548 4523
U.l. CHARGES 100 30 0 0
SSP 540 111 635 130
PENCH 240 49 240 49
Trading Company 470 260 0 0
Zero Load Shedding* 1480 0 0 0
MSEDCL PP through IEX 0 0 0 0
Other Sources from outside the State 2730 420 875 179
Total PP from Outside State 27022 5532 23423 4703
Power Grid 0 422 0 422
Reactive Charges 0 -2 0 -2
WRPC 0 0 0 0
Total Power Purchase 93199 25605 90793 24213

*It may be noted that Power Purchase quantum projected by MSEDCL inclades p

purchase for ZLS schemes, which is outside the purview of this tariff determination

process and hence, has not been considered by the Commission.

4.6 O&M Expenses for FY 200910 and FY 201611

The O&M expenditure comprises of employee expenditure, A&@edipure and R&M

expenditure, as discussed below.

4.6.1 Employee Expenses

MSEDCL submitted that for FY 20080, it has projected revised employee expenses of
Rs 2678.38 Crore as compared to the expenses of Rs. 2512 Crore approved in the
previous APR Order. FoFY 201611, MSEDCL projected employee expenses of Rs.
2837.19 Crore.
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MSEDCL submitted thathe net employee expenditure for FY 2a0® has been
estimated at Rs2678.38 Crore after adjusting for capitalization of Rs. 234.40 Crore
which amounts to an inease of around 6.62% over the approved expense of Rs. 2512
Crore for FY 200910. For FY 2016a11, the employee expenses have been projected to
increase by 6% over the revised estimates of FY -A@0%or FY 200910 and FY 20190

11, MSEDCL has considered thenortisation of leave encashment equivalent to Rs. 88
Crore annually, as approved by the Commission in the APR Order. MSEDCL submitted
thatthe capitalisation of employee expenses has been considered at the same rate of 8%
for FY 200910 and FY 201411, & considered for FY 200@9.

MSEDCL submitted the following reasons for the projected increase in employee
expenses for FY 20090 and FY 20141 as compared to the expenses approved by the
Commission:

e Provision for wage revision of MSEDCL employees dummrApril 1, 2008 of
Rs. 364 crore and Rs. 422 crore for FY 203and FY 20090 respectively.
MSEDCL has estimated an impact of 20% on account of wage revision on Gross
employee expense of FY 2008 asbase. MSEDCL added that the projection for
FY 200910 has been done considering normal escalation over the actual
employee expenses for FY 2008. However, actual impact of FY 2008 has
increased from Rs. 364 crore to Rs. 417 crore. In a similar manner, impact in FY
200910 is also more than the prowsi which is implicitly embedded in the
revised basic salary of employee.

e Further, MSEDCL has initiated a Voluntary Retirement Scheme (VRS) for its line
staff and hence, a provision of Rs. 19 Crore has been considered for F¥®2009

MSEDCL also submiti the following reasons for the increase in the varioushealdls
of employee expenditure:

e Basic Salary: For FY 20020, MSEDCL has estimated an employee expense of
Rs. 1280.64 Crore after considering an increase of 4% over the actual expenditure
of Rs. 131.38 Crore for FY 20089, and considering an impact on expected
inductions/retirements during the second half of FY 2009
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e Dearness Allowance (DA): Dearness Allowance has been computed as a
percentage of the basic salary and is increased twice aGe@sidering present
trend of inflation, weighted average increase of 6% in DA has been considered
during the second half of the year. DA rate has been considered as 28% of basic
salary based on the weighted average rate of DA applicable during each month

e Overtime Payment and other Allowances: Overtime is payable only for the line
field staff, and has been projected to increase at the rate of 11% p.a. over the
previous yearo6s | evel s.

e EXi Gratia: Exgratia paid for FY 20089 is Rs. 5000 per employee agaiRs.
7000 per employee during FY 2008. Projected figure for EXGratia for FY
200910 and FY 20141 is Rs. 30.96 Crore.

e Pension: MSEDCL has projected Rs. 0.55 Crore and Rs. 0.72 Crore as provision
for pension for FY 20090 and FY 201411, respectivelyafter considering an
increase of 30% over payments made during FY 288

e Gratuity: For projecting gratuity payments for FY 200® and FY 20141, an
annual increase of 5% over the actuals of FY 20@®as been considered, which
works out to Rs. 2786 Crore and Rs. 287.14 Crore, respectively.

e Leave Encashment: Only incremental provisioning has to be done in FY1P009
and in further years, since the fitshe provisioning has been done in FY 2006
07. Provisioning of Rs. 448.63 Crore has been comsai¢owards provision of
earned leave encashment for FY 2@ and an increase of 4% has been
considered for FY 201Q1.

o Staff Welfare Expenses: Based on the actual expenditure incurred in FYX02008
it is estimated that the total expenditure during 200310 shall be Rs. 9.85
Crore. For projecting the staff welfare expenses for FY 2010the same
percentage increase, i.e., 4% has been considered. This includes expense on
account of &6Group Personal Accident Polic
in case of injuries/death occurred while in the service of the Company.
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The Commission asked MSEDCL to submit the rate of DA as a percentage of basic
salary prevalent for different periods in FY 2008 and FY 20040 (till date) as well as
projected for thebalance period of FY 20080 and FY 201d1. In reply, MSEDCL
submitted the prevalent rates of DA as under:

Period DA as a percentage of Basic Salary
Jan to March 2008 97% on prerevised basic

April to June 2008 12% on revised basic

July to Dec. 2008 16% on revised basic

Jan to June 2009 22 % on revised basic

July to Dec 2009 27% on revised basic

MSEDCL added that for projection purposes, an average rate of DA increase, i.e., 6%
during six months on 28®A for FY 201011 has been considered.

In response to the query raised by the Commission, MSEDCL submitted the details of
actual headvise expenses in H1 and H2 over the last three years, for employee expenses.

The Commission asked MSEDCL to submit tleailed calculation of savings projected

to accrue and the Cost Benefit Analysis of the Voluntary Retirement Scheme for its line
staff. In reply, MSEDCL submitted that vide its Adm. Circular No.163 dated August 4,
2008, it has launched Early Retirement &ale for the line staff who have crossed the
age of 45 years and are left with minimum five years of service and found physically
unfit to carry out their normal duties. Such employees have been considered under Early
Retirement with any of the following twoptions:

(A) The member of the Line staff may opt for compensation for remaining service
OR

(B)Empl oyment as OVeej Sevakdé to his son
scheme.

MSEDCL submitted that 653 employees opted for compensation and 963 employees
opted for appointment as Veej Sevak to their sons. MSEDCL incurred an expense of Rs.

MERC, Mumbai Pagel500f 269




Case Nolllof 200 MERC Order foMSEDCLfor APR of FY 208-10 and Tariff for FY 2Q0-11

67.45 Crore under this scheme. MSEDCL submitted the projected savings in employee
expenditure on account of VRS scheme as under:

(A)  Projected savings when line staff is optiior Veej Sevak option:

Total amount of savings during the period of 10 years: Rs.100 Crore (approx.)

Further, by employing o6Veej Sevaké, MSEDCL
blood, which will be more energetic and efficient at low cost.

(B) Projeced savings when employees have opted forgretia payment, i.e.,
compensation:

Under thisscheme 653 employees have submitted their options. The posts vacated by
these employees will not be filled in by way of Direct Recruitm&hé Commission has

hene, taken into account the savings due to VRS scheme as well as Veej Sevak scheme,
based on the submissions of annual savings estimated by MSEDCL, and considering the

number of employees who have opted for the scheme and average salary expenditure as
submited by MSEDCL

The Commission enquired of MSEDCL regarding incremental provisioning towards
earned leave encashment to the extent of Rs. 448.6 Crore in FY1Q00@th 4%
increase for FY 201Q1 along with justification in view of the fact that the d@mae
provisioning of Rs. 440 Crore in FY 20@F has already been considered in tariff
(through amortisation over a period of 5 years). The Commission directed MESDCL to
submit the actual provisioning in this regard for FY 20@8 In reply, MSEDCL
submittedthat actual expenditure on leave encashment during FY-@908 Rs. 431.37
Crore. Provision for leave encashment for FY 2Q1thas been projected on the basis of
actual expenditure on leave encashment incurred during FY-GROBISEDCL added

that the expnditure on provisioning for leave encashment has been increased due to
wage revision (effective from 1st April 2008). Further, every year there is addition to
earned leave and half pay leave balance and encashment.

The Commission, in its earlier Orderashallowed MSEDCL to shift from earlier cash
based system to provisioning for leave encashment based on Actuarial Valuation Report.
Based on this Report, the Commission has allowed Rs. 440 Crore to be recovered in five
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equal instalments of Rs 88 Crore. M3EL at the time of approval indicated that this is a
onetime expense. However, now MSEDCL is seeking to again shift from provisioning
basis to cash basis and incremental amount sought is more than the provisioning amount
of Rs 440 Crore. The Commissiorretited MSEDCL to submit detailed computation,
justification and Actuarial Report for FY 2009 and FY 20141. MSEDCL, in its

reply, submitted that Leave Encashment liability is provided every year for the liability
accrued up to the end of that Finandiaar, for leave actually earned and credited as a
leave balance to each employee. Amount shown as provision for leave encashment at the
end of Financial Year is certified. The differential amount, i.e., difference in the balance
lying in the leave encaslhent provision account and the amount certified is required to be
provided in the accounts as per AS 15. MSEDCL added that the Actuarial Report for FY
200910 and FY 20141 will be furnished after closure of the financial year.

For FY 200910, under eaclsubhead of employee expendituréaet Commission has
considered an increase of around 6.35% on account of inflation over the revised level of
employee expenses as approved for FY 2008inder the truing up exercise in this
Order, based on the increase @onsumer Price Index (CPI), except for leave
encashment. The Commission has considered the point to point inflation over CPI
numbers for Industrial Workers (as per Labour Bureau, Government of India) for a period
of 5 years, i.e., from the year 2005 to 900humbers as on March of the year), to
smoothen the inflation curve. The Commission will undertake the final truing up of
employee expenses for FY 2000 based on actual employee expenses for the entire
year and prudence check.

As regards leave encashnt, the Commission has accepted the submission of MSEDCL
for additional provisioning of Rs 431.37 Crore in FY 2@ However, MSEDCL has
sought Rs 449 Crore and Rs 467 Crore under this head for F¥12088d FY 20141,
respectively, since MSEDCL hasrtsidered a 4% growth rate in the same. However, by
MSEDCL's own admission, only incremental provisioning needs to be done every year,
to ensure that the balance provisioning in the fund matches the funds requirement as per
the actuarial valuation. Furtheéhe provisioning for leave encashment in FY 2008has
already accounted for the impact of pay revision in FY 20@8Hence, only incremental
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provisioning amount needs to be claimed by MSEDCL. However, no such documentary
evidence, basis or rationalasibeen submitted to the Commission by MSEDCL. Hence,
on provisional basis, the Commission has considered 50% of the amount projected by
MSEDCL for FY 200910 and FY 20141 under this head.

For FY 201011, for each sukhead of employee expenditurdget Conmission has
considered an increase of around 8.49% p.a. on account of inflation over the revised level
of employee expenses as approved for FY 2DDunder the provisional truing up
exercise in this Order, based on the increase in Consumer Price IndBx €&cept
provision for leave encashment, as discussed above. For F¥12018e Commission

has considered the point to point inflation over CPI numbers for Industrial Workers (as
per Labour Bureau, Government of India) for a period of 5 years stémimgFY 2005

06 to FY 200910 (numbers as on March of the year), to smoothen the inflation curve.

Further, as regards capitalisation of employee expense for F¥1Z0aad FY 20141,
the Commission has considered the capitalisation at the same per@nsadpenitted by
MSEDCL in its Petition.

Accordingly, the approved employee expenses for FY 2@0&nd FY 20141 is
summarised in the following Table:

Table: Approved Employee Expenses for FY 2a0®and FY 201611 (Rs. Crore)

Particulars FY 200910 FY 201011

APR Revised | Approved | Projected | Approved
Order Estimate

Gross employee expense 2126 2825 2524 2998 2730

Less: Capitalisation 125 234 209 249 227

Net employee expense

o 2001 2590 2314 2749 2503
(net of capitalisation)

Deferred expense fd
Earned Leave Encashme 88 88 88 88 88
as per MERC order datg
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Particulars FY 200910 FY 201011
APR Revised | Approved | Projected | Approved
OrelEr Estimate

20/06/08 on APR for FY

200708

Impact of Pay revision du

on 1st April 2008 422 ] ] ] ]

Net Employee Expenses 2512 2678 2402 2837 2591

It may be noted that the approved employee expens&sf@00910 are lower than the
employee expenses allowed for FY 2a8 on account of consideration of only 50% of
the incremental provisioning for leave encashment, as claimed by MSEDCL.

4.6.2 A&G Expenses
MSEDCL submitted that for FY 20080, the revised &G expenses have been

estimated as Rs. 363.08 Crore as compared to the approved expenses of Rs. 213 Crore.

For FY 201011, MSEDCL has estimated Rs. 416.62 Crore towards A&G expenses.
MSEDCL submitted thabased on theresent trend of inflationit has corsidered an
increase of 10% over the previous year o0s
A&G, for estimation of A&G expenses for FY 2009 and FY 20141.

MSEDCL submitted that the increase in the projected expense from Rs. 302 Crore in
previousAPR Petition to Rs. 363 Crore now, is not only due to inflation and increase in
volume of transactions, but also due to the following:

e Two new zones, i.e., Nanded and Jalgaon, and three new circles, i.e., Nandurbar,
Washim and Baramati, have become fulbemtional during FY 20620.

¢ New divisions and sulivisions have also been created during FY 2009
e Frequent drives are being taken to detect theft of power.

However, in case of conveyance and travel, computer stationery expenses, advertisement
expenss, vehicle running, and vehicle hire expenses, an increase of 25 % over previous
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year 0s expenses has been considered, becaus

special recovery drive, theft detection drive, public awareness campaign, etc. Similarly,
in case of rent, rates and taxes, a 10%
consideredMSEDCL submitted the following reasons for the increase in théheals

of A&G expenditure:

e Conveyance and Travel expenses: In order to reduce distridaisnthere has
been an increase in special recovery drive, theft detection drive, and public
awareness campaign, etc. Also, the price of petrol and diesel has gone up
considerably. Based on actual expenses incurred during FYX-@08SEDCL
has estimatethat a total expenditure of Rs. 24.94 Crore will be incurred in FY
200910, amounting to an increase of Rs. 4.99 Crore. The same has been
projected to increase by 25% in FY 2010.

e Advertisement Expense®\ substantial increase has been projected over th
previous yearos expenses under t his
expenditure projected to be incurred, as well as the need to create public
awareness to avoid theft of energy, promotion of energy conservation, etc.

e Telephone and PostagBue to creation of new Circles, Divisions and Sub
division offices, the expenditure on telephone charges has increased considerably,
and hence, an increase of 10% has been considered over actual expenses in FY
200809 for projecting the expenses for FY 260®and FY 201011.

e Security arrangementnl or der to protect MSEDCLOGS
security to employees, additional security measures are required to be taken,
leading to additional expenditure.ehice, MSEDCL has estimated an annual
increase ofL0% under this head, i.e., an expenditure of Rs. 27.80 Crore in FY
200910 and an increase of 10% for FY 201D

e Computer Stationery: The expenditure on Computer Stationery has been
estimated to increase by approximately 25% in FY 200%s compared tBY
200809, on account of shifting to photo billing, providing bills in Marathi
language, as well as increase in the cost of stationery.
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For FY 200910, he Commission has considered an increase of around 5.48% on account
of inflation over the gross A&&xpenses for FY 20089 as approved in this Order,
based on the increase in Wholesale Price Index (WPI) and Consumer Price Index (CPI).
The Commission has considered the point to point inflation over WPI numbers (as per
Office of Economic Advisor of Govbf India) and CPIl numbers for Industrial Workers

(as per Labour Bureau, Government of India) for a period of 5 years, i.e., FY03Q04

FY 200809 (up to March 2009), to smoothen the inflation curve. The Commission has
considered a weight of 60% to WRidh40% to CPI, based on the expected relationship
with the cost drivers. The Commission will undertake the final truing up of A&G
expenses for FY 20090 based on actual A&G expenses for the entire year and prudence
check. Further, as regards capitalisatithe Commission has considered the same
percentage as submitted MSEDCL in its Petition for FY 2009

For FY 201011, for each suthead of A&G expenditurehe Commission has considered

an increase of around 7.02% on account of inflation over the delesel of A&G
expenses as approved for FY 2a® under the provisional truing up exercise in this
Order, based on the increase in Wholesale Price Index (WPI) and Consumer Price Index
(CPI). The Commission has considered the point to point inflation\WW¥&mumbers (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 5 years, starting
from FY 200506 to FY 200910 (up to March 2010), to smoothen the inflatcurve.

Accordingly, the approved A&G expenses for FY 2@ and FY 20141 are
summarised in the following Table:

Table: Approved A&G Expenses for FY 20a® and FY 201611 (Rs. Crore)

Particulars FY 200910 FY 201011
APR Revised | Approved | Projected | Approved
Order Estimate

Gross A&G expenses 266 400 269 459 288

Less: Capitalisation 53 37 25 42 26
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Particulars FY 200910 FY 201011
APR Revised | Approved | Projected | Approved
Order Estimate

Net A&G expenses 213 363 245 417 262

4.6.3 R&M Expenses

MSEDCL submitted that the R&Mxpenses have been estimated as Rs. 658.66 Crore for
FY 200910, ascompared to the approved expense of Rs. 482 Crore for FY¥:2D0Ror

FY 201011 MSECL has estimated R&M expenses of Rs 724.53 CM&EDCL added

that while estimating R&M expenses for FY 2000 and FY 20141, an annual
increase of 10% has been comsetl over actual audited R&M expenses of FY 2093

In its Petition, MSEDCL submitted th#te projected R&M expendituréor FY 200910
includes works like part replacement of HT and LT Cables, Distribution boxes, LT and
HT poles, single phase/three pb43T operated Meters, DTC Maintenancegagthing,
providing guarding, crimping of jumpers at cut points, labour charges on all the above,
etc. MSEDCL requested the Commission to take into consideration the aspect of
deteriorated infrastructure, its sem@ilife and its redundancy factor while approving the
R&M expenditure for FY 20090. MSEDCL submitted that sincenost of the
distribution network is overhead, it is therefore, susceptible to the onslaught of
environment and other related factors. The epaarts are also not available due to
change in technology and ceasing of production of such old equipments. Under this
circumstance, reduction in life cycle and frequent maintenance is inevitable and the
expenditure requirement is high.

The Commission dacted MSEDCL to submit detailed plan regarding R&M expenses of
Rs. 725 Crore in FY 20101. In response, MSEDCL submitted that it has projected an
expenditure of Rs. 725 Crore on R&M in FY 2010, based on the actual expenditure
incurred during FY 20089. MSEDCL considered an annual escalation rate of 10% over
actual expense of FY 20a® for projecting R&M expenses for FY 20A9 and FY
201011.
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For FY 200910, for each sulhead of R&M expenditure, the Commission has considered
an increase of around.% on account of inflation over the revised level of R&M
expenses as approved for FY 2d@Bin this Order, based on the increase in Wholesale
Price Index (WPI). The Commission has considered the point to point inflation over WPI
numbers (as per Office &conomic Advisor of Govt. of India) for a period of 5 years,
i.e., FY 200405 to FY 200809 (up to March 2009), to smoothen the inflation curve. The
Commission will undertake the final truing up of R&M expenses for FY 20D®ased

on actual R&M expensdsr the entire year subject to prudence check.

For FY 201011, for each sukhead of employee expenditurdjet Commission has
considered an increase on account of inflation rate of around 6.05% p.a. over the revised
level of R&M expenses as approved for R80310 under the provisional truing up
exercise in this Order, based on the increase in WPI. For FY-2D1fhe Commission

has considered the point to point inflation over WPI numbers for a period of 5 years,
starting from FY 20096 to FY 200910 (up toMarch 2010), to smoothen the inflation
curve.

Accordingly, the approved R&M expenses for FY 24@ and FY 20141 is
summarised in the following Table:

Table: Approved R&M Expenses for FY 2049 and FY 201611 (Rs. Crore)

Particulars FY 200910 FY 201011
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APR Revised | Approved | Projected | Approved

Order SSUITELE After
provisional
truing up

Net R&M expenses 482 659 481 725 510

4.7 Capital expenditure and capitalisation

MSEDCL submitted that the basic objective of incurring the capital expendiaseov
upgrade the ageing and weak distribution network to desirable standards so as to provide
better network reliability and sustainable performance. The plan also envisaged
reinforcement of the system to provide quality, security and availability of psupply

to the consumers, to undertake system development to meet the load growth, achieving
the targeted reduction in system losses, undertake automation and other improvement
works to enhance customer service and fulfil social obligations such asfielain of
un-served areasMSEDCL, in its Petition, proposed capital expenditure under the
following broad heads:

A APDRP Schemes These includesrection of new 33 kV substations, 33kV lines,
New Distribution Transformer Centres, Capacitor banks, etc.

A Infrastructure Works Plan: These include carrying out modification/ improvement
in the distribution networkfor providing reliable,enhanced qualityof supply,
improving the Standasbf Performance and reduction in distribution loss.

A Gaothan Feeder Sepaoat Sctemes:These includsegregation of T-IV Agriculture
category load and other category load on separate feeders.

A Automated Meter Reading

RGGVY - Electrification of rural households including 100 % Below Poverty Line
(BPL) households and its assoeinfrastructure works

A Agriculture Metering: These include the metering works of-umetered agriculture
connedbons in order to reducethe losses.
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Other than the above capital investment plan, MSEDCL proposed numerous other
schemes for reactive power nagement, load growth, DTC metering, étSEDCL, in

its Petition, proposed a total capitalisation of Rs. 2900.61 Crore in FY-ZD@&d Rs.
4586.19 Crore in FY 20101, which included intealia, Rural Electrification
Distribution schemes of Rs. 651 Cean FY 200910 and Rs. 622 Crore in FY 201Q,
other distribution schemes of Rs. 61 Crore in FY 200%nd Rs. 70 Crore in FY 2010
11, Infrastructure works of Rs. 854 Crore in FY 2d@and Rs. 1470 Crore in FY 20610
11, Gaothan Feeder Separation Sche(@®-SS) Phase I, Il & Il of Rs. 692 Crore in FY
200910 and Rs. 808 Crore in FY 2010, APDRP schemes of Rs. 224.02 Crore in FY
200910 andR-APDRP schemes d®s. 1223 Crore in FY 20101, DTC metering, MIS
schemes and schemes under DRUM of Rs. 63rbileGn FY 200910 and Rs. 89 Crore
in FY 201011, Backlog schemes of Rs. 75.32 Crore in FY 200@%nd Rs. 80 Crore in
FY 201011.

The details of total capital expenditure and capitalisation proposed by MSEDCL for FY
200910 and FY 201411 are shown inhe Table below:
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Table: Capital Expenditure and Capitalisation proposed by MSEDCL (Rs Crore)

FY 2009-10 FY 2010-11
. Investment e . . Investment .
. . Opening : Capitalisatio | Closing Opening : e Closing
Project Title cwip during the n cwIP cwip during the [ Capitalisation cwiP
year year

Infrastructure Plan works 275.04 1067.7] 854.117 488.5 488.56 1838.00 1470.41 856.1
Gaothan Feeder Separation 266.94 315.0( 25200  329.94 329.96 0.00 00d  329.94
Scheme - Phase |

Gaothan Feeder Separation 17.14 500.0( 400.0( 117.11 117.19 838.54 670.83  284.84
Scheme - Phase Il

Gaothan Feeder Separation 1.34 50.04 40.04 11.34 11.34 172.0 137.64 45.71
Scheme - Phase IlI

Fixed Capacitor Scheme 0.3 0.0d 0.0q 0.3% 0.31]] 17.94 14.34 3.89
AMR 1.00 25.00 20.00 6.04 6.0Q 0.00 0.0q 6.04
FMS 0.17 0.0d 0.09 0.13 0.12 0.009 0.09 0.13
APDRP

Phase-I 527.57 0.09 0.00 527.57 527.57 0.00 0.00 527.57
Phase-Il 29.74 0.0d 0.09 29.74 29.78 0.00 0.00 29.74
R-APDRP A 0.0d 136.73 109.34 27.34 27.35 241.56 193.24 75.64
R-APDRP B 0.0d 143.3( 114.64 28.64 28.64 1286.70 1029.3 286.0
Internal Reform

DTC Metering

Phase-Il (Partl&ll) 6.03 0.0d 0.09 6.03 6.03 0.09 6.03
Phase-Ill 0.04 25.0( 20.04 5.09 5.06 64.75 51.80 18.0%
MIS 2.19 29.74 23.81] 8.14 8.1 35.00 28.00 15.14
DRUM 38.45 24.13 19.30 43.21 43.27 10.09 8.00 45.21
Load Management 8.14 0.0d 0.09 8.14 8.14 0.00 0.0q 8.14
Distribution Scheme

P.F.C.Urban Distribution 37.57 0.0d 0.0q 37.57 37.57 0.00 0.09 37.57
MIDC Interest free Loan 24.79 0.0 0.0 24.74 24.78 0.00 0.0 24.74
Scheme

Evacuation 0.0d 0.0d 0.09 0.0d 0.09 0.0 0.09 0.0d
Evacuation Wind Generation 0.24 16.24 12.99 351 3.5 17.0d 13.6( 6.91
(Captive Power)

Agriculture Metering 6.54 60.04 48.04 18.54 18.54 70.0d 56.0Q 32.54
RGGVY 41.54 325.071 260.06 106.5 106.59 264.13 211.30 159.43
R E Dist

I-RE/ND

DPDC / Non-Tribal 81.04 134.39 107.44 107.9 107.9( 125.24 100.29 132.94
DPDC / SCP 28.24 36.29 29.07 35.44 35.49 38.17 30.49 43.1]
DPDC /TSP + OTSP 36.54 64.07 51.24 49.34 49.34 58.2( 46.54 61.0(
Rural Electrification

q qg

(Grant) 4.79 10.04 8.00 6.79 6.79 105 8.4Q 8.89
SPA:PE 243.53 260.0( 208.04 295.53 295.53 260.0( 208.04 347.53
P:SI 86.43 85.0( 68.0( 103.43 103.43 85.00 68.0( 120.43
P:IE 35.54 200.0( 160.0( 75.54 75.54 200.0( 160.0( 115.5¢
111-JBIC 0.04 0.04 0.09 0.04 0.09 0.09 0.04
JBIC 5.29 24.0( 19.2(¢ 10.09 10.09 0.0q 0.09 10.09
New Consumers 10.01 0.0d 0.0 10.0% 10.01 0.00 0.0 10.0%
Back log 127.54 94.15 75.37 146.3 146.39 100.0( 80.0d 166.3
Total 1943.79 3625.74 2900.61 2668.9 2668.93 5732.74 4586.19 3815.4
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In the context of Infrastructure works, MSEDCL submitted that it has submitted 119
DPRs as a part of infrastructure works amounting to a capital outlay of9R8.18
Crore, which has received-principle approval from the Commission.

The Commission observed that one of the reasons submitted by MSEDCL for the large
capital expenditure is for MSEDCL to provide reliable, quality supply and improve the
Standard of Performance. Accordingly, the Commission asked MSEDCL to submit
reliability indices for FY 20089, FY 200910 and FY 20141, in reply to which,
MSEDCL submitted the circle wise reliability indices for FY 2a@8and FY 2004.0.

As regards such indés for FY 2016011, MSEDCL submitted that it is on the verge of
establishing the reliability indices for all circles and it will not be possible for MSEDCL
to project the reliability indices for FY 2041 in the absence of adequate data.

The capitalisatiorapproved by the Commission in its previous Orders and the revised
estimates submitted by MSEDCL in the APR Petition are shown in the Table below:

Table: Capital Expenditure and Capitalisation (Rs Crore)

Particulars FY 200910 FY 201011
APR Order Revised Estimate by
Estimate by MSEDCL
MSEDCL
Capitalisation 1297.73 2900.61 4586.19

The capitalisation estimated by MSEDCL for FY 2d® is more than double the
capitalisation approved by the Commission in its previous APR Order. The Commission
enquired egarding the actual (waudited) schemwise capital expenditure and
capitalisation for FY 20090, in reply to which MSEDCL submitted the actual scheme
wise capitalisation for FY 20090 as Rs 1690 Crore. Ti@®mmissiorobserved that, out

of the actual aaitalisation of Rs 1690 Crore submitted by MSEDCL, capitalisation of
only Rs 769.10 Crore pertains to the capitalisation of DPR schemes for which in
principle approval has been granted by the Commission. Further, it is also observed that
MSEDCL has not suhitted any details on the benefits accrued through such schemes
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against that projected in the DPR of such schemes, as was directed by the Commission in
the previous APR Order. In view of the above, the Commission approves a capitalisation
of 50% of the cajpalisation against DPR schemes for whichpnmnciple approval has

been granted by the Commission, which amounts to capitalisation of Rs 384.55 Crore.
The Commission shall consider the disallowed capitalisation against such DPR schemes,
once the benefitsf such schemes are established by MSEDCL. As regagatalisation

of Non DPR schemes, the Commission had set a general rule in its previous APR Order
that the capitalisation against Non DPR schemes shall have to be restricted to 20% of the
capitalisaton of DPR schemes. Accordingly, for the purpose of provisional truing up for
FY 200910, the Commission has considered Rs 76.91 Crore towardaphalisatiorof
Non-DPR schemes. Thus, a total capitalisation of Rs 461.46, including capitalisation of
DPRand Non DPR schemes has been approved b@dhemissiorfor FY 200910.

For approving capitalisation of FY 2040, the Commission has considered only
capitalisation of such DPR schemes for whictpiimciple approval has been granted by

the Commission. bwever, adopting a similar approach as explained in the above
paragraph while approving the capitalisation for FY 2@09 the Commission has
considered 50% of proposed capitalisation against such schemes, except in case of DPR
schemes of infrastructuregnl works and Gaothan Feeder Separation Schdthase II.

As regards these schemes, the Commission observed that the capitalisation proposed
against these two schemes forms nearly 47% of the total capitalisation proposed by
MSEDCL for FY 201611. Howeverthe same is definitely on a higher side and in view

of the trend of actual capitalisation in past years by MSEDCL, it is highly unlikely that
such a capitalisation level will be achieved. Hence, for FY 201,Ghe Commission has
considered a capitalisatioof Rs 232.72 Crore and Rs 161.54 Crore against these two
schemes, which are the actual capitalisation level of the respective schemes for FY 2009
10 as submitted by MSEDCL. Based on the above approach adopted for FY120t6

total capitalisation comgered for FY 201@l1 amounts to Rs. 876.51 Crore, which
includes capitalisation of Rs 730.42 Crore towards DPR schemes and Rs 146.08 Crore
towards NorDPR schemes.

Accordingly, the Commission has considered the capitalisation for the period as shown in
the Table below:
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Table: Approved Capitalisation (Rs Crore)

Particulars FY 200910 FY 201011
APR Revised | Approved | Estimate by Approved
Order Estimate MSEDCL
by
MSEDCL
Capitalisation 1297.73 2900.61 461.46 4586.19 876.51

4.8 Depreciation

The Commission lconsidered depreciation to the extent of Rs 436.13 Crore for FY
200910 in the APR Order dated August 17, 2009, which amounts to 3.71% of Opening
level of Gross Fixed Assets (GFA) of MSEDCL for FY 2a0® The opening GFA was
stated at Rs 11760.85 Crdar FY 200910. The depreciation rates were considered as
prescribed under MERC Tariff Regulations.

MSEDCL, in its APR Petition, submitted the estimate of depreciation for FY-2009

and FY 2016011 as Rs 551.31 Crore and Rs 692.45 Crore, respectively, aveaall
depreciation rate of 4.10% and 4.24% corresponding to opening GFA of 13438.68 Crore
and Rs 16339.29 Crore, respectively, as shown in the Table below:

Table: Depreciation Projected by MSEDCL (Rs Crore)

Particulars FY 200910 FY 201011
APR Order Revised Revised
Estimate by Estimate by
MSEDCL MSEDCL
Depreciation 436.13 551.31 692.45
Opening GFA 11760.85 13438.68 16339.29
Depn as % of Op. GFA| 3.71% 4.10% 4.24%

In response to the Commission's query, MSEDCL submitted that no replacement or
retirement of assets has been undertaken in FY -2008nd further confirmed that the
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GFA of the assets that have been replaced in the past has been deducted from Opening
GFA.

The Commission enquired of MSEDCL about the current accounting practice/treatment
presently being followed by MSEDCL for replacement of assets. In response, MSEDCL
submitted the following practice being followed by MSEDCL in respect of asset
replacement.

ARepl acement i s substitution of one fi xec¢

asset by new asset or of an old part by a new part. The expenditure on minor
replacements is charged to revenue accounts as Repair and Maintenance
expenditure, however, the major replacement expenditure is capitalised. Further,

the cost and accumulated depration of the old replaced asset shall be
withdrawn when the expenditure on the new replacing asset is capitalised. A
broad criterion of distinguishing minor and major expenditure is that,
replacement of any asset or part of the asset for which a sepfired asset
record is required, is considered major

Further MSEDCL submitted that, currently it does not have a system to identify the asset
wise equity, consumer contribution and outstanding loan. Also, when the asset is
replaced, the lan taken for the asset may not be outstanding. Hence, the equity,
consumer contribution and outstanding loan corresponding to the replaced assets have not
been deducted from equity, consumer contribution and outstanding loan for respective
years.

In view d revised value of capitalisation as approved under previous paragthphs,
depreciation expenditure for FY 2009 and FY 201411 has been recomputed and the
approved expense towards it is summarised in the following Table:

Table: Depreciation approvetRs Crore)

Particulars FY 200910 FY 201011
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APR Revised | Approved Revised Approved
Order Estimate Estimate by
by MSEDCL
MSEDCL
Depreciation 436.1] 551.31 424.85 692.45 450.07
Opening GFA 11760.8| 13438.68 11256.27 16339.29 11717.73
Depreciation ag
3.71% 4.10% 3.77% 4.24% 3.8%%

% of Op. GFA

The Commission will however, undertake the truing up of Depreciation based on actual
capitalisation in the year, subject to prudence check.

4.9 Interest Expenses

The Commission had permitted net interest expensigetextent of Rs 261.06 Crore for
FY 200910, in the APR Order dated August 17, 2009. Loan addition of Rs 459.64 Crore
was considered in the APR Order for FY 2038

MSEDCL, in its APR Petition, submitted the revised estimate of net interest expense of
Rs 584.02 Crore and an estimate of Rs 1014.65 Crore, for FY12D@8ad FY 20141

respectively, as summarised in the following Table:

Table: Interest Expense (Rs Crore)

Particulars FY 200910 201011
APR Revised Estimate by
Order | Estimate by MSEDCL
MSEDCL
Op. balance of loan 2680.44 4024.67 5967.31
Loan Addition 459.64 2642.38 4637.96
Loan Repayment (463.70) (699.74) (688.16)
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Particulars FY 200910 201011
APR Revised Estimate by
Order Estimate by MSEDCL

MSEDCL

Cl. Balance of loan 2676.38 5967.31 9917.10

Gross Interest Expense 282.84 620.28 1071.98

Less: IDC (existingdan) (21.78) (36.26) (57.33)

Less: IDC (new loan) - - -

Net Interest expense 261.06 584.02 1014.65

MSEDCL, in its Petition, submitted the funding pattern for capital expenditure schemes
to be undertaken in FY 206 and FY 2014.1. MSEDCL submted that it has adopted

the following methodology for the purpose of estimating the requirement of loaalsiraw
for FY 200910 and FY 20141.

1. The Capital Investment Plan for FY 20086 and for the Control Period (FY
200708 to FY 200910) was earlier gpared based on the estimated project cost

of each scheme and envisaged schedule of execution of each scheme. The
commission has extended the MYT Control Period for one year up to F¥ 2010
11.

2. The Financing Plan linked to the Capital Expenditure Plarejgared based on
the existing approved funding and the limitations in terms of infusion of equity or
internal accrual.

MSEDCL submitted that it has considered a moratorium period of three years for new
loans drawn during FY 20080 and FY 20141. Furtter, an interest rate of 13.50% has
been assumed for the loans drawn from Power Finance Corporation (PFC) and 13.00%
for loans drawn from Rural Electrification Corporation (REC) during FY 200%nd

FY 201011.

The Commission asked MSEDCL to submit thepies of loan agreements for loans
raised during FY 20089, FY 200910 and FY 20141 along with sourcgise and
tranchewise interest computations for the respective years. MSEDCL submitted that it
had entered into numerous loans agreements with Finalmgatutions/Banks, and
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considering the volume of information, MSEDCL submitted sample loan agreement
copies.

The Commission enquired regarding the basis for considering interest rate of 13.50% and
13.00% for loans drawn from PFC and REC, respectivel§EBICL replied that it has
considered the interest rates on the basis of effective rates declared by the respective
Financial Institutions and submitted the corresponding documents for the same. Based on
the documents submitted, the Commission observesghbatvision in interest rates by

PFC and REC was in range of 11% to 11.5%. Accordingly, the Commission has
considered an interest rate of 11.50 % based on latest disbursements for new loans taken
from PFC for FY 20090 and FY 20141. In the context afiew loans taken from REC,

based on the loan agreements submitted by MSEDCL, it is observed that interest rates for

The funding pattern for the schemes approved by the Commission and considered to be
capitalised during FY 20020 and FY 201411, based onhe DPRs submitted by
MSEDCL is shown in the Table below:

Table: Funding Pattern for FY 200910 and FY 201611 (Rs Crore)

FUNDING PATTERN FY 200910 | FY2010-11
TOTAL CAPITALISATION 461.46 876.51
Less : GRANT 45.28 66.38
Less : CONSUMER CONTRIBUTION 67.40 2.60
FUND REQUIREMENT EXCLUDING
GRANT AND CONSUMER 348.78 807.53
CONTRIBUTION
PERCENTAGE
EQUITY 27.35% 12.19%
DEBT 72.65% 87.81%
EQUITY 95.40 98.44
DEBT 253.38 709.09
TOTAL (DEBT AND EQUITY) 348.78 807.53

Based on the above, the interest eygaes approved by the Commission for FY 2009
and FY 201611 are shown in the Table below:
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Table: Interest Expenses approved by the Commission (Rs Crore)

Particulars FY 200910 FY 201011

APR Revised Approved Estimate by | Approved

Order Estimate by MSEDCL

MSEDCL
Op. balance o]
loan 2680.44 4024.67 2254.41 5967.31 2157.37
Loan Addition 459.64 2642.38 253.38 4637.96 709.09
Loan
Repayment (463.70) (699.74) (350.42) (688.16) (458.38)
|. Bal f

I((:)an alance ol ,676.38|  5967.31|  2157.37|  9917.10]  2408.08
Gross Interest| .0 g4 620.28 268.62 1071.98 334.45
Expense ' ' ) ' '
Less IDC
(existing loan) | (21-78) (36.26) (11.17) (57.33) (13.90)
Less IDC (new i i i i i
loan)
Net Interest
expense 261.06 584.02 257.56 1014.65 320.55

4.10 Advance against Depreciation

In view of revision in approved depreciation and approved principal repayment for FY
200910 and FY 201411, as against that claimed by MSEDCL, the claim for advance
against depreciation also needs tadased. Accordingly, Advance against Depreciation
(AAD) projected by MSEDCL and approved by the Commission for FY 2aband FY

201011 is as under:

Table: Advance against Depreciation approved by the Commission (Rs Crore)

Particulars

FY 200809

FY 201011
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APR Revised | Approved | Revised | Approved
Order Estimate Estimate
by by
MSEDCL MSEDCL
Depreciation | 436.13 551.31 424.85 692.45 450.07
Loan (463.70)| (699.74)| (350.42)| (688.16)| (458.38)
Repayment
Advance 27.57 148.43 0 0 8.32
against
depreciation
(AAD)
Depreciation | 463.70 699.74 424.85 692.45 458.38
incl. AAD
411l nt erest on Working Capital

and

Other Interest & Finance Charges for FY 200910 and FY 201611

MSEDCL has proposed no expenses towards interest on worlpitgldar FY 200910
and FY 201611.

MSEDCL further submitted that the Other Interest and Finance Charges consists of

Con

guarantee charges, bank and other charges, interest on security deposit, stamp duty and
service fee, and the same were computed as destbstow:

A Guarantee Charges: Guarantee Charges (for existing Loans only) is actually
worked out against those loans, which are under GoM Guarantee. This includes
the loans from PFC, REC and Canara Bank. The charges are calculated at the rate
of 1% and 2%as indicated in GoM Resolution on outstanding balance and

Interest on particular date, respectively.

A Bank and Other Charge&or FY 200809, the bank and other charges actual

incurred and reflected in the accounts are to the tune of Rs. 14.98 croremEhe sa

is extrapolated to 50% more for F.Y. 2009, and for F.Y. 20101, 25% growth

in FY 200910 level has been projected, considering the new Letter of Credit (LC)
required to be given to MSPGCL and other Power Traders in accordance with the

terms of PowePurchase Agreement.

MERC, Mumbai
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A Interest on Consumer Deposifss the amount of security deposit up to FY 2008
09 is Rs. 3164.18 Crore, the interest on consumer security deposit for the current
year and ensuing year is estimated by considering 10% increase inysecurit
deposit from consumers and thereon considering an interest rate of 6%, which is
the prevailing bank rate of interest. This consideration is according to the MERC
Tariff Regulations.

Accordingly, MSEDCL projected the interest and finance charges fo2G0810 and
for FY 201011 as tabulated below:

Table: MSEDCL Projections of Other Interest and Finance Charges Rs Crore)
FY 200809 | FY 200910 | FY 201011
Interest on Security Deposit 154.86 189.89 208.88
Guarantee Charges 26.01 26.01 26.01
Finance Charges 12.31 18.47 23.09
Stamp Duty 2.26 4.52 9.04
Service Fee 0 0.08 0.16
Total Other Interest & Finance Charges 243.24 238.96 267.17

As regards interest on working capital for FY 2a@®and FY 20141, MSEDCL has
submitted that the Intest on working capital is zero. The Commission has recomputed
the Interest on Working Capital based on MERC Tariff Regulations and noted that it
works out to be Zero and hence, the Commission has accepted the submission of
MSEDCL.

As regards interest onocn s umer s 0 security deposit, t he

MSEDCLOGs projections of the security deposit

at the rate of 6%, in accordance with the MERC Tariff Regulations. The Commission has

M S E Dh&df gusraniee chgrgescandi siamp duty. However, Finance
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Charges for FY 20090 and FY 20141 have been considered at the same as the actuals
for FY 200809, since the Commission has considered lower capital expenditure and
capitalisation, and hence, lomleans.

The approved interest on working capital ar
Interest and Finance Charges for MSEDCL for FY 200%nd FY 20141 is given in
the following Table:

Tabl e: |l Nt er est on_ Working @&popiti_ anda Othera n d Con
Interest & Finance Charges for FY 200690 and FY 201611 (Rs Crore)

Particulars FY 200910 FY 201011

APR Revised | Approved Estimate by Approved

OreEr Estimate After MSEDCL
by provisional
MSEDCL truing up
Interest on Working
. 7 0 0 0 0 0
Capital
|l nt er est 0
) . 191 190 190 209 209
security deposits
Other Interest &
85 49 41 58 41

Finance Charges

Total Interest on
Working Capital,
Security deposits,| 276 239 230 267 249
Other Interest &
Finance Charges
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4.12 Contribution to Contingency Reserves for FY 20090 and FY
201011

MSEDCL estimated the contribution to contingency reserve as 0.25% of opening GFA
for FY 200910 and FY 20141, amounting to Rs 34 Crore and Rs 41 Crore,
respectively, in accordance with the MERC Tariff Regulations.

The Commission has considered the contingency reserve as 0.25% of Opening GFA for
both FY 200910 and FY 201411, based on the revised level of capitalisation considered

in this Order. Also, as stated in Section 3 on truing up for FY 2MSEDCL should

ensure that the funds under contingency reserve are invested in approved securities within
the time frame specified under the MERC Tariff Regulations.

4.13 Other Expenses

MSEDCL submitted that Other Expenses comprisesoaipensation for injuries, death
anddamages to staff and outsiders and miscellaneous chatge$/SEDCL estimated
the other expenses for FY 20@0 and FY 20141 at Rs. 16.50 Crore and Rs. 17.32
Crore, respectively.

For FY 200910 and FY 20141, the Commission examined the bragk of Cther
Expenses and observed that MSEDCL has claimed Bad debts written off from consumers
under this head. However, the Commission is already allowing Provisioning for Bad
Debts separately, and both, provisioning as well as actual bad debts written aif, lann
allowed, since the amounts actually written off have to be reduced from the provision
created by MSEDCL. Also, MSEDCL has claimed provisioning for bad debts from
'‘Others', which is not allowable under the MERC Tariff Regulations, and MSEDCL has
not submitted any justification for the same Hence, the Commission has allitheed

Other Expenses as Rs 15.78 Crore and Rs 16.57 Crore for respective years, after reducing
the expense on the above two heads.
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4.14 Provisioning for Bad Debts

In the APR Petition, MSBCL submitted that the provisioning for bad debts has been
considered as 1.5% of projected revenue for FY 2Dand FY 20141, which works
out to Rs 416 Crore and Rs 504 Crore, respectively.

The Commission has considered provisioning for bad debke atame rate as last year,
i.e., 1.5% of actual/projected revenue from sale of electricity in FY -2008nd FY
201011, which works out to Rs. 416 crore and Rs. 450 crore for FY-2008nd FY
201011, respectively.

However, MSEDCL should take effort® trecover the amount receivable, which is

increasing every year, or write off the bad debts that are considered as not recoverable,
despite MSEDCLOs best efforts to recover th
debts is not necessitated due to adegpetvisioning for bad debts, then the Commission

may consider allowing lower amount for the same for FY 2D0%nd FY 20141, at

the time of truing up, since this is not an actual expense, and is only a book entry.

4.15Incentives and Discounts

In the APR Petition, MSEDCL projected the expenditure towards incentives and
discounts for FY 20090 and FY 20141 as Rs. 155 Crore and Rs. 163 Crore,
respectively. The Commi ssion has accepted MS

4.16 Return on Equity (RoE)

The Commssion had permitted return on equity to the extent of Rs 533.83 Crore for FY
200910 in the APR Order dated August 17, 2009 at a rate of return of 16% in accordance
with the MERC Tariff Regulations. MSEDCL, in its APR Petition, submitted the revised
estimde of return on equity for FY 20080 as Rs 617 Crore. Further, MSEDCL
estimated the return on equity for FY 201D as Rs 687 Crore. The estimates in respect
of ROE are as shown in the Table below:
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Table: Return on Equity (Rs Crore)

FY 2009-10 FY 201011
Particulars APR Revised Revised
Order Estimate | Estimate by
by MSEDCL
MSEDCL
Regulatory Equity at beginning of year 3160.97 3542.87 3919.38
Equity Portion of Capitalised Expenditure 116.96 376.52 501.82
Regulatory Equity at the end of the year 3277.93 3919.38 4421.21
Return on Regulatory Equity at beginning 524.47 566.86 627.10
year
Return on Equity Portion of Capital 9.36 30.12 40.15
Expenditure Capitalised
Return on excess portion of equity 0.00 20.17 20.17
Total Return on Regulated Equity 533.83 617.15 687.41

MSEDCL submitted that based on the capitalisation and funding pattern as proposed, the
return on equity on the equity portion has been claimed at 16%.

The Commission has computed the RoE for FY 200@nd FY 20141 on the openig

balance of equity as well as equity component of the asset to be capitalised during the
year in accordance with the MERC Tariff Regulations. Accordingly, approved Return on

Equity for FY 200910 and FY 20141 is summarised in the following Table:

Table: Return on Equity approved by the Commission _(Rs Crore)

FY 200910 FY 20101
Particulars APR Revised Approve Revised Approve
Order Estimate by Estimate by d
MSEDCL MSEDCL
Regulatory Equity al 3160.97 3542.87| 3185.19 3919.38| 328059
beginning of year
Equity Portion of 116.96 376.52 95.40 501.82 98.44
Capitalised
Expenditure
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FY 200910 FY 20101
Particulars APR Revised Approve Revised Approve
Order Estimate by d Estimate by d
MSEDCL MSEDCL
Regulatory Equity at 3277.93 3919.38| 3280.59 4421.21| 3379.03
the end of the year
Return on Regulaton 524.47 566.86 509.63 627.10 524.89
Equity at beginning
of year
Returnon Equity 9.36 30.12 7.63 40.15 7.87
Portion of Capital
Expenditure
Capitalised
Return on excess 0.00 20.17 0.00 20.17 0.00
portion of equity
Total 533.83 617.15 517.26 687.41 532.77

4.17 Income Tax for FY 200910 and FY 201611

MSEDCL submitted that it hasot proposed any Income Tax for FY 2608 and FY
200910 and has requested the Commission to allow the payment of income tax on the
basis of Advance Tax in the respective years. However, MSEDCL also submitted that no
payment of advance Income tax hasrbemde for FY 2009.0.

In reply to the confirmation sought by the Commission, MSEDCL has confirmed that it
has not paid any income tax or advance tax for FY 20)%nd hence, the Commission
has not considered any expenditure towards income tax for XD&ince the same is
based on the actual payment.

Considering the past trend and the fact that MSEDCL is yet to pay income tax for FY
2010611, the Commission is of the view that
on this account at this pdiin time. Hence for FY 20101, the Commission has not
allowed any expense towards income tax payment. However, if any income tax is
actually paid by MSEDCL, then the same will be allowed at the time of truing up.
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4.18 Non-Tariff Income for FY 2009-10 andFY 201011

MSEDCL submitted that netariff income for MSEDCL consists of income from
interest on consumer arrears, interest on delayed payments, recoveries from theft of
power, rebate on power purchase, interest on other investments, income fromaents, et

MSEDCL submitted that interest on delayed payments and interest on arrears forms the
largest component of Nefariff Income, accounting for over 56% of the total amount.
MSEDCL projected the total netariff income for FY 200910 and FY 20141 as Rs
1381.14 Crore and Rs 1450.20 Crore, respectively. MSEDCL submitted that for
forecasting the NoiTariff Income for FY 201611, MSEDCL has considered an
escalation of 5% over the estimated Niariff Income for FY 200910, which is mainly

on account of consideg the increase in the income from interest on delayed payments.
MSEDCL submitted that the interest on Contingency Reserve Funds is also included in
the Non Tariff Income.

The Commission has accepted the submissions of MSEDCL in this regard. Accordingly,
the Non Tariff Income considered by the Commission for FY 2008and FY 20141 is
given in the Table below:

Table: Non Tariff Income for FY 200910 and FY 201011 (Rs Crore)

Particulars FY 200910 FY 201011

APR Revised | Approved | Estimate by | Approved

Order Estimate After MSEDCL

by provisional
MSEBCE truing up
Non Tariff
1031 1381 1381 1450 1450

Income

As regards income from wheeling charges, MSEDCL has not projected any income from
wheeling charges for FY 20080 and FY 20141. However, ta Commission has
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considered this income as Rs. 15 Crore for FY 200@nd FY 201411, which is based
on the actual income from wheeling charges earned by MSEDCL in F¥@D08

4.19Revenue from existing tariff for FY 200910 and FY 201611

In the APR PetitionMSEDCL has computed the revenue from existing tariffs for FY
200910, on the basis of the categavise sales and the prevailing categuaige tariffs,

as Rs. 27720 Crore. For FY 2010, MSEDCL estimated the revenue from sale of
electricity as Rs. 2994Qrore, on the basis of the projected sales during this period and
the prevailing categorwise tariffs.

The Commission asked MSEDCL to submit the details of the actual catee\sales

and actual revenue earned through the sales to different consategores in FY 2009

10. MSEDCL in its reply to datagaps dated August 23, 2010, submitted that revenue from
sale of power as Rs 26618 Crore, after deducting revenue from ZLS schemes. MSEDCL
also submitted that

AThe revenue shown i nsadpentarikf deteeminéddody quer y
Honéble Commission vide its Order dated
revenue earned due to TOSE & Electricity duty. It is further submitted that the

RLC & ASC refund has been considered as e

The Commis®n observed that the MSEDCL has claimed RLC and ASC refund of Rs
1092 Crore as an expense in FY 2@ while computing revenue gap of Rs 335 for
provisional truingup of FY 200910. Since, MSEDCL was allowed to recover these
expenses through the taritind MSEDCL has paid out these amounts, it follows that
MSEDCL has also earned this amount, though the same has not been explicitly shown
under the actual revenue from sale of electricity, and there is only a remark that RLC and
ASC refund has been considd as expenditure.

Hence, the Commission has added Rs 1092 Crore to the actual revenue income submitted
by MSEDCL, which works out to Rs 27710 Crore for FY 2Q@9

It may also be noted that in its APR Petition, MSEDCL had submitted Revenue Income
for FY 200910 as Rs 28974 Crore, which is around Rs 1084 Crore higher that the
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revenue income considered by the Commission under the provisional true up. This may
be primarily because MSEDCL has computed revenue from existing tariffs by applying
the revised taff applicable from August 2010 to the sales of entire year and thus,
overstated revenue, as tariff applicable in first four months was lower. The Commission
also observed that while calculating revenue from sale of power for LT IV Agriculture,
MSEDCL hasconsidered additional charge approved for four months by the Commission
for the entire year, which has resulted in es&tement of revenue from sale of power by

Rs 174 Crore.

For FY 201011, the Commission has estimated the revenue from sale of efeainc

the basis of the revised sales projected by the Commission for this period. The expected
revenue from sale of electricity to consumers at existing tariffs for FY-2QMlorks out

to Rs. 29993 crore. This revenue includes the annual standby clo&riges 396 crore
payable by Mumbai licensees, viz., RInPaBEST and TP€D, for the standby facility
provided by MSEDCL.

It may be noted that while computing revenue from existing tariffs, MSEDCL has not
considered the FAC component of the existingfeafaverage FAC charged in FY 2009

10 was Rs. 0.26 per kWh), even though FAC is a part of the tariff, and the consumers are
paying the same. Ideally, the FAC component should have been considered while
computing the revenue from existing tariffs, in ortteconvey the correct impact of the
revised tariffs to the consumers. However, since MSEDCL has not considered the FAC
component while computing the revenue from existing tariffs and revenue gap, the
Commission has also not considered the same in its wtatigms, to ensure likm-like
comparison.

4.20Provision for RLC Refund

MSEDCL submitted that it has considered Rs 500 Crore as a provision for refund of
Regulatory Liability Charges (RLC) for FY 20a®. MSEDCL also submitted that it has
not considered angrovision for RLC refund for FY 20101.

The Commission has considered the amount of Rs. 500 crore towards RLC refund in FY
200910 and FY 20141, since the contribution of RLC was in the nature of intdrest
loans given by selected consumer categaneMSEDCL, which needs to be refunded.
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4.21 ASC Refund

The Commission has noted with great satisfaction that MSEDCL has made ASC refund
of Rs 592 Crore for FY 20020 to the concerned consumers as directed by the
Commission.

4.22 Other Claims
4.22.1 Impact of Review Order in Case No. 63 of 2009

MSEDCL filed a ReviewPetitionin the matter of APR Order dated August 17, 2009.

The Commission ruled that pending the audit review of Bhiwandi DF, to partly mitigate
MSEDCLOGs difficulties, an a dé considaaech atuhet o f
time of truingup of FY 200910. MSEDCL has claimed the said amount in the revenue

gap of FY 2016a11. The Commission has accepted the submission of MSEDCL, in this
regard, and directs MSEDCL to expedite the audit of Bhiwandi DFardasubmit the

Report to the Commission within 2 months of the issue of this Order.

4.22.2 Consideration of surplus of Rs. 214 crore

MSEDCL haspreferredan appeal in the matter relating to provisional mpeof FY
200809 in Case No. 116 of 2008, in which tBemmission has considered a surplus of
Rs. 214 Crore instead of deficit of Rs. 213 Crore on account ofipud FY 200607.

The matter is sufudice, hence, the same treatment has been continued till the final
Judgment on same is received, subject tqtlaelence check.

4.22.3 Treatment of loss reduction incentive for FY 200708

MSEDCL has submitted the it has preferred an appeal in the matter relating-tp true
for FY 200708 in Case No. 116 of 2008, the Commission has considered Rs. 176.17
crore to be utibed for part refund of RLC in FY 20a9. MSEDCL in this Petition has

MERC, Mumbai Pagel80o0f 269




Case Nolllof 200 MERC Order foMSEDCLfor APR of FY 208-10 and Tariff for FY 2Q0-11

not claimed the same. The matter is -gudice, hence, the same treatment has been
continued, the final judgement on same is received, subject to the prudence check.

4 .22 .4 Consideration of 4% distribution loss for FY 2009-10

The Commission has approved 4% loss reduction in line with MYT order, as compared
to 1% loss reduction proposed by MSEDCL in APR of FY 2008n Case No. 116 of
2008. MSEDCL has preferred an Appeal before Appellate fabaf Electricity on this

issue of consideration of additional sales on account of normative loss, thus resulting in
additional revenue from surplus energy. However, MSEDCL submitted that for the
purpose of this Petition, it has considered Rs. 750 crerexaess revenue in the
provisional trueup of FY 200910. The Commission has also considered additional
revenueof Rs 750 Crore, while doing provisional truing up of FY 2Q@9

4.23 Aggregate Revenue Requirement & Revenue Gap of MSEDCL for
FY 200910 and FY201011

Based on the above expenses approved by the Commission, the Aggregate Revenue
Requirement approved by the Commission for MSEDCL for FY 2D@nd FY 20190
11 is given in the following Tables:

Table: Agaregate Revenue Requirement for FY 2009 (Rs Crore)
FY 200910
_ APR Revised Approved
Sl. Particulars Order Estimate by
MSEDCL
1 | Power Purchase Expenses 19898 21049 21373
> Operation & Maintenance
Expenses
2.1| Employee Expenses 2512 2678 2402
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FY 200910
I icul APR Revised Approved
Sl. Particulars Order Estimate by
MSEDCL
Administration & General 213 363 245
2.2 | Expenses
03 Repair & Maintenance Expense 482 659 481
3 Depreciation, |r_1cl_ud|ng advance 464 700 425
against depreciation
4 Inter_est on Londerm Loan 261 584 053
Capital
Interest on Working Capital,
5 | consumer security deposits and 276 239 230
Finance @arges
6 | Provision for Bad Debts 407 416 416
7 | Other Expenses S 16 16
8 | Income Tax 0 0 0
9 | Transmission Charges 1494 1494 1492
10 | Contribution to contingency o9 34 28
reserves
11 | Incentives/Discounts 81 155 155
12 | Total Revenue Expendiure 26122 28388 27516
14 | Return on Equity Capital 534 617 517
15| Aggregate Revenue 26656 29005 28033
Requirement
16 | Less: Non Tariff Income (1031.00) (1381.14) (1381.14)
17 Less: Income from wheeling (6.00) (14.69)
charges
Less: Amount given bthe State
18 | Government to meet power (400.00) (400.00) (400.00)
purchase expenses
19 | Truing up for FY 200708 551.00 551.00 551.00
20 | Truing up for FY 20089 981.00 981.00 421.38
Review Petition: Interest
21 | Expenses &AAD disallowed in 61.00 61.00 61.00
FY 200607
ATE Judgment: Allowance of
22 | Employee and A&G expenses 103.00 103.00 103.00
for FY 200506
MERC, Mumbai Pagel82of 269




Case Nolllof 200 MERC Order foMSEDCLfor APR of FY 208-10 and Tariff for FY 2Q0-11

FY 200910
. APR Revised Approved
Sl Particulars P Estimate by
MSEDCL
less: Additional Revenue from
750.00
23 Surplus Energy Available ( ) (750.00) (750.00)
Aggregate Revenue
24 | Requirement from Retail 27257 29262 27716
Tari ff
o5 Re_ve_nue fro_m Sale of Power at 27257 28794 27710
Existing Tariff
27 | Revenue Gap 0 468 6

The Aggregate Revenue Requirement for FY 2Q09is lower than that projected by
MSEDCL, primarily due to the following reasons:

A Reducton n O&M expenses, in accordance with
regards allowance of controllable expenses like employee expenses, A&G
expenses and R&M expenses.

A Due to norsubmission of codbenefit analysis of the proposed capitalisation,
there is eduction in interest expenses, depreciation, Other Interest and Financing
charges, and return on equity components.

A Considerationof truingup requirement of Rs 421 Crore for FY 2008 as
compared to MSEDCLOGSs , larbetyiomacandnt oRogw 98 1 Cr
consideration of surpluses of previous years by MSEDCL, amounting to Rs. 683

crore

A The Commission has considered higher revenue gap, by considering the actual
revenue income for FY 20080, which is lowerby Rs 1084 Crore as compared to
MSEDCL 6 isruithits ARRSPetition. This may be primarily because of the
fact thatin its APR Petition, MSEDCL has applig¢de revised tariffapplicable

from August 201Dto sales of entire year and thus, overstated revenue, as tariff
applicable in first four monthsas lower.

A Also, it is observed that while calculating revenue from sale of power for LT IV
Agriculture, MSEDCL has considered additional charge approved for four months
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by the Commission for the entire year and hence, overstated revenue from sale of
power by Rs 174 Crore.

The Commission has considered higher power purchase expenses, as compared to
that projected by MSEDCL, arftence, this bengs MSEDCL

The Commission observed that revenue from sale of power under approved
col umn of 0T a bearl conRBidered by MSEDClLhaa Rs 27124 crore,
whereas the Commission has allowed Rs 27257 Crore, since, the entire approved
revenue gap was allowed by the Commission while determining tariff for FY
200910. The Commission also noted that MSEDCL has eousig represented
approved revenue gap as Rs 133 Crore, which should have been Zero, as entire
approved revenue gap was allowed as a part of tariff. This has resulted in under
statement in revenue gap by Rs 133 Crore.

Table: Aggregate Revenue Requireméat FY 201011 (Rs Crore)
FY 201011
Sl. Particulars MSEDCL
Petition AT
1 | Power Purchase Expenses 25605 24213
2 | Operation & Maintenance Expenses
2.1 | Employee Expenses 2837 2591
2.2 | Administration & General Expenses 417 262
2 3| Repair &Maintenance Expenses 725 510
3 | Depreciation, including advance against depreciation
692 458
4 | Interest on Londerm Loan Capital 1015 305
5 Intere_st on Working Capital, consumer security depos 267 249
and Finance Charges
6 | Provision for Bad Debts 504 450
7 | Other Expenses 17 17
8 | Income Tax 0 0
9 | Transmission Charges 2052 1879
10 | Contribution to contingency reserves 41 29
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FY 201011
Sl. Particulars MSEDCL 2 q
Petition pprove
11 Incentive for FY 20089 for reduction in Distribution
Losses

12 | Incentives/Discounts 163 163
15 | Total Revenue Expeaditure 34335 31128
16 | Return on Equity Capital 687 533
17 | Aggregate Revenue Requirement 35022 31660
18 | Less: Non Tariff Income (1450.20) (1450.20)
19 | Less: Income from wheeling charges (14.69)
20 | Aggregate Revenue Requirement from Retail ariff 33572 30196
21 | Revenue from Sale of Power at Existing Tariff 29940 29993
22 | Revenue Gap 3632 203

The Aggregate Revenue Requirement for FY 2Q10is lower than that projected by
MSEDCL, mainly due to the following reasons:

A Reduction in powempurchase expensasainly due to consideration of lower
corresponding power purchase quantum, due to the lower distribution losses
considered by the Commission for FY 2010 as the Commission has
considered target distribution loss of 17.20%, as companedSEDCL's
projection of 19.98%

A Reduction in the tariff payable to MSPGCL, sawis that considered by
MSEDCL in its projectionsin accordance with the Tariff Order for MSPGCL,
dated September 12, 2010 in Case No. 102 of 2009, which has resultechgs savi
of Rs. 675 crore, while at the same time, around 2500 MU has been considered
available from MSPGCLHence, this does not affect MSEDCL.

A Reduction in transmission tariff payable by MSEDBY. around Rs. 173 craore
due to the downward revision in the nsmission tariff, as determined in a
separate Order in Case No. 120 of 2009. Hence, this does not affect MSEDCL.

A Reduction in O&M expenses, in accordance

regards allowance of controllable expenses like employee egperstG
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expenses and R&M expenses on normative basis.

A Reduction in proposed capitalisation and consequent reduction in interest
expenses, depreciation, Other Interest and Financing charges, and return on equity
components.

A MSEDCL has considered entire esiwithout excluding ZLS sales for the purpose
of revenue calculation, thereby, overstating the revenue from sale of power.

Thus, the Commission has considered a revenue gap of Rs. 6 Crore and Rs. 203 Crore
for FY 200910 and FY 201411, respectively, asocmp ar ed t o MSEDCL
projections of revenue gap of Rs. 335 Crore and Rs. 3632 Crore for FY12C0%d
FY 201011, respectively.
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5 TARIFF PHILOSOPHY AN D CATEGORY-WISE TARIFFS FOR
FY 201011

5.1 Applicability of Revised Tariffs

The revised tariffs will be apipable from September 1, 2010. In cases, where there is a
billing cycle difference for a consumer with respect to the date of applicability of the
revised tariffs, then the revised tariff should be made applicable onratprbasis for the
consumptionThe bills for the respective periods as per existing tariff and revised tariffs
shall be calculated based on the-pata consumption (units consumed during respective
period arrived at 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/surplusn actual revenue vig-vis the revenue requirement approved after truing
up, due to the applicability of the revised tariffs for only seven months of FY-2D10

will be trued up at the end of the year.

5.2 Consolidated Revenue Gap

The summary of revenueg as projected by MSEDCL is summarised below:
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Sl. |Particulars Rs. %
Crore

1 |True Up requirementor FY 2008 -1 0%
09

2 |ProvisionalTrue Up for FY 2009 335 1%
10

3 |Revenue Gap of FY 2010-11 3632 12%

4 |Revenue Gap (1+2+3) 3964 13%

5 |Review Petition: Bhiwandi saleg 200 1%
revenueimpact allowed in Review
Order

6 |Total Revenue Gap (4+5) 41646 14%

Accordingly, MSEDCL submitted that an average tariff increase of 13.92% would be
required to mitigate the revenue gap of MSEDCL.

In Section 3 and Section 4 of this Order, the Commission has deliberated m@venue
gap/(surplus) for FY 20089, FY 200910 and FY 20141, as projected by MSEDCL
and as approved by the Commission.

The consolidated revenue requirement for FY 201(thas been computed as shown in

the following Table, by adding the revenue gapFY 200809 after final truing up,

revenue gap of FY 20080 after provisional truing up, and revenue gap of FY 2010
onastandh |l one basis with existing tariffs, and
submitted by MSEDCL, as elaborated in Smc#.23 of this Order.

Table: ConsolidatedApprovedRevenue Gap in FY 20101 (Rs Crore)
Approved by the
Sl. Particulars MSEDCL - _ y
Commission
1| True-up Requirement of FY 200@9 D) 0
2 | Provisional Trueup Requirement of FY 20080 335 6
3 | Revenue @p of FY 201611 3632 203
Review Petition: Bhiwandi Sales revenue impact

, , " 200 200

4 | allowed in the Review Petition
5 | RLC Refund 500
6 | Total Revenue Gap 4166 9209
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Revenue from Sale of Power at Existing Tariff fo
7 29940 29993
FY 201011

Average Percentage Increase in Tariff required

to meeting the Revenue Gap

14% 3.03%

As can be seen from the above Table, the consolidated revenue gap estimated by the
Commission for FY 20101 works out to Rs. 909 crore, as against the revenue gap of
Rs. 456 crore projected by MSEDCL in the APR Petition. The effective average tariff
increase required &vis the revenue from existing tariffs in FY 201Q, works out to

3.03%, as compared to 13.9% tariff increase projected by MSEDCL in the APR Petition.

5.3 Tariffs philosophy Proposed by MSEDCL

MSEDCL submitted that the revenue from proposed tariffs in FY A01@as been
estimated by applying the proposed rates to the projected sales and consumer related data
according to the segregatigrovided by the Commasion in its previous tariff order
dated August 17, 2009. MSEDCL added that it has also included the impact of recovery
of additional capacity charges of RGGPL as approved by Commission in its Order dated
March 31, 2010 (Case No. 115 of 2009). MSEDCL sutemtithat it has considered the
following while determining proposed tariff for FY 2009.

A Minor increase in tariff for Agriculture (HT & LT), LT Domestic (BPL & up to
100 units) and increase of demand charges as proposed in the Petition.

A Restoration and or rationalisation of the fixed charge to ensure recovery of fixed
cost from all consumers except LT agricultural consumers, LT PWW consumers,
LT Streetlight consumers as well as LT IX cremation and burial grounds.

A The energy charge of HT | (Express &eg consumers are proposed to be 10%
higher when compared to HT | (Ndtxpress Feeder) as a premium for providing
continuous supply.

A Two subcategories are proposed under HT II commercial

a. Government Owned and/or aided educational institutes and Hospitals,
b. Other consumers like Malls, Multiplexes, and Private/Trust Hospitals, etc.,
and no tariff hike for sulgategory (a).
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A Two subcategories are proposed in LT Il commercial
a. All Education institutions, Hospitals& Dispensaries.
b. Other norresidential and commaet consumers and no tariff hike for
subcategory (a)
A Energy charge for remaining categories of consumers have been appropriately
increased to ensure bridging of revenue gap after carrying out-abevioned
considerations.

The tariff philosophy and cagery-wise tariffs determined by the Commission have been
detailed in a subsequent sséction in this Order.

Further, MSEDCL also made certain suggestions regarding the tariff philosophy to be
adopted by the Commission, which are summarised below, along h t he Commi s s i
ruling on the same:

(&) Restoration of Fixed Charges

MSEDCL submitted that the Commission has been adopting the policy of recovering the
fixed costs of MSEDCL through levy of Fixed Charges. MSEDCL added that the
Commission, in its Ordedated December 1, 2003, stated that the Commission has
continued the process of increasing the recovery of fixed costs by levy of fixed charges to
safeguard the erstwhile MSEB from steep fluctuations in revenue with varying
consumption over time. Furthehe Commission increased the fixed charges and ruled
that if the Utility is not allowed to recover fixed cost for the period of interruptions and
low voltage period, it would adversely affect the financial viability of the Utility.

MSEDCL submitted that # Commission, in its Tariff Order issued in JuR@)8,
unilaterally decided to reduce the fixed charges applicable to different categories of
consumers citing the reduced availability of power supply. MSEDCL further submitted
that the reduction of fixedharges may not be correct for some categories likd HT
Industries (Express feeder), HT PWW (Express feeder), etc., that are exempted from load
shedding. Similarly, in case of HT Industries (Nexpress feeder) and HHWW (Non
express feeder) consumers aubjected to limited duration of load shedding and during
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the remaining period, these consumers are provided regular supply of power. MSEDCL
added that the Commission's decision to reduce the fixed charges defeats the principle
laid down in the Tariff Ordr dated May 5, 2000, where the Commission ruled that the
fixed costs should be recovered through the fixed charges and observed that the fixed
charged component of tariff needs to be gradually increased.

MSEDCL submitted that the fixed charges for altegories except BPL need to be
gradually increased so as to recover the fixed cost through fixed charges. MSEDCL also
requested the Commission to decide a road map to gradually increase the fixed charges,
such that the fixed costs are fully recoveredufgiothe fixed charge component of tariff.

Commi ssionds Ruling
MSEDCL had raised the same contentions in its previous APR Petition also, and the
Commission had given a detailed ruling as under:

"In the previous APR Order for MSEDCL, the Commission hadsaously
reduced the fixed/demand charges, in response to the several objections submitted
by stakeholders in this context. In the APR Order for FY 2@fbr MSEDCL, the
Commission observed as under:

AThe Commi ssion has r educhaegds apphcablef i x e d
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 beincreased, so that a reasonable portion of the fixed costs are
recovered through the fixed charges. However, the ability of the Licensees to
supply reasonably priced power on continuous basis has been eroded due to
the stressed demasdipply position in reent 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 license®s als
have an incentive to ensure that continuous 24 hour supply is given to the
consumers. As and when sufficient power is available and contracted by the
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licensees, the fixed charges can again be increased, and energy charges
reduced correspondingly. o

As sated in the previous APR Order, the fixed/demand charges were reduced only
as a measure to incentivise MSEDCL to contract for the necessary power
requirement and ensure continuous supply of power to its consumers. MSEDCL has
also admitted in the present RFPetition that there has been no adverse impact on

the revenue of MSEDCL due to the reduction of fixed/demand charges. Since,
MSEDCL claims that it is striving to contract for the necessary power to meet the
demand requirements, there would be no lo3d3&DCL in future also. Hence, the
Commi ssion rejects MSEDCLOGs request to
Commission has retained the fixed/demand charges for all consumer categories at
the existing level."

Firstly, the reduction in fixed/demand c¢bas by the Commission was not unilateral, as
claimed by MSEDCL, and were in response to the repeated submissions made by the
consumers, who were suffering from increased levelsaafshedding, and had low load
factors in some cases, due to businessesydhe Commission has already clarified that
once sufficient power is available and contracted by the licensees, the fixed/demand
charges can again be increased, and energy charges reduced correspondingly. Further,
MSEDCL had confirmed in its previous APRetition that there has been no adverse
impact on MSEDCL due to the reduction in fixed/demand charges.

(b) Express Feeder Charge for HFIl Commercial Category

MSEDCL submitted that the Commission has already determined a separate tariff for the
industrial céegory consumers connected on express feeder, and has levied a higher tariff
for industries connected on express feeders to reflect the availability of 24x7 supply.
MSEDCL further submitted that similar situation exists in respect of HT Il Commercial
categry of consumers which intalia includes Research & Development Centres,
Hospitals, Educational Institutions or for any other consumer requiring and affording to
pay higher charge in lieu of 24 x 7 supply.

MSEDCL added that submission of consumptioradat the proposed category need not

be precondition for creating a new category so as to address practical issues, and since,
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overall revenue is addressed under the-tquenechanism. MSEDCL further submitted
that it was submitting the data regarding HTcommercial consumers connected on
express feeders, and this option would be totally at the discretion of the consumers.
MSEDCL proposed levy of 10% additional charge over the base energy charge for HT II
Commercial category consumers connected on exgeeglers in accordance with the
principles followed by the Commission in deciding tariff for HTntlustries Express
Feedersand HT lindustries Non-Expresd-eedersgonsumers.

Commi ssionds Ruling

In its Order dated August 17, 2009 in Case No. 11&Q@#8, he Commission has
determined higher tariffs for HT | Industrial category connected on express feeders (Rs.
5.05 per kWh) visa-vis HT Il industrial category connected on rexpress feeders (Rs.

4.60 per kwh). Similarly, the tariffs for HT IV PWW teggory connected on express
feeders is higher (Rs. 3.50 per kWh) than that for HT IV PWW category connected on
nonrexpress feeders (Rs. 3.40 per kWh). The tariff differentiation is intended to reflect
the fact that consumers connected on express fee@erscaiving continuous supply on

24x7 basis, whereas consumers connected orexyoress feeders are subjected to load
shedding or staggering day, as the case may be. MSEDCL has suggested that the same
dispensation should be extended to HT Il Commerciaigoaly consumers also, since HT

Il Commercial category consumers connected through express feeders are not being
subjected to load shedding.

In case of HT | industrial consumers, the consumers have the option of opting for non
continuous supply, despiteibg connected on express feeders, in case they are desirous
of being levied a lower tariff. Since, HT Il Commercial category consumers connected on
express feeders are getting the benefit of continuous supply, the Commission accepts
MSEDCL's proposal forelvy of a higher tariff for such consumers-gaisis other HT I
commercial category consumers connected onraxpness feeders. The differential tariff

has been determined in subsequentsadtions of this Order.

For the base scenario for computing rexenit has been assumed that all HT Il
commercial category consumers connected on express feeders will continue to get 24x7
supply and will be levied the higher tariff determined by the Commission. In case any HT
[l Commercial consumer communicates in gt to MSEDCL that he does not want
continuous supply, then MSEDCL should undertake load shedding in accordance with
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the prevalent load shedding protocol for such consumer and levy the tariff applicable for
nonexpress feeder under HT Il commercial catggdor such time, as the nen
continuous supply is continued.

(c) Pre-paid metering

MSEDCL submitted that it has embarked on an ambitious plan fepgidemetering
(initially the same will be optional for the consumers). MSEDCL further submitted that it
hasalready submitted a detailed proposal and the road map f@amtenetering. In the

said petition (Case No 76 of 2009) MSEDCL has proposed an incentive of 5% in the
tariff so as to promote the use of yp&id metering.

MSEDCL submitted that pfpaid meteng will be beneficial to a certain category of
consumers and will also help MSEDCL in its eayday operations. MSEDCL further
requested the Commission to consider the proposal and include the provisionrpaitipre
metering while deciding the tariff fd-Y 201011.

Commi ssionds Ruling

The Commission has issued the Order dated April 26, #00ase No. 76 of 200@n
the Petition filed by MSEDCL seeking approval for4maad metering. In the abowsaid
Order, the Commission ruled as under:

"a) The Petioner's proposal to introduce prepaid metering is in line with the

directives

given by the Commission through its Tariff Orders in the past. The coverage of

the prepaid metering scheme needs to be bhestd and ensure adequate
representation of differé regions and consumer categories, while at the same

time keeping in mind the operational difficulties. The proposed sample size of

25000 prepaid meters proposed by the Petitioner is approved and should cover

LT single phase residential consumers, LT Cenemal category consumers and

LT temporary category consumers.

b) The Commission feels the need to point out that Section 47(5) of the EA 2003
provides that AA distribution |icensee s
pursuance of clause (a) oflsgection (1) if the person requiring the supply is

prepared to take the supply through a qpe&a y me n t meter. 0 Accor
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Petitioner shall not recover from consumers any security deposit when it is
supplying electricity through a prgayment meter.

[) It is necessary to give some kind of incentive to consumers in order to
incentivise them to shift to prepaid metering, and the amount of incentive would
have to be quantified based on the savings accruing to the distribution licensee.
To start with,the Petitioner has proposed to offer 5 per cent discount on every
purchase of electricity credit to the consumers who opt for prepaid metering. It
needs to be clarified whether the 5% discount is on the entire monthly bill or only
energy charges, since timaplications will be different.

m) As regards, the rate of Electricity Duty (ED) as well as Tax on Sale of
Electricity (TOSE) the same is determined by the State Government and is not
within the purview of the Commission. The licensee may not, therdfereany
discount on the ED and TOSE amount without express approval of the State
Government.

Accordingly, the Commission rules that consumers opting to pay their bills through a pre
paid meter will be entitled to a 5% rebate on their monthly bxtl(eling Electricity
Duty and Tax on Sale of Electricity), since the entire bill is being paid in advance.

(d) Release of Supply at a voltage below prescribed voltage

MSEDCL submitted thathe Commission is already aware of the genuine difficulties in
releagng power supply to larger loads at prescribed voltage levels. MSEDCL requested
the Commission to grant the prayers made by MSEDCL in its Petition in Case No. 71 of
2009.

MSEDCL submitted that the applicability of proposed surcharge of 2% will have to be
include all such consumers who have been released power supply at a voltage level below
the prescribed voltage level, irrespective of the date of connection. MSEDCL added that
the proposed surcharge will be applicable prospectively for the consumers wiat are
yet covered under this levy. MSEDCL further submitted that this levy of 2% is only on
the units (i.e., for the energy charges only) and not on any other component of tariff.
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MSEDCL added that the Commission has already given a favourable dispefsasithn
consumers (above 10 MVA also) covered under the said Petition subject to concrete
technical feasibility.

Commi ssionds Ruling

The Commission has issued the Order dated March 5, 2010 on the Petition filed by
MSEDCL seeking approval for levy of 2%hRKage surcharge for release of connections

at lower than specified voltage. In the ab@agd Order, the Commission ruled as under:

"15. MSEDCL should ensure that supply is released in accordance with the
voltages specified in the SoP Regulations foreasé of electricity supply
connections. However, in certain circumstances as highlighted by MSEDCL and
reproduced below, there could be a need to release the supply connection at
lower voltages:

(i) Space constraint for construction of EHV ssthtion

(i) Time required for construction of EHV s@hation

(i) Right of way/Way Leave/clearance problems

(iv) Nonravailability of prescribed voltage level infrastructure

It is clarified that even in the above instances, the electricity supply may be
released at lower voltages only under exceptional circumstances, and that too
only as an interim solution, and the distribution licensee has to ensure that the
supply is given at the specified voltage at the earliest. It is further clarified that
the cost of EN substation and the consumer's inability to afford the EHV-sub
station cannot be a ground for releasing supply at lower voltages, as the SoP
Regulations do not make any allowances in this regard, and more consumers may
claim nonaffordability as a groundor release of supply at lower voltages.

16. Further, the Commission is presently in the process of amending the SoP
Regulations and one of the amendments being proposed is in the context of the
specified voltages depending on the different loads redjuivebe sanctioned.
Hence, the applicability of the Voltage Surcharge would depend on the supply
voltages specified in the final notified amended SoP Regulations.
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17. At the same time, it cannot be denied that the distribution losses, including
transformation losses, will increase on account of supply to consumers at voltages
lower than that specified in the SoP Regulations. Accordingly, till such time as the
detailed technical study is undertaken and the Commission approves the levy of
Voltage Surchargbased on detailed deliberations in this regard, the Commission
approves MSEDCL's request for interim relief seeking permission to levy Voltage
Surcharge of 2% additional units to be billed, for supply to the consumers at
voltages lower than that specifiéa the SoP Regulations. It is clarified that this
Voltage Surcharge shall apply from the date of issue of this Order, till such time
as the Commission issues further orders."

Accordingly, the till such time as the detailed technical study is undertak@riha
Commission approves the levy of Voltage Surcharge based on detailed deliberations in
this regard, the Commission approves MSEDCL's request for permission to levy Voltage
Surcharge of 2% additional units to be billed, for supply to the consumeddtages

lower than that specified in the SoP Regulations. FurtherCommission has accepted
MSEDCL's request ithe abovesaid Petition, andt is herebyclarified that the above
Interim Relief is applicable for the consumers connected on Non Expgedens (more

than one connection on the said feeder), and in case only one connection exists on the
said dedicated feeder, the tariffs should be charged on the basis of consumption recorded
by the meters installed at the source of supply (EHV Level) abhdrae c onsumer 6 s
(Premises), whichever is highevithout any levy of voltage surcharge

Moreover, the Commission, in its Order dated July 19, 2010 in Case No. 93 of 2009, on
the Petition filed by MSEDCL seeking approval for the supply of power abowdVA

at 22 kV level through independent dedicated distribution facility at Rajiv Gandhi
Infotech park, Hinjewadi, observed th#fhe Commission cannot deal on case to case
basis on such type of matters. At the same time, the Commission also reitegated it
concerns regarding negiscriminatory approach and directed MSEDCL to form a
Technical Committee to find a technical solution by studying various issues such as up to
what extent relaxation is allowed in voltage or load, how different foreign countries
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