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1.2

ORDER

(Passed on thi30" Day of March, 2007)

This order relates to the petition numbers 111/062/06 and 115/06 filed

respectively by Madhya Pradesh Poorva Kshetra Yidtaran Company, Madhya

Pradesh Paschim Kshetra Vidyut Vitaran Company, iWadPradesh Madhya
Kshetra Vidyut Vitaran Company (to be referred hreatter as East, West and Central
Discom respectively) before Madhya Pradesh ElattriRegulatory Commission

(hereinafter referred to as MPERC or the Commigsidhese petitions have been
filed as per the requirement of MPERC Regulatiomsrifis and Conditions for

determination of tariff for distribution and retalipply of electricity and methods and
principles for fixation of charges) Regulationspg0

The Commission had notified the MPERC (Terms andditmn for determination of
Distribution Tariffy Regulations, 2005 (G-27 of Z)Oon 3" December 2005,
specifying the terms and conditions for determoratf Multi-Year Tariff (FY 07 to
FY 09) for the Distribution Licensees. These retioles were published in the MP
Govt. Gazette on December 2005. The Distribution Licensees did filettheir
petitions in accordance with the referred reguretioThe desired data was provided
for FY07 only and no information for the remainiyears of the tariff years FY08 and
FY09 was provided. In the absence of the relevaotination the Commission could
determine the tariff for Distribution Licensees f&Y07 only but directed the
Distribution Licensees to file their subsequentitiets in October 2006 for multi-
year tariff determination in accordance with thelagable regulations.

After the issuance of the above referred MYT regoites, the Ministry of Power
notified its National Tariff Policy on'6January 2006. The Policy in respechflti-
Year Tariff states in the paragraph 5.3(h)(1):

“Section 61 of the Act states that the Appropri@emmission, for determining the
terms and conditions for the determination of farshall be guided inter alia, by
multi-year tariff principles. The MYT frameworktts be adopted for any tariff to be
determined from April 1, 2006. The framework shoigdture a five-year control
period. The initial control period may however bé three-year duration for
transmission and distribution if deemed necessgrihb Regulatory Commission...”
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1.3

1.4

1.5

Some of the principles enunciated in the CommissidYT regulations notified
earlier required modification so that the regulasi@re consistent with the National
Tariff Policy. However, as the Commission had alsessued multi year tariff orders
for Generation and Transmission Licensees, the Gesiom decided to consider the
revisions in the next control period. The Commissidso notes that no such change
has been initiated by the CERC, which had issuedti mear tariff orders for
Generating Companies and Inter State Transmissioankees. The Commission
decided to consider the changes on account of th@omal Tariff Policy in the
regulations applicable to Distribution Licenseesceia MYT order has not been
issued for them. Accordingly, the Commission hasuésl afresh the terms and
conditions for determination of distribution tariffy publishing the Regulations
(Terms and Conditions of determination of tariff ftistribution and retail supply of
electricity and methods and principles for fixatimicharges) on fONovember 2006
in MP Govt. Gazette after completion of the procefssonsultations with Licensees
and consumers. In addition to the other changebkemregulation, the Tariff Period
was revised to*LApril 2007 to 3% March 2010.

In accordance with the Regulations notified by @@nmission on 8 December 05
and also as per the revised regulations, the Digtebution Licensees were required
to file multi-year tariff petitions by $1October 06. Only East Discom could adhere
to this date while West Discom filed its tariff flien on 4" November 06 and the
Central Discom filed it on" November 06. Even though as per the Regulatites, t
Discoms were required to file tariff petition bydinating the tariff needed by them to
meet the anticipated gap in revenue (if any); tiptd@ions provided only details of
the likely cost and the estimated revenue at exjstariffs. The petitions had no
proposal for meeting the shortfall in the proposeeknue requirement. Even though
the petitions were incomplete and coudidve been rejected on this ground, the
Commission directed the Discoms to publish the ildeta newspapers for inviting
comments from public so that valuable time is neisted and the target date for
implementing multi-year tariff could be met.

The Commission pointed out this shortcoming toDi&ribution Licensees and gave
the Licensees time till"tDecember 2006 to submit their proposals for brigghe
projected gap. The three Distribution Licenseesrstibd their tariff proposals for
FY08 only. The Commission directed that the tapfioposals be published in
newspapers for inviting comments /objections fréwn public.

Subsequent to submission of tariff proposals, tiec@ns revised their submissions
with higher revenue gap than that in the originabmaission. According to the

Discoms, this revision was required to accommodational short term purchases
of power expected for FYO7. The Licensees have gueep to meet the increased
shortfall in the aggregate revenue requirementutinotariff revisions, efficiency

gains, income from sale of surplus power and tleatwn of regulatory asset. The
Commission asked the Licensees to provide the Hasisomputing the proposed
efficiency gains and trading income but no suchaitkethave been provided. The
request for inclusion of short-term power purchess incurred in FYQ07 has not been
considered by the Commission in the absence oftdddinnual Accounts for FY07.
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1.6 The Commission would like to point out that the daisis have not filed the required
data for approval of the additional short term popgrchases as per the requirements
of the MPERC (Power purchase and procurement psbcBeggulations, 2004,
revision 1 of 2006 and desires that, at least, éfenih the Licensees fully comply
with the provisions of these regulations to claima additional cost in time.

Difficulties in issuance of MYT Order for Distribut ion Licensees

1.7 In accordance with the section 5.8.10 of the Naiidfiectricity Policy and section
5.3 (h)(2) of the National Tariff Policy the Sta@overnment notified, on 35
December 2006, the annual milestones to be achibyethe three Distribution
Companies for distribution losses. The losses iedtifor the next five years are given
in the table below:

Table 1: Losses (%)

Year East Discom Central Discom West Discom
As As As As As notified| As notified
notified | notified notified notified by by GoMP
by by GOMP | by by GoMP | MPERC
MPERC MPERC
FYO7 32.5 34.5 37.0 43.0 30.0 30.0
FY08 29.5 32.5 32.0 40.0 27.5 28.5
FY09 26.5 29.5 27.5 37.0 25.0 27.0
FY10 23.k 26.5 25.C 34.C 23.C 25.k
FYi1l -- 23.5 -- 31.0 -- 24.0

As seen from the table above, the State Governimasitsubstantially modified the
loss reduction trajectory prescribed in the regoiet for the three Distribution
Companies. This modification would lead to incremsenergy purchase requirement
for the same amount of energy sale thereby inargasie power purchase cost. The
Commission has calculated the revenue requiren@nEY 08 based on the loss
trajectory notified by the State Government.

1.8  The above referred provisions of the NEP and N'E~baing reproduced below:

NEP

5.8.10 ......... The State Government would prepare a ¥ear Plan with annual
milestones to bring down these losses expeditiouSlymmunity participation,
effective enforcement, incentives for entitiesff stad consumers, and technological
upgradation should form part of campaign effortsrieducing these losses......

NTP
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1.9

1.10

5.3(h) (2)....In cases where the operations have baeh below the norms for many
previous years the initial starting point in detenng the revenue requirement and
the improvement trajectories should be recognizetrelaxed” levels and not the
“desired” levels. Suitable benchmarking studies nieey conducted to establish the
“desired” performance standards. Separate studies/rhe required for each utility
to assess the capital expenditure necessary to timeetinimum service standards.

The State Government along with the annual milegtags also required to prepare a
plan for achieving these milestones. These plarmildhbe prepared along the
suggested lines. Further as per the NTP, the narasto be established after
conducting suitable benchmark studies. Separatkestare required to establish the
capital expenditure necessary to meet the minimemice standards. None of the
mentioned requirements have been fulfilled. The @arion expects that necessary
plans and studies would be completed in time abdhgited to it for its consideration.
In the absence of the follow up action the Comrorssvould be forced to revert back
to the loss trajectory notified by it as a partha# regulations.

The Commission has notified the terms and conditidor determination of
distribution and retail tariff under multi year fnework. The advantages that it offers
are well known and shall not be repeated here. Chmmission has evolved the
MYT framework in the context of situation prevadinn Madhya Pradesh. In the
regulations the principles for truing up, cost aet@ation, O&M norms and the loss
reduction trajectory for the tariff period FY0O8 Y10 have been prescribed. The
Commission has also approved in principle the Cagar for incorporation in the
ARR for the tariff period. This framework providegensees the regulatory certainty
for prediction of allowable cost and necessary mtves to the Licensees for
economic and efficient operations. The framewosdodhacilitates investments as it
ensures recovery of cost of capital employed thnoungerest and return on equity.
The successful implementation of MYT framework wbuwlatalyse financially and
technologically morbid Distribution Companies inibrant ones.

For successful implementation of the frameworkitadl stakeholders must fulfil their
obligations. The Commission must stick to the madifregulations and should take a
balanced view of the interest of all stakehold@ise Distribution Licensees should
provide quality and reliable power and the consusevice as per the standards set
by the Commission at the approved level of coste Tommission, for the existing
multi year framework, has specified a separate leskiction trajectory for each
Distribution Licensee and has in principle approteel capital expenditure proposed
by the Distribution Licensees for achieving therappd loss reduction.
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1.11

1.12

1.13

1.14

1.15

The loss trajectory prescribed by State Governmignat variance with the one
notified by the MPERC, it is essential to revidietpresently approved Capital
expenditure plans of the Licensees. As explainethénsubsequent sections of this
order, the Distribution Licensees have proposediduiate significantly from the
approved capex plan and further, even at the timesoing this order funding for
significant portion of the approved capital expémd plan has not been firmed up. It
is difficult to believe that the proposed physitaigets would be achieved, as these
are not corroborated by the recent past achievenwdrihe Licensees. The Licensees
have not been realistic in preparing their Camtgdenditure plan and seem to have
been over ambitious in their projections.

The O&M norms were prescribed with the objectivaraentivising 100% metering
of consumers, and the expansion of the distributietwork. The Licensees under
RGGVY scheme have approached the Central Governmoentunding its Rural
Electrification programme. Approval of the subnitteural electrification schemes
(under RGGVY) is still awaited. The assets and ilittds created under these
schemes would belong to the State Government. T¢ensee would be responsible
for commissioning and upkeep of the assets anddt® to such consumers. For the
purpose of computing allowable O&M cost the Licaasbave included the number
and energy sale to rural consumers likely to bénfim this electrification
programme. The numbers projected for claiming ti@&&Mbenefit seem incredulous
and completely defy the past performance of theehsees. For example the East
Discom has projected that around 6 lakh consumerddivbe added in FY08 under
this scheme, which is around 25% of its presensgorer base. Further the RGGVY
scheme provides for mandatory appointment of Frigeels, the progress on which
has been very tardy. The Commission thus feelsthigainvestments proposed by the
Licensee for rural electrification may not be agki within the next one year.

The State Government has twice extended the daténfisation of the opening

Balance Sheets of the five Companies notified chN8ay 2005 by six months each
i.e. upto 31 May 2007 at present. Revision in the balance shigdikely to affect the

depreciation cost, interest cost and return ontgquvhich can be a significant
amount. Implementation of the MYT will result inithgenuine impact not getting
captured in the tariff period. This may require eea for recalculation of annual
revenue requirement during the tariff period.

The Discoms have been repeatedly representingebiferCommission their inability
to carry out the capital investments due to resmaranch. Hence, at this stage, the
Commission is not confident that the investmenippsals given by the Discoms in
the petitions could be realistically implemented.

The Commission had convened a meeting of StatesddyiCommittee on 17.01.07
wherein the tariff petitions of the Distribution dansees were discussed. The
members of the Committee offered a number of sugeson the petition. One of
them was for restricting the tariff determinationlyoto FY08 in the absence of
credible information for the remaining two finarigyaars of the Tariff Period.
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1.16 For the reasons given in the above paragraphsCtimemission is not determining
Aggregate Revenue Requirement for FY09 and FY1@ Tbmmission is therefore
restricting itself to the determination of ARR atadiff for FY08 only. However, the
Commission wishes to emphasise that the framewdrkMalti-Year Tariff
determination set out in the Commission’s Regutetionder section 61 shall remain
valid for the remaining two financial years (FY @8d FY 10) of the Tariff Period,
and the determination of ARR for these years sfiatl be done as per this framework
only.

Uniform Retail Tariffs across Discoms

1.17 While the tariff petitions of the Distribution Liogees were being reviewed, the
Commission received a letter from the State Govemntmexpressing their views on
the subject of uniform retail tariffs across DiscnThe excerpts of this letter no.
8059/13/2006 dated 12 December 2006, addressed to the Commission, are
reproduced hereunder:

“As a cardinal principle in determination of thegariffs, the Government of MP
would like to ensure that the interest of all tomsumers and the utilities in the State
is protected and no consumer is put at a disadwgntaecause of the geographical
location of his electricity connection. For thisrpose, the Government of MP intends
to ensure that:

» Atleast in the foreseeable future, the tariffsfame category of consumers in the
state must remain similar;

* At the same time, it also believes that no majtier@nces should arise among
the Discoms in terms of revenue gaps or surplusespting for increase due to
improved efficiency of operations;

« The Government intends to provide subsidy or arheroform of financial
assistance only to identified category (ies) ofstoners as per Government’s

policy;

* While ensuring the aforesaid, it would in no wakelihe financial interest of any
of the Discom(s) to be jeopardized; and

* However, there should also be adequate incentivedable to the Discoms for
efficiency enhancement.

Given the aforesaid facts, the Government of MdWises the Commission to assist in
achieving the objectives outlined above for curremilti-year tariff determination
also (for the control period ®1 April 2007 to 3% March 2010), and provide
recommendations to the Government under sectioR)§6() of the Electricity Act,
2003 if it considers that the Government shoule taky further action for achieving
the said objectives. As an option for this purpade, Commission may consider
determining the bulk tariffs as differential at whithe recently constituted MP
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1.18

1.19

Tradeco can supply power to the three Discoms. Kewdhe Commission is free to
consider any other option that it may deem fit addise the Government before hand
for its views on the same before a final view am rtail tariffs is taken for three
Discoms.”

The Commission, vide its letter dated™1Becember 2006, has responded to the
above letter of the State Government stating thhai$ noted the advice and that it
shall duly consider the same in the tariff deteation process. However, the
Commission pointed out that the tariff proposalsmsiited by the three Distribution
Companies are different even for the same categfocpnsumers and the Companies
should have kept the advice of the State Governnmentind while submitting the
tariff proposals to the Commission. Subsequentlg, €Commission, vide its letter
dated 31 January 2007, suggested three options to the Staternment for ensuring
uniform retail tariffs across Discoms for the saoagegory of consumers. The first
one being by determination of a differential BulkpPly Tariff as suggested by
GoMP, the second being through differential sub&idgn GoMP to same category of
consumers in the three Discoms and the thirdgogirough differential retail tariffs
for subsidising consumers, while ensuring unifoariffis for subsidised categories.
The Commission also indicated its preferred apgrgqaecond option) to determine
tariffs differentially, based on the cost structofehe Discoms, while proposing that
the task of ensuring uniformity across Discoms nieey achieved by the State
Government by providing differential subsidy as nieynecessary, to consumers of
the same category in each Discom.

The State Government’'s suggestion to the Commisisipmletermining differential
bulk supply tariffs for supply of power by MP Trameto the Discoms cannot be
implemented since the generating capacities oMReGenco as well as the Central
Generating Stations had been allocated to the tlideeoms vide the State
Government's notification dated  Dctober 2006.
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1.20 The mechanism of setting differential Bulk Sup@yiffs will lead to efficiency gains
achieved by efficient Discoms being passed onearibfficient ones through increase
in power purchase price of the efficient Discom.rdeant to the letter of the
Commission dated $January 2007, the Secretary (Energy) and AdditiBearetary
(Energy), GoMP had a meeting with the Commissiomensin the option of
reallocation of existing and new generating capegitamong the Distribution
Companies and MP Tradeco for ensuring uniform Irédaiffs across the State was
discussed. Considering that the Discoms are iarssitiory phase and are experiencing
operational and financial problems, the Commissagneed for reallocation of the
existing and new generating capacities among tieethiscoms and the MP Tradeco.
Accordingly, in consultation with the CommissiohetState Government vide its new
notification No. 1929/F.RS/XIII/2001 dated L4Vlarch 2007 revised its earlier
notification dated 1 October 2006. The Commission would like to menticat the
allocation may have to be changed in future yeamseldl depending upon the changes
in consumer mix and load growth of the Discomshéd State Government wishes to
have uniform retail tariffs in future. However,has to be pointed out that frequent
changes in generating capacity allocation for achg uniform retail tariff in the
State would not be compatible with the essence ¥ Ntamework and would pass
on the benefits of efficiency gains of one or m@scom(s) to the inefficient

Discom(s).

Procedural history

Submission of proposals by Licensees

1.21 The Commission has issued its Tariff Order for F¥0¥ on 31.03.06 for distribution
and retail supply of electricity, which is applitalupto March 07. As already stated,
the Licensees have filed their petition for AggitegRevenue Requirement for the
period from 1.4.07 to 31.3.10, and later also stieahithe tariff proposals for FY
2007-2008.

Gist of petitions

1.22

The gist of the petitions submitted by the Licessiseagiven below:

Table 2: Snapshot of the petitions of Discoms

Discom Financial Revenue income Non tariff Total Total revenue Revenue gap

year from sale of income(Rs. revenue requirement (GEN))
power (Rs. Cr.)  Cr.) (Rs. Cr) (Rs. Cr.)

East FY 08 2357.0 54.76 2411.76 2677.80 (266.04)
FY 09 2619.0 60.11 2679.11 3016.05 (336.94)
FY 10 2772.0 64.58 2836.58 3227.18 (390.60)

West FY 08 2992.0 75.0 3067.0 3380.0 (313.0)
FY 09 3249.0 76.0 3325.0 3683.0 (358.0)
FY 10 3469.0 76.0 3545.0 3954.0 (409.0)

Central FY 08 2315.0 55.92 2370.92 2930.75* (55p.83
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1.23

Discom

Financial
year

FY 09

Revenue income Non tariff

from sale of
power (Rs. Cr.)

2543.0

income(Rs.
Cr.)

60.97

Total
revenue
(Rs. Cr)

2603.97

Total revenue Revenue gap

requirement
(Rs. Cr.)

3164.26*

(Rs. Cr)

(560.29)

FY 10

2732.0

66.49

2798.49

3347.61*

(549.12)

* A calculation mistake made by the Licensee has beerected

The petition submitted for Aggregate Revenue Remquént by the Licensees were
found incomplete, in terms of not containing keformation, for example, network
statistics in the previous years so as to makeeptions for future years and
consequently work out O&M expenses. The petitiof® alid not contain any
proposals for meeting the revenue gaps. The Liemnsdso did not submit any
analytical study for estimation of un-metered sale the basis of Distribution
Transformer Metering (DTR metering) or otherwise.

Notification of tariff proposals for public informa tion

1.24 The tariff proposals of the Licensees were pubtishy the Commission in the
newspapers on 13.12.06 for West Discom and on 1061for East and Central
Discoms. The stakeholders were requested to suhgiit comments / suggestions /
objections by 26.12.06.

Public Hearing

1.25 The Commission held a public hearing on the taréfitions filed by the Discoms in
the Conference Hall of the Commission. These hganmere conducted on 22.01.07
for East Discom, 24.01.07 for Central Discom and26r01.07 for the West Discom.
The Commission also invited several Non-Governn@ngianizations (NGOSs) to take
part in the process of tariff determination andrespnt interests of all consumers. The
comments/objections/suggestions received during liearings have been duly
considered in this order.

State Advisory Committee

1.26 The Commission also held a meeting with the Memlmdrehe State Advisory
Committee (SAC) on 17.01.07. The members have gsmne suggestions which
have duly considered while determination of tafitif FY 07-08 in this Order. After
hearing the Licensee’s representatives on the alssues raised by the consumer
associations or individual consumers/objectors #ra members of the SAC, the
Commission has decided to make modifications in dkisting tariff rates and its
structure, which are described in the detailed Oattached.

Estimated revenue from revised tariffs

1.27 The Commission has revised the retail supply &fidf various categories which are

annexed to this Order.

The Commission has estimdbted overall

revenue

requirement and the revenues accruing from theseeviariffs for FY 08 for the three
Discoms. These are contained in the detailed @iden Discom-wise.
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1.28

The Commission is of the view that the Distributionensee must regularly review
the progress of sales and estimates of revenueiraride event of any serious
imbalance must approach the Commission for furdipgropriate directions.

Implementation of the Order

1.29

1.30

The Distribution Licensees must take immediate sstepimplement the Order after
giving seven (7) days public notice in the newspspi@ accordance with clause 1.30
of MPERC (Details to be furnished and fee payabjeLiztensee or Generating
Company for determination of tariff and manner aking application) Regulations,
2004. The tariff determined by this Order shall aémin force till 3£' March 2008,
unless amended or modified by an Order of this Cwsion. The previous Tariff
Order dated 31March 2006 shall remain valid till the implemeidatof this Order.

The Commission has thus accepted the petitiondhi@fDiistribution Licensee with

modifications and conditions, and has determinegl tétail tariffs and charges
recoverable by the Licensee in the licensed aresupply during the FY 07-08 and
further directs that this order be implemented glamith directions given and

conditions mentioned in the detailed order and doles attached. It is further
ordered that the Licensee is permitted to issuse tal consumers only in accordance
with the provisions of this tariff order.

Ordered as above, read with attached retail sufpiff schedules. Detailed reasons and

grounds are being issued separately.

(R. Natarajan) (D. Roy Bardhan)
Member (Econ.) Member (Engg.)

Dated:30" March 2007

Place: Bhopal
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DETAILED REASONS AND GROUNDS ATTACHED WITH RETAIL
SUPPLY TARIFF ORDER ISSUED BY MPERC ON 30" March 2007 IN
RESPECT OF PETITION NUMBER 111/06, 112/06 AND 115/6

Sri. O. S. Parihar (S.E.), Sri D.K. Gandotra andPgaveen Jain (Addl. E.E.) represented the
East Discom

Sri Rajiv Bais (Company Secretary), Sri R. C. Somamd Sri Gopal Murthy (Deputy
Director, Accounts) represented the West Discom.

Sri. R.C. Yadav (S.E.), Sri. K.W. Nashikkar (Addlirector), Sri A.R. Verma (Addl. S.E),
Sri P.K. Kamthan (J.D., Accounts) and Sri. U. G@deputy Director, Accounts) represented
the Central Discom

Following is the detailed Order with grounds andsans determining the tariff and charges
recoverable during FY08 by the three Distributianensees. The detailed Order is divided
into three sections, discussing the functional dimdncial performance of the three
Distribution Licensees separately and includes atust report on the compliance of
Commission’s Directives as well as the responsethef Licensees and Commission’s
observations on the suggestions and comments eetdiom consumers on the tariff
proposals.
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Al:

11

1.2

COMMISSION’S OBSERVATIONS REGARDING TRUE-UP FOR
FY 05-06

The Commission had, in its Tariff Order for FY 08;Gtated that the Commission
shall determine the ARR and the methodology fomtgwup of the revenue gap, if
any, for FY 05-06 after the Discoms submit theidisad accounts for such year. The
Discoms have indeed submitted their audited acsofort FY 05-06. However, in
order to identify the true costs of the Distributi@ompany, the Commission opines
that following must be available too:

(@  The Audited Accounts of MP Genco for FY 05-06like the MP Discoms
and the MP Transco, the MP Genco has not providgtleé Commission its
audited accounts for FY 05-06. It is important twenthat more than 75% of
the total Discom ARR is composed of power purchageenses. The audited
accounts of the discoms include power purchase afoshergy supplied by
MP Genco on the basis of tariff determined by tlen@ission for the various
generating stations. In absence of MP Genco’s ediditcounts for FY 05-06,
it is not possible to correctly verify the Discongswer purchase cost during
FY 05-06.

(b)  The final opening balance sheets of all sectortiestias on 3% May 05: The
Govt. of MP hadprovisionally notified the opening balance sheets of the
Generating Company, the STU and the Distributionm@anies vide
notification no. 3679/FRS/18/13/2002 dated3day 05. At that time, the
GoMP had stipulated that within 12 months, the @ional opening balance
sheets shall be finalized. However, the State Gatdr extended the period of
finalization of 12 months to 24 months. Hence, dpening balance sheets of
all sector entities are now expected to be findliby 3f' May 07. The
opening balance sheets contain important data @sithe opening asset base,
the opening equity and liabilities that the Companhave been vested with.
This data influences all future calculations of memation, interest, Return on
Equity, etc.

The Commission is thus of the view that unless dpening balance sheets are
finalized and the audited accounts of MP Genco mu&de available to the
Commission, it would be an interim exercise and iaeed further truing up as and
when the above are furnished for truing up. Howeaersoon as these crucial data are
made available, the Commission shall carry out ékercise of determination the
ARR and revenue gap of the Licensee for FY 05-G6tars amount shall be adjusted
in future. The Commission would like to point owré that on submission of audited
balance sheet by the MP Transco for FY05-06, itiedrout a prudence check and
allowed an additional cost of Rs. 94.29 Crores,cWwhias been apportioned to the
three discoms based on the allocated capacitye tedovered in FY 2007-08.
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A2: AGGREGATE REVENUE REQUIREMENT FOR FY 08 OF
MADHYA PRADESH POORVA KSHETRA VIDYUT VITARAN
COMPANY LIMITED (EAST DISCOM)

Summary of Sales Forecast as proposed by the Licess

2.1 The total sale of the East Discom during FY 08riggrted at 6,598 MUs. The sales
in LT category is projected as 3,810 MUs (or 57.7dfctotal sales) and in HT
category as 2,788 MUs (or 42.26 % of total sales).

Table 3: Projected Sales of the East Discom for F§8

Consumer Category Sales in MU - FY 08
2 [LV1 | Domestic Light Fan and Power 1778
U§J LV 2 | Non-Domestic Light Fan and Power 315
§ LV 3 | Water Works and Street Lights 125
8 LV 4 | LT Industrial 117
— | LV 5 | Agricultural Consumers 1475
- TOTAL (LT) 3810
HV 1 | Railway Traction 408
@ Hv2 | coal Mines 515
U§J HV 3 | Industrial and Non Industrial 1100
8 HV 4 | Seasonal 4
§ HV 5 | HT Irrigation and Public Water Works 59
. | HV 6 | Township and Residential Colony 290
T | HV 7 | Bulk Supply to Exemptees 412
TOTAL (HT) 2788
TOTAL LT + HT 6598

2.2  The sales forecast of 6598 MU of the Licensee miah0.76% more than the revised
estimates of FY 07 (which is 5957 MU). This fordcas per Licensee’s petition, is
composed of 412 MU of un-metered agriculture salég. Licensee has also forecast
50 MU of un-metered sales in domestic category. igurdiscussions, the
representatives of East Discom have stated thait &)P6,939 consumers of domestic
category as of 30.9.06, predominantly in rural syeae presently un-metered.
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Energy balance and power purchase as proposed byeh.icensee

2.3

2.4

2.5

Keeping in view the prevailing arrangement betwd#R Tradeco and the three
Discoms, the Licensee claimed that they are natposition to independently provide
complete and updated information regarding stawcse generation availability and
power purchase costs in the relevant formats (asthee Tariff Regulations). The
Licensee has provided the information based onntiegactions with MP Genco, MP
Transco and MP Tradeco. In this regard, the Licermss also claimed that they have
taken guidance from Section 18 of the MPERC (Ponchase and Procurement)
Regulations 2004 Revision 1, 2006 (RG-19(1) of 2006ich states that

“The Distribution Licensee shall make long-term @ewh and supply availability
assessments in consultation with any or all conedrnncluding state sector
Generating Companies, discoms, private Distributibitensees, central sector
Generating Companies and Transmission CompaniegioR& Electricity Board,

National / Regional Load Dispatch Centers, CenE#bdctricity Authority.”

The Distribution Licensee claims that they havepted tentative information from
key sector participants for computation of powercpase cost for the purpose of
arriving at revenue requirement. The Distributiooensee requested the Commission
to take due cognizance of this fact while computtigwable power purchase cost of
the Licensee. It also requested the Commissiornve @pportunity to the Licensee to
submit updated information, if such informatiormsde available to the Distribution
Licensee by MPGenco, MPTransco, and MPTradeco.

The Licensee has considered the % allocation ohafp (29.5646%) as per the
Government’s notification dated 18/10/2006. The tHascom has calculated the
details related to the following items as per thewe allocation:

* Monthly energy available from all sources
* Annual fixed charge payable to generators

» Estimated payment to generators on account of thee) income tax, duties,
etc.; and

» Estimated inter-state transmission charges to lae pa

Assessment Energy of Availability by the Discom

2.6

The Licensee has assessed the availability of grfeogn various sources based on
discussions with Tradeco. Availability of energgrit MPGenco is based on monthly
forecast of generation by MPGenco for 2007-08. Tieensee has claimed that
information on availability from Central Generatigations (NTPC, NPC) was not
available at the time of preparation of this filittge petition. “Actual generation” for
the previous two years and first six months ofdheent year have been used as basis
for estimating availability. The generation losedwo forced outages of Korba Unit 4
and Vindhyachal (Unit 4 and 6) during 2005-06 héeen duly considered while
estimating the energy availability from these stagi
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2.7

2.8

Availability from new stations expected to be comssimned in 2006-07 and 2007-08

has also been considered.

The following table provides the annual availapilitom each of the sources while
the monthly availability for FY 08 has been prodde Format F1-2 of the filings.

Table 4 - Energy Availability for East Discom forFY 08

NTPC
NTPC-Korba 3242 959
NTPC-Vindyachal | 3097 916
NTPC-Vindyachal Il 2377 703
NTPC-Vindyachal IlI 1146 339
NTPC-Kawas 282 84
NTPC-Gandhar 842 249
NTPC-Sipat 175 52
KAPP 467 138
TAPS 1072 317
Farakka 184 54
Talcher 128 38
Kahalgaon 81 24
Kahalgaon 2 476 141
NTPC-Total 13571 4012
Bilateral Power Purchase
CHPS-Gandhi Sagar 171 51
CHPS-RP Sagar 186 55
CHPS-Jawahar Sagar 139 41
RSEB (Chambal,Satpura) 497 147
Rajghat HPS 45 13
DVC 770 228
MSEB(Pench) 209 62
LANCO (PTC) 0 0
Bilateral-Total 1520 449
Other Sources
NHDC - Indira Sagar 2700 798
Sardar Sarovar 1700 503
Omkareswara HPS 1200 355
Others 1 (Wind & CPP) 0 0
Others 3 (Ul) 5600 1656
MP Genco — Thermal
AMARKANTAK PH-I 181 54
AMARKANTAK PH-II 941 278
AMARKANTAK PH-III 558 165
SATPURA PH-I 1871 553
SATPURA PH-II 2624 776
SATPURA PH-III 2647 783
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Assessment of Power Purchase Cost (Fixed and VariabCost) by the Discom

2.9

2.10

SANJAY GANDHI PH-I 2464 729
SANJAY GANDHI PH-II 2617 774
BIRSINGHPUR 3241 958
MPGenco Thermal 17145 5069
MPGenco — Hydel

Bansagar Tons HPS-Tons 936 277
Bansagar Tons HPS-Silpara 79 23
Bansagar Tons HPS-Devlond 79 23
Bansagar Tons HPS-Bansagar IV 79 23
Birsingpur HPS 45 13
Bargi HPS 503 149
Marhi Khera HPS 73 22
Mini-Micro HPS 0 0
MPGenco Hydel Total 1794 530
Total 39629 11716

The Fixed costs and variable costs of MPGenco baea adopted by the Licensee as
per the Multi-Year (FY 07 to FY 09) Tariff Order ttie Commission for MP Genco.
For existing Central Sector stations, Fixed Costéehbeen adopted as per CERC
Orders for respective stations and variable casttuding FPA applicable at present)

have been adopted as per the July 2006 bill.

For working out the cost of power purchase from tlesv stations of the Central

Sector, the following methodology has been adoptethe Licensee:

(@) For Vindhyachal-1ll, variable cost has been estedaas per the July bill for

infirm power.

(b) For Sipat-ll and Kahalgaon —lI-Phase-I, the temtatestimate provided by
NTPC vide Letter No. 01:: CD:279: NNS dated 27-@®42, has been used as
the basis for determining the variable costs. Theerisee has stated that in
order to reflect realistic levels of variable coske respective variable costs as
provided in the letter have been increased @10%apeaum from the base
date of determination. The variable cost increaselieen shown in the form

of FPA charges.

(c) Fixed costs for all the above mentioned threeatat(Vindhyachal-Ill, Sipat-
Il & Kahalgaon — Il Phase (l)) have been estimdigaonverting the per unit

fixed cost provided in the letter.
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2.11 Fixed and variable costs for other new stationsehbeen estimated based on
discussions with Tradeco. The following table pdea a summary of fixed and
variable costs of each of the stations that hawn lmonsidered for determining the
power purchase cost. As stated earlier, the EastoDi’s share of fixed cost has been
considered for its ARR purpose

Table 5 - Fixed & Variable Cost for East Discom forFY 08

2007-08
. - Fixed Cost - Fixed Cost — Variable
Source-wise availability State East Discom Cost FPA
Rs Cr Rs Cr Rs/ kWh Rs/ kWh
NTPC
NTPC-Korba 85.95 25.41 0.4731 0.07B88
NTPC-Vindyachal | 98.17 29.02 0.7578 0.1928
NTPC-Vindyachal Il 135.26 39.99 0.7333 0.1843
NTPC-Vindyachal Ill 181.86 53.77 0.8675 0.00p0
NTPC-Kawas 61.2( 18.09 1.0269 2.2567
NTPC-Gandhar 98.85 29.22 1.0210 0.3565
NTPC-Sipat 99.89 29.58 0.4123 0.1237
KAPP 0.00 0.00 2.0234 0.012p2
TAPS 0.00 0.00 1.9526 0.0000
Farakka 7.49 2.21 0.9857 0.0838
Talcher 5.76 1.70 0.411( 0.1430
Kahalgaon 5.30 1.57 1.0748 0.1791
Kahalgaon 2 54.69 16.17 0.6884 0.27154
NTPC-Total 834.44 246.7(Q
Bilateral Power Purchase
CHPS-Gandhi Sagar 10.86 3.21 0,00
RSEB (Chambal,Satpura) 10.86 3.21 0.0D
Rajghat HPS 8.56 2.58 0.00
DvC 0.00 0.00 2.54
MSEB(Pench) 11.6( 3.48 0.90
LANCO (PTC) 0.00 0.0Q 0.00
Bilateral-Total 31.02 9.17
Other Sources
NHDC - Indira Sagar 275.88 81.56 0.00
Sardar Sarovar 0.0D 0.00 0.95
Omkareswara HPS 0.00 0.00 0.5
Others 1 (Wind & CPP) 0.00 0.g0 0.00
Others 2 (Short-Term purchase) 0.00 3150 0.00
Others 3 (Ul) 275.88 81.56
MP Genco - Thermal
AMARKANTAK PH-I
49.23 14.55 117
AMARKANTAK PH-II
AMARKANTAK PH-III 140.00 41.39 1.17
SATPURA PH-I
SATPURA PH-II 207.29 61.28
SATPURA PH-IlI
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2007-08
. A Fixed Cost - Fixed Cost — Variable
Source-wise availability State East Discom Cost FPA
Rs Cr Rs Cr Rs/ kWh Rs/ kWh
1.34

SANJAY GANDHI PH-I

303.70 89.79 1.02
SANJAY GANDHI PH-II
BIRSINGHPUR 320.00 94.61 1.0
MPGenco Thermal 1020.22 301.62
MPGenco — Hydel
Bansagar Tons HPS-Tons
Bansagar Tons HPS-Silpara
Bansagar Tons HPS-Devlond 92.92 7 47 0.00
Bansagar Tons HPS-Bansagar IV
Birsingpur HPS 3.93 1.16 0.0
Bargi HPS 9.68 2.86 0.00
Marhi Khera HPS 0.0( 0.0D 0.90
Mini-Micro HPS 0.00 0.00 0.00
Hydel Total 106.53 31.50
Total 2268.09 670.55

Assessment of Other elements of power purchase cost
2.12 Other elements of power purchase costs such astinegincome tax, ED & Cess

etc, and other miscellaneous charges have beemmedsat the level of actual
expenditure on these accounts for the year 2005-06.

Table 6 - Other Charges for All Stations for FY 08

(Disincentive) /
Incentive

Any Other Total of Other
(ED,Cess etc.) Chargesin Rs Crs

CGS Other Charges

Income Tax

2007-08 Total (Proj) 38.79 49.715 84.00 172.53
MPPKVVCL Share
2007-08 (Proj) 11.47 14.71 24.83 51.01

Inter-state Transmission Costs

2.13 The inter-state transmission cost has been esthuai¢he basis of the actual bills for
September 2005 to August 2006. The total bill amdanthis period comes to Rs
110.14 Crores for the sector and the same has adepted for FY 08 by the
Licensee. Rebates, etc. on short term power trassoni have not been estimated as
they are likely to be infirm in nature.
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Table 7 - Inter State Transmission Charges for FY

Inter- Inter- Inter-
Month/ Rs Cr WRLDC/ULDC Regional Regional Regional Total

WR-ER WR-SR | WR-NR
Sep-05 8.37 0.90 0.00 0.00 0.00 0.00 9.27
Oct-05 8.70 0.83 0.00 0.00 0.00 0.00 9.58
Nov-05 8.56 0.78 0.00 0.00 0.00 0.00 9.3
Dec-05 8.63 0.44 0.0p 0.00 0.00 0.00 9.12
Jan-06 8.46 0.23 0.00 0.00 0.00 0.00 8.69
Feb-06 8.46 0.22 0.0p 0.00 0.00 0.00 8.68
Mar-06 9.09 0.22 0.00 0.00 0.00 0.00 9.31
Apr-06 9.00 0.24 0.0( 0.00 0.00 0.00 9.24
May-06 9.23 0.23 0.00 0.00 0.00 0.00 9.46
Jun-06 9.22 0.25 0.0p 0.00 0.00 0.00 9.47
Jul-06 7.80 0.25 0.00 0.24 0.14 0.73 9.1
Aug-06 7.71 0.25 0.00 0.29 0.08 0.54 8.87
Total 103.24 4.88 0.0( 0.53 0.22 1.27 110.14
East Discom’s Share 30.52 1.44 0.90 0.16 0.06 0.37 32.56

Merit Order Dispatch

2.14

2.15

The Licensee has adopted a merit order simulatioa enonthly basis by matching
monthly energy requirement with monthly availakildiased on the variable costs of
various sources. The Licensee submits that whifeoathly determination of cost
provides an improved estimate over an annual d@éetian of cost, the actual cost
will defer based on the daily peaking requirememtd variation between actual and
projections. The Licensee prays that such deviatioe passed on a regular basis
through the FCA formula proposed which is alsoiire lwith the provision of the
National Tariff Policy (Clause 5.3 (h) (4) and GlawB.2.1 (1)):

“Uncontrollable costs should be recovered speethlyensure that future consumers
are not burdened with past costs. Uncontrollablstsavould include (but not limited
to) fuel costs, costs on account of inflation, tand cess, variations in power
purchase unit costs including on account of hydmrnal mix in case of adverse
natural events.”

and

“All power purchase costs need to be consideredtitegte unless it is established
that the merit order principle has been violated power has been purchased at
unreasonable rates.”

The Licensee claims that the monthly requiremengredrgy is based on Licensee’s
own projection and tentative estimate of requiretsi®h other discoms. The Licensee
states that only the Commission has the knowledgheototal energy requirement
planned by all the Discoms.
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Table 8 - Energy Requirement and Average Cost of Reer for FY 08

Particulars FY'08
Amount Rs/Kwh
1. Korba 958.6 89.8 0.94
2. Vindhyachal-I 915.8 139.2 1.5
3. Vindhyachal-1| 702.7 116.5 1.64
4. Kawas 12.1 24.3 20.04
5. Central Gandhar 96.7 43.8 4.53
6. Sector KAPP 138.1 28.6 2.07
7. TAPPS 3&4 317.0 61.9 1.95
8. Vindyachal III (unit 1) 338.7 83.1 2.46
10. Sipat 51.9 32.3 6.23
12. Total 3531.5 619.5 1.7"
13. ER Farrakka + Talcher +Kahalgaon-I and
Kahalgaon-II 246.3 44.91 1.81
14. Bilateral J.Sagar, R.P.Sagar
Purchases 105.23 5.52 0.5
15. Other NHDC (Indira Sagar)
Sources 798.22 81.6 1.02
16. JV-Sardar Sarovar
502.52 47.9 0.9]
17. CPP/Wind
18. Short term purchases
60.86 21.30 3.50
19. New Hydel Stations (MadhiKheda &
Bansagar IV, Omkareshwar) 39985 33.85 0.8"
20. Total
1,761.45 | 184.65 1.05
21. Short term Sales (Less)
22. Net Power Purchases
5,644.45 | 854.55 1.51
23. Transmission| Fixed Charges 32.56
24, Charges Taxes
25. Total
26. Sub-total
27. MPGenco | 4846.18 | 821.56 1.79
28. Total Power Purchase
10,490.63| 1,708.67| 1.6288
2.16 It can be seen from Table 4 and Table 8 that tieeedifference of 1225.37 MUs
(11716 — 10491) between energy available and enmexqyired. Though the Licensee
has not explained the reason for this differencetsnfiling, but in subsequent
submission the Licensee has indicated that, a gfatthis surplus will be used for
trading power outside the state through which likisly to earn Rs 76 Crore.
2.17 The total power purchase cost as estimated by éis¢ BEiscom thus works out to Rs

1.6288 per Unit for 2007-08.
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Commission’s analysis

Sales forecast

2.18

2.19

2.20

The Commission recognizes that metering of a hugenber of un-metered
consumers is a challenging job and can be addresdgedradually. The Commission
had a meeting with the CMDs of all three Discom<8f February 2007 and, after a
lot of deliberations, decided to revise the timefeafor metering of un-metered
connections in domestic category and metering dR®Tor assessment of un-metered
agriculture consumption. The roadmaps have beevidao by the Licensees. As per
the roadmaps, all un-metered connections in domesategory shall be metered by
March 2010. The Licensees have further committed #il DTRs predominantly
supplying to agriculture consumers (about 46262. ios East Discom) shall be
metered by March 2009 under an ADB assisted prograhe Commission is
examining the proposal of the Licensee and aft&inggthe views of all the
stakeholders, will notify the fresh timeframe fahéeving 100% metering. However,
for FY08 the Commission has considered that thellebe un-metered sales and has
gone by the assessment of consumption for thesgarigs.

Based on the submissions of the Licensee with degaassessed consumption of un-
metered consumers in domestic as well as agrieultategories, the Commission
approves the following:

(@ Un-metered consumers in domestic category shdiillzel on the basis of 77
units per consumer per month in urban areas, andh88 per consumer per
month in rural areas;

(b) Un-metered agriculture consumers in rural areasctiied by GoMP under
the Electricity Act, 2003 shall be billed on thesisaof 100 units per HP of
sanctioned load per month for permanent connecaods130 units per HP of
sanctioned load per month for temporary connections

(c) Un-metered agriculture consumers in urban areas lshdilled on the basis
of 130 units per HP of sanctioned load per monthpiErmanent connections
and 150 units per HP of sanctioned load per mamtkeimporary connections.

Further, the Commission had a look at the salescst of all metered consumers and
had compared the same with the past trends. Ther@sion had also taken note of
Licensee’s supporting submissions with regard ttessgrojections of various
categories and considers the assumptions as rddsohds also to be noted that the
guantum of power available to the State of MP 07208 based on existing
generation and planned capacity addition is moa tbufficient to meet the sales
requirement of the Licensee. Hence, the Commissasiders it appropriate not to
prune down the sales forecast of the Licensee.quiaatum of power available, even
after considering the T&D losses is enough to nadletorecast requirements of the
consumers. The Commission thus approves the saksafst of the Licensee as filed.
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2.21

As per the regulations of the Commission issuectusdction 61 for Distribution and
retail supply tariff determination, actual powetdsby the Licensee during a year in
guestion shall be grossed up for normative lossesompute allowable power
purchase quantum during such year.

Energy Balance and Power Purchase

2.22

2.23

2.24

2.25

The State Government has come out with annual tailes for distribution losses for
the period FY 07 to FY 11, which is shown in thédwing table. The Commission
has computed the energy requirement of the Licepnsethe basis of the GoMP’s
order dated 28th December 2006 on distributionel®ssTherefore, the Commission
has considered distribution loss to be 32.5% dutimegperiod FY2007-08 for East
Discom.

Table 9: Distribution Losses (%) as per GoMP LetterDated 28" December 2006
Year East Discom

FY 2006-07 34.5%
FY 2007-08 32.5%
FY 2008-09 29.5%
FY 2009-10 26.5%
FY 2010-11 23.5%

The Inter state transmission losses have been demhjps per the moving averages of
the scheduled losses of the last 52 weeks. Theddss FY 08 have been computed
as per the following table:

Table 10: Month wise Inter State Transmission Losse(%)

Month East Discom
April 5.0%
May 4.9%
June 5.0%
July 5.3%
August 5.5%
September 5.1%
October 5.2%
November 5.2%
December 5.1%
January 5.1%
February 5.1%
March 5.2%

The Commission has considered the intra statertriasgn losses at 4.9% as per the
transmission MYT Order.

The energy balance for FY08 is presented in tHeviahg table after considering thess
targets set by the GoMP
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Table 11: Energy Balance for FY08

Particulars East

1 | Total Energy Sales (MU) 6598
2 | Distribution Loss (%) 32.5%
3 | At T-D Interface (MU) 9775
4 | Transmission Loss of MPPTCL (%) 4.90%
5 | At MP Periphery 10278
6 | External Losses (MU) 20p
7 | Net Energy Requirement (MU) 10484

2.26 The Commission, as per the Government of Madhyald3ta Notification No.
1929/F.RS/4/X111/2001 dated March 2007, has considered energy allocation from
existing stations for meeting Licensee’s requiretsemd also the capacities of new
stations allocated to MP Tradeco. The Commission dlao considered the GoMP
Notification which state that, during energy defigionths, Licensees shall purchase
power from MP Tradeco.

2.27 Station wise capacity allocation to East Discomsidered by the Commission as per
the GoMP Notification mentioned above is givenha following table:

Table 12: Station wise capacity allocation (%) to Bst Discom
Name of Power Station

East
MPPGCL - SH: Bargi 22.06%
MPPGCL - IS: Gandhi Sagar 22.06%
MPPGCL - IS: Pench 22.06%
MPPGCL - SH: Birsinghpur 22.06%
MPPGCL - SH: Bansagar Complex 22.06%
MPPGCL - IS: Rajghat 22.06%
ER: Talcher STPS 22.06%
Sardar Sarovar Project 22.06%
WR: Korba STPS 22.06%
JV: Indira Sagar (8x125 MW) 29.56%
MPPGCL - ST: Amarkantak Complex 29.56%
WR: Vindhyanchal STPS — | 29.56%
MPPGCL - ST: Sanjay Gandhi Complex 29.56%
MPPGCL - ST: Satpura Complex (Ph - Il & I1I) 29.56%
MPPGCL - ST: Satpura Ph-1 (Inter State) 29.56%
ER: Farakka STPS 38.79%
WR: Vindhyanchal STPS — Il 38.79%
WR: Vindhyanchal STPS - IlI ( Unit-1) 38.79%
WR: Kakrapar APS 38.79%
WR: Gandhar GPP 38.79%
WR: Tarapur APS 38.79%
ER: Kahalgaon STPS 38.79%
MPPGCL - SH: Marhikheda 38.79%
WR: Kawas GPP 38.79%
Weighted Average 29.56%
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2.28

2.29

2.30

231

2.32

2.33

While the GoMP has allocated 29.56% of 135.5 MW &matap & Jawahar Sagar
HEPs to the East Discom, the Commission has nasidered the power available
from these stations as they are located in Rajasth@imilarly, even though the

GoMP has allocated 29.56% of 187.5MW Satpura Phasghe East Discom, the

Commission has considered the availability basedhentotal installed capacity of

312.5MW since the project is located within thetestaf Madhya Pradesh. This has
resulted in the weighted average allocation becgn#if.56% as against 28.83%
indicated in the GoMP notification. This is coneigt with the stand taken earlier by
the Commission.

The weighted average of allocation for East Discam per the allocated and
unallocated share from each station is 29.56%.

Central Generating Stations: The annual energylabiiy for FY 08 from existing
Central Generating Stations has been considergoerashe petitions filed by the
Licensee.

MP Genco Stations: As stated earlier, the Licen$ee® shown the availability of
energy from MPGenco based on monthly forecast oegdion by MPGenco for
2007-08.

The Commission undertook an exercise to analyze thhonavailability and
requirement for FY 08. The analysis showed surpludeficit in each of the months
for the Licensee.

The month wise availability and requirement for theensee for FY 08 is given
below:

Table 13 Month-wise Energy Requirement & Availabilty for FY2007-08 (In
Million Units)

Availability from Sale through (Deficit)/
Energy intra-discom Energy intra -discom Surplus
Availability trading Req trading
A B C D | E=(A+B)-(C+D)
April 747.3 0.60 847.2 (99.30)
May 764.2 10.80 829.8 D (54.70)
June 684.8 0 787.4 g (102.60Q)
July 676.8 6.30 754.3 )] (71.10)
Aug 851.6 40.80 839.6 D 52.80
Sept 860.6 0 798.3 q 62.3p
Oct 962.4 0 914.2 q 48.1p
Nov 902.5 0 956.8 g (54.30)
Dec 886.0 0 981.2 g (95.10)
Jan 847.5 0 999.8 g (152.30)
Feb 743.4 0 909.9 g (166.5Q)
Mar 782.6 0 865.8 g (83.20)
Total 9709.8 58.50 10484.p 0 (715.9D)
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2.34 As can be seen from the above table, the Licerseequired to procure short term
power of 879.10 MU in the months of April to JulgdaNovember to March and will
be having surplus of 163.20 MU from August to Oetioblhe procurement will be
made from MP Tradeco at an average rate of Rsde84&Wh as per the calculation
shown in the following table.

Table 14 Rate of Short Term Purchase from MP Tradea during FY2007-08

MUs Total Cost (Rs.

MP Tradeco Stations Crs.)

Sipat 749.69 125.17
Kahalgaon STPS —II 699.28 145.59
Birsinghpur 3267.65 653.3(
Amarkantak 686.21 150.29
Omkareshwar 1200.00 114.48
Vindhyanchal STPS-III (Unit-I1) 746.66 156.89
Marhi Kheda (Unit — I11) 27.68 9.38
Total 7377.16 1355.04
Avg. Rate (Rs. / Unit) 1.84

2.35 As the Commission has decided to have a uniforiff tarthe State during FYO08, the
excess energy in a month with the Licensee widitfive given to other Licensees of
Madhya Pradesh who are having a shortfall in thmesanonth. The Commission
directs that the sale rate of the surplus energpther Discoms within the State
should be at the Monthly Pooled Cost of Power asrgbelow:

Table 15 Monthly Pooled Cost of Power for Combine@®iscoms

1 | April 2728.0 459 1.68
2 | May 2647.9 461 1.74
3 | June 2556.6 434 1.70
4 | July 2444.1 391 1.60
5 | August 2964.6 352 1.19
6 | September 2957.2 378 1.28
7 | October 3327.5 468 1.41
8 November 3354.7 525 1.56
9 December 3368.6 541 1.61
10 | January 3267.2 533 1.63
11 | February 3003.7 494 1.64
12 | March 2869.9 475 1.65

*MUs include Total availability and Short Term Pawgurchase less energy sold through
intra discom trading.

**Rs. Crs. Include Fixed Cost, Variable Cost, PGQIharges, Cost of short term power
purchase less revenue from external sale.
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2.36 Any excess energy remaining with the Licensee,eas $n the monthly availability
and requirement table given above, after Intraesteiding, shall then be used for
external trading, at the Monthly Average Power Rase Cost for those surplus
stations arrived after running merit order. Theesathus allowed shall be as per the

2.37

2.38

following table for East Discom.

Table 16 Monthly Average Cost of Power of Surplust&tions.

August

September

October

November

OO NO|O |~ WIN|(F

December

[y
o

January

[EnY
AN

February

[EnY
N

March

For East Discom, sales on account of surplus enéugiyng the months of August,

September and October, after intra state tradirgsessed at 163.20 MU for FY 08.
The income arising out of sale of surplus energgllabe adjusted with the power
purchase cost of the Distribution Licensee.

The station-wise availability of energy as estirddby the Distribution Licensee and
as estimated by the Commission are shown in thewolg table:

Table 17: Station-wise Energy availability (in MU)for East Discom during FY08

FY 08

Proposed by

Stations As estimated by the

the Discom Commission

1. | Central Sector (WR) 375b 38716
2. | Central Sector (ER) 257 131
3. | Bilateral purchases 449 164
4. | NHDC (Indira Sagar) 798 798
5. | Sardar Sarovar 508 375
6. | Omkareswara HPS 355 0
7. | New Hydel Stations 4% D
8. | MP Genco 5554 4365
9. | Total 11716 9710
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2.39

2.40

241

2.42

2.43

Central Generating Stations (Western Region): Ruédifferential allocation as per
GoMP Notification, the share available to the Lisea has increased.

Central Generating Stations (Eastern Region): Theensee has considered

Kahalgaon (Phase 1) in its filing. As per the GBMlotification the capacity of this
station is now with MP Tradeco.

Bilateral Purchase: The reason for reduced quaritom bilateral purchase is the
revised capacity allocation and also the Commiss$ias not considered RP Sagar,
Jawahar Sagar, DVC and Lanco as explained in epdi&graphs.

Omkareswar HPS: As per the GoMP Notification, station’s capacity is with MP
Tradeco.

MP Genco: The change in availability is due to sedi capacity allocation by GoMP
Notification.

Power Purchase Costs

Central Generating Stations - Western Region

2.44

2.45

NTPC’s Stations in Western Region (Korba, VSTP$&TPS-II, VSTPS-III (Unit-

1), Kawas and Gandhar): As stated earlier, theggnavailability has been considered
from the existing stations as submitted by the hgs®s. The Commission has also
approved the fixed and the variable cost for tletatons after verifying the fixed and
variable costs from the CERC orders for thesetatiThe stations for which latest
CERC order is not available, the Licensee petitarthe basis of July 2006 bill has
been considered. For KAPP and TAPPS 3&4, singlé faaiff is payable and the
Provisional tariff rates have been considered aghmenotification of Department of
Atomic Energy Gol in October 2006.

The Licensee had shown the allocation of share Rofdft the Central stations as per
the NTPC bills. The Commission has considered tleation of MP share and
consequently East Discom’s share as per Governmétdtification vide its letter
dated 14 March 2007.

Table 18: Allocation from Central Generating Stations to MP and East Discom as per
Govt. Notification for FY2008

East Discom
Western Installed | State’s  Availability Fixed Share| Availability Fixed
Region Capacity Share (MU) Cost (%) (MU) = Cost (Rs.
CGS (MW) (O/O) (RS. Cr) Crs.)
1. | KTPS 2100 21.38 3242 8§ 22.06 715 18.96
2. | VSTPS-I 1260 33.34 3097 98.2 29.5p 916 29.03
3. | VSTPS-II 1000 30.12 2377 135.3 38.79 922 52.47
4. | VSTPS- 500 22.9 746.7 85 38.79 290 32.97
I (Unit-
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East Discom
Western Installed | State’s  Availability Fixed Share| Availability Fixed
Region Capacity SHET(E (MU) Cost (%) (MU)  Cost (Rs.
CGS (MW) (O/O) (RS. Cr) Crs.)
5. | KGPS 656.2  24.16 282.4 59 387 110 22.70
6. | GGPS 657.4  20.64 842 74 38.7 327 29.65
7. | KAPP 440  23.99 467 38.7¢ 181
8. | TAPP 540 18.64 1072 38.74 416
384
2.46 The FPA charges have been computed on the basie dctober 2006 bill paid to
these stations. The other charges including thesntie and taxes have been
computed by pro-rating the actual bills of the perApril'06 to October’06, paid to
the Central Generating Stations by the Licensees.
2.47 The Variable and Other Charges as allowed are givére following table:

Table 19: Charges allowed for CGS in WR
FY 08

Western  Variable FPA Other Total
Region (Rs/Kwh) Charges Charges Charges
CGS (Rs/Kwh)  (Rs/Kwh) @ (Rs. cr)*
KTPS 0.50 0.15 0.11 73.76
VSTPS-I 0.80 0.23 0.26 147.34
VSTPS-

Il 0.78 0.22 0.18 160.53
VSTPS-

[ (Unit-

) 0.87 0 0.01 58.24
KGPS 1.09 2.86 0.12 67.29
GGPS 1.11 0.43 0.0 80.38
KAPP 2.04 0.0 0.01 37.21L
TAPPS

3&4 2.65 0.0 0.00 110.51
Total 735

*Includes Fixed Charges as stated in table above

Central Generating Stations - Eastern Region

2.48 For determination of allowable costs from the pdaim the eastern region the

principle followed for power plants in the westeagion is being adopted. As stated
earlier, the share in these plants have been @mesidas per the Government's
notification dated 14 March 2007.
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Table 20: Allocation from Central Generating Statios to MP as per Govt Notification

East Discom

Eastern Installed | State’s  Availability Fixed Share| Availability Fixed
Region Capacity Share (MU) Cost (%) (MU) = Cost (Rs.
CGS (MW) (O/O) (RS. Cr) Crs.)
1. | Farakka 1600 1.01 184.08 5.16 38/79 71 2.00
2. | Talcher 1000 1.01 12811 403 22.06 28 0,89
3. | Kahalgaon 840 2.84 807 9 38.79 31 3|43
4. | Total 131 6.32
2.49 The Variable and Other charges as allowed are givére following table:

Table 21: Charges allowed for CGS in ER
FY 08

Eastern Variable FPA Other Total
Region (Rs/Kwh) Charges' Charges Charges
CGS (Rs/Kwh) | (Rs/Kwh) (Rs. Cr)*
Farakka

1.04 0.35 0.01 12.08
Talcher

0.44 0.21 0.0Q 2.78
Kahalgaon

1.15 0.43 0.0Q 8.36
Total

23

*Includes Fixed Charges as stated in table above

Indira Sagar (NHDC) and Sardar Sarovar Projects

2.50

2.51

For FY’'07, the Commission considered only the ahffix@d charges approved by
CERC by it order dated 1/5/2004 for Indira Sagare TTERC vide this order had
approved fixed annual charges at Rs. 241.41 Carsedven machines. After all the
eight machines had become operational, the Conni$sd allowed a proportionate
increase in fixed cost with a further increase 6f6lon the computed cost. The
Commission thus allowed Rs. 300 Crore as Annuadroharges for FY 07.

The Licensee, in its filings, has given a flat ratdRs. 275. 88 Crores for Indra Sagar
for FY'08. However, the Commission analysed theualkctills paid in 2006 for
verifying the charges payable for the station. Amaual Fixed Charge actually paid
this year till October has been found to be musls khan the allowed figure for FY
07. The Commission has thus revised the annuabebdor the year FY 08 on the
basis of the bills paid in the year FY 07 by prong the capacity charge and the
variable charge actually paid by the Licensee£kiflober’06 for the year FY 07.
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2.52

2.53

2.54

2.55

The design energy of this project has been appreve2’00 MUs for FY 08. The
fixed cost has been computed as Rs 191.70 Crore/aridble charges at the least
variable cost of the Western region @ 0.49 Rs./Kwhich is of Sipat Ph Il. The
months in which Sipat Ph Il is unavailable, theiafale cost has been considered as
per the next least variable cost, which is of Ko@#.50.

MPSEB for Sardar Sarovar Hydel Project has consdtlarprovisional rate of Rs. 2.0
per unit. This rate is as per the provisional fated by GoMP vide its letter dated
30th November 2005. As per section 62(1) of thectElgty Act, only appropriate

Commission has the authority to determine rateupply of power by a Generating
Company to a Distribution Licensee. Further as geation 64(5) of the Electricity
Act 2003 only the State Commission having jurisdictin respect of the Licensee
which intends to distribute electricity and makeypant therefore is entitled to
determine the generation tariff.

For FY2007-08, the Licensee in its filing has cotepluthe power purchase cost from
Sardar Sarovar Hydro station at Rs. 0.95/kWh. Téwegp purchase cost assumed by
the Distribution Licensee is as per the cost assubyethe Commission in its Tariff
Order for FY2006-07. The Commission considers tesumptions made by the
Licensee appropriate. However, the Commissionllsvang an increase of Rs.
0.08/kWh in the provisional rate as a possible latica of O&M cost. It would be
pertinent to mention here that NVDA has filed aitpet for provisionally
determining tariff at Rs. 2.00 / kWh. The desigremgy of this project has been
approved at 1700 MUs for the FY 08. The fixed dust been computed as Rs 91.79
Crore and Variable charges at the least variabé abthe Western region @ 0.49
Rs./Kwh, which is of Sipat Ph Il. The months, iniethSipat Ph Il is unavailable, the
variable cost has been considered as per theewstt\ariable cost, which is of Korba
@ 0.50.

Though the petition regarding fixing the tariff f@ardar Sarovar has already been
filed, the Commission is yet to finalise the ratbe Commission shall consider the
appropriate rate when the hearing process in ¢giard is complete.

Table 22: Allowed cost for Indira Sagar and SardarSarovar project

FY 08
SIl.  Other Availability Fixed Total
No. Sources (MU) Cost Charges
(RS. Cr) (RS Cr)
Indira Sagar 270( 191.70 324
Sardar
Sarovar 1700 91.79 175.1
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Inter-State Transmission Charges

2.56 The PGCIL charges to be paid by MP consist of aistg be paid for transmission
system of WR and ER. The estimate of inter-staa@simission cost for existing
stations has been considered as per the methodoksyy by the Licensee, which is
on the basis of the actual bills for September 2@03ugust 2006 for eastern and
western region.

2.57 The commission has computed the charges for VSTIRBhit-1) on the basis of the
Per MW charges paid to PGCIL for the Western Reforihe existing stations. The
per MW cost was then applied to the allocated aapat the new station to get the
charges.

Table 23 Inter State Transmission Charges for FY 08

Inter- Inter- Inter-
Month/ Rs Cr ER WRLDC/ULDC Regional | Regional Regional Total

WR-ER #  WR-SR WR-NR
Sep-05 8.37 0.9 0 0 0 0 9.27
Oct-05 8.7 0.83 0 0 0 0 9.53
Nov-05 8.56 0.78 0 0 0 0 9.35
Dec-05 8.63 0.49 0 0 0 0 9.12
Jan-06 8.46 0.23 0 0 0 0 8.69
Feb-06 8.46 0.22 0 0 0 0 8.68
Mar-06 9.09 0.22 0 0 0 0 9.31
Apr-06 9 0.24 0 0 0 0 9.24
May-06 9.23 0.23 0 0 0 0 9.46
Jun-06 9.22 0.25 0 0 0 0 9.47
Jul-06 7.8 0.25 0 0.24 0.14 0.73 9.15
Aug-06 7.71 0.25 0 0.29 0.08 0.54 8.87
Total 103.24 | 4.88 0 0.53 0.22 1.27 110.14

FY 08

Existing Capacity (MW)

(MP Share) 1,771.2 | 50.0
Total Charges From
Existing Stations (Rs. Cr.) 104.73 | 541 110.14
Cost Per MW (Rs. Cr) 0.059 | 0.11
Additional Capacity
from VSTPS-III (Unit-1) 114.3
Charges from New
Stations (Rs. Cr) 6.80 0 6.80
Total Transmission
Charges (Rs. Cr) 116.94
Share of East Discom (Rs. Cr. 34.56

2.58 The Taxes for the Inter state Transmission chaigeBY 08 has been considered as
per the FY 07 tariff order i.e. Rs 2.35 Crores.e Hhare of East Discom is Rs. 0.69
Crores.
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2.59 Based on the discussion above, the Power Purclmssekdowed by the MPERC to
the East Discom for FY’08 is shown below:

Table 24: Commission’s estimate of power purchasepenses for FY 08
(Amount in Rs. Cr)

Sl. Particulars

No.

1. | Central Sector| Korba 1.03
West 715.40 73.75
2. estem Vindhyachal-| 147.34 161
Region 915.76
3. Vindhyachal-Il 160.53 1.74
921.96
109.56
5. Gandhar 80.38 2.46
326.77
6. KAPP 37.21 2.05
181.16
7. TAPPS 3&4 110.51 2.66
415.91
8. 58.24 2.01
Vindyachal Il (unit ) 289.63
9. Total 735 1.90
3876
10. | ER Farrakka + Talcher
+Kahalgaon-I and
Kahalgaon-II 131 23 1.77
11. | Bilateral RSEB/ Others
Purchases 164 7 0.42
12. | Other Sources| NHDC (Indira Sagar) o8 %6 1.20
13. JV-Sardar Sarovar 39 1.03
375
14. CPP/Wind Nil 0 0
15. Total 1173 134 1.15
16. | MP Genco 4365 685 1.57
17. | Intra Discom Purchase 58.51 7.84 1.34
18. | Short Term Purchase (MP Tradeco) | 879.14 161.49 1.84
19. | Intra Discom Sale (Less) 0 0 0
20. | External Sale (Less) 163.21 39.26 2.41
21. | Net Power Purchases 10484 1714.70 1.64
22. | Transmission | Fixed Charges 34.56
23, | Charges Taxes 0.69
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Sl Particulars FY’'08

No. Amount Rs/Kwh
24, Total 35.25

25. | Total Power Purchase* 10484 1749.95 1.669

* Includes PGCIL losses amounting to 205.96 MU
Network costs

2.60 In the following sections, the Commission has earrout an analysis of Licensee’s
capital expenditure plans, proposed capitalizatbbrassets, forecast depreciation,
interest and finance charges and Return on Eqdihe Commission’s decision
regarding East Discom’s submission on these castd¥ 08 is provided in the

following paragraphs.
Capital expenditure Plans and Capitalization of assts
Licensee’s submission

2.61 The Licensee has adopted the five-year investmantgubmitted to the Commission

with certain modifications.

2.62 The summary of revised investment plan as per ¢titign is presented below:

Table 25: Investment Plan as filed

Amount in Rs. Crore

Scheme FY 07 FY 08

ND 0 0
JBIC 21.95 29.80
ST (N) 15 10
PSI 9.05 19.38
APDRP 45 0
ADB 74.81 0
RGGVY 93.96 406.98
PMGY 11.69 0
PFC- DTR metering 13.6p 31.85
ADB-proposed 0 197.02
ERP project 0 11.75
New connections ( Deposit) 7 8.05

Madhya Pradesh Electricity Regulatory Commission

Page 34




ARR AND RETAIL TARIFF DETERMINATION FOR FY 2007-08

2.63

Total ( including RGGVY) 292.11 714.83

The Licensee has submitted that certain modifiogtisave been made to the earlier
investment plan submitted as part of the Businésms, Rpproved by the commission.
These are, primarily:

Revision of the phasing of the proposed new ADBesuh is based on the detailed
project reports submitted to ADB

Revision of the phasing of the investments of tl@&@¥Y scheme based on the
updated status of approvals for the various cielke! schemes

Inclusion of capital expenditure for new connecsidunded through consumer
contribution

Inclusion of proposed ERP scheme from FYO08 (throgHD) funding being
undertaken to improve efficiency of the LicenselES, billing and accounting
processes.

Revision of the proposed investment under the APB&#®me for FY 07, 08 as
decision on continuation of the scheme beyond ZD0& still awaited from the
Government of India.

Capitalization Plan

2.64 The Licensee has submitted that it has inherit€d\dP of Rs.551.35 Crore as per the
provisional opening balance sheet notified by GolffRed 31st May 2005. The
addition to CWIP in FY 06 as per the provisionat@mts has been Rs. 55.82 Crore.
However, details of CWIP amounting to Rs. 55.82r€rare not submitted. For the
projection period, the capitalization has been mesbas follows:

2.65

(@)

(b)

(€)

(d)

Rs. 300 Crore out of the opening balance of Rs.3bTrore as per the
provisional opening balance sheet is estimatec tcalpitalized by FY 08.

New investments every year have been assumed tapialized in two years
in the ratio of 1:1.

While the proposed investments under the RGGVY mehbave been stated
in the investment plan, the assets and the comelp liabilities have not

been considered for the MYT projections. As perttdrens and conditions of
this scheme, the assets and liabilities belongedtate Government.

Expenses capitalization has been assumed at 8%e afrinual employee and
A&G expenses.

The Licensee has also claimed in the petition tetfollowing additions / expansion
of the system shall be made during FYOS8:
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Table 26: Physical details of network

Particulars FY 06 FY 07 FY 08
33kV line (Ckt-km) 117 1881 627
11kVline (Ck-km) 272 4122 1158¢

LT line (Ckt-km) 17C 113¢ 699¢
33/11kV Substation (No.) 33 0 0

Power transformers — Nos./ MVA|  33/104 175/525 48/14
Distribution transformers — Nos.|/1905/237 6200/238 20379/45(
MVA

Commission’s analysis of capital expenditure and gatalization

2.66 The Commission has specified tH€uidelines for Capital Expenditure by the
Licensees in MP”.The Guidelines require, in short, the Licenseesuomit to the
Commission a five-year Business Plan containingsfay and financial details of all
investment schemes planned over the five-year tworignder the notified guidelines,
the Licensee has filed a Business Plan to the Cesiom covering the five-year
period FY 07 to FY 11, which has been approvedheyG@ommission vide letter no.
2178 dated 31.08.06. The following table provides investment plan of the
Licensee approved as part of the business plan:

Table 27: Investment plan as approved under Licenges Business Plan

Amount in Rs. Crore

Scheme FY-07 FY-08 FY-09 FY-10 FY-11
ADB 74.81 150.74 186.76 140.0¢ 112.00
APDRP 75.2( 18.8( nil nil nil
REC 9.05 19.38 nil nil nil
JBIC 21.95 29.80 nil nil nil
RGGVY 70.00 310.00 280.00 220.0 nil
PMGY/MNP 11.69 nil nil nil nil
STN 23.0( 14.9( 22.0: 14.0¢ nil
PFC 13.65 31.85 nil nil nil
Total 299.35 | 575.47 | 488.79| 374.08 112.00
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2.67

2.68

In addition to the five year plan provisionally apped by the Commission, East
Discom has submitted an additional project proposahvestment during FY 2008-
2012 having project cosRs 838.37 crores including 594.30 crores already
submitted by the Company in five year planprovisionally approved by the
Commission Hence East Discom has sought approval for additiammunt of Rs
244.07 crores. The fund of the additional proposal has been megdo be tied up
with ADB and the ADB has agreed to fund the projgetto 70% of the project cost.
Balance 30% is to be met from counter funding tglo@FC or some other funding
agency.

As evident from above, the following differencesiséxbetween the approved
investment plan and the plan filed by the Licensets tariff petition:

Table 28: Deviation of filed Investment Plan from @proved Business Plan
Amount in Rs. Crore

Name of Scheme FYO7 FY 08
Filed in the Approved as Filed in Approved as
petition per Business the per Business
plan petition plan
ST (N) 15 23 10 14.90
ND 0 0 0 0
APDRP 45 75.20 0 18.80
ADB 74.81 4.80 0 0
JBIC 21.95 21.95 29.80 29.80
RGGVY 93.96 70 406.98 310.00
ADB-II 0 0 197.02 197.02
PFC DTR metering 13.65 13.65 31.85 31.85
New connection depo 7 0 8.0t 0
PS 9.0t 0 19.3¢ 0
PMGY 11.6¢ 11.6¢ 0 0
ERP projec 0 0 11.7¢ 0
Total excluding RGGVY 198.15 150.29 307.85 292.37
(Rs. Crs.)

2.69 As shown in the table above, the Licensee in itgipe has projected lower capital

investments under APDRP and ST(N) schemes in FYa87compared to the
provisions approved in business plan, which is piad#e as the Licensee is in better
position to ascertain the capacity for executiotheke schemes. More investment has
been proposed in new connections, ERP and PSI sshewhich have not been
envisaged under business plan and no details bf additional investment have been
submitted in accordance with the Capex guidelifiég Licensee is mandated to file
details of all such schemes, as required undeCtygex Guidelines, which are not
approved under the business plan.
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2.70 The Commission does not intend to restrict investsby the Licensee and therefore

2.71

allows the Licensee to invest as per Licensee’sstiaent plan. The Licensee is also
free to take up any new scheme during the courgeyd®8, which is not envisaged

now, provided the Licensee seeks Commission’s ajapfor the scheme as required
under Commission’s capex guidelines.

With regard to determination of ARR for FY 08, ttide of capital investments is to
the extent of the works that are planned to be cissioned during the course of FY
07 and FY 08. The Gross Fixed Assets as at theobRYY 05-06 are available from

Licensee’s Audited Accounts, to which any furthapitalisation during FY 07 and

FY 08 shall get added. The depreciation and intefesrges for FY 08 are influenced
by the extent of capitalisation during FY 07 and 6&. Therefore, it is necessary to
consider Licensee’s performance so far during thar yFY06-07 with respect to

completion of capital works. This is presentedaiplé below:

Table 29: Licensee’s progress of completion of capl works in FY 06-07

Amount in Rs Crore

Scheme FY 07 as Progress reported by Licensee
approved in | during FY 07 up to 30-09-
business plan | 2006

ST (N) 23.00 8.4

ND 0

APDRP 75.2( 10.1¢

ADB 4.8( 18.3:

JBIC 21.95

RGGVY 70.00

PMGY/MNP nil 0.86

REC nil 1.62

HVDS nil 3.€

Total 194.95 42.98

2.72 From the table above it can be seen that the finhpoogress during the initial six
months period is about 22%. The physical progredsesed by the Distribution
Licensee vis-a-vis the projected numbers for theesgeriod is as given in the table

below:
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Table 30: Physical progress of completion of capitavorks in FY 06-07

Particulars FY 07 as filed| Progress up to| Progressin %
in petition 31.10.2006

33KV line (Ckt-km) 1881 161 8.54%

11kVline (Ckt-km) 4122 602 14.61%

LT line (Ckt-km) 1139 26 0.23%

33/11kV Substation (No.) 0

Power transformers — Nos./ 175/525 35 /MVA capacity no 20%

MVA submitted separately|

Distribution transformers + 936 /MVA capacity

NoS. / MVA 6200/238 not submitted 15.10%

separately
Total transformation 763 50.85 6.66%
capacity ( MVA)

2.73 The progress status shown above makes it appdnantttie Licensee has fallen
considerably short of the capital expenditure apgdoby the Commission, as part of
the Business Plan, for FYO7. Even if the existimpgpess is prorated for the
remaining five months, the achievements shall bg Wwalow targets. Also, the

Licensee has not been able to substantiate theeal@ntioned progress with the
actual completion reports in respect of each schdrerefore, it is not clear as to
whether the works completed so far in FY07 havenhteansferred from CWIP to

2.74

2.75

Fixed Assets.

Licensee’s audited accounts for FY06 provided ® @ommission show the Gross
Fixed Assets as at the end of FY06 as Rs. 1288t0feCwhile the opening GFA as
per the notified Balance Sheet of*3May 05 stands at Rs. 1252.00 Crore. Hence
during the ten month period froni' lune 05 to $1March 06, the addition to GFA is
only Rs. 36.05 Crore. For the purpose of determginine amount of possible
capitalisation during FY 07 and further during F8, 6he Commission enquired from
the Licensee about the budgeted capitalisatiomdufly 06, but the Licensee has not

provided the same to the Commission.

Given the poor capitalisation rate of the Licendegng FY 06 and the very meagre
progress against targets during FY 07, the Comomssonsiders it best in consumer
interest not to consider any addition to GFA in BY and FY 08 for FY 08 tariff

determination. The actual addition during FY O7pmurted by Audited Accounts,

shall be considered for FY 09 tariff determinatidhis is also expected to provide an
incentive to the Licensee to expedite completiopefding capital works, maintain
project completion reports and ensure timely subiois of the same to the

Commission.

Madhya Pradesh Electricity Regulatory Commission

Page 39




ARR AND RETAIL TARIFF DETERMINATION FOR FY 2007-08

2.76 The Commission wishes to emphasize that it is vaoch in favour of focussed
investments in the distribution sector. In Comnue& opinion, there is an urgent
need for heavy investments for improvement of istion network in the State. The
National Electricity Policy and also the Nationahriff Policy have considered
investments in distribution network as a priori?DRP and other schemes funded
through ADB, PFC etc. could be major initiativestims direction. Unfortunately in
spite of getting priority attention, the Distriboi Company’s performance in this
regard has been dismal and there seems to be facdeguate inclination to
implement schemes within stipulated time period.ilé/this situation is leading to
continuing high distribution losses, at the sammeetthe Commission is constrained to
take a view to allow only those investments in ftarwhich the Distribution
Companies have factually demonstrated through ghdimissions in this regard. At
this moment, the GFA as reflected in the Licenséeidited Accounts for FY 05-06
is the only documented and verified informationt tttee Commission has of the asset
base of the Licensee. Thus the Commission shallvatlepreciation and interest
charges for FY 08 only on the GFA as at the enéYoD5-06.

Operations and Maintenance Costs
Licensee submission

2.77 The Licensee has claimed O&M expenses on a norena@sis as specified by the
Commission in MPERC (Terms and conditions for Dmieation of Tariff for
distribution and retail supply of electricity ancethods and principles for fixation of
charges) Regulations, 2006. The Licensee has amesidhe determinants of O&M
expenses as average of closing balances of FY @F#n08. The Licensee’s claim
for FY 08 is as under:

Table 31: O&M Expenses as claimed by the Licensee

O&M charges FY08

A | Metered consumers 2597594
Multiplying Factor — A (Rs. Lakh / ‘000 consumers) 6.50
O&M — A (Rs. Lakh) 16884.36

B | Additional pre-paid meters to be installed during year 0.00
Multiplying Factor- B (Rs. Lakh / mete 0.5C
O&M — B (Rs. Lakh) 0.00

C | Metered Sales (MU) 5867.44
Multiplying Factor — C (Rs. Lakh / MU) 2.35
O&M — C (Rs. Lakh) 13788.48

D | HT Network Length (ck-km) 76931
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O&M charges FYO08
Multiplying Factor — D (Rs. Lakh /’00 ckt-km) m
O&M - D (Rs. Lakh 12308.92
E | Transformation Capacity (MV/ 31¢6
Multiplying Factor — E (Rs. Lakh / MVA) 1.53
O&M - E (Rs. Lakh) 4890.03
F | Items not covered in formulae (MPERC License fesx€B) 61.17
(Rs. Crore)
Total O&M (A+B+C+D+E+F) in Rs Crore claimed 539.89

*includes terminal benefits of Rs. 60.71 kéro

Commission’s analysis for O&M cost

2.78

2.79

In the section on asset capitalisation, the Coniomsfas already elaborated its
reasons for not considering any asset additionnguRY 07 and FY 08 for the
purpose of FY 08 tariff determination. While thecénsee is encouraged to improve
upon its asset capitalisation rate, the benefihefsame shall be made available to the
Licensee only in subsequent tariff years when tmpgeetitions are considered. The
Commission considers this in the best interest aisamers, since this way the
consumers do not have to pay, through tariffsfuture additions to asset base, which
may or may not materialise to the extent allowedern the past performance of the
Licensee. Hence, the Commission has determinedatmenO&M expenses for FY
08 only on the ckt-km of HT lines and transformaticapacity existing as at %1
March 2006. This data has been provided by thensiee to the Commission.

The Commission’s approach stated in the precedinggoaph is further corroborated

by the Licensee’s past performance with regardéaton of lines and transformers.
This is presented in the table below:

Table 32: Licensee’s past performance with respetd creation of network assets

As on Addition | Addition Addition Addition Addition
Particulars March during during during claimed during | claimed during
03 FY 03-04 | FY 04-05 | FY 05-06 FY 06-07 FY 07-08
33kV line| 10753 114 220 117 1881 627
(Ckt-km)
11kvV line | 57862 1228 362 272 4122 11589
(Ckt-km)
Power 2491 85 44 104 525 145
transformers
MVA capacity
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2.80

281

2.82

2.83

It is noted from the above table that the additmtines and transformation capacity
as projected by the Licensee for FY 07 and FY O®isin line with the same actually
added during the previous years. In fact, by Lieersown submission of progress of
completion of works during FY 07, it is apparenéttithe projections made by the
Licensee for FY 07 are highly exaggerated. Thigrésented in the table below:

Table 33: Licensee’s progress of creation of netwkrassets in FY 06-07

Particulars Network addition  |Actual Progress up to | Progress in %
claimed in ARR for (31.10.2006 in all schem
FY 07 operated by Company
33kV line (Ckt-km) 1881 161 8.54%
11kVline (Ckt-km) 4122 602 14.61%
Power transformers MVA 525 Not submitted

With regard to the other two determinants of nomeaO©&M expenses i.e. metered
consumers and metered sales, the Commission, @r todnaintain consistency, has
adopted a similar approach for FY 08 determinatibat is, these parameters are also
considered only as at the end of FY 06 and no imdditduring FY 07 and FY 08 are
considered for the purpose of O&M cost determimatibhis data was also provided
by the Licensee to the Commission.

The Commission, however, wishes to emphasise d@lthgugh for the purpose of FY
08 ARR determination, the determinants of normat@&M expenses have been
considered as at the end of FY 06 only, the noneaikpenses shall be recomputed at
the end of the FY 08 based on actual additionsndufly 07. The adjustment shall be
considered at the time of truing up for FY2007-08.

Based on the above arguments, the normative O&Mersgs allowed by the
Commission to be recovered through tariffs for FBrabe as below:

Table 34: O&M expenses as approved by the Commissidor FY 08

Amount in Rs. Crore

O&M expenses FY08
A | Metered consume 171845!
Multiplying Factor — A (Rs. Lakh / ‘000 consumers) 6.50
O&M — A (Rs. Lakh) 11169.98
B | Metered Sales (MU) 4147
Multiplying Factor- C (Rs. Lakh / MU 2.3¢
O&M - C (Rs. Lakh 9745.45
7092¢

C  HT Network Length ckt-km)
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O&M expenses FY08
Multiplying Factor — D (Rs. Lakh /’00 ckt-km) 180
O&M - D (Rs. Lakh) 11348.48
D | Transformation Capacity (MV/ 2671
Multiplying Factor- E (Rs. Lakh / MVA 1.5¢
O&M — E (Rs. Lakh) 4086.63
E | Items not covered in formulae (MPERC License feax€E) 0.46
(Rs. Crore) :
Total O&M (A+B+C+D+E) in Rs Crore allowed (net of 363.96
capitalisation) '

2.84 The Commission’s regulations provide for TerminanBfits to be provided over and
above the normative amount of O&M expenses. Asresgnt, the terminal benefits
are being taken care of by the MPPTCL in the absefcreation of a pension trust
as envisaged in the GoMP Order dated' ®1ay 2005, no separate provision for
Terminal Benefits has been considered in this Ohatethe Licensee.

Depreciation
Licensee’s submission:

2.85 The Licensee has submitted that it has inherit&FA of Rs. 1251.52 Crore as per
the notified opening balance sheet, which is subjecchange on any subsequent
notification by the GoMP. They have also claimedttim FY06, the addition to GFA
has been to the tune of Rs. 7.57 Crore and thenmadated depreciation as on®31
March 2006 as per the provisional balance shees$.i842.20 Crore.

2.86 According to the Licensee, depreciation has beempcbed on the opening balance of
GFA of depreciable assets as per the notified ogebalance sheet. The percentage
to which assets in each sub-category is deprechaséeen computed as ori'3day
05 and has been estimated on the basis of yearasiset addition data of MPSEB
from 1985-86 to 2004-05. The percentage of depbéziassets (opening balance)
obtained in this manner are shown in the tablevizelo

Table 35: Percentage of depreciable assets as fileg the Licensee

Asset class FYO7 FYO08
Land and Land Rights 100% 100%
Building and Civil Works 100% 100%
Hydraulic Works 100% 100%
Other Civil Works 100% 100%
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2.87

Asset class FYO7 FYO08
Plant and Machinery: ---

Transformer 57% 65%
Batteries 80% 82%
Communication equipment 57% 57%
Others 57% 57%
Line and Cable Networks, etc.: -

Meters 42% S0%
Others 51% 59%
Vehicles 0% 23%
Furniture and Fixtures 22% 32%
Other Equipment 49% 59%
Any Other Item 100% 100%

Further, depreciation on asset added during eazhtliereafter has been computed on
the basis on projected capitalization in each stedr as presented in the section on
capital expenditure of this Order. The total prtgeccapitalization in each year has
been distributed into different asset categorietherbasis of the category wise break-
up available as per the FY06 audited accounts efLibensee. The depreciation has
been claimed on the basis of rates notified byMirestry of Power under notification
S.0.265 (E) dated 27th March 1994.

The Licensee has claimed depreciation for a yedgheropening balance of GFA for
such year and has not claimed any depreciatiorssete added during the year. The
depreciation claimed by the Licensee for FYO7 aM@8-is shown below:
Table 36: Depreciation claimed by the Licensee
Amount in Rs. Crore
Asset class FYO7 FYO08
Land and Land Righ 0.0C 0.0C
Building and Civil Works 0.46 0.58
Hydraulic Works 0.33 0.40
Other Civil Works 0.08 0.10
Plant and Machinery: ---
Transformer 0.0C 0.0C
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2.88

Asset class FY07 FYO08
Batteries 0.13 0.16
Communication equipme 0.0C 0.12
Other: 12.2¢ 16.0¢

Line and Cable Networks, etc.: --

Meters 13.28 19.59
Others 27.8( 40.0¢
Vehicles 0.0C 0.2¢
Furniture and Fixtures 0.05 0.08
Other Equipment 0.32 0.48
Any Other Items 0.00 0.00
Total 54.69 77.94

The Licensee has not computed depreciation sepafatewheeling and retail sale
activities, and has claimed all depreciation foeeling business alone.

Commission’s analysis of depreciation claims:

2.89

2.90

291

The Commission has analysed the claims of the seemegarding depreciation and
is happy to note that the Licensee has done amsxte analysis to determine the
opening balance of depreciable assets as 93y 05. The data regarding year-wise
and category wise asset addition to MPSEB asset has been shared by the
Licensee with the Commission. However, at the siime, the depreciable and fully
depreciated assets as ori'3day 05, as worked out by the Licensee does notmat
with the accumulated depreciation as per the eotibpening balance sheet. If this
data is utilized, it shall be in conflict with tls@ening balance sheet.

For FYO06, the Licensee has claimed an asset addifidRs. 7.57 Crore; however as
per the audited balance sheet submitted by thenkésethe addition has been of Rs.
36.05 Crore. The accounts also show a consumerilmation of Rs.3.56 Crore
towards cost of capital assets.

The Commission has dealt at length the reasonsnédr considering the cost
projections done by the Licensee as these appdar iaflated and not in conformity
with the past trend. In the past, both physical &indncial asset capitalization
achieved by the Licensee has been extremely low. SEme is likely to be true for
FYO7 as well. The issue of asset capitalization Ieesn dealt with in detail in the
section on asset capitalization of this order.h# same rate is used for projecting
asset addition during FYO08, the addition is noelykto be substantial. Consequently
deprecation for FY08 is not likely to deviate muotm the depreciation available for
FY06. For FY08 the Commission has therefore contpdepreciation on the closing
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2.92

2.93

balance of assets existing as off 8larch 2006 and no projected asset additions have
been considered. The Commission shall true upltbeeed amount when the audited
balance sheet for FYO8 becomes available providatithe assets capitalized during
FYO7 and FYO8 form a part of the schemes that Haeen duly approved by the
Commission as per the Capex guidelines framed. by it

It could be seen from the table below that the h$e® has not shown any asset value
against ‘Transformers’. This has been clarifiechviite Licensee and the Licensee has
submitted that the asset class ‘others’ includessfiormers also and since both
‘transformers’ and ‘others’ have the same depririatrate, the depreciation
calculations remain unaffected.

The opening GFA and its split into various asseegaries considered by the
Commission for the purpose of computation of dejptemn is as shown in the
following table:

Table 37: Split of GFA as on 3% March 06 into various asset classes
Amount in Rs. Crore

Asset class FYO08
Land and Land Rights 2.02
Building and Civil Work: 15.3¢
Hydraulic Work: 9.67
Other Civil Works 2.75
Plant and Machinery: ---

Transformers 0.00
Batterie: 2.0z
Communication Equipme 2.61
Others 285.50
Line ard Cable Networks, etc---

Meters 251.67
Others 706.80
Vehicles 2.89
Furniture and Fixture 1.6
Other Equipmet 5.1z
Any Other Items 0.00
Total 1288.05
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2.94

2.95

2.96

2.97

The Commission’s Regulations under section 61 piescthat the depreciation
should be computed using the rates notified byGB&C. The Licensee, in its filing
for FYO7, had computed depreciation based on thass. However, in the current
filing, the Licensee has computed depreciationtfier period FY 07 to FYO8 on the
basis of MoP rates and has requested the Commissi@llow the depreciation
amount claimed by it. In order to buttress itsroldor higher depreciation rates (MoP
rates are higher than the rates allowed by CER@)Licensee has referred to section
5.3 (c) of the National Tariff Policy that statdsat for distribution the Forum of
Regulators shall evolve the depreciation ratesthiear the Policy also states these
notified rates shall be applicable both for tardfid accounting purposes. The
Licensee has also pointed out that as per AS-6 f&tion Accounting” issued by
the ICAI if any change is made in the method of rdeption, retrospective
computation of depreciation from the year of chawgeld be required.

The National Tariff Policy recommends that the Forof Regulators (FOR) shall
evolve the depreciation rates suitable for distidyu business. In this regard, the
Commission wishes to quote a letter from the FoR R®. 1/20(6)-2006-Tariff
Policy / CERC dated #3June 2006 addressed to the Chairpersons of the€SER
which states that the depreciation rates as fixethé CERC shall also be applicable
for distribution businesses. Also, the Regulatioighe Commission issued earlier
under section 61 of the EA 2003 ofi Becember 2005 had also prescribed the rates
as notified by CERC. The Commission, thereforencamccept the Licensee’s claim
and has recomputed depreciation based on CERC rates

The Commission has computed depreciation on aseéfed as a part of the transfer
scheme of 31 May 2005 and on assets added during FY06 separdiet assets
notified existing as on*1June 2005 the Commission has provided depreciétioan
asset category to the extent that the accumulaprkdiation as on $8IMarch of each
year does not exceed 90% of the historical coatqtiisition.

Based on the discussion above, the depreciatiowadl by the Commission for FY08
is shown below:

Table 38: Depreciation allowed by the Commission fd=Y 08

Amount in Rs. Crore

Asset Details FYO08
Land and Land Righ 0.0c
Building and Civil Works 0.28
Hydraulic Works 0.25
Other Civil Works 0.05
Plant and Machinery---

Transformer 0.0C
Batteries 0.36
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Asset Details FYO08
Communication equipment 10.28
Others 0.00
Line and Cable Networks, etc.: ---

Meters 15.10
Other: 25.4¢
Vehicles 0.00
Furniture and Fixtures 0.10
Other Equipment 0.31
Any Other Items 0.00
Total 52.17

Interest and Finance Charges

Licensee’s submission:

2.98

2.99

The interest and finance charges comprise of isteye project specific loans as per
the opening Balance Sheet of*3May 05 and the new loan drawals as per the
investment plan provided by the Licensee for F1th8,interest charges on Consumer
Security Deposits, the interest charges on workaqgtal loans and the cost of raising
finance from the lending agencies. With regard ¢wovrcapital expenditure during
FY08, the Licensee has provided a matching finangfan comprising of loan
drawals, equity infusion and consumer contributibime Licensee has also shown part
funding of certain investments through ‘untied fah{.e. if there is no committed
funding available).

The summary of the capital expenditure plan for &Yébnsidered for interest
computation as per the petition is given in thdetddelow:

Table 39: Summary of filed capital expenditure plan
Amount in Rs. Crore

Scheme FY 07 FY 08
JBIC 21.95 29.80
ST (N) 15 10
PSI 9.0t 19.3¢
APDRP 45 0
ADB 74.81 0
RGGVY 93.96 406.98
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2.100

2.101

2.102

Scheme FY 07 FY 08
PMGY 11.69 0
PFC- DTR meterin 13.6¢ 31.8¢
ADB-proposed Q 197.02
ERP project G 11.75
New connections ( Deposit) 7 8.05
Total (including RGGVY) 292.11 714.83

The Licensee has computed interest separately anslallocated to it by State
Government in the transfer scheme notified off Btarch 2005. The opening and
closing balances of these loans for FY08 have his¢ermined by adjusting for the
projected repayments.

The Licensee has claimed that the terms and condifisuch as rate of interest, term
of repayment, moratorium period, etc.) of the loaligcated to it as per the notified
Balance Sheet are as per the respective loan agnteemmnd the conditions indicated
by the State Government. The terms and conditidnthe new loans have been
considered as per the Loan agreement with thergratjency. With regard to untied
funds, however, the terms and conditions have ba&ssumed. The terms and
conditions considered by the Distribution Licendee new loans for computing
interest cost is as given in the table below:

Table 40: Loan terms and conditions as filed

Source Interest | Moratorium |Repayment
Rate (%) period (years)
PFC Loan 10.2¢ 2 8
REC-JBIC Loans 9.25 5 10
REC Loans 8.2% 3 10
ADB Loans 10.5 5 15
JBIC 9.2C 5 1C
Other Market Borrowings for cap 10.C 1 7

The cost of raising finance and bank charges fdd#FMave been estimated at Rs. 3
Crore and the same has been assumed for FY08. ldowdre basis for arriving at
this figure has not been provided. The interestpleyon Security Deposit has been
computed by projecting total security deposit thatLicensee is entitled to as per the
relevant regulation. The Licensee has consideredrig deposit of 3 months of the
average demand for agricultural consumers, 1.5 Insoat the average demand for
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2.103

2.104

other consumers and the interest rate payableisrdéposit has been considered at

6%.

The Licensee, in its petition, has not describexllibsis for capitalizing the interest
cost (IDC) but from the working sheets providedtbg Licensee it appears that the
Licensee has worked out the debt component of gee@NIP for each year and
multiplied that by the weighted average cost oftdabeach such year to work out
IDC capitalized. With regard to expense capitaiatthe Licensee has assumed it at
8% of the gross annual employee and A&G cost. N@oes have been provided in

the petition for this assumption.

It must be pointed out here that the Licensee’arfaing plan does not provide any
funding for IDC and expense capitalized. However, amalyzing the numbers it
appears that the untied funds as projected by itenkee shall be utilized for funding

IDC and expenses capitalized.

The Distribution Licensee has computed the intecest for the existing and new
loans on the basis of the terms and conditionscaidd above. The interest cost
claimed by the Distribution Licensee is given ie taAble below:

Table 41: Interest and finance charges as claimed/lihe Licensee
Amount in Rs. Crore

Interest and finance charges (IFC) FY 07 FY 0§
IFC on New long term loans

PFC 2.19 7.78
REC 0.37 1.55
ADB 1.92 11.09
JBIC 0.86 2.88
REC-JBIC 0.15 0.51
IFC on existing long term loans

PFC 7.17 5.12
REC 0 11.63
ADB 6.49 6.32
GoMP — APDRP, NABARD, WC 12.30 10.64
IFC on existing Generic loans from MPSEB 2722 94.1
Market borrowings for Working Capital 5.89 7.46
Other IFC

Cost of raising finance and bank charges 3.00 3.00
Interest on consumer security deposit 17.78 19.15
Gross IFC 85.34 111.32
Less IFC Capitalised 34.64 30.13
Net Interest & Finance Charges 50.71 81.19

2.105 The Commission’s Regulations on Terms and ConditiminDetermination of Tariff
for Distribution and Retail Supply of Electricitynd Methods and Principles of
fixation of charges, issued on™®®ctober 2006 allow interest charges of only those
loans to be passed through the ARR for which tlse@ated capital works have been

completed and put to use.
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2.106

2.107

2.108

2.109

The Commission has also given directions to theehsee to maintain half-yearly
accounts, get them audited and submit to the Cosioms The Licensee has,
however, till date only provided the annual acceurfthe latest annual accounts
provided to the Commission by the Licensee pet@aiRY 05-06; while the accounts
for the half year ended B0September 06 have not been submitted by the Léeens
Although the Licensee has provided to the Commisgi progress of completion of
capital works till October 06, it has not been blsaed whether the works completed
have been capitalised or not. Therefore, the Cosiarnisis only certain of the
capitalisation (GFA) as available from the finaldded accounts of FY 05-06.
Moreover, going by Licensee’s performance with rdga capitalisation of on-going
works in the past, the asset addition anticipatedthd FY 07 and FY 08 is marginal.

For all on-going works, the interest cost relatedhe loan funding such works is
considered as Interest During Construction (IDC)iciwhshall be capitalised and
added to the project cost at the time of assetaagaition. Such interest cost is not
considered as a pass through in the ARR. The El#aat the consumer can only be
made to bear the interest cost related to thosstsasshich the consumer is making
use of. The asset which is under construction tsuseful to the consumers, hence
interest cost incurred by the Licensee during cantibn becomes a part of CWIP
and is not allowed to be recovered through tariffs.

The Commission is aware that the Licensee shallptem some capital works during
the course of FY 07 and FY 08, which shall be edigitd and added to the asset base.
However, as explained in the section on capitatieat the Licensee’s past
performance with respect to capitalisation of assempletely defies the projections
that the Licensee has made for FY 07 and FY 08.dtmmission thus considers it
wise not to take a call on the possible capitabsdior FY 07 and FY 08, but consider
the interest expenses attributable to such assgyswihen such assets are actually
added to the asset base. This shall also servan ascantive for the Licensee to
expedite the completion of works and haul up itsoaating practices to ensure quick
and efficient transfer of assets from CWIP to GBRAthe same, this shall also act as
an incentive for the Licensee to maintain half jyeaccounts and submit the same to
the Commission.

The Commission, therefore, for FY 08 is inclinedfedlow the same approach as
adopted in the Tariff Order for FY 07 to work otlmetinterest cost chargeable to
revenue account. This involves allocation of defit aquity into GFA and CWIP as
available from the FY 06 Audited Balance SheetsTias been done in the following
manner:

(@) Net addition to GFA during FY 05-06 is worked odtea subtracting from
total addition to GFA, the consumer contributioncamt as available from the
Balance Sheet.

(b) 30% of the net addition to GFA during FY 05-06 Hzeen considered as
funded through equity and added to the Equity albied to GFA as on 31
May 05 as per the FY 07 Tariff Order.
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(€)

(d)

Balance of net addition to GFA is considered asrttabbeen funded through
debt and added to the total debt allocated to G&FAra3f May 05 as per the

FY 07 Tariff Order.

Debt repayments have then been subtracted frorotaledebt identified with

completed assets as computed from above. Repaymaresbeen worked out
as pro-rata to total scheduled repayments durin@596. Actual repayments
have not been considered since there have beenigaiindefaults by the

Licensee during FY 05-06.

The allocation is presented in the tables below:

Table 42: Allocation as per the FY 07 Tariff Order:

Amount in Rs. Crore

S. | Source of funds Amount as per| Allocated to | Allocated to

No. notified Fixed Assets | Capital Works-
balance sheet in-Progress

1. | Equity 317 317 0

2. Project specific loans 294 35 259

3. MPSEB loan 252 0 252

Table 43: Computation of debt associated with compted works as at end of FY

06
S. No. | Particulars Amount (Rs. Crore)
1. Addition to GFA during FY 05-06 36.05
2. Consumer Contribution during FY 05-06 3.56
3. Net addition to GFA during FY 05-06 32.50
4, 30% of addition to net GFA (considered |as 9.75
funded through Equity)
5. Balance addition to net GF~ funded throgh 22.75
deb
6. Debt associated with GFA as on®3WMay 05 35.37
(from above table
7. Debt repayment 2.05
8. Total debt associated with GFA as on $1Mar 56.07
06 (5+6-7)
2.110 The interest cost can only be allowed on thosedagnich are identified as per the

allocation as associated with completed works (GHAE interest has been allowed
on such debt at the weighted average interesbfati loans as on 31March 06. The

weighted average interest rate as worked out fo05¥)6 for East Discom is 9.94%
p.a. This is determined only on scheduled repaysertt considering actual interest
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and principal defaults during FY 05-06. Also, na@éb interest payment on REC loan
has been considered for this purpose, even thdugjle is a moratorium on interest
payment on REC loan, since interest shall have eopaid after the moratorium

period. This weighted average interest rate of %.9 less than the SBI Benchmark
PLR of 11.50%, hence is allowed as such. The wetyhtverage interest rate is then
applied to the loans identified as associated veitmpleted works as per the
allocation mentioned above to determine the alldevabterest cost to be passed
through the ARR for FY 08. This is presented inttilde below:

Table 44: Interest cost as allowed for FY 08
Amount in Rs. Crore

Particulars FYO08
Debt associated with capitalised as 56.07
Weighted average rate of interest 9.94%
Interest cost allowed through ARR 5.57

2.111 The cost of raising finance and bank charges fodF¥ave been estimated by the
Licensee at Rs. 3.00 Crore and the same has beemed for FY08. The Licensee
has not provided the basis for this computationweleer, the Commission does not
wish to discourage the Licensee from drawing neangoto carry out capital works
during FY 07 and FY 08. The Commission thus alld®s 3.00 Crore as cost of
raising finance for FY 08. The total interest amthhce charges allowed for FY 08
are as under:

Table 45: Total interest and finance charges aslalved for FY 08
Amount in Rs. Crore

Particulars FY08
Interest cost allowe 5.57
Finance charges allow 3.0C
Total Interest and finance charges allowed througiARR 8.57

Interest on Working capital
Licensee’s submission

2.112 The interest cost has been computed separatelwtieeling and retail activity at
12.25% of the working capital requirement deterrdine accordance with the
provisions of the regulations of the Commission determination of distribution of
tariff. The details are as given in the table below

Table 46: Interest on working capital loans as clianed for FY 08
Amount in Rs. Crore
Sl. No. | Particulars FYO08

Wheeling Activity
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SI. No. | Particulars FYO08

A) 1/6™ of annual requirement of for previoui45.93
year

B) 1/12" of O&M Expenses 44.99

C) 2 months of average wheeling charges 0
Total Working Capite 60.9:2
Rate of Interest (%) 12.25%
Interest on Working Capital 7.46
Retail Sale Activity

A) 1/6" of annual revenue requirement | 0
inventory for pevious yee

B) Receivables equivalent to 2 months | 802.8
average billing

Less | 1/12" of the power purchase expenses 142)39
Consumer Security Depc 319.0¢
Total Working Capite -68.6¢
Rate of Intere: 12.25%
Interest on Working Capital 0.0

Commission’s analysis

2.113 For retail sale activity the Commission has comsdethe annual inventory
requirement at 1% of the gross value of meterirmgigsonly as the end of FY 05-06,
(which as per Table 37 is Rs. 251.67 Crore). Twatm® requirement of metering
stores would thus work out to Rs. 0.42 Crore (192%f.67, pro-rated to 2 months).
As per Table 37, the remaining value of Gross Blokild thus be Rs. 1036.38 Crore
as at the end of FY 06. One percent of this vatoergted to two months would work
out to Rs. 1.73 Crore. This has been considereth@snventory requirement for
wheeling activity. The Consumer security Deposg& baen considered as discussed in
the section on interest on consumer security depbisé values of other elements of
working capital have been recomputed for the amailatved by the Commission in
the relevant sections of this order. The interestwmrking capital allowed by the
Commission for wheeling and retail sale activitgigen in the table below:

Table 47: Interest on working capital loans as apmved for FY 08
Amount in Rs. Crore

Sl. No. | Particulars FYO08
Wheeling Activity

A) 1/6™ of annual requirement of inventory for previousiye 1.73

B) 1/12" of O&M Expenses 30.33

(03] 2 months of average wheeling charges 0.00
Total Working Capital 32.06
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SI. No. | Particulars FYO08
Rate of Interest (%) 12.75%
Interest on Working Capital — wheeling 4.09
Retail Sale Activity

A) 1/6" of annual revenue requirement of inventory forvjwes | 0.42
year

B) Receivables equivalent to 2 months of averatjedpf 403.23

Less | 1/12" of the power purchase expenses 145.83
Consumer Security Deposit** 346.78
Total Working Capite (88.9¢)
Rate of Intere: 12.75%
Interest on Working Capital — retail 0.00

*Calculated at approved tariffs of FY 08 containmedhe relevant section of this Order
**Calculated based on revenues for FY 08 as workeidfrom approved sales forecast and approved
tariffs for FY 08

Interest on Consumer Security Deposit
Licensee’s submission

2.114 The interest payable on Security Deposit has bemsmpated by projecting total
security deposit that the Licensee is entitled gopar the relevant regulation. The
Licensee considered security deposit of 3 monthsthef average demand for
agricultural consumers, 1.5 months of the averageahd for other consumers.

2.115 As per the Balance Sheet notified by the State @wwent on 31 May 2005, the
consumer security deposit allocated to East Disa@® Rs. 273 Crore. During FY06
the Licensee expects the consumer security depasiunt to further increase by
around Rs. 15 Crore. The projected closing balafme&Y08 are in line with the
balance notified by the State Government. The @stepayable has been worked out
at 6% of the average of the opening and the closalgnce of the relevant year. For
FYO08 the interest that has been claimed on prajed&posit is as given in the table
below:

Table 48: Interest on CSD as claimed for FY 08
Amount in Rs. Crore

Consumer Security Deposit FYO08
Projected Closing Balance 338
Average Balance 319
Interest Charges on CSD @ 6% 19.15
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Commission’s analysis

2.116

For FY08, the Commission has determined the CSpeashe provisions of MPERC

(Consumer Security Deposit) Regulations 2005 aedptiojected revenue from each
category of consumers for the approved tariff.regeon CSD allowed for FY08 is as
given in the table below:

Table 49: Interest on CSD as allowed for FY 08
Amount in Rs. Crore

Consumer Security Deposit FYO08
Consumer Security Deposit at FY 08 revel 34678
Interest Charges on CSD @ 6% 20.81

Return on Equity

2.117

2.118

The Licensee has claimed return at the rate 14%aqoiity projected to be employed
in completed assets in FY08. For computing RoE, Liltkensee has considered the
entire closing balance of equity in FY06 as emptbyecompleted and useful assets.
Further, the Licensee has assumed that the engjoityeinflow for each year
thereafter for ST (N) schemes and ADB schemesgeiilcapitalised during the same
year. The Licensee has not provided any reasorthisrassumption. The equity
amount considered eligible by the Licensee forrretsigiven in the table below:

Table 50: Return on Equity as claimed for FY 08
Amount in Rs. Crore

Particulars FYO08
Share Capital 378.30
Capitalisation 461.17
Additional equity flow 23.7:
Normative Equity 138.35
Equity eligible for Return 390.16
Return on Equity 54.62

The section on interest and finance charges explaiearly the process of
identification of debt and equity with completedsets. This process results in the
total equity identified with GFA as at the end of B5-06. This is presented in the
table below. The Return on Equity as allowed for B/ARR is then determined by
applying the Commission specified rate of 14% oe tbtal equity identified as
allocated to GFA. The Commission is aware thatrduthe course of FY 07 and FY
08, additional equity shall be infused into thetritisition business for the purpose of
creation of assets, which will increase the amainequity allocated to completed

Madhya Pradesh Electricity Regulatory Commission Page 56




ARR AND RETAIL TARIFF DETERMINATION FOR FY 2007-08

assets. This, if supported by audited accountsll $iga accounted for in future
aggregate revenue requirements of the Licensee.

Table 51: Return on Equity as allowed for FY 08

Amount in Rs. Crore
Source FYo08

30% of addition to net GFA identified as fled througt| 9.75
equity (from table 43)

Closing balance of equity identified with GFA as 8f | 317.00

May 0%
Total Equity identified with GFA as on 3Mar 06 326.75
RoE @14% allowed in ARR of FY 08 45.74

Other items of ARR

2.119 Apart from the components of expenses discussedkalitere are certain other items,
which form part of the Aggregate Revenue RequirdniEmese include provision for
Bad Debts, other miscellaneous expenditure, aryr period expenses / credits and
Other (Non-Tariff) Income. These are analyzed below

Bad and doubtful debts

2.120 The Licensee has computed the amount under thig fea FY08 as per the
Commission’s regulations i.e. at 1% of sales reeefine revenues projected by the
Licensee are at current tariffs. The Commissiomved| a provision for bad and
doubtful debts at 1% of the sales revenues, wheregvenues are worked out using
the approved sales forecast and the final tartésas determined in the relevant
section of this Order. The following table giveg thmount of bad debts claimed by
the Licensee and those approved by the CommissidfYf08:

Table 52: Bad and Doubtful debts for FY0S8

Amount in Rs. Crore

Particulars FY 08
Claimed by Licensee 23.57
1% of sales revenues at FY 08 approved tariffs 4.1
Allowed by Commission 24.19

Note: Sales revenue has been computed at tariff rag®wgd by the Commission for FY 08 in this
Order.
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2.121 It was stated in the Tariff Order for FY 07, theamt of bad debts actually written
off for FY 07 shall be considered subject to a maxn of 1% of sales revenues and
any excess / shortfall shall be adjusted in the A&RFY 08. Similarly, any true-ups
for bad debts actually written off shall be consatkefor FY 08 when the audited
accounts of these years are made available byiteasee to the Commission.

Other miscellaneous expenditure

2.122 The Licensee has not claimed any expenditure utidsrhead for FY08. This is
accepted by the Commission.

Other Income

2.123 The Licensee has claimed an amount of Rs. 54.76Gmgainst this item for FY 08.
This amount includes meter rent, recovery from tthedf energy, miscellaneous
receipts and interest on loans and advances to ®uaif of this, interest on loans and
advances to staff, income from trading (other tlctricity) and meter rent has been
considered part of wheeling activity while othegnits are considered towards retalil
sale activity. The Licensee has not provided ansisbéor forecast of any item of
Other Income. Also, the Licensee has not includgdiacome from wheeling charges
as part of Other Income for wheeling activity.

2.124 The Commission accepts the Licensee’s forecastlf@momponents of Other Income
except Meter Rent, which has been recomputed oibdses of average (average of
opening and closing balance) approved number otwoers for FYO8 and the
Commission’s approved rates for meter rent. Alsoges provision of meters is an
activity associated with the Retail Supply activitly the Licensee, the Commission
considers income from this source as Other Incanéhe Retail Supply activity and
not the Wheeling activity as considered by the hese.

The Licensee has not considered any income fromeklvite charges, which is
accepted by the Commission. However, the actuabnmec to the Licensee from
wheeling charges during FY08 could be higher dependpon the actual number of
open access consumers, which shall be adjustetbsgequent years.

2.125 The amount thus allowed by the Commission as Qtimyme for FY08 shall be as
follows:

Table 53: Other Income for Wheeling activity
Amount in Rs. Crore

Particulars FY 08
Claimed by the Licensee 30.20
Allowed by the Commission 6.11
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Table 54: Other Income for Retail Sale activity
Amount in Rs. Crore

Particulars FY 08
Claimed by the Licens 24.5¢
Allowed by the Commission:--

Meter Rent 26.82
Total of other items 24.56
Allowed by the Commission 51.34

Segregation of approved ARR between Wheeling and Rel Sale activities

2.126 The Commission’s Regulations under section 61 ieotibn 26' October 2006 state
that the Distribution Licensees should file the Pagpte Revenue Requirement in
three parts, viz. for power purchase activity, fidreeling (distribution) activity and
for retail sale activity. The Regulations cleaistéd out the items of fixed costs (i.e.
other than power purchase) that should be includea wheeling and retail sale
activities.

2.127 The Licensee has complied with the Commission’silegns to the extent that they
have filed the ARR segregated among expenses feemppurchase, wheeling and
retail sale activities. The Licensee has only ader®d normative interest on working
capital, provision for bad debts and interest onscmner security deposits into retail
sale activity. All other items have been consideesdirely as part of wheeling
activity.

2.128 For the present tariff exercise, the Commissionepts the Licensee’s method of
allocating costs into wheeling and retail sale\dtotis. However, the Commission
directs the Licensee to carry out an extensiveysaatloss a representative sample of
its distribution centers, RAOSs, etc. to develop dfiecation ratios for segregation of
each expense item (excluding power purchase) imieling and retail sale activity.
The results of this study should be presented ¢éoGbmmission by the Licensee
within six months of this Tariff Order. This is, Wever, only a stop gap arrangement.
The Commission desires that the Licensee undertakied accounting segregation
for booking expenses separately under wheelingigcand retail sale activity. The
Licensee should get back to the Commission, withimonth of issue of this Tariff
Order, with the probable time-lines for this adijvi

2.129 For the purpose of this Tariff Order, thereforeg tBommission allocates the fixed
costs (i.e. other than power purchase) in thevioilg manner:

Wheeling activity shall include:

(@  O&M expenses
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(b) Depreciation
(c) Interest on project loans

(d) Interest on working capital loans — for normativerking capital for wheeling
activity

(e) Return on Equity

() Other miscellaneous expenses

(9) Less: Other Income as computed in previous section
Retail sale activity shall include:

(h) Interest on working capital loans — for normativerking capital for retail sale
activity

0] Interest on Consumer Security Deposits
0) Bad and Doubtful debts
(k) Less: Other Income as computed in previous section

2.130 On the basis of above, the ARR for FY 08 for whegknd retail sale activity for the
East Discom is approved as under:

Table 55: Allowed ARR for FY 08 segregated among véeling and retail sale

activities

Particulars Amount in Rs. crs.
approved for FY 08

Power Purchase expen 1749.8t

Transmission charges (MP Trans 218.8:

Wheeling activity:

O&M expenditure 363.96

Depreciation 52.17

Interest and Finance Charges on Project L 8.57

Interest on Working Capital 4.09

Return on Equity 45.74

Other expenses 0.00

Less: Other Incon 6.11
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Particulars Amount in Rs. crs.
approved for FY 08

Sub-Total Wheeling ARR for FY 08 as approved 470.24

Retail Sale activit

Interest on Working Capital 0.00
Bad and Doubtful Debts 24.19
Interest on Consumer Security Dep 2081
Less: Other Incon 51.3¢
Sub-Total Retail ARR for FY 08 as approved (6.38)
Grand Total FY 07-08 ARR as approved 2430.82

Revenue Gap at existing tariffs

2.131

2.132

2.133

The revenues at existing tariffs have been workedog the Commission using this
sales forecast. The revenue gap is worked out ukege revenues and the approved
ARR as shown in the table above. The sales reveamatshe revenue gap at existing
tariffs are presented in table below. The reveraje &g filed by the Licensees is also
reproduced for ready reference:

Table 56: Revenue gap with approved ARR for FY 08taexisting tariffs
Amount in Rs. Crore)

Particulars Amount
Revenue gap as filed by the Licensee (266(12)
Revenues at existing tariffs as worked by the Commissic 2413.3!
Approved ARF for FY 08 (with interest on CS, bad debts 2430.70
etc. worked out at revenues from current tariffs)

Revenue Gap for FY 08 at existing tariffs (17.32

The Licensees had proposed to bridge the gap @6B4.2 Crs, as projected by them,
partly by means of tariff hike and efficiency gaensd partly by means of creation of

regulatory asset. However the revised revenue gatetermined by the Commission

is only 17.32 Crs, as given above. The Commissias therefore made suitable

modifications to the tariff proposals to meet tb&ak revenue gap indicated above and
there seems to be no requirement for creation pfegulatory asset for FY 08.

The expected revenues from revised tariffs forDiribution Licensee is shown in
the table below:
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2.134

2.135

Table 57: Revenue from revised tariffs

(Amount in Rs. Crore)

Particulars Amount
Revenue gap as fil by the License (266.12
Expected Revenues at approved tariffs for FY 08 9ZH.
Approved ARR for FY 08 2430.82
Revenue (Gap)/surplus at approved FY 08 tariffs (1a7)

From the table above, it is clear that there is argnal gap left over with the
Licensee. This, however, is a fall-out of maintaghuniform tariffs in the State. As
the revenue gap left-over is only marginal, theitpms shall be reviewed while truing

up for FY 08.

The consumer category-wise revenues at approvedd-Yariffs (contained in the
Tariff schedule in this Order), as worked out by @ommission are presented below:

Table 58: Consumer category-wise revenues at FY @&iffs

Consumer Category Sales (MU)| Revenues (Rs.
. Crore)

Low Tension

Domestic Light Fan and Power 1778 584.63

Non-Domestic Light Fan and Power 315 172.1:

Water Works and Street Lights 125 41.24

LT Industry* 217 88.09

Agricultural Consumers 1375 321.27

TOTAL (LT) 3810 1207.35

High Tension

Railway Traction 408 187.8¢

Coal Mines 515 274.(

Industrial and Non Industrial 1100 507.34

Seasonal 4 2.44

HT Irrigation and Public Water Works 59 19.33

Township and Residential Colony 290 100.8¢

Bulk Supply to Exemptees 412 120.20
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Consumer Category Sales (MU)| Revenues (Rs.
Crore)

Total HT 2788 1212.01

Grand Total (LT + HT) 6598 2419.35

* LT Industrial category includes sale Agro relatese in rural areas (LV 5.2) which was
earlier included in Agriculture category.
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A3: AGGREGATE REVENUE REQUIREMENT FOR FY 08 OF
MADHYA PRADESH PASHCHIM KSHETRA VIDYUT VITARAN
COMPANY LIMITED (WEST DISCOM)

Summary of Sales Forecast as proposed by the Licess
3.1 The total sale of the West Discom during FY 08rigjgxted at 8,909 MUs. The sales

in LT category is projected as 6,017 MUs (or 67.5dfctotal sales) and in HT
category as 2,892 MUs (or 32.46 % of total sales).

Table 59: Projected Sales of the West Discom for F§8

Consumer Category Sales in MU - FY'08

2 |LV1 | Domestic Light Fan and Power 1707
U§J LV 2 | Non-Domestic Light Fan and Power 419
§ LV 3 | Water Works and Street Lights 141

8 LV 4 | LT Industrial 344
— | LV 5 | Agricultural Consumers 3407

- TOTAL (LT) 6017

HV 1 | Railway Traction 313

@ I HV 2 | Coal Mines 0.00
U§J HV 3 | Industrial and Non Industrial 2142

8 HV 4 | Seasonal 11
§ HV 5 | HT Irrigation and Public Water Works 212
— |HV6 Township and Residential Colony 0.00
T | HV 7 | Bulk Supply to Exemptees 213

TOTAL (HT) 2892

TOTAL LT + HT 8909

3.2 The sales forecast of 8909 MU of the Licensee aiath2.39% more than the revised
estimates of FY 07 (which is 7927 MU). This fordcas per Licensee’s petition, is
composed of 1350 MU of un-metered agriculture sdlbe Licensee has not forecast
any un-metered sales in domestic category.

3.3  During discussions, the representatives of Westddishave stated that about 55,226
consumers of domestic category as on 30.9.06 priedotty in rural areas, are
presently getting un-metered supply. However, tieehsee, in its filings, has not
projected any sales for un-metered domestic cagedput the consumption of this
category also has been considered as metered sales.
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Energy balance and power purchase as proposed byeh.icensee

3.4

3.5

3.6

Keeping in view the prevailing arrangement betwd#R Tradeco and the three
Discoms, the Licensee claimed that they are natposition to independently provide
complete and updated information regarding stawcse generation availability and
power purchase costs in the relevant formats (asthee Tariff Regulations). The
Licensee has provided the information based onntiegactions with MP Genco, MP
Transco and MP Tradeco. In this regard, the Licermss also claimed that they have
taken guidance from Section 18 of the MPERC (Ponchase and Procurement)
Regulations 2004 Revision 1, 2006 (RG-19(1) of 2006ich states that

“The Distribution Licensee shall make long-term @ewh and supply availability
assessments in consultation with any or all conedrnncluding state sector
Generating Companies, discoms, private Distributibitensees, central sector
Generating Companies and Transmission CompaniegioR& Electricity Board,

National / Regional Load Dispatch Centers, CenE#bdctricity Authority.”

The Distribution Licensee claims that they havepaed tentative information from
key sector participants for computation of powercpase cost for the purpose of
arriving at revenue requirement. The Distributiooensee requested the Commission
to take due cognizance of this fact while computtigwable power purchase cost of
the Licensee. It also requested the Commissiornve @pportunity to the Licensee to
submit updated information, if such informatiormsde available to the Distribution
Licensee by MPGenco, MPTransco, and MPTradeco.

The Licensee has considered the % allocation ohafp (29.5646%) as per the
Government’s notification dated 18/10/2006. The WMescom has calculated the
details related to the following items as per thewe allocation:

* Monthly energy available from all sources
* Annual fixed charge payable to generators

» Estimated payment to generators on account of thee) income tax, duties,
etc.; and

» Estimated inter-state transmission charges to lae pa

Assessment of Energy Availability by the Discom

3.7

The Licensee has assessed the availability of grfeogh various sources based on
discussions with Tradeco. Availability of energgrir MPGenco is based on monthly
forecast of generation by MPGenco for 2007-08. Tieensee has claimed that
information on availability from Central Generatifgations (NTPC, NPC) was not
available at the time of filing the petition. “Aetugeneration” for the previous two
years and first six months of the current year.e Deneration lost due to forced
outages of Korba Unit 4 and Vindhyachal (Unit 4 @&)dduring 2005-06 have been
duly considered while estimating the energy avditglirom these stations.
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3.8

3.9

Availability from new stations expected to be comssimned in 2006-07 and 2007-08

has also been considered.

The following table provides the annual availapilitom each of the sources while
the monthly availability has been provided in ForifRa-2 (an additional format).

Table 60: Energy Availability for West Discom for FY 08

NTPC
NTPC-Korba 3140 1191
NTPC-Vindyachal | 2948 1118
NTPC-Vindyachal Il 2182 828
NTPC-Vindyachal Ill 1146 435
NTPC-Kawas 282 107
NTPC-Gandhar 842 320
NTPC-Sipat 175 67
KAPP 467 177
TAPS 1072 407
Farakka 184 70
Talcher 128 49
Kahalgaon 81 31
Kahalgaon 2 476 181
NTPC-Total 13125 4979
Bilateral Power Purchase
CHPS-Gandhi Sagar 171 65
CHPS-RP Sagar 186 71
CHPS-Jawahar Sagar 139 53
RSEB (Chambal,Satpura) 497 188
Rajghat HPS 45 17
DVC 770 292
MSEB(Pench) 209 79
LANCO (PTC) 0 0
Bilateral-Total 1520 577
Other Sources
NHDC - Indira Sagar 2700 1024
Sardar Sarovar 1700 645
Omkareswara HPS 1200 455
Others 1 (Wind & CPP) 0 0
Short term purchases 0 0
Others 3 (Ul) 5600 2125
MP Genco — Thermal
AMARKANTAK PH-I 181 69
AMARKANTAK PH-II 941 357
AMARKANTAK PH-11I 558 212
SATPURA PH-I 1871 710
SATPURA PH-II 2624 996
SATPURA PH-III 2647 1004
SANJAY GANDHI PH-I 2464 935
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SANJAY GANDHI PH-II 2617 993
BIRSINGHPUR 3241 1230
MPGenco Thermal 17145 6505
MPGenco — Hydel 0 0
Bansagar Tons HPS-Tons 936 355
Bansagar Tons HPS-Silpara 79 30
Bansagar Tons HPS-Devlond 79 30
Bansagar Tons HPS-Bansagar 1V 79 30
Birsingpur HPS 45 17
Bargi HPS 503 191
Marhi Khera HPS 73 28
Mini-Micro HPS 0 0
MPGenco Hydel Total 1794 681
Total 39180 14916

Assessment of Power Purchase Cost (Fixed and VarialCost) by the Discom

3.10 The Fixed costs and variable costs of MPGenco %08 have been adopted by the

3.11

Licensee as per the Multi-Year (FY 07 to FY 09)iffarder of the Commission. For
existing Central Sector stations, Fixed Costs Haen adopted as per CERC Orders
for respective stations and variable costs (inclgdtPA applicable at present) have
been adopted as per the July 2006 bill.

For working out the cost of power purchase from tlesv stations of the Central
Sector, the following methodology has been adoptethe Licensee:

For Vindhyachal-Ill, variable cost has been estedaas per the July bill for

For Sipat-ll and Kahalgaon —II-Phase-I, the temtatestimate provided by
NTPC vide Letter No. 01:: CD:279: NNS dated 27-@®42, has been used as
the basis for determining the variable costs. Theerisee has stated that in
order to reflect realistic levels of variable coske respective variable costs as
provided in the letter have been increased @10%apeaum from the base
date of determination. The variable cost increaselieen shown in the form

(@)

infirm power.
(b)

of FPA charges.
(©)

Fixed costs for all the above mentioned threeatat(Vindhyachal-Ill, Sipat-
Il & Kahalgaon — Il Phase (I)) have been estimdigadonverting the per unit
fixed cost provided in the letter.
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3.12 Fixed and variable costs for other new stationsehbeen estimated based on
discussions with Tradeco. The following table pd®g a summary of fixed and
variable costs of each of the stations that hawn lmonsidered for determining the
power purchase cost. As stated earlier, the MPPKN¥Rare of fixed cost has been
considered for its ARR purpose.

Table 61: Fixed & Variable Cost for West Discom forFY 08

2007-08
. A Fixed Cost - Fixed Cost— Variable
Source-wise availability State West Discom Cost FPA
Rs Cr Rs Cr Rs/ kWh Rs/ kWh

NTPC
NTPC-Korba 85.95 32.61 0.47 0.07
NTPC-Vindyachal | 98.17 37.25 0.76 0.19
NTPC-Vindyachal I 135.26 51.32 0.73 0.18
NTPC-Vindyachal IlI 181.86 69 0.87 0.00
NTPC-Kawas 61.2 23.22 1.03 2.26
NTPC-Gandhar 98.85 37.50 1.02 0.36
NTPC-Sipat 99.89 37.90 0.41 0.12
KAPP 0.00 0.00 2.02 0.01
TAPS 0.00 0.00 1.95 0.00
Farakka 7.49 2.84 0.99 0.08
Talcher 5.76 2.18 0.41 0.14
Kahalgaon 5.3 2.01 1.07 0.18
Kahalgaon 2 54.69 20.75 0.69 0.28

NTPC-Total 834.44 316.59
Bilateral Power Purchase
CHPS-Gandhi Sagar, 10.86 4.12 0.00
RSEB (Chambal,Satpura) 10.86 4.12 0.00
Rajghat HPS 8.56 3.25 0.00
DVC 0.00 0.00 2.54
MSEB(Pench) 11.6 4.4 0.00
LANCO (PTC) 0.00 0.00 0.00

Bilateral-Total 31.02 11.77
Other Sources
NHDC - Indira Sagar 275.88 104.67 0.00
Sardar Sarovar 0.00 0.00 0.95
Omkareswara HPS 0.00 0.00 0.95
Others 1 (Wind & CPP) 0.00 0.00 0.00
Others 2 (Short-Term purchase) 0.00 0.00 0.00

Others 3 (Ul) 275.88 104.67
MP Genco — Thermal
AMARKANTAK PH-I & 1 49.23 18.68 1.17
AMARKANTAK PH-III 140 53.12 1.17
SATPURA PH-I, PH-1I & PH-III 207.29 78.65 1.34
SANJAY GANDHI PH-1 & PH-II 303.7 115.23 1.02
BIRSINGHPUR 320 121.41 1.02
MPGenco Thermal 1020.22 387.08
MPGenco — Hydel
Bansagar Complex 92.92 35.25 0.00
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2007-08
. I Fixed Cost - Fixed Cost— Variable
Source-wise availability State West Discom  Cost FPA
Rs Cr Rs Cr Rs/ kWh Rs/ kWh

Birsingpur HPS 3.93 1.49 0.00

Bargi HPS 9.68 3.67 0.00

Marhi Khera HPS 0.00 0.00 0.00
Mini-Micro HPS 0.00 0.00 0.00

Hydel Total 106.53 40.42

Total 2268.09 860.53

Assessment of Other elements of power purchase cost

3.13 Other elements of power purchase costs such astinegincome tax, ED & Cess
etc, and other miscellaneous charges have beemmedsat the level of actual
expenditure on these accounts for the year 2005-06.

Table 62: Other Charges for All Stations for FY 08

(Disincentive) / Any Other Total of Other
CEs Oller CiErges Incentive LLEE S LEN (ED,Cess etc.) Chargesin Rs Crs
2007-08 Total (Proj) 38.79 49.75 84 172.53
MPPKVVCL Share
2007-08 (Proj) 14.72 18.9 31.9 65.46

Inter-state Transmission Costs

3.14 The inter-state transmission cost has been esthuai¢he basis of the actual bills for
September 2005 to August 2006. The total bill amdanthis period comes to Rs
110.14 Crores for the sector and the same has datggrted for FY 08. Rebates, etc.
on short term power transmission have not beemaestd as they are likely to be
infirm in nature.

Table 63: Inter State Transmission Charges for FY 8
Inter- Inter- Inter-

Month/ Rs Cr WRLDC/ULDC | Regional Regional Regional | Total
WR-ER WR-SR WR-NR

Sep-05 8.37 0.9 0.00 0.00 0.00 0.00 9.27
Oct-05 8.7 0.83 0.00 0.00 0.00 0.00 9.53
Nov-05 8.56 0.78 0.00 0.00 0.00 0.00 9.35
Dec-05 8.63 0.49 0.00 0.00 0.00 0.00 9.12
Jan-06 8.46 0.23 0.00 0.00 0.00 0.00 8.69
Feb-06 8.46 0.22 0.00 0.00 0.00 0.00 8.68
Mar-06 9.09 0.22 0.00 0.00 0.00 0.00 9.31
Apr-06 9.0 0.24 0.00 0.00 0.00 0.00 9.24
May-06 9.23 0.23 0.00 0.00 0.00 0.00 9.46
Jun-06 9.22 0.25 0.00 0.00 0.00 0.00 9.47
Jul-06 7.8 0.25 0.00 0.24 0.14 0.73 9.15
Aug-06 7.71 0.25 0.00 0.29 0.08 0.54 8.87
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Total 103.24 | 4.88 0.00 0.53 0.22 1.27 | 110.14

West Discom’s Share| 39.17 1.85 0.00 0.2 0.08 0.48 | 41.79

Merit Order Dispatch

3.15 The Licensee has adopted a merit order simulatioa enonthly basis by matching
monthly energy requirement with monthly availalildased on the variable costs of
various sources. The Licensee submits that whiteoathly determination of cost
provides an improved estimate over an annual détetion of cost, the actual cost
will differ based on the daily peaking requiremeaisl variation between actual and
projections. The Licensee prays that such deviatioe passed on a regular basis
through the FCA formula proposed which is alsoiire lwith the provision of the
National Tariff Policy (Clause 5.3 (h) (4) and GlawB.2.1 (1)):

“Uncontrollable costs should be recovered speethlyensure that future consumers are not
burdened with past costs. Uncontrollable costs wantlude (but not limited to) fuel costs,

costs on account of inflation, taxes and cess,ati@ars in power purchase unit costs

including on account of hydro-thermal mix in ca$@adverse natural events.”

and

“All power purchase costs need to be considereditagte unless it is established that the
merit order principle has been violated or powesHmeeen purchased at unreasonable rates.”

3.16 The Licensee claims that the monthly requiremengradrgy is based on Licensee’s
own projection and tentative estimate of requiret@h other discoms. The Licensee
states that only the Commission has the knowledgbeototal energy requirement
planned by all the Discoms.

Power Purchase Proposed by Licensee for FY 08
Table 64: Energy Requirement and Average Cost of Reer for FY 08

Sl. No. Particulars FY’'08
Amount Rs/Kwh

1. Korba 1191.5 113.11 0.95
2. Vindhyachal-I 1118.3 173.19 1.55
3. Vindhyachal-Il 827.9 142.69 1.72
4, Kawas 25.7 34.55 13.44
5. Central Gandhar 179.8 63.86 3.55
6. Sector KAPP 177.2 36.66 2.07
7. TAPPS 3&4 406.8 79.43 1.95
8. Vindyachal Il (unit I) 434.6 106.71 2.46
10. Sipat 66.6 41.47 6.23
12. Total 4428.3 791.7 1.79
13. ER Farrakka + Talcher +Kahalgaon-I and Kgdmn-I| 3235 58.47 1.81
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Particulars
Rs/Kwh
14. Bilateral J.Sagar, R.P.Sagar
Purchases 185.29 19.48 1.05
15. Other NHDC (Indira Sagar)
Sources 1,024.37 104.67 1 1.02
16. JV-Sardar Sarovar
644.89 61.52 0.95
17. CPP/Wind
18. Short term purchases
50.24 17.58 3.50
19. New Hydel Stations (MadhiKheda & Bansayar
Omkareshwar) 513.13 43.43 0.85
20. Total
2,232.64 | 227.21 1.02
21. Short term Sales (Less)
22. Net Power Purchases 153
7,169.75 | 1,097.19| ™
23. Transmission Fixed Charges 41.79
24. Charges Taxes
25. Total
26. Sub-total
27. MPGenco | 6586.02 | 1103.02
28. Total Power Purchase
13,755.77| 2,242 | 16299

3.17 It can be seen from Table 60 and Table 64 thaetlsea difference of 1160.23 MUs
(14916 — 13756) between energy available and erreqgyired. Though the Licensee
has not explained the reason for this differencetsnfiling, but in subsequent
submission the Licensee has indicated that, a gfathis surplus will be used for
trading power outside the state through which likisly to earn Rs 91 Crore.

3.18 The total power purchase cost as estimated by th&t Wiscom thus works out to Rs.
2242 Crore or Rs 1.6299 per Unit for 2007-08.
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Commission’s analysis

Sales forecast

3.19

3.20

3.21

The Commission recognizes that metering of a hugenber of un-metered
consumers is a challenging job and can be addresdgedradually. The Commission
had a meeting with the CMDs of all three Discom<28f February 2007 and, after a
lot of deliberations, decided to revise the timefeafor metering of un-metered
connections in domestic category and metering dR®Tor assessment of un-metered
agriculture consumption. The roadmaps have beevidao by the Licensees. As per
the roadmaps, all un-metered connections in domesategory shall be metered by
Dec. 2008. The Licensees have further committed &laDTRs predominantly
supplying to agriculture consumers (about 23000. s West Discom) shall be
metered by March 2011 under an ADB assisted progréhe Commission is
examining the proposal of the Licensee and aft&inggthe views of all the
stakeholders, will notify the fresh timeframe fahéeving 100% metering. However,
for FY08 the Commission has considered that thellebe un-metered sales and has
gone by the assessment of consumption for thesgarigs.

Based on the submissions of the Licensee with degaassessed consumption of un-
metered consumers in domestic as well as agrieultategories, the Commission
approves the following:

(@ Un-metered consumers in domestic category shdiillzel on the basis of 77
units per consumer per month in urban areas, andh88 per consumer per
month in rural areas;

(b) Un-metered agriculture consumers in rural areasctiied by GoMP under
the Electricity Act, 2003 shall be billed on thesisaof 100 units per HP of
sanctioned load per month for permanent connecaods130 units per HP of
sanctioned load per month for temporary connections

(c) Un-metered agriculture consumers in urban areas lshailled on the basis
of 130 units per HP of sanctioned load per monthpiErmanent connections
and 150 units per HP of sanctioned load per mamtkeimporary connections.

Unlike the other two Discoms, who have used 10@syrer HP per month as the basis
for assessment of sales to un-metered permandotiagre consumers in FY 08, the
data provided by the West Discom shows that therisee has instead used 170 units
per HP per month to assess consumption of thigoatef consumers. If the same is
worked out on the billing basis given above, thiesdorecast of these consumers
reduces by about 562 MU from what has been fordpatiie Licensee. The Licensee
has submitted before the Commission that the mdsassessment of consumption of
these consumers can be 100 units per HP of saedtimad per month, which the
Commission finds acceptable based on restrictedshafusupply of electricity. It is
therefore necessary to prune down the assessedinaptisn forecast of these
consumers by 562 MU. This will result in reductiohpower purchase quantum as
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3.22

3.23

well as revenues. The Commission, however stroadiypcates installation of meters
on distribution transformers supplying electricitp predominantly agriculture

consumers immediately and to conduct a sample gwueng the busy as well as
lean seasons of the year so as to estimate treedfexonsumption.

It is also to be noted that the quantum of poweiilakle to the State of MP in 2007-
08 based on existing generation and planned cgpaditition is more than sufficient
to meet the sales requirement of the Licensee.qUla@tum of power available, even
after considering the T&D losses is enough to nadleforecast requirements of the
consumers.

Based on the discussion above, the Commission agprine sales forecast of the
Licensee as filed, albeit with a reduction of 562 $/as explained in para 3.21 in the
sales projected to un-metered permanent agricuttonsumers. The final approved
sales forecast for FY 08 in as under:

Table 65: Projected Sales of the West Discom for F§8

Consumer Category Sales in MU - FY'08
as approved

@ |Lv1 | Domestic Light Fan and Power 1707
"'EJ LV 2 | Non-Domestic Light Fan and Power 419
8 LV 3 | Water Works and Street Lights 141

& [Lv4 | LT Industriar 409
g LV 5 | Agricultural Consumers 2780

- TOTAL (LT) 5456

HV 1 | Railway Traction 313

@ I HV 2 | Coal Mines 0
U§J HV 3 | Industrial and Non Industrial 2142

8 HV 4 | Seasonal 11
§ HV 5 | HT Irrigation and Public Water Works 212
— |HV6 Township and Residential Colony 0
I |HV 7 | Bulk Supply to Exemptees 213

TOTAL (HT) 2892

TOTAL LT + HT 8347

* LT Industrial category includes sale Agro relatese in rural areas (LV 5.2) which was
earlier included in Agriculture category.

3.24

As per the regulations of the Commission issueceusdction 61 for distribution and
retail supply tariff determination, actual powetdsby the Licensee during a year in
guestion shall be grossed up for normative lossesompute allowable power
purchase quantum during such year.
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Energy Balance and Power Purchase

3.25 The state government has come out with annual toiles for distribution losses for

3.26

3.27

3.28

the period FY 07 to FY 11, which is shown in thédaing table. The Commission
has computed the energy requirement of the Licensethe basis of the GoMP’s
order dated 28 December 2006 on distribution losses. Therefitre, Commission

has considered distribution loss to be 28.5% dutiregperiod FY2007-08 for West
Discom.

Table 66: Distribution Losses (%) as per GoMP Lette Dated 28" December
2006

Year West Discom
FY 2006-07 30.0%
FY 2007-08 28.5%
FY 2008-09 27.0%
FY 2009-10 25.5%
FY 2010-11 24.0%

The Inter state transmission losses have been demhjps per the moving averages of
thescheduledosses of the last 52 weeks. The losses for Fiied@ been computed as
per the following table:

Table 67: Month wise Inter State Transmission Losse(%)

Month WestDiscom

April 5.1%

May 5.0%

June 5.1%

July 5.4%

August 5.5%

September 5.2%

October 5.3%

November 5.3%

December 5.2%

January 5.2%

February 5.3%

March 5.2%

The Commission has considered the intra statertriggson losses at 4.9% as per the
transmission MYT Order.

The energy balance for FY08 is presented in tHeviahg table afteconsideringhe loss
targets set by the GoMP.

Table 68: Energy Balance for FY08

1 | Total Energy Sales (MU) 8347

2 | Distribution Loss (%) 28.5%
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3 | At T-D Interface (MU) 11674
4 | Transmission Loss of MPPTCL (%) 4.90%
5 | At MP Periphery 1227

6 | External Losses (MU) 26¢
7 | Net Energy Requirement (MU) 1254(Q

3.29 The Commission, as per the Government of Madhyald3ta Notification No.
1929/F.RS/4/X111/2001 dated T4Viarch 2007, has considered energy allocation from
existing stations for meeting Licensee’s requiretsemd also the capacities of new
station allocated to MP Tradeco. The Commission d&as considered the GoMP
notification which states that, during energy déficonths, Licensees shall purchase
power from MP Tradeco.

3.30 Station wise capacity allocation to West Discomsidared by the Commission as per
the GoMP Notification mentioned above is givenha following table:

Table 69: Station wise capacity allocation (%) to Wst Discom
Name of Power Station

West Discom

MPPGCL - SH: Bargi 30.44%
MPPGCL - IS: Gandhi Sagar 30.44%
MPPGCL - IS: Pench 30.44%
MPPGCL - SH: Birsinghpur 30.44%
MPPGCL - SH: Bansagar Complex 30.44%
MPPGCL - IS: Rajghat 30.44%
ER: Talcher STPS 30.44%
Sardar Sarovar Project 30.44%
WR: Korba STPS 30.44%
JV: Indira Sagar (8x125 MW) 37.94%
MPPGCL - ST: Amarkantak Complex 37.94%
WR: Vindhyanchal STPS — | 37.94%
MPPGCL - ST: Sanjay Gandhi Complex 37.94%
MPPGCL - ST: Satpura Complex (Ph - Il & llI 37.94%
MPPGCL - ST: Satpura Ph-1 (Inter State) 37.94%
ER: Farakka STPS 47.17%
WR: Vindhyanchal STPS - I 47.17%
WR: Vindhyanchal STPS - Il ( Unit-1) 47.17%
WR: Kakrapar APS 47.17%
WR: Gandhar GPP 47.17%
WR: Tarapur APS 47.17%
ER: Kahalgaon STPS 47.17%
MPPGCL - SH: Marhikheda 47.17%
WR: Kawas GPP 47.17%
Weighted Average 37.94%
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3.31

3.32

3.33

3.34

3.35

While the GoMP has allocated 37.94% of 135.5 MW &wmatap & Jawahar Sagar
HEPs to the West Discom, the Commission has nosidered the power available
from these stations as they are located in Rajasth@imilarly, even though the

GOMP has allocated 37.94% of 187.5MW Satpura Phasdghe West Discom, the

Commission has considered the availability basedhentotal installed capacity of

312.5MW since the project is located within thetestaf Madhya Pradesh. This has
resulted in the weighted average allocation becgn8id.94% as against 37.21%
indicated in the GoMP notification. This is coneigt with the stand taken earlier by
the Commission.

Central Generating Stations: The annual energylaibty for FY 08 from existing
Central Generating Stations has been considergoerashe petitions filed by the
Licensee.

MP Genco Stations: As stated earlier, the Licen$ee® shown the availability of
energy from MPGenco based on monthly forecast oegdion by MPGenco for
2007-08.

The Commission undertook an exercise to analyze tmhonavailability and
requirement for FY 08. The analysis showed surplugeficit in each of the months
for the Licensee.

The month wise availability and requirement for theensee for FY 08 is given
below:

Table 70: Month-wise Energy Requirement & Availabiity for FY2007-08 (In
Million Units)

Availability from Sale through intra - (Deficit)/
Energy intra-discom discom trading Surplus
Availability trading Energy Req
A B C D E=(A +B)-(C+D)
April 953.3 0 951.6 17 )
May 974.0 0 938.7 35.3 D
June 873.7 0 901.1 d (27.3
July 869.4 0 855.3 14.1 D
Aug 1103.7 0 928.3 52 17042
Sept 1108.3 0 925.7 Q 182.r
Oct 1241.1 0 1178.1 63.0
Nov 1162.3 0 1314.2 ( (151.9)
Dec 1136.7 0 1267.3 (130.5%)
Jan 1085.7 0 1169.4 ( (83.7)
Feb 951.9 0 1070.1 @ (118.2)
Mar 1000.4 0 1040.5 ( (40.0)
Total 12460.7 0 12540.38 56.8 (135.9)
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3.36 As can be seen from the above table, the Licerseequired to procure power of

3.37

551.6 MU in the months of June and November to Maned will be having surplus
of 415.9 MU from August to October. The procuremeilt be made from MP

Tradeco at an average rate of Rs 1.84 per kWh maghpecalculation shown in the
following table.

Table 71: Rate of Short Term Purchase from MP Tradeo during FY2007-08

MUs Total Cost (Rs.

MP Tradeco Stations Crs.)

Sipat 749.69 125.17
Kahalgaon STPS I 699.28 145.59
Birsinghpur 3267.65 653.3(
Amarkantak 686.21 150.29
Omkareshwar 1200.00 114.49
Vindhyanchal STPS-III (Unit-1) 746.66 156.89
Marhi Kheda (Unit Il 27.68 9.38
Total 7377.16 1355.0¢
Avg. Rate (Rs. / Unit) 1.84

As the Commission has decided to have a uniforiff tarthe state during FY08, the

excess energy in a month with the Licensee wiitfive given to other Licensees of
Madhya Pradesh who are having a shortfall in thmesanonth. The Commission

directs that the sale rate of the surplus energytter Discoms within the state should
be at the Monthly Pooled Cost of Power as giveowel

Table 72: Monthly Pooled Cost of Power for Combineddiscoms

Month MUs* Rs. Crs.** Rs./Kwh
1 | April 2728.0 459 1.68
2 May 2647.9 461 1.74
3 | June 2556.6 434 1.70
4 | July 24441 391 1.60
5 | August 2964.6 352 1.19
6 September 2957.2 378 1.28
7 | October 3327.5 468 1.41
8 November 3354.7 525 1.56
9 December 3368.6 541 1.61
10 | January 3267.2 533 1.63
11 | February 3003.7 494 1.64
12 | March 2869.9 475 1.65

*MUs include Total availability and Short Term Pawmurchase less energy sold through intra discom
trading.

**Rs. Crs. Include Fixed Cost, Variable Cost, PG@harges, Cost of short term power purchase Less
revenue from external sale.
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3.38

3.39

3.40

Any excess energy remaining with the Licensee,eas $n the monthly availability
and requirement table given above, after Intraesteiding, shall then be used for
external trading, at the Monthly Average Power Rase Cost for those surplus
stations arrived after running merit order. Theesathus allowed shall be as per the
following table for West Discom.

Table 73: Monthly Average Cost of Power of Surplustations

August 170.17 33.31 1.96

September 182.67 35.39 1.94

October 63.02 15.11 2.40

November - - -

OO NO|O|_|W[IN(F

December - - -

[y
o

January - - -

[EnY
AN

February - - -

AN
N

March - - -

For West Discom, sales on account of surplus endugiyng the months of August,
September and October after intra state tradiragsessed at 415.87 MU for FY 08.
The sales arising out of surplus energy shall lpastéet] with the power purchase cost
of the Distribution Licensee.

The station-wise availability of energy as estirdaby the Distribution Licensee and
as estimated by the Commission are shown in thewolg table:

Table 74: Station-wise Energy availability (in MU) for West Discom during
FY08

FY 08

Proposed by the  As estimated by the
Discom Commission

Stations

Central Sector
10. (WR) 4819 4892
Central Sector
11. (ER) 330 164
12. Bilateral purchases 577 227
13 NHDC (Indira
) Sagar) 1024 1024
14. Sardar Sarovar 64b 517
15. Omkareswara HPS 455
New Hydel
16. Stations 58 0
17. MP Genco 7128 5637
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3.41

3.42

3.43

3.44

3.45

FY 08

Proposed by the  As estimated by the
Discom Commission

Sl. No. Stations

18. Total 15036 1246

Central Generating Stations (Western Region): Ruédifferential allocation as per
GoMP Notification, the share available to the Lisea has increased.

Central Generating Stations (Eastern Region): Theensee has considered
Kahalgaon (Phase 1) in its filing. As per the GBMlotification the capacity of this
station is now with MP Tradeco.

Bilateral Purchase: The reason for reduced quaritom bilateral purchase is the
revised capacity allocation and also the Commissias not considered RP Sagar,
Jawahar Sagar, DVC and Lanco as explained in epdi&graphs.

Omkareswar HPS: As per the GoMP Notification, station’s capacity is with MP
Tradeco.

MP Genco: The change in availability is due to sedi capacity allocation by GoMP
Notification.

Power Purchase Costs

Central Generating Stations - Western Region

3.46

3.47

NTPC’s Stations in Western Region (Korba, VSTP$&TPS-II, VSTPS-III (Unit-

1), Kawas and Gandhar): As stated earlier, theggnavailability has been considered
from the existing stations as submitted by the hss®s. The Commission has also
approved the fixed and the variable cost for tletatons after verifying the fixed and
variable costs from the CERC orders for thesetatiThe stations for which latest
CERC order is not available, the Licensee petitarthe basis of July 2006 bill has
been considered. For KAPP and TAPPS 3&4, singlé¢ taaiff is payable and the
Provisional tariff rates have been considered aghgenotification of Department of
Atomic Energy Gol in October 2006.

The Licensee had shown the allocation of share Roféft the Central stations as per
the NTPC bills. The Commission has considered tlecation of MP share and
consequently West Discom’s share as per GovernmeMdtification dated 12
March 07.
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Table 75: Allocation from Central Generating Stations to MP and West Discom as per

Govt. Notification for FY2008

West Discom

Western Installed | State’s| Availability Fixed Share Availability Fixed
Region Capacity SHEIE ((Y19)] Cost (%) (MU) = Cost (Rs.
CGS (MW) (O/O) (RS. Cr) Crs.)
9. | KTPS 2100 21.38 3242 86 30.44 987 26|16
10.| VSTPS-I 1260 33.34 3097 982 37.94 1175 37.25
11.| VSTPS-II 1000 30.12 2377 1353  47.17 1121 63.80
12.| VSTPS- 500 22.9 746.7 8%  47.17 352 40.08
11 (Unit-
1)
13.| KGPS 656.2 24.16 282.4 59  47.17 133 27,60
14.| GGPS 657.4 20.64 84 16 47.17 397 36.06
15.| KAPP 440 23.99 467 0.0 47.17 220 0
16.| TAPP 540 18.64 1072 0.0 47.27 506 0
3&4
3.48 The FPA charges have been computed on the badiee ddctober 2006 bill paid to
these stations. The other charges including theentinee and taxes have been
computed by pro-rating the actual bills of the perApril'06 to October’06, paid to
the Central Generating Stations by the Licensees.
3.49 The Variable and Other Charges as allowed are givére following table:

Table 76: Charges allowed for CGS in WR
FY 08

© &

Western  Variable FPA Other Total
Region (Rs/Kwh) Charges Charges| Charges
CGS (Rs/Kwh)  (Rs/Kwh) (Rs. cr)*
KTPS 0.50 0.15 0.11 101.7
VSTPS-I 0.80 0.23 0.26 189.0
VSTPS-

I 0.78 0.22 0.18 195.1
VSTPS-

I (Unit-

) 0.87 0 0.01 70.81
KGPS 1.09 2.84 0.12 81.8
GGPS 1.11 0.43 0.0 97.17
KAPP 2.04 0.0 0.01 45.2
TAPPS

3&4 2.65 0.0 0.00 134.3
Total 916
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Central Generating Stations - Eastern Region

3.50 For determination of allowable costs from the pdaim the eastern region the
principle followed for power plants in the westeagion is being adopted. As stated
earlier, the share in these plants have been @mesidas per the Government's
notification dated 14 March 07.

Table 77: Allocation from Central Generating Statims to MP as per Govt Notification

West Discom

Eastern Installed  State’s | Availability Fixed | Share | Availability Fixed
Region Capacity Share (MU) Cost (%) (MU) Cost (Rs.
Farakka 1600 1.01 184.08 5.16 47/17 87 2.43
Talcher 1000 1.01 128.1 403 30.44 39 1123
Kahalgaon 840 2.84 80.7 47.17 38 4117
Total 164 7.83

3.51

The Variable and Other charges as allowed are givére following table:

Table 78: Charges allowed for CGS in ER

FY 08

Eastern Region Variable FPA Charges| Other Charges Total Charges
ges (Rslkwh)  (Rs/Kwh) (Rs/Kwh) (Rs. Cr)*
Farakka 1.04 0.35 0.01 14.63

Talcher 0.44 0.21 0.00 3.76
Kahalgaon 1.15 0.43 0.00 10.16

Total 29

*Includes Fixed Charges as stated in table above

Indira Sagar (NHDC) and Sardar Sarovar Projects

3.52

3.53

For FY’'07, the Commission considered only the ahffixad charges approved by
CERC by it order dated 1/5/2004 for Indira Sagare TTERC vide this order had
approved fixed annual charges at Rs. 241.41 Carsedven machines. After all the
eight machines had become operational, the Commni$sd allowed a proportionate
increase in fixed cost with a further increase 6f6lon the computed cost. The
Commission thus allowed Rs. 300 Crore as Annuadroharges for FY 07.

The Licensee, in its filings, has given a flat ratdRs. 275. 88 Crores for Indira Sagar
for FY’08. However, the Commission analysed theualtills paid in 2006 for
verifying the charges payable for the station. Amaual Fixed Charge actually paid
this year till October has been found to be musls khan the allowed figure for FY
07. The Commission has thus revised the annuabebdor the year FY 08 on the
basis of the bills paid in the year FY 07 by prong the capacity charge and the
variable charge actually paid by the Licensee£kiflober’06 for the year FY 07.
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3.54

3.55

3.56

3.57

The design energy of this project has been appreve2’00 MUs for FY 08. The
fixed cost has been computed as Rs 191.70 Crore/aridble charges at the least
variable cost of the Western region @ 0.49 Rs./Kwhich is of Sipat Ph Il. The
months in which Sipat Ph Il is unavailable, theiafale cost has been considered as
per the next least variable cost, which is of Ko@#.50.

MPSEB for Sardar Sarovar Hydel Project has consdtlarprovisional rate of Rs. 2.0
per unit. This rate is as per the provisional fated by GoMP vide its letter dated
30th November 2005. As per section 62(1) of thectElgty Act, only appropriate

Commission has the authority to determine rateupply of power by a Generating
Company to a Distribution Licensee. Further as geation 64(5) of the Electricity
Act 2003 only the State Commission having jurisdictin respect of the Licensee
which intends to distribute electricity and makeympant therefore is entitled to
determine the generation tariff.

For FY2007-08, the Licensee in its filing has cotepluthe power purchase cost from
Sardar Sarovar Hydro station at Rs. 0.95/kWh. Téwegp purchase cost assumed by
the Distribution Licensee is as per the cost assubyethe Commission in its Tariff
Order for FY2006-07. The Commission considers tesumptions made by the
Licensee appropriate. However, the Commissionllsvang an increase of Rs.
0.08/kWh in the provisional rate as a possible lasica of O&M cost. It would be
pertinent to mention here that NVDA has filed aitpet for provisionally
determining tariff at Rs. 2.00 / kWh. The desigremgy of this project has been
approved at 1700 MUs for the FY 08. The fixed dust been computed as Rs 91.79
Crore and Variable charges at the least variabé abthe Western region @ 0.49
Rs./Kwh, which is of Sipat Ph Il. The months, iniethSipat Ph Il is unavailable, the
variable cost has been considered as per theewstt\ariable cost, which is of Korba
@ 0.50.

Though the petition regarding fixing the tariff f@ardar Sarovar has already been
filed, the Commission is yet to finalise the ratbe Commission shall consider the
appropriate rate when the hearing process in ¢giard is complete.

Table 79: Allowed cost for Indira Sagar and SardarSarovar project

FY 08
Sl. | Other Sources Availability (MU) Fixed Cost Total Charges
No. (Rs. Cr) (Rs. Cr)
Indira Sagar 270( 191.70 324
Sardar Sarovar 1700 91.79 175.1

Inter-State Transmission Charges

3.58

The PGCIL charges to be paid by MP consist of astg be paid for transmission
system of WR and ER. The estimate of inter-staa@simission cost for existing
stations has been considered as per the methodoksgy by the Licensee, which is
on the basis of the actual bills for September 2@03ugust 2006 for eastern and
western region.
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3.59 The commission has computed the charges for VSTIRBhiit-1) on the basis of the
Per MW charges paid to PGCIL for the Western Reforihe existing stations. The
per MW cost was then applied to the allocated aapat the new station to get the
charges.

Table 80: Inter State Transmission Charges for FY 8

Inter- Inter- Inter-

Month/ Rs Cr ER WRLDC/ULDC @ Regional Regional Regional Total
WR-ER WR-SR WR-NR
Sep-05 8.37 0.9 0 0 0 0 9.27
Oct-05 8.7 0.83 0 0 0 0 9.53
Nov-05 8.56 0.78 0 0 0 0 9.35
Dec-05 8.63 0.49 0 0 0 0 9.12
Jan-06 8.46 0.23 0 0 0 0 8.69
Feb-06 8.46 0.22 0 0 0 0 8.68
Mar-06 9.09 0.22 0 0 0 0 9.31
Apr-06 9 0.24 0 0 0 0 9.24
May-06 9.23 0.23 0 0 0 0 9.46
Jun-06 9.22 0.25 0 0 0 0 9.47
Jul-06 7.8 0.25 0 0.24 0.14 0.73 9.15
Aug-06 7.71 0.25 0 0.29 0.08 0.54 8.87
Total 103.24 | 4.88 0 0.53 0.22 1.27 110.14

FY 08

Existing Capacity (MW)

(MP Share) 1,771.2 | 50.0
Total Charges From
Existing Stations (Rs. Cr.) 104.73 | 541 110.14
Cost Per MW (Rs. Cr) 0.059 | 0.11
Additional Capacity
from VSTPS-III (Unit-I) 114.3
Charges from New
Stations (Rs. Cr) 6.80 0 6.80
Total Transmission
Charges (Rs. Cr) 116.94
Share of West Discom (Rs. Cr. 44.35

3.60 The Taxes for the Inter state Transmission chaigeBY 08 has been considered as
per the FY 07 tariff order i.e. Rs 2.35 Crores.e Bhare of West Discom is Rs. 0.89
Crores.

3.61 Based on the discussion above, the Power Purclmssaltowed by the MPERC for
FY’08 is shown below:

Table 81: Commission’s estimate of power purchasepenses for FY 08
(Amount in Rs. Crore)

Sl. Particulars FY’'08

No. Amount Rs/Kwh

1. Central Sector| Korba 1.03
986.98 101.74
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Sl. Particulars FY’'08
No. Amount Rs/Kwh
2. Western Vindhyachal-1 189.09 161
Req 1175.21
3 egion Vindhyachal-Il 195.19 1.74
1121.05
133.22
5. Gandhar 97.74 2.46
397.33
6. KAPP 45.25 2.05
220.28
7. TAPPS 3&4 134.37 2.66
505.72
8. 70.81 2.01
Vindyachal Il (unit I) 352.17
9. Total 4892 916 1.87
10. | ER Farrakka + Talcher
+Kahalgaon-I and
Kahalgaon-I1 164 29 1.74
11. | Bilateral RSEB/ Others
Purchases 227 9 0.42
12. | Other Sources| NHDC (Indira Sagar) Looa 123 1.20
13. JV-Sardar Sarovar 53 1.03
517
14. CPP/Wind** Nil 0 0
15. Total 1542 176 1.14
16. | MP Genco 5637 881 1.56
17. | Short Term Purchase (MP Tradeco) | 551.73 101.35 1.84
18. | Intra Discom Sale (Less) (56.28) (9.31) 1.62
19. | External Sale (Less) (415.87) (83.81) 2.02
20. | Net Power Purchases 12540.3 2019.49 1.61
21. | Transmission 44.35
22. | Charges 0.89
23. 45.24
24. | Total Power Purchase* 12540.3 2064.73 1.646

*Includes PGCIL losses amounting to 264.31 MU

** The Licensee has not indicated the amount ofrgneto be purchased for Non-
Conventional Energy sources. The information adé with the Commssion indicates that
currently energy is being purchased from wind getoes and this is likely to continue in
FY2007-08 as well. The Commission shall consideargy purchased from such sources at
the time of truing up for FY 2007-08.
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Network costs

3.62 In the following sections, the Commission has earrout an analysis of Licensee’s
capital expenditure plans, proposed capitalizabbrassets, forecast depreciation,
interest and finance charges and Return on Eqdihe Commission’s decision
regarding West Discom’s submission on these casts¥ 08 is provided in the
following paragraphs.

Capital expenditure Plans and Capitalization of assts
Licensee’s submission

3.63 The Licensee has adopted the five-year investmantgubmitted to the Commission
with certain modifications. The various schemegpsed in the investment plan are
aimed at achieving the following objectives:

» Capacity Building

* System strengthening
» Voltage improvement
* Loss Reduction

» Consumer Service

* Reliability of service

» Rural Electrification

3.64 The summary of the investment plan as per theipeis presented below:

Table 82: Investment Plan as filed
(Amount in Rs. Crore)

Scheme FY 07 FY 08

ND 25.78 27.97
JBIC 34.61 32.15
ST (N) 26.93 29.93
PSI 0.00 0.00
APDRP 186.75 80.04
ADB 40.29 0.00
RGGVY 34.06 67.15
PMGY 0.00 0.00
PFC- Capacitor Banks 0.0 15.00
ADB-II 0 181
Contributory schemes 25 25
Total (Excluding RGGVY) 339.36| 391.09
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3.65 The Licensee has submitted that certain modifioatioave been made to the earlier
investment plan submitted as part of the Businéss, Rpproved by the commission.
These are, primarily:

» Revision of the phasing of the proposed new ADBesoh is based on the detailed
project reports submitted to ADB

* Revision of the phasing of the investments of tl&3¥Y scheme based on the
updated status of approvals for the various cielke! schemes

» Revision of the proposed investment under the APB&me for FY 07 and FY
08 as decision of the Gol on continuation of theesae beyond FY 07 is still
awaited.

Capitalization Plan

3.66 The Licensee has submitted that it has inherit€¥\d4P of Rs.705 Crore as per the
provisional opening balance sheet notified by Golted 31 May 2005. The
addition to CWIP in FY 06 as per the audited acte®uras been Rs. 91.49 Crore.
However, details of CWIP amounting to Rs. 91.49r€rbave not been submitted.
For the projection period, the capitalization hasbassumed as follows:

» Opening CWIP as per provisional balance sheet @f332006 is estimated to get
capitalized equally in five years.

* New investments every year have been assumeddgetlmapitalized in five years.

* While the proposed investments under the RGGVY sehleave been stated in
the investment plan, the assets and the correampliidbilities have not been
considered for the MYT projections. As per the teand conditions of this
scheme, the assets and liabilities belong to tage &overnment.

» Expenses capitalization has been assumed at 486 afinual employee and
A&G expenses.

3.67 The Licensee has also claimed in the petition ttatfollowing additions / expansion
of the system shall be made during FYOS8:

Table 83: Physical details of network

FY 06 FY 07 FY 08
33KV line (Ck-km) 351 233¢ 924
11kVline (Ckt-km) 926 4354 4590
LT line (Ckt-km) 851 971 1115
33/11kV  Substation 18 245 74
(No.)
Power transformer< | 52/235 245/950 74/287
Nos./ MVA
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FY 06 FY 07 FY 08
Distribution 1891/296 20326/1916 4769/450
transformers — Nos. |/
MVA

Commission’s analysis of capital expenditure and gatalization

3.68 The Commission has specified tH€uidelines for Capital Expenditure by the

3.69

Licensees in MP”.The Guidelines require, in short, the Licenseesuomit to the

Commission a five-year Business Plan containingsfay and financial details of all
investment schemes planned over the five-year tiori@nder the notified guidelines,
the Licensee has filed a Business Plan to the Cesiom covering the five-year
period FYO7 to FY11, which has been approved byGbenmission vide letter no.
2178 dated 31.08.06. The following table provides investment plan of the
Licensee approved as part of the business plan:

Table 84: Investment plan as approved under Licer’s Business Plan
Amount in Rs. Crore

Scheme FYOoy FY08
ST (N) 27 29
ND 26 28
APDRP 267 0
ADB 40 0
JBIC 35 32
RGGVY 34 34
Total 428 123

As evident from above, the following differencesiséxbetween the approved
investment plan and the plan filed by the Licerigdts tariff petition:

Table 85: Deviation of filed Investment Plan fromapproved Business Plan
Amount in Rs. Crore

Name of Scheme FYO7 FY 08

Filed in the Approved as per | Filed in the Approved as per

petition Business plan petition Business plan

ST (N) 26.93 27 29.93 29
ND 25.78 26 27.97 28
APDRP 186.7¢ 267 80.0¢ 0
ADB 40.29 40 0 0
JBIC 34.61 35 32.1¢ 32
RGGVY 34.06 34 67.15 34
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3.70

3.71

3.72

Name of Scheme FYO7 FY 08
Filed inthe | Approved as per | Filed inthe | Approved as per
petition Business plan petition Business plan

ADB-II 0 Not filed for 181 Not filed for

approval approval
PFC 0 Not filed for 15 Not filed for

approval approval
Contributory schemes 25 Not filed for 25 Not filed for

approval approval
Total excluding 339.36 395 391.09 89
RGGVY (Rs. Crs.)

As shown in the table above, the Licensee in itgipe has projected lower capital
investments under APDRP scheme in FYOQ7. In FYU&# projected an investment
to the tune of Rs. 80 crores while no investmens approved in the business plan.
However, overall provisions of business plan forD&P scheme for FYO7 matches
with the investment proposed in the petition forOfYand FY08 combined together
and therefore it can be inferred that investmemwippsed under business plan for
FYO7 will now be carried out in two years viz. FY&/FY08. Thus the proposal for
APDRP under the petition is acceptable. In additioithe schemes in the Business
Plan, the Licensee has also proposed investmerdgruhDB II, PFC — Capacitor
Banks and Contributory schemes. The Licensee Hamited the details of ADB-II
and PFC-Capacitor Banks with the Commission, wlidh being processed by the
Commission.

The Commission does not intend to restrict investsiby the Licensee and therefore
allows the Licensee to invest as per Licensee’sstiaent plan. The Licensee is also
free to take up any new scheme during the courgeyad®8, which is not envisaged

now, provided the Licensee seeks Commission’s ajapfor the scheme as required
under Commission’s capex guidelines.

With regard to determination of ARR for FY 08, ttide of capital investments is to
the extent of the works that are planned to be ciesioned during the course of FY
07 and FY 08. The Gross Fixed Assets as at theobRYY 05-06 are available from

Licensee’s Audited Accounts, to which any furthapitalisation during FY 07 and

FY 08 shall get added. The depreciation and intefesrges for FY 08 are influenced
by the extent of capitalisation during FY 07 and G&. Therefore, it is necessary to
consider Licensee’s performance so far during thar y\Y06-07 with respect to

completion of capital works. This is presentedaiplé below:

Table 86: Licensee’s progress of completion of cagl works in FY 06-07
Amount in Rs. Crore

Scheme FY 07 asProgress reported by
approved  in| Licensee during FY
business plan | 07 up to 31-10-2006
ST (N) 27 3.36
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Scheme FY 07 asProgress reported by

approved  in| Licensee during FY
business plan | 07 up to 31-10-2006

ND 26 2.1¢

APDRP 267 24.69

ADB 40 13.61

JBIC 35 0

RGGVY 34 0

Total 428 43.85

3.73 From the table above it can be seen that the fiabpogress during the initial seven
month period of FY 06-07 is only around 10% as lasfahe approved Business Plan
of the Licensee. The physical progress achievedthey Licensee vis-a-vis the
projected numbers for the same period is as givehe table below:

Table 87: Physical progress of completion of cagit works in FY 06-07
Particulars FY 07 Progress up to| Progressin %

31.10.2006

33kV line (Ckt-km) 2332 2755 12
11kVline (Ckt-km) 4354 224 5
LT line (Ckt-km) 971 8.58 1
33/11kV Substation (No.) 245 7 3
Power transformers — No0S.245/950 6/Not submitted 2/ Not submitted
NM/A
Distribution transformers +20326/1916/ 686/ Not submitted 3/ Not submitted
Nos. / MVA

3.74

The progress status shown above makes it appdmahtthe Licensee has fallen
considerably short of the capital expenditure apgdoby the Commission, as part of
the Business Plan, for FYO7. Even if the existinggoess is prorated for the
remaining five months, the achievements shall bg Wwalow targets. Also, the

Licensee has not been able to substantiate theealm@ntioned progress with the
actual completion reports in respect of each schdrerefore, it is not clear as to
whether the works completed so far in FYO7 havenbeansferred from CWIP to

Fixed Assets.
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3.75

3.76

3.77

Licensee’s audited accounts for FY06 provided ® @ommission show the Gross
Fixed Assets as at the end of FY06 as Rs. 1553t8teCwhile the opening GFA as
per the notified Balance Sheet of*3Way 05 stands at Rs. 1499.42 Crore. Hence
during the ten month period froni' lune 05 to $1March 06, the addition to GFA is
only Rs. 53.93 Crore. For the purpose of deternginihne amount of possible
capitalisation during FY 07 and further during F8, the Commission enquired from
the Licensee about the budgeted capitalisatiomdufly 06, but the Licensee has not
provided the same to the Commission.

Given the poor capitalisation rate of the Licendegng FY 06 and the very meagre
progress against targets during FY 07, the Comomssonsiders it best in consumer
interest not to consider any addition to GFA in BY and FY 08 for FY 08 tariff
determination. The actual addition during FY O7pmurted by Audited Accounts,
shall be considered for FY 09 tariff determinati®his is also expected to provide an
incentive to the Licensee to expedite completiopefding capital works, maintain
project completion reports and ensure timely subiois of the same to the
Commission.

The Commission wishes to emphasize that it is vanch in favour of focussed
investments in the distribution sector. In Comnue& opinion, there is an urgent
need for heavy investments for improvement of istion network in the State. The
National Electricity Policy and also the Nationahriff Policy have considered
investments in distribution network as a priorif?DRP and other schemes funded
through ADB, PFC etc. could be major initiativestimis direction. Unfortunately in
spite of getting priority attention, the Distriboi Company’s performance in this
regard has been dismal and there seems to be f@demuate inclination to
implement schemes within stipulated time period.ilé/this situation is leading to
continuing high distribution losses, at the sameetthe Commission is constrained to
take a view to allow only those investments in ftarwhich the Distribution
Companies have factually demonstrated through thémissions in this regard. At
this moment, the GFA as reflected in the Licenséeidited Accounts for FY 05-06
is the only documented and verified informationt tttee Commission has of the asset
base of the Licensee. Thus the Commission shallvatlepreciation and interest
charges for FY 08 only on the GFA as at the endYoD5-06.

Operations and Maintenance Costs

Licensee’s submission

3.78

The Licensee has claimed O&M expenses on a noreasis as specified by the
Commission in MPERC (Terms and conditions for Dmieation of Tariff for
distribution and retail supply of electricity ancethods and principles for fixation of
charges) Regulations, 2006. The Licensee has amesidhe determinants of O&M
expenses as average of closing balances of FY @F%n08. The Licensee’s claim
for FY 08 is as under:

Table 88: O&M Expenses as claimed by the Licensee
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O&M charges FY08
A | Metered consumers (average of FY 07 and FY 08) B4
Multiplying Factor — A (Rs. Lakh / ‘000 consumers) 6.5
O&M — A (Rs. Lakh) 15497
B | Additional pre-paid meters to be installed durihg year 0.00
Multiplying Factor — B (Rs. Lakh / meter) 0.50
O&M — B (Rs. Lakh) 0.00
C | Metered Sales (MU) (Average of FY 07 and FY 08) &H39
Multiplying Factor- C (Rs. Lakh / MU 2.3¢
O&M — C (Rs. Lakh) 15034.00
D | HT Network Length (ckt-km) (Average of FY 07 and FY 70529
(Is/lst?ltiplying Factor — D (Rs. Lakh /00 ckt-km) 180
O&M — D (Rs. Lakh) 11285
E | Transformation Capacity (MVA) (Average of FY 07 and 5152
FY 08)
Multiplying Factor — E (Rs. Lakh / MVA) 1.53
O&M — E (Rs. Lakh) 7882
F | Items not covered in formulae *(MPERC License fee, 0.00
Taxes) (Rs. Crore)
Total O&M (A+B+C+D+E+F) in Rs Crore claimed 496.98

Commission’s analysis for O&M cost

3.1

3.2

In the section on asset capitalisation, the Coniomséas already elaborated its
reasons for not considering any asset additionnguRY 07 and FY 08 for the
purpose of FY 08 tariff determination. While thecénsee is encouraged to improve
upon its asset capitalisation rate, the benefihefsame shall be made available to the
Licensee only in subsequent tariff years when thim@ up petitions are considered.
The Commission considers this in the best inteséstonsumers, since this way the
consumers do not have to pay, through tariffsfdtarre additions to asset base, which
may or may not materialise to the extent allowedeny the past performance of the
Licensee. Hence, the Commission has determinedatmenO&M expenses for FY
08 only on the ckt-km of HT lines and transformaticapacity existing as at 31
March 2006. This data has been provided by thensiee to the Commission.

The Commission’s approach stated in the precedanggoaph is further corroborated
by the Licensee’s past performance with regardeaton of lines and transformers.
This is presented in the table below:
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3.3

3.4

3.5

3.6

Table 89: Licensee’s past performance with respetd creation of network assets

Particulars As onAddition |Addition |Additions |Additions Additions
March 03 |during  |During During claimed duringclaimed during
FY 03-04|FY 04-05 |FY 05-06 |FY 06-07 FY 07-08

33kV line (Ckt-| 10024 322 593 572 2332 924
km)
11kV line (Ckt-| 50452 599 1735 883 4354 4590
km)
Power 4341 355 403 132 950 287
transformers
MVA capacity

It is noted from the above table that the additmfines and transformation capacity
as projected by the Licensee for FY 07 and FY (8 rat in line with the same

actually added during the previous years. In fagtLicensee’s own submission of
progress of completion of works during FY 07, itapparent that the projections
made by the Licensee for FY 07 are highly exaggerathis is presented in the table
below:

Table 90: Licensee’s progress of creation of netwkrassets in FY 06-07

Particulars Network addition|{Actual Progress up tqProgress in %
claimed in ARR[31.10.2006 in all schem
for FY 07 operated by Company
33kV line (Ckt-km) 233z 275.¢ 11.81%
11kV line (Ckt-km) 4354 224 5.14%
Power transformers MVA 950 Not submitted

With regard to the other two determinants of noivea©O&M expenses i.e. metered
consumers and metered sales, the Commission, @r twdnaintain consistency, has
adopted a similar approach for FY 08 determinatibat is, these parameters are also
considered only as at the end of FY 06 and no imdditduring FY 07 and FY 08 are
considered for the purpose of O&M cost determimatibhis data was also provided
by the Licensee to the Commission.

The Commission, however, wishes to emphasise dltagugh for the purpose of FY
08 ARR determination, the determinants of normatd&M expenses have been
considered as at the end of FY 06 only, the noreakpenses shall be recomputed at
the end of the FY 08 based on actual additionsndurly 07. The adjustment shall be
considered at the time of truing up for FY2007-08.

Based on the above arguments, the normative O&Mersgs allowed by the
Commission to be recovered through tariffs for Feralde as below:

Table 91: O&M expenses as approved by the Commissidor FY 08

Amount in Rs. Crore

FY08

O&M expenses
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O&M expenses FY08
A | Metered consumers 2274808
Multiplying Factor — A (Rs. Lakh / ‘000 consumers) 6.50
O&M - A (Rs. Lakh 14786.25
B | Metered Sales (MLl 560¢
Multiplying Factor — C (Rs. Lakh / MU) 2.35
O&M — C (Rs. Lakh) 13174.10
C | HT Network Length (ckt-km) 62999
Multiplying Factor- D (Rs. Lakh /’00 clk-km) 16.0C
O&M - D (Rs. Lakh 10079.84
D | Transformation Capacity (MVA) 4876
Multiplying Factor — E (Rs. Lakh / MVA) 1.53
O&M —E (Rs. Lakh) 7460.28
E | Items not covered in formulae (MPERC License fexx€E) 0.69
(Rs. Crore)
Totgl O&M (A+B+C+D+E) in Rs Crore allowed (net of 455.69
capitalisation)

Depreciation

Licensee’s submission:

3.7

3.8

The Licensee has submitted that it has inherit&Fa of Rs. 1499.42 Crore as per
the notified opening balance sheet, which is subjecchange on any subsequent
notification by the GoMP. They have also claimedttim FY06, the addition to GFA
has been to the tune of Rs. 53.93 Crore and thenadated depreciation as on®31
March 2006 is Rs. 922.85 Crore.

The Licensee has computed the depreciation on ogebalance of GFA of
depreciable assets as per the notified openingibalsheet. The percentage to which
assets in each sub-category have depreciated kascbenputed as on 3May 05.
This has been estimated on the basis of year-wsiset addition data of MPSEB from
the year 1985-86 to 2004-05. The percentage oy fudipreciated assets (opening
balance) as provided by the Licensee are showmeitable below:

Table 92: Percentage of fully depreciated assets fied by the Licensee

Asset class FYO7 FYO08
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3.9

Asset class FYO7 FYO08
Land and Land Rights 0% 0%
Building and Civil Work: 1% 1%
Hydraulic Works 26% 26%
Other Civil Works 13% 13%

Plant and Machinery: ---

Transformers 60% 60%
Batterie: 97% 97%
Switchgear, Control and Protectiop43% 43%
Others 45% 45%

Line and Cable Networks, etc.: ---

Meters 23% 23%
Other: 70% 70%
Vehicles 100% 100%
Furniture and Fixtures 72% 72%
Other Equipment 34% 34%
Any Other Items 0% 0%

Further, depreciation on asset added during eaah thereafter has been computed
on the basis of projected capitalization in eaathstear as presented in the section on
capital expenditure of this Order. The total prtgelccapitalization in each year has
been distributed into different asset categorietherbasis of the category wise break-
up available as per the FY06 audited accountseiLibensee. The depreciation has
been claimed on the basis of rates notified byMirestry of Power under notification
S.0.265 (E) dated 27th March 1994.

The Licensees have claimed depreciation for a gaahe opening balance of GFA
for such year and has not claimed any depreciatioassets added during such year.
The depreciation claimed by the Licensee for FYOd BY08 is shown below:

Table 93: Depreciation claimed by the Licensee
Amount in Rs. Crore

Asset class FYO7 FY08
Land and Land Rights 0.00 0.00
Building and Civil Waks 0.8¢ 1.0
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Asset class FYO7 FYO08
Hydraulic Works 0.16 0.16
Other Civil Work: 0.0¢ 0.0¢
Plant and Machinery: ---

Transformers 13.45 19.46
Batteries 0.00 0.00
Switchgear, Control and Protection2.14 2.89
Other: 0.1¢ 0.4¢

Line and Cable Networks, etc.: ---

Meters 31.95 33.48
Others 16.31 25.71
Vehicles 0.00 0.00
Furniture and Fixture 0.07 0.07

Other Equipment 0.32 0.32
Any Other Items 0.00 0.37
Total 65.52 84.05

3.10 The Licensee has also allocated the total depreciataimed into wheeling and retail
sale activities on the basis of identification s$ets employed in each activity.

Commission’s analysis of depreciation claims:

3.11 The Commission has analysed the claims of the keemegarding depreciation and
is happy to note that the Licensee has done ams&xee analysis to determine the
opening balance of depreciable assets as 9May 05. The data regarding year-wise
and category wise asset addition to MPSEB asset has been shared by the
Licensee with the Commission. However, at the sime, the depreciable and fully
depreciated assets as ori'34ay 05, as worked out by the Licensee does notimat
with the accumulated depreciation as per the eotibpening balance sheet. If this
data is utilized, it shall be in conflict with tlsgening balance sheet.

3.12 Further, during FY06, the Licensee has claimedssetaaddition of Rs. 53.93 Crore,
which is corroborated by the Audited Accounts f00B submitted by the Licensee.
The accounts also show a consumer contributionof3R48 Crore towards cost of
capital assets, which have been considered undpitaCd&reserve. The Auditors,
however, have pointed out this fact and have contederthat the consumer
contribution should have been deducted from thes&Fixed Assets.
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3.13

3.14

The Commission has dealt at length the reasonsnéir considering the cost
projections done by the Licensee as these appédze toflated and not in conformity
with the past trend. In the past both physical dindncial asset capitalization
achieved by the Licensee has been extremely |&w.SBme is likely to be true for
FYO7 as well. The issue of asset capitalization lbeen dealt with in detail in the
section on asset capitalization of this order.hdg same rate is used for projecting
asset addition during FY08, the addition is notljkto be substantial. Consequently
deprecation for FY08 is not likely to deviate mdobm the depreciation available for
FY06. For FY08 the Commission has therefore compdtpreciation on the closing
balance of assets existing as ofl 8larch 2006 and no projected asset additions have
been considered. The Commission shall true upltbeved amount when the audited
balance sheet for FYO8 becomes available provibdatithe assets capitalized during
FYO7 and FY08 form a part of the schemes that Haeen duly approved by the
Commission as per the Capex guidelines framed. by it

The opening GFA and its split into various asseegaries considered by the

Commission for the purpose of computation of dejptemm is as shown in the

following table:

Table 94: Split of GFA as on 31 March 06 into various asset classes
Amount in Rs. Crore

Asset class FY08

Land and Land Rights 4.14

Building and Civil Works 28.57

Hydraulic Works 6.77

Other Civil Work: 3.0¢

Plant and Machirry: ---

Transformers 411.01

Batteries 0.20

Switchgear, Control and Protection 49.46

Other: 4.3¢

Line and Cable Networks, etc.: ---

Meters 326.67

Others 705.18

Vehicles 5.37

Furniture and Fixture 1.9t

Other Equipment 3.16
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3.15

3.16

3.17

3.18

Asset class FYO08
Any Other Items 0.00
Total 1549.88

The Commission’s Regulations under section 61 pitscthat the depreciation
should be computed using the rates as fixed byCERC and as amended from time
to time. The Licensee, in its filing for FY07, hadmputed depreciation based on
these rates. However, in the current filing, theelisee has computed depreciation for
FYO07 and FY08 on the basis of MoP rates and hasestgd the Commission to allow
depreciation on MoP rates. In order to buttressldsn for higher depreciation rates
(MoP rates are higher than the rates allowed by ©ERe Licensee has referred to
section 5.3 (c) of the National Tariff Policy, whicstates that for distribution the
depreciation rates shall be evolved by the ForurRedulators. Further, the Policy
also states these notified rates shall be appécdloith for tariff and accounting
purposes. The Licensee has also pointed out thapessAS-6 “Depreciation
Accounting” issued by the ICAI if any change is raad the method of depreciation,
retrospective computation of depreciation fromytaar of change would be required.

The National Tariff Policy recommends that the Forof Regulators (FoR) shall
evolve the depreciation rates suitable for distidou business. In this regard, the
Commission wishes to quote a letter from the FoR R®. 1/20(6)-2006-Tariff
Policy / CERC dated #3June 2006 addressed to the Chairpersons of th&€SER
which states that the depreciation rates as fixethé CERC shall also be applicable
for distribution businesses. The Commission, tleeef does not accept the
Licensee’s claim and has computed depreciationchase CERC rates. Also, the
erstwhile Regulations of the Commission issued uséetion 61 of the EA 2003 on
5" December 2005 had also prescribed the same m#sscribed by CERC.

The Commission has computed depreciation on asséfied as a part of the transfer
scheme of 3% May 2005 and on assets added during FY06 separdtel assets
notified existing as on*1June 2005 the Commission has provided depreciétioan
asset category to the extent that the accumulaprkdiation as on 3IMarch of each
year does not exceed 90% of the historical coatqtiisition.

Based on the discussion above, the depreciatiowedl by the Commission for FY08
is shown below:
Table 95: Depreciation allowed by the Commission fd=Y 08
Amount in Rs. Crore
Asset class FYO08
Land and Land Rights 0.00
Building and Civil Works 0.52
Hydraulic Work: 0.17
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3.19

Asset class FYO08
Other Civil Works 0.05
Plantand Machinery---

Transformers 14.31
Batteries 0.00
Switchgear, Control and Protection 2.85
Others 0.25
Line and Cable Networks, etc.: ---

Meters 19.50
Others 24.96
Vehicles 0.0C
Furniture and Fixtures 0.11
Other Equipment 0.23
Any Other Items 0.00
Total 62.96

With regard to segregation of allowed depreciabetween wheeling and retail sale
activities, the Commission’s approach and finaliglea are contained in the relevant
section of this Order.

Interest and Finance Charges

Licensee’s submission:

3.20

3.21

The interest and finance charges comprise intewastoans as per the opening
Balance Sheet of $1May 05, additional loans drawn during FY06, nevarls
proposed to be drawn as per the investment plavided by the Licensee for FY08,
the interest charges on Consumer Security Depdbk#sinterest charges on working
capital loans and the cost of raising of new ldmom lending agencies. With regard
to new capital expenditure during FY08, the Licenses not provided a fully
matching financing plan as part of it has been shtovbe funded through ‘untied
funds’ (i.e. there is no committed funding avai&gbl

The summary of the capital expenditure plan for &¥0nsidered by the Licensee for
interest computation as per the petition is givethe table below:
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Table 96: Summary of filed capital expenditure plan
Amount in Rs. Crore

Scheme FY 07 FY 08
ND 25.7¢ 27.97
JBIC 34.61 32.15
ST (N) 26.93 29.93
APDRP 186.75 80.04
ADB 40.29 0.00
PFC- Capacitor Bank 0.0C 15.0C
ADB-II 0.00 181
Contributory schemes 25.00 25.00
Total 339.36 391.09

3.22 For computing the interest liability the averageopéning and closing balances of the

3.23

loans for FY08 have been considered. The clositeniobas have been determined by

adjusting the opening balances for the projectettjpal repayments.

The Licensee has claimed that the terms and condifisuch as rate of interest, term

of repayment, moratorium period, etc.) of the loaligcated to it as per the notified
Balance Sheet are as per the respective loan agntemmnd the conditions indicated
by the State Government. The terms and conditidnth@® new loans have been
considered as per the Loan agreement with therigratjency. With regard to untied
funds, however, the terms and conditions have bassumed. The terms and
conditions considered by the Distribution Licendee new loans for computing

interest cost is as given in the table below:

Table 97: Loan terms and conditions as filed

Source Interest  Rate| Moratorium | No. of annual
(%) installments
State Govt. Loar 10.5 0 7
PFC Loans 10.75 3 8
REC Loans 9.25 5 10
ADB Loans 10.5 5 15
JBIC 8.2 5 10
PFC-Capacitor Bank 10.5 3 12
Other Market Borrowings for| 10.5 3 7
capex (Untied)
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3.24

3.25

3.26

The cost of raising finance and bank charges fodFiave been estimated at Rs. 3
Crore and the same has been assumed for FY08. ldowée basis for arriving at
this figure in FY07 has not been provided. Theriede on security deposit has been
computed at 6% of the security amount projectetherbasis of number of months of
approved security deposit and average monthly estidh revenue from various
categories of consumers.

The Licensee, in its petition, has not describedlibsis for capitalizing the interest
cost but from the working sheets provided by theehsee it appears that 50% of the
interest cost of the existing and new loans utlig® funding capital expenditure has
been considered as interest capitalized. With tedar expense capitalized, the
Licensee has escalated the value of this item ableilfrom the FY06 Audited
Accounts by 5% each year upto FYO08.

It must be pointed out here that the Licensee’arfaing plan does not provide any
funding for IDC and expense capitalized. However, amalyzing the numbers it
appears that the untied funds as projected by thenkee would be utilized for
funding IDC and expenses capitalized.

The Distribution Licensee has computed the intecest for the existing and new
loans on the basis of the terms and conditionscaidd above. The interest cost
claimed by the Distribution Licensee is given ig taAble below:

Table 98: Interest and finance charges as claimed/lihe Licensee
Amount in Rs. Crore

Interest and finance charges (IFC) FYO7 FY08
IFC on New long term loans

State Govt. Loans — APDRP 7.35 16.81
PFC 0.33 2.13
REC 0.24 0.70
ADB 0.8 5.20
JBIC 1.21 3.53
IFC on existing long term loans

PFC 10.60 8.03
REC 0 6.04
ADB 5.93 5.80
GoMP — APDRP 7.67 6.45
IFC on existing Generic loans from

MPSEB 55.57 47.42
Other mkt borrowings for rev. deficit 3.19 411
Other mkt borrowings for Working Capital 16.37 31.90
Mkt borrowings for capex (Untied) 6.66 21.98
Other IFC

Cost of raising finance and bank charges 3.00 3.00
Interest on consumer security deposit 15.83 17.07
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Interest and finance charges (IFC) FYO7 FYO08
Penal Interest Charges 0 0
Lease Rentals 0 0
Penalty charges for delayed payment for

power purchase 0 0
Gross IFC 134.74 180.98
Less IFC Capitalised 48.18 62.45
Net Interest & Finance Charges 86.56 118.53

Commission’s Analysis

3.27

3.28

3.29

3.30

The Commission’s Regulations on Terms and ConditiohDetermination of Tariff
for Distribution and Retail Supply of Electricitynd Methods and Principles of
fixation of charges, issued on2@®ctober 2006 allow interest charges of only those
loans to be passed through the ARR for which tlse@ated capital works have been
completed and put to use.

The Commission has also given directions to theehsee to maintain half-yearly
accounts, get them audited and submit to the Cosioms The Licensee has,
however, till date only provided the annual acceurfthe latest annual accounts
provided to the Commission by the Licensee peti@iRY 05-06, while the accounts
for the half year ended 80September 06 have not been submitted by the Léeens
Although the Licensee has provided to the Commisg progress of completion of
capital works till October 06, it has not been klshed whether the works completed
have been capitalised or not. Therefore, the Cosianisis only certain of the
capitalisation (GFA) as available from the finaldded accounts of FY 05-06.
Moreover, going by Licensee’s performance with rdga capitalisation of on-going
works in the past, the asset addition anticipatedthd FY 07 and FY 08 is marginal.

For all on-going works, the interest cost relatedhe loan funding such works is
considered as Interest During Construction (IDC)iclwhshall be capitalised and
added to the project cost at the time of assetalaggition. Such interest cost is not
considered as a pass through in the ARR. The El#aat the consumer can only be
made to bear the interest cost related to thosstsasshich the consumer is making
use of. The asset which is under construction tsuseful to the consumers, hence
interest cost incurred by the Licensee during adactibn becomes a part of CWIP
and is not allowed to be recovered through tariffs.

The Commission is aware that the Licensee shallptete some capital works during
the course of FY 07 and FY 08, which shall be edigiéd and added to the asset base.
However, as explained in the section on capitatisat the Licensee’s past
performance with respect to capitalisation of assempletely defies the projections
that the Licensee has made for FY 07 and FY 08.dtmmission thus considers it
prudent not to take a call on the possible capahn for FY 07 and FY 08, but
consider the interest expenses attributable to aisslets only when such assets are
actually added to the asset base. This shall als@ @s an incentive for the Licensee
to expedite the completion of works and tone upaitsounting practices to ensure
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quick and efficient transfer of assets from CWIPGBA. This shall also act as an
incentive for the Licensee to maintain half yeatgounts and submit the same to the
Commission.

3.31 The Commission, therefore, for FY 08 is inclinedftdlow the same approach as
adopted in the Tariff Order for FY 07 to work otetinterest cost chargeable to
revenue account. This involves allocation of deit aquity into GFA and CWIP as
available from the FY 06 Audited Balance SheetsTidas been done in the following
manner:

(@)

(b)

(€)

(d)

Net addition to GFA during FY 05-06 is worked aftetbtracting from total
addition to GFA, the consumer contribution amoustaxailable from the
Balance Sheet

30% of the net addition to GFA during FY 05-06 Hzeen considered as
funded through equity and added to the Equity abied to GFA as on §1
May 05 as per the FY 07 Tariff Order.

Balance of net addition to GFA is considered asritabbeen funded through
debt and added to the total debt allocated to GFAra31' May 05 as per the
FY 07 Tariff Order.

Debt repayments have then been subtracted frorotaledebt identified with

completed assets as computed from above. Repayimargsbeen worked out
as pro-rata to total scheduled repayments durin@596. Actual repayments
have not been considered since there have beenigaiindefaults by the

Licensee during FY 05-06.

The allocation is presented in the tables below:

Table 99: Allocation as per FY 07 Tariff Order:

Amount in Rs. Crore

S. | Source of funds Amount as per | Allocated | Allocated to

No. notified opening | to Fixed | Capital Works-
balance sheet Assets in-Progress

1. | Equity 533.00 449.70 83.30

2. Project specific loans 258.00 130.30 127.70

3 MPSEB loan 494.00 0.00 494.00

Table 100: Computation of debt associated with conigted works as at end of FY

06
S. No. | Particulars Amount (Rs. Crore)
1. Addition to GFA during FY 05-06 53.93
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S. No. | Particulars Amount (Rs. Crore)

2. Consumer Contribution during FY 05-06 3.48

3. Net addition to GFA during FY 05-06 50.45

4. 30% of addition to net GFA (considered |as 15.14
funded through Equity)

5. Balance addition to net (A — funded througl 35.31
deb

6. Debt associated with GFA as on®3May 05 129.91
(from above table

7. Debt repayment 4.41

8. Total debt associated with GFA as on 31Mar 160.82
06 (5+6-7)

3.32 The interest cost can only be allowed on thosedaaich are identified as per the

3.33

allocation as associated with completed works (GHA) the absence of such
identification by the Licensee, the interest hasrballowed on debt identified as
associated with capital works as above, at the htedyaverage interest rate of all
loans as on 31March 06. The weighted average interest rate akesoout for FY
05-06 for West Discom is 10.62% p.a. This is deteeth based on scheduled
repayments, not considering actual interest anacypal defaults during FY 05-06.
Also, notional interest payment on REC loan hashbeensidered for this purpose
even though there is a moratorium on interest payroa REC loan, since interest
shall have to be paid after the moratorium peridds weighted average interest rate
of 10.62% is less than the SBI Benchmark PLR 05Q%, hence is allowed as such.
The weighted average interest rate is then appdi¢de loans identified as associated
with completed works as per the allocation mentibrabove to determine the
allowable interest cost to be passed through thR A& FY 08. This is presented in
the table below:

Table 101: Interest cost as allowed for FY 08
Amount in Rs. Crore

Particulars FYO08

Debt associated with capitalised assets 160.82
Weighted average rate of interest (%) 10.629
Interest cost allowed through ARR 17.09

The cost of raising finance and bank charges fodF¥ave been estimated by the
Licensee at Rs. 3 Crore and the same has beenes$$anFY08. The Licensee has
not provided the basis for this computation. Howetlee Commission does not wish
to discourage the Licensee from drawing new loansatry out capital works during

FY 07 and FY 08. The Commission thus allows Rsr@&&€as cost of raising finance
for FY 08. The total interest and finance chardkesved for FY 08 are as under:

Madhya Pradesh Electricity Regulatory Commission Page 103




ARR AND RETAIL TARIFF DETERMINATION FOR FY 2007-08

Table 102: Total interest and finance charges aslailved for FY 08
Amount in Rs. Crore

Particulars FY08
Interest cost allowe 17.0¢
Finance charges allow 3.0C

Total Interest and finance charges allowed througiARR 20.09

Interest on Working capital
Licensee’s submission

3.34 The interest cost has been computed separatelwleeling and retail activity at
12.75% of the working capital requirement deterrdina accordance with the
provisions of the regulations of the Commission determination of distribution of
tariff. The details are as given in the table below

Table 103: Interest on working capital loans as eimed for FY 08
Amount in Rs. Crore

Sl. No. | Particulars FY08
Wheeling Activity

A) 1/6" of annual requirement of inventory 1| 1.5
previous year

B) 1/12" of O&M Expenses 41.4

C) 2 months of average wheeling charges 0.0q
Total Working Capital 42.9
Rate of Interest 12.75%
Interest on Working Capital 5.5
Retail Sale Activity

A) 1/6" of annual requirement of inventory 1| 1.8
previous year

B) Receivables equivalent to 2 months |&77.1
average billing

Less | 1/12" of the power purchase exper 207.1
Consumer Security Deposit 293.0
Total Working Capital 78.8
Rate of Interest 12.75%
Interest on Working Capital 10.10
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Commission’s analysis

3.35 For retail sale activity the Commission has comsdethe annual inventory

requirement at 1% of the gross value of meterimgtgsonly as the end of FY 05-06,
(which as per Table 94 is Rs. 326.67 Crore). Twatm® requirement of metering
stores would thus work out to Rs. 0.54 Crore (19826.67, pro-rated to 2 months).
As per Table 94, the remaining value of Gross BlMokild thus be Rs. 1223.21 Crore
as at the end of FY 06. One percent of this vatoeragted to two months would work
out to Rs. 2.04 Crore. This has been considereth@snventory requirement for
wheeling activity. The Consumer security Deposg& bhaen considered as discussed in
the section on interest on consumer security depbisé values of other elements of
working capital have been recomputed for the amallatved by the Commission in
the relevant sections of this order. The interestwmrking capital allowed by the
Commission for wheeling and retail sale activitgigen in the table below:

Table 104: Interest on working capital loans as ggoved for FY 08
Amount in Rs. Crore

Sl. No. | Particulars FY08
Wheeling Activity

A) 1/6" of annual requirement of inventory for previousye 2.04

B) 1/12" of O&M Expenses 37.97

C) 2 months of average wheeling charges 0.00
Total Working Capital 40.01
Rate of Interest 12.75%
Interest on Working Capital — wheeling activity 5.0
Retail Sale Activity

A) 1/6™ of annual requirement of inventory for previousye 0.54

B) Receivables equivalent to 2 months of averathedpf 490.05

Less | 1/12" of the power purchase expenses 172.06
Consumer Security Deposit** 453.71
Total Working Capital (135.18)
Rate of Interest 12.75%
Interest on Working Capital — Retail sale activity 0.00

*Calculated at approved tariffs of FY 08 containedhe retail tariff schedules
**Calculated based on revenues for FY 08 as workeidfrom approved sales forecast and approved
tariffs for FY 08
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Interest on Consumer Security Deposit
Licensee’s submission

3.36 The interest payable on Security Deposit has besnpated by projecting total
security deposit that the Licensee is entitled gopar the relevant regulation. The
Licensee has considered security deposit of 3 nsonththe average demand for
agricultural consumers, 1.5 months of the averageashd for all other consumers.

3.37 The Licensee’s audited accounts for FY06 show thatat 31 March 06, there is a
difference of Rs. 181.98 Crore between the secutéposit amount as per the
consumer ledger and that included in the notifipdring balance sheet of8May
05. This difference has been subtracted from tlogepred security deposit worked
out as explained in the above paragraph. The sitér@s been worked out at 6% on
the average of the opening and the closing balahti@s adjusted balance. For FY08
the interest that has been claimed on projectedsileis as given in the table below:

Table 105: Interest on CSD as claimed for FY 08
Amount in Rs. Crore
Consumer Security Deposit FYO08

As per BS and regulation 475.00

Adjustment for difference in financiall81.98
& consumer ledger

CSD for computation purpose 293.02
Interest Charges on CSD @ 6% 17.07

Commission’s analysis

3.38 The Licensee has not provided any explanation Herdifference in the amount of
CSD in financial and consumer ledgers. The Licenseits audited Balance Sheet for
FY06, has considered CSD at Rs. 433.68 Crore. Thenndssion, for the
computation of interest, on CSD has consideredntiraber that is reflected in the
duly audited Balance Sheet of FY06 and therefoee ddjustment done by the
Licensee is not being recognized. For FY08, the @8®been determined as per the
provisions of MPERC (Consumer Security Deposit) WRations 2005 and the
projected revenue from each category of consumetsrest on CSD allowed for
FYO08 is as given in the table below:

Table 106: Interest on CSD as allowed for FY 08
Amount in Rs. Crore

Consumer Security Deposit FYO08
Consumer Security Deposit at FY 08 revenues 453.71
Interest Charges on CSD @ 6% 27.22
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Return on Equity

3.39 The Licensee has claimed return at the rate of Dbifbequity projected to be
employed in completed assets in FY08. The projachtias been done taking into
account the balance as on"3flarch 2006 and entire equity inflow for the year f
Sub-Transmission Normal ST (N) schemes and coyradrfunding for ADB loans
by GoMP. The equity amount considered eligible lw Licensee for return is given
in the table below:

Table 107: Return on Equity as claimed for FY 08
Amount in Rs. Crore

Particulars FYO08
Srare Capital (A 57C
Capitalisation (B) 333
Additional equity flow 67
Normative Equity 100
Equity for Retur 63¢
Return on Equity claimed 89

3.40 The section on interest and finance charges explailearly the process of
identification of debt and equity with completedsets. This process results in the
total equity identified with GFA as at the end of B5-06. This is presented in the
table below. The Return on Equity as allowed for B/ARR is then determined by
applying the Commission specified rate of 14% oe tbtal equity identified as
allocated to GFA. The Commission is aware thatrduthe course of FY 07 and FY
08, additional equity shall be infused into thetritisition business for the purpose of
creation of assets, which will increase the amainequity allocated to completed
assets. This, if supported by audited accountsll $iga accounted for in future
aggregate revenue requirements of the Licensee.

Table 108: Return on Equity as allowed for FY 08
Amount in Rs. Crore

Source FY08

30% of addition to net GFA identified as fundets.14
through equity (from table 100)

Closing balance of equity identified with GFA as31® | 449.8:

May Ot
Total Equity identified with GFA as on 3Mar 06 464.96
RoE @14%allowed in ARR of FY 08 65.09
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Other items of ARR

3.41

Apart from the components of expenses discussekalitere are certain other items,
which form part of the Aggregate Revenue Requira@mniEmese include provision for
Bad Debts, other miscellaneous expenditure, aror period expenses / credits and
Other (Non-Tariff) Income. These are analyzed below

Bad and doubtful debts

3.42

3.43

With regard to provision for Bad Debts, the Comnoisshas tested the Licensee’s
claim vis-a-vis the maximum provision permissible ger the Commission’s
regulations under section 61 of the Act, which esttitat the maximum bad and
doubtful debts permitted to the Distribution Liceasare 1% of the sales revenues.
The following table gives the amount of bad deltsneed by the Licensee and those
approved by the Commission for FY08:

Table 109: Bad and Doubtful debts for FY08
Amount in Rs. Crore

Particulars FY 08
Claimed by Licensee 69.26
1% of sales revenues 29.40
Allowed by Commission 29.40

Note: Sales revenue has been computed at tariff rag®wgd by the Commission for FY 08 in this
Order.

It was stated in the Tariff Order for FYO7, the ambof bad debts actually written

off for FYO7 shall be considered subject to a maximof 1% of sales revenues and
any excess / shortfall shall be adjusted in the ARR-Y08. Similarly, any true-ups

for bad debts actually written off shall be consétkefor FYO8 when the Licensee
makes available audited accounts of these yednetGommission.

Other miscellaneous expenditure

3.44

The Licensee has claimed miscellaneous expenditnctuding prior period
debits/credits, past losses written off, etc. Tnisounts to Rs. 1.51 Crore for FY 08.
The Commission allows this amount to be includeBYn08 ARR.
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Other Income

3.45

3.46

3.47

The Licensee has projected an income of Rs. 75rb8eGrom this item for FY08.
This income is on account of meter rent, recovemnftheft of energy and interest on
loans and advances to staff. Interest on loans ahhnces to staff have been
distributed between wheeling activity and retaiesactivity on a ratio of 76:24, while
all other items are considered fully towards retale activity. The Licensee has
computed meter rent on the basis of rentals specily the Commission for each
consumer category in the relevant regulationsHergrojected number of consumers
in such category in FY08. With regard to projecsidior recovery from theft of
energy, the Licensee has claimed an amount of RLrBre against this item in
FY08. No explanations have been offered in thetipatito justify this claim. The
Licensee has not included any income from wheedlmgyges as part of Other Income
for wheeling activity.

The Commission has recomputed the meter rentat@ibdsis of average (average of
opening and closing balance) approved number ofwoers for FY08. With regard
to recovery from theft of electricity, the Licen&@udited Accounts for FY 06 do
not show any amount against this item. The Comuisdiowever, realizes that the
Licensee is in the best position to forecast thésni depending on loss reduction
efforts to be put in by the Licensee, and therefalftews Rs. 50 Crore as Other
Income from this activity for FYO08.

Further, the Commission allows interest on loand advances as projected by the
Licensee as Other Income by the Commission. Howevigh regard to income from
wheeling charges, the actual revenue to the Lieeaseper the Audited Accounts for
FY06 is Rs. 0.148 Crore. The same amount is incluae income from wheeling
charges for FY08. However, the actual income toLibensee from wheeling charges
during FYO8 could be higher depending upon the actwmber of open access
consumers, which shall be adjusted in subsequemsye

The amount thus allowed by the Commission as Qtimyme for FY08 shall be as
follows:

Table 110: Other Income for Wheeling activity
Amount in Rs. Crore

Particulars FY 08

Claimed by the Licens 1.87

Allowed by the Commission* 2.02

*Includes Rs. 0.15 Crore towards income from whegtiharges as explained above
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Table 111: Other Income for Retail Sale activity
Amount in Rs. Crore

Particulars FY 08
Claimed by the Licens 73.32
Allowed by the Commission: ---

Meter Rent 41.64
Total of all other items 50.59
Total as allowed by the Commission 92.233

Segregation of approved ARR between Wheeling and Rel Sale activities

3.48

3.49

3.50

3.51

The Commission’s Regulations under section 61 iedtibn 26' October 2006 state

that the Distribution Licensees should file the Pagpte Revenue Requirement in
three parts, viz. for power purchase activity, fidreeling (distribution) activity and

for retail sale activity. The Regulations cleaistéd out the items of fixed costs (i.e.
other than power purchase) that should be includea wheeling and retail sale

activities.

The Licensee has complied with the Commission’sileggns to the extent that they
have filed the ARR segregated among expenses feemppurchase, wheeling and
retail sale activities. West Discom claims to haanducted a study across two
distribution centers to determine the proportioncoéts, such as O&M associated
with wheeling activity and retail sale activity. fFather cost items, they claim to have
used allocation ratios to the extent the expensmddcbe identified as being

associated predominantly with one activity or other

The Commission lauds the efforts of the West Disdontletermine separately the
expenses attributable to wheeling activity andirstde activity. However, in absence
of a representative data set, the Commission doiewish to use the allocation ratios
as adopted by West Discom for segregation of exgserihe Commission directs the
Licensee to carry out an extensive study acrosepaesentative sample of its
distribution centers, RAOs, etc. to develop the@dadtion ratios for segregation of
each expense item (excluding power purchase) ifi@eling and retail sale activity.
The results of this study should be presented éoG@bmmission by the Licensee
within six months of this Tariff Order. This is, \Wwever, only a stop gap arrangement.
The Commission desires that the Licensee undertakied accounting segregation
for booking expenses separately under wheelingigctaind retail sale activity. The
Licensee should get back to the Commission, withimonth of issue of this Tariff
Order, with the probable time-lines for this adijvi

For the purpose of this Tariff Order, thereforege thommission allocates the fixed
costs (i.e. other than power purchase) in thevioilg manner:
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Wheeling activity shall include:

(@)
(b)
(€)
(d)

(e)
(f)
(9)

O&M expenses
Depreciation
Interest on project loans

Interest on working capital loans — for normativerking capital for wheeling
activity

Return on Equity
Other miscellaneous expenses

Less: Other Income as computed in previous section

Retail sale activity shall include:

(h)

(i)

(),
(k)

Interest on working capital loans — for normativerking capital for retail sale
activity

Interest on Consumer Security Deposits
Bad and Doubtful debts

Less: Other Income as computed in previous section

3.52 On the basis of above, the ARR for FY 08 for whegknd retail sale activity for the
West Discom is approved as under:

Table 112: Allowed ARR for FY 08 segregated among heeling and retail sale

activities

Particulars Amount in Rs. crs.
approved for FY 0€

Power Purchase expen 2064.7:

Transmission charges (MP Trans 279.7¢

Wheeling activity:

O&M expenditure 455.69
Depreciation 62.96
Interest and Finance Charges on Project L 20.0¢
Interest on Working Capital 5.10
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Particulars Amount in Rs. crs.
approved for FY 0€

Return on Equity 65.09

Other expenst 1.51

Less: Other Income 2.02

Sub-Total Wheeling ARR for FY 08 as approved 608.36

Retail Sale activity

Interest on Working Capital 0.00
Bad and Doubtful Deb 29.4(
Interest on Consumer Security Deposit 27.22
Less: Other Income 92.23
Sub-Total Retail ARR for FY 08 as approved (35.60)
Grand Total FY 07-08 ARR as approved 2917.35

Revenue Gap at existing tariffs

3.53

3.54

3.55

The revenues at existing tariffs have been workgdog the Commission using this
sales forecast. The revenue gap is worked out ukege revenues and the approved
ARR as shown in the table above. The sales reveamatshe revenue gap at existing
tariffs are presented in table below. The reveraje & filed by the Licensees is also
reproduced for ready reference:

Table 113: Revenue gap with approved ARR for FY 08t existing tariffs
Amount in Rs. Crore)

Particulars Amount
Revenue gap as filed by the Licensee (318.0)
Revenues at existing tariffs as worked out by then@ission 2933.08
Approved ARF for FY 08 (with interest on CSI[Bad Debt, 2917.15
etc. worked out at revenues from current tariffs)

Revenue Gap for FY 08 at existing tariffs (15.93

The Licensees had proposed to bridge the gap &1BRD Crs, as projected by them,
partly by means of tariff hike and efficiency gaensd partly by means of creation of
regulatory asset. However the revenue gap is 0BI93LCrs, as determined above.
The Commission has therefore made suitable motits to the tariff proposals to

meet the total revenue gap indicated above.

The expected revenues from revised tariffs fordistribution Licensee is shown in
table below:
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Table 114 : Revenue from revised tariffs
(Amount in Rs. Crore)

Particulars Amount
Revenue gap as fil by the License (313.0
Expected Revenues at approved tariffs for FY 08 0221
Approved ARR for FY 08 2917.35
Revenue (Gap)/surplus at approved FY 08 tariffs 296

3.56 From the table above, it is clear that there isaagmal surplus left over with the
Licensee. This, however, is a fall-out of maintaghuniform tariffs in the State. The
position shall be reviewed while truing up for F8.0

3.57 The consumer category-wise revenues at approvedd-Yariffs (contained in the
Tariff schedule in this Order), as worked out by @ommission are presented below:

Table 115: Consumer category-wise revenues at appred FY 08 tariffs

Consumer Category Sales (MU)| Revenues (Rs.
Crore)

Low Tension
Domestic Light Fan and Power 1707 57635
Non-Domestic Light Fan and Power 419 229.6:
Water Works and Street Lights 141 47.0
LT Industrial 409 187.36
Agricultural Consumers 2780 667.56
TOTAL (LT) 5456 1707.88
High Tension
Railway Traction 313 144.05
Coal Mines 0 0.0C
Industrial and Non Industrial 2142 957.77
Seasonal 11 6.71
HT Irrigation and Public Water Works 212 64.73
Township and Residential Colony 0 0.00
Bulk Supply to Exemptees 213 59.14
Grand Total (LT + HT

( : 8347 2940.31
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A4: AGGREGATE REVENUE REQUIREMENT OF MADHYA

PRADESH MADHYA KSHETRA VIDYUT VITARAN COMPANY
LIMITED (CENTRAL DISCOM) FOR FY 08

Summary of Sales Forecast as proposed by the Licess

4.1

4.2

4.3

The total sale of the Central Discom during FY 68&rojected at 6,504 MUs. The
sales in LT category is projected as 4,398 MUs6{063% of total sales) and in HT
category as 2,105 MUs (or 32.37 % of total sales).

Table 116: Projected Sales of the Central Discomifé-Y 08

Consumer Category Sales in MU - FY 08
2 |LV1 | Domestic Light Fan and Power 1779
U§J LV 2 | Non-Domestic Light Fan and Power 436
§ LV 3 | Water Works and Street Lights 123
8 LV 4 | LT Industrial 162
— | LV 5 | Agricultural Consumers 1898
- TOTAL (LT) 4398
HV 1 | Railway Traction 694
@ I HV 2 | Coal Mines 38
U§J HV 3 | Industrial and Non Industrial 1133
8 HV 4 | Seasonal 2
§ HV 5 | HT Irrigation and Public Water Works 91
— |HV6 Township and Residential Colony 148
T | HV 7 | Bulk Supply to Exemptees 0
TOTAL (HT) 2105
TOTAL LT + HT 6504

The sales forecast of 6504 MU of the Licensee @iah3.63% more than the revised
estimates of FY 07 (which is 5724 MU). This fordcas per Licensee’s petition, is
composed of 376 MU of un-metered agriculture salée Licensee has not forecast
any un-metered sales in domestic category.

During discussions, the representatives of Cetimtom have also stated that about
65,452 consumers of domestic category as on 30@@&dominantly in rural areas,
are presently getting un-metered supply. The Lieens its filings, has not projected
any sales for un-metered domestic category, but@ahsumption of this category also
has been considered as metered sales.
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Energy balance and power purchase as proposed byeh.icensee

4.4

4.5

4.6

Keeping in view the prevailing arrangement betwd#R Tradeco and the three
Discoms, the Licensee claimed that they are natposition to independently provide
complete and updated information regarding stawcse generation availability and
power purchase costs in the relevant formats (astipe aforementioned Tariff
Regulations). The Licensee has provided the inftionabased on the interactions
with MP Genco, MP Transco and MP Tradeco. In tbigard, the Licensee has also
claimed that they have taken guidance from SecfiBnof the MPERC (Power
Purchase and Procurement) Regulations 2004 Revisi@®06 (RG-19(l) of 2006)
which states that

“The Distribution Licensee shall make long-term @ewh and supply availability
assessments in consultation with any or all conedrnncluding state sector
Generating Companies, discoms, private Distributibitensees, central sector
Generating Companies and Transmission CompaniegioR& Electricity Board,

National / Regional Load Dispatch Centers, CenE#bdctricity Authority.”

The Distribution Licensee claims that they havepaed tentative information from
key sector participants for computation of powercpase cost for the purpose of
arriving at revenue requirement. The Distributioodnsee requested the Commission
to take due cognizance of this fact while computtigwable power purchase cost of
the Licensee. It also requested the Commissiornve @pportunity to the Licensee to
submit updated information, if such informatiommsde available to the Distribution
Licensee by MPGenco, MPTransco, and MPTradeco.

The Licensee has considered the % allocation ofapp (32.52%) as per the
Government's notification vide letter dated 18/IWB. The central discom has
calculated details related to the following itersgar the above allocation:

* Monthly energy available from all sources
» Annual fixed charge payable to generators

» Estimated payment to generators on account of thes) income tax, duties,
etc.; and

» Estimated inter-state transmission charges to lae pa

Assessment of Energy Availability by the Discom

4.7

The Licensee has assessed the availability ofggrfieom various sources based on
discussions with Tradeco. Availability of energgrir MPGenco is based on monthly
forecast of generation by MPGenco for 2007-08. Tieensee has claimed that
information on availability from Central Generatifgations (NTPC, NPC) was not
available at the time of filing the petition. “Aetugeneration” for the previous two
years and first six months of the current year.e Deneration lost due to forced
outages of Korba Unit 4 and Vindhyachal (Unit 4 @&@)dduring 2005-06 have been
duly considered while estimating the energy avditglfrom these stations.
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4.8 Availability from new stations expected to be corssioned in 2006-07 and 2007-08
has also been considered.

4.9 The following table provides the annual availapilitom each of the sources while
the monthly availability has been provided in ForifRa-2 (an additional format).

Table 117 Energy Availability for Central Discom fa FY 08
2007-08  2007-08 Central

Source-wise availability (MU)

State Discom
NTPC
NTPC-Korba 3242 1054
NTPC-Vindyachal | 3097 1007
NTPC-Vindyachal Il 2377 772
NTPC-Vindyachal Ill 1146 372
NTPC-Kawas 282 92
NTPC-Gandhar 842 274
NTPC-Sipat 175 57
KAPP 467 152
TAPS 1072 348
Farakka 184 60
Talcher 128 42
Kahalgaon 81 26
Kahalgaon 2 476 155
NTPC-Total 13571 4410

Bilateral Power Purchase
CHPS-Gandhi Sagar 171 56
CHPS-RP Sagar 186 61
CHPS-Jawahar Sagar 139 45
RSEB (Chambal,Satpura) 497 161
Rajghat HPS 45 14
DvC 770 250
MSEB(Pench) 209 68
LANCO (PTC) 0 0

Bilateral-Total 1520 494
Other Sources 2700 877
NHDC - Indira Sagar 1700 552
Sardar Sarovar 1200 390
Omkareswara HPS 0 0
Others 1 (Wind & CPP) 0 0

Others 3 (Ul) 5600 1820
MP Genco — Thermal
AMARKANTAK PH-I 181 59
AMARKANTAK PH-II 941 306
AMARKANTAK PH-III 558 181
SATPURA PH-I 1871 608
SATPURA PH-II 2624 853
SATPURA PH-III 2647 860
SANJAY GANDHI PH-I 2464 801

Madhya Pradesh Electricity Regulatory Commission Page 116




ARR AND RETAIL TARIFF DETERMINATION FOR FY 2007-08

2007-08  2007-08 Central

Source-wise availability (MU)

State Discom
SANJAY GANDHI PH-II 2617 850
BIRSINGHPUR 3241 1053
MPGenco Thermal 17145 5571
MPGenco — Hydel
Bansagar Tons HPS-Tons 936 304
Bansagar Tons HPS-Silpara 79 26
Bansagar Tons HPS-Devlond 79 26
Bansagar Tons HPS-Bansagar IV 79 26
Birsingpur HPS 45 14
Bargi HPS 503 163
Marhi Khera HPS 73 24
Mini-Micro HPS 0 0
MPGenco Hydel Total 1794 583
Total 39629 12877

Assessment of Power Purchase Cost (Fixed and VariabCost) by the Discom

4.10 The Fixed costs and variable costs of MPGenco 1608 have been adopted by the
Licensee as per the Multi-Year (FY 07 to FY 09)iffadrder of the Commission. For
existing Central Sector stations, Fixed Costs Haen adopted as per CERC Orders
for respective stations and variable costs (inclgdtPA applicable at present) have
been adopted as per the July 2006 bill.

4.11 For working out the cost of power purchase from tiesv stations of the Central
Sector, the following methodology has been adoptethe Licensee:

€)) For Vindhyachal-1ll, variable cost has been estedaas per the July bill for
infirm power.

(b) For Sipat-ll and Kahalgaon —lI-Phase-I, the temtatestimate provided by
NTPC vide Letter No. 01:: CD:279: NNS dated 27-@®42, has been used as
the basis for determining the variable costs. Theerisee has stated that in
order to reflect realistic levels of variable coske respective variable costs as
provided in the letter have been increased @10%apeaum from the base
date of determination. The variable cost increaselieen shown in the form
of FPA charges.

(c) Fixed costs for all the above mentioned threeatat(Vindhyachal-Ill, Sipat-
Il & Kahalgaon — Il Phase (I)) have been estimdigadonverting the per unit
fixed cost provided in the letter.

Madhya Pradesh Electricity Regulatory Commission Page 117




ARR AND RETAIL TARIFF DETERMINATION FOR FY 2007-08

4.12 Fixed and variable costs for other new stationsehbeen estimated based on
discussions with Tradeco. The following table pd®g a summary of fixed and
variable costs of each of the stations that hawn lmonsidered for determining the
power purchase cost. As stated earlier, the MPMKY/\¢Bare of fixed cost has been
considered for its ARR purpose.

Table 118 Fixed & Variable Cost for Central Disconfor FY 08

2007-08
. Fixed Cost- .
Source-wise availability ) st - Central VEES S FPA
State . Cost
Discom
Rs Cr Rs Cr Rs/ kWh Rs/ kWh
NTPC
NTPC-Korba 85.95 27.93 0.4731 0.0738
NTPC-Vindyachal | 98.17 31.9 0.7578 0.1928
NTPC-Vindyachal Il 135.26 43.95 0.7333 0.1843
NTPC-Vindyachal Ill 181.86 59.1 0.8675 0
NTPC-Kawas 61.2 19.89 1.0269 2.2567
NTPC-Gandhar 98.85 32.12 1.021 0.3565
NTPC-Sipat 99.89 32.46 0.4123 0.1237
KAPP 0 0 2.0234 0.0122
TAPS 0 0 1.9526 0
Farakka 7.49 2.43 0.9857 0.0838
Talcher 5.76 1.87 0.411 0.143
Kahalgaon 5.3 1.72 1.0748 0.1791
Kahalgaon 2 54.69 17.77 0.6884 0.2754
NTPC-Total 834.44 271.15
Bilateral Power Purchase
CHPS-Gandhi Sagar 10.86 3.53 0
RSEB (Chambal,Satpura) 10.86 3.53 0
Rajghat HPS 8.56 2.78 0
DvC 0 0 2.54
MSEB(Pench) 11.6 3.77 0
LANCO (PTC) 0 0 0
Bilateral-Total 31.02 10.08
Other Sources
NHDC - Indira Sagar 275.88 89.65 0
Sardar Sarovar 0 0 0.95
Omkareswara HPS 0 0 0.95
Others 1 (Wind & CPP) 0 0 0
Others 2 (Short-Term purchase) 0 0 0
Others 3 (Ul) 275.88 89.65
MP Genco — Thermal
AMARKANTAK PH-I 1.17
49.23 16
AMARKANTAK PH-II
AMARKANTAK PH-III 140 45.49 1.17
SATPURA PH-I
SATPURA PH-II 207.29 67.36
SATPURA PH-III
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2007-08
. Fixed Cost- .
Source-wise availability ) st - Central VEES S FPA
State ) Cost
Discom
Rs Cr Rs Cr Rs/ kWh Rs/ kWh
1.34

SANJAY GANDHI PH-I

303.7 98.69 1.02
SANJAY GANDHI PH-II
BIRSINGHPUR 320 103.98 1.02
MPGenco Thermal 1020.22 331.52
MPGenco — Hydel 0 0 0 0
Bansagar Tons HPS-Tons 92.92
Bansagar Tons HPS-Silpara
Bansagar Tons HPS-Devlond

92.92 30.19 0
Bansagar Tons HPS-Bansagar IV
Birsingpur HPS 3.93 1.28 0 3.93
Bargi HPS 9.68 3.15 0 9.68
Marhi Khera HPS 0 0 0 0
Mini-Micro HPS 0 0 0 0
Hydel Total 106.53 34.62 106.53
Total 2268.09 737.01

Assessment of Other elements of power purchase tos

4.13 Other elements of power purchase costs such astimegincome tax, ED & Cess
etc, and other miscellaneous charges have beemmedsat the level of actual
expenditure on these accounts for the year 2005-06.

Table 119 Other Charges for All Stations for FY 08

(Disincentive) / Any Other Total of Other
CEs Oller CiErges Incentive LLEE S LEN (ED,Cess etc.) Chargesin Rs Crs
2007-08 Total (Proj) 38.79 49.75 84 172.53
MPMKVVCL Share
2007-08 (Proj) 12.6 16.16 27.29 56.06

Inter-state Transmission Costs

4.14 The inter-state transmission cost has been estihwet¢he basis of the actual bills for
September 2005 to August 2006. The total bill amdanthis period comes to Rs
110.14 Crores for the sector and the same hasdatggied for FY 08. Rebates, etc.
on short term power transmission have not beemastd as they are likely to be
infirm in nature.
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Table 120 Inter State Transmission Charges for FY)8

Sep-05 8.37 0.9 0 0 0 0 9.27
Oct-05 8.7 0.83 0 0 0 0 9.53
Nov-05 8.56 0.78 0 0 0 0 9.35
Dec-05 8.63 0.49 0 0 0 0 9.12
Jan-06 8.46 0.23 0 0 0 0 8.69
Feb-06 8.46 0.22 0 0 0 0 8.68
Mar-06 9.09 0.22 0 0 0 0 9.31
Apr-06 9 0.24 0 0 0 0 9.24
May-06 9.23 0.23 0 0 0 0 9.46
Jun-06 9.22 0.25 0 0 0 0 9.47
Jul-06 7.8 0.25 0 0.24 0.14 0.73 9.15
Aug-06 7.71 0.25 0 0.29 0.08 0.54 8.87
Total 103.24 4.88 0 0.53 0.22 1.27 | 110.14
Central Discom’s Share 35.7¢

Merit Order Dispatch

4.15

4.16

The Licensee has adopted a merit order simulatioa monthly basis by matching
monthly energy requirement with monthly availalildased on the variable costs of
various sources. The Licensee submits that whiteoathly determination of cost
provides an improved estimate over an annual dé&tetian of cost, the actual cost
will differ based on the daily peaking requiremeaisl variation between actual and
projections. The Licensee prays that such deviatioe passed on a regular basis
through the FCA formula proposed which is alsoiire lwith the provision of the
National Tariff Policy (Clause 5.3 (h) (4) and GlawB.2.1 (1)):

“Uncontrollable costs should be recovered speethlyensure that future consumers are not
burdened with past costs. Uncontrollable costs wantlude (but not limited to) fuel costs,

costs on account of inflation, taxes and cess,ati@ns in power purchase unit costs

including on account of hydro-thermal mix in ca$@adverse natural events.”

and

“All power purchase costs need to be considereditagte unless it is established that the
merit order principle has been violated or powesteen purchased at unreasonable rates.”

The Licensee claims that the monthly requiremeneredrgy is based on Licensee’s
own projection and tentative estimate of requiretsi®@h other discoms. The Licensee
states that only the Commission has the knowledgheototal energy requirement
planned by all the Discoms.

Madhya Pradesh Electricity Regulatory Commission Page 120




ARR AND RETAIL TARIFF DETERMINATION FOR FY 2007-08

Korba
1053.6 98.69 0.94
2. Vindhyachal-| 1006.5|  152.96 1.5
3. Vindhyachal-I| 772.3|  128.02 1.6¢
4. Kawas 12.4 26.44 21.31
5. Central Sector Gandhar 99.2 47.15 4.79
6. KAPP 151.8 31.4 2.07
7. TAPPS 3&4 348.4 68.03 1.95
8. Vindyachal lIl (unit 1) 372.3 91.34 2.4p
10. Sipat 57 35.52 6.23
12. Total 3873.5 679.6 1.75
13. ER Farrakka + Talcher
+Kahalgaon-1 and
Kahalgaon-ll 2707 | 49.36 1.8
14. Bilateral Purchases J.Sagar, R.P.Sagar
132.13 6.72 0.5]
15. Other Sources NHDC (Indira Sagar) 877.34 89.65 1.02
16. JV-Sardar Sarovar 552.33 52.69 0.91
17. CPP/Wind
18. Short term purchases 55.86 19.55 3.5
19. New Hydel Stations
(MadhiKheda & Bansagar
IV, Omkareshwar)
439.48 37.2 0.84
20. Total 1925.01| 199.09 1.0B
21. Short term Sales (Less) 0 0 0
22. Net Power Purchases
6201.34 | 934.77 1.51
23. Transmission Fixed Charges 35.79
24. Charges Taxes
25. Total
26. Sub-total
27. MPGenco | 5341.56 | 910.05 1.70
28. Total Power Purchase 11542.9| 1880.61 1.6292
4.17 It can be seen from Table 117 and Table 121 tletetrs a difference of 1334 MUs
(12877 — 11543) between energy available and enmexqyired. Though the Licensee
has not explained the reason for this differencetsnfiling, but in subsequent
submission the Licensee has indicated that, a gfatthis surplus will be used for
trading power outside the state through which likisly to earn Rs 114 Crore.
4.18 The total power purchase cost as estimated by émtr& Discom thus works out to

Rs. 1880.61 Crore or Rs. 1.6292 per Unit for 2087-
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Commission’s analysis

Sales forecast

4.19

4.20

4.21

The Commission recognizes that metering of a hugenber of un-metered
consumers is a challenging job and can be addresggdradually. The Commission
had a meeting with the CMDs of all three Discom<28f February 2007 and, after a
lot of deliberations, decided to revise the timefeafor metering of un-metered
connections in domestic category and metering dR®or assessment of un-metered
agriculture consumption. The roadmaps have beevidao by the Licensees. As per
the roadmaps, all un-metered connections in domesategory shall be metered by
Dec. 2008. The Licensees have further committed &laDTRs predominantly
supplying to agriculture consumers ( about 57008. fiar Central Discom) shall be
metered by March 2011 under an ADB assisted prograhe Commission is
examining the proposal of the Licensee and aft&ingathe views of all the
stakeholders, will notify the fresh timeframe fahéving 100% metering. However,
for FY08 the Commission has considered that thellebe un-metered sales and has
gone by the assessment of consumption for thesgardgs.

Based on the submissions of the Licensee with degaassessed consumption of un-
metered consumers in domestic as well as agrieultategories, the Commission
approves the following:

(@ Un-metered consumers in domestic category shdiillzal on the basis of 77
units per consumer per month in urban areas, andh88 per consumer per
month in rural areas;

(b) Un-metered agriculture consumers in rural areasctiied by GoMP under
the Electricity Act, 2003 shall be billed on thesisaof 100 units per HP of
sanctioned load per month for permanent connectons130 units per HP of
sanctioned load per month for temporary connections

(c) Un-metered agriculture consumers in urban areas lshdilled on the basis
of 130 units per HP of sanctioned load per monthpiErmanent connections
and 150 units per HP of sanctioned load per mamtkeinporary connections.

Further, the Commission had a look at the salescést of all metered consumers
and had compared the same with the past trendsCohenission had also taken note
of Licensee’s supporting submissions with regardsates projections of various

categories and considers the assumptions as rddsohds also to be noted that the
guantum of power available to the State of MP 07208 based on existing

generation and planned capacity addition is moan tbufficient to meet the sales
requirement of the Licensee. The quantum of powaila@ble, even after considering

the T&D losses is enough to meet all forecast reguents of the consumers.
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4.22

As per the regulations of the Commission issueceusdction 61 for distribution and
retail supply tariff determination, actual powetdsby the Licensee during a year in
guestion shall be grossed up for normative lossesompute allowable power
purchase quantum during such year.

Energy Balance and Power Purchase

4.23

4.24

4.25

4.26

The state government has come out with annual tailes for distribution losses for
the period FY 07 to FY 11, which is shown in thédwing table. The Commission
has computed the energy requirement of the Licepnsethe basis of the GoMP’s
order dated 28 December 2006 on distribution losses. Therefire, Commission

has considered distribution loss to be 40% durivegggderiod FY2007-08 for Central
Discom.

Table 122: Distribution Losses (%) as per GoMP Le#r Dated 28" December
2006

Year Central Discom
FY 2006-07 43%
FY 2007-08 40%
FY 2008-09 37%
FY 2009-10 34%
FY 2010-11 31%

The Inter state transmission losses have been demhjps per the moving averages of
thescheduledosses of the last 52 weeks. The losses for Fiiad@ been computed as
per the following table:

Table 123: Month wise Inter State Transmission Losss (%) for Central Discom
Month Central Discom

April 6.3%
May 6.5%
June 6.7%
July 6.5%
August 6.2%
September 6.9%
October 6.6%
November 6.6%
December 6.7%
January 6.6%
February 6.6%
March 6.3%

The Commission has considered the intra statertrizsgn losses at 4.9% as per the
transmission MYT Order.

The energy balance for FY08 is presented in tHeviahg table afteconsideringhe loss
targets set by the GoMP.
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Table 124: Energy Balance for FY08

Particulars Central

1 | Total Energy Sales (MU) 6503
2 | Distribution Loss (%) 409

3 | At T-D Interface (MU) 10834
4 | Transmission Loss of MPPTCL (%) 4.90%
5 | At MP Periphery 11397.6
6 | External Losses (MU) 2264
7 | Net Energy Requirement (MU) 11623.9

4.27 The Commission, as per the Government of Madhyadd3fa Notification No.
1929/F.RS/4/X111/2001 dated T4viarch 2007, has considered energy allocation from
existing stations for meeting Licensee’s requiretsemd also the capacities of new
station allocated to MP Tradeco. The Commission d&as considered the GoMP
notification which states that, during energy déficonths, Licensees shall purchase
power from MP Tradeco.

4.28 Station wise capacity allocation to Central Discoomsidered by the Commission as
per the GoMP Notification as mentioned above iggiin the following table:

Table 125: Station wise capacity allocation (%) t&entral Discom
Name of Power Station

CENTRAL

MPPGCL - SH: Bargi 47.49%
MPPGCL - IS: Gandhi Sagar 47.49%
MPPGCL - IS: Pench 47.49%
MPPGCL - SH: Birsinghpur 47.49%
MPPGCL - SH: Bansagar Complex 47.49%
MPPGCL - IS: Rajghat 47.49%
ER: Talcher STPS 47.49%
Sardar Sarovar Project 47.49%
WR: Korba STPS 47.49%
JV: Indira Sagar (8x125 MW) 32.49%
MPPGCL - ST: Amarkantak Complex 32.49%
WR: Vindhyanchal STPS - | 32.49%
MPPGCL - ST: Sanjay Gandhi Complex 32.49%
MPPGCL - ST: Satpura Complex (Ph - Il & III) 32.49%
MPPGCL - ST: Satpura Ph-1 (Inter State) 32.49%
ER: Farakka STPS 14.04%
WR: Vindhyanchal STPS - II 14.04%
WR: Vindhyanchal STPS - Il ( Unit-1) 14.04%
WR: Kakrapar APS 14.04%
WR: Gandhar GPP 14.04%
WR: Tarapur APS 14.04%
ER: Kahalgaon STPS 14.04%
MPPGCL - SH: Marhikheda 14.04%
WR: Kawas GPP 14.04%
Weighted Average 32.49%
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4.29

4.30

4.31

4.32

4.33

4.34

While the GoMP has allocated 32.49% of 135.5 MW &wmatap & Jawahar Sagar
HEPs to the Central Discom, the Commission hasansidered the power available
from these stations as they are located in Rajasth@imilarly, even though the

GOMP has allocated 32.49% of 187.5MW Satpura Ph&s¢he Central Discom, the

Commission has considered the availability basedhentotal installed capacity of

312.5MW since the project is located within thetestaf Madhya Pradesh. This has
resulted in the weighted average allocation becgniif.49% as against 33.96%,
indicated in the GoMP notification. This is coneigt with the stand taken earlier by
the Commission.

The weighted average of allocation for Central Dimecas per the allocated and
unallocated share from each station is 32.49%.

Central Generating Stations: The annual energylabiiy for FY 08 from existing
Central Generating Stations has been considergoerashe petitions filed by the
Licensee.

MP Genco Stations: As stated earlier, the Licensee® shown the availability of
energy from MPGenco based on monthly forecast oeggion by MPGenco for
2007-08.

The Commission undertook an exercise to analyze thhonavailability and
requirement of Central Discom for FY 08. The anialyhowed surplus or deficit in
each of the months for the Licensee.

The month wise availability and requirement for theensee for FY 08 is given
below.

Table 126 Month-wise Energy Requirement & Availabiity for FY2007-08 (In
Million Units)

Central
Month Discom
Availability Sale through intra (Deficit)/
from intra- discom trading Surplus
Energy discom Energy
Availability trading Required
A B C D | E=(A +B)-(C+D)
April 759.8 11 930.9 (170.1)
May 766.3 24.5 914.7 (123.9)
June 697.1 0 868.2 (171.0)
July 753.1 7.8 848.5 (87.4)
Aug 1054.1 0 890.7 35.6 1278
Sept 988.3 0 886.9 101.8
Oct 1124.0 0 994.§ 129.8
Nov 1037.4 0 1083.7 (46.2)
Dec 970.5 0 1120.2 (249.7)
Jan 910.2 0 1098.4 (187.8)
Feb 794.0 0 1023.7 (229.7)
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Mar 817.4 0 963.6 @ (146.3)
Total 10672.1 33.4 11623.9 35/6 (954/0)

4.35 As can be seen from the above table, though thenkie is required to procure short
term power of 1312.41 MUs in the months of Aprildaly and November to March
and will be having surplus of 358.4 MU from AugustOctober. The procurement
will be made from MP Tradeco at an average ratdRef1.84 / kWh as per the
calculation shown in the following table.

Table 127 Rate of Short Term Purchase from MP Tradeo during FY2007-08

MUs Total Cost (Rs.

MP Tradeco Stations Crs.)

Sipat 749.69 125.17
Kahalgaon STPS —l| 699.28 145.59
Birsinghpur 3267.65 653.3(
Amarkantak 686.21 150.29
Omkareshwar 1200.00 114.49
Vindhyanchal STPS-III (Unit-I1) 746.66 156.89
Marhi Kheda (Unit — III) 27.68 9.38
Total 7377.16 1355.0¢
Avg. Rate (Rs. / Unit) 1.84

4.36 As the Commission has decided to have a uniforiff tarthe state during FY08, the
excess energy in a month with the Licensee wiitfire given to other Licensees of
Madhya Pradesh who are having a shortfall in theesanonth. The Commission
directs that the sale rate of the surplus energytter Discoms within the state should
be at the Monthly Pooled Cost of Power as giveowel

Table 128 Monthly Pooled Cost of Power for Combine®iscoms

April 2728.0 459 1.68

1

2 | May 2647.9 461 1.74
3 | June 2556.6 434 1.70
4 | July 2444.1 391 1.60
5 | August 2964.6 352 1.19
6 | September 2957.2 378 1.28
7 | October 3327.5 468 1.41
8 November 3354.7 525 1.56
9 | December 3368.6 541 1.61
10 | January 3267.2 533 1.63
11 | February 3003.7 494 1.64
12 | March 2869.9 475 1.65
*MUs include Total availability and Short Term Povperrchase less energy sold through intra discom
trading.

**Rs. Crs. Include Fixed Cost, Variable Cost, PG@harges, Cost of short term power purchase less
revenue from external sale.
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4.37

4.38

4.39

Any excess energy remaining with the Licensee,eas $n the monthly availability

and requirement table given above, after Intraesteiding, shall then be used for
external trading, at the Monthly Average Power Rase Cost for those surplus
stations arrived after running merit order. Theesathus allowed shall be as per the

following table for Central Discom.

Table 129 Monthly Average Cost of Power of SurpluStations

August

127.78

22.72

September

101.34

18.33

October

129.25

22.84

November

OO NO|O|_|W[IN(F

December

[y
o

January

[EnY
AN

February

AN
N

March

For Central Discom, sales on account of surplusggnguring the months of August,

September and October after intra state tradiragsessed at 358.38 MU for FY 08.
The income arising out of sales of surplus enefwll e adjusted with the power
purchase cost of the Distribution Licensee.

The station-wise availability of energy as estirddby the Distribution Licensee and
as estimated by the Commission are shown in thewolg table:

Table 130: Station-wise Energy availability (in MU)for Central Discom during
FY08

FY 08

Stations

Proposed by the
Discom

As estimated by the
Commission

19. | Central Sector (WR) 412f 3359
20. | Central Sector (ER) 28p 98
21. | Bilateral purchases 494 343
22. NHDC (Indira Sagar) 877 877

23. | Sardar Sarovar 55p 8Q7
24. | Omkareswara HPS 390 0
25. | New Hydel Stations 50 D
26. | MP Genco 6105 517}
27. | Total 12877 10672
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4.40

4.41

4.42

4.43

4.44

Central Generating Stations (Western Region): Ruédifferential allocation as per
GoMP Notification, the share available to the Lisea has decreased.

Central Generating Stations (Eastern Region): Theensee has considered
Kahalgaon (Phase 1) in its filing. As per the GBMlotification the capacity of this
station is now with MP Tradeco.

Bilateral Purchase: The reason for reduced quaritom bilateral purchase is the
revised capacity allocation and also the Commissias not considered RP Sagar,
Jawahar Sagar, DVC and Lanco as explained in epdi&graphs.

Omkareswar HPS: As per the GoMP Notification, station’s capacity is with MP
Tradeco.

MP Genco: The change in availability is due to sedi capacity allocation by GoMP
Notification.

Power Purchase Costs

Central Generating Stations - Western Region

4.45

4.46

NTPC’s Stations in Western Region (Korba, VSTP$&TPS-II, VSTPS-III (Unit-

1), Kawas and Gandhar): As stated earlier, theggnavailability has been considered
from the existing stations as submitted by the hss®s. The Commission has also
approved the fixed and the variable cost for tletatons after verifying the fixed and
variable costs from the CERC orders for thesetatiThe stations for which latest
CERC order is not available, the Licensee petitarthe basis of July 2006 bill has
been considered. For KAPP and TAPPS 3&4, singlé faaiff is payable and the
Provisional tariff rates have been considered aghmenotification of Department of
Atomic Energy Gol in October 2006.

The Licensee had shown the allocation of share Rofdft the Central stations as per
the NTPC bills. The Commission has considered tleaion of MP share and
consequently Central Discom’s share as per Govertimélotification dated 14
March 07.

Table 131: Allocation from Central Generating Statons to MP and Central Discom as
per Govt. Notification for FY2008

Central Discom

Western Installed  State’s  Availability Fixed | Share | Availability Fixed
Region Capacity Share (MU) Cost (%) (MU)  Cost (Rs.
17.| KTPS 2100 21.39 324p 86 47.49 1540 40.8
18.| VSTPS-I 1260 33.34 309) 98|12 32.49 1907 32
19.| VSTPS-II 1000 30.17 237y 135|3 14.p4 334 19
20.| VSTPS- 500 22.9 746.7 85 14.04 105 12
1l (Unit-
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Central Discom

Western Installed  State’s  Availability Fixed | Share | Availability Fixed
Region Capacity Share (MU) Cost (%) (MU)  Cost (Rs.
CGS (MW) (%) (Rs. Cr) Crs.)
1)
21.| KGPS 656.2 24.16 282.4 59 14.04 40 8
22.| GGPS 657.4 20.64 84p 716 14.04 118 11
23.| KAPP 440 23.99 467 0.0 14.04 66 0
24.| TAPP 540 18.64 1072 0.0 14.04 151 0
384
4.47 The FPA charges have been computed on the basie dctober 2006 bill paid to
these stations. The other charges including thesntiee and taxes have been
computed by pro-rating the actual bills of the perApril'06 to October’06, paid to
the Central Generating Stations by the Licensees.
4.48 The Variable and Other Charges as allowed are givére following table:

Table 132: Charges allowed for CGS in WR
FY 08

Western | Variable FPA Other Total
Region (Rs/Kwh) Charges Charges Charges
CGS (Rs/Kwh) | (Rs/Kwh) (Rs. cr)*
KTPS 0.50 0.15 0.11 1587
VSTPS-I 0.80 0.23 0.26 1619
VSTPS-

Il 0.78 0.22 0.18 58.12
VSTPS-

I (Unit-

)] 0.87 0 0.01 21.0¢4
KGPS 1.09 2.86 0.12 24.36
GGPS 1.11 0.43 0.0n 29.10
KAPP 2.04 0.0 0.01 13.4)
TAPPS

3&4 2.65 0.0 0.0d 40.01
Total 506.8

Central Generating Stations - Eastern Region

4.49 For determination of allowable costs from the @aim the eastern region the
principle followed for power plants in the westeagion is being adopted. As stated
earlier, the share in these plants have been @mesidas per the Government's
notification dated 14 March 07.
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Table 133: Allocation from Central Generating Statons to MP as per Govt Notification
Central Discom

Eastern Installed State’s  Availability Fixed | Share | Availability Fixed
Region Capacity Share (MU) Cost (%) (MU)  Cost (Rs.
1. | Farakka 1600 1.01 184.08 5.16 14/04 26 0.7
2. | Talcher 1000 1.01 12811 403 47.49 61 1.9
3. | Kahalgaon 840 2.84 80.[7 14.04 1 1.2
4. | Total 98 3.9

4.50 The Variable and Other charges as allowed are givére following table:

Table 134: Charges allowed for CGS in ER

FY 08
Eastern Variable FPA Other Total
Region (Rs/Kwh) Charges| Charges Charges
CGS (Rs/Kwh) | (Rs/Kwh)  (Rs. Cr)*
Farakka
1.04 0.35 0.01 4.36
Talcher
0.44 0.21 0.0Q 5.8Y
Kahalgaon
1.15 0.43 0.0Q 3.08
Total
13

*Includes Fixed Charges as stated in table above
Indira Sagar (NHDC) and Sardar Sarovar Projects
451 For FY’07, the Commission considered only the ahrfixad charges approved by
CERC by it order dated 1/5/2004 for Indira Sagare TTERC vide this order had
approved fixed annual charges at Rs. 241.41 Carsedven machines. After all the
eight machines had become operational, the Commni$sd allowed a proportionate
increase in fixed cost with a further increase 6f6lon the computed cost. The
Commission thus allowed Rs. 300 Crore as Annuadroharges for FY 07.
4.52 The Licensee, in its filings, has given a flat ratdRs. 275. 88 Crores for Indra Sagar
for FY’08. However, the Commission analysed theuaktills paid in 2006 for
verifying the charges payable for the station. Amaual Fixed Charge actually paid
this year till October has been found to be musi Eaan the allowed figure for FY
07. The Commission has thus revised the annuabebkdor the year FY 08 on the
basis of the bills paid in the year FY 07 by prong the capacity charge and the
variable charge actually paid by the Licensee®xitlober'06 for the year FY 07.
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4.53

4.54

4.55

4.56

The design energy of this project has been appreve2’00 MUs for FY 08. The
fixed cost has been computed as Rs 191.70 Crore/aridble charges at the least
variable cost of the Western region @ 0.49 Rs./Kwhich is of Sipat Ph Il. The
months in which Sipat Ph Il is unavailable, theiafale cost has been considered as
per the next least variable cost, which is of Ko@#.50.

MPSEB for Sardar Sarovar Hydel Project has consdtlarprovisional rate of Rs. 2.0
per unit. This rate is as per the provisional fated by GoMP vide its letter dated
30th November 2005. As per section 62(1) of thectElgty Act, only appropriate

Commission has the authority to determine rateupply of power by a Generating
Company to a Distribution Licensee. Further as geation 64(5) of the Electricity
Act 2003 only the State Commission having jurisdictin respect of the Licensee
which intends to distribute electricity and makeypant therefore is entitled to
determine the generation tariff.

For FY2007-08, the Licensee in its filing has cotepluthe power purchase cost from
Sardar Sarovar Hydro station at Rs. 0.95/kWh. Téwegp purchase cost assumed by
the Distribution Licensee is as per the cost assubyethe Commission in its Tariff
Order for FY2006-07. The Commission considers tesumptions made by the
Licensee appropriate. However, the Commissionllsvang an increase of Rs.
0.08/kWh in the provisional rate as a possible latica of O&M cost. It would be
pertinent to mention here that NVDA has filed aitpet for provisionally
determining tariff at Rs. 2.00 / kWh. The desigremgy of this project has been
approved at 1700 MUs for the FY 08. The fixed dust been computed as Rs 91.79
Crore and Variable charges at the least variab# abthe Western region @ 0.49
Rs./Kwh, which is of Sipat Ph Il. The months, inigthSipat Ph Il is unavailable, the
variable cost has been considered as per theewstt\ariable cost, which is of Korba
@ 0.50.

Though the petition regarding fixing the tariff f@ardar Sarovar has already been
filed, the Commission is yet to finalise the ratbe Commission shall consider the
appropriate rate when the hearing process in ¢giard is complete.

Table 135: Allowed cost for Indira Sagar and SardaiSarovar project

FY 08
SI. | Other Sources Availability (MU) Fixed Cost Total Charges
\[o} (Rs. Cr) (Rs. Cr)
Indira Sagar 270( 191.70 324
Sardar Sarovar 1700 91.79 175.1

Inter-State Transmission Charges

4.57

The PGCIL charges to be paid by MP consist of admtg be paid for transmission
system of WR and ER. The estimate of inter-staa@simission cost for existing
stations has been considered as per the methodog®g) by the Licensee, which is
on the basis of the actual bills for September 2@03ugust 2006 for eastern and
western region.
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4.58 The commission has computed the charges for VSTIRBhiit-1) on the basis of the
Per MW charges paid to PGCIL for the Western Redmnthe existing stations.
Theper MW cost was then applied to the allocatquhcity of the new station to get
the charges.

Table 136 Inter State Transmission Charges for FY ®

Inter- Inter- Inter-

Month/ Rs Cr ER WRLDC/ULDC Regional | Regional Regional Total
WR-ER | WR-SR WR-NR
Sep-05 8.37 0.9 0 0 0 0 9.27
Oct-05 8.7 0.83 0 0 0 0 9.53
Nov-05 8.56 0.78 0 0 0 0 9.35
Dec-05 8.63 0.49 0 0 0 0 9.12
Jan-06 8.46 0.23 0 0 0 0 8.69
Feb-06 8.46 0.22 0 0 0 0 8.68
Mar-06 9.09 0.22 0 0 0 0 9.31
Apr-06 9 0.24 0 0 0 0 9.24
May-06 9.23 0.23 0 0 0 0 9.46
Jun-06 9.22 0.25 0 0 0 0 9.47
Jul-06 7.8 0.25 0 0.24 0.14 0.73 9.15
Aug-06 7.71 0.25 0 0.29 0.08 0.54 8.87
Total 103.24 | 4.88 0 0.53 0.22 1.27 110.14

FY 08

Existing Capacity (MW)

(MP Share ) 1,771.2 | 50.0
Total Charges From
Existing Stations (Rs. Cr.) 104.73 | 541 110.14
Cost Per MW (Rs. Cr) 0.059 | 0.11
Additional Capacity
from VSTPS-III (Unit-I) 114.3
Charges from New
Stations (Rs. Cr) 6.80 0 6.80
Total Transmission
Charges (Rs. Cr) 116.94
Share of Central Discom (Rs. Cr.) 37.98

4.59 The Taxes for the Inter state Transmission chai@geBY 08 has been considered as
per the FY 07 tariff order i.e. Rs 2.35 Crores. Share of Central Discom is Rs. 0.76
Crores.

4.60 Based on the discussion above, the Power Purclssaltowed by the MPERC for
FY’08 is shown below:

Table 137: Commission’s estimate of power purchasxpenses for FY 08
(Amount in Rs. Cr)

Sl. Particulars FY’'08

N Amount Rs/Kwh
1. Central Sector| Korba 1539.9 158.74 1.03
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Sl. Particulars FY’'08
No. Amount Rs/Kwh
2. Western Vindhyachal-1 1006.52 161.94 1.61
3 | Region Vindhyachal-Il 23380 58.12 1.74
5. Gandhar 118.31 29.10 2.46
6. KAPP 65.59 13.47 2.05
7. TAPPS 3&4 150.58 40.01 2.66
8. 104.86 21.09 2.01
Vindyachal Il (unit I) :
10. | ER Farrakka + Talcher
+Kahalgaon-I and 98 13 1.35
Kahalgaon-I1
11. | Bilateral RSEB/ Others 353 15 0.42
Purchases
12. | Other Sources| NHDC (Indira Sagar)| g77.34 105.28 1.20
13. JV-Sardar Sarovar 807.29 83.15 1.03
14. CPP/Wind Nil 0 0
15. Total 1685 188 1.12
16. | MP Genco 5177 774 1.50
17. | Intra Discom Purchase 33.36 5.69 1.71
18. | Short Term Purchase (MP Tradeco) | 1312.41 241.07 1.84
19. | Intra Discom Sale (Less) 35.58 4.23 1.19
20. | External Sale (Less) 358.38 63.88 1.78
21. | Net Power Purchases 11624 1676.23 1.44
22. | Transmission 37.98
23 Charges 0.76
24. 38.75
25. | Total Power Purchase* 11624 1714.97 1.475

* Includes PGCIL losses amounting to 226.38 MU
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Network costs

4.61

In the following sections, the Commission has earrout an analysis of Licensee’s
capital expenditure plans, proposed capitalizabbrassets, forecast depreciation,
interest and finance charges and Return on Eqdihe Commission’s decision
regarding Central Discom’s submission on thesescfust FY 08 is provided in the

following paragraphs.

Capital expenditure Plans and Capitalization of assts

Licensee’s submission

4.62

The Licensee has adopted the five year investimantgubmitted to the Commission

with certain modifications. The various schemegpsed in the investment plan are

aimed at achieving the following objectives:

» Capacity Building

* System strengthening
» Voltage improvement
* Loss Reduction

» Consumer Service

* Reliability of service

» Rural Electrification

4.63 The summary of the investment plan as per theipeis presented below:
Table 138: Investment Plan as filed
Rs. in Crore
Scheme FY 07 FY 08
ND (Normal Development) 10.32 12.00
JBIC (Japan Bank for International Cooperat 30.7(¢ 19.21
ST (N) (Sul-TransmissiorNormal, 19.3- 21.0C
PSI (Power System Improveme 3.6¢ 0.0C
APDRP (Accelerated Power Development and Refp8®.19 15.55
Program)
ADB (Asian Development Ban 59.52 0.0C
RGGVY (Rajiv Gandhi Gramin Vidyutikaran Yojana) 128 | 250.39
PMGY (Pradhan Mani Gramin Yojana 1.4C 0.0C
ADB - Il (Second phase of ADB funded scheme) 0.00| 1.54
Total (Rs. Crore) 325.42 359.71*
*A totaling mistake in the petition has been correted
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4.64 The Licensee has submitted that certain modificatillave been made to the
investment plan submitted earlier as part of thesiBess Plan, approved by the
Commission. These are, primarily:

Revision of the phasing of the proposed new ADBesoh is based on the detailed
project reports submitted to ADB

Revision of the phasing of the investments of tB3¥Y scheme based on the
updated status of approvals for the various cielkel! schemes

Revision of the proposed investment under the APB&eme for FY 07 and
FYO08 as decision on continuation of the scheme heyor07 is still awaited

from the Government of India.

Capitalization Plan

4.65 The Licensee has submitted that it has inherit€W\4P of Rs. 461 Crore as per the
provisional opening balance sheet notified by GolfRed 31st May 2005. The
addition to CWIP in FY06 as per the audited acceurds been Rs. 78.44 Crore.
However, details of CWIP amounting to Rs. 78.44r€rbave not been submitted.
For the projection period, the capitalization hasbassumed as follows:

4.66

Opening CWIP as per provisional balance sheet 006 ¥from £' June 05 to 31
March’2006) is estimated to get capitalized equillfive years.

New investments every year have been assumed tapidlized in five years.
While the proposed investments under the RGGVY rsehleave been stated in
the investment plan, the assets and the correamplidbilities have not been
considered for the MYT projections. As per the teand conditions of this
scheme, the assets and liabilities belong to tate &overnment.

Expenses capitalization has been assumed at 48¢ aihhual employee and
A&G expenses.

The Licensee has also claimed in the petition tetfollowing additions / expansion
in the distribution system shall be made during &Y0

Table 139: Physical details of network

Particulars FYO06 FYo7 FYO08
Actual Estimated | Projected

33kV line (Ckt-km) | 183.21 368.5 255.0

11kVline (Ck-km) | 238.2¢ 4687.( 4476.(

LT line (Cki-km) 397.4: 1100.( 1170.(

33/11kV Substation 0 29 22

(No.)

Power transformers32 /| 30/94.5 14/ 44.1

— Nos./ MVA 149.6
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Particulars FY06 FYo7 FYo08
Actual Estimated | Projected

Distribution 3013 /| 8788 /| 8755 /

transformers — N0s.315.8 553.6 551.6

[ MVA

Commission’s analysis of capital expenditure and gatalization

4.67

4.68

The Commission has specified th&uidelines for Capital Expenditure by the
Licensees in MP”The Guidelines require the Licensees to subntitécCommission

a five-year Business Plan containing physical andnicial details of all investment
schemes planned over the five-year horizon. Untler rotified guidelines, the
Licensee has filed a Business Plan to the Commissiwvering the five-year period
FYO7 to FY11, which has been approved by the Cowionsvide letter no. 2178
dated 31.08.06. The following table provides theesiment plan of the Licensee
approved as part of the business plan:

Table 140: Investment plan as approved under Licesee’s Business Plan
Amount in Rs. Crore

Scheme FYO7 FY08
JBIC (Japan Bank for international Cooperation) 780. 19.21
Normal Development (internal resourc 38.22 26.7¢
STN- Internal Resourc 44.63 32.2¢
PSI — Internal Resources 3.69 3.12
APDRP (Accelerated Power Development and Re 81.42 0.00
Program)

ADB (Asian Development Ban 59.52 0.0C
RGGVY (Rajiv Gandhi Gramin Vidyutikaran Yojana) 1286 250.39
PMGY (Pradhan Mantri Gramodaya Yna 0.17 0.0cC
Total 378.63 331.70

The following differences exist between the appduevestment plan and the plan
filed by the Licensee in its tariff petition:

Table 141: Deviation of filed Investment Plan fromapproved Business Plan

Rs. in Crore
Name of Scheme FYO7 FY 08
Filed in the | Approved as | Filed inthe | Approved as
petition per Business petition per Business
plan plan
ND 10.32 38.22 12.00 26.75
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4.69

4.70

4.71

Name of Scheme FYO7 FY 08
Filed in the | Approved as | Filed in the | Approved as
petition per Business petition per Business
plan plan
JBIC 30.70 30.70 19.21 19.21
ST (N) 19.32 44.62 21.00 32.24
PS| 3.6¢ 3.6¢ 0.0C 3.12
APDRP 80.19 81.42 15.55 0.00
ADB 59.52 59.52 0.00 0.00
RGGVY 120.28 120.28 250.39 250.39
PMGY 1.40 0.17 0.00 0.00
ADB — Il 0.00 Not filed in| 41.56 Not filed in
Business plan Business plar
Total 325.42 378.63 359.71 331.71

As shown in the table above, the Licensee in itgipe has projected lower capital
investments under schemes: ND, ST (N) and PSIl.erkesemes are proposed to be
funded through internal resources of the Licen3&e. Commission therefore has no
objection in accepting lower Capex since the Lieenis in best position to anticipate
the availability of surplus resources from its @iEms. It is also evident that the
Licensee has projected excess investment againBRRPamounting to Rs. 14.32
Crore (80.19 + 15.55 — 81.42) for FY08 vis-a-vig tinvestment projected in the
Business Plan. In addition to the schemes in thar@gs Plan, the Licensee has also
proposed investment under ADB Il. The Licenseesudmsnitted the details of ADB-II
scheme with the Commission, which are being praxkby the Commission.

The Commission does not intend to restrict investsiby the Licensee and therefore
allows the Licensee to invest as per Licensee’sstiaent plan. The Licensee is also
free to take up any new scheme during the courgeyd®8, which is not envisaged
now, provided the Licensee seeks Commission’s ajapfor the scheme as required
under Commission’s capex guidelines.

With regard to determination of ARR for FY 08, ttade of capital investments is to
the extent of the works that are planned to be cissioned during the course of FY
07 and FY 08. The Gross Fixed Assets as at theobERY 05-06 are available from

Licensee’s Audited Accounts, to which any furthapitalisation during FY 07 and

FY 08 shall get added. The depreciation and intefesrges for FY 08 are influenced
by the extent of capitalisation during FY 07 and 6&. Therefore, it is necessary to
consider Licensee’s performance so far during thar yFY06-07 with respect to

completion of capital works. This is presentedaiblé below:
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Table 142: Licensee’s progress of completion of pigal works in FY 06-07

Rs in Crore
Scheme FYQ7 Progress reported by Licensee during FY
07 up to 31-10-2006 for ADB and APDRF

As approved in|and up to 30.09.2006 for other schemes
business plan

ND 38.2: 3.31

JBIC 30.70 00.00

ST (N) 44.62 00.00

PSI 3.68 Not submitted

APDRP 81.42 15.59

ADB 59.5:2 17.4:

RGGVY 120.28 00.00

PMGY 0.17 00.00

ADB - I 00.00 00.00

Total 378.63 36.33

4.72

From the table above it can be seen that the fiabpmgress during the initial seven
month period of FY 06-07 is only around 10% as magjathe approved Business Plan
of the Licensee. The physical progress achievedthey Licensee vis-a-vis the

projected numbers for the same period is as givehe table below:

Table 143: Physical progress of completion of cajai works in FY 06-07

Particulars FY 07 Progress up to Progressin %
31.09.2006

33kV line (Ckt-km) 368.5 42.23 11.50

11kVline (Ck-km) 4687.( 66.8¢ 14.27

LT line (Ckt-km) 1100.0 2.90 0.30

33/11kV Substation (No.) 29 7 24

Power transformers (30/94.5 7/Not submitted 23/ Not submitted

Nos./ MVA

Distribution transformers 8788 / 553.6 577/ Not submitted 7/ Not submitted

— Nos. / MVA
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4.73

4.74

4.75

4.76

The progress status shown above makes it appdnanttiie Licensee has fallen
considerably short of the capital expenditure apgdoby the Commission, as part of
the Business Plan, for FYO7. Even if the existimpgpess is prorated for the
remaining five months, the achievements shall bg Wwalow targets. Also, the

Licensee has not been able to substantiate theealm@ntioned progress with the
actual completion reports in respect of each schérherefore, it is not clear as to
whether the works completed so far in FY07 havenhteansferred from CWIP to

Fixed Assets.

Licensee’s audited accounts for FY06 provided ® @ommission show the Gross
Fixed Assets as at the end of FY06 as Rs. 1303t682Cwhile the opening GFA as
per the notified Balance Sheet of*3May 05 stands at Rs. 1281.00 Crore. Hence
during the ten month period froni' lune 05 to $1March 06, the addition to GFA is
only Rs. 22.08 Crore. For the purpose of determginine amount of possible
capitalisation during FY 07 and further during F8, 6he Commission enquired from
the Licensee about the budgeted capitalisatiomdufly 06, but the Licensee has not
provided the same to the Commission.

Given the poor capitalisation rate of the Licendegng FY 06 and the very meagre
progress against targets during FY 07, the Comonssonsiders it best in consumer
interest not to consider any addition to GFA in BY and FY 08 for FY 08 tariff
determination. The actual addition during FY O7pmurted by Audited Accounts,
shall be considered for FY 09 tariff determinati®his is also expected to provide an
incentive to the Licensee to expedite completiopefding capital works, maintain
project completion reports and ensure timely subiois of the same to the
Commission.

The Commission wishes to emphasize that it is vaonch in favour of focussed
investments in the distribution sector. In Comnue& opinion, there is an urgent
need for heavy investments for improvement of itigtron network in the State. The
National Electricity Policy and also the Nationa&riff Policy have considered
investments in distribution network as a priori?DRP and other schemes funded
through ADB, PFC etc. could be major initiativestims direction. Unfortunately in
spite of getting priority attention, the Distriboi Company’s performance in this
regard has been dismal and there seems to be f@demuate inclination to
implement schemes within stipulated time period.ilé/this situation is leading to
continuing high distribution losses, at the sameetthe Commission is constrained to
take a view to allow only those investments in ftarwvhich the distribution
Companies have factually demonstrated through théamissions in this regard. At
this moment, the GFA as reflected in the Licenséeidited Accounts for FY 05-06
is the only documented and verified informationt ttiee Commission has of the asset
base of the Licensee. Thus the Commission shallvatlepreciation and interest
charges for FY 08 only on the GFA as at the en@YoD5-06.
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Operations and Maintenance Costs

Licensee submission

4.77 The Licensee has claimed O&M expenses on a norméthsis as specified by the
Commission in MPERC (Terms and conditions for Deieation of Tariff for
distribution and retail supply of electricity andethods and principles for fixation of
charges) Regulations, 2006. The Licensee has amaesidhe determinants of O&M
expenses as average of closing balances of FY @F#n08. The Licensee’s claim

for FY 08 is as under:

Table 144: O&M Expenses as claimed by the Licensee

O&M charges FY08
A | Metered consumers 1978449
Multiplying Factor- A (Rs. Lakh / ‘000 consume 6.5C
O&M — A (Rs. Lakh) 12859.92
B | Additional pre-paid meters to be installed durihg year 0.00
Multiplying Factor — B (Rs. Lakh / meter) 0.50
O&M — B (Rs. Lakh) 0.00
C | Metered Sales (ML 612¢
Multiplying Factor — C (Rs. Lakh / MU) 2.35
O&M — C (Rs. Lakh) 14400.45
D | HT Network Length (ckt-km) 72934
Multiplying Factor — D (Rs. Lakh /’00 ckt-km) m
O&M - D (Rs. Lakh 11669.38
E | Transformation Capacity (MVA) 4153
Multiplying Factor — E (Rs. Lakh / MVA) 1.53
O&M - E (Rs. Lakh) 6354.24
F | Items not covered in formulae (MPERC License fesx€B) 64.20
(Rs. Crore)
Total O&M (A+B+C+D+E+F) in Rs Crore claimed 517.04

*includes terminal benefits of Rs. 63.62 Crore

Commission’s analysis for O&M cost

4.78 In the section on asset capitalisation, the Comoms$as already elaborated its
reasons for not considering any asset additionnguRY 07 and FY 08 for the
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4.79

assets

4.80

4.81

purpose of FY 08 tariff determination. While thecénsee is encouraged to improve
upon its asset capitalisation rate, the benefihefsame shall be made available to the
Licensee only in subsequent tariff years when tpepetitions are considered. The
Commission considers this in the best interest aisamers, since this way the
consumers do not have to pay, through tariffsfdtarre additions to asset base, which
may or may not materialise to the extent allowedeny the past performance of the
Licensee. Hence, the Commission has determinedatmenO&M expenses for FY
08 only on the ckt-km of HT lines and transformaticapacity existing as at 31
March 2006. This data has been provided by thensiee to the Commission.

The Commission’s approach stated in the precedinggoaph is further corroborated
by the Licensee’s past performance with regardéaton of lines and transformers.
This is presented in the table below:

Table 145: Licensee’s past performance with respedb creation of network

As on Addition | Addition Addition Addition Addition
Particul March during during FY | during FY claimed during | claimed during
articulars 03 FY 03-04 | 04-05 05-06 FY 06-07 FY 07-08
HT line (Ckt-| 61021 444 1368 421 5182 4503
km)
Power 3005 220 316 249 536 204
transformers
MVA capacity
It is noted from the above table that the additmtines and transformation capacity

as projected by the Licensee for FY 07 and FY O®isin line with the same actually
added during the previous years. In fact, by Lieersown submission of progress of
completion of works during FY 07, it is apparenatthhe projections made by the
Licensee for FY 07 are highly exaggerated. Thgrésented in the table below:

Table 146: Licensee’s progress of creation of netwoassets in FY 06-07

Particulars Network addition  |Actual Progress upto | Progress in %
claimed in ARR for [31.10.2006 in all schem
FY 07 operated by Company
33KV line (Ckt-km) 5182 109 2.10%
Power transformers MVA 525 Not submitted

With regard to the other two determinants of noivea©O&M expenses i.e. metered
consumers and metered sales, the Commission, @r twdnaintain consistency, has
adopted a similar approach for FY 08 determinatibat is, these parameters are also
considered only as at the end of FY 06 and no aaditduring FY 07 and FY 08 are
considered for the purpose of O&M cost determimatibhis data was also provided
by the Licensee to the Commission.
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4.82

4.83

4.84

The Commission, however, wishes to emphasise d@lthgugh for the purpose of FY
08 ARR determination, the determinants of normat@&M expenses have been
considered as at the end of FY 06 only, the noneaikpenses shall be recomputed at
the end of the FY 08 based on actual additionsndufly 07. The adjustment shall be
considered at the time of truing up for FY2007-08.

Based on the above arguments, the normative O&Mersgs allowed by the
Commission to be recovered through tariffs for FBrabe as below:

Table 147: O&M expenses as approved by the Commissi for FY 08
Amount in Rs. Crore

O&M expenses FY08
A | Metered consumers 1446670
Multiplying Factor — A (Rs. Lakh / ‘000 consumers) 6.50
O&M - A (Rs. Lakh 9403.36
B | Metered Sales (MLl 368¢
Multiplying Factor — C (Rs. Lakh / MU) 2.35
O&M — C (Rs. Lakh) 8669.15
C | HT Network Length (ckt-km) 63249
Multiplying Factor- D (Rs. Lakh /°00 ck-km) 16.0(
O&M - D (Rs. Lakh 10119.82
D | Transformation Capacity (MVA) 3415
Multiplying Factor — E (Rs. Lakh / MVA) 1.53
O&M — E (Rs. Lakh) 5224.95
E | Items not covered in formulae (MPERC License fexx€E) 0.59
(Rs. Crore) :
Totgl O&M (A+B+C+D+E) in Rs Crore allowed (net of 334.76
capitalisation)

The Commission’s regulations provide for TerminanBfits to be provided over and
above the normative amount of O&M expenses. Asresgnt, the terminal benefits
are being taken care of by the MPPTCL in the absefcreation of a pension trust
as envisaged in the GoMP Order dated' ®1ay 2005, no separate provision for
Terminal Benefits has been considered in this Oalethe Licensee.
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Depreciation

Licensee’s submission:

4.85

4.86

4.87

The Licensee has submitted that it has inherit&FA of Rs. 1281 Crore as per the
notified opening balance sheet, which is subjectch@ange on any subsequent
notification by the GoMP. They have also claimedttim FY06, the addition to GFA
has been to the tune of Rs. 20.32 Crore and thenadated depreciation as on®31
March 2006 as per the provisional balance shde$i881.75 Crore.

The Licensee has submitted that an exercise tothglinotified opening balance of
GFA into depreciated and depreciable assets igleitated at all RAUs and that the
Licensee would be in a position to provide thisomifation if such need arises. In
supplementary information submitted subsequenthi® filing the Licensee has
provided the percentage of depreciable assetshéturdepreciation on assets added
during each year thereafter has been computed éylLitensee on the basis on
projected capitalization in each such year as ptedein the section on capital
expenditure of this Order. The total projected tajiation in each year has been
distributed into different asset categories onldasis of the break-up available as per
the FY06 provisional accounts of the Licensee. dépgreciation has been claimed on
the basis of rates notified by the Ministry of Powmder notification S.0.265 (E)
dated 27th March 1994.

The Licensee has claimed depreciation for a yeaheropening balance of GFA for
such year and has not claimed any depreciatiorssetsadded during the year. The
depreciation claimed by the Licensee for FY07 aM@8-is shown below:

Table 148: Depreciation as claimed by the Licensee
Amount in Rs. Crore

Asset class FY 07 FYO08
Land and Land Righ 0.0cC 0.0c
Building and Civil Works 0.50 0.06
Hydraulic Works 0.00 0.09
Other Civil Works 0.03 0.04

Plant and Machinery: ---

Transformer 33.5¢ 34.4:
Batteries 0.02 0.66
Communication equipment 0.06 0.62
Others 0.00 2.86

Line and Cable Networks, etc.: --

Meters 26.29 29.78
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Asset class FY 07 FYO08
Others 47.97 54.54
Vehicles 0.0C 1.27
Furniture and Fixtures 0.17 0.19
Other Equipment 0.34 0.42
Any Other Items 0.00 0.00
Total 108.93 124.95*

* A calculation mistake in the petition has beerrected

4.88 The Licensee has not computed depreciation sepafatewheeling and retail sale
activities, and has claimed all depreciation foeeling business alone.

Commission’s analysis of depreciation claims:

4.89 The Commission has analysed the claims of the keemegarding depreciation and
was disappointed to note that unlike the other @istribution Companies, the
Licensee had not initially provided the openingalbake of depreciable assets as on
31% May 05 to the Commission. The Licensee when ditbdly the Commission
submitted the same as given in the table below. ¢@nputing the allowable
depreciation the Commission has used the percentdgdepreciable assets as
submitted by the Licensee.

Table 149: Percentage of depreciable assets as doyed by the Commission

Asset Class Depreciable % as on 3May 05
Land & Land rights 0%
Building and Civil Work: 0%
HydraulicWorks 0%
Other Civil Work: 0%
Plant & Machinery

Transformers 41%

Batteries 18%

Switchgear, control & protection 48%

Others 48%
Line Cable Networks, etc.

Meters 69%

Others 46%
Vehicles 99%
Furniture and Fixtures 78%
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4.90

4.91

4.92

4.93

Asset Class Depreciable % as on 3May 05
Office Equipment 54%
Any other items 0%

However, the depreciable and fully depreciatedtasse on 31 May 05, as worked
out by the Licensee do not match with the accuredladepreciation as per the
notified opening balance sheet. If this data izeti, it shall be in conflict with the
opening balance sheet.

For FYO06, the Licensee has claimed an asset addfi®rs. 20.32 Crore, however as
per the audited balance sheet submitted by thenkem the addition has been of Rs.
8.76 Crore only. The accounts also show a conswmeribution of Rs5.44 Crore
towards cost of capital assets.

The Commission has dealt at length the reasonsnéir considering the cost
projections done by the Licensee as these appédze toflated and not in conformity
with the past trend. In the past, both physical &ndncial asset capitalization
achieved by the Licensee has been extremely low. SEme is likely to be true for
FYO7 as well. The issue of asset capitalization Ieesn dealt with in detail in the
section on asset capitalization of this order.h# same rate is used for projecting
asset addition during FYO08, the addition is noelykto be substantial. Consequently
deprecation for FY08 is not likely to deviate muotm the depreciation available for
FY06. For FY08 the Commission has therefore contpdepreciation on the closing
balance of assets existing as off 8larch 2006 and no projected asset additions have
been considered. The Commission shall true upltbeved amount when the audited
balance sheet for FY0O8 becomes available provibdatithe assets capitalized during
FYO7 and FY08 form a part of the schemes that Haeen duly approved by the
Commission as per the Capex guidelines framed. by it

The opening GFA and its split into various asseegaries considered by the
Commission for the purpose of computation of dejptemm is as shown in the
following table:

Table 150: Split of GFA as on 31 March 06 into various asset classes
Amount in Rs. Crore

Asset class FY08
Land and Land Rights 3.77
Building and Civil Work: 16.5:
Hydraulic Work: 1.1F
Other Civil Works 0.88
Plant and Machinery: ---

Transformers 416.21

Madhya Pradesh Electricity Regulatory Commission Page 145




ARR AND RETAIL TARIFF DETERMINATION FOR FY 2007-08

4.94

4.95

Asset class FYO08
Batteries 0.30
Communication Equipme 0.7z
Others 21.52

Line and Cable Networks, et---

Meters 206.1:
Others 61266
Vehicles 3.34
Furniture and Fixtures 1.31
Other Equipment 2.65
Any Other Item 2.5¢
Total 1289.76

The Commission’s Regulations under section 61 piscthat the depreciation
should be computed using the rates as fixed byCERC and as amended from time
to time. The Licensee, in its filing for FY07, hadmputed depreciation based on
these rates. However, in the current filing, theelnsee has computed depreciation for
FYO7 and FY08 on the basis of MoP rates and hasestgd the Commission to allow
the depreciation on MoP rates. In order to buttiessslaim for higher depreciation
rates (MoP rates are higher than the rates alloyeCERC), the Licensee has
referred to section 5.3 (c) of the National TaRflicy that states that for distribution
the Forum of Regulators shall evolve the depremiatates. Further, the Policy also
states these notified rates shall be applicable fosttariff and accounting purposes.
The Licensee has also pointed out that as per A3epreciation Accounting” issued
by the ICAI if any change is made in the methoddepreciation, retrospective
computation of depreciation from the year of chawgeld be required.

The National Tariff Policy recommends that the Forof Regulators (FOR) shall
evolve the depreciation rates suitable for distidyu business. In this regard, the
Commission wishes to quote a letter from the FoOR R®. 1/20(6)-2006-Tariff
Policy / CERC dated ¥ June 2006 addressed to the Chairpersons of theCSER
which states that the depreciation rates as fixethé CERC shall also be applicable
for distribution businesses. The Commission, tleeef does not accept the
Licensee’s claim and has computed depreciationdbhase CERC rates. Also, the
erstwhile Regulations of the Commission issued uséetion 61 of the EA 2003 on
5™ December 2005 had also prescribed the same mfesscribed by CERC.
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4.96 The Commission has computed depreciation on ageéf®d as a part of the transfer
scheme of 31 May 2005 and on assets added during FY06 separdiet assets
notified existing as on*1June 2005 the Commission has provided depreciétioan
asset category to the extent that the accumulaprkdiation as on $IMarch of each
year does not exceed 90% of the historical coatqtiisition.

4.97 Based on the discussion above, the depreciatiowadl by the Commission for FY08
is shown below:

Table 151: Depreciation allowed by the Commissiorof FY 08
Amount in Rs. Crore

Asset class FYO08
Land and Land Rights 0.00
Building and Civil Works 0.30
Hydraulic Works 0.00
Other Civil Work 0.0z
Plant and Machinery---

Transformers 14.98
Batteries 0.00
Communication Equipment 0.00
Others 0.00
Line and Cable Networks, etc.: ---

Meters 12.37
Others 22.0¢
Vehicles 0.0C
Furniture and Fixtures 0.08
Other Equipment 0.16
Any Other Items 0.00
Total 49.96

4.98 With regard to segregation of allowed depreciabetween wheeling and retail sale
activities, the Commission’s approach and finalisleo are contained in the relevant
section of this Order.
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Interest and Finance Charges

Licensee’s submission:

4.99

4.100

4.101

The interest and finance charges comprise of isteme project specific loans as per
the opening Balance Sheet of*3May 05 and the new loan drawals as per the
investment plan provided by the Licensee for F1@8,interest charges on Consumer
Security Deposits, the interest charges on workaggtal loans and the cost of raising
finance from the lending agencies. With regard ¢ovrcapital expenditure during
FY08, the Licensee has provided a matching finangtan comprising of loan
drawals, equity infusion and consumer contribution.

The Licensee has also shown part funding of ADBHesne through ‘untied funds’
(i.e. if there is no committed funding availablé). addition, the loan drawals as
projected by the Licensee include large amountseuride head “other market
borrowings for capital expenditure” for FY08. Hoveey the application of these
funds has not been made explicit in the capitakerlfiure plan of the Licensee.

The summary of the capital expenditure plan for &¥0nsidered by the Licensee for
interest computation as per the petition is givethe table below:

Table 152: Summary of filed capital expenditure pla
Amount in Rs. Crore

Scheme FY 07 FY 08
ND 10.32 12.00
JBIC 30.70 19.21
ST(N) 19.32 21.00
PSI 3.6¢ 0.0cC
APDRP 80.19 15.55
ADB 59.52 0.00
RGGVY 120.28 250.39
PMGY 1.40 0.00
ADB -l 0.0C 41.5¢
Total 325.42 359.71

4.102 The Licensee has computed interest separately anslallocated to it by State

Government in the transfer scheme notified off Barch 2005. The opening and
closing balances of these loans for FY08 have his¢ermined by adjusting for the
projected repayments.
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4.103

The Licensee has claimed that the terms and condifisuch as rate of interest, term
of repayment, moratorium period, etc.) of the loalscated to it as per the notified
Balance Sheet are as per the respective loan agréemnd the conditions indicated
by the State Government. The terms and conditidnth@ new loans have been
considered as per the Loan agreement with thergratjency. With regard to untied
funds, however, the terms and conditions have ba&ssumed. The terms and
conditions considered by the Distribution Licendee new loans for computing
interest cost is as given in the table below:

Table 153: Loan terms and conditions as filed

4.104

4.105

4.106

Source Interest  Rate| Moratorium | Repayment
(%) term

PFC Loans 9.25 2 8

REC Loans 8.25 3 10

ADB Loans 10.5 5 15

JBIC 9.20 5 15

Other Market Borrowings for 10.5 1 7

capex (Untied)

The cost of raising finance and bank charges foh dar08 has been projected for

existing loans at the rate 2% of the gross intarest of these loans. The Licensee has
not projected any finance charges for new loans. @dsis for these assumptions has
not been provided. The interest payable on SecOrtyosit has been computed by

projecting total security deposit that the Licenseentitled to as per the relevant

regulation. The Licensee has considered securippsieof 3 months of the average

demand for agricultural consumers, 1.5 months ef aherage demand for other

consumers and the interest rate payable on thissttdpas been considered at 6%.

The Licensee, in its petition, has considered @decapitalization at the rate 40% of
the interest cost of all loans considered durind&,Yinclusive of finance charges.
With regard to expense capitalized, the Licensaseasaumed it as 4% of gross annual
employee and A&G cost. No reasons have been offeyedhe Licensee in the
petition for this assumption.

It must be pointed out here that the Licensee’arfaing plan does not provide any
funding for IDC and expense capitalized. Howevar, amalyzing the numbers it
appears that the untied funds as projected by thenkee would be utilized for
funding IDC and expenses capitalized.

The Distribution Licensee has computed the intecest for the existing and new
loans on the basis of the terms and conditionscatdd above. The interest cost
claimed by the Distribution Licensee is given ie table below:
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Table 154: Interest and finance charges as claimdzy the Licensee
Amount in Rs. Crore

Interest and finance charges (IFC) FY 07 FY 08
IFC on New long term loans

PFC 0.93 2.03
REC 1.87 4.19
ADB 2.19 5.90
JBIC 1.17 3.08
IFC on existing long term loans

PFC 5.73 4.17
REC 0 7.63
ADB 6.32 6.16
GoMP — APDRP 4.39 3.76
IFC on existing Generic loans from MPSEB 34.77 30.34
Other mkt borrowings for rev. deficit 0 0
Other mkt borrowings for Working Capital 8.75 7.41
Mkt borrowings for capex (Untied) 6.40 13.95
Other IFC

Cost of raising finance and bank charges 1.02 1.04
Interest on consumer security deposit 18.29 20.06
Penal Interest Charges 0 0
Lease Rentals 0 0
Penalty charges for delayed payment for

power purchase 0 0
Gross IFC 88.23 108.42
Less IFC Capitalised 25.92 32.90
Net Interest & Finance Charges 62.31 75.52

Commission’s Analysis

4.107

4.108

The Commission’s Regulations on Terms and ConditiohDetermination of Tariff
for Distribution and Retail Supply of Electricitynd Methods and Principles of
fixation of charges, issued on2@®ctober 2006 allow interest charges of only those
loans to be passed through the ARR for which tlse@ated capital works have been
completed and put to use.

The Commission has also given directions to theeh$ee to maintain half-yearly
accounts, get them audited and submit to the Cosioms The Licensee has,
however, till date only provided the annual accsurithe latest annual accounts
provided to the Commission by the Licensee peti@iRY 05-06, while the accounts
for the half year ended 80September 06 have not been submitted by the Léeens
Although the Licensee has provided to the Commisg® progress of completion of
capital works till October 06, it has not been klshed whether the works completed
have been capitalised or not. Therefore, the Cosianisis only certain of the
capitalisation (GFA) as available from the finaldaed accounts of FY 05-06.
Moreover, going by Licensee’s performance with rdga capitalisation of on-going
works in the past, the asset addition anticipatethd FY 07 and FY 08 is marginal.
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4.109

4.110

4.111

For all on-going works, the interest cost relatedhe loan funding of such works is

considered as Interest During Construction (IDC)iciwhshall be capitalised and

added to the project cost at the time of assetaagaition. Such interest cost is not
considered as a pass through in the ARR. The El#aat the consumer can only be
made to bear the interest cost related to thostsasshich the consumer is making
use of. The asset which is under construction tsuseful to the consumers, hence
interest cost incurred by the Licensee during adactibn becomes a part of CWIP

and is not allowed to be recovered through tariffs.

The Commission is aware that the Licensee shallptete some capital works during
the course of FY 07 and FY 08, which shall be edigiéd and added to the asset base.
However, as explained in the section on capitatieat the Licensee’s past
performance with respect to capitalisation of assempletely defies the projections
that the Licensee has made for FY 07 and FY 08.dtmmission thus considers it
prudent not to consider the possible capitalisafiwrFY 07 and FY 08, but consider
the interest expenses attributable to such asséyswhen such assets are actually
added to the asset base. This shall also serven @ascantive for the Licensee to
expedite the completion of works and tone up itaanting practices to ensure quick
and efficient transfer of assets from CWIP to GRAthe same, this shall also act as
an incentive for the Licensee to maintain half yyeaccounts and submit the same to
the Commission.

The Commission, therefore, for FY 08 is inclinedfetlow the same approach as
adopted in the Tariff Order for FY 07 to work otlnetinterest cost chargeable to
revenue account. This involves allocation of deit aquity into GFA and CWIP as
available from the FY 06 Audited Balance SheetsTtas been done in the following
manner:

(@ Net addition to GFA during FY 05-06 is worked aftetbtracting from total
addition to GFA, the consumer contribution amoustaxailable from the
Balance Sheet

(b) 30% of the net addition to GFA during FY 05-06 Hzeen considered as
funded through equity and added to the Equity abied to GFA as on §1
May 05 as per the FY 07 Tariff Order.

(c) Balance of net addition to GFA is considered asritabbeen funded through
debt and added to the total debt allocated to GFAra31' May 05 as per the
FY 07 Tariff Order.

(d) Debt repayments have then been subtracted frorotaledebt identified with
completed assets as computed from above. Repayimargsbeen worked out
as pro-rata to total scheduled repayments durin@%96. Actual repayments
have not been considered since there have beenigaiindefaults by the
Licensee during FY 05-06.
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The allocation is presented in the tables below:
Table 155: Allocation as per FY 07 Tariff Order:

Amount in Rs. Crore

S. | Source of funds | Amount as per | Allocated to Allocated to
No. notified balance | Fixed Assets | Capital Works-
shee in-Progress
Equity 316 316 0
Project specific
|Oan§ 220 75 145
3. MPSEB loan 316 0 316

Table 156: Computation of debt associated with comgted works as at end of FY

06:

S. No. | Particulars Amount (Rs. Crore)

1. Addition to GFA during FY 05-06 22.08

2. Consumer Contribution during FY 05-06 5.55

3. Net addition to GFA during FY 05-06 16.53

4. 30% of addition to net GFA (considered |as 4.96
funded through Equity)

5. Balance addition to net GFA — funded through 11.57
deb

6. Debt associated with GFA as on® May 05 74.97
(from above tble)

7. Debt repayment 5.91

8. Total debt associated with GFA as on 31Mar 80.62
06 (5+6-7)

4.112 The interest cost can only be allowed on thosedaalnich are identified as per the
allocation as associated with completed works (GHAE interest has been allowed
on such debt at the weighted average interesofatk loans as on 31March 06. The
weighted average interest rate as worked out forO6Y06 for Central Discom is
10.35% p.a. This is determined based on sched@pdyments, not considering
actual interest and principal defaults during FYQ@8b Also, notional interest payment
on REC loan has been considered for this purpess though there is a moratorium
on interest payment on REC loan, since interestl $tave to be paid after the
moratorium period. This weighted average interatg of 10.35% is less than the SBI
Benchmark PLR of 11.50%, hence is allowed as stibh.weighted average interest
rate is then applied to the loans identified a®@ased with completed works as per
the allocation mentioned above to determine thenalble interest cost to be passed
through the ARR for FY 08. This is presented inttilde below:
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Table 157: Interest cost as allowed for FY 08
Amount in Rs. Crore

Particulars FY08
Debt associated with capitalised as 80.62
Weighted average rate of interest 10.35%
Interest cost allowed through ARR 8.34

4.113 The cost of raising finance and bank charges haea lestimated by the Licensee at
2% of interest cost of existing loans projectedy¢oincurred during a financial year.
This, as estimated by Licensee works out to Rst Cfre for FY 08. The Licensee
has not provided the basis for this assumption. él@n the Commission does not
wish to discourage the Licensee from drawing neangoto carry out capital works
during FY 07 and FY 08. The Commission thus alld®s 1.04 Crore as cost of
raising finance for FY 08. The total interest aimhhce charges allowed for FY 08
are as under:

Table 158: Total interest and finance charges aslaived for FY 08
Amount in Rs. Crore

Particulars FY08
Interest cost allowe 8.34
Finance charges allow 1.04
Total Interest and finance charges allowed througliARR 9.38

Interest on Working capital
Licensee’s submission

4.114 The interest cost has been computed separatelwtieeling and retail activity at
12.50% of the working capital requirement deterrdina accordance with the
provisions of the regulations of the Commission determination of distribution of
tariff. The details are as given in the table below

Table 159: Interest on working capital loans as eimed for FY 08
Amount in Rs. Crore

Sl. No. | Particulars FYO08
Wheeling Activity

A) 1/6™ of annual requirement of for previous.81
year

B) 1/12" of O&M Expenses 43.09

(03] 2 months of average wheeling chal 0.0cC
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Sl. No. | Particulars FYO08
Total Working Capital 48.90
Rate of Interest (9 12.t
Interest on Working Capital 6.11
Retail Sale Activity

A) 1/6" of annual revenue reirement of| 0.00
inventory for previous year

B) Receivables equivalent to 2 months | 397.76
average billing

Less | 1/12" of the power purchase expenses 17351
Consumer Security Deposit 334.32
Total Working Capital -110.06
Rate of Interest 12.5%
Interest on Working Capital 0.00

Commission’s analysis

4.115 For retail sale activity the Commission has con&dethe annual inventory
requirement at 1% of the gross value of meterirmgigsonly as the end of FY 05-06,
(which as per Table 151 is Rs. 206.13 Crore). Tvamtims requirement of metering
stores would thus work out to Rs. 0.34 Crore (192@8.13, pro-rated to 2 months).
As per Table 151, the remaining value of Gross Blaould thus be Rs. 1083.63
Crore as at the end of FY 06. One percent of thisespro-rated to two months would
work out to Rs. 1.81 Crore. This has been consitasethe inventory requirement for
wheeling activity. The Consumer security Deposg& baen considered as discussed in
the section on interest on consumer security depbisé values of other elements of
working capital have been recomputed for the amailatved by the Commission in
the relevant sections of this order. The interestwmrking capital allowed by the
Commission for wheeling and retail sale activitgigen in the table below:

Table 160: Interest on working capital loans as gpoved for FY 08
Amount in Rs. Crore

Sl. No. | Particulars FYO08
Wheeling Activity

A) 1/6™ of annual requirement of inventory for previousi 1.81

B) 1/12" of O&M Expenses 27.90

(03] 2 months of average wheeling charges 0.00
Total Working Capital 29.71
Rate of Interest (%) 12.75%
Interest on Working Capital - wheeling 3.79
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SI. No. | Particulars FYO08
Retail Sale Activity

A) 1/6" of annual revenue requirement of intory for previous| 0.34

B) )I/?eeatl:‘eivables equivalent to 2 months of averaljedpf 393.06

Less | 1/12" of the power purchase expenses 142.91
Consumer Security Deposit** 349.97
Total Working Capital (99.48)
Rate of Interest 12.75%
Interest on Working Capital - retalil 0.00

*Calculated at approved tariffs of FY 08 contaimedhe relevant section of this Order
**Calculated based on revenues for FY 08 as workeidfrom approved sales forecast and approved
tariffs for FY 08

Interest on Consumer Security Deposit
Licensee’s submission

4.116 The interest payable on Security Deposit has bemnpated by projecting total
security deposit that the Licensee is entitled gopar the relevant regulation. The
Licensee considered security deposit of 3 monthsthef average demand for
agricultural consumers, 1.5 months of the averageashd for other consumers.

4.117 As per the Balance Sheet notified by the State @Goment on 31 May 2005, the
consumer security deposit allocated to Central @savas Rs. 278 Crore. During
FY06 the Licensee expects the consumer securitgsitepmount to further increase
by around Rs. 20 Crore. The projected closing lzaarior FY08 are in line with the
balance notified by the State Government. The @stelnas been worked out at 6% of
the closing balance of the relevant year. For Fif@8interest that has been claimed
on projected consumer deposit is as given in thie taelow:

Table 161: Interest on CSD as claimed for FY 08
Amount in Rs. Crore

Consumer Security Deposit FY08
Projected Closing Balance 334.32
Interest Charges on CSD @ 6% 20.06
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Commission’s analysis

4.118 For FY08, the Commission has determined the CSpeashe provisions of MPERC
(Consumer Security Deposit) Regulations 2005 aedptiojected revenue from each
category of consumers for the approved tariff. rege on CSD has been allowed on
the average of the opening and the closing balah¢er08 is as given in the table
below:

Table 162: Interest on CSD as allowed for FY 08
Amount in Rs. Crore

Consumer Security Deposit FYO08
Consumer Security Deposit at FY 0849.97
revenues

Interest Charges on CSD @ 6% 21.00

Return on Equity

4.119 The Licensee has claimed return at the rate of bifrequity projected to be
employed in completed assets in FY08. For computRal, the Licensee has
considered the entire closing balance of equity¥06 as employed in completed and
useful assets. Further, the Licensee has assuraethéhentire equity inflow for each
year thereafter for ST(N) schemes will get captadi during the same year. The
Licensee has not provided any reason for this agom The equity amount
considered eligible by the Licensee for returniv&@g in the table below:

Table 163: Return on Equity as claimed for FY 08
Amount in Rs. Crore

Particulars FYO08
Share Capital 393.19
Capitalisation 160.30
Additional equity flow 21.0C
Normative Equit 48.0¢
Equity eligible for Return 403.69
Return on Equity 56.52
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4.120 The section on interest and finance charges explaiearly the process of
identification of debt and equity with completedsets. This process results in the
total equity identified with GFA as at the end of B5-06. This is presented in the
table below. The Return on Equity as allowed for B/ARR is then determined by
applying the Commission specified rate of 14% oe tbtal equity identified as
allocated to GFA. The Commission is aware thatrduthe course of FY 07 and FY
08, additional equity shall be infused into thetrifisition business for the purpose of
creation of assets, which will increase the amainequity allocated to completed
assets. This, if supported by audited accountsll $iga accounted for in future
aggregate revenue requirements of the Licensee.

Table 164: Return on Equity as allowed for FY 08
Amount in Rs. Crore
Source FY08

30% of addition to net GFA identified as funded.96
through equity (from table 157)

Closing balance of equity identified with GFA asai | 316.00

May 0%
Total Equity identified with GFA as on 3Mar 06 320.96
ROE @14% allowed in ARR of FY 08 44.93

Other items of ARR

4.121 Apart from the components of expenses discussedkakitere are certain other items,
which form part of the Aggregate Revenue RequirdniEmese include provision for
Bad Debts, other miscellaneous expenditure, aryr period expenses / credits and
Other (Non-Tariff) Income. These are analyzed below

Bad and doubtful debts

4.122 The Licensee has claimed Rs. 67.81 Crore in FYT®& amount is included in the
ARR for Retail Sale activity as well as the Wheglictivity. This appears to be an
inadvertent double claim by the Licensee agairesstime cost item. The Commission
thus allows bad debts as an item of ARR only fa& Retail Sale activity of the
Licensee.

4.123 With regard to provision for Bad Debts, the Commaisshas tested the Licensee’s
claim vis-a-vis the maximum provision permissible ger the Commission’s
regulations under section 61 of the Act, which esttitat the maximum bad and
doubtful debts permitted to the Distribution Liceasare 1% of the sales revenues.
The following table gives the amount of bad deltsneed by the Licensee and those
approved by the Commission for FY08:
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4.124

Table 165: Bad and Doubtful debts for the FY08
Amount in Rs. Crore

Particulars FY 08
Claimed by License 67.81
1% of sales revenues 23.58
Allowed by Commission 23.58

Note: Sales revenue has been computed at tariff rafg®wgd by the Commission for FY 08 in this
Order.

It was stated in the Tariff Order for FY 07, theamt of bad debts actually written
off for FY 07 shall be considered subject to a maxn of 1% of sales revenues and
any excess / shortfall shall be adjusted in the A&RFY 08. Similarly, any true-ups
for bad debts actually written off shall be consatefor FY 08 when the Licensee
makes available audited accounts of these yednetGommission.

Other miscellaneous expenditure

4.125

As explained in the previous section, the Licerisag included the entire provision

for bad and doubtful debts as other miscellaneapsmiture and has in the process
claimed this amount twice. Other than this, no otependiture is forecast by the

Licensee. The Commission thus allows no expenditnder this head for FY08.

Other Income

4.126

4.127

The Licensee has claimed an amount of Rs. 55.9teCoy FY 08. This amount
includes, inter alia, meter rent, recovery fromfthaf energy and miscellaneous
charges from consumers. The Licensee has consitlegeehtire income from meter
rent as Other Income for wheeling activity. For fha&pose of forecasting income
from these charges and recoveries for FY08, therlsee has simply escalated the
actual amount against these heads as availabletfrerprovisional accounts for FY
06 by an escalation factor (ranging from 8% to F@®arious items).

The Commission accepts the Licensee’s forecasalf@momponents of Other Income
except Meter Rent, which has been recomputed oibdses of average (average of
opening and closing balance) approved number obwuoers for FY08 and the

Commission’s approved rates for meter rent. Alsges provision of meters is an

activity associated with the Retail Supply activitly the Licensee, the Commission
considers income from this source as Other Incanéhe Retail Supply activity and

not the Wheeling activity as considered by the hese.

The Licensee has not considered any income fromelvite charges, which is
accepted by the Commission. However, the actuabnmec to the Licensee from
wheeling charges during FY08 could be higher dejmgndpon the actual number of
open access consumers, which shall be adjustatsequent years.
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4.128 The amount thus allowed by the Commission as Qtimyme for FY08 shall be as
follows:

Table 166: Other Income for Wheeling activity

Amount in Rs. Crore

Particulars FY 08
Claimed by the Licensee 25.58
Allowed by the Commission 11.1€

Table 167: Other Income for Retail sale activity

Amount in Rs. Crore

Particulars FY 08
Claimed by the Licensee 30.34
Allowed by the Commission :---

Meter Ren 26.0¢
Total of all other items 30.34
Total as allowed by the Commission 56.39

Segregation of approved ARR between Wheeling and el Sale activities

4.129 The Commission’s Regulations under section 61 iedtibn 28' October 2006 state
that the Distribution Licensees should file the Aggate Revenue Requirement in
three parts, viz. for power purchase activity, Wareeling (distribution) activity and
for retail sale activity. The Regulations cleailtéd out the items of fixed costs (i.e.
other than power purchase) that should be includéa wheeling and retail sale
activities.

4.130 The Licensee has complied with the Commission’silegns to the extent that they
have filed the ARR segregated among expenses feemppurchase, wheeling and
retail sale activities. The Licensee has only ader&d normative interest on working
capital for retail activity, provision for bad deband interest on consumer security
deposits into retail sale activity. All other iteflhave been considered entirely as part
of wheeling activity.

4.131 For the present tariff exercise, the Commissioneptx the Licensee’s method of
allocating costs into wheeling and retail sale\atitis. However, the Commission
directs the Licensee to carry out an extensiveysadoss a representative sample of
its distribution centers, RAOs, etc. to develop &llecation ratios for segregation of
each expense item (excluding power purchase) im@eling and retail sale activity.
The results of this study should be presented éoG@bmmission by the Licensee

Madhya Pradesh Electricity Regulatory Commission Page 159




ARR AND RETAIL TARIFF DETERMINATION FOR FY 2007-08

4.132

4.133

within six months of this Tariff Order. This is, Wever, only a stop gap arrangement.
The Commission desires that the Licensee undertakied accounting segregation
for booking expenses separately under wheelingigcand retail sale activity. The
Licensee should get back to the Commission, withimonth of issue of this Tariff
Order, with the probable time-lines for this adijvi

For the purpose of this Tariff Order, thereforege thiommission allocates the fixed
costs (i.e. other than power purchase) in thevioilg manner:

Wheeling activity shall include:
(@  O&M expenses

(b) Depreciation

(c) Interest on project loans

(d) Interest on working capital loans — for normativerking capital for wheeling
activity

(e) Return on Equity

)] Other miscellaneous expenses

(9) Less: Other Income as computed in previous section
Retail sale activity shall include:

(h) Interest on working capital loans — for normativerking capital for retail sale
activity

0] Interest on Consumer Security Deposits
() Bad and Doubtful debts
(k) Less: Other Income as computed in previous section

On the basis of above, the ARR for FY 08 for whegknd retail sale activity for the
Central Discom is approved as under:

Table 168: Allowed ARR for FY 08 segregated among lreeling and retail sale
activities

Particulars Amount in Rs. crs.
approved for FY 0€
Power Purchase expen 1714.9°
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Particulars Amount in Rs. crs.
approved for FY 0€

Transmission charges (MP Transco) 240.21

Wheeling activit:

O&M expenditure 334.76

Depreciation 49.96

Interest and Finance Charges on Project Loans 9.38

Interest on Working Capital 3.79

Return on Equity 44.93

Other expenses 0.00

Less: Other Income 11.10

Sub-Total Wheeling ARR for FY 08 as approved 432.24

Retail Sale activi

Interest on Working Capital 0.00

Bad and Doubtful Debts 23.58

Interest on Consumer Security Deposit 21.00

Less: Other Incon 56.3¢

Sub-Total Retail ARR for FY 08 as approved (11.80)

Grand Total FY 07-08 ARR as approved 2375.10

Revenue Gap at existing tariffs

4.134

The revenues at existing tariffs have been workadby the Commission using this

sales forecast. The revenue gap is worked out ukese revenues and the approved
ARR as shown in the table above. The sales reveamgtshe revenue gap at existing
tariffs are presented in table below. The reveraje & filed by the Licensees is also

reproduced for ready reference:

Table 169: Revenue gap with approved ARR for FY 08t existing tariffs

Amount in Rs. Crore)

Particulars Amount
Revenue gap as fil by the License (496.0
Revenues at existing tariffs as worked by the Commissic 2351.30
Approved ARR for FY 08 (with interest on CSD, Badlis, 2374.93
etc. worked out at revenues from current tariffs)

Madhya Pradesh Electricity Regulatory Commission Page 161




ARR AND RETAIL TARIFF DETERMINATION FOR FY 2007-08

Particulars Amount

Revenue Gap for FY 08 at existing tariffs (23.63

4.135

4.136

4.137

4.138

The Licensees had proposed to bridge the gap dPRD Crs, as projected by them,
partly by means of tariff hike and efficiency gasrsd partly by means of creation of
regulatory asset. However the revenue gap is 0BIgRCrs, as determined above.
The Commission has therefore made suitable motiits to the tariff proposals to
meet the total revenue gap indicated above ane the#ms to be no requirement for
creation of any regulatory asset for FY 08.

The expected revenues from revised tariffs forDiwribution Licensee is shown in
the table below

Table 170: Revenue from revised tariffs
(Amount in Rs. Crore)

Particulars Amount
Revenue gap as filed by the Licensee (496.0)
Expected Revenues at approved tariffs for FY 08 8235
Approved ARR for FY 08 2375.10
Revenue (Gap)/surplus at approved FY 08 tariffs (182)

From the table above, it is clear that there is argmnal gap left over with the
Licensee. This, however, is a fall-out of maintaghuniform tariffs in the State. As
the revenue gap left-over is only marginal. Theitpws shall be reviewed while
truing up for FY 08.

The consumer category-wise revenues at approve®&-Yariffs (contained in the
Tariff schedule in this Order), as worked out by @ommission are presented below:

Table 171: Consumer category-wise revenues at FY @&iffs

Consumer Category Sales (MU)| Revenues (Rs.
Crore)

Low Tension

Domestic Light Fan and Power 1779 610.0(

Non-Domestic Light Fan and Power 436 239.26

Water Works and Street Lights 123 40.0

LT Industrial* 218 92.35

Agricultural Consumers 1842 422.4;
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Consumer Category Sales (MU)| Revenues (RSs.
Crore)
TOTAL (LT) 4398 1404.03
High Tension
Railway Traction 694 319.44
Coal Mines 38 21.53
Industrial and Non Industrial 1133 529.71
Seasonal 2 1.71
HT Irrigation and Public Water Works 91 30.2(
Township and Residential Colony 148 51.7¢
Bulk Supply to Exemptees 0 0.00
Total HT 2105 954.35
Grand Total (LT + HT) 6504 2358.38

* LT Industrial category includes sale Agro relatesk in rural areas (LV 5.2) which was
earlier included in Agriculture category.
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A5:

PUBLIC OBJECTIONS & COMMENTS ON LICENSEE'S
PETITION

Introduction

5.1

5.2

5.3

5.4

On admission of the ARR for the period from FYO0&610 and Tariff proposals for
FYO08 only filed by the three Discoms viz. M.P.Pabrishetra Vidyut Vitaran
Company Limited, M.P.Paschim Kshetra Vidyut Vitar@ompany Limited and
M.P.Madhya Kshetra Vidyut Vitaran Company Limiteslient features of the same
were published in the newspapers for determinatibmetail tariff for FY08. The
Commission has invited stakeholders’ response entdhff proposals filed by the
Discoms for which the last date was fixed as 2@QA@6 for all Discoms. The
Commission received large number of comments/abjestfor each Discom. The
Commission has considered all the comments receiyedo the date of public
hearings. Details of persons and organizations étbfiled the comments/objections
are given in Annexure-1. The Commission also sougbponse of the Discoms on
the comments received from the stakeholders.

S.No. Name of Discom Number of comments received
Within due date | After due date

1. East Discom 20 NIL

2. West Discom 40 4

2. Central Discoms 20 1

The Commission held public hearings as per foll@mchedule in the Conference
hall of the Commission at its headquarters at Bhopa

S.No. Name of Discom Date of public hearing
1. East Discom 22.1.2007
2. Central Discom 24.1.2007
2. West Discom 29.1.2007

The Commission has also invited Non Government Qirgéions to take part in the
process of tariff determination to represent irgecd all consumers.

The issues and concerns voiced by various stakefsoltive been carefully examined
by the Commission. Major responses, including thesaraised in the public hearings,
have been grouped together according to the nafutiee comments/objections and
are summarized in this Chapter.
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Issue No. 1: Discrimination in Demand charges

5.5

5.6

Issue raised by stakeholders

Some of the respondents raised the issue of dis@iian of demand charges at

different voltage levels. They have contended teahand charges are higher for 33
kV and 132 kV than for 11 kV supply consumers. Eteough the line losses are

lesser and power factor is better at higher voltadgerefore, respondents expect that
demand charges at 132 kV should be the same 44 v consumers.

Response from Discoms

It is not appropriate to compare only the demanar@bs at various voltage levels.
The effective tariff comprising demand and energparges (including load factor
incentive) should be compared across voltage levels

Commission’s views

The Commission agrees with the views of the Distidn Companies. The demand
charges have to be seen in relation to the totaswmption and load factor. Lower
demand charges will imply higher energy chargeswéi@r, keeping in view the
concerns of the objectors, some changes have bade m the fixed charges and
energy charges.

Issue No. 2: Fuel surcharge adjustment

5.7

5.8

5.9

Issue raised by stakeholders

Some of the respondents raised the issue thath€ drder can not consider new
FCA formula. Regulations 2006 under clause 1.2@aaly allow the Licensee to
approach the Commission if fuel surcharge is peeahito Generating Company.

Response from Discoms

The proposal of the Licensee is in line with thevwions of Clause 5.3 (h) (4) of the
National Tariff Policy. The respondents point cuaitt Regulations 2006 under clause
1.29 allow the Licensee to approach the Commidsipauch a formula as follows:

“As provided in Section 62(4) of the Act, a fuelchiarge formula may be specified
by the Commission and tariff may be permitted tocbarged under the terms of
specified formula ...”

Therefore, in line with the above provisions of tational Electricity Policy and the
Regulations, the Licensee has proposed the fornflolacomputation of Fuel
Surcharge Adjustment for kind consideration of @@nmission.
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Commission’s views

The Commission agrees with the views of the Distidn Companies. The
Commission will consider FCA formula in view of Naal Tariff Policy and
Regulations made by the Commission in this regard.

Issue No. 3: Distribution Loss Targets

5.10

5.11

Issue raised by stakeholders

Some of the respondents raised the issue that gedplesses for FY08, FY09 and
FY10 are 30.5%, 29.5% and 28.5% respectively. Tieye contended that as per
‘Abraham Committee report’ unless the losses adeaed by 3%, 2% and 2% in the
tariff years respectively, the Company will notddgible for funds under the Central
Scheme. Some of the respondents have representemgaer loss trajectory as per
regulations notified by the Commission.

Response from Discoms

Section 5.3(h)(2) of the National Tariff Policy sifees that “In cases where
operations have been much below the norms for npayious years the initial
starting point in determining the revenue requirem@&nd the improvement
trajectories should be recognised at ‘relaxed’ lea@d not the ‘desired’ levels.”

Commission’s views

In accordance with Section 5.8.10 of the Nationakgicity Policy and Section 5.3
(h) (2) of the National Tariff Policy, the State ¥@nment vide order no. 8414
/13/2006 dated 28.12.2006 has notified annual toifes for distribution losses
(Technical and Non-technical) to be adhered to &gheof the three Distribution
Companies over the next five years i.e. 2006-02ab0-11. For the financial year
2007-08, the loss targets are fixed as 32.5%, 499@28.5% for East Discom, Central
Discom and West Discom respectively.

As per Section 86(4) of the Electricity Act, 2003,

“In discharge of its functions, the State Commisséball be guided by the National
Electricity Policy, National Electricity Plan andafiff Policy published under section
3.11

The Commission has therefore considered the logetsas notified above by the
State Government for determining tariff for FY08.
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I ssue No. 4: Depreciation and advance against depreciation should not be allowed

5.12

5.13

5.14

5.15

5.16

Issue raised by stakeholders

Some of the respondents raised the issue that dafioe can be allowed as per
CERC norms and not as per accounting norms. ACERC the depreciation will

reduce by 50%. Otherwise also depreciation is rasthcexpenditure and it is an
internal resource to finance projects.

Advance against depreciation is not provided fothie regulations and should not be
allowed.

Response from Discoms

In the ARR filing, the Licensee has provided deftdilrationale for adopting the

existing depreciation rates. It may be noted tHARC norms are for Generation and
Transmission and National Tariff Policy empowers Borum of Regulators (FOR) to

come up with a modified set of norms for Distrilouti The Licensee has only sought
to continue with the existing depreciation normbROR issues the new rates for
Distribution.

The earlier Regulations called ‘The MPERC (Termd @ondition for Determination
of Tariff for Distribution and Retail Supply of H#ricity) Regulation 2005 (G-27 of
2005) provided for advance against depreciation.

While it is true that the new Regulation (RG-27(H) 2006 does not provide
explicitly for Advance Against Depreciation, Secti@.5 of this Regulation provided
that “.... The debt-equity amount arrived in accordance whik tlause shall be used
for calculation of interest on loan, return on etyliadvance against depreciatiand
foreign exchange variatioh. Further section 15(2) (b) of Central Electricity
Regulatory Commission (Terms and Conditions of fTjaRegulations, 2004 provides
for advance against depreciation. Therefore, cemsig these provisions, the
Licensee expressed its view on the treatment olvéhde Against Depreciation” and
placed it on record in the filing.

Commission’s views

As per the calculations provided in the tariff erdit can be noted that the
depreciation has been allowed on CERC norms andd#peeciation amount is

sufficient to meet the principal repayment requiesis of loans considered to have
been contracted for the creation of fixed assets.
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Issue No. 5: Interest and Finance Charges

5.17

5.18

Issue raised by stakeholders

Some of the respondents made strong objectionsigigaonsidering higher lending
rate than provided in regulations 2006

Response from Discoms

While asking for this treatment, the Licensees @ikto highlight that there is a need
to explicitly link the interest rates to an extdrienchmark rate considering the
financial position of the Licensees and it is ria intention to ask for any rate higher
than that provided in the Regulation.

Commission’s views

The Commission while computing the allowable inséreost has verified that the
interest rates are in accordance with the regulatio

I ssue No. 6: Category wise cost of service

5.19

5.20

Issue raised by stakeholders

Some of the respondents made objections againsavibeage cost proposed for
reducing cross subsidy. The cross subsidy has @shmer clause 3.2 and 3.3 of the
regulations 2006.

Response from Discoms

The Licensees have taken the reference of theeRBudspoint 2 of NTP which stated
that ‘For achieving the objective that the tariffogressively reflects the cost of
supply of electricity, the SERC would notify roadmaithin six months with a target
that latest by the end of year 2010-2011 tarifes\aithin +/- 20% of the average cost
of supply.” The Licensees have also mentioned MBEP clearly demonstrates that
cross subsidy is to be determined with respectévaae cost of supply and not with
respect to cost of supply to any specific categdrgonsumer.

Commission’s views

The Commission has considered the concerns otalkelsolders. The Commission is
of the view that at present it would be difficutt work out category wise cost of
supply as the Distribution Companies at presentuasble to provide requisite data
for the same. Under the above circumstances, timen@ssion has decided to follow
guidelines provided under National Tariff Policy ¢onsider average cost of supply
till sufficient data are provided by the Distribati Companies. However, the
Commission would pursue the matter with the Disdonprovide reliable requisite

data for determination of category-wise cost ofpdyp
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Issue No. 7: Return of equity and supply margin

5.21

5.22

Issue raised by stakeholders

Some of the respondents made objections that thenren equity should be 14% as
per regulations and no supply margins can be aticageper regulations.

Response from Discoms

As explained in Section 3.9 of the filing that G3au5.3 9a) of NTP recognizes that
Distribution business entails higher risk and hetiee return on equity notified by
CERC for Generation and Transmission needs to bdifi@d to reflect such higher
risk involved. It is in this context the Licensemught approval of either a higher rate
of return at 16% or providing a margin separatelythe “supply” business similar to
the trading margin allowed as per Clause 9.0 oiNTP.

Commission’s views

The Commission fully agrees with thakstholders’ concern and allowed Return on
Equity @ 14% while determining retail tariff for 8.

Issue No. 8: Sharing of Regulatory asset

5.23

5.24

Issue raised by stakeholders

Some of the respondents suggested that lossesrédcdue to inefficiencies of
Discoms cannot be burdened on the consumers.

Response from Discoms

The Companies have responded that MYT frameworkksvam the principle of
incentivising the utility while sharing the costsfefits with consumers in a fair
manner. NTP prescribes that for long-term bendbtshe consumer, the sharing
should be asymmetrical in the initial years to jaevmore incentives to the Licensee
while protecting it form higher risk in initial yes

Commission’s views

The Commission has allowed only pridewel of costs. The Commission has also
allowed the Discoms the revenue which meets thmvalble costs. In this situation
when costs & revenue almost match there is no oeeshulatory assets.
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I ssue No. 9: Delayed payment surcharge

Issue raised by stakeholders

5.25 Some of the respondents reiterated that the delagpohent surcharge is a part of the
revenue earned and has to be accounted for inRfe A

Response from Discoms

5.26 The Licensees’ estimates of revenue are as peprihasions of Regulation. The
Commission has earlier considered and also expuldte position in para 1.32 of the
Tariff Order FY'07. The Licensees believe thatsita well conceived and principled
approach and also believe that the suggestioreafetfpondent is not tenable.

Commission’s views

The Commission continues to maintarstand for reasons provided in its tariff order
dated 31.3.06.

Issue No. 10: Security Deposit in the form of Bank Guarantee

Issue raised by stakeholders

5.27 Some of the respondents raised the issue that whitking out the working capital
requirement, the impact of allowing security deposthe form of bank guarantee be
considered by the Commission, so that the Distieinu€Companies can freely accept
bank guarantee.

Response from Discoms

5.28 The Commission may take a view in the matter inlititet of provision of the Act.

Commission’s views

The matter is subjudice.
Issue No. 11: Different Power Purchase Rate

Issue raised by stakeholders

5.29 The major item of the expenditure is the power pase cost (around 60%) and the
Companies are dependent on the trading Compankespdwer purchase rates are
different for different Companies. The respondesquested that ARR of trading
Company needs to be scrutinized and rate of powethpse should be same in all
Discoms.
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5.30

Response from Discoms

The Licensees have provided details of their esdchaosts and revenues and it
would be scrutinised by the Commission while apprgthe ARR.

Commission’s views

The power purchase cost has been eadmiby the Commission on the basis of the
GoMP notification allocating the generating capaeihd the station wise generation
cost determined either by the MPERC or the CERtar determined for NPC.

I ssue No. 12 Minimum charges

5.31

5.32

Issue raised by stakeholders

The representative of a society raised the isstieeotlause 3.1(e) of MPERC (Terms
and Conditions of Tariffs & Charges) Regulation®@0vhere it is stated “Tariff

minimum: The Commission does not favour tariff rmuim to be recovered from
EHT/HT/LT consumers.

Response from Discoms

The Licensees believe that the concept of minimusnsamption need to be
continued wherever available and need to be intteddior other categories.

Commission’s views

The Commission is of the view that nalijntariff minimum should not be recovered
from consumers if the fixed cost is fully recovetabugh fixed charges. However, if
fixed charges are kept at very low level then tlhen@ission has no alternative but to
levy minimum charges for some of the categoriesosfsumers so as to keep revenue
balance.

Issue No. 13: Billing Demand

5.33

5.34

Issue raised by stakeholders

Some of the objectors suggested that billing den@mtept may be reintroduced. It
is submitted that billing demand should be 75%aftact demand or actual demand
which ever is higher.

Response from Discoms

The Licensees have stated that if the conceptliidpdemand is introduced, it will
result in revenue loss. Therefore, if it is reidwmoed the Licensees need to be
compensated by a higher demand charge.
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Commission’s views

The Central Discom and West Discomehproposed fixed charges based on full
contract demand and East Discom has proposed 8s¥nbfact demand or maximum
demand, whichever is higher as the billing demandvbich fixed charges may be
levied. The Commission is of the view that althouthjiere are divergent views
amongst East & other two Discoms, the fixed chargayg be levied @ 90% of the
contract demand or maximum demand whichever isenigh

Issue No. 14: Annual Minimum Charges

5.35

5.36

Issue raised by stakeholders

The stakeholders suggested that concept of annnahom charges for HT and LT
industrial consumers as introduced by the Commmssicthe amended Tariff Order
for 2006-07 should continue instead of monthly dedftixed charges.

Response from Discoms

The Licensees mentioned that the present provisiadequate and need not to be
changed.

Commission’s views

The Commission agrees with the promosathe Discoms.

I ssue No. 15: Power factor incentive

5.37

5.38

Issue raised by stakeholders

Some of the respondents suggested that power faxctentive may be offered from
0.9 instead of 0.95 and the incentive should beretf on both demand and energy
charges. Considerable investment is made by HTurness in capacitors to improve
power factor. Such investment is not yielding adagueturn with the reduction in
capacitor incentive. One of the stakeholders pdintet that there is no use of
providing 2% incentive for above 99% power factimce almost no consumer in the
State is maintaining such power factor continuausly

Response from Discoms

The Licensees are following the last Tariff Ordad aagree with the views stated in
the order on PF incentive. The incentive above ®B5wvas provided in the tariff to
motivate consumers to compensate for the cost ditiadal equipment necessary to
improve the system. Therefore, the request is cx#@table by the Licensees.
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Commission’s views

The Commission is of the opinion thiatsi the responsibility of the consumer to
maintain power factor so that minimum reactive pofi@vs in power system and the
Discoms are required to provide compensation tontiiemum extent possible. As

such, Commission does not find any justificationgooviding additional incentive to

the consumer even if he puts Discoms at loss byidgareactive energy from power
system. However, the Commission shall continuertwige incentive in FY2007-08

to those consumers on energy charges who maintirerpfactor above 95% in a
billing month.

Issue No. 16: Load Factor | ncentive

5.39

5.40

5.41

Issue raised

The representatives from a society suggested dat factor incentive should be
provided from 50% and the incentive should be redufrom energy charges to
reduce electricity duty. The respondent also mesticthat the wind generated energy
units shall not be deducted while calculating theedl factor.

Response from Discoms

The Licensees have mentioned that the incentivectstie needs to be designed in
conjunction with the demand and energy charge wowage the consumers for
improving the load factor.

Electricity duty is a matter in the ambit of thea®t Government and the Licensees
can not design tariff to reduce/increase it.

(@ The incentive is provided to encourage higher congion from the
Licensees. Therefore, the effect of energy consiomgdrom other sources
cannot be added with the consumption from Licerisegsply for determining
load factor for the purpose of incentive.

Commission’s view

The Commission has considered the viegfitbe stakeholders and has provided load
factor incentive for load factors above 50 % irstbrder. The Commission has also
redesigned the structure of load factor incentivéhat consumers are encouraged to
improve the load factor and at the same time, tieedns should not suffer any
revenue loss.
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Issue No. 17: Temporary Power Supply Charges

5.42

5.43

Issue raised by stakeholders

One of the stakeholders made a representationeimgorary power charges needs to
be reduced from 1.5 times to 1.1 times the norraiges.

Response from Discoms

The Licensees have mentioned that short term pdwer trader cost significantly
higher than the long-term power contracted fromulagsources. Therefore, such
supply should attract higher charges and preséntirhes higher charges should be
continued.

Commission’s view

The Commission has taken a realistewviwhile fixing charges for temporary
connections for different categories of consumers.

Issue No. 18: Interruptible and un-interruptible supply

5.44

5.45

Issue raised by stakeholders

One of the respondents strong opposes the contdpferent tariffs for interruptible
and un-interruptible supply as it is the basic gdtion of the Licensees to provide un-
interruptible supply and thus if such concept isegpted it will introduce cross
subsidy through backdoor. Respondent suggesteddhate in tariff could be made
available to consumers seeking 12-18 hours supplylay.

Response from Discoms

The Licensees have expressed that this matter magdided by the Commission.

Commission’s view

The Commission believes the tariffs shoaldo reflect quality of supply. The
consumers of the State do not receive uniform tualf supply and consumers
receiving poorer quality need to be compensatedhiat. However, the Commission
has observed practical difficulties in measuring gupply hours and therefore this
practice is being discontinued during FY2007-08.
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I ssue No. 19: Performance is not upto the mark

5.46

5.47

5.48

5.49

Issue raised by stakeholders

One of the stakeholders made representation thagragsetition no. 111/2006 there is
no reduction of losses up to the target level,gherno realization of 98% of the
current revenue.

The respondent asked to consider reducing RoE afloew and reducing
administrative and general expenses.

Response from Discoms

Though the Licensees have undertaken a number itditives to improve the
operational performance, it may take some timeneetwe results become visible.

In the long term interest of the Discoms and coressnat large, it is not prudent to
reduce RoE and expenses. Such reduction will créatncial distress for the
Company and will make it commercially unviable, aiiwill go against the interest
of the consumers.

Commission’s view

The Commission has gone by its Regulatamd the loss reduction trajectory given by
GoMP while calculating the revenue requirement.

I ssue No. 20: Bad and doubtful debts

5.50

5.51

Issue raised by stakeholders

One of the stakeholders made representation theadyl a burden of Rs. 131.47
Crore has been placed on consumers in the finaype#l 2005-06 in the name of bad
and doubtful debts and now again Rs.98.81 Crordbas proposed in this petition.

Response from Discoms

The provision for bad and doubtful debts is madpeasthe limits specified in Clause
2.25 of the Regulations.

Commission’s view

The Regulations of the Commission pievior actual bad debts written off subject to
maximum of 1 % of revenue. This will be ensured.
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Issue No. 21: Security Deposit

5.52

5.53

Issue raised by stakeholders

One of the stakeholders made representation thatigedeposit be calculated on the
basis of yearly consumption and not 6 monthly basis

Response from Discoms

Security deposit is being estimated on the basisMBERC (Security Deposit)
Regulation, 2004.

Commission’s view

The Commission agrees with the Discoms

Issue No. 22: Linkage of loansto assets

5.54

5.55

Issue raised by stakeholders

Some of the stakeholders made representationitkagle of loans to assets is a must,
unlinked loans ought to be borne by State Govt.

Response from Discoms

The Licensees have requested for waiver from ttosigion for only historical loans
and assets for the reasons articulated in thegfillks expressed in the filing the
Licensees will endeavour to establish and mairgagh linkages for future assets and
their financing sources.

Commission’s view

Due to past legacy the Discoms are not able totifgeassets created out of past
loans. The Commission is insisting that all loanstacted after the formation of
these Discoms must be linked to assets.

Issue No. 23: Tariff incomeis suppressed

5.56

Issue raised by stakeholders

Some of the respondents objected that the revealorilations do not take into
account the additional charges paid by the conssimnerespect of demand charges,
minimum charges, penal billing, vigilance caseitgletc. the method as was adopted
by the Planning Commission and MPEB in the past twasork out average rate of
realization. The rate was 10-15% more than th# tarte.
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5.57

Response from Discoms

The Licensees have clarified that the revenue f@@7208 or future years are
estimates only based on certain projections. Whikking projections, it is not
possible to envisage exceptions such as raiseddppndent. The Licensees have also
clarified that the methodology of revenue estintateugh average realization rate as
suggested is inaccurate and does not reflect reesvefrom various tariff
components.

Commission’s view

Some of the sources of income as suggested byepwmdents are in the nature of
non-tariff income and are considered in the ARRe T@sues raised about any excess
revenue income other than tariff income will beetalcare of while truing up of the
ARR.

Issue No. 24: Changein TOD tariff

5.58

5.59

Issue raised by stakeholders

Some of the respondents made representation thathe hydel power increasing in
the State of MP, the gap between off peak and gdeatand is bound to increase. It is
therefore necessary to give more incentive to geruof off peak power. They have
requested for a change in TOD tariff and for inseeaf off peak rebate to 15%.

Response from Discoms

The contention of the respondents on increasing lgetpveen off-peak and peak
demand is not clear. It appears that the resposdente not kept in view the short
term power purchase. The Licensees believe thatoffipeak rebate offered is
adequate and hence do not agree to the sugge$imreasing the same.

Commission’s view

The Commission has fixed Time of Day surcharge féar hours (from 6PM to
10PM) and rebate for eight hours (10PM to 6AM neay). The Commission does
not find any justification in enhancement of rateabate to be provided.

Issue No. 25: Study on base line data and verification of energy audit results

5.60

Issue raised by stakeholders

Some of the respondents suggested that for indepémdsessment of base line data
for various parameters for every distribution @rat is necessary to know the actual
ground reality. They also recommended for thirdtyaerification of energy audit
results.
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5.61

Response from Discoms

The suggestions are noted by the Licensees.

Commission’s view

The Commission has considered the wviefvthe stakeholders. The Commission
shall suitably direct the Discoms in due course.

Issue No. 26: Differential Tariff only for commercial losses

5.62

5.63

Issue raised by stakeholders

One of the Stakeholders made a representatiothiibalifferential tariffs, if any, have
to be for commercial losses alone and not for teahiosses.

Response from Discoms

At present the Licensees are not in a positioretregate technical and commercial
losses. However, the suggestion is well conceivetiraay be considered once such
segregation is possible for all areas under Lioesissrea of supply.

Commission’s view

The Commission agrees with the contensif the Discoms.

Issue No. 27: Tariff based on the average losses in the State with incentive to better

5.64

5.65

performing areas

Issue raised by stakeholders

One of the Stakeholders suggested that tariff shbalbased on the average losses.
The localities/areas showing lower losses thanamesrincentive could be given to
staff/consumers of those areas. This is also stggboy National Tariff Policy.

Response from Discoms

The Licensees have appreciated the suggestionalbat mentioned that present
differential losses is on account of various hist@rreasons and therefore, it may not
be appropriate to immediately differentiate betweeansumers of various
geographical areas based on losses alone igntwenground realities.

Commission’s view

The Commission agrees with the suggestf the stakeholders and would work out
the feasibility of its implementation in future.
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Issue No. 28: Demand meter in LT consumers

5.66

5.67

Issue raised by stakeholders

One of the Stakeholders made a representatiordémaand meters be installed in the
LT consumers’ premises. The demand as recordedowithe criteria to fix the load,
irrespective of connected load. The connected loemy be considered when the
demand meter is tampered.

Response from Discoms

The Licensees have proposed separate demand baisd t

Commission’s view

The Commission is of the view thatwbuld not be feasible to provide demand
indicating meter to all LT consumers. The Discoragehproposed for demand based
tariff for certain categories. For LT industrial sumers, demand based tariff is
mandatory for connected load above 25 HP. Howeaey, LT industrial consumer
with connected load up to 25 HP may also opt fonaed based tariff. Further, the
transformer in LT connection is owned by Licensgkich is generally used to serve
more than one consumer. The transformer is instddéesed on connected load only.
Whereas, for HT consumers the ownership belongisetm including its maintenance
& replacement etc. Therefore, it would not be fekesto delink connected load while
fixing maximum limit of load for LT connections.

Issue No. 29: Unmetered Urban and Rural consumer

5.68

5.69

Issue raised by stakeholders

Unmetered urban and rural consumers are billecherassessed units of 77 and 38
respectively. One of the Stakeholders raised aectibp that if consumers consumes
more than above, there is no check and in that teséoss in revenue become the
burden to the metered medium class of domesticuroness.

Response from Discoms

The Licensees have mentioned that the assessnileistdn interim measure and the
Licensee is making efforts to meter all the doneesbnsumers.

Commission’s view

The Commission has directed the Liceas® expedite 100% meterisation of the
consumers as required under the provision of teet&tity Act, 2003.
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Issue No. 29: Increasein fixed chargesin HV2 and HV6 categories

5.70

5.71

Issue raised by stakeholders

One of the respondents objected the proposedrrifeed charge by 31.25% in HV2
category and 36.36% in HV6 category. This will ¢eeadditional burden on the
consumers.

Response from Discoms

The Licensees have explained that basis of fixadggs has been proposed as 85% of
the contract demand or maximum demand whichevieigiser. Considering the same
the effective change is 3.45% which is lesser ttrenincrease in average cost of

supply.

Commission’s view

The Commission has considered the vigmth the objectors and Discoms and has
initiated appropriate action in this order.

Issue No. 31: Increase in energy charge and demand charge in Railways

5.72

5.73

Issue raised by stakeholders

One of the respondents from Railways objected tlopgsal of hike in fixed cost
charge and energy charge which is against the apte&cts and the Tariff Policy
issued by the Minister of Power on 06.01.2006. leethe hike proposal is deviation
from National Tariff Policy and Electricity Act, PG.

Response from Discoms

The Licensees have explained that the proposetf taril16% of the proposed
average cost of supply. It is also to be pointetitbat the Licensee has proposed
demand charges on the basis of billing demand wisi@%% of the contract demand
or actual maximum demand which ever is higher. plaposal submitted is in line
with the principles laid down by the relevant Aated Tariff Policy.

Commission’s view

The Commission has considered the views of botlsthleeholders and Discoms and
has taken appropriate action while determinatioretsil tariff.

Madhya Pradesh Electricity Regulatory Commission Page 180




ARR AND RETAIL TARIFF DETERMINATION FOR FY 2007-08

Issue No. 32: Reduction in Cross-Subsidy

5.74

5.75

Issue raised by stakeholders

Railway’s representative objected that the Tardfidy of MoP envisages that by end
of the year 2010-11 tariff are within +/- 20% okthverage cost of supply. But the
proposed tariff doesn’t contain any reduction ia thte. Also, it doesn’t indicate the
existing level of cross subsidy.

Response from Discoms

The Licensees have clarified that as per tariffeorof 2006-07 railways tariff was
129% of average cost of supply. After proposingease in tariff, the effective tariff
(at average load factor of 58%) shall be at 116%wvefage cost of supply of FY2007-
08. Therefore, the proposed tariff conform the N&guirements.

Commission’s view

The Commission has considered the views of botlobjector and Discoms and has
initiated appropriate action in this retail tawifder towards achieving the target.

I ssue No. 33: Excess demand chargesin Railways

5.76

5.77

Issue raised by stakeholders

Railway’s representative highlighted that the fapifoposed is to charge the excess
demand over contract demand of one and half timesiormal tariff. The respondent

gave an example that at JVVNL, Rajasthan, up t&ddbcontract demand no excess
demand charges are levied for traction supply. dfoee, it is requested to consider
similar criterion for traction load in MP.

Response from Discoms

The Licensees have clarified that they have prapbdéng demand as the higher of
85% of contract demand or the recorded maximum demBhis will give flexibility

to the consumer to adjust the operations withintreah demand. Therefore, proposal
of allowing demand fluctuation beyond 100% of cantrdemand without any penal
charge is not acceptable.

Commission’s view

The Commission has considered the views of thewRs# and has decided on a
single part tariff and no levy of penalty upto 110%he contract demand.
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I ssue No. 34: Voltage rebate in railways

5.78

5.79

Issue raised by stakeholders

Railway’'s representative contended that Railwaysvdpower at 132 kV or 220kV
for traction supply. The transmission losses argligible at these voltages.
Therefore, they have requested to the Commissiocotsider a voltage rebate of
2.5% on energy cost and fixed charges for tractiguply as given by JVVNL.

Response from Discoms

The Licensees have clarified that the tariff reapplicable for railway traction are
lower than the rates applicable to other consuroEsame voltage level. Therefore,
the request for further incentive is neither justfnor acceptable.

Commission’s view

The Commission has noted the views of both thee$iwlklers and Discoms and shall
take appropriate action in future.

Issue No. 35: Tariff increasefor HT consumersand LT industries

5.80

5.81

Issue raised by stakeholders

One of the respondents objected that even the rmoogase in tariff proposed for HT
consumers needs to be withdrawn and also increaseiff for LT industries may not
be allowed in the interest of industrial sector.

Response from Discoms

The Licensees have appreciated the views of thmnelent regarding withdrawal of
proposed increase in HT tariff. Licensee mentiotied they have started working on
the guidelines of NTP to bring the cross subsidihiwi+/- 20% of average cost of
supply by the end of 2010-11. The cross subsidi#Dftariff has reduced from the
level of existing 126% of average cost of supplyli8% for FY08 which is well
within the limits prescribed in NTP.

Commission’s view

The Commission has considered the views of botlobfjectors and Discoms and has
taken appropriate action while determination cditeariff.

Madhya Pradesh Electricity Regulatory Commission Page 182




ARR AND RETAIL TARIFF DETERMINATION FOR FY 2007-08

AB:

RETAIL TARIFF DESIGN

Legal Position

6.1

6.2

6.3

The Commission has determined the Annual RevenugiiRenent for FY2007-08
for the three Distribution Companies based on tleguRations notified on 1b
November 2006, under Sec 61 of the Electricity A003. The annual revenue
requirement approved by the Commission for the Gdimg Company, Transmission
Company and the Distribution Companies forms themamy basis for recovery of
charges from consumers through retail tariffs.

The Commission has also separately issued Regutatinder Sec 45 (2) of the
Electricity Act, 2003 which specify the methods gmthciples for fixation of charges
recoverable by the Distribution Licensee for supglglectricity.

Further, in determining the consumer category wés#fs, the Commission is also
guided by the provisions of the National Tariff iegl (NTP), notified by the
Government of India on"6 January, 2006.

Commission’s Approach to Tariff Determination

Uniform vs. Differential Retail Tariffs

6.4

6.5

6.6

In consultation with the State Government and afterionged deliberations, the
Commission formed the view that uniform retail slypgriff should be continued for
one more year i.e., for the FY2007-08 also.

The GoMP notification issued on1March 2007 in respect of the revised allocation
of the existing generating capacity among the tiiseoms makes it possible to have
a uniform tariff with more or less a balanced raxenncome vis-a-vis the annual
revenue requirement of the Discoms

However, the Distribution Licensee must note the tletermination of the annual
revenue requirement is based on the milestone dduation in loss levels and
operating norms set for FY 08.

Linkage to Average Cost of Supply

6.7

In determining the tariffs, the Commission has givdue consideration to the
requirement of the Electricity Act, 2003 that comsux tariffs should reflect the cost
of supply. The National Tariff Policy mandates thbgt2010-2011, the tariffs should
be within +/- 20% of the Average cost of supplyThe table below shows the cost
coverage on account of revised tariffs as comptreke cost coverage as determined
by the Commission in the FY 07 Tariff Order:
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Table 172: Comparison of tariff v/s average cost afupply

Category/Sub- As per FY 07 Tariff Order New Tariff structure (FY 08)

Category Avg. Avg. CoS Realisation State Avg.  State Realisation
realisation (Pe€r unit) attained | |agjisation Av9- CoS  attained
(Rs./Unit) (Rs./Unity (Perunit)

Domestic (upto 30 2.65 3.49 76% 2.65 3.60 74%

units)

Domestic (Rest) 3.16 3.49 91% 3.43 3.60 95%

Non-Domestic 5.86 3.49 168% 5.48 3.60 152%

Pub. Water Works 2.95 3.49 85% 3.08 3.60 86%

Street Lights 3.53 3.49 101% 3.59 3.60 100%

LT Industry 4.55 3.49 130% 4.36 3.60 121%

(Including “Rural

Agro-based

Industry” as per FY
07 Tariff structure)

Agriculture 2.03 3.49 58% 242 3.60 67%
(metered)

Railway Traction 4.64 3.49 133% 4.60 3.60 128%
Coal Mines 5.50 3.49 158% 5.35 3.60 149%
Industrial and Non- 472 3.49 135% 4.56 3.60 127%
Industrial

HT Irrigation and 3.19 3.49 92% 3.16 3.60 88%
Water Works

Bulk Residential 3.60 3.49 103% 3.49 3.60 97%
users

Bulk supply to 2.83 3.49 81% 2.87 3.60 80%
Exemptees

6.8 The Commission has thus ensured that the crossdyulbsirden of consumer
categories having average tariffs above 100% ofatrevage CoS in FY2006-07 is
reduced. Similarly, the cost coverage of agriceltimetered) category has been
raised from 58% to 67%. It can also be seen fromtalble above, the Commission
has altered the tariffs for all categories payimgpwe 120% of average CoS.. For
example Non-domestic consumers’ average tarifheasthe FY 07 Tariff Order was
168% of the FY 07 Avg. CoS. As per the revisedgatieeir average tariff has been
reduced to 152% of FY 08 Avg. CoS.

Rebate for consumers in rural areas

6.9 The fixed charges are meant for recovering cosinfystructure created by the
Distribution Licensee. However, realising that t@nsumers in the rural areas are
placed at a disadvantage compared to urban consumeetting un-interrupted and
reliable power supply, the Commission has giverduction in the fixed charges for
the consumers in the rural areas.
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Incentive scheme based on Load Factor

6.10 The Commission, in this Tariff Order, has introddice new incentive scheme for
providing Load Factor based tariff incentives fofl Honsumers for specified
categories. The previous scheme of load factominees is hereby replaced with this
new scheme.

6.11 The new scheme offers reduction of threshold I@adof for eligibility of incentive
claim, from 60% to 50%, linearizing the discounts energy charges etc. Another
important feature of the new scheme is that higlimrount on energy charges shall be
provided to consumers in the load factor range086 %o 60%, with a gradual decline
in the discount percentage in LF slabs of 61% t& &Zhd 71% to 80% respectively.
This has been intentionally done to provide a greptish to the larger number of
consumers in the sub 50% and upto 60% LF rangentoease their energy
consumption and better their load factors.

Power Factor incentives for LT consumers

6.12 In order to incentivise consumers to improve Pofaator, the Commission has
provided an incentive of 1% of energy charge forthed% increase by which the
average monthly power factor exceeds 90%. This avalso help the Distribution
Licensee in reducing losses and improving voltagdilp.

Other highlights of FY 08 retail tariff design
6.13 Following are the other important features of thiit tariff design for FY 2007-08:
Rationalisation of tariffs for HT categories

6.14 In the Tariff Order dated $1March 2006 under HV -3.1 category, the consumers a
132 kV are being charged at a higher rate as casdptr consumers connected at
33kV at low load factors. This was because the dFiRbarges at 132 kV were twice
of those at 33kV. It was expected that the conssnwennected at 132kV shall
maintain a higher load factor as compared to theswmers connected at 33kV, and
therefore, even with higher fixed charges, thefeafve average tariffs would be
lower.

6.15 The consumer-wise database for FY2005-06 as swdahbit the Licensees shows that
the average Load Factor for 11kV (HV-3.1 categagnsumers is 26% and they are
paying an average tariff of Rs 4.92 / Unit as perifTf Order for FY2006-07 whereas
consumers connected to 33kV are operating at arage Load Factor of 40% and
are paying an average tariff of Rs. 4.52 /Unit. §loners connected to 132kV are
having an average Load Factor of 50% and are paingverage tariff of Rs.4.51 /
Unit which is almost same as that of 33kV consumEherefore, to keep the tariff of
132kV consumers much lower than 33kV consumersusecaf the fact that losses at
132kV are much lower than that of 33kV, the Comipis$as decided to reduce the
tariff for 132kV consumers in FY2007-08 by reducthg fixed charges.
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Single-part tariff for Railways

6.16

6.17

The Railways have historically been charged a tant-pariff comprising Demand

Charges applied on Contract Demand and Energy ebagpplied on energy
consumption. Also, in FYQ7 Tariff Order, the Comsit had specified that the
Simultaneous Maximum Demand at all connection gaimthe licensed area shall be
considered to measure contract demand violation.

The Railways have time and again expressed thaifility to control their maximum
demand due to the moving nature of their loads. Cahmmission has considered the
same and after extensive deliberations decidedup dnly single-part energy based
tariff to the Railway Traction loads. Demand Chardmve been removed. Since,
now there are no demand charges, Simultaneous MaxiPemand (SMD) has lost
its relevance and it is being abolished.

Reduction of fixed charges for LT Industry in Rukaekas and bringing the Rural Agro-based
Industry under the LT Industry

6.18

In keeping with the distinction created betweenakusnd urban consumers, the
Commission has reduced fixed charges for LT Ingustr Rural Areas. The

consumers classified under LT Agro-based industryfY 07 have been brought
under the existing LT Industry.

Introduction of new consumer category for Co-opeetGroup Housing Societies taking
supply at single-point

6.19

6.20

The concept of providing supply to consumers atilt point is increasingly picking

up because of its inherent advantages of redutiegdss levels of the Licensees.
Also, the Licensees’s effort on metering, billingdacollection reduces since the
Licensees only have to meter the bulk supply pdieliver one bill as against several
individual bills and similarly collect charges froome consumer only at the bulk

supply point.

As the MPERC regulations, 2004 (ThiAimendment (No. AG-1(iii) of 2005), the
Commission, in this Tariff Order has created a sspasub-category for co-operative
group housing societies, which are or shall benlsupply at a single point HT
connection, at any voltage level from 11kV upto K82The tariff decided by the
Commission for this sub-category has been kept dothan individual domestic
connections so as to promote such co-operativepgnousing schemes to take supply
at a single point HT connection.
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AT:

7.1

7.2

7.3

STATUS OF COMPLIANCE OF COMMISSION'S DIRECTIVES
GIVEN IN PREVIOUS TARIFF ORDERS

The enactment of the Electricity Act, 2003 and emuent National Electricity
Policy/ National Tariff Policy has brought aboubemous changes in the structure of
the power sector. Numbers of new initiatives aguied to be taken in the changing
context. The Commission in its Tariff Order datetf March’'06 had re-iterated
directives of previous tariff orders and also issfi@sh directives. These directives
pertain to improvements regarding operational amantial performance and quality
of customer services. The status of compliance Gmahmission’s directives on the
salient issues is discussed in following paragraphs

The Commission in its earlier Tariff Orders of 202001, 30.11.2002, 10.12.2004
had issued directives related to maintenance sdgtaggisters, reduction of T & D
losses, assessment of agriculture customer consmpprior approval of the
Commission for power purchase, status of bordelagels, manpower planning,
arrangement for better consumer care, modificabdbrR-15 revenue monitoring
(Formats), reduction of transformer failure, impeaent of recovery and liquidation
of arrears, DTR metering, consumer metering, infiomato consumer through SMS,
energy auditing, introduction of spot billing angpaintment of Reporter of
Compliance. These directives were reiterated ed pal of Retail Tariff Order for
Distribution Companies issued on 31.03.2006. Thstrution Licensee has not
given any information about the status in the nnattetheir filing with reference to
the specific para. From the information that iaikble with the Commission during
the course of earlier submissions of the Licenseajpliance has been found to be
partial and requires improvement on a number afeisdike maintenance of asset
registers, reduction of T&D losses, prior approeélthe Commission for power
purchase, DTR metering, etc. etc.

The Commission in its Retail Tariff Order dated(8L2006 had issued new directives
at para 5.3 of the order. This tariff order alsotems directives in earlier sections of
the order. The status of compliance submittedhgylticensee and observations of
the Commission are as given below:

€)) Directive: Para 1.20 of the Tariff Order dated 31.3.2006 - Licensee to
implement a scheme for providing incentive and disicentive to the staff.

Status Reported

East Discom It is stated that they have a system of providimzentive to
staff and during 2006 — 07, 26 individual officéemployees have been given
incentives.

West Discom It is stated that two schemes have been intradjdost scheme
relates to incentive for reduction in failure oansformers and the second
relates to improvement in realization per unit.
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(b)

(€)

Central Discomt The Licensee has stated that they are in theepsoof
developing the scheme and although it is mentidhatthe order for one such
scheme has been issued.

Observations of the Commission:On further scrutiny of the details, it has
been observed that the incentives, that are beipgrted to be given by East
Discom, are not based on any specific issues ofaugment like reduction of
T&D losses, improvement in revenue, but is basedndividual’'s specific
contribution on number of divergent issues. WesticBim has not submitted
details of the schemes$he intention of the Commission has been to magivat
employees to perform better on issues which asa@lto improvement in the
overall efficiency of the Distribution Licenseesripeularly with reference to
reduction of losses and improvement in revenuewvegoand if it can be
achieved, the Commission would appreciate the tsffor

Directive: Para 1.36 of the Tariff Order dated 31.8.2006 - The Licensee
is required to provide an estimate of expected rewele from tariff and
charges under Tariff Order and report to the Commission on monthly
basis.

Status Reportedby all three Distribution Licensees:It is stated that this
issue is being dealt with separately under SMP df3306.

Observations of the CommissionAs per the directives of the Tariff Order,
the Licensees were required to submit informatiorespect of their Company
on a monthly basis which has not been complied.Witte Commission vide
its letter No. 981 dated 18.04.2006 had furtheuesds directives to the
Discoms to submit the information in the formategaribed therein. However,
since the information was not submitted by the rikistion Licensees, a suo
moto petition No. 53/2006 was registered. In-spfethe Commission’s
continuous pursuance, the Distribution Licenseege haot submitted the
information in respect of all the circles in tharea of jurisdiction. The West
Discom had submitted the information for the morthg\pril'06 to June’06
for Dhar Circle and for the month of April’'06 foredmuch circle. Central
Discom has submitted the information in respecCiy Circle Bhopal only
for the months of April’06 to July’06 and the Ed&iscom had submitted the
details in respect of Chattarpur Circle for the thoof May’06 only. The suo
moto Petition No. 53/2006 had been closed withdihectives to the Discoms
to continue to maintain such information for alethircles in their area of
jurisdiction on a month to month basis. The Consinis regrets to note that
the Licensee is not interested in maintaining sdords which are only for
improvement of their performance.

Directive: Para 1.39 of the Tariff Order dated 31.3.2006 - The Licensees
are required to ensure that next filing in October06 meets the
requirement for MYT filing for full duration of con trol period.

Status Reported- All thee Discoms have reported compliance.
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Observations of the Commission:instead of filing complete tariff petition
for MYT control period, only petition for ARR for MT period was submitted
on 31.10.06 by East Discom, on 4.11.06 by Centrs¢@n and on 7.11.06 by
East Discom. This petition submitted did not camt@ny Tariff proposals and
was incomplete. The Licensee subsequently suldrthietariff proposals that
too only for FY2007-08 after continuous persuasiod considerable delay.

Directive: Para 4.20 of the Tariff Order dated 31.3.2006 — The
Distribution Licensees shall be required to seek gpoval of the
Commission for their requirements which exceeds qudaum of energy
determined in the Tariff Order.

Status Reported:

West Discom It is stated that they have submitted the petitim. 91/06 for
short term power procurement.

Central Discom It is stated that they have submitted the petitio. 90/06
for short term power procurement.

East Discom It is stated that they are approaching the Cormsionson short
term power procurement. The exact amount of acteralation will be known
only at the end of the year

Observations of the CommissionThe Distribution Licensees have filed the
petition for short term power purchase during reddson. The Commission
has directed the Distribution Licensees to file tihetails of long term
agreements so as to work out the requirement at séonms power over and
above power that is available from long term agre®tism The Licensees are
yet to comply with the directives on this issueheTCommission has further
observed that the Licensees have not followed tirectives of the
Regulations for power purchase.

Directive: Para 2.61 of the Tariff Order dated 31.3.2006 — Submission of
Annual Capital Plan in accordance with the guidelires.

Status Reported All three Discoms have stated that they have stibththe
annual capital plan to the Commission.

Observations of the Commission: The Commission has provisionally
approved the business plan of the Distribution hsses which includes
investment plan. The plan contains schemes whiehied- up and schemes
which are yet to be tied- up for the purposes dfimg fund for execution of
the schemes. In the ARR petition filed by theelsees, it is observed that
the Licensees have projected investment during &Y the schemes funds
for which are yet not tied up.
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Directive: Para 2.64 of the Tariff Order dated 31.@.2006 — Licensees to
claim depreciation based on year-wise additions gser rates defined in
the Regulations and to ensure that no depreciatiois claimed on assets
which have already been depreciated to 90% of theost.

Status Reported:

West Discom The Licensee has reported compliance except regiard to
adoption of rates which has been stated in the A&tRion.

Central Discom It has been stated that in case of identificatibthose assets
which have already been depreciated to 90% of theiue, it has been
estimated that such assets are 47% of total asdtaccordingly depreciation
has been claimed.

East Discom The Licensees has reported compliance.

Observations of the CommissionThe Distribution Licensees have claimed
depreciation on MoP rates while as per Regulatiogified by the
Commission, they are required to claim depreciatiofCERC rates.

Directive: Para 2.68 of the Tariff Order dated 31.@.2006: Central Discom
to submit its asset registers. All the Discoms toeconcile these registers
with notified balance sheets, up date it in accordece with the Companies
Act and codify all its assets.

Status Reported

West Discom The Licensee has stated that asset registeRsfé#6 crores of
fixed assets have been submitted. The final retiation shall be taken up for
notification of final opening balance sheet of @@mpany.

Central Discom The Licensee has stated that in the SMP 54/2006,

Commission vide order dated 18.10.06 has issuedctdies to submit

category-wise and year-wise details of assets by218006. Codification of

assets as on 31.03.06 as per MoP guidelines haredmost completed and
will be submitted to the Commission within a wekks further stated that the
directives to follow CERC guidelines will be comgai from 31.03.2006
onwards.

East Discom The work is in progress. About 88% work has beempleted
by end of March’06 and out of 115 field divisioneffices, asset registers for
101 divisions have been completed.

Observations of the CommissionThe Central Discom’s performance is not
encouraging in the matter and it has not submitteyl asset register so far.
The information that is desired by the Commissinder the suo moto petition
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54/2006 is in addition to the asset register aedetiore, submission made by
the Central Discom is not correct with regard tonpbance of submission of
asset register. Moreover, the details as statethenreply have not been
received by the appointed date i.e. 15.12.2006. Thenmission is not
convinced by the statement of Central Discom tHBRC guidelines will be
complied from 31.03.06 onwards as no elaboratigrstification for such a
statement is made by the Licensee. The East Disw@sralso not submitted
asset registers for all its divisions / officesfan  The Commission notes that
the asset regisers are for much less value ofsatisat their allocated value
and hence are only partial. All the three Discormgehfollowed MoP rates for
working out depreciation, while they are requireddilow CERC guidelines.

Directive: Para 2.96 of the Tariff Order dated 31.3.2006: The Licensees
are directed that in future they shall maintain acarate details of
utilization of all sources for the purpose of credabn of fixed assets and
meeting the working capital requirement.

Status Reported

West Discom The Licensee has stated that it is in the proogsslection and
implementation of ERP software to maintain the &biowormation.

Central Discom The Licensee has stated that maintenance of atecdetails
of utilization of funds received for the purposeco¢ation of fixed assets has
been initiated. Cash flow mechanism managed by BBP8nd a tripartite
agreement has been executed between SBIl, MPSEBtrend.icensee.
Accurate details of utilization are being maintaine

East Discom The Licensee is working on revising the charaofounts.

Observations of the CommissionNone of the Licensees have complied with
the directive.

Directive: Para 4.7 (b) of the Tariff Order dated 31.03.2006: The Licensee
shall keep complete log of interruptions in order ¢ claim the amount as
per tariff schedule for fixed network charge. A peiodic MIS will also be
made accessible to the Commission on the area-wisgerruptions for
specific areas as mentioned in the order

Status Reported All Discoms have reported compliance in the nratte

Observations of the CommissionThe Licensees have not complied with the
directives fully. The information with regard todore Region of West
Discom was submitted for a period of May’05 to Dc& Ujjain region for
April&May’05 only and are partial. The East Discdrad submitted details for
May’05 only. The Central Discom has however hasxwsha better compliance
in this regard and have submitted details from |X}&¥ito Sept’'06 so far. The
compliance is patrtial.
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Directive: Para 4.15 of the Tariff Order dated 31.8.2006: The
Commission shall separately issue guidelines for ¢h management of
funds. The Commission has already issued guideliseand the Discoms
are required to submit the details about recovery b fixed network
charges from domestic consumers.

Status Reported All Discoms have reported that a separate accoastbeen
created for recording this fund and the informatisrbeing processed and
shall be submitted early.

Observations of the CommissionThe Licensees have not submitted details
of recovery against fixed network charges from dstimeconsumers

Directive: Para 5.3 (a) of tariff order dated 31.0306: The Commission has
prescribed the minimum off-take of energy from Nonconventional energy
sources for the Licensees in MP and has also pregmd the tariff for
purchase from Wind energy sources. The Discoms awdirected to report
the progress to the Commission in this regard.

Status Reported:

West Discom:The Licensee has stated that it has not procuréd atvn any
power directly from any non-conventional energyrsewbased on generators.
Power offered by NES generators approved by MPE&®eing procured
besides any divergent flow of power to Licensegstem. From April'06 to
September'06 wind energy has been received as eéntht flow of 1.85 MU
& against purchase as 3.81 MU. Out of total request of 126 MU, West
Discom has to procure 60 MU

Central Discom: They are availing power generated by Urja Vikasaxigat
Village Jetpura Kalan of Rajgarh district throughle® plant having a capacity
of 100 KW and this power is being inducted at 11. KV

East Discom:At present the Licensee is purchasing power fronPVIBL on
pool basis. So far no wind energy producer hasreff power to the East
Discom.

Observations of the CommissionPromotion of green power is one of the
aims of the Electricity Act, 2003 and National Etexty Policy. The Discoms
should encourage the promotion of non-conventippaler in their area.

Directive: Para 5.3 (b) of tariff order dated 31.0306: Licensees to submit a
comprehensive and realistic Business Plan

Status Reported:
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West Discom:The Licensee has reported compliance and has staetheir
five year business plan has been approved by then@ssion.

Central Discom: The Licensee has reported compliance and has dtaéd
the plan was submitted vide their letter dated 2.

East Discom: The Licensee has stated that a draft business halanbeen
submitted and the finalized business plan will bbrsitted once the transfer
scheme is finalized.

Observations of the Commissionfive Year Business Plans for the period
FY’07 to FY'11 for the three Distribution Companikad been received and
the Commission had conveyed its approval. The Cigsion would like to
emphasize that the Licensee must strive hard tewaehhe goals envisaged in
the business plan.

Directive: Para 5.3 (c) of tariff order dated 31.0306: MYT filing for
Distribution

Status Reported:

West Discom:The Licensee has reported compliance that they siavenitted
MYT filing.

Central Discom: The Licensee has reported compliance that they have
submitted MYT filing.

East Discom:The Licensee has reported compliance that they sabmitted
MYT filing.

Observations of the Commission: The position stated by the Distribution
Companies in this regard is only partially corred,they had submitted ARR
petition only for the period FY’08 to FY’10 and diabt submit the tariff
proposals along with the ARR. These tariff prop@saere subsequently
received after insistence of the Commission antdttdwonly for FY2007-08.

Directive: Para 5.3 (d) of tariff order dated 31.0306: Finalize
Transmission Services Agreement

Status Reported- The Licensees have reported compliance

Observations of the CommissionThe Distribution Licensees have entered
into TSA with the MPPTCL and have submitted a copy.

Directive: Para 5.3 (f) of tariff order dated 31.0306: Implementation of
Intra-state ABT mechanism
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Status Reported:

West Discom: The Licensee has not cared to report any compliamdRis
matter.

Central Discom: The meters required for intra-state ABT are beirgcpred
by Transco and scheduled to be installed at 12&fade points by end of
December'06. The Licensee has set up a controhrabBhopal to monitor
flow of power. SCADA of SLDC has been extendedhis control room and
mock exercise has already started. The disconedsiving entitlement of
power for every 15 minutes interval each day amdréguirement by discoms
is being submitted on a day-ahead basis.

East Discom: Allocation of source-wise generating capacity isdem
finalization and implementation of ABT mechanismulbbe finalized after
that.

Observations of the CommissionThe Commission would like to point out
that GoMP vide its notification dated 17.10.06 asubsequently revised it
vide notification dated f4March’07 has allocated generating capacity to each
discom. The MP Transco has apprised the Commigsiahall the ABT
meters & other hardware/ software required forawdtate ABT would be
commissioned by end of December’06.

Directive: Para 5.3 (f) of tariff order dated 31.0306: Induction of full-time
Directors for finance and operations in Discoms

Status Reported:

Central Discom: At present there is no provision for full time diters for
Finance and Operations in the Memorandum of Adided the matter has
been referred to the State Government.

West Discom: The Licensee has stated that they have appointedirfie
directors. Dr. L.D. Arya as Director (Operatioras)d Dr. S.P. Parashar as
Director (Finance) have been reported to be apgdint

East Discom:Yet to be complied with.

Observations of the CommissionThe Commission had issued the directive
with the intention that the management of the Camgsamust be properly
equipped with the requisite level of proficient smms so as to handle affairs
of the Companies in an efficient and diligent manné&hile the West Discom
has reported compliance, the other two Distribut@©ompanies are yet to
comply with the directive.
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Directive: Para 5.3 (g) of tariff order dated 31.0306: Design franchisee
model for rural electrification

Status Reported:

West Discom:The Licensee has reported to have initiated thege® Order

has already been awarded for Panchayat level fiseetior Karwa Khedi of

Ratlam District. Orders for Panchayat franchise&ishangead, Gul Balod,
Butia, Mundla Kalan, Sherpur, Hingdi, Rozana, Pnib@gar, Minavada,

Rupadi, Batwadia are under process. Orders fdrilgliion centre level

franchisee have been awarded for Tonk Khurd andk Kalan. For further

distribution centre level franchisee, orders aréeunprocess for Gandhwa,
Singhot, Jaswadi of Khandwa District.

Central Discom: The franchisee model for rural area has been dpedland
got approved from GoMP. This model has been setitd field SEs for their
comments and after receiving their suggestionsal fimersion will be
submitted.

East Discom: The franchisee model has been designed and 10hfsaes
have been appointed for rural areas.

Observations of the Commission: The RGGVY scheme envisages
appointment of rural franchisees for efficient disition of electricity in rural
areas as well as for ensuring better revenue at@iz The East and West
Discom have initiated the process, while the Céridiacom is yet to make
any evident achievements in this direction. To ioveroperational efficiency
the process of appointment of franchisee may havbet expedited by the
Companies.

Directive: Para 5.3 (h) of tariff order dated 31.03.06: Submissionf Work
and Financial completion certificates of all compleed assets to claim
deprecation

Status Reported:

West Discom:The Licensee has reported that they have recentjifed the
first financial account for FY 05-06 as an indepemdCompany and have
submitted it. The information regarding completioertificates for assets
capitalized during FY 2005-06 is available withrthe

Central Discom: All efforts are being done to comply with the dtiges of
the Commission.

East Discom:The Licensee is claiming depreciation based on-yese asset
addition information as available from the recooflerstwhile MPSEB.
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Observations of the CommissionThe Distribution Licensees are required to
maintain asset details as per requirement of thraganies Act and also as per
ESSAR 1985. None of the Distribution licenses haubmitted details of
capitalization of assets during 2006-07 as penrélgeirement. Similarly, the
Licensees have not submitted the details as peretiigrement for the assets
created prior to FY’07 to claim depreciation.

Directive: Para 5.3 (i) of tariff order dated 31.0306: Develop a time-
bound programme for implementation of SCADA and dak management
system.

Status Reported:

West Discom:The Licensee has reported that a time bound progsmas
prepared and submitted. However, the Commissiosidering the shortage
of fund has directed to implement the programneelater date.

Central Discom: The Commission had been kind enough to agree \wih t
present circumstances explained by the Discom a&cdpsed that with the

present state of distribution network, it may net fleasible to implement

SCADA in the immediate near future and the Discemeviewing the position

as directed by the Commission.

East Discom: Programme for implementation of SCADA and Distribat
Management System on a pilot basis for Jabalpyheis been included in the
proposal for financing by the ADB and the detadsé been submitted.

Observations of the CommissionThe Commission had initiated the matter
with the Distribution Licensees under the direciiad the National Electricity
Policy for implementation of SCADA in distributionA suo moto Petition
was registered to review the status. During thersmwf hearings, it was
represented by the Distribution Companies that #eynot in a position to
implement SCADA due to various financial and techhiconstraints. The
Commission acceded to the request of the discomdshad directed that the
discoms should review the position again and refpatte Commission.

Directive: Para 5.3 (j) of tariff order dated 31.0306: Implement pilots for
pre-paid meters

Status Reported:

West Discom:The Licensee has not reported anything in the matte

Central Discom: The Licensee has stated that they are expecting to
implement the pilot scheme in Bhopal city soon.wdwer, no firm target date

has been given. They have further stated thagxXtending pilots, the call for
expression of interest is being issued.
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East Discom:Yet to be complied with.

Observations of the CommissionThe National Electricity Policy directs the
SERCs to encourage use of pre-paid meters. Acagydithe Commission
had issued directives for implementation of pilimispre-paid meters so as to
have the experience in the matter for further etem its use. None of the
three Distribution Companies have reported any mia@chievement so far.

(u) Directive: Para 5.3 (k) of tariff order dated 31.0306: Implement pilots of
High Voltage Distribution System (HVDS) in high los area

Status Reported:
West Discom: They have reported that HV Distribution System bagn

implemented under ADB / APDRP assistance. Theeaements are as under
up to October'06:

ADB:

(i) Conversion of LT line to HT - 742 Kms
(i) Installation of low capacity DTR - 3908 Nos
APDRP:

(i) Conversion of LT line to HT - 380 Kms
i) Installation of law capacity DTR - 580 Nos.

Central Discom: They have reported that pilots of HVYDS have comrednc
and the present status is as under:

PLACE No. of small DTRs installed
Without LT

Gwalior Town 687

Bhopal 77

Morena 78

Bhind 109

The discom has also identified 2 Nos 11 KV feedessn 33/11 KV sub-
station — Chandbad of Sehore district for impleragoh of HVDS pilot
project for which project report has been submitigdDFID for funding. In
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addition, they have also made provisions under R&®& proving 10 KVA

and 16 KVA DTR with nominal LT line on ABC cableProvision to the
following expenditures has so far been approvedaricgoned in three
schemes:

PARTICULARS PROVISION OF SMALL TRANSFORMERS

Guna Ashoknagar Bhopal
10 KVA single phase 1514 1185 -
16 KVA 3-phase 256 578 1395

East Discom: They have reported that implementation of HVDS hasn
included in the proposal for finalization by ADB cathe details have been
submitted.

Observations of the Commission:Implementation of HVDS has been
envisaged in National Electricity Policy as an efifee method for reduction

of technical losses, curbing pilferage of electyicimprove voltage profile

and better consumer satisfaction. It has beemtdueto promote it to reduce
LT / HT ratio keeping in view the techno-economignsiderations. The
Commission is pleased to note that the Companies tmoved ahead with the
implementation of HVDS and expects that the proaeshis regard would be
expedited better.

Directive: Para 5.3 (l) of tariff order dated 31.0306: Licensee to initiate
process to maintain voltage-wise costing records

Status Reported:
West Discom:The Licensee has not complied with the directives.
Central Discom: The Licensee has not complied with the directives.

East Discom:The Licensee has reported that the records are lmeimplied
for the purpose.

Observations of the CommissionNone of the Distribution Companies have
complied with the directives.

Directive: Para 5.3 (m) of tariff order dated 31.0306: Submission of
Annual Capital Expenditure plans in accordance withguidelines issued
by the Commission

Status Reported- All Discoms have complied with the directives.
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Observations of the Commission'The Commission has given provisional
approval to the investment plan submitted by theehsees along with the
business plan.

Directive: Para 5.3 (n) of tariff order dated 31.3.06: Reconciliation of
Asset Registers

Status Reported

West Discom The Licensee has reported that final reconadiatshall be
taken up after notification of final opening balansheet of the Licensee.
Meanwhile, on the basis of available data, theed#ifices in value of balance
sheet figures and asset register figures have thieemed down to 4%.

Central Discom The Licensee has stated that the codificatioasskts as on
31% March’06 is almost complete and shall be submittétiin a week. The
directives to follow CERC norms shall be followedrh 31.03.06 onwards.

East Discom The Licensee has stated that records are bemglaa for the
purpose.

Observations of the CommissionWhile the West Discom appears to have
made some efforts, other two Distribution Compariiase not been able to
demonstrate any steps taken towards compliandeedditectives. In order to
ascertain and allow the quantum of assets for wgrkiut depreciation rates, it
is necessary that asset registers are maintaiogady and they tally with the
respective balance sheets.

Directive: Para 5.3 (0) of tariff order dated 31.@.06: Accounting
separation of distribution and retail supply businesses for determination
of wheeling charges at different voltages

Status Reported

West Discom The Licensee has stated that the present acogustistem
does not enable it to submit information relatingatcounting separation of
distribution and retail supply. However, they hgue in significant efforts to
arrive at segregation of accounting informationelaasn allocation factors as a
part of submission of current petition.

Central Discomt The Licensee has stated that the present acogusystem
does not enable it to submit information relatingatcounting separation of
distribution and retail supply. However, they haua in significant efforts to
arrive at segregation of accounting informationelobsn allocation factors as a
part of submission of current petition.
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East Discom The Licensee has proposed separate ARR for the tw
businesses in the present filing along with ratierar adopting the same.

Observations of the Commission:The Central and East Discom have
proposed entire expenses on account of wheelingand have not made any
attempts to carry out studies to have a scientifise for allocation of
activities and expenses between distribution arallreupply. West Discom
however has allocated certain expenses to retpplgu The Licensees need
to carry out detailed scientific studies for segt@wy the expenses on account
of distribution and retail supply fairly accurately

Directive: Para 5.3 (p) of tariff order dated 31.3.06 -Initiate studies for
segregation of technical and commercial losses

Status Reported:

West Discom:The Licensee has reported that exhaustive studyeirmatter
has not been commenced. However, study of tedhlisaes on different
loads at 33/11 KV has been carried out by the lseen

Central Discom: The Licensee has reported that they are studyirg th
technical losses through “CYMDIST” software. Meteare installed on 11
KV feeders and the Divisions where LT billing RMS ruled out, 11 KV
feeder-wise total sales and total losses are dkaila

East Discom:The Licensee has reported that he study is yes iadiituted.

Observations of the CommissionThe National Electricity Policy directs that
a study on segregation of losses into technical raordtechnical be carried
out. The Commission in pursuance of the directhess registered a suo moto
petition. In response, th&est Discomhad submitted that they have placed
order for installation of meters on a substantiamber of distribution
transformers (more than 9000) and also for carrginigstudy for segregation
of losses. The Company’s stance now is that tree mot commenced a
comprehensive study is contrary to their earliebnsissions. TheEast
Discom had in response to the above mentioned petitibmgted that they
have placed orders for installation of meters orRIF their Company for six
towns and along with this, the study for segregatb losses would also be
taken up and completed as per time schedule. CEHmeral Discom however
had stated that they did not initiate any study. ofder to comply with the
directive of the National Electricity Policy, theo@mission had directed to
complete the study in the matter and submit regoyt March’07. The
Commission fails to understand the shift in thexdtaow taken by the East &
West Distribution Companies as compared to thdimgssions made earlier
in response to the suo moto petition and diredtthal Companies to comply
with the directives given in the matter.
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Directive: Para 5.3 (q) of tariff order dated 31.3.06: Develop roadmap
for reduction of loss levels so as to bring it toamparable international
levels by 2012

Status Reported

West Discom The Licensee has reported that it has developddsabmitted
investment plan for meeting its requirements relate load growth, loss
reduction, system strengthening, etc. The road imbkely to be modified by
GoMP.

Central Discom It has been reported that the road map for réalucif loss

level has been prepared considering the currerbrpeance level with the
Licensee. Projected loss reduction trajectory a¢ comparable with the
international level.

East Discom The Licensee has reported that they have prepargetailed
investment plan to achieve this target.

Observations of the Commission: As per directives of the National
Electricity Policy, the GoMP has notified road nfap reduction of losses on
a year to year basis up to 2010-11. The Compangirected to ensure
achievement of targets specified in road map.

Directive: Para 5.5 of tariff order dated 31.03.06 One of the important

directives given in the tariff order passed on 29 une 05 related to the
refund of a percentage of fixed charges to consunmeof such areas where
supply was interrupted for a duration longer than gecified. The

Distribution Licensees have reported that refunds ave been given to
affected consumers. The Commission will verify theletails and pursue
this matter in the coming months

Status Reported
West Discom The Licensee has not reported compliance in thttem
Central Discomt The Licensee has not reported any complianceeanrtatter.

East Discom The Licensee has reported that they are abidjrtfdy provision
of refund and details of such refunds till Feb’Gvé& been submitted.

Observations of the CommissionThe Licensees have not maintained and
submit the details on a regular basis to the Cossionis The Licensees are
directed to submit the details on regular bastié¢oCommission.

Directive: NOTE (c) of tariff schedule LV-I of tariff order dated
31.03.2006: The Licensee shall be required to intae at the end of the
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month duration of average daily supply in each city O&M divisions and
also display it on the energy bills.

Status Reported-
West Discom— The Licensee has reported compliance.

Central Discom The Licensees must ensure that they fully comytih the
directives in this regard and ensure that recowdrycharges is made in
accordance with the provisions of the Tariff Orded if any excess recovery
is made, it should be promptly refunded to the eomed consumers.

East Discom The Licensee has reported compliance.

Observations of the CommissionThe Licensees have not complied with the
directives fully. The information with regard todore Region of West
Discom was submitted for a period of May’05 to Dc& Ujjain region for
April&May’05 only. The East Discom had submittedtaiés for May’05 only.
The Central Discom has however has shown a beiteplkance in this regard
and have submitted details from April'05 to SeptX¥6far.

(dd) Directive: Para 5.6 of the Tariff Order dated 31.032006: The Licensees
have to ensure that Tariff Card in Hindi language s sent to every
consumer by 31.04.2006.

Status Reported— No Discom has reported compliance in the matter.

Observations of the Commission:The Commission had directed to issue
tariff cards in hindi to the consumers with a videw explain various
components and charges of the bill to the consum@fkile the Commission
is pleased to note that the East Discom has rapatsecompliance in the
matter, the Commission expects that the CentraMdest Discom shall ensure
compliance now.

A review of status of compliance against the divecof the previous tariff orders
reveals that the Distribution Companies have nenkable to comply with number of
issues concerning improvement in the quality ofpdypnd services to the consumers
as well as for improvement of operating efficieraythe Distribution Companies.
The Commission had issued the directives with thtention to bring about the
changes that are commensurate with the provisibniseoElectricity Act, 2003 and
the National Electricity Policy & National Tariffglicy for the overall betterment in
the power sector as a whole. The Distribution hfmes need to understand the
importance of compliance of the directives and haveemonstrate willingness for its
implementation. The Commission would expect Liemssto come-up with better
performance in ensuing period.
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7.5

FRESH DIRECTIVES OF THIS TARIFF ORDER : The Commission directs the

Licensees to initiate action on the following direes and report compliance to each
of them:

(@)

(b)

(c)

(d)

(e)

(f)

Ensuring compliance on Power Purchase Regulations The Distribution
Companies must strictly follow power purchase ratjahs for purchase of
power through long term PPAs and short term PPAs.

Implementation of energy audit It is noted from various submissions made
by the Distribution Licensees during the courseéhefiring against suo moto
petitions that the progress is tardy and the resaflthe energy audit are not
credible. The Distribution Companies must ensui #il the energy audit
meters at appropriate locations are installed byl207 and compliance
reported by 18 January 2008.

Energy audit for 33/11 kV sub-stations and individal 11 kV feeders The
Distribution Licensees are directed to initiate rggeaudit on 33/11 KV sub-
stations and individual 11 KV feeders in the diets where RMS has been
rolled out. The Distribution Licensees should rémampliance in this regard
along with details and first such report of comptia be submitted by Sept'07.
The Distribution Licensees should also initiate therk of consumer
indexing, codification and appropriate billing seéire, so as to complete the
work and be in a position to work out 33/11 KV sthtion-wise and 11 kV
feeder-wise energy audit for all the divisions withhe jurisdiction of the
Company. An annual review of the activities don¢his regard shall be made
during next tariff determination.

Segregation of losses into technical and non-teclwal: The Commission
had taken a suo moto notice in the matter in aeowe with the directives
contained in the National Electricity Policy anddhdirected to carry out the
study for segregation of technical and non-techrlimsses with the help of
experts. The study is required to be completed repadrt is required to be
submitted by the Distribution Companies to the Cassion by end of
March’07, which is awaited. The Distribution Comjem are directed to
ensure submission of report without further delay.

Reduction of distribution losses The GoMP has notified milestones for
reduction of losses year on year basis up to 2010The Distribution
Companies are directed to make all possible eftortachieve the normative
level of losses indicated in the notification byywat ensuring proper energy
audits, intensify checking to curb pilferage of myyeand take such other
actions as may be necessary.

Remote metering The Commission had directed earlier to the Dhstion

Companies to implement remote metering for highu&alconsumers
particularly of HT consumers. Although some worktlis regard has been
done, but still a large number of HT consumers havéar not been provided
with remote metering. The Commission directs Dhisttion Companies to
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(9)

(h)

(i)

(),

ensure implementation of remote metering of all ébhsumers and report
compliance in next tariff filing. The Commissionsal directs Distribution
Companies to explore the possibility of remote metein conjunction with
pre-paid meters in the pilot schemes and repothemesults.

Implementation of HVDS: One of the directives of the National Electricity
Policy provides that the Distribution Companiesugtdao in for High Voltage
Distribution System (HVDS) to curb pilferage, impeo the voltage and
supply reliability. Some work has been includedsome of the schemes as
indicated by the Distribution Companies in theitifgen. The Commission
directs to spread implementation of HVDS to redtmehnical losses, curb
pilferage of energy and also improve the voltagel at the consumer end.
The Companies should report compliance giving tetdithe results achieved
in the matter in next tariff filing.

Spot billing: The Commission had earlier directed the DistidouCompanies
to commence spot billing in big towns in the fipftase and spread its use to
other places in the State gradually. The Commisdiam been given to
understand that this work has recently commencdhapal city in a limited
manner and the results are encouraging. The Conomisgirects the
Distribution Company to implement spot billing il @istrict HQ towns
within a year and report compliance. Care shoultbken to ensure that spot
billing through use of computer aided equipmentsriplemented in such a
manner that it integrates well with the billing ®ms. The use of spot billing
subsequently should be spread to other areas @dhwany.

Maintenance of complete asset registersThe Commission directs the
Distribution Companies to maintain its asset regsstin a comprehensive
manner.

Franchisee The Distribution Companies are directed to talprapriate
initiatives for appointment of franchisees in rueakas as envisaged in the
RGGVY Scheme and report on the progress in thigrcei next tariff filing.

The Commission will conduct quarterly review of thestatus of implementation of these

directives.
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