BANGALORE ELECTRICITY SUPPLY COMPANY LIMITED

CHAPTER - 2
TRUING UP OF FY 2015-16

INTRODUCTION:
Bangalore Electricity Supply Company (BESCOM) has finalized the accounts for the

year 2015-16 and analyzed each component of the ARR for 2015-16 in the following
paragraphs and submitted for approval of True-up of ARR for 2015-16.

Actuals Expenses for 2015-16 is compared with the Approved

The details of expenses under various heads of Annual Revenue Requirement (ARR)

are given in Table below:
Table 2.1

Actuals V/s Approved for FY 2015-16 (Rs. In Crore)

Annual Revenue Requirement RO Actuals Variation against
the Order approved

Power purchase Cost 11840.15 | 12601.01 760.86
Operations and Maintenance Expenses 1205.01 1421.97 216.96
Depreciation 167.31 290.60 123.29
Interest on Loans 261.59 454.51 192.92
Interest on working capital 287.77 -287.77
Interest on Security Deposit 244.89 -244.89
Other Interest & Finance charges 7.63 -7.63
Less: capitalised -50 -54.77 -4.77
Return on equity 0 108.01 108.01
Prior Period 11.57 11.57
Income Tax 24.52 24.52
Less: Non-Tariff income -219.44 -167.21 52.23
Relations/Consumer Education 1 -1.00
Aggregate Revenue Requirement 13745.91 | 14690.20 944.29
Deficit for FY14 carried forward 367.33 367.33 0.00
Regulatory asset for FY13 305.5 305.50 0.00
Aggrfegate Revenue Requirement with 14,418.74 | 15363.03 944.29
previous year Gap
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Summary of approved Annual Revenue Requirement (ARR) and the actual for
2015-16.

As per 2.6.1 of Multi Year Tariff (MYT) regulations 2006, Commission determined
the values for the control period based on the audited accounts of the base year,
best estimate for the relevant years and other factors considered appropriate by the
Commission, after applying the tests for determining the controllable or

uncontrollable nature of various items.

As per 2.6.3 of MYT regulations, power purchase, inflation rates and income tax are
termed as ‘Uncontrollable’ expenses and the rest of the expenditure are termed as

‘Controllable’ expenditure.

Considering these controllable and uncontrollable expense as parameters, the

actual increase from the approved ARR is tabulated below:

The Table below summarizes the approved ARR and actuals of BESCOM for truing
up for FY -16.

Table 2.2

Approved V/s Actual of BESCOM for FY 2015-16 (Rs. In Crore)

Particulars FY 2015-16
Approved Net ARR for FY16
including gap of FY14 (@) 14418.74
Losses due to Uncontrollable Factors | (b) 786.46
Gains/(Losses) due to Controllable (© 157.84
Factors
Actua.l ARR proposed for True-up e=atbtc 15363.03
exercise

Energy Sales to Consumers:

The actual category wise sales for FY-16 is 24,527.69MU as against the approved
sales of 24,341.9 MU. The table below highlights the comparison of actual category
wise sales of BESCOM against that approved by the Hon’ble Commission vide its
Tariff Order dated 2nd March 2015.
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Table 2.3
Approved Actuals Variation
. No. of No. of No. of
ettt installations. LY installations. :4Y installations. 1Y
LT-2a* 6871371 | 5824.79 6797203 | 6056.06 -74168 231.27
LT-2b 10745 43.07 11242 42.59 497 -0.48
LT-3 918961 1712.49 944998 | 1754.07 26037 41.58
LT-4 (b) 747 3.71 740 3.44 -7 -0.27
LT-4 (c) 1681 6.11 1413 4.61 -268 -1.50
LT-5 184558 1167.2 189452 | 1150.40 4894 -16.80
LT-6 67478 474.54 61667 404.68 -5811 -69.86
LT-6 62114 449.53 59838 366.26 -2276 -83.27
LT-7 630641 167.43 485141 167.52 -145500 0.09
HT-1 211 743.65 197 672.95 -14 -70.70
HT-2 (a) 6221 5804.9 6297 | 4593.21 76 | -1211.69
HT-2 (b) 5730 | 2969.56 5827 | 2614.91 97 -354.65
HT2C 446 89.68 533 232.54 87 142.86
(Pé)T‘?’(a)& 35 18.98 34| 57.11 1 38.13
HT-4 299 116.07 272 96.59 -27 -19.48
HT-5 733 66.3 475 74.22 -258 7.92
BJ/KJ 608296 58.64 772458 57.45 164162 -1.19
IP 729150 | 5625.26 809178 | 6189.80 80028 564.54
Total 10099416 | 25341.9 10146965 | 24538.4 47549 | -803.50

DISTRIBUTION LOSSES:

For FY-16, the actual distribution losses is 12.03% as against the approved level of
13.40%. The table below highlights the comparison of actual distribution losses of
BESCOM against that approved by the Hon’ble Commission vide its Tariff Order
2015.

Table 2.4

Distribution Loss for FY-16 (%)

A As per Tariff Order
Particulars for FY-16 Actual
Distribution Losses 13.40 12.03

It is submitted that BESCOM has made consistent efforts to reduce the distribution
losses and consequent to the efforts, it has outperformed the distribution losses

approved by the Commission in the Tariff Order.

In accordance with 3.4 of the MYT Regulations, BESCOM is eligible for incentive for
FY-16 as detailed below:
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Table 2.5
(Rs. In Crore)
Particulars FY16

Actual input at IF points as per audited accounts in MU 27893.4
Retail sales in MU 24538.4
Percentage of distribution losses 12.03%
Target for upper limit of distribution loss 13.40%
Decrease in percentage loss 1.37%
Input at loss target for actual sales in MU 28335.3
decrease in input due to decrease in distribution losses in MU 441.93
Average cost of power purchase in Rs./unit 4.32
Increase in power purchase cost due to higher distribution

. 190.92
losses in Rs. Crs

Accordingly, BESCOM requests the Commission to approve an incentive of

Rs.190.92 Crs. for FY-16.

ENERGY REQUIREMENT AND ENERGY BALANCE:

The gross energy requirement of BESCOM is as given in the table below:

Table 2.6
(Rs. In Crore)

Sl q Approved Actuals

No. Particulars FY2015-16 | FY -2015-16

1 Energy Sales 25341.9 24538.40
2 Distribution Loss % 13.4 12.03
3 Energy Requirement @ IF point 29263.164 27893.4
4 Transmission Loss % 3.8 4.35
) Energy Required MUs 30419.089 29161.67

The gross energy requirement for subsequent sale to the consumers in FY-16 is
29161.67 MU as compared to 30,419.09 MU as approved by the Hon’ble

Commission.

POWER PURCHASE COST:

Energy Requirement and Power Purchase:
Power purchase cost is the major cost component which is about 76% of the total

cost and if transmission cost is also considered as part of power purchase cost then
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this contributes 86% of the total cost. The projection of energy sales is a puzzling
task in the present precarious condition of power sector. Distribution companies will
easily slip into debt trap for any small variations in the assumptions. Revival from

this situation is next to impossible if immediate corrective measures are not taken
up.

Commission has trued up the actuals for FY-14, while approving the tariff for FY-16
in its Tariff Order 2015, dated 02.03.2015. During, true up of FY-14, Commission
approved the actual/incurred power purchase cost at Rs. 3.83 per unit (as against
approved cost of Rs.3.63 per unit) but choose to assume the power purchase cost at
Rs. 3.89 per unit for FY-16. It is least escalation of 1.56% for a span of two years,

ie.2015 and 2016.
The Commission’s assumption in the Tariff Order is reiterated:

The Commission has noted that the cost of procurement of power, which went up substantially
between FY11 and FY13, has since stabilized and has shown a marginal decline in the years
FY14 and FY15. There are also indications of a significant decline over the next two years in
the cost of procurement of power, particularly from thermal power stations, due to the declining
trend in prices of imported coal. Even though this may be somewhat offset by the increased
cost of power procured from renewable sources of energy, particularly the solar and wind
energy sources, the overall unit cost of power to be procured over the next two years is likely

to remain stable or show a marginal decline.

For the above reasons, the Commission considers it advisable to spread the recovery of the
unfilled revenue gap of Rs.1005.79 Crores to be recovered in the two years of FY16 and FY17
to ensure a more even trajectory of tariff determination. Therefore, the Commission proposes
that the gap to be filled by increase in tariff for FY16 should be limited to Rs.455.86 Crores in
the case of BESCOM. The tariff at the rate as determined for FY16 will be approximately
adequate to recover the remaining unfilled gap of Rs. 549.93 Crores during FY17.

Contradictory to the above assumption of the Commission, actual average power
purchase cost for FY-16 has increased drastically by 43 paise per unit instead of

marginal decline. The details are discussed below:

Source wise energy approved by the Commission and actual energy purchased for

the year 2015-16 is tabulated as under:
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Table 2.7

Power purchase source wise approved V/s actual

(Rs. In Crore)

Particulars Approved Actuals Variation
Cost of Unit Cost Cost of Unit Cost . Cost of Unit Cost
Name of the Energy Energy Energy in
Generating Station in MU Energy of Energy in MU Energy of Energy MU Energy of Energy
Rs. Crs Rs/Kwh Rs. Crs Rs/Kwh Rs. Crs Rs/Kwh

KPCL HYDEL 3314.70 205.55 0.62 1949.26 175.85 0.90 -1365.44 -29.70 -0.28
KPCL THERMAL 10793.63 4214.11 3.90 8705.01 3704.88 4.26 -2088.62 -0.35
CGS SUPPLY 7265.97 2229.25 3.07 8240.82 2577.84 3.13 974.85 348.59 -0.06
IPPS 4992.75 2063.20 4.13 5104.06 2139.78 4.19 111.31 76.58 -0.06
NCE 3277.10 1202.25 3.67 4048.84 1609.91 3.98 771.75 407.65 -0.31
Short Term/ 694.06 364.38 5.25 3610.27 1835.32 5.08 2916.21 1470.94 0.17
Other State 80.90 14.56 1.80 | 319.74 94.87 2.97 238.84 80.31 117
Projects/UI
KPTCL Transmission 1216.91 1225.91 0.00 9.00 0.00
Charges
SLDC charges 14.29 10.53 0.00 -3.76 0.00
PGCIL charges 314.09 491.16 0.00 177.07 0.00
POSOCO charges 1.52 1.58 0.00 0.06 0.00
PCKL Rev. expenses 2.64 0.00 2.64
Energy Balance -2816.33 -1269.73 -2816.33 -1269.73 0.00
TOTAL 30419.11 | 11840.12 3.89 | 29161.67 | 12600.53 4.32 -1257.44 760.42 0.43

On plain reading of the above table, shows increase in average cost from designated

State sources.

Source wise power purchase combination is shown in the table below.

Table 2.8

(Rs. In Crore)

Particulars Cost of Energy Rs. Energy in MU Variance against
Crs approved
Name of the Generating | Energy in g::t;; Energy in | Cost of
Station MU Rs. Crs MU Energy
KPCL HYDEL 10.90% 1.74% 6.68% 1.40% -4.21% | -0.34%
KPCL THERMAL 35.48% | 35.59% 29.85% | 29.40% -5.63% | -6.19%
CGS SUPPLY 23.89% | 18.83% 28.26% | 20.46% 4.37% 1.63%
IPPS 16.41% | 17.43% 17.50% | 16.98% 1.09% | -0.44%
NCE 10.77% | 10.15% 13.88% | 12.78% 3.11% 2.62%
Short Term/ 2.28% 3.08% 12.38% | 14.57% 10.10% | 11.49%
Other State Projects/UI 0.27% 0.12% 1.10% 0.75% 0.83% 0.63%
TOTAL 100% 100% 100% 100% -4% 6%

Though there is reduction in terms of energy to an extent of 4% (-1257.44 MU)

compared to approved, cost of power purchase has increased to an extent of 6 %(

Rs. +760.42 Cr) against approved level.

Reasons for increase in the power purchase cost though there is reduction in the

energy is tabulated below:
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Table 2.9

Rs. In Crore)

Actuals (PROVISIONAL) KERC Approved for 2015-16 Variance against Approved
Total | Total Fixed|Variab Total | Total mu}" m"' A
Source : Total | Avg : EI le |Avg Fixed [Variable| “V&*
Energy P Paey Amount| = cost | Energy S | e charg|cost | Energy | Cost |charge| charge PP
charges|charge (Crs) e / |charge in Ps charges| charges t e/ e/ finPy / unit| / unit cost /
(Crs) |s (Crs) unit | / unit (Crs) | (Crs) unit it unit
g;cﬂlgsgfdro 1949.2| 32.4 (143.39| 175.8 | 0.17| 0.74 |0.90 | 3314.7 | 46.7 | 158.8 [205.5|0.14| 0.48 |0.62| 1365.4| 29.7 | 0.03 | 0.26 0.28
IKPCL
Thermal 8705.0 [ 1024.7 |2675.1(3699.8 | 1.18 | 3.07 |4.25| 10793.6 | 986.7 | 3227.3 |4214.1|0.91 | 2.99 (3.90| 2088.6 |514.3| 0.26 | 0.08 0.35
Stations
g:c;}ttercils 8240.8 | 674.4 [2394.5/3069.0(0.82| 2.91 |3.72 | 7410.1 | 494.9 | 1806.3 |2301.2|0.67 | 2.44 [3.11| -830.6 |-767.7| 0.15 | 0.47 0.62

It could be seen from the table that both fixed cost per unit and variable charge per

unit were increased drastically from the designated State sources.

As per MYT

regulations, power purchase cost is considered as un-controllable expenditure.

Hence, the Commission is requested to pass Rs.760.42 Crores to the consumers as

per MYT regulations.

Renewable Energy Purchase Obligation (RPO):

As per KERC (Procurement of Energy from Renewable Energy Sources) amended

Regulations, 2015 RPO target for the period FY-16 is fixed as 10% for Non-solar and

0.25 % for solar of the total energy procurement for the financial year. The

Renewable Energy purchased by BESCOM for FY-16 is shown in the table below:

Table 2.10

RE purchase 2015-16 Energy in MU | Amount in Crs. | Rs/unit
Co-Generation 0.00 0.00
Bio-Mass 39.36 20.50 5.21
Mini-Hydel 453.41 144.95 3.20
Wind 2160.72 773.61 3.58
Jindal solar & others 70.98 51.43 7.25
Sec 11 RE purchase 553.49 281.17 5.08
Short term RE Purchase 552.80 280.82 5.08
Bundled power solar 56.80 60.26 10.61
KPCL solar 4.07 2.46 6.05
Total 3891.63 1615.22 4.15
solar 131.86 114.15 8.66
Non Solar 3759.78 1501.06 3.99

The renewable energy requirement and renewable energy sourced for FY-16 for

BESCOM supply area is as under:
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Table 2.11

Particulars MU
Energy Requirement Obligation 29161.67
Non-Solar energy to be procured @ 10% 2916.17
Solar energy to be procured (@0.25%) 72.90

Compliance (Non-Solar)
Non-Solar energy 3759.78
Solar energy 131.86
Compliance- Non solar (as % of Energy Requirement) 12.89%
Compliance -Solar (as % of Energy Requirement) 0.45%

The above table depicts that BESCOM has met Renewable Energy Purchase

Obligation for FY-16.

CAPITAL EXPENDITURE for FY-16:

The approved and expenditure incurred for FY-16 is tabulated below.

Table 2.12
Heads of works Approv.ed by KERC Expendfture
in Crs Incurred in Crs.
Ganga kalyana Works 57.50
. Water Works
S(friﬁgce: tion Other Works 25 58.64
works Providing Infra. to General
IP Set
Electrification Hamlets/Villages 5
Energisation of IP sets 20
11 KV Evacuation line 80 33.48
Strengthening of HT UG cable 25 45.09
Providing Additional DTC's /Enhancement of 70 02.93
DTCs
Re-conductoring of HT lines in No’s/Circuit 50 18.52
kms. (Bangalore Urban and rural) )
Re-conductoring of LT lines in No’s/circuit 20 17.88
kms.
Providing AB cable 120 10.93
NJY 0 177.47
DSM 5 0.10
Replacement of Existing Electromechanical
. 20

meters by Static meters 69 .77
Smart meter, HT-TOD meter, replacing MNR 30 )
etc.
Metering of DTCs non RAPDRP area 30 18.81
Replacement faulty transformers by New 15 95.52
transformers
Civil Engineering Works 20 34.87
SP;gIldmg Infrastructure to Un authorised IP 60 012.34

. Other Works 49.74
Local planning Safety works 20 15.24
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Providing Fault Locators 1

Consumer Education 1

RAPDRP A 70.74
RAPDRP B 6.98
DAS & SG 44 .25
HVDS 255.77
RGGVY 1.60
One time maintenance 13.00
IPDS 3.21
DDUGJY 1.24
Others (Tool & Plant, TIC, etc.) 10 39.39
Grand Total 627 1374.31

OPERATION & MAINTENANCE EXPENSES:

Operation and Maintenance expenses includes Employee expenses, Repair and

Maintenance expense and Administrative and General Expenses (A&G expenses).

The final accounts for FY-16 is prepared as per 6th schedule of the Company Act.

The actual employee cost, other operating expenses and other expenses as per the

final accounts are as follows:

Table 2.13

S1 No. Particulars Amount in Crs.

1 Employee benefits expenses (Employees Expenses) 855.27

Other Operating expenses(Repair and Maintenance
: 83.37

2 Expenditure )

3 Other expenditure (A&G expenditure) 483.34
Total 1421.97

In the above table, Employee expenses is renamed and depicted as Employee benefit

expenses, Repair and Maintenance expenditure (R&M) is renamed as Other Operating

expenses and Administration and General (A&G) Expense is renamed as other

expenditure.

Other expenses includes not only A&G expenditure but also other transactions such

as interest on consumer security deposit, Bank charges and Stamp duty.

As per the formats prescribed by the Hon’ble Commission vide Order No. B/12/01/
dated: 29 March 2006, Amendments to KERC (Tariff) Regulations issued in April

2006, format D7 i.e., Administration and General; expenditure includes following

item of expenditure.
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Table 2.14

S1 No Particulars

Rents, Rates and Taxes

Security arrangements

Insurance

Telephone charges, postages, Telegram and Telex Charges

V-sat, Internet and related charges

Legal charges

Audit Fee

Consultancy charges

OOV Ul A W|IN|+—

Technical Fee

10 Other professional charges

11 Travelling expenses

12 Conveyance and vehicle hire charges

13 Sub-total

14 Other expenses

a Fees & subscription
b Books & periodicals
c Computer Stationary
d Printing & Stationery
e Advertisements
f Contribution /Donations
g Electricity charges
h Water charges
i Entertainment
j Misc expenditure
Total other expenses
15 Fright
16 Other purchase related expenses
17 Other purchase related expenses

GRAND TOTAL

Hence, other expenses reported in the final accounts of BESCOM are segregated to

arrive at A&G expenses. Segregation of Other expenditure into A&G expenses and

others are tabulated below.

Table 2.15

S1 No Particulars Amount Crs.
1 Rents, Rates and Taxes 16.88
2 Security arrangements
3 Insurance 0.04
4 Telephone charges, postages, Telegram and Telex Charges 7.90
) V-sat, Internet and related charges
6 Legal charges 3.23
7 Audit Fee 0.15
8 Consultancy charges
9 Technical Fee
10 Other professional charges
11 Travelling expenses 43.66
12 Conveyance and vehicle hire charges 2.67
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13 Sub-total 74.53
14 Other expenses
a Fees & subscription 4.85
b Books & periodicals
c Computer Stationary 0.58
d Printing & Stationery 5.90
e Advertisements 1.60
f Contribution/Donations 1.56
g Electricity charges 1.92
h Water charges 0.46
i Entertainment
j Misc expenditure 8.62
Total other expenses 25.49
15 Freight 0.98
16 Other purchase related expenses
17 Other purchase related expenses
18 Remuneration to contract agencies 118.37
GRAND TOTAL A&G Expenses 219.37
19 Bank charges 12.75
20 Interest to Consumers 245.24
21 Stamp duty 1.05
Total Int. and finance charges 259.04
Other Trade related
22 Small & Low value items Written off 0.16
23 Asset decommissioning cost -0.11
24 Material cost variance -1.82
25 Miscellaneous losses and Write offs including provisions 10.90
26 Bad Debts written off 0.22
Other Trade related Total 9.34
27 DSM 3.83
28 Other Expenses charged to capital works (Credit Account) -8.25
Grand Total 483.34

For the purpose of computation of O&M expenditure, Rs. 219.17 is considered as

A&G expenses and Rs. 259.04 is considered as interest and finance charges, Rs.

9.34 is considered as other expenses, Rs. 3.83 Crs. is considered as DSM expenses

and Rs.-8.25 is towards Other Expenses charged to capital works (Credit Account).

Computed actual O&M expenditure is tabulated as under.

Table 2.16
Sl1 No. Particulars Amount in Crs.
Employee benefits expenses (Employees Expenses) 855.27
Other Operating expenses(Repair and Maintenance
. 83.37
Expenditure )
Other expenditure (A&G expenditure) 219.37
Total 1158.01
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It is submitted that Commission in its earlier Tariff Orders, calculated the O&M
expenses considering weighted average of inflation index taking 12 years average of
CPI and WPI and consumer growth rate 3 years compounded consumer growth
rate for both the purpose of truing up exercise of the previous years and for the

estimation of the future years.

It is submitted to the Commission, for estimation of O&M expenses, considering
Inflation index in line with CERC inflation rate calculation taking previous 12
years CPI and WPI is acceptable but for truing up of actuals, considering the same

(previous 12 years CPI and WPI weighted average) is illogical .

As per MYT regulations, Inflation rates are considered as ‘uncontrollable’. Hence,
actual inflation rates are to be considered for the purpose of truing up of the
respective year. CERC also in its inflation rates notifications, calculates two types,
one for estimation for evaluation of bids and the other for payments based on the
actual inflation. Commission is requested to consider the 1st method for estimation

and the 2nd for the actual payment i.e., true up exercise.

Likewise, Commission is considering the 3 years compounded growth rate of

consumers for the purpose of estimation as well for actuals (i.e., truing up).

Commission’s ruling for considering consumer growth rate for the purpose of

computing O&M expenditure in its order dated 11.01.2008 is reiterated as under.

...... , the Commission notes that, in addition to the inflationary increase, there is a need to

factor in the business growth as well, which is also an important cost driver. ...........ccceeuvuenen...

Therefore, the Commission approves the following formula for approval of O&M expenses. The

same is used for projecting the O&M expenses for the control period.”

Under the above said ruling, Commission is requested to consider actual inflation

and actual consumer growth rate for FY16 for the purpose of truing up.

Commission is approving the O&M expenses on normative basis by considering
weighted inflation index of composite series of CPI and WPI and consumer growth
rate. Actual inflation rate and consumer growth rate for FY-16 is now available.

Considering the actual data, normative O&M expenses is computed as under.

The Commission in its Tariff Order 2008 issued on 11.01.2008, vide page No.141
ruled that.

‘For fixing the inflation indices, the Commission has considered the weighted average rate of

Consumer Price Index (CPI) of Industrial Workers (IW) & Wholesale Price Index (WPI) to compute
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average inflation rate. CPI (IW) represents the inflationary increase for employee expenses and

WPI represents the inflationary increase for A&G and R&M expenses. The Commission has

therefore considered the weightage of employee expense as a percentage of total O&M cost for
CPI (IW) [70%] and the weightage of R&M and A&G as a percentage of total O&M cost for WPI

[30%] to determine the weighted average rate for inflation’

Hence for the purpose of computation of composite series, weightage of employee

expense as percentage of total O&M cost for CPI (WI) and the weightage of R&M and

A&G as a percentage of total O&M cost for WPI is to be considered to determine the

weighted average rate of inflation.

Actual percentage of employee cost, R&M cost and A&G cost over total O&M cost for

FY-16 are as follows:

Table 2.17
Amount in Crs.
FY - 16

. Actual as per | % of cost over

Particulars Accounts total cost

Other operating (Repair 8.7
&Maintenance) expenses ) 7%
Employee Benefits Expense 851.56 74%
Other expenses 219.17 19%
Total 1153.43 100%
Central Electricity Regulatory Commission (CERC)

31.03.2016 notified the escalation rates 2016 for Inflation rate,

escapable

vide notification dated

transmission charges for payment by arriving composite series of CPI at 55% and

WPI at 45%.

Table 2.18
ANNUAL INFLATION RATE FOR ESCALABLE TRANSMISSION
CHARGES FOR PAYMENT
Period WPI CPI Composite Series*
15-dan 177.3 254 219.5
15-Feb 175.6 253 218.2
15-Mar 176.1 254 218.9
15-Apr 176.4 256 220.2
15-May 178 258 222.0
15-Jun 179.1 261 224.1
15-Jul 177.6 263 224.6
15-Aug 176.5 264 224.6
15-Sep 176.5 266 225.7
15-Oct 176.9 269 227.6
15-Nov 177.5 270 228.4
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15-Dec | 176.8 | 269 227.5
Average Index (Jan 15-Jun 15) 220.49
Average Index (July 15-Dec 15) 226.39
Half-Yearly Inflation 2.68%
Annual Inflation 5.36%

*Composite series using weight of 45% to Wholesale Price
Index (WPI) and 55% to Consumer Price Index (CPI).

Recomposing the above table by considering CPI at 74% and WPI at 26% being the
weightage of employee expense as percentage of total O&M cost for CPI (WI) and the
weightage of R&M and A&G as a percentage of total O&M cost for WPI respectively.

Actual weighted inflation is as follows.

Weighted inflation rate to be considered for FY-16 is 6.78%.

Consumer Growth rate:

For the purpose of computation of normative O&M expenses, Commission in its

Tariff Order -2008 dated 11.01.2008 stated that.

“In addition to the inflationary increase, there is a need to factor in the business growth as
well, which is also an important cost driver. . In this regard, the Commission has considered

the increase in number of consumers ....... ”

Actual Consumer growth rate for FY-16 is tabulated as under:

Table 2.19
Particulars Numbers
Consumers as on 31.03.2015 (As per Accounts) 9444518
Consumer as on 31.03.2016As per Accounts) 10146965
Annual Growth rate 7.44%

Based on the above inputs, O&M cost for FY-16 on normative basis is tabulated as

under.

Formula for working out the O&M expenses on normative basis as prescribed by

the Commission in its Tariff Order-2008 dated 11.1.2008 is as follows:
O&M Cost t = O&M Cost t-1 * (1 + WII + CGI — X)

Where,

‘O&M Cost t’ is the normative O&M cost approved by the Commission for the financial year t
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‘WII’ is the weighted inflation index of CPI and WPI based on the contribution of employee cost,
R&M and A&G towards the total O&M cost

‘CGI’ is the Consumer growth index, which is linked to increase (CAGR) in no of consumers

from FYO3 to FYO7 which is 5.47%
‘X’ is the efficiency factor. For BESCOM the Commission fixes the same as 1%.

Here t year = FY-16, t-1= FY-15, WII= 6.78%, CGI=7.44%, X=1%.

Table 2.20
Particulars FY16

Weighted Inflation Index (WII) 6.78%
Consumer Growth Index (CGI) based on 3 Year CAGR 7.44%
Trueup O & M expenses for FY15 in Rs. Crs excluding

o 919.68
contribution to P&G trust
O&M expenses in Rs. Crs = t-1 cost * (1+WII+CGI-X) 1041.26

Note: BESCOM has challenged the truing up of FY-15 before ATE vide Appeal NO. 137/2016,

decision on this appeal will have impact on O&M cost of FY-16.

O&M cost for FY-16 on normative basis works out to Rs. 1041.26 Crs,

UN CONTROLLABLE Expenses:

I. Additional Employees Cost:

1. Commission in its earlier Orders treats employee costs on account of contribution
to P&G Trust as uncontrollable O&M expenses. This component is being allowed

beyond the normative O&M expenses.

As per the Final accounts of BESCOM, Rs. 150.23 Cr is incurred on account of
contribution to P&G Trust for FY-16.

2. The Commission, in its Tariff Order dated 30th April, 2012 notes that the quality
of service provided by the ESCOMs needs improvement to meet the expectations
and needs of the consumers. The Commission has also noticed that a large
number of vacancies in the field staff of the ESCOMs and non-availability of
materials on a timely basis are two important factors constraining the ESCOMs
in providing quality service and attending to the complaints of the consumers.
The Commission views the matter seriously and issued a directive vide NO. 6.21

(ii). As per the directive BESCOM to fill up at least 50 percent of the vacancies
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in the cadres of Junior Engineers, Linemen and Assistant Linemen expeditiously

and submit a report to the Commission on the action to fill up the vacancies.

In obedience to the above directive, action was initiated to recruit down the level
staff and same was intimated to the Commission vide letter No. BESCOM/GM
(A&RT)/BC-19/F-1029/78, dated 07.05.2016, Additional cost on account of new

recruitment for the year FY-16 is as under:

Table 2.21

Statement of Addl. O&M expenses consequent to new recruitment for FY-16 (Rs. In Crs)

No. of AddL.
Months .
Expenditure
Avg. for
Sala Total Recruited | which on account
Name of the Post Nos. y expenditure of New
per month full A
employee per month month recruitment
sala for FY-16 in
.ry Crs
paid
1 2 3 4=2 X3 5 6 7=4X6
Assistant Line Man ( ALM) 627 19497 12224619 15-Aug 7 8.56
Assistant Engineer (Ele.) 15 43940 659100 15-Jul 8 0.53
Assistant Accounts Officer (AAO) 3 43940 131820 15-Jul 8 0.11
Junior Engineer (JE) 19 28816 547504 15-Jul 8 0.44
Assistant 143 25137 3594591 16-Jan 2 0.72
Junior Assistant(JA) 197 22195 4372415 16-Jan 2 0.87
Junior Line Man (JLM) 1275 10000 12750000 15-Dec 3 3.83
TOTAL 2279 | 193525 34280049 15.06

Additional expenses on account of new recruitments costs Rs.15.06 Cr. as

uncontrollable expenditure. Commission is requested to consider these

uncontrollable expenditure as pass through in Tariff.

II. Additional Repair & Maintenance Cost:

1.

In view of the Hon’ble High Court directions to BESCOM in the WP 9667 /2014
to take action to shift all the transformers from footpath and make footpath free
for pedestrians. BESCOM has further analyzed the existing 11k V GOS’S which
are found obstructing. In compliance to the directions of Hon’ble high court
BESCOM has taken measure to modify the existing 11k V GOS by repositioning
/ redesigning in the area of BESCOM jurisdiction.

The pilot project was initiated in the month of Feb-2015 in C8 & E8 Sub-divisions
and 1000 numbers of Group Operating Switches (GoS) were modified.
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Further BESCOM has constituted “GOS Modification cell’ in the month of April -
2015 and formed 10 teams for modification of existing GOS in BESCOM totaling
to 59,000 numbers.

BESCOM awarded the rate contract to modify the existing operating system of 11

KV GOS by repositioning/redesigning by using required material, executing the

work and Commissioning as per the approved concept demo for new design on

total turnkey basis. The cost of this award amounts to Rs. 12.79 Crs. this work

is carried out in compliance to the direction of the Hon’ble High Court of

Karnataka and safety of the common public. Hence, Commission is requested to

approve an amount of Rs. 12.79 Crs. as Uncontrollable expenditure incurred by
BESCOM.

Uncontrollable O & M Expenses:

Table 2.22
Amount in Rs. In Crs.
S1 No. Particulars FY 16
1 P&G Trust contribution 150.23
2 Addl. O&M expenses consequent to New recruitment 15.06
3. Modification of 11 KV GOS 12.79
Total Uncontrollable O&M Expenses -FY13 178.08

Allowable O & M Expenses for FY16:

Table 2.23
Amount in Rs. In Crs.
Sl. No. Particulars FY16
1 Normative O & M expenses 1041.26
2 Additional employee cost (uncontrollable & M expenses) 178.08
Allowable O & M expenses for FY16 1219.34

BESCOM requested the Commission to allow Rs. 1219.34 Crs. as O&M expenditure.

The table below shows the O&M expenditure approved by the Commission and

actuals.
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Table 2.24
q FY16

Particulars Approved | Actuals | Deviation
Weighted Inflation Index (WII) 6.69% 6.78% 0.09%
Consumer Growth Index (CGI) based on 3 Year CAGR 6.73% 7.44% 0.71%
True up O & M expenses for FY15 in Rs. Crs
excludil:l)'lg contribul‘jion to P&G trust 901.15) 919.68 18.53
O&M expenses in Rs. Crs = t-1 cost * (1+WII+CGI-X) 1205.01 | 1041.26 -163.75

Un controllable expenditure

P&G Trust contribution 150.23
Addl. O&M expenses consequent to New recruitment 15.06
Modification of 11 KV GOS 12.79
Total Uncontrollable O&M Expenses -FY16 178.08
Total O&M expenditure 1205.01 | 1219.34 14.33

Fund towards Consumer Relations / Consumer Education:

The Commission has been allowing an amount of Rs.1.00 Crore per year towards
consumer relations / consumer education. This amount in earmarked to conduct

consumer awareness and grievance redressal meeting periodically.

For FY-16, BESCOM incurred following amount towards consumer awareness /

education.

Commission is requested to approve Rs. 3.83Crs towards consumer awareness

program.

DEPRECATION:

Depreciation amount of Rs. 419.55 Crs is worked out as per annual accounts for

FY-16. After deducting an amount of Rs. 128.96 Crs. as per Accounting Standard
(AS) — 12, the net depreciation works out to Rs. 290.59Crs.

Computation of Depreciation as per audited accounts for FY-16 is shown below:

Table 2.25
Amount in Rs. In Crs.
PARTICULARS Amount in Rs. Crs.

Gross fixed asset at the beginning of the year. 7074.36
Additions. 2025.28
Deductions. 198.9
Gross fixed asset at the end of the year. 8900.74
Depreciation provided. 419.55
Average rate of Depreciation (on 90% gross fixed asset). 5.24%
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Assets created on Contributions, subsides and grant at the

.. 1711.89
beginning of the year.
Additions. 476.8
Deductions. 128.95
Gross fixed asset created on contributions, subsidies and

2059.74

grants at the end of the year.
Depreciation with drawn as per AS-12. 128.96
Average rate of depreciation with drawn as per AS-12. 6.26%

The average rate of depreciation works out to 5.24%, whereas KERC prescribed rate
of depreciation is at 5.04%. Depreciation rate for the assets created under

contribution, subsidy and grants is at the rate of 6.26%.

The increase in the average depreciation rate as against KERC approved rates are

due to the following reasons.

Comptroller and Auditor General (C&AG) during their validation of draft accounts
of BESCOM of FY-16 noticed that categorization of Distribution Automation System
(DAS) project and assets created under RAPDRP-Part-A project are left out from

categorization and directed BESCOM to incorporate the same.

1) Rs.14.96 Crs increase in expense is due to depreciation provision made on

categorization of DAS assets (RMU, OH & UG only).

2) Rs.9.81crs increase in expenses is due to depreciation provision made on

categorization of Data center (DC) & Data Recovery center (DRC) assets of

RAPDRP-Part-A.

Thus, Rs. 24.77 Cr. (Rs.14.96 Cr. + Rs. 9.81 Cr.) of additional depreciation has been
revised after C&AG audit for FY-16. Rate of depreciation for DC and DRC centers is

15%, resulting increase in the average rate of depreciation to 5.24%.

Commission approved and actual depreciation figures are tabulated below:

Table 2.26

Amount in Rs. In Crs.

Particulars FYi6 —
Approved | Actuals | Deviation
Buildings 2.76 3.64 0.88
Civil 0.14 0.19 0.05
Other Civil 0.05 0.04 -0.01
Plant & M/c 77.44 | 113.38 35.94
Line, Cable Network 227.76 | 299.91 72.15
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Vehicles 1.11 1.19 0.08
Furniture 0.56 0.60 0.04
Office Equipment’s 0.51 0.60 0.09
Sub Total 310.35 | 419.56 109.21
Less: Depreciation on iq from

Cf)srfsurﬁgreccoIalltrci)buc‘)cioijz;;fseated ° 143.04 1 128.96 -14.08
Depreciation for FY16 167.31 | 290.60 123.29

Commission is requested to true up the depreciation of Rs.290.59 Cr. as per actual.

It is submitted that as per the amended version of KERC (Terms and Conditions for
determination of distribution and retail sale of Electricity) Regulations, 2006 dated
1st Feb 2012, Commission is considering the CERC prescribe rate of depreciation.
CERC while calculating the rate of depreciation considered the life of the assets as
stated in the Companies Act and the rate of depreciation is accelerated for the first
12 years life of the asset and the residual value is apportioned equally for the
balance useful life of the Asset. Hence, CERC rate of depreciation is at higher side

for first 12 years than the rate prescribed under Companies Act 1956.

As per the amended version of Companies Act-2013, life of some of the Asset is
decreased resulting in increase in the depreciation rate. Now the depreciation rate
for some of the assets as per the Companies Act 2013 is more than the rate approved
by the CERC. In this changed circumstances, Commission is requested to revisit
the depreciation rate to commensurate the useful life of the assets as prescribed

under Companies Act 2013.

Interest and Finance charges:

a) Interest on loan:
Long term loan existing at the beginning of the year and at the end of the year with

rate of interest and tenure of the loan is tabulated below:
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Table 2.27
Closing Amount (In Crs.)
) REEO GO OB as on Receipt Total Repayme B Term
unt Institution / as on Rate of Morato | Interes
Code Bank 01-04- 2015- (4+5) nts 31.03.20 | Interest | (Yo% | t Paid
2015 16 2015-16 .16. nceres ) rium al
Long Term Loan
5 Years
53.30 Loans from GOI Hf;fg
7'7 through GOK - 0.77 0.00 0.77 0.11 0.66 12% P.A. 20 pgeriod 0.09
for PMGY for 50%
of Loan
Loan from GOK - o
53;'33 APDRP Payable 33.37 0.00 33.37 4.17 29.20 1 IPSAO % 20 -do- 3.61
to KPTCL o
GOK Interest free
loan (PCKL) 0.94 0.00 0.94 0.00 0.94 - - - 0.00
53.33 Loans from REC 8.5% -
2'7 APRDP (1) 37.83 0.00 37.83 18.91 18.91 11.70%P. 13 3 Years 0.06
Payable to KPTCL A.
Loans from REC 8.5% -
APRDP(10) 3.91 0.00 3.91 0.75 3.16 11.70%P. 13 3 Years 3.65
Payable to REC(2) A.
5.00% -
53.33 Loan from REC -
10.63 1.81 12.44 1.65 10.78 12.25%P. 15 S years 1.15
57 RGGVY A
Loan from REC - 11.50% -
(TL) NJVY 230.11 24.63 254.74 0.00 254.74 10.90% 13 3 Years 27.46
) . . . . . (] ears .
t’,l‘,’:)“ gg’,;‘El;?lsG 136.49 17.41 153.91 0.00 153.91 12% 13 | 3Y 17.48
) . . . . . (] ears .
L°a:frs‘l’{“‘;§sEC 93.41 0.00 93.41 0.00 93.41 12% 13 | 3Y 10.77
) . . . . . (] ears .
L°a’(‘,rf£;’t;':\$EC 74.87 120.24 195.11 0.00 195.11 12% 13 | 3Y 16.97
Loan from REC -
(TL) General 110.67 15.70 126.37 0.00 126.37 12% 13 3 Years 14.13
Capex
Loan from REC - 10.90% -
(TL) Static 0.00 101.25 101.25 0.00 101.25 16 75;/ 13 3 Years 2.53
Meters ’ ?
Loan from REC - 11.95% -
RGGVY 12th 0.00 1.40 1.40 0.00 1.40 ld 75;/ 20 S years 0.06
plan P97
53.33 | Loan from GOK, 0.54 0.00 0.54 0.54 0.00 11% - - 0.06
67 Gangakalyana
5?7',?4 RAPDRP(PFC)(A) 146.65 0.00 146.65 0.00 146.65 12% 10 3 Years 0.00
RAPDRP(PFC)(B) 43.54 0.00 43.54 0.00 43.54 12% 20 5 Years 0.00
PFC(?::;:;)M“ 156.17 0.00 156.17 5.21 150.96 12% 17 | 2years | 21.54
53.33 11.50% -
7 PFC(DRUM) 6.16 0.00 6.16 2.05 4.11 12.50% - - 0.63
53.34 Loan from GOK
1'7 for Power Sector 0.44 0.00 0.44 0.15 0.29 9% - - 0.04
Automation
53.34
o JBIC 271.98 44.40 316.38 0.00 316.38 - - - 0.00
Loans from
53.50 Commercial
0'7 Banks for SPA 0.00 0.00 0.00 0.00 0.00 0% 0% 0% 0.00
schemes (LONG
TERM LOAN)
Bank of India ( 10.35% -
TL) 142.78 0.02 142.80 28.60 114.20 9.85% 10 3 Year 13.27
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Canara 10.70% -
Bank(1)(TL) 165.00 0 165.00 20.00 145.00 o 7500 13 3years | 16.02
o
Canar:,‘rf;mk(z) 165.00 0 165.00 20.00 145.00 18'320//" 13 3 Years | 15.56
. 0
o
Cana’(‘}rl:;mk(s) 370.00 0 370.00 0.00 370.00 léggo//" 13 3 Years | 38.70
. 0
Bank of o
Maharashtra (TL) | 255.36 0 255.36 39.28 216.08 10.35%- 8.5 18 23.81
275 crs 9.80% Months
Bank of o
Maharashtra (T L) 107.12 0 107.12 17.88 89.24 10.35% - 8.5 18 10.07
125 crs 9.80% Months
State Bank of 10.50% -
Mysore (TL) 100.00 0 100.00 0.00 100.00 5 00% 13 3 Years | 10.12
State Bank of 10.20% -
fndia (TL) 0.00 200 200.00 0.00 200.00 o 80% 10 2years | 14.70
hs:;::e(,f:;ﬂ;:‘f" 0.00 3185 | 318.50 0.00 318.50 10% 10 | 2years | 3.54
Grand Total 2663.74 | 845.35 | 3509.09 | 159.30 | 3349.78 266.03

BESCOM has paid Rs.

approved interest on long term loan and actuals are tabulated below:

Table 2.28
Amount in Rs. In Crs.
. FY16
Particulars Approved Actuals variation
Opening balance of existing Loans 2914.98 2663.74 -251.24
Less Repayments 102.52 159.3 56.78
Total existing loan at the end of the year 2812.46 2504.44 -308.02
Average existing Loan 2863.72 2584.09 -279.63
New Loans 438.9 845.35 406.45
Interest on loans 7.92% 7.76% -0.16%
Interest on long term loans 261.59 266.03 4.44

Guarantee Commission charges to GoK:
An amount of Rs. 146.65 Crs and Rs. 43.54 Crs. are drawn towards R-APDRP part

266.03 Crs. as interest towards long term loan. Commission

—A and Part-B project respectively. As per the existing agreements, amount drawn

for R-APDRP part — A is considered as loan and will be converted as grant, if the

terms and conditions are fulfilled. Since the said amount is termed as loan,

Company has to pay guarantee commission charge to Government of Karnataka.

Comptroller and Auditor General of India (C&AG) has raised the quires regarding

not providing the guarantee commission charges payable to Government. Hence,

corrections are incorporated and guarantee commission charges at the rate of 1%

of the loan amount drawn from FY-10 is worked out and same is paid to Government

of Karnataka by way of adjustment to an extent of Rs. 9.73 Crs.
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Amount paid to Government of Karnataka towards guarantee Commission charges

to an extent of Rs. 9.73 Crs. may be approved in view of the terms of agreement with

Central /State government.

Table 2.29
q FY16
Particulars Approved | Actuals variation
Guarantee Commission charges 0 9.73 -9.73

Interest on Working Capital:

Short term borrowings for working capital at the beginning of the year, loan drawn,

loan paid and balance at the end of the year is tabulated below.

Table 2.30
Opening Closing Interest
1 Short term loan Balance as Balance as Pa.id
on on during
01-04-2015 31.03.2016 the year
Vijaya Bank:
STL for a period of 6 Months & tenure for repayment is to be
closed of six month from the date of first disbursement that is
1.2 | repaid on 04/08/2012,Interest to be serviced as and when debited 500.00 550.00 48.2
at 10.70% p.a(floating) i.e., base rate of the bank. Securities:
Floating charge on Book debts of the Company with 10% Margin
for 200 Crs..
Corporation Bank:
Line of Credit to meet mismatch in cash flow for working capital
1.3 (security Nil) interest to be specified at the each availment present 350.00 350.00 33.43
rate is 11.50% p.a. +base rate +1%.
State Bank of Mysore: STL for a
period of 1 year and to be closed by the end of 1 year from the
1.4 | date of drawl and interest to be serviced as and when debited at 100.00 100.00 997
10.60% p.a. (Floating) i.e., base rate +0.10% .Securities : Floating
charge on debts of the Company with 10% Margin.
Bank of Maharashtra:
STL for a period of 1 year to be repaid 12 monthly instalment
1.5 | interest to be serviced as and when debited at 10.25% p.a. i.e., 133.32 343.70 23.15
base rate (floating). Securities : Floating charge on Book debts of
the Company with 10% Margin
1.7 | Syndicate Bank 131.25 56.25 9.75
2 Overdrafts 0.00 0.00
2.1 | Bank of Baroda - OD limit Rs 150 crore 75.24 150.16
2.2 | Vijaya Bank - OD limit Rs 400 crore 299.38 404.07
2.3 | Canara Bank - OD limit Rs 850 crore 743.40 885.52
2.4 | Syndicate Bank - OD limit Rs 200 crore 99.79 264.75 187 31
2.5 | Bank of India - OD limit Rs 170 crore 194.76 170.81 '
2.6 | State Bank of Mysore - OD limit Rs 300 crore 192.85 297.31
2.7 | State Bank of India - OD limit Rs 100 crore 0.00 101.96
Secured by receivables specifically Hypothecated 0.00 0.00
Total 2819.99 3674.54 311.81
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Commission approving the interest on working capital (short term borrowings)

based on the normative basis.

As per the amended MYT regulations interest on working capital is regulated as

follows:

Working capital shall cover:

1)
2)

3)

Operation and maintenance expenses for one month;

Maintenance spares @ 1% of the historical cost of assets at the beginning of the year

and

Receivables equivalent to two month’s average revenue.

Rate of interest on working capital shall be on normative basis and shall be equal to the short-

term Prime Lending Rate of State Bank of India as on 1st April of the year. Limited to actual

expenditure plus 50% of the difference between the actual expenditure and the amount

calculated on normative basis.

Commissions approved interest on working capital and calculated interest on

working capital on normative basis is tabulated below:

Table 2.31
SI.NO Particulars Approved Norma&tlve Actual
basis
1 | One-twelfth of the amount of O&M Exp. 100.42 100.59
2 | Opening GFA 6224.84 7074.76
3 Store§, materials and supplies 1% of 62.25 70.75
Opening balance of GFA 311.81
4 | One-sixth of the Revenue 2286.41 2358.04 '
5 | Total Working Capital 2449.07 2529.38
6 | Rate of Interest (% p.a.) 14.75
Interest on Working Capital 287.77 373.08
50% of the difference between actual interest paid and interest on 30.64
normative basis )
Allowable int. on working capital | | 342.45

Commission in its earlier Tariff Orders is considering 11.5% as the rate of interest
on working capital whereas as per the amended MYT Regulations, it is at the rate
equal to short term prime lending rate of SBI as on 1st of April of the year.

Commission is requested to adhere to the said regulations.
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Interest on Consumer Deposits:
Bank rate as on 1st April 2015 as notified by the RBI, is 8.50%, in accordance to
the Security deposit Regulations 2007 in line with Security deposit Regulations,

2005, provisions for interest on security deposit for FY-16 is made. Details are as

follows:
Table 2.32
SL.NO. Particulars Amount in Crs.
1 Consumer security deposits held as on 01.04.2015 2831.86
2 Consumer security deposits held as on 31.03.2016 3233.34
3 Average consumer deposits for FY16 3032.6
4 Rate of.Interest at bank rate to be allowed as per 8.50%
regulations
5 Allowable interest on consumer deposits 257.771
6 Interest provision made for FY-16 245.23

Commission approved level is compared with the actuals as under:

Table 2.33
Amount in Crs.
S1.NO. Particulars Approved Actuals Variation
1 Average consumer deposits for FY16 2798.79 3032.6 233.81
5 Rate of Interest at bank rate to be 8.75% 8.50% L0.95%

allowed as per regulations

3 Allowable interest on consumer 044 .89 045 23 0.34

deposits

Commission is requested to allow 245.23 Crs. on interest on consumer security

deposits.

Other interest and finance charges:

BESCOM incurred Rs. 12.75 Crs. towards other interest and finance charges (Bank
charges) for FY-16 as against Rs. 7.93 Crs. approved for FY-16.

An amount of Rs.12.75 Crs. of other interest and finance charges may be approved

in view of transactions to an extent of twenty eight thousand crores.

An amount of Rs. 1.05 Crs. of Stamp duty incurred by BESCOM as a statutory

requirement, Commission is requested to allow pass through in the tariff.
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Table 2.34
Amount in Crs.
q FY-16
Sl. No. Particulars Approved | Actuals | Variations
1 Other Interest and finance charges 7.93 12.75 4.82
2 Stamp duty 0.00 1.05 1.05
Total Interest & Finance Charges 7.93 13.8 5.87

Details of Interest and finance charges approved by the Commission and actuals

are tabulated below:

Table 2.35
Amount in Crs.
q FY-16
SI. No. Particulars Approved | Actuals | Variations
1 Interest on Loan Capital 261.59 266.03 4.44
2 Interest on Working Capital 287.77 342.45 54.68
3 Interest on Consumers Deposits 244.89 245.23 0.34
4 Other Interest & Finance Charges 7.93 13.8 5.87
5 Guarantee Commission 0.00 9.73 9.73
Total Interest & Finance Charges 802.18 | 877.24 '75.06

Other Trade related:
Usually Commission allows the other debit charges based on the actuals. As per

final account, other debts are as under:

Table 2.36
Provision for Bad & doubtful debts

S1 No Particulars Amount in
Crs.

1 Small & Low value items Written off 0.16
2 Asset decommissioning cost -0.11
3 Material cost variance -1.82
4 Miscellaneous losses and Write offs including provisions 10.89
) Bad Debts written off 0.22
6 Losses/gain relating to Fixed Assets 6.91
7 Provision for Bad & doubtful debts -61.69

Other Trade related Total -45.44

Major component in the other trade related expenses is Rs. 10.89 Crs. Details are

obtained and scrutinized. Details are as under:
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Commission in principle is not approving the provisions incurred on bad and

Table 2.37
Account Amount in
Nomenclature
code Crs.
79.510 Loss on physical verification of stock 0.003
79 530 Compensation for injuries, death and 0.02
damage —staff
79 531 Compensatlon. for injuries, death and .45
damage —Public
79.560 Loss on obsolescence of fixed asset 5.79
79.571 Sundry debit written off 2.54
79.572 Loss on sale of scrap 0.75
79.710 Intangible assets written off 0.02
79.883 Loss on account of flood, cyclone fire etc., 0.03
Total 10.89

doubtful debts but allowing the expenditure based on actuals.

Now, as per final accounts for FY-16, the provision made in the earlier years are
withdrawn. Hence, the credit earned on this account should not be considered for

the purpose of truing up. Revised, other trade related expenses to be considered

for truing up is tabulated as under.

Table 2.38
S1 No Particulars Amount in Crs.
1 Small & Low value items Written off 0.16
2 Asset decommissioning cost -0.11
3 Material cost variance -1.82
4 Miscellaneous losses and Write offs including provisions 10.89
) Bad Debts written off 0.22
6 Losses/gain relating to Fixed Assets 6.91
Other Trade related Total 16.25

Commission is requested to approve the trade related expenses of Rs.16.25 Crs. for

FY-16.

PRIOR PERIOD EXPENSES / INCOME:

As per the final accounts of FY-16, Rs. 9.99 Crs. accounted as prior period credits

and Rs.21.56 Crs. is accounted as prior period expenses. Net Rs.11.57 Crs. of

expenses is considered as Prior period expenses.

Commission is requested to

consider Net expenses of Rs11.57 Crs. for the purpose of truing up of FY-16.
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EXPENSESN CAPITALIZED:

AS per the final accounts for FY-16, following expenses are capitalized.

Table 2.39
S1 No Particulars Amount in Crs.
1 Employee cost 5.53
2 Administration and General Expenses 8.25
3 Interest and Finance expense 133.07
Total 146.85

Commission is requested to consider Rs.146.85 Crs. as expenses capitalized.

RETURN ON EQUITY:
Commission in its Tariff Order dated 02.03.2015, did not allow any return on equity

during truing up of FY-14 accounts. Further, Commission estimated the equity as
negative and had not allowed any return on equity for FY-16. The subject issue is
disputed and challenged before the Hon’ble Appellate Tribunal for Electricity vide
appeal No. A.No.137/2015 and the case is still pending. Reserving its rights,

BESCOM places before the Commission the following points for consideration.
In the Tariff Order dated 02.03.2015, Commission’s ruling is reiterated as under:

OCommi ssionds anaciksignsi s and de

For the purpose of computing the RoE, the Commission has considered the actual amount of
share capital, share deposits and reserves & surplus as per the audited accounts for FY14 as
base values for arriving at the allowable RoE for FY16. Further, the Commission, in accordance
with the provisions of the MYT Regulations has considered 15.5% of Return on Equity duly
grossed up with the applicable Minimum Alternate Tax (MAT) of 20.00775%. This works out
to 19.377% per annum. Further, in accordance with the Order of the Hon’ble ATE

In Appeal No.46 of 2014 dated 17th September, 2014 an amount of Rs. 100 Crores is deducted

as recapitalized consumer security deposit as networth. Thus, the approved

Return on Equity for FY16 is computed as follows:
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Amount in Crs.

Particulars FY16

Paid Up Share Capital 546.92
Share Deposit 133.08
Less Re-capitalized consumer security

) 100
deposit as net worth
Reserves and Surplus -589.21
Total Equity -9.22
Approved RoE with MAT (19.377%) 0

Considering the negative networth of Rs.9.22 Crores as at the beginning of the year, the

Commission decides not to allow any return on equity for FY16.

Further, in compliance to the Order of the Hon’ble ATE in appeal No. 46 of 2014, wherein it is
directed to indicate the opening and closing balance of gross fixed assets along with break-up
of equity and loan component in the tariff order hence forth, the details of GFA, debt and equity
(Networth) for FY16 are as follows:

TABLE 06 5.23
Debtand Equity component of GFA 0 FY16
. d Normative G
Estimated Estimated Esitzlmi'itte acfu?:ll % of actual
Particulars sy . R Debt @ Equity bt Equity(Networth)on
© 70%o0f (Networth)@ eGFZn GFA
(Networth) GFA 30% of GFA

Opening 6231.08 2914.98 9.22 4361.76 | 1869.32 46.78% Negative
balance
Closing 6720.18 3251.36 -9.22 4704.13 | 2016.05 48.38% Negative
balance

From the above table it is evident that the estimated debt is 48.38% as against normative debt
of 70% on closing balance of GFA. Also the estimated equity (networth) is negative as against
normative equity of 30%. Hence, the RoE on equity (Networth) has not been allowed as per

Regulations.

Since the above data is based on the estimations, the Commission will review the same based

on the actual data at the time of Annual Performance Review for FY16.”

By observing the verbatim of the Commission, it is of the opinion that in a business,
Equity and Net worth are one and the same. Since, the net worth is negative,

Commission decides not to allow any return on the net worth.

It is submitted that, for a small business, if the shareholders equity is zero or a

negative number, in such case, the Company’s operation will cease, the business
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will liquidate its assets to pay Company’s creditors and the shareholders will receive
zero proceeds. In this case both equity and net worth is one and the same. But it

is not true for the Companies with ‘Going Concern’.

Owner’s equity and net worth typically are used to mean the same thing. However,
one difference is that owner’s equity more often defines the value of an

individual’s investment in a business. Whereas net worth refers to the overall

book value of the Company.

BESCOM is a Company of Going Concern. Here, the equity is the Government
(Individual’s) investment in the business. As already explained in the above
paragraphs the overall book value i.e. Networth of the Company is eroded and not

the Equity of the Government.

Moreover, BESCOM’s business is a regulated business, wherein the cost
components and the price of the product (receipts) are based on the Commission’s
determination. It means, the net worth of the Distribution Company is eroded due

to wrong policies or wrong assumptions by various Stake Holders.

If the Commission decides that the net worth is eroded and does not allow the return
on the equity, then the business is not viable and is not conducive to the

development of electrical industry which is the objective of the Electricity Act 2003.

With this backdrop, it is submitted that, the Commission may please relook into the

issue:

1 Electricity business is not a small business.
1 This business is running on Going Concern Concept.

1 This business is a regulated business where the cost and price are

determined by the Regulator.

1 Major cost component is the power purchase, wrong assumptions/ polices

are the cause for eroding of net worth.

1 Eroded net worth can be restored by rectifying the assumptions/ policies of
all expenditure by the Regulator at the time of annual performance review or

truing up.

1 As per the regulation Returns is to be earned not only for equity but also for
net worth. It cannot be presumed that if net worth is eroded, then it cannot

be construed as equity is eroded as this is not a small business, at least
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return on equity ( Individual capital employed by the Government ) shall be

allowed to restore the eroded net worth.

Further, Commission is allowing return on equity on the opening balance of the
Share capital held during the financial year. Any investment in the business either
in the form of equity or debt should earn returns as soon as it is invested. Hence,
Commission’s intention in allowing return on equity at the opening balance of the

financial year needs reconsideration.

Major difference between the investment under Equity and the debit is that, returns
on the earlier is higher but the investment is under risk whereas for the latter,
returns are fixed but the investment is protected on the sale proceeds of the

business at the time of insolvency.

The investment in the form of equity is under risk, differential treatment is
necessary while determining the returns in such case, but the treatment should not

be lesser then the investment under debt.

Some of the other Commissions, like Gujrat Electricity Regulatory Commission
(GERC) opted to allow the return on the average of opening and closing balance of

the equity and is justifiable.

Under the above grounds, Commission is requested to relook into allowing return
on the average of opening and closing balance of equity (not networth) for the

financial year.

Disallowance on ATE Appeal No. 46/2014:

Commission in its Tariff Order dated 02nd March 2015, quoting the Order of the
Hon’ble ATE in Appeal No.46 of 2014 dated 17th September, 2014 , deducted Rs.

100 Crs. as consumer security deposit recapitalized from the total networth of Rs.

680 Crs for the purpose of computation of Return on Equity (ROE).

For better understanding of the Tariff Order related to Computation of Return on
Equity. Para No. 44 to 52 of the Hon’ble Tribunal in the Appeal No. 46/2014 dated
17th Sept 2014 between.

Dr. Subrahmanya Bhat, S/O Dr. Bheema Bhat, Residing at Hegdekodi,
Veerakambha Village, Bantval Taluk, Post-Kodapadavu-574 222 Karnataka State.
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Versus.

1) Karnataka State Electricity Regulatory Commission, 6th & 7th Floor,
Mahalaxmi Chambers, No.9/2, M.G Road, Bangalore-560 001.

2) Mangalore Electricity Supply Company Limited Paradigm Plaza, A B Shetty

Circle, Mangalore.

Is reiterated as under and emphasis is made by underling the related words:
“The Fifth Issue is relating to the Computation of Return on Equity.

44. According to the Appellant, the State Commission has ignored the fact of capitalization
of consumer security despot amounting to Rs.49.03 Crores for the purpose of
calculating ROE for the Respondent No.2. The Respondent No.2 is claiming ROE on
the same and the interest on the consumer security is passed through in the APR as
well. The State Commission should have disallowed ROR on the said amount of
Rs.49.03 Crore.

45. According to the learned Counsel for the State Commission, this issue is covered by
the judgment dated 2.1.2013 of this Tribunal in Appeal No.108 of 2010. According to
the learned Counsel for the MESCOM (R-2), the consumer’s deposit was capitalized as
per the Government Order dated 31.5.2003 and they are claiming interest paid on
consumer security deposit as pass through and also ROE strictly in accordance with
the provisions of the MYT Regulations and once the asset has been capitalized in the
books, the ROE will accrue in such capitalized assets. He has also relied on the
decision of the Tribunal in Appeal No.108 of 2013.

46. Admittedly, the consumer security deposit has been capitalized pursuance to the State
Gout order and the Respondent No.2 is claiming ROE on such capitalized sum. We feel
that the consumer security deposit is not a capital asset on which ROE can be claimed.
Even if the State Government has ordered capitalization of consumer security deposit
and accordingly the balance sheet of the Distribution Companies has been drawn up
with gross fixed assets including the consumer security deposit, the State Commission
should have deducted the amount of consumer security deposit while allowing ROE on

the equity component of the capital cost.

47. As already held by this Tribunal, the State Commission is not bound to follow the
audited accounts and the State Commission can scrutinize the same and allow the
expenditure only after prudence check. By allowing ROE on consumer security deposit
and also allowing interest paid by the Distribution Licensee to the consumers against
consumer security deposit in the ARR of the Distribution Licensee, the consumer has
been burdened unreasonably. On one hand the Distribution Company has been

allowed ROE on the security deposit which is contributed by the consumer and on the
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other hand the interest paid to the consumer on such deposit is also allowed as a pass

through in the tariff to be recovered from the consumers. This is wrong.

48. Hence, we find force in the arguments of the Appellant that ROE on consumer security
deposit amount capitalized in the books of accounts of the Distribution Licensee should
not have been allowed in the ARR of the Distribution Licensee. Accordingly, we direct
the State Commission to adjust the excess amount of ROE allowed in the Impugned
Order from FY 2011-12 onwards in the APR/True up for these years to provide relief

to the consumers.

49. The learned Counsel for the State Commission and the Respondent No.2 has argued
that the issue is covered by the decision of this Tribunal in Appeal No.108 of 2010 as
against the Appellant. We do not agree with the same. In the judgment dated 2.1.2013
in Appeal No.108 of 2010, this Tribunal did not go into the issue of inclusion of the
consumer security deposit in the gross fixed assets of the Distribution Company and
consequent allowance of ROE on the same being passed on in the ARR and retail
supply tariff. The Tribunal only noted the statement of the State Commission that the
interest is being paid regularly to the consumers on the consumer’s deposit despite the

capitalization of the security deposit and held that the issue has become in fructuous.

50. Another issue raised by the Appellant is that the State Commission has violated the
MYT Regulations in so far as ROR in APR as well as ARR are concerned and the State
Commission has allowed ROE on the equity component (aggregate of equity and free

reserve) without considering the debt equity ratio, as per the Regulations.

51. According to the learned Counsel for the State Commission, gross assetin FY 2011-12
is Rs.218 Crores and increase in equity is Rs.57.20 Crore which would show that

component of equity was less than 30%.

52. We find that the State Commission has not shown the break-up of GFA into debt and
equity component. In the absence of the opening and closing GFA figures and
corresponding debt and equity components, we are not able to find whether the debt
equity ratio and ROE has been allowed as per the Regulations. The State Commission
is directed to transparently show the opening and closing GFA along with break-up
into equity and loan component in the tariff order henceforth. The State Commission
is also directed to consider the contentions of the Appellant while truing-up the
accounts for the FYs 2011-12 to 2014-15. Accordingly, this issue is decided in favor
of the Appellant.

Hon’ble Tribunal decided the issue that the Capitalized portion of Consumer
security deposit shall be deducted while allowing ROE. The second aspect settled in

the same order is that the State Commission is not bound to follow the audited
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accounts and the State Commission can scrutinize the same and allow the

expenditure only after prudence check.

Commission’s kind attention is drawn to Chapter No. 4 in page No.60 to 62 of the
Tariff Order -2009 issued on 25th November 2009. Commission noted the break
up furnished by BESCOM for capitalization Consumer Meter Security Deposit (Not
consumer security deposit) and others. Details in the said order is reiterated as

under.

4.10 Directive -10

Directive on Analysis of Consumer sd SfeQrderdattdy Dep o ¢
11.01.2008 )

The relevant extract of the tariff order is as under:

The Commission notes that, besides the above objector, the FKCCI and many other objectors
have been repeatedly raising the issue of differences in the closing balances and opening
balances of consumers’ security deposit, but no satisfactory answer has been provided by
BESCOM. BESCOM is therefore directed to make an analysis of the closing balances and
opening balances before and after the formation of BESCOM, in consultation with KPTCL and
highlight the factual position as to whether a part of the consumer deposits has been
capitalized as equity by the GoK, while arriving at the opening balance sheet figures of
BESCOM. Since this is a matter, which involves public money, the Commission expects that,
all the adjustments made should be brought out in a clear and transparent manner. BESCOM
shall file a status report along with details in this regard within two months from the date of

issue of this order.
Compliance:

The GoK vide Order No: DI18/PSR 2003/Bangalore dated 31.05.2003 approved to
recapitalize net worth of KPTCL/ESCOMs by utilizing the balances of meter equipment security
deposit existing in the books of ESCOMs aggregating to Rs.205 Crores. Further, the GoK has

assured the contingent liability arising on account of recapitalization as and when it arises.

KPTCL was consulted on the captioned subject and KPTCL has clarified vide letters dated
15th &16th May 2008. The separation of Transmission and Distribution business was done
considering Accounting units as the basis. The segregated figures were made available to
GoK, for verifying the Opening Balance Sheets of new Companies. GoK vide Order
dt.31.05.2003 notified the Opening Balance Sheet of KPTCL and ESCOMs as on 31.05.2002.
After notification, the sum total of Trial balance rendered by the Accounting units as on

31.05.2002 under each ESCOM and KPTCL was tallied after taking into BRP Adjustments.
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As per May 2002 Closure Accounts, the Security Deposit held by the Accounting units under
the jurisdiction of BESCOM was Rs.632 cores.

consumer notified as Opening Balance by GoK was also Rs.632 Crores and as such no BRP

The Amount of Security deposit from the

adjustment was made in respect of Security Deposit from the consumers.

However, GoK vide Order dt.31.05.2003, approved recapitalization of the net worth of
KPTCL/ESCOMs utilizing the balances of meter equipment security deposit existing in the
books of ESCOMs aggregating to Rs.205 Crores. The details of adjustments along with

accounting code and ESCOMs wise are shown below.

TABLE 064.12

Security Deposit 8 Adjustment

Amountin Rs.  Crores
Accgggg's‘g Nomenclature BESCOM |MESCOM | HESCOM | GESCOM | TOTAL
47.603 | Securtty deposiformeter | oo g, | 4773 | 3220 | 17.57 | 183.55
equipment’s
47.604 Revenue suspense 12.07 1.08 0.99 0.04 14.18
47.605 | Voluntary loan contribution | 5 4 0.12 0.01 0.03 2.56
by IP consumers
Revenue collection pending
47.606 classification over sundry 0.99 0.11 0.02 4.07 5.19
debtors
Total 101.43 49.03 33.31 21.71 205.50

GoK resorted to recapitalization of Deposits to ensure providing viable opening balance sheets
to ESCOMS with ideal Debt: Equity Ratio. This metering security deposit is refundable to the
consumer at the time of termination of contract (permanent disconnection) & the corresponding

obligation in respect of such deposits would stand transferred to the GoK.

Commi ssionds Vi ews

The information furnished by BESCOM has been communicated to the FKCCIL  The
Commission has informed FKCCI to contact BESCOM, incase further clarification in the matter

is required.

This extensive information has been submitted to deliberate that capitalized
BESCOM'’s consumer meter security deposit is Rs.85.97 Crs. and not Rs. 100 Crs.
as considered by the Commission. Hence, Commission is requested to reduce an

amount of Rs. 85.97 Crs. instead of Rs.100/- Cr.

Further, Commission’s kind attention is drawn to Note No.20 of Annual Account of
BESCOM for the year 2011-2012, 2012-13 and 2013-14 under ‘Other Income ‘head.

Amount received from the Government of Karnataka under tripartite agreement was
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credited to ‘other income’ instead of reducing the receivable from the Government

of Karnataka. Details are as under:

Table 2.40
Year Nomenclature Amount in Crs.
2011-12 | Subsidy received from GOK 10.93
2012-13 | Subsidy received from GOK 10.38
2013-14 | Subsidy received from GOK 9.85
Total 31.16

Since the amount is credited to other income, BESCOM requested the Commission
to credit this amount against the capitalized consumer security deposit and balance
to be considered for reduction in the equity. Hon’ble Appellate Tribunal for
Electricity in the appeal No. 46/2014 ruled that the State Commission is not bound
to follow the audited accounts and the State Commission can scrutinize the same

and allow the expenditure only after prudence check.

In view of the above ruling, Commission is requested to have are look into the
accounts submitted by BESCOM for the year FY-12, FY-13 and FY-14. Amount to

be considered for reduction is tabulated below:

Table 2.41
S1.NO. Particulars Amount in Crs.
1 Security deposit for meter equipment 85.97
5 Less: Amount considered as other income for the year from 31.16
2011-12,2012-13 and 2013-14 )
Amount to be considered for reduction in equity consequent to 54.81

capitalization of consumer meter security deposit

With the above back ground BESCOMs calculated eligible return on equity as under

for FY-16.
Table 2.42

Sl. No. Particulars Amount in Crs.
1 Opening Equity 697.99

Less: Consumer meter security deposit capitalized 54.81

2 Equity Addition During the Year 97.02
3 Closing Equity During the Year 740.20
4 Average of Opening and Closing 691.09
5 Return on Equity @15.5% 107.12
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Commission is requested to approve Rs. 107.12 Crs. as return on equity as against

the approved return at zero.

OTHER INCOME:

As per the final accounts of FY-16, following are the components of other Income:

Table 2.43

Sl Particulars Amount in Crs.
1 | Interest on Bank Deposit 8.27

2 | Rent 3.56

3 | Incentive on prompt payment of Power purchase 116.78

4 | Rebate at 0.5% for collection of electricity duty 3.04

5 | Other misc. income 35.93
Total 167.02

INTEREST ON BANK DEPOSIT:

An interest amount of Rs. 8.27 Crs. earned on Bank Deposit for FY-16 includes.

1 The amount of interest earned an account of deposition of Rs. 12.04 Crs.
received from the Power Finance Corporation (PFC) towards RAPDRP-Part A

project in terms of the agreement.

1 An amount deposited to fulfil the obligation of Letter of Credit (LC) towards

payment of Power purchase bills
And

1 Interest earned on account of advanced amount of Rs.24 Crs. paid to other

power projects.

Details are shown in the table below:

Breakup details of interest earned on bank deposit:
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Table 2.44
Amount in Crs.
Amount Rate of Interest
SI. Particulars of deposit interest accrued
P for FY-16
0,

1 Interest on Bank Deposit- R-APDRP-Part A 12.04 6'7Sg§,/;co 5.45
Amount deposited for Letter of Credit (LC) 1.10
Deposit with Others-Power Generators,

(Projects such as Costal Maharashtra mega
project, Costal power Ltd, Ghograpalli 24.00 7% 1.72
integrated power company ltd., and Andhra
Mega power project) etc.,
Total 167.02 8.27

As per the terms of the agreement with Ministry of Power (MOP), Power finance
Corporation (PFC) and BESCOM, amount received from the PFC (Maybe grants/
loans) should be credited to a separate bank account specifically opened for this
purpose. This is to avoid diversion of funds released. Amount should be spent from
this account exclusively for the project costs related to R-APDRP. Un- spent amount
should earn interest and the interest amount should be credited to bank account

which is specifically opened for R-APDRP project.

BESCOM opened a Current account vide No. 840020110000499 with Bank of India,
Bangalore main Branch, K.G. Road. Bangalore. RS. 12.04 Crs. this amount was
deposited with BOI. The expenditure towards the project is debited to the current
account duly redeem the deposit. This is in compliance to the terms of the
agreement. Amount un-spent between the date of receipt and the date of spent is
deposited as a term deposit in Bank of India and interest earned on this term deposit
is credited to the same account. This interest amount is accounted as BESCOM
income which is not true. As per the terms of agreement, the interest earned on

this deposit shall be accounted as part of grant/loan.

As per the decision of the Hon’ble Tribunal vide Appeal. No. 46/2014, “ the State
Commission is not bound to follow the audited accounts and the State Commission

can scrutinize the same and allow the expenditure only after prudence check.”

Hence, Commission is requested not to consider Rs. 5.41 Crs. of interest earned on
deposit amount funds received from PFC towards R-APDRP project as BESCOM

income.

Revised interest on bank deposit works out to RS. 2.82 (Rs.8.27-Rs.5.45=Rs.2.82).
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Incentive on Prompt payment:

Under the head ‘other Income’ Major portion is Incentive earned on power purchase
payment. Though BESCOM is facing liquidity problem and the Company’s cash
being closed by over draft on each day with a maximum over draft of Rs.2100 Crs
and minimum of Rs. 600 Crs. With efficient financial management, power purchase
bills are being paid in advance to earn incentives on this count. Company is drawing
overdraft from the commercial bank and making advance payments to the
Generators to earn arbitrage (difference of interest on over draft and the incentive

earned).

In this context National Tariff policy is quoted for supporting the claims. National

tariff policy states that

....... Making the distribution segment of the industry efficient and solvent is the key
to success of power sector reforms and provision of services of specified standards.
Therefore, the Regulatory Commissions need to strike the right balance between the
requirements of the commercial viability of distribution licensees and consumer
interests. Loss making utilities need to be transformed into profitable ventures which
can raise necessary resources from the capital markets to provide services of
international standards to enable India to achieve its full growth potential. Efficiency
in operations should be encouraged. Gains of efficient operations with reference to
normative parameters should be appropriately shared between consumers and

licensees................

State Commission is disallowing the interest on belated power purchase payment
bills under the concept that interest on working capital is being passed through. On
the same lines, Incentive earned by the Distribution Company should be allowed to

be retained by the Distribution Company as an efficiency gain.

BESCOM is facing serious cash flow problems. The Commission is allowing
expenditure at predetermined norms at normative basis. Which usually results in
under recovery of actual costs. Under recovery of costs over the years has ended in
poor financial position. If the efficiency parameters apprised by the Company are
not allowed to be retained, will result in disallowing the costs and capturing the
legitimate income during the process of truing up. This further worsens the

situation.

Incentive earned over previous years are tabulated below:
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Table 2.45
Year Total Power Incentive % of incentive to
purchase cost earned PP cost
FY-12 8560 146 1.71%
FY-13 10787 145 1.34%
FY-14 10656 128 1.20%
FY-15 11685 141 1.21%
FY-16 12601 116 0.92%

The above data clearly shows, that the incentive on prompt payment of power

purchase is declining over the years.

Expenses on recruitment:

An amount of Rs.6.92 Crs. has been received as application fee from the aspirants
for the cadre Assistant Engineers, Junior Engineers, Assistant Accounts Officers,
Assistants, Junior Assistants and Assistant Linemen. This amount has been

accounted under miscellaneous income.

An amount of Rs. 41.04 Lakhs and Rs. 3.79 Crs. (Total =Rs.4.2Crs.) was paid to
M/s. Indian Institute of Management, Bangalore towards recruitment of Assistant

Engineers, Assistant Accounts Officers, Junior Engineers.

An amount of Rs.80 Lakhs was incurred for endurance test for Assistant Linemen.
The above expenditures (Rs.5.00 Crs) have been included under miscellaneous

expenditure under A&G expenses.

Since, A&G expenditure is part of O&M expenditure which is controllable and being
allowed on normative basis. Commission is requested to consider the net income of

Rs.1.92 Crs. after setting off the expenditure.

To make the Distribution Company efficient and solvent, Commission is requested
to strike the right balance. Commission is requested to allow full retention of the

incentive earned on prompt payment of power purchase cost.

Considering the above facts, the revised other income calculated as under.
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Table 2.46
Sl. Particulars Amount in Crs. Remarks
Interest on Bank Deposit 2.82 Ri.efe‘?pi S; ?31];3%0(;131 ¢
2 Rent 3.56 No change
Incentive on prompt payment Requested to allow full
3 0 . . .
of Power purchase retention of the incentive
4 Rebate at 056.% for collection 3.04 No change
of electricity duty )
5 Other misc. income 30.93 Rs.6.92 -Rs.5.00
Total 40.35

Income Tax:

As per final accounts, BESCOM current tax expenses of RS. 24.51Cr. Commission

is requested to allow this tax liability.

Table 2.47

(Rs. In Crore)

Sl. No.

Particulars

Approved

Actual claimed in
Truing up for FY 2016

Income Tax

24.51

Income on Account of Regulatory Asset / Truing up subsidy:

An amount of Rs.541.97 Crs. has been included in Profit and Loss account as
income on account of Regulatory asset. This amount relates to accumulated
regulatory asset from FY-13 and does not pertain to FY-16. Hence, the same is not

considered for the purpose of truing up.

Treatment of Regulatory Asset & Carrying Cost:

For the treatment of Regulatory Asset and carrying cost, Commission put its

comments in the Tariff Order dated 30th March 2016.

The Commission notes that as per the Tariff Order dated 12thMay, 2014 the deficit of
Rs.627.13 Crores for FY13 was determined duly factoring the additional subsidy of
Rs.524.53 Crores payable by the Government of Karnataka. This deficit was included
in the ARR for FY15. Further, while approving the ARR for FY15, an amount of
Rs.611.00 Crores was set aside as regulatory asset to be recovered in the tariff over

the next two years (FY16 & FY17). The Commission had decided to allow carrying
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cost at 12% p.a. on the regulatory asset to be assessed at the time of Annual
Performance Review for FY15 and FY16. Accordingly, in the present APR for FY15, as
discussed in the previous chapter of this Order, the revenue earned was sufficient
enough to meet the expenses incurred during FY15 excluding the penalty levied on
account of increase in distribution losses during FY15. Hence, allowing carrying cost

on the regulatory asset which was the notional deficit for FY15 does not arise.

Further, the Commission in its Tariff Order dated 2nd March, 2015 had decided to
carry forward a Regulatory asset of Rs.541.97 Crores which was determined as

detailed below:

BESCOM wants to submit that, this Hon’ble Commission trued up the accounts from
FY-2008, i.e. from the inception of MYT regulations and carried forwarded the unmet
gap for the future years to recover the same. The revised tariffs are failed to recovery

the stand alone costs of the relevant years. (Trued up costs). The details are as under:

Table 2.48
Year Trued update & Tariff Order L (Cetaste) i 1D
approved the future years
FY-2008 | 25th Nov 2009 /Tariff order 2009 48.64 | Apportioned to GOK
FY-2009 | 25th Nov 2009 /Tariff order 2009 626.12 | Apportioned to GOK
FY-2010 | 7th Dec 2010/ Tariff Order 2010 51.69 | Apportioned to GOK
FY-2011 | 28th Oct 2011 /Tariff Order 2011 313.09
FY-2012 | 6th May 2013 /Tariff Order 2013 66.74
FY-2013 | 12th May 2014 /Tariff Order 2014 1151.65 | Rs.524.53 Cr.
apportioned to GOK

RP 06 10/12/2015 66.1 | Apportioned to GoK.
FY-2014 | 2rd March 2015/ Tariff Order 2015 367.33
FY-2015 | 30th March 2016/Tariff Order 2016 11.21
Total 2702.57

Rs.726.45 Crs apportioned to the Government of Karnataka was received in 36
installments as per Review Order of the Commission during Jan 2011. Amount was
received in full under installments upto FY-2013. Balance Rs. 1976.12 Crs. of trued
up arrears is not yet realized. BESCOM has been carrying out the business with

this approved deficit by borrowings or deferring the payments.

BESCOM is seeking interest to the allowed deficit which was deferred for recovery

by the Commission which is a legitimate claim.

BESCOM profit and loss account is being drawn on accrual basis in line with the

Companies Act and BESCOM accounting policies. When Commission is not
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approving the expenses as per Audited accounts, Commission considering the book
profit of the year to set off the interest payable on amount deferred on account of

its Order is disputed.

Some of the rulings of the Hon’ble Appellate Tribunal is quoted for kind

consideration of the Commission.

Appeal No.138 of 2012 and 139 of 2012:

The working capital is being allowed by the State Commission on normative basis in
line with the MYT Regulations. These Regulations would imply that it is controllable
parameters which is not to be trued up. Any loss/ saving in interest on working capital

is to the account of the distribution company. When there is some savings on this

account, the State Commission cannot deny the benefit of the same to the distribution

company to enable it to utilize the same to meet the other requirements

It cannot be disputed that the State Commission shall be guided by the principles that

reward efficiency in performance as provided under section 61(e) of the Electricity Act,

2003. Similarly, the said section provide that State Commission shall be guided by

the National Electricity Policy and Tariff Policy. Therefore, the State Commission

should have allowed the carrying cost at the prevailing market lending rate

for the carrying cost so that the efficiency of the distribution company is not

affected.

Under the said ruling Commission is requested to allow the carrying cost. of Rs
117.40 Crs at 12% for the deficit of FY13 (Rs.611Crs.) and FY-14 (Rs.367.33Crs.)

which are considered as regulatory asset.

Table 2.49
Particulars Rs. In Crs.
Deficit of FY-13 611.00
Deficit FY-14 367.33
12% carrying cost on the above | 117.40

Revenue from Sale of power:
Revenue from sale of power is one of the topics which is not dealt by the Commission

for the purpose of truing up exercise in the previous years.

Of late, it is noticed over the years, that the expenditure is not the main cause for

increase in the deficit year on year, but also the receipts. Hence, it is submitted
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before the Commission to consider the revenue receipts from sale of power for the

purpose of truing up of respective years.

measures.

This may show the path for corrective

The actual Demand and Average Realization Rate (ARR) as against the approved

Demand and Average Realization Rate (ARR) for FY-16 as per accounts are as

follows:
Table 2.50
Approved For FY-16 Actuals For FY-16
Level of
Level Cross

Category ARR of Interes ARR subsidy

Sales MU | Rev. In Cr | Rs./u Cross Sales MU | Rev. In Cr . Rs./u | consideri
nit subsid tin Cr. nit ng
y Rs.6.5/un
it
LT-2(a)(i) 5235.91 2600.55 4.97 89% 5385.62 2,686.81 9.85 4.99 77%
LT-2(a)(ii) 588.88 232.05 3.94 70% 599.15 231.69 4.19 3.87 59%
LT-2(b)(i) 37.85 27.97 7.39 132% 37.19 28.30 0.07 7.61 117%
LT-2(b)(ii) 5.22 3.57 6.84 122% 5.40 4.67 0.02 8.66 133%
LT-3(i) 1576.35 1339.32 8.50 152% 1620.55 1,384.99 4.90 8.55 131%
LT-3(ii) 136.14 96.99 7.12 127% 133.52 102.71 0.47 7.69 118%
LT-5(a) 798.01 531.53 6.66 119% 774.57 514.96 1.66 6.65 102%
LT-5(b) 369.19 238.5 6.46 116% 375.82 233.37 1.15 6.21 96%
LT-6WS 474.54 203.3 4.28 77% 404.68 19546 | 136.82 4.83 74%
LT-6SL 449.53 249.76 5.56 99% 366.26 205.12 79.96 5.60 86%
LT-7 167.43 230.76 | 13.78 247% 167.52 193.73 0.54 | 11.56 178%
HT-1 743.65 341.98 4.60 82% 672.75 307.34 7.02 4.57 70%
HT-2a(i) 3832.39 2451.28 6.40 114% 2336.83 1,665.17 3.33 7.13 110%
HT-2al(ii) 1972.51 1487.11 7.54 135% 2256.38 1,717.47 1.40 7.61 117%
HT-2(b)(i) 2837.21 2229.87 7.86 141% 2413.55 2,206.21 3.39 9.14 141%
HT-2(b)(ii) 132.35 111.43 8.42 151% 201.35 173.58 0.13 8.62 133%
HT-2(c)(i) 36.45 26.66 7.31 131% 111.62 75.49 2.46 6.76 104%
HT-2(c)(ii) 53.23 37.3 7.01 125% 120.91 101.27 0.15 8.38 129%
HT-3(a)(i) 17.69 3.01 1.70 30% 56.91 11.49 0.52 2.02 31%
HT-3(a)(ii) 0.51 0.18 3.53 63% 0.00 0.21 0.00 0.00 0%
HT-3b 0.78 0.29 3.72 67% 0.20 0.14 0.002 6.89 106%
HT-4 116.07 76.57 6.60 118% 96.59 59.62 0.122 6.17 95%
HT-5 66.3 101.56 | 15.32 274% 74.22 78.24 0.016 | 10.54 162%
LT-1 58.64 32.78 5.59 100% 128.73 56.87 5.52 4.42 68%
LT-4(a)(i)* 5625.26 1338.81 2.38 43% 6189.80 1,474.59 109.84 2.38 37%
LT-4(b) 3.71 1.16 3.13 56% 3.44 1.16 0.35 3.37 52%
LT-4 (c) (i) 6.11 1.85 3.03 54% 4.61 1.34 0.20 2.90 45%
Total 25341.91 | 13996.14 5.52 99% | 24538.17 | 13712.00 5.59 86%
Misc. 178.15 | 0.07 1% 62.16 | 374.08| 0.18 2%
Revenue

(EHEG) 253419 | 14174.3| 5.59 1.0 | 24538.17 | 14148.24 5.77 88%
Total . . . . . . . o
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From the above table, it can be inferred that:

1.

2.

Approved level of cross subsidy is not meet except in a few cases.

The interest component levied on water supply, street light and irrigation pump sets
categories is exorbitant. Revenue captured on account of this is to be reconsidered

in the following lines:

No interest to be captured for IP set demand as the Government is releasing

subsided on quarterly basis in advance.

An amount of Rs.191.95 Crs. was received against the demand of Rs.195.46 Crs. in
respect of Water Supply installations and Rs.433.95 Crs. was received against the

demand of Rs. 205.12 Crs. in respect of Street Light installations.

The Government has paid the Demand towards Street Light and Water installations
for the year FY-16. The question of levying interest does not arise for the said year,
as the interest levied is for the arrears pertaining to the earlier years. As per the
MYT norms, the Licensee is allowed to incur an expenditure towards 2 months

interest on working capital. Interest other than the normative basis is not allowed.

The Licensee is resorting to its own measures to carry out the business in case of
deferred recovery of dues from sale of power. But, the Commission while truing up
is not allowing interest on working capital more than 2 months as per MYT norms.
The Licensee is adopting strategy to run the business by raising loan and the
interest expenditure incurred due to this count is also borne by the Licensee. In this
scenario, measures are taken by the Licensee to retrieve the revenue demand and
the corresponding interest from its consumers. This interest earned out of the
Licensee’s hardship is to be treated as efficiency gain and allowed to be retained by

the Licensee.

Hence, the demand deprived of the interest component is to be considered for

determining the tariff.

The interest to be considered for determination of tariff is tabulated below:

Table 2.51
Category Interest in Crs.
Total interest levied 374.08
Less:
IP set 109.84
Street Light 136.82
Water Supply 79.96
326.62
Interest to be reckoned for truing up 47.46
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The Commission

is requested to consider Rs.

13821.61Cr.

(Rs.13712Cr.

+Rs.47.46Cr. +Rs.62.16 Crs. (Misc. Revenue)) as revenue from sale of power.

ABSTRACT OF TRUING UP OF FY-16:

Table 2.52

(Rs. In Crore)

Sk Particulars Approved Prop9sed fo5 Variation
No. truing up
1 Revenue from tariff and Misc. Charges 12545.09 12315.42 -12.89
2 Tariff Subsidy 1173.36 1506.19 442.67
Total Revenue 13718.45 13821.61 429.78
Expenditure
3 Power Purchase Cost 10608.94 11364.09 755.15
4 Transmission charges of KPTCL 1216.91 1225.91 9.00
S SLDC Charges 14.29 10.53 -3.76
Total PP. cost 11840.14 12600.53 760.39
6 O&M Expenses 1205.01 1219.34 14.33
7 Depreciation 167.31 290.59 123.28
8 Interest on Loans 261.59 266.03 4.44
9 Interest on Working capital 287.77 342.45 54.68
10 | Interest on consumer deposits 244.89 245.23 0.34
11 | Other Interest & Finance charges 7.63 13.80 6.17
12 | Guarantee Commission charges to GoK 9.73 9.73 0.00
13 | Less: Interest & other expenses capitalized 50.00 146.85 96.85
Funds towards Consumer
14 | Relations/Consumer 1.00 -1.00
15 | Other debits 16.25 16.25
16 | Prior period credits 11.57 11.57
17 | ROE 107.12 107.12
18 | Income tax 24.51 24.51
19 | Efficiency for reduction in distribution loss 190.92 190.92
20 | Carrying cost on Regulatory asset 117.40 117.40
21 | Other Income 219.44 40.35 -179.09
ARR 13745.90 15245.13 | 1499.23
Sales 25341.9 24538.4
Average cost of supply 5.69 6.49

As per proposed trued up figures, average cost of supply shoots up to Rs. 6.49 per

unit as against approved average cost of Supply of Rs. 5.69 per unit. Commission

is requested to approve the above trued up figures for FY16.
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The consolidated receipts and Annual Revenue Requirement for FY-16 is tabulated

below:
Table 2.53
(Rs. In Crore)
Particulars Approved Propf)sed for
truing up
Total Revenue 13718.45 13821.61
ARR 13745.90 15245.13
Deficit for FY14 carried forward 367.33 367.33
Regulatory asset for FY13 305.50 305.50
Net ARR 14418.73 15917.96
GAP 700.28 2096.34
Sales 25341.9 24538.4
Average cost of supply 5.69 6.49
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