BEFORE THE KERALA STATE ELECTRICITY REGULATORY COMMISSION

In the matter of
:  Truing up of Cost and Revenue of the Kerala State 

    Electricity Board (KSEB) for the year 2009-2010.

Petitioner           
:  Kerala State Electricity Board, Vydyuthi Bhavanam,

   Pattom, Thiruvananthapuram - 4

THE PETITIONER HUMBLY STATES THAT:

1. Introduction

1.1 Kerala State Electricity Board (KSEB) had filed the petition for approval of ARR & ERC for the year 2009-10 before the Hon’ble Commission on  29th  December- 2008.  As per the ARR& ERC, KSEB had estimated the Aggregate Revenue Requirement (ARR) as Rs 6113.22 crore and Expected Revenue from Charges (ERC) as Rs 5013.94 crore and the revenue gap was Rs 1099.28 crore for the year 2009-10. Hon’ble Commission vide the order dated 17th April 2009 had issued orders on approving the ARR&ERC. As per the order, Hon’ble Commissions had approved the ARR for the year 2009-10 as Rs 5316.30 crore and ERC as Rs 4981.00 crore and revenue gap as Rs 335.30 crore. 
1.2 As against the approved revenue gap of Rs 335.30 crore, the actual revenue gap as per the provisional accounts for the year 2009-10 is Rs 1227.50  crore. Comptroller & Auditor General (C&AG)  has audited and certified the annual accounts for the year 2009-10. A copy of the audit certificate also enclosed along with provisional accounts. 
1.3 As per section 172 (a) of the Electricity Act 2003 and as mutually decided by the Government of India and Government of Kerala, KSEB had  continued as a  Transmission utility and Distribution licensee till 24-09-2008. In exercise of powers conferred under sub-sections (1), (2), (5), (6) and (7) of section 131 of the Electricity Act, 2003, State Government vide the notification G.O (Ms).37/2008/PD dated 25th September, 2008 had vested all functions, properties, interests, rights, obligations and liabilities of KSEB with the State Government till it is re-vested in a corporate entity. Accordingly, KSEB has been continuing all the functions as a Generator, State Transmission Utility and a Distribution Licensee in the State.

1.4 The table given below compares the summary of the amounts in the provisional Annual statement of Accounts of the Board vis-à-vis the amount projected by the KSE Board in the ARR&ERC and the same approved by the Hon’ble State Commission.

Table-1

Comparison of the expense for the year 2009-10
	Sl.No.
	Particulars
	KSEB proposed in ARR
	SERC Approved
	CAG Audited & Approved
	Difference over approval

	
	
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)

	1
	Generation Of Power
	310.85
	301.54
	364.35
	62.81

	2
	Purchase of power
	3024.61
	2781.99
	3384.52
	602.53

	3
	Interest & Finance Charges
	345.31
	333.11
	263.57
	-69.54

	4
	Depreciation
	489.41
	477.9
	451.22
	-26.68

	5
	Employee Cost
	1069.96
	1069.96
	1451.53
	381.57

	6
	Repairs & Maintenance
	152.74
	152.74
	173.16
	20.42

	7
	Administration & General Expenses
	155.21
	64.22
	166.96
	102.74

	8
	Other Expenses 
	431.4
	1.11
	23.15
	22.04

	9
	Gross Expenditure
	5979.49
	5182.57
	6278.46
	1095.89

	10
	Less : Expenses Capitalized
	55.82
	55.82
	85.35
	29.53

	11
	Less : Interest Capitalized
	27.87
	27.87
	22.45
	-5.42

	12
	Total Expenditure
	5895.8
	5098.88
	6170.66
	1071.78

	13
	Return on Equity/Statutory Surplus
	217.42
	217.42
	240.71
	23.29

	14
	ARR (12 + 13)
	6113.22
	5316.3
	6411.37
	1095.07


Table-2

Comparison of the revenue for the year 2009-10
	Sl.No.
	Particulars
	ARR
	SERC Approved
	Actual as per accounts
	Difference over approval

	
	
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)

	1
	Revenue from energy sale within the State
	4522.93
	4489.99
	4679.66
	189.67

	2
	Revenue from non-tariff income
	491.01
	491.01
	436.69
	-54.32

	3
	Revenue from sale of power to other States
	0.00
	0.00
	41.66
	41.66

	4
	Revenue from sale of power to M/s.NVVN and PTC
	0.00
	0.00
	13.89
	13.89

	5
	Sale through Power Exchange
	0.00
	0.00
	11.96
	11.96

	 
	Total
	5013.94
	4981.00
	5183.86
	202.86


    Table-3 Comparison of revenue gap

	ARR
	SERC Approved
	Actual as per accounts
	Difference over approval

	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)

	1099.28
	335.3
	1227.51
	892.21


1.13 The detailed explanation on the variations in the ARR, ERC and Revenue gap over the approved level is explained in the subsequent sections for the kind consideration of the Hon’ble Commission.

2. Energy Consumption 

2.1 In the ARR, KSE Board had estimated the total energy input into the KSEB system as 16665.52 MU, (excluding auxiliary consumption and external losses in PGCIL lines associated with evacuation of power from Central Generating Stations). The estimate was prepared on the presumption that the power restriction introduced during the year 2008-09 may likely to continue  for the April-2009 and May-2009 of the year 2009-10.  However, the restriction was withdrawn w.e.f 01-05-2010. While approving the ARR,  Commission had approved the net energy input into KSEB system as 16726.00 MU.   But the actual energy input into KSEB system during 2009-10 was 16978.04 MU, i.e, the actuals was more by 252.04MU over the approval.  The details of the energy generation and power purchase approved by the KSERC and the actual are given below.

Table-4

Energy Generation and Power purchase for the year 2009-10

	Source
	ARR
	SERC Approved
	Actual as per accounts
	Difference over approval

	
	(MU)
	(MU)
	(MU)
	(MU)

	Hydro (excluding aux.consn.)
	6560.53
	6651.00
	6612.78
	-38.22

	Wind 
	3.00
	3.00
	1.83
	-1.17

	BDPP(excluding aux.consn.)
	177.94
	178.00
	223.77
	45.77

	KDPP(excluding aux.consn.)
	427.05
	427.00
	351.13
	-75.87

	Sub total KSEB own generation
	7168.52
	7259.00
	7189.51
	-69.49

	Power purchase (excluding external losses in the PGCIL lines)
	9497.00
	9467.00
	9842.43
	375.43

	Total generation and power purchase
	16665.52
	16726.00
	17031.94
	305.94

	Less : Energy sale outside state of displacement mode
	 
	 
	53.90
	53.90

	Total Input into KSEB system
	16665.52
	16726.00
	16978.04
	252.04


2.2 Hon’ble Commission may please note that, there was increase on the Generation and power purchase by 252.04MU over the approval.

3. Sale of Energy

3.1 In the ARR, KSEB had estimated the annual energy sale as 13680 MU and Hon’ble Commission had approved the same. The actual energy sale within the State during 2009-10 was 13971.09 MU. The details are as given below. 

Table-5

Category wise energy sale during the year 2009-10
	Category
	ARR
	SERC Approved
	Actual as per accounts
	Difference over approval

	
	(MU)
	(MU)
	(MU)
	(MU)

	LT   Domestic
	6577
	6577
	6559
	-18

	       Industrial
	1092
	1092
	1064
	-28

	      Commercial & Non Domestic
	1672
	1672
	1793
	121

	       Irrigation
	238
	238
	257
	19

	       Public Lighting
	305
	305
	303
	-2

	       Sub total
	9884
	9884
	9976
	92

	HT   Industrial
	1432
	1432
	1450
	18

	       Non-Industrial
	115
	115
	117
	2

	       Agriculture
	10
	10
	8
	-2

	       Commercial 
	686
	686
	693
	7

	       Subtotal
	2243
	2243
	2268
	25

	EHT  66KV
	325
	325
	363
	38

	        110 KV
	705
	705
	786
	81

	        Railways
	149
	149
	165
	16

	        Subtotal
	1179
	1179
	1314
	135

	        Bulk Supply
	374
	374
	413
	39

	        Total
	13680
	13680
	13971
	291


3.2 It may be noted that, the energy consumption during the year 2009-10 was increased by 2.13% over the approved level.  Further, LT- Commercial, HT- Industrial, EHT, Railways and Bulk licensees had increase as detailed above. The increase in energy consumption was mainly due to the following:

(i) KSEB had not imposed any power restriction or load shedding during the year 2009-10 except during the month of April-2009.

(ii) Efforts of the Board to provide service connections and as per the standards prescribed by the Hon’ble Commission.

4. T & D Losses

4.1 In the ARR&ERC, KSEB had targeted to reduce the T&D loss for the year 2009-10 by 1.27% from the revised loss level  18.69% for the year 2008-09,  i.e, to the level of 17.43% by the end of the year 2009-10. As against the target of 1.27% proposed by KSEB, Hon’ble Commission was pleased to approve a lower target of 1% for the year 2009-10. However, Hon’ble Commission has proposed to achieve the target from the loss level of 17.92% approved for the year 2008-09 in the order on ARR. The relevant portion of the order on ARR &ERC of KSEB for the year 2009-10 is extracted below.
Quote:  Paragraph-3.4, sub-para-7 of the ARR &ERC order dated 17-04-2010

“The Board has projected internal loss level of 17.43% based on the unrestricted sales, which is about 1.27% less than the revised estimates for the year 2008-09 (18.69%). The Commission had fixed internal loss for the year 2008-09 as 17.92%. After having deliberated on the issue in detail, the Commission is of the view that for 2009-10, the targeted loss reduction shall be 1% from that approved for the year 2008-09 ie., 17.92%. Accordingly, the loss target fixed for 2009-10 would be 16.92% as follows:”

4.2 As against the loss target of 17.92% for the year 2008-09, the actual loss level achieved was 18.83% for the year 2008-09.  Vide the order dated 10th June-2011 on OP-24 of 2010, Hon’ble Commission had imposed penalty for not achieving the loss target for the year 2009-10.
4.3 During the year 2009-10, KSEB was able to reduce the T&D loss from 18.83% to 17.71%. i.e., KSEB was able to reduce the T&D loss by 1.12% during the year 2009-10.  Thus, as against the T&D loss reduction target of 1.00% fixed by the Hon’ble Commission, KSEB was able to reduce the loss by 1.12%, i.e., the T&D loss reduction target  achieved was 0.12% higher than the target approved by the Hon’ble Commission.
4.4 The total energy input into the KSEB system, energy sales and T&D loss reduction targets as per the KSERC order and the actuals are detailed below.

Table-6 Details of T&D loss reduction for the year 2009-10

	Sl No.
	Particulars
	Unit
	KSERC Approval
	Actuals

	(1)
	Net Generation and Power Purchase at KSEB periphery (excl. PGCIL  
	(MU)
	16726.00
	17031.94 

	(2)
	Surplus energy sale approved through displacement mode
	(MU)
	61.00 
	53.90

	(3)
	Net Energy input into the KSEB system = (1) -(2)
	(MU)
	16665.00
	16978.04

	(4)
	Energy sales within the State
	(MU)
	13844.00
	13971.09

	(5)
	T&D Losses (3)- (4)
	(MU)
	2821.00
	3006.95

	(6)
	T&D Loss as percentage of total energy input
	(%)
	16.92
	17.71

	(7)
	T&D loss for the previous year 2008-09
	(%)
	17.92
	18.83

	(8)
	Loss reduction target/ achieved
	(%)
	1.00
	1.12


4.5 Hon’ble Commissions may  kindly note that, KSEB has been continiously reducing the T&D loss since the year 2001-02. The year wise details of T&D reduction since year 2001-02 is given below.

Table-7

 Achievement of T&D loss reduction from 2001-02 to 2009-10

	Year
	T&D Loss within KSEB system (%)
	Extent of reduction (%)

	
	
	Yearly
	Cumulative

	2001-02
	30.76
	 
	 

	2002-03
	29.08
	1.68
	1.68

	2003-04
	27.44
	1.64
	3.32

	2004-05
	24.95
	2.49
	5.81

	2005-06
	22.96
	1.99
	7.80

	2006-07
	21.47
	1.49
	9.29

	2007-08
	20.02
	1.45
	10.74

	2008-09
	18.83
	1.19
	11.93



	2009-10


	17.71
	1.12
	13.05


4.6 Since KSEB is still continuing as a single entity doing the transmission and distribution functions, the loss level of 17.71% is the total loss including transmission and distribution. The approximate loss in the transmission system of and above 33kV is about 5% only. Thus the losses in the Distribution system, as a percentage of input into distribution is works out to 14.89% for the year 2009-10. It may be noted that, the T&D loss on the KSEB system  is one of the lowest among the distribution utilities in the country. 

4.7 Consistent T&D loss reduction was one of the major achievements of the Board. Over the last eight  years since 2001-02, Board could be able achieve a loss reduction 13.05%. By reducing the T&D loss by 13.05% KSEB was able to achieve a savings in Generation and Power purchase by 3199.90MU during the year 2009-10 alone. At an average purchase rate of Rs 3.50 per unit, this has resulted in reducing the Generation and Power purchase cost by Rs 1199.97  crore. The details are given below.

Table-8. Savings in cost of Generation and Power purchase due to T&D loss reduction

	Year
	T&D Loss within KSEB system
	Extent of reduction (%)
	Total  Energy sales within the State
	Savings in Generation & Power Purchase
	Savings in Power purchase cost)*

	
	
	Yearly
	Cumulative 
	
	
	

	
	 (%)
	 (%)
	 (%)
	(MU)
	(MU)
	(Rs.Cr)

	2001-02
	30.76
	 
	 
	8667.32
	 
	 

	2002-03
	29.08
	1.68
	1.68
	8873.30
	303.58
	106.25

	2003-04
	27.44
	1.64
	3.32
	8910.84
	588.85
	206.10

	2004-05
	24.95
	2.49
	5.81
	9384.40
	1049.24
	367.23

	2005-06
	22.96
	1.99
	7.80
	10269.80
	1501.70
	525.60

	2006-07
	21.47
	1.49
	9.29
	11331.00
	1935.94
	677.58

	2007-08
	20.02
	1.45
	10.74
	12049.85
	2336.94
	817.93

	2008-09
	18.83
	1.19
	11.93
	12414.32
	2635.18
	922.31

	2009-10
	17.71
	1.12
	13.05
	13971.09
	3199.90
	1119.97


4.8 As detailed above, KSEB could achieve a reduction of 3199.90 MU during the year 2009-10 by way of reducing the T&D loss by 13.05% since the year 2001-02. Otherwise, if the loss in the KSEB system had been remained as 30.76% at the same loss level during the year 2001-02, the consumers has to bear the cost of power purchase for the quantum of 3199.90 MU, which is works out to Rs 1119.97 crore at the average purchase rate of Rs 3.50 per unit. KSEB has been taking continued efforts to reduce the T&D loss further. However, the incremental investments required and volume of works for reducing the losses further are much higher.   Hence, the present endeavor of the Board is to maintain the loss level of about 17.71% already achieved.  Hon’ble Commission may kindly approve the T&D loss achieved by KSEB.
5. Cost for internal  Generation 

 (a).   Hydel Generation.

5.1 Expecting a normal monsoon, KSEB had targeted for a hydel generation of 6560.53 MU (excluding auxiliary consumption) for the year 2009-10 and Hon’ble Commission had also approved the same. As anticipated, KSEB had received normal rainfall during the year and the actual hydel generation was 6624.71MU against the target of 6560.53MU. The month wise details of hydel generation for the year 2009-10 is detailed below.

Table-9

Month wise details of Hydel Generation for the year 2009-10
	Month
	KSERC Order
	Actuals
	Difference

	
	(MU)
	(MU)
	(MU)

	Apr-09
	462.68
	478.45
	15.78

	May-09
	478.10
	486.95
	8.85

	Jun-09
	503.88
	415.97
	-87.92

	Jul-09
	554.47
	556.10
	1.63

	Aug-09
	553.86
	559.91
	6.05

	Sep-09
	567.38
	613.01
	45.63

	Oct-09
	582.86
	656.03
	73.17

	Nov-09
	552.63
	593.40
	40.76

	Dec-09
	552.69
	533.05
	-19.64

	Jan-10
	583.56
	504.91
	-78.65

	Feb-10
	553.39
	519.11
	-34.28

	Mar-10
	615.03
	707.81
	92.78

	Total
	6560.54
	6624.71
	64.17


5.2 As detailed above, the actual hydel generation during the year 2009-10 was increased by 64.17MU over the approved level and KSEB was able to reduce the dependence on liquid fuel stations to that extend.

(b) KSEB Thermal Plants

5.3 For the year 2009-10, KSEB had proposed a net generation of  182.50MU from BDPP  and 438.00   MU from KDPP at an average variable cost of Rs 5.00 per unit.  While approving the ARR, Hon’ble Commission had approved the same quantity proposed by KSEB, at a reduced variable cost of Rs 4.85 per unit.  As against the approval of 182.50MU from BDPP the actual was 223.77MU @  Rs 6.25 per unit and  350.69MU from KDPP @Rs 6.37 per unit, against the approval of 427.05 MU.  The monthwise details of generation from BDPP and KDPP is given below.

Table-10

Monthwise details of Generation from BDPP and KDPP for the year 2009-10
	Month
	BDPP
	KDPP

	
	KSERC approval
	Actuals
	Difference
	KSERC approval
	Actuals
	Difference

	
	(MU)
	(MU)
	(MU)
	(MU)
	(MU)
	(MU)

	Apr-09
	14.63
	27.57
	12.95
	35.10
	40.17
	5.07

	May-09
	15.11
	25.35
	10.24
	36.27
	30.69
	-5.58

	Jun-09
	14.63
	9.71
	-4.92
	35.10
	21.97
	-13.13

	Jul-09
	15.11
	14.78
	-0.34
	36.27
	15.20
	-21.07

	Aug-09
	15.11
	6.54
	-8.58
	36.27
	33.51
	-2.76

	Sep-09
	14.63
	14.38
	-0.24
	35.10
	19.14
	-15.96

	Oct-09
	15.11
	19.11
	4.00
	36.27
	23.50
	-12.77

	Nov-09
	14.63
	16.54
	1.91
	35.10
	18.91
	-16.19

	Dec-09
	15.11
	15.05
	-0.06
	36.27
	27.99
	-8.28

	Jan-10
	15.11
	16.69
	1.58
	36.27
	35.64
	-0.63

	Feb-10
	13.65
	21.15
	7.50
	32.76
	37.31
	4.55

	Mar-10
	15.11
	36.91
	21.79
	36.27
	46.65
	10.38

	Total
	177.94
	223.77
	45.84
	427.05
	350.69
	-76.36


5.4 As detailed above, the acual generation from BDPP was 45.84 MU higher than the approved quantity. But the increase in scheduling was mainly  during the summer month April-2009, May-2009 and March-2010. However, KSEB had reduced the scheduling from KDPP by 76.36 MU over the approved level.

5.5 Hon’ble Commission may kindly note that, the actual average variable cost of BDPP & KDPP was Rs 6.10 per unit & Rs 6.18 per unit respectively against the approved rate of Rs 4.85 per unit.

5.6 The summary of the generation from BDPP & KDPP and the cost incurred are detailed below.

Table-11

Summary of the generation and cost from BDPP and KDPP for the year 2009-10

	Month
	KSERC Approval
	Actual
	Difference

	
	Quantity
	Rate
	Amount
	Quantity
	Rate
	Amount
	Quantity
	Amount

	
	(MU)
	(Rs/kWh)
	(Rs.Cr)
	(MU)
	(Rs/kWh)
	(Rs.Cr)
	(MU)
	(Rs.Cr)

	BDPP
	183
	4.85
	88.51
	232.84
	6.10
	142.03
	49.84
	53.52

	KDPP
	438
	4.85
	212.43
	359.48
	6.18
	222.32
	-78.52
	9.89

	Total
	621
	 
	300.94
	592.32
	 
	364.35
	-28.68
	63.41


5.7 As detailed above, though the actual generation from BDPP & KDPP was less by 28.68MU over the approval, KSEB had incurred an additional cost of Rs 63.41 crore for scheduling the same on account of the price hike of LSHS and HSD.

6. Power Purchase for the year 2009-10

(a) Power purchase from Central Generating Stations (CGS)

6.1 In the ARR, KSEB had estimated the energy availability  from CGS as 7025.97MU at total cost (fixed,  variable cost, incentive etc) of Rs 1300.75 crore.  While approving the ARR, Hon’ble Commission had approved a higher target of 7653.00 MU at a total cost of  Rs 1363.74 crore.  However, the commissioning of the new plants Kaiga-Statge-II, NLC- Expansion-II and Kudamkulam (Nuclear) Power Plants had  not started  commercial operation as per the schedule. Considering the competitive tariff of CGS, KSEB had scheduled the full allocation from these stations during the year 2009-10.

6.2 The details of the energy scheduled and its cost from CGS as per the provisional accounts are detailed below.

Table-14. Energy Scheduled form CGS during 2009-10
	CGS
	KSERC Approval
	Actuals
	Difference

	
	Quantity (MU)
	Amount (Rs. Cr)
	Quantity (MU)
	Amount (Rs. Cr)
	Quantity (MU)
	Amount (Rs. Cr)

	 Thalcher - II
	3079
	431.31
	3177.63
	651.59
	98.63
	220.28

	 NLC-II - Stage-1
	348
	66.43
	383.85
	59.51
	35.85
	-6.92

	 NTPC- RSTPS (I& II))
	2217
	399.14
	2402.24
	458.01
	185.24
	58.87

	 NLCII - Stage II
	534
	88.58
	596.63
	93.75
	62.63
	5.17

	 NLC – Exp
	471
	93.64
	401.76
	84.05
	-69.24
	-9.59

	 MAPS
	124
	25.73
	87.71
	16.99
	-36.29
	-8.74

	Kaiga
	419
	132.34
	236.01
	71.91
	-182.99
	-60.43

	NLC- Exp- stage-II
	206
	43.75
	0
	0
	-206
	-43.75

	Kudamkulam
	255
	82.82
	0
	0
	-255
	-82.82

	UI
	 
	 
	371.4
	92.62
	371.4
	92.62

	Total
	7653
	1363.74
	7657.23
	1528.43
	4.23
	164.69


6.3 Hon’ble Commission may kindly approve the actual power purchase and its cost from CGS as detailed above.

(b) Power Purchase from IPPs

(i) RGCCPP- Kayamkulam & BSES 

6.4 In order to meet the anticipated energy demand and also considering the commitment on KSEB to schedule power from RGCCPP to get  the equal allocation of RGCCPP from Talcher-II coal based plant to pool with RGCCPP power, KSEB had proposed to schedule 999.90 MU from RGCCPP. Hon’ble Commission had also approved the same at a variable cost of Rs 4.75 per unit. However, KSEB had scheduled 1154.90 MU from RGCCPP- Kayamkulam at an average variable cost of Rs 6.49 per unit.   The month wise details of scheduling from RGCCPP was given under Table-15 of this petition.
6.5 In order to meet the anticipated energy demand, KSEB had proposed to schedule 968.60  MU from BSES and Hon’ble Commission had pleased to approve the same at a variable cost of Rs 4.75 per unit.  However, due to the exorbitant variable cost, KSEB had limited the procurement from BSES to the possible extent and the actual schedule from BSES was 576.70 MU against 968.60 MU approved at the average variable cost of Rs 6.40 per unit.
6.6 The monthwise details of scheduling from RGCCPP- Kayaamkulam and BSES for the year 2009-10 is detailed below.
Table-15

Energy scheduled from RGCCPP- Kayamkulam and BSES for the year 2009-10
	Month
	RGCCPP- Kayamkulam
	BSES

	
	KSERC approval
	Actuals
	Difference
	KSERC approval
	Actuals
	Difference

	
	(MU)
	(MU)
	(MU)
	(MU)
	(MU)
	(MU)

	Apr-09
	90.00
	110.76
	20.76
	87.00
	97.39
	10.39

	May-09
	93.00
	100.28
	7.28
	89.90
	98.25
	8.35

	Jun-09
	90.00
	114.00
	24.00
	87.00
	97.91
	10.91

	Jul-09
	0.00
	88.64
	88.64
	89.90
	71.33
	-18.57

	Aug-09
	93.00
	104.98
	11.98
	89.90
	69.77
	-20.13

	Sep-09
	90.00
	43.63
	-46.37
	87.00
	5.42
	-81.58

	Oct-09
	93.00
	71.15
	-21.85
	0.00
	1.05
	1.05

	Nov-09
	90.00
	81.75
	-8.25
	87.00
	13.75
	-73.25

	Dec-09
	93.00
	103.10
	10.10
	89.90
	19.87
	-70.03

	Jan-10
	90.90
	122.37
	31.47
	89.90
	8.35
	-81.55

	Feb-10
	84.00
	95.64
	11.64
	81.20
	20.20
	-61.00

	Mar-10
	93.00
	117.59
	24.59
	89.90
	73.40
	-16.50

	Total
	999.90
	1153.90
	154.00
	968.60
	576.70
	-391.90


6.7 It may be noted that, from RGCCPP,  KSEB has scheduled 154.00 MU in excess of the quantity approved in the ARR, however during the same period KSEB not procured 391.90 MU  from BSES out of the approved quantum of 968.60MU for the year 2009-10.

6.8 The summary of the cost of generation from RGCCPP Kayamkulam and BSES for the year 2009-10 are  given below.
Table-16

Quantity and amount incurred for procuring power from RGCCPP and BSES stations
	Particulars
	Quantity
	Amount

	
	KSERC approval
	Actuals
	Difference
	KSERC approval
	Actuals
	Difference

	
	(MU)
	(MU)
	(MU)
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)

	RGCCPP- Kayamkulam
	1000.00
	1153.90
	153.90
	571.68
	845.02
	273.34

	BSES
	969.00
	576.70
	-392.30
	551.89
	457.59
	-94.30

	Total
	1969.00
	1730.60
	-238.40
	1123.57
	1302.61
	179.04


(ii) KPCL 

6.9 In the ARR for the year 2009-10, KSEB had proposed to schedule 124.78 MU from KPCL at an average variable cost of Rs 5.00 per unit.  In the order on ARR, Hon’ble Commission was pleased to approve the same quantity proposed by KSEB @ Rs 4.85 per unit. However, the actual procurement from KPCL for the year 2009-10 was 75.06 MU only at a total cost of Rs 61.73 crore.  The details are given under Table-18 below.

(iii) Wind

6.10 In the ARR, KSEB has anticipated the availability of 30 MU from Wind IPP’s. However the actual procurement was 66.48 MU from Wind IPPs at an average  tariff of Rs 3.14 per unit. The details of the approved quantity, the actauls and the additional liability incurred are detailed under Table-18 below.
(iv) Power purchase through traders and power exchange

6.11 In order to meet the energy demand as well as to limit the energy schedule from liquid fuel stations, KSEB had procured 617.01 MU through traders and energy exchange at an average rate (at KSEB periphery) of Rs 4.31 per unit. The details are given below.
Table-17

Summary of the energy procurement through traders and energy exchanges
	Sl No.
	Particulars
	Quantity procured at KSEB bus
	Total amount
	Per unit cost

	
	
	(MU)
	(Rs.Cr)
	(Rs/ kWh)

	1
	TATA
	9.41
	4.24
	4.51

	2
	NVVN
	24.86
	11.70
	4.71

	3
	GMRETL
	13.10
	8.45
	6.45

	4
	JSWPTC
	65.99
	35.63
	5.40

	5
	GEL
	12.97
	6.05
	4.67

	6
	PTC
	2.41
	1.49
	6.16

	7
	LANCO
	46.49
	23.10
	4.97

	8
	IEX
	226.43
	79.77
	3.52

	9
	PXIL
	160.79
	68.05
	4.23

	10
	RGPTC
	24.95
	13.14
	5.27

	11
	RETL
	29.61
	14.26
	4.82

	12
	Subtotal
	617.01
	265.89
	4.31


(v) Transmission charges paid to PGCIL.
6.12 During the year 2009-10, KSEB had paid Rs 192.98 crore to PGCIL as transmission charges against  Rs 204.25 crore approved by the Hon’ble Commission.

6.13 The summary of the cost of power purchase approved by Hon’ble Commission and the actuals are as given below.
Table-18

Summary of the cost of power purchase for the year 2009-10

	Station
	Approved by the Commission
	Actuals
	Difference

	
	Energy purchased at KSEB bus (MU)
	Cost     (Rs in crore)
	Energy purchased at KSEB bus (MU)
	Cost  (Rs in crore)
	Energy purchased at KSEB bus (MU)
	Cost            ( Rs in crore)

	(1)
	(2)
	(3)
	(4)
	(5)
	(6)= (4) - (2)
	(7) = (5)-(3)

	CGS (table-14 above)
	7653.00
	1363.74
	7657.23
	1528.43
	4.23
	164.69

	IPPs
	 
	 
	 
	 
	 
	 

	 KPCL
	124.78
	72.87
	75.06
	61.73
	-49.72
	-11.14

	 BSES
	969.00
	551.89
	576.70
	457.59
	-392.30
	-94.30

	 Kayamkulam
	1000.00
	571.68
	1153.90
	845.02
	153.90
	273.34

	Wind
	30.00
	9.26
	66.48
	20.87
	36.48
	11.61

	Ullumkal
	34.00
	8.30
	16.73
	3.35
	-17.27
	-4.95

	MP Steels
	 
	 
	37.16
	8.65
	37.16
	8.65

	Traders
	 
	 
	617.01
	265.89
	617.01
	265.89

	 Sub total
	2157.78
	1214.00
	2543.04
	1663.10
	385.26
	449.10

	Transmission Charges
	 
	 
	 
	 
	 
	 

	Eastern Region
	 
	0.05
	 
	0.00
	0.00
	-0.05

	Southern Region
	 
	171.90
	 
	181.69
	0.00
	9.79

	Kayamkulam
	 
	32.30
	 
	11.29
	0.00
	-21.01

	 Sub total
	 
	204.25
	 
	192.98
	0.00
	-11.27

	Total
	9810.78
	2781.99
	10200.27
	3384.51
	389.49
	602.52


6.14 Considering the dedicated efforts on part of the KSEB to procure/ schedule energy from the cheapest sources including traders to meet the energy demand of the State and the efforts of the Board to sell the unutilized energy at best competitive rates, Hon’ble Commission may kindly approve the cost of power purchase as detailed above.

7. Interest and Finance Charges

7.1 In the ARR & ERC for the year  2009-10, KSEB had projected  the Interest and Finance Charges as  Rs.345.31 crore. Vide the order on ARR,  Hon’ble Commission has approved Rs 333.11 Crores, inclusive of Rs 50.23 crore approved towards interest on State Government loans.  However, the actual interest and finance charges as per the audited accounts is Rs 263.56 crore. The details are given below.

     Table-19.
Summary of the interest and finance charges for the year 2009-10

	Sl.No
	Particulars
	KSEB ARR
	KSERC Order
	Actual
	Remarks

	
	
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)
	

	I
	Interest on Loans and Bonds during 2009-10
	 
	 
	 
	 

	(a)
	Interest on existing loans as on 31-3-2009
	108.31
	108.31
	123.08
	 

	(b)
	Interest for additional borrowing
	71.80
	30.40
	
	 

	(c)
	Interest on Government loans
	8.34
	50.23
	0.00
	Government loan was adjusted against the dues from the Govt. of Kerala as per the netting-off proposal. But Hon'ble Commission had not approved the same

	
	
	
	
	
	

	(d)
	Total interest on capital liabilities
	188.45
	188.94
	123.08
	 

	II
	 Interest on Security Deposit
	50.50
	50.50
	58.04
	 

	III
	Other Interest and Finance Charges
	 
	 
	 
	 

	 
	a) Interest on borrowings for working capital
	18.00
	5.31
	24.58
	 

	 
	b) Discount to consumers for timely payment of Charges 
	5.50
	5.50
	2.74
	 

	 
	c) Interest on PF
	64.88
	64.88
	44.41
	 

	 
	d) Other Interest charges
	0.01
	0.01
	0.00
	 

	 
	e) Cost of raising finance 
	1.00
	1.00
	0.00
	 

	 
	f) Guarantee Commission
	3.97
	3.97
	10.70
	 

	 
	g)Bank Charges
	13.00
	13.00
	
	 

	 
	Total of  III
	106.36
	93.67
	82.43
	 

	 
	Grand Total (I+II+III )
	345.31
	333.11
	263.55
	 


7.2 The summary of the outstanding loans and bonds, loan availed and redeemed during the year and closing balance are detailed below.

Table-20

Borrowings and repayments during the year 2009-10  (Rs. in crore)

	Sl No
	Item
	Opening Balance
	Borrowing
	Redemption 
	Closing Balance 

	
	
	ARR
	KSERC Order
	Actuals
	ARR
	KSERC Order
	Actuals
	ARR
	KSERC Order
	Actuals
	ARR
	KSERC Order
	Actuals

	I
	Loans from GOK
	69.50
	436.78
	0.00
	69.50
	0.00
	0.00
	0.00
	0.00
	0.00
	139.00
	436.78
	0.00

	II
	Existing Bonds
	43.20
	43.20
	43.20
	0.00
	0.00
	0.00
	20.90
	20.90
	22.30
	22.30
	22.30
	20.90

	III
	Loans from Financial Institutions
	1387.61
	1387.61
	1057.17
	695.37
	382.44
	991.99
	206.75
	206.75
	660.56
	1876.23
	1563.30
	1388.60

	 
	Sub Total (II+III)
	1430.81
	1430.81
	1100.37
	695.37
	382.44
	991.99
	227.65
	227.65
	682.86
	1898.53
	1585.60
	1409.50

	 
	Total (I+II+III)
	1500.31
	1867.59
	1100.37
	764.87
	382.44
	991.99
	227.65
	227.65
	682.86
	2037.53
	2022.38
	1409.50


7.3 In this matter, the following points may be kindly noted.

(i) As against the proposed capital investment of  Rs 1377.10 crore, the actual capital investment during the year 2009-10 was Rs 869.71 crore.
(ii) The net additional borrowings for the year 2009-10 was Rs 309.13  crore against Rs 382.44 crore approved by the Hon’ble Commission.
(iii) Further, KSEB had retained the section-4 electricity duty amounts to Rs 252.26 crore collected from consumers as additional resources and utilized the same for capital resources. Thus the total additional resources mobilized/ utilized including the borrowings and electricity duty amounts to Rs 561.39 crore. Regarding the retaining of electricity duty, the following points may be kindly noted.
· KSEB may retain the section-4 electricity duty collected from consumers till  Government  take a final  decision on the settlement of the netting-off dues between the State Government.
· Section-4 duty retained by KSEB cannot be treated as a resource without any cost.
· Chief Electrical Inspector as well as C&AG had been demanding penal interest for the electricity duty retained by KSEB.  However, in the previous years orders on truing up, Hon’ble Commission had been not allowing the interest for the duty retained by KSEB claimed by Chief Electrical Inspector.
· Hon’ble Commission may kindly allow interest on the electricity duty retained with KSEB.
(iv) In addition to the net borrowings and electricity duty retained, KSEB had utilized all the internal resources including depreciation, return on equity etc for meeting the capital liabilities etc.

(v) As part of the ‘netting-off’ the dues between KSEB and the State Government, all the outstanding loans from State Government as on 31-03-2006 has adjusted against the dues from the Government . Hence,  in the audited accounts for the year 2009-10, KSEB has not claimed interest on the Government loans. However, Hon’ble Commission is yet to approve the netting-off proposal between the State Government and KSEB.
(vi) Further, an amount of Rs 88.44 crore was available during the year 2009-10 as maturity proceed of the amount of Rs 72.00 crore deposited during the year 2007-08.
(vii) By effectively utilising all the available resources, KSEB was able to limit the total outstanding loan as on 31-03-2010 as Rs 1409.50 crore against the Rs 2037.53 crore proposed in the ARR petition.
(viii) Increase on capital liabilities could be restricted to Rs 309.13 crore against the capital works executed to the tune of Rs 869.71 crore.
7.4 Interest on security deposit:

While approving the ARR, Hon’ble Commission had approved the interest on security deposit as Rs 50.50 crore. However, as per the audited accounts the interest on security deposit provided on the outstanding security deposit at the beginning of the year was    Rs 58.04 crore. It may kindly be noted that, KSEB has been maintaining the accounts as per the accrual system. Hence,  Hon’ble Commissions may kindly approve the interest on security deposit as claimed by KSEB. 

7.5 Interest on working capital. Hon’ble Commission has not made any major revision of tariff since October-2002. As per the audited accounts for the year 2008-09, the revenue shortfall was Rs 749.17 crore, however as per the truing up order  the same has reduced to Ra 429.61 crore. Further for the year 2009-10, Hon’ble Commission has approved the revenue gap as Rs 335.30 crore, which has increased to Rs 1227.50 crore as per the audited accounts. Hon’ble Commission has not allowed any revision of tariff to bridge the revenue gap, but adjusted the approved revenue gap against the revenue surplus arrived  for the past years, especially for the year 2006-07 and 2007-08. However, KSEB not retained the operating surplus for meeting the revenue gap of the future years since the surplus so arrived by the Hon’ble Commission had already been utilized for meeting the capital liabilities etc. 

7.6 Since the revenue from tariff was not even sufficient to meet the operating expenses, KSEB had been heavily availing  overdraft from financial institutions.  The month wise details of OD availed from financial institutions and the interest claimed are detailed below.

Table-21

Details of Over draft availed during the year 2009-10  (Rs. cr)
	Month
	SBT
	Canara 
	Dhana Lakshmi 
	SMGB
	IOB
	SBH
	NMGB
	BOI
	ALLH BANK
	FED BANK
	Total

	Apr 09
	58.61
	148.27
	39.00
	0.03
	17.40
	0.16
	0.00
	0.00
	0.00
	0.00
	263.47

	May 09
	69.30
	177.25
	39.33
	0.00
	17.71
	0.00
	0.00
	0.00
	0.00
	0.00
	303.59

	Jun 09
	54.39
	144.84
	39.32
	0.00
	43.49
	0.00
	0.00
	0.00
	0.00
	0.00
	282.04

	July 09
	71.21
	138.48
	39.31
	0.00
	1.87
	0.00
	0.00
	0.00
	0.00
	0.00
	250.87

	Aug 09
	70.75
	196.00
	39.31
	70.11
	26.92
	49.79
	7.52
	31.27
	0.00
	0.00
	491.67

	Sep 09
	47.45
	37.49
	39.30
	60.55
	0.54
	0.18
	0.04
	0.37
	35.18
	0.00
	221.10

	Oct 09
	0.06
	106.25
	39.29
	0.00
	0.02
	0.00
	0.00
	0.00
	1.05
	0.00
	146.67

	Nov 09
	93.46
	0.40
	38.76
	0.00
	0.02
	0.00
	0.00
	0.00
	0.01
	46.75
	179.40

	Dec 09
	64.75
	0.00
	38.97
	0.00
	0.02
	0.00
	0.00
	0.00
	0.00
	99.58
	203.32

	Jan 10
	27.68
	0.06
	39.29
	0.00
	0.02
	0.00
	0.00
	0.00
	0.00
	92.15
	159.20

	Feb 10
	0.05
	0.00
	36.92
	0.00
	0.02
	0.00
	0.00
	0.00
	25.02
	0.26
	62.27

	Mar 10
	0.00
	74.20
	18.69
	0.00
	0.02
	0.00
	0.00
	0.00
	60.28
	0.01
	153.20


Table-22

Details of interest on overdraft availed during the year 2009-10  (Rs. Cr
	Bank
	SBT
	Canara 
	Dhana Lakshmi 
	SMGB
	IOB
	SBH
	NMGB
	BOI
	ALLH BANK
	FED BANK
	Total

	April
	0.47
	0.95
	0.38
	0.03
	0.26
	0.16
	0.09
	0.00
	0.00
	0.00
	2.34

	May
	0.55
	1.01
	0.32
	0.00
	0.31
	0.10
	0.04
	0.00
	0.00
	0.00
	2.33

	June
	0.45
	1.03
	0.31
	0.00
	0.28
	0.12
	0.00
	0.00
	0.00
	0.00
	2.19

	July
	0.64
	1.27
	0.31
	0.00
	0.37
	0.28
	0.00
	0.00
	0.00
	0.00
	2.87

	August
	0.76
	1.23
	0.30
	0.25
	0.40
	0.19
	0.00
	0.17
	0.00
	0.00
	3.30

	September
	0.46
	1.30
	0.29
	0.55
	0.13
	0.18
	0.00
	0.20
	0.18
	0.00
	3.29

	October
	0.07
	0.08
	0.26
	0.07
	0.00
	0.00
	0.00
	0.00
	1.05
	0.00
	1.53

	November
	0.89
	0.00
	0.27
	0.00
	0.00
	0.00
	0.00
	0.00
	0.01
	0.20
	1.37

	December
	0.77
	0.00
	0.34
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.58
	1.69

	January
	0.68
	0.06
	0.42
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.67
	1.83

	February
	0.06
	0.00
	0.49
	0.00
	0.00
	0.00
	0.00
	0.00
	0.02
	0.26
	0.83

	March
	0.00
	0.24
	 
	0.00
	0.00
	0.00
	0.00
	0.00
	0.76
	0.01
	1.01

	Total 
	5.80
	7.17
	3.69
	0.90
	1.75
	1.03
	0.13
	0.37
	2.02
	1.72
	24.58


7.7 Hon’ble Commission may kindly note that,  KSEB had  availed the over draft after utilising all the resources available including additional security deposit etc. The interest on short-term borrowings as detailed above may be kindly be approved.

7.8 Discount to consumers on timely payment of charges: 

The discount to consumers on advance payment of electricity charges was Rs 1.90 crore. At present KSEB has been allowing a rebate of 4% on electricity charges for advance payment for one year or more and 2% on energy charges for the period 6 months to one year. Since, this is an incentive given to consumers; the actuals may be kindly approved.

7.9 During the year 2009-10, KSEB had sold 11.03 MU through traders outside the State and 48.92 MU to TNEB. KSEB had allowed a rebate @ 2% of the bill amount for the prompt payment and thus  Rs 0.84 crore was actually  allowed as rebate to the traders for the year 2009-10, which may kindly be admitted.

7.10 While preparing the ARR, KSEB has anticipated higher contribution towards GPF on account of arrears of pay revision and DA with retrospective effect. So, KSEB had made a higher provision of Rs 64.88 crore towards interest on PF.  However during the year 2009-10, the addition on GPF account was only Rs 23.56 crore against the provision of Rs 100.00 crore made in the ARR.  Further, KSEB in line with the rules in Government had reduced the time duration for availing Non Refundable advance from 15 years to 10 years with effect from 18.01.2008. This has also contributed to higher withdrawals. Hence the actual interest on Provident Fund balance provided was Rs 44.41 crore .  
7.11 The Board has been able to reduce bank charges through negotiations with banks. Reduction under guarantee commission could be brought about mainly due to the call option exercised on loan from KPFC in 2008-09. Guarantee Commission payable to Govt. of Kerala for the year amounted to Rs.4.02 crore against Rs. 3.97 crore approved by the Commission. The detailed break up of the other charges is given below.
Table-23 Other Bank charges for the year 2009-10

	Particulars
	2008-09
	2009-10

	
	(Rs. Cr)
	(Rs. Cr)

	Bank Charges for fund transfer from Head office to field units.
	2.68
	1.60

	Bank commission for collection from consumers
	2.28
	0.41

	Other bank charges
	4.40
	4.55

	Service tax recovered by bank
	0.57
	0.10

	Banking cash transaction tax
	0.17
	0.02

	Guarantee commission
	6.86
	4.02

	Interest on Electricity Duty @ 9% 
	50.25
	0.00

	Total
	67.21
	10.70


Hon’ble Commission may kindly approve the interest and finance charges as per the audited accounts  as detailed above.

8. Depreciation 

8.1 Depreciation is a measure to compensate the wear out, consumption or other loss of value of a depreciable asset arising from use, efflux of time or obsolescence through technology and market changes. Depreciation is allocated so as to charge a proportion of the value of asset through out its useful life. Depreciation is generally a non-cash flow expendicture. However, the utilities are generally utilizing the depreciation allowed for meeting the loan repayment obligations. 
8.2 Over the years, there was major  change in the rate of depreciation allowed by the Government/ regulators to the power utilities. Before the enactment of the Electricity Act-2003, the SEB’s has been accounting the depreciation at the rates prescribed by Ministry of Power vide the Gazette dated 29th March-1994.  However, after the enactment of the Electricity Act-2003, section-61 of the Electricity Act-2003  empowers the  CERC/ SERC’s  to notify the regulations fixing norms for tariff determination including depreciation. CERC had notified the ‘terms and conditions of tariff’ for the tariff period April-2004 to March-2009 and April-2009 to March-2014. Also, as per the paragraph- 5.3(c) of the National Tariff Policy notified by the Central Government during Jan-2006, the depreciation rates notified by CERC may be made applicable to the distribution utilities with appropriate  modification as may be evolved by forum of regulators.

8.3 However, there was no uniform approach on allowing depreciation to the power utilities across the country. As per the information available, the depreciation rates approved by various regulators across the country is given below.

Table-24

Depreciation rates adopted by SERCs across the Country
	Depreciation rates approved by Ministry of Power, GoI , vide Gazetted dated

29-3-1994
	As per CERC norms
	Depreciation rates as per the  Tariff regulations notified by SERCs
	Actual depreciation rates for the previous year

	APERC
	BERC
	AERC
	JSERC

	HERC
	GERC
	CSERC(as proposed by utility in FY 08)
	PSERC(as per books of accounts of PSEB)

	OERC(pre1992 norms notified by GOI)
	HPERC
	DERC
	 

	 
	JKERC
	MERC
	 

	 
	KSERC
	RERC
	 

	 
	MPERC
	UERC
	 

	 
	UPERC
	WBSERC
	 

	 
	KERC
	 
	 


8.4 Over the years KSEB had been claiming depreciation as per rates notified by the Ministry of Power, Government of India vide the official Gazette dated 1994 and  the Electricity (Supply)(Annual Accounts) Rules, 1985 (ESAAR, 1985).  KSEB had been continuing  as State Electricity Board till Government vested the assets and liabilities of the Board vide the notification G.O (Ms) No. 37/2008/PD dated 25th September-2008. Board is still in the transitional stage and Government is yet to re-vest the assets and liabilities into a new company. Also, as per the repeal provisions under 184 (2) (d) of the Electricity Act-2003, KSEB has to adopt the ESSAR-1985, the accounting rules until such rules are rescinded or modified. 
8.5 Accordingly, in the  ARR for 2009-10, KSEB had proposed  Rs 489.41 crores as depreciation at the  rates notified by the Ministry of Power, Government of India vide the official Gazette dated 1994 and  the Electricity (Supply)(Annual Accounts) Rules, 1985 (ESAAR, 1985). But in the order on ARR&ERC, Hon’ble Commission had approved the depreciation as Rs 477.90 crores  as per the norms prescribed by the Central Electricity Regulatory Commission (CERC) for depreciation for Central Power Sector Utilities (CPSUs) applicable for the control period 2009-14.
8.6 The depreciation as per the audited accounts at the rates specified by the MoP vide the Gazette dated 26-03-1994 is Rs 451.22 crore as detailed below.

Table-25.

Details of depreciation claimed for the year 2009-10
	Sl.No. 
	Asset class
	KSEB ARR
	KSERC order
	Actuals
	Difference

	
	
	(Rs.Cr)
	(Rs.Cr)
	(Rs.Cr)
	(Rs. Cr)

	1
	Land and Rights
	0
	0
	0
	0

	2
	Buildings
	18.53
	17.61
	16.54
	-1.07

	3
	Hydraulic works
	23.17
	50.04
	21.92
	-28.12

	4
	Other Civil works
	9.33
	10.44
	9.12
	-1.32

	5
	Plant & Machinery
	199.33
	184.18
	189.12
	4.94

	6
	Lines, Cable networks
	234.38
	211.35
	209.79
	-1.56

	7
	Vehicles
	0.12
	1.13
	0.47
	-0.66

	8
	Furniture & fixtures
	0.77
	0.89
	0.65
	-0.24

	9
	Office equipment
	3.77
	2.25
	3.61
	1.36

	 
	Total
	489.41
	477.9
	451.22
	-26.68


8.7 Hon’ble Commission may kindly note that, KSEB has effectively utilized the depreciation claimed as per the accounts  as internal resources for meeting the capital liabilities etc. Since the amount has already been utilized, any reduction on depreciation over the same as per the audited accounts  during truing up process may affect the financials of KSEB.  Hon’ble Commission may kindly approve the depreciation as per the audited acciounts for the year 2009-10.

9. Employee Cost

9.1 In the ARR for the year 2009-10, KSEB had estimated the employee cost as Rs 1069.96 crore and the Hon’ble Commission approved the same amount. The actual employee cost for the year 2009-10 was Rs.1451.53 crore. The details are as given below 

               Table-26. Employee Cost for the year 2009-10                      
(Rs. in crore)

	Sl No
	Particulars
	2008-09
	2009-10

	
	
	Actuals
	Projected by KSEB
	KSERC Approval
	Actuals
	Difference 

	1
	Salaries 
	429.81
	387.86
	387.86
	452.19
	64.33

	2
	DA
	235.42
	187.39
	187.39
	300.92
	113.53

	3
	Overtime, other allowances, Bonus.
	31.59
	30.50
	30.50
	33.00
	2.50

	4
	Earned Leave encashment
	57.58
	40.00
	40.00
	56.03
	16.03

	5
	Medical expenses reimbursement, staff Welfare expenses, payment under works men compensation,
	4.97
	4.95
	4.95
	5.08
	0.13

	6
	Terminal benefits 
	495.82
	419.26
	419.26
	604.31
	185.05

	 
	Grand total
	1255.19
	1069.96
	1069.96
	1451.53
	381.57


9.2 The  employee cost for the year 2009-10 has increased by Rs 381.57 crore over the approval. However when compared with the actual for the year 2008-09, the increase was Rs 196.34 crore only. 

9.3 It may be noted that, the main increase  in the employee cost over approval was on (i) Salary, (ii) DA and (iii) Terminal benefits.   The reason for the increase of each item is explained below.

(i) Provision for pay revision has not created while projecting the ARR.

9.4 KSEB had projected the ARR for the year 2009-10 during the months of October & November-2008. Though the next pay revision to the employees was due from August-2008 and officers was due from July-2008, KSEB had not made any provision for pay revision while estimating the ARR.  The details are further explained in the following paragraphs.

9.5 The details of the provision of basic pay and DA as per the ARR and actuals are given below.

Table-27

Details of the provision of basic Salary and DA made during the year 2009-10
	Sl No.
	Description
	2008-09
	2009-10
	Difference over 2008-09

	
	
	Actuals
	ARR order
	Actuals
	Difference over ARR
	

	
	
	
	
	
	
	

	1
	Basic pay
	 
	 
	 
	 
	 

	 
	 (a) At the pre-revised scale
	378.70
	387.86
	387.85
	-0.01
	9.15

	 
	(b) Addl Provision for pay revision
	51.10
	0.00
	64.34
	64.34
	13.24

	 
	(c ) Total
	429.80
	387.86
	452.19
	64.33
	22.39

	2
	Dearness Allowances
	 
	 
	 
	 
	0.00

	 
	(a) DA released during the year/ provision made
	173.17
	187.39
	244.73
	57.34
	71.56

	 
	(b) Addl Provision made
	31.00
	 
	13.38
	13.38
	-17.62

	 
	(c) Provision for pay revision-DA
	31.25
	 
	42.81
	42.81
	11.56

	 
	DA Total
	235.42
	187.39
	300.92
	113.53
	65.50

	3
	Total-Basic+DA
	665.22
	575.25
	753.11
	177.86
	87.89


9.6 As detailed above, while estimating the ARR,  KSEB has made a provision of Rs 387.86 crore as basic pay for the year 2009-10.  As against this, the actuals for the year 2009-10 as per the audited accounts was Rs 452.19 crore which includes the provision of pay revision of Rs 64.34 crore. However, KSEB has not provided the provision for pay revision while projecting the ARR. It may be noted that the actual basic pay for the previous year 2008-09 was Rs 429.80 crore including the provision of pay revision,  as against this the projection made for the year was only Rs 387.86 crore (less by rs 41.94 crore).

9.7 Hon’ble Commission may kindly note that, as submitted earlier the revision of pay and allowances to the employees and officers are due from July/August-2008. However, the actual implementation of the pay revision to the employees was made from April-2011 only and pay revision to the officers and pensioners are yet to be implemented. If adequate provision for pay-revision had not been made in the respective years, the entire liabilities has to be met from single year i.e, during the year 2011-12 when the pay revision was finally implemented. 

9.8 It may be noted that, CERC while revising the norms for O&M costs in every five years has duly incorporating the adequate provision for pay revision. I.e, the O&M cost for the tariff period 2009-14 has increased by more than 50% when compared to the previous tariff period    2004-09. Further, almost all the electricity regulatory commissions in the country has been allowing the arrears on pay revision. Hon’ble APTEL through various judgments has clarified that, adequate provisions for arrears on pay revisions had to be provided by the regulators. Hon’ble Commission while approving the truing up of accounts for the year 2008-09 has also approved the provision created for pay revision.

9.9 KSEB vide the letter dated 28-03-2011 had communicated the estimated additional financial commitment due to the revision of Pay and allowances to the workmen and officers as well as pensioners. The details are given below.

Table-28

Additional financial commitment due to revision of pay and allowances
	Particulars
	01-07-2008 to 31-03-2009
	01-04-2009 to 31-03-2010
	01-04-2010 to 31-03-2011
	Total  for the FY 2008-09 to 2010-11
	Monthly additional commitment for the year 2011-12

	
	(Rs.Cr)
	(Rs.Cr)
	(Rs.Cr)
	(Rs.Cr)
	(Rs.Cr)

	Revision of Pay and Allowances
	84.50
	133.28
	159.88
	377.66
	15.12

	Revision of Pension
	38.80
	51.74
	62.06
	152.60
	7.75

	Total
	123.30
	185.02
	221.94
	530.26
	22.87


9.10 The additional liability on account of revision of pay and allowances to the workmen, officers and pensioners for the years 2008-09, 2009-10 and 2010-11 would be about Rs 530.26 crore. KSEB had made provision of Rs 126.10 cr for the year 2008-09 and Rs 137.56 Crore  for the year 2009-10 (including pension revision) as per the accounts for the respective years. As stated earlier, if adequate provision has not created in these years, the entire additional liability on account of the pay revision has to be met during the year 2011-12 and  it may lead to tariff shock on the consumers.

9.11 Hence KSEB may request  before the Hon’ble Commission that, the basic pay including the provision of pay revision as per the audited accounts may be kindly be approved.

(ii) Inadequate provision for Dearness Allowances

9.12 While projecting the ARR for the 2009-10 during Oct-Nov 2008, the DA allowed was 45% of the basic pay (applicable up to July-2008) and thus estimated the DA for the year 2009-10 as Rs 187.39 crore. Further, DA due from 1st Jan-2009, 1st July-2009 and 1st Jan-2010 has to be allowed to the Board employees as when the DA during the said period was allowed by the State Government to its employees.  The actual DA release during the year 2008-09 and 2009-10 is given below.

Table-29

DA allowed to the Board employees during the year 2009-10
	Date of effect
	Rate of DA
	Month of disbursement in KSEB
	Total DA allowed

	1-Jul-08
	7% of the pay
	Mar-09
	45%

	1-Jan-09
	10% of the pay
	Jul-09
	55%

	1-Jul-09
	9% of the pay
	Dec-09
	64%

	1-Jan-10
	14% of the pay
	Aug-10
	78%


9.13 However, while projecting the ARR, KSEB has not created any provision for additional DA to be released from January-2009 onwards.  However, as detailed above KSEB has released two additional installment of DA, i.e., @ 10% of the basic pay from 1st January-2009 and 9% of the  pay from 1st July-2009 released during the year 2009-10. Thus the total additional DA released  from Dec-2009 was 64% against the provision of 45% of DA made in the ARR.  Accordingly, as detailed under Table-27 above, DA had increased to Rs 244.73 crore against the provision of Rs 187.39 crore made in the ARR.  

9.14 Further, one installment of DA due from 1st January-2010 had not been released  during the year 2009-10. However, adequate provision for the same has to be provided in the accounts and accordingly Board has provided Rs 13.38 crore as provision for additional one installment of DA due from January-2010 onwards for three months.

9.15 As submitted earlier, KSEB had made  provision of pay revision on the basic salary. Similarly, to account the corresponding increase on DA for meeting the additional liabilities on pay revision, KSEB has made a provision of Rs 42.81 crore on the DA.
Hon’ble Commission may kindly approve the DA incurred/ provided over the approved as per the audited accounts.

9.16 In the ARR, KSEB had estimated Earned Leave Surrender based on the past trend upto the year 2007-08.  However, the last revision of pay and allowances which was due from July/August 2003 was implemented only during the end of the year 2007-08. The exact increase on earned leave encashment at the revised scale of pay was not known at the time of preparing the ARR. Earned leave surrender is inclusive of Terminal surrender. The details of EL surrender during the year 2008-09 and 2009-10 are  detailed below:

Table-30 Details of Earned Leave Surrender

	Particulars
	2008-09
	2009-10

	
	(Rs. Cr)
	(Rs. Cr)

	Earned Leave surrender of employees
	45.29
	44.68

	Terminal surrender
	12.29
	11.35

	Total
	57.58
	56.03


It is further submitted that, the amount under EL surrender depends on number of employees opt for en-cashing the earned leave and  KSEB cannot deny employees from the same. Hence, KSEB may kindly request before the Hon’ble Commission to  approve the amount under EL surrender as per the audited accounts. 


Pension and other benefits.

9.17 KSE Board has 30567 pensioners as on 31.03.2010. The Increase under terminal benefits over the  ARR was mainly due to the pension revision effected during the previous year as well the additional Dearness relief sanctioned. Detailed break up terminal benefits are shown below.

Table-31

Pension liabilities for the year 2009-10   (Rs in crore)
	Particulars
	2007-08
	2008-09
	2009-10

	Pension including DR relief
	338.91
	445.93
	533.89

	Gratuity
	25.08
	23.72
	27.16

	Commutation
	24.45
	25.03
	38.30

	Others
	1.57
	1.14
	4.95

	Total 
	390.01
	495.82
	604.30


9.18 However, while estimating the pension and other liabilities for the year 2009-10, KSEB has under estimated the same as Rs 419.26 crore. Hon’ble Commission may kindly note that, KSEB has not much control on the pension liabilities to the employees. It actually depends on the number of pensioners as on date . Hence Hon’ble Commission may kindly approve the pension liabilities as per the audited accounts as detailed above.

9.19 The HRA, over time allowances etc has increased by Rs 2.50 core overe the approved level. Considering the difficulty in estimating the HRA etc accurately, the actual may be kindly be approved. Further, the medical allowances and staff welfare expenses etc has also increased by 0.13 crore over the approval. Since the increase was only marginal,  Hon’ble Commission may kindly approve the same as per the audited accounts.

10. Repairs and Maintenance (R&M) Expenses

10.1 In the ARR, KSEB had projected the R&M expenses for the year     2009-10 as Rs 152.74 crore and while approving the ARR Hon’ble Commission had kindly admitted the same. The table below shows the comparison of actual R & M Expenses as per the  accounts and the same as approved by the Commission for the year 2009-10. However, the actual R&M expenses incurred for the year 2009-2010 as per the account was Rs 173.16 crore and the details are given below.

Table-32

Repair and Maintenance cost for the year 2009-10

	Sl No
	Particulars
	2008-09 Actuals
	KSEB ARR
	KSERC Approval
	Actuals
	Difference

	1
	Plant & Machinery
	41.12
	36.93
	36.93
	52.93
	16.00

	2
	Buildings
	3.69
	5.01
	5.01
	4.41
	-0.60

	3
	Other Civil works
	4.99
	5.53
	5.53
	5.34
	-0.19

	4
	Hydraulic works
	1.79
	3.62
	3.62
	2.01
	-1.61

	5
	Lines, Cable networks
	81.29
	95.12
	95.12
	101.53
	6.41

	6
	Vehicles
	5.18
	5.92
	5.92
	5.50
	-0.42

	7
	Furniture and Fixtures
	0.22
	0.10
	0.10
	0.50
	0.40

	8
	Office equipment
	0.51
	0.51
	0.51
	0.94
	0.43

	 
	Total
	138.80
	152.74
	152.74
	173.16
	20.42


10.2 The R&M expense as a percentage of opening balance of the respective asset class is as given below.

Table-33

R&M expense as a percentage of the opening balance of GFA

	Particulars
	2008-09
	2009-10

	
	Gross Block at the beginning (Rs.Cr) 
	R&M Expense (Rs.Cr)
	% of GFA
	Gross Block at the beginning (Rs.Cr) 
	R&M Expense (Rs.Cr)
	% of GFA

	Land & Rights
	256.67
	0.00
	0.00
	280.80
	0.00
	0.00

	Buildings
	487.09
	3.69
	0.76
	497.30
	4.41
	0.89

	Hydraulic Works
	886.94
	1.79
	0.20
	899.02
	2.01
	0.22

	Other Civil Works
	272.94
	4.99
	1.83
	301.93
	5.34
	1.79

	Plant and Machinery
	3256.54
	41.12
	1.26
	3454.35
	52.93
	1.53

	Lines, Cable Network, etc.
	3466.86
	81.29
	2.34
	3753.53
	101.53
	2.70

	Vehicles
	11.91
	5.18
	43.49
	13.05
	5.50
	42.14

	Furniture and Fixtures
	13.17
	0.22
	1.67
	13.91
	0.50
	3.59

	Office Equipments
	32.43
	0.52
	1.60
	35.22
	0.94
	2.67

	Total
	8684.55
	138.80
	1.60
	9249.11
	173.16
	1.87


10.3 KSEB has been giving due importance for R&M works of Generation transmission and distribution assets. A comparison of the function wise breakup of R&M cost for the year 2008-09 and 2009-10 is given below.

Table-34.  Function wise break up of R&M costs

	Particulars
	2008-09
	2009-10
	%of increase

	
	(Rs. Cr)
	(Rs. Cr)
	

	Generation
	14.9
	18.14
	21.74

	Transmission
	36.7
	45.76
	24.69

	Distribution
	87.2
	109.26
	25.30

	Total
	138.8
	173.16
	24.76


10.4 The function wise breakup of R&M expenses as a percentage of GFA in the respective functional areas is given below.

Table-35

Function wise percentage of R&M costs

	Particulars
	2008-09
	2009-10

	
	GFA at the beginning of the Year
	R&M Cost
	GFA at the beginning of the Year
	R&M Cost

	
	
	Total amount
	as (%) of GFA
	as (%) of total R&M cost
	
	Total amount
	as (%) of GFA
	as (%) of total R&M cost

	
	(Rs. Cr)
	(Rs. Cr)
	(%)
	(%)
	(Rs. Cr)
	(Rs. Cr)
	(%)
	(%)

	Generation
	3064.26
	14.90
	0.49
	10.73
	3132.03
	18.14
	0.58
	10.48

	Transmission
	2774.43
	36.70
	1.32
	26.44
	3029.03
	45.76
	1.51
	26.43

	Distribution
	2845.86
	87.20
	3.06
	62.82
	3088.04
	109.26
	3.54
	63.10

	Total
	8684.55
	138.80
	1.60
	100.00
	9249.10
	173.16
	1.87
	100.00


10.5 R&M cost is highly susceptible to inflation and age of assets. The month wise details of inflation for the years 2008-09 and 2009-10 is given below.

Table-36

Month wise details of inflation

	Year
	2008-09
	2009-10

	Apr
	7.81
	8.70

	May
	7.75
	8.63

	June
	7.69
	9.29

	July
	8.33
	11.89

	Aug
	9.02
	11.72

	Sep
	9.77
	11.64

	Oct
	10.45
	11.49

	Nov
	10.45
	13.51

	Dec
	9.70
	14.97

	Jan
	10.45
	16.22

	Feb
	9.63
	14.86

	Mar
	8.03
	14.86

	Avg
	9.09
	12.32


10.6 As detailed above, the average inflation during the year 2009-10 was about 12.32% over the previous years.   The high inflation is one of the main reason for the increase in the R&M cost over the approved level.

10.7 KSEB as a power utility is adding new generating stations, transmission lines and substations and also making capital investments in distribution sector  to meet the electricity demand in the State. The R&M cost also increases in tune with new assets added every year. The GFA at the beginning of the year was Rs 9249.11 crore, which had increased to Rs10185.03 crore at the end of the year 2009-10. i.e, the new assets added during the year 2009-10 was about Rs 935.92 crore, an increase of 10.12% assets addition compared to the previous year. 

	 
	Amount (Rs. Cr)
	% increase

	GFA as on 31-03-2009
	9249.11
	 

	GFA as on 31-03-2010
	10185.03
	10.12


Obviously KSEB has to meet the R&M requirement of the new assets also during the year.

10.8 Thus, considering the inflation and business growth, the overall percentage of increase that can allowed will be (1+12.32/100)(1+10.12/100)-(1)= 23.70%. But,  the actual increase in the R&M cost over the previous years was 24.76%.  However, considering the age of assets, (about 1000MW out of the total 1990MW and more than 50% of the EHT, HT and LT lines are more than 25 five year old), the increase in the R&M costs from the normative level of  23.70% to  24.76% is reasonable . 

10.9 Considering the importance of proper maintenance of the assets of KSEB to provide quality and uninterrupted power to its consumers, Hon’ble Commission may kindly approve the R&M costs as per the provisional accounts.

11. Administration and General Expenses 
11.1 The Administration and General (A&G) expenses consist of rents, taxes, insurance, legal charges, audit fees, Electricity Duty under Section 3 (i) of the Kerala Electricity Duty Act 1963 (KED Act, 1963) and other charges such as travel expenses, freight, purchase related expenses, etc. The following table summarizes the A&G expenses except duty incurred during the year 2009-10.

Table-37

 Administration and General Expenses for the year 2009-10  (Rs. in Crore)

	Sl No.
	Particulars
	2008-09
	2009-2010
	 

	
	
	Actual
	ARR
	SERC Approved
	Actual
	Difference over approval

	
	
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)

	1
	Rent, Rates and Taxes
	3.89
	4.60
	4.46
	4.30
	-0.16

	2
	Insurance
	0.50
	0.85
	1.21
	0.40
	-0.81

	3
	Telephone/telex/internet charges
	3.94
	4.64
	4.44
	3.74
	-0.70

	4
	Legal charges
	1.75
	9.98
	5.00
	2.80
	-2.20

	5
	Audit fees
	2.25
	2.65
	2.15
	2.30
	0.15

	6
	Consultancy charges
	0.06
	0.21
	0.20
	0.30
	0.10

	8
	Other Professional charges
	0.50
	0.51
	0.42
	0.56
	0.14

	9
	Conveyance and vehicle hire charges
	13.44
	16.46
	15.74
	17.11
	1.37

	11
	Sub Total (Total of 1 to 9)
	26.33
	39.90
	33.62
	31.51
	-2.11

	12
	OTHER EXPENSES
	 
	 
	 
	 
	0.00

	 
	a) Fess and subscriptions
	0.25
	0.60
	0.29
	0.56
	0.27

	 
	b) Printing & Stationary
	7.25
	5.28
	4.33
	8.78
	4.45

	 
	c) Advertisements
	3.30
	1.47
	0.75
	6.40
	5.65

	 
	e) Contributions/Donations
	0.33
	1.73
	1.00
	0.54
	-0.46

	 
	f) Electricity Charges
	3.45
	4.25
	3.74
	4.91
	1.17

	 
	g) Water charges
	0.27
	0.17
	0.17
	0.23
	0.06

	 
	h) Entertainment
	0.13
	0.32
	0.31
	0.22
	-0.09

	 
	i)Exhibition/publicity
	0.05
	0.00
	0.00
	0.08
	0.08

	 
	j)Sports and related activity
	0.12
	0.00
	0.00
	0.21
	0.21

	 
	k)Study tour/Training
	0.84
	0.00
	0.00
	1.87
	1.87

	 
	l)SRPC expenses
	0.31
	0.00
	0.00
	0.74
	0.74

	 
	m)DSM expenses
	0.00
	0.00
	0.00
	3.86
	3.86

	 
	n)APTS expenses
	0.02
	0.00
	0.00
	0.02
	0.02

	 
	o) Miscellaneous expenses
	7.24
	9.93
	8.84
	8.74
	-0.10

	
	Sub total
	23.56
	23.74
	19.42
	37.16
	17.74

	13
	Freight
	6.98
	8.17
	7.81
	14.61
	6.80

	14
	Other purchase related expenses
	4.12
	3.54
	3.39
	2.89
	-0.50

	 
	Total (11+12+13+14)
	60.99
	75.35
	64.24
	86.17
	21.93

	15
	Electricity duty u/s 3(i) of the KED Act
	74.47
	79.86
	0.00
	80.79
	80.79

	 
	Total
	135.46
	155.21
	64.24
	166.96
	102.72


11.2 It may be kindly noted that,  as against the approval of Rs 64.24 crore, the actuals as per the audited accounts was Rs 166.96 crore, which includes Rs 80.79 crore as section 3(i) duty. Excluding section 3(1) duty, the  A&G expenses during the year 2009-109 has increased by Rs 21.93 crore over the approval.

11.3 From the  item wise details of the A&G expenses  as given above, it can be seen that, the increase was mainly on the following items.

Table-38

A&G expense items has significant increase over the approved level.
	 Particulars
	Actual
	ARR
	SERC Approved
	Actual
	Difference over approval

	
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)

	 Printing & Stationary
	7.25
	5.28
	4.33
	8.78
	4.45

	 Advertisements
	3.30
	1.47
	0.75
	6.40
	5.65

	 Exhibition/publicity
	0.05
	0.00
	0.00
	0.08
	0.08

	Sports and related activity
	0.12
	0.00
	0.00
	0.21
	0.21

	Study tour/Training
	0.84
	0.00
	0.00
	1.87
	1.87

	SRPC expenses
	0.31
	0.00
	0.00
	0.74
	0.74

	DSM expenses
	0.00
	0.00
	0.00
	3.86
	3.86

	APTS expenses
	0.02
	0.00
	0.00
	0.02
	0.02

	Freight
	6.98
	8.17
	7.81
	14.61
	6.80

	Total
	18.87
	14.92
	12.89
	36.57
	23.68


11.4 Printing & Stationary: As part of the computerization of the LT billing, the use of computer stationery including the invoices, printer cartridges etc has considerably increased.  While projecting the ARR, KSEB had under estimated the printing and stationary expense as Rs 5.28 crore.  While approving the ARR, Hon’ble Commission has further reduced the same and approved as Rs 4.33 crore. But the actual expense under this head  was Rs 8.78 crore. Since the printing and stationary is an inevitable item and the increase was mainly as part of the computerization, the increase may be kindly be approved.

11.5 Advertisement charges: For the last few years, KSEB has been giving publicity through print and visual media on ‘ the importance of energy conservation’ and the message on energy conservation in addition to the advertisement  on tenders, public notice etc.  While projecting the ARR, KSEB has provided a meager provision of Rs 1.47 crore only for advertisements, however the actual was Rs 6.40 crore. Hon’ble Commission may kindly approve the same.

11.6 While projecting the ARR, KSEB has not made any provision on exhibition, sports and related activities, study tour training etc, expenses on SRPC meetings, Demand Side Management Activities etc. The actual expense incurred under these heads are detailed above. Board has been imparting large scale training to the Officers and Staff to improve productivity and efficiency, training on safety measures, computer applications etc.  

11.7 KSEB has designed Demand Side Management (DSM)  with an aim to create awareness among the consumers to use most efficient electricity equipments/ apparatus and thus either to reduce the electricity consumption especially during peak hours or to shift the use of electricity from peak to off-peak hours.  The various activities  in the DSM includes campaigns, discussions, issue of pamphlets, distribution of prizes, conducting  meetings with major electricity consumers and residents association etc. While projecting the ARR, KSEB has not made any provision for DSM, however as per the audited accounts, KSEB had incurred Rs 3.86 crore under this head.

11.8 Freight: As per the ESSAR-1985, the accounting system followed by KSEB, the material cost including taxes and duties are accounted under ‘cost of material’ where as the transportation and related charges are accounted under ‘freight’.  Over the last few years, the majority of the material procurement was centralized and associated transportation charges including inter-store transfer has considerably increased. Further, there was increase on the fuel related expenses associated with transportation. All this has lead to increase in the freight charges as per the audited accounts compared to the approved amount. Hon’ble Commission may kindly admit the same.

11.9 Section 3(1) duty: 
Section 3(1) duty is a statutory levy and necessary a cash outflow under sub-section 1 of Section 3 of Kerala Duty Act, 1963(Section 3(1) duty).  While approving the ARR, Hon’ble Commission had not approved the section 3(1) duty estimated amounts to Rs 79.86 crore for the year 2009-10. As per the audited accounts, the section 3(1) duty claimed was Rs 80.79 crore, which accounts 48.38% of the total A&G expenses. The electricity duty is a necessary levy payable to the Government. KSEB cannot find an alternate means to account this huge amount. Dis-allowing section 3(1) duty is against the provision of the Electricity Act-2003 that, SERC’s should have to ensure reasonable return to the utilities after meeting expenses including taxes and duties. If the section 3(1) duty is not allowed as an expenses, the commercial viability of the utility also will be affected. Hence ,  Hon’ble Commission may either allow higher return to KSEB so that the net return after meeting section 3(1) duty shall be 15.50 % of the equity of Rs 1553.00 crore.

Considering the details and submissions as above, Hon’ble Commission may kindly approve the A&G expenses as per the audited accounts.

12. Other Expenses
12.1 Other expenses include other debits and prior period charges. The comparison of other debits estimated in the ARR, approved by the Commission and actual expenses as per the accounts are given below.

Table-39

Other Debits
	Sl No
	Particulars
	2008-09
	2009-2010

	
	
	
	ARR
	Approved
	Actuals
	Difference over approval

	
	
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)

	1
	Research and Development Expenses
	0.13
	0.40
	0.40
	1.11
	0.71

	2
	Provision for Bad and Doubtful debts
	364.47
	0.70
	0.70
	8.75
	8.05

	3
	Miscellaneous Losses and write-offs
	2.38
	403.00
	0.00
	9.88
	9.88

	4
	Material cost variance
	0.00
	0.00
	0.00
	51.82
	51.82

	 
	Total
	366.98
	404.10
	1.10
	71.56
	70.46


12.2 Research and Development expenses were incurred by the Board towards dam safety works undertaken during the year. The provision for Bad and Doubtful debts represent Rs 8.75 crore on account of withdrawal of prior period credits. The details of miscellaneous losses and write off comprised the following.
Table-40 Details of Miscellaneous losses and Write off

	Sl No
	Particulars
	Amount (Rs.Cr)

	1
	Compensation for injuries deaths and Danger - Staff 
	0.38

	2
	Compensation for injuries deaths and Danger - Outsiders
	2.19

	3
	Loss on exchange rate variance
	7.31

	 
	Total
	9.88


12.3 The material cost variance represent the difference between the actual rate at which material was procured and the standard rate fixed for pricing the issue of material. As per the ESAAR-1985, the material cost are first accounted  as per the standard rates and subsequently difference between the actuals and standards are accounted under material cost variance. Hon’ble Commission may kindly approve the material cost variance as per the audited accounts.

Prior period credit/ charges

12.4 Prior period charges include both income as well as expenses relating to the prior periods. Details of the prior period charges as per the audited  accounts are detailed below.

Table-41. Net Prior Period charges

	Sl.No.
	Particulars
	2009-2010

	
	
	KSEB  proposed in ARR
	SERC Approved
	CAG Audited & Approved

	
	
	
	
	

	
	
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)

	I. Income relating to previous year
	 
	 
	 

	1
	Receipt from consumers
	30.00
	
	13.04

	2
	Excess provision for Depreciation in prior period 
	0.00
	
	0.00

	3
	Excess interest and finance charges
	3.50
	
	0.00

	4
	Other excess provision made in previous year
	45.00
	
	0.77

	5
	Other income relating to prior period
	60.00
	
	114.68

	 
	Total
	138.50
	
	128.49

	II. Expenditure relating to previous years
	 
	
	 

	1
	Short provision of purchase
	100.00
	
	76.17

	2
	Fuel related expenses relating to prior period
	1.30
	
	0.00

	3
	Operating expenses relating to prior period
	2.50
	
	0.51

	4
	Employee cost relating to prior period
	50.00
	
	0.00

	5
	Depreciation under provided in prior period
	0.00
	
	0.00

	6
	Interest & finance charges
	1.00
	
	0.06

	7
	Other charges relating to previous years
	11.00
	
	2.94

	 
	Total
	165.80
	
	79.68

	Net prior period credit/charges (I-II)
	-27.30
	 
	48.81


12.5 While approving the ARR, Hon’ble Commission has not approved the prior period charges projected by KSEB and stated that the same could be covered in the truing up exercise. The prior period income as detailed as per the audited accounts may  kindly be approved.

13. Capitalization of Expenses and Methodology

13.1 In the ARR, the Board has estimated Rs 27.87 crore as capitalization of Interest & Finance charges and Rs.55.82 crore as other Expenses and Hon’ble Commission had approved  the same. As per the annual accounts, Rs 22.45 crore was capitalized as interest and finance charges and   Rs 85.35 crore as other expenses. The actuals may kindly be approved.

14. Statutory Surplus

14.1 In the ARR&ERC petition for the year 2009-10, Board has claimed the RoE @14 % for the Government Capital of Rs 1553.00 crore with the Board, which has been approved in full.  The RoE adopted was the rate of return approved by the Hon’ble CERC for the tariff period 2004-09. However, CERC vide the notification No. L-7/145 (160)/ 2008- CERC dated 19th January-2009 had approved the base rate for RoE as 15.50% w.e.f 01-04-2009.  Accordingly, Board had claimed RoE on the Government capital of Rs 1553.00 crore @15.50%, the return allowed by CERC for Central Power Sector Utilities for the year 2009-10.  Thus, the RoE claimed for the year 2009-10 was Rs 240.715 crore for the year 2009-10. It may be noted that,  as per rules Board could have claimed RoE on the free reserves along with the Government capital of Rs 1553.00 crore, but  the same was not claimed by KSEB so far. However, Hon’ble Commission is already in the process of determination of norms for ARR, tariff petitions etc, such matters may be duly considered while finalizing the norms for approving various expenses. 

14.2 However, pending decision of the KSEB petition dated 13-12-2010; Hon’ble Commission has been allowing only provisional return  while truing up of the accounts of KSEB for the years 2007-08 & 2008-09.   Hon’ble Commission may kindly note that, denying reasonable return to the KSEB is against the provisions of the Electricity Act-2003 and National Tariff policy. KSEB had already utilized the amount claimed under RoE as internal resources for meeting capital liabilities etc.  Denying the RoE may affect the financial sustainability of the utility. KSEB may kindly request before the Hon’ble Commission to approve the RoE as claimed by the Board. In this matter the following points may kindly brought to the attention of the Hon’ble Commission.

(i) Government of Kerala vide the order G.O.(Ms) No. 35/10/PD dated 13.12.2010 has amended its order dated 09.10.2002 with retrospective effect  and ordered that:
“Government have examined the matter in detail and are pleased to amend para (5) of the G.O (Ms) No. 25/02/PD dated 9-10-2002 with retrospective effect as follows:-

(5) Government have examined the matter in detail together with the package solution suggested by the Committee constituted for netting off dues and are pleased to issue the following orders.

i. Netting off the dues will be done after reconciling the final audited figures furnished by KSEB with Government account.
ii. The equity of Rs. 1553 crores ordered in G.O.(Ms) No. 27/98/PD dated 14.09.1998 will continue to be treated as Government’s capital in KSEB.”
Accordingly, KSEB has claimed the return @15.50% for the capital of Rs 1553.00 crore with the Board.

(ii) Government vide the order G.O (Ms) No. 27/98/PD dated 14-09-1998 has ordered to convert the loan amount of Rs 1025.00 crore by KSEB from State Government as on 31-03-1998 together with interest amounting to Rs 528.00 crore upto 3`-03-1997 will be converted in to equity.Since the Government order is for conversion of amounts of loans into capital, the procedures prescribed under section-12A of the Electricity (Supply) Act, 1948  for Capital structure is not required   as per the section-66A of the Electricity (Supply Act) 1948, which is extracted below.



Quote:

1[66-A. CONVERSION OF AMOUNT OF LOANS INTO CAPITAL. –(Supply Act-1948)
(1) Notwithstanding anything contained in Sec. 12-A, where any loan has been obtained from the State Government by a Board, in respect of which Board a notification has been made under subsection (1) of that section, or any loan is deemed to be advanced to such Board by the State Government under sub-section (2) of Sec. 60, the State Government may, if in its opinion it is necessary in the public interest so to do, by order, direct that the amount of such loan or any part thereof shall be converted into capital provided to the Board on such terms and conditions as appear to that Government to be reasonable in the circumstances of the case, even if the terms of such loan do not include a term providing for an option for such conversion.
(2) In determining the terms and conditions, of such conversion, the State Government shall have due regard to the following circumstances, that is to say, the financial position of the Board, the terms of the loan, the rate of interest payable on the loan, the capital of the Board, its loan liabilities and its reserves.

 (3) Notwithstanding anything contained in this Act, where the State Government has, by an order made under sub-section (1), directed that any loan or any part thereof shall be converted into capital, and such order has the effect of increasing the capital of the Board, the capital of the Board shall stand increased by the amount by which the conversion increases the capital of the Board in excess of the capital specified under sub-section (1) of Sec. 12-A: ….

Unquote

(iii) KSEB has been functioning as per the provisions of the Electricity Act-2003. Further, as per the National Tariff Policy notified by the Central Government vide the Notification No. 23/2/2005- R&R (Vol-III) dated 6th Januray 2006 in compliance with the section-3 of the Electricity Actr-2003  envisages that, all the power utilities in the Country should be allowed reasonable return on the investments such that it allows generation of reasonable surplus for the growth of the sector.  The relevant provisions in the National Tariff policy is extracted below.

Quote:  Section 5.3 (a) to (b) of the National Tariff Policy:




“

(a) Balance needs to be maintained between the interests of consumers and the need for investments while laying down rate of return. Return should attract investments at par with, if not in preference to, other sectors so that the electricity sector is able to create adequate capacity. The rate of return should be such that it allows generation of reasonable surplus for growth of the sector. 

The Central Commission would notify, from time to time, the rate of return on equity for generation and transmission projects keeping in view the assessment of overall risk and the prevalent cost of capital which shall be followed by the SERCs also. The rate of return notified by CERC for transmission may be adopted by the State Electricity Regulatory Commissions (SERCs) for distribution with appropriate modification taking into view the higher risks involved. For uniform approach in this matter, it would be desirable to arrive at a consensus through the Forum of Regulators.
While allowing the total capital cost of the project, the Appropriate Commission would ensure that these are reasonable and to achieve this objective, requisite benchmarks on capital costs should be evolved by the Regulatory Commissions. 

(1) Explanation: For the purposes of return on equity, any cash resources available to the company from its share premium account or from its internal resources that are used to fund the equity commitments of the project under consideration should be treatedas equity subject to limitations contained in (b) below. 

The Central Commission may adopt the alternative approach of regulating through return on capital. 

The Central Commission may adopt either Return on Equity approach or Return on Capital approach whichever is considered better in the interest of the consumers. 

The State Commission may consider ‘distribution margin’ as basis for allowing returns in distribution business at an appropriate time. The Forum of Regulators should evolve a comprehensive approach on “distribution margin” within one year. The considerations while preparing such an approach would, inter-alia, include issues such as reduction in Aggregate Technical and Commercial losses, improving the standards of performance and reduction in cost of supply. 

b) Equity Norms 
For financing of future capital cost of projects, a Debt : Equity ratio of 70:30 should be adopted. Promoters would be free to have higher quantum of equity investments. The equity in excess of this norm should be treated as loans advanced at the weighted average rate of interest and for a weighted average tenor of the long term debt component of the project after ascertaining the reasonableness of the interest rates and taking into account the effect of debt restructuring done, if any. In case of equity below the normative level, the actual equity would be used for determination of Return on Equity in tariff computations.

Unquote:

(iv) Hon’ble Commission may be aware that, CERC as well as most of the regulators in the country are allowing  RoE for the investment made out of its own resources as well for the owners capital.  

(v) Further, allowing reasonable return to the State Electricity Board is not a new concept.  As per the section-59 of the Electricity (Supply) Act-1948, all the State Electricity Board also ensures a return not less than 3% of the fixed assets after meeting all expenses including taxes levies etc. The relevant section of the Electricity (Supply) Act, 1948 is extracted below.

Quote:

“59. GENERAL PRINCIPLES FOR BOARD'S FINANCE. –

•(1) The Board shall, after taking credit for any subvention from the State Government under Sec. 63, carry on its operations under this Act and adjust its tariffs so as to ensure that the total revenues in any year of account shall, after meeting all expenses properly chargeable to revenues, including operating, maintenance and management expenses, taxes (if any) on income and profits, depreciation and interest payable on all debentures, bonds and loans, leave such surplus as is not less than three per cent., or such higher percentage, as the State Government may, by notification in the Official Gazette, specify in this behalf, of the value of the fixed assets of the Board in service at the beginning of such year.”

Unquote

(vi) Though KSEB is a Government Utility and continuing as a single entity, it is truly functioning under the provisions of the Electricity Act-2003, and also as per the rules and regulations enforced by the Hon’ble Commission as per the statutory powers envisaged under the Electricity Act-2003.  Hence, it is detrimental  to deny the reasonable return which is ensured to all the Private, Public and Government owned power utilities across the country. 

(vii)  Moreover, Hon’ble Commission had allowed  the same while issuing the orders on ARR & ERC for the year 2009-10. Hence, considering the provisions of the Electricity Act-2003 and National Electricity Policy, Hon’ble Commission may kindly allow the RoE as claimed by KSEB as per the audited accounts for the year 2009-10.

15. Non Tariff Income

15.1 In the ARR for 2009-2010, Board had estimated the non-tariff income as Rs.491.01 crore which the Commission had approved as such.  But as per the audited accounts, the Non-tariff income for the year 2009-10 was Rs.436.66 crore. The details are given below. 

Table-42. Non tariff income   (Rs. in Crore)

	Particulars
	2008-09 (Actual)
	2009-2010

	
	
	ARR
	SERC Approved
	Actuals

	
	
	
	
	

	Meter Rent/Service Line Rental
	142.54
	152
	152
	148.22

	Miscellaneous Charges UCM, Service connection fee, Fee for maintenance of Public lighting, Testing fee, Reconnection fee, Penalty charges, Minimum Guarantee charges,
	61.87
	110
	110
	55.18

	Interest on Staff Loans and Advances
	0.63
	0.6
	0.6
	0.53

	Income from Investments
	0.5
	1.15
	1.15
	0.45

	Interest on Advances to suppliers/ Contractors
	5.32
	1.3
	1.3
	4.15

	Interest from Banks
	142.84
	130.3
	130.3
	105.55

	Rebate Received
	58.5
	55.66
	55.66
	65.7

	Income from Trading
	12.76
	10
	10
	19.79

	Miscellaneous Receipts
	31.78
	30
	30
	37.12

	TOTAL
	456.74
	491.01
	491.01
	436.69


15.2 Non- Tariff Income includes Meter Rent/Service Line Rental, Miscellaneous Charges from Consumers, recoveries through theft etc.  
15.3 Hon’ble Commission  may please note that, through various efforts taken by the Board including intensive anti power theft detections, penal interest for miscellaneous charges, rebate for prompt payment of electricity dues to CPSUs, income from trading etc, Board was able to collect Rs 436.66 crore as non-tariff income.
16. Revenue from Tariff

16.1 Revenue from Sale of Power within the State

16.1.1 In the ARR, KSEB had estimated the Sale of Power (SOP) within the State as 13844.52 MU and the revenue from SOP as Rs 4522.93 crore.  In the order on ARR&ERC of KSEB for 2009-’10, the Hon’ble Commission  had approved the same  as proposed by KSEB.  But the actual sale was 13971.09 MU. The details of the category wise energy sale and revenue from SOP are given below.

Table-43 Revenue from Sale of Power within the State

	Category
	Actuals

	
	Sale of energy in MU
	Revenue from Tariff(Rs Cr)

	Domestic
	6554.70
	1254.98

	Commercial
	1793.00
	1259.39

	LT Industrial
	1064.00
	453.70

	LT Agriculture
	257.00
	28.24

	Public Lighting
	303.00
	58.07

	HT & EHT Total
	3417.09
	1416.30

	Railway Traction
	165.00
	65.65

	Bulk Supply
	413.00
	143.33

	NPG
	4.30
	0.00

	Total energy sales with in the State
	13971.09
	4679.66


16.1.2 In addition to the above, KSEB had taken efforts to sell the unutilized power from liquid fuel stations through traders and energy exchange. Considering the high variable cost of liquid fuel stations, there was not much takers for the high cost power from these stations. However, KSEB was able to sell 41.46MU from BSES to TNEB at actual cost plus basis. The details of the surplus energy sale  during the year 2009-10 and the revenue earned is given below.

Table-44. Revenue from surplus energy sold through traders

	Traders/ Utility
	Quantity
	Amount
	Rate

	
	(MU)
	(Rs.Cr)
	(Rs/ kWh)

	NVVN- PTC
	11.03
	13.89
	12.59

	TNEB from BSES
	48.92
	41.66
	8.52

	Energy Exchange
	16.71
	11.96
	7.16

	Total
	76.66
	67.51
	8.81


17. Summary of the ARR, ERC and Revenue Gap

17.1 The item wise comparison of the ARR, ERC and Revenue gap approved by the Hon’ble Commission and the actual as per the truing up petitions are as given below.

Table-45 Summary of the ARR & ERC for the year 2009-10

	Particulars
	KSERC
	KSEB
	Variation

	
	(Order)
	 (Audited Accounts)
	(-) decrease/ (+) increase

	Generation Of Power
	301.54
	364.35
	62.81

	Purchase of power
	2781.99
	3384.52
	602.53

	Interest & Finance Charges
	333.11
	263.57
	-69.54

	Depreciation
	477.90
	451.22
	-26.68

	Employee Cost
	1069.96
	1451.53
	381.57

	Repair  & Maintenance
	152.74
	173.16
	20.42

	Administration & General Expenses
	64.22
	166.96
	102.74

	Other Expenses
	1.11
	23.15
	22.04

	Gross Expenditure (A)
	5182.57
	6278.46
	1095.89

	Less : Expenses Capitalised
	55.82
	85.35
	29.53

	Less : Interest Capitalised
	27.87
	22.45
	-5.42

	Net Expenditure (B)
	5098.88
	6170.66
	1071.78

	Statutory Surplus/ RoE (C)
	217.42
	240.71
	23.29

	ARR (D) = (B) + ( C)
	5316.30
	6411.37
	1095.07

	Less Non-Tariff Income
	491.01
	436.69
	-54.32

	Less : Revenue from Tariff
	 
	 
	0.00

	   (a) With in the State
	4489.99
	4679.66
	189.67

	   (b) Outside the State
	 
	67.51
	67.51

	Total Income
	4981.00
	5183.86
	202.86

	 Revenue Gap
	335.30
	1227.51
	892.21


18. Revenue gap and treatment of revenue gap

18.1 As explained in the preceding paragraphs, vide the order dated 17th April-2009 on ARR& ERC for the year 2009-10,  Hon’ble Commission  had approved the ARR for the year 2009-10 as Rs 5316.30 crore, ERC as Rs 4981.00 crore and revenue gap as Rs 335.30 crore. But as per the audited accounts  the ARR is Rs 6411.37 crore, ERC is   Rs 5183.86 crore and the revenue gap  is Rs 1227.51 crore.  

18.2 As detailed above,  the main increase  from the approval was on the cost of generation, cost of power purchase, employee cost,  A&G expenses and R&M expenses. KSEB had explained the reasons for the variations along with supporting details through this petition for the kind perusal and approval of the Hon’ble Commission. Copy of the audited accounts also submitted here with. KSEB further submit that, any  additional information required for the scrutiny and approval of this petition may be provided as and when the same is required by the Hon’ble Commission. 

Prayer

KSEB request before the Hon’ble Commission that:

(1) Truing up of Expenses and Revenue as detailed in the Annual Statement of Accounts for the year 2009-2010(copy enclosed) and explained in this petition may kindly be approved, in view of the care and caution taken by the Board for carrying out the functions of the Board as a public utility in accordance with directions of the Hon’ble Commission and also as per the policy of the State Government.
(2) The revenue gap may be allowed to accounted as regulatory asset or any other appropriate means deems fit according to the Hon’ble Commission.

Chief Engineer (Commercial & Tariff)
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