 BEFORE THE HONOURABLE KERALA STATE ELECTRICITY 

REGULATORY COMMISSION

In the Matter of:
Recognizing the amount utilized by KSEB for meeting  the capital investments, repaying the capital liabilities, creation of fixed deposit  etc  during the period from 2004-05 to 2010-11.
	Petitioner :
	Kerala State Electricity Board,

Vydyuthi Bhavanam, Pattom,

Thiruvananthapuram


THE PETITIONER HUMBLY STATES THAT:

1. Hon’ble Commission had been approving the ‘Aggregate Revenue Requirement and Expected Revenue from Charges’ and the ‘truing up petitions’ based on the actual accounts audited and certified by Comptroller and Auditor General of India (C&AG) since the year  2003-04. 

2. Usually the State Commissions have been allowing the actuals as per the C&AG audited accounts after prudence checks. However, since the year 2003-04, Hon’ble KSERC  has been disallowing  considerable amount from the actual accounts including  ‘cost of power purchase’, ‘interest & finance charges’, ‘depreciation’, ‘section 3 (1) duty, ‘repair and finance charges’, ‘Administration and General Expenses’ ‘Return on Equity’ etc.   Accordingly, the revenue gap approved by the Hon’ble Commission was much less than the actual revenue gap as per the audited accounts. Further, in some years, the Hon’ble Commission has approved considerable revenue surplus, though such surplus does not exists as per the C&AG audited accounts.

3. The details of the revenue gap as per the C&AG audited accounts, the same approved by the Hon’ble Commission and the amount disallowed is detailed below.

Table-1. Revenue gap

	Year
	Actuals as per C&AG audited accounts
	Approved by KSERC in the process of truing up
	Amount disallowed
	 

	
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)
	 

	2003-04
	1007.43
	931.32
	76.11
	Includes Rs 11.22 crore allowed after judgment of Hon'ble APTEL

	2004-05
	342.78
	281.13
	61.65
	Includes Rs 62.65 crore allowed after judgment of Hon'ble APTEL

	2005-06
	144.59
	-181.35
	325.94
	 

	2006-07
	142.23
	-868.13
	1010.36
	Includes Rs 167.72 crore allowed after judgment of Hon'ble APTEL

	2007-08
	91.07
	-1152.68
	1243.75
	Includes Rs 167.42 crore allowed after judgment of Hon'ble APTEL &  re-considered Rs 18.83 crore as rebate given to traders 

	2008-09
	749.15
	605.80
	143.35
	Includes Rs 167.42 crore as RoE, which was disallowed earlier

	2009-10
	1227.51
	639.43
	588.08
	 

	2010-11
	1283.79
	466.29
	817.50
	 

	Total
	4988.55
	721.81
	4266.74
	 


4. As detailed above, in the processes of truing up, Hon’ble Commission had disallowed a total amount of Rs 4266.74 crore from the C&AG audited accounts.  Regarding the subsidy, it is submitted that, Government had provided Rs 556.46 crore as subsidy during the year 2003-04 for meeting the revenue shortfall. However, for the year 2004-05, Government has not provided any subsidy for adjusting against the revenue gap, though Hon’ble Commission had suggested the Government to provide Rs 222.06 crore as subsidy for meeting the revenue short-fall.  In the process of truing up, Hon’ble Commission has presumed that, the Government has released the subsidy as suggested by the Commission.  Though KSEB had brought this matter before the Commission earlier, this has yet to be reconciled.
5. The amount disallowed by the State Commission during the truing up process under different heads is submitted below.

Table-2. Amount disallowed by the State Commission under various heads

	Particulars
	2003-04
	2004-05
	2005-06
	2006-07
	2007-08
	2008-09
	2009-10
	2010-11
	Total

	Cost of power purchase
	22.26
	11.31
	21.55
	32.76
	20.84
	26.87
	174.24
	 
	309.83

	R&M cost
	-2.91
	3.97
	8.57
	 
	 
	 
	20.42
	63.94
	93.99

	Section-3(1) duty
	50.73
	54.97
	63.26
	71.78
	77.54
	74.47
	80.79
	84.42
	557.96

	 A&G expenses (other than section 3(1) duty)
	 
	4.08
	17.37
	13.83
	 
	 
	19.20
	16.36
	70.84

	Employee cost
	 
	 
	8.97
	 
	 
	 
	99.08
	250.80
	358.85

	Interest & finance charges
	0.72
	-12.71
	12.41
	10.20
	9.52
	71.58
	19.78
	21.48
	132.98

	Provision for bad & doubtful debts
	5.31
	 
	309.96
	232.15
	489.19
	-172.37
	 
	 
	864.24

	Provision made for netting-off
	 
	 
	 
	402.00
	402.00
	 
	 
	 
	804.00

	Depreciation
	 
	 
	 
	175.31
	144.58
	142.78
	151.28
	257.08
	871.03

	RoE
	 
	 
	-116.17
	 
	 
	 
	23.29
	23.29
	-69.59

	Revenue rom tariff 
	 
	 
	 
	122.23
	100.29
	 
	 
	100.13
	322.65

	Incentive allowed
	 
	 
	 
	-50.00
	 
	 
	 
	 
	-50.00

	Total
	76.11
	61.62
	325.92
	1010.26
	1243.96
	143.33
	588.08
	817.50
	4266.78


6. The amount disallowed by the Hon’ble Commission includes the essential cash-flow items such as ‘cost of power purchase’, ‘R&M cost’, ‘A&G expenses’ and ‘employee cost’ etc. The details of the amount disallowed under the above head are detailed below.

Table-3.

Disallowance made on cash flow items

	Particulars
	Amount (Rs. Cr)

	Cost of power purchase
	309.83

	R&M cost
	93.99

	Section-3(1) duty
	557.96

	 A&G expenses (other than section 3(1) duty)
	70.84

	Employee cost
	358.85

	Revenue rom tariff 
	322.65

	Total
	1714.12


7. Further, KSEB has been claiming depreciation, return on equity and also making provisions for bad and doubtful debts etc as per the prudent accounting practices followed by the Board and which is also duly audited and certified by C&AG. The amount disallowed under non-cash flow items including depreciation, provision made for bad and doubtful debts, provision made for netting-off etc is detailed below.

Table-4

Disallowance made on non-cash flow items
	Particulars
	Amount (Rs. Cr)

	Provision for bad & doubtful debts
	864.24

	Provision made for netting-off
	804.00

	Depreciation
	871.03

	Total
	2539.27


8. Accordingly, by disallowing substantial amount from the C&AG audited accounts, Hon’ble Commission had arrived huge revenue surplus during the years 2006-07 & 2008-09.  The revenue surplus arrived by the Hon’ble Commission during the years 2005-06, 2006-07 and 2008-09 is detailed below.

Table-5 Revenue surplus approved by the Commission 

	Year
	Revenue surplus approved by KSERC

	
	(Rs. Cr)

	2005-06
	181.35

	2006-07
	868.13

	2007-08
	1152.68

	Total
	2202.16


9. As detailed above, Hon’ble Commission had approved a total revenue surplus of Rs 2202.16 crore during the three years from 2005-06 to 2007-08 alone. Further, Hon’ble Commission had ordered to utilize the revenue surplus for meeting the actual revenue deficit of the subsequent years from 2008-09. While doing so,  Hon’ble Commission had presumed that, the surplus so approved is freely available with KSEB, so that the same can be utilized for meeting the revenue deficit from 2008-09. 

10. However, while doing so, Hon’ble Commission has not recognized  the accounting practices followed by the Board, utilization of the fund available with KSEB for making capital investment,  repaying the past capital liabilities, fixed deposit made by KSEB during the years 2005-06, 2006-07, 2007-08 and 2008-09 for specific purposes etc.  In this matter, Hon’ble Commission may kindly consider the following.

(i) As a public sector utility, KSEB has been utilizing all the amount available with KSEB including the non-cash flow expenditure  such as ‘depreciation’, ‘return on equity’, provisions made for bad and doubtful debts, provisions made for netting-off the dues between the Board and Government etc for meeting the capital liabilities, repaying the past liabilities etc. Further, the amount such as ‘electricity duty retained by KSEB’, the security deposit collected from consumers etc also being utilized by KSEB as its internal resources. 

(ii) Further, excess internal resources, had been judiciously utilized for repayment of existing capital liabilities. Accordingly KSEB was able to reduce the outstanding capital liabilities from Rs 5355.65 crores from the year 2004-05 to Rs 1066.49 crores as on 31-03-2011.  The details are given below.

Table-6

Details of outstanding capital liabilities during the period 2004-05 to 2010-11

	Year
	Loan out standing at the beginning of the year
	Loan availed during the year
	Loan repaid during the year
	Net loan repayment
	Cumulative repayment

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

	2004-05
	5355.65
	582.16
	1396.48
	814.32
	 

	2005-06
	4541.32
	379.44
	1207.15
	827.71
	1642.03

	2006-07
	3713.62
	41.09
	1256.19
	1215.1
	2857.13

	2007-08
	2498.52
	3.08
	644.88
	641.8
	3498.93

	2008-09
	1856.71
	94.49
	850.85
	756.36
	4255.29

	2009-10
	1100.35
	527.19
	218.07
	-309.12
	3946.17

	2010-11
	1409.48
	578.53
	921.52
	342.99
	4289.16

	2011-12
	1066.49
	 
	 
	 
	 

	Total up to 31-03-2011
	 
	 
	 
	4289.16
	 


(iii) As detailed above, KSEB had reduced the outstanding capital liabilities to the extent of Rs 4289.16 crores during the period 2004-05 to 2010-11. Accordingly, the interest charges on the capital liabilities as on 31-03-2011  is only 20% (1/5th) of the same as that which existed during the period 2003-04. The details are given below.

Table-7

Year wise details of reduction in interest charges for the outstanding liabilities
	Year
	Interest claimed for outstanding capital liabilities
	Reduction over the year 2003-04
	Cumulative reduction over 2003-04

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

	2003-04
	622.16
	 
	 

	2004-05
	535.54
	86.62
	86.62

	2005-06
	451.44
	170.72
	257.34

	2006-07
	318.49
	303.67
	561.01

	2007-08
	232.83
	389.33
	950.34

	2008-09
	151.31
	470.85
	1421.19

	2009-10
	123.08
	499.08
	1920.27

	2010-11
	120.85
	501.31
	2421.58


(iv) The reduction in capital liabilities and the interest charges are achieved in addition to the substantial capital investments made without availing any loans from financial institutions. The details of the capital investments during the period from 2003-04 to 2010-11 are detailed below.

Table-8

Details of Capital investment during the period 2003-04 to 2010-11
	Year
	Capital investment made during the year
	Cumulative capital investment

	
	 Rs. Cr)
	 Rs. Cr)

	2003-04
	809.09
	809.09

	2004-05
	461.92
	1271.01

	2005-06
	499.93
	1770.94

	2006-07
	537.45
	2308.39

	2007-08
	373.71
	2682.10

	2008-09
	645.20
	3327.30

	2009-10
	869.71
	4197.01

	2010-11
	979.96
	5176.97

	Total
	5176.97
	 


(v) It is further submitted that, in various orders on ARR&ERC, and truing up orders,  Hon’ble Commission  had remarked  that, the depreciation allowed  is for meeting the repayment of the past capital liabilities. The details of depreciation allowed by the Hon’ble Commission and the net loan repayment made by KSEB during the period from 2004-05 to 2010-11 are detailed below.

Table-9.

Details of loan repayment made by KSEB against the depreciation

	Year
	Depreciation
	Loan repayment

	
	Allowed by the Commission
	Cumulative 
	Made by KSEB
	Cumulative 

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

	2004-05
	374.77
	374.77
	814.32
	814.32

	2005-06
	392.65
	767.42
	827.71
	1642.03

	2006-07
	230.67
	998.09
	1215.1
	2857.13

	2007-08
	274.51
	1272.6
	641.8
	3498.93

	2008-09
	291.96
	1564.56
	756.36
	4255.29

	2009-10
	299.94
	1864.50
	-309.12
	3946.17

	2010-11
	216.35
	2080.85
	342.99
	4289.16

	Total
	2080.85
	 
	4289.16
	 


(v) As detailed above, as against the depreciation of Rs 2080.85 crore allowed by the Hon’ble Commission during the period from 2003-04 to 2010-11, KSEB had made loan repayment to the extent of Rs 4289.16 crore, i.e., an excess of Rs 2208.31 crores over the depreciation approved.    Further, this was made in addition to the capital investment of Rs 5176.97 crores made without availing any additional borrowings.

(vi) It is further submitted that, the consumers and other stake holders have immensely benefited as ‘reduction in interest and finance charges’ by executing capital investment with out any additional borrowings and also making the repayment of capital liabilities, as detailed under Table-6 & 7 above.

(vii) KSEB made this remarkable achievement through the following.

(a) Utilizing all the internal resources available with KSEB for making capital investments. This includes:

· non cash flow expenditures like deprecation, RoE, provisions created for bad and doubtful debts, provisions for nettings off etc.

(b) KSEB had retained the section-4 electricity duty collected from consumers.

(viii) Year wise details of the section-3 and section –4 duty retained with KSEB since the year 2003-04 is given below.

Table-10. Duty retained with KSEB
	Year
	Section-3 duty
	Section-4 duty
	Total duty retained with KSEB

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

	2003-04
	51.53
	158.81
	210.34

	2004-05
	54.98
	167.06
	222.04

	2005-06
	63.26
	183.01
	246.27

	2006-07
	71.78
	198.4
	270.18

	2007-08
	77.54
	215.72
	293.26

	2008-09
	74.47
	227.69
	302.16

	2009-10
	80.79
	258.26
	339.05

	2010-11
	84.42
	290.12
	374.54

	Total
	558.77
	1699.07
	2257.84


(ix) It is submitted that, the Government vide the Order G.O (MS) No. 42/2011/ PD dated 03-11-2011, had adjusted the electricity duty retained against the past dues to the Board before the constitution of the State Commission. 

11. Further, KSEB has made fixed deposits amounting to Rs 2008.00 crore during the periods from 2005-06 to 2008-09, specific purposes for which are detailed below.

Table-11.Details of Fixed Deposit made out of the operating surplus
	Year of deposit
	Amount of Deposit
	Year of utilization
	Maturity value including interest
	Purpose

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

	2005-06
	126.00
	2006-07
	128.10
	Repayment of capital liabilities

	2006-07
	425.00
	2007-08
	462.80
	Repayment of Principal and Interest of  Non SLR Bonds & REC loans

	2006-07
	90.00
	2008-09
	105.10
	Payment of Principal and Interest on loan from KPFC

	2007-08
	495.00
	2008-09
	566.70
	Payment of Principal and Interest on loan from KPFC & REC loans

	2007-08
	72.00
	2009-10
	88.40
	Payment of Principal  of loan from REC

	2007-08
	295.00
	2010-11
	389.20
	For the repayment of KPFC loan with interest due on  13.11.2010 & repayment of REC loans

	2007-08
	425.00
	2012-13
	687.90
	Pension fund

	2008-09
	80.00
	2013-14
	125.80
	Pension fund

	Total
	2008.00
	
	2554.00
	


12. As detailed above, KSEB had made fixed deposit to the extent of Rs 2008.00 crores from the operating surplus available during the years 2005-06, 2006-07 and 2007-08.  The deposit was made for specific purposes for meeting capital liabilities as detailed above.  The operating surplus was available mainly due to the sale of surplus energy to the other utilities at competitive rates, and the surplus energy was resulted due to copies monsoon and consequent excess hydel generation.

13. As detailed above, out of the fixed deposit of Rs 2008.00 crore deposited during the years 2005-06, 2006-07, 2007-08 and 2008-09, the balance outstanding as on date was only Rs 505.00 crore, i.e., Rs 425.00 crore made during the year 2007-08 towards creating pension fund, which is due to mature in the year 2012-13, and Rs 80.00 crore created during the year 2008-09 for the same purpose, to be matured in 2013-14.

14. As detailed above, since the operating surplus available was utilized during the year itself for making capital investment and also for repaying the past capital liabilities, the same was actually not available for meeting the revenue deficit of the years from 2008-09 onwards. Further,  as submitted earlier, all the stake holders were benefited by way of reduction of interest charges through the utilization of the operating surpluses available with KSEB for meeting the capital investments and repayment of the past capital liabilities.

15. This is further evident from the sources and utilization of the non-cash flow expenditures for the years 2006-07, 2007-08. The details are given below. Sources and utilization of the non-cash flow expenditures for the year 2006-07.

Table-12 Sources and utilization of the non-cash flow expenditures for the year 2006-07

	Sl No.
	Particulars
	As per audited accounts
	Amount admitted  as per the orders on truing up
	Excess provision utilised for repaying capital liabilities

	I
	Source
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)

	1
	Depreciation as per auditted accounts
	405.98
	230.67
	175.31

	2
	Other Expenses (provisions)
	698.66
	64.51
	634.15

	3
	Return on Equity
	217.42
	217.42
	 

	4
	Electricity Duty (Section-4)
	198.40
	 
	198.40

	5
	Consumer Contribution
	132.24
	132.24
	 

	6
	Short term deposit in 2005-06
	126.00
	 
	126.00

	7
	Other provisions (section 3(1) duty etc)
	95.75
	95.75
	 

	 
	Incentive allowed
	 
	50.00
	-50.00

	 
	Total
	1874.45
	790.59
	1083.86

	II
	Utilization
	 
	 
	 

	1
	Capital Investment
	522.04
	522.04
	 

	2
	Term deposit
	515.00
	515.00
	 

	3
	Repayment of Capital liabilities
	837.41
	837.41
	 

	 
	Total
	1874.45
	1874.45
	 


16. As detailed above,  the total non-cash flow expenditures as per the C&AG audited accounts was Rs 1874.45 crore and KSEB had utilized the same in full for capital investment, creating fixed deposit and repayment of past capital liabilities.  As per Hon’ble Commission’s accounts, the non-cash flow expenditure approved was only Rs 790.59 crore, i.e., disallowed a total amount of Rs 1083.86 crore from the audited accounts. But it is a fact that the Board has actually utilized Rs 1874.45 crore as detailed above. 

17. Similarly for the year 2007-08, KSEB had utilized Rs 2409.54 crore for capital invests, creating fixed deposits and also for repaying the past capital liabilities. The details are given below.

Table-13

Sources and utilization of the non-cash flow expenditures for the year 2007-08

	Sl No.
	Particulars
	As per audited accounts
	Amount admitted  as per the orders on truing up
	Excess provision utilized for repaying capital liabilities etc.

	I
	Sources (Non cash flow expenditure, electricity duty etc)
	(Rs. Cr)
	(Rs. Cr)
	(Rs. Cr)

	1
	Depreciation
	419.09
	274.51
	144.58

	2
	Other Expenses
	871.22
	-19.47
	890.69

	3
	Return on Equity
	217.42
	217.42
	 

	4
	Electricity Duty (Section-4)
	215.72
	 
	215.72

	5
	Consumer Contribution
	145.76
	145.76
	0

	6
	Section 3(1) duty
	77.53
	 
	77.53

	7
	Matured value of the Short term deposit made during 2006-07  for repayment
	462.8
	 
	462.8

	 
	Total
	2409.54
	618.22
	1791.32

	II
	Utilization
	 
	 
	 

	1
	Capital Investment
	373.70
	373.70
	 

	2
	Term deposit
	1287.00
	1287.00
	 

	3
	Repayment of Capital liabilities
	641.81
	641.81
	 

	4
	Other liabilities
	107.03
	107.03
	 

	 
	Total
	2409.54
	2409.54
	 


18. As detailed above, out of the Rs 2409.54 crores, Rs 462.80 crore is the maturity value of the short term deposit of Rs 425.00 crore made during the year 2006-07.  Out of the total Rs amount of Rs 2409.54 crore claimed as non-cash flow expenditure including the maturity proceeds of Rs 462.80 crore, Hon’ble Commission had recognized an amount of Rs 618.22 crore only while approving the truing up of accounts and not recognized Rs 1791.32 crore.  However,  KSEB had utilized the total amount of Rs 2409.54 crore for making capital investments, repaying the past liabilities and creating fixed deposits etc, though Hon’ble Commission had not recognized the utilization of the amount, and which resulted  in  reduction in interest and finance charges and thus the benefit had passed on to the consumers. Thus it is evident that, Board had already clawed back the entire surplus arrived by the Hon’ble Commission for the years 2006-07 and      2007-08 in the regulated business.
19. As detailed above, KSEB had utilized the operating cash surplus available for (i) making capital investments (ii) repaying the capital liabilities and (iii) also for creation of fixed deposits.  Utilization of the available operating cash surplus for meeting the past liabilities is the best opportunities available with KSEB as a Government owned utility. However, Hon’ble Commission had not recognized the amount utilized by KSEB for making capital investments, repayment of the past capital liabilities and also for creation of fixed deposits.

20. It is an admitted fact that, if KSEB had retained all the operating cash surplus freely with it instead of utilizing the same for repayment past capital liabilities, capital investment and creation of fixed deposit etc., the same could have been available with KSEB as ordered by the Hon’ble Commission for adjusting against the revenue gap of the subsequent years. It is further submitted that, had KSEB retained the surplus as such, the reduction in capital liabilities as detailed under Table-5 would not have materialized and so is the reduction in interest and finance charges available to the consumers as detailed under Table-6. 

21. In this background, KSEB may humbly request before the Hon’ble Commission to kindly recognize the amount utilized by KSEB for creating capital investments without any borrowings as detailed in the Table-8, repayment of past capital liabilities as detailed in the Table-6 and creation of fixed deposits made during the years 2005-06, 2006-07, 2007-08 and 2008-09 as detailed under Table-11 above, and its utilization there on.

Prayer

Considering the efforts taken by KSEB in utilizing the operating cash surplus available with it for meeting the capital investments, repaying the past capital liabilities and creation of fixed deposits for specific purposes, KSEB may humbly pray before the Hon’ble Commission that:

(1) the amount utilized  by KSEB from its internal resources including the provision created out of ‘provision for bad and doubtful debts’, ‘provision made for netting-off the dues between the Board and Government’  for meeting the capital investments, repaying the past capital liabilities etc during the period from 2003-04 to 20010-11  may kindly be recognized.

(2) The fixed deposit created during the years 2005-06, 2006-07, 2007-08 and 2008-09, amounting to total Rs 2202.16 crore, for specific purposes and its utilization there on may kindly be approved.

(3)  Since KSEB had already utilized the operating surplus available with KSEB during the years 2005-06, 2006-07, 2007-08, Hon’ble Commission may kindly reconsider the decision of adjusting the approved surplus for meeting the revenue deficit of the subsequent years from  2008-09 onwards.

                                                            Sd/
Chief Engineer (Commercial & Tariff)
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