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KERALA STATE ELECTRICITY
REGULATORY COMMISSION

PRESS RELEASE

It is observed that continuously misleading reports and statements about the
Commission are appearing in the media in these days. It appears to be aimed at
misrepresentation of facts so as to create confusion among the employees of the
Electricity Board and the public in general. These reports are without proper
analysis of the orders issued by the Commission. Hence, the Commission feels it
appropriate to issue this press release to present the facts.

Kerala State Electricity Regulatory Commission was established in the year 2002 to
regulate the power sector in the State of Kerala and is vested with the licensing and
tariff determination functions of the electricity licensees along with protection of the
interests of the Consumers and the licensees. The Commission is duty bound to
regulate the functioning of all licensees including KSEB. While doing so the
Commission has to evaluate the performance of licensees to see whether they are
functioning at the best interests of the Consumers.

The Commission has not denied or curtailed any genuine claims of DA or salary of
the existing employees or pension claims of pensioners as alleged in the reports.
Existing salary, DA and pension are considered as uncontrollable items of
expenditure in the tariff determination process. In the past also all such increases in
salary and DA have been allowed even if it was higher than approved level while
finalizing each year’'s accounts (see the Table attached). In one of the previous
Orders, the Commission had stated that “the increase in DA due to inflation has to
be allowed to KSEB employees as and when it becomes due and shall not be
permitted to accrue.” There is also a provision in the Electricity Act that there shall
not be any deterioration in the terms and conditions of employees in the reform
process.

Generally, the Commission accepts the projections of the licensee KSEB regarding
employee costs. In 2009-10, the Board has projected the total employee costs as
Rs.1069.96 crore which was allowed by the Commission. However, in 2010-11 the
Board has projected Rs.1690.42 Crore as employee costs which is about 58%
higher than the figure approved for previous year. This projection is to be viewed in
the light of overall revenue gap of Rs.2219.60 crore projected by the Board which
would have caused a hike of about 150 paise per unit for all consumers. The
employee cost was projected to increase from 77 paise per unit in 2009-10 to 2010-
11 to 114 paise (ie., 37 paise in one year). It is to be made clear that any increase in
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cost means increase in tariff. Therefore Commission can allow only justified
expenditure.

The average increase in employee costs from 2002-03 to 2010-11 is about 12.5%,
where as the Commission allowed 16.5% increase in 2010-11 over the 2009-10 level
projected by the Board. Salary increase was allowed at 7% as projected by the
Board (even the 6™ Pay Commission envisages only 3%) and two installments of DA
@6% was also allowed. If such provision is inadequate, it has to be enhanced as
has been done in the past. The Commission has no hesitation to allow such
expenses since these claims are part of the already existing tripartite wage revision
agreement. These genuine increases were ultimately allowed as such in the Truing
up process. The Commission specifically directed the Board to revise the budget as
per the order and if any difficulties are encountered to approach the Commission for
review within one month. However no review has been sought by the Board till date.

Regarding pay revision, the Commission is not against the revision but has given a
direction that it has to be justified through increase in productivity. It is an established
practice that wage revision negotiations in the Board are linked with increase in
productivity. Hence there is nothing new in the directions of the Commission to
achieve the overall objective.

Till the regulatory intervention, KSEB could transfer and treat any increases in
expenses as subsidy receivable from the Government. Even now such amount is
pending with the Government. However, in the regulatory regime, the increase in
expenses is translated to increase in tariff, unless government wishes to provide
subsidy. Before transferring all burden to consumers tariff, the Commission is duty
bound to ensure efficiency and economy. The Commission is not in a position to
accept the tendency of unabated transfer of increase in costs to the consumers.
Consumers have the obligation to pay only efficient costs. There is no dilution on the
principles as per the provisions of the Act.

Per unit cost excluding generation/power purchase cost in Kerala is one of the
highest in the country. Hence the consumers are not enjoying the benefits of low
cost power available in Kerala due to the high administration costs. Such costs
cannot be sustainably funded from the tariffs hence cost reduction is inevitable and
from 2003 onwards Commission is directing the Board to take credible measures to
curtail the costs. Even after 7 years of regulatory intervention, KSEB could not
effectively implement many of the directions issued by the Commission. Hence in
the 2010-11 order the Commission strongly took a note of such negligence and
initiated steps for ensuring measures to improve efficiency, which may be the reason
for the criticism of the Commission from some corners. In the 2011-10 order, the



Commission has reported the weak performance in many areas such as capital
expenditure (56% of the target in 2008-09, generation 13% only), loss of crores of
funds in APDRP, RGGVY schemes, failure to implement standards of performance,
arrear collection, faulty meter replacement etc., The Commission is of the firm
opinion that in the changing environment committed efforts are required to ensure
efficiency to promote consumer interests.

It is essential that a financially sustainable Board is essential for effective electricity
service in the State. Long run sustainability is ensured when efficiency and
productivity and economy are ensured. The Commission will endeavor to function
as envisaged in the Act. In its efforts to achieve best possible services from the
electricity Licensees in Kerala, the Commission seeks co-operation and support of
consumers and licensees including their employees. All the Orders of the
Commission and a detailed note on the subject are placed in the website
(www.erckerala.org) of the Commission for the information of public and other
stakeholders.

Sd/-
Secretary

Employee cost Approved and Allowed in various Years after year end
adjustments (Truing up)

Salary (Rs. Crore) DA (Rs. Crore)

. Allow fter . Allow fter
AAF::E)E;O(V)?S(;? Actuals Truir?g ﬁg zyt?he ';%)éoé?gép Actuals Truir?g ﬁg z;et)he

Commission Commission
2003-04 303.37* 212.94 212.94 151.75 151.75
2004-05 313.00* 232.51 232.51 161.95 169.95
2005-06 219.12 251.82 251.82 140.24 183.72 183.72
2006-07 243.70 297.76 297.76 200.00 195.31 195.31

*salary & DA together

Employee Cost & pension approved in the Aggregate Revenue
Requirements (ARR) for various years

Employee Cost (Rs. Cr) Pension (Rs. Crore)
Projected by A%pr?r:/:d Projected by Appr?r:/:d by
KSEB ythe KSEB °
Commission Commission
2007-08 965.00 1,090.00 319.89 319.89
2008-09 1,136.86 1,136.86 411.60 411.60
2009-10 1,069.96 1,069.96 419.91 419.91







KERALA STATE
ELECTRICITY REGULATORY COMMISSION
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No.1235/ARR&ERC 10-11/KSERC/2010 July 28, 2010

To

The Special Officer
Managing Committee, KSEB
Vydhyuthi Bhavan, Pattom
Thiruvananthapuram

Sir,

Sub:- Revision of DA/DR to Board employees/Pensioners — reg
Ref:- Letter No.KSEB/TRAC/TF-08/562 DATED 27-7-2010

Please refer to your letter cited. | am directed to inform you that the
expenditure on account of DA/DR increases announced by the Government from
time to time can be paid to the employees and pensioners without reference to the
Commission. Any additional expenditure in this regard over and above the approved
expenditure can be considered at the time of truing up as has been done in the
previous years. It is pointed out that an increase of 62% (Rs.302.96 Crore as against
Rs.187.39 crore in 2009-10) was approved for 2010-11 on account of DA for
employees by the Commission.

Yours faithfully

(K.S.Premachandra Kurup)
Secretary
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