Before U.P. Electricity Regulatory Commission Lucknow

  
File No.   __________




Case No. _________




 

In the matter of- Petition filed by U.P. Power Corporation Limited for Annual Revenue Requirement for the year 2004-2005.

And
In the matter of - Objections and comments of Indian Industries Association U.P, Vibhuti Khand Phase–2, Gomati Nagar Lucknow through its Executive Director –D. S. Verma.

Most respectfully, we wish to place the following facts / views / objections and comments  of the Indian Industries Association before the Hon’ble Commission: -

1. That Indian Industries Association is an Industry Association of Small and Medium Industries of UP. One of the objectives of the Association is to ensure uninterrupted, good quality and reasonably priced supply of industrial inputs to Small and Medium Enterprises so that they could contribute to the economic development of  the State and of course of the Nation.

2. That the views expressed hereunder on ARR and tariff proposal of UPPCL for the year 2004-05 are the combined views of the members of the association in general, while its members are free to place their views before this Hon’ble Commission. 

3. That the views/ comments on the ARR and tariff proposal of UPPCL for the year2004-05 are being submitted under the following subheads:- 

A.
General views, basic objections & comments.

B. Objections and comments on specific tariff proposal. 

A.
General views, Basic Objections & Comments .

A-1.
That the Indian Industries Association has been participating in this exercise of filling its objections to the Hon’ble Commission since its inception. In our application dated 24th June 2000, 27th August 2002 and 16th April 2003 submitted to the Hon’ble Commission we had  emphasized the point that the situation is not improving to the desired level with regard to  theft of electrical energy, T&D losses, high cost of power, quality of power, MCG, collection efficiency, recovery of arrears , simplification of tariff structure and incentives to honest consumers. Even today the situation with regard to these crucial performance/policy issues is far below than the desired level.
A-2.
UPPCL still seems to be turning a blind eye to their ineffective ways of operations in the domestic, agriculture and departmental segments, and simply adding the burden of short fall in these segments into the lap of commercial/industrial consumers, rather than making an honest and sincere effort to cut down the exhorbitant losses at every stage of their power supply chain. 

The Hon’ble Commission will be doing a yeoman’s service, by following the precedence shown by States such as West Bengal, Andhra Pradesh, etc, and adopt a truly impartial approach, banishing cross subsidizing in all forms. 

A-3
Fixed Charges.
The Licensee has simply failed to make the electricity available as per the demand, hence the Licensee has lost its write to levy MCG charges concurrent with fixed charges allowed by the Hon’ble Commissioner last year. In none of the States, especially those adjoining UP, do the fixed charges exist concurrently with minimum  consumption guarantees. 

B.
Objections and comments on specific tariff proposal . 

B-1
Minimum Consumption Guarantee

While permitting Minimum Charges para 8.3 of the Tariff Order FY03 of the Hon’ble Commission gave the rationale that the prescribed minimum charges are recovered as the licensee keeps in readiness the energy for the consumer to the extent of contract demand.  But in the present context when the distribution Licensee is not keeping the energy in readiness for the consumer to the extent of contract demand, this rationale no longer holds good. At the public hearing held at Lucknow on 4.8.04, UPPCL has already accepted that the demand supply gap is not likely to be bridged until 2007. 

UPPCL, safe under the umbrella of MCG, has resorted to unprecedented rostering of industrial feeders, without realising that these are its lifelines. The Licensee has, thus violated the rules of fair game. 

Moreover, the new Electricity Act 2003 repeatedly calls for protecting the interests of the consumer. The whole concept of Minimum Charges, thus, loses its sanctity, and must be done away with. Section 45 of the Electricity Act, 2003 does not permit any minimum charges to be levied on consumers. The Act explicitly declares that the distribution licensee may recover charges only for the electricity actually supplied. Specifying any minimum levy of monthly, or annual charge that a consumer must pay, irrespective of whether electricity is supplied by the licensee or not, goes against the provisions of sub-sections 45(3)(a); 61(b); 61(c); 61(d) of the Electricity Act. Further, the fixing of any minimum level of charges goes entirely against the ethos of sub-section 61(e), because the licensee is assured of a minimum level of revenue without committing to supply any electricity to the consumers, and is thus rewarded for all its inefficiencies. And even though section 62(1)(d) of the Act defines upper limits in tariff in a multi player regime, the underlying theme is to safeguard the consumers from unscrupulous practices by distribution licensees, who may gang up, form cartels and fleece consumers by artificially jacking up their prices. Section 62(1)(d) is totally unambiguous in declaring that maximum levels only may be defined in a tariff scheme, and NOT minimum levels.

Relevant excerpts from the Electricity Act, 2003 are reproduced herebelow for ready reference:-

45. Power to recover charges --------

(1) Subject to the provisions of this section, the prices to be charged by a distribution licensee for the supply of electricity by him in pursuance of section 43 shall be in accordance with such tariffs fixed from time to time and conditions of his license.

(2) The charges for electricity supplied by a distribution licensee shall be -

(a) fixed in accordance with the methods and the principles as may be specified by the concerned State Commission ;

(b) published in such manner so as to give adequate publicity for such charges and prices.

(3) The charges for electricity supplied by a distribution licensee may include -

(a) a fixed charge in addition to the charge for the actual electricity supplied;

(b) a rent or other charges in respect of any electric meter or electrical plant provided by the distribution licensee.

(4) Subject to the provisions of section 62, in fixing charges under this section a distribution licensee shall not show undue preference to any person or class of persons or discrimination against any person or class of persons.

(5) The charges fixed by the distribution licensee shall be in accordance with the provisions of this Act and the regulations made in this behalf by the concerned State Commission.
61. Tariff Regulations.

The Appropriate Commission shall, subject to the provisions of this Act, specify the terms and conditions for the determination of tariff, and in doing so, shall be guided by the following, namely:-

(b) the generation, transmission, distribution and supply of electricity are conducted on commercial principles;

(c) the factors which would encourage competition, efficiency, economical use of the resources, good performance and optimum investments;

(d) safeguarding of consumers' interest and at the same time, recovery of the cost of electricity in a reasonable manner;

(e) the principles rewarding efficiency in performance;
62. Determination of Tariff ----------
(1) The Appropriate Commission shall determine the tariff in accordance with provisions of this Act for –

(a) supply of electricity by a generating company to a distribution licensee:



Provided that the Appropriate Commission may, in case of shortage of supply of electricity, fix the minimum and maximum ceiling of tariff for sale or purchase of electricity in pursuance of an agreement, entered into between a generating company and a licensee or between licensees, for a period not exceeding one year to ensure reasonable prices of electricity;

(b) transmission of electricity ;

(c) wheeling of electricity;

(d) retail sale of electricity.

Provided that in case of distribution of electricity in the same area by two or more distribution licensees, the Appropriate Commission may, for promoting competition among distribution licensees, fix only maximum ceiling of tariff for retail sale of electricity.

Keeping in view the above facts and arguments Hon’ble Commission is requested to abolish the provision of MCG charges from the tariff. 
B-2
Cross-subsidies among various tariff lines

The Electricity Act 2003 clearly defines as per Section 62(3) that tariffs may differ according to the consumer's load factor, power factor, voltage, total consumption of electricity during any specified period or the time at which the supply is required or the geographical position of any area, the nature of supply and the purpose for which the supply is required. Unfortunately, however, the proposed tariff plan as submitted by UPPCL continues according to pre-Electricity Act 2003 days. LMV1, LMV2, HV1, HV2 etc tariff lines are still being based on consumer’s social classification rather than the technical classification as defined in the Act.

In case the Distribution Licensee wishes to continue as per previous classifications, i.e. offering subsidised tariff lines to different social strata, the quantum of gap can only be as has been covered by subsidy provided by the State Govt. ( Section  65 of the Act )

In the ARR FY05, the UPPCL(Lucknow Discom) has very clearly stated that the GOUP Subsidies are coming in only for “Rural Domestic” and “Rural PTW” tariff lines. This implies that as against the declared Statement of Objects and Reasons so as to reduce and gradually eliminate cross subsidies, the proposed Tariff plan seeks to continue with the same. The ARR is silent on by when the cross subsidies are proposed to be eliminated. Keeping in view the statement of Lucknow DISCOM Hon’ble Commission is requested not to consider the supply to other consumers below the cost price.
Section 61(g) of the Electricity Act states that the Commission shall be guided by a methodology such that the tariff progressively reflects the cost of supply of electricity and also, reduces and eliminates cross-subsidies within the period to be specified by the Appropriate Commission. The ARR FY05 is totally silent on the same.

Hence Hon’ble Commission is requested to eliminate the cross subsidies or atleast fix a time frame to do so.

B-3
Time-of-day tariffs (alias penal rates during peak hours)
The ARR FY05 proposes to do away with 5% rebate for off peak hours, while retaining the 25% penal rates for peak hours. This base is again ultra vires of the Electricity Act 2003, which cites under section 61 (i) that the Tariffs are to be guided by the National Tariff Policy, which defines under Section 4.4 that TOD tariffs are only meant for large consumers, i.e. those with load above 500 KW.

The proposed tariff schedule of the ARR FY05 does not give this protection, and apply the penal tariffs to ALL industrial/commercial consumers. And the reason given to deny the rebate for off-peak hours is also questionable, because UPPCL has deliberately PREVENTED industrial consumers from shifting to off-peak hours by imposing indiscriminate rostering during night times. After the month long declared rostering from 6 pm to 6 am next day each day from April to May 2004, UPPCL has been imposing UNANNOUNCED emergency rosterings, on daily basis, as a well planned strategy. 

The Industrial feeders at Rae Bareli, for example, are being regularly shut down at 2200 hrs every day, to be restored only at 0600 hrs the next day in the morning, under daily instructions from System Control division. The shut-down occurring immediately after the end of peak-hour restrictions, effective rostering amounts to a staggering 13 hours every day, since 15th July, 2004.
The concession is being withdrawn on the ground that there has been no increase in the use of power during this period by industries as compared to the power they were consuming prior to concession. No increase in use of power during the period of discount clearly shows that this discount is much less to overcome the extra cost burden what the industry has to pay for its use during night hours.
Therefore to attract more use of power during these hours, UPPCL should increase the discount and not abolish it.
Hon’ble Commission therefore may kindly consider the following  recommendations: 

(i)
Disincentive during peak hours should be equal to the incentive during off peak hour.

(ii)
Distribution Licensee should be directed to minimize demand and supply gap in case of all consumers where TOD metering is applicable.        

B-4
Unlimited and unmetered power supply to departmental employees (LMV10)

This category of consumers enjoys almost free electricity. But the cost thereof is NOT booked under any head of account. Inspite of the Commission’s unambiguous directives to meter electricity supply to such consumers, UPPCL has ignored the directive.

Para 4.1.7 of the ARR FY05 explains that the employee costs have been same as per previous year’s data. Para 6.230 (Table 122) of Tariff Order FY04 does not include the cost of free power to departmental employees while aggregating the costs.

With average cost of supply to these consumers having been assessed as Rs 3.48 per unit, (Chapter-8, page no. 211, of Tariff Order FY03) the total cost of 327 MU electricity consumed by departmental employees (Table 3.4 of ARR Transco FY05) works out to be Rs 113.8 crore.  And whereas the ARR FY05 conceals the revenue collected from employees by clubbing it with LMV1 category, the Tariff Order FY04 gives the figure as Rs 20.51 Crore. This leaves a gap of Rs 93.29 crore, which must be included in employee costs.

The Cost of Service survey in the ARR FY05 estimates the revenue to cost ratio for LMV10 category at 20% only, implying that as much as 80% cost goes unaccounted for.

Therefore, it is imperative that for accurate assessment of the power consumed by the employees, and proper accounting thereof, this supply should DEFINITELY be metered, so that the costs get amortised proportionately among all consumers.
Commenting on this free power to departmental employees, Chapter 8 of the Tariff Order FY03 records that “The Commission had spelt out its approval on the issue of concessional supply to this category of consumers in its Tariff Order 2000-2001.  It was pointed out that "No one should be entitled to free or un-metered electricity supply. Consumption by employees should be metered.  They should be charged at the same rate as other domestic consumers.  This would ensure energy auditing and promote good accounting practices."  Again in the Tariff Order 2001-02 the Commission has stated that “Un-metered supply to any category of consumer is not conducive to efficient consumption and hence is unacceptable."  Detailed reasons were given why un-metered supply to the departmental employee was not an efficient practice. However, UPPCL has continued to propose flat rate tariffs for these consumers, and has also proposed to retain the existing tariffs despite the low realization from this category and the substantial gap between the average cost of supply and revenue.  The proposal of UPPCL if accepted would widen this gap.”

………The Commission reiterates its direction that the supply to all employees and pensioners should be metered…..”
Not surprising, the Tariff Order FY03 made a very apt observation at para 9.19 that “…...The shareholders of the corporation have generally favoured employees’ interests at the cost of the customers………..”
Hon’ble Commission is therefore requested to direct licensee to essential give metered supply to its employees and concessions if any give to the employees should be accounted for in employees cost.  
B-5
Rebate for timely payment 

This feature was always inherent in tariff plans, right from inception of the erstwhile UPSEB, and invariably acted as an incentive to induce honest consumers to ensure timely payment of bills. However, this historical feature was removed in Tariff Order FY04 under the influence of grossly incorrect information. The relevant clause in Tariff order FY04 reads as follows :

7.33 The Commission has also decided to do away with the system of rebate available for timely payment of the bills in the consumer category. The Commission in this regard is of the view that the consumers already enjoy a credit period during the time elapsed between supply of energy to the consumer by the Licensee for a full billing period, issuance of the bill after a certain period to the consumer and realization of the payment from the consumer. A further grace period for bill payment is provided to the consumer after the issuance of the bill. This entire cycle from supply of energy by the Licensee to realization of payments from the consumer for the supply takes about three months for consumers being billed on a bi-monthly basis and two months for the consumers being billed on a monthly basis. This credit period made available to the consumer has working capital implications for the utility.

The ARR FY04 merely stated at Para 7 that “…..the rebate earlier applicable for timely payment is proposed to be withdrawn in this application.” No reasoning was cited, and almost every stakeholder opposed this move. That consumers enjoyed any credit period between the time of supply of power and the time of realisation of the bills is a misnomer, as can be inferred from UPPCL’s observations in previous ARRs. All consumers deposit a security amount precisely to cover this cost of supply of electricity during this billing cycle that.

Tariff Order FY03 unambiguously records UPPCL’s views in relation to this security deposit, under para 5.10 (2) (a) and 5.10. (2) (b), as reproduced below.

5.10 (2) a)   The issue of equating the interest rate on security deposits to the fixed deposit rates of Nationalized Banks, has been countered by UPPCL on the basis that security deposit is taken as advance payment against electricity charges and therefore, the interest on it cannot be equated to the fixed deposit rates of banks.

5.10 (2) b)   With regard to the procedure for refund for security deposit, UPPCL is of the view that security deposit is considered as an advance payment for electricity charges, and cannot be refunded unless a consumer gets permanently disconnected.
Presently, when ARR FY05 is seeking revision of these security charges vide para 4.3.3, the rebate on timely payment should be reintroduced, because UPPCL has accepted the fact that they do have two months’ advance payment from the consumers, thereby fully protecting the working capital implications as mentioned in para 7.33 of the Tariff Order FY04.

In fact, UPPCL should be asked to quantify the total amount of security they have accumulated.


Hon’ble Commission is therefore requested to re-introduce the rebate for timely payments. 

B-6
Specific Comments on LMV-6 Rate Schedule

(i) In the tariff for sub category 4(a) under demand charges it is not specified as to what load these charges will be related to. This needs to be specified clearly.

(ii) The situation of quality & availability power of supply in rural areas has deteriorated from bad to worst during the previous one year. Contrary to this situation, UPPCL has proposed to reduce the rebate on rural schedule from 15% to 7.5%. Hon’ble commission is requested not to allow UPPCL reduce the quantum of rebate. If at all it is to be allowed, the reduction should be linked with the level of quality and availability of power supply.  If UPPCL assures 24 Hrs un interrupted power supply to the industries in rural area, then the industry do not need this rebate.

(iii) Hon’ble Commission may consider making TVM compulsory for all LMV-6 consumers and apply TOD tariff on them. TOD tariff as in HV-2 category may also be considered alongwith KVAH metering. This will make the tariff simple for both the consumers as well as Licensee. By doing so, human interface will reduce considerably which is the root cause of harassment of the consumer as well as corruption. In such situation LMV-6 consumers may be given additional incentives for opting for supply on 11 KV wherever such lines are extended by the Licensee. IIA recommend for such positive approach instead of negative approach as proposed by UPPCL in HV-2 rate schedule i.e. 15% voltage surcharge if supply is taken on 440V.

In case Hon’ble Commission agrees to our proposal of simplifying the tariff and to reduce the human interface as stated above, then the need for penalty will not arise in many cases such as penalty for power factor/use of power during restricted hours etc.
(iv) Penalties proposed by UPPCL for use of power during restricted hours and exceeding the maximum demand are absurd and exorbitantly high. There is no penalty on UPPCL/Licensee for not supplying power during normal hours when consumer is subjected to heavy losses due to non availability of power supply. We therefore recommend that till UPPCL/Licensee do not assure un interrupted power supply during normal hours, penalty on use of power during restricted hours and on exceeding maximum demand should not be imposed.  If imposed then Licensee should also be penalized equally to compensate for the loss of consumers when they are not supplied power during normal hours.

(v) The proposals of UPPCL at 5 (i) & (ii) of the rate schedule for LMV-6 category are confusing. When both these clauses are read together it implies that all LMV-6  consumers irrespective of the connected load should install TVM. If it is so, then tariff 4(a) becomes redundant.

(vi) The proposal of UPPCL on load factor rebate eliminating the stabs 180KWH/Kw to 360 Kwh/Kw is absurd. Because consumption over 360 Kwh/Kw is hardly achieved in majority of Small & Medium Power consumers. Hence we request Hon’ble Commission to retain the earlier tariff ( 2003-04) slabs for load factor rebate i.e. 180Kwh/Kw to 288Kwh/Kw and 288KWH/Kw to 360 Kwh/kw along with rebate of 7.5% to 25% as specified in UPERC tariff order 2003-04 for LMV-6 consumers.

(vii) In clause 7 (iv) of rate schedule for LMV-6, UPPCL has proposed surcharge of 1.5% per month for late payment of bills which is very high.  It should not be more than 1% in any case. Hon’ble Commission is requested to make this surcharge reasonable i.e. not more than 1%.

(viii) Power looms in the State of Uttar Pradesh are passing through a tough time. UPPCL has proposed withdrawal of 20% rebate on rate of charge available to them in earlier tariff order 2003-04. Hon’ble Commission is requested not to accept the proposal of UPPCL for withdrawal of 20% rebate. 

B-7
Specific Comments on HV-2 rate schedule proposed by UPPCL

(i) The basic concept of TOD metering is to encourage the industrial consumers to use power when other consumers switch off their loads and discourage them from using power during peak hours. Hon’ble Commission was kind enough to accept the recommendation of Indian Industries Association (IIA) to introduced TOD tariff for the first time in its tariff order 2003-04. Though encouragement for use of power during lean hours (-5%) was negligible compared to discouragement during peak hours(+25%), yet IIA accepted it thankfully considering it a nobal beginning.

UPPCL in its ARR proposal for 2004-05 has proposed to scrap the encouragement altogether for use of power during off peak hours i.e. 2200 Hrs to 0600 Hrs. That means the basic purpose of TOD metering is being negated. We request Hon’ble Commission not to accept the proposal of UPPCL to scrap the rebate during lean period rather Hon’ble Commission may kindly consider the equal ratio of (-)10% & (+) 10% for  off peak hours and peak hours respectively and direct the Licensee to minimize the gap between demand and supply of power to consumers where TOD metering is applicable.

(ii) The energy charges for rural schedule are proposed to be increased to the level of Urban schedule where as availability of power supply is always inferior in rural areas compared to urban areas. This increase therefore is not justified. Hence Hon’ble Commission may not agree to this increase and keep the energy charges lower as in UPERC tariff order 2003-04. 
(iii) The proposal of UPPCL on load factor rebate eliminating the slabs 288 KVAH per KVA to 432 KVAH per KVA is absurd for the same reasons as we have submitted in case of LMV-6 rate schedule above. Hon’ble commission is requested to kindly retain the earlier tariff stabs ( as in tariff order 2003-04) for load factor rebate in HV-2 category also alongwith rebate of 7.5 %to 25%.

(iv) UPPCL in its ARR proposal rate schedule HV-2 clause 9(iii) has stated that “in case the supply is give at 400 volts, the consumers shall be required to pay an extra charge of15% compared to those supplied power at 11 KV.” This proposal is not justified especially when Licensee do not have 11 K.V. line upto the premises of the consumer, even if they have, the extra charge should not be more than 5%. 

Hon’ble Commission may kindly amend this clause as “Extra charge of 5% shall be paid by the consumer if licensee has the facility of 11 KV line up to the premises of the consumer and consumer prefer to get supply at 400 volts 3 phase.
(v) HV-2 consumers getting power supply at 11 KV uses the power for light & fans also. During factory off hours this light & fan power is drawn from the same transformer which supplies bulk power for factory operations also. Hence during factory off hours constant transformer losses occurs which is a waste of energy. 

It is therefore proposed that HV-2 consumers may be allowed to get separate Light & Fan power at 400/220 volts in order to conserve energy and save extra expenses of the consumers.  

B-8
Other Comments

· During the public hearing of Hon’ble Commission on 4th Aug. 2004, UPPCL made a presentation on comparison of tariff with other states wherein energy charges per unit were shown as Rs. 3.70 for LMV-6 category and Rs. 3.35 for HV-2 category. In this comparison through rates for both the categories were shown as Rs. 4.84 and Rs. 4.67.

· The comparison with Uttaranchal State has not been shown. This neighbouring State has greatest impact on the competitiveness of the industries in U.P, hence rates applicable in Uttaranchal may kindly be considered by the Hon’ble Commission. 
· It is to be verified whether comparison of rates is with energy charges of other states or it is with through rates. In fact comparison with only one rate i.e. through rate should have been made in order to make the things easily understandable.  
· Under the additional concessions to consumers, UPPCL has stated that “Minimum Charges to be levied monthly instead of yearly is a concession to the consumer”. This is a cruel joke with the consumers because unless UPPCL is able to ensure un interrupted power supply, consumers are big loser with this so called concession. We therefore humbly request Hon’ble Commission not to allow this monthly minimum charges concession to the consumers, instead may continue with the yearly system. Although we have represented separately against applicability of any kind of minimum charges to the Hon’ble Commission in the earlier part of this petition.

(D.S. Verma)

Executive Director

Indian Industries Association

Ref No. 26H/4086     







  Aug 16, 2004
To,

The Secretary,

Uttar Pradesh Electricity Regulatory Commission,

Kisan Mandi Bhawan (Second Floor)

Gomti Nagar,

Lucknow-226010

Sub:
Our objections on Public Notice by U.P. Power Corporation under Sec. 24 of the U.P. Electricity Reform Act. 1999 with regard to ARR and proposed tariff for the year. 2004-05.

Madam,

With reference to the Public Notice of UPPCL under Sec. 24 of the UP Electricity Reforms Act 1999 published in the news papers regarding ARR and proposed tariff for the year 2004-05, we are submitting 4 copies of our objections/comments along with notarized affidavit. 

We request you to provide us an opportunity to be heard in person at an appropriate time convenient to you.

Thanking you,

Yours faithfully

D.S. Verma

Executive Director 
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