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   PRAYAS 
   Initiatives in Health, Energy, 

 Learning and Parenthood  

Amrita Clinic, Athawale Corner, Karve Road Corner, Deccan Gymkhana, Pune 411 004; INDIA 
Tel.: (020) 65205726: Fax: (020) 2542 0337. E-mail: energy@prayaspune.org  Web-site: www.prayaspune.org   

 
8th April 2013 

To, 
The Secretary, 
MERC,  
Mumbai. 
 
Subject: Prayas Suggestions/ Objections on Reliance Infrastructure Limited – Distribution Business 
(RInfra-D) Petition for approval of Multi-Year Tariff for the period FY 2012-13 to FY 2015-16 (Case No. 9 
of 2013) 
  
Ref: MERC public notice in this matter, hearing dated 6th April 2013 
 
Dear Sir, 
 

This letter is regarding the matter mentioned above. We are not able to attend the public 
hearing scheduled in this matter but would like to submit our comments and suggestions through this 
letter. We request the commission to kindly take the same on record and condone the delay in 
submitting these comments. 

 
1. Reliance Infrastructure Limited – Distribution Business (RInfra-D) has filed a Petition for approval 

of Multi-Year Tariff for the period from FY 2012-13 to FY 2015-16 in accordance with MERC 
(Multi Year Tariff) Regulations, 2011. The Commission has passed an Order on November 23, 
2012 approving the MYT Business Plan for RInfra-D in Case No. 158 of 2011 for the second 
Control Period from FY 2012-13 to FY 2015-16.  
 

2. Deviations from approved business format: There is significant difference in the figures 
approved by the commission under case no 158 of 2011 and the present MYT petition. Most 
crucial parameters such as sales, energy balance and power purchase related expenses itself 
vary from business plan estimates. The table no 1 below shows the differences in amounts 
approved for all major cost heads under the business plan and the corresponding estimates in 
MYT petition. The whole idea behind forecasting based on business plan was to avoid such 
deviations. As can be seen from the table, the MYT petition seeks approval of more than Rs. 
4,300 Cr cumulative over the control period, over and above what has been approved by the 
commission under the business plan. Considering the fact that business formats have been 
approved in November 2012 and the present petition was filed in February 2013, the 
commission should not have allowed such huge differences and this issue should have been 
dealt with in the technical validation session stage itself. Such multiplicity of data points negates 
the basic intent of having consistent planning approach which is at the core of MYT. This is a 
serious violation of the MYT regulations and the commission should give a detail explanation as 
to why such deviations were allowed in the petition. Further the differences in sales projection 
have a direct impact on calculations pertaining to cross-subsidy surcharge and in case of 
Mumbai distribution, the commission should have conducted the MYT process for Tata and 
RInfra simultaneously so as to give consumers a complete picture and avoid confusion. 
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Especially for changeover and switch over consumer sales, there should have been similar 
methodology for projection and consistency in these estimates should have been achieved at 
technical validation stage itself. Absence of such consistency between estimates concerning 
both licensees and in addition to it, huge deviation from approved business plans renders the 
whole MYT process meaningless. Instead for bringing the desired certainty and clarity, it only 
aids in creating more confusion and makes one question its very need and/or usefulness and 
makes one wonder whether the traditional annual ARR process may have been better 
alternative from consumer’s point of view. In order to restore sanctity of the MYT regulations, 
the commission should adhere to the approved business plan and not allow such large scale 
deviations. 
 

Table No. 1: Difference in MYT petition and business plan approved by the commission  
(All figures in Rs Cr) 

Particulars 
MYT petition (Feb 2013) Approved by Commission (Nov 2012) Diff over 

control 
period 

FY12-13 FY13-14 FY14-15 FY15-16 FY12-13 FY13-14 FY14-15 FY15-16 

Power 
Purchase (incl 
transmission) 

3495 3579 3276 3447 2,952 2,898 2,848 2,956 2,142 

O&M 
Expenses 

939 943 1024 1112 598 642 699 758 1,320 

Depreciation 
Expenses 

183 201 223 246 160 170 175 180 167 

Interest on 
Long-term 

Loan Capital 
160 170 182 196 90 90 83 72 373 

Interest on 
Working 
Capital 

92 105 104 111 81 76 77 80 97 

Total Revenue 
Expenditure 

5198 5342 5167 5485 4,209 4,218 4,239 4,418 4,109 

RoE 255 272 291 312 220 229 235 239 207 

Gross ARR 5454 5613 5458 5798 4,429 4,447 4,474 4,657 4,316 
 

 
3. Distribution loss trajectory: RInfra has proposed a higher level of distribution loss in the MYT 

petition in comparison with what it had proposed under the business plan and which has also 
been approved by the commission. There is not enough justification provided for this deviation 
from its own estimates by RInfra. The commission should adhere to the loss trajectory approved 
in business plan. 
 

4. Operation and Maintenance (O&M) costs: One of the desirable features of the MYT regulations 
was to bring in accountability and efficiency in controllable costs such as O&M. The regulation 9 
of the MYT regulations 2011 states as follows:  
 
“ 9.1 The Commission shall stipulate a trajectory while approving the Business Plan for certain 
variables having regard to the reorganization, restructuring and development of the electricity 
industry in the State. 
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Provided that the variables for which a trajectory may be stipulated include, but are not limited 
to, Operation & Maintenance expense norms, Generating Station availability, station heat rate, 
secondary oil consumption, auxiliary consumption, transit losses, transmission losses, supply 
availability and wires availability, distribution losses and collection efficiency. 
 
9.2 The trajectory stipulated by the Commission in the order on Business Plan submitted by the 
applicant, shall be incorporated by the applicant in its forecast of Aggregate Revenue 
Requirement and/or expected revenue from tariff and charges under Regulation 8.” 
 
Table No 2: Difference in MYT petition and business plan approved O&M expenses 
 

Particulars  FY 13  FY 14  FY 15  FY 16  

B-Plan approved O&M 598 642 699 758 

MYT proposed O&M 939 943 1024 1112 

Difference 341 301 325 354 

% increase 57% 47% 47% 47% 

 
However, in spite of such stipulation the O&M expense estimated under MYT petition are 
almost double (refer table no 2 above) of those approved under the business plan order. Such 
large scale deviation renders the entire business plan approval process meaningless and cannot 
be allowed. Further it is easier to estimate, plan and control these costs because of their very 
nature and therefore it is considered as controllable parameter by the commission as well. 
Hence the commission should not allow such huge increase and should adhere to the trajectory 
stipulated under the approved business plan format. 

 
5. High cost of short and medium term power purchase: For short term power purchase weighted 

average price of the short term power purchased by RInfra-D in FY 11-12 is considered as base 
and annual escalation rate of 3% is used to project the price. However, this may not be the most 
prudent cost and data from CERC market monitoring reports for RTC and peak should be used 
for this purpose. Similarly rates for medium term power purchase contracted by the petitioner 
seem higher than corresponding rates for MSEDCL for the same period. The commission should 
investigate these issues in detail and minimize costs as much as possible by considering prudent 
and more competitive rates for comparison rather than benchmarking against older high cost 
contracts.  
 

6. Sharp increase in Dahanu generation cost: As highlighted above, even in case of generation 
from Dahanu station, there is a sharp increase in capital cost for the control period vis-à-vis 
what has been approved. Refer to the table no 3 below which compares the generation cost 
details between MYT and business plan over the control period. Overall there is difference of 
around Rs. 250 Cr between the power purchase expense under this head stated in the business 
plan and under the MYT petition. The commission should not allow for any unsubstantiated 
increase in the cost of generation.  
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Table No 3: RInfra-G generation costs projected in MYT petition and approved in business plan 
 

Particulars 
FY 2012-13  FY 2013-14  FY 2014-15  FY 2015-16  Difference 

over control 
period 

B-Plan MYT B-Plan MYT B-Plan MYT B-Plan MYT 

Energy 
Availability 

MUs  3786 3997 3786 3788 3786 3788 3797 3798 216 

Fixed 
Charges  

Rs 
Cr 

304 217 326 436 365 329 386 345 -54 

Variable 
Cost  

Rs 
Cr  

1002 1087 1019 1089 1037 1109 1058 1134 302 

Energy 
Charges  

Rs/u  2.65 2.72 2.69 2.87 2.74 2.93 2.79 2.98 0.16 

Total cost 
of power 
purchase  

Rs 
Cr  

1306 1304 1345 1525 1401 1438 1444 1479 249 

Avg Cost 
of Energy  

Rs/u 3.45 3.26 3.55 4.03 3.7 3.8 3.8 3.89 0.11 

 
7. Steep increase in capital expenditure and capitalization: Capital expenditure (capex) is a very 

important aspect of discom planning as it has direct impact on supply and service quality as well 
as tariff. MYT process requires licensee to plan their capex for the entire control period. The 
regulation 7.2 of MYT 2011 states as follows:  
 
“The capital investment plan shall show separately, on-going projects that will spill into the year 
under review and new projects (along with justification) that will commence but may be 
completed within or beyond the tariff period. The Commission shall consider and approve the 
capital investment plan for which the Generating Company and Transmission Licensee or 
Distribution Licensee may be required to provide relevant technical and commercial details.” 
Accordingly, the commission has already approved capital expenditure for the control period 
through its order dated November 23, 2012.  
 
Further regulation 12.2 which deals with controllable and un-controllable parameters states: 
“Some illustrative variations or expected variations in the performance of the applicant, which 
may be attributed by the Commission to controllable factors include, but are not limited to the 
following: 

(a) Variations in capital expenditure on account of time and/or cost overruns/ 
efficiencies in the implementation of a capital expenditure project not attributable 
to an approved change in scope of such project, change in statutory levies or force 
majeure events;…” (Emphasis added) 

 
Thus as per the MYT regulations, the licensee is supposed to include in the business plan all its 
ongoing as well future capex projects falling under the control period. Further capex is also 
treated as a controllable parameter unless variation is on account of changes in statutory 
provisions and/or force majeure events. In spite of such clear provisions, there is wide gap (refer 
table no 4 below) in capitalization allowed by the commission under business plan and proposed 
by the petitioner through the MYT petition. Such deviation should not have been accepted by 
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the commission while admitting the MYT petition itself. Such sharp increase cannot be allowed 
and the petitioner should have included all the projects under its capital expenditure plan. The 
commission should not allow any capex related costs for schemes that were not considered 
under the business plan. For the purpose of this MYT, the commission should adhere to the 
capital expenditure related costs approved by it during the business plan approval, unless there 
is any deviation on account of uncontrollable factors. 
 

Table No 4: Capital expenditure projected in MYT petition and approved in business plan 
 

Particulars  FY12-13 FY13-14 FY14-15 FY15-16 

B-Plan Order         

Total Capitalisation  275 178 105 115 

Return on Equity as per 
Business Plan Order 220 229 235 239 

MYT estimates         

Total Capital Expenditure  335 506 451 449 

Total Capitalisation  365 392 494 498 

Return on Equity as per 
MYT petition 255 272 291 312 

 

8. Treatment of regulatory asset: The petitioner has claimed revised cumulative Revenue 

Gap/Regulatory Asset of Rs. 2661 Cr up to FY 11-12 as against the Commission approved the 
figure (Case No. 126 of 2011) of Rs. 1831.02 Crore. Further, the Commission permitted 
recovery of carrying cost along with the principal amount, depending upon the year of 
accrual and up to the year of recovery at SBI PLR for the respective years. However under 
the present MYT petition, the petitioner has treated the regulatory asset at par with capital 
expenditure claiming 16% return on 70% portion considered as equity. This methodology is 
highly inappropriate considering the history and genesis of this regulatory asset. The 
regulatory asset accumulated by the licensee today is largely on account of its own failure in 
power purchase planning leading to unsustainable power purchase costs. Therefore, there 
can be no reason to restore the licensee’s profitability while recovering the regulatory asset. 
In fact, in fairness to the consumers who have to bear the burden of this asset which is 
largely on account of licensee’s planning failure, the licensee should be required to share at 
least part of this burden. The burden sharing could have been achieved by disallowing any 
carrying cost on this account. However, in case carrying cost is to be allowed then it cannot 
be at a rate higher than SBI PLR of the year concerned. Further, any efficiency gains that the 
licensee makes during the control period (not just the 1/3rd share of consumers) should be 
utilized to offset regulatory asset accordingly. 
 

9. Cross-subsidy surcharge calculation: Apart from the regulatory asset, the petitioner has 
suggested some modification to the cross-subsidy surcharge calculation as well. Presently, cross 
subsidy surcharge has been maintained at the level as determined by Commission under Case 
No.43 of 2010 dated 9th September 2011. However, as per the licensee’s proposal surcharge 
that will be applicable to certain consumer categories will be even higher than the licensee’s 
average cost of power purchase. Such extra-ordinarily high level of surcharge cannot be 
defended on any grounds and calls for re-evaluation of the underlying methodology itself. More 
importantly there is a need to address the difference in consumer mix of the two parallel 
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licensees which cannot be achieved by imposing excessively high level of surcharges. We had 
pointed out this need to balance the consumer mix right at the time of beginning of the 
changeover process. Through our submission dated 28th June 2010 (MERC Case nos. 1/10, 7/10, 
9/10 and 16/10) we had highlighted the need to normalize the differences between consumer 
mix of the two parallel licensees so as to avoid dangers of cherry picking as well as to ensure 
that select few categories of consumers are not over burdened because of cross-subsidy 
surcharge. The commission should still explore this alternative of balancing consumer mix at 
each licensee’s ARR level rather than waiting for appropriate category of consumers to migrate. 
In any case, the commission should consider this issue at a broader level through a consultative 
process involving all concerned stakeholders. In the meanwhile any extraordinarily high level of 
cross-subsidy surcharge for a select few categories of consumers should not be allowed. 
 

10. Failure of MYT regime in controlling costs and need to explore new alternatives: The main 
purpose behind initiating MYT framework was to encourage good planning practices and ensure 
efficiency improvements so as to have better control on costs. But in reality MYT regime has 
failed to control any costs and the present petition is a case in point. Most notably in the areas 
such as capital expenditure and operations and maintenance, which can be certainly planned 
and controlled to achieve efficiency improvements, the utilities have always claimed very high 
expenses than the approved estimates. Even within a small gap of three months between the 
order approving business plan and this MYT petition, the petitioner has doubled O&M expenses 
and estimated increase on almost all major cost heads rendering the business plan approval 
process entirely meaningless. This is tantamount to mockery of not just the MYT regulations but 
regulatory process itself and does not induce any confidence in the minds of consumers; in fact 
it leaves them more confused than being confident about its usefulness. This we believe is the 
gravest concern emerging from this petition. It is disturbing to note that the commission does 
not seem to have dealt with this concern during the technical validation process itself. As the 
MYT regime has proved ineffective in controlling tariff expenses and ensuring efficiency gains, 
the commission should consider newer approaches such as ‘distribution margin’ based tariff 
mechanism, (which allows distribution margin to increase at a rate lower than inflation rate) to 
encourage efficiency improvements. 
 

We request the commission to kindly take this submission on record and condone the delay in 
submitting the same. 

 
  Thanking you 
 

 


