BEFORE THE TAMIL NADU ELECTRICITY REGULATORY COMMISSION
CHENNAI

Petition No T.P.1 of 2005

Present: Hon’ble Thiru A. Balraj, Chairman
Hon'ble Thiru S. Thangarathnam, Member

Hon’ble Thiru B. Jeyaraman, Member

ORDER NO. 2 DATED 15.05.2006

In the matter of: Determination of Transmission Charges, Wheeling
Charges, Cross Subsidy surcharge and Additional
Surcharge.

Sub-section (2) of Section 42 of the Electricity Act, 2003, stipulates that the State
Commission shall introduce open access in such phases and subject to such conditions
as may be specified, within one year of the appointed date. Accordingly, the Commission
has notified the Tamil Nadu Electricity Regulatory Commission — Intra State Open Access
Regulations 2005 in the Tamil Nadu Government Gazette dated the 3™ August.2005 so
as to introduce open access in Tamil Nadu. As per Regulation 9 of the aforesaid
Regulations, various charges payable to State Transmission Ultility / Transmission
Licensee and Distribution Licensee by an open access customer have to be determined
by the Commission. As directed by the Commission, the TNEB filed a petition for
determination of the above charges on 26.09.2005 and the Petition was registered and
numbered as T.P. 1 of 2005.

In exercise of the powers conferred by section 42 of the Electricity Act, 2003 (Act 36 of
2003) and all other powers enabling it in this behalf, the Tamil Nadu Electricity Regulatory
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Commission (TNERC) after having considered the written objections, consulted the
members of the State Advisory Committee, heard the issues raised by the stakeholders in
a public hearing , the reply of the Tamil Nadu Electricity Board, the applicant herein, and
having considered the relevant documents available on record, passes this order, fixing
the transmission charges , wheeling charges and other charges specified under the

aforesaid Open Access Regulations and payable by an open access customer.

Sd...... Sd.......... Sd.......
B.Jeyaraman S.Thangarathnam A.Balraj
Member Member Chairman
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1.0 PETITION BY TNEB

1.1 The TNEB in their petition have stated the following::
(i) Board's system of accounting of revenue and expenses is not designed to
meet the requirement of the open access market and hence various assumptions
have to be made to estimate the expenses.
(i) The Board maintains separate accounts for its generation function. The
balance expenditure after excluding the expenditure for generation function is the
expenditure for transmission and distribution function.
(i)  The apportionment of T & D expenses into Transmission and Distribution
has been done on the following basis.
(@) As a result of study conducted in the past, information about transmission
assets and depreciation till March 2003 was available with the Board. To estimate
the asset base for FY 04, FY 05 and FY 06, further information was collected from
the field and the value of transmission assets updated. The balance was
considered as asset base for distribution function.
(b) Employees and Administration & General expenses have been apportioned
on the basis of number of employees.
(c) R & M expenses have been apportioned to Transmission and Distribution on
the basis of Gross Fixed Assets.
(d) Operating Expenses have been estimated based on the past trend.
(e) Interest and Financing Charges have been apportioned based on information
from Filed Offices.
iv. As an integrated utility, the Board is entitled for a return of 3% capital
base.

1.2. TRANSMISSION CHARGES

1.2.1. The TNEB have furnished the following information for determination of

Transmission Charges payable by the Open Access customers.
(a) Available Transmission Capacity

The TNEB have arrived at the available transmission capacity as 6654 MW taking
into consideration the generation capacity at normative PLF of various sources

connected to the grid.
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(b) Transmission Losses
The percentage of transmission losses furnished for 2005-06 is :
(1) 400 KV /230 KV /110 KV 3.20
(2) 66 KV and 33 KV 6.00
(c) Gross block and Depreciation
The value of Gross Fixed Assets of transmission function at the beginning of FY
05 was furnished as Rs.2886.18 crs. and accumulated Depreciation as Rs.995.67
cr. and Net fixed assets as Rs.1890.50 cr.
(d) Allocation of outstanding loan
Out of the total loan outstanding as on 31.03.05, a sum of Rs.3954.68 cr. was
allocated to transmission assets for the purpose of calculation of interest.
(e) Operating Expenses
The operating expenses for 05-06 have been estimated based on the past trend.
(f) The Postage stamp method is recommended to be adopted to work out the
transmission charges so as to recover the total amount of transmission charges

from all the beneficiaries in the ratio of resources allocated.

1.2.2. The TNEB have proposed the following Annual Transmission Charges and the

transmission charges payable by Long Term & Short Term Open Access

customers.
Rs. in lakhs
S.No. Particulars Actuals for Estimated for 2005-06
2004-05
1 Net Repairs & Maintenance Expenses 1452 1988
2 Net Employee expenses 18041 19214
3 Net Administration & General expenses 953 1065
4 Interest on loan 34109 35119
5 Depreciation 17560 13128
6 Interest on Working Capital 1847 1852
7 Return on Capital base 5044 5028
8 Annual Transmission Charges 79006 77394
9 Available transmission capacity 6654
10 Transmission Charges (Rs. per MW/per day) 3187
11 Transmission Charges (Rs. per MW/per day) 3187
for long term open access customers
12 Transmission Charges (Rs. per MW/per day) 1594
for short term customers
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The TNEB have proposed the rate for Short Term Open Access customers at 50%

of rate for long term open access customers.

1.3. WHEELING CHARGES

The TNEB have submitted the following information for determination of Wheeling

Charges.

(i) It is expected that open access consumers will generally be supplied at HT

voltage.

distribution assets.

In such case an open access consumer may not use the entire

Hence the wheeling charges should be determined by

considering the cost at HT level only (the cost of LT to be excluded). Under such

circumstances, separation of cost into HT and LT would be required.

(i) The total expenses allocated to Distribution have been apportioned between HT

system and LT system on the basis of voltage wise value of assets (i.e)

value based on length of HT and LT net work.

(iii) The Board have proposed the following Annual Wheeling Charges for HT system:

Rs. in lakhs
S.No. Particulars Actuals for Estimated for 2005-
2004-05 06
1 Net Repairs & Maintenance Expenses 1467 2077
2 Net Employee expenses 45148 48552
3 Net Administration & General expenses 2384 2692
4 Interest on loan 20683 20006
5 Depreciation 19297 12843
6 Other debits 383 784
7 Interest on Working Capital 2378 2396
8 Return on capital base 3533 3612
9 Total Wheeling Charges 95273 92962

(iv) The TNEB have proposed the quantum of energy to be fed into grid in 05-06 as

52284 MU and proposed the wheeling charges payable by the open access

customers as below:
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S.No. Particulars 2005-06
1 Energy fed into the grid in MU 52284
2 Transmission loss above 110 KV 3.20 %
3 Energy sent to lower net work (MU) 50611
4 Loss at 66 KV & 33 KV (%) 6%
5 Energy sent to Distribution Network MU 47574
6 Annual Wheeling Charges — Rs. in lakhs 92962
7 Wheeling Charges (paise / unit) by Long term open 19.54
access customers (paise / unit)
8 \lj\:]?tt)aeling Charges by Short Term customers (paise / 9.77

1.4. CROSS SUBSIDY SURCHARGE

(1)

The TNEB have made the following submission.

(i) Of the different methods to estimate cost of supply, the Board proposes to use

embedded cost to supply for computation of cross subsidy surcharge.
(i) The Board have calculated and furnished the cost of supply for FY 05 and FY 06

as below:
Rs. in lakhs
S.No. Particulars Actuals for Estimated for 2005-

2004-05 06
1 Units sold in MU 41200 42873
2 Power Purchase 706969 740620
3 Generation Cost 294208 336578
4 Repair & Maintenance 18549 16690
5 Employee Cost 147100 159006
6 Admn. & General Expenses 15062 16487
7 Depreciation & other related debts 107914 105205
8 Interest & Finance Charges 96884 94304
9 Other Debts 911 1969
10 Extraordinary items 50 0
11 Total Expenditure (2 to 10) 1387647 1470859
12 Average cost of supply Rs./unit 3.37 3.43
13 Average cost at HT end 2.78 2.84
14 Average cost at LT end 3.62 3.68
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(2) TNEB have calculated single average cost of supply to all HT categories and

another single cost for all LT categories. The TNEB have also estimated average rate

of realization from different categories of consumers and proposed cross subsidy

surcharge as below:

No. | Category of Consumers Average Rate of Average Cost Cross
Realisation (Paise/ | of Supply Subsidy
Unit) (Paise / Unit) Surcharge
(Paise /
Unit)
1 HT Supply
HT Tariff | (Industries). 444 11 283.56 160.55
Educational Institutions 438.65 283.56 155.09
Commercial 621.81 283.56 338.25
2. | LT Supply
Educational Institutions 450.00 368.19 81.81
Industries (Il B) 447 14 368.19 78.95
Commercial 565.00 368.19 96.81

(3) The TNEB have also made the following suggestions / proposals.

(a) The surcharges have to be so designed that it benefits the consumers

who opt for open access without adversely affecting the viability of the

utility.

(b) Where a consumer meets part of his demand from supplier other than the

utility through open access (by reducing his contracted demand with utility),

such consumer should be asked to pay cross subsidy surcharge in

proportion to the extent of reduction in cross subsidy.

1.5. ADDITIONAL SURCHARGE

The TNEB have not come out with any definite proposal; but have discussed the

following options available for determination of additional surcharge.

Option 1: Based on back up support to be provided by the Utility.

Option 2 : Based on standard cost of the utility.

They have requested the Commission to determine additional surcharge on case to

case basis based on the data provided by them.
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1.6. SCHEDULING AND SYSTEM OPERATION CHARGES, REACTIVE CHARGES
AND GRID SUPPORT CHARGES

(1) TNEB have not proposed any charges and requested that the Commission may

fix appropriate charges.

1.7 PRAYER

(1) The TNEB have made the following prayers in their petition:

(i)  To approve the Transmission and Wheeling Charges requirement for the financial
year 2005-06.

(i) To determine the transmission charges, wheeling charges, cross subsidy
surcharge.

(i) To approve the approach for additional surcharge and consider the same on case
to case basis.

(iv) To approve all the expenses and assumptions while determining the charges.

(v) To be considerate about the availability of data as past accounting processes

were not in line with new regulatory requirement.
2. COMMISSION’S APPROACH TO THE PETITION

2.1. The proposals in the Petition were initially scrutinized by the staff of the Commission
and the following observations were communicated to TNEB in Commission's letter
dated 4.10.2005.

(i) The values of assets furnished in the petition do not correlate with the values of
assets in Annual Statement of Accounts and with the figures furnished to M/s.
ICRA to develop a cost to serve model.

(i) The study report on the information about transmission assets and depreciation till
March 2003 and details of information collected in addition to transmission asset
beyond the study period require to be furnished to assess the correctness of the
figures

(iii) The insurance expenses for 04-05 were allocated more than actual.

(iv) The outstanding loans as at the end of FY 04-05 allocated to Transmission and

Distribution were far in excess of Net Fixed Assets and the balance net Fixed
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Assets for generation arrived at, differed from the Net Fixed Assets for generation
assets in the Preliminary Annual Statement of Accounts for 04-05.

(v) Working sheet for the embedded cost is required to be furnished.

(vi) The transmission loss of 9.22% upto 33 KV level needed a closer look and
reconfirmation.

(vii)Asset value and Line Losses for 22 KV and 11 KV to be furnished distinctly to
compute wheeling charges for 22 KV and 11 KV separately.

(viii) In the absence of any tariff revision, the rate of realization should normally be
the same till the next revision. But different rate of realizations have been
furnished for HT industrial consumers for 03-04, 04-05 and 05-06.

(ix) The estimated sale of energy for 05-06 furnished is different from the demand

forecast for 05-06 furnished separately.

2.2.1.The TNEB in letter dated 18.10.2005 furnished the following reply.

(@) The value of asset as furnished in the Balance Sheet as on 31.03.05
(preliminary) has been adopted. The information about the transmission
assets and depreciation as received from the field which works out to
Rs.1896.12 cr. has also been furnished.

(b) The total funds raised from various financial institutions, equity funds,
borrowings for working capital, Provident Fund and Security Deposit have
been matched with total asset and work in progress. The interest has been
allocated to different sources and weighted cost arrived at.

(c) The total financing of the assets (i.e.) equity and debt are apportioned in
proportion to the value of the asset and the interest has been apportioned to
the Assets based on the weighted cost of finance.

(d) The value of distribution assets have been apportioned between HT 22 / 11
KV and other than this based on line length with associated cost.

(e) The insurance provision made for generation assets was also included for
allocation among transmission and distribution. This has been excluded and
revised.

(f) The working sheet for the embedded cost of supply of Rs.2.78 (HT end cost)

and Rs.3.62 (LT end cost) has since been furnished.
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(g) The line loss percentage mentioned in the Petition was based on a study
conducted in selective feeders. The line loss in various voltage levels for the

petition is now furnished as below:

230KV | 110KV | 66KV 33KV 22KV 11KV LT
1.00% | 1.50% |0.50% |1.50% |250% |3.00% |8.00%

(h) The asset value between 22 KV and 11 KV are not readily available.
This will be gathered and furnished. However, it can be in the ratio of
50: 50 for calculation purpose.

(i)  The reduced rate of realization from HT consumers in 2004-05 was due
to change in demand.

() The demand forecast for 2005-06 mentioned in letter dt.25.8.2005 is
based on CAGR prepared in August 2005. The demand forecast
furnished in the petition is based on the Budget Estimate prepared in the

beginning of 2005.

2.2.2. The TNEB have also furnished revised statements consequent to revision of the
value of the Assets.

2.3. To ensure transparency in the process of determination of various charges
payable by Open Access customers, copy of the petition, the observations of the
staff of the Commission and the reply of TNEB were hosted in Commission's
website on 10.11.05 inviting comments / suggestions from the stake holders. A
public notice was also released in newspapers on 18.11.05 and copies of the
Petition were offered for sale to interested public.

24 Copies of the Petition were sent to the members of the State Advisory Committee.
The State Advisory Committee Meeting was convened on 11.11.2005 and the
members expressed the following views:

(i) The Commission may consider fixing time frame to TNEB for redesigning the

accounting system to suit the regulatory environment.
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(i) The expenses of load despatch centres may be excluded from Transmission and
Distribution heads as separate charges, proposed to be levied for load despatch
centre.

(iii) Interest on working capital may be excluded as Open Access customers are
required to pay security deposit for three months.

(iv) Return on capital may be calculated at 14% on equity instead of 3% on capital
base.

(v) The TNEB have not furnished any specific reason for proposing rate for short
term open access customers at 50% of rate for Long Term open access
customers. As specified by CERC, 25% of the rate of Long Term open access
customers may be adopted for Short Term Open Access customers.

(vi) The cost of transmission network may be restricted to the cost of 230 KV and 110
KV lines. 66 KV and 33 KV lines may form part of Distribution network.

(vii)The transmission capacity has been estimated based on the normative PLF. The
TNEB may either follow principles of CERC or sum up the capacity of the
segments of transmission lines to arrive at the transmission capacity. The TNEB
may be asked to furnish list of transmission segments.

(viii) The quantum of energy fed into the grid, as furnished, require detailed
study to ascertain the correctness.

(ix) The wheeling charges can be capacity charges and user charges.

(x) A provision for cross subsidy surcharge is a built-in bias to prevent migration.
There should be a time limit for elimination of cross subsidy.

(xi) The cross subsidy surcharge can be fixed as 50% of the difference between the

present tariff and embedded cost.

3. VIEWS EXPRESSED BY PUBLIC

3.1.1. A list of stakeholders who have submitted written comments / objections  are
furnished in the Annexure |I. Copies of comments / objections were furnished to
TNEB with direction to reply the stakeholders directly with copies of reply to the

Commission.
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3.1.2 A public hearing was conducted on 23.12.2005 in the Commission's premises to
give an opportunity to the stakeholders to present their views before the
Commission. A list of stakeholders who presented their views before the
Commission is furnished in the Annexure 1.

3.1.3 The following views were expressed by the stakeholders in the written

submission and also during public hearing:

3.2. Transmission Capacity

i. The generation capacity connected to the Tamil Nadu system including contracted
capacity of other transactions may be considered. The capacity is shown as 6600
MW, whereas the peak demand has been shown as 7535 MW. The overall
connected generating capacity after netting of auxiliary consumption is about
11400 MW. This may be adopted.

ii. The transmission charges per MW of capacity should be arrived at by dividing the
cost on peak demand of 7556 MW and not on generation capacity of 6654 MW

iii. The PLF considered for private wind mills is 15%, whereas in draft discussion
paper for NCES, the PLF 25.5% has been considered.

3.3. Rate for Short term Open Access
i. 25% of long term charges may be prescribed for short term transaction in line
with CERC guidelines. A similar approach may be adopted for distribution
network.
ii. The difference of transmission charges between short-term customers and
long-term open access customers are high. Long-term open access
customers may be given some additional weightage in terms of concession or

rebate than the short term customers.

3.4. Voltage wise cost
i While the losses have been separated for EHT and HT levels, the network
costs have not been separated.
ii. The network cost at voltage levels may be differentiated for determination of

transmission cost.
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3.5.

3.6.

3.7.

There should be a separate transmission charge upto 110 KV and less than
110 KV transmission system based on transmission loss indicated in the
petition
TNEB may be directed to take all efforts to separate the accounts of
transmission and distribution activities and adopt MW - Mile method or
contracted path method within a time frame.
The wheeling charges shall be commensurate with the distance from the point
of injection and point of consumption through a natural path of transmission /
power flow.
Return on Capital Base
The return should be only on actual capital base of TNEB net of loans and not on
net block as the net block is financed by loans for which actual interest which

constitutes a return, has already been considered

O & M Expenses

The projected expenses are abnormally high. It would be reasonable if an
escalation of 4% / 4.5% to 5% is assumed over the average of preceding five
years.

There is no clarity on the method of capitalization of expenses.

Employees' expenses and interest on loan constitute 70.2% of transmission
charges and 73.75% of wheeling charges which is exorbitantly high. This requires

review.

Losses

The losses for the various voltages are on higher side. Actual losses may be

specified.

If the point of injection is on 230/ 110/ 66 / 33 KV and the point of drawal is on 22
/ 11 KV, the transmission charges and wheeling charges shall be 50% of the
charges at the respective voltage. If the wheeling of the power is at voltage 33 KV
and above, only transmission charges shall be applicable.

The total cost should be divided by the total units fed into the grid without

deducting losses, as such losses are separately charged

13
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3.8.

3.9.

3.10.

Interest on working capital

The rate of interest on working capital is based on Primary lending Rate (PLR) at
10.5%. It should be based on RBI bank rate.

Receivables may be assumed for one month as TNEB recovers interest for
receivables beyond one month.

When the consumer is paying in advance two months probable current
consumption charges as Security Deposit, there is no rationale in demanding
interest on working capital.

Interest on loan

The outstanding loan is disproportionate and funds with higher interest rate have
been allotted to transmission and wheeling.

Cross subsidy surcharge

25% of the difference in cost of realization and average cost of supply may be
ordered as cross subsidy surcharge to encourage third party sale.

No proposal or time frame for eliminating the surcharge is indicated.

When a consumer moves out of a licensee, the utility avoid the highest marginal
cost. Therefore the loss of cross subsidy would be in relation to the difference
between the highest marginal cost (plus the network cost) and realization from the
class of consumers. This would be the compensatory realization for the
distribution licensee.

Liability of cross subsidy surcharge on open access consumers who were never

consumers of distribution licensee need to be addressed.

Additional Surcharge

Additional surcharge may be ordered as nil, as TNEB have no stranded capacity.
The additional surcharge cannot exceed wheeling charges as the additional
surcharge is on wheeling charges.

The approach brought out in the draft National Tariff Policy may be adopted to
determine additional surcharge.

Levy of additional surcharge would have to be viewed against the recovery from

back up supply.
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3.12

4,
41.

4.2.

4.3.

4.4.

Necessary mechanism of set off may be suggested to minimize the impact of
additional surcharge both on the distribution licensee as well as on the open
access customer.

Applicability of the charges to be decided under this Order

The Commission has notified the Intra State Open Access Regulations on
3.8.2005. It may be stipulated in the orders that the charges specified by the
Commission will apply to all those who have availed Open Access on or after this

notification.

RESPONSE OF TNEB

The TNEB have furnished written reply to the stakeholders with copy to the

Commission. The Chairman/TNEB and the Chief Financial Controller also replied

the points raised during the public hearing. The response of TNEB is as below:
Transmission Capacity
The transmission net work capacity has been developed to cater to the installed
capacity of the system. But the generation depends on Plant load factor which again
depends on age, fuel, heat rate, nature and demand in the grid. Hence the capacity
has been arrived out with reference to PLF.
The capacity for private wind mills was proposed based on the quantity actually
purchased.

Rates for Short Term Open Access
The power sector is capital intensive industry requiring huge investment and
investment can be recovered fully by utilizing the capacity fully. Lesser percentage
of charges from short term consumers will attract more short term consumers and
very less long term open access customers. When the short term customers quit
from availing the transmission facility the investment will become stranded. This will
lead to wide disparity between the charges for Long Term and Short Term
consumers, which is similar to subsidizing and subsidized retail category of
consumers.

Voltage wise Cost
It is not feasible to derive the net work cost at different voltage level. The TNEB will

endeavor to furnish voltage wise cost in future.
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4.5.

4.6.

O & M expenses
The forecast of expenses for 2005-06 is based on previous year expenses and the
price trend prevailing in the economy. There are no overstated expenses.
A portion of revenue expenditure equivalent to 25% of the capital expenditure is
capitalized as some of the men and materials are employed both in maintenance
work and in the execution of capital works. The 25% on capital works being
adopted by the Board contributes 23% towards employees cost, 1.5% towards

administrative expenses and 0.5% towards depreciation.

Losses
The T & D loss of 18% is the lowest in the country.
The loss is computed as all the services are not metered. The consumption by
unmetered Agricultural and Hut consumers are computed based on load and hours
of supply. The consumption by metered services and the computed consumption
by the unmetered services are deducted from the total input energy to arrive at the
loss.
The Transmission and Wheeling charges are calculated taking into account the
injection at higher voltage (i.e.) 230/110/66/33 KV and the drawal at various voltage
levels. Therefore the question of charging 50% does not arise.
The transmission charges with applicable charges as fixed by the Commission may

be applicable for injection and drawal at 33 KV and above.

Interest on Working Capital
Primary Lending Rate of 10.5% of SBI has been adopted.
Working Capital requirement has been arrived at based on the regulations notified
by the Commission.
The consumers are allowed to use the lines and subsequently billed. They are
allowed nearly 60 days time from the day of consumption to that date of receipt of
payment. Hence two months average receivable is considered necessary.
The security deposit is not sufficient to meet the working capital requirement of the

Board and the Board is paying an interest @ 6% on Security Deposit.
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4.8. Intereston Loan
The allocation of funds and interest to the transmission and distribution functions
has been revised to have uniformity ((i.e.) overall weighted average cost) and
furnished to the Commission.
4.9. Return on Capital Base
Calculation of return on capital base is as per Electricity (Supply) Annual
Accounting Rules, 1985
4.10. Cross Subsidy Surcharge.
i. When High Tension industries and commercial consumers migrate from the
Board, the Board will loose cross subsidy.
ii. The Act provides for elimination of cross subsidy surcharge over a period of time.
The Commission has to decide on the quantum of cross subsidy surcharge.
411 Additional Surcharge.
The Open Access Regulations provides for additional surcharge. It cannot be
eliminated since it is to compensate the stranded cost.
412 Applicability of the Order
The Transmission and Wheeling Charges may be made applicable to both the
existing and new consumers. At present the existing consumers are covered under
Agreement.
5.0. COMMISSION'S RULINGS
5.1. GROSS BLOCK
The TNEB in their petition have furnished the following information for 2004-05 and
projection for 2005-06:

2004-05 (Pre actual) (Rs.in Lakhs)
S. No | Particulars Transmission Distribution
HT LT Total

1 Gross Block at the | 271987 274818 414466 689284
beginning of the
year

2 Gross Block at the | 288618 301493 455268 756761
end of the year

3 Accumulated 82375 112009 168927 280936
depreciation

4 Depreciation during | 17560 19297 26108 45405
the year
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Projection for 2005-06 (Rs.in Lakhs)
SI.No | Particulars Transmission Distribution
HT LT Total

1 Gross Block at the | 288618 301493 455268 756761
beginning of the
year

2 Gross Block at the | 320462 312452 471814 784266
end of the year

3 Accumulated 99567 130014 227939 357953
depreciation

4 Depreciation during | 13128 12843 308770 321613
the year
However, the annual statement of accounts for the year 2004-05 (preliminary)
reveals the following information:

(Rs. in lakhs)
SI.No | Particulars Transmission Distribution
HT LT Total

1 Gross Block at the | 189447 296413 447595 744008
beginning of the
year

2 Gross Block at the | 191373 328492 496036 824528
end of the year

3 Accumulated 46466 127080 191895 318975
depreciation

4 Depreciation during | 143 24578 37115 61693
the year

The correct value of asset is essential for determination of charges. The TNEB in their

Petition have submitted that till date, Generation, Transmission and Distribution are the

integrated functions of the Board and there is no functional division of accounts.

They had furnished the value of Transmission Assets as on 31.3.05 based on
information available with them and details collected from field.

As the value of transmission assets furnished in the petition differed from the value
of transmission assets as per the accounts, the TNEB were asked to furnish the

study report and the information collected from the field.
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iii. The TNEB furnished the information collected from the field and requested the
Commission to adopt the value as per the accounts.

iv. The information on the Transmission Assets based on the study report and further
data collected from the fields had some obvious errors and values furnished
against some of the circles like Madurai EDC do not correspond to the number of
sub-station and transmission lines in the circle

v. The capital expenditure on transmission projects incurred in general construction
circles are capitalized in Distribution Circle on getting the capital expenditure
transferred from General Construction Circles

vi. It is seen that the value of transmission asset in Distribution Circles has been
classified with Distribution Assets.

vii. During the discussion it was suggested that the value of transmission assets can
be collected from cumulative balances in the balance sheets of the distribution
circles against the account code numbers for transmission assets.

viii. Accordingly the TNEB in their letter dated 07.12.2005 furnished the value of
transmission assets as Rs.3532.01 crores and submitted revised statements.

ix. A cursory look into the Balance Sheets of TNEB for the previous 10 years
revealed that the TNEB had made an investment of more than Rs.3000 crs
during these years in transmission projects.

Xx. The value of transmission assets furnished by the TNEB in the Petition as well as
in the Accounts do not appear to commensurate with the transmission
infrastructure created by the Board. More than 10000 MW of generation capacity
has been connected to the grid and the grid could accommodate the peak demand
of 7556 MW and the sustained peak of 7473 MW during 2005. As per the
information available in "TNEB's Statistics at a glance for 2004-05" the TNEB had
the following Transmission Infrastructure as on 01.04.2005.

EHT & HT lines : 146823 kms

EHT & HT substations : 1082 nos.

Power Transformer Capacity : 34270 MVA

It was therefore decided to have a prudence check of the investment made by

TNEB in transmission to verify the correctness of value of transmission asset.
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xi. The audited Annual Accounts of the TNEB from the inception to 2003-04 were
obtained and perused.

xii. The TNEB have been maintaining their accounts in formats prescribed in the
Electricity (Supply) Annual Accounts Rules, 1985 from the financial year 1985-86.

xiii. The earlier formats for Annual Accounts had a separate schedule for detailed
function wise capital expenditure. Thus the Balance Sheets for the years upto
1984-85 have detailed function wise capital expenditure in the erstwhile formats at
that time.

xiv.In the revised formats the capital expenditure statements are furnished with
reference to budget, duly tallying with cash and fund flows.

xv. The capital expenditure on Generation Project and Distribution Project under REC,
street lights funded by the State Government have been distinctly furnished in the
Capital Expenditure Statement for all the 20 years from 1985-86 to 2004-05.
However, from 1985-86 to 1992 - 1993 and for 2000-01 and 2001-02 consolidated
expenditures on transmission and Distribution (T & D) function have been
furnished. From 1993-94, the expenditure on Transmission and Distribution has
been furnished distinctly.

xvi. Taking the total capital e