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Ilg INTERNATIONAL RESOURCES GRQOUP

MANAGEMENT CONSULTANTS IN ENERGY ENVIRONMENT & NATURAL RESQURCES

February 12, 1999
To Distnibution

Attached for your information 1s a copy of the Final Report for the
Workshop, Requiation of Electric Utilities for West Bengal held January
5 and 14 in Calcutta

IRG is pleased to have had the opportunity to present this Workshop
and looks forward to further support for the formation of the West
Bengal State Electricity Regulatory Commission

Sincerely,

Ronaid H Leasburg
Attachment (as mentioned above)

Distribution

Mr Badal Sengupta, Chairman, WBSEB (X3)

Mr S Barma, Principal Sec , Dept of Power, Gov of West Bengal (X3)
Mr Seshadn, USAID/India

Ms Eufemia Campagne, IRG/W

Mr A A Kahn, PFC

Mr Richard Jones, British Development Cooperation Office

Mr Djamal Mostefai, World Bank

Mr T L Sankar, Principal ASCI

File Task Order 27

B-20 Mayfair Garden Fuirst Floor Hauz Khas Enclave New Delhi India 10016
Phone 686-1613, 686-1614 Fax 686-1676
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Appendix 112
| INTERNATIONAL RESOURCES GROUP

IANAGEMENT CONSULTANTS IN ENERGY ENVIRONMENT & NATURAL RESOQURCES

07 Jan 1999

Dear

On behalf on the United States Agencv for International Development the Power Finance
Corporation the Power Department of the Government of West Bengal and International
Resources Group Ltd 1t 1s our pleasure to mnvite vou to a Workshop on Regulation of Electric
Utilities to be held on Januarv 09, 1999 at the Park Hotel 217 Park Street Calcutta, from
1000 AMto5 00 PM

Tlus workshop 1s designed to provide an overview of the regulatorv process and the changes that
will occur as regulation 1s mntroduced Discussions on the fundamental principies of reguiatorv
system design and regulatorv decision making will establish a framework for further consideration
of introducing a regulatory regime

Key topics to be covered in the workshop are

e Concepts of Electricity Regulation
e Benefits of Regulation to the public and to the utiliies companies
e What should be the extent of regulation?
e Trade-off between price and incentive regulation
» Non-price aspects of regulation

e Managing the Electric Utility Regulatory Process
e  What are the key 1ssues to be addressed when establishing a Regulatorv Commission”
¢ C(Creating creditable and legitimate regulatory decisions
¢ Alternative regulatory regimes

We look forward to seeing you at this workshop

Please confirm attendance to

International Resources Group

B-20 First Floor

Hauz Kaus Enclave

New Dellu 110016 attn Mrs Sharma

FAX 11-686 16706 TEL 11-686-1012to 1614 652-8754 and 652-8785

B-20 Mayfair Garden First Floor Hauz Khas Enclave New Del India 110016
Phone 686-1613 686-1614 Fax 686-1676
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‘ Appendix 122
ll{g INTERNATIONAL RESOURCES GROUP

TANAGEMENT CONSULTANTS IN ENERGY ENVIRONMENT & NATURAL RESOQURCES

11 Jan 1999

Dear

On behalf on the United States Agencv for International Development the Power Finance
Corporation the Power Department ot the Government of West Bengal and International
Resources Group Ltd 1t 1s our pleasure to invite vou to a Workshop on Reguiation of Electric
Utihities to be held on Januarv 13", 1999 at the Park Hotel 217 Park Street Calcutta. from
1000 AMto 5 00 PM

This workshop 1s designed to provide an overview of the regulatorv process and the changes that
will occur as reguliation 1s introduced Discussions on the fundamental principles of regulatorv
system design and regulatory decision making wiil establish a framework for further consideration
of mtroducing a regulatory regime

Key topics to be covered in the workshop are

¢ Concepts of Electricity Regulation
» Benefits of Regulation to the public and to the utilities companies
What should be the extent of regulation”
Trade-off between price and incentive regulation
¢ Non-price aspects of regulation

¢ Managing the Electric Utility Regulatory Process
e What are the kev 1ssues to be addressed when establishing a Regulatory Commuission”
o Creating creditable and legiimate regulatorv decisions
e Alternative regulatory regimes

We look forward to seeing you at this workshop

Please confirm attendance to

International Resources Group

B-20 First Floor

Hauz Kaus Enclave

New Dellu 110016 attn Mrs Sharma

FAX 11-686 1676 TEL 11-686-1612to 1614 652-8754 and 652-8785

B-20 Mayfarr Garden First Floor Hauz Khas Enclave New Delhi India 110016
Phone 686-1613 686-1614 Fax 686-1676
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REGULATION OF ELECTRIC UTILITIES Ppendix

USAID EMCAT Reguiatory Reform & Restructuring Project
International Resources Group, inc

January 09, 1999

Workshop Participants
Government of West Bengal
Mr S Barma Secretary Power Dept
Mr P K Chattopadhyay Jt Secretary, Power Dept

West Bengali State Electricity Board

Mr Badal Sengupta Chairman

Mr B R Biswas Member Transmission

Mr Rajeev Dube Secretary

CESC Ltd

Mr KA Siddigt Executive Director T&D
Mr B Raychodhury Executive Director Finance

West Bengai Power Development Company

Mr G D Gautama Managing Director

Mr A Bhattacharjee Executive Director Finance
Mr B K Paul Executive Director Technical
Mr P Banerjee Executive Director Projects

Durgapur Projects Ltd

Dr AK Chanda Special Secretary & Chairman
Mr A K Ghosh Managing Director

Dishergarh Power Supply Co

Mr A Dasgupta Director & CEO
Mr S Radhakrishnan Secretarv & General Manager

Power Finance Corporation

Mr R Krishnamoorty General Manager
Mr V K Kharbanda Senior Manager
USAID

Mr N V Seshadn Program Manager

U S Consulate

Mrs Debjani Roychowdhury Economic Specialist
US-AEP
Mr Arup Mitra Director- Technical Operations

(Eastern Region)



Appendix

REGULATION OF ELECTRIC UTILITIES
USAID EMCAT Reguiatory Reform & Restructuring Project
International Resources Group, inc

January 13 1999 Workshop Participants

Government of West Bengal

Mr P K Chakraborty
Mr K P Bhat

West Bengai State Electricity Board (WBSEB)

Mr N C Roy

Mr Dipak Kr Ganguly

Mr § K Guha

Dr S C Bhattacharee

Mr Bhaskar Sengupta

Mr S Sarkar

Mr N S Chakraborty

Mr S Baneree

Deputy Secretary Power Dept
OSD & Deputy Secy Power Dept

Chief Engineer Commercial

Chief Engineer (Corp )

Finance Manager (Corp )

S E (Commerciai)

Deputy Chief Engineer

Additional Chief Engineer (Dist & Commt )
Supt Engineer

Dy PA& CAOD

West Bengal Power Development Corporation Ltd (WBPDCL)

Mr Anirban Guha

Mr Debabrata Das

Mr Amut Bhattacharjee
Mr Dipak Auddy

Mr N K Mukhopadhyay
Mr Panda

DURGAPUR PROJECTS LTD (DPL)
Mr S Dutta
Mr J K Sarkar
Mr TK Bose
Mr Susovan Bhattacharya
Mr H Dev
Mr S Roy

CESC Ltd

Mr Amjan Chowdhur
Mr Subrata Talukdar
Mr Utpal Bhattacharyya
Ms Garg Chatterjee
Mr Rajarshi Banerjee
Mr Joydeep Nag

Mr Byoy Chakraborty
Mr Sanjoy Chakraborty

DISHERGARH POWER SUPPLY COMPANY (DPSC)
Mr D Sanyal
Mr D K Nandi
Mr Sadhan Dutta
Mr K K Taran

Punjab State Electricity Board
Mr R K Singla

Assam State Electricity Board
Mr A B Roychowdhury

Manager (MIS)

Manager (Mechanicat)

Manager (F&A)

Manager (F&A)

Company Secretary & Manager (F&A)
Manager (F&A)

Commerciat Engineer

Executive Engineer (Commercial)
A O (Commercial)

Executive Engineer

General Manager (Finance)

Dy Generat Manger (Finance)

Dy General Manager (Corporate Service)
Manager (Corporate Service)

Manager Finance

Senior Manager Finance

Dy Chief Engineer (Operations)

Station Manager

Chief Engineer
Controfler of Accounts
General Superintendent
Supernntendent Engineer

Dy Director (Tariff)

Controller of Movement

22
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Appendix

Reguilation of Electric Utilities
USAID EMCAT Reguiatory Reform & Restructuring Project
International Resources Group, inc

January 9 and 13 1999

Workshop Presenters

Dr Douglas C Bauer Dr Bauer is a former utility executive with two
major power companies in the US

The Honorable Jim Fischer Mr Fischer is a former Commissioner of Public
Utilities for the state of Missourt USA

Dr Donald Hertzmark Dr Hertzmark 1s Professor of Economics at
Georgetown University in Washington D C

D Edward Ramsey Mr Ramsey i1s a consultant with International
Resources Group Inc, Washington D C, and
a former utihty executive with a major power
company in the US

The Honorable Linda Stevens Mrs Stevens i1s a former Commissioner of

Public Utilities for the state of New Hampshire
USA

Workshop Staff

Nims Sharma Mrs Sharma 1s with International Resources
Group, Inc New Delhi India

Ritika Sawhney Ms Sawhney 1s with International Resources
Group Inc New Delhi India

¥
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Objectives

GOVERNMENT OF WEST BENGAL
DEPARTMENT OF POWER

WORKSHOP ON
REGULATION OF ELECTRIC UTILITIES

USAID EMCAT Reguiatory Reform & Restructuring Project

International Resources Group, inc

January 13, 1999

The objectives of this workshop are to introduce the concept and role of reguiation in the
electnaty sector Discussions will focus on how established requlatory regimes around the worid
are changing, outline the application of regulatory pnnciples to india’s Central and State
Governments, and to outiine the steps mvolved in design, implementation and operation of an
electnc power sector regulatory body The workshop wiil also focus on the responsibiliies and
expectations of the Government of West Bengal as the process of regulation 1s developed for the
electnc power sector

10 00

130-230

500

Introduction and Welcome
Mr Edward Ramsey, Mr S Bamma and Dr Douglas Bauer

Fundamentals of Regulation
Or Donald Hertzmark and The Honorable Linda Stevens

Design and Implementation of an
Electricity Sector Regulatory Body
The Honorable James Fischer and Dr Bauer

Fundamentals of Pricing, Rate-making and Financial Techniques
Dr Hertzmark and Dr Bauer

Luncheon

Non-Price Factors
Dr Bauer and Mr Fischer

Case Study Establishment of the Wholesale Market and the Role
of Regulation
Dr Hertzmark

Discussion and Concluding Remarks
Dr Bauer and Mr Ramsey

Adjourn
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Fundamentals of
Regulation,

Dr. Donald Hertzmark
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Unbundling of Services:

Each type of service requires

1ts own tarift

* (Jeneration

Transmission

Sub-transmission

Distril
Wheeli
Stand

ution
Ing

by/backup




The Rule of One Price
Applies:

For the same service, the
same price.

In other words, all power
system services must be

provided by entities that obey
the same set of rules.



Without non-discriminatory
pricing the system is plagued
by the four horsemen of the
apocalyptic brownout:

* Defections

2. Arbitrage

3. Cost-shifting

4. Lack of reliability standards

2%



No one type of restructuring
1s 1deal for every company.
You need to consider the
following items:

* history of supply and
demand;

* growth projections;

* fuel mix;

* technology;

* personnel;

* current profitability;

* potential profitability
(how many $100 bills?)

* strengths & weaknesses;
* culture

o1



Finally, you must take a hard
look at the quantifiable assets
and liabilities. Compare the
restructuring plans with the
capabilities of the company.



Two men are walking down
the street together, an old,
distinguished economist and
his prize graduate student.
The student sees a $100 bill
lying on the ground. As he
stops to pick it up, the
professor tells him to stop.
“That cannot be a real $100
bill,” the professor says, “for
if 1t were, someone would
already have picked 1t up.”

A%



Electricity Pricing Summary:

1. Establish the fuel price -
key it to an actual market,
netback value (ceiling) or

AIC (floor);

2. Determine whether fuel
prices are subject to
significant depletion
premia;

3. Determine the least cost
expansion plan for the
utility from/to which you
plan to buy/sell;

4. Calculate the avoided
generation costs for that
system,

A



5. Establish the right of
bypass to preserve
competitive power.

6. Know your supplier.



Energy Marketing
Companies

What is the problem in

deregulated private energy
systems’?

* cost of reaching and
serving customers

* 1nappropriate load or
demand profiles

* high transactional costs
to customers of
changing suppliers



How does an energy
marketing company address
these 1ssues and problems?

° custom pricing of
various bundles of
services

* matching load and
supply

* reaching price sensitive
customers

* offering added value to
customers

10



What are the mechanics of
custom pricing and customer
packaging?

11

e know the customer -

time patterns and
volumes of demand

study the price
sensitivity of different
customers to variations
in price

assemble a set of
customers that
corresponds to a

profitable supply
resource mix



12

* gjve customers

incentives to stay within
their demand profiles
with penalties for
excursions

minimize payments of
access fees (e.g.
personal digital telecoms
market)

provide customers with
detailed information
about energy use



Case Study: A
restructured
power system in
South America



Generation Tariffs

*Spot market balances supply
and demand

*Prices give signals to
consumers and generators
regarding need for
additional capacity

*Prices retlect marginal value
of electricity to system



The System
Marginal Price

At any given time of day the
SMP will consist of the
following:

SMP = MEC + MOC +
additional services
{reactive power, cold
reserve, spinning
reserve, short
distance
transmission for
IPPs} +
Transmission Tariff.

2L



Additional Services: Other
elements in the electricity
price include reactive power,
spinning and cold reserves
and short distance
transmission for IPPs. The
spinning reserve will be
defined as 10% of the actual
sendout, with the price being
that MEC + MOC that 1s
relevant for a given period.
The cold reserve will be let
out for bids and will probably
be no more than 2% of the
MEC+MOC. The reactive
power tariff will the lesser of
bids by generators or the cost
of installing capacitors by the

3%



transmission system. These
additional services will

amount to $0.0 1 -0.025/kWh
under typical conditions.



Transmission
Tariffs

The transmission system will
need to pay for the following
SEIVICES:

1. The cost of recovering
investment in transmission;

2. The costs of maintaining
transmission of energy and
capacity under specified
conditions of quality and
reliability to the wholesale
customers, distribution
companies and other bulk
power purchasers;

18



. This amount may include
congestion charges;

. Payments to generators for
voltage and frequency
control;

. Physical losses in
transmission;

. New transmission capacity
in the system, and

. A variety of other overall
system costs. These overall
system costs include, but
are not limited to, the
following:

1. Regulation,

3k



ii. Systems Operation &
Dispatch,

111. transactions settlements.

1v. dispatch, it different from
Systems Operation

20



One of the most important
issues 1n setting transmission
tariffs 1s whether to allow
regional variation in such
charges.

21



Transmission Fixed Charge
= Annual Common
Cost + annual peak

demand.

22
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Computing the
Marginal Outage
Cost - a Numerical
Example

The table below shows an
actual computation of the
avolded cost method.

* The present values of
the investment costs and
expected electricity
production are
computed, given

g0
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weights for both cost
and output.

The average avoided
capacity charge, at the
bottom of the table,
represents the weighted
average ivestment cost
per kWh produced for
plants put into service
for this load period.



intermediate Load Plants

Total PV Total PV kWh % of % of $/kWh
capital cost total total
cost kWh
Type of
Plant
hydro 286,901,743 5,690,591,389 64% 43% 0 0504169
GT 115,909,091 5,206,502,369 26% 39%% 00222624
GCC 43,747,115 2,389,206,087 10% 18% 00183103
coal 0 0 % 0% 0
diesel 0 0 &% 0% 0]
oif steam 0 0 O% % 0
Avg KWH Capacity Charge 0033610 .

25
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In this case, hydro and
combustion turbines share
output about equally, though
hydro has far more of the
~1nvestment costs. Thus the
heavy 1nitial cost of hydro
makes the capacity cost
relatively high, though the
resulting energy cost will be
lower than with fossil plants
for the portion of the load
“that is met by hydro.



Appendix 6

Regulatory Commission,
Mr.. James Fischer



_‘ 1. Legal Issues Related to the
Creation ol the Regulatory Body

= The Electricity Regulatory Commissions Act of

1998 provides legal basis for regulating prices
and tariffs.

“®The Broad Goals are to:
> Rationalize the delivery of power;
> Achieve electricity tariff levels which recover the
real costs of delivering power to consumers;

. » lmprove the financial health of the Indian power
industry;

> Improve the quality and quantity of power
available to Indian consumers;'

> Improve the efficiency of power delivery.

A

M
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| General Legal Concepts Related to
Public Utilities

" Public Ulilities Have Two Major Legal
Obligations

> Must serve all buyers within their market area
i without undue discrimination up (o the limits of

their capacity (and they may even be required to
increase their capacity if demand for their product
expands);

> Must sell their services at “reasonable” rates or
prices.
— Reasonable prices are prices that will give the public

utility a reasonable opportunity to earn a reasonable
profit under prudent management.

Xipuaddy
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(= Shareholders of Public Ultility:

— Suceessful privatization requires investor-confidence;
— Investors must believe that their investiment is relatively
safes

— Regualator must not make arbitrary decisions that reduce
or eliminate the value of the investment;

— Have confidence that they will have a fair opportunity to
carn a reasonable return on their investment.

{ = Overall Public Interests:

— Adcquate supplies of safe and rehable electric energy,
— Promolte business and cconomic development,
— Provide basis lor growth i overall cconomy

Xipuaddy
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' Fairness and Objectivity of Regulator

|

. ® Both the reality and the perception of

competence, fairness and objectivity of regulator

are vitally important to the successful fulfillment
ol Regulator’s role.

" Rules, regulations, policies, and procedures that
contribute to assuring fairness and objectivity of

the decisionmaking process are critically
Important.

¥9 Xipuaddy
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v

\
\‘ » Consumer Interests:

\

‘ _ Qafe and adequate levels of service;

| — Eliminate undue discrimination among customer classes.
\

\

)

Broad Role of Regulator

—______________—-—-———'-—__—____—_ | }

| w An Objective and Neutral Balancer of Interests

_ Reaonable and affordable level of rates;

xipuaddy
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= Major Objectives ol Organizational Structure:

> Provide the Regulator with Support Staff that:

— Handles the filing and processing of “cases”;

— Provides expert technical advice (o the Regulator to assist
the Regulator in understanding and evaluating expert
testimony (Advisory Staff);

— Investigates, audits and evaluates the public utilities
under the Regulator’s jurisdiction and presents necessary
- Information to Regulator (Advocacy Stall);

w d

Xipuaddy
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Major Objectives of Organizational Structure (cont’d)

— Presides over the Regulator’s evidentiary hearings and
. writes the text of the official decisions of the Regulator
| (Regulatory Law Judges);

| — Handles administration of the agency, such as budgets,
payroll, procurement of supplies, and recruitment of
N cmployees (Administrative Division).

—~

Xipuaddy
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S

T'ypical Organizational Structure

1= The Regulator
» Clerical Assistants

> Regulatory Law Judges
» General Counsel

> Director of Advisory Staff
> Director of Administration
> Director of Advocacy Stafr

- Advocacy Counsel

— Director
— Director
— Director
— Dircector
— Director

of Economic Analysis

ol Financial Analysis

ol Accounting and Audits
of Engineering

of Tariffs

Xipuaddy

89



3. Operation of the Agency
—_— e

= |ssues 1o be addressed:
> Standards of Conduct;
> Rules of Practice and Procedure;

> Internal Procedures for handling cases and other

69  Xipuaddy



___——:."—‘—/'

> Lstablishment of a Uniform System of Accounts:
> Substantive Rules governing the salely and operation
ol public utilitics;
> Internal management procedures of the Agency:;
— Personnel Policies;
— Job Descriptions,
— Procurement Policies;
— Budget Preparation and Management:

— Financial Accounting requirments for Agceney recerpts and
cxpenditures.

Xipuaddy

9
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4. Standards of Conduct

4. Standar@®® o~

. m Conflicts of Interest (Financial Interest):

» Rules and regulations should define, and prohibit
conflicts of interest which could reduce the
Regulator’s objectivity and fairness.

» Most obvious conflict of interest: Regulator or
employees financial interest in regulated public
utility.

» Gratuities prohibited (including meals, oills,
services, or travel).

e xipuaddy



! I'x Parte Communications

= An Ex Parte Communication 1s a communication
with the decision-maker by one side only,
without the other interesied parties.

m'1'0 assure lairness (and the perception of
[airness) in the regulatory process, it is
imperative that the Regulator’s decisions be

- based entirely upon the “record” of the case.

,‘

2L 9 xipuaddy



= Fxamples: «)ff-the-record” discussions at a
social event, conversalions about the case with

rembers of the Advocacy Staff, or other
conversations with an interested party without

ihe knowledge ot other parties of the case.

m Rules against Ex Parte Communications should
be adopted and strictly enforced.

AR
. '
R
[} '.

€L o xipuaddy



! 5. Procedures for the Regulator’s
| Rate-setting Process: “Dockets”

\ (Cases) as Vehicles for Decision-
\ making

i m Application Dockets

| — Certificates to permit public utilities to operate or expand
1, their business;

| — Approve transfer of assets or mergers of public utilities;
— Establish prices (or tarills) for services; (File & Suspend)
— Encumber assets of public utilities to raise funds;

— Other requests for changes in regulation by public
utilities or interested parties.

19 Xipuaddy



| S. Procedures for the Regulator’s
 Rate-setting Process: “Dockets”
(Cases) as Vehicles for Decision-

. making (cont’d)

= Complaint Dockets
> Resolving complaints against public utilities;
I * Used to lower rates when considered excessive.

-mGeneric Dockets

> Used as broad investigatory dockets (o resolve
major issues.

, r Rulemaking Dockets

l ® [ L
" » Used primarily (o adopt generally applicable rules
and regulations.

% d""?

S 9  xipueddy



6. Role of the Staff in Dockets and
| Hearings

- ® When an Application or Complaint is filed, the
Chiel Docket Clerk creates a formal case and

| distributes it to the Advocacy Staff: 1

ll = The Advocacy Staff and Advocacy Counsel

decide what steps to take and what issues to raise

before the Regulator; !
| ™ Additional Stalf personnel would be added 1o {he

. . . . . l
project, as necessary (including en gineering, 1
accounting, financial analysts, and economists).

Xipuaddy
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= B. Pre-hearing Conference:

> Typically, the parties suggest a schedule for the

case al the prehearing conference, and discuss
procedural matters.

> Prehearing Conferences are also used to draft
Hearing Memorandums which state what

substantive issues need to be resolved by Regulator.

> Settlements of the case (when all parties agree on

the appropriate resolution of issues) occur at the
Prehearing Conference.

l\

&r

Xipuaddy
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= C. Hearings:
> In the United States, hearings are conducted
similar to civil trials in courts.
» Ifactual records are kept by court reporter.
\ " Regulatory Law Judge will preside over the
. hearing, ruling upon legal objections.

> Cross-examination of witnesses (questions
i regarding their pre-filed testimony) by the parties
or the Regulator occurs at the hearing.
> Hearings may take several hours, or several weeks,
depending upon the complexity of the issues and
number of interested parties.
> Written briefs are filed alter the written
transcripts of the hearing are available.

| > Witnesses file writlten testimony before the hearing.

Xipuaddy
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'D. Process and Format for Decisions

‘= Alter the briefs are filed, the Regulator begins the
process ol studying the evidence and briefs and

reaching a decision on each of the issues in the
case.

™ Regulatory Law J udge customarily discusses tlic
case with the Regulator during the

decisionmaking process, and begins writing a

decision based upon the conclusions of {he
Regulator.

'™ The final decision should be in writing, and
should explain the reasons for the decision.

63 — — A — ———
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' 8. Rules of Practice & Procedure

- ‘.'I!-

'
.
| K
i
)

l " Rules of Practice & Procedure may include:

| > Location, Mailing Address & Telephone of
' Regulator;

> Deline “quorum? for transacting business:

I » Requirements for attorneys and corporations to
appear before the Regulator;

> Requirements for various types of Applications &
Pleadings.
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{ ® Rules of Practice & Procedure may also include:
| > Discovery procedures;

> Procedures for Prehearing Conferences,
and Settlements;

> Prescribes rules of evidence;
I > Procedures for Briefs and Oral Arguments;

> Method of TIssuing Decision and Iiffective Dates;
> Sample Forms ol Applications, Complaints, elc.

Hearings

, .
. M‘l ——— ' i
p

f
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™ The Regulator should implement an Internal

I Procedures Manual for handling cases and other

matters of importance to the Agency in a
systematic and consistent manner:

> Giving notice of case to interested parties & media;

> Assigning docket numbers and regulatory law
judges;

> KFiling Staff Recommendations;

> Handling Confidential and Proprietary
Information.
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10. Uniform System of Accounts

{ = All regulated companies must keep financial
books and records in a uniform manner.

» In the United States, all electric and gas companies
are required Lo use {he Uniform System of
Accounts prescribed by the Federal Kknergy
Regulatory Commission and state commissions.

e Found at 18 Code of Federal Regulations, Part 101.
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11. Substantive Rules Governing
“Operation of Public Utilities

. @ Additional rules and regulations may be adopted
| by the Regulator to govern other aspects of
| providing electricity to customers, to promote
minimum service quality standards, billing and
collection practices, and saflety standards:

> Klectric meters;

> Reporting requirements for accidents and outages;
> Integrated Resource Planning.

¥Z 9 Xipuaddy
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| = All rates, charges and rules of any electric utility
| may be printed on «iariff sheets” filed with the

Regulator;

= Notice to consumers of exactly what rates apply
{0 Services; |

Il = Makes 1t easier 1o consider changes to rates or

\| terms ol service. |
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= Blectricity suppliers are typically required to file
annual reports with the Regulator.

= In the United States, electric companies are
required to file a “FERC Form No. 1: Annual

Report of Major Electric Utilities, Licensees and
Others.”

\l = State regulators may also require an annual
Il rcport specific to their state jurisdiction.
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| 14. Importance of Public Outreach
Programs

l{ = Public Confidence in the Regulator is critical.

| = In order to communicate with the general public,
| a Public Outreach Program is necessary.

¢ " l'ypical Public Outreach Programs include:

> Press Releases on All Major Decisions or Proposed
Rules;
> Consumer information pamphets and brochures;

> Annual Reports of Regulator to legislature and
Chief Executive.
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4. Tmportance of Public Outreach 1

Programs (cont’d) ,

1 Typical Public Outreach Programs include:
» Local Public Hearings;
» Meetings with Legislators regarding key issues;
» Video Presentations regarding Regulator and its
functions;
» Interviews by Regulator with News Media;

» Consumer Affairs Department to help resolve
specific consumer complaints--toll free telephone

72

pumber to reach Regulator.
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15. Internet Websites

= Recently, most regulators in the United States
have created Internet Websites to communicate
with the public and industry participants.

= Helpful Websites include:
> National Assocication of Regulatory
Commissioners--http://www.naruc.org/

> Federal Energy Regulatory Commission--
hitp://www.ferc.fed.us/

> Missouri Public Service Commission--
hitp://www.ecodev.state.mo.us/psc/
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|| 10. Viechanisms for Funding

> Traditionally, the following mechanisms are used lor
runding regulatory bodies:

> /\ppropriations (rom tax funds;

» Assessments of regulated public utilities;
W Uiling Fees;

of audit costs.

» Direct qssessment

. Regulatory Bodies |

xipuaddy
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Appendix 7

Design & Implementation
of an Electricity Sector
Regulatory Body,

Dr. Douglas Bauer
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Legal 1ssues related to the creation of the regufatorv body and the establishment

Appendix

Design and impiementation of an Electricity Sector Reguiatory Body

Dr Dougias Bauer

or its mandate and responsipilities

Enabiing law (state equivalent of The Electricitv Regulatory Commissions Act,
1998)

Composition of regulatory commussion
Necessary supporting staff
Responsibiiities of Commission

- Tanifs
- Terms and conditions of service

reliability

customer complaint responsiveness
power quality (voltage, frequency)
energy efficiency programs

low income customer assistance
promotion of renewable energy
market entry conditions

customer interruption priorities

Role of Hearing Examiners

Standards for Commission decision-making

Transparent decisions based upon evidence In the record taken as a
whole

“just and reasonable rates”

procedural safeguards

notice and opportunity for hearing

requirements for adeguate filings

Judiciai Review

- Who may appeal?

- Grounds of appeal?

- Standards of review? (e g, “arbitrary or capricious, ' “decision not based
upon substantial evidence in the record taken as a whole") (avordance of
substituting factual judgment of courts to that of regulatory body)

71
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Appendix

Vianagement issues particuiartv staffing orgamizationar structure and
communications

Composition of Staff
Necessarv experuse
Economics
- Fmance
- Engmneenng (power electrical, civil engineenng)
- Law
- Planning
- Strategic Planning
- Integrated Resource Planning

Tramning of Staff in utiity functions (generation, transmission distribution,
customer services, inciuding DSM)

Communications with public

Rulemaking
- Notice of hearings and opportunity for comment by interested parties

- Dissemination of decisions
Notice of inquiry (NOI) proceedings

- Torefine/narrow 1ssue definition, clanfy party positions, facilitate
technical exchange, discern possible consensus positions

- E g, congested transmission pricing, anciflary transmission services
(spinning reserve, voltage control, black start capabiiity)

- Evaluation of new organizational structures, e g independent system
operators (ISOs) to facilitate trading with generators and independent

power producers

Notice of Proposed Rulemaking (NOPR) proceedings
- Integrated Resource Planning
- Industry restructuring
- Terms and conditions of market entry
- Responsibilities of the iSO

Communications within organizations
- Within utiities (planning, rates, finance, engineenng (especiaily

transmission and distribution ptanning), DSM groups)

- Strategic planning
- Business planning (operational planning)

- Within the commission

- Ex-Parte Rules?
- Staff-commussioner communication (any time, during a contested

proceeding)
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Appendix 73

Communicanon with the Pusnc ncuaing Pupiic Cutreacn “rograms
Newstetters piil sturrers (wno owns unuseqa space?)
Citizen aavisorv committees

Rates

- DSM
Policies on interruntion gt service

Service qualitv
- Siting
- Planning
- Environment
Coalition Buiding

Mechanisms ror funaing reguiatorv boaies
- Charge to utiiittes
- Taxes levied by legisiature
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Appendix 81

Fundamentalis of Pricing, Rate-maikane and Financial Technigues
Dr Dougias Bauer

COST RECOVERY
i Revenue Requirement

Basic Pnncinte

Rates should be sutficient to pav all reasonable operating expenses and recoer tne cost ot capiai

Basic Formuia

RR =0&\ ENP - DEP EXP - TAX EXP ~ RORARB

Where

RR = Revenue Reauirement
O&\ EXP = Operanons and Maintenance expenses
DEP EXP = Allowed Depreciation expense

TAN EXP = Tax e\penses
ROR = Rate ot Rerurn (balancea on basis of capuai debvequin structure!

RB = Rate Base t1alue ot used and userui imnvesmment less accumutated depreciation

Issues in Formuia

WWhat test pertod should be used for costs’ (typrcailv 12 months tn length)
Historic or tuture

Which rate base shouid be used’
Average or vear-end

Wliuch torecasts to use’

Economemic’ End use’ Blend’

\What s included mn rate base’

Ortginai cost less depreciation pius

Assets held tor turure use (land. propern ) [somenmes|
AFUDC

Poilution Abatement

R&D
Allowance tor Worhing Capital

Normalized taxes ()

@0



: Appendix 82
accurmuated deferreq taxes treatea as cost-free caprtai
method of depreciauon (straignt line vs acceierateq)
* Disposition of controversial operaung expenses
Dues and contributions
adversing

pohitical expendituras
appiiance mercnandising

o (Cost Disallowances and Prudence Reviews
Used ana Useful Test [“outcome test]
Prudence Test

presumouon

reasonable under circumstances at the time
no hundsight disqualiifier
review on facts then

e What'sa ‘farr rate of return” [ROR]

Algebratcails, ROR = {RR - Costs] -RB

All these terms are controversial But how do we arnve at ROR from other than the resuit of tha
formuia. above? Answer “Faur Rate”

Balance efficiency and fairness

Sufficzent Revenues to achieve Reasonabie cost recoveny + Fair or reasonable rate of return 10
stochhioiders

IfROR 1s too hugh, meffictent utility 1nvestment wiil be encouraged (Johnson Asvendge effect)
IFROR 15 100 low insufficient utiity investment for eficient and adequate power suppi

*  Cost ot Caprat

Rate of Rerurn
Weignted average of debt and equty

M set by balancing cost of capital and nisk (typicailv d/e = 35/45)
US law~ no specific formuia. outcome determined

Cost of Equity

Comparable Earmings
Rusk Premuum Method
Cost of Equaty = Rusk Free Rate + Utthitv’s specific nisk premium

Discounted Cash Flow Method
Current + Expected Dividend vield



3 Appendix
Capnai Asset Pricing Model
Te =T * B(Tm ")
1, = Cost ot Equuty

-+ = Risk®Free Return
3 = Coefficient for parucuiar uulity’s stock
8 < | (uulity iess nsxy than average market risk)
8 > [ (utilitv more niskv than average market nss)

- = esumared expectea rate of remurn on broad marker porttolio

Variauons on Pricing Methods {“Incenuve or Performance Based Ratemahing ']

Setung ailowable band for ROR
profit itncenut e 10 cut costs
penaitv if costs escalate to top of band

Pnice Caps
Revenue Caps
B Cost-Based Rates and Cost Allocation
| Basis
Cost of Service Stuav
Purpose To define each customer group s appropnate share of total revenue
requirement
Four Steps

¢  group customers mnto refatn elv homogeneous usage groups based upon
total annuai load. annuai load factors, type of use (industrial commercial residental)
avaiiable customer information, customer class rate objectnves

« functionalize costs (production. storage, transmisston, distnbution. customer

accounts/services, admunsiranye)
¢ classifv funcuonalized costs {capacity, commodity (energy), customer ‘hook up ’ cost}

s  allocate costs by customer groupings
Marginal Cost (MC) vs Embedded or Accounung Cost (AC)
Useful to undertake both MC and AC Cost of Service Studies

Issues Defimuon of MC (tume perspectinve, incremental block, unmique vs common costs)

cost of determinung MC
revenue reconciilation

83
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+ Appendix 84

IL RATE DESIGN

¢ noone ‘nght way

¢ reflects business ovjecuves
¢ pam of cusIomer COntract (Price (Erms COondItons)

Some Cnitenna on Rates

e just and reasonavbile

* 1ot unguly discnminatory

avord confiscation of OWNEr Property Or CUSIOMer Oppression
¢ balancing customer and owrer interest

e fair apporuonment of costs
¢ promote economuc development and emptovment

s ennance econoruc efficiency
s reflect true social costs

Other Rate Considerations
avotding rate shock (e g $1000/mwn during recent miawest heat wave)

* mamtamng puolic acceptance

e revenue stability
» rehable bases for business and expansion planning

o relaung rates and service quality

Rate Tvpes Relating to Customer Consumpuon Profile
o flat rates
e  steprates
e dechimng block rates
¢ ncling block rates

Rate Tvpes Relating 1o Service
o firm rates

lifeline rates

interruptible rates

season rates

tme of dav rates

standbv rates

incentive rates

typicai two part tanff  capacity and energy charge

Rate Innovatons

Value-of-Service Pricing

e  Customer-specific rates
¢ economic development rates

¢ 1ncenuye rates

Performance Based Ratemaking (PBR) (20 states)

“zone of reasonableness” for ROR (inflationary imes PSNM example)
Price caps (mav discourage energy efficiency)
Revenue caps (encourage energy efficiency )
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Introduction to Key Issues
THE MARKET SHOULD BE ORGANIZED AND OPERATED UNDER THE FOLLOWING GENERAL
RULES

- Sell non-contracted output of generation companies to the pool Output that goes to the
pool will be one of the following

— Under contract to System Operator
—~ Purchased as peak, reserve, standby, reactive, or in another category

«  SYSTEM OPERATOR will establish a System Marginal Price at which distribution
companies purchase the remainder of their requirements, either from the pool or from
generation companies with surplus capacity (under a system of contracts-for-differences)

- SYSTEM OPERATOR will establish the marginal price of energy at wholesale level

Marginal Cost of Electricity = Marginal Energy Cost + Marginal Outage Cost
(computed from Dispatch) (computed from system expansion
models)
and
System Marginal = Marginal Cost + Costs of + Costs of Running SYSTEM
Price of Electricity Transmission OPERATOR & other
institutions

Xipuaddy
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Competition Rules

COMPETITION RULES, REGULATED BY CONELEC, WILL ENABLE THESE ELECTRICITY SALES
TO BE MADE IN A MANNER THAT IS BEST FOR ECUADOR

»  These rules will include the following elements
—  Public posting of all MECs and MOCs daily for the previous day’s trading
- Maintaining a registry of all bilateral contracts, including contracts for differences
~  Providing for regulation of Paute-Masar

— Overseeling and adjusting the proportions of individual generation company output
that will go to individual distnbution companies and vice-versa

—  Publish least cost simulation results annually

Xipuaddy
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Competition Rules

THIS CHART ILLUSTRATES THE TRANSACTIONAL AND INFORMATION FLO''S ON BOTH THE
GENERATION AND DISTRIBUTION SIDES
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BIDDING & SPOT PRICING
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Bidding & Spot Pricing

THE WHOLESALE MARKET WILL GIVE ALL PARTICIPANTS THE INCENTIVES AND THE ABILITY
TO RESOLVE SHORTAGES OR SURPLUSES

Generation companies will contract with each other for differences between obligations and
capabilittes SYSTEM OPERATOR will monitor these contracts-for-differences

A public forum available to all market participants (e g , daily newspapers) will print the
daily Marginal Energy Cost (MEC) and Marginal Outage Cost (MOC), with the relevant

marginal unit(s)

Xipusddy
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Bidding & Spot Pricing

THE SPINNING RESERVE OF THE SYSTEM WILL BE AVAILABLE FOR BIDDING

Generators will bid out the reserve at a given time and will be paid the system marginal
energy cost for that reserve plus marginal outage costs, If applicable

Requires a spot pricing mechanism to balance daily consumption with demands

Suppliers without contracted loads must be able to offer available capacity to
consumers

Consumers not fully contracted want a marketplace to satisfy thewr marginal supply
needs

- SYSTEM OPERATOR will be active in the marketplace

— To purchase capacity to meet its needs
— To purchase reserves to back bilateral contracts and spot transactions
— To purchase reserves for voltage support and offset reactive power consumption

Xtpuaddy
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Bidding & Spot Pricing

SPOT PRICING WILL BALANCE DAILY CONSUMPTION WITH DEMANDS, AND PROVIDE
SIGNALS TO INVESTORS OF EXPECTED RETURNS

«  Procedure for spot pricing

~ A single price will be quoted for each pricing period of the next day (hour or half-
hour intervals)

~ Spot prices will be posted publicly

—~ Consumers who do not have a bilateral agreement in place will use the spot
prices

Level of spot prices should reflect the marginal value of capacity to the system

- As system loads increase, MOCs may be higher and generators serving marginal loads will
realize extraordinary profit levels

«  Investors will view the MOC as an indicator of the price for both marginal and base load
capacity

xipuaddy
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Bidding & Spot Pricing
SPOT PRICING WILL ENCOURAGE BALANCED INVESTMENT

< Customers will face higher pool prices for load not under contract, as market tightens
«  MOC premiums will become the basis for premiums in bilateral contracts

«  Falling reserves with consequent rising outage costs will allow generators to realize greater
prices for base loads supplied under bilateral contracts

- If prices continue to nise, investors will find greater expected returns In electric generation
than elsewhere, and they will build new capacity

«  Added capacity will force prices downward In the spot market, reducing premiums In the
bilateral market as well

« Investors will continue to add capacity until diminishing returns make the investments
unacceptable in ight of other opportunities

Xipuaddy
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Bidding & Spot Pricing
SYSTEM OPERATOR MUST ESTABLISH THE COST FOR SERVING A MARGINAL UNIT OF
CONSUMPTION THIS IS CALLED THE MARGINAL ENERGY COST (MEC)

SYSTEM OPERATOR establishes MEC by soliciting bids from generators for supply for
each hour of the next day

SYSTEM OPERATOR will dispatch generation to meet marginal demands

according to least cost principles
SYSTEM OPERATOR may use calculations of MEC n place of bids

IT DOES NOT MATTER WHETHER THE MEC IS BID OR CALCULATED ULTIMATELY, BIDS WILL
ESTABLISH THESE COSTS AND THE BIDDING SYSTEM WILL ELICIT HONEST BIDS

Xipuaddy
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Bidding & Spot Pricing

SCHEDULED MERIT ORDER DISPATCH WILL BE ACCORDING TO LEAST COST PRINCIPLES

Marginal Energy Costs (MEC)

PPor Merit Order Dispatch

(Scheduled)

Peak
Load
P2

P1 Base Load 1 Base Load 2

MW

- Duning penods when demand is strictly less than the MW of base load unit 1, MEC = P1
and only Base Load Unit 1 will be dispatched

-+ During periods when demand is strictly less than the MW of peak load units, MEC = P2 and
only Base Load Units 1 and 2 will be dispatched

—  Owners of Unit 1 will earn profits above their varnable O&M costs

«  Durning periods when demand Is strictly greater than base load units 1 and 2, MEC = P3
Peaking plants, whose MECs are greater than P3, will not be dispatched

— Base load units available for peak dispatch will earn high profits during peak hours

Xipuaddy
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Bidding & Spot Pricing

LOWEST BID RESOURCES WILL BE USED FIRST, FOLLOWED BY THE NEXT LOWEST, AND SO
FORTH UNTIL ALL DEMAND IS MET

- SYSTEM OPERATOR will match staggered supply bids with a forecast of demand to set
the spot energy price

«  The price quoted for the last increment of supply required becomes the spot price for that
hour

—  All suppliers whose bids are lower will receive the price of the market clearing
supplier If they are dispatched

—  Suppliers who have generation that is not otherwise obligated can respond to the
call for bid by offering all or part of its generation at bid prices

xipuaddy
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Bidding & Spot Pricing

SUPPLIERS CAN MAXIMIZE THEIR RETURNS FOR SERVING THE SPOT MARKET USING THE
FOLLOWING PROCESS

Suppliers should bid their marginal running costs, cost of fuel, and vanable O&M This
way, each supplier 1s ensured that if he is dispatched, at worst he breaks even |f his costs
are lower than those of what turns out to be the incremental supply unit, then he realizes a

profit
—  Supplers that bid above marginal cost risk losing to other suppliers whose costs

are the same and who bid at cost
—  Suppliers who bid below marginal cost risk having that bid accepted and having to

provide electricity at a loss

Demand forecasts must be available to all market participants and must be unbiased and
consistent

The market must be regulated to ensure that all parties act in accordance to the principles
of competition

Costs for hydro plants will typically be above the actual O&M cost of supplying electricity for
all periods but baseload ones Thus, hydro plants dispatchable during shoulder and peak
periods wili obtain prices in excess of their own MECs

IF THE MARKET IS CHARACTERIZED BY A LARGE NUMBER OF BUYERS, THERE WILL BE A
SUFFICIENT DEGREE OF SUPPLY DIVERSITY TO PRECLUDE COLLUSION OR THE EXERCISE

OF MARKET POWER BY ONE SUPPLIER OR CONSORTIA

Xipuaddyy
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Bidding & Spot Pricing

MARGINAL ENERGY COSTS CANNOT CONVEY ALL INFORMATION REQUIRED FOR THE
ELECTRIC POWER SYSTEM TO OPERATE EFFICIENTLY

«  MEC will not indicate whether and under what circumstances new baseload capacity
should be built

- MEC alone will not indicate the conditions for profitable additions to hydro stations that
enhance the dispatchability of such power plants

Xipuaddy
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Bidding & Spot Pricing

CHANGES IN RESERVE MARGINS, LOAD GROWTH, RAINFALL, AND OTHER FACTORS AFFECT
THE ABILITY OF THE SYSTEM TO SUPPLY ELECTRICITY TO ALL CUSTOMERS

- This calculation is typically derived form the capacity charge that 1s made for the marginal
plant (normally a combustion turbine)

Appropriate price signals on the value of additional capacity will vary over seasons

and time of day
— The combustion turbine capacity charge may not accurately reflect the interplay of

all supply and demand factors that affect the value of capacity in the system

«  Failure of generation units I1s a serious cause of risk for SYSTEM OPERATOR

WE WILL EXAMINE TWO DIFFERENT CASES IN WHICH SYSTEM OPERATOR IS EXPOSED TO
RISK FROM UNIT FAILURE ONE WHERE UNIT FAILURE IS LOW, AND A SECOND WITH HIGHER

UNIT FAILURE

xipuaddy
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Bidding & Spot Pricing
TO SET A BID, THE GENERATORS MUST CONSIDER SEVERAL FACTORS

«  The spot price I1s established by the bid of the suppliers for the last unit expected to be
needed to serve marginal consumption

- Supplies are dispatched in the order of their bids, from lowest to highest

«  Suppliers whose bids exceed those of the last supply unit have lost their opportunity to be
dispatched

SUPPLIERS MUST BE TREATED EQUALLY AND FAIRLY AND MUST NOT COLLUDE IN SETTING
DAILY PRICES

xipuaddy
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MARGINAL OUTAGE COST
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Marginal Outage Cost

THE EXPOSURE OF THE SYSTEM OPERATOR TO UNIT FAILURE DEPENDS ON THE COST

DIFFERENTIAL BETWEEN THE PLANNED UNIT AND THE RESERVE UNIT, AND THE CERTAINTY

WITH WHICH THE LOAD FORECAST CAN BE MADE

Sources of MEC Exposure
Exposure depends on the backup cost for the
unit that fails

o f o dieat ' Itis backed up in ment
m,s‘“ it 8“9 . i ] p n
f! Sn F ! order by a low cost umit

|

Resarve load

Mid-Load

Baase Load

Dispatch Capacity

SMWH

Sources of MEC Exposure
The Unit that fails 1s hacked up at high cost

N thls,m% #ﬁ?is.
"‘ by H

n H ey .

e

J

Reserve load

Base Load

Mid Load

L.oad Forecas

I Dispatch Capacity
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Marginal Outage Cost

TO BALANCE SUPPLY AND DEMAND, SPOT PRICES MUST REFLECT MORE THAN OUT-OF-

POCKET COST OF SUPPLY THE MARGINAL OUTAGE COST WILL BALANCE SUPPLY AND
DEMAND IN A WIDE RANGE OF CIRCUMSTANCES

A further rationing cost 1s added to the marginal energy cost derived from bids received
from suppliers This i1s called the Marginal Qutage Cost (MQOC)

*  When loads are low, supplers will have marginal capacity available at relatively low prices
(when compared to contract prices) and their bids to the spot market will be low

Customers who can adjust to the attractive prices and who have marginal

consumption opportunities whose value exceeds those prices can expand loads
profitably

As supplies become more committed and marginal costs go up, so do spot prices

Consumption prices for some users will exceed the marginal value realized from
purchasing more electricity

IN THIS WAY, THE MARKET COMES INTO BALANCE THE EXCESS OF SPOT PRICES OVER THE

MEC REPRESENTS THE VALUE OF ADDITIONAL CAPACITY (OR AVOIDANCE OF LOAD
SHEDDING) AND IS REFERRED TO AS THE MOC

Xipuaddy
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Marginal Qutage Cost

MOCs BECOME IMPORTANT WHENEVER THE MARGINAL SUPPLY IS BELOW THE MARGINAL
DEMAND THAT WOULD BE TAKEN AT THE OUT-OF-POCKET COST

«  What If several generation units are out of service at the same time, so that many
customers are in the market seeking marginal supplies to replace the lost supply under
various bilateral agreements?

— The units left generating might not have enough capacity to supply the market
— Under a spot market price that relies solely on the MEC, such a capacity shortage
would result in a spot price that i1s well below the marginal value of electricity
--  This affects the customer who has lost his contract supplies and is
seeking base load to serve his everyday needs, rather than one who s
pursuing a marginal and discretionary opportunity
--  This type of situation often anses in countries with chronic capacity
deficits, and it carries large economic costs

« SYSTEM OPERATOR would be forced to curtail purchases

A SPOT PRICE BASED ON THE MEC WOULD NOT SERVE TO RATION AVAILABLE SUPPLY
AMONG COMPETING USERS, AND SUPPLY AND DEMAND WOULD BE OUT OF BALANCE

Xipuaddy
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Margtinal Outage Cost

FOR THE STATE VARIABLE, OR LIBRARY, METHOD, MOC VALUES ARE DEVELOPED USING
PRODUCTION COST SIMULATIONS AND HISTORIC DATA RELATIONSHIPS

«  The MOC can be calculated in three steps

— Develop specific combinations of system conditions

—  Establish their corresponding effect on system reliability
— Associate each with a specific MOC

Typical library elements include line loading conditions, weather and temperature
conditions, and system sendout relative to peak

Need\Response Relationships for
Calculatmg the nuoc

f load rehef of Need 2 is
required: use MOC 2 |

$kwh

.

I If load relief of Need 1
is desired Use MOC 1

N

High \
MOUTC

b
\
1

Y Need __lCBL MW

'-——- Need 2 ———ad
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Marginal Outage Cost

THE MAJOR ADVANTAGES OF THE LIBRARY METHOD ARE SIMPLICITY FOR SYSTEM
OPERATOR AND FOR CUSTOMERS, THE RELATIVE EASE OF PREDICTING THE MOC

+  Downsides of the library method include
— Reliability vanes continuously, and this model does not pick up this factor

— The MOC value will generally be either very high or almost nonexistent, giving
skewed price signals to customers

—  Library MOCs may not correspond well with spot market prices or the finer
adjustments for reliability that are likely to be found in bilateral contracts

— The method 1s subject to misinterpretation, manipulation, and misapplication

Xipuaddy
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Marginal Outage Cost

AN ALTERNATIVE METHOD, BASED ON THE CALCULATED LOSS OF LOAD PROBABILITY

(LOLP)

The formula for calculating MOC 1s simply

MOC = LOLP x Avoided Capacity Cost

Or alternately, the MOC can be calculated as

MOC = A Expected Unserved Energy x {Value of Load Lost - MEC}
A load

These advantages over the “library” method include

“True" engineering/economic representation of system state

Prices generally vary smoothly over hours, events

Price patterns vary predictably with observable conditions

Continuous variation provides subscribers with greater opportunities for response
Closest approximation to a true administered spot market operation

Well established in principle and practice iIn U S and elsewhere

The drawbacks (which primanly apply to the second equation) include

Less discretion to the system operator
Reduced ability to market electrnicity using arbitrary pricing
Controversy about the value of the unserved energy figure

Xipuaddy
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Marginal Outage Cost
THE SPOT PRICING MODEL DEVELOPED FOR ELECTRICITY POOLS PROVILES A SOLUTION
TO THE RATIONING DILEMMA

The final spot price Is that price that would result from a transaction market where buyers
and sellers resolved the discrepancies using trades based on maximizing their positions

»  There are two main methods of calculating MOC

Using data on past outage costs and applying them whenever certain state

variables call for application of certain outage cost levels
Calculating the actual cost of the expected outage that 1s associated with a

particular level of reserves

Xipuaddy
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Marginal Outage Cost

THE FOLLOWING FIGURES SHOW THE RELATIONSHIP BETWEEN THE PLANNED SYSTEM
RESERVE MARGIN, THE PROBABILITY RELIABILITY OF THE SYSTEM, AND THE LOAD

EU

FORECAST

LOLP Method
Marginal Probability of an Outage

Prob I
Reliability (|Planned System
I|[Reserve Margin

-

Reserve Margin

Xipusddy
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Marginal Outage Cost

IN THOSE CASES FOR WHICH THE LOAD FORECAST GIVES RESERVES THAT EXCEED

PLANNED RESERVES, THE MOC WILL BE ZERO

Prob
Outage

The Case of MOC = Zero

Planned System |
Reserve Margin

/Since reseryes Q

forecast loads
exceeds planned

|
|
|
I
| levels, the MOC
i
|
|

yero. j

Reserves at Load Forecast.__f

Xipuaddy
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Marginal Outage Cost

IN THOSE CASES FOR WHICH THE FORECAST RESERVES AT A PARTICULAR HOUR ARE
BELOW THE PLANNED RESERVES, THE MARGINAL OUTAGE PROBABILITY ORLOLP IS
GREATER THAN 0 AND THEREFORE, THE MOC IS GREATER THAN 0

Non-Zero Outage Costs

Planned System Reserve Margm

A 1
Prob /Sin ce Forecast reserves
Reliability ' are below planned. the
marginal outage
probability is non-zero. %
Pr. (Outage) "~ "~ ' . l

| —

b

Reserves at LLoad Forecast

Xipuaddy
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Non-Price Factors,
Dr. Douglas Bauer
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Non-Price Factors
Or Douglas Bauer

Service and Quality Performance Stanaaras

Loss of load propability
Design Cntena for transmission system
* Double contingency?
Power Quality (voitage, freauency)
Qutage auration critena
Customer service criteria (how long to respona to calls comptaints etc )
Tailoring and unbundling services
Meeting customer objectives and recognizing customer constraints

Social Objectives
Utilities as ‘Institutions affected with a public interest”

L.ooking, then, to the common faw from whence came the night which the
Constitution protects we find that when private property 1s affectea with a
a public interest it ceases to be junis privati oniy

Britain s Lord Chief Justice Hale (1609-1676)

Cited in Munn v /linois (1871) as the rationale for the right of the state to
regulated prices charged to the pubiic by a business ‘affected with a
public interest "

What are the “social objectives in which utilities are typically involved?

Residential customers

* Avoidance of ‘undue discrimination ‘(*fairness or equity considerations)

* | ow income programs (lifeline rates, standards on interruptibility for faiture to
pay bills, low income weatherization assistance programs, systems to
facilitate contributions by more affluent ratepayers to pay costs of poorer
customers)

« Assurance of equitable sharing with other customer classes of benefits of

competition

Commercial/industnai customers

» [ndustnai/commercial development (rates that for certain customers, may
recover only vanable costs plus nominail contributions to fixed costs)

» Tailored end use programs to enhance industnial/commercial productivity and
competitiveness

* Revolving fund financed DSM demonstrations

n,‘r A
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Governmentat/societal obiecuves (which utilities are expected to advance:
»  Demana Side Management (DSM) ana energy emiciency programs

« Development of renewaple resources

« Environmentat Protection

« Research and Devetopment

*  Fuel diversity
* Siting critena

Responsipiiity for ficensing, and how this regulatory runcuon 1s managed

* Nuclear power ptants (Nuclear regulatory commussion)

* Certificate or Public Need and Necessity (for project approval as prudent)

= Siting processes (In Mass heads of Public Utiity Commission
Environmental Commussion others)

Programs for clean energy, renewable energy and energy efficiency

Integrated Resource Planning
Emerging role of Markets in shaping generation choices

Portfolio standard for renewable energy

Green pricing

Continued support of renewable and efficiency programs (but an end to
rebates)

* Revoiving Fund DSM Demonstration Projects

« Emssion Caps and Tradable permits for SOX, NOX, GHGs

» [DSM Needs Assessment Studies (China)

= DSM Liaison Group (APEC)

Roie of Regutator in implementing government social policy (particularty price
subsidies)

= Setup goals expectations but leave flexibility on means of attaining them

* Learn from expenence (E g DSM has been an expenmental journey in the
US Some programs worked others didn't [ssues extend from technoiogy
through program details and customer preferences )

Price subsidies
* make costs transparent — both accounting (historic) and marginat costs

» |[f there be subsidy, make its basis or rationale explicit
* Admunister subsidies, as far as possible, outside the tanif system
» Avoid “unreasonable ' discrimination

w3y
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Case Study: Establishment
of the Wholesale Market
and their Role in
Regulation, Dr. Donald
Hertzmark
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Donald {. Hertzmark

The purpose of this presentation 1s to lay out the form
of the wholesale market and to set forth the rules for
the transactions within that market. These rules and

regulations will mmclude both spot market transactions
and free power purchase.

1 January 3, 1999
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Appendix 112

Market Structure

Generation-Side Issues

Some of the key generation-side 1ssues represent
different parts of the same questions.

* Fixing the proportion of the market that wiil be
priced competitively v. that which will be priced
n the “fixed” market 1s not independent from the
orgamzation of the generation side.

* The nature of bilateral contracts can vary greatly
Under the scheme proposed below, bilateral
contracts will be at the heart of the restructured
electricity transactions market and will be used to
enhance the transition to a competitive market.

* Finally, providing a competitive and structurally
compatible role for the Paute hydroelectric
complex will go a long way toward mitigating the
problems that are associated with constructing a
market that accounts appropriately for the value
of hydro output, especially for Paute-Masar.

January 3, 1989
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The proposed structure of the wholesale market 1s
intended to provide as great an incentive as possible
to generation and distribution companies to become
active 1 trading and contracting for capacity and
energy on theirr own. Essentially, we envision the
market to be organized and to operate under the
following general rules:

a)Four or five generation companies will be
formed, each with thermal and hydro assets;

b)Paute-Masar will be established as a private
company, with shares equally divided among
the four or five origmal generation companies
and the government and umons, as specified in
the Electrnicity Law;

c)Paute-Masar will be dispatched by CENACE.:
That 15, the company will not be able to etther
flood the electricity market or to withhold 1ts
output m order to influence prices;

d)New generation companies may be established
by therr owners around new generation assets

Please note that CENACE acts in the role of the “independent system operator” or iSO
Therefore, documents or studies that refer to the iSO are applicabie to CENACE and to
its role n the restructured electricity market 1n Ecuador

3 January 3 1989
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Donald |. Hertzmark

but will be subject to the same pool rules as the
other generation companies;

e) Initially, the generation companies will sign
bilateral contracts with the distribution
companies equivalent to 90% of the
distribution companies annual demand. The
distribution companies will purchase
electricity from at least three generation
companies. The generation companies will
obligate no more than 90% of their output,
mcluding their shares of Paute-Mazar, to
bilateral contracts;

f) The remamder of the generation companies’
output will be sold to the pool. Output that
goes to the pool will be either under contract to
CENACE or will be purchased as peak,

reserve, standby, reactive or other categories of
SETvIces;

g)For each relevant time period, CENACE will
use the Marginal Energy Cost computed from

4 January 3 1999
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Donald |. Hertzmark

Competition Rules and Regulation of the
Generation Market

CONELEC will have significant powers durmg this
transitional pertod. Its duties vis-a-vis the pool
should mclude the following

1

review all bilateral contracts, retaining

the ability to even up abusive contract
terms;

oversee the rewrite of bilateral contracts
after year 2;

retain the ability to speed up or slow
down transition to pool purchases, as
dictated by development of trading skulls
n distribution companies and generation
companies and by the formation of new
generation companies;

perform studies of contracting
efficiencies and assessment of bid
patterns for evidence of collusion or
gammg of system;

provide advice to the government with
regard to the competitiveness of the
market and the ability to allow large

January 3 1999
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Donald 1. Hertzmark

hydro mstallations to operate
mdependently;

6. establish a bidding market for cold

reserve, reactive power and, eventually
peak power and other electricity
supplies;

7. set out the types of electricity sales that
are permitted n the system and
associated rules.

January 3, 1899
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Sales Options for Generation Companies and
Associated Structural Issues

In the system envisioned above, all of the generation
companies and distribution companies, except Paute-
Masar, would be able to engage n various forms of
bilateral contracting. In particular, the generation
companies and idependent generators would find
themselves with the following sales options.

1. sell to the pool

2. sell to distribution companies directly
(bilateral contract)

3. sell to large customers directly (bilateral
contract)

4. sell to another generation company to make
up a shortage (bilateral contract)

5. sell to CENACE

6. make private arrangements with power
brokers (contracts for differences)

8 January 3 1999
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Donald |. Hertzmark

Competition Rules Will Enable These Six Types of

Electricity Sales To Be Made In A Manner That Is
Best For Ecuador-

The desiderata for such sales contracts and
agreements includes, at a mmimum the following:

* low transactional costs;
* ahigh degree of competition;

* a forum for redress of competitive or
contractual problems.

January 3 1999
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The consultant has looked at the type of competitive
environment that would best foster an efficient
transition to a competitive power market. We have
tried to remaimn mindful of the particulars of the
Ecuadorian situation, both with regard to the
dependence on hydro and to the relatively small size
of the system. It 1s envisioned that the regulator,
CONELEC, will provide a set of competition rules
with the followmng elements:

* publicly posting of all MECs and MOCs daily
for the next day’s trading

* mamtaing a registry of all bilateral contracts,
including contracts for differences

* providing rules for dispatch and regulation of
Paute-Masar

* overseemng and adjusting the proportions of
individual generation company output that will
go to mdividual distribution companies and
vice-versa

* publish least cost simulation results annually

* dispute resolution fora to adjudicate disputes
between parties

10 January 3 1999
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Donald |. Hertzmark

e

Electricity, Money and Information
Flows

PAUTE MASAR
(Owned by G1-G5)

‘ / > 4 Legena

~— @ 0  Generation Comparies
‘ @ . 9] Distnbuton Companies |
X 8 | ¢

Customers

ﬂ e TRANSMISSION L ¢
" H Information flows to and | 5
\S

from Drspatch Authorty

Flows of purchased
electnety to and from
transmission system

DISPATCH Flows of payments
(CENACE) G—— omPateMasarto

sharehokders

D)
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Donald |. Hertzmark

Assuring competition in the generation
market and providing a positive, competitive
role for Paute-Masar

One of the signal difficulties m the current structure of
electricity generation in Ecuador 1s the dominant role
played by the Paute plant. Even with planned
additions to the system, the addition of the Masar dam
and 1ts storage will keep Paute at 1ts current share of
the capacity market, about 37-38%, for the next few
years. For the transition period foreseen in this
project, the Paute complex will dominate the
landscape m Ecuador’s electric power system.

Since the Paute complex represents such a large
proportion of both investment and generation capacity,
obtaining the greatest degree of performance from the
complex will be essential to realizing the potential
economic gams from power sector restructuring. We
propose then, that the Paute complex be orgamized as a
private generation company with ownership to be
allocated among the four or five other generation
companies, as well as to the unions and the
government in a manner consistent with the divestiture
and ownership provisions of the Electricity Law.

12 January 3, 1999
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Ponaltd I. Hertzmark :

Under such a system, each generation company
mtially formed would be allocated a share of Paute
that was equal to 1ts firm capacity as a proportion of
non-Paute firm capacity in the system overall. The
sale price of the generation company would then
represent the value of Paute as well as whatever other
thermal or hydro capacity the company was purchased
by the mvestor m the restructuring. Such an allocation
would serve to stabilize the sale prices of the
prospective generation companies, smce none of them
should be vulnerable to predatory actions by an
independent Paute company. Dispatch of Paute would
be given to CENACE and the plant would be run so as
to maximize the value of output from the complex. In
other words, Paute-Masar would normally be the first
plant dispatched but water would be retaimned i a
manner consistent with an overall least cost operation
of the electric power system. Such a mode of
operation would help to stabilize the price of
electricity and might obviate the perceived necessity

for maintamning a price stabilization fund for
electricity.

Over time, perhaps six years or more, the electricity
market might expand enough that the share of Paute

13 January 3 1999
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would fall to 25% or less. If that occurs, then 1t 1s
conceivable that the plant could be spun off from the
other generation companies. However, as long as
Paute 1s so large a proportion of the total generation
capacity, it makes sense to shield the emerging
electricity market from such a concentration of power

14 January 3, 1999
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Donald I. Hertzmark !

Allocating Paute-Masar to Newly Formed |
Generation Companies.

Generation Company A Generation Company B

Pivdro Capaatye | Hhermai Capaaty Fhvdio capaaty | Thermal Capace

Shares of
Paute-Masar

Generation Company C Generation Company D

IhdroCapaaty | Fhermal Capacity Thermal Capacity

15 January 3 1999




Appenaix 1115

Donald I. Hertzmark :

The flows from Paute-Masar to the various generation
companies are money flows only That 1s, the Paute-
Masar company does not act independently 1n the
market. The various shareholders cannot direct the
company to provide electricity to 1ts own bilateral
customers. However, the shareholders may take
account of their share of Paute-Masar when
determimung the deliverability of electricity to
bilateral customers.

How to allocate shares in Paute-Masar to the newly-
formed generation companies?

1 Sum up each of the newly-formed generation

companies’ firm capacities without Paute-
Masar;

2. Add these figures together and allocate shares
of Paute-Masar on the basis of the proportion
of firm capacity held by each firm;

3.In the flotation of the shares in the newly-
formed generation companies, Paute-Masar
will be given an implicit value that will be
returned to INECEL as its share of overall
privatization receipts.

16 January 3 1999
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Donaltd |. Hertzmark

Transaction and Information Flows
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Appendix 12
Government of West Bengal
Department of Power
New Secretariat Buildings
1, K. S. Roy Rd,, 7th fl.,
Block-A, Calcutta-700 001,

No,06-Power/III Dated Calcutta,the 6th January,1999.

NOTIFICATTION

In exerciss of the powsr conferred by Sub-Section~{i of Sec,17
of tne Electricity Regulatory Commission's Act,1998, (No.,14 of 199¢

the Governor has bgen pleased to cognstitute the West Bengal Eleetal
Electricity Regulatory Commission,

The Commission shall consist of three members including the
Chair-person to be appointed by the State Government in terms of
provision of Sec,17 (6) and (7) of the Act.

The Commission shall discharge the powers and functions as
conferred to it in the Electricity Regulatory Commission’s Act,1998
and any other functions the Government of West Bengal may notify
further from time to time,

The head office of the Commission shall be in Calcgtta, West
Bengal.,

The Commission shall be a body corporate by name aforesaid,
having perpetual succession and a common seal with power to acquirs
hold and dispose ¢f property, both movable and immovable and to
contract and shall by the said nams, sug or be sued,

The Chailrperson cof the Commission shall be the Chief Executilv
of the said Commigsion.

BY ORDER OF THE GOVERNCR
S. BARMA
Secretary to the Govt, of W,Bengal

S
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The Electricity Regulatory
Commission Act, 1998
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MINISTRY OF LAW, JUSTICE AND COMPANY AFFAIRS

(Legisiative Department)
New Delflu, the 2ud Juh 1998/Asadia 11, 1929 {Sukaj

The following Act of Parftament recerved the asseat of the President on the 2nd July
1998 and 1s hereby published for general informaunn—

THE ELECTRICITY REGULATORY COMMISSIONS ACT, 1998

No. 14 oF 1998
f2ud Juh 1998}
An Act to provide for the establishment of a Central Electnienty Reguiatory Cammussion
and State Electnctty Regulatory Commussions, rattonaitzauon of electrcity tanff,

transparent pojiies regarding subsidies, gromation of efficient and environmentaily
bentgn poiscres and for matters connected therewith or modentat thereto.

Be 1t enacted by Pariiament in the Forty-minth Year of the Repubhie of India as
follows —

CHAPTER !
) PRELIMINARY

L (1) This Act may be cailed the Elezirienty Reguiatory Commussions Act, 1998 Short title. e
teat and coir

mescenent.

(2) It extends to the whole of India except the State of Jammu and Kashmir.
(3) It shail be desmed to have come o force on the 25th dav of Apni. 1998.

¥
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(2) The Centrat Commussion snail be a noay comorate by the name atoresaia havine
perpetuai succession and 3 COMMON seal with pawer to acquire noid and dispose ot propeny
both movabie and immovabic and Lo contract and shall by the sais name suc or be sued

(3) The head office of the Centrai Commussion shail be at such place as the Central
Government may by noufication i the Official Gazetie speerfy

(4) The Centrat Commussion shail consist of the following Members namely —
(a) a Chairperson and three other Members
(b) the Chairman of the Centrai Electricity Authorty appointed under sub-
1948 section (3) of section 3 of the Electricity (Suppiy) Act 1948 who shail be the
Member, ex officio
(5) The Chairperson and the other Members of the Centrai Commussion shall be
appointed by the Centrai Government on the recommendation of the Seiection Commuttee -
referred to 1n secuon 3
Provided that nothing contained in this sub-scction shall appiy to the 2ppointment of
— —— a person as the Chatrperson, where such person 1s or has been a Judge of the Supreme
Court or the Chief Justice of a High Court

4 (/) The Charperson and the Member of the Central Commussion shall be persons ~ Qualificauen

having adequate knowiedge expenence or shown capacity 1n dealing with probiems relaung  torappoinimens
to engmeenng, law, economics commerce {inance or management and shail be appointed m%’:?’:'mu
(20

in the foilowing manner, namely — bers of Centrl
(a) one person having qualification and cxpenence n the field of engineenng ~ Commission.
with specialisation 1n generauen, transmission or distribution of clectricaty,
(b) one person having qualificauon and experience 1n the ficld of finance and
(¢) two persons having quaiification and experience 1n the ficld of economics
commerce law or management
Provided that not more than one Member shall be appointed under the same
category under clause (c)

(2) Notwithstanding anything contained 1n sub-section (/), the Central Government
may appo:nt any person as the Charperson from amongst persons who is or has been a
Judge of the Supreme Court or the Chief Jusuce of g High Court

Provided that no appointment under this sub-section shall be made except after
consuitation with the Chief Jusuce of India.

(3) The Charrperson or any other Member of the Central Commussion shall not hold
any other office

(4) The Chaiperson shall be the Chief Execuuve of the Central Commission

5 (/) The Ceatral Government shall for the purpose of sub«sccuon (5) of scciton 3 Constinuuon of

consttutc 2 Sclection Commuttee consisting of— Selection Com

natice o eeom-

(@) Member of the Planming Commussion incharge of mend Mem
bers.

the energy sector ~—Chairperson
(b) Secretary-in-charge of the Minsiry of the Centrat
Government dealing with the Depantment of Legal Affairs —Member;

(¢) Chairman of the Public Enterprises Sciection Board —Member;
(d) aperson to be nominated by the Central Government in

accordance with sub-section (2) ~—Member
() aperson to be nominated by the Central Government

in accordance with sub-section (3) —Member:

() Secretary-in-charge of the Mimistry of the Central
Govermnment decaling with Power —Member
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(b) not accept any commercial empioyment for a peniod of two vears from
the date hie ceases to hold such office and

(c) not represent any person before the Central Commission or a State
Commussion in any manner

Explanation.~— For the purpeses of this sub-secuon,—

(i) “empioyment under the Central Government or the State Government”
inciudes empioyment under any iocai or ather authonty within the termitory of
India or under the control of the Centrai Government or State Government or
under any corporaion or society owned or controiled by the Government.

{1i) “commerciai empioyment” means empioyment 1n any capacity under
or agency of, a person engaged 1n trading, commercial, industniai or financai
bustness in the eiectricity industry and includes also a director of a company or
parner of a firm and 1t also inciudes setting up pracuce esther independentiy
or as partner of a firm or as an adviser or a consuitant.

7. (1) Subject to the provisions of sub-sectton (3}, any Member of the Centrai
Commussion shall only be removed from his office by order of the President on the ground
of proved misbehaviour after the Supreme Court, on reference being made to 1t by the
President, has, on an inquiry, held in accordance with the procedure prescnibed i thus behalf
by the Supreme Court, reported that the Member, ought on any such ground to be removed.

(2) The President may suspend any Member of the Centrai Commussion in respect of
whom a refersnce has been made to the Supreme Court under sub-scctson (/) unul the
President has passed an order on receipt of the report of the Supreme Court.

(3) Notwithstanding anything contained in sub-section (/), the President may by
order remove from office the Chairperson or any other Member if the Chairperson or such

other Membser, as the case may be,—
(a) has been adjudged an nsoivent, or -

(b) has been convicted of an offence which, 1n the opinton of the Centrai
Government, 1nvoives moral turprtude, or

(c) has become physicaily or mentaily incapable of acting as a Member or

(d) has acquired such financiai or other interest as 1s likely to affect prejuaiciaily
his functions as a Member; or

(e) has so abused his posttion as to render his continuance 1n office prejudicial
to the public interest.

(4) Notwithstanding anything contained in sub-section (3}, no Member shail be
removed from his office on the ground specified in clause (d) or clause (e) of that sub-
section unless the Supreme Court, on a reference being made to 1t in this behalf by the
President, has, on an mquiry, heid by 1t 1n accordance with such procedure as prescribed 1n
thts behalf by the Supreme Court, reported that the Member ought on such ground or
grounds to be removed.

8 (/) The Central Commussion may appoint a Secretary to exercise and perform
under the controi of the Chairperson such powers and duues as may be specified by
reguiations made by the Central Commussion

(2) The Central Commission may, with the approval of the Central Government
determine the number, naturc and categories of ather officers and empioyees required to
assist the Central Commussion 1n the discharge of its functions

(3) The salanes and allowances payabie to, and other conditions of service of the
Secretary, officers and other employees shall be such as may be determined with the approval
of the Central Government, by reguiations

Removai of
Members.

Officersof
Central
Commssion
and oher staff

135
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(b) ta reguiate the taniff of generaung companies other than those owned or
controiied by the Central Government speciiied in clause (a), if such generating
companies enter into or otherwise have a composite scheme for generauon and sale

of electricity 1n more than one State,
(c) to regulate the nter-State transmission of energy nciuding tanff of the
transmussion utilittes,
(d) to promote competiion efficiency and economy 1n the acuvines of the
clectricity industry,
(e) to aid and advise the Central Government 1n the formuiaton of tanff poiicy
which shall be—
(9 fair to the consumers, and
(u) facihitate mobilisaton of adeguate resources for the power sector;

(/) to assoctate with the environmental regulatory agencies to develop approprn-
ate policies and procedures for environmentai regulation of the power sector;

(g) to frame guideitnes 1n matters relaung to electricity tanif,

(h) 1o arbitrate or adjudicate upon disputes invoiving generaung companies or
transmussion utlities 1n regard to matters connected with clauses (a) to (c) above,
(¢) to ard and advise the Centrai Government on any other matter referred to
the Centrai Commuission by that Government.
14. (1) The Centrai Commussion may, by noufication, establish with effect from
such date as 1t may specify 1n such notification a Commuttee to be known as the Centrai
Advisory Commuttee

(2) The Central Advisory Commuttee shail consist of not more than thirty-one members
to represent the nterests of commerce, industry, transport, agricutture, {abour consumers
non-governmental organisauons and academic and research bodies in the energy sector

(3) The Charrperson and Members of the Central Commission shall be the ex officio
Chairperson and ex officte Members of the Central Advisory Commurtes
15 The objects of the Central Advisory Commuttee shail be to advise the Central
Commuission on,—
(f) major questions of policv,
(:i) matters refaung to quality, continuity and extent of service provided
by the licensees,
(15} comphiance by the licensees with the condiuons and requirements
of their licence, .
(iv) protection of consumer interest, and
(v) energy supply and overall standards of performance by uulies
16. (1) Any person aggrieved by any deciston or order of the Central Commussion
may file an appeal to the High Court.
(2) Except as aforesaid no appeal or revision shall lie to any court from any decision
or order of the Central Commission

(3) Every appeat under this section shall be preferred within sixty days from the date
of communication of the decision or order of the Central Comrmussion to the person aggneved
by the said decision or order

Provided that the High Court may entertamn an appeal after the expiry of the said
pertad of sixty days if 1t 1s sausfied that the aggneved person had sufficient cause for nol
preferring the appeal within the period of sixtv davs
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(6) Before recommending any person for appointment as a Member the Sclection
Commuttes shail sausfy seif that such person does not have any financiai or other interest
which 1s likely to affect preyudicaaily hus funcuons as a Member

19 (/) The Chairperson or ather M_cmber shail hold office 2s such for a term of five
years from the date on which he enters upon his office but shail not be ehigibie for
reapposntment

Provided that no Chairperson or other Member shall hoid office as such atter he has
attaineg —

(a) 1n the case of the Chairperson, the age of sixty-five years, and
(b) tn the case of any other Member, the age of sixty-two years

{2) The salary and allowances payable to, and the other terms and conditions of
service of the Members of the State Cammussion shall be such as may be prescribed by the
State Government.

(3) The salary, allowances and other conditions of service of the Members, shall not
be vaned to thetr disadvantage aiter appointment.

(4) Every Member of the State Commission shail before entening upon his office,
make and subscribe to an oath of office and of secrecy in sucn form and in such manner
and before such authority as may be prescribed

(5) Notwithstanding anything contaned in sub-sectton (/) or sub-section (2), a
Member may—

(a) relinquish his office by giving 1n wniting to the Governor notice of not less
than three months, or
(b) be removed from his office in accordance with the provisions of secuon 20

(6) Any Member ceasing to hold office as such shail—

(a) be mnehgble for further employment under the Centrai Government or any State
Government for a period of two years from the date he ceases 10 hold such office;

() not accept any commercial employment for a pertod of two years from the
date he ceases to hold such office, and

(c) not represent any person before the Centrai Commussion or State Commus-
slon in any manner

Explananon—For the purposes of this sub-section,—

(i) “empioyment under the Central Government or under the State Government”
includes empioyment under any iocal or other authonity wathin the termtory of India
or under the controf of the Centrai Gavernment or a State Government or under any
corporauion or society owned or controlled by the Government.

(1) “commercial employment™ means empioyment 1n any capacity under, or
agency of, a person engaged n trading, commercial, industrial or financial business
1 the electricaty industry and includes also a director of a company or partner of a
firm and 1t also nciudes seting up pracuce etther ndependentiy or as partner of a

firm or as an adviser or a consuitant.

20. (1) Subject to the provisions of sub-section (3), any Member of the State
Commusston shalf only be removed from hus office by order of the Governor on the ground
of proved misbehaviour after the High Court, on reference being made to 1t by the Governor
has, on inguiry, held 1 accordance with the procedure prescribed in that behaif by the
High Court. reported that the Member, ought on any such ground to be removed
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(&) w sub-secuan (J) of sectuon 9 the brackets and woras (incluaing the
Member ex officio) shail be omitted

24. (/) The State Commussion may; by nottficauon establish with effect from sucn
date as it may specify in such noufication a Commuttes to be known as the State Advisorv
Commuttee

(2) The State Advisorv Commuttee shall consist of rot more than twenty-one members

to represent the aterests of commerce, indusiry, transport, agniculture, labour, consumers,
non-governmental organisauons and academic and research bodies in the energy sector

(3) The Charperson and the Members of the State Commussion shall be ex officio
Chairperson and ex officin Members of the State Advisory Commuttee.

25. The objects of the State Advisory Commuttes shall be to advise the Commussion
on—

(/) major quesuons of policy,

(¢f) matters reiating to quality, conunurty and extent of service provided
by the licensees,

(ui) compiiance by licensees with the condittons and requirements of
therr iicence,

(¢tv) protection of consumer nterest, and
(v) energy supply and overall standards of performance by utihues.

26. The State Commussion shail authonise any person as 1t deems fit to represent the
interast of the consumers in ail the proceedings befare 1t

27. (7) Any person aggrieved by any decision or order of the State Commuission may
file an appeat to the High Court.  ~

(2) Except as aforesaid, no appeai or revision shall lie to any court from any decisian
ar order of the State Commussion

(3) Every appeal under this section shail be preferred within sixty days from the date
of communication of the decision or order of the State Commussion to the person aggneved
by the said decision or order

Pruvided that the High Court may entertain an appeal after the expiry of the said
period of sixty days if 1t i1s sausiied that the aggneved person had sufficient cause for not
preferning the appeai within the said penod of sixty days

CHAFPTER V1
ENERGY TARIFF

28. The Central Commussion shail determine by regulauons the terms and conditions
for fixation of tanff under ciauses (a), (b) and (c) of secuon I3, and 1n doing so, shall be
guided by the foilowing, nameiy —

(a) the generaung companies and transmission enuues shall adopt such
pancipies 1n order that they may cam an adequate return and at the same ume that
they do not exploit therr dominant positton in the generauon, sale of electricity or in
the inter-State transmussion of electricity,

(b) the factors which wouid encourage efficiency, economical use of the
resources, good performance opumum tnvestments and other matters which the

Central Commussion consigers appropriate,
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(¢) nanonai power pians tormutated by the Cenmai Government. ang

(d) sucn financial principies and their appnicauons contained n Scheauie VI
to the Electricity (Suppiy) Act, 1948 as the Commussion considers appropriate

29, (1) Notwithstanding anything contained in any other law, the tanff for intra-
State transmission of electmcnty and the wanff for suppiy of electricity, gnd, wholesaie
bulk or retail. as the case may be, in a State (hereinarier referred to as the “tanfi” shail be
subject to the provisions of this Act and the tanif shail be determined by the State
Commussion of that State 1n accordance with the provisions of this Act.

(2) The State Commussion shall determine by reguiauons the terms and conaitions
for the fixauon of tanif, and in doing so, shall be gwided by the following, namely —

(a) the pnincipies and their appiications provided 1n sections 46, 57 and 57A
of the Electricity (Supply) Act, 1948 and the Sixth Schedule thereto,

(&) 1n the case of the Board or 1ts successor enutes, the principies under secuon
59 of the Electnicaty (Supply) Act, 1948,

(c) that the tanif progressively reflects the cost of supply of electricity at an
adequate and improving ieveli of efficiency,

(d) the factors which wouid encourage efficiency, economicat use of the
resources, good performance, cpumum nvestments, and other matters which the

State Commussion considers appropniate for the purposes of this Act,

(e) the interests of the consumers are safeguarded and at the same ume the
consumers pay for the use of electrcity in a reasonable manner bascd on the average

cost of supply of energy,

(f) the electricity generanon, transmission, distribunon and supply are conducted
on commercial prninciples:

(g) nauonai power plans formuiated by the Central Government.

(3) The State Commussion, wiile.determining the tanff under thus Act, shall not
show undue preference to any consumer of electricity, but may differentiate according to
the consumer's load factor, power factor, total consumption of energy dunng any specified
peniod or the ume at which the supply s required or the geographical position of anv area,
the nature of supply and the purpose for-which the supply 1s required

(4) The holder of each licence and other persons including the Board or 1ts successor
body authornsed to transmit, sell, distribute or supply electricity wholesaie, bulk or retail
in the State shall observe the methodologies and procedures specified by the State
Commussion from ume to time 1n caiculaung the expected revenue from charges which he
1s permutted to recover and tn determining tanffs to collect those revenues

(5) If the State Government requires the grant of any subsidy to any consumer or
class of consumers in the tanif determined by the State Commussion under this section the
State Government shall pay the amount to compensate.the person affected by the grant of
subsidy 1n the manner the State Commussion may direct, as a conditton for the license or
any other person concerned to impiement the subsidy provided for by the State Government.

(6) Notwithstanding anything contained 1n sections 57A and 57B of the Electnicity
(Supply) Act, 1948 no raung commuttee shall be consututed after the date of commencement
of this Act and the Commusston shall secure that the licensees compiy with the provisions
of their ficence regarding the charges for the saie of electricity both wholesale and retail
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thereon shall be forwarded annuaily to the State Government by the State Commussion and
the State Government shall cause the, auait report to be fard, as s0on as may be atter it is
recetved. before the State chxslamre

35. (1) The Ceatral Commmussion shall prepare once every year, 1 such form and
at such ume as may be prescrnibed, an annuai report giving a summary of Its acuviues
dunng the previous year and copies of the report shall be forwarded to the Ceatral

Government. \

\
(2) A copy cf the report recetved under sub-section (/) shall be laid, as soon as may
be after 1t 1s received, before each House of Parliament.

36. (1) The State Commussion shall prepare once every year in such form and at
such ume as mav be prescnibed, an annuai report giving a summary of its acuvites gunng
the previous year and copies of the report shail be forwarded to the State Government.

(2) A copy of the report recerved under sub-secuzon (7) shail be laid, as soon as may
be after 1t 1s recetved, before the State ch:siaan\'e

CHAPTER VI
MisceLLANEOUS

37. The Commussions shail ensure transparency while exercising thetr powers and
discharging therr funcuons.

38. (1) In the discharge of 1ts funcuons, the Central Commusston shail be guided by
such direcuons 1n matters of policy mvoiving public interest as the Central Government
may give {0 it In wrung

(2) If any quesuon anses as to whether any such direcuon reiates to a matter of policy
invoiving public interest, the decision of the Central Government thereon shall be final.

39, () In the discharge of its functions, the State Commussion shail be guided by
such directions 1n matters of policy mvoiving public interest as the State Government may

give 10 1t 1n wnung

(2) If any quesuon anses as to whether any such direction reiates to a matter of
policy invoiving public 1nterest, the decision of the State Government thereon shall be
final .

40. The Chairperson, Members, officers and other empioyees of the Commussions

shall be desmed when acung or purporung to act in pursuance of any of the provisions of
this Act, to be pubic servants withun the meaning of secuon 21 of the Indian Penal Code

41 The provisions of thus Act 1n so far as they reiate to the State Commussion shall
not apply to the Comnusstons estabhished under the Onssa Elccmcxty Reform Act, 1995
or the Harvana State Electnicity Reform Act, 1997

42. All proceedings before the Commusston shall be aeemed to be juaicial procesaings
within the meaning of secuons 193 and 228 of the Indian Penal Code and the Commussion
shail be asemed to be a civit court for the purposes o1 secuons 345 and 346 of the Code of

Cnmunai Proceaure 1973
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Sec. 1]

48 No court shall 1ake cogmzance of an offence punishable unaer this Act except
upon a complaint 1 wriing made by the Commission or by any other officer duly

authonsed by the Commussion for this purpose.
49 Nothing contained 1n this Act or any ruie or regulation made thereunaer or anv

istrument having effect by virtue of this Act rule or reguiation shall have effect 1n so tar
as 1t 1s inconsistent with any other provisions of the Consumer Protection Act 1986 or

the Atomuc Energy Act, 1962,

50 The Central or the State Commission may, by generai or speciai order in wrniting
delegate to any Members officer of the Central or the State Commuission or any other
person subject to such conditions, if any, as may be specified in the order such of 1uts
powers and funcuons under this Act (except the power ta settle disputes unaer Chapters
T and V and the power to make regulattons under secuon 55 or secuon 58) as it may

deem necessary
§1. With effect from such date as the Central Government may by nouficauon 1n
the Official Gazewte appoint sub-secuton (2) of section 43A of the Electricny (Suppiy)

Act 1948 shall be omitted

Provided that different dates may be appointed for different States

52, Save as otherwise provided 1n section 49 the provisions of this Act shall have
cffect notwithstanding anything inconsistent therewith contained in any enactment other
thar this Act.

53. The Central Government may give directions to a State Government as to the
carrying out into executian of this Act in the State

54. (1) The Centrai Government may by notification 1n the Official Gazette make
rules for carrying out the purposes of this Act.

(2) In parucuiar and without prejudice to the generaiity of the foregoing power
such rules may provide ior ail or any of the following matters namely —

(a) the salary and allowances payable to and the other conditions of service of
the Chairperson and Members under sub-section (2) of section 6,

(b) the form and the manner 1n which and the aythority betore whom oath of
office and secrecy should be subscribed under sub-section (4) of section 6

(¢} the form 1n which and the ume at which the Centrali Commussian shall
prepare its budget under sect on 31,

(d) the form 1n which annual statement of accounts to be prepared by the
Central Commussion under sub-section (/) of secuon 32,

() the form and the nme within which annual report should be filed under
sub-section (/) of secuion 35, .

(f) any other matter which 1s to be or may be, prescribed or in respect of
which provision 1s to be made by ruies

§5. (1) The Central Commussion may, by notitfication 1n the Official Gazette maxke
reguiattions consistent with this Act and the rules generailv to carrv out the purposes of

this Act
(2) In parucuiar and without prejudice to the generaintv of the toregoing power
such reguiations may provide for all or anv of the following matters nametv —

(a) the powers and duties of the Secretarv unaer sub-section (/) of sccuon §

(b) the saiaries ailowances and other condinons ot service of the Secretary
officers and other empiovees under sub-section (3) of section 8

(c) th terms and conditions ot the consultants apoointea unger sug secuon

(4} ot secuion 8
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48 No court shall 1ake cognizance of an offence punishable under this Act except
upon 3 compiaint 1n wnung made by the Commussion or by any other officer duly

authonsed by the Commussion for this purpose
49 Nothing contamned in this Act or any rule or regulation made thereunder or any

instrument having effect by vinue of this Act, rule or reguiauon shall have efiect in so far
as 1t 1s iconsistent with any other provisions of the Consumer Protecuion Act, 1986 or
the Atomic Energy Act, 1962

50 The Central or the State Commission may, by generai or speciat order in wniting
deiegate to any Members officer of the Central or the State Commussion or any other
person subject to such conditions if any, as may be specified in the order such of its
powers and functions undar this Act (except the power to settie disputes under Chapters
IIl and V and the power to make reguiations under section 55 or section 58) as 1t may

deem necessary

S1. With effect from such date as the Central Government may by nouficauon n
the Official Gazette, appoint sub-section (2) of section 43A of the Electricity (Suppiy)

Act [948 shall be omitted

Provided that different dates may be appointed for different States

52. Save as otherwise provided in section 49 the provisions of this Act shall have
cffect notwithstanding anything inconsistent therewith contained 1n any enactment other
than this Act.

53. The Central Government may give directions to a State Government as to the
carrying out into execution of this Act in the State

54 (/) The Central Government may, by notfication in the Official Gazente make
rules for carrying out the purposes of this Act.

(2) In particular and without prejudice to the generality of the foregoing power
such rules may provide for all or any of the following matters nameiy —

(a) the salary and allowances payable to and the other conditions of sesvice of
the Chairperson and Members under sub-section (2) of secuon 6,

(b) the form and the manner in which and the aythonty before whom oath of
office and secrecy should be subscribed under sub-section (4) of section 6

(c) the form 1n which and the ttme at which the Ceatral Commussion shall
prepare its budget under sect on 31,

(d) the form in which annual statement of accounts to be prepared by the
Central Comrmission under sub-section (/) of section 32,

(e) the form and the ume within which annuai report shouid be filed under
sup-section (/) of section 35, .

() any other matter which s to be, or may be, prescribed or in respect of
whicn provision s to be made, by rules

55 (/) The Central Commussion may, by noufication in the Ofiicial Gazette make
reguiations consistent with this Act and the rules generally to carry out the purposes of

this Act
(2) In parttcutar and without prejudice to the generahity of the foregoing power
such regutations may provide for all or any of the following matters nametv —

(@) the powers and dunes of the Secretary under sub-section (/) of secuon 8

(b) the salaries allowances and other condstions of service of the Secretary
officers and other employees under sub-secuon (J) of secuon §

(c) th terms and condittons of the consuliants appomnted unger sup-scction
(4) of section 8
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Sec 1] THE GAZETTE OF INDIA EXTRACRDINARY Appenaix

60. (D If any difficulty anses in giving esrect to the provisions of this Act. ths
Centrai Government may by orger pupiished 1n the Official Gazette maxe sucn orovisions
not inconsistent with the provisions of this Act as may appearto be necessary tor removing
the difficuity

Provided that no order shall be made unager this secuon atter the expiry of two
years from the date ¢t commencement of this Act.

(2) Every order made under this secuon shall be laid as soon as mav e after 1t 1S
made betore eacn House of Parhiament

61 (/) The Electricity Regutatory Commussions Ordinance 1998 1s hereoy repeased.

(2) Notwithstanaing such repeal anvthing done or any action taken unaer the saia
Ordinance shail be aeemed ta have been done or taken unaer the corresponaing provisions

of this AcL
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Secy 1o the Govt of Indic.
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Issue o 1 Jystem of Accounis

(Licensee to institute a system of accounts using recognised accounting
standards)

The licensees have to adopt a proper system of accounts and accounting
procedures based on international standard which will help deveioping operational economic
and financial data on cost, consumption and other relevant vanables These data shall enable

the Commussion to regulate the taniffs of the hicensees effectively, while protecting consumers'
nterest

The Comnussion prepared and issued an extensive set of filing requitements
entitled "Guidelines for Revision of Tanffs" and " Procedure for Tarff™ for Gndco's 1997-98
tanff filings Though Gndco has expressed its inability to meet the accounung and data
requirements of the Commission (il the ead of 1999, 1t should not be difficult to furnish the
same for future tanff fillings The Commuission shall consider the future filings once the said
data requirements are met

/
15
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[ssue No 2 Subsidy anag Subsi

(Lucensee to rcduce and eliminate subsidies and cross-subsidics in existing
tanfls, meet power gquality standards (rchabulity, voltage, stability, ctc)

reduce losses, technical and non-technical (theft), «nd lostall new and
upgraded metering)

Perhaps the most pressing need for reform in the elecinicity industry 1n tne state
cormes i the arcas of cross-subsidisation, quality of power, reduction of losses and metering of
customer's consumption apan from the accounting system While cross-subsidisation 1s still 1n
operation, undoubledly there 15 scope for improving quaiity of power supply and reducing
transmussion and distribution losses Moreover price increases should be accompanied by
unprovement in the quality of power Losses threaten the licensee's financial heaith and keep
prices unnecessanly high to the paying consumers Estumates of unmetered consumption are a
poar substitute for actual charges based on meter reading and inhibit the Commussion'’s ability
to ensure that the liceasee 1s receiving the proper amount of revenue from the customers
Further lack of time-of-use metenng imuts the Commussion's ability to examune whether prices
incorporate incentive of disincentive based on the usage of the eleatricity by the customer
dunng the peak or off-peak hours These problem areas affect the commercial viability of the

electricity sector as weil as consumers' satisfactior 2dversely and, therefore, need 1o be tackled
soon

While the Commussion could develop ideal standards of performance and
impose them on the licensee, 1t s incumbent on the laiter to develop appropriate plans and
present them to the Commussion for consideraion Such an approach sharpens the licensee's
experuse and expenience 1n these areas and brings 1t 1o the Commussiog's scrutiny and also
assures the consumers about e sieps taken or contempiated to be taken on the matter The
Commussion, therefore, provided 1 a tanff guidance document that the hicensee develops a
plan for reduction of losses wathun 2 specified ime penod and file it with the Commussion for
review and possible revision,

Efficency cntenion requires that tanff should be cost-based without any
cross-subsidisauion. It also has mummum T&D loss and effective metening as the base. Gndeo
has agreed to reduce the level of cross-subsidisation over a peniod of tune and should file a loss
reduction programme [t has already submutted the performance standards for the approval of
the Commussion. Gndco however, feels that upgrading the status of metenng to efficient levels
will take ume and require considerable amount of investmenti. In any case the coasumers
should not be penalised for the wefficiency of the licensee. For instance, the hicensee should
not be allowed to collect energy charges without providing required level of service. The
licensee should institute time-of-day metering. Any subsidy programme should mandatorily be
financed by the Government 1n the annual budget -

W,
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Issue No 3 Determmination of Revepue Requirement

(How will a licensec 5 basic overail revenue requircments be determincy)

There are three approaches to determine overall revenue requirements viz
actual historic accounting costs, csuimated future accounting costs and estimated marginal
costs Actual historic accounting costs have the virtue of being susceptible 1o audit 1if they are
taken from the books and records of the licensee  Also the overall revenue requirements of a

licensee would be fairly stable from year 10 year using this type of cost as the basis {or revenue
determination

However, since tanffs are set to be effective 1n some future tume period and the
level of costs incurred in a past test period may not correspond with costs expected to be
incurred during that future peniod, it may be more appropriaie to use a {orward-looking Test
Year as the basis for revenue requirement determunation The Test Year revenue requircment

1s esumated based upon actual past cost levels adjusted for inflation and known and measurable
changes in the future

In a compeutive market all panicipants receive total revenues based upon the
marginal costs of the marginal producer No guarantee is made that any participant will be able
10 earn 1ts total costs as is generally the case under regulation Thus efficient regulation would
require use of marginal costs in setting revenue requirements However, use of marginal costs
for thus purpose raises a number of practical problems Revenue denved by charging full
marginal costs as pnces can significantly fluctuate from year to year and consumers may find
the resulung fluctuation 1o the tanff difficult to understand Secondly esumation of marginal
costs 1s itself a difficult task and requires tume

Whule the Commussion recognizes the bencfits of tanffs that reflex curreat
costs, either through the use of a Future Test Year or marginal costs, it appreciates the
desirability of bewng able to audit histonical accounting costs and the stabuuy-of the resulting
taniffs Therefore, the Commussion proposes 1o utilize the current Sixth Schedule RoR
methodology and the requrements io meet specified performance standards. Gridco agrees
with the conclusion reached by the Commussion to utilize the current Sixth Schedule RoR
methodotogy to determine revenue requirements In any case revenue required 15 a funcuon of
variables like fixed and variable costs, taxes, rate base and rate of return -
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Issue No 4 Appropriate Price Reguigtion

(What generat method of price regulation will the Commussion employ for
Orissa licensees, {n bath short and long term)

The choice of methodology to regulate electricity pricing by the Commussion has
to be 1n conformity wath the Reform Act 1995, the relevant section {Section 26(5)] of which

says that taniffs "shall be just and reasonabie and be such as to promote economic efficiency 1n
the rupply and consumpuion of electricty *

Section 26(2Xa) of the OER Ac sets sections 57 and 574 of the
Eleancuy(Supply) Act, 1948 and its Sixth Schedule as the baseline for Onssa Tanff
regulation The Act also allows the Commussion to depart from that baseline on valid reasons
in determuning allowed revenues(Section 2&3)) Clearly 1f the stated objective of the Act 1s to
be better achieved by departure from this baseline regime, then the Commission has a duty to
make such changes and expiain the reasons for the same in writing

The best solution to the problem of electricity pricing may he with the market
forces However, the electnicity industry is being characterised as a natural monopoly There
1s, therefore, a need for 2 regulatory framework to achieve natural efficiency tn the wndustry
Such efficiency may result i competitive priang 1dentical 1o what would have been achieved
by market forces The Commussion's goal then 1s 10 achieve such low cost compeutive prices
through the reguiatory framework

The traditional framework for sc... 5 elexnicity prices i1s governed by the
Rate-of-Return (RoR) regulation. The Sixth Schedule of Electnicity (Supply) Act, 1948 1s one
such methodology It 1s sometumes referred to as cost-plus pricing because the regulatory entity
is able to collect all its cost plus a regulated return on its investment from the customers In
general this method sets the total allowed revenues of the uulity according to the followang
formula

RR=[R.BXR0R]+ED+ Eun * T
Where :

a) RR = the total annual revenue requirement of the utility

b) RB = the rate base (required investment) of the utility

C) RoR = the allowed rate of return (debt and equity) on
investment.

d) E, = annual depreciation expense

¢) Egan= annual operation & mainienance (O&M) expense

N T = annual taxes paid by the utity

Under ttus general framework the utlity has the respoasibility of proving io the
regulatory body's satisfaction that each proposed element of the revenue required is prudent
For 1nstance, investments made 1 capital plant must be shown 1o be useful 1a the provision of

\b¥
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clectric service in order 10 be inctuded in the RB term of the formuia Simifarly inaiv dual

Operaung ¢xpense items must D¢ shown 10 be necessary in order 10 be included in the Loam
term

The revenue requizements of the regulated company are fixed and based upon
the values of the terms in the formula dunng a Test Year (see discussion on cost basis in [ssue
5), usually adjusted for known and measurable changes so as to reflect conditions expecied 0
prevail during the time the proposed tariff will be 1n effect Each term of revenue requirement
formula ts usually subjected to intense regulatory scrutiny and many are extensively contesied
by parnes (o the regulatory proceeding

There are several advantages of RoR regulauion First, the system limits prices
based upon a test year and they are unchangeable unti the next tanff proceeding After prices
are set, the regulated eatity's rate-of-return vanes depending upon many scemungly
uncontrollable aspects of cost and 1ts ability to control those costs which can be controlled
Second, and as a resuit of the first, there 1s some ncentive for the utility to numimize cost
between tanff proceedings Third, the close adminis*ration of prices by the regulator enables it
to speaify the exact form prices must take Founh, non economic goals such as price relief for
some sections of consumers are casier 10 meet using this system Last, the hearings on tanff
changes provide consumers 3 forum to present their views regarding the performance of the
regulated utility

This sysem also has several disadvantages. Furst, its cost-plus nature reduces
the incenuve for the utiity to mummize cost in the long run. Second, if the allowed
rate-of-return 1s greater than the actual cost of capntal, there wiil be an incentive for the utility
to build plant which may not be essential

An altemauve methodology 1s Performance Based Regulation (PBR) which is a
development over rate-of-return/rate base regulation Performance Based Regulation secks to
elimunate some of the reguiator command and control aspects of RoR regulation and substitutes
it by a system of incenuves(or penaiues) for performance by the regulated eatity outside 2
*normal" range A PBR system can be quite simplc and focuscs on 3 singie area of utluy
operation such as generating plant rehiability or system losses It can be more complex and
wide-ranging in its applicability by taking into account suca things as customer sausfaction,
outages at the consumer level, customer load growth, general inflation, prices to consumers,
among others Whether sumple or compiex, the purpose of the system 1s to relinquish some of
the regulator's review power over one of more elements 1n tag revenue requirement eauation
set out above Instead, monetary incentives for good results or peualties for bad ones are
substituted which the regulated eatity can eamn or pay rcspectively thereby affecng its
profitability

There are cenain charactenstics that are present 1o a good PBR System of
regulation. Furst, the focus of the system should be on controllable aspects of the atility's
operations There s no pownt in creating a goal the uulity can never aclueve. Second, the
system should be put into effect relatively for a longer penod of time to recognize the
short-and-long term trade offs made by the uulity For example, it 1s possibie for a utlity to

%
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pay a oit more in terms of capital cost tor a transformer with lower associated losses Over
ime the capual cost would be more than offset by reduced losses Third, the many
interrelationships between areas of uulity operations should be well recognized Fourth, the
possible rewards and penalties under the program should arguably be symmetric For instance,
the maximum potential reward for improvement 1n system rehiability should be the same as tne
maximum potential penaity for failure to improve rehiability Fifth, those rewards and penallies
shouid be himited 1n size s0 as not to unnecessarii* enrich the uulity or threaten uts financial
viability Sixth, the targets set for the uulity should be a range of reasonable performance
leveis based on external and normative standards so that the uulity's own performance s not
included 1n denving the standard Last, the focus of a good PBR programme 1s resuits, not the
methods used to achieve those results

A good PBR system of regulation has both advantages and disadvantages. The
advantages are much the same as those listed for the RoR method with two important
additions First, a definite tncent = for cost minumization ¢an be bullt 1ato the system Second,
a working PBR system may reduce the need for repeated tanff filings by the hcense(s) The
first disadvantage of a PBR sysiem 1s that unless the system 1s carefully designed, there may be
an wcentive for the regulated entty to lower service quality while pursuing monctary
incentives tn other areas Second, there 1s less regulatory scrutiny 1in a well-designed PBR
system because incentives or penaluies take the place of such oversight Third, there 1s less
public 1nput to the wnff process under this sysiem because hearnngs are not held as frequently
as under a RoR system

For proper design of a good PBR system, comprehensive and rehiable data are
an essenual requirement These data should be amenable to independent venfication

The Commussion has coasidered the advantages and disadvantages of the two
basic forms of regulation and 1s inclined to continue to utdize the methodology 1 the Sixih
Schedule of the Electnicity (Supply) Act,1948 which 1s a form of RoR regulation until such
lume as data become avaiable to nstitute a comprehensive form of PBR 1n conjunction with
the Sixth Schedule The Commussion believes that a PBR scheme can be accommodated withta
the Sixth Schedule. For example, if 2 licensee exceeded a performance goal for retiabihity w
any given year, it could be allowed to collect an additional amount of return (as set in the PBR
parameters) i the following year subject to the humits imposed by the Sixth Schedule
Likewse, under performance would lead to a reduction in the amount of allowed return in the
following year.

Gndco, whuch 1s the sole licensee 1n Ornissa, agrees that a PBR system of
regulation 1s more transparent Suace price regulation may at best yield 2 seccond-best solution,
there 1s scope lor nefficiency parucularly when there 1s no penalty for poor performance.
While the Commussion will make all efforts to ensure prudence on the expenditure side,
standards of performance should be carefully designed so as not to allow unnecessanly excess
teturn to the licensee or to avoid penalty truly not required -

14 9
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Appendix 14 10
Issuc ~o & TapfT Faling Requirements

(What wiil be the fihng requirements for tanff filings made with

Commussion by Grdco and other licensces)

Tre tanff filing requirements were .onveved 1o lhe licensce Dulore the
proceecings for tanfl fixauon for the 1997 98 financial vear The requirements have been
supplemented and updatea for the current 1anff proceecing which 1s underwav This nas been

handed over to the hcensee Gnidco wno have led i~formation to a reasonably satistactory
degree

The Sixth Schedule has been incorporated 1n Section 57 and 57 A of the Supply
Act The said Sixth Schedule has been made the basis of tanff calculauon in the OER Aal,
1995 also 1t has been prescribed in the Sixth Schedule that when the licensee intends to
enhance the charges for supply of electnicity, 1t has to send the proposaf accompanied with
such financial and technical data as may be prescribed by general or special order Theretore,
keeping 1n view the requirements of the Sixth Schedule, the Commussion has drawn up
elaborate proforma and information requirement which have been conveyed to the hicensee for
filing along with the tanff proposal The requirement includes information on assessment of
consumption, billing determinants, iransmission and distribution loss, financial information,
investment details, power purchase details, marginal cost of transmission, least ost
combination of power purchase, calculation of clear profit, calculation of capital base subsidy,

tnter state comparison of tanff and salient performance data

Supulation 1s that Gridco has to fulfill the data requirements while submitting
the tanff proposal In case Gridco 1s not in a position 1o fulfill t1e above data requirements, v
would need to advise the Commission about the non-availavuity of data The Commission
after examining the information and the explanauion given along with 1t may scale down the
data requirements In any case the statements of essennal data on the prescribed issues 1s 3

mandatory for processing the tanff proposal



[ssue Na 6 Basis of Asset Valuation Appendix 14 11

(I1f the oversil revenue requirements are to De s¢t USINE 8CCOUNUING (OsLS,
then what measure of piant value shouild be tncluded in the rate base
component used in the determ:ination)

There are four possible measures of plant vaiue for the caiculation of the raie
base viz onginal cost less depreciation, reproducuion or replacement cost less depreciation, the
value assigned by the Government when 1t was transferred to Gridco and the cerufied vaiues
beinr produced by Gridco for privauzaton under the Companies Act The Commuission first
encountered this issue in the last Grideo tanff proceeding wnen 1t had faced with a decision on
whether 10 value Gridco's tnvestment in plant at the onginal cost at the time the propeny was
put in service or at the value assigned 10 the investment by the Government when it was
transferred to Gnidco. As pew values are being developed for the four distnbution entities, this

jssue wll surely come up again as potential purchasers of the Gridco system consider the level
of their offers

While arguments can be made for the use of other measures of plant value for
rate base, the Commussion has no choice but to accept the plant values centified by Government
for Gridco at the tume of traasfer of assets plus any prudent capital additions made by the
licensees at onginal cost less depreciation The value set by Government under the scheme o
transfer assets from the erstwhile OSEB to Gridco formed the basis of the calculations 1n the
last consideration and the Commuission will continue to use the transfer value untl it s
demonsirated before 1t that reguiatory principles or public interest requires a change (o be
made Such changes wiil not be made lightly as the Commission places substanual weight on
the principie of predictable and stable taniffs and tanff methods

However, the Commussion will need to be assured that the total sum of the
valuations of the four zonal distnbution companies and the remaining transmussion entities will
be no greater than the current valuauon of assets of Grdco The Comumussion will make
enquinies as {o the nature of the cerufied values being developed for the four distribution
entities and put 1aterested paruies on notice of this requirement

While Gndeo agrees with the Comnussion that the total value ot the zonal assets
should not exceed the total value of the distnibution assets as set out ia the Transfer Scheme as
adjusted for subsequent addiions and depreciation, it may be worthwhile to use the revalued
fair price of the assets to avad of short- and long-term loan from financial wnsttutions The
latter will enhance creditworthuness of the licensee whule tanff will be based oo depreciaied
book value as set out 1n the Transfer scheme adjusted for subsequent addition & depregation

(NS
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Issue No 7 Unbupdhing of Tanf]

(Shouid Gridco s tanfl be unbundicd so as to identify separately the bulk
supply, transmission, retail supply and distmbution portions of any charges)

Bundled tanffs are those in which more than one functions are combined under
the same charge for service and usually occur pecause the same entity provides more than one
function and simply clubs all of its costs into one To the degree that priciag for the individual
functions can be separaied within 2 monopoly structure, consumers receive clear signals
regarding the costs of the different components of the service The eventual introduction of
competiion and/or pnivatizauon places new signuficance on unbundled tanffs Tanffs separated
1ato therr functional components wnform both consumers and potenrial investors of the cost and
revenue stream attributable to each functional entity

Preseatly while the marginal cost mode! separates Gridco's costs 1ato furc onal !
categones, the individual components are combined into a single retail tanff Howev»r, as |
disaggregation of transmission and distnibution and privatization of distribution anrroach |
nearer, the process of unbundhing will become increasingly valuable to investors as ** will 2
enable them to calculate the revenue stream for a specific functional entity and therebv 2ccess
the value of the underlying asset '

Though usbundling of tanff will promote transparency and may secem > be
essenual at the time of the privatization of four distribution companies, there appears 10 be no
pressing need to go for it immediately The Comunission proposes to switch over 1o 2niff
unbundling providing a bulk supply tanff combining in 1t for bulk supply & transmuccion
applicable for the distnbution licensees. Further the transmussion tanff is also to be -_cwn
separately to be made applicable to wheeling services The concept of usbundling may thex be
viewed geographically and functionally While geographical unbundling may reveal facte ~-zul
the vanatons in the nter-zonal tanff structure, functional unbundling even at different vo.i2ge
levels wiil help locate the areas of profit and loss of the licensees. As far as the retail -~ of
electricity are concerned they may continue to be billed at a composite tariff as at present

.
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[ssue No 8 Assignment of Revenue Requirement in Thnfl Design

{(How will licersee s revenue requirements be assigned 10 service
classes/tariff schedules)

After the total revenue requirements of the regulated entity are determined it is
necessary lo distribute the total load (o the various classes of service and to tariff schedules
within those classes This distribution may be cost-based or otherwise If distribution s
cost-based, two dufferent cost methodologies may be used to determune a tanff assignment

An assignment without any reference to costs may be referred to as social rate
making In this methodology social policy determines the level of revenues fiom each class and
there 1s, therefore, no relationship between the costs a customer imposes on the system for the
use of electricity and the price he pays The inefficiencies inherent 1n this method are
substantial and are in conflict with the Act and the Commussion's assigned goals

One cost-based methodology 1s 10 assign revenue responsibility using the resuits
of a cost study based on the historic embedded costs of the utlity. In such an exercise 3
historic year's revenue requirements are allocated 1o classes of service or tanff schedules based
on cenain factors. These factors may be based on the contnibutions of the classes to the total
demand on the peak day of the utility, the kilowatt-hours purchased by the class as a percent of
total saies, the aumber of customers in the class as well as many other factors and
combinauons thereof.

<

The most economiczlly efficient assignment of the uulity's revenue requirement
{s the use of marginal costs methodology This is attempted by determining what the revenue
tealization would be if marginal costs were charged as prices to each class and then comoaring
the total to the revenue requirement of the uulity The Commussion will require the licensees 10
workout and submut marginal cost analysis that could be used for development of tanff. Unul
such time, however, the Commussion wiil expect the tanff design to be based on the accounting
costs of the licensees as gradually modified by the need 1o phase out existing subsidies and
cross-subsidues.

10
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Issue No 9 Regquirement of Fucl and Power Purchase Adfustment
(Shoutd Gridco be allowea to institute a2 fuel and purcnased power

sdjustment clause to account for differences between projected and actual
{fuel and purchased power costs)

The creation of a Fuel and Pur.'zzed Power Adjustment Clause(FPPAC)
requires that an estimated oase amount of fuel and purchase power cost be included in the
calculation of the uulity's tanffs Any acual costs above or below that base amount shall be
collected from or refunded to customers respecuvely by means of a per kilowatt-hour
surcharge The basic purpose of this type of clause 1s to insulate the uulity from the risk of
possible changes 1o a type of cost over which the liceasee has little control

In Onssa the cost of purchased power from various sources is largely defined by
the Power Purchase Agreements in existence However, both the estimated amount of power
and the mix of sources that may be used to mee! consumers' rseds and to dernive the I'censee’s
tanffs can differ appreciably from the actual amount and the corresponding source ™x in an
operaung year. Given the practical importance of botn the esumates 1n the tanff process, there
can be substanual nisk to the licensee that it will not be repaid its full cost of purchased power
The Company may, therefore, be inclined to overestimate both the cost of power and the
amount of power required The institution of a3 FPPAC could eliminate such nossibility
without bewng unfarr either to consumers or to the liceasee

The disadvantage of wstituting such a clause 1s that Gnidco may have hitle
incentive to keep its cost of power low The Commussion will have to institute 2 process of
thorough review of all aspects of licensee's purchase costs before allowing its ccllection
through this clause This review would deal only with actual numbers instead of 2stumates
The fuel price adjustment should be effective immediately after the change wn prics of fuel
and/or o1l 1n the interest of both the consumer & the hicensee

The Commussion believes that the nstitution of FPPAC would be beneficial and
could be instituted for Licensees within the framework of the Act. Nothing 1o the Act orohibits
such a clause and Section 26(6) specifically allows changes of this nature. Ths Onssa
Electricr'y Regulatory Commussion (Conduct of Business) Regulations, 1996 makes specific
provisions 1n this regard 1 Regulauion 115 However, the licensee bears the respoasibility for
munaung a proposal for the institution of such a clause The Commussion shall examine the
licensee s proposals, as and when received, through appropriate process.

11
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Issue No 10 Differeptial Tanff .o Zopal Basis

(If cost differences exust between distribution companies tn Onssa, should
there be uniform retatl tarifTs throughout the state)

1

Historically uniform tanffs have prevailed in Ornissa and also in all other states
in spite of significant geographic cost C.(ferences Moreover, the public has grown

accustomea 1o uniform tanff for long

Efficiency may suffer if prices don't refle cost differences For instance,
consumers i1n the high cost (and low price) areas(s) may consume more power than thev would
if charged 1its full cost and those 1n the low cost (and high price) areas(s) may consume less
than they would if priced at their co®t Al times the Jisparity betweea price and cost mav be so
high that one group of consumers may be paying more than its marginal cost while anothes

may be paying less Thus 1s what 1s known as cross subsidy 1n economuc literature

Differenuial tanffs that vary in relation to cost differences generally make beter
use of society's resources than umform tanffs While geographically cost-based tanffs are
more cfficient, the shuft away from umuform retail rates across the region violates a mzxim of
good tanff design that existing consumers should not be surpnised by suddea and sigrificant
disconunutties 1n their tanffs. The pnnaple of tanff contiauity, however, should =o' be
allowed to preserve inefficent tanffs indefinuely particularly whean diffenng tanffs mav be an
inevitabie result of the eveatual formation of separate distribution companies, cach ©'.~g is
own tanff structure based om its own cost Tanffs of different electnicity supply corroanies
have been different from those of the SEBs in states where such supply compamues sxist.
Different distribution companies may have different taniffs depending upon their resocctive
costs, standard of service etc In fact differenual tanff based on cost differences for dffereat

zones 1s a natural outcome

12
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Issue No 11 Seasonal And Time-o(-Use Tardi(l

(It cost variations warrant them and metering is cost-efTective, should

seasonal and time-of-use tan{Ts be instituted for wholesale and retall sales)

The 1995 marginal cost analysis of Gridco indicated that seasaonal cost
differences were large enough to warrant scasonally-differentiated prices of electricity at both
the bulk and the retal levels In addition, sufficient differences did exist in the cost of power
across the hours of the day to warrant the institution of time-differenuiated prices for bulk
service The idea of wsututing ume-of-use(TOU) tanffs for retanl service depende upon the

cost-effectiveness of the special meters, not currendy 1n place, that would be needed to make

such pnicing possible

Ppces for cleanaty that reflect differences in cost as much as possible are
usually more efficient and that rule applies equally to cost differences related 10 ume 25 well as
to geography The Comnussion believes that effective cost-based electniaity pricing would
involve TOU tanffs and that they sbould be wnstituted tmmediately for large customers where
adequate metering exists for this purpose Other large customers should be put oo TCU Tariffs
as soon as adequate meters are made available The Commussion will therefore expest Grideo
to report whether 1t will be able to develop TOU twanffs for its large consumers at the carhiest
While the exisung ievel of metening cfficiency and capacity at the EHT and HT levels may be
improved upon 1o the short term wn order to  facilitate TOU tanffs, the laer m2v not be
cost-effective 11 LT category of consumers The liceasee may be required to reduce purchase

of costly power duning peak hours by shifting loads 10 off-peak hours and thereby flattemung the

load curve
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Appendix 153

SECTION 1
GENERAL RULES

11 INTRODUCTION

I 11 PURPOSE DEFINITIONS AND GENERAL PROVISIONS

The purpose ot these tules 1s to govern the procedures of the State Electric Regulatorv
Commussion n accordance with the laws established by the Central Electricity Regulatorv
Commusston n Chapter > ot the Electiicitv Regulatorv Commussions Bill 1998 (Bill XX of
1998)

These Rules mav be called the State Electric Regulatorv Commission Rules 1999
Theyv extend to the whole or the State ot West Bengal
The Commnusston shall decide anv question telating to the interpretation of these Rules

I 12 DEFINITIONS

Unless the context otherwise 1equires all other words and phrases used 1n these Rules shall have
the
meaning attributed to them m the Bill

(a) “Bill” means The Electricity Regulatorv Commussion Bill of 1998

() “Complaint” means a wiitten complamt filed with the Commission by anv person against
a licensee n contravention of anv provision ot the Bill o1 anv order 1ule license or
instruction made o1 1ssued puisuant to Section XX of the Bill

{c) *Chairperson’ means the Chanperson of the State Efcctiic Regulatory Commussion
(d) “Member” means a Member of the State Electric Regulatory Commussion
(e) “Secretarv” means that person designated by the Commussion to register and record the

recetpt of mformation commumcations data filings and such other matenal as 1s
recerved bv the Commission and mav assume such other duties as are delegated by the
Commussion

12 COMMUNICATIONS

121 All communications includmg all written and electronic correspondence motions and
pleadings shall be deemed to be filed o1 1eceived on the date on winch the Commussion recerves

Generanon Tiransmission & Distribunion of Cloctric Power Rules 1998 /
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them at its prncipal oftice
122 Communications should describe onlv one matter and should contain the name and

wddiess of the communicator W hen the subject matter pertamns to 1 pending case the title ot the
procceding and the case number should be given

-

123 Extensions of Time W hen the last date to1 pertoinung anv act tfalls on a dav on
which the otfice ot the Commnussion 1s closed and by reason thereot the act cannot be done on that
dav 1t mav be done on the next dav on which the otfice 1s open

124 Evetv application notice pleading petition complamt motion summarv or
memorandum tiled with the Commussion shall be signed bv the tiling partv or by one or more
wtornevs n then individual names on behalf of the filing party

125 The proceedings ot the C ommussion shall be conducted in English

127 The Commussion shall hive 1 Seal of 1ts own which shall remamn within the sate
custodv ot the Chairperson The Scal ot the Comnussion shall be atfixed bv an officer
designated for the purpose on all oiders or communications made notices 1ssued or certified
copies granted by the Commission

128 The Secretarv o1 1n hisshet absence such other otficer as mav be nominated bv the
Commusston may exetcise such functions as are assigned to himvher by these Rules or otherwise
by the Commuission The Comnussion shall alwavs have the power to revoke revise modify
amend alter or otherwise change an order made or action bv the Secretary or the officers of the
Commussion in circumstances consideted appropriate bv the Commission

13 FILING PROCEDURES
131 Affidavit in support
(a) Any filing petition o1 1equest made before the Commussion shall be verified by an

affidavit if so directed bv the Commission

(b) Every affidavit shall be diawn up in the first person stating the full name age,
occupation and address of the deponent and the capacitv in which he 1s signing and
shall be signed and swoin before a person law tully authorized to take and receive

affidavits

(c) Everv affidavit shall cleartv and separatelv indicate that the statements are true to the
knowledge of the deponent nformation recens ed bv the deponent and belief of the
deponent

(d) Whete anv statement i w1 atfidavit 1s stated to be ttue according to the information

Genaranon Transmssion & Distiibunon of Elcetric Povwa Rules 1998 2
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recenved by the deponent the atfidavit shall also uisclose the source ot such

intormation together with a statement that the deponent believes that intormation to
be true

Presentation ot Filings

All petitions shall be tiled in such number o1 copies as the C omnussion or Tribunal
mav specitv  E ich set of the peution shall be completc i all respects

All peutions shall be lodgea tor 1egistration at the headquarters ot the Commission
during business hours

Action bv the Commussion

Upon recerving a petition the Secretarv shall acknowiedge the receipt bv stamping
and endorsing the date on which the peunon has been recetved and 1ssue an
acknowledgment with stamp and date to the person tiling the peution In case the
petition 1s recened bv tegistered post the date on which the pettion 1s actuailv
recenved at the otfice ot the Commuission shall be taken as the date on which the
petition 1s filed

The Secretarv shall dulv enter receipt of the petition in a register maintained for the
purpose

The Secretary mav decline to accept anv petition which does not conform to the
provisions of the Bill o1 the Rules ot directions given bv the Commussion However
no peution shall be tetused tor defect in the pleadings o1 tormat without giving to the
person tiling the petition an opportunity to rectitv the detect witlun the time specified
tor the purpose The Sceretarv shall advise the person filing the petition m wriung
ot anv defect i the peution The Commuission shall be entitled to call for the petition

and give such drirections regarding the presentation and acceptance of the petition as
1t considers appropriate

Once the petition 1s accepted by the Commuission withdraws anv order ot refusal the
petition shall be duly registered at the date of 1ts acceptance and given a registration

number 1n the specified manner or 1n such manne: as may be determined by the
Commussion

As soon as the petition and all supporting documents are lodged and duly scrutinized
and numbered 1t shall be placed before the Commussion for admission

Once the Commuission admuts the petition 1t mav give such orders and directions for
the service of notices to the respondent and other atfected or interested parties for the

filing of rephies and 1ejomnder 1n opposition or n support ot the petition 1n such form
as the Commuission mav duect

APPEARANCES
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P4 Anv customer or interested nerson who desires to participate in a4 proceeding shall file
wrilten peution tor leave to inten ene o1 to participate in the proceeding

142 The petition shall state the name and address ot the peutioner It shall describe the
manner m which the petiioner 1s substantiallv and specificaily 1itected by the proceeding It
~hall state the contention ot the peutioner the reliet sought wd the statutorv ot other

ommussion theretor and the natwe of the evidence the pettioner will present 1t the petition 1s
sranted

143 Unless otherwise proviacd in the notice ot hearing the peution must be filed at least
seven davs prior to the date for hearing

15 SERVICE OF NOTICES

P51 Anv notice ot process 1sstied bv the Commission m v be setved bv anv one or more
ot the tollowing as duected bv the C ommission

(a) service by the partv itselt

(b) by hand dehverv through a messenger

(c) by registered post with achknowledgment due and

(d) bv publication n two (2) national dailv newspapers in the English language

152 Everv notice or process 1cquired to be served on o1 delivered to anv person mav be

scnt to the person at the addiess turmished bv him tor service ot at the place where the person or
his agent ordinantiy resides or conducts business or personallv works tor gain

153 The Comnussion shall be entitled to decide m each case the requirements for service
of notices summons publications and other appropriate processes The Commuission shall also
be entitled to decide who shall bear the cost of such service and publication

154 Where anv petition 1s 1equuied to be advertised 1t shall be adv ertised within such time
as the Commussion may allow

155 Unless otherwise specified by the Commussion the petitioner shall arrange service
of all notices and other processes and for advertisement and pubhcation of notices and processes
required to be served The Commussion shall be entitled to decide in each case the partv who
shall bear the cost of such seivice mnd publication

156 In default of comphiance with the requirements ot the Rules o1 directions of the
Commussion as regards service the Commuission mav cither dismiss the petition or give such
(uither and other directions as it dcems fit and proper

Cenaranon Transmisston & Disethunton or Flectie Power Rules 1998 4
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16 FILING OF REPLY

Lol Each 1espondent against whom the notice ot inquirv or the petition is 1ssued who
ntends to oppose or support the petition shall file a reply within tin e davs and with such number
of copies as mav be required by the Commussion In the teplv the respondent shall specifically
idmt genv ot explamn the tacts stated i the nouce of inquiry o1 the petition and mav also state
such additional tacts as he considets to be relevant and necessary to1 reaching a just decision in
the case The 1eplv shall be signea erfied and supported by means ot an atfidavit in the same
manner as in the case ot the petition

162 The tespondent shall sern e a copv ot the reply along with supporting documents dulv
itested as true coptes on the petitioner or his authorized representative and file proot of such
service with the otfice ot the Commuission at the tume of filing the replv

163 Everv person who mtenas to tile comments in regard to 4 matter pending betore the
Commussion pursuant to the advertisement and publication 1ssued tor the purpose (other than
the persons to whom notices have been 1ssued) shall deliver to the Secretarv the statement of
comments within ten davs

164 The Commussion mayv pernut such approprate person to participate n the proceedings
before the Commussion if on a report 1ecetved from the Secretarv the Commission considers
that the participation ot such person will facilitate the proceedings and the decision 1n the matter

165 Unless permutted by the Commussion the person filing comments shall not be entitled
as of nght to participate n the proceedings However the Commussion shall be entitled to take
imnto account the comments filed atter urving such opportunitv to the parties 1n the proceedings
1s the Commussion considels appiopiiate

17 HEARINGS

171 Public hearings will be granted as the Commission mav determine in specific cases
The Commussion mav determne the stages manner the place the date and time for hearing the
matter as the Commission considers appropriate

172 The Comnussion shall maintain a public histing of all proceedings set for heartng

173 All hearings shall be held at the principle office ot the Commussion, unless the
Commussion designates a different location with at least seven davs advance notice of the
hearing

{74 Notice
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The Conumssion shall ¢ ¢ written notice ot 1 tisted hearing in any pending matter
to all partics to others who have made wiitten cquest tor notice ot hearing 1n a

particular mattet and to such other persons as deemed necessarv or appropnate by the
Commission

Such notice shall mclude but need not be hmited to the time date place and nature
of the hearing

Notice of 4 heating shall be given at least |4 davs piior thereto unless the
Commussion finds tor 1casons recotded m wiitng that a shotter period of notice 1s
consistent with the public mterest

The Commussion mav 1cquiie any person tiling an mutial pleading to give notice of
the hearing on such pleading bv publication i two (2) national dailv newspapers 1n
the English language

Conduct ot Hearings

The hearmg shall be conducted by a presiding otficet who shall be the Chairman of
the Comnussion o1 a member destgnated by the Chairman The presiding otficer shall
admmster oaths and affirmations 1ssue subpoenas and make all decisions regarding
the adnussion or exclusion of evidence or anv other procedural matters which may
arise 1n the course ot the hearing

Where on a fixed date fot hearing anv of the partv does not appear when the matter
1s called tor the Commussion mav etther dismuss the petition tor default of
appearance or proceed agamst the partv in default and hear and decide the petition

Where a petition has been dismussed 1n detault ot decided without the partv present
the person aggiicved mav file an application within 30 days trom the date of such
dismussal or ordet The petitioner mav seek tccall of the oider passed The
Commnussion mav 1ccall the o1der on such terms as 1t considers tit 1f the Commuission
i1s satisfied that there were sufficient cause for non-appearance when the petition was
called for hearing

Discovery

The purpose fo1 discoverv is to facilitate the hearing process by permitting the parties
and the Conumission to gain access to all 1elevant mtormation n an efficient and
timely manner Discoverv i1s intended to reduce hearing time narrow the scope of

issues protect the 11ghts of the parties and ensure that a complete and accurate record
1s compiled

The presiding otficer shall cstablish discovery proceduies i each case which take
mto account the legitimate rights of the parties in the context ot the case at 1ssue 1n
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iccordance with the Bill - [n cstabhishing aiscoverny procedures the presiding otficer
must exercise his discretion 1o balance the interests ot the parties anda ensure that the

information necessarv to complete the recora 1s proauced without unproductive
delavs

At anv time mn the conduct of the case the Commussion mav tequire anv person whom
the Commission considers appropriate to produce such documentarv or other

evidence 1s the Commission mav consiaet necessatv tot the purpose ot enabling 1t
to conduct a tan heaing

Discoverv icquests m1v be made at anv ume after the commencement of an
mvestigation and parties aie encouraged to comply voluntarilv with any such
requests to1 mformation betore the formal hearing process begins W here appropriate
the prestdig otficer shall establish a tormal schedule ecither at the procedural
conterence or at some time before the commencement ot evidentiarn hearings

The Commmussion mav ducct the summoning of the witnesses discoverv and
production ot anv documents or other matenal 1 evidence requisition or anv public
record from anv office The Commission mav direct the examination ot such books
financial statements o1 other documents or mntormation as 1s held in the custodv or

conttol of anv person which the Commuission considers to be relevant to the 1ssues
involved

A partv 1s under a continuing dutv to amend 1easonablv 1 eatlv 1esponse 1f 1t obtains
mmformation that the response was incorrect or imcompiete when made or that the
response though correct when made 1s no longer true o1 complete

Depositions mav be taken 1f agreed to bv all parties o1 bv Oider ot the presiding

otficer in the event ot a dispute tollowing a motion bv the requesting partv

178

(a)

(b)

(c)

(d)

Rulings

The pesiding officet shall make advisoiv 1ulings duning the couise of the hearings
when requested to do so bv a pattv

Rulings the presiding otficer shall remain 1n full force and effect unless and until set
aside or modified by the Commission Any ruiing of the presiding officer may be
appealed to the full Commuission

[f a partv wishes to appeal a ruling ot the presiding otficer the party should
immediately notify the presiding otficer on the record if possible The appeal must
be filed in writing and scived on all other parties

A partv mav move at anv tume atter the submission ot an initial {iling tor dismissal
or summarv judgment as to all 1ssues ot anv issue n the case The motion shall be
filed m wiiting and setved on all patties A motion for summary judgment shall set
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torth 1 detail such supporting tacts as would be adnussibie in cvidence The
presiaing otficer shall 1tora other parties a 1easonavle tme to respond in writng
and mav 1 his discretton permit oral argument on the motion

(<) All parties counsel witnesses and other persons present at a he wing shall conauct
themsels es i a mannet consistent with common standards ot decorum

y At anv stage of the heanng the presiding otficer mav call for turther evidence upon
v 1ssue and 1equire such evidence to be presented by the partv o1 parties concerned
ot by the statf counsel enher at that heaning or adjournments thereot At the hearing
the presiding otficer mav 1wthorize anv paitv to hile specitic documentarv esidence
1s a part of the 1ecord within a specitied time

179 Transcripts

{a) At the request of anv party  made i writing at least one dav betore the hearing date
or ot 1ts own accord the ¢ ommussion shall provide that all proceedings in a pending
case be otficially 1ecorded bv a 1eporter appointed to1 that purpose The Commuission
shall require anv partv requesting a copy ot the transcript to pav the reasonable cost
ot preparing said copv betore the Commission makes said copy available to the partv

(b) Corrections 1n the otficial tanscript may be made onlv to contorm to the evidence
presented at the hearing Transcript corrections agieed to bv the Commission mav be
incorporated mto the 1ecord

18 TENTATIVE DECISIONS

181 In anv proceeding the presiding otficer mav call all patties together tor a conterence
prior to the taking of testimonv o1 mav 1cecess the hearing tor such conterence The presiding
otficer shall state on the 1ecord the 1esults of such conterence

182 Such tentative o1 proposed decision shall contamn 1 statement ot ieasons and a
determination of each 1ssue of fact o1 law necessarv to such decision

19 ADVISORY RULING

191 Any mterested petson mav at any time request an adv isorv ruling with respect to the
1pplicability to any person propertv o1 tactual situation of any rule enforced or administered by
the Commussion The 1equest shall be addiessed to the Commission and sent to the Chairperson
bv mail or delivered mn person durmg normal business hows Al 1cquests shall be signed bv the
person petitioner contain his addiess and state clearly and conciselv the substance or nature of
the request The request mav be accompanied bv anv supporting data views ot arguments [f the
Comnusston determines that an advisorv ruling will not be rendered the Commussion shall
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vithin ten aavs thereatter notity the penitioner that the request 1s acnted  [f an advisory ruiing
s rendered a copv ot the tuling snall be sent to the petitioner

ty2 The Comnussion may notity anv person that an advisotv ruling has been requested
md mav recenc and consider uguments views ot data nom petsons other than the person
tequesting the rubing

193 The Commussion upon 1ts own motion o1 upon motion bv a partv or other person
joined 11 the proceeding mav order moceedings myolving a common question ot law or fact to
be consoiidated tor hearing on anv o1 1l of the matters n 1ssue in such proceedings

110 EVIDENCE

1101 Anv matter contained 1n anv records investigations 1cports and documents in the
possession ot the Commussion ot which a partv or the Commussion desires to avail 1tself as
«vidence i making a decision shall be otfered and made a part ot the record tn the proceeding
Such records and other documents need not be produced o1 mirhed tor identitication but mav
he ottered 1n evidence bv specitving the report document or other file containing the matter so
otfered

1102 The presiding otficet mav allow prepared duect testimony ot anv witness to be
otfered as an exhibit and mav omut oral presentation of the tesuumonv Copies ot such proposed
oxhibit shall be served upon all persons who have filed an appearance and on staff counsel of
1ecord at least seven davs m advance ot the session of the hearing at which such exhibit 1s to be
otfered

1103 In anv heanng held putsuant to an investigation of the proposed 1ates the proponent
of the 1ates shall mtioduce as an exhibit a copv of the proposcd 1ates and ot those currently
cntorced

1104 Two o1 moie parties to any proceeding mav tile with the Commnussion and serve on
ul parties a written statement ot specific facts or 1ssues The statement shall be supported by
1elevant and necessarv evidence Other parties shall file anv response to the statement within five
days after service o1 within such other time as may be ordeted bv the presiding officer The
Commussion shall 1ule on the acceptability of the statement within five days

111 SUMMARIES

111 The presiding otficer mav allow and fix a time for the ptesentation of oral argument
imposing such lumts of time on the aigument as deemed appropnate n the proceeding Such
wrgument shall be transcribed and bound with the transcript ot testimony

1112 Summaries may be filed bv a partv erther before or duting the coutse of a hearing or
within such time thereafter as the piesiding otficer shall designate

Gencratton Tranmsmnsion & Disiniburion o Clcetiie Power Rules 1998 9
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PIL3 SUMmmarics mayv contain
(1) A concise statement ot the case
(h) An abstract ot the evidence 1elied upon by the partv tilig with ieterence to the pages

of tecord o1 exhibits wheic the evidence appears
(¢) Argument and authoritics and
(d) Proposed findings and conclusions and 1f desired a proposed torm ol order or rule
P14 The Commussion mav aflow the parties to tile evidentiary documents ot anv kind or

oxhibuts at a tme subsequent to the completion of heatmg such time to be determined by the
 ommuission

112 RECALCULATION

1121 Within five davs ot service of a final Commuission Oider a partv mav file a motion
lor tecalculation based on an alleged nadsertent error 11 a cilculation contained n a final
Commission Order The motion shall set torth n detail the proposed adjustments and the basis
for the changes The Commission mav 1 its discretion convene a conference or hearing to
discuss the motion The Commission must act upon a motion tol tecalculation within 15 davs
of recerpt of such motion unless 1t noufies the parties in wriung that a longer pertod of time will
be required and specifies the additional length of time necessary to consider the motion

1131 RECONSIDERATION

1131 Within ten davs of service ot a final Commussion Otder a party mav tile a2 motion for
1econstderation Parties to the procceding shall be atforded a 1easonable opportunity to respond
to a motion tot teconsidetation The Commission must act upon a motion tor reconsideration
within 15 davs ot teceipt ot such mouon unless 1t notities the parties in writing that a longer
pertod of time will be tequned and specifies the additional length of time necessarv to consider
the motion

114 DECISIONS

1141 All orders determunations and decision of the Commussion shall be taken mn writing
and shall 1dentify the determination ot the Chairperson and all Members pursuant to Section XX
of the Bill

1142 All tanff decisions of the Commussion shall be 1ssued within six months of the date
of receipt by the Commussion unless shorter tme limitations on a specific aspect of a case have
been stipulated 1n these Rules

1143 The teasons given bv the Conmmussion 1n support ot its otders including those by anv
dissenting member o1 members 1t mv shall form a part of the order Copies of all orders shall
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be avatlable at C omnussion premiscs lor public ispection

144 All otdets and decisions 1ssucd ot communicated by the C ommussion shall be certified
bv signature ot the Sceretary o1 such peison as 1s designated on his her behalf by the
(Chatrperson

[ 145 All final orders ot the C ommussion shall be commumcated to the parties n the
proceedings under signature ot the Chairperson o1 such person 1s 1s designated on its behalf by
the Chairman or the decretary

1406 The ¢ ommussion shall ¢ic uly imaicate that ierunds m v be ordered tor the protection
ot customers w hile taritf decisions are pending betore the C ommission

115 APPEAL FROM COMMISSION DECISIONS

1131 The Commussion shall notitv all parties of their rght to appeal a final decision ot the
C omnussion and of the time hinuts on their rights to appeal  \nv person aggrieved by anv
decision or ordet of the State Commussion mav file an appeal to the High Court ot West Bengal
concerned within sixtv (60) davs tiom the date ot the communication ot the decision or order ot
the State Commission to him on any question of law arnsing out ot such order

116 INSPECTION BY THE PUBLIC

1161 The Commusston shall mamtain a policv for inspection and examnation of public
files and records The Commussion shall post a fee schedule tor obtaining copies of any
Commussion documents available to the public  The Commussion shall post the times ot public
1ccess to files and records

1162 Recoids

(a) All 1ecords of everv proceeding shall be open tor inspection unless certain parts are
spectfied bv the Commussion as confidential or privileged

(b) Public access to recoids ot the Commussion shall be subject to comphiance with such
terms as the Commussion mayv direct fiom time to time including the time place and

manner and the pavment of prescribed fees tor inspection

(c) The Commussion mav develop record keeping svstems numbering systems and case
management systems as aic appropriate

117 CONFIDENTIALITY

1171 The Commussion mav 1ssue such standards for contidentialitv as 1t deems appropnate
The Comnussion mav change umend ot 1evoke standards ot confidentiality at anv tiune
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consistent with the provisions ot these Rules

1172 Anv person compelled to produce documents in an v estigation mav claim that some

o1 all of the ntormation containcy 1 1 parucular document s cxempt trom the contidenuality
standards ot the Commission

{1 The pcrson makmg such claim shall filc a statement spectiving the
justification tor a claim ot contidenuahitv  General clams ot
contidentiafity aie not sutfictent  Intormation must turnished for the

Commusston to make an intormed decision ot the request tor confidential
treatment

(i) The Comnussion 1etams the right to make the determination with regard
to anv claim of confidentiality

(1) Notice ot the decision by the Commussion to denv a claim 1 whole or in

part and an opportunitv to respond shall be given to a person claiming
confidentiaiity no less than tive davs betoie 1ts public disclosure
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SECTION 2
ADOPTION OF RULES

21 PETITION FOR ADOPTION OF RULES

211 Anv wterested petson o1 s dulv authorized attornev mav at anv time petition the
( ommussion to adopt amend ot 1epeal anv 1ule  The peution shall be addressed to the
Comnussion and sent to the Secretarv bv mail or delivered in person during normal business
hours All petitions shall be signed by the peutioner or his attornev contain his address or the
wddiess ot his attomesy and set torth cleatlv wnd conciselv the text ot the proposed rule The
petition mav be accompanied bv mv supporting data views o1 atguments

22 SCHEDULE

221 Upon receipt ot a peution tor the adoption amendment or repeal of a rule or upon
written recommendation bv the Chairperson or a Member ot the Commussion that a rule be
wdopted amended ot tepealed the Commission shall determine whether to schedule the petition
or recommendation for further procecedings The Commussion mav determine to deny the petition
without referral ot without a hearing

2.3 PUBLIC HEARING IS REQUIRED
231 Notice
(a) Notice ot a public hearing shall be given at least 21 davs prior to the date of the

hearing unless anv apphcabie law specifies some othet time The Commusstion shall
pubhish the notice mn at least two national dailv newspaper n the Enghsh language
having cuculation n the atea specitied bv the Commission

(b) The notice shall contain the following
(1 The statutorv Comnussion to adopt the proposed rule
(11) The time and place of the public hearing
(1) The express terms or the substance of the proposed rule
232 On the date and at the time and place designated in the notice the Commussion shall

hold a public hearing The meeting shall be opened presided over and adjourned by the
Chairman or other member of the Commussion Within ten davs after the close of the public
hearing written statements and atguments may be filed with the Comnussion The Commission
shall consider all relevant matter presented to 1t before adopting amending or repealing any rule

233 Any mterested person ot his dulv authonzed 1epresentative or both shall be given an

opportunity to piesent oral statements and arguments In its discietion the Commusston may limat
the length of oral presentation
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24 AVAILABILITY OF RULE
241 The Chairperson ot the Commuission shall be rusponsible 101 keeping a book
contatning all the Rules ot the Commussion
242 In addition the Chairpetson shall compile ana publish the rules which are currently

m etfect All the rules of the Commussion shall be available tor mspection during normal
business hours at the Commussion s otfices Copies ot all rules shall be avaiable to anv person
onrequest The Commuission mav charge a reasonable tee tor each copv

25 REQUEST FOR NOTICE OF HEARINGS

251 Any person or group mav file a request in wniting to 1ecerve notice of hearings or
rules which mav affect such person o1 group

251 The 1equest shall contain the following Name ot person or group address subject
matter ot rules which mav atfect the person or group

253 The request shall be filed with the Secretarv ot the Commuission dunng the month of
December and shall be 1n effect onlv during the subsequent calendar vear

2.6 FURTHER POWERS OF THE COMMISSION

2061 The Commuission may make such further rules for the conduct ot business before the
Commuission as 1t deems necessarv 1 accordance with the rules contamed within this document
nd in accordance with the Bill
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SECTION 1

11 SCOPE OF APPLICATION

I'1'1  Everventitv generating transmitting or distributing electricitv in the State of West
Bengal 1s required to have approved taiitfs on file with the Commussion

1 12 The Comnussion shail provide the standards for calculating the expected revenue from
charges and for determining the tauitfs {tom tume to ttme The Commission mav at any tume
add amend alter revise substitute o1 otherwise change the standards in accordance with the
directuions 1ssued by the State Government

[ 1 3 If such tanffs are not on tile ot have not been approved in accordance with these Rules
then the Commussion will order such filings as 1ts deems necessarv

1 14 Everventity generating transnutting or distributing electricitv tor retail sale in the State
ot West Bengal mavbe required to obtain a license for such generation and sale 1 accordance
with rules as may be promulgated bv the Commuission

115 Unless otherwise provided bv the Commussion a licensee shall charge only such tanff
from consumers as 1s approved by the Commission

12 FORMAT OF TARIFFS, SCHEDULES AND CONTRACTS

[ 21 Alltanffs schedules and contracts shall be tvpewntten pimted or otherwise legibly
duphicated

122 Two copies of all taritfs or schedules and two copies of all contracts shall be filed with
the Commussion

123 Contents

(a) Each tanff or schedule shall show prominently the name of the licensee making a
petition for approval by the Commussion

(b) Tanffs and schedules shall show plainly all requisite detail to explain the basis of all

Tanifts Schedules and Contiacts 7
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¢harges to be made and all tules governing the same  Schedules shall show not onlv the
price or unit upon which based but also anv and ail meter rentals scrvice charges basis
lot determining demand discounts and other detail necessaiv to1 a complete
understanding ot the charges centemplated

(c)  The petition shall state in a concise manner the grounds and tacts torming the basis ot the
petition and the relief or determination sought

124 Numbenng and Effective Date

(a) Each taritf or schedule shall be designated bv an indiv1dual number progressing trom that
last filed bv the same partv o1 1n case ot a new series trom No 1 Each shall show
plamnlv the date 1ssued and date to become effective

(b) When torwarding sutficient time must be allowed to cover transmission 1n order that
tartffs and schedules mav become etfective on the date specified which 1s the first dav of
the month next after the expiration of 14 davs from the date ot filing with the
Commission

13 LETTERS OF ADVICE

t 31 Letter To avoid misunderstanding tariffs or schedules should be accompanied bv a
letter of Transmuttal addressed to the Chairman of the Commuission showing the name of 1ssuing
partv individual number and effective date The Letter of Advice should be sent in duplicate
and one copy shall be stamped and returned to the sender showing the date of filing The Letter
should be sent 30 davs mn advance of the mtended request tor a change 1n tariffs or schedules

1 32 A letter of explanation at the time ot filing shall accompany 1l tantfs and schedules
Such letter shall set torth in whatever detail 1s necessarv the total amount of the change 1in
charges proposed bv the new schedule and the etfect by comparison with customers charges
under the exisung rate schedule The letter of explanation shall indicate the effect on the billings
of the customers served under the various rate classifications affected This letter of explanauon
shall be in addition to the letter of transmuittal referred to above

14 POSTING OF RATES

[ 41 Allrates charges and prices set forth in tanffs or schedules filed bv a licensee engaged n
the transimussion distribution and sale of electricity in accordance with the above rules shall be
printed and coptes thereof shall be made available at the licensees offices and at the office of the
Commussion
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15 DATES

I'S1 All matters tiled under these Rules shall be deemed filed on the date ot recetpt bv the
( ommission

16 YNOTICE OF GENERAL RATE CHANGES TO CUSTOMERS OF
LICENSEE

161 Whenever there 1s an application for a general change in rates pursuant to these Rules the
Commuission mav require the licensee to give notice of the application by publication 1n two (2)
national dailv newspapers 1n the English language having circulation 1n the area specified bv the
Commussion

1 62 The newspaper notice shall contain the following information

(a) Total rupee amount of rate change,

(L) Total percentage change 1n annual revenues

(c) Typical bill impact of the proposed change on each class of customers

(d) A statement indicating that the Commuission has suspended the effective date for the
proposed change until the specified date m order to conduct an investigation and that the
Commussion has provided for refund protection to the customers 1f such protection 1s
warranted

(e) Place date and tume of public hearing,

(H Companv telephone number that can be called for further intormation

1 63 This notice shall be published a mmimum of two times with the first publication
occurring at least 21 davs before the date of the first public hearing The second publication 1s to
occur approximatelv seven davs before the date of the first public hearing

1 64 Concurrent with the filing of the rate request with the Commuission the hcensee shall
include a copy of the proposed notice as part of 1ts filing

1 65 Inaddition to notice by publication, the licensee shall include an insert notice with 1ts
1egular bill for charges transmuitted to each customer during the next regular billing cycle
immediately following the filing of the request tor a rate change
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Appendix 16 6

2.0 GENERAL PRINCIPLES

211 The Commission must consider the financial integrity ot the uulity and the customer
t1ght to a reliable service at reasonable rates as the primarv goals of 1egulation  [ts action must
balance these two goals

212 The Commission recognizes that the utilitv incurs costs in providing customer service
and 1s enttled to the opportunitv to recover these costs

213 The burden to prove that costs are reasonably and prudentlv incurred lies with the utility
The Comnussion has a right to challenge these costs and disallow unreasonable or imprudent
mvestments and costs

2 14 The ratemaking process shouid produce rates such that when applhied to billing kwh sales
will 1esuit 1n revenues that are sutficient to cover cost including a reasonable return (profit) on
the invested funds bv the enterprise  This is the fundamental traditional ratemaking approach
and rate structures and procedures should be consistent with thts principle

215 The Commission mav consider practical issues such as ease of billing, customer
understanding, available technologies 1n rate cases

3.0 COST SERVICE

311 Operations and maintenance expenses including fuel and purchased power

31

to

Depreciation and Amortization

31 Taxes other than income taxes

(98]

314 Income taxes
315 Return on mnvestment (profit) requirement

Sum of these components produces total cost of service which 1s then compared to the annual
1evenues produced and billing kw/kwh sales Rates are then adjusted to equalize revenues to the
total costs for the annual period called the Test Year

Fanifrs Scheduies and Connracns ]
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Appendix 167

4.0 RATE DESIGN

411 The Commussion mav develop such methodologies tor rate design and cost allocation as
re deemed appropriate

412 The Comnussion mav requite that Licensees prepare detatled load forecasts cost
illocation methodology cost ot service studies bv customer class torecast ot bill impacts by
customer class and such other information as 1s necessary

413 The Commussion may apply such standards of review as are appropriate and consistent
with principles of rate making approved by the Commussion in order to produce just and
reasonable tanff schedules

5.0 STANDARDS AND GUIDELINES

511 The Comnussion mav issue guidelines regarding the substance or contents of filings to
provide assistance to licensees seeking changes in tanffs The Commission may set standards
regarding the substance or contents of filings to provide assistance to licensees seeking changes
in tariffs The Commussion mav amend change, alter or revoke guidelines or standards at any
time The Commuission may hold public hearings in accordance with these Rules in the
development of guidehines and standards

512 Any hicensee seeking a change m tanffs schedules shall submit to the Commussion full
documentation supporting the requested change together with such information and data as 1s
deemed necessarv and 1elevant to the case according to the guidelines or standards 1ssued by the
Commnussion

513 The Commission shall evaluate tariff submissions and establish standards and guidelines
as are deemed appropniate The tariff design objectives that will guide the Commussion follow
The Commussion will make its best ctforts to strike a balance between the stated objectives 1n
order to optimize benefits to all parties mvolved while taking into account technical and social
limtations

(a) protect consumers aganst monopolistic and oligopolistic prices

(1 licensees will only be allowed recovery of those costs prudently incurred to meet
the demonstrated needs of their customers

(1) licensees will be allowed profits under a fair return standard which promotes
continued mvestment 1n equipment and facilities

(i)  the profits ailowed licensees will take 1nto account operational efficiency and

Tanitfs Schedudes and Contaces
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(h)

(d)

(e)

Appendix

qualitv ot service

heep in view the research development and capital iny estment programme costs ot

licensees

(1) licensees will only be allowed recovery of those costs prudentlv incurred to meet
the demonstrated needs of their customers

(1) licensees will be allowed protits under a tair return standard which promotes
continued investment m equipment and factlities

()  the profits ailowed licensees will take 1nto account operational efficiencv and
quality ot service

encourage efficiencv in licensees' operations and qualitv of service,

(1) licensees will only be allowed recovery of those costs prudently incurred to meet
the demonstrated needs of thetr customers

(1) licensees will be allowed profits under a fair return standard which promotes
continued investment 1n equipment and facilities

(m)  the profits allowed licensees will take 1nto account operational efficiency and
quality of service

encourage economic efficiency m the electric power industry

(1) tariffs will reflect the full cost of service to consumers

(1) tartffs will reflect marginal cost principies where possible

keep 1n view the economic and social pohicy objectives of the Federal Government

(1) the Commussion will take into consideration the economic and social policv
objectives of the Federal Government

determine tanffs so as to eliminate exploitation and minimize economic distortions

(1) tartffs will reflect the full cost of service to consumer groups with similar service

requirements
(n)  tanffs will be farr and not unduly discriminatorv,
(i)  tanffs will provide stability and predictabilitv for customers over time, and
(iv)  tanffs will be understandable and free of misinterpretation

168
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