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IN THE MATTER OF  
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Date: September 3, 2010 

 

O R D E R 

 

In accordance with MERC (Terms and Conditions of Tariff) Regulations, 2005 and upon 

directions from the Maharashtra Electricity Regulatory Commission (hereinafter referred as 

MERC or the Commission), The Tata Power Company Limitedôs Transmission Business 

(TPC-T), submitted its application on affidavit for approval of truing up of Aggregate 

Revenue Requirement (ARR) for FY 2008-09, Annual Performance Review (APR) for FY 

2009-10 and ARR for FY 2010-11. The Commission, in exercise of the powers vested in it 

under Section 61 and Section 62 of the Electricity Act, 2003 (EA 2003) and all other powers 

enabling it in this behalf, and after taking into consideration all the submissions made by 

TPC-T, all the suggestions and objections of the public, responses of TPC-T, issues raised 

during the Public Hearing, and all other relevant material, and after review of Annual 

Performance for FY 2009-10, determines the ARR for the Transmission Business of TPC-T 

for FY 2010-11 as under. 
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1 BACKGROUND AND BRIEF HISTORY  

The Tata Power Company Limited (TPC) is a Company established in 1919. On April 

1, 2000, the Tata Hydro-Electric Power Supply Company Limited (established in 

1910) and The Andhra Valley Power Supply Company Limited (established in 1916), 

were merged into TPC to form one unified entity. 

1.1 TARIFF REGULATIONS  

The Commission, in exercise of the powers conferred by the EA 2003, notified the 

Maharashtra Electricity Regulatory Commission (Terms and Conditions of Tariff) 

Regulations, 2005, (hereinafter referred as the MERC Tariff Regulations) on August 

26, 2005. These Regulations superseded the MERC (Terms and Conditions of Tariff) 

Regulations, 2004.  

1.2 MERC ORDER ON ARR AND TARIFF PETIT ION FOR FY 2005-06 

AND FY 2006-07 

TPC submitted its ARR and Tariff Petition for FY 2006-07 for its vertically integrated 

operations comprising of Generation, Transmission and Distribution Businesses (Case 

No. 12 of 2005 and 56 of 2005) on February 9, 2006. After two Technical Validations 

Sessions (TVS), the Commission vide its letter dated May 4, 2006, directed TPC to 

submit its revised ARR and Tariff Petition for FY 2006-07 including a separate 

section on truing up of ARR for FY 2005-06. The Commission admitted the ARR 

Petition of TPC for FY 2005-06 (Case No. 12 of 2005) and ARR and Tariff Petition 

of TPC for FY 2006-07 (Case No. 56 of 2005) on May 18, 2006. The Commission 

issued the Order on the ARR Petition of TPC for FY 2005-06 and ARR and Tariff 

Petition of TPC for FY 2006-07 on October 3, 2006.  

1.3 REVIEW PE TITION ON TARIFF ORDER FOR FY 2006-07 

TPC filed a Review Petition (numbered as Case No.47 of 2006) against the 

Commissionôs Order dated October 3, 2006, in the matter of TPCôs ARR and Tariff 

Petition for FY 2005-06 and FY 2006-07 before the Commission. The Commission 

disposed of the Review Petition by issuing an Order dated March 22, 2007. TPC 

appealed (Appeal No.60 of 2007) against the Commissionôs Order on the Review 

Petition filed by TPC, before the Honôble Appellate Tribunal for Electricity (ATE). 

The Appellate Tribunal issued its Judgment on TPCôs Appeal on May 12, 2008. The 

Appellate Tribunal remanded the matter back to the Commission and the Commission 
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under its APR Order dated May 26, 2008 (Case No. 67 of 2007) observed that the 

ARR has to be revised in the light of the ATEôs directions and that the impact shall be 

taken into account during the next truing-up exercise. Accordingly, the Commission 

directed TPC to submit the impact of the ATEôs Judgment on the ARR of each 

business separately, viz., TPC-G, TPC-T and TPC-D, and also to propose the method 

of recovery of the impact through revision in tariffs, along with its Petition for Annual 

Performance Review for FY 2008-09. TPC-T confirmed that the aforesaid Judgment 

delivered by the ATE has no bearing as far as TPC-T is concerned. 

1.4 MERC ORDER ON MYT PETITION FOR TPC-T FOR FY 2007-08 TO 

FY 2009-10 

TPC submitted its ARR and Multi Year Tariff (MYT) Petition for the first Control 

Period from FY 2007-08 to FY 2009-10 for its Transmission Business on January 3, 

2007 numbered as Case No. 71 of 2006. The Commission issued the MYT Order for 

TPC-T for the first Control Period on April 2, 2007, which came into effect from 

April 1, 2007, and the tariffs were valid upto March 31, 2008, which was later 

extended till the revised revenue requirement was determined for FY 2008-09, vide 

the Commissionôs Order dated April 1, 2008, in Case No. 102 of 2007. 

1.5 MERC ORDER ON APR PETITIO N FOR TPC-T FOR FY 2007-08 AND 

DETERMINATION OF REVENUE REQUIREMENT FOR FY 2008-09 

TPC-T submitted its Petition for Annual Performance Review (APR) for FY 2007-08 

and Revenue Requirement for FY 2008-09 for its Transmission Business on 

November 30, 2007 numbered as Case No. 67 of 2007. The Commission issued the 

APR Order for TPC-T on May 26, 2008, which came into effect from June 1, 2008, 

and the tariffs were initially valid upto March 31, 2009, which was later extended till 

the revised revenue requirement is determined for FY 2009-10, vide the 

Commissionôs Order dated April 15, 2009 in Case No. 152, 153 and 154 of 2008. 

TPC-T appealed against the Commissionôs Order on the APR for FY 2007-08 and 

determination of ARR for FY 2008-09 before the ATE (numbered as Appeal No. 138 

of 2008).  

 

Along similar lines, TPC also appealed before the ATE against the Commissionôs 

APR Order for FY 2007-08 in respect of TPCôs Generation Business (TPC-G) and 

Distribution Business (TPC-D) (Appeal No. 137 of 2008 by TPC-G and Appeal No. 

139 of 2008 by TPC-D). The ATE passed a combined Judgment in respect of these 
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appeals on July 15, 2009. The impact of the same is considered in the current APR 

process subject to prudence check by the Commission, which has been discussed in 

detail in the APR Orders for FY 2009-10 of the respective businesses of TPC. 

     

1.6 REVIEW PETITION ON O RDER ON APR FOR FY 2007-08 AND 

DETERMINATION OF REVENUE REQUIREMENT FOR FY 2008-09 

TPC-T filed a Review Petition against the Commissionôs Order on APR for FY 2007-

08 and Revenue Requirement for FY 2008-09. The Commission vide Order dated 

January 21, 2009 (Case No. 43 of 2008) upheld TPC-Tôs Review Petition and 

clarified that any impact of the same shall be taken into account by the Commission in 

its Order on TPC-Tôs Petition for APR for FY 2008-09 and determination of ARR for 

FY 2009-10. 

 

1.7 MERC ORDER ON APR PETITIO N FOR TPC-T FOR FY 2008-09 AND 

DETERMINATION OF REVENUE REQUIREMENT FOR FY 2009-10 

TPC-T submitted its Petition for Annual Performance Review (APR) for FY 2008-09 

and Revenue Requirement for FY 2009-10 for its Transmission Business on 

November 26, 2008 numbered as Case No. 112 of 2008. The Commission issued the 

APR Order for TPC-T on May 28, 2009, which came into effect from June 1, 2009. 

TPC-T has appealed against the Commissionôs Order on APR for FY 2008-09 and 

determination of ARR for FY 2009-10 before the ATE (numbered as Appeal No. 174 

of 2009). The ATEôs decision on TPC-Tôs Appeal is awaited.  

 

1.8 PETITION FOR ANNUAL PERFORMANCE REVIEW FOR FY 2009-10 

AND DETERMINATION OF AGGREGATE REVENUE 

REQUIREMENT FOR FY 2010-11 

In accordance with Regulation 9.1 of the MERC Tariff Regulations, an Application 

for the determination of tariff is required to be made to the Commission not less than 

120 days before the date from when the tariff is intended to be made effective. 

Further, the first proviso to Regulation 9.1 of the MERC Tariff Regulations provides 

that the ñdate of receipt of application for the purpose of this Regulation shall be the 

date of intimation about receipt of a complete application in accordance with 

Regulation 8.4 above.ò  
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In view of the separate process being undertaken by the Commission for formulation 

of the MERC MYT Regulations for the Control Period from FY 2011-12 to FY 

2015-16, the Commission directed TPC-T to submit the Petition for truing up for FY 

2008-09, APR for FY 2009-10 and determination of revenue requirement for FY 

2010-11 for its Transmission Business, latest by December 31, 2009.  

 

TPC-T submitted its Petition for truing up for FY 2008-09, APR for FY 2009-10 and 

determination of revenue requirement for FY 2010-11 for its Transmission Business 

on December 29, 2009, based on actual audited expenditure for FY 2008-09, actual 

expenditure for first half of FY 2009-10, i.e., from April to September 2009 and 

revised estimated expenses for October 2009 to March 2010, and projections for FY 

2010-11. TPC-T, in its Petition, requested the Commission to: 

 Accept the Petition for Annual Performance Review for FY 2009-10 and 

Annual Revenue Requirement for FY 2010-11 for TPC-T in accordance with 

the guidelines outlined in MERC Orders passed in various matters relating to 

TPC-T and the principles contained in MERC Tariff Regulations; 

 Include the impact of the ATE Judgment in respect of Appeal No.138 of 2008 

received on July 15, 2009 along with appropriate carrying cost as presented in 

the Petition. 

The Commission, vide its letter dated February 7, 2010, forwarded the preliminary 

data gaps and information required from TPC-T. TPC-T submitted its replies to 

preliminary data gaps and information requirement on February 13, 2010. The 

Commission scheduled a Technical Validation Session (TVS) on TPC-Tôs Petition for 

approval of APR for FY 2009-10 and Revenue Requirement for FY 2010-11, on 

February 15, 2010 in the presence of Consumer Representatives authorised under 

Section 94(3) of the EA 2003 to represent the interest of consumers in the proceedings 

before the Commission. The list of individuals, who participated in the TVS, is 

provided at Appendix-1. During the TVS, the Commission directed TPC-T to provide 

additional information and clarifications on the issues raised during the TVS. The 

Commission also directed TPC-T to submit the draft Public Notice in English and 

Marathi in the format prescribed by the Commission. 

1.9 ADMISSION OF PETITIONS AND PUBLIC PROCESS 

TPC-T submitted its responses to the queries raised during the TVS, on March 15, 

2010, and the Commission admitted the APR Petition of TPC-T on March 18, 2010. 
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In accordance with Section 64 of the EA 2003, the Commission directed TPC-T to 

publish its APR Petition in the prescribed abridged form and manner, to ensure public 

participation. The Commission also directed TPC-T to reply expeditiously to all the 

suggestions and objections received from stakeholders on its Petition. TPC-T issued 

the Public Notice in newspapers inviting suggestions and objections from 

stakeholders on its APR Petition. The Public Notice was published in The Times of 

India (English), Indian Express (English), Loksatta (Marathi) and Maharashtra Times 

(Marathi) newspapers on March 20, 2010. The copies of TPC-T's Petitions and its 

summary were made available for inspection/purchase to members of the public at 

TPC's offices and on TPC's website (www.tatapower.com). The copy of Public Notice 

and Executive Summary of the Petition was also available on the website of the 

Commission (www.mercindia.org.in) in downloadable format. The Public Notice 

specified that the suggestions and objections, either in English or Marathi, may be 

filed in the form of affidavit along with proof of service on TPC.  

The Commission received written suggestions and objections on various issues. The 

Public Hearing was held in Mumbai on April 16, 2010 at 11:00 hours at  5th Floor, 

Sunderbai Hall, Shri Nathibai Thackersey Road, Off Maharshi Karve Road, 

(Behind Income-Tax Office) Churchgate, Mumbai 400 020. The list of objectors, 

who participated in the Public Hearing, is provided in Appendix- 2.  

The Commission has ensured that due process as contemplated under law to ensure 

transparency and public participation was followed at every stage meticulously and 

adequate opportunity was given to all the persons concerned to file their say in the 

matter.  

Though a common Public Hearing was held for processing the APR Petition for FY 

2009-10 and determination of ARR and tariff for FY 2010-11 filed by TPC-G 

(numbered as Case No. 96 of 2009), TPC-T (numbered as Case No. 97 of 2009) and 

TPC-D (numbered as Case No. 98 of 2009), the Commission is issuing separate 

Orders on the three Petitions filed by TPC. This Order deals with the truing up for FY 

2008-09, Annual Performance Review of FY 2009-10 and determination of 

Aggregate Revenue Requirement of TPC-Transmission Business for FY 2010-11. 

Various suggestions and objections that were raised on TPC-Tôs Petition after 

issuance of the Public Notice both in writing as well as during the Public Hearing, 

along with TPCôs response and the Commissionôs rulings have been detailed in 

Section 2 of this Order.  

1.10 ORGANISATION OF THE ORDER 

http://www.tatapower.com/
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This Order is organised in the following five Sections: 

 Section 1 of the Order provides a brief history of the quasi-judicial regulatory 

process undertaken by the Commission. For the sake of convenience, a list of 

abbreviations with their expanded forms has been included. 

 Section 2 of the Order lists out the various suggestions and objections raised by 

the objectors in writing as well as during the Public Hearing before the 

Commission. The various suggestions and objections have been summarized, 

followed by the response of TPC and the rulings of the Commission on each of the 

issues. 

 Section 3 of the Order details the truing up of expenses and revenue of TPC-T for 

FY 2008-09, including sharing of efficiency gains/losses due to controllable 

factors.  

 Section 4 of the Order comprises the impact of Judgment of ATE and previous 

years truing up. 

 Section 5 of the Order comprises the Review of Performance for FY 2009-10, 

covering both physical performance and expenditure heads. This Section also 

comprises the Commission's analysis on various components of revenue 

requirement of TPC-T for FY 2010-11. 
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2 OBJECTIONS   RECEIVED, TPCôs RESPONSE AND 

COMMISSIONôS RULING 

 

There were some objections that were common to TPCôs different Business, while 

some objections and comments were raised specifically in the context of the APR 

Petition filed by TPC-T, which have been summarised issue-wise in this Section. 

2.1 PROCEDURAL ISSUES 

M/s Hotel and Restaurant Association (Western India) HRAWI, M/s Retailers 

Association of India (RAI) and M/s Inorbit Malls (India) Pvt. Ltd (Inorbit) submitted 

that the Petition of TPC-T and the accompanying documents are extremely 

voluminous, and contains complex technical data. Analysis of such data and its 

implications on the consumers requires substantial amount of time and effort. The aid 

of experts is necessary to decipher the true intent and meaning and purpose of the 

Petition. Various fundamental errors, faults and inconsistencies form a part of the 

Petition and due time is required to adequately investigate and examine the same. 

Hence, the Objectors submitted that a period of 21 days is insufficient for filing 

Objections/ Comments/ Suggestions before the Commission. 

TPC-Tôs Response 

TPC has not responded to this objection. 

Commissionôs Ruling 

The Commission has ensured that the stakeholders have had adequate time to study 

the documents and give their considered inputs on the same. The Public Notice was 

published on March 20, 2010, and the Petition documents were made available from 

the same day. Stakeholders were given the opportunity to file objections up to April 

10, 2009, which is a period of 21 days as is the mandatory requirement specified in 

the MERC (Conduct of Business) Regulations, 2004. The Public Hearing was held on 

April 16, 2010 at 5th Floor, Sunderbai Hall, Shri Nathibai Thackersey Road, Off 

Maharshi Karve Road, (Behind Income-Tax Office) Churchgate, Mumbai, and oral 

objections submitted even at the time of the Public Hearing have been considered. In 

addition to the above, it was also specified in the public notice that stakeholders could 

submit their rejoinders on replies provided by TPC-T either during the public hearing 

or latest by April 23, 2010. Thus, the Commission is of the view that sufficient 

opportunity has been given to the stakeholders to submit their objections and 
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comments on TPC-Tôs APR Petition. In any case, since tariff determination is a time 

bound exercise under Section 64 of the EA 2003, no further relaxation of time could 

be made for the provision of submission of suggestions and objections by the public 

in the interests of consumers as the same would have resulted in delay in issuing of 

the Tariff Order thereby resulting in a delay in applicability of the Tariff and 

consequently a significant change in the revenue that could be collected by the Utility, 

and hence an impact on the tariff levied on consumers. 

2.2 INTEREST ON LOAN  

Mr. Sandip Ohri, Mr. Rakesh Goyal, Mr. Abdullah Siddiqui, and Mr. Abdullah 

Mukadam submitted that Interest on Loans approved by the Commission is around 

Rs. 10 Crore, while the revised estimates submitted by TPC is around Rs. 18 Crore, 

which should be substantiated by TPC. 

 

Mr. Guruprasad Shetty submitted that interest on long term capital should be 

disallowed as TPC has given loans and advances of around Rs. 2500 crore and have 

invested in stocks and shares of around Rs. 5500 crore. This money has come from 

major stakeholders of TPC, i.e., ñthe Consumersò, who in last 5 years alone have 

contributed Rs. 5000 crore. Hence, Mr. Shetty suggested that TPC is not required to 

borrow while its own funds are given out as loan and advances or invested outside.   

 

TPC-Tôs Response 

TPC submitted that Interest on Loan has been computed based on the Capitalisation 

during the year and considering the normative Debt: Equity ratio of 70:30. TPC 

further submitted that they have provided the required details with regards to Interest 

on Loan in Format 5 of their revised submission.   

 

Commission's Ruling 

The Commission has addressed the issues related to interest expenses under Section 3, 

while analysing the various components of truing up for FY 2008-09, and in Section 5 

of the Order under the Annual Performance Review and Aggregate Revenue 

Requirement for FY 2009-10 and FY 2010-11, respectively. As regards utilising 

TPCôs surplus funds and therefore need for borrowing is not being there, it is clarified 

that, whether surplus is utilised or loan is actually taken, cost of the money so utilised 

by way of interest has to be borne. However, the Commission has allowed only the 

normative interest rate as per Regulations.  
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2.3 INCOME TAX  

Mr. Rakesh Goyal, Mr. Sandip Ohri, Mr. Abdullah Siddiqui, and Mr. Abdullah 

Mukadam submitted that TPC has stated that Income Tax must be allowed based on a 

computation and procedure different from what the Commission has been doing in the 

past. Though TPC has filed an Appeal before the  ATE, since there is neither any 

interim relief granted, nor is there any óstayô in the matter, Income Tax must be 

treated in the same manner and methodology as was being treated by the Commission 

thus far. 

 

Mr. Guruprasad Shetty submitted that income tax is tax on thousands of Crores of 

Rupees earned by TPC by overcharging its consumers. He suggested that TPC can 

reduce its income tax by reducing its tariff.  

 

TPC-Tôs Response   

TPC requested the Commission to consider its submission made in the Petition for 

Income Tax. 

 

Commissionôs Ruling 

In this regard, the Commission has given its computation and detailed reasoning in the 

respective Sections of the Order.    

 

2.4 RETURN ON EQUITY  

HRAWI, RAI, Inorbit Malls (India) Pvt. Ltd. and Mr. Guruprasad Shetty submitted 

that Return on Equity (RoE) should be reduced equivalent to the additional capital 

expenditure incurred by TPC over and above the amount approved by the 

Commission. Further, the ROE should be considered only on capitalised assets. 

 

TPC-Tôs Response   

TPC has not responded to this objection. 

 

Commissionôs Ruling 

As per the provisions of Tariff Regulations, Return on Equity is allowed on opening 

balance of equity invested in the Gross Fixed Assets and 50% of the equity portion of 
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assets capitalised during the year. Further, till such time as the Utility obtains the 

Commission's approval for any cost-overrun, the capitalisation is considered as per 

the originally approved values.  

 

2.5 INCREASE IN AGGREGATE REVENUE REQUIREMENT  

Urja Prabodhan Kendra submitted that increase in Aggregate Revenue Requirement 

from Rs. 284 Crore during FY 2009-10 to Rs 345 Crore in FY 2010-11 appears to be 

high as compared to the increase from Rs. 243 Crore during FY 2008-09 to Rs 284 

Crore in FY 2009-10 as presented in the Petition of TPC-T.  

 

TPC-Tôs Response 

 

TPC has not responded to this objection. 

Commissionôs Ruling 

The purpose of this hearing and the Petition is for the Commission to decide the 

reasonability and prudence, keeping in view of the Regulations, and the same is now 

done while issuing this Order.  
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3 TRUING UP OF AGGREGATE  REVENUE 

REQUIREMENT FOR FY 2008-09 

TPC, in its Petition, has sought approval for the final truing up of expenditure and 

revenue for FY 2008-09 based on actual expenditure and revenue as per audited 

accounts. TPC provided the comparison of actual expenditure against each head with 

the expenditure approved by the Commission, along with the reasons for deviations 

and also proposed the sharing of the efficiency gain/loss for each head of 

expenditure/revenue, as applicable. 

 

Accordingly, the Commission in this Section has analysed all the elements of actual 

expenditure and revenue for TPC-T for FY 2008-09, and has undertaken the truing up 

of expenses and revenue after prudence check. Further, for FY 2008-09, the 

Commission has approved the sharing of gains and losses on account of controllable 

factors between TPC-T and the Distribution Licensees, in accordance with Regulation 

19 of the MERC Tariff Regulations, in this Section. 

3.1 O&M Expenses  

Operation and Maintenance (O&M) expenditure comprises of employee related costs, 

Administrative and General (A&G) Expenses, and Repair and Maintenance (R&M) 

expenditure. TPC-Tôs submissions on each of these expenditure heads, and the 

Commissionôs ruling on the truing up of the O&M expenditure heads for FY 2008-09 

are detailed below.  

 

The actual O&M Expenditure for FY 2008-09 is Rs. 96 Crore which included 

expenses towards Fringe Benefit Tax (FBT) and Brand Equity and Brand Promotion 

as compared to Rs. 98 Crore approved in the APR Order of FY 2008-09, after 

exclusion of the Brand Equity and Brand Promotion Expenditure. The various 

components of O&M Expenses are elaborated below: 

3.1.1 Employee Expenses  

TPC-T submitted that the total actual employee related expenses for FY 2008-09 was 

Rs. 52.94 Crore against Rs. 62.03 Crore approved by the Commission. TPC submitted 

that the lower employee expense in FY 2008-09 was mainly due to higher 

capitalisation of staff cost of Rs. 2 Crore due to increased focus on capital jobs. In 

addition, TPC submitted that the lower employee expense was primarily on account 

of higher attrition of employees during the year due to the increasing demand for 

professionals and skilled persons in this industry. Further, the vacancies created on 
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account of retirements in the previous years were yet to be filled up, which has 

resulted in further lowering of employee expenses by another Rs. 1 Crore.  

The Commission asked TPC-T to submit the basis and assumptions for computing the 

capitalisation of employee expenses for FY 2008-09 and TPC-T submitted that the 

same is computed on the basis of a time sheet being sent by the concerned 

departments to accounts for the time spent by the members of the department on 

various projects. TPC-T submitted that the amount is booked every month by 

transferring to the respective projects. 

 

TPC-T, in response to the queries raised by the Commission, submitted a comparison 

of the sub-head wise expenditure under employee expenses for FY 2008-09 and FY 

2007-08. As regards decrease in the expenditure on Interim Relief/Wage Revision, 

TPC-T submitted that reduction in the expense was mainly on account of reversal of 

higher provision arising mainly due to actuarial valuation of wage settlement benefits, 

which have been accrued based on the estimates. TPC-T further submitted that higher 

capitalisation due to increased capital expenditure (capex) undertaken increased the 

expenses towards capitalisation. However, while comparing the sub-head wise 

expenditure under employee expenses for FY 2008-09 and FY 2007-08, increases 

were noticed under heads óCommission to Directorsô and óGratuity Paymentsô. TPC, 

in its response, submitted that the increase towards óCommission to Directorsô was 

due to increase in number of directors from two in FY 2007-08 to four in FY 2008-09 

and the increase towards the subhead of Gratuity Payments in FY 2008-09 was due to 

higher AS-15 provisioning. 

 

The Commission is of the view that employee expense is a ócontrollableô parameter 

and has accordingly, analysed the actual employee expenses for FY 2008-09 under 

various heads vis-à-vis the actual expenditure in FY 2007-08. No significant increase 

in head-wise expenses was observed, rather, decrease in expenses have been observed 

under few heads for which the reasons were submitted by TPC as discussed above. 

Besides, there was also a decrease in the number of employees of TPC-T in FY 2008-

09 compared to that in FY 2007-08.  

 

Considering the details of actual employee expenses and reasons submitted by TPC-T 

for decrease in employee expenses, the Commission has allowed the actual employee 

expenses for FY 2008-09 under the truing up exercise as shown in the table below:  

 

Table: Employee Expenses      (Rs Crore) 
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Particular  APR Order Actuals Allowed after truing up  

Employee Expenses 62.03 52.94 52.94 

 

The difference between the approved employee expenses and the employee expenses 

allowed after truing up for FY 2008-09 has been considered as a controllable gain and 

has been shared between TPC-T and the Distribution Licensees in accordance with 

Regulation 19 of the MERC Tariff Regulations, as explained later in this Section.  

 

3.1.2 A & G Expenses 

TPC submitted that the A&G expenses for FY 2008-09 were Rs. 31.54 Crore against 

Rs 26.46 Crore approved by the Commission. The major reasons submitted by TPC-T 

for the increase are as follows: 

 TPC has engaged Du Pont, world renowned experts on safety practices, with 

the intention of bringing about a cultural and behavioural change in the mindset 

of all employees and other stakeholders so as to enhance the safety levels 

within and outside the organization (Rs 1.66 Crore). 

 Increase in cost of security services (Rs 0.25 Crore) on account of increased 

security deployment post the incidents of 26/11. The increased deployment was 

carried out at various locations in Transmission Divisions as per advice 

received from Mumbai Police and other Government agencies. 

 

Further, TPC-T submitted that the Commission, while approving the A&G expenses 

for FY 2008-09 in the previous APR Order, had not considered the expenses towards 

Brand Equity. However in the current Petition, TPC has considered an expense of 

around 4 Crore towards Brand Equity, subsequent to the allowance of such expenses 

by the ATE through its Judgment dated July 15, 2009.    

 

TPC-T, in response to the queries raised by the Commission, submitted a comparison 

of the sub-head wise expenditure under A&G expenses for FY 2008-09 and FY 2007-

08. As regards increase in expenses towards óother A&G expensesô in FY 2008-09 by 

0.71 Crore compared to the expense during FY 2007-08, TPC-T submitted that the 

increase was primarily due to higher rate of scrapping of the materials. 

 

TPC-T, in response to the queries raised by the Commission regarding the reason for 

not considering any capitalisation of A&G expenses during FY 2008-09, submitted 

that A&G expenses that relate to Capex schemes are directly debited to the concerned 
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Capex scheme and unlike the employee costs they are not routed through the Profit & 

Loss Statement. Hence, they do not separately appear as capitalised amount. 

 

In reply to the query raised by the Commission regarding details of instances where 

The Tata Group has promoted TPC through advertisements as part of the Group, 

which leads to brand building for TPC-T, TPC-T submitted that the Tata Group 

promotes Tata Power brand through various media that it employs for 

communication, such as: 

 Presence in its corporate collaterals like Tata Group Corporate Brochure, 

Corporate film, Tata Group Website and presentation CDs; 

 Providing visibility to Tata Power initiatives in all the Group publications like 

Tata Review, Tata Sphere, theme based films targeted at external audience; 

 Presence in joint exhibitions organised in India and abroad to showcase the 

Tata Group initiatives; 

 Advertising support on common campaigns on social responsibility, energy 

conservation awareness, etc.; 

 PR support by doing group stories including Tata Power from time to time; 

 Providing support in vendor negotiation on media related services to get the 

advantage of economies of scale. 

In reply to the query raised by the Commission, TPC-T provided the details where 

Tata Group has made available central services like recruitment, training courses and 

common procurement services. In accordance with the ATEôs Judgment in the context 

of payments made towards Brand Equity, the Commission has considered the same 

under the truing up exercise subject to prudence check. On the basis of the 

submissions made by TPC, the Brand Equity for FY 2006-07, FY 2007-08 and FY 

2008-09  has been re-computed. The same has been elaborated in detail in Section 5 

of this Order. Accordingly the expenditure towards Brand Equity for FY 2008-09 has 

been considered as Rs. 4.09 Crore against Rs 4.27 Crore submitted by TPC-T. 

The Commission observed that TPC-T has considered Rs 0.38 Crore towards 

Contribution/Donation under the A&G expenses for FY 2008-09. In response to the 

queries raised by the Commission, TPC has confirmed that such expenses are 

voluntary in nature. TPC further submitted that TPC as a whole has made a 

contribution to the extent of Rs 1.88 Crore and the same expense allocated for 

Mumbai Licensee Area is Rs 1.57 Crore. The same amount was further allocated to 



Case No. 97 of 2009                        MERC Order for TPC-T for APR of FY 2009-10 and ARR for FY 2010-11 

 

MERC, Mumbai 

 

Page 20 of 101 

TPC-G, TPC-T and TPC-D as Rs 0.99 Crore, Rs 0.38 Crore and Rs 0.20 Crore, 

respectively. As regards such expenses, the Commission has ruled in the APR Order 

for FY 2008-09 as under. 

 

  ñThe Commission is of the view that if the Company or the shareholders of 

the Company wish to contribute/donate towards charitable causes, the same 

should be contributed from the return earned out of the business, rather than 

passing on such costs to the Utilityôs consumers. Hence, for truing up 

purposes for FY 2007-08, the Commission has not considered the expense of 

Rs 0.21 Crore towards donations as claimed by TPC-T.ò 

 

Hence, on similar lines, the Commission has not considered the expense of Rs 0.38 

Crore towards Contributions/Donations as claimed by TPC-T.  

  

Further, as regards Rs 1.66 Crore increase in the A&G expenses for FY 2008-09, 

attributed to the engagement of Du Pont to enhance the safety levels of TPC-T, the 

commission has considered the same as a controllable expense and has shared the 

efficiency loss to that extent in accordance with the provisions of the Tariff 

Regulations. However, the sharing has been done provisionally as neither the TOR, 

nor the actual report submitted by Du Pont, nor the benefits accrued in the 

quantifiable terms have been submitted by TPC-T. TPC-T may do the needful within 

three months of issue of this Order and the Commission shall take a final view on the 

matter based on analysis of the submissions made. 

        

The summary of A&G expenses approved in the Order, actual A&G expenses and 

A&G expenses approved after truing up for FY 2008-09 has been shown in the 

following Table:  

 

Table: A & G Expenses     (Rs Crore) 

Particular  APR Order    Actuals    Allowed after truing up   

Net A&G Expenses 

including Brand Equity 

adjustment 

29.63 31.54 30.98 

Brand Equity adjustment (3.17) 4.27* 4.09* 

Net A&G Expense after 

adjusting  Brand Equity 
26.46 31.54 30.98 

Note: * already included in above head 
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The Commission has considered the difference between the allowed A&G expenses 

and actual A&G expenses under the sharing of gains and losses due to controllable 

factors, since O&M is a controllable expense. 

3.1.3 R&M Expenses 

TPC submitted that the actual R&M expense for FY 2008-09 was Rs. 11.20 Crore as 

against Rs 9.99 Crore approved by the Commission in the APR Order. TPC stated that 

increase in the R&M expenses was mainly due to overhaul of the circuit breakers after 

more than 10 years of service and repairs in power transformers (Rs.1 Crore). 

Accordingly, the Commission has considered the revised actual R&M expenses of Rs 

11.20 Crore for FY 2008-09 under the truing-up process.  

 

Table: R&M Expenses     (Rs Crore) 

Particular  APR Order    Actuals    Allowed after truing up   

Net R&M Expenses 9.99 11.20 11.20 

 

3.2 Capital Expenditure and Capitalisation 

The Commission has examined the capital expenditure and actual capitalisation 

claimed by TPC-T as against the various capex schemes approved by the 

Commission. As against approved capitalisation of Rs. 74 Crore considered under its 

earlier APR Order dated May 28, 2009, actual capitalisation by TPC-T during FY 

2008-09 amounted to Rs. 199 Crore, out of which, capitalisation of DPR schemes 

amounts to Rs. 175 Crore and the balance pertains to Non-DPR schemes. The 

Commission has verified the actual capitalisation claimed by TPC-T as against the 

capex schemes already approved by the Commission.  

 

Accordingly, for truing up for FY 2008-09, the Commission has considered the 

capitalisation of Rs. 101 Crore, after reducing capitalisation to the extent of Rs. 90 

Crore, claimed by TPC-T towards capitalisation of land for 145 kV GIS at Bandra-

Kurla Complex and after restricting the capitalisation towards Non-DPR schemes to 

20% of capitalisation of DPR schemes in accordance with the stipulations made by 

the Commission in the previous APR Order.  

 

The Commission, in its earlier APR Order, had directed TPC-T to submit a detailed 

report on benefits realised vis-a-vis the benefits projected at the time of seeking 

approval for various capex schemes. TPC submitted the relevant details for FY 2007-
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08 and FY 2008-09, and the same have been considered by the Commission while 

approving the capitalisation for FY 2008-09.  

3.3 Depreciation 

The Commission, in its earlier Order dated May 28, 2009, had permitted depreciation 

to the extent of Rs 28.31 Crore for FY 2008-09. The depreciation rates were 

considered as prescribed under the MERC Tariff Regulations. TPC-T, in its APR 

Petition, submitted that the actual depreciation expenditure incurred in FY 2008-09 

was Rs 28.70 Crore which also includes depreciation on account of the asset additions 

during FY 2008-09, considered in accordance with the ATE Judgment dated July 15, 

2009.  

 

Further, against capitalisation of Rs 73.74 Crore considered under the APR Order, 

actual capitalisation achieved by TPC-T during FY 2008-09 amounted to Rs 199 

Crore. Further, TPC-T in its additional submissions, confirmed that depreciation has 

not been claimed beyond 90% of the asset value in line with the MERC Tariff 

Regulations.  

For the purpose of truing up, the Commission has considered depreciation on the 

Opening GFA for FY 2008-09 as well as on the assets added during the year, subject 

to the actual capitalisation approved for FY 2008-09 and the date of capitalisation of 

such assets. This is in consonance with the ATEôs Judgement dated July 15, 2009 in 

Appeal No.137 of 2008, 138 of 2008 and 139 of 2008. 

 

The depreciation expenditure approved by the Commission for FY 2008-09 has been 

summarised in the following Table: 

 

Table: Depreciation      (Rs Crore) 

Particulars Tariff Order  Actuals Allowed after truing up  

Depreciation 28.31* 28.70 28.20 

Opening GFA 1088.51 1088.51 1088.51 

Asset Addition  NA 199.45 101.02 

Asset Retirement NA (15.28) (15.28) 

Closing GFA NA 1272.67 1174.24 

(*Depreciation allowed on Opening GFA in previous APR Order) 

3.4 Interest Expenses 

The Commission, in its APR Order dated May 28, 2009 in Case No. 112 of 2008, had 
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approved interest expenditure of Rs. 9.55 Crore, after considering the interest 

expenditure on normative debt and actual loan from Infrastructure Development 

Finance Company Limited (IDFC) corresponding to capitalised assets only. The 

Commission, in its earlier Tariff Order dated October 3, 2006 (Case No. 12 and 56 of 

2005), had considered normative interest expenditure on loans corresponding to 

capitalised assets at interest rate of 10% p.a. for assets put to use during FY 2004-05 

and FY 2005-06 and loan repayment period of 10 years. Further, for assets capitalised 

during FY 2006-07 and FY 2007-08, the Commission had considered the interest rate 

of 8.90% in accordance with the IDFC loan terms. 

TPC has estimated the interest expenses for FY 2008-09 under the following heads: 

 Interest on long-term debt; 

 Interest and Finance Charges.  

TPC submitted that interest on long-term debt for FY 2008-09 has been computed 

based on interest on normative loans and actual loans for previous years and 

normative and actual loan for 70% of the expenditure capitalised in FY 2008-09. TPC 

further submitted that it has raised a loan of Rs. 450 Crore from IDFC and Rs. 400 

Crore from Industrial Development Bank of India Limited (IDBI) to fund its current 

capital expenditure. TPC has considered the financing of the capitalisation in FY 

2008-09 from actual loans availed from IDFC and IDBI as well as normative loan to 

the extent of 70% of the capitalisation. The summary of the IDFC and IDBI loan 

utilised for TPC-T, TPC-D and existing Units of TPC-G, as submitted by TPC, is 

shown in the Table below: 

 

Table: Summary of Financing of Capitalisation 

  

TPC also submitted that it has considered the IDBI and IDFC loan to the extent of the 

Trombay Unit No. 8 capacity utilised for Licenced Area.  

Further, TPC-T submitted that the variation in the interest expenditure vis-a-vis the 

approved interest expenditure, was mainly on account of the following reasons:  
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 Difference in  capitalisation considered by the Commission for FY 2008-09 

and the actual capitalisation in that year; 

 The difference in interest rate as worked out by TPC-T and that considered by 

the Commission.   

 

A. Utilisation of Actual loan of IDFC and IDBI Loan and Normative Loan 

for financing of capitalisation of Existing Units of TPC-G 

 

1. IDBI Loan  

 

TPC submitted that a loan of Rs. 400 Crore has been raised from IDBI for funding its 

capital expenditure for its Generation, Transmission and Distribution Business in the 

Mumbai region. The disbursement schedule of IDBI loan-1 as submitted by TPC is 

shown in the Table below: 

Table: IDBI Loan Disbursement  (Rs Crore) 

Month of disbursement 

Quantum of disbursement Net rate of interest 

Rs. Crore (%)  

Mar-08 200 10.50 

Aug-08 92 11.50 

Oct-08 86 14.00 

Mar-09 20 10.74 

Total 398 11.50 

 

Further, TPC in its Petition, submitted the utilization of IDBI Loan-1 for TPC-D, 

TPC-T and recently commissioned TPC-G Unit-8 and for existing Units of TPC-G, as 

summarised in the following Table: 

        (Rs. Crore) 

Sr. No Particulars Unit -8 Balance 

available 

for LA 

Capex 

Financing of capitalisation 

(of FY 2008-09) in LA other 

than Unit-8 

Total 

250 

MW  

LA -

150 

MW  

Gener

ation 

Trans

mission 

Distrib

ution 

1 For capitalisation up to 

31
st
 March 2009 324 194 

        
2 Expected capitalisation 

during FY 2009-10 74 44 

3 Total  398 239 159 105 45 9 

 

As regards the loan availed from IDBI, the Commission in its APR Order in Case No. 
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111 of 2008, has stipulated as under:  

 ñAs observed from the above submissions of TPC-G, against the sanctioned 

amount of loan of Rs. 400 crore from IDBI, TPC-G has considered a loan 

drawal of Rs. 519.17 crore for Unit-8 alone. Effectively, the other schemes 

have been funded by normative loan, since only Rs. 400 crore has been 

sanctioned by IDBI till date. Hence, the Commission has considered the 

utilisation of actual loan availed from IDBI during FY 2008-09 for funding the 

capex requirement of Unit-8...ò 

 

The loan availed from various sources for financing of Unit-8 of TPC-G, as submitted 

in TPC-G's Petition in Case No. 35 of 2009 and as reported on Page No. 43 in the 

Order dated January 19, 2009 in the matter of approval of Capital Cost and 

determination of Tariff for Trombay Unit No. 8 (Case No. 35 of 2009), is tabulated as 

under: 

 

Table: Loan utilisation for Unit-8 as presented in Case 35 of 2009   (Rs Crore)  

Sr 

No. 
Source 

As claimed by TPC  

(Rs. Crore) 

As Approved by the Commission  

(Rs. Crore) 

Interest 

Rate (%) 

Up to 

COD 

Additional 

Capitalisat

ion 

Total Interest 

Rate (%) 

Up to 

COD 

Additional 

Capitalisati

on 

Total 

1 IDFC Floating 355   355 Floating 355   355 

2 IDBI Tranche 1 10.49% 200   200 10.49% 200   200 

3 IDBI Tranche 2 11.49% 92   92 11.49% 87 5 92 

4 IDBI Tranche 3 14.00% 32 54 86 11.49%   85  85 

5 IDBI Tranche 4 10.74%   20 20 10.74%       

6 IDBI Tranche 5 11.50%   40 40         

7 Total Debt   679 114 793   643 90 733 

 

 

As seen from the above Table, TPC had submitted the actual tranche-wise loans 

availed from IDBI for Unit-8, which sums up to Rs. 398 Crore (i.e., Sr. No. 

2+3+4+5), which effectively means that entire IDBI loan-1 of Rs. 398 Crore (i.e., 

loan pertaining to Tranche 1 to Tranche 4) has been utilised for financing of Unit-8, 

while in the previous Table, TPC-G has submitted that it has utilised Rs. 239 Crore 

for the financing of Unit-8 and remaining Rs. 159 Crore has been utilised for the 

financing of Generation, Transmission and Distribution business. Since, TPC-G has 

already utilised the loan of Rs. 398 Crore for Unit-8, hence, effectively, no actual loan 

pertaining to IDBI loan-1 remains to be utilised for any other purpose.  

 

Accordingly, the Commission asked TPC to justify the allocation of Rs. 159 Crore of 

IDBI Loan-1 towards financing capital expenditure of Generation, Transmission and 
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Distribution business during FY 2008-09. In reply to the Commission's query 

regarding allocation of IDBI loan, TPC submitted that Unit-8 had two portions, viz., 

(i) 150 MW capacity for Licenced Area and (ii) 100 MW capacity to be sold through 

TPTCL, i.e., ñNon Licenced Areaò. TPC-G further submitted that the loans of IDBI 

have been taken for Licenced Area business and quoted the extracts of the loan 

agreement as under: 

 

 

 

TPC-G submitted that as can been seen from the above extract, the loan has been 

given to the Mumbai Licensed Area business, and Unit 8 has two portions, one of 

which is 150 MW capacity for Mumbai Licensed Area. Accordingly, TPC submitted 

that it is necessary to carve out the loan applicable for Mumbai Licensed Area, which 

is done in the proportion of the Licensed Area capacity (150 MW) to Total Capacity 

(250 MW), which works out to Rs. 239 Crore. Since the IDBI loan of Rs. 398 Crore is 

for the Licensed Area, it leaves a balance of Rs. 159 Crore for other capitalisation, 

i.e., other than Unit 8 in the Licensed Area.  

 

Considering the submission made by TPC in Case 35 of 2009 and the subsequent 

Order in the same matter dated January 19, 2010 (as given in the above table), it is 

observed that the entire IDBI Loan-1of Rs 398 Crore has been utilised for financing 

of TPC-G Unit-8. Effectively, the other schemes have been funded by normative loan, 

since only Rs. 398 Crore has been disbursed by IDBI till date. However, the 

Commission in its Order dated January 19, 2010, has approved a capitalisation of Rs 

377 Crore (sum of approved loan of IDBI Tranche 1, 2 &3) being funded through 

IDBI loan-1. Hence, the Commission has considered the utilisation of Rs 377 Crore of 

actual loan availed from IDBI during FY 2008-09 for funding the capex requirement 

of Unit-8 and Rs 21 Crore (Rs 398 Crore - Rs 377 Crore) of actual loan for 

capitalisation of License Area of TPC during FY 2008-09. The same has been 

allocated among TPC-G, TPC-T and TPC-D in the ratio of capitalisation considered 
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by TPC during the financial year. The summary of the loan amount pertaining to IDBI 

loan as submitted by TPC and approved by the Commission is shown in the Table 

below: 

Rs. Crore 

Particulars TPC-G TPC-T TPC-D Total 

TPC 105 45 9 159 

Commission 13.49 5.72 1.18 21 

 

 

2. IDFC Loan 

 

The summary of the actual loans availed from IDFC and utilised for TPC-D, TPC-T, 

Trombay Unit No. 8 and existing Units of TPG-G as submitted by TPC is shown in 

the Tables below: 

Table: Position after financing through IDFC Loan 

 

 

The Commission observed that TPC has availed a total loan of Rs. 450 Crore from 

IDFC Ltd. in accordance with the terms and conditions of the Loan Agreement dated 

September 28, 2006. The Commission, under its Tariff Order for Trombay No. Unit 8, 

dated January 19, 2010, in Case No. 35 of 2009 had approved the loan amount of Rs. 

355.15 Crore from IDFC for the financing of Trombay Unit No. 8 of TPC-G. 

Effectively, the other schemes that have been funded by IDFC loan, amounts to Rs. 

94.85 Crore since only Rs. 450 Crore has been disbursed by IDFC till date. The 

Commission has considered this available amount of Rs. 94.85 Crore for funding the 
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capitalisation of FY 2007-08 and FY 2008-09 for TPC-T, TPC-D and existing Units 

of TPC-G, in the ratio of the actual capitalisation during those years.  

Accordingly, for utilising the remaining IDFC loan of Rs. 94.85 Crore, the 

Commission has considered the financing of Rs. 69.75 Crore in FY 2006-07 for TPC-

T, TPC-D and existing Units of TPC-G, in accordance with values approved in 

previous APR Order dated May 28, 2009, in Case No. 111 of 2008.  

Further, the remaining IDFC loan left after utilisation of Rs. 69.75 Crore amounts to 

Rs. 25.10 Crore for existing stations of Generation, Transmission and Distribution 

Business of TPC, which the Commission has allocated in the ratio of the actual 

capitalisation for these businesses during FY 2007-08. 

The summary of the loan utilised for TPC-T, TPC-D and Trombay Unit No.8 and 

existing Units of TPC-G is shown in the Table below: 

Table: IDFC Loan Utilisation               (Rs Crore) 

IDFC Loan (Rs. 450 Crore) 

Year  Unit 8 *  TPC-G TPC-T TPC-D Total 

 
 1 2 3 4 5=2+3+4 

FY 

2006-07 

Approved in APR 

Order for FY 2007-08 
100.60 28.86 15.14 25.74 69.75 

Revised Approved 100.60 28.86 15.14 25.74 69.75 

FY 

2007-08 

Approved in APR 

Order for FY 2007-08 
254.55 17.59 36.00 26.58 80.17 

Revised Approved 254.55 9.02 8.86 7.22 25.10 

Total   355.15 37.89 24.01 32.96 94.85 

*approved in Tariff Order for Unit-8 in Case No. 35 of 2009 

 

3. Normative Loan: 

TPC-T has proposed the financing of the actual capitalisation of Rs. 199 Crore in the 

debt:equity ratio of 70:30. Further, after utilising the actual loan pertaining to IDBI 

and IDFC, TPC-T has considered the remaining amount as normative loan. 

As regards the funding of the capitalisation during FY 2008-09, the Commission has 

also considered the debt:equity ratio of 70:30 as submitted by TPC. Further, after 

utilising the actual loan pertaining to IDBI and IDFC as approved in this Order, the 

Commission has considered the remaining amount as normative loan. The summary 

of the normative loan as submitted by TPC-T and as approved by the Commission in 

this Order is shown in the Table below: 

         Rs. Crore 

Particulars FY 2007-08 FY 2008-09 
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TPC-T Approved TPC-T Approved 

Capitalisation 1 51.43  51.43  199.45  101.02  

70% of the Capitalisation 2=1*70% 36.00 36.00 139.61 70.71 

IDBI Loan 3 0.00   44.67 5.72 

IDFC Loan 4 36.00 8.74 18.59 0.00 

Normative Loan 5 0.00 27.26 180.13 64.99 

Total Loan 6=3+4+5 36.00 36.00 139.61 70.71 

 

B. Loan Repayment Schedule 

 

1. IDBI and IDFC Loan 

For projecting the interest expenses towards IDBI and IDFC loans, TPC-T has 

considered the following loan repayment schedule in accordance with the terms of the 

loan agreement: 

 IDFC Loan  

o Tenor: 3 years moratorium period + 9 years; 

o Repayment: 35 quarterly instalments of Rs. 5.65 Crore and 36
th
 

instalment of Rs. 252.25 Crore.  

 IDBI Loan  

o Tenor: 3 years moratorium period + 10 years; 

o Repayment: 5% of the loan amount would be repaid every year for the 

first nine years and balance in the 10
th
 year.  

 

As regards the IDBI and IDFC loan agreements, the Commission has observed that 

repayment schedule is back-ended (i.e., more than 50% of the loan availed has been 

proposed to be repaid in the 10
th
 year) as shown in the Table below: 

 

Table: Repayment of IDFC and IDBI loans 

Particulars Unit  IDFC IDBI  

Loan Availed Rs. Crore 450 400 

Repayment in the last year 
Rs. Crore 

258 220 

Repayment as % of Loan Availed % 57% 55% 

  

In reply to the Commission's query regarding the reasons for entering into back ended 

repayment schedule, TPC submitted that the repayment of loans taken for Mumbai 

License Area have been scheduled in such a way that they mirror the depreciation 

provided by the Commission, which help in matching the cash outflow from 
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repayment with inflow from reimbursement for depreciation. TPC submitted that the 

average depreciation as provided in the MERC Tariff Regulationsamounts to 3.6% of 

the total capitalisation. Hence to mirror this, the repayments have been scheduled at 

5% each year (this amount will be almost equal to depreciation provided, considering 

a Debt: Equity ratio of 70:30). TPC further submitted that if this repayment rate is 

continued, it would imply a repayment period of about 20 years, however, there is 

bullet repayment to the extent of 55-57% in 10
th
 year. Hence, the loan in fact it is 

front ended to this extent. 

Further, in reply to the Commission's query to TPC regarding the alternative 

repayment schedule for optimising the interest cost and clarification regarding 

possibility of negotiating the repayment schedule for optimising the interest cost, TPC 

submitted that if the depreciation rate as allowed by the Commission is increased to a 

higher rate, negotiations can be made accordingly to modify the repayment schedule 

to optimise the interest cost. 

As regards TPCôs request for higher depreciation rate to enable it to negotiate 

modification of repayment schedule for optimising interest cost,  depreciation has to 

be allowed in accordance with the rates stipulated in the MERC Tariff Regulations. 

The Commission has also observed that TPC has started availing the actual loans 

from FY 2006-07 onwards only, hence, the depreciation allowed on the existing assets 

would act as cushion available to TPC, which may be utilised for negotiating the 

repayment schedule for optimising the interest cost.  

Accordingly, for computing the interest expenses liability for FY 2008-09 towards 

IDFC and IDBI loans, the Commission has considered the repayment schedule as 

submitted by TPC. 

 

2. Normative Loan 

 

TPC submitted that it has considered the repayment of the Normative Loans equal to 

the Depreciation, in accordance with the MERC Tariff Regulationsand accordingly 

repayment of 5% of the normative loan amount has been considered in accordance 

with the methodology adopted by the Commission in its Tariff Order dated October 3, 

2006 in Case No. 12 of 2005 and 56 of 2005. 

In accordance with the proviso under Regulation 32.2 of the MERC Tariff 

Regulations, normative loan repayment schedule for each year shall be equal to 

amount of depreciation for fixed assets to which such loan relates. Accordingly, the 
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Commission has considered loan repayment schedule of 20 years for the normative 

loan approved during FY 2008-09. 

 

3. Previous Years Loans 

The Commission has considered the Normative Loans corresponding to capitalised 

assets only and a repayment schedule of 10 years for the assets put to use during FY 

2004-05 and FY 2005-06. 

 

C. Interest Rate and Expenses 

 

1. IDBI and IDFC Loan 

For projecting the interest expenses towards IDBI and IDFC loans, TPC-G submitted 

that it has availed loan from IDBI and IDFC with the following terms: 

ü IDFC Loan:  

 Interest Rate: 5 year G-Sec rate +1.45% p.a., subject to minimum of 8.90%. 

ü IDBI Loan:  

 Interest Rate: BPLR (-) 2.76% p.a. payable monthly. The interest rate to be 

fixed on each date of disbursement. 

 

Accordingly, TPC submitted that the interest rate is liable to vary over a period of 

time. Through a letter dated September 29, 2008, IDFC has sought to reset the interest 

rate to 13% from September 29, 2008 for a period of one year. Accordingly, TPC has 

considered an average rate of 10.95% (i.e., average of 8.9% and 13%) for FY 2008-

09. 

As regards the interest rate for IDBI loan, TPC submitted the details of disbursement 

in FY 2008-09 towards IDBI loan as shown in the Table below: 

        (Rs. Crore) 

Month of Disbursement Quantum of Disbursement Net Interest Rate 

End March 2008 200 10.49% 

August 2008 92 11.39% 

October 2008 84 14.00% 

March 2009 20 10.74% 

Total 398 11.50% 

 

Accordingly, TPC submitted that it has considered an average rate of 11.50% for 

working out the interest liability on IDBI loan in FY 2008-09. The Commission in its 
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Order for Trombay Unit No. 8, dated January 19, 2010, has approved the interest rate 

for IDBI loan as 11.50%. Hence, the Commission has considered the same interest 

rate for computation of interest expenses towards IDBI loan in FY 2008-09.  

As regards the change in the interest rate for IDFC loan, the Commission has 

observed that in accordance with IDFCôs letter dated October 6, 2009 for change in 

interest rate as submitted by TPC, IDFC has reset the spread from 1.45% over G-Sec 

rate (at the time of agreement) to 2% over IDFC benchmark rate. Further, in the 

matter of change in the spread, in the APR Order in Case No. 111 of 2008, the 

Commission has observed as under: 

ñAs regards the resetting of the interest rate from IDFC on account of change 

in rating of TPC from óAAAô to óAAô, the Commission is of the view that the 

said change may have been on account of performance of other businesses of 

TPC, as the regulated business of electricity ensures a guaranteed return, 

which it earns every year. As regards the regulated business of electricity for 

Mumbai region, the Commission does not observe any critical or significant 

factor that might have affected its business. On the one hand, TPC talks of 

Tata Brand Equity, etc., while TPC credit rating has gone down due to other 

businesses and not TPC. In fact, TPC is the major earner with huge cash 

balance. Accordingly, the Commission does not agree with the contentions of 

TPC regarding the impact on interest rate on account of change in credit 

rating. Further, as regards the resetting of the interest rate, the letter from 

IDFC clearly mentions that the proposed reset in interest rate is for one year 

only. The Commission is of the view that TPC should have made adequate 

efforts to negotiate the interest rate. Even though the interest cost is a pass 

through in the ARR and subsequently to the consumers, it does not bar TPC 

from making adequate and sincere efforts in this regard. The Commission, 

while estimating the interest expense for FY 2008-09 has considered the 

average interest rate of 10.95% towards IDFC loan as submitted by TPC, 

however, for FY 2009-10, the Commission has considered the interest rate of 

8.9% on the basis of earlier terms of the loan agreement.ò(emphasis added) 

In reply to the Commission's query regarding the reasons and factors resulting in 

change in credit rating of TPC from óAAAô to óAAô, TPC provided the opinion of the 

Rating Agency. The relevant reasons indicated in ICRAôs review of rating are 

reproduced as under: 

ñThe rating revision reflects the increase in the overall business and 

financial risk profile of TPC arising from the large investment being 
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planned, primarily in setting up the 4000 MW Ultra Mega Power Plant 

(UMPP) at Mundra involving an estimated cost of Rs. 170 billion. The 

project implementation risks associated with setting up these projects are 

also sizeable. Since these projects will be majority debt funded, with a long 

gestation period, TPCôs debt servicing indicators are expected to be 

adversely impacted. ICRA however notes that the acquisition of an equity 

stake in PT Bumi Resources Tbk provides it with fuel security for a major 

part of the coal requirement for the UMPP at Mundra. Also, cash infusion 

through the preferential offer of Rs 12 billion to Tata Sons Limited is a 

positive from the credit perspective. The rating continues to be supported by 

the stable cash flows from its licensee business, its superior operating 

parameters and financial flexibility derived being a part of the Tata 

group...ò 

The relevant reasons indicated in CRISILôs review of rating are reproduced as under: 

ñIn CRISILôs opinion the huge capacity expansions and the attendant project 

implementation risks significantly alter Tata Powerôs business risk profile, 

from that of the earlier licensee model. Tata Power plans to almost quadruple 

its power generation capacity, to about 8700 mega watts (MW), over next five 

years. This will result in a gradual but inevitable shift in Tata Powerôs 

business risk profile from the existing stable licensee business, to bid-out 

generation projects supplying powers to new areas; the shift exposes the 

company likely higher counterparty risk, and to constraints in passing on cost 

increase to its buyers.ò 

In reply to the Commission's query seeking justification for TPC's request for passing 

on the impact of the change in rating to the Regulated Business in case of the change 

in rating being on account of reasons not related to the regulated business of Mumbai 

region, TPC submitted that the rating is for the entire Company and not for a 

particular business. When Tata Power was rated AAA, the Company was able to get 

Rs. 450 Crore loan from IDFC at a very competitive rate of 8.9%. Even at that time, 

Tata Power had contracted such loans on the basis of ratings of the Company and the 

benefit of such low cost loans have been passed on to the consumers of Mumbai 

Licence Area. 

In reply to the Commission's query regarding the steps taken for negotiating the 

spread on the interest rate on loan of Rs. 450 Crore availed from IDFC, TPC 

submitted that IDFC loan was at a pricing of 5 year G-sec +1.45% p.a. for the first 2 

years. However, this was on the condition that the rating of the Company should be 
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AAA  and hence, the Lender has the right to revise the spread of 1.45% on account of 

change in rating from AAA to AA in accordance with the provisions of the loan 

agreement. Accordingly, when the loan came up for reset, in September 2008, IDFC 

had the right to revise the rate of interest due to the rating trigger clause. Moreover, 

during that time, interest rates were at a high. After a lot of negotiations, IDFC agreed 

to give the loan at 13% p.a. but agreed to reset the loan after 1 year. This was the time 

when the liquidity had dried up and the banks were lending even at the rate up to 

18%. The Company had availed a loan of Rs. 500 Crore from State Bank of India 

(SBI) for six months at the rate of 13.52% p.a. in October 2008. 

Further, in response to the query on the yield of 5 year G-Sec rate as on September 

29, 2008, TPC submitted that the same was 8.643%. 

TPC further submitted that it was also necessary to delink the interest rate 

applicability from the rating of the Company. Accordingly, in September 2009, when 

the loan came up for reset, it negotiated with the lender, and based on TPCôs request, 

the rating trigger was removed from this loan and after negotiation, the loan was reset 

at IDFCôs PLR + 200 bps (10.40% p.a.). In reply to the Commission's query, TPC 

submitted that the 3-year Benchmark rate of IDFC as on September 29, 2009 was at 

10.99%. However, TPC did not submit any documentary proof for its submission of 

the IDFC PLR rate, but at the same time stated that TPC has based the interest rate on 

the letter of IDFC giving the final applicable rate of 10.40% from September 29, 

2009, which has been computed on the basis of the PLR of IDFC.    

TPC further submitted that between the two reset dates, it also availed Term Loan of 

Rs. 362 Crore for its wind projects in Samana (Gujarat) and Gadag (Karnataka) at 

11.25% and presently the rate of interest on such loan is 10.95% p.a. Thus, TPC 

submitted that the pricing of Licenced Area loan is lower than this loan by around 55 

bps. TPC further submitted that the spread of 2% is over IDFCôs PLR and not over G-

Sec interest rate. 

It is evident from the quoted extract of the opinions of the Credit Rating Agencies 

regarding change in the rating of TPC from AAA to AA, that the same is only on 

account of the increase in the business risks on account of the proposed investment in 

areas other than the Mumbai licenced area. Further, as regards the submission of TPC 

that the consumers of Mumbai licenced area have availed the benefit of lower interest 

rate on account of the Company's rating, the Commission is of the view that though 

TPC availed loan at lower interest rate on account of the rating of TPC, however, it is 

important to note that the Credit Rating Agencies had given a higher rating to TPC on 

account of the stable licensee business model, which has come in jeopardy, because of 
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TPC's other investments, which have been considered riskier by the Credit Rating 

Agencies. Hence, in fact, the rating of AAA of TPC was on account of licenced 

business and not on account of other business, which is also substantiated by the 

details of the operating income earned during FY 2008-09 between the Mumbai 

licenced Area and other businesses as shown in the Table below: 

Rs. Crore 

Particulars Mumbai Licenced Area Other Total 

Revenue from Power Supply 

and Transmission Charges 

5786 1286 7072 

% of Total Revenue 82% 18% 100% 

 

It can be observed that around 82% of the total revenue earned by TPC during FY 

2008-09 is from the Mumbai Licenced Area. Hence, it is logical to draw the 

conclusion that the rating of AAA was more on account of the stable Mumbai 

Licenced Business as against other businesses, more so, when read against the 

backdrop of the reasons given by the Credit Rating Agencies for downgrading TPC 

from AAA to AA. Therefore, the Commission is of the view that the impact on the 

interest cost on account of change in the rating of TPC from AAA to AA, should not 

be passed on to the consumers and accordingly, the Commission has not considered 

the impact of the change in interest rate of the IDFC loan to 13% for computing the 

interest cost pertaining to the IDFC loan, which was triggered by the downgrading of 

TPC's rating. 

Accordingly, for the purpose of truing up of interest expenses towards IDFC loan for 

FY 2008-09, the Commission has considered an interest rate of 8.90% till the first 

reset date of September 29, 2009 and an interest rate of 10.09% from the reset date 

onwards, which is based on the then prevailing 5-year Gsec rate as submitted by TPC 

(8.643%) and the original spread of 1.45%. Thus, a weighted average interest of 

9.50% was considered for truing up the interest expenses on IDFC loan of TPC for 

FY 2008-09.    

 

2. Normative Loan 

As regards the Normative Loans, TPC-T submitted that the interest rate of 10.95% 

has been considered in accordance with the rate approved by the Commission for FY 

2008-09 for IDFC loan in the APR Order in Case No. 112 of 2008 and quoted the 

relevant extract of the said Order reproduced as under: 

ñThe Commission, while estimating the interest expense for FY 2008-09 has 



Case No. 97 of 2009                        MERC Order for TPC-T for APR of FY 2009-10 and ARR for FY 2010-11 

 

MERC, Mumbai 

 

Page 36 of 101 

considered the average interest rate of 10.95% towards IDFC loan as 

submitted by TPC-T...ò 

As regards the interest rate on the normative loan approved in the APR Order in Case 

No. 112 of 2008, the Commission has considered the interest rate as 9%. The relevant 

extract of the said Order is reproduced as under: 

ñ...the actual interest rate for IDFC loans during part of the last year was 

8.9% and considering the normative interest rates allowed by the Commission 

in the previous Order with respect to interest rates prevailing at that time, the 

Commission has considered a normative interest rate of 9% for working out 

the interest expenses for FY 2008-09...ò(emphasis added) 

Hence, from the above extract of the APR Order in Case No. 112 of 2008, it is clear 

that the Commission had considered the normative interest rate as 9% as against 

10.95% considered by TPC-T. The reference made by TPC-T is towards the interest 

rate provisionally considered by the Commission for FY 2008-09 towards the IDFC 

loan and not normative loan. 

Thus, for the purpose of interest expense computation for the normative loan admitted 

for FY 2008-09, the Commission has considered interest rate of 9% p.a. as approved 

in the APR Order in Case No. 112 of 2008.  

 

3. Previous Years Loans 

The Commission has considered the interest expenditure on the Normative Loans 

corresponding to capitalised assets only and has considered the interest rate of 10% 

p.a. for the assets put to use during FY 2004-05 and FY 2005-06. 

The summary of the interest expenses as approved in the APR Order, submitted by 

TPC-G and interest expenses approved by the Commission after truing up is shown in 

the Table below: 

Table: Interest Expenses      (Rs Crore) 
Particulars FY 2008-09 

APR Order TPC-T Allowed after truing up  

Op. Balance of Loan 68.66 68.66 68.66 

Addition  of Loan 51.62 139.61 70.71 

Repayment  of Loan (2.50) (2.50) (2.50) 

Cl. Balance of Loan 117.77 205.77 136.87 

Interest 9.55 14.99 9.57 

Effective Interest Rate 10.24% 10.93% 9.32% 
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3.4.1 Other Finance Charges 

TPC submitted that the actual expense towards other finance charges was Rs. 0.20 

Crore as against the approved amount of Rs. 0.71 Crore. The Commission has 

allowed the actual expenditure under this head, under the truing up exercise.  

3.4.2 Interest on Working capital 

TPC submitted that interest on working capital for FY 2008-09 was computed at an 

interest rate of 12.75% based on the short term PLR of SBI prevailing at the time of 

filing the APR Petition for FY 2008-09. TPC further stated that total interest on 

working capital for FY 2008-09 works out to Rs.5.92 Crore as against Rs.5.95 Crore 

approved by the Commission in APR Order. 

However, in response to the Commission's query regarding the amount of Rs.8 Crore 

considered against óOne-twelfth of sum of book value of stores, materials and 

suppliesô while computing normative Interest on Working Capital, TPC restated the 

amount to Rs. 13 Crore for FY 2008-09 instead of Rs. 8 Crore as submitted earlier in 

its APR petition. As a result, the Interest on Working Capital for FY 2008-09 works 

out to Rs 6.58 Crore as against Rs 5.95 Crore approved by the Commission.  

In response to the Commission's query regarding the usage of cashflows of TPC-T 

business and or cashflows of any other business to meet the working capital 

requirement, TPC stated its difficulty to prepare separate balance sheet for generation, 

transmission and distribution business since it has been operating under a common 

balance sheet. Further, TPC stated that it was not possible to prepare cashflow 

statements separately for various businesses, since the Company maintains a common 

cash balance and therefore, only normative cashflow statement can at best be 

prepared. On reiterating the requirement of cashflow statement showing as to how the 

working capital requirement has been met, TPC submitted the normative cash flow 

statement. 

As regards actual working capital requirements for FY 2008-09, TPC submitted the 

working capital requirement for each quarter of FY 2008-09 on actual basis. Further, 

in reply to the Commissionôs query, TPC submitted the actual interest paid on 

working capital for TPC as a whole and the split of the expense incurred towards the 

same among TPC-G, TPC-T and TPC-D in the ratio of normative working capital. As 

per the submission made, the actual interest on working capital considered by TPC 

against TPC-T, in FY 2008-09 amounts to Rs 2.20 Crore.     

The Commission has estimated the normative working capital requirement and 
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interest thereof for FY 2008-09 based on the revised expenses approved in this Order 

after truing up. However, interest on working capital is a controllable parameter as 

defined under the MERC Tariff Regulations, and the Commission has therefore, 

computed the sharing of gains/losses on the basis of normative working capital 

interest and the actual working capital interest incurred, which in this case is Rs. 2.20 

Crore. Further, the MERC Tariff Regulations stipulate that rate of Interest on 

Working Capital shall be considered on normative basis and shall be equal to the 

short-term Prime Lending Rate of State Bank of India as on the date on which the 

Application for determination of tariff is made. As the short-term Prime Lending Rate 

of State Bank of India at the time when TPC-T filed the Petition for tariff 

determination for FY 2008-09 was 12.75%, the Commission has considered the 

interest rate of 12.75% for estimating the normative Interest on Working Capital, 

which works out to Rs 6.54 Crore. 

3.5 Return on Equity (RoE) 

TPC submitted that based on the capital expenditure and capitalisation and 

debt:equity norm of 70:30, the return on equity on the equity portion has been 

considered at 14%. Further, TPC has computed RoE on the basis of opening equity, 

50% of the equity portion of the capitalisation during the year and reduction in equity 

on account of de-capitalisation of certain assets. Accordingly, TPC-T estimated the 

RoE as Rs. 61.92 Crore as against the approved RoE of Rs. 60.52 Crore for FY 2008-

09.. 

 

In reply to the Commission's query regarding de-capitalisation of assets, TPC-T 

submitted that such de-capitalised assets are corporate assets, which are now being 

used as facilities meant for outside the Mumbai Licensee area operations. TPC further 

submitted that the same has been done in order not to pass on any burden to the 

consumers of the licensed area on account of the same. Further, TPC submitted that 

the allocation of amount of de-capitalisation among TPC-G, TPC-T and TPC-D has 

been done on the basis of the Opening GFA  for FY 2008-09 of the respective 

businesses.    

 

Accordingly, the Commission has computed the RoE for FY 2008-09 at 14% on the 

opening balance of equity as well as on 50% of the equity portion of capitalisation 

during the year, in accordance with the MERC Tariff Regulations, as applicable for 

the transmission business. The Commission has also considered the de-capitalisation 

of assets as submitted by TPC-T while computing the ROE for FY 2008-09. Further, 
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it should be noted that TPC-T, as well as other Utilities, have been proposing asset 

replacement schemes with certain cost-benefit analysis, which have been approved by 

the Commission in the past, and such replacement schemes have been implemented 

by the Utilities. However, the impact of the replacement of the asset has not been 

clearly shown by the Utilities in terms of reduction in GFA, outstanding loan, if any, 

accumulated depreciation, as well as equity contribution, to the extent of the old asset 

that has been replaced. This needs to be done, as the old asset is no longer part of the 

books of accounts, and all the related components that have a bearing on the tariff also 

need to be modified correspondingly, since the new asset gets added to the asset base 

as well as equity base in its entirety. Not deducting all these components of the 

replaced asset leads to double-accounting of the assets and the related revenue 

expenses. Hence, the Commission directs TPC-T to submit all the relevant details in 

this regard for all years from FY 2005-06 onwards for the Commission to ensure that 

the impact of such asset replacement is passed on in the desired manner to the 

consumers, and take the same into consideration by the Commission in the next 

Order.    

 

The RoE as projected by TPC-T and approved by the Commission for FY 2008-09 is 

summarised in the following Table: 

 

 

 

 

 

 

Table: Return on Equity      (Rs Crore) 

Particulars FY 2008-09 

APR Order Revised Estimate 

by TPC-T 

Allowed after truing 

up 

Regulatory Equity at the beginning of 

the year   
421.19 421.19 421.19 

Equity de-capitalised during the year - (8.84) (8.84) 

Equity portion of assets capitalised 

during the year 
22.12 59.83 30.31 

Regulatory Equity at the end of the year   443.31 472.18 442.65 

Return on Regulatory Equity at the 

beginning of the year   
58.97 57.73 57.73 

Return on Equity portion of capitalised 

asset value during year   
1.55 4.19 2.12 

Total Return on Regulatory Equity  60.52 61.92 59.85 
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3.6 Contribution to Contingency Reserves 

TPC submitted that the contribution to contingency reserve for FY 2008-09 has been 

Rs. 5.44 Crore as compared to Rs. 0.13 Crore  approved in the APR Order for FY 

2008-09. In this context, TPC had provided the reasons for the above increase as 

depicted in the following table: 

Table: Submission by TPC on status of contingency reserves 

 

 

TPC submitted that the Commission, in the Tariff Order dated May 28, 2009 for TPC-

G had utilised the contingency reserve to the extent of Rs. 121 Crore. TPC-T, in 

response to the queries raised by the Commission, stated that in the past TPC had 

invested in the approved securities from the contingency reserve that was created. 

Further, TPC submitted that cumulative amount invested in the approved securities is 

higher than the contingency reserves that was required (Rs.54 Crore) for TPC-T and 

TPC-D together. Therefore, no additional investment has been made out of the 

statutory appropriation in contingency reserve for FY 2008-09. 

 

Based on the submissions of TPC in response to the queries raised by the 

Commission, stating that no additional investment was made out of the statutory 

appropriation in contingency reserve for FY 2008-09, the Commission has not 

considered any appropriation towards contingency reserve for FY 2008-09. 
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3.7 Income Tax 

TPC submitted that for FY 2008-09, the income tax works out to be Rs 39 Crore as 

against Rs 24.64 Crore approved by the Commission in the previous APR Order for 

FY 2008-09. TPC added that the methodology adopted by TPC for computation of the 

Income Tax is based on the methodology of the Commission, i.e., working out the tax 

by adding the non-deductible expenditure for tax to the RoE and then subtracting the 

tax deductible expenditure from the same. TPC added that the Commission had 

considered the RoE on pre tax basis as against post tax basis.  

TPC submitted that it has appealed against the Commissionôs methodology in the 

ATE and reserves the right to seek appropriate adjustments for FY 2008-09 based on 

the decision of the ATE. Pending the decision of the ATE, TPC submitted that it has 

computed the Income Tax based on the approach adopted by the Commission in the 

APR Order dated May 28, 2009. However, while computing the tax for FY 2008-09, 

TPC-T has grossed up the RoE and the tax arising therof. 

 

TPC-T, in response to the Commission's queries regarding the income tax refunds 

received by TPC, submitted that an amount of Rs. 58.20 Crore was received as refund 

during FY 2008-09. TPC submitted the following table depicting the refund received 

by TPC in FY 2008-09.  
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Further, TPC stated that income tax refunds received by TPC pertain to the entire 

Company. TPC further stated that Tata Power creates provisions of expected tax 

liability based on the Income Tax laws and previous Judgments of Income Tax 

Appellate Tribunal and this provision is considered for ARR and Profit and Loss 

statement. TPC reiterated that benefits of the refund have already been passed on to 

the consumers by considering lower provision. TPC further submitted that for FY 

2008-09, the income tax computation presented in the Petition is based on the 

methodology approved by the Commission with deviations as mentioned in the 

Petition and stated that hence, actual tax payment and refund may not have any 

relevance to the tax claimed in the ARR.  
 

As regards the contention of TPC that the benefits of tax refunds have already been 

passed on to the consumers by considering lower provision in the past, the 

Commission is of the view that if such is the case, then it implies that TPC has 

provisioned lower tax in ARR and accounts than what was actually paid, which 
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appears to be an unrealistic scenario. Thus Commission does not find any merit in 

TPC's contention that the benefit of refund has already been passed on to the 

consumers. However, the Commission also observes that the tax refund details 

submitted by TPC pertains mainly to assessment year prior to 2005-06, when the 

regulatory process of approval of ARR of TPC had just recently commenced. From 

the table given above, it is observed that a tax refund of only Rs 11.87 Crore pertains 

to the tax refunds for assessment years after FY 2005-06, which needs to be 

considered by the Commission. Further, such a refund, if taken into consideration in 

the present Order will lead to apportioning of such refund among RInfra-D, TPC and 

BEST and further between Generation, Transmission and Distribution Businesses of 

TPC. The procedure appears to be quite tedious as far as the present APR exercise is 

concerned and therefore the impact of tax refund has not been considered by the 

Commission in the present APR process.      
 

In response to the Commission's query regarding availing of MAT credit in FY 2008-

09, TPC submitted that no MAT credit was availed in FY 2008-09.  
 

For the purpose of income tax computations, the Commission has considered the RoE 

as the regulatory profit before tax, in accordance with the approach adopted by the 

Commission in the previous APR Order, pending the decision of the ATE in the 

matter of methodology for tax computation. Further, the Commission has not grossed 

up such RoE component for income tax, since the income tax is being allowed as an 

expense under the ARR, in accordance with the MERC Tariff Regulations. . 

However, the Commission has considered incentive on higher availability of TPC-T 

Transmission system for the purpose of computing income tax for FY 2008-09. The 

summary of the income tax computations as approved by the Commission is shown in 

the following Table. 
 

Table: Summary of approved Income Tax for FY 2008-09   

Particulars Rs. Crore 

Return on Equity 59.85 

Incentive 2.85 

Add: Normative Interest on Working Capital 6.54 

Less: Actual Interest on working capital 2.20 

Interest on loan approved by Commission 9.57 

Less: Actual Interest on Long Term loan (IDFC loan) 1.17 

Add: Regulatory Depreciation 28.20 

Less: Tax depreciation 39.59 

Add: Other Disallowances for computing Income Tax 14.17 

Less: Other Expenses allowed for computing income tax 4.37 
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Less: Deductions under S. 80-G, 80 IA 0.00 

Total 73.86 

Corporate Tax Rate (%) 33.99% 

Income Tax 25.11 

Accordingly, the approved income tax liability for FY 2008-09 along with TPCôs 

submission and as approved in the APR Order is given in the following Table.  

 

Table: Income Tax for FY 2008-09    (Rs Crore) 

Particulars APR Order Actuals Allowed after truing up  

 Income Tax   24.64 39.04 25.11 

 

3.8 Non Tariff Income 

TPC submitted that the actual non-tariff income for FY 2008-09 was 9.73 Crore as 

against Rs 9.47 Crore approved in the FY 2008-09 APR Order. TPC submitted the 

detailed breakup of the Non Tariff Income for FY 2008-09. The Commission has 

considered the actual non-tariff income reported by TPC-T under the truing up 

exercise, as shown in the Table below:  

 

Table: Non-tariff income for FY 2008-09    (Rs Crore) 

Particulars APR Order Actuals Allowed after truing up  

 Non-tariff Income   9.47 9.73 9.73 

 

3.9 Allocation of Load Control Centre to TPC-G, TPC-T and TPC-D 

TPC-T, in its Petition, submitted that The Tata Power Company, through its 

generating plants in Trombay, Khopoli, Bhira, and Bhivpuri (TPCïG) supplies power 

to the Distribution Licensees in Mumbai namely BEST, RInfra-D and Tata Powerôs 

Distribution business (TPC-D). Further, it also operates transmission assets (TPC-T) 

to transmit the energy generated as well as power purchased from various parts of the 

country. TPC-T network is interconnected with MSETCL system and RInfra-T 

system at various points. TPCôs Load Control Centre (LCC) is responsible for 

carrying out various activities for TPC-G, TPC-T and TPC-D. 

 

TPC submitted that the Commission, in its APR Order dated May 26, 2008 for TPC-

T, had directed TPC to allocate the expenditure of LCC to the various business areas. 

Accordingly, TPC has allocated the expenditure of the LCC to the various Business 
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Areas on the following basis: 

o The Employee Expenses have been allocated to Generation, 

Transmission and Distribution businesses on the basis of the share of 

services provided by the TPCïLCC personnel as worked out in the 

past; 

o The expenses on account of R&M, A&G, Depreciation, Interest on 

Normative Loan, RoE and Interest on Working Capital, termed as 

óInfrastructure Expensesô, have been allocated on the basis of the data 

points monitored by the LDC for the three businesses. 

 

Thus, the percentage allocation of LCCôs expenses to TPC-G, TPC-T and TPC-D as 

proposed by TPC for FY 2008-09 is summarised in the Table below: 
 

Table: Percentage allocation of LCCôs expenses to TPC-G, TPC-T and TPC-D 

Expense Type Allocation to 

TPC-G 

Allocation to 

TPC-T 

Allocation to 

TPC-D 

Employee Expenses 30.63% 30.83% 38.53% 

Infrastructure Expenses 27.00% 68.00% 5.00% 

 

Further, in reply to the Commission's query regarding the detailed justification for 

allocation of LCC cost, TPC submitted that the percentages in case of Employee 

Expenses allocation have been computed on the basis of percentage of time spent by 

LCC personnel on the respective business of Generation, Transmission and 

Distribution. As regards percentage allocation of Infrastructure Expenses, TPC 

submitted that it has computed the same on the basis of share of number of analog and 

digital parameters being communicated to LCC for the respective business of 

Generation, Transmission and Distribution. As part of the reply, TPC also submitted 

detailed computations to justify the allocation pattern used for sharing the LCC cost. 

Based on the percentage allocation, the cost allocation of LCCôs expenses to TPC-T, 

as proposed by TPC is summarised in the Table below: 

 

Table: Cost allocation of LCC to TPC-T for FY 2008-09 (Rs. Crore) 

LCC Expenditure item 
Total 

Amount 

TPC-G 

Allocation 

TPC-T 

Allocation 

TPC-D 

Allocation 

Total expenditure 4.2  1.2  2.2  0.8 

 

In accordance with the Commissionôs direction for providing the basis for accounting 

of LCC expenditure and the need for this expenditure, TPC submitted the detailed 
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activities carried out LCC for TPC-G, TPC-T and TPC-D, as elaborated below.  

 

TPC submitted that the TPC's Load Control Centre is the first Load Control Centre of 

the Country established by The Tata Electric Companies (now Tata Power) in the year 

1950 at Lonavala. With this, centralised power system control centre was brought into 

operation for then Tata-Railway system with requisite facilities. This LCC was shifted 

to Trombay in 1956 (known as ñTrombay LCCò) and since then, the LCC has been 

continuously upgraded to keep pace with changes in technology. Today, Trombay 

LCC is equipped with modern communication equipments and computer based real-

time data acquisition and energy management system. Maharashtra State Load 

Despatch Centre (MSLDC) was established by erstwhile Maharashtra State Electricity 

Board (MSEB) in the year 1968 after Koyna Generating Complex was integrated with 

western transmission network. Initially, the Load Control activities were monitored 

from 220 KV receiving station at Kalwa. The Load Control was shifted to existing 

building in 1970. Since then MSLDC has been continuously upgraded to keep pace 

with changes in technology. 

 

TPC submitted that for all these years, while MSLDC looked after the grid operations, 

monitoring and control of the Transmission System for the entire State, Tata Powerôs 

LDC was responsible for monitoring and control of the grid system supplying power 

to the city of Mumbai, which apart from various interconnection points between 

MSETCL and Tata Power, also included Tata Powerôs own Transmission system, 

RInfraôs Transmission system and BESTôs interconnection with Tata Power network. 

 

TPC submitted that subsequent to the setting up of the MSLDC, Tata Powerôs LCC 

continued to co-ordinate grid operations including co-ordination for Generation, 

Transmission and Distribution activities for all the three Utilities in Mumbai, viz., 

Tata Power, BEST and RInfra. Subsequent to the setting up of sub-LDC by MSLDC 

at Trombay, the current functionalities being executed by Tata Powerôs LCC are a 

combination of activities such as:  

(a) Schedule of Trombay and Hydro generation to be given to MSLDC; 

(b) TPC-T Grid management; 

(c) Distribution scheduling for TPC-D 

(d) Management Information System (MIS) for Generation, Transmission and 

Distribution; 

(e) Co-ordinate with other control centre of RInfra and BEST as required by 

MSLDC and sub LDC. 
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TPC submitted that the infrastructure at Tata Powerôs LCC is effectively utilised to 

Monitor, Control and Operate the various activities of Tata Powerôs operations in a 

co-ordinated fashion, and provided the details of the various functions executed by 

TPCôs LCC. 

 

In addition to the above, TPC made a detailed submission in its Petition on the 

functions being performed by LCC pertaining to Coordination of Generation Planning 

and Control, System Control, Network Planning, Safety Monitoring and Commercial 

and Contractual Compliance. 

 

As regards the Commission's concern as highlighted in the previous APR Order, on 

the possibility of double-accounting of expenditure towards LCC of TPC by virtue of 

the existence of a State LDC (MSLDC), which performs similar functions as that of 

the LCC, TPC has demonstrated that the various functions carried out by LCC are not 

being carried out by SLDC and hence, there is no duplication of expenditure. 

 

Accordingly, the Commission has considered TPC's LCC for truing up purposes. 

Considering that the LCC costs are largely in the nature of O&M nature, the 

Commission has considered the entire cost as part of O&M expenses. For truing up 

purposes, the Commission has accepted the allocation of the LCC cost for its 

Generation, Transmission and Distribution businesses as submitted by TPC.  

 

Accordingly, in the current truing up exercise, the Commission has deducted the total 

share of TPC-G and TPC-D of LCC cost for FY 2008-09, which amounts to Rs. 1.95 

Crore, from the ARR of TPC-T for FY 2008-09.  

 

3.10 True-up of Revenue from transmission charges 

The Commission, in its Order on Transmission Pricing Framework in Case No. 58 of 

2005, stipulated that the ARR of transmission licensees will be pooled together to 

form the Total Transmission System Cost (TTSC) for Intra-State Transmission 

System and each transmission licensee will be entitled to recover its approved ARR 

from the transmission tariff collected by the State Transmission Utility (STU) from 

transmission system users (i.e., distribution licensees). Accordingly, for FY 2008-09, 

the Commission has issued the Transmission Tariff Order in Case No. 86 of 2006 

(applicable in  April  and May 2008) and Transmission Tariff Order in Case No. 104 

of 2007 (applicable from June 2008 to March 2009), determining the transmission 
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charges applicable from April 1, 2008 to March 31, 2009. The approved monthly 

recovery was Rs 17.64 Crore for April and May 2008 and Rs 20.69 Crore from June 

2008 to March 2009 as per the aforesaid Transmission Tariff Orders. Accordingly, 

TPC-T is entitled to recover only the amount as approved by the Commission.. 

However, the revenue earned by TPC-T has been compared with the expenses 

incurred by TPC-T during FY 2008-09, to compute the net revenue gap/surplus for 

FY 2008-09.   

 

3.11 Incentive on Transmission Availability 

TPC-T submitted that in accordance with the Commissionôs Order dated June 27, 

2006 in Case No.58 of 2005, TPC-T is entitled for incentive on transmission system 

availability greater than 98%. TPC submitted that the transmission system availability 

in FY 2008-09 was 99.31%, and the incentive works out to Rs. 3.25 Crore.  

 

In its Order in Case No.58 of 2005, the Commission had ruled as under: 

 

ñ2.8.7 Accordingly, the Commission rules that the transmission licensee shall 

be entitled to incentive on achieving annual availability beyond the 

target availability as stipulated under MERC (Terms and Conditions 

for Tariff) Regulations 2005, in accordance with the following 

formula: 

Incentive = Annual Transmission Charges x [Annual availability 

achieved ï Target Availability] / Target Availability; 

Where, 

Annual transmission Charges shall correspond to ARR for the 

particular transmission licensee within State, as the case may be. 

Provided that no incentive shall be payable above the availability of 

99.75% for AC system and 98.5% for HVDC system.ò 

 

In this context, the transmission system availability of the transmission licensee needs 

to be certified by Maharashtra State Load Despatch Centre (MSLDC). Accordingly, 

the Commission through APR Order for FY 2008-09, directed TPC-T to arrange for 

requisite certification from MSLDC and also directed MSLDC to formulate 

appropriate procedure to monitor and certify the Transmission System Availability of 

various transmission licensees on regular basis. TPC-T has submitted its transmission 

system availability computations for FY 2008-09, duly certified by MSLDC.  
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Accordingly, the Commission has computed the incentive for transmission system 

availability greater than 98% in accordance with the above formula and considering 

the approved ARR of Rs. 212.92 Crore, the incentive works out to Rs. 2.85 Crore 

amounting to total approved ARR of Rs 215.77 Crore. As incentive can be established 

only upon finalisation of the ARR with true-up requirements, if any, the claim for 

incentive can be ascertained along with Annual Performance Review exercise. The 

Commission has included the above incentive of Rs. 2.85 Crore in the Aggregate 

Revenue Requirement for FY 2010-11, which shall be payable by the Transmission 

System Users.  

3.12 Sharing of Gains and Losses for FY 2008-09 

TPC-T categorised the various heads of expenditure as controllable and 

uncontrollable and computed the gains and losses for the controllable expenditure and 

shared the same with the distribution licensees in accordance with the MERC Tariff 

Regulations. The relevant provisions under the MERC Tariff Regulations stipulating 

sharing of gains/losses due to controllable factors are reproduced below: 

 

ñ17.6.2 Some illustrative variations or expected variations in the performance 

of the applicant which may be attributed by the Commission to controllable 

factors include, but are not limited to, the following: 

(a) Variations in capital expenditure on account of time and/ or cost 

overruns/efficiencies in the implementation of a capital expenditure project 

not attributable to an approved change in scope of such project, change in  

statutory levies or force majeure events; 

(b) Variations in technical and commercial losses, including bad debts; 

(c) Variations in the number or mix of consumers or quantities of electricity 

supplied to consumers as specified in the first and second proviso to clause (b) 

of Regulation 17.6.1; 

(d) Variations in working capital requirements; 

(e) Failure to meet the standards specified in the Standards of Performance 

Regulations, except where exempted in accordance with those Regulations; 

(f) Variations in labour productivity; 

(g) Variations in any variable other than those stipulated by the Commission 

under Regulation 15.6 above, except where reviewed by the Commission 

under the second proviso to this Regulation 17.6. 

é 
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19.1 The approved aggregate gain to the Generating Company or Licensee on 

account of controllable factors shall be dealt with in the following manner: 

(a) One-third of the amount of such gain shall be passed on as a rebate in 

tariffs over such period as may be specified in the Order of the Commission 

under Regulation 17.10; 

(b) In case of a Licensee, one-third of the amount of such gain shall be 

retained in a special reserve for the purpose of absorbing the impact of any 

future losses on account of controllable factors under clause (b) of Regulation 

19.2; and 

(c) The balance amount of gain may be utilized at the discretion of the 

Generating Company or Licensee. 

 

19.2 The approved aggregate loss to the Generating Company or Licensee on 

account of controllable factors shall be dealt with in the following manner: 

(a) One-third of the amount of such loss may be passed on as an additional 

charge in tariffs over such period as may be specified in the Order of the 

Commission under Regulation 17.10; and 

(b) The balance amount of loss shall be absorbed by the Generating Company 

or Licensee.ò 

 

The treatment (controllable or uncontrollable) proposed by TPC for variation in 

various heads of expenditure is given in the Table below: 
 

Table Controllable and Uncontrollable factors proposed by TPC 
 

Sr. 

No.      Particulars   Category Remarks 

1 O&M expenditure    Controllable   Uncontrollable to the extent they arise due to factors 

such as increase in statutory levies, taxes, changes 

due to requirements of other utilities and other 

bodies such as municipal authorities 

2 Interest on Normative 

Loans   

 Uncontrollable   Controllable to the extent they arise due to delay in 

completion of the project thereby leading  

to increase in the completed project cost and such 

increase is not approved by the Commission.      

3 Interest on Working 

Capital   

 Uncontrollable   Uncontrollable as worked out on normative basis. 

4 Other Finance 

Charges   

 Controllable    __ 

5 Depreciation & 

Advance   

against Depreciation  

 Uncontrollable   Controllable to the extent they arise due to delay   in 

completion of the project thereby leading to   

 increase in the completed project cost and such 

increase is not approved by the Commission.     
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Sr. 

No.      Particulars   Category Remarks 

6 Income Tax    Uncontrollable    Controllable to the extent they arise due to 

controllable costs. 

7 Return on Equity    Uncontrollable   Computed based on principles outlined by  

the Commission in the Tariff regulations.   

8 Non-Tariff income    Uncontrollable   Controllable to the extent of the recurring portion of 

such non-tariff income.   

 

The Commission has considered the various expenses for computing the sharing of 

gains/losses in accordance with the MERC Tariff Regulations, as elaborated below: 

 

O&M Expenditure  

TPC submitted that based on the above classification and the reasons given therein, 

most items of expenditure for FY 2008-09 are uncontrollable except for certain 

expenditure in the O&M expenditure. TPC-T has considered the actual O&M 

expenditure as Rs. 95.7 Crore (excluding Brand Equity), as compared to the approved 

O&M expenditure of Rs. 98.5 Crore, and has considered a net gain of Rs 2.6 Crore in 

O&M expenses and proposed to share 1/3
rd

 of the same with the Distribution 

Licensees, as shown in the Table below:  

 

Table: Gain and loss due to variation in O&M expenses as estimated by TPC  

(Rs Crore) 

S No. Particulars Amount 

1  Approved O&M Expenditure for FY09 (excluding Brand Equity) 98.48 

2  Actual O&M Expenditure for FY09 (excluding Brand Equity)  95.69 

3  Uncontrollable Expenditure including brand equity 5.08 

4  Actual without Uncontrollable Expenditure (2-3)  90.61 

5 Efficiency Gain/Loss (1)-(4) 7.87 

6 Amount passed on to the Distribution Licensees (1/3rd of Gain/Loss) 

(1/3rd *(5)) 

2.62 

7 Transfer to Reserve (1/3rd of Gain/Loss) (1/3rd *(5)) 2.62 

8  Net Entitlement  (3)+(4)+ {2/3rd * (5)} 100.94 

 

The actual O&M expense for FY 2008-09 as approved after final true-up by the 

Commission is Rs 95.12 Crore as against earlier approved expense of Rs 98.48 Crore. 

However, the actual uncontrollable O&M expenditure pertains to brand equity 

expenses only, which work out to be Rs 4.09 Crore, against the total uncontrollable 

O&M expenditure of Rs 5.08 Crore submitted by TPC-T. Thus the efficiency gain on 

this account works out to Rs 7.45 Crore [98.48-(95.12-4.09)], of which 1/3
rd

 has been 

considered to be passed on to Distribution Licensees, 1/3
rd

 has been passed on to a 

special reserve to be created to offset future losses due to controllable factors, if any, 
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and 1/3
rd

 has been allowed to be retained by the Transmission Licensee, i.e., TPC-T, 

in accordance with the MERC Tariff Regulations.  

 

Interest on Working Capital 

As discussed in the earlier paragraphs, the actual interest on working capital incurred 

by TPC-T during FY 2008-09 is Rs 2.20 Crore and the normative interest on working 

capital approved by the Commission considering other elements of expenses as 

approved after truing up, works out to Rs 6.54 Crore. The Commission has considered 

the difference between normative interest on working capital and actual interest on 

working capital as an efficiency gain and has considered sharing of 1/3
rd

 of the same 

with the distribution licensees, while 1/3
rd

 has been passed on to a special reserve to 

be created to offset future losses due to controllable factors, if any, and 1/3
rd

 has been 

allowed to be retained by the Transmission Licensee, i.e., TPC-T, in accordance with 

the MERC Tariff Regulations. Further, the detailed rationale for sharing of the 

efficiency gains in respect of interest on working capital for FY 2008-09 has been 

elaborated in Section 4.3 of this Order. 

Total Amount of Efficiency Gains 

Based on the above computations, the Commission has estimated the total efficiency 

gain as Rs 11.79 Crore, as against the efficiency gain of Rs 7.87 Crore estimated by 

TPC-T for FY 2008-09. The Commission has considered this efficiency gain to be 

shared in accordance with the MERC Tariff Regulations, as stated above. The 

summary of the net ARR and efficiency gains as approved by the Commission for FY 

2008-09 is given in the following Table: 

 

Table: Summary of Truing up for FY 2008-09 including sharing of efficiency gains 

(Rs Crore) 
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Sr. No. Particulars

Approved as 

per APR 

2008-09

Actuals
Allowed after 

Truing Up

Total 

Efficiency 

Gain 

1/3 rd of 

Efficiency Gain 

shared with TSU

2/3 rd of Efficiency 

Gain retained by 

TPC-T

Net 

Entitlement

(1) (2) (3) (4) (5) (6)=(3)-(5) (7)=(6)/3 (8)=(6)*2/3 (9)=(5)+(8)

A Expenditure

1 Operation & Maintenance Expenses 98.48 95.69 95.12 7.45              2.48                          4.96                              100.09            

1.1 Employee Expenses 62.03 52.94 52.94

1.2 Administration & General Expenses 26.46 31.54 30.98

1.3 Repair & Maintenance Expenses 9.99 11.20 11.20

2
Depreciation, including advance against 

depreciation
28.31 28.70 28.20 0.00 0.00 0.00 28.20

3 Interest on Long-term Loan Capital 9.55 14.99 9.57 0.00 0.00 0.00 9.57

4
Interest on Working Capital and on consumer 

security deposits
5.95 6.58 6.54 4.34              1.45                          2.89                              5.09                

5 Other Finance Charges 0.71 0.20 0.20 0.00 0.00 0.00 0.20

6 Other Expenses 0.00 0.00 0.00 0.00 0.00 0.00 0.00

7 Income Tax 24.64 39.04 25.11 0.00 0.00 0.00 25.11

8 Contribution to contingency reserves 0.13 5.44 0.00 0.00 0.00 0.00 0.00

Total Expenditure 167.76 190.64 164.75 11.79 3.93 7.86 168.27

B Return on Equity 60.52 61.92 59.85 0.00 0.00 0.00 59.85

C Incentive for higher Availability 1.81 3.25 2.85 0.00 0.00 0.00 2.85

Total Revenue Reqirement (including 

expenditure +RoE +Incentive)
228.28 255.82 227.45 11.79 3.93 7.86 230.97

Less: Load Control Cost 7.00 1.95 1.95 1.95

Add: Incentive for Higher Availability for 

2006-07
1.81 1.81 1.81 1.81

Add: Revenue Gap/(surplus) for 

FY 2007-08
-4.14 0.00 -4.14 -4.14

Total Revenue Reqirement (including 

Incentive for FY 07, revenue gap for FY 

2007-08 and deducting LCC cost)

218.95 255.68 223.17 226.69

D Revenue

1 Non Tariff Income 9.47 9.73 9.73 0.00 0.00 0.00 9.73

2 Tariff Income 242.24 242.24 242.24 0.00 0.00 0.00 242.24

Total Revenue 251.71 251.97 251.97 0.00 0.00 0.00 251.97

E Gap/(Surplus)= [(A) + (B)] - [D] -32.76 3.71 -28.80 0.00 0.00 0.00 -25.28 

 

Thus, the net revenue entitlement for TPC-T for FY 2008-09 including incentive for 

higher availability as elaborated under subsequent paragraph, works out to Rs. 226.69 

Crore, as compared to the approved revenue requirement of Rs. 218.95 Crore allowed 

in the APR Order dated May 28, 2009. Further, total revenue after final true-up for 

FY 2008-09 amounts to Rs 251.97 Crore comprising of income from transmission 

tariff as Rs 242.24 Crore and Non-tariff income of Rs 9.73 Crore. Accordingly, 

revenue surplus of Rs 25.28 Crore for FY 2008-09 has been considered after final 

true-up for FY 2008-09. 

4 IMPACT OF JUDGMENT OF APPELLATE 

TRIBUNAL FOR ELECTRICITY (ATE) AND 

PREVIOUS YEARS TRUING UP 

4.1 BACKGROUND  

As discussed in Section 1, the Commission issued the Order on the APR Petition of 

TPC-T for FY 2008-09 (Case No. 67 of 2007) on May 26, 2008. In the said Order, the 

Commission had undertaken the truing up of the expenditure for FY 2006-07. TPC 

appealed (Appeal No.138 of 2008) against the Commissionôs APR Order, before the 



Case No. 97 of 2009                        MERC Order for TPC-T for APR of FY 2009-10 and ARR for FY 2010-11 

 

MERC, Mumbai 

 

Page 54 of 101 

ATE. The ATE issued its Judgment on TPCôs above-said Appeal on July 15, 2009. 

TPC submitted that the ATE has allowed TPCôs appeal on the following issues and 

accordingly, it is entitled to recover certain amount of expenditure disallowed by the 

Commission in its Order dated May 26, 2008.  

4.2 ADMINIS TRATIVE & GENERAL EX PENSES TOWARDS TATA 

BRAND EQUITY  

On the issue of disallowance of the expenses on Brand Equity for FY 2006-07, the 

Commission, in its Order dated May 26, 2008, stipulated as follows: 

ñThe Commission is of the opinion that this expense of Rs 3.18 Crore towards 

Tata Brand Equity is a sort of internal arrangement between the Group 

Companies and this amount is paid to the promoter of the Company, viz., Tata 

Sons. The kind of support provided by Tata Sons to TPC, as stated by TPC in 

above paragraphs is normal and usually in business, the promoter provides 

such support to its Group Companies as it also earns returns from its Group 

Companies. TPC itself is a 100 year old business and a brand name in its own 

right and with assured returns in a regulated business, has all the financial 

and other goodwill to conduct its business optimally. Therefore, the amount 

paid by TPC to Tata Sons under Tata Brand Equity should not be separately 

allowed, as it would amount to provide the promoters additional return on 

equity. As per the MERC Tariff Regulations, a Generating Company can only 

be provided a regulated Return on Equity of 14% on the regulatory equity as 

estimated by the Commission and if any expense towards the Tata Brand 

Equity is allowed, then it would tantamount to allowing a higher Return on 

Equity. For FY 2006-07, if this expense of Rs 7.29 Crore is considered, the 

ROE works out to around 14.7%. TPC, in its additional submissions, has 

stated that the ceiling for expenditure under this head is Rs 50 Crore and if Rs 

50 Crore is considered as additional return (to be shared between TPC-G, 

TPC-T and TPC-D in proportion to their RoE), than the effective RoE works 

out to more than 17%.ò  

The ATE, in its Judgment in Appeal No. 138 of 2008 on this issue, ruled as under: 

ñ13. It has been brought to our notice that Tata Group commenced its first 

business operation in India in 1868 and the power sector business operations 

started on November 07, 1910. A Tata group Brand Equity initiative was 

launched in 1998 to initiate a corporate identity programme in order to 

sustain the power of the Tata Brand, Tata Sons Ltd. being the owner of the 

Tata main. The Tata Group of Companies, by a High Court order, 
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amalgamated into the Tata Power Company Ltd. in November 2000. It is 

evident that the Tata Brand Equity entails many benefits to the Tata Power 

Company such as instilling confidence, attain market leadership through Tata 

Business Excellence Model of the Tata Code of Conduct. The Tata Group 

promotes Tata Power Co. through advertisement, makes available central 

services like recruitment, training courses and common procurement services. 

This facilitates purchases at competitive rates, provides access to credit and 

loan facilities at competitive rates. The Brand name helps in attracting good 

human resource talent etc. 

 

14. In view of the obvious immense benefits available due to Tata Brand 

Equity and the expenditure incurred by the Tata Sons Group on promotion of 

Brand Equity, it is only fair and equitable that Tata Power Company 

contributes their share for promotion of Tata Brand Equity to the parent 

company and such expenditure should form part of the A&G expenses. We, 

therefore, decide that TPC is entitled to Tata Brand Equity Expenses for FY 

2006-07, 2007-08 and 2008-09.ò 

 

TPC-T in its Petition submitted that, in accordance with the ATE Judgment in Appeal 

No. 138 of 2008, it is entitled to recover the entire disallowed amount for FY 2006-

07, FY 2007-08 and FY 2008-09. The summary of the impact of ATE Judgment in 

Appeal No. 138 of 2008 on brand equity as submitted by TPC-T is shown in the Table 

below: 

 

Table: TPC-T submission on A&G expenditure due to Brand Equity (Rs Crore) 

Particulars  FY 2006-07 FY 2007-08 

Actual A&G expenditure 30.50 28.67 

A&G expenditure allowed after Truing up  27.32 24.96* 

Disallowance on account of Brand Equity 3.18 3.51 

Amount of disallowed quantum to be now 

allowed due to ATE Judgment 3.18 3.51 

(*disallowance of Brand Equity and Contributions to Donations) 

Further, TPC in its respective APR Petitions for FY 2009-10 for TPC-G and TPC-D, 

has also sought entitlements of disallowed expenditure in respect of Brand Equity, 

based on the ATE Judgment in Appeal No. 138 (Judgment common to TPC-G, TPC-

T and TPC-D). The summary of expenditure, which TPC is entitled to recover based 

on the ATE Judgment in respect of Brand Equity for TPC-G, TPC-T and TPC-D, for 

FY 2006-07, FY 2007-08 and FY 2008-09, as submitted by TPC is given as under: 
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Table: Brand Equity entitlements for TPC as a whole (submitted by TPC) 

        Rs Crore 

FY TPC-G TPC-T TPC-D TPC 

FY 2006-07 7.29 3.18 1.00 11.47 

FY 2007-08 9.06 3.51 1.74 14.31 

FY 2008-09 10.98 4.27 1.85 17.10 

 

TPC has provided the computation of Brand Equity payment and the copy of the 

Brand Equity & Business Promotion Agreement. Based on the details submitted 

regarding revenue considered for computing Brand Equity, the Commission observed 

that TPC is considering a revenue other than that mentioned in the allocation 

statement for revenue and expenses duly certified by the Chartered Accountant. In 

response to a query raised in this regard, TPC submitted that the Brand Equity 

expenditure computation is based on the entire revenue of the Company, which 

includes Revenue from power supply and Transmission Charges as well as some other 

income heads provided as under. 

a) Income from Operations, 

b) Cash discounts, 

c) Income in respect of services rendered,  

d) Revenue transmission EPC bus unit, 

e) Delayed payment charges, and 

f) Sale of Electronic Products.  

 

Further, based on the details submitted by TPC, the Commission observed that for 

computation of Brand Equity for the current financial year, TPC has considered the 

income of the current financial year as against the income of the preceding financial 

year, which should have been considered by TPC as per the Brand Equity & Brand 

Promotion Agreement. In response to the Commission's query in this regard, TPC 

submitted that as per the Brand Equity Agreement, subscription is paid on the Annual 

Net income as stated in the audited financial year immediately preceding the year in 

which the use occurs. Further, TPC submitted that such a formula is for the payment 

of the Brand Equity and hence, the payment made in Year 2 is against the liability 

created in Year 1 and a separate liability is created for Year 2 based on Year 2ôs 

revenue which will be paid off next year. 

 

The Commission does not find any merit in TPC's above explanation. The Brand 
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Equity Agreement states that the payment towards Brand Equity has to be computed 

on the basis of Annual Net income of the financial year immediately preceding the 

year in which the use occurs. In other words, Brand Equity payment in FY 2007-08 

would be linked to the annual net income of FY 2006-07 and so on, whereas TPC has 

considered Brand Equity payment in FY 2007-08 based on the annual net income of 

FY 2007-08 itself. TPC's explanation regarding actual payment happening in the next 

year is of no consequence, since the expenses and revenue are being considered on 

"accrual basis" rather than cash basis. As a result of TPC's method of computing the 

Brand Equity expenses, the same have effectively been advanced by one year, i.e., the 

Brand Equity amount that was payable in FY 2007-08 has actually been paid in the 

earlier year, i.e., FY 2006-07, and this shift of one year has continued. At the same 

time, it is not that the Brand Equity payment was not due at all, and it is only a 

question of timing. Since, all these expenses are now being allowed due to the ATE 

Judgment and are for past years, the Commission is of the view that there would be 

not much merit in shifting the Brand Equity expenses allowable by one year. Hence, 

for the purpose of truing up for previous years, the Commission has not disallowed 

any part of the Brand Equity expenses, on the above account. However, TPC should 

ensure that henceforth, the Brand Equity expenses are computed exactly as provided 

for in the Brand Equity & Brand Promotion Agreement, on the Annual Net income of 

the financial year immediately preceding the year in which the use occurs.   

 

Further, based on the methodology and other relevant details submitted by TPC, the 

Commission has re-computed the Brand Equity expenses, which are slightly different 

than that submitted by TPC. The Brand Equity expenses submitted by TPC and as 

computed by the Commission are as under: 

 

Table: Brand Equity entitlements for TPC as a whole (Commission) 

        Rs Crore 

FY TPC-G TPC-T TPC-D TPC 

FY 2006-07 6.87 3.00 0.94 10.82 

FY 2007-08 8.92 3.46 1.71 14.08 

FY 2008-09 10.51 4.09 1.78 16.38 

 

In accordance with the ATE Judgment in Appeal No. 138 of 2008 on this issue, the 

Commission has considered the additional allowable expenses on account of Brand 

Equity for FY 2006-07 and FY 2007-08 based on the Commission's computations, as 

shown in the above table. Accordingly, for TPC-T, the Commission has considered 



Case No. 97 of 2009                        MERC Order for TPC-T for APR of FY 2009-10 and ARR for FY 2010-11 

 

MERC, Mumbai 

 

Page 58 of 101 

the additional allowable expenses on account of Brand Equity as Rs. 3.00 crore, Rs. 

3.46 crore, and Rs. 4.09 crore for FY 2006-07, FY 2007-08 and FY 2008-09, 

respectively.  

4.3 DEPRECIATION  

On the issue of depreciation expenditure for FY 2006-07 on the assets added during 

the year, the Commission, in its Order dated May 26, 2008, stipulated as follows: 

ñThe Commission has considered the depreciation on the opening GFA only 

and not on the assets added during the year in line with the Tariff 

Regulations....ò 

The ATE, in its Judgment in Appeal No. 138 of 2008, ruled as under: 

ñ31. In view of the provisions of the Tariff Regulations the Companies Act and 

the Accounting Standard-6, we find full justification and rationale in the 

contention of the appellant that proportionate depreciation has to be allowed 

even for part of the year when the assets have been put to use. The asset once 

put to use will be exposed to wear and tear which will not wait to depreciate 

till the start of the new financial year. We, therefore, allow the appeal in this 

view of the matter also.ò 

TPC submitted that therefore, it is entitled to recover the entire amount disallowed 

under this head for FY 2007-08. The summary of the impact of ATE Judgment in 

Appeal No. 138 of 2008 for depreciation, as submitted by TPC-T, is shown in the 

Table below: 

Table: Depreciation entitlements for TPC-T (submitted by TPC) 

Rs. Crore 

Depreciation TPC-T 

FY 2006-07 FY 2007-08 

Actual depreciation expenses 29 27.39 

Allowed in Tariff Order dated Apr. 2, 2008 29   

Allowed in Tariff Order dated May 28, 2009   26.71 

Disallowed Quantum 0 0.68 

Amount of disallowed quantum to be now 

allowed due to ATE Judgment 0 0.68 

 

Further, TPC in its respective APR Petitions for FY 2009-10 for TPC-G and TPC-D, 

has also submitted similar entitlements of disallowed expenditure in respect 
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of depreciation expenses on assets added during the year, based on the ATE Judgment 

in Appeal No. 138 (Judgment common to TPC-G, TPC-T and TPC-D). The summary 

of expenditure, which TPC is entitled to recover based on the ATE Judgment in 

respect of depreciation expenses on assets added during the year for TPC-G, TPC-T 

and TPC-D, for FY 2006-07, FY 2007-08 and FY 2008-09, as submitted by TPC is 

given as under. 

 

Table: Depreciation entitlements for TPC as a whole (submitted by TPC) 

        Rs Crore 

FY TPC-G TPC-T TPC-D TPC 

FY 2006-07 0.00 0.00 0.00 0.00 

FY 2007-08 0.86 0.68 0.74 2.28 

FY 2008-09 8.52 0.66 0.48 9.66 

 

In accordance with the ATE Judgment in Appeal No. 138 of 2008 in this regard, the 

Commission has considered the depreciation expenses on the assets added during the 

year and accordingly approves the additional allowable expenses on account of 

depreciation expenses for FY 2007-08 and FY 2008-09 as submitted by TPC, subject 

to the level of capitalisation being approved. 

4.4 INTEREST ON WORKING CAPITAL  

On the issue of interest on working capital for FY 2006-07, the Commission in its 

above said Order dated May 26, 2008, stipulated as follows: 

ñTPC submitted that it has estimated the Interest on Working Capital (IWC) 

considering average interest rate @ 11% as per the components of Working 

Capital specified in the Tariff Regulations, with the revised Interest on 

Working Capital estimated at Rs 4.44 Crore as against Rs 2 Crore approved 

by the Commission in theTariff Order. Further, TPC confirmed in its reply to 

additional queries raised by the Commission that though there is a need for 

working capital, TPC-T has not availed any loan for working capital and has 

funded such working capital through internal accruals. Hence, TPC has not 

actually incurred any expenditure towards interest on working capital during 

FY 2006-07. 

 

The Commission has considered the normative interest on working capital for 

truing up purposes, in accordance with the Tariff Regulations and the 

expenses allowed under the truing up exercise. However, the Commission has 
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computed the sharing of gains/losses on the basis of normative working 

capital interest and the actual working capital interest incurred, which in this 

case is zero, since this is a controllable parameter.ò 

 

The ATE, in its Judgment in Appeal No. 138 of 2008, ruled as under: 

ñ20. In Appeal No.111/08, in the matter of Reliance Infrastructure v/s MERC 

and Ors., this Tribunal has dealt the same issue of full admissibility of the 

normative interest on Working Capital when the Working Capital has been 

deployed from the internal accruals. Our decision is set out in the following 

paras of our judgment dated May 28, 2008 in Appeal No. 111 of 2008. 

ñ 7) The Commission observed that in actual fact no amount has been paid 

towards interest. Therefore, the entire interest on Working Capital granted as 

pass through in tariff has been treated as efficiency gain. It is true that 

internal funds also deserve interest in as much as the internal fund when 

employed as Working Capital loses the interest it could have earned by 

investment elsewhere. Further the licensee can never have any funds which 

has no cost. The internal accruals are not like some reserve which does not 

carry any cost. Internal accruals could have been inter corporate deposits, as 

suggested on behalf of the appellant. In that case the same would also carry 

the cost of interest. When the Commission observed that the REL had actually 

not incurred any expenditure towards interest on Working Capital it should 

have also considered if the internal accruals had to bear some costs 

themselves. The Commission could have looked into the source of such 

internal accruals or funds could be less or more than the normative interest. 

In arriving at whether there was a gain or loss the Commission was required 

to take the total picture into consideration which the Commission has not 

done. It cannot be said that simply because internal accruals were used and 

there was no outflow of funds by way of interest on Working Capital and 

hence the entire interest on working capital was gain which could be shared 

as per Regulation No. 19. Accordingly, the claim of the appellant that it has 

wrongly been made to share the interest on Working Capital as per Regulation 

19 has merit. 

15. b): The interest on Working Capital, for the year in question, shall not be 

treated as efficiency gain.ò 

21. In view of our earlier decision on the same issue we allow the appeal in 

this regard also.ò.ò 
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TPC-T submitted that therefore, the interest on working capital should not be treated 

as efficiency gain, and TPC-T is entitled to recover the entire amount of interest on 

working capital passed on as efficiency gain to Distribution Utilities. The summary of 

the impact of ATE Judgment in Appeal No. 138 of 2008 on interest on working 

capital as submitted by TPC-T is shown in the Table below: 

 

Table: Interest on Working Capital entitlements for TPC-T(submitted by TPC) 

Rs crore 

Particulars FY 2006-07 FY 2007-08 

Normative working capital interest 3.91 5.16 

Actual working capital interest 0.00 1.41 

Efficiency gain computed by Commission 3.91 3.75 

Efficiency gain shared with Distribution 

Licensees 1.30 1.25 

Amount of disallowed quantum to be now 

allowed due to ATE Judgment 0.00 0.00 

 

Further, TPC in its APR Petition for FY 2009-10 for TPC-G, has also submitted 

similar entitlement of disallowed expenditure in respect of interest on working capital, 

based on the ATE Judgment in Appeal No. 137 (Judgment common to TPC-G, TPC-

T and TPC-D). The summary of expenditure, which TPC is entitled to recover based 

on the ATE Judgment in respect of interest on working capital for TPC-G and TPC-T, 

for FY 2006-07 and FY 2007-08, as submitted by TPC is given as under. 

 

Table: Interest on Working Capital entitlements for TPC-G and TPC-T (submitted 

by TPC) 

            Rs Crore 

FY TPC-G TPC-T Total 

FY 2006-07 24.53 1.30 25.83 

FY 2007-08 20.93 1.25 22.18 

 

In its Judgment, while ruling on the matter, the ATE observed that the Commission 

should have assessed whether the internal accruals had to bear some costs themselves, 

and that the Commission could have looked into the source of such internal accruals 

or funds, and the cost of these funds could be higher or lower than the normative 

interest. The ATE has observed that the Commission was required to take the total 

picture into consideration while arriving at whether there was a gain or loss. 
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Accordingly, for the recent year, i.e., FY 2008-09, the Commission asked TPC to 

provide clarity regarding whether the working capital requirement has been met from 

the cash flows of TPC-T and/or cash flows from any other business. Further, TPC was 

also asked to submit the cash flow statement indicating as to how the working capital 

requirement has been met for TPC-G, TPC-T and TPC-D, respectively. In reply, TPC 

submitted that it has been operating on a common balance sheet for its Generation, 

Transmission, and Distribution businesses as well as for other business. Hence, TPC 

submitted that it would be extremely difficult to prepare a separate balance sheet for 

Generation, Transmission and Distribution, and separation of working capital is not 

possible. Further, TPC also submitted that it is not possible to prepare cash flow 

statements for the various businesses as the Company maintains a common balance 

sheet. TPC added that the expenditure presented to the Commission is under the 

principles of ñRegulatory Accountsò comprising of elements such as normative loans, 

normative equity and normative return on equity, and hence, under such conditions 

only a normative cash flow can be prepared. In response to the query raised by the 

Commission in this regard, TPC submitted a ñRegulatory Cash flowò for FY 2008-09, 

with net cash inflow of Rs 65.04 Crore, Rs (114.59) Crore and Rs (28.71) Crore for its 

TPC-G, TPC-T and TPC-D businesses.  

 

The regulatory cash flow statement submitted by TPC does not throw any further light 

on the matter, since it is based on normative values, which are in any case, being 

allowed. The issue is of actual working capital interest incurred by TPC. Further, 

since TPC has not been able to satisfactorily address the Commission's queries in this 

matter for FY 2008-09, it is obvious that there is no substantiation of the actual 

working capital interest on funds used for meeting working capital requirement, for 

the previous years as well. The Commission is of the view that by implication, TPC 

has managed to meet its working capital requirements by its own operational 

efficiency, and has minimised the working capital requirement itself, and not actually 

relied on any funds to meet its working capital requirement. Hence, the Commission 

has allowed the entire working capital interest on normative basis in accordance with 

the MERC Tariff Regulations. Further, as per Regulation 17.6.2 (d) of the MERC 

(Terms and Conditions of Tariff) Regulations, 2005, variation in working capital 

requirement is a controllable factor, the Commission rules that the entire normative 

working capital interest has to be considered as an efficiency gain, and the sharing of 

gains has to be computed in accordance with Regulation 19.1 of the MERC (Terms 

and Conditions of Tariff) Regulations, 2005.  
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In view of the above, the Commission finds that there is no merit in TPC's claim to 

claw back the amount already passed on as efficiency gain to Distribution Utilities in 

the previous APR Orders. 

 

4.5 SUMMARY OF RECOVERAB LE AMOUNT  

Based on the ATE Judgment in Appeal No. 138 of 2008 on various expenses, which 

were disallowed by the Commission while truing up for FY 2006-07 and FY 2007-08, 

TPC-T submitted the summary of the amounts recoverable through tariff. TPC-T 

further submitted that the impact of trued up amount as approved by the Commission 

in the APR Orders, was considered in the determination of the tariff for FY 2008-09 

and FY 2009-10. TPC-T submitted that as the impact of the ATE Judgment in Appeal 

No. 137 of 2008 is to be recovered in FY 2010-11; interest for 3 to 4 years would 

accrue and computed the interest based on the rate approved by the Commission for 

Working Capital interest. 

As regards the carrying cost on the impact of ATE Judgment in Appeal No 138 of 

2008, the Commission has relied upon the ATE Judgment in Appeal No 138 of 2008 

in the matter, which has not given any specific ruling regarding any carrying cost or 

interest cost on any element to be allowed. This is more so, since TPC had 

specifically prayed for interest being granted, which has not been granted by the ATE. 

The summary of the impact of the ATE Judgment in Appeal No 138 of 2008, as 

submitted by TPC and as approved by the Commission in this Order is shown in the 

following Table: 

Table:    Summary of Recoverable amount                Rs Crore 

Particulars FY 2006-07 FY 2007-08 

TPC-T Approved  TPC-T Approved 

Brand Equity Expenditure 3.18 3.00 3.51 3.46 

Interest on working capital 1.30 0.00 1.25 0.00 

Depreciation 0.00 0.00 0.68 0.68 

Interest for 4 years 1.93 0 

  Interest for 3 years 

  

1.88 0 

Total 6.41 3.00 7.32 4.14 
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5 PERFORMANCE REVIEW OF F Y 2009-10 AND 

DETERMINATION OF AGGREGATE REVENUE 

REQUIREMENT FOR FY 2010-11 

5.1 PERFORMANCE PARAMETE RS 

Regulation 16.1 of the MERC Tariff Regulations stipulates the following.  

ñThe Commission may stipulate a trajectory, which may cover one or more 

control periods, for certain variables having regard to the reorganization, 

restructuring and development of the electricity industry in the State. 

 

Provided that the variables for which a trajectory may be stipulated include, 

but are not limited to, generating station availability, station heat rate, 

transmission losses, distribution losses and collection efficiency.ò  

 

The Commission, in its MYT Order for TPC-T, had considered the trajectory of 

system availability. Regulation 49.1 of the MERC Tariff Regulations, stipulates,  
 

ñTarget availability for full recovery of annual transmission charges 

(a) AC system:- 98 per cent 

(b) HVDC bi-pole links and HVDC back-to-back stations:- 95 per centò 

 

5.1.1 System Availability 

TPC-T was directed to maintain the system availability at the levels stipulated in the 

MERC Tariff Regulations in order to be eligible to recover the full fixed charges, i.e., 

ARR, as determined by the Commission. Any reduction in system availability will 

lead to pro-rata reduction in recovery of the ARR. The Commission will true-up the 

actual availability of TPC-Tôs transmission system at the end of the year based on 

actuals, and the recovery of complete ARR will depend on the achievement of the 

normative availability levels.  

 

In this context, the Commission directs TPC-T to arrange for requisite certification 

from MSLDC for FY 2009-10 and FY 2010-11 based on appropriate procedure 

formulated by MSLDC to monitor and certify the Transmission System Availability 
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of various transmission licensees on regular basis. 

 

TPC-T is entitled to incentive on transmission system availability greater than 98%, in 

accordance with the method of computation of the incentive as elaborated in Section 

3, which will be determined for FY 2009-10 at the time of final true-up.  

5.1.2 Transmission Losses 

The Commission has considered the Intra-State Transmission System (InSTS) loss of 

4.85% for FY 2009-10 and FY 2010-11, in accordance with the principles outlined in 

the Transmission Pricing Framework Order dated June 27, 2006 and Transmission 

Tariff Order dated September 29, 2006.  

 

Interface metering (G< >T and T< >D) over the Intra-State Transmission System of 

which TPC-Transmission system is a part, is approaching the stage of completion. As 

regards the status of ABT metering, MSETCL has submitted that installation of ABT 

meters in the Mumbai Region has already been completed. However, due to 

addition/augmentation of new transformer, new sub-stations, new generating units 

and also due to release of new EHV connections, there is a balance of 157 ABT 

meters and 48 communication links to be provided, which according to a recent 

submission made by MSETCL, was expected to be completed by July 31, 2010. The 

Commission has directed all transmission licensees to facilitate and co-operate with 

MSETCL to ensure that requisite special energy meters are put in place across all the 

interface points at the earliest. The energy accounting and ascertainment of 

transmission losses for Intra-State Transmission System as well as for various 

components/elements of the transmission system would be feasible only after 

establishment of such metering arrangement. 

 

As per energy accounting undertaken by MSLDC under Interim Balancing and 

Settlement Mechanism (IBSM), the Intra-State Transmission losses have been 

assessed at 4.67% for FY 2007-08 and 4.86% for FY 2008-09. Further, transmission 

loss for InSTS for FY 2009-10 has been projected as 4.85%. 

 

5.2 PROVISIONAL TRUING -UP FOR FY 2009-10 

TPC-T, in its APR Petition for FY 2009-10 and ARR Petition for FY 2010-11, 

submitted the performance for FY 2009-10 based on actual performance for the first 

half of the year, i.e., April to September 2009, and estimated performance for the 

second half of the year, i.e., October 2009 to March 2010. TPC-T submitted the 
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comparison of each element of expenditure and revenue with that approved by the 

Commission in its Order dated May 28, 2009 on TPCôs Annual Performance Review 

for FY 2008-09 and Aggregate Revenue Requirement for FY 2009-10.  

 

 

TPC-T, in its Petition, along with the revised estimates of expenditure also provided 

the details of adjustments on account of sharing of gains and losses. The Commission 

will undertake the final truing up of the revenue requirement and Revenue for FY 

2009-10 once the audited accounts of TPC for FY 2009-10 are available, i.e., during 

Annual Performance Review for FY 2010-11. However, in this Order, the 

Commission has considered provisional truing up of certain elements of revenue 

requirement and revenue, in cases where the impact is very high, or there is a change 

in principles/methodology, and due to revision in capital expenditure/capitalisation 

figures. The revised estimate of performance of TPC-T during FY 2009-10 and FY 

2010-11 as compared to the Commissionôs MYT/APR Order for TPC-T is discussed 

in the following paragraphs.  

 

The Commission clarifies that the final truing up and the computation of sharing of 

gains and losses due to controllable factors will be undertaken only after the audited 

expenses and revenue are available. Further, for computing sharing of efficiency 

gains/losses for FY 2009-10, the revised expenses approved for FY 2009-10 in this 

Order under the provisional truing up exercise will be considered as base expenses.  

5.3 O&M EXPENSES FOR FY 2009-10 AND FY 2010-11 

The O&M expenditure comprises of employee expenditure, A&G expenditure and 

R&M expenditure, as discussed below.  

Further, in the previous APR Orders, the Commission ruled that for FY 2009-10 and 

FY 2010-11, the O&M expenses allowed by the Commission for FY 2008-09 under 

the final truing up for FY 2008-09, after considering the base as audited expenses for 

FY 2006-07, will be considered as the base and increase will be allowed strictly as per 

the CPI/WPI growth as applicable.  

 

5.3.1 Employee Expenses 

TPC submitted that the revised Employee Expenditure for FY 2009-10 is estimated at 

Rs 62.74 Crore as compared to Rs 66.63 Crore approved in the APR Order, based on 

the actual employee expenses for first half of FY 2009-10 and estimated employee 

expenses for the remaining half of the year. The reasons submitted by TPC-T for 
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deviation in employee expenses vis-à-vis the approved expenses for FY 2009-10 are:  

 Approval of Rs 1.20 Crore in FBT by the Commission in ARR Order of FY 

2009-10 on account of such FBT, which will now not be incurred since the 

Ministry of Finance in its Budget for FY 2009-10 has abolished Fringe Benefit 

Tax with effect from April 1, 2009.  

 Vacancies created on account of retirement and transfers of employees are yet 

to be filled up thereby reducing the employee expenditure for FY 2009-10 by 

Rs. 2 Crore. 

 

For FY 2010-11, TPC-T projected employee expenses of Rs. 73 Crore, on account of 

the following reasons: 

 An inflation of 6% has been considered for FY 2010-11 over revised estimates 

of employee expenses for FY 2009-10. 

 Increase in number of employees due to filling up of pending vacancies (82 

employees) in operations for optimum manning. Further, new sub stations at 

Mahalaxmi, Bandra Kurla Complex and Hiranandani will also be required to be 

manned. 

 Revision of pay scale expected in FY 2010-11 in view of application of VI
th
 Pay 

Commission and general hike in salaries of employees of peer companies. 

 

Employee expenses are classified by the Commission as controllable expenses. For 

FY 2009-10, for each sub-head of employee expenditure, the Commission has 

considered an increase of around 6.35% p.a. on account of inflation factor 

corresponding to increase in Consumer Price Index (CPI) over the revised level of 

employee expenses for FY 2008-09 as approved under the truing up exercise in this 

Order. The Commission has considered the point to point inflation over CPI numbers 

for Industrial Workers (as per Labour Bureau, Government of India) for a period of 5 

years, i.e., FY 2004-05 to FY 2008-09 (upto March 2009), to smoothen the inflation 

curve.  

 

In response to the Commissionôs query regarding the basis of capitalisation of the 

employee expense for FY 2009-10 and FY 2010-11, TPC stated that it was difficult to 

estimate the time spent by an employee on Capital Expenditure jobs. However, TPC 

clarified that for projection of the employee expense for FY 2009-10 and FY 2010-11, 

the cost to company (CTC) of the employees have been capitalised after estimating 

the number of employees who would be working fulltime on Capex projects. 

 

For FY 2009-10, the capitalisation of employee expenses have been considered at the 
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rate of 8% in accordance with the actual level of capitalisation in FY 2008-09. The 

Commission will undertake the final truing up of employee expenses for FY 2009-10 

based on actual employee expenses for the entire year and prudence check. 

 

 

For FY 2010-11, for each sub-head of employee expenditure, the Commission has 

considered an increase on account of inflation rate of around 8.49% p.a. over the 

revised level of employee expenses as approved for FY 2009-10 under the provisional 

truing up exercise in this Order. For FY 2010-11, the Commission has considered the 

point to point inflation over CPI numbers for Industrial Workers (as per Labour 

Bureau, Government of India) for a period of 5 years, starting from FY 2005-06 to FY 

2009-10 (upto March 2010), to smoothen the inflation curve. The capitalisation of 

employee expenses has been considered at the rate of 8% in accordance with the 

actual level of capitalisation in FY 2008-09. 

 

Accordingly, the approved employee expenses for FY 2009-10 and FY 2010-11 is 

summarised in the following Table: 

 

Table: Employee Expenses for FY 2009-10 and FY 2010-11 (Rs. Crore) 

Particulars FY 2009-10 FY 2010-11 

APR 

Order  

Revised 

Estimate 

by TPC 

Approved 

After 

provisional 

truing up  

 

Revised 

Estimate by 

TPC 

Approved 

 

Gross employee 

expenses 
68.94 63.55 61.44 75.99 66.65 

Less: 

Capitalisation 
3.51 0.81 4.91 3.21 5.33 

Net employee 

expenses 
66.63 62.74 56.52 72.79 61.32 

 

5.3.2 A&G Expenses 

TPC submitted that the revised A&G Expenditure for FY 2009-10 is estimated at Rs 

31.51 Crore as compared to Rs 28.06 Crore approved in the APR Order, based on the 

actual A&G expenses for first half of FY 2009-10 and estimated A&G expenses for 

the remaining half of the year. Further, TPC-T submitted that the Commission while 
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approving the A&G expenses for FY 2009-10 in the previous APR Order had not 

considered the expenses towards Brand Equity. However, in the current Petition, for 

FY 2009-10, TPC has considered an expense of around 2 Crore towards Brand 

Equity, subsequent to the allowance of such expenses by the ATE through its 

Judgment dated July 15, 2009. For FY 2010-11, TPC submitted that it had estimated 

the A&G expenses as Rs. 33.29 Crore. 

 

In response to the Commissionôs query, TPC-T submitted the break-up of the sub- 

head component óother costsô under A&G expense for first half (H1) and second half 

(H2) of FY 2009-10 and for the whole of FY 2010-11. For reasons elaborated earlier, 

TPC submitted that A&G expenses do not separately appear as capitalised amount.  

 

For FY 2009-10, the Commission has considered an increase of around 5.48% p.a. on 

account of inflation factor corresponding to increase in Wholesale Price Index (WPI) 

and Consumer Price Index (CPI) over the revised level of A&G expenses as approved 

for FY 2008-09 in this Order. The Commission has considered the point to point 

inflation over WPI numbers (as per Office of Economic Advisor of Govt. of India) 

and CPI numbers for Industrial Workers (as per Labour Bureau, Government of India) 

for a period of 5 years, i.e., FY 2004-05 to FY 2008-09 (upto March 2009), to 

smoothen the inflation curve. The Commission has considered a weight of 60% to 

WPI and 40% to CPI, based on the expected relationship with the cost drivers. 

However, while allowing the A&G expense for FY 2009-10, the Commission has 

considered the expenditure towards Brand Equity, at the same level as that considered 

in the trued up expenditure for FY 2008-09, i.e., Rs 4.09 Crore. The rationale behind 

such an approach for allowing Brand Equity expenditure is elaborated in Section 4.2 

of this Order. The Commission will undertake the final truing up of A&G expenses 

for FY 2009-10 based on actual A&G expenses for the entire year and prudence 

check.  

 

For FY 2010-11, the Commission has considered increase in various components on 

account of inflation at the rate of 7.02% per annum, over revised estimate of A&G 

expense (after provisional true-up) for FY 2009-10, except for expenses towards 

Brand Equity. The Commission has provisionally considered the Brand Equity 

expenses for FY 2010-11 at the same level as submitted by TPC-T, which would be 

trued up based on actuals. For FY 2010-11, the Commission has considered the point 

to point inflation over CPI for Industrial Workers and WPI numbers for a period of 5 

years, starting from FY 2005-06 to FY 2009-10 (upto March 2010), to smoothen the 
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inflation curve. Accordingly, the approved A&G expenses for FY 2009-10 and FY 

2010-11 are summarised in the following Table: 

 

 

 

 

 

 

 

Table: A&G Expenses for FY 2009-10 and FY 2010-11 (Rs. Crore) 

Particulars FY 2009-10 FY 2010-11 

APR 

Order  

Revised 

Estimate 

by TPC 

Approved 

After 

provisional 

truing up  

Revised 

Estimate 

by TPC 

Approved 

 

Net A&G expenses 28.06 31.51 32.45 33.29 33.31 

 

5.3.3 R&M expenses 

TPC submitted that based on the actual R&M expenses for first half of FY 2009-10 

and estimated R&M expenses for the remaining half of the year, the revised R&M 

expenditure for FY 2009-10 is estimated at Rs 10.51 Crore, which is equal to the 

R&M expenditure approved in the APR Order for FY 2009-10.  

 

TPC submitted that the actual R&M expenses in the first half of FY 2009-10 was Rs. 

3.92 Crore and the estimated R&M expense in the second half of the year was Rs. 

6.59 Crore. In response to the Commission's query regarding the basis for this 

increase of about 68% in the estimated R&M expense for the second half of the year 

as against actual expenses incurred in first half of FY 2009-10, TPC stated that the 

increase is on account of the major repair and maintenance expenses being planned in 

the second half of FY 2009-10.  

 

For FY 2010-11, TPC submitted that it had estimated the R&M expenses as Rs. 15.10 

Crore. The major reasons for projected increase in the R&M expense for FY 2010-11 

as submitted by TPC are as under. 

 Overhauling of 110 kV breakers and 22/33kV breakers has been planned as they 

have completed more than 10 years and 7 years in service, respectively, and are 
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hence, due for overhaul (Rs 0.8 Crore) 

 Painting of transmission lines, structures and buildings in receiving stations and 

housing colony (Rs 2.5 Crore) 

 Increase in other expenses like repairs to old buildings, security fencing and 

training centre for technicians (Rs 0.6 Crore) 

 

For FY 2009-10, the Commission has considered an increase of around 4.91% p.a. on 

account of inflation factor corresponding to increase in Wholesale Price Index (WPI) 

over the revised level of R&M expenses as approved for FY 2008-09 under the truing 

up exercise in this Order. The Commission has considered the point to point inflation 

over WPI numbers (as per Office of Economic Advisor of Govt. of India) for a period 

of 5 years, i.e., FY 2004-05 to FY 2008-09 (upto March 2009), to smoothen the 

inflation curve. The Commission will undertake the final truing up of R&M expenses 

for FY 2009-10 based on actual R&M expenses for the entire year and prudence 

check  

 

For FY 2010-11, the Commission has considered increase in various components on 

account of inflation at the rate of 6.05% per annum, over revised estimate of R&M 

expense (after provisional true-up) for FY 2009-10. For FY 2010-11, the Commission 

has considered the point to point inflation over WPI numbers for a period of 5 years, 

starting from FY 2005-06 to FY 2009-10 (upto March 2010), to smoothen the 

inflation curve. Accordingly, the approved R&M expenses for FY 2009-10 and FY 

2010-11 is summarised in the following Table: 

 

 

Table: R&M Expenses for FY 2009-10 & FY 2010-11 (Rs. Crore) 

 

Particulars FY 2009-10 FY 2010-11 

APR 

Order  

Revised 

Estimate by 

TPC 

Approved 

After 

provisional 

truing up  

Revised 

Estimate 

by TPC 

Approved 

 

Net R&M  expenses 10.51 10.51 11.75 15.10 12.46 

 

5.3.4 O&M expenses 

 

The total O&M expenses approved by the Commission for FY 2009-10 and FY 2010-

11 is summarised in the following Table: 
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Table: O&M Expenses for FY 2008-09 & FY 2009-10 (Rs. Crore) 

Particulars FY 2009-10 FY 2010-11 

APR 

Order  

Revised 

Estimate 

by TPC 

Approved 

After 

provisional 

truing up  

 

Revised 

Estimate 

by TPC 

Approved 

 

Net employee expenses 66.63 62.74 56.52 72.79 61.32 

Net A&G expenses 28.06 31.51 32.45 33.29 33.31 

Net R&M expenses 10.51 10.51 11.75 15.10 12.46 

Total O&M expenses 105.20 104.77 100.72 121.18 107.09 

 

5.4 CAPITAL EXPENDITURE AND CAPITALISATION FOR FY 2009-10 

AND FY 2010-11 

Capital expenditure and capitalisation are two important variables that influence 

computation of various critical parameters such as depreciation, interest on long term 

debt and return on equity. Accordingly, variation between the approved values and 

actual performance during the Control Period needs to be evaluated carefully during 

Annual Performance Review. The capitalisation considered by the Commission in the 

APR Order and MYT Order, and the estimates submitted by TPC are given in the 

Table below:   

 

Table: Capitalisation projected by TPC for FY 2009-10 & FY 2010-11   

         (Rs. Crore) 

 Particulars FY 2009-10 FY 2010-11 

MYT  

Order  

APR Order Revised 

Estimate by 

TPC 

Estimate by 

TPC 

Capitalisation 117.56 117.56 206.67 188.91 

 

 

TPC-T, in its Petition, submitted that out of the total capitalisation of Rs 207 Crore 

proposed in FY 2009-10, an amount of Rs 158 Crore is on account of DPR schemes, 

which have been approved by the Commission. TPC further submitted that the 

capitalisation on account of Non DPR schemes is about 24% of the total 

capitalisation. 
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The major DPR schemes estimated to be capitalised in FY 2009-10 by TPC-T are: 

ü Expansion of 110 kV Mahalakshmi Receiving Station 

ü 220 kV interconnection with MSETCL at Borivali  

ü Uprating of 110 kV lines for System Strengthening (Khopoli-Mankhurd) 

ü Construction of 220 kV Trombay-Dharavi-Salsette 

ü Uprating of 110 KV lines by by GT ACSR 

ü 33 kV power supply to BEST from Parel Receiving Station 

ü Installation of new transformer at Malad 

ü Addition of supply capacity at Backbay 

ü 220 MVA ICT at Dharavi along with 33 kV Outlets 

ü 75 MVA , 110 kV/22kV Transformer at Vikhroli 

ü Procurement of relays for transmission 

 

The major DPR schemes estimated to be capitalised in FY 2010-11 by TPC-T are: 

ü Land for New Receiving Station 

ü Addition of supply capacity at Backbay 

ü 145 kV GIS at Versova 

ü 220 MVA ICT at Dharavi along with 33 kV Outlets 

ü 220 kV Mahalakshmi GIS 

ü 22 kV GIS with new building 

ü 220 kV interconnection with MSETCL at Borivli 

 

For the purpose of APR exercise for FY 2009-10 and projection for FY 2010- 11, the 

Commission has considered capital expenditure and capitalisation of the DPR 

schemes that have already been approved by the Commission.  

 

As regards non-DPR schemes, the Commission had issued a direction in this respect 

in the previous APR Order, restricting the capitalisation of such schemes to 20% of 

the capitalisation of DPR schemes during the year. The relevant extract of the Order is 

reproduced as under. 

 ñIn view of the above, as a general rule, the Commission has decided that the total 

capital expenditure and capitalisation on non-DPR schemes in any year should not 

exceed 20% of that for DPR schemes during that year. To achieve the purpose, the 

purported non-DPR schemes should be packaged into larger schemes by combining 

similar or related non-DPR schemes together and converted to DPR schemes, so that 

the in-principle approval of the Commission can be sought in accordance with the 




