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ORDER

Dated: August 23, 2010

Reliance Infrastructure Limited (Distribution) (hereinafter referred as ‘RInfra-D’)

submitted a Petition under affidavit before the Commission on April 28, 2010, with the
following prayers:

1.

"Pending implementation of Intra-State ABT and FBSM, the Hon'ble Commission
may modify the existing Interim Balancing and Settlement Mechanism by directing
that all inter-discom exchange of power from surplus available out of TPC-G
capacity should happen at the weighted average regulated price of all units of TPC-
G put together.

The Hon'ble Commission may direct the concerned agencies to submit an action
plan for implementation of Intra-State ABT and FBSM at the earliest.
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3. Any other Order that the Commission may deem fit in the facts and circumstances of

the case.
4. The Hon" bl e Co mminasgvsrient Omisstowenraksssimocomangsy
2. Rinfra-D submitted that the continued implementation of the present method of

Energy Accounting and Settlement, i.e., Interim Balancing and Settlement Mechanism
(IBSM), due to delay in implementation of Final Balancing and Settlement Mechanism
(FBSM), is posing financial burden on the consumers of Rinfra-D. RInfra-D submitted that
the FBSM, which is superior to the IBSM, and was supposed to have replaced the IBSM
with effect from April 1, 2008, does not seem replacing IBSM soon in times to come.
Rinfra-D prayed to the Commission that till the implementation of FBSM, the IBSM may
be modified to create equity and balance amongst various consumers to ensure that
consumers served by one distribution licensee do not benefit at the expense of consumers
served by another.

3. Rinfra-D further submitted that due to different load curves of the three Distribution
Licensees in Mumbai and for historical reasons of sharing of common generation facility,
the Distribution Licensees having surplus in any part during the day, schedule it in favour of
other decrementing Distribution Licensees in the city, such that the load generation is
balanced for the city. Load profiles of The Tata Power Company Limited (TPC) and
Brihan-Mumbai Electric Supply & Transport Undertaking (BEST) are such that their
demand reduces in the evening hours (due to reduction of commercial/office loads) while
RiInfra-D’s demand reaches its peak during evening hours (on account of residential
consumers comprising the majority of the load). Thus, surplus generation available with
TPC and BEST is scheduled to meet RInfra-D’s demand in the evening hours, almost on
daily basis. As per the present rules of IBSM, Rinfra-D has to pay for this deficit at the
Weighted Average System Marginal Price (WASMP), at the end of the month. For meeting
the power shortages in Mumbai, the Distribution Licensees supplying to Mumbai pool their
generation capacity and contract the short-term power through Mumbai Power Management
Group (MPMG) to the extent required, without compromising the Merit Order principles.

4. Rinfra-D added that on account of shortage of generation contracts, RInfra-D has
almost always been decrementing the State Imbalance Pool, i.e., the energy drawn by
RInfra-D is generally more than what is injected by the generators allocated to RiInfra-D and
such deficit is met by the surplus of other distribution licensees. RiInfra-D submitted that

Order_[Case No. 9 of 2010] Page 2 of 22




Utilities buy costlier short-term power in certain time blocks of the day and have surplus
power during the balance time blocks of the day. In the monthly IBSM settlement, if a
Utility has a net monthly surplus energy, then the same gets transferred to the decrementing
Utility at the marginal cost of power of the surplus Utilities for the month. Thus, the higher
cost power, which a Utility has procured to meet its own requirement during peak hours,
gets transferred to the Utilities decrementing the State pool on monthly basis. Hence, even
though a decrementing Utility may be utilising scheduled power from the surplus generation
available with incrementing Utility in particular time blocks, it ends up paying for the same
at a much higher price, the rate being that of marginal power as per the Merit Order
computed at the end of the month, which includes even the costlier power procured by the
incrementing Utility to meet its own demand in some other time blocks. The reason behind
this particular problem arises mainly because of the monthly accounting system under the
IBSM. When the FBSM is implemented, the decrementing Utility would pay for its
decrement at the marginal price of power in a given time block and not at the aggregate
marginal price determined at the end of the month.

5. Rinfra-D submitted that as a result, its consumers are financially burdened due to
delay in implementation of FBSM. In Mumbai, the capacity of TPC-G is distributed among
TPC-D, BEST and RInfra-D in the ratio of 26.84%, 45.02% and 28.14%, respectively
(excluding sharing of Unit-8 capacity between TPC-D and BEST). Due to BEST and TPC-
D’s load profile, there are instances during the course of the day when the licensee’s
demand is below the allocated capacity of TPC-G causing a surplus over the allocation.
Rinfra-D on the other hand faces a supply shortage. Consequently, as per the terms of the
approved IBSM, the surplus allocated capacity with BEST and TPC-D gets 'sold' to RInfra-
D at the highest priced generation unit of TPC-G. Thus, TPC-D and BEST, through this
price are able to knock-off the highest priced generation capacity allocated to them from
TPC-G, consequently reducing their average power purchase price significantly. Rinfra-D,
on the other hand, ends up absorbing this capacity, consequently increasing its average
power purchase price.

6. Rinfra-D submitted that the generation capacity that has been created for Mumbai
city and has been utilised by all Mumbai consumers for over 80 years should not become a
subject of profiteering by one set of consumers at the expense of the other set, both of
whom reside in Mumbai. RiInfra-D submitted that in order to discourage such profiteering
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and maintain balance among consumers of the same State/city, Regulatory Commissions of
other States have “fixed” the price at which power can be traded between the Distribution
Licensees out of the generation capacities allocated to such licensees (inter-DISCOM
sale/purchase). For example:

a) Madhya Pradesh Electricity Regulatory Commission has fixed this price at
the monthly pooled cost of power purchase of all the Distribution Licensees
combined.

b) In Delhi, if any surplus power is available out of any capacity allocated to the
Delhi Transco Ltd. (and available for purchase by all Distribution Licensees,
not including unallocated quota) the same is sold by the surplus Distribution
Licensee to the deficit Licensee at a single fixed rate as decided by the Delhi
Electricity Regulatory Commission (DERC). Further, DERC has fixed this
rate as Rs. 2.75 per unit.

7. RInfra-D submitted that thus, for trading surplus between Distribution Licensees out
of shared generation capacity, there is no application of Merit Order to determine the
marginal station from where such surplus is available. This is done, particularly in shortage
situations, so that there is no incentive for profiteering through inter-licensee trade and
equity is maintained among consumers of various Distribution Licensees. RInfra-D added
that the generation capacity whose price is considered for inter-Licensee trade is the one
that is allocated to all Distribution Licensees or shared by all and is either from State
Generating Stations (SGS) or Central Generating Stations (CGS). While there is no SGS or
CGS allocation to the city of Mumbai, such role is assumed by the capacity of TPC-G,
which has been shared by the three Distribution Licensees of Mumbai since the last 80
years. Therefore, in the interest of maintaining equity amongst Mumbai consumers, inter-
Licensee sale/purchase should be carried out at the Weighted Average Cost of allocated
generation capacity and not at the price of marginal unit/generation of TPC-G.

8. Rinfra-D submitted the computation of additional cost paid out by its consumers on
account of payment of State Marginal Price for surplus capacity of TPC-G procured by
RiInfra-D in FY 2008-09 from Distribution Licensees through the State Imbalance Pool.
RInfra-D submitted that these computations are based on the IBSM Statements prepared by
SLDC, and it is evident that the Petitioner's consumers have ended up paying nearly about
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Rs. 200 crore more as compared to what would have been paid if the price of such inter-
DISCOM sale was fixed at approved pooled rate of all Units of TPC-G put together. Rinfra-
D submitted that though the approach of permitting the surplus licensees to transfer their
highest priced power to the deficit licensee was conceptually correct, however, given that
under merit order operation, lower priced generation/purchase is first consumed and
surplus, if any, exists only from the marginal stations, hence, this method should not be
attempted in a situation of shortage of supply. RInfra-D added that allowing inter-Licensee
trade of shared generation capacity at the weighted average approved price of such capacity
would go a long way in reducing the impact on consumer tariffs. The present mechanism
for trade of Inter-DISCOM surplus capacity at System Marginal Price (SMP) rate creates an
incentive for the surplus licensees to exploit the situation and thus, should be discouraged.

9. Rinfra-D submitted that the interim mechanism is unjust to the extent of carrying out
energy accounting on an aggregate basis at the end of the month, rather than on 15 minutes
basis. RInfra-D added that even in the present arrangement, the Distribution Licensees
provide their schedules on 15 minute basis to the State Load Despatch Centre (SLDC).
Therefore, while ex-ante planning of power procurement and load generation balancing
occurs on 15 minute basis, ex-post settlement happens on monthly basis. This system
augurs well for Distribution Licensees who have surplus capacity, but is immensely unjust
for deficit Licensees. Hence, the immediate implementation of FBSM would cause a
reduction in the power purchase costs to Rinfra-D's consumers. Thus, Rinfra-D prayed to
the Commission to modify the present IBSM to direct purchase/sale of TPC-G capacity
among Mumbai Distribution Licensees at the Approved Average Pooled Price of all units of
TPC-G put together, rather than based on marginal stations’ cost.

10.  The Commission, vide its Notice dated May 12, 2010, scheduled a hearing in the
matter on June 24, 2010, and directed RInfra-D to implead (i) BEST Undertaking, (ii) The
Tata Power Company Ltd., (iii) Maharashtra State Electricity Distribution Co. Ltd.
(MSEDCL), (iv) Maharashtra State Load Despatch Centre (MSLDC), and (v) Maharashtra
State Electricity Transmission Co. Ltd. (MSETCL) as respondents in the above matter.

11.  MSEDCL, in its reply dated June 21, 2010, submitted that any
overdrawal/decrement by any Distribution Licensee in the State should happen only at the
Marginal Price of the incrementing Distribution Licensee as mentioned in the Tariff Order
of MSEDCL for FY 2006-07 and as further clarified by the Commission by its Order dated
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February 13, 2007, in Case No. 36 & 41 of 2006, in the matter of Petitions filed by
MSEDCL seeking review of the Order dated September 29, 2006, in Case No. 31 of 2006.
The Commission in its Order dated February 13, 2007, mentioned that:

“The Commi ssion would I|Iike to clarif)\
mar gi nal price” should be derived for th
by concerned TSU (say, Petitioners in this case) from its marginal sources of supply
totheex t ent of ,overdrawal guantum® by ot he

power purchase as contempl ated by Petiti

12. MSEDCL added that in the Review Petition filed by MSEDCL in Case No. 41 of
2006, MSEDCL had contended that (as recorded by the Commission in its Order dated
February 13, 2007):

“...the overdrawal and underdrawal by various TSUs if settled on the basis
of weighted average system marginal price prevalent for the month and paid for by
overdrawing TSU to under-drawing TSU, will result in recovery of lower prices by
the Petitioners when compared to the costly short-term power purchases made by
them as settlement of inter-utility exchange at weighted average system marginal
price shall not adequately compensate the Petitioners.”

MSEDCL submitted that in view of the above, it is clear that granting the prayers of R-
Infra-D will not be in consonance with the abovementioned Order.

13. MSEDCL submitted that there cannot be two different methods for settlement of
energy exchanges between the Distribution Licensees within the State since, RInfra-D has
sought that the settlement of inter-Licensee exchange of power from surplus available from
TPC-G capacity at the Weighted Average Regulated Price of all units of TPC-G put
together. MSEDCL added that each Distribution Licensee in the State should individually
contract the power and schedule accordingly, and the present practice of the Mumbai
DISCOMs contracting and sharing through the Mumbai Power Management Group
(MPMG) needs to be scrapped.

14.  TPC, in its reply dated June 22, 2010, on the abovementioned matter submitted that
FBSM has not yet been implemented in the State apparently due to non-availability of ABT
compliant meters at the interface with the Central Processor at SLDC and all the relevant
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interconnection points to undertake energy accounting and settlement on 15 minute time
block basis. TPC submitted that the methodology of IBSM, which is applicable in the State
of Maharashtra works on the following broad principles:

a. Actual generation contracted is allocated to distribution companies on the
basis of their share of Contracted Capacity;

b. Bilateral Purchases are allocated as per schedule;

c. If for a Distribution Licensee, the sum of allocated generation and purchases
is more than its drawal in the month, the Distribution Licensee is considered
to be incrementing the pool and receives the marginal cost of that surplus
energy from the pool;

d. If for a Distribution Licensee, the sum of allocated generation and purchases
is less than its drawal in the month, the Distribution Licensee is considered
as decrementing the pool and has to pay to the pool for shortfall in energy at
Weighted Average System Marginal Price (WASMP). Such WASMP is
being computed using the marginal cost of power purchase of the Utilities
who are incrementing into the pool.

15.  TPC submitted that in the recent past, RInfra-D has been consistently decrementing
the State Imbalance Pool due to non-availability of contracted power. Distribution
Licensees are required to follow Merit Order Despatch for meeting the demand of their
consumers. Unutilised power from the contracted capacity of the Distribution Licensee can
continue to be given to the deficient Distribution Licensee through the State Power Pool at
the marginal cost. The aggregate energy deficit of RiInfra-D is met by the surplus energy
available with other Distribution Licensees. RInfra-D is required to pay for its aggregate
monthly energy deficit met by supply from other Distribution Licensees’ surplus at the
WASMP, at the end of the month in accordance with the IBSM applicable in the State of
Maharashtra. Consequently, the surplus with TPC-D and BEST is rightly sold at the highest
priced generating unit of TPC-G.

16.  TPC submitted that RInfra-D’s submission regarding payment for surplus power at
approved average pooled price is against the Commission’s Order dated May 17, 2007.
Further, in the event that Rinfra-D’s prayers are accepted and IBSM is carried out using the
average cost of power, the consumers of TPC-D shall be financially burdened by the high
cost power purchase from tied-up capacity of TPC-D, which would have been backed down
but for the unscheduled off-take from such expensive sources by Rinfra-D. Further, TPC
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added that RInfra-D has no agreement with TPC-G or any inter-se agreements with other
Distribution Licensees. Hence, RInfra-D cannot claim this unused power at average pooled
cost for TPC-D.

17.  TPC submitted that it is extremely important to note that in a meeting held on
August 2, 2007 in the Commission's office, RInfra-D submitted as under:
"REL stated that Commission has computed Unit-wise cost for TPC generation,
which has been clearly mentioned in the relevant Tariff Orders. Such being the case,
while compensating utilities which have incremented into the pool, the payments
should not be made on the basis of pool price of TPC-G sources, but the same
should be made on the basis of marginal price of the unit of TPC-G."

TPC submitted that the above statement of RInfra-D assumes importance as RiInfra-D had
made the said statement when the Petitioner incremented to the pool in the months of
December 2006 and January 2006 as per the imbalance pool statements released by SLDC.
TPC added that it is clear from the above that RInfra-D has insisted and benefitted from the
application of marginal cost for IBSM settlement. Therefore, RInfra-D cannot now claim
that the marginal cost for IBSM is an unfair system simply because it no longer suits its
interests.

18.  TPC submitted that the scheduling of surplus power by the Distribution Licensee in
IBSM is in accordance with the Merit Order Despatch (MOD) Principle. TPC has
generating Units with different fuels and hence, each Unit has a different Cost of
Generation, which varies with the fuel used. Each licensee getting supply from TPC-G has a
share in the individual Unit rather than in the total generation capacity. While scheduling
power, MOD Principle is followed and the costlier Units are scheduled last. Thus, the
unused generation capacity of Distribution Licensees lies at the top of the Merit Order stack,
and is being passed onto the power deficit Distribution Licensee through the IBSM pool.

19.  BEST, inits reply dated June 23, 2010, submitted that RInfra-D has no locus standi
to file the Petition as RInfra-D had failed to enter into long-term PPAs as required under the
EA 2003 and the MERC Tariff Regulations. BEST submitted that as regards
implementation of FBSM, BEST has ensured that ABT meters are installed at the interface
points and the same are functioning properly, including its communication with MSLDC.
Further, BEST has entered into long-term contract of 832 MW with TPC-G to meet the
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requirement of its consumers. BEST has also entered into an additional Power Purchase
Agreement (PPA) for 100 MW with TPC-G to meet day peak shortfall. At present, BEST
demand reduces in the evening. However, the demand in the evening is also increasing day
by day and as such, this evening surplus may not prevail in the future. As per the present
practice, TPC Load Despatch Centre informs regarding the availability of TPC-G's
generating Units to MSLDC on day-ahead basis. As per the Scheduling and Despatch Code,
MSLDC should schedule the TPC-G’s generation to the Mumbai Distribution Licensees as
per the PPAs. However, MSLDC is scheduling TPC-G’s generation after considering the
shortfall of RInfra-D. As such, TPC-G power is being scheduled to Rinfra-D despite not
having any PPA or contract with TPC-G. The evening surplus power available with BEST
could easily have been scheduled and sold in the open market at least at Rs. 7 per kWh.
However, BEST had not sold this evening surplus in the Open-Market and permitted
Rinfra-D to meet its shortfall from this surplus and pay in IBSM pool mechanism as per
BEST’s power purchase cost (WASMP), which is generally less than Rs. 7 per kWh.
Further, the WASMP does not include charges such as capacity charges, thermal generation
incentives, etc., paid by BEST to TPC-G.

20. BEST added that BEST has entered into long-term contracts for meeting its power
requirement, which are necessarily on long-term basis. BEST submitted that BEST is
having shortfall during the day time between 11:00 hours to 16:00 hours and surplus in the
evening after 16:00 hours. Generally, State peak and national peak occurs in the evening
period and there is always shortfall of power during this period. BEST submitted that one of
the options available to BEST is to bank the evening surplus and get the banking return
during the day time to meet the shortfall during the day. In this case, Unit-6 of TPC-G will
have to ramp-up to supply banked energy resulting in more generation from Unit-6.
Therefore, BEST can easily meet its day-peak shortfall through banking arrangement by
incurring energy charges of Unit-6. The same results are being achieved through IBSM
mechanism, i.e., presently BEST is paying for the external power purchases through
Mumbai Power Management Group (MPMG), to meet the shortfall and receives payment
from the pool at the rate at which power is purchased for the quantum of increment made to
the pool without earning any profit. If BEST enters into a banking arrangement or sells this
evening surplus in the open market, Rinfra-D would be compelled to procure additional
power in the evening to meet its shortfall at a cost higher than the present WASMP
discovered through the IBSM.
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21.  As regards the MPMG, BEST submitted that the MPMG procures power jointly to
meet the shortfall of Mumbai as a whole, in order to ensure that traders do not take
advantage of the shortage situation in Mumbai. BEST added that the bilateral contracts
entered into by the MPMG include day power, evening power, RTC power, banking, etc.,
on day ahead or firm basis. All Mumbai licensees have a fixed share in the external power
purchase, irrespective of whether it is for day/evening or night or RTC. The power thus
procured is shared amongst the group members on percentage basis as per mutual consent.
Also, licensees are also free to procure power independently, as is being done by Rinfra-D,
which is procuring most of its power requirement bilaterally. BEST submitted that hence,
power purchased by BEST or any other group member through MPMG cannot be termed as
purchased exclusively for meeting day peak shortfall as mentioned in Rinfra-D's Petition.

22.  BEST added that Rinfra-D does not have a PPA and therefore, cannot cite the ABT
and FBSM as the reason for rise in its power purchase cost and tariffs. Further, TPC-G
generates additional energy from Unit-6 in order to meet the shortfall of RiInfra-D. This
results in ramping up of generation, and excess energy is generated which is billed to BEST
and TPC-D by TPC-G. As the actual usage was done by Rinfra-D, it pays to the pool under
the IBSM at the cost of its purchase. BEST only receives the payment, which it has already
made for the energy utilised by other pool participants, at the same rate at which it has
incurred expenditure. BEST added that the IBSM settlement at WASMP has been in
operation since October 2006, and has never been challenged by RiInfra-D in any of the
Forums such as MSPC. Further, TPC-G has to ramp up generation of Unit-6 to meet the
requirement of RInfra-D in the evening period. This situation would not have arisen if
Rinfra-D had entered into enough power purchase contracts to meet its own requirements.
BEST submitted that RInfra-D has also earned about Rs. 57 Crore from the pool during the
period from October 2006 to March 2008. During the same period, BEST has also paid
around Rs. 327 crore to the IBSM pool. BEST submitted that the cases of Madhya Pradesh
and Delhi cannot be compared with Mumbai Utilities, as Mumbai Utilities do not have any
allocation from SGS or CGS. Further, there is no generation capacity allocation from TPC-
G to Rinfra-D. Therefore, the question of fixing the price at which power can be traded
between the Distribution Licensees does not arise. Moreover, RInfra-D is invariably silent
on keeping the cheaper 500 MW generation from Dahanu for itself.

Order_[Case No. 9 of 2010] Page 10 of 22




23.  As regards the sale/purchase of power at Weighted Average Cost of allocated
generating capacity, BEST submitted that the rate of settlement cannot be lower than the
Cost of Generation of Unit-6, which is actually ramped up to meet the shortfall of RiInfra-D.
Moreover, the IBSM settlement cannot be done at the weighted average cost of allocated
generation capacity, since RiInfra-D does not have any PPA with TPC-G and hence,
question of allocated capacity does not arise. BEST added that Rinfra-D's proposal to settle
the deviations on the basis of average cost is intended to nullify the effect of the PPAs
entered into by the other distribution licensees. If Rinfra-D's proposal is accepted, it will
result in increase in average power purchase cost of BEST and the additional burden will be
passed on to BEST's consumers for no fault of BEST. BEST submitted that the cost of
settlement cannot be less than the cost of generation of Unit 6, which is actually ramped up
to meet the shortfall of RInfra-D.

24, BEST further submitted that even with the implementation of FBSM, there will not
be drastic reduction in un-requisitioned surplus capacity being utilised by Rinfra-D. BEST
submitted that since all TPC-G Units are operational for all 24 hours, especially during
evening, the portion of bilateral power and high cost power from TPC-G will continue and
would only be transferred to RInfra-D. In addition, without a contract, RiInfra-D is not
entitled to schedule the generation from TPC-G, and may need to buy power generated if at
all, under Ul mechanism. Moreover, under FBSM, RiInfra-D will have to pay capacity
charges, etc., for usage of other licensee's unutilized capacity. Incidentally, when the IBSM
mechanism was started, RInfra-D had taken a strong stand on methodology for calculation
of WASMP, and had insisted that the IBSM settlement should be done at the marginal price
of TPC-G Unit rather than the pooled price of TPC-G Units, since Rinfra-D had
incremented into the pool in the months of December 2006 and January 2007.

25. MSETCL, in its reply dated June 23, 2010, submitted that it is in the stage of
completion of installation of ABT meters and communication links. However, due to
addition/augmentation of new transformer, new sub-stations and also release of new EHV
connection, new co-generation/generating units, there is a balance of 157 ABT meters and
48 links to be provided, which will be completed by July 31, 2010. MSETCL added that the
installation of ABT meters in Mumbai region is completed. The balance communication
link installation is in progress and is expected to be completed by June 30, 2010. Further,
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the FBSM scheduling model is tested and completed. A trial FBSM bill using MRI data and
manual entry was generated. Online data is in progress, and a trial FBSM bill for August
2010 will be done by September 15, 2010, which will be circulated to all State Pool
Participants for their acceptance. Mock trials for three months will be done, during which
the testing of bill for calculations of energy, pool charges, SMP, Central sector Ul
allocation, etc., along with validation of data will be carried out. After completion of mock
trial, bill of FBSM will be circulated for commercial consideration.

26.  Authorised Consumer Representative, Shri. N. Ponrathnam submitted that IBSM
and FBSM are methods for drawing electricity and the cost of drawing electricity is higher
if contracted power through long term PPA is inadequate. The consumers should not be
burdened due to the escalation in cost of electricity due to the failure of RInfra-D to enter
into any long-term PPA apart from its generation from Dahanu power plant. He requested
the Commission to take strong measures for expediting the completion of the infrastructure
required for implementation of ABT mechanism. He added that the procedure for
implementation of FSBM should be finalised only after inviting comments from all
Distribution Licensees, experts throughout the country in the field of electricity, and the
consumers. He added that no relief should be given to RiInfra-D as regards the first prayer,
since the grievance is due to Rinfra-D's failure to enter into long-term PPA with any
generator. He added that the Commission should penalise RInfra-D as per the provisions of
law, and the escalation in cost of electricity due to negligence of Rinfra-D should not be
passed on to the consumers.

27.  Authorised Consumer Representative, Shri. Raksh Pal Abrol submitted that RInfra-
D has not entered into PPA with any power generating company except with Rinfra-G for
500 MW supply. He added that RInfra-D has submitted that IBSM was entered into for
sharing the common generation facility in accordance with the terms agreed upon with
TPC-G under the MPMG.

28.  RInfra-D, in its Application for Amendment dated June 23, 2010, submitted that due
to inadvertence, RiInfra-D has omitted to incorporate submission regarding implementation
of frequency based Unscheduled Interchange (Ul) Mechanism as applicable on inter-State
ABT till the time FBSM, in line with the Commission’s Order dated May 17, 2007 in Case
No. 42 of 2006, is implemented, and an alternate prayer in respect of the same. RiInfra-D
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submitted that it has preferred the Application for Amendment of the Petition to incorporate
the said submissions and an additional prayer in the alternative to Prayer (1). Rinfra-D
added the following Prayer as an alternate to prayer clause (1):
"1.(i) till such time FBSM (Final Balancing Settlement Mechanism) in line with
MERC order dated 17th May 2007 in Case No. 42 of 2006 is implemented, the
frequency based Unscheduled Interchange (Ul) mechanism as applicable in Inter
State ABT be implemented.”

29. Rinfra-D submitted that the Commission should refer to the comments/suggestions
made by Rinfra-D for implementation of intra-State ABT in the State of Maharashtra in
Case No. 42 of 2006. In the said matter, RInfra-D had submitted that implementation of
WASMP method for 15 minute Energy Accounting Settlement may require considerable
infrastructure, which would take considerable time. Hence, for early implementation of
power market in the State, the Commission may consider implementing the Central
Electricity Regulatory Commission (CERC) approved frequency linked Unscheduled
Interchange (UI) Mechanism prevalent at inter-State level till the time all the required
infrastructure is in place. Hence, CERC approved frequency linked Ul mechanism may be
considered as an alternate to FBSM, till such time FBSM as set out in the Commission’s
Order dated May 17, 2007 be implemented.

30.  During the hearing, RiInfra-D submitted that the Commission may adopt
Unscheduled Interchange (Ul) mechanism, till the time FBSM (Final Balancing Settlement
Mechanism) is implemented. RInfra-D submitted that there were certain shortcomings of
the IBSM being followed presently in the State, as enumerated below:

a. The interim mechanism is unjust to the extent of carrying out energy
accounting on an aggregate basis at the end of the month, rather than on 15
minutes basis, as there is lot of variation in prices during the day as well as
seasons, and because of monthly pooling only costliest power comes to the
pool, which affects the decrementing Utility.

b. The Weighted Average System Marginal Price (WASMP) rate is always
higher than the short-term market rates and regional Ul rates applicable.
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c. On real-time basis, RInfra-D draws power from all Units of TPC-G, i.e.,
Unit-5, 6 and 8, i.e., coal, RLNG and oil generation, whereas in most of the
months, costliest oil generation is transferred to Rinfra-D through IBSM.

d. In monthly IBSM settlement, costly bilateral purchase consumed by BEST
gets transferred to decrementing Utilities.

e. Surplus power during off-peak is supplied to RInfra-D, whereas through the
pool, same units are transferred at marginal rates; the net excess amount paid
by Rinfra-D to TPC and BEST amounts to Rs. 375 crore (net of fixed cost)

f. In IBSM, merit order despatch is prepared for complete month and single
WASMP is computed, whereas, in FBSM, merit order despatch will be
prepared for every 15 minutes and WASMP will vary similar to the regional
ul.

g. Inthe absence of 15 minute settlement, state-wide merit order despatch is not
operated which affects economic despatch as well as availability

h. Mumbai Utilities do not have access to Regional Ul in IBSM, as a result of
which, cost optimisation opportunity lost by RiInfra-D amounts to Rs. 75
crore/year.

31.  Shri. Rajgopal, representing BEST submitted that it should be noted that in FY
2006-07, when the IBSM was being finalised, the share of each Mumbai licensee in TPC-
G's generation capacity was considered by the Commission on an interim basis, and BEST
and TPC-D were decrementing into the State imbalance pool. As regards Rinfra-D’s
contention on allocation of the surplus capacity of BEST being given to Rinfra-D at the
highest priced generation unit of TPC-G, Shri Rajgopal, representing BEST, submitted that
before approaching the Commission, RInfra-D should have approached the Maharashtra
State Power Committee (MSPC). Further, he submitted that TPC-G generates energy from
Unit-6 in excess to meet the shortfall of Rinfra-D, and hence, the rate for settlement for the
energy decremented by Rinfra-D would be equal to the Unit 6 rate. As regards RiInfra-D’s
contention towards payment of variable charges for drawing from the State Imbalance Pool,
Shri Rajgopal submitted that RiInfra-D is neither paying any capacity charges nor the
incentives for achievement of higher Plant Load Factor (PLF) by TPC-G's units. As regards
implementation of frequency based Ul Mechanism, Shri. Rajgopal submitted that no change
can be done in the Commission’s Order dated May 17, 2007. BEST added that the
unutilised generation of Unit 6 of TPC-G, from the capacity allocated to BEST, is being
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scheduled for RInfra-D, and RInfra-D is only reimbursing the cost at which BEST is paying
TPC-G. Scheduling of power has to be as per the contract. BEST added that had Rinfra-D
entered into contracts for the requisite quantum of power, only a small portion of their
power purchase requirement would have had to come from the IBSM pool.

32.  Prayas submitted that the FBSM should be expedited. As regards the issue of
marginal cost vs. average cost, Prayas submitted that the idea of IBSM or FBSM is to
encourage proper planning and scheduling of power, and if settlement is done at average
regulated rate, consumers of surplus licensees will in effect be subsidising consumers of
deficit licensee, which is unfair. Prayas added that moving from IBSM to FBSM is essential
and the Commission should find out why there has been such a long delay in implementing
the same. However, principles cannot be flexible and there cannot be tinkering of
established mechanisms to compensate for a licensee's failure to plan its power purchase.
Prayas added that IBSM/FBSM should act as a rewarding/penalising mechanism for
distribution licensees, and hence, settlement should happen as per marginal price and not
average regulated price.

33. Having heard the Parties and after considering the material placed on record, the
Commission is of the view that the issues for the consideration of the Commission are as
under:

a.  When is the FBSM likely to be implemented as envisaged in the Commission's
Order dated May 17, 2007 in Case No. 42 of 2006?

b. Is the delay in implementation of FBSM responsible for the increase in power
purchase cost of Rinfra-D?

c. Is the prevailing situation in Mumbai comparable with that prevalent in other
States like Madhya Pradesh and Delhi, cited by Rinfra-D, and does the
approach followed in these States have any relevance to the situation in
Mumbai?

d. Is there any merit in RInfra-D's contentions regarding the IBSM, i.e., that the
present approach of settlement of inter-DISCOM trade at marginal rate is
leading to exploitation of the situation, and amounts to consumers of the
decrementing licensee cross-subsidising the consumers of the incrementing
licensee?

Order_[Case No. 9 of 2010] Page 15 of 22




e.  Should the IBSM be modified such that inter-DISCOM exchange of power
from surplus available out of TPC-G capacity is settled at either the weighted
average regulated rate of all Units of TPC-G put together, or should the
frequency based Ul mechanism as applicable for inter-State ABT be
introduced, till such time as the FBSM is implemented?

34.  Before delving into the issues as framed above, it cannot be ruled out that the
present Petition filed by RInfra-D attempts to seek an amendment to the Commission's
earlier Order on intra-State ABT in Case No. 42 of 2006 issued on May 17, 2007, without
having filed a review petition on the grounds available under Regulation 85(1)(a) of the
MERC (Conduct of Business) Regulations, 2004. Moreover, since it is now almost 3 years
since the aforesaid Order was issued, the present Petition suffers from enormous delay and
latches and therefore, the prayers made in the Petition cannot be considered.

35.  On the first issue regarding the likely date of implementation of the FBSM,
MSETCL has submitted that the first commercial billing under FBSM is expected to be
issued by December 2010, as per the following schedule:

a. The balance work of installation of 157 ABT meters and 48 links will be
completed by July 31, 2010.
b. The installation of ABT meters in Mumbai region is completed. The balance

communication link installation is in progress and is expected to be
completed by June 30, 2010.

C. The FBSM scheduling model is tested and completed, and a trial FBSM bill
using MRI data and manual entry has been generated.

d. Online data is in progress, and a trial FBSM bill for August 2010 will be
done by September 15, 2010, which will be circulated to all State Pool
Participants for their acceptance.

e. Mock trials will be done for three months (i.e., August, September, October
2010), during which the testing of bill for calculations of energy, pool
charges, SMP, Central sector Ul allocation, etc., along with validation of
data will be carried out, respectively during September, October and
November 2010. After completion of mock trial, bill of FBSM will be
circulated for commercial consideration, i.e., by December 2010.
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36. In this context, the original deadline for installation of ABT meters was stipulated as
September 2007, which has been delayed time and again, and the meters are yet to be fully
installed. While it is appreciated that the metering at all G <> T and T <> D interface points
in the State is a massive task, such a delay of over two years in implementation of the
FBSM, is clearly unreasonable, and MSETCL, as the State Transmission Utility, has to
clearly accept the responsibility for the delay. MSETCL should take all efforts and ensure
that at least the timelines committed now, as captured above, are achieved without any
slippages. The bills as per FBSM should be issued positively from December 2010 for
commercial settlement.

37.  As regards the issue regarding whether the delay in implementation of FBSM is
responsible for the increase in power purchase cost of RInfra-D, it is necessary to address
the following questions that arise in this matter:

1)  What is the proportion of the power received by Rinfra-D through the IBSM, as a
percentage of its total power procurement?

ii) Is the IBSM pool mechanism supposed to act as a regular source of power

procurement?

In the absence of any long-term power procurement contract (except for purchase of

500 MW from RInfra-G), will the issue be resolved once FBSM is in place?

Is settlement of the IBSM pool on a monthly basis unjust, as it ignores the price

variations during the day and across seasons, and only the costliest power is

incremented into the pool?

38.  The quantum of power being utilised by RiInfra-D through the IBSM pool has
increased over the years, and is around 7-8% of its total power purchase quantum, while in
terms of power purchase cost, imbalance pool power comprises 11-13%, as shown in the
Table below:

Quantum (MU) Cost (Rs. Cr)
Total Contribution Total Contribution
Financial | Imbalance power | of imbalance | Imbalance | power | of imbalance | Avg rate
Year Pool purchase pool Pool purchase pool (Rs/kWh)
FYO08 80 9208 0.9% 24 3409 0.7% 3.00
FY09 742 9513 7.8% 701 5178 13.5% 9.45
FY10 751 10188 7.4% 525 4602 11.4% 7.00
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Note: For FY 2009-10, quantum and cost for imbalance pool procurement has not been separately
mentioned as is clubbed with external power purchases (short-term); for the purpose of this analysis,
the share of imbalance pool out of total power purchase in FY 2008-09 has been assumed to
continue in FY 2009-10.

Source: Above values have been taken from Rinfra-D's Tariff Order dated June 15, 2009 in Case
No. 121 of 2008

39.  The imbalance pool cannot be considered as a regular source of power. The
distribution licensees have to contract for their entire power requirement on
long/medium/short-term basis, and the imbalance pool is intended to be used only to meet
short-term imbalances due to differences in timing of peak demand across the licensees and
the contracted capacity. As a result, unless RInfra-D enters into long-term/medium-term
power purchase contracts for procurement of power at reasonable rates, the issue of high
power purchase cost is unlikely to be resolved even after the implementation of the FBSM,
since only the settlement of imbalance quantum will be done on 15-minute basis, and it will
not mitigate the fact that short-term/day-ahead power is likely to be costly. Moreover, as
highlighted by BEST, unless RiInfra-D has a PPA with TPC-G, RiInfra-D will not be able to
schedule any power from TPC-G's Units.

40. RInfra-D has contended that the rates for power vary across seasons and during the
day, and hence, it is unjust that the IBSM pool is settled on a monthly basis, rather than on a
15-minute basis. However, there appears to be no merit in this contention, on account of the
following reasons:

a. While it is true that rates for power vary across seasons and during the day in
general, when it comes to the State of Maharashtra and the power available from
TPC-G's Units, there is no variation in price either across seasons or during the day,
since the power is sold at the regulated rates determined by the Commission.
Moreover, the seasonal variation in power purchased from other sources would be
reflected in both IBSM as well as FBSM, and there will not be any significant
difference in the impact. Also, Mumbai licensees are typically procuring power
either on RTC basis or for the period 09:00 hours to 24:00 hours, and there is no
variation in price during this period.
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b. A comparison of the average power purchase price for FY 2008-09 for power
sourced from the IBSM pool vis-a-vis power sourced by Rinfra-D directly from
bilateral sources for the period 09:00 hours to 24:00 hours, shows that rate paid by
RiInfra-D for the imbalance pool power is only marginal higher by around 19
paise/kWh as compared to the bilateral power. In other words, the imbalance pool
power has been procured at rates very similar to that prevailing in the short-term
market, despite the fact that IBSM settlement is being done on a monthly basis.

41.  As regards the issue of RiInfra-D's reference to the approach followed by States like
Madhya Pradesh and Delhi, and the relevance of the same to the prevalent situation in
Mumbai and Maharashtra, RInfra-D has submitted that TPC-G's capacity may be
considered as the CGS/SGS capacity, since the Mumbai licensees have shared this capacity
for the last 80 years. The Commission is of the view that the approach being followed by
States like Madhya Pradesh and Delhi in this regard are not comparable to the prevailing
situation in Mumbai, on account of the following reasons:

a. The approach adopted in the above-mentioned States has to be seen in the context of
the historical background. In both, Madhya Pradesh and Delhi, prior to the
unbundling of the integrated Utility, i.e., MPSEB and DVB, respectively, the same
Utility was undertaking all the functions of Generation, Transmission and
Distribution, and was supplying electricity to all the consumers in the respective
State. As a result, the retail tariffs were uniform for all consumers within the same
category. After unbundling, in order to ensure that the status-quo does not change
and consumers of one distribution licensee are not adversely affected vis-a-vis the
consumers of another distribution licensee, the available power supply has been
allocated to the various DISCOMS in a certain proportion. As a result, the rate for
trading surplus capacity between licensees has also been stipulated. In Mumbai
however, there have always been different distribution licensees having different
sources of power supply and different retail tariffs for the same consumer category,
since the beginning. The Commission has hence, designed the IBSM and FBSM as a
market mechanism to facilitate inter-DISCOM exchange of power based on
marginal cost recovery principle.

b. Further, in the above-mentioned States, the CGS/SGS capacity has been allocated
between the DISCOMs. However, there is no power allocated from CGS/SGS to
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Mumbai distribution licensees, and equating TPC-G's capacity to SGS capacity
would not be correct.

42.  As regards the issue regarding RiInfra-D's contention that the present approach of
settlement of inter-DISCOM trade at marginal rate is leading to exploitation of the situation,
and amounts to consumers of the decrementing licensee cross-subsidising the consumers of
the incrementing licensee, the Commission is of the view that on the contrary, if the
IBSM/FBSM pool settlement is done at the average pooled rate rather than the marginal
rate, it would amount to consumers of the incrementing licensee cross-subsidising the
consumers of the decrementing licensee, which clearly does not make any economic sense.
The surplus licensee cannot be expected to supply costlier power to its consumers and pass
on the cheaper power to the deficit licensee, and will amount to penalising the consumers of
the surplus licensee. Each distribution licensee is required to contract for the required
quantum of power so that the quantum of decrement into the pool is minimal. For any
system, merit order despatch has to be followed, to minimise the cost, and as a result, the
unutilised power will always lie at the top of the merit order stack and will be despatched at
the end, though the fixed cost liabilities will have to be serviced by the licensee that has
contracted for the power. This unutilised power, which is at the top of the merit order stack,
is rightly being passed on to the deficit licensee, through the IBSM pool.

43. It is clear that RInfra-D would not have had to source power from the IBSM pool,
had it entered into the requisite power purchase contracts, since there is no compulsion to do
s0. Unless any licensee decrements into the pool, the surplus licensees will not be able to
increment into the pool, and would have to either back down the contracted generators or
sell the surplus to others, depending on the contractual arrangements.

44, Rinfra-D's submissions in this regard also have to be seen in the context of their
submissions on the same issue when the IBSM was first started. At that time, RInfra-D had
incremented into the pool in certain months, and had submitted that it would be unfair to the
incrementing licensee unless the pool settlement was done at the marginal rate, rather than
the weighted average rate. RInfra-D had benefitted from the pool settlement during that
period, whereas, BEST had paid a significant amount to the pool, as it was decrementing
into the pool during the same period.
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45, Further, RInfra-D's contentions in this regard are contradictory, since, in its Petition,
Rinfra-D has also admitted that the approach of permitting the surplus licensees to transfer
their highest priced power to the deficit licensee was conceptually correct, given that under
merit order operation, lower priced generation/purchase is first consumed and surplus, if
any, exists only from the marginal stations. RInfra-D's contention that the above economical
approach should not be adopted in a supply-deficit situation has no merit, since, by that
reasoning, most economic principles will have to be done away with, given that the country
as a whole has been experiencing supply deficit for quite some time now, which is likely to
continue for some time.

46.  As regards the issue of modification of IBSM till such time the FBSM becomes
operational, the Commission is of the view that there is no need to modify the pool
settlement mechanism, on account of the following reasons:

a. The imbalance settlement mechanism outlined under the IBSM and FBSM are based
on sound economic principles, which have been accepted by the Petitioner, RInfra-D
also, in the past as well as in this Petition itself.

b. As discussed in earlier paragraphs, unless RiInfra-D enters into long-term/medium-
term power purchase contracts for procurement of power at reasonable rates, the
issue of high power purchase cost is unlikely to be resolved even after the
implementation of the FBSM.

c. RiInfra-D’'s first prayer is conceptually incorrect, as it has prayed for settlement of the
imbalance quantum at the weighted average rate of TPC-G's Units. Also, RInfra-D's
submission that due to different load curves of the three Distribution Licensees in
Mumbai and for historical reasons of sharing of common generation facility, the
Distribution Licensees having surplus in any part during the day, schedule it in
favour of other decrementing Distribution Licensees in the city, such that the load
generation is balanced for the city, is factually incorrect. The imbalance pool is not a
'‘Mumbai' pool and is a State-wide pool, with MSEDCL also being a participant of
the pool, which has been decrementing in the recent past, though it has been
incrementing in the last two years on an average. As highlighted by MSEDCL, there
cannot be two rates of settlement for energy within the State, with surplus from
TPC-G capacity being settled at weighted average TPC-G rate and surplus from
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other licensees being settled at another rate. The pool is a self-balancing pool and
increment by surplus licensees has to match with the decrement by the deficit
licensees, both in terms of quantum as well as cost.

d. The alternate first prayer of RInfra-D, as sought in the Application for Amendment,
clearly appears to be an afterthought on the part of RInfra-D and no justification for
the same has been submitted by RInfra-D in support of the same, and neither have
any computations of cost impact been submitted by Rinfra-D for the alternate
prayer. Moreover, the merits and demerits of the frequency linked Ul mechanism
vis-a-vis the FBSM approved for the State of Maharashtra have already been
deliberated at length in the original Order dated May 17, 2007 in Case No. 42 of
2006, and hence, there is no need to repeat the same here.

e. The FBSM is likely to operational by December 2010, and there is no need to
undertake any revision in the pool settlement mechanism, under the assumption that
the FBSM will be further delayed, and as long as the same stipulations apply to all
the Utilities in the State.

With the above observations and ruling, the Petition filed by Rinfra-D in Case No. 9 of
2010 is disposed off.

(V. L. Sonavane) (S.B. Kulkarni) (V.P.Raja)
Member Member Chairman

(K. N. Khawarey)
Secretary, MERC
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