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1 INTRODUCTION

The Himachal Pradesh Electricity Regulatory Commission (the Commission) was established and incorporated by the Government of Himachal Pradesh through a notification dated 30th December, 2000, under Section 17 of the Electricity Regulatory Commissions Act, 1998 (14 of 1998), with its headquarters located at Shimla. 

2  OBJECTIVE OF THE PAPER

The objective of publication of this concept paper is to communicate to all the concerned stakeholders i.e. the Government, the Utility, Investors, Consumers’ etc, the policies and procedures that the Commission plans to adopt with regard to determination of tariff. It also gives an insight to stakeholders on the Commissions’ mind and its responsiveness to the policies framed under the Electricity Act, 2003..

It is expected that this paper should generate widespread debate and ideas among the stakeholders. Commission believes that such public involvement in the process of tariff setting brings in transparency and greater public awareness on the emerging issues. 

3 GUIDING FACTORS FOR DETERMINATION OF TARIFFS

The Commission is guided by the Electricity Act  2003 (the Act) and its own regulations i.e. HPERC (Terms and Conditions for Determination of Tariff) Regulations, 2004. The Commission is also guided by the National Electricity Policy and the National Tariff Policy in the determination of tariffs. The Commission also proposes to take into account the issues raised in the Draft Report of the Expert Committee on Integrated Energy Policy published by the Planning Commission, Government of India.

 

NATIONAL ELECTRICITY POLICY

The Government of India has issued the National Electricity Policy in accordance with Section 3 of the Electricity Act 2003 which aims at laying guidelines for accelerated development of the power sector, providing supply of electricity to all areas, and protecting interests of consumers and other stakeholders. 

The Commission will take into account the guidelines laid down by this Policy on various issues like recovery of cost of services and targeted subsidies, efficiency improvements, Multi Year Tariff (MYT) framework, etc. in determining tariffs in the State of Himachal Pradesh. 

NATIONAL TARIFF POLICY  
The Government of India has issued the National Tariff Policy in accordance with Section 3 of the Electricity Act 2003 which aims at Ensure availability of electricity to consumers at reasonable and competitive rates, Ensure financial viability of the sector and attract investments, Promote transparency, consistency and predictability in regulatory approaches across jurisdictions and minimise perceptions of regulatory risks and Promote competition, efficiency in operations and improvement in quality of supply. 

Based on the guiding principles of the National Tariff Policy, Commission proposes to adopt certain measures for tariff determination as stated below: 

· Commission will institute a system and undertake independent scrutiny of financial, commercial and technical data submitted by the licensees. The above exercise is envisaged to be completed by March, 2008 for every distribution circle of the licensee 

· Commission would develop a policy for treatment of bad debts based on the proposed methodology of the utility – during the course of the deliberations with the licensee during the process of tariff determination for the ensuing year.

· While allowing the total capital cost of generation projects, the Commission would ensure that these are reasonable and to achieve this objective. The Commission would evolve requisite benchmarks on capital costs.

Commission would like to promote projects under Clean Development Mechanism (CDM). Tariff fixation for all electricity projects (generation, transmission and distribution) that result in lower Green House Gas (GHG) emissions than the relevant base line would take into account the benefits obtained from the CDM so as to provide adequate incentive to project developers. 
INTEGRATED ENERGY POLICY

The broad vision behind the Integrated Energy Policy is to reliably meet the demand for energy services of all sectors including the lifeline energy needs of vulnerable households, in all parts of the country, with safe and convenient energy at the least cost in a technically efficient, economically viable and environmentally sustainable manner. 

To meet this end the Commission would like the licensee to propose measures to be undertaken for Energy Efficiency/Demand Side Management. The Commission would evaluate the proposals before allowing such expenditures in the tariffs. 

4 APPROACH TO TARIFF DETERMINATION 

The Commission while determining the tariff, in the past has kept numerous factors and principles in view, which has already been outlined in the Tariff Regulations. Some of the important measures it has undertaken in the past tariff orders are mentioned below:

· Introduction of kVAh and Time of use Tariffs for various categories of consumers

· Slab rationalisation across categories of consumers

· Cost to Serve Approach in determination of Tariff for various consumer categories

· Rationalise the Peak Load Exemption Charge (PLEC) and the Peak Load Violation Charge (PLVC). 

· Introduction of a night time concessional tariff for industrial consumers.

Commission believes that there is further scope for tariff rationalisation across various consumer categories, which will make the industry more competitive, drive growth in the state and attract investments into the sector. The NEP states that consumers below poverty line, who consume below a specified level, say 30 units per month, may receive special support in terms of tariff, which is cross-subsidized.  In Himachal Pradesh, such support is currently available to consumers below poverty line consuming 45 units per month. Commission may rationalise the existing slabs for domestic consumers further. The Commission may align the qualification criteria for support in terms of tariff in line with what has been suggested by the National Electricity Policy. The Policy also states that tariffs for such designated group of consumers will be at least 50 % of the average (overall) cost to serve. The Commission will also consider this guideline when determining the tariff for such consumers.  

It also believes that the future tariff determination exercise will be based on Cost to Serve and under a Multi Year Tariff framework. A proposed road map has been suggested in this concept paper.

5 COST TO SERVE (CoS)
The Classical CoS approach is based on estimating the voltage-wise cost, losses and coincident demand factor i.e. the extent to which each consumer category contributes to the peak demand. Broadly, there are two approaches to determining the cost of supply: The Embedded Cost Approach and the Marginal Cost Pricing Approach. The Embedded Cost Approach seeks to identify and assign the historical, or accounting costs that make up a utility’s revenue requirement. Marginal cost approach seeks to determine the incremental (marginal) change in total costs imposed on the system by a change in output (whether measured by Kwh., customer, customer group or other relevant cost driver). While being a forward-looking approach, marginal cost studies are data intensive and are, therefore, contingent upon the accuracy of data. Embedded Cost Model can be easily implemented and understood and data is readily available and verifiable. 

METHODOLOGY ADOPTED BY COMMISSION

The Commission adopted the COS approach for the first time in the tariff order of 2004-05 based broadly on the embedded cost approach. In absence of data on daily load curves of various consumer categories the Commission had slightly deviated from this approach. However, the Commission had then observed that the current analysis would not be affected much, because of absence of essential information required to implement the classical model, since in case of Himachal Pradesh, the state is in surplus during the summer, when most of the country faces peak demand and cost of power purchase is high. Conversely, in Himachal Pradesh the peak occurs in winters when the country does not face any deficit, power purchase price is lower than average and therefore coincident demand would not have any perceptible impact on CoS. The Commission designed and developed a Cost to Serve model on the ‘basic assumption’ that power in Himachal Pradesh electricity network flows through each voltage level to reach Low-Tension (LT) consumer. The Commission also made certain assumptions to arrive at the losses at various voltage levels and network cost at various voltage levels. The COS for various voltage levels was determined and thereafter COS to various consumer categories falling in those voltage categories was assigned.

Though the Commission had given directions to the HPSEB in 2004-05 to submit relevant data to enable computation of the voltage level cost of supply in a more scientific and robust manner, the HPSEB had not submitted any additional data at the time of filing the tariff petition for 2005-06 and had proposed tariffs in relation to the average cost of supply. Accordingly, the Commission again had to apply its own basis and assumptions to determine the voltage level cost of supply. Considering that there is no additional data to either prove or disprove the assumptions considered by the Commission in the previous tariff order, the Commission has by and large retained the same assumptions, apart from some changes to the loss levels in line with the target loss levels for FY2005-06 in the tariff order issued for 2005-06

The Commission proposes to continue with the same methodology while designing tariffs for the ensuing year 2006-07 since the Board has again neither filed the present petition on the COS basis and nor has it submitted any additional data to either prove or disprove the assumptions considered by the Commission in the previous tariff orders.

The existing tariff structure in the State indicates that the tariffs are below the cost to serve (determined as per methodology explained above) for some consumer categories and higher than the cost to serve for other categories. The Commission recognises this distortion and has been taking suitable steps from its first Tariff Order to remove this cross subsidisation in a phased manner keeping the interests of both the licensee and the consumers into consideration. In the Tariff Order for FY 2005-06, the Commission moved a step further towards the reduction of cross-subsidy and attempted to align the tariffs with the cost to serve. The Commission finds no reason to deviate from this path in the forthcoming tariff order.

The Commission recognises that the cost to serve for various consumer categories would require extensive, reliable and credible data and information which is a separate detailed exercise on its own. Therefore the Commission would like the utility to take adequate steps in this regard and make the tariff filing for FY 07-08 on the basis of Cost to Serve instead of Average cost to serve.

6. MULTI YEAR TARIFFS

Section 61 of the Act states that the Appropriate Commission, for determining the terms and conditions for the determination of tariff, shall be guided inter-alia, by multi-year tariff principles. The NTP has stated that the MYT framework is to be adopted for any tariffs to be determined from April 1, 2006. The Commission would briefly like to highlight the principles of the MYT in this concept paper. 

A Multi Year Tariff (MYT) framework is defined as a framework for regulating the licensees over a period of time wherein the principles of regulating the returns/profits of licensees and the trajectory of individual cost and revenue elements of the Utility are determined in advance. 

It provides clarity on the rules to be applied over a pre-defined future time period in advance. It seeks to eliminate the control aspects of regulation and replace them with a system of incentives and penalties. In this way, all stakeholders are made aware of the outcome of various actions/events for the pre-defined future time period, and are able to plan accordingly.

MULTI YEAR TARIFFS IN HIMACHAL PRADESH 

In the Tariff Order for FY 2004-05, the Commission directed the Board to submit a proposal for introducing a Multi Year Tariff framework that would allow it to better serve the public interest through economic efficiency, quality and price signals. The Commission believes such a framework is important since there is a need to bring predictability in consumer tariffs and operating efficiency of utility. 

This is in keeping with the guidelines laid down by the National Electricity Policy and National Tariff Policy. 

Commission understands that the introduction of Multi Year Tariff would be faced with the following issues:

1. Information Sufficiency - The implementation of an MYT framework usually requires reliable data. In the absence of adequate and reliable data, targets for efficiency improvement would not be accurate and forecasting would be an issue.

2. Capacity Building - The institutional capability - skills, information and resources available with the utility to develop and monitor the application of an MYT regime - of the licensee is another important issue.

APPROACH SUGGESTED BY COMMISSION
In view of the above considerations and necessary pre requisites, Commission feels that implementation of MYT Framework may be difficult for introduction from 1 April 2006, but would implement a framework from 1 April 2007. The Commission would like to lay out a detailed road map for introduction of the MYT Principles in the state of Himachal Pradesh. The responsibility matrix for the same is detailed here under:

1. Commission comes out with a Consultative Paper on Multi Year Principles by July 2006

a. Clear guidelines and formats for filing of business plans by the licensees.

b. Defining the control period – FY 2007-08 can be the transition year when necessary studies have to be conducted for setting baseline parameters. The control period can be for three years FY09-FY11.

c. Principles on baseline information and proposed efficiency targets for the first control period

d. Principles for treatment of various cost elements – Controllable and Uncontrollable

e. Formula for sharing of efficiency gains between licensee and consumers

f. Treatment of all uncontrollable factors and force majeure conditions

g. Domestic and International examples

2. Conduct of stakeholder consultations during the period June – July 2006.

a. Presentations and Workshops to be conducted for ensuring stakeholder understanding of the issues

b. Ensure broad commitment of stakeholders on the business plans of the licensees.

3. Some of the studies which are necessitated to be conducted by the Licensee for effective setting up of the baseline parameters and development of efficiency trajectories

a. Loss Studies segregating voltage wise and category wise losses

b. Demand and Load Forecasting Studies for Himachal Pradesh including exports

c. Studies for Prospective Investment plans – both for Repair and Maintenance as well as Capital Expenditure

d. Actuarial valuation of employees and terminal benefits 

e. “Capacity to pay” studies of consumers 

f. Evaluate efficiency improvement possibilities and technology infusion

4. Capacity Building in the regulatory Commission

a. Review of the existing capacity of regulator on available skill sets and training needs analysis

b. Infusion of required man power and technology for successful implementation of MYT

5. Design and development of system to be implemented at the Commission

a. Review of existing systems available and development of a database system

b. Decision support system for facilitating evaluation of performance with the targets during the control period.

6. Utility files for Draft Business Plan based on Approved principles by November 2006 for the transition period.

7. Commission comes out with a Tariff Order for transitive period MYT by March 2007
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