NAGALAND ELECTRICITY REGULATOR COMMISSION (NERC)

KOHIMA – 797001
Concept paper on “Road Map for reduction of Surcharge and Cross Subsidies”

1. Introduction

1.1 In exercise of the powers conferred by the Electricity Act, 2003 the State Government of Nagaland constituted the Electricity Regulatory Commission for the State of Nagaland to be known as “Nagaland Electricity Regulatory Commission” herein after called ‘Commission’, as notified on 21st February, 2008.

1.2 The Commission is a one member body designated to function as an autonomous authority responsible for regulation of the power sector in the State of Nagaland. The head office of the Commission is located at Kohima, capital city of Nagaland. The Commission started to function with effect from 4th March, 2008. The powers and functions of the Commission are as prescribed in the Electricity Act, 2003..

1.3 The Department of Power, Nagaland herein after called ‘DPN’, a deemed licensee under Section 14 of the Electricity Act, 2003 is carrying on the business of Distribution and Retail Supply of Electricity in the State of Nagaland.

1.4 In this concept paper, the Commission would like to discuss the annual revenue requirement, expected revenue from the tariffs and revenue gap of the DPN, support from the State Government to meet uncovered revenue gap to avoid sudden increase of tariffs, the existing levels of cross subsidies to various consumer categories and a road map to progressively reduce the cross subsidies.

2 Background

2.1 In determining the Annual Revenue Requirement (ARR) and Tariffs of Licensee, the Commission shall be guided by the provisions of the Electricity Act 2003, Tariff Policy of Government of India and Regulations on Terms and conditions for determination of Tariff notified by the Commission.

a. According to Section 4(2) of the Electricity Act, surcharge and cross subsidies shall be progressively reduced in the manner as may be specified by the Commission.

b. As per Section 61 (g) of the Act, the tariff should “progressively reflect the cost of supply of electricity and also reduce cross subsidies in the manner be specified by the Commission”.

c. According to para (2) of Section 8.3 of Tariff Policy, for achieving the objective that the tariff progressively reflects the cost of supply of electricity, the Commission would notify road map with a target that the tariffs are within + 20% of the average cost of supply and the road map would have intermediate milestones, based on the approach of a gradual reduction in cross subsidy.

d. According to Regulation 16 of the Commission’s, (Terms and Conditions for Determination of Tariff) Regulations, 2010, Cross subsidy for a consumer category means the difference between the average realization per unit from that category and the combined average cost of supply per unit expressed in percentage terms as a proportion of the combined average cost of supply. 

2.2 DPN filed its first petition for approval of Annual Revenue Requirement (ARR) and tariff before the Commission for the year 2011-12 on 30th Nov., 2010 according to the Conduct of Business Regulations and Tariff Regulations notified by the Commission. The Commission passed the first Tariff Order for the year 2011-12 on 27th June, 2011. DPN filed the second petition for approval of ARR and Tariff for the year 2012-13 before the Commission on 29th November, 2011 and the Commission issued the Tariff Order for the year 2012-13 on 29th March, 2012
3 ARR and Tariffs approved in the Tariff Order for FY 2011-12

3.1 The annual revenue requirement and revenue from revised tariff and revenue gap approved by the Commission in the Tariff Order for the FY 2011-12 are as given in the table below:

Table-1: Net ARR and Gap approved for FY 2011-12

	Sr. No.
	Particulars
	Unit
	Amount

	1
	Net Annual Revenue Requirement 
	Rs. crore
	197.71

	2
	Revenue from sale of Power from revised tariff 
	Rs. crore
	128.18

	3
	Revenue Gap
	Rs. crore
	69.53

	4
	Energy sales
	MU
	358.45

	5
	Average cost of supply
	Rs./kWh
	5.52


The uncovered gap for FY 2011-12 was Rs. 69.53 crore, which the Commission indicated to be met through support from the State Government.

3.2 The total quantum of cross subsidy generated or utilized in the system as worked out for energy sales for FY 2011-12 at existing tariffs is given in the table below:

Table-2: Aggregate quantum of cross subsidy for energy sales of FY 2011-12 from existing tariff (Average cost of supply Rs. 5.52/kWh)

	Sr. No.
	Consumer Category
	Sales
(MU)
	Existing Average tariff
(Ps/kWh)
	Revenue with existing tariff
(Rs. lakh)
	Expected Revenue with Average cost of supply
(Rs. lakh)
	Cross subsidy utilised
(Rs. lakh)

	1
	Domestic
	213.00
	210
	4473.00
	11758.00
	7285.00

	2
	Commercial
	25.20
	360
	907.00
	1391.00
	484.00

	3
	Industrial
	14.50
	290
	421.00
	800.00
	379.00

	4
	Public Lighting
	2.40
	*
	66.00
	132.00
	66.00

	5
	Public Water Works & Sewage
	2.28
	290
	66.00
	126.00
	60.00

	6
	Irrigation & Agriculture
	0.04
	150
	1.00
	2.00
	1.00

	7
	Bulk Supply
	44.76
	310
	1388.00
	2471.00
	1083.00

	8
	Total
	302.18
	
	7322.00
	16680.00
	9358.00


* Charges for public lighting have to be recovered from the consumers of Domestic, Commercial, Industrial and Bulk Supply categories at the rate of Rs. 10/-, Rs. 15/-, Rs. 20/- and Rs. 25/- respectively per connection per month.

The cross subsidy required during FY 2011-12 at the level of existing tariffs works out to Rs. 9358 lakh as shown in the table above.

3.3 The position of cross subsidy levels for energy sales of FY 2011-12 from the revised tariff approved for FY 2011-12 are indicated in the table below:

Table-3: Aggregate quantum of cross subsidy for energy sales of FY 2011-12 from revised tariff (Average cost of supply: Rs. 5.52/kWh)

	Sr. No.
	Consumer Category
	Sales
(MU)
	Revised Average tariff
(Ps/kWh)
	Revenue with revised tariff
(Rs. lakh)
	Expected Revenue with Average cost of supply
(Rs. lakh)
	Cross subsidy utilised
(Rs. lakh)

	1
	Domestic
	213.00
	325
	6923.00
	11758.00
	4835.00

	2
	Commercial
	25.20
	450
	1134.00
	1391.00
	257.00

	3
	Industrial
	14.50
	335
	486.00
	800.00
	314.00

	4
	Public Lighting
	2.40
	*
	233.00
	132.00
	-101.00

	5
	Public Water Works & Sewage
	2.28
	385
	88.00
	126.00
	38.00

	6
	Irrigation & Agriculture
	0.04
	200
	1.00
	2.00
	1.00

	7
	Bulk Supply
	44.76
	385
	1723.00
	2471.00
	748.00

	8
	Total
	302.18
	
	10588.00
	16680.00
	6092.00


The above table indicates that cross subsidy likely to be generated at the revised level of tariff works out to Rs. 101 lakh against which Rs. 6193 lakh cross subsidy is required leaving a deficit of Rs. 6092 lakh.

3.4 Taking into account the quantum of cross subsidy in each consumer category determined for sales of FY 2011-12 as per existing tariffs brought out in table 2 and as per revised tariffs brought out in table 3, the gross quantum of cross subsidy from each category for FY 2011-12, at existing tariff and revised tariff is given in table below:

Table-4: Aggregate quantum of cross subsidy during FY 2011-12

	Sr. No.
	Consumer Category
	Quantum of Cross subsidy in absolute terms

	
	
	Existing Tariff
	Revised Tariff

	
	
	Energy Sales
(MU)
	Cross subsidy
(Rs. lakh)
	Energy Sales
(MU)
	Cross subsidy
(Rs. lakh)

	1
	2
	3
	4
	5
	6

	1
	Domestic
	213.00
	7285.00
	213.00
	4835.00

	2
	Commercial
	25.20
	484.00
	25.20
	257.00

	3
	Industrial
	14.50
	379.00
	14.50
	314.00

	4
	Public Lighting
	2.40
	66.00
	2.40
	-101.00

	5
	Public Water Works & Sewage
	2.28
	60.00
	2.28
	38.00

	6
	Irrigation & Agriculture
	0.04
	1.00
	0.04
	1.00

	7
	Bulk Supply
	44.76
	1083.00
	44.76
	748.00

	8
	Total
	302.18
	9358.00
	302.18
	6092.00


3.5 The cross subsidy levels based on the energy sales determined for FY 2011-12 at existing and revised tariffs in percentage terms brought out in table 5 below:

Table-5: Cross Subsidy level during FY 2011-12

	Sr. No.
	Consumer Category
	Existing Tariff
	Revised Tariff

	
	
	Energy Sales
(MU)
	Total Revenue
(Rs. lakh)
	Realisation per unit
(Ps/unit)
	*Cross subsidy level
(%)
	Energy Sales
(MU)
	Total Revenue
(Rs. lakh)
	Realisation per unit
(Ps/unit)
	*Cross subsidy level
(%)

	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	1
	Domestic
	213.00
	4473.00
	 210
	 62
	213.00
	6923.00
	 325
	 41

	2
	Commercial
	25.20
	907.00
	 360
	 35
	25.20
	1134.00
	 450
	 18

	3
	Industrial
	14.50
	421.00
	 290
	 47
	14.50
	486.00
	 335
	 39

	4
	Public Lighting
	2.40
	66.00
	 275
	 50
	2.40
	233.00
	 970
	 -76

	5
	Public Water Works & Sewage
	2.28
	66.00
	 289
	 48
	2.28
	88.00
	 386
	 30

	6
	Irrigation & Agriculture
	0.04
	1.00
	 250
	 55
	0.04
	1.00
	 250
	 55

	7
	Bulk Supply
	44.76
	1388.00
	 310
	 44
	44.76
	1723.00
	 385
	 30

	8
	Total
	302.18
	7322.00
	 242
	 56
	302.18
	10588.00
	 350
	 37


* Cross subsidy level utilized with average cost of supply of Rs. 5.52/kWh

The above table indicates that all the consumer categories (except public lighting) are getting subsidised with the support of State Government and there is a reduction of cross subsidy levels with the revised tariffs during FY 2011-12 as compared to those with existing tariff.

4 ARR and Tariffs approved in the Tariff Order for FY 2012-13

4.1 The annual revenue requirement and revenue from revised tariff and revenue gap approved by the Commission in the Tariff Order for the FY 2012-13 are as given in the table below:

Table-6: Net ARR and Gap approved for FY 2012-13

	Sr. No.
	Particulars
	Unit
	Amount

	1
	Net Annual Revenue Requirement 
	Rs. crore
	239.68

	2
	Revenue from sale of Power from revised tariff 
	Rs. crore
	170.29

	3
	Revenue Gap
	Rs. crore
	69.39

	4
	Energy sales
	MU
	442.28

	5
	Average cost of supply
	Rs./kWh
	5.42


The uncovered gap for FY 2012-13 was Rs. 69.39 crore, which the Commission indicated to be met through support from the State Government.

4.2 The total quantum of cross subsidy generated or utilized in the system as worked out for energy sales for FY 2012-13 at existing tariffs is given in the table below:

Table-7: Aggregate quantum of cross subsidy for energy sales of FY 2012-13 from existing tariff (Average cost of supply Rs. 5.42/kWh)

	Sr. No.
	Consumer Category
	Sales
(MU)
	Existing Average tariff
(Ps/kWh)
	Revenue with existing tariff
(Rs. lakh)
	Expected Revenue with Average cost of supply
(Rs. lakh)
	Cross subsidy utilised
(Rs. lakh)

	1
	Domestic
	228.00
	340
	7752
	12358
	4606

	2
	Commercial
	39.00
	450
	1755
	2114
	359

	3
	Industrial
	13.00
	348
	452
	705
	253

	4
	Public Lighting
	5.00
	*
	226
	271
	45

	5
	Public Water Works & Sewage
	3.00
	385
	116
	163
	47

	6
	Irrigation & Agriculture
	0.04
	200
	1
	2
	1

	7
	Bulk Supply
	62.00
	385
	2387
	3360
	973

	8
	Total
	350.04
	
	12689
	18973
	6284


* Charges for public lighting have to be recovered from the consumers of Domestic, Commercial, Industrial and Bulk Supply categories at the rate of Rs. 10/-, Rs. 15/-, Rs. 20/- and Rs. 25/- respectively per connection per month.

The cross subsidy required during FY 2012-13 at the level of existing tariffs works out to Rs. 6284 lakh as shown in the above table.

4.3 The position of cross subsidy levels for energy sales of FY 2012-13 from the revised tariff approved for FY 2012-13 are indicated in the table below:

Table-8: Aggregate quantum of cross subsidy for energy sales of FY 2012-13 from revised tariff (Average cost of supply: Rs. 5.42/kWh)

	Sr. No.
	Consumer Category
	Sales
(MU)
	Revised Average tariff
(Ps/kWh)
	Revenue with revised tariff
(Rs. lakh)
	Expected Revenue with Average cost of supply
(Rs. lakh)
	Cross subsidy utilised
(Rs. lakh)

	1
	Domestic
	228.00
	373
	8494
	12358
	3864

	2
	Commercial
	39.00
	492
	1919
	2114
	195

	3
	Industrial
	13.00
	398
	518
	705
	187

	4
	Public Lighting
	5.00
	*
	260
	271
	11

	5
	Public Water Works & Sewage
	3.00
	420
	126
	163
	37

	6
	Irrigation & Agriculture
	0.04
	250
	1
	2
	1

	7
	Bulk Supply
	62.00
	445
	2760
	3360
	600

	8
	Total
	350.04
	
	14078
	18973
	4895


The above table indicates that cross subsidy required is Rs. 4895 lakh.

4.4 Taking into account the quantum of cross subsidy in each consumer category determined for sales of FY 2012-13 as per existing tariffs brought out in table 7 and as per revised tariffs brought out in table 8, the gross quantum of cross subsidy from each category for FY 2012-13, at existing tariff and revised tariff is given in table below:

Table-9: Aggregate quantum of cross subsidy during FY 2012-13

	Sr. No.
	Consumer Category
	Quantum of Cross subsidy in absolute terms

	
	
	Existing Tariff
	Revised Tariff

	
	
	Energy Sales
(MU)
	Cross subsidy
(Rs. lakh)
	Energy Sales
(MU)
	Cross subsidy
(Rs. lakh)

	1
	2
	3
	4
	5
	6

	1
	Domestic
	228.00
	4606.00
	228.00
	3864.00

	2
	Commercial
	39.00
	359.00
	39.00
	195.00

	3
	Industrial
	13.00
	253.00
	13.00
	187.00

	4
	Public Lighting
	5.00
	45.00
	5.00
	11.00

	5
	Public Water Works & Sewage
	3.00
	47.00
	3.00
	37.00

	6
	Irrigation & Agriculture
	0.04
	1.00
	0.04
	1.00

	7
	Bulk Supply
	62.00
	973.00
	62.00
	600.00

	8
	Total
	350.04
	6284.00
	350.04
	4895.00


4.5 The cross subsidy levels based on the energy sales determined for FY 2012-13 at existing and revised tariffs in percentage terms brought out in table 10 below:

Table-10: Cross Subsidy level during FY 2012-13

	Sr. No.
	Consumer Category
	Existing Tariff
	Revised Tariff

	
	
	Energy Sales
(MU)
	Total Revenue
(Rs. lakh)
	Realisation per unit
(Ps/unit)
	*Cross subsidy level
(%)
	Energy Sales
(MU)
	Total Revenue
(Rs. lakh)
	Realisation per unit
(Ps/unit)
	*Cross subsidy level
(%)

	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	1
	Domestic
	228.00
	7752
	340
	37
	228.00
	8494
	373
	31

	2
	Commercial
	39.00
	1755
	450
	17
	39.00
	1919
	492
	9

	3
	Industrial
	13.00
	452
	348
	36
	13.00
	518
	398
	27

	4
	Public Lighting
	5.00
	226
	452
	17
	5.00
	260
	520
	4

	5
	Public Water Works & Sewage
	3.00
	116
	387
	29
	3.00
	126
	420
	23

	6
	Irrigation & Agriculture
	0.04
	1
	250
	54
	0.04
	1
	250
	54

	7
	Bulk Supply
	62.00
	2387
	385
	29
	62.00
	2760
	445
	18

	8
	Total
	350.04
	12689
	363
	33
	350.04
	14078
	402
	26


* Cross subsidy level utilized with average cost of supply of Rs. 5.42/kWh

The above table indicates that all the consumer categories are getting subsidised with the support of State Government and there is a reduction of cross subsidy levels as compared to those with existing tariffs before revision.

5 Comparison of Cross subsidy levels of FY 2011-12 and FY 2012-13

5.1 The Cross subsidy levels with ARR and tariffs approved by the Commission in the Tariff Orders for FY 2011-12 and FY 2012-13 as discussed in paras 3 and 4 are summarized in the table below:

Table-11: Cross subsidy levels during FY 2011-12 and FY 2012-13

	Sr. No.
	Consumer Category
	T.O FY 2011-12
	T.O FY 2012-13

	
	
	Cross subsidy level with existing tariffs (%)
	Cross subsidy level with revised tariffs (%)
	Cross subsidy level with existing tariffs (%)
	Cross subsidy level with revised tariffs (%)

	1
	Domestic
	62
	41
	37
	31

	2
	Commercial
	35
	18
	17
	9

	3
	Industrial
	47
	39
	36
	27

	4
	Public Lighting
	50
	- 76
	17
	4

	5
	Public Water Works & Sewage
	48
	30
	29
	23

	6
	Irrigation & Agriculture
	55
	55
	54
	54

	7
	Bulk Supply
	44
	30
	29
	18

	8
	Total
	56
	37
	33
	26


5.2 As discussed in para 2.1 the tariffs determined shall progressively reflect the cost of supply of electricity and the cross subsidies shall be progressively reduced. The figures in the Table-11 above indicate that there is a reduction in cross subsidy levels with the approved tariffs compared to the cross subsidy level with the existing tariffs during the years 2011-12 and 2012-13. The cross subsidy levels utilized during FY 2011-12 were in the range of 18% to 41% and during FY 2012-13 are in the range of 9% to 31% barring Public lighting and Irrigation & Agriculture consumer categories. There is no specific tariff rate for Public lighting, all the consumers contribute at the amount fixed per month per connection. As the number of connections increase, the revenue realisation from this category increases. The consumption of Agricultural category is only 0.04 MU and this category needs to be subsidised.

It could be seen from the above table that all the consumer categories are getting subsidised, no category is cross subsidising any other category. The cross subsidy levels of Commercial category, Public lighting category and Bulk Supply categories are brought down within (-) 20% of average cost of supply in the T.O for FY 2012-13 which is one of the guidelines of Tariff Policy. The Commission has made efforts to reduce the Cross subsidies to various categories of consumers over the last two years.

Further, Commission notes that in accordance with the third proviso under Section 42 (2) of the Electricity Act, the cross subsidies shall be progressively reduced. The Commission discuss road map reduction of cross subsidies in following paras.

6 Road map for reduction of cross subsidies

6.1 Para 8.3 of Tariff Policy stipulates that the State Commission shall notify road map with a target that the tariffs are within + 20% of the average cost of supply of electricity. To achieve this, the DPN should strive to improve its performance so that the average cost of supply of electricity will be reasonable so that the tariffs can be brought within + 20% of the average cost of supply without much hike. Further to ensure financial viability without the assistance of the State Government, the Cross subsidies should be such that the aggregate quantum of cross subsidy utilized by those consumer categories which need to be subsidised is met from the aggregate quantum of cross subsidy that can be generated from some categories of consumers such as Commercial and Industrial which can subsidise.

6.2 Accordingly the Commission considers the following road map for reduction of cross subsidies

Table-12: Tariff as % of Cost of Supply

(%)

	Sr. No.
	Consumer Category
	As per T.O for FY 2011-12
	As per T.O for FY 2012-13
	Projected Road Map

	
	
	
	
	2013-14
	2014-15
	2015-16
	2016-17
	2017-18

	1
	2
	3
	4
	5
	6
	7
	8
	9

	1
	Domestic
	59
	69
	75
	80
	85
	90
	95

	2
	Commercial
	82
	91
	96
	100
	103
	105
	105

	3
	Industrial
	61
	73
	80
	85
	90
	95
	100

	4
	Public Lighting
	76
	96
	100
	100
	100
	100
	100

	5
	Public Water Works & Sewage
	70
	77
	85
	90
	95
	100
	100

	6
	Irrigation & Agriculture
	45
	46
	47
	48
	49
	50
	50

	7
	Bulk Supply
	63
	82
	90
	95
	100
	105
	110


The Commission would like to continue small domestic consumers (BPL consumers) and irrigation and agriculture consumers as subsidised consumers with the support of State Government. The Commission would also like not to make any consumer category except commercial as cross subsidising at this stage. The road map proposed will be revisited after five years, by which time the energy sales might have increased, T&D losses would have been brought down and the average cost of supply might reduce.

7 Action Plan for reduction of Cost of Supply

In the Tariff Orders for FY 2011-12 and FY 2012-13, the Commission did not increase the tariffs such that the revenue gap determined for FY 2011-12 and FY 2012-13 could be met with the additional revenue from the revised tariffs. The uncovered revenue gap for FY 2011-12 and FY 2012-13 were at Rs. 69.53 crore and Rs. 69.39 crore respectively. The average cost of supply of electricity computed during FY 2011-12 was Rs. 5.52/kWh and during FY 2012-13 was Rs. 5.42 per kWh which are on higher side, mainly due to high Distribution losses. The tariffs of some categories of consumers are not brought down within –20% of the cost of supply in the T.O for FY 2012-13 to avoid tariff shock. There are no categories, which are subsidising any other categories. All the consumer categories are getting subsidised with the support of the Government of Nagaland.

The Commission estimated the T&D loss within the state at 28% for the year 2012-13 as projected by DPN and sets the trajectory loss reduction as below:

	Year
	T&D loss (%)

	2012-13
	28%

	2013-14
	27%

	2014-15
	26%

	2015-16
	25%


The high T&D losses result in average cost of supply to be high, keep tariffs to the paying consumers unnecessarily high, and also waste of energy that is needed in the state. So the most pressing need is the reduction of technical and non-technical losses and correct metering and billing of consumer consumption. The following steps shall be taken by the DPN to reduce the T&D losses.

1. To provide meters to all unmetered services and to release new services with meters only in future.

2. To replace non-functional / defective meters.

3. Replace old electromagnetic meters with high accuracy / static meters.

4. To conduct energy audit to identify high loss areas and to take remedial action.

5. To provide for efficient meter reading, billing and collection.

6. To increase energy sales

8 Reduction of Cross Subsidy Surcharge and additional surcharge for Open Access Consumers

8.1 Section 42(2) of the Electricity Act stipulates as given below:

- QUOTE -
(2) The State Commission shall introduce open access in such phases and subject to such consitions, (including the cross subsidies, and other operational constraint) as may be specified within one year of the appointed date by it and in specifying the extent of open access in successive phases and in determining the charges for wheeling, it shall have due regard to all relevant factors including such cross subsidies, and other operational constraints:

Provided that such open access shall be allowed subsidies on payment of a surcharge in addition to the charges for wheeling as may be determined by the State Commission:

Provided further that such surcharge shall be utilized to meet the requirement of current level of cross subsidy within the area of supply of the distribution licensee:

Provided also that such surcharge and cross subsidies shall be progressively reduced in the manner as may be specified by the State Commission:

Provided also that such surcharge shall not be liable in case open access is provided to a person who has established a captive generating plant for carrying the electricity to the destination of his own use.

- UNQUOTE -
8.2 The Tariff Policy dated 6th January 2001 issued by Ministry of Power stipulates as given below:

-QUOTE- 

8.5 Cross Subsidy surcharge and additional surcharge for open access.

8.5.1 National electricity Policy lays down that the amount of cross subsidy surcharge and the additional surcharge to be levied from the consumers who are permitted open access should not be so onerous that it eliminates competition which is inteded to be fostered in generation and supply of power directly to the consumers through open access.

A consumer who is permitted open access will have to make payment to the generator, the transmission licensee whose transmission systems are used, distribution utility for the wheeling charges and, in addition, the cross subsidy surcharge. The computation of cross subsidy surcharge, therefore, needs to be done in a manner that while it compensates the distribution licensee, it does not constrain introduction of competition through open access. A consumer would avail of open access only if the payment of all the charges leads to a benefit to him. While the interest of distribution licensee needs to be protected it would be essential that this provision of the Act, which requires the open access to be introduced in a time-bound manner, is used to bring about competition in the larger interest of consumers.

Accordingly, when open access is allowed the surcharge for the purpose of sections 38, 39, 40 and sub-section 2 of the section 42 would be computed as the difference between (i) the tariff applicable to the relevant category of consumers and (ii) the cost of the distribution licensee to supply electricity to the consumers of the applicable class. In case of consumer opting for open access, the distribution licensee could be in a position to discontinue purchase of power at the margin in the merit order. Accordingly, the cost of supply to the consumer for this purpose may be computed as the aggregate of (a) the weighted average of power purchase costs (inclusive of fixed and variable charges) of top 5% power at the margin, excluding liquid fuel based generation, in the merit order approved by the SERC adjusted for average loss compensation of the relevant voltage level and (b) the distribution charges determined on the principles as laid down for intra-state transmission charges.

Surcharge formula:

S = T – [C (1 + L / 100) + D]

Where

S is the surcharge

T is the Tariff payable by the relevant category of consumers;

C is the Weighted average cost of power purchase of top 5% at the margin excluding liquid fuel based generation and renewable power

D is the Wheeling charge

L is the system Losses for the applicable voltage level, expressed as a percentage

The cross-subsidy surcharge should be brought down progressively and , as far as possible, at a linear rate to a maximum of 20% of its opening level by the year     2010-11.

8.5.2 No surcharge would be required to be paid in terms of sub-section (2) of Section 42 of the Act on the electricity being sold by the generating companies with consent of the competent government under Section 43(A)(1)(c) of the Electricity Act, 1948 (now repealed) and on the electricity being supplied by the distribution licensee on the authorization by the State Government under Section 27 of the Indian Electricity Act, 1910 (now repealed), till the current validity of such consent or authorizations.

8.5.3 The surcharge may be collected either by the distribution licensee, the transmission licensee, the STU or the CTU, depending on whose facilities are used by the consumer for availing electricity supplies. In all cases the amounts collected from a particular consumer should be given to the distribution licensee in whose area the consumer is located. In case of two licensees supplying in the same area the licensee from whom the consumer was availing supply shall be paid the amounts collected.

8.5.4 The additional surcharge for obligation to supply as per section 42(4) of the Act should become applicable only if it is conclusively demonstrated that the obligation of a licensee, in terms of existing power purchase commitments, has been and continues to be stranded, or here is an unavoidable obligation and incidence to bear fixed costs consequent to such a contract. The fixed costs related to network assets would be recovered through wheeling charges.
-UNQUOTE-
8.3 Considering the power purchase rate of Rs. 3.48 Paise per unit from NTPC stations, T&D losses at 28% approved in the T.O for FY 2012-13, the Cross Subsidy Surcharge as computed through the above formula will be negative i.e the Cross Subsidy Charge will be Nil for the year FY 2012-13.
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