Comments on Approach Paper issued by CERC
(No.7/104(120)/CERC-2007 dtd. 11.12.07)

4. Determination of Cost of Debt
The Commission, for calculation of interest on loan has been considering weighted average rate of interest, calculated on the basis of actual loan, actual interest rate and scheduled loan repayment.  But as of now, debt market is developing well, interest rate has shown stability within a predictable range and foreign debt market is accessible to the Indian companies.  Accordingly, it will be proper to deliberate whether the Commission should adopt:        

 (a)   Existing method of considering weighted average rate of interest, calculated on the basis of actual loan, actual interest rate and scheduled loan repayment, or       

(b)   Normative cost of debt calculated on the basis of present debt market condition.

Comments/ Suggestions
	Sl.
No.
	Respondent
	Comments/ Suggestions



	
	1.  SERCs
	

	1.1
	West Bengal ERC (No. WBERC/A-3/4/1718  dtd. 07.01.08)

	(a) Continue existing provision.  



	1.2
	Rajasthan ERC (No.RERC/Secy./405(5)/1034 dtd. 16.01.2008)

	Prescribe normative cost of debt by linking it to PLR of RBI.                                                                                                                           (1) Existing method do not provide incentive to the utility to borrow at cheaper rate.


	1.3
	Tamil Nadu ERC   (No.TNERC/DT/F.CERC T.R/D.043/2007  dtd.18.01.2008)

	(a) Continue existing method   with provision of swapping of loan.                                                                                                                                                                                     



	1.4
	Karnataka ERC  (No.KERC/DIR(Tar)/3753  dtd.22.01.2008)

	(a) Continue existing method                                                                                                                                                                            



	1.5
	Orissa ERC (No.DIR(T)-319/08/
220 dtd.22.01.2008)

	(b) Prescribe normative cost of debt   



	1.6
	Assam ERC  (No.AERC.48/2003/257   dtd.25.01.2008)
	(b) Normative cost of debt is preferable                                                                                                                 
(1) Normative cost is to be based on present debt market.                                                                                          (2) If interest rate is considered as pass through, existing methodology is more reasonable.


	1.7
	Chattisgarh ERC 
(No. 45-CERC/01/ 2008/182                dtd. 14.02.2008)


	(a) Continue existing method

(1) Even if option (b) is adopted, on truing up it will be on actual.

(2) Option (b) should be adopted for the purpose of prudence check.

	
	
	

	
	2.  Governments
	

	2.1
	Govt. of Punjab, Deptt. Of Power. (No.1/56/07-EB(PR)/114 dtd. 24.01.2008)

	(a) Continue existing method  - with a cap, preferably SBI PLR.                                                                                                                                                                            



	2.2
	Govt. of West Bengal, Deptt. Of Power & NES  (No.17-Power/II/1R-22/2007   dtd. 30.01.2008)
	(a) Continue existing provision.  



	
	
	

	
	3.  Central Sector
	

	3.1
	NLC Ltd. (No.NLC/CGM/
Comml./Tariff 2009/Fin.norms/'08  dtd.18.01.2008)

	(b) Prescribe normative cost of debt                                                                                                                                                                              
(1) Actual cost of debt: (i) depend on various factors; and as such is not uniform;   

(ii) No incentive for better rated PSUs;  
(iii) No motivation for betterment.                                                                                                                                                                                            
(2) (i) Benchmarking of cost of debt will lead to standardization and uniform rate across the country;  

(ii)To be benchmarked to the applicable project lending rate of PFC for both domestic as well as FC loans;   

(iii) FERV, if not made pass through, should be considered.


	3.2
	NHPCL  (No.NH/Comml./CERC/281/Tariff/270  dtd.18.01.2008)

	

	3.3
	NTPC Ltd  (No.01:CD:736  dt.21.01.2008 and No. Nil dtd. 08.02.2008)

	Normative basis  - considering prevailing cost of debt available to a typical generation project in the power sector.

(1) (i) would minimize regulatory overhead;  (ii) incentivise the utilities to structure their debt portfolio optimally

(2) (i) Normative cost of debt = Rate of risk-free debt + Spread  (ii) Rate of risk-free debt = G-sec rate for a term equal to the tariff period (5 yrs);

(iii)  Spread = credit rating of a typical power utility for a stand alone green field projects with a D/E ratio of 70:30.;

(iv) This would provide a fair cost of debt to all stakeholders;

(v) For projects coming up during the tariff period, normative cost of debt may be determined based on the prevailing G-sec rate.



	3.4
	DVC  (No.DCE/Tariff/(CERC)/T3-3331 dt.21.01.08

	(a) Continue existing meth    - in case of normative cost of debt there will be scope of gains or loss.                                                                                                                                                                         



	3.5
	Narmada HEDCL  (No. NHDC/1/
Comm./12/08/762 dtd.17.01.2008)
	

	3.6
	Tehri HDCL   (No.THDC/RKSH/14/COMML/2145 dtd.09.01.2008)

	

	3.7
	PGCIL  (No.CCL-88A dtd.18.01.2008)
	

	3.8
	PTC India Ltd. (No.C/PTC/CD/CERC  dtd.21.01.2008)

	Continue existing method with refinement                                                                                                                                                               
(1) benefit of debt re-financing should be shared between developers and the beneficiaries to incentivise refinancing.                           

(2) Normative cost of debt will be in favor of established companies with strong balance sheet which is not advisable keeping in view the inclusive sectoral growth.

	3.9
	NEEPCO 
(No. NEEPCO/ND/F-84/2008/3514                 dtd. 31.03.2008)


	As existing - WARI.
(1) Generators should be given a chance to recover the actual rate of interest incurred by it every year (Specially in case of floating rate of interest).

	
	
	

	
	4.  State Sector
	

	4.1
	Maharashtra State Power Generation Co. Ltd.  (No.SE/RC/IA/00967 dtd.22.01.2008)

	(1) If ROE is adopted, normative cost of debt based on present market condition and linked to Bank PLR.                                                  

(2) Alternatively, existing method, on the basis of scheme specific details.



	4.2
	Andhra Pradesh Power Generation Corporation Ltd.  (No.CE/Comml/APGENCO/F.CERC/D.No.11 dtd.8.01.2008)

	(a) Continue existing method                                                                                                                                                                                      
(1) A small portion of benefit on account of debt swapping should go to the generators                                                                                  

(2) In case of normative, proposed SBI long-term PLR plus 200 basis points.



	4.3
	Transmission Corporation of Andhra Pradesh Ltd.     (No.CE/IPC/211/
F.25 CERC/D.No.329

/08 dtd.10.01.2008)

	(b) Prescribe normative cost of debt  - 150% of RBI bank rate                                                                                                                                                                          (1) Gains in case of swapping be shared equally between the developers and beneficiaries.



	4.4
	West Bengal State Electricity Transmiss. Co. Ltd.   (No.MD/SETCL/48/139  dtd.08.01.2008)

	(b) Normative cost of debt  based on present debt market



	4.5
	Southern Power Distribution Company of AP Ltd.  (No.Dir(Fin)/APSDCL/D.No.6/08 dtd.11.01.2008)

	Suggested that – 

(i) Regulate investment size (both replacements and augmentations) to twice that of the demand increase rate calculated on the asset value;  

(ii) Then allow that much loan to be taken as loan;
(iii) Provide weighted average interest rate as cost of debt.    (????)


	4.6
	West Bengal State Electricity Distribution Co. Ltd.  (N0. C/BP/ERC/55A dtd. 09.01.2008)

	(a) Continue existing method                                                                                                                                    
(1) Market is not yet developed.                                                                                                                                                                   



	4.7
	Bangalore Electricity Supply Co. Ltd.   (No.BESCOM/GMT/BC-19/F-1001/2007-08/14-111 dtd.09.01.2008)

	(a) Continue existing method                                                                                                                                    
(1) Because of transparency and clarity.                                                                                                                                  



	4.8
	Uttar Haryana Bijli Vitran Nigam Ltd.    (No.Ch-2/FA/Hers/Terms of Tariff dt.22.01.2008)
	(1) In case of ROE:  case (a)                                                                                                                                      
(2) In case of ROCE:  case (b)



	4.9
	Haryana Vidyut Prasaran Nigam Ltd.    (No.Ch-23/15B/388/L    dtd.21.01.2008)

	(a) Continue existing method  -   but be linked to normative credit rating and applicable interest rates.                         

(1) (i) recovery of interest should be so structured that interest component recovered through tariff matches closely to the interest payable determined by the Commission;   

(ii) presently interest component is computed on yearly basis and is recovered on monthly basis which leads to substantial benefit to the utility.  
(2) (i) Cost of servicing is a function of associated risk perception of the financier;   

(ii) Hence, normative credit rating should be defined and interest rates can be benchmarked to BASEL norms fixed by RBI or similar other benchmarked rates can be adopted.  



	4.10
	M.P Power Trading Co. Ltd.   (No.05-01/GG/1032/533/182 dtd.17.01.2008)
	(a) Continue existing method                                                                                                                                    
(1) Lay emphasis on creation of depreciation reserve for CPSU and examine policy utilization of the reserve (to be used to meet the debt service obligation)                                                                                                                       
(2) An unambiguous, specific clause be provided in the regn. in regard to passing over the benefit of refinancing of loan from the date of refinancing. 

	4.11
	Grid Corporation of Orissa Ltd. 
(No. DGM (F).PP/67/Pt. 2434(3)                     dtd. 24.03.2008)


	To be benchmarked in case of ROE approach
(2) Benchmarking will lead to standardization and uniformity across the country.

(3) Rate should be revised annually with reference to current market trend.

	
	
	

	
	5.  SEBs
	

	5.1
	Tripura State Electricity Corp. Ltd.

(No. AGM/C&SO/
2594 dtd. 24.12.07)                                                                        


	(a) Continue existing provision.  



	5.2
	U.P Power Corpn. Ltd.  (No.43-SPATC/   dtd.21.01.2008)

	(a) Continue existing method                                                                                                                                                                                  



	5.3
	TNEB  (No.SE/PLG/EE/TC/Cons/F.T&C 2009-14/D dtd. 08.01.2008)

	(a) Continue existing method but the same should be limited to a normative cost of debt.                                       

(1) (i) This normative cost of debt to be calculated periodically on the basis of soft loan drawn for the projects and the loan available in the open market;   (ii) this will ensure that promoter swaps the loan frequently and passes on the benefits to the end consumers;   

(iii) this is also in line with tariff policy which provides for encouraging restructuring of loan frequently and passes on the benefits to the end consumers.                                                                                                                                             



	5.4
	Punjab SEB   (No.108/PRC  dtd.21.01.2008)

	(a) Continue existing method   - with a cap, preferably SBI PLR.                                                                                                                                                                            



	5.5
	Himachal Pradesh SEB  (No.HPSEB/CE(SO)PRC/Tariff/2008-3530   dtd.22.01.2008)

	(a) Continue existing method      



	5.6
	Chhattisgarh SEB 
(No. 02-02/RAC/ Central Sector/3599 dtd. 31.03.2008)


	As existing (option – ‘a’).
(1) Interest rate is fluctuating.

	
	
	

	
	6.  Pvt. Sector
	

	6.1
	Tata Power co. Ltd. (No. REG/CERC/12/ 08 dtd.15.01.2008) 


	

	6.2
	Torrent Power (No. Nil dtd.11.01.2008)

	(a) Continue existing method - as there are different instruments of debt.                                                                                                                                                                                                                                                                                            



	6.3
	Power links Transmission Ltd. (No.24360010 dtd.19.01.2008)

	(a) Continue existing method                                                                                                                                    
(1) As money market is volatile in nature.                                                                                                                      
(2) Depreciation should not be considered as deemed loan repayment at the time of calculating the amount of actual inters since depreciation is being allowed irrespective of the amount of loan being deployed.                                                                                                                                                                            



	6.4
	CESC Ltd. (No.ED(F):48725 dtd.18.01.2008)

	(a) Continue existing provision.                                                                                                                             
(1) Present Debt market is not stable (comments on item1)



	6.5
	AES(India) Pvt. Ltd.  (No. Nil dtd.19.01.2008)

	(1) In case of ROCE:  Normative @ SBI PLR plus 2%.                                                                                           (2) In case of ROE:  Existing methodology; any guarantee commission paid may be permitted.


	6.6
	BSES (No.VP/PMG/2007-08/48 dtd.21.01.2008)

	To seek actual terms and tenure of all debts and ensure that there are no mark up on such pass through cost.



	6.7
	Noida Power Co. Ltd.  (No. P-81L/003 dtd. 10.01.2008)

	(a) Continue existing method                                                                                                                                    
(1) In case of ROCE, cost of debt will be included in ROCE and promoters shall be at liberty to borrow loan at the rate available in the market.                                                                                                                                            
(2) In ROE, follow existing method:   

(i) Though interest rate stabilised and debt market is developing, time is required so that promoters can efficiently and easily avail loan from market at competitive rates (referred: Deepak Parekh report, May2007 and deliberations at the Workshop on 'Making Mumbai an International Finance Centre' in Aug 2007);     

(ii) Absence of consistency in Govt. policies regarding foreign currency loan;   (iii) though foreign debt market is accessible, it is not yet matured;   

(iv) Different loan bargaining strength of the companies (PSUs are at better position).   



	6.8
	NDPL  (No.ND/OPS/PP&G/CERC  dtd.07.01.2008)

	

	
	
	

	
	7.  Other Orgn.
	

	7.1
	IDBI  (No.PAD/112  dtd. 08.01.08)

	(a) Continue existing provision.  



	7.2
	NPTI  (No.CAMPS/MBA/Gen 1.1/2008/5377 dtd.09.01.2008)

	

	7.3
	BEE  (No. 38365 dtd.14.01.2008)

	(a) Continue existing method   but also should include the expected internal interest the firm is applying on its own equity as part of the total investment costs. 

	7.4
	ICWAI   (No.ICWAI/Tech/2008   dtd.01.01.2008)

	(1) for Existing  Projects: continue existing method                                                                                                                       
(2) for New Projects: not relevant if ROCE is applied.



	7.5
	IDFC   (No. Nil   dtd. 25.01.2008)

	(a) Continue existing provision.                                                                                                                             
(1) (i) interest rate stipulated for a project are specific to a particular project and are reflection of the risk profile;   

(ii) interest rate also depends upon the credit rating of the particular entity;  (iii) interest rate ha bee increasing; 

(iv) given the long tenure of the debt, interest rate is reset a few times. 



	7.6
	Gujrat Urja Vikas Nigam Ltd.    (No.GUVNL: GM(Com.):125   dtd.28.01.2008)

	(1) In case of ROCE: (i) provide cost of debt at the most competitive rate in the market;    

(ii) CERC may analyse the financial packages/ structure adopted by the bidders in UMPPs and other competitively bided projects to arrive at the most competitive rate in the market.                                                                                                     (2) In case of ROE: continue existing practice.


	7.7
	TERI (No. Nil dtd. 09.01.08)

	Existing provision of actual cost is a balanced mechanism                                                                                                                                  (1) Issue is whether debt should become an instrument for additional profit or loss.                                                                                      

(2) In case of normative cost of debt  (i) Present debt market is not static;  

(ii) if the rate shall be on quarterly or yearly basis;          

(iii) There is no such concept as 'normative cost of debt' which is universally accepted;   

(iv) will introduce  an element of regulatory risk for prospective investors;   (v) will not e actual reflection of actual loan amount.


	7.8
	Basix Forex & Financial Solutions Pvt. Ltd.
(dtd. 14.01.08)

	

	7.9
	Prayas Energy Group (No.2008/PEG/7 dtd.17.01.2008)

	

	7.10
	Small Hydro Power Developers Association  (No.SHPDA/CERC/01/08   dtd.07.01.2008)
	

	
	
	

	
	8.  Individual
	

	8.1
	Harish Chander, Retd. Financial Analyst, CEA     (No. Nil   dtd.17.01.2008)

	Average rate applicable to the loans identified to the proposal
1) Normative cost of debt approach may cause difficulties for a new entrant and will result in undue profits for established companies.  

	8.2
	Dr. Anoop Singh 
(No. Nil                    dtd. 15.03.2008)


	Allowable cost of debt to be linked to a benchmark yield on comparable bonds.
(1) interest cost

(i) There is a room for reduction in interest cost.

(ii) ROCE will provide incentive for reduction in interest cost.

(2) Benchmarking would provide incentive

(i) to trap bond market.

(ii) to respond to changes in the market condition.

(3) Normative cost of debt:

(i) Normative cost of debt could also be linked to the yield of government securities with appropriate premium on account of corporate risk.

(ii) In normative cost of debt, an adjustment for the debt extended by the multi-lateral institutions like ADB, WB on attractive terms should be provided for to the benefit of the consumers, since such loans are extended on the sovereign rating of the country.

	8.3
	Mr. Suhas Harinarayanan 
(No. Nil E-mail         dtd. 15.12.2007)


	

	
	
	


