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

6. Capital Cost
The comments are invited in regard to the following issues, namely-    

 (a) Whether the capital cost considered for tariff is to be restricted to actual cash out go, balance sheet figure, or whether undischarged liability should be included, as a part of capital cost for the purpose of tariff?       

(b) Whether prudence check is to be linked to any benchmarked capital cost?         

(c) Treatment to be given to cost elements like initial spares, return on equity during construction, Govt. grant and subsidies, intangible assets like technical know-how, etc in the capital cost.     

Comments/ Suggestions
	Sl.
No.
	Respondent
	Comments/ Suggestions



	
	1.  SERCs
	

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

	(a) Inclusion of undischarged liability as a part of capital Cost for the tariff purpose is acceptable, provided 
(i) Capital cost is completed and constructed/ procured assets are capitalised; and   
(ii) Benefits of incurring such capital cost start flowing to the beneficiaries/ consumers.                                                                                                         
(b) Prudence check should continue.                                                                                                                   
(c) (i) Initial Spares: as already included with the capital cost, no special treatment is required. 
(ii) ROE during construction: Not required. 
(iii) Govt. Grant & Subsidy: No return is allowable.   
(iv) Intangible assets: to be written off in installments and the installments should be considered in allowable ARR.



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

	(b) benchmarking (i) may be considered for projects other than hydro;   
(ii) For Hydro - Project Cost less than Rs.500 crores- to be approved by appropriate Commission; Project Cost more than Rs.500 crores- to be approved by CEA;                                                                                                                                                               
(c) Initial Spare, ROE during construction, Govt. Grant & Subsidies. - to be adjusted in the capital cost.



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

	(a) Capital cost as per balance sheet including undischarged liability                                                                                                
(b) Prudence check linked to Benchmarked cost.                                                                                                                     
(c) (i) Initial Spares: Be capitalised;   
(ii) ROE during construction: not to be considered;  
(iii) Govt. Grant & Subsidy: to be excluded for arriving at return;   
(iv) Intangible assets - Know-how: Be capitalized.


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

	(a) Capex balance sheet figure shall be adopted                                                                                                (b) Prudence check linked to Benchmarked cost.                                                                                                                     (c) (i) Initial Spares: Be capitalised @1% of the capital cost;   
(ii) Govt. Grant & Subsidy: to be excluded for arriving at return  and consider for depreciation only.

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

	1.6
	Assam ERC  (No.AERC.48/2003/
257   dtd.25.01.2008)

	(a) Should be actual cash outgo on the basis of balance sheet figures.                                                                                                      
(b) Prudence check be made in post truing up exercise with the assumption in the tariff order as benchmark.                                                                                                                     (c) (i) ROE during construction: not to be considered;     
(ii) Initial Spares: to be capitalized. 
(iii) Govt. Grant & Subsidy: to be deducted. 
(iv) Intangible assets - Know-how: Be capitalised as value addition of the assets subject to reasonable percentage based on prevailing experience.

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


	(a) This issue arises only when assets are acquired on hire purchase terms and should be dealt as per AS-10.
(b) Yes, prudence check may be linked to benchmark.
(c) Treatment for:
(i) Initial Spares: As per clause 8.2 of AS-10.
(ii) ROE during construction: No; there can not be ROE without production.
(iii) Govt. grants & subsidies: As per clause 1&14 of AS-12.
(iv) Intangible assets: As per clause 63&72 of AS-26.

	
	
	

	
	2.  Governments
	

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

	(a) Should on the basis of balance sheet figures subject to capital cost cap.                                                                                                      
(b) Prudence check linked to Benchmarked cost.                                                                                                                     (c) (i) ROE during construction: not to be considered;     

(ii) Govt. Grant & Subsidy: to be deducted.



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

	(a) Inclusion of undischarged liability as a part of capital Cost for the tariff purpose is acceptable, provided (i) Capital cost is completed and constructed/ procured assets are capitalised; and   (ii) Benefits of incurring such capital cost start flowing to the beneficiaries/ consumers.                                                                                                         (b) Prudence check with any benchmarked capital cost.                                                                                                                   (c) (i) Initial Spares: as already included with the capital cost, no special treatment is required;    

(ii) ROE during construction: to be considered only at the time of deciding ROE keeping in view the length of construction period;   

(iii) Govt. Grant & Subsidy: No return is allowable.   

(iv) Intangible assets: to be written off in installments.

	
	
	

	
	3.  Central Sector
	

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

	(a) Capital cost should include undischarged liability                                                                                                (b) Benchmarked at Sanctioned cost/ Revised Cost estimate (RCE)                                                                                                                              
(c) (i) Initial Spares: Be capitalised as given in the sanctioned cost/ RCE;  Fixing ceiling norms will not be project specific;   

(ii) ROE during construction: Be capitalised like IDC;  

(iii) Govt. Grant & Subsidy: to be deducted from the capital cost; (iv) Intangible assets - Know-how: Be capitalized.

	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)

	Continue existing practice   

(a) capital cost to be as per books of accounts
(i) this has been consistently in use;

(ii) Capital cost on cash basis will discourage withholding the money due to any dispute/ clarification;

(iii) problem will arise in closing of contracts;

(iv) a parallel set of accounts on cash basis have to be maintained;

(v) CWIP and CSA (construction and stores advances) have to be taken into account for tariff determination
(b) Continue existing practice  
(i) Due diligence with respect to investment approval by the Board of Company, technical and financial appraisal incurred by the financial institution;

(ii) If developed through ICB route or any a negotiated price linked to a rate discovered through the ICB route, then adopt such cost.

(c ) initial spares: (i) coal based :4% of project cost;   (i) gas based: 6% of project cost.



	3.4
	DVC  
(No.DCE/Tariff/
(CERC)/T3-3331 dtd.21.01.2008)

	(b) Benchmarking has no relevance as the risk is project specific.                                                                                                               (c) (i) Initial Spares: Be capitalised;   

(ii) ROE during construction: to be considered - present regulation is a disincentive to investors as it brings down actual ROE to 12.5% if construction period is considered.  



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

	(a)  Include undischarged liability - non inclusion will result in loss to the utility in terms of ROE and interest.                                                                                                      (b) To apply due diligence by CERC and check on the basis of project report/ balance sheet and industrial benchmarks.                                                                                                                                                                       (c) (i) Initial Spares: Be capitalised;  

 (ii) ROE during construction: not to be considered, consideration shall contribute to the tendency of delaying construction period; 

 (iii) Govt. Grant & Subsidy: no to be capitalised.

	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)

	(b) Benchmarked capital cost may not be required at this stage –

 (i) CERC could have its own benchmark for internal check and balances only;  

(ii) it should not be in public domain to avoid misuse of benchmark.   

(1) Commission may lay down detailed procedure for transparent inviting and evaluation of bids and awarding contract packages through competitive bidding process to check the tendency of fudging capital cost.

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


	Capital cost to be as per balance sheet.
(1) No need of prudence check as all project already goes through vigorous prudence check by various central govt. agencies.

(2) While benchmarking, additional cost involved in NER should be considered.

(3) For other elements, some amount of research is carried out and accounting norms should be considered.

	
	
	

	
	4.  State Sector
	

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

	(a) Capital cost should include undischarged liability                                                                                                (b) Prudence check be linked to comparing to the cost projects of private and state utilities as was done by the Commission in case of in principle approval of Nagarjuna.                                                                                                                             (c) (i) Initial Spares: Be capitalised;   

(ii) ROE during construction: Not to be capitalised as it does not relate to actual cash outgo but is an incentive to the developer;  

(iii) Govt. Grant & Subsidy: to be deducted from the capital cost   
(iv) Intangible assets - Know-how: Be capitalized.

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

	Capital Cost for tariff should be balance sheet figure including undischarged liability since assets have been created and consumers has been enjoying the benefit.



	4.3
	Transmission Corporation of Andhra Pradesh Ltd.     (No.CE/IPC/211/F.25 CERC/D.No.329/08 dtd.10.01.2008)

	(a) Capital cost should be as per PPA or Balance Sheet, whichever is less; not to include undischarged liability                                                                                                                                                                                                      (b) Carry out Prudence check                                                                                                                                         (c) (i) Initial Spares: Be capitalised;   

(ii) ROE during construction: Not to be capitalised as it not as per accounting norms ;  

(iii) Govt. Grant & Subsidy: not to be allowed as the intent is provide relief to the consumers and beneficiaries of power  

(iv) Intangible assets - such as Know-how: not to be capitalised as valuation is contentious.



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

	(a) Be restricted to actual cash outgo, balance sheet figure;   include undischarged liability to the extent and under the eventualities in the existing regn. no.18 after CODO provided it is within the original scope of work and also within the capital cost of the project approved by the competent authority; Cost should not go beyond the cap provided in any bilateral agreement.                                                                                                                       
(b) Prudence check is required.                                                                                                                                                                        
(c) (i) Initial Spares, Govt. Grant & Subsidy: to be included. 

(ii) ROE during construction: not to be included. 

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

	(a) & (b): Benchmarking based on best performing generating units.                                                                           (c ): Go by benchmarks.



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

	(a) Capital cost should be the admitted capital expenditure actually incurred up to DOCO.                                                                                                      
(b) To apply prudence check in all cases.                                                                                                                                                                     
(c) (i) Initial Spares: Coal based/ Lignite fire G.S - 2.5% of the plant and equipment cost;  Goal based/ Lignite fire G.S - 4% of the plant and equipment cost;  Hydro power G.S - 2.5% of the plant and equipment cost;  transmission System - 1.5% of the plant and equipment cost;  

 (ii) IDC: to be considered



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

	(a) Should be on the basis of balance sheet figures.                                                                                                      (b) Prudence check linked to Benchmarked cost.                                                                                                                     (c) (i) ROE during construction: not to be considered;     

(ii) Initial Spares, Intangible asset and Govt. Grant & Subsidy: to be capitalized.



	4.8
	Uttar Haryana Bijli Vitran Nigam Ltd.    (No.Ch-2/FA/Hers/Terms of Tariff    dtd.22.01.2008)

	(a) Should actual capital cost.                                                                                                                                
(b) Benchmarking is not possible, as such EPC contract bidding guidelines may issued.                                                                                                                   
(c) IDC: is not to be allowed for any time over run.



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

	(a) Should on the basis of actual cash outgo;  undischarged liability should not be included but to be allowed on actual payment.                                                                                                                                                         
(b) Prudence check linked to Benchmarked capital cost.                                                                                                                     (c) follow existing practice    

(i) Consideration of the cost elements mentioned will make tariff determination extremely complicated and may sometimes become undeterminable;   

(ii) Cost of spares prior to commissioning of the asset will encourage procurement of the same when these are actually not required.



	4.10
	M.P Power Trading Co. Ltd.   (No.05-01/GG/1032/533/182 dtd.17.01.2008)

	(a) As in regn. for 2004-09, Capital cost should be the actual capital expenditure actually incurred up to DOCO .                                                                                                                                                                          (c) (i) Initial Spares: be subject to ceiling norms as a percentage of the plant and equipment cost on the cut off date and not the ' project cost'.



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


	(4) to be restricted to actual cash outgo.

(5) should be benchmarked, considering the plant location, availability of fuel/coal/water.

(6) Initial spares to be included.

(7) Other elements

(i)  ROE on equity during construction: should not be allowed.

(ii) Grant & Subsidies: to be deducted.

(iii) Intangible assets like technical know-how: not to form a part of the capital cost; these cost are incurred extra by the entity to facilitate and increase generation level and smooth running of the system.

	
	
	

	
	5.  SEBs
	

	5.1
	Tripura State Electricity Corpn. Ltd         ( No. AGM/C&SO/2594 dtd. 24.12.07)                                                                        


	(a) Inclusion of undischarged liability as a part of capital Cost for the tariff purpose is not acceptable.                     

(b) Prudence check should continue and Terms of prudence check be defined clearly.                                            

(c) Since IDC is applicable, the proposed ROE during construction is not acceptable as this will lead to double charging/ recovery during construction period.



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

	(a) Should be restricted to actual cash out go                                                                                                    (b) Prudence check linked to Benchmarked cost.                                                                                                                     (c) (i) ROE during construction: not to be considered;  



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

	(a)  include undischarged liability - follow present practice.                                                                                                      (b) Prudence check linked to Benchmarked cost (benchmarking will be difficult).                                                                                                                                                                        
(c) (i) Initial Spares: lower the ceiling limit Considering standardization of the machines and most of machines being supplied by BHEL, mandatory spares requirement can be minimal; CERC should give an exhaustive list category wise in order to avoid excess capitalization and the list may be reviewed periodically considering the failures;    

(ii) ROE during construction: not required - is not in line with accounting practice;   

(iii) Intangible asset: as in ICAI standard;  

(iv) Govt. Grant & Subsidy: to be deducted from the capital cost as is followed.


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

	(a) Should on the basis of balance sheet figures subject to capital cost cap.                                                                                                      
(b) Prudence check linked to Benchmarked cost.                                                                                                                     (c) (i) ROE during construction: not to be considered;     

(ii) Govt. Grant & Subsidy: to be deducted.



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

	(a) Should on the basis of actual cash outgo.                                                                                                                 (b) Prudence check linked to Benchmarked cost.                                                                                                                     (c) (i) initial spares: to be included  

(ii) ROE during construction: not to be considered;    

(iii) Govt. Grant & Subsidy: to be adjusted.



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


	xx

(1) Consider actual ash out go.

(2) x

(3) All other cost elements to be considered as an element of capital cost.

	
	
	

	
	6.  Pvt. Sector
	

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


	(b) (i) Benchmarking should be done for Equipments only and should be different for different technologies (supercritical vs., non-supercritical);  (ii) Benchmarked capital cost should consider the affect of escalation.                                                                                                                   



	6.2
	Torrent Power (No. Nil dtd.11.01.2008)

	(a) Should not be restricted to cash out go only but include undischarged liability too.                                                                                                      
(b) As on date Benchmarking will not be helpful - is open to the concept of benchmarking but this may not be possible.                                                                                                                                                                        (c) Initial Spares, Intangible asset and ROE during construction: to be added to capital cost;  Govt. Grant & Subsidy: to be deducted from the capital cost


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

	(a) Capital cost should be on accrual basis including undischarged liability  - (i) as the beneficiaries are getting the benefit;  (ii) it will encourage the utility for early competition of the project without waiting for substantial cash outgo to happen.                                                                                                                                                                    
(b) Prudence check linked to Benchmarked cost.                                                                                                                              



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

	(a) Should not be restricted to cash out go only but include undischarged liability too.                                                                                                      
(b) As on date Benchmarking will not be helpful - is open to the concept of benchmarking if it is done in appropriate manner but this may not be possible.                                                                                                                   (c) Initial Spares, Intangible asset and ROE during construction: to be added to capital cost;  Govt. Grant & Subsidy: to be deducted from the capital cost


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

	(a) include undischarged liability                                                                                                                         
(b) Prudence check on case to case basis.                                                                                                                     (c) (i) Intangible assets - Know-how: Be capitalised.


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

	(a) Should  be restricted to actual cash out go.                                                                                                      (b) Prudence check linked to incurred capital cost.                                                                                                                    (c) Initial insurance Spares:  define minimum %age (say 3%) for any unforeseen outages of critical equipments during initial phases of operation, as ceiling norms.



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

	(a) Under ROCE, capital cost gets adjusted against liabilities; CWIP should also be considered.                                                                                                      (b)  Benchmarking is very difficult                                                                                                                         (c) (i) Initial Spares: be capitalized, as in AS-10; once normal operation starts, these spares can be charged to P&L a/c;     

(ii) ROE during construction: should be capitalized;  however as it can not be capitalised like IDC, it can be included in reasonable return in order to compensate the investors;    

(iii) Govt. Grant & Subsidy: to be capitalized;  alternatively, it can be treated as reserves and assets shall be capitalised at full value, subsequently the amount of depreciation charged to P&L a/c shall be compensated by equivalent amount withdrawn from the reserves and credited to the P&L a/c, this will justify the repair and maintenance expenses and also there will be no impact on tariff;      

(iv) , Intangible ass: to be capitalized, as in AS-26.



	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) Undischarged liability, envisaged at the time of COD, to be incurred within reasonable time (say 6 months), shall be considered.                                                                                                                                                    
(b) Benchmarking may not be prudent. However, Commission may approve the project cost at the time of financial closure and on actual COD.                                                                                                                                  (c) (i) Initial Spares: for first 3-5 yrs. may be considered. 

(ii) ROE during construction: & (iii) Govt. Grant & Subsidy: may not be considered.   

(iv) Intangible assets: may be considered.



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

	7.3
	BEE  (No. 38365 dtd.14.01.2008)

	

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

	(a) Current (undischarged??) liabilities: 

(1) Disputed: (i) With cash outgo- to be considered;   (ii) Without Cash outgo- not to be considered;   

(2) Undisputed:  (i) Performance based- may be considered on achievement of the performance;  (ii) Time based- may be considered at the time of payment.                                                                                                                               (b) (1) for Existing  Projects: capital cost to be audited by a Cost Accountant appointed by CERC;   

(2) For New Projects: capital cost to be benchmarked to normative CE level..                                                                                                                   
(c) (i) Initial Spares: may be considered;    

(ii) ROE during construction: may be considered;   

(iii) Govt. Grant & Subsidy: to be deducted;   

(iv) Intangible assets: may be considered on due diligence after actual payment.



	7.5
	IDFC   (No. Nil   dtd. 25.01.2008)

	(a) (i) capital cost to be as per Books of Accounts                                                                                                       (b)  (i) Benchmarking is not possible;   

(ii) Regulator may stipulate competitive bidding (domestic or international) for major procurement and audit of such process.                                                                                                             (c) (i) ROE during construction: to be considered; alternatively, post-tax ROE should be adjusted upward to compensate the loss.


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

	(1) In case of ROCE or ROE:                                                                                                                                                   
(a) Should on the basis of actual cash outgo;  undischarged liability should not be included;                                

(b) present practice of prudence check to be continued;                                                                                                                    (c) (i) Initial Spares: to be allowed after prudence check subject to the maximum ceiling;   

(ii) ROE during construction: not to be allowed;  

(iii) Govt. Grant & Subsidy: to be deducted;   

(iv) Intangible assets - Know-how: actual expenditure incurred may be allowed.                                                                                              



	7.7
	TERI 
(No. Nil dtd. 09.01.08)

	(a) Capital cost should be based on audited annual report (balance sheet) of the entity.  

(i) this will reduce any element of judgment/ subjectivity;  

(ii) Minimize maintenance of two separate set of data by the utilities i.e. one for regulatory and the other for accounting purposes.                                                                                                     (b) Undertake prudence check based on experience  - 
though useful to link to benchmarked capital cost but benchmarking is very difficult.                                                                                                                                    
(c) (i) ROE during construction: No return to be allowed as plant do not earn during construction; 

(ii) Govt. Grant & Subsidy: No return to be allowed as the same is not an expenditure; Should be taken out of asset base; Same treatment for consumer capital contribution.   

(iii) Intangible assets - Know-how: is generally in built in project cost and is treated as genuine capital expenditure; should not be included as a separate item.   - Royalty : be treated as revenue expenditure; the payment is in nature of operational expenses and are incurred from time to time (yearly, monthly, etc.)   

(iv) IDC : What should be the extent of IDC to be allowed?; A suggestion is project developer should use a reasonable equity before being allowed to avail loan capital.



	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)

	(b) to ensure reasonableness of capital cost will require the use of benchmarks – 

(i) capital cost plays a critical role in keeping the overall tariff for electricity in an acceptable range;  

(ii) Prayas carried out a study and found that CCGT plant in Asia were more expensive than plants in OECD countries;   

(iii) CERC should develop a comprehensive database of the capital cost of power plants for setting the benchmark; update it regularly; and make it public;   

(iv) Benchmark developed should not be too lenient and should be so set that it encourages the developers of power plant to prefer the competitive bidding route.


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

	

	
	8.  Individual
	

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

	(a) Should on the basis of actual cash outgo;  undischarged liability should not be included but to be allowed on actual payment.                                                                                                                                                         
(b) (i) Prudence check linked to Benchmarked capital cost;    

(ii) CERC shall involve CEA for creating cost data bank related to current cost of various packages/ equipment. The cost data bank shall be made public. Based on the available data and comments received from various stakeholders, CEA shall be asked to arrive at the benchmark costs for various combinations of unit sizes;    

(iii) The estimates should be based on detailed engineering which is possible if the techno-economic clearance and monitoring of the project is done by an independent authority.                                                                                                                                                                                           

(c) (i) initial spares: It is high time that the percentages as suggested by CREC shall be re- visited by calling the cost data of mandatory spares being recommended by the OEMs; along with ceiling percentage and allowed time period for procuring spares up to cut-off date, regulations shall also provide that initial spares shall be procured from the OEMs only.   

(ii) ROE during construction: not to be considered - this aspect was considered by the GoI, MoP while finalizing the Electricity (Supply) (Annual Accounts) Rules-1985. i.e. Commercial Accounting System for SEB and in para 2.93-Annexure-III it has been clearly stipulated that no capitalization of an imputed interest cost (notional interest) on the Board’s  own funds and interest free finance  shall be permitted;  The analogy will be applicable for the CPUs.     

(iii) Govt. Grant & Subsidy: to be adjusted - In para 2.33 of the Electricity (Supply)(Annual Accounts) Rules-1985  .i.e. Commercial Accounting System for SEB, it has been stated that  Contributions, Grants and Subsidies towards cost of Capital Assets shall be treated in accordance with the policies laid down in the following paragraphs :

 (i)   Amount receivable as consumers’ contribution, subsidies or grant  towards   Capital Assets  shall be  credited  to  “Donated Capital Asset A/c” only if the following  conditions are satisfied:         

(a)     the amount is not subject to any conditions to be fulfilled;

(b)     No part of the amount is refundable nor is likely to become refundable Consumer’s contribution, subsidies and grants to ward’s cost of capital assets shall not  be treated as a reduction in the ‘cost’ but as a capital receipt to be credited to capital reserve account.                            

Accounting for cost of a capital as at shall be done in the normal course without considering any contribution, subsidy or grants towards the cost of the asset. Depreciation shall also be charged in the normal course on the ‘full cost of asset’.

	8.2
	Dr. Anoop Singh 
(No. Nil                    dtd. 15.03.2008)
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(1) A concept of allowing Over Capacity in both generation and transmission has been proposed.

(2) These over capacity are to be given the status of Merchant Generation Capacity to be sold separately through competitively bid contracts and Merchant Transmission Capacity to be utilized as per the prevailing Open Access regulations.

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


	(1) There is a need to track capital cost.

(2) ROE during construction: No need as this will lead to complacency.

	
	
	


