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

8. Debt/Equity Ratio
Financing plan of the project plays a predominant role in the determination of tariff. The present regulations applicable during the period 2004-09 contain complex provisions in regard to debt-equity ratio of the existing projects, new projects and apportionment of additional capitalization.  It has been felt that the regulations should be simple and easy to understand and implement.  In this context the Commission seeks views as to what should be the optimum Debt-Equity mix for determination of tariff during tariff period commencing on 1.4.2009, for the existing and the future projects as also for apportionment of additional capital expenditure for the projects commissioned prior to 1.4.2009, but where additional capital expenditure is incurred after that date and those commissioned thereafter.

Comments/ Suggestions
	Sl.
	Respondent
	Comments/ Suggestions



	
	1.  SERCs
	

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

	(1) Debt-Equity ratio of 70:30 is proposed for all.



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

	70:30 be continued.   - as has been specified in the tariff policy.


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

	(1) For existing project: 70:30                                                                                                                                     
(2) For future project: 80:20                                                                                                                                     
(1) For additional capitalization incurred after 01.04.2009: 70:30                                                       



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

	70:30 as in existing regulation.



	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)

	70:30 is adequate.                                                                                                                                                    
(1) In case of ROCE, limiting D/E ration may not be required.


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


	70:30 is appropriate –for both present and future
(1) It is appropriate on the basis of a minimum margin of 25% for capital cost and 5% for WCM, preliminary & pre-operative expenses and miscellaneous expenditure, etc.

(2) Capital expenditure incurred up to FY2003-04 may be considered on actual D/E basis as the E.A, 2003 came into force w.e.f 10.06.2003.



	
	
	

	
	2.  Governments
	

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

	(1) Debt-Equity ratio of 80:20 is proposed.



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

	(1) Debt-Equity ratio of 70:30 is proposed for all.



	
	
	

	
	3.  Central Sector
	

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

	(1) For future and expansion projects:  (i) if NFA is adopted adopt 70:30 for initial funding; adopt actual during operation.               

(2) For Additional Capitalization: adopt actual funding.                                                                                                                                        (3) If D/E ratio is increased beyond 70:30, repayment will be a problem even if AAD is allowed.



	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 – 50:50 for old projects.

(1) (i) have been followed consistently;

(ii) Equity of GoI now can not be converted into notional loan;

(iii) capital cost of old stations are very low (Rs.0.5 cr/MW to  Rs.1.5 cr/MW)


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

	Debt-Equity ratio of 50:50 is proposed.                                                                                                                       
(1) (i) Prudential norm is 2:1;  

(ii) Risk appetite of Indian power sector is required to be moderately leveraged;                

(iii) There is availability of more equity fund;  

(iv) To incentivise to invest.                                        



	3.5
	Narmada HEDCL  
(No. NHDC/1/Comm./
12/08/762 dtd.17.01.2008)
	70:30 as in existing regulation.



	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)

	Consider revising to 80:20                                                                                                                                                                                         
(1) Presently cost of equity is more than debt.                                                                                                                                                        (2) (i) Present D/E ratio of 70:30 meets the lenders requirement, which helps in achieving financial closure;   

(ii) In the recent months, the project with lower ratio of equity also could achieve the financial closure.

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


	As sanctioned by the Central govt. authority.

	
	
	

	
	4.  State Sector
	

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

	(1) For new expenditure: 70:30 at the time of funding and at actual thereafter.                                                                                                             
(2) For existing: as approved by the Commission.



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

	(1) For including Additional Capitalization: adopt 70:30.                                                                                                                                    (2) For excluding Additional Capitalization: adopt 80:20.                                                                                                                                        (3) D/E is not to be linked to actual



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

	Adopt 75:25    - it should be based on the analysis of actual financial structure of projects that have achieved financial closure in recent past.


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

	(1) For existing project commissioned on or before 01.04.2009: Existing regulation.                                                                                                                                                                                                                                                               
(2) For new project commissioned after 01.04.2009: 70:30                                                       



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

	Adopt D/E ratio of best performing generating units.       - however it is more appropriate for private sector generating stations.                                                                 


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

	70:30 as in existing regulation.



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

	(1) for Govt. companies: 80:20                                                                                                                                       
(2) for Pvt. companies: 70:30



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

	as in existing regulation.



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

	70:30 be continued.    


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

	(1) For old project where investment was accorded before 01.04.2004: 70:30                                                          (i) GOI notification dtd.22.10.1991 suggested 80:20;  

(ii) for IPP it is 70:30;  

(iii) Cost of servicing of debt is around 8-9% as around cost of servicing equity is around 19% post tax;  

(iv) No justification on differentiation as ROI is not on the vintage of money invested;   

(v) The economics of equity is function of the rate of interest, availability of fund in the market, willingness and perception of lenders - generators can borrow money from lenders;  

(vi) 50:50 ratio is creating imbalances in sector financials favoring only the CPSU generators;   

(vii) As regard legal position, interest of consumers is not safeguarded.                                                                                                                               (2) For old project where investment was accorded on or after 01.04.2004: 70:30                                                                                                                                                                                                                                                                                                               



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


	(1) For existing: should be based on analysis of actual financial structure.

(2) For future and Add cap: 80:20

	
	
	

	
	5.  SEBs
	

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


	(1) Debt-Equity ratio of 70:30 is proposed for all.



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

	(1) Debt-Equity ratio of 80:20 is proposed.



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

	For all: 70:30 restricted to actual equity;  30% equity may be further improved to an optimum level in consideration of present market condition.                                                                                                                                                                                                                                                                                                            



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

	(1) Debt-Equity ratio of 80:20 is proposed  - with actual or normative whichever is less.



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

	(1) Debt-Equity ratio of 80:20 is proposed  


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


	70:30 is most reasonable.
(1) It is fair.

(2) If actual equity invested is more than 30%, return should be allowed on actual.

	
	
	

	
	6.  Pvt. Sector
	

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


	70:30 be continued.    D/E ratio of 70:30 is an optimum ratio for financial closure of the project as well as for giving low tariff.


	6.2
	Torrent Power (No. Nil dtd.11.01.2008)

	(1) For existing project: as on 01.04.2004: Actual debt equity mix                                                                                                                                                                                                                                                               
(2) For additional capitalization incurred after 
01.04.2009: 70:30  

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

	

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

	70:30 is proposed for all.                                                                                                                                                                                           
(1) Though D/E ratio of 80:20 is available in some cases, it should not be taken as a norm.                                                                                

(2) 80:20 will place undue restriction on the promoters who want to invest 30% as equity.



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

	(1) Debt-Equity ratio of 70:30 is proposed for all.



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

	89:11   (not more than 80:20)


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

	(1) In case of ROCE, D/E ratio shall be left at the discretion of the co.



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

	

	
	
	

	
	7.  Other Orgn.
	

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

	(1) Debt-Equity ratio of 70:30 is proposed for all.



	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)

	(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)

	Allow freedom to choose D/E ratio.                                                                                                                       
(1) Power sector is a capital intensive, long gestation industry wherein the operation are routinely impacted by a number of factors viz. political compulsions, payment delays, losses etc;    

(ii) When Open access and competitive bidding for procurement of power becomes the norms promoter will be required to ensure bankability of the projects. 



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

	(1) In case of ROCE:  70:30 for all                                                                                                                             
(2) In case of ROE: 70:30 or actual, whichever is lower,                                                                                 
(3) In case additional capitalization: 70:30 or actual, whichever is lower


	7.7
	TERI (No. Nil dtd. 09.01.08)

	As existing regulation.



	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)

	The optimum Debt: Equity mix should not be more than 80:20                                                                                    

(1) a Working Group was appointed  by the Ministry of Power to go into various aspects of private sector participation in power generation. This issue was deliberated at length and the Private Sector utilities were unanimously of the view that the Capital structure of the Company should be with a debt equity ratio of not less than 4:1. It was considered that a higher equity element would be difficult to service/raise from capital market as also to the equity element in view of the restricted profitability .A higher equity element would also result in increased tariff since equity entails post tax returns at rates higher than the interest rates for borrowing. It may be mentioned that power generation industries being highly capital intensive where the annual turn over is less than 50% of the capital costs, in view of this a high debt equity ratio is  essential.                                                                                                



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


	Normative D/E ratio for ROCE approach and Actual D/E ratio for ROE approach.
(1) ROCE: 

(i) If higher normative D/E ratio than actual is allowed, entities will experience a decline in their ROR.

(ii) If lower normative D/E ratio than actual is allowed, entities will experience a rise in their ROR.

(iii) This will encourage investment.

(2) ROE: consideration of actual D/E ratio will continue.

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


	

	
	
	


