
 



ANNEXURE: ADDITIONAL OBSERVATIONS OF TATA POWER ON DRAFT CENTRAL ELECTRICITY REGULATORY 

COMMISSION (TERMS AND CONDITIONS OF TARIFF) REGULATIONS, 2019 

1. Regulation 33(1) 

33(1) Depreciation: (1) Depreciation shall be computed from the date of commercial operation of a 

generating station or unit thereof or a transmission system including communication system. In 

case of the tariff of all the units of a generating station or a transmission system including 

communication system for which a single tariff needs to be determined , the depreciation shall be 

computed from the effective date of commercial operation of the generating station or the 

transmission system taking into consideration the depreciation of individual units.; 

Our Views and observations 

During the development phase of a project, there are devices, equipment, machinery and assets which 

needs to get capitalised in the books much before the COD of the Project and some minor assets even 

get depreciated upto the maximum depreciable value before the COD of the Project. Such assets 

which get depreciated in Books of Accounts from their respective commissioning dates irrespective of 

the COD of the project. Accordingly, there are situations that such assets may get depreciated in books 

of accounts much earlier than their respective depreciation for the purpose of determination of Tariff 

after commercial operation date. On the other hand, this Hon'ble Commission for the purpose of 

determination of tariff considers the weighted average depreciation rate as per the actual depreciable 

assets appearing in the book of accounts and then applying the weightages as per respective 

depreciation rates as per the applicable Depreciation Schedule. 

 

It may be appreciated that in practice, there are circumstances that certain assets which get 

capitalised in the books of accounts much earlier than the COD of the project but are allowed to 

depreciate for Tariff determination purpose only from COD of the project, get removed from the 

depreciable list of assets and thus are not considered by this Hon'ble Commission for tariff 

determination purpose.  

 

Hence, we humbly submit that the project developer may be allowed to capitalise actual booked 

depreciation of such assets (which get capitalised even before the COD of the project) into the Project 

Cost in the same manner IDC is allowed to be capitalised in the project cost during the pre COD phase. 

 

2. Regulation 33(5) and 33(6) 

33(5) Depreciation shall be calculated annually based on Straight Line Method and at rates specified 

in Appendix-I to these regulations for the assets of the generating station and transmission system: 

Provided that the remaining depreciable value as on 31st March of the year closing after a period 

of 12 years from the effective date of commercial operation of the station shall be spread over the 

balance useful life of the assets.  

(6) In case of the existing projects, the balance depreciable value as on 1.4.2019 shall be worked 

out by deducting the cumulative depreciation as admitted by the Commission upto 31.3.2019 from 

the gross depreciable value of the assets. 

Our Views and observations 

In our submission dated 31st Jan'19 to this Hon'ble Commission, while we have stressed upon the 

matter that the developer should be allowed to recover the complete depreciable value of the asset 

(including additional capitalisation) over the balance useful life of the project irrespective of the tenure 

left, we would further supplement our such prayer with a request that while approving the 



depreciation value of such additional capitalisation assets, depreciation of such individual Ad-Cap 

assets shall be approved upto the levels which shall at least be sufficient to meet the obligations of  

loan repayment schedule of such respective assets. 

 

3. Additional Issues - Transmission Majoration Factor 

Our Views and observations 

It is to be noted that proposed Draft Tariff Regulations does not stipulate for any specific treatment 

of Transmission Majoration Factor. However, Hon'ble CERC has recently notified Central Electricity 

Regulatory Commission (Terms and Conditions of Tariff) (Second Amendment) Regulations, 2019 

dated 30th January 2019, by way of which the following section has been inserted after Regulation 49 

of the Principal Regulations.  

"49A Transmission Majoration Factor: Transmission Majoration Factor admissible for the 

transmission projects executed through JV route in terms of Regulation 4.10A of the Central 

Electricity Regulatory Commission (Terms and Conditions of Tariff) Regulations, 2001 shall be 

available for a period of 25 years from the date of issue of the transmission licence." 

Tata Power has already submitted its detailed reasons for adopting the same through Powerlinks letter 

dated 19th May 2017. Copy of the same is enclosed as Annexure 1 for ready reference. Hence, we 

humbly submit to this Hon'ble Commission that the same clause may be considered and 

extended/inserted/included in the Final Tariff Regulations applicable from 01-04-2019. 

4. Regulation 72 

72. Sharing of Non-Tariff Income: The non-tariff income in case of generating station and 

transmission system on account of following shall be shared in the ratio of 50:50 with the 

beneficiaries and the long term customer on annual basis: 

a) Income from rent of land or buildings; 

b) Income from sale of scrap; 

c) Income from statutory investments; 

d) Interest on advances to suppliers or contractors; 

e) Rental from staff quarters; 

f) Rental from contractors; 

g) Income from advertisements; 

h) Interest on investments and bank balances; 

Provided that the interest or dividend earned from investments made out of Return on Equity 

corresponding to the regulated business of the Generating Company shall not be included in Non-

Tariff Income. 

Our Views and observations 

In this matter, we would like to draw attention of this Hon'ble Commission to a judgement by Hon'ble 

Supreme Court in CIVIL APPEAL NOS. 3510 - 3511 OF 2008 dated 6th May 2009, by which Hon'ble 

Supreme Court has adjudicated in the matter pertaining to Functions of Commissions and has 

concluded as below: 

"CONCLUSION 



1) Activities of a generating company are beyond the purview of the licensing provisions. 

2) The Parliament therefor did not think it necessary to provide for any regulation or issuance of 

directions except that which have expressly been stated in the Act. 

3) Section 21 occurs in the chapter of “licensing” under which the generating companies would not 

be governed." 

In light of the above judgement, we wish to further supplement our view/observation submitted to 

this Hon'ble Commission on 31st Jan'19 that no Non- Tariff Income should be considered for sharing 

by the Generating Companies as it is not a licensed activity unlike that of Transmission Licensees and 

Distribution Licensees. 

5. Para 14.5.2 (f) and 14.6.2 of the Explanatory Memorandum 

14.5.2 (f)  For NTPC stations, it was generally observed that the employee expenses for FY 2016-17 

and FY 2017-18 were on the higher side due to impact of wage revision. During the FY 2016-17, the 

pay revision impact is provided for 3 months (i.e. January 2017-March 2017), while during FY 2017-

18, the same is provided for the entire financial year. This pay revision impact has been separated 

from employee expense during the respective financial year, which works out to INR 1.60 Lakh/MW 

for coal based generating stations and INR 1.38 Lakhs/MW for gas based generating stations. The 

same has been considered while deriving the norms for O&M expenses.  

14.6.2 The Escalation rate computed based on the five -year average of WPI for FY 2013-14 to FY 

2017-18 works out to 1.49%, while that of CPI for the same period works out to 5.76%. Considering 

the 60:40 weightage for WPI and CPI respectively, the escalation rate works out to 3.20%. The 

Commission observes that actual O&M expenses after normalisation during the period from FY 

2013-14 to FY 2017-18 have increased at a rate of approx. 3.31% for coal based generating 

stations… 

Our Views and observations 

It is evident from the above excerpts from the Explanatory Memorandum that the wage revision has 

been considered for arriving at the norms of the O & M expenses, however, it would be appreciated 

that WPI/CPI combination considered for arriving at the escalation rate does not factor such revision. 

Also, it is to be noted that while, such wage revisions happen in blocks of 5 years in CPSUs, such 

escalation is spread and is considered in the Wage revision process of the Private Organisations every 

year instead of such escalation in block of 5 years. Hence, we humbly submit to this Hon'ble 

Commission that escalation rate been proposed in Draft Tariff Regulations for the purpose of O & M 

expenses may be considered for revision and the impact of such Wage revision of CPSUs (which has 

not been factored in the process of working out the annual escalation rates) shall be considered for 

working out revised escalation rates. Hence, for this purpose, we propose to this Hon'ble Commission 

that the Pay Revision escalation may be spread over a period of 5 years by averaging and then adding 

such annual escalation rate to worked out escalation rate of 3.31% as arrived at by this Hon'ble 

Commission and stipulated also in Para 14.6.2 of the Explanatory Memorandum. We have also 

attempted to demonstrate the impact of such wage revision on escalation rate based on random 

assumptions. 



 

In addition to above, in the matter of CPI/WPI weightage, while in our earlier submission dated 31st 

Jan'19 to this Hon'ble Commission, we have requested to increase the weightage of CPI to 60%, 

Through this submission, we would also request this Hon'ble Commission to further increase the 

weightage of CPI to 75% in the mix for arriving at the Annual O & M escalation rate.  

6. Regulation 20.1  

20. Interest During Construction (IDC) and Incidental Expenditure during Construction (IEDC) 

(1) Interest during construction (IDC) shall be computed corresponding to the loan from the date 

of infusion of debt fund, and after taking into account the prudent phasing of funds upto SCOD. 

Our Views and observations 

We are aware that any project involves certain gestation period before commissioning and thus 

certain amount of justifiable IDC is always involved in any project cost and is also acknowledged by 

this Hon'ble Commission in its Tariff Regulations from time to time. It has been noticed that while the 

relevant clauses of Tariff Regulations (from time to time) always stipulate for computation of IDC after 

taking prudent phasing of funds, the clause does not stipulate for factors which are considered by 

Hon'ble CERC for working out the IDC to be approved as a part of approved Capital Cost.  

Such clarified set of factors are required for the entities to closely estimate and monitor the gap of 

their actual IDC viz - a -viz. the likely IDC which may be considered by this Hon'ble Commission for 

approval in Capital Cost. Such factors are also required to bring clarity to the treatment of delay by 

this Hon'ble Commission for various factors like: 

� Delay due to Controllable factors 

� Delay due to Un-Controllable factors 

� Impact of duration of such delay 

� Impact of the phase of delay whether the delay is in initial phase, intermediary phase or 

advanced phase of the project. 

Hence, we humbly submit to this Hon'ble Commission to kindly include an elaborated methodology 

and the factors which are considered by Hon'ble CERC for approval of IDC and determination of Tariff. 

7. Regulation 30(2) (i) 

(2) Return on equity shall be computed at the base rate of 15.50% for thermal generating station, 

transmission system including communication system and run of the river hydro generating station, 

and at the base rate of 16.50% for the storage type hydro generating stations including pumped 

storage hydro generating stations and run of river generating station with pondage: 

Provided that: 



i. Return on equity in respect of additional capitalization after cut off date within or beyond the 

original scope shall be computed at the weighted average rate of interest on actual loan 

portfolio of the generating station or the transmission system;  

Our Views and observations 

In addition to our earlier submission dated 31st Jan'19 to this Hon'ble Commission through which we 

have insisted for allowing full Return on Equity at 15.5% for all approved additional capitalisation after 

cut-off date instead of allowing it at weighted average rate of interest on actual loan portfolio, we 

would like to further strengthen our view by drawing attention of this Hon'ble Commission to the 

described below element. 

Proposal of allowing Return on additional capitalisation at weighted average rate of interest on actual 

loan portfolio implies that it is being assumed that the developer would be able to secure long term 

debt financing upto 100% for all such additional capitalisation projects. While, in our earlier 

submission we have reserved our stand that such assumption is completely unrealistic and the fact 

that it will push up the cost of debt to such an extent that may lead to overall cost increase for 

consumers, without prejudice to our such submission we would like to further submit that while loan 

capital is repaid back, equity is never repaid and hence attracts higher returns, in case Hon'ble 

Commission still considers RoE on additional capitalisation at weighted average rate of interest on 

actual loan portfolio treating equity as loan, then Hon'ble Commission should also adopt a balancing 

approach for allowing additional depreciation for equity part of such additional capitalisation as 

depreciation is considered as deemed repayment for such long term loans over and above the 

allowable depreciation. Hence, we submit that under such assumption it would be appropriate to 

allow the developer to recover the depreciation for such additional capitalisation amount at stipulated 

rates as per Appendix I plus additional depreciation of 25%/12 = 2.08% on equity portion (for a period 

of 12 years) or the amount arrived at by spreading the balance depreciable value over the balance 

useful life of the project, whichever is higher. Also, there would be requirement of a clarity that what 

should be the RoE for situations where the generating company does not obtain or is left with any 

actual loans. 

In view of such above complexities, we again humbly submit to this Hon'ble Commission that all equity 

(upto normative level of 30%) infused in all approved Capital Investments should be allowed to recover 

post tax RoE in tune of 15.5% or the rate (post tax RoE) which Hon'ble Commission may decide for the 

Original Project Cost, whichever is higher. 

8. Regulation 35 

Our Views and observations 

In the matter of normative O & M expenses, in addition to our earlier submission dated 31st Jan'19 to 

this Hon'ble Commission, we would like to further submit that it is known that currently many 

generating stations do not have a separate Sewage Treatment Plant and accordingly the current norms 

of O & M expenses does not provide for such additional costs required for operating such Sewage 

Treatment Plants. Hence, for any such future instance of Enforcement of any law/statute in the matter 

compelling the generating companies to make such additional investments, we humbly submit that 

Generating Companies should be allowed to approach this Hon'ble Commission for approval of 

additional Fixed Cost and additional Variable Cost (if any) in lieu of such additional capitalisation 

required for complying to such statutes.  

9. Regulation 10(7) & 13(4) 

 



10 (7) The difference between the tariff determined in accordance with clauses (3) and (5) above 

and clauses (4) and (5) above, shall be recovered from or refunded to, the beneficiaries or the long 

term customers, as the case may be, with simple interest at the rate equal to the bank rate 

prevailing as on 1st April of the respective year of the tariff period, in six equal monthly instalments. 

 

13 (4) After truing up, if the tariff already recovered exceeds or falls short of the tariff approved by 

the Commission under these regulations, the generating company or the transmission licensee, 

shall refund to or recover from, the beneficiaries or the long term customers, as the case may be, 

the excess or the shortfall amount along with simple interest at the rate equal to the bank rate as 

on 1st April of the respective years of the tariff period in six equal monthly instalments. 

Our Views and observations 

Regulation 10(7) and 13(4) of proposed Tariff Regulations stipulate for a mechanism of settlement of 

tariff subsequent to issuance of Final Tariff Order and True Up Order for a Tariff Period. While, such 

Regulations specify for recovery or refund of the settlement amount among the beneficiaries in six 

equal monthly instalments, it does not clearly specify the timeline for which such carrying cost shall 

be calculated in the event of such six monthly instalments. The number of instalments may be limited 

to 6 but not fixed at 6, i.e. party obliged to pay may choose to pay back in upto six instalments starting 

not beyond 3 months from the date of Order. 

We understand that carrying cost on such differential amount i.e the difference between the earlier 

billed amount and the revised Bill amount as per the Final Order/True-up Order shall be computed 

from the date of earlier original bill at previously approved tariff till the date of first instalment arrears 

bill at revised tariff. For the subsequent Instalments, the carrying cost shall be computed on the 

balance differential amount (i.e Initial differential amount less the partial differential amounts already 

paid through subsequent instalments) from the date of last Instalment Invoice till the date of 

subsequent Instalment Invoice. We have attempted to demonstrate such understanding with the help 

of following Illustration. 

 

Hence, based on the above, we humbly request to this Hon'ble Commission to kindly include 

appropriate clarification to Regulation 10(7) and 13(4) of proposed Tariff Regulations along with an 

illustration working demonstrating such principle. 

  

Parameters Assumptions

Applicable Interest Rate p.a 9%

Differential Bill Amount till Issuance of Tariff 

Order Date (incl. Carrying Cost till Date of 

Order)

120

Date of Order 26-12-2018

Parameters UoM

Date of Installment Invoice dd-mm-yyyy 05-03-2019 04-04-2019 04-05-2019 03-06-2019 03-07-2019 02-08-2019

Amount on which Carrying Cost is to be Paid Rs Crs 120 100 80 60 40 20

Days for which Carrying Cost is to be 

computed 
No. of Days 69 30 30 30 30 30

Carrying Cost computed till Date of 

Instalment Invoice Date
Rs Crs 2.042 0.740 0.592 0.444 0.296 0.148

Installment Amount to be adjusted Rs Crs 20 20 20 20 20 20

Balance Differential Amount to be adjusted Rs Crs 100 80 60 40 20 0

Net Amount to be Billed in the current 

Installment Invoice
Rs Crs 22.042 20.740 20.592 20.444 20.296 20.148

Instalment Amount Computation



 

 

 

 

 

 

 

 

 

 

 

 

ANNEXURE 1: RESPONSE OF POWERLINKS IN THE MATTER OF 

TRANSMISSION MAJORATION FACTOR DATED 19TH MAY 2017 
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