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

5. Treatment of Foreign Exchange Rate Variation (FERV)
The existing regulations on terms and conditions of tariff provide that every generating company and transmission licensee shall recover FERV on  year-to-year basis as income or expense in the period in which it arises. Recoveries from or payments to the beneficiaries on account of FERV are done directly. The Commission has so far not allowed hedging of foreign loans.  The tariff policy says that FERV risk shall not be a pass through.  It further provides that appropriate costs of hedging and swapping of loans to take care of foreign exchange variations should be allowed for the debt obtained in foreign currencies.  Recently, Indian Rupee has proved to be a strong currency vis-à-vis other currencies and has appreciated substantially against US Dollar.  The trends are that this position may continue in future as well. In view of this, the following issues need to be deliberated and addressed, while framing the terms and conditions for determination of tariff:     
 (i) Whether the present arrangement should continue and FERV risk shall be made as pass through? Or   (ii) Whether the hedging/swapping be allowed and if so, costs associated with hedging and swapping be allowed for debt obtained in foreign currencies and the resultant benefits, if any, be passed over to beneficiaries/consumers? 

Comments/ Suggestions
	Sl.
No.
	Respondent
	Comments/ Suggestions



	
	1.  SERCs
	

	1.1
	West Bengal ERC (No. WBERC/A-3/4/ 1718  dt. 07.01.08)
	(ii) Hedging may be acceptable.



	1.2
	Rajasthan ERC (No.RERC/Secy./405(5)/1034 dt. 16.01.08)

	(ii) Hedging may be acceptable.



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

	(ii) Hedging/ swapping may be acceptable.



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

	(ii) Hedging/ swapping may be acceptable.



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

	

	1.6
	Assam ERC  (No.AERC.48/2003/257  dt.25.01.2008)
	Continue Present practice  -  hedging/ swapping may be considered if it helps reduction of tariff.

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


	(i) Yes

(ii) Hedging /swapping may be allowed – with a condition if the net benefit is positive then it should be shared in a ratio fixed by the Commission, but if the net benefit is negative then it shall be fully borne by the utility. 

	
	
	

	
	2.  Governments
	

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

	Continue Present practice  -  rupee is becoming stronger day by day with respect to US dollar.


	2.2
	Govt. of West Bengal, Deptt. Of Power & NES  (No.17-Power/II/1R-22/2007 dt. 30.01.08)
	(ii) Hedging may be acceptable.



	
	
	

	
	3.  Central Sector
	

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

	(ii) Hedging/ swapping may be allowed and  Costs & Benefits shall be on account of generators                                                                                                                   (1) (i) It is in line with Tariff Policy;  

(ii) if normative cost of debt is adopted, FERV risk will be in built;  

(iii) As hedged cost of FC loan is almost equivalent to cost of domestic loan, same normative cost of both domestic and foreign loan should be considered.;  

(iv) FERV recovery from SEBs is delayed.                  


	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 approach   

(1) (i) Forward cover for the entire foreign debt in one instance not possible;   

(ii) In case of phase hedging, sequencing of the loans will be a problem;

(iii) this ma not result in least cost option to the customers.

(2) A mechanism to allow roll-over of the swapp beyond the 5 yrs tariff period considering the rate differential in obtaining the required cover at different point in time needs to be incorporated/ clarified.



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

	(ii) Hedging/ swapping may be allowed                                                                                                                
(1) (i) It is in line with Tariff Policy;  

(ii) In long-term unhedged foreign debt may e exposed to adverse FERV;  (iii) In 11th plan more foreign debt will increase significantly;   

(iv) Essential for cushioning tariff shock.          


	3.5
	Narmada HEDCL
(No. NHDC/1/Comm/

12/08/762 dtd.17.01.2008)

	(ii) Hedging may be acceptable.



	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)

	(i) Present practice with quarterly recovery instead of present practice of block recovery one a year.                                                           

(ii) Hedging/ swapping may have to be adopted in view of the requirement of the Tariff Policy.

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


	As existing.
(1) Hedging / swapping loans should be allowed and the costs to be made pass through

	
	
	

	
	4.  State Sector
	

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

	(ii) Hedging of FERV.                                                                                                                                                                                                
(1) It is in line with Tariff Policy and present market scenario also demands this.



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

	(ii) Hedging may be acceptable.



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

	(ii) Tariff Policy says that, "FE variation risk shall not be pass through".                                                                        
(1) In case of ROCE, there will be no need of distinguishing between domestic funds and foreign fund, and hence no need of FERV treatment.



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

	(i) Continue existing method                                                                                                                                     
(1) (i) Situation of INR and other currencies appreciating against US$ may not continue for long;   

(ii) As such, hedging/ swapping is associated with a lot of risk.



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

	

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

	(i) Continue existing method                                                                                                                                    
(1) Rupee value vis-à-vis US$ is ascending.                                                                                                                                                                   



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

	(i) Continue existing method    - power sector companies not to run as treasury house for management of FERV.



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

	(1) In case of ROE:  FERV is not to be pass through                                                                                                                                     (2) In case of ROCE:  FERV is to be pass through  



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

	Continue Present practice  



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

	Continue Present practice  -  this was discussed by CERC in a petition filed by NTPC  PGCIL..


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


	(2) In ROCE: no need to distinguish between domestic and foreign loan; FERV is not a pass through.

(3) In ROE: cost of hedging and swapping is not to be made passed through.

	
	
	

	
	5.  SEBs
	

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


	(ii) Hedging may be acceptable.



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

	Continue Present practice  -  rupee is becoming stronger day by day with respect to US dollar.


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

	Hedging may be acceptable                                                                                                                                         
(1) (i) Rupee appreciation may continue at the present rate for some time;   

(ii) Hedging will protect exchange risk and will offer a firm tariff.                                                                                                                                                 (2) (i) for Old assets: consider normative loan as most of the loan have been repaid;    

(ii) for New asset: revise outstanding loan an the date of hedging considering the exchange rate - then adjust the project cost - this will lower the cost of hedging  (???).


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

	Continue Present practice  -  rupee is becoming stronger day by day with respect to US dollar.


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



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


	Hedging / swapping may be allowed as passed through. (option – ‘b’).
(4) INR is emerging as strong currency.

	
	
	

	
	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)

	Continue Present practice with an additional provision for allowing cost of Hedging/ swapping also be considered as a part of the expenses for the proposed tariff.                                                                                                          (1)  This will help developer to find an ideal mix of hedge/swap exposure on account of the forex.                               

(2) If FERV is not allowed, project cost at initial stage may increase due to high risk.                                                 

(3) (i) Power project is expected to have long term debt (12-15 yrs.);  

(ii) Fore market ha not developed and matured to cover risk for all currencies; 
(iii) Hedge/swap is allowed in US$ only and hence may not be very cost effective for all cases and may not even be available in some cases.

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

	

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

	Continue present practice.                                                                                                                                                                                           
(1) (i) As consumer enjoys the benefit of lower interest rate on loan availed from foreign market, they should bear the risks too;  

(ii)  As cost of debt is calculated on actual on a case to case to basis, so FERV should also be a pass through.                                                                                                                                                                  (2) As whole of the earnings of power companies are in INR, the FE risk can not be borne by them.                                                          

(3) (i) Normally hedging is available for short tenors;   

(ii) Hedging cost for long tenure is very high;  

(iii) Hedging will not benefit the consumers as hedging cost will be proxy for anticipated Rupee devaluation plus a mark up;  

(iv) In case cost is to be borne by the developer, the project will not be attractive unless he is compensated through higher return;  

(v) For existing loans, devaluation (FERV) till date can not be hedged.



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

	(ii) Hedging/ swapping may be acceptable.



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

	(ii) Hedging/ swapping may be allowed                                                                                                                


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

	(ii) Hedging may be acceptable                                                                                                                                    
(1) In case of ROCE, cost of debt will be included in ROCE and FERV shall be at the discretion of the promoters.    

(2) In ROE, hedging/ swapping is acceptable, as is advocated by the tariff policy, but: 

(i) gains to be shared equally between the investors and the beneficiaries;  

(ii) Losses to be to the account of the investors.



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

	

	
	
	

	
	7.  Other Orgn.
	

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

	(ii) Hedging may be acceptable.



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

	7.3
	BEE  (No. 38365 dtd.14.01.2008)

	(i) Continue existing method    for simplicity and as it is not proven that hedging will result in lower cost.



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

	(1) for Existing  Projects: hedging/ swapping are preferred                                                                                                                      (2) for New Projects: reimbursing FERV separately does not arise if ROCE is applied.



	7.5
	IDFC   (No. Nil   dtd. 25.01.2008)

	Allow option to the investors to hedge or pass through actual FERV                                                                       
(1) hedging may be allowed based on adequate documentary evidence and FERV may be allowed for the balance.



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

	(1) In case of ROCE: continue existing practice                                                                                                    (2) In case of ROE: continue existing practice


	7.7
	TERI (No. Nil dtd. 09.01.08)

	(ii) Hedging may be acceptable.



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

	Hedging mechanism to take care of exchange rate risk as well as interest rate risk.                                                                                         

(1) (i) Rupee have appreciated only in last 7 months- in long run till 2014 scenario may not be same; 

(ii) 2nd phase of capital Account Convertibility falls in May'2009 and Final phase falls in 2011.                                                                                                                               (2) (i) Generating companies have other currencies;  

(ii) EURO appreciated by about 15% in last 6 months, so is Swiss FRANCS. In 2005 LIBOR was around 1.2% and rose to 6% in 18 months.                                                                                                                             
(3) Loans have to be appropriately benchmarked with the exchange rate as well as interest rate risk and hedging should take place only if benchmark is likely to be hit; Companies should protect their bottom-line and use risk as 
an opportunity.                                                                                                                                                            
(4) With Indian Forex Market getting integrated with the global market day by day, a lot of volatility will be there and proper hedging mechanism is must.



	7.9
	Prayas Energy Group (No.2008/PEG/7 dtd.17.01.2008)
	(ii) Hedging of FERV.                                                                                                                                                                                                (1) In order to ensure that consumers are not saddled with huge costs due to imprudent hedging/ swapping, the liability of consumers should be capped.

	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)
	(ii) Hedging may be acceptable.



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


	

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


	

	
	
	


