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

10. Interest on Working Capital (IOWC)
Comments are invited in regard to treatment of IOWC, viz.      

(i) Whether working capital is to be calculated by taking into account both current assets and 
current liabilities, or the existing method of considering only current assets is to be continued?        

(ii) Whether amount and stock of fuel oil/O&M expenses/maintenance spares/receivables specified in the existing regulations should continue or, any change is required?       

(iii) Whether maintenance spares should form a part of the working capital along with O&M expenses in the existing methodology is to be continued?  

(iv) Whether stores and spares /repairs & maintenance / employees cost, insurance, security and most of the sub-elements under administrative expenses and most of the sub-elements under corporate office expenses  included in O&M expenses should form a part of the working capital?         

(v) Whether instead of providing it separately an additional mark-up in terms of percentage may be added up to the ROE or ROCE, as the case may be, to take into account the requirement of IOWC?

(vi) In case ROCE approach is applied, whether net working capital can be a part of the Regulatory Asset Base instead of providing it separately?

Comments/ Suggestions
	Sl.
No.
	Respondent
	Comments/ Suggestions



	
	1.  SERCs
	

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

	(i) Need not be based only on the cost elements allowed in the estimated ARR     
(ii) & (iii) & (iv): Certain percentage of the ARR, reduced by the amounts of returns, depreciation and DRE can be considered as the need of WC.       
(v) & (vi):  under ROCE: No scope of allowing IOWC as CE includes WC; under ROE: preferable to allow interest on normative WC.



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

	Fuel Stock: Fuel stock for both pit head and non pit head stations may be reduced to 15 days; actual fuel stock is far less than that allowed in the tariff;   Other elements like O&M expenses, maintenance spares and receivable: may continue as existing.

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

	(i) Consider CA & CL.                                                                                                                                                             
(ii) Consider  -  Restrict (a) Cost of coal:  to 15 days for pit head and 1 mo. for non pit head;   (b) Cost of secondary fuel/ oil:  to 1 mo.;  (c) Receivables: to 1 mo. as payments are made in time to receive rebate.                                                                                                                                                                                                     
(iii) maintenance spares should not be considered along with O&M expenses on normative basis as the O&M expenses itself might include maintenance spares;                                                                                                                                                                                                                                                                                                                                                                            

(iv) All sub-items may be included; O&M expenses may be reworked based on actual of previous years and can be adopted in the WC computation for the future years.                                                                                         
(v) Mark up may be considered under ROCE approach.                                                                                                      (vi) In case of ROCE NWC may be considered as a part of regulatory asset.  



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



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

	(i) Consider CA & CL.                                                                                                                                       
(ii) Continue existing norms                                                                                                                              
(iii)Yes.                                                                                                                                                                      
(iv) Yes.                                                                                                                                                                      
(v) No.                                                                                                                                                                            
(vi) Requires further deliberation.                                                                                                                                                  



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

	(i) Consider existing practice as in electricity business recovery cycle has a specific time frame and almost all CL are to be met prior to the generation.                                                                                                                                       
(ii) Receivables: may be reduced to 45 days as payment is made through LC.                                                                                          
(iii) Maintenance spares @1% of GFA be considered as part of O&M expenses.                                                                                                                                                                      
(iv) (a)Stores and spares: should not be considered as a part of the working capital;  (b) Corporate office expenses other than employees cost  : should not be considered as a part of the working capita.                                                                                                                                                                      
(v) Mark up may be considered.                                                                                                                                                                        

(vi) In case ROCE approach, working capital can be considered as a part of the Regulatory Asset Base.

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


	Practice of allowing notional IOWC should be discontinued as the internal fund has come to the utilities from the tariff in the past. Thus only actual IOWC, subject to prudence check, should only be allowed.

(i) Consider both CA & CL.

(ii) May be reviewed from time to time.

(iii) To the extent necessary for one working capital cycle should form part of the WC.

(iv) Yes; all the elements mentioned to the extent necessary for one working capital cycle should form part of the WC.

(v) In case of ROE: No additional mark up to be added and should be provided separately. 

       In case of ROCE: No need to provide any mark up as entire

        capital employed is considered.

(vi) Yes; in case of ROCE NWC should form a part of Regulatory Asset Base.

	
	
	

	
	2.  Governments
	

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

	(i) Consider CA as determination of normative CL may not be possible.                                                                                                                                       
(ii) Continue existing norms except for coal (15 days for pit head and 1 mo. for non pit head)                                                                                        
(iii)Yes.                                                                                                                                                                      (iv) Yes.                                                                                                                                                                      
(v) Continue existing.                                                                                                                                             
(vi) Continue ROE with pre-tax rate.                                                     



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

	(i) be based on the cost elements allowed in the estimated ARR - as realistic assessment of CA & CL will be hardly possible.                                                                                                                                                                       (vi):  under ROCE: No scope of allowing IOWC as CE includes WC;   under ROE: preferable to allow interest on normative WC.

	
	
	

	
	3.  Central Sector
	

	3.1
	NLC Ltd. (No.NLC/CGM/Comml./Tariff 2009/Fin.norms/'08  dtd.18.01.2008)
	(i), (ii), (iii), (iv) & (v): as per existing provisions.       

(vi); In case of ROCE, WC can be a part of regulatory asset base.



	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)

	(1) (i) Normative WC requirement linked to capital cost of the station;

(ii) Hybrid norms linked partly to capital cost and partly to Annual Variable Charges can also be examined;

(iii) This is because a significant of WC is related to fuel which varies widely from station to station; 

(2) There should be provision of adjustment of WC with respect to change in interest rate (as on SBI PLR rate on 1st April of each year) and increase in fuel price. 

(3) Provision for payment of i. tax in advance should be kept in WC, as it not possible to implement tax escrow mechanism on account of operational difficulties.



	3.4
	DVC  (No.DCE/Tariff/(CERC)/T3-3331 dtd.21.01.2008)
	Not to be consolidated with ROE or ROCE: cost of long term and short term fund are different    


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

	(1) Continue existing norms and methodology                                                                                                          (2) Loss of interest due to delay in reimbursement of taxes by the beneficiaries may be safeguarded considering the tax amount at a normative rate as a part of WC.



	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 methodology   - since IOWC constitutes a very small portion of total tariff.


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


	As existing.

	
	
	

	
	4.  State Sector
	

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

	(i) WC should include CL - it is as per accounting norms followed by ICAI; Actual WC with a specified norms for CA & CL is to be calculated; Banking norms of considering 75% of CA may be considered.  
(ii), (iii) & (iv): to be included.                                                                                                                               
(v) In case actual WC with normative interest rate is not adopted, ROCE with a mark-up may be considered     

(vi) Net WC can be treated as part of regulatory asset base 



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

	(i) Continue existing method. 
(ii) maintenance spare: may be increased to 3% for thermal and 1% for hydro;  



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

	(i) Continue existing method.                                                                                                                                 
(ii) Consider  -  (a) For coal based or lignite-fired : Cost of coal or lignite for 15 days for pit head and 30 days for non pit head;   

(b) For GT/ CC thermal P.S: No Fuel Stock;  For Liquid Fuel thermal P.S: 15 days fuel stock;       

(c) Receivables: 45 days of fixed and variable costs for sale of electricity calculated on target availability or actual availability achieved in the previous year whichever is lesser.                                                                                          (iii) Maintenance spares should not be considered;                                                                                                    (iv) All sub-items should be included.                                                                                                                       
(v) No mark up: keep IOWC separately and is not to be mixed with ROCE as cost of short-term and long-term 

funds are different.                                                                                                                                                        
(vi) Regulatory asset not be clubbed with net WC. 

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

	(i) Existing methodology.                                                                                                                                                     
(ii)  Fuel cost: 1mo. for pit head and 11/2 mo. for non pit head G.S - as it is hardly maintained;  Secondary oil: only 11/2 mo. corresponding to target availability;                                                                                                        (iii) maintenance spares should not be considered during first 5 yrs as cost of initial spares is included in the capital cost.                                                                                                                                                                        



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

	May be totally avoided - as the amount involved is not significant and in order to make calculation simpler.


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

	(1) Continue existing norms and methodology                                                                                                          (2) Cost of spares in WC is not justified as capital cost includes reasonable amount of capitalized initial spares..



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

	(i) Consider CA & CL.                                                                                                                                       
(ii) Continue existing norms                                                                                                                              
(iii)Yes.                                                                                                                                                                      (iv) Yes.                                                                                                                                                                      
(v) Existing methodology.                                                                                                                                                                            
(vi) IOWC to be provided separately.                                                                                                                                                  



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


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

	IOWC can be linked to some credit rating norms for the utility to be fixed by the regulator and benchmarked interest rate.                                                                                                                                                                           (i) Consider net current assets.                                                                                                                                      
(ii) Continue existing norms                                                                                                                               
(iii) Yes.                                                                                                                                                                     
(iv) Yes.                                                                                                                                                                      
(v) Continue existing.                                                                                                                                             
(vi) Allow separately.                                                                                                                                                 



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

	(1) Maintenance spares:  @1% of the capital cost on the DOCO escalated @6%p.a thereafter.                                    

(2) Level of inventory:  as allowed under regulation is not actually maintained by the utilities- to be reviewed.               

(3) (i) Fuel cost: 1mo. for pit head and11/2 mo. for non pit head G.S corresponding to target availability;  

(ii) Secondary oil: only 1 mo. be permitted as actual requirement is around 0.5ml/kwh and can be obtained at short notice;  

(iii) Liquid fuel: 1/2 mo. limited to storage capacity.

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


	Exclude WC concept 
(1) There is improvement in the liquidity/cash flow position of the entities. 

	
	
	

	
	5.  SEBs
	

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


	(i) Continue existing method.   

(ii) Continue existing provisions.      

(iii) & (iv) Should not form part of WC.           

(v) Proposed provision is not acceptable.      

(vi) Proposed provision is acceptable.  



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

	(i) Consider CA as determination of normative CL may not be possible.                                                                                                                                       
(ii) Some check should be provided to ensure that the stock of fuel as provided is as actually maintained or not.                                                                                          (iii)Yes.                                                                                                                                                                      (iv) Yes.                                                                                                                                                                      
(v) No. 

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

	(i) Consider NWC.                                                                                                                                                             
(ii) (a) O&M expenses: PSUs use to avail credit from suppliers;   

(b) Cost of secondary fuel/ oil:  to 1 mo.;  

(c) Receivables: receivables along with rebate for prompt payment should be dispensed with and surcharge to be levied from 3rd day of submission of the bill;                                                                                                                             (v) mark up may be considered under ROCE approach; under ROE it will create difficulty due to varying equity component.                                                                                                                                                                                                                                                                                                                                                                                                                                                           



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

	(i) Consider CA as determination of normative CL may not be possible.                                                                                                                                       
(ii) Continue existing norms except for coal (15 days for pit head and 1 mo. for non pit head)                                                                                        

(iii) Yes.                                                                                                                                                                     
(iv) Yes.                                                                                                                                                                      
(v) Continue existing.                                                                                                                                             
(vi) Continue ROE with pre-tax rate.                                                                                                                                                  



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


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


	xx

(i) Consider both CA & CL for WC.

(ii) As existing.

(iii) As existing.

(iv) Yes.

(v) Provide IOWC on actual basis as pass through.

(vi) xx

	
	
	

	
	6.  Pvt. Sector
	

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


	(i) WC should include CL as a negative item- CL is a spontaneous source of fund, the cost of which is already factored in the cost of item procured; Consumer should not be made to pay twice i.e. once through higher price of the item as well as by not receiving credit for the CL;    

(v) No rationale to include a mark-up - WC and its financing is totally independent of the ROE.      

(vi) WC not to be treated as part of regulatory asset base - Traditionally in financial planning, WC structure is different from fixed capital structure; lending institution rate and evaluate the WC financing separately from that of fixed asset financing.  



	6.2
	Torrent Power (No. Nil dtd.11.01.2008)

	(1) Continue existing norms and methodology                                                                                                          (2) Interest rate: link to PLR on 1st April of each relevant year.



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

	(iii) Spares should continue to be a part of WC along with O&M expenses. Spares should also be allowed on the additional capital amount after DOCO.



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

	(i) Continue existing method .   

(ii) maintenance spares too should be considered;  O&M Expenses: consider the effect of ageing as with age O&M expenses increases due to higher requirement of maintenance, higher price of spares and change in import duty for imported spares against project duty for spares purchased with main equipments;  

(iv) cash expenses on administrative and corporate services should not form part of WC.  

(v) No mark up: cost of long term and short term fund are different    

(vi) Regulatory asset may not be clubbed with WC.  



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

	(i) CL is negated through the rebate for payment of bills.                                                                                                                                                                                                                    (iii) existing methodology;                                                                                                                                  
(iv) Include;                                                                                                                                                         
(v)existing methodology;                                                                                                                                         
(vi) keep separately.


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

	An expert committee with suitable representative from stakeholders should be formed to look into all the aspects for determination of IOWC margin and also to decide their ceiling limit for such interest.  



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

	(i) Consider CA only as credit received is negligible.                                                                                                                                       (ii) Level of maintenance spares be revised suitably considering heavy demand-supply of capita goods and price rise.                                                                                                                                                                     
(iii) Maintenance spares should not be clubbed with O&M  as its usage and volume are unpredictable.                                                                                                                                                                     
(iv) Yes, should form part of O&M as these are running expenses and credit is not available.                                                                                                                                                                    
(v) mark up is not appropriate , should be allowed on actual basis  -  WC is a volatile phenomenon and keeps on changing depending upon the operation of the plant; in ROE, return is allowed on post-tax basis but IOWC is tax                                                                                                                                                 

deductible;  cost of the fund is different.                                                                                                                                                                      
(vi) IOWC to be provided separately on actual basis - under tariff determination principles, regulatory assets is to be compensated over a period of 3 yrs but equity is non-refundable and long term fund ranges from 8-10 yrs.



	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)
	(1) Additional mark-up in terms of percentage.                                                                                                         (2) Otherwise consider both CA & CL for WC calculation.

	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)

	(i) Consider both CA and CL.                                                                                                                                       
(ii) Review existing norms except                                                                                                                     
(iii) No.                                                                                                                                                                     
(iv) Include- all expenditure related to generation; Exclude- all expenditure related to operation.                                                                                                                                                                      
(v) (1) for Existing Projects: continue existing practice;
2) For New Projects:  in case of ROCE, IOWC shall be factored in.                                                                                                                                                                  
(vi) In case ROCE approach, working capital can be considered as a part of the Regulatory Asset Base.   

	7.5
	IDFC   (No. Nil   dtd. 25.01.2008)

	

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

	(i) Consider normative CA & CL.                                                                                                                                 
(ii) Consider  -  (a) For coal based or lignite-fired : Cost of coal or lignite for 15 days for pit head and 30 days for non pit head corresponding to target availability (as primary objective of locating the project is to avoid huge transportation cost and ensure reliable delivery within shorter period on account of proximity to fuel source);   

(b) For GT/ CC thermal P.S: Not required as there is no actual storage of fuel oil;  

(c) For secondary fuel: 15 days fuel stock;                                                                                                  
(iv) (a) administrative expenses and corporate office expenses  included in O&M expenses should not form a part of the working capital;   

(b) Employees cost, contractor cost, etc where payment is made after expiry of certain period:  may also be excluded.                                                                                                                            (v) No mark up is required                                                                                                                                       

(vi) RoR is to be suitably adjusted for IOWC as NWC is a part of the CE in ROCE.



	7.7
	TERI (No. Nil dtd. 09.01.08)

	(i) Should be as per accounting norms taking into account both CA and CL.                                                                                                  
(ii), (iii) & (iv): as per accounting norms.



	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)

	(1) Boot vs. BOO approach: the full cost of new projects including the cost of land is borne by the consumers. In order to ensure that consumers benefits from any appreciation in the value of land, all new projects should be built on a BOOT basis.                                                                                                                                                  
(2) Fuel cost & O&M cost:  CERC should include these items as these costs and associated escalation factors have a large effect on the tariff. (i) Fuel Cost: Data on the actual fuel cost paid by the developers are not readily available; CERC should make efforts to assess the actual fuel cost;   (ii) O&M Cost: CERC should evaluate the base value and the escalation factors so that developers have an incentive to reduce O&M costs.



	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)

	(i) Consider CA & CL.                                                                                                                                        
(ii) (1) Fuel oil- A fresh study needs to be carried out to ascertain whether amount of fuel stock notified in the current regulations is near to the amount of fuel stock being actually maintained by the Generators as at some of the stations, the maximum stocking capacity is much less than the norms specified by the Commission.                                                                                                                                                             (2) Components of O&M expenses                                                                                                                            
Stores and spares -are required to be stocked and, as such there is a need of w/c. But this is included under the head maintenance spares in working capital. As such, need of w/c does not arise.
Repairs & Maintenance - Small repairs & maintenance works are normally carried out departmentally and major works are contracted out.  In case of repairs carried out departmentally, labour is already included with the employees cost and materials utilized is included with spares and consumables. In case of contracted works, payment is mostly done after successful completion of works. As such need of w/c does not arise.
Employee’s cost- employees cost, insurance, security and most of the sub-elements under administrative expenses are normally paid at the end of a period and as such no w/c is required to be maintained against these components. Same is the case with most of the sub-elements under corporate office expenses. As such need of w/c does not arise.
Maintenance spares: There is a need of w/c for this element. But a study may be carried out to ascertain the following:
(a) Actual Stock maintained by the utilities over a period of last 6 (six) months in terms of Value and Period.

(b) Minimum Order Level in terms of Value, Quantity and Period.                                                                                      Commission would like to note that the existing method of providing maintenance spare at the rate of 1% of historical cost (COD cost) along with annual escalation of 6% has already resulted in increase to the tune of 100% to 150% during 2004-09 in comparison to level of maintenance spares provided in tariff by this very Commission for the year 2003-04.                                                                                                                                                            Receivables: The receivables accrue not on the first date of the month but consistently over the 30 days of the month. As such, the period may be brought down to 45days from that of 60 days. Also, a study may be carried out to ascertain the actual period and amount of receivables over the last 12 months.                                                     

(iii) To avoid duplication maintenance spares shall be removed from O&M if a separate head is being provided under working capital.                                                                            
(iv)  Please refer to comment under O&M above                                                                                                                                                                       
(v) provide it separately                                                                                                                                             
(vi) not in favor of ROCE approach 



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


	

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


	(1) Tighter norms for fuel consumption and working capital be built in to.

	
	
	


