National Electric Power Regulatory Authority

Islamic Republic of Pakistan
2nd Floor, OPF Building, G-5/2, Islamabad
Ph : 9206500, 9207200, Fax : 9210215
E-mail: registrar@nepra.org.pk

Registrar

No.NEPRA//TRF-134/AES-2009/945-947
November 26, 2009

Subject: Tariff Determination in the matter of Tariff Petition filed by AES Pakistan
(Pvt.) Ltd. [Case # NEPRA/TRF-134/AES-2009]
Intimation of Determination of Tariff pursuant to Section 31(4) of the
Regulation of Generation, Transmission and Distribution of Electric Power Act

(XL of 1997)

Dear Sir,

Please find enclosed the subject Determination of the Authority along with Annexure-
I, I1 (29 pages) in Case No. NEPRA/TRF-134/AES-2009.

2. The Determination is being intimated to the Federal Government for the purpose of
notification of the approved tariff in the official gazette pursuant to Section 31(4) of the
Regulation of Generation, Transmission and Distribution of Electric Power Act (XL of 1997)
and Rule 16(11) of the National Electric Power Regulatory Authority Tariff (Standards and
Procedure) Rules, 1998.

3. Please note that only Order of the Authority at para 5 of the Determination relating to
the reference tariff, adjustments & indexation along with Annexure-[ & 11 needs to be notified
in the official gazette. The Order is reproduced for the purpose of clarity and is attached
herewith.

Enclosure: As above

———

Registrar

The Secretary

Cabinet Division
Government of Pakistan
Cabinet Secretariat
[slamabad

CcC:
1. Secretary, Ministry of Water & Power, Islamabad.
2. Secretary, Ministry of Finance, Islamabad.
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ORDER OF THE AUTHORITY

IN CASE NO. NEPRA/TRF-134/AES-2009
TO BE NOTIFIED IN THE OFFICIAL GAZETTE
Pursuant to Section 31 (4) of the Regulation of Generation, Transmission and
Distribution of Electric Power Act, 1997 read with Rule 16 (11) of NEPRA
Tariff Standards and Procedure Rules, 1998, the National Electric Power
Regulatory Authority (hereinafter “the Authority”) has determined the
following reference tariff of AES Pakistan (Private) Limited (hereinafter the
‘the Petitioner”):

Reference Tariff (Feasibility Stage)

Tariff Components l Year 1to 14 ] Year 15 to 30 l Indexation
Capacity Charge PKR/kW/Hour)
O&M Foreign 0.1398 0.1398 US$ /PKR & US CPI
O&M Local 0.1398 0.1398 WPI
Cost of Working Capital 0.0648 0.06438 KIBOR
Insurance 0.0913 0.0913 US$ /PKR
Debt Service - Foreign 0.9927 -—-- LIBOR
Return on Equity 0.5542 0.5542 US$ /PKR
ROE during Construction 0.2265 0.2265 US$ /PKR
Total Capacity Charge 2.2090 1.2163
Energy Charge on Operation on
Imported Coal Rs/kWh
Fuel Cost Component 2.1611 2.1611 } Fuel Price
Variable O&M
Foreign 0.0286 0.0286 US$/PKR & US CPI
Local 0.1145 0.1145 WPI

Note:
(@) The above Reference feasibility stage tariff shall be adjusted at Engineering Procurement and
Construction (EPC) Contract stage.

(b) The Reference tariff adjusted at EPC stage shall be further adjusted at the time of Commercial
Operation Date (hereinafter “COD”) based on the Initial Dependable Capacity and Net Thermal
efficiency test jointly carried out by the Central Power Purchasing Agency (CPPA) of the National
Transmission and Dispatch Company (NTDC), the Petitioner and in the presence of Authority’s
representatives.

(c) The above mentioned reference tariff has been calculated on the basis of Net Contracted Capacity
of 1200 MW and benchmark annual energy production of 10,514 GWh.

(d) Debt Service shall be paid in the first 14 years of commercial operation of plant after COD.

(e) The component wise tariff is indicated at Annex-I. Debt Service Schedule is attached as Annex-II.
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L(i)

1. (i)

The following adjustments/indexations shall be applicable to the reference
feasibility stage tariff:

One Time Adjustment
Adjustment in EPC Cost

The Authority has assessed total EPC cost at US$ 1,436.4 million. The total EPC
cost will be adjusted at EPC stage, which has to be arrived at through transparent
competitive process to the satisfaction of the Authority. The allowed total EPC
cost of US$1,436.4 million also includes US$188 million as the cost of jetty, which
at this stage has been provisionally allowed since the Authority is not fully
convinced at the most expensive upto 7KM long Trestle based proposed Jetty. In
light of the above, the Authority directs the Petitioner to thoroughly investigate
the possibilities of changing the design of Jetty in a way that least cost and
reliable coal offloading facility is arrived at through transparent competitive
process while taking on board the PPIB, Pakistan Navy, Pakistan Coast Guard,
Ministry of Ports and Shipping and clearance from all the relevant departments.

Furthermore, since the exact timing of payment to EPC contractor is not known
at this point in time therefore, adjustment for relevant foreign currency
fluctuation for the portion of payment in the relevant foreign currency will be
made after finalization of EPC contract at COD. In this regard, the sponsor will
be required to provide all the necessary relevant details alongwith documentary
evidence.

Adjustment due to Variation in Net Capacity

The reference feasibility stage tariff has been determined by the Authority on the
basis of the feasibility study conducted by the Petitioner and duly approved by
Panel of Experts, PPIB and on the basis of net capacity of 1200 MW at delivery
point at mean site conditions. All the relevant tariff components shall be adjusted
at EPC stage and thereafter, at COD based upon the Initial Dependable Capacity
(hereinafter “IDC”) tests to be carried out for determination of contracted
capacity in the presence of Authority’s representatives. Since the EPC contract is
not finalized at this point in time wherein the details of plant’s critical
parameters including minimum net efficiency is established therefore, the
formula for adjustment in net capacity on account of capacity variation is not
advisable. Such formula will be provided at EPC stage when the Petitioner will
approach the Authority after finalization of EPC contract.
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L (iii) Adjustment due to Variation in Net Efficiency

L.(iv)

II.

II1.

Iv.

The reference feasibility stage tariff has been determined on the basis of
minimum net efficiency of 38.5% on High Heating Value (hereinafter “HHV”).
The fuel cost component shall be adjusted at EPC stage and thereafter at COD
based upon Heat Rate Test to be carried out in the presence of the Authority’s
representative. The adjustment formula shall be provided to the Petitioner at
EPC stage.

Adjustment Based on Actual Interest During Construction & Financing Fees

Debt Service, Return on Equity (hereinafter RoE) and Return on Equity During
Construction (hereinafter “RoEDC) shall be adjusted at EPC stage and thereafter
at COD on account of actual variation in drawdown and Interest During
Construction and financing fees. Adjustment on account of financing fees is
restricted to the extent of 1.5% in case of foreign borrowing and at 3% in case of
local borrowing of the total financing.

Adjustment due to Custom Duties & Withholding Taxes

Debt Service, RoE and RoEDC shall be adjusted at EPC stage and thereafter, at
COD on account of actual variation in custom duties & withholding Taxes.

Adjustment in Insurance as per actual

The reference annual Insurance component has been established as US$12
million based on the estimation as per the feasibility study. The reference
insurance component will be adjusted at EPC stage. The actual insurance cost for
the minimum cover required under contractual obligations with the Power
Purchaser not exceeding 1.35% of the EPC cost will be treated as pass-through.
The formula for annual indexation only with regards to PKR/US$ exchange rate
variation shall be provided at EPC stage.

Adjustment in ROE and RoEDC

The Authority decided to allow 16% IRR to the Petitioner. The Authority further
decided that the Petitioner will be allowed 17% IRR in case it utilizes indigenous
coal and the higher Return on Equity will be calculated on pro-rata basis. Since
the reference component of RoE and RoEDC alongwith all the relevant
component of the Petitioner’s tariff will be adjusted after the finalization of EPC
contract therefore, the Authority has decided that the adjustment formula for
post COD quarterly adjustment in RoE and RoEDC components with regards to
quarterly adjustment on account of variation in PKR/US$ parity shall be
provided at EPC stage.

Indexations:

The following indexation shall be applicable to the reference feasibility stage
tariff as follows:
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Indexation applicable to O&M

The Fixed O&M local component of Capacity Charge will be adjusted on account
of Inflation (WPI) and Fixed O&M foreign component on account of variation in
US CPI and dollar/Rupee exchange rate. Quarterly adjustment for local inflation,
foreign inflation and exchange rate variation will be made on 1st July, 1st October,
1st January and 1st April based on the latest available information with respect to
WPI notified by the Federal Bureau of Statistics (FBS), US CPI issued by US
Bureau of Labor Statistics and revised TT & OD selling rate of US Dollar notified
by the National Bank of Pakistan. The mode of indexation will be as under:

i) Fixed O&M

FO&Mrev)y = Rs. 0.1398/kW/Hour * WPI gy /138.81
F O&M¢grevy = Rs. 0.1398/kW/Hour * US CPlggy)/ 212.71* ERrgv)/80.00
Where:
FO&Mqrevy = Therevised applicable Fixed O&M Local Component of tariff
FO&Mgrev) = Therevised applicable Fixed O&M Foreign Component of tariff
WPIger) = The reference WPI (manufactures) of March 2009
US CPlger = The reference US CPI (All Urban Consumers) of March 2009
WPIgev = The revised Wholesale Price Index (manufactures)
US CPlLgrevy = The revised US CPI (All Urban Consumers)
ER®ev = the Revised TT & OD selling rate of US dollar as notified by the

National Bank of Pakistan

Note: The reference numbers indicated above shall be replaced by the revised numbers
after incorporating the required adjustments at COD.

ii) Variable O&M

The formula for indexation of variable O&M component will be as under:

V O&Mqrey) = Rs. 0.1145/kWh * WPI rev) /138.81

V O&Mgrev) = Rs. 0.0286/kWh * US CPlgev)/ 212.71* ER(rgvy/ 80.00

Where:
FO&Mqrevy = Therevised applicable Fixed O&M Local Component of tariff
FO&Mgrevy = The revised applicable Fixed O&M Foreign Component of tariff
WPIger) = The reference WPI (manufactures) of March 2009
US CPlger = The reference US CPI (All Urban Consumers) of March 2009
WPIgev = The revised Wholesale Price Index (manufactures)
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US CPlrevy = The revised US CPI (All Urban Consumers)
ERgev = the Revised TT & OD selling rate of US dollar as notified by the
National Bank of Pakistan

Note: The reference numbers indicated above shall be replaced by the revised numbers
after incorporating the required adjustments at COD.

iii) Adjustment for LIBOR Variation

The Authority has established debt servicing schedule at feasibility stage based
on total debt of US$1,366 million and interest rate of 4.26% (6-Month LIBOR of
0.755% plus 3.5% margin) subject to adjustment at EPC stage. The formula for
LIBOR or KIBOR, as the case may be, shall be provided at EPC stage.

iv) Fuel Price Variation

The Authority has provisionally allowed the following adjustment mechanism in
the Variable Charge Part of the tariff relating to fuel cost at feasibility stage. After
finalization of transparent Coal Supply Agreement while taking on board the
Power Purchaser the fuel cost adjustment mechanism shall be adjusted
accordingly:

FCC=FC (Rev) * FXadjust

Where:
FC Rev) (US$/Ton) = CPn+CFn + Premium/ (Discount) + Other costs

Where:
CPn (US$/ TOII) = (a* RB(n.1)+(b*NWC(n.1))

CFn (US$/Ton) = (FRSA*x+FRAUS*y+ FRIND*z)/ TT

Where:
FC(gev) Revised Fuel Cost Component
CPn Coal Price for the month of invoice
A Percentage of South African Coal —40%
b Percentage of Australian & Indonesian Coal — 60%
RBu.1) average RB of previous month (Globalcoal)
NWCni)  average NEWC of previous month (Globalcoal)
CFn Coal Freight (weighted average) for the month of invoice
FRSA Contracted freight rate per ton from South Africa
FRAUS Contracted freight rate per ton from Australia
FRIND Contracted freight rate per ton from Indonesia
X. Actual tonnage purchased from South Africa
y. Actual tonnage purchased from Australia
z Actual tonnage purchased from Indonesia
TT Total tonnage purchased during the month of invoice
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Other
Costs ‘
FXadjust = US$/PKR Exchange Adjustments on monthly basis

Include Bunker Fuel, Port Charges & Insurance in US$/ton







AES PAK PVT. LTD

Debt Servicing Schedule

Annex-II

Dependable Capacity 1,200 MW
Hours in an Year 8760
Loan Amount $ 1,365,668,692
6-Month LIBOR Sep 01, 09 0.7550%
Premium 3.50%
Total Interest 4.26%
. ; > Annual Annaal Annual Annual
Year | Bi-annaul l;ériéd Pﬂncipal Rep ayment Maerup “‘Balance Si)::ie Rl:l::;ri::xl:t Interest Senl-):i::ng Se?‘;::ng
.. [Million L3 Million $. . | Million $ | Mi lion $.| Mitlion $ | Cent./kwW/ Centl:l. r/kW/ Cent./kW/ | Rs./kW/
5 hr. : hr. hr.
1 1] 1,365.67 36.18 29.05| 1,329.49 65.24
1 0.695 0.5453 1.2409 0.9927
2 2| 1,329.49 36.95 28.28 | 1,292.53 65.24 0956 5
5 1 3| 1,292.53 37.74 27.50 | 1,254.80 65.24 0.7255 0.5154 1.2409 0.9927
2 4] 1,254.80 38.54 26.70 | 1,216.25 65.24
1 5| 1,216.25 39.36 25.88 | 1,176.89 65.24
3 : : 0.7567 4842 1.2409 0.9927
2 61 1,176.89 40.20 25.04 | 1,136.69 65.24 5 0.48
1 7] 1,136.69 41.05 24.18 | 1,095.64 65.24
4 : . 0.7892 4517 1.2409 0.9927
2 8| 1,095.64 41.93 23.31| 1,053.71 65.24 8 0
1 9] 1,053.71 42.82 22.42 | 1,010.89 65.24
5 - - .8232 0.4178 1.2409 0.9927
2 10| 1,010.89 43.73 21.51 567.16 65.24 082
1 11 967.16 44.66 20.58 522.50 65.24
6 .8586 .3824 1.2409 0.9927
2 12 922.50 45.61 19.63 B76.89 65.24 0-858 03
1 13 876.89 46.58 18.66 830.31 65.24
7 y 0.895 0.3454 1.2409 0.9927
2 14 830.31 47.57 17.66 782.74 65.24 8955 3
1 15 782.74 48.58 16.65 734.15 65.24
8 0.9340 .3069 1.2409 0.9927
2 16 734.15 49.62 15.62 684.53 65.24 3 0.306
9 1 17 684.53 50.67 14.56 633.86 65.24 0.9742 0.2668 1.2409 0.9927
2 18 633.86 51.75 13.49 582.11 65.24
10 1 19 582.11 52.85 12.38 529.26 65.24 1.0160 0.2249 1.2409 0.9927
2 20 529.26 53.98 11.26 475.28 65.24
1 21 475.28 55.13 10.11 420.15 65.24
11 1.0597 0.1812 1.2409 0.9927
2 22 420.15 56.30 8.94 363.85 65.24
1 23 363.85 57.50 7.74 306.36 65.24 )
12 1.1053 0.1356 1.2409 0.9927
2 24 306.36 58.72 6.52 247.64 65.24
13 L 25 247.64 39.97 5.27 87.67 635.24 1.1528 0.0881 1.2409 0.9927
2 26 187.67 61.24 3.99 26.43 65.24
14 1 27 126.43 62.55 2.69 63.88 65.24 12024 0.0385 1.2409 0.9927
2 28 63.88 63.88 1.36 (0.00) 65.24
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Background and Project Introduction:

1.

3.1

AES Pakistan (Pvt) Ltd. (hereinafter “the Petitioner”) is a wholly owned
subsidiary of AES Corporation. AES Corporation is incorporated under the laws
of United States of America registered Office in Delaware, USA and is one of the
leading global power companies having operation in 28 Countries worldwide
with a power generation capacity of approximately 43,000MW including a global
portfolio of 29 coal fired generation facilities in 10 countries. AES Corporation,
under the Government of Pakistan (heefemafter “GoP”) Power Policy of 1994 set
up two oil-fired generation plants, i.¢. Lalpir and Pakgen in Pakistan with a
dependable capacity of approx1mately 1700MW, which are operating since 1997-
1998.

The Petitioner was issued Letter of Intérest on March 16, 2007 by Private Power
Infrastructure Board (hereinafter “PPIB”) on behalf of GoP for setting up of 1200
MW plant based on imported fuel. The detailed feasibility study of the project
was carried out by Parsons Brinckerhoff (PB) Power, USA, (a consulting
company for the Petitioner) which was completed in March-April 2008. The
Panel of Experts of PPIB approved the feasibility study in May 2008. The
requirement of having Firm Non-Reppenable Engineering Procurement and
Construction (hereinafter “EPC”) pri¢e before approaching National Electric
Power Regulatory Authority (hereinafter “the Authority”) for tariff
determination was waived off by Edonomic Coordination Committee (ECC)
through its decision dated April 11, 2009.

The Petitioner filed a Tariff Petition on May 15, 2009 before the Authority
pursuant to Rule 3 of the NEPRA (Tariff and Standard Procedures) Rule, 1998
and applicable provisions of the relevant Government guidelines and Policy for
determination of generation tariff. The| Petitioner proposed Integrated Port and
Power Project (IPPP), 1200 MW (net at reference site condition) based on
imported coal fired, steam power generation including an independent Jetty for
coal offloading at Gadani near Karachi. The project is based on Build Own
Operate (BOO) basis. The petition was admitted on June 10, 2009 and the salient
features of the tariff petition were advertised on June 14, 2009. The hearing was
fixed for June 29, 2009 which subsequently changed and accordingly an
addendum with respect to change in hearing date from June 29 to July 08, 2009
was advertised on June 18, 2009. Individual invitations were also sent to the
stakeholders for participation in the hearing to assist the Authority in tariff
setting process. No intervention request with regards to tariff petition was,
however, received. China National Mlachmery Import & Export Corporation,
Karachi Electric Supply Corporation; Ltd. (KESCL), KRAFRAC Consulting,
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National Transmission and Dispatch Company, hereinafter “the Power
Purchaser”), Irrigation and Power Department, Government of Baluchistan, and
Environmental Protection Agency (EPA) sent their written comments on the

Tariff Petition.

3.2 Relief Sought:

The Petitioner requested to approve the following generation tariff:

Capacity Charge Ener .
Description @ 61;) Plgﬁ Fact%)r Chargz Total Tariff
Cent/kWh Cent/kWh | Cent/kWh | PKR/kWh
Levelized Tariff 4.989 2.959 7.949 6.359
Average Tariff 4.218 2.959 7177 5.742

3.3

The Petitioner’s request is based on estimated EPC Cost of US$1,568 million,
which includes EPC Cost of US$188 miillion for Jetty. In addition to the EPC cost
the Petitioner also requested the following costs:

i) Spares & Other Assets US$ 43 Million
ii) Land and Land Development Cost US$ 38 Million
i) Commissioning Cost US$ 24 Million
iv) First fill of Inventory US$ 28 Million
V) Development & Construction Cost US$ 32 Million
Vi) Customs Duties US$ 68 Million
vii) Construction Insurance US$ 19 Million
viii)  Financing Fee & Charges US$ 32 Million
viii)  Interest During Construction US$159 Million

Total US$443 Million

The overall estimated project cost requested by the Petitioner works out to US$
2,011 million. The proposed EPC cost in terms of per MW net capacity excluding
the cost of Jetty, as requested by the Petitioner, is US$1.15 million. The overall
estimated project cost including the cost of Jetty per MW is US$1.676 million.

Key Financial Assumptions

i) Capital Structure Ratio 75:25

if) Internal Rate of Return (IRR) 18%

iii) Cost of Debt Libor 5.25%

iv) Debt Tenor 14 Years
V) Construction Period 48 Months
Technical Details

i) Gross Capacity 653 x 2 MW
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ii) Auxiliary Consumption 53 x2 MW
iii) Net Capacity 600 x 2 MW
iv) Net Heat Rate - (Low Heating Value) 8,619 BTU/kWh
- (High Heating Value) 9,094 BTU/kWh

41

411

4.1.2

v) Plant Net Efficiency =~ - (High Heating Value) 37.5%!
- (Low Heating Value) 39.6%

vi) Design Coal (HHV) (GAR) 23,100B1U/Kg
vii) Coal Consumption@ 100% Availability 3.5 MMTon /Year
Issues

Having analyzed the feasibility study submitted by the Petitioner, comments
received from the commentators and information from the Petitioner in response
to the information direction given by the Authority, the following issues were
identified out of the pleadings:

4.1 Net Efficiency & Technology

4.2 Internal Rate of Return

4.3 Rationalization of EPC cost

44  Jetty & Marine Facility

4.5 Other Costs

4.6 Financing, Taxes and Insurance Costs
4.7 Operation and Maintenance Cost
4.8 Fuel Price Adjustment Mechanism
4.9 Annual Insurance Cost

410 Cost of Working Capital

411 Financing Plan

412  Black Start Facility

Net Efficiency & Technology:

The Petitioner has proposed 2X600MW Super Critical (hereinafter “SC”)
Pulverized Combustion (PC) technology. According to the Petitioner, the
selection of such technology is based on better efficiency, availability of EPC
contractors, competitive O&M, lesser construction time, bankability of the project

and lesser environmental impact. The Petitioner has proposed plant efficiency of
37.5% on HHV basis and 39.6% on LHV.

The commentators vehemently objected to the Petitioner’s proposed efficiency.
The commentators were of the view that the efficiency of coal fired power plants

! As per the Petitioner the actual Plant gross, net and auxiliary load and efficiency numbers will be adjusted as per EPC contract in

future.

4
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4.1.7

based on SC technology ranges from 42% to 45% at HHV as compared to the
efficiency of 37.5% proposed by the Petitioner.

According to KRAFRAC consulting the proposed efficiency of 39.6% at LHV is
even lower than the bare minimum for the first generation of such plants 10-15
years ago. In its opinion, the efficiency of the new super-critical plants exceeds
45% at LHV.

According to KESCL the technological developments in relation to the SC boilers
are now significantly advanced and yields efficiencies in the range of 42—45% at
HHYV as against the proposed efficiency of 37.5% at HHV for SC boilers, resulting
in an increase in fuel cost by 11—17%. KESCL further submitted that if the
economy of scale with respect to efficiency is not achieved than there is no
justification for using such large boilers.

On the issue of thermal efficiency, the Power Purchaser was of the view that for
653 MW generation plant with SC boiler technology, an efficiency of more than
42% can be achieved as against the proposed efficiency of 39.6%. The Power
Purchaser further submitted that less efficiency will ultimately result in higher
fuel cost component. Moreover, in its opinion, HHV/LHV adjustment factor of
1.055 was also higher and should be in the range of 1.01-1.02 in view of lesser
Hydrogen contents in the coal.

The Petitioner in response to the points raised by the commentators, stated that it
plans to invite proposals through International Competitive Bidding (hereinafter
“ICB”) process to finalize the EPC cost and will ensure to obtain the most
competitive price (in terms of Life Cycle costs).

Having considered the comments of the commentators, the Authority is of the
view that the Petitioner’s proposed efficiency for SC technology is very low.
Keeping in view, the international benchmarks, the Authority considers that the
thermal efficiency for such technology internationally ranges between 38.5% to
40% at HHV basis. Although, the Authority is of the view that the actual
efficiency should be higher but for the purpose of tariff calculation the minimum
of the aforementioned range ie. 38.5% HHV is being adopted, subject to
adjustment at the time of EPC contract when the exact technical parameters
would be known and brought on record. The final figures of thermal efficiency
has to be arrived through transparent competitive process for awarding EPC
contract whereby, the Petitioner has to ensure, to the satisfaction of the
Authority, that best offer based on least life cycle cost has been selected in the
process.
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4.2 Internal Rate of Return (hereinafter "IRR”)

421

422

423

424

4.2.5

4.2.6

The Petitioner requested to allow 18% IRR as against 15% IRR allowed in the
cases of other thermal IPPs. The Petitioner is of the view that there are many
risks associated with the project due to deteriorating risk profile of the country
and its poor credit rating. The Petitioner further stated that the project being
based on imported coal would be exposed to significantly higher level of fuel
supply risk as compared to other power plants. Another important risk factor
pointed out by the Petitioner is long gestation period of 48 months which makes
it more risk prone to uncertainties.

The Power Purchaser while agreeing to the Petitioner’s argument regarding
higher associated risks suggested that instead of 18% requested IRR, the
Petitioner may be allowed a reasonably higher return to cover the envisaged
risks.

KRAFRAC consulting objected to the Petitioner’s request for allowing 18% IRR
as against 15% IRR on the ground that the project would be based on imported
coal whereby it would impact the country’s foreign exchange negatively. In its
opinion 15% IRR would be more than enough for this project.

The KESCL also opposed the Petitioner’s request for 18% IRR and argued that
15% IRR is reasonable because it is indexed with relevant foreign currencies.
KESCL submitted that in case the Authority allowed 18% IRR to the Petitioner,
then the same should be allowed to other IPPs.

Having considered the arguments of the Petitioner and the commentators, the
Authority is of the view that the Petitioner could not quantify the risks like long
gestation risk, fuel supply risks, etc. without which it was unable to make the
realistic assessment in this regard.

In order to encourage projects based on indigenous resources the Authority in
the case of hydropower projects allowed IRR of 17%. In the Authority’s opinion,
the risks and uncertainties in the case of hydro projects are much higher as
compared to the coal based power projects. The Authority, however, considers
that the project of 1200 MW based on imported coal and introduction of SC
Boiler technology, being the first one in the country, with a competitively low
tariff needs to be encouraged through allowing a higher return as compared to
15% IRR allowed in the case of other thermal IPPs. This project will help in
improving the demand/supply gap and would strengthen the GoP endeavors in
this regard. The Authority considers that induction of this project would not only
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4.3.2

improve the volume of generation mix but will help in improving the reliable
electricity supply at cheaper cost.

Keeping in view the importance of the project as aforementioned the Authority
considers that 16% IRR would be a reasonable assessment, therefore, the
Authority has decided to allow 16% IRR in the instant case. It is further decided
that the Petitioner will be allowed 17% IRR in case it utilizes indigenous coal and
the higher return on equity will be calcuilated on pro-rata basis. However, in case
of local coal utilization the Petitioner has to arrange for Flue Gas
Desulphurization Facility (hereinafter FGD) in order to cater for the
environmental concerns of using low quality local coal. The cost of FGD,
prudently incurred, will be allowed to the Petitioner in this regard.

Rationalization of EPC cost

The Petitioner proposed an EPC cost of US$ 1,380 million based on the feasibility
study approved by the Panel of Experts (POE) of PPIB. The Petitioner adopted
the same performance parameters as were given in the Feasibility study. The
Petitioner submitted that the EPC cost included the cost of power plant together
with all the necessary auxiliary machinery, equipment and systems including the
erection and commissioning of the equipment and construction of buildings. The
Petitioner further submitted that once its EPC Contract is finalized its tariff
should be adjusted accordingly.

The Petitioner did not provide detailed item wise cost breakup of EPC cost
components, backup calculations of proposed civil works and cost claimed under
the miscellaneous head. The Petitioner was asked to provide further breakup of
all the components of EPC cost including the cost of US$160M requested on
account of Miscellaneous (overhead, profit, etc.). In response, the Petitioner
submitted that further breakup will be provided after the finalization of the EPC
cost. Some of the costs i.e. Miscellaneous cost, claimed by the Petitioner lacked
clarity, without which the Petitioner’s claim could not be accepted as such. In the
absence of proper details and verifiable documentary evidence in the instant
case, the Authority had to rely on the information available in the other cases
decided by the Authority. The Authority noted that such cost was in the range of
6-7% of the total EPC excluding overhead, profit, contingencies, etc. for the
projects of even much smaller size. In the Authority’s opinion keeping in view
the importance of the project being the first one on imported coal based SC boiler
technology, some allowance needs to be given. The Authority therefore has
assessed this cost as US$85 million taking the higher number of 7% as against the






