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New Tariff Norms for Power Generation
Companies

CERC, the central regulatory authority for the power sector has issued a new
notification which deals with the tariff computation for the years 2009/10 to
2013/14.

We believe that this would be moderately positive for all the central utilities,
including NTPC, Neyveli Lignite and Powergrid. We have a Buy recommendation
on the stock with a target price of Rs217, and a further upward bias. We also

understand that these regulations will not be applicable to Tata Power, Reliance
Infrastructure or Torrent Power.

The key highlights are:

Normative debt-equity ratio unchanged at 70:30.

Return on Equity increased from 14% post-taxto 17.481% to 24.239% on a
pre-tax basis. The key difference being the assurred post-tax RoE to an assured
pre-tax RoE. We believe that this will incentivise more investments in
this sector, as also boost returns of existing players.

Pre-tax Pre-tax after gross-up

Existing Plants

MAT rate 15.5% 17.481%
Full tax rate 15.5% 23.481%
New Plants*

MAT rate 16.0% 18.044%
Full tax rate 16.0% 24.239%

* New plants wouldbe eligible for higher RoE only if they are commissioned after 1st April 2009 and within the time-limits specified in
the guidelines

Depreciation rates enhanced to 5.28% on the main plant and equipment,
but concept of Advance Against Depreciation (AAD) removed. AAD was
introduced mainly to ensure that higher fixed costs are recovered in the
earlier years so as to enable the project developer to repay the loans. This is
now not required as the higher depreciation rate should enable the project
developer to recover higher costs in the initial years. Futher, this rate of
depreciation would be applicable for the first 12 years of the project.
Thereafter, the balance gross fixed assets would have to be written off over
the remaining life (13 years in case of coal / gas plants, and 23 years in case
of hydro plants and transmission systems). We believe that this change has
a neutral impact on the companies.

Fixed Cost recovery would now be based on 85% plant availability factor
(PAF), as against the earlier 80% plant load factor (PLF). We believe that this
would increase the profitability of more efficient players such as NTPC as
their plant availability factors as high, especially as while PAF is in their control,
PLF (or demand) is not within their control. Further, the risk of availability
due to inadequate fuel is now to be borne by the project developer.

Further, normative parameters for station heat rates have been tightened,
but only for new plants. The maximum deviation from the manufacturers'
specified heat rate allowed would be 5% in case of new gas-based power
plants, 6.5% in case of coal-based plants, and 7.1% for liquid fuel-based
plants. In the past, the station heat rate was an absolute value for all plants.
For older plants the has been marginally reduced for 500MW and above
sized plants.
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O&M expenses continue to be allowed on a normative basis, that is the
absolute amount of O&M expenses is specified. However, unlike the previous
regulations, the new regulations reduce the total expenses allowed depending
on the number of units (economies of scale) at each location (plant).

»  Thermal power plants now have two options with regard to renovation &
modernisation. Either they can claim a special allowance on the basis of per
MW per year after completion of normative useful life of the project & will be
obligated to deliver the operational norms set. The other option is to avail a
comprehensive R&M expense / reimbursement which is to be permitted by
Commission on the basis of detailed cost benefit analysis including the
efficiency gains to the beneficiaries.

= Interest on loan would be considered on the average of the normative loan
outstanding. The maximum normative loan repayment allowed is equal to
the depreciation benefit claimed.

m  The Commission has also allowed the project developer to hedge its foreign
exchange exposure, and the cost of such hedging would be a pass-through
cost to the extent of the normative debt.

Other points of note:

m  CDM benefits would now have to be shared by the project developer with
the beneficiaries. In the first year, the project developer is allowed to retain
all the benefits derived from any CDM project. From the second year, 10% of
the benefits have to be shared, increasing by 10% in each of the subsequent
years, upto 50%. Thus, from the sixth year onwards, the CDM benefits would
be shared equally between the project developer and the beneficiaries.

m  CERC has decided to separately bring out the tariff regulations for renewable
energy based projects. This exercise has already been started and is likely to
be completed within next six months.

m  These regulations would be the guiding principles for the State Electricity
Regulatory Commissions

We believe that Tata Power & Reliance Infrastructure would not
immediately benefit from these new regulations as they are covered by
the regulations of the Maharashtra Electricity Regulatory Commission
(MERC). Having said that, we also believe that all the state electricity
regulatory commissions would follow suit, and use these regulations are
model guidelines. However, each state has a different time line, and that
for Maharashtra is 2007/08 to 2009/10. Similarly, the benefits for Torrent
Power would accrue later as the timeline followed in Gujarat is 2008/09 to
20010/11. However, it is possible that given the new regulations by CERC,
the state commissions may follow sooner, rather than later.

The immediate beneficiaries would be NTPC, Neyveli Lignite and Powergrid
in the listed space. We reiterate our buy recommendation on NTPC with a
target price of Rs217, and a further upward bias.
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Disclaimer

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent ot Ambit
Capital. AMBIT Capital Research is disseminated and available primarily electronically, and, in some cases, in printed

form.

Additional information on recommended securities is available on request.

DISCLAIMER

1.

10.

15.
16.

If you are dissatisfied with the contents of this complimentary Report or with the terms of this Disclaimer,
your sole and exclusive remedy is to stop using the Report and AMBIT Capital Private Limited ("AMBIT
Capital") shall not be responsible and/ or liable in any manner.

This Report has been issued by AMBIT Capital for the information of its clients/potential clients only.

If this Report is received by any client of an affiliate of AMBIT Capital, in addition to the provisions setout
in this Disclaimer, its provision to the recipient is subject to the terms of business in place between the
AMBIT Capital and such dffiliate.

AMBIT Capital is a Stock Broker registered with Securities and Exchange Board of India Limited (SEBI) and
so it is regulated by SEBI.

This Report is not and should not be construed as an investment advice to any client to acquire, subscribe,
purchase, sell, dispose of, retain any securities or an offer to sell or the solicitation of an offer to purchase
or subscribe for any investment or as an official endorsement of any investment.

If '‘Buy’, 'Sell', or 'Hold' recommendation is made in this Report such recommendation or view or opinion
expressed on investments in this Report is not intended to constitute investment advice and should not be
intended or treated as a substitute for necessary review or validation or any professional advice. The views
expressed in this Report are those of the analyst which are subject to change and do not represent to be
an authority on the subject. AMBIT Capital may or may not subscribe to any and/ or all the views expressed
herein.

AMBIT Capital makes best endeavour to ensure that the analyst(s) use current, reliable, comprehensive
information and obtain such information from sources which the analyst(s) believes to be reliable. However,
such information has not been independently verified by AMBIT Capital or the analyst(s).

The information, opinions and views contained within this Report are based upon publicly available informa-
tion and rates of taxation at the time of publication which are subject to change from time to time without
any prior notice. Reports may be updated anytime without any prior notice to any and/ or all client(s).

AMBIT Capital makes no guarantee, representation or warranty, express or implied; and accepts no
responsibility or liability as to the accuracy or completeness or currentness of the information in this Report.

Please note that past performance is not necessarily a guide to evaluate future performance.

AMBIT Capital and its affiliates and their respective officers directors and employees may hold positions in
any securities mentioned in this Report (or in any related investment) and may from time to time add to or
dispose of any such securities (or investment).

Affiliate(s) of AMBIT Capital may from time to time render advisory and other services to companies being
referred to in this Report and receive compensation for the same.

AMBIT Capital may act as a market maker or risk arbitrator or liquidity provider or may have assumed an
underwriting commitment in the securities of companies discussed in this Report (or in related investments)
or may sell them or buy them from clients on a principal to principal basis or may be involved in proprietary
trading and may also perform or seek to perform investment banking or underwriting services for or relating
to those companies and may also be represented in the supervisory board or on any other committee of
those companies.

AMBIT Capital may sell or buy any securities or make any investment which may be contrary to or
inconsistent with this Report.

This Report should be read and relied upon at the sole discretion and risk of the client.

The value of any investment made at your discretion based on this Report or income therefrom may be
affected by changes in economic, financial and/ or political factors and may go down as well as up and you
may not get back the full or the expected amount invested. Some securities and/ or investments involve
substantial risk and are not suitable for all investors.

This Report is being supplied to you solely for your information and may not be reproduced, redistributed or
passed on, directly or indirectly, to any other person or published, copied in whole or in part, for any
purpose. Neither this Report nor any copy of it may be taken or transmitted or distributed, directly or
indirectly within India or into any other country including United States (to US Persons), Canada or Japan
or to any resident thereof. The distribution of this Report in other jurisdictions may be strictly restricted and/
or prohibited by law, and persons into whose possession this Report comes should inform themselves about
such restriction and/ or prohibition, and observe any such restrictions and/ or prohibition.

Neither AMBIT Capital nor its affiliates or their directors, employees, agents or representatives, shall be
responsible or liable in any manner, directly or indirectly, for views or opinions expressed in this Report or the
contents or any errors or discrepancies herein or for any decisions or actions taken in reliance on the Report
or inability to use or access our service or this Report or for any loss or damages whether direct or indirect,
incidental, special or consequential including without limitation loss of revenue or profits or any loss or
damage that may arise from or in connection with the use of or reliance on this Report or inability to use
or access our service or this Report.
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