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COMMENTS FOR PUBLIC INPUT OF “DRAFT TOOL TO DETERMINE THE WEIGHTED AVERAGE COST OF CAPITAL (WACC)”

At the outset, this is a commendable effort to rationalize the method to determine the WACC in the context of CDM projects. I, as a financial person with over two decades of experience, would like to point out the following shortcomings in the tool.

1. The page no.2 specifies that the WACC has to be calculated only on  a post tax basis. This takes away the liberty offered by the guidance tool in EB 51 para 11.
2. Page No.2 methodology procedure : It is specified average cost of debt/ average cost of equity- is it simple average or weighted average and if so for what length of period it is to be calculated?
3. Page 3 step 2:

a. What is meant by the phrase ‘at least’  in the situation (a)?
b. What is the scenario envisaged in saying that the accounting books of the legal entity does not reflect the total value of all the assets.
c. Normally, the costs of the assets get accounted only after the final purchase of the assets whereas the assumptions which go in for the calculation of WACC should be applicable as on the date of investment decision. ( Para 6 of investment guidance EB 51 )
d. In case the entity decides to carry on the business with a leased out facility, the costs of the assets would not be reflected in the accounting books. 

4. Step 3 option 3 A : If it is a new entity, it may not be possible to establish that it has been using debt which has a maturity of over one  year. Even in case of an existing entity, is it sufficient that at any point of time there should have been a debt having a maturity period of over one year?
5. It is required to document the details of loans by providing a contract between the financial institution and the legal entity owing the assets of the project activity. But this contract would be available only much after the date of the investment decision. Similarly, a bank stating it’s intention of awarding the loan with all the terms and conditions is almost a sanction advice which would not be furnished by any bank.  
6. Steps 3 B and 3  C seem to apply for the same conditions since most of the Governments would have certainly issued atleast one bond. In this scenario, since as per the CDM rules, only the most conservative option should be chosen, automatically, the option 3C would become applicable rendering the option 3 B redundant.

7. While talking about the credit rating agencies, the approved agencies may be specified since for countries like India, there are many agencies, some approves by the Central Government, and some only by some specific Institutions. 

8. Step 6 : applicable tax rate: Since the differentiated values could be taken as applicable to the entity, it may also be specified if the conditions of Minimum Alternate Tax (MAT), the provisions of set off and carry forward of losses etc are also applicable. 
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