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Draft regulations for verification of captive status of generating
plants/consumers

The Tamil Nadu Electricity Regulatory Commission (“TNERC”), vide notification dated June 24, 2024, had issued the
‘Draft TNERC (Verification of Captive Status of Generating Plants /Consumers) Regulations, 2024’ (“Draft Verification
Procedure”) for seeking views/comments/suggestions from the public. The Draft Verification Procedure, proposed
under the Electricity Act, 2003, aims to specify the methodology for verification of status of captive generating plants
(“CGP”) and captive users located within the State.

Key highlights of the Draft Verification Procedure

1. Scope and extent: The Draft Verification Procedure will apply to all CGPs and captive users throughout the State
of Tamil Nadu.

2. Determination of captive status of CGP:

a) Annual monitoring - The distribution licensee authorised by the TNERC will monitor CGPs annually, after the
end of the financial year, for compliance with consumption and equity share-holding criteria. For newly
commissioned plants, for the first year, the start date is the latter of the open access date, receipt of the
wheeling agreement, or commissioning date. For the subsequent years, generation from April 1st to March 31st
of a financial year will be considered for determining captive status.

b) Role of distribution licensee and TNERC - TNERC has authorised the distribution licensees in Tamil Nadu to
annually collect documentation from generator(s) and user(s) to assess their captive status based on ‘criteria’
of consumption and equity shareholding. Furthermore, in instances where consumers do not meet the criteria
for captive status, the distribution licensees are empowered to issue demand notices that include detailed
calculations demonstrating the consumers' non-compliance with the captive status requirements. If any CGP
fails to satisfy the eligibility criteria for CGP status, the distribution licensee will, after due reconciliation with
the CGPs, submit the pertinent documents in their entirety to TNERC for final determination regarding the
CGP status of the plant.

c) Accounting for captive use - For generating stations/pooling stations with units identified for captive use, the
‘aggregate’ energy generated, allocated, and consumed will determine captive status. For wind energy with
multiple units under separate energy wheeling agreements but the same ownership structure, aggregate
energy of all units is accounted for.

d) Multi-State CGPs - For CGPs and users in more than one State, captive status verification will be done by the
Central Electricity Authority according to approved procedures.
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e) Security deposit - By April 30th each year, captive users must deposit a bank guarantee equivalent to cross-
subsidy surcharge and additional surcharge for 51% of captive consumption from the previous year (or an
estimate for new plants), as payment security to the distribution licensee.

3. Verification of ownership and consumption criteria:

a) Verification of consumption criteria -

i) as per the Draft Verification Procedure, the criteria for consumption will be verified based on the
aggregate net electricity generated from the generating unit(s) designated for captive use. This is
calculated as gross electricity generated minus auxiliary consumption and other relevant consumptions
such as banked energy and startup energy (including self-consumption). The detailed accounting
mechanism is set out in the Draft Verification Procedure;

ii) further, the aggregate net electricity will be determined annually at the end of the year; and

iii) the verification of consumption criteria for different types of captive users will be as per the criteria set
out in the Draft Verification Procedure.

b) Verification of equity share holding criteria -

i) the Draft Verification Procedure outlines the specific shareholding criteria and the necessary supporting
documentation (including articles of association, memorandum of association, shareholding certificates,
etc) required for verifying the different categories of captive users;

ii) the generators/consumers must provide equity shareholding details as of March 31st, annual
consumption, and electricity generation details in prescribed formats;

iii) further, any change in shareholding or ownership during the year must be reported within 15 (fifteen)
days and weighted average shareholding percentage will be used if shareholding changes during the year;
and

iv) technical losses in the electrical network, as determined by the TNERC in its tariff orders, and those in the
energy storage system will be added to the energy consumption of captive users for the purpose of
verifying consumption criteria.

4. Meeting and reporting: As per the Draft Verification Procedure, separate energy meters with automated meter
reading facilities are required for each generating unit. Further, data on generation and consumption must be
reported regularly to the distribution licensee.

5. Non-Compliance consequences: CGPs or users failing to meet the criteria will lose captive status for that year,
resulting in cross-subsidy surcharges and additional charges. Defaulting entities must pay these charges within a
month of the invoice.

6. Dispute resolution: Disputes between distribution licensees and captive power producers/users regarding
captive status and related charges can be petitioned before the TNERC.

The TNERC'’s release of the Draft Verification Procedure establishes a framework for verifying CGP status based on the
consumption and ownership criteria set out in the Electricity Rules, 2005. This is intended to create a more predictable
regulatory environment for captive power users. For the industry, the draft regulation introduces detailed reporting
and monitoring mechanisms designed to streamline operations and address disputes. A key aspect of the Draft
Verification Procedure which is noteworthy is the requirement for captive users to deposit a bank guarantee
equivalent to cross-subsidy surcharge and additional surcharge for 51% of captive consumption as payment security
to the distribution licensee, which can have an impact on the financials of the CGP.
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Clean Energy & Climate Change Practice

Our team’s climate change and sustainability practise is regarded as a leading specialized practice
acknowledged for its domain knowledge, multi-dimensional expertise and strengths in grappling with complex
issues involving public policy, economics, technology, finance, project management besides law. The practice is
handled by domain expertise-based team which has advised various stakeholders in renewable energy, electric
mobility, energy efficiency, carbon markets, ESG and new and emerging low carbon technologies, including
green hydrogen. The team is highly ranked by various legal ranking agencies and is credited for contributing to
several landmark and precedent setting projects. This practice encompasses:

o Legislative, Regulatory and Policy reforms;
e Public Procurement;

e Compliance and Strategy;

The prism is prepared by:

e '
Vishnu Sudarsan Sugandha Somani Gopal Asmita Maan
Partner Partner Associate

Copyright © 2024 JSA | all rights reserved 3


https://www.linkedin.com/in/193619452013/
https://www.linkedin.com/in/sugandha-somani-gopal-616583129/
https://www.linkedin.com/in/asmita-maan-22206813a/

. Chambers .

TOP RANKED
\. Asia- ”
@ Pacific @
> R
® 20240
JSA

18 Practices and
25 Ranked Lawyers

@ asialaw

OUTSTANDING
FIRM

19 Practices and
19 Ranked Lawyers

Employer of Choice 2024
Energy and Resources Law Firm of
the Year 2024
Litigation Law Firm
of the Year 2024
Innovative Technologies Law Firm
of the Year 2023
Banking & Financial Services
Law Firm of the Year 2022

The

LEidL
300

14 Practices and
38 Ranked Lawyers

IFLR
10X

TOP TIER
FIRM

2023

12 Practices and
42 Ranked Partners
IFLR1000 APAC
Rankings 2023
Banking & Finance Team
of the Year

Restructuring & Insolvency
Team of the Year

Chambers
0 lunnu'\.

. TOP RANKED '

) [ 4
- Global &

= L
® 202,40

7 Ranked Practices,
16 Ranked Lawyers

Elite - Band 1 -
Corporate/ M&A Practice

4 Band 1 Lawyers,1 Eminent
Practitioner

JSA Prism | Energy

OGCR ‘

10

0
2024 "

Recognised in World’s 100 best
competition practices of 2024

INDIA BUSINESS
LAW JOURNAL

BEST OVERALL
LAW FIRMS

2024
KA
Among Top 7 Best Overall
Law Firms in India and
11 Ranked Practices
11 winning Deals in
IBL] Deals of the Year
12 A List Lawyers in
IBL] Top 100 Lawyer List

VaHu3a

Ranked #1
The Vahura Best Law Firms to
Work
Report, 2022

Top 10 Best Law Firms for Women
in 2022

BENCHMARK
LITIGATION

7 Practices and
3 Ranked Lawyers

For more details, please contact km@jsalaw.com

Copyright © 2024 JSA | all rights reserved

www.jsalaw.com



mailto:km@jsalaw.com
http://www.jsalaw.com/

JSA Prism | Energy

o
advocates & solicitors

Ahmedabad | Bengaluru | Chennai | Gurugram | Hyderabad | Mumbai | New Delhi

o il f WO

This newsletter is not an advertisement or any form of solicitation and should not be construed as such. This newsletter
has been prepared for general information purposes only. Nothing in this newsletter constitutes professional advice or a
legal opinion. You should obtain appropriate professional advice before making any business, legal or other decisions. J[SA
and the authors of this newsletter disclaim all and any liability to any person who takes any decision based on this
publication.
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