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         Summary  

 
 Measures initiated by Ministry of Environment & Forest (MoEF) to expedite clearances are a positive:  Introduction of web portal 

by MoEF for online submission of applications for terms of reference / environment & forest clearance since July 2014 so as to 
improve transparency & enable real-time monitoring of the application status is a positive development for project developers in 
the power sector. In addition, MoEF has recently made favorable amendments in the guidelines for issue of environment & forest 
clearance, which include provisions such as a) exemption of compensatory afforestation requirement for the projects in states 
with more than 33% forest cover (instead of earlier 50%) of total geographical area, b) decentralization of process of granting 
forest clearance to regionally empowered committee in case of linear projects (such as transmission lines) as well as for 
proposals requiring diversion of forest land up to 40 hectares, and c) delinking of wildlife board clearance from forest clearance 
for the projects in the eco-sensitive areas. Sustainability and time-bound implementation of these measures so as to expedite the 
clearances remains crucial, in ICRA’s view. 
 

 The Coal Mines (Special Provisions) Ordinance, 2014 notified post Supreme Court’s order on cancellation of mining blocks so as 
to ensure continuity in mining operations; timely conclusion of auction process is critical: Subsequent to the de-allocation of the 
coal blocks by the Supreme Court (SC) of India in September 2014, the Government of India  (GoI) has notified “The Coal Mines 
(Special Provisions) Ordinance, 2014” on October 21, 2014 with the objective to provide guidelines for allocation of coal blocks as 
well as to ensure continuity in coal mining operations & production of coal from the affected blocks. As per industry sources, the 
e-auction process for allocation of identified 74 coal blocks is expected to be completed within three to four months from the 
date of this ordinance. ICRA notes that timely completion of the auction process remains critical, so as to ensure the continuity in 
mining operations & thus fuel availability for the sector. In case of any delays in the auction process, the ordinance includes 
provisions to appoint a custodian so as to take control of mining operations; however the manner in which it works out remains 
to be seen. Given that the GoI is initially focused on concluding the auction process for identified mine blocks which are meant 
for the specified end uses, competition is likely to be intense for the affected project developers, both due to lower execution 
risks in such blocks & the importance of such mines in ensuring viability of both operational & under implementation projects. As 
a result, the auction process is expected to increase the cost of coal for the power sector given the competitive bidding involved, 
which in turn would put upward pressure on cost of generation & retail tariff. However, the provision for auction & allocation of 
coal block for mining with “sale purpose” should be favorable for the coal mining sector in the long run in ICRA’s view, as it would 
enable the entry of private sector in coal mining business with better operational efficiency which would also help to improve the 
availability of coal for the various end uses.  
 

 Coal linkage rationalization measures proposed by the Ministry of Power (MoP): In view of coal shortages faced by coal based 
power stations, the MoP has proposed rationalization of domestic coal linkages with the objective of improving coal supplies and 
lower logistic costs by linking coal supply for such projects from the nearest coal mine. Also, the MoP has initiated automatic 
transfer of coal linkages from old and inefficient plants to already commissioned and upcoming super-critical plants so as to 
improve the overall efficiency of the power generation segment. The details of these measures are however yet to be finalised by 
MoP; timely implementation thereafter also remains crucial for the sector, in ICRA’s view. 
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 Coal imports for the power sector show a considerable increase during H1’ FY 2015: During the first half of FY2015, steam coal imports stood at 87 MMT, an 

increase of 21% on a y.o.y basis. Based on this trend, ICRA expects overall steam coal imports at around 160 MMT for the current financial year (as against 131 
MMT in FY 2013-14), amounting to about 25% of the overall steam coal consumption in the country. Coal availability from Coal India Limited & its subsidiaries 
increased to 211 MMT, reflecting a growth of 5.1% on a y.o.y basis, however it continued to remain inadequate in relation to the growing demand from power 
sector. While power sector remains exposed to volatility in both i.e. international steam coal price and INR-USD exchange rate with rising dependence on coal 
imports, softening of coal price levels by about ~12-14% in the last 12 month period and stability in INR-USD exchange rate during the last six months has eased 
cost pressures for the power sector and indeed aided import volumes to a some extent. As per ICRA’s estimates, the variable cost of power generation for a 100% 
imported coal based power project at a coastal location [assuming use of coal with GCV of 4200-4400 Kcal/kg] is estimated at about Rs.2.1/kwh i.e. lower by 10% in 
October, 2014 as compared to that in January, 2014 which is largely aided by about 12% decline in international steam coal price levels.  

 
 Revised gas pricing formula as approved by CCEA is estimated to increase the cost of gas based power generation by 17%:  On October 18, 2014 the Cabinet 

Committee on Economic Affairs (CCEA) approved the modified Rangarajan committee gas pricing formula as suggested by the committee of secretaries set by the 
new central government to review the gas pricing formula approved by the earlier government in June, 2013. As per the approved formula now, the ex-wellhead 
gas price works out to $5.61/mmbtu (GCV basis) and $6.2/mmbtu (NCV basis) as against existing gas prices of $4.2-5.75/mmbtu (ex-wellhead) (NCV basis). As a 
result, the cost of gas based power generation (at delivered cost of ~$6.6/mmbtu) is estimated at 4.3 Rs./kwh which reflects an increase of about 17% over that 
power generated with gas at currently prevailing delivered cost of $5.2/mmbtu. This rise will constitute at about 0.8% of overall cost of power supply for the 
distribution utilities on all India basis, given that gas based generation accounted for 4.6% of overall energy generation in the country during FY 2013-14. While the 
cost of generation will go up, fuel cost is a pass-through for the generators who have signed a “normative cost plus return PPA” with discoms in case of gas 
availability at normative levels, although their cost-competitiveness will be affected. However, given the sharp decline in domestic gas availability for the power 
sector and reluctance of the state owned utilities in allowing availability based on alternate fuel such as R-LNG, there remains a risk of under-recovery of fixed 
capacity charges for many gas based projects. Moreover, given the uncertainty over domestic gas availability, gas based capacity of about 22000 MW remains 
stranded as on date, which comprises of about 16000 MW capacity (which is ready for commissioning / commissioned and awaiting for gas) and the balance 
accounts for installed operational capacity (which is under-utilized with sub-optimal PLF). As a result, extent of improvement in domestic gas availability post the 
gas price revision as well as any measures proposed by GoI towards such projects for providing viability based support, remain key monitorables for the sector, in 
ICRA’s view. 

 

 Timelines for resolution of compensatory tariff issue for affected IPPs remains uncertain: While CERC issued a favourable order allowing tariff compensation to 
Coastal Gujarat Power Ltd and Adani Power Limited (both having imported coal based projects) in February 2014, the affected state utilities have appealed against 
the same to the Appellate Tribunal of Electricity (ATE). ATE meanwhile issued an interim order in July 2014 which was again appealed to in the SC and consequently 
the SC has put a stay on the order and also directed the ATE to expedite the issue of a final order. A final order from ATE is now awaited; however risk of further 
appeal against the same by the affected utilities does persist. In turn, timelines for resolution of this issue remains highly uncertain. In case of domestic coal linkage 
based projects having competitively bid PPAs, overall progress in approval & implementation of compensatory tariff framework continues to be slow. In case of 

IPPs
1 

in Maharashtra with an aggregate capacity of 3635 MW for which State Electricity Regulatory Commission (SERC) had issued compensatory tariff order in 

August 2014, implementation is yet to be seen given that the affected state owned utility
2 

has requested a review of the said order (Industry sources). Moreover 

even after the tariff compensation, both the affected IPPs in Maharashtra remain exposed to risk
3
 of under-recovery in fuel cost to some extent. Further, a final 

order by SERC for allowing compensatory tariff in case of affected IPP
4
 in Uttar Pradesh is still awaited, (the SERC in April 2014 has issued order in favor of IPP 

acknowledging the concerns related to fuel inadequacy and directed the constitution of a committee to formulate the framework). 
 

                                                           
1 IPPs namely Adani Power Maharashtra Limited and Indiabulls Power Limited 
2 Maharashtra State Electricity Distribution Company Ltd (MSEDCL) 
3 IPPs face the risk of under-recovery in fuel cost in case of actual GCV for coal receipt under linkage remaining lower than the baseline GCV as mentioned in FSA, which is assumed by MERC for allowing alternate 
fuel quantity used for the compensatory tariff 

4 IPP namely Lanco Anpara Power Ltd  



 
ICRA LIMITED 3 

 
 Early signs of consolidation in power generation; likely to gain traction in the near to medium term: Consolidation has seen some traction in the power generation 

sector in the last 6-12 month period following de-leveraging plans by some of the large corporate groups as well as likely exit from the power sector by a few 
corporate groups which are facing significant implementation challenges. For a new player or existing player with sound financial position in the sector, it could 
provide an opportunity which can enable to make a foray or augment / diversify its existing capacity. However, such acquisitions are likely to be concluded 
relatively faster where issues regarding the availability of fuel, any pending clearances as well as tie-up of PPA with fuel pass-through provisions are not there. In 
ICRA’s view, projects (which are fundamentally unviable due to any tariff related & regulatory issues) are unlikely to see any acquisition interest. 

 

 Delays observed in tariff order issuance by SERCs in many states so far: SERCs in 22 out of 29 states have issued tariff orders for FY 2014-15 so far. The tariff order 
for distribution utilities in the state of Rajasthan is yet to be issued and this coupled with delays observed in issue of tariff order in the state of Tamil Nadu (wherein 
utilities in both the states have implemented financial restructuring scheme, FRS) is a major deviation from the conditions that were an integral part of the 
restructuring. Overall, the extent of average tariff hike based on tariff orders issued by SERCs across the states has been modest  at 6%, this is lower than the 
median increase of 7%

5
 approved for FY 2013-14; in 2012-13 this was much higher at 14%

6
. On the contrary, the subsidy dependence has seen a considerable 

increase for the sector as a whole and across the utilities & a sizeable regulatory asset creation is allowed for utilities in some of the states. For instance, the 
regulatory asset approved by the SERC for utilities in Uttar Pradesh stood at a very high t Rs. 119.40 billion, and despite the same, SERC has not outlined clearly any 
fixed amortization schedule for recovery of the same. Instead, the SERC has approved regulatory surcharge for recovery of the regulatory asset subject to 
adherence to pre-determined performance criterion (such as target for distribution loss level reduction & extent of customer addition) and this in turn leads to risk 
of under-recovery in realization of regulatory asset in case of any under-performance against such performance criterion.   
 

 Positive measures by Reserve Bank of India (RBI) in place such as extension in project CoD as well as refinancing for the infrastructure project loans of operational 
projects over the longer repayment period :  In July 2014, RBI issued notification for allowing flexible structuring of long term loans to Infrastructure projects as per 
which banks are allowed to fix longer amortization period for loans to projects in infrastructure and core industries sectors i.e. upto 25 years, based on the 
economic life or concession period of the project, with periodic refinancing, say every 5 years. Further RBI in July 2014 has also issued master circular as per which 
modifications were notified in various provisioning requirements for project loans & in respect of the same, extension in project CoD by 2 year period is permitted 
for a project loan exposure by the lender without being classified the same as ‘restructured loan’. Subsequently on August 7,  2014, RBI has issued a notification in 
respect of existing project loans, as per which banks may refinance such loans by way of either full or partial take-out financing and fix a longer repayment period, 
and the same would not be considered as restructuring in the books of the existing as well as taking over lenders, subject to conditions

7
. Also as per this circular, 

repayment period for refinanced loan should be fixed by taking into account the life cycle of and cash flows from the project, and the total repayment period 
should not exceed 85% of the initial economic life of the project/concession period in the case of public private partnership (PPP) projects. ICRA is of the view that 
these measures introduced by RBI remain positive for the infrastructure sector which enable long term infrastructure funding. Further, RBI’s notification on 
provision w.r.t. refinancing of loans for the operational projects is a significantly positive for power sector as it is expected to benefit cash flow position of such 
projects by way of amortization of principle over a relatively longer repayment period i.e. (which can be upto 20 year period instead of 12 year period earlier, post 
CoD) aligning with life of the project cash flows. 
 
 
 
 
 
 
 

                                                           
5 Median for 27 states 
6 Median for 21 states 
7 a) such loans should be ‘standard’ in the books of the existing banks at the time of the refinancing, b) In case of partial take-out, a significant amount of the loan (a minimum 25% of the outstanding loan by 
value) should be taken over by a new set of lenders from the existing financing banks/Financial Institutions, and c) aggregate exposure of all institutional lenders to such project should be minimum Rs.10 billion. 
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 Trends in Key Indicators [Energy Deficit, Thermal PLF, Indonesia Benchmark Coal Price Index & Short Term Traded Price] 
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