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Summary  
 
Structural challenges continue for the power sector: Energy availability is showing an improvement led by generation capacity addition 
and as a result, the energy deficit levels remained moderate during FY 2014-15. However the power sector continues to face challenges 
arising out of high fuel supply risks given the large quantum of affected coal based capacity post cancellation of coal blocks by Supreme 
Court as well as due to uncertainty over the improvement in domestic gas availability. ICRA however takes note of the improving trend in 
domestic coal production by Coal India Ltd (CIL), with production having gone up by 7% in FY 2014-15, and measures being planned by CIL 
to further improve the coal output. The extent to which domestic coal output is augmented would be important for the sector. 
Nonetheless, the aggressive bidding seen in coal e-auction by the winning bidders (for aggregate capacity of 6 GW) has led to risk of 
significant under-recovery and concerns on the viability of their operations. Also, the subsidy scheme to encourage the utilization of 
stranded gas based projects allowing R-LNG is an interim measure, in ICRA’s view and its viability is dependent upon the prevailing R-LNG 
price and exchange rate; as well as availability of moratorium period on debt servicing. Moreover, progress w.r.t. tie-up of new long term 
PPAs by state owned distribution companies (discoms) continues to remain poor with sizeable generation capacity having no long term 
PPAs; further timelines for implementation of tariff compensation for the affected thermal IPPs remain uncertain. In addition, the 
financial position of state owned discoms in many states continues to remain weak, with large subsidy dependence, limited progress in 
loss reduction against the regulatory targets in some states and high debt levels. The large regulatory assets on their books and delays in 
tariff issuances as well as modest tariff hikes are additional constraining factors.  
 

 Fuel supply risk (for domestic coal) to remain in the medium term; Aggressive bidding in coal auction has result into significant under-
recovery for the winning bidders:  ICRA notes that the bidding by power generating companies in the e-auction has been quite aggressive 
with all the 12 coal mines receiving negative price bids

1
. As a result, the winning bidders remain exposed to a significant under-recovery in 

fuel cost which is estimated to range from Rs. 0.39/kwh to Rs. 1.02/kwh on a levelized basis over a 25-year period. Further, a change in 
guidelines (dated April 2015) for long term power procurement by discoms as per which a ceiling is required to be mentioned for the first 
year fixed capacity charge has resulted in further uncertainties. ICRA also notes that fuel supply risk remains high for projects who fail to 
secure the coal block through auction route in private sector, given that there is no clarity on the availability of fuel linkage in such a 
scenario. Out of the total capacity of 9.8 GW approved for coal supply under tapering linkage by CCEA in June, 2013, total capacity of 7.1 
GW remains exposed to fuel supply risks given that such projects have not been able to secure the coal blocks through auction/allotment 
route and the fact that existing tapering linkage would be available to these plants through a MoU route till March 31, 2016 or until a new 
policy is formulated whichever is earlier as notified

2
 recently by Ministry of Coal, Government of India. In addition to the aforesaid 

capacity, operational and under-construction capacity of about 14 GW in the private IPP segment is without any firm fuel linkage. Also, 
clarity on the allocation policy

3
 for award of fresh coal linkage to the projects to be commissioned after March 2015 is still awaited. 

                                                           
1 Bid levels which range from Rs. 302 per MT to Rs. 1110 per MT. Negative price bid essentially means that a winning bidder would have a zero fuel charge recovery in PPA 
and in addition would bear the cost of both i.e. cost of coal mining and quoted reserve price payable to State Government. Kindly refer ICRA’s Comment on Impact 
Assessment of Coal Auction Bidding on  Power Sector, dated March  2015 
2 Notification dated June 30, 2015 by Ministry of Coal, Government of India 
3 Ministry of Coal has recently issued draft methodology for allocation of such linkage to regulated sectors as per which linkage would be earmarked to discoms which in turn 
would award such linkage through tariff based bidding to the wining project developer.  
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 Viability of scheme with subsidy is dependent upon the R-LNG price & exchange rate; as well as availability of moratorium period on debt servicing: In line with scheme for 

utilization of stranded and under-utilized gas based power generation capacity, auction was concluded on May 13, 2015 in which 8.1 GW of stranded gas based capacity has 
won the bid for allocation of R-LNG aggregating to 10 MMSCMD at a subsidy suppport of Rs. 1.43/unit (against the ceiling support level of Rs. 1.74/unit

4
) and plant utilisation 

of 35%. While this scheme for allowing utilization of stranded gas based projects would help improve the energy availability especially in southern region which has been 
facing relatively higher level of energy shortages; the viability of this scheme would be critically dependent upon the prevailing R-LNG price and exchange rate. ICRA estimates 
that at a delivered cost of USD 9.4 /MMBTU and exchange rate (63 INR/USD), the average under-recovery in cash cost of generation (CoG, including the principal repayment) 
would be Rs. 1.0/kwh under the bid level of support. If however, such projects were to avail financial relief by way of moratorium period on debt repayment during FY 2016 / 
2017, the situation would improve considerbaly and the cash shortfall would come down significantly. As a result, ICRA is of the view that current scheme would provide relief 
for gas based projects only if it is accompanied with a moratorium on debt repayment and continuaton of low R-LNG prices . With the net power purchase price payable by 
discoms now lower by 15% i.e. at Rs. 4.7/kwh from the earlier level of Rs. 5.5/kwh as mentioned in the original scheme, discoms would be in a better position to absorb the 
capacity. Fundamentally, uncertainity over the improvement in domestic gas availability continues to remain an area of concern for the entire gas based capacity (~27 GW).  
 

 Timely implementation of various measures being initiated remain crucial to improve domestic coal output; Coal import dependence expected to moderate in the medium 
to long run: During FY2015, coal production by CIL increased to 494 MMT (million MT) from 463 MMT in FY2014, which reflected a growth of 6.9%, significantly higher than 
the average of 3% seen during the period from FY2011 till FY2014. As CIL intends to increase the output to about 1 billion MMT by FY2020 which implies CAGR of 15% growth, 

various measures
5
 including the formation of SPV for the identified rail connectivity projects in the states with mineral resources have been initiated. Also subsequent to 

cancellation of coal blocks by Supreme Court in September 2014, GoI has initiated coal auction process since January 2015 and as on March 2015, 9 mines with aggregate 
reserves of 1200 MMT have been awarded through e-auction route to winning bidders as well as 37 mines with aggregate reserves of 8800 MMT have been awarded to 15 
central/state sector entities through allotment route. Overall, timely commencement and ramping up of production from captive mines allocated through e-auction and 
allotment route as well as implementation of the measures being proposed for augmentation of production and related evacuation facilities by CIL remain crucial for lowering 
the dependence on imported coal for domestic power generation sector, in ICRA’s view. In terms of import dependence, coal imports has increased further during FY2015 by 
22% to 160 MMT which corresponds to about 27% of overall coal consumption for the sector, which thus continue to expose the sector to variations in international coal 
prices as well as foreign exchange rate. Earlier, the steam coal imports have increased from 49 MMT in FY2010 to 131 MMT in FY2014 increasing at a CAGR of 28%. Based on 
capacity addition expected in thermal segment and contracted quantities as per FSA signed by CIL as on March 2015, the demand for domestic coal for the power sector is 
expected to increase to about 800 MMT by FY2020. If growth in supply from CIL is assumed to increase at CAGR of 7%

6 
during FY 2016 till FY 2020 and both the schedule II & 

schedule III coal mines are able to achieve their peak rated capacity
7
 in a timely manner, overall dependence on coal imports for the sector could come down significantly to 

about 8% by FY 2020. However, ICRA expects the dependence on coal imports to remain high in the near to medium term till FY 2018/19 and gradually moderate there-after  
given the overall challenges in mine development as well as risk of delays in ramp up of coal output by the allottees.  
 

 Significant cost over-run observed (average at 35%) in thermal projects so far: Average capital cost escalation for a sample of thermal projects (with aggregate capacity of 35 
GW – mix of operational and under execution) studied by ICRA has been at about 35%, which implies that the revised average per MW cost for this sample set is now at Rs. 7 
crore per MW as against the appraised average project cost of about Rs. 5 crore per MW. Key reasons responsible for the cost overrun include factors such as [a] delay in 
execution caused by i) land acquisition ii) securing required clearances especially related to forest and environment as well as iii) EPC contractors, [b] exposure to INR-USD 
exchange rate volatility especially for projects using imported BTG equipment and [c] delay in securing funding for the cost overruns (both debt and equity) thereby increasing 
the pre-operative expenses component (primarily interest during construction). With the upward revision in capital cost, projects having competitively bid based PPA remain 

                                                           
4 As per the scheme approved on March 27, 2015, maximum support available for stranded gas based projects and net power purchase price payable by the distribution utility was kept at Rs. 0.94 /unit and Rs. 5.5/unit 
respectively; which has been subsequently amended to Rs. 1.74/unit and Rs. 4.7/unit respectively for the bidding process which is concluded on May 13, 2015. Kindly refer ICRA’s Comment on Impact Assessment of 
Scheme for Utilisation of Stranded Gas based Projects dated April 2015. 
5 Technology up-gradation, procurement of additional wagons (2000), and award of long term mining contract through PPP route 
6 Annual growth in supply of coal from CIL assumed at 7% during FY2016 to FY2020 
7 Schedule II and schedule III mines allocated through e-auction allotment route are estimated to have peak production capacity of 54 MMT and 195 MMT respectively. Schedule II coal mines are either operational or 
ready to commence production, while schedule III mines are expected to be operational within 1-2 years and would another 2-3 years to reach peak production capacity 
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exposed to risk of under-recovery in fixed charges. Further, in case of projects with such cost over-run which are under execution and yet to sign PPA, minimum first year fixed 
capacity charge required

8
 for debt servicing is estimated at Rs. 1.8/kwh against that of Rs. 1.4 /kwh earlier.  

 
 Subsidy dependence for state owned distribution utilities estimated at Rs. 709 billion for FY 2015-16: ICRA notes that overall subsidy dependence for FY 2015-16 for the 

state owned distribution utilities is estimated to remain at Rs. 709 billion (implying an increase at a CAGR of 13% since FY 2010). The subsidy estimate for FY 2016 is however 
lower by 1.5% than the estimated subsidy level of Rs. 720 billion for FY 2015 which is mainly on account of the sharp decline in subsidy dependence estimated for the discom 
in Maharashtra, as the additional tariff subsidy of 20% announced by the state government was applicable only during Jan-Nov 2014 and was discontinued thereafter. 
However, subsidy dependence in FY 2016 is estimated to remain higher by about 12-21% over the previous year in states such as Karnataka, Haryana and Uttar Pradesh. In 
turn, timeliness & adequacy of subsidy support to utilities from their respective State Governments remains extremely crucial, given the delays observed in quite a few states 
in the past.   

 

 Tariff hike by SERCs continues to remain modest for FY 2016 with average tariff hike at 5% on all India basis: Tariff orders for FY2016 have been issued by SERCs in 20 states 
out of overall 29 states as against the tariff petition filing by distribution utilities in 21 states so far. This signifies a reasonable progress in terms of issuance of tariff orders, 
given that utilities are required to file the tariff petitions for FY2016 by November 30, 2014 and tariff orders are required to be issued by the end of March 2015 as per the 
terms of the tariff regulations. Out of 20 states where SERCs have issued tariff orders for FY 2016, SERCs in 3 states namely Arunachal Pradesh, Punjab and Himachal Pradesh 
have not approved any tariff revision for the distribution utilities while the SERC in Maharashtra has lowered the tariffs by 5.7%. In case of other 16 states, tariff revision 
allowed by SERCs has remained moderate i.e. in the range of 2% to 7% for 12 states, while SERCs in the states of Chhattisgarh, Haryana, Goa and Madhya Pradesh have 
approved tariff hike of 14%, 8.5%, 16.2% and 9.8% respectively for FY2016. Overall, the extent of average tariff hike based on tariff orders issued by SERCs across these states 
remains limited i.e. at 5%, as against that at 9% for FY 2015 and 7% for FY 2014, primarily on account of limited increase in approved power purchase costs for FY2016 as 
against FY2015. 
  

 Energy deficit expected to moderate further, driven by improving energy availability: Overall electricity generation (excluding renewable energy based generation) on all 
India basis grew by 8.5% (y-o-y) to 1043 billion units in FY2015. This growth is higher than the CAGR of 6.5% seen during ten year period (FY 2004 till FY 2014) and was driven 
mainly by sizeable capacity addition in the thermal segment & improved domestic coal supplies from Coal India Ltd (CIL) during the year. Thus, improvement in energy 
availability, coupled with constraints in off-take by state owned distribution utilities (which results into load-shedding & thus, restrained demand) has resulted in a 
moderation in the energy deficit level to 3.6% in FY2015 from that of 4.2% in FY2014, in spite of a 6.5% growth in energy demand during the year. ICRA expects the energy 
deficit levels to remain moderate in the near term on all India basis, given that the improvement in energy availability likely to be sustained with measures being taken to 
address a key constraint, namely fuel supply. In terms of fuel mix in the energy generation, thermal segment continues to dominate with a share of 84% in FY2015 and within 
the thermal segment, the share of coal as a fuel has further increased over the last five year period i.e. from 80% in FY2010 to 91% in FY2015, mainly driven by higher coal 
availability while gas supplies actually declined in the same period.   

 

 

 

 

 

 

 

 

 

 

                                                           
8 Assuming the quoted tariff for bid evaluation purpose is based on the first year fixed capacity charge with the pre-determined indexation for the rest term of PPA. 
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