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ecently inDavos, anexasper-
ated GM Rao, chairman of
| the eponymous infrastruc-
~ tureconglomerate, was seen
. telling his old friend, Anil

after putting in $7 billion to
build a sizeable power portfolio, he has
learntlife’s lesson the hard way.

Most of his coal-fired plants generate
meagrereturns, farlowerthan what was
originally envisaged a decade ago when
private developers—bothfirst generation
entrepreneurs like GMR, GVK or Lanco
and pedigree groups like Tata, Reliance
and Lanco--wereswayed by the Indiain-
frastructure story and chased megawatts.

Therein lies the irony. India has one of
the largest reserves of coal but annual
‘production from monopoly miner Coal
India(CIL)hasnotbeen enoughtofeedthe

guzzling needs of an industry as diverse

as power plants, steel mllls, cement and
fertiliser units.

The 43-year old stranglehold is fmally
coming to an end. In line with the Modi

Agarwal of Vedanta, that

coal suppliers to revive projects. On a
broader note, wewill see industry consoli-
dation, rise of’ large vertically-integrated .
. energy companies with interests in coal
mining, generation, transmission and
distribution to retail supply,” Rao adds.
Non-regulated sectors such as cement
. and steel have a greater dependence and
ability to pay and could dominate initial
auctions. Captive power producerstoocan
corner alion’s share, especially in states-
with high cross-subsidies inretail tariffs.
. Even inthe middle of the prevalentnar-
rative of renewable and clean energy, it i is
estimated that fossil fuel power genera-
tion will grow at a 7% compound annual
rate in 2016-20, raising overall coal de-
- mandtoabout 985million metrictonnes.

Around
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government’s stated policy of auctioning

naturalresources, the government opened
upthe sector tocommercial miners.

From Gautam Adani to Agarwal, some

of our biggest conglomerates have been
jostling for this much-needed reform to
meet their own needs and start mining
for others. Key users such as Kumar
Mangalam Birla’s Hindalco, Tata Steel
or Sajjan Jindal’s JSW Group have been

hankering for security of supplies, ham- .
strung by Supreme Court’s cancellation

of mines and volatile commodity prices.
“Thisisboldreform,” said Anil Agarwal,
chairman, Vedanta. “Opening upthe sec-
tor willincrease domestic and FDI as well
help in stabilising irregularities in coal

'by 2020

1 300 MTPA ano

| Coa meets 55% otindlis primary
ial ener yrequwement

supplies and linkages. Some of the most
evidentbenefits ofthismeasure wouldbe

enhanced energy sufficiency forIndiaand
availability of poweratlower costs for the

endconsumer. Also, thousandsofjobs will

be created in the process.”

CIL ex-chairmanParthaBhattacharyya
compares thesereforms with those in life
insurance, where private insurers com-
pete with behemoth LIC of India.

For Coal India, salari\

of cost of production

. ~For others salarles constltute about
’ ef cost of productlon .

. There are 4 major coal mlnes

The multiplier effect will alsobe imme-

diate. “Power generators can source com-
mercialcoal toimprovemarginsandavail-
ability. Further, as merchantpowerprices
fall, utilitiesandmanufacturing industry
too benefit from lower energy costs,” ar-
guesKameswaraRao, partner andleader,
- energy, utilities and miningat PwC.
Stalled or stranded power projects ac-
count fornearly 50 gigawatts (GW)ofelec-
tricity production capacity, or roughly
15% of India’s total of more than 300 GW.
Close to 10,000 MW of coal-fired plants
have been mothballed due to lack of coal

COAL mnm
Gevra in Chhattisgarh 40+ MTPA .
_ Kushmunda in Chhattisgarh 20 MTPA
. Bhubaneswari in Odisha 28 MTPA
. USERINDUSTRIES ‘ :
Largest user: Thermal power generator y

Others include cement, steel,
. fertilisers and sponge iron units

supply and that made power the second
largestcontributortotheballooningbad

debtsituation in the country. Finally, de-
velopers can hope for arevival.

“Owners of distressed assets will no

longer worry about tuncertain fuel sup-
plies and can contract with commercial
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DEVIL IN THE DETAILS
Nonetheless, a lot will still depend on the
fine print. The nature of blocks that are

auctioned, their reserves and methodol- .

ogy of the auction process all matter.
“This will be contingent uponthenatuie

of blocks that will be offered to merchant

miners, and risks inherent inlarge min-

.ing projects including issues in land

\

~averagesalary
0f 740,000 per
month, while

ecquisition, Therefore, coal production
from commercial mining in thenext two

to three years is unlikely to be signifi-

cant relative to India’s current coal pro-
duction levels,” says Jayanta Roy, senior
vice- pres1dent andgrouphead, corporate
sectorratings, ICRA.

The government has not identified
which blocks will go under the hammer;
auction will be held on the basis of rupees
per tonne of coal produced.

Commercial coal production was na-
tionalised in 1975, when coal mining was
taken over by the Centre and monopoly
CILwasformed, Itremained the Centre’s
prerogative till February 20, 2018. :

CIL’s mandate has been to meet the na-
tion’s demand for coal. Infact, coal meets

'55% of India’s primary commercial eh-

ergy requirement. (See, Fueling The
Economy). At least 70% of power gener-
ated takes coal as fuel while Coal India
contributes 82% of coal produced in India.
Restisfrom SingareniCollieries—arela-
tively smaller public sector coal produc-
ing company — and captive coal mines.
But CoalIndia hasalways been accused
of sloth and inefficiency. The unions,
aware that theymaynot beableto compete

- when private companiesmovein, are pre-
\ dictablyup inarms, fearingsalary cuts or

worse —job losses.

“Wewillgoonan indefinitenation- wide
strike if necessary,” thunders SQ Zama,
secretary general, Indian National
Mineworkers’ Federation, under INTUC,
oneof the central sector unions
atCoallndia, |

“ACoalIndia work-
manreceivesan

Tender conditions for
selecting the winner
should be on the basis of core

- competence and expertise.

Auctioning blocks solely on the
basis of price may notlead to.
desirable results. We need to

‘learn from our experiences

PARTHA BHATTACHARYYA Former
chairman, Co‘alrln’dia

their counterpafts in the private sector,
who work under contractors, receive be-

“tween 10,000 and 212,000 as salary per

month. Coal India pays adequate atten-
tion to the safety of workers and offers
their wards free schooling and medical
facilities,” says Zama.

In fact, at the open cast mines of Coal

India subsidiary Mahanadi Coalfields,

‘cost of extraction by its CIL workmen is

around 600 per tonne while the same —
whenoutsourced —comes toaround 400
per tonne. “The difference is basically
labour cost,” says a senior Coal India ex-

ecutive, whodid not wish tobe identified.
-Large companies that are into mining
coal in India as operators or have their
own captive mining include the Adani’s,
Reliance and GMR —all of these compa-
nies operate at costs that are less than

' CIL’s cost of production.

“Weuselarge equlpment and latest tech
nologies. Labour costislessthan10% and

‘comes toaroundz50per tonne ”pomts out

an executive froma private mining com-
pany thatoperates asa contractorfor CIL.

Hisfirm has been a key mining develop-

ment operator (MDO), brought into boost
CoalIndia’s production.

An executive
from an-

‘and linkage

End of Monopoly, or i

CoaI India’s 43-year stranglehold on coal mining has loosened now, with high ex
_investments. However, it is yet to be seen if private miners will get access to th

other large private company, on condl-
tion of anonymity, brokeitdown further,

- saying their labour cost varies between

5% and 22% of total outgo, depending on
thickness of the layer of topsoil needmg

~ toberemoved to extract coal.

“AsanMDO, we need to quote costs that
our customers find attractive. This we
achieve through multi- tasklng Anin-

_ dividual who is a mining engineer can

double up as a supervisor and a techni-
cal guide. Use of better technology also
keeps costs low. Average cost of produc-
tion for mines that need heavy overbur-
denremoval is between600andz650 per.
tonne — way lower than CIL,” says a sen-
iorexecutive from the company.
“Thedifference between aprivate opera-
tor’scostand CoalIndia’s cost is basically
labour cost, efficiency, higher productiv-

This is bold reform.
Opening up the sector
will increase domesticand
FDI as well IFIp in stabilising

irregularities in coal supplies .
Benefits would be
enhanced energy sufficiency
and power at lower costs
ANILAGARWALL Chairman, Vedanta

ity and offeringlower margin forhaving |
one contractor for all act1v1t1es on turn-
key basis,” he adds

Coal India’s
these legacy challenges and has been ac-
tively pursuing ways and means of bring-
ingdown costs. Amajority of CIL's2.981akh
workmen employ
were inherited
formed. It is nov

when the company was

“We have successfully brought down cost
of production by almost 64 a tonne in the
third quarter ofthe current i
financial. This has been

despite arise in salaries |
of workmen

nanagement is aware of

red inundergroundmines

planning to clese down
- some 100 such mines that are unviable.

"mer

it?

Jectatlons of much- needed
e mines that really matter -

and executives in 2017, which increased
outgo by 2400 crore a month,” says Gopal
Smgh CoalIndia chairman.

100 LITTLE, TOO LATE?

For the end users, privatisation is ex-
Dected to make coal sourcing easier.
“Both prices and quality are expected to
be reasonable due to competition being
‘introduced in the sector,” says Subhasri
Chaudhuri, secretary general, Coal
Consumers’ Association of India. X

She feels logistics may improve, result-,
-ingin lesser environmental impact and

‘ consumers would be able toprocure coal

suitable to their requirement.

Yet, doubts linger among some private
players. “Blocks thatwouldbe on offer are
likely to be the ones given away by Coal
Indiabecause theyhad noplansofoperat-
ing them. These are the ones likely to be
auctioned for commercial coal mining.
Mostoftheseblocks are difficult ones—in
 thatthey are either in densely populated:
areasorhavedifficult terrain. Some have

. coal seams buried deep underground.

Costofoperations ontheseblocks is likely
tobehigh,” cautions a senior executive
from alargemining company

Bhattacharyya echoes the view, saying

that blocks’ mineable reservesneedtobe
‘atleast40million tonne forproduction to

'be as sured over anumber of years,

He also did not agree with the auctlon
‘model. “Tender conditions for et
ing the winner should be on the basis of
core competence and proven expertise.
Auctioning blocks solely on the basis of
price may not lead to desirable results.
‘We needtolearn from our experiences.”

The reverse auction methodology for
captive mines has not been successful,
with most private players outblddlng
eachotherandthenrelinquishinglicence.

“In the absence of a strong regulator,
suchauctionsmay bringbackissuesfaced
by the industry during the pre-nationali-

_sation era, which saw major exploitation

of reserves and workmen in unethical
ways,” warns Bhattacharyya.
According to Niladri Bhattachar]ee,
partner strategy & operations, mining
 &metals, KPMG in India, private com-
ialminers may end up producinga
maximum of 100million tonne by 2025.
| “Some 30 MTPA of capacity has been
\allocated to state mineral development
‘corporations and that capacity too will

| come onstream in afew years. This will

’be approximately 8-10% of the size of
‘coalPSUs assumingthere isnodrastic
'change inmarket structure,” he says.

| “What remains to be seen is whether

 involvement of commercial coal min-,

~ ers will make the bids more reasona-
ble. Bidding parameterstoomay. need3
some flnetumng for mines without . a
mine plan says Bhattacharjee.
Asenior executivefrom a Delhi-based
coalmmmg outfitsays, “For extracting
| 1tonne of coal, 5 tonnes of top soﬂ
| needstobe removedfrom amajor-
ity of these blocks. Producers may
. 1 finditataddifficulttomatchprices
of the same quality of coal offered by
. Coal India from nearby mines after
addingroyalty and cess.”
States too will seek their pound of
flesh in royaltles and bid conditions for
\value addition in the region, much like
ferrous metals. After adding these, CIL’s
‘competitive edgemay still remain.
Volumes growthand cost reductionfrom

i commerc1al coal development should also

keep import prices in check.

| However, the need is to auction out
' the larger and more lucrative blocks in
sufficient numbers’ to meamngful
new investment.
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