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Sub: Recoord Note of the Discussons of the First Meeting o the Sub Group-4 on
“Legidlative & Policy Issues’ held on 20.6.06

Dea Shri Kumar,

Please refer to your Email dated 26" June 2006enclosing Reoord Note of the Sub Group-

4 meding held on 20.6.2006.

We ae enclosing our suggestions for discusson in the next meding of Sub Group-4, as
requested in the Records Note of the discussons.

Thanking you,

Yours sncedly,

CV.JVama

Encl: Asabowe
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Suggestionsfor discusson in the next meding of Sub Group-4

1. Regulatory Authoritysfor Coal, Gasand Rlys Sedors

In a Nationa Conference on the neal for reforms in Coal, Gas and Rall
Sedors for Power reforms to be meaningful and the Imperatives and
oppatunities under Eledricity Act, 2003 feld on 19' & 20" July 2003 the
Reammmendation made in the mnference ae enclosed as Annex.

It is suggested that these recommendations may kindly be cnsidered at the
time of formulating the propasal of the group.

2. Ground Water Level Depletion:

Ground water levels are rapidly faling to very low level. This causes
considerable damage to the hedth o people, bah in India and in aher
developing courtries. This is due to indiscriminate pumping of ground water
for use.

Courxil of Power Utiliti es (CPU) has been advocaing use of surfacewater for
irrigation and dinking purpose, becaise in ou courtry 40-45% of total
eledricd energy of abou 500 TWH sold annually is utilized for pumping
irrigation and dinking water. If surfacewater is used for this purpose, the
energy consumed could be diverted for development of other infrastructure.
Also thiswill reducethe depletion d groundwater level.

3. Subsidy burden on State Power utili ties:

Gross Subsidy on energy sales has been increasing over the yeas becaise of
the pdlicy of the some of the states to provide dedricity at subsidized rates to
agriculture and damestic consumers. While some State Governments partly
compensate the SEBs for the subsidized sales of eedricity to agricultural and
domestic sedors, others do nd provide any compensation at al. The SEBs
make an effort to recver the losses due to the subsidization o power suppy
to damestic and agriculture wnsumers by way of cross sibsidization mainly
to the industrial and commercial consumers. Sedion 65 ¢ the Eledricity Act
2003stipulates that if the State Government requires the grant of any subsidy
to any consumer or class of consumers in the tariff determined by the State
Commisgon uncer sedion 62,the State Government shall notwithstanding
any diredion which may be given under sedion 108, jay, in advance and in
such manner as may be spedfied, the anount to compensate the person
affeded by the grant of subsidy in the manner the State Commisson may



dired, as a @ndtion for the licence or any other person concerned to
implement the subsidy provided for the State Government.

Provided that no such dredion d the State Government shall be operative if
the payment is not made in acordancewith the provisions contained in this

sedion and the tariff fixed by the State Commisgon shall be gplicable from
the date of isaue of orders by Commissonin this regard.

It is suggested that the power supgy utiliti es may be relieved o the burden of
providing heavily subsidized paver to any category of consumers. Instead the
Dept concerned e.g. irrigation and welfare may give such subsidy to the
consumers or compensate the power supdy utiliti es for such suppy.

Import Duty on non-coking Coal

It is understood that reintroduction o import duty on norrcoking coal which
was reduced to zero ealy this yea is being considered now. In this connedion
CPU has the foll owing observation to make: -

With the promulgation d natificaion for use of coa with na more than 34%
ash in the first phase for thase power stations which are over 1000Km, from
mine heal (Source of supgy) or are urban based, a scheme of blending coal
was necesstated in order to restrict ash content to 34% for those designated
power station. It has been foundthat the avail ability of higher quality of coal
required for blending, with lower grades are not available. Becaise the
avail ability of non coking coa in the wurry is predominately in lower
grades, the distribution being 18% in grades A, B, C, and 826 in grades D, E,
F, G. Thus sufficient quantity in higher grades is not avail able to blend grades
F&G (partly E) to bring the ash content to 34%. This leads to a position o
‘Must Import” of some quantity of higher-grade wa for blending. The
pasition thereforeis smilar to that of coking coal.

It is therefore suggested that import duty on norrcoking coal may be retained
at zero level.

Nedl for long term agreement for Import of Coal

Ministry of Power has drawn up pan for addition d 100,000MW generation
cgpadty by 2012. Out of this total cgpadty, substantial portion is for cod
based thermal generation. Coal requirement for this additional cgpaaty will
have to be met by indigenous supdy or by import.

As it stands today Coal India is not in a position to med the entire
requirement of coal with nad more than 34% ash from indigenous urces. The
import element of the @al requirement will therefore incresse when new
cgpadty is added. It istherefore esential that afirm indication d the quantum
of coal that can be supdied by them is given so that import arrangement for
the remaining quantity can be made. It may nat be out of placeto mention that
the demand for coa world wide for power generation is increasing. It is



therefore necessary to permit a palicy of long term agreements for import of
cod. Alrealy the price of coal isincreasing. Unlesslong term agreements for
suppy of coa are made with the foreign supgiers our coal consuming utiliti es
may have to settle with agreaments for supgy of costly coa from the foreign
SOUrces.

It will therefore be necessary for the Ministry of Coal/ Coal India Ltd. to give
an indicaion d coa availability up to 2012 and bkeyond against the
requirement to adieve the instalation target indicaed abowve, so that adion
for import of the balance quantity can be taken.

Levies/Duties

Royalty: - This is fixed on grades and two grades are dubbed for this
purpose, e.g. A & B, D & E, F&G. Thisworks out more & percentage of price
for lower grades. This shoud be fixed in descending order for grades A to G
and be broadly a percentage constant of the price of coal.



Annexure:

Remmmendation made in the National Conference on the need for reforms
in Coal, Gas and Rail Sedors for Power reforms to be meaningful and the
Imperatives and opportunities under Eledricity Act, 2003held on 19" & 20"
July 2003 & Bangalore.

Role of utilities:

There ae limits to which the power utilities can reduce ®st, improve
efficiencies and productivity. Since 50-70% of the input cost is outside the pale
of a regulatory framework this limits the scope for further cost reduction. The
regulatory commisgons have to appredate this vital asped in arriving at the
technicd parameters and cost for performance

The utiliti es therefore seek the woperation and suppat of the regulatory
commissons to overcome the existing deficiencies in the aeas of fuels and
transportation in national interest because of the aiticdity of the thermal sedor
to the eomnamy besides the nead for transparent functioning and acountability
of the ultimate paying consumers.

The @ncept of regulatory commisgons/authorities to ensure transparency and
acourtability in the power utiliti es, telecom, insurance roads, pats and aher
service providers is an accetable medhanism to ensure the interests of all
stakeholders in the respedive sedors and for proteding the ultimate consumer.

Neead for Reformsin coa Sedor.

Setting up paver plants nea the mal mines is more eonamicd if the distance
of the load center is more than 1000 kn; provided the transmisson uility levies
a reasonable wheding charge (withou excessve rate of return). In any case
whether at pithead or load center, dedicated coa blocks need to be dlotted to
power utiliti es/private entrepreneurs to bring down the st of coa through
efficient mining and higher productivity. Cost Ministry shall endeavour to
ensure speedy cleaances to uilities seking coa blocks in a spedfied time
frame. Further, the utiliti es sroud aso be given choiceto seled coal blocks; if
more number of aspirants are there for the same block, a transparent competitive
processmay beintroduced.

Coal supgier will have to assume reporsibillit y for quality of coa supdied and
agree for both end sampling. Supgiers would need to modernize their coal
sampling their coal sampling fadlities and also suppat coa easheries being
established ona BOO basis by private operators if they do nd intend to make
investments in washeries (thoughit is the primary resporsibility of the allieries
to suppy coal with ash content of lessthan 34%)
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An independent regulatory framework needs to be in paceto look into the
efficiency of operation d coa sedor and fixing of price including ceptive
mining.

Neda for Reformsin Railway Sedor:

Power sedor shall be acorded the most favoured customer status. A more
customer-friendy mechanism need to be put in placefor ensuring a @mmercia
and non dscriminatory approach to issues of the sedor.

Asthere is sope for considerable reduction in the ast, a regulatory framework
would fadlit ate aprogressve gproach in thisdiredions

Rationdisation o tariff shal be such so as to make the pricing non
discriminatory

As all thermal power plants are impaded by bunching of rakes by the railways
for their operational reasons, freetime shoud be increased suitably

For new projeds/projeds having BOBR fadlity, transportation ony through
BOBR shall be sanctioned as it would be e@namicd, involve lessman powver
and be more fadle enabling low cost power to the mnsumer

Neead for Reformsin Gas Sedor:

A Regulatory framework may be @nstituted to ensure non dscriminatory
accessto gas ources and pgpelines for power and aher seaors whil e promoting
market forces

A hydro carbon hghway shall be formed in consultation with state governments
by the Government of India with the Oil companies to ensure right of use of gas
pipeline onthe lines of open accessin the power sedor.

Vibrant National Energy Courcil may be constituted for discusson o problems
of common interest and resolve isgues.

Neel for Representation d CPU in various Fora deding with the &owve isaues
at the Government of India.

CPU shall take up with the Ministries of Coal, Railway, Petroleum and Natural
Gas for representation in important Policy making and exeautive
forums/medanisms like the standing linkage committee in the Coal so as to
ensure the views & the interests of the power utiliti es.
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Sub: Recoord Note of the Discussons of the First Meeting o the Sub Group-4 on
“Legidlative & Policy Issues’ held on 20.6.06

Dea Shri Kumar,

The revised suggestions for discussons in the next meding of Sub Group-4 are enclosed.
This supercedes our ealy suggestions snt on 11.7.06 p email .

Thanking you,

Yours sncedly,

CV.JVama

Encl: Asabowe



