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File No. PWR-B1/125/2021-POWER (Computer No. 1887541)

From :
4-6-2022
Paul Antony,

No.70, GCDA Road,
Periyar Gardens, °
Thottakattukara,

Prl. Secretary ( Power)

Aluva 683108 : .
. . Examlwm up
To g X
Shri K. Krishnankutty, q&b\ﬂ;‘{»\)ﬁﬂ
Hon’ble Minister for Electricity, Y\*\‘P‘ @\"'&\eﬁ”&g
Government of Kerala, ‘{3360{ RO‘O‘oﬁ\L.
Secretariat, ‘{‘;;{\‘{\3:@6& ’
Thiruvananthapuram o ﬁ A s E B
o~
Dear Siv, \4.\ b
Us (? W)

Sub: Request to re-examine the decision to not approve deviations in the Bidding
Procedure for DBFOO power and cancel the purchase of 465 MW of power by KSEB
-reg

It was recently that | learnt about the decision taken in a meeting held by the Finance
Secretary in January 2022 to not approve deviations in the Bidding Procedure for DBFOO
power and cancel the purchase of 465 MW of power.

Since | have worked as Power Secretary from June 2016 to December 2017, and have
therefore some knowledge of the issues involved, | request you to have this decision re-
examined. '

Some of the noteworthy issues in this context are the following:

DBFOO Tender link to Transmission Corridor Availability: The DBFOO tender was
inextricably linked to transmission corridor availability. In the pre-2014 period,
transmission corridor availability was severely limited, and several corridor applications
of KSEB had been repeatedly rejected. As per—the CERC guidelines for allotting
interregional transmission corridors, applications for corridor allocation were to be
processed on first-come-first-served basis, and applicants with long term power contracts
had top priority. Applications for long term allocations were processed on a half yearly
basis {(January-June and July-December) and to be filed along with concluded contracts in
the earliest window of opportunity as other Southern States were also vying for the
upcoming availability. But this regime also stipulated that if a Discom could not draw
power after contracting power from a generator for lack of corridor avai!ability, the
Discom would have to pay the generator 50% of the fixed costs. New transmission
corridor availability for 600 MW was expected to become available from June 2016, with
the next enhancement of corridor only from October 2017.
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PSAs executed by L1 bidders of Bid 1 and Bid 2. KSERC directed KSEB ta get the approval
of the State Government and MOP for deviations in the bidding procedure used by KSEB
to approve the tariff for the long term procurement of remaining power.

KSEB’s rates were the lowest at a weighted average of Rs.4.11 per kWh, compared to L1
bid rates Rs.4.48 got by Uttar Pradesh, Rs.4.517 by Rajasthan, and Rs.4.91 by Tamil Nadu
in the bids floated during that time.

KSEB obtained open access approval from PGCIL for transmitting 765 MW power, i.e 315
MW supply from 1-12-2016 onwards and 450 MW supply from 1-10-2017 onwards.
Purchase Already Approved by Government: The DBFOO purchase of 865 MW by KSEBL
was approved by the Cabinet as Council Decision No.6114 on 17-12-2014, following which
GO{Ms)No0.45/2014/PD dated 20-12-2014 was issued.

| understand that the major points being used to decry the DBFOO power purchase are
the following. | have asked around and my views on the ramifications thereof are given
alongside.

1. Better to purchase from power exchanges as the rates there are much lower: Rates
in power exchanges remained low, between Rs.3 to 4 per unit, from November 2018 till
mid 2021. This was due to a combination of factors, like two consecutive good monsoons,
significant increase in production of coal and lower than usual power demand due to
Covid lockdowns.

The scenario has changed significantly from August 2021 onwards as power demand
returned with economic activity picking up. The average price in power exchange was
around Rs.5 per unit in August 2021 and has moved up to Rs.12 per unit now (it had gone
up to Rs.20 per unit in March 2022). It is not going above Rs.12 now only because of the
ceiling imposed by CERC from 1-4-2022. )

Even though the present power shortage is ascribed to low coal stock, actually domestic
coal production is at record levels in 2021-22 and in April 2022, with some problems only
in rake availability. The issue has deeper roots: less than planned addition to power
generation capacity, and higher global energy prices. Both factors are likely to persist for
along time.

Thus, the bid price in the disputed contracts of Rs.4.15 (L2, Bid 1) and 4.29 (Bid 2) per unit
are much below present market rates and cannot be substituted profitably by power
purchases from the exchanges.

2. KSEB has surplus power. Continuing the DBFOO contracts leads to unnecessary
payment of fixed charges: The power flow from two bids commenced from December
2016 and October 2017. And with this power, KSEB could avoid power restrictions in the
State during 2016-17 and 2017-18 despite those years being tough drought years. KSEB
could avoid high cost power from the exchanges based on the enhanced availability from
these contracts. Also, costly thermal stations within Kerala could be backed down.
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guidelines/ procedures may be taken up with the appropriate authority for its approval
before initiating the tendering process.”

5. If the deviations from the MOP guidelines are not concurred to by the State
Government, the gain will be about Rs.800 crores: Under the MOP guidelines and bid
documents, tariff consists of a fixed charge and fuel _charge components; the fuel charge
is further segregated into fuel transportation charges and cost of fuel, During bid
evaluation, comparison happens at level of only the total tariff.

But the price quoted as on bid date is allowed to vary during actual supply in each
accounting year. Most importantly, the fuel cost and fuel transportation charge are pass-
through items. Accordingly, any variation subsequent to the bid date in coal price as
notified by Coal India Ltd (CIL) and rail transportation rate as notified by the Railways is
automatically captured in the billing rate for each month.

Under Bid 2, BALCO was the L1 bidder. Their quote was based on a rail transportation
distance of 275 KM based on the coal linkage provided by CIL at the time of bidding (2014
November). However, by the time actual supply commenced (2017 October) Railways
had rationalised their coal linkages and supply to BALCO commenced from a mine within
50 KM. This resulted in reduction of the tariff of BALCO during actual supply from that
quoted at the time of bidding.

However, the transportation distance in case of other generators who matched BALCO’s
total tariff has not changed. This resulted in a significant price difference with BALCO and
other generators during actual supply. '

But KSERC ordered in August 2020 that any rate higher than that of BALCO will not be
allowed to KSEB as an expense item. Since recovery of cost of KSEB became an issue, KSEB
started limiting the payment to other generators in Bid 2 at the rate billed by BALCO for
the bills from August 2020 onwards. This order of KSERC is now under challenge before
Appellate Tribunal for Electricity (APTEL) and Supreme Court (against interim order of
APTEL).

KSEB has projected the NPV @ 10% discount of the differential amount between BALCO's
tariff and other bidders of Bid 2 from August 2020 onwards for the entire contract period
up to September 2042 as savings of Rs.1109 crores, and between L2 Bidder’s tariff and L1
tariff of Bid 1 at Rs.758 crores, totalling Rs.1866 crores.

This assumption is flawed on many counts. In case the Supreme Court finally rules in
favour of the generators, the projected savings vanishes. '

Most importantly, KSEB is implicitly assuming that it will be able to procure power from
alternate sources at a rate equal to or lower than the BALCO rate. The present rate for
power in the market does not justify such an assumption. It seems unlikely that KSEB will
be able contract 1500 Mw (1000 MW shortage form 2024 onwards plus 465 MW against
contracts proposed to be canceled) at a rate cheaper than that of the present contracts.
Also, the quantum being offered in recent bids in the country is much below the
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requisitioned quantum (often less than 30%), indicating lack of adequate untied
8eneration capacity in the country,

KSEB further computes the termination Payments to the 3 psas in Bid 2 and 1 pSA in Bid
1 {in case they do not agree to their respective L1 tariff) at Rs.488 crores, and

diesel stations, raising cost to consumers and derailing KSEB finances in coming years,
In view of the foregoing, | urge you to kindly re-visit the January 2022 decision,

Hours: 341(/:5:41&[,

Paul Antony

&> .



