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As per the Ministry of Power’s statement, 
from the coal blocks auctioned and 
allotted thus far, electricity consumers in 
the nation are likely to benefit by about 
69,311 crore INR, owing to the reduction 
in power tariffs based on negative bidding 
for coal blocks. In the case of coal for 
the regulated sector, estimates from the 
ministry suggest that Madhya Pradesh 
will get 39,900 crore INR; Chhattisgarh, 
26,425 crore INR; Jharkhand, 14,498 
crore INR; West Bengal, 13,210 crore 
INR; Maharashtra, 1,819 crore INR; and 
Odisha, 607 crore INR.

Direct consumer benefits: For each fall of 
100 INR in the bid amount, the power tariff 
is expected to fall by 4–6 paise.

In the unregulated sector, steel, cement 
and aluminium makers that have won 
blocks will have a greater control on 
profitability, given that coal accounts for a 
third to over half of their production cost 
(in different sectors).

4.4. Challenges: Was bidding 
aggressive?

In the power sector, all the block auctions 
till date have gone into forward bidding, 
i.e. the cost of coal will not be passed 
through to customers, while owners have 
committed an additional premium to the 
government, which is likely to reduce 
tariff. Similarly, non-regulated sectors 
won the blocks on stretched prices which 
are escalable. With the inputs negatively 
priced or priced at a high cost, the 
sustainability of their pricing strategy, 
though achievable, is now a challenge. 
The tariffs can be largely sustainable over 
the mine life, but they will be a burden on 

With the freshly allocated blocks added 
to a company’s portfolio, the challenge 
is to sustain the basics—production, cost 
and safety measures. Project preparedness 
from day one will be critical, and adopting 
best industrial processes and technologies 
will be key for success. As the new era 
begins, one might acquire some lessons 
from some of the global mining players 
as well. The focus has shifted not only to 
improving production but also to cost-
cutting measures, manpower selectivity, 
best equipment maintenance practices, 
process checks and controls, etc. These 
measures have helped some of the major 
global players survive the challenging 
mining environment. Some of the key 
areas of focus that a new allocatee will 
need to appreciate and adhere to are 
summarised below. 

5.1. Qualified/suitable mining  
contractor selection

Coal block allocation through auction will 
certainly lead to an increase in the cost of 
coal, given the premium committed to be 
paid, combined with firm award conditions 
which require timely development of  
coal assets to meet the fuel requirement.  
Thus, the strategies considered for  
bidding will be successful only if the  
blocks are developed in a timely and  
most efficient manner. 

While owners have a choice to operate a 
block on their own or through outsourcing, 
given their limited experience in coal 
mining, most owners rely on the MDO 
model to develop their coal blocks.

As the concept of mining through MDO, 
though evolving, is relatively new in 
India, very few steps have been taken 
for selecting the most suitable mining 
contractor, with an optimised/customised 
scope of work depending on the risk-
sharing capabilities of the parties involved.

companies’ balance sheets and the players 
might seek to divest them over time. The 
aggressive bidding for coal blocks can 
be attributed to coal quality and supply 
security being sought by the companies 
that otherwise could have rendered their 
heavy investment in power plants loss 
making. However, negative prices for 
inputs for a period of, say, 25 years, may 
not be a realistic solution, since this will 
lead to significant cost and cost recovery 
pressures. Combined with the proposed 
capping of fixed charges by GoI, cost 
recovery will be a challenge for the new 
allocatees. As such, efficient mining, cost 
control and maximum recovery are key  
for success. 

5. Way forward: Key 
points and gearing up

In this model, ownership of the mine 
resides with the entity to which it is 
allocated, and the owner of the mine 
contracts mine development to a  
third-party contractor. The contracted 
MDO tends to the assigned activities 
associated with mine development 
(such as mine design and planning, coal 
handling, plant design and construction, 
mine infrastructure design and 
construction, overburden removal, coal 
mining, processing, delivery, ongoing 
mine operation and maintenance 
throughout the entire life of the mine), 
and delivers the stipulated quantum of 
coal of desired quality against the fee 
agreed upon in the MDO contract.

Contract mining capitalises on coal mining 
contractor’s skills, capabilities and capital 
for investment, and provides control over 
mining operations that can be tailored 
according to needs. It involves the flexibility 
to change mining contractors (or the 
business model) over time. The success of 
this model was essential as many end-user 
companies engaged in power generation 
or steel and cement manufacturing had no 
prior experience in coal mining.

Hence, the selection of a suitably qualified 
MDO assumes further importance. The 
most efficient model is one which allows 
appropriate risk sharing and hence 
reduces the cost of mining. Selection 
based on quality, wherein proper 
assessment of past performance in terms 
of technical and financial aspects, needs to 
be emphasised, apart from the allocation 
of clear and doable roles (scope of work) 

to the selected MDO.
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5.2. Project development: 
Planning and monitoring

In general, mining companies need 
to have a strong framework in place 
for project development planning and 
monitoring. As discussed earlier, how 
efficiently and quickly the coal blocks 
can be put into the operations stage will 
be key for the success of new allocatees. 
A structured and phased approach to 
project development will ensure rigorous 
evaluation of the key milestones to be 
achieved during the development period 
and will minimise ‘cost blow-outs’.

Some of the important elements for 
phased project planning are:

•	 Establish a formal approach for project 
evaluation that can provide a strong 
structure and consistency throughout 
the development period.

•	 Identify and assess key project risks 
and conduct risk assessment at 
frequent intervals.

•	 Communicate the strategic objective of 
each stage to all individuals involved.

•	 Implement a day-to-day/weekly/
fortnightly/monthly/milestone-based 
measurement and monitoring system.

•	 Assign clear accountability to key 
people/stakeholders involved.

To ensure more effective planning and 
project evaluation, many Australian 
coal-planning companies have introduced 
phased development, which is commonly 
described as a ‘stage-gate’ process. This 
is a step-by-step approach that enables 
companies to move their projects 
through the development pipeline and 
achieve a standardised way of evaluating 
achievements at each stage of  
various milestones.

5.3. Focus on processes  
and technology

The Indian mining sector needs a major 
boost and reform in terms of technology 
and processes across the mining value 
chain. As a new allocatee, one needs to 
really ensure that various checkpoints are 
introduced in the system to help improve 

the existing processes and further ensure 
that these checkpoints are regularly tested 
while considering the volatilities involved 
in mining operations. Adopting and 
improving the processes and technology 
will function as another critical parameter 
in keeping operations in control and 
ensuring the best safety standards.

Recently, Anglo American included a haul 
truck rolling-resistance solution, energy 
absorbing bumper and monitoring system 
to improve its existing safety standards 
and productivity. BHP Billiton designed  
a risk area map using acoustic and  
optical telemetry to protect personnel  
and machinery.

Further, Rio Tinto could reduce its capital 
expenditure by 9.4 billion USD and 
operating cost by 4.8 billion USD in 2014 
through strategic maintenance planning 
to reduce reliance on contractors, a 
more robust vendor selection process 
and sourcing of goods and services from 
emerging markets.

5.4. Cost control measures
Increasingly, the mining industry involves 
large cash flows while showing a huge 
scope for cost control. Emphasis on cost 
control measures must be laid at various 
stages, e.g. at the project and planning 
stages, and also on timelines for clearance 
and approval of some of the critical 
aspects. Failure to meet these timelines 
and non-achievement of budgeted 
schedules can cause a huge impact on 
project inception, which in turn will follow 
into the operational stages, affecting cash 
flows.

Similarly, the major areas that take up a 
large share of working capital and revenue 
from cash flows in the operation stages  
are mainly:

•	 Labour cost 

•	 Fuel and electricity cost

•	 Equipment maintenance cost

•	 Logistics and transportation cost

•	 Health, safety and environment

•	 Blasting and explosives cost

•	 Corporate social responsibility

Efforts are needed to keep these cost 
elements in control. It will be useful to 
examine the global shift in focus from 
achieving higher production as a means 
of reducing cost to achieving higher 
productivity at the lowest cost while 
improving safety standards. In 2014, BHP 
Billiton managed to reduce its capital 
expenditure by 28% and operating cost by 
29% through a reduction in overhead and 
maintenance costs.

It is necessary to adopt best practices and 
perform a timely review of the various value 
chains from the development stage through 
operational stages. This will play a crucial 

role in maintaining the viability of projects.

5.5. Stringent and accurate 
data monitoring system: 
Development of MIS/
allocation of KPIs

We are living in the age of information. 
Information is a vital resource in any 
decision-making process. Survival in the 
21st century depends on the ability of 
businesses to manage information and 
the way they interact with and react to 
changes. Information technology, as in 
other fields, can play a significant role in 
enhancing the productivity of the mining 
industry. The constantly increasing 
portfolio of computer applications in 
the mining industry includes analysing 
and mapping exploration data, mine 
planning and reserve estimation, 
controlling processes, maintaining 
equipment, managing human resources, 
supplies, inventories, all types of financial 
information and development of an MIS.

To achieve production targets and 
profitability, the mining industry needs 
to adopt an appropriately stringent 
and accurate data monitoring system. 
The global mining industry has already 
adopted real-time data capturing tools 
that assist in taking immediate corrective 
measures during operations. Analysis 
of data and information flow at these 
levels improves productivity and system 
efficiency. Among the mining majors, Rio 
Tinto’s ‘Mine of the Future’ technology 
includes a facility that monitors  
real-time operations.

Smooth flow of information at various 
skill levels, whether at the top management 
or at operator levels, in an appropriate 
manner, is a key aspect. It can be controlled 
by adopting data monitoring systems that 
assist in decision-making at the top levels, 
followed by adequate implementation at the 

ground level.

5.6. Getting the right  
people: Key experts/ 
skilled manpower

The contribution of mining, which is 
currently 1.86% of GDP, is likely to reach 
5% in the near future. However, a lack 
of skilled workers is set to impact the 
industry, creating a demand-supply gap of 
over 2,200 people by 2025.1

Based on the estimated demand and 
current supply from various educational 
institutes which cater to the management 
level, a demand-supply gap of about 1,500 
and 2,200 is expected during 2009–2017 
and 2009–2025 respectively. 2

The study clearly points out a lack of 
mineral-specific professionals like mine 
lawyers, mineral economists and mineral 
financial analysts in the industry. Along 
with this, there is a shortage of skilled 
manpower like heavy earth-moving 
machinery (HEMM) operators, shot firers, 
blasters and surveyors, who are needed to 
develop a healthy mine.

Adequate training measures need to be 
adopted and time and money need to 
be invested to develop next generation 
miners. These measures will certainly 
help a fresh allocatee in both tangible and 
intangible ways.

The recent coal block auction is certain to 
increase demand for statutory and skilled 
personnel in the Indian mining industry.

5.7. Keeping the checklist 
ready: Post-allocation 
due diligence

After a coal block has been allotted, a 
number of approvals and permissions are 
required before the commencement of 

mining operations. Failing to get timely 
approval or to keep a check on timelines 
can result in a cost overrun. In the case 
of a captive project, this can have severe 
consequences as the end-use plant will  
be affected.

All clearances will require a detailed 
step-by-step approach for assessing and 
understanding the repercussions. Each 
mine will have its own requirements in 
terms of clearances and approvals to be 
obtained. Preparing a detailed checklist, 
in line with the transfer orders and 
regulatory provisions and regular follow-
up on the same, is critical for any project.

5.8. Risk analysis and 
mitigating measures

Key risks which can derail a whole project 
need to be clearly brought out. They 
should be classified into various heads 
depending on their potential impact on a 
project. The risks associated with a project 
may include one or more of the following:

•	 Business risk

•	 Technology risk

•	 Commodity price risk

•	 Implementation/timing/ 
drop-dead risk

•	 Regulatory risk

•	 Environmental risk

•	 Resource risk

•	 Currency risk

•	 Contractual risk

The identification of these project 
development and operational risks is 
crucial at the project inception stage. As a 
fresh allocatee, one needs to be adequately 
aware of these risks in order to make 
appropriate preparations.

1.	 Source: Confederation of Indian Industry, as per a study on the mapping of human resources    
     and skills for the mining industry in India
2.	 Source: Confederation of Indian Industry
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ICC profile
Founded in 1925, ICC—the leading and 
only national chamber of commerce 
operating from Kolkata—is one of the 
most proactive and forward-looking 
chambers in the country today. Its 
membership spans some of the most 
prominent industrial groups in India. ICC 
is the founder-member of FICCI, the apex 
body of business and industry in India. Its 
forte is its ability to anticipate the needs 
of the future, respond to challenges and 
prepare stakeholders in the economy 
to benefit from these changes and 
opportunities. Set up by a group of 
pioneering industrialists led by Mr G D 
Birla, ICC was closely associated with the 
Indian Freedom Movement, as the first 
organised voice of the indigenous Indian 
industry. Several of the distinguished 
industry leaders in India, such as Mr B 
M Birla, Sir Ardeshir Dalal, Sir Badridas 
Goenka, Mr S P Jain, Lala Karam Chand 
Thapar, Mr Russi Mody, Mr Ashok Jain 
and Mr Sanjiv Goenka, have led ICC as its 
president. Currently, Mr Shiv Siddhant 
Kaul is the chamber’s president.

ICC is the only chamber from India to 
win the first prize in the World Chambers 
Competition in Quebec, Canada.

ICC’s North-East Initiative has gained 
new momentum and dynamism over the 
last few years, and the chamber has been 
hugely successful in spreading awareness 
about the great economic potential of the 
North-East at national and international 
levels. Trade and investment shows about 
the North-East in countries like Singapore, 
Thailand and Vietnam have created new 
vistas of economic cooperation between 
the North-East of India and South-East 
Asia. ICC has a special focus on India’s 
trade and commerce relations with 
South and South-East Asian nations, 
in sync with India’s ‘Look East’ policy. 
It has played a key role in building 
synergies between India and her Asian 
neighbours such as Singapore, Indonesia, 
Bangladesh and Bhutan through trade and 
business delegation exchanges and large 
investment summits.

ICC Towers

4, India Exchange Place

Kolkata - 700 001, West Bengal

Tel.: 91-33 2230 3242 - 44

Fax: 91-33 2231 3377/ 3380

E-mail: sg@indianchamber.net

Delhi Office	

D-118, 1st Floor 	

Aashirwad Complex

Green Park Main

New Delhi - 110 016	

Tel.: +91-11-4610 1431 to 1439

Fax: +91-11-4610 1440 & 1441

E-mail:  tapan.bhattcharyaa @indianchamber.net

Bihar State Office

11/B Dumri House	

Kavi Raman Path

East Boring Road

Patna - 800001, Bihar

Tel.: +91-612-3212418

Fax: +91-612- 2533636	

E-mail:  kamalendra.sahi@indianchamber.net

Odisha State Office

11, Kharavela Nagar

1st Floor, Unit-III

Bhubaneswar - 751001, Odisha	

Tel.: +91-674-2532744/2534744	

Fax: +91-674-2533744		

E-mail:  sidhartha.dhal@indianchamber.net

ICC also has a very strong focus on 
economic research and policy issues. It 
regularly undertakes macroeconomic 
surveys/studies, prepares state investment 
climate reports and sector reports, and 
provides necessary policy inputs and 
budget recommendations to governments 
at the state and central levels.

Over the last few years, ICC—
headquartered in Kolkata—has truly 
emerged as a national chamber of 
repute, with full-fledged offices in New 
Delhi, Guwahati, Patna, Ranchi and 
Bhubaneshwar functioning efficiently 
and building meaningful synergies 
between industry and the government by 
addressing strategic issues of  
national significance. 

Contact details

Guwahati Offie

House no. 209, 

R G Baruah Road

(Near AIDC) Opposite Overnite Courier

Guwahati - 781024, Assam

Tel.: +91-361-2460216/2464767

Fax: +91-361-2461763

E-mail: ishantor.sobhapandit@indianchamber.net

Jharkhand State Office

181 – C, Road no. 4

Ashok Nagar

Ranchi - 834002, Jharkhand

Tel.: +91-651-6063236

Fax: +91-651-2243236

E-mail:  deepak.bhattacharya@indianchamber.net

Mumbai Office

No. 1007, 10th Floor

Samartha Vaibhav, Off New Link Road

Andheri (W), Mumbai - 400053, Maharashtra

Tel.: +91-22-6127 7443

Fax: 91-22-6888 8656

E-mail:  sharmila.banerjee@indianchamber.net

Visit us at: www.indianchamber.org
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6. List of abbreviations
    

BT: Billion tonne

CEC: Clean energy cess

CPP: Captive power plants

EUP: End-use plants

FDI: Foreign direct investment

FICCI: Federation of Indian Chambers of Commerce and Industry

GCV: Gross calorific value

KPI: Key performance indicators 

MDO: Mine developer-cum-operator

MIS: Management information system 

MT: Million tonne

MTPA: Million tonne per annum

PPA: Power purchase agreement

ROM: Run of mine

SCCL: Singareni Collieries Company Limited

SED: Stowing excise duty

SHR: Station heat rate

•	 Mining Facts and Figures, Chamber of Mines of South Africa 

(http://www.chamberofmines.org.za/media-room/facts-and-figures)

•	 Australia’s ‘five pillar economy’: mining, The Conversation, Australia 

(http://theconversation.com/australias-five-pillar-economy-mining-40701)

•	 Indonesia GDP Annual Growth Rate, Trading Economics (http://www.tradingeconomics.com/
indonesia/gdp-growth-annual)

•	 Economic Survey 2014–15, Ministry of Finance, India 

(http://indiabudget.nic.in/survey.asp)

•	 Indian Mining Sector-Opportunities and Challenges, Confederation of Indian Industry 

(http://www.cii.in/) 

•	 Ministry of Power, India

•	 Ministry of Coal, India
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