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Taliing Maria Gl!ﬂ:hll,

My apodugies for che delay in sendiog chos maesial. [ have los bodds iy
regular assistan: and my temp s [ an a bit overwhelmed.

John Hardy will be ateending vie mesting tomoreow ar 3. His 558 i
[byg)  and bartadareds  [b)iE) I vou could remind me of the
addrass of the neeung I would sppreciare it. T managed ro loee thar o<

well.

John and [ have a briel agenda: 1) we want 1o vpdare yeuon Dabhol and 2)

we want o discuss way in which the USG may become involved in encouraging
market reform necesary to extract value out of our generating assct.
Specitically, we want to focus cn refgorm at the Indian federal level thar

will he nespceary to deliver prwer to cnstomers ather than M3ER
We laak forward 1o mecting you tomorrow,

{See atrached file: Dhbhol PPA - DC Talking Points.doc)
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Tamuary 10, 2001
Everiz

#  The State of Maharashira Chief Minster Deshmukh armouneed during the winter session of
th State Legislature that Phase 11 of the Dabhol Project was io be reviewed, Allegaions
were made that the high Dablhl tarifi was the couse of the Maharsshira State Electricity
Board's (M:EB) financm| difficulties.

¢ The Government f Makacashiza (GOM) will appoint @ committee of experts to reexamine
the Dabhol Fower Purchase Agreement, a 20-year PPA o the single buyer MSEB.

+  MSEH is cumently in arears for the Dabhel Novembe bill in the amount of Rs 148 Crores
(1 AR0000,000 Rupees).

o Phase (1 of the Dabhol project is 80% complete, with 95% of the equipment on site ind 3400
MM remainmg o be disaursed out of 2.6 billion.

Fae ut Dlathol

# By providing 2182 MW pas fired power paant, built to interrations] standards oith related gas
facilites, DPC 1s creating substantial opportumties forthe development of a modem
medustrial corridor m south ceriral Maharashira

« o far, Dabhol has contributed over Bs 1600 crove to tie natonal and stite exchequers and
has brought in Forzign Direct Invesiment of ove: Bs 10,000 crore (52,5 billion) into the
eountry

*  In buwkhng the facilines, DPC has provided valwble employment b ance residents, DPC
comtraztors on the site currently employ approximately 15,000 workers. A hospital, school
and oter commurity services have been provided to arca readents by LiTC

lsmames

Expert Compriffee. P will cooperate with the GUM-appointed Expert Commines. That dozs
not mean, however, that the PPA will sWomatcally be renegotiaed. To allow the time for suh
review, three things must hazpen: (13 DPC mus comiinue o G0 s gereaion obligativos wode
the FEA; (i) MSER nust pay the money owed to DPC; and (i) the project enders mus! continue
(o disburse fuods we fnisle Fliese 0ol e poopect.

Creie of WIEE Fimmiad Digficwties. Daldad iz ool s cause of MECED s financial difftcultics.
Those difficulties are due wa number of faciors, among them:
- The need for meters to measure cledricity distrizuted to ond users
- The high rale of losses. MSE3 currently has approximately 30% losses, a large
pi kol wlibgh is doe e theft.
The State’s contiruing o grart subsdies en o political basis and ot
compenaating MEER therelor.
. The State’s not al owing MEER to discomect nnpaying Custiomwss,
The lurge aross subeidies built into the tanft structure.
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Power Shortage. Indiz is in need of power. The Misister of Power has recently stated that Incia
needs 0.0 MW of new gmeration. (The state of Maharashira itself faces o contnuing
shorlzge of power (appros. 2000 MW resulting i large aneas fazing laad shedding and
blackouts.]

Foreign Direct frvestmeny. Becaute India lacks the funds 10 corstruct needed power
nfrastructere, foreign directinvesiment & needed. Failure to hosor confractial commiteents or
10 respect the sanctity of contracts will serve te discourage such investment.

Diseribarion Refarm. The long term solution is to institute reforms quizkly. Reforms thet are
partizularly pertinent to the financial disress suffered by the SEBs are:
State Electrizity Boards must be unbundled into thres usiness units {generation,
fransmwission and cistribution) and be made accountable for their performance via
corporatisation.
- Professional managemeat teams rather than burcavcrats must run the power
SECIOT COMPINIEs.
Improcemerts bo the mirastruciune are cribeal, Losses cannct be reduced uniil
electrinty ismetered, those using power properly balled, the funds billed properly
collecied, customers disconneded for nompayment, and thos: responsible or
theft of powsr prosecuted,
= The State must allow MSEE t tun 5 business ina prafessional manner rathe:
ihan as a political vehiclz. Thus, subsidie: must rot be graned unless the
povernment s wiling wpay far them.
- Finally, the tariff struchre must be rationalised :o that the cests of distribution of
poweT 1o the various cusomeT classes are reflecwed in the tnffs,

T Debolied Taar it Tl tani i 53 orct an absolut: osdesr bot s o Soonwsa, The taif? st which TRC
power 1% seld 1o MSEBR 15 compnised of wo cost [actors, a fixed mpacity charge and a variable
energy charge, The perwnit cost of DIFC power, in tun, depends on the quantity of power
actuully drown by the MBED, prevailing snterrational crude ol grices, and the nupee/doliar
exchange mite, Depending on fluctuations in these vaeialble, the ariff con go cither up o dowr. A
more repracntative way of judging tarifT is onan annual average.

From May 1999 1o October 2000, MSEE"s off-take from DPC was an average of £0 %, mesultng
in an averoge tariff of Ro, 4.04, If during that period the of take hod been 960 %, the avesge il
would have been Rs. 402, Looking ahesd, the recent drop in intzenational feel prizes (which
affects the price 3f naphtha) will result m 2 decrease in the mnff. Witk the commissioniag of the
seoond phise of the project by end 200, when Liquefied Natural Gas (LMG) 1= used ws fuel, the
tanifT will be further reduced another W2250 feeuming 00 offtole, prevmiling frreign
exchange mtes pod imternationgl fuel cost remeining within 321-28.)

11 15 not tree that the tarfT was Bs. 28 per umil durimg last summer. Bather, a Bs 7.80 figure was
recomled for the monibly eycle hill of Jaly 2000 - a figure hased on a Ty dispateh level of 33 %,
naphtha price of & 306MT and a1 an exchange rate of Ra, 4535 ser dollar. On the other hand,
hisd MSER dspatehed DPC 21 90% durieg the same pesiod, other factors remaining identical. the
tarifT woull have worked ow: to Re. 4.31 per unit. {Capacity charge Bs 1,88 plus enerpgy charge
Rs. 243

Q0500000002271



Binansmg

Cowrr, Totl projest cont is 33 billion (Pheee T51.1 billion; Phage 11 51.9 billion)

Torm Debt. Total project debt 15 2 ballion (Phase T 860 millinn, Phasze 1151 4 holliom)

Tadiaw Nekt (W the £ ullion progect debr, 81 2 hillion is ndian debt, consesting of direst loans
and guarantees. Becanss the Japaese, 1.5, and Relgivm Exim Banks take no direct risk, the
Indian harks puaranieed ther- Inans)

Chther Fordgn Govermnent Lenders, Japanese Exim Bank; Belgium Credit Agency, LLE, Exim
Bank, and Opie, lhe laner also providing pelitical risk insurance ‘o sharcholders.

(e Lenders, 40 ofher intanational banks are invalved 1 the lbans for the Dabhol project.
Fuel Supply. Both the Oman and Abu Dnhbn governmenis ase involved in providing fuel to
Dabbol, The Oman facilities ane 60 percent ovned by the Governmend and 30 percent owned by
Shell.

LNG Tanker, The tanker 15 owned by Skipping Company of Inda, Mitswi ard 15 percenl by
Enron,
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