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COUNSELLORS AT LAW

NEW COAL PRICE CAP FOR POWER
GENERATION

Recently, the Minister of Energy and Mineral Resources (“MEMR”) issued
2 (two) decrees on the price of coal, MEMR Decree No. 1395 K/30/
MEM/2018 dated 9 March 2018 on The Coal Price for Power
Generation for the Public Interest (“MEMR 1395/2018") later amended
by MEMR Decree No. 1410 K/30/MEM/2018 dated 12 March 2018
(“MEMR 1410/2018") as an implementation of Government Regulation
No. 8 of 2018 (“GR 8/2018”) and MEMR Regulation No. 19 of 2018
(“MEMR 19/2018”) which provides a legal basis for setting the
maximum price for coal used for the generation of electric power for the
pub|ic interest. In short, MEMR 1395/2018 and MEMR 1410/2018 are
intended to address the risk of coal price fluctuations due to the recent
increase in the market price for coal for the electric power industry for the
public interest by determining the sale price of coal for generating electric
power for the public interest as part of the domestic market obligation

(”DMO”).

Neither MEMR 1395/2018 nor MEMR 1410/2018 provides a definition
of electric power generation for the “public interest”. However, as under
Law No. 30 of 2009, the generation of power for the public interest can
be undertaken by either the state-owned company (PLN) or private
companies using the Independent Power Producer (“IPP”) scheme, MEMR
1395/2018 and MEMR 1410/2018 (including in particular the sale
price of coal) should apply to coal fired power plants whether they are
operated by PLN or through the IPP scheme. The MEMR official with
whom we discussed it, confirmed the above view.

MEMR 1395/2018 and MEMR 1410/2018 set the sale price of coal for
the generation of electric power for the public interest at USD70 per
metric ton (Free On Board (FOB) basis) with standard specifications of
6,322 kcal/kg GAR, Total Moisture 8%, Total Sulphur 0.8% and Ash
15%.

If the coal specifications differ from the above, MEMR 1395/2018 and
MEMR 1410/2018 provide certain formulae for adjusting the mandatory
coal price.
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In so far as it is related to DMO, MEMR 1395/2018 and MEMR 1310/2018 provides as an incentive, up to a 10%
increase in production capacity for coal companies that meet (i) the minimum DMO requirement (under MEMR
Decree No. 23 K/30/MEM/2018 dated 5 January 2018 on the Determination of Minimum Domestic Market
Obligation of Coal Sales for 2018 (“MEMR 23/2018"), the DMO for coal mining companies is 25% of total coal
production in 2018); and (ii) the coal price determination and formula under MEMR 1395/2018 and MEMR
1410/2018.

The coal price determination and the related formula under MEMR 1395/2018 has applied since the date of the
issuance of the MEMR Decree (ie 9 March 2018) and will remain in effect until 31 December 2019.

Although the issuance of MEMR 1395/2018 and MEMR 1410/2018 is intended to address the risk of coal price
fluctuations and to protect PLN from coal price fluctuations, how this will be implemented in practice remains

unclear.
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