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As part of the Union Budget
address for 2020-21, the Fi-
nance Minister, Nirmala

Sitharaman, said that the shutting
down of old coal power plants,
which are major contributors to
emissions, will aid the achieve-
ment of India’s Nationally Deter-
mined Contributions, an idea
which has been endorsed by the
Power Minister, R.K. Singh
(https://bit.ly/3jQnQxl).

Some studies cite advantages
Some research studies have also
argued in favour of it, citing the
economic and the environmental
benefi�ts of shutting down coal
plants older than, say, 25 years. It
is argued that the availability of
under-utilised newer (and pre-
sumably more effi�cient) coal-
based capacity means that shut-
ting down older ineffi�cient plants
would lead to improved effi�cien-
cies, reduced coal usage, and
hence, cost savings. 

Further, it is argued that it
would be uneconomical for old
plants to install pollution control
equipment required to meet the

emission standards announced by
the Environment Ministry, and
hence it would be better to retire
them. The recent order from the
Central Electricity Regulatory
Commission (CERC) allowing Del-
hi’s BSES distribution company to
exit its concluded 25 year old pow-
er purchase agreement with the
National Thermal Power Corpora-
tion Limited’s Dadri-I generating
station, also lends some credence
to this (https://bit.ly/3lJymZQ).

Since plants older than 25 years
make up around 20% of the total
installed thermal capacity in the
country and play a signifi�cant role
in the country’s power supply, de-
cisions regarding their retirement
merit fi�ner scrutiny to see if the
claimed benefi�ts really accrue.

The benefi�ts
How signifi�cant are the potential
benefi�ts?

While there are some old plants
tied up in expensive power pur-
chase agreements, as in the case of
the CERC order, there are also sev-
eral old plants, which generate at
lower costs. For instance, plants
such as Rihand, Singrauli (both Ut-
tar Pradesh), and Vidhyanchal
(Madhya Pradesh), are all over 30
years old and have very low gener-
ation costs of around ₹�1.7/kWh,
which is lower than the national
average. This may be due to loca-
tional advantage rather than effi�-
ciency, as older plants are likely to
be located closer to the coal

source, reducing coal transport
costs. However, this just highlights
the complexity of the issue, since
effi�ciency does not naturally tran-
slate to savings.

A savings analysis
Indeed, our analysis (https://
bit.ly/3jDat3a) suggests that the to-
tal savings in generation cost from
shutting down plants older than 25
years would be less than ₹�5,000
crore annually, which is just 2% of
the total power generation cost.
These savings may not be suffi�-
cient to even pay for the fi�xed
costs (such as debt repayment)
that would have to be paid any-
way, even if the plants are prema-
turely retired. Similarly, savings in
coal consumption by replacing
generation from plants older than
25 years with newer coal plants
are also likely to be only in the
1%-2% range. 

The argument about older
plants fi�nding it uneconomical to
install pollution control equip-
ment to meet environmental
norms is a stronger one, as all coal
plants should indeed reduce emis-

sions. However, even here, the ar-
gument is not black-and-white.
There are some old plants that
may continue to be economically
viable even if they install pollution
control equipment as their current
fi�xed costs (which would increase
with pollution control equipment
installation) are very low. Indeed,
about half the coal capacity older
than 25 years has already issued
tenders for pollution control
equipment installation. 

Risks with retirement
The question then becomes
whether these limited savings are
worth the risks associated with
early retirement of coal plants, es-
pecially given the current trends in
the country’s power sector. To
support the growing intermittent
renewable generation in the sec-
tor, there is an increasing need for
capacity that can provide fl�exibili-
ty, balancing, and ancillary servic-
es. Old thermal capacity, with low-
er fi�xed costs, is a prime candidate
to play this role until other tech-
nologies (such as storage) can re-
place them at scale. Further, the
capacity value of the old capacity
is critical to meet instantaneous
peak load, and to meet load when
renewable energy is unavailable. 

There is also a political econo-
my risk, as aggressive early retire-
ment of coal-based capacity, with-
out detailed analyses, could result
in real or perceived electricity
shortage in some States, leading to

calls for investments in coal-based
base-load capacity by State-owned
entities. About 65 gigawatts (GW)
of thermal capacity is already in
the pipeline, of which about 35
GW is in various stages of con-
struction. This is likely in excess of
what the country needs, and
further addition to it, driven by
State political economy considera-
tions, will lead to stranded assets
and locked-in resources.

This is not to say that no old
plant should be retired. However,
using age as the only lever to drive
these decisions is too blunt an in-
strument, and can prove counter-
productive. Instead, a more disag-
gregated and nuanced analysis,
considering the various technical,
economic and operating characte-
ristics of individual plants and un-
its, while also accounting for as-
pects such as intermittency of
renewables, growing demand, and
need to meet emission norms,
would be appropriate to make re-
tirement-related decisions. Hence,
it may be prudent to let old capac-
ity fade away in due course, while
focusing on such detailed analysis
and weeding out the needless ca-
pacity in the pipeline, to derive
long-term economic and environ-
mental benefi�ts.
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Revisit the idea of ‘aging out’ India’s coal plants 
A more nuanced analysis considering the various characteristics of individual plants would be appropriate
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