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CZECH REPUBLI C

THE PRESENT STATUS OF RESTRUCTURI NG OF THE COAL | NDUSTRY
IN THE CZECH REPUBLI C

(1) There are four brown coal and three hard coal geographically separated
deposits in the Czech Republic,

(2) Al of these deposits are mined either by State enterprises or by joint
stock conpani es which are nowadays totally State-owned

(3) The following principle is applied in nanaging the exploitation of smal
coal deposits,

"One Deposit or one basin = One nining organi zation"

(4) The out put of these "small" organi zati ons averages | ess than 20% of brown
coal production and about 10% of hard coal production in the
Czech Republic a year,

(5) The two | argest coal basins - the first brown coal one in Northern
Boheni a and the other hard coal one in Northern Mravia - covering the
rest of the coal output are exploited by several conpeting mning
conpani es,

(6) The organi zational structure should be one of sources to introduce the
conpetition into the coal mining industry,

(7) The structure described was created at the begi nning of 1991 and has not
yet changed since that tinme although the Governnent of the Czech Republic
adopted a programme in Decenber 1992 to unite sonme State enterprises in
the formof joint stock conpanies respecting the organizationa
principles nentioned above,

(8) The process of organi zational restructuring of the coal industries has
sl owed down t hese days because of discrepancies in our |egal order on one
hand and uncertainti es about eval uation of environnental costs of the
past and future on the other hand,

(9) The conpetition in the hard coal sector is based on creating severa
institutionally separated subjects and introducing a linited vol une of
i mported coals on the hone narket,

(10) The conpetition in the lignite sector is based on the same organi zati ona
features and furthernmore on establishing step-by-step price
i beralization,

(11) Wien the last Wirkshop in Tirgu-Jiu took place in 1992, there was a
strict coal price regulation in the Czech Republic. This has changed.
The coal prices for power utilities are now fully liberalized. To
conpare the coal production for the electricity generation represents
about one third of total coal output. The pricing of the rest of the
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production is still regulated preserving two different price |levels, the
hi gher one for industries and the | ower one for households. The
abolition of the price limts is in preparation for the end of this year.

GENERAL CONCLUSI ONS

. Organizational and institutional framework of restructuring of the
coal industry in the Czech Republic has been set up.

I1. Price liberalization has substantially progressed after establishing
the coal prices for the energy sector without State interference.

I1l. The progress of restructuring now preferably depends on results of
ecol ogical audit to evaluate realistically environnmental costs and
thus to set the verificated market value of mining conpanies for the
famous experiment of the Czech Republic which is called Coupon
Privatization.
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HUNGARY
RESTRUCTURI NG COF HUNGARI AN COAL M NI NG

The abt. 17 M annual production of the Hungarian coal mning is in 70%
supplying fuel to the coal-fired power stations. The renmaining part is for
househol d and communal use. Fromthis amount of coal are also covered the
requi renents of the domestic briquette industry.

In consequence of market ratios the future of the coal mning conpanies
is essentially defined by the electrical energy production of the coal-fired
power stations. The interdependence of power stations and mines is obvious:
fuel supply of the power stations projected for low quality (6 to 12 ThKJ/k)
coal s cannot be ensured from other sources, but also the coal dust produced in
the m nes has no other alternative.

The radi cal decrease of production volunme of the Hungarian industry, the
col l apse of industrial branches with high energy demand resulted in the
decrease of the demand on el ectrical energy year by year in Hungary, despite
the limtation of inports a capacity surplus of power stations appeared, so
the | oadi ng of the single power stations are defined by econom c aspects.
According to forecasts decrease of use of electrical energy will stop in the
com ng years, but the level of electrical energy demand of 1988 will be
accessed only after the mllennium

Many si ded economi c investigations have proven, that coal -based
el ectrical energy production cannot be nade econom c conpared with alternative
possibilities (nuclear power station, hydrocarbon fuelled power stations
because the geol ogical conditions and bad quality are increasing the specific
fuel costs on one hand, the efficiency of the coal -based power stations is bad
and their operation cannot be maintained | onger termdue to point of view of
envi ronnental protection, on the other hand. As a result of the above said
phenonena the reduction of the coal -based el ectrical energy production (due to
sorting out of blocks of power stations and to the harnoni zed cl osure of
m nes) cannot be avoided. On the househol d coal market the demand is reducing
si nce decades continuously, this tendency has been strengthened by the
liberalization of inports fromthe countries where export of coal is
subsi di zed, which is the case first of all in the countries of the Comunity
of I ndependent States (CIS). This can be sensed by the fact, that the
realization of household coals and briquettes reduced itself during the |ast
two years to the half, i.e. from4 M to 2 M.

The reduction of the coal mning had to be adjusted to the narket
tendenci es as shown above, the measure and schedul e of which is determ ned by
the coal demand of the power stations. Taking into account that fromthe
poi nt of view of enploynent mnes are in the nost critical regions, when
defining the nmeasure of reduction aspects of enploynment policy are also to be
taken into account.

The conception of reduction of the coal mning has been dealt with by the
Governnent several tinmes, the total transformation of the organizational,
owner ship and control systemof the industrial branch has been devel oped and
it is in progress.
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Essence of the conception is, that mines having perspectives will get
i nto organi zational ownership integration with the power stations.

Al of this will be effected in the course of |iquidation processes, that
t he power station joint stock conpanies will purchase the mnes providing
basic material by nmeans of shares issued on the basis of increased registered
capital, which will either operate in conmon organization with the power
station (organizational integration), or they will be organized in separate
econom ¢ venture being the property of the power station (ownership
integration). The mnes decided to be closed will also be organized in a
joint stock conpany, the owner of which will be the Hungarian State. This
joint stock conmpany will have the task to take over the obligations to close
the mnes, to arrange m ne damages and reclaimng further the social |oads of
the past mining activities. These so-called Mning Property Utilization
(joint stock) Conpanies will be basically |oss-naking, the necessary
subsi di zation by the State will be tenpered by the realization of the assets
(industrial and social establishnments) not becom ng part of the integration
Schedul e of m ne closures are regul ated by governnental resolutions based on
reconciliation with the trade unions.

The organi zational procedure described above is nmade nore difficult due
to the fact that interests of the creditors are to be taken into account, so
t he decisions in nmany aspects are not in the hands of the Governnent but in
that of the related Courts. |Influence of the industrial control on the
transformation is effected through the Coal M ning Restructuring Centre
( SZESZEK) .

The transformati on of the Hungarian coal mnining shown above is now at its
half-tinme. Wth date of 1 April 1993 three energetic verticuns have been
establ i shed (Mecsek Coal Mnes - Pécs Power Station, Matraalja Coal Mnes -
Matravi dék Power Station, A ka Mnes - Bakonyi Héerémi Rt). These neasures
resulted in restructuring of abt. the half of the donestic coal production
As planned also in this year the integration of the Boirsod Coal Mnes and the
Borsod Power Station and that of the nmines having perspectives in the North-
Transdanubi an area and the power stations of this region

The organi zational ownership and control systemw th transformtion shown
above will ensure, that the reduction of the coal -based electrical energy
production will be done on harnoni zed way and i nstead of the separate interest
of the owners the optinmum of the national econonmy will be achieved.

The two nost delicate tasks of the restructuring is to nanage the
stresses due to radical reduction of the staff nunmber and to ensure budgetary
sources in the present condition of the Hungarian national economy which are
inevitable to the restructuring.
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POLAND

Forecasted role of hard coal in energy balance in Pol and

The main source of covering energy needs are mneral fuels. Nothing
i ndi cates changes of situation in the forthconi ng decades.

The docurnented resources of crude oil should be adequate for nore than
40 years at present |evel of consunption. However alnost 3/4 of all world
crude oil resources are placed in the OPEC countries. The inevitable tendency
is growmh of contribution of the OPEC countries in crude oil production
because in western and eastern European countries, according to reserves, it
wi Il be enough for just 12-13 years. The situation of growth of contribution
of the OPEC countries in crude oil production can have unstabilizing influence
on world market.

Ceogr aphi ¢ pl acement of docunented resources of natural gas is nore
advant ageous. The CEDC countries possess nearly 12% of reserves, Near East
and M ddl e East countries 30.7% but the countries of former eastern Europe in
that mainly former Soviet Union 38.3%according to information given in paper
of MP. & H,I.P.P.T. Polish Acadeny of Science, June 1992.

The research also results that till 2050 year gl obal docunented resources
of coal in the Wrld in category of overall costs up to $50/tpu* will be
sufficient to cover total world demand even for the high consunption variant.

According to experts esteens shoul d be expected increase of turnover on
world coal market. In the course of the 15th Wrld Congress of Energy Counci
have been deliberated the nost essential problens of power engineering and
necessary strategy of desired directions in the field of energy engi neering as
wel | .

In the Madrid Declaration is stated that in the period of three nearest
decades there is not predicted exhaustion of conventional sources of energy,
also is lack of prem ses of appearance of new revol utionary engi neering
sol utions whi ch ensure new sources of energy supply.

Wrld experts generally esteemthat the criteria of deposits are changing
so one should accept themw th great caution. However for current criteria
and output level with good approximati on can be assuned that will be enough

- crude oil for 44 years,

- natural gas for 57 years,

- hard coal for 200 years,

- lignite for nearly 300 years.
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Ceneral |y speaking it could be concluded that accessed energy resources

will
first

conpendi um

t hough | ocation is very unequa

not be the factor which linmts covering of world energy demand in the
hal f of twenty-first century,
discrimnate particularly devel opi ng countries,

SO

as testified by follow ng

Crude oil Nat ural gas Hard coal & lignite
reserves contrib. reserves contrib. reserves contrib.
billions % bill. n? % mllions %
of tons of tons of tons

Wor |l d 135.4 100 124.9 100 | 1 040 529 100

t ot al

Nort h 5.3 4.2 7.5 6.1 249 183 23.9

Anerica

Latin 16.9 12.0 6.8 5.4 11 430 1.1

Anerica

M ddl e 89. 4 66. 1 37.4 30.1 62 271 6.0

East

Africa 8.0 6.0 8.8 7.4

Asia & 5.6 4.4 8.4 6.8 303 625 29.1

Australia

Eur ope 9.9 7.3 55.1 44.5 413 020 39.9

inthis 7.8 5.6 49.5 40.0 241 000 23.2

f or mer

USRR

Pol and 0.0 0.0 0.2 0.1 41 200 4.0
Source: No. 5.
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Contribution of fuels consurmed in Wrld for production of electrica

energy in %

Bearers of energy 1990 1995 2000 2005

contrib. % contrib. % contrib. % contrib. %
Solid fuel s 42. 4 42.2 41.9 41.7
Gl fuels 12.8 9.8 8.0 6.6
Nat ural gas 17. 8 19.2 22.7 25.7
Nucl ear energy 19.5 19.3 17.5 15. 8
Wat er energy 7.0 7.8 8.0 8.3
Ceot her nal ener gy 0.4 1.1 1.2 1.3
O her renewed 0.6 0.6 0.6 0.6

Source: No. 6.

Contribution of natural gas to production of electrical energy in the
future fuel bal ances shows distinctly significant increase which overrun
grandness of 1/4 that is right tendency taking into consideration ecol ogi ca
aspects of this matter. Continuously the main source of world energy
production is coal.

In the conpl ex fuel -energy econony of world appears the probl em of
determ nation of coal role as energy bearer. As have been nentioned above
there is many reasons that coal wll have strong position. During programnr ng
of coal utilization experts indicate that have to be taken into account such
its utilization to increase quantity of gained serviceabl e energy,
simul taneously fulfil very rigorous necessary and very inportant requirenents
of environnent protection.

Taki ng perspective problens of rationalization of fuel-energy demands
covering of Poland, should be intensified research works which taking into
consi deration all sphere of conditions.

Power engi neering structure of Poland on background of well -devel oped
countries is characteristic by richness of deposits nainly of hard coal and
possibility of wi nning of reasonable quantity of nethane that appear in
deposits of hard coal
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The structure of consunption of prime energy in Poland in 1990 in
conparison to the OEDC countries is presented bel ow

Bearers of energy Pol and % CEDC %
1. coal 74.9 26.5
2. crude oil 14.9 32.2
3. natural gas 8.9 19.5
4. nucl ear energy - 4.6
5. water energy 0.1 5.7
6. remaining 1.2 11.5

Sources: No. 1 and No. 4.

As is known in the above figure the structure of prinme energy consunption
that is dominated in Poland by coal is extrenmely high. Mreover what is
significant is the structure of energy reserves in Poland which is presented
bel ow.

Bearers of energy billions of Natural wunits Contri bution

t.c.e. %

Hard coal 50.3 63.5 bill. tons 91.2
Lignite 3.5 12.9 bill. tons 6.4
Nat ural gas* 0.16 164.0 bill. n? 0.3
Peat 1.0 2.0 bill. tons 1.8
Wod 0.05 3.0 mlIl. t/y 0.1
Wat er energy 0. 13 12.0 bill. kWl/y 0.2

Source: No. 1.

*  Wthout documented reserves of in coal deposits.

According to assunptions of prospective programe of energy econony
shoul d be taken into account necessity of undertake activity that ensure
changes in structure of primary energy consunption, just realize, that
achi evenents of meani ngful effects in the prospect of 20-30 years will be very

di fficult whereas:

- i ncrease of contribution of petro

fuels wll

be made difficult

consi dering the fact of unconpetitive prices of these fuels in
| ack of own reserves and undoubtedly

conpari son to coa
i ncreasi ng cost of gaining crude oi

pri ces,

frominport.
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I ncrease of demand for natural gas is to nmeani ngful extend conditioned by
extension of internal and international connections by gas pipelines that
requi res consi derabl e financial effort which can be afforted by the country
just in limted extend.

- nucl ear energy engineering in Poland can appear in experts'
opi ni ons not quicker than after 2005 year. Very high investnent
cost and determ ned negative society opinion are vital obstacles,

- gai ning energy from other sources will not have neaningfu
i nfl uence on energy bal ance of the country considering the fact of
m nor possibilities of gaining it fromthese sources and cost
conpl exi ons. Taking into consideration above-nentioned reality,
scientific publications of Polish experts and papers of
Upper Silesian M ning Chanbers can be stated univocally that |onger
than till 2010 year basic bearer of energy in Poland will be hard
coal and lignite however their contribution will reach in future to
above 33%while 24.9%in 1990 year

From the paper of Institute of Basic Problens of Engineering of Polish
Acadeny of Science under |eading of professor W. Bojarski and with
cooperati on of Department of Energy and Fuels of Mnistry of |Industry and
Trade consequent that future demand for fuel and energy and structure of their
contribution will depend on mainly follow ng factors:

- forecasted scenario of economc growth of country,

- access to energy reserves and cost |level of fuels and energy
gai ni ng,

- the I evel of environnment protection agai nst secondary wastes and
power engi neering process wastes.

In study reports is taken assunption that in the period till 2010 year in
the country will succeed vital structural changes which tend towards
assimlation of Polish econony to econony of devel oped countries. Taking into
account trends and predicted economc situation after 2000 year it seens be
nore concrete in comng true "low scenario" that assune nmediumgrowh of G oss
Nati onal Product which will reach 2.3% per year. Contribution in demand on
primary energy will be figured (in basic variant):
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Pr ognosi s Low scenari o
Bear er of for
ener gy
1990y 1995y 2000y 2010y
statst. % contr. % contr. % contr. %
Hard coal 60. 6 59.3 56.7 52.0
Lignite 13.3 12. 6 10.7 9.9
Nat ural gas 9.5 10.6 11.0 13.1
Liquid fuels 15. 4 15.3 18.6 20. 2
Nucl ear fuel 0.0 0.0 0.0 0.0
Rerai ni ng 1.3 2.2 3.0 4.8
Tot al 100.0 100.0 100.0 100.0

Source: No. 1.

Production of nore inportant energy bearers. The proposal of policy
assunptions and programe of power engineering in Poland till 2010 year M P.
and H,l1.P.P.t. - Polish Acadeny of Science - Warsaw, March 1992 year.

Scenario

Item bearer of Unit 1990 acc. _

ener gy stat. | ow hi gh

1995 2000 2010 1995 2000 2010

a) Internal production
1. Hard coal mll.t 147.6 140.7 142.6 146.9 | 141.1 142.7 147.0
2. Lignite mll.t 67.6 69.0 60.0 60.0 69.0 60.0 60.0
3. Nat. gas* bill.n¥ 2.9 5.3 5.9 5.4 5.5 5.9 5.4
b) Export
1. Hard coal mll.t 28.01 23.6 27.3 31.9 13.9 14.0 14.3
c) Inport
1. Hard coal mill.t 0.7 - - - - 5.8 12.7
2. Nat. gas bill.m 8.2 9.1 9.4 14. 4 9.9 12.8 19.1

* Natural gas of caloric value 34.33 M/ nt.

Qut put projection of hard coal according to study report of Upper

Sil esi an M ning Chanber,

June 1992 is figured as foll ows:
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Vari ant Uni t 1990 1995 2000 2010
Low vari ant mill.t 147.5 138. 3 136. 2 133.1
H gh vari ant mil.t 147.5 149. 1 145. 4 141.9

Sour ce:

No. 2.

Consunption on of hard coa

in country in individua

sectors is very

differentiated. In years 1990-1992 have been figured as follows. More
significant receivers of hard coal in the country.
Sect or/ year 1990 % 1991 % 1992
mill.t mill.t mill.t
Total consunption 119. 93 100.0 118. 83 100.0 111. 67
1. Power engineering 49. 60 41.3 46. 95 39.50 42. 13
2. Fuel industry 14. 25 11.9 11.92 10. 00 11. 44
3. Chenical industry 6.70 5.5 6. 39 5.38 5. 66
4. Steel industry 6. 57 5.4 5.75 4. 83 5.25
5. Munici pal sector 5.97 4.9 6. 27 5.27 6. 01
6. Food industry 4.11 3.7 4.11 3.52 3.58
7. Building industry 3.77 3.1 3.76 3.16 3.29
8. Coal industry 2.73 2.2 2.73 2.29 2.84
9. Farmng 2.00 1.5 1.79 1.51 1.08
10. Paper industry 1.58 1.3 1.55 1.30 1.32
11. Textile industry 1.48 1.2 1.40 1.18 1.19
12. Transport industry 1.22 1.0 1.34 1.13 1.01
13. Machi ne-build. ind. 1.05 0.8 1.02 0.85 0.98
14. Wbod working ind. 0.87 0.7 0. 88 0.74 0.85
15. Transportation 0.62 0.5 0. 65 0.54 0.37
16. Metallurgical ind. 0. 60 0.5 0.62 0.52 0.37
17. Non-iron net. ind. 0.54 0.4 0. 56 0. 47 0.48
18. Houses and services 0.52 0.4 0. 47 0. 39 0. 65
19. Total 1-18 104. 18 86.9 98. 20 82.58 88.78
20. Oher snall rec. 15. 75 13.1 20. 63 17.42 22. 89
Export of hard coal 28.01 - 18. 08 - 18.72
Qut put of hard coal 147.6 - 140. 3 - 131.3

Source: No. 3.




ENERGY/ WP. 1/ R 24/ Add. 1
page 14

Concl usi on from above figure is about internal consunption of coal now
and in the nearest future. It will decide the group of first 10 | argest
receivers and first of all power engineering and fuel industry (coke
engi neering). Their prospective growh of demand have to reflect in econony
boom and will be its interpretation

Runni ng al ongsi de actions in order to decrease of energy consunption by
producti on and increase of effectiveness of it utilization should be first of
all noticeable in the nmentioned group of tenth | argest consuners of coal

Nearest 20 years in Poland will be characteristic by the trend towards
decrease of demand on coal and increase, though not conparable w th devel oped
countries, trend towards increase of contribution of |iquid and gas fuels.

According to the opinion of the authors this trend should be estinated as
opti mum for safety of energy coverage for the country. The energy engi neering
policy shoul d ensure in perspective tine:

1. Ful | coverage of energy needs of the country through appropriate
utilization and devel opnent of own internal reserves and through long tinme
agreenments referred to inport of crude oil and natural gas taking into account
nati onal sovereignty.

2. Ri ght protection of environment anong others by increase
contribution of natural gas inported and gained (very inportant) from
devel oped own coal deposits.

3. Rati onal i zati on of energy utilization otherw se inprovenent of fue
and energy usage that lead to decrease of tension in energy bal ance, decrease
of cost of gaining sources of energy and this is very inportant, reduction of
burden to environnent.

4. In stable high contribution of coal in covering of needs in order
to decrease of its burden should be intensified enterprises which are ained in
further inprovement of coal quality and particularly the coal designed for
power engi neering and heating pl ants.

5. Searching for ecol ogical clean bearers, richness of nethane in
Pol i sh coal deposits and decrease of the country dependence upon inport of raw
materials point at final cause of undertaking of specific enterprises to
i ncrease of methane recovery.

Recapi tul ati on of above descripted necessary strategy shoul d be
established sone priorities:

(i) Nearest 20 years is a period of stable demand on coal in the
country with sinultaneously increasing contribution of crude oi
and natural gas. To ensure safety of covering of national energy
demand shoul d be undertaken quick and resol ute technical and
noderni zati on actions to ensure necessary output of coal wthin
bounds of 140 millions of tons.
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(ii) The factors which determ ne of usage of coal are ecol ogica
condi tions. Mass application of coal will have to be nore and nore
har noni zed with natural environnent.

(iii) Significant contribution of coal in energy bal ance of Polish
economny and particularly in power engineering and heat engi neering
shoul d be bound with enterprises which ensure radical inprovenent
of coal quality.

(iv) Gai ning of internal coal should be conjugated with working out of
efficient and safe technol ogy of recovering of nethane from coa
deposi ts.

(v) Pol and whi ch aspires to integration with Europe and to achieve

west ern standards of |iving should undertake actions for nore
effective utilization of energy in that also to structural changes
of bearers. Taking into consideration increasing deficit of fuels
in the world and increase of prices as well, will be necessary
undertakings to get variety of energy supply from various sources
in this possibility of maxi mum contribution of own fuels.

(vi) Currently the basic problemwhich require quick [ow settlenment is
creation of respective financing systemfor pro-ecol ogy objectives.
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ROVANI A
The restructuring policy in the Romani an coal industry
Aut hor : Dr.eng.lon GAf - Deac, - State Secretary - Chief of the Mning and

Ceol ogy Departrment - ROVANI A

Wthin the framework of the mining and geol ogical industry, Romania are
carrying out operations involving prospecting, research work, mning, dressing
and marketing of solid fuels and other nineral raw materials.

Its organi zational structure is nade up of eight autononous
admini strations, 57 State commercial societies and a private capital society.
The activity is spread out in all the Romani an counties. The m ning and
dressing of solid mineral substances is carried out in 157 underground mi nes,
111 open pits, 59 dressing plants and 580 geol ogi cal units which yield nore
than 100 products, of which 35 have a special significance for the nationa
econony.

In the last two years the mining and geol ogical activities being carried
out in Romania - on the basis of consultation involving all the econonic
agents, research and design institutes in this country and abroad as well as
t he Departent of Mning and Geol ogy - a clear cut organizational tactic was
formul ated, with nedium and | ong-term strategies.

The above-nentioned strategy inplies the foll ow ng:

1. Al over the world, an econony can exist and is run only with the support
of mineral raw materials, supplied by a mining industry, which is evidently
backed up by a well-organi zed geol ogi cal sector

2. In Romania, there is a real industrial infrastructure, which is very
di versifi ed.

The industrial units are inportant raw material and fuel consuners. The
i ndustrial systemneed products |like: coal, precious nmetals, uranium and
non-ferrous netals (copper, zinc, lead), non-netalliferous products
(linestone, dolonmite, diatonmite, caolin, a.s.o0.), salt etc.

3. In Romania, there is a real home market for all the mining products. For
sone substances (coal, for instance) the demand is quite high, even acute, if
one takes into account the fact that the national energy system must go on
mning. Al nost every year Romania inports about 2 million tonnes.

4, At present, the Romani an mning sector possesses a well-defined
infrastructure in what concerns the mning capacities.

The avai |l abl e equi pnent includes, anong ot her nachi nes, 93 high capacity
bucket - wheel excavators (conplex machines on a Krupp licence), 221 continuous
m ners, 150 roadheaders, rubber belt conveyors covering over 70Km and ot hers.



ENERGY/ WP. 1/ R 24/ Add. 1
page 17

Today, al npost one quarter of a million people work in the mning and
geol ogi cal sector (235,000) even if between 1990 and the present tine, the
total nunber of enployees is 65,000 | ower.

5. The strategy stresses the fact that it is not convenient to close certain
mning units just for the sake of closing them and then arbitrarily report
that the transition to a market econony is a fact. |In nmining, any closure on
producti on capacity conservation asks for expenses. 1In sone cases - in the
urani umindustry, for instance - an eventual decision to close the mnes

wi thout a well-founded strategy, inplies the i mediate allocation of funds
representing a double sumif conpared with that necessary for their

expl oitation, due to ecol ogical reasons (contam nation, the obligation to
recuperate the equi pnent, the backfilling of mined spaces etc). Nevertheless,
78 productive capacities in non-profitable areas have been closed so far, once
the reserves were exhausted; the activity was noved and focused on nore
profitable mning areas.

6. Wthin certain limts, the mning industries all over the world are
granted subventions, due to the objective character of the geol ogi cal mnining
conditions during the mning process. The above-nentioned strategy provides
for an ever decreasing course of the subventions.

7. In mning, the investnent activity has two sides:

- t he mai ntai ni ng of producton capacities;

t he devel opnent of production capacities.

In the last three years, Ronmania did not spend any noney on the devel opnent of
producti on capacities. 1In 1993, the enphasis is on absolutely m nim
expenses, for the acceptable proportion of maintaining coal-mning production
capacities.

8. It nust be enphasized that at present, the nining and geol ogi cal industry
is one of the very few branches of our national econonmy where the production
decrease was recorded fromthe point of view of the achieved and delivered
physi cal producti on.

The physical production as conpared to that of 1991 recorded in 1992
growth of 19.9%for lignite and bitum nous coal, of 7.7%for coke coal
6. 5% for power station coal as well as other substances, such as 4%/ ead
concentrates, 20.2%gold, 5% copper concentrates etc. Production did not cone
up to the expected level in the field of non-netalliferous substances (sands,
clay, bentonite), but these represent 12% of the entire mning activity.

If during the winter of 1992-1993 the production of power reached that
mark, this was due to the fact that in Novenber 1992, the coal stock provided
for the existing power stations was of 6 million tonnes. However, the biggest
coal stock for the producer of electric power existed in 1989, when it reached
6.1 million tonnes. At present, the power station stocks contain about
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2.5 mllion tonnes of coal nore as conpared to the quantities recorded | ast
year, even if this country had to face real problens with the inmport of
natural gas and crude.

In 1992 alnmost 8 million tonnes nore of coal were mined as conpared to
1991, which resulted in a smaller hard currency effort by 135 mllion dollars.

* * *

Taki ng i nto account the above-nentioned situation, a conclusion of a
nmacr o- econom ¢ nature coul d be reached, which speaks of a future
mal f uncti oni ng of the Romani an econony, directly connected to the discrepancy
bet ween a sector which follows an ascending course (mning) and the other
branches of the econony, which continue to follow a descendi ng one.

The elimnation of this discrepancy between the mning activity and the
ot her branches can only be achieved by the revitalization of other productive
sectors of the Romani an econony.

It nust be pointed out that at present, the mining and geol ogi cal sector,
due to its results and activities, back up the other branches of the Ronmani an
econorny, trying to bring themcloser to a sinilar ascendi ng course.

One shoul d never forget that it is unconceivable to revitalize the
Rormani an econony wi thout mineral raw materials and fuels. The Ronmani an nining
and geol ogi cal industry can provide all the necessary solid raw materials and
fuels for the other branches of the national econony which are subjected to a
revitalization process - only fromthe international production

* * *

Fromthe concrete aspects which belong to the changes taking place in the
m ni ng and geol ogi cal industry, the following are nore inportant:

- The val oric production, in conparable prices, is correlated to the
growt h of physical production, reaching in 1992 an industria
out put of 138.1% as conpared to the year 1991, of which 156% f or
coal

- The concentration of production in units and sectors which have a
real perspective;

- Due to the number of retired persons the staff was reduced by
16.30%in 1992, as conpared to 1991

- The growt h of the physical production and the changes in the
structure of the workforce led to a higher physical productivity by
3-19%

- A nunber of 48 commercial societies, dealing in other or
conpl ementary activities detached thensel ves fromthe existing
aut ononmous admi ni strati ons;
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- Measures were taken for the introduction of contract |easing of
avai | abl e capacities;

- The initiative for the cooperation with Ronmanian or foreign firns
with a view to nodernize and rehabilitate the mining activities was
started and partially finalized,

- The i nmprovenent of the geological activity is going on (dewatering
programes, the revitalization of the geol ogical research work on
the Black Sea platform etc;

The carrying out of operations is hanpered by a nunber of incongruencies
whi ch do not belong to the system

- The cost paid for the transportation of the mning products is too
hi gh, sonetines hi gher than the products thenselves (for instance,
the caolin clay);

- The evol ution of whol esale prices for the mning products recorded
hi gher coefficients (between 3.2 and 27.9 tines higher) between
1990- 1992 as conpared to the price of raw nmaterials and services
(in simlar conditions), which were subjected to coefficients
68.0 tines higher. In the year 1992, the econonic agents (those
recei ving subventions included) had to pay to the State budget, or
that of other bodies, very high suns as taxes and interests. In
1992 the mining and geol ogi cal units received fromthe State budget
(subventions and all ocations) 125.8 billion lei and paid
78.0 billion lei;

- The expropriation of land for the carrying out of mining activities
(for lignite and bitum nous coal - about 600-700 hectares per year)
still going on with many difficulties, due to the lack of effort
and stinulative results, which are significant for a mning
activity which takes into account a faster recultivation of the
terraln;

- The privatization of mnes and open pits will start quite soon
when the regul ations specific to this sector - concerning the
granting of the right to carry out mning operations on the areas
being State's property - are finalized;

The Mning Lawis in the process of being passed; it will regulate
aspects concer ni ng:

- The protection of Romani an m ning products by neans of higher
i mport taxes, meant to contribute to a better devel opnent of the
m ni ng sector;

- The setting up of regulations specific to the nmining and geol ogi ca
activities, so that the transactions and funds for the foreign
i nvestor are guaranteed by the Governnent;
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- The provision of normative docunments concerning the exenption of
duty for inports, docunents which are necessary for the
noderni zati on and rehabilitation of a nunber of lignite mning
units by nmeans of credits fromthe Wrld Bank and BERD

The nost relevant thing is the continuity and the dynani c aspect of the
strategy concerning the restructuring of the Romani an coal industry, which is
adapted to the realities of the transition to a narket econony.
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RUSSI AN FEDERATI ON

Restructuring policy of the coal industry in Russia

Russia's national energy programe is based on a long-termoutline for
t he devel opnent of the fuel and energy sector with enphasis on donestic
resources for the foreseeable future.

The intensive growh of energy production, including coal mning, over a
protracted period in the context of extrenely |ow energy efficiency and a
constant shortage of capital investnment caused a substantial lag in the
techni cal |evel of production capacity and also in the devel opnent of socia
infrastructure, as well as in environnental conservation

In recent years, crisis situations in the fuel and energy sector and in
coal mning have stenmed |argely fromthe dissolution of the USSR and the
br eakdown of the previous system of nmanagenent of the national econony.

Coal production in Russia fell froma mnimmlevel of 416.3 million
tonnes in 1988 to 327.9 nmillion tonnes in 1992, or by 23% CQutput in the
current year is expected to be about 320 million tonnes.

Aside frominstitutional factors related to the crisis period, the main
reason for the decline in output is that less attention has been paid to the
role of the coal industry in the fuel and energy bal ance.

I nadequat e i nvestnment in the industry has led to a sharp reduction in
t he amount of new capacity brought into operation, this being three to four
times less than the anpbunt of capacity retired fromservice during the period
since 1980. The nines currently in operation do not nmeet present-day
requi renents because of delays in reconstruction and noderni zati on.

It nust be acknow edged that, in ternms of its output concentration
i ndi ces and | evel of |abour productivity, Russia's coal industry |lags wel
behi nd the coal -produci ng countries of Wstern and Eastern Europe.

The need for a new Russian energy policy arose in connection with the
di ssolution of the USSR and t he establishnent of the Russian Federation as a
genui nely sovereign State, and in the light of fundamental changes in the
country's soci o-econom ¢ structure and econoni ¢ and geopolitical situation and
its policy of integration into the world economi c system

The new energy policy reflects the basic changes in relations between the
State authorities and economcally independent enterprises, as well as the
rapid growt h of independent commercial entities.

The i nmportance of the new energy policy derives fromthe country's
critical economic and energy situation, and also fromthe reorientation of the
fuel and energy sector to tackle social problens as a natter of priority and
neet the increased requirenents of environnental protection
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The new policy is designed to pronbte a regulated energy market and is
expected to address the foll ow ng issues:

Legi sl ative problens in the energy sector - rights of ownership of
resources, distribution of functions between central and | ocal governnent
authorities, enterprises and associ ati ons;

Strategy of restructuring, re-equiprment and regional priorities;

System of prices, taxes, rental paynments and other requirenments for the
devel opnent of the market mechani sm

The main ways in which the new energy policy is to be inplenented
i ncl ude:

Gradual 'y aligning energy prices (through regulation) with world prices;

I ntroduci ng charges for the use of natural resources and on that basis
reduci ng the budget deficit and alleviating the tax burden

Est abl i shing an effective systemto manage the operation and devel opnent
of the energy sector and regul ate market conditions;

Creating joint-stock enterprises in the fuel and energy sector and
attracting foreign investors and donmestic conmercial entities;

Establ i shing a system of federal and regional funds to pronote energy
conservation and investnent in programes of re-equipnment, social welfare
for di sadvantaged segrments of the popul ati on and environnenta

protection.

Russia's energy policy calls first of all for the inplenentation of
energency crisis-prevention neasures in the industrial and social spheres
(rmore rapid conmm ssioning of new capacity, active State support, financia
recovery, etc.).

During the transitional period (1993-1997) the above-nentioned
| egi sl ative, econonic and institutional arrangenents for the new econonic
system shoul d be established in the energy sector and the paraneters for
regul ati ng the energy market should be determined. This should help to
overcome the crisis in energy production and in the coal and oil industries.

In the subsequent period it should be possible with very noderate growth
in energy consunption to ensure a rapid inprovenent in living standards while
at the sane tinme reducing the energy intensity of the gross social product by
20- 25% conpared with 1990.

Russia's energy strategy envi sages:

I ncreasi ng gas production to 680-695 billion nf in 1995 and
735-755 billion nf in the year 2000 (from 640 billion n? in 1992);
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Halting the decline in oil and condensate production by 1995-1996 and
stabilizing output up to 400 million tonnes by the year 2000;

Reversing the protracted decline in coal production by 1995 and
achi eving noderate growh of up to approximately 375 nmillion tonnes
by the year 2000;

Pronoting greater use of non-conventional renewable sources of energy.

Russi a's new energy policy outline, once approved by the Governnent, will
be put before Parlianment for consideration

Restructuring of the energy and fuel sector will take place against the
political background of the growing role of individual federal entities and
| arge regions in addressing industrial and soci o-economni c probl ens.

The abandonnent of adm nistrative nmethods of managenent, the granting of
full econom c independence to enterprises and the extension of the rights of
| ocal governnent authorities have fostered workers' political and socia
activities. Today, and especially in the future, the devel opment of the coa
industry is to be pursued in the light of the specific circunstances -
i ndustrial, environmental and social - of each najor region (Pechora coa
field - Republic of Kom , Kuznets coal field - Kenerovo province, regions of
eastern Siberia - Kansk-Achinsk coal field, Far East - Sakhalin
Yakutia, etc).

Conbi ning centralized principles in the policy of investnent and
regul ation of coal prices (for a certain period) with the intensive,
i ndependent devel opment of coal -mining regions and enterprises will encourage
mar ket relations and heal thy conpetition anong coal producers.



