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Circular Debtd An Unfortunate Misnomer*
AF1 MALI K

| NTRODUCTI ON

PakiGstmmwer sector confronts serious cha
weaknesses, we ak governance, and financi al
supplies, consumers are getstamegt innoets ohna we etxg
power outages due to inefficiencies in the
unsustainabl e finands agowemamrm agempearti d 1 HPakea slt
shortfall bet ween cash iwhlawscandubat fdels.

"Circular debt" is a shortfall of paymen
(CPPA). CPPA does not receive outstanding pa
(DI SCOs) due to a short-6wheédiildtgiteacne i cvaarbd aersi
(DI SCOS) sneEKpercitNEditici (Khus, CPPA does not mask

power companies in the-oswanpd!l ygyeakabhj orn hab
( GENCOs), I ndependent Power PrododebDssphPPh)
Company (NTDC) . GENCOs f ail to clear their
payments from the §ovwearyn nieunetl, sluPpPpsl iceauwsl,d nwh o
payments to refineries and i nt erfndthieonaleranna)
pl ants are forcedcapaopéyatacanbra very | ow
Fig. 1. CiPayxmd mmtrs De&md Supply Chain
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* It was published in PIDE Working Paper Series, 2020:20.
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OQutfl ows are guaranteed payments as they
infl ows are not certain due to absence (in s

subsiodi est,her di screpanci es. This means t ha
distribution sector to CPPA always |l ag behir
a deficit

As on June 10t h, 2020, the power sector
addition of |l oans of Syndicat®d. Tar @MOFitmand
parked at the Power Holding Private Limited
trillion (Sattar, 2020). In FY2019, 122802 (
Rs.766.6 billion (CPPA,al20u®l)ue dfhicci rnapll are s
sector deficit is far greater than the annue

Since FY2013 bahbhoeti mg e6bc tterdi lilnitoon t he power
adjustments to clear <circul alralseeemtj.e cltre da dacki
subsidy since FY2007 (Figure 2).

Fig. 2. Circul ar Debt Growth and Govern
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USAID (2013) and Sattar (2020).
NotEequi ty payments in FY2020 are assumed to be the same

The power sector is eating up a bul k of |
have been used in other development activit
for appmomtEn®et revenue. |In compamrdB8mithgetduce:
in Brief, 2021). Despite various measures t:
financi al |l osses are increasing. These are
creditworthiness of th® eyantsyakssectbadly a:
all, it is adver gseleycoinmoprayc.t i ng the country

Circular debt is now |Ii ke a chronic disea
its underdrye ndge ecpaluys eesx pl ored and treated, it
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manager s. The goal of tdheipst hp aamerl yiss st @ f c d rhn
supplde andidemamwmdunderstand the underl ying
debtpides receiving enormous financial suppor
available evideepoettdat aeseavahi stissdi es et c.

Pl an of the paper i s Section 2 6&escribe
power sectorfl 8etsi om 3 he origin and gr owt
di scusses in detail the supply and demand si
Sectiona 55 wnafreetrys uggéesei bnsufer

GOVERNAMNCERUCTURE

The GoverPnankeinstt amf prepared the strategic
electricity sector to improve efficiency, S
unbundl eds WAPDAIi cal |y integrated power Wi n
transmission,coampawtiestthhesbluydmomel ectric power
and operation functions remained with WAPDA.
Limited (PEPCO), a separate company, wi t hin
restructuringpansht poréeptahrea tgiemre rfactri on and di s
in due courPsre satahiCabmamgihs ¢ ih@n .

In 1994, the government formulated a Private Power Policy to invite private
producersinto the sector. In 1997, the National Electric Power RegufaAuthority
(NEPRA) was created to ensure fair competition and consumer and producer protection;
and to introduce transparent and judicious economic regulation. In 2009, Central Power
Purchasing Guaranteed Limited (CR&A was incorporated (as marketepator) inthe
NationalTransmission and Dispatch System (NTDC) as a government body. Later in 2015,
the Central Power Purchasing Agency (CPPA) was reformed as a corporate entity separate
from NTDC; and NTDC remained as system operator.

Now Pakistan powesector includes both private and statened companies. In the
generation sector, almost p8rcentof the total installed capacity is in the private sector
(IPPs) and the rest s in the public sector. In FY2019, abquegEnbf the total electricity
generation was by the private sector companies. Transmission and distribution are mainly
stateowned. The only exception is Karachi, where not only generation, transmission and
distribution are controlled bprivatised K-Electric. In the distribution sector, about 90
percenbof total consumers are served by saed companies.

The power sector restructuring process which began in 1992 is still in transition from a
vertically integrated statewned sector to a comjiete multi-buyer structure. Currently, the
power system is operating as a sifglger model  where the CPPA buy power from
GENCOs, IPPs and WAPDA and other produgaws)sit and sell it to all the DISCOs.

GROWTEGFC|I RCULDANRB T

Circul ar sde Iptatyaisd logns oCPPA financi al stat el
amount parked at Power Holding Private Li mit

1 This includes an amount payable under the late payment surcharge (Rs. 96828 millionlif)2@i&
of which, Rs 69989 million is disputed in respect of liquidlgmages penalties, imposed on power producers
due to norfulfillment of contractual provisions of PPAs (CPPA, 2019a).

2 PHPL uses government guarantees to borrow from commercial banks at KIBOR plus 2 per cent to
reduce CPPA liabilities to generation caanpes. Servicing of half of these loans is through surcharge (Rs 40
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Origin

The problem of <circular debt (power sect
el ectricity pricesl iweer ewintoht aalsltoeweepd rtios er iisne i
Pakistani Rupee also got depreciated signifi
in that period did not all ow the rise in e
Notifiedt &diefcfts ice myiecod ebgl dwvedst Tari ffs w
FY2003 and FY2007 at a very |low |l evel (Figur

Fuel cost in electricity generation rose
to cover the increakedteobnhnicalhghoadlpeoidad s
distribution companies (DI SCOs) further add
payments by consumers contributed“to |l ow re\

There was a huge gaer wiedeweamd tthlee coa\t e rorf
uni form tariff across all DI SCOs to be cover
the government did not compensate power CcO0mMmMf
i ncreasibmegidyect rhiecidoresadmetrThe power compani €
were not in a position to make payments to
were not in a position to import oil needed
(of about RBsmetyEdbihl 208® for the first ti me

Figure 3: El ectricity Sal e Price ( A\
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billion annually), whereas, the residual amount is covered by power sector revenues, which again generates
additional arrears (IMF, 2019).

3 The price of imported furnace oil which repretseabout one third of the fuel mix for power generation
in that period increased by 76 per cent from 20030 200708. Global gas prices also increase significantly (76
percentbetween 2007 and 2008).

4Law and order situation in certain areas also effected payment collection negatively (Cheema, 2020).
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Growt h

(a) PPP Government (2062013)

In 2008 and 2009, oi l pricescinsrseaand 6
was the stock of circul ar debt (Rs 236 bil
notified tariff, but it renfaiaedthel glwobal

prices conti hueTdhitso wiamschbaetacseeqp@ima sl i n tar
determination and del apyasy maewhtish,ei 6t hdir ff eeéhnt
in the sector were also not addressed.

This |l ed to the accumul wandesadtoiflnipaxwen | ngc
capdciAsy a result, power outages increased t
the stock of <circular debt rose to about Rs

The electricity sector formally becomes h
government r(wWeiPd kditd amten ad hoc basis by p
(more than Rs 1 trillion) bet ween FY2008 t
coll apse and keep debt to a manageabl e | i mi
more than téhepgoveynmenpay at a given ti me;
up and reached to Rs 872 billion in FY2012.

The injection of money compelled the gove
commer cial banks through v athieo ugso viéndsntmeuontel nyt s .

or indir eeotnlvedretbitinsgr ¢ weld by GENCOs, NTDC, CPP
power sector entities to banks and other cr ¢
started swapping the eoeangyapdybpbaea ANgltbemor
Since 2008, these syhdveptedrtderi m fPiomwamc élofl ad
Limited (PHPL) under the Ministry of Energy |

The government also took ahtopgolwededciasi &

l'ine with international oil prices on a qua
political compul sions and severe criticism.
aboupeB@aeant his pmrmosbdimppetrhi@amdi ncrease was i
the government kept on paypags hersoabangegstion
prices more frequently, the government t hen
passed on to theBhitSd@es p(i Mael iak,] 20hE3). change
circular debt kept piling up, as the governt
debt, that i s, inefficiencies in the system

5 In FY2011, in addition to increase in tariffs, general sales tax was also imposed on the consumption of
more than 100 units of electricity. Given thegnessive nature of tariffs (i.e., higher rate at higher levels of
consumption), the price of electricity was greater than the cost of supply in the highest slab for domestic consumers.
However, this does not significantly reduce the fiscal burden asateerelatively fewer consumers in the higher
slabs (Trimble et al., 2011).

Average fuel cost on FO based generation was Rs .
Rs. 12.02/ k-Wh, i nperogldd@dtd®ner ati on <cost usi ng5MHIBWh itnar ea:s
Rs. 14. 81/ kpWhr,r ein.hed. ,gen8r ati on cost using gas as fuel i
per ¢ NEPRA, 2011).

"Most of the ther mal power pl abapawebphtacpbadttyp of
|l oswebet 2000 MW to 2500 MW of potenti al ther mal power
remained off-agai ldaldiulei ty aofonf uel supply coupled with |
from Mal ik, 2012) .
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(b) PML-N Government (2012018)

l dune and July of 2013, tiNeg rtdwlay edal & ditee ¢
stock of circular debt (Rs 480 billion) wusi
injection of Rs 342 billion. Howevewe there
gener ati o%i milxar | vy, no serious effort was m
system. I nstead NEPRA revised paet®n8&B.R28s s

perc¢cantY2016) undevrr egdouvceirnngmeinntc e ptriowe meinft an
(Cheema, 2020). Policymakers again choose f

By the end of 26th8rgedr¢ciul ar, dBbdbt26€ bil
utsat iwhn ch i mproped d én p/e aGdériter t he cl earanc
declined pegaiientiteos 63t han a year, as the circ
power generation companies (SBP, 2014).

I n September 2015, the government i ntroc
managemengtr apdluaanl ltyo reduce fl ows dmwmd wseneidmi nat
t hper isaatoofn DI SCOs with the hope to increase
subsidy and tariff i ssues and discrepanci e
i ncreasid)g. (LFatgeurr,e t he gover pmesait&t&d.ved th

Fig. 4. Total Receivables (Rs Bil
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of sk i
| ow
bills,
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demand
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DI SCOs ;
l oans

(ii

obt ai

tari ff

tdet erminati on;

tt 4 petrak power generated inh the
ion of gas based plants to odl
Bxt €hna)] makongtPaklnerable as the oil
arrangements in certain regions,
recovery uiastseu ésa xian i Bbanl wsdhriuscttair easn by
Bonaharge (Rsl1.54 per K Wh ) for reco
rchar ge wacsl Ineecatnitont oo fc orveewe nl u ense; |foisms
amedsetdemi hat i cgsnsgméensdj é88dn
) debt servicing surcharge (Rs 0.43
nregde uonfd eR's POH PlLp-& haenkdWhs uFH ycdhrable B b wenr P ¢

coun
due to
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peré&€€mtovercome supply shortages, the governnm
Power Policies 2013 and 2015) in the generati
and distribution sector uwttitheexi ghongdj nsoaéf g0
to the maximum | evel. As a result of newly i
expensitviee didret rteompaci ty payments and expensi v

Recei vablpeis ikhagptupdrs pericthhd|l aedgehefbadioc
cash inflows congdaymerndt s forcdegayed paymen

companies and onward disruptiaoaresacisedi @ sup
billion by the end of FY201lve Breesvidewss Itihaeb
became another source of the circular debt.
to Rs 432 billion by the end of FY2017.

(c) PTI Government (2018 to date)

The power sector was/ is a ma)ocymahkheét en
As on July 31, 2018 (when the PTI gover nmen
to Rs1.18 trillion, including Rs582 billion

So far this government has foll owed a p
preswi @mmes. Their mai n f oTchues ¢ osv eornn mennctr ecaosnhit
with the policy of uni form tariffs and dir
AJ K, agricwélluse and’be Inn usiturlyy 2019 t he g

di scontthenuremdawEport papgxkrageg eiuitt i n February
Under this ptlamwd @eslde chter irce dwyced tboy bRsos3. 50

i ndustrial exports.

I'n January 2019, the government noti fi e
categor idisstirn btuéen ons companies (DI SCOs) Vi
(1)y/720109. Il nstead of a nati onal average u
gover nment notified the average wunified <co
di fference wasr eldeftthrtoamgihe sclhhyiedi es. Besi d
gover nment increased prices three times fo
domestic consumers below 300 wunits and i mp
But all in vain, aesntheupaghlhles are rising

Since 2013 (when the debt was cleared) the
39Bercfesnton June 10, 2020, the total cirec
including the anmdwentdepar ksd d°¢HXL pRAHBNLE.d hi 5t D]

at Rs105 billion irmpe2@®@®tRshals. 0ionaf |tartieldl iboy
liguidity interventions, t hat i s, Rs 3. 06
di ffetemY2@07) to FY2020) Yoafn@Rsequittryl| bidpmos
clearance of <circular debt (FY2013 to FY2
7.87 trillion since FY2006 (Figure 2)

11 The average tariff should have come down ranging from Rs1 to Rs4 per unit for various consumer
groups due to fall in oil prices in 2015. But a surcharge of around Rs3 was imposed on domastiesoand
Rs4 on commercial and industrial consumers to absorb the fall in prices.

12 Industrial Support package of Rs 3per unit in off peak hours was introduced byNR)d\ernment.

13 Government policy of uniform tariff.

141n 201213, the government sanctioned payment of Rs 342 billion annually to PEPCO, for the clearance
of circular debt. In April 2016 the amount reduced by Rs 23962 million, which was further reduced by Rs 9900
million on January 22, 2018, to annual eqaitjustment of Rs 308 billion (CPPA, 2019a).
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Wit hout any doubt, every successive gover:
debwt it wastemmntgsposse to rescue the syst
them tried to cure the reasons behitnedrmt he <ci
only shift the under | pungedsoyeaske énhomt hasAsesheéo
power sector continues to rely on subsidy s
guarantees to maintain their operations. Con
financing is also crowding out private borro\

REASOQBCI RCULDMERRBTDI SCUSSI ON
According to Ministry of Energy document s

notifications, i nsuf¥aindi dntnhaswch il diceos,t st areateir
stock of debt, including | ate payment surchar
to distribution inefficiencies (receivables),

all owmwkedaat ual distribution | osses by NEPRA (F
No doud&dl gmetnhteiaorneedr esponsi bl e for monthly
o

some other underlying issues responsible for
to powersessectorthesform of circul ar debt . (
failures over the years on the supply side
side are creating distortions in the power ¢
Addntai by, governance and mi smanagement i ssu
2020), also mentioned in the government doc
2018; Lodhi , 2019; USAI D, 2013; & Mal i k, 20
st odk debt. Al lantsdidysbowssunedebanel

Fig. 5:wisSouricset ri buti-lo;h of Arrears 2

Delay in Tariff
Determination
25%

Unbudgeted Subsidies
18%

Sourldi: (2019)

15FBR charged sales tax on billed units rather than thesedalinits, gap is added to deficit.
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Fig. 6:wisSouricset ri buti-2on of Arrears 2

ariff

DISCOs Losses
12%

Subsidies
16%

SourSadg:it ar (2020)

(a) Lack of Effective Planning

() Planning Failures and Independent Power Plants (IPPs)

Lack of i ntfeorrmmewdi dioonmg i n our policymaker s

(Al ahdadl th@uy)h. i nduction of private capit
efficient means odpaocicregasioagndntshal wWerdl d.
i nduction of | PPs has relieved some burden
the cost of generation considerably because
other factors (diextuoansd itmilatims| delpil kit tey
considerably.

Govermmapasity to plan and bid deter mi nes

projects. The price and guarantees offered b
interests and political considetAtbounyg &ndi
Bousba8) nl Pxkilsatcakn ;e ftflreeost ve pl anning resulte
|l PPs (Hasan, 2010). Strict take or pay contr
government have created 6&eweorwerfisrearntoiral i s:¢

Thebsance of competitive bi ddragsdarrenth
procur ement processes has al ways rai sed S €

corruption. Many a time, these | PPs also get
l'itigan itoms oete rates and payments (Mal ik,
2020). The guarantee clauses in power purch
not only restrained the dispatching efficie
goventhmeith hefty liabilities.
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Fig. 7. I PPS in Pakistan

1994 Power Policy
A 16 IPPs with capacity of 4100 MW; bulk tariff of US cents 6.5 per KWh f
the first 10 years and a levelled tariff over the life of the projecB@gears)
of 5.9 cents per KWh; Furnace oil and gas based plants. (Invested Rs 5
billion; and earned (sfar) Rs. 415 billion).

2002 Power Policy
A 13 IPPs with capacity 2934MW; IRR 15 percent; and project lif8@§ears;
furnace oil and gas based plants. (Invested Rs. 57.81 billioresandd (so
far) Rs. 152billion).

2015Generation Policy
A 7 IPPs with capacity 8253MW; IRR 15 percent to 17 percent; and proje
20-25 years; Imported coal and RLNG based plants. (@perted coal powe
plants has already recovered gédrcentof its investment in two years of it
operation, and second oheas recovered 3gercentof its investment in the
same period. These plants have been offerguet@entRR in US$, which in
Pakistani Rs after recent devaluation is equal tpet8ent

Total IPPs
A 40 IPPS with capacity of 17551MW; and 25 IPPs Wi#464MW in the
pipeline (by 2028).

Source: www.ppib.org.pkand Report on the Power Sector, 2020

Since the 1994 power policy, | PPs are pl
genertarthieonpol i cy al | owe dt e cPhPnsa htdog f/sueell e.c tT hleor cea
no corporate income tax on income from these
of their equity and dividends with no i mpor
in projects which did not meet the "Il east cc
| ocation, excessive reliance on oil and stee
combicyed e plants (Fraser, 2004) .

Twepart tarifiloeowedciomcéudasngafi xed capaci
energy cost s, with a guaranteegdepdygméerte of
goverfmernetgar dl ess of whet herngpaveearm icso nguraact
guarantees | ecaowpsetnd iromonr Sfacered, 2013) .

The same mistake was repeapgeldi dyw drheo Proavg
the exploitation of indigenous resources but
mi X . Similarly, in 2013 anhdotéamerl99od 205,20
power policies, thetiseamepseskticbési oometupewi f
That is guaranteed capdaaiRdptcbalgeshaend gohi

16 Hub Power Plant commissioned prior to 1994 policy.

17 The government not only gave guarantee for power purdthassso for fuel supply.

18 CPEC power projects under 2015 Power Generation Policy have also been alloweccé&tt
obligatory offtake even when these do not come within the realm of the economic dispatch order.
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http://www.ppib.org.pk/

l ed to expensive ffiumar imi x,paihesienl PPsSartehps
on foreign exchange reserves.

These policies supporting guaranteed cap:
cost structure of electricity generation in
of about 42349 MW has made contracts with C
of 28687 MW (CPPA, 2019b). That i s, install
still, we are paying huge capacity payments.

Prior to the recent capacity additions, the capacity purchase price {@RF30
percenbf the total power purchase price (PPP). But due to the unplanned addition of large
capacity in the system, the CPP has increased from Rs. 664 billion to Rs. 907 billion. Thus,
causing an increase in per unit CPP by more than Rs. 1.5 per KWh. Basegpmjdtis
that are in the pipeline, due to these capacity payments, despite a decrease in energy price
component from FY2020 to FY2025, PPP will increase from Rs. 11.50 per KWh to Rs.

12.10 per KWh (Figure 8).

Fig. 8. Tari ff Forecast
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5.59 5.19 453
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2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
mCPP mEPP
SourCPePA (2019b)

At present, al/l generation plants (except
payments, but there is hardly any monitoring
and availability. Al so, tdhferppovwer noupelry fdrcd
actually supplic&kd.of Dueg ameptahency and an i nd

| PPs are getting paid for the electricity ¢t}
of generation.

Foooséeéducti on,s NtECP RRAn snereed t hat generati on
compliance with their respective generation
must beHiamgegl ad20ARMB,and019b) which so far mi
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Moreover, exceseseprl PfPist abFiilgiutrye o/f) tike due
to NEPRA while seeking tariff or its adjust
(Report on the Power Sector, 2020). It is pr
resistance abny itnhdee plemRise nftoraudi t .

Absence of competitive biddindgom@rtmhe po:
contracts has brought structur al croimpiediitty va
mar ket and competitive prices. These unpl an
amncomppti telveotrri city

As estimated in Faraz (2018) per unit increase in price by Rs 1 would add to an
additional loss of more than Rs 10 billion; asffects the paying capacity of consumers
that in turn will increase poverty, theft addlayed or no payment resulting in an increase
in arrears. Secondly, payables to IPPs are in US$ (as per their agreements) and revenue
from tariffs (or subsidies) isiirupees. Decreasing rupee dollar parity due to devaluation,
further add to these arrears.

In other words, the power sector is expected to remain in this capacity trap and
under circular debt in the years to come in the absence of effective remedial
measues.

(i) Inefficient Public Sector Generation Plants (GENCOSs)

Public sector genermna&enoimh erl aatsa (GENEOS 3
Al mosperd®efntt he installed capacity is in t
capacity iperltaermdleys e3 IGENCOs are running bel
capacities because the desired maintenance

per standard industry practices ard hreot i n
cost of generatifoel  Usinheggyi mriae component
hi gher than | PPs. The Framework of Economic
amount of Rsw2sltd@sbibl iionnefficiency i n t
generation companifesd{ habkl evelt ). r8ivmiall ad i n
(as cited in Malik, 2012).

The unproductive use of resources in the
deficit. I't also denies the sector of relati

yeariscymakers have kept their focus towards
avail able capacitwefft bainedn bpputttiinngg tchoesitrl yf ueelle
system.

Tabl e 1
Losses in GENCOs
Capacity Loss due to Mi 1500V RsSL30 bi

Efficiency | oss due to 5 % Rs 8.6
Extra use of fuel due t Rs 103
Leakages in Fuel Supply Rs 10 &
SourFoceaxmewor k of Economic Growt h, Pl DE, 2020.
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(iii) Shortage of Transmission and Distribution (T&D) Network

On the top of planning failures in Paki s
l nvestments to increase generation capacit
i nvest ment i n downst.r eGGanp aTc&i @ yi npfaryamsetnrtusc taurre
but therwaysto transmit the avaMolraebltehaenl ec
onfeourth of el ectricity g emred rwotrékdh eif $ , | asd
insufficient energy accounttimgn (TR icraptazxl
generation capacity. The tr ans npiesaski,o nwineht w
l oss |l evel speafc ecAlboud t1dD GIWh of generation
due to system constraints (ADB, 20&Bb). The
net work is another reason foé tihegudcapagi tay
adding to circular debt woes.

Given the slow economic growth and <curr
challenge to keep capacity paymbns weuwul dnri &
energy sales to grow significantly. Besi de
increase electricity sales in Sindh, Bal uch
connecttheed ntgotr i dn al

(iv) Sub-optimal Energy Mix

As morepehedn®y@neration is based on i mpol
international fuel prices or devalwuation of
deficit. Our poléchyogakeksf haege. al wathkhesr e1 990
opted for other options, -asr mhegegt ihabimsp ac e

generous tariffs offered to | PPs, i f were e»
have been far bett ¢ on@fpfma(nhB Fh, g y2cO0f1pdh)a. h dLaadc, k 20
has |l ed to an expensive power generation mi)

Al ahdad (2012) also talked about the i mpa
1990s_ if our policymakers had handled thes
diefrfent .

As discussed in Section 4.1.1, i ncentives
devel opment of ther mal power plants. Now t he

changing with fast depleting chewipt h ntdhh g e n
retirement ptfabtiernacderouhately not our depe
Al | the new projects are increasingly depenc

For instance, the share pefr dennltF ¥ 1In9 %h8a st od
onl yper.demntFY¥ Ml Dur generation mix. But our
i mported fuel RLNG Ipag cienmtF ¥2a6 3k ricicenrmn3 0. 7

FY20109. Similarly, the share of <coal in el
percienntFY203l.48etr gcienhtFY2019. Wher e nfoisrte do f t !
power plants are fueled by imported coal,
after rupee devaluation. Both Gomél Badc &L dlf
expensive imported fuel s.

19 With the retirement of some of 1994 P
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Fig.e@etriEity Fuel Mix (FY2019)

Wind SolaMixed Bagass{
Import 3% 1%, 0% 1%
0%

Nuclear
7%

SourCPePA_G .(2019)

I n our total energy suppkreéesmntFtYHe® 98h avthé cd
standpeatt@nhfFfn"¥2018. Similarl y,pesgharndr Yo2f0 Ir5,n e\
which now ptanestF¥t20181 (in electricity fuel
perrenRenewabl es have clear advaht Bgestheer
share in our fuel Gnigkadé¢es. i ncreasing at a sne

Faitoradd new hydyrsot ecna poavceirt yt hien ytehaer ss due
consensus among the provinces (Hasan, 2010 o=
on i mported fuels resulted in an unbearable
I n our planniunigltisddrnait edjyii gsnousheresources ha:
forefront, but unfortunately, these plans he
We startdtdeNeel tmom Rs18 billion in 2008 and
Rs510 belsed @ani {f of Rs. 13.5 per wunit). Rsb5!
per MW when countries around us are doing tt

Similarly, nucl ear power projectrsunisncr eas
around dt.hePavkarsltan is building nuclear power
is declining globally, and its outlook is cl

Coordinated policy formulation has remain
t o wdheccihmakinng in the sector has remained es

(b) Subsidies and Pricing Strategy

I'n this section, we r &fylsegetm o tehecdemand
(that -dwsh=micdai@es ®¥ss seasoasrassweifferent geo
DI SCOs, and inability to pass on the actuse

area of great concern and responsible for ci

20 Given the new generation projects in the pipeline (18705 MW) in which coal will contribute about 43
percent(39 percenimported and 3.percentiocal)in our power generation mix by 2022. Whereas share of solar
would be 8.5ercentand that of hydr@1 percenf{ADB, 2019b)
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enor mous bgodenmnharcthhes @ et igmeiesr nummeanbtl e t o pa
have to dekay FFlggmreepasmpltivaasmmer s t hrough
surchamdetsari ff hikes.
Fig. 10. Subsidies to WAPDA/ PEPCC
450
400
350 m Inter-DISCO TRl Differential
300 mFATA
§25o mAgri. Tu ell
E
* 200 mOthers
@
150
100
, B
Q \) X Q N v ) S A S S Q
GO GO, S
&L Q« @ &l
Fig. 11. Eluesitdies to K
90
80
m K-El Tariff Differential
70
u Agri. Tubewells
60
m Industry
c
S 50
E
&40
30
20
0
& N N O NI S I
»Q@ﬁ,“w“w“mw“w@w“m“@@ﬁ“
B N I P S LG G ¢
SourBuwediget in Briefs (FY2008 to FY2021)
Apparsanbsiydies are introduced as wel fare
suggests this as an inefficieatt. al®RdIGHt)a alchhait
why many coushirngst hesce abobsi dies (I 1 SD, 201
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Tar i ff structure in which costs ar e not

indiscriminately, besides creating financia
inefficiencies liemdtshd nwvyesttam nand emiissi ons i n

Over the year s, a weak |l ink between pric
subsidisation has skewed wpowsuwumpti iven diome s
consumer s. Domestic consumptyi oonvelhast hien cyree
Domestic consumption (energy sale) of el ec
cent in PEPCO areas anHl emotei thahn58omparces

consumes 22 per cent and 20 pee icrdbstmy bio:
relying on other sources of energy due to e
I n other words, the productive sectors tha
either have to restrict theurcpsowheni eheot
service is & o@(bRuwregdesda(a?sd a

The Government of Pakistan provides sev
The | argest portion -BDf SEOGi sasubsidyfifieaer drmot
di fference between government notified wuni
NEPRNEPR®RAet ermined tariff for di fferent DI
capacity paymaenatr gi di stamidb ut i& nD | osses of
NEPRA ( Fi dgrihree tla2)i.f f determined i dhdiffere
government as a paffaxcyosappalyl unhé olgherogr ap hi
mi ni mum ceomds utmerri f f for a particular consu

al | DI SCOs. The difference i s suwhb it doiye st he
DI SCOs .
Fig. 12. Tari ff Analysis
25.00 mEPP mCPP mPYA 'mDist Margin BT & D Losses
20.00
15.00
e
: I I
X
m I
a4
10.00 I
X I I
0.00 I I I I I I I I
IESCO LESCO FESCO GEPCOMEPCO SEPCO PESCO TESCO HESCO QESCO

SourSRed: 01 (01) 2019, Ministry. of Energy, Government of

Page [L7



Fig. 13. Residenti al El ectri
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201-300 units

25 mmmm NEPRA Determined == Applicable Tariff Average Uniform Tariff

20

1
1 I I |
0

TESCO GEPCO LESCO IESCO MEPCO FESCO SEPCO QESCO PESCO HESCO

[é)]

o

[é)]

SourSRed: 01 (01) 2019, Ministry of Energy, Government of

Out of Rs 260.5 billionpef dRestwwerl 8s/ulbbsildy
was f el Sichtx grari ff di fferential. Since FY200
trillion subsidies to the power sector out
I't measshtge burden eofpcluibcsy dyedissidaure tta ma
tari ff across different geographical region
l evel (measuring <costs) in these regions (
government i s pr owindeirnsg ash ebkeeltoiwvpr t get andosaé
from the impact of high input cost s, hi gh ¢
supply chain (SBP, 2019).

Apparentl vy, the objective of-coimhe®ungeorvse.r nr
Ther efolreeict Kdes pirtisgdbseianlgso t he major benef
subsidies (Figure 11). So even i f prices ar
the extent of maintaining uniformity across
at the governmebs.ideesl through

As mentionbdd gavkerement also provide sub
groups | ike agriculture tube wells in Baluch
oriented industry.

Whenever the government i amawnmtb | @r t de lmayn
payment (as happemaedt mobisobél tbenstraints),
debt. Additionally, there are some distortio
price structure.

Firsthis wel foaawe rmomesn tb yi st heenbceohuarviaigo unrg i n
some of the di sltfr iabudtiifofne rceonmip atnaireisf.f i s char
profitable DI SCOs wild.l be in a position to

consumer 12Mal i k, 2
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Secondl vy, aint exgrrgpein t omgcompliant consumesl
surchtapgeend tarTihd cdrksesmer tariff notified |

financi al gap of Rs. 371.5 billiomheto be
government, and through a surcharge, named a
to be charged from all the elecétricity const

Fig. 14. Final Residential Electricity Tariff Rs/kwh
(including@gngdurtchireeregegsari ff hi kes,

301-700 units

25 mmmm NEPRA Determined

Applicable Tariff

20

Average Uniform Tariffe=—Final Tariff |

TESCO IESCO LESCO GEPCO FESCO MEPCO QESCO SEPCO PESCO HESCO

1

)]

1

o

(&)]

SourSdRed>: 01 (01) 2019, Ministry of Energy, Government of
riff

NotFei:nal Ta does not include fuel price adjustment s

As per the tariff notification imhedJanuar)
benefit of omMes mpreviamusexl dalm. Figure 13, for
consume up to 300 units of electricity, the
NEPRA detethmenenbbkiforent distribution compan
surchaheeed@assumers (especially those consun
efficient distribution companies I|ike | ESCO,

price; only bebllauGGs oafs iweelflf iacsi ebnetcause of t
uni form tariff and extra surcharges (Figure
announced by the gover nme#®t i(se.ogm.l,y tahprpde ctaibn
who consuwme uh0Q spl

21 Besides, government also charges a Neelum Jhelum Surcharge of Rs. 0.10 per KWh from all the
consumers (except lifeline consumers); general sales tax @ 17 percent, electricity duty @ 1.5 percent; and TV
fees of Rs 35 from all theonsumers.

22 First increase was of Rs. 1.49 / kwh (applicable Rs. 0.75/ kwh), second of Rs. 0.53 / kwh and third one
of Rs. 0.07 / kwh.
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Soom only the government is bearing the

escalation) through subsidies; it is partial
uni ts).
This government policy isomeanmi tddl ensokte

(00 units) from the tper©&ntbliokmestAs acfonMayn
electricity up to 300peundemsts uvhd | el & chter irceinmtay |
units i htPamkiasntsamhat nonaMi tihrsdramas eng, tthtee me
real increases in the elpecrtadincd ange sttaircd fdo f sou

But who aper@dktser B6al peerranada,tt hacb opuap Wlbat i
not connected to thecahitioes30@hammitgs)numarpra
resides in congested bhppakhtiheatordogesvserd t
mean more power -témperi(ndy oRigdht mebmpbobsees.
avoid tecalpmgoladgithieobne areas considering ther

Similarly, there is ample evidence of the n
peoplhst ead of paying regular bills prefer t
staff of DI SCO

Besidesrban areas there is a culture of h
di stribute power | oad between them; and bel o
al | of the above groupsulasiddaunmnti é cedsaroitlihyer
subsidies may notgeerciEdesikeyvi wgbeogsiumegr 0

Maxi mum subsidy is availed by tkheedomest
all owed to cover the cost of provodi wgl el e
continue to face financial difficulties

As arguedehy aBR0636¥3sthe issue arises when
as a right rather thawmbgaisdiaepriwvhert gosdpply
anldo sfscers bduitsitorni compani es, which may at the e

Agriculture is the secomdbmajdbicesbenEY 200 ?
Rs 47 billion of subsi dwelilss pirrm viBhalilesd cgfdolsit cyg.
has increaserdoupnrdewsastuerre roensogurces ( Khair, et
increased the wastage ofAcwatrtdlsi nEONERUCON e st I &t
is abpeteemtctri city wastage in the agricult
huge subsidy t® ¢éheosradging them to continu
consuming electricity (other related issues
s olsatripdn agri cwétluseandbdrip irrigation syst
Bal uchibktamoratcon with Alternative Devel opn
burden but chances are that it-gwolhd fwat drer
resources.

Some indusbriestéexpar es nsiddailr,s dbfugte titn ng
generala ¢$hemefeis@arctes udbfsi dryosfsrom i ndustri al

consumers to agricul t urbeell cavn @3 0do mens ttisc) . ¢ AOVvs
' i mited progress has-shésndmede(Fhnguedudbhg

For instance, the government announced a |
in July 20Mdiéaortertl D) f2d0ri8al | consumer cat
applicable tariff in the domestic sector wa
consumers who consume above 300 wunits. AIl t
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subsidy. But this rebate was not applicable
Althobghavelragerice for industrychad Idyedrneagd
I

|l ast year), it is stillseéedighres than domest i c
Fig. 15. Average Sale Rate across Se
30 Domestic Commercial Industry == Agriculture
25
20
15
10
5
0
FY1991 FY2002 FY2007 FY2008 FY2010 FY2012 FY2014 FY2015 FY2016 FY2017 FY2018 FY2019

SourAde 8o IEst i mati on

Anot her shortfall associated with the ct
pressures from inefficient power producers
t her mal greorr e riantsitoann.c e, as we cawmsesreeNBEmMRAFI ¢
deermined tariff, t he power purchase price
percemari ff noti fi esu bsyh dtuhsee hgod vdesr ncnoennstu nti on g
unit$g.ild Per KWh (Figure 13), is even | ower

el ectricif®y Thiosm iOWPpPsAL S inihhrw ¢ r vethodnlseunnde r s,  t h e
gover nment pays not only for theal sfwogf ficie
i neédfencies and excess capacities in the ge
policy Il ed to inefcfoindii@miuti mpg ogveirnmgp oprdaucteir se
di scussed in Section 4.1.1 and 4.1.2).

Price reforms sincencmdadse whncphricoeo,| ves:
aroumper@®Endomestic consumers, gives direct
For instance, thesgbstdhWAPDAIifsomprroedadai nabl e
But it is not sufrMfiAKdkndoes ndte ggovapgth MEBRRA
andll ows a tariff of only Rs 2.59 per K Wh

Construction). The difference adds to the re
and PESCO. Similarlly,edi ¢shee sgoarter RAITRA ti nipoe s |
PESCOsambg&ddmestic consumer s. But consumpti o

subsidy, and the
substdugsadds to t

ifferendmadsequeaetfda Hawdgaertri

d
he circul ar debt.

2 Three tariff hikes in 2019 were meant to cover this gap.
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SubsidEdiihe sector have not been phased ou

companies are asking for more subsidies. The
too low. It includes only efficient heosts an
subsidy and surcharges_ adding more to the ¢

inefficiencies to consumers via tariff or tc
The gover nment envipsiissmd dfnt BABCQ@s,t epr itvh
manage medntl owmoeurl cost s. I't would | ower subsid

yearpsr icafat pHEAl is stildl Iy e¢ted vp anyga kel essu.basried yst i
I n FY2019, Rs 91. 7-Ebjl whath whasodas fooMTRC
reicees from the grid and payables to fuel su

Over the | ast ten years or s o, these su
i mmensely, leaving little (in the form of PS
and di sitnrfirbaust4(r8Bct, ur® 19) .

The tariff Sstructure since 2015 is tack|
transmitting the <cost of mi smanagement and
compliant consumers. Any i rbdrldasse diure ttloe fttarc
paid by consumers who are already paying t
accumul ation of circul ar debt is stildl dep
tariffs. Whatever decrepasttingsabserdtea fbsne
on consumers who are®paying their bills regt

As discussed earlier, del ay in deter mini
payment arrears. A multiyear tari-ddt tmercdani
del ays for S 0ome efficient DI SCOs. However,
deter manfdit laed ompinaicmturts agai nst NEPRA i n
DI SCOs the determination underestimated sys
by NEPRA. This |l ed to a delay in tariff rev
deci dedf awo wkhoewerv er , for the time when the
utilities bildl their consumers on the basi
the growth in revenues &oudmnd ntoheke el PA0=
| ossebr i bhathbkeeeces . By the timel8araflfar getbuie
of uncharged system costs contributed signi
ADB, 2019b) .

The government put an additional bur den
t hgdhuan increase in prices (FY2018 to FY20:
Rs 115 billion in FY2018 to Rs 261 billio

sufficientcotssthjcolvelmad hiencreased tremendous.|
t he ~cierbctul alrt dmeans this pricing strategy i
planning to continue with the uniform tarif
Policy 2020 (draft).

%I'nst adfl meingh voltage transformers and smart grids
and plugging current | eakages is |l eft for DISCOs to un
DI SCOs does not allow them to invest in these areas.

% The tariff rationalkation surcharge introduced in 2015 brought down subsidy to the power sector
subsidy from Rs 292 billion in FY2014 to Rs 118 billion in FY2017.

% Fyel price changes are adjusted automatically in tariffs but not the increase ityqamanients which
are paid in US$. The impact of capacity payments aggravates as the Pakistan rupee depreciated by nearly 48
percentduring 20162019.
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(c) Mismanagement and Inefficiencies in the Electricity Supply Chain

The functioning of the power syst-em in P
1980s. Even after major reform measures in t
persist.

(i) Operational Performance

Consumer end tarifdstheel isgdd yi senbetiv
distribution (T&D) systems. Wi th every perc:¢
exponentially (as the cost of generation goe
are not accoudstetoi hheaci ftsaslartdadt.

One of t he policy tools adopted by NE F
performance is to set some target for T &
reqguirements. When the respective oDIt$H@O doe
payables of t hat croensppaercytiitvei sfli sobti oompems a
di fferenti al subsidy. Vi at @ahoisd tdef i, c INtEP RBAI

woul d make i mprovement in their opa@mati onal
wor king for mo st of the DI SCOs, as there
mi smanagement and operational inefficienc)y

Subsiddti t he end of the day.

Fig. 16. | mpact of T&D Losses on Ci
Rs Billion
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20 i 2ls
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SourNEdP:RA State of I ndustry Reports (various years)
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Table 2 shows |l osses cl&ilmeadn bhevar iT&WDs sk
It seems that the distribution companies ha
for | ESCO, LESEEBSCOGEPECB@Ge amadt of them have
| ESCO, GEPCO and FESCO have had |l ow rates f

cl oosoe the target set by NEPRA. However, t he
HESCO, SEPCO and QE®Q@O fhawetshaowmr orvee meint , t
circular debt (Figure 16). The accumul ated
debt in 2013, was about Rs 241billion (FY20]1
Tabl e 2
Distribution Losses

FY 2006 2009 2012 2015 2018 2019
PESC 34.1 37.4 36.0 34.8 38.1 36. 6
TESC 21. 6 12. 4 10. 4
|l ESC 13.2 10. 8 9.5 9.41 9. 14 8.9
GEPC 10.2 10.7 112.2 10.7 10.0 9.9
LESC 13.1 13.3 13.5 14.1 13.38 13.2
FESC 11. 6 10. 7 10.9 11.0 10. 5 9. 8
MEPC 20.5 18.4 17.9 15.5 16.5 15. 8
HESC 39.2 35.1 27.7 27.0 29.38 29.5
SEPC 39.5 38.2 36.6 37.0
QESC 20.7 20.4 20.9 23.1 22.4 23. 6

K-E | 37.5 38.5 29.7 23.7 20.4 19.1
SourNEeP:RA State of Industry Report (Various Years).

Safe and reliable trahemtsebstbhyahdvdiséma
problem in Pakistan. The situation of huge
i mproved. I n FY2019, tprheersicardipusisleisc st amntdoratDla
l1Perdentpri va-Eke, sequbovatKemRs. t85adb4 billion.

tari ff determinataren pdyiJmgpuaxtyr 20RD; 2 /weWh i
theseThossés. based on NEPRA targets for T&D

for in tariffs, this wild.l increase.

Netiher wunbundling nor price structures in
efficiency in distribution utplisashéds®d Even t
to Iimited i-BBpbropemantonal Kefficienc-y (Bacol
owned DI SCOs per folrmed better than K

I'n comparison to the internatiorfal Il benchn
the distri btiteicdmilloessseess ,( maoin | ye rtdvderiftt ¢ Bhe a
rest of them are technical |l osses (overload
transmission |lines to transfer power to con

FY1995) wnirtisciafy elugppl i ed which were also b
percewhile in the period (FY1995 to FY2007)

27 Comparison to other Asian countries: South Korea and China, T&D losses arepmiyeBtand 5
percen. Even in Bangladesh T&D losses are onlye®cent
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percehth the period (FY2008 to FY2®mdrRgentni ts
Thindiicates declining efficiency to curtail
Electricity is stolen mainly by domestic
and officials from the el ecaearnlkkemupmpd ybeloow a
feeders (whiecrhs ptroi mahhd | lyowsaehol d power need:
peroéntdi stribution | osses to DIBCODtshamurwaanrgd s
domestic conatusmehsgididaite t hegoatei Busiong mor e
| osses.
Corruption by tle DISCO official€® and sheer negligence by the senior management
of DISCOs as well as in the ministry are mainly responsible for the theft and other technical
losses. Bribery culture in DISCOs prevents managers from investing in theft controlling
techniqus (NEPRA, 2014 and Abro, 2019).

(i) Commercial Efficiency

Adding further to circular debt is the |
determination, NEPR&cCtooenys 1HOwever, the
recovery percentage ofpeDI¢SenQGBY2@In&a.i nEBhi @aroeal:
an annual shortfall of around Rs. 130 billic

As in Table 3, companies wiotwh rlicphlv egy tse rof
billed amount. Seconrddtyedo ewvieasr dthed yexocespt rfear

some extent LESCO. Even i n ultkdad,iteanms ooff tTh&
|l osses, recovery rageéerod¢ dirdit2 0 @ ®pneio @GR Y2 0 Don. 9 8
QESCO had a r epceorveeanyfE Y2200 8, odf t8&r decl ining c¢
at p2a7rcaen¥FY201P.r iswwkeErl tihse showi ng a plkeirlcleinng | o
since 26mMils.e,SedtharyYXi®dbevsetr y ercaotridee dwador t he cc
(98 rxenftol | owed pley ciemdds dome @ &rcefledretc | @mwe(sq 1.
recovery ratio was recoreedged for the agricul t

Tabl e 3

% Recovery
FY 200¢ 201(C 2012 201« 201¢ 201¢& 201¢

PESC 92 85 83 86 89 89 89
TESC 7 437 67 6 8
| ESC 98 96 96 90 91 90 88
GEPC 98 96 99 96 99 97 96
LESC 98 96 96 98 99 98 98
FESC 99 97 100 100 100 99.( 99. .
MEPC 97 914 97 96 100 97 99
HESC 77 60 6 9 79 72 77 75
SEPC 51 60 55 60 6 3
QESC 8 6 76 36 42 72 26 27
K-E | 100 91 87 88 91 92. |
SourNEkEdP:RA State of Industry Report (Various Years).
®Theft is carried out with the support of the DISCO
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The basic principle of exchange in econo
service used. Due to poor revenue collectio
Despit e udgestitdioregst he government, receivabl es
pri vate consumer swealnlds asgtraincdu laturkRs .t ub®7 bi l |
respectively (Figure 4).

Tot al receivables owed to DI Pe0st ewarve gr o
FY2006 to FY2019. Amounts owedudiyngprpwviat &t

consumers in FATRAehawmet Qeowameype&4iod. This
be attributed to poor recovery rate, but i
consumers reaching an el astigittoy mpay ndr whelra
electricity because of recent | arge tariff

reason could be their dissatisfaction with
additional unjusti fi ed cpoasyti ntgo tthhed se bd d n ssu me

costs to the government in the form of subsi

The second | argest amou-wel i s, ofweld| dowe daghb
gover nnkelnetc,t r c, provFATAadd §eder amemtovy,er n m
amounetd obw provinces is smal/l hbetr cedae Dhe vy
the reasons for this increase is a dispute o
share in?®NFC award

Beyond these receivablesackme wdiedtgri bhhtei o
up on del ayed payment s, on the ground that

—

ari ff d¥t elrnmsiufaftiicoinent payments by DI SCOs t
ebt (CPPA, 2019a).
No doubt, the undem$yingDhgB8€O®snaneemairobl

o

for these operational and commerci al i nef fi
regul atory practices cannot be ignored.

As reported in (SBP, 2019¢ar deaniyhcf adet @i
causedumul ation of |l osses for DI SCOs 1i ke
receivables from these thpeec®motC asY 2i0rl@r etao

FY2019 (CPPA, 2019a) . Similarly, QESCO | ow
policy wenl|lsdubalnays i n #E.avoirfeh a mpoefr bodeinccah e on's
ectricity procured by QESCO is consumed b
Il s. While agricultur e c dn sduenfiearysletcdormss t(i7tu t

el
we |
the GoveBalmemhi ©®tfan and the Feder al Gover nme

29 Provincial governments do not allow the federal government to détriprovincial electricity dues
at source out ahe NFC award amount.

%0Rs 110.6 billion are still pending under this head (CPPA, 2019a).

31 As per the subsidy policy (from 2001 to 2010), agriculture consumers had to pay Rs 4,000 per month;
and remaining amount to be paid by QESCO, Baluchistan govermameéihe Federal government in a ratio of
30:30:40, respectively. Subsidy program ceased in 2010; but restored again from December 2012, without any
clarification regarding distribution of outstanding dues across the respective entities. In this p&riatboths,
consumers were reluctant to pay their share of electricity bills beyond Rs 4000, therefore defaulted on their bills
for these 27 months. This outstanding amount (Rs 55.3 billion) affects subsequent billing. So even if these
consumers desire tdear their current period liabilities, they were unable to do so without clearing the
accumulated backlog. The said notification regarding the proportion and liability of payments is still pending.
That és why the average r e cnificaatly (SBFHh3019RESCO has come down
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billion to the entity ( NEPRAO01290,199)r.o slsn roencee
of QESCO ingpred&dsxdedP Ahy 2206 9 a)

Over 5.3 million electricity consumer s,
ectricity. In June 2018, total outstanding
l'1'i on. Largely, these defaulters are in QE
i smanagement in these DI SCOs, security c
itical interference, are playing a major

anci al statement FY2019, PESCO is the | a

el
bi
t on
pol
fin
billion, foll owed by QESCO (R3 anftl BEPICOof R
237

billion).

One more reason cited for | ow recoveries
The two reports cited hien pMeadeirkr (o2s80ell2b) b esnuggRyee S
390 billion annually because of mismanagemer

(i) Governance Issues

Mi smanagement and poor governance at var.i
debssAkesthe natitdreale Iceawelbe ianttterifbeurteendc et,o sy
sighted and defective policbedgeitnefgf et subs

unnecessary delays in decision making (due f
nosettl ement of iissues.

The Feder al Gaveili mae mbadkies i &5 hne nal | the po
matters. Final tariff notification is also n
entity, the government i s-excwaywendnsh ydelbb@att h op ¢

under rmihrei rc nomeirecnitaalt i oo wok dt tcemp ast &ase For i
decision to apply uniform tariff across the

Similarly, other decisions in these companie
areo ahat without gover nment interventi on. |
compromi odad ewe pier f or mance and accountabilit:)

Similarly, as discussed in Section 4.1, p
to this sector bygappvesitmgnasadi sanatipemniopr
endangering extremely wessenti al projects f
incompetency. The power sector has al ways

corrupti omait nwetfrastnlaeane i P ®igs aRNP P s LNG power pl
Thar <coal projects under CPEC.

Similarly, the subsidy strategy by the g
system as benefits of these subsidies go bey
t hfei nanci al, accounting, and datamawageds r e
(USAI D, 2013) . Lack of transparency 1in govVve
sector more than anything el se.

At t he prove netihagd AliBetnhe hgeorvte,r n ment s ar e not

their part in resolving issueswealell ag elds it di ee
arrears, arrears of provincial department s,
the issue of propayméons adde | i abwellidtgsy iionfi | tp
Baluchistan and the tariff rate issue for /

significant portion of circular debt coul d I
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Similarly, i f provinci al governmemts and

support DI SCOs effort to check theft or to
be eduxredl,recoveries can be increased signifi

As faorpaer at e i go wémarnean cceompani es i s conce.
and DI SCOs Il axrkd tmarmag erai al skills to operat
of these companies based on corporate goverr
true sense. For instance, DI SCOs besides hi:
performaoced4 (Bettiand 4.3.2), are not awar e
governance as a corporate entity (Malik, 20
i

mprove their performance (Section 4.1.2).
Bacon (2019) compared corpodatatooe¢r hamnc

Lahore Electric Supply Company r mioEBv@@)t ao ee
company -BEwietcht EKQp r {(sdutii | i ty) and S 0 me I ndi &
companies and found corporate?3®goWVkaonfahate i r
corporate governance in other DI SCOs and GET!

The vadarki ni strative performance of al | t h
sector i s due t o constant gover nment inte
empl oyamedhtp.riTtchenrge i s no incentive to i mpr o\
penalty associated with weak performance.

The autonomy and <capability of boar d me
oppor thuenhiasdifiocomma nager s and teshar elbdlutat Wa hi,nt
et. al2009) . But theaBbeddi oflepPpendeno)si i sGEN
either haveunhbbmbdyiidey a@md monitor company p

It is the |l ack of capacity andowkithlem in
to make efforts to reduce T&Dflioanes abr pbei
Simi IDArSICYOs have failed to have direct agr eece
because Gt hegvedomapacity and un dakir suttreeirdl | n g
generdthieonermkcepti on is an agreement bet ween
company t o ochaeelyi mgiod fh bpDMWiesCeOs ar e r é&si sting
regul ations (NEPRA, 2020).

On the other hand, good pois&iEdt éh agz®ev &sron a
far not transl ated into good do mwmkellcKiad and
facing financial chall enges associated wi t
governmenowaed csompaeni es.

Al l the distributid&€h @aompasntiidsl iumcalbudei ntg
especially from the public sector and provi
high | osses in the distribution systems. C
govertnnmemd the | ack of di scipline in these
significant arrears in payments to generatioa
circular debt probl em.

Cash injections by the succédéositve od o \perwrel
companies to improve their governance, effic

The composition of the board until 2016 was not in
Commi ssion of Pakistan (SECP)'s Public Sector Compani e
supposed to foll ow.
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power c of nappaenoi bel se ms , the government extends
subsidies or by increasings tamd fdyst amsludas e
Al t hough the federal gover nment encour ag
commerci al banks t o fnieneatinpceer adhnetti e wopu ki ammgt e
used to balance cash flow comartkianpntaesf oma rmgey
PHPL is only supgpeornt;i vfeori ns utshteai ;mladrite funct

massive over haul is needed (SBP, 2019).
Government intervention and mar ket compet
di fferent omMijtec teiawehs odlheesh The restructurin
wi t houtc opnrmoepsactriiaohnd i nducti on of professional
about i mprovemente®timl2Be9system (Mali k,

(iv) Regulation
The weak adminicetriant i NEPRJA vteakneasn t he for

aut onomy, resulting in the overall institut
effectively. NEPRA is either IGchang aant popoi
to supervi se waenrd sceocnttorrolantdheesptoabl i sh a rat.i

2007 and USAI D, 2013).
NEPRMas of taecnc ulsean of mo s t of the probl e

including system | osses, increasing costs a
of tdeertiefrfmi nati on i s considered responsible
the authority to make DI SCOs accountable fo
operational and commer ci-baill liinnedg fti oc i @eonrcisysl neerr s
its role with reference to the accountabili:t
private sector). I n particular, the enforcel
i ncesaftdarvigood performance orameeaaild ynaotn icrasp

NEPRA has been unsuccessful in developing

to guar anefefei amred n tafbfler,dabl e el ectrichty to c
mandate to attracseichweshmesitgninftboaenpoawedi t
in projects that are generating electricit)
activities ar e &unidrefrl uerec eg oavred nwietntout due ¢
Unnecessary del awlsatiino maarke tdiemmdawr agighg r en
2019) .

Furthermore, a |l ack of uni form regul ati ol
bet ween the gas and electricity sectors. I
Electric Power Regulatory Authority (NEPRA)
( GRA) sends confusing signals to investors
bet ween gas and electricity (FODP, 2010).

CONCLUSADMWAYFORWARD

I n Pakistan, our energy sector is caught
circul ar mbekkt tthan a decade (cumul ative | oss
per odntcurr eDitst @DRP) ons on both the demand &
governance issues are so much absorbed in tF
201Bb¢rease in tariffs (many a ti me) al ong
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el iminating the debt. Successive government

paying part of the debt , however, wi t hout t
sSytsem.

I't is difficult to understand with so man
is stildl carrying the burden of prevalent i

pricing policy anhesubpsegquementsuibsibdie@ghti n
down the average monthly rate of arrears ac¢

has been done is by putting an extra financi
bills regularly. Now the goveowenent hédast agk
circular debt from the current consumers thr
amendmappy byetdthe parliament would increase
percent

There is no serious Jintbwaridse i mpabenng
inefficiencies. No i nc entadicoeeo voerr cpoermea | st hyo rmteccan
the generation and distribution systems. T

continuously.
Way Forward

(a) IntegratedPlanning

Integrated planning is an important policy tool to reach Sustainable Development
Goal 7 of clean and affordable energy besides reducing the financial burden for the

government.

Lack of integrated planning enhgefi@g§Genh
demand and supply imbalances; it has Il ed to
of costs between gas and power sectors, and
and network availability. pMrnthaoauh, amakindtegm
reshn opti mal power generation mix from i mp
(PI DE, 2020; ADB, 2019b; I RENA, 2018; and Al

(b) Reduction in Generation Costs

To reduce cost s, relfiamlce Owhetpemsitvei s
RLNG or i mPshoeddcbAaddissluceeld a coordinated
i ncesmandvii ncrease the share of hydro and oth

Hydroel ectric powert lsg ammd otn se fafriec icd mts sp d
they can have an opermdriginmttnetfiée caeaiclyalbifl i

Unl i ke -JNeeelluumm all hydropower projects (unde
in time to avoidnbaesteesbkbaaptébactnidcibyeger

Similarly, renewabl e energy including win
electricity generation. By increasing relia

can reduce the caotsitono,f tehleercetbryi crietdyu cgienngerener
electricity tariffs.

3 For instance, the import of liquefied natural gas (LNG) since 2016, no doubt helped in dealing with
gas shortage, but it is expensive.
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(c) Revision of Generation Contracts

Given the | itdei gsictwy rocrr vinsc hf aci ng, it is h
contractual terms of our | PP$rfendtiherttuhneaer
producerIf ftdltenadd iyt.ty payment structure remai
objective of @prewédgwngt afff loemdplebeliiacl ii s unl ik

No doabt, ofp our problem of <capacity paym

retirement of nearly 4,000 MW of ther mal po
under 1994 Policy)gr easmerhtes p(ORvRA s )p ua fc haalsle tah
to expire by 2024. For the rest, NEPRA must
compliance with technical benchmar ks of tr
i ndependent for éPsi d sawmckictesasfar gl IfcoarphagcdMiye wi
anfduel intake to change the capacity payment

Competitive bipdldafcoeg ahbultdhet mlkeev projects
mar ket determines the tariff.

(d) Costeffective Pricing

Separate tariffs for each distribution a
subédfdy decreasing financi al burden on the
i mpact oecnonshuemeerndpri ce f oront ke mpfafniyci e¢nt wdil 3
the other distribution compani msnémi nenpr ove
|l osses and become efficient.

Similarly, therisitstaaenpetdi ty. oBesimpes i n
i ncreased crnotstcsontsou nceornsp,l isaur charges can al so
the distribution system. It reduces DI SCOs i
t he case oJhealhuem Nperedjuent t |, surcharge shifts
i

nveontdorputa extra pressure on consumer s.
El ectricity subsevdlaateshoabd abenenes of

protectTheme are alternative policy instrume
use. -hbdsedl/ sabgéetdgd appedachnpesi sseal rburden,
wel fare of the weak segments iets@at2@19) (Khe

There should be faonspmétci pbggy wbeoediemg ht
amount of consumption on a progressive treni
more it has to pay onravderage. And there are

A national consensus is requirepgrifoea t he
pol.i cy

(d) Improved Transmission and Distribution System

To bring down T&D | osses, heavy capital
unreli amlld agewtransmi ssion and distribution
financial tposfitt bas DI BI€E®s are not in a posi
upgradati on

The amount government allocates for tarif
the i mprovement of transmission and distrib

PESCORCGE HESCO and QESCO.
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An effective crackdownecaugraiitnys tr idsekf aaurletaesr ¢

with the support of | aw. enftoerecdrmentr od ge nocfi
governments is significant. They can facili
theft control and protection of wutility staf

Ef fective implementation of Il egislation t
necersys So far it is the weakness from the si
federal) to implemendt TFBheht deamnseadnisl gefhect e
technical solutions (i.e., replacement of r
digital AMR systems) and manageri al met ho

moni t ofreichgn)oi aogbwati ons cannot be successful
culture, skhachmadgedeasailre (Smith, 2004).

(e) Improved Governance

Acti vei patriton of provinci al government s
governments evamermdmemt tdaree 18ot effectivel:
resolution of issues rel awedldltsesublséeedtysiacirenr
of mrco alil depart ment s, and arrears due to c
actively deal with the recovery issues a si
reduced.

Ef fective coordination between Federal an
resolve all the outstanding issues between
i ssues of DI SCOs.

|l mproved corporate and operational gover
i mportant for the sustainability of the sect

Unl ess all di stribution companies are mac
finanwebhbt i be possible to bring in efficier
emphasi spiissawiodn Dé SCOs . It is not the solut
i ndependent corporate company. We need to | «
efficient and competi tpirisadlopenctricity mar ket

There is a need goveesmentti hheheotdecbéid
sector GENCOs and DI SCOs. The government shc

NEPRA neeedxsamicmerdats policies and functi

governanceopr aomtsitcaensc)e.] aysneoesaaryfddet er mi
to cash shortfalls for DISCOs. The authorit.y
check +the |l owgr and performance of companies
NEPRA must assemftoi¢ces pencmplkiyaf @e .enon

Transparency at every stage of an energy
inefficiencies in the system

We need a compl ete over haculmnoefeactilfeagims y st e m
professionalwi madoagempaater n méme app earfvteme m o n
manageri al st aff anodwnbeoda rcdo nmpeanmbi eebsa ssehdo ud nda tne

%An antitheft campaign was started with the for mat
October 201&.1 aGonserremantkabl e progress, but its i mpact
(Syed and Yasin, 2019).
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political af-dadedt( pmo fhtalte inneoTmttsg h avaenda c | au
per foolExm t .

(f) Energy Efficiency

I n Pakistan, the idea of energy conserva
remained popul ar because of gover nment ne
awareness of its overall benef it sp.erAccecnotr di n
t o p25 wmdntenergy demand only through its pro
i nstance, in agubsinhgiwe ecamsdreaaurodge t hem
water pumping and avoid wastage oftheater r
pending subsidy issue should be resolved o
provincial government .

We need a clearer and targeted approach t
all the sectors.

(g) Competitive Electricity Market

Thevel opment of a competitive electricit
problems in the pgdwerMRsd&kegora.ndl Cones ci al |
approved by NEPRA that guides the CPPA to
Similarilly,20h8 Apaoame maj or modifications rela
made in the NEPRA Act (for details see Lodhi
capacity and understanding of DI SCOs, t hey
the rpgrneon companies. Their diffidence to a
c enstartaddin acti vities at CPPA (NEPRA, 2019).

@i stribut@d&ds ganearoatm oinn el ectricity mar k

reported in NEPRA State of Il ndustry Report
al |l owheglain@emet ebriegg mes, which are supposed
in the sector.

The dratti oofal NEl ectricity Policy 2020 a

competitive power sector with efficient ani
kept in mind that government intervention
together giereth dbhjedat ididd.erl n competitive m
fairly, with no preferential treat ment . Co
inefficiencies of ot her entities (Aziz, 20
captive powelre pdvaaiitisa bfiolri ty of backup supp
avoid doubl e paymenrotritemtmake ector expomptt.i
2020)

I'n brief, when inefficiencies in the sys
competitive ma,y ktehe imr abltemeofs emisrecwil lalr debt
resolve automatically. Ot her wi se, its i mpac

woul d continue to haunt.
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Corporate Governance in the Stateowned Electricity
Distribution Companies’

AF 1 MALI K

INTRODUCTION

I n electric power systems, the fiMAanci al
financially weak distribution company can w
chai n, and their operati omdl elniemigtya triecsnosu rccaer
is a shortfall bet ween cash inflows and out
circular debt. I n FY2020, more than 50 per
and the difference bediweterni btuhtei oanl |loowsesde sa nbdy
2020) .

Apart from sectoral policy issues, the pc
i nstitutionalknsardeatkinterssles(under t hRowMirni str
Division) and weakr € omaiomlay er gopemr iamicee , f ar

STRUCTURE OF ELECTRICITY DISTRIBUTION SECTOR

Af ter t he f or mal bi furcati on of WAPDA i
di stribution companies (DI SCOs) (which | ate
(nowElkctsEl1¢) (Kemai ned verDeiccearibleyr i2n0t0ebg r ait te
prisedtthe Government sold 73copregl|l cmatabé. iTh
companies are districhohmtsiumgrel é mt tiheii ry rtes pteh
areas as a monopoly.

Issues in the Distribution Sector

(a) Operational Efficiency

In FY2021 almost a fifth of the electrici
transmission and distri btEtliecnt r( T&D)ossetswor K
enormous variation tomwnpdar fdd rsmhan dal tratormo) o mptas

On the other side, when a certain percent
tari ffs, it adds to the circular debht as it
NEPRA is wusing this T&D targetpentomamammomd df
di stribution companies. However, this strat

There is no penalty associated with utilit.y
inefficiency.

" It was earlier published as PIDE Knowledge Brief, 2022:40.
Page B8



Chart 1. Di stribution Losses (%)
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Source:NEPRA State of Industry Report, 2021

(b) Commercial Efficiency

The revenue <collection rates per derstt ri bu
QESCO terklmht ESCO in FYZAW2Y a(g@h aretc od)e.r yOmper
al | DI SCOs wa&s ¢ andun 0271, d e ppeirtoemhmioercet itohna n

in | ESCO, PESCO and GEPCO. With the same ¢
average may not remain thei bhmeect opveerhcge noté x 1 1
in | ESCO insdgd idme depoasia of AJK arrears by t

Ot her wi se, the actual recovepgegrdeantl ESCO i n F
Generally, the distribution companies wit
recoveries of tthheerbiwlolredds ,a monu gte.oglrmpohi cal a
|l eakages Vi a fraud (meter tampering), ste
irregularities; there is also |l ess willingne
Chart 2. Bill Recovery (%)
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ni ant i mprovement in bil

Despite a sig fic
n FY2021 increasedchy cRd.ar63.edt

from DI SCOs i
( NEPRA, 2021) .

(c) Unreliable Supplies

Despihtee i ncrease in the installed capacit)
Pakistan is stildl ranked 99 out of 141 econc
2019. According to Rule 4 (a) of Perf or manc
distribution company shalll ensure that the

(SAI'FI') does not exceed 13 and System Aver ag
14. Except for | ESCO, none of ®he DI SCO sati

I nstead of corr ecmii mggmifgnoerf ftihceiiern cfi aisl, u rbelsS
adopted a pobasceydstifeodadde ngnudhe | ow cost and

of power (solar) is taking compliant consum
t httrsend continues, it will -sterareat lDdrSCOsg ch
Tabl e 1
SAI FI and SAI DI in FY 2020

PESC(l ESCGEPCLESCFESC MEPCHESCSEPCQESCK-EI
SAI F187.¢€0.0625.633.035.6375.9162. 478 99.127.
SAI [149241.3642.43593133131920975140958375265
SourNEeP:RA Performance Evaluation R&port_ Distribution C

CORPORATE GOVERNANCE
Corporate governance defines the rights &

sharehol der s, and other stakehol ders. I't out
(Hague and Hussain, 2021) . Cor poroawree dg oivser n a
cruci al for its effective opeoraartdi oonfs .d ilrtesc tnoer
executive plans are signifi coawne d( Guonnapya n y2 Oals
modern corporate entity may help improve i
accountability ofinfter ommthiawregscr ¢aaasiparepol it
in its matters (Vagliasindi, 2008). The autor

DI SCOs |l ack technical and mand&fgermMhal s ki
structure of t hese c ognopvaenrineasn clea sperd nem ptesp
established. Poor corporate governance i s t
financi al performance of DI SCOs. Zhang (2«

|l osses thronagdmedrt tiem kindaS&GMs. i n P
Weak administrative percdemnrtardadaid riom . DI SCOs
the ten DI SCOs are under the administrative

Division). There is no incentive to i mprove
with weak performance. Not woehgy tiher € nv es tal
deci si ons ;b absuetd nsot anfiefr ipter f or mance evaluati on
based on seniority. Al deci sions about fin
government (political) intervention.

% SAIFI and SAIDI are the least focused areas in NEPRA priorities.
%As reported by Former MD PEPCO, in PIDE webinar
Compani eso.
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Tabl e 2

I nterhaEkpeai ence

Study Main Inference
SrivastavlI mprovement in corpor@awreed owteirln
Kat huria found significant for i mprovi

performance.

Shevel eveéBoard memlaérasnkciep is an objecti:’
governance that affects its pos
conditions.

Fremeth eBoards of directors play a cent

Hol burn di stibbucompanies (LDCs), mo n i
and risk, amnearmustdi atged v nign OnNt

Liu et allndependent directors have an
performance in China.

Wei (2007 St aotwen e d sharehol dings have n
performance. Even a relatiawealeyd
a positive effect on company pe

Dube and I ndependent directors pdsaiyregd tal

(2015) size, profitability, and sustai

Castro etThe corporate governance prac
compani es (public and private

perforaomandde stock mar ket and
devel opment needs.
Il rwin ancl mproved corporate governance

Yamamoto utilities for the®iwnepgoluittiildal
(2004) | aws, transpareemcyperations/ (
through the appointment of in
businesses and l'isting of s he

perfor mance.

Financial Performance and Business Model

Bet ween FY2015 to FY2019, tot alpeascseentts of
A maxi mum increase was rpeaccredichce iars sleES ®@,s eal l
ten -swmddk distribution companies was roughly

abouperbmdntcurrent GDP in the same year. Hov
DI SCOs in the stock business is zero, as nc
| ESCO, in al/l DI SCOs, either Goveenment o f

shareholnd | p8C@édnkshares belong to Employee T
15 (transferred wunder Benazir Empl oyees St o
WAPDA (Table 3).

There is no business model foll owed in t
planning and business model is evident in CI

net |l oss of Rs 143 billion perE®a@he. | Bise
five years. A cor popuiaded goyer aitae ccd odm ptengdens
financi al performance (MacMillan and Downin
DI SCOs.
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Chart 3. Net Profit/ Loss after Tax
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SourFed:er al Foowmped nEnt iStiaege ( SOE) Nemfsr mance Revi ew,

Board of Directors

According to SECP Public Sector Companies
it is mandatory for each compeanwdht thsawveotiar
me mber s. On paper, each of these DI SCOs ha:c
i mited authority to make decisions

As per the Companies Act 2017 and SECP P

Governance) Rul es, 2013, it is the prerogat
Directors (BOD) Gaftt earn dsta@iidgdeyt ndynit hke appoi
DI SCO board member s, rul es are generally no
appointments is also common.

For instance, in thehlaawstalpseviennt endo nitnh sa,l In
DI SCOS. As reported in newspapers, in the se
their enl i st ment as I ndependent Directors
Governance (PICG), theirr CWess athdnami rad € i tdlaarti
thdeit and PoaogpereCuiinediwmnder the | aw and ru
pr o%oifl e hese independent directors, wherever

is differenst strrampawh at pwa
Some facts on current boards are bel ow:

1 Until the recent past, except for TESCO, each DISKk#d its BOD with
independent directors. Now it is decided that the PESCO BOD will also function
as the TESCO BOD.

%" These companies are under full government control; board and management positions at DISCOs are
held either by government employees or political appeségth limited experience. Officials sitting on multiple
energy boards aggravate this issue.

38 As of September 6, 2021, a detailed profile of GEPCO, HESCO, SEPCO, QESCO and MEPCO board
members is not available. Only names are posted. As per law, therdesnaie required to publish these details
in their annual reports. But publishing Annual reports is not a practice in the majority of these DISCOs.
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9 Each DISCO has 4 or more independentadomes.

1 Out of the total 40 independent directors, only 3 are PICG certified diréctors

9 Out of the 10 appointed chairmen, none of them is a PICG certified director. At
least five of them are eemployees of grivatised distribution company, K
electric. Others include a professor, a general manager of a manufacturing
company, an eemployee of hydro IPP and a power sector constftant

1 In the selection of independent directors, the focus seems to be on those with K
electric experience. Including chairmeim total, ten independent directors
remained affiliated with Kelectric, in various capacities. In addition, consultants
(energy or otherwise) are given preference in the seléttion

1 In each board, there is civil society representation (2 to 3 members).

9 11 Directors are on the board of 2 DISCOs and one of them is on 3 boards.

1 Board chairman iappointedagainst the Corporate Governance rules, 2013 which
states, that the chairman to électedby the Boardto achieve an appropriate
balance of power, incesing accountability, and improving the Boésaapacity
to exercise independent judgemebtt in these DISCOs, the chairman is
appointed by the government.

9 CEO is appointed by the government against rules, wétiate CEO is to be
appointed by the boardBesides, as informed by various utilities, all major
decisioamaking remained with the government. As is obvious from the minutes
of the board meetind% the meetings only discuss human resource related issues.

Table 3

Governance Profile of Stat®wnedDISCOs
I ndepe Exoffici(Change i

Directexecutive since Sharehol i
FESCO 5 2 4 100 %Govt
HESCO 8 3 5 100 %WAPDA
QESCO 5 1 3** 100 %WAPDA
TESCO 4 4 4 100 %WAPDA
PESCO 4 4 4 100 %WAPDA
LESCO 6 3 5 100 %Govt
I ESCO 7 3 5 88 WWAPDA; 1
GEPCO 5 5 4 99% Govt ;
MEP CO 7 2 4 100 %WAPDA
SEPCO 7 N A 3 100 %WAPDA
SourFcientanci al Footprintdl19SOBMi Anstaly BépdFima2@e8 Govern
of ficial websites of these companies. * Independent
** current informatiomtnotn awaidlidbdlee ,endi fsfoaurreret. i nf
¥Apart from the personal affiliations of delectors,
be the reason for not finding truly independent profes
in companies other than the power sector as well ( Ame e

“0The identity of the QESCO board chairman is not clear.

41 As reported in newspapers, the reliance eeléctric employees is to prepare for future priszion
of these companies.

42 This information is extracted from newspaper clippings, studies, informal discussions with some
DISCO officials etc.
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Transparency

Transparency is one of the basic principl
i n amamgsaahioegncompany_in the public sector and
is only possible wteamrciianhifcarmietmoina|l oo peo @t i
financi al results are timely available for
public as well

1 Among the ten DISCOs, except for FESCO, MEPCO and IESCO, none of them
publishes its Annual Company Report. Even the latest that is available for
MEPCO and FESCO is for 2019 and for IESCO it is for 2013.

1 The latest financial statement (FY2020) is publialailable only for IESCO,
FESCO, MEPCO and GEPCO. For the rest of the DISCOSs, a publicly available
financial statement is two to four years old.

9 Only MEPCO publishes details of its board meetings in its Annual Report, that is
number of meetings etc. Itike only DISCO, with minutes of meetings posted
on its website.

9 Each DISCO has a website, but with limited information on corporate matters.

9 Each DISCO does post names of directors on their websites, but as of September
08, 2021, only IESCO, LESCO, FESCO, PESCO have shared profiles of their
board members.

Monitoring and Accountability

Another principle of goodbiclartpyar aAtcec ogvt e
canehbhsuwheedn manageri al performance and the
eval ugtaed iaypeartl i ¢ and the sharehol der s. But
t hese i s i sted on any stortk aexacduamtgaebidfit
sharehol ders. The boards have never been emg
they are not held accountable. This trait is
of directors do not condiedgerdot {fédmiacceuntadbl

CEOs have changed quite frequently in the:
the sake of aForouinnsatbainciee,y recently appointed
at PESCO. PESCO perfotmafcbarits3eandenn iTablCh:

Cash injections by the successive governt
companies to improve their governance, ef fic
power cbObmperobleems, the government extends fin
or by increasing tariffs, resulting in more
financi al and commerci al skills is akserious
decinsakoiamngd, commerci al orientation. Defaults

WAYF ORWARD

NEPRA has approved the detailed design an
Trading Bilateral Contract Market (CTBCM) o
The model envisages that all the futbere cont

43 CEOs aremormally appointed when they are about to retire.
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bilateral between the parties, that is, sell
companies or bulk power consumers). But for
efficient and financi adwhyerwee-HblVel dpetdr cbupbec
governance system could be the solution.

1 Outrightprivatisationmay not be a solution. It might increase the financial burden
of the government.

1 Mandate listing of DISCOs in the stock exchange and appoint principal
shareholdersn the board.

1 Sell a certain percentage of shares to DISCO employees and give them
representation on the board.

1 Facilitate a corporate culture in DISCOs with a viable business model as also
envisaged in the National electricity policy 2021. Each compassds its
business model based on its domestic market conditions.

1 An independent/ apolitical board with professional directors (power sector specialists)
with sufficient capabilities to develop a business model. It should be mandatory for
the power sectqurofessionals to get trained from an institute like PICG to qualify as
independent directors. Once these directors are appointed, they must have the power
to take decisions. In addition, hold them accountable for their decisions.

1 For increasing transpargnand accountability, a wetlesigned website of each
authority. Minutes of each board meeting or at least major decisions should be
publicly available. Their annual reports, as well as financial statements, should be
timely available for public scrutiny.

1 There should not be any conflict of interest for the government as owner as well
as a policymaker. The government should only be a facilitator; and can play its
role by improving the business environment via enforcing contracts, improving
laws,and simplif/ing tax administration.

1 Professional and competitive management who have a clear corporate vision and
business plans fargansing the utility on commercial lines. These professionals
must have the capacity to develop a comprehensive revenue collection and theft
prevention program in their respective companies.
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Privati sation of Electricity Distribution Companiesd
A Way Forward ?”

AF1 MALI K

INTRODUCTION

The private sector has |l ong been promot e
gap and to owvceorncsotmea ifnitmsa nfcaicaeeld by t he devel o
belief +toswnteldatutstldattda es have no incent.i ve to
Political pseekimgs aandviemtets do not all ow t
recmeuntt of manageri al staff i s under pol it
compromi sing management efficiency in the di
is that the private management/ ownership w
gains and cost savings, besides improving se

Box 1. Wiy C[Pirsitvraitbiuti on Ut i |

(i) To expand distribution capacity through increased investments.

(i) To improve operational and financial performance di$tribution systems
which is operating poorly under state ownership; and above all.

(iii) To minimge public sector budgetary constraints and expand revenue
divesting state owned (distribution) companies.

PRIVATI SATION EXPERIENCE IN ELECTRICITY UTILITIE S

Prissaton of electricity wutilities was one
the 1980s and early 1990s. The origin of th
t hd/e al t h oofb yN&tdiaann sSmi t h, then | ateYethy Mi |

private sector control of electricity distr
reforms of the | ate 1980s and early 1990s, e
many developing countries |ikecdevelidpyedtdd
to the private sector. I n most <casaeast,i oint was
of otwatead utilities wamaraknetefdmanomy.wards a

Under energy reform programs, heever al
Cari bbean, Eur-8pbar Asi &afraod 8ubracted
power distribution sector as well . The

* It was earlier published as PIDE Knowledge Brief, 2022:52.
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di stribution dropped after 2000.

andr Kealy , private transactions in
(VI aDimdarevii, 2011; ESMAP, 2015
2019) .

Except
t hese
Pudn

In early reforming developingsatbant rnifes,

di stri butiiesn ovempainmrcloyne micibdilng ri es with | ar
These countries had stable governments and
subsidditari ffs at t saet i binmedeai sitchre. pAhbonvae i @
prisstat othnheisne countries was due to a compet e
electricity sector. I n ot her C 0 ganttiroine si nor
distribution utilities had remained chall encg
pl aceer aafltmost five yreatrisgnieedn hbey tthha ogigywe rrren
private operators_ who dissatisfied with <co
1998; Victor et al., 2015; Al khuzam et al ,

Ba 2. PrivatdBxamplnesFail ur e

Ukraine successfully privatised its five distribution companies in 1998. However
privatisation of six more distribution companies between 2001 and 2004 faced corr
allegations. The lack of effective regulatérgmeworks and governance structures did not all
the sector to solve its critical issues. Consequently, the privatisation process ceased.

In SubSaharan Africa, about 30 percent of the contracts get cancelled (i.e., reverse
to the state control).

In absolute terms, maximum cancellations (almost half of the total cancellations
place in Latin America. The Dominican Republic was one of the first countries to renatio
two distribution utilities in 2003. Other countries followed.

In terms oftotal transactions, in Latin America, only 2 percent of regional transacf
got cancelled or reversed. Whereas, in-Sabaran Africa, cancellation affected only 7 cag
22 percent of transactions in the region.

Europe and Central Asia also witnessefew cancellations of privatised distributio
utilities.

Indian privatised distribution company in the state of Odisha also faced difficultieg
was renationalised.

Source:Foster and Rana (2019) & Hall, et al. (2005).

PRIVATI SATION CHALLENGES

Preference for Large UrbanCentres

Evidence suggests privadtion of only selected areas and not the entire distribution
sector. Even among the middlecome countries (opting for privadtion), very few
privatised all their distribution companies. The private utilities provide services to large
commercialcentres and the rest of the country is served by stateed distribution
utilities. For instance, the Philippines has prisediits urban distribution utilgs, whereas
cooperatives are providing electricity in rural areas (ESMAP, 2015). In Colombia, the
strong municipal presence in the electricity sector led to a hybrid approach_ where only a
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few urban distribution companies got prigati, while others rentaed under municipal
control (Foster and Rana, 2019).

The decision to privede depends on the commercial feasibility of the service areas
and the local political environmerfhe private sector preferred large cities with more
commercial and industrial deand. By privatising revenuegenerating urban areas rather
than rural areas with more issues reflect the mendacity of governments in solving power
sector issues (Etieyibo, 2011 and Srijan, 2609)

Weak Legal and Institutional Environment
El ectdiictirtiybuti on services by their

nat u

characteristics and feature significantly in
across thesagiobheofPthvatiutility is not an e
countries, given their weak | egal and insti
Similarly, political interference, l ack of
developing countries do not al |l owbethhendpowe
prismsaton is important (Victor et al ., 2015) .

In a spdi manopoly, transparency is also an
easier to oversee the operations of a publi
publ i c agendites sppiéeowmitet hiAs transparency i

(Schoenber g, 2006) .

OvesrtaffingwnedSUai éities

In developing countries overstaffing in distribution companies is preval@sraakier
for the privatsed utility to target employees rather than improving bill collection or distribution
losses. Downsing cut costs quickly without enormous investments. Therefore, lom
employeés perspective, privagation is not a popular decision (Abbasi, 2012).

Evidence also suggests that the cost of ®teffing is less than other
inefficiencies in the distribution systems of the developing countries. InS&hbhran
Africa, overstaffing costs represented only 10 percent of the hidden costs of inefficiency,
comparedto 40 percent due to pricing challenges, 30 percent due to transmission &
distribution losses, and 20 percent due to low recovery rates. Similarly, in the Middle East
and North Africa region, excess staff accounted for only 5 percent of the hiddenfcosts o
inefficiency in the sector.

Weak Regulatory Environment

(t

I
€
a

From a &omseumseprecdtiiven ipmvwolaxes higher
any improvement in service delivery (Foster
i ncrease tchoen snuwmmebresr, oafnd i mprove service del
private operators as it involves risk. To
reliability targets fortified by a robust
Ot her wioscey s tohfe pfri vate distribution utiliti
downsizing and increasing profits through t
2019) .

44 Cited from Victor, at al., 2015.
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Prissaton of the electricity distrirbution
among the relevant stakeholders. For Dbal ance
compul sory. Whi ¢ h, in most develrogmibahdncoun:
monitoring (regulatory) mechani smeh&s omemai
past sprioemas,j not only in the power sector bl
agreements bsath wyerhsa.s Rvroirkaetdi agai nst the pu

A wehfFormed regulatory framéedaviftiycii enay.kel
particul ar, sewdh emp etrhaet oprr iivsatwor ki ng i n a mon
electricity sector, a proper reguokateswr fra
for a company to abide byl .ijts2@®@dmmitimenPaki
most developing countries, weaknesses in the
is compromising the effownedcdi otfr iblouthi @m i wte

| mportance of Contract

A contrachtibBnséeatpi@gmcmadcess. The contr a
which asset s, ragbtte ot mammsflarmmigdtti @anshe buy
conditions. The clauses rel at edatro ntghe pequd It
if owedpaeastnot | iveusap be bhesenedauseshe cc
i mplications and remedi al measures should be

For electricity distribution companies,
guarantee that private operators invest i n

focus would be on profit enhancement t hrou
reduction does not require hefty 1iwmovtest enent

expansi agm aadmd io;m for i mproving service reldi
prismsaton contracts require expertise, whi ct
Consequently, bureaucracy may ernedveurpsailn a wr
Manageri al Expertise
The manageri al e X pet hpernacfee sosfi-otmad olkinddveer

company he is buying is significant for the
counttrhiiess ,f acit@moried.ofTleen hi ghest bidder, ir
capacity and professional knowl edge, ends

Pakistan, in thesednginneehrei mgasuni ttsh eprbiuwetris ¢
manageripalbf aagi onal experience. T h sede engi |
precisely for this |lack of capacity. The hi

(Tahir, 2014) .

Pri smatiion for thmtsake of Privati

The |l esson dr aswihod rexnp ¢ thiee pa e vian it he | ast
only in electricity wutils tficers tbhua saitnk ent,chfe rp i
without a due thought process, can | ead to
privat e acroemptahnei esssme ( Tahir, 2014). I n a sur\
find no significant evidence supporting pri\
is evidence for an incsaddaoe,i bupr afeintsaltbisltiatn
suggesting any efficiency gains, improvement
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The public sector has a soci al responsi bi
i s tosmgxiomiit. Society at | argaried easm |l wyl t(iTas
2014) . Service efficiency and epsduccnreldyon i n
through compattiidn omf. ®rutvialtiity (monopoly) do
(Schoenberg, 2006) .

PRIVATI SING ELECTRICITY DISTRIBUTION IN PAKISTAN

The power sector in Pakistan traditional!/l
uti bwaies and Power Devel opment Aut hority
Supply Corporation (KESC). The Government o

pl &or restructuring the electricity sector
1992. The GOP u@bwredlted aWARDA ntegrated Pow

generation, transmission, and distrabetion c
di stribution companies <called DISCOs (which
vertically integrated.

I'n December 2006&6d KB®C GOMPd psolvdt T3 per ce
Hassan Assocdamaish Graauwp Afl GNmpGs niaensd arhda r KL

a fee of US$ 264.90 million. The congl omer at
management |, new investment, technology, and

The psatiivaniof KESeC t(rniocw Kwas rt hpesafviacdt i n
program for al/l di stribution utilities. But

per f or maklceec torfi cK e wetni arf.t elrn pXdtdidgtni t dife PIr$ @
again came under discussépopayaisnatbel ditsomni b
Prisasatobn of DI SCOs was one of the main el eme

2015. The plan was to use sasheonevéouvecbeneran
debt . But again, the plan was shelved.

Nowgai n, the incumbent government is all/l
prissaton. New boards have been appointed. A
website ofsattilbpen FRoroimmatsi@swored alilst rsittautei on c
irrespéctihee r financi al and commerci al perf
potential camsdtiidant.es for privat.i

Pri smatiionElogc tKr i ¢

K-El ectric (KE) is a | arge, vertically in
and industrial hub of the country, t hat i s,
the situation worsened consi &er8arbnpyg.r cNeeftt err o
that, KE sneitotsesd cfoamc¢iimgal | y.se TKE idecPR8DBnN wt
unwel comed politically. The military governn
Prisasat onElofwaks vi ewed as il Igeogtalc hianl |peonlgietdi ci:
courts (Foster and Rana, 2019).

The major probl ems f sacteidonbywekKE ©befsorpeoop
management, governance structure, and oper
However, eveat iadn,ertf pe i yvemaaned unsatisfact
2009) . I n Kar achkiheddnamgnodnmneagdielnaagpower bre
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t o r ergeissptoenrd, rtes ol ve the compl ai ntdd)s cwintthe nttar
among consumer s.

KE wassolrde in 2009. After the change in maj
commerci al and operational efficiency, start
have increased by more than 200 percedt betw
to coll ect outstanding bills or check on pc
nei ghbo(rMaoloidks and Khawaja, 2021) apart from
| ater, sdthieopcldefcda i c remains an i ssue under

Aof now, the utility has improved its perf
However, the wutility is facing constirtménts i |
bei ngspmr i(Watlii k and Khawaj a, pe062lye, Febmct hiec
is high in KE areas compared to service imprc
out that the wurban environment in which KE
electricity servikeantdoKhawagansametys. ( Mal

In addition to contractual obligations, i
and enforce reliabil ibtapedarcgentpenasmdi ahl awcb
prissdtelectricity dis,trtihestea oanr e otntpea nryi. s Pierr ¢
of Karachi KE.

DI SCO Chall enges

As far as operational and commercial effic
In fact, some of the DI SCOs are more efficien
2020). According to Zhang (2019), the dispar
among DI SCOs in Pakistan could be due to dif
| ack technical and manageri alarskinlolts atld oomedr
SO. The structure of these companies based o
established in a true sense. Decisions about
government (political) intervention (Malik,

The chall enges faced by DI S@GOsi ocanr emaeyn orronc
resol ve. But unfortunately, mdliiomysmaker saldt |
prissaton of DI S€sg wgirtohuonudt rreeaaliit $ esBlhbhE t he
research on wurban resilience and its i mpact
i mportance of the urban environment under v
owned) opee@drescemi (Socymami cs ofndhpotitiyecsceiect
environment, all play a GGoetfiaiehe Wprifvatme
and KhawaA as,isn2gll2e1) on cannot be applied acr o:

City dynamics could be one ofantcteeme Ksons
has not translated into its improved perfo
operating in Islamabad, Fai sal abad, and Guj
corporate governance in these DI SCOsY i mpro
prisdtutility.

4 Bacon (2019) finds better corporate governance -Bléctric as compared to other distribution
companies.

Page b2



CONCLUSION

The experience acr ofs noodunthrei eoswnseu gsghd spt s |
better management and good corporate gover

performs best in the presence of an effect
penalties, and supportive scity dynamics and

For improving the electricity distributio
shift from the §pesvabe of sapwmkr snhaiy® rhiavvaet is
benefits, |ike better corporate goveBwmance |
there are cosetds uttod.i tTyh ec hporoisveastnig hiet sasesmppay!
t o msenicmist s ; instead of investing in infras
and better service del isseidgemaklieayv ¢ ealhini cal c
financi al capacisatyi othno Amagtte icm#aiporni vaxperi ence
Paki stan suggests the incapacity of our bur
its i mplementation.

Tahir (2014) emxrpilsmtrieidn aenx pereirande from 1€
nds mi x e d rasubns deci prowatin atfreew st udy
isaadtiion contracts wer e chall enged i n cou
cisions also raisetdhagruensdt echst hdBtescadmretr ar
pected, publicmalkisongr SOl pd v dntoits | ead
crease in development expenditure in the
publilirc adkeditt.i on t o esctosn,o0 nmihce raen da rseo ciinaplo rct
sts associ atsetdi ovi thr d hhreams.i viate mantra of
ate from the elites was a mirage. Ef fect
terests of wor ker s ancd poorldiicnyanmrayk i cnogn scuommetris
matteseoki Tenhet ween contendingsathoberest
s psativahi of state assets for toelTamriirvat e

14, p. 20).

I the compet idfifoincitehsactyi.b aPardi$v ato monopol y
necessarily promot e eTiecefeorcyg, atnlle crnyynpmité
prismsaton of DI SCOs as the wultimate solution
i mproving its manageéempendbdyt appai s i agd pr of
Focus on strengthening the corpor-aweedgovern
di stribution compani es, targeting financi al
cited itSlhe gtt he ®r d toirsagli omad is at -elxe ssit emeaa k or |

The future strategy for each state/ned company needs to be thoroughly grounded
in the political, economic, social, environmental, and urban governance realities of its
service areaThe same strategyannot be applied to every distribution company, as each
is working in a different environment. Secondly, for better administration of these
companies, it is better to divide them into smaller uriitévate sector participation in
distribution can be caidered only when enabling conditions are met, and after a debate
policy debate with all the stakeholders for political acceptance of the decision.

Not only in the backdrop of privattion failures but a technological advancement
in industrialsed countries is leading to a change in policy direction. Returning energy
infrastructure assets into public ownership back is part of a movement of consumer
empowerment in electricity services in developed countries. For instance, in Germany
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between 2007 rad 2015, 234 municipalities withdrew concessions of electricity and gas
networks from their previously private operatérsn Pakistan, we are still finding
solutions in privagations of public assets.
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Electricity Tariff Design: A Survey
AF 1 MALI &NAMENAROOJ

INTRODUCTION

In a perfectly competitive market, electricity is priced at the Marginal Cost
(MC); MC pricing guarantees economic efficiency (Gunatilake, et al., 2008). In other
words, efficient electricity tariffconsider all power supply costs. To a great degree,
it also accounts for capital investments for future expansion asgtagmation (Kojima,
et al., 2014). In a free market, market forces of demand and supply pushed for MC
recovery.

In contrast, for a redated market, the regulator sets the tariff according to the costs
and reasonable return determined through the regulatory process. The regulator followed
pre-determined guidelines, parameters, and standards set by the government; it may or may
not be MC picing. When a regulated tariff is set at a low level, it distorts the development/
functioning of the market at both the wholesale and retail levels.

"If regulated eneuser prices are not in line with wholesale market conditions,
suppliers without signi€ant lowcost generation capacity or equivalent letegm
contracts will not be able to make competitive offers that will allow them to recover
their costs. Consequently, with a limited number of suppliers, there will be no
development of the wholesale rkats. Liquidity will remain at a low level. As a result,
neither the wholesale nor retail markets will be competitive" (Cited from Suzzoni,
2009, p. 5)

The electricity tariff includes the operating and maintenance costs involved in
generating, transmitton and distributing electricity and a return on investment for a
company engaged in these activities. Besides, it considers subsidies, surcharges, or
taxes as per government policy, especially in the case of regulated tariffs.

This survey presents diffemé electricity tariff structures and designs across
countries. It heavily relies on regional and global surveys (Foster and Witte, 2020;
AfDB-ERERA, 2019; and INNOGATE, 2018J. On top, it reflects on Pakistén
electricity tariff structure, identifiedoopholes, and suggests a way to improve
them.

* It was published in The Pakistan Development Review, 61(4).
47 The information is mainly drawn from thestdies, otherwise cited.
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ELECTRICITY TARIFF CATEGORIES

Box 1. Tariff Categorie
There are four types of volumetric f

Linear_ Teawverfy unit consumed is ch
Il ncreasing Bl ockunTarniafrde &6 EB T )wi t |
successive bands/ blocks of marginal
Decreasing Bl ockunTatr irfadt e( DBeTgr e a s

bl ocks of marginal consumption incr {

Vol ume Differenti altierdedalrthf i f ic &® 3]
tot al mont hly consumption crosses a
rate i s charged.

I n some countries/ consumer <cate
by fixed | oad charges.

Fi xed Loadca(haacrigteys r at her t han t R
fixed costs on the power system. Thg¢
Ti nrefuse Chahgesapply multipliers
consumption dpeakghpeaki aeaoflhut var

Across the worl d, a ovalnemet r iacn dt arBiTf fstirs
common (Lablkarak¥é sgenerally applied to agri
industrial consumer sfbut rasedesedal essnéumg
devel oping eamwretdr iteasr.i ffsad ometi mes combine
structures in commerci al and i ndustri al S «
customer s, l'i near chaugesfaceomodahdedompl &
| oadl ated fixed charges. Evidence suggests
designs in countries; variation is across seée

Tar i f fdse mathadshe d ahar gneosr e wi dely used for
commerci al and industrial customers but rar
mor e pr evailmrcdame nc ohuingthr i es. I'n al most al/l C
exist, these are l|Iinear | oad charges per kW

Ti ABeas ed aRaet ele sigmtedt teo rreedll-hiompad to aadf mohr &
accurately. I't is designed to encourage cust

costasc hoirowihreg g ebaalsse.d Trianmee sp € apke)a kc aam dp roofvfi d e
accurate priomersigroelts etroreddtecti ng the mar
delivering electricity during specific day F
change their consumption patterns to reduce
i ndust rmmdr ainadl ctoari ff schedules but rarely

I n countriesfuappbyiongst mmenl y-pearks ihotug o f

bl ocks. Less common are broader divisions 1in
appbito those that doroonhdug6e. gheia ¢tatt hoge
modern utilities offer weekend / hoeoofideay rat

is practiced, unit charges duerpientgo presa.k hour ¢
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Tabl e 1

Tariffs Followed Across Countr
Volumetric Tariff Countries
Types Residential Commercial Industrial Description
Linear Tariff Germany, Chile, Czech Algeria, Austria, Algeria, Benin, Mostly
Republic, Slovak Bangladesh, Benin, Bolivia, Burkina developed
Republic, Austria, Burkina Faso, Faso, Cambodia, Countries
Georgia, UK, Canada, Cambodia, Chile, Chile, Congo, Egypt,
Congo, US, Congo, Cote Ethiopia, Ghana,
Guatemala, Malawi, ddvoire, Egypt, Guinea,Haiti, India,
Niger, Nigeria, Germany, Greece, Iran, Jordan, Kenya,
Rwanda, Solomon Guatemala, Guinea, Kyrgyz, Lebanon,
Islands, Turkey, Iran, Kenya, Korea, Madagascar, Malawi,
Uganda Kyrgyz, Lebanon, Malaysia, Mongolia,
Madagascar, Morocco,
Malawi, Mali, Mozambique, Nepal,
Malaysia, Niger, Nigeria,
Mongolia, Nepal, Pakistan, Philippines,
Nicaragua, Nigeria, Rwanda, Senegal,
Pakistan, Rwanda, Sierra Leone,
Solomon Islands, Solomon Islands,
Tanzania, Tunisia, Tanzania, Turkey,
Turkey, Uganda, Uganda, Vanuatu
Vanuatu, Venezuela, Yemg
Venezuela, Yemen, Zambia, Zimbabwe
Zambia, Zimbabwe
Increasing Block Pakistan, India, Bolivia, Cameroon, Thailand, Togo Mostly
Tariff (IBT) Bangladesh, Ethiopia, Ghana, Developing
Philippines, Bhutan, Haiti, Honduras, Countries
China, Indonesia, Iran, Indonesia, Jordan,
Malaysia, Japan, Morocco,
Algeria, Guinea, Haiti, Mozambique,
Honduras, Jordan, Philippines, Sierra
Benin, Bolivia, Leone, Thailand,
Burkina Faso, Burundi, Togo
Cambodia, Cameroon,
Cote divoire, Egypt,
Ethiopia, Ghana,
Greece, Indonesia,
Iran, Kenya, Korea,
Kyrgyz, Lebanon,
Madagascar, Malaysia,
Mali, Mongolia,
Morocco,
Mozambique,
Myanmar, Philippines,
Senegal, Sierra Leone,
Tanzania, Togo,
Vanuatu, Yemen,
Zamba, Zimbabwe
Decreasing Block  Australia, Benin, Australia
Tariff (DBT)
Volume Sri Lanka, Nepal, India Armenia, Bangladest
Differentiated Vietnam, Albania,
Tariff (VDT) Fixed  Angola, Armenia,
Load Charges Nigeria, Sri Lanka,
Venezuela
Volume Differen Russia, Nepal, Armenia, China China, Cote dvoire,
tiated Tariff Thailand, Tunisia Nicaragua
(VDT)_Time-of-
use Charges
Non-Linear Block Nicaragua, Myanmar Myanmar
Tariff
SourCoeainderliecst ri city Tari ff websites and Foster and
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Il ncreasing Bl oacrke Tcaomrdmnsl y( | Bpfsllise¢ @ mébs r e s

These are designed to provide a soci al saf
electricity at an afdmnd dadbh eumerrs.f flLninki a1d
shortfall in reverwmd ico nrsauoeweske dhfeu d onaksilt g Hp
to cover about 50 per cent or |l ess of opera
tariff applied is above the average operatir
of | BTs variednuwihédédr htheisme blaodckese across co
this tariff design. The number of blocks i nc
from two to eight.

Apart from | BT, countries rely on other
i nclddtngasmnm@gnotromioc bl oBlsetdr oot avas | abl e
Australia and Benin are the t%o countries f¢

Energy tariff structures for each custom
designed (in general) to closely align them
design is the process by which t heng otshe of
customers who use those <costs. When design
principles should be considered:

9 Economic efficiency, i.e., a tariff ensuring MC recovery.

9 Cost recovery, i.e., a tariff covering operating, maintenance, and caystal ¢

fFor A&ascecrespt ance_ simplicity and transpar
with transparent features.

9 Nornrdiscriminatory, i.e., a tariff which treats all users equally.

1 Social affordability and political acceptance are other vital considesation
requiring a gradual approach supported by transitional arrangements.

Generally, most of these considerations a
with regulated tariff structures. But these
coun)t rwietshstwaeldlli shed el ectricity markets.

TARIFF STRUCTURE

The electricity tariffs depend on the factors, as shown in Figure 1, but the
combination of factors varies across countries. The last two factors are typically found in
EU countrie®’. A singlevariable or a combination of these variables is used to allocate
users to a given tariff category. For instance, in Denmark, Estonia, Romania and Slovenia,
only the voltage level is used to allocate users to a certain consumer tariff category.

Tw@ar tt heme t tari ff structures are commor
across the globe. The objective is tao corr e
particular consumer @atréeagdray.i fifn trlees i dexnd iaf
fi xed charge and a variable energy c¢charge a
part tariff consists of a demand charge (ca
energy charge r ek otrpdaetda rbiyf ft hies njeutsetipi.rfoi veidd ebse

“ehttps://www.energy.gov.au/sites/default/files/watts_in_your_business_fact_sheelebtricity
tariffs.pdf

“https://ec.europa.eu/energy/sites/ener/files/documents/20150313%20Tariff%20report%20fina_rev
REFRE.PDF
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Fig. 1. Factors Considered in Tariff Design
Type of load or Voltage level
Metering systen® smart metering, time of use consumption or time at which load is req
peak demand, etc.,
Power factor of the load
Amount of energy used
Contractual capacity/ power (contractual power according to users demand profile)
Consumer groupd small house, household, agriculture farm, commercial consumers,
large industry, public lighting, public recharging of electric vehicles, etc.
Annual consumptiond tariff levels are sorted out according to different intervals or band
annual consumption (KWh/year)
Geographic Zone

stability for the service provider, thus pr
from changes nsn. uGm gtelésec eonodhiest, u eltrey may make
in their energy use under this tariff.

A tipraeeg tariff is used only for specific
consumers. The consumer el ec-fi cebttys HiAlxl) camy
variable costs (By). That i s,

cC = Ax + By + D
Where C is the total charge for a period, X
in units, and A is the cost per unit of maxi
dur i npge rtihoed , and B is the total cost of ene
charge during each billing period.

TThe fixed costs typically include what

meter s, billing and coll ectinédnsr,epand/ a

mai ntenance necessary to provide electri
fThe energy costs vary depending upon the

fTfThe service provider incurs the demand ¢
consumer at damy ngi werre thiithd i ng period. TAh
the costs of providing the facilities f
customer, regardless of whether the cust

month or the year.
fDi stri buwttiraurc ttuareisf foy user groups are dif

I'n the African region and many Asian coun
and energy charges. The seednearsgyf Icahta roghea ri gse f(ua
all unitsrcesapamedye of the | evel of consump
prices applied to the KWh according to the
depending on the time of use).

Crosshisiti on across Consumer Groups

Crosssubsidsation across various consumer groups is quite common. Evidence
suggests that caeseécovery from a politicallfavoured group, i.e., domestic and agriculture
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consumers, is challenging in developing countries. The tariff structures in most of these
countries crossubsidse domestic and agricultural consumption at the expense of industry
and commercial users. Some residential tariff categories are about half or below industrial
and commercial tariffs. At the same time, agricultural users tend to pay only aliftiut a f

of what other user categories are charged.

In over 60 per cent of the countries (mainly low and middle income), industrial
customers pay more than residential customers despite imposing likely lower costs on the
system. Likewise, in almost 80 per cefithe countries, commercial customers spend more
than residential customers despite imposing similar charges on the utility (Foster and Witte,
2020). In contrast, in the developed countries, e.g., in the United States, EU countries,
Japan, and South Kaeesidential tariff rate is more than that of the industry, commercial
and transport sectdfs

Even in some lowand middleincome countries that have prioséd their industrial
growth, the industrial and commercial tari-ffs are lower than resideatitis, for instance,
Argentina, Peru, Indonesia, Vietnam, Columbia, South Africa, Morocco, and Kenya. Even
some African countries like Mali, Rwanda, and Togo, with low income per capita, prefer
productive business activities more by charging a loweif tadn household electricity
tariff (Chart 1). It is beyond doubt that price variation across sectors creates horizontal
injustice to the productive sectors of the economy.

Most countries crossubsidsing domestic consumers apply increasing block tariffs
(IBTs). There is a significant variation in tariff across tariff blocks or slabs within the same
consumer category; the number of slabs also varies across countries. In other words, cross
subsidgation within the sector as well. The aim is to protectdisadvantaged group of
consumers against tariff hikes.

Chart 1. Electricity Tariff Across Countries (US$/KWh)

0.45
0.4
0.35 m Industry = Household
0.3
0.25
0.2
0.15
0.1
0.05 |
o L] | | | I
CESa S8 S88wsccl 8 08 g ¥288 _co089g
SEg oG e S E23550008850S33Ex558852828
n o gT S EECLo® Qoo © ®x <D = © coc o
Sc oS 8GR ESCECSASc o SOBE5S58  EEZEESZERES
X285 8 ©L2 "0 280 - 7T L2827 $5-8 X 25
LB HZ 5 [0 T & S0 [OR T o}
35725 = 238 Y 2:=53 < aNCR=RN =
53 3
N m 3 3

Source:https://www.globalpetrole prices.com/electricity_prices

%0 https://www.ea.gov/energyexplained/electricity/priceadfactorsaffectingprices.php
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There is extensive evidence that IBTs are ineffective at protecting lifeline
consumers. Even if they are effective in protecting them, itis at the cost of supporting those
who may not necessarily fall into the ldmcome group (Komives et al., 2005). Cross
subsidsation or IBTs yields positive results only when a higher percentdgeoor
households are connected to the grid (Huenteler, et al., 2017). Perhaps, the opposite is the
case in actual practice in developing countries, where many rural poor are not connected
to the national grid. Another issue common in African countsehat poor households
often share meter/ connection to divide high upfront connection costs. This increases their
total consumption, preventing them from taking benefits of lower slabs in IBTs (Kojima
and Trimble, 2016).

Besides, IBT creates a deadweitds relative to transfers_ such targeting of the
poor is less effective than direct cash transfers for the poor. It has no cost basis and nurtures
a conflict between efficiency and distributional goals (Borenstein, 2012)-liNeear
electricity tariffs ad taxation complicate economic decisions via charging varied marginal
prices for the same good (Ito, 2014).

TARIFF REGULATION
Two types of cosbased tariff regulation are commeéh

fRatodr eturn ragusluatisonhe regul attefli ocedtpan)
rate of return on its regulatory asset b
fTCogtl us reguplractviiedne i me@r gr of i t mar gin to
comp@ngost s.

There is little incentive to minireé costs in the ratef-return regulation because a
service providercan increase its profits by simply expanding the assets or cost base.
Whereas, in cogplus regulation, a company may have an incentive to signal incorrect costs
to the regulator or waste resources to increase the cost base in extreme cadmsedost
taiiffs are based on assumptions and forecasts as tariffs are calculated for future periods.
The regulator gauges the necessary costs based on the actual operation of the company but
remains uncertain regarding the service proefficiency.

9 Incentive-based regulationwas developed to overcome shortcomings in-cost
based regulation. The focus of this regulatory approach is on efficiency.

The United Kingdom (UK) was the first to introduce this approach. Later, followed
by many other countries in developeduatries and some developing countries like
Pakistan and India before the prigation or intended privagation of network companies.
This regulatory approach has been dependent on reliable data on costs and additional
information for several years.

The overall policy towards energy pricing in the European Union and other
developed countries is markehsed wherever it is practical. Generation and supply
procurement and tariffs are generally through a competitive market. Where regulated tariffs

Cost ofregadwitéi ®n or average cost ¢AChtiiseprwimahi h
compet it iTvhee magppkaerfeehroern-odsoesrtvi ce regul ation is the compl
ot lperi prngci ples, e.g., MC pricing.
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are appked, the underlying principles are that they should be fair, transparent, cover
reasonable costs, allocate the cost efficiently between consumers, and provide for
necessary investment and a valid return (INOGATE, 2015).

When most EU members have regulateifs, either ratef-return regulation or cost
plus regulation were used. But now, these countries have switched to an ifoastigdariff.
The objective is to incentise performance, reduce the asymmetry of information between the
regulator and theubject companies and improve the efficiency of the tseiting process.
Yet, incentivebased regulation is effective only when the network companies are privately
owned and the operational cost and asset valuations are fixed (INOGATE, 2015).

The tensio between regulated and marketsed tariffs can be removed once the
tariffs are based on Marginal Costs (MC).

ELECTRICITY TARIFFS IN PAKISTAN

Nati onal El ectric Power Regul atory Autho
tariffs in Pakistan. Table 2 highlights the
groups. Figure 2 el aborates t he tari ff st
dirsitbuti on. Al t hough the rules for competiti
exi st but ar e-pdarsetayndapuplaired ,t ypdstal 'y used.
Procedures followed are el aborated in Figur e

Tabl e 2

Tari ff TypéserAoto€enPumer Groups
Consumer Groups Tariff Applied

Residential IBT (Since FY2014 moved from all slab benefit to only previc
slab benefit)/ TOU

Industry Linear (Varies with load; higher price for lower load)/ TOU

Commercial Linear (Varies witHoad and TOU)

Agriculture Linear (Lower for tube wells as compared to Scarp)/ TOU

Public Lighting Linear

Fi.g.Tari ff Structure

AcCapacity Charges
AEnergy Charges

AUse of System Charges (fixed cost) determined annually

APool generation cost (fixed and variable cost) transfer pricing mechanism for DISCOs
including K-Electric (KE) to the extent of 650 MW (Power Purchase Charge for DISCO

ADistribution Margin
APower Purchase Price (PPP) charged to DISCOs. It includes energy price and capacity price.
AT &D losses

APrior Year Adjustments
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Fig. 3. NEPRA Tariff Regimes

ACostplus

AUp-front

ACompetitive Bidding

Ainterim Power Procurement Regulation

Generation

ACostplus

Transmission ACompetitive Bidding

Distribution ARgvenue cap

Mulytear tariff (MYT) regul atory frameworKk

for yewners, gi ven isdtsi oenxpelcdteer ,prtibveat $ ame t
established for FESCO, | ESCOsaandnGERQ@, oddi tei
behind MYT is to obviate eegeuflfaitcoireyn cuyn c eSitnac
2001 an automatic tariff Adjustment mechanis
adopted, applied every mont h.

Fig. 4. Electricity Tariff in Pakistan_ Historical Perspective

Consumer-end Tariff Methodology

AFrom 1960 to 1973 DBT, i.e., high rates for
initial units and lower on succeeding unltsthe
1960s, 60percenif the electricity was produce
from hydro sources; therefore, initial units werg
expensive to cover the capacity price.

AThe trend reversed in 1973 to IBT i.e., initial
units became cheaper. Shortage of energy

capacity led to this change.

AElectricity tariffs for WAPDA have remained
above the cost of production, that is, above M(
until 1996.

Source:Suhail (2014) & Malik (2022)
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SOME REFLECTIONS ONP AK| ST ANEERICITY
TARIFF STRUCTURE

The tariff structure in Pakistan is not based on regional and consp@eific long
run marginal costs but political considerations. NEPRA determines consunthéariffs.
In deciding theaverage sale price, NEPRA considers the annual revenue requirement of
DISCOs which includes all the costs involved in the supply chain. The main factors in the
annual revenue requirements or tariff determined include Power Purchase¥(#@rice
combination ofEnergy Purchase Price (EPP), Capacity Purchase Price (CPP)), Use of
System Charges (UoSC) or market operator fee, net distribution nfiafgansmission &
Distribution (T&D) losses, and Prigrear Adjustments (PYAY*

In addition, electricity utility billsare increasingly cluttered with taxes, fees, and
surcharges. Consumers also pay:

9 For investment in hydro projects, a Neelum Jhelum Surcharge of Rs 0.10 per unit.

9 For servicing of circular debt parked in the Power Holding Private Limited, a
financial co$ surcharge of Rs. 0.43 per unit.

9 Sales tax @ 1percentper unit, electricity duty @ 1.percentper unitand a TV
fee of Rs 35 per meter.

9 Sales tax is also charged on fuel price adjustments. There are few additional taxes
for nonfilers of income tax.

These are charged irrespective of units consumed. The proliferation of these
surcharges generally shifts risks away from utility operators/ investors and onto consumers.
Besides increased costs to compliant consumers, surcharges can also result in more
inefficiency in the distribution system. It reduces DISG@&entives to improve and
control costs. And in the case of the Neellinelum project, the surcharge shifts utility
business risks away from investors and puts extra pressure on consumers (Malik, 2020)

As demonstrated in Chart 2, taking the we
DI SCOs, we find that consumers in distributi
GEPCO and TESSOgarceo nswhmeeirsi of SEPCO, PESCO,
by payitnhga nmotrheei r act ual determined tariffs.

Before the amendment _t dNEtPlRRAA NMERRA i cnte di nc o
end tariffs for each distribution company (
each DI SCO was differecttebhéscsdauss: ot hetdi dfif e
revenue requirement and T & D |l osses (as evi
revenue requirements and sends its recommend
The GOP notified thstungfbom sabsifé@iaster ac

%21t includes the generation and transmission costs of the power a DISCO has projected to purchase.

31t is the difference between DISCOs gross margin and other income. Gross margin includes operation
and maintenance (O&M) costs, depreciation and retamthe asset base of DISCO. Other income refers to
remuneration of deferred credit, meter and rental income, late payment surcharge, profit on bank deposit, sale of
scrap, income from neutility operations, commission on PTV fees and miscellaneous incomes

%t is the gap between the projected and the actual cost in the previous year, built into tariffs for that
year. This adjustment is for the difference between the projected and actual electricity units purchased by
DISCOs; the difference between thejpoted and actual distribution margins; the difference between actual and
notified previous year adjustment; the difference between projected and actual other income; and the difference
between the projected and actual consumption mix.
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Chart 2. Average Tariff Determined (Rs/ KWh) (201920)

m EPP CPP mmmm UoSC m PYA

= Dist. Margin s T & D Losseg=——— WATf

25.00

20.00

15.00 I I I I I I I l I I

10.00

0.00

IESCO LESCO FESCO GEPCO MEPCO SEPCO PI!:O TESCO HESCO QESCO

-5.00

SourSR&ds 182(1)/ 2020 to 190(1)/ 2020, February 12, 2021
Note:WATF is the weighted average of tariffs across DISCOs, weights are based on units consumed.

Aftermmemedment to NEPRNERKRA daeteOmhiB8Bnes a
tax for distribution |Iicensees wholly owne:¢
based on their consolidated account s, ever
separate cor pocroartpe oemtsietsi & ghlea Tomfiesso imei @ft t h
DI SCOs. The Government of Pakistan notified
for subsidies.

Subsi dy -s& bGriodsys Across Sectors

Uniform tariffs as determined by NEPRA, and the applicéliéfs as notified by
the GOP are displayed in Charts 3 to 6. For thecem$umer, the current tariff structure
is uniform throughout the country. Still, it distinguishes between residential, commercial,
industrial, agriculture, and other customer catess. It is further divided by consumption
level (tariff slabs), load, or time of use. The tariff structure is progressive for residential
consumers. At higher consumption levels, it is more expensive. For residential consumers,
the price of electricitys greater than the supply cost in the highest slab. But for agriculture
tube wells, a tariff is linear and heavily subsédi.

The system of electricity subsidies, crasbsidsation across sectors and different
geographical regions (DISCOs), and thebility to pass on the actual cost to some
consumer categories are of great concern. Besides creating financial difficulties for the
government, a tariff structure in which charges are not recovered from all consumer
categories indiscriminately creates ifii@éncies and misleads investment decisions in the
supply system (Malik, 2020).
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The Government of Pakistan provides several subsidies to the power sector. The
most significant portion of this subsidy is for iMBISCO tariff differential. Out of
Rs 3664 billion of electricity subsidy in FY2021, 55 per cent (Rs 201.8 bhillion) was
for inter-DISCO tariff differential, and about 2 per cent (Rs 7.5 billion) was for
Agriculture tube well®. Since FY2007, the government has paid over Rs. 3.4 trillion
as subsiges. Out of which about 75 per cent are for the policy to maintain the same
tariff across the country. Due to fiscal constraints, the governmeiit cemage this
subsidy amount in time. Thus, adding to circular debt. The consumer tariff notified in
February 2021 created a financial gap of more than Rs 180 billion, to be covered
through direct subsidies by the government. This is apart from tarifstdke to fuel
and other adjustments.

Apart from inefficient use of resources, some distortionary effects are
associated with these subsidies and price structures. This welfare move discourages
inefficient companies from improving their performance. Supposkfferent tariff
is charged in each DISCO. In that case, there will be pressure on companies like
SEPCO, HESCO, PESCO and QESCO to improve, but companies like IESCO,
GEPCO and FESCO would be able to sell electricity at a lower rate. Uniform tariff
and sibsidy policy burden compliant consumers through various surcharges, taxes,
and tariff hikes.

Chart 3. Residential Tariff (Rs/
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55 Consumption of ectricity in agriculture is about@ercentof the total.
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Chart 4. Agriculture Tariff
m Average Uniform Tariff Determined = Applicable Tariff
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Chart 6. Commercial Tariff (Rs/ KW

m Average Uniform Tariff Determined m Applicable Tariff
25
20
15
10
5
0
Load less than Regular TOU-Peak TOU-off peak  Temporary supply
5KW

SourSReOs 182(1)/ 2020 to 190(1)/ 2020, February 12, 2021

| BT ¢ Nonre ard Dieamd $tdigce or
Sincel®2,01t3he tari ff structure has moved frr

sl ab benefit. The residenti al consumers are |
in Chart 3, for domestic consuméty, whbecappl
uni form tari ff is much | ower than the NEPRA
the government announces, an increase in tar

plus units (most of ifheatima) of Afepemnatrlye 12a
domestic consumers use electricity up to 300

electricity above 300 units in Pakistan. I n

t he wei ghctoesdt aovfersaegrevi ce. This government pol

the I ower mB3OO@Il enibesdméromm the tariff hike.
Are all t hese 67 -npiedrHil Inceeonme phooour s eahnodl d so?w eA b

cent of the poputattbe hathobhaktognedted rur
poor amd ddidwveeorme househol ds t h&aQ@0 pureistuagna brd g's

typically in congested Il ocalities. However,
mean more powaenettebmpeéer i(nhpyoagdh | i ne | osses.
Moreover, there is ample evidence that th
in |l ower slabs, for instance, two to three m
tampering or el ecafriaiftiyxead eafmo umtr tpo ytnteentl o
(Mal i k, 2020) . So perhaps,sedt htiasr i grfo uyn nies e ¢
increasing the burden for the government anc
Unl ess or wuntil tarifhfes coase mdt palolvo weé dh g
consumer s, the sector wildl continue to face
argued, the issue arises when we start trea
good. It |l eads, teupplbyi wi ebput hphyment, an
companies, which may | imit supply.
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Crossbsaitdion across Sectors

Over the year s, a weak I ink between pric
subsitdion has skewed conoudmpei droméotwacd coes
Domestic consumption of electricity in FY20?2

i nduseamyumes 26 per cent . The industry rel
expensive electricity fromhéeéhproadaunc¢bobinae¢ gec
require a continuous supply of electricity
other sources when el eai @ hBouirtgye 88eprévti cad .i s ¢«

The unit cost of service to the industry is around Rs. 13.7/KWh for the year 2020 in
Pakistan (PIDE, 2021). However, the average unit price charged to industrial units is around
Rs. 21.90/kWh (Chart 7) during 2G20There is a significant crossibsidy from industrial and
commercial consumers to agricultural and domestic consumers (below 300 units). Over the
years, limited progress has been made in reducing-subsglies. Some of our low value
added exports relydavily on electricity consumption. The high cost of electricity has reduced
the competitiveness of our exports, ther@lyacting orthe countrfs trade deficit and balance
of payment. Large crosaibsidies (especially favourof domestic and agricultucensumers)
and heavy tax incidence are contributing to grid defection by large consumers (industry,
commercial and higlknd consumers) ((cited from Malik (2022)).

The energy tariffs are high due to governance issues, operational, financial, and
commerciainefficiencies, inapt policies, distortions in applicable tariff schemes, irrational
crosssubsidies, and sutptimal energy mix (Malik, 2020). The policymakers try to cover
all these inefficiencies through subsidies or by charging a higher tariff testigdu
commercial and higlend residential consumers. Over the last ten years, these subsidies
have exhausted fiscal resources immensely, leaving little (in the form of PSDP) for the
renovation or expansion of transmission and distribution infrastructBie, (Z19).

Chart 7. Average Sale Tariff (Rs/KWh) (FY2020)

Commercial Industry Agriculture Domestic

SourNEeP:RA State of Industry Report 2021 and PIDE (2021)

%6 It is despite the subsidy rates to zeated industry.
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ELECTRICITY TARIFF AND POWER SECTOR CHALLENGES

Tar i ff and Circul ar Debt Nexus

Consumer end tariffs arenhtpgbkl yraesmi 66V
di stribution (T&D) systems. Wi th every perc:

exponentially (as the generation cost increse
are not accounted diorculnat adelitf s,Likewidses, tio
NEPRA coumdrscredn@@very. However, the reportec

DI SCOs remaipedoantbvedage (Malik, 2020).
In 2021, T & D | oskse s4 7vBe rbei | diglwinvoan Resme # 6 2

recovered through tariff] and a financi al [
Power sector |l oss from | ow bil IUnrleecsosv eorry uwnats
tari ffs are not allowedttoocomsemerie adbdtuaplo
wi || continue to face financi al di fficulties:

It is estimated that a per unit increase
more than Rs 10 biylilng ngapaasciitty aofff ecca rss ut nineer
i ncrease poverty, t heft and del ayed or n
201Bpcreasing tariffs will not resolve circu

Moreover, as ment itamed ian stilgemifdriewindu p ogd
subsidy -D$§SE€COrtantef differential. Due to f
cannot manage this subsidy amount idreftiicme,
(that is, circular debt).

Tari 6f gbe &saRriiomatoif Di stri bution Companies

K-El ectri csids eaatptiyv atpierating in a regul a
uni form tariff -Rbéctyi ¢scapplmedstoTkKe util
determinatiodj shhed agmentns tdfe Tar i ff Di ffere
receivables from the government departments
the @tialbiidyty to pay back 22X lilnicorneasi ng it

As per Nati oniady E20CXl,r itchd yuriofform tar i ff
meaning the continuation of sattaoinf-tovw ésdt faetree n
di stribution compahki enifsrmntahef  GOPobil awn. i
prissdtcompany

Additionally, theoretically, it should ha
K-El ectri ¢ seads cao nprainwattio make i nvestment dec
upgrade or replace distribution infata@astyruct u

approvals from NEPRA.

Tari ff Structure & Independent Power Pl ants

Anot her shortfall associated with the <cu
shifting pressures away from inefficient p
expensior fflued malf generati on. For instance,
user NdEePtReAr mi ned tar i ff the power purchase
more thamqeBt aver age) . The tariff moti fied

househoundisngcounps to 200 units is Rs 10.06 per
than the price at which DI SCOs procure el ec
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at tSHh@OsDIl evel; but for inefficiencies and
(KhalidThe0d®)rent tari ff/ subsidy policy
continue their ongoing practice.

subsindji powemnntseamend, the government pays no
€
I

Tari ff Desi Porevaend ddpGiEhE Bt

The GOP is in the process of i mpl ement i
Contract Market (CTBCM). The wultimate obj ect
among mar ket players to benefit consumers i
wil nobeompetition when accounts of ineffici
one, and the uniform tariff is charged.

WAYF ORWARDORPAKI STAN

A tariff structure in which costs are no
indiscrimnaatlpg besadesatrdi fficulties fol
inefficiencies in the system and misleads in
2020) .

In Pakistan, more than 60 per cent of electricity is produced by thermal sources
providing wstly electricity. Further, the tariff mechanism adopted provides electricity
charges different across categories, time of use and sanctioned load etc., creating
inefficiencies and making electricity expensive for productive sectors (industry and
businessg) of the economy.

Pakistan is among the top thirty countries globally with relatively high tariff rates.
Due to longterm agreements with guaranteed capacity payments to thermal generation
companies, switching to cheaper indigenous energy sources isdijgoin short to
medium term. Therefore, the complex tariff mechanism needs to be revised to reduce
electricity prices in Pakistan. The sector is about to implement a wholesale market model
(CTBCM), demanding significant tariff reforms.

There should bdair pricing, where each consumer pays according to their
consumption on a progressive trend, i.e., the more per unit energy is consumed, the more
the consumepays on average.

9 The best way is to move from increasing block tariff to a flat linear t&riffill
not only maxinge revenues but minisa inefficiencies in the sector.

9 Moving from a uniform tariff to a different flat rate across DISCOs will also
minimise inefficiencies significantly.

1 Tariffs should be based on the actual cost of services to all geographical markets.

Based on data from Tariff Determination of February 12, 2021, total revenue is
estimated for NEPRA determined uniform tariff, GOP applicable tariff, and for a flat
(lineav) tariff, i.e., the weighted average across DISCOs. Estimates are reported in Table 3
and Table 4. Maximum revenue is generated if we apply a linear (flat) rate which (in this
case) is the weighted average across DISC@sdthout any subsidy.

57 0Only a hypothetical exercise.
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However, theflat (linear) tariffs may not be a wiwin situation for all (e.g., poor
households) but will reduce tarifélated distortions and inefficiencies. Empirical literature
highlights that direct cash transfers, compared to electricity subsidies, have fartecd
better welfare alternative for leend consumers (Borenstein, 2012; Khalid and Salman,
2020; and Awan, et al., 2019).

A tariff structure, as in Turkey, is the best option to adopt before moving towards a
wholesale market structure. Our estimati@iso suggest that the sector would be better
off adopting a linear tariff mechanism.

Box 2. Tariff Structure in Turkey

A A flat (linear) rate is charged for all consumption per consumer category (i.e., don
industry, agriculture and commercial).

A Consumers can pay a single price or a variable price depending on the time of day
smart meter.

A All regulated tariffs are based on the cost of service, and there is no electricity subg
the lowincome households or any other sector.

A Turkey elied primarily on its social safety services to address the adverse impa

electricity tariff eforms on lowincome households
Source:CONECC, 2018

Empirical evidence also suggests that service provision is cheaper for the industry
than domestic asumers. Besides, in countries priaiitg productive sectors, tariffs are
lower for industry and business than domestic consumers. Currently, our billed demand is
lower than the contracted generation capacity, increasing the capacity payment burden
(CPPA 2020). There is a need to increase billed demand to reduce the burden of capacity
payments. In our exercise, we focus on the same (flat) tariff for all sectors. The option of a
flat or linear tariff, different across sectors, as per their service emsslso be considered,
as in many European countries like Germany, Austria, and the UK.

1 Increase billed demand by making grid electricity attractive to the productive
sectors of the economy by offering them lower tariffs.

Tabl e 3

Revenue Geneirfafteerde nutsiTag i f f s
Total Revenue Generated (Rs Billion)
Sales across NEPRA Govt. Applicable  Flat (Linear) Tariff

DISCOs Determined Tariff (Weighted Average

Sector Gwh Uniform Tariff across DISCOs)
Residential 48948 828.61 650.57 816.94
Industry 25857 371.42 411.11 431.55
Commercial 7117 121.66 137.97 118.78
Agriculture 10405 166.01 79.15 173.66
Single Point 3327 49.53 69.13 55.53

Gen. Services 2575 43.9 50.24 42.98
Public Lighting 287 5.46 5.92 4.79

Res. Col. 59 1.24 1.22 0.98

Total 1587.83 1405.31 1645.22
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Tabl e 4

Revenue Generated using uniform and differ.e

(Rs Billion)
IESCO LESCO FESCO GEPCO MEPCO SEPCQO PESCO TESCO HESCO QESCO  Total

Flat (Linear) Tariff

(Weighted Average

across DISCOs)  161.11 369.68 229.19 168.65 277.92 58.43 187.50 28.56 73.14 91.04 1645.22
Flat (linear) rate

different across

DISCOs 137.94 354.18 223.28 158.55 281.09 75.48 189.97 24.88 100.65 102.77 1648.79

SourAwdea BBoEsti mates

There is a need to #ésit the policy of imposing surchargeA. simplification of
tariffs_ for every consumer category/geographical market is required. We need a tariff
based on MC.
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Urban Resilience and its Impact on Electricity Provision
in Karachi, Islamabad, and Peshawar

AFIA MALIK andM. IDREESKHAWAJA

I NTRODUCTI ON

Pakistan has one of utrhbeanligagdhwetsh rpaotpaid ait m
wor |l d. Gl obally, it is the sixth most popul ¢
popul attinemelasae®d three folds, habi liemctrerasredmb
468 in 1998 to 6t428®&20R017 (Hussnain

Rapudbsaniponaces pressure on existing infr
carrying capdrchsayiiosf acictomnepkcexomioci process
transforms the built environment, convertin:
while also shifting the spatial di stributior

According to urhbsanibon €aBaskan, in gener al
hidden as cities are expanding beyom®md admini
densely populated rur al areas and outskirt s
findings are skhawoéeécdr by Rana uAbid®wp Scomadmtdi ng
Pakisstmompul at uoal i sthanh is, I|iving in concer
ur bcaenn{ er s ed from Abdul and Hai, 2020) .
Urban resilience is the capacity of citi e
stituti ocnssmmurmeadideeanotrsk,f or ce, especially t
dure the stresses or shocks they maneount e
anuwrebsaniorg| odmaliioMhe word r Bshiel ipeenrcsei smeeanrcse
l ationshi psdandi iehi abial istystefm these systems
ate variables, drioiAbg uv arainablYes, 2820 )par ¢
Sustainabl e Devel opiMakte Goali ecSRGYX bl maay
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i nclusive, safe, ofédatl i ent wamahdeesrus,tt as utsthdliah ¢
cities. For all of us to survive and prosper
creat esf fsoarfaea, bl eesi | i ent cities with green
conditions for all. lers i d ti eenrc ewoorfd sc,i ttice si nor e
unf oreseen event s.

The 5.7 per cent of l and under forest c
benchmark of 25 per <cent, often |l eads to wur
Pes haawadr ,many otther coiutnitesy,i i prwoptaindy, huma

* This chapter has been published previously as PIDE Monograph No. 6, 2021.
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i st infrastructure. This demands effec
ch a ituat®on (Shahid, 2020)
I'n Paki autrdbsaniirsapniod accompanied by equival
d existing urban spaces. This puts an ext
cial/ et hnic t enrsdsinls,rechcred eramii mign gc otnlteir m
stainabilitSegtoMaRddd®na &wd i nstamcteop Kar a
n lcartgéetssen faces power chall enges, water s
for mal settl ement s ,f |lemwinrdogrpnoeonrt awa sit ses uneasn, a
sues.i dmei sioulaér cities is not different.
The resilience onft esead tna étshemapyerfedor mance of
ervice delivery such as the provision of e
n urban spaces. kI tofi surpbearnh arpess id uiee ntcoe at hlaatc
n thescenaetgy sector, the delivery of reli
hall enge. Even none of the current proposal
deeper tamalcksiresaudn ting in |ittle tfasth in
t hat the performance of electric wutilities,
understood in the context of overall city g
etther by comparing utilities of diféameent na
city governance context or by comparing si.i
contexts. This study chooses the | atter opti
The first osht juedcyt iivse toof ctohnepare urban resi
cities,| sHamabthidRe s hawars.mpthdwe provi si on of e
services in these three cities? The study ex
(transmidsbsbni kantdi on |l osses, safety Syst ems
(recovery rates) performance of a utility &
objective is to draw | eEbenosrfcomeg&BSE&OnNgPESE
re
h a
hi
el

t n

w o
c X

g9
S
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|l ateditotelattlity for each other and for
zards t haturabsa tsies nbietcsa ucseen dquences, e. g.,

ghlights possible policy actionsltenenhan
ectricity system to cope with urban challl e

Research : :Questions

V What is the state of urban resilience in Pakistani cities? How is it affecting the
quality of electricity services?

V Is Karachi less resilient than Islamabad and Peshawar?

V How are IESCO (in Islamabad), PESCO (in Peshawar) arektric (in
Karachi) dealing with urban sprawl issues in particular, safety hazards?

Hypot hesi s:

(1) Ho: Pakistani cities are resilient to absorb the impact of nayiengation thus,
there is no issue ddervice delivery, safety in electricity systems and in the
collection of payments by electricity distribution companies.

%8 https://www.dawn.com/news/15724
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Hi: Rapibshnilemds to the expansion of sl un
Pakistani cities creatimdg !l egaslue € xtoefn s ¢
/ encroachments create safety hazards ar
collection of payments by electricity d
(2) Ho: Karachi urban dynamics iie Islamabad and Peshawar.
Hq: Kar achi ur bant dymami tsl asmalad fandnPe
relatively greater economic Vvibrancy an¢
of various socio economic, governance a

The stourdgga diikf ove sections. Preamble is f
amewor k and methodol ogy. Section 3 wildl d
mpare urban resilience across three citie:
ban resiltéeasepwifbrmante and discuss thei
e conhclusion

CONCEPTHERAMEWORKNMETHODOL OGY

Rapurdbsanicoreat es sever al serious wahalrl enge
ortages, | ack afratfhnct avtoiesn flacikl iofi eaf f c
reliable electrilktétprouipplomsof Teeéreeftol €]
rformance of an electricity wutility canno
panding horieahtwgall Yhand aeetsever al ot he
stitutional, governance, c¢omnkuonri teyl)e cattr ipclie
stribution util iafifeshetswemen iafefsanigaplisleiat yt r
tchoenspeani es have to create a balance betw
ranging investments to expand and i mprove
for mal settlements | ike sl ums. This <chall
s that define many informal or illegal u
pansions create safety hazards, somet i mes
e utility company.

Urban governance plays a acrtiitviidgdlesr molfe vis
mponents of the nasmdgad et yWhtheamr ayiiod/ er nance |
how government ast alkelpblademadeimanagd at be
ties (UKAtBral2@le@) suiglyetstar ¢ hlagss nresitl iesn
vernance systems, it is difficult for wvari
Each urban space may have its ecology wh
arned, there is no @asalcetai om dlub el iskiét ywi
d prosperity (White, 2019) . Even within t
fferent spol adnadaetcpaoimi et i onal real ity mask
fferential treeattmdritt.i eSsndesd oarnmd ntgh i n t he
treated equally.

For exampl e, Kar achi of fers great povert
for mal l and markets resulting in an wurba
untrg20(8B, This together with poor goverrt

ampers the quality of pubdi e€s islarnedh cren, i deelsi v

0

ncerns over t he sust ad namrba tlii me/sc iod a kctl keids

me r gbé M O P2alsP, 1
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Literature suggests that wutility perfor ma

only be assessed in the Iight of wutility <ch
city environment i ns whivbhchar aptesitdedsi. c Ut ind
various measurable attributes such as utilit
reliability in supplies, profi®ability, oper
Context on the otherormalndcarsceapt muclotmpdriin
complex indicators. Among those important [
infrastructure ©planning and devel opment; d
characteristics; socialpge; ;coenmuinfidrymeamtd; exmdad C
and institutional settings (Figure 1).
Fig. 1. Electricity Utility Perfo
TR - LY =
A
B * URBAN RESILIENCE URBAN SYSTEM

=

Society/Community

Absorptive capacity Environment

Economy

Adaptive Capacity

Urban Sprawl/ City
Planning & Development

Transitional Capacity
Infrastructure

Institutions/Governance

A city is a complex system composed of
structur al Ssystems. Each system itself is i
urban resilience indicators ambdeutohceéept wal
framekwocan better be Tumaefrrsa meowlorvk ai i gda et €
et al (2020) , wi t r baev esryaslt emms d iafriec aitnitoenrsl.i nU

®Electricity wutility is a company in the electric p
the electricity supply chain, that is, geneebhvYyion, tra
owned, publiedytiowanssgr ematpito reasl. i
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sy
S e
Th

stems affecting urban abilities thoesreesi

st

ven di mensions is f uditrhemrsiddns dterd&ti nd on vim
2.

esa@isnemsi ons are illustrated in Figure

Fig. 2. Urban Resilience Dimensions/ Suibimensions

Demography

APopulation Density
AAverage Household Size
AUrban Population Growth

Society/Community

APoverty Incidence

AEhsaas Beneficiaries

APopulation access to Health Facilities
AcChildren out of School

ALiving Standards

Economic Vibrancy

APer Capita Income
APer Capita Income Tax Collection
AEmployment Rate

Infrastructure Development

AAcces to Piped Water/ Water Pumping
AAcces to Electricity

AAcess to Gas utility

APopulation with Internet

ASolid waste generated per day

Urban Sprawl

ARatio of Land Consumption growth to Population Growth
AUrbanisation Rate

A% population living in Slums

A% Built-up Area

A% Particular Matter Air and Urban Flooding

ACrime Index

Asafety Index

Aintegrated Governance Capacity
AEthnic Conflict/ Terrorism Activities

I s

We have estimated the urPla&n srt @aKialriaemd e si

| amabad and Peshawar wusing the foll owi

8 The selection of sulndicators is dependent on the availability of data; there is no systematic

compilation of city databases in Pakistan.
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URIF B wi Dj é é é é

8
8

(1)
(2)

Where URI is wurban resilience indeand®idis r
value of each indicator; wi is the weight of
di menTshheonv.al ue of wurban resilience closer to

Urban Resilience I ndex i seveesltoipmaetnetda It op rcoo
of three cities in thisdisteundsyi.onlsnd(iicnedsi caarteor
seven dimensions Addiltiigooeadldlnyd erFe ggautrieve2 .si gr
assigned to every indicator to indicate the
these | mdoirceeatl ohwe iseadt 41 ues are adjusted bet we
Wei ghts assigned to-demehsaremdnasi oadahdon
gni ficance of that wvariable to urban resi/l
electricity wutility perspective.

Besides estimating urban resilience for
di mensi ons talre dliedkterdi ctioty wutility perfor ma
utilities using a problem tree analysis as

N
N

(7]

Fig. 3. Urban Resilience and Electricity Utility Performance/ Challenges

Urban
Resilience
Urban Sprawl Infrastructure E/CS;:S:‘?; Demography Society/Community Environmment iatititons]
Cities with weak
administrative
setup and
Absence of urban DTS institutions,
planning_more Economicall iy M Cities vulnerable weak
informal Absence of vibrant citiose. willingness to pay. to climatic regulations_
settlements, planned and D | e Anusa With more social chnages_ natural lesser
unplanned adequate basic oPPotunities opulation or inequality people disasters leading cooperation
izontal and i pportumities, pop! will consider their to damage to (security) offered
e Imjrastructure better living density_more right to steal m e
vertical N standards, more ressure on electricity rather G lutticsimors
expansions, risk for urban G pressur cctricity rather infrastructure/ issues of pole
h s willingness to existing than paying their o
encroachments, flooding during ay for the transformers/ utility networks; encroachments
and safety rains, destroying P it foeders: more AR ‘more accidents and other
hazards. Leave not only Y p e.g., urban physical
: nl services used; technnical losses, better living H
little room for electricity ‘ los cond 4 flooding more encroachments.
more recoveries thus requiring conditions _ more !
electreity network networks but and less T & D more awareness, risks of Challenges in
expansion and exposing losses, More e conservation of electrocution and controlling
creates hurdles in population to reliable electreit ; N energy and more damage to electricity theft
providing safe and safety hazards. e rly deivery. llinencseltopay existing utility and in the
reliable PPl - R infrastreuture. recovery of dues
electricity. ectricity services. from certain
communities/
societies and
large consumers.

Data Sources

1 GIS mapping data, census data, PSLM 20@9published reports/ articles and
information collected from utility officials in informal interviews.

9 Utility data from NEPRA State of Industry Reports, Performance Evaluation
Reports and primary information skd by three Distribution Companies.

Data Li:miQoanpiaornati ve analysis regarding ul
i s not possible bercauxe dafattahe fl a&dk yo fc htair me
collectiewvedf dait aiynhsatsi seudtti ofeedd i st an. Therefo
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relied on proxy variables. For some vari
ethnic conflict]/ terrorism activities,

availabl e ii kndwimghetriman. oln on city i ncome
collected regularly. We have cited these

2018Bo.wever, utilhiasybemmadoedahce t he | ast
URBARESI|I LI ANCEHALLENGHBPAKI STAINTI ES

City Profiles

As menti oned earlier, t he rée«Keaamachi
|l sl amarbda dPes hawar .

(a) Karachi

Karachi is the largest city in the country. It is the sixth most populated city in the
worlds, The city is home to more than 16 million (unofficially 21.2 million or above). In
the 1960s and 1970s, it was called the city of lights because of its economic vilitaacy.
population influx in Karachi began right after independence when 0.6 millioranmg
arrived from India; inducted into a city of 0.4 million. The trend continues till today,
economic opportunities are attracting migrants flsrossthe country. With an area of
3648 squaréilometers divided into 178 Union Councils (UCs) and a p@piain of 16.1
million (urban & rural) is growing at the rate of 2.6 percent.

More than 2.5 million of its inhabitants are politicatonomicor illegal migrants;
half of these migrants are living in informal settlements. The extraorduragnsation
growth in Karachi has deeply impacted the @tpolitics and social fabric. Despite being
the economic huB, there are grave urban governamsiescreating difficulties in the
provision of utility services across the city.

KARACHI CITY s UN@HABITAT
OVERVIEW :-“. oo, LEGEND

Locality

Frere Hall

Motorway

Highway/Main Road
——+ Railroad

Waterbody

Town Boundary

Builtup Area (2001)

Arabian Sea

(2]

Kiamosars

O | Town Names

ties, UN

(7]

(According to Hasan ( 2¢0rlo5wi,n gKalraarcghei ciist yt hien ftahset evgd |

bet ween 1998 and 20percdarhte city grew by 115

abl

we
and

fi
fi

tar

®?Most of the trade flows into the countmdwustthi®sgh t
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(b) Islamabad

| sl amasbtaide Pot war Pl at eau, which is one
regionsan.n Ph&iscitty was buil tThe aldnmilniasst rtahte
region of |1 sl amabadZaomsleslanvd dleld arnet odifviivdee dz oir
a size of about 2 km bdye v2e lkonp.e dSo nweh isleec tootrhse r
devel optedl Hanely referstitonalhed Maka.g dZ dtrdnee Hi

northVZame distinguished as agri culvt ursal | al
close to Rawal pindi City featuring private I
The territorial i mitsupmlhan shmaemabhds hamer
58.854 sg.km in 1990 Wher tB3l@® . O Fulsat ikon i mf 2t0
increased more than three folds from 0.559 m
two million, about 50.5 percent Iive in the
urban areas of telammadadt hé€éremi 498 -umcrease
area and 47 sgq. km of agricultural land in |
in |Islamabad are population growth, migratio
activioadesa,nd railway transportation system,
nei ghbobangeffect and above all increased i n:
new housi "Witéchemes.ekiofomeé vs gear d ato 50 |
population of 2 million (urban & rural), is
ISLAMABAD CITY UN@HABITAT
OVERVIEW
LEGEND
bt Locality
“.'..-"“"..-"".“ ‘"""" ., Aabpara Chowk
;“l "",, Highway/Main Road
: ,n“‘ Saidpue "'.,' it ‘Riiiond
“......-""“"""‘ e s “""-' Islamabad Zone
3 ia % wen  |slamabad Boundary
CDA Sector
Waterbody
Builtup Area (2009)
®
SourCdd:ed from St at e -HafbiRaakti,s t2a0nli8 Ci ti es, UN
(c) Peshawar
Peshawle capital of Khyber Pakhtunkhwa (
Agency in the West, Mohmand Agency in the N
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Nowshera inNbhehBapehtavel y. W thkilaonmatremnas of
di vi ded iamtdo a9 popa@d ati on of 4.3 million (ur
the rate of 3. 99 -uprebracne nnti.g rA®tafra g g aflmnhraamr aal |
Di splaced Peopl e (I DPs) a ue bsartaiiaomdy rriess p@n s

population in the city. These migrants with
i nformal settl ement s T(hsl umsb)a n( Lprobpaunl au ri ioth, o7
growing at a fast pace; it (SaéxpectedlBd.r

al armingly high growth, the city is facing a
i n the nurmbPeers hoafwasrl uinss t he second poorest pr
after Quett a, Baluchis2®#n18()State of Pakistar

PESHAWAR CITY UN@HABITAT
OVERVIEW

LEGEND
Locality
Sir C. Clock Tower
Motorway
Highway/Main Road
=+=4 Railroad
Town Boundary
ssss  (City Boundary
Waterbody

Bulltup Area (2012)

Bafodur

2 Toan g ™ Te ;
own IV o 1
Penetttog o, Addorro Koioy gl ’,_I_,.I_l.'_l_'_I
TR ”
. o5 K o EEER.
oA & L’ o' et ( 4
A et - INQILAB ROAD Miles

. Nominal Scale 30,000 (For A4 Size
- 2

Data Source: N

USAID, Godgle Earth
Datum / Projection: WG

Disclaimer: T

May 2017

SourSceait e of PakiHabiamat Ci 2088, UN

URBARESI LI BNWAKI STAINTI ES

Ur baaniien a-esoabmi ¢ process that | eads to t
from rur al toGanbaal bgftimementeb opportuniti
are associated with cities. This mgpemec¢eptsi on

in search dft bettcemtidiaewieh®@pmennhomut at the
sericchad | enges when <cities |l ack the capacit
accordance with chawgiwng hdyymami ccsapakity to

8 According to the Housing Census 2015 and data available with the Peshawar development authority
(PDA), the total number of houses in Peshawar was 0.167 million in 1981. It went to 0.236 million in 1998 and
the number of houses in Peshawaragrad 0.897 million in 2015.
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transform to changing city dynamics due to |
det erd ociatty nl aw and order etc., put the I iv
safety hazards; and create difficulties for

I n Pakistani cities, |l ack of ur ban pl ann
weak admiami on and governance, social variati
i ssues artocmammosett hements with | imited acc
Unpl anrnteadn growt h often | ed to conpgebtion, p
services, air and water pollution and associ

(d) Urban Sprawl

Urban sprawl is the geographical expansi
significant l oss of densi tfyt Hiiokeod |t @ iamdr e
energy useonpebhidbmaormeamimudi sihi n¢ Riavy ¢ ee $ y,
Britannica). The most common i hdecatobiouséd
growth in the physical extent of wurban areas:s

Literatur e s uwgdsastiismnhRgkliasztaa rdi cities, w h
outdated zoning | aws further aggravaat,es t he
commerci al, and industrial needs. I n ter ms
growth in the physical extent of urban area
top with a ratio of 1.9 foll owend dodff Plke hlawial
up area is also maximum for | slamabad (Tabl e
|l sl amapadwdb& he | and is earmarked for resic
commerci al activiti-aeap, atbas increasing the &

Wh emn s , both Karachi and Peshawar are eve
Both cities have experienced exponathdhial gr
Abail)wi t hout basic facilities. Both Kar achi
settlameénhave grown beyond the boundaries of
Hotez, 2020). The percentage population I ivi

high (Table 1).

Kar acshiamong&st me swomdled $& mpegaciptuil edf;i on s |
resides in 8 percent of the Whesk&aepéiraéntret
the popul ati oinnc(omae ,nlb/lintiadadiccatpo, i ticians) i
in the remaining 92 perTleenrtaroef mnmohree atrheaan (6HUOS

Kar &c hKar achi is also home to the |l argest sl
estimated population ofhe&.Mugm Inddmmnher( Ui dC ESFi,
i n Kar achi i s p aurr tbsaahli voiynt heoxyptl a s he dc thuyr al tr
However, because of the I ack of wurban planni
The policymakers have never responded effect
city (Hussain, 2016).

I'n theéeheisegrvice delivery of el ectricit
settl ements and physical encroachments whi
breakdowns but also pose serious safety con

According to Sindh Katchi A®B&dtchAit®dbBTd5y, the num
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|l ectricidgpyorttheed ti.n Adagan (2016) most of t#F
aking place on the periphery of the city,
arge f or mal housing has gai ned moment um
ommunities have ebexdmsda idhgnserf oirtmmatt h settl e
ew settlemenyBoie@ thanpeédipadaecent of Karac
ettlements on &3 reesr demtt iafl tlherdsi.t YDensiti
r bet ween 1,500 to 4,500 persons per hect
h oofesKarachifpl asdosed v € e mamptes coefntt7hde ci ty

esidenti al | andlsowDaans80i persans bpemashect
ecrease in new sett]l enpeenrtosd n(tHlasmaan , ar2d 1i6n . K
West pe2@emntKar ac hpie rkagsnttKka r2&2c hip eCrecehrtba | i 0 2

and pler denntKar aché$s Siomw tThh2efrted )i.s | i ttl e to zel
on planning and devel op roewntionpgesd twiciem s ttthee v a
city. Thi oraorbdretnelsectricity utility.

The case of Peshawar is no different frorl
city population |lives in slums/underserved :
gr owt h, maoragearedahl,ack of resourcesngThe onl
and development of the city is the sole restg
(PDA), obhehfeethostesamg Aut hority (DHA) and cant
al most 156 i | | e%halv eh doueseinn gs esto cuipe tionetsP easilyawar
approvaalbjorctNoon Certificate (NOC) % raAaml Pesh
the buying selling and transferring of pl ot
departments and the police.

Th@t why these societies are provided witdt
view that there is a flaw in administrative
fact is more than 70 paeprpcrebrete doufs e lold € gsailz eeh cbuust
they are built on agricultural l and. By cf
settl eméints/ sl ums

e
t
L
c
n
S
ar e
t e
r

d

Tabl e 1
Urban Growth and Sprawl
Ratio Urban
Area Land Cons. to  Built-up Area % Population Population
Square km Pop. Growth Km? Living in Slums)  Growth %
Karachi 3648 0.772 666.18 62 2.43
Islamabad 906 1.866 474.8 38 3.48
Peshawar 1518 1.075 84.39 78 3.72

Souwe:l d Cities Report, 2020, Raza, et al (2020), Shah

% Some sources quote 181 illegal housing societies.
8 https://www.thenews.com.pk/print/75348%6-illegal-housingsocietiessetup-in-peshawar
Sl ums are a connecting sedltdemenis Whei agt heaidelalait

and basic services. A slum household is defined as a g
one or more of the following conditions: gl ismirtuecd uarcecse s ¢
insufficient |iving area; and uncertain absuwhdl egal ow

addressed by the public authorities as @nwhptBBEBEE&D or
managemeft twas vi ew dadtad h itshAbredRPaerseh anvoa r .
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| sl amabad has also expanded extensively
rious challenges for the city administrat:
ese newAdethtolugmemmms ti al | y, tuhrebsdcniibays was pl

d to unplanned e pdrhdisonunptl atnme dp airibmme rsyp
checked due to | ack of monitorusg pdl it hiees
d | actki noef draetaad ( Mannan et al ., 2018).

The peoptliengnitgs t he capital city often go
wnships and housing schaeuae sipnfceoarien | gyr ofuoprs )
ch as Bahria Towns, DHAs , and many such
ese societie¢dka afvercliesdnt elnideeidt s making it |
thorities (mainly the Capital Devel opmen
owt h as pl anned. For instance, housing
frastructure and dearnvitdes pil randierdedgtrioovt h a
ctors (State of Pakistani cities, 2018) .

| sl anhaabsada r el atively | ow share of inforr
her two cities (officially). chhwd tyeasfon

wal pi ndi (Shah, et al, 2021) .1 Hoawvsavlead so
ral areas (officially) in fact refl ect th
ge population growth has b®Abounh &6Bbepserat
the popul ation shown in the National Cen s
per CDA official website, there are about
e complete and denselytpepel ared.coByidefrier
ttl ements or sl ums.

I n short, the urban devel opment in | sl am
ne | and |1 was due to the master -pl an; t
i gabobect vV irmlAadrea to industrial and real

ban capacity in |Islamabad | eads to the de
compassing slums has increased from 5.534
al, 2020). The Afghan War is also one of
ze of slums in the city.

Such huge expansiuopn haanvde iilnlcergeaals elduiclhdal |
mi ni stration_ increased odretmaagned offor g red uencdt 1
sources, basic infrastructure deficiency
ban flooding, traffic congedtorestani noads$
rren | ands, and incre&29€l)n drbeet devieme
| amabad is considered unsustainablle, as it
d -imacuced di sasters, a green and clean trze
industrial and e &aono @h2e0 gwrtbeanrs i sopnr & wWAlb daufl
putting pressur g eqgrselttdlied a v & tootnesttorru c(t G An) at
apped devel opment al schemes in the periph
gul ator has ddne so (Shah, et al, 202

and

% The barren land is depleting fast from 489.1sg.km in 1979 to 155.4 sqg. km in 2019.
®Tarnol, Sihala, Rawal Dam, Bani Gala, Barakahu, B:
Jahgedans
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Even if they are unapproVedrbtthestobdusigr
11, this month (July 2021) is an exampl e, wl
a few years back to accommodate more housi
(constructed without CDA NOC and people are

It is a tough calll to compare urban spr a\
we are relying on official data in publishec

(e) Demography

Table 2 & Table 3 compare demographic var
in SecKaomaciBBi 1is the most densely popul ated

percent . I n terms of population grlatihoenl sl &
growth, Peshawar has grown at the fastest sy
Rapurdbsanih@ars i ncreased housing demand in t
and in these three cities-iinmcopner tuirdwlna rp.o plud
and or f orgrtatei e ofprleemmiur al areas with | imi
the creation of |l arge infor mal settl ement s
boundar i agaausieasiieg h b ohrahvodo i toe daerce pubt 0 c
utilitiedeictaliwditryg i nfrastructure,opmtnd pl a
for illegal means to fulfil their needs.
Tabl e 2
Demographic Profile
Population Pop. Gr. Urban Pop AverageHH
Area (Square  Total Urban % (1998 Gr. (1998 Size
District Km) Density 2017)%  2017) % (members)
Islamabad 906 2001579 505 2209 4.9 3.48 5.9
Peshawar 1518 4269079 46.1 2812 3.99 3.72 8.4
Karachi Central 69 2972639 100 43082 141 i i
Karachi East 165 2909921 100 17636 3.64 i i
Karachi West 929 3914757 92.8 4214 3.35 3.14 i
Karachi South 122 1791751 100 14686  1.02 i i
Malir 2268 2457019 100 1083 3.86 3.11 i
Korangi 95 2008901 100 21146 2.41 i i
Karachi (Total) 3648 16054988 4401 2.6 2.43 5.7
SourPoeg:ul ati on Census, 2017.
Notler:ban population includes slum popul ation.
Tabl e 3
Popul ati on
1951 1961 1972 1981 1998 2017
Islamabad 77000 208000 529180 2001579

Peshawar 391000 529000 807000 1113000 2019000 4269079
Karachi 1137667 2044044 3606746 5437984 9802134 16054988

SourCeenisus .Reports

1t is reported at CDA website, as on May 5, 2021, there are 140 illegal housing societies in Zone | to
Zone V.
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() Infrastructure Development

The provision of wurban services_ <c¢lean d
col |l edicson he responsibility of government i
better basicssetroviclesani ket ac,cepower, and sa
as compared to the rural areas, these basic
under study. Especially, people Iiving in i
services.

Kar achi has severe water supply problemn

Kar asc hriesi dents has remained around 550 mil
demand of 1100 mi 6l ipompudaltliooms .i sKkamaaleiasi n

access to piped water are still the same (S
of for mal facilities, residents often use |
mot ors i nsi destheni rc osnngeelslit eldousocal i ti es, Cr
people in relatively better |l ocality (who c
such as expensive water tankers, reflecting
two cities.

Theuatiiton for I sl amabahde itsotrmadt pdiofdfuertd rotn
supply does not go beyond 84 million gall on
million gall oinsg peirv edsayi.t sThwat er supply fro
mi | lgaolnl ons per day) and groundwater sour c
i mprovement of water supply made by the Carg
situation remains <challenging especially d
nei ghborhogds& deunmr pani | ocati ons, often rely
Karachi ), supplied by private operators at |

Tabl e 4
I nfrastructure Services
Main Sourceof Drinking Water (% share) Waste
Piped water Motorised Pumping Tankers Generated
Tons/Day
Karachi 85.4 1.0 9.8 9000
Islamabad 20.8 37.1 3.5 500
Peshawar 78.5 16.9 T 564

SourSaeit e of Pakistani cities, 2018.
NotMa:iin source of drinking water explains safe drinking
ot meorur ces

An increase in urban population coupled -
groundwat er depletion and the declining qu:
Drought s, unexpected water supplyuirnbbherrupt
j eopatrhdei water resilience of wurban areas (Ab
system and waste disposal management are se
magnitude varies. Although an exact figure |
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Karachi, as evident from media reports_ sho
parts of the city.

Waste management, sewerage and provision
the domain of |l ocal government . But the cha
amendments in their duties/ domain and natur
government s, have deeply impacted their per
akistani Cities, 2018). In Karachiprehe aut
hant9o9med Regyhéwaers similar i sfuwasteutobfeb
nly 40 percent reaches dumping sites. Per h:
ue to the relatively smaller population in
sl amabad.

A | arge amount of t ped tad wavgpes t (ei) n d Isu ddiinsg
ers without treat ment Bvdsichespoldaltied
posed of at open dumping sites | ocated

fl ow of water in these natutrtal ne@dam@i ns
identi al areas, water reseplvonmisngri wad |
ee cities. There is no monitoring mecha

i ronment al ri sks.

I't is the Il ack of badéfcoimdtratsitomnct hat dr
d other natur al di sasters have now becon
stroying not only electricity networks bu
stance, in the floodsl df wWOrld, a ftfheoawtseadh dis |
milarly in 2016. Addiktiiloonndertioeyn, st Pes Ha wmaru K
i smic region which makes it exposed to ear

Li kewi se, Kar achi i s vul nerable to natu
ales, and urban heat i sland p-hpnamems dunea
crease densification. Due to high popul ati
ainage, the city often faces wamerezeaumul
ars, urban fl oods htarvaen sdpaamatigaepdu bchoinem ui nni fcraat si
etworks significantly. As mentioned earlier
ake the recent incildents!| @afmraabuasdeast hdaat meogld ntgo
roperty, and infrastructure.

Though households in these cities have ir
gas for cooking purposes. But reliable power
areas of Karwaachi land sPeasnht eresting to note t
1
S

p
t
(0]
d
I

m ~+ =~ ~+ 0o =
> O O I T T
< -STn o n <

nu n T aw

® — S5 d® S

= o<
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00 percent in |Islamabad. Where the evidenc
ocieties withhout NOC or LOP

" n a survey of 100 Katchi Abadis in Karachi, it has been estimated that people have investetl Rs
million in water and sanitation while the government has invested Rs 180.6 million. However, water is often not
available and sewage systems do not function due to the absence of disposal points. All such settlements dispose
of their sewage in naturdrainage channels (Hasan and Mohib, 2003).

2 No objection certificate (NOC) and Letter of Possession (LOP).
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Tabl e 5

Housethodrdacteristics
HHwi t IHH wi t HH w|

HH wi Acces . as Co: Toi l Prreat ¢
District lInter El ectr Fuel Faci Consul
I sl amaba 70 100 93 99 97
Peshawar 51 96 73 95 8 6
Kar achi 51 97 97 99 91
SourPcSeeeM 219
NotPeSLM is a representative sample, it may not include

(9) Economic Vibrancy

Pakistani cities vary not only in terms
economy, employment opportuniticestiaensd, tsaexr wrie
and industry are the primary empl oyment gene

Tabl e 6
Economic Profile
Income Tax Per Capita Per Capita City
Revenue Income Tax Income 201415 Employment

City Rs Billion 201718 (Rs) (Rs) rate %
Karachi 424.8 28476 56000 36.8
Islamabad 204.2 202161 70000 35
Peshawar 13.6 6926 67000 29.6

SourSdaet e of Pakistani cites, 2018, FBR Tax Directory,
NotPee:cr capita i ncome-1li5s stuasvedy ovh i R:ILM s2®®Indy a represen
national account ffiiguwrmred aiArdti hie ecnoarkepcoyroarttea hi | e i nco
for individuals only. For estimating per capita incc

Karachi has a comparative advantage as most of the international trade passes
through Karachi port, it is home to the Pakistan Stock Exgdaabout 30 percent of the
manufacturing sector is in its vicinity, and account for 20 percent of the cGIGBP_
making it the largest business and financihter(Fazal and Hotez, 2020). Of the éy
totallabourforce, 37 percent are employed (@&¥Fcent in the services sector and 36 percent
in industryy®. The per capita income of the city is Rs 56,000, the lowest among the three
cities (Table 6). It is worth mentioning here that the city has a large informal economy, not
reflected in the countfg GDP estimates or in income and expenditure surveys.

Peshawar is not only at the top in povestgimates bubas the seconrbighest per
capita income among the three, reflecting income inequality. Out of the total 30 percent
employed (lowest among theréle), 86 percent are employed in the services sector. The
low share in the industry reflects the étylow production base. Islamabad, with an

 The data on employment is extracted from PSLM 208A4cited in the State of Pakistani, 2018. It
covers mainly salaried employment in the formadttor. SeHemployed not included and informal employment
not included.
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employment rate of 35 percent, again is a service economy, as 87 percent of its employed
population are in theesvices sector. Per capita income in Islamabad is the highest among
the three.

I ncome tax collected indicates economic V
to the Iaw. I n absolute termd425Kbhirhthoni sfat
tax in 2018 (41 petrctalt widx thevemweal,r yt wi ce
collected (Rs 204 billion) in the same yea
collection in Peshawar i sennuieni nsahlo wi2n gp ear cleanc
culture and infor mal e cothhpemp.ul Ho wewners,i za&f t d1

is more tax comptiaokl ¢dhtass Kar2aehj 161 tax p
Rs 28,476 by Karachi (cia®ond) from Hasan and (

Kar achi is an economically vibrant <city
Kar achi i s rhi gah.| aHogwee vicelgénemte¢ e of hdathemi gr at
Kar achi i s poor, employed in the infor mal
f or masli rh@pucompari son, the economic activiti
substantially Busitdes § wistti edse ciardet he r eal e
sector. It is a Capital city, home to dipl
Besides, there is an increase in the c¢comme
new mal | sriasned bhuiighd i-inrglsan nartehaes ,pedlie to the
relatively cheap | and.

(h) Social/l Community Profiles

Selected soci al indi cators of the three
There is a considerable diff egocmiceael aimpdige atth
Peshawar i s at the | owest end in all i ndi c.
maxi mum out of school children are in Karac
three, it is the second pgomnéserpRQaet hai ai t
rate of 31 percent (State of Paki stani Cit
popul ati on avai lPecdbgEamaasyeKaf alTahte Aver age
Depr i %fadri ohyber Pakhtunkhwa, in general, is

Rapidurbansationhas led to the emergence and expansion of slums in both Karachi
and Peshawar. However, in terms of overall living conditions, Karachi is much better off
than PeshawarLack of sewage treatment and health facilities; low literacy and education
attainment rate; contaminated water and poor sanitation facilities in houses is common in
Peshawar.

“The income tax collected from the city includes pe
Thus, a city that has more busiaesnsgsaibubki kebkyg fbdrged:
several factors including business prospects,x infrastr
|l aw, the corporate income tax is to be paiadpé)yatde Heac
One of the reasons for more tax collection from I sl am
|l ocated in Islamabad. The same is true of Karachi.

“Average Intensity ofdidmeemdivarndlonpover tpyaritnodx .mullttir
of deprivations a poor person suffers. I't i srscoanl cul at e
suffers (for ewmdmpéealthccksritp gquality eductadt i on, hou
total number of poor persons.

Page p2



Tabl e 7

Soci al Profile
Ehsaas
Poverty Outof Overal, Beneficiaries Living
Incidence School Health % of Total Standards

City % Children Indicator Population %

Karachi 4.5 25.9 244 0.77 26

Islamabad 3.1 10 26.5 0.36 25.2*

Peshawar 315 25 23.2 2.45 22.2

SourPcSekeM 2®19 Li ving standard is extracted from PSLM (b
communication technology and household I|living stand
*This data is based on PSLM survey_ it icamitreprese

income as reported in Tabllé,6 wiherlkrased lonwiRGLMt A
based on PSLMOSuSemg @BD0D&8repancy is possible.

(i) Environment

Il sl amabad is the most pl annegslsagd yofamioinme
and mushroom grficawtehadiamldi he bui ftorest cover
environment al degradati on. Not only air g u e

experiencing relatively war medet empeatmants
dumping of soli-di wassieteéesn baendéandoyed t he
city. Now the quality of air is much below W
to cater for tuhlrebsadna wlaneedmsi sosfi ovnash i fdrboane t A e e
key contributor to high particulate matter i
(PM) in the3damr2wag. 39 ug/ m

Peshawar also faces growing environmental issues due to wapdthsation
population explosion and exploitation of natural resources. Besides, unplanned urban
expansion and rapid growth in Peshaiwgropulation has resulted in a significant rise in
temperature and urban flooding. Likewise, visible smoke and dust all arounidytheec
creating serious health risks.

Kar achi just l' i ke ohé&er wicieéasedenl yt hveara
temperatures and unexpected bheraaclkei madti eas o
change. Unpredictabl e or aihnes eaxries tailnsgo icnafursaisntg
increased densification i s f ulrhtehecri tayd dwintgn ets
exceptionally high levels of traffic conge
increasing numbeespéadfimpheffiveihertl egehicl es.
absence -waft ewasttreeat ment and i nef f iwaisd ret as
management are a further cofheibevebnotfoact:i
is decreatshaevgragei dlewel of Particul a¥ Matt el
in 2020.

I n the | ast t wo decades, Kar achi has exp
rainfaldl in certain districts. Hub, Lyar. ar
souricnesKkar achi ; with a capacity to discharg:e
However, unpl anned i nformal or il 1l egal set
encroachments on natur al null ahs have seri ol
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vul beeato the har mful effects of monsoon se
201BR¢@¢gardless of serious challenges, there i
the city.

()) Governance/ Institutions

Urban governance ismalotstjrusdt uakecsutoft heei t
involving planning, finance and management
institbndi ared @atoomalhi pad i nfor mal (Avi s, 201
administrative setup raatdi oinnsits toatfemsd { @s:s
enforcement agencies in controlling theft ar

Rapudbsaniionrn Paki st ani cities has |l ed to
poverty, inadequate housing, infrast-ructure
maddei saandr slj seases. Besi des, it has | ed to
cri me,coenfhlniicct s and so on. I n Karachi, one C

rates and | ack of citizen safe yopd&dmavbiubn ed I
crime rate and violence have decreasedndubs:!
i s highest among the three cities (Table 8).

Tabl e 8
City Governance I|Indicators
Karachi Islamabad Peshawar
Crime index % 53.65 29.15 46.14
Integrated Institutions* 0.2 0.6 0.3
Safety Index % 46.35 70.85 53.86
Ethnic Conflict/ Terrorism** 0.6 0.1 0.6
Sourhdeg:ps:// www. numbeo. com/ crimejycountry_result.jsp?cou
* Assessment based on |literature, av aad mibd ies ti md toir vrea t
activities, its value ranges between 0 and 1; ** o a
activities in the <city in the I ast 20 years (docu

depending upon tshhe frequency of event

Accentuatingutrhaanpopbbivems yof and cl i mate ¢
political instability resulting from wealth
Kar achi (Fazal and Hot ez, 2020) .ofKdri & d keir eing
communities residing in a pasi thicen ggahirbnosrlhuwno.d sS
add to the woes of wutility agencies as each
ot her political party or iinnttehree scto lglreocutpi,o nt hou
the residents. Gi veni tt hesmmuwsrtirtoings ,a nidt wied |
electricity thefKtundkd extspecit gl thelddatrveiad n
efforts to control power theft are discusse
Commi s&i wridrn ce is coordination and managing
utility servitesay boputodaunestelon @ district

Admini strative controfl fliut wiltahn ntihneg Gosmnidi eslse go
MDA and Local Government s
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Af ter the Afghan War, Pceesnitaewra rAf lpeha@aaamer ed nu
settnteseme Consequent | ye x tadedtuicd ii lolnesg a lo gaa ah tiainvsiotri, €
crime syndicates along with violent attacks
lives and fundamental freedomssrefntciptairzen so.f 1
Pakhtunkhwa and the adjoining t®iThstrassas |
Peshawar has experienced over the |l ast three
Peshawar, the governmeynti f adéd we leo g me nsth opMi anrgs
further weakened the overlall governance | and:

The roots of ur ban cri melsavmnr dot & &ar wc h
dysfunctional urban devel opment trhamotalmy o
Kar achi and Peshawar are flourishing on the
the city between planned and unplanned ar eas
public amenities and the advversserr dlndteircersgh
have af tedsyoecdi alhef abri c.

Though, unpl anned urban growth in | sl amabe
environment . |l sl amabad is a relatively safe
evel opment Authority (CDA) mai nly Apeasspgonsi b
rom DHA, al |l @h awnqiimg , sadeivetl iopgsment and mai nt
or | Bl amabadresponsibility of QAausldoouigh t
ocieties (without LOP or NOC)f ftrhoem cGDA, thoe
ower house, these are developed unchecked. M
nion counodd | governarhee cwearye established in
erritory Local GovernmemagiArmg ; amwd t pr o wisgiomg
ervices and i nfmnaakE&endcpmuo g tsiroreg mdl @ letcwmaolmi ¢
evel opment activities (Haque, 2020); but so

Munici pal Councils have lismioes, sagt i anl
|l sl amabad but i n otlipamedihteiye sh aavse wehlel .r eTshpooung
management , maj or deci sions ar e t aken by '
including district admi ni svtirdaitailona.ctAsona nmRaI
interventions do not come together, rbeut rath

crisis management more than planned interver

Peshawar Devel opment Agbherntwg(BDAYy i8 |
Unli ke I sl amabad and Peshawar, Karachi has n
is managed and governed by 13 different depa
amomndpi s lliegdave room feorurab amo nmiprraenmeewnosrikv as i ¢
metropolitan cities around the globe (Hussa

e. gEl eKtric, SSGC and KWSB.

URBARESI| L1 HNCAKI STAINTIGEESSTI MATI ON

Based&qant(ilgnsand (2), urban resilience in
cities using seven -diinmeemssiioonnss. alnhde sweeviegrhatls sau
means increase in urban resilience and neg
resiliente) thesieguadéediensi ons are illustrated

"6 http://hrcpweb.org/hrcpweb/data/ar14€12620Law%20and%20order%26202014.pdf
" https://tribune.com.pk/story/1145097/fragéeonomypeshawar-policy-failure
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Tabl e 9
Urban Ré&Weil gkthseand Signs

Urban Resi I nteg
Di mensions Wei g Sub Dimensi¢ WeighSig
Ur ban Spra 0.20Land Consumptic 0.05! 7
Pl anning popul ation gr owi

(202DmM15)

Buiulpt Arega Km 0.05. 1

% Popul ation i 0.05: 7

housing (Sl ums)

Ur bsan iRan e 0.03! +
Demography O.O0O5Popul ation Densi 0.01¢ 17

Urban Populatior 0.02¢ 7

Average Househol 0.01¢€ i
Social/ Co O0.11Poverty Incidentc 0.02 i

Ehsaas Beneficii¢ 0.02: 1

Children in Sch¢ 0.02 +

Heal t h 0.02! +

Household Living 0.02 +
Economic V 0.191ncome per Capiit 0.06 +

I ncome Tax Colle 0.08 +

Empl oyment rate 0.05:' +
Infrastruc O0.18Access t o Pipe 0.031 +

Pumping

Popul ation with 0.03+ +

Access to Electir 0.031 +

Access to Gas f 0.031 +

Sol i dgeast @t ed 0.03" 17
Environmen 0.0!% Particular Ma 0.05 i

fl ooding
City Gov 0.20Crime I ndex 0.05 i
Institutio Safety I ndex 0.06. +

I ntegrated Gove 0.06! +

Ef fective I nstil

Et hnic Conflict]/ 0.02!" 7
SourAud B0 Assessment s

The main issue in developing an integrat

or i nputs are weighted. The three <cities
progress, i natribsawtiticaenmad s /a bs dri awl, , infrastru
governance and environment al pressures,
we have applied different weights using Ana
i nformation avai.l avolree iwe itghhet algied ieimsa hgsiir veenn
whose significance in the context of ur ban
assessment, we also take into account the
e. g., the probl ems utribay fspcawbhec doverty,

on.
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Table 10

Urban Resilience Across Pakistani
Urban Resilience Inde:
Islamabad 0.20
Karachi 0.12
Peshawar 0.10

SourAaud 8o IEst.i mat es

As the estimanede i ofl exihteihebswsigre Paki st an
enough to absorb changes/ shocks to urban sy

toHbwever, among the three cities, | slamaba
a surprise. Being the Federal capital, it i
Kar achi are close, but Peshawar is at the | ¢

The rising Pagpubathnoncities, in particul a
for expansion of wutility infrastructure at
for expansion comes from slums or i nfor mal
agenoieens more difficult. Overall, there seel

ur bsanjorl i mate <change, political instabilit
created a toxic mix to disturb the existing

URBARESI LI ENCIELECTRI OITTYI TY

Utility networks, including clean drink
electricity, gas, and telecommunication sy
environment al performance of modern | ife. T
medm t hrough which a modern citwyrdbsadi anes.
has created serious issues/ <challenges in t|
in Pakistani cities.

For instance, i n the cansedeonfia nedl eccatursiecd thbyy
expansion or sprawl, the chall enge of agein
create more environmentally sustainable net
constraints on investment sf rbdecmadsye tafritfhiea I
regulatory hurdles. All these factors create

These transformations have important i mpl:.
the previous section, inithe scietaisé ®rwlhliioch tdree
perform there efficiently (as explained in Fi
Key Performance I ndicators (KPIs) among the |
Tabl e 1l eantd2)Ta The performance of | ESCO is 1
Electric. In less resilient cities_ Peshawar
to transform their systems to cope with the

I n the absence of these transf obremautsieodn s,
beyond the available capacity. The result is
on service and reliability forraltl | opeeratioq
becomes inefficient and costly both to the
what is happentibEnlgecitmr itch e naa sPeE SCCfO. K However ,
magnitude of governance i ssuean adeav eplroopbnheennt
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protocols is much deepElredtnr iKcarias hp er fDersmpii

t han PESCO in al | t he performance i ndi cat
transfor mers) i Il ustr atAesd rbeeploo wReAd nSit @ht abBrEtRsf ¢
I ndustry Report (2020), PESCO invested Rs11.
decrease in overloaded distribution transfor

Chart 1: % T & D Losses

38.9
81, .
SRR
929
&8 7]20 419.119.73
l I I I l 9.1 9.029.138.868.69

K-electric PESCO IESCO

mFY2016 mFY2017 mFY2018 mFY2019 mFY2020

SourNEeP:RA Performance Evaluation Rport_ Distribution C

Chart 2: % Recovery Ratio

99.3 99. 64
92.14
91.04 90 903
90.04 s
89 1 89.5
8763|| I|||||‘I5 ||||
K-electric PESCO IESCO

mFY2016 mFY2017 mFY2018 mFY2019 mFY2020

SourNEeP:RA Performance Evaluation R&port_ Distribution C
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Chart 3: Distribution Transformers

31.99
29.18
8.34 7.88
7.8 6.83 .8
5.35 6.19
T 4.5 S

2.78 2.87 A

21541 75 I I 1.6
HEumB 0

K-electric PESCO IESCO

mFY2016 mFY2017 mFY2018 mFY2019 =FY2020

SourNEeP:RA St ate of Industry Report, Various

Chart 4: 11KV F eaebdoevres 8Qvo% r |

Year s.

oaded

40.71

51.27
32.131.31

43.66
6.82; o 6.95 S
l l 1.682662.75 . 2.552.342.43
8 B O B

K-electric PESCO IESCO

mFY2016 mFY2017 mFY2018 mFY2019 mFY2020

SourNEeP:RA State of Industry Report, Various
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Chart 5. Load Shedding (hrs.)

3.5

3 PESCQ2.92

lectric 2.73
2.5
2

S IESCQ 1.83

15

0.5

FY2016 FY2017 FY2018 FY2019 FY2020

SourNEeP:RA St ate of Industry Report, Various Years.

I'n high | oss arebBbectoitdr PESC€COacdopt &d a
basedsHheodaddi ng . | ESCO with relatively better
has not adopted this strategy (askumé&@morted)
cullure or electricitymettteemper i Thgreewpeei alsisw
i ssue imostlkspwdwed regul ar monitorimanlyy t he

met bage been replaced over the | ast coupl e
the I osses in the | ESCO are due to technical
on these as well through the repy altasseqntr plf
supplies of distribution equipment ilny its st

meeting the targets set by NEPRA.
There is no commsredi dloadr sriféevdedlmwmegetc ov e EB

there are det¢ampanpuappncachbee defaul ters, t
bills. Someti mes, | ESCO does di saoaneetr supp
situation, bills are paid. -donemibe caatuasteu 0 f ¢
Il sl amapaldagpe. City administration anfd | aw en

I'n 1 sl amabad, although there are issues
i nformal settl|l ement gf,ciinipsacitmpoafc tc |oinmaetlee ccthrair
i soth as grave as in other two cities, in par
power infrastructur e; and secondl vy, i n most

undergroundt Thesaffanéeyvely

8 As shown in Chart 5, NEPRA Performance Evaluation Report-201€ports an average lead
shedding of 1.83 hours in IESCO, the reason is not clear whether it is due to érmpplydgap or due to
commercial reasons, but the company d@dficclaimed there is no commercial lestiedding in IESCO.

9 As reported by IESCO, the recovery rates in IESCO are expected to be around 98 to 99 percent in
FY2021.
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proved iftrhuei tpalli csteanmdtRsr eagiaé ngrhtbatolde ent
According to PESCO, it is more of a politice
t hat, -ctohneplmdamt or high | oss ar efalscel mrck, not
hardly 4 to 5yhosr supfpl eéleectmoi ¢ihem.

More support from civic authorities and
commer ci al-baged elveaadi es h eNdodw ntgh e sn erwve qpd wesrd . p
announced, t hat i s, Nati onal Ptahw egrr dRemldiscy 2
required to Iimprove recovery rates rather t
shed policy. Respective Provincial Gover nmer
power companies for recoveriogas,erbillelgadolplreacxt
For efficient recovery systems, the support

K-El ectric pirdgserutei lannlyy in the country. It
commercial and operation&lcitsomed. @r d.diasndu &
However, it is important to mention here the
deeper and more old urban challenges, which
Safety Hazards

Chart 6. No. @OEmgladywde Ac&i@emt sPubl i c)
54
43
31 55
23
20 19 20
16 17
5 15
I81I0 lIol I
K-electric PESCO IESCO
mFY2016 mFY2017 mFY2018 mFY2019 mFY2020
SourMEPRA State of I ndustr yNERPRPAOrRer f\Warrmaoucse Yeevaarlsu ad n

Distribution-2@ompanies, 2019

One maj or i ssue common in all three cit
encroachment around or iin the vicinity of e
encroachment happens continuously due to w
aut hor iRtalipebsh hii oan t he absence of wurban planninr
(vertical and horizontal) expansion of buil
creating sQ@iftey yadgeamrairaedss,. i n general, in all/l
responsive to curb the encroachment of el ect
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In I sl amabad, encroachment i s common in ar
have built or egrpdnaprbovedesantd all owed bol
informed by I ESCO officials, the company, h o\
is done at the wutility, not only to identify
opematoiro shifting of electricity networks to
radi usann yt hoefse opase@an@@iuhme 202A40util EGCIOIi hesreo
accident s. I'n I slamabad, it i s proeslsatbilwelhy zaa
is available. MoreodeghtdiB&ELRay s en ath efradinn gnoc
nor in terms of approvaéalisghtlbddB8LrQgays. not requi

I n Peshawar , ciskpsesc inadrlryo vir hmehitpdl adnsn ead cshtal | €
to find the right place to install feeders
constructed houses under high tension cabl e
This causes safety hazarads.auREhSDCO td err caancdh e
prevent s wsecd cuonmasuttrhuocrtii 6nhbuautbolititke huae
much help in this regard. A total of around
the jurisdictionofofRS$.EESCOmi IAIni amoluaad been co
Division (Ministry of Energy), but the funds

Mor eover, encroachmemaudgetibosrell eedt rtihceistey ppod |
internet and cable operayoalkswi $sbmeti méde Ipecd
reason for accidents. I'n I sl amabad, concerni
there exidgsetnst @Gaupgpoolilitecy s hardly i mpl emented. |
as grave as in Karachi and Peshawar.- I n Pest
remol bay, the cable operators have gone to cc
under Litigation

Karachi is the | argest city among the thr
the city. There is widespread encroachment
infrastructure to the extent thaltacecdittiren,hon
there is encroachment of the electricity w

haphazardly placed on electricity poles due
tremendous resistance on the wham acgfe thhae eda
Kar achi to invest in building safety into t
Accor dibklgecttor iKc, they undertook a Constituti
against the encroachment erf tihes dadea aisg ratcitlt
2021. The wutility is invesdttihmg urgeng ulheaer Irye ptl e
of old infrastwictume, LTunet wgré&artbpl acemer
pol es, PMT struct urbese, eianrstthal& agtuiaornd fowi rHTs ,d
LT mains to LT Aeri alTHhBeunrdd wall iChatliecsn (0AB Cea re
ofeKectric network which compri sEd ®cdfr iav éras:
ear marked over eRtsy 3@ndirldiimnmiftoirg astaifen pl ans
2023 subject to®r Bgul mtodr yndyprthealmagni tude

Karachi, chal l-elngetsritch)e iugiflaciynd Kare al so r
i ght Geonfidtway ost s. Sh med dHimst gshetewreend idf ter pa
|l and gets occupied by illegal encroacher s.

84| iterature suggests more monitoring leads to better outcomes.
8 Source: KElectricofficials.
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Utility Characteristics and Challenges

Certain characteristics of electricity ut
in TabkkbetBrik is a vertically tnaaeagmassdomnt
and distribution of electriic,i tBhabej isugmpd i@t
Sindh, and Ut halBal WicriVdheertr &edarSdC OB ealnad iIPFESCO ar e
distribution compani es. | ESCO supply electr
Jhelum and Chakswappddamsds PP8E€ 0thawaarr,a, B aknmyub, e r
Mardan, Swabi, and Swat. I't is pertinent to
whole utility, while number ofcicioydsewr mesrtsu dayn d

Tabl e 13

Utility Characteristics
Net Profit No. of
(Loss) Margin Consumers Consumer

Governance Shareholders 201920 in City Density
K-Electric Private Private 66.4%) -1% 2596251 712
Independent Board Govt. (24.36%)
(With 3 Govt. representatives)
IESCO  Stateowned 88%WAPDA, -7.8% 476068 525
(Under the administrative control 12% others**
of Power Division; with Independe
Board
PESCO Stateowned 100%WAPDA -17.6* 606962 400

(Under the administrative control
of Power Division; with Independe

Board
Sourkienanci al Footprint :-19S5OEMiAminsutarly Roefp oF it n a2nOcle8, Gover
Financi al Statements of Companies; -Bh,d axffoirmandioa

statemen20fios ROU9pullFerigemtaneés abélkond*t o Empl oyeece
since -F¥2Q0ttlAansferred under Benazir Employees St ock

(a) K-Electric

I n Karachi, el e®tundesi tcyo mmoenf ti nt hsreoveg ha | a
armrgsadiri me, making it di fficult for the wuti
t hous atumsddedi |y, butnsbhabkedrwi tRin hours. B
for the uti-Eli ¢ gt ciompang (&gi steonafioFl Bofver
theft is through wutility courts, which have
requi sites have to be met before formally r
court to be taken. Given that khuerdessgr éot aj
remove at widtlkyrmbevidiemgel ag@i nst such powe
the three utilities beiEdhgeceaxami fead eisn tthhiss s
both I ESCO and PESCOiadind asota cihtad | EInR er e Cion
not paying their bills are |iable for penal't
far as seizGBnpropertefaotdtean also include
but is never applied.

The -wirseea dat a -Isdhhooswsar enwg eare at the city
more informal settlements or illegal housing
Bal di a, Landhi , Mal ir, Surjani,pertixen®swi t h
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mentioned in Section 3.2.1, in general, mor €

civic amenities. These are congested areas W
staff troatohpeewatheaennt er t he arteaof Osnuctho paroefas
sensitive from political, ethnic or income
infrastructur e, these areamade edimpa®t eOrrsonas
making it more vulnerable to accidents.
Additionaltlipwyneds i meseatriiary 3 .sdH.u®k,s rel at e
crime aore common in these areas. In the a
enforcement agencies, it is difficult for tF

I n such congested and risky areas,bwmtott oonl vy
move wteitlwiatmay from such hazardous areas as
installation.

FoK-El ectric, & $gbut daonhidg wtarlyset al | i ng i nfrastr.
and expensive process. I'n mpeacsi geamghonehef
wabwi t hout hefty charges and various approv
addition, given the city density and massi v
is available to shift klgcftascditycusnsedseéanlk
d andgihst secured for the pole after the payn
occupied by illegal encroacher s. Consequent
money in litigataohmengainst those encro

Similarly, tEll leadsy ah ectu®r kofankd encr oachmen:
hazards, specifically during monsoon rains
most cas€seicsrnoct fEult. Ther e itsennoasprtohpiesr i
often buoaakgtkonbcyr oachment s, thus creating pr
the control or capacity of electricity wutili

Pl anning is absent for underground condui
cabl es. Publure is8frastrauscdoad | &by t hat can d
electricity infrastructure @&Endcchaedamd st HFeacd ¢
cable operators in implementing a pilot proj
ar ea mg es hbiefit ed-abrodkir HOoheansd rbse en ¢ dmp ISotud dh i 1
District, and the remaining work is in progr
Encroachment of roads is a challenge as h

underground infrasaltucQooredi nbdbiwewmerl, mpP|
mmi ttee (PCIC) is taking up this matter.
oceedingtramc k abdaisd. As-Eil atbrimed obfi ctihael s
pendit-BEFest foc &re gwongionpg bec®Puové¢eict EN
cludes el evating t hreeliantferda sitmaicdantes tandav
erall safety and resil i ernecleatoegfd tihses wWd sst(rash
previous sectawvanspdadaedte tbimataggchang
werage systems, and | ack of waste manageme
I n Karachi, as me nt i o ncerdgsaed radmieerre, etahcehr e
partment has different SORikkdaecrt rdeal iPod i wii
et ween the provincial government and the | ¢c
utility agencies. Li kewi se, di fferent polit
provincial l evel s8i 6w)thsl|l cmusediicppoipemsi ¢ :

w —TOo T oT O~

® 53 < 35 X =~ 00
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D
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example, to curb power thefitwhsiulpe oalte cotfr itchiet

feder al subject, the police, which can helrg
control . \Wiotlh tdicfafl e rpear# rideed ri inl itrhge aptr otvhenc e,
depl oy police to curb power theft is missing

Despite all -Elhectchiad | iesagtersyi IKg its best t
K-El ectric is investdemgamdcrotssendtethen ttyhe od iu:
(Chart 7). The wutility has attempted to movV«
over 56,000 Automated Meter Readers (on the
the wutility viaibitlhiet yvMdaf lietvel netwhorckh i s a
di stribution companies. Over 11,000 PMTs in

ABC. These ar-eeshstubhanatedabltbsfthat help curhb
of safe andcie¢lyi @ bEKaelaeibé rsKAusiGhe BERETf or
Schnéi Aerc FM sui te t e dstnreetnwgotrhke,n tthhaet diisg,i tusi

intelligent data model specific to power ne
systemeifsl eSichc FM suite is fé&r the first ti me
The wutility is also investing in social L
(densely popul ated and predominantly inform
Gar bwl alhhdt i gh ccoestumiec project, the company
reducing line |Ilosses andiiampryovidred arn é so Vv er \5
Chart-EfecKric I nvestments (Rs Billi

19.60

15.80
FY2017 FY2018 FY2019 FY2020

SourKeEd:ectri c

(b) PESCO

PESCO i s amon-gal ihegomwintpdldt dcmsnpani es in the
mentioned earlier, although in Peshawar ci f
recoveries. But in the older city areas, b

86 Source: KElectric
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sigenanfti problem of network encroachment (as

Karachi, there are sever al such areas where
the utility to maintain or shiftisetrwbuki ®dwa
infrastructure i s ol d and i n dil apidated

i mprovement .

The primary issudumaocedebyuREOSLCOapazgaody
PESCO was serving 1.8 million consumers witdt
more than double the consumers that it serve
(present numberi bfi cons8mafé : Bery®&mgit H:hat3, &0
empl oyeesr buaneée ngandheandhet di stri bution net
which is already in bad shape. Moi rvem stthheen 2 7
|l ast few years because ooferalcocaiddent s resul tir

The board of PESCO is empowered now to h
i ncludi ng 6l accakp aocfi thyo atrod t ake deci sions and c¢
woul daimemwi t h t heprs teaditaes olrelwd Idp bfer esh recru
existing staff continued to move out due t

resource constraint has influenced the perfc

Another main mnessiemerst sl axrkd ogovier nment a
funding is provided to them, they can easily
streets/ areas through shifting of net wor k
technol ogi es inambr &t cRemkesd emde nar eand stre
electricity infrastructure are critical for
Currently, PESCO is unable to provide mainte

in hiogls areabt, As ha rcemhw nehouled eleopmaytti tu
Regardadnghtbet hwag ompeyhgy habewanhgl dadart mei
in some cases.

As menéanohisederver al housing societies do n
for the | and devel opment and the construct.i
housing devel opment authorg$aodiedd dmestn ohta v es stuf
NOC, PESCO is not halm eaiedcdt rtioc iptryovciodnenect i on.
societies are confhecTtheed btiog gegerri dh oiulsli engga | sl oyc |
infrastructure within their jurisdiction an
point to thid hentiindereasd@ioctueity t he society is |

by the society itself. However, -“4twmobhe <cas
electricity connection is provided by PESCC
feebdeRES@CGnnot praorvaitdee facesdeepr t o small er hot

l ow demand.

The PESCO staff apprehends that with the
Bilater al Contract cMsdelpr(ocGQmUBEM)s ,t Hea kleo Ww E D
portion of theitthecemyl iiarctr esasgmgnt heir shar
however the staff is not too sure about the

87 This number refers to total number of consumers in PESCO jurisdiction and not just Peshawar.
88 Recently, they have converted 70 feeders into Arial Bundle Cables under a USAID project.
8 Corruption in government departments.
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(c) IESCO

I n compari son, it is relatively simple ar
is doing it Thei tasceaftflneedtjiuvreilsydi cti on of | ESC
with powers and influence. I n comparison t
authorities to deal with regarding seeking
relatively more mc®H@PAat § ymasipomewsritbl fer d or al
societies. Though tbheaeshoaedi manysi I(lwe dadloua!l
approval (LOP) or No Objection Certificate
regulatory | aws, weak city governance, coOfrr.
action i's ©@a&edehddagitad mMiStwAbadi t he poor ar e
Someti mes, tilseiarlageol tedvidtri equgegst of CDA. Besi
faced -amgr dearw si tuation, as they respond qui

to consumer satisfaction.
There i sfdnoyhitdisonfelvwBdSYCO juri sdiction and n

| ESCO fdoirg htthéenrf fwary pol e installation as in
|l ocalities or housi nappsroocvieedt i leyYs CRA)P,r oveke
internali met avblr&di sy the soci etnyestaytis edrfe | E.

point from outside.

Situation Analysis

As observed in previous sections, the | ac
rrelectricity utilitliyed.etltEeSCQ@ribsanweermkiimp!
sser challenges. I'ts operational perfor mail
& D | osses werea creaddesrntde dudti oth. 8F ansf or mer ¢
rovemte pe.r3ke 6AIsFI0 .wab , SAI DI was-she86@8i agd a
urs were 1.83.
Among the other t wo, although both are
environment, t he «c hRll dcetnrgiecs as ea mpriev d&toa Ko
company wor ki ngneinn avi ¢iht vy hahviemgrs t hat are
absolute ter ms) a-Blde cdtereipce r p e rYfed r, matnlcee K a s
i mprovement over the year s.-ellencttreircmswaosf arte c
among the threeFYDLI6 ntgo tHA 2820 gcolvery rate
gone up peopaceoBtP.26r T enhhat i s, an piemgredchwne me nt
FY2020pBr mdntll KV feeders weper pelkdWwoatdeamarbc
the three. I n ttelrensu toifl iTt y& hDa sl preesdelwiardidn gl 0 s s ¢
the period FY2016 to FY2020. I n comparison,
by (@pedmendt T & D | osses prave&mitardr ela saendd ©Cyh a5 .t
I'n the pubbkiofseatdi ffitult to make i nves
of demand until there is a crisis of ser vi
motivates action. Generally, there is a | ess
in thesepubolri cunt i | there is significant pr e
normally comes from overall cei ctoyn o @gno \c e rcnl aanscs
residing in the area ¢(Bgsahiopapid®9t/y .t Bemalde s
decmsiios i mportant. This is obvious from t hi
and PESCO.
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Wher eabsl,ecKrriisgdednt i ty, despite facing de
governance issues in Karachi city manages t
drven by targeted and aklceeclterriact eldasi nmaedd mewn
dec¥ideHowev-Errectasi « operates under a-regul at

owned distribution companies in the countr
regul atory approvals to execute i-EbBechwieet me
is facing in the form of appi ghalge fdeendayesx o rnb
tari ff determinations, delays in the disburs
del ays in receivables from thbBegaopgratheng d:

strengthening of di str i bHuotwieovne r j n fdred satyrsu ci o
determination and regul atory approvals of
di sbursement of TDCs by the goveahmehfht t hall
utility.

I n Karachi, as said abovfeavwiveprailJatcd twt ig
In a city |like Karachi, with a | arge number
and less ability to paytmdgrntl iitry tbhd last, i leintcy
is critical to ensure uninterrupted supply
overcome safety hazards, to reduce transmi ¢
envi reremmented chal Itelnhgiess raengdu i arcetsi daenn dil nyv etsatrnie
its timely determination, and timely disburs
the national uni form tTalhrea frfe spoollutciyon oo fKaalalc
cruci al feori mwedtamerratbd in the wupgradati on
infrastructures, which in turn, benefits cc

services. No dbBbluedt, ritch)e dugsdiittey alKl odds i s
upgradetarngthen the distribution network.

The wutility is also investing in social L
(densely populated and predominantly inform
Gar bwl alhldd compangcunder buhl i pgop rel ati ons:s
i nvol Weammgd creating awareness. Via w@fofsering
met,erasnd investment in upgradation of infras
(ABC) . The huteivleidt ys ohmes saicucnédsasn n enc tciuarbsi ,n gr e d
|l osses and increasing recoveries. For instar
utility has successfully peddeepletddaeardtr i but i

i mproved yr gcadwerf ¢t ®ompE@& 3 enntGhous-MPraketd fGeeder
and reduced di st mpieb dtoinmwed deomdts espf o vend 3Bec o V¢
frompeéerld enOedbr ¢ antMadi na col ony.

Being a private company, they must have &
returns on investments, together with the r
payments from government entities, witt hwoul d
its invest ment sexppameki dfgem hamgr aadyi mg,er al | ne

Reduction in wutility |l osses via social L
foll owed -makohbeuwnt!| bstHesshawarg.i,s RHEIGQ.aiti ve
needs such projects not only from a wutilit
resilience of the city as wel/. Beyond restr

% Source: KElectric gaff.
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overdue investment in strengthenchgrandndpign

enhancement of techni cianhp rhownameonrdgsgpitaica tr layé I n
capacity and public investments in PESCO co
reliable electricity su@ppiacs atcot itvhiet iceosn soufme

Populationdense cities are huge sources of power demand. Not dodyg it
consumemore energy but emitting a similar proportion of carbon as well.& ldty large
cities are at the heart of the climate change discussion. So is the case of cosmopolitan city
Karachi; where electrical infrastructure needs to be developed in a way that supports
economic growth and high qualitf-life while also integratingnore sources of renewable
energy to mitigate climate change impact. A smart city is an answer for sustainable energy
management.

Energy efficiency and demasside management strategies represent an essential
component of the smart clig/energy matrixk-Electric is doing welbn this front. It has
institutionalsed energy conservation measures by setting up a separate Energy
Conservation department.-Electric is active in reducing its carbon footprint. That is,
reducing energy consumption in its op&as, converting its offices t@Green Buildingé
etc. Its Energy Conservation department is actively creating awareness among consumers
through various initiatives_ through a ddordoor campaign undedSarbulandd and
schools etc. But without supporbfn city authorities, it is impossible to have a meaningful
impact on a large scale.

I n Pakistani cities, urban devel opment pc
be integrated_ via improving teitec.enearsgydacrfd
Toronto. | 8cei !l arlby,n planning must include |
physical environment considering renewabl e
energy facilities and wurban desjgasicdande a

Perpignan (France) (Cited from Sugahara (20!
Besidestributed energy or | msadengerrigdy pr o
nfrastructure that caBRohetspvéemplroyeasgshem,

i
the globe have bgenof nnewr ateicrhnghot bgi es i n
(Gontar, 2018). The distributed generation |
rising (Table 14). DG offers one of the mos
energy transaintion in Pakis
Table 14
Net meteringLicenses
PESCO IESCO K-electric
No. of Capacity  No. of Capacity  No. of Capacity

Year Licenses KW Licenses KW Licenses KW

FY2018 2 37.56 114 1732.81 28 288.40

FY2019 10 96.60 377 3849.07 253 4270.21

FY2020 131 3200.84 863 9990.0 730 12240.0

Source:NEPRA State of Industry Report, 2020
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Power grids in Pakistaoyvyeirhugddasdbjeatet
many new chall enges, that is, uncertainty re
of renewabl e energy systems. I n dedAselmy popl
solutions to wurban energymingémmepsg.esbaspdt
emergence of distributed -BkretattcbPpnstiekl shartx
role to play in prepari mgnaaur rcdnty gBaiadsodfl mrg
course, this requires huge investments.

Pubic-private partnerships are an option to finance the necessary improvements.
Similarly, performancecontracting,and other concession agreements provide ways to
enhance investments without exerting an undue burden on consumer bills. Smatrt cities for
the future offer an opportunity for electricity utilities, all that is required is a progressive
mindset to make a jump. That, unfortunately, seems lackirtheinwo stateowned
companies under study here. But the wakgl&ctric has proceeded in the last feeays,
the company can set an example for others to follow.

CONCLUSI ON

In the study, we have explored urban res
Karatbhl amabdd Peshawar . Using available stat
estimated the wurban resilience index for tF
various operational (transmission and distri
commef(ceabvery rates) performance of a utili
examined. We find that none of the cities i:¢
ur bsani omMowever, the Feder al Capitati vel wsmab
more resilient as compared to Karachi (0. 12)

Modern cities require innovative procedu
sprawl, which we find missing in all the thr
none of the three ciwe esejiasctcl tols@rkhiygooalhie sTih:
cities are resilient enaudbBntitvenabencbudéet hi
rapudbsaniiemads to the expansion of slums/ inf
Pakistani cities creatingnissaosmses/ efhhcsermvcihmer
safety hazards and hinder reducing | osses ar
consumed.

Regarding our second hypothesi s, t hat ur
sl amabad and Peshaswatrh e alletahsotu grhe sPielgibearnwta rc iit
eject the null hypothesis and conclude that
rom the other two cities because of its
al amities becauwse,ofweraiksignogr esemanlce _ partly
el ationship bet ween t he feder al and prov
nstituti ohldbuggh ralclt utbree cities are suffe
prawl, its impact on Karachi began relative
o is its impact Ken eeltedtecr.i city utility, i . €

The magnitude of encroached electricit§rastructure, which resultantly becomes
a foremost reason for safety hazards, is more in Karachi as compared to Peshawar and
Islamabad. The population living in just one of the Karachi slums_ Orangi Town (2.4
million) is more than the total slum population Peshawar (1.5 million). Besides, the

wn S0 hS —
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challenges faced by -Electric, as gorivatised company are different from PESCO and
IESCO _ statowned companies. For instance, regarding seeking permission fiigtite

of wayb or for installing electricity pas, KElectric has to deal with several parallel
agenciesywhereast is relatively better and simple for both IESCO and PESCO. Although
PESCO pays for thé&ight of waydin certain cases, charges are more feEl&ctric™.

The impact of urban resilience is also r
utilities. | ESEOecsribetaprpd PBSEOKIin ter ms
distribution | osses, e x i ssthiendgd odhigsstdr ishuptpil ogyn
rlei abil it yEl édHodveesivpeort, & ilén glreesesi | i ent environmen:
at the top in terms of recovery rates, |ine
substantially. Such radical i mpEloevcetmmeinct, itsh
consumerSacrebnubpreiacdiect i s paying of fElsicgmiifci ca
is investing in the upgra%ation of infrastr.

No doubt it is the job of theciutydidavgl lt o e
t it needs support from t héhiddmicminsptarra tnigv et
ilities | ESEKIQctPrESCOvea nfdi nkd , | ESCO is worKki
tter governance systewariladusalasdmignetsst rdatda v:
quired. But this i-Bl eeatthriitcdne mauasgs e dwiatl h wPE BCG
eated due to tamperi ng amd he rPcErSaEDcemmednitic o f
e not gettiemgf cupeoment fagendiasvs. Among t hes
all engimgtfroc KWn account of external chall
In the | ast two decades, natural cal amit.@
l obalCi wahemi pgayi mporhantasbhgti@angackl| i
thseei r exposure to climate alnnd ldeisssa srteesri Iri
e
e

I

O o ~oTCcw

u
t
e
e
r
r
h

s, infrastructure, particul arly, el ect
rabl e to $Su woh luaabkaghniiorniatphied absence of re
opment is resulting in |l arge inyor mal s
ities (sometimes encroaching existing el
In Pakistani citiesurban expansion is near hazambne areas and built through
informal and unplanned settlements. For building sustainable and resilient cities requires
intensive policy coordination and investment choices. The government at every level
(Federal, Provineil and Local or Municipal) have an important role to petakingtimely
decisions to shape the future of city development and to create opportunities for all.

c o< O OO0
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A city economy depends on reliable electr
of terliexi ty systems is crucial for human welf
must have the capacity (sufficient investmen
of dangerous events_ in a timely amndmabstici
have the human and financi al capacity to re
ensuring reliable supplies to the rising urt

Buil ding a resilient power sector i s ct
i nfrastr uke toufr et iamedl yl apcer i odi ¢ mai ntenance of
because of | Alckkhowekbémentceeci sions seem r el

1 Though the exact amount is not shared by utilities, the inference is drawn from the informal discussion
with the management.

2Invest ments are all owear bT¥a rNEfPfRADd tne ramiMua ttiion . For
above NEPRA allowed | evel sl exBRRA aopfpfriocviaal si)s. required
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prissadti l|-Etec{Kic), it needs regulatory supp
of i nvesitenealty tari f Wheaad santiie/o6 mhadanpapnr orveasl osu. r
capacity apart from |l ack of finanaistatresou
owned company.

Above all, the compilation of city | evel
the resilience of energy companies. The rea
trends/ ri sks/ changes itrnlc¢citigsdymamadks.ngT
decisions in time.

Pakistani cities demand planning, i nnova
af fordable housing, standard education and |
a sustainabl e eapulratnimemtgr dwtblandge@mands an
infrastructure to cope with rising demand
popul ated cities |ike Karachi, a smart city
farhe future

On Novemb6ér NBEP€PRHOW2AMeddet ail ed desi gn and

plan of the Competitive Trading Bilateral Co
ti meline of 18 months for the preparation an
al | the fatfuore frtlhetsakbtée/ purchase of el ectri
parties. The wholesale mar ket model i's envi
NEPRA amended Act 2018, t he dtiwoe darstadii dturtii o
net i@amkd allae e required to be separate |licens:
retail compeA iltevoenl ipnl afyuitnugr ef.i el d f or al | u:
sector or the public sector, is essential toc

A financially viable sector and a reliabl
functi on. I n CTBCM, the distri buctrieodnivte o mpani
for future procurement of power. ®Bhianwell
sheets of-owaedrdi sstabati on companies (DI SCC
are financially unsound how the envisaged wh
Mor eover, the benefits of braasrgktedt -wsoehnpse tiift i o
mar ket power is concentrated either in the ¢

A stabl e mapaloiecciodhalsne ci, a l environment i s
mar ket to develop and functe omucdersd idfutamyns
not just electricity. The dismal state of ou

in th¥warepamtt that the current conditions ar
fuflfledged el ectrincti twr bmaanr keertv.i rAo nrneesnitl iies cr i
t

ransition and for its sustainable operatior
Thus, a sustainable framework must be de\
aced by Tthhdeswscootruri ng most hteopoweonseatbf
ensure the financial vi abiddhieteyl ionfgd poofwepro ws

a precursor to marketegevati opmeatendstr e st
arges are enoughofmantbeobudt absnabwbeki pasc
emod hurting the i ntwreedti sn goAo ffit dparswesnre cnhvaon ivs
required for the recovery ofacdeasasndreedgicme
sides, eme oéveal pprmagmatic strategy for toh

Wm0 — ~ =
® W > 5 w»w o

% The situation is not different in other cities.
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and repl acesmebnsti doyf weirtchssdi rect -aeduiairges eflo
the sustainable open market regi me.

It is equally important tloanmmiompg apmp rionatcet
achieve an adequate balance in the energy s\
forecasting demand, adding generation capac!|
systems, eif i¢ c@&rediclygi ngi ng ecmcssutrs ndgo vem,vi a mdc me
economic sustainability.

Finall vy, before the for mal i mpl ementati or
assessment study must be conducted, to ident

to suggest optiamaslusgd ali ntaibdres tfraansition to a
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REGULATORY FRAMEWORK IN ENERGY
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National Electric Power Regulatory
Authority (NEPRA)*

AF 1 MALI K

BACKGROUND

Hi storilealtrycity sector policymaking, red
al | undes ddret rSala.t eHowever, they | acked the
resources necessary to keep up with the grov

The goverhmeat prnepared a strategic pl ai

electricity sector. It unbundl es vertical!/l
generation, transmission, and distribution
gover nment invitedepgenataticapi $ @otwvtineemd t o a
generation resources. The establi shment of
introduce transparent and judicious econol
Pakistan was also part of this plan.

The Naté¢tomia¢ Ebdwer Regulatory Authority (
Section 3 of the Regulation of Generation, T
Act , 1997 (NEPRA Act No. XL 1997) to regul at

n Pakke6id8n.the NEPRA Act was amended to cr e
competitive electricity market.

Initially, NEPRA was established as an al
control from the government . HoWewoei ncifealr
Government s, it was an attached department
was |l inked with the governmentSitihlcuenegB O00Be N

NEPRAas wbreeear the Cabinet Division (Malik, 2

NEPRAt Ac

As in the NEPRA Act 1997, the aim behind
an independent regulatory body to i mprove th
services while protecting the inteualslty, of
and to promote competition and deregul ate |
exi sts.

* It was published itvaluations of Regulatory Authorities, Government Packages and Ppheikistan
Institute of Development Economics (PIDE), 2022.
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Box 1. Major regulatory obligations under NEPRA Act No. XL 1997

Grant of licenses, approval of power acquisition programs.

Determination of tariff, termand conditions and rates.

Prescription and enforcement of qualdftservice standards, approval of operating codes
investment standards; and

Industry structure/privatisation including the transition towards a competitive market W
feasible; and

1 Consumer rights and obligations_ complaint redressal.

= =a =4 =

Under t he Gacptol iNEFPRJAU I del i nes for power sc¢
costfective tariff strushar;e etxopnaennssi uorne oifn vgeesn

transminsdsridobns,t i on capacities in the |l ong run
and to ensure a reliable provision of electr]

However, the Regul ation of Generation, Tr
Power (Amendin&@ nhdas Ach¢r @@&sed its responsibi
regul ation of generati on, transmission and
connected therewith and incidental thereto,
certaifnecandveefregul ation of the electric pow
the | egal framework within which a competi't
sustain; and to manage conflict of interest
elceric power market s. Key amendments are r e|]

Besides, ensuring the elimination of ener

of envifrroinenrmednity r enewabl e electricity market
of NEPRA.

Box 2. NEPRA Mandate under Amended Ac

I'n addition to grant |icenses and tariff

=

Specification of procedures & standards for registration of persons providing electric power ser]
Advisay to the Federal Government in the formulation of electricity plan, policy, and public sq
projects.
Specification and enforcement of performance standards for generation companies and (
licensed or registered under the Act.
Specification of proedures & standards for investment programs by generation companies
persons licensed or registered under the Act.

Specification of accounting standards and establish a uniform system of account by gen
companies and persons licensed or registeneder the Act.

Ensuring efficient tariff structures and market design for sufficient liquidity in the markets.
Specifying fees.

Review of its own decisions.

Settle dispute between licenses in accordance with the specified procedure.

Issue guidelines and epating procedure to promote market development, including tradin
accordance with national electricity plan and policy.

Review of organisational affairs of generation companies and persons licensed or registered
the Act for efficient supply of séces.

Encourage uniform industry standards and code of conduct for generation companies and ¢
licensed or registered under the Act for efficient supply of services; and

Submit report on the activities of generation companies and persons licensgistared under the
Act to the Federal Government.

== == =N

= =a =4 =4 -8 —a =

=

=
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I n short, under t6&hepaolmecnyd egdu iadcetl,i rMNeEsP RrAe v o |
a |l egal basis for moving to a competitive me

Purpose of Evalwuati on

The purpose ofteohisvieoew!l ulaei opeiati onal S
and effectiveness of the National El ectric
identify flaws in the current regulatory inf

Met hodol ogy

To evaluatye efdgeurltatveness in NEPRA, a cas.
The data is collected from interviews (inte
sector experts, and government officials.

Besi des, the evaluati on NELIRAe Anomat e Rempada
State of Industry Reports, and other publ i st

Li mitatTihoen eval uati on relies only on i n-

qguantitative) gathered from inf orrcneasl; i nt e

no perception survey is conducted.

Audi ence

Aut hori tp/olaincdy atralkeetr e pri mary audiences f
both can influence the design of the regul at

Scope of Evaluation
The evaluati on covdeerrs tthhree es unbajienc th emaadtitnegrs

Or gsnii onal Structure and Regul atory Framewo
fWhat i s sathieomalgasnntiructure at NEPRA? How
functions and make its decisions?
fwhat is the status of its policies, str a
framework) involved in the grant of [|ice
in the making of rul es, regul ations, st :
fl aws execution? To what extent its rule

devel opment and competition?

Regul atory Governance

fDoes NEPRA Act facilitates an effective
fTo what extent does NEPRAmMpet @miciesh iint €
and accountability while performing its

Ef fectiveness of Regulatory FrameworKk

TWhat is the 1impact of the regulatory frr
out comes?
fDid NEPRA achieve its objectives as in N
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Structure of Evaluation
Findingshis evaluation are developed afte

review of available document s.
Recommendat itchres eval uation identify speci
revised for improved outcomes.

ORGANI SATIONAL STRUCTURE AND
REGULATORY FRAMEWORK

What is sahieomalgasiructure at NEPRA? How
functions and make its decisions?

Findings
NEPRA giusajsiadi ci alt itmongme@gul ate the power se

i ncludi nlgi cigsnssdeéstngr mi ni ng tari ffs, monitorin
standards and quality of services as wel/|l a
i ssue |icenses fioogn,geard adi ®thr i hutainem; sand
the ACT in 2018, i ssuing |icenses for an e
operator, and a mar ket trader is the mandat e
Box 3. Experience/ Qualific
1997, Ase¢ction 3 (3) states th
professional of known integrity
rel ated experience i n | aw, bus
economics, or the powegrd)i rsd uasttersy
shall be a professional of known
years of related experience in |
economi cs, or the power busi ness
2018 AmendRadqtBiarstaates that th
known for his integrity and emin
years in any relevant field inc
accounting, or economicsserefees
Same rule is applicable to four

Sectioof 3t dee¥Acntgsv e threi ngofs tihuechtdurri€thye
Aut hocrointsyi sts of a chairman to be appointed

me mber s, one from each province, to be app
considering the recommendations of the respe
3(2) tshtaatt etGhhea i fintaen s hal | be appointed from :
year, by rotation.

At present, the chairman and three membe
directly/ indirectly in the power seathsr. Me
backs, and he was from the civil s&@heice of
neMember Punjab is yet to be appointed.
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I n the new Act, the experience in the pov
selection of thebehai(Bar 8hd Wwbuchméem a po:
of the amendment is apparently to make the
chall enges in the power sector.

In temmgsabional, sNEBRAuliese designed with
deparcmenespondaaly basic function of the reg
1997, it haendgtsagi f f, consumer af fairs & con
enforcement . Then there is the 1l egal depar
coordiammd i ompl ement ati on depart ment, financ
(devel opment and managementme rdteipamnrd dnedd psa rt tom
There are specific roles and responsibiliti
signi fi ciasnte wihdaenngsetii ro niatls sdamrguartiure in the |
to support the development of a competitive

The key chall enge |liarrd&b s nlkicadisen vsaeti wp si

Thoughtat hBEPRA claim that good communicati o
staff members when r extuiiamreal tppr iroersiptoneds .t oBud
anaglnyg N&EPRAtended objectives in NEPRA Act 1
regrmag dimar ket devel opment , competi gmitam,n.ellitmi
could be becaudeparft medtaxlk odmmuwuniedat i on; mo
t afxkleace at the managalti dbephevembenamoOYSAhD| vRE

As per Section 5 (1), the Authority has p
proceedings wunder regul ations made under th
Aut hotro t geci de must have three members to
Aut homaiyt ylel egate its powers to the Chairman
a special tribunal addstanhyted undemposvectsi @
functions or duties deaeadimdkiilmgso by . atblpweuand
various departimemphtenonkegupredi de

NEPRA has become i nsrde aoivreglby rmrermnéd nge raturt &
routine matters which otherwise could have b
increas¢edryegekti ngs on every matter, which
thgueal ity.

Due process of consultations with all st
public hearings, is foll owed. Howetved ,t 0t i ¢
gener al consumers is relatively smal/l

NEPRA is statutoril yhuamampmowerstothatceisesnhaonca
empl oyees, consul tants, experts, adviser s,
regul ator deems fwint .a Theeg uAcrte meelnsto olfa ypsr edsoc r i
through statutory regulations. The authorit:
competent working at the authority. I nternat
| GCEP, CTBCM, swhepéelinggamd, etc. (NBPRA Annu

The serious constraint identified in all
experts, is the |l ack of competent staff with
The view att itohheeiydrafeeinmid sui t abte/ qualified

% Despite repeated attempts, the information on number of professional staff, that is, number of
economists, engineers, téispecialists, lawyers etc. is not shared by NEPRA.
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As a result, there is an inadequacy in er
preparation to par tmackiipnagt ea nidn cnoant nmuonni agl u ®& eccoins

sector chall engeas. dfeboawe alnl ,prtetpearred n@g t he
required for the establishment and developm
noted that NEPRA, being aware of the need t
takin steps

Theoreticaflflgggt itvoe, beNEPRA as a regul ator
regulatory standards, regulatory guides, an
staff. This suite of documentation not only
regularly eaddupdatedneaed. But it is reveal e
the shedigpetat NEPRA is no dsftfioment( efsrpemi atl b
public sector). Most of the trainings are a
Pakistan differ from other countries. The r
the officials at theermnuemoe.d tWi talm et il martnh ey
managed most of the issues, for instance, ir

I'n the amended Actl edSeelct ptroant NIEONPAR Apnraouvt i hdoer si
of ficers, and employees forta hbee rd carce iiom sp urr
of this Act or any rules or regul ations ma
carrying out their functions, in particular
courts. As reported in NEPRAt Agatuiad nsReproe t |
di fferent courts on June 06, 2020, i n which
NEPRA i s mAdei ganipfhr¢gnt number of pending ca
a sound | egal team atexNERRA;. al so pointed ol

Regardi ngf NERRAI al t R&ewstoluGacpegsyoves the ant
budget of NEPRA to ensure effective monitor

receipt/spending items. I n pursuance of sect
of annual accounts of NEPRAal sotaPakedtant B
an external audit of NEPRA accounteputsedl so
chartered accountant firm. This initiative ¢k

bountthbyActdo so.

The initialPRAnNndasygprodviNEed t hrough a gr
Government amounting to Rs 100.5 million.
its expenses from |icensing fees on a <col
applications, et c. Atf egr @ senitt,s amaj amn usalur |
NEPRA coll ects annual |l icense fees under th
Rul es, 2002 computed/indexed with the most
published every month by tPiBeS)P a(kNEPtRaAn ABunrues
Report, 2020) .

Under tot al admi ni strative expeerrstessn,t sal a
8@erc¢ceant he | awshterfehaese bydges; all ocated for tr.
remai merdodnt ess ofr attotveel eaxdoneinnsiesst ( Tabl e 1) .

®The chmi menmamage in the NEPRAMAmMtniuans Remploirme 2t0rl&®i ni 1
di fferent subjects were developed for the eimmplleeayees to
Massachusetts Institute of Technology (MIT) and Floren
building of NEPRA employees.
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Tabl e 1

NEPRA I ncome and Expenditure Account
Fee Ot he Administ Finalil Sur pl
Yea I nco I nco Expense Cost Tax after
201 918. 36. 2 815. 1 4.1 38. 97. 8
201 1026 29. 14 935. 6 4.0 43. 72. 4
201 1163 34. 8 1013.5 3.9553. 127.
201 1264 69. 8 1047.1 3.9 114 168.
202 1405 115. 1157. 2 3.7 123 235.

SourNEeP:RA Annual Financial. Statements (Various Years)

Via section 12 of the Finance Awutrp20%2, |

funds, fines, and penalties with the Federa
of Pakistan. As evident from its financi al
surplus funds since 2011 (Table 2).

Al t hough, NEPRA <cl| af mscttihmmg itthd sf iirmanmrcadta
management . In the future, the amendment m
resource standards, I T standards, I T systems

consultations with ssakebhopldessess @tso Baiss e
high fee collected by NEPRA, as suggested b
and Qawi, 2014) .

Tabl e 2

NEPRA Surplus Transferred to Feder al Con
Yea 201201201201 201 201 201201201202

30C40C i 93.169 150 157 67.110 45.
SourNEeP:RA Annual Financial. Statements (Various Years)
In the | T department, some positive deve
2011%. The departiment c@svcerved ntdensgs geopeir r on mer
and Open Electricity Data concept in NEPRA.
devel ope@.0,!| n st0iddngiafi files and records st
avail abl e i n t hientShanreePos et veECM Besi des, t
management system was | aunched for the gene
functional sloiomensSiimg liag layl, s® on the cards.
What is the status of itespdltihaites,s sterga
framework) involved in the grant of 1licer
the making of rules, regulations, standar

in execution? To what exteningtsesmarkdtes/
devel opment and competition?
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Findings

To be effective, NEPRA needs to have |
determining tariffs, monitoring, review an
including the withdsaawalhsbdi Wpt dei buoadetr hd
of the 1997 Act, NEPRZA ghid sgtup odeed d rnietse d croule
oversee the power sector. Processes are de
Framework (Figure 1).

However, after the amemdngeuritatiimnzQ 1l &,ndn es\
of standards are required. As per the amend

electricity supply by 2023, which requires
competitive mar ketoped emwixXhx3.d to be devel

Section 50(1) of the NEPRA Act requires
notified before 2018 to be brought in |ine
from the date of coming into effgicon,ofande
Distribution of Electric Power (Amendment) A
but the requisites are not satni opnl aocfe.alTlh etrlee
regul ations/ guidelines required for the mar

l'ts | attleRepd2AUuR2IO0LY® websites, and inquiry
t hat mo s t of the new rul es/ regul ations are

NEPRA Licensing (Application, Modi ficati on,
Regul 2t0i2dn s,

Further, NEPRA has approved a Competitiyv
Mo d e | (CTBCM) on 5 December 2019, whi ch wa:
the passage of the amended NEPRA Act. Secti
Federal e@avdaronmevel op "an efficient and | i
with any matter on development, reform, i mp
sector. I t &jsolt hteo eresgwrleattolrat the CTBCM Mc
amended NEPRA Act . But the irony is CTBCM w
on behalf of NEPRA.

It i s pertinent to memda i NBARRATr ét accotrl
prerogati ve oovfe rtrmnee rFrte dtear anhakge r ul e s ; aut hor
or ask of it But the government mu s t con
Government s. Whil e NEPRA has powers to for
codes, gui delines,oncsi rxzul are, necesivariyfi ta
purposes of the NEPRA Alcat .( 59ur tthheer , Auitth oirsi
perform its functions under the national el
del ay, has been annouec2@2iln The pretewmsetk
ti mely response as rul es, regul ations, an
However, it isat @b hcya ptahcei t yo rtghaanti 6rceagnu leantsaurr ye
deci sions and requirememdcst amanmernt. i Mhe ftun
constraint highlightleadc ki mft haebid\valyu atti ONE PiR
its functions ith aastéemabeor amaedhefrurt her bel
the existing regulatory framewor k.
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Fi.b . Regul &tamgwor k at NEPRA

NEPRA Rules

NEPRA Regulations

Guidelines/ Codes

* Licensing Distribution Rules, 1999

e Tariff Standards & Procedure Rules, 1998

* Fees Rules, 2002

* Fines Rules, 2002

e Licensing (Generation) Rules, 2000

* Performance Standards (Transmission) Rules, 2005

* Performance Standards (distribution) Rules, 2005

* Performance Standards (Generation) Rules, 2009

* Uniform System of Accounts Rules, 2009

* Compalint Handling and Dispute & Disput Resolution (procedure)
Rules, 2015

* Market Operator Registration Standards and Procedure Rules, 2015

¢ Competitive Bidding Tariff (Approval Procedure) Regulations, 2017
¢ Import of Electric Power Regulations, 2017
Wheeling of Electric Power Regulations, 2016
¢ Distributed Generation and Net Metering Regulations, 2015
« Interconnection for Renewable Generation Facilities Regulations, 2015
* Supply of Electric Power Regulations, 2015
* Upfront Tariff (Approval & Procedure) Regulations, 2011
¢ Review Procedure Regulations, 2009
 Interim Power Procurement (Procedure & Standards) Regulations,
2005
¢ Resolution of Disputes between Independent Power Producers and
other Licensees
Regulations, 2003
* Fees Pertaining to Tariff Standards & Procedure Regulations, 2002
e Licensing Application & Modificatin procedure regulations, 1999

* Guidelines to Lay Down the Methodology & Process for Determination
of Revenue
Requirement and UOSC for Transmission Licensee

 Selection of Engineering, Procurement and Construction Contractor by
Independent Power
Producers) Guidelines, 2017

* Sale of Electric Power by Renewable Energy Compnies, Guidelines,
2015

*SOPs for Eamination & Provision of Copies of Documents, 2015

* Guidelines foe Determination of Consumer End Tariff Methodology
and Process, 2015

* Commercial Code 2015 of CPPA-G

* Consumer Service Manual, 2010

* Grid Code, 2005

 Distribution Code, 2005

o Eligibility Criteria for consumers of distribution companies, 2003

(aGrant of

Li

censes

Licensimpme of the principal acti

generation,

is performing

Procedure)

R

transmi ssi on, and distri

egul ations, 1999; NEPRA
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Licensing (Distribution) Rules, 1999. As per
is an instrumenternmtsred; tan aild otw umaearktett o che
capacity more than required; fuel mi x; to e
to execute the project; and the financial vi

The procedure for abbmitthggl aneappbishatr
n the NEPRA |l egal framedlierels., Theaaes rfwlres ss
enewal , revocationfbazmodunt s mgnpirarct iciece mna
f i nformation, sfoilnueesi oaan do fp edn aslptuiteess,, raend s ¢
pecified period in which NEPRA Tuestprappea 0o e
nvolves a public hearing.

The process is cumbersome in terms of th
i nvol wmed he f i nanlosxcthesceiss i(oans. ilsn o b ¥ ofoiursalf r om
decisions), the time taken in making the fi
the rules.inFobheioasanock,generati on tloiokenses
more than a year in some cases against the f

There are provisions to force companies t
or contractual wviolation, though, as with p¢
sel dom applied.

I'n the generation |licensing decision, t h
execute the project, financi al and technica
focus to check the capadihteyifgatedqius rekde ogo v e wi
that decides about the projects; the job of
i ssue |icenses. Of ficial ssawdi INNEDARA tcyo nopfl ati n
electricity plan to guide them.

Mar ket gadntartyorrye framewor k has remained we.

- n o = —

the I imited role of NEPRA in Power Pur chase
of fered to new entrants in the generation
generation tompgnites NECPRMA regul ati on, whi ch
approval of a progestt @ores ibdaesreadt i om sl e smsetw ¢
justified in filling the demand and supply
and approvtal aotf, thwet ciotn deter mines the gene
power plant, and the PPA must foll ow.

NEPRA competitive bidding tariffs (appr
notified in 2008, amended in 2014,ac20ilc7e,. an
The absence of competitive bi-tdrdda mgp afremt t
procurement processes has always raised se€
corruption. The guarantee clauses in power
have mwmly restrained the dispatching effici
and the government with hefty |iabilities.

Section 3(b))c o GidnkgPRAt i on) Rul es, 2000, |
additional terms and conditions for the good
that tod@y pPaleir s sf@ceoatpaarc idtsy itm agp .

The details of all cat®dgounderofektittcensetsd
16, 17, 19, and 20 of the NEPRA Act wup to J
l icense categories established under the ame
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Fi.a.Licenses

i Ths &ed Gautnedgear i e s

Generation
Hydro (34)
Nuclesr (5)
GENCOs (4)
IPPs (53)
K-Electric (1)

Wind/ Solar/
Bagasse/ biomass
(129)

SPPs (17)
CPPs (79)

Net-metering
(3334)

Others (31)

Transmission
NTDC (1)
K-Electric (1)
Private (3)

Distribution
DISCOs (10)
K-Electric (1)
SPPs (9)
CPPs (1)

Fi.g . New | icense

Categories in t

he

Generation: to be diécensed after 2023

Transmission:

National Grid Company; Provincial Grid Company

Distribution:
DISCOs

Market Operator:
Existing CPPAG

System Operator: Envisaged to be National Power Control
Centre (NPCC)

Electricity Supplier: Existing DISCOs & Other Companies

Elecriciy Trader: Existing IPPs & Other Companies
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For distributediNgenenatlti &EheCcbG) ¢ tPPbhever Re
(Alternative & Renewable Energy) Disaributed
(2015) specidryndgdtei nqultelsedeorgener ators to th
responsible for determining whether distrib
utility.

As reported in a research report by Bacon
faced pgrectbtlienngs t hrough the various initial S
solar, the number of Letters of Intent (LOI)
greater than the |l and available andlthe int
only those private participants who have | in
and allocation and have moved on to the stag

Another issue is the delayrom NEDEI ngnddarmr

the influence ohfhl yNMdD@E knd rsd ntthhea ma@BtDowadg s
(sometimes more than a -geane¢cttioon osmmedy, oint
depart ment (responsible @felkayheed @@rco.NnnNnEl o U@
utilities are required to connect didstri but ¢
period, this gets delayed generally.
Licensing for trankimtessiomg awas dnetrabuttk
because of etes®niBytedwimah kt he i mpl ementatio
participation in transmission and energy s

-

equirements.

In the view of NEPRA officials, the exist
i mmedi ame befothe experts had a different vi
licensing is in practice, the delay issue Wwc

(bfJari ff Determination

NEPRA determines electricity tariff, keej
efficiency and service quality according to
Rules, 1998. Under Section 7 (3) of the NEPR
the power to determine tariff rates/ charges

electric power services by generation, trans:s
NEPRA Tariff Standards and Procedure Rul e
anmparameters for setting tariffs. Any licens

may file a petition with the NEPRA by submi:i
fee as may be determined by thédeAptrrocreistsy.i ¢
foll owed as el aborated in Figure 4.

Tariff determined by NEPRA is forwarded t
Section 31(4) of the NEPRA Act for notificat

NEPRA Act, 1997 that the Feder al Government
reference to the determination/ decision of
15 days shall decide upon the matter and i nt
in the official gazette. As perottihoen rfuolre sg
recal cul ation; and ten days to file a revie\y
%For the first time in 2015, a license was granted

Page [L28



on,

Not i

NEPRA CO holds Public

recelvesa Registrar If satisfied, Authority Authority mectings cearing, Draft

petition ascertains *‘flj“)b";‘{“ decides If admitted, (5;‘)’3‘:;‘}*: . petitioner, CO prepare <1§:.\7:‘|‘23u Dr:m‘e(.m

from the nef Attt whether to acase v “Fd and submits invites d by logal Fies 1

company | | petitionss | | Autority || SAoiTC officer | | anddecides || CICRT || pubticto | | determinati | | bylegal || notfies the

with their oo i petition for (CO)is on the d the comments hodtre Sl "‘“T‘“ ‘]‘°

e according admission [ assined recommen Authority e Authority's Signed by official

SR to NEPRA within 14 . ations of eny subrission instruction Authority gazette
rement rules days the CO. o s and issucd

s period companies

« Capacity Charges
* Energy Charges

* Use of System Charges (fixed cost) determined annually
* Pool generation cost (fixed and variable cost) transfer pricing mechanism for DISCOs
including K-Electric (KE) to the extent of 650 MW (Power Purchase Charge for DISCOs

« Distribution Margin

* Power Purchase Price (PPP) charged to DISCOs under the transfer price methodology for
approval by NEPRA for recovery of pool generation costs charged to DISCOs by NTDC /
CPPA

*T &D losses
* Prior Year Adjustments

for

Bef oraemetnhdeme nt

each

NEPRA was

me ant

tar

Dur i
i ffs

ng

charged

for

t o

t he

n

NEPRA ACT,

fi

NeEnPdR At areit fefr sm
di stribution Ccoonmspuanmegr t &t SICIRAshed epn

recover?t hlen cdoescti doifn g hteh en

el ectr

Page [L29

i c

t hea ster atnoswatridosn saphhe o i u b f

ty

tbepboamer

purchased

WAP DA
by

t he

con
d



sale pricensiNEPRA the annual revenue require
al | the costs involved. The main factors in
purcha%e nperti cdd st i b wtainemi mar gwinn and di stribu
privar adji%st ments

The tariff so determined was different f

characteristics: the difference in annual r
used to make its wvalwuation of caowdr agna geaelve
price of each DI SCO, set tariffs for differ
each DI SCO, and send its recommendati on to

Di vision).
The government of PakistamtnebinSiuenédérticatfi

the same across all DI SGCOsd WUawiall yf othea mpai
category among all DI SCOs was adopted for app

However, in the Amendecétgectmi Nn20OBR8 UnNnNEBRM
di stributwbol lyaeaedseestroll ed by a common s
their consolidated account s. I n the amended

takent fe od&Etl iecrnali ci eyePmi hey modidfy or revi
and terms and conditions for the provision ¢

To sumheptariff structure in Pakistan is
speci friuen Ilmangi nal cost budchisews emolaist amal na
economic objectives.

Apart from monthly fuel price adjustment
adjustments in the determined tarréddgul aotforDyl S
failure, as it i stmade when aDll 9Wesl cémengy
guarterly adjustment. Il nstead of regul ati ng
consumer s.

Besi des, over the years, the determinat.

del ays; and thengeguluadBmx)t . 4comsttl{é owener ati o
BOOT tariff was appli paaymenthefBOO mpegicmat
firslth 1y0ear sl1.8 Tpheer cES t returns on equity wi/f

substanti al aksstamicurupdes nc®used huge cap
hi gher outages were all owed; hi gher capital
price higher (Sohail, 2014) .

of NTDC. Unt il 2000, a uni fotrm bwtlikont acd mpanwaess cfhoarr gte
electricity. In 2001, a new pricing methodol ogy was es!
retain a margin that reflects its cash dkpenssespordebhn

cash expenses).

%t includes generation and transmission costs of the power that a DISCO has projected to purchase.

9t is the difference between gross margin and other income of DISCO. Gross margin includes operation
and maintenance (C\&) costs, depreciation and returns on the asset base of DISCO. While other income refers
to remuneration of deferred credit, meter and rental income, late payment surcharge, profit on bank deposit, sale
of scrap, income from neutility operations and comission on PTV fees and miscellaneous incomes.

1001t js the gap between the projected and the actual cost in the previous year which is built into tariffs
for that year. This adjustment is for the difference between the projected and actual electricitynehsed
by DISCOs; the difference between the projected and actual distribution margins; the difference between actual
and notified previous year adjustment; the difference between projected and actual other income; and the
difference between the prejed and actual consumption mix.
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Box 4. Tari ff Anomal i es

1 Actual heat rate/efficiency of GENCOs plant are more than NEPRA detern
heat rate. The additional heat rate consumed per unit produced is not covg
any tariff.

1 Increased pay and allowances due to the hiring of employees in GENCOs, |
and DISCOSeyond NEPRA determined manpower cost, and is not covers
any tariff (generation, transmission, and DISCOs).

1 NTDC tariff is set on 2.%ercenttransmission losses whereas actual losses
much higher. As a result, the cost relating to excess transmisss is not being
recovered from any tariff which ultimately adds to the circular debt.

1 Late payment surcharges paid by CP8Ao the IPPs resulting from the inabilit
of the DISCOs to pay for the power cost in a timely manner is also not co
in anyof the tariff setting mechanisms.

M DISCOs network loss is more than NEPRA determined T&D loss which ra
from 0.5 percentto 11 percentamong efficient performing DISCO to worg
performing DISCO. The cost pertaining to excess loss of and above the Ni
determined loss level is not being recovered from any tariff; is added to cir
debt.

1 Poor revenue collection by the DISCOs due to which liabilities of power sq
towards power cost is not being paid and this poor revenue collection is al
to thecircular debt as wells as load shedding.

1 Prolonged stays on fuel price adjustments granted by the Courts and imp
court decisions that delayed payments to DISCOs.

I't would be unfair to attribute all i ssue
sde of Il i censee or Wecagseeonhmerrtgal ntcdrav é
political considerations. But still, it i s
responsibility and |l ead reform ielithes anda,

solutions.

To give the crediestwhbftaers htehda sf idruet, tNIEMR Al
a CPlbaseldedMul Tari ff (MYT) regulatory framew
a framework of MYT for KES®tfon ¢$gveernyéeass
prissaton). Later, the same tariff regi me wi
GEPCO, anticipatiog. their privati

(cBerformance Standards and Enforcement

According to section 7(2) clause ¢ and
1997), the authority is obliged to prescridt

MIAs per the NEPRA-20nnuale Remgauritatdd19 s presently faf

cases pending before various courts. Some of the i mpor
DI SCOs¢l usion of "surcharges" in fcheas'i fehaduiuloem ofegqlearsit
Federal Government, Fuel Adjustment-s@khddgeyg, Recovery
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transmission, and distribution companies fo
St anrdds under NEPRA Act 1997 for distributi

put in place, although after a | ong and de
new performance standards for generati on,
suppl yel eacntdr i ci ty trader ar e in t he maki n
environment al standards; al |l the generati o
are required to maintain environment al st an
Environment akenPyotection Ag

On papers, the regulatory f A meAdolr kt hfeor
companies (generation, transmission, and di
standards for quality, supply, and dommerci a

a fine or peond&letrw.i cEorenffowalcietmgnt regul ated
report wvarious i ndi caltmtrer, Dusputcithd wans I1Snydse xe m( S\
System IAneerafgepguency | ndex (SAlcBlv)er yv olatt ®ge

and transmission & distribution | osses. The:
upl oaded on its website.

But , in general, the enforcement mechani
are rarely applied (asuia$ €%ipoeanss of rotnheMEP
consistent approach to apply a penalty if t
there is no evidence of recovery of these fi

NEPRSA rol e is |limited to sending @&n advi s
pearfmance. But the authority itself is wunabl

(dGonsumer Affairs and Compl aint

The Consumer Affairs Division (CAD) is e
of consumers who can approach NEPRA under NI
Resolution (Procedure) Rul es, 2015 read wit
Licenseachowmfbrany provision of tHhda ckentseqgqr a
or instructions made or issued thereunder.
facilitate consumers for the speedy redresse

As reported i neNEPtRA, AnhealcoRpl aints ar
excessive and detection billing, delay in t
defective meters, l ow voltage prebkéemt atg
electricity billts,ofdedamagiend rterpalnascfeommemer s,
sheddi ng, etc. As the reported data reveale
percent of complaints were resolved. Any inf

toount eNEFRA lkenk a i

1020]d rules are applicable as long as the new ones aresfidaind announced.

103 1n 201920, fines were imposed on DISCOs on account of violations of Performance Standards,
Distribution Code, and other applicable documents as well as occurrence of fatal accidents. Similarly, a fine of
Rs. 50 million was imposed df+-Electric on account of 19 fatal accidents that occurred in Karachi as a result of
heavy rainfall during the months of July and August 2019.
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(eQompetitive Mar ket Development
The driving force behind the Amended NEPF

new challenges involved in creating a compet
mandated in the previioas ®Acwatdssmooodompéehiett
it is possible. ubhappéortunately, it didn
The Amendment creates a | egal basis for t
mar ket to smooth fthoempterta nt dDsviei oneet rkBest a g 8 § @
new stakeholders (units) wer e introduced,

comprehensive framework by the regulator to
refor ms.

Besi des, under the NEPRA amended Act, t !
i swire or distdamdatndaanr mretqwoirrked t o be sepa
which traditionally were covered in a sing
al so provides for a gradual cessation of

companies after 2023 a@aptai ¢o® mp dwa ro Rixaimip$ i
a |license.

Under the amended act, the regul ator has
enforce the competitive market. However, thi
developing a competitbyelebettgucideyi maskénbD
jure regulatory performance. The successful
requires de facto regulatory performance, w
not only at NEPRA but Ceetntrtrilaé Power - Piuvic $ia
Guarant e®) ,( CPPPPAB, and all other related inst
procurement rul es, new software at each enti

handl e mar ket forcebaswhc lod b maeiedpll sygtnrgihceiit vy t
consumer s.

The USAI D Report (2019) Iy sexpgerstts ftiat w
departments at NEPRA are not yet ready for t

of di fferent tcompeeélsstrveendgdhrsiyeaknesés es . NE
experhi sepeo#agsimndil at er al contracts and sp
present.

So far, the plus point is, to facilitate
(Wheeling of EegaoatatcorPsowen) 2R16. Under
generation companies connected to the tranrn
those who intend to be connected to these
the transmission net wmnrek wofr kT DG drl SAEiOst rtio
Power Consumer s. This is the first step co
mar ¥et

4Bul k Power Consuméewhse ewainntgebdionfd eR opwiehrs u &Vheel i ng Regi
hurdles atredbky nBoweralBi vosppobpaot & CPBASCOs,
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REGULATORY GOVERNANCE

Autonomy
Expertise Accountability
—— Regulatory _—
Governance
Clarity of S
Roles & Transparency
Objectives
Credibility
Dodshe NAEAFHFRAI I i tates effective governance
extceonds NBRRADI i sh i ts i ndepemadnge,counmmadti é
while performing its duties?

Findings

(aRegul atory Aut onomy

I'n the | aw, NEPRA needs to be provided
determine tariffs;aspeassdgsstiamaeiar dsmplremwe et
processes. To be effect i vien d eNEePiRIA¢ msteh oiun fdl ben

of power sector companies, which it regul at e
t he Mi ni stry ofi vEseogy wPRowers Bffectually
generation companies (GENCOs), National Tr an

and swae¢ee@d distribution companies (DI SCOs).
By the provisions of the Astt,i oNERRAeirs td
Cabinet Division according to rule Schedul e
the Divisions. I n the past, some efforts wer
amended Act 2018 was in the makohgkneéeogpri om
better coordinati on, but it was resisted.
However, amendments in the | aw, where hayv
al so have compromised regulatory independen
14A (5), it is tmanglar foarymfiotrs NfEePRWAI at ory dut
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government of Pakistan electricity policy a

wi || be i mplementedrebubwhbborerariubaes moukefoanl
government .
The oaruitthy i s & ngpsouvee rseucc ht adi recti ves, codes

notifications as are necessary to carry out
regul ations oMadéd hefewedere. to rules or regu
wasmpowered (under Section 12D) to make or r

Act, it issd d&rtnebcyo namnuetnhdo rriul es, or ©Odhmakemagr r
i mpact the regulatory autonomy of NEPRA in c

Theesuand regul ations provide processes a
|l icenses, and monpéerfrortrancceo. mplafnyt he rul es
NEPRA to obtain all necessary information,

olkjctively based purely on techbniadbdll idogngioden
objective assessments could be affected (US/

NEPRA is not autonomous in matters of t a
exercise consitder Abt bBoaoghttberevies no for mal
the ministry &GdecieweasgoMNE®RKRAI si ons, i . e..,
subject to Ministry approval. The regul ator
which are trhet iMiineidsthlry . Mor eover, t he Minis
reconsider its determined tariffs or charges

Additionally, in reoacaemtengeat spn prRoOjte ctud
Pakistan Economic Corridor (CPEC), the gover
NEPRA deter mi nes. Undue interference and ir
independent functioniogsuméi shand puoduaderl .
of electricity restructuring in Argentina atr
performance of their independent regul ators

Besi des, under section 31 (3&)peffohm @&amMms
functions have been reduced if not curtail
auni ftoarrmm f f f or-oavihledg ®V SCOmemdtased on their ¢
account s. Di fferentiated tari fufaste daruet,i |hdwe\s
(currentHlyeconrliyc)K Thi s wil | create difficul
managerial performance of DI SCOs based on ot

pensalt hem.
For effective moni toseéengi aolf tBeEl aSECcOSfoinmpi atn

performance, chall enges, and i ssues are comy
| SCOs financi al account s are consolidated,
camoufl aged, thus, creatbtegeadaichf companpnyf ondHm

On the other si de, NEPRA is given mor e
standards, rul es, et c. Section 27(A) al |l owe
violating this Act, dri ceemyd aranldes,r rtehgeu lAetti.o i,
empowered to appoint investigating officers
violate the Act. The power to conduct the i
The authority had to rerquetshert hagemdiiecs,t dN
required investigations. This change wil/| h €

to enforcement more effectively.
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But again, evéndtekhosgh nNERRA | egally binc

no religblid perealdi stribution or generation
standarpgsactice. | n ot hemrakwonrgd sa,u ttohneo nidye ifsa cnit
than de jure.

To enforce its integrity, NEPRA does sen
(®wer Division) from tdtmeon ooft ianeaifloabled feen
and for i mproving efficiency in the distri
advisories are generally ignored.

Financially, NEPRA ibBeipdepentdendet ERRAe
and allocation of bwnedgagthloluimbgymg arditssag n,t hien

budget comes directly from the Ggofandmagtib
established by | aw (NEPRA cAdits)éfi ahegse,si, st d.ak e

prescribed by it from time to time and appr
there is no chamnmrel iotfi cdanly dapftl wreence or

The success or failure of powtr ofsether
competitive market, depends upon the effect]|
As discussed above, NEPRA has its funds, th
or ot heswitdhemut iElvien i f t her ee irsi gshutr ptlou sy s et hte

pursue their stated objective.

As di scu®OsganiiSanthet ure of NEPRA, througl
Finance Act 2012, NEPRA is required to depo
with the Federal FCéhsofi dhteGoFendment of F
a regulator, is performing policy function
independent from the influence of mi ni strie
considerations. NEPRAUsSgitwi ndheupeidies al Con
asking the government to make up for shortf
it vul nerabl e t o political and bureaucr ¢
independence.

Regarding | eaderAhwags aaidtoamlmimys h &dE PRhr ough
power to allocate its budget &uti omad md rpcw
and rul es. According toGthealEPRAI Act cOompe
chairman and four members, is selected by t1l
by the provi ncesnewhree gl ®&tcdari omr a member of
t hus aff edt icagp alNIRIRvAeted yn manhiem

( bRegul atory Expertise

Adequate human capital resources -are ess
making. The personal gualification of a reg
maki ng. Under secti onenB(nd)s, htalvee ebxepeenr ireendcuec
association with the power sector i s made

procesfsavmaiypl uati ngéGarmraipmadi Vidaoaels and adequ:
based on his/ her perfloemginit eofansgemwitce.nl Yhio
enabled a selection process based on techni
amendment will block the appointment of reti
or chairman, whick aste®dEP&®RAbe the practi
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I n the past, NEPRA |l eadership had probl e
people from bureauchacvg poweni | $¢eatrgr dbaakgr o
regul ator (member) may devebBopmpberi thder Bt ¢
tenure i s over.

Wher eas, regarding other staff, NEPRA he
relevant areas that may facilitate effecti ve
has not acquired ahessppoitcest aff priof@asspame
a proper regulatory framework for the benefi
of the existing professional staff have zer
functions ©broms ebtwloraswawbi eailo rel evance to t
requirements of a power wutility.

Itbésausd actk tolie expertise that NEPRA so
explore new tariff met hodol ogy to ¢bhenter ¢
financial viability of the sectetecihérce ave
provinces in case of net hydel profit remain
have gone to courts against NEPRA determinat

~

cAccoulhttapi & Transparency

The reguimdependence needs to be compliar
he regul ator is accountable for its action
houl dt rassupodr ety -miaekad ingi opnrad d eeds ;j ucksdti fi cat
eci sions; opportunities for al | interestec
rovisions for the removal of regul ators in
roper checks and bal anocre sdoceasn neonts ud rei ftth ad w
andate, engpagebircbegromeptgr ossly inefficien:

According to Section 42 of the NEPRA Act
Annual Reports and the Statdhef  rEpectrishhaP
submitted to the Council of Common | nterest
doubt, NEPRA has been publ i-0s4hianngd isttsa taen noufa li
reports since 2006 regul aréelpsi ThesButepoer 68
are never evalwuated at the Feder al l evel or

Addi tionally, according tkoe @phbel iNCEPFRA eAx tqp
a convenient form for public inspectiaom. Thi
compl ete and accurate books of accounts of i
audited annually by the Auditor General of P
and guidelines which provideytpaoscepasesncy to

As mentioned earlier, in pursuance of sec
audit of annual accounts of NEPRA is carrie
Similarly, an external audit dfy NERRA oamec omen
reputed chartered accountant firm. Mor eover,
pub parti ci pnaakiionng ipnr otchees sd ebcyi shioolndi ng pu'l
Wr i comments of stakeholdéysodangubhecgdr
i nc ng Rules/ Regul ations, |licenses, tarif
we b e NEM®sdte coifsi ons are publicly avail abl e
i nf mati on regardimwbdidtwai $adbfife.expertise i ¢

- 3
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The |l aw also allowed for removing the <cha
that the Chairman or a member may be remove

found incompetent or found guilty of mi scor
Servommi €£€sion. Though, no such example exist

The amended Act (section 12 A) allows to
by a for mer high court judge nominated by
rotation. Besides, tfhea atnrcieb amal meinblerh a&J e cmea
by the Federal government or provinces, by r
appeal s, there were legally established pro

affected partépes atl otatlgdna dnéodfin gNeEOPIRSA. The proce
established under the NEPRA (Procedure for f
body was NEPRA itself. However, there was a
di ssati sf aNcBEFRAY awipteha It hsey st e m.

This provision of Appellate Court may pro
decisions. It may be considered accountabilit
Tri bunal shall be bindi hgbba bédtoret hbei Hy gt
formation of an Appellate Court is common i
However, apprehension is that this provisi o
making of the Aut hor i tsy uinfdetrh et I@er ighofivhear ennnoeankte ¢

(d@redibility

In the optimal design of any regatliadmaly i n
failure unless credibility and transparency
accountability, and proficiency of the regul
invol vement of ministlireéndiumgadeciasisonsn @anm
credibility and investment decisions (as in ¢

For saomtpolitical goals, politicians tur
the expentser nofbelncenfg ts of meminsuméhss anddemi
regulatory credibility. I n the absence of r
orgsanional risks associated with their inves
in | PPs case) t o c onipheen s@mrnt ef efroern cien corfe asreyd il
al ways be to i nvest i n i ndustries wi t h an
government involvement).

(egl arity of Roles and Objectives
I n the case of Asian regulatorspulalsi ddacokt

policy missions, gover nment intervention an
ar e esapkbhqausail | vy . SoPowerin Pradair Ba @aepteilansout i n
7(1) and (2). About NEPRA and godwvarnméemt el
aid and advise the Federal Government, in foc¢

However, about electricity tariffs, secti
NEPRA to ensure efficient tariff structures
power markets; while sectiome 3d{tdbhornist yoinn rtal
interest determines a unwhoolrinyatmedvnefafn tfroorl | deids t
common shareholder, based on their consolidat
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tari ff struct uirfeorcm ntdd rtii fofn, c aarsnparth @ cuusphlieef ¢ t h «
electricity prices reflect the actual cost of
serious®y ajnggopdrfdirt or incentive for efficie

Additionallyanthexpacki skt o0él ¢he regul at c
to define regulatory missions clearly and ce

EFFECTI VEENWRESUL AT GRYA ME WORK

What is the impact of regulatory framewor
DidEPRA achieve itstbbj HNEPRAeEIAB? stated in

Findings
Wh a't ultimately matters are sectors outco

characteristics, or regulatory governance. Th
to devel op and pursue a regulatory frameworKk
affordable electricity to consumers while pr
operators equally. I'n rddiaipmot ¢eot ddcmdmo@adle

competitive environment was also NEPRA mandat

(aA Balance between Consumer, Il nvestor, and
NEPRA was mandated to create a balance be

it faiel pd ods etms faced in the pouveex esmgxltaory i r
Apart from the government fiscal and financi
debt (Chart 1), consumers remained tthe wor st
hours in urban areas and up to 16 hours in

prices (Cha&t 2 and Chart

Chart 1. Circul ar Debt Gr owt h

m Receivables = Gross payable ® Amount swapped (PHPL)
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Chart 2. Consumer Sale Price (Averag

e DISCOs KEL
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Chart 3. Consumer Sale Price (Rs/
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Whipgewer sector policies allowed unreason
power | £xtc®ess payments have been made to p
mi sreporting by the spirgohdtu c(eResp oorrt roeng utl haet oProyw

profits generated were as high as 18.26 times the
22 times the investment (Report on the Power Sector, 2
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Paki stan has the highest cost of el ectri
in South Asia (Table &a)}ddeBomxpoftourelyywh
electricity consumption.edbheeditglhe cosmp off i t
of our expompactithger e@wntrrayde deficit and
payment . ksaurbgsei dd ress s(f esvypodia i dad nheys tiinc and agr
consumer s) and heavy tax incidence are co
consumers (industr yendc ocnoomesrucmearls )a n(dR ehpiogr ht
Sector, 2020) .

Tabl e 3

Cost of -Eégicomalkci Cygmpari son
Cent s/ Resi dent Commer ci l ndustr
Paki st 1.-135. 4 12-15. 9 118.12.
I ndi a 4 -121. 2 8 .-141 . 9 10.9
Bangl a 4 -112 . 6 10. 8 6. 8
SourPoever Sector Report, 2020
(bgpfficiency, Reliability, and Financial Vi a

No seriousegtlif ator bfaa been smadt bgt NEPRA
inefficiencies in the public sector gener a
(DI SCOs) .

The performance of ( GENCOs) remai ned |
Performance | ndi caasttornsa n(yKPyle)arfso.r Tthhees ep GENC
below their net available capacities becau
outages over the years as per standard i nd
mai ntenance thheesesi nof e gslTehdersaet ipoonwer opl anhave
poor operational resul ts, the wor af prc e, w
MW basi s, remai ned i dl eo pdeureattioo nt,h eciorn tcrliobsuutr
hi gher cost of generatibn. Gibwet liFr b jne wd DE ¢
reports that an amount of Rs 251.6 billion

sector generation companies.
Similarlywnededssatebuti on compasmides (DI

uti I-Bltectkri ¢, &dPrd spemfdorcraarece and inefficien

adopted by NEPRA to improve the operational

D losses for each DI SCO in their revenue r e
that to abDlb$dOgdewowl d si, mprove their operati
strategy has not worked in most of the DI SC
not meet the target, it is added to the pay
it ieommpmensated by tariff differential subsid

Li kewi se, in tariff depermem@vieory, NEHB RA\V
the reported recovery perceméarageWiodn gDl eSnCeOrsg y
billing is also resPodrmEBLiOsl.e Tihher Tr@awsme cGV @mi
constrained by overloaded transformers and t

Page 141



These
generati on,
sec@fornsanci al
electricity t

al |

i ndi

cate

transmission,
viabi l@ tgbjaeadt ineg att @ &NEPRrAe
0O consumer s.

a

regul atory
nd ideisebs@lbdi i on

NEPRA

oversight

|l acks the

a

au

t

performance, whether r el atned ftia i chmetryaitomimgo maoe
consumer s. Similar is its role regarding
(whether in the public or private sector).
is weak. There is ®e#ofmgolmanipemftos mamcentoirvii
in case of poor performance.
Tabl e 4
Distribution Losses
FY 200¢ 200¢ 2017 201t 201¢ 201¢ 202«
PESC 34.:. 37.. 36.1( 34.¢ 38.1 36.1 38.°¢€
TESC 21.€¢€ 12.4 11.¢ 16.1
lIESC 13.:. 10.¢ 9.5 9.4 9.1. 8.9 8.6
GEPC 10.: 10.°  11.:.:10.7 120.C 9.9 9.5
LESC 13.: 13. 13.!'14.1 13.¢ 13.. 12..
FESC 11.1( 10. 10.¢11.C 10.t 9.8 9. 6.
MEPC 20.! 18. 17.¢15. &8 16.£&5 15.1 15. 2
HESC 39.:. 35. 27.  27.C0 29.¢ 29.! 28. ¢
SEPC 39.! 38.2 36.€¢€ 37.! 36.¢2
QESC 20.  20.. 20.%¢'"23.1 22.4 23.1 26. ¢
K-E | 37.! 38.!'! 29." 23.° 20.. 19.: 19.:
SourNEeP:RA St ate of Industry Report (Various Years)
Table 4.5
% Recovery

FY 200 201 201 201 201 201 201 202
PESC 92 85 83 86 89 89 89 88
TESC 7 437 67 68 68
Il ESC 98 96 96 90 91 90 88 90
GEPC 98 96 99 96 99 97 96 94
LESC 98 96 96 98 99 98 98 95
FESC 99 97 100 100 100 99. 99. 94
MEPC 97 94 97 96 100 97 99 93
HESC 77 60 69 79 72 77 75 73
SEPC 51 60 55 60 63 57
QESC 86 76 36 42 72 26 27 49
K-E | 100 91 87 88 91 92. 92.
SourNEeP:RA St ate of Industry Report (Various Years)

The overloading of power transformers of
that (except for FESCO) power transfor mers

P
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Tabl e 6

Overloading of Distribution Transf
Tot al Distr % Distributio

Transf or me |l oaded abov
DI SCOs 201% 2029 201% 2029
PESCO 60365 77307 31.99 4.50
TESCO 15634 18903 1.11 35. 35
I ESCO 45438 50210 6. 83 3.31
GEPCO 60080 72007 2.58 2.70
LESCO 97048 11603 43.23 22.19
FESCO 97761 11307 3.36 0.58
MEPCO 15280 17873 4.65 3.26
HESCO 35334 37896 23.59 3.20
SEPCO 350209 38616 18. 39 6. 93
QESCO 53646 62337 16. 30 10. 93
K-E | 65314 15. 31
SourNEeP:-RA State of I ndustry Report (Various Years)

(cBri smdtiion and Mar ket Competition

Prissat on was not directly the function or
the amended Act. But under | aw, NtEd® RAr iwmag s
efficiency in the power sector and hel ps i

prissaton process remained sl oweliencttrhiec | arsd K
Addu Power Plsatnit ¢ n-WaReD Apxdiivsattrii bubha®nbee®empan

pending. Af ter unbundling, thesesdi smirtihbut i
independent Boards of Directors, yet operat
control of the government.

Moving toward competiepreseahd mhekethj bor €
sector reform program which hagpastilyl bratauls
of the |l ack of government willingness and c¢
given tahbPPs oper atmpdred JWeroen anag ket forces
guarantees provided by the Government of Pask

Besi des, a financially viable sector and
mar ket to function. The credit wtoird$iin®e scr iotfi
Presentl vy, the power sector is not fully so
continuously antdi meashirgehchfedRsa.n 2ald4 trillion

The weak administrative gover nanceonial NET
inability to carry out the desired functior

NEPRA t lperkof essi onal expertise to supervise
authority to establish a r a,tiiotnawaisp rfNdadH RtAp r e

resolve all the power sector problems, inclu
Agai n, the outcome of regulatory oversight
time in 2006. Si ncendt hreins,i nigtt Baesildesn thleer
generation and sector inefficiencies, it is

tariff determinations responsible for the ci
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An overall assessment ofi nNdE PcRaAt erse gtuhl aatt otrhy

jure performance is high, indicating a r¢
r the power sector. However, de facto pe
gulatory functioningrmnrpgactedetoTmakeedy
wards a competitive mar ket has historical
uld be because of fear of | peingicahtiteler
the State. NEPBAgdadwiog 4dhidyamawwdoshéedmwous e
i mprove regulatory infrastructure in the

RECOMMENDATIONS

fThe transition towards a competitive mal
NEPRA; NEPRA needs tosbafftdtohworchpandt y

mar ket forces while meeting their obliga
fCapacity building through the empl oyment
economi st s, and analyst s, equi pped with

suf f ibcaicekngtr ound knowtedRyjeeweao f sRakiogt anl n
negligible expense by NEPRA in training

surplus accswdntlse mrenpd atsé i nvest more in
of its staff faoarn iimpsr ooveignug aetfofriyc ideuntciye s .
TThe human resource depart ment shoul d b
departments dealing with primary regul at

functions and the expertise required to
TA resdargchatw NEPRA may al so help handl e

devel opment, new technologies and for gi
planning, keeping in mind the ground rea
fDecemsatriadn omaldeogspowers fordeefifsé othisv e ne
routine matters is suggested. The power

WAPDA.

TOne of the ways to reduce the tariff d
NEPRA tariff division by employirnigifmor e

specialists and economists are required
ensure the financi al viability of the s
tariffs for reducing the @®ostadé defngib
IfNEPRAeds to improve its institutional c
businesss atskl mMmatwi th newer challenges b
constantly evolving technological framew
devel opmeprtd, gédhsetmtbon, grid integration
of new innovative models of financing.
IfTNEPRA is in the process of making new ru
the Amended Act ; have to compl etigeit at
regul atory framework is in place before
whol esal e mar ket .

fMore wuse of information and communicat.i
mi ngemidel ays. To improve coordination amo

eof fi ce smnd odi giftiits operations can be h
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fThe monitoring and enforcement depart men
and should focus on the overall perfor ma
the existing KPI sesf otro tihnmep reonveer gtyh eci ormppaenrif
fThere is an wurgent need to simplify reg
Government and NEPRA coordination.

fFor effective accountability, NEPRA repo
mu s t al so be ppammdamnmtt edx her tisndej ust i ke
Above all, it is essential to have some
out come but al so internal efficiency an
orgsani on.

fThe financi al acwudumtts echayt oalPadg | bament
di scussion. This will create a balance b
regul ator and its accountability to ens
compliance with the | aw.

fIn 1 aw, NEPRAayspat ¢élowedntadwpilsory rol e,
are required to be made publicly avail
government . Mor eover, if the government
rejects or modifies thdm,c ietx pilsanrag q winr & d
so. This will 6msemgeitlye regul ators

fTOne of the NEPRA objectives is to allevi
an enabling environment f or isnecrrveeads ionrg a
urmserved,; 9trroantod i esustt@ai nabl e energy for
measures which encoucagte méteerpy ofvarsi wmb &
facilitation of distributed generation f
fTSome external factbesebdfecai vsenestk|l oéndlE
i mportant of these would be the court or
frivolous |itigation by vested interests
For instance, a petiwvieeni ggaineas Dhei nsi
the regulator may i mpede regulatory acti.i
taken to ensure that judicial i Atervent
maki ng. Ahosutsreonlgi tiingati on t e aenf e@nsd rsetgauyi r

orders before the various courts.
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Annex A: Key Modi fications in

It defines market operator, electricity tradeslectricity seller and systen|
operator; and identify their responsibilities, qualifications, and duties of €
of them. The Amendment creates a legal basis for the licensing of all the
the authority.

NEPRA is mandated to perform its regulatory fumes in accordance with
the national electricity policy and national electricity plan, which t
government will prepare and update with the approval of the Counc
Common Interests (CCI).

Appellate Tribunal (appointed by the federal government) isvaltbto which
aggrieved parties can appeal against any NEPRA decision. Previo
complaint or grievance redressal was through high courts or thro
tribunals that NEPRA itself was authsed to establish.

NEPRA powers to 6dmake or repeal
NEPRA powers to Orecommend rul esg
NEPRA will determine a uniform tariff for all governmentned DISCOs,
based on their consolidated financial accainDifferentiated tariffs are
allowed only for privased utilities (currently only KElectric).

NEPRA is now authased to conduct investigations required for managi
its

regulatory affairs, appointing investigating officers, and levy fines
licenseeghat are found to be in violation of the Act. The quantum of the f
has been enhanced. Earlier NEPRA had to request the police, NAB, H
other agencies to conduct the required investigations. This provision will
add further c | o wibns &and help EsReRgthers the
enforcement.

The Amendment eliminates Section 22, which required the addition of D
crosssubsidies to any businessbusiness (B2B) transaction tariffs.
The experience and qualifi cadniamdr
Members

have been reduced.

Generation licenses will no longer be required after 2023. Howe
generators will still be required to comply with technical and saf
standards.

Criteria for additional licensees (e.qg., private investors, provincial
governments) in

the transmission sector have been clarified. This amendment follows th|
path of power sector reforms, common to all coundriasd removes the
exclusivity which public sector (or publiebwwned) companies or entities
previously enjoyed in priding transmission services.
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Effectiveness of Oil and Gas Regulatory Authority
AF 1 MALI K

BACKGROUND

The regulatory framework in Pakistanenergy sector has remained weak. In the
1960s, the natural gas industry was regulated by indeperedgitators. But they soon lost
their independence, as most regulated companies wereostagel. After that, the sector
remained under government control. The petroleum sector (oil and gas) was managed by
the Oil and Gas Development Corporation (OGDC) (Kket al., 2002).

In the 1990s, it was realid that the government coufiirbe a policymaker,
regulator, and service provider simultaneously because of fiscal and management
constraints. Efforts were made to libesalideregulate, and privagi. The objetive was to
overcome a weakness in the regulatory process and ensure efficiency in the economic
systems. The policy function of the government was separated from regulation and service
providers to offer a level playing field to service providers in thwape sector.
Independent regulatory authorities were established to supervise and develop different
sectors. The Oil and Gas Regulatory Authority (OGRA) is one of these regulatory
authoritied.

OGRA was established on March 28, 2002, via the Oil and Rgulatory
Authority Ordinance (2002). The ordinance got amended slightly in 2009, 2011 and 2021.
Powers to regulate the midstream and downstream oil sector were transferred formally to
OGRA in March 2006. Regulation of upstream activities and explosiepsrtinent
remained with the Ministry of Petroleum and Natural Resources, now Petroleum Division,
Ministry of Energy.

Establishing an independent authority to regulate public utilities was a step towards
restructuring and effectively regulating the midstneand downstream oil and gas
industry. OGRA is a corporate body under the Cabinet Division.

OGRA Ordinance 2002

As stated in Ordinance No. XVI I of 2002,
OGRA owas foster competitionandnoweassehippi va

* It was published in the PIDE Monograpéries, 2022.

%1 n 2000, Natur al Gas Regulatory Authority (NGRA)
Aut hority Ordinance, promul gated in March 1995. The ob
attract private ivrewersintemean th otla idigwsestn ttthee ggas compani es
operations.
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mi dstream and downstream petroleum industr

respecting individual rights and provide eff

Under Section 3 (2), the Authoftihhey i s ¢
performance of its functions. As per Section
exclusive right to grant |l icenses for any r
effectiveness, best practices, high safety,

I't has the power to regulate activities, e
di stribution or transportation, and mar ket i ng

Liquified Petroleum Gas ( LP@3R A ncda nC oanmperneds soerd r
l'icenses for regul ated activities amd enfor
responsibility is to promote effective compet
service st arfdarmcds nitbeg t@rcesa t wictthiionn.i t s jurisd
Additionally, the Authority is empowered

TResoclovnep |l ai nt s'!

fTEnsure the provision of open access and
spendi ng!

fMake rules and regoail datmnamselaccording to
TAdmi ni ster, and establishimprniecestwhil e s
TPrescr i bri sfdonredsu cftol!r

fDeterminéeicanesebobr

TEnforce standards andprseewdtisicati ons for

Box 1. Functions

T Determine reveneacheaqaitue @méntgasf ¢
Feder al Government to determine t

T Specify and enforce accounting an

T Prescribe procedures and standar d
and overseexpkhaeditaoaapital ensure p

T Enforce standards and specificati
Feder al Government .

T I mpl ement policy guidelines of tHh
21 of the OGRA Or dbhemiamg eg o rsuibg teecrt
of the Ordinance.

T Computi ng anrde fniontea rfy ipnrgi ceex-doefp oStK o

SKO abhd@ &nd | nl ansatiFoei MatgEqu@l F

f Monitoring prices orf tpheet rdoel reeugnu |par

T Computation of road and pipeline
products.

T Resolution of public complaints a

Purpose of Evalwuation

OGRA was establi sSudd itcwende dad dnesshéajggopasse
to get established and play an active role
effectiveness of OGRA. It will cover the qua
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OGRA. |t hwti llloochphgohlleisgy and offer suggestions,
of the oil and gas sector to ensure a reliab
economy of Pakistand& Wherlfeoremaalceat itnhge OGRA0 I
OGR®& <capacity needed to perform its regulato

Met hodol ogy

A case study approach is adopted for thi
collected from interviews (interactive sess
expesr and government officials. Besides, the

Il i ke OGRA Annual Reports, State of the Regul
l'iterature on OGRA and regul atory authoritie

LimitatTihoenl wat i on relies only on i nf or me
qguantitative) gat hered from infor mal interyv
perception survey is conducted.

Audi AAudeéhcor ity itself and the poltihciysmaker
evaluati on, as both can influence the desigr
on t hé soevcetroarl | perf ormance.

Scope of Evaluation

This evalwuation i s an attempt to answer t

(a) Did OGRA achieve its objectives atated in the OGRA Ordinance?

(b) Is the regulatory mandate of OGRA effective in terms of strategies, various
processes involved in the grant of licenses, the determination of tariffs, and the
monitoring of regulated activities?

(c) Is OGRA engaging effectivelyitih consumers, civil society representatives and
other stakeholders?

(d) How efficient is the governance structure at OGRA in terms of the execution of its
duties? Does OGRA Ordinance 2002 facilitate an effective governance structure?

(e) What is the orgasationd structure at OGRA? How does OGRA carry out its
functions and make its decisions?

(f) Does the Authority have enough capacity to address systemic issues in the oll
and gas sector?

(g) How can its work be made consistent with international best practices?

Thead uati on answers these questions under
1 Regulatory Mandate and its Effectiveness

1 Governance and Institutional Capacity

Structure of Eval uati on

Findimgshis evaluation are developed afte
avai llabbment s.

Recommenidratti memseval uation identify speci
i mproved or revised for effective outcomes.
international best practices wherever possi.t
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REGULATORWDATAND TEFFECTI VENESS

The mandate of OGRA is defined in the OGI
its powers and functions. Rul es and Regul a
objectives ands prespoms inlgi OIGRIAes untdaeas the o
powers (under Section 41(1) to make rules b
federal government. Whereas, under Section 4
consistent with the provision foufn ctthieo nosr.d i Tnhaer
can be notified in the offi clTihel OgsiRzhé nta@ cwi t |

2002 offers the necessary procedural detail s

The mandate of a regulator, apart from be
provisionserefthawrewbl ator can take autonon
within the broad policy framework | aid down

functions of a regulator but not granting p
autonomy tiicad @aspect of a regulatory mandat i
t he denaiks$ingn process, in continuation of i ts
subject to the approval of the federal gover

We do nortolseeeofanQQGRA i n developing the sec
to its omission in the statutory mandate. A
clear and conducive to the growth of the sec

I n addi tgihorn,healctltleau ty of t l&e pnearnfdoartnea ndceef i
a certain degree, external effdcoctcarisv emnleso .i nfnl
OGRA, the main external factor is the wunwar
Pakishane has been a tendency for frivolous
regulatory and administrative measures again
For instance, granting a stay eotimabht bampee
regulatory action by the Authority. Although
judiciary must take great care to ensure t|
alternate for-ma&kguwlgat ory deci si on

Regul at orogyr kkr ame w

OGRA Ordinance grants the Authority the exclusive power to make rules and
regulations that may be required to determine rates and tariffs of regulated activities;
issuance, review, modification, amendments, cancellation, revocation, renewal etc., of
licenses; along with the establishment of technical standards.

Since its inception in March 2002, the Authority pas upa regulatory framework as
described in Figure 1. Besides, about 45 amendments have been made to these notified rules/
regulations. Maximum modifications are made to OGRA Service Regulations, 2005, i.e.,
twenty-four. Followed by eight amendments in LPGdaration and distribution rules 20691

Frequent delays can be observed in preparing the regulatory framework in®GRA
20-year history. Natural Gas Theft Rules remained under preparation for several years but
later shelved for a reason not mentioned inaiteiual reports. Pakistan Oil (Refining,
Blending, Transportation, Storage and Marketing) Licensing Rules, 2005, get notified in
2016 after a delay of 14 years. Likewise, OGRA (Fines and Recovery) Rules, 2009, which

WEvaluating the effectiveness of these rules/ regu
touched upon whid ee fdfi escctuiswsd megs sOGRA
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remain under the preparation/approvalgst for a few years, are untraceable. However, it
is essential to reiterate that notification of rules is subject to government approval.

The evidence suggests a regular and adequate review of regulatory performances
can improve the Authorifg overall furtioning, leading to better sectoral development
and an improved investment climate (Khan and Qazi, 2014). It may also put pressure on
the government to facilitate OGRA wherever required. OGRA submits a yearly report on
its regulatory affairs for that fimzial year and the state of the petroleum industry in
Pakistan. Buain independergvaluation of these reports has never been undertaken.

Fig. 1. Regulatory Framework

*Natural Gas Licencing Rules, 2002.

*Natural Gas Tariff Rules, 2002.

»Compressed Natural Gas (CNG) Production and Marketing Rules 1992, adopted &
notified in March 2003; amended in Oct. 2008; amended in April 2009.

*Liquified Petroleum Gas (LPG) Production & Distribution Rules 2001, adopted and
notified by OGRA in March 2003; amended in March 2007; amended in Oct. 2008.

Pakistan Petroleum (Refining, Blending and Marketing) Rules 1971, adopted under
Section 44(3) of the Ordinance, notified in March 2006.

*Budget Committee Rules, 2004.

*Liquified Natural Gas (LNG) Rules, 2007.

* Amendment in OGRA Ordinance, 2002 Section 43(B) in July 2009.
*OGRA Natural Gas (Regulated Third Party Access) Rules, 2012.

«Pakistan Petroleum (Refining, Blending and Marketing) Rules 2016, substituting
Petroleum (Refining, Blending and Marketing) Rules 1971.

*Complaint Resolution Procedure (Natural Gas, LPG, CNG) Regulations, 2003; amended
adding oil in December 2006.

¢ Performance and Service Standards for Gas Utilities, 2003.

» Natural Gas Uniform Accounting Regulations, 2003.

*Natural Gas Transmission (Technical Standards) Regulations, 2004.

*Natural Gas Distribution (Technical Standards) Regulations, 2004.

*OGRA Financial Regulations, 2005.

*OGRA Service Regulations, 2005; amended regulation 14, 2009; amended in 2012; .
*Natural Gas (Well-head Price) Regulations, 2009

*Natural Gas Measurement (Technical Standard) Regulations, 2019.

*Performance and Service Standards, 2019.

+Oil Transportation (Pipeline) Technical Standard, SRO No. 622, July 2009.

* Technical Standard for Petroleum Industry (Retail Outlets), SRO No. 623, July 2009.

* Technical Standard for Petroleum Industry (Depot for Storage of Petroleum Products),
SRO No. 624, July 2009.

*Technical Standards for Oil Refineries, SRO No. 819, Sep. 2009.

* Technical Standard for Petroleum Industry (Road transport Vehicles, Containers and
Equipment used for the Transporation of Petroleum Products, SRO No. 900, Oct. 2009.
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Regul atory Effectiveness

The regul atory -jfurda nce vad r kf loirs e sssausajn ctea roiff f
including determination of estimated and f

transmission and distribution |Iicensees at t
respectivel vy, and its rnewiasmw ed wrfi npgr otplea ysd &
guality of services by the I|Iicensees. The A
various activities under its jurisdiction. I

(a) Licenses
The ordinancewiptrlbvildesr OGRA to exclusi vel

grant of I|icense under sections 22, 23, and
granting a |license, license fee, term and r
suspensirownl.esl hersee Isad aiddtyo ctat @mgomiissi on, di s
l'icense.

Al t hough timelines are given for execut.i
operational certainty (Box 2), there are del
Box 2. OGRA Adtmevirtaime

T Application for construction or d
transmission, di stribution, and s
T Application for LPG related | icen
T Application for CNG.station |icen
T Determination of revenue requirem
T Review Motion Gmgheémisgi Admtihmr8twee
f Public Complaint in 30 day8 WReghke
T Appeal against deci si onOfofni cae rc oinmp
As per the ordinance, the Authority has
these regulatory procedures. The Authority,
public participation is IpumiltiedheBvidgscar L
gi ving Il icenses. Therefore, t he fundament a

determination and subsequent grant of the |
publ i c. Political-makRf hg@ERat ei si naltshoe ddoeccuinmseinotne

2013) .

I n addition to natur al gas, the Authorit
CNG, LPG and LNG related regulated activitdi
licenses is evident iourfadd ewdr e Whep! etait ug a
licenses in the CNG sector. OGRA issued the
all ocation policy. Buds, respanseul atgritoith
mushroom growth in CiNtGh stthad i exisstiisng nn atiunres
Besides, this mushroom growth in CNG station

distribution sector due to the massive usadg
(CRCP, 2013).
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I't was ad spenssGROAI | ity to pinpoint probl en
contrast, OGRA took credit for increased i n
Report10200%®ermi ssion for 3395 CNG marketing
2011. Some oWwet deises U éefdaesvmosuergo | i t i cal

Li kewi se, OGRA issued |icenses to oil mar
performance effectively. Only granting | icen:
enforcement mechani sdmetiasi Iwse aikn a%e cGQdRAT (2mo.e3)

Table 1
Licenses | ssued at OGRA
No. of l
|l ssuec
as of J
Secto Category 2020
Ooi | Operational Oil Market 34
Operational Oi | Refi ne 6
Lubricant Marketing Co 93
Lubricant Pl ants 85
Gas/ Transmi ssi on, Distri bu- 2
Gas Storage 1
Natur al Gas Sal e 5
Transmission of Natur a 7
Transmi ssion and Sal e 2
Transmi ssi on of Natur a 1
Ter mi nal
Sale of NaRLUN&)| t@asDGR 1
CNG Stations
Transmi ssi on of Natur 1
Operation of pipeline
transmission of natur a
Sale of Natural Gas |/ 2
Construction & Operati 1
Projects
Construction and opert 1
transmission of natura
LPG Producers 11
Mar keting Compani es 250
Autrefuel ing stations 22
CNG Operational CNG Statio 3609

SourOGRA Annual -2Report 2019

(b) Tariff

OGRA has focused on tariff determination
determines the revenue requirements of each
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of transmission, distribution, head prileeofof
natur al gas wutilities for various retail c
Ordinance, 2002.

Fig. 2. Tariff Determination and Notification Process

SourOGRA Annual -2Report 2019

The revenue r equifrod meomti ngo maij vtrs cofmptomes n t

1 Cost of gas paid to the gpsoducers.

9 Transmission and distribution costs of SNGPL and SSGCL, including the
unaccountedor-gas (UFGs) as allowed GRA.

1 Depreciation

1 Marketbased rate of return (at present, 17pé8centof the net operating fixed
assets)

For determining the revenue requirements
companies submit their economic rate of reif
December 1 following the OGRaAs OTadriinfafn cRu 126090
These petitsednspaomeescruti mnd deci de@d wunder

comments and suggestions. The final rate of
by the end of the financial year.

The gas companies may also file for revie
within thirty days, under the relevant prov

opportunity. The Authority <clai-ln8) (abatrepbe
process of determination of revenue require
participation of consumers and the public v
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and there are frequent delays i r tglag wmolté e
di ssemination of i nformation. Experts belie
consumer perspective, as relevant informati c

Apart from gas price determinaefioeyr yOBRAC
ofupSeri or Kerosene @ielpo(tSKQ)i,ceisn olfu@IiKnOgl & xEt
calcul ates and notdatiesn Margnad i1 EEMIt fBEquUPI

( MS, HSD, SKO and LDO); moni tor prices of p
senario; and compute road and pipeline freic¢
But the whole exercisseeti spabasned eos, gmaki n
regul atory exercise meaningless from an i nde

The feder al government empowered OGRA in
consumer prices. However, deregulated CNG co
CNG stations were allowed to charge a price

del egatpadwe hs Reg adseitfeirend nlei quUBRENGY plat ceaéev
month (under Petroleum Products (Petrol eum
Products (Petroleum Levy) Rules, 1967) in |Ii
t he s aome fiisedn by PSO. Here again, the prici
government .

Likewise, before the LPG Policy, 2016, LPG producer and consumer prices were
deregulated. As per the LPG policy 266 amendments to the LPG production and
distributionrules 2001. After amendments, OGRA notifies and regulates LPG prices per
LPG Policy/Rules, and the Ministry of Energy determines the price. Being a regulator, it
was OGRASs responsibility to monitor LPG prices in a deregulated environment and check
the unrecessary hike in LPG prices. But the Authority didio it Consequently, there is
a change in government policy.

So basically, there is no effective role of OGRA in regulating oil and gas sector
prices. The Authority is only computing prices based opaaly set parameters by the
government.

(c) Quality Assurance and Enforcement
The objective behind OGRA was to foster ¢

and ownership in the midstream and downstre
interest while respecting individuals.rights
There is little evidence to suggest yhat r ec
i mpacted quality. The sl ow disposal of case
undermined the enforcement powers at OGRA.

Ensuring reigiuabblie yamei hti ghrupted natur al

services is one of the critical aspects of t
we l | the regul ator adopts the required mech
consumeri vpeer stpleectqual ity of service is para

within the regulatory authority operations

As peri ayhe lpPpG is a poor man's fuel. However, it
Therefore, this situation warranted i mmediate interven
a framework to regulate theah®Gcpnsuomer bestheatel t n®&GRAO,.
20) .
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actual performance in terms of consumer se.

undertakerpeikwdi to evaluate compliance witdt
evident from the OGRA Annual Reports, no s
regarding the enforcement of quality standar
The gas distribuiintai oompengiuas empstsmar e
pipelines and distribution networks and upagr
supply of contractual volume and pressure toc
the performancaer dasnndasespeéecief iseaedaniby the Aut hc
respect of any msperftoromande, liictelnseieng serv
operation of its regulated activities. For t
and SSGCLf,aiO&®RIA to ensure efficiency benchm
UFGs over the years, the UFGs in these two
Tabl e 2
Unaccounted for Gas
FY2003 FY2019
SNGPL 8. 16% 11. 5%
SSGCL 7. 6% 17. 8%

SourOGRA Annual -OR3e,poRItD.E2 0(02020)

In the gas sector, the two main integra
compani es obtai Muapprevaylunadfer ttalki ng extens
transmission and distrirbeuntti ddeatzards.r KOGRA ic
doing qgui te effectively, asGaiesxpéordénponfao
production activities slowed down after ear.|l
indigenously became insdé$fiBuenbhéemreDEYROOGOEL
net work continued at the same pace. From FYz:
Pakistan expanded at about 8 per -seppl per a
gap is more than 2BCD.

Tabl e 3
Transmi shDsiisaanr idbrud i on Net wor k ( Km)
Transmi ssic Distributi:
SNGPL SSGCL SNGPL SSGCL
2007 6142 3290 36919 23448
2020 9588 4126 135887 47520

SourPa&k:i stan Energy Year book, 2012 and OGRA-2%t.ate of Re

As aregulator, it is responsible for catering to consumer demand, keeping in mind
the available supplies. In the absence of any viable business model, both the gas companies
are expanding their assets as their financial returns are not linked to their opdratio
efficiency but the expansion of assets. The regulator is allowing this expansion. If the
regulator allows this expansion, it must check whether all consumers are supplied with
enough gas. Unfortunately, this is not happening, as several hours chgahéalding in
a day during winters is experienced by domestic and CNG consumers and export industries.
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OGRA Annual Reports gives details of quality checks to various oil companies and
products through the Hydrocarbon Development Institute of PakistanPjHDhese
reports also provide details of penalties imposed (Table 4). However, there is no evidence
of collecting these fines/ penalties in its financial statements. That makes the whole process
irrelevant. The inquiry report on the petroleum crisis ineJ2026% also certified the
failure of OGRA in checking the quality produced in local refineries and the adulteration
of petroleum products by oil marketing companies. The report also highlights the below
par performance of HDtboPftea commaints RoonGustomefsDe s pi t
about the lowquality fuel containing higher Sulphur contents, HDIP cries all good. The
role of HDIP, thus, has been reduced to a te
(GOP, 2020, p. 126).

Tabl e 4
Enforcement Acti-2D)i es at OGRA (20
Il nspect Show Ca Penalty
(Nos.) Notice (Rs Mil
Oi | 290 97 30. 8
CNG 2636 270 6.125
LPG No Det a No Det a No Det a

SourOGRA Annual -2Report 2019

(d) Consumer Complaints

The complaints depart mdrmtr atatcGRsAugmes or e
complaints under Complaints Resolution Proc

of ficers decide on compl aints. Il niticml Iy, tt
potsiive redressal in 90 days, the compl aint ¢
decides in ten days to accept or reject t ho
response from a |icense. After thaitomeasndnat
notify the complainant and | icensee. Wit hin

decision to the Authority. Any person/ part
appeal to the High court.
Not only compl aint rtehdyr,e shsuatl tnheec hdaenpi asrm nies

for the redressal mechani sm is also weak. /
depart ment at OGRA is facilitating only gas
SSGCL) by handl ing compl anntof rgdsat ed n nteoc
excessive/ wrong billing, met er tamperi ng/ ge
regarding the role of OGRA in redressing con

consumer s.

109Report of the Inquiry Commission on Shortage of Petroleum Products in Pakistan, Volume I, Cabinet
Division, Government of Pakistan, 2020.
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(e) Sectoral Growth and Role of OGRA

Sector growthad the associated policies should be the common goal of the Ministry
and the regulator, i.e., OGRA. But unfortunately, there is no evidence to suggest a proactive
role of OGRA in the oil and gas sector. The role of OGRA in effectively determining the
level of competition in the oil sector is also vague. OGRA, even after twenty years, is
determining tariffs rather than regulating them.

As per Pakistan Oil Rule 2016, clause 35(1)(g), it is mandatory for every oil
marketing company (OMC) to first uplift petewm products produced by the local
refineries before opting for import of the same. In breaking this rule, OMCs continuously
avoided their responsibility to uplift their allocated quota from refineries from January to
April 2020. The OMCs refused to li#t capacity of 190,892 MT of Motor Spirit from the
refineries. OGRA, a Regulatory Authority, failed to apply Rules 66 & 69 against OMCs
on this continuous violation. Because of this refusal of OMCs to lift glutted the local
refineries. Resultantly, the gawvemnent banned imports on March 25, 2020, which
adversely affected the market in the coming months, and the oil crisis happened. According
to one of the licensing conditions mentioned in Rule 53 (xiv), OGRA was mandated to
specify minimum stock requirementf crude oil by refineries. OGRA ignored this
essential duty through the years (GOP, 2020).

Besides, the government interference in service proviééars has led to cross
subsidy and an overall deficit in the gas sector. Delaying the revision afrnengrices
has created a financial obligation (circular debt)in the sector. OGRA is not active to counter
this. There was no significant increase in consumer prices from 2015 to 2018. The gas
sector deficit is increasing because of the differential insgower prices and the
determined revenue requirements (ICAP, 2020). According to one recent estimate, this
deficit has reached Rs 1.5 trilligfi

Chart 1: Domestic Consumer Gas Price Rs'MMBTU
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H10Cited from Malik and Ahmad (2022).
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Chart 2: Gas Prices in Industry and Pc
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Chart 3: Speci al Commerci al Roti Tandoor
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SourOGRA (2020) & Pakistan Energy Yearbook (2020)

To give the credit where it is due!

9 The credit for increased private investments in the LPG supply infrastructure
(midstream and downstream) goes to OGRA. During FY ZL9Rs. 29.26
billion has been made in the LPG supply infrastructure, whereas total investment
in the sector to date ismabst Rs. 66 billion (OGRA Annual Report, 2020).

9 It is only under OGRA& constant pressure that oil marketing companies are
increasing their storage capacity.
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Tabl e 5

St orage Capacity (MT)
2016 2020
Hi gh Speed Diesel 270740 1011423

Mot@®asoline 93141 613488
SourOGRA St ate of Regul ated -PétaontdeBMCRAJdUz@2¥) Report 2

GOVERNANCE INMMSNID TUTI OARACI TY

Governance at OGRA

OGRA is delegated to regulate midstream a
|l eadi ngOGRAksaofin the OGRA Ordinance, 2002
carry out regulated activities and subsequer
are per conditions of t heéi ntiecreensstes. aSaef eagnuoanr g

crdali duties of OGRA. However, certain pow
gover nment regarding policy formulation, [
petroleum product pricing, including petrol e

rol eis, attiecdsi pgr ®6RMance.

(a) The Governing Body

OGRA governi ngAubbdvdy iwihgi cthhe s st atutorily
approve or di sapprove any deci Auwtnhsdrridlyat i
comprises a chairman and three members_ memt
The quorum for any decision must constitute

For admi ni st AAaittihde s egsat uttdrei |l y competen
poweor santy i ndividual member or officer at OC
documented nor reported by OGRA empl oyees
wor ki ng issmd amaremdrr.alThe -mmaekgiunl ga taonrdy adlelc itshieo np c

rel abedgsanbonal affairsiAatrronritt y he | evel of t

Despite three months period available (i
me mber , there are delays by the federal go
affecting regakipt oFgr deocssanoe, the (current
with a | apse of about seven mont hs. Simil al
(current) after a gap of five mont hs. Due to
practicallytioermdiimodtdi omali jedue to the | ack c
mont hs in the second half of the | ast cal en

hi story when the Authority remained without

years oa whaihroman for more than the specifie

has been appointed after the | apse of sever:
In the ordinance, there is no provision for civil servants to be appointed at OGRA,

neither in thedAuthoritydbnor as an employeélowever, the law does not categorically bar

retired civil servan@employment at OGRA as chairman, members, or officers. No cooling

time for civil servants or sector professionals is specified in the ordinance. Since®GRA

establishment, by and largegtired civil servants or personnel from the Ministry of
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Petroleum and Natural Resources (now Ministry of Enétgiroleum Division) have been
appointed as chairman or members at OGRA. It means that the oil and gas sector regulation
practically remained wter the federal governméht It could be because of a lack of
suitable candidates in the private sector. But it raises the question: if the federal government
wished to selfegulate the industt?, why is there a need for an independent regulatory
body?

Box A3t haundegr the OGRA Ordinanc{

1 Chairman_ is an eminent professional with a minimum of twenty years of experien
law, business, engineering, finance, accounting, economics, or petroleum technold

1 Each member holds a relevadegree and a minimum of twenty years of relaf

experience in their respective fields.

The retirement age for all four is 65 years.

These shall not be from the civil service. But deemed to be public servants.

The power to appoint a chairman and thee¢hmembers rests with the Fede

Government.

1 The chairman shall be appointed for four years and eligible for reappointment for a §
term. In comparison, member oil and member gas shall be appointed initially for
years and qualified for reappinent for a fomyear term. Member Finance shall &
appointed initially for only two years but eligible for reappointment for four more ye

1 Under Section 3(10), the Federal Government shall appoint another qualified g
within a period not exceedinthree months from the date the vacancy occurred for
chairman or any member.

1 The Federal Government shall designate one of the members ashdioman, acting ag
chairman in his absence.

1 Any member may resign by writing to the Federal GovernmentF&Heral Government
may remove a member from his office if, on inquiry by the Federal Public Se
Commission, he is found unable to perform his office's functions or has comn
misconduct.

= =4 =4

Besides, mostly those appointed are 60 years of age oeabih little time to
serve actively at OGRARetiredpeoplejoin OGRA for another job with little knowledge
of OGRA regulatory affairs. By the time they developed their understanding of the OGRA
regulatory affairs, it was time for their retirement.

(b) Regulatory Autonomy

The right decisions of the Authority are crucial for developing the oil and gas sector,
consumers, and investors. OGRA must have significant procedural power and autonomy
for an effective regulatory process. In the law, as mentidneSection 1.1, OGRA is
provided with powers to perform licensing; determine tariffs; specify standards, inspect,
review, and assess their implementation; and regulate processes. To be effective, OGRA
should be institutionalljndependenof the influene of private and public sector
companies in the oil and gas sector, which it regulates. Also, independent from the

11 There are at least two instances where the acting charge of a member oil was given to Ministry officials
(in-service civil servants), although for not more than two to three months.
2]t must be noted here that trhde ewmlissirwe g edgaud art terse
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influence of the Petroleum Division, Ministry of Energy, who have stakes in®tated

gas companies (e.g., Sui Northern Gas Pipeline Lim{@&\NGPL) & Sui Sothern Gas
Company (SSGC)), oil marketing company (Pakistan State Oil (PSO)), and LNG
companies.

According to the provisions of the Ordinance, OGRA is an autonomous
organgation under the Cabinet Division. However, the law, which digsn powers in
some respects, also has compromised regulatory independence in others. For instance, the
OGRA ordinance empowers the Authority to investigate any matter falling under its
jurisdiction and impose a penalty for violating rules and regulatimade under the OGRA
Ordinance. Hence, OGRA enjoys the required legal power to enforce compliance with its
decisions within its jurisdiction. Likewise, Authority is vested under the law with the
appellate power against the decisions of its delegates arttidn@ower to review its own
decisions.

But, under Section 22(1), OGRA must perform its regulatory duties following the
government of Pakistan policié® Besides, the law requires that OGRA implement all
clauses through various rules and regulationsrevhées are notified in the official gazette
after approval from the government. Apart from rules, the ordinance allows OGRA to make
regulations not inconsistent with the provision of the law or rules for carrying out its
functions. These may be notifigathe official gazette as well.

On the other hand, the rules and regulations provide processes and guidelines to
determine tariffs, issue licenses or monitor the comfmpgrformance. The Authority,
by law (Sections 30 and 31 of the OGRA Ordinandegsthe powerto seek all
necessary information from any entity involved directly or indirectly in any regulated
activity. The person or the company are liable to provide the information needed, in
case of failure, susceptible to a penalty. It means thelaéor can take decisions
objectively based purely on technical considerations. OGRAbility to make
objective assessments could be affected if such information is not provided. According
to the ordinance, a person shall be liable to provide the infiemand subject to a
fine in case of failure. While (as discussed earlier), it is not as eamyply forand
collect from stateowned companies.

Regarding tariffs, OGRA is not autonomous as the government exercises
considerable control over it. Likewisi| determining tariffs (Section 7), OGRA is bound
to follow policy guidelines and rules as approved by the government. Although no formal
condition or rule allows the Ministry (Petroleum Division) (Petroleum Division) to reverse
OGRA& decisions, signifiant decisions, i.e., tariff rates, are subject to Ministry approval.
The regulator determines tariffs and can only recommend what the Ministry notify. There
are instances where the government does not allow the gasopiriceeasdor five to six
yearsfor sociepolitical reasons, creating challenges for the sector. Besides, functional
authority assigned to OGRA is controlled through various predetermined parameters. For
example, natural gas purchase costs/ procedures, necessary guidance of line, ministry
taxation limits, efficiency standards etc. These factors directly affect the quality of
OGRAG regulatory autonomy (CRCP, 2013). Such influential factors make the role of the
regulator ineffective.

113 The ordinance allows the federal government to issue policy guidelines to OGRA when it considers
necessary. The Authority shall comply with the policy guidelines in exercising its powers and functions and
making regulations adecisions.
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The regulator must act proactively as an independity éor effective regulation.

This role (as mentioned earlier) is missing in the case of OGRA. The oil and gas sector has
faced many crises in the last two decades. OGRA became active only after the cri@s. That
why the Authority is often critised fa its role in the sectét. Although it is found that

the OGRA is not independent in its functioti®e Authorityis found complacent with it.
However, the staff clearly states that OGRA is not independent in its decisions, thus
affecting its effectiveness.

One additional reason behind the lack of a proactive role by OGRA is the lack of
clarity in the Ministry and regulator roles. In the oil sector, after the notification of Pakistan
Oil Rules, 2016, all oitelated functions related to the demand, suppipprt, stocks etc.,
should have been transferred to OGRA. OGRA ordinance of 2002 and Pakistan Oil Rules
2016 specify that OGRA would ultimately handle all functions relating to the oil industry.
The power to make these decisions is still with the MinistfZnergy Petroleum division.

The Ministry (DG/Oil) kept exercising the role of import, refinery quotas, and
demand/supply but ignored stock maintenance; it may have left this role for OGRA. This
confusion has persisted for the last five years. It isctifig the OGR& performance. In

the absence of control on demand, supply, or imports, how can the Authority regulate stock
maintenance? But powers related to licensing remain exclusively with OGRA.

(c) Financial Autonomy

OGRA is financially autonomous, with no government support or budgetary
allocations for its operations. Following Section 17 (1) of the Ordinance, the Authority
prepares its budget and maintains an accurate book of accounts (expenses and receipts) and
OGRA funds. Section 18jJllows OGRA to approve and maintain the annual budget of
the orgargation to carry out its functions, including the salary/ allowances of the Authority
and other employees. In pursuance of section 17 (3) of the OGRA Ordinance, the audit of
the annual aaunts of OGRA is carried out by the Auditor General of Pakistan and by
some weHreputed chartered accountant firms.

The federal government provided the initial funding (Rs 50 million) of OGRA,
which was later returned to the governm&ntSince then, OGR has constantly been
meeting its expenses from fees (turnover, licensing, tariff determination, renewal, transfer,
etc.). Under total administrative costs, salaries, allowances, and benefits account for 63
percentto 68 percentin the last five years, wheas the budget allocated for training and
development remained less thapekcentTable 6).

Till 2011, OGRA was independent in making
to investswmrpluas | At daiddreievrgyeyd t thiet . Yet , ensur |
meets its stated objectives. I'ts accounts

submitted to the fetdkee aFAg®vae hina miehne €lda w u g |
Like in many othererétgwl aompel au OIEGRAI tioesep
funds, fines, and penalties with the Federa
of Pakistan. Af ter this amendment, OGRA car
charges) to manage di tbyAath&ed h baarggsa hikemt nf or me

114 Report of the Inquiry Commission on Shortage of Petroleum Products in Pakistan, 2020.
115Source: OGRA Employee
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Tabl e 6

OGRA I ncome and Expenditure Account
Sal ary Capaci
Al |l owan Buil di Surplu
% of of Feder
Fi s Fee Ot hiAdmini sFina Adminis Adminis Consol
Yealnco Inco Expens Cos Expens Expens Fund
201 750. 47. . 543.4 3.4 65 0.9 NA
201 634. 58. 633. 3 3.4 6 3 0.6 NA
201:914. 80. ! 658. 7 3.3 6 6 0.6 66.77
201:1401 193. 724.6 3.2 6 6 0.2 238. 3
20211321 279. 888. 8 3.1 6 8 0.6 619.7
SourOGRA Annual Financial Statements (Vpeioe@estOYdars) *i

perésntmot specified.

facing any d&dwainlcdlalle ifslsrudess are sufficient t
di fferent opi@ni ®@em Thappydi @int h t he sal ary
technology (I'T) facilities and other benefit

OGRA is performing the policy functions o
that the fee amount may not be sufficient t
systems, capacitgsdandhd eigesl o mesBGiafdqgygi uipt i €
its surplus to the FCF and asking the gover
may | ead to more political and bureaucratic

(d) Accountability

The regulatads independence needs to compligh measures to ensure that the
regulator is accountable for its action. For accountability of the regulator, legislation should
ensure transparency of the decisioaking process; detailed justifications of decisions;
opportunities for all interested piges to participate in public hearings; and provisions for
removing regulators in case of proven misconduct or incapacity. Proper checks and
balances can ensure that the regulator does not drift away from its mandate, engage in
corrupt practices, or becorgeossly inefficient (Malik, 2007).

International best practices highlight the need for transparent rules and processes in
regulatory authorities to build stakehold&rsist (Webster, 2006). According to Section
19(1) of the OGRA Ordinance, the Authorgtlgall maintain public files for inspection and
examination. Yet, not all, only those files it deems fit (Section 19 (2)). It is unclear from
the Ordinance provisions which documents can be available for public analysis.
Additionally, there is no list of duments available on OGR¥\official website, making
it challenging to obtain or examine any document.

Likewise, transparency at OGRA is also muted through Section 9 (1) of the
Ordinance, which states that the Authority has the power to decide fordaldireeting
of the GAuthorityd without prior public notice or public hearing unless it is expressed
otherwise in the Ordinance. This provision itself not only curbs transparency in decision
making but also limits public participation in the decisioakingprocess. Unlike NEPRA,
hardly any detailed decisions or petitions are publicly available on its website or annual
reports. The only exception is the revenue requirement determination and number and
name of licensees in its yearly reports. The petition reaenue requirement/ tariff
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determination is supposed to be publicly available on fee payment; however, difficulties
are reported in accessing such information (CRCP, 2013).

Unless all stakeholders, including consumers, are informed of the basis for
reguatory decisions, they will not fully judge the impact of these decisions on them. In
addition, the requirements to provide reasons for decisions and respond to public
comments/ objections are essential for promoting accountability within the reguladlyry bo
(CRCP, 2013).

According to Section 20(1) of the OGRA Ordinance, OGRA must prepare its
Annual Reports and the State of Petroleum Industry Report and submit them to the federal
government. OGRA has been publishing its Annual Reports since@Z00Howeve,

OGRA started publishing State of Petroleum Industry Reports separately frori@015
Furthermore, OGRA started sharing its audit report (in Annual Reports) inIB)These
reports are available on its website.

However, these reports are not evaluaedthe federal level or any other forum.
Thats why the content of these reports has hardly improved. There is no, as such, specific
provision in the OGRA Ordinance regarding evaluating these Reports (Annual or
Industry). Only its financial accounts ared@ed by the Auditor General (via Section 17
(3) of the Ordinance). Only the financial report is submitted to both Houses of Parliament
through the President_ Article 171 of the Constitution of the Islamic Republic of Pakistan,
1973. But again, such subrsisn is only related to financial accounts and not the
regulatory bodgs performance.

Several rules, procedures, and guidelines provide transparency to the distinct
regulatory processes. For instance, the OGRA Ordinance allows removing the chairman or
anymember. Section 3(11) says that the federal government may remove the chairman or
a member after being found incompetent or guilty of misconduct in an inquiry by the
Federal Public Service Commission. Though, no such example exists where the chairman
or member was removed through Federal Public Service Commission. But there is a case
where the chairman was removed by the Supreme €burt

Under the Ordinance, a legally established process allows regulated companies or
other affected parties to challenge @paal decisions (Section 12). The appeal body is
OGRA itself. The Authority is vested with the appellate power against the findings of its
delegates (assigned to them under Section 10(1), and power to review its own decisions.
There is also a provision foesorting to courts in case of dissatisfaction with the OGRA
appeal system. Section 12 (2) statles High Court may intervene if it finds that no
satisfactory remedy is provided on the application of the aggrieved party.

On the other hand, the Ordinangrovides immunity to théAuthorityd Chairman
or any Member, employee, expert, consultant, or adviser regarding anything done or
intended to be done in good faith under this Ordinance, the rules, or regulations. Despite
this provision, there is alwaysfaar of NAB and Judicial inquirié¥. There are several
instances of judicial interference in OGRA affairs_ the immunity is neither granted to the

116 Mr. Taugeer Sadiq was appointed Chairman OGRA in 2008 but was removed in 2012 on corruption
charges. His appointment was challengedcourts on charges of breach of the procedure with serious
irregularities ranging from an arbitrary and lawless selection.

17 sometimes asking for files as old as 19 years.
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GAuthorityd'® nor OGRA employeé®’. The constant judicial interference in its affairs and
unnecessary demandrfprevious records and files discourage independent and effective
working at the orgasation.

(e) Participatory Decision Making

Governance is thmapirogeamsdoift sleicmpli ®ment ¢
the participation of -mlakistgadhemmwmledyarasd $ n t h
regul atory practices. Ef fective public par
sategi es. OGRA Ordsenarmee sdigesms faicetancealif pu
Section 9(1) of t he Ordinance does not er
participation. It does not necessitate the

making declitsiiodultehfbétrottdyethde i f it consider
a hearing.

The open proceedings with public participg
in regulation and ownership of these regul
heda ng is not a norm at OGRA. Some cases are
cases where the public hearing takes pl ace,
making the whole exercise of public participyg

I nstiCapaointy

(a) Employees

OGRAUt hodirsi tsyt atutorily empowered to enhan
t hat i s, to appoint empl oyees, consul tants
conditions as the regulator deems fit. Recr
of fAlue hyo f ¢ ct i on 14(1)) . The ordinance al s
prescribing regulation for an appointment,
terms and conditions (Section 14 (2)). OGRA
compet ergt awo rt Kaien omgd& ®ii gur e 3) .

OGRA Service Regulation 2005 provides the

and remuneration policy for staff, consulta
t he chair). I't i s t hes osnilnyc a eigtu |l vaat si Cofhb rnsotd i nfoi
The HR department at OGRA is clueless about
i Aut horiityy., members or chair man.

Il deall vy, it should be the responsibility
reource recruitment and capacity building ¢
deci sions are made at the top, as the | aw he
only informed for notification.

118 Removal of Mr. Taqueer Sadiq
Wofficers complainedtakeout jobs peioperabhl ast oheyg do
real sense, complaints of NAB harassment.
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Fig. 3.wCatedooyessionals at

Administrative

Executives 57 Engineers 53

Corporate & Media Finance/ Accounts/
Affairs 1 Audit 14
Lawyers 8 IT Experts 4

Economists 3

Informal discussions with various department officials at OGRA revealed that
almost every department is understaffed. There is a lack of competent staff with regulatory
knowledge, sectoral experience, and training. That is one of the main reasons foindelays
executing essential functions.

In addition, OGRA has not transparently acquired professional support staff services
that could establish a proper regulatory framework for the benefit of consumers and
producers alike. Most of the existing profession@ffshave minimum exposure to
regulatory concepts and functions @yme from sectors that have no relevance to the
operational requirements of the oil and gas sector.

Similarly, if the departmental head is nprofessional or is from a different
background, he (or she) may not be able to understand the specific requirements of that
departmerit®. Furthermore, frequent intgiepartmental transfers do not allow employees
capacity to develop. As a result, there is an inadequacy in emergency planning and
preparedness to play a proactive role; in the preparation to participate in national decision
making and communiqué concerning oil and gas sector challenges. It is adothmit
OGRA is not keen to improve its human resource capacity. Staff at OGinistivated
because of the salary structure. Lack of transparency in appointment and promotion

120 For instance, the Information Technology (IT) department, headed by -& mqm@rson, may not
understand the IT requirements and importance in the eajenis overall development.
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procedures/ criteria has created discontent among officers at OGRA. Thess €hxto
affect their performance. There is a disconnect betweeditithoritydand the staff.

OGRA, at present, is de jure and de facto politically independent in its HR
management. ThéAuthorityd decides about the number of staff and their promotion.
However, OGRA is not applying markbased wages to attract qualified personnel with
the required expertise. The terms and conditions behind the employment of an officer play
a critical role in ensuring that employees are motivated and committed to theiofahc
responsibilities. While on the one hand, civil servants are governed by the provisions of
the Civil Servants Act, 1973 and the rules and regulations made thereunder, on the other
hand, private sector employment is entirely dependent on the terersnietd by the
employer. It is unclear what the status of the employees at OGRA is. Neither the pay
structure of employees is under the civil service nor at par with the private market rates.

It is also noted enforcement of standards and quality cheag&snbt been as
effective as it should have been. Slow disposal of court Zaskéscourages officers from
doing enforcement duties. Besides, there are hundreds of entities to be examined in every
city, which is impossible. The regional offices are almost-existent??. These are
understaffed. The number of complaints is far more than the staff employed there, making
it difficult to deal withthese cases efficiently.

Consequently, there are delays in the resolution of complaints. In addition, the
officers empoyed in these offices ddnhave the required skills and resources to monitor
and enforce standards. The working environment is also not desirable. These regional
offices lack not only in terms of human capital but also physical infrastrd&tumeaking
them almost ineffective.

Itis also noticed that the requisite investigative and legal skills and training to commence
investigations and inspections are generally missing among professional staff at OGRA. The
organgation relies on a third party for variocisecks, which is sometimes ineffective. That may
be why enforcement activities at OGRA are not as successful as desired. Besides, the officers
assigned to investigate, especially in criminal matters, learn only through experience. But once
an individual aquires some skill, he is transferred to the other department at OGRA. The
development of an officer as an investigator/ inspector is limited.

In developed countries like the United Kingdom, regulators, as a matter of policy,
employ certified/ qualifiedrivestigators in their enforcement departments to ensure that
the powers and functions of the regulator relating to enforcement actions are implemented
effectively and within the legal limits (Khan and Qawi, 2014). In such cases, the chances
to challenge aecision in court are limited.

As mentioned in the previous section, the ordinance allow§gtherning bodgat
OGRA to delegate its statutory powers to its employees, including enforcement powers,
administrative powers, or any other power to perfosifiunctions. In addition, employees
undertake the governing boydayto-day work, such as providing legal support, research
and development, tariff determination, enforcement of standards, monitoring or regulating
sectors, and secretarial/clerical funats. The quantity, quality, and HR performance at
OGRA are as significant as if8uthoritydfor all these activities.

121 Judges don't have the technical krloaw of the sector.
122There are four regional offices (in Karachi, Quetta, Lahore, and Peshawar) with designated officers.
123 There is no fuel testing man or equipment at OGRA.
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(b) Departments

Regarding orgasational structure, OGRA is designed with various units/
departments corresponding to each-sabtor,i.e., oil, gas, LNG, LPG and CNG. Unlike
NEPRA, there is no separate license department. Gas, oil, LNG, LPG, and CNG
departments perform this activity for the products under their jurisdiction. Likewise, all
these departments are responsible for regulatimhmonitoring their respective sectors.
There is no separate enforcement department. Eaebestiral department is responsible
for taking care of enforcement activities as well.

During FY2010, OGRA set up a separate enforcement department to engorce i
ordinance, rules, regulations, and license conditions for providing quality products to the
public in the correct quantity at notified prices. This department was responsible for
effectively implementing standards and monitoring through efficient cresukdalances
on the operations of the licenses and the better functioning of the regulatory framework
promulgated by the Authority. This department was dissolved in FY2018 for a petty reason,
i.e., required staff in other departments. It seems to haeetadf the enforcement of
respective rules and regulations.

Then there are the legal department, complaint department, appeals department,
corporate and media affairs, finance, legal and litigation, finance, and human resource
(development and managemet¢partments to support the abovementioned departments.

The IT department is vital in any regulatory authority for ensuring transparency and
speedy processes. At OGRA, its IT department works under media and corporate affairs.
The department is understaffeyet, after remaining in the infancy stages for several years,
it has shown positive developments since FY2015. The department is evolving to introduce
an eoffice, paperless environment, online complaint and status, and file tracking system
to facilitate organgation internally and check the online status of license applications.
Besides, other projects like oil stock checks and CNG scanning software are on the cards.

OGRA& planning and coordination section is working under media and corporate
affairs. Its primary duty is to coordinate with all departments to produce material for
preparation and printing OGRA Annual Reports and RepotherStateof the Regulated
Petroleum Industry, as per the OGRA Ordinance, 2002. However, these reports are
publishedafter the due date, as allowed in the law. OGRA is bound by law to publish these
reports as soon as possible. After the end of every financial year but before the last day of
December in the following year. The Annual Report and State of Regulated Patroleu
Industry Report for 20120 were made public after a delay of almost six months, i.e., in
June 2021.

The quality of these reports and delays in their publications reflect the capacity of
this department. Besides, this department is also responsibé®riducting/ managing
training courses for capacity building of employees through the provision of local and
foreign training and participation in seminars, symposiums & workshops etc., at the local
and international levels. That ideally should be theamrsibility of the HR department.

The HR Section has been assigned to manage the satjans human resources
affairs under OGRA Service Regulations 2005. The HR Section is responsible for
facilitating the recruitment and retention of highly qualifeed! experienced professionals
in the Authoritys technical and general service groups. As informed, the department does
not seem to have the power to upgrade the skills at OGRAlggartmentaheed. HR
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policies and rules are not designed in this departtmErey only notify or implement
GAuthorityddecisions.

The Financ®epartment is another crucial department at OGRA, performing one of
the critical functions assigned to OGRA, i.e., determining tariffs, as allowed timeler
OGRA Ordinance, 2002. Howeverlespite staff deficiencies and delays in tariff
determinations, the finance department has contributed to theptritgl access regime_
formulation of a new gas tariff regime. It is also providing inputs on the govergat
sector reforms agenda.

The litigation department at OGRA is responsible for handling court cases for
and against OGRA before various courts throughout the country. As reported in OGRA
Annual Reports, the litigation department has represented the Authority through
counseland inhouse counsel in more than 9323 cases. A significant number of
pending cases and the engagement of counsels indicates a shosagedin-house
legal capacity at OGRA.

Tabl e 7
Litigation Activities at OGRA
Cases Counse
Recei v Di sposce Pendi Engage
FY2018 784 194 375 174
FY2019 756 237 352 173
FY2020 582 182 - - - - - 207
SourOGRA Annual Reports, differenkrdbpe wkiemg casest iesei
whi ch OGRA was not directly involved.

There is a di s dwuntnkedaatn dbyda thvee eenmptllbegyees an
various departments. This disconnect makes i
faced by the staff, tshtuisomdlIf ecdp agiettyh.gsTohves,
and affecting the overall department al per
orgsani onal structure of OGRA is the misalloc

Regul atory Capacity

Adequate human capital resources are essential for quick and effective decision
making. The personal qualification of a regulator is also crucial in independent decision
making. Section 3(clauses 4 to 7) states the experience requirements and quadification
the chairman and three members. As in law, their association with the petroleum industry
is not compulsory. The focus is on experience and competence in any related field. That is,
in favour of an individuafs capabilities based on their lengthsefrvice. As mentioned
above, the ordinance blocks the appointment of civil servants, but no bar on retired civil
servants.

As evident from the publicly shared profiles, (for the first time) the current chairman
and none of the members are retired civiVaats. However, in the past, OGRA leadership
had problems with regulatory expertise as people from the bureaucrady hbde a
sectoral background. When the regulator (or member) may develop some understanding of
the sectals complexities, his tenure @ver.
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Concerning other staff, OGRA has not been able to build expertise in relevant areas
that may facilitate effective interventions. In the past, due to the lack of expertise, OGRA
could not reduce unaccountém-gas (UFGSs) in gas distribution compesito enforce
quality and safety standards (more examples discuesdidrin previous section There
are several instances where companies remained unsatisfied with OGRA decisions and
often went to courts against OGRA determinations (as evident fronemous) court
litigations).

Effective regulatory capacity demands a strong, weklified, experienced
governing body and a support staff (professionals). Lack of regulatory experts and
insufficient funding may hamper the regulatory process (Aryeetey drahéy 2005).
OGRA, with time, has been able to find personnel (only in the governing body) that
satisfies the criteria. However, disproportionate interference of law enforcement
agencies in regulatory affairs has undermined decisiaking capability and
regulatory capacity.

The quality of the governing body directly impacts the execution of regulatory
functions. Therefore, the regulatory authority must develop its governance systems to
a degree wherpersonalitychange can have a limited influence on tBeithorityd
performance and overall institutional capacity. In OGRA, frequent changes in
personality at the top have led to changes in overall governance and institutional
policy. It creates uncertainty and discontent among the staff and their effective
performance. OGRA is still lacking in other qualified staff. OGRA lacked human
resource policies that can encourage competitiveness rather than bureaucracy.
Inadequate training and R&D for the personnel are evident from the funds allocated
for capacity buildng (Table §.

Lack of human resource development and deficiency in the dedicated workforce,
in combination with disjointed departmental activities, is hurting the orgsationGs
overall capacity. Above all, noolarity in parental law prevents theegulatory authority
from improving its regulatory capacity. OGRA does not enjoy adequate governance
power to perform its regulatory duties effectively.

WAYFORWARDRECOMMENDATI ONS
The creation of OGRA and its rlkegudmamgiyndr

oil and gas market dynamics. Based on our di
literature on regulatory authorities in other
Ordinance can handl e somMGRA (Thhe d agvw ladtl omws
mandatory government involvement in the curre
t hdut haurniatby e to di sagree or unwilling to ris|

There is a need for a clearly worded law with provisions foR®& autonomy in
decisionmaking. That is the law that bars any government interference in the Augbority
decisions. For example, regarding the tariff, OGRA should be responsible for both the
consumetend tariff and for setting its underlying parametengthodology. The current
lack of clarity on roles and functions can open the door to undue government interventions
in OGRA operations. Like European countries (EU, 2019), OGRA statutes should
explicitly determine adequate criteria to ensure the regdaitadependence from politics
and the petroleum industry.
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Periodical reviews of the appropriateness of the regulatory regime are
compulsory for effective outcomes in the oil and gas sector.

9 There is an urgent need to simplify regulatory processeseahdnce federal
government and OGRA coordination. Maintaining good communication with the
government departments would be helpful for effective sectoral outcomes. All
upstream, midstream, and downstream activities should be under one window
operation for btter coordination in the sector, i.e., OGRA. The federal
government only provide policy guidelines.

1 OGRA should implement a clear and transparent consultation and public
participation policy. All these steps will increase OGRAredibility.

o Before issuig rules and regulations, OGRA should make efforts to hold
stakeholder consultations. Interaction with the stakeholders will give them a
sense of ownership of the legislation, and they are less likely to feel threatened
by new rules/regulation®©GRA may sek the opinion of regulated entities on
a halfyearly or yearly basis to obtain data on existing rules/regulations.
Regular interactions with the sector entities are common in the United
Kingdom and even at NEPRA.

9 The ordinance allows reliance on a thptty for inspections. It is ineffective and
sometimes counterproductive to the goal of quality assurance. There is a need to
build the capacity of OGRA for decreasing, if not eliminating, such reliance on
thirty parties for various inspections, qualityecks etc.

0 OGRA has quagudicial powers, such as setting fines and penalties for non
compliance or acting arbitrators in disputes among industry participants. These
processes should be published. The financial statements should mention the
amount when @enalty is applied.

o Certified enforcement officers should be inducted to fulfil this function
effectively and efficiently.

9 For effective accountability of the regulator, OGRA reports (Annual and State of
the Petroleum Industry) must be evaluated by inddest experts regularly.

o0 There is a need for establishing a systematic approach for monitoring work
done at OGRA,; selssessment at the level of an orgation is required.

1 OGRA, a regulator, must play a proactive role in the sector. It must sandlya
advisory to the government in all relevant fields. Besides, O&RA
recommendations and the government response must be publicly available. It will
ensure OGRAGintegrity.

1 Where a regular oversight of the performance of the governing body of atargul
is necessary, equally important is a chairman, any member, or any officer must
not feel insecure about their positions and in taking tough decisions. In other
words, the ability of a regulator to take independent decisions free from the
influence of @vernment, free from the fear of NAB or the Judiciary.

o Courts should take great care to ensure judicial intervention does not deter
regulatory decisioirmaking. Besides, a strong-hmuse litigation team at
OGRA that can proactively defend stay orderstbier inquiries is required.
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0 The provision of the Appellate Court (just like NEPRA) may provide a forum
to check or review OGRA decisions. It may be considered accountability, as
the orders and determinations of the Appellate Tribunal shall be binding on
the Authority. The formation of an Appellate Court is prevalent in other
countries (USAID, 2018). However, the only thing which needstensured
is that this provision may not compromise the independent degisading
of the Authority.

1 Extensive usef IT is recommended to minisg delays and improve coordination
among thalepartments.

1 For effective and speedy decisions, decerstrgi decisioamaking powers in
routine activities is necessary.

1 OGRA should ensure adequate human and financial resqimde®e with their
tasks) to ensure operational independence. Capacity building is required by
employing more tariff specialists, regulatory economists, IT specialists, and
analysts, equipped with better and more advanced techniques and sufficient
backgraind knowledge of Pakistémand international oil and gas sector.

0 To enable qualified experts from the sedmravoid conflict of interest, an
adequate coolingff period (e.g., six months) should apply to key staff and
Authorityd members. A short coaig-off period may jeoparde OGRA
independence, and a long coolioff period may limit the interest of highly
qualified candidates from the industry to apply for a mandate (as it narrows
postemployment opportunitiesj*.

o Negligible expense by OGRA in trahg and development, in the presence of
surplus accounts, emphsail the need to invest more in the training and
development of its staff. It is compulsory to ensure that the regulator evolves
with changing times.

0 The HR department should conduct ahdruse study on workload analysis to
aid in developing the quantity and quality of the human resources required in
each department.

o The hiring of fresh graduates should be encouraged. Such candidates can be
hired at the lowest cadre of employment or as r#emd put through a six
month to a yeds training before being confirmed as permanent employees.

o For an effective orgasational structure, appointment and promotion through
transparent procedures limits nepotism and will not create bad feelings among
staff. A transparent evaluation procedure based on objective and published
criteria should be applied for key OGRA staff mart appointed by the
Authority. It will allow OGRA as an institution to grow. Each department has
its requirements; the staff of each department should be evaluated accordingly.

o To increase HR capacity, employees must develop professionally over time.
Financial gain is significant to encourage an employee. It is the responsibility
of an institution to provide opportunities and mechanisms where an
employeés professional, personal, and economic growth takes place.

1241n Italy, the ooling-off period is four years, and in Serbia, it is two years.
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Power Sector: Effective Regulation not
Regulatory Burden’

AF 1 MALI K

| NTRODUCTI ON

Currently, ther & natiet uMoiroen st hammot20i ncl udi
generation companies, involved directly in t
with overl apping functiosasi RsgNaei ahal AEI ke
Regul atory Aut,hoCentyr a(lINEFPORMer Purchasing Age

El ectric Power Company (PEPCO), are respons
management and operations of distribution cc
Similarly, Private Power I nfrBseraggture
Devel opment Board (AEDB) and NEPRA, apart fr
powers directly and indirectly to facilitat
private generBhe o Bofeothpaeas teme nt (BOH) , t hou
directly in the power sector, performs si mil
I nstitubbifondle BWlmk ni strative burden, powe
of i nefficiencies, institutional di sconnecti
are increasing.
Fi.g. Power Sector I nstitutional Pr
=
Investment
______ Ik & +
Mega Dams P H
i HE
Project —--—
| cEncos |+
Initiate, coordinate & — PEDO P
o Y ons [ § ()|
Promote Renewables 4””| AEDB I— IPPs - ~ -
= = AJK ArROED
| eem | )
Fascilitate private ‘:_-:.{“ | MNESPAK |_ . e
investors —_—
| NPPMCL | I Ll
PECO,/PPMC Monitor — Power Project Development
DISCO x | NTDC | |
DISCOs 4| pEpcﬂ;pPMCF LE
PTIC provide IT support |\ FLOE |_ SPPs/CPP
to PEPCOmanagement & <7
DISCOs Regulatory Oversight (Monitoring) by NEPRA

* It was published as PIDE Policy Viewpoint, No 35:2022
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The numbersatoifoner graengul ati ng or monitori.

unwarranted in Pakistan; i n ¢ omppaerrifsoornmitnog c
power sector, e. g., Ban g(l Taadbel seh 1a)n.d Nohte oPnhli
orgsaanions is | esbuti natthesatecalusgr desferent f
Tabl e 1
Or gsanmii ons Functions
Bangl ¢éBangl adesh Tariffs & operation

Regul atory

Sustainable To promote renewab

Renewabl e efficiency

Aut hority

Bangl adesh To manage el ectrici
Ve

De |l opment Power, Energy and
acti@gnagsé buyer
PhilijDepartment Energy governance &
Energy r Sets wheeling rate
Commi ssi on bil aptoewearl supply ag
I ndependent Handl es whol esal e
Mar ket Oper including demand f
mar ket pricing an
schedul es.
Power SectoTo ovperisett on, sel |
Liabilities assets and the rig
Group capacity under | oncg

SourOxd:or d Busi née%an dGrADuBi? ((22002201))

REGULATANOGMONI TORDNGSGTRI BUTONDMNANI ES

Pakistan Electric Power Company (PEPCO)
unbundling PEPCRAPDAS mad e responsible for
preparat i @nt ifoonr opocwtvieee i geatee ati on ( GENCOs)
compani es @dDhleSC@su)r sien But usefdo rctounntartod | yg v eirt
operations of the wunbundled companies made
separated companies ineffective.

In 2011, the Government of Pakistan ( GOP)
ad the functions were first transferred to
(NTDC) and | ater to Centr al Power Purchase
PEPCO, in the real sense, were not transfer:rt
Ener gMoE®tDook the administrative role earlie

I n the current setug@s,i nQQPRRSNL byeghrada yi off Oh S
However, in its assigeeddtobumoni doos, ditstirs bat
CPPA registered with NEPRA as a mar ket oper a

125 https://oxfordbusinessgroup.com/overview/poweghift-yeardisruptionallows-governmenie-

evaluateprioritiesandchartnew-path-future
126 hitps://www.adb.org/sites/default/files/linkebcuments/4942805-ssa.pdf
127 Earlier Ministry of Water and Power.

Page [L77



rol e of a Central Coordinator by NEPRA to
Competitive Trading Bil)atkey aAprCioint2®G22. Model

The Cabinet Committee on Energy (-CCOE),
MoE, has decided to revive PEPCO with the n
Company ( PPMC) and shift its headquarters
t hkati onal Energy Policy 2021, t his new i |
monitoring the performance 0% DPIPSMOswi |As hraev

a sovereign mandate to get donor support f
effectively.

Tabl e 2
PEPCO FamxXammgl es

FESCO FY2020Rs 31,674,800 (PEPC
MEPCO FY2020Rs 162,567,586

(Management fees ir
HESCO FY2019Rs 57,796,069 (PEPC
PESCO FY2019Rs 29,268,482 (PEPC
SourFder:anci al Statements

Additionally, the funding for the PEPCO n

in the form of fees. DI SCOs are alumgady sh
grad/fatmainnt enance of their infrastructure. T
edctricity to PEPCO empl owveesluecdouwmlve sth enewns sd

NEPRA statutorily is an autonomous regul
regul at e/ monitor power sector companies. W

woul d do tohi bbb NEBR@A@®Paw

Moving Forward

1 By law, DISCOs are independent corporate entities with Independent Boards. Its
operations and reforms (if required) are the responsibility of company management
and board. There is no need for any other institution (PPMC or CPPA) to manage,
monitor, or reglate its financialcommercialand operational affairs.

9 The Independent Board, minus the influence of bureautacguide the
company management to develop a business model for the company, and ensure
the fulfilment of service standards set by the ratpil i.e., NEPRA.

i Let DISCOs grow independently  financially, administratively outside the
umbrella of PEPCO or PPMC. In other words, from donor influence. Give
necessary powers to NEPRA to regulate distribution companies.

1 In future, CPPA will act as market operator; only when the wholesale market is
functional*°. Otherwise, it is also an administrative burden.

2https:// www. dawn.com/ news/ 1651283

129 Malik, A. (2021) Corporate Governance in the Statsed Electricity Distribution Companies,[FE
Knowledge Brief, 2021 (Forthcoming).

1301t s yet to be seen, given complexities in the generation and distribution sector.
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REGULATANGACI LI TAHOWESBENERATI ON

For regulating and supporting private in
several amstheéeuFedasal and Provinci al l evel :
PDMoE, established in 1994 owas$ hmadeghatdhtatu

and Infrastructure Board Act 2012. Then ther
in 999t8hrough an administrative order. Later,
I nvest ment Ordinance in 2001. BOI , al so ass
invest in Pakistan. 't facilitates tAEDBI, mpl e
al so undvorE tfhaeciHD t ates private renewabl e en

Wh a't is the justification of PPI B in cur
facilitate private investors, recommend anc
provliingbaer nment s, draft, negotiate and ent
contractual obligations of entities.y After t
is the Provincial subject. Every province he

Addi ti enralilmpactt eroh dg@m@ement s wi t h guar
payments facilitated by PPIB is haunting anc
debt . For future energy projects, don we stil
for AEDBer. <KQné omr gMonbBer iPR., AEDB, is talkirt
renewabl es. siheoot BMotEeori@ &ni, CPi#k ties ionpp d i |
protectt DlesGhues.

NEPRA is playing its part tiemd pwoornko tti on gd e vee
a framework for méesi dlgri shiose &i mhcHFo/ access

Moving Forward

9 No doubt the future belongs to renewable energy. It is regulator, i.e., NEPRA
responsibility to allow the right combinatidsetween various energy sources after
assessing their feasibility from all dimensions. It is for NEPRA to ensure the compliance
of generators to technical and safety standards and not of PPIB or*ZEDR also
NEPRA responsibility to create the rightdrade to promote net metering.

TFor the wholesale market (CTBCM) , deve
compani es. So that theyamoyl ¢ ®PdPé B e q LAIE
support to asshgt theemower f ppmakhase agr
prcaar ement based on their projected dema
generation companies.

1 BOI, with relatively varied objectives and functions, can deal effectively with
private investors in energy.

CONCLUSI ON

Several institutions are involved in the
with the same functions, i . e., monitoring a

BINEPRA State of Industry Report, 2021.
B2As per NEPRA amended Act (2018), the generation c
2023. However, generators will still be required to co
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functions under the existing incltutiuano.nalNo
need for PPMC, PPI B and AEDB; shut down t hes
The GOP shoul d empower and ensur e t hat

effectively. It is the job of the GOP to moi
not peg feofrfneicnt i vely, the authority must be h
The power sector in Pakistan needs effect
A single power sector regulatory authority,
regulatory poweds ,byi tthel fgomenmintment will _ se
company operator s, over come t he i ssue of
strengthensthel met dabirityy to political i nter
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Part Il

OIL AND GAS DYNAMICS AND CHALLENGES

Deregul ate,L&OtpetnhdcMarsiset Thi
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Energy Market Structure: Oil & Gas =
AF I MALI,AMNAUROQWZ MAZI ASA B AN WA R SMUAHMA OIKH AN

| NTRODUCTI ON

oi | and gas play a prominent role in the
and gas account for 61 per cent of final en
consumed (Chart 1 and Chart 2) . With, | imite
dependence on imports is increasing.

The supply chain of Dboth petroleum and ga
with the flow of goods and services ®Brom t he
the consumerintler amtviod wesoft hiendependent c¢comp
typically involved in the supply chain (Figlt
of the chain is the financi al as well as co

cour gestplboensi bilities of the regulator to mor
point may have its impact at the final cons.t
the oil and gas mar ket structure.

Fig. 1. OIL and GAS Supply Chain

Ministry of Energy Petroleum Division
Structure of Energy Sector: Oil and Gas

Companies
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D
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End-users consume various forms of energy;

Refineris and OMCs import oil (crude and products); Gas @, POL @
OMCs supply fuel products to end-users.

e

133 This chapter was earlier publishedADE Monograph Seriedlay 2021
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Supplies

Consumed

Chart 1. % share in Energy
Renewables _ Imported Elect. Oil
N‘ﬂfar 2%~ 0% 3%
LPG ‘
1%
Gas
46%
LNG Import
14%
Chart 2. % share in Energy
LPG
2%

Gas
31%

Source:Pakistan Energy Yearbook, 2020

Ol MARKESTRUCTWRHSUPPLCHAI N

Until 1999, the government had tight control over the petrolsector in Pakistan.
All the decisions were made solely by the government and were often based on political as
opposed to economic considerations. Since 2000, the government has initiated an

ambitious premarket reform program in the sector.
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As a developingountry, Pakistafs energy requirements are growing gradually
over time, from 7 million TOE in FY1972 to 55 million TOE in FY2019. Over the
years, the country has seen a change in its energy mix from the dominance of oil in the
1990s to the dominance ofag until FY2015. With the depletion of natural gas
resources, the trend again upturned in FY2016, and oil consumption exceeded gas
consumption (Chart 3).

Due to the massive domestic demand for oil, a large quantity of crude oil is imported
every year. Demad for refined petroleum products greatly exceeds domestic oil refining
capacity, so nearly half of the Pakistani imports are refined products.

Chart 3. % share in Tot al Energy Co

60 e Q| Gas
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Source:Pakistan Energy Yearbook (Various Years)

Petroleu@hs8&8upply

Petroleum supply chain infrastructure in
Karachi . Cr uvodiel opirloduwhistte Low Sul phur Fur
received at the Karachi port., while LPG an
recei whed Fatu | ti Oi | Ter mi nal at Port Qasi m.
(bl ack and white oil) in Pakistan was 18.
connected to the tankage/ storage faciliti
companies (OMCs) .

Si miyl, aroli | explored and produced (E & P)
companies (Chart 4) to refineries, and from
oil mar keting companies to ther mal power |

—~

i ndi vnddwsatlrsi,e si) .
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Oi | Upstream

Chart 4. Resources Meeting Domestic

Chart 5. Domestic Crude Oil

Production
90000 Petronas
80000] BHP
70000 u PPL
60000 u Dewan Petroleum
50000 m UEPL
40000 - OMV Maurice
30000 oMV
20000 = OPL
10000 - = OGDCL

0| = MPCL

FY2007 = MOL
FY2012 v2019 = ENI
SourPa&k:i stan Energy VYearbook, Various Years

Pakistan has oil reserves of around 568.5 million barrels as of June 2019 (Table 1). A
major part of produced oil comes from the reserves located in the southern half of the country,
where the three largest oil producing fields are located (in the Soutitere Basin). In
addition, some producing fields are in the middle and upper Indus Basins. After late 1980s,
Pakistan did not find many new oil fields. However, from FY2013 to FY 2015 83 oil and gas
discoveries have been made. These added 631 millioa fagiper day of gas and 27,359
barrels per day of crude oil to the total reserves of Pakistan (Hussain, et al., 2019).
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Tabl e 1

Crude Oil Reserves (Million Barrels
Original re Cumul ati Bal aRecceov er ¢
Reserves Producti Reserves
1498. 773 930.327 568. 446
SourPa&k:i stan Energy Yearbook (2020)
There are al most twelve companies invol ve
t wel ve, Oi | and Gas Development Company Lim

al most 45 % as 40356 barrels per day is pro
Company (MOL) and United Energy Ppaericseantn ( U

respectivel vy, while the contributipenceht Paki
(Chars). The rest is shared by other compani
Oi | Mi dstream

Chart HtreimdTransportation

&

Road Transportation Pipelines Railways

SourOGRA State of | ndustry Report, 2018

In the midstream _ the bulk of 19.22 mill
by Padi antaarket is transported by road, oil
Refineries, Oil Mar keting Companies (OMCs)
st or aiglei tfiaecs t o receive and store crude oi
Pakistan. The key installations/ terminals
transportation of petroleum products to re
throughout (€Chartcountryhe total storage cap
depots, however, amounts to only 21 to 23 d
wel | be insufficient during a supply crisis

Page [L86



Chart 7. Oil Depots in Pakistan (F

12

I I I :

Punjab Sindh Balouchistan Gilgit-Baltistan

SourOGRA Sft atemdwstrylReport, 2018

Box1l. Strategic Oil Stoc
Strategic oil stocks are the ma
their economies from oil price shd
stocks ar e not exactly intended t
objective is tonendherevaeawnai odbial ph)
Pakistamrategic oil storage capaci
security. Further, there is no di
( OMCs) commerci al i nvent i icdés i &n ch
make a difference between its var
unf oreseen event.

The OMCs (i .e., PSO, SPL and TPPL) hol d
Pipeline ( WOP) , whi ch providasanspdhrt spetart @lg
products fr om-CGoaurnacrhyi |tooc atthheo nbp WOP has a t
12 million tons [/ annum.
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Ooi | Downstream

Chart 8. Refineries PercenthBhY9Y261%hares i

30.5%

18.8%
16.5% 17.2%
12.1%
PARCO NRL PRL ARL BPPL ENAR  DHODAK
Chart 9. RefinPeyr PredmcPi oduofs
12000
uLPG
10000
Ref.Gas
8000 Neptha
m Av. Fuels
6000 =FO
4000 =LDO
mHSD
2000 = HOBC
0 Kerosine
FY2007 =MG

FY2012

FY2019

SourPa&k:i stan Energy Yearbook (Various ¥Yle9ars) and OGRA S

I n the downstream oil seeAtraarb, Rehfe rnee rayr el isn
(PARCO) , Nati onal RefineryakimtbaeadL{ MRLEdD B
Pakistan Refinery Limited (PRL), Attock Refi
(Chart 8) . These refineries have a total C
FY2019, refineries produced T2c40tmilbluit@om 1t o
production with 30.50 per cent share foll owe

with 17.23 per cent and 16.48 per cent shar e
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Box 2 Oil Refinery

Features
1 Demand for Petroleum Products: 19.22NRfe f i ni ng Capacity, 62 p
(11.86 MT)

1  Import of Petroleum Products: 38 percent (7.36MT)
1 Crude Oil Requirement for Refineries: 400,000 Barrels/per day out of which 22 persepplied
by Local E&P and 78 percent is imported.
all enges
Volatility in margins because of fluctuating crude oil prices.
Unfavourable changes in pricing regime_ removal of deemed duty.
Circular debt in power sector affects financial flows.
Exchange rate depreciation.
OMCs procuring substantially from local refineries are likely to have limited impact on
profitability in the current macroeconomic situation as compared to those relying on imports.

C

=a =a =a == —a

SourPa&k:i st an Energy Yearbook (2020) and PACRA (2019).

Tabl e 2

Busi nefRef Rnshg Capapsangda(tMiadn i(o%)
Refi1Capa Utsdgaltii Capa'Utdgaltii CaparUtgltii Capa Ut s&ltii

BYcCo 7. 1¢ 22 7.1¢ 18 7.1° 38 7.1 33
PARC: 4.5 100 4.5 100 4.5 100 4.5 89
NR 2.7 85 2.8 85 2.8 86 2.8: 81
ATTOC 1. 9¢ 86 2. 4. 91 2. 4. 93 2. 4. 94
ENAR 0. 3¢ 97 0. 3¢ 88 0. 3¢ 97 0. 3: 97
P R 2. 11 81 2. 1( 76 2. 1( 81 2.1 76
SourPa&k:i stan Energy Yearbook (2020)

I n t he dtohmwenrse reeraemhttweitly Mar keti ng Compani e

Pakistaniaedhfivet Pbeen granted |icense® by OGF
holds 80 per cent of the market share in FY20
oil (PSO) was at the top (41.8 per cent of th
Limited (APL) with 10.5 per cent, Total Parco
per cent and Shell Paki 40an Limited (SPL) 8 p

Chart 10. Oi | Mar keting Companli®s' Share

42%

10% 10% 10%
8%
3%
) l l 8
PS TPPL Hascol BPPL EE Others

SourOGRA, State of I—:thustry Report, 2018
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Tabl e 3
Share of OMCs in White and Bl ack

Whi te Oil Bl ack (
PSO 41 % 52 %
PARCO 12% 8 %
ARL 10% 13 %
HASCOL 10% 12%
SPL 10% - - - - -
Ot her s 10% 16 %
SourPALRA ((2019)

MG (Petrol), di esel and HOBC are sold th
1.0 million tons of storage capacity, wi t h
Most of the OMC spgroogdwyet s,s dforwhiionh srhear | y
when supply <c¢chain involves so many agent s/
monitoring and regulation at every | evel bec
way in White Oil FMG,] )HAB, wleDO armd BlJatck Oi l

(Table 3). Although the share of PSO is decl
(Figure 2).

Pakistan has more than 8600 retail outl et
40 perl tewed by TPPL (10.2 per cent) and S
adjusting for FO (as it is not sold in reta
pump (Rs 349 million), foll owed by ARL (Rs

(PACRA, 2019).

Fig. 2. Oil Market Leader_ PSO

Share in OMCs
80 %
Retail (2000
industrial units, Largest
business Distribution
houses, power Network
plantsand =~ T _— 3754 Outlets
airlines)
PSO
Share in Storage
Imports (Black Caoacity
a 68% of a
& White) Million Metric
90 % Tonnes
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APSOis losing its sharein the retail sector,but a high horizontaland
vertical concentration Non-CompetitiveMarket Behaviour

AReform of energy industries_to create market structures and
institutionsthat promotecompetition

Petrol eum Demand

The Consumption of petroleum products in
million TOE. The consumption of petroleum prt
and 1990s at about 6 per cent per annum. Bet
i n feaccotme bnegati ve because of fuel switching
in gas resources and increased demand for fu
petroleum products increased. The deanland f ol
growth of 4 per cent bet ween FY2007 and FYZ
demand for furnace oil in the power sector,
11) .

Chart 11. Petroleum Consumpti on
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SourPa&:i stan Energy Yearbook (Various Years)

As in FY 2019, transport is the major u
accounts fmpar chebnhbtbow&d® by power generation
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per aerdt i ndustri al s ecipemadwhhiilceh rheansa ian isnhga ries
by the residential, agriculture and other g
( MG) amnsdp eheidg hdi es el (HSD) are the two main
Pakistan (Chart 13).

The demand forcMGBtieuOomsryaandgso is its
i mports (Chart 14 and Chart 15) . However,
consumption of HSD in industry and transpor:t
FY2019 (Chart 14i eamal ICh,aritl Ilégal Addaftfi c of
is a challenge for OMCs because of its chee
increasing (Chart 14).

I n the power sector replacement of LNG a
furnacegg dgiChatFO14 and Chart 17). The govern

i mport of FO in December 2017, to save forei

Paki stan i s a net i mporter of crude oi
remai ned the net i mpoe tEY 2017 FMRONLBs &
prodibave dbeecelni ni ng. I n FY2017, i mports of
million tons, which declined to 13.3 mil i

tons in FY2019.

Chart 12. SectoralefCmnBY2Zn®@19 on of Pet

76.4%

0,
2'1A) 0H-20, O-4-0,
U570 U.170

Transport Power Industry Government  Domestic Agriculture

SourPa&k:i stan Energy Yearbook, 2020
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Chart 13.

Product Wise Consumption
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SourPa&k:i stan Energy Yearbook, 2020
Chart 14. Total Petroleum Consumpti on
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Chart

15. MG Consumption

(Million
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16. HSD Consumption
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Chart 17. FO Consumption (Million T

mm |ocal Imports Demand
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10 -

g -

6 - 6.53 6.7 6.12 6.53 P
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SourPae&k:i stan Energy Yearbook (Various Years)

GAMARKESTRUCTWRHSUPPCHAI N

Natur al gas is the most importaet icmeditgen
of commercial energy supplies and about 31 p
(Chart 1 and Chatftar2gestPadkdrrsswmmeri soft hreatl®r al
the established natural Igiaeni Quluise rfyeetOutDay

in FY2019, 75 per cent is produced domesti ce

Over the | ast two decades, gas consumptio
per annum) . I'n Bogmpar psoduycPabnsidankd fmoBd.t st
Since FY 2015 we have been importing | iquefi

I'n Pakistan, first natuPaki gaandPetpookeym)
(PPL) was established in 1950. Theirl fsrst pi
in the discovery of the |l argest gas field in
more than 10 trillion cubic feet were found
devel opment of a huge neitbmotrikomfi mgatshea ransmtr

Chart 18. Gas Consumption, Producti on
Billion Cubic Feet per Day
mmmm Production  msssm | NG Imports Consumption
5.00
4.00
3.00
2.00
1.00
||III|||||||IIIIIII||| ||| |

(O g GO 4P @ @ @ 0 50 O S FE SO ®
SPFFFFFFFI I I TP RFF TS

SourBcPe :St atistical Dat abase, 2020
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Gas Supply Chain

Theupply chain of natur al gas just i ke
relatively simple as compared to the oil S
transferred to two main gas wutilities Sui N

Sotuhern Gas Company Limited (SSGCL) via pipe
consumer s.

I n comparison, the supply chain of i mport
The LNG i mpest édedsatethe pl angsi fiinessd aUN@ di «
then transferred via pipelines to the two ut

Gas Upstream

Chart 19. Percentage Share of Compani ec

OGDCL

PPL

MPCL

UEPL

MOL

ENI

oMV

OPPL

POGC

PEL

OMV MAVRICS

POL

Devan Petro

OPL

SourPae&k:i stan Energy Yearbook (2020)

I n the upstream, there are 15 gas explora

55 gas fields, spread throughout the countr
Sui, Uch, Qadirpur, Sawan, Zamzama, Badin,

Thesuream gas sect eorwniesl Ilcednplni ebr é enap de
owned by the state). I n FY2019, Oil and Gas
has the | argest share in total gas product

Paki st eanumPdtimilt ed (PPL) with a share of 1¢
Company Limited (MPCL) with a share of 18 p
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compani es, Mar i petroleum has the highest w

I n compartihseorn,c ofnoprana e s, the average success
2020) .

Overall, with no new major gas discover.
reaching a peak in FY2012 has started decrea
researveesal so on the decline (Chart 20). Basi
in the country; roughly 10 times the gas prc

Chart 20. Gas Proven reserves and Pr
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SourBPe :St atistical Dat abase, 2020

I'n FY, 2a80rldund 25 ped agarst safp ptlh e sc oemter yne
i mported RLN®GwneTdwoc csmpaarei e s, t hat i s, Paki s
Pakistan LNG LimissedbyPtLhg @O tathmport L NC
a |ltoemgm c(osnppamacof 15 years) withe@Qat aontPlalct]|
with Gunvor and Shell

LNG i mport edgabsyi fRSeQ iast rtehe Engro El engy
at Port Qasi m, Kar achi at a tolling@FDari ff.
forgarsei fi cati on. Similarly, PLL has hired t
(PGPCL)-gdoirfircecati on of LNG at Port Qasi m, |
gasi fication capacity of 750 MMCFD (OGRA, 2(
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Gas Midstream

Chart 21. Per odntCogmaStiaers in Gas Transmi ssi|

SNGPL 69.9%

SSGCL,
30.1%

SSGCL, 26.5%

Gas Transmission Network

Gas Distribution

SourOGRA State of | nldustry Report, 2018

The midstream gas sector is dominated by
The two -oawnee ds tcaotnepani es (the majority share
mentioned earlier, the responsibility for ge
wi tdhseée ht wo compani es. In addition to these
Mari and Uch are supplyisg @gadante fdadiby 20a@\

Right after the huge gas discovery in S
transmindsidonstri bution network. The transmis
the four provinces. Al most all urban areas i

net works. SNGPL supplies gas to Punjab and Kk
anBlal uchi stan.

The sustained growth in gas production i
compl acent, and they started giving connect
bel ow supplies. Gas tariff met hodoleogy al s

expansion of transmission and distribution (

Gas exploration and production activitie
Consequently, the gas produced indigenously
But the exparmsincen wofr kt teonTi&ued at the s ame
FY2019 gas distribution network in Pakistan
annum (Table 4). Extension of the T & D inf
providingrgeasitng ammbre of consumers (Figur
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Tabl e 4

Transmi ssion and Distribution Net wao

Transmi ssi o Distributio

SNGPL SSGCL SNGPL SSGCL

200 6142 3290 36919 23448
201 9399 4054 130157 46872

SourPa&k:i stan Energy VYearbook (2012)-18nd OGRA State of |

Gas Downstream

Chart 22. Sector al Share of Gas Con

Transport SNGPL, 65.2% SSGCL 34.8%

Power 46.3% 14.5% Independent39.2%
Captive Power 36.4% 63.6%
Cement 100.0%
Fertilizer 23.9% 7.8% 68.3%
General Industry 53.5% 46.5%
Commercial 66.7% 33.3%
Residential 69.3% 30.7%

SourOGRA State of | nRdustry Report, 2018

Gas Demand

The consumption of natwural gas in FY2019
gas increased fairly rapidly in the 1970s (
growth of around 5 per cent per annum in t he
Gas constmwteidomdown in 2010 and onwards gi
2013 constrained demand and supply gap we
mand and supply gap was al most 4 BCF/ D (C
masnudp pl y geapt hedeisppdrt of LNG was about :
cessitated gas | oad management across the
In FY2019, the power sector was | eading a
nt , foll owed by domestic consundanmeosnt i af
nsumption has increased tremendously at th
ly relatively very low tariffs for domest.
iority policies have al saogpltheyedharsi @i f
nsumer s. I n addition, gas and electricit
nsumption in Pakistan (Sattar, 2020).
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Moreover, the gas is used quite ineffectu

country, wiemhi abgé opoener gy c anossao wratt ri ioens (N
(especially in the developed countries) a si
l evel . But in Pakistan, both power and gas

t wo st ypfe infrastructure at the domestic | ev
inefficiencies in the supply chain. Just [|iKk
problem of wunaccounted for gas (UFG) in the

Chart @8s Consumption (% share)

mDomestic = Commercial = Industry
m Fertilizer (as feed stoch Fertilizer(as fuel) m Power
m Transport (CNG)
FY1980 FY1990 FY2000 FY2007 FY2012 FY2019

SourPa&k:i st an Energy Yearbook (various years)

Fi.g: Gas I ndustry_ Facts and | ssue

Gas Industry Facts

ASNGPLandSSGCLareintegratedutilities (quasimonopoly)

A40 percentof their sharesownedby privateentities

AThey do not own gas molecules, therefore, not in competition with gas producers,
unlike many in emrging gas markets.

AThey buy gas from the weliead, transport and distribute gas undeR%@ears
contract at prices , determined when E &P concessions were awarded.

AT & D fees relatively modest as compared to other gas markets, e.g., Brazil.
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ADemand and Supply gap _ 2 BCFD

AConsumers_ 9.6 Million (percentgrowth)
Alindigenous Gas Supplies declining; T & D Infrastructure
Increasing
- Arinancial returns not linked to operational efficiency.
Ll cenie s AMismanagement in SSGCL & SNGPL.
S Aigh UFG (Unaccounted for gas or T&D losses) 17.8
percen({SSGCL) & 11.5ercen(SNGPL)
(International Benchmarl_ 2ercen}
AUFG is 7 times of world average

SourPdeD:E (2020) , Minhas . (2020) and OGRA (2020)

LPG Supply and Demand

I'n FY2019, the total ma rlk0ebtl 4ddermavntd fAarn ulnk
is mainly supplied by 72 field plants (60502
Byco, PARCO, PR, and NR), which supplied 19
Annum of LPG were imported in FY2019 (Chart
Mainly, 4$4P®edsi comhe domestic sector and

steel, glass, edible oil, beverage, and chen
fuel reqguirements,steasrpead adrl gas/n smeadtuarad grad
inbam territories. I't is mainly consumed 1in
26) .

Over the year s, LPG consumption has incre
FY2007. The share of the industry has grown
demand is mainly caused by the shortage of r

Chart 24. Percentage Share of LPG Suppl

Fields 57%

Refineries 19% Imports 24%
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Chart 25. Sectorwise Consumption of LPG FY2019

Industrial
19%

Domestic
42%

Commercial
39%

Chart 26. Province wise LPG Consumption FY2019

Federal Areas
2%

Northern Area:
FATA 4%

3%
Balochistan
3%
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Chart 27. Sectorwise Consumption (%)

mDomestic m Commercial ®Industry

FY2007 FY2012 FY2019

Source: PGRA State of Industry Report, 208

There are 12 LPG producers, 190 LPG mark
5,500 smditdhiosti r i bult9o)r.s HaFcYh 2l0PIB mar ket i ng cor
Aut beodr iDi s biraiult getaa ribsy OGRA t o sell on behalf

LPG accounts for only 1.3 percent of the total primary energy supply in the country.
This low share of LPG in the overall energy mix is primarily caused by supply limitations
and thehigher cost of LPG compared to other competing fuels such as natural gas and
wood.

REGULATIAONBOLI ClI D3 ANBGGASECTOR

The Ministry of Energy, Petrol eum Divisic
Act, Petrol eum Polgiocvieersn sa nEd& Pr ealcetvi avri tt i Ruwsl € sn
primary regul ator.

Directorate General of Oil (DG Oil) regul
the sale of refined products such as diesel
companias B8Oh Shell, Tot al Parco, et c. Dir
regul ates the gas sales to Sui Northern Gas
Sout hern Gas Company Limited (SSGC).

Oi | and Gas Regulatory Aut hodiotwns(¢ ©OéR ) |
activities in the o0oil and gas sector. Some ¢

in Box 4 and Box 5.
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Box 4. Regul ati ons

MEPD all ocates gas from gas field
First right totebufyr ocnm utdhee/ ucposntdreenas
GOP nominates a refinery.

The GOP has the first right to pu
or i ndirect lcyoynttriorld ieglh cgpanpta.ni e s
and SNGPL overregul ated.

0O LPGc@lldy produced) can be sold t

licensed by the Government.

0O Selling price (crude o0oil, condens
Government _ it is linked to the i

[t ent i e e

BoxPb&licies

0 Under the 1948 Regulations of Mij

Act , the GOP has regularly issue
from 1991.
0 The main modification in policies
fiscal i ncentives.

Latest 2012 (amended 2020)

0 Aimed at attracting private inves
U0 Granting of Petroleum Exploratigdg
concession agreement (PCA) or d
conceromisthgr e and of fshore bl ock

bidding.
0 Granting of |l icence for PCA or P
Partner Companies (govt. to govt.
0t 2018 gas allocation policy: proine
followed by pawed ahdugeript )2; g
fersdgri,] iand capPiiver power <¢8ment '™

priority)tprainodr idNG .( 5

CHALLENGES AND OPPORTUNITIES I N Ol L AND G/
Basin studies suggest the total oi l resot
gas resource potenti al of 282 trillion cubi
gover nment , they | ack c ehnenaidt mgmitc e sNotbuanl ty
government interference is creating hurdl e:

activities (Sattar, 2020).
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Figure 4 Challenges and opportunities in the Upstream

AHigh taxes_withdrawalof manytax exemptionsandnewtaxesattheimportstage_ SROs

AGo v e r n role/ruleginsSOCshindersgrowth

ASOCshesitaten investingin newtechnologies_fearof bureaucracgndNAB.

APEPRArulesfocuson thecheapessource guality of the productnot takeninto account

ACircular debtin power sctor_consequentighter cashflow affectsc o mp a liquidity @nd ability to
investin technology& developmenbf wells.

Apoliticalinstability.

ADiscontinuatiorof oil andgasdrilling activities_COVID -19.

ASecurityProtocols_difficulty in O& G drilling activitiesin Baluchistar& KPK.

ALong civil trials with no clear outcomeare discouraging_small companiedacing litigations relatingto
theinterpretatiorof contractermsandtaxes

AHigh costof doingbusiness

ADiscriminatoryshareof certaincompanies preferencdo westerninvestors

AHigh administrativecosts_severalauditproceedingsindlong bureaucratiproceduresirediscouraging

AConcessionarymport duty of 5 percentfor the E & P industry for items not
manufacturedn Pakistan SRO6781)/2004

APublicprivate partnerships _foreign companiesare allowed to work with public
limited explorationE &P companieOGDCL, PPL,MPCL andPOL).

AChineseinvestorshave 6 p r iadvantageover Western competitorsin various
biddingprocesses

Amproved security situation on Westernborders_attractedinvestmentsin mega
projects,CPEC

AGeologicalsurveysconfirm vast potentialreserveswith potentialestimatedat 300
TCF versusthe 54 TCF discoveredso far. Baluchistanhas large areas still
unexploredgspeciallyin the frontier.

Companies also exploiting; they bid for
Government has clausessionrthaeakeobckcth| blekts
really enforced these ambdenattitlude ohecbmp!

upstream sector explains regulatory weaknes:

KEYWAKEAWAYS

1 Despite increasing focus on renewables, oil and gas will remain significant for the
energy matrix of Pakistan. Pakistan has vast oil and gas resources (yet to be
discovered). For the exploitation of these resources, we need a reduistory
infrastructure in place. A single regulator across the supply chain can deal with
issues more effectively.

9 Despite private participation, state dominance is prevalent in the oil and gas
sectors. Too much government interference in the compatiyities creates
hurdles in the compaids/ industrys growth.

1 The free market is the only solution_ with equal opportunities for all participants.
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9 Improvement in energy productivity decoupling of energy and economy is
indispensable for Pakistan. We deemore transparent and targeted approach to
increase energy productivity in all sectors.

1 An effective regulatory apparatus must be in place to mgeigas leakages in
the supply chain. There is a need for madated pricing to curtail misuse.

1 In the dl sector, there is an urgent need to expand our strategic stock capacity.
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Gas Crisisin Pakistan
AF I MAL I &nlds MAMHMAD

I NTRODUCTI ON
Gas itshiltaldegest energy source consumed ar

|l ess than a 1 per cent share in world gas cc
i mported and indigenous resources in the ra
contr iolrwet ee hrman 40 perd&d centr émt tdreercgoyu nmir ¥y,
resources used in electricity generation. |1
rapidly in Pakistan. However, gas exploratic
opati onal and regulatory framework is weak,

increased supply costs.

Chart 1. World Energy Consumption by

y

Electricity
19%

* This chapter has been published previously as PIDE Knowledge Brief, 2022:83.
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Chart 2. Pakistan Energy Consumpti on

LPG
2%

SourlEeA: and Paki stan Energy Yearbook.

* Gas,Coxdll ,shRare does not include these fuel shares
Chart 3. Paki stan Gas Reserves and F
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SourBPe St atistical Review 2021

PAKISTAN NATURAL GASSECTOR

I n the upstream, 15 gas exploration and p
spread throughout the country.
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Gas Sector Circular Debt Rs 1500 billion.

-

LNG Imports 26 percent of total Gas Supplies.

F’mjccled Gas Demand 6500 million cubic feet per

day

Gas Consumed 3978 MMCFD

Gas Supplies (local) 2954 MMCFED

Gas Supplies (LNG Imports) 1028 MMCFD

()

- ) )
—

Current Gas Demand-Supply Deficit more than
BCFD

Two main integrated distribution & transmission
utilities  SNGPL & SSGCL

Gas (‘or]sumcrs (SNGPL &SSGLC) 10.2 million
(increasing at 8 percent per annum)

Gas Pipeline (SNGPL &SSGCL) cater to only 20
percent of population,

=

L

)

The gas distribution and transmission are
owned companies _ Sui Nor tlh)eraan dcaSuiPi $edti mesi
Company Limited n(dSe&OLd)e.ntA pfieppel i nes from Ma
gas to nearbysempowkeantand $M@Rel Ilainsdt edS GcComp a n i
the majority of shares owned by the gover nme

After she gabodiscovery in Sui in 1952, 1
transmission and di stribution net wor k. The
di stribution network (183406mam)n armrd aqnprag &d S¢
gas expl oriaotni oinhgusduygt and gas distributio
competition in Pakistan.

Chart 4. Exploration Companies Share i

(O G D C L |1 O
PPL o R
MPCL e S
UEPL s 2e g e
MOL =@
ENI  =gegosm
OMV  m=@uiigm
OPPL m.0%
POGC m0.8%
PEL m™0.6%
OMV @0.6%
POL ®0.4%
Devan Petro 1-0.2%
OPL 10.1%
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Chart 5. Share in Trans. & Di st. N ¢

B SNGPLm SSGCL

Transmission Network (KM) Distribution Network (KM)

SourPa&k:i stan Energy Yearbook 2020 and OGRA Petroleum St

GASECTE@®RALLENGES

Demand Mismanagement

The sustained growth in gas production
compl acent, and thegapdcgaragedi cmsaasumpeiven
tari ff met hodol ogy al so enabled capital i n

distribution (T & D) network (Malik, 2021).

i Pakistan is the most gargense country in the world. Over the years, the gas has
been used quiteéeffectually.
1 Crosssubsidgation across sectors encouraged inefficient use, and it continues.

Household consumers pavedatt ohalde gafs Tromwsn

(in 2020), and tdee mpérne st dFececpbittbedhelis a
majority groups/ slabs in these two categor|
costs) than al/l ot hes ngconsefeir citeyrptesusea.nc@

categories are charged a price higher than t
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Chart ®ari Ghs(Rs/ MMBTU)
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SourOGR:A Gas Schedule as on September .01, 2020 (|l atest
Althopeh o househol ds have no access to n
gas consumption in the domeertdenese cttheer yheaas s
maxi mum growth among all the sectors. Suppl
invest ment s. The cost of gas supply to hous:
to the industliy our pgavs ropnsigatiidtcii es (over th

not been reflected, |l eading to

a shortage of

9 Gas allocation policy has remained based on political priorities rather than on the

objective of maxinging value addition.

9 Low gas prices and inefficiegas allocations have encouraged higher demands.

In 2005, the goNMatomeht GasndAlhoedati on a

Pol wbyech was revised | ater a
sectors hawed baeseni nprTiadorliet il .

f

e w

ti

me s .

Tabl el
Gas Allocation Priorities
Consumer Categories Prior
Domean@aemmer ci al 1t
Powamd -Zated I ndustry 2nd
Fers,)Clip tPiower, and Gener al Il nc 3rd
Ce md mtc | u tCampdPiowee r 4t h
CNG 5th
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I'n most coudhdawvwealespgdnacndrnytries), a single
at the domestic and commerci al l evel s. 1 n E
household |l evel. Providing two types of inf
encouragesesnchnesfin the supply chain.

Singaes gas geysers dominate household g
perrenThese geysers are incredibpleyr riehneff fi ci e
the same ti me, very fheow speahyo | tdh ec aat cetguoarly caoss ti
cr eesusb®iddi( Chart 6). I n compari sard,e teHd iicndcewns
up tper9clemhe & ndasttgriffs are relatively hi
Expensi ve ¢gabx omshtilegehs agnodo drseduces | ocal and ¢
(Farid, 2021).

Subsiddigas suppl y st d ofrerftoioldi security and
But evidencesesupggiesés &aeetnbt al weary sc dsetlso.w
Local sefrermanufacturers are making enor mous |
reduced supply of gas to power or high tari-
the power shortage. I't increases power gene.
(™l ik, 2021).

Li kewi se, despite thesuppleyc agap,ofi na FY2s0i(

international oi l prices were rising, GOP p
keeping its prices substantially plodwery tolan
mai ntaining a substanti al di fference in the
industry in the country, despite the decli
regulators failed to perceive the gap arisir
Insufficient Supplies

With 30.6 billion cubic metparsodortginab alr al
production (BP, 2021). There is a sharp incr
inefficient distribution of natur al gas res

shortfall

9 With no significant gas discoveries in recent yeges production has started
decreasing after reaching a peak in FY2012.

1 No significant addition, proven gas reserves are also declining (Chart 3).

1 Basin studies suggest a total gas resource potential of 282 trillion cubic feet
(Abbasi, 2018334

1 There areonly four exploratory wells per 1000 Sqg. KM, three times less than the
world average (Sattar, 2020).

OGDCL predictés ithditgerakustanl reserves
2025. Current reserves will | astpraesh@my)ti mum o
gas |l evels by 2030 (Sattar, 2020) .

134 According to Sattar (2020), only@rcentof total gas potential (1400TCF) has been discovered.
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Box 1. Factors Responsible for Low Exploration Activities

Well-head Gas Prices

Political Instability

Unnecessary and lengthy court trials with no clear outcome
Security Concerns, e.g., in KPK aBdluchistan

Excessive Government Control and Interference

High Administrative Costs and Bureaucratic Hurdles

T == == == = —a o

or |l ocal companies with state owne

1 PEPRA rules_ the focus is on the cheapest source; product quality is ignore
1 The fear of NAB discouragesvestment in modern technologies.

SourMad:i k (2021) & Sattar (2020) .

Mai nt ai ning al | operations or control |
i nadequaci es, costinPakedsft mmet a@edmeseabmi ch i
unattractive for foreign inved#tmewt ykbacaubac
there were 22 foreign companies in explorat

left with only 3 (Sattar, 2020) .
Largenatédas ciountry remain unexplored due
anar der situation. & oRi 9 misn amasi, n Biad uccdn ssit daeni

However, there is no exploratiomnacdewvity
problieknewi seheadchepmwiedd policy, the structure
bl ocks, and Gt hreo lgeorviemr nentemft&ni es are discour
Political instability and relatedtpobkicy unc

Companies are also exploiting; they bid f
The government has clausesorntbkhe b©ackr d¢ c
never really enforced these ahheihtatsd enoaf t a
companies in the upstream sector explains re
LNG I mport Complications

Since FY 2015, Pakistan has been importin
Two twanteal compani es, P a kainsdt aPna k9 tsattaen QIiNG (LR St
are importing LNG.t S darst sewmtntedQ &t § anrgB )L L
rel ati veelrym schoonrttr acts Wit hNGunwporaed BlelPISO
i s.gpei fied at TehremiEmaglr oL iEnhietnegdy ( EETL) and PG
(PGPCL), Mespectively

135 pakistan recently signed another G2G deal with Qatar to import 200 MMCFD of LNG from 2022
onwards at an applicable Brent slope of Ifefcent This would increase to 400 MMCFD after three years.

BEETL has a peak capacityy of MMORD-Y 8 d fi ioma tciucbni.c H GRe
has a -gpaesaikf irceati on capacity of 750 MMCFD ( OGRA, 2020).
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Box 2. |l ssues in LNG |Imports

T Government is the-iomploytplnagy érusiimetsise InNG c

T Procedural del ays in making iersporRPRIA cRuslieg
to take benefit from |l ow prices in the spo
average) takes more than 60 days.

1T Demand projection is critical in proouwriinmg

to ambiguities associated with LNG consum
LNG supplies.

1  The spot LNG market exhibits more volatility than other fuels; prices can move substantially in
direction when the LNG vesselraes.

S 0 u rSBeP;, 2021.

Rising LNG price trends in the global energy market are creating problems in
securing LNG supplies in Pakistdh The LNG price shock is expected to continue over
the coming several years due to global developments in theof/#tke Ukraine War.

Substantial government involvement across the LNG supply chain, the distorted
subsidy structur@®, and political preference for the subsili category make the actual
recovery of LNG costs difficult®. Like exploration activities, the owent operational,
regulatory, and procedural challenges have more to do with government control and
exclusive involvement in the business. How much to import LNG in the spot market or
through a longerm contract is unclear.

There is a duam;,ghascptigasgasyg RLNG are pr
2021) . The Senate of Pakistan in February 20

(WACOG) bill. Under WACOGgasilfi gglasLisqpue fcieesd |

(RLNG) andwilldcale gaoso,l ed i n, and a weighted

purchase. But a month | ater, the bill was cha
Chart 7. I ndegenous Gas & LNG Consumpt

m Natural Gas (Indigenous) = RLNG

525
206
Power Domestic Commercial Transport  Fertilizer General
(CNG) Industry

Source: Pakistan Energy Outlook, 2020

137 Spot Asia LNG rates are three times higher than normal for this time of year (Hasan, 2022).
Bpakistan featured in thestbpi dDesouatrheSnaprovadi g

with the | evel cl ose -a>xp drhtei nogn ec ocoubnsterriveesd. i Tnh et hseu bgsa sd y
1,750 million in real terms compared to US$ 873 millio

¥low quality appliances consume more gas than nati
LNG in these products is criminal (Sattar, 2020).
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OveRegul at ed

Al the activities in the gas sector
government control (Figure 1). An independe
regulate mid and downstream activideessi 808l
because of the extensive state presence i 8
all ows too much mandatory government invol ve

system. That has ma¥e the regul ator powerl e

Government intderence in service providéraffairs has led to crossubsidy and
an overall deficit in the gas sector. The circular debt in the gas sector has crossed Rs 1.5
trillion, contributed by both the utilities SNGPL and SSGCL. The gas sector deficit is
increasily because of the differential in consumer prices and the determined revenue
requirements (ICAP, 2020).

Figure 3. Government Controlled Activities in the Gas Sector

Producer Pricing &
Gas Allocation

Revenue Requirements
Consumer Pricing

Pricing Mechanism

1
1
-
1

AUpstreamactivities are dominatedby Stateownedcompaniesand GO
regulatesipstreanactivities

ARLNG Import supplychainis understateownership

AAll the mid & downstreamactivities are owned and operatedby two
stateownedutilities_ SNGPLandSSGCL

Gas Companies

140 Cited from OGRA Evaluation, Effectiveness of Oil and Gas Regulatory Authority (Malik,
Unpublished).
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Government irregularities in regulatory frameworks and paoticy formulation are
hindering sectoral growth and creating inefficiencies in the supply chain. Politically
influenced allocations and monopolistic business operations are all bottlenecks (Sattar,
2020).

Apart from issuing licenses, there is no effectioie of OGRA in regulating gas
sector prices. The Authority is only computing prices based on already set parameters by
the government. Due to the gigantic state presence in the gas sector, the enforcement of
performance standards by OGRA has also reraivesak.

Midstream & Downstream Inefficiencies
The objective behind OGRA was to foster

i nvest ment and ownership in the midstream a
privilege state monopooweide st hhiasv et oe nhjaopypeedn .h a s

Unl i ke many gas mar kets, they do not own
in competition with gas producers. They buy
gas urld2a2s ear contract at pricemsceasstiedcms nwell
awarded. Transmission & distribution fees ar
l'ike Brazil (Malik, 2021).

9 Financial returns to these companies are linked to the transmission and
distribution assets (network).

1 Tariff setting rewards capital investment in network expansion over pipeline
maintenance.

The calculation of the revenue requirements (in tariffs) incestvinetwork
expansion over pipeline maintenance. New connections increase thésufiiiég asset,
and the companies are guaranteed a mdmsed return of 17.4Bercenton their net
operating fixed assets (OGRA, 2020).

Fig. 4. Consumer Gas Price Mechanism (CosPlus)

Natural Gas Price

Producer Price
Consumer Selling (Well-head
Price including royalty
@12.5percent
Revenue
Prescribed price g P
Return on Net
: T & D Costs of - -
Producer Price Depreciation operating Assets @
SNGPL & SSGCL 17.43percent
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1 Ensuring reliable and highuality uninterrupted natural gas supply and
efficient services is one of the critical aspects of the regulatory process.
The gas distribution companies must maintain adequate pressure in the
transmission pipelines and distriboti networks and upgrade the
system where necessary to ensure supply of contractual volume and
pressure to its consumer&as resources are depleting, but these
monopolies are expanding their transmission and distribution networks
to maximse their financia returns (Table 2). These companies,
especially SNGPL, have earned enormous profits over the years (Charts

8 & 9).
Table 2
Transmission and Distribution Network (Km)
Transmi ssio Di stributio
SNGPL SSGCL SNGPL SSGCL
2007 6142 3290 36919 23448
2020 9588 4126 135887 47520
Gr owt 3.2% 1.6% 9. 7% 5.2%

Source:Pakistan Energy Yearbook (2012) & OGRA State of Industry Report-2019

Chart 8. UFGs Growth

mFY2003 m FY2019
17.80%

11.80%

8.16%
7.60%

SNGPL SSGCL
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Chart 8. SNGPL Profit Trend
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Source:SNGPL and SSGCL Annual Reports.

In both utilities,mismanagement and irregularities have affected their operational
performance. Though private entities own gércentor more of their shares, these
companies have no business model. There is no regulatory mechanism to link their
financial returns to theibperational efficiency; UFGs in these companies are seven times
the world average.

Chart 9. SSGCL Profit Trend
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SourOGRA Annual Report 2003 & PIDE (2020) .
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Underground leakage from ageing pipelines, poor maintenance, measurement
errors, wrongbilling, law & order, and theft have contributed significantly to
Pakistai@s unaccountedor gas (UFG) (KPMG, 2017). The two integrated companies,
SNGPL and SSGC, are ovezgulated monopolies with no incentive to improve their
inefficiencies and serviceetivery. Against the OGRA allowance of UFG at 4.5
percent the gas losses in these companies remained relatively high. After 2017, this
allowance increased to percentand 8.5 percentfor SNGPL and SSGCL to
compensate for declining profits.

Boxl|l Bternational UFG Al l owan

Germany_ 0.22 percent

US, UK, Canada, and New Zealand_ 1.0 percent to 2.6 percent.
Actual UFGs in some states of the US is 0.36 percent.
Australia_ 0.5 percent to 4 percent.

Croatia_ 3.3 percent

Turkey, Russia & Bangladesk.2 percent to 5.0 percent

= =4 =4 -84

Source:KPMG, 2017.

Box 4. Gas Mar ket Reform_ Lessons frd

1 Japan and South Korea embarked on market liberalisation over two decades ago. Both are d{
on LNG imports. Japan meets eioairth of its energy needs through LNG imports from Australf
USA, Qatar, and Russia.

In both countries, the power sector is the leading gas consumer.

Before Reforms

In Japan and South Korea, because of high fixed costs and economies of scale, the retairg

was a monopoly_ the retail sector enjoyed government support via tariff regulations and sup

safety obligations.

T Before refor ms, Japands i mpor tsectorpdrticipagos @egiena|
monopolies), unlike South Kea. In South Korea, a single statened Company (KOGAS) was responsib)
for all gas sector activities _ owner and d
import and regasification terminals and storage facilities.

1  After Restucturing

T The government in the two countries wunbun
entrants to use the pipeline networks. The reforms promoted retail competition in the pipeline n
and the import and terminal networks.

1  The newentrants in the retail sector are now free to sell gas in any area. Tariff restrictions a
removed.

T To encourage third partiesd access to LNG
third-party use and are required to report poblish their annual utilisation plans.

9  Liberalisation in Japan aimed at commencing competition in the retail business. Whereas Sout
focused on the privatisation of KOGAS and on introducing competition into the import and who
sectors of the arket.

1  The objective in both countries was to increase competition. The experience in these two cou
similar to the liberalisation process in European gas markets.

1  Comparison between Japan and South Korea suggests that ascopss regime is mercrucial for
deregulating SOEdominated markets.

1 Market reform is a complex legal, political, and economic process that demands consistency in
and political commitment, notwithstanding political crises.

SourChe:i (2019) & SBP (2021)

= = —a
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Regiand the return on assets, the mechani

when the Asian Development Bank and Worl d
nfrastructure development and wanted a guar
di sing@neffvici ency. No efforts are under way

WAYFORWARD
TPririetxipl oration activities for relying

we-hkead prices @gomdemimemti i nterference.

TA progressilvesesxdpd omart ketn policy is neede
fPakistan-regobuladedéhe natursl thaes psect or
structur-basAdmarketi ng system will al so ¢

9 For LNG imports, thireparty access_ increased involvement of thegbeiwsector
in the LNG supply chain, as happening in mature LNG markets like Japan, South
Korea and even in Indi&. Higher private sector participation in these countries
facilitates cheaper fuel availability, smooth procurement processes and allow
marketbased price discovery (SBP, 2021).

TTo masx i miet ur ns from private sector i nv
sustainability of the natural gas sector
structural and operational challenges.
fTWithout s magt utlthseiadsy structur e, the financi
gas sector is difficult to-o&sechive\we. bTalsa s
for a reliable and sustainable gas secto
TWACOG or any other price poolisgbfer mul ¢
The government must begin passing LNG co
circular debt will continue to inflate a
fGas allocation to sectors should be fror
political defcfiisciioemsc.y Hreegrigsyl a¢ i on and st |
sectors are compul sory.

fRestructuring of gas utilities i s requ

manageri al efficiency. Un b dpnidpl ébnigd et he s e
& ebias |li ne wirtealalld obvefng for ot Meirp@lriivat e
an@dedmidi ness.

fTo i mprove management and administration
into smaller units may also hel p.

118 high time to get ridneff wgubkr axtpaadi
Compani es mu st have a business mo d e | t

efficiency.
fUFGs can be reduced by strictly monitori

of the | osses on the distributtbei compa
efficiency.
TAll gas companies should operate commerc

by any government .

141 |ndia recently has deegulated its natural gas sector.
Page P20



fGovernment should | imit its role to pol |
mar ket saltii mear. al i

fTThere shoul d beusa séggl @t oaruyt omaomobor ity
mi dstream, and downstream activities. B L
capacity to monitor the sector effective
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Petroleum Pricing in Pakistan
HAFSHI Na nAF I MALI K

I NTRODUCTI ON

The petroleum pricing is significant for
dependence on oi l i s not expected té declin
infrastructure contbiarsedas ptrodruelty . ond np tarko Iséd
source of energy consumed. I n FY2019, despi
32 per cent of our tot al energy demand.

The petrol eum imajucsrt reyorntsr iabdustoor t o gover
2019, petroleum taxes contribute about 51 g
Paki sd eme riodre nitmports for 81 per cent of its
pricing i s sasluseo far osn@snaspietoisvpee mief ve, given | ow

in the country (USS$ 1284. 7).
This brief provides an overview of petrol

PETROL ERIRMODUERI CIINNSAKI STAN

Chronology of Petroleum Pricing Deregul ati or

The gowtrmsmed to have tight control over
All the decisions were made solely by the go
opposed to economic considerations. Petrol e
regul(avtaildrk, 2007) .

I n 2000, the gowmarkment eif mirtmsat edt heopetr
the role of the government for policy maki.
guaranteed return formula of |PPe Ffefimménried
to these refor ms, refineries were working u
was capped in the range of 10 to 40 per cer
l'iable to meet any | osss inMAndeeripr oZ0Qdad.il it

In 2001, the government authorised the

(OCAC) to review, fix and announce the price
in accordance with the approved porliicciyng f o
Therefore, bet ween July 1, 2001, and April
exepot prices of motor spirit (gasoline),
accordance with the approved for mul a.

* It was published in PIDE Monograph Series, May 2021.
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In 2002, the Oil and Gas Regulatory Auf
perform pricing and regulatory responsibili"
the function of price fixation was transferrt

@

CC Gover nment o f P akiedt atnh e( G@PWe rc
petrol eum pr &cedsecvisa oGalNionetd1l/ 08&/
prescribed formul a, under Section
OGRA) and Section 21( (reg
Regul atory Authority O c

Q ~

r art
nce, 20

J

In 2011, the GOP further deregulated the
Gasoline (MS), High Octane Blending Componer
JP4 and JP8. Asnad OMLs!| | xr afridenfaimrinedraiyn cper itchees
exepot prices of the same. Later-rieii 8eptyemt
price -8peedd ghi esel (-HEDPY ¢ whieceasof exdSD has
deregul ated since September 2001.

Government Approved Fuel Pricing
PriceuBufiddmul a consists of:

(i) Ex-refinery import parity price/PSO weighted average cost of purchases
(i) Federal Excise duty _ as per FBR rates
(i) Inland Freight Equadation Margin (IFEM)
(iv) Distribution Margin
(v) Dealets Margin
(vi) Petroleum Levy or surcharge (fixed and notified by Ministry of Energy,
Petroleum Division)
(vii) Sales tax (fixed and notified by FBR) _ Tércent

B AL

Crude oil Oil refinery
{local or umported) (processes oil)

Plpelme or oil tankers

B o @

Oil marketing Oil tankers Retail outlets
company (OMC)

Photo Courtesy: The Express Tribune
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Figure 1 to Figure 6 demonstrates the price bugdfor various petroleu
products for 2020, that is, the share of various components in the final price of fuel. A
major portion is of exefinery price in all the petroleum products, followed by sales tax
and petroleum levy surcharge; exception i&(Egasoline where petroleullevy is more
than 20 per cent in final fixed price (Figure 2).

Fig. 1. Kerosene

9.49
0.00 = Ex-refinery / Import Parity Price
(IPP)
Excise Duty
1.58
Petroleum Levy
' = Inland\Freight Margin (IFEM)
|

VAN

= Oil marketing company (OMC)
Margin
! .

= Dealer Ma