F No.Tariff/2015-16
’- Government of Pakistan
v Ministry of Energy

LR L L

Islamabad, the 7' March, 2018.
The Registrar,
Mational Electric Power Regulatory Authority,
Sector G-5/1,
Islamabad.

Subject: INTIMATION OF SUBSIDY / SURCHARGE FOR INCLUSION IN SCHEDULE OF TARIFF
FOR XW DISCOS

Refer to the above subject and to the Redetermination Decision dated 18-09-2017 and 23-
10- 2017 for Tariff Determinations for the Ex-WAPDA Districution Companies (the “XWDISCOs") intimated to
the Federal Government by National Electric Power Regulatory Authority (the “Authority”) uis 31(4) of
NEPRA Act, 1997.

2. In this regard, reference is made to the Nationail Power Policy, 2013 (the "Policy”), which was
developed to support the current and future energy needs of the country. The Policy was considered and
approved by the Council of Common Interests (CCl) through decision on Case No. 1/3/2013 dated 31-07-
2013. As a consequence, the National Tariff and Subsidy Policy Guidelines, 2014 has also been framec.

[Copy of the Policy and decision of CC! in Case No. 1/3/2013 dated 31-07-2013, and the National Tariff and
Subsidy Policy Guidelines are attached herewith as Annexure A/1,A/2, and A/3, respectively].

3. The Policy approved by CCl, inter alia, stipulates that:
3.1 the iow end consumers will be protected from any price escalation;

2.2 to the extent possible, tariff rationalization will be done in order to eliminate subsidy within the
industrial, commercial and bulk consumers; and

3.3 Alevel playing field will be created by providing power at comparable prices to ali industrial users.

4. Additionally, it is pointed out that sub-section (5) of section 31 of the Act, empowers the Federal
Government to impese, from time to time, surcharges in respect of each unit of electric power sold to the
consumers. One of the basic purposes of insertion of sub-section (5} in section 31 of the Act was to
harmonize the electricity tariff between different distribution companies. This is evident from Summeary fcr the
Cabinet dated June 11, 2008 in respect of the Budget for the financial year 2008-09.

[Copy of Summary for the Cabinet dated June 11, 2008 in respect of the Budget for the financial year
2008-09 is attached herewith as Annexure BJ.

5. In discharge of the obligations casted upen the Federal Government under the Constitution of isiamic
Reoublic of Pakistan, 1973 (the "Constitution”), the Federal Government has framed policies and taken
various steps, from time to time, inter alia, aimed at: (i)protection of low end consumers from price escalation
through provision of subsidy; (i) implementing uniform tariff in all categories of consumers across the country; i
(iii)tariff rationalization with an aim to minimize or eliminate subsidy within the industrial, commercial and bulk 3

consumers; (iv) undertaking projects for expansion of the existing power sector; and (v) raising of funds for
gnsuring smooth working of the power sector.

6. In order to ensure proper implementation of the Policy approved by CCl as well as pclicies framed
there under and keeping in view the fiscai space for subsidy, cerain portion of the determined revenue ¥
requirements of the XWDISCOs are to be recovered through surcharges under section 31 of the Act, detalls
whereof is given in preceding paragraph. The amount collected in furtherance of surcharges shall within the

parameiers of the Policy approved by CCl, facilitate: recovery of the determined revenue requ!remenw.fqthb
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XWGSCOs; maintaining of uniform tariff across the country for each category of consumer; targeted subsidy
to low-end consumers: and financial and development requirements of the power sactor:

-

7. A brief summary of rationale for each of the surcharge is given below:

(@)

8

A surcharge namely, “Tariff Ralionalization Surcharge” at the rate mentioned against each of
the categories of eslectricity consumers in respect of each unit of electric power soid by the
specified DISCO detailed in Annexure-C, during each of the billing month, which shall be
considered as a cost incurred by the distribution company to be included in the tariff
recommended by the Authority. The Tariff Rationaiization Surcharge enables fulfilment of the
parameters set forth in the Constitution as well as the Policy approved by the CCI, including: (i)
the socio economic objectives; (ii) the budgetary targets in field; (i) protection of low end
consumers from price escalation through provision of subsidy; (iv) maintaining uniform tariff
across the country and regions for each of the consumer category; (v) tariff rationalization with
an aim to minimize or eliminate subsidy to the extent possible within the industrial, commercial
and bulk consumers. The collection of the Tariff Rationalization Surcharge shall be deposited
by XWDISCOs in a Fund called the "Tariff Rationalization Fund” to be kept in the Escrow
Account of the Central Power Purchasing Agency Guarantee Limited (or its successor) for
exclusive use for discharging the liabilities of the power producers.

A surcharge, namely, "Neelum-Jhelum Surcharge” has been imposed by the Federal
Government, since the year 2008 and till June 2018, @ 0.10 paisa per KWh on all electricity
consumers of XWDISCOs except lifeline domestic consumers of the category ‘Residential A-
1", which shall be considered as a cost incurred by the distribution company to be included in
the tariff recommended by the Authority. The Neelum Jhelum Surcharge is collected, for the
purposes of meeting a portion of the cost of construction of Neelum Jhelum Hydropower Project
(the “Project™, which is a hydel power project with a to be installed capacity of 969 MW. The
Project is of nationa! importance and critical for the country, inter alia, to ensure supply of
cheap electricity to end consumers in the country, being a hydro power project and rights over
the waters flowing into Pakistan. The collection of Neelum Jhelum Surcharge shall be
deposited by the XWDISCOs in a Fund called the "Neelum Jhelum Hydro Project Development

Fund” to be kept in the Escrow Account of the Neelum Jhelum Company for exclusive use for
the Neelum-Jhelum Hydro Power Project.

A surcharge at the rate of Rs. 0.43/KWhon account of recovering the debt servicing agplicable
to all the consumer categories on per unit consumption except lifeline domestic consumers of
the category 'Residential A-1' in respact of XWDISCOs, namely, “Financing Cost Surcharge”,
which shall be considered as a cost incurred by the distribution company to be included in the
tariff recommended by the Authority. The Financing Cost Surcharge shall enable smooth
working and running of the power sector and to meet the repayment obligations of mark-up cost
of loans obtained against the sovereign guarantees of the Government of Pakistan for the
purpose of reducing shortfall in payment of determined and verified costs of power generation
of various power generators. The collection of the Financing Cost Surcharge shali be deposited
by XWDISCOs in a Fund called the “Financing Cost Fund” to be kept in the Escrow Account of
the Central Power Purchasing Agency Guarantee Limited {or its successor) for exciusive use
for discharging the fiabilities of the power producers.

In view of above and tariff rationalization as a consequence of the Tariff Rationalization Surcharge, as

per the mandate of the Policy approved by CCl and the Nationa!l Tariff and Subsidy Policy Guidelines framed
in furtherance thereof, the net subsidy by GOP, within the fiscal space, is specified in Annexure-C. Thus the
tariff rationalization is nct aimed at raising any revenues for the Federal Government, as it is within the
determined revenue requirements of the XWDISCQOs. The tariff rationalization enables fulfillment of the
parameters set forth in the Constitution as well as the Policy approved by the CCl, including: (i) the socio
eccnomic objectives; (i) the budgetary targets in field; (iii) protection of low end consumers from price
escalation through provision of subsidy; (iv) maintaining uniform tariff across the country and regions for each

of the consumer categery; (v) tariff rationalization with an aim to minimize or eliminate subsidy to the extent
possible within the industrial, commercial and bulk consumers.




S In tight of the above, it is requested that the Authority may kindly re-issue the schedule of tariff for the
~XWDISCOs, by incorporating the amounts of surcharges described in paragraph no. 7 above and as &

consequence of tariff rationalization per unit subsidy to the category of each of consumers specified in
Annexure-C, on urgent basis.

10. in view of the above, the Authority is also requested trgcorjdone the delay, if any, in filing of this
: request under section 31 of the Act, to bring in line and harmony, the Authority's approved tariff, the net
sUbsdy and surcharges imposed by the Federal Government in accordance with the provisions of the Act.

g &
3 q
. ~
{Syed Mateen Ahme
Section Cfficer (Tariff)
Cec.
1. PSO to Minister for Water & Power.

2. PS to Secretary Water & Power.
3. PSto Joint Secretary (PF)
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1. INTRGU ST

The Ministry of Water and Power of the Government of Pakistan has developed an ambitious pbwer policy to suppart
the current and future energy needs of the country. This bold strategy will set Pakistan on a trajectory of rapid
economic growlh and social development. Simultaneously, it wili address the key challenges of \he power sector in
order to provide much needed relief (o the cilizens of Pakistan.

This document will frame "the broad contours of the energy pelicy aniculating the vision for the power sector,
highlighting its key challenges, setling major goals, summanzing policy principles, and highlighting the strategy
devised to achieve Pakistan's aspirations. This document does no! elaborate on issues surrounding operationat

strategy, nor does it lay out detajied implementation plans.

The major sections of the report follow:

e
LN

39

*Pakistan will develop tha most sficien! and consumer centric power generalion, transmission, and Jistribulon
syslem that medts the needs of its population and beosls its economy in a suslainable and affordable manner.”

R L NNGES

Pakistan’s powsr sector is currantly afficted by a number of challenges that have led to & crisis:

1. A yawning supply-demand gap where the demand for electricity far oulslrips the current generation capacity
leading o gaps of up 1o 4,500 — 5,500 MW. The supply-demand gap has centinuously grown over the past 5
years;unlit reaching the existing levels. Such an enormous gap has led io load-shedding of 12-16 hours
acrass the country.

2 Highly' expensive gereration of electricity {(~Rs 12 / unit} due lo an incrzased dependence on expensive
lherm'at_ fuel sources (44% of iotal generation). RFO, HSD, and Mixed are the biggest sources of thermal
electricily generation in Pakistan and range in price from ~Rs 12/ unit for mixed, to ~Rs 17 / unit for RFO, and
a tremendously expensive ~Rs 23 / unit for HSD, Dependence on such expensive fug! sources has forced
Pakistan to create eleclicity at rales that are not affordabie to the nation and ds populace.

7 . 3. Aterribly inefficient power {ransmission and distribution system that currently records losses of 23-25% due lo
poor infrastructure, mismanagement, and theft of aleclricity. The cost of delivering a unil of eleclricity to ihe
end consumer has been estimated al Rs. 14,70 by the NEPRA, This means that the inefficiencies are cosling
the tax payers additional 2.70 rupees per unit over and above the cost of generation (-Rs. 12). The Ministry
of Waler and Power has estimated ihe true cost of delivering a unit of eleciricily lo the end consumer at
greater than Rs. 15.60 after taking into account the colleclion losses and the real losses 10 the distribution
companies. if the system assumes the NEPRA suggested transmission and distribution toss of 16%. the theft
alone is estimaled to ba costing the nationai excheguer over Rs 140 bilfion annually.

4. The aforementioned inefficiencies, theft, and high cosl of generation are resuiting in debilitating levels of
subsidies and circular debt. Reducing these losses would l=ad to significant improvement in the bankability
and profitability of the sector, and cauld be used to improve the efficiency of the power system / network as a

whola. :
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The limited and crumbling fransmission system of Pakislan has crealed serious issues of access to eleciricity,
particularly in Balochistan and other far flung rural areas of the country.

3
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To achieve the long-term vision of the power seclor and overcome its challenges, the Government of Pakistan has sat
the lellowing nine goals:

I Build a power generation capacity that can meet Pakistan's anergy needs in a sutlainable manner.

. Creale a culture of energy conservation and responsibililty ‘
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ii.  Ensure he generation of inexpensive and affordable electricily for domestic, commercial, and industrial use
by using indigenous resources such as coal (Thar coal) and hydel.
[5

iv.  Mimimize pilferage and adulteration in fuel supply

V. Promote world class efficiency in power generation

vi.. Creale a cutling edge transmission netwark .
vii.  Minimize inefficiencies in the distribution system
viii, Minimize financial losses across the system

1X. Align the minisiries involved in the energy sectar and improve the governance of ail related federa!l and
provincial departments as well as regulators

A clear slralegy has to be articulated for each of the aforemenlioned geals in order to acluaiize the power saclor's
aspirations. '

& TARGEIE

Pakistan has set key largeis in lerms of the demand-supply gap. affordability. efficiency. financial viability and
governance of the system. The exient lo which the policy can meel these largets wili measure Lhe succass of the
palicy and the nation's abilily o overcome the key problems afflicting the power sector,

Supply Demand Gap: Goals i and ii pertain to !his target

+ Target Decrease suppiy demand gap ;‘rom 4500 - 5000 MW taday to 0 by 2017
Affordabllity: Goaliii pertains {o this farget -

« TargetiDecreasa cost of gensration fram 12¢ / unit taday to ~1-Oc f unit by 2017
Efficlancy: Geals lv ta vil pertain 1o this target '

. Tar'ger; Decrease transmisston and distribution losses from ~23-25% iip ~16% by 2017
Financlal Viability and Collectlons: Goal viii pertains to this target

s Targel: Increass callection from ~85% to 95% by 2017.
Governance: Goal ix pertains to this target

« Target: Decrease decision making processing time al the Minisiry, related departments and reguiatars from
long te short durations

- Tne exact processing times are not currently availablas; will be estabiished shonly

[
1.
|

*}
|

!ﬁ PnukD;mund Supply Shorifall (MW)

» Demand — Supply Gap B L[ — L |
e SR0fe 160

i Avamge Commercial Cosk Ry KwH

~ Affordability _ ' —t ]
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. Transmission & Oisrbution Loss 1%}

- Technical Efficiency & Pilferage ‘ b——}—ﬁﬁ%—+?%4
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" competition, and (jii) sustainability.

6.  POLIC: FRINCIPLES '_

The process of'policy and strat2gy:formulation is infarmed by the following. organizing principles: (i) gfficiency. (i)
1 .

[ AN
i

6.1.  EFFICIENCY

Efficiency is tha:cornerstone of developing competiliveness. The principle of efﬁciehcy will be predicated on three
pillars: merit order, transparency / automation, and accountability.

Merit order will be observed all across the system - fuel allocatfon,;dispatch, payments, and power mix. Merit order
allocations will cbvigusly came inlo play once the supply and demand gaps have been minimized.

Transparency will be achieved by providing searnless access lo information through a public website

Accountabilily will be ensured by hiring professionals solely:on the bbagis of compeiency. signing perfarmance’
contracts, and exercising zero tolerance lowards corruption and poor performance.

The abave is illustrated in the following image:

o « Allocations based 8n efficiency
Merit Order _ - Oplimize dispaich-& payments

.+ Tariit éncouraging efficiericy
 Reliré high' cost'soteras te
contracis eng in. favor of low cost
energy

-Usa high cost power only for
peak demand based on
" ‘marginakvariabie cost

« Professional Hiring
- Competency basad
. Per{ormange Confracis

- Quick Coliections . -
Transparency &
. Automation .

+ Inlolerance for corruplion &
poor perfonnance

il P

Accountability + Information access fof al
- Wap she

i \ Linkages.. - g ..
——e B ransmission

- Systems Oplimization of

6.2, CAMpETTION

Competlition creates the edge essantial for developing a robust energy cluster. The principle of competition will be
buiit on three pillars: infrastructure devetopment, up front {ariff and competitive bidding, and key client management.
Infrastructure will be developed and incentives provided to altract greater private seclor investments. Covernment
would like to limit its role to policy making, and unless necessary, service delivery will be promoted through a fiercely
competitive and transparent privata sector.

in this fight. NEPRA will be strengthened o creale a world class requlatory authonly with sophisticated and efficient
capacily to establish tariffs and set the foundation for a competitive bidding process.

The govemment will assign “key client managers or relalionship managers™ al the MoWP who will act as a 'one
window operation’ for investors in the power sector and ensure the timely completion of investments and projects.



In addition to the above listed projects that have reached financial closure, LOS' have been issued for 450MW worth

of wind energy projects and an addilionai 2.276MW of wind projects .are currently in the feasibility assassmeni
process. This cumulalive 2,726 MW of wind electricity (if deemed feasibie) could come online in 2016. Al the same
time, 341MW of _solar energy projects are also currently in the feasibility assessment process and could come ontine
by 2015 it deerﬁ:éd feasible, There is also a push lowards Bagasse which could vield 83 additional megawatis of

electricity by 2015.

A significant pqéh will also be made lowards building medium and-long-te‘rm hydel capa.c:'ly in the country. Six
projects lotallir.g':_:i 388MW of hydel power are expected lo be completed by February 2015 The smaller Patrind and
Guipur hydrop;:\';v‘er projects are expected to be completed by Decembar'ZOl“I"{ and wiil adq 247TMW 10 the grid Ar
~ additional QGQM\_N is anlicipated_ from the Neefum-Jhelum HPP project by Nov'e'i'hberrz:olm. A number of hydel proiec:;

are expected tc.:z.:ome online in 2017 including the fourth and fith Tarbela expansions_’which havé the potential to agd

1.910 MW (1,410 MW in fourth expansion, 500 MW in fifth expansion). "

The government is alse poised to announce a coal corridor with a capacity to genera'le 6000 — 7000 MW in the near

fulure,

Inthe fong run, large infrastructure programs including the Indus Basin Cascade will te aggressively developed. Dasu
has a potantial of generating 2,160MW, Patan 2,800 MW, and Thakot 2,800 MW. The, deiailed engineering design for

these projects is being carried out and will oplimally be construcled using a BOT PPP method.

Other longer-term projects are alsa under consideration, such as Bunji (7,100 MW potential) and Diamer-Bnasha

(4,500 MW potential) whose compietion by 2020 could ensure the energy independence and security of Pakistan.

To achieva its medium and 'ong terms goals, the government will develop infrastructure and provide incenlives o
altract greater ;ﬁr:‘vate sector investments. The government will se.t the foundalions of energy cities and corriders, and
sponsor pubﬁc%p‘rivala partnership (PFPP) for coal and run of river projects. The government will assign “key client
managers or relationship managers™ at the MoWP who will act as a 'one window opération‘ for investors in the power

LA
K ) i
seclor and &nsure the timely completion of investmenls and projects.

The governme:ﬁi is aclively considering innovalive business madels incluc:j_i:hg various whclesale business models
supported by ;WHeeling charges, These innovalive business. models oné:é concl-_.-séed may alow li';e generation
companies lo-sell elsctricity to NTDC, DISCOs and the priva‘-te sector alike. Successful implementation of these
models will encourage rapid investments in power generation. Sring power generation closer lc the 'cad cenlres. and

i

resull in a reduction in electricily prices.

Encouraging the private sector io paricipate in the utility markel necessilates a world-class regulatory function.

NEPRA will be sirengthened in this regard, and a world-class reguialory aulhorily will control the Tarif and




Competitive Bidding process. Up-frant taritfs will be set for low cost fuels and competitive bidding will be used to push

the costs further downwards.

7.2.  DEMANC STRATEGY
The demand management strategy will meet Goal {ii):

Craate a cuiture of consarvation and responsibility.

The broad contours of the demand management strategy are illustrated in the following fiqure:

e strateq Vs o

< Selenergy conservation and product labeling standards

Improve » "Banimpons ofnon-efﬁcientconsumerelec:ronicsin Pakistan et . o
Technoiogy . :
Standargs - Provide Pak:sl :nimanufaclurers three year lime limit o bring products up to parwith

i erfncman .

« Imposa specilic limings and restrictions for: b

- Shopping, and otherrecraational activities, billboard fighting; slreetl1g‘1hng commaercial

Time of Use lighting. neon lighting, air conditioning

tariffs
« Inlroduce 'Time of Use'maters thatcharges differentrates for peak and off-peak electricily
usage i *
* Provide more expensive butdedicated electricity to heavy users utilizing captive power ]
plants and generators (commercial and residential)
Pricing * Phaseoutsubsidyoverperiod of three years
Signal + Pass true economic costaf electricity generafion to consumers overtime
Maintain subsidy forabject paor ;

The GoP will pass energy conservalion legislation aimed at three key areas: a) technology / product labelling
standards, b) power lime of use, and ¢} improving the energy efficiency of the existing and new infrastructure.

The strategy will set energy conservation and producl labelling standards which would ban the import of inefficient

- elecironics into the country. The local industry will be granted a three-year exemplion period ta bring its product

production to the requiréd levels of power efficiency. Green energy building codes will be established and introduced
across the Country.

1 M
Energy services companies may also be encauraged in the private sector to audit and improve the energy efficiency
of the existing ihdustrial, commaercial and residential footprint and create a culture of conservation and productivity,

The strategy "nay also impose timing restrictions for evening commercial activities and introduce: 'time of use’
metenng to dasccurage utilization during the peak hours by charging different rates ior on- 2nd off-peak timings. Solar
and alternative: power solutions will be encouraged lor end users, street lighting, alectronic billboards, nean lighling,

. shop front 5|gnage elc. In addition, the price signal articulated through reducing and largetlng subsidy (mentioned in

the above sechon) will naturally optimize demand and utilization.

A c0nservahon program based upon energy saver lighting is already underway wnh .8 polential of saving 1000 MW if
all 50 million consumers were to be converled to florescent bulbs. In addition. lechnology solutions such conical
bafflers for water heaters will be intraduced. b




7.3, AFFORD ~3LE POWER STRATEGY - i

The affordable pbwer strategy will meet Goal (jii):

féiable it Siate

Goal: Ensure the generation of inexpensive and atfordabla alectricity for domestic, commercial and industrialusa

Ts Identify expensive RFO and HSD plants and convartthemlto gas ar coal —

Move « Shittariffincentivestowards low costenargy sources (hydel—run of the river, gas, coal,

Towards .
Cheapar \ nuclear, biomass, etc.)
Fuels .
+ Proliferale mining across the cauntry and expedite coal projects at Thar blocks
L :

Increasepnce forgas consumption fora(llusers except {or poorresidential users

» Reduce utilization of gas in CNG and UFG in particular

Gas
Conservation

10% gas diversion car generate 2,000 MW
for Power :

AR e S

/e Divertgas lo the power sectorand ensure firm supply to the power planty

— )

Ensure the gensration of inaxpensive and affordable electricity for domestic, tommential & industrial use. .

The broad wn_t:ohrs of the affordable power sirategy are illustraled in the foligwing figure:

The strategy focuses on shifting Pakistan's energy mix loward low cost sources such: as hydel, gas, coal, nuclear and
piomass. Loca_‘l"and foreign investments will be aggressively soughl for small and.medium size run of river hydel
projects. Selected hydel projects under deveiopmenl will be pesitioned for, privalizagion. Multilateral agencies will be
invited to pariner in large infrastructural hydel projects. LNG lerminals will be developed on war fooling to rapidiy
increase lhe gas supply for the power and industrial sectors. In addition, gas will be preferentially directed to the
power seclor by eliminating UFG. Nuclear power will be developed in close collaberalion with friendly countries such
as China. Development of coastal energy corridors based upon imported coal (mixed later with local coal), rapid
proliferation of coal mining all across the country — especially at Thar, and conversion of expensive RFO based plants
to coal are lhe central lenats of coal palicy. The proposed strategy will'change the energy mix of Pakistan in favour of
low cost sources and significantly reduce the burden of energy to the end consumer. '

7.4, SuUPPLY.JHAIN STRATESY

Tha supply-chain strategy will meet Goal (iv):

Minimize pilferage and adultaration in fuel supply.

Once the relief from load shedding is forthcoming because of a decreased supply and demand gap, this strategy will
focus on redire.cling he supply of fuel from inefficient GENCOé o the most efficient IPPs. This reallocalion slone has
the potential o( saving Rs 3 billion per month and genaration a.n additional S00MW of eleclricily. Al lhe same time, the
MOWP will sié;n performance contracts with GENCOs, PSO,,énd fuel transponers and hold them accountable for the
quaiily and t;‘-.néﬂ of oil. Fuel.procurement .contracts may be made open ééurced to eliminale the power of a single
supplier. Leé;k':.sge will be plugged by building fuel pipetines where pbsslble; and open decanling. More s'peciﬁcally a22

KM-pipeline'fN}Il be conslructed {o plug the suppiy chain leakage in Muzzaiﬁéygarh‘. in the event that fuelis found to be

missing or duilerated, the fill economic value of the fuel will be appropridted te the end receiver.

i

LETI

The broad conlours of the supply chain strategy are illustrated below:
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!
* Prepare the remzininy3ENCOSfor subsequenmnvahzatlon through corporahzanon

Privatize
GENCOs

;

'llrategy focuses on esh\. hmg rlant efficiency through extemnal heat rate esting, building a2 mert order
Il#ﬁfdlngly, and allocating del\ﬂ the rv:'re merilcsious plants Merit order wil! privilege fuel ailocation on the basis of

ht:y and optimize d|spatch£| nd payments. Transparency will be achieved by providing greater and easier access
.'Dlmatlon through a publw‘websne Aiiocatm-\s will be made pubfic online to increase the transparency. The




7.5.  TRANSMISSION STRATEGY
The lransmission strategy will meet Goal (vi):
Creale a cutling-edge transmission natwork.

The broad conlours of the strategy are illustrated below:

-—Slgrwedorrn—\mts wih NTDC
1. - 25%are NEPRAallowed losses; 3.6% are the cumentexisting losses

|
| » Dispaich based upon economicorder o
,"_ % Installransmissioneffectiveness analysissoftware and hardware oopUmlze fransmission |

'-_,' - Software already exists buthas notbeen utiized due to fack of lechnical experise

Transmission

I+ Build future medium/small sized power plants closerto load cenlers tominimize Tiné Tosses
+ Expandhighvoltage transmissionlines furtherNéhbeyond Ravat -
- Majority of new hydelprojects will be situated beyond Raval
- Highvoltage ines minimize losses
v Strengthen 220KV rings around large cifies to minimizelosses - ,
Redssignmentorderlo aiso take into consideralion fransmissiontosses of planls

I
' }
Redefine and i

Redesign 3
Hatlonal Grid /;

|+ Createanew business modelbasedupon wholesales transactions, exchanges andwheeing E
charges .

lvestments /+

g’::t';lrpn“h | Inceniivize the privale sector to make investments in ransmission, especially for the new
generation planis placed offqrid orin areas where the gnd is weak

. i

’.

PP TR

The strategy is based on installation of upgraded SCADA software to oplimize transmission and monilor ils losses.
Dispatch will ba based on economic erder and internal/ audit conlrols will be established on dispatch and payment.

The lransm'xséion strategy requires the redesigning of the national grid In-a manner that minimizes line losses. Plants

will be buiit c[oser to load centers; high voltage transmission Imes will be expanded; and the 220kv rings around cities
~ willbe strangthened

Private secior will be prowded incentives lo build and strengthen the transrnssucn mlrastructu.e Innovative business

and- reguialory models will be deplayed t¢ weaken the monopolies, mcreasq efficiencias, and decrease costs through

competition. 'Wheehng charges and whole sale markets may be mtroduced to mlroduce multiple buyers and seflers in

the market place :

Regional‘transmission networks may also-be encouraged to promote power trade and oplimize deficits and surpluses.
B ) € .

7.6. DiSTRIBUTION STRATEGY ;f.

The distribution strateqy will meet Gaal {vii):
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Performance
Contracts
(Short Term)

' Shgn performanoe contracts wilththe key stakeho|ders Iheads of the disinb
(D1SCOs) to ensure theiraccountability with respects to effective distribution

+ Ensure thatperformance contracts cover:
- Reduction in distribution losses (technicatlosses aswellas theft relaled losses)
- Fullcollections of disfribution companies'receivables from consumers using ATC index

Smart -
Metering and
Feeder level
accounting
{Short Term)

J

Privatization
of DISCOs

[+ USAID has funded SmartMeters atall feeders in Pakistan. Project s 65% complete and Wil

finishin6Q days.
* UseSmartMetersto Develop an online system of monitaring electricity distibution from
CDPs, feeders, transformers and consumer end melers

I
|
\
i1+ Manageprofitandloss accounts atthe feederlevel '
" e—biald-X BN accaptable for PAL and reward or remove ;
|

1

: [~ Privatize a fimited numberof DISCOs as pilot and document key leamings

-Devolvethe P&Lof the remaining DISCOs o the feederla{' aland hoic. Xi:n accountableto
improve performance ;

~ Privatize all DISCOs overa period of ime

Minimize inefficiancias in the distribution system. -

The broad contours of the strategy are illustrated below::

In the short-term, performance conlracts will be signed with the heads of DISCOs (distribution companie-s) and their

respective boards focused on reducing distribution losses due lo technical reasons, theft, and lack of recovery /

collections. Board independence and appointment of competent board members is the corner stone of improving the

performance of DISCOs.

Sman meters w
level, and he a
be used lo impr

other alectricily

DISCOs will be

e

7.7.  FiNaNGCial EFFICIENCY STRATEGY

The financial efficiency strategy will meel Goal {viii);

In the medium term, the efficiency will be impraved by privatizing a selected number of DISCOs.

il be instalied at the feeder and COP level, pﬂ;ﬁt and loss accounts will t1o be managed al the feeder
ccountability will bE'appro;;rialed to the Executive Engineer. A regime of reward and punishment will
ove efficiency and decrease theft. A Theft Act will be passed that would harshly punish defaullers and
thieves to eliminate theft at the consumer level.

The remaining

privatized over a peried of time.

DL el
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Minimize financiai losses across the system

The broad contours of ihe sirategy are iliustrated below:
.0

Goal: hinimize financlal losses across (he sysiem

Aulomauca!ly :m;ust alreacy agreed upon amounts owed by prownces and governmen( dept
10 power secior from the NFC Award and depariment budge(s

«  Appoint indapendent, reliable "Adjuster’ to se(ile payment cﬂspu(es with provinces ang govt

Coflect depts within a period of three to six manihis

Receivahias
Agree upan transparent prucedur& for future billing and cotlections

. Collect GST refunds from FBR and devise a mechanism.io avoln future puild-ups
—— N et e

Efiminate ransmission and distrdbution thell
» Focus i0ad-sheading in areas where coifections are iow.

Punish .

Dafauitars 3 Pass legistation that allows lor gefaulters connectons o be severed
and Eltminate /¢ ’ .

Thal 2 - Defauiters connections are severag aner 5¢ days of non-payment

; . - Defauliers will only be recannectad with pre-pald cacd based melers

GST refunds wm be collacted from the FBR and a mechanism will be built to avold Iulure buiid-ups.

The financial a_frcuency strategy [s geared towards punishing private defauuers and proposes severing the electric
connections of defaulters after 60 days of non-payment and only recannecting them ta the grid wilh pre-paid meters.
Externai collection agencies may also be sourcad lo improva cash flows. Al the same time, load-shedding may be
focused on areas of high theft and fow collections as opposed ic the current structure'or indiscriminate foad-shedding.

The strategy also covers the ndependent audit of all financial transactions within the power sector. An independent
firm will be used o audil these transactions and ensurs the grealest degreé of financial propriety within the powsr
seclor. ) -

7.48. GVERMAANTE STRATEGY
Thas gavernanca stratagy will meet Geoal (ix):

Allgn the ministries involved in the energy ssclor and improve governancs.

The governance strategy calls for the notification of an Official Coordinalicn Committee comprising the Ministry of
Water & Power, the Ministry of Petroleum, the Ministry of Finance, he Ministry of Planning and Devaiopment , a
mamber from each province, and a representative from AJK and GB each This council will ensure information
integraticn belween all these ministries and will assist in policy formuiation and decision making refated tc energy.
The CC) will provide maonitoting and oversight to the imple mentation of the Naticnal Power Policy.

The stralegy requires the reformalion of structural and regulatory aspects of NEPRA and OGRA lo improve
efficiencies. New business madels including power exchanges and wheeling charges will be explored. NEPRA's
reform will incfude a change in the establishment periad for the base tariff from 8-10 months to 80 days: the aim of
this reform will be \o minimize the potential for circular debt accumulation.

Flnatly the Mm:stry of Water and Pawer will be restructured 1o strengthen its functional expertise. Directorates will be

created far key functians {i.e. generation, lranstSSxon and distribution) and key organizaticns such as CPPA, PPIB,

AEDB, and N,_TDC will be reformed.

The broad cdijiours of the stratagy are illustrated below:
“:.; ) k’ ,

It
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Coordinate
Planning
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Notity Official Coordination Councll between MInistry of Waler & Power, Mintsiry of
Petroleum. Ministry of Finance, and the Planning Commission

Ensure information integration between ali Ministies
> “+ Retorm the structural and regulatory aspects of NEPRA and OGRA

e Restrucure Ministry of Waler and Power (o strengthen functional expertise

!

Creale directorates [or each luncdan (Gener.ﬁuor), Transmission, Qlstrbution)

[ Ensure power sector reform (PEPCQ, CPPA, NTDC)
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The stratagy has bean priontized to maximize the impact of the various slrategic iniliatives. [n the short lerm we will
bring existing capacity online; stop thefts of all form, rationalize the tariff, sign performance conlracts, and ensure
transparency. In tha medium. term we will briné low-cost pipeline projects online, and jump start coal and hydro PPP
projects. Finally, in the long term we will finish large infrastructure hydel projects and retire high cost energy contracts
1o ensure that Pakistan moves-towards cheap electricity generation.

o RAEATT

The successful impiementation of this policy wili lead Lo enormous improvemen! within the power seclor. By 2017 the
supply-demand gap couid be eradicated completely; and by the end of the five-year lerm of the curren! government
the counlry will have a power surplus which can then be regionally raded. In essence, by lhe end of the decade
Pakistan could be transformed from an energy strapped. importer of power to a regional exporter of power. The cost
of power gene'!ralion will ba reduced lo an affordable amount, and the efficiency improvements in transmission and
distribution wlll_l decrease the burden of power 0 the end consumer. In summary, p}osperily ang sacial development

will become a'reality in a Roshan Pakistan.
i
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NATIONAL POWER TARIFF AND SUBSIDY POLICY GUIDELINES
GOVERNMENT OF PAKISTAN

PREFACE

The purpose of this document is to present a National Power Tariff and <ubsndy Pohcv guidelines Fc-
the countr*j SR

The Nanonal Power Policy-of 2013 describes sustainability in the pc.wer sactor as “the underpinning of
long term iransformation. The principle of sustainabiliy will ke grounded.on three pitlars: law cast
energy, fair and fevel playing field, and demand management. Altering the fuei mix towards less expensive
fuels will lead to low cast energy. Investments required for the low cnst fuel mix will necessicote
ratianalizacion of the electricity tariff "Fairness will be ensured by protecting the poor and cross-
subsidizing their cansumption from the affluent. A level playing field will be created by providing power at
comparable prices to ail Industrial users. Demand management will be introduced through novel policy,
pricing and regulatory inscruments.”

—
The Notional Power Policy of 2013 states a Vision for Power sector reform in the country is

the country: "Pakistan will develap the mosc efficient
and  cansumer  ceatric  power  generationm,
transmission, and distribution system that meets the
needs af its populatian and boosts its econamy in a
sustainoble and affordable manner.” :

C |

witnessing a progressive tariff
rationalization process. As the power
sector requires a significant amount of
resources to meet current and future
customer demand, its ability to armract
commercial capital needs to be ensured

; through relevant policy and regulatory
actions. It is {n this context that the National PowerTanfT and Subsidy Policy guidelines 2014 strikes a
balance between the interests of consumers and the interasts of providers of capital. The poalicy
enhances oredictability and financial viability through the tariff setting process. Lasty, the policy
facilitates the growth of competition in the electricity industry.

The National Tariff and Subsidy Policy guideiines 2014 takes into considerztion the existing legal
framework and emerging trends in the sector, in terms of:

(a) Promotion of efficiency, NN
{b) Introduction'of conservation through pricing,

{c} Rarionalization of electricity tariff,

(d) Protection of consumer interests and

{e) Transparency in subsidy administration,

g -

OBJECTIVE

The objective of the National Power Tariff and Subsidy Pelicy guidelines 2014 is to state the intent of
the Government of Pakistan with respect to electricity pricing and cost aliocation so rhat policy-makers,
planners, companies, regulators, and customers have a concrete picrure of the steps necessary ©

achieve a sustainable power sector for the country.

SHORT-TERM OBIECTIVE .
The shart-term Natignal Power Tariff and Subsidy Policy guide 2014 is to provide a tariff regime that
covers the cost of service, including a Government subsidy within annually budgeted amount. The

short-term goals regarding subsidies and tariffs. include steps to:
{i) Streamline the regulatory process for tariffapprovél;

(i) Clarify the Government policy on electricity subsidies; and
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(i) Pravide relevant stakehclders with policy guidance on main tariff principles and measures
established in the NEPRA Act (1997 Act td pravide for the regulation of generation, transmission and
distribution of electric power) and the National Power Policy 2013.

MEDIUM-TERM OBJECTIVE

The medium-term Natianal Power Tariff and Subsidy Policy guidelines 2014 is o provide a tariff
regime thar covers the cost of service as determined on the basis of a least cost integrated generation,
transmissign and distribution expansion plan, with limited subsidies targeted to ciistomers most in
need of ﬁnl:lmcial support, consistent with the national subsidy policy guidelines.

LONG-TERM.OBIECTIVE

The Lang-Term National Power Tariff and Subsidy Policy 2014 is to brovidg a robust, reliable, power
sector with ample generation reserves for a growing economy where generation prices are determined
compenmely, and cost: based or incentive rates are determined by a responsive regulator for the public
transmission system serving a transparent Market for trading power and highly reliable private or
public distribution companies. Subsidies for low-income customers are provided through transparent
tariffs cross subsidized by high demand residential customers or through the national safety nec

TARIFF POLICY GUIDELINES

The Tariff Palicy guidelines serves these objectives by: |
1. Ensuring financial viability of sector entitles whlle protecting interests of the conéumers:

L .
This pollcy will entall allowing all efficiently incurred costs (with realistic and uniformly applicable
efficiency benchmarks) In tariff setting but disaliowing inefficlencies to prevent them from being passed
on to the consumers. Ensuring financial viabiltty wili hold the key to: (i) mobilization of adequate
resources for the sector and (i) attracting multiple players in the sector thereby increasing the
possibility ofintreducing higher level of competition.

2. Ensuring predlcability In regulatory actions:
The Natl,;:mal Power Tariff and Subsidy Policy guidelines 2014 proviae gulding inputs for regulatory
actions ix tariff setting as envisaged in the NEPRA Act. So accardingly the future Tariff Determination
Process should follow the below:

. Throu gh a separate independent proceeding (Separate fror; tariff hearing) NEPRA approves the

medtum to long-term integrated least cost generation, transmission and distribution expansmn
plans in ime with National Power Policy 2013 . o

Transm:ssnon charge or use-of-system charge of NTDC shall ba determined by NEPRA on
multivear basis to be made effective from FY 2015-16 once che ‘plan has been approved as
descn bed abave, . '
Distribution margin for all the distribution companies shall be. determined by NEFRA on
multiyear basis to be made effective from FY 2015-16 once the plan has been approved as
described above, :

Pool generation charge and other indexation relevant to annual tariff or multiyear tariff regime
shall be determined by NEPRA on annual basis and coupled with the determination of a forward
looking fuel price through suc moto proceeding for the FY 2014-15.

The Government intends that NEPRA issues a timely decision consistent with their current rules.
Itis critical that there be proper submissions to NEPRA by the Discos and that NEPRA addresse_s

tariff petitions in accordance with their rules.
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» To ensure that the tariff progressively reflects the cost of supply of electricity, the GoP shall
notify a roadmap within 12 months with 2 rarget to achieve full cost recevery for power
companies. The road map, which will be a part of the multi-year tariff filing for the two selected
utilities and which would also have intermediate milestones, shall be based on the approach of
a gradual reduction in the Government subsidy.

TARIFF STRUCTURING AND ASSOCIATED ISSUES

A. Generation Segment

A two-parg tariff structure should be maintained for all long-term centracts to facilitate Merit Order
dispatch, except where NEPRA provides separate tariff treatment for renewable energy. This
framework would be extended to generating statons (including grid connected captive plants) as per
NEPRA Riiles. The purchases and contracting of Diswribution Licensees’ purchases will be subject to
NEPRA rules and regulations, in pdrticular for the approvai of the pass tkrough.and recovery of
purchased power and contract costs. : PR i ' 5,
|

B. Tranémission Segment

The transmission system in the country consists of the 1%1tegrated national g':rid. In a restructured power
sector, transmission charges are the regulated instrument for the transmission company to recover the
allowed revenue requirements approved by the regulator to provide the transmission services within
the required transmission reliability and performance standards obligations. Therefore, the tariff /
charges are ta be paid by Transmission Users for the use and access to the transmission system owned
by another campany ([NTDC) to recover the amount. :

There is a connection betws=en transmission licensing, the determination of transmission @riff /
charges and the transmission expansion plan. As the transmission tariff determination includes the
review and approval of investment costs, the standard good practice for determining a transmission
tariff and issuing a transmission license is to have an approved transmission plan, which identifies the
approved investment projects to be included in the NTDC's revznue requirement and recovered
through NEPRA-approved transmission charges.

NEPRA should accelerate the NTDC tarilff determinstion by ensuring that the expansion plan is
proposed by NTDC, reviewed (including hearings as necessary) and appraved by NEPRA in a separate
proceeding, prior to an annual or 3 MYT tariff petition and tariff determination hearing. This approach
will properiy shield the investments included in the NTDC data from being visited for the first time
during the regulatory hearing to determine transmlission tariff/charges In response to a tariff petition.
NEPRA should mave to a Multi-Year Tariff for NTDC that is consistent with the § Year expansion Plan
and the Grid Code. '

C. Distribution Segment

Supply-'af,reliable and quality power of specified:standards in an efficient manner and at reasonable
rates is gne of the main-abjectives. The reguiator determines and natifies the standards of performance
of licensees with respect to quality, continuity and reliability of service for'all consumers.

Making’ the distribution segment of the industry efficient and solvent is the key to success of power
sector reforms and provision of services of specified standards. Therefore, NEPRA needs 1o strike the
right balance berween the requirements of the commercial viability ‘of distribution licensees and
consumer interests. As the owner, GoP intends to rransform loss-making utiliies inte profitable
ventures which can raise necessary resources from the capital markets to provide services of
international standards to enable Pakistan to achieve its full growth patential.

The O&M costs allowed by NEPRA and other benchmarks need to be revisited by the distribution
companies and the Reguiator. Specifically, Disceibution Companies have an obligation to meet the cost
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parameters in the NEPRA tariffs; they mrusr make every effort to comply with NEPRA directives
concerning technical and commercial lossest

A Government policy of full cost recovery and improved governance (s critical to improve Aggregated
Technical & Commercial Losses (ATCL). These two initiatives must be tied together. Enhanced revenue
collection and better governance by utilities must be understood to be a key element of cost recovery.
When successful, these joint acdvities wiil result in reduction of circular debt on a sustainable basis.
ATC loss reduction should be incentivized by linking returns in a MYT framework to an achievable
trajectory. Greater ransparency and nurturing of consumer groups would be efficacious.

Pass through of past losses (within the parameters set forth in para-1 under the subheading “Tariff
Policy Guidelines” above) or profits should be allowed to the extent caused by uncontrollable factors.
During the transition period controllable factors should be to the account of utilities and consumers in
proportions determined under the MYT framework.

There is a connection between distribution licensing and distribution margin/ charges determinartion.
and distribution expansion plan. As the distribution margin determination includes the review and
approval of investment: costs, the standard good practice for distribution is to have ar approved
distributiori’plan, which identifies the approved investment projects that therefore should be recovered
ina DISCOS approved revenue requirement and distribution margin /.charges.

EQUALIZATION SURCHARGE FOR DISCOS

NEPRA sh‘ébld accelerate the DISCO's tariff determinatlon by ensuring that the .expansion plan
proposed by the DISCO is reviewed (including as necessary hearings) and approved. by NEPRA in a
separate proceeding, prior to an annual or a MYT tariff petition and tariff.determination hearing, This
will enable that tariff determination review and hearings not to question the investments inciuded in
DISCD's data in the tariff petition. NEPRA shall implement tariffs which incorporate a rate structure
such that the end use tariff shows separate prices for generation pool charge, NTDC charge, distribution
charge. and subsidies separately on the consumers’ bills,

Equalization surcharge Is an inter-Disco subsidy. As long as Govérgmgn_g_main;gins,mg.unﬁnun national
tarlff, there will need to be an equalization surcharge, to balande the diffecent cost profiles of different
distribution companies. NEPRA shall develop a mechanism to determine the quantum of the
equalization surcharge. This separate amount shail appear.separately on the..bills..of.applicable
" ‘customér categories. R SR
" NEPRA should move to a Multi-Year Tariff for DISCDs that is consistent with the expansion pian as
describedin para-2 of the “Tariff Policy Guidelines™ and cthe Distribution Code. S

D. Multi-¥2ar Tariff (MYT)

A multi-year tariff (MYT)} would minimize risks for utllities and consumers, promate efficiency. allow
for appropriate reduction of system losses, attract investments and would also bring greater
predic:ab"ijity to consumer tariffs on the whole. An MYT would restrict tariff adjustments to known
indicatorsion power purchase prices and inflation indices. The framework should be appiied for both
public and.private utilities. NEPRA shall Immediately develop a process. rules and procedures to
address a'regime for multi-year tariffs, including an adjustment mechanism for subsidies as defined
under the heading "Subsidy Policy Guidelines” below.

The reguliﬁor should introduce mechanisms for sharing of excass profits and losses'vx{ith th.e consumers
as part of the overall MYT framework, which should be in line with the para-1 of the 'Tgntl _Pohcy
Guideline” above . In the first control period the incentives for the utilities may be asymmetric with the
percentage of the excess profits being retained by the utility set at higher levels than_ the percentage of
losses 1o be gorne by the utility. This is necessary to accelerate performance improvement and
reduction in losses and will be in the long-term interest of consumers by way of lower tariffs.

As the metering is completed up to the appropriate jevel in the distribution network, it shouid b?
possible to segregate technical losses. Accordingly, the technical loss reducnonlunder a MYT Frarr_x_ewol i
should then be treated as distinct from a commercial logs reduction. which requires a different
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approach. Estimates of technical losses would be a simulation of the distribution system components
and loads. Standard practices ina MYT loss trajectory performance tend to be defined for total losses, as
both need to be managed: adequate investment to aveid technical losses that are too high (due to
factars such as overload) and adequate investment alsa ta avoid technicai losses that are too high (also
due to overload) and-adequate control programs to reduce commercial and non-technical losses.

The MYT framewaork implemented in the year 2015-16 in two of the DISCOs should have adequate
flexibility to accommodate changes in the baselines cansequent to metering being compieted.

E. Consumer Tariff and Protection of Consumer Interests

The interest of consumers shall be granted careful consideration in setting tariffs. The distribution
companies shall continue to be accountable to their customers.

There is an automatic adjustment mechanism for non-payment of receivables beyend a specified period
by respective Federal and Provincial Government agencies or departmenrts. It is the Policy of the
Government that the Federal Government shall make payments to the power sectar within 45 days of

" receipt of a bill.

F. Forward Looking Fuel Clause .

v ' B

The current fuel adjustment mechanism needs to be revised. Regardiess of whether electricity tariffs for
distributién companies are determined using an annual or multi-year taziff-making regime, NEPRA
should devate sufficient resources to the adaption:of a forward-looking fue! price adjustment
mechanism for all distribution cempanies, which will provide intermediare and end users of electricity
with more stability with respect to planning and managing their expenditures on electricity throughout
the year. '

The forward-laoking fuel clause approved by NEPRA would incorporate ex post at the appropriate point
in time near the end of the financial year the annual, quarterly and monthly un-forecasted and
unexpected changes in fuel costs and their attendant effects an the price of purchased power,
operations and maintenance costs, transmission costs and variations in the market prices of the fuel
used to generate electric power in Pakistan.

' G. Reduction in Circuiar Debt

" The Circular Debtis the amount of cash shartfall within the Central Power Purchasing Agency [CPPA),

which it cannot pay to power supply companies. The averdue amountis a result of: (3) the difference
between the actual cost and the tariff determined by National Electric Power Regulatory Authority
(NEPRA) which is the Distribution Company's lass aver and collections under that allowed by NEPRA,
(b) the delayed or non-payment of subsidies by government, and (c) delayed determination and
notification af tariffs. It is the government’s policy to reduce, limit to a certain amount which would be
reduced over time, and eliminate the causes of the circular Debt It is the policy of the GoP that the
circular debr of the power sector be eliminated through bringing in efficiency by reduction of losses,
improvement in management and recovery and switching to lower cost fuels and power generation

_through cheaper sources of fuel.

SUBSIDY:POLICY GUIDELINES

Pakistan'has maintained a commitment to a uniform nattonal tariff, For the now the uniform national
tariff will-continue. However, the GoP will review its commienent to°a uriform national elecericity tariff
by requiring NEPRA o axamine more innovative tariff mechanisms as power sector companies_t?e_come
more stable and provide reliable and affordable power-to their custamers to bring efficiency,

conservation and transparency.
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There are numerous subsidies within the Pakistan power sector. There are direct subsidies from the
Government, cross subsidias and inter-disco subsidies.

The subsidies which are now being provided across the board will be rationalized and optimized by
rargeting it to the deserving segment of consumers. With the application of a more rational tariff
subsidy mechanism wherein the GoP intends to continue to provide for the poorest classes of etectricity
customers by targeting the low-income customers, A more efficient price signal will be sent to high use
customers, which should contribute to energy efficiency.

A. Subsidy Policy for Low Income Residential Customers

The GoP will continue to provide direct subsidies to the extent they consider appropriate. Subsidies wil
be targeted effectively and in transparent manner to reach consumers using not more than 200 kWh
per month in accordance with the National Power Policy 2013 and especially those currently on the
lifeline tariff.

In accordance with the Natonal Power Policy 2013, consumers below the poverty line who consume
below a specitied level will receive speciat support through cross.subsidy.

The Rate design principies and policy for low-income domestc consumers (e.g. the tifeline tariff) witl
ensure that subsidies reach those in need, not alt customers. Consumers using up to 200 kWh in every
manth of the year will be subsidized. For residential consumers using more than 200 kWh per month,
the subsidy will be eliminated. The supporting tariff policy is to ensure that residentiai customers, as a
customer class, are charged the full cost of service. The average tariff of all residential customers wilt
correspond to the cost of service by obtaining crass subsidies from other customers.

NEPRA will review the minimum Customer service charge as it reviews rate design issues. It may be
that several differentiated residential customer service chargas are recessary so thaf poor customers
are not required to pay an amount greater than they can afford to connect to-the electricity system.

3

B. Subsidy Mot to Exceed Amount Funded by National Budget

Subsidy funding is clarified by the Government such that in the midterm, tariffs shall not require a
subsidy that is greater than the amount funded by the National Budget (i.e. the direct subsidy from the
GoP) and cross-subsidies provided by the consumers of electricity. If interim adjustments are required
ta ensure thac the amount subsidized does not to exceed the amount in the National Budget, then after
consultation with GoP, NEPRA will undertake an adjustment similar to the way it administers
adjustments to fuel prices.

NEPRA shall immediately develop a pracess to address cost averruns in subsidy adjustment applicable
to all DISCOs during the determination of their electricity tariff regardless of these tariff determinations
occur on under an annual or multi-vear regime. This would ensure the control and management of the

overall subsidies provided by the GoP to the power sector.
in the longer term itis intended thatelectricity tarifis will cover the cost to serve all customers,

in the determination of electricity tariffs, NEPRA will take into account any subsidy amount informed
and provided by the GoP through the National Budget.
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valid licence. Further, SECP is being empowered to make by-laws for

limiting the amount of acquisition.cost and management expense which

may be incurred by an insurer during a year.

Pakistan Pena . Criminal Procedure, 1898
~ The amendmenis will reduce the menace of iliegal degling in prize bonds

" and will pratect the public at farge from financial scams.

Betroleum Praducts (Devele rae) Ordinance, 1961

The law Is being amended to bring the persens engaged in the licensed

“activities concerning Compressed : Natural Gas (CNG) and Liquefied

Petroleumn Gas (LPG) within the ambit of the Ordinance which wili add 2

. new revenue stream for the Government and will balance out the use of

fuet by transpor vehicles.

Bg_q&of Generatlon Transmnssxon and Dis tlon of Electric
Power Act, 1997

" The development surcharge of 10 paisa per unit for'N:ee!um-JheJum power ;’g;

project has been chailenged in the High Courts on the ground that taxation

‘is the’ prerogahve of the Parliament. Therefore the law is being amended : '

YEFRRIR, e

to provtde for the Imposition ! ‘of a surcharge. Furthermore, the

amendments will harmonize the eiectricity tariff across the Country

e e

- hetween different distribution companies.

37 £ 1o

Repeal of Khushhali Bank Ordinance, 2000
The action, w:l! repeal the Khushhal, Bank Ordmanca 2000 and ensure

that alf chroﬂnance Banks including Khushnah Eank are licensed ard

operale under the same Iegal and reguiatory framework.

Amendment -of Section 2, Act XXX of 1997’ - Supreme Court
{Number of Judges) Act, 1987,

Amendment in Section 2 of Act XXX of 1997 is proposed.

84 ,
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&heen preparéd to give legal effect tc the propasals, before the pariament.

. —
Approval of he cabinet is solicited to the proposals contained in preceding paras

Summary with the annexes and for presenting the attached Finance Bill which

The Minister for'Finance and Revenue has seen and authorized the submission

Summary to the Cabinet.

© { M. Abdullah Yusuf)
Secretary General, Revenue Division
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F i . 7%
.No.Tariff/2015-16 )"O

Government of Pakistan (/9/}
Ministry of Energy A
L1 a1 1Y C?*

Islamabad, the 8" March, 2018.
The Registrar,
National Electric Power Regulatory Authority,
Sector G-5/1,

Islamabad.
Subject: INTIMATION QF SUBSIDY / SURCHARGE FOR INCLUSION IN SCHEDULE OF TARIFF
FQR XW DISCOS
In continuation of this office letter of even number dated: 7™ March, 2018 on the above
subject. |

| 'am directed to state that for the annex-C related to Schedule of GOP surcharge, the

attached schedule may be substituted pl.
5. @
(Syed Mateen, Ahmed)
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