NATIONAL ELECTRIC POWER REGULATORY AUTHORITY
(REGISTRAR’S OFFICE)

No. NEPRA/R/TRF-100/ | 2. 3 - May 19, 2023

Subject: RESUBMISSION OF PETITION FOR DETERMINATION OF DISTRIBUTION
TARIFE FOR FY 2023-24 TO 2027-28 UNDER MULTIYEAR TARIFF REGIME IN
RESPECT OF FAISALABAD ELECTRIC SUPPLY COMPANY LIMITED (FESCO)

Enclosed please find herewith a copy of subject Distribution Tariff Petition filed by Faisalabad

Electric Supply Company (FESCOj) for determination of Consumer End Tariff for FY 2023-24 to FY
2027-28 under Multiyear Tariff Regime,

2. DG (M&E), DG (Lic), DG (Tarif), Director (Tech), Consultant {CTBCM) and LA (KIP) are

requested to go through the enclosed petition and offer their comments on following:

i.  Whether the provided information / decuments by FESCO are complete for admission as per
~_the requirements of Tariff Rules and NEPRA Consumer end Tariff Guidelines or highlight /
mention the shortcomings, if any, which may cause non-admission of the subject petition.
While highlighting requirement of information/documents, please specify whether such
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et c:bim information is required explicitly under Tariff Rules and Guidelines essentially required
[l \%W before admission or the same is additional information required for processing of the petition.
E ii.  Any pre-requisite under NEPRA’'s applicable document that must be fulfilled before
=D entertaining the subject petition.
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iii. Recommendation for admission or otherwise of the subject petition.

3 The requisite comments may kindly be provided 24.05.2023 for further necessary action in the
matter, please. ') |
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Encl: As Above

K }'—

t  (Iftikhar Ali Khan)
Addl Director General

DG (M&E)

DG (Lic)

DG (Tariff)

Director {Tech)

Consuitant (CTBCM)
LA (KIP)

R

Copy to:
I. Registrar
2. Master File






% FAISALABAD BELECTRIC SUurpLy COMPANY LIMITED

Phone No. 041-9220242 _ OFFICE OF THE

Fax No.  041-8220217 CHIEF EXECUTIVE OFFICER

Email! fdfesco_cpei@yahoo.com o o - - FESCO FAISALABAD ..
e . )

No élg S 5 — 3 4 [FESCO/ CFO/CPC Dated/ //05/2023

The Registrar NEPRA,

NEPRA Tower, Ataturk Avenue (East),
G-5/1, Islamabad.

.. Subject: RE-SUBMISSION _OF PETITION FOR DETERMINATION OF

DISTRIBUTION TARIFF FOR FY 202324 TO 2027-28 UNDER
MULTIYEAR TARIFF REGIME IN RESPECT OF FAISALABAD
ELECTRICSUPPLY COMPANY LIMITED (FESCO).

Refi- 1) FESCO letter No. 5747-48/FESCO/CFO/CPC dated January 27, 2023
i) NEPRA letter No. NEPRA/R/TRE-100/4511 dated March 02, 2023.

FESCO filed its Distribution Tariff Petition for controf period of five years w.e.f

FY 2023-24 to 2027-28 under multiyear tariff regime vide letter referred above. NEPRA
considered but returned the same with the direction that FESCO shall submit the Tariff Petition
once the Investment Plan of FESCO is approved.

Accordingly, FESCO is re-submitting its Distribution Tarift Petition for control
period of five years wef FY 2023-24 to 2027-28 under multiyear tariff regime after
determination of Investment Plan (DIIP) vide letter No.NEPRA/Dir.(Tech)y/LAD-04/2181-87,
dated April 20, 2023. It is further added that segregation of information on all Forms has been
made into Distribution & Power Supply businesses except Form-4 (Balance Sheet), Form-3
{(Cash Flow}) and Form-13 (Asset Register) which will be submitted shortly.

The Cheque bearing No, 1932986750 dated 27.01.2023 for Rs. 2,018,999/
{Twenty Lac Eighteen Thousand Nine Hundred & Ninety Nine only.) provided with the Petition
filed earlier had been withheld and en-cashed by NEPRA.

Subsequent changes, documents and information, if any, shall be communicated /

provided for becoming a part of the Tariff Petition,

It is requested that the attached Distribution Tariff Petition of FESCO for the
FY 2023-24 to 2027-28 may please be admitted.

DA/As Above

CHIEF EXECUTWE OFP‘ICER

C.c to:
1. -Secretary Ministry of Energy (Power Division), Islamabad.

orwarded S8

For nes action @ for Information
) 0 110G (Lic) 3. D6 {Admn/HR)
Jé é 3 DG (MAR) &.SGQ‘CAQ}
) 0 (TrEd &, i (Fin.
7. Dir {Teellg 2 ﬁx’.«ﬂs' istant
9 LA 10 CDHER HD
Tt Wing injormation please
¢ 84 [Tachl)
/'* %hf?_lf e ‘;42 mim & Fin)

/,«5%’5 {Law)




Faisalabad Electric Supply Company Ltd.

Tariff Petition of Distribution (Wire) Business
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FESCO HEADQUARTER, CANAL ROAD
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FESCO (Distribution Business) MYT For FY 2023-24 1o 2027-28

PETITION SUMMARY I
Details of the Petitioner

Name and Address:

Faisalabad Electric Supply Company (“FESCO™ or the “Company™) is a Public Company
limited by shares incorporated under section 32 of the repealed Companies ordinance, 1984,
(Now Companies Act, 2017) with registered office Canal Road Faisalabad.

License Details;

FESCOQ is a licensed public utility responsible for distribution & Supply of electricity to the
consumers in its service territory. FESCO holds Distribution ficense No. 02/DL/2023, issued
by NEPRA (The Regulator), Under clause 23 E (1) of NEPRA Act, 1997 {Amended Act of
2018), FESCO is deemed to hold a license for supply of electric power for a period of 5
years after NEPRA amended act. FESCO, in accordance with the requirements of its license,
hereby submits its petition to determine the consumer end tariff for FY 2023-24 to
FY 2027-28 in its licensed area under Multiyear Tariff Regime for Distribution of Electric
Power.

Key Representatives:

The petition is being filed through Engr. Bashir Ahmad, the Chief Executive Officer of the
Company who has been duly authorized by Board of Directors vide Resolution
{Annexure-A) to sign and file the Multi Year Tariff (“MYT") Petition for the FY 2023-24
to FY 2027-28 (“Tariff Period”). FESCO is represented by the following duly authorized
officers:

1) Chief Executive Officer,

2} Chief Financial Officer,

3) GM {Commerciai & C§),

4) GM (Operation),

5) Chief Engineer (P&D)

6) Chief Engineer (Development),
Ty Director General (HR).

8} Director General (MIRAD)

9} Director (Legal)
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FESCO (Distribution Business) MYT For FY 2023-24 10 2027-28

(rounds for Petition:

Under section 7(2Xac), {b),m "(i) & sectlon 7(3)}a) of the "Regulation of Generation,
Transmission & Distribution of Electric Power Act, 1997 (Amended Act 2018), (hereinafter
calied as ‘NEPRA Act), the regulator (National Electric Power Regulatory Authority or
NEPRA) is empowered to determine tariffs and other terms and conditions for the supply of
electricity by the generation, transmission and distribution companies and also to
recommend the same to the Federal Government for notification. NEPRA is also responsible
for determining the process and procedures for reviewing tariffs and recomumending
periodical tariff adjustments. NEPRA shall determine the tariff of the licensee on the
guidelines given at section 31(3) of the NEPRA act.

Under section 31(2), The Authority, in the determination, modification or revisien of rates,
charges & terms & conditions for the provision of electric power services shall keep in view,

i) The protection of consumers against monopolistic and oligopolistic prices,

i) The research, development and capital investment program costs of licensees,
iit) The encouragement of efficiency in licenses, operations and quality of service,
iv)  The encouragement of economic efficiency in the electric power industry,

v} The economic and social policy objectives of the Federal Government and
vi)  The elimination of exploitation and minimization of economic distortions.

For this purpose, FESCO has to file Tariff Petitions, review motions and adjustiment requests
as per procedures laid down by NEPRA, Timely determination and sotification of the tariff

ensures internal financial viability of the utility which is the basis to embark upon and

explore other resources of funds and can only be ensured through adequate consumer end
tariff which could recover all prudently incurred costs and provide reasonable return on
investment to support its future investment for improvement in internal efficiency and
expansion of network.

In accordance with the requirements of the license, FESCO is hereby submitting a
Multi-Year Tariff (MYT) Petition for its Distribution Business.

The MYT petition is being filed in accordance with Rule 3(1)(2) of “NEPRA (Tariff
Standard and Procedure) Rules, 1998 (hereinafter called as ‘Tariff Rules’)”, NEPRA
guidetines for determination of consumer end tariff issued vide SRO # 34 (1)/2013, dated
16t January, 2015 and,

NEPRA directions in the matter of request filed by Faisalabad Electric Supply Company
Limited (FESCO) for Adjustment/Indexation of Tariff for the FY 2021-22 under MYT vide
No. NEPRA/ADG (tariff)/ TRF-339/8837-8839 dated June 02, 2022 for filing next Mulii
Year Tariff Petition. It is worthwhile to mention that FESC(O’s existing five years tariff
under MYT Regime is ending on June 30, 2023,



b
S\J
3

.._..
k3
j %)
L

1,224

1.2.2.6

1.2.2.8

FESCO (Distribution Businessy MYT For FY 2023-24 t0 2027-28

Key Aims and Features of the Petition

Key aims of the petition

‘The aim of this petition is to submit the Company’s MYT petition for the FY 2023-24 to
FY 20627-28 and fo obtain requisite approvals for the immediate implementation of cost
reflective tariffs to vield the Company’s required revenues,

The key objectives of tariff petition include:

» Instant recovery of all costs to protect the interest of existing & future consumers.

e To provide an effective framework for optimization of instalistion and investment in the
Company’s distribution network.

e To provide financial sustainability to the Company for the ultimate benefit of end
CONSuUMmMeErs,

¢ To recover costs on account of Prior Year Adjustments.

Assumptions for Segregation of Costs into Distribution & Supply of Electric Power
Businesses

Pursuant to NEPRA Act (Amended up to date) and the Authority directions, FESCO is filing
separate Tariff Petitions for Power Distribution and Power Supply Tariffs. Since FESCO is
maintaining single set of books of accounts for the two businesses so far, therefore, it is
asswmed that

The accounting information of historic actual resulis relate to both businesses.

Segregation of data for Distribution of Electric Power Business is not made in books of
accounts so far and single set of books of accounts are being kept for recording information
pertaining to both businesses.

The forecasted expenses relating to Distribution of Electric Power Business have been
assessed on the basis of avajlable data in separate A/c heads (where possible) in combination
with the possible bifurcation of the costs between the two businesses.

The expenses relating to Revenue offices, Meter Reading Services, Bill Distribution
Services, Coliection charges, Commercial Department, MIS {(Management Information
Systemm) and Market implementation and Regulatory Affair Department (MIRAD) assumed
under Power supply tariff.

All existing Fixed Assets go to Distribution Business. Therefore RORB and Depreciation
Expense has been assumed under the said business.

CPPA-G issues Power Purchase Invoices directly to the Power Supply Business which is
responsible for all the payments related to Power Purchase Cost.

Power Supply business will make payment of Revenue Requirement of the Distribution
Business at the rate determined by the Regulator (NEPRA), the same rate will be charged for
wheeling of energy by other generators, Bulk Power Consumers {BPCs) ete.

o
i
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FESCO (Di_s_t:ébuﬂon Business) MY T For FY 2023-24 to 2027-23

1229  The recovery of outstanding balances of NTDCL, CPPA-G and the payments to NTDCL,
CPPA-Gand-the Distribution tariff is the responsibility of the Power Supply Business. -

1.2.2.10 Debtors & provisions there of relates to Power Supply Business.

1.2.2.11 FESCO is a “Supplier of the last resort” or “Default Supplier” which means that FESCO is
to keep and maintain Power Supply Business setup in case any other supplier fails to do so.

1.2.2.12 The provision for employee’s Post-retirement benetits has been apportioned in the ratio of
Salary, wages & Benefits cost assigned to the respective businesses.

1.2.2.13 The Post Retirement Trust Fund established by FESCO in compliance of NEPRA direction
as a separate entity would cater for the post-retirement benefits of both businesses in the ratio
of number of employees/ pensioners.

1.2.2.14 The claims and subsequent receipts of all types of Subsidies is the responsibility of the

- Power Supply Business,

1.2.2.15 The receivable from associated companies on different accoés&ts_(a__.g. pension, free supply
etc.) will be dealt by the Power Supply Business.

1.2.2.16 The whole wire business from 132 kV to the consumer Meter is owned and maintained by
the Distribution of Electric Power Business. Therefore, any investment for expansion,
rehabilitation ete. of the system is also come in the purview of the said business.

1.2.2.17 The Late Payment Surcharges (LPS} recovered from consumers and Supplemental Charges
on account of delayed/Late payments to Power generators relate to Power Supply Business
and these two will knock off each other as per decision of NEPRA.

1.2.2.18 Other Income except Late Payment Surcharge assigned to Distribution Business.

12219 The PYA due fo under-recovered Distribution Margin and Provision of post-retirement
benefits (less allowed) allocated in the ratio of Salary, wages & benefits cost assigned to
each business.

1.2.2.20 Any other issue not mentioned above shall be dealt keeping in view its relevance and merit
to the respective businesses,

1.2.3 Summary of key parameters

1.2.3.1  The petition includes the following key parameters

No. Feature Details

i Tariff Period Five year multi-year tariff for the period FY 2023-24 to FY 2027-28

: The existing Distribution Margin (DM} has been modified fo consider

5 - Distribution impact of internal and external factors, including inflationary impacts,

Margin increase in regulatory asset base, expansion of network, increase in salaries,
' retirement benefits, repair & maintenance and depreciation ete.
The O&M Cost has been bifurcated into salaries, wages & post- retirement

3 Bifurcation of benefit and other O&M Cost. Pay & Allowances and Post-Retirement

O&M Cost benefits treated as directly passed through as per government increases,

whereas, Repair & Maintenance & other O&M cost to be indexed with CPI

L K
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FESCO (Distribution Business) MYT For FY 2023-24 10 2027-28

The Other O&M cost is being proposed to be indexed with Consumer Price
index (CPl) during the tariff -period less any effictency factor. The

4 O&M and efficiency factor “X” is being proposed as zero *0° for the Tarift Control
Efficiency Factor Period, justification for which is given in the relevant part of this Tanff
Petition, '
Given the Company’s current human resources constraints and future
requirements, a total of 9,112 personnel (Officers/officials) with financial
5 Allowance for tmplication of Rs. 18,823 Million are being proposed to be added to the
Additional Hiring workforce under different cadres during the 03 years of the tariff controi
period. The mduction is being proposed against FESCO’s existing approved
vard stick i.e. replacement hiring,
FESCO has planned to create 04 Circles (02 operation, 01 GSO, 01 GSC),
19 Divisions (10 operations, 01 civil works, each 02 GSO, GSC, M&T &
construction}, 60 Sub Divisions (41 operations, 03 Civil Work, 09 GSO, 63
Creation of N GSC & 04 construction} during tariff control period as requested in this
reation of New O et D
P Divisions/ Sub- tariff petition.
Divisions For the above purpose creation and induction of 8,676 new posts have been
proposed with additional financial impact of Rs. 21.243 Million during
Tariff control period starting from the vear of induction accordingly.
Return on Rate It is proposed that thef Company receives the Weighted Average Cost of
7 Base Capital (WACC) on its Average Regulatory Assets Base (RAB) as the
Return on Rate Base (RoRB).
: . The debt/ equity ratio has been taken as 70:30 prescribed in NEPRA’'s MYT
8 Capital Structure  Guidelines 2015 and tariff determinations from time to time.
Y Return on Equity 1he ROE calculated on the basis of the Capital Asset Pricing Model
(ROE) (CAPM).
The Risk-Free Rate (RFR) has been assumed as 13.46 % ie, weighted
. average yield on 03-year Pakistan Investment Bond (PIB} as of March 16,
10 Risk Free Rate 2023 (the latest avai};able). Any advanced RFR can be considered at the
time of determination of this tariff petition.
Beta computations are proposed to be based on the average beta @ 1.1 as
11 Beta used by NEPRA in previous determinations.
3 Month KIBOR as on May 185, 2023 is 21.97%+2.75% (Spread) has been
12 Cost of Debt used for Cost of Debt (the latest available). Any advanced KIBOR can be
considered at the time of determination of this tariff petition,
Market psemmm has been taken KSE-100 index compounded annual return
13 Market Premiam  °f 14:55% over the last ten years June 30" 2011 to June 30™ 2021 (the
available Market Premium). Any advanced Market Premium can be
considered at the time of determination of this tariff petition.
Regulatory Asset  1h€ Regulatory Asset Base (RAB) is based on a two year average of net
14 Base operating fixed assets (OFA) of the Company.
15 Prior Year Prior-year adjustments comprises under recovered Distribution Margin, less
) Adjustments provisions for post-retirement benefits, true up of Depreciation and RORB




FESCO (Distribution Business) MYT For FY 2023-24 to 2027-28

_(PYA)

FY 2021-22,

Annual
Adjustments in

It is recﬁ-ﬁiﬁated-ihat at'-tfie{-s'éﬁékaﬂiei’ery' year, NEPRA when 'adj usting RORB

for variance between actual and budgeted CAPEX, also recalculate the

16 gz;::m on Rate WACC due to variation in cost of debt (Bi Annual adjustment of KIBOR)

Computation
Keeping in view the increasing Staff Retirement Benefits Obligations of the
Cormpany coupled with financial constraints following proposals are given
to make the Company’s already created Post Retirement Benefit Fund a
fully funded entity:

17 Staff Retirement , ) L ‘ . .
Benefit Payments Allow past years actual provisions char ged_on the basis of /%ctuaues

Reports in line with provisions of 1AS-19 being requested as Prior Year
Adjustment (PYA). :
it. For the Tariff Control Period, allow the projected provisions of staff
retirement benefits subject to adjustment on actual basis.
The objective of the Distribution Rehabilitation Project is fo reduce system
% technical losses resulting from power tosses in the distribution conductors -

18 .ﬁemof}f ) and equipment including losses due to additional current flowing in the
Rehabilitation system on account of poor power factor of customer loads.

i Proposed expansion of Distribution network will facilitate in providing on
Networ‘k average 290,000 No. of new electicity connections annually with 5%
Expansion Annual Growth to the prospective customers.

1.2.4 Structure of the petition

12.4.1 This Petition has been structured in the following manner:

i) The tariff methodology is explained along with key features and formulas to be used in
determining the Company’s pass-through costs, T&D losses and average distribution
margin within each year of the proposed tariff period.

ity The tariff structure and components are then analyzed along with supporting facts and

basis,

iil) An overview of key periodic adjustments.
iv) - Conclusions and summary of recommendations is given.

Y
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TARIFF METHODOLOGY
Proposed Tariff Methodology

NETPRA Guidelines

NEPRA Guidelines for determination of consumer end tariff (Methodology and process)
issued vide SRO # 34 (12015, dated 16" January, 20135, lay down the methodology &
process for Determination / approval of consumer end tariff. The guidelines also provide for
a multi-year tariff of a DISCO.

In accordance .with the direction given in the Tariff determination of FESCO for the
FY 2021-22 vide No. NEPRA/ADG(Tariff)/ TRF-339/8837-8839 dated June 02, 2022 and
provisions given in the above NEPRA guidelines, FESCO is being filed a five-vear tariff
petition with indexation mechanism for every year and rebasing at the end of the five-year
control period.

A Consumer Price Index (CPI) minus Efficiency Factor (X} Mechanism

According to the MYT guidelines a CPI minus X Multi-Year Tariff is being proposed as it
will allow the Company to automatically apply indexations for inflation.

The Multi Year Tariff

The Muiti Year Tariff seeks to compute yearly revenue requirements of FESCO based on a
five-year Distribution Company Integrated Investment Plan (DIP) approved by NEPRA
vide No. 2181-87 dated April 20, 2023, Tt is further added that FESCO is going to file
motion for leave for review against Distributed Integrated Investment Plan (DIIP)
determined by NEPRA in its decision dated April 20, 2023.

Pass-through costs

Power Purchase Price (PPP) comprises Energy charges, Capacity charges, Use of System '
Charge (UoSC} and Market Operator Fee (MoF) of CPPA-G including impact of allowed
T&D losses.

Distribution Margin (DM &
Prior Year Adjustments (PYA),
Pass-through components of the tariff

Pass-through costs:

Power Purchase Price (PPP) comprises Energy charges, Capacity charges, Use of System
Charge (UoSC) and Market Operator Fee (MoF) of CPPA-G, including impact of T&D

losses,
0
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Power Purchase Price

The Company is paying to CPPA-G (or on behalf of CPPA-G) Power Purchase Price (PPP)
for the electricity it procures, including a transmission charge for transporting electricity
across the transmission network owned and operated by NTDCL and PMLTC along with the
Market Operator Fee (MoF) of CPPA-G. The total cost of power comprises generation and
transmission cost elements. The generation price consists of a Capacity Purchase Price (CPP)
and Energy Purchase Price (EPP) including variable O&M. The CPP is being paid on the
basis of the Company’s share of monthly demand and EPP is computed on the basis of
average energy purchase price of IPPs, Hydel, Nuclear and other sources of generation
across the country, The UOSC & MoF is being charged according to NTDCL, PMTLC &
CPPA-G tariff determined by NEPRA times the monthly demand of FESCO share. As the
PPP is allocated to Power Supply Business, therefore, detail working and basis for arriving at
the vearly figures for the Tariff Controf Period is provided there.

This PPP is transferred to FESCO according to the Transfer Price Mechanism (TPM) subject

o adiustments and passed on to the end consumers.

The PPP is calculated as per the following formula:

Where,

PPP = Power Purchase Price

PP(EC) = Energy charges part of PPP

QG = quantity purchased by the company
PP(CC) = Capacity charges pait of PPP

TC = Transmission cost

The formula for the determination of the Distribution Margin is:

*DM(D) < RE(D) ¥ ROREB(D) 4 D(DY 4 E(D) + ORC(DY-0ID)

Where,

DM(D) 1s the DISCO (FESCO) Distribution Margin (DM).
RB(D) is the DISCO (FESCQO) Rate Base

RORB(D) is the DISCO (FESCO) Cost of Capital.

D(D) is the DISCO (FESCO) Depreciation Expenses

E(D) is the DISCO (FESCQ) expenses including but not limited to Operation &
Maintenance and Human Resources,

ORC(D) is DISCO (FESCO) other Regulatory Costs.

Ol is the DISCO (FESCQ) Other Income adjusted against DM as per NEPRA.Tariff
Regime in Pakistan. A

N
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The formula for the determination of the Revenne Requircment {RR) for the distribution

- .

company (FESCO) is:

Where,

RR(Dj} is the company’s Revenue Requirement.

PPP(D) is the Power Purchase Cost of the Company.

DM(D) is the Distribution Margin of the Company.

PYA(D) is the Prior Year Adjustment (PYA) of the Company.

Distribution Margin

Distribution Margin seeks to enable the utility te cover prudently incurred operating cosis.
The following formula is used for determination of DM,

Operations and Maintenance Costs

The O&M cost has been bifurcated into Employee Related Cost (ERC) comprising Salaries,
Wages, Post-Retirement Benefits and Non-Employee Related Cost (NERC) including Repair
& Maintenance, Transportation & Convevance, Bills Collection Charges, Regulatory
Licensing Fee, Stationery and other O&M expenses. The ERC is requested to be allowed as
per increase in Salaries and Post-Retirement Benefits announced by the GoP till FESCO
remains in the public sector. This is due to the reason that FESCO had adopted and following
the National Pay Scales of the Federal Government, hence, any increase by the GoP is being
directly passed on to the active and retired employees in their salaries and pensionary
benefits.

The Non-Employee Related Cost (NERC) shall be indexed every year with CPI less any
efficiency factor (X).

The formula for determination of O&M Cost is given hereunder,

Where,
CPl = Consumer Price Index

X = Efficiency factor

Return on Rate Base

According to Para 16(2) of the NEPRA Guidelines for determination of consumer end tariff
{Methodology and process) issued vide SRO # 34 (1)/2015, dated 16" Jamuary, 2013, tanff
should allow the licensee, a rate of retwrn, which promotes continued reasonable investment
in equipment and facilities for improved and efficient service.

12
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It is important that returns provided to the Company commensurate w ith the risks associated
willr the sector. The rate of retupyshould proyidg for areturn w hich is proportionare with the
prevailing cost of funds being incurred by thé Company and with the risk involved in
delivering the utility services.

The Return on Rate Base (RORB) is based on a Weighted Average Cost of Capital (WACC)
to its Regulatory Asset Base (RAB). The WACC in turn is based on Return on Equity (RoE}
and Cost of Debt weighted proportionately according to the Debt and Equity on the DISCO’s
balance sheet or the ceiling of 70:30 fixed by NEPRA. For the purpose of this tariff petition
the bench mark of 70:30 has been used.

Where,

Rate base = Average (net fixed assets + Closing work-in-progress - Deferred credit)

The WACC is calculated as per the following formula:

Ke = Return on equity
Kd = Cost of debt

E =Total equity

D = Interest-bearing debt

As per NEPRA guidelines, the proportion of equity is capped at 30% and in cases where
equity exceeds this threshold the remainder is considered as debt for the purposes of WACC

computations. The Return on Equity (RoE) is calculated with the use of the following CAPM
formula:

Where,

Ke is Return on equity
Rfis Risk free rate
Beta is correlation to the market return

Risk premium is return expected on equity investments over and above the Risk Free

Rate (RFR}:

13
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TARIFF ANALYSIS

Revenue Requirement

The following table describe the projected Revenue Requirement on account of different
components of FESCQ’s Distribution Tariff for the Tariff Control Period.

Table 3.1: Revenue Requirement (PKR Million)

FY 25

Deseription FY 24 FY26 FY27 FY18
Salaries Wages & Benefits 16,180 21,742 24,191 26,672 28,962
Retirement Benefits 13,325 14,657 16,123 17,736 19,509
Total Employee Cost 129,505 36,399 40,314 44,408 48,471
Repair & Maintenance 1,147 1,267 1,349 1.437 1,530
Other O&M Expenses 1,900 2,099 2,236 2381 2,536
Total O&M Cost 32,551 39,763 43,899 48226 52,538
Return on Rate Base 17,484 20,438 22 08K 25,531 27747
Depreciation 4,838 5599 6357 7135 7,881
Other Income Excl. LPS (3.934) (6347 {6,573y {8,997y (7,301}
Distribution Margin 48,919 39456 66,671 73,894 80,864
Prior Year Adjustments (PYA) 1,825 - - - -
Revenue Requirement 50,744 39,456 66,671 73,894 8,864
The Average Tariff for Tariff Control Period is assessed as under:
Table 3.1 (a): Average Tariff for Tariff Control Period (PKR./KWh)
Description FY24 FY23 FY26 FY27 FY 28
Total Units Received {MkWh) 16,423 20,308 21,328 22383 23,426
Total Units Export (MkWh} 17,725 18,606 19,616 20,675 21,730
T&D Losses (%) 874% 838%  8.03% 7.64% 7.24%
O&M costs 1.84 2.14 224 2.33 2.42
Return on Rate Base 0.99 1.10 117 1.23 1.28
Depreciation 0.27 0.30 0.32 0.35 0.36
Other Income Excl. LP§ (0.34y  (0.34) (0.34y {034 (0.24)
Distribution Margin 2.76 3.20 3.40 3.87 3.72
Prior Year Adjustments (PYA) 0,10 - . . .
Revenue Requirement 2.86 3.20 3.40 3.57 3.72

|
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FESCO {Distribution Business) MYT For FY 2023-24 to 2027-28

Summary of Tariff Assumptions

Pay & Allowances and Retirement Benefits

The O&M cost has been segregated into Employee Related Cost (ERC) comprising Salaries,
Wages, Post-Retiremment Benefits and Non-Employee Related Cost (NERC) including Repair
& Maintenance, Transportation & Conveyance, Bills Collection Charges, Regulatory
Licensing Fee, Stationery and other O&M expenses. The ERC is requested to be allowed as
per increase in Salaries and Post-Retirement Benefits announced by the GoP till FESCO
remains in the public sector. Thig is due to the fact that FESCO had adopted and presently
following the National Pay Scales of the Federal Government. The same has been assumed
for the tariff control period, therefore, any increase in Pay & Allowances of employees and
post-retirement benefits shall directly be passed through fo the beneficiaries (active and
retired employees). ' '

Provision for Staff Retirement Benefits

It is assumed that FESCO will be allowed the gross provisions for the staff retirement
benefits as per independent Actuaries Reports in Tariff enabling the Company to transfer net
amount after payment of actual liabilities of the retired pensioners into the Post-Retirement
Benefits Fund already established.

Other Q&M Cost

it is assumed that other O&M Cost shall be indexed with CPI less efficiency (X) factor every
year.

Increase in Salaries, Wages & Retirement Benefits

Increase in Pay & Allowances is attributable to the annual increment, impact of promotions,
up-gradations and 25% Adhoc Relief Allowance for FY 2023-24 and 15% Adhoc Relief
Allowance (each year) for rest of tariff control period .

It is assumed that the Retirement benefits shall be increased @ 10% per year for the tariff

- control period.

Increase in Repair & Maintenance

Repair & Maintenance and Other O&M Cost is assumed tc be indexed with CPI for Tariff
control period. The forecasted inflation rates used in this tariff petition for the tariff control
period are 21.94%, 10.46%, 6.50%, 6.50% & 6.50% respectively. The source of these

inflation rates is the giobal business data platform website “statista.com”.

Unit Saies

Total unit sales start at 17,725 MkWh and are increased by the annual demand growth, the
number of new consumers and the change in consumption per consumer. The Compounded
Average Growth Rate (CAGR) in sales for 2023-24 to 2027-28 is about 5.22%.

N
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Target T&D Losses _ _

NEPRA in DIIP Determination vide No. 2181-87 dated April 20, 2023 has defermined
T&D Losses 8.74%, 8.38%, 8.03%, 7.64% & 7.24% from FY 2023-24 to FY 2027-28
respectively.

Units Purchase

Total unit purchase start at 19,423 MkWh which is assumed to grow at a CAGR of 4.80%
and reaches 23,426 MkWh by FY 2027-28.

Consumers

No. of consumers start at 5.368 Million from the first year of tariff control period which is
assumed to grow at a CAGR of 5% and reach 6.523 Million by FY 2027-28.

Opening Gross Fixed Assets

The value of the Opening GFA used in the base year of the tari{f period has been determined
on the basis of the actually/ provisional information of the Company as of 30th June 2023.
Regulatory Asset Base

it is calculated as the sum of Opening GFA and capital additions less depreciation, phus
capital work-in-progress and less deferred credit.

Rate of Return _

The rate of return or WACC of 21.70% has been calculated based on CAPM, 3 month’s
KIBOR+2.75% and a Debt-Equity Ratio of 70:30.

Distribution Margin

The Distribution Margin of the Company is calculated as the sum of O&M, Depreciation and
RORB adjusted with other income excluding Late Payment Surcharge being knocked off
with delayed payment Charges/Supplemental Charges in line with NEPRA existing
determinations. '
Other Income

The other Income will be adjusted as per mechanism prescribed in the NEPRA Tariff -

Guidelines for determination of consumer end tariff,

Explanation/Justification and Analysis of key Tariff Components

Transmission & Distribution (T&D) Losses

T&D losses for the Tariff Control Period has been taken as determined by NEPRA in DIIP
determination No. 2181-87 dated April 20, 2023.

16




i
§
§
§
§
;
z
§
§
!
z
!
?
z
3
3
|

FESCO (Distribution Business) MYT For F'Y 2023-24 to 2027-28

33.1.2 Based on NEPRA’s stated micchanism, the Compensation for distribution losses would be
-automaticaily adjusted for any chenges in the power purchase cost. The target of T&D-

losses, will, however, be maintained throughout the tariff period, regardless of the actual
T&D losses incurred by the Company. Thus, if the Company was not able to mest the target
loss reduction, it would be penalized by not being able to recover the cost of losses in excess

of the target amount.

3.3.13  The Transmission and Distribution Losses determined by NEPRA from 2023-24 to 2027-28

are given below:

Table 3.2: T&D Losses breali-up as per NEPRA determinaiion

Description FY24 FY235 FY26 FY2T  FY28
Transmission Losses 132 kV 1.57% 1.42% 1.32% 122%  1.17%
HT /7 11kV Loss 577% 5.60% 538% 3.13%  4.82%
L.T Loss 140%  136%  1.33%  1.29% - 1.23%
Total T&D losses 8.74% 8.38% 8.03% 7.64% T.l4%

332 Operating and Maintenance (O&M) Costs

3321 A summary of the forecasted O&M Expenses for 2023-24 10 2027-28 is as under

Table 3.3: Operating and Maintenance Cost Breakup (PKR Millions)

Description FY24 FY23 FY26 FY27 FY128
Salaries Wages & Benefits 12,294 13,603 15004 16,506 18,033
Financial Impact of PM Assistance Package 82 82 82 82 82
Financial Impact of Replacement Hiring 2,224 3,068 3,866 4 594 5,071
Financial Impact of ereation of new offices 1.260 4,649 4,878 5,167 3,349
L e E s ST 5 0w w w
Impact of Outsource of Security Guards 254 266 279 293 308
Retirement Benefits 13,325 14,657 16,123 17,736 19,509
Repair & Maintenance 1,147 1,267 1,349 1,437 1,530
Travelling Expenses 451 498 530 565 602
Transportation 723 798 850 905 964
Telephone 35 38 41 43 46
Licensing Fee 127 140 149 159 169
Stationery Expense - 41 46 49 32 55
New Recruitment Expense 81 89 95 101 108
Miscelianeous 444 490 522 556 592
Total T32,552 39,763 0 43,899 48,226 52,338

{Working attached as Annexure-I)

3
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increase in Pay& Allowances iz attribuinble 1o the annual increment, impact of promotions,
up-gradations and 25% Adhoe Reliel Allowance for FY 2023-24 and 13% Adhoc Relief
Allowance for rest of tariff control period.

Plan for Replacement Hiring

FESCO has planned for induction of the foliowing number of emplovees for Distribution
Business during tariff control period against existing vard stick.

Table 3.4; Replacement Hiving against existing Yardstick

Description FY24 FY25 FY26 FY27 FY28
No. of Emiployees 4,599 1,531 1,382 1,10} 499
Projected Cost (Rs. Million.) : 2224 3068 3866 4594 5071

{'Working attached as Annexure-E)

The Company is a staff deficient by 44% having presently working strength of 13,538 No.
of employees against the sanctioned strength of 24,030 in different cadres. Therefore, the
company has planned for induction of above stated number of employees during the tariff
contro] period.

The following manpower statistics as of October 31, 2022 highlights the shortage of staff in
the company:

‘Table 3.5: Vacancy Position as on 31.10.2622

Description Sanctioned Held " Vacant % Vacant
A- Professionals "

Engineers 380 272 108 28%
Others 197 84 113 57%
Sub Total 577 356 221 38%
B- Staff

Technical 12,649 . 7,264 5,385 43%
Clerical 3,328 1,485 1,843 55%
Non-Technical 7476 4,433 3,054 41%
Sub Total 23,453 13,182 16,271 44%
Grand Total 24,030 13,538 16,492 44%

As evident from the table above, Company has the deficiency of workforce by 44%.
Deficiency at officers level is 38%, whereas, at staff level 44%. Deficiency at Engineers
level is 28%. Deficiency at Technical staff level is 43%. Therefore, FESCO has been
requesting NEPRA for allowing cost of hiring staff at positions where it is under-staffed. The
deficiency and the associated financial impact will successively increase over the years, as
the Company's consumer base is continuaily expanding. The consumer base of the company
is expected to be increased at average rate of 3% or 0.290 Million consumers per year.

(

|

|
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In order to meet the technical and operational targets, it is proposed that 4,599 vacancies are
to be filled by the Companydusing FY 202324, This recruitment wiil increase the first year
i.e. 202324 of the tariff control period O&M by Rs. 2,224 Mitlion. In the same manner
Projected cost of Rs. 3,068 Million, 3,866 Million, 4.594 Million & Rs. 5,071 Million have
been proposed for recruitment against vacant posts under existing yardstick of FESCO
during FY 2024-25, 2025-26, 2026-27 & 2027-28 respectively.

FESCO®s Plan for creation of new offices along with additional hiring for newly
created offices

FESCO has planned for induction of the following number of employees for Distribution
Business during tariff control period against human resource requirement of the propesed
new office creation,

Table 3.6 New induction against creation of new offices

Description " FY24 FY25 FY26 FY27 FY28
No. of Employees ' S 2368 6308 L. e -
Projected Cost (Rs. Million.) 1,260 4,649 4,878 5,107 5349

(Working atcached as Annexure-F)

FESCO has planned to create following new Circles, Divisions & Sub Divisions during
Tarift control period keeping in view the expected consumers growth, improvement in
quality of service to the existing and new customers, accurate meter reading, timely disposal
of consumers complaints, reduction in T&D losses, administrative contro! ete. Detail is given
in the Table as under.

Table 3.7: Creation of New Circles, Division & Sub Division (Nos.)

Description FY24 FY25 FY26 FY27 FY2§

Circles {Operation) i 1 . - i

Circle (Civil Works)

G50 Circle

i
Divisions (Operation) 4
Civil Works Division 1

350 Divisions -

GSC Divisions

M&T Divisions | :

t
[CRRE S RE SRR SR R P N
[
¥
i

Constructions Divisions

nJ
SO
i
[
t

Sub Divisions (Operation) 12
Civil Works Sub Division 3

t
i
i
1

GSO Sub Divisions + Gangs &  C-

Type Store ) 9 ) N -
SC Sub Divisions : - 3 . - .
Constructions Sub Divisions - 4 - - .

Total 22 61 - - -

19



335

33501

3.3.6
3361

3364

FESCO (Distribution Business) MY T For FY 2023-24 o 202728

‘Basic pay, Allowances and Employee benefits

The pay & allewances for FY 2023-24 have been estimated to Rs. 12,294 Millicn Similarly,

Rs. 13,603 Million, Rs. 15,004 Million, Rs. 16,506 Million & Rs. 18,053 Millien for
FY 2024-25, 2025-26 2026-27 & 2027-28 respectively have been proposed for Distribution
Business. Pay & allowances and employee benefits including retirement benefits constitute a
major portion of the Company’s O&M expenses.

Table 3.8: Basic Pay, Allowance & Emplovee Benefits (PKR Million)

Description FY24 FY2? FY23 FY24 FY2s

Projected Cost 12,294 13603 15004 16506 18,053

Staff Retirement Benefits

In compliance of NEPRA directions FESCO esiablished a separate Post Retirement Fund
welf 27082014, An amount of Rs. 16,661 Million -upte -December-2022 has been
accumulated in the fund. Presently there are two sources of deposits in the Trust Fund. First
one is the net amount after payment of liabilities to retired pensioners out of the gross
provisions being allowed by Authority, The second source is the amount of profits being
garned on the deposits of the Trust Fund. The more funds transferred in the Trust Accounts,
the more profit can be earned and the trust fund would quickly be able to generate sufficient
revenues/plan assets for meeting the payments to pensioners and cater for active employees’
provisions as well, At that point, no further revenue through tariff would be required for
provisions against post-retirement benefits resulting into reduced consumer end tariff,

Therefore, Authority is requested to allow projected staff retirement benefits for Tariff
control period subject to its adjustment as per actual results of Actuaries Reports and
Audited Financial Statements.

Post-Retirement Benefits have been projected for 2022-23 on the basis of last actuarial
Valuation Report with estimated average 10% increase from FY 2023-24 till FY 2027-28 as
under,

Table 3.9: Provision For Staff Retirement Benefits (PKR Millions)

Description FY24 FY25 FY26 FY27 FY28
Total Provision for Retirement Benefits 7,380 19,118 21,029 23,132 25446
Projected Cost -Wire Business 13,325 14,657 16,123 17,736 19,509

Component-wise break up of Staff retirement benefit for Tariff control petiod is as under;

Table 3,10 Post-Retirement Benefits Break-up (PKR Millions)

Description FY23 Fy24 FY25 FY26 FY27. FY28
Pension 13,796 15,176 16,694 18,363 20,199 227219
Leave encashment 337 370 447 448 493 547
Medical 828 P 1,001 1,101 1,212 1,333
EFree Supply (Retired) 839 923 1,618 1,117 1,228 1,351
Total 13,800 17,380 19,118 21,029 23,132 25446
% Change 6% 10% 10% i0% 10%

Lo 20
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3.3.7 Other Operating Expenses

-

control period. The projected Other Operating Expenses are provided in the Table below.

3.3.7.1  All other expenses including Repair & Maintenance are increased by CPI-X during the tariff

Table 3.11 Other Operating Expenses (PKR Millions)

| Description _ FY 22 FY23 FY24 FY25 FY26 FY27 FY28
Actual Act/ Est. _Projected

R&M 661 940 1,147 1267 1,349 1437 1,530
Traveiting 337 376 451 498 530 565 602
Transportation 428 393 723 708 830 905 964
Telephone 2 28 35 33 41 3 46
NEPRA Fee - 39 1047 127 4o 149 159 169
Stationery Expense 1w 34 41 16 49 2 55
Wew Recruitment Expense ; 66 81 89 95’ 1017 108
Miscellaneous 273 363 444 490 522 556 592
Total 1,783 2498 3,047 3,366 3,585 3,818 4,066

3.3.8 Adjustment Mechanism for O&M Costs

3.3.8.1 The O&M cost has been segregated into Employee Related Cost (ERC) comprising Salaries,
Wages, Post-Retirement Benefits and Non-Employee Related Cost (NERC) including Repair
& Maintenance, Transportation, Travelling & Conveyance, Bills Collection Charges,
Regulatory Licensing Fee, Stationery and other O&M expenses.

3.38.2 The ERC is requested to be adjusted/allowed as per increase in Salaries and Post-Retirement
Benefits announced by the GoP every year till FESCO remains in the public sector. This is
due to the fact that FESCO had adopted and presently following the National Pay Scales of

~ the Federal Government. The same has been assumed for the tariff control period, therefore,
any increase in Pay & Allowances of employees and post-retirement benefits shall directly
be passed through to the beneficiaries (active and retired employees).

3.3.83 The NERC/Other O&M expenses including Repair & Maintenance, Transporiation,
Travelling & Conveyance, Electricity Bills Collection Charges, annual Distribution and
Supply business Licensing Fee, Bills printing & Stationery and other miscellaneous expenses
is proposed to be adjusted with CP] less efficiency factor “X” for the Tariff Control Period.

3.3.84 The efficiency factor “X” is being proposed as “0” for the Tariff Control Period or till the
time FESCO remains in Public Sector due to the following reasons.

) Majority of the Other Operation & Maintenance expenses like Repair & Maintenance,
Transportation, Travelling & conveyance, electricity bills collection charges, stationery
& bills printing, distribution & Supply Businesses annual licensing fee are dependent
upon the operations of the company. As the operations/business of the Company is
expanding, therefore the above said expenses are also increased.

%
i
i
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i) Secondly, FESCO carried an analyaic of Other Operation & Maintenance Cost of
DISCO's in Punjab Province from NEPRA Tarlif determinations of these companies for
the FY 2022-23. The analysis shows that FESCO has lowest Other Operation &

Maintenance Cost as given in the table below.

i) By translating the per unit cost into efficiency, FESCO is efficient by 32%. 19%, 37% &
39% as compared to GEPCO, LESCO, IESCO and MEPCO respectively.

Table 3.12 Other O&M Rs/kWh determined by NEPRA for FY 2022-23 |

Description Unif  FESCO GEPCO LESCO IESCO MEPCO
Units (sales) MEWh 15518 11,653 24,865 11,745 19,195
Oher Ok L Min 2710 2866 5201 3045 5470
Phr /KWh 0.17 025 021 027 . 0.28

FESCO Efficiency - 32% 9% 0 37% 0 39%

339 Return on Rate .Base

3391 According to Rule 17(3)(iii) of the NEPRA Tariff Standards and Procedure Rules 1998,
tariffs should allow licensee a rate of retwrn which promotes continued reasonable
investment in equipment and facilities for improved and efficient service.

RORB = Rate Base X WACC
Where - ! . .
Sum of existing net fixed assets + Closing work in - Deferred
Rate Base =  credit - Surplus on revaluation of fixed assets
WACC = Weighted Average Cost of Capital 1.e. expected return on a

Portfolio of ali kinds of capital of Company

3392 Return on equity is calculated using CAPM model and requires the estimation of following
components:

i) Risk free rate (Rf)
ily Beta(B)
iy Market premium (P)

33.93 Risk free rate is the rate of return that the investors expect 1o eamn on investments that have
virtually no risk of default. Risk is viewed in terms of the variance in actual returns around
the expected return. For an investment to be risk free in this environment, then, the actual
returns should always be equal to the expected return.

3.39.4  In view of the five year contro] period, it is proposed that weighted average yield on 03 year
Pakistan Investment Bond (PIB) be considered as the risk free rate. In this tariff petition the
weighted average yield of March 16, 2023 (the last available} has been assumed. Any other
weighted average yield can be used which is more close to FY 2023-24,

-
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Currently, NEPRA uses a standard beta 1.10 for calculating the return on.equity for all
DISCOs. The same beia has. been used for-computing return on equity in all previous
determinations. ' -

Cost of Equity (Ko}  =Rp+(Ry~Rp) * B

Where

Risk Free Rate (WA Yield on 05 Years PIB}  13.46%

Market Premium 14.55%

Equity Beta (Source: NEPRA) 1.10
= 13.46% + (1.09% * 1.10)
= 13.46% + 1.20%
= 14.66%.

Cost of Debt

Cost of debt is taken as 3 Months KIBOR+ 2.75% of 15 May, 7023 However, any taxes
paid by the company will be passed on directly to the end-consumers. :

Cost of Debt = 03 Month KIBOR + Spread = 21.97% + 2.75% = 24.72%

WACC

Based on the above input parameters, the Company’s weighted average cost of capitai is
calculated as under

WACC = [K(E/V)] + [KH(D/V)]

= (30% * 14.66%) + (70 * 24.72%) = 21.70%
Regulatory Asset Base (RAB)
RAB is the gross fixed asset that is used in the distribution activities of the Company,
Regulatory Asset Base (RAB) for 2023-24 1o 2027-28 is shown in the respective Petition
formats,
Future RORB Assessment

As per MYT guidelines the RORB assessment will be made in accordance with the
following formula/mechanism:

RORB{(Rev) = RORB(Ref) *RAB{Rev)/ RAB(Ret)
Where:
RORB(Rev) = Revised Return on Rate Base for the Current Year

RORB(Ref) = Reference Return on Rate Base for the Reference Year

RAB(Rev) = Revised Rate Base for the Current Year
RAB(Ref) = Reference Rate Base for the Reference Year.

V
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Distribution Company Integrated Investment Plan (DIIP)

The details of investments allowed by NEPRA are given below.

Table 3.13: Investment plan breakup(PKR million)

Description 2023-24 1 2024-25 | 2023-26 ¢ 2026-27 | 2027-28 | Total
SIG 6,076 1 6,774 6,897 8,071 ¢ 49031 32,721
ELR 1,749+ 2,179 2536 3,108 1 32971 12,869
DOP Own Resources 1,162 1,268 1,259 1,237 1,341 6,287
?ﬁﬁz‘jﬁ%lmpm"em‘m‘ 3881 348 | 430|430 430 2,026
é‘éﬁgﬁ?le}?}provement Plan (GIS, - fi i’}_gi} 1,435 ’_ 400 100 3,650

| fg;&“;';“;j;“egfg:’gfgfc“; Plan (ERP, 2 23 20 2520 317 1383
HR Improvement Plan 206 7 3706 180 190 190 936 |
O&mﬁional Vehicles 1,642 1,028 866 755 583 4,874
Safety Equipment 595 384 468 541 1,061 3,045 |
Civil Works 330 400 376 472 422 2,000
Sub Tofal FESCO Own Source 12,979 ] 13,954 1 14,676 15476 1 12,704 69,789
STG Deposit Works 2018) 1,776 1,465 11,0741 L1821 7515
HT & LT Deposit Works 50300 5171 5,747 6,023 1 6,482 ] 28453
Village Electrification 38101 40131 3,381 38121 3,595 18,611
Consumer Financing 16,858 | 10960 10,593 | 10,909 11.2591 54.579
Grand Total 23,837 | 24,914 | 25,269 | 26,385 23,963 | 124,368

3.3.142 The above investment plan would result {n improvements in its T&D losses and enable the

33158
33,051

Company to enhance its customer base by increasing connections. The plan is also intended
to increase system reliability.

Depreciation

Depreciation is charged on the straight-line method so as to diminish the cost of an asset
over its estimated useful life. As per Company’s policy, building and civil works are
depreciated @ 2%, feeders and grids & equipment’s @ 3.5%, other plant/equipment and
vehicles @ 10%. The depreciation for FY 2023-24 to FY 2027-28 has been estimated on the
original cost of the assets.

Tabile 3.14 Depreciation Expense (PKR Millions}

Déscripti@n FY i4 FY 25 FY 26 Fy 7 FY 28

Depreciation Expense 4,838 5,596 6,357 7,135 7,881

33,152 As per MYT guidelines, Depreciation expense for future vears will be assessed in

accordance with the following fonmula/mechanism:
kY
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33,162

FESCO.(Distribution Rusiness) MYT For FY 2023-24 to 2027-28

DEP(Rev) = DEP(Ref) * GFAIO(Rev) / GEAIO(Ref)

Where: : by
DEP(Rev) = Revised Depreciation Expense for the Current Year
DEP(Ref) = Reference Depreciation Expense for the Reference Year

GFAIO(Rev) = Revised Gross Fixed Assets in Operation for the Current Year
GFAIO(Ref) = Reference Gross Fixed Assets in Operation for the Reference Year

Other income

Other Income includes mark-up on bank deposits, amortization of deferred credit and income
from other sources. As there is no clear trend found during the past, hence, other income
have been assessed on the basis of last five year moving average except for the amortization
of deferred credit which has been caleulated @ 3.3% on the accumulated balance of
contributions against connection installed / deposit works i.e. consumer financed assets. The
Late Payment Surcharge has been excluded from the total Other Income as per decision of
NEPRA in the Tariff determination of FY 2014-15 ti11 2022-23. The detail of other income js
as under:

Table 3.15: Other Income Breakup (PKR Million)

Description FY24 FY25 FY26 FY27 FY28
Profit on the Bank Deposit 2,236 2,373 2,254 2,330 2,237
Meter/ Service Rent 53 54 54 54 54
Reconnection Fee 25 26 27 26 25
(Gain on installation of new connections 634 587 590 577 604
Repair, testing and inspection fee 44 47 43 45 43
Recovery of late delivery charges 167 131 145 148 14]

Service fee on collection of Electricity

Duty and PTV License fee 16 120 1o t7 17
Quarter rent FESCO colonies 7 7 7 7 7
Non-utility operations 88 G3 85 g9 39
Excess deposit work receipt written back 43 50 53 49 51
Total 3,432 3,480 3,373 3440 3370
Amortization of deferred credits 2,522 2,858 3,200 3,557 3,931
Fotal Other Income 5,954 6,347 6,573 6,997 7.301

As per MYT guidelines, Other Income for future years will be assessed in accordance with
the following formula/mechanism:

Other Income for the FY 2021-22 as per above mechanism is assessed as under;
Oleyy = Ol + {Olyy ~ Oligy}

' Where; .
Olrevy= Revised Other Income for the Current Year.

Olyy = Actual Other Income as per latest Financial Statements.

Q
A
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}?ESfT } {Distribution Business) MYT For FY 2023-24 10 2027-28

Ol = Acteal/Assessed Other Income used 1n the previous vear.

Prior Year's Adjustment (PYA)

3.3.17.1 Rule 33 of NEPRA Tariff Guidelines provides that under-recovery or over-recovery of the
cost-of-service incurred during the previous year shall be accounted for going forward
during the current year under the head of prior period adjustment

Lok
Lk
o
~J
(3]

331721
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Provision for staff Retirement Benefits

Authority has allowed Rs. 8,7“?5 Million for FY 2020-21 as provision for post-retirement
benefits fund based on A:udited Financial Statements for FY 2020-21, Whereas for
FY 20231-22 Authority has made its own assessment, in the absence of financial
statements, and allowed Rs 0,653 Million in the Tartff Defermination/Annual Indexation
for FY 2021-22, dated June 02, 2022 {referred para 8 of the determination),

As per Audited Financial Ststements for FY 2021-22 provision for pest-retirement

- benefits remained Rs. (0,085 Million, Hence Authority is requested to Allow Rs. 432

Million {10,085-9,633) difference of allowed vs provision for post-retirement benefits in
line with its earlier decision for FY 2020-21 dated June 02, 2022 is required fo be
adjusted in PYA of FY 2021-22 (Annexure-G3.

3.3.17.3 Under-Recovered Distribution Margin (DM) for FY 2021-22

331731

331732

FESCO has been allowed Distribution Margin (DM) of Rs. 32,353 Millien for
FY 202122 in the Tariff Determination/Annual Indexation for FY 2021.22. The
recovery of Distribution Margin at notified rates during FY 2021-22 remained Rs. 30,536
Million (after excluding incremental units sold to industrial consumers at flat rate of
Rs. 12.96/kWh) |

Authority is requested to allow the un-recovered Distribution Margin of Rs, 1,817
Million in PYA of FY 2021-22 {Annexure-H).

3.3.17.4 Depreciation Excess allowed For FY 2021-22

3.3.174.1

The Authority has allowed depreciation of Rs. 4,520 Million for FY 2021-22 (referred
para § of Tariff Determination dated June 02, 2022) whereas as per Audited Financial
Statements, depreciation on original cost basis remained Rs. 3,628 Miilion. During
FY 2021-22, the amount of Assets retired remained Rs. 1,358 Million, whereas, against
this retirement the amount of Accumulated Depreciation was Rs. 449 Million. The
amount of Rs. 449 Miliion has been adjusted against the total Accumulated Depreciation
ended June 30, 2022 as reflected in Note No. 15.1.5 to the Financial Statements ended
June 30, 2022. As the Authority, for caleulation of Depreciation Expense on original
Cost basis for FESCO’s. Distribution Margin, takes the figures of comparative
Accumulated Depreciation of two years, therefore the impact of retirement/deletion of
Accumulated Depreciation is also accounted for in the calculation of Depreciation
Expense for the respective year. Resultantly the depreciation expense for the relevant
vear 18 under-assessed to the extent of Accumulated Depreciation of retired assets.
Working attached as Annexure-I,
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 FESCO (Disisibution Business) MY T For FY 2023-24 to 2027-28

Foregoing in view, the depreciation excess allowed for FY 2021-22 amounts to Rs. 892
Million (Rs, 4,520 ~ Re, 2,628). The same-is being adjusted in PYA of FY 2021-22
{Annexure-I}. B ' :

3.3.17.5 Other Income Excess/Less allowed For FY 2020-21 & 2021-22'

17.5.1

L3
LS 3

Authotity allowed Other Income of Rs. 6,739 & 4,215 Million for FY 2020-21 &
2021-22 respectively (referred para 11,13 of Tariff Determination FY 2020-21 dated
June (}2, 2022 & Para 8 of Tariff Determination FY 2021-22 dated June 02, 2022}
whereas as per Audited Financial Statements other income remained Rs. 4,878 &
Rs. 5,694 Million for FY 2020-21 & 2021-22 respectively. Hence Authority has atlowed
excess other income of Rs. 1,861 Million for FY 2020-21 & similarly less other income
allowed of Rs. (1,479 Million for FY 2021-22 which is required to be adjusted in PYA

- of FY 2021-22 (Annexure-J).

3.3.17.6 Adjustment of Peasioners Of GENCO’s Power Plant Under Closure -

'3.3.17.6.1

33.176.2

33.47.63

331764

33.17.0.5

‘Cabinet Committee on Energy (CCoE) during its meeting held on 10.09.2020 in Case

No. CCE-47/14/2020 dated 10.09.2020 as conveyed vide Cabinet Division Memo No. F.
14/14/2020-com dated 21.09.2020 decided immediate closure of certain power planis of
GENCOs having aggregate capacity of 1,796 MW,

Ministry of Energy {Power Division) Generation & Transmission Wing in its summary
dated September 16, 2021 (Annexure-K) has stated that GENCOs were paying pension
out of their Capacity Purchase Price (CPP). Once immediate closure of GENCO’s power
plants, CPP of such power plants is no more available, hence, GENCOs would notbe in a
financial position to pay pensions to the pensioners allocated to such plants.

Summary dated Septenéber 16,2021 is reproduced as under -

“It is proposed that 2,368 pensioners of GENCOs may be adjusted in their pension
disbursing DISCOs or WAPDA. Similarly, 1,753 employees of these plants would be
adjusted in DISCOs. Pensions of these employees will be paid by the relevant DISCOs
on their retirement according to rules of the relevant DISCOs. In turn the respective
DISCOs & WAPDA would claim adjustment of the same from NEPRA in their
respective tariffs.”

ECC in Case No. ECC-347/32/2021 dated September 23, 2021 has considered the
summary submitted by the power Division regarding “adjustment of pensioners of
GENCO’s power plants under closure” and approved the proposal (Annexure-L).

NEPRA vide decision No. NEPRA/ADG(Tr{YTRF-100/22171-82 dated November 17,
2022 has also directed the DISCOs to ensure payment of these pensioners provisionally.

- NEPRA has further directed to submit this instant case along with next Tariff Petitics, so

that the Authority may decide to allow this cost or otherwise.

N
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Out of 2.368 pensioners, 206 pensioners adjnsted in FESCO as per ECC decision dated
Septembet 23, 2021, Since the adjustment of these GENCO pensioners in FESCO, an
amount of Rs. 86.280 Million has been paid to them for the period from 10-2021 to 12-
2022 on account of pension and medical allowance.

GENCO Wise Detail is ag ynder:-

b
Lrk
¢ e
-
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Table 3.16 GENCO Wise Breakup

8. No GENCOs | Period PKR Million

1 GENCO-L | 10/2021 10 12/2022 - 3.820

2 GENCO-IL | 10/202] 0 12/2022 19.943

3 GENCO-I  10/2021 to 12/2022 60.142
4 GENCO-IV 1072021 10 12/2022 2375
5 TotalAetwalPaymemt 86280

33.1767 'The amount of Rs. 86.28¢ Million does not include the impact of provisions of
GENCO’s pensioners adjusted in FESCO. For this purpose relevant GENCO’s have been
asked to provide the same after consulting independent actuarial firm. On receipt of
provisions the same will be submitted to NEPRA accordingly.

3318 Summary of PYA of FY 202§~22
3.3.18.1 Inview of foregoing, the PYA is summarized in the following Table.

Table 3.17 Summary of PYA 2021-22 (PKR Million)

Deseription . Amount
1. Less provision of Post-retirement benefits 432
2. Under Recovery of Distribution Margin for FY 2021-22 1,817
3. Impact of Excess Depreciation for FY 2021-22 (8923
4, Tmpact of Less Other Income for FY 2021-22 1,861
5. Tmpact of Excess Other Income for FY 2021-22 (1,479}
6. Actual pension paid to GENCO pensioners from 10/2021 to 12/2022 86

TOTAL ; 1,825

\p
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4.2

4.2.1

43.1.1

4312

43.1.3

43.1.4

43.15

FESCQ {Distribution Business) MYT For FY 2023-24 to 2027-28

Annual true-up adjustment

Investments made by the (,ompa;w are added 16 the Regulatory Assets Base (RAB) which is
used to determine the Return on Rate Base. The difference between the forecasted and actual
investment will result in variations in RAB and Retwrn on Rate Base. It is therefore
requested that investinents should be trued up every year.

In line with the 5 year multi-year tariff, investment trued up at the end of each year will
ensure that appropriaie return is allowed on the Regulatory Assets Base for the next year.
Further, it will enable NEPRA to monitor performance of the DISCO in terms of timely
completion of proposed projects and ensuring prudency in costs so no undue burden is
placed on the end-user

Future Prior Year Adjustments

It is proposed to continue Prior Year Ad;a&atments in future pemeds 0 a.ddress the issues
inciuded, but not limited to the foliowing;

Any overfunder-recovery of Power Purchase cost due to delayed determination/
implementation of consumer end tariff to be trued up to the extent of actual figures.

Any under -or over recovery of revenue due to variation in the forecasted and actual
consumer mix.

As per Authority decision Minimum Tax/Tumover Tax will be considered as a pass through
cost and be claimed as PYA,

Variation in forecasted & actual Distribution Margin, other income, Depreciation, RoRB and
Prior Period Adjustments; and

Any other adjustment in addition to above.

!
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5.1.1.4

5.1.1.5

5.1L16

5.1.1.7

5.1.1.8

FESCO MYT For Y 2023-24 to FY 2027-28

SUMMARY AND CONCLUSION
SUMMARY N

On the basis of above it is, inter alia, submitted that while admitting and allowing this
petition of the Company for FY 2023-24 to 2027-28 whereby:

The Company may be benefited by the timely determination and immediate application of
the proposed tariff to ensare its financial viability and reliable system of supply of electricity
to its 6.525 Miilion (by the end of FY 28) consumers;

The other periodical adjustments as per determinations of NEPRA may please be aliowed to
he continued; ' ' ' :

FESCO may be allowed induction of 9,112 Nos. of employees against the replacement hiring

and 8,676 Nos. of employees against creation of New Circle, Divisions & Sub Divisions in
tariff control period as per the proposed induction plan given in this tariff petition.

The Company may be allowed to create 04 Circles (01 each Operation & Civil Works, 01
GSO, 01 GSC), 19 Divisions (10 Operations, 01 Civil Works, each 02 GSO. GSC, M&T &
Construction), 60 Sub Divisions (41 Operations ,03 Civil Works, 09 G$0, 03 GSC & 04
Construction) during tariff control period as requested in this tariff petition.

The Company may be allowed Bi-Amnual WACC (KIBOR) adjustment for RORB
calculation for the tariff control period.

To allow the Company the proposed segregation of Operating & Maintenance Cost as to pay
& Allowances, Retirement Ben}eﬁts and Other O&M cost.

To allow the Efficiency “X factor as “0” for the Tariff Control Period or till such time
FESCO remains in the Public Sector.

Any other relief, order or direction which The Authority deems fit.

Q/
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... FESCO MYT For FY 2023-24 to FY 2027-28

SUMMARY OF EVIDENCE

EVIDENCES

The summary of evidence giving brief particulars of data, facts and evidence in support of
this tariff petition forms an integral part thereof as mentioned below:

Copy of Resolution of Board of Directors FESCO {Annex-A)
Standard Petition Formats {Annex-B)
Copy Cheque of Rs. 2,018,999/ {Distribution + Supply) {Annex-C)
Operating & Maintenance Cost {Annex-D)
Financial Impact of Replacement Hiring against Existing Yardstick {Annex-E)
Financial Impact of New Induction against creation of New Offices (Anmex-F)
PYA-Less Allowed Retirement Benefits FY 2021.22 -~ . . (Asnex-G)
PYA-Under Recovery of Distribution Margin for FY 2021-22 {Annex-H)

- PYA-Impact of Excess Depreciation FY 2021-22 - (Annex-1)

- PYA-Impact of Excess/Less Other Income FY 2020-21 & FY 2020-22 . o (Apnex-J) .
Summary of Ministry of Energy (Power Division) {Annex-K)
ECC decision dated September 23, 2021 {Annex-L)
Affidavit by Chief Executive Officer, FESCO {Annex-M}

That in view of the grounds and facts mentioned above, it is respectfully prayed that while
admitting and allowing this petition, FESCO’s Multiyear tariff for the next 05 years i.e.
FY 2023-24 1o FY 2027-28 may very graciously be determined as estimated hereinabove.

COMPLIANCE OF DIRECTIONS

FESCO has submitted Compliance status of Authority’s directions given in Tariff
Determination dated June 02, 2022 for FY 2021-22 vide this office letter No. 3419 dated

20/12/2022. i\
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West Canal Road,
Abdullanpur, Faisalanad
Toll Frae: 3803 883534
Heln Ling: ‘HS

COMPANY SECRETARIAT
0. {215 8ecy/P-2 : Dared: 17,01.2823
,/
~Chief Financial Officer,
FESCO Faisalabad.

Subject: REQUEST FOR APPROVAL TO FiLk DRAFT MuULil YEAR tvio)
TARIFF PETITIONS IN RESPECT OF DISTRIBUTION & SUPPLY
BUSINESS FOR FY 2023-24 TO 282728 TO NATIONAL ELECTRIC
POWER RE GULATQR:‘I ALTHORITY INEPRAVAGENDA-14

-

i. With reference the Mint ws of 236%/EF mesting of BOD FESCO issued vide
No, PZI3AVIOM dawe d 18012023 and eirculared vide "\Tﬂ, 1214/Se0v/P-2 dated 1401
B FESC n oved the sub geted agenda as under:-
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BCD reseivad and approv ;ss as under:

t. Filling of Five Year Muitivear Taritf petition (Distribution) from F¥ 2022-24
2027-28 1o NEPRA for determination of revenue requirement of the Company

2. Filling of Five Year —\{m’“ ear Tariff petition {Supolvy from FY 2d o
202728 in NEPRA for deterninarion of consumer end ram’ri of the Company,
5. Authorized Chief t\ﬂu:r«e* Otficer FESCO along with roillowing Officer:-
i M (Operationt
i, Chief Financial O
i1 Direcror General
i GM (Commera al &
v hief Enginesr (P:
1 Chigf Engineer (P
Vit Direcror General ;\,h
will,  Dirseror General |
i, Dhrector (Legaly
a. To <an individualiv or fomnily the ne ;essar‘: documenr o Hine of the

Multrvear, Tartlt petition for Distribution & Supply 3usines
2023-24 00 202728,

b, Fie sub:‘sequmt review metinion determination of Multivear T
petition. if any

¢, Topay the necessary ranifl petiion fing M2 as per NEPRA Rules

4. To appear ga_s‘crcs guthority & and waen required and o all acs

necessary for comple sing of the Tarift Petition,

2. Piease proceed accordiagly. —

Copy to:

1. S0t CEO FERLO, Faisalabad.
20 Maser file
S SR S P _M e FEE T ARTEIORSOMONM Gy R 5y ‘}é;"ﬁ"ﬁi& R A e T T T AT R TSI RS K e, v - - -




S

PE-FLD-AOSOEABASCESR93A
- Ly Beaomdnatun

fis 100/-

Lt e .

PR B el e L f i g e et S et

AFFIDAVIT

I Bashir Ahmad S/0 Khushi Muhammad, Chief Executive Officer Faisalabad Electric Supply
Company Limited (FESCO), holding CNIC No. 36103-1586756-5, being duly authorized

‘Representative / Attorney of Faisalabad Electric Supply Company Limited (FESCO),
‘Canal Road Abdullahpur Faisalabad, hereby solemnly affirm and declare that the contents of this

Multi Year Tariff Petition for FY 2023-24 to FY 2027-28, inciuding all supporting documents,

are true and correct to the best of my knowledge and belief and that nothing has been concealed,

Verified on 27" day. of January, 2023

DEPONENT

Chief Exec_utive Officer
- FESCO Faisalabad
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FORM -1

Company Statistics

Units Recaived

Units Soid

Units Los{

Salas Revenue

Paak demand durng FY
Number pf {onsumers
Area

Circles

Divisions

Sub Divistons

Length of Feaders
#verage Langth of Fasders
Maximum Length of Feader

Bodienipe 1 miln md
Minimum Length of

Faeder

Targst for new conngctions

Length of High Vollags Transmission lines {132k}
Length of STG tines [88kY)

Length of Low Voltage Digtribution lines {400 V)
MNumber of HY transformers

Number of burned down HY fransformers {1232 K
Number of STG ranshimers {66 KY)

Number of burned down ST transformars (88 KV
Number of LV ransformers

« Mumber of burned down LV transformers

FAISALABAD ELECTRIC SUPPLY CONPANY LTi}

Mkivh
Mkh
Ah

M Hs,

MW
Nos.
Km
Nos.
Nos.
Nos.
Km
Km
Kt
Km
Nos,
®m
Km
®m

MNos.

Nos.

Nos.
Nos.

Nos.

Nos,

N T—

(20222
ActusiEstimated
7,513 18,301
15,619 18,785
{3,594) (1,626}
337812 417,008
41842 40 443
4356,142 5,113,804
43,387 45,387
Cog 9
fo4a 43
181 181
43319 44,598
37 38
298 200
2 2
191,307 244,482
2,322 2,322
381 581
77 821 27,845
257 259
P28 26
124,801 128,082
4,186

4286

19,423
17725
{1,898)
481,122
54,987 550
5,385,293
45,387

1

48

181,362
4,108

Projected

20,308
18,808
{1.792)
486,858
57,737,020
5,638,770
45,387

13

62

244
45,447

268,479
2,538
28,286
288

1384 544
4,028

Projected

21328
16,518
{(1,712)
508,478
80 523,870
5918877
45 387
13

82

241
47,323

28,521
3o

137,825
3,945

P