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(1)/2025.- In pursuance of Sub-Scction 7 of Scction 31 of the Regulation of
Generation, Transmission and Distribution of Llectric Power Act, 1997 (X1, of 1997), NLPRA
hereby notifies the Decision of the Authority dated May 27, 2025 in the matter of Petition filed by
K-Electric Limited for Determination of Supply tariff under Multi Year tariff Regime for the
Period [rom FY 2023-24 to FY 2029-30 in Casc No. NIPRA/TRI-614/K-Electric/Supply-2024,

2. Whilc cffecting the Decision, the concerned entitics including Central Power Purchasing
Ageney Guarantee Limited (CPPA-G) and K-Electric shall keep in view and strictly comply with
the orders of the courts notwithstanding this Decision.

3. Notwithstanding the notification of the attached decision of the Authority, the consumers
of K-Electric shall not be charged the tariff outlined therein, rather they shall be charged the
uniform tariff as applicable to the consumers of XWAPDA DISCOs as determined by NEPRA
and notificd under the Act from time to time, in accordance with paragraph 5.6.3 of the National

lilecireity Policy, 2021.

(Wasim Anwar Bhinder)
Registrar
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SION OF AUTHORITY IN OF PETTTION BY K-ELECTRIC
D D ON OF SUPPLY ER MULTI T.
REGIME FOR THE P D FROM FY ~ FY 2029-

K-Electric Limited (herein referred to as “KE or K-Electric™) is a vertically integrated udlity
(VIU), providing services to the city of Karachi and its suburbs. KE was awarded a Multd-Year
Tariff (MYT) for a period of seven years starting from 1% July 20186 till 30 June 2023. Upon expiry
of its MYT cn 30.06.2023, K-Electric filed separate petitions for its Generation, Transmission,
Distribution and Supply Tariffs, The Supply tariff petition has been filed for another period of
seven {07) years from the FY 2023-24 to FY 2029-30 (“Petition”).

K-Electric requested the following zariff for its Supply function for the first year of tariff control
period, to be indexed based on the mechanism provided in the Petition;
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The Authority admitted the Petition, and notice of admission was accordingly published in
newspapers and uploaded on NEPRA website on 24.05.2024, inviting comments from the
stakeholders.

Since the impact of any such determination is to be made part of the consumer end tariff,
therefore, the Authority, in order to provide an opportunity of hearing to all the concerned and
in the interest of natural justice, decided to conduct a hearing in the matter. The hearing was
scheduled on 27.06.2024 at NEPRA tower and through ZOOM, for which notice of hearing /
advertisement was published in newspapers on 13.06.2024 and also uploaded on NEPRA website.
Individual notices were also served to the relevant stakeholders.

Based on the submissions made by KE in its Petition, the Authority framed the following issues
for discussion during the hearing and presenting written/ verbal comments;

i. Whether the request to allow Tariff control period of seven years is justified?

ii. Whether the request for setting up annual references for cost of power (KE Owr plants as
well external sources), transmission & distribution costs, being pass through for Supply
Tariff, along and its monthly and quarterly adjustment mechanism is justified?

ili. Whether the request to allow stamp duty/taxes on purchase of Power / Furnace oil / Gas /
RLNG / HSD etc. payable to Federal or Provincial Government, which are not of a pass
through nature like input sales tax or claimable nature like withholding income tax, as pass
through in tariff to enable KE recovery of prudent cost is justified?

iv. Whether the request to include units exported by consumer, above the units consumed in. a
menth, in total sent out at applicable tariff rate and the related power purchase cost be also

included as power purchase cost is justified? q
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xvii.

Xviii.

Whether the requested O&M cost for the FY 2023-24 along-with proposed adjustment
mechanism is justified?

Whether the request of KE to not apply any efficiency factor (X factor) while allowing
indexation for the O&M cost during the MYT control perjod is justified?

Whether the request to allow retail margin @ 1.5% of total revenue, excluding retail margin,
recovery loss and working capital, to be adjusted annually is justified?

Whether the request o allow recovery loss based on yearly recovery loss % targets, to be

‘adjusted annually due to change in sales mix, and variation in amounts billed to consumers

along-with the floor and cap mechanism is justified?

Whether the request to allow working capital inclusive of closing receivable amount
(excluding PSC) as at June 2023, to be actualized at each year end, with quarterly indexations
for changes in KIBOR and annual adjustments for changes in working capital requirements
is justified?

Whether the request to also allow working capital cost owing to systematic lag in recovery
of FCA, quarterly tariff adjustments and annual adjustment for over/ under recovery
{(excluding working capital adjustment) is justified?

Whether the request to charge LPS linked with KIBOR and spread on energy dues
outstanding on Government entities, is justified?

Whether the requests that upon implementation of CTBCM and proposed central dispatch,
any imbalances relevant to demand of KE consumers (i.e., regulated consumers) or dispatch
of generation in XE system to meet the demand of CPPA-G system, which shall be settled
at the marginal price of the system or any other mechanism prescribed by NEPRA, be
allowed as pass-through in tariff under the Cost of Power, is justified?

Whether the proposed mechanism of monthly, quarterly and annual adjustments of various
tariff components including retail margin, recovery loss, working capital, impact of actual
vs allowed T&D losses, other income etc. is justified?

Whether the request for actualization of units billed and adjustment of any under or over
recovery due to variation in units billed, is justified?

Whether the requested Other Income and the proposed adjustment mechanism is justified?

Whether the request to allow Corporate Tax/ WPPF and WWTF as pass through costs is
justified? -

Whether the request to share additional income from regulated business in the ratio of 50:50
between KE and consumes is justified?

Whether the request to retain income which is not part of regulated activities e.g. income
from K-Solar, is justified?
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xix. Whether there is any cost/ benefit analysis of the requested tariff on domestic consumers,

industrialization and economic growth?

xx. Whether the request to allow for adjustment for additional costs/revision required in tariffs
pursuant to unbundling, is justified?

xxi. Whether the request to allow unrecovered cost pertaining to MYT 2017-23, to be included
in the quarterly tariff adjustments to be filed is justified?

xxii. Whether the ternms and conditions ol Tariff (for supply of power specific 1o each consumer
category) as proposed are justified?

xxiii. What would be the mechanism for adjustment of cost of open access, cross subsidy, keeping
in view the opening of the markets?

xxiv. Whether KE’s request to allow cost of SBLC provision on actual basis, with a cap of 1.5% on
SBLC amount, to its existing as well upcoming power purchases, is justified?

xxv. Whether there will be any claw back mechanism or not?
xxvi. Any other issue that may come up during or after the hearing.

6.  The hearing was held as per the schedule, wherein KE was represented by its CEO along-with
the financial and technical teams. A large number of stakeholders also participated in the hearing,
which included representatives from media, general public, other DISCOs, industrial consumers
and representatives from various industrial associations etc.

7. K-Electric during the hearing reiterated its submissions made in the Petition and presented its
issue wise response in the matter. Different commentators raised their concerns on the Petition
submitted by K-Electric. Written Comments were also received from various commentators.

8. A brief of the contention raised by commentators and the subsequent rejoinder by K-Electric is

as under;

Mr. Abu Bakr Ismail

8.1. Mr. Abu Bakar Ismail, representing Amreli Steel raised concerns over the request of KE to allow
USD based return. He however supported sharing of reduction in losses in the ratio of 50:50

between KE and the consumers,

8.2. On the point of USD based RoE, KE submitted that other private investors in the power sector
in Pakistan, benchmark their return to dollarized levels as is the case with (IPPs and HVDC).
KE's investors have invested approximately USD 700 Million as well as reinvestment of all profits,
which has enabled USD 4 billien in CAPEX since privatization, resulting in improved

performance and lowered tariff.

8.3. Had KE not improved operationally including reduction in T&D losses and generation efficiency
improvements as compared to 2005 levels, KE tariff would have been PKR 17.3/kWh higher (as

of June 2023). Furthermore, KE was being provided annually Rs.10 billion as operational subsidy

gre-privatization, which has also been completely eliminated.
! 3
po %




8.4.

8.5.

8.6.

8.7.

8.8.

8.9.
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In addition to the above, despite significant improvements achieved since privatization, KE
returns have remained well helow returns made by other private players. KE's average RoE has
been around 1.42% since privatization, whereas returns made by other private players in the
sector range between 22% to 32%, during the period FY 2010 to FY 2023, with significantly
lower risk profiles as compared to KE. Hence KE should be allowed the dollarized returns level
as allowed by NEPRA in MYT FY 2017-23.

Regarding sharing of losses, K-Electric acknowledged the comments that a 50:50 sharing
mechanism for loss reduction should be allowed, meaning any reducticns in losses will be shared
equally between KE and consumers as it allows the necessary incentive to improve performance.

Mr, Arif Bilvani

Mr. Arif Bilvani during the hearing and in his written comments opposed the tariff control period
of 7 years and submitted that it should be no more than 4 years tariff with mid-year review. No
other Disco has been allowed such a long period of tme. He was further of a view that the
Petitioner becomes lax in fulfilling its commitments and tend to roll over projects on one pretext
or the other. Even in the allowed period, there must be penal clauses for not undertaking or
fulfilling the timely commitments made in the Petition.

Mr. Bilvani also opposed USD based return on equity by submitting that the Petitioner is not an
IPP which are allowed dollar based return with an indexation under a certain specific policy,
which does not cover the business of the Petitioner. It was further stated that K-Electric is a
private company, albeit engaged in a regulated business but that doesn't mean that it can have
very special treatment. There are scores of foreign investors in Pakistan who have hundreds of
millions of dollars in various industrial & service projects which include Lotte Chemical from
Korea, Landline telecom business is owned by Emarati group, and 03 oil refineries out of 05 are
owned by foreign investors but none has been allowed dollar based returns or extraordinary
concessions and favors as are being demanded by the Petitioner. Mr. Bilvani also opposed
allowing depreciation and return on RAB in line with the previous MYT. He also requested to
include the efficiency factor and heavy penal provisions for failure to achieve the benchmarks.

Mr. Bilvani further stated that tax on income, cost of WWF, WPPF, super tax & other taxes and
levies should not be allowed as pass through items. All commercial organizations bear these if
they do business in Pakistan. Citing/quoting examples of IPPs is not relevant. At the time of
privatization, the acquirers knew about all these taxes. In the past the regulator allowed these
despite opposition from the intervenors & participants.

Mr. Bilvani questioned high loss target of T&D losses allowed to K-Electric while comparing the
same with Tata DDL, where losses have come down from 53% in 2002 to total AT&C loss
(Transmission + Distribution + Recovery) of only 6.39% in the year 2023, whereas KEs ATC loss
in 2022 was only 18.1%. It has been further stated that KE was privatized with the scle objective
of getting rid of injecting subsidies arising due to all sorts of losses, providing finances for
investment in all sorts of capex, improve the services to consumers in every aspect, get rid of load
shedding (in any form), enhance the availability of power and get rid of mismanagement,
corruption, unruly unions etc. But even after the lapse of about 20 years of privatization XE has
not been able to meet the expectations.
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Mzr. Bilvani also opposed atlowing any recovery loss to K-Electric by stating that all commercial
~rganizations have to bear recovery Insses, and nat burden the paving consumers. KE's recovery
was 96.7% in 2022, therefore it should not be allowed recovery loss of 92.76% to 95.48% in the
next 7 years. It's failure of the management which cannot be passed into tariff. It was also
highlighted that no recovery loss is allowed to 05 Discos of Punjab.

Mzr. Bilvani also questioned KE'’s request of allowing working capital, retail margin, raising of
75% debt in foreign loans, US CPI indexation, duplication of returns, year wise return

- -1 O N o R L T IRt e A e AL e H
compenents nstead of levelized retarn and cost of unbundling,

Regarding 7-year tariff control period, K-Electric submitted that being a private entity, KE
secures borrowings from lenders without a sovereign / government guarantee. When providing
financing for projects, financers typically require cashflow projections over the life of the assets
which, in KE’s case, significantly exceeds the control period of 7 years, since KE’s long term loans
tenure usually span from 10-12 years, while the assets life range from 10-30 years.

Considering the fact that KE has been allowed a 7-year control period by the Autherity in the
past and the investment plan for T&D approved by the Authority also covers a span of 7 years,
KE has requested to allow tariff control period for 7 years (i.e. FY 2024 to FY 2030). Moreover,
for execution of investrnent plan, a viable and sustainable tariff for all segments including
Transmission, Distribution & Supply segments is essential as lenders and shareholders require a
clear, long-term outlook on KE's revenues and profitability to provide these loans & make equity
investments. If KE is granted a shorter tariff control period, it would be challenging to provide
the necessary long-term projections to financers, thereby making it difficult for them to assess
the viability of the projects for which the financing is being secured.

KE also highlighted that private investment in Pakistan’s power sector has occurred only with
IPPs and PMLTC in the past, which have been granted tariffs over the life of their assets. KE
being unique as the only vertically integrated utility involved in both transmission and
distribution, makes it incomparable to other DISCOs in Pakistan. Unlike KE, DISCOs are
Government owned that are granted shorter control periods which is viable for them since their
financing arrangements are backed by the Government guarantees.

Additionally, KE clarified that approved investment plan includes a detailed investment revision
mechanism. If any investment needs to be rolled over to subsequent years, this will be accounted
for annually, and any resulting impact will be adjusted in the tariff on a timely basis. This

approach ensures timely adjustments.

On the point of USD based RoE, K-Electric reiterated that other private investors in the power
sector in Pakistan benchmark their return to dollarized levels as is the case with (IPPs and
HVDC). KE’s parent company i.e. KES Power Limited is a foreign entity having foreign
shareholders, has invested approximately USD 700 Mln as well as re-investment of all profits,
which has enabled USD 4 billion in Capex since privatization, which has helped improved
performance and lowered tariff. Had XE not improved operationally including reduction in T&D
losses and generation efficiency improvements as compared to 2005 levels, KE tariff would have
been PKR 17.3/kWh higher (as of June 2023). Hence KE should be allowed dollarized return
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levels as allowed in MYT FY 2017-23. Furthermore, KXE was being provided annually Rs.10
hillion ag nperational subsidy, pre-privatization which has been completely eliminated.

In addition, despite significant improvements achieved since privatization, KE returns have
remained well below returns made by other private players. KE’s average RoE has been arcund
1.42% since privatization, whereas returns made by other private players in the sector range
between 22% to 32%, during the period FY 2010 to FY 2023, with significantly lower risk profiles
as compared to KE. Hence, KE should be allowed the dollarized returns level already granted by

NEPRA in MYTTY 2017-23.

With reference to pass-through of taxes / WWF / WPPF in tariff and receipt of subsidy from
GoP, K-Electric opined that under cost-pius tariff regime, tariffs are structured to cover all the
prudent costs and provide an appropriate level of return. Any additional taxes, levies, costs, etc.,
imposed by the government are additional costs that are not accounted for in the given tariff
therefore, necessitates pass-through of these costs in tariff. The similar mechanism is followed
for other power sector entities operating in Pakistan as well.

Regarding concerns over KE's high losses compared to Tata DDL, KE emphasized that XE and
Tata DDL are not directly comparable due to various factors, In India, the Government has
implemented incentives to curtail theft and recovery losses, such as rationalized tariffs as well as
free electricity for consumers using up to 200 units per month. This subsidy significantly aims to
reduce losses since these consumers represent that proportion in the total consumer mix where
losses are generally higher than other consumer segments. Moreover, macroeconomic conditions
such as inflation, GDP and currency stability and its impact on electricity prices to customers as
well as their ability to pay their electricity bills differ significantly between the two countries
which are beyond KE's control.

Furthermore, Karachi suffers higher AT&C losses at 21.4%, compared to likes of Islamabad and
Faisalabad due to different city dynamics & socio-economic situation. Reasons for variation in
losses exist between those DISCOs & KE, which can be observed as per the below table where
Karachi has the highest number of slums & population density with the least monthly household
income;

Karachi
Islamabad
Lahore
Faisalabad*

B herps:/ fwww, numbeo_com/quality-of-life/rankings.jsp
™ glums in Karachi {unicef.org) )

31 §lyms in Islamabad {unicef.org) .

Bl 5lums in Lahore & Falsalabad {unicef.org}

*Rank of Faisalabad in Quality of Life Index is not available.
Source:

- Pakistan Bureau of Statistics (Population Density)
- 10 Facts About Poverty in Karachi - The Borgen Projecr
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8.25.

8.26.

8.27,

- Study by Reall (UK) on Understanding Household Incomes: Pakistan [December 2022}

- Number of Slums: Report of Coverage Survey in Slums / Underserved Areas of 10 Largest
Cities of Pakistan by UNICEF (July 2020)

- Rank in World Bank'’s Fase of Doing Business Assessment (World Bank)

KE further explained that despite multi-faceted challenges, KE has significantly reduced its T&D
losses since privatization which has resulted in decrease in tariff requirements by PKR 155 billion
(T&D loss reduction annual impact of improvement from 34.2% in FY 2005 to 15.3% in FY 2023).

reher, K T&D losses are already lower than other regional DISCOs such as HESCO & SEPCO.

™., -
FUTLRCT,

where losses are 27% & 34% respectively.

On the point of recovery losses, KE highlighted that these are genuine and legitimate costs of
power supply businesses and should be taken into account while setting cost reflective tariffs
(also recommended by the National Electricity Policy 2021 in subsection 5.3.2).

In view of above, KE has requested the below recovery ratio improvement trajectory:

~Description .| “-FY 24 [ FY.25 .| FY 26-| FY27-{ FY 28| FY29:| F¥30
Overall Recovery | o5 2cor | 93.20% | 93.649 | 94.12% | 94.58% | 95.03% | 95.48%

Ratio (%)

Moreover, in order to avoid any significant losses / windfall gains from worsened / improved
recovery ratio, KE has also proposed 2 Cap & Floor mechanism under which if KE performs 1.5%
above or below the requested recovery ratio, the gain / loss will accordingly be passed-through
in tariff.

KE would like to highlight that recovery losses are not allowed to other DISCOs in Pakistan. As
a result, these DISCOs incur losses, which are absorbed by the Government as the owner of
DISCOs. These losses then become part of the circular debt and are ultimately passed on to
customers nationwide in the form of the PHL Surcharge thereby increasing the ultimate

consumer tariff. On the other hand, KE being a private entity does not have any authority to
impose a surcharge to fund this cost of recovery loss which is a legitimate & prudent cost of supply

business.

Furthermore, KE achieved a recovery ratio of 96% in FY 2022 however, the recovery ratio
declined notably to 92.76% in FY 2023 due to an unprecedented economic downturn, the
fluctuations in interest rates and rising inflation affecting consumer paying propensity. Moreover,
higher tariffs have also led to consumers resistance with many refusing to pay higher bills
particularly in low-income areas where consumers are already financially strained.

The similar economic situation is currently continuing where it has become challenging for KE
to go beyond the FY 2023 level along with a recent increase of PKR 5.72 /kWh in average
consumer-end tariff, however despite these challenges, for the upcoming MYT FY 2024 to FY
2030, KE has still planned to improve recovery ratio by 2.7% through improving governance,
engaging with customers, improving billing & collection processes and investing in

infrastructure. g
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Regarding demand growth and energization of KKI, KE apprised that already an actualization
mechanism has been proposed under which if the actual growth differs with the projected 2.4%
(CAGR), the resultant impact of over / under will be adjusted in the tariff. Furthermore, once
the KKI project is energized, KE would be able to off take additional supply from the National
Grid, which will result in reducing fuel cost component in the overall tariff.

On the comment over adjustment in sent-outs, KE submitted that sent out projections are based
on multiple uncontrollable factors such as economic growth, government policies, incentive
packages, technology disruption, etc. Sent cuts are acrualized for other power sector entities,
NTDC and DISCOs as well, hence KE has also requested that annual adjustment for actualization
of sent out in tariff should be done i.e. in case of higher sent outs, the tariff should be adjusted
downwards and in case of lower sent out the tariff should be adjusted upwards similar to the
mechanism followed for DISCOs.

Regarding the application of efficiency factor on O&M, KE explained that its O&M cost is
projected to increase beyond CPI & Projected sent-out growth due to planned capacity
enhancements along-with increase in consumer base & demand, as more fully explained in
Petition. Therefore, no X-Factor should be applied as KE has not asked for any incremental O&M
{other than CPI & growth in sent outs) owing to proposed capacity enhancements and increase
in consumer base.

Furthermore, KE is already efficient in terms of O&M per unit as compared to other DISCOs
operating in Pakistan as evident from the table below. Comparison of O&M Costs (net-off other
income) with DISCOs allowed O&M (including transmission network costs) based on FY 2023
is as follows:

T CL B/

2.12 2.34
2.1 2.32
2.02 224
1.5 1.72
1.42 1.64
1.36 1.58
1.3 1.52
1.23 1.45
1.14 1.36
1.07 136

*Includes above 132kv as well whereas DISCOs does not include above 132kv.

** Other income items proposed for actualization are netted off.

** Excludes CAPEX transferred from Investment Plan made part of O&M.

*** NTDC O&M as per decision dated 04.11.21 for FY 22 indexed with CPI of FY 23. Further, also
includes O&M of PMLTC as per decision dated 08.09.23.

With respect to KE's foreign borrowing, KE clarified that significant portion of its approved
investments involve imports over which SBP mandates that foreign exchange for these imports
be covered through foreign borrowing. Additionally, local banks have per-party exposure limits,
making it impractical to fully fund the approved investment plan through Sukuks and local
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financing. Additionally, the borrowing mix is projected in the reference tariff which is proposed
rn he actualized at each vear end as per the annual adjustment mechanism.

Regarding US CPI, KE stated that US CPI is requested on the CAPEX allowed by the Authority
and not on O&M expenses. US CPI is required to be allowed to cover the increase in prices as
international market prices also rise over period, which is not covered in currency deprecation.

With respect to duplication of return, KE highlighted that there is no duplication in the
requested returns on RAB as 70% of the RAB is attributed as debt on which cost of debt has been
requested, whereas 30% of the RAB has been attributed as equity on which return on equity has

been requested.

Omn the issue of Working capital cost, KE submitted that working capital costs are necessary to
be allowed to ensure recovery of finance cost that arise in short-term borrowings to cover
operational needs. Furthermore, quarterly variation of KIBOR is requested for timely recovery
of prudent costs to avoid accumulation of adjustments at each year end.

Regarding retail margin, KE stated that supply business faces most extreme risks and challenging
operational circumstances as compared to other power sector entities. In lieu of the activities to
be carried out by supply business and risks being borne, as a separate licensed activity, supply
tariff needs to include an appropriate retail margin. Without including a retail margin, there
would be no return or earning potential; even if the supply business meets all targets, it would
only breakeven. KE further mentioned that tariff structure allowed by NEPRA is on a cost-plus
tariff regime and Regulation of Generation, Transmission and Distribution of Electric Power Act,
1997 (“NEPRA Act”), where prudent costs along with suitable return is allowed. Therefore, the
comment regarding concessions, favors or benefits is not appropriate. Furthermore, international
precedents suggest that regulators in other countries allow retail margin in tariff on top of
EBITDA / turnover / costs to compensate systematic and nonsystematic risks in the retail / supply

business.

On cost of unbundling, KE clarified that the O&M costs requested by KE for the tariff control
period are based on O&M of base year i.e. FY 2023. Such costs do not include any cost relating
to unbundling neither any provision has been kept in the tariff to cover such costs. In this regard,
it is requested that if there is any legal unbundling in future, KE shall be allowed one-time
adjustment for additional costs / revision required in tariffs pursuant to unbundling with NEPRA

for determination along with rationale.

Regarding year-wise returns, KE subrmitted that it allows for a more flexible and adaptive tariff
setting. This approach responds more effectively to changing economic conditions through
indexation and annual adjustment mechanisms, ultimately benefiting both the utility and the
consumers. Furthermore, allowing a year wise tariff would alsc ensure alignment of tariff with
those of other power sector entities across Pakistan.

On the point of T&D loss targets, KE mentioned that same has already been discussed in detail
and approved by the Authority as part of KE's in the Investment Plan for FY 2024 to FY 2030,
and if KE's losses are lesser than the allowed level of losses, a sharing mechanism for the same

has already been included by the Authority in its investment plan decision.
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Mr. M, Mughni

Mr. Mughni raised concerns regarding request of Kk for uncovered cosis pertaining to the

previous MYT.

On the point of Mr. Mughni regarding uncovered costs for previous MYT period, KE explained
that it includes certain components such as pending quarterly variations, taxes (such as WPPF
and WWF), end-of-term adjustment. Furthermore, similar adjustments are also allowed in case
of other DISCOs operating as Prior Year Adjustments in their tariff determinaticns.

Mr. Rehan Javed

Mr. Rehan inquired about KE's share in circular debt and showed concern over request of
recovery loss, by suggesting that target be set at 96%.

K-Electric while responding to the query of Mr. Javed on circular debt, stated that it does not
have any contribution in the country’s circular debt. Regarding concerns on recovery loss and
suggestion that the target be set at 96%, KE submitted that unlike other DISCOs, K-Electric is
not financially supported by the Government, therefore, a recovery gap allowance has been
requested based on an improvement curve. Non-provision of recovery gap allowance, which isa
genuine cost of business reflected in the form of provision for doubtful debts in the financial
statements, would significantly impact KE’s ability to meet its service obligations and may result
in solvency issues for the supply business. Furthermore, the recovery ratio for FY 23 is around
92% due to successive increase in consumer-end tariff significantly impacting consumers’ paying
propensity along with prevailing economic situation, which is expected to prevail, however, K-
Electric is still targeting to increase recovery ratio in the MYT FY 2024-30. Additionally, the
section 5.3.2 of National Electricity Policy also requires to set the target giving consideration to

the ground realities. N

Amreli Steel in its written comments stated that the Authority has allowed all DISCOs rupee-
based ROE of approximately 14.5%.

Federal B Area of Trade and Industry supported KE’s petition by submitting that KE was provided
a fixed cost of debt with no adjustment, which affected their financial performance — the
company posted a 31-billion-rupee loss in FY23 compared to a profit of PKR 8.5 billion in FY22.
Flexibility must be brought in to address the current economic situation; this can be done
through an indexation mechanism that accounts for real-time changes in the interest rates,
allowing KE to obtain adjustments that can help it maintain continuity in its investments. Such
decisions can greatly determine the outcome of Rs.400 billion investment that has been approved
over the next 7 years by NEPRA.

GEPCO in its written comments submitted that geographical area of KE is mostly urban
compared with GEPCO's geographical area that consists of both rural and urban. However,
Transmission and Distribution system of KE is inefficient and costly ie. Rs. 3.38/kwh
{Transmission) and Rs. 3.84/kwh (Distribution) respectively for FY 2024. GEPCO also mentioned
that KE's weighted average cost of capital (WACC) for calculation of return on rate base (RORB)
is 25.73%. If the same is approved, it shall constitute precedent for other DISCOs and the tariff
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for other DISCOs will have to be adjusted accordingly, resulting in unaffordable tariffs for
consumers. [t further highlighted that supplier and distribution/transmission functions are under
one organization, therefore, requesting for cost of working capital is misnomer for the fact that
the working capital is already in place through receipts from the consurners. In a combined SoLR
and Distribution organization, allowing supplier margin calculated as a percentage to cost,
including even generation cost shall be extra burden for regulated consumers. GEPCO also
questioned recovery loss allowance of Rs. 46.06 billion, by stating that it is simply passing on

imefficiency onto paying consumers.

8.47. Korangi Association of Trade and Industry (KATI) submitted that KE reported a financial
downturn in FY23, a stark contrast to its performance in FY22. This has necessitated a flexible
regulatory mechanism that account for real time economic shifts, such as an indexation
mechanism for interest rates. Such adjustments are vital for sustaining KEs Rs.400 billion
investment plan over the next seven years. It also mentioned that KE has successfully halved its
line losses post-privatization and continues to address issues like illegal connections (kundas) that
stem from unplanned urban sprawl. While operational and maintenance costs remain
competitive, it is imperative that future regulatory decisions foster not only efficiency but also
the growth that naturally follows from it.

8.48. KATI raised concerns regarding unauthorized Kunda connections by submitting that allowance
of such comnections, whether official or umofficial, contributes significantly to increased
distribution losses and should be addressed decisively. Itis crucial that NEPRA takes a firm stance
against all forms of unauthorized connections to safeguard the integrity of the electrical network.
Consumers must be billed through metered connections and learn to pay the actual cost of
electricity and NEPRA must disallow any Kunda connections at all costs.

8.49. KATI supported K-Electric's request to the extent that it does not result in any increase in
industrial tariffs as already we are paying uniform Tariff including cross subsidy and uniform
quarterly adjustments and PHL surcharge. NEPRA however should meticulously evaluate and
allow necessary cost, and margin for supply business.

8.50. Pakistan Leather Garments Manufacture Exporters Association (PLGMEA) submitted that all
organizations account for the risk of default and write-offs on consumer end and KE should be
extended the same by way of recovery margins so that the company's operations are not hurt by
Karachi's widespread Kunda culture. It has also been stated that variations in the exchange rates
and inflationary pressures, both are well out of the control of KE, therefore, it becomes essential
that the utility should be allowed quarterly indexations with KIBOR and annual adjustment for
working capital requirements so that changes to the rate of return do not adversely affect KE's

operational activities and service quality.
8.51. SHEHRI in its written comments has raised several issues, a brief of which is as under;
v" NEPRA must vigorously evaluate the possible negative impacts on consumers of a fixed rate

v Currently, the deferred revenue (consumer funded assets) is not included in the defined
Regulatory Asset base, which is not in line with fair business practices. There must be a

Y,
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clear mechanism of consideration of this huge quantum of capital towards the “Regulatory
Asset Base”. and its positive impact on rationalization of tariff.

v There is a state within state at K-Electric which is syphoning off its earnings through an
organized system of illegal connections, generally called as %undas.’The way this system
is thriving is incomprehensible. Statement of achieving the overall recovery ratio of
92.73%, when viewed together with the prevailing load shedding regime where public has
to suffer daily load shedding of up to 12 hours per day in many areas on the pre-text of
high loss areas, becomes self-contradictory. This has very serious implication in that it
makes the whole of the petition doubtful.

v Recovery loss must not be built as a cost factor in the tariff and must be tied up with
NADRA/K-Electric's effective steps to stop the menace of electrify theft. Rather than
penalizing the dutiful customers with this unaccounted-for electricity, NEPRA and K-
Electric must devise some other mechanism.

9.  The Authority has considered the submissions made by X-Electric in its Petition and during the
hearing and comments of stakeholders, On the basis of the pleadings, available record, evidence
produced during the course of hearing and afterwards, the issue-wise findings of the Authority
are as under;

10. Issue No. 1: Whether the request to allow Tariff control period of seven years is justified?

10.1. K-Electric submitted that it was granted an Integrated Multi-Year Tariff for a control period of
7 years that expired in June 2023. Further, to align its MY T structure with ongoing changes in
power sector including separation of Distribution and Supply businesses, implementation of
CTBCM model, proposed country wide central economic dispatch and for better transparency,
KE is filing separate tariffs for Generation, Transmission, Distribution and Supply segments. It
also mentioned that new Tariff control period of 7 years FY 2024-30, is in line with the MYT
previously allowed by the Authority from FY 2017 to FY 2023. XE during the hearing submitted
that Tariff Control period for 7 years provides a greater visibility to KE for its long-term planning
& execution of investment plans as KE needs to secure loans from its lenders to implement its
investment plan. Moreover, the investment plan for T&D approved by the Authority also covers
a span of 7 years i.e. FY 2024-30 and for execution of investment plan, a viable and sustainable
tariff for transmission, distribution & supply segment is essential as lenders & shareholders
require a clear, long-term outlook on KE's revenues and profitability to provide these loans.

10.2. KE further, submitted that private investment in Pakistan’s power sector has occurred only with
IPPs and PMLTC (HVDC) in the past, which have been granted tariffs over the life of their assets.
Unlike KE, DISCOs / NTDC are government owned entities that are granted shorter control
periods or yearly tariffs, however, as their financing arrangements are backed by guarantees from
the Government of Pakistan, and hence, a shorter tariff control period does not impact them. KE
being a private entity secures borrowing from lenders without a sovereign / government
guarantee, When providing financing for projects, financers typically require cashflow
projections over the life of the assets which, in KE’s case, significantly exceeds the control period
of 7 years since KE’s long term loans tenure usually span from 10-12 years, while the assets life

range from 10-30 years. .
\
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Moreover, for execution of investment plan, a viable and sustainable tariff for all segments
incinding Transmission. Distribution & Supply segments is essential as lenders and shareholders
require a clear, long-term outlook on KE's revenues and profitability to provide these loans &
make equity investments. If KE is granted a shorter tariff control period, it would be challenging
to provide the necessary long-term projections to financers, thereby making it difficult for them
to ensure the viability of the projects. Considering the above, the request to allow a tariff control

period for 7 years is justified.

Mr ArifBilvani during the hearing and in his written comments opposed the tariff control period

P

of 7 years and submitted that it should be no more than 4 years tariff with mid-year review. No
other Disco has been allowed such a long period of time. The Petitioner becomes lax in fulfilling
its commitments and tend to roll over projects on one pretext or other. Even in the allowed
period, there must be penal clauses for not undertaking or fulfilling the timely commitments

made in the petition.

The Authority observed that that KE is being allowed a MYT since 2002. K-Electric (the then
KESC), was initially allowed a MYT in 2002, for a period of 7 years, in view of its expected
privatization. KE was privatized in 2005 to Al-Jomaih Group and re-privatized to Abraaj Group
in 2009. With its re-privatization, the applicability of the allowed MYT to KE was enhanced for
another pericd of 07 years till June 2016. Subsequently, upon expiry of the MYT in June 2016,
K-Electric was awarded MYT for another control period of seven years, which expired on

30.06.2023.

The Section 31(3)(i) of the NEPRA Act provides that tariffs should seek to provide stability and
predictability for customers. The Authority, in the matter of XWDISCOs, has also allowed MYTs,
which are for a period of 05 years. The Authority noted that K-Electric’s transmission and
distribution investmment plan has already been approved by the Authority for a period of seven
years from FY 2023-24 to FY 2029-30. Similarly, KE’s tariff for its power plants has also been
approved for a period of seven years except for BQPS-III, which has an 11-year control period,
aligned with its debt servicing period.

Given the fact that nearly two years of the proposed MYT control period have already passed, a
tariff control period of five years, which effectively would result in three years, may not provide
the necessary stability and predictability. The Authority also noted that while approving the
investment plan of K-Electric, the Authority decided to appoint an independent third-party for
evaluation of the allowed investment plan and the allowed amounts would be subject to
adjustment in light of 3« party report. Further, indexation/ exchange rate variations for the
approved investment amounts, would be allowed as per the time period allowed for completion
of such investments and in case of delay in the completion of the project(s), such variation or any
other adjustment may not allowed.

The Authority observed that KE has been allowed transmission and distribution tariffs for 07
years control periods as well, therefore, to align supply tariff with generation, transmission and
distribution tariffs and provide predictability/stability in tariff, the Authority has decided to
approve supply tariff of K-Electric for seven years control period from FY 2023-24 to FY 2029-

30.
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11. sue No. 2: Whether the request for setting up annual references for cost Wer Own
plants as well external sources), transmission & distribution costs, being pass through for Supply
Tariff, along and its monthly and quarterly adjustment mechanism is justified?

12.  Issue No. 14: Whether the request for ization of units billed and adj ent of any under
or over recovery due to variation in units billed, is justified?

12.1. KE in the Petition has submitted that for the purpose of the reference year, Power Purchase Price
has been forecasted based on:

¥ Sent outs calculated on projected growth in base demand;

¥ Generation / power purchase mix actualized till Sep. 2023 and remaining estimated considering
current sources based on EMQ;

v Tariffs for KE's Generation plants as requested in Generation Tariff petition applicable for FY 2024
with the adjustments for requested degradation factor and part load adjustments;

Tariffs for external power purchase as per respective determinations / Agreements;

EPP and CPP have been indexed with below fuel prices / macro-economic facrors

Rs / USD Exchange Rate of PKR 287.1/USD (June 30, 2023) as per National Bank of Pakistan
Reference Pakistan CPI of 227.96 (May 2023} as per Pakistan Bureau of Statistics (PBS)

S N NN

Fuel prices for the months July to Sep. have been actualized for tariff computarion
purposes and prices of Sep. 2023 have been kept constant for remainder of the year;

s RING - SSGC - Rs. 3,993 / mmbtu (September 2023)

¢« RLNG - PLL —Rs. 3,326 | mmbm {September 2023)

¢ Indigenous Natural Gas - Rs 1,050 / mmbtu (September 2023)
¢ HSD Rs 234/ liter; or Rs. 6,415 / mmbtu (September 2023)

e Fumace oil - Rs. 161,134/ MTon Rs; or 3,955 / mmbtu (September 2023)

¥ Based on expected sent out units for FY 2024, esdumated generation mix, tariffs requested for
KE plants for FY 2024 onwards and tariffs determined / agreements entered into for external
soutces, reference Cost of Power comes out as PKR 502,70 million ranslating into Rs. 26.94/ kWh
on per Units served. With requested distribution losses, Power Purchase Price per unit billed comes
out to Rs. 31.41/ kWh.

12.2. KE also submitted that transmission & distribution costs are based on revenue requirements filed
under their respective petitions based on reference macroeconomic factors of FY 23. Monthly
FCA and Quarterly Adjustment mechanisms have been proposed to ensure comsistency in
adjustment mechanisms across Pakistan as the same is being followed by other DISCOs currently.
Since power procurement, billing to & recoveries from consumers and, settlements of payments
to other business segments are the responsibility of supply business, in this regard, Costs of
Power, Transmission & Distribution charges shall be allowed to be passed through as part of
supply tariff.

14/7é
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Monthly/quarterly variation adjustment mechanism

K& further submitted that the above reference costs will be adjusted based on actual {uel and
power purchase mix, capacity charges and actual fuel prices based on the monthly and quarterly
adjustment mechanism including any costs relating to imbalances, under the proposed
mechanism of new markets, which shall be settled at the marginal price of the system or any

other mechanism approved by NEPRA.
Revised references for next year

The cost of power purchase will be indexed based on revised references and the variation for the
sarne will be requested. Further, updated tariff table will also be filed applicable for the next year.

Transmission Charges

Transmission charges shall be passed through on the basis of units served and tariff approved by
NEPRA for transmission business. For the purpose of reference tariff, estimated units served for
FY 2024 are 18,660 GWh and transmission charges amount to PKR 55,738 million based on base
tariff for transmission of Rs 2.99 / kWh as requested in KE's transmission petition FY 2024 - FY
2030. The same will be adjusted based on mechanism proposed in KE's transmission-petition.

Distribution Charges

Distribution charges shall be passed through on the basis of units billed and tariff approved by
NEPRA. For the purpose of reference tariff, estimated Units billed for FY 2024 are 16,004 GWh
and distribution charges amount to Rs 61,385 million based on base tariff for distribution of
Rs.3.84/kWh as requested in KE's distribution petition for the FY 2024- 2030. The same will be
adjusted based on mechanism proposed in KE's distribution petition.

The Authority observed that at the time of admission of KE's supply tariff petition, KE was
allowed an interim tariff, based on the approved quarterly adjustments for the quarter ending
March 2023, subject to adjustment, once the final MYT of KE is determined for the control period

FY 2024-2030.

Pursuant thereto, KE filed its monthly FCA requests for the FY 2023-24 and for onward period,
with reference FCC of Rs.15.9947/kWh, as per the interim tariff. The Authority provisionally
allowed FCAs to KE for the period from Jul. 2023 onward, based on the reference FCC of
Rs.15.9947/kWh, as allowed in the interim tariff for the month of March 2023. The Authority
while determining the monthly FCAs of KE from July 2023 onward decided that these FCAs are
being allowed on provisional basis subject to adjustment, once the Authority determines MYT
of KE for the period FY 2024-30. The difference in cost, if any based on the MYT FY 2024-30
would be allowed in future adjustments, after the same is notified.

KE, subsequently, vide email dated 28.03.2025, submitted its revised cost of generation/ Power
purchase price for the FY 2023-24, whereby it has included average fuel cost of Rs.15.9947/kWh

on sent out basis, as allowed through interim tariff.
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Pawer Burchase Prica Roferances forFY 24

September Qcfoler Mavemiber Decembar January fobroary March  Apcit  #May  lune Tatal

+ el 14101 _1.8d0l 1a41] 17.764

s nyel 1 nea 1 0RE 1 IR

m
Yransmisslon Loss i 1.20%1 _ 1.20% 1.305%! 1.30%] 130%]  1.30%| 1.30%|] 1.20%] 1,30%| 10wl 1.30%
TUnits Served [GWh 18721 1,565 1645 1564 1786 L0SG 1039 1015 1264 1.3921 118 1817} 12.57)
Distriputionloss Ta2ew|1a20m]  14.7a%| 14260  14.0a%|  34.24%] 10.24%] 14.24%] 14.20%] 14.24%) 14.20m) 10 2038 14240
Units Bliled (5Wh 1,606 1,428 14111 14271 _3i03]  o06]  asl a71] 1,088] t1w4] 1557 1,558) 45,040
Por Unit- Based on Units Served . R3. / KWh|
{Fusicast Camgenent 18.21] 16.21] 16.21]  16.21) 1821 1621 16.71] 16.2] 1621] 1621 16.21
[variable &M .54 0.5 0.5 __ 063 % o768l 038 osel 050] 0955 os0| osal  o0.54
{Capacity 6.7 _ 839 62 1049 12,75 16.92] 15.18] 1658 id:8] 12.23] 9.1l 1906 1108
Per Unit - Based on Units Blited Rs. /kWh
[Fuol Cost Componant 16.90]_18.90] is.90]  1d.3g 18.00] 18901 18s0]  16.g0] 18.90] 1300l 18.90] 1a.90] 18.30
iyariahio O&M o.82] 039 ass] 072 o8N 0.69] 103l  Oee| 056l 0.64) 070]  oes|  o0.62)
Caeacn_r,g_ 788 1034 3985 I 14 457 o3 740 gk . DLib| lUedi i0es| 12.48
Min st
Funl Cost Componant 30.336] 26,963] 25,861 29,426] 20,452 284,
Variabie Q&M Looz|  sed 3] 1,094 :.080( 9,383
{Capacity 12.566) 15,568 14.179] 17451  16.394] 17,875 15,776 18.812] 17,967 17,022] 16,558 16.488) 183,756

Mole 1: Actual wrifl rates of IPPs have heenused, [n case anyadjustmant arise during the verificadon procass, the same would be claimed In the Prlor Yeas
Adjustment [PYA) along With pass through partocie costs for FY 2024,

Mota 2: Relarence tarilf ratas for own ganeration are Lased on generation tarilf determination of the Authority. Amounis are b bass lnad capacith
of plams. Anyimpacts arising due 10 Indexations/actualladon of tariif rates, avaltability, pass thraugh perlodic costs, part oad operations, degratatlons, startup eost,
al¢ would be claimed as PYA.

- Includas anegative anjustmentof PKR {1.008a} /KW in the manth of November as per the CPPAdecision Rel. No. NEPRAJADG{TariffiTRF-100/MFPA/191 - 207.

12.10. As previously noted, the Authority approved KE's monthly Fuel Charge Adjustments (FCAs)
based on a reference Fuel Cost Component (FCC) of Rs. 15.9947/kWh. It is important to highlight
that in its Petition, KE proposed adopting a monthly FCA mechanism similar to that of
XWDISCOs, where the reference FCC is adjusted monthly to reflect the allowed Transmission
and Transformation (T&T) losses. Accordingly, for determining KE’s tariff for FY 2023-24, the
reference FCC on a unit sent-out basis amounts to Rs.15.8747/kWh. When adjusted for allowed
T&T losses, this translates to Rs.15.9947/kWh on a units-served basis. To maintain consistency
and avoid revisions to already determined FCAs, and to ensure no additional burden is placed on
consumers, the Authority has decided to allow the reference FCC of Rs.15.9947/kWh on a units-
served basis for each month of the FY 2023-24.

12.11. Further, the Authority has been allowing cost of generation for KE's own power plants, according
to mechanisms allowed in the MYT for FY 2017 to FY 2023, as K¥'s tariff under the MYT 2024-
30, was not determined by the Authority at that time. Subsequently, the Authority vide decision
dated 18.09.2024 determined KE’s generation tariff under the new MYT 2024-30.

12.12. As per the new MYT generation tariff, KE's cost of own generation has varied from the cost
already allowed to KE during monthly FCAs, therefore, any adjustment based on costs already
allowed through monthly FCA’s viz a viz actual fuel cost in light of new MYT tariff
determination would be allowed ir future adjustments, after the same is notified.

12.13. Differential in capacity charges of KE's own power plants, O&M costs and cost of power
purchases (other than fuel), as built in tariff for the FY 2023-24 vis a vis cost reworked based on
new generation tariff for the FY 2023-24, if any, would be required to be included in the tariff
of FY 2024-25 as PYA. Considering the fact that a uniform tariff is applicable in the country
along-with uniform quarterly adjustments, the differential amount, if any, would be picked up
by the Federal Government, as subsidy, as long as the uniform tariff remains applicable.

12.14. Based on the above discussion, the PPP of K-Electric for the FY 2023-24 has been worked out as

under;
U
/9




Decision of the Authority in the macter of Petition filed by K-Electric for determination of

Supply Tarif¥ for the Period from FY 2023-24 to FY 2029-30 under the MYT Regime

{Power Purchase Cost
(Mln. Rs.) B 528,646
Fuel Cost 282,059
Own Generation 118,505
Power Purchases 27,914
CPPA-G 135,540
Variable O&M 9,383
I Own Generation 3,831
Power Purchases 2,587
CPPA-G 2,965
iCapacity Charges 4 193,756
COwn Generation 73,596
Power Purchases 16,190
I CPPA-G 103,971
T ransmission Cost 43,447

12.15. The month wise PPP references for the FY 2023-24 are attached as Annex-IV with the instant
determination. Here it is pertinent to mention that by the time this new MYT of KE would be
notified; almost entire FY 2024-25 would also have lapsed. In view thereof, till the time new PPP
references for FY 2024-25 are determined by the Authority and are subsequently notified by the
Federal Government, the existing PPP references being allowed for the FY 2023-24 would

continue. .

12.16.Regarding actualization of sent-outs and allowing consequential under / (over) recovery of costs,
KE stated that projected sent out growth is kept at a CAGR of 2.6% with actualization, based on

FY 23 sent out-as under;

- Description_ .~ _|FY 2024{FY 2025{FY 2026 FY 2027 [FY 2028 ‘FY 2029 FY 2030TCAGR,
Average Demand (GWh) | 20,833 | 21,282 | 21,726 | 22,066 | 22,329 | 22584 | 22,826 |1.60%
Load shed (GWh) 1,927 1,494 1,307 | 1,177 ! 1,085 997 925 -
Sent out (GWh} i 18,906 | 19,788 | 20,419 20,889 | 21,243 21,587 | 21,902 | 2.56%
Units Served_(Sc-am out = 5 18,660 ¢ 19,531 | 20,154 : 20,617 | 20,967 ; 21,306 | 21,617 |2.4%%
after Transmission losses) : :

12.17.KE has submitted that it has planned investments as well as dedicated consumer funded assets,
that will help in addition of 3,251 MW of load in KE's network and growth of 1.4 million
customers in the 7-year control period, which will help to serve the growing demand and
customer base. According to KE, the projected growth in Base Energy Demand is kept at 2.4%
growth rate while considering captive consumers influx and PV disruption. Further,
improvement in technical loss is also incorporated to reduce the demand by improvement in the
infrastructure. Further, keeping in view reduction in AT&C losses, KE is projecting to increase
the number of load shed exempt feeders to 95% by the end of control period, as a result served
energy would increase. KE has highlighted that the load shed policy is based on analysis of T&D
and recovery ratios of respective feeder. It is essential to acknowledge that various external
variables can exert significant influence on consumer behavior and consumer’s capacity to meet
financial obligations, which not only have an unfavorable impact on recovery ratios but also
leads to an increase in electricity thefts. These external factors encompass, but are not limited to,
substantial increases in electricity tariffs, political instability, currency depreciation and
inflationary pressures, which ultimately lead to a lower number of load shed free feeders.
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12.18.KT. stated that revenue requirement for the control period of 7 years i.e., FY 2024 — 2030 kas
been ralcuiated hased on projected units billed, KE is proposing actualization of units billed due
to variations in units served at allowed distribution loss each year as aliowed to other DISCOs, as
the same is based on multiple uncontroliable factors including economic growth, Government

policies, incentive packages etc.

12.19.KE further submitred that it shall submit details of under / over recovery after completion of a
financial year, and the impact of under / over recovery shall be adjusted in remaining part of next
year as prior yoar cost. KE during the hearing submitted that annual adjustment for actualization
of sent out in tariff should be done i.e. in case of higher sent outs, the tariff should be adjusted
downwards and in case of lower sent out the tariff should be adjusted upwards similar to the
mechanism followed for DISCOs. KE has projected fcllowing sales during the MYT control
period from FY 2024-30;

‘Bescription unit - legend FY 2024 FY 2025 FY2026 FY 2027 FY2028 FY2029  FY 2030

Units served GWh a 18,660 15,531 20,154 20,617 20,967 21,306 - 21,617
Distribution Loss % b 14.24% 13.93% 13.49% 13.04% 12.72% 12.46% 12.26%
Units billed GWh c=(ax{1-b)} 16,004 16,810 17435 17,529 18,300 18,652 18,967

12.20.KE during the hearing submitted that it has considered the historical CAGR growth of 2.4% and
incorporated the impact of disruption due to solar influx and increase in demand due to captive
onbearding. Taking this into account and projected load shed reduction, sent out CAGR of 2.6%
has been projected. It also stated that sent out projections are based on multiple uncontrollable
factors such as econcmic growth, Government policies, incentive packages, technology
disruption etc. Considering the above, sent outs are actualized for other power sector entities and
NTDC and DISCOs, and hence KE also requested that annual adjustment for actualization of sent
out in tariff should be done ie. in case of higher sent outs, the tariff should be adjusted
downwards and in case of lower sent out, the tariff should be adjusted upwards similar to the
mechanism followed for DISCOs. Accordingly, a mechanism of over /under recovery due to
variation in units sent-out, served & billed is included in Transmission, Distribution & Supply
tariff petitions respectively.

12.21.The Ministry of Energy (MoE), Power Division (PD) in its comments/ analysis, vide letter dated
13.12.2024, submitted that overall electricity consumption on KE network fell by 7.2% in
FY2023, while consumption in the residential and industrial sectors dropped by 7.9% and 1 .5%
respectively. The MoE proposed that assumptions for expected growth in demand both for
Investment Plan and tariff petition be revised to account for reduced sales in FY 2023 and 2024.
It also submitted that a downward revision in sales and peak demand growth projections will
lead to a proportionate decrease in growth-related infrastructure investment, resulting in a drop
in capital expenditure associated with new feeders and PMTs.

12,22.Regarding request of KE to actualize sent outs, the Authority noted that as per its previous MYT,
K-Electric was allowed a price cap tariff, wherein no actualization of sent-outs, either upward or
downward, from the number built in the tariff was allowed. KE had an opportunity to maximize
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its profits through higher sales growth and vice versa. In the new MYT FY 2024-30, K-Electric,
in a shift from the earlier regime, has requested actualization of units billed, in line with other
DISCOs. In the matter of XWDISCOs, the Authority allows a revenue capped tariff and any
under /over recovery of the allowed revenue, due to variation in sales (based on allowed target
of T&D losses and recovery), is adjusted either as part of quarterly adjustments and/or through
prior year adjustments (PYA). A comparison of KE's targeted sent outs vis a vig actual sent outs,
for the MYT control period FY 2017-23 is given hereunder;

[ FYy17 T Fyis T Fyis | FY20 | FY21 | FY22 | FY23 | Total |
Sent Qurs as per Tariff (GWhs) 17,458 18,189 18,952 19,760 20,613 21,504 22,435 | 138,911
Actual Sent ours (GWhs) 16,673 17,501 17,771 17,753 19,421 19,792 18,359 | 127,271
% Change (4.3%) (3.8%) 2% {10.29) (5.8%; (8.0%)  {18.2%)  (8.4%)

12.23. The Authority understands that with the opening up of sector through CTBCM and influx of net

metering, risk of utility in terms of switching of consumers has increased, as compared to
previous years. The consumers would get more options and potentially greater flexibility, hence
reducing their dependence on the utility. With distribution and Supply tariffs being fully
regulated and applicable of uniform tariff regime in the country, coupled with increasing
consurner independence, K-Electric may have little option/ control to offer any incentives to its

consumers in order to increase its demand.

12.24.In view thereof, and considering the fact that the Authority, in the matter of XWDISCOs, allows

actualization of sales (based on allowed target o T&D losses), the Authority has decided to allow
actualization of units sent out to K-Electric as well, based on allowed target of T&D losses, along-
with consequential under / (over) recovery of allowed costs for both its distribution and supply

of power function.

12.25. At the same time, the Authority understands that allowing actualization of sent outs may provide

13.

14.

14.1.

incentive to K-Electric, for increased load shed in high loss areas, as its revenues would be
protected. Therefore, K-Electric is directed to ensure uninterrupted supply of power to its
consumers, as per the applicable documents. This also necessitates a strict monitoring of KE’s
load shed policy, along-with other performance benchmarks regarding timelines for installation
of new connections, SAIFI, SAIDI etc. In case the Authority observes undue load shed by KE or
deterioration in other performance benchmarks, the Authority may initiate legal proceedings
against KE as per the applicable documents.

Issue No. 05: Whether the requested O&M cost for the FY 2023-24 along-with proposed
adjustment mechanism is justified?

Issue No. 06: Whether the request of KE to not apply any efficiency factor (X factor) while
allowing indexation for the O&M cost during the MYT control period is justified?

K-Electric submitted that its O&M expenses consist of costs related to salaries & wages of
management / non-management staff, outsourced manpower cost, fleet, fuel, third party services,
PPEs, tools and uniforms, repair and maintenance expenses that are essential for smooth running
of operations of the distribution network and to ensure reliability of electric supply of power to

z ;-.
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For tariff calculation purposes, KE has calculated O&M component (FY 24 and onwards) by
taking actual O&M amount of FY 2023 i.e. Rs.25,659 million (including Rs.4,761 million for
supply function), indexed to May 2023 CPI and incorporation of projected growth in units billed
for FY 2024, which translates to Rs.36,424 million (including Rs.6,758 million for Supply
function). KE requested to index this amount for onward years with actual CPI of May each year
against the reference CPI of 227.96 as of May 2023, along with incorporating projected growth
in units billed to cater for the increase in network capacity and consumer base. '

KT has requested O&M cost of Rs.6,758 million which translates into Rs.0.42/ kWh, as per KE,
based on projected units billed for FY 2024.

. According to KE, it has planned extensive capacity enhancement based on projected peak

demand and increase in consurmer base in the proposed control period. Accordingly, O&M is
expected to increase beyond CPI indexation for the proposed control period i.e. FY 2024-30.
However, KE has not requested for additional O&M beyond CPI and projected sent-out growth
and will target to cover this gap through bringing efficiency wherever possible. In view of the
aforementioned, KE requested O&M costs, incorporating growth in units billed along with CPI
indexation and requests not to apply any X factor as KE has not asked for any incremental O&M
owing to proposed capacity enhancements and increase in consumer base,

KE also mentioned that at the end of each year adjustment will be requested for any over/ (under)
recovery of O&M due to variation in units billed in order to allow recovery of CPI indexed
projected O&M revenue requirement of that respective year, In case sent out is higher than
included in the projected O&M revenue requirements, the benefit will be passed on to the
consumers and similarly in case of lower sent out the under-recovery will be adjusted in tariff.

KE further submitted that it is better than DISCOs in terms of per unit sent.out. DISCOs O&M
also include 132kV network cost and accordingly if KE's Transmission segment O&M including
220 kV network and system operations is included, the total O&M increases to Rs.1.36 per unit
sent out, which is still significantly better than the regional DISCOs (HESCO and SEPCO). K-
Electric also stated that as compared to DISCOs, K-Electric carries out 220 kV operations, System
Operation and also is responsible for transmission planning and procurement of its power. In
addition to above, KE faces significantly higher operational challenges as compared to DISCOs,
where due to lack of planning and influx of Katchi Abadis, it has to deal with significant amount
of KUNDA connections, carry out several thousand disconnections each month, manage
complaints due to frequent, and in many cases, unauthorized/uninformed road cuffing/digging
etc., which results in increase in O&M requirements. However, despite these challenges, KE
remains resolute in provision of better services to its consumers and requested NEPRA to
consider its request for O&M to allow KE to ensure prudent recovery of costs.

The MoE in its comments stated that K-Electric’s proposed base-figure of Rs.30.8 billion for the
FY 2024 needs to be assessed against actual expenditure for the FY 2024, which could be lower
than the proposed amount. If actual O&M cost for FY 2024 is lower, the same should be used to
set base O&M cost for subsequent years. The MoE further submitted that reference CPI of May
2024 (254.78) be set for further indexation for 2025 after review of actual financial results of
2024, as against KE’s proposal to use base CPI of 227.96 (May 2023). It further stated that in light
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of NEPRA Guidelines for Determination of Consumer End Tariff (Methodology and Process),
2013, an efficiency factor in the indexation mechanism may be implemented, as the O&M
revenue requirement mainly constitutes expenses of fixed nature. K-Electric has proposed that
base-figures for each year of the tariff control period should be adjusted for growth in electricity
sales for subsequent years, over and above the base number for FY 2024. This may not be allowed
since growth in electricity units dces not impact expenses of a fixed nature, and base-figures for
each year (adjusted by growth in electricity units sold) is to be further adjusted for CPI change
(based on the indexation mechanism proposed by K-Electric). KE’s actual historical numbers
indicate that a 100% of CPl change does not impact the company’s O&M cost streams. The
Authority may consider historic change in O&M costs as a baseline for indexing, rather than a
vanilla linkage to CPI. Therefore, double adjustments {quantity and price) of O&M costs in each
year should not be allowed. Instead, to eliminate the impact of quantity growth, the Authority
should impose an efficiency factor under the indexation formula.

The Authority has analyzed submissions of K-Electric and the comments from the stakeholders.
The Authority noted that as per NEPRA determination of Consumer-end-Tariff (Methodology
& Process) Guidelines, 2015, the Authority shall choose a base year for the purpose of
determining the Company's revenue requirement under multi-year tariff regime or annual tariff
regime. “Base Year” has been defined as the year on which the annual or multiyear tariff
projection is being made, which may be a historical financial year, for which the actual
results/audited accounts are available. It may be a combination of actual results and projected
results for the same financial year or it may be a pure projection of a future financial year.

For projections or assessment of OPEX costs, the two commonly used approaches are the Ex-
Ante approach and the Ex-Post approach. In a regime where the allowed OPEX is determined
Ex-Ante, there will inevitably be deviations between the allowed and actual OPEX in the form
of efficiency savings or losses. Thus, resulting in two broad options, one that the utility bears all
savings or losses, i.e. no action is taken by the Regulator. The 224 that the utility shares the savings
or losses with consumers. The former provides the utility with a profit incentive to cut costs, but
at the same time places the utility at a greater financial risk in the form of losses. The latter
somewhat dilutes efficiency incentives, but also limits the losses/gains for the utility and its
customers. However, the widely used approach is that no adjustments are made to the allowed
Revenues or OPEX allowances, in the next period to compensate for a deviation from allowed
OPEX in the current period except for certain allowed adjustments in terms of CPI etc. The
Authority in the matter of XWDISCOs also does not make any adjustment in the allowed OPEX
except indexation based on change in CPI etc.

14.10.K-Electric has filed its MYT for a control period of seven years i.e. FY 2023-24 to FY 2029-30.

Thus, cost for first year of the requested tariff control period i.e. FY 2023-24 is to be assessed,
which would be used as reference for future indexation, as per the mechanism prescribed in the
instant determination. As mentioned earlier, K-Electric, has calculated O&M component (FY 24
and onwards) by indexing the O&M cost for the FY 2023 i.e. Rs.4,761 million with CPI of May
2023 (Ref. CPI 227.96) and thereafter, incorporating the impact of projected growth in units
billed for the FY 2024. KE accordingly requested an amount of Rs.6,758 million as O&M cost for

the FY 2023-24.
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14.11.For comparison purposes, KE's O&M cost i.e. both for the distribution and supply functions, for
the FY 2022-23 has heen campared with XWDISCOs in Punjab Region, based on different cost
drivers. The Authority observed that KE is efficient as compared to these DISCOs on cost/ unit
sales basis, however for other benchmarks i.e. per consumer, employee, area SqKm, KE is less
efficient. The likely reasons for these variations, could be different geographical profile,
consumer mix, network conditions and accounting practices. Therefore, before carrying out the
benchmarking exercise, the Authority understands that coupling/ grouping of DISCOs needs to
done based on similarities in geographical profiles, network conditions, consumer density,
consumer mix, performance standards eic., through exiensive studies. Once this grouping
exercise is completed, then benchmarking exercise for the alike DISCOs should be done to set
the efficiency improvement targets.

14.12.The Authority also being cognizant of the fact that FY 2023-24, for which assessment is being
made has already lapsed, decided to obtain details of actual O&M cost incurred by the Petitioner
for the FY 2023-24 to have a fair assessment of its O&M cost for the FY 2023-24. As per the
information submitted by KE, its unaudited O&M cost for the FY 2023-24 is Rs.32,352 billion
including Rs.26,416 million for distribution function and Rs.5,936 millien for the supply
function. This also includes actual CAPEX nature O&M cost as Rs.225 million as reported by KE.

14.13. After adjustment of certain costs items i.e. donations, penalties & fines, CSR related activities,
exchange gains/ losses, provision against fatal accident cases, demurrage, detention charges, assets
written off etc., which are either typically voluntary and discretionary and are not a mandatory
part of KE's business operations, or are imprudent costs, or being considered under separate head
and excluding the CAPEX nature O&M, the total O&M cost of the Petitioner for the FY 2023-
24 works out as Rs.31,963 million, for both the distribution and supply of power functions, which
includes Rs.26,052 million for distribution function and Rs.5,911 million for the supply function.

14.14.The Authority noted that KE’s projected O&M cost for supply function, based on actual O&M
cost of FY 2022-23, when indexed with NCPI of December 2022, works out as Rs.5,926 million.
Thus, KE's actual supply function O&M cost for the FY 2023-24, as per its unaudited accounts
i.e. Rs.5,911 million remained lower.

14.15.Considering the above discussion and the fact that previous MYT of KE has ended on 30.06.2023,
and any gain/loss of the previous MYT control period may not be carried forward in the new
MYT, the Authority has decided to allow O&M cost of Rs.5,911 million to KE for the FY 2023-
24, for its supply of power function.

14.16.1n case KE's actual O&M cost for the FY 2023-24, once its audited accounts for FY 2023-24 are
available, is lower than the amount being allowed for the FY 2023-24, the entire difference shall
be passed on to the consumers. For remining control period any saving in O&M cost ie.
difference between O&M cost allowed for the respective year vis a vis actual O&M cost as per
the audited accounts for the same year, shall be shared in the ratio of 50:50 between consumers
and KE. For future indexation of O&M cost during the MYT control period, the allowed O&M
cost or actual O&M cost of the previous year, after excluding therefrom the amount of O&M
capitalized, if any, whichever is lower shall be considered as reference to be indexed with NCPI-

X factor.
Lol QX 2/
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14.17.If the actual O&M cost for the previous year, as referred above is not available at the time of
nrajecting nexr vear's O&M cost. the allowed cost for the previous year shall be considered as
reference to be indexed with NCPI-X factor. Once the audired account for the previous years are
available, the already projected O&M cost shall be reworked based on lower of allowed cost or
actual O&M cost of the previous year. Any adjustment in this regard, if required, shall be made
part of PYA. In addition, the allowed O&M cost shall also be adjusted based on mechanism
provided in the instant determination. KE is also directed to disclose its O&M costs in terms of

distribution and supply functions separately in its audited accounts.

14.18.Here it is pertinent to mention that although KE has requested to index O&M costs with CPI for
the month of May every year, however, the Authority considering the fact that KE's tariff would
be rebased every year, for which KE would submit its Petition by January, therefore, the available
NCPI would be of December, has decided to index the O&M cost with NCPI of December. This
approach is also in line with the decision of the Authority in the matter of XWDISCOs. The
reference NCPI to be used for projecting O&M cost for the FY 2024-25 would be of December
2022 i.e. 196.86. The reference NCPI for the purpose of future indexation every year, would be

of NCPI of December last year,

14.19. Any other prudent cost, that may arise in future pursuant to any directions of NEPRA, which is
not currently part of KE's O&M, would be considered as pass through only, in case KE’s overall
O&M cost including cost pursuant to directions of the Authority, exceeds the allowed O&M costs
for the relevant year. KE shall provide all the required verifiable documentary evidences along-
with proper working/calculations and justifications for such costs.

14.20.0n the point of X-Factor, NEPRA determination of Consumer-end-Tariff (Methodology &
Process) Guidelines, 2015, states that O&M part of Distribution Margin shall be indexed with
CPI subject to adjustment for efficiency gains (X factor). The treatment of applying X-factor is in
line with the very spirit of multi-year tariff regime, and also in consistency with the decision of
the Authority in the matter of XWDISCOs, wherein X-factor @ 30% of increase in CPI has been
levied, from the 3 year of their tariff control period.

14.21. While assessing O&M costs of KE, the O&M costs as per the unaudited numbers for the FY 2023-
24 have been considered, to be adjusted in the remaining MYT control period as per the allowed
mechanism. However, as per the benchmarking exercise, KE cost is on higher side as compared

to DISCOs, therefore, the Authority considers it appropriate to apply efficiency factor on KE, in
order to enforce it to for optimize its overall costs. In view thereof, the Authority has decided to

apply X-factor to K-Electric @ 30% of increase in CPI for the relevant year of the MYT control
period. The Authority, also in line with XWDISCOs, has decided to implement X-factor from
the 3 year of tariff control period i.e. FY 2025-26, in order to provide KE with an opportunity
to improve its operational performance, before sharing such gains with the consumers.

14.22. At the same time, KE has also requested for incorporation of projected growth in units billed, to
cater for the increase in network capacity and consumer base. The Authority has allowed a
CAPEX of over Rs.136 billion to KE for the tariff control (for Distribution business including
AMR & digitization), which not only caters for the projected growth in demand and nerwork
capacity but also for rehabilitation of the existing network including technological
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advancements. Therefore, allowing any additional indexation facter would further burden the
cansumers. Keeping in view of above, KE may have ample opportunities to reduce its existing
O&M expenses. In view thereof, the request of KE to allow any further impact of growth in units
billed, increase in network capacity and consumer base in its O&M cost is not justified. The
Authority therefore has decided not to allow any further impact in O&M cost, except NCPI-X
factor indexation, thus, request of KE to allow indexation on account of growth in sent outs is
declined.

Q&M Adjustment/findexation
Revised O&M = Ref {O&M) x (1+ (NCPI - X-factor))

v' X-Factori.e. @ 30% of NCPI, would be effective from 3 year of tariff control period.

v' Savings in O&M shall be shared with consumers as per the ratio given in the determination.

v Reference O&M for future years during the MYT control period shall be the allowed O&M
cost or actual O&M cost of the previous year, after excluding therefrom the amount of
O&M capitalized, if any, whichever is lower. If the actual O&M cost for the previous year,
is not available at the time of projecting next year’s O&M cost, the allowed cost for the
previous year shall be considered as reference. Once the audited accounts for the previous

- years are available, the already projected O&M cost shall be reworked based on lower of
allowed cost or actual O&M cost of the previous year. Any adjustment in this regard, if
required, shall be made part of PYA.

v’ For remining control period any saving in O&M cost i.e. difference between O&M cost .
aliowed for the respective year vis a vis actual O&M cost as per the audited accounts for
the same year, after excluding therefrom the amount of O&M capitalized, if any, shall be
shared in the ratio of 50:50 between consumers and KE.

Issue No. 7: Whether the request to allow retail margin @ 1.5% of total revenue, excluding retail

margi loss and working capital, to be adj annually is justified?

On the issue of retail margin, KE submitted that tariff needs to include an appropriate retail
margin in lieu of the activities to be carried out by supply business and risks borne haying no
asset base and being a separate licensed activity. In Pakistan power sector, the supply business
faces the most extreme risks and operational circumstances and accordingly, it is imperative to
provide a fair compensation against the high risk of doing business, to ensure the commercial
viability of the supply business,

KE also highlighted that international precedents suggest that regulators in other countries also
allow retail margin in tariff on top of retail supply cost to compensate systematic and

nonsystematic risks in the retail/ supply business. Moreover, without including retail margin,
there would be no EBIT for supply business, which is contrary to regulatory norm, where every
licensee is to be allowed a reasonable EBIT corresponding to the risks assumed. Hence it is
requested that KE shall be allowed a retail margin component as a part of its supply tariff. The
requested retail margin will compensate XE for the retail / supply risks and investments and
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initiatives undertaken that will enable the Company to improve service quality for its growing

cnnenmer hage,

Reference for FY 2024

KE calculated retail margin as per below formula:

| Legend E Retail Margin
A | Cost of Power - EPP
B Cost of Power - CPP
C Transmission revenue requiepment
} D Distribution revemue requirement
E Supply O&M
F = Sum(A:E) Toral Reverue excliding retail margin, recovery loss and WP
G=F"153% Retail Margin

KE has requested the Authority to allow a retail margin of 1.5% that shall be applied on total
revenue requirement excluding retail margin, recovery loss and working capital which comes out
to PXR 9,399 million translating into PKR 0.5873 / kWh.

Revised references for next year
KE submitted that projected retail margin requirement for the next year based on projected

references will be filed with anrual reference setting request prior to the close of financial year.

Annual Adjustment mechanism

KE further submitted that after each year end, the retail margin shall be actualized based on
actualized references and any imnpact of under/over recovery shall be allowed in next year. KE
during the hearing presented following international precedents regarding retail margins;

Cormpany Name i Recall tnargin Camments
i Utility Regulator Narthern freland ("Uregni”) - Narthern Ireland The rmu margin allowed by Uregni Is in addition te allowance for
- which Includes iterns such &3 salaries, rent & rates,
Pawer NI E 2.2% of farecast Turnover Iegal fees, T msts. bad debt and corporate overhead charges.
i Independent Pricing and Regul y Tribunal ["[PART™) + Austraka
T AGL 5.7% of EBITDA The retall margin allowed by beth IPART & TERP is In addition to cost
d for praviding services to 3 including billing, revenue
Origin Energy 5.7% of ERITOA <ollectlon, customer enqulrles and advise, distribution netwark services
cost and retail operadng and maintenance costs ailawance, plus any pass-
" Tasmanian Electsicity Pricing Reguiation ("TERP“) - Australla thraugh casts,
Aurora Energy : 5.25% of total costs.
' The retail margin altowed by ICRS Is in addition to costy allowed for
: Independent Competition and Regulatory Commission - Australla wholésale electricity costs such as energy purchase cost, network costs
L which comprise of T&D costs and retails costs which includes operating
 ActewAGL % 5.6% of total cost costs, smart meter costs and compliance costs.
Queensland Competition Authority (QCA) - Austrabia QCA has allowed ratall margin In addition ta wholesale electricity
T costs which incfudes energy purchase cast, network costs and retalls
i aperating costs which include the costs assoclated with customer
Ergon Retal | 5.7% of to1al Cost administration, calf centres, corporate averheads, billing and revenue
collection, IT systems, ragulatary compliance, and customer acquisition
I and retention costs (CARC)L
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15.9.

15.10.

=
Retuil
Company Name margin . Comts
Currently, MERC allows 2 RoE upto 17.5% on equity, however, MERC has
proposed new tariff policy which includes revisiting its existing provisicas of retail
. . supply business RoE, acknowledging the fact that the gross fixed assets in the
Maharashtra Electricity Regulatory Commission supply business are much lower than the wire business. Thus, the commission has
(MERC) - Mumbai (India) propased common Suppiy Margia of 5.00 INR Paisa/kwh across all distribution

licensees,

Maharashira State Power Generating Company
Limitad (MSPGCL) / Tata Power Compuny Spaisa INR /

= - th
ILimited - Generation Business (TPC-G) / Aduni kwhi1] (LINR = PR 3.43 - as at July 127, 2024)

ik'.len:u'lully Muinbai Limited {AEML) J

KE in support provided following links;

» (uregnigov.uk)
. ! ngw.gov.au !

¢ (econcomicregulator.tas.ggv.au

L] (agt.gov.au)
b Igga.org.au!

s htrpsy//merc.gov.in/wp-content/uploads/2024/03/EM Draft-MERC-MYT-Regulations-
2024.pdf

The Mok in its analysis submitted that KE has set retail margin for the supply business at 1.5% of
total revenue. There is no sound logic for setting the retail margin based on a percentage of the
total revenue of the supply business which includes capacity payments, energy payments (that
are highly variable), the use of system charge (transmission cost} and distribution margin
(distribution cost). Additionally, KE Shareholders are already compensated through a return on
Regulatory Asset Base. Adding a retail margin to the supply business increases the burden on
consumers without any corresponding improvement in service. Instead of a percentage of
revenue, the Retail Margin should instead be estimated based on the actual cost of operating the
supply business (costs that are largely fixed in nature and can capture economies of scale) and
any costs incurred to improve service quality and efficiency. The supply business should only
recover costs until supply function is legally separated from the rest of XE.

The Authority has analyzed the submissions of KE and comments provided by different
stakeholders. The Authority observed that KE in its previous MYT also requested retail margin
of 3% on rurnover to be included in the tariff for next control period. The Authority at that time
decided that KE has been allowed an overall RoE of 16.67%, in which risk associated with retail
business has been taken into account, thus, allowing separate retail margin of 3% is not justified.
Hence KE was not allowed any separate retail margin.

Moreover, MEPCO in its MYT for the period FY 2021-25 also requested retail margin @ 1.5% of
the PPP invoiced to the Supply Business. The Authority in the matter decided as under;

“The Authority observed that the Petitioner has been allowed return on its Rate Base as per the
Authority’s approved WACC and the same has been included as part of the Petitioner's
Distribution function revenue requirement. Although, the function of sale of electric power
traditionally being performed by the Disuibution Licensees has beent amended under Section
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21¢2)(a) of the Amended Act, however, the amended Act, also under proviso to Section Z3E(1),
nrovides thar holder of a Distribution license on the date of coming into effect of the Amendment
Act, shall be deemed to hold a license for supply of electric power for a period of five years from
such date. Thus, all existing Distribution Licensees have been deemed to have Power Supplier
Licenses, to ensure distribution licensees earlier performing both the sale and wire functions,
would continue to do so. Hence, practically there is no change in the overall nature of operations
or functions being performed by the existing DISCUs, therefore, allowing any separate mazgin to
the Petitioner for its Supply function, considering the fact that it has been allowed return on its
overall rale base, does not merit consideracion.”

The Authority also observed that Section 31(3) of the NEPRA Act states;

(a) the tarifis should allow licensee, the recovery of any and all cost prudently incurred to meet
the demonstrated needs of their customers

(c) tariffs should generally be calculated by including a depreciation charge and a rate of return
on the capital investment of each licensee commensurate to that earned by other investments

of comparable risk;

KF, has been allowed a WACC based return on its overall Regulatory Asset Base (RAB), including
assets for supply function i.e. vehicles, software, land & buildings, computers etc., along-with
depreciation charge, as part of KE's distribution function revenue requirement. Here it is
pertinent to mention that K-Electric itself requested to allow the entire amount of return as part

of its distribution function revenue requirement.

Being a regulated activity, besides allowing return on total rate base, the Petitioner has also been
allowed its prudently incurred cost for both its distribution and supply functions. Therefore,
adding a separate supply margin would mean allowing double benefit. '

As per Section 21(2)(a) of the NEPRA Act, sale of electric power to consumers has been removed
from the scope of a ‘Distribution Licensee’ and transferred to ‘Electric Power Supply Licensee'.
Proviso to Section 23E (1), provided that holder of a Distribution license on the date of coming
into effect of the amended Act, shall be deemed to hold a license for supply of electric power for
a period of five years from such date. Subsequently, the Authority also issued SoL.R license to KE
vide decision dated 19.01.2024. Thus, practically there is no change in the overall nature of
operations or functions being performed by existing distribution licensees.

In practice, the functions of supply and distribution are highly interdependent, especially for a
vertically integrated utility like K-Electric, therefore, allowing any separate margin to the
Petitioner for its supply function, considering the fact that it has already been allowed return on
its overall rate base, does not seem justified.

In view of the above discussion, the Authority has decided not to allow any retail margin to the
Petitioner for its supply function. However, the Authority may consider this issue going forward,

once public owned DISCOs get privatized.
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Issue No.09; Whether the request to allow working capital inclusive of closing receivable amount
{excluding PSC) as at Tune 2023, to be actualized at each year end, with quarterly indexations for
changes in XKIBOR and adjustments for ¢ es in working capital requirements is

Issue No.10: Whether the request to also allow working capital cost owing to mati in
recaovery of FCA, quarterly tariff adj ents and ua] adjustment for ovi T TECOW
(excluding working capital adjustment) is justified?

For the supply business, KE has requested cost of Working Capital (WC) of Rs.2.07/kWh ie.
Rs.33,119 million, based on working capital requirement of Rs.132,953 million. KE while
justifying its request submitted that while it has to incur significant cost of working capital on
outstanding amounts government entities including TDS receivables, energy dues from Public
Sector Consumners (PSCs), tax refunds etc., it has currently not requested for working capital on
these amounts as these are separately being taken up with government. Moreover, trade debts as
at June 30, 2023 pertaining to customers other than PSC have been included as receivable in
computation of WC requirement. In this regard, KE submitted that within the MYT 2017-23,
NEPRA allowed KE to claim actual write off of bad debts in lieu of recovery loss, subject to
fulfilment of certain conditions and has alsc acknowledged the working capital requirements due
to delay and/or non-payment of bills leading to cash flow issues. Accordingly, KE requested to
allow to include claims of actual write off of bad debts for billing made till FY 2023, in the next
control period based on criterion defined by NEPRA in the MY'T 2017-23 and alsc consider the
unrecovered amount for the MYT 2017-23 in this regard ie. closing receivable amount
(excluding PSC) at June 2023 as WC requirement in the next tariff control period, which will be
actualized at each year end.

KE also proposed the following mechanism for adjustment of WC at each year end;

. Revenue to beactualized (zs
A Revenue receivable (based on 30 days), any additional impact | per given formula) to account

! due to time taken for tariff variation, for variation between actual
L !

|

t

—— & projected costs
Ta be actualised each year
end based on recoveries
during the year

B i Closing receivable FY 23

[+1 I Cash & bank (3/6% of O%M expense}
Efg Bi Curreot Assets
| Eutergy Purchase Priee (EPF) payables (based on 30 eredit :
i_period days) ;
i Capacity Purchase Price (CPP) payables (based an weighted . Casts to be actualized (as per;

! average credit perlod davs) given formula) to account fer!
g ! Payable to transmission network (based on 30 eredit perfod variatiea between actual & °
| days} Brojected costs
H i Payable to distribution network (based on 30 eredit period
+ days)

D

A
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.. iatal ayables

' Service connection deposils To be actuaiized &5 per
\ - l P Financial Statements
L= IK-'.- J + Total current liabilities ﬁi

M=D —L; Mat Working capital requirement

N Cost of debt (3 morth KIBOR + short term spread i.e., 2%)

O = M xN. Cost of working capitat ,

i P Yrojected Units billed : ;

iQ=0/P, Working capital per unit billed

i

In addition, KE requested that working capital cost shall also be allowed on the systematic lag in
recovery of FCA, quarterly tariff adjustments and annual adjustment for over / under recovery
{excluding WC adjustment} in line with Strategic Directive 77 of the National Electricity Plan
2023-27 (“NP”). KE further requested for indexation of WC component with KIBOR at start of

each quarter.

| WC (Rev) = WC (Ref} * CoB (Rev)f CoB(Ref)

Where

WC (Rev) = Revised Working capital component of rariff.

WC (Ref) = Reference Working capital component of tarif.

CoB (Ref) ~ Reference Cost of borrowing; 3 month KIBOR(Rev)+ 2%

o ~ | which comes out to 24.91% as at 30,6.2023

The revised 3 month KIBOR as pubiished by State Bank of

KIBOR (Rev) = Pakistan available at the starr of each quarter ie., it July, jst
QOctober, st Jaruary, and April

KIBCR. (Ref) = |The reference 3 month KIBOR of 22.91% as of 30th June 2023

KE also submitted that projected WC requirement for the next year based on projected references
along with updated KIBOR will be filed with annual reference setting request prior to the close
of financial year. In addition to the aforementioned, KE has requested that in case of any
additional WC requirement which may arise as a result of any changes to the regulatory
framework including requirement of security cover under the Market Commercial Code once
CTBCM is implemented, KE would request NEPRA to adjust the reference working capital
requirement accordingly.

The MOoE in its analysis of KE petiticns submitted on the issue of working capital that there is
potential for double counting since the same component is also included in the generation,
transmission and distribution tariffs. Working Capital needs to be calculated on a consolidated
basis. The working capital is calculated arbitrarily, and needs to be actualized based on actual
amounts borrowed which are available in the quarterly, and annual financial statements. It also
opined that there is no reason to keep 2 months of O&M expenses in cash. The MoE highlighted
that as per latest available information, KE had short term borrowings of Rs.94.4 billion, utilizing
the same as a baseline, and a working capital interest rate of 3MKibor+0.5%, the working capital
component reduces to Rs.0.87/kWh.
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17.5. The Authority has analyzed the submissions of KE and comments provided by different
stakeholders. The Aurhority observed that in the matter of XWDISCOs, it only allows them to
retain LPS amount to the extent of supplementals charges and any amount over and above
supplemental charges is adjusted back. Here it is also pertinent to mention, that the Federal
Government, in exercise of power under Section 31(8) of NEPRA Act, has levied a finance cost
surcharge on all consumers including K-Electric, to finance circular debt’s financing cost.

17.6. While working out the amount of current assets and current liabilities, the multiplying factors as
assumed by KE for varicus tariff components have been adopted except that cash requirement
has been restricted to 15 days requirement of O&M expenses (allowed or actual whichever is
lower). Further, XE in its WC requirements also included an amount of Rs.142,938 million on
account of opening receivables as at 30.06.2023 (excluding PSC). Since, the WC requirement is
being assessed against the revenue requirement under the new MYT control period i.e. FY 2024-
30, therefore, the Authority understands that any receivables pertaining to the previous MYT do
not qualify for inclusion in the WC requirements for the FY 2023-24 and onwards. Hence, the
receivables as of 30.6.2023 being relevant to the previous MYT period have been excluded. Here
it is also submitted that the Authority in the previous MYT FY 2017-23, allowed KE to claim
actual write-offs against doubtful receivables, after fulfilment of the criteria prescribed in the
MYT determination. The claim of KE’s write-offs raised by K-Electric is under consideration of
the Authority through separate proceedings. '

17.7. The cost of working capital has been worked out @ 3 months KIBOR+19% spread. The spread of
1% shall be considered as maximum cap, subject to downward adjustment only in case actual-
spread is lower. Further, while working out the working capital requirements for FY 2023-24,
the revised Power Purchase cost, transmission, distribution & supply margins as allowed by the
Authority, have been considered.

17.8. It is also important to mention that KE also accounted for the amount of receipt against deposit
works while working out the WC requirement of its supply function. Since this amount primarily
relates to the distribution network business, therefore, the same has been adjusted as part of WC
requirement for distribution function instead of supply function. However, amount of Rs.15,395
million on account of security deposits for FY 2023-24, being related with supply business has
been adjusted as part of supply function WG, as adjusted by KE itself, subject to actualization
based on audited accounts.

17.9. Further, as per NEPRA (Alternative & Renewable Energy) Distributed Generation and Net
Metering Regulations, 2015 (“Net Metering Regulations, 2015”), in case the kWh supplied by
Distributed Generator exceed the kWh supplied by Distribution Company, the net kWh shall be
credited against Distributor Generator’s next billing cycle for future consumption, or shall be
paid by the Distribution Company to the Distributed Generator quarterly. However, as per
practice, the payments are not made by DISCOs to DGs on quarterly basis and thus, retain certain
amounts for the excess units supplied by DGs. In view thereof, the Authority has decided to adjust
the amount retained by KE for the excess units supplied by DGs, against its working capital
requirement at the time of true up, every year.

K4
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17.10.

17.11.

In view of the above discussion, KE’s cost of WC has been worked out as negative Rs.1,244
million The same is allowed to KE for the FY 2023-24 as detailed below;

Supply of Power

- Credit

Description Period Factors FY 24
Current Assets
:Trade debr {30 days of Revenue Receivable) 673 49,986
‘Cash & Bank balance (15 days of O&M Expenses} 4% 243
Total Current Assets 50,229
“Current Liabilities
|EPP 30.00 0.08 23,954
foia3) 15.78 0.04 8,379
{Transmissicn 30.00 0.08 3,571
i Distribucion 30.00 0.08 4,133
Tatal Liabilities 40,037
:Net Working capital requirement 10,192
iCast of debt local 23.91%
‘'Working Capital Cost 2,437
éSecurity Deposit 15,395
i Cest/Profit on 5.1 3.681
‘Net Working capital requirement | (1.244)

Regarding request of KE to allow lag in recovery of FCA, quarterly tariff adjustments and annual

" adjustment for over/under recovery, the Authority observed that regarding quarterly tariff

17.12.

17.13.

adjustments, Section 31 (7)(ii} of the NEPRA Act provides as under:

“...the Authority may, on a quarterly basis and not later than a period of fifteen days, make
quarterly adjustments in the approved tariff...”

Similarly, Section 31(7)(iv} of the NEPRA Act regarding monthly FCAs provides as under:

‘the Authority may, on a monthly basis and not later than a period of seven days, make
adjustments in the approved tariff on account of any variations in the fuel charges and policy
guidelines as the Federal Government may issue and, notify the tariff so adjusted in the official

Gazerte. "

Both clause 31 (7) (ii) and 31 (7) (iv) are similar in nature, It is settled jurisprudence now that the
above referred clauses are only directory in nature, whereby no consequential penalty is
provided. Further, the clause does not obligate the adjustment to be done in fifteen days, rather,
says that the Authority “may” do the same. The Supreme Court of Pakistan in its judgment dated
22.05.2018 clarified the period of seven days for determination of monthly FCA as under;

‘a) In future, the time fixed in terms of provisions of second proviso to Section 31(4) of Act XL
Of 1997 for claiming tariff revision on the basis of fuel price fluctuation shall be four (04) months
with reference to the bifl/notified tariff of any particular monthy

b) For filing refund claims by consumers, which are based upon downward fluctuation of fuel
price, we find that a period of two (02) months is reasonable for the purpose of processing and
granting such refunds relatable to the bill of a particular month; and

/¢




Decision of the Authority in the matter of Pecition filed by K-Flectric for determinadion of
Supply Tariff for the Period from FY 2023-24 to FY 2029-30 under the MYT Regime

¢} The above timeframe would apply for furure billing/refunds, etc. However; fuel price
adinstment surcharge alreadv imposed and recovered/claimed on the basis of fuel price
Auctuation having been permitted by the NEPRA In the past shall be paid/cleared by the
appellants/consumers within a period of one (01) month.”

17.14. Thus, the Supreme Court of Pakistan interpreted the period of 7 days in the matter of FCA,
keeping in view the facts that the Authority while determining the monthly FCAs follows due
process of law which, inter alia, involves conduct of public hearing, publishing of notices in
newspapers, individual notices to concerned stakeholders, due diligence of data provided by the
Petitioner etc.

17.15. For processing of tariff petition, the NEPRA Act clause 31(6) states as under:

“The time frame for determination by the Authority on tariff petition shall nor exceed four
months after the date of admission of the tariff petition:

Provided that this time frame shall commence after the applicant has complied with all
requirements of rules and regulations and the Authority has admitted the rariff petition.”

17.16. The above referred clause is also directory in nature, whereby no consequential penalty is
provided in case the time period of 4 months is exceeded. In view thereof, interest or mark-up or
any such cost for any delay in processing of the tariff adjustment/ petitions etc., beyond the time
period prescribed in the Act, is not allowed, as strict compliance to the time period provided in
the Act may hinder the regulatory process, which would not only be in contradiction to the :
directions of the Honorable Courts but may also compromise the due diligence process of the
Authority. However, the Authority would endeavor to decide the Petitions/ adjustment requests .
etc., expeditiously after fulfillment of all legal requirements and directions of the superior courts.

Adjustment Mechanism Working capital (Supply)

Revised cost of working capital = Working capital requirement as per given formula x Cost of
debt on allowed parameters

v Working capital requirement for future years shall be calculated based on assessed revenue
requirement under each head for relevant year.

v" Cost of Debt shall 3 Months KIBOR + 1% spread as maximum cap, subject to downward
adjustment at the end of each financial year. :

Actualization of Previous year based on ailowed 1 ue ag PYA

Current Assets

v" Lower of 30 days receivables based on allowed revenue (including the impact of allowed
adjustments), but excluding WC current cost and WC PYA, OR Actual average Receivables
for the Financial Year (excluding opening receivables).

v Lower of allowed Cash & bank balance (15 days of allowed O&M) OR actual Cash & Bank

Balances. -
b qg 2/, y
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18.

18.1.

Current Liabilities

v Payables pertaining to allowed EPP cost (30 aays), allowed CPP (inciuding net metering
purchases), with actualization of mix (payable days) of external power purchases, allowed
transmission charges (30 days) & allowed Distribution Charges (30 days).

v' Actualization of the aforementioned heads shall be based on allowed costs after accounting
for the impacts of allowed adjustments.

v All heads based on allowed days to be actualized alter incorporating the impact of allowed
adjustments, if any.

v" The working capital requirement shall be adjusted for the following;

- Average Security deposits from consumers available with KE as per the audited financial

statements.

- Average of net outstanding amounts payable by KE (balances which are payable only) to
net metering consumers at the end of each month during the year.

v" For the purpose of 3-Month KIBOR, the actual weighted average: KIBOR of finance cost
incurred by KE for WC shall be considered. Similarly, for the purpose of spread, actual spread
incurred by KE shall be considered. In case actual spread is lower than 1% cap, the same shall
be adjusted downward only. No upward adjustment of spread is allowed.

v In case KE's overall working capital for its all functions for the year, as per its financial
statements, is lower than the overall working capital amount allowed by the Authority, the
working capital requirement shall be adjusted downward to the extent of actual amount.
However, in case of excess amount, no upward adjustment shall be allowed.

v" Any under/over recovery of the allowed cost of working capital shall also be ad]usted as part
of PYA next year.

v" KE is directed to ensure disclosure of its overall working capital requirement for the year in
its audited financial statements.

Issue No.15;: Whether the requested Other Income the adj ent mechanism is
justified??
KE has requested specific items in other income/ expense to be actualized each year considering

their unpredictable nature like;
v exchange gain/ loss (excluding exchange loss/gain on loans/borrowings/hedging instruments)
v"  expenses incurred based on directives of NEPRA / GoP

v Demurrage
v Detention charges

v" Miscellaneous income
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18.2.

18.3.

18.4.

18.5.

18.6.

18.7.

18.8.

138.9.

v~ Service connection income / new connection income; and

- P .t . frvoT A —tr T O Wt T T e,
V' oollection Income (L-LULy repale, Ly Lilelse jeg, willlilGipal Uillily

harges etc.)

Furthermore, donations, LD recovered from suppliers and contractors, provision for fatal
accidents, interest income on deposits, other interest income, labilities written back / assets
written off, penalties, scrap sales, return on bank deposits, and markup income/recovery etc. are
proposed to be excluded from tariff workings and actualization. Further, Late Payment Surcharge
{LPS) is proposed to be adjusted on receipt basis from allowed working capital requirement on
opening receivables.

The McE in its written comments submitted that all these streams of other income relate to the
“distribution business” and all gains, or cash inflow, whether on disposal, scrap sales, markup
income, return on bank deposits, etc., must be actualized on the basis of actual proceeds received,
and adjusted in tariff.

The Authority has analyzed the submissions of KE and the comments of stakeholders and has
decided to adjust “Other Income” every year based on the audited accounts of K-Electric, with
treatment for various items as mentioned hereunder;

Donations

KE submitted that donations are not related directly to regulated activities of KE. ‘These are
typically voluntary and discretionary and are not a mandatory part of KE's business operations,
therefore, these should be funded from the Company's own expenses and not from consumers.

The Authority understands that these are voluntary/ discretionary payments and not mandatory
part of KE's business operations, therefore, no such cost should be passed on to the consumers.
Accordingly, while working out the O&M cost of KE for the FY 2023-24, the amount of donations
have not been included as part of O&M costs.

LD recovered from suppliers and contractors;

Regarding LDs, KE submitted that allowing LDs to be passed through in tariffs will reduce the
incentive for KE to manage its contracts efficiently.

The Authority has decided to allow KE to retain LDs from its contractors/ suppliers, only in case
the Authority does not allow any cost overruns/ time extensions etc., for the said works.
However, LDs recovered from IPPs/ captive suppliers as per their approved PPAs shall be
adjusted in tariff. Further, LDs charged by KE on its fuel suppliers, shall be passed through in
tariffs for such power plants, where KE has been allowed capacity charges, despite non-
availability of plant on such fuel.

(ain / loss on sales of Prope: lant uipment;

KE submitted that returns in tariff are based on the original cost of PPE rather than the revalued
amounts, therefore no loss/gain due to revaluation is passed on to the consumer in tariff. Due to
this fact, KE shall be allowed to retain gain / loss on sale of PPE. Furthermore, depreciation rates
used in the tariff for depreciation component also excludes the scrap value implying that any
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residual value realized on sale is not accounted for in the tariff computations. Moreover, this
would also incentivize KT to manage its assets efficiently as it would encourage KE to optimize
its asset portfolio, sell underutilized or obsolete assets and timely reinvest in more productive

assets.

18.10.The Authority has considered the submission of K-Electric and has decided that any gain on sales
of Assets, based on historical cost, after accounting for the salvage value, if any, shall be passed
on to the consumers as part of other income, as all assets are financed through tariff whereby, KE
is allowed to recover their cost through depreciarion. Moreover, K-Flectric is also allowed O&M

cost to efficiently maintain such assets.

18.11. The Authority also noted that in addition to RAB used for working out the RoRB, KE has certain
assets which are classified under assets held for sale/ investment property, which are not part of
KE's RAB for the FY 2023-24 e.g. Land for Datang coal power piant, plot located at Gulistan-e-
Johar etc. The Authority has decided not to adjust any gain on sale of such assets, as part of other
income, if K-Electric has not been allowed any return or depreciation on such assets either in the
current MYT or in the previous MYTs. However, if KE has been granted return or depreciation
on such assets, any gain on sale of such assets shall to be adjusted as part of other income. K-
Electric is directed to disclose the amount of gain, loss on sale of all assets, both on historical cost
and on revalued amounts, if applicable, in its audited financial statements and shall also
substantiate that it has not been allowed any return or depreciation previously on such assets,

which are not part of RAB.

Interest income / Return on Bank deposits

18.12.KE submitted that interest income is not derived from primary operations / regulated activities
of KE. It relates from KF's financial management and cash optimization strategies. It reflects how
the company manages its liquidity and excess funds, which is separate from the cost of providing
electricity. Therefore, KE shall be allowed to retain interest income on deposits.

18.13.The Authority understands that KE's submissions merit consideration, therefore, has decided
that interest income on deposits and return on bank deposits to the extent of allowed RoRB and
Depreciation, needs to be retained by K-Electric. However, interest income on deposits and
return on bank deposits, excluding interest income on amount allowed to KE for RoRB and
Depreciation, shall be passed on to the consumers as part of other income.

18.14.KE further submitted that it has to maintain significant balances in its: MCA accounts, which is
a binding obligation as per the underlying agreements. KE accordingly requested that income
from these accounts shall be allowed to KE to be retained as no adjustment in working capital
component has been requested on account of cash stuck under such MCA arrangements.

18.15.The Authority noted that while calculating other income of KE for the FY 2023-24, interest
income on MCA has not accounted for as part of other income, thus, no further adjustment on
account of MCA balances as part of working capital is required. It is however, pertinent to
mention that since KE is being allowed to retain income from MCA, and no adjustment in this
regard is being made in Other Income, therefore, any supplemental charges billed by CPPA-G to
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KE, shall not be adjusted against the amount of LPS. KE is directed to disclose interest income on
it MCA account senarately in its financial statements. ‘

Other interest Income

18.16.KE submitted that this includes interest income from delays in TDS payments and such income
should be excluded from tariff calculations, as KE incurs finance costs due to borrowings made
to cover payments while awaiting receipts of TDS payments. These arise due to KE's financial
management decisions and performance to which the consumer shall not be exposed, therefore,
these are requested to be excluded from tariff workings.

18.17.The Authority observed that KE shall not be allowed any cost arising out on account of delay in
tariff determinations/ adjustments and consequently delay in release of TDS claims of KE by the
GoP. Therefore, any interest earned by KE from the GoP on account of delay in release of TDS
shall also ot be captured through other income. However, any other income, service connection
income / new connection income etc., and collection income (E-Duty rebate, TV License fee,
Municipal Utility charges etc.) shall be adjusted as part of other income.

Gain / loss on hedging instruments;

18.18.KE has submitted that under the proposed cost of foreign debt mechanism, KE has not requested
any exchange gain / loss on hedged loans amounts (hedge item) except for hedging cost incurred
to enter into hedging arrangements being a prudent cost. Gain / loss on hedging instruments
offset the aforementioned gain / loss on hedging item, therefore, gain7 loss on hedging -
instruments shall be excluded from tariff workings to offset the gain/ loss recorded on hedged
itern.

18.19.The Authority observed that KE has been allowed hedging cost for foreign loans, the impact of
which has been included in the tariff, to be borne by the consumers. Therefore, any gain on
hedging instruments shall be adjusted as part of Other Income. However, any loss on such
account shall not be passed on to consumers and shall be borne by KE, as KE is required to manage
the hedge efficiently. Exchange gain/loss, on any other account, would not be accounted for, as
part of other income.

Liabilides written back / Assets written off/ Scrap Sales;

18.20.KE submitted that these arise due to KE's financial management decisions and performance to
which the consumer shall not be exposed, therefore, these are requested to be excluded from

tariff workings.

18.21. Regarding assets written off, the Authority considers request of KE reasonable and has decided
that assets written off would be KE’s own commercial decisions, for which consumers should not
be impacted. Accordingly, any scrap sale proceeds from such written-off assets shall not be
included as part of other income to the extent of value written off on historical cost basis.
However, if the amount of scrap sales exceeds the value written off on historical cost basis, the
excess amount shall be included as part of other income. Similarly, for liabilities written-back,
for which KE has already been allowed cost in the tariff, the same shall be included as part of

other income. _
A Q( 6/
L
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Penalties/ Demurrage/ Detention charges

18.22.KE has submitted that penalties are typically tne result oi non-compiiance or breaches of
regulatory or contractual obligations. They are not directly related to the operational costs of KE.
These are meant to hold the company accountable for failing to meet specific standards or

regulations.

18.23.8ince penalties are incurred to hold the company accountable for failing to meet specific
standards or regulations, therefore, passing on these costs to the consumers would undermine the
purpose of penalties. Hence, no such cost shall be passed on to the consumers. Accordingiy, while
working out the O&M cost of KE for the FY 2023-24, the amount of penalties has not been

included as part of O&M costs.

18.24. Regarding demurrages / detention charges, the Authority considers that these are not prudent
costs and as per practice does not allow any such costs, while processing the fuel cost components
of generation companies. In view thereof, the Authority has decided not to include the
demurrage / detention charges as part of O&M cost of K-Electric.

Late Payment Surcharge

18.25.KE in its working has not included Late Payment Surcharge as part of Other Income. K-Electric
submitted that in case of delayed payment by consumers, suppliers are paid by KE from its own
sources. Jt further mentioned that benefit of cost received from one person may not be passed on

to all consumers.

18.26.The Authority observed that in the matter of XWDISCOs, it has allowed them to retain the late
payment surcharge to the extent of supplemental charges billed by CPPA-G to each DISCO, on
account of delayed payments to CPPA-G. On the same analogy, the Authority has decided to
allow KE to retain late payment surcharge to the extent of supplemental charges billed to KE
from its power procurement sources, if any, except supplemental charges billed by CPPA-G. Any
amount in excess of such supplemental charges shall be included as part of other income. In case,
the supplemental charges exceed the amount of late payment surcharge, no adjustment shall be
allowed to KE for such excess supplemental charges.

18.27.Based on the above discission, the total Other Income of KE for the FY 2023-24 for both its
Distribution and Supply Functions, based on its un-audited accounts for the FY 2023-24 has been
worked out as Rs.11,336 million including amortization of deferred revenue. Accordingly, Other
Income for Supply function works out as Rs.6,240 million, subject to adjustment, once audited
accounts of KE for the FY 2023-24 are available. The amount of Rs.6,240 million has been
adjusted, while working out the total revenue requirement of KE for its Supply function for the

FY 2023-24.

Other income adjustment/indexation

18.28.0ther Income for future years would be based on actual Other Income as per the last available
financial statements, after making adjustments for different heads as discussed above. The same
shall be trued up as part of PYA, based on the audited accounts for the respective year during the
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20.2.

20.3.

21.

211

21.2.

MYT control period. KE is directed to ensure that all required disclosures are properly reflected
in its financial statements in order to work out the correct amount of other income.

Issue No. 17: Whether the request to share additional income from regulated business in the ratio
of 50:50 between XE and co is justified?

Issue No. 18: Whether the request to retain income which is not of re ivities e.g,
income from K-Solar, is justified?

. KT has subinitted that any income / revenue which is not part of regulated activities e.g. income

from K-Solar, shall not be passed through / form part of Tariff. Further, in case if Regulatory
Asset Base is simultaneously used for regulated business as well as any other activity without
impacting constmer services, the additional income shall be shared in the ratio of 50:50 between
KE and consumers.

The Authority noted that since KE is being allowed Return and Depreciation on its total RAB,
therefore, any additional income that arises, based on usage of such RAB for any activity other
than regulated business, should logically be shared with the consumers. However, passing on the
benefit of such income 100% to the consumers of KE, would not incentivize KE to enter into any
such activity. Therefore, the Authority has decided to allow sharing of such gains, if any, in the
ratio of 80:20 between Consumers and KE. Here it is pertinent to mention that since presently
uniform tariff regime is applicable in the country, therefore, any additional income would be
adjusted in KE’s tariff as part of Other Income, thus, lowering KE'’s tariff and consequently would
reduce the GoP subsidy towards KE. In view thereof, KE is directed to separately disclose such
income in its audited financial statements.

Regarding income from K-Solar, the Authority has decided that same shall not be adjusted,
however, in case KE’s RAB or any other resource is used by K-Solar, the financial impact of same.
shall be reported by KE separately, so that same is adjusted from KE’s Revenue or benefit is passed
On Lo consumers.

Issue No.16: Whether the request to allow Corporate Tax, WPPF a8 pass co
is justified?

KE in its Petition has submitted that currently, corporate tax and WPPF / WWF on overall
company level are pass through iterns within the MYT 2017-23. KE has proposed that considering
that legal structure will remain the same, corporate tax and WPPF / WWT shall be passed
through to consumers in Supply Tariff. However, going forward, in case of any change in legal
structure whereby a corporate tax and WWF / WFPPF is separately levied on distribution business,
same shall be passed through as done in case of other private entitles.

Regarding WWF, WPPF and Corporate tax, the Authority observed that KE is required to make
payments on account of these heads under the law as mentioned here under;

e
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Workers Profic Parricipagdon Fund
102, As per Section 3(1) of The Companies Profit (Worker' Participation) Act 1968 every
4 504 af ire profic to Waorker's Participation Fund. Extracts of Section 3of
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the above mentioned act is reproducad below:
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103. As per section 2 of che Companies Profit Worker' Participation Act 1968 “Profits” are
defined as follows:
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104, Extract of section 87C of Companies Act 1913 are as follows:
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Workers Welfare Fund

As per Section 4(1) of the Workers Welfare Fund Ordinance, 1971 every Company shall pay
2% of its profit to Worker's Welfare Fund. Extracts of Section 4 of the above mentioned act
is reproduced below:
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As per chapter 1{(4)}(i) of the Workers Welfare Fund Ordinance, 1971 “tocal income” is
defined as follows:
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71.3. Since these costs have not been included as part of the allowed O&M cost of K-Electric, therefore,
in case KT pavs anv such amount. it would be paving the same from its allowed returns, thus,
effectively reducing its atlowed RoE. The Authority also noted that in the matter of IPPs, the
WWE/WPPF payments are allowed as pass through items, as per their PPAs. Similarly, KE in its
previous MYT was allowed such costs as pass through.

21.4. In view thereof, the Authority has decided to allow corporate tax to KE as pass through, to the
extent of current tax paid after netting off all adjustable taxes (without the impact of deferred
tax) subject to provision of verifiable documentary svidences, and shall be allowed through
adjustment in tariff on annual basis as part of PYA.

21.5. Regarding WWTF and WPPF, the Authority has also decided to allow these costs as pass through,
on actual payment basis, as part of annual PYA, subject to provision of verifiable documentary
evidences, in the subsequent tariff adjustments. However, in case there is a policy decision not to
allow WWTF or WPPF as pass through costs in future owing to recent negotiations being carried
out with power companies, the Authority may consider to review its decision for KE as well.

22. Issue No.23: What would be the mechanism for adjustment of cost of open access, cross subsidy.
kegp'mg in view the opening of the markets?

22.1. KE has submitted that the units served for the purpose of tariff shall include both, units served
for regulated consumers as well as units served for non-regulated consumers and units served
adjustment and revenue requirement for Distribution segment to be passed on to Supply business
shall be caiculated accordingly. ' A

22.2. KE further submitted that Rule 5 (2)(c) of the Eligibility Criteria Rules 2023 notified by the
Government of Pakistan and Strategic Directive 88 of the NP recommends Use of System Charges
(UoSC) which includes wheeling charges, open access costs and cross subsidy to be recovered on’
uniform basis as the prevailing policy for applicable tariff is currently uniform across the country,
and subject to determination by Authority and these will be deducted at actual while calculating
the revenue requirement for regulated consumers in supply business.

22.3. In addition to wheeling charges, KE submitted that it is important to highlight that any bilateral
contract between a BPC and a Competitive Supplier must ensure grossing up of BPC demand to
account for the allowed level of technical losses as determined by NEPRA for KE’s Distribution
segment such that the total demand to be served by the Competitive Supplier for the respective
BPC is inclusive of the allowed losses determined by NEPRA for KE’s distribution network. Any
shortage or excess energy (imbalances) shall be recovered / adjusted from BPCs/Competitive
Supplier as per the applicable provisions of the regulatory framework and passed on to regulated
consumers. Moreover, in case wheeling of power involves another DISCO / NTDC network, KE
as part of its CTBCM Evaluation & Integration Plan currently under NEPRA approval, has already
requested clarity from NEPRA on treatment of losses in such cases.

22.4. Further, KE stated that cost of open access and cross subsidy or other charges recovered from
consumers pursuant to open access costs determined by NEPRA shall be recovered from
consumers as per the applicable framework and be adjusted as part of supply business tariff
adjustments.

i
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22.5. The Authority noted that any charges to be recovered by KE on account of open access, including
uee nfeustem charges. open access costs. cross subsidy, marginal price, or any other cost, as per the
applicable framework, would be adjusted in the allowed revenue requirement of KE.

23. Issue No. 20: Whether the request to allow for adjustment for additional costs/revision required
in tariffs pursuant to unbundling, is justified?

23.1.KE has submitted that if there is any legal unbundling in future, KE will file for one-time
adjustment for additional costs /revision required in tariffs pursuant to unbundling with NEPRA
for determination along with rarionale.

23.2.The Authority would consider this request of KE, once any such cost is incurred. Allowing or
disallowing any such cost would be decided after carrying out the required due diligence and
regulatory proceedings, keeping in view the principles of prudency.

24, Issue No. 19: Whether there is any cost/ benefit analysis of the requested tariff on domestic
consumers, industrialization and economic growth?

24.1.KE during the hearing submitted that pursuant to Uniform tariff policy, the applicable tariff for
consumers is based on the tariff cf XWDISCOs and incorporates the element of socio-economic
policy etc. Hence, KE tariff does not have any direct link with industrialization and economic

growth.

24.2.A cost reflective tariff for KE with appropriate returns comparable with other private sector
investors is necessary to ensure continued efficiency and performance improvements

24.3.Despite challenging operating environment, through investments of USD 4 billion into the
infrastructure since privatization, K& has improved generation efficiency and reduced T&D loses
which has resulted in decrease in tariff requirements by PKR 113 billion (Generation efficiency
annual impact of improvement from c. 30% in FY05 to 42.2% in FY23) and PKR 155 billion (T&D
losses reduction annual impact of improvement from 34.2% in FY 05 to 15.3% in FY23).

24.4.In addition, pre- privatization KE was being provided annually PKR 10 billion as operational
subsidy which has been completely eliminated. Hence, privatization and investments into KE has
financially benefited the exchequer.to explain the issue during the hearing.

25. Issue No. 21: Whether the request to allow unrecovered cost pertaining to MYT 2017-23, to be

included in the quarterly tariff adjustments to be filed is justified?

25.1.KE has requested that that any unrecovered cost pertaining to MYT 2017-23 shall be included as
unrecovered cost in the quarterly tariff adjustments to be filed.

25.2.The Authority considers that any cost pertaining to MYT 2017-23, if subsequently allowed to KE
by the Authority, would be allowed as part of PYA in the MYT Tariff of FY 2024-30. Here it is
pertinent to mention that the Authority vide decision dated 02.08.2024, allowed negative
adjustment of Rs.6,690 million for the quarter Apr. to Jun. 23 and decided that same will be
adjusted in the new MYT of K-Electric for the period from FY 2023-24 to FY 2029-30.
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Accordingly, the negative amount of Rs.6,690 million has been adjusted in the instant

determination as PYA,

26. Issue No. 22: Whether the terms and conditions of Tariff (for supply of power specific to each
consumer category) as proposed are justified?

26.1.KE during the hearing submitted that Terms & conditions of KE's tariff were last updated in
November 5, 2021 to ensure alignment with XWDISCOs. KE submitted to align terms &

conditions with XWDISCOs.

26.2.Considering Uniform tariff regime in the Country, the Tariff terms & conditions of KE shall be
aligned with XWDISCOs. Accordingly, the tariff terms & conditions for K-Electric have been
attached with the instant determination.

27. Issue No. 25: Whether there will be any claw back mechanism or pot?

27.1 KE during the hearing submitted that NEPRA has already proposed a mechanism to claw-back
the savings pertaining to T&D loss at the end of each year in invesunent plan approval.
Furthermore, KE has already requested to actualize cost of debt, working capital balances as per
standard limits, sent out and other income (excluding certain specific items) annually. Moreover,
KE has also proposed to share the gains beyond the CAP proposed in recovery loss mechanism.
KX requests that it be allowed to retain O&M gains as it is already amongst the DISCOs with low
O&M cost per unit.

27.2.The Authority understands that sharing mechanism for any savings is provided under each head
separately, therefore, no such mechanism is separately required.

28. Issue No. 03: Whether the request to all i on purchase of Power / Furnace oil /
Gas / RING / HSD etc. payable to Federal or Provincial Government, which are not of a
sthrough nature like input sales tax or claimable nature like withholding income as pass

through in tariff to enable XE recov: f t cost is justified?

28.1.KE has requested that in case of imposition of any stamp duty/taxes on purchase of Power /Furnace
oil / Gas / RLNG / HSD etc. payable to Federal or Provincial Government, which is not of a pass-
through nature like input sales tax or claimable nature like withholding income tax, shall also be
considered as pass through in tariff to enable KE recovery of prudent cost. Accordingly, stamp
duty/taxes shall be considered as part of the power purchase/ fuel cost (furnace oil/ Gas/ RLNG /
HSD cost). '

28.2.In case any taxes/ duty is imposed by the Federal/ Provincial government on purchase of Power /
Furnace oil / Gas / RLNG / HSD etc., which is neither adjustable like input sales tax nor claimable
like withholding income tax etc., and beyond KE’s control, the Authority would consider to
deliberate such costs, once these are incurred by KE and shall decide the matter based on the
principle of prudency and after following the due regulatory process.
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29. Issue No. 04: Whether the request to include units exported by consumer, above the units
consumad in a month. in toral sent out at applicable tariff rate and the related power purchase cost

be also included as power purchase cost is justified?

29.1.KE submirted that at present, it purchases the following from the net metering consumers in
accordance with NEPRA (Alternative and Renewable Energy) Distributed Generation and Net

Metering Regulations, 2015;

v Units / power exported by consurner, above the units consumed in a month, which are carried
forward to next period for adjustment against future consumption tilt the end of the quarter.
These are required to be purchased at the applicable tariff rate and are currently not included
in the sent out used for tariff variations determination; and

v Excess units / power at the end of quarter. These are purchased at notified National Average
Power Purchase Price and are currently included in the sent out used for tariff variations

determination.

29.2. KE has requested to include the surplus power purchased at applicable tariff rate from net
metering consumers, as per (i) above, in total sent out and the related power purchase cost be also

included in order to align the proposed MYT with actual power purchases.

29.3. The Authority noted that as per Net metering Regulations 2015, amended from time to time, the
Regulation 14, states that the kWh supplied by a Distributed Generator during peak hours shall
be net off against the kWh supplied by a Distribution Company during peak hours and the kWh
supplied by a Distributed Generator during off peak hours shall be net off against the kWh
supplied by a Distribution Company during off peak hours. Further, ir. case the kWh supplied by
Distributed Generator exceed the kWh supplied by Distribution Company, the net kWh shall be
credited against Distributor Generator’s next billing cycle for future consumption, or shall be
paid by the Distribution Company to the Distributed Generator quarterly. Although units
supplied in excess by a Net Metering Consumer are credited against Distributed Generator’s next
billing cycle for future consumption, however, the excess units supplied by the Distributed
Generator in any month are sold to other consumers in real time, therefore, the request of the
Petitioner to consider the excess units supplied by a Distributed Generator as part of total sent
out and the related power purchase cost to be also included in order to align with actual power
purchases seems justified. Accordingly, the Authority has decided that excess units exported after
Net Metering, shall be treated in same manner as of XWDISCOs and as being done presently in

case of K-Electric.

30. Issue No. 11: Whether the request to charge LPS linked with KTBOR and spread on energy dues
outstanding on Government entities, is justified?

30.1. KE requested that owing to delayed payments by government entities, XE has to incur significant
working capital cost. In this regard, KE, at various forums, including the Honorable Courts of
Pakistan has raised the issue of non-payment of energy dues by Government and related entities
and is also in continuous engagement with relevant departments in this regard, in addition to
continuous engagement with GoP and Government of Sindh (GoS) on release of outstanding
dues. However, despite these efforts, there have been delays from wvarious Government
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departments and entities, which have seriously constrained and continue to strain the working
canital position of Campany. and hence. KE should be compensated for the same accordingly.

30.2. Despite above issues, KE is not requesting cost of working capital pertaining to Government
entities under the proposed MYT for supply considering that these are being separately taken up
with Government.

30.3. In this regard, KE had earlier requested NEPRA to allow to include a mechanism in agreements
with GoS entities to enable KE to charge Late Payment Surcharge on outstanding energy dues
hiked with KIBOR plus a spread agreed among the parties. However, NEPRA did not allow the
same and directed to charge LPS as per Tariff terms which is one time charge of 10% that does
not fully compensate for the actual cost incurred due to delays / non-payment by the consumers.

30.4. Considering the situation of outstanding receivables from Government entities and departments,
KE requested NEPRA to re-consider KE's request and allow KE to charge LPS linked with KIBOR
and spread on energy dues outstanding on Government entities, so that KE can cover its working
capital cost from that LPS,

30.5. KE also highlighted that the matter of delayed / non-payment of TDS to KE is being pursued
separately by KE with GoP and a draft TDS Agreement has been initialed berween KE and the
GoP to streamline the payment of XE's TDS claims, which also includes a mechanism for mark-
up on delayed payments of TDS by GoP. KE remains in continuous engagements with GoP for
execution of the TDS Agreement, however, if the TDS Agreement does not materialize, KE would
request NEPRA to allow the same in tariff as it is a legitimate cost of business.

30.6. As per the notified tariff terms and conditions, KE shall ensure that bills are delivered to
consumers at least seven days before the due date, if any bill is not paid by the consumer in full-
within the due date, a Late Payment Surcharge (LPS) of 5% may be levied for next three (03).
days after the due date, and thereafter 10% LPS may be charged on the amount billed excluding
Govt. taxes and duties etc.

30.7. Further, the Authority approved the following amendments in the CSM dated 23.05.2024, as
under;

Sr. Description
CHARGING OF MARKUP:

If the request for installment of the current month's bill is made then:

i.  There shall be no markup or LPS if first installment is paid within the due date,

b lii. The remaining installments shall be paid with markup @ 14% (per annum) on pro-rata
basis.

Eii. This facility of installment shall be allowed only one time in any financial yesr,

iv.  The request for extension in due date for payment of bill sha!l be made before the due date.

v.  The DISCO shall generate computerized bills upon allowing installments and extonsions in
L duc date,

30.8. KE is therefore directed to charge LPS or markup on delayed payments as per the notified tariff
terms & conditions and relevant clauses of CSM.
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31. Issue No. 12: Whether the requests that upon implementation of CTBCM , and proposed central
dispatch, any imbalances relevant to demand of KE consumers (i.e., regulated consumers) or
dispatch of generation in KE system to meet the demand of CPPA-G system, which shall be

settled at the marginal price of the system or any other mechanism prescribed by NEPRA, be
allowed as pass-through in tariff under the Cost of Power, jis justified?

31.1. KE has submitted that recovery of Open Access Cost from eligible consumers/BPCs opting for
open market is necessary as the generation capacity for serving such eligible consumers/BPCs is
alveady installed/commiued and allewing eligible consumers / BPCs to procure power through
bilateral contracts or directly from the market without any mechanism for recovery of generation
capacity costs, would ultimately burden the regulated consumers.

31.2. In view of the above, KE understands that cost of open access charge will be determined as
directed in the National Electricity Policy 2021 and would be recovered from BPCs opting for
competitive markets and reduced from revenue requirement of regulated consumers.

31.3. Moreover, as per the CTBCM design, any imbalances (i.e., energy drawn beyond the bilateral
contract are to be settled at the prevailing marginal price of the systemn for that particular hour.
Accordingly, KE requests that upon implementation of CTBCM and proposed central dispatch,
any imbalances relevant to demand of KE consumers (i.e. regulated consumers) or dispatch of
generation in KE system to meet the demand of CPPA-G system, which shall be settled at the
marginal price of the system or any other mechanism prescribed by NEPRA, be allowed as pass-

through in tariff under the Cost of Power.

31.4. The Authority has decided to accept the request of KE to allow settlement of imbalances, if any,
as per mechanism prescribed by the Authority and any such cost/ benefit to be treated as pass-

through in tariff.

32. Issue No. 25: Whether KE's request to allow cost of SBL.C provision on a basis, with a cap of
1.5% on SBLC amount, to its exdsting as well upcomin er es, is justified?

32.1. KF has requested thar as part of payment security, SBLC is required to be provided for purchase
of power from its existing IPPs including SNPC, STDC, FPCL and Lucky. Furthermore, it will
also have to provide SBLCs in future to upcoming power sources pursuant to new Power purchase
agreements. Accordingly, cost of SBLC provision may be allowed on actual basis, with a cap of

1.5% on SBLC amount to allow prudent recovery of cost.

32.2. KE also submitted that it has also provided payment security in the form of escrow arrangement
to its existing IPPs and is expected to provide similar arrangement to CPPA and other upcoming
IPPs in future under their respective power purchase agreements. Accordingly, KE requests that
expenses incurred in this regard may also be allowed on actual basis to KE.

32.3. The Authority in line with its decision for other entities has decided to allow cost of SBLC to KE,
which shall be capped 1% of the SBLC amount, subject to downward adjustment based on actual
cost. KE shall provide all the required verifiable documentary evidences along-with proper

working/calculations and justifications for such costs.
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33. Issue No. 13: Whether the proposed mechanism of monthly, quarterly and annual adjustments
of various tariff components including retail marpin, recovery loss, working capital, impact of

actual vs allowed T&D losses, other income etc., is justified?

33.1. According to KE, base tariff for supply consumers will include Cost of Power (EPP, CPP and
others), transmission and Distribution network charges and supply tariff components. Annual
revision and filing of tariff table will be done prior to the end of fiscal year which will set the
basis for reference for calculation of monthly and quarterly variations to be recovered as follows:

Monthly Variatiop

v’

Monthly Fuel Charge Adjustment - to account for changes in Fuel cost, on monthly basis
as compared to Reference fuel cost i.e. projected fuel cost requirement of corresponding
month (on units served)

Quarterly Variations

33.2. These include unrecovered costs as given below:

v Adjustment to recover/ pass on actual Cost of Power (less fuel), Distribution, Transmission
and Supply charges based on actual units billed for the month as compared to Reference
cost i.e. projected Cost of Power, Distribution, Transmission and Supply charges of
corresponding quarter;

v" Impact of Distribution losses on FCA, not covered in Monthly FCA;

Impact of Cost of open access & cross subsidy charge;

v" Impact of other adjustments and passthrough items such as Corporate tax, WPPF and WWF
(to be claimed in the quarter in which payment made};

v" Impact of annual adjustment of unrecovered cost pertaining to Transmission, distribution
and Supply business, to be computed on annual basis and claimed in Q1 of subsequent Fiscal
year; and (based on audited accounts)

¥" Impact of any amount of FCA not passed on to consumers as per NEPRA/ GoP directives.

v" Adjustment for recovery of costs from BPC consumers under open market including open
access cost and cross subsidy.

Annual Adjustments

33.3. These include Annual adjustments pertaining to the following:

¥ Adjustment for over / under recovery of retail margin and recovery loss components due

to actualization of revenue and revision in recovery loss target for each year.

v Adjustment for over / under recovery due to actualization of working capital requirement

based on standard credit period at each year end.

¥ Adjustment for over / under recovery due to variation in sales mix on account of category

wise rates, T&D losses, units billed, other income and other expenses which are proposed

MEPRS
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to be pass through at actual in tariff and sharing of other income to be adjusted annually

throngh annuzl adiusrments,
3
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33.4. Actual Sent outs at actual loss may be considered instead of allowed loss target.

33.5. During hearing KE submitted that to ensure recovery of all prudent cost and return the excess
recoveries made if any, quarterly and annual Adjustment mechanism proposed by KE includes
adjustments to account for:

v" quarterly variation in £1BOR Lo timely recover working capital cost;
v" impact of distribution losses on quarterly basis on FCA as allowed in previous MYT;

v" variation in revenue requirement of recovery loss and retail margin due to actualization of
revenue;

v" variation between projected and actual units billed considering these are beyond KE's
control;

v" variation in working capital costs due to annual adjustments and actualization of current
assets / liabilities balances at year end to account for any over / under recovery;

¥" sharing / passthrough of other income / expense incurred during the year;
v" changes in recovery loss target due to variation sales mix beyond KE’s control; and

v" annual adjustment due to variation in transmission & distribution losses should be done
annually considering seasonal variations.

33.6. The submissions of KE have been analyzed. The Authority has prescribed adjustment mechanism
under each head of Revenue Requirement as mentioned in the instant determination. For
remaining heads, the adjustment mechanism is as under;

Monthiy Fuel Charges Adjustment

Formula

Fuel charges/cost adjustment= Actual FCC - Ref. FCC
Where:

o Fuel Charge/ Cost adjustment is the difference between actual and reference fuel cost
component

e Actual fuel cost component (FCC) for a particular month is worked out by dividing fuel cost
of all power plants of KE’s basket including external power purchases, which were operated
in the month, including impact of any previous adjustments and PPA/PPAA/SLA factors, if
applicable, by their total generation sent cut during the month.

s Reference fuel cost component is the fuel cost component for the corresponding month
projected for the purpose of tariff determination.
W2
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» The fuel charge/ cost adjustment determined by the Authority shall be shown separately in
the hille of consumers and the billing impact shall be worked out on the basis of consumption
billed to the consumers in the respective month.

e TFor the purpose of calculation of monthly FCAs, the actual fuel cost component shall be
adjusted up-to the allowed level of T&T (Transmission) loss target on accumulative basis
for the year.

» The impact of Monthly references vis a vis recovery of annual average rate in schedule of
tariff would be allowed as part of PYA along-with impact of T&T losses, if required based
on allowed target.

Quarterly Adjustment
The quarterly adjustments, include variation of;
i. Capacity Charges
ii. Transmission Charges
ili. Variable O&M
iv. Distribution losses impact of FCA
Formula for adjustment
Quarterly PPP (Adj.) = PPP(Actual) (excluding Fuel cost)- PPP(Recovered) (excluding Fuel cost)
Where;

e PPP(Actual) is the cost other than fuel cost, as determined by the Authority for KE's own .
power plants and transmission network, plus cost of power purchases (excluding fuel cost)
from external sources, based on the Authority’s approved rates, including cost invoiced by
CPPA-G to KE, adjusted for any cost disallowed by the Authority.

e PPP(Recovered) is the amount recovered based on reference rate in Rs./kWh, other than
fuel cost, as per the tariff determination that remained notified during the period based on
allowed level of T&T Losses.

¢ Impact of Distribution losses on FCA = Monthly FCA allowed (Rs./kWh) x (Units served
allowed as per FCA x allowed % of Distribution losses)

Where;

Monthly FCA allowed (Rs./kWh) is the FCA allowed by the Authority for the respective
month.

s Distribution Loss % is percentage of Distribution losses that remained notified during the

period.
o'
48,44
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» The sum of amounts so worked for each month of the Quarter shall be divided by the
Prajected units ra be sold for the period in which recovery of the quarterly adjustment is o
be made, as determined by the Authority, to work out Rs./kWh Quarterly adjustment.

» KE basket means KE own Generation including external power purchases

e For the purpose of assessing recovery of PPP, the impact of units sold on marginal cost,
under any incentive / incremental consumprion / winter package etc., as notified from time
to time, shall be dealt with as per the mechanism provided in the relevant determination of

such incentive / incremental consumption package.

PYA adjustment

¢ Under / Over Recovery of allowed Distribution & Supply Costs / allowed PYA / allowed
Quarterly adjustments.

e Annual adjustment due to actualization of tariff components as mentioned under the
relevant head in the instant determinations

¢ Adjustment for FCA not passed on to certain categories.

* Any variance due to change in Sales Mix.

e Corporate tax, WWF, WPPF.

» Cost of open access and cross subsidy charge.

e Cost relating to MYT FY 2017-23, if allowed subsequently.

s Sramp duty / taxes on Fuel & power purchases, if allowed by the Authority.

Issue No.08: Whether the request to allow recovery loss based on yearly recovery loss % targets,

to be adjusted annually due to change in sales mix, and variation in amounts billed to consumers
along-with the floor and cap mechanism is justified?

KE submitted that the recovery losses are genuine and legitimate cost of power supply businesses
and should be considered while setting cost reflective tariffs. This has also been endorsed by
National Electricity Policy 2021 promulgated by GoP which clearly states in subsection 5.3.2: "So
as to ensure and put in place efficient tariff structures for sufficient liquidity in the power market,
the target for losses and collections shall be revisited by the Regulator, in order to align the same
with the current market realities. These targets shall be reflected in the determinations of the
Regulator. Moreover, timely recovery of bad debt that is prudent shall be allowed by the
Regulator with the incorporation of facilitative provisions in the regulatory framework as per
industry practices and procedures”.

KE believes that the most viable regulatory measure is a recovery gap allowance approach,
encouraging improvement over time. In the absence of this approach, tariff is not cost reflective
and may result in solvency issues for the supply business. Further, it is imperative to note that,
unlike other XWDISCOs, XE is not financially supported by the government, therefore, non-
provision of recovery gap allowarice, which is a genuine cost of business reflected in the form of
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provision for doubtful debts in the financial statements, would significantly impact its ability to
meet ite service obligations. To improve the recovery of outstanding dues, KE follows a
disconnection policy and regular reviews of receivable balances with rigorous follow ups through
different means including SMS reminders, follow-up calls or disconnections. With targeted
recovery initiatives and introduction of various recovery schemes for collections from non-
paying consumers as listed above, KE's recovery ratio has improved over the current control
period from 88.5%in FY 2016 to 92.76% in FY 2023.

Since KE is not financially supported by the GoP, unlike XWDISCOs, and non-provision of
recovery gap allowance will significantly impact KE's ability to achieve future targets and execute
its investments plans, therefore, keeping in view the ground realities and sociceconomic
environment in which KE operates, KE requests the Authority that the tariff should be based on
the allowed recovery loss trajectory and KE should be compensated for legitimate costs related
to recovery loss. In view of the environment in which KE operates and the challenges that it
faces, KE requested NEPRA to have a realistic assessment of the benchmarks.

In view thereof, KE, for the purpose of calculation of base tariff, requested that Recovery loss
component shall be included based on amounts actually billed to consumers (including taxes paid
on billing basis) and year on year recovery loss % for the next control period of FY 2024 to FY
2030.

KE further submitted that recovery loss % being requested, notionally assumes 100% recovery
from Public Sector Consumers. Although there are delays in recovery from PSC consumers
coupled with delays in release of Tariff Differential Subsidy (TDS) by the Government, the same
is not being requested as it is separately being taken up with Government entities and
departments. In case, the agreements with Government to streamline payment modalities do not
materialize, KE reserves the right to request NEPRA for adequate compensation due to
nonpayment/delay in payments by Government entities.

KE mentioned that recovery ratio % for the proposed control period as given below, has been
projected assuming macroeconomic factors under a stable economy and a projected sales mix.

Recovery loss target for each year

v" KE proposes following recovery loss % targets to be taken as measure of KE's performance for
the proposed control period FY 2024— FY 2030:

Category FY 2024|FY 2025| FY 2026| FY 2027| FY 2028\ FY 2029|FY 2030
ﬁfﬁ Commercal 87.25%| 88.12%| 88.87%| 89.74%| 90.55%| 91.40%| 92.22%
Industry 100%| 100%| 100%) 100%|  100%|  100%|  100%
PSC 100%| 100%| 100%| 100%| 100%| 100%|  100%
Overall Recovery Ratio | 92.76%| 93.20%| 93.64%| 94.12%| 94.58%| 95.08%| 95.48%
Recovery Loss 724%| 6.80%| 6.36%| 5.88%| 5.42%| 4.97%| 452%

v" The above recovery loss 'percentages have been projected based on the sales mix given below:
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! Category FY 2024!FY 2025 FY 2026 FY 2027 FY 2028 FY 2029 FY 2030

{Residential, Commercil N L A e e

and ouners ; . )

Industry 36%|  36%] 37| 37| 6%,  36%|  36%

PSC 7% % 6% 6% 6% 6% 6%
Total 100%| 100%| 100%| 100%| 100%| 100%;  100%

Recovery loss target revision Mechanism due to change in sales mix

v" KT stated that current projected trajectory of Recovery loss as given above is based on current
consumer mix and growth assumed therein. In case, if the sales mix changes due to any reason
including lower industrial sales or moving out of BPCs, the overall recovery loss will be
impacted. Since the same is uncontrollable for KE, therefore, any gain or loss arising due to
change in sales mix shall be adjusted in tariff to ensure recovery of prudent cost by KE. In this
regard and as illustrated below, proposed mechanism for revision of yearly Recovery losses
targets is given, which will be calculated annually as part of annual adjustments:

. . Amount Amount Recovery
Description Legend Unit Billed Recovered Loss Comments
Allowed Recovery Loss
Residertial, Commercial -
ard others A PKR M 406,116 356,812 87.25% Projected
Industry B PKR Min 259,411 261,223 100.00%| Revenue
PSC C PKR Min 49,31 49,659 100.00%
Total D=A+8+C PER Min 714,846 667.695 7.24%
Allowed Recovery Loss
Resigenrial, Commercial
ard others E PKR Min 492,645 429,839 87.25% Actual
Industry F PKR Min 189,79 189,479 100.00%| Reverme
P5C G PKR Min 75,92 75,792 100.00%
. ) Revised
l Total H=E+F+G! PKR M 757,916 695,110 8.299% | Recovery Loss
i
l 1 arget

Reference for FY 2024

v Considering the reference revenue requirement and Recovery loss target for FY 2024, KE
requested an amount of PKR 46,063 million on account of recovery loss, translating into PKR
2.8783/ kWh for the year FY 2024. As per KE, the same which would be adjusted based on
actual consumer revenue including revenue from wheeling consumers' and revised recovery
loss targets for each year.

Revised references for next year

v Projected recovery loss requirement will be provided for next year based on projected
references with annual reference setting request prior to the close of financial year.

Annual Adjustment mechanism- (Cap and floor mechanism)

34.7. KE further stated that in view of the current worsening economic situation due to drastic change
in macroeconomic factors such as hyperinflation (inflation above 20%), economic slowdown
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than 7-8%), political instability, unrest and increase in tariff and imposition of additional taxes
that results in consumer tariff increase bevond CPI), significantly impacts the propensity of the
consumers to pay. Similarly, force majeure situations such as COVID-19 also impact the
operational performance significantly.

All these external factors/events (referred to as extreme uncontrollable events) result in
unavoidable operational and financial implications beyond absolute control of KE which makes
the supply business segment unviable. Hence, to ensure viability of supply business and to restrict
the risk exposure {in case of extreme uncontrollable events) and windfall gain. cap and floor
mechanism is being proposed.

The floor is the maximum amount of recovery loss that KE should be exposed to, given the
extreme impact of uncontrollable factor. The floor is proposed to be equivalent to rerail margin
being petitioned i.e. 1.5% from the recovery loss target requested for that year. For example, the
floor for FY 24 would be 8.7%. In case actual recovery loss is greater than the floor, the difference
between actual recovery loss and the floor would be allowed as an unrecovered cost.

The cap is the maximum amount of recovery gain that KE should be allowed to retain in case of
favorable macro-economic factors. The cap is proposed to be the same as retail margin i.e. 1.5%
from the recovery loss target requested for that year. For example, the cap for FY 24 would be
5.7%. In case actual recovery loss is lower than the cap, the difference between actual recovery
and the cap would be deducted as an over recovery of cost. No adjustment would be required if
actual recovery loss is between or equal to the floor and cap with the risk of gain / loss with KE.

Through this mechanism, it is proposed that the upside returns and downside risks of operating
the supply business are managed whereby in case KE beats the recovery ratio target, the benefits
are capped to the limit of 1.5% (equivalent to retail margin) denoted as return ceiling. Similarly,
in case an unforeseen / external event hampers the recovery efficiency of KE, the downside risk
is also limited up to 1.5% of the allowed recovery loss target for the relevant year denoted as risk
floor. o

KE requested that under / over recovery of recovery loss component due to actualization of
references and abovementioned cap and floor adjustment, at each year end, for the year ended
shall be calculated and included in Annual Adjustments.

The MoE in its comments submitted that drop in Recovery Ratio in FY24 should not mean that
all gains made in previous years can be nullified since investment in infrastructure has been made
during the previous MYT. The Recovery Ratio dropped in FY24 to 92.8% and does not recover
to FY22 levels until FY29. The Recovery Ratio should be estimated through a high watermark of
either FY22 or FY23. Using High Watermark of FY23 with a Recovery Ratio of 96.7% as
benchmark, Recovery Loss allowance reduces to Rs.1.41 / kWh (from Rs.2.88/kWh). Increase in
commercial losses should be benchmarked against efficient DISCOs to arrive at reasonable
targets. In addition, the Authority should set specific commercial loss reduction targets for KE
while simultaneously reducing the doubtful debt write-off cap through the control period. Given
the technological context of today, the Authority may also consider revisions to the consumer
service manual that could allow better customer identification (similar to the 'Know Your
Customer’ procedures prescribed for the banking sector) and facilitate the association of an
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electricity connection with an individual instead of a property or premises. Distribution
companies including KE also need to be given adequate legal recourse to address electricity theft,
delayed bill payment and illegal electricity connections.

The submissions of K-Electric have been analyzed.

The Authority noted that in previous MYT 2017-23, K-Electric was not allowed any provision
on account of recovery loss, rather was allowed actual write-offs, after fulfilment of a prescribed
criteria. An analysis of KE's actual recovery ratios during the previous MYT suggest that XE has
not been able to achieve a recovery ratio of 100% in any year, as detailed below;

Actual Recovery ratios as reported by K-Electric in Previous MYT

Category FY16 | FY17 { FY 18 . FYi9 | FY20 | FY21 | FY22 | FY 23
Domestic, Commercial & Others 83.30% | 83.20% | 86.80% I 89.50% | 91.30% | 91.00% | 91.90% [ 87.24%
indusery 99.40% | $9.70% | 100.00% | 100.30% | 94.50% ! 100.30% } 100.30% | 99.94%
PSC 80.80% | 98.40% | 89.60% ! 88.00% | 88.20% ; 98.10% (110.40% |100.82%
‘Overall Recovery Ratio (%) 88.50% | 90.609% | 91.00%  92.60% | 92.10% | 94.90% | 96.70% | 92.76%

Even if recovery from PSC is assumed @100%, still the recovery ratio remains below 1009, as
depicted hereunder;

| Description [ FY16 | Fy17 | FY1s | Fvis | Fv20 | Fv21 | FY22 | FY23 |
[Recavery ratic assuming PSC 100% | 91.03%] 90.76%| _92.26%| 93.92%| 93.34%[ 95.04%| 95.82%] 92.71%]

K¥’s actual recovery on average during the MYT period, as reported by KE and reproduced
hereunder, remained at 92.9% i.e. short by 7.10%, having a total impact of around Rs.122.77

billion;

PKR Million
Provision
Expense
FY 17 168,845 150,849 17996 . 89.3% 6,195 14,313 -
CEvigs 181974 166,019 15,954 91.2% 3,371 13,843
T TRv1s " 188,376 175,525 12,851 93.2% 4,050 13,223 -
T 204,863 189,683 15,180 52.6% 7,482 13,964
FY 21 261,618 247,375 14,243 94.6% . 16080 . 157437 ..
Frzz 309664 295518 14,146 95.4% 14,489 19,330
_Fra3 410,776 . 378373 32404 - . 92.1% - ... 16,264 - .. - 129,180 1"
Total 1,726,]:§ﬁ 1,603,343 122,773 92.9% 67,902 119,605

On the other hand, the write-off claims submitted by KE are around Rs.76 billion, including -
additional claims. This figure represents around 4.4% of the revenue billed. Consequently, KE
has absorbed a financial burden of approximately Rs.43 billion, based on these write-off claims.
The actual amount could be higher, subject to the final determination of the write-off claim by

the Authority.

The Authority also considering the fact that FY 2023-24 has already lapsed and FY 2024-25 is
almost 10 months gone, also obtained KE’s actual recovery ratios for the FY 2023-24 and FY
2024-25, As submitted by KE its actual recovery for the FY 2023-24 remained at 91.50%, whereas
TY 2024-25 is expected to close at 90.50%. The financial impact of under recovery of 8.50% for
FY 2023-24 and 9.50% for FY 2024-25, as reported by KE, is around Rs.40 billion and Rs.57 billion
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respectively. The Authority noted that return allowed to KE for its distribution function is
around Rs.21.6 billion, meaning thereby that effectively KE would be incurring losses for the
first 02 years of MYT, if no recovery loss is allowed 1o KE. This may compromise the financial
viability of the company, which is neither in the interest of the consumers nor power system as
whole,

The Authority also noted that in case of XWDISCOs, although no recovery loss has been allowed,
however, it is also a fact that the Federal Government under Section 31(8) of NEPRA Act has the
power to levy surcharges, 1o offset the inefficiencies of XWTDISCOs arising from high losses and
under-recoveries. However, no such option is available with K-Electric as it can only charge the
regulated tariff.

The Authority further observed that recently formulated National Electricity Policy 2021
(“NEP”), also envisages that target for collections needs to be revisited and aligned with the
current market realities, as mentioned below;

“The distribution segment is the interface of the entire sector with the consumers of electricity.

The financial viabillty of the entire sector is premised on the efficient operations of the

distribution system and timely recoveries from consumers. Th2 existing operations have resulted
in non-recovery of costs determined by the Regulator (in addition to operational costs over and
above the revenue requirement determined by the Regulator), leading to accumulation of
circular debt, thus threatening the sustainability of the entire sector.

So as ro ensure and put in place efficient tariff structurer for sufficient liquidity in the power
market, the target for losses and collections shall be revisited by the Regulator, in order to align
the same with the current market realities. These targets shall be reflected in the determinations
of the Regulator. Moreover, timely recovery of bad debu that is prudent shall be allowed by the
Regulator with the incorporation of facilitative provisiors in the regulatory framework as per
industry practices and procedures.”

International precedents also suggest that 100% billing recovery is generally not mandated.
Instead, regulators allow for reasonable bad debt provisions and encourage utilities to improve
collection efficiency through performance targets and incentives, While high recovery rates are
desirable, regulators balance this with the realities of consumer behavior, economic conditions,
and operational challenges, allowing for flexibility in recovery targets.

Regarding mechanism to allow recovery of bad debts, the Authority observes that the relevant
provisions of the NE Policy and NE Plan regarding the targets for collections and recovery of bad
debts are as under:

NE Policy

“5.3.2 So as to ensure and put in place efficient tariff structures for sufficient liquidity in the
power market, the target for losses and collections shall be revisited by the Regulator, in order to
align the same with the current market realities, These targets shall be reflected in the
determinations of the Regulator. Moreover, timely recovery of bad debt that is prudent shall be
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allowed by the Regulator with the incorporation of facilitative provisions in the regulatory
framework as per industry practices and procedures.”

NE Plan

"SD 31 DISCO's shall initiate the process to reduce the bad debt on account of permanently
disconnected consumers through mobilization of recovery initiatives, comprising of
representatives from respective local & provincial governments / entities and law enforcement
agencies. Accordingly, following procedure shall be adopted for claiming of write-off:

a) the claim shall be applicable for the default amount of a permanently disconnected
consumer that may not be recovered through all efforts possible;

b) the age of such non-recovery is over three (3) years.

Provided further, in case the recoveries of bad debt from the respective defaulters may not be
retrieved, the DISCOs shall claim for write-offs from the Regulator within six (6) months from
the declaration of receivables as bad debt."

Further, the clause 6.1.3 of the NE Policy provides as under:

"The National Electricity Plan shall provide guidelines, implementation mechanisms and tools
for the realization of the policy goals for the power sector. [t will entail high level 1asks, timelines
and respousibilities of respective sector entities to meet policy directives. Pursuant to the
National Electricity Plan, the Government may issue specific frameworks to facilitate
implementation in a particular sub-sector. Any provision of the National Electricity Plan that is
inconsistent with the National Eleccricity Policy shall be void." (Emphasis Added)

From the reading of the above provisions, it is clear that the NE Policy only required the regulator
to incorporate facilitative provisions in the regulatory framework as per industry practice and
procedure for timely recovery of bad debt. Therefore, the policy laid down a broad principle but
left the finer detail regarding mode and manner of recovery of bad debts for the regulator to

decide.

The NE Plan while restricting the clear provision of the NE Policy, provided that for recovery of
bad debts, DISCOs shall claim write offs from the regulator. This prima facie is a clear
inconsistency between the NE Policy and NE Plan and as per clause 6.1.3 of NE Policy, the
strategic directive 31 to the extent of limiting the mode and manner of recovering bad debt by

way of claiming write off from the regulator is void.

It may also be considered that determination of tariff is the exclusive domain of the Authority as
per the NEPRA Act. This legal position has been settled by superior courts in numerous
judgements. Further, section 14A(4) of the NEPRA Act provides that NE Plan, as approved by
the Federal Government has to be in accordance with the NE Policy as approved by CCI. As per
the provisions of NEP, those provisions of the NE Plan will be applicable which are not
inconsistent with the NE Policy. Therefore, it is the sole prerogative of the Authority to decide
the nature of the facilitative provision regarding recovery of bad debts in the regulatory

framework as per the Act and NE Policy.
s Q
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Further the NE Policy does not require write off mechanism as a mean to recover bad debts.
Similarly. without prejudice to the above, the NE Plan does not require the company to write off
the bad debt to be a pre-condition for setting recovery targets at less than 100%, nor does it
require write off for upward or downward adjustment after the respective period. The NE Policy
only requires that a facilitative provision of “timely" recovery of bad debt that is "prudent” may
be incorporated in the regulatory framework "as per industry practices and procedures”.

Furthermore, it can also be argued that SD 31 is an enabling provision to address the writing-off
the amourt of existing had debts, only for XWDTSCO. and it no way impinge upon the right and
obligation of the Authority under NEP to provide facilitative provisions in the regulatory
framework for recovery of bad debts. This is further strengthened with the conjunctive reading
of the SD 26 of the NE Plan with clause 5.3.5 of the NE Policy, which provides that a strategic
roadmap shall be signed between XWDISCOs and MOE for recovery of bad debt through write
off.

In view of the above discussion, and to ensure sufficient liquidity in the power market, and to
align the collection targets with current market realities, the Authority has decided to allow
recovery loss to K-Electric as per the following targets for the MYT control period from FY 2023-
24 to FY 2029-30;

Recovery Targets for K-Electric during the MYT Cortrol period

FY 2023-24 | FY 2024-25 | FY 2025-26 | FY 2026-27 | ¥Y 2027-28 | FY 2028-29 | FY 2029-30
93.25% 93.60% 94.40% 93.19% 95.70% 96.10% .96.50%

The detailed mechanism for allowing recovery loss / bad debt al%\w@nce (Provision for
impairment against debts considered doubtful for the year) during the MYT Control period and
its actualization shall be as follows:

For the purpose of allowing recovery loss in the reference tariff:

the allowed recovery loss percentage shall be applied on the determined revenue (or billed
revenue, if available) for the respective financial year. The calculated recovery loss amount will
be made part of the determined revenue requirement.

At the end of each financial year, the recovery loss amount will be reconciled for adjustment
with the actual recovery loss amount/bad debt allowance (Provision for impairment against
debts considered doubtful for the year}, as detailed below;

For the purpose of annual adjustment:

{a) At the end of each financial year, the gross amount billed to consumers during the year,
excluding billing made to hook / unmetered connections, if any, as reported in the audited
financial statements (referred to as Consumer Revenue) shall be considered, and following
adjustments shall be made in that amount:

» Include billing which is due to be recovered from consumers during the year including
any amount which was previously deferred on GoP / NEPRA directives or any court

M"% 55/7 [

order;
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« Exclude billing which is not due to be recovered from consumers during the year
including anv deferment on GoP / NEPRA directives or any court order; and

s Excludes taxes, duties, surcharges or fees etc., which are not part of KE's revenue.

(b) The allowed recovery loss percentage shall be applied to the Consumer Revenue worked
out as per (a) above to calculate the maximum recovery loss amount to be allowed subject
to adjustment as given below;

(c) Actual recovery loss ratio of KE due to non-recovery of bills rom consumers during the
year, calculated based on Consumer Revenue worked out as per (a) above, and gross amount
collected from consumers including collection from hook / unmetered connections, as
reported in the audited financial statements shall be considered. Provided that, while
calculating the gross amount collected, recovery from Public Sector Consumers (PSC) shall
be taken as 100% and accordingly corresponding adjustments (positive or negative) for the
PSC recovery shall be made. The actual recovery loss ratio shall be applied on Consumer
Revenue worked out as per (a} above to calculate the actual recovery loss for the year

(Actual Recovery Loss).

(d) In addition, provision for impairment against debts considered doubtful (excluding any
provision for PSC billing and billing made to hook / unmetered connections) as reported in
KE's audited financial statements for the year shall also be considered.

KT shall be liable to reflect each of the above required information, including billing made to
hook / unmetered connections, if any, separately in its annual audited financial statements.

The lower of the amount of (b), (¢) and (d) above shall be compared with the recovery loss
amount allowed in the reference tariff and required adjustments shall be made, subject to a cap
based on allowed percentage recovery loss target. For clarity purposes, if the amount of
recovery loss allowed in reference tariff is higher than the lower of (b), (c) and (d), the
difference shall be deducted as part of PYA. Similarly, if the amount of recovery loss allowed
in reference tariff is lower than the lower of (b), (¢) and (d), the difference shall be allowed as

part of PYA.

In addition to the adjustments as explained in (e}, in case KE outperforms the allowed yearly
recovery target, the entire impact of such operational efficiency shall be passed on to the
consumers and KE should not be allowed to retain any such gains. These gains shall be adjusted
as part of annual adjustment. No adjustment shall be allowed to KE in tariff for non-

achievement of yearly allowed recovery targets.

Here it is pertinent to mention that for the purpose of assessment of KE's Supply of Power Tariff
for the FY 2023-24, the information as submitted by KE has been relied upon. In case of any
variation, error, omission or misstatement/ misrepresentation observed at a later stage, KE shall
be held responsible for the consequences arising out of such misstatement/ misrepresentation,

Lo Q(
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under NEPRA Act and its Rules & Regulations, and any adjustment will be made accordingly, if

requrired,

Order

In view of the discussion made in preceding paragraphs and accounting for the adjustments
discussed above, the allowed revenue requirement of the Petitioner, for the FY 2023-24, to the
extent of its supply function is summarized as under;

 Aecoinst Supply
I Description unit Allowed
Setouts GWHs 17,768
K.E System 7471
Power Purchase 1,758
CPPA-G §,538
T&T loss %] 0.75%|
Distribution ioss (%] 13.,90%
Total TRD loss (%] 14.55%
Total T&D toss [GWh] 2,584
Units Sald {Gwh] 15,183
Power Purchase Cost Rs. Min 528,646
Fuel Cost 282,059
Own Generation 118,605
Power Purchases . 27914
CHPA-G 135,54¢
Variable O&M 9,383
Own Generation 3,831
Pawer Purchases 2,587
CPPA-G 2,965
Capacity Charges 193,756
"Own Generation 73,596
Power Purchases 16,190
CPPA-G 103,971
Transmission Cost 43,447
ﬁVire Business Cost
Supply Margin’ ' 34,681
0&M Cost - 5911
Working Capital {1,244)
Recovery Loss 36,253
Gross Margin 40,921
Other Income {6,240)
i Net Margin 4,681
[Prior Year Adjustment (PYA] {6,690)
lTotaI Revenue Requirement ]
Average Tariff
Power Purchase excluding Transmission Cost | Rs./kWh 31.96
Transmission Cost Rs./kWh 2.B6
Distribution Cost Rs./kWh 331
Supply Margin . Rs./kwh | 2.28
Brior Year Adjustment {PYA} Rs./kWhy  {0.49)
Total Average Tariff Rs./kWh 39.97

58 /7é
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37. The Petitioner shall be responsible;

v

to provide supply services within its service territory on a non-discriminatory basis to ail the
consumers who meet the eligibility criteria laid down by the Authority.

To make its system available for operation by any other licensee, consistent with applicable
instructions established by the system operator.

To follow the performance standards laid down by the Authority for distribution and
transmission of electric power, including safety, health and environmental protection
instructions issued by the Authority or any Governmental agency [or Provincial Government;

To develop, maintain and publicly make available, with the prior approval of the Authority,
an investment program for satisfying its service obligations and acquiring and selling its assets.

The Petitioner shall comply with, ail the existing or future applicable Rules, Regulations,
orders of the Authority and other applicable documents as issued from time to time.

38.  Summary of Direction
38.1. A summary of the directions passed in this determination by the Authority are reproduced
hereunder. The Authority hereby directs the Petitioner to;

il

iii.

v,

To disclose its O&M costs in terms of Transmission, Distribution and Supply functions
separately in its Audited accounts. -

To disclose the amount of gain/ loss on sale of all assets, both on historical cost and on
revalued amounts, if applicable, in its Audited financial statements and shall also
substantiate that it has not been allowed any return or depreciation previously on such
assets, which are not part of RAB.

To disclose interest income on its MCA account separately in its financial statements.

To ensure disclosure of all relevant information required for adjustments/ true ups as
provided in determination,

To ensure that all required disclosures are properly reflected in its financial statements in
order to work out the correct amount of other income.

To take all possible measures to facilitate consumers in terms of complaint handling,
connection provision as per CSM and establish one window solutions.

To separately disclose the amount of IDC capitalized every year in its financial statements,
and to accordingly adjust its RAB and depreciation for the year, after excluding therefrom
the impact of IDC. To disclose its RAB for each segment of business i.e. Generation,
Transmission and Distribution including support functions, separately in its audited

accounts.

38.2. Tosubmitits annual adjustment / indexation requests by February every year, so that adjustment
/ indexation for the next year is determined in tjmely manner.




Decision of the Authority in the matter of Petition filed by K-Eleccric for determination of
Supply Tariff for the Perfod from FY 2023-24 to FY 2029-30 under the MYT Regime

38.3. The determination of the Authority along-with Annexure-I, I-A, II, III, IV and V is hereby
intimated to the Federal Government in terms of section 31(7) of the Regulation of Generation,

Transmission and Distribution of Electric Power Act, 1997.
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Chairman
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Annex-I

Periodic Adjustment Mechanisms

Monthly Fuel Charges Adjustment

Formula
Fuel charges/cost adjustment= Actual FCC - Ref. FCC

(based on T&T T.oss adjusted units)
Where:

e Fuel Charge/ Cost adjustment is the difference between actual and reference fuel cost

component

e Actual fuel cost component (FCC) for a particular month is worked out by dividing fuel
cost of all power plants of KE’s basket including external power purchases, which were
operated in the month, including impact of any previous adjustments and
PPA/PPAA/SLA factors, if applicable, by their total generation sent out during the

mornth.

e Reference fuel cost component is the fuel cost component for the corresponding month

projected for the purpose of tariff determination.

o The fuel charge/ cost adjustment determined by the Authority shall be shown
separately in the bills of consumers and the billing impact shall be worked out on the

basis of consumption billed to the consumers in the respective month.

e For the purpose of calculation of monthly FCAs, the actual fuel cost component shall

be adjusted up-to the allowed level of T&T (Transmission) loss target on accumulative

basis for the year.

o The impact of Monthly references vis a vis recovery of annual average rate in schedule
of tariff would be allowed as part of PYA along-with impact of T&T losses, if required

based on allowed target.




Annex-I-A
Quarterly Adjustment

‘The quarterly adjustments, include variation of;

i.  Capacity Charges
ii. Transmission Charges
iii.  Variable O&M
iv.  Distribution losses impact of FCA
Formula for adjustment

Quarterly PPP (Adj.) = PPP(Actual) (excluding Fuel cost)-PPP(Recovered) (excluding Fuel

cost)

Where;
s PPP(Actual) is the cost other than fuel cost, as determined by the Authority for KE’s

own power plants and transmission network, plus cost of power purchases (excluding
fuel cost) from external sources, based on the Authority’s approved rates, including cost
invoiced by CPPA-G to KE, adjusted for any cost disallowed by the Authority.

e PPP(Recovered) is the amount recovered based on reference rate in Rs./kWh other
than fuel cost, as per the tariff determination that remained notified during the period
based on allowed level of T&T Losses.

o Impact of Distribution losses on FCA = Monthly FCA allowed (Rs./kWh) x (Units
served allowed as per FCA x allowed % of Distribution losses)

Where;

Monthly FCA allowed (Rs./kWh) is the FCA allowed by the Authority for the

respective month,

e Distribution Loss % is percentage of Distribution losses that remained notified during

the period.

s The sum of amounts so worked for each month of the Quarter shall be divided by the
Projected units to be sold for the period in which recovery of the quarterly adjustment
is to be made, as determined by the Authority, to work out Rs./kWh Quarterly
adjustment.

» KE basket means XE own Generation including external power purchases

SONER A8, W%




Annex-1I

Karachi Electric Company Limited (X-Electric}
Estimated sales Revenue on the basis of New tariff
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FIXED CHARGES VARIABLE CHARGES
Sr. No. TARIFF CATEGORY / PARTICULARS
. Rs/LW/M Rs/kWh

a)|For Sanctioned load less than 5 kW
il Up to 50 Units - Life Line - 8.13
ii| 51 - 100 Units - Life Line - 11.92
iii| 001 - 100 Units - 17.38
iv; 101 . 200 Unaits - 19.85
v| 001- 100 Units - 29.48
wvi; 101- 200 Urits - 35.96
vii| 201- 300 Units - 40.15
viji! 301- 400 Units - 45.04
ix| 401. 500 Units - 47.25
&| 501- 600 Units - 48.67
xi} 601- 700 Units “ 49.581
xii| Above 700 Units - 54.73

b}|{For Sanctioned load 5 kW & above

Peak | Off-Peak

Time Of Yse - 53.89| 47.57

As per Authority's decision only protected residential consumers will be given Vtha benefit of one previous slab.
As per Authority's decision, residential life line consumer will not be given any slab benefit.
Under tariff A-1, there shall be minimum monthly customer charge at the following rates even if no energy is consumed:

a) Single Phase Connections:
b) Three Phase Connections:

Rs. 75/. per consumer per month
Rs. 150/- per consumer per month

A-2 GENERAL SUPPLY TARIFF - COMMERCIAL.

Sr. No. TARIFF CATEGORY / PARTICULARS FIXED CHARGES VARIAELE CHARGES
Rs/kW/M Ra/kWh
a)|For Sanctioned load less than 5 kW N 44.70
b)iFor Sanctioned load 5 kW & above 50C - 47.02
Peak Off-Peak
c)|Time Of Use 500 51.08! 42.41
d}|Electric Vehicle Charging Station - 51.66

Under tariff A-2{(a), there shall be minimum monthly charges at the following rates even If no energy is consumed:

a) Bingle Phase Connections!
b) Three Phase Connections:

Rs. 175/- per consumer per month
Rs. 350/- per consumer per month

Fixed Charges shall he billed based on S0% of Sanctioned Load or Actnal MD] for the month which ever is higher. In such case there wounld be no minimum monthly

charges even if no energy Is consumerd.

A-3 GENERAL SERVICES

Sr. No. TARIFF CATEGORY [/ PARTICULARS

FIXED CHARGES
Rs/kW/M

VARIABLE CHARGES
Rs/kWh

a}iGeneral Services

49.75 |

Under tariff A-3, there shall be minimum monthly charges at the following rates even if no energy is consumed:
a) Single Phase Connections;
b) Three Phase Connections:

Rs. 175/- per consumer per month
Rs. 350/- per consumer per month

B INDUSTRIAL SUPFLY TARIFFS

$r. No. TARIFF CATEGORY / PARTICULARS FIXED CHARGES VARIABLE CHARGES
Rs/kW/M Rs/kWh
Bl Upto 25 kW (at 400/230 Volts} - 36.24
B2{a) 25-500 kW (at 400 Volts) 500 36.17(
B3(a) For all loads upto 5000 KW {at 11,33 kV) 460 36.44
B4{a) For all loads upto 5000 KW {at 66,132 kV) 440 35.87
i{Time Of Use Peak Off-Peak
Bl(b) Upto 25 kW {at 400/230 Volts] - 42.18 35.49
B2(b} 25-500 kW {at 400 Volts) 500 42.12 32.85
B3(%:) For All Loads up to 5000 kW (at 11,33 kV) 460 42.12 33.68
Bd(b) For All Loads (at 66,132 kV & above) 440 42,12 33.40
BS For All Loads [at 220 kV & above] 420 42.12 32.57

For B1 B Bl (b jconsumers there shall he 2 fixed minimum charge of Rs. 350 per month.
For B1 & Bl (b jconsumers there shall be a fixed minimnm charge of Re. 350 per month.

Fixed Charges shall he billed based an 50% of Sanctioned Load or Actual MD! far the month which ever is higher. In such ease there would be no minimum monthly

charges even if no energy s conswmerd. A‘k aﬂ N q
iy,




Sr. No. TARIFF CATEGORY / PARTICULARS FIXED CHARGES VARIABELE CHARGES
Rs/kW/M Ra/kWh

C-1 For supply at 400/230 Volts ]
a)|Sanctioned load less than 5 kW . 50.84

b) Sanctioned load 5 kW & up to 500 kW 500 | 48.07

C -Z{a} For supply at 11,32 XY up to and includipg S000 YW 160 a8 01
C .3(a) For supply at 132 and above, up to and including 5000 kW J
Time Of Use Peak Off-Peak |

C -1{c] For supply at 400/230 Volts 5 kW & up to 500 kW 500 53.76 44.99
C -2{b) For supply at 11,33 kV up to and including 5000 kW 460 53.76 43.47
C -3(b) For supply at 132 kV up to and incinding 5000 kW 440 53.76 43.20

Fined Chatges shall be billed based on 50% of Sanctioned Load or Actual MDI for the month which ever is higher.

D .~ AGRICULTURE TARIFF

sr. No. TARIFF CATEGORY / PARTICULARS FIXED CHARGES VARIABLE CHARGES
Rs/kW/M Rs/kWh
D-1 For all Loads 200 37.34
Time of Use Peak Off-Peak
D-2 For all Loads 200 37.08 a7.14

Note:- The consumers having sanctioned load less than 5 kW can opt for TOU metering. -

E - TEMPORARY SUPFLY TARIFFS . . -

Sr. No. TARIFF CATEGORY / PARTICULARS FIXED CHARGES VARIABLE CHARGES
Rs/kW/M Rs/kWh
E-1[1) Residential Suppiy - 64,98
E-1{ii) Commercial Supply ) - 60.71
E-2 (i) Industrial Supply - 47.69
E-2 (11} Bulk Supply
{a) at 400 Volts - 53.50
b) at 11 kV - 53.50

For the categories of E-1{i%il) and E-2 (1%&ii) abowe, the minimum bill of the consumers shall be Rs. 50/- per day suhject to a minimnm of Rs.500/- for the ¢ntire period of
suppiy, even if no energy is consumed.

F - SEASONAL INDUSTRIAL SUPPLY TARIFF :

125% of relevant industrial tariff
Tarifl-F consnmers will have the option to convert to Rogular Tariff and vice versa. This option can be exercised at the time of 1 new connection or at the

Note:
beginning of the Once excrcised , the option remains in force for at least one year.
G- PUBLIC LIGHTING
Sr. No. TARIFF CATEGORY / PARTICULARS FIXED CHARGES VARIABLE CHARGES
Rs/kW/M Rs/kWh
Street Lighting - 51.35

Under Tartff G, there shall be a minimom monthly charge of Rs.500/- per month per kW of Iamp capacity instafled.
H - RESIDENTIAL COLONIES ATTACHED TCO INDUSTRIAL PREMISES

FIXED CHARGES VARIABLE CHARGES
8r. No. TARIFF CATEGORY / PARTICULARS

Rs/kW/M Rs/kWh
Residential Colonies attached to industrial premises . 51,35

WY
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K-Electric Limited
Power Purchase Price References for FY 24

Description

July

August

September

Qctober

November

December

January

February

March

1410\

1,840

Units Sentout (GWh) , 667 o L4l 17,768
Transmission Loss - 0.75%|  0.75%|  0.75% T oo ;5%1 T 0.75%] _ 0.75%
Units Served (GWR) | 188 1,674 1654 1,67 14000 826) 1,808 17,635
Distribution Loss 1390%!  1390%|  1390%|  13.90% 1390%] T 1390%! | 1390%)|  1590%]  1390%| ~ 13.90%
Units Billed (GWH) 1,621 1,442] 1,424 1,441 8791 1,098 1,205 1 572! 1,573 15,183
Per Upit - Based on Units Served Rs./kWh

Fuel Cost Companent. 1 159 1500 506 1599 T 1599[ T 15991 1S99T - 15.99]  1599]  1599] (5990 1599 15.99
Vorisble OSM BN TN U1 B BV ) _ o7l o8] o056 049 055%,_ 060 089 053
Capacity 6.73] 530 857 10.43 12.68 16.33 15.09 15.49] 1410 12.16! 9.07! 9.01 10.99
Transmission 2.44 2.46 232 231 2.65 | 2.23 217 | 246 264 764 | 252 | 2.62 2.46
Fuel Cost Component _ [ s0g09]  26781]  26461]  26767]  20684]  16988]  16,718] 16326 20 399|*__ 22, 391 T om0 29,231 282,059
Variable OBM __ T woeal  eas[ T s3sl Lo30] ooy S DU | B ] . ‘094} - LuR0 9,383
|Gapacity 12,668 15,568 14,179 17,451 16,394 17875 15775 15812 17 9871 17, ozzw 1655 16,469 193,756
Transmission 4,600] 4,120 3.838 3,862 3.427 2,367/ 2,271 2,510 3,364] 1,699 1,602 4788 43,447

1t is clarified thatr PPP is pass through and its monthly references would continue to exist irrespective of the financial year, unless the reference are revised and norified by the GoP

Page 1of 1
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Annex-V

TERMS AND CONDITIONS OF TARIFF
(FOR SUPPLY OF ELECTRIC POWER TO CONSUMERS BY LICENSEES)

PART-I

The Company, for the purposes of these terms and conditions, means K-Electric engaged in
the business of distribution/supply of electricity within the territory mentioned in the licence
granted to it for this purpose.

1. *“Month or Billing Period”, unless otherwise defined for any particular tariff category,
means a billing month of 31 days or less reckoned fom the date of last meter reading.

2. “Minimum Charge”, means a charge to recover the costs for providing customer service
to consumers even if no energy is consumed during the month.

3. “Fixed Charge” means the part of sale rate in a two-part tariff to be recovered on the basis
of “Billing Demand” in kilowatt on monthly basis.

4. “Billing Demand” means the 50% of the sanction load or Actual maximum demand
recorded in a month, whichever is higher, except in the case of agriculture tariff D2 where
“Billing Demand” shall mean the sanctioned loed.

5. “Variable Charge” means the sale rate per kilowatt-hour (kWh) as a single rate or part of
a two-part tariff applicable to the actual kWh consumed by the consumer during a billing
period.

6. “Maximum Demand” where applicable, mea:s the maximum of the demand obtained in
any month measured over successive periods each of 30 minutes’ duration except in the
case of consumption related to Arc Furnaces, where “Maximum Demand” shall mean the
maximum of the demand obtained in any month measured over successive periods each
of 15 minutes’ duration.

7. *“Sanctioned Load” where applicable means the lcad in kilowatt as applied for by the
consumer and allowed/authorized by the Company for usage by the consumer.

8. “Power Factor” means the ratio of kWh to KVAh recorded during the month or the ratio
of kWh to the square root of sum of square of kWh and kVARh,.

8. Point of supply means metering point where electricity is delivered to the consumer.

. Peak and Off Peak hours for the application of Time Of Use (TOU) Tariff shall be the
A, following time periods in a day:

* PEAK TIMING OFF-PEAK TIMING
Apr to Oct (inclusive) 6:30 PMto 10:30 PM Remaining 20 hours of the day
Nov to Mar (inclusive) 6:00 PM to 10:00 PM -do- '

* To be duly adjusted in case of day light time saving

. “Supply”, means the supply for single-phase/three-phase appliances inclusive of both
general and motive loads subject to the conditions that in case of connected or sanctioned

load 5 kW and above supply shali be given at three-phase.
12. “Consumer” as defined in NEPRA Act.

13. “Charitable Institution™ means an institution, which works for the general welfare of the
public on no profit basis and is registered with the Federal or Provincial Government as
such and has been issued tax exemption certificate by Federal Board of Revenue (FBR).

14, NTDC means the National Transmission and Despatch Company.
15. CPPA(G) means Central Power Purchasing Agency Guarantee Limited (CPPAYG).

}
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16. The “Authority” means *The National Electric Power Regulatory Authority (NEPRA)”
constituted under the Regulation of Generation, Transmission and Distribution of Electric
Power Act.

GENERAL CONDITIONS

I. “The Company shall render bills to the consumers on a monthly basis or less on the
snecific request of a consumer for pavment by the due date.

2. The Company shall ensure that bills are delivered to consumers at least seven days before
the due date. If any bill is not paid by the consumer in full within the due date, a Late
Payment Charge of 10% (ten percent) shall be levied on the amount billed excluding
Govt. tax and duties etc. In case bill is not served at least seven days before the due date
then late payment surcharge will be levied after 7® day from the date of delivery of bill.

The supply provided to the consumers shall not be available for resale.

4. In the case of two-part tariff average Power Factor of a consumer at the point of supply
shall not be less than 90%. In the event of the said Power factor falling below 90%, the
consumer shall pay a penalty of two percent increase in the fixed charges determined with
reference to maximum demand during the month corresponding to one percent decrease
in the power factor below 90%. '

PART-U
(Definitions and Conditions for supply of power specific to each consumer category)
A-1 RESIDENTIAL
Definition

“Life Line Consumer” means those residential consumers having single phase electric
connection with a sanctioned load up to 1 kW.

The lifeline consumers to in¢lude residential Non-Time of Use (Non-ToU) consunters
having maximum of last twelve months and current month's consumption <100 units;
two rates for < 50 and <100 units will continue.

“Protected consumers” mean Non-ToU residential consumers consuming < 200 kWh
per month consistently for the past 6 months.

Residential Non-ToU consumers not falling under the protected category would be
categorized under "Un-protected consumer category”.

1. This Tariff is applicable for supply to;
i) Residences,
ii) Places of worship,

2. Consumers having sanctioned load less than 5 kW shall be billed on single-part kWh rate
i.e. A-1(a) tariff.

3. All new consumers having sanctioned load 5 kW and above shall be provided T.0.U
metering arrangement and shall be billed on the basis of tariff A-l(b) as set out in the
Schedule of Tariff.

4. All existing consumers having sanctioned load 5 kW and above shall be provided T.O.U
metering arrangement and converted to A- 1(h) Tariff by the Company.

A-2 COMMERCIAL

Page 2 of 10
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A-3
1.

B

This tariff is applicable for supply to commercial offices and commercial establishments
such as:

i) Shops/Flower Nurseries/Coid Storage
i) Hotels, Hostels and Restaurants,
iif) Petrol Pumps and Service Stations,

iv) Compressed Natural Gas filling stations,

V) Private Hospitals/Clinics/Dispensaries,

vi) Places of Entertainment, Cinemas, Theaters, Clubs;

vii) Guest Houses/Rest Houses,

viii)  Office of Lawyers, Solicitors, Law Associates and Consultants etc.

i) Electrie Vehicle Charging Stations (EVCS)

Electric Vehicle Charging Stations shall be billed under A-2(d) tariff i.e. Rs./kWh for
peak and off-peak hours. For the time being, the tariff design is with zero fixed charges,
however, in future the Authority after considering the ground situation may design its
tariff structure on two part basis i.e. fixed charges and variable charges.

The Electric Vehicle Charging Station shall provide “charging service” to Electric

Vehicle shall provide charging service to Electric Vehicles as per the applicable tariff for

EVCS plus Rs.24.44/kWh as margin for EVCS. The EVCS shall be billed by DISCOS
under A-2(d) tariff. However, monthly FCAs either positive or negative shall not be
applicable on EVCS.

Consumers under tariff A-2 having sanctioned load of less than 5 kW shall be bilied
under a Single-Part kWh rate A-2(a)

All existing consumers under tariff A-2 having sanctioned load 5 kW and above shaii be

billed on A-2(b) tariff till such time that they are provided T.O.U metering arrangement;
thereafter such consumers shall be billed on T.O.U tariff A-2(c).

The existing and prospective consumers having load of 5 kW and above shall be provided
T.0O.U metering arrangement and shall be billed under tariff A-2(c).

GENERAL SERVICES
This tariff is applicable to;
. Approved religious and charitable institutions
ii. Government and Semi-Govemnment offices and Institutions
iii. Government Hospitals and dispensaries
iv. Educational institutions

V. Water Supply schemes including water pumps and tube wells other than those
meant for the irrigation or reclamation of Agriculture land.

Consumers under General Services (A-3) shall be billed on single-part kWh rate i.e.
A-3(a) tariff.
INDUSTRIAL SUPPLY

Definitions

1.

“Industrial Supply” means the supply for bora fide industrial purposes in factories
including the supply required for the offices inside the premises and for normal working

of the industry. q\
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For the purposes of application of this tariff an “Industry” means a bona fide undertaking
or establishment engaged in manufacturing, value addition and/or processing of goods.

3. This Tariff shall also be available for consumers having single-metering arrangement
such as;

i) Poultry Farms
ii) Fish Hatcheries, fish farms, {ish qurseries & Bieeding l'arms and
iii) Software houses

Conditions

An industrial consumer shall have the option, to switch over to seasonal Tariff-FF,
provided his connection is seasonal in nature as defined under Tariff-F, and he undertakes
to abide by the terms and conditions of Tariff-F and pays the difference of security
deposit rates previously deposited and those applicable to tariff-F at the time of
acceptance of option for seasonal tariff. Seasonal tariff will be applicable from the date of
commencement of the season, as specified by the customers at the time of submitting the
option for Tariff-F. Tariff-F consumers will have the option to convert to corresponding
Regular Industrial Tariff category and vice versa. This option can be exercised at the time
of obtaining a new connection or at the beginning of the season. Once exercised, the
option will remain in force for at least one year.

B-1 SUPPLY AT 400 VOLTS THREEPHASE AND/OR 230 VOLTS SINGLE
PHASE

1. This tariff is applicable for supply to Industries having sanctioned load upto 25 kW.
2. Consumeérs having sanctioned load upto 25 kW shall be billed on single-part kWh rate.

3. Consumers under tariff B-1 having sanctioned load of iess than 5 kW shall be billed
under a Single-Part kWh rate. However, B-1 consumers having sanctioned load of less
than 5 kW may opt for ToU meter

4. The existing and prospective consumers having load of 5 kW and above shall be provided
T.0.U metering arrangement and shall be billed under tariff B 1(b).

B-2 SUPPLY AT 400 VOLTS

1. This tariff is applicable for supply to Industries having sanctioned load of more than 25
kW up to and including 500 kW.

2. All existing consumers under tariff B-2 shall be provided T.O.U metering arrangement by
the Company and converted to B-2(b) Tariff.

3. All new applicants i.e. prospective consumers applying for service to the Company shail
be provided T.0.U metering arrangement and charged according to the applicable T.O.U
tariff.

B-3 SUPPLY AT 11 kV AND 33 kV

1. This tariff is applicable for supply to [ndustries having sanctioned load of more than 560
kW up to and including 5 MW and also for Industries having sanctioned load of 500 kW
or below who opt for receiving supply at 11 kV or 33 kV.

2. The consumers may be allowed extension of load beyond SMW upto 7.5MW from the

DISCO's owned grid station subject to availability of load in the grid and capacity in the
11kV existing dedicated feeder. In such a case the consumer will bear 100% grid sharing
w charges including transmission line charges and 100% cost of land proportionate to load.
‘™ _While allowing extension in load, the DISCOs shall ensure that no additional line losses
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3. If, for any reason, the meter reading date of a consumer is altered and the
acceleration/retardation in the date is up to 4 days, no notice shall be taken of this
acceleration or retardation. But if the date is accelerated or retarded by more than 4 days,
the fixed charges shall be assessed on proportionate basis for the actual number of days
between the date of the old reading and the new reading,.

4. The supply under this Tariff shall not be available to a prospective consumer uniess he
provides, to the satisfaction and approvai of the Company, his owa Lransformer, Circuit
Breakers and other necessary equipment as part of the dedicated distribution system for
receiving and controlling the supply, or, alternatively pays to the Company for all
apparatus and equipment if so provided and installed by the Company. The recovery of
the cost of service connection shall be regulated by the Eligibility Criteria laid down by
the Authority read with Consumer Service Manual (CSM).

5. All existing consumers under tariff B-3 shall be provided with a T.O.U metering
arrangement by the Company and converted to B-3(b) tariff.

4. All B-3 Industrial Consumers shall be billed on the basis of T.O.U tariff given in the
Schedule of Tariff.

B-4 SUPPLY AT 66 kV, 132 kV AND ABOVE

1. This tariff is applicable for supply to Industries for all loads of more than SMW receiving
supply at 66 kV, 132 kV and above and also for Industries having load of 5MW or below
who opt to receive supply at 66 kV or 132 kV and above.

2. If, for any reason, the meter reading date of a consumer is altered and the
acceleration/retardation in the date is up to 4 days, no nofice shall be taken of this
acceleration or retardation. But if the date is accelerated or retarded by more than 4 days,
the fixed charges shall be assessed on proportionate basis for the actual number of days
between the date of the old reading and the new reading.

3. If the Grid Station required for provision of supply falls within the purview of the
dedicated system under the Eligibility Criteria laid down by the Authority read with
CSM, the supply under this Tariff shall nct be available to such a prospective consumer
unless he provides, to the satisfaction and approval of the Company, an independent grid
station of his own including Land, Building, Transformers, Circuit Breakers and other
necessary equipment and apparatus as part of the dedicated distribution system for
receiving and controlling the supply, or, alternatively, pays to the Company for all such
Land, Building, Transformers, Circuit Breakers and other necessary equipment and
apparatus if so provided and instalied by the Company. The recovery of cost of service
connection shall be regulated by Eligibility Criteria laid down by the Authority read with
CSM.

4, All existing consumers under tariff B-4 shall be pfovided with a2 T-O.U metering
arrangement by the Company and converted to B-4(b) tariff

5. All B-4 Industrial Consumers shall be billed on the basis of two-part T.O.U tariff.
B-5 SUPPLY AT 220 kV AND ABOVE

1. ‘This tariff is applicable for supply to Industries for all loads of more than 5000 kW
receiving supply at 220 kV and above and also for Industries having load of 5000 kW or
below who opt to receive supply at 220 kV.

If, for any reason, the meter reading date of a consumer is altered and the
Caacceleration/retardation in the date is up to 4 days, no notice shall be taken of this
\¥cceleration or retardation. But if the date is accelerated or retarded by more than 4 days,
17Ghe fixed charges shall be assessed on proportlonate basis for the actual number of days

VAR
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3. If the Grid Station required for provision of supply falls within the purview of the
dedicated system under the NEPRA Eligibility Criteria, the supply under this Tariff shall
not be available to such a prospective consumer unless he provides, to the satisfaction and
approval of the Company, an independent grid station of his own including Land,
Building, Transformers, Circuit Breakers and other necessary equipment and apparatus as
part of the dedicated distribution system for receiving and contrelling the supply. or,
alternatively, pavs to the Company for all such Land. Building. Transformers, Circuit
Breakers and other necessary equipment and apparatus if s¢ provided and installed by the
Company. The recovery of cost of service connection shall be regulated by NEPRA
Eligibility Criteria.

4. All the new industrial consumers shall be billed on the basis of ToU tariff B-3 given in
the Schedule of Tariff.

C BULK SUPPLY

“Bulk Supply” for the purpose of this Tariff, means the supply given at one point for self-
consumption to mix-load consumer not selling to any other consumer such as residential,
commercial, tube-well and others.

General Conditions

If, for any reason, the meter reading date of a consumer is altered and the
acceieration/retardation in the date is up to 4 days no notice will be taken of this
acceleration or retardation. But if the date is accelerated or retarded by more than 4 days

the fixed charges shall be assessed on proportionate basis for actual number of days

between the date of old reading and the new reading.

C-I . SUPPLY AT 400/230 VOLTS

1. This Tariff is applicable to a consumer having a metering arrangement at 400/230 volis,
having sanctioned load of up to and including 500 kW.

2. Consumers having sanctioned load less than 5 kW shall be billed on single-part kWh rate
i.e. C-I(a) tariff’,

3. All new consumers having sanctioned load 5 kW and above shall be provided with a
T.0O.U metering arrangement and shall be billed on the basis of Time-of-Use (T.0.U)
tariff C-1(c} given in the Schedule of Tariff.

4. All the existing consumers governed by this tariff having sanctioned load 5 kW and above
shall be provided with a T.O.U metering arrangements.

C-2 SUPPLY AT 11 kV AND 33 kV

1. This tariff is applicable to consumers receiving supply at 11 kV or 33 kV at one-point
metering arrangement and having sanctioned load of more than 500 kW up to and
including 5 MW.

2. The consumers may be allowed extension of load beyond SMW upto 7.5MW from the

DISCO's owned grid station subject to availability of load in the grid and capacity in the
11KV existing dedicated feeder. In such a case the consumer will bear 100% grid sharing
charges including transmission line charges and 100% cost of land proportionate to load.
However, only such consumers be allowed extension of load beyond SMW upto 7.5MW
whose connection is at least three (3) years old. While allowing extension in load, the
DISCOs shall ensure that no additional line losses are incurred and additional loss, if any,
shall be borne by the respective consumers.

The supply under this Tariff shall not be available to a prospective consumer unless he
provides, to the satisfaction and approval of the Company, his own Transformer, Circuit
Breakers and other necessary equipment as part of the dedicated distribution system for
*lreceiving and controlling the supply, or, alternatively pays to the Company for all

RN
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apparatus and equipment if so provided and installed by the Company. The recovery of
the cost of service connection shall be regulated by the Eligibility Criteria laid down by

the Authority read with CSM.

All new consumers shall be provided with the TOU metering arrangement and shall be
billed on the basis of tariff C-2(b) as set out in the Schedule of Tariff.

Existing consumers governed by this tariff shall he provided with T.O.U metering
arrangement and converted to C-2(b).

C-3 SUPPLY AT 66 kV AND ABOVE

1.

This tariff is applicable to consumers having sanctioned load of more than 5000 kW
recelving supply at 66 kV and above.

If the Grid Station required for provision of supply falls within the purview of the
dedicated system under the Eligibility Criteria lzid down by the Authority read with
CSM, the supply under this Tariff shall not be available to such a prospective consumer
unless he provides, to the satisfaction and approval of the Company, an independent grid
station of his own including Land, Building, Transformers, Circuit Breakers and other
necessary equipment and apparatus as part of the dedicated distribution system for
receiving and controlling the supply, or, alternatively, pays to the Company for all such
Land, Building, Transformers, Circuit Breakers and other necessary equipment and
apparatus if so provided and installed by the Company. The recovery of cost of service
connection shall be regulated by Eligibility Criteria [aid down by the Authority read with
CSM.

Existing consumers governed by this tariff shall be provided with T.O.U metering
arrangement and converted to C-3(b).

All new consumers shall be provided TOU metering arrangement and shall be billed on
the basis of tariff C-3(b) as set out in the Schedule of Tariff.

AGRICULTURAL SUPPLY

“Agricultural Supply” means the supply for Lift Irrigation Pumps and/or pumps installed
on Tube-wells intended solely for irrigation or reclamation of agricultural land or forests,
and include supply for lighting of the tube-well chamber.

Special Conditions of Supply
1. This tariff shall apply to:

i) Reclamation and Drainage Operation under Salinity Control and Reclamation
Projects (SCARP):

ii) Bona fide forests, agricultural tube-wells and lift irrigation pumps for the irrigation of
agricultural land. :

iii) Tube-wells meant for aqua-culture

iv) Tube-wells installed in a dairy farm meant for cultivating crops as fodder and for
upkeep of cattle.

If, for any reason, the meter reading date of a consumer is altered and the
acceleration/retardation in the date is up to 4 days, no notice shall be taken of this
cceleration or retardation, But if the date is accelerated or retarded by more than 4 days,
e fixed charges shall be assessed on proportionate basis for the actual number of days

etween the date of the old reading and the new reading. C}w
ol Q
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3. The lamps and fans consumption in the residential quarters, if any, attached to the tube-
wells shall be charged entirely under Tariff A-1 for which separate metering
arrangements should be installed.

4. The supply under this Tariff shall not be available to consumer using pumps for the
irrigation of parks, meadows, gardens, orchards, attached to and forming part of the
residential, commercial or industrial premises in which case the corresponding Tariff A-1,
A-2 or Industrial Tari(l B-1i, B-2 shail be respectively applicable.

D-1This tariff is applicable to all Reclamation and Drainage Operation pumping under
SCARP related installation.

1.” Consumers having sanctioned load less than 5 kW shall be billed on single-part kWh rate
i.e. D-1(a) tariff given in the Schedule of Tariff.

2. All new consumers having sanctioned load 5 kW and above shall be provided TOU
metering arrangement and shall be charged on the basis of Time-of- Use (T.Q.U) tariff
D-1(b) given in the Schedule of Tariff.

3. Al the existing consumers having sanctioned foad 5 kW and above shall be provided
T.0.U metering arrangements and shall be governed by D-1(a) till that time.,

D-2 Time of Use for all loads

1. This tariff is applicable to consumers falling under Agriculture Supply excluding SCARP
related installations. :

2. Consumers having sanctioned load less than 5 kW shall be biiled on single-part kWh rate
i.e. D-2(a) tariff given in the Schedule of Tariff.

3. All new consumers having sanctioned load 5 kW and above shall be provided TOU
metering arrangement and shall be charged on the basis of Time-of- Use (T.0.U) tariff
D- 2(b) given in the Schedule of Tariff.

4. All the existing consumers having sanctioned load 5 kW and above shall be provided
T.0.U metering arrangements and shall be governed by D-1 till that time.

E-1 TEMPORARY RESIDENTIAL/COMMERCIAL SUPPLY

Temporary Residential/Commercial Supply means a supply given to persons temporarily
on special occasions such as ceremonial, religious gatherings, festivals, fairs, exhibitions,
political gathering, marriages and other civil or military functions. This also includes
supply to touring cinemas and persons engaged in construction of house/buildings/plazas
of single phase loads. A temporary electric power supply connection for the construction
shall be provided by Distribution company initially for a period of six months which is
further extendable on three month basis up to completion of the specific job/project for

lighting, weddings, festivals, functions, exhibitions, polifical gatherings or national and
feligious ceremonies, civil or military functions etc., testing of industrial equipment or
any other emergent requirement of temporary nature, can be provided for specific time
period not exceeding two weeks. The sanctioning officer shall ensure that the temporary
connection will be utilized for temporary purpose only.

Special Conditions of Supply
This tariff shaf] apply to Residential and Commercial consumers for temporary supply.

2. Ordinarily the supply under this Tariff shall not be given by the Company without first
obtaining security equal to the anticipated supply charges and other miscellaneous
charges for the period of temporary supply.

E-2 TEMPORARY INDUSTRIAL SUPPLY . q
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“Temporary Industrial Supply” means the supply giver to an Industry for the bonafide
purposes mentioned under the respective definitions of “Industrial Supply”, during the
construction phase prior to the commercial operation of the Industrial concern.

SPECIAL CONDITIONS OF SUPPLY

l.

A8 ]

Ordinarily the supply under this Tariff shall not be given by the Company without first
nbtaining security equal to the anticipated suprlvy charces and other miscellanecus

charges for the period of temporary supply.
Normally, temporary cennections shall be allowed for a period of 3 months, which may

be extended on three months’ basis subject to clearance of outstanding dues.

SEASONAL INDUSTRIAL SUPPLY
“Seasonal Industry™ for the purpose of application of this Tariff, means an industry which

works only for part of the year to meet demand for goods or services arising during a
particular season of the year. However, any seasonal industry running in combination
with one or more seasonal industries, against one connection, in a2 manner that the former
works in one season while the latter works in the other season (thus running throughout
the year) will not be classified as a seasonal industry for the purpose of the application of

this Tariff.

Definitions

1.
2.

“Year” means any period comprising twelve consecutive rionths.
All “Definitions” and “Special Conditions of Supply” as laid down under the
corresponding Industrial Tariffs shall also form part of this Tariff so far as they may be

relevant.

Special Conditions of Supply

L.
2.

This tariff is applicable to seasonal industry.

Fixed Charges per kilowatt per month under this tariff shall be levied at the rate of 125%
of the corresponding regular Industrial Supply Tariff Rates and shail be recovered only
for the period that the seasonal industry actually runs subject to minimum period of six
consecutive months during any twelve consecutive months. The condition for recovery of
Fixed Charges for a minimum period of six months shall not, however, apply to the
seasonal industries, which are connected to the Company’s Supply System for the first
time during the course of a season.

The consumers falling within the purview of this Tariff shall have the option to change
over to the corresponding industrial Supply Tariff, provided they undertake to abide by all
the conditions and restrictions, which may, from time to time, be prescribed as an integral
part of those Tariffs. The consumers under this Tariff will have the option to convert to
Regular Tariff and vice versa. This option can be exercised at the time of obtaining a new
connection or at the beginning of the season. Once exercised, the option will remain in

force for at least one year.

All seasonal loads shall be disconnected from the Company’s Supply System at the end of
the season, specified by the consumer at the time of getting connection, for which the
supply is given. In case, however, a consumer requires running the non-seascnal part of
his ioad (e.g., lights, fans, tube-weils, etc.) throughout the year, he shall have to bring out
separate circuits for such load so as to enable installation of separate meters for each type
of load and charging the same at the retevant Tariff,

Where a “Seasonal Supply” consumer does not come forward to have his seasonal
industry re-connected with the Company’s Supply System in any ensuing season, the
service line and equipment belonging to the Company and installed at his premises shall
be removed after expiry of 60 days of the datz of commencement of season previously

v
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specified by the consumer at the time of his obtaining new connection/re-connection.
However, at least ten clear days notice in writing under registered post shall be necessary
to be given to the consumer before removal of service line and equipment from his
premises as aforesaid, to enable him to decide about the retention of connection or
otherwise. No Supply Charges shall be recovered from a disconnected seasonal consumer
for any season during which he does not come forward to have his seasonal industry re-
coinected with the Company’s Supply System.

G PUBLIC LIGHTING SUPPLY

“Public Lighting Supply” means the supply for the purpose of illuminating public lamps
used in public playground and public parks, the supply under this tariff shall also be
applicable for lamps.

Definitions
“Month” means a calendar month or a part thereof in excess of 15 days.

Special Conditions of Supply

The supply under this Tariff shall be used exclusively for public lighting installed on
roads or premises used by General Public.

H RESIDENTIAL COLONIES ATTACHED TO INDUSTRIES

This tariff is applicable for one-point supply to residential colonies attached to the
industrial supply consumers having their own distribution facilities.

Definitions

“One Point Supply” for the purpose of this Tariff, means the supply given by one
point to Industrial Supply Consumers for general and” domestic consumption in the
residential colonies attached to their factory premises for a load of 5 Kilowatts and
above. The purpose is further distribution to various persons residing in the attached
residential colonies and also for perimeter lighting in the attached residential
colonies.

“General and Domestic Consumption”, for the purpose of this Tariff, means
consumption for lamps, fans, domestic applications, including heated, cookers,
radiators, air-conditioners, refrigerators and domestic tube-wells.

“Residential Colony™ attached to the Industrial Supply Consumer, means a group of
houses annexed with the factory premises constructed solely for residential purpose
of the bonafide employees of the factory, the estabhshment or the factory owners or
partners, etc,

Special Conditions of Supply

The supply under this Tariff shall not be available tc persons who meet a part of their
requirements from a separate source of supply at their premises.

NOTE

The above tariff terms and conditions are applicable for FY 2024. All the amendments in
tariff terms and conditions issued for the subsequent period would remain applicable during
that peried
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