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Description


Pakistan’s new energy policy By Editorial Published: August 6, 2013 Bitter truths are not easy to tell, particularly for politicians speaking to their constituents. Yet, one cannot help but commend Prime Minister Nawaz Sharif and his administration for taking the early months of their tenure to tell the public what their predecessors were unable to for the past six years: that electricity supply in Pakistan cannot be both cheap and uninterrupted. In announcing the national energy policy, Water and Power Minister Khawaja Asif was remarkably candid about the need for a rise in power tariffs for almost everyone in the country. And, by stating explicitly that even households would see their electricity bills go up, he laid to rest what had been some disturbing initial reports that the burden of higher energy costs would be shouldered disproportionately by the industrial sector. The energy plan laid out by the minister and presented to the Council of Common Interests contains quite a few good ideas that we support. It focuses the government’s efforts on reducing the weighted average cost of producing electricity by shifting to cheaper fuels and cracking down more forcefully on theft. It proposes charging higher rates from industrial and upper-middle class household consumers, who have heavy electricity use and for whom the higher tariff, coupled with a guarantee of uninterrupted supply, would still be cheaper than running back-up generators. And it proposes privatisation of state-owned energy companies to reduce the influence of corrupt labour unions. These are all sensible strategies. We are also glad to see that the Nawaz Administration took some time in crafting its strategy, rather than rushing to meet an artificial deadline. And it is also commendable that the prime minister seems to be resisting what must be enormous pressure from several powerful lobbies that are opposed to his policy of prioritising the power sector for natural gas supply. The policy strikes a reasonably fair balance between the need to eliminate subsidies while also ensuring that electricity remains affordable for the poorest of our fellow citizens. Retaining the subsidy for households that consume less than 200 kilowatt-hours of power every month seems like a good approach. If the government is able to restrict its subsidy to just this group, its overall subsidy bill is likely to go down by over 80 per cent, according to an analysis conducted by the World Bank. The policy, however, is not without flaws. The absurd idea of shutting down commercial areas at night to conserve electricity appears to be making a comeback. This is an absolutely nonsensical suggestion that is a favourite of the federal bureaucracy. Such a proposal comes from the absurd notion that the purpose of the energy policy is to reduce power cuts, a remarkably shortsighted and poorly thought-out objective. No, the real purpose of the national energy policy should be to eliminate the gap between demand and supply



and to ensure an adequate supply of electricity for economic activity in the country. How does it make any sense to have a reduction in economic activity as part of the energy policy? As usual, the bureaucrats have got it backwards and it is disappointing to see that the minister appears to be going along with their absurd schemes. There are, however, important areas that the policy ignores completely. For example, while there is a commendable emphasis on using more technological tools to isolate areas of theft and crack down on pilferers, there appears to be no effort to improve the government’s analytic abilities in the realm of energy pricing. The decision to move to coal, for instance, is based entirely on today’s relative prices of coal and oil, not how that relationship might change over the next few decades. Yet, for all its shortcomings, the manner in which the energy policy has been handled politically by the administration is an exercise in statesmanship on the part of the prime minister. It is rare to see such leadership on matters of such critical importance to the economy. We hope the implementation of this grand vision is just as well-managed. Published in The Express Tribune, August 7th, 2013. National Power Policy 2013-18: Building generation capacity to meet energy needs The recent retirement of circular debt by present gov’t has blessed the national grid with ~1700MW electricity from existing capacity. But this step fails to completely fill the demand-supply gap and an energy shortfall of 4500-5500MW still prevails in the system. In order to bridge this demandsupply gap and to meet rising energy needs of the future, this power policy has identified a number of power projects in pipeline and various others that the PML-N gov’t is planning on to eliminate this energy shortfall. A list of potential power generation along with expected online date can be viewed in the table below. In addition to this, the gov’t is also poised to announce a coal corridor with a generation capacity of 6000-7000MW in near term. Transforming energy mix to make electricity affordable A continuous shift from hydel to thermal has made electricity generation very expensive. Currently, the hydel generation is ~30% of the total generation which was 60% in 1980. Oil based thermal generation (with increased dependence on expensive thermal fuels of RFO and HSD) stands at ~44% of total power generation at present. The RFO based generation cost is ~Rs17/unit while the same is ~Rs23/unit for HSD leading to an overall average generation cost of ~Rs12/unit. After incorporating T & D and collection losses, this cost reaches to a level of ~15.6/unit. End consumer, being unable to pay such an escalated cost is subsidized by the gov’t and



this power subsidy (~ Rs340bn in FY13) is a major drag to national exchequer. National Power Policy 2013-18 highlights the paradigm shift of energy mix with increasing focus on coal, hydel and alternative energy resources as compared to oil based generation. In addition to this, the gov’t is also considering the conversion of current RFO based generation plants to coal based. These steps will significantly reduce the burden on end consumers by controlling per unit cost of electricity. T & D losses: Resolution imperative for a brighter future Currently ~23-25% transmission and distribution losses are the result of inefficient power system that translates into an impact of ~Rs2.7/unit leading to a total delivering cost of ~Rs14.7/unit to end consumers. National Power Policy 2013-18 has introduced various steps to minimize these losses. Some of these steps include: Installation of SCADA software to optimize transmission and monitor its losses Incentives to private sector to build transmission infrastructure Redesigning of national grids to minimize line losses Signing of contracts with Discos’ heads to reduce distribution losses Conclusion National Power Policy 2013-18 is a comprehensive policy with the potential to provide desired results if implemented properly. As per the policy, the energy shortfall is expected to be completely eliminated by the end of 2017. In addition to this, T & D losses are targeted to be reduced significantly while aiming for cheaper energy generation given that the policy guidelines are followed appropriately.



‘Ambitious’ national energy policy formulated Sohail Iqbal Bhatti Updated Jul 22, 2013 The much-awaited National Energy Policy 2013-18 has been formulated by the government and would be presented in the Council of Common Interest (CCI) on Tuesday for final approval.



The policy aims at achieving the goals of social development and prosperity for the country, highlighted earlier as ‘Roshan Pakistan’ in Pakistan Muslim Leage-Nawaz’s (PML-N) manifesto. Under the policy, power sector subsidy would be phased out till an end to it, while an end to load shedding would be made possible till 2017 and surplus electricity in 2018. Privatisation of government owned power plants and few power distributing companies (Discos), bringing the double digit cost of power generation to a single digit, restructuring of water and power ministry, National Electric Power Regulatory Authority (Nepra), Oil and Gas Regulatory Authority (Ogra) adjustment of outstanding dues owned by the government owned and privately owned bodies through federal adjusters, and formation of regional transmission and power trading system would be made. Available draft copy of National Energy Policy 2013-18 with DawnNews has disclosed that Pakistan’s Ministry of Water and Power had developed this energy policy to support the current and future energy needs of the country. Highlighting the challenges faced by the ailing energy sector of the country, the new policy says that Pakistan’s power sector is currently afflicted by a number of challenges that have led to a crisis: A yawning supply-demand gap where the demand for electricity far outstrips the current generation capacity (up to 4500-5000mw). Highly expensive generation of electricity (Rs12/unit) is due to an increased dependence on expensive thermal fuel sources (44 per cent of total generation). A terribly inefficient power transmission and distribution system that currently records losses of 25 to 28pc due to poor infrastructure, mismanagement and theft of electricity. Long Term Goals The new energy policy aims to build a power generation capacity that can meet Pakistan’s energy needs in a sustainable manner. The policy also aims to create a culture of energy conservation and responsibility, ensure the generation of inexpensive and affordable electricity for domestic, commercial and industrial use, minimise pilferage and adulteration in fuel supply and promote world-class efficiency in power generation. It further envisages creating a cutting edge transmission network, minimising financial losses across the system and aligning the ministries involved in the energy sector and improve governance.



However, the policy also mentioned that ‘a clear strategy has to be articulated for each of the aforementioned goals in order to actualise the power sector’s aspirations’. Policy Principles The policy also disclosed that efficiency would be predicted on three pillars of merit order, transparency/automation, and accountability. Similarly, competition will be built on three pillars: upfront tariff and competitive bidding, and key client management. Infrastructure will be developed and incentives provided to attract greater private sector investments. The government will set the foundations of energy cities and corridors and sponsor public-private partnership for coal and run of river projects. The government will also redesign and strengthen the national grid transmission network and build a regional transmission and power trading system. The government would like to limit its role to policy making and unless necessary, service delivery will be promoted through a fiercely competitive and transparent private sector. The tariff and competitive bidding process will be controlled by a world-class regulatory authority. Up-front tariffs will be set for low cost fuel and competitive bidding will be used to decrease the costs further. Similarly, a transparency and competitive process will be established to privatise government assets. Supply strategy Overall, the strategy to achieve the above goal is focused on attracting and directing local and foreign investments towards rapidly expanding the power generation capacity. Investments can only be encouraged if the sector is made attractive and bankable by treating the subsidy to the abject poor and clearing it out through cross subsidisation mechanisms. Demand management strategy “The strategy may impose timing restrictions for evening commercial activities and introduce time of use metering to discourage utilisation during the peak hours by charging different rates for on and off peak timings. Solar and alternative power solution will be encouraged for end users, street lighting, electronic billboards, neon lighting, shop front signage, etc. In



addition, the price signal articulated through reducing and targeting subsidy will naturally optimise demand and utilisation,” National Energy Policy 201318 reads. Affordable power strategy The strategy focuses on shifting Pakistan’s energy mix towards low cost sources such as hydel, gas, coal, nuclear and biomass. Local and foreign investment will aggressively sought for small and medium size run of river hydel projects. Selected hydel projects under development will be positioned for privatisation. Multilateral agencies will be invited to partner in large infrastructure hydel projects. LNG terminals will be developed in close collaboration with friendly countries such as China. Development of coastal energy corridors based upon imported coal (mixed later with local coal), rapid proliferation of coal mining all across the country-especially at Thar and conversion of expensive RFO (residual fuel oil) based plants to coal are the central tenets of coal policy. The proposed strategy will change the energy mix of Pakistan in favour of low cost sources and significantly reduce the burden of energy to the end consumer. Supply chain strategy Once the relief from load shedding is forthcoming because of a decreased supply and demand gap. This strategy will focus on redirecting the supply of fuel from inefficient GENCOs to the most efficient IPPs (independent power producers). This reallocation alone has the potential of saving Rs3billion per month and generation an additional 500mw of electricity. At the same time, water and power ministry will sign performance contracts with GENCOs, PSO and fuel transporters and hold them accountable for the quality and theft of oil. Fuel procurement contracts may be made open sourced to eliminate the power of a single supplier. Leakage will be plugged by building fuel pipeline where possible and open decanting. In the event that fuel is found to be missing or adulterated, the fuel economic value of the fuel will be appropriated to the end receiver. Generation Strategy



The strategy focuses on establishing plant efficiency through external heat rate testing, building a merit order accordingly, and allocating fuel to the more meritorious plants. Allocations will be made public online to increase the transparency. The strategy calls for the privatisation or O&M based leasing of GENCOs. Transmission Strategy The transmission strategy is based on installation of upgrade SCADA software to optimise transmission and monitor its losses. Dispatch will be based on economic order and internal/audit control will be established on dispatch and payment. Plants will be built closer to load centers; high voltage transmission lines will be expanded; and the 220kv rings around cities will be strengthened. Distribution Strategy In short term, performance contract will be signed with the heads of distribution companies and their respective boards focused on reducing distribution losses due to technical reason, theft, and lack of recovery/ collection. Smart meters will be installed at the feeder level, profit and loss accounts will to be managed at the feeder level, and the accountability will be appropriated to the Executive Engineer. A regime of reward and punishment will be use to improve efficiency and decrease theft. In the medium term, the efficiency will be improved by privatising a selected number of distribution companies. Financial Efficiency Strategy The strategy is geared towards punishing private defaulters and proposes severing the electric connection of defaulters after 60 days of non-payment and only reconnecting them to the grid with pre-paid meters. External collection agencies may also be sourced to improve cash flows. At the same time, load-shedding may be focused on areas of high theft and low collections as opposed to the current structure of indiscriminate loadshedding. Governance Strategy



The strategy requires the reformation of structural and regulatory aspects of NEPRA and OGRA to improve efficiencies. New business models including power exchanges and wheeling charges will be explored. Finally, the Ministry of Water and Power will be restructured to strengthen its functional expertise. Directorates will be created for key functions (i.e generation, transmission and distribution) and key organisation such as CPPA, and NTDC will be reformed. Lasting Impact The successful implantation of this policy will lead to enormous improvement within the power sector. By 2017, the supply-demand gap could be eradicated completely; and by the end of the five-year term of the current government the will be power surplus. The cost of power generation will be reduced to a single digit per unit, and the efficiency improvements in transmission and distribution will decrease the burden of power the end consumer.



Energy Policy: 2013–Present[edit] Musadik Malik has been entrusted to develop Energy Policy for Pakistan. He was appointed Federal Minister, Water and Power of the Pakistan Government in 2013.[16] He has advised a large number of cabinet ministers on national health and economic policies in countries such as Saudi Arabia, Bahrain, Oman, Pakistan and Puerto Rico. Dr Malik’s success also includes the establishment of two management consulting businesses in the Middle East and growing them to over $20 million in revenue. In addition, he has served as the Vice President and Regional Director of Charles River Associates (CRA International), and held leadership positions at Arthur D. Little and SRI International. Conservation and consumption[edit] Due to rising demand and a failing power infrastructure severe electricity shortages have occurred in Pakistan. This has led to widespread rolling blackouts that have paralysed industry and led to protests and rioting. [12] Power outages can last 6–8 hours a day in the cities and many more in the rural areas.[17] According to Mahnaz Parach of Network for Consumer Protection "Children can't do their homework. Housework doesn't get done, as washing machines and other appliances cannot work. When you go home



from work, you have no idea whether there will be electricity at home. Your whole life is disturbed."[18] Experts have warned of an impending energy crisis since 2006. [19] Speaking at a Seminar 'Fueling the Future: Meeting Pakistan's Energy Needs in the 21st Century' held inWashington, D.C. in June 2006 then energy adviser to the prime minister of Pakistan Mukhtar Ahmed stated that the country was taking steps to address the energy shortage.[20]Pakistan Electric Power Company estimates that there is a shortage of 6 gigawatts or about 60% of its total generation.[21] One of the main reasons of the shortage is thought to be the failure of past governments to anticipate growth in need and the delay in implementation of projects to increase power production. In addition there is widespread power theft and lack of investment in the existing power grid.[22] The United States has made improving Pakistan's power infrastructure one of its top priorities.[23] US special envoy Richard Holbrooke, while describing the power situation in Pakistan as "unacceptable," has stated that the US would go to its "absolute limits" to help Pakistan overcome the crisis.[24] Power sources and electrical energy[edit] Measures are aimed at cutting consumption by 500 megawatts. The official weekend has been extended from one to two days. Neon signs and decorative lights have been banned. Power has been cut to government offices by 50% and air conditioners will only be allowed to be switched on after 11 am. Street markets have been asked to close early.[12] Commercial centers except drug stores will be closed at 8 pm and wedding celebrations will be limited to three hours. The government will pay off its $1.38 billion debt to power producers allowing them to pay fuel suppliers.[25] Power supply to Pakistan's commercial capital Karachi will be decreased by 300 megawatts in order to allow fairer distribution of power to the remaining parts of the country.[26] Tube wells will not be allowed to operate from 7 pm to 11 pm.[2] The measures will be reviewed on July 30, 2010.[27] Consumption by computers[edit] Main articles: Computing in Pakistan and Green computing Since the early 1990s, the country has observed the highest growth rate in usage of computers that effect the supply of the electricity produced in the system.[28] In a survey published by the Express Tribune, around ~30 million citizens (out of 180 million), uses the internet on daily basis; the internet penetration in the country has reached 16% as of 2013.[29]



Variations by regions[edit] In the days following the announcement, traders in Lahore rejected the government's decision and kept the markets open after 8 pm in defiance of the ban.[30] Shops were kept open in other cities also after 8 pm. Kashif Shabbir, president of the Rawalpindi Chamber of Commerce warned the situation would get worse if authorities used force to implement the decision. [31] There was confusion over implementation of the two-day weekend, and many banks and educational institutions remained open.[32] Commenting on the defiant mood of the traders, an editorial in Dawn urged everybody to find middle ground.[33] Reacting to the decision to curtail power supply to Karachi, the "City of Lights", leaders of various political parties in the Provincial Assembly of Sindh condemned the decision and some of them called it "a conspiracy to create a law and order situation." Former Nazim of Karachi, Naimatullah Khan warned that curtailing the power supply of the city could lead to street battles between protesters and law enforcement.[34] Some analysts have predicted that reduction in the banks' workweek to 5 days will result in revenue losses.[35] The prevailing energy crisis in Pakistan is taking away 2 percent (or Rs380 billion) of the economy, despite the government has spent Rs1.1 trillion as subsidies on the sector in the last four-year which accounts for 2.5 percent of the total volume of economy.[36] During June 2012, President Asif Ali Zardari had said that the government realised the enormity of the challenge of energy shortage and was determined to overcome it in the shortest possible time.[37] International cooperation[edit] Pakistan is already importing small quantity of electricity from Iran to supply power to Gwadar town. Pakistan is also actively considering to import electricity from India andTajikistan. World Bank offered to finance for conducting the feasibility study to import 1200 MW power from India.[38][39] Pakistan is also exploring to import PNG via pipe line through Wagha boarder from India. India would import the required LNG and re-gasified LNG (RLNG) would be pumped through its pipelines up to the boarder point.[40] Iran– Pakistan gas pipeline is pending for a long time to receive PNG from Iran for the needs of both Pakistan and India.[41]
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