Gas-starved idle power plants
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WIDESPREAD loadshedding followed by countrywide violent protests in an unusual springtime seems to have set the tone for the upcoming hot summer.
Peaking at about 5,700MW, the gap between demand and supply led to an average 11-12 hours blackout on a countrywide basis. This shortfall of electricity, highest ever, is just the tip of the iceberg of what the nation may have to brave come next May and beyond.

Apart from the human sufferings, the electricity crisis has crippled almost every gambit of social, commercial and industrial life. Official estimates now put losses arising out of electricity shortfalls at about 3-4 per cent of GDP or over Rs1 trillion a year.

Yet another agonising aspect is that the reform to turn around the power sector has not moved an inch; in fact, it has taken a reverse course in some ways.

When the Finance Minister, Dr Abdul Hafeez Shaikh acknowledged that the government had injected about Rs1 trillion in the power sector in three years — as monthly losses hovered around Rs25 billion — it was though that the sheer quantum of loss would compel the policymakers to kick-start the reform process.

Meanwhile, the power sector losses or subsidies for the current year are now estimated at an even higher size of about Rs390 billion despite over 135 per cent increase in electricity tariff since March 2010.

Pakistan Electric Power Company (Pepco) that was to be disbanded in October 2010 is practically still in place despite a formal decision, taken for a second time, by the cabinet about five months ago. In fact, the said entity has recently promoted about two dozen officials into senior positions against sanctioned strength of 4-5 posts.

However, its operational matters have been taken over by the ministry of water and power, which should be focusing on policymaking and pushing the reforms process ahead. One reason for sub-optimal capacity utilisation is seen by many managers as a direct result of minute monitoring and interference in operations of the power plants, power dispatches and distribution.

That has, in fact, constrained the capabilities of the plant managers to take initiative on real time basis as required by the ground situation because they have to wait for directions from the ministry of water and power to proceed. The reform should have empowered plant managers and chief executive officers to take prudent commercial decisions with the help of board of directors of their respective companies but that process has been stalled. The reconstitution of board of directors have been of little help in the absence of full-time chief executive officers and chief financial officers in these companies.

The fact is that selection process to hire chief executives and CFOs for which tens of hundreds of applications had been received about six months ago has been blocked by litigation. The reforms on the organisational structure have in practice reached a dead end.

On the policy and tariff side, the situation is even worse. There is a wide gap in understanding and future course of action between the ministries of water and power, finance and the Planning Commission and the de-capacitated National Electric Power Regulatory Authority. NEPRA currently works without a chairman and its members have been reduced to three from a sanctioned strength of five.

The poor handling of tariff issues and adverse energy mix have further taken a toll on the government’s fiscal position. Because of this increasing gap between the cost of power supply and its sale price, the government would hardly be in a position to contain fiscal deficit below eight per cent.

While river flows and weather conditions depend on nature, an intelligent swapping in fuel could contribute a lot, not only in reducing the cost of electricity but also in bringing most of the power plants into the generation system, lying idle because of their unaffordable alternate fuel based power generation.

Official estimates put the power sector subsidies for this year at somewhere between Rs380-400 billion against current year budget allocation of Rs50 billion. A diversion of about 300 million cubic feet per day (MMCFD) of gas to power sector could minimise widespread electricity loadshedding and reduce power generation cost.

With huge receivables of around Rs200 billion, the state-run fuel supplier the PSO had been forced to cut down fuel imports by almost half in the recent months, leading to serious shortage of furnace oil being faced by public and private sector power companies, particularly in Punjab where some firms were now left with two days of their fuel requirement.

Usually, the PSO imports between 24-29 ships a month of furnace oil but in March this had been contained to 13 vessels only owing to financial constraints.

As a result of expected injection of about Rs380 billion into the power system this year, the amount of total subsidies to the power sector would touch about Rs1.5 trillion in four years.

“Unless additional natural gas is diverted to the power sector, the gap between the actual cost of power supply and consumer tariff would keep on growing and result in non-utilisation of generation capacity,” according to a senior government official.

Officials have been requesting the petroleum ministry and the prime minister to divert at least 250 mmcfd of gas from industry, fertiliser and CNG sector for power generation to ensure capacity utilisation of about 1500mw that could go up to about 2000MW if 300 mmcfd of gas was provided to the power sector.

This additional gas supply could have about Rs300 billion worth of annual impact on account of lower power generation cost when compared with oil based power generation. More than 1000MW of generation capacity could not be utilised because if run on diesel their generation cost hovered between Rs25-27 per unit, which was neither affordable for the government nor could it be passed on to the consumers.

“If the tariffs are increased drastically, the government would have to face violent public protests and if this idle capacity is not utilised, loadshedding would continue bringing more people on roads. At stake is the political capital in both cases,” said a cabinet member, adding the only option to create a balance was to provide additional gas quantities to reduce power production cost and generate more electricity.

He said, the cost of power supply stood at about Rs13 per unit against its average sale price of about Rs7.80 per unit to the consumers. The fuel-based adjustment, he said, was expected to reduce the difference by an average Rs1.50 per unit; there was still a gap of about Rs3.70 to Rs4 per unit that would keep on adding to the power sector subsidy and to the circular debt that had again increased to Rs348 billion by now.

He conceded that a management gap at all the three levels of the power supply chain — from ministry of water and power to Nepra and power companies — was a major handicap in resolving the energy crisis as all the tiers either worked in isolation or at cross purposes with each other.

