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ON March 18, Balochistan Assembly passed a resolution asking the federal government to set up rental power plants in Quetta and Khuzdar because citizens there go without electricity for up to six hours daily. 

The resolution was passed under an impression that since the RPPs were a quick-fix solution of the aggravating power crisis, these were being installed in bigger provinces only, thus depriving Balochistan of this facility as well. As the resolution was being passed, Quetta Electric Supply Company (QESCO) announced 16-20 hours load-shedding in the region it covers, following terrorist attacks on three towers of the transmission lines in the province. 

With the onset of summer season in several parts of the country and a record rise in temperature at least in the Sindh province, the consumption of electricity registered an extraordinary hike. This has led to an abnormal increase in load-shedding hours because no addition to the generation capacity has been made in recent period. Nor has any RPP come on line. The Turkish owners of two ship-mounted RPPs announced on March 21 that their plants will start providing 180 megawatts each to Karachi by mid-May. This is first such announcement by an RPP. The plants are currently getting finishing touches in Istanbul and will be near Karachi coast in mid-April. 

Meanwhile, the government is hopeful that the new IPPs and RPPs, by coming on line, would shorten the duration of load-shedding in peak summer. The federal cabinet committee on energy crisis which met on March 19 could not take any decision to alleviate people’s misery, apart from expressing this hope, and simply issued directives to related entities. 

It directed the PSO to enhance KESC’s credit line for supply of 2000 metric tonnes furnace oil on daily basis. It also directed the PSO to continue the regular fuel supply to IPPs -- ignoring the fact that the PSO is itself in financial difficulty because of the circular debt. The KESC was directed to limit load-shedding, but it claimed there was no load-shedding in industrial areas of Karachi. 

The governmental leaders of Balochistan should not look at RPPs as a blessing. This kind of power is an expensive affair and unreliable and can add to the people’s woes who are already under great strain from inflationary pressures. 

The fact remains that if the federal government allows installation of 14 RPPs, it has selected for the purpose, to generate 2,250 megawatts of electricity, it will have to hike the electricity tariff by an additional 45 per cent. And, if only eight plants are installed, the tariff will increase by 25 per cent and the electricity generation will be 1200 MW. 

Meanwhile, a six per cent increase in the tariff, with regard to phasing out of power subsidies under the IMF accord, is due to be added in the electricity bills from April. This will mean an overall 51 per cent increase in the electricity charges for the consumers in case of 14 RPPs and 31 per cent in case of eight RPPs. Since October, the government has increased electricity tariff by 18 per cent in a phased move to end subsidies. The ex-finance minister Shaukat Tarin was of the view that instead of buying expensive power, the government should try to settle the pending disputes with the independent power producers (IPPs) and enable them to revive their supply of power to Wapda. 

Another development which came to the fore last week is that Iran is eager to sell electricity to Pakistan but the latter is unwilling to buy it. Iran, its ambassador in Islamabad told this newspaper on March 22, had signed a memorandum of understanding with Pakistan in December 2008 to provide 1,135MW of electricity. 

Since then, Ambassador Masha’allah Shakeri says he has met Prime Minister Gilani, power minister Raja Pervaiz Ashraf, officials of the Board of Investment and Private Power and Infrastructure Board but found all of them indifferent to convert MoU into an agreement. Referring to the power shortage in Pakistan which has risen to 4,500MW, Mr Shakeri says he is at a loss to understand what prevents Pakistan from accepting the Iranian offer. But officials say progress on the Iranian offer remains stalled for lack of financial resources, absence of required infrastructure and differences over tariff. Ambassador says these matters can be sorted out. 

Iran, which produces 50,000 MW, is the world’s 19th largest electricity producer and countries such as Russia, India, the UAE, Jordan and Syria are interested in buying its electricity. Already, Turkey, Armenia and Afghanistan are importing electricity from Iran. 

On January 28, the federal cabinet gave a fresh cautious look at the RPPs issue in the light of ADB report and decided to allow only eight rental power projects to go ahead with production of 1,156MW before June. It means the impact of their contribution may not be felt in the summer for they take 4-6 months to come on line. Regarding six RPPs which will produce 838MW, the cabinet decided to review legal implications before a final decision. It dropped five RPPs of 256MW as advised by the Asian Development Bank. 

The government will have to bear an unbudgeted burden of Rs85 billion to finance the power companies, along with other such expenditures, during the current fiscal year and the axe will fall on the social sector to meet the deficit. Even Rs20 billion out of unspent funds of Benazir Income Support Funds will have to be diverted on this count. 

The Asian Development Bank report on rental power projects, released by the government on January 29, proved to be a turning point in the controversy over the rental plants by removing confusion and enabling the government to take firm decisions. Prior to this, the power minister Raja Pervaiz Ashraf was determined to award contract to all the 14 RPPs, saying this was the only remedy to Pakistan’s power crisis. As a result, only eight projects were approved. The ADB did not clear even these eight RPPs on merit but gave the go-ahead as a fait accompli because the contracts had already been signed and payment of mobilisation advance made. 

The report highlighted major inconsistencies and weaknesses in the contracts, violation of procurement and regulatory procedures, lack of available capacity utilisation and up to 87 per cent increase in customer tariff in two years. It said that the addition of even 14 RPPs would not eliminate the load-shedding. 

The ADB suggested that about 2,000MW of electricity could have been utilised from within the existing system through full-capacity utilisation and energy conservation measures. The report said that RPPs would put an additional financial burden of up to Rs207 billion on the government. 

The customers, under the no-RPP scenario, would have a tariff of Rs9.23, from current Rs5.54, which is an increase of 67 per cent in two years. With 14 RPPs, tariff increases by 80 per cent to Rs9.96. In case of eight RPPs, the tariff increases by 75 per cent to Rs9.68. The report said that original RPPs were based on advance payment of seven per cent, but the post-bid addition of standby letters of credit (SBLC) changed the financial situation in favour of RPPs. 

This “weakened the government’s negotiating position with bidders and a new security package of 14 per cent advance down payment combined with an annual renewable government guarantee to cover the buyers’ obligations, other than fuel payments covered under a separate SBLC.” The resolution of the SBLC issue contributed to delays and derailed the objective of having rental power in place by the end of December, 2009. 

