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EVEN after what the Supreme Court did to two rental power plants a month ago for violating certain rules, the federal water and power minister had the temerity to inaugurate a plant in Lahore which was still incomplete, a year behind the schedule and had only a quarter of power generation installed.

What the minister actually inaugurated on January 1 was a test run of 201MW Reshma Power Plant, something unusual, but it appears to be an act of pleasing the owner. The plant, the second most expensive after the Turkish ship-mounted one, was given a mobilisation advance payment of $55.26 million (Rs4.576bn). Incidentally, the current status of the plant have all the ingredients of attracting punitive action from the Supreme Court.

One may recall that in June last year, a 150 megawatt plant in Samundri which has reportedly consumed furnace oil worth Rs225 million provided by the government, failed to pass a test run. A Dutch engineer hired by the Asian Development Bank gave another chance to the plant, Techno E-Power, but it failed again in the test run. The owner was reported to have said that he will not return the money.

Although the ministry has made 14 per cent mobilisation advance payments to all the eight RPPs, none of them has so far been able to start production even after one year. Some agreements were signed in 2007 but nothing is known about their fate. Almost all the RPPs have been seeking extension in their deadlines and getting it. The rental plants usually take six months to come on line.

According to an official of the water and power ministry, “all rental plants got delayed for reasons like third party audit by the Asian Development Bank, that were beyond their control.” The ‘third party audit’ is a reference to the report prepared by the ADB which questioned the very basis of rental power and the manner in which the government has pursued it.

The Turkish plant, which its company says is the largest investment by a Turkish firm in Pakistan, is already berthed in Karachi waters and is the only one that should have started supplying electricity to the national grid by now. Its output would not basically cater to Karachi’s needs as is generally presumed but will contribute to Pepco’s grid.

On December 7, the Supreme Court had ordered the Walters Power International to return $11.28 million, along with interest, that it had received as 14 per cent advance mobilisation funds for installing rental power plants in Naudero and Guddu. On December 9, the owner of the two plants returned the money– Rs2.25 billion– to the government and presented the bank receipt before the court. The three-judge bench headed by Chief Justice Iftikhar Muhammad Chaudhry had taken notice of allegations that the WPI was shifting a low quality equipment LM-5000, which originally belonged to Guddu plant, for installation at the Naudero-II project after dismantling it.

The issue of relocation of the equipment had surfaced when the company filed a petition in Nepra seeking a fresh tariff for the Naudero-II project. The government had already paid advance money for the project and $10.15 million for the same machinery for the Guddu plant. The WPI had entered into a contract with the government for completing the $52 million gas-fired power plant of 51MW at Naudero-II while working on a second project of $70 million in Guddu.

Reshma Power came out of the bidding in late 2008 and the PPIB board approved it on April 9, 2009. Its contractual terms with the Pepco provide options of slapping liquidated damages, reducing term of rental contract by a year (corresponding to the delay), renegotiating the tariff and also cancelling the entire contract. But by sanctifying the plant by inaugurating it, the minister seems to be unwilling to make use of these options. Although Reshma was to come online by the end of 2009, ironically, it has only one machine even after one year, another three still to be added. According to the contract, Pepco can now take the charge of the situation.

Under the agreements signed in 2009, if an RPP fails to complete the project within 30 days after the agreed deadline, it will be “charged at the rate of $191 per day per megawatt up to a maximum amount equivalent to $17,190 per megawatt for a delay of up to three months.” If the project is further delayed, the government “shall have the right to renegotiate the contract.”

It is interesting to note that instead of taking an appropriate action in national interest or renegotiate with the owners of the plants which have failed to meet the deadline, the ministry and Pepco appear to be soft and accommodative towards them. The Asian Development Bank resident chief Rune Stroem is reported to have conveyed to the government that most of the contracts already signed by the Private Power and Infrastructure Board (PPIB) seemed heavily tilted towards private investors and do not take care of interests of the government and consumers.

In a report on the energy efficiency investment programme in Pakistan, released on September 30, 2009, the ADB had observed that there will be “a limited impact” of the RPPs on the country’s power generation scenario. It was in this background that the finance ministry insisted that the ADB must undertake a comprehensive study of the entire plan of the RPPs and until it clears them for implementation, no measures should be taken.

The bank prepared a report and it was released in the last week of January, 2010. It proved to be a turning point in the controversy over the rental plants as it dispelled the prevailing confusion. Prior to this, Raja Pervaiz Ashraf appeared determined to award contracts to all the RPPs saying this was the only solution to power crisis.

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 even all the 14 RPPs cannot eliminate the loadshedding. It allowed only eight projects to be considered. The report said that RPPs would put an additional financial burden of up to Rs207 billion on the government.

