Rental power projects and lurking suspicions 

By Ashfak Bokhari 

THE federal cabinet has finally endorsed the decisions of the ECC for purchase of 2,250 mw from 14 rental power companies but in an atmosphere marked by suspicions and allegations of kickbacks, obsoleteness of plants and high cost of power. 

These apprehensions also echoed in parliament where an opposition member described it as an emerging scam. 

The cabinet itself was divided over the merit of this venture, seen risky and expensive by many, and it took three hours to settle the matter. Media reports say there was even exchange of harsh words among the ministers. The prime minister remained mostly quiet and neutral, intervened only to break the impasse by proposing a “third party validation system” to satisfy critics. Under it, dealings with the companies will be subject to a transparent system. 

As a corollary, a special parliamentary committee of members from both the government and the opposition would be constituted with the Auditor-General as one of its members to formulate procedure for acquisition of power from the rental power providers. A reputed firm would be engaged to ensure strict observance of the agreed terms and conditions under which the plants would generate electricity. 

This is the first time that fast-track rental power producers, normally booked for short-term tasks as in 2007, are being engaged on such a large scale and being assigned a major role along with other producers. Nowhere, they are considered worthy and credible for such a sensitive responsibility for they are deemed to be mere an enlarged form of generators used in homes, switched on and off as needed and some of them supply power from a barge or a ship berthed in the sea nearby. 

This is what irritated some members of the cabinet. Finance minister Shaukat Tarin who does not agree with Raja Ashraf’s argument that ‘this is the only solution to the energy crisis’ is apprehensive of the cost these projects would incur once oil prices go up further in the international market. 

However, as the federal minister for water and power mentioned himself the hasty measure was being taken to escape the wrath of the consumers who may ‘lynch those responsible’ on the roads and streets if frequent outages do not come to an end. If this is the driving factor behind the decision, then it is just political expediency rather than economic prudence keeping in view the minister’s oft-repeated claim that load-shedding would in any case end by this December. 

The minister has been raising expectations of the public and then found himself succumbing to their pressure when violence and burnings became frequent. Instead the people should have been convinced of the need for long-term, inexpensive options and told that this money could be better utilised by spending on servicing the circular debt. After all, people have a greater stake in cheaper electricity. As stated by Raja Ashraf, when the rental plants would come on line the overall tariff would rise by six per cent. 

The easing of the circular debt would have revived the operations of the existing IPPs and again put into motion the wheels of the industry which are lying frozen for long. In fact the whole economy is coming to a dead end because of power crisis. And yet, the irony is that the minister’s proud claim to end load-shedding by December appears unlikely to be met successfully as all the rental power projects take at least six months to come on line after all necessary formalities including money matters have been cleared. It means the rental power plants would start producing electricity not before March 2010. 

The average power tariff of rental power plants, as decided in the ECC meeting, stands at 13.5 cents per unit while the average tariff of IPPs is 12.5 cents per unit. The maximum tariff of rental plants is 15 cents, which will be applicable in case they have the latest equipment and are installed at the ship. 

According to calculations worked out by the Centre for Research and Security studies, Islamabad, the rental power plants are 24 per cent more expensive than the new IPPs and 30 per cent more expensive than the existing IPPs. In other words, the cheapest electricity comes from the existing IPPs. Therefore, it makes sense if we opt for full utilisation of our existing IPP capacity and then of the new IPPs. Besides, there exists a great power potential, not fully utilised yet, in our sugar and textile mills. Sugar mills can produce 2,200 mw and supply it to the Pepco at cheapest rates. 

Regarding cost of rental power, the Centre says if we acquire 2,200 mw – the same that 14 rental power companies are to produce under August 27 cabinet decision – then our annual payment to them will be $3.1 billion (annual fuel payment being $2.3 billion and an annual capacity payment of $862 million). On the other hand, if we bring in 2,200 mw of new IPPs the annual payment will be $2.5 billion, the difference being of a huge amount of $626 million. 

Meanwhile, rental power producers in a joint statement issued on July 30 observed that the current widespread criticism against them was reminiscent of a “vilification campaign” of the 1990s against independent power producers (IPPs) as they appeared on the scene. The statement said that there was little excuse for doubt or apprehensions because all rental plants have been transparently and competitively bid for and were technically evaluated to “gauge suitability and affordability” under a policy that has been approved by three successive governments. 

Their plants, they said, were brand new, zero-rated and also there were secondary market plants and machinery based on a variety of global technology, and are set up in six to eight months after the contract of commissioning which are for three to five years and carry a higher risk for them. 

The Pepco paid only for power that was produced and delivered, and that too 60 days in arrears. The gas-run rental plants are required to achieve an availability of 92 per cent and RFO-based rental plants are required to achieve an availability of 85 per cent. Any failure to achieve these availability requirements attracts financial penalties calculated on the basis of 1.5 times of the tariff for the shortfall. 

The government would pay 7-14 per cent machinery mobilisation advance to the providers, which would be deducted from the rent the government is to pay for purchasing electricity. The advances given to them were secured against bank guarantee but there were no government guarantees or support for raising funds. The risk and responsibility are wholly assumed by them and not the government. The government guarantee is issued exclusively to cover any performance default on part of the Pepco. 

The statement was issued after a meeting of rental power producers attended by representatives of Techno Engineering Services, Young Gen Power, Gulf Rental Power Project, Ruba Energy, Reshma Power, Premier Energy, Pakistan Power Resources and Walters Power International.
