What is pushing up electricity tariff?

InpaperMagzine By Muhammad Bashir Chaudhry 

10 hours ago
INCREASE in electricity tariff was neither so frequent nor so sizeable some twenty years ago as it is now.
The power tariff has been raised by Nepra recently to Rs8.70/Kwh for consumers who use only 100 Kwh or units of electricity in a month. Those using 101-300 units per month will pay Rs10.20 per unit, those using 301-700 units per month will be charged Rs14 per unit and for consumers using above 700 units the tariff will be Rs16.50 per unit. In addition, they will have to pay 16 per cent GST. The following table clearly depicts the tariff trend:

The table pertains to domestic small consumers and reflects only a small section of the big picture. Separate tariff is determined for commercial establishments, industries, agriculture tube wells, colonies attached to industries and railway traction. Under each category there are two, three or more slabs with increasing tariff with more use of electricity.

The domestic consumers are perplexed with the sharp increases in tariff. Unlike the industry, business or bulk consumers, domestic consumers are not in a position to pass the increases on to others. Come what may, domestic consumers are obliged to pay to the power utility.

Certain sections of small domestic consumers are allowed subsidised tariff. Domestic consumers using up to 50 Kwh in a month fall in the poorest class.

They are known as lifeline consumers and are charged the lowest tariff. Consumers using slightly more electricity per month are charged higher tariff which is gradually increased upwards with more use of electricity. There are many slabs for domestic consumers also.

The question is why the tariffs were low in the past and why are they moving up fast? Tariff determination was different when all electricity was produced in the public sector. Wapda would increase the tariff if allowed at the time of federal budget. However, the consideration changed considerably when electricity generated by private producers started coming into the electricity pool.

Apart from usual cost factors earlier used in determination of tariff, now handsome guaranteed return on equity and currency exchange risks are also covered for the private investors. There are other add on by the government as well.

In Pakistan there was no expertise or experience to systematically induct private sector in power generation under a set of inter-connected agreements known as security package despite foreign technical support enlisted by the government. The foreign investors were more knowledgeable and resourceful and appeared to have finalised the deals from a position of strength.

Hubco and later a number of other independent power producers (IPPs) added nearly 4,500MW thermal power generation capacity. With this, the share of thermal power in overall mix of power increased substantially. Besides, electricity coming from Hubco and other IPPs was costlier than Wapda’s own generated electricity. Thus, overall cost of electricity in the pool increased and was a big reason for increase in consumer tariff. Subsequent, rental power plants (RPPs) and wind power plants with quite high tariffs have been inducted and are further increasing the average tariff for consumers.

It may be appreciated that fuel used in thermal power plants is the single main cost in electricity tariff, the power plants may be using furnace oil and diesel or gas for power generation. Increase in prices of fuels pushes cost of generation higher and resultantly electricity tariff have to be revised upwards.

To have an idea as to the increase in cost of fuel in the past about 20 years some details are as follows. Cost of furnace oil that was selling on August 19, 1993 at Rs2,843.50/M ton had increased to Rs9,600/ M ton by July 16, 2000. Sale of furnace oil was de-regulated with effect from July 1, 2000. Now the selling price is estimated at about Rs70,000/M ton. High Speed Diesel (HSD) was cheap at Rs6.12/litre on August 19, 1993. HSD was selling at
Rs97.31/litre on May 1, 2011 which is now selling at nearly Rs104 /litre.

Gas allocated to the Wapda for power generation by gas utilities was Rs62.75 /mmbtu on August 19, 1993 while the rate of gas supplied for the purpose on July 1, 2010 increased to Rs393.79/mmbtu. Now it is even higher.

The Ogra and Nepra are regulating the price of HSD, gas and electricity. The consumers who wish to maintain electricity tariff at lower levels must learn to participate in the tariff determination process by these two bodies. The proposals submitted for tariff adjustments by the applicants need to be also scrutinised by general public particularly various associations of business and industry.

At public hearings a few weeks ago, Nepra commented that no written objections or comments were received regarding the proposed adjustments from any person and that there was also no representation from the general public /consumers of electricity.

The matters that have a bearing for future increases of tariff may include level of theft or waste of electricity at distribution stage, financial cost attached to the circular debt adversely affecting the energy sector, revisions in the contractual arrangements with IPPs, RPPs and wind power projects, interpreting of certain provisions in a particular manner at Nepra hearing on application by certain applicants, levy of further taxes and duties by the government, data supplied by CPPC to Nepra, oil and gas price determinations by Ogra and framing of new policies by the government on energy sector.

