
Financing Sustainable Infrastructure: Lessons to be drawn from Hub Power Pakistan

Zulqarnain Anjum(
ABSTRACT

Due to non-sustainability of interest-based public debts many developing countries started turning to private financing of public infrastructure during the early eighties through BOT and its various other variants. The experience of Pakistan with independent power projects particular that of the Hub Power is one of the most cited catalyst case for the developing countries. In the present paper we discuss the sustainability of this form of financing power projects. Our findings suggest that unless the basic fundamental reforms in the public utility monopolies are brought, until the financial and other contracts are not changed, BOT and its variants do not provide a stable and sustainable alternative. This is due to the mismatch between ability to pay and liability to pay inherent in the underlying system of finance. As a result, in the good state of the economy the BOT and its variants will work, but in the bad state of the economy, these will compound the economic problems. A sustainable alternative shall be one, which does not compound the macroeconomic problems in the bad state of the economy. Where BOT schemes improve efficiency by introducing private initiatives, there is a need for reconsideration of the underlying financing and pricing mechanisms of the BOT and its variants whereby the liability to pay shall be made more aligned with the ability to pay. Such reconsideration will make the system more stable and sustainable as well as efficient. 

1. INTRODUCTION

1.1 Fiscal constraints and poor performance of public sector in provision of infrastructure services compelled the Governments around the world to turn to private sector to build, operate, finance, or own infrastructure in power, gas, transport, telecommunications, and water. The trend of privatization and liberalization of infrastructure activities, started in few countries in 1970s and 1980s, became a sweeping wave in 1990s. Apart from involvement of private sector in provision of physical infrastructure in various sectors, Pakistan saw huge private investments in power generation in the form of Independent Power Producers (IPPs). 

1.2 Private power producers brought significant amount of private investment in power generation (Figure-1) apparently with an aim to ease fiscal problems of the Government and to bring the much needed efficiency in power sector. But soon after these privately financed projects in power generation were commissioned, litigation started between the Government and the private power producers on tariff and other issues. While the Government put the blame on the IPPs for all financial ills of public utilities due to high tariff payments by the later for power purchases, the IPPs argued that public utilities, WAPDA and KESC
 are inefficient in distribution and transmission.

1.3 The purpose of this paper is to examine the private sector participation in power generation in Pakistan in order to study its impact on the financial health of public utilities. The paper presents an analysis of the various agreements/contracts between public utility, Water and Power Development Authority (WAPDA) and the Hubco (one of the major IPPs)
 with the sole aim to understand the reasons of the public utility going in the red.  

1.4 The paper examines Hub power generation project to ascertain that: (i) whether private sector participation in power generation without reforming public sector is an appropriate strategy; (ii) how the private sector investment in power generation has actually increased the debt servicing and foreign exchange liabilities of public sector utility WAPDA; and (iii) what options exist with the country in the aftermath of IPPs. 

1.5 The study is organized as follows. Section 2 presents worldwide overview of private sector participation in provision of infrastructure. Section 3 summarizes power sector in Pakistan. Section 4 discusses Hub Power Project and its various agreements with the public utility, WAPDA and the Government of Pakistan. Section 5 counts the shortcomings in the contracts/agreements. Section 6 provides conclusion and recommendations. 

2. PRIVATE SECTOR PARTICIPATION IN INFRASTRUCTURE INVESTMENTS

2.1 Sustainable economic development depends critically on sustainable infrastructure.  All countries-especially those with rapid economic growth- have struggled to meet the infrastructure investment needed to support new economic activities on one hand and to cope with inefficiencies in investment and operation of publicly provided infrastructure services on the other. Public infrastructure agencies lack managerial accountability, shortage of funds, and absence of commercial practices. Thus the desire for "greater efficiency and better services -and need for additional sources of finance have led many developing countries to turn to the private sector"
. Private providers improve service and increase coverage by competing in the market for customers and/or by bring competition among firms for the right to serve the market. “With proper policy and regulatory framework, private investors will provide capital for new investments in many infrastructure sectors, reducing the demand for public funds and providing fiscal space for public investments in social sector such as in education and public health"
.

Gains From Private Sector Participation 

2.2 According to Klein and Roger (1994), “private firms can be more efficient than public entities to the extent that they are better able to resist nefarious political interference. Government ownership almost certainly blurs the line between the firm's finances and the general budget. Typically, firms getting budget subsidies have trouble maintaining quality operations when fiscal problems arise. Or, Governments may be tempted to dip into the firms' treasuries in times of fiscal distress”. 

2.3 Kenneth Gwilliam (1998) has proved the benefits from private sector in infrastructure. For example in transport sector, road maintenance privatization has reduced costs from 25 percent to 50 percent in Colombia, labor costs have been reduced by 50 percent in rail privatization in Brazil and Argentina and international transport concessions of ports had reduced costs by 30 percent in Brazil.

2.4 According to World Bank (1997b), "evidence is mounting that private involvement in infrastructure produces net benefits for customers, investors, and countries". Galal and others (1994) conducted a study of privatization of eleven infrastructure enterprises and found that divestiture was good for the economy as a whole and led to higher productivity and faster growth in all but one case.  Newbery and Pollitt (1996) reviewed the 1990 restructuring and transformation of the Central Electric Generating Board of England and Wales into four companies. They found that by the end of 1995 labor productivity in the successor companies doubled, real unit costs fell by about 50 percent and real pool prices by 20 percent. The net gain they estimated was equivalent to an extra 25 percent return on assets. Rivera (1996) after a study of six cases of private sector participation in water and sanitation has proved that the new arrangements have improved service quality and expanded coverage.

2.5 Within both developed and developing world alike, it has been a common perception among the policy makers that the private sector participation in infrastructure development symbolizes a critical part of growth process of these countries.  However, with growing importance of private sector, a new debate has also emerged concerning the best approaches to private sector participation in infrastructure finance.

3. POWER SECTOR IN PAKISTAN

3.1 Pakistan has had two vertically integrated public sector electric utilities, Pakistan Water and Power Development Authority (WAPDA) and the Karachi Electric Supply Corporation (KESC) responsible for power generation, transmission and distribution in the country
. WAPDA supplies power to all of Pakistan, except the metropolitan city of Karachi where power is supplied by KESC. Karachi Nuclear Power Plant (KANUPP) and Chashma Nuclear Power Plant (CHASNUPP) are other public sector organizations generating and supplying power to KESC and WAPDA respectively. Apart from these public sector organizations, Independent Power Producers (IPPs), the private sector entities are also involved in power generation and subsequent selling of power to public utilities.

3.2 Out of the present total installed generation capacity of 17,772 MW
 in the country, 9884 MW is supplied by WAPDA (hydel 4,963 MW (50.2%) and thermal 4,921 MW (49.8%)), 2009 MW by KESC
, 5,417 MW by IPPs and 462 MW by KANUPP
 and CHASNUPP (Figure-2). In addition, there are small power producers (SPPs), which own and operate about 360 or more self dispatched generation facilities with a total capacity of the order of 1500 MW.

Power Policies and Independent Power Producers (IPPs)

3.3
Faced with high demand for commercial energy consumption, which continued to increase at an average annual rate of about 6.6% between 1983-1993 (World Bank 1994) 
and severe budgetary constraints (Figure-3), the Government of Pakistan opened the power sector to private investment. Measures to encourage private sector participation in power generation were first announced in November 1985 followed by power policies in 1991, 1992 and 1993.  Many incentives were given to the private sector including setting up of the Private Sector Energy Development Fund (PSEDF) administered by defunct National Development Finance Corporation (NDFC) to provide long-term and mostly fixed-rate debt financing up to 30 percent of the private energy projects.  The fund was supported by the World Bank, Export-Import Bank of Japan (JEXIM), Commonwealth Development Corporation (CDC) of the United Kingdom, the Governments of Italy and France, and the U.S. Agency for International Development (USAID)
. 

3.4 A new power policy was announced in March 1994 with following major features: bulk tariff of US Cents 6.1/KWH, freedom to select technology and fuel, guarantee of performance of public sector utilities and fuel supplier and “One window” operation through the Private Power Infrastructure Board (PPIB). Things were not stopped here, the Government announced Hydel power policy in 1995. Again in 1998 a new power policy was announced with concentration on indigenous fuels and resources and competitive bidding vis-à-vis tariff.

Restructuring of WAPDA

3.5 The power sector reform process being managed by the Pakistan Electric Power Company (PEPCO) involves restructuring of the power wing of WAPDA into eleven successor entities: three (3) portfolio thermal generation companies (GENCOs); (b) one National Transmission and Dispatch Company (NTDC); and (c) eight (8) distribution companies (DISCOs). The target date for corporatization process was December 2001 and the corporatized entities would be privatized over time.
 KESC remains an integrated utility so far with generation and distribution licenses.  To regulate the power sector the Government created National Electric Power Regulatory Authority (NEPRA) through an Act of parliament in 1997
.

3.6 To find the factors responsible for sufferings of the public utility, WAPDA, soon after commissioning of private power generation projects, Hub Power Project (one of the earliest and biggest IPPs) is selected and its various agreements with public sector are analyzed in following sections of this paper.

4. THE HUB POWER PROJECT

4.1 The first oil-fired power project with installed generation capacity of 1292 MW was undertaken by Hub Power Company (Hubco), a special single-purpose company listed on the Karachi and Luxembourg stock exchanges. It was built some 40 Km from Karachi, at Tehsil Hub District Lasbela in Balochistan Province. The project was conceived in 1987 and the agreement for construction of plant was signed in 1991 between the Government of Pakistan and a construction consortium, which later established Hubco. Hubco had a concession to build, own, and operate the Hub power station and to ensure its performance under various agreements signed with the Government (Figure-4). The construction, which started in 1993, was completed in 1997 and Hubco started exporting electricity to national grid, owned by the WAPDA. 

4.2 The total financing raised for Hub power project, which included an equity of 372 million US dollars (of which 149 million US dollars is subscribed by the leading sponsors of the project and balance is raised from an international flotation of Global Depository Receipts and domestic share offerings), was around 1.832 billion US dollars (Figure-5). Of the total project cost of about $1.832 billion, $1.732 billion were in foreign currency and only $100 million were in local currency. The World Bank participated in the project in two capacities: as lender, contributing up to $ 225 million through PSEDF and as guarantor of political risks for a syndicate of thirty-four commercial banks lending up to $240 million to the project through an Expanded Cofinancing Operation (ECO) guarantee facility.

Agreements

4.3 There are thirty-nine (39) principal project agreements in case of Hub Power Project.  But only the agreements between Hubco and various public sector agencies (Figure-4), having thirty years maturity, are described in the following paragraphs of this paper.

The Implementation Agreement (IA) 

4.4 The Implementation Agreement between Hubco and the Government of Pakistan, signed on August 2, 1992, incorporates guarantees of the Government for the obligations of WAPDA under the Power Purchase Agreement (PPA), Pakistan State Oil (PSO) under the Fuel Supply Agreement (FSA) and the undertakings by the State Bank of Pakistan (SBP) under the Foreign Exchange Risk Insurance Scheme. It also includes payments resulting from occurrence of certain events of force majeure (these can be political such as war or natural such as a lightning, strike, etc., affecting project equipment or facilities). Besides standard clauses of the concession agreement, IA afforded exemption from payment of customs duties on import of plant and equipment to the company. It also provides exemption to Hubco from payment of income tax on the revenue/income generated through the sale of electricity. Inter-alia, it ensured availability/convertibility of local currency into the required foreign currencies and ensured repatriation in order to enable the company to meet its foreign currency liabilities.

The Power Purchase Agreement (PPA) 

4.5 The Power Purchase Agreement with WAPDA determines the principles under which the plant is operated and arrangements for tariff. Under the agreement, WAPDA may instruct Hubco to generate and deliver electricity into the national grid up to the available net capacity of the plant. Tariff payments will be made by WAPDA whether or not the plant is dispatched but penalties will be paid to WAPDA for shortfall. Bonuses are also to be paid for generation in excess of 65% of the maximum potential output of the plant. The tariff agreed between WAPDA and the company suffices for the fixed and variable operation & maintenance (O & M) costs, insurance costs, debt servicing, return on equity (ROE). The construction of double circuit 180 Km long 500 KV transmission line to evacuate power from the Hubco was the responsibility of WAPDA under the PPA. 

The Fuel Supply Agreement 

4.6 The Fuel Supply Agreement signed between Hubco and PSO in August 1992, stipulates that PSO would build 78 Km dedicated pipeline to supply fuel oil for all the plant’s requirements. Hubco would purchase its requirements for fuel oil from PSO and compensation would be paid to Hubco in the event of failure by PSO to meet the plant’s demand.  

Foreign Exchange Risk Insurance Scheme 

4.7 Foreign Exchange Risk Insurance Scheme is provided by the SBP to make available the foreign exchange at fixed rates for debt service payments. 

Tariff Payments 

4.8 The total tariff paid to Hubco by WAPDA consists of two parts: Capacity Purchase Price and Energy Purchase Price. Capacity Purchase Price which comprises of three components (escalable, non-escalable and exchange risk insurance) pays off the debt servicing, fixed O & M and the ROE, insurance, etc. The Energy Purchase Price, which comprises of two components, adjusted from time to time (fuel cost and variable O&M costs) pays off the fuel charges, variable O & M expenses, etc. (see Table-1). In addition to these two, the company is entitled to supplementary tariff payments.

4.9 Hub Power project, financed on BOO 
basis by the private sector, is having no problem as for as its performance is concerned. It is making substantial profit by selling its output to WAPDA
.  The project is purely under private ownership and is supplying up to 24 percent of total private sector generation of the country and asking no further financial support from its sponsors. The question is what is wrong with the public utility, WAPDA and the various agreements between Hubco and public sector that are responsible for severe financial problems of the public utility.

5. WHAT WENT WRONG?

5.1 Power sector is not capable of allowing only parts to benefit from private participation when others remain with inefficient public sector. This is contrary to other sectors such as transport where even parts can gain from private sector participation without reforming the whole sector or other parts. For power sector it is necessary that all of its components such as generation, transmission and distribution may be seen as wholly private. But if any of these components is to be kept in public sector, then it should be made efficient enough to absorb private sector participation in another sub-sector such as generation. 

5.2 Power sector in Pakistan has been dominated by two vertically integrated public utilities, WAPDA and KESC, which have exclusive mandate to purchase capacity and energy from all generators, including IPPs.
 These utilities have their own transmission and distribution networks and on sell the electricity to end-users.

5.3 Public utilities in Pakistan have the highest transmission and distribution losses as a percentage of output as compared to average of the world and South Asia (Table-2). These are unable to pass the losses along with the cost of power purchased from private producers to the final electricity consumers efficiently.  Thus, if seen on this account, without simultaneous restructuring of public utilities for efficiency in transmission and distribution systems, the whole system cannot be financially efficient. 

IPPs Contracts Awarded Without Competition

5.4 IPPs contracts in Pakistan were not awarded on competitive bidding and prices are comparatively high as compared with other countries. Competition not only reduces the prices (although exemptions are there) but also gives Government a bargaining power in negotiation of contracts and in taking risks.  According to World Bank (1998a), bidding on average has reduced Power Purchase Agreements (PPAs) prices by 25 percent.

Exchange Rate Losses

5.5 Most of IPPs in Pakistan have external finance (both debt and equity) and their daily operations are based on imported fuel
. Imported petroleum based share in case of Pakistan’s IPP projects is very high (74 percent)
. This has left them heavily exposed to exchange rate movements but the exchange rate risk of the IPPs associated with this situation is absorbed in Energy Purchase Price of the tariff component to be paid by the public utility.

5.6 Hub power project has 94.4 percent of the total cost (both debt and equity) in US dollars, while cost in local currency is only 5.6 percent. Due to downward slide
 of the local currency (Figure-6), the exchange losses are passed on to the public utility, WAPDA that has its revenue streams in local currency. 

Market Risk: 

5.7 WAPDA has given guarantee to buy a minimum level of output even when there is no demand for electricity and also agreed to revise prices in accordance with increase in fuel prices, consumer price index and O&M costs. In this way, WAPDA has assumed almost all types of market risk of the private sector. 

5.8 According to Ministry of Water and Power there was around 3000 MW of surplus electricity in Pakistan
 in 2000 i.e. about 11.25 percent of the present installed generation capacity of the country. Auditor General of Pakistan indicated in a report during 1999-2000 that WAPDA purchased only 34 per cent of the total generation capacity of five IPPs whereas it made payments for 64 per cent of their generation capacity thus suffered a loss of Rs. 7 billion owing to the capacity payments
. WAPDA had to make excessive payments for unutilized capacity of the IPPs because of a provision of capacity payment included in the agreements signed with Hubco and others.  It means WAPDA is paying under the power purchase agreements even without actually buying the electricity in some cases. If WAPDA buys, it suffers losses without further selling into the market because there is no excess demand during periods of high production of hydel power.

Fuel Supply Risk: 

5.9 This risk in case of Hubco is taken by Pakistan State Oil (PSO), which under the fuel supply agreement is bound to supply all the plant’s fuel requirements through a dedicated line or to pay compensation to Hubco in the events of its failure to meet the plant’s requirements. 

Convertibility Risks: 

5.10 The State Bank of Pakistan has assumed the convertibility risk through the foreign exchange risk insurance scheme. One of the allegations made by Hubco during litigation with the public utility/Government was the inability of the Bank to honor agreement regarding convertibility.

Political Risk: 

5.11 With respect to the political risk, if the Government does not fulfill its obligations, the World Bank, JEXIM, and trade insurance institutions in Japan, Britain, and France would automatically become responsible. So the Government has had no choice but to involve aggressively in the project.

Moral Hazard Problem:

5.12 The contracts awarded to IPPs through negotiation basis are carrying the moral hazard problem where private power producers have the incentive to exploit the contracts for their favor. When contracts are such that all risks are assumed by the public sector, then there is no mechanism for competition. Private producers have no incentive to cut cost by working efficiently in order to increase market share and sell electricity at cheap rates.

High Rate of Return on Equity: 

5.13 An argument usually given for higher tariff of IPPs in Pakistan is that the equity investors in these projects have demanded a higher rate of return on their investments because of non-investment grade rating of the country
. In case of Hubco, return on equity is 18 percent
. All this is passed on to the public utility in the form of higher price of output that the utility is unable to recover from its consumers. 

High Rate Charged by IPPs:

5.14 WAPDA is suffering due to high rates of electricity charged by the IPPs including Hubco.  IPPs are supplying up to 5417 MW of electricity (30% of the total installed capacity of the country)
 and charging as high as Rs. 8.33 per kWh as in case of AES Pak Generation (Hubco is charging Rs. 6.24 per kWh) and shown in Figure-7. The average selling price of IPPs to WAPDA is Rs. 4.60 per kWh while WAPDA’s own average generation cost is Rs. 1.44 per kWh (Rs. 0.38 for hydel and Rs. 2.58 for thermal) as shown in Figure-8. WAPDA is preparing a mix
 of the energy purchased from IPPs and it’s own generation before selling through its distribution companies as low as Rs 3.92 per kWh by MEPCO and as high as Rs. 6.32 per kWh by IESCO (Figure-9). The average selling price is Rs. 5.10 per kWh. With energy losses equal to 24.3%, WAPDA is not able to pass cost to the end consumers
. Thus WAPDA is suffering huge losses due to high payments to IPPs including Hubco and its transmission and distribution losses. At the same time captive consumers are forced to buy very costly electricity due to IPPs because in the absence of IPPs, consumers would not pay more than Rs. 1.00 for hydel and Rs. 3.00 for thermal.

5.15 There is no option with the public utility, WAPDA to get cheap energy from IPPs including Hubco because the country is bound to honor contract/agreements up to 30 years. Not only is the costly electricity of IPPs but the hidden cost due to unfavorable clauses of the agreements (such as due to capacity payments without actually buying electricity) is hitting hard the consumers, WAPDA and the country as a whole.

5.16 Involvement of private sector without first reforming public sector, unfavorable (rather one sided) clauses in the agreements between WAPDA and IPPs including Hubco, exorbitant tariff charged by the IPPs and significant transmission and distribution losses of the public utility are the major causes of financial losses of WAPDA and in turn for the country.

6. CONCLUSION AND RECOMMENDATIONS

6.1 The country as a whole has to suffer due to high rate of electricity charged by the IPPs from public utility WAPDA and because of unfavorable clauses of the agreements in which all the risks are assumed by the WAPDA. The transmission and distribution losses of the utility have their own cost. All this cannot be passed on to consumers because they are not willing to accept it. Households are not willing to pay for cost electricity, industry do not want to become uncompetitive due to a costly input and agriculture too has no capacity to pay more.

6.2 But the Government needs infrastructure investment due to the rising demand of its provision but have no funds to meet the demand. The private sector finance is the only option left. Thus all future contracts be awarded on competitive basis and in a most transparent way. Future demands careful scrutiny of private investments and provision of incentives/guarantees to private players. The best way is not litigate with the private sector now but reform the public sector and review the private sector finance strategy more carefully. 

6.3 Capacity Purchase Price of the tariff component is the most harmful clause and the Government is unable to do anything on this account while damage due to Fuel Purchase Price component of the tariff can be minimized by shifting from imported oil to indigenous fuel such as gas and coal. Government is already on its way in helping to convert from oil fired generators to gas fired generators.

6.4 WAPDA as a holding company and its regional distribution companies are still in public ownership. The Distribution Companies (DISCOs) should be genuinely privatized in order to be independent units capable of operating with a considerable degree of independence and commercial initiative in order to fulfill the objectives of competition in generation, transmission and distribution. Government is in a fix when it thinks to unbundle the whole power sector both horizontally and vertically to see competition in generation, transmission (under “Single Buyer Model” even in the long run transmission would be in public sector with NTDC though supposed to be operating under cost covering tariff regime) and distribution. Such a competition would not be there without price transfer mechanism. 

6.5 Power generation is being strengthen by involving more and more private sector or through investment by the public sector, the transmission and distribution sectors are unable to absorb all these expansion in generation
. Almost half of the country's population is still living without electricity due to lack of proper distribution infrastructure which private distribution companies .can cover if price distortion and subsidies to go. Here the Government has to budget the subsidies in order to bring the population, not so far covered, in the distribution net.

6.6 The other gray area is the system losses, which are usually categorized into at least two types: technical losses and distribution losses. While the technical losses are very costly to minimize, distribution losses do not. It is expected that due to deregulation and better management, the system losses would be minimized and its benefits in terms of lower tariff would be passed on to the end consumers in the form of reduced tariff or to cover the losses of public utilities.

6.7 Government may let the public scrutiny of public utilities by publishing frequent and regular accounts showing financial position the public utilities. Government should also disclose information regarding the award and costs of projects, especially foreign funded project
. Had the Government released the timely information about the award, guarantees and price structure of the IPPs contracts to the general public, the Pakistan would have been in a much better position. 

6.8 IPPs experience in Pakistan has shown that private sector is capable of raising funds from many sources. Hubco was able to mobilize sizable amount of equity from international and domestic capital markets apart of the debt from commercial and multilateral institutions
. Hubco issued first international equity (GDR) for developing country infrastructure project and has largest market capitalization of any quoted company at Karachi Stock exchange (KSE). Government may take advantage from this situation and create such an environment where more firms may be able to raise funds for future infrastructure investments in Pakistan.

6.9 The problem faced by the country is to ensure that future infrastructure investments in private and public sector should not bring excessive liabilities for the public sector. When country is having liabilities to many heavily foreign funded projects such as IPPs against sovereign guarantee, the weak resource base of the country will create heavy dependency on foreign borrowing and when IMF stops or delay funding, the country immediately face crisis and ultimate default like situation.  
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Figure-4: The Overall Program of Insurance of Hubco Power Company
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Table 1: Indexation of the Tariff Components

	Component
	Designed to Compensate
	Indexed to

	Energy purchase price
	
	

	1. Fuel cost component
	Fuel costs
	Fuel prices

	2. Variable O&M cost component
	Variable operational costs
	PKR/US$. US CPI

	
	
	

	3. Unit start up charges
	
	

	4. Hot standby charges (S.T. units only)
	Variable operational costs
	Fuel prices

	
	
	

	
	Variable operational costs
	Fuel prices

	Capacity purchase price
	
	

	1.Escalable component
	Fixed O&M, admin. ROE
	PKR/US$, US CPI

	2. Non escalable component
	Debt servicing
	PKR/US$

	Bonus liquidation damages
	
	

	1. Bonus
	Specific target
	PKR/US$, US CPI

	2. Liquidated damages
	
	Specific nature of claim


Source: Power Purchase Agreement, Private Power Infrastructure Board, 2001.

Figure 5: Financing Structure of Hub Power Project in Pakistan
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	Table-2: Transmission and Distribution Losses.

	Country/Region/Economy
	Transmission and Distribution losses (% of output)

	
	1980
	1996
	2001

	Pakistan
	29
	23
	24.3

	South Asia
	19
	19
	

	Low Income
	12
	12
	

	Middle Income
	9
	12
	

	Low & Middle Income
	9
	12
	

	High Income
	8
	6
	

	World
	8
	8
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Hub Power Company: Projected cost $1,832 million








( The author is a Deputy Consultant at the National Reconstruction Bureau Pakistan. The views, findings, interpretations, and conclusions of this paper are the author’s own. These should not be attributed, in any form, to the National Reconstruction Bureau.


� WAPDA stands for water and Power Development Authority and KESC stands for Karachi Electric Supply Corporation.


� Independent Power Producers (IPPs) own operate power generation facilities.


� World Bank (1997b)


� World Bank (1997b) 


� Karachi Nuclear Power Plant (KANUPP) was another public sector organization, which generates 137 MW electricity.


� Economic Survey of Pakistan 2000-2001


� KESC's own installed capacity is 1,756 MW and other sources such as M/S Tapal Energy and M/s. Gul Ahmad (253 MW) are supplying energy to KESC to make the total 2009 MW. 


� 137 MW by Karachi Nuclear Power Plant and 325 MW by Chashma Nuclear Power Plant (CHNUPP).


� From 11.1 million tons of oil equivalent (TOE) to 21.1 million TOE between 1983-93


� Source: Private Power Infrastructure Board, Ministry of Water and Power, Government of Pakistan, 2001.


� Transitional Wholesale Power Supply agreements. World Bank Discussion Paper, July 2001.


� Source: Three-Year Development Plan 2001-2004, Planning Commission, Government of Pakistan.


� Build, Own and Operate (BOO).


� Net profit of Hubco was PKR 7.34 billion in 1997 and PKR 10.807 billion in 1998. (http://� HYPERLINK "http://www.hubpower.com" ��www.hubpower.com� May 2000)


� Technically known as Single Buyer Model.


� The power policy announced in 1998 tried to address at least this issue by stressing on indigenous fuel for new projects (� HYPERLINK "http://www.ppib.gov.pk" ��http://www.ppib.gov.pk�).


� Fossil fuel accounts for 50-70 percent of the total cost in IPP Programme around the World (World Bank 1998a). 


� Save the appreciation of Pakistan Rupees after 11th September, 2001 events in the USA.


� Press briefing by Ministry of Water and Power, May 3, 2000 (� HYPERLINK "http://www.jang.com.pk/thenews/index.html" ��http://www.jang.com.pk/thenews/index.html�, May 4, 2000)


� Daily Dawn, Tuesday, May 29, 2001


� Pakistan's foreign exchange long-term sovereign ratings stood at B- (Source: Standard & Poor's Ratings April 14, 2000).


� Private Power Infrastructure Board (PPIB), Ministry of Water and Power, 1999. The Figure is highly contested by Hubco and there has been lot of debate on this. 


� Excluding Small Power Producers (SPPs).


� Like stock portfolio.


� To bill one kWh of electricity to an end consumer at an average rate of Rs. 5.10 per kWh, WAPDA has to buy 1.32 kWh from IPPs at an average price of Rs. 4.60 per kWh (total=1.32*4.60=Rs. 6.07) due to 24.3% transmission and distribution losses.


� The government announced power policy in July 1998 with many incentives in order to promote coal and hydel power generation. At least six hydel projects having capacity 1204 MW were identified (� HYPERLINK http://www.ppib.gov.pk) ��http://www.ppib.gov.pk)�. In public sector Ghazi Barotha Hydropower power project (World Bank Loan PK-PA 39281), under the ownership of WAPDA with a capacity of 1450 MW, is under construction.


� Projects which may involve foreign exchange liabilities in future.


� http://www.hubpower.com
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