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@ Determination of the Authority in the motter of
—— Petition for Toriff Medlfication filed by PEDO for 18 MW Pehur HPP

DECISION OF THE AUTHORITY IN THE MATTER OF PETITION FOR TARIFF
MODIFICATION FILED BY PAKHTUNKHWA ENERGY DEVELOPMENT
ORGANIZATION (PEDO) FOR ITS 18 MW PEHUR HYDROPOWER PROJECT

INTRODUCTION

1. Pehur Hydropower Project (hereinafter referred to as the “Project”) is a 18 MW Project of
the Pakhtunkhwa Energy Development Organization (heseinafter referred to as the
“Petitioner” or “PEDO"). According to the Petitioner, it is located on the right bank of
Indus river, immediately downstream of Tarbela reservoir. According to the Petitioner, the
Project has been connected to the 132 kV Gadoon Grid Station.

2, The Authority awarded Generation License to the Project on November 26, 2009, while was
modified vide LPM dated Apnl 27, 2020. According to the Petitioner, the Project achieved
COD on March 1, 2010. The Authority granted COD stage levelized tanff of Rs. 4.0180/kWh,
at reference exchange rate of Rs. 84.9/USS$ to the Project on December 06, 2010 (hereinaftes
referred to as the “Tariff Determination”).

FILING OF TARIFF MODIFICATION PETITION

i The Petitioner, vide letter dated June 24, 2021, filed tasiff modification petition (hereinafter
referred to as the “Modification Petition”) under Section 31 of NEPRA Act, 1997 read with
Rule 3 of the NEPRA (Tariff Standards and Procedure) Rules, 1998 for modification of
Authority’s determination dated December 6, 2010. The Modification Petition was admitted
by the Authority on July 26, 2021, for further processing.

4. It is important to highlight here that CPPA-G vide letter dated March 13, 2020, submitted the
subject project’s EPA for approval, but the Authonity, vide letter dated July 23, 2020, advised
that its tariff determination is on take or pay basis while the EPA has been agreed on take and
pay basis, therefore, PEDO may file rariff modification petition to modify tanff to take and
pay basis.

BACKGROUND OF THE CASE

5. The Authonty consider it important to highlight that Pehur achieved COD on March 1, 2010,
and since then supplied electricity to PESCO. The Project EPA was signed with CPPA-G on
May 14, 2019, on Take & Pay basis with provision of exit/suspension clause. The Project
opted to exit from its EPA in June 4, 2020, and since then it has been providing electricity to
BPCs. It is also important to note that based on the executed EPA, Pehur has the provision
to resume/re-enter the EPA and restart supplying electricity to the grd, Pehur's EPA,
however, is not approved by the Authority. It was also noted that Pehur is already wheeling
electricity to 5 BPCs and accordingly the necessary changes have been made by NEPRA in
the Pehur's LPM vide its decision dated April 27, 2020.
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6. According to the Petitioner, the Project was awarded Generation License on November 26,
2009, while it achieved COD on March 1, 2010. According to the Petitioner, PEDO agreed
with Peshawar Electric Supply Company (hereinafter referred to as “PESCO”) for supply of
electricity at pre-COD rate of Re. 1/kWh dll the COD, The Authority awarded final
generation tanff at COD to the Project on December 6, 2010.

T According to the Petitioner, PEDO coordinated with PESCO and CPPA-G several times for
signing of EPA, but to no avail. However, later in 2019, according to the Petitioner, when the
Supreme Court of Pakistan took sou moto action, the Central Power Purchasing Ageacy
(hereinafter referred to as “CPPA-G") agreed to negotiate and sign EPA which was finally
signed on May 14, 2019, between PEDO and CPPA-G.

8. The Petitioner further submitted that in 2019, at the time of signing of EPA with CPPA-G,
PEDO decided that electricity to be generated during the remaining useful life of the Project
shall be sold to industrial consumers through wheeling. For this puspose, as per the Petitioner,
it was required that the EPA must have an exit clause allowing PEDO to exit and subsequently
exccute an EPA with industrial consumers after approval from the Authonty (which according
to PEDO was taken by it through smendments in G ion License of the Project on Apnl
27, 2020).

9. However, according to the Petitioner, CPPA-G and PEDO were restrained by the fact that
NEPRA allowed taniff to the Project on two-step basis, i.e,, higher wsiff during the first 10
years for debt repayment. Therefore, according to the Petitioner, subject to the approval of
the Authority, it agreed the following with CPPA-G in the EPA:

‘the Parties agree that. ... for avoidancs of doubt, it is clarified that the amount of delsvered
electrical outpust in kWb by the Selier since Commvercial Operation Date to Effective Date
will be paid by PESCO wpon reconcilbation through separate arrangement based on leveliged
taniff and indexed froms ttme to time by NEPEA after dedustion of already paid amount.”

10.  The Petitioner further added that as per the existing Tariff Determination, payments against
all tanff components need to be made based on units supplied, e, there is no capacity
payment, however, there was a taniff step-down after 10™ year that is proposed to be adjusted
under this Modification Petition to align with the signed EPA.

HEARING

1. To proceed further, the Authority decided to conduct 2 hearing in the marttes. Accordingly, the
notice of admission/hearing, along with the list of issues, was published in newspapers on
September (9 & September 10, 2021, and individual notices were sent to stakeholders on
Scptember 13, 2021. In tesponse to individual notices, comments from Peshawas Electric Supply
Company (PESCO) and Central Power Purchasing Agency (CPPA-G) were received vide letters
dated October 4, 2021, which will be discussed under the relevant paras. No intervention requests

were received.
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12 The hearing was held as per schedule on Monday, September 20, 2021, at 11:30 AM via Zoom
which was participated by, among others, the Petitioner and the Petitioner's consultant, The
Petitioner, with the support of its consultant, presented its case for modification in aniff.

SCOPE OF THE INSTANT TARIFF MODIFICATION & ISSUE OF ARREARS

13, The Authority considered the facts brought before it during the hearing and subsequentdy
through written submission by vatous stakeholders, It was observed that Pehur is supplying
power to the grd since its COD and it has already exited the EPA since June 04, 2020.
Therefore, in the opinion of the Authority any change in the existing tasiff is expected to
impact the arrear payment to be made to PEDO fot the Pehur HPP. To discuss the issue of
arrear and to sce the future arrangement of Pehur’s supply of power to BPC and its te-entry
to the EPA, the Authority called a separate meeting of the key stake holders on Jul 28, 2022
For this purpose, notices were sent to the Petiioner, CPPA-G & PESCO to seek their
comments on the past arrear payment and the future of Pehur HPP in light of the approved
CTBCM framework and NEPRA (Electric Power Supplier) Regulation 2022,

14, The Authority observed that since the uming of re-entry is unknown at this pont of time
therefore, , the Authority has decided that this tariff modification shall be applicable to the
period beginning March 01, 2010 (COD) till June 04, 2020. In case, PEDO wants to re-enter
and sell the energy from Pehur HPP to the national grid/CPPA-G/DISCOs, then such a re-
entry shall be governed under the then applicable rules/regulation subject to the prior approval
of the Authority.

15, On the second issue of arrear payment, the Authority observed that during a separate
proceeding in 2017, the issuc of arrear payments of Pehur was brought to the notice of the
Authority, and the Authority, vide letter dated August 29, 2017, directed CPPA-G to pay the
arrear amount based on actual energy supplied. However, when CPPA-G signed EPA with
Pehur dated May 14, 2019, the Authotity noted with displeasure that the responsibility for
these arrears was shifted to PESCO for which PESCO strongly objected to in its comments
on PEDO’s modification petiton.

16,  Durng the meeting on July 28, 2022, on the issue of non-compliance of the above, the
representative of CPPA-G made it clear that EPAs are subservient to the decision of the
Authority so, any decision made in this regard will be complied with, Based on the above, the
Authonity hereby directs CPPA-G once again to ensure arrears payments since COD (net of
payment already received by PEDO on account of Pehur sale toa PESCO/CPPA-G) at the
rate modified through this decision. CPPA-G shall ensurc payment is made to PEDO by
CPPA.G within 30 days of issuance of Authority's decision.
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ISSUES, SUBMISSION OF THE PETITIONER & FINDINGS OF THE
AUTHORITY

Whether to allow Tariff on Take and Pay basis instead of Take or Pay basis

17.  According to the Petitioner, the Authority determined its tariff on Take or Pay basis as the
Order part of the Tariff Determination of the Authority in the instant case states the followng:

“Payment on account of bydrological risk shall be mads by the Power Purchaser on the basis
of bemchmark enengy produciion based on the average bistorical bydrology for that particular
mm.il

18.  The Petitioner further submits that, however, pata 17.2 of the Tasiff Determination states the
following:

“The issue of bydrological rick and bydrolagy showld be agreed between the power producer
and power parchajer with mutual consns and needs 9 be settled in PPA"

19.  Given the above, according to the Peationer, PEDO and CPPA-G agreed in the EPA, 2 tariff
based on Take and Pay whereby hydrological risk shall be bome by the power produces. The
Petitioner further submitted that PEDO intended to incorporate an entry/exit clause in the
EPA, so that it can subsequently enter into a wheeling arrangement, therefore, it signed an
EPA based on Take and Pay based taniff.

20,  According to the Petiioner, the CPPA-G, vide letter dated March 13 2020, requested
NEPRA’s approval to the EPA, however, the Authonty, vide letter dated July 23, 2020,
directed the following:

“Tariff granted 1o the Projests are on ‘take or pay’ basis instead of ‘taks and pay’ basis,
which is still valid and operative as the same bave not been amended or revised by the
Authority. However, if PEDO or CPPA-G reguire any amendument in tariff determination
of subject project, they may file a tariff modification petition in preseribed mamper.”

21.  Accordingly, the Petitioner has filed the instant modification petition. According to the
Petitioner, 4 take and pay based tariff will reduce the overall burden of capacity payments on
the CPPA-G and the consumers which is also acknowledged by the Authonty in its State of
Industry Report.

22.  According to the Pentioner, under-utilization of take or pay power plants increases capacity
burden of CPPA-G and slso result in accumulation of circular debr. The Pettoner further
submits that the Authority in the case of similar hydropower projects has also allowed tariff

on take and pay basis whereby hydrological risk was to be botne by the power producer.

23.  Given the above, the Petitioner has requested the Authority to modify the taniff to Take and
Pay basis. The Petitioner also requested the Authority to direct CPPA-G/PESCO for early
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payment of PEDO's receivables in respect of energy supplied from COD to the signing of
EPA,

24, CPPA-G, vide letter dated October 4, 2021, submitted the following regarding this issue:

PEDO in its application bas requested the Authority to modify the tariff on Take and Pay
baris instead of Take and Pay basis

However the EPA of the caplioned project bas been signed on “Taks and Pay" basis and
while finalizing the EPA, PEDO requested to incorporate an entry/ exxt clanse which nill
Javilitate subjest project to enter into the wheeling agreement at a later siage by exervising the
exdit clanse, it they want such arrangement as per the ferms and conditions defined therein.

Therefore, Take and Pay regime was apied instead of Take or Pay in the EPA in order to
avoid potential additional capacity charges arising dur to possible provocation of exit dase
by PEDO. Further it is highlighted that Take and Pay bas been supported by the State of
Indusiry Report in order to save consumers from capacity payments.

Therefors, CPPA-G is also of the wew that Tansff of subjest hydropower project may kindly
be modified by Autharity from “Take or Pay” basis fo “Take and Pay” basis.

Morvover CPPAG is already taking burden/ additional hability that 15 caused due fo the
fact that Pebwr HPP bas exited EPA sith CPPA-G causing an inerease in the basket

price.

Howeser, if ths same practice will be foliowed by the atber IPPs/ Power Plants having tariff
less than the baskes price sinsilar to Pebur HPP tariff the the collestive chunk of IPPs il
bave adverse impact on the baske! price. Therefore, NEPRA may pleare look into the matter
and devise project sharing mechanism for the power project baving exit clause in EPA/PPA
in order 1o avoid additional burden on the end consumer.

25.  The above comments of CPPA-G were forwarded to PEDO, vide letter dated November 3,
2021. PEDQ, vide letter dated November 22, 2021, replied to the comments of CPPA-G.
Regarding the issue of tariff on Take and Pay, PEDO submitted the following comments:

CPPA-G supported the request made by PEDO in its petition for tarifi modification fo
modify tariff on Take and Pay basis instead of Take or Pay basis,

26.  Regarding the issuc of exit from EPA, PEDO submitted the following reply:
CPPA-G/PESCO signed EPA affer 10 years of COD. CPPA-G/PESCO supplied

the electricity received from the Project to consumers for abmost 10 years, while PEDO
rematned unpaid due to non-signing of EPA.
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The “exit” from EPA was allowed by CPPA-G on the basis that tanff regime for the
Projiect shall be revised from “Take or Pay" to “Take and Pay” basis. Under “Take and
Pay” arrangement, bydrological risk is to be borne by power producr, which was presionsdy
borne by power purchaser i.e., CPPA-G. This resulted in reduction of capacity cost burden
on CPPA-G on retrospective banis,

Nationa! Electricity Policy requires provision of a level playing field to all market
participants. Any restrictions or bindrance created in operation of a level playing field is
against the spirt of Natonal Electricity Policy.

Comments of CPPA-G are Gemeral in mature’ implensented purswant to NEPRA
(Whesling of Electric Power) Regulations 201, Authonity should encourage wheeling in order
fo promote competitive electricity marks! in the couniry.

27.  PESCO, vide letter dated October 4, 2021, submitted its comments with regards to tanff on
take and pay basis which are as follows:

PEDQO is supplying powsr to five bulk power conswmers (BPC) at a mutnally agreed rate
of Re. 7.55/ kWb instead of NEPRA determined tariff. Therefors, 1t it incorrect that
allowing tariff on Taks and Pay basis will reduce the overall burden of capacity payment on
CPPA-G and the consumers,

28.  PESCO’s comments with regards to the issue of atrear payments ate as follows:

In this regard, it is stated that CPPA-G wide letter No. CEO/CPPA/DGM(R)/MT-
He»S/PEDO SHPPs{ 22366-70, dated 17.09.2019 submitted to PESCO the Energy
Purchase Agreement (EPA), signed between CPPA-G & PEDO in respect of 18 MW
Pebur. In response, PESCO sde letters No. 483-85 dated 10.10.2019 & No. 519-20
dated 31,10.2019 infornsed CPPA-G as per NEPRA deaision no. NEPRA/SAT-
1/TRF-150/ 14769-71 dated 29.8.2017.

Moreover, CPPA-G was also informed about the PESCO BOD miceting beld on 18
Drcensber 2017, wherein it was decided that the payment of arrears will be paid by CPPA-
G dnce commercial aperation date of the power bouse as per NEPRA deciston dated
29.08.2017.

CPPA-G and PESCO are separate lgal entities and in absence of PESCO representation,
it ir an illegal act of CPPA-G,

PESCO cannot pay the recasables dus fo the following reasns;
1) Sinee COD of Pebur Power Project, PEDO had submmitted invoices at the rate of R,

1/ &Wh instead of NEPRA determined tariff and in compiiance to Sakes Tax Adt
1990, PESCO bas made payments to the said invoices. Marvover, no Kability bas betn
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arvated in light of sales tax ast 1990, and there is no supporting document as reguired
under the sales tax act 1990, with PEDO, regarding its claim.

2) The commerdal nature of transaction and audit of the financial statemsents require
PEDO o either disclose its receivabies in financial statensents amd isiue Debtors
Confirmation, boweser, 5o such exvdence exasts,

3) PEDO har raised inwices of Rs. 1 per unit o PESCO, which has been paid by
PESCO up to November 2017 amounting fo Rs. 361.704 million

4) CPPA has also charged the units of Pebwr to all DISCOs tncluding PESCO through
Barket rate on monthly basis, hence the arrears calculation can only be made by CPPA
by deducting the payment made by PESCO which bas been provided to CPPA on
monthiy basis as well as a consolidated statement of Rs. 361.704 mrillion bas also besn
provided separately to CPPA-G.

5) Itis also worth mentioning bere that CPPA-G has submitted the information pertaimng
to Pebur Power House units to NEPRA in its montbly FPA Decisions and any
wariations in the emergy component i already charged to comsumers. To resese
determination of taniff at such a belated stage will result in dowble charging of the anits
to DISCOs/ Consumers.

In addition 1o the abow, it is worth mentioning that the NEPRA Authority side its
decision dated 12* December, 2020 under Regulation-11{5) allowed settlement of the
excess energy al the energy charge part of the NEPRA approved tariff.

FINDINGS OF THE AUTHORITY

29.  The considered the submussions of the Petitioner and other stakeholders on the issue and
noted that Petitioner and the CPPA-G have murtually agreed to shift to a Take and Pay based
taniff regime. The Authority noted that this proposed shift shall not result in any change in the
determined benchmark energy of 57.7 GWh, therefore, there shall be no change in the tariff
due to a shift in the tanff regime. However, the Authonty observed that the Power Purchaser
and the end-consumers will benefit from the proposed arrangement as it will reduce the
additional burden of payments to be made in case of under-utilization of the plant The
Authority also noted that the Peationer’s request was consistent with the Authority’s most
recent decisions for hydro power projects, particularly Karora HPP, Jabon HPP, Lawi HPP
and Koto HPP, where it determined tariffs on take and pay basis wherein the hydrological dsk
wius to be borne by the power producer with bonus energy, produced beyond their respective
plant factors is to be charged at 10% of prevailing tasiff,

30.  In view of the above, the Autharity decided that the tanff regime shall be based on Take and
Pay in accordance with the request of the Petitioner, meaning thereby that hydrological risk
shall now be bome by the power producer,
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Whether to allow Debt Term of 25 Years Instead of 10 Years

31 According to the Petitioner, the Authonry allowed wnff to the Project on a 10-year debt
repayment term whereby higher taniff is allowed in the initial 10 years and a lower tasiff in the
last 15 years, The Petitioner has requested the Authority to adjust the same to arrive at the
same tanff over the tariff control period.

32, According to the Peationer, the tanff for the first 10 years is higher and the electricity for such
period has already been sald. Keeping in view, according to the Petitioner, CPPA-G allowed
an exit from the EPA, in the best interest of the consumers.

33, The Peatoner further submitted that it had already served ‘exit notice’ as per clause (J) of the
EPA for entering in wheeling arrangements with BPCs as per Authority’s approval dated Apal
27, 2020. The Petitioner is of the view that apptoval of revised tanff structure by the Authority
will resolve the matter of unpaid receivables of the last 10 years from CPPA-G/PESCO.

34, According to the Petitioner, if the debt texm is increased to 25 years, the benchmark applicable
annual tanff for the first 10 years will be reduced from Rs. 4.8159/kWh to Rs. 4.3143/kWh.
The Petiioner submitted that if the requested change is approved by the Authority, the
amount of indexed receivables for the past 10 years will decrease from Rs. 2,209 million to Rs.
2,036 million.

35.  The Pecuoner also submitted that the Authonty 1n the case of 2 similar hydropower projects
also spread the debt over 25-years, Given the above, the Petitioner has requested the Authority
to allow a debt period of 25 years to the Project.

36.  CPPA-G vide letter dated October 4, 2021, submitted the following comments regarding this
issue:

Stnce the PEDO is financing the Pebur Hydropower Profect from its own resounrce (HDF)
and using an opportumity cost of fund. It is therefore suggested that interest rate may be
rationalized to 6 months KIBOR without any spread in line axth other PEDO HDF
Junded projects such as Koto Hydropower Project in order to pass on the relief to electriaty
consumers by extending the term from 10 fo 25 years,

It is appraised that the project company bas proposed the spreading of debt period over the
rerm of the project, wihich reflects the change in lewelized taniff from Ry 4.81/&Wh to Rs.
4.3/ kWh. Moreover, if the leselized tariff of Rs. 4.81, which is proposed by the Project
company well be given, then the opportunity of getting Ra. 2.3/ kW for the rest of the 15
_years cammot be auarled.

1t is a kmown fact that the subject company exit the EPA with CPPA-G on June 4, 2020
and is selling energy to BPC currently under wheeling arrangement @ Ru. 7.55/ &£Wh. The
Wheeling charges per kWb are around Rs, 1.12/ kWb, Therefore, the total revenue of the
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project per kWb is arownd Rs. 643/ kWb which is conniderably greater tham Ru.
2.3/ kWh.

Hener, CPPA-G s of the considered apimion that the Project Company should sbare such
profits with the consumers, due to the reason that till date 40% of the debt component is
being parksd with the Power Purchaser in such mechanism which wali be eventually passed
on fo consumers.

Morvorer, CPPA-G is aiready taking burden additional kiability that is caused due fo the
fact that Pebur HPP bas exited the EPA with CPPA-G causing an increase in baske!

price.

37.  The above comments of CPPA-G wete forwarded to PEDO vide letter dated November 3,
2021, PEDO vide letter dated November 22, 2021, replied to the comments of CPPA-G.
Regarding the issue under discussion, PEDO submitted the following reply:

PEDQ has already exited from its EPA with CPPA-G (throwgh clause (I) of its EPA

with CPPA-G) and is mppiying electricity to industrial comsumers through wheeling

Exctending the term from 10 to 25 years will reswlt in reduction of debt compaonent of tariff
in the imitial 10 years, which will proside relief to CPPA-G/ consurmers.

Authority in para 15.2 of tanjff determination dated December 6, 2010 allowed a
maxanum ceiling of interest at KIBOR + 3%. Authonity is bumbly requested to maintain
tbe eariier decision.

Pebur's cost of debi is based on HDF's source of funds which is not risk-free investment,
The Autbority is reguested to consider nisks associated wuth investment by HDF tn the

It is also bighlighted that because of conversion into Take and Pay taniff strusture of Project,
the risk of default of debt servicing for HDF is higher compared to debt raised in Take or
Pay based projects.

In case of WAPDA, the Authonity has allowed a cost of relent loans @ 12.52% for FY
2021, which 1s bigher than commercial lending rate of KIBOR plus spread.

Lastly CPPA-G bas referred to the case of Kote Hydropower Projest for rationalization of
spread. It is pertiment to mention that incase of Kote Hydropower Project, PEDO has filed
a motion for leave for rewiew and decision in this regard is pending with the Authonity.

FINDINGS OF THE AUTHORITY

38.  In the instant case, the Authority allowed tasiff based on 70:30 capital structure and approved
debt of Rs. 722,33 million with intezest rate of 15.36% (3-month KIBOR 12.36% + spread of

3%) to be repaid in 10 years.
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39.  The Authority noted that the cost of debt in the instant case was such that an extension shall
result in an increase in the levelized tariff, Therefore, the extension in the debt repayment
petiod is being allowed from the existing 10-year peticd 10 a 25-year petiod, 1o the extent that
such extension doesn't increasc the overall levelized tanff based on then applicable average 3-
month KIBOR (9.75%) for the period statting from COD of March 01, 2010 to when the
plant exited the EPA ic., June 04, 2020. Accordingly, the cost of debt works out to be 12.21%
(9.21% KIBOR + 3% Spread), on which the overall levelized tariff doesa't increase. The
Authority further decided that since average KIBOR of 9.21% has been used to re-determine
the debt setvicing component for the requested 25 years terms therefore, there shall be no
periedic KIBOR indexation/adjustment during the time since COD to Jun04, 2020.

Whether to Allow Insusance During Operations at A Maximum of 1.35% of EPC?

40. According to the Petitioner, it requested for insurance during operations at the time of Tariff
Determination, however, since no documentary evidence was provided along with the wariff
petition, the Authority decided to allow insurance component once PEDO finalizes its
insurance arrangements and submits documentary evidence in this regard and accordingly
allowed insurance during operations to be considered for a later decision up to 2 maximusm of
1.35% of the EPC costs,

41, According to PEDO, it has obtained All Risk Insutance policy for the Project from the
National Insurance Company Limited (NICL). The Petitioner has also provided details of the
insurance payments made to NICL from 2011-12 to 2020-21 amounting to a total of Rs. 39.9
mullion,

42, According to the Petitioner, the Authority in case of similar hydropower projects has also
allowed insurance during operatons. In view of the catlier decision in the Tanff
Determination, the Petitioner has requested the Authority to allow cost of insurance during
operations to the Project.

43, Reparding the issue of insurance during operacons, CPPA-G vide letter dated October 04,
2021, submitted that the following:

Insurance during operations may be allowed at a rate 6f 0.75% of EPC cost (capped) as it
bas been allswed by the Authority in other nind/ solar propects,

FINDINGS OF THE AUTHORITY

44, The Authonty consider it important to mention the following para 182 of the tanff
determination on the insurance cost:

In the absence of any documventary esidence, the Anthonity bas decided not to allow inswrance

cost at this point in time, Howswer, the Authority considered that the insurance component
will be considered as and when SHYDO finalizes its insurance arrangements and subneits

10
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the documents to the Autbority for consideration and decision thereon up to a maximum
limit of 1.35% of the EPC cost.

45, On the basis of the above, the determined taniff did not include an insurance during operations
component for the Project. PEDO has now submitted that insurance has been procured for
Pehur HPP. The documentary cvidence indicates that the actual insurance cost during the past
years ranges from 0.34% to 0.7% with an average of 0.55% of the EPC cost. This information
suggests that the insurance component is well below the allowed limit.

46.  Based on the above, the Authority has decided to allow the insusance component through this
Modification Petition to the Petitioner. However, for adjustment/reimbursement of insurance
cost, the Petitioner shall submit all the documentary evidence to the satisfaction of the
Authority for annual adjustment of past insurance costs as per actual which shall not exceed
what has been submitted to NEPRA as evidence during the proceeding of the instant petition.

Whether to reduce ROE & ROEDC from 17% IRR to 10% IRR?

47.  This issue was not part of the Petiioner’s request, but was included keeping in view the
Authority’s recent determinations of hydropower projects.

48.  The Authority noted that since the Project was allowed tasiff in December 2010 when USD
based 17% IRR was allowed based on the then market conditions, therefore, its comparison
with the recent PEDO's HPPs (Karora, Koto, Jabori and Lawi, where returns of 13% were
allowed in November 2021), and with previous HPPs of PEDO (Daral Khwar and Machay,
where returns of 17% were allowed through modification in their respective taniffs in 2022)
may not be prudent.

49, The Authonty further noted that in the case of Machai and Daral Khwar, 17% XIRR was
allowed withour any dollar indexation. These projects wese awarded tariffs for 30 years for
which the impact of dollar indexation for the future was considered a significant burden on
the end consumer. The Authority observed that since the plant has stopped selling power to
the grid a change in the indexation of its ROE component shall have no impact on the end
consumers in the future.

50. So, based on the above, the USD based 17% return is being maintained, however, the same
shall be XIRR based, to adjust for the difference in the monthly payment of such return vs
the annual cash flow assumption taken in tanff.

51, Thus, the return approved shall be USD based 17% XIRR (with USD indexation). Further, a
USD indexation mechanism for ROE/ROEDC components is being added to the order part.

52, The return allowed to the Pehur shall be considered the maximum ceiling and that return
camed beyond the stated limit, if any, shall be adjusted, for which a claw back mechanism shall
be prescribed later.
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Whether to continue allowing WHT on dividends @7.5% in the instant case or not?

53.  This particular issue was also not raised by the Petitioner in its Modification Petition, however,
was added due to the fact that the Authority, in the recent decisions, has decided to discontinue
provision of withholding tax (WHT) on dividends as pass-through item,

54, Regarding the issue of WHT on dividends, CPPA-G vide letter dated October 4, 2021,
submitted the following comments;

CPPA-G is of the view that withholding tax on dividends is the tax on the income of the
sharebolder, nat on the income of the project company therefare showld not be allowed as pass-
through itemy. Further, the Autbonity, in ils approved Tariff Guideline cleary states that the
WHT on dividend shall mot be allowed as pass-through itens. In view of the above, WHT
on dividend should ot be allowed as pass-through itens to the Company.

FINDINGS OF THE AUTHORITY

55,  Inorder to remain consistency with recent determinations and considering the fact that WHT
on dividends is not a tax on PEDO or any other power project company, rather it is 2 tax on
investors, the Authority has decided that WHT on dividends, in the instant case, is being
disallowed.

Whether the benchmark net annual energy of the plant of 57,7 GWh is justified?

56. This particular issue was also not raised by the Pentioner in its Modificanon Petition, however,
the same was added to ascertain any negative impact of the Petitioner’s request to shift from
take or pay to take and pay based taniff regime.

57.  The Authonty noted that since commussioning, Pehur has not delivered the approved annual
benchmark energy of 57.7 gWh due to various reasons identified by PEDO itself. As decided
above, the hydrological risk is now to be borne by the power producer which means payment
to the PEDO is to be made on acrual energy supplied. However, for tanff computation
purposes, a benchmark energy shall be required for which the Authority has decided to
maintain its earlier decision in the matter and decided to assume benchmark energy of 57.7
GWh for tanff calculaton purposes,

ORDER

58.  In pursuance of section 7(3)(z) of the Regulation of Generation, Transmission, and
Distribution of Electric Power Act, 1997 read with NEPRA (Tariff Standards & Procedure)
Rules, 1998, Pakhtunkhwa Energy Development Organization (hereinafter “PEDO" or the
“Petitioner”) is allowed to charge for its Pchur Hydropower Project, the following
specified/approved taniff for delivery of electricity to the Central Power Purchasing Agency
(hereinafter referred to as “CPPA-G" or the “Power Purchaser™):

12
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TARIFE TABLE
, Year 1-25 ,
Tariff Components (Rs./KWh) Indexation
Fixed O&M Local 0.6783 WPI
Debt Service 1.6079 NIL
Return on Equity 0.9710 US§/PKR
ROEDC 0.2248 US§/PKR
Vagiable O&M — Foreign| 0.0675 |US$/PKR & US CPI
Varable O&M — Locsl 0.0675 WPI
Water Use Chagge 0.1500 WPI

i.  The tariff has been calculated on the basis of benchmark net annual energy production of 57.7
GWh. Net energy annual energy supplied to the Power Purchaser in a year, in excess of
benchmark energy of 57.7GWh will be charged at 10% of prevailing tariff.

s, The tanff 1s based on Take & Pay accordingly a single part tanff has been allowed to the

Project.

1. This tariff modification shall be applicable from the period beginning March 01, 2010 (COD)
till june 04, 2020. Beyond the applicable peniod, in case, PEDO wants to re-enter and sell the
energy from Pehut HPP to the national grid/CPPA-G/DISCOs, then such a re-entry shall be
governed under the then applicable rules/regulation subject to the prior approval of the
Authority.

iv. Authority hereby directs CPPA-G to ensure arxears payments since COD (net of payment
already received by PEDO on account of Pehur sale to PESCO/CPPA-G) at the rate modified
through this decision. CPPA-G shall ensure payment is made 10 PEDO by CPPA-G within
30 days of issuance of Authoity’s decision.

v. In the above tadff no adjustment for CERs has been accounted for. However, upon actual
realization of CERs, the same shall be dealt with in accordance with the approved mechanism
as given in the Federal Government's Policy for Renewables.

vi. Annual ROE & ROEDC components at 17% (XIRR) assuming monthly payments has been
approved,

o

The component-wise 1anff is indicated at Annex-1.
viik  Debt Service Schedule is attached as Annex-II,

59.  The following indexations shall be applicable to reference taniff:

13
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No provision for income tax has been accounted for in the tanff. If PEDO is obligated to pay
any tax on its income, the exact amount paid by the company shall be reimbursed to CPPA-
G to PEDO on productien of onginal receipts. This payment will be considered as a pass-
through (as Rs./kWh) hourly payment spread over a 12 months period in addition to the
capacity purchase price ptoposed in the reference tanff. Furthermore, in such & scenasio,
PEDO shall also submit to CPPA-G details of any tax shield savings and CPPA-G shall deduct
the amount of these savings from its payment to PEDO on accouat of taxation. However,
withholding tax on dividends shall not be a pass through item.

. Hydrological Risk
Hydsological risk shall be borne by the Power Producer.

1L Indexations
The following indexation shall be applicable to the reference tariff:
a) Indexation applicable to O&M

The Jocal part of O&M cost will be adjusted on account of Inflation (WPI) and O&M
foreign component will be adjusted on account of variation in dollar/Rupee exchange rate
and US CPL Quarterly Adjustment for local inflation, foreign inflation and exchange rate
variation will be made on 1st July, 15t October, 1st January & 15t Apnil respectively on the
basis of the latest available information with respect to WPI (nonfied by the Federal
Bureau of Staustes), US CPI (notified by US Bureau of Labor Statistics) and revised TT
& OD Selling rate of US Dollar al notified by the Natonal Bank of Pakistan. The mode
of indexaton will be as under:

(i)  Fixed O&M

F O&Munm = 0.6783 * WPIasw/ 159.31
Where:
F O&Mp v = the revised applicable Fixed O&M Local
Component indexed with WPI
WPInew = the Revised Wholesale Price Index
(Manufacturers)
WPlaen = 159.31 wholesale price index (Manufacturers) of
February 2010 nodfied by the Federal Bureau of
Statistics

14
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(i)  Variable O&M

The formula for indexation of Varable O&M component will be as under:
V O&Mpany; = 0.0675 * US CPlpey/ 216.741 * ERpzv/ 84.90

V O&Mpasv, = 0.0675 * WPIguy/ 159.31
Where:

V O&Mgauv, = the revised applicable Variable O&M Foreign
component indexed with US CPI and currency
fluctuation

V O&Mapazv = the revised applicable Variable O&M Local
component indexed with WPI

US CPLyen = 216.741 US CPI for the month of February 2010

ERpsvyy = the revised TT & OD selling rate of US dollar as
notified by the National Bank of Pakistan

WPIyzw = the revised wholesale Price Index
(Manufacturers)

WPIREF) = 159.31 wholesale price index (Manufacturers) of
February 2010 as notified by the Federal Bureau
of Statistics

b) Water Use Charge

Water Use Charge will be paid on units delivered basis and will be indexed with
Wholesale Price Index (WPI) annually.

WU Coucvy = 0.1500 * WPIpsw/ 159.31

Where

WUCev) = the revised Water Use Charge component
indexed with Wholesale Price Index (WPI)

WPIREV) = the revised wholesale Prce  Index
(Manufacturers)

WPIREF) = 159.31 wholesale price index (Manufacturers) of

February 2010 notified by the Federal Bureau of
Statistics

15
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¢) Return on Equity & Return on Equity During Construction

The return on equity component of tanff incleding retun on equity duning
construction will be adjusted on the basis of zevised TT & OD selling rate of US Dollar
as notified by the National Bank of Pakistan according to the following formula:

ROEgv = ROEgasn * ERauy / 8490

ROEDCpuy =  ROEDCaps * ERguv / 84.90

Where:

ROEquw = Revised return on equity component of tariff
expressed in Rs./kWh

ROEmx = Reference retum on equity component of ranff
expressed in Rs. /kWh

ROEDCgev = Revised return on equity during construction

component of tanff expressed in Rs./kWh

ROEDCgrr = Reference return on equity duning construction
component of tariff expressed in Rs./kWh

ER{REV) = The revised TT & OD selling rate of US dollar
as notified by the National Bank of Pakistan

d) Adjustment Of Insurance During Opertation

No insurance during operation component has been assumed However, for
adjustment/reimbursement of insurance cost, the Petitioner shall submit all the
documentary evidence to the satsfaction of the Authority for annual adjustment of
past insurance costs as per actual which shall not exceed what has been submitted to
NEPRA as evidence during the proceeding of the instant petition. Accordingly, actual
past insurance components year-wise shall be determine for reimbursement purposes.

IV.  Terms and Conditions

Power Curve of the Hydel Power Complex;

The power curve of the Hydel Powes plant shall be venfied by the Power Purchaser, as part
of the Commissioning tests according to the latest [EC standards and shall be used to measure
the performance of the hydel generating units.

Emission Trading/ Cacbon Ceedits:

PEDO would process and obtain emissions/catbon credits expeditiously and credit the
proceeds to the Power Purchaser as per the policy issued by the Federal Government and
agreed terms between the generator and the Power Purchaser.

16
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v Qthers:

i The Authority has allowed/approved only those cost(s), term(s), condition(s),
provision(s), etc. which have been specifically approved in this tariff determination.
Any cost(s), term(s), condition(s), provision(s), etc. contained in the ranff petition or
any other document which are not specifically allowed/approved in this tasiff
determination, should not be implied to be approved, if not adjudicated upon in this
tariff determination.

. In case the company earns annual profit in excess of the approved return on equity
{including ROEDC), then that extra amount shall be shared between the power
producer and consumers through a clawback mechanism to be decided by the
Authority at the time of COD taxiff adjustment.

iii.  The above terms and conditions shall be made part of the EPA and the same shall be
submitted befote the Authority for approval

The order along with reference tariff table and debt service schedule as attached theteto are
recommended for notification by the Federal Government in the official gazette in accordance with
Section 31(7) of the Regulation of Generation, Transmission 2nd Distnbution of Electric Power Act,
1997.

AUTHORITY

G
\BNPL

(Engr. Rafique Ahmad Shaikh) gr. Magsood Anwar Khan)
Member Member
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18 MW Peher Wydropower Project _—
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