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INTRODUCTION

The Government of Pakistan has embarked on an initiative to
privatise the electric power sector in Pakistan. An important
part of this process is the creation of a national regulatory
authority. The International Resources Group has been retained

to design the national regulatory authority by April 1, 1993.

The regulatory authority will be designed using a stepped
approach intended to further close cooperation among all relevant
GOP institutions. The first step is to define the regulatory
objectives and tasks in light of the industry structure
recommended in the Strategic Plan submitted to the GOP by WAPDA
in April 1992 as approved by the Cabinet Committee on Energy on

July 18, 1992.

To achieve this first step, the IRG Team submitted a working
paper on the objectives and tasks of regulation in June 1992.
The Team then travelled to England and Pakistan for extensive
discussions with GOP and Provincial officials as well as various
other interested parties. These discussions took place between
July 10 and July 23, 1992. The Team consisted of

Dr. Charles Ebinger - Team Leader

Mr. Arun Banskota - IRG

Dr. George Hall - Putnam, Hayes and Bartlett, Inc.

Mr. Robert Fitzgibbons - Hunton & Williams
Ms. Laura Wilson - Hunton & Williams



Specific issues examined during the July trip of the Team at

the meetings reported on here included.

o The regulatory tasks to be associated with the
proposed, restructured electric power industry in
Pakistan and attendent regulatory objectives and goals,

o Tiie options available to allow the regulatory authority
to achieve its objectives; including rate regulation
methodoloéy, technical and performance standards, and
enforcement provisions and authority,

(o} How to ensure an independent status for the regqulatory
authority in the GOP, the relationship of the authority
to other GOP bodies charged with regulation of
industry, the authorities supporting staff, selection,
approval process and tenure for the members and
chairman, as well as the proposed budget funding and

approval process.

Meetings were held in Islamabad, Peshawar, Lahore, Karachi
and London. This Trip Report summaries the substance of the

discussions.



TRIP REPORT

July 9, 1992

Meeting with Overseas Development Administration
U.K. Government :

94 Victoria St.

London SW 1E 5JL

Attendees: RGM Manning, ODA
Under Secretary Asia and Pacific Division

Gareth Aicken, ODA
Section Head, Pakistan

Harry M. Hagan
Economist Asia and Ocean Economic Dept.

Robert (Bob) Irvine

Deputy Director for Scotland

Office of Electricity Regulation

48 St. Vincent Street

Glasgow G2 571 Scotland

Charles Ebinger

Rob Fitzgibbons

George Hall

Laura Wilson

Arun Banskota

The first part of the meeting dealt with (1) the objectives

of the IRG Team (Team) trip to Pakistan and (2) ODA's intentions
regarding electric power privatisation in Pakistan. Dr. Ebinger
reviewed the Strategic Plan and explained that the purpose of the
upcoming trip was to consult with various interested parties of
particularly the provincial governments, and to obtain all
relevant views about the requlatory authority prior to drafting a
report and proposal. Dr. Ebinger stressed the need to obtain a

firm timetable for implementing the Strategic Plan and especially

for establishing the regulatory regime.
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Mr. Manning stated that, although ODA has a strong interest
in the privatisation of WAPDA, ODA is concerned with the
viability of privatisation in terms of whether the political
process in Pakistan wiil accommodate privatisation. He noted
that a critical factor is whether the Government of Pakistan
makes appropriate decisions at each stage, such as identification
of a head of the regulatory authority. The Group interpreted his
comments to mean that ODA is principally concerned with whether
Pakistan adopts the British model for privatisation and,

particularly, regulation.

Mr. Manning noted that, in light of ODA's concerns about
viability of the privatisation and regulatory development process
ODA had not reached a decision about the appropriate role for
ODA. He noted that a potential budyget of approximately $1
million had been discussed and that, if ODA is interested at all,
it would probakly be interested in funding a discrete portion of
the project. He also mentioned the possibility of collaboration
with the Asian Development Bank. According to Mr. Manning, ODA
will wait until the Team paper on the design of the regulatory
agency is available in September 1992 before assessing whether
the privatisation is viable and therefore whether to provide

follow-on funding and, if so, how much to contribute.



Mr. Manning's views were reiterated by Mr. Aicken. 1In all,
it appeared that ODA strongly supported the views in Mr. Irvine's
recent report on regulatory matters. Unless the Pakistan scheme
is compatible with Mr. Irvine's.views, which strongly advocate
the British model for privatization, it appears questionable

whether ODA will support the project.

Mr. Irvine then outlined his ideas. He stressed that, to
attract foreign capital, both the electric power industry and
related government sfructures must be professionalised and
modernised. Mr. Aicken suggested that ODA might wish to
contribute to that effort. Mr. Irvine also noted that, while
competition is desirable as a long term goal, competition is not
practical in the short term, as evidenced by the fact that

competition is not occurring in the U.K.

The second part of the meeting, which did not include
Mr. Manning, covered Mr. Irvine's views of a desirable regulatory
regime for the privatised Pakistan electric power sector.
Mr. Irvine questioned the GOP's commitment to privatisation as
well as the ability of the industrial and governmental machinery

to make the necessary decisions.

Mr. Irvine believes that independence of a regulatory

authority is undesirable and impossible. He believes that the



political branch of the government should have ongoing
involvement in defining the tasks of the regulatory authority,
although that involvement should take the form of periodic review
rather than daily involvement. For example, he suggested that
there can be a five year regulatory contract or charter between
the GOP and the regulatory authority which will closely define
the goals of the authority. He also discussed the possibility of

hiring a private contractor as a regulatory authority.

There was a discussion of the various ways in which the
political branch of the government can be involved in oversight
of the regulatory agency, such as (1) by limiting the duration of
the regulatory authority's powers through a predetermined
expiration date, (2) by subjecting actions of the regulatory
authority to legislative veto, or (3) by requiring the regulatory
authority to prove that regulatory goals are being achieved. The
Team emphasized that a critical issue is how to structure the
regulatory authority so that utilities that are regulated under
that authority are protected from political changes and the

resulting uncertainty regarding sanctity of contracts.

The discussion about protecting investors through regulation
led to a general discussion of whether utilities desire to be
regulated. One question is the degree to which various forms of

regulation create a preference among utilities for regulation,



since pervasive regulation limits a utilitv's risks, i.e.,
reduces accountability, and therefore may result in inefficiency.
In that context, Mr. Irvine referred to the U.K.'s scheme of
licensing, under whitﬁ“utilitiéé are relatively autonomous.
Licenses in the U.K. specify utilities' responsibilities by
establishing rates, defining their authority to change prices,

and by defining obligations to provide transmission service.

Next, there was.a discussion of the role of the provinces in
regulation. Mr. Aicken remarked that Pakistan is not one country
but four provinces, and that WAPDA is the fifth province. The
new, national regulatory authority would change the balance of
power. The options that were discussed regarding the role of the
provinces included (1) membership of representatives of the
provinces on an advisory board to the national regulatory
authority ani (2) requiring the regulatory authority to consult

with the provinces.

As far as prioritizing the tasks in implementing
privatization, Mr. Hagan suggested that the most important task
is achieving economic price regulation. Mr. Irvine does not
recommend pooling as employed in the U.K. because the U.K. model
does not create adequate incentives to maximize efficiency from
existing units. However, Mr. Irvine recommends pooling in some

form. Mr. Hagan suggested that the second task should be



defining the role of the regulatory authority in negotiating the
sale of existing power plants as well as the development of new

power plants.

Finally, logistics were discussed. ODA recommended that the
Team consult with the British High Commissioner, talk to ODA on
the way to the U.S. if possible, and send ODA the IRG Team trip
report, including a report on how committed the GOP is to

privatisation.

July 12, 1992

(1) Meeting with McFarlane Croup
Islamabad Holiday Inn

Attendees: Robert MclFarlane
Woody Pierce
John Hawkins

C. Ebinger
R. Fitzgibbons

Bud McFarlane reported on his group's ertorts to purchase
one of WAPDA's generation plants. Apparently, the McFarlane
Group is no longer interested in the Jamshoro plant any to the
local political situation. The Group's efforts are now focused

on the Kot Addu plant. The Group wants the corporatisation and



purchase of Kot Addu to occur simultaneously. The Group is

willing to incur the expense of corporatising the plant.

Mr. McFarlane reported'that his group had met with the

highest levels of the GOP and that he believed the creation of
the regulatory framework is critically important to the timely
sale of WAPDA's assets. Mr. Hawkins concurred in this
assessment, and added that he believed the regulatory framework
should parallel the cost-based regime that encouraged the
successful growth of electric utilities in the United States.
The group seeks a form of regulation that will ensure investors a
"reasonable return" on their investment. Tariffs will, as in the
United States, be adjusted periodically to recover capital costs
plus a rate of return that is adjusted to reflect the risks

associated with investing in power projects in Pakistan.

The group strongly advocated this rate-of-return approach to
tariff regulation as a means of ensuring that the new power
company is financially viable. Messrs. Hawkins and Pierce
believe that this approach will enable appreciation of stock
value, and that stock appreciation will generate capital for new
power projects. They believed that this approach will allow the
new corporation to list its stock on the American Stock Exchange
thereby enabling the Pakistan power sector to access the

international capital market more easily. Mr. Pierce did not
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like the fixed-rate contracts (and project-oriented finance) that

now characterises independent power projects worldwide.

Mr. McFarlane recognized that some sort of international
competition for Kot Addu is necessary for the credibility of the
privatisation process. However, Mr. McFarlane believed that the
privatisation process outlined in the Strategic Plan
(corporatisation with operation by O&M contractor prior to sale
of asset) is unnecessary and will take too long. The Group
suggested instead that the GOP solicit purchase offers and
develop a list of pre-qualifications (with the aid of a financial

advisor) that will be used to screen offers.

This discussion led to the topic of the specifics of a
schedule for Kot Addu. The Group wanted the pre-qualifications
to be developed within the next few months and suggested a thirty
day period for bids to be submitted in response to the
solicitaction. The delay of obtaining a financial advisor for
Jamshoro was of concern to the Group. The Team reminded Mr. Mc
Farlane that developers in the U.S. often pick up the cost of the
advisors to the utilities purchasing power as part of the costs

of financing an independent power project.
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(2) Meeting with World Bank
Islamabad

Attendees: Z. Ladhibi-Belk
C. Ebinger
R. Fitzgibbons
The Team updated the World Bank on the Team's privatisation
efforts, including the GOP's acceptance of the Strategic Plan,
the corporatization of Jamshoro, and the creation of the National
Electric Power Regulatory Authority. The World Bank, in turn,
informed the Team that the World Bank was in the process of
negotiating the conditions of the World Bank's next loan to the
GOP energy sector with the GOP. The Team learned that several
conditions were being considered, including the GOP's endorsement
of the Strategic Plan, the development of legislation for the

corporatisation of Jamshoro, creation of the regulatory

authority, and development of an implementation plan.

It wars clear that corporatisation of WAPDA and creation of
the regulatory authority are the World Bank's top two priorities.
It was represented that the Bank would believe that real progress
is being be made if these tasks can be accomplished in the next
two years. On the other hand, Ms. Ladhibi-Belk indicateu that
the GOP will have to make several major decisions now in order to

achieve this goal.
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July 13, 1992

(1) Meeting with U.S. Agency for International Development,
Islamabad

Attendees: Ken Lussier
Mian Shahid Ahmad
Randall C. Cummings
Robert Grimshaw
Andres Doernberg
Steven Skidmore
Charles Ebinger
Rob Fitzgibkons
George Hall
Laura Wilson
Arun Banskota
The meeting focused on GOP endorsement of the Strategic
Plan. Mr. Lussier explained the extreme importance that AID has
placed on clarifying the status of the Strategic Plan.
Mr. Lussier stressed the need for (1) clarification of the role
of the privatisation committee and the authority of Mr. Mahsud

and the privatisation committee (2) a political commitment to

privatisation, and (3) formal approval of the Strategic Plan.

The Team reported that a group led by Bud McFarlane is in
Pakistan discussing the purchase of generation facilities other
than Jamshoro. The McFarlane Group apparently is interested in
selling power from the purchased units to WAPDA under a U.S.

style cost-of-service contract.
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Mr. Rashid described the electric power sector in
Baluchistan. Development of the electric power sector is a top
priority in Baluchistan, and the government is seeking
privatization 6 %xpand service to presently unserved areas.

Many valleys still need to be electrified, Baluchistan is rich in
coal and needs power stations. Currently, the province provides
funding to support WAPDA's activities in the area. Mr. Rashid
suggested that it might be less expensive to work directly with

private companies.

Mr. Rashid believes that, consistent with efforts toward
decentralization of authority in matters such as education and
health, the electric power sector should be regulated at the
provincial rather than federal level. However, what was meant by
this statement was not entirely clear. Mr. Rashid seemed
primarily concerned with regulation of distribution companies.

He referred to the provincial Department of Irrigation and Power
which conducts inspections of electrical facilities. However,
Mr. Rashid had the impression that WAPDA will continue to sell to
the distribution companies and that these rates will be passed
along to consumers without provincial regulation. Mr. Rashid did
not express any opposition to federal regulation of rates for

sales and services over the transmission grid.
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When asked whether Baluchistan will subsidize customers that
can not afford power, Mr. Rashid reiterated that Baluchistan
already provides funding to WAPDA. He indicated a willingnass to
‘proﬁiéé'héré subsidies. He also broadly stated that Baluchistan
will support privatisation but not at the expense of consumers.
Mr. Rashid expressed the presumption, that privatisation will
lead to lower prices through increased efficiencies (which the
Team believes to be an incorrect assumption). Mr. Rashid's
statements regarding the province's willingness to provide
subsidies may be based on the assumption that improved
efficiencies will provide the funds necessary to support

subsidies.

(3) Meeting with S.A. Sheikh, Ombudsman Secretariat

Attendees: Robert Grimshaw
Andres Doernberg
Steven Skidmore
Charles Ebinger
Rob Fltzgibbons
George Hall
Laura Wilson
Arun Banskota

Mr. Sheik described the objectives and function of the
Ombudsman - a Constltullounal Ulllice haviing speclal tignts and
abilities that a regulating agency established by law does not

possess. He expressed the view that it will be hard to obtain

constitutional status for the proposed regulatory authority.
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The Ombudsman listens to any complaint, no matter how
informally presented, against any governmental entity. It has no
jurisdiction over non-governmental organizations. The Ombudsman
repdrts the complaint to the agency involved, receives a reply,
and renders an equitable judgment. A request for reconsideration
can be made. After a decision on reconsideration, the decision
can be taken to the President who will then act as the final
level of appeal. The President's decision is final and can not
be appealed to court, except if a party has been held in

contempt.

The significance of an Ombudsman's decision is
accountability. A discussion by the Ombudsman against an agency
is recorded on a government employee's service record and

adversely impacts career prospects.

Mr. Sheikh explained that the Ombudsman makes equitable

judgements. It is not a court of law.

Mr. Sheikh said there were two routes to establishing a
regulatory authority. Like the Ombudsman, it can be a
constitutional office, but that requires a 66 percent majority of
both legislative houses and he did not think that such a majority

was possible. The second alternative was to enact legislation,
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such as an amendment to the WAPDA Act. Legislation must be

sponsored by a Ministry.

The Ombudsmari's Office has an administrative officer
dedicated to handling complaints against WAPDA. The team asked
for data on the number and types of complaints that are lodged
against WAPDA. Mr. Sheikh promised he would provide the data.
Mr. Doernberg is to follow-up. Interestingly, WAPDA can file
complaints against other governmental entities including entities

which have not paid their bills.

The Ombudsman's budget goes to the Ministry of Finance and
then to the President for approval. Apparently, parliament does
not have an opportunity to review and approve the Ombudsman's
budget. The funding level is apparently the President's
decision. There was a discussion of the leverage the Ministry
has over the Ombudsman becausc of the budgetary process. Mr.

Sheikh sees this as a major problem.

There was a long and detailed discussion of the role of the
Ombudsmen in relation to a potential requlatory agency. He cited
as an example a complaint that the Ombudsmen took up against the
Pakistan railroad about a delayed package. Mr. Sheikh was asked
whether the Ombudsman would address a complaint if the problem

was not a failure of the railroad to perform properly, but rather
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an objection to the lawful rate charged by the railroad or its
efficiency generally. Mr. Sheikh believed that the Ombudsman can
investigate these matters. Mr. Sheikh also believed that the

Ombudsman' could: investigate actions of a regulatory authority. .

Mr. Sheikh put forth a message that has important
implications for the regulatory authority and its autonomy.
Under the present GOP system, if an Ombudsmen were concerned
about the substance of a decision of the regulatory authority
there is no way to prevent the Ombudsman taking the decision to

the President for review.

Finally, the Team discussed the advisability of a single
administrator or a multi member commission structure for the
regulatory authority, based on Mr. Sheikh's experience at the
Ombudsman office. Mr. Sheikh recommended the commission

structure.
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(4) Meeting with Privatisation Commission (Power Sector)
IRG - Islamabad

Attendees: Mr. Rahim Mahsud, Chairman PC(PS)
Mr. Qazi Aleemullah, Finance Secretary, Ministry
.0of Finance
Mr. M.A. Jabbar, Acting Secretary PC(PS)
Mr. Mumtaz Hamid, Chairman WAPDA

C. Ebinger

B. Grimshaw

R. Fitzgibbons

G. Hall

L. Wilson

L. Ruff

A. Banskota

K. Lussier

Mian Shahid Ahmad

Mr. Mahsud began the meeting with a strong statement that
NEPRA is vital and that the private sector must know the degree
:to which it will be subject to requlation. Mr. Qazi Alimullah
then emphasized that the scope of NEPRA's responsibilities should

be limited to the electric power sector. This led to a

discussion of the autonorny or independence proposed for the
regulatory authority. Mr. Alimullah argued one point
particularly forcefully; namely, that an autonomous/independent
regulatory authority is inconsistent with Pakistan's
parliamentary form of government and undesirable. The cabinet is
a body ot parliament and FMr. Allimullah opined that the

regulatory authority must theretore report and take direction

from a Ministry. He repcatedly emphasized that "there must be a
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. Fair compensation to power generators and distribution
companies; and
. Consumer protection and control of monopoly power.
There was general agreement that the regulatory authority
should provide an annual or periodic recport to the government.
Mr. Mahsud also suggested that the regulatory authority may have

to satisfy a planning function.

The PCPS recognizes that responsible environmental
regulation is critical and that the Pakistan Environmental
Protection Agency (PEPA) is very weak. The Team summarized the
advantages and disadvantages of making NEPRA responsible for
environmental regulation of the electric power sector. The PCPS
expressed its interest in obtaining the Team's recommendation
regarding whether the regulatory authority should be responsible

for environmental regulation.

The role of the provincial governments was also examined.
The PCPA reported that under the constitution the provincial
governments can take over the distribution companies and that
this fact must be taken inte account. The PCPS opined that

advisory panels should be investigated.

The discussion also focused on the Strategic Plan. It was

explained to the Team that the GOP was seriously interested in
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(a) privatisation of assets more rapidly than the timetable
proposed in the Strategic Plan, and (b) selling smaller power
generation facilities immediately rather than making Jamshoro the

first sale.

The GOP's interest in a "fast track" privatisation program
was discussed extensively. The Team stated that it was the
Team's view that '"fast track".privatisatiqn”will not enable the
GOP to get full value for its assets. Experience worldwide
demonstrates that corporatisation yields efficiencies that
enhance the value of government assets. The Group also
emphasized that undervaluation of assets can undermine the
credibility of the privatisation program and fast track sales can
result in arrangements that may be inconsistent with the
competitive structure of the industry recommended in the
Strategic Plan (e.g. cost-based contracts with generating
companies subject to regulation even after competition is

established).

The PCPS stated that the government understood the risks of
fast trackina. TIndeed, Mr., Mahsud and Chairman WAPDA expressed
cor.cern about the risk, but reported that the GOP was interested
in selling projects immediately in order to raise capital for

social investments in health, education, etc.
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. Security regulation (like US Security and Exchange
Commission) ;

. Monopoly and competition regqulations; and

. Corporate regulation.

Each function has a separate staff reporting to a staff
chief, with in turn reports to a Member of the Commission and,
through the Member, to the Chairman. The Commission works by

consensus.

The chairman is a lawyer. The other two members are an MBA
and an accountant, respectively. There is no particular
requirement to have lawyers on the Authority; a person of any

relevant profession may be selected for membership.

The Authority is an "attached department", that is, it is
attached to, but independent from, the Ministry of Finance.
However, the Ministry of Finance approves the budget for the
Authority. The Authority is vested by law with power that the
Ministry ot Finance can not take away. The Chairman explained
that "The law protects me". He also said: "Law is supreme, not

the policy, not the individual."

As an example of its autonomy or independence, Chairman

Abdullah cited the rights that the Commission gave the Islamabad
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role in creating the regulatory authority and
implementing the Strategic Plan: and

. The availability of the members of the PCPS; all of
whom have other responsibilities likely to have a

higher priority than the PCPS.

As expected, the internal organization of the privatization
process and the supervision of the privatized companies are
matters of great interest to the GOP. Each GOP entity wants to
maximize its role in the process. The logic of how an
independent regqulatory entity is to relate to the GOP must be

thought through carefully and explained thoroughly.

There was a discussion of differences regarding the World
Bank's views about issues to be considered by consultants and who
should supervise those consultants. Mr. Grimshaw stated that

Chairman WAPDA wanted to streamline the privatisation process.

Secretary Poonegar joined the group and the main meeting
began. Dr. Ebinger outlined the working paper on regulation. It
was emphasized that all conceivable potential reqgulatory
functions were listed in the working paper and not all tfunctions

should necessarily be performed by the NEPRA.
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. NEPRA should regulate hydel projects;

. NEPRA should be responsible for environmental
regulation of the power sector (because PEPA lacks
relevant expertise);

. NEPRA's regulatory responsibility should be limited to

the electric power sector,

. NEPRA should be an autonomous entity like WAPDA;
. Regulation should be a federal function;
. NEPRA should be a multi-member commission rather than a

single administrator, with representation from the
provincial governments;

. NEPRA should issue licenses to participants in the
electric power sector;

. Resolution of contractual disputes should be left to
the courts; and

. The Cabinet should control rates.

A discussion on the role of the provincial governments
followed. There are provincial electric inspectors that deal
with complaints about WAPDA (both billings and service).
Secretary Poonegar strongly urged that NEPRA should not take over

these functions to avoid becoming overwhelmed by details.

How to integrate provincial governments into the regulatory

process was discussed. Several approaches were explored,
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(2) Meeting with Energy Wing, Planning and Development

Attendees: Mr. Asfaq Mahmood, Senior Chief
Masood A. Malik, General Enerygy Advisor, USAID

C. Ebinger

G. Hall

R. Fitzgibbons

Before Mr. Mahmood joined the meeting his staff opined that

electricity tariffs should be set on a scientific basis by the
NEPRA rather than the government on the basis of social criteria.
His staff also stated that the Privatisation Commission should
not evolve into the reqgulatory body. Regulation required
technical competence and the PCPS lacked this competence. He
believed the NEPRA should be independent by being directly under
the Cabinet with funding through the Ministry of Finance but not
controlled'by the Ministry. Electric taxes could be used to fund

the regulatory activity, but this could increase electric rates

too muct:.

After Mr. Mahmood joined the meeting, Dr. Ebinger went
through the paper on the regulatory system. Mr. Mahmood asked a
number of penctrating questions. He alo o asked for examples as
to what regulatory authorities do in other countries.

Afterwards, he stated he had not been able to think through the
difficult issues in order to reach firm conclusions. However, he

offered the following tentative views.
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o Regulation has to create incentives for expansion;
there will probably have to be an "adder" for this

purpose if there is an RPI-X regulatory system.

o The regulatory system should be simple, at least at t
start.
(o} Mr. Mahmood is "extremely concerned" about whether th

setting of end-user tariffs by an independent agency
will work in Pakistan. He believes end-user tariffs
should be left to the government.

o The regulatory entity needs a constitutional guarante

There was a general agrecement that the reqgulatory authorit
should represent a '"Pakistani" solution and systems that work i
other countries are likely to be incompatible with Pakistan's

culture, values and government institutions and procedures.

Mr. Hall put two question: to Mr. Mahmood. The first was
whether any regulatory authority is required. The second was,
a regulatory entity is necessary, how should such an entity be

constituted to make at viable in Pakistan?

Mr. Mahmood first responded by questioning the need for
privatisation. Mr. Mahmood doubts that many efficiencies will
achieved through private ownership of existing thermal

generation. Pakistan should concentrate instead on encouraging

he

e

e.

Y

n

if

be
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private investment in new generation through BOT and BOO
projects. Mr. Mahmood agreed that a regulatory authority will be
necessary with privatisation and that the functions outlined in
the Team's working paper, with the possible exception of rates,
were appropriate. However, Mr. Mahmood does not believe there is
sufficient support for the successful operation of the type of
regulatory authority contemplated by the Team. Mr. Mahmood
advised the Team to keep the regulatory plan simple. Mr. Malik
stated that he had ideas about how this might be done. It was
agreed that the team would be back in touch with Mr. Mahmood and

Mr. Malik to get their suggestions.

July 16, 1992

(1) Meeting with Pakistan Water and Power Development Authority.

Lahore, Pakistan.
Attendees: Mumtaz Hamid, Chairman WAPDA
Javid Akbar, Member Power

Malik Ashraf, MD/WPPO

R. Grimshaw

L. Wilson

R. Fitzgibbons
R. Ruff

G : Hall
Of paramount concern to the Chairman is the autcnomy of the
regulatory authority. The Chairman is very concerned about the
government's interest in maintaining control over NEPRA and

rates. He strongly believes that the control needs to be
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predefined and asked how autonomy from political interference is
achieved in other countries. Mr. Hall emphasized that it was

important that:

J Regulators have fixed terms and cannot be removed

except for malfeasance.

. Regulatory authority shculd be conferred and defined by
statute.
. Budget must be protected from political manipulation.

Chairman WAPDA also inquired as to how the private sector
can be kept from unduly influencing the regulatory authority.
The Team responded that this is generally accomplished through
accountability - which can be achieved by having a transparent
process for making regulatory decisions. A discussion followed

regarding regulatory systems in other countries.

Transparency and accountability can be achieved by having
the standards that the regulatory authority must follow set forth

clearly in statutes coupled with an opportunity for judicial

challenqge. This effort will be enhanced by a requirement for the
regulatory authority to make its decisions in an open process and
through reasoned, written decisions. 1In addition, only persons

of integrity should be appointed to the regulatory commission.
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generation facility is located is a major stumbling block. This
provision will prove to be a major problem for any private
company taking over a facility in the absence of a constitutional
amendment. Alternatively, the Federal Government can recompense
the private company for the amount of its profit paid to the
province. The Additional Secretary said that he believes the
Federal Government pays the NWFP far too much money under the
Indus Water Accord. He acknowledged that there was no likelihood
that the formula will be modified owing to political

considerations.

Dr. Arif stated that the problems arising from these
transfer payments is made more acute by the fact that the
provincial governments recoup the fuel adjustment charges arising
from their use of thermal back-up power and that this transfer is
counted as profit, even though consumers not located within such
provinces have paid for the thermal rgeneration used to provide

such power.

Dr. Arif was extremely critical of WAPDA. He opined that
the organization has been systematically mismanaged, and is
plagued by waste, corruption, power theft, and an irresponsible
attitude towards maintaining its capital stock especially
machinery. He was highly critical of the IBRD and the IMF for

never systemically dissecting WAPDA's cost structure. He stated
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Mr. Harral reported that the feeling in Faisalabad is that
with privatisation electricity rates will increase and the GOP
will not provide subsidies. He said the public and labor will not
“Sﬁpfééiéﬁé"“ﬁfiUétfééfibn and something will have to be done o
overcome the opposition. Mr. Harral recommended that the GOP set
forth a clear governmental policy regarding the availability of

subsidies in order to avoid agitation against privatisation.

The problem with regard to village electrification is not
with the contribution to the capital costs of constructing new
lines. The problem is covering the costs of operation and
maintenance. The current energy charge does not cover the costs

of fuel and 0 & M.

That 1is, current rates not cover variable costs. The current
rates for tube wells do not even cover the energy costs. He said
that the monthly charge tor 4 twe herse power motor would be on
the order of R 2,500. The enerqgy coct will be approximately R

5,600 per month.

Mr. Harral said that if privatisation is to be successful,
public opinion will have to be mobilized and labor's concerns
addressed. He discussed his successful experience and the lessons
he learned when he was in charge of WAPDA's takeover of the

utility that once served Rawalpindi.
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Rawalpindi had a bogus balance sheet. Pakistan was under
martial law. Using martial law authority, he quelled the unrest
that resulted from firing many people. However, that will not be
possible today. He said if he tried to fire an assistant lineman
at Faisalabad, the fired employee will call on his contacts until
some high person in the GOP called Mr. Harral to tell him to
revoke the firing. On the basis of his experience at Rawalpindi,
Mr. Harral believes the GOP must be clear about the impact of

privatisation on tariffs and labor.

Mr. Harral described WAPDA's existing tariffs and the
subsidies embedded in such rates. Rates are uniform nationally.
There are no time of day rates. There is not even any seasonal
differentiation. Mr. Harral thought both types of rates are

needed.

Mr.o Harral pointed out that private utilities got away with

murder before nationalisation. This experience 1s not to be

forgotten.
Mr. Hall asked if establishinag a requlatory authority can
help privatisation of Faisalabad. Mr. Harral strongly agreed.

Indeed, absent creation of NEPRA, he believed there will be a
"hue and cry." He emphasized this point several times during the

meeting.
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With respect to the process of privatisation, Mr Zaidi said
he perceived no difference of opinion between the Federal and

Punjab governments.

There was an extensive discussion as to the role of the
provinces with respect to utilities. Mr. Chaudhry emphasized that
section 3 of the 1910 Act gives provinces the right to license
power plants and distribution companies. WAPDA Act exempts WAPDA
from these requirements. Rawalpindi and Multan operated under
licenses granted by Punjab until 1972. Mr Chaudhry initially
supported provincial licensing of power plants located within the
Punjab as provided for by the 1910 Act. However, his position

seemed to change during the course of the discussion.

The provinces also hear complaints about billing through the
office of the electricity inspectors. In Punjab, these inspectors
are part ot the Irrigaticn and Power Department. There are tive
main offices in the Punjab. More local branch offices and

personnel are needed to staff the electricity inspection office.

Messrs. Zaidi and Chaudhry woere not disturbed by the
suggestion that the rates for the privatised distribution
companies will be established at the tederal level provided there
was adequate ability for Punjab to have its interests

represented.
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The discussion next turned to how provincial concerns might
be reflected at the NEPRA. One approach is to create an advisory
committee with provincial representatives. The punjab officials
preferred having direct representation. They proposed that there
be seats on the commission for the provinces. Each province can
submit a list of three to five qualified people with professional
experience. The government will select from the list of
nominated candidates. The commission member from a province will

provide a channel to NEPRA for provincial concerns.

Mr. Fitzgibbons went through a list of potential regulatory
functions and the Team is opinion about where the responsibility

should lie. The results were:

o safety - Provinces

o consumer rates - Federal

o ouality of corvices and o consuaner complaints - Provinces
o Licensing - Federal with provincial involvement

o Planning - Federal

Messrs. Zaidi and Chaudhry did not object to this statement
regarding the division of responsibiiity. Iney stated that a
national regulatory authority will better assess all of the needs
of the nation, concentrate limited technical resources and have

greater leverage to address tough issues. However, there
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private company, according to the group, was that the private
firm did not improve its lines nor did it replace its depreciated
assets. While this was being discussed, there was a WAPDA power

failure.

The overwhelming and passionate concern of the group was
with the quality of service. One manufacturer of control
equipment stated that he had purchased four diesel generators
because WAPDA's voltage fluctuations damaged his electronic
equipment. Even so , he said, hardly a month goes by without
damage to an expensive peace of equipment owing to problems with

the qualities ot WAPDA'selectrical service.

Other Chamber members also told "horror stories". One
manufacturer said WAPDA will only provide power for two shifts.
At 2:00 each day a WAPDA employee physically pulls a plug on his
plant. The group was extremely desirous that WAPDA provide

service on a threce-shift-a-day basis.

The statement was made that WAPDA has no ethics. By this the
group seemed to mean that they had no access to WAPDA and no

ability to discuss their complaints.

There was discussion ot how the regulatory authority should

be constituted. Mr. Aman Ullah Khan, head of the Islamabad Stock
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Exchange, argued that there should be political representation on
the authority and also representatives of the industrial,
agriculture and other communities affected by rate decisions. Mr.
Khan disagreed with a statement that such a regime would require
a board that would be too large to be workable. He stated that
the authority should have 15 or 17 members. He strongly argued
that an advisory committee would not be adequate to represent the
interests of affected interest groups. 1In his view, affected

interest groups had to be part of the decision making process.

There was discussion of the National Engineering Council.

This organization regulates the engineering profession.

There was a general agreement that provision had to be made
for rural electrification and other unprofitable activities. The

group favoured direct subsidies.

The group agreed that it:

o Is concerned about the quality of electrical service

o Protection of consumers from monopoly distribution

companies is essential.














http:author.ty













—96-

py the privatized firms will determine how much
potential cfficiency improvement should be reflected in
rates. Inefficlency created by the need to continue
current employment levels or to reduce such levels
gradually could be paid for by high electric rates but
the better method would be by direct government income
transfer paymentco and the Tean recommends this

approach.

A key, indeed absolutely critical, policy issuc is
whether with respect to the prices of the distribution
compani«: for its services, the regulatory authority
should have the authority to approve rates or merely
recommend rates to the GOP. There is a strong view
within the GOP that ‘the regulatory authority's power
should be limited to recommending rate charges to the
cabinet. The Team 1S absolutely convinced hat the
regulatory authority should ke the sole entity

responsible tor establishing rates.



