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A. INTRODUCTION 

1. The Islamic Republic of Pakistan, created in 1947, is the sixth-most populous country 

with a population exceeding 199 million people. It is also the 36
th

 largest country in the 

world in terms of area (over 880,000 km
2
) and has a 1,046 km coastline along the Arabian 

Sea and the Gulf of Oman. 

2. As the maps below show, Pakistan also has significant natural resources. Those maps 

identify: 

 Fig. 1 – “Power Stations Map – Pakistan” 

(http://www.alhasan.com/sites/default/files/01-9.pdf);  

 Fig. 2 – “Oil Refineries Pakistan” (http://www.alhasan.com/sites/default/files/01-

15_0.pdf);  

 Fig. 3 – “Major Planned Gas Pipeline Projects – Pakistan” 

(http://www.alhasan.com/sites/default/files/01-14_0.pdf);  

 Fig. 4 – “Coal Potential in Pakistan” (http://www.alhasan.com/sites/default/files/01-

4.pdf);  

 Fig. 5 – “Energy Distribution Companies – Pakistan” 

(http://www.alhasan.com/sites/default/files/01-6.pdf)
1
 

3. This text, which seeks to provide an overview introduction to the power sector in 

Pakistan, identifies the sector‟s key stakeholders at each stage (generation, transmission 

and distribution) of the operation and discusses some of the issues facing Pakistan‟s 

power sector, including the deficiency known as the “circular debt”. The text ends with an 

overview of Power Purchase Agreements and a schedule of publicly-known disputes on 

power purchase matters. 

4. This text does not seek to provide a comprehensive discussion of cases concerning the 

purchase of power, let alone tariff disputes/payment disputes which are within the 

jurisdiction of the relevant regulatory authorities and courts of Pakistan. 

 

  

                                                           
1
 The following maps were compiled and produced (and the copyrights are reserved) by ALHASAN Systems 

Private Limited”.  These maps and others are available at http://www.alhasan.com. 

http://www.alhasan.com/sites/default/files/01-9.pdf
http://www.alhasan.com/sites/default/files/01-15_0.pdf
http://www.alhasan.com/sites/default/files/01-15_0.pdf
http://www.alhasan.com/sites/default/files/01-14_0.pdf
http://www.alhasan.com/sites/default/files/01-4.pdf
http://www.alhasan.com/sites/default/files/01-4.pdf
http://www.alhasan.com/sites/default/files/01-6.pdf
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Fig. 3 
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Fig. 4 

  



12 
 

Fig. 5 
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B. OVERVIEW/STRUCTURE OF THE POWER SECTOR  

5. This chapter seeks to give a high-level overview of the power sector in Pakistan. The 

information is taken from a compilation of available online reports published since 2010. 

There are many public sector entities involved in the power sector, which is headed by the 

Ministry of Water & Power. Provincial governments (and their respective energy 

departments) also play an important role in facilitating the power sector. 

6. Pakistan‟s power comes from a mixture of generation resources. There has previously 

been a heavy reliance on oil and gas resources (which at times have accounted for 

approximately 64% of power generation). However other resources play an important and 

increasing role such as hydropower, nuclear and coal. 

7. The power sector in Pakistan has required significant investment from the government. 

Reports suggest that the level of subsidies typically requires around 2% of GDP. The 

power sector has suffered a series of problems including the “circular debt”, the losses of 

the distribution and transmission companies, power theft and high investment costs. As at 

2012, the “circular debt” was estimated to be $8.47 billion.  

8. However, Pakistan has significant power resources at its disposal and is beginning to 

attract much more investment. Pakistan has received assistance from international funders 

such as the International Monetary Fund and the World Bank, as well as the US 

government, and from regional lenders such as the Asian Development Bank. 

Furthermore, the Pakistan government is committed to facilitating the private sector 

involvement in Pakistan‟s power generation.
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9. The Water and Power Development Authority (“WAPDA”) was created in 1958. It was 

created as a self-governing body aimed at furthering the development of the water and 

power sectors. From 1958-1965, WAPDA had managed to increase the installed capacity 

of Pakistan‟s power sector by over 400%. This rapid progress helped facilitate economic 

growth and urban industrialisation. 

10. By the 1990s, a gap had emerged between demand and supply. The power sector required 

huge investment and the Government of Pakistan (“GOP”) was experiencing difficulties 

in meeting these requirements by itself. The private sector was encouraged to enter into 

the power industry. 

11. In 1993, as part of its strategy to attract the involvement of the private sector, GOP set up 

an Energy Task Force for the purposes of policy development. In March 1994, the Energy 

Task Force presented a paper entitled “Policy Framework and Package of Incentives for 

Private Sector Power Generation Projects”, in which large-scale privatisation was 

recommended and a range of incentives to attract foreign investment were set out. 

12. By the late 1990s, Pakistan‟s energy deficit had improved but Pakistan began to 

experience surplus power. 

13. In 1998, there was a significant restructuring of the power sector in Pakistan, stimulated 

by the inclusion of thermal power projects. In 1998, GOP divided WAPDA into 15 

companies comprising:  

13.1. 4 thermal-power generating units (“GENCOs”);  

13.2. 10 distribution units (“DISCOs”); and  

13.3. 1 transmission and distribution unit (“NTDC”).  

14. The role of WAPDA became limited to developing and operating hydropower projects.  

15. The 15 companies were supervised by a new entity, Pakistan Electric Power Company 

(“PEPCO”) which was responsible for facilitating the eventual privatisation of the 15 

companies in order to encourage competition. 

16. It is axiomatic that a country‟s power sector is a major contributor to that country‟s social 

and economic development. In Pakistan, the power sector has struggled to meet consumer 

demands, which has resulted in actual power outages at times. Reports suggest that 

electricity generation has decreased by approximately 50%, attributable to policy failures 

and mismanagement. Another factor in the difficulties experienced by the power sector is 

the “circular debt” (considered in further detail below). 

17. Since at least 2007, Pakistan has experienced significant power disruptions and shortages 

which resulted in economic losses and a fall in employment. Reports suggest that there 

was a lack of effective planning or a viable strategy for remedying the gap between 

supply and demand. A black market for power has developed. Revenue collection has 

tailed off. These factors have led to the worsening of the “circular debt”. As a result, the 

power sector has required massive governmental subsidies. 

18. At present, the public sector generates electricity from hydropower sources and the 

generation companies (“GENCOs”) generate electricity through thermal resources. Maps 

showing the locations of power stations and oil refineries in Pakistan may be found in the 

key maps and graphs section above.  In the private sector, electricity is generated through 

a number of groups or institutions, including:  

18.1. Independent Power Plants (“IPPs”);  
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18.2. Small Power Plants (“SPPs”);  

18.3. Wind Power Generation (“WPG”);  

18.4. Hydropower Generation (“HPG”);  

18.5. the Hub Power Company Limited (“HUBCO”);  

18.6. Karachi Electricity Supply Company (“K-Electric”); and  

18.7. Nuclear Power Plants (“NPPs”). 

19. GOP aims to achieve a mix of power generation sources. 

20. The power crisis is stated to be at the top of GOP‟s agenda for economic reform. National 

Power Policy 2013 had as one of its main objectives the provision of affordable power 

through more efficient systems for generation, transmission and distribution. To that end, 

the first IPP hydropower project was commissioned, new gas-based projects were brought 

online as well as a coal-based power project at Port Qasim in Karachi.  

21. Reports suggest that Pakistan has the potential to become a self-sufficient power 

producer. 

Structure of the power sector in Pakistan  

22. In Pakistan, electricity is produced from a number of sources including hydropower, 

thermal, nuclear and wind sources and through schemes operated by both public and 

private sector entities.  

23. On the public sector side, the important entities include:  

23.1. WAPDA;  

23.2. PEPCO;  

23.3. the Pakistan Atomic Energy Commission (“PAEC”); and  

23.4. the Hydroelectric Board of Azad State of Jammu and Kashmir (“HEB AJK”).  

24. On the private sector side, the relevant entities are usually IPPs which are facilitated by 

and subject to the oversight of the Private Power & Infrastructure Board (“PPIB”).  

25. The Ministry of Water and Power is responsible for and controls policy. WAPDA holds 

responsibility for the development and operation of public sector hydropower projects. 

26. PEPCO supervises the public sector thermal power plants which it operates through 4 

GENCOs. PEPCO also supervises the DISCOs. 

27. Of considerable importance is K-Electric. K-Electric is responsible for the generation, 

transmission and distribution of electricity to Karachi, the capital city of Pakistan. K-

Electric has undergone significant expansion and managed to increase its capacity by 

36% between 2009-2014.  K-Electric also has a secondary role – where supply falls short, 

K-Electric procures electricity from the Central Power Purchasing authority (“CPPA”) on 

an as-needed basis. 

28. The power sector in Pakistan operates on the basis of a single buyer model. CPPA 

purchases electricity from the public/private generating entities (with the exception of K-

Electric and certain IPPs which deal directly with K-Electric). The National Transmission 

& Despatch Company (“NTDC”) effectively acts as a facilitating middleman between the 

GENCOs and the DISCOs. 
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KEY POINTS:  

- Pakistan has significant resources and potential capacity, as well as a mixture of 

generation sources, yet has at times been heavily reliant on oil and gas. 

- Since the 1990s, GOP has been working to facilitate greater private sector involvement 

in the power sector in order to meet the increasing demands and financial burdens 

inherent in the expanding power sector. 

- Whilst the Ministry of Water & Power retains a broad supervisory and policy-making 

role, there are a plethora of important entities playing a role in Pakistan’s power sector, 

both public and private. 
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C. POWER SECTOR: CAPACITY AND PROBLEMS 

Capacity / Sources 

The mix of power sources in Pakistan 

29. The Energy Yearbook 2013 details the various sources of electricity production in 

Pakistan:  

29.1. oil – approximately 35.9%;  

29.2. hydropower –  approximately 31.1%;  

29.3. gas – approximately 28%;  

30. Reports suggest that nuclear and wind also contribute approximately 3.3% and 0.2% 

respectively. 

PEPCO generation mix 

31. Under PEPCO, most of the demand for electricity is met by the IPPs‟ thermal plants. The 

remaining demand is met by the WAPDA hydropower plants. There is a further 

contribution from wind sources. 

32. Reports suggest that, even where PEPCO provides its full capacity, there is still a demand 

and supply gap. 

K-Electric Generation Mix 

33. K-Electric operates its own thermal plants in order to meet the demand for electricity in 

Karachi. 

34. Thermal generation dominates around 95% of K-Electric‟s electricity sources. The 

remaining 5% contribution is largely based on nuclear energy. 

Sectoral electricity consumption 

35. Figures for 2012-2013 demonstrate that the domestic sector (approximately 47%) and the 

industrial sector (approximately 29%) account for the majority of electricity consumption. 

Fuel resources 

36. Oil and gas together contribute around 80% (oil 32% and gas 48%) to the total energy 

supplies of Pakistan. Coal accounts for around 6%. Nuclear accounts for around 2%. 

Pakistan is one of the largest consumers of gas in the South Asia region.  

37. In terms of Pakistan‟s gas sector, the largest contributor is natural gas (48% share). LPG 

accounts for only 1%. 

38. In 2012-2013, oil and gas consumption as a percentage of the overall energy consumption 

in Pakistan was at its highest level (oil 30%, gas 44%). Electricity had a 16% share, coal 

had a 9% share and LPG had a 1% share. 

39. Having declined in 2009-2010, the quantity of petroleum based products consumed by 

Pakistan‟s power sector increased in 2012-2013. 

40. Pakistan‟s power sector retains a significant reliance on furnace oil (which will be 

touched on later). 



20 
 

41. The transport sector accounts for around 50% of the consumption of petroleum based 

products. The power sector itself accounts for around 40%. 

42. Overall, Pakistan can be described that has been rich natural gas resources. Despite 

decreases in annual gas consumption from 2007-2010, gas consumption has been rising. 

43. In terms of coal, consumption experienced a peak in 2007-2008 and then an overall 

decline up to 2012-2013. The consumption of coal tends to fluctuate significantly. 

44. The cement industry is the dominant consumer of coal, accounting for approximately 

56% of consumption.  By contrast, the power sector generally accounts for less than 1% 

of total coal consumption. 

45. Therefore, reports suggest that the power sector‟s major fuel resources are oil and gas. 

Whilst coal shares some of the power sector‟s burden, its contribution is very small in 

comparison. GOP is focusing on the development of further coal-based projects. 

Pakistan‟s coal reserves are extensive and could provide a vital source of cheap 

electricity. In the light of greater efficiencies, China and India are moving towards greater 

use of coal. In 2008, China was importing around 45 million tons of coal, whilst India 

was importing around 69 million tons. By 2013, these figures had increased to 341 

million tons and 203 million tons in China and India respectively
2
. 

46. Naturally, the power sector is a driver of economic activities. Commercial activities 

require stable and reliable electricity, and an efficient power sector is a valuable source of 

employment and revenue for governments in developing countries. In Pakistan, reports 

suggest, lack of proper planning may have led to increases in costs, which are ultimately 

passed to the consumers through higher tariffs. GOP has sought to rectify this situation 

through liberalisation/privatisation of the power sector. 

47. However, the circular debt and the increase in the subsidies provided by GOP as a means 

of tackling the circular debt have acted as a restriction on Pakistan‟s economic growth. 

More such restrictions can be found in the losses suffered by the power distribution and 

transmission systems (such losses added around $221.8 million to the circular debt in 

2012). Further problems can be found in the significant extent of power theft and high 

tariffs. 

The “Circular Debt” in Pakistan  

48. As stated above, one of the most oft-cited problems concerning Pakistan‟s power sector is 

the “circular debt”.  

49. In very basic terms, circular debt entails that there is not enough money in circulation in 

the system for the power sector to function properly. Poor revenue for the DISCOs = cash 

shortfall for the CPPA = cash shortfall for the GENCOs = inability for the GENCOs to 

pay for fuel = insufficient power generation. 

50. Failure to tackle the underlying causes at the root of the circular debt leads to the year-on-

year compounding and escalation of both the underlying problems and the debt itself. 

51. The circular debt is set out in basic diagrammatic form and subsequently explained in 

further detail.  

                                                           
2
 EIA (US Energy Information and Administration), „China and India drive recent changes in world coal trade‟ 

(20 November 2015) (https://www.eia.gov/todayinenergy/detail.cfm?id=23852) 

https://www.eia.gov/todayinenergy/detail.cfm?id=23852
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Fig. 7     “Circular Debt” 
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Fig. 8 Percentage contributions of different factors to the “circular debt” in 2013
3
 

 

 

 

                                                           
3
 Report on „The Causes and Impacts of Power Sector Circular Debt in Pakistan: March 2013‟ (commissioned 

by Planning Commission of Pakistan)(funded by USAID) 
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52. In the power sector, circular debt is the amount of the cash shortfall within CPPA which it 

is not able to pay to the power supply companies.  

53. Reports suggest that the circular debt short fall is the result of:  

53.1. a difference between, on the one hand, the real cost of the provision of 

electricity and, on the other hand, the revenue collected by DISCOs from customer 

sales plus government subsidies; and  

53.2. consequently, insufficient payment from DISCOs to CPPA from the revenue 

collected (as a result of DISCOs prioritising their own cash flow situation). 

According to estimates, the circular debt at the end of FY2012 was US$8.47 billion. 

This amounted to approximately 4% of Pakistan‟s GDP. 

54. The inability of DISCOs to pay CPPA inevitably leads to cash flow problems. This 

knock-on effect creates a chain throughout the whole system which gives rise to a 

plethora of further problems, such as:  

54.1. shortage of fuel supply to GENCOs;  

54.2. reduced power generation; and  

54.3. a paucity of investment available for the maintenance of the system.  

55. Ultimately, these problems cause power outages and load shedding. Reports suggest that 

in the summer months of FY2012, urban areas experienced an overage of 8 hours per day 

of load shedding. In some rural areas, this figure exceeded 16 hours per day. 

56. Load shedding has a strong negative impact upon the economy. Reports suggest that in 

2008 Pakistan‟s industrial sector lost in excess of US$2.04 billion as a result of load 

shedding, as well as over US$1 billion through lost export earnings. Further, around 

400,000 workers were displaced. There were also significant effects for the service sector 

and the agricultural sector. 

Causes of “Circular Debt” 

57. There are numerous causes attributable to the circular debt. Reports identify the following 

significant causes:  

57.1. Lack of payment or delayed payment by GOP of the tariff differential subsidy 

(i.e. the difference between NEPRA‟s determined tariff and GOP‟s applicable tariff);  

57.2. Over-billing and mistakes in billing at consumer level by some DISCOs 

leading to poor recovery of energy revenues;  

57.3. Significant losses in distribution as a result of theft. In FY2010-2011, some 

DISCOs reported losses as high as 37%;  

57.4. The inability of DISCOs to pursue these losses due to backlog in the High 

Courts. 

58. Reports also identify general problems in the governance of the power sector, including:  

58.1. deficiencies at governmental level (e.g. political interference, defective 

policies or lack of coherent policy-making, under-budgeting, and failure to resolve 

issues as between the government branches. Further, the government failed to pass 

legislation to adequately tackle the theft problem and to promote energy 

conservation);  

58.2. deficiencies at the corporate level (e.g. poor governance, ineffectiveness of the 

Boards of Directors of the various DISCOs as regards the guidance and monitoring 
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of company performance. Reports suggest that management typically do not have a 

professional approach and have no benchmark standards imposed upon them); and  

58.3. deficiencies at the sector level (NEPRA‟s performance is generally widely 

criticised).  

Deficiencies in Governance 

59. Accordingly, poor governance is often highlighted as the root cause (and thus the key 

area for improvement) for the build-up of the circular debt (which now runs to billions of 

dollars) as well as the cause of other issues in the power sector. 

60. GOP is both the majority owner as well as a significant customer of the power sector. 

Reports suggest that GOP, being influenced by social, economic and political factors, 

often lacks a commercial approach to decision making in terms of passing on electricity 

costs to the customer. The influence of GOP is seen as amounting to interference in the 

operation of the DISCOs, and has led to overstaffing, undermining of staff performance 

based on merits, a perceived lack of transparency in procurement, and, ultimately, bad 

investments. 

61. At the provincial government level, reports complain of a lack of proactivity when it 

comes to resolving problems concerning electricity bills, the payment of subsidies arrears, 

the arrears of provincial government departments, and arrears arising from court orders. A 

general lack of responsibility is perceived. However, there are clearly areas where a little 

improvement would go a long way – reports suggest that if the Government of Sindh‟s 

problem with the reconciliation of electricity bills, the Government of Balochistan‟s 

problem with paying subsidies, the Province of Khyber Paktunkhwa‟s problem with 

paying its arrears and the tariff rate issue in Azad Jammu & Kashmir were resolved, this 

would achieve a significant reduction in the overall circular debt issue. 

62. Some reports complain that management at NEPRA has been inadequate
4
 and that GOP 

must increase NEPRA‟s power to shift from the single-buyer model currently in place to 

a multiple buyer/merchant model. The reports also call for faster privatisation of DISCOs. 

63. As a general rule, the Boards of Directors of DISCO do not possess sufficient power and 

are inadequate in terms of overseeing and supervising the execution of the functions of 

the DISCOs. USAID‟s Power Distribution Programme has itself made several 

suggestions for the enhancement of corporate administration in those projects which are 

supported by USAID finances. However, these proposals have not yet been implemented. 

USAID has also contributed by making proposals for how GENCOs can tackle key 

issues, including fuel theft, defilements and inadequate corporate administration and 

execution. 

64. Whilst NEPRA has had some success in enhancing the operation of the power sector (as 

compared to the era where the power sector was bureaucratically controlled), reports 

suggest that there is much that still needs to be improved:  

64.1. the process of determining the tariffs is time consuming to the extent that, by 

the time it is applied, they are ineffective;  

                                                           
4
 Malik A, „Regulatory Governance: Electricity Industry in Pakistan‟ in International Journal of Regulation and 

Governance 7(1)(2007) 1-8 
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64.2. adjustments to fuel prices are delayed and lead to consumer uncertainty 

regarding fuel prices;  

64.3. political influence has led to instability;  

64.4. the reliance on the single-buyer model is said to be a restriction on 

development and modernisation; and  

64.5. DISCOs are not sufficiently accountable to NEPRA resulting in a failure to 

reduce transmission and distribution losses and to achieve performance standards. 

The problem of delay in the determination of tariffs 

65. A significant cause of the circular debt is delays in determining tariffs. In FY2012, reports 

suggest that these delays account for around $701.55 million of the circular debt. Delays 

for each of the DISCOs in determining tariffs were approximately 9 months. Further, 

despite the fact that the real cost of fuel in 2012 was 52% higher than it was in 2011, 

consumer tariffs remained largely the same. Consequently, the failure of NEPRA and 

GOP to set new adequate tariffs meant that DISCOs missed an opportunity to collect 

sufficient revenue to meet their monthly costs. 

Adjustments to fuel prices 

66. The Fuel Price Adjustment (“FPA”) system operates to take account of monthly 

variations in fuel costs, with the differences passed on to the end client. Delays in the 

adoption by NEPRA of this system contributed around $322.54 million to the circular 

debt issue in FY2012-2013, reports suggest. 

Low levels of revenue collection 

67. One of the most significant contributors to the circular debt issue is the low level of 

revenue collection. Reports suggest that, in 2012, this accounted for around $844.50 

million of the circular debt problem. Different areas of the country experience vastly 

differing levels of revenue collection. The problem is seen most prominently in HESCO, 

SEPCO, PESCO and QESCO who together accounted for around 83% of the 

aforementioned sum.  

68. The problem is largely attributable to:  

68.1. poor collection from private consumers;  

68.2. lack of payment by governments; and  

68.3. lack of payment by federal government. 

The lack of payment from government departments to the DISCOs 

69. DISCOs supply power to numerous public entities and buildings, including government 

offices, schools, police headquarters, water and sewerage offices, as well as business 

centres. Many of these customers frequently end up defaulting on their payments to 

DISCOs. 

70. The DISCOs have in the past recommended particular solutions and methods for 

remedying the outstanding bills, but typically the government offices do not adopt these 

proposals and further payment delays ensue. This particular area of non-payment to 



26 
 

DISCOS accounted for around 11.5% of the aggregate circular debt for FY2012, reports 

suggest. 

The lack of payment from K-Electric 

71. K-Electric also has a problem in failing to pay in full for the power it receives from 

NTDC and/or CPPA. K-Electric has tried to set off its debts against the unpaid debts of 

TDS.  

72. Non-payment by K-Electric accounted for around $531.58 million of the circular in 

FY2012, reports suggest. 

The problem of insufficient Tariff Differential Subsidy paid by the Ministry of Finance 

73. Tariff Differential Subsidy (“TDS”) is GOP‟s application of a uniform subsidy for all 

DISCOs.  

74. GOP‟s planned TDS in FY2012 was $485.90 million. However, the DISCOs had claimed 

around $1.51 billion for the same period. This difference was paid by the Ministry of 

Finance (“MOF”). Of course, this further added to the circular debt. 

75. NEPRA‟s determination of the power tariff centres on the income each DISCO requires 

to meet all its expenses and acquire suitable benefits.  

76. GOP can set either the differential tariff as chosen by NEPRA or an altered lesser tariff. 

GOP accepts payment of the difference between the two (i.e. the TDS).  

77. The amount of the TDS owed by GOP on an annual basis is significant. MOF is 

responsible for paying the TDS to CPPA on behalf of DISCOs. CPPA then allows credits 

for the DISCOs‟ records as against what they owe to CPPA. MOF has paid out to CPPA 

around $12.53 billion to cover the TDS from 2006-2012. Around $3.03 billion of these 

credits were made to DISCOs to cover expenses, and this has been made part of the 

national debt of Pakistan. 

78. MOF uses a contracted accountant firm to confirm the DISCOs‟ subsidy claims. 

The impact of losses sustained by transmission and distribution companies in Pakistan‟s 

power sector 

79. The transmission and distribution losses of DISCOs accounted for around $221.38 

million of the circular debt for FY2012. Generally DISCOs are unable to account for the 

specific and particularised causes of their losses – instead labelling around 50% of their 

losses as non-specialised. Underlying reasons generally include:  

79.1. regulatory issues;  

79.2. charging issues; and  

79.3. theft. 

 

80. Some reports suggest that if LESCO, GEPCO, FESCO and IESCO were to manage to 

limit their losses to 10% whilst MEPCO, PESCO, HESCO (counting SEPCO) and 

QESCO manage to decrease their transmission and distribution losses to 15%, the overall 

income of the DISCOs would rise by approximately $485.9 million. 
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Increasing furnace oil prices 

81. Prior to 2000, the state-owned oil marketing company Pakistan State Oil carried all 

imports of petroleum products. Private companies were not permitted to import 

themselves directly. 

82. The import of oil has been deregulated since 2000. Consequently, all of Pakistan‟s 

licensed refineries are at liberty to import crude oil. GOP has gradually lifted state 

controls on the importation of petroleum products to the extent that all licensed Oil 

Marketing Companies (“OMCs”) are at liberty to import such petroleum products as they 

require. OMCs are required to seek to meet their demands from local refineries in 

Pakistan first, before looking to meet any outstanding deficits by way of imports. 

However, notwithstanding GOP‟s trend towards liberalisation of the oil industry market, 

actual supply-side competition remains low. Reports suggest that this is the result of a 

paucity of incentives and the inability of companies to operate efficiently in the industry. 

Consumers have not yet experienced any trickle-down effects as a result of the reforms. 

The use of government subsidies/investment to clear the circular debt 

83. GOP is working to allocate subsidies for the power sector (as well as other sectors) 

designated for the circular debt. In the Budget for 2014-2015, WAPDA and PEPCO 

received approximately 76% of this subsidy and K-Electric received around 14%. 

84. Reports argue that GOP‟s subsidies to the power sector should be decreased and 

redeployed more usefully in other areas. Government subsidies do not help the long term 

causes of the circular debt. 

Load Shedding  

85. The ultimate consequence of the circular debt, in addition to general lack of funds and 

paucity of investment, is that Pakistan has had to use what most countries would term a 

last resort: load shedding (i.e. the tripping of the entire power system as a controlled 

option in response to unplanned events to protect the country from total blackout) as a 

result of the demand-supply imbalance. 

Imports of Electricity  

86. The challenge posed to Pakistan to overcome the power sector‟s electricity shortfall is a 

significant one. The shortfall is stated to have occurred as a result of an over-reliance on 

fossil fuels. Pakistan has had to enter into agreements for the import of electricity from, 

amongst others, China, India, Tajikistan, Qatar and others. 

China 

87. A 2009 agreement between Pakistan and China for the import of electricity focuses on 

using renewable sources to generate electricity, particularly hydropower, wind and solar.  

88. By virtue of the 2009 agreement between Pakistan and China, GOP will construct several 

dams and other hydropower projects capable of generating significant electricity, 

including the Bunji dam near Gilgit, the Taunsa hydropower project, the Kohala 
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hydropower project and the Karot hydropower project. China will plan to provide 

investment into solar power projects in Pakistan. 

India 

89. Reports suggest that Pakistan and India have discussed reaching an agreement for the 

regular provision of electricity from India on an urgent basis through Punjab. 

Iran 

90. Pakistan currently imports electricity from Iran and, reports suggest, there are plans to 

further increase the level of imports.  

91. Iran it seems wishes to undertake a significant power project in Zahidan near the border 

with Pakistan. From this project, electricity could be transmitted to Pakistan‟s national 

grid and based on the international fuel cost price rather than local Iranian oil prices. 

Tajikistan 

92. Reports suggest that around $950 million is still required to fund the CASA-1000 project 

by which Tajikistan would import around 1000 megawatts of electricity to Pakistan. 

Funds are needed for the construction of power transmission lines in Tajikistan.  

93. Reports suggest that Tajikistan has plans to sell Pakistan electricity through the Roghun 

hydroelectric dam. This project has apparently faced enormous delays because it is built 

on the Amu Darya River, from which other regional powers, such as Uzbekistan and 

Turkmenistan, also draw benefits. However, it is thought that this project will be capable 

of providing extremely cheap power for Pakistan. 

94. Pakistan, Afghanistan, Kyrgyzstan and Tajikistan have all agreed to establish a SPV for 

the laying of lines through Tajikistan, Afghanistan and Pakistan.  A map showing some of 

the proposed gas pipeline projects in Pakistan may be found at Figure 3 in the key maps 

and graphs section above. 

Other countries 

95. Pakistan, it seems, has displayed enthusiasm for reaching agreements with other countries 

for the importation of electricity to remedy its own shortfalls. Further, Kuwait provided 

around $40 million to Pakistan to build a desander as part of the large Neelum-Jhelum 

hydropower project in AJK. 

96. In March 2016, as the culmination of a two-day visit to Qatar by Prime Minister Nawaz 

Sharif, it was reported that Qatar and Pakistan had signed a long-term sales and purchase 

agreement for Pakistan to purchase liquefied natural gas from Qatar. This deal involves 

Qatargas selling Pakistan State Oil approximately 3.75 million tonnes of LNG per year 

for 15 years. 

Pakistan’s potential capacity  

97. Hydropower is amongst the cheapest sources of electricity generation (along with wind 

and coal). 
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Hydropower resources available in Pakistan 

98. Pakistan has significant hydropower resources amounting to approximately 59,796 

megawatts of electricity production capacity. The vast majority of the hydropower 

resources are located in the Khyber Paktunkhwa (“KPK”) Province, Gilgit-Baltistan, 

Punjab and Azad Jammu & Kashmir (“AJK”) regions. 

99. WAPDA develops hydropower projects in the public sector. PPIB develops hydropower 

projects in the private sector. It is estimated that Pakistan‟s installed hydropower capacity 

represents only around 11% of Pakistan‟s identified hydropower potential – thus there is a 

significant resource still to be exploited
5
. 

Hydropower potential of the KPK Province 

100. The KPK Province borders Gilgit-Baltistan region (north), AJK region (north east), 

Punjab (south east), Balochistan (south) and the Islamic Republic of Afghanistan (west). 

Its border with Punjab is essential delimited by the Indus River. Several major waterways 

run through KPK Province, including the Indus, Kunhar, Swat, Kabul, Kohat, Kurram, 

Tochi, Chitral, Panjikoora, Ushu and Gabral. 

101. River Swat has a catchment area of approximately 13,491 square kilometres. The 

Upper Swat Canal System provides water for approximately 121,400 hectares in 

Peshawar.  

102. The Government of KPK Province established the Sarhad Hydropower Development 

Organisation (SHYDO) for the development of KPK Province‟s hydropower potential. 

Notwithstanding some aid from WAPDA and the development of a Master Plan for 

improving hydropower assets, it is thought that the majority of KPK Province‟s 

hydropower potential is untapped and many raw sites have been identified. 

Hydropower potential of the Punjab region 

103. Five waterways run through the Punjab region: the Sutluj, Ravi, Chenab, Jhelum and 

Indus.  

104. As a result of the Indus Water Treaty 1960, a major system of canals and storage 

systems were constructed. This system, reports suggest, has been a major factor in the 

economic growth of Pakistan (at times accounting for around 25% of GDP). 

105. The Punjab Power Development Board was established in 1995 to advance Punjab‟s 

hydropower capabilities. 

106. Significant further exploitation is needed to harness Punjab‟s hydropower reserves. 

Hydropower potential of AJK region 

107. AJK„s geography and topography affords it enormous hydropower assets, most 

notably the River Jhelum, the River Poonch and the River Neelum. 

108. The Hydroelectric Board of AJK has constructed and finished several hydropower 

projects, including the Jagran, Kathai, Kundel Shahi and Leepa projects. However, 

                                                           
5
 Nouveau Energy Management Services (Pvt) Ltd, Pakistan: Power Sector Evaluation and Business Potential 

Report 2014 (sponsored by the South Korean Embassy in Pakistan) (2014), p49 
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reports suggest that, despite these projects, the vast majority of the resources of AJK 

remain to be realised – and very little stockpiling for water resources occurs. 

Hydropower potential of Gilgit-Baltistan region 

109. Numerous important waterways flow throw Gilgit-Baltistan region:  

109.1. In the Eastern areas:  

109.1.1. Kharmang River;  

109.1.2. Shyok River;  

109.1.3. Skardu River;  

109.1.4. Rondu and Haramohs rivers;  

109.2. In the Northern areas:  

109.2.1. Gilgit River;  

109.2.2. Hunza River;  

109.2.3. Ishkuma River;  

109.2.4. Khunjerab River;  

109.2.5. Yasin;  

109.3. In the Southern areas:  

109.3.1. Chilas River;  

109.3.2. Astore River. 

110. Reports suggest, however, that full development and exploitation of these assets has 

been halted. In particular, a lack of investment to create Extra High Voltage transmission 

lines has constrained hydropower activities in Gilgit-Baltistan. Only around 30 of 

approximately 280 projects are actually in operation. 

Hydropower potential of Sindh region 

111. Sindh is the second largest territory (in terms of population) in Pakistan. It is bordered 

by Punjab (north), Balochistan (west) and by India (east) and borders the Runn of Kutch 

and the Bedouin Sea in the south. Sindh is a largely agrarian territory. The waterway 

system is dominated by the River Indus. The Government of Sindh‟s Irrigation & Power 

Department has responsibility for directing hydropower activities in the region. 

112. However, reports suggest that almost no hydropower projects are in operation. 

Hydropower potential of Balochistan region 

113. Balochistan has comparatively limited capacity for hydropower development as 

compared to the other regions of Pakistan. 

114. The Mirani Dam is one of the few significant water-based projects in Balochistan. 

However, it is chiefly aimed at providing water for irrigation, not for hydropower. 

Coal 

115. In terms of coal reserves, Pakistan‟s has an abundance of coal but its quality is 

generally quite poor. More specifically, coal in Pakistan typically has very high dampness 

(as much as 50% dampness in some areas of Sindh).  An illustrative map demonstrating 
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the potential of Pakistan‟s coal resources may be found in key maps and graphs section 

above.  

116. Existing solutions to this problem include:  

116.1. Steam Fluidised Bed Drying, a process which involves the use of a steam 

warmed exchanger to remove dampness, which can produce dry coal with almost 

zero dampness;  

116.2. Circulating Fluidised Bed (CFB), a process involving blazing of coal blended 

with limestone to remove sulfur dioxide; and  

116.3. Integrated Gasification and Combined Cycle (IGCC), which is a more 

intensive and expensive procedure for removing dampness from coal. 

Sindh Engro Coal Mining Company 

117. The Sindh Engro Coal Mining Company was established in 2009, as a joint venture 

between the Government of Sindh at Engro (a Pakistani public multinational based in 

Karachi) aimed at making effective use of the Thar Desert‟s extensive coal reserves. 

German and Chinese consultants are involved in the joint venture‟s projects – and the 

Sindh Engro Coal Mining Company is expected to start further mining and power 

generation projects in 2016. 

The Thar Coalfield 

118. The Thar Coal Field, in the Thar Desert, is thought to have a resource potential of 

approximately 175 billion tonnes of coal. The measured reserves exceed 2357 million 

tonnes. 

The Badin Coal Field 

119. In 1992, as part of the Khore Wah drilling project one drill hole was drilled near 

Khore Wah Gas Well No.1. Two coal beds of 0.2m and 0.35m were encountered at 

depths of 78.18 and 80.42m. 

120. A second bore hole was subsequently drilled around 200m north east of the gas well. 

Two coal beds of 0.95m and 0.30m were discovered at depths of 120.90 and 124.26m 

respectively. At the suggestion of the United States Geological Survey, a third borehole 

near was drilled to discover coal beds at the Sonda West Coal field. Six coal beds were 

discovered of 0.17-0.46m thickness at 101-137m depth. 

The Sonda Coal Field 

121. In 1981 the Geological Survey of Pakistan discovered the Sonda coalfield which has 

been investigated in some detail. It has coal beds of 9 metres thickness. 

The Lakhra Coalfield 

122. At the Lakhra coal a large number of coal seams have been encountered in bore holes. 

However, only three are particularly significant: the Dhanwari, Lailian and Kath. 
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Significant infrastructure requirements of coal projects in Pakistan 

123. One of the most significant barriers to the development of Pakistan‟s important coal 

mining sector, reports suggest, is the absence of adequate capability for the manufacture 

of mining and power plant equipment/machinery. This problem requires substantial 

private investment in order to move forward. Reports identify the infrastructure 

requirements needed by some of the major coalfields in Pakistan, including:  

123.1. All-weather access roads for coalfields and mines;  

123.2. Supply of water for use in the mines (as well as the supply of drinking water);  

123.3. Cooling water for use in power plants;  

123.4. Power supply lines;  

123.5. Sufficient means for transporting coal (i.e. heavy trucks and railway capacity);  

123.6. Facilities for the loading and unloading of coal;  

123.7. Yards for stockpiling coal;  

123.8. Equipment for the suppression of coal dust;  

123.9. Telecommunications;  

123.10. General power plant and mining equipment and materials;  

123.11. Coal washing facility;  

123.12. Environmental monitoring station;  

123.13. Housing, health care and educational facilities;  

123.14. Airstrip capable of supporting and receiving light aircraft;  

123.15. Transmission lines for connection to the Main Grid. 

Wind 

124. Reports suggest that GOP is looking to begin to attract wind farm investments in 

Pakistan in order to increase the percentage of the national energy demand that is met 

through renewable energy sources. 

125. Naturally, the involvement of the private sector is crucial for the attraction of 

significant investment to drastically increase renewable electricity generation. The 

Alternative Energy Development Board (“AEDB”) and the Pakistan Meteorological 

Department conducted preparatory site reviews in the late 1990s and early 2000s. Those 

reviews showed that Sindh and Balochistan, as well as some of the northern territories, 

have the capability to harness substantial wind assets capable of providing around 1000-

1200 megawatts of electricity (as well as significant employment opportunities). 

Information gathered from around 20 wind checking stations demonstrates that a “wind 

hall” exists between Hyderabad and Kati Bandar which is amenable to efficient 

exploitation, particularly during a very strong southwest rainstorm system which Pakistan 

experiences generally between June and September. This wind hall in fact extends into 

Indian territory and is in the process of being exploited by India with some success. 

126. USAID, in fact, has expressed the view that Pakistan is capable of generating 

approximately 150,000 MW of wind energy. USAID states that approximately US$2 

billion may be brought in by way of investment by the development of the wind sector. 

The resulting decrease in reliance on fossil fuels brings significant further concomitant 
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advantages, including the potential for lessening the amount spent on expensive imports 

of oil. 

127. AEDB aims to get to a point where wind energy accounts for around 5% of the 

national grid‟s energy by 2030. AEDB tries to facilitate this by enabling quick and easy 

investment. 

Solar 

128. In addition to wind energy, there is great potential for Pakistan to harness solar-based 

renewable energy, particularly in Sindh and Balochistan. 

129. Previously investment in the solar energy sector has perhaps been discouraged by the 

large initial starting investments that are typically required. Reports suggest, however, 

that the actual upkeep of solar infrastructure is relatively inexpensive and so, once the 

initial investment has been recovered, profitability is generally high. An exception exists 

to Pakistan‟s import duties regime in respect of photovoltaic modules and related parts. 

Reports suggest that the producing of photovoltaic solar energy typically costs around 

50% of electricity produced by diesel generators. 

130. GOP has undergone a system of the charging of sunlight-based photovoltaic plants for 

the purpose of specifically encouraging the network. 

Biomass (or waste-to-energy) 

131. Biomass (or “waste-to-energy”) is a renewable energy resource derived from plants 

that use sunlight to grow and animal/human wastes. 

132. Biomass, if left to its own devices, will break down over a long period, and will 

release its store of carbon dioxide and energy very slowly. By burning biomass, this 

energy store can be released more quickly, and that process can be harnessed usefully. 

133. Biomass is capable of being converted into clean energy. Different technologies exist 

for this process, including conventional combustion processes and emerging biofuel 

technologies. Substantial energy resources can be made available through these processes 

(as well as decreasing the amount of waste that would otherwise require disposal, and 

reducing greenhouse gas emissions through decreased dependence on fossil fuels and a 

lowering of methane emissions from landfill sites. 

134. The Economic Coordination Committee (“ECC”) has approved a framework for 

projects to develop the bagasse/biomass based sugar industry sector. 

135. Furthermore, financing from the World Bank was obtained for studies in 20 cities in 

Pakistan concerning biomass capacity. Power Purchase Agreements (“PPAs”) were 

signed for the construction of biomass energy plants in Peshawar and Faisalabad. The Al-

Moiz sugar plant is now operational near Peshawar. 
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KEY POINTS:  

- Notwithstanding Pakistan’s energy capacity and the mixture of sources available, 

there is still a significant gap between demand and supply. This translates into day-to-

day difficulties for the Pakistani population as a result of power outages, particularly in 

rural areas of the country. 

- The “circular debt” is a crucial and multi-factorial problem that threatens the 

viability of the whole power sector. It indicates that there is insufficient money within 

the power to sector to meet its needs. Whilst subsidies have provided some short term 

support, there is still a considerable way to go in addressing the underlying root causes 

of the circular debt. 

- Whilst some reports note that Pakistan’s potential energy capacity could, if properly 

harnessed, enable it to provide a lot of its own energy needs, Pakistan has, at times, 

needed imports of energy from other energy powers in Asia and the Middle East region. 
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D. ENTITIES INVOLVED IN THE POWER SECTOR 

Public Sector Entities  

Pakistan Electric and Power Company (“PEPCO”) 

136. PEPCO published specific objectives aimed at improving the power sector‟s 

efficiency, sustainable energy generation and ultimately to better meet consumer 

requirements. Specifically PEPCO‟s objectives are:  

136.1. To stop load shedding;  

136.2. To construct new power grid stations;  

136.3. To reduce line losses, minimise tripping and control theft;  

136.4. To revamp the generation units and to improve customer services;  

136.5. To develop an integrated and automated planning system for the generation, 

transmission and distribution to ensure stability. 

137. PEPCO‟s purpose is to facilitate GOP‟s objective of “Power for All” in support of a 

high growth economy. 

138. PEPCO pursues its aims through the reform and restructuring of Pakistan‟s power 

sector. PEPCO has sought to reform the 15 companies (that formerly comprised 

WAPDA) into viable and autonomous enterprises through the encouragement of properly 

effective corporate management and business. 

Water and Power Development Authority (“WAPDA”) 

139. WAPDA is a state-owned public utility company headquartered in Lahore. WAPDA 

is responsible for the maintenance of the public power and water sectors in Pakistan. 

WAPDA manages the Tarbela and Mangla hydropower dams. It does not have 

responsibility for managing the thermal power sector.  

140. On 24 February 2007 the Ministry of Water & Power notified NEPRA of the 

approved tariff for all DISCOs as a replacement for the unified WAPDA Tariff. WAPDA 

and the 15 companies entered into a variety of legal agreements for the purposes of 

facilitating their commercial operations (e.g. Business Transfer Agreements, Operation 

Development Agreement, Energy Supply Agreement, Business Supplementary 

Agreement and Fuel Supply Agreement etc). Also in 2007, WAPDA also drafted a series 

of regulatory instruments (which were approved by NEPRA) such as the Grid Code, 

Distribution Codes, and Performance Standards for DISCOs and transmission companies. 

Major loans were given to the 15 companies (loan assumption agreements were signed by 

the companies, WAPDA, the Economic Affairs Division and GOP). CPPA was 

established under the ambit of NTDC for payments from DISCOs to IPPs, GENCOs and 

NTDC. CPPA functions independently from GOP. CPPA will supervise all future IPPs. 

141. WAPDA has a Charter of Duties which establishes its duty to investigate, plan and 

execute schemes for the:  

141.1. The generation, transmission and distribution of power;  

141.2. The irrigation, water supply and drainage;  

141.3. The prevention of water logging and the reclaiming of waterlogged and saline 

lands;  
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141.4. Flood Management;  

141.5. Inland Navigation. 

142. After the restructuring of the power sector in 2007, 15 companies were separated from 

WAPDA (NTDC, 10 DISCOs and 4 GENCOs). The residual mandate of WAPDA has 

responsibilities for hydropower generation, including:  

142.1. The operation and maintenance of 19 hydropower stations;  

142.2. The rehabilitation of the existing old hydropower stations;  

142.3. The technical monitoring new projects;  

142.4. Training activities. 

143. The “WAPDA Vision for 2025” includes details of future projects for the 

development and utilisation of Pakistan‟s significant hydropower capacity.  

144. These projects include major dams, including the Kalabagh, Basha, Dasu and Bunji 

dams. These projects will significantly increase Pakistan‟s power generation capacity and 

will (in the event of full implementation with minimal external interference) substantially 

increase the availability of cheap electricity. 

National Electric Power Regulatory Authority (“NEPRA”) 

145. In 1992, GOP gave its approval to WAPDA‟s Strategic Plan for the privatisation of 

the power sector in Pakistan. The Strategic Plan aims to achieve an enhancement of 

available capital in the power sector, an improvement of overall efficiency, rationalisation 

of prices and increased competition. 

146. These major reforms were taken to improve the viability of the power sector which 

was perceived to be suffering from excessive interference from the government in the 

management. One of the main mechanisms of the reforms is the establishing of a 

regulatory authority for the oversight of the restructuring. 

147. The creation of an independent and impartial regulator should act to decrease 

investors‟ perception of risk. 

148. The primary responsibilities of NEPRA are:  

148.1. To issue licenses for the generation, transmission and distribution of electricity 

power;  

148.2. The establishment and enforcement of standards to ensure the quality and the 

safety of the operations;  

148.3. To establish and enforce mechanisms for the supply of electricity at the 

consumer level;  

148.4. To approve investment and the acquisition of power programs for the utility 

companies; and  

148.5. To determine the tariffs for the generation, transmission and distribution of 

electricity. 

149. NEPRA is responsible for the regulation of the electricity sector in order to promote 

competition for the entire industry and for supplying future electricity power. NEPRA‟s 

responsibilities in this regard are placed on a statutory footing. 

150. However, reports suggest that NEPRA has faced a significant challenge in 

demonstrating objectivity and impartiality, and in showing that its decisions are not taken 

in a manner influenced by external or personal discretions, nor leading to arbitrary results. 
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151. In addition to issuing licenses for the generation, distribution and transmission 

companies, NEPRA sets and approves tariffs for public sector entities and some private 

sector entities. 

National Transmission and Despatch Company (“NTDC”) 

152. NTDC began its commercial operations on 24 December 1998 (having been 

incorporated on 6 November 1998). NTDC was established to adopt all the properties, 

rights and assets, obligations and liabilities of 22 KV and 500 KV power grid stations and 

transmission lines and the network as were owned by WAPDA. NTDC maintains and 

operates approximately 40 power grid stations and approximately 13,000 km of 

transmission line in Pakistan. 

153. NEPRA granted NTDC an exclusive transmission license on 31 December 2002 for 

30 years pursuant to Section 17 of the Regulations of Generation, Transmission and 

Distribution of Electric Power Act 1997. 

154. NTDC‟s primary functions are:  

154.1. To act as the central power purchasing agency for the procurement of power 

from the GENCOs, the hydropower plants and IPPs on behalf of the DISCOs;  

154.2. To act as a system operator for the establishment and maintenance of a secure 

and reliable operation;  

154.3. To act as a transmission network operator responsible for the planning, design 

and expansion (as well as the operation) of the transmission network;  

154.4. To act as a contract registrar and power exchange administrator to record and 

monitor contracts pertaining to the power trading system. 

The generation companies (“GENCOs”) 

155. 4 GENCOs currently operate and are responsible for generating electricity:  

155.1. Jamshoro Power Company Ltd (“JPCL”);  

155.2. Central Power Generation Company Ltd (“CPGCL”);  

155.3. Northern Power Generation Company Ltd (“NPGCL”);  

155.4. Lakhra Power Generation Company Ltd (“LPGCL”). 

156. JPCL started business as an entity owned and operated by WAPDA (having been 

incorporated in August 1998 under the Companies Ordinance 1984). JPCL has two power 

plants (Jamshoro Thermal Power Station and Kotri Gas Turbine Power Station). 

157. NEPRA granted JPCL a 19-year generation license on 1 July 2002. JPCL has an 

authorised capital of $485.90 million. 

158. CPGCL operates several power plants, including:  

158.1. Guddu (a thermal power station on the River Indus near Kashmore in Sindh 

district)(experiences a regular shortfall of gas which is met using furnace oil);  

158.2. Quetta (a power station using natural gas as its main fuel).  

159. NPGCL operates several power plants, including:  

159.1. Muzaffargarh (a power plant near Muzaffargarh Town with facilities for dual 

fuel combustion using gas and furnace oil and serviceable through Multan airport);  
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159.2. Multan (a power station near Multan, shortfall from natural gas is met by 

furnace oil firing);  

159.3. Faisalabad (two power plants near Faisalabad City with provision for dual fuel 

combustion and serviceable through Nishatabad railway station, shortfalls from gas 

combustion are met with furnace oil firing);  

159.4. Shahdara (a power station on the River Ravi using natural gas as its main 

resource for combustion) 

160. LPGCL operates the Lakhra power station primarily based on coal located in Dadu 

district in Sindh on the River Indus about 200km north-east of Karachi. 

The distribution companies (“DISCOs”) 

161. Currently there are 10 DISCOs responsible for cross-country (excepting Karachi) 

electricity distribution:  

161.1. Faisalabad Electric and Supply Company (“FESCO”);  

161.2. Gujranwala Electric and Power Company (“GEPCO”);  

161.3. Hyderabad Electric and Supply Company (“HESCO”);  

161.4. Islamabad Electric and Supply Company (“IESCO”);  

161.5. Lahore Electric and Supply Company (“LESCO”);  

161.6. Multan Electric and Power Company (“MEPCO”);  

161.7. Peshawar Electric and Supply Company (“PESCO”);  

161.8. Quetta Electric and Supply Company (“QESCO”);  

161.9. Sukkur Electric and Power Company (“SEPCO”);  

161.10. Tribal Electric and Power Company (“TESCO”). 

An organogram showing the different GENCOs and DISCOs is set out below. 

A map illustrating the geographical coverage of the DISCOs may be found in the key 

maps and graphs section above. 
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Fig. 8   Distribution Companies 
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FESCO 

162. Pursuant to its license from NEPRA, FESCO supplies electricity to approximately 

3.23 million customers within its territory (which has over 21 million people). 

PESCO 

163. PESCO is headquartered in Peshawar and distributes power to approximately 2.6 

million consumers in KPK Province. PESCO does not supply electricity to the Federally 

Administered Tribal Areas (“FATA”).  

164. Reports suggest that GOP is working to dissolve PESCO. 

GEPCO 

165. GEPCO has responsibility for distributing power to and collecting bills from 

consumers in Gujranwala, Sialkot, Narowal, Hafizabad, M B Din, Kharian, Phalia and 

Gujrat. 

MEPCO 

166. MEPCO is the largest distribution company, operating in 13 districts across south 

Punjab. 

TESCO 

167. TESCO was created as a corporate entity on 5 August 2004 under PEPCO as part of a 

move towards vertical disintegration of Pakistan‟s power sector. TESCO covers 

Pakistan‟s entire tribal area and is the only company to provide electricity to the tribal 

areas. All transmission lines to the tribal areas have been carried out by TESCO. 

TESCO‟s jurisdictional area covers approximately 1200 km. 

168. FATA has approximately 290,000 electricity consumers sparsely spread over an area 

of around 27,500 square kilometres. FATA‟s electricity needs were previously served by 

the FATA Circle of Peshawar Electricity Supply Company. TESCO was established to 

facilitate the overall improvement of customer services and efficiency of operation. 

HESCO 

169. HESCO was established in April 1998 and inherited the responsibilities previously 

held by the Hyderabad Area Electricity Board. HESCO is owned and operated by 

WAPDA. 

170. SEPCO was formed in 2010 by dividing HESCO in such a way that some of 

HESCO‟s areas of operation are now under the jurisdiction of SEPCO. 

171. SEPCO now operates 3 operation circles at Sukkur, Larkana and Dadu. HESCO 

retains 3 operation circles at Hyderabad and Nawabshah. 

Alternative Energy Development Board (“AEDB”) 

172. The AEDB functions under the Ministry of Water & Power. AEDB has responsibility 

for developing power projects through the private sector by developing and utilising 
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renewable energy resources, particularly wind, solar and biomass. AEDB is responsible 

for:  

172.1. Developing national strategy, including policies and plans for the utilisation of 

alternative/renewable energy resources. In this regard targets are set and approved by 

GOP following consultation with AEDB;  

172.2. Acting as the forum for the evaluation, monitoring and certifying 

alternative/renewable energy projects and their products;  

172.3. Facilitating power generation through alternative/renewable energy resources 

by:  

172.3.1. Setting up alternative pilot projects on its own initiative, through joint 

ventures or in partnership with public/private sector entities. The pilot projects 

aim to increase awareness of the need for increased use of alternative/renewable 

energy resources;  

172.3.2. Conducting feasibility studies and surveys in order to identify new 

opportunities for power generation through alternative/renewable energy 

resources;  

172.3.3. Undertaking evaluations of a technical, financial and economic nature 

of proposals for alternative/renewable energy;  

172.3.4. Providing assistance on applications for licenses from NEPRA, as well 

as tariff petitions;  

172.3.5. Coordinating with national and international alternative/renewable 

energy agencies;  

172.3.6. Assisting GOP and provincial governments in their off-grid 

electrification plans. 

Pakistan Nuclear Regulatory Authority (“PNRA”) 

173. PNRA was created in order to replace the Pakistan Nuclear Regulatory Board and the 

Directorate of Nuclear Safety & Radiation Protection. PNRA was established as an 

independent entity in order to regulate nuclear safety, radiation protection, transportation 

of nuclear material and waste safety in Pakistan. PNRA also has the power to determine 

civil liability for any damage that arises as a result of a nuclear incident. Further, PNRA 

adopts and enforces rules and regulations necessary for nuclear safety and radiation 

protection. PNRA sets policy for the protection of health and property from ionising 

radiation. 

174. PNRA supervises several nuclear power plants, including:  

174.1. Karachi Nuclear Power Plant (Pakistan‟s first nuclear power plant, 

inaugurated on 28 November 1972, with total gross capacity of 137 MW);  

174.2. the Chashma Nuclear Power Plants. 
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Private Sector Entities 

 

Private Power and Infrastructure Board (“PPIB”) 

175. The Private Power and Infrastructure Board (Government of Pakistan, Ministry of 

Water and Power) (the “PPIB”) was (as set out on the PPIB website) created in 1994 as a 

““One Window Facilitator” to promote private sector participation in the power sector 

of Pakistan.   PPIB facilitates investors in establishing private power projects and related 

infrastructure, executes Implementation Agreement (IA) with Project Sponsors and issues 

sovereign guarantees on behalf of Government of Pakistan”. 

176. Subsequently, as set out in PPIB‟s 2012/2013 Annual Report, “In view of the greatly 

expanded role of PPIB, it was felt that PPIB needed to be re-established under a new 

statute, which would reiterate its existing functions and elaborate upon its new role”. 

Accordingly, the 2012 Act was passed (Act No. VI of 2012 (An Act to provide for 

establishment of the Private Power and Infrastructure Board)) which is attached to this 

paper.   

177. In particular, one of the issues identified in the Annual Report was that the statute was 

required “To establish [PPIB‟s] legal status. In litigation cases, the Supreme Court of 

Pakistan had shown serious concern as to PPIB‟s legal status and its powers to sue and 

be sued in its own name as well as for and on behalf of the President of the Islamic 

Republic of Pakistan”. 

178. PPIB‟s scope also extends to AJK region and it can act on behalf of GOP in respect of 

private sector energy involvement in AJK. PPIB assists IPPs in executing a range of legal 

agreements, including power purchase agreements. Furthermore, PPIB provides 

technical/legal support to the Ministry of Water & Power, and also provides guidance to 

the provincial governments and AJK governments in the matters concerning the 

development of hydropower IPPs. 

179. The functions of the PPIB are set out in more detail on its website, but they include:  

179.1. to implement the power policies, award projects to sponsors or private power 

companies, prepare all necessary or appropriate documentation, execute any of such 

documentation with private power companies, their sponsors, lenders and, whenever 

necessary or appropriate, other interested parties; 

179.2. to take decisions on matters pertaining to  power and related infrastructure 

projects set up by private sector or through public-private partnership, and other  

issues pertaining thereto; 

179.3. to work in close coordination with power sector entities and play its due role 

in implementing power  projects in private sector or through public-private 

partnership as per power system requirements; 

179.4. to function as a one-stop organization on behalf of the Federal Government 

and its Ministries, Departments and agencies in relation to private power companies, 

their sponsors, lenders and whenever necessary or appropriate, other interested 

parties; 

179.5. to draft, negotiate and enter into security package documents or agreements 

and guarantee the contractual obligations of entities under the power policies; 

179.6. to execute, administer and monitor contracts; and 
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179.7. to commence, conduct, continue and terminate litigation, arbitration or 

alternate dispute resolution mechanisms at whatever levels may be necessary or 

appropriate, and hire and pay for the services of lawyers and other experts. 

180. The PPIB is structured as follows:  

 

181. As at 2 November 2015, the composition of the PPIB was as follows: 

  

Federal Government and related departments 

1 Minister for Water & Power Chairman 

2 Secretary Ministry of Water & Power Member 

3 Secretary Ministry of Finance Member 

4 Secretary Ministry of Petroleum and Natural Resources Member 

5 Secretary Planning Commission Member 

6 Chairman Federal Board of Revenue Member 

7 Chairman WAPDA Member 

8 Managing Director Private Power & Infrastructure Board Secretary/Member 

Chief Secretaries of Provinces and AJ & K or their nominees not below the rank of 

Additional Secretary or equivalent 

9 Chief Secretary Sindh Member 

10 
Mr. Waqas Alam, Additional Secretary Energy 

Department Government of Punjab 
Member 

11 
Fuad Hashim Rabbani, Secretary Energy Government of 

Balochistan 
Member 

12 Chief Secretary Khyber Pakhtunkhwa Member 
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13 Chief Secretary Azad Jammu and Kashmir Member 

One representative each from Gilgit-Baltistan (GB) and FATA 

14 Engr. Nasir Ali Shigri (GB) Member 

15 
Secretary Administration, Infrastructure & Coordination 

(FATA) 
Member 

One representative from Private Sector from each province 

16 Mr. Muhammad Zubair Motiwala (Sindh) Member 

17 Mr. Manzoor A. Shaikh (Punjab) Member 

18 Mr. Abdul Rauf Baloch (Balochistan) Member 

19 Mr. Muhammad Younis Marwat (KP) Member 
  

 

182. In terms of its achievements:  

182.1. PPIB has successfully inducted over 30 IPPs;  

182.2. PPIB has attracted approximately US$9.4 billion of private investment;  

182.3. IPPs now account for around 50% of Pakistan‟s installed capacity;  

182.4. PPIB has attracted international investors to Pakistan‟s power sector;  

182.5. PPIB‟s successes have contributed to the development of Pakistan‟s domestic 

capital markets and has supported economic growth through enhanced supply of 

power;  

182.6. PPIB succeeded in commissioning the first hydropower IPP in AJK and also 

developed the Davis-Energen project in Jhang to contribute to FESCO‟s network. 

183. The ECC has approved the “Short Term Capacity Addition Initiative” to invite 

commercially viable business parties to establish IPPs on a Build, Own and Operate basis 

under PEPCO/NTDC jurisdiction. 

184. On 28 June 2013, a memorandum of understanding was signed under the Ministry of 

Finance‟s auspices between the NTDC and four IPPs. 

185. As part of efforts to deal with Pakistan‟s energy crisis, the Prime Minister approved 

the concept of the Pakistan Power Park on 26 July 2013. Private sector parties were 

invited to develop coal-based plants. As part of the Pakistan Power Park concept:  

185.1. Concessions and incentives under Power Policy 2002 will be available to the 

private sector;  

185.2. Pakistan Power Park Management Company Limited (“PPPMCL”) will 

provide infrastructure and other services to the private sector entities;  

185.3. NTDC (or other private transmission companies) will provide power 

transmission;  

185.4. PPIB will extend its “one-window facility” to new private investors. 

186. Memorandums of Understanding have been signed for 10 power plants at the Power 

Park, including:  

186.1. An MoU with QInvest LLC for 2 660 MW plants (signed on 29 August 2013);  
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186.2. An MoU with China Gezhouba Group Corporation for 1 660 MW plant 

(signed on 6 January 2014);  

186.3. An MoU with ANC Holding LLC Dubai for 2 660 MW plants (signed on 5 

March 2014);  

186.4. An MoU with China Gezhouba Group Corporation  for 3 660 MW plants 

(signed on 18 March 2014);  

186.5. An MoU with China Machinery Engineering Corporation for 2 660 MW 

(signed on 9 April 2014). 

187. The key features of Pakistan Power Park will have further significant features 

including:  

187.1. A dedicated deep sea jetty for coal imports;  

187.2. Power plants with a cumulative capacity of approximately 6600 MW of 

electricity;  

187.3. Shared infrastructure facilities (such as switch yards, coal storage etc) so as to 

further the economisation of the costs;  

187.4. On 6 August 2013 GOP incorporated the Pakistan Power Park Management 

Company Limited (“PPPMCL”) to maintain and operate the infrastructure for the 

Pakistan Power Park;  

187.5. The land for the Pakistan Power Park shall initially be acquired by the 

Government of Balochistan. Subsequently, the Government of Balochistan shall 

transfer it to PPPMCL in consideration of equity/issuance of shares to the 

Government of Balochistan by PPPMCL. 

188. At a meeting chaired by the Prime Minister on 14 October 2013 for reviewing 

initiatives in the power sector it was decided that two plants were to be established at Port 

Qasim (by the Federal Government and the Punjab Government). Sites were subsequently 

identified for these projects. 

189. Subsequently, a joint venture between M/s Sinohydro Resources Limited (a wholly 

owned subsidiary of M/s Power Construction Corporation of China) and M/s Al Mirqab 

Capital (an affiliate of QINVEST LLC from Qatar) decided to develop 2 660 MW power 

projects in the Eastern Industrial Zone at Port Qasim, Karachi. 

190. Accordingly, PPIB registered the sponsorship after which a technical team visited the 

site at Port Qasim to project development. PPIB extended full support to the sponsors. 

PPIB requested NTDC to facilitate the finalisation of the site. The sponsors then 

submitted detailed proposals for setting up 2 660 MW power projects at Port Qasim, 

which were then evaluated by an independent consultant firm. 

191. Elsewhere, three companies have completed feasibility studies on Thar coal mining 

projects. 

192. Sindh Engro Coal Mining Company (a joint venture between Engro Powergen Ltd 

and Government of Sindh) has begun to develop a coal mine aiming to produce 3.8 

million tons per annum as well as 2 330 MW coal-based power plants to facilitate the sale 

of power to NTDC. After these proposals receive the necessary approvals from the 

authorities, LOI will be issued to the Thar coal-based power projects. 

193. Elsewhere, a detailed consultation process with all key stakeholders in 

bagasse/biomass/coal/sugar industries, including the Ministry of Industries & Production, 
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the Ministry of Petroleum & Natural Resources, the Finance Division, the Law and 

Justice Division, NEPRA, NTDC and PPIB was held. A “National Policy of Power Co-

Generation (Bagasse/Biomass and Coal) for Sugar Industry 2013” was formulated and 

submitted to the Ministry of Water & Power for approval. 

194. Furthermore, there are other upcoming coal-based power projects are planned for the 

southern areas of Pakistan and hydropower stations are planned for the mountainous areas 

of the north. Private sector finances are needed in order to develop these transmission 

projects. 

195. Transmission Line Policy 1995 was formulated by the Ministry of Water & Power to 

encourage the private sector and is still applicable. 

196. Elsewhere, the Mahl hydropower project is a raw site located on Jhelum River at the 

boundary of Punjab and AJK. 

197. Reports suggest that proposals from national and international entrepreneurs have 

been received for development of the Mahl project. After approval has been given to a 

proposal, a Letter of Interest will be issued for the undertaking out of a feasibility study. 

198. Elsewhere, the Kotli, Rajdhani and Athmuqam hydropower projects in AJK are 

projects for which private sector interest has been invited. 

Karachi Electric and Supply Company (“K-Electric”) 

199. K-Electric was established on 13 September 1913 (as the Karachi Electric Supply 

Corporation) by the Indian Companies Act of 1882. K-Electric is the only utility 

managing the generation, transmission and distribution of electricity to the capital. K-

Electric covers an area of approximately 6500 square kilometres and supplies electricity 

to all industrial, commercial, agricultural and residential areas within its jurisdiction. K-

Electric serves approximately 2.2 million customers in Karachi and nearby towns. 

200. Furthermore, K-Electric employs around 11,000 people.  

201. K-Electric was nationalised in 1952 and then privatised again in November 2005. 

Generation-side 

202. K-Electric, in addition to using its own generation units, also has power purchase 

agreements with various IPPs, WAPDA, and the Karachi Nuclear Power Plant. 

Furthermore, it has arrangements to conduct its own imports. 

 

203. K-Electric has enacted measures to enhance its electricity generation capacity and has 

improved overall efficiency by 24%. K-Electric now uses its own generators to generate 

over 50% electricity. 

 

204. The increase in K-Electric‟s efficiency was achieved through the addition of new and 

efficient power plants and overall efficiency improvements to its fleets. 

Transmission-side 

205. K-Electric‟s transmission system comprises around 62 grid stations and 128 power 

transformers. K-Electric achieves very low losses (approximately less than 1.03%). 
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206. K-Electric is currently upgrading its transmission and grid stations with the state-of-

the-art SCADA monitoring systems to improve monitoring of its network in order to keep 

in step with Karachi‟s fast industrial, commercial and residential development and the 

corresponding need for the provision of stable and uninterrupted power to customers. 

207. K-Electric has added dozens of new grid stations and transmission lines since 2009 in 

pursuit of its expansion and development needs. 

208. K-Electric‟s infrastructure reforms have led to significant improvements in reliability, 

having achieved a 47% reduction in transformer tripping (as compared to 2008 

performance). 

209. K-Electric achieved substantial improvement in its performance for responding to 

faults. 

210. K-Electric has achieved a 27% reduction in transmission line tripping (as compared to 

its performance in 2008). 

211. Additionally, there has been a 70% decrease in theft in Karachi (as compared to 

2008). 

212. Furthermore, as a result of fault response improvement, K-Electric achieved a 13% 

reduction in unserved energy (as compared to 2008). 

Distribution-side 

213. K-Electric‟s has one of the largest electricity distribution networks in the world. 

Around 28 distribution centres operate to supply consumers through the vast network of 

power lines. 

K-Electric‟s improved losses on the transmission-side and distribution-side 

214. K-Electric has reduced line losses through various initiatives (around an 8% reduction 

as compared to its performance in 2009). 

215. Furthermore, K-Electric is more successful than many other entities in the power 

sector as regards revenue collection:  

215.1. K-Electric has a 100% recovery ratio from its industrial consumers;  

215.2. However, K-Electric‟s recovery from public sector consumers reduced by 

15% in 2013 as compared to 2012;  

215.3. Rates of catching power thieves rose increased by 50% in 2013;  

215.4. K-Electric‟s Smart Grid Initiative has helped to establish K-Electric as best-in-

class and commercially feasible utility;  

215.5. The Smart Grid Initiative will reduce aggregate technical and commercial 

losses through improved energy monitoring mechanisms and through an enhanced 

distribution network management system. 

Improved mechanisms used by K-Electric 

216. K-Electric has advanced quickly in the use of up-to-date technologies, and these have 

been a major contributor to K-Electric‟s loss reduction. Such technologies include:  

216.1. Aerial Bundled Cabling (a means of reducing sustained losses in areas that 

suffer from high levels of illegal consumption of electricity);  
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216.2. Mobile Meter Reading (an improved digital meter reading system viewed as 

inherently more efficient and faster than procedures previously in place);  

216.3. A programme of consumer rebates to provide opportunities for consumers in 

default to clear outstanding bills;  

216.4. Distribution Service Provider agreements (which, through improved security 

coverage, have allowed K-Electric to gain access to some areas that were previously 

inaccessible areas). 

Independent Power Producers (“IPPs”) 

217. Throughout the 1980s and early-1990s, Pakistan experienced significant and severe 

power shortages. Load shedding had to be resorted to across Pakistan which had 

significant adverse impacts on the economy. The problems were compounded by the fact 

that GOP could not gather enough funds to construct new power plants. An Energy Task 

Force was established by GOP in 1993 to create a comprehensive policy for the 

rejuvenation of the power sector. In 1994, the Energy Task Force‟s recommendations 

enabled GOP to create a “Policy Framework and Package of Incentives for Private Sector 

Power Generation Projects”. 

218. The biggest power plant in the private sector (known as “HUBCO”) was contracted in 

1992 and commenced commercial operations in March 1997. Disputes that arose between 

GOP/WAPDA and HUBCO concerning tariffs and other issues were resolved through 

negotiations and a settlement agreement. The settlement agreement resulted in lower 

tariffs which allowed for a saving of approximately US$3 billion dollars over the 30 year 

term of the power purchase agreement.  

219. In 1996, WAPDA privatised its Kot Addu gas turbine power station. Shares were sold 

to UK companies and, after negotiations, the relevant power purchase agreement were 

amended to achieve a tariff reduction. 

220. Since May 1998, Pakistan‟s policy-makers have had cause to debate whether private 

IPPs produce expensive or cheap electricity. Some reports suggest that the IPPs‟ 

expensive electricity power effectively bankrupted WAPDA. The IPPs were also the 

subject of allegations of corruption and collusion with WAPDA officials. However, some 

reports show that the IPPs produce cheaper power than both WAPDA and K-Electric and 

more efficiently. 

Rental Power Plants (“RPPs”) 

221. The concept of RPPs was introduced in Pakistan in 2007. RPPs were established to 

meet Pakistan‟s short-term and emergency requirements. RPPs are usually commissioned 

within 4-6 months based on available technology. The rental periods are typically 5-7 

years depending on Pakistan‟s needs. 2 rental projects were awarded to two American 

companies (one of which was General Electric). 
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The status of RPPs in Pakistan 

222. The power generated by RPPS is purchased by the government-owned GENCOs. In 

2012, the concept of RPPs as a short-term solution was determined to be a failure (as a 

result of a court order) and all RPP contracts were rescinded. 

223. More recently, a similar concept has been employed, under the changed title of Short 

Term Independent Power Producers (“STIPPs”). The plant and machinery of the existing 

RPPs are utilised by STIPPs in order to meet the demand/supply gap. 

 

KEY POINTS:  

- The Ministry of Water & Power retains an overall supervisory and policy-making role 

in the power sector. 

- PEPCO regulates the GENCOs, DISCOs and the NTDC (i.e. the 15 companies formed 

out of the restructuring of WAPDA’s Power Wing). 

- WAPDA’s role is now limited to developing the hydropower sector. 

- The PPIB acts as a facilitator to promote private sector participation and can issue 

sovereign guarantees on behalf of GOP 

- NEPRA is responsible for providing licenses to the private sector companies and acts 

in a regulatory capacity. New IPPs must, in addition to meeting PPIB’s criteria, receive 

approval from NEPRA. 

- K-Electric is a separate private entity generating, transmitting and distributing power 

to serve Karachi and surrounding areas. 
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E. GOVERNMENTAL / REGULATORY / DEVELOPMENTAL INVOLVEMENT IN 

THE POWER SECTOR 

Applicable Government Policies  

224. Currently there are several policies that are of particular significance for the power 

sector in Pakistan, including:  

224.1. Renewable Energy Policy 2006, which aims:  

224.1.1. to diversify Pakistan‟s energy mix;  

224.1.2. to distribute economic benefits to underdeveloped areas;  

224.1.3. to provide easier access to energy and thus to promote human 

development;  

224.1.4. to enhance environmental protection;  

224.2. New-Captive Power Producers Policy 2009, which aims:  

224.2.1. to meet the growing demand for power;  

224.2.2. to minimise or avoid resort to load shedding;  

224.2.3. to increase the power sector‟s overall productivity;  

224.2.4. to increase value-for-output thus attracting power purchasers and 

foreign investors;  

224.2.5. to introduce fast-track addition of capacity in the power sector;  

224.2.6. to incentivise local investment; 

224.3. Power Policy 2013, which aims:  

224.3.1. to decrease the demand-supply gap;  

224.3.2. to decrease the cost of generation;  

224.3.3. to decrease transmission and distribution losses; and  

224.3.4. to increase financial efficiency; 

224.4. Power Policy 2015, which aims:  

224.4.1. to avoid capacity shortfalls;  

224.4.2. to encourage exploitation of indigenous resources, including renewable 

resources;  

224.4.3. to protect the interests of all stakeholders in the power sector;  

224.4.4. to heighten awareness of the need for environmental protection;  

224.5. Transmission Line Policy 2015, which in essence;  

224.5.1.  Offer transmission line projects (overhead transmission lines, grid 

stations, converter stations) to the private sector on 25-year Build, Own , 

Operate and Transfer basis; 

224.5.2. Streamlined processes are proposed to encourage competitive bidding 

from the private sector; 

224.5.3. Letters of Support will only be issued if they satisfy criteria to be set 

by PPIB and receive subsequent approval from NEPRA. 

224.6. Further information may be found under the „Current Power 

Policies/Guidelines‟ section of the PPIB website. 
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International Development  

225. Various developmental organisations including USAID, the World Bank, the Asian 

Development Bank (“ADB”), and the United Nations actively participate in developing 

Pakistan‟s power sector with several developmental projects, including improving the 

performance of DISCOs and developing solar and wind energy. 

World Bank 

226. The World Bank Group‟s Country Partnership Strategy for Pakistan for FY2015-2019 

was created following a nation-wide consultation with stakeholders. The Country 

Partnership Strategy has four strategic pillars which mirror GOP‟s “4Es”: Energy, 

Economy, Extremism and Education. 

227. In recognition of Pakistan‟s energy crisis, the International Finance Corporation has 

substantially increased its investments in Pakistan‟s energy sector, particularly renewable 

energy. Since 2010, the IFC has committed to 5 power projects in Pakistan worth 

approximately $230 million. Amongst these projects are Pakistan‟s first private 

hydropower project (“Laraib”) and the first internationally-financed wind power project 

(“Zorlu Energy”).  

228. Furthermore, the World Bank Group financed K-Electric by helping to mobilise $168 

million. $148 million of this was for the Star hydropower project. The World Bank also 

provided $10 million as a long-term loan for the first green building in Pakistan certified 

by Leadership in Energy and Environmental Design.  

229. Due to Pakistan‟s energy crisis and the extent of the needed reforms, the International 

Finance Corporation and the World Bank are pursuing a coordinated collaboration 

strategy to develop a program to support Pakistan in the form of a Country Partnership 

Framework. The World Bank has taken the lead on power sector policy reforms whilst 

the International Financial Corporation seeks to mobilise substantial private investments 

in new low-cost power generation. 

The International Monetary Fund‟s participation in the power sector in Pakistan 

230. The power crisis has been a significant obstacle to economic growth. This has 

renewed the interest of the international financial institutions in Pakistan‟s energy sector. 

In September 2013, Pakistan reached an agreement with the International Monetary Fund 

for a $6.7 billion loan under the Extended Fund Facility. The agreement includes clauses 

for the implementation of measures for, amongst other things, clearance of the circular 

debt, adjustments to tariffs, and fuel policies for supplying natural gas to power plants to 

facilitate the switching from furnace oil to cheaper indigenous fuels.  

231. The agreement provides for:  

231.1. energy subsidies:  

231.1.1. phasing out tariff differential subsidies over a three year period;  

231.1.2. bringing tariffs down to cost recovery levels;  

231.1.3. encouragement for GOP to reduce the costs of generation, transmission 

and distribution by improving governance);  

231.2. fuel allocation:  
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231.2.1. GOP pledged to review natural gas allocation policies;  

231.2.2. GOP is to arrange for imports of natural gas and increase incentives for 

domestic exploration;  

231.2.3. prior to signing the agreement, GOP was required to notify industrial, 

commercial and bulk consumers of new tariffs that incorporated 50% increases 

in terms of weighted averages. 

Asian Development Bank (“ADB”) 

232. ADB‟s country partnership strategy provides the framework for ADB‟s priorities and 

the strategy by which it will assist Pakistan. 

233. ADB‟s assistance will be significant in reducing the cost of doing business in Pakistan 

and strengthening the underlying competitiveness of the Pakistani economy. 

234. Having received more than $1 billion of approved equity investments, guarantees and 

other loans, Pakistan is one of the largest recipients of ADB‟s private sector development 

assistance funding. Power and energy infrastructure projects are the key priority for 

ADB‟s private sector plan. The development funding is planned for 3 gas-based thermal 

IPPs, including the first private sector hydropower project, wind power projects, 

privatised electricity utility and equity funds. Under a Finance Facilitation Program, ADB 

has signed trade financing agreements with 13 commercial banks in Pakistan for the 

purpose of improving export/import activities and for the facilitation of private sector 

investments. Under a 25-year power purchase agreement, the Zorlu wind power project 

(total financing for which was achieved in October 2011), will provide renewable low-

cost power to the national grid. 

235. ADB will provide Pakistan with $900 million in order to complete the Jamshoro coal 

power project. Furthermore, ADB has agreed to provide financing for the Mangla Dam (a 

$65 million private sector power project on the Poonch River). The project is being 

undertaken on a Build Own Operate Transfer basis. The tariffs for electricity supplied by 

the project will be lower than that for other plants that use imported fuels and other 

renewable energy sources such as wind and solar. The Jamshoro project, reports suggest, 

will avoid greenhouse gas emissions in the region of approximately 240,000 tons of 

carbon dioxide per year. 

United States Agency for International Development (“USAID”) 

236. The main objective of the USAID aid project is to strengthen the energy sector in 

Pakistan through increased generation and transmission capacity. 

The „Energy Policy Program‟ 

237. The Energy Policy Program is a USAID-funded initiative for the improvement of 

power generation, decreased losses and increased cost recovery in the power sector by 

cooperating with energy infrastructure and by facilitating GOP‟s reform efforts by 

providing technical assistance and technology advancements. Since 2009, through 

USAID, the US Government has provided Pakistan with more than $2.8 billion. 
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The „Power Distribution Improvement Program‟ 

238. The Power Distribution Improvement Program worked with Pakistan‟s 9 government-

owned DISCOs in order to help them improve their financial and operational performance 

by helping achieve reduced losses, increased revenues and improved customer services. 

The Power Distribution Improvement Program worked with the Ministry of Water & 

Power and NEPRA to achieve improved governance. The Power Distribution 

Improvement Program ultimately aimed to eradicate the need for subsidies and to deliver 

reliable power to consumers. 

The United Nations Development Program – Pakistan 

239. UNDP Pakistan develops partnerships with its national counterparts in federal, 

provincial and regional governments, civil society, the private sector, and the local and 

international community in order to help facilitate change in Pakistan‟s power sector. 

UNDP Pakistan provides technical assistance and focuses on enhanced capacity within 

the national and local authorities, as well as developing solutions with strong monitoring 

and evaluation. UNDP Pakistan helps to deliver programs with maximum efficiency, 

accountability and transparency. 

The UNDP-Global Environment Facility Program 

240. In August 1993, the UNDP-GEF program was launched in Pakistan following a 

consultation process and preparations taken by GOP, UNDP and certain other NGOs. 

241. UNDP-GEF Pakistan wind energy project was a $3.1 million project that had as one 

of its objectives the avoidance of carbon dioxide emissions through the deployment of 

wind power grids. Crucial to this is the creation of a positive environment for private 

sector investment in wind power. 

Investment  

242. Pakistan‟s power sector has investment potential in many significant areas, including 

potential to upgrade the transmission and distribution networks, the provision of more 

generation facilities, and the increasing of current system‟s efficiency through reduced 

losses. Since Pakistan is reliant upon an expensive mix of fossil fuels for power 

generation, there is significant scope for investing in renewable energy resources. 

243. Furthermore, Pakistan‟s attractiveness for foreign investment is strengthened through 

a range of other factors, including:  

243.1. geographical strategic importance;  

243.2. high domestic demand for electricity far outstripping supply (only around 70-

75% of Pakistan‟s 176 million population has access to electricity);  

243.3. many international companies already operate in Pakistan (including Siemens, 

General Electric and International Power);  

243.4. PPIB already has a successful track-record of attracting foreign and local 

investments having already attracted US$9.4 billion;  

243.5. NEPRA has already given approval to several thermal and hydropower IPPs;  
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243.6. governmental commitment to the private sector has been successively 

reiterated by GOP since the early 1990s;  

243.7. NEPRA acts as an independent statutory regulator for the protection of the 

power industry;  

243.8. GOP acts to guarantee the performance obligations contained in the power 

purchase agreement;  

243.9. power purchase agreements are typically 25 or 30 years which means that IPPs 

generally less likely to be vulnerable to market risk for their output;  

243.10. the power purchase agreement also provides for variations in the price of fuel 

to be passed on to the power purchase and for protection against force majeure 

events;  

243.11. exemptions from income tax, turnover rate tax and certain import taxes are 

available for power generation projects;  

243.12. Pakistan has an abundance of identified hydropower resources of over 60,000 

MW and coal resources of around 186 billion tons;  

243.13. other incentives and concessions for development of indigenous resources 

(e.g. coalfields are often declared to be Special Economic Zones or “Projects of 

National Security”. 

Government reforms of the power sector 

244. Pakistan has followed a long-term strategy for the deregulation, privatisation and 

transformation of public sector entities, including WAPDA and K-Electric.  

245. In WAPDA was established as a semi-autonomous agency for the coordination of the 

development of the water and power resources of Pakistan. WAPDA has responsibilities 

concerning the planning, construction and operation of power generation, transmission 

and distribution facilities throughout Pakistan, except Karachi which is served by K-

Electric. 

246. Donor agencies such as the World Bank and ADB identified the shortcomings of 

Pakistan‟s power sector entities, including poor quality governance, political/bureaucratic 

interference, institutional weaknesses and lack of proper professional management. As a 

result of the advice of the development banks, GOP has worked to improve Pakistan‟s 

fiscal situation by eliminating the public sector entities‟ losses through restructuring and 

privatisation. 

Government Incentives 

247. According to the World Bank‟s 2014 report on Ease of Doing Business, Pakistan was 

ranked top amongst the South Asian countries. 

The Board of Investment 

248. GOP offers various incentives to encourage foreign direct investment. Board of 

Investment was established with broad responsibilities for promoting investment in all 

economic sectors, facilitating local and foreign investors for the speedy materialisation of 

their projects, for the enhancement of Pakistan‟s competitiveness and to make 
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contributions to Pakistan‟s social and economic. Board of Investment helps to assist 

investors and companies intending to invest in Pakistan and also helps to facilitate the 

implementation and operation of these projects. The Board of Information, inter alia, 

provides information on investment opportunities and also acts as a contact point for 

prospective domestic and foreign investors to provide assistance in their coordination 

with government departments and agencies. 

249. An Investment Policy has been designed in order to provide a comprehensive 

framework for the establishment and maintenance of a business environment conducive 

to attracting foreign direct investment. Liberalisation, deregulation, privatisation and 

facilitation are the mainstays of Pakistan‟s power sector policies. The Investment Policy 

2013 aims to address adjusting economic priorities as a result of a changing global 

economic situation. 

The Punjab Board of Investment and Trade 

250. At the regional level, the Punjab Board of Investment & Trade (“PBIT”) is the agency 

responsible for the promotion of trade and investment in the Punjab province. The 

Government of Punjab established PBIT in 2009 as a Steering Committee Member and 

the Director of South Asia at the World Association of Investment Promotion Agencies 

(“WAIPA”) in order to encourage private sector investment. 

251. Pakistan has significant potential for power generation including renewable and non-

renewable energy resources. According to the Government of Punjab‟s Energy 

Department, Punjab has the potential to generate around 4000 MW from renewable 

energy resources (such as biomass, bagasse, solar and hydropower). 

252. The power generated from bagasse (waste obtained from sugar mills) is generate for 

use in the sugar industry in order to meet their electricity requirements. Separately, it is 

also a cheap source of power. 

253. 46 different sugar mills in Punjab are capable of producing approximately 1000 MW 

of power by using bagasse-based generation technology. 

254. Punjab also has great potential for generating power through biomass. According to 

the Punjab Energy Department available collectable biomass from Punjab is (at a 

minimum) 10.95 tonnes (excluding bagasse). Southern Punjab has large sources of 

biomass waste from a variety of different crops capable of generating approximately 1200 

MW of power. 

255. Punjab also has many sites that would be amenable to small scale hydropower plants. 

These small-scale plants may play a vital role in Pakistan‟s power sector since (as 

compared to larger hydropower plants) they have a comparatively low capital cost and 

can produce cheap electricity. 

256. Furthermore, Pakistan has significant potential for solar energy production. Reports 

suggest that, according to Government of Punjab, the southern areas of Punjab are 

particularly suited to solar energy development due to an optimal range of solar radiation. 

In concert with the Chinese Government, GOP has begun to develop a Solar Park (named 

“Quaid-e-Azam Solar Park”), which consists of approximately 10,000 acres of land in 

Cholistan. Reports suggest that land has been set aside in other areas of Punjab for new 

solar projects, including the Bhawalnagar solar project at Maroot and the Tehsil Yazman 
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solar project at Deengarh. Reports suggest that investors typically require significant 

government incentives to invest in solar energy given the high initial upfront costs. 

257. Pakistan has huge coal reserves (some reports suggest the 6
th

 biggest in the world) 

capable of providing a huge amount of power for the next 30 years approximately. 

258. In 2014, Government of Punjab developed initiatives for coal-fired power projects in 

the medium-term as an extension of Government of Punjab‟s Punjab Power Generation 

Policy 2009. Under this initiative, letters of interest were issued in respect of a coal 

project at Jhang and invitations for consultancy services for due diligence and feasibility 

studies were issued in respect of 2 coal projects in Sahiwal district. Additional invitations 

for financing were announced for 2 coal plants in Faisalabad and its nearby industrial 

estates. 

259. Further, significant incentives have been provided by the Government of Punjab for 

coal projects, including:  

259.1. customs concessions on non-locally-manufactured plants and equipment;  

259.2. sales tax, corporate income tax and turnover tax exemptions;  

259.3. permissibility of 100% foreign ownership;  

259.4. land acquisition assured by GOP;  

259.5. allowances for equity divestment after 6 months from the commissioning of 

the project;  

259.6. easy allowance of remittance of foreign exchange. 

260. Coal projects in Punjab also benefit from what some reports term a “Security 

Package”. The Punjab coal projects are governed and administered through a series of 

security agreements including:  

260.1. The issuance of a tripartite letter of support to the IPP, which shall be jointly 

effective as between the sponsor, PPIB and PPDB. Under this letter of support, a 

power purchase agreement (as standardised on PPIB‟s website) will be entered into 

with CPPA and an implementation agreement (as standardised on PPIB‟s website) 

will be entered into with PPIB (on behalf of GOP);  

260.2. As a result of these agreements, GOP will guarantee the contractual 

obligations of the power purchaser, provide protections against a category of 

specified “political risks” and ensure the convertibility of Pakistani rupees to US 

dollars and the capacity of entities to remit foreign exchange to cover payments. 

The Sindh Board of investment 

261. In very similar fashion to the regime in the Punjab region, in Sindh the Sindh Board 

of investment was also established with broad responsibilities for promoting investment 

in all economic sectors. Companies and investors intending to invest in Sindh are assisted 

by the Sindh Board of Investment, which also assists with facilitating the projects‟ 

implementation and operation. 

262. A significant example of foreign investment in Sindh can be found in the South 

Korean Lotte Group investing $490 million to acquire a PTA plant in Karachi. Reports 

suggest that the Lotte Group has plans for further investments in the energy sector and 

other sectors. 
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Potential for further investment in Pakistan 

263. K-Electric is working with US investors to determine the viability of an integrated 

Smart Grid system in Karachi. The Smart Grid system involves employing innovative 

products along with intelligent technologies concerning the monitoring, control and 

communication processes. The Smart Grid system is designed to enable stakeholders to 

supply electricity with greater efficiency and in a way that is more economically feasible. 

Reports suggest that transformation of Karachi‟s power grid is capable of producing 

substantial productivity increases and growth of GDP along with reduced carbon 

emissions. 

KEY POINTS:  

- There are several important current government policies concerning the power sector. 

These policies and regulatory guidelines may be found on the website of the PPIB. 

- The power sector has been the recipient of developmental aid from significant 

international institutions, including the IMF, the World Bank, USAID and the ADB. 

- Nevertheless, GOP’s long-term strategy is to facilitate further investment into 

Pakistan’s power sector to contribute to its development and improvement. 
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F.  POWER PURCHASE AGREEMENTS: DRAFTING AND NEGOTIATION 

 

Context and Importance  

(i) Introduction  

264. A power purchase agreement (“PPA”) is a contract between two parties, one which 

generates electricity (the seller, typically an independent power producer (“IPP”)) and one 

which is looking to purchase electricity (the buyer).  

265. The PPA sets out the commercial terms for the sale of electricity between the parties, 

including when the construction and commencement of the project, technical 

specification, the financial terms (including the tariff), liability and indemnification, 

termination events and consequences, and dispute resolution mechanisms. Given the high 

level of investment and necessary nature of the project, a PPA will typically last several 

decades.  

(ii) Parties  

266. The two main parties to a PPA are the seller (the electricity producer) and the 

purchaser (the offtaker, often a state-owned entity).  However, a number of other entities 

may also have an interest in the terms of the PPA, to varying degrees, including:  

266.1. Government;  

266.2. Regulator; 

266.3. Lender;  

266.4. Construction company;  

266.5. Fuel supplier; 

266.6. Plant operator/maintenance;  

266.7. Distribution  

267. The extent to which these parties will have an input into the PPA varies:  

267.1. Involvement by the Government/regulator/lender in the negotiation of the PPA 

will depend on the project itself (and the means of financing) and the regulatory 

environment.  

267.2. Parties such as the construction company/fuel supplier/operators may not have 

any direct input, but may have some indirect input by way of their negotiation of 

related documents (discussed further below).  

267.3. The end user/customer is unlikely to have any input.  

(iii) Related documents 

268. While the PPA is the key document, it does not exist in a vacuum.  There are a 

number of other significant agreements which must be entered into for the purposes of the 

energy project, including (but not limited to):  

268.1. Concession/implementation agreement;  

268.2. Financing agreements;  

268.3. Grid interconnection agreement;  

268.4. Fuel supply/transport agreements;  

268.5. Engineering, Procurement and Construction (EPC) agreement;  

268.6. Operating and maintenance agreement;  
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268.7. Long Term Service Agreement;  

268.8. Credit support agreements/guarantees.  

269. While a full review and discussion of these documents is outside the scope of this 

chapter, a few key points should be noted.  It is of key importance that the documents 

should be consistent, particularly in relation to the following:  

269.1. Dispute resolution provisions, to prevent multiple (related) disputes being 

determined in different forums and potentially leading to conflicting decisions;  

269.2. Back to back provisions in respect of liability;  

269.3. Ensure that time/deadline requirements are consistent, for example in relation 

to construction/effective dates/repayment of certain amounts.  

Pre-PPA Considerations  

270. Prior to the negotiation of the PPA, a number of considerations are relevant both to 

determining the need and viability of a project; and the process for selecting a seller.  

271. At the outset, the purchaser will wish to consider the need and feasibility of any 

proposed project.  Key considerations may include the amount of power required, any 

forecast increase (or decrease) in that amount, the best means and location for providing 

the power and the related fuel supply (whether through fossil fuels or a renewable 

source), the economies of providing power (linked to the tariff).  

272. Once these matters have been considered, typically the purchaser will put the project 

out for tender.   

273. The request for proposal will identify the amount of power required, the source of 

such power, and the location for supply of the power.  It may also include details of the 

proposed tariff – note, for example, that Guidelines issued by the Government of 

Pakistan‟s Ministry of Water and Power (discussed further below) suggest that the 

bidding process may be structured on two options – either sellers bid for a tariff, or the 

purchaser offers an up-front benchmark tariff and bidders quote a discount on the 

benchmark price.   

274. Sample documents (such as the PPA) which the seller would be obliged to enter into 

(subject to negotiation) may also be provided as part of the package.   

275. Bidders will respond by confirming their ability to comply with the power and 

requirements, offering their best tariff (which may be based on the criteria set out in the 

request for proposal, as laid out above), highlighting their qualifications and experience in 

the area, and ability to raise the required amount of funding for the construction of the 

plant.  

 

Structure of a PPA  

276. There are many forms of PPA in use today and they vary according to the needs of 

buyer, seller, and financing counterparties. 

277. A sample PPA (obtained from the website of Pakistan‟s Private Power and 

Infrastructure Board, discussed further below) is provided with this book, which 

demonstrates the structure.  The 2010 PPIB report states that the PPIB prepared standard 

documents (including the PPA) to be used by sponsors of new private power projects, 
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which were approved by the Economic Coordination Committee of the Cabinet on 29 

May 2006.  

278. Typically, the PPA will cover:  

278.1. Effective date and term;  

278.2. Construction of the project;  

278.3. Control and operation of the project (and testing);  

278.4. Interconnection facilities;  

278.5. Metering;   

278.6. Compensation, payment and billing;  

278.7. Liability and indemnification;  

278.8. Insurance;  

278.9. Representations, warranties and covenants;  

278.10. Taxes;  

278.11. Force majeure;  

278.12. Termination, and rights of the parties upon termination;  

278.13. Dispute resolution;  

278.14. Boilerplate provisions.  

279. Further annexes to the PPA will also contain tariff calculation provisions, standard 

form documents (such as letters of credit and forms of construction reports), and technical 

details of construction and interconnection.  

 

(i) Key terms: Effective Date and Term  

280. As with any agreement which lasts for such an extended period of time, time periods 

and dates are of key importance, and are generally addressed at the outset of the PPA:  

280.1. Term: Given the high level of investment and long-term nature of the 

investment, the term of such an agreement will typically be (although this is not 

required) in excess of 20 years.  

280.2. Key dates include:  

280.2.1. “Financial Closing”: The date for the execution and delivery of the 

Financing Documents that (together with equity commitments) evidence 

sufficient financing for the construction, testing, completion, and 

Commissioning of the Complex (and provision of the Seller letter of credit);  

280.2.2. “Effective Date”: The date on which the PPA becomes effective, 

which is generally the date on which satisfaction of the conditions precedent 

occurs (normally the date on which Financial Closing is confirmed).   

Construction is to commence as soon as reasonably practicable after this date.  

280.2.3. “Commercial Operations Date” is the date at which the plant becomes 

operative.  The time period for when COD should take place is determined by 

reference to “Financial Closing” – if the project is not operative within a certain 

period, penalties are likely to be incurred.  

280.2.4. Deadlines for interconnection facilities (and fuel supply, where 

appropriate).  

280.3. As the PPA continues, other dates will also become important, depending of 

the nature of the agreement, but will be discussed further below:  

280.3.1. Submission of invoices and payment;  
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280.3.2. Regular testing/checks of facility;  

280.3.3. Time for curing breaches and serving termination notices;  

280.3.4. Time periods for resolving disputes (whether through ADR, arbitration 

or litigation).  

 

(ii) Key terms: Construction and Technical Matters  

281. Construction, operating and testing requirements will obviously vary in detail 

depending on the type of project undertaken, and are too technical to consider in detail for 

the purposes of this paper.  However, some general observations are set out below:  

Construction  

282. The seller will generally be required to design and construct the project following the 

“effective date”  with all proper skill and care and in all material respects in accordance 

with the PPA (including the technical specifications outlined therein), and also generally 

accepted engineering/construction practices and the laws of the country in which the 

project is being established.  Interconnection facilities (allowing delivery of power to the 

grid) will also need to be constructed, again in line with the PPA. (At the time of 

completion of the project and commencement of commercial operations, a certificate will 

need to be produced (by the engineer, rather than the seller or buyer) which confirms that 

the project has been carried out in compliance with the terms of the PPA.) 

283. The PPA will provide for the date of completion (often by reference to the start date 

of commercial operations), and will require the project to have a “useful life” of not less 

than the term of the agreement.  

284. Documents (including appropriate consents) and reports will be required to be 

provided to the buyer which provide an update on construction and detail matters which 

may have an adverse impact on the timely completion of the project.  

285. The PPA will also typically provide for the buyer to have access (upon notice) to visit 

and observe the construction work.  

Testing  

286. Testing is required prior to the Commercial Operations Date to ensure that the project 

is operating in compliance with the design and requirements set out in the PPA. The 

nature and requirement of these tests will be set out in the PPA.  

Operation 

287. The seller will be required to operate and maintain the project in accordance with the 

terms of the PPA, accepted practice and the laws of the country in which the project is 

established.  

288. The PPA will generally provide for the seller to subcontract this work to an operations 

and maintenance contractor (by means of an operating and maintenance agreement).  As 

discussed above, it is crucial that the obligations imposed on the seller in the PPA 

agreement are reflected in the O&M agreement to ensure compliance with the PPA and 

prevent any mismatches in terms of obligations/liability.  
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(iii) Key terms: Sale and Purchase/Financial Terms  

Sale and purchase 

289. The PPA will provide for the exclusive sale and purchase of the capacity/energy 

between the seller and purchaser.    

Tariff  

290. Typically, the tariff – the price charged for capacity and for energy – will be 

calculated by reference to a complex formula set out in the PPA.   

291. Key considerations when setting the tariff will include:  

291.1. The type of energy source, including whether it is dispatchable (typically, 

fossil fuel energy which can be generated at will and dispatched to the grid) or non-

dispatchable (renewable sources – such as wind and solar – which are fed into the 

grid as and when they are available).  

291.2. Type of tariff structure (capacity based v non-capacity based);  

291.3. Calculating the price per unit of capacity available or energy generated;  

291.4. The impact of take or pay obligations under fuel contracts (note that fuel cost 

will be calculated, for dispatchable technologies, as part of the “energy” component, 

and thus only payable where the purchaser takes the energy – however, where a fuel 

supply agreement includes a take-or-pay clause (which they may do, in order to 

provide certainty to the fuel supplier), additional provisions may be necessary to 

ensure that the seller is not left at a disadvantage where the purchaser takes less 

energy than fuel supplied).  

292. The tariff (at least for dispatchable energy sources) will typically comprise two 

elements:  

292.1. The “capacity” portion, which is paid when the capacity is made available 

even if the purchaser does not use it.  The capacity portion includes payments in 

respect of loan servicing (interest and capital repayment), return on equity, fixed 

operating and maintenance costs, and tax.  

292.2. The “energy” portion, which is the tariff paid on the amount actually used by 

the purchaser – this will often be calculated on the price of fuel and operating costs.  

Impact of Guidelines for Determination of Tariffs for Independent Power Producers 

293. Specific legislation exists for the setting of tariffs, as set out on the PPIB website:  

In order to promote fair competition in the electricity industry and to protect the 

interests of consumers, producers and sellers of electric power, the GOP has enacted 

the Regulation of Generation, Transmission and Distribution of Electric Power Act, 

1997. Under this Act, the National Electric Power Regulatory Authority (NEPRA) has 

been created to introduce transparent and judicious economic regulation, based on 

sound commercial principles, to the power sector of Pakistan. One primary 

responsibility of the regulator is determination of tariff for the various generation, 

transmission, and distribution companies, including the IPPs. NEPRA follows a 

standard and transparent procedure for tariff determination, which includes public 

hearing and views from all stakeholders. 
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294. In November 2005, the Ministry of Water and Power produced the “Guidelines for 

Determination of Tariffs for Independent Power Producers”.  

295. Those Guidelines were issued to “remove ambiguities about various parameters for 

tariff determination and streamline the process of determination of tariff for Independent 

Power Producers (IPPs) consistent with the Policy for Power Generation Projects 2002”.  

The Guidelines were issued by the Government of Pakistan under Section 7(6) of the 

Regulation of Generation, Transmission, and Distribution of Electric Power Act (XL of) 

1997 (NEPRA Act). 

296. In summary, the Guidelines: 

296.1. Require compliance with government policies and guidelines (as modified, 

supplemented and revised from time to time);  

296.2. Provided for NEPRA to determine an upfront tariff, along with a complete 

reference tariff table and announce it on a yearly basis;  

297. It was proposed that certain principles were adopted:  

297.1. Tariff should be determined allowing reasonable Internal Rate of Returns 

(IRR) on equity investment;  

297.2. IRR be calculated over the life of the implementation agreement starting from 

the date of construction start (ie start of payments to contractors);  

297.3. IRR should be equal to the long term interest rates based on auction of ten 

year PIB during the last six months plus a premium of “X”% to be determined by 

NEPRA; 

297.4. For BOOT projects the investor‟s equity be allowed to be redeemed after 

completion of debt servicing.  The redemption in equity be in equal installments from 

the time debt servicing has been completed until the end of the concessions period.  

Effect of exchange rate variation be compensate for equity redemption.  The projects 

be transferred to GOP at the end of the concession period at a notional cost of Rs. 1. 

297.5. For BOO projects there should be no redemption of equity.   

298. The Guidelines also cover issues such as:  

298.1. Interest on loans;  

298.2. Tax on dividends;  

298.3. Indexation of various components of the tariff;  

298.4. Tariff through competitive process;  

298.5. Transparency and visibility of calculations of tariff;  

298.6. Transmission and interconnection;  

298.7. Evaluation of tariffs. 

Liquidated damages  

299. While typically payments will be made by the purchaser, the seller may also be liable 

for an amount of liquidated damages/penalty amounts in certain circumstances (such as 

where the required amount of capacity has not been maintained).  

300. Should the seller be required to make a payment of liquidated damages and fail to do 

so, the purchaser may be entitled to claim on a letter of credit (to be provided by the seller 

in the form annexed to the PPA).  Note that in certain agreements, the purchaser may also 

be required to provide a letter of credit that the seller can draw on.  
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Payment obligations 

301. The purchaser will be required to submit invoices for the amount owed, typically on a 

monthly basis.  The invoices will set out (where appropriate) the total capacity charge, 

energy charge and supplemental payments, and should also take into account any 

amounts owed by the seller to the purchaser (in the form of liquidated damages/penalties).  

302. Interest will be charged on late payments.  

303. Either party may request clarification or substantiation of an amount included in the 

invoice, with clarification/substantiation being provided within a certain period 

(approximately 5 business days).  

304. As is typical, the standard Pakistan PPA also provides for steps to be taken where an 

amount of the invoice is disputed (such dispute being capable of being raised any time 

within 360 days after receipt of an invoice).  Such a dispute is to be resolved in line with 

the dispute resolution provisions set out in the PPA. The disputed amount will not be due 

until the dispute has been resolved.  

Reserve fund  

305. The seller may also be required to maintain a reserve fund (from amounts paid by the 

purchaser) which can be used for major maintenance works.  The exact requirements 

relating to such a fund, including funds, maintenance and use, will be set out in the PPA.  

Letters of credit  

306. The seller may also be required to maintain a reserve fund (from amounts paid by the 

purchaser) which can be used for major maintenance works.  The exact requirements 

relating to such a fund, including funds, maintenance and use, will be set out in the PPA.  

 

(iv) Key terms: Termination  

Introduction  

307. Given the high cost and lengthy term involved in a PPA, termination of such an 

agreement is a serious step.  Accordingly, the basis on which a PPA can be terminated 

and the consequences of such termination set out in detail.  

Basis for termination  

308. The PPA will set out the events of default resulting in termination both for the 

purchaser and the seller.  

309. Events of default relating to the seller are likely to include (although will not be 

limited to):  

309.1. Failure to commence construction or achieve the Commercial Operations Date 

within a certain time period;  

309.2. Failure to prosecute the project in a diligent manner or an abandonment of the 

project (for a consecutive period of x number of days set out in the PPA);  

309.3. Insolvency or dissolution of the seller;  

309.4. Any statement, representation or warranty in the PPA having been incorrect in 

any material respect, and having a material adverse effect on the seller‟s ability to 
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perform its obligations under the PPA or having a material adverse effect on the 

rights or obligations of the purchaser;  

309.5. Tampering with the metering system on repeated occasions;  

309.6. The seller‟s failure to maintain a certain level of the capacity required by the 

PPA;  

309.7. Exercise by the lenders of any remedies under the financing documents; 

309.8. Any material breach or material default by the seller of the PPA other than 

those specifically identified in the PPA.  

310. Events of default relating to the seller are likely to include (although will not be 

limited to): 

310.1. As a result of amalgamation/reorganization/privatization, the purchaser‟s 

obligations cease to be guaranteed on the terms agreed;  

310.2. Failure to make payments due within a required time period;  

310.3. Insolvency or dissolution of the purchaser;  

310.4.  Any statement, representation or warranty in the PPA having been incorrect 

in any material respect, and having a material adverse effect on the purchaser‟s 

ability to perform its obligations under the PPA or having a material adverse effect 

on the rights or obligations of the seller;  

310.5. Any material default by the Government under the implementation agreement 

or guarantee arrangements;  

310.6. Change in law which results in the undertaking or obligation of the purchaser 

or government being unenforceable, invalid or void; or makes it unlawful for the 

seller to receive payment;  

310.7. Tampering with the metering system on repeated occasions;  

310.8. Any material breach or material default of the PPA by the purchaser other than 

those specifically identified in the PPA.  

311. Note that the above will not constitute an event of default if it occurs as a result of a 

force majeure event (discussed further below), or is caused in whole or material part by 

the other party.  

Automatic or elective termination and consequences of termination 

312. Generally the PPA will provide for elective termination, where the non-defaulting 

party can serve a notice of intent to terminate.  The PPA may also set out cure periods: 

time periods in which the defaulting party may “cure” its default or breach.  

313. If the defaulting party does not remedy the event of default after receiving the notice 

of intent to terminate, the non-defaulting party may terminate the PPA.  

314. Typically, termination will end the obligation of parties, including to make payments 

to each other, except for those obligations arising prior to the date of termination.  Note, 

however, that some clauses of the PPA will survive termination (in particular, dispute 

resolution and maintenance of records/data).   

Force majeure  

315. As set out above, where a default occurs as a result of a force majeure event, this will 

not be treated as an event of default for the purposes of that section and different 

termination provisions will apply.   
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316. Force majeure clauses tend to be somewhat standard, and include a definition of force 

majeure, provisions relating to delay and mitigation, and termination resulting from a 

force majeure event.  

317. The sample PPA provided with this book provides that “A “Force Majeure Event” 

shall mean any event or circumstance or combination of events or circumstances 

(including the effects thereof) that is beyond the reasonable control of a Party and that on 

or after the Effective Date, materially and adversely affects the performance by such 

affected Party of its obligations under or pursuant to this Agreement… provided, 

however, that such material and adverse effect could not have been prevented, overcome 

or remedied in whole or in part by the affected Party through the exercise of diligence 

and reasonable care, it being understood and agreed that reasonable care includes acts 

and activities to protect the Complex from a casualty or other event; that are reasonable 

in light of the probability of the occurrence of such event, the probable effect of such 

event if it should occur, and the likely efficacy of the protection measures.” 

318. Force majeure events may be divided into categories, including:  

318.1. Political: act of war, invasion, revolution, riot, terrorism; strike or other labour 

action that is politically motivated and is widespread or nationwide;  

318.2. Change in Law (to the extent that it meets the criteria for a Force Majeure 

Event”;  

318.3. Natural events: lightning, fire, earthquake, flood, etc; strike or other labour 

action that is not politically motivated and is not widespread or nationwide; fire, 

explosion, chemical or radioactive contamination; epidemic or plague.   

319. Certain events will be specifically excluded, such as late delivery or interruption in 

the delivery of machinery and fuel; delay in contractor performance, and normal wear and 

tear/flaws in materials and equipment.  

320. Where a force majeure event takes place, certain obligations are imposed including 

the requirement to notify of the existence of the Force Majeure Event and its cessation; 

preparation of reports on the impact; and a duty to mitigate.   

321. Upon a Force Majeure Event, the seller may be entitled to additional tariffs, or the 

PPA may be terminated.   

321.1. Tariffs, depending on the precise wording of the PPA, will be calculated by 

reference to the specific Force Majeure Event (so the amount may be based on, for 

example, the cost of complying with the change in law; or to effect restoration of the 

project).  

321.2. If the contract is terminated, then certain provisions in the PPA and 

Implementation Agreement will be applied in order to determine whether 

compensation is to be paid by the buyer to the seller, and the amount of such 

compensation.   

 

(v) Key terms: Liability, Risk Mitigation and Indemnification  

Liability  

322. The sample PPAs provided by PPIB typically provide for a standard limitation of 

liability clause:  
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Except as required by [the indemnification provisions], neither Party shall be liable 

to the other Party in contract, tort, warranty, strict liability or any other legal theory 

for any indirect, consequential, incidental, punitive or exemplary damages. Neither 

Party shall have any liability to the other Party except pursuant to, or for breach of, 

this Agreement; provided, however, that this provision is not intended to constitute a 

waiver of any rights of one Party against the other with regard to matters unrelated to 

this Agreement or any activity not contemplated by this Agreement. 

Indemnification  

323. Each party to the PPA will also provide an indemnity to the other party – this 

indemnity will set out the act or omission giving rise to the obligation to indemnity 

(typically negligent/intentional act or omission), but the amount of any indemnity will be 

limited by any the receipt of any indemnification or insurance
6
 from another party (to 

prevent a party doubly benefiting).  

324. The indemnification will survive the termination of the PPA for a period agreed by 

the parties – the length of this period is likely to be the subject of much negotiation by the 

parties.  Parties will wish to ensure that they are adequately provided by the provision of 

indemnity, while at the same time wishing to have a long-stop date after which they 

cannot be pursued in respect of any long-passed liability.  

325. Further, the longer the period since the parties‟ involvement in the contract, the more 

difficult it may be to determine to what extent a loss was caused by an act/omission of the 

allegedly responsible party.  

326. As is common in a number of agreements (for example, tax deeds), a party which may 

find itself liable under an indemnity provision will wish to have control of any dispute or 

defence in respect of this liability.  Again, this is likely to be a contentious issue between 

the parties – while the party incurring the financial burden will wish to have the greater 

control given that it will ultimately be responsible for satisfying any financial reasons, 

there are a host of professional, relationship and reputational reasons why the indemnified 

party may also wish to have input into the defence/dispute process (particularly where 

they have an ongoing relationship with a third party, or may suffer reputational or other 

damage).   

Warranties/representations  

327. As is standard in any major contract, both parties will give warranties and 

representations.  The major purpose of representations and warranties (together with a 

program of due diligence) is to cause the parties to reveal facts and disclose risks that can 

be assessed by the parties in order to make an informed decision as to whether the 

contract will be completed.   

328. For the purposes of the PPA, these warranties will generally cover capacity to enter 

contracts, no insolvency proceedings or defaults under other agreements, or investigation 

pending.  

 

                                                           
6
 Accordingly, as set out in the PPA, the seller will be required to maintain certain levels of insurance coverage 

which will be identified in detail in a schedule to the PPA. 
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(vi) Key terms: Dispute Resolution  

Methods of dispute resolution  

329. A multi-step dispute resolution is included in the standard form PPA documents 

provided by PPIB:    

329.1. In the event of a dispute, parties are to “attempt in good faith to settle such 

dispute by mutual discussions” within 30 days after notice of the dispute is given.  

329.2. If that is unsuccessful, then the parties may refer the dispute to an expert for 

determination.  The recommendation of the expert is not binding unless otherwise 

agreed, or unless arbitration has not been commenced within 75 days of receipt of the 

expert‟s determination.  

329.3. Alternatively, the parties may forego determination by an expert and 

commence arbitration proceedings.  The dispute is to be settled by arbitration in 

accordance with LCIA Rules, or under UNCITRAL Rules if for any reason it cannot 

be settled pursuant to the LCIA Rules.   

329.3.1. One arbitrator is to be appointed (conditions on who can be appointed 

are set out in the clause, but focus on nationality and existing or previous 

relationships with the parties, investor or lenders).   

329.3.2. The seat of the arbitration should be Pakistan, unless conditions set out 

in the dispute resolution clause are met in which case the seat of the arbitration 

should be London.  

329.3.3. Arbitration proceedings are to be conducted in English.  

330. Related disputes are to be consolidated (either in expert determination or arbitration) 

unless such consolidation “would, in the opinion of the arbitrators, produce manifest 

injustice, substantial hardship to the [purchaser] or the [seller] or cause significant delay 

in the determination of the dispute… or any related dispute in which the [purchaser] is 

involved.” 

Sovereign Immunity  

331. As typically the purchaser will be either a state or a state entity, it is sensible to ensure 

that an express waiver of sovereign immunity is contained within the PPA to prevent the 

state/state entity raising this as a defence at a later stage.  

 

(vii) Key terms: Boilerplate  

332. As with any contract, the PPA will also include boilerplate provisions which cover the 

general working of the contract.  A full review of such terms is outside the scope of this 

note (further information on boilerplate provisions can be provided if required).  

333. By way of summary, boilerplate provisions will generally cover matters including, but 

not limited to: 

333.1. Amendment and variation: 

333.1.1. Any amendments to the contract should be made in writing and signed 

by all parties.  This ensures that parties are aware of binding obligations and 

changes, and also has the benefit of providing evidence of what has been agreed 

in the event of any disagreements.  
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333.2. Third parties: 

333.2.1. Under some legal systems, third parties may (or may not) be able to 

benefit from a term in a contract under certain circumstances.  Depending on the 

governing law of the contract, it is advisable to include specific provisions as to 

whether third parties are able to benefit or be bound.  

333.3. Governing law:  

333.3.1. This provision should never be omitted from any contract, no matter 

how short or informal. It specifies that all substantive legal issues arising in 

connection with the enforcement or interpretation of the contract are to be 

resolved by looking to the law of the chosen jurisdiction. 

333.4. Entire agreement:  

333.4.1. This clause provides that the agreement is the entire and exclusive 

agreement between the parties with respect to its subject matter. The clause 

prevents the parties from arguing that there are side agreements or 

understandings that are not set forth within the four corners of the agreement.   

This type of clause states that the contract sets out the entire agreement between 

the parties and that no oral representations or earlier versions of the contract 

apply.  If there are such other agreements, they should be explicitly excluded 

from the effect of the integration clause.  

333.5. Confidentiality: 

333.5.1. Confidentiality clauses are often used by parties to ensure that certain 

information remains confidential.  The clause should explain the obligations of 

the parties in maintaining, releasing, and discarding information that is 

confidential.  

333.6. Assignment and successors:  

333.6.1. Parties may wish to restrict the other party‟s assignment of rights and 

delegation of duties under a contract.  The parties will consider whether the 

contract can be assigned to someone freely, whether it can assigned to a person 

only with consent, or whether there is a complete ban on assigning the contract.  

333.7. Notices:  

333.7.1. The PPA will contain a notice provision identifying the representative 

of each contracting party to whom notices required under the contract (such as 

termination/intent to terminate notices) must be provided, providing contact 

details, and how those notices must be sent. 

Disputes  

334. Given the high value and political/public significance of a PPA, disputes (whether it 

be one or more of the existence, conduct or resolution) arising from such an agreement 

are typically kept confidential.  

335. Annex 2 identifies a number of disputes arising from PPAs in respect of which limited 

information is publicly available. For greater understanding and context, the schedule is 

not limited to disputes involving Pakistan but also considers disputes on a wider 

international basis. 

Basis for disputes  

336. The most common basis for disputes arising from a PPA are:  
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 Tariff and/or non-payment disputes: Such disputes will typically constitute a 

significant proportion of disputes. These disputes can arise as a result of changes to 

the tariff (including whether these are in line with the tariff calculation provisions), or 

indeed a failure to make changes. A non-payment breach may be related to a change 

in the tariff (for example, a tariff is reviewed upwards or downwards, but the 

corresponding payment obligation is not accepted by both sides), or may be a 

standalone dispute, where a payment has not been made by the purchaser for whatever 

reason.  

 Force majeure: as force majeure provisions can have significant effect in respect of 

any alleged breaches or non-compliance with a PPA, disputes may arise as to whether 

a certain event constitutes a force majeure event for the purposes of the PPA, and the 

timing of such event (for example, at what point such an event ceases to apply and the 

normal workings of the PPA are to resume).    

 Termination: While PPAs contain termination provisions, where a party seeks to 

terminate, disputes may arise as to whether there were grounds for that termination or 

whether such termination was properly effected.  

 Investment treaty disputes: Disputes relating to PPAs may not necessarily arise from 

the wording of the PPA itself.  In recent years, investment treaty arbitral tribunals 

have considered disputes arising (particularly in the context of alleged expropriation 

and/or a failure to provide fair and equitable treatment, within the terms of an 

applicable bilateral investment treaty).  

337. Note that, while not directly related to the provisions of a PPA, disputes may arise in 

respect of the tendering or award process (where an unsuccessful party challenges the 

process or a feature of it, on constitutional/public law/procedural grounds).  
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G. ROLE OF LOCAL COURTS 

338. As previously discussed, PPAs typically provide for arbitration in order to resolve 

disputes which would ordinarily take such disputes outside the preserve of the domestic 

courts.  

339. However, the courts of Pakistan have previously considered PPAs, not least in the 

well-known case of Hubco v Wapda (Pakistan Supreme Court, 20 June 2000) and 

subsequent cases.  

Hubco v Wapda  

340. In Hubco v Wapda, the Water and Power Development Authority (Wapda) (an entity 

of Pakistani government), and a foreign company (Hubco) completed a power purchase 

agreement that included an arbitration clause providing for ICC arbitration in London.  

The governing law of the PPA was English law. The agreement was amended a number 

of times under different Pakistani administrations.   

341. Subsequently, an investigation was launched into irregularities in the Hubco deal; and 

during the same period, following consumer action in the Pakistani courts (including the 

Supreme Court), the tariff was reduced.  As a result of this decision, WAPDA ceased to 

pay the full tariffs.   

342. Hubco applied to the Sindh High Court (SHC) to refer the matter to arbitration in line 

with dispute resolution clause in the PPA.  At first instance, the SHC found that the 

parties were bound to go to arbitration; however, the Division Bench reversed this 

decision and ordered Hubco not to take any further steps in the arbitration.         

343. Hubco appealed.  Ultimately, the Supreme Court of Pakistan, by a majority decision 

(3:2), upheld the anti-arbitration injunction.  The Supreme Court found, in a short 

decision, that the dispute was not arbitrable as it involved, amongst other issues, public 

policy issues and criminal behavior. 

344. Following the decision, Pakistan faced a great deal of criticism from certain quarters 

over what was perceived as an anti-arbitration stance. 

Karkey Karadeniz Elektrik Uretim A.S. v. Islamic Republic of Pakistan 

345. In March 2012, the Supreme Court of Pakistan declared all RPP deals as void, and 

authorized the National Accountability Bureau to take action against them, and ordered 

recovery of $120 million.   

346. The company refused to pay, and accused Pakistan of breaching the Turkey/Pakistan 

BIT, including by unlawfully detaining the company‟s power ships and energy-producing 

vessels.  The US$2.1billion dispute, relating to an investment in a rental power project in 

Pakistan, was registered by the Turkish claimant with ICSID on 8 February 2013 (ICSID 

Case No. ARB/13/1). 

347. On 16 October 2013, the Tribunal confirmed its jurisdiction on a prima facie basis 

and issued a provisional measures decision ordering Pakistan to release, on a temporary 

basis, the largest of four powerships owned by Karkey which Pakistan unlawfully 

detained in its territorial waters. In July 2014, the provisional measures order was 

modified to make the release of the ship permanent. On 13 May 2014, the Tribunal 

denied Pakistan's request to bifurcate the proceedings.   

National Transmission and Dispatch Company v Various independent power producers 
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348. In 2015, it was reported that nine independent power producers were seeking 

international arbitration in respect of a dispute with the Pakistan National Transmission 

and Dispatch Company (NTDC), over payments alleged owed by the government to the 

IPPs (named as Hub Power Company (Narowal), Sapphire Electric Company Limited, 

Halmore Power Generation Company (Pvt) Limited, Liberty Power Tech Limited, Atlas 

Power Limited, Nishat Chunian Power Limited, Nishat Power Limited, Orient Power 

Company (Pvt) Limited, and Saif Power Limited. 

349. The dispute concerns a payment of RS11 billion, which the IPPs said should have 

been paid.  In domestic arbitration (the government and IPPs agreed to refer the dispute to 

arbitration by a retired judge of the Supreme Court of Pakistan, Muhammad Sair Ali), the 

judge declared that the amount was payable.  The NTDC did not challenge the decision, 

but sought a stay order from a civil court in Lahore.  The IPPs have sought enforcement 

of the decision pursuant to the international arbitration clause in the PPA. 

350. No further details as to the action in Lahore or the arbitration are currently available. 

 

KEY POINTS:  

- A power purchase agreement is a contract between two parties, one which generates 

electricity (the seller, typically an independent power producer) and one which is 

looking to purchase electricity (the buyer) – often a state entity.  

- Prior to negotiation and entry into a PPA, both the purchaser and seller will need to 

consider a number of key issues. For the purchase, these will include, amongst other 

matters, current and future power requirements, cost and location/source of power.  

For the seller, it will include, the financial cost and reward of a project, risks (project-

based, political and otherwise) and the seller’s expertise in the sector.   

- While the PPA is a key document, it does not exist in a vacuum and a number of other 

agreements will necessarily be involved in a transaction (including construction, 

operating and financial documents) which should, so far as possible, be consistent and 

work in tandem with the PPA.  

- The PPA will cover a number of matters, some of the most important including 

technical specifications, termination, force majeure, tariff, construction and operation, 

and dispute resolution/liability.  There are many forms of PPA and individual clauses in 

use today and they vary according to the needs of buyer, seller, and financing 

counterparties.   

- The PPIB provides various samples of PPAs and Implementation Agreements, tailored 

to different power sectors (including coal and hydropower) which are available on its 

website.    
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H.  LNG PRICE REVIEWS 

 

351. In February 2016, it was announced that Pakistan and Qatar had signed a LNG Sales 

Purchase Agreement worth US$16 billion, under which the Qatar Liquefied Gas 

Company Limited would sell Pakistan State Oil Company Limited (PSO), LNG for a 

period from 2016-2031. It has been reported that the LNG to be supplied by Qatar will 

meet 20% of Pakistan‟s requirements.  

352. Such an agreement is likely to be one of a number which Pakistan will enter into in 

the coming years (as previously discussed, Pakistan is facing a shortage of natural gas 

required for electricity/industrial use), and thus it is important to be aware of matters 

relevant to disputes arising under such contracts.  

353. Historically, long term contracts for the sale and purchase of liquefied natural gas 

(“LNG”) have been entered into, with such contracts having a duration of 15 years or 

longer.  Such long term contracts give comfort to investors that they will be able to 

recover the large amounts of capital typically required for the construction and operation 

of gas production plants, and also provide stability for purchasers by allowing them to 

commit to purchase a firm quantity of gas which can then be on-sold.     

354. This type of long term contract will typically provide a formula for calculating the 

price of LNG over the life of the contract, by reference to market factors.  Many contracts 

included in the formula references to the market price of crude oil, thus linking the price 

of LNG under the contract to the oil market.  However, although these formulae attempt 

to allow for adjustment of the price of LNG in accordance with market conditions, there 

are inevitable difficulties in attempting to set a price (or price formula) when a contract 

will last for such a long period.   

355. Accordingly, most long-term LNG contracts also include a price review clause which 

allows one or both parties to instigate a review of the contractual price formula in 

response to unforeseen changes in the market (for example, in recent years, the increasing 

divergence between gas and crude oil prices).   

Drafting and interpreting price review clauses  

356. There is no “standard” form of a price review clause.  Parties will negotiate a clause 

which suits the particular circumstances of their relationship and transaction.  

357. A general price review clause should be distinguished from other clauses which 

provide for a review of the price or other conditions of the contract in response to certain 

issues or events (such as hardship clauses, which allow for a review if a party is 

experiencing substantial hardship as a result of a significant change in circumstances, and 

can involve a review of all terms of the contract, rather than just the price; and clauses 

which address legislative or taxation changes).  

358. In contrast, price review clauses tend to be of a more general nature, and respond to 

changes in the market rather than dealing with a specific issue.  Difficulties can arise in 

drafting and interpretation given the wide variations between clauses, and the relative 

paucity of publically available judicial or arbitral decisions.   

359. An effective price review clause will contain the following elements:  

359.1. A “trigger” event (or events) allowing for the invocation of the price review 

mechanism;  
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359.2. A procedure to be followed in carrying out the price review (including what 

happens if no agreement is reached); and  

359.3. Methodology of the review (including parameters for the amendment of the 

price formula, and when any amendment takes effect). 

360. A price review will follow a two stage process – firstly, a party must establish that a 

price review has been “triggered” in accordance with the provisions of the clause, then 

the parties will determine whether and how a price review is to be effected and through 

what channels.  

 

(i) Example price review clause 

“If the circumstances beyond the control of the Parties change significantly compared 

to the underlying assumptions in the prevailing price provisions, each Party is 

entitled to an adjustment of the price provisions reflecting such changes. The price 

provisions shall in any case allow the gas to be economically marketed based on 

sound marketing operation. 

Either Party shall be entitled to request a review of the price provisions for the first 

time with effect of dd/mm/yyyy and thereafter every three years. 

Each Party shall provide the necessary information to substantiate its claim. 

Following a request for a price review the Parties shall meet to examine whether an 

adjustment of the price provisions is justified. Failing an agreement within 120 days 

either Party may refer the matter to arbitration in line with the provisions on 

arbitration of the Contract. 

As long as no agreement has been reached or no arbitration award has been rendered 

all rights and obligations under the agreement – including the price provisions – shall 

remain applicable unchanged.   Unless otherwise agreed or decided by the arbitral 

award, differences to the newly established price shall be retroactively compensated 

inclusive of interest on the difference calculated at a rate reflecting the conditions on 

the international financing market.”  

 

(ii) Triggers 

361. A typical price review clause will provide for period or special triggers, or a 

combination of both.  

362. At the outset it should be noted that it has been reported that in the Qatar/Pakistan 

LNG SPA, the price will be reviewed once after the 10
th

 anniversary of the start date.   

363. It is not atypical for such  Depending on the precise wording, such language can 

preclude review of the price before the date, or can limit the number of times the price 

can be reviewed throughout the life of the contract to prevent the time and expense of 

multiple arbitrations.  
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Periodic  

364. Under a periodic trigger, parties can agree either that the price will be automatically 

reviewed at certain dates during the life of a contract (ie, every three years) or that parties 

have the right to elect for a price review to take place at certain milestones.   

365. The advantage of this is that the operation of the trigger is relatively simple and thus it 

avoids disputes as to whether the price review clause has been invoked.  However, the 

mechanical nature of such a trigger means that it does not always deal speedily with 

market issues affecting the contract. 

Special trigger  

366. Parties will often combine a periodic trigger with a special trigger, or include only a 

special trigger, which allows parties to respond more quickly to changes in the market.   

367. A price review will be triggered where the following conditions are met:  

367.1. Circumstances have occurred outside the control of the parties;  

367.2. Which have induced a significant or material change in the market; and    

367.3. Such changes were unforeseeable.  

368. A trigger needs to be general in order to catch as many as possible of the 

circumstances which may have a substantial impact on the price, and thereby make the 

clause effective. However, such generality can also lead to difficulties in interpreting and 

establishing whether the trigger has in fact been invoked.   

Significant/material  

369. Particular difficulties are experienced in determining whether there has been a 

“material” or “significant” change in the market.  However, dealing with this at the 

drafting stage can reduce the disputes on this, for example, by considering whether an 

objective or subjective test should be employed, and whether benchmarks should be 

included to assess whether a change is material or significant (ie, link changes to external 

criteria, such as indices (retail price index/inflation), prices (oil/gas) or actual costs 

(overheads, transportation costs, etc)).   

Definition of “market” 

370. Clearly, in order to establish whether there has been a “significant” change in the 

market, it is necessary to define precisely what constitutes the relevant “market” for the 

purposes of the contract.  This may be by reference to geographical location, user or some 

other factor.  

371. The importance of doing so was highlighted in Gas Naturals v Atlantic (discussed 

further below) in which the supplier sought a price review on the grounds that while the 

contract provided for two geographical markets, the purchaser was only supplying to that 

which commanded the higher price.  In that case, contrary to the submission of the 

parties, the arbitrators imposed a revised two-part pricing scheme which catered for both 

geographical markets.  

Requirement for comparators  

372. One area that is often overlooked at this juncture is the use of comparators, which is 

an area which will often require expert evidence. Establishing whether there has been a 

significant change in the market will require comparison of the present circumstances 
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with a historical period – whether this is the date of entry into the contract, the last price 

review, or some other agreed date.  However, simply taking a snapshot of the 

circumstances on one date will often not be sufficient as it is unlikely to be representative 

of the period as a whole.  A more accurate picture will be derived from looking at a 

spread of dates, and using the average as a comparator.  Unless this is agreed in the 

contract, deciding which period and spread of dates is to be used can lead to disputes.      

(iii)  Procedural requirements   

373. A typical price review clause will normally provide the parties with a period of time 

to come to an agreement on the price review between themselves, and if no such 

agreement can be reached within that period (usually set at six months), the dispute will 

be referred to a third party for a decision.  A price review clause may also include a 

requirement that the parties engage in mediation or another form of alternative dispute 

resolution; however, they will almost never provide for recourse to litigation (although 

parties may seek to challenge an award of an arbitrator in the courts).   

374. While attempts to resolve any dispute over a price review through non-contentious 

channels are to be encouraged, parties should ensure (particularly where a contract 

provides for periodic reviews) that such processes cannot and do not take up such time 

that a reluctant party can drag the process out until the next periodic price review 

milestone.   

375. Parties should also note that the enforceability of a requirement that parties should 

negotiate and attempt to reach agreement on a revised price structure will depend on the 

governing law of the contract.  Very few legal systems will in fact uphold such an 

“agreement to agree”.   

Expert v arbitrator  

376. The majority of disputes which cannot be will find themselves being resolved in 

arbitration.  

377. While there are some good reasons for a price review being conducted by an expert 

(not least on the basis that the process can be quicker and cheaper, and an expert will 

normally have the requisite knowledge of the industry and market), parties will normally 

prefer that disputes are referred to arbitration, not least for reasons for enforceability of 

any award.   

378. Any arbitral tribunal considering a price review clause will firstly have to establish 

whether the trigger provisions have in fact been satisfied; and if so, the extent of their 

powers in arriving at a revised price formula (discussed further below).   

379. During the course of an arbitration, expert advice will normally be used extensively, 

particularly in establishing whether the trigger provision has been satisfied, and the 

existence of a significant/material change in the market.  

(iv) Methodology  

380. Finally, an effective price review clause will set out the basis on which a review of the 

pricing formula should take place, and in particular, whether there are any limits on the 

nature or provisions of any revised pricing formula.  Where a price review clause is kept 

deliberately vague, this can lead to unexpected (and perhaps unwanted) results for the 
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parties (see for example, the decisions in Gas Naturals v Atlantic and RWE v Gazprom 

(discussed further below)).   

381. The imposition of guidelines or limits is of greater significance where a dispute is 

referred to arbitration (or another form of dispute resolution) for determination by a third 

party.  At the time of drafting the contract, parties may well consider it prudent to include 

parameters and limits on the power of a decision maker to revise the existing pricing 

formula.     

382. Parties should also consider the date on which a revised price structure should take 

effect – whether this would be from the date of notification that a price review is required, 

the date of decision, or a date relating to the market changes.   

Judicial and arbitral authorities  

383. As set out above, disputes in relation to price review clauses are generally dealt with 

by way of confidential arbitration, particularly given the significant amounts of money at 

stake.  However, in recent years, some of these cases have been considered by the English 

and New York courts following challenges to the arbitration awards, which have opened 

these disputes up to some limited scrutiny.  

Gas Natural Aprovisionamientos, SDG, S.A. v Atlantic LNG Co of Trinidad and Tobago, 

2008 WL 4344525 (S.D.N.Y. Sept. 16, 2008) 

384. In a decision handed down by the United States District Court (Southern District New 

York) on 16 September 2008, District Judge Cote confirmed the arbitration award handed 

down in a price review dispute between Gas Natural and Atlantic LNG, and rejected 

Atlantic‟s motion to vacate the arbitration award.   

385. The dispute arose out of a 20-year contract for the sale of LNG between Atlantic, as 

the producer of the LNG, and a Spanish company which was Gas Natural‟s predecessor.  

The contract specified that Gas Natural could transport the LNG to its receiving facilities 

in Spain or to a facility in New England. Although Gas Natural had an unlimited right 

under the contract to transport its deliveries of LNG to New England, at the time the 

contract was drafted, the parties expected that the LNG would be consumed in Spain, and 

thus the pricing formula specified in the contract was tied to the European energy market. 

386. The contract contained the following price reopener clause:  

“If at any time either Party considers that economic circumstances in Spain beyond 

the control of the Parties, while exercising due diligence, have substantially changed 

as compared to what it reasonably expected when entering into this Contract or, after 

the first Contract Price revision under this Article 8.5, at the time of the latest 

Contract Price revision under this Article 8.5, and the Contract Price resulting from 

application of the formula set forth in Article 8.1 does not reflect the value of Natural 

Gas in the Buyer‟s end user market, then such Party may, by notifying the other Party 

in writing and giving with such notice information supporting its belief, request that 

the Parties should forthwith enter into negotiations to determine whether or not such 

changed circumstances exist and justify a revision of the Contract Price provisions 

and, if so, to seek agreement on a fair and equitable revision of the abovementioned 

Contract Price provisions in accordance with the remaining provisions of this Article 

8.5.”  
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387. Following entry into the contract, Spain‟s natural gas market was substantially 

liberalized and Spanish gas prices decreased.  Accordingly, the New England market 

became more attractive and Gas Natural entered into a long term agreement to resell all of 

its LNG to New England and at the time of the decision, had not delivered any LNG to 

Spain since at least October 2002.  On 21 April 2005, Atlantic notified Gas Natural that it 

was seeking a revision of the contract price. Following a failure to agree, the dispute was 

referred to arbitration in accordance with the terms of the contract.  

388. In the Final Award handed down on 17 January 2008, having determined that the 

requirements for a price reopener had been met, the Tribunal instituted a two-part pricing 

scheme – first preserving the Spanish pricing formula contained in the contract but 

revising its base price component; and secondly adding a “New England Market 

Adjustment” for quarters in which more than a percentage identified in its decision of the 

LNG is resold for delivery to New England. This pricing scheme was made effective 

from April 21, 2005, the date on which Atlantic notified Gas Natural that it was seeking a 

price reopener, and resulted in a payment by Atlantic to Gas Natural of over $70 million 

for the period from April 21, 2005 through December 31, 2007. 

389. In this case, the imposition of a pricing structure was seen as a particularly significant 

step – after the Tribunal had found that the trigger provision had been satisfied, it went on 

to impose its own preferred pricing structure, which neither of the parties had requested in 

its submissions or approved.  This award illustrates the consequences of giving arbitrators 

a free rein to conduct its own price review in the absence of parameters agreed by the 

parties.   

Esso Exploration & Production UK Limited v Electricity Supply Board [2004] EWHC 723 

(Comm) 

390. On 31 March 2004, the English High Court handed down its decision in Esso 

Exploration & Production UK Limited v Electricity Supply Board [2004] EWHC 723 

(Comm), in which the High Court rejected a challenge by the Electricity Supply Board to 

an arbitrator‟s jurisdiction.  

391. On 27 November 1997, Esso and ESB entered into a contract for the sale and 

purchase of natural gas each year for a period of 15 years from the date when deliveries 

began (which was 1 October 1999).  The contract contained a price review clause, and a 

dispute arose between the parties as to the meaning of that clause.  Esso sought to refer 

the dispute to arbitration, but ESB challenged the arbitrators' jurisdiction on the grounds 

that certain prerequisites to a valid reference to arbitration have not been satisfied. The 

matter comes before me by way of an application by Esso for a declaration that the 

tribunal has jurisdiction to determine the dispute. It is made under section 32(1) of the 

Arbitration Act 1996 with the consent of ESB. 

392. The contract provided that the price was to be reviewed and adjusted every 6 months 

by reference to four markers: (i) the price of gasoil (ii) the price of low sulphur fuel oil, 

(iii) the price of natural gas and (iv) the rate of inflation in Ireland as reflected in the 

industrial wholesale price index.  In addition, a further clause allowed the parties to give 

Price Review Notices requiring a separate review – a Price Review Notice could not be 

given by the seller unless “… it is reasonably satisfied in good faith that the Energy 

Charge … is at the time of giving such Price Review Notice eighty five per cent (85%) or 
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less than the Comparator”, the “Comparator” being defined as the market price at the date 

of the relevant Price Review Notice for natural gas being supplied.   

393. In November 2002, Esso wrote to ESB requesting a review of the Energy Charge, 

which was rejected by the ESB on the basis that Esso had based the market price on the 

price for 12-month contracts rather than long-term contracts.  As the parties could not 

agree, arbitrators were appointed.  ESB challenged the jurisdiction of the arbitrators on 

the grounds that as Esso‟s market price calculation was flawed, the price review notice 

was invalid and the therefore the arbitrators lacked jurisdiction.  In an application to the 

English High Court, Esso argued that confidentiality obligations in long terms contracts 

meant that the parties were aware that obtaining such market information would be 

difficult, and accordingly a market price such as the one Esso had used was appropriate.  

Mr Justice Moore-Bick rejected this argument, holding that the arbitrators did not have 

jurisdiction and dismissing Esso‟s application.  

RWE v Gazprom (ICC Arbitration)  

394. On 27 June 2013, an ICC Arbitral Tribunal partially upheld RWE‟s claim to adjust 

the contract price formula in its long term contract with Gazprom Export.   

395. As is to be expected in such a case, full details of the arbitration, and in particular, the 

contract at issue, the submissions of the parties and the actual award, are not publically 

available.   

396. However, a press release issued by RWE provided significant details of the award.  In 

particular, the press release stated “In its final award, the tribunal awarded RWE a 

reimbursement for payments made since May 2010 and adjusted the purchase price 

formula of the contract by also introducing a gas market indexation, which according to 

the arbitral tribunal reflects the relevant conditions on the gas market at the time of the 

price revision in May 2010.” 

397. The contracts have not been seen by parties outside the arbitration, and it is possible 

that the amendment was made on the basis of terms contained in the contract.  However, 

in the absence of further information, commentators have described the decision in RWE 

v Gazprom as “a significant and potentially alarming award, for the simple reason that the 

parties to the gas supply contract did not agree to link the contract price to gas spot prices: 

they agreed to link it to oil prices, for better or for worse.” 

Recent arbitrations  

398. There have been an increasing number of arbitration cases over the last few years 

concerning gas price reviews.  In the majority of cases, the details of the dispute and 

relevant documentation have been kept confidential, and therefore little information is 

available is publicly available.  

399. Notable cases include those between gas suppliers such as Qatar‟s RasGas, Russia's 

Gazprom (and subsidiary Promgas), Norway's Statoil ASA, Algerian Sonatrach, and the 

Netherlands' GasTerra and gas importers like Edison, Eon, Distrigas and Endesa. 

Edison  

400. Edison has commenced a number of gas price review arbitrations against various 

suppliers, with a number of challenges resulting in a favourable adjustment to the contract 

price.   
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400.1. In 2011, Edison successfully challenged Russian gas export monopoly 

Gazprom to reduce the cost of long-term gas supplies for 2 billion cubic metres.  

400.2. In September 2012, Edison, which is owned by France's EDF, won in 

arbitration a 450 million euro discount on its LNG supplies from Qatar's Rasgas. 

400.3. In October 2012, Edison won a dispute with Eni to review the price of its 

long-term gas contract from Libya, its second gas arbitration victory in less than a 

month.  In a statement, it said that the overall impact on its 2012 accounts was 

estimated at more than 250 million euros.  

400.4. On 23 April 2013, the Court of Arbitration of the ICC (International Chamber 

of Commerce) decided the award related to the dispute between Edison and 

Sonatrach for the revision of the price of the long term gas contract from Algeria, 

finding in favour of Edison.   The price reduction will have an overall estimated 

impact of about 300 million euros on Edison‟s 2013 EBITDA. 

400.5. In July 2013, it was reported that Edison had filed an arbitration claim against 

Gazprom‟s unit, Promgas, after seeking price revisions since 2012.   

Eon  

401. In July 2012, Russia's Gazprom agreed to amend long-term supply deals for 

Germany's EON in July after the utility lost hundreds of millions of euros on contracts 

linked to oil prices. 

Rasgas  

402. RasGas is still in arbitration with Distrigas over oil indexation of gas prices in their 

SPA contract. 

403. RasGas entered into arbitration with Spanish utility Endesa S.A. in July 2012 over oil 

indexation of gas prices in their SPA contracts. 

GasTerra v Eni  

404. In 2007, GasTerra requested arbitration following failed negotiations with the Italian 

company Eni. GasTerra was of the opinion that it was entitled to increase its prices for 

gas supplied from 2006 on, based on market trends for the period from 2003 to 2006. 

Two arbitrations were commenced under the ICC and UNCITRAL rules.  

405. In September 2012, the UNCITRAL tribunal awarded GasTerra a price increase 

worth approximately EUR 850 million, which also applies to future deliveries under the 

contract.  The dispute between the ICC tribunal continues.   

Key issues for LNG price review arbitrations  

406. Both buyers and suppliers should be aware of some of the challenges faced in both 

drafting a LNG price review arbitration clause, and the arbitrations arising from such 

clauses. A full review is outside the scope of this article, but issues which should be borne 

in mind by the parties include:  

406.1. In drafting the price review clause, ensure that it is enforceable (note that 

“agreements to agree” may not always be enforceable depending on the governing 

law of the contract) and that it is not open to abuse by either party.  

406.2. Ensure that realistic and practical triggers and time limits are set out in the 

price review clause – LNG price review arbitrations can (like any arbitration) be time 
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consuming and expensive.  Parties should consider whether there should be a 

provision preventing the commencement of a new price review process either during 

the arbitration or for a certain period after the previous proceedings have concluded.  

406.3. There should be clear provisions in the price review clause as to the extent and 

manner in which the arbitrators can amend the pricing formula – parties should 

consider what, if any, restrictions to place on the amendment of the formula, and the 

use of “baseball” arbitration.  

406.4. Selection of arbitration institution and rules governing the arbitration – are 

such rules to be applied to the arbitration in whole, or should there be amendments 

(for example, to the disclosure rules/application of the emergency arbitrator 

procedure where appropriate). Parties may also consider whether a distinct procedure 

should apply to price review arbitrations, with a different procedure applying to other 

breaches or disputes arising out of the remainder of the LNG contract.  

406.5. Note that as it is still a specialised area, there can be frequent conflicts of 

interest and a perception that some lawyers/experts/arbitrators are seen as “pro-

buyer” or “pro-supplier”.   

 

KEY POINTS:  

- Given the recent entry into a multi-billion dollar agreement between Qatar and 

Pakistan for the supply of LNG, it is important that parties are aware of the key terms 

of such agreements (particularly as this is likely to be one of a number which Pakistan 

will enter into in the coming years).  

- Historically, long term contracts for the sale and purchase of LNG have been entered 

into, with such contracts having a duration of 15 years or longer, and accordingly 

include a price review clause which allows one or both parties to instigate a review of 

the contractual price formula either periodically or in response to market changes.  

- There is no “standard” form of a price review clause.  Parties will negotiate a clause 

which suits the particular circumstances of their relationship and transaction.  Key 

points to be considered are the nature of the trigger, the method of resolving disputes as 

to the price review, and the parameters which an arbitrator (or expert) is to work 

within. 

- Both buyers and suppliers should be aware of some of the challenges faced in both 

drafting a LNG price review arbitration clause, and the arbitrations arising from such 

clauses.  
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Annex 1: Sample Power Purchase Agreement 

 

Due to the length of such agreements, they are not included in this paper for the purposes of 

brevity.  

However, the PPIB has published a number of sample Pakistan-specific PPAs and 

Implementation Agreements on its website (www.ppib.gov.pk): 

 Oil and Gas: http://www.ppib.gov.pk/N_secdoc_oilgas.htm  

 Hydropower: http://www.ppib.gov.pk/N_secdoc_hydel.htm  

 Coal: http://www.ppib.gov.pk/N_secdoc_coal.htm  

 

  

http://www.ppib.gov.pk/
http://www.ppib.gov.pk/N_secdoc_oilgas.htm
http://www.ppib.gov.pk/N_secdoc_hydel.htm
http://www.ppib.gov.pk/N_secdoc_coal.htm
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Annex 2: Power Purchase disputes  

A significant proportion of PPA disputes are addressed through arbitration, and therefore 

subject to confidentiality restrictions.  However, in recent years, a number of disputes have 

(in some cases, to a limited extent) become public, either through publication of the 

arbitral/judicial decision, or by press coverage.   

The following table provides a short summary of some disputes, including the basis of the 

dispute and its resolution by reference to country in terms of alphabetical order.  

 

Parties Country/date Summary 

TransAlta 

Corporation v. 

Enmax 

Corporation 

Canada, 2001 A major power generation company sought a ruling 

from an arbitration board that a mechanical breakdown 

was an event of force majeure under the Power Purchase 

Agreement with a power distribution company. The 

arbitration board found that there was a limited force 

majeure and ordered opposition to pay over $47 Million 

in repairs. 

 

[Note that TransAlta and Enmax have also been 

involved in subsequent arbitrations relating to billing 

under the PPA and the use of indices, which were 

considered by the Alberta Court of Appeal as to the 

application of the doctrines of res judicata and issue 

estoppel.] 

TransCanada v 

TransAlta 

Canada, 2012 Under the PPA between TransCanada and TransAlta, 

TransCanada was entitled to 100 per cent of the 

generating capacity of the 560 MW Sundance A coal-

fired power generating facility until the PPA expired at 

the end of 2017.  In December 2010, Sundance A Units 

1 and 2 were withdrawn from service and shortly 

thereafter, TransAlta claimed force majeure and 

economic destruction under the terms of the PPA. 

The arbitral tribunal ordered TransAlta to rebuild these 

units and limited their force majeure claim from 

November 20, 2011 until a period of time that the units 

can reasonably be returned to service. 

TermoRio S.A. 

E.S.P. 

(TermoRio) v 

Electrificadora 

del Atlantico S.A. 

E.S.P. 

(Electranta) 

Colombia, 

2000 

In 1997, TermoRio S.A. E.S.P. and Electrificadora del 

Atlantico S.A. E.S.P (Electranta) entered into a PPA, 

under which TermoRio agreed to generate and supply 

electricity to Electranta, a Colombian state-owned 

public utility.   

 

In 1998, the Colombian government started to privatize 

projects, including Electranta. It transferred the assets of 

Electranta to a new company but insisted that the 

obligations remained with Electranta – Electranta 

breached the PPA as it was required to purchase 

electricity from TermoRio, but had no assets to pay.  
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Parties Country/date Summary 

 

TermoRio commenced arbitration against Electranta and 

Colombia under ICC rules in line with the PPA 

provisions, and was awarded US$60 million. Colombia 

and Electranta refused to pay the award, and Electranta 

filed an "extraordinary writ" in a Colombian court to 

overturn the award. Subsequently, Colombia's highest 

administrative court, the Council of State (Consejo de 

Estado), nullified the award because the PPA's 

arbitration clause violated Colombian law (the 

Colombian law in effect at the time the PPA was 

executed did not expressly allow the use of ICC rules, 

and therefore the arbitration had not been conducted in 

accordance with the law of Colombia.   

 

[Attempts by TermoRio to enforce the arbitration award 

in the US were declined by the District Court of 

Columbia and the US Court of Appeals, on the basis that 

as the award had been lawfully set aside by a 

"competent authority" in Colombia, TermoRio could not 

seek enforcement of the award under the New York 

Convention.] 

Duke Energy 

Electroquil 

Partners and 

Electroquil SA v 

Ecuador (ICSID 

Case 

No.ARB/04/19) 

Ecuador, 

2008 

The claimants commenced arbitration before ICSID 

based on both the arbitration agreement in the PPA and 

the Ecuador/US bilateral investment treaty, alleging 

breaches of both.  The alleged breaches related to 

improper levying of fines, failure to pay invoices (and 

interest) on time, imposition of improper taxes, and 

failure to deal with the claims in local courts.   

 

The ICSID tribunal awarded the electricity provider 

Electroquil SA US$ 5,578,566 plus interest stemming 

from several breaches of the PPA. The Tribunal 

concluded that INECEL and Ecuador were in breach of 

the PPA on several counts, including improperly 

penalizing Electroquil and failing to abide by the 

payment schedule stipulated in the PPA. While Ecuador 

was also found to have breached the Ecuador-US 

bilateral investment treaty (fair and equitable standard 

and breach of the umbrella clause), those violations did 

not result in additional monetary damages.   

Balkan v Ghana Ghana, 2014 Balkan Energy Ghana Ltd and the Government of 

Ghana entered into a PPA on 27 July 2007, under which 

Balkan was to make the Osagyefo power barge 

operational within 90 days. 

 

Balkan failed to make the barge operational within the 

required 90 days, and following a failure to come to an 

agreement between the parties, Balkan filed for 
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Parties Country/date Summary 

arbitration under UNCITRAL Rules at the Hague 

(pursuant to the dispute resolution procedures in the 

PPA).   

 

The Permanent Court of Arbitration held that the PPA 

was valid, though not properly performed by Balkan, 

and that the PPA had been terminated by Ghana. It 

awarded Balkan US$12 million in damages for work 

carried out under the PPA, but rejected Balkan‟s claim 

for $3 billion dollar under the PPA‟s multi decade 

tolling fee provisions as well as its claim for $40 million 

for unjust enrichment.  The PCA also awarded 

US$300,000 to the government of Ghana. The PCA also 

granted $300,000 to the Government in damages, for the 

time the Barge spent out of action during the arbitration.  

The PCA dismissed the argument that the PPA was 

invalid due to a lack of Ghanaian parliamentary 

approval (although the reasoning has not been made 

public).  

Electrabel S.A. v. 

the Republic of 

Hungary (ICSID 

Case 

No.ARB/07/19) 

Hungary, 

2007 

In October 1995, MVM (a Hungarian State-owned 

electricity supply company) entered into a PPA with 

Dunamenti, a Hungarian generator that owned and 

operated the Dunamenti power plant.  Under the PPA, 

Dunamenti was to supply capacity until December 2010 

(extended to December 2015).  Between 1995 and 2001, 

Electrabel (a Belgian energy generation and sales 

company) acquired 74.8 percent of Dunamenti‟s shares.  

In 2005, the European Commission commenced an 

investigation into whether MVM‟s purchasing 

obligations under the PPA constituted state aid to the 

Hungarian generators.   Hungary reintroduced regulated 

pricing in 2006, forcing a 40 percent reduction in 

Dunamenti‟s prices.  In June 2008, the European 

Commission issued a final decision, finding that it did 

constitute state aid, and requested that it terminate the 

state aid within 6 months.  Hungary terminated 

Dunamenti‟s PPA in January 2009.  

Electrabel commenced arbitration in 2007 before ICSID, 

alleging that Hungary‟s conduct breached the standards 

of non-expropriation and fair and equitable treatment.  A 

decision on jurisdiction, applicable law and liability was 

handed down in November 2012, with an award being 

handed down in November 2015. The tribunal dismissed 

all the claims, but reserved a decision on whether a 

failure to make a certain payment constituted a breach of 

fair and equitable treatment until 2016 when a final 

calculation would be possible.  

Subsequently, in Electrabel SA and Dunamenti Eromu 

Zrt v European Commission (T-179/09) [2014] 3 CMLR 
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Parties Country/date Summary 

36, the General Court upheld a decision of the European 

Commission that the purchase obligations contained in 

the PPAs in question constituted unlawful state aid in 

that they required the purchaser “to purchase a certain 

capacity and a guaranteed minimum quantity of 

electricity at a price covering capital, fixed costs and 

variable costs over a significant part of the lifetime of 

the generating units, thereby guaranteeing to the 

generators a return on investment”. On 1 October 2015, 

in Electrabel SA and Dunamenti Eromu Zrt v European 

Commission [2015] EUECJ C-357/14, the European 

Court of Justice dismissed the companies‟ appeal 

against the decision of the General Court.  

AES Summit 

Generation Ltd 

and AES-Tisza 

Eromu Kft v 

Republic of 

Hungary (ICSID 

Case 

No.ARB/07/22) 

Hungary, 

2010 

In 1996, during the partial privatisation of the Hungarian 

energy sector, the claimant UK company (“AES”) made 

a $130 million investment in several power stations in 

Hungary. AES and Hungary entered into a PPA which 

established a pricing formula which would be applied 

after Hungary ceased to centrally administer the prices 

of energy generation. Public outrage later ensued 

directed against perceived high profits of public utility 

companies, which led to Hungarian decrees restoring the 

former administrative pricing system, which in turn led 

to significant revenue losses for AES. 

 

AES commenced an ICSID claim against Hungary 

pursuant to the Energy Charter Treaty, contending, inter 

alia, that, by virtue of Hungary‟s obligations under the 

PPA, it had had a “legitimate expectation” that there 

would be no reintroduction of the administrative pricing 

system. In an award dated 23 September 2010, the 

tribunal dismissed AES‟ claims, finding specifically in 

relation to the PPA that, by virtue of the fact that there 

was no “stabilisation clause” that would limit Hungary‟s 

sovereign rights to change its own laws, there was 

nothing to prevent Hungary reintroducing its former 

administrative pricing system. Since Hungary could not 

give AES such an assurance that the former system 

would be reintroduced, there could be no “legitimate 

expectation” on the part of AES. The tribunal further 

declared Hungary‟s acts to be a legitimate and 

proportionate exercise of regulatory power. 

Dabhol v MSEB India, 2005 In December 1993, a PPA was executed between the 

Maharashtra State Electricity Board (“MSEB”) and the 

Dabhol Power Corporation (“DPC”) (a local corporation 

owned by Enron (80%), General Electric (10%) and 

Bechtel (10%)) in respect of the “Dabhol” power project 

(the largest independent power generation facility in the 

world, equipped with its own regasification plant, 
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Parties Country/date Summary 

pipelines and LNG port with tankers). The payment 

obligations of MSEB were guaranteed by both the 

Government of Maharashtra state (“GOM”) and 

Government of India (“GOI”). On the basis of the PPA 

and the guarantees, Enron raised $1.9 billion from state-

owned Indian banks, export credit agencies, offshore 

commercial lenders and the US Government‟s Overseas 

Private Investment Corporation (“OPIC”). The project 

was the subject of significant political opprobrium 

within India (including allegations of bribery of public 

officials), and following a change in political control in 

1995, the Maharashtra authorities cancelled the Dabhol 

project. The Finance Minister of Maharashtra stated: 

“We have refused to honor our contractual obligations 

by choice. It is our strategic decision not to pay [on the 

guarantee agreements]…as we want to scrap the power 

purchase agreement that the state has with [DPC]”.  

 

DPC commenced arbitration in London, against which 

MSEB sought an anti-arbitration injunction in the 

domestic Indian courts. After the tribunal issued an 

interim award ruling that it had jurisdiction, this 

arbitration was settled through tariff renegotiation, the 

signing of an amended PPA, project cost reduction and 

Enron‟s sale of part of its interest to an affiliate of 

MSEB.  

 

However, MSEB began to make delayed payments and 

then non-payments around October 2000. DPC sought 

to enforce the guarantee agreements with GOM and 

GOI, and then commenced London arbitration under the 

PPA in April 2001. By June 2001, the Dabhol project 

had collapsed. MSEB requested the Maharashtra State 

Regulatory Commission (“MSRC”) to find that it had 

jurisdiction and to restrain DPC from pursuing 

international arbitration. The Commission made such a 

finding – this ruling went to the Indian Supreme Court 

twice yet was still unresolved when the final settlement 

occurred in 2005. For their own part, GOM and GOI 

also obtained anti-arbitration injunctions in the Bombay 

and Delhi High Courts respectively. 

 

Further arbitrations were brought in the USA concerning 

OPIC‟s refusal to pay out on the insurance agreements. 

An American Arbitration Association tribunal ordered 

OPIC to pay out, which led to the US Government 

commencing an arbitration against GOI for claims to 

which OPIC was subrogated under a US-India 

Investment Guarantee Agreement. Separately, through 



92 
 

Parties Country/date Summary 

subsidiaries in Mauritius and the Netherlands, the US 

companies brought arbitrations against GOI under the 

relevant bilateral investment treaties concerning disputes 

arising out of a shareholders agreement. In 2005, the 

ICC issued an award in respect of the Mauritius BIT 

claim finding against India.  

 

The overall dispute was finally settled later in 2005. 

Reliance Power v 

11 Independent 

Power Producers. 

India, 2012 According to press reports, Reliance Power filed its 

statement of claim in the Indian Council of Arbitration 

under the Indian Arbitration and Conciliation Act 1996 

against the 11 Procurers of its Krishnapatnam Ultra 

Mega Power Project (the Power Purchase Agreement at 

issue was said to provide for resolution of disputes by 

Arbitration under the Indian Arbitration and 

Conciliation Act 1996). 

The Statement of Claim cited relevant clauses under the 

Power Purchase Agreement signed between Coastal 

Andhra Power Ltd (CAPL), the wholly owned 

subsidiary of Reliance Power Ltd, and procurers 

comprising 11 state distribution companies in four 

states.  

Press reports indicated that CAPL‟s position was that 

the change in regulations in Indonesia, which is beyond 

its control has impacted all imported coal fired projects 

in India with nearly 15,000 MW capacity involving an 

investment of nearly Rs.75,000 crore.  The companies 

impacted had appealed to the government to permit 

them to increase power tariffs from the affected plants. 

The government has asked the producers and the 

procurers to resolve the matter bilaterally. 

Karaha Bodas v 

Indonesia 

Indonesia Arbitral tribunal awarded substantial damages to a US 

independent power investor in Indonesia after the 

Indonesian state electricity company PLN refused, in the 

context of the 1998 Indonesian economic crisis, to let 

the project go forward and also refused to comply with 

its subsequent take-or-pay obligation. The Karaha Bodas 

award has been criticized for misunderstanding 

valuation methods and for awarding in effect twice 

damages ('double-counting') 

AES Corporation 

and Tau Power 

B.V. v. Republic 

of Kazakhstan 

(ICSID Case 

No.ARB/10/16) 

Kazakhstan, 

2013 

Dispute arose out of ownership of power 

facilities/companies.  Following imposition of fines and 

tariff restrictions by the Kazakhstan competition 

authorities, the claimant filed a dispute with ICSID 

citing a breach of the fair and equitable treatment 

standard and denial of justice. By way of an award dated 

1 November 2013, the tribunal found liability but no 

damages were awarded.  

HUBCO v Pakistan In Hubco v Wapda, the Water and Power Development 
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WAPDA Authority (Wapda) (an entity of Pakistani government), 

and a foreign company (Hubco) completed a power 

purchase agreement that included an arbitration clause 

providing for ICC arbitration in London.  The governing 

law of the PPA was English law. The agreement was 

amended a number of times under different Pakistani 

administrations.  Subsequently, an investigation was 

launched into irregularities in the Hubco deal; and 

during the same period, following consumer action in 

the Pakistani courts (including the Supreme Court), the 

tariff was reduced.  Hubco sought to refer the matter to 

arbitration in line with the ICC arbitration clause in the 

PPA; however, Wapda alleged corruption and sought an 

anti-arbitration injunction.  By a 3-2 decision, the 

Pakistan Supreme Court held that the dispute was not 

arbitrable as it involved, amongst other issues, criminal 

behavior.  

Karkey Karadeniz 

Elektrik Uretim 

A.S. v. Islamic 

Republic of 

Pakistan (ICSID 

Case No. 

ARB/13/1) 

Pakistan, 

2013-2016 

The US$2.1billion dispute, relating to an investment in a 

rental power project in Pakistan, was registered by the 

Turkish claimant with ICSID on 8 February 2013. In 

March 2012, the Supreme Court of Pakistan declared all 

RPP deals as void, and authorized the National 

Accountability Bureau to take action against them, and 

ordered recovery of $120 million.  The company refused 

to pay, and accused Pakistan of breaching the 

Turkey/Pakistan BIT, including by unlawfully detaining 

the company‟s power ships and energy-producing 

vessels.   

On 16 October 2013, the Tribunal confirmed its 

jurisdiction on a prima facie basis and issued a 

provisional measures decision ordering Pakistan to 

release, on a temporary basis, the largest of four 

powerships owned by Karkey which Pakistan 

unlawfully detained in its territorial waters. In July 

2014, the provisional measures order was modified to 

make the release of the ship permanent. On 13 May 

2014, the Tribunal denied Pakistan's request to bifurcate 

the proceedings.  The Tribunal comprises of: 

 Yves DERAINS (French, President) - Appointed 

by the Chairman of the Administrative Council; 

 Horacio A. GRIGERA NAÓN (Argentine) - 

Appointed by the Claimant(s); 

 David A.O. EDWARD (British) - Appointed by 

the Chairman of the Administrative Council 

On 10 February 2016, the Tribunal handed down 

Procedural Order No. 13. 

National 

Transmission and 

Dispatch 

Pakistan, 

2015 

In 2015, it was reported that nine independent power 

producers were seeking international arbitration in 

respect of a dispute with the Pakistan National 
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Company v 

Various 

independent 

power producers 

Transmission and Dispatch Company (NTDC), over 

payments alleged owed by the government to the IPPs 

(named as Hub Power Company (Narowal), Sapphire 

Electric Company Limited, Halmore Power Generation 

Company (Pvt) Limited, Liberty Power Tech Limited, 

Atlas Power Limited, Nishat Chunian Power Limited, 

Nishat Power Limited, Orient Power Company (Pvt) 

Limited, and Saif Power Limited. 

 

The dispute concerns a payment of RS11 billion, which 

the IPPs said should have been paid.  In domestic 

arbitration (the government and IPPs agreed to refer the 

dispute to arbitration by a retired judge of the Supreme 

Court of Pakistan, Muhammad Sair Ali), the judge 

declared that the amount was payable.  The NTDC did 

not challenge the decision, but sought a stay order from 

a civil court in Lahore.  The IPPs have sought 

enforcement of the decision pursuant to the international 

arbitration clause in the PPA.  No further details are 

available of the status of the arbitration.  

Tanzania Electric 

Supply Company 

Limited v 

Independent 

Power Tanzania 

(ICSID Case No. 

ARB/98/8) 

Tanzania, 

2001  

The dispute arose out of a 1995 power purchase 

agreement.  In 1997, it became apparent that 

Independent Power Tanzania were using different 

machinery from that agreed in the PPA, and Tanzania 

Electric Supply Company Limited (wholly owned by the 

Government of Tanzania) was under pressure to defer or 

terminate the agreement and dealing with a different 

consortium.  In April 1998, the Tanzanian government 

served a notice of default (relating to the machinery) and 

subsequently filed a request for arbitration before 

ICSID.  

A series of decisions were handed down (including 

Decision on the Respondent's Request for Provisional 

Measures, Decision on Preliminary Issues and Decision 

on Tariff and Other Remaining Issues), culminating in 

the award of the Tribunal was handed down on 12 July 

2001 (to which the previous decisions were annexed).  

The Tribunal rejected the argument that the PPA had 

been repudiated due to IPT‟s breach but accepted many 

of Tanzania Electric Supply Company Limited‟s claims 

for tariff reduction.  

In a related arbitration, Standard Chartered Bank (Hong 

Kong) Ltd v Tanzania Electric Supply Company Ltd 

(ICSID Case No.ARB/10/20), the claimant bank 

commenced ICSID arbitration as an assignee of rights 

under the PPA. A jurisdictional issue arose as to 

whether such assignment of rights was valid as a matter 

of domestic Tanzanian law (in that it required 

registration). The Tribunal held, inter alia, that the 
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assignment of the right to ICISD arbitration (as 

contained in the PPA) was something of which a third 

party would need notice and therefore did not require 

registration in order to be assigned as a matter of 

Tanzanian law. However, the Tribunal further held that 

its jurisdiction to grant relief was limited only to rights 

that arose under the PPA itself and not those that arose 

under related finance arrangements. The effect of this 

was that the Tribunal did not have jurisdiction to grant 

monetary relief, but could make declaratory orders as to 

amounts owed by the Tanzanian Electric Supply 

Company. 

Cedar Bay 

Generating 

Company v 

Florida Power & 

Light 

United States Cedar Bay Generating Company won in a trial resulting 

in a $18 million jury verdict against Florida Power & 

Light for breaches of a Power Purchase Agreement. The 

dispute involved issues relating to dispatching, 

engineering and damages.  Cedar Bay secured an order 

affirming the jury verdict on appeal. 

Logan Generating 

Company, an 

affiliate of PG&E 

National Energy 

Group v Atlantic 

City Electric 

Company 

United States Atlantic City sought termination of a $3 billion, 30-year 

contract, based on a dispute over heat rate testing at the 

facility and resulting energy prices. After over 30 days 

of testimony regarding the contract negotiations, the 

testing on which energy prices had been based, 

American Society of Mechanical Engineers standards, 

and the manner in which the facility was operated 

during prior tests, the arbitrators denied Atlantic's 

request for termination, rejected its damage claim for 

seven years of alleged overcharges, and specified 

parameters for determining facility heat rate and pricing 

for the previous two years and prospectively. 

Unknown Unknown In confidential arbitration, claimant independent power 

producer asserted claims for wrongful termination of 

two Power Purchase Agreements and unlawful seizure 

of contractual deposits by the respondent utilities. 

Claimant prevailed on force majeure defense after 

twelve-day evidentiary hearing before panel of 

arbitrators and obtained a favorable award. 
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Annex 3: Further Reading 
Hathaway R and Kugelman M (eds), Powering Pakistan (2010) 

Lodhi AL, Costing and Tariff Setting in Power Sector of Pakistan (ICMA Pakistan)  

USAID, The Causes and Impacts of Power Sector Circular Debt in Pakistan (2013) 

Aziz RA and Ahmad MB, Pakistan‟s Power Crisis: The Way Forward (United States 

Institute of Peace) (2015) 

Mokhatab S et al (eds), Handbook of Liquefied Natural Gas (2013) 

Griffin P, Liquefied Natural Gas: The Law and Business of LNG (2012) 

„Power Purchase Agreements (PPAs) and Energy Purchase Agreements (EPAs)‟ on the 

website of the Public-Private Partnership in Infrastructure Resource Centre 

(http://ppp.worldbank.org/public-private-partnership/sector/energy/energy-power-

agreements/power-purchase-agreements) 

„Understanding Power Purchase Agreements‟ (published under auspices of Power Africa) 

(http://go.usa.gov/FBzH) 

 

http://ppp.worldbank.org/public-private-partnership/sector/energy/energy-power-agreements/power-purchase-agreements
http://ppp.worldbank.org/public-private-partnership/sector/energy/energy-power-agreements/power-purchase-agreements
http://go.usa.gov/FBzH

