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APPENDIX 
i.
Public Comments 
1. Background

1.1. Sui Northern Gas Pipelines Limited (the petitioner) is a public limited company, incorporated in Pakistan, and listed on the stock exchanges at Karachi, Lahore and Islamabad. It is engaged in the businesses of construction and operation of gas transmission and distribution pipelines, sale of natural gas, and sale of gas condensate (as a by-product). 

1.2. The petitioner filed a petition on November 29, 2007 (the first petition), under Section 8(1) of the Oil & Gas Regulatory Authority Ordinance, 2002 (the Ordinance) and Rule 4(2) of the Natural Gas Tariff Rules, 2002 (NGT Rules), for determination of its estimated revenue requirement for FY 2008-09 (said year), at Rs. 157,976 million including operating cost of Rs. 15 million on account of supply of CNG to Lillah Town (the amounts have been rounded off to the nearest million here and elsewhere in this document), estimated operating income at Rs. 129,069 million, and estimated shortfall of Rs. 28,907 million translating into an increase of Rs. 48.40 per MMBTU in the current average prescribed price. The shortfall is mainly due to anticipated increase in well-head gas prices consequent upon sharp increase envisaged in the international prices of Crude Oil (crude) and High Sulphur Fuel Oil (HSFO).   

1.3. The petitioner submitted an amended petition (the petition) on February 20, 2008, incorporating the effect of revised prescribed prices and sale prices effective January 01, 2008 which were notified by the Authority on January 01, 2008 and unprecedented sharp increase in prices of crude & HSFO in the international market coupled with drift in Rupee v/s US $ parity since submission of the first petition. The petitioner also made some adjustments in certain heads of operating cost increasing the claimed shortfall to Rs. 41,514 million in order to meet the revenue requirement for the said year of               Rs. 178,329 million, through increase in the average prescribed price by Rs. 69.50 per MMBTU with effect from July 01, 2008. 
1.4. The petitioner has submitted the following statement of cost of service per MMBTU:

Table 1:   Comparison of Projected Cost of Service with Previous Years
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Units sold  (BBTU)        541,569        568,680    597,306 

Cost of gas sold

183.11           191.84          256.83      

Transmission and distribution cost 

10.55             14.06             18.12        

Depreciation

7.41                8.70               10.68        

Return on net average operating fixed  assets

11.13             11.36             12.93        

Other operating income

(4.33)              (4.13)              (4.25)         

Cost of service / prescribed price 207.87 221.84 294.31

Current average prescribed price 207.87           221.84          224.80      

Increase requested in the average prescribed price

-                  -                 69.50        

Rs. per MMBTU

FY 2006-07

Particulars


1.5. The Authority admitted the petition for consideration, as a prima facie case for evaluation existed and it was otherwise in order.
1.6. A notice inviting interventions / comments on the petition from the consumers, general public and other interested / affected persons, was published in daily newspapers, namely: The News (combined), Nawa-e-Waqt (combined), Jang (combined) & Mashriq (Peshawar), on March 06, 2008. The Authority received 95 applications to intervene in the proceedings from the following persons / entities:
	Sr. No
	NAME OF THE INTERVENERS
	Sr No.
	NAME OF THE INTERVENERS

	1.
	All Pakistan CNG Association, Rawalpindi
	2.
	All Pakistan Textile Mills Association, Lahore, through Rashid Law Associates

	3.
	Mehmood Elahi Engineer, Faisalabad
	4.
	Pakistan Association of Automotive Parts & Accessories Manufacturers, Lahore

	5.
	Ihsan Raiwind Mills (Pvt.) Limited, Lahore
	6.
	Ihsan Cotton Products (Pvt.) Limited, Lahore

	7.
	Ihsan Sons (Pvt.) Limited, Lahore
	8.
	Bhimra Textile Mills (Pvt.) Limited, Lahore

	9.
	Shadman Cotton Mills Limited, Lahore
	10.
	Akram Industries Limited, Lahore

	11.
	Fazal Cloth Mills Limited, Multan
	12.
	Bhanero Textile Mills Limited, Lahore

	13.
	Faisal Spinning Mills Limited, Lahore
	14.
	Hira Textile Mills Limited, Lahore

	15.
	Amin Textile Mills Limited, Lahore
	16.
	Ayesha Textile Mills Ltd., Lahore (Unit 1)

	17.
	Ayesha Textile Mills Limited, Lahore (Unit No.2)
	18.
	Samin Textile Limited, Lahore

	19.
	Blessed Textile Limited, Lahore
	20.
	Redco Textile Limited, Islamabad

	21.
	Khalid Nazir Spinning Limited, Lahore
	22.
	Sarfraz Yaqub Textile Mills Ltd., Multan

	23.
	Ahmed Din Textile Mills (Pvt.) Limited, Faisalabad
	24.
	Ittehad Private Limited, Faisalabad

	25.
	Prosperity Weaving Mills Ltd., Lahore
	26.
	Ellcot Spinning Mills Limited, Lahore

	27.
	Sikandar-e-Azam & Sons, Sheikhupura
	28.
	Gulshan Weaving Mills Limited, Lahore

	29.
	Gulistan Textile Mills Limited, Lahore
	30.
	Gulistan Spinning Mills Limited, Lahore

	31.
	Gulshan Spinning Mills Limited, Lahore
	32.
	Idrees Textile Mills Limited, Karachi

	33.
	Shafi Texcel Limited, Kasur


	34.
	Crescent Cotton Mills Products, Lahore

	35.
	Suraj Cotton Mills Limited
	36.
	Shams Textile Mills Limited, Lahore

	37.
	Monnoowal Textile Mills Limited, Lahore
	38.
	The Lahore Textile & General Mills Limited, Lahore

	39.
	Kohat Textile Mills Limited, Islamabad
	40.
	Saif Textile Mills Limited, Swabi

	41.
	Tata Textile Mills Limited, Karachi
	42.
	J.K Fibre Mills Limited, Faisalabad

	43.
	Moiz Textile Mills Limited, Lahore
	44.
	Riaz Textile Mills Limited, Lahore

	45.
	D.M Textile Mills Limited, Rawalpindi
	46.
	J.K Spinning Mills Limited, Faisalabad

	47.
	Ali Leather Works (Pvt.) Limited, Lahore
	48.
	Anjum Textile Mills Limited, Faisalabad

	49.
	Shaheen Cotton Mills Limited, Lahore
	50.
	Shahzad Textile Mills Limited, Lahore

	51.
	Apollo Textile Mills Limited, Karachi
	52.
	Dawood Spinning Mills Limited, Lahore

	53.
	Colony Industries (Pvt.) Limited, Lahore
	54.
	Abu Bakar Textile Mills Limited, Lahore

	55.
	Colony Mills Limited, Multan
	56.
	Ejaz Textile Mills Limited, Lahore

	57.
	Amjad Textile Mills Limited, Lahore
	58.
	Din Textile Mills Limited, Lahore

	59.
	Azgard-9 Limited, Lahore
	60.
	North Star Textile Mills Limited, Lahore

	61.
	Anam Weaving Mills Limited, Lahore
	62.
	Ejaz Spinning Mills Limited, Lahore

	63.
	Empire Textile Mills Limited, Lahore
	64.
	Surriya Textile Mills Limited, Multan

	65.
	Indus Dyeing & Manufacturing Co. Multan
	66.
	Bilal Fibers Limited, Lahore

	67.
	Resham Textile Industires Limited, Lahore
	68.
	Chenab Limited, Faisalabad

	69.
	Masood Fabrics Limited, Multan
	70.
	Mahmood Textile Mills Limited, Multan

	71.
	Roomi Fabrics Limited, Multan
	72.
	Masood Spinning Mills Limited, Multan

	73.
	All Pakistan Textile Processing Mills Association, Faisalabad, Lahore and Gujranwala regions
	74.
	Ibrahim Fabrics Limited, Faisalabad

	75.
	Eastern Spinning Mills Limited, Lahore
	76.
	Al-Nasar Textiles Limited, Lahore

	77.
	Pak Kuwait Textile Limited, Lahore
	78.
	Indus Home Limited, Lahore

	79.
	Comfort Knitwears, Lahore
	80.
	Kunjah Textile Mills Limited, Lahore

	81.
	Crescent Bahuman, Lahore
	82.
	Khalid Rafique Spinning Mills Limited, Lahore

	83.
	S. Fazal Elahi and Sons, Lahore
	84.
	Pak Panther Spinning Mills Limited, Lahore

	85.
	Yaser Food Industries Limited, Lahore
	86.
	Sunrise Bottling Co. Limited, Lahore

	87.
	Ruby Textile Mills Limited, Lahore
	88.
	Shahbaz Garments (Pvt.) Limited, Faisalabad

	89.
	Shahpur Textile Mills Limited, Lahore
	90.
	Naveena Industries Limited, Karachi

	91.
	Imperial Textile Mills Limited, Faisalabad
	92
	Tariq Mustafa Ramzan & Co., Cost & Management Accountants, Lahore

	93
	The Lahore Chamber of Commerce & Industry, Lahore
	94.
	Qadir Gas Services, Pattoki By-Pass, Lahore

	95.
	Tanveer Spinning & Weaving Mills, Lahore, through Raja Mohammad Akram & Co. Lahore, Advocates and legal consultants
	
	



The Authority accepted all the above mentioned applications for intervention.
1.7. A notice intimating the date, time and place of the public hearing, was published in the daily newspapers, namely: The News (combined), Daily Jang (combined), Nawa-e-Waqat and Mashriq (Peshawer) on April 06, 2008.
2. Salient Features of the Petition

2.1. The petitioner has made the following main submissions:

2.1.1. The petitioner has claimed annual return at the rate of 17.5% of the net fixed assets, before corporate income tax, interest, mark-up and other charges on debt, in accordance with the requirement of World Bank loan covenants and license condition No. 5.2.

2.1.2. The petitioner has projected a gross addition of Rs. 21,141 million in the fixed assets and net addition, ex-depreciation of Rs. 14,763 million, resulting in projected increase in the net operating fixed assets from Rs. 45,235 million in FY 2007-08 to Rs. 59,998 million during the said year. The petitioner has further claimed that, after adjustment of deferred credits, the net average operating fixed assets eligible for return work out to Rs. 44,134 million, and the required return to Rs. 7,723 million.
2.1.3. The petitioner has projected the net operating revenues at Rs. 136,816 million, as detailed below (and compared with previous years): 
Table 2:   Comparison of Projected Operating Revenues with Previous Years
[image: image2.emf]FY 2007-08 FY 2008-09
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Sales at current tariff 112,329     122,283          134,277     11,994     10%

Rental & services charges 828             860                  890             30             3%

Surcharge & interest on arrears 673             700                  730             30             4%

Amortization of deferred credit 591             637                  754             117          18%

Other income 253             150                  165             15             10%

Net operating revenues 114,674       124,630            136,816       12,186      10%

Rs. in million

Inc. / (Dec.) over 

RERR

Particulars

FY 2006-07


2.1.4. The petitioner has projected the net operating expenses at Rs. 170,606 million, as detailed below (and compared with previous years): 
Table 3:   Comparison of Projected Operating Expenses with Previous Years 

[image: image3.emf]FY 2007-08 FY 2008-09
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Cost of gas sold 99,166        109,095    153,404         44,309    41%

Transmission & distribution cost 3,535          5,557         7,502              1,945      35%

Gas internally consumed (GIC) 1,956          2,104         2,937              833          40%

Depreciation 4,011          4,948         6,378              1,430      29%

Workers' profit participation fund 224              336            386                 50            15%

Deferral account-           -         ####

Net Operating Expenses 108,892      122,040    170,606         48,566    40%

Rs. in million

Particulars

FY 2006-07

Inc. / (Dec.) 

over RERR


2.1.5. The petitioner has projected Weighted Average Cost of Gas (WACOG) for the said year at Rs. 243.75 per MMBTU, as against Rs. 181.04 per MMBTU provided in RERR for FY 2007-08. The petitioner has explained that cost of gas is linked with international price of crude / fuel oil in accordance with Gas Pricing Agreements (GPAs) executed between the producers and Government of Pakistan (GoP).
2.1.6. The petitioner has projected Unaccounted for Gas (UFG) at 4.80% (32,110 MMSCF), equivalent to the lower target of UFG set by the Authority for the said year. 
2.1.7. The shortfall in the projected revenue requirement to achieve 17.5% return on average net operating fixed assets is estimated at Rs. 41,514 million, requiring increase of Rs. 69.50 per MMBTU in the existing average prescribed price, as detailed below:
Table 4:   Computation of Requested Average Increase in Prescribed Price

[image: image4.emf]FY 2008-09
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A Net operating revenues                                                           

136,816             

B Less: Net operating expenses including WPPF                170,606             

C  Shortfall        A-B

(33,790)              

D Return required @ 17.5% on net fixed assets in operation       

7,723                 

E Total  shortfall  in the revenue requirement    (C - D)

(41,514)              

F Sales volume (BBTU)                                                      

597,306             

G Increase requested in the existing average prescribed price (Rs / 

MMBTU)(E/F x 1000)          

                  69.50 

Rs. in million



Particulars


3. Hearing
3.1. The public hearing was held on April 22, 2008, at Lahore, which was participated by the following: 
Petitioner:

i) Petitioner’s team led by Mr. Abdul Rasheed Lone, Managing Director
Interveners / Participants:

ii) Nazeem Askri, Member Executive Committee, All Pakistan CNG Association 


iii) Col (R) Ehsan ul Haq, Chairman, South Punjab, All Pakistan CNG Association 

iv) Mohammad Aslam Bhuta, Chief Executive, Aslam Pharmaceutical and Member Executive Committee, All Pakistan CNG Association, South Punjab 

v) Tahir Mahmood, Power Manager, JK Fiber Mills Ltd. 

vi) Syed Muzamil Hussain Zaid, Manager, JK Spinning Mills Ltd. Faisalabad

vii) Engr. Riaz Haider, Managing Partner, Quick fill CNG Filling Station and Executive Committee Member, All Pakistan CNG Association 

viii) Engr. M. Arif, DGM Power, Colony Group of Industries, Lahore and Colony Mills Ltd., Multan 

ix) Syed Ahmad, Member Regional Executive Committee, All Pakistan CNG Association

x) Rab Nawaz Khan, Manager PR Admin, Naveena Export Ltd.

xi) Fazal Elahi, Chief Accountant, Dawood Spinning Mills (Pvt.) Ltd.

xii) Sana ur Rehman, Chairman All Pakistan CNG Association

xiii) Tariq Malik Kandaan, Founder Chairman, All Pakistan CNG Association

xiv) Capt. (R) Raza Shuja Anwar, Vice Chairman, All Pakistan CNG Association

xv) Mehmood Elahi, Mehmood Elahi Engineers, Sui Gas Contractors

xvi) Husnain, Power Plant Manger, Sapphire Group

xvii) Rafiq Ahmad Aslam, Manager Coordination, Fazal Cloth Mills Ltd.

xviii) Abdul Hameed Bhutta, General Manager, Ibrahim Fibers Ltd., Faisalabad

xix) Rana Rashid Ahmed, Rashid Engineering Corporation

xx) Tariq H. Dada, General Manager, TATA Textile Mills Ltd.

xxi) Muhammad Khalid, General Manager, Indus Home Ltd.

xxii) Nadeem Butt, Sr. Accounts Executive, Amjad Textile Mills Ltd.

xxiii) Akber Sheikh, Chairman APTMA Punjab

xxiv) Khawar Qadeer Chaudhry, Manager Marketing, CCP & Crescent Ujala 

xxv) Tariq Hameed, General Manager, Monnoowall Textile Mills Ltd.

xxvi) Lt. Col (R) Abdul Qayyum, Deputy General Manager, Shaheen Cotton Mills & Shahzad Textile Mills
xxvii) Sh. M. Ayub, R. Chairman, All Pakistan Textile Processing Mills Association 

xxviii) Shabbir Ahmed, Chairman, Sub Committee Gas, All Pakistan Textile Processing Mills Association

xxix) Majid Ali Wajid, Advocate High Court, Counsel for APTMA

xxx) Ch. Usman Ahsan, Manager Finance, Anjum Textile Mills (Pvt) Ltd.

xxxi) Anis-ul-Haq, Secretary APTMA

xxxii) Shahzad, Finance Manager, Abu-Bakar Textile Mills 

xxxiii) Mumtaz Hussain, Group Manager FSPS, Gulistan Textile

xxxiv) Maj (R) Kamran Hafeez, General Manager, DIN Textile Mills

xxxv) Mansoor Allawala, Director, Idrees Textile Mills

xxxvi) Faisal M. Jamil, Accountant, Pak Kuwait Textile Mills Ltd.

xxxvii) Shahid Mahmood Bhatti, Manager Power Plant, Shafi Texcel  Raiwind, Lahore

xxxviii) Nadeem A. Butt, Chief Executive, Hira Textile Mills Ltd.

xxxix) Mohammad Shakeel, Director, Faisal Spinning

xl) Ahsan Bashir, Director, Suraj Cotton Mills & Shams Textile Mills Ltd.

xli) Mohsin Peracha, Project Coordinator, Shahpur Textile Mills

xlii) Faruqe A. Chishty, Rashid Law Associates, Lahore

xliii) Sikander Ali, Sikander-e-Azam & Sons, Sheikhupura

xliv) Tahir Ayub, General Manager, Khawja Spinning Mills Ltd.

xlv) Hasan Asad Khan, Finance Manager, Rai & Aruj Textile Mills Ltd.

xlvi) M. Haroon Waheed, Manager Admin, Ihsan Sons (Pvt.) Ltd.

xlvii) Zia ul Haq, Manager Imports, Ihsan Cotton Products (Pvt.) Ltd.

xlviii) M. Arshad Bashir, Partner, TMRC, Lahore

xlix) Ghulam Qadir, Qadir Gas Service, Pattoki By-Pass, Lahore

l) Sharjeel Khalid, Director, Khalid Spinning Mills Ltd.

li) Aamir Shiekh, Director, North Star Textile Mills Ltd.

lii) Mahmood Ihsan, Chief Executive Officer, Ihsan Cotton Products

liii) Noor Elahi, Chief Executive Officer, Ruby Textile Mills Ltd, Yaser Food Industries and Sunrise Bottling Company Ltd.

liv) Nadeem Ihsan, Director, Ihsan Raiwind Mills (Pvt.) Ltd.

lv) Naveed Anjum Kazmi, Tax Manager, Akram Industries Ltd.

3.2. The petitioner made submissions in detail with the help of multimedia presentation explaining the basis of the petition. The petitioner also responded to the comments, observations, objections, questions, and suggestions of the participants.
3.3. The substantive points made by the interveners / participants are summarized below:

i. General Comments

3.3.1. The petitioner must make concerted efforts to construct the link pipeline between Tull gas reservoirs and Peshawar to avoid shortage in the next winter.
3.3.2. Efforts must be undertaken to rectify leakages in shortest possible period of time. Poor quality of workmanship must also be rectified.
3.3.3. Profit earned by the petitioner on the customer’s security deposits should be used to fund the shortfall in revenue requirement.
3.3.4. Free gas provided to the executives and staff of the company is being grossly misused, resulting in increased shortfall in the revenue requirement of the petitioner. The same should therefore be abolished.
3.3.5. Industrial units having captive power plants (based on gas) are generating electricity @ Rs. 2.70 per KWh compared with WAPDA price of Rs. 5.00 per KWh, which the remaining industrial consumers have to pay. Gas price for captive power plants should be increased to mitigate the devastating impact of projected price increase of around 30%, which will render the industrial consumers based on WAPDA network, totally uncompetitive. Removal of this anomaly will also provide level playing field to all industrial consumers.
ii. Industrial Consumers – Specific Comments
3.3.6. The industrial consumers vehemently objected to the cross-subsidization of domestic and fertilizer feed-stock sectors at the cost of the industry. They argued that any upward adjustment in gas prices would lead to increased energy cost for export- oriented industrial products, thereby rendering them uncompetitive in the international market. It was pleaded that supply of gas to fertilizer feed-stock at  highly subsidized rates be abolished as no relief was actually being passed on to the farmers and if the Government insists on giving this subsidy, it should do so through budgetary support, instead of the prevalent cross-subsidy mechanism.
3.3.7. Cost of gas constitutes 25% of total manufacturing cost of textile products and proposed increase, if allowed, would increase total manufacturing cost by 10% to 12% rendering Pakistani textile products uncompetitive against international competitors like Bangladesh who are receiving gas at much lower rates. In case of textile processing, situation is even more critical where cost of gas comprises 40% of the cost of production.
3.3.8. Gas Development Surcharge (GDS) must not be mopped up by the GoP and the same should be used to mitigate increase in gas prices.
3.3.9. Gas tariff in respect of CNG stations be increased as they are earning windfall profits. In winter, the CNG prices should be equalized with petrol prices to overcome the load shedding.
3.3.10. The well-head pricing formula and petroleum policy must be immediately reviewed to bring down the cost to bearable level. The linkage of indigenous gas price with international oil prices is irrational and unjustified. Increase in oil prices is resulting in windfall gains for gas exploration companies as there is no increase in their cost structure, their fields having been in production for quite some time. The annual accounts of the gas exploration companies are showing phenomenal growth in profits mainly due to lacunae in gas well-head pricing formula. The Authority must intervene in public interest and reduce the well-head gas prices to provide relief to consumers at large.
3.3.11. Bulk supply tariff available to hostels and residential colonies be abolished and the same should be subjected to domestic slab-wise tariff. Five-slab structure should be replaced by two-slab structure where only the first slab for life-line consumers should have a reasonable subsidy element and that too should be borne by GoP through budgetary support, instead of loading other consumers.
3.3.12. Gas companies should be stopped from carrying out uneconomic system expansions, owing to shortage of gas in the country.

3.3.13. Industry rates are, normally, much lower than the domestic rates all over the world, whereas this situation is just the reverse in Pakistan, hurting the cause of industrial development. This structural anomaly should be gradually corrected in the larger interest of the country.
3.3.14. The upper and lower UFG targets of 5.5% and 4.8%, respectively, for FY 2008-09, are too high compared with the international practice. The Authority should therefore reduce the same to 4% and 3%, respectively.

3.3.15. Strong reservations were expressed about the high rate of guaranteed return of 17.5% of net operating fixed assets, being availed by the petitioner. It was also pointed out that petitioner was involved in gold plating of assets, which is adversely affecting the gas consumers at large. 
3.3.16. The Authority is obligated, under Section 6(2)(t) of the Ordinance, to determine the reasonable rate of return for natural gas licensees in consultation with the GoP and not subject to its approval. The revised tariff regime was forwarded by the Authority to GoP over two years ago and if GoP has failed to provide any comments, adversely affecting the gas consumers at large, the Authority should not be a silent spectator for an indefinite period. The consultation requirement stands satisfied and the Authority, therefore, must proceed  to finalize the revised tariff regime on immediate basis, in order to stop the petitioner from fleecing the gas sector consumers under 17.5% rate of return regime. Further, the textile industry should also be given an opportunity of presenting its point of view before finalizing the new tariff regime.
3.3.17. The Authority must undertake independent cost audit of the petitioner for ascertaining the prudence of the petitioner’s assets and accuracy of their valuation. Independent performance audit of operating expenses is also essential.
3.3.18. The Authority’s belief that all the GoP policies are binding upon it, is misconceived. Section 3(2) of the Ordinance clearly states that the Authority shall be independent in performance of its functions and under Section 21, it is obligated to follow the GoP policy guidelines only if and to the extent that they are consistent with the Ordinance, Rules and Regulations. Quite a few GoP policies are not consistent with the letter and spirit of the Ordinance, and therefore, should not be followed by the Authority. 
3.3.19. Section 7(2) of the Ordinance clearly lays down the criteria for determination of tariffs which includes sending of appropriate price signals, minimizing economic distortions, taking into account costs of alternate sources of energy and provision for protection of consumers against monopolistic pricing. The Authority, however, has failed to abide by the relevant provisions of its law by giving huge subsidies to fertilizer and domestic consumers, thereby creating all kinds of economic distortions and bringing industry at the verge of closure / collapse.
3.3.20. Supreme Court judgment (2005 / SCMR 471) clearly stipulates that a policy is not implemented unless enforced through a notification.
3.3.21. The petition is not maintainable since it is not supported by resolution of Board of Directors and the affidavit.
3.3.22. Textile exports can be doubled in five years if right set of environment and incentives including low utility prices are extended to it. Reliability of energy itself can affect the profitability of textile units by almost 30%. Special tariff on the lines of fertilizer and domestic be offered to textile sector, which accounts for over 65% of total exports of Pakistan and over 50% of its industrial employment.
3.3.23. The petitioner must provide access to all relevant direct and indirect information pertaining to petition for ERR for FY 2008-09, which is currently not the case.

3.4. The Authority has carefully considered all the submissions and arguments of the parties made in writing and at the public hearing and proceeds to discuss the same and make its determination as follows.
4. Authority’s Jurisdiction And Determination Process

4.1. Section 8(1) of the Ordinance empowers the Authority to determine an estimate of the total revenue requirement of its licensees for a financial year, before its commencement, in accordance with the NGT Rules, and on that basis, advise the Federal Government (GoP), the prescribed price of natural gas for each category of retail consumers.
4.2. GoP, pursuant to Section 8(3) of the Ordinance, is legally empowered to advise the Authority for notification in the official gazette, the minimum charges and sale price for each category of retail consumers, deciding in this process, the extent of subsidy to be enjoyed or extra amount to be paid by various categories of consumers with respect to average cost of supply.  This position is reinforced by Section 8 (6)(a) of the Ordinance, which clearly provides that the category of retail consumers means “a category of retail consumers for natural gas designated as such by the order of the Federal Government”. Thus, the plea of some interveners that this Authority should second guess the GoP advice, is misconceived and legally untenable. The Authority examines all applications and petitions in light of relevant rules. Public notices are issued and all the stakeholders are provided full opportunity to intervene / comment upon the issues pertaining to determination of revenue requirement, in writing and at public hearings, which are duly taken into account. Further, GoP’s attention is specifically drawn to the pleas relating to policy matters for consideration before deciding the retail prices for various categories of consumers.

4.3. GoP regulates the upstream oil & gas sector and Section 43A of the Ordinance specifically excludes those activities from the purview of OGRA. GoP concludes with the Exploration & Production companies the terms and conditions including the parameters for determination of gas price in accordance with its petroleum policies. OGRA, on the other hand, is empowered to regulate midstream and downstream petroleum sector. However, pursuant to Section 6(2)(w) of the Ordinance, OGRA is  to “determine and notify the well-head gas prices for the producers of natural gas in accordance with the relevant agreements or contracts”. Therefore, the intervener’s plea that the Authority should act to reduce the well-head prices in public interest has no legal basis.
4.4. The operating revenues, operating expenses and changes in asset base are scrutinized by the Authority in depth. Appropriate benchmarks are also set in critical areas of operation to ensure that the cost of inefficiencies and imprudence are not passed on to the consumers. But for such controls, the operating expenses of the licensee could have been considerably higher.
4.5. Section 21 of the Ordinance “powers the Federal Government to issue policy guidelines“, is reproduced below in order to clarify the misconception expressed by some interveners. 
“(1)
The Federal Government may, as and when it considers necessary, issue policy guidelines to the Authority on matters of policy not inconsistent with the provisions of this Ordinance or the rules and the Authority shall comply with the policy guidelines in the exercise of its powers and functions and in making decisions.  

(2) Without prejudice to the generality of the foregoing, the Federal Government may issue policy guidelines in relation to-

(a) planning for infrastructure development;

(b) pricing of petroleum including development surcharge as defined in section 8 and the petroleum development levy as defined in the Petroleum Products ( Petroleum Development Levy) Ordinance, 1961 ( XXV of 1961);

(c) standards and specifications for refined oil products;

(d) supply of natural gas and refined oil producers to service new areas and provision of financial incentives in cases where the service is not economically viable;

(e) establishment and maintenance of the strategic petroleum storage;

(f) open access, common carrier and common operator;

(g) marketing of refined oil product; and

(h) tariff applicable to petroleum.
4.6. It is evident that the said Section 21 confers quite broad-based powers on GoP to issue policy guidelines to the Authority on various matters including pricing of petroleum and supply of natural gas to service new areas / town, and obligates the Authority to comply with the same unless a specific guideline is held to be inconsistent with the provisions of the Ordinance. The Authority always examines this aspect carefully before proceeding to comply with any policy guideline.

4.7. The Supreme Court decision (2005/SCMR 471) quoted by an intervener in this context is not applicable in the present case because Section 21 provides specifically for “issue” of policy guidelines to the Authority in writing pursuant to a decision of the Cabinet of the Federal Government or a Committee thereof. No formal gazette notification is required under the Ordinance.
4.8. The petition has been correctly filed by the petitioner, in accordance with the applicable law / rules. The power of attorney, approved by the petitioner’s board of directors, duly authorizing its officers to file a petition on its behalf, on an ongoing basis, is also available with the Authority.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                  
5. Return to Licensee

5.1. The Authority is obligated under Section 7(1) of the Ordinance, to determine or approve tariff for regulated activities whose licenses provide for such determination or such approval, or where authorized by this Ordinance, subject to policy guidelines. License Condition No. 5.2 of license granted to the petitioner, clearly states that the Authority shall determine total revenue requirement of the licensee to ensure that it achieves 17.5% return on its average net fixed assets in operation for each financial year, subject to the efficiency related benchmarks adjustments. The Authority, accordingly, has been determining the revenue requirement of the petitioner, providing the said return on net operating assets in accordance with the said provision of the Ordinance as well as the petitioner’s license. 

5.2. The Authority, may, however, in consultation with Federal Government (GoP) and the licensee prescribe revised rate of return or a different basis for determination of a return, pursuant to License Condition No. 5.3 of the license granted to the petitioner. The Authority has developed a new tariff regime for regulated natural gas sector of Pakistan, which, in the course of legally mandatory consultation process, is with GoP. Pending its finalization, the Authority has decided, to follow the existing basis of 17.5% return on the average net operating fixed assets, in accordance with the License Condition No. 5.2. The Authority does not subscribe to the view of some interveners that it should proceed to finalize the matter without having the benefit of GoP’s views because GoP is an important stakeholder. Firstly, it is exclusively empowered to lay down policies in all matters of national / public interest and secondly it controls the majority shareholding of the petitioner as well as Sui Southern Gas Company Limited (SSGCL).
6. Operating Fixed Assets

6.1. Summary

6.1.1. The petitioner has projected a gross addition of Rs. 21,141 million in the fixed assets and ex-depreciation addition of Rs. 14,763 million, resulting in projected increase in net operating fixed assets from Rs. 45,235 million in FY 2007-08 to  Rs. 59,998 million during the said year. After adjustment of deferred credits, the net average operating fixed assets eligible for return are projected at Rs. 44,134 million, and the required return at Rs. 7,723 million, as under:
Table 5:   Computation of Projected Return according to Petition on Operating Fixed Assets 
                                                                                                                                        Rs. in million
[image: image5.emf]Description The Petition

Net operating fixed assets at beginning 45,235            

Net operating fixed assets at closing 59,998            

Sub Total 105,233          

Average net assets (A)  52,617            

Deferred credit at beginning 7,481               

Deferred credit at closing 9,484               

Sub Total 16,965            

Average deferred credit (B)  8,483               

Average net fixed assets (A-B)

44,134            

Return required  17.5%

Amount of return requested by the petitioner 7,723               


6.1.2. The details of projected deferred credits for the said year are compared with RERR for   FY 2007-08 as under:
Table 6:   Comparison of Projected Deferred Credits with RERR for FY 2007-08 
[image: image6.emf]Rs. in million

FY 2007-08 FY 2008-09

RERR The Petition

Balance as at July  01

6,417                    7,481             

Additions during the year

1,700                    2,700             

Sub-total

8,117                    10,181           

Amortization for the year

(637)                      (754)               

Un-amoritzed balance as at June 30 7,481                    9,484             

Particulars


6.1.3. The Authority notes that the petitioner has incorrectly calculated the closing balance of deferred credit at Rs. 9,484 million instead of Rs. 9,428 million. 
6.1.4. The Authority provisionally determines estimated deferred credits closing balance at Rs. 9,427 million, and revised computation is given below:
Table 7:   Computation of Deferred Credits Determined by the Authority
[image: image7.emf]Rs. in million

Balance as at July 01

7,481                     

Additions during the year

2,700                     

Subtotal

10,181                   

Amortization for the year

(754)                       

Un-amoritzed balance as at June 30 9,427                     

Determined by 

the Authority

Particulars


6.1.5. Comparative analysis of projected additions in fixed assets with the previous years is as follows:
Table 8:   Summarized Schedule of Projected Additions Compared with Previous Years
[image: image8.emf]FY 2006-07FY 2007-08 FY 2008-09 

FRR RERR The Petition

Land 

-              348               348         -                

Transmission

3,228         1,779          10,212         8,433      474%

Compressors 

801               801        

Distribution Development

6,223         5,000          8,747            3,747      75%

Plant & Machinery  etc.

494            467             750               283         61%

UFG Assets

415             283               (132)        -32%

MIS Project 33              -              -                -          -                

Net addition in asset base 9,978          7,660           21,141           13,481    

176%

Particulars

Rs in million

Inc. / (Dec.)  over 

RERR


6.1.6. The petitioner has provided further breakup of the major items of additions as at Annexure-E, which are discussed below:
6.2. Land

6.2.1. The petitioner has projected Rs. 348 million on account of land for the said year. On scrutiny of record, it is found that the land is required for extension of T&D network and will be acquired in two years. 
6.2.2. The Authority, in view of the above, provisionally determines Rs. 174 million for the said year on this account, being 50% of the amount claimed.
6.3. Transmission

6.3.1. The petitioner has projected Rs. 10,212 million on account of addition to transmission network during the said year, breakup of which is as follows: 

Table 9:   Additions to Transmission Network 
[image: image9.emf]Rs.in Million

S.No DESCRIPTION  Projected 

1 24" dia 100Km Kohat-Nowshera  2,003                                  

2 36" dia 145Km. 54 Qadir Pur Rawan-Sahiwal 4,906                                  

3 24" dia 198.03Km Sahiwal-Phoolnagar Shahdara 2,438                                  

4 16" dia 29.62Km Rahiwali-Pasrur Offtake 354                                     

5 12" dia 35.61Km Gali Jagir Ranyal 290                                     

6 12 dia 24.63 Km Nowshera-Mardan 220                                     

Total  10,212                               


6.3.2. The Authority notes that all the projected additions to the transmission network have already been approved under the petitioner’s Project-IX (phase-1 and II), and therefore, provisionally accepts for the said year Rs. 10,212 million on this account.

6.4. Distribution Development

6.4.1. The petitioner has projected an expenditure of Rs. 8,747 million for the said year on account of distribution development including new towns and villages, detail of which is as follows:
Table 10:   Detail of Additions to Distribution Development
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Laying of Distribution Mains Cost Sharing 400

Installation of New Connections 1,533

Description Rs. in Million

Laying of Distribution Mains / service Lines 3,016

System Rehabilitation 245

Cathotic Protection System 123

Installation of EVCs 16

Spares of meters and regulators 25

Total                    8,747 

New Towns & Villages (KPP-I and KPP-II) 2,852

Replacement of undersized meter 245


6.4.2. The Authority observes that historically the petitioner has never been able to capitalize more than 78% of its initial projections compared with DERR, as is evident from the table below:

Table 11:   Capitalization Trend of Distribution Development
[image: image11.emf]Rs. in million

FRR

Demanded Allowed Actual

FY 2004-05 4,000               3,000               2,890               72%

FY 2005-06 5,500               4,500               4,041               73%

FY 2006-07 8,000               6,000               6,223               78%

FY 2007-08 6,320               5,000               79%

DERR Capitalization 

Rate (%) Particulars


6.4.3. In view of the above, the Authority provisionally determines the total distribution development expenditure for the said year at Rs. 5,627 million i.e. 78% of its current projections, excluding Rs. 1,533 million on account of new connections.
6.4.4. Further, the Authority notes that the petitioner has wrongly calculated the projected amount of Rs. 1,533 million on account of new connections. The correct amount, based on unit cost provided by the petitioner works out to Rs. 1,402 million, 78% of which works out to Rs. 1,094 million, which is provisionally determined for the said year.

6.4.5. In view of the above, the Authority, tentatively determines an amount of Rs. 6,721 million for the distribution development subject to actualization at the close of the said year.
6.5. Other Assets

6.5.1. The petitioner has projected expenditure on account of “other assets” for the said year at Rs. 750 million, breakup of which is as follows:
Table 12:   Detail of Additions to Other Assets

[image: image12.emf]Particulars

Rs.in million

Civil construction                           106 

Plant & machinery equipment                           141 

Furniture & fixtures                             23 

Computer equipment                             43 

Transport                           190 

Others                            265 

Capital work in progress                             (19)

Total                          750 


6.5.2. During the last six years, the comparative  actual / projected capitalization on this account is as under:
Table 13:   Capitalization trend of Other Assets

[image: image13.emf]Rs. in million

FRR

FY 2002-03 300 240 232 77                      

FY 2003-04 350 280 221 63                      

FY 2004-05  450 280 328 73                      

FY 2005-06 654 340 214 33                      

FY 2006-07 420 420 366 87                      

Fy 2007-08 646 467 72                      

Particulars

DERR

Actual 

Capitalization 

(%) Actual Demanded Allowed


6.5.3. The Authority observes that historically the actual capitalization under this head has been considerably less than demanded by the petitioner. Keeping in view the fact that petitioner has never been able to meet its initial projected capitalization,  as well as the capacity of the petitioner to undertake projected activities to completion, the Authority provisionally determines addition to other assets at        Rs. 540 million (i.e. 72% of projected amount in line with RERR FY 2007-08).

6.6. Fixed Assets Determined by the Authority

6.6.1. The value of additions in assets claimed by the petitioner and provisionally allowed by the Authority for the said year is as under:
Table 14:   Summary of Assets Additions Determined by the Authority
[image: image14.emf]Rs. in million

Land 348 174

Transmission System (P-IX) 10,212                      10,212                     

Compressor 801                            801                           

UFG assets 283                            283                           

Distribution development 8,747                         6,721                        

Other assets including plant & machinery 750                            540                           

Net addition in asset base 21,141                        18,731                       

Requested by 

Petitioner

Determined by the 

Authority

Particulars


6.6.2. Depreciation expense claimed by the petitioner comes down by Rs. 77 million to                  Rs. 6,301 million as a consequence of adjustment in depreciation expense on addition in assets for the said year, as discussed above.
6.6.3. In view of the above, the Authority provisionally determines the closing net operating fixed assets (net of deferred credit) for the said year at Rs. 48,237 million, duly taking into account the adjustments referred in paras 6.4.5 and 6.5.3 above. 
6.7. IT Related Expenditure
6.7.1. The petitioner has submitted that it has completed Phase-I of its automation project for which a budget of Rs. 90 million was approved in FY 2003-04. The Phase-I included implementation of LAN and WAN in head office, regional offices, setting-up of centralized document repository, installation of power generation equipment, construction of training centers etc.
6.7.2. The petitioner has now submitted petition on March 14, 2008, for approval in principle of Phase-II of its Automation project at the estimated total cost of Rs. 617 million for the purposes of ERP implementation, ORACLE customer care and billing system, requisite hardware, human resource requirement, setting-up of offices etc., over a period of 3 years. The estimated expenditure has been worked out at Rs. 250 million for the said year. The petitioner, however, has not claimed any amount on this account in the instant petition as part of revenue requirement, on the ground that the same will be sought at the time of completion of the relevant parts of the project.   

6.7.3. The Authority notes that even though the petitioner has given the cost and benefits to be accrued from Phase-II of the project in general terms, it has failed to provide comprehensive feasibility, quantifiable Key Performance Indicators (KPIs), and concrete cost benefit analysis, basis of cost estimates and evidence to prove their credibility.

6.7.4. The petitioner has claimed cost saving of over Rs. 250 million per annum from Phase-II, however it has refrained from providing concrete basis and detailed breakup of such numbers, despite repeated reminders and meetings. 

6.7.5. The Authority also notes that human resource requirements are included in the said estimated costs. For the purpose of cost-benefit analysis, this is to be accounted for. However, at the determination stage, it will be covered by HR benchmark like all other HR costs, as additional IT related HR costs are expected to be offset by saving resulting from automation.

6.7.6. In view of the above, the Authority pends the decision on Phase-II of the automation project till such time that the petitioner submits specific, concrete quantitative information about cost savings, service improvement, KPIs, milestones, targets and feasibility study in respect of the IT project. 

7. Operating Revenues

7.1. Sales Volume

7.1.1. The petitioner has projected increase in number of consumers from 3,104,070 provided in RERR for FY 2007-08 to  3,351,515 during the said year, as follows:
Table 15:   Comparison of Projected Number of Consumers with Previous Years

[image: image15.emf]FY 2007-08 FY 2008-09

FRR RERR The petition

Domestic 2,868,983    3,047,541    3,291,534    243,993       8%

Commercial  47,575          52,058          54,565          2,507            5%

Industrial 4,449            4,471            5,416            945               21%

Total 2,921,007      3,104,070      3,351,515      247,445        

8%

Category

FY 2006-07

Growth over RERR


7.1.2. The sale volume for the said year has been projected at 597,306 BBTU, as against 559,003 BBTU provided in RERR for 2007-08, higher by 7%. Category-wise comparison with previous years is provided  as under:

Table 16:   Comparison of Sale Volume with Previous Years

[image: image16.emf]FY 2007-08 FY 2008-09

FRR RERR The Petition

Power 187,850        184,355           149,207           (35,148)           (19)%

Cement 10,897          10,919             -                   (10,919)           (100)%

Fertilizer 41,833          45,815             45,622             (193)                (.4)%

General Industries 119,294        136,871           166,908           30,037            22%

CNG 41,897          48,091             68,780             20,689            43%

Commercial  21,224          22,225             25,269             3,044              14%

Domestic 118,575        110,727           141,521           30,794            28%

Total 541,570        559,003           597,306           38,303            7%

Volume in BBTU

Category Inc./ (Dec.) over RERR

FY 2006-07


7.1.3.  The Authority provisionally accepts the gas sale for the said year at 597,306 BBTU, as projected by the petitioner.
7.2. Sales Revenue at Existing Prescribed Prices
7.2.1. The petitioner has projected sales revenue for the said year at existing prescribed prices to increase by 6%, from Rs. 126,160 million provided in RERR for FY 2007-08 to Rs. 134,277 million. Category-wise comparison of sales revenue is given below: 
Table 17:   Comparison of Projected Sales Revenue with Previous Years 

[image: image17.emf]FY 2007-08 FY 2008-09

FRR RERR The Petition

Power 44,623               51,228               40,159           (11,069)      -22%

Cement 2,966                 3,799                 -                  (3,799)        -100%

Fertilizer 4,672                 5,505                 5,658              153             3%

General Industries 27,807               29,091               41,986           12,895       44%

CNG 9,953                 14,013               19,546           5,533          39%

Commercial  5,609                 6,158                 7,152              994             16%

Domestic 16,701               16,366               19,776           3,410          21%

Total

112,329            126,160             134,277         8,117          6%

Inc./ (Dec.) over RERR

Rs. in million

FY 2006-07

Category


7.2.2. The Authority accepts the estimated sales revenue for the said year at Rs. 134,277 million.
7.3. Other Operating Income

i. Summary

7.3.1. The petitioner has projected other operating income at Rs. 2,539 million during the said year as against Rs. 2,347 million according to RERR for FY 2007-08, showing an increase of 8%. Comparison with previous years is given below: 
Table 18:   Comparison of Projected Other Operating Income with Previous Years
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FRR RERR

The 

Petition

Rental & services charges 828             860                  890             30             3%

Surcharge & interest on arrears 673             700                  730             30             4%

Amortization of deferred credit 591             637                  754             117          18%

Other income 253             150                  165             15             10%

Net operating revenues 2,345           2,347                2,539           192           8%

Rs. in million

Particulars

FY 2006-07

Inc. / (Dec.) over 

RERR


ii. Other Income

7.3.2. The petitioner has projected other income to increase by 10%, from Rs. 150 million provided in RERR for FY 2007-08 to Rs. 165 million during the said year, as shown in table 18 above. 
7.3.3. The Authority observes that printing of advertisements on gas bills is an avenue of income for the petitioner whose potential should be realized. SSGCL is already generating significant income from this source. The Authority, therefore, directs the petitioner to undertake all necessary measures to generate maximum revenues through advertisement on gas bills and provisionally determines income from advertisement on gas bills at a modest level of Rs. 10 million, taking  total Other Income, for the said year, to Rs. 175 million.
7.3.4. In view of the above, the Authority provisionally determines the other operating income for the said year at Rs. 2,549 million.
8. Operating Expenses

8.1. Cost of Gas

8.1.1. The petitioner has projected cost of gas for the said year to increase from Rs. 109,095 million provided in RERR for FY 2007-08 to Rs. 153,404 million, based on its projection of prices of crude and HSFO. Comparative analysis of projected cost of gas with previous years is given below:
Table 19:   Comparison of Cost of Gas with Previous Years
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Rs. in 

million

BBTU
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BBTU

Rs. in 

million

541,570     92,009       568,680     109,095     597,306       153,404        

RERR FY 2007-08 FY 2008-09 The Petition FRR FY 2006-07


8.1.2. The well-head gas prices on the basis of which cost of gas is determined are indexed to the international prices of crude and HSFO according to GPAs between the GoP and the producers and are notified semi-annually, effective 1st July and 1st January. The international average prices of crude and HSFO during the immediately preceding period of December to May are used as the basis for calculating the well-head gas prices for the period July to December, and similarly oil prices during the immediately preceding period of June to November are used to calculate the well-head gas prices for the period January to June.
8.1.3. The petitioner computed WACOG at Rs. 243.75 / MMBTU for the said year projecting international prices of HSFO &  crude and PKR / US $  exchange rate as under:
Table 20:
Estimates for Determination of WACOG according to the Petition
	Applicable for wellhead gas  price for the period
	Average C&F oil prices for the period
	Average C&F price of Crude Oil

(US $ per BBL)


	Average C&F price of  HSFO

(US $/ M.Ton)


	Exchange

Rate

(Rs /US $)



	Jul 08 to Dec 08
	December 07 to May 08
	95.54
	531.35
	64.50

	Jan 09 to Jun 09
	June 08 to November 08
	107.40
	555.43
	66.50


8.1.4. Comparative analysis of applicable prices of crude and HSFO, used for fixation of well-head gas prices on semi-annual basis, as discussed in para 8.1.2 above is provided below:
Table 21:   Analysis of applicable Crude Oil & HSFO Prices
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Price on May 

15, 2008

Average Crude Oil Price ($/BBL)

35.21                 50.08                 62.70                 67.86                 120.72

Increase ($/BBL) year to year 14.87                 12.62                 5.16                   52.86                  

Cumulative increase  42% 78% 93% 243%

Average HSFO Price ($/M.Ton)

171.69               243.00               306.97               351.72               584.83

Increase ($/M.Ton) year to year 71.30                 63.98                 44.74                 233.11                

Cumulative increase  42% 79% 105% 241%


8.1.5. The Authority observes that the WACOG estimated by the petitioner at Rs. 243.75 / MMBTU appears to be reasonable and therefore provisionally accepts the same for the said year. The Authority however observes that in the event of continuously rising oil prices in the international market coupled with deteriorating rupee to US$ exchange rate, there is a likelihood of upward adjustment of WACOG from January 01, 2009. Detailed computation of WACOG is at Annexure-D.
8.1.6. Based on the above discussion, the cost of gas is provisionally determined for the said year at Rs. 153,404 million. The petitioner is, however, directed to submit a review petition to the Authority latest by October 15, 2008 for review of its estimated revenue requirements as required under Section 8(2) of the Ordinance, keeping in view the actual and anticipated changes in international prices of crude and fuel oil during the period June to November, 2008 and the trend of Rupee – Dollar exchange rate.

8.2. Unaccounted for Gas (UFG)

8.2.1. The petitioner has projected UFG at 4.80% (32,110 MMSCF) for the said year as follows:
Table 22:   Comparison of UFG with Previous Year
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630,035                 668,947                

Gas Sales

597,827                 636,837                

UFG

32,208                   32,110                  

UFG %

5.11% 4.80%

Volumes in MMCF

 FY 2008-09    

The Petition 

 FY 2007-08 

RERR  Particulars


8.2.2. The Authority, after giving due weight-age to all relevant factors including the contentions of the two utilities, had fixed the UFG benchmark per its order on motion for review of DERR FY 2005-06 dated October 12, 2005, on a long term basis. For the said year, the upper and lower targets of UFG had been fixed at 5.5% & 4.80%, respectively, with the condition that the petitioner would be entitled to retain the savings in the event of performance being better than the lower target, fully bear UFG above the upper target from its own profits whereas UFG between the lower & upper target be adjusted in the revenue requirement to the extent of 50% and the balance 50% be borne by the petitioner from its own profit.
8.2.3. The Authority is pleased to note that the petitioner has projected to achieve the UFG lower target whereas it has, more than once, pleaded that the targets set by this Authority were unrealistic. The formal projection at lower target level reflects a change of opinion at the petitioner’s end. It now considers the target attainable.

8.2.4. In view of the above, the Authority accepts UFG for the said year at 4.80%, as claimed by the petitioner. 
8.3. Transmission and Distribution Cost

i. Summary

8.3.1. The petitioner has projected increase in transmission and distribution cost (including gas internally consumed) by 35% from Rs. 7,780 million according to RERR for  FY 2007-08 to Rs. 10,438 million for the said year,  as detailed below:

Table 23:   Comparison of Projected T & D Cost with Previous Years

[image: image22.emf] FY 2006-07   FY 2008-09 

Rs. %

Human Resource Cost 3,905                    4,046                     4,514                   468             12%

Stores and Spares Consumed 313                       284                        343                      59               21%

Fuel and Power 136                       158                        165                      7                 4%

Repair and Maintenance 381                       228                        452                      224             98%

Rent, Rate, Electricity and Telephone 162                       118                        375                      257             218%

Insurance 141                       154                        136                      (18)             (12)%

Traveling 114                       81                          119                      38               47%

Stationery, Telegram and Postage 62                         48                          73                        25               52%

Dispatch of gas bills 21                         27                          57                        30               113%

Transport expenses 270                       273                        304                      31               11%

Legal and Professional Services 30                         31                          38                        7                 24%

Consultation for ISO 14001 & OHSAS 18000 -                       2                            2                          -             -

Security expenses 110                       162                        200                      38               23%

Gathering charges of gas bills collection data 22                         24                          30                        6                 26%

Provision for  doubtful debts 147                       180                        180                      -             -                

Gas bills collection charges 212                       227                        242                      15               7%

Optimization Study 30                         

OGRA fee 77                         111                        97                        (15)             (13)%

Advertisement 60                         49                          92                        43               88%

Bank Charges  12                         21                          19                        (2)               (10)%

Uniforms & protective clothing's 8                           14                          13                        (1)               -

Staff training and recruiting 5                           14                          10                        (4)               (28)%

SNG training insititute  2                           6                            7                          1                 19%

5 Year special training programme -                       -                         17                        17               100%

Operating cost of supply of CNG to Lillah Town 4                           -                         15                        15               100%

Sponsorship of chairs at University 1                           5                            11                        6                 120%

Budget for UFG control related activities 33                          61                        28               83%

Out Sourcing of call centre complaints management -                       -                         15                        15               100%

Other expenses 70                         61                          55                        (6)               (10)%

Subtotal Expenses 6,267                    6,387                     7,642                   1,285          20%

Allocated to fixed capital expenditures 736                       (803)                       (839)                    (36)             4%

Net T&D Expenses before Gas Internally Consumed 5,530                    5,584                     6,803                   1,249          22%

Add: Gas internally consumed 1,956                    2,104                     2,937                   833             40%

           Contribution to Inter State Gas System Limited 82                         93                          699                      606             652%

Total T&D Expenditure 7,569                    7,780                     10,438                 2,687          35%

FRR

Particulars

Rs. in million

Increase / (Decrease) 

Over RERR

RERR

 FY 2007-08 

The Petition 


8.3.2. Various components of operating cost are discussed in the following paras:
ii. Human Resource Cost

8.3.3. The petitioner has projected the Human Resource (HR) cost to increase from         Rs. 4,046 million provided in RERR for  FY 2007-08 to Rs. 4,514 million (including IAS-19) for the said year, showing an increase of 12%. The petitioner has not computed the HR cost on the basis of the HR benchmark introduced by the Authority during FY 2005-06, on the ground that the said benchmark was applicable for three years i.e. FY 2005-06, FY 2006-07 and FY 2007-08 only.   
8.3.4. The Authority observes that, with a view to minimize micromanagement of HR cost of both the utility companies, HR cost benchmark was introduced on experimental basis in FY 2005-06 vide its decision dated May 20, 2005, for the period of FY 2005-06 & 2006-07. Subsequently, the Authority per its decision on motion for review of DERR FY 2005-06 dated October 12, 2005, decided that the said bench mark will be reviewed after the results of FY 2007-08 become available. 
8.3.5. The Authority therefore, maintains its earlier decision and provisionally determines the said HR cost on the basis of the benchmark for the said year at     Rs. 4,437 million as per Annexure–F, as against estimated HR cost of Rs. 4,514 million claimed by petitioner, subject to review after the actual results for FY 2007-08 and all other related information already sought from the petitioner separately, are available. 
8.3.6. The petitioner is directed to provide, at the time of final revenue requirement, an unconditional (without “exception”,  “subject to” provisions), certificate by its statutory auditors to the effect that HR cost used for comparison with HR benchmark includes all regular, contractual and casual staff / labour.
iii. Gas Internally Consumed (GIC)
8.3.7. The petitioner has projected cost of GIC for the said year at Rs. 2,937 million (12,817 MMCF) against Rs. 2,104 million (12,078 MMCF) in RERR for FY 2007-08, showing increase of 40%.
8.3.8. The Authority observes that the claimed GIC of 12,817 MMCF is 1.88% of the gas purchases, which is the same as that of FY 2007-08. The Authority, therefore, accepts the cost of GIC for the said year at Rs. 2,937 million (i. e. 12,817 MMCF) as claimed by the petitioner.

iv. Stores and Spares Consumed

8.3.9. The petitioner has projected stores and spares consumed for the said year at Rs. 343 million as against Rs. 284 million provided in RERR for FY 2007-08. Historical comparison of stores and spares consumed is given below: 
Table 24: Comparison of Projected Stores and Spares Consumed with Previous Years
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Compression  45                130              150              20               

15%

Transmission  99                71                78                6                  

9%

Distribution  132              55                68                13               

23%

Others (incl H.O.) 2                   6                   25                19               

321%

Freight & handling 36                21                22                1                  

5%

Total 313              284              343              59               

21%

 FY 2006-07 

Particulars

Rs. in million

Inc.  / (Dec.)  over 

RERR

 FY 2007-08  FY 2008-09 


8.3.10. The petitioner has argued that the increase in compression component is mainly due to inflation and enhanced repair and maintenance of compression packages.
8.3.11. The Authority observes that during July-December, 2007 an expenditure of Rs. 19 million only has been incurred by the petitioner for stores and spares consumed in compression department. The Authority notes that even if it is considered that most of the projects are completed in the 2nd half of a financial year, it appears that total expenditure on this account will not go beyond Rs. 60 million during FY 2007-08. The Authority, therefore, determines Rs. 72 million in respect of compression for the said year to cater for the inflation and increased capitalization.
8.3.12. The petitioner has stated that increase of Rs. 19 million (335%) is projected in the sub-head “others” owing to expected / planned overhauling of two gas turbines, installed since 1989 which have exceeded the limit of 40,000 hours.  The petitioner further clarified that the overhauling has been recommended by the manufacturer, enabling these turbines to serve for another 15 to 20 years. The Authority observes that this expense is essentially required for normal operations of the petitioner and therefore provisionally accepts the same. 
8.3.13.  In view of above, the Authority provisionally determines the value of stores and spares consumed for the said year at Rs. 265 million.
v. Repair and Maintenance
8.3.14. The petitioner has projected expenditure amounting to Rs. 452 million for the said year as against Rs. 228 million provided in RERR for  FY 2007-08 i.e. an increase of 98% as under:-

Table 25: Comparison of Projected Repair and Maintenance with Previous Years
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Compression  16                    6                  13                  7                  128%

Transmission  75                    112              141                29                26%

Distribution  232                  60                191                131              219%

Others 59                    51                108                57                113%

381                 228             452               224             98%

Rs. in million

Inc.  /(Dec. )  over  

RERR


8.3.15. The Authority observes that the figure clearly indicate that the petitioner has over-projected the amount under this head. 
8.3.16. The Authority notes that the expenditure of Rs. 452 million appears to be exaggerated when compared with Rs. 228 million provided in RERR FY 2007-08, out of which the petitioner has incurred expenditure of Rs. 88 million only during July-December, 2007.
8.3.17. In view of the above, the Authority provisionally determines repair and maintenance expenditure for the said year at Rs. 274 million (i.e. 20% increase over RERR FY 2007-08), to cater for inflation and enhanced activities.
vi. Rent, Rate, Electricity and Telephone

8.3.18. The petitioner has requested for Rs. 375 million on account of rent, rate, electricity and telephone for the said year as compared to Rs. 118 million provided in RERR for FY 2007-08. Historical comparison is given below:
Table 26: Comparison of Rent, Rate, Electricity and Telephone with Previous Years
Rs. in million
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Rent 34                36                59                22               

61%

Royalty 4                  10                12                2                 

23%

Telephone 14                21                23                2                 

7%

Electricity 37                35                40                5                 

13%

Railways 62                10                229             219            

2,188%

Water Conservancy 2                  3                  3                 

Vehicles rates & taxes 4                  6                  6                 

Others 4                  6                  6                  -             

-        

Total 162             118             375             257             218%

Inc.  / (Dec.)  over 

RERR

 FY 2007-08  FY 2008-09   FY 2006-07 

Particulars


8.3.19. The petitioner has stated that the increase is mainly due to anticipated hike in average rate of rent and hiring of additional space, mainly for head office building. 
8.3.20. The Authority notes that an amount of Rs. 3 million has been sought on account of increase in existing rental, which works out to increase of 8% and is in line with the existing rate of inflation. However, a sum of Rs. 17.6 million has been sought for hiring of PASSCO building, since the existing head office building of the petitioner, constructed in the year 1989, is stated to have become inadequate. A number of petitioner’s offices are also spread throughout the city, which are now proposed to be housed in PASSCO building located adjacent to the petitioner’s head office building.
8.3.21. In view of the above, the Authority accepts 61% increase in the sub head “Rent” for the said year. 
8.3.22. The petitioner argued that Pakistan Railways has demanded land lease charges amounting to Rs. 214 million for 418 railway line crossings, a whooping increase of 2188% over last year. The petitioner has taken up the matter with Railway Authorities protesting the demand. Ministry of Petroleum & Natural Resources (MP&NR) has also been approached to take up the matter with E.C.C. for with-drawl of Railway’s unilateral demand.
8.3.23. The Authority observes that matter of railway crossing charges is disputed and is pending, requiring the decision of MP&NR and Pakistan Railways. The petitioner has so far made one payment to Pakistan Railways amounting to Rs. 45 million through adjustment in gas bills. 
8.3.24. The Authority therefore, provisionally determines this amount to the level of FY 2007-08 i.e. Rs. 10 million, subject to adjustment on receipt of final decision in this account. 
8.3.25. The Authority directs the petitioner to undertake all possible efforts for a reasonable settlement of the Pakistan Railway’s claims, in order not to adversely affect the interest of the gas consumers at large.
8.3.26. Based on the above, the Authority provisionally determines for the said year rent, rate, electricity and telephone at Rs. 156 million. 
vii. Stationery, Telegram and Postage
8.3.27. The petitioner has projected expenditure on account of Stationery, Telegram and Postage to increase by 54%, from Rs. 48 million provided in RERR for FY 2007-08 to Rs. 73 million for the said year. Historical comparison is given below:
Table 27: Comparison of Stationary, Telegram and Postage with Previous Years
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Compression 0.98                0.62             0.62             (0.00)            0%

Transmission 2.47                2.41             2.69             0.28             11%

Distribution  7.81                4.16             4.46             0.30             7%

Others (incl.Centralized items like 

stationery & Postage.)

50.66              40.33           65.34           25.01           62%

Total

61.92             47.52          73.11          25.58          54%

Rs. in million

 FY 2008-09   FY 2006-07 

Inc.  / (Dec.)  over 

RERR

 FY 2007-08 

Particulars


8.3.28. The petitioner has submitted that currently gas bill for Islamabad and Lahore areas are being printed on cut sheets. The petitioner is now planning to print gas bills of all customers on cut sheets. Introduction of cut sheets has provided better quality printing to gas sector consumers and will enable the petitioner to effectively utilize the available space for paid advertisement and consumer education about conservation, safety, etc. 

8.3.29. The Authority, in view of above, accepts the projected expenditure of Rs. 73 million for the said year in respect of Stationery, Telegram and Postage.
viii. Traveling

8.3.30. The petitioner has projected traveling expense for the said year at Rs. 119 million as against Rs. 81 million provided in RERR for FY 2007-08. Historical comparison of traveling expense is given below: 
Table 28: Comparison of Projected Traveling Expense with Previous Years
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Executives 32                  34                  46                  12                35%

Suboridnates 50                  45                  55                  10                22%

Foreign Travelling 1                    2                    2                    -              

Travelling Local (Road/Rail) 1                   

Conveyance (Official) 9                    13                  13               

Travelling/Daily Allowance 7                   

Miscellaneous 13                  3                    3                 

Total 114               81                  119               38                47%

Rs. in million

 FY 2008-09   FY 2006-07  FY 2007-08 

Inc.  / (Dec.)  over 

RERR Particulars


8.3.31. The petitioner has not provided sufficient justification in support of projected increase in traveling expenditure. The Authority decides that 20% increase over RERR for FY 2007-08 will be sufficient to cover the impact of inflation and rising fuel prices.
8.3.32. The Authority, in view of the above, provisionally determines the said expense at Rs. 97 million for the said year.
ix.  Transport Expense

8.3.33. The petitioner has projected transport expenses for the said year at Rs. 304 million as against Rs. 273  million provided in RERR for FY 2007-08, showing an increase of 11% as under:
Table 29:   Detailed Comparison of Projected Transport Expenses with Previous Years
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Compression 11                8                  8                  0                  3%

Transmission 66                57                60                3                  6%

Distribution  126              85                85                (0)                 ()%

Others (incl H.O. & service 

depts.)

68                123              151              28                23%

Total

270             273             304             31                11%

Inc.  / (Dec.)  over 

RERR

Rs. in million

 FY 2007-08  FY 2008-09   FY 2006-07 

Particulars


8.3.34. The petitioner has argued that the projected increase is mainly due to higher provision for hiring of vehicles to meet operational requirements / maintenance activities as well as considerable increase in maintenance cost of existing vehicles fleet.
8.3.35. The Authority observes that expenditure under sub head “Others (incl. H.O & Services depts.)” during July-December, 2007 is only Rs. 23 million against total projection of Rs. 123 million for FY 2007-08. The expenditure projected in FY 2007-08 therefore, appears to be grossly exaggerated and it is unlikely that the actual expenditure will exceed Rs. 70 million on this account in FY 2007-08. Accordingly, the Authority restricts the projected expenditure on this account at Rs. 80 million for the said year to cater for inflation, additional hiring of vehicles and increase in the cost of maintenance.
8.3.36. The Authority, in view of the above, provisionally determines the transport expense for the said year at Rs. 233 million.
x. Provision for Doubtful Debts
8.3.37. The petitioner has projected provision for doubtful debts for the said year at Rs. 180 million, which is equivalent to RERR for FY 2007-08. Historical comparison of provision for doubtful debts with previous years is provided below:
Table 30:   Detailed Comparison of Projected Provision for Doubtful Debts
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147              180              180             
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 FY 2006-07  FY 2007-08  FY 2008-09 


8.3.38. The Authority, in view of the alarming increase in provision for doubtful debts, has repeatedly directed the petitioner in its various earlier determinations to make concerted efforts to curtail the ever-increasing provision for doubtful debts in order not to pass this avoidable cost to the consumers. However, the estimated high level of provision for the said year points to continued lack of action to evolve effective mechanism to ensure timely recovery of bills. This can not be allowed to continue.
8.3.39. In view of above, the Authority strongly reiterates its earlier direction that the petitioner should take all possible steps  to curtail the provision for doubtful debts, and restricts the said provision at the level determined for FRR FY 2006-07 i.e. Rs. 147 million.
xi. Advertisement

8.3.40. The petitioner has projected Rs. 92 million against Rs. 49 million provided in RERR FY 2007-08, showing an increase of 88% as under.
Table 31:   Comparison of Advertisement Expense with Previous Years
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8.3.41. The petitioner has attributed the increase under this head to launching of consumer education campaign through media for gas conservation costing Rs. 40 million, which was not earlier envisaged at the time of submitting the petition for FY 2007-08.
8.3.42. The Authority supports the consumer education campaign initiative. However, the petitioner’s projection of Rs. 40 million, on this account appears to be exaggerated and is not backed up by proper justification. The Authority, therefore, provisionally determines the same for the said year at Rs. 21 million.   

8.3.43. The Authority, in view of the above, provisionally determines, for the said year, an amount of Rs. 73 million on account of advertisement expense.
xii. Training

8.3.44. The petitioner has estimated total expense of Rs. 33 million as against Rs. 19 million provided in RERR FY 2007-08, showing an increase of 74% for the said year as under:
Table 32: Comparison of Training Expenses with Previous Years
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Staff Training & Recruiting Expenses 5                  14                10                (3)                 -25%

SNG Training Institute  2                  6                  7                  1                  19%

Five Year Special Training Programme 17                17                100%

Total  8                  19                33                14                74%

Rs. in million

Inc.  / (Dec.) over 

RERR

 FY 2006-07  FY 2007-08  FY 2008-09 
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8.3.45. The petitioner has elaborated that the increase in expense has mainly been projected due to enhanced training programs and five years special training program to be conducted on the instructions of its BoD. The petitioner has stated that its BoD has approved Rs. 83 million for the 5 year special training program.  Rs. 17 million being 1/5th of total amount of Rs. 83 million has, therefore, been claimed in the said year.
8.3.46. The Authority, keeping in view the importance of staff development, tentatively accepts Rs. 33 million for the said year in respect of training, as projected by the petitioner. 
xiii. Operating Cost of Supply of CNG to Lillah Town
8.3.47. The petitioner has projected operating cost of supply of CNG to Lillah town at     Rs. 15 million for the said year. 
8.3.48. The Authority had earlier been disallowing expenditure on this account in the absence of specific policy guidelines.
8.3.49. The Authority has now received the policy guidelines of the GOP  on  Air-Mix LPG, CNG or LNG based pipeline distribution projects undertaken by the petitioner and SNGPL, as reproduced below:
 “
i)
These guidelines are applicable only to stand-alone pipeline distribution projects for supply of piped LPG Air Mix, LNG or CNG to retail consumers on specific directions of the President, Prime Minister, Cabinet or the ECC of the Cabinet.

ii) Retail tariff applicable in case of these projects will be the same as that of natural gas being supplied to various categories of consumers through existing transmission and distribution network.

iii) All expenditure incurred on installing, maintaining and operating these projects including cost of gas shall be included as permissible expenditure in the revenue requirements of the respective gas companies.

iv) The gas utilities shall ensure prudency in all such expenditure to the satisfaction of the Regulatory Authority and also ensure ring fencing of all capital and revenue expenditures, including all cost allocations in respect of each such project.

v) SSGCL and SNGPL will be entitled to a rate of return equal to the rate of return applicable for gas operations.”
8.3.50. In view of the above policy guidelines from GoP, the Authority admits the expenditure provisionally at the claimed level of Rs. 15 million for the said year, subject to actualization in due course. The petitioner is directed to ensure prudence and ring fencing of all capital and revenue expenditure, including all cost allocations in  respect of each such project 
xiv. Sponsorship of University Chairs 

8.3.51. The petitioner has projected the expenditure of Rs. 11 million against Rs. 5 million provided in RERR FY 2007-08, showing an increase of 120% as under:
Table 33: Comparison of Sponsorship of University Chairs 
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Inc.  / (Dec.)  over 
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8.3.52. The Authority had, in principle, earlier allowed the petitioner to incur the said expenditure as part of its corporate social responsibility. A phenomenal increase of over 120%, however, is not justifiable over a one year period, particularly when out of total allowed amount of Rs. 5 million, the petitioner, has not incurred any expenditure under this head during the first half of FY 2007-08. The petitioner has not given any specific plan in this respect.
8.3.53. In view of the above, the Authority determines the expenditure for the said year at   FY 2007-08 level i.e. Rs. 5 million.  
xv. Inter State Gas Systems (Pvt.) Ltd. (ISGSL)

8.3.54. The petitioner projected Rs. 699 million on account of reimbursement of 49% share in expenditure of ISGSL for the said year as against Rs. 93 million provided in RERR FY 2007-08 as under.
Table 34: Comparison of Expenditure of Interstate Gas System Limited.
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82                93                699              606              652%
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8.3.55. The Authority had provisionally allowed the expenditure on account of ISGSL in the years (2002-2008), subject to the following conditions:-

a. The petitioner should revise the service agreement with ISGSL, duly approved by the GoP, in order to clearly establish the rights and obligations of ISGSL and the Boards of Directors (BoD) of the petitioner and SSGCL in terms of approving the requirements of ISGSL.
b. The classification of funds provided by the petitioner to ISGSL i.e. equity, loan or grant per applicable rules / regulations should be specified in the revised agreement.

c. Receipt of specific policy guidelines from the GoP in accordance with Section 21 of the Ordinance about treatment of this expenditure.
8.3.56. The Authority observes that none of the above conditions have been met despite repeated re-iteration. 

8.3.57. The Authority has given anxious thought to this expenditure, which has now crossed a billion mark on annual basis, and has the potential of proliferating further. The Authority notes that:  
i) The activities undertaken by ISGSL are in larger national interest to meet national energy needs in future. 
ii) ISGSL expenditure claimed as part of revenue requirement for the said year translates into an average increase of Rs. 1.17/ MMBTU in gas price.
iii) ISGSL is not a licensee of the Authority and hence its expenditure is not classifiable as “operating expenditure” under the revenue requirement mechanism.  

iv) The “operating expenditure” as defined in the World Bank loan covenants of the petitioner (which are the basis for return of 17.5% of net assets) means all expenses related to operations, including administration, adequate maintenance, compulsory contribution to employee funds, taxes and payments in lieu of taxes such as development surcharge or other levies on gas revenues, and provision for depreciation on a straight line basis at a rate of not less than 6% per annum. 
v) The expenditure pertaining to ISGSL can not be treated as “operating expenditure” under the above mentioned definition per loan covenants even though it may be "revenue expenditure"  (vis-a-vis capital expenditure) if, for any reason, it is to be made and absorbed by the petitioner.
vi) ISGSL’s mission/objective is not narrow or short-term. It is macro and long-term. It is not petitioner-specific and actually falls in the category of national infrastructure development. If it is loaded on gas price, using the vehicle of current pricing mechanism, the existing gas consumers will bear the brunt while the expenditure, if, in the long run, it successfully results in achieving its mission, will benefit the ISGSL itself, which then is not expected to remain parked with SSGC and SNGPL. In the unfortunate scenario of the ISGSL not being able to achieve concrete results, the sunk cost will be borne by the existing consumers without justification.

vii) In the light of the above position, this expenditure should be met from other more appropriate sources rather than at the cost of existing gas consumers.
8.3.58. The Authority observes that it has raised various issues concerning expenditure incurred by the petitioner on ISGSL with the Federal Government, including request for concise policy guidelines. The Authority, vide its letter no. OGRA-10-1(8)/2007 dated March 24, 2008, (response awaited) had also indicated following two options to the GoP for resolution of this long standing matter:

a. ISGSL be taken over by the Federal Government as a Government entity and all previous expenditure incurred by the gas companies on ISGSL may be converted into interest-free loan payable to the gas utilities on the completion of the project.

b. The gas utilities may raise commercial loans or equity for meeting the expenditure of ISGSL which amount in case of loan, will remain receivable by gas utilities and payable by ISGSL: in accordance with the agreed terms and conditions.
8.3.59. In view of the above, the Authority is of the considered view that either the petitioner should fund this expenditure from its own resources as equity in or loan to ISGSL, or request the GoP to provide the funding. The Authority, in the circumstances, explained above, is constrained not to include expenditure of Rs. 699 million on account of ISGSL in the consumer price. The Authority also adjusts the amounts provisionally allowed earlier of Rs. 248 million against the petitioner’s revenue requirement for the said year. This decision may, however, be amended in the event of receiving policy guideline under Section 21 of the Ordinance read with Section 2(xxvi) thereof.
xvi. Remaining Items of Transmission & Distribution Cost
8.3.60. The items of transmission and distribution cost, except those dealt with in           sub-paras ‎ii to xv‎ are projected by the petitioner at Rs. 1,130 million as against      Rs. 1,024 million according to RERR for FY 2007-08. The comparative analysis is given below:
Table 35:   Remaining Items of Transmission and Distribution Expenses
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Fuel & power

             136              158              165 

7                  4%

Insurance 141             154             136             (18)              -12%

Security expenses 110             162             200             38                23%

Legal and professional services 30                31                38                7                  24%

Gas bills collection charges 212             227             242             15                7%

Dispatch of gas bills 21                27                57                31                114%

Budget for UFG controll related activities. 33                61                28                83%

Consultation for ISO 14001 & OHSAS 18000

-         

2                 

2            

-              -

Bank Charges 12                21 19 (2)                 -10%

Gathering charges of gas bills collection data 22                24                30                6                  26%

OGRA fee 77                111             97                (15)              -13%

Outsourcing of call centres complaint management -              -              15                15               

Uniform and protective clothing 8                  13                13                - -

Other expenses 29                61                55                (6)                 -10%

Total 798              1,024           1,130           106              10%

Rs. in million

Particulars

Inc.  / (Dec.)  over 

RERR   FY 2006-07 


8.3.61. The Authority observes that the remaining items of T&D expense have been reasonably projected by the petitioner and therefore, provisionally accepts the same, for the said year, at Rs. 1,130 million.
8.3.62.  Transmission & Distribution Cost Determined by Authority

8.3.63. In view of the examination in para ii to xvi above, the Authority provisionally determines operating cost for the said year at Rs. 9,036 million against Rs. 10,438 million claimed by the petitioner, as follows:

Table 36:   Summary of T&D Cost Determined by the Authority
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 Requested by 

the Petitioner 

 Determined 

by OGRA 

Human resource cost 4,514                  4,437                 

Stores and spares consumed 343                     265                    

Fuel and power 165                     165                    

Repair and maintenance 452                     274                    

Rent, rate, electricity and telephone 375                     156                    

Insurance 136                     136                    

Traveling 119                     97                      

Stationery, telegram and postage 73                       73                      

Dispatch of gas bills 57                       57                      

Transport expenses 304                     233                    

Legal and professional charges 38                       38                      

Consultation for Iso 14001 & OHSAS 18000 2                          2                         

Security expenses 200                     200                    

Gathering charges of gas bills collection data 30                       30                      

Provision for  doubtful debts 180                     147                    

Gas bills collection charges 242                     242                    

OGRA fee 97                       97                      

Advertisement 92                       73                      

Bank Charges  19                       19                      

Protective clothing 13                       13                      

Staff training and recruiting 10                       10                      

SNG Training Insititute  7                          7                         

5 Year Special Training Programme 17                       17                      

Operating cost of supply of CNG to Lillah Town 15                       15                      

Sponsorship of university chairs 11                       5                         

Budget for UFG control related Activities 61                       61                      

Out sourcing of call centre complaint mangement 15                       15                      

Other expenses 55                       55                      

Subtotal Expenses 7,642                   6,939                  

Allocated to fixed capital expenditures (839)                    (839)                   

Net T&D Expenses before Gas Internally Consumed & ISGSL 6,803                   6,100                  

Add:  Contribution  to ISGSL  699                     -                     

 TOTAL T&D Expenditure 7,502                   6,100                  

Add: Gas internally consumed 2,937                  2,937                 

 TOTAL T&D Expenditure

          10,438             9,036 


8.4. Government Grants

8.4.1. GoP provides grants to the petitioner for extension of distribution network in uneconomic areas that do not meet the ECC criteria, to meet its socio-economic obligations. The Authority observes that the petitioner had, on the average, been holding un-utilized funds of approximate Rs. 3 billion, as is evident from the following table 40: 
Table 37:   Closing Balances of Government Grants
[image: image36.emf]Rs. in million

FY FY  FY FY  FY  FY 

 2002-03 2003-04  2004-05 2005-06 2006-07 2007-08

78                1,858          2,438           4,033          3,379          3,165         


8.4.2. The Authority notes that, quite obviously, the petitioner had either been investing the said funds or to that extent its borrowings were reduced. This actual / imputed income has not been earned by the petitioner in the normal course of its business. It is extraordinary income related to Government socio-economic policies, and its benefit should, in all fairness, go to the consumers at large, who pay the perpetual cost of operating uneconomic parts of the system in far flung areas.  The Authority, therefore, is of considered opinion that this income be treated as “operating income” as the spirit of the current pricing mechanism requires.
8.4.3. The Authority, therefore, provisionally deducts an amount of Rs. 561 million from the revenue shortfall, computed on the tentative basis of 7.5% average return on 50% of the closing balances during the period FY 2002-03 to FY 2007-08. This provisional deduction will, however, be recomputed at the time of FRR FY 2008-09, on the basis of in-depth analysis of monthly closing balances of the un-utilized Government grants during the said period and the actual benefit to the petitioner.
8.5. Workers Profit Participation Fund (WPPF)
8.5.1. The petitioner has projected W.P.P.F at Rs. 386 million. However, due to adjustments in the components of revenue requirements as discussed in Section 6 to 8 above, W.P.P.F is recalculated and provisionally determines at Rs. 289 million.
9. Decision
9.1. In view of the justifications submitted and arguments advanced by the petitioner in support of its petition, comments offered by the participants, scrutiny by the Authority and detailed reasons recorded by the Authority in earlier paras, the Authority recapitulates and decides to:

9.1.1.   determine estimated addition in fixed assets at Rs. 18,731 million and depreciation charge at Rs. 6,301 million;

9.1.2. determine the net average operating fixed assets (net of deferred credit) at         Rs. 42,996 million as against Rs. 44,134 million claimed by the petitioner for the said year. Consequently, the return required by the petitioner on its assets is determined at Rs. 7,723 million;

9.1.3. determine sales volume at 597,306 BBTU and sales revenue at current prescribed price at Rs. 134,277 million;

9.1.4. determine Rs. 561 million on account of return on un-utilized balances of GoP grants;
9.1.5. determine cost of gas at Rs. 153,404 million as computed by the petitioner;
9.1.6. determine T&D expenses at Rs. 6,100 million as against Rs. 7,502 million claimed by the petitioner;

9.1.7. determine GIC at Rs. 2,937 million as claimed by the petitioner;
9.1.8. to readjust WPPF to Rs. 289 million as against Rs. 386 million claimed by the petitioner; and
9.2. In exercise of its powers under the Ordinance and NGT Rules, the estimated revenue requirement for the said year is determined at Rs. 176,306 million as tabulated below :
Table 38:   Components of ERR for FY 2008-09 as Determined by the Authority.
[image: image37.emf]Rs. in million

Particulars

Demanded by 

the Petitioner

Determined 

by the 

Authority

Cost of gas Sold 153,404                 153,404          

Transmission & Distribution Cost 7,502                      6,100               

Gas Internally Consumed 2,937                      2,937               

Contribution to ISGSL 699                         -                   

Depriciaion 6,378                      6,301               

W.P.P. Fund 386                         289                  

Return on Assets 7,723                      7,524               

Less:  ISGSL prior year adjustment -                          (248)                 

TOTAL:- 179,028                 176,306          


9.3. The provisionally allowed expenses are subject to adjustments on the basis of review under section 8(2) of the Ordinance, and later after scrutiny of auditors initialed accounts of the petitioner for the said year,  provided these expenses are substantiated with appropriate justification and analysis in the form acceptable to the Authority. 
9.4. The petitioner’s net operating income is estimated at Rs. 137,387 million as against revenue requirement of Rs. 176,306 million and thus there is a shortfall of Rs. 38,920 million in its estimated revenue requirement for the said year. In order to cater for this shortfall, the Authority hereby makes upward adjustment of 31% (Rs. 65.16 per MMBTU) on provisional basis in the petitioners’ average prescribed price for the said year (Annexure-A).

9.5. The Authority considers it important and essential to impress upon the petitioner that this provisional determination of estimated revenue requirement for the said year pre-supposes that the petitioner would, in any case, faithfully and with responsibility conduct its affairs in full compliance of the requirement of Rule17(1)(h) & Rule 17(1)(j) of the NGT Rules, as reproduced below:

Rule 17(1)(h)

“tariffs should generally be determined taking into account a rate of return as provided in the license, prudent operation and maintenance costs, depreciation, government levies and, if applicable, financial charges and cost of natural gas;”


Rule 17(1)(j)

“only such capital expenditure should be included in the rate base as is prudent, cost effective and economically efficient;”
9.6. Provisional prescribed prices for each category of consumers for the said year, effective from July 1, 2008, are attached as Annexure-B. Increase of 31% (Rs. 65.16 per MMBTU) in the petitioner’s average prescribed prices has been adjusted in all categories of consumers excluding Liberty Power and fertilizer feed-stock. Comparison between existing sales prices and revised prescribed prices is attached at Annexure-C. The prescribed prices determined by the Authority on provisional basis shall be subject to adjustment upon receipt of Federal Government advice under Section 8(3) of the  Ordinance, in respect of the sale price of gas for each category of retail consumers provided that the overall increase in the average prescribed price remains unchanged so that the petitioner is able to achieve its total revenue requirements in accordance with Section 8(6)(f) of the Ordinance. 
10. Directions

10.1. In addition to the directions issued by the Authority in its previous determinations, the petitioner is further directed to:-

10.1.1. undertake all necessary measures to generate maximum revenues through advertisement on gas bills.

10.1.2. submit a review petition to the Authority latest by October 15, 2008 for review of its estimated revenue requirements as required under Section 8(2) of the Ordinance, keeping in view the actual and anticipated changes in international prices of crude and fuel oil during the period June to November, 2008 and the trend of Rupee – Dollar exchange rate.

10.1.3. provide at the time of final revenue requirement, certificate by its statutory auditors to the effect that HR cost used for comparison with HR benchmark includes all regular, contractual and casual staff / labour.

10.1.4. ensure prudence and ring fencing of all capital and revenue expenditure, including all cost allocations in  respect of each stand alone pipeline distribution projects for supply of piped LPG Air Mix, LNG or CNG to retail  consumers on specific directions of the President, Prime Minister, Cabinet or the ECC of the Cabinet. 

10.1.5. undertake all necessary efforts at various forums for amicable settlement of the Pakistan Railway’s claims.

11. Public Critique, Views,  Concerns, Suggestions
11.1. The Authority has recorded critique, views, concerns and suggestions of the interveners and participants in para 3 above, including policy issues falling within the purview of the Federal Government. The Authority considers it important to draw specific attention of the Federal Government to the same for due consideration while taking decisions about categorization of consumers, tariff structure, subsidies, GDS and sale prices for various categories of the consumers. 
	Syed Hadi Hasnain

Member (Gas)
	
	(M.H. Asif)

Member (Finance)
	
	(Rashid Farooq)

Member (Oil)/

Vice Chairman

	
	
	
	
	

	
	
	(Munir Ahmad)

Chairman
	
	


Islamabad, 

May 20, 2008.

     A.   Computation of Estimated Revenue Requirement for FY 2008-09
[image: image38.emf]Gas sales volume -MMCF

636,838                636,838                   

                                  BBTU 597,306                597,306                   

938                        938                           

Net Operating revenues

Net sales at current prescribed price 134,277                134,277                   

Rental & service charges 890                        890                           

Surcharge and interest on arrears 730                        730                           

Amortization of deferred credit 754                        754                           

Return on Government grants -                         561                        561                           

165                        10                          175                           

136,816                571                        137,387                   

Less Expenses

Cost of gas sold 153,404                153,404                   

Transmission and distribution cost 7,502                    (1,402)                   6,100                       

Gas internally consumed 2,937                    -                         2,937                       

Depreciation 6,378                    (77)                         6,301                       

Less: ISGSL prior years disallowance (248)                       (248)                         

386                        (97)                         289                           

Total expenses "B" 170,606                (1,824)                   168,782                   

(33,790)                 2,395                     (31,396)                    

Return required on net assets:

45,235                  -                         45,235                     

59,998                  (2,333)                   57,665                     

105,233                (2,333)                   102,900                   

Average fixed net assets (I) 52,617                  51,450                     

7,481                    -                         7,481                       

9,484                    (56)                         9,428                       

16,965                  (56)                         16,909                     

Average net deferred credit (II) 8,483                   

(28)                        

8,455                       

Average operating assets (I-II) 44,134                 

(1,139)                  

42,996                     

Return required on net assets 17.5% 17.5%

Amount of return required 7,723                    (199)                       7,524                       

Excess / (shortfall) over return required 

Excluding ISGSL

(41,513)                 2,593                     (38,920)                    

69.50                    (4)                           65.16                       

Average prescribed price                  294.30 



                     289.96 

              178,329                   (2,023)                  176,306 

Deferred credit at beginning

Deferred credit at ending



Increase in average prescribed price (Rs. / 

MMBTU) (Excl. ISGSL)



Estimated Revenue Requirment (Rs. in 

million)

Rs. in million

 Adjustment 

 Determined by 

OGRA 

FY 2008-09

(W.P.P.F)

Operating profit / (loss)(A - B)

Net assets at beginning

Net assets at ending



Total income "A"



Particulars

Calorific Value

Other operating income 

 The Petition  


B.   Provisional Prescribed Prices for FY 2008-09 w.e.f. July 1, 2008
[image: image39.emf]Notified  Revised

Prescribed Prices Prescribed Prices

w.e.f January 01, 2008 w.e.f July 01, 2008

(i) Domestic Consumers:

First slab (upto 50 cubic metres per month).

78.38                                 102.68                              

Second slab (over 50 upto 100 cubic metres per month).

82.07                                 107.51                              

Third slab (over 100 upto 200 cubic metres per month).

149.40                               195.72                              

Fourth  slab (over  200 upto 300 cubic metres per month).

239.01                               313.11                              

Fifth slab (over 300 cubic metres per month).

310.92                               407.31                              

For hostels and residential colonies to whom gas is supplied through bulk meters. 

All off-takes at flat rate of 149.40                               195.72                              

(ii) Commercial Consumers:

All off-takes at flat rate of 283.05                               370.80                              

(iii) Ice Factories:

All off-takes at flat rate of 283.05                               370.80                              

(iv) Industrial Consumers:

All off-takes at flat rate of 251.55                               329.54                              

(v) Captive Power :

All off-takes at flat rate of 251.55                               329.54                              

(vi) CNG Stations:

All off-takes at flat rate of 284.18                               372.28                              

(vii) Cement Factories:

All off-takes at flat rate of 327.39                               428.89                              

Rupees per MMBTU

For domestic consumers, including residential colonies, mosques, churches, temples, madrassas, other religious places 

and hostels attached thereto, Government and semi-Government offices, hospitals, Government guest houses, Armed 

Forces messes and langars, universties, colleges, schools, private educational institutions, orphanages and other 

charitable institutions.

All establishments registered as commercial units with local authorities or dealing in consumer items for direct 

commercial sale like cafes, milk shops, tea stalls, canteens, barber shops, laundries, tandours, places of entertainment 

like cinemas, clubs, theaters and private offices, clinics, maternity homes, etc.

All consumers engaged in the processing of industrial raw material into value added finished products irrespective of 

the volume of gas consumed including hotel industry but excluding such industries for which a separate rate has been 

prescribed.


[image: image40.emf](viii) Fertilizer Factories:

(1)Pak American Fertilizer Limited, Daudkhel.

(a)

For gas used as feed stock for fertilizer

Commodity charge.

All off-takes at flat rate of 36.77                                 36.77                                

(b)

Commodity charge.

All off-takes at flat rate of 251.55                               329.54                              

(2)

Pak Arab Fertilizer Limited, Multan.

(a)

For gas used as feed stock for fertilizer

Commodity charge.

All off-takes at flat rate of 91.52                                 91.52                                

(b)

Commodity charge.

All off-takes at flat rate of 251.55                               329.54                              

(3)

(a)

For gas used as feed stock for fertilizer

Commodity charge.

All off-takes at flat rate of 91.52                                 91.52                                

(b)

Commodity charge.

All off-takes at flat rate of 251.55                               329.54                              

For gas used as fuel for generating steam and electricity 

and for usage in housing colonies.

For gas used as fuel for generating steam and electricity 

and for usage in housing colonies.

For gas used as fuel for generating steam and electricity 

and for usage in housing colonies.

Dawood Hercules Chemicals Limited, Chichoki Malian, 

Sheikhupura District:


[image: image41.emf](4)

(a)

For gas used as feed stock for fertilizer

Commodity charge.

All off-takes at flat rate of 97.11                                 97.11                                

(b)

Commodity charge.

All off-takes at flat rate of 251.55                               329.54                              

(ix) Power Stations:

(a)

All off-takes at flat rate of 251.55                               329.54                              

(b)   

Commodity Charge

All off-takes at flat rate of 251.55                               329.54                              

Fixed charge (Rupees per month).

390,000                             390,000                            

(c)    

Liberty Power Limited. 

All off-takes at flat rate of 443.06                               443.06                              

Pak-China Fertilizer Limited/Hazara Phosphate Plant 

Limited, Haripur.

For gas used as fuel for generating steam and electricity 

and for usage in housing colonies.

WAPDA's Natural Gas Turbine Power Station, Nishatabad, 

Faisalabad.

WAPDA's Power Stations and other electricity utility companies excluding WAPDA's Natural Gas Turbine Power 

Station, Nishatabad, Faisalabad.


C.  Comparison between Existing Sale Prices and Revised Prescribed Prices

[image: image42.emf]Rs./ MMBTU

Domestic

1st slab 78.38                              102.68                              (24.30)                             

2nd Slab 82.07                              107.51                              (25.44)                             

3rd Slab 149.40                            195.72                              (46.32)                             

4th Slab 239.01                            313.11                              (74.10)                             

5 th Slab 310.92                            407.31                              (96.39)                             

Commercial 283.05                            370.80                              (87.75)                             

General Industry 251.55                            329.54                              (77.99)                             

CNG Station 291.36                            372.28                              (80.92)                             

Cement 335.67                            428.89                              (93.22)                             

Power 251.55                            329.54                              (77.99)                             

Liberty Power 443.06                            443.06                              -                                  

Fertilizer

Pak Arab Fertilizer Limited

Feed stock 91.52                              91.52                                -                                  

Fuel 251.55                            329.54                              (77.99)                             

Dawood Hercules Chemicals Limted

Feed stock 91.52                              91.52                                -                                  

Fuel 251.55                            329.54                              (77.99)                             

Pak American

Feed stock(New) 36.77                              36.77                                -                                  

Fuel 251.55                            329.54                              (77.99)                             

Pak China Fertilizer Limited

Feed stock 97.11                              97.11                                -                                  

Fuel 251.55                            329.54                              (77.99)                             

Hazara Phospate Plant, Haripur

Feed Stock 97.11                              97.11                                -                                  

Fuel 251.55                            329.54                              (77.99)                             

Revised Prescribed 

Prices w.e.f. 01.07.08

Differential (Gas 

Development 

Surcharge)

Category

Sale Prices w.e.f. 

01.01.08


D.   Computation of Weighted Average Cost of Gas
[image: image43.emf]SNGPL SSGCL TOTAL

MMCF MMMBTU

Rs per 

MMBTU Rs Million MMCF MMMBTU

Rs per 

MMBTU Rs Million MMCF MMMBTU

Rs per 

MMBTU Rs Million

Sui 146,000     143,080     134.04    19,178       37,840       37,484       134.04    5,024        183,840        180,564        134.04    24,202      

Kandhkot 13,140       10,972       134.04    1,471        215           181           134.47    24             13,355          11,153          134.04    1,495       

Hassan - SNGPL 73             51             153.24    8              73                51                153.24    8             

Badin 71,750       74,261       255.87    19,001       71,750          74,261          255.87    19,001      

Daru 1,825        2,008        84.77      170           1,825           2,008           84.77      170          

Kadanwari 15,976       15,848       829.79    13,150       15,976          15,848          829.79    13,150      

Miano 26,625       26,412       274.70    7,255        26,625          26,412          274.70    7,255       

Zamzama - I  62,415       49,807       268.60    13,378       44,168       39,000       268.83    10,485       106,583        88,808          268.70    23,863      

Bhit - I 93,439       88,767       295.12    26,197       93,439          88,767          295.12    26,197      

Mari 321           236           55.94      13             321              236              55.94      13            

Ghotki Town - SNGPL 326           289           149.40    43             326              289              149.40    43            

Rustam Town - SNGPL 46             31             149.40    5              46                31                149.40    5             

Sari / Hundi 730           672           489.50    329           730              672              489.50    329          

Mazarani 3,560        3,617        114.65    415           3,560           3,617           114.65    415          

Sawan 88,695       87,631       274.33    24,040       41,380       40,966       274.73    11,255       130,075        128,597        274.46    35,294      

Khipro Block - Naimat Basal -           5,946        6,036        165.75    1,000        5,946           6,036           165.75    1,000       

Zamzama - II 51,282       45,282       268.47    12,157       51,282          45,282          268.47    12,157      

Zargoon 300           285           200.44    57             300              285              200.44    57            

Sinjhoro 10,220       10,373       171.93    1,783        10,220          10,373          171.93    1,783       

Mirpurkhas Block - Kausar 17,839       18,107       165.75    3,001        17,839          18,107          165.75    3,001       

Bhit - II 10,950       10,403       294.65    3,065        10,950          10,403          294.65    3,065       

Bobi 2,920        2,993        171.93    515           2,920           2,993           171.93    515          

Ubaro Town - SNGPL 46             40             149.40    6              46                40                149.40    6             

Dhodak 14,783       15,063       192.66    2,902        14,783          15,063          192.66    2,902       

Dakhni 11,169       11,839       96.43      1,142        11,169          11,839          96.43      1,142       

Loti 8,213        6,915        90.60      626           8,213           6,915           90.60      626          

Sadkal 657           763           503.90    385           657              763              503.90    385          

Qadirpur 172,926     153,904     308.28    47,445       172,926        153,904        308.28    47,445      

Qadirpur (LPL) 13,140       11,195       280.55    3,141        13,140          11,195          280.55    3,141       

Pirkoh 8,213        7,350        90.60      666           8,213           7,350           90.60      666          

Adhi 11,826       12,890       96.43      1,243        11,826          12,890          96.43      1,243       

Ratna 329           378           256.88    97             329              378              256.88    97            

Ratna - II / Gorguri 8,213        8,459        174.68    1,478        8,213           8,459           174.68    1,478       

Dhurnal 329           396           17.25      7              329              396              17.25      7             

Meyal 1,314        1,593        84.77      135           1,314           1,593           84.77      135          

Dhulian 657           796           84.77      68             657              796              84.77      68            

Pindori 3,285        4,277        294.65    1,260        3,285           4,277           294.65    1,260       

Pariwal 6,570        7,785        294.65    2,294        6,570           7,785           294.65    2,294       

Hasan 4,928        3,203        153.24    491           4,928           3,203           153.24    491          

Chanda 3,942        4,991        177.95    888           3,942           4,991           177.95    888          

Rehmat/ Mubarak 8,541        8,951        165.68    1,483        8,541           8,951           165.68    1,483       

Badar 4,928        2,804        146.69    411           4,928           2,804           146.69    411          

Manzalai 49,005       50,475       179.77    9,074        49,005          50,475          179.77    9,074       

Radho 16,425       15,932       158.38    2,523        16,425          15,932          158.38    2,523       

Chachar 9,855        8,229        162.73    1,339        9,855           8,229           162.73    1,339       

Mela 3,285        3,121        173.37    541           3,285           3,121           173.37    541          

Haseeb 9,855        7,490        158.38    1,186        9,855           7,490           158.38    1,186       

Excise Duty  5.09        3,259        5.09        2,153        -              -              -         5,412       

WACOG

682,634   640,290   222.01   142,150   437,776   423,341   276.64   117,113   1,120,410   1,063,631   243.75   259,263  

Particulars



E. Detail of Additions to Fixed Assets per the Petition
[image: image44.emf]Rs.in million

S.NO DESCRIPTION  Projected 

1 Land 348                                

2 24" dia 100Km Kohat-Nowshera  2,003                            

3 36" dia 145Km. 54Qadir Pur Rawan-Sahiwal 4,906                            

4 24" dia 198.03Km Sahiwal-Phoolnagar Shahdara 2,438                            

5 16" dia 29.62Km Rahiwali-Pasrur Offtake 354                                

6 12" dia 35.61Km Gali Jagir Ranyal 290                                

7 12 dia 24.63 Km Nowshera-Mardan 220                                

Sub Total  10,212                          

Compression 

8 Phasing Out of Compressor Units  801                                

Distribution Development 

9 Laying of Distribution Mains / service Lines 3,016                            

10 New Towns & Villages (KPP-I and KPP-II) 2,852                            

11 Laying of Distribution Mains Cost Sharing 400                                

12 Installation of New Connections 1,533                            

13 Construction of SMS's, TBSs and DRSs 291                                

14 System Rehabilitation 245                                

15 Uniform & Cathodic Protection Station 123                                

16 Replacement of undersized meter 245                                

17 Installation of EVCs 16                                  

18 Spares of meters and regulators 25                                  

Sub Total  8,747                            

Other Assets

19 Civil Construction 106                                

20 Plant & Machinery and Equipment 141                                

21 Furniture & Fixtures 23                                  

22 Computer Equipment 43                                  

23 Transport 190                                

24 Others  265                                

25 Capital Work in Progress  (19)                                 

Sub Total  750                                

UFG Assets 

26 Demand Actuator System 83                                  

27 Installation of TBSs 43                                  

28 Installation of satellite security system. 16                                  

29 Replacement of undersized industrial & commercial meters 64                                  

30 Meters with ID 61                                  

31 Regulatory / control valves 15                                  

Sub Total  283                                

Grand Total  21,141                  

Land

Transmission 


F. Computation of HR Cost Benchmark

[image: image45.emf]Rs. in million

Description

Base Year 

FY 2004-05  

(Actual)

FY 2008-09 

(Projected)

Total HR cost  incl. IAS-19 (actual / projected by the licensee) 3,291            4,514            

Less:

IAS-19 258               206               

HR cost excl. IAS-19 provision (actual / projected by the licensee) 3,033            4,308            

BASIS OF BENCHMARK

Total No. of consumers (actual / projected by the licensee) 2,482,170     3,351,515     

Sale Volume (MMCF) 537,086        636,838        

T & D Network (km) 48,313          65,801          

CPI (actual / projected by OGRA) 9.28% 7.77%

Per unit cost factor (consumer base) (Rs.) (Base Year) 1,222            1,222            

Per unit cost factor (T & D Network) (Rs.) (Base Year) 62.78 62.78            

Per unit cost factor (Sale volume base) (Rs.) (Base Year) 5.65              5.65              

Increase based on 50% CPI -                150.93          

Increase on account of increase in consumers (60% weightage) 1,820            2,457            

Increase on account of increase in T & D Network (20% weightage) 607               826               

Increae on account of sale volume (20% weightage) 607               719               

Benchmark HR Cost 3,033            4,154            

Add: IAS -19 Provision 258               206               

Total benchmark H.R. Cost(including T & D Network) 3,291            4,361            

Excess/(saving) to the Licensee (50%) -                77                 

Total HR Cost allowed (after adjustment of 50% excess saving) 3,291            4,437            
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