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National Electric Power Regulatory Authority

Guidelines For Determination of Consumer-end Tariff (Methodology &Process)

-------------------------:-  In  exercise  of  the  powers  conferred  by  section  7(2)(i)  of  the 
Regulation of Generation, Transmission and Distribution of Electric Power Act, 1997 (XL of 
1997) read with rule 3(2)(g) of NEPRA Tariff (Standards and Procedure) Rules, 1998, the 
National Electric Power Regulatory Authority, hereby issues the following guidelines to lay 
down the Methodology & Process for Determination/Approval of Consumer-end Tariff. 

PART 1

INTRODUCTION

The  objective  of  these  guidelines  is  to  describe  the  methodology  for  determining  and 
evaluating different  parameters  for  arriving at  the revenue requirement of  a  distribution 
company or license along with timeline to complete the proceedings. Further, it will also  
prescribed the minimum filling requirement for the distribution companies for annual as 
well as multiyear tariff  
Annual as well as multiyear tariff methodology consists of four parts.  The first part of a 
methodology establishes the objectives to be achieved. 1 One possible contextual objective is 
submitting and notifying an annual end-user tariff within four months. 2  A possible 
procedural objective is the determination of the annual tariff occurs after the completion of a 
rate case proceeding.3  A possible empirical objective is the determination of the contents of 
the minimum filing requirements associated with an annual end-user tariff in one instance 
and a multi-year tariff in another instance.
The second part of a methodology deals with collecting the data and information that 
support the empirical analyses.  The purpose is to minimize the amount of “discovery” that is 
part of every regulatory proceeding. 4  This part of methodological development is 
particularly important because the presumption underlying all regulatory proceedings is that 
the regulated entity has better access to data and information than the economic regulator.  

1 Objectives may be contextual or procedural.  An important procedural objective is establishing when a specific 
regulatory process begins and should end.  Another procedural objective is establishing the sequence for making the 
resolve a specific regulatory proceeding.  

2 Another possible example in the class of contextual decisions is determining the contents of the minimum 
filing requirements for a multi-year tariff.  

3 Another possible procedural objective is that a multi-year tariff is notified before two months of the beginning of 
the next fiscal year.
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Another important presumption is that the economic regulator has a better understanding of 
what data and information it requires to make an effective decision.  
The third part of a methodology involves the selection of the principles that will guide the 
process of making the pre-identified regulatory decisions.5  These principles may be well-
established on the basis of their successes in previous years, or they may be newly adopted 
because the existing principles of good regulation do not cover the type of regulatory 
decisions that has to be made by the economic regulator.  The principles for determination of 
revenue requirement and tariff as established under section 17 of NEPRA Tariff Standards 
and Procedure Rules 1998 which will be followed mainly states that end-user tariffs will be 
cost-based, but cost-based does not mean that the tariff must conform specifically to a fully 
distribution cost-of-service rather it may be set below the level of cost of providing the 
service to the consumers.  Another possible principle is that a multi-year tariff cannot be 
developed without the prior completion of load forecasts and expansion, investment and 
strategic plans.  
The fourth part is a methodology addresses the development of the procedures will be used 
to discipline the regulatory proceeding.  These procedures are intimately related to and draw 
from the administrative law that governs regulatory decisions or for that matter a decision by 
any Commission, Agency or Authority.  One possible procedure is that ex parte 
communications that occur during an on-going regulatory proceeding have to recorded and 
submitted to the record.  Another possible procedure is a notified comment period will never 
be less than seven (7) calendar days.
Owing to the urgency and importance surrounding the creation of these methodologies 
NEPRA has chosen to recognize that improvements are necessary in the areas of minimum 
filing requirements and rate case processes and procedures.  However, NEPRA also has 
decided that complete methodologies for the conduct of rate cases and the fulfillment of a 
minimum filing requirement are not necessary pre-requisites for the adoption of complete 
methodologies for annual and multi-year end-user electricity tariffs.  These choices enable 
NEPRA to list the essential portions of the methodologies for rate cases that support the two 
tariffs and minimum filing requirements that support the rate cases.

4 Discovery is a legal concept, wherein opposing parties seek to extract information and data from each other before 
the legal proceeding begins.  In the regulatory context, however, the purpose of discovery is to increase the 
efficiency of the regulatory process and the effectiveness of regulatory decisions.

5 Adopting these principles should not violate any economic and social constraints.
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PART II

1. Short title and commencement:-

These guidelines shall be applicable to the distribution licensees with immediate effect. 

2. Definitions:-

(1) In  these  guidelines,  unless  there  is  anything  repugnant  in  the  subject  or 
context, 

(a) “Act” means the Regulation of Generation, Transmission and Distribution of 
Electric Power Act, 1997 (XL of 1997); 

(b) “Authority”  means  the  National  Electric  Power  Regulatory  Authority 
(NEPRA); 

(c) “Base Year” means the year on which the annual or multiyear tariff projection 
is being made.

(d) “Consumer-end  Tariff”  means  a  tariff  to  be  charged  to  the  end-consumer 
comprising of Transfer Price and Distribution Margin adjusted for permissible 
Transmission and Distribution Losses, Cross-Subsidy (if any) and Inter-Region 
Subsidy (if any).

 (e) “Distribution Business " means the business of distribution of electric power 
carried on or to be carried on by the licensee pursuant to and in accordance 
with the terms of the distribution licence granted to the licensee; 

(f) "Distribution System "  means  the  distribution facilities  situated  within  the 
Service Territory owned or operated by the licensee for distribution of electric 
power including, without limitation, electric lines or circuits, electric plant, 
meters,  interconnection  facilities  or  other  facilities  operating  at  the 
distribution voltage, and shall  also include any other electric lines,  circuits, 
transformers,  sub-stations,  electric  plant,  interconnection facilities  or  other 
facilities  determined  by  the  Authority  as  forming  part  of  the  distribution 
system, whether or not operating at the distribution voltage;

(g) “Distribution  Margin”  means  the  component  of  revenue  requirement 
comprising  of  operations  &  maintenance  cost,  return  on  rate  base, 
depreciation, taxes, other regulatory cost including other income determined 
or approved by the Authority for running the distribution business.
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 (h) “Investment  Program"  means  the  distribution  company’s  proposed 
investment  in  equipment,  facilities  and  infrastructure  for  improved  and 
efficient services.

(i) "Licensee" means the licensee to whom a distribution licence is granted in 
accordance  with  the  Distribution  Rules  and  shall  include  its  permitted 
successors and assigns; 

(j) “Petition”  means  an  application  filed  by  the  licensee  or  any  person/party 
interested in tariff under NEPRA Tariff Standards and Procedure Rules-1998.

(k) "Prudent Utility Practices " means the practices of an operator of an electric 
power undertaking seeking in good faith to perform its obligations and in the 
conduct of its undertaking exercising that degree of skill, diligence, prudence 
and  foresight  which  would  reasonably  be  expected  from  a  skilled  and 
experienced operator and complying with the relevant Laws and codes;

(l) "Power Purchase Price" means the generation cost and transmission cost to be 
worked out and allocated from CPPA / NTDC pool to distribution companies 
in accordance with transfer price mechanism approved by NEPRA plus power 
purchase by distribution companies through bilateral contacts;

 (m) “Region”  shall  include  the  geographic  area  falling  within  the  service  and 
concessional  territory  of  any  Distribution  Company  including  Karachi 
Electric Supply Company Limited (KESCL); 

(n) “Registrar”  means,  a  person  designated  by  the  Authority  to  register  and 
record receipt of communications and petitions filed with the Authority and 
to perform such duties as may be assigned by the Authority from time to 
time; 

 (o) “Rules”  means  NEPRA Tariff  (Standards  and  Procedure)  Rules,  1998;  and 
Distribution Licensing Rules 1999.

(p) “Test  Year”  means the  first  year  of  tariff  control  period in multiyear  tariff 
regime. 

(q) "Use of System" means the use of the distribution system for the transport of 
electric power by and for and on behalf of the licensee and, in relation to a 
second-tier supplier other than the licensee, for and on behalf of such second-
tier supplier ;
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(r) " Use of System Charges " means the charges made or levied or to be made or 
levied by the licensee for the use of system for the purposes of the distribution 
business or the second-tier supply business or in respect of the use of the 
distribution system by a second-tier supplier but shall not inc1ude connection 
charges ;

(2) Words and expressions used but not defined in these guidelines shall have the 
same meaning as in the Act and Rules and Regulations framed thereunder. 

PART III

MINIMUM FILING REQUIREMENTS

The objectives achieved by imposing a minimum filing requirement on the 
distribution companies are the minimization of the time spent in discovery that 
precedes the development of tariffs and the creation of a solid foundation to support 
the subsequent determination of the annual and/or multi-year tariffs.  The existing set 
of petition formats approved by NEPRA includes twenty-nine (29) items that 
comprise the minimum filing requirements for an annual rate case and end-user 
electricity tariff.  Each of these items is associated with the distribution company’s 
annual review of its revenue requirement, which occurs prior to the initiation of a 
new rate case for the purpose of determining a new revenue requirement. 

NEPRA recognizes that the subset of minimum filing requirements that support the 
determination of an annual tariff is not the same as the sub-set of minimum filing 
requirements that supports a multi-year tariff.  NEPRA, consequently, is responsible 
for establishing a complete set of minimum filing requirements that support of annual 
as well as multiyear tariff proceeding.  NEPRA may establish the complete set with or 
without consultation with the distribution companies.

Each distribution company is responsible for collecting and collating a complete set of 
these data in a timely manner.  The set of minimum filing requirement will be 
provided to each distribution company along with detailed item-by-item explanations 
of the requested data and information, if deemed to be necessary by NEPRA.  Each 
distribution company is required to submit all of the required data at one time and in 
one package, notwithstanding the packages size and the complexity of the required 
information.  Each distribution is to submit these data to NEPRA by a date that has 
been pre-specified by NEPRA with or without the consultation with the affected 
distribution company.6

6 Consultation with each distribution company is not necessary when NEPRA has decided that all of the petitions 
for a new rate case in support of a new annual and/or multi-year tariff will be submitted on or before a pre-specified 
date prior to the start of the next fiscal year.
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The procedures pertaining to the contents of the complete set of minimum filing 
requirements are flexible.  A separate regulatory proceeding is not required to change 
or alter the existing complete set of minimum filing requirements.  Any element of 
this set is subject to addition or removal by NEPRA with or without consultation with 
the affected distribution company.  The set of the minimum filing requirements for 
each distribution company is subject to customization.  Notwithstanding the option, 
which is available to NEPRA, the guiding principle for minimum filing requirements 
is that the complete set of minimum filing requirements is as uniform as possible 
across distribution companies in order to assure maximum efficiency.

Any planning document that is included in the complete set of minimum filing 
requirement is approved by NEPRA prior to its treatment as a valid element of this 
set.  In the event that a regulatory proceeding is required in order for NEPRA to 
approve any such planning document, NEPRA is to conduct this regulatory 
proceeding before the date pre-specified for the submission of the minimum filing 
requirements.

The sufficiency of the data and information submitted by each distribution company 
in fulfillment of the minimum filing requirements is to be deemed by NEPRA, a 
designee of NEPRA or an authorized NEPRA staff member with adequate expertise 
and experience.  A determination of sufficiency by the competent jurisdiction does 
preclude NEPRA and/or NEPRA staff members from requesting additional data and 
information during the conduct of rate case and tariff proceedings.  Failure on the 
part of the distribution company to fulfill the minimum filing requirements will not 
preclude NEPRA from beginning the rate case for the purpose of the subsequent 
determination of an annual or multi-year tariff subject to the caveat that a penalty on 
the approved rate of return may be imposed for failing to rectify the initial failure.

PART IV

RATE CASE / REVENUE REQUIREMENT

The purpose achieved upon the completion of a rate case is the determination of a 
revenue requirement.   Each distribution company is responsible for identifying, 
estimating or asserting numerical values for variables that are included in the 
standard revenue requirements equation.  The variables included in this equation are: 
(1) rate base, (2) cost of capital, (3) depreciation, (4) expenses, (5) taxes and (6) other 
regulatory costs.  

RR = PPP + DM
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DM = RB*COC + D + E + T ± ORC

Where

RR is the distribution company’s revenue requirement

DM is the Distribution Margin

PPP is the Power Purchase Price

RB is Regulatory Assets Base

COC is the cost of capital, which is applied to the rate base7

D is depreciation expense

E is expenses that include but are not limited to operation, maintenance and 
human resources

T is federal and provincial taxes

ORC is other regulatory costs including other income

The requested amount of money for each element of the above revenue requirement 
equation and each sub-element therein is proposed by each distribution company and 
submitted to NEPRA for approval.  NEPRA is not obligated to approve the revenue 
requirement that is requested by a distribution company.  NEPRA will have the 
authority to reject the requested revenue requirement in its entirety and require the 
re-submission of the minimum filing requirements.  NEPRA can amend the requested 
revenue requirement during the conduct of the rate case and subsequently approve 
the amended revenue requirement.8  The revenue requirement approved by NEPRA 

7 The cost of capital is a composite variable.  It basic components are: (a) a capital structure and (b) a schedule of 
rates equity and debt.  The capital structure is the percentage of the rate base financed by equity, the percentage of 
the rate base financed by debt and the percentage of the rate base financed by cost-free capital.  The schedule of 
rates consists of the cost of debt and the cost of equity, where the rate for cost-free capital equals zero. The cost of 
capital is calculated by multiplying each element of the capital structure by the associated rate and then summing 
these results.   

8 The revenue requirement can be amended in a variety of ways.  The cost of capital can be raised or lowered by 
increasing or decreasing the cost of equity.  The amount of the depreciation expense can be amending by changing 
the depreciation methodology or amending the entries into the depreciation methodology. The size of rate base can 
be decreased by finding a set of capital expenditures to be imprudent, or it can increase the size of the rate base by 
introducing another category of other regulatory cost.  The amount of expense can be amended through 
disallowances as a result of excessive expenditure for example.
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is deemed by NEPRA to be sufficient to adequately cover the costs of producing and 
delivering electricity.9  NEPRA is not obligated to guarantee the recovery of the 
approved revenue requirement.10  NEPRA is obligated to provide the distribution 
company with the opportunity to recover the revenue requirement that it approved.

The approvals of an expansion plan11, an investment plan12 and a business plan will 
not be part of the rate case proceedings.  The conduct of separate regulatory 
proceedings is the source for the approval of these plans or some variant thereof.  
These regulatory approvals will be issued prior to the scheduled date of completion of 
the rate case.  The approval of an expansion, investment or business plan is not a 
guarantee that the cost identified therein will be included in the approved revenue 
requirement.13  Each distribution company’s failure to submit these plans to NEPRA 
for approval will result in a penalty assessed against the cost of capital but will not 
delay the completion of the rate case on the scheduled date.  Failure on the part of 
NEPRA to approve submitted plans will delay the completion of the rate case beyond 
the scheduled date of completion.

9 Well-developed administrative law does not permit regulatory taking; that is, the economic regulator refuses to 
approve a revenue requirement that is not expected to cover the entire cost of producing and delivering electricity 
net of penalties and disallowances.  

10 Guaranteeing the full recovery of the revenue requirement and no more or no less is retroactive ratemaking, 
which is not allowed under the restrictions contained in well-developed administrative law.  Retro-active rate-
making essentially consists of changing rate levels without the requisite evidence within the regulatory record.

11 Whenever circumstances require the expansion plan will recognize the effects of the non-availability of specific 
types of fuel that are used to generate electric power.  Similarly, operation and maintenance expenses will recognize 
the adverse or beneficial effects of the substitution of less efficient fuels because of the non-availability of the more 
efficient fuels.

12 An investment plan that is based on an expansion plan is developed in accordance with desired objectives stated 
by NEPRA such as reducing losses or improving service quality, reliability and efficiency.  The cost of performing 
the cost/benefit analyses associated with the expansion plan and/or investment plan are included in the revenue 
requirement.

13 Notwithstanding the actual decision by NEPRA, a strong presumption exists that the costs identified in the three 
plans will be included in the revenue requirement and provided with the opportunity for recovery through tariffs 
approved by NEPRA.  NEPRA’s approval of plans is neither an implicit or explicit determination that the actual 
expenditure to implement all or any part of these plans is prudent.
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The principle of “used and useful” is applied to the determination of the rate base.14 
The original cost is the principal determinant of the facilities and assets that are 
included in the rate base by NEPRA.15  The appropriate depreciation method is 
applied to each facility, each class of facilities, each asset or each class of assets as 
determined by NEPRA.16  Pre-determined classes of facilities and/or assets are 
afforded expensing as an alternative to capitalization when requested by each 
distribution company.  

The cost of capital is proposed by each distribution company and determined by 
NEPRA.  The cost of capital can be different for each distribution company although 
every effort is expended to assure as uniform as possible rate of return on rate base 
across distribution companies. Widely accepted methods are used for estimating the 
cost of capital. 

Rate base, depreciation, expenses, taxes and other regulatory costs for prior years that 
are used to determine the revenue requirement are subject to audit and verification 
by NEPRA or its designee.  Any audited and verified cost is subject to disallowance by 
NEPRA when it is deemed by NEPRA to be an imprudent expenditure of funds 
asserted to be recoverable through an annual or multi-year tariff. Technical losses, in 
principle, are recoverable from the general body of ratepayers.  The recovery of non-
technical (i.e. administrative) losses is subject to the discretion of NEPRA as 
permitted by existing statutes and other applicable laws.

Some expense, especially fuel cost and taxes, is eligible for “pass through” and as-
soon-as-possible recovery from or return to the general body of ratepayers.  NEPRA’s 
judgment, existing statutes or other applicable laws are the authorizations for 
awarding “pass-through” status to designated classes of expenses.  Each distribution 
company is not permitted to receive a rate of return on an expense or tax.

Other regulatory cost is a class of cost that is not eligible for “pass-through” and is not 
subject to the application of the used and useful principle.  Other regulatory cost is 
determined on a case-by-case basis and created for a specific purpose that is fully 

14 The principle of used and useful is that only facilities and assets that are productive in the sense that they 
currently are being used to produce and deliver electricity are eligible for inclusion in the rate base.  The application 
of this principle does not extend to scheduled or unscheduled maintenance and schedule or unscheduled outages.

15 Original cost is the accounting cost of procuring, installing and commissioning facilities and assets, where these 
costs are measured at the time of purchase, installation and commissioning.

16 Various depreciation methods are available for use by NEPRA.  They are whole life, remaining life and life-
cycle.
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articulated in a regulatory order.17  To avoid claims of discrimination and/or undue 
preference, any cost designated as “other regulatory cost” is available for use by each 
distribution company.  

Discretion is provided to NEPRA to choose either a past, current or future test for the 
purpose of determining a revenue requirement.18  Included in the test year are reward 
and/or penalties associated with incentives, investment behavior, expenditures, 
performance standards, collections and technical and/or administrative losses.  An 
investment plan that is supported by an expansion plan is a necessary input only for 
the determination of a revenue requirement that is based on a future test year(s).  It is 
for this reason that the approval of expansion, investment and business plans does not 
guarantee the amalgamation of the pertinent cost in the revenue requirement.

A financing plan is an important input whenever a current or future test year is used 
to determine a revenue requirement.19 Conversely, details of the actual investments 
are important inputs whenever the revenue requirement is determined using a past 
test year.  The cost of a monitoring and evaluation program for the execution of 
expansion and investment plans is included in the revenue requirement regardless of 
the complexity and level of detail associated with this program.  The same cost-
recovery principle is applied to the cost of a monitoring and evaluation program for 
the reduction of technical and administrative losses.20  

17 Construction work in progress (CWIP) is an example of other regulatory cost.  This recoverable cost was created 
as a complement to an Allowance for Funds Used During Construction (AFUDC), which is another example of 
other regulatory cost.  AFUDC was calculated by adding interest payments to capital construction costs associated 
with facilities and assets that are not yet used and useful but will be used and useful in the future. The construction 
cost + interest was put into rate base and became recoverable through tariffs as soon as the associated facilities and 
assets became used and useful.  The problem was that AFUDC grew to be very large over time and could not be 
included in rate base in one lump sum because of rate shock.  CWIP was created as a solution wherein some of the 
construction cost that was not yet used and useful was included in the rate base nonetheless.  This reversal of the 
used and useful principle was justified on the two grounds – avoidance of rate shock and tariff stability. 

18 The past (i.e. historical) test year relies on accounting data that is auditable and verifiable.  Typically, a past test 
year is the most recent twelve month period for which such data are available.  For Pakistan, the preceding fiscal 
year is the natural choice for a past test year.  The current test year is the current fiscal year.  It is inevitable that the 
data contained in a current test year are part accounting and part economic, where economic means forecasts and 
projections.  Data for a future test year are only forecasts and projections.

19 While not specifically germane to the determination of a revenue requirement it would be useful to require the 
submission of quarterly investment execution reports for the purpose of monitoring and evaluation by NEPRA.  
These reports will include timelines and Gant charts for the purpose of estimating progress.  The costs associated 
with these reports are included in the revenue requirement for recovery through tariffs.

20 The monetary values within a schedule of planned capital expenditures for the purpose of reducing losses are 
inputs for the determination of a revenue requirement when a current or future test year is used for this purpose. A 
schedule of actual capital expenditures for the purpose of reduction losses is appropriate when a past test year is 
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NEPRA will assign a length of time for the completion of a rate case and the 
determination of a revenue requirement that is recoverable through tariffs. The 
assigned length of time is not to exceed four (4) consecutive months excluding the 
time required for planning documents. NEPRA will determine a schedule for the 
completion of a rate cases for each of the ten distribution companies. 

21    No distribution company will be given the opportunity to file a petition of 
reconsideration concerning the revenue requirement approved by NEPRA until after 
the determination of an annual and/or multi-year end user electricity tariff. 

PART V

SCHEDULING A TARIFF PROCEEDING

The purpose of scheduling is to establish and maintain the efficiency of the tariff-
making process by putting sufficient thought into developing and providing a detailed 
timeline for the submission, determination and notification of an annual and/or 
multi-year tariff.22  This scheduling assures that a Member quorum is present to take 
evidence and make decisions according to administrative procedures and statutory 
requirements. This scheduling further assures that NEPRA staff and the staff of the 
distribution company have sufficient information to allocate their time properly.

The data used to develop this schedule will be extracted from NEPRA’s familiarity 
with the regulatory issues and the experience of its staff in dealing with them.23  The 
entire rate case/tariff process will be completed in accordance the timeframe give 
these guidelines, which consists of rate-case preparation, rate-case submission, rate-
case determination, a tariff submission, a tariff determination and a tariff 
notification.24  

being used. 

21 Rate cases submitted by state-owned generation companies, the Water and Power Development Authority and the 
National Transmission and Dispatch Company are to completed no later than five (5) months before the end of the 
current fiscal year. The tightness of the time frame for the completion of rate cases for WAPDA, NTDC and state-
owned generation and distribution company assures that rate cases are to be processed in parallel and not serially.  

22 NEPRA will schedule at least ten (10) rate cases and tariffing making proceedings each year for annual tariffs.

23 The multi-year tariff will require more time to approve and notify than an annual tariff.  As a result, the 
distribution company has to schedule longer periods for the development of multi-year tariff than for an annual 
tariff.
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Schedules for submissions of the purchased power price by the CPPA and tariff for 
transmission are necessary inputs in order to schedule the tariff process.  The 
purchased power price is approved by NEPRA.  The tariff for transmission service is 
approved by NEPRA and notified by the Government of Pakistan.  Scheduling the 
tariff process will necessarily absorb the Order of Authority, Annexes to the Order 
and notification in the official gazette of the transmission tariff approved by NEPRA.25 

Scheduling procedures that minimize the length of time that is required to submit, 
determine and notify an annual and/or multi-year end-user electricity tariff ensure 
procedural efficiency as the principle that guides scheduling.  These procedures will 
recognize the benefits of applying well-established principles of administrative law.

Schedule of Regulatory Proceedings 
A. Regulatory Proceeding for approval of Planning Documents

Description Date
1 Submission of Integrated Generation, Transmission and 

Distribution expansion and Investment Program (IGTDP) by 
NTDC and distribution companies relevant portion

September 01 each year

2 Submission of assessment of Transmission and Distribution 
losses by distribution companies

September 01 each year

3 Submission of Data for Generation Plan or Procurement Plan 
by NTDC and distribution companies

September 01 each year

4 Approval of IGTDP by NEPRA 30th November, each year
5 Approved Generation plan and Power Purchase Cost  by 

NEPRA
30th November, each year

6 Approved Target of Transmission and Distribution Losses by 
NEPRA

30th November, each year

B. Regulatory Proceeding for Rate case and Tariff Determination
1 Submit minimum filing requirements by distribution company January 31st each year
2 Revise minimum filing requirements (if necessary) As required from time to time 
3 Accept minimum filing requirements (delegated to NEPRA 

staff)
As required from time to time

4 Submit tariff petition by distribution (Complete in all respects) January 31st each year
5

Admit tariff petition
Within 15 days from date of 
submission

6
Publish notice of admission and public hearing

Within 07 days from date of 
admission

7 Schedule and conduct public hearing Within One month from the 

24 Scheduling the tariff process is done separately from the scheduling of the minimum filing requirement, 
submission of the transmission tariff and the rate case.   

25 Section 31(4) of the NEPRA Act, 1997 establishes completely the methodology of the notification of an annual 
and/or multi-year tariff in the official gazette.
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date of admission 
8 Close evidence period 15 days from date of hearing
9 Submit analysis/recommendation to Authority (NEPRA staff) Within two months from date 

of public hearing 
10 Decision of Authority (including vetting by the Legal section) Within four months from date 

of admission
11 Intimation of Authority decision to Government of Pakistan Same day of decision
12

Notification of Tariff by Government of Pakistan
Within 15 days from date of 
intimation by NEPRA

Scheduling the tariff process will not be dependent upon the submission of the 
planning documents used for other purposes until such time that NEPRA has issued 
orders for the publication of these documents in a specific order and in a timely 
manner.  Until that state of affairs obtains, the Orders of Authority for planning 
documents will indicate that their submission to and approval by NEPRA is not part 
of the rate case or tariff determination and notification.  

PART VI

Annual Tariff Methodology

Schedule the tariff process is to assure: (1) the rate structure for an annual tariff is 
readily identifiable; (2) customer classes characterizing the tariff have discernible 
limits and restrictions; (3) the sizes of cross-subsidies, if any, attached to the 
respective customer class are reported and (4) the sizes of the inter-regional subsidy, if 
any, are identified and reported. Schedule the tariff process also is to assure that the 
existing annual tariff remains in effect until superseded by the new tariff.  

The purpose of an annual tariff methodology is to impose a structure on the 
preparation of this tariff for submission to NEPRA. Collecting and collating the 
required data are integral portions of this tariff methodology.26 Engineering, economic 
and/or social principles will be chosen in advance for the purpose of guiding the 
development of the annual tariff.  The set of procedures for weaving these principles 
within the design of the annual tariff will be determined effectively and implemented 
as efficiently. This set of procedures will permit the periodic review of the annual 
tariff for the purpose of identifying and making any needed adjustments. 

Because of the unbundling of the electric power sector an annual end-user electricity 
tariff will be developed in three parts.  Part 1 is obtaining the cost of the generation 

26 Completing the collection and collation of the required data in a timely manner will place significant demands 
upon the distribution company’s technological and human resources.  A carefully constructed set of Minimum Filing 
Requirement will minimize these demands.
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that is purchased by, assigned to or allocated to the distribution company and 
including it in the distribution company’s revenue requirement.  The CPPA or its 
successor(s) will provide this cost.  Part 2 is determining the cost of transmitting the 
generation that has been purchased by, assigned to or allocated to the distribution 
company.  The NTDC or its successors will provide the transmission rates to the 
distribution company, but the total cost of transmitting the power provided to it will 
be the responsibility of the distribution company. The two costs will be combined 
into a purchased power cost.27

27 Restriction requiring uniform generation and transmission costs across all of the distribution companies may 
be found within this annual tariff methodology.  
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1. Objectives of an Annual End-user Electricity Tariff

a. A primary co-objective to be achieved by an annual end-user electricity tariff is to 
recover the total cost of providing electricity to all classes of customers in 
sufficient quantity and pre-determined quality to the greatest extent practicable.28

b. A primary co-objective to be achieved by an annual end-user electricity tariff is to 
provide proper economic signals to all consumers of electricity in a manner that 
recognizes the engineering realities of the entire power sector29, existing social 
considerations and constraints30 and existing cultural norms31.

c. The operational objectives will be: (1) to rationalize the growth in the demands 
for electric power and electricity, (2) to rationalize the expansion of and 
investment in generation, transmission and distribution facilities and assets and 
(3) to rationalize expenditures on operations-based facilities and/or assets that may 
be capitalized or expensed, as appropriate and approved by NEPRA.

2. Data and Information for an Annual End-user Electricity Tariff

a. All distribution companies will submit the Minimum Filing Requirements for 
the determination of an annual end-user electricity tariff in accordance with 
the NEPRA Tariff Standards and Procedures Rules 1998 approved by NEPRA 
and the scheduling of the tariff process.

b. All petitions for the determination of an annual end-user electricity tariff will 
include the costs of power purchased through the CPPA, its successors or via 
bilateral contracts, the costs of transmitting purchased power and the revenue 

28 Total cost will include: (1) the return on rate base, (2) the recovery of rate base, (3) expenses of allowable types, 
including but not limited to non-capitalized investments, (4) taxes and (5) other regulatory costs.

29 Engineering realities attached to the entire power sector may preclude the implementation and hence adoption at 
the present time of particular rate structures such a real-time electricity rates or utility-controlled demand-side 
management. Load-shedding would preclude rate structures and rate levels that are dependent on the continuous 
receipt of high-quality electricity. 

30 Existing social constraints and considerations will affect the selection of the test year for the determination of the 
distribution company’s revenue requirement and the selection of the principles that will be used to choose the 
structure of the annual tariff.

31 To some extent, cultural norms such as affordability will govern the activities and decisions of the Government of 
Pakistan, NEPRA and the distribution companies, which supply essential services to the general public.
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requirement of the distribution, which will include its cost of and return on its 
rate base, recovery of its rate base, cost of capital expenditures for operations, 
operations and maintenance expense, all allowable ancillary expenses, 
administrative and human resources expenses, taxes and other regulatory 
costs.  Any of these costs may be disallowed by NEPRA during the rate case.

c. All petitions for the determination of an annual end-user electricity tariff will 
include, as part of their basis and as required, the associated generation 
expansion plan, transmission expansion plan, distribution expansion plan, and 
the capital-expenditures-for-operations plan, especially for the purposes of 
reducing transmission and distribution losses per the NEPRA-approved losses 
target and improving general performance.  Any element of these plans may 
be disallowed by NEPRA but only for the purpose of determining an annual 
end-user electricity tariff.  

d. All data and information in addition to the Minimum Filing Requirements will 
be accurate and complete in all respects. 

3. Data and Information provided by the Power Purchase Price

a. Fuel expense will be based on auditable and verifiable costs or estimates of 
costs that are based on the trend of international oil prices, local market trends 
and past trend in rupee devaluation, as appropriate as determined by the 
selection of the test year for the determination of the distribution company 
revenue requirement.

b. All expenses, other than fuel expense, will be based on auditable and verifiable 
costs or estimates of cost that are based on the generation, transmission and 
distribution expansion plans and projections of historical trends with respect 
to these costs using the reference indices, as appropriate as determined for the 
determination of the distribution company revenue requirement.

c. Generation Capacity Charge Component of the power purchase price relating 
to non-IPPs will be based on auditable and verifiable costs or estimates of costs 
that are based on reference indices, as appropriate as determined for the 
determination of the distribution company revenue requirement. 

d. Generation Capacity Charge Component of the power purchase price relating 
to IPPs will be based on the Authority’s approved rates and the contracts 
between CPPA and the IPPs, allocated to distribution companies in 
accordance with Authority’s approved Transfer Price Mechanism as per 
Annex-1.
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e. Transmission costs for the distribution company will be based on the 
prescribed Transfer Price Mechanism as approved by NEPRA for all 
distribution companies. 

4. Data and Information provided by Investment and Financing Programs

a. Each year NEPRA will approve an investment programs for the expansion of 
generation, transmission and distribution asset and facilities in integration 
required to meet the demand for electric power or the demand for electricity, 
as appropriate, with complete details of the activities for the tariff control 
period. Accordingly NTDC and distribution companies will submit the plans 
to NEPRA for approval. 

b. Each year NEPRA will approve an investment programs for the expansion of 
operationally based assets and facilities in order to improve the efficiency or 
performance of the distribution company, as appropriate, with complete 
details of the activities for the tariff control period. Accordingly distribution 
companies will submit the plan to NEPRA for approval. 

c. All distribution companies will develop investment and financing programs in 
accordance with the operational objectives NEPRA has determined to be 
achieved such as improved reliability, customer service, efficiency and/or loss 
reduction.

d. All petitions for an annual end-user electricity tariff will include cost/benefit 
analyses and payback periods for the investment and financing programs as per 
the provisions of NEPRA Performance Standards (Distribution) Rules, 2005 
and other applicable documents.

e. The integrated generation, transmission and distribution expansion and 
investment plans of NTDC and distribution companies will be analyzed by the 
Technical Division of NEPRA, in consultation with stake-holders. The 
evaluation report along with recommendations will be submitted to the 
Authority for approval prior to the submission by a distribution company of a 
petition for an annual end-user electricity tariff. 

5. Data and Information provided by a Generation Plan
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a. NTDC shall submit power station wise, fuel wise monthly generation plan to 
NEPRA for three years to be reviewed and revised annually. The generation 
plan shall be duly supported with the availability of fuel indicating the impact 
of plant outage for annual maintenance.

b. All petitions for the determination of an annual end-user electricity tariff will 
include a rolling 5-year generation plan that is derived from the rolling 5-year 
integrated generation, transmission and distribution expansion by consultation 
with NTDC. 

c. The derived generation plan including the power procurements and its 
allocation to each distribution company will be analyzed by the Technical 
Division of NEPRA, in consultation with stake-holders. The evaluation report 
along with recommendations will be submitted to the Authority for approval 
prior to the submission by a distribution company of a petition for an annual 
end-user electricity tariff.

6. Data and Information provided by an Assessment of T&D Losses 

a. The distribution company will submit the details of the base year’s monthly 
and accumulated transmission and distribution losses for tariff period 
experienced by the distribution company.

b. All submission will include an explanation of the causes and/or reasons for the 
transmission and distribution losses and a proposed investment program, 
which is a component of the capital-expenditure-for-operation plan, to reduce 
transmission and distribution losses.

d. The details for assessment of T&D losses submitted by the distribution 
company will be analyzed by the Technical Division of NEPRA, in 
consultation with stake-holders. The evaluation report along with 
recommendations will be submitted to the Authority for approval prior to the 
submission by a distribution company of a petition for an annual end-user 
electricity tariff.

7. Principles for the Design of an Annual End-user Electricity Tariff 

a. Without the direction that would be provided by statute(s), regulatory order(s) 
or other documents with the force of law, the distribution company will be 
entitled to choose the basis for the design of a annual tariff in accordance with 
rule 17 of NEPRA Tariff Standards and Procedure Rules 1998.  
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b. Without the direction that would be provided by statute(s), regulatory order(s) 
or other documents with the force of law, the distribution company will be 
entitled to choose between the gradual elimination of the general subsidy or 
norm of affordability.

c. Without the direction that would be provided by statute(s), regulatory order(s) 
or other documents with the force of law, the distribution company will be 
entitled to choose between the absence of targeted cross-subsidies or the 
presence of targeted cross-subsidies.  

d. All petitions for the determination of an annual end-user electricity tariff will 
contain a lifeline rate structure and lifeline rates.

e. All petitions for the determination of an annual end-user electricity tariff will 
have a cost-of-service study as its basis.

f. All petitions for the determination of an annual end-user electricity tariff will 
be filed pursuant to Rule 3 of the NEPRA Tariff Standards and Procedure 
Rules 1998  and be consistent with the guidelines approved for this purpose.

8. Procedures for an Annual End-user Electricity Tariff Petition 

a. The distribution company will be required to choose between a past, current 
or future test year.  

b. All petitions for the determination of an annual tariff will be filed pursuant to 
rule 3 of the NEPRA Tariff Standards and Procedure Rules 1998  by the 
distribution companies in a manner consistent with the guidelines approved 
for this purpose.

c. All distribution companies will be allowed to submit their petitions for the 
determination of an annual tariff at the same time that t0he Minimum Filing 
Requirements are submitted to NEPRA or at a later date in accordance with 
the scheduling of the tariff process approved by NEPRA.

d. All petitions for the determination of an annual tariff using a past test year will 
be supported by audited and verifiable data, an annual tariff based a future test 
year will be supported by forecasts and projections of as high a quality as 
consistent with technology constraints and an annual tariff using a current test 
year will be support by projections, forecasts and auditable and verifiable data 
that are contained within the Minimum Filing Requirements as may be 
amended during the rate case.  
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e. All distribution companies will be required to fulfill the Minimum Filing 
Requirements accurately, completely and in a timely manner as prescribed in 
the scheduling of the tariff process.

f. All petitions for the determination of an annual tariff based on a current or 
future test year will contain forecasts and projections of as high a quality as 
consistent with technology constraints, a complete financial analysis for each 
of these test years, determination of the financial impact on any class of 
customers that is affected by a modification of (i.e. change in) the tariff 
structure and/or tariff rate or terms and conditions, including the supply of 
electric power during the test year.  Auditable and verifiable data will be 
substituted for projections and forecasts when the distribution company 
chooses a historical test year. 

9. Procedures for Including and Adjusting the Power Purchase Price 

a. The variable component of operations and maintenance cost will be reviewed 
quarterly, biannually/annually as the case may and adjustments to the revenue 
requirement may be made to assure a reasonable opportunity of cost recovery 
by the distribution company in reaction to a substantial adverse effect on this 
opportunity.

b. Reference monthly capacity charges will be determined on the basis of 
forecasts and projections of as high a quality as consistent with technology 
constraints  of the monthly maximum demand for the future test year that are 
expected to be experienced by the distribution company using the appropriate 
indices as may be determined by the Authority. 

c. The generation capacity charges will be reviewed quarterly in terms of the 
actual transfer of power from CPPA of NTDC and adjustments to the revenue 
requirement may be made to assure a reasonable opportunity of cost recovery 
by a distribution company in reaction to a substantial adverse effect on this 
opportunity.

d. Generation capacity charges will be charged in accordance with the Transfer 
Price Mechanism that has been prescribed by the Authority.

e. Reference monthly transmission charges for each distribution company based 
on forecasts and projections of as high a quality as consistent with the 
technology constraints will be charged in accordance with the Transfer Price 
Mechanism that has been prescribed by NEPRA and included in the NTDC 
tariff determination, which may be amended from time to time to assure a 
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reasonable opportunity of cost recovery by NTDC  after reacting to a 
substantial adverse effect on this opportunity.

f. Transmission charges will be reviewed on the basis of the actual transfer 
power from CPPA of NTDC and adjustments to the revenue requirement may 
be made to assure a reasonable opportunity of cost recovery by the distribution 
company in reaction to a substantial adverse effect on this opportunity.

g. The reference energy charge, which is based on forecasts or projections of fuel 
expense plus forecasts or projections of variable operation and maintenance 
expense, will be reviewed quarterly on the basis of actual units and billing by 
CPPA of NTDC and adjustments to the revenue requirement may be made to 
assure a reasonable opportunity of cost recovery by the distribution company 
in reaction to a substantial adverse effect on this opportunity.

h. The reference monthly fuel cost component of power purchase price will be 
based on projected monthly fuel prices.

i. The reference monthly fuel cost component of power purchase price will be 
the basis for making a monthly adjustment to the fuel cost component due to 
actual variation in fuel prices and generation mix. 

j. Fuel prices will be estimated keeping in view the trends of international oil 
prices, local market and rupee devaluation.

k. The reference monthly fuel cost component of Power Purchase will be 
determined on the basis of forward-looking monthly fuel prices.

10. Procedures for Including Investment and Financing Programs 

a. Annual investment and financing programs for the purpose of meeting the 
demands for electric power and electricity, which are submitted with or 
before the submission of the petition for an annual end-user electricity tariff, 
will be based on an independently determined distribution expansion plan or 
on the distribution component of a rolling 5-year integrated generation-
transmission-distribution plan.

b. An annual investment and financing programs for the purpose of improving 
the efficiency or performance of the distribution company, which are 
submitted with or before the submission of the petition for an annual, will be 
based on performance and efficiency standards approved by NEPRA. 
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c. Annual investment and financing programs of both types, above, will be 
reviewed by NEPRA staff in terms of their impacts on the performance of the 
distribution company for the purpose of the determining allowances or 
disallowances in the determination of the revenue requirement.

d. All distribution companies will submit quarterly reports concerning its actual 
investment and financing programs for the purpose of monitoring subject to 
milestones submitted to and approved by NEPRA.

e. All distribution companies will submit details of actual investments made 
during the year and the actual transfer of assets from Capital Work In Progress 
(CWIP) to Gross Fixed Assets in Operation (GFAIO) ) for making adjustment 
in the relevant components of Distribution Margin. 

11.   Procedures for Including a Generation Expansion Plan 

a. NTDC shall submit power station wise, fuel wise monthly generation plan to 
NEPRA for three years to be reviewed and revised annually. The generation 
plan shall be duly supported with the availability of fuel indicating the impact 
of plant outage for annual maintenance.

b. The generation expansion plan approved by NEPRA will be used to determine 
the reference (monthly) power purchase price over the test year, which is a 
component of the revenue requirement for the distribution company and the 
Schedule of Tariff. 

12.   Procedures for Including the Assessment of T&D Losses 

a. All petitions for an annual tariff will include only forecasted or projected 
technical and eligible administrative losses for recovery via the tariff.

b. All petitions for an annual tariff will not include forecasted or projected 
administrative losses due to theft/pilferage for recovery via the tariff.

c. Eligible administrative and technical losses will be based on the Annual 
Performance Report filed under NEPRA Performance Standard (Distribution) 
Rules, 2005.

d. Information about the distribution company attained via monitoring and 
technical evaluation by NEPRA and/or independent consultants will be the basis 
for establishing targets for the reduction of all forms of transmission and 
distribution losses.
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e. Quarterly and end-of-year adjustments to an annual tariff may occur as a result of 
the monitoring and evaluation of the performance by the distribution company 
with respect to achieving the targeted reduction for transmission and distribution 
losses.

f. Technical Division will evaluate the information provided by the distribution 
company on the basis of a study carried out by the independent consultant in 
accordance with the Authority’s approved Terms of Reference for setting 
improvement targets for the technical losses in consultation with the 
stakeholders.

g. Tariff division will make necessary adjustment in an annual tariff on the basis of 
an approved evaluation report.

13. Schedule of Tariff under Annual Tariff

a. The distribution company will be allowed to recover the determined 
revenue requirement through an annual tariff as indicated in the Schedule 
of Tariff.  

b. An annual tariff will be based on a cost of service study and revisions 
thereto as required to meet objectives. 

c. The Schedule of Tariff  for an annual tariff will indicate the estimated 
cross-subsidy and/or inter-region subsidy, if any, for the respective class of 
consumers.

d. Order of the Authority along with relevant Annexes will be intimated to 
the Government of Pakistan for notification in the official gazette in terms 
of section 31(4) of NEPRA Act, 1997. 

e. The Schedule of Tariff, once notified, will remain effective until 
superseded by the new Schedule of Tariff notified by the Government of 
Pakistan.

f. The Schedule of Tariff will be subject to periodic review

g. The Schedule of Tariff is closed at the time that the existing tariff has been 
superseded by the new tariff.  

14.  Description of the Cost of Distribution
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The revenue requirement will be the sum of separate blocks of costs that have been 
determined under a regime of rate base/rate of return regulation.  Inputs to the first block of 
costs will be the prices of the power sold by IPPs to CPPA and the regulated rates of the 
state-owned generation companies.  Regulated rates for transmission service will be are the 
inputs to the second block of costs.  The sum of the first and second blocks of costs will be 
the power purchase cost.  Input to the third block of costs will be the cost of providing 
distribution services and delivery electricity to end-users termed as Distribution Margin.  
The sum of the first, second and third block of costs is the revenue requirement. 

Different approaches will be used to determine each block of costs.  The cost of generation 
will be determined by the CPPA by combining the IPP’s contract prices with the tariffs for 
the state-owned generation companies.   This per-unit cost multiplied by the amount of 
power allocated and/or received by the distribution company will constitute the generation 
portion of the revenue requirement for the distribution company.  The NTDC and NEPRA 
will determine the per-unit cost of transmission that will be multiplied by the amount of 
transmission service that is needed to transmit the allocated and/or received power to the 
distribution company.  This multiplicand will be the cost of transmission that is included in 
the revenue requirement of the distribution company.  The distribution company will 
determine its revenue requirement separately.  The sum of the three difference revenue 
requirements that will be assigned to the distribution company will be the total revenue 
requirement for the distribution company.

This section of the methodology for an annual end-user electricity tariff focuses on the 
inputs that are used to determine the separate revenue requirement of the distribution 
company.  These inputs are consistent with the inputs that are used to determine the costs of 
generation and transmission.  This section is descriptive.32  

a. Cost of Distribution

A revenue-requirement approach will be used to determine the cost of distribution.  The 
data and information for this purpose will be obtain as a result of the submission of 
Minimum Filing Requirement and additional data and information supplied by the 
distribution company, interveners, commenters and the staff of NEPRA during the rate-case 
proceeding.  

The components of the cost of distribution will include, but will not be limited to, the post-
tax rate of return on rate base, depreciation and the costs of operations, maintenance, repairs, 
salary, wages, benefits, travel, vehicles and other costs.  The distribution company will 
account for these costs in the following manner.

32 At this time, suggested additions or subtractions from the inputs will not be proposed.
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b. Post-tax rate-of-return on rate base

Rate base will be determined on the basis of the average net fixed assets, construction work 
in progress (CWIP) and average deferred credits33 that are determined in a manner that is 
consistent with the selection of the test year.  The source of average deferred credits is rate-
base-related contributions to the distribution company by consumers. 

The post-tax return on rate base will be the post-tax Weighted Average Cost of Capital 
(WACC).34  The debt component of the WACC will be the average return on Pakistan 
Investment Bonds over the last ten (10) years.  The equity component of the WACC will be 
calculated in accordance with Capital Asset Pricing Model (CAPM).  A minimum of twenty 
percent (20%) equity will be assumed when there is negative equity.  Equity that is more 
than 30% will be considered as as debt.

c. Depreciation Expense

Depreciation expense will be determined on the basis of Gross Fixed Assets in Operation, 
including new investment, in a manner consistent with the selection of the test year.  The 
gross depreciation expense will be reduced to the extent of amortization of the deferred 
credits.

d. Operations, Maintenance and Repairs Expenses

Operations, maintenance and repair expenses will be determined in a manner consistent 
with the selection of the test year and will include the costs of scheduled maintenance and 
operations’ performance enhancement. This cost of repairs may be adjusted up or down in a 
manner consistent with the chosen test year because repairs by definition are not scheduled 
in the maintenance program.  The costs of maintenance and repairs will be monitored on an 
on-going basis. 

e. Salary, Wages & Other Benefits

The cost of salaries, wages and benefits will be determined in a manner consistent with the 
selection of the test year.  Trends in salaries, wages and benefits will be monitored 
continuously regardless of the selection of the test year.  Known budgeted increases in 

33 Average deferred credits are rate-base related contribution by consumers to the distribution company. ??

34 Taxes will not be considered when determining the rate of return on rate base.  Taxes paid during the previous 
year will be passed-through in the next annual end-user tariff upon the production of verifiable evidence by the 
distribution company.
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salaries, wages and benefits and know annual increments in salaries, wages and benefits will 
be included in the revenue requirement regardless of the selection of the test year.  Specific 
procedures will be applied to the treatment of salaries, wages and benefits of new recruits to 
the distribution company.35  

f. Travel Expenses

Travel expenses will be determined in a manner that is consistent with the selection of the 
test year.  Monetary allowances provided for travel, accommodation and daily expenses 
during official visits will be allowed in accordance with the applicable Rules. Travel expenses 
will be monitored to identify trends and revisions in any allowance per the applicable Rules.

g. Vehicle Expenses

Vehicle expenses will be determined in a manner that is consistent with the selection of the 
test year.  These expenses will include, but not be limited to, the costs of fuel and 
maintenance in the service territory of the distribution company.  Vehicle expenses will be 
monitored to identify trends in fuel and maintenance costs. 

h. Other Expenses

Other expenses will be determined in a manner that is consistent with the selection of the 
test year.  These expenses will include, but not be limited to, bill collection, office supplies 
and stationary, other utilities expenses, rents, taxes, postage, insurance, overhead expenses, 
auditor remuneration, fees and charges, advertisement, publicity, provision for obsolete 
stores and miscellaneous expenses. Other expenses will be monitored to identify trends. 

i. Other Income

Other Income will be determined in a manner that is consistent with the selection of the test 
year. Other income will be considered to be a negative other cost.  This negative other cost 
will include, but not be limited to, amortization of deferred credit, meter and rental income, 
late-payment surcharges, profit on bank deposits, sale of scrap, income from non-utility 

35 Hiring a new employee to replace a retiring employee will be subject to a certification by the Auditor that new 
employee replaces the retiring employee with no incremental cost impact. Any other recruitment must be linked 
with the comprehensive recruitment plan which would link the additional work, quantified benefits based on best 
utility practices. Actual amounts transferred to Post Retirement Fund will be allowed. In case the utility does not 
maintain the fund, actual amounts paid during the test year will be allowed as employees post-retirement benefits.
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operations, commission on PTV fees and miscellaneous income. Other income will be 
monitored to identify trends.

Under/Over Recovery of Costs

Under/over recovery of assessed costs through consumer end tariff during the previous test 
year will be accounted for in the revenue requirement for the next test year.

PART VII

MULTI-YEAR TARIFF METHODOLOGY 

Scheduling the tariff process is to assure: (1) the rate structure for a multi-year tariff is 
readily identifiable; (2) customer classes characterizing the tariff have discernible limits and 
restrictions; (3) the sizes of cross-subsidies, if any, attached to the respective customer class 
are reported and (4) the sizes of the inter-regional subsidy, if any, are identified and reported. 
Scheduling the tariff process is to assure that the existing multi-year tariff remains in effect 
until superseded by the new tariff.  

The purpose of a multi-year tariff methodology is to impose a structure on the preparation of 
this tariff for submission to NEPRA and to impose a higher level of stability on the end-user 
electricity tariff. Collecting and collating the required data are integral portions of this tariff 
methodology.36 Engineering, economic and/or social principles will be chosen in advance for 
the purpose of guiding the development of the multi-year tariff.  The set of procedures for 
weaving these principles within the design of the multi-year tariff will be determined 
effectively and implemented efficiently. This set of procedures will permit the periodic 
review of the multi-year tariff for the purpose of identifying and making any needed 
adjustments. 

Because of the unbundling of the electric power sector a multi-year end-user electricity tariff 
will be developed in three parts.  Part 1 is obtaining the cost of the generation that is 
purchased by, assigned to or allocated to the distribution company and including it in the 
distribution company’s revenue requirement.  The CPPA or its successor(s) will provide this 

36 Completing the collection and collation of the required data in a timely manner will place significant demands 
upon the distribution company’s technological and human resources.  A carefully constructed set of Minimum Filing 
Requirement will minimize these demands.
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cost.  Part 2 is determining the cost of transmitting the generation that has been purchased 
by, assigned to or allocated to the distribution company.  The NTDC or its successors will 
provide the transmission rates to the distribution company, but the total cost of transmitting 
the power provided to it will be the responsibility of the distribution company. The two costs 
will be combined into a purchased power cost.37

The cost of generation provided by an independent power producer (IPP) will not depend on 
its generation expansion plan, if any.  This cost will be set contractually.  The cost of 
generation for a state-owned generation company will be dependent on an integrated 
generation-transmission-distribution expansion/investment plan because the test years 
necessarily future test years.   

Because the cost of generation for the future test year is dependent on an integrated or 
separated generation expansion/investment plan the multi-year tariff methodology will not 
include performance standards within this component of the revenue requirement for the 
distribution company.  Performance standards and the associated operating capital 
expenditures will be included in the expense component of the distribution company’s 
revenue requirement for the future test years.

 Objectives of a Multi-year Tariff

a. A multi-year tariff is to recover the total cost of providing electricity to all 
classes of customers in sufficient quantity and pre-determined quality to the 
greatest extent practicable.38

b. A multi-year tariff is to provide proper economic signals to all consumers of 
electricity in a manner that recognizes the engineering realities of the entire 

37 Restriction requiring uniform generation and transmission costs across all of the distribution companies may 
be found within this annual tariff methodology.  

38 Total cost will include: (1) the return on rate base, (2) the recovery of rate base, (3) expenses of allowable types, 
including but not limited to non-capitalized investments, (4) taxes and (5) other regulatory costs.
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power sector39, existing social considerations and constraints40 and existing 
cultural norms41.

c. A multi-year tariff is to increase the stability and predictability of the future 
revenue streams of the distribution company.

d. The operational objectives of the multi-year tariff will be: (1) to rationalize the 
growth in the future demands for electric power and electricity, (2) to 
rationalize the future expansion of and investment in generation, transmission 
and distribution facilities and assets and (3) to rationalize future expenditures 
on operations-based facilities and/or assets that may be capitalized or 
expensed, as appropriate and approved by NEPRA.

15.  Data and Information for a Multi-year Tariff

a. All distribution companies will submit the Minimum Filing Requirements for 
the determination of a multi-year tariff in accordance with the regulation 
approved by NEPRA and the scheduling of the tariff process.

b. All petitions for the determination of a multi-year tariff will include the future 
costs of power purchased through the CPPA, its successors or via bilateral 
contracts, the future costs of transmitting purchased power and the future 
revenue requirement of the distribution company, which will include its 
future cost of and future return on its rate base, future recovery of its rate base, 
future cost of capital expenditures for operations, future operations and 
maintenance expense, all future allowable ancillary expenses, future 
administrative and human resources expenses, future taxes and future other 
regulatory costs.  All future costs will be consistent with the rolling 5-year 
Integrated Generation-Transmission-Distribution Expansion Plan. Forecasts 
and/or projections will be the basis for all estimates of future costs. Any future 
costs may be disallowed by NEPRA during the rate case.

39 Engineering realities attached to the entire power sector may preclude the implementation and hence adoption at 
the present time of particular rate structures such a real-time electricity rates or utility-controlled demand-side 
management. Load-shedding would preclude rate structures and rate levels that are dependent on the continuous 
receipt of high-quality electricity. 

40 Existing social constraints and considerations will affect the selection of the test year for the determination of the 
distribution company’s revenue requirement and the selection of the principles that will be used to choose the 
structure of the annual tariff.

41 To some extent, cultural norms such as affordability will govern the activities and decisions of the Government of 
Pakistan, NEPRA and the distribution companies, which supply essential services to the general public.
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c. All petitions for the determination of a multi-year tariff will include, as part of 
their basis and as required, the associated rolling 5-year generation expansion 
plan, rolling 5-year transmission expansion plan, rolling 5-year distribution 
expansion plan, and the 5-year capital-expenditures-for-operations plan, 
especially for the purposes of reducing transmission and distribution losses per 
the NEPRA-approved losses target and improving general performance.  All 
future costs will be consistent with the rolling 5-year Integrated Generation-
Transmission-Distribution Expansion Plan. Forecasts and/or projections will 
be the basis for all estimates of future costs. Any element of these plans may be 
disallowed by NEPRA but only for the purpose of determining an annual end-
user electricity tariff.  

d. All distribution companies will include the forecasted or projected costs, as 
appropriate, of the 5-year generation investment plan, the 5-year transmission 
investment plan, the 5-year distribution investment plan and the 5-year 
capital-expenditure-for-operations plan in their revenue requirement.

e. All forecasted or projected data and information in addition to the Minimum 
Filing Requirements will be accurate and complete in all respects. 

16. Data and Information provided by the Power Purchase Price

a. Fuel expense will be based on forecasted or projected costs for five (5) years 
that are based on the trend of international oil prices, local market trends 
and past trends in rupee devaluation for the determination of the 
distribution company revenue requirement.

b. All expenses, other than fuel expense, will be based on forecasted or 
projected costs for fiver (5) years that are based on the 5-year generation, 
transmission and distribution expansion plans and projections of historical 
trends with respect to these costs using the reference indices for the 
determination of the distribution company revenue requirement.

c. Generation Capacity Charge Component of the power purchase price 
relating to non-IPPs will be based on forecasted or projected costs for five 
(5) years that are based on reference indices for the determination of the 
distribution company revenue requirement. 

d. Generation Capacity Charge Component of the forecasted or projected 
power purchase price for five (5) years relating to IPPs will be based on the 
contracts between CPPA and the IPPs.
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e. Forecasted or projected transmission costs for five (5) years for the 
distribution company will be based on the prescribed Transfer Price 
Mechanism as approved by NEPRA for all distribution companies. 

17. Data and Information provided by Investment and Financing Programs

a. All petitions for a multi-year tariff will include forecasted or projected five (5) 
year investment and financing programs for the expansion of generation, 
transmission and distribution asset and facilities in order to meet the demand for 
electric power or the demand for electricity, as appropriate, with complete details 
of the activities for the next five (5) years that include the timeline for completing 
each activity.

b. All petitions for a multi-year tariff will include forecasted or projected investment 
and financing programs for five (5) years for the expansion of operationally based 
assets and facilities in order to improve the efficiency or performance of the 
distribution company for the next five (5) years that include the timeline for 
completing each activity.

c. All distribution companies will develop forecasted or projected investment and 
financing programs for five (5) years in accordance with the operational objectives 
NEPRA has determined to be achieved for the next five (5) years such as 
improved reliability, customer service, efficiency and/or loss reduction.

d. All petitions for a multi-year tariff will include forecasted or projected cost/benefit 
analyses and forecasted or projected payback periods for the forecasted or 
projected investment and financing programs for the next five (5) years as per the 
provisions of NEPRA Performance Standards (Distribution) Rules, 2005 and other 
applicable documents. 

18. Data and Information provided by a Generation Plan

a. NTDC shall submit power station wise, fuel wise monthly generation plan to 
NEPRA for three years to be reviewed and revised annually. The generation plan 
shall be duly supported with the availability of fuel indicating the impact of plant 
outage for annual maintenance.

b. All petitions for the determination of a multi-year tariff will include a 5-year 
generation plan that is derived from the rolling 5-year integrated generation, 
transmission and distribution expansion by consultation with NTDC. 

c. The derived rolling 5-year generation plan for each distribution company will be 
analyzed by the Technical Division of NEPRA, and in consultation with 
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stakeholders, will submit an evaluation report and recommendations to NEPRA 
for approval prior to the submission by a distribution company of a petition for a 
multi-year tariff.

19. Data and Information provided by an Assessment of T&D Losses 

a. The distribution company will submit the details of the forecasted or projected 
monthly and accumulated transmission and distribution losses for the next five 
(5) years that are expected to be experienced by the distribution company.

b. All submission will include an explanation of the causes and/or reasons for the 
expected transmission and distribution losses for the next five (5) years and the 
forecasted or projected investment program for the next five (5) years, which is a 
component of the 5-year capital-expenditure-for-operation plan, to reduce 
transmission and distribution losses.  

c. The details for assessment of T&D losses submitted by the distribution company 
will be analyzed by the Technical Division of NEPRA, in consultation with 
stake-holders. The evaluation report along with recommendations will be 
submitted to the Authority for approval prior to the submission by a distribution 
company of a petition for multiyear tariff.

20. Principles for the Design of a Multi-year Tariff 

a. Future test years are required for the determination of a multi-year tariff.  The 
will be five (5) future test years that will be developed using modeling, 
forecasting and projections.

b. Without the direction that would be provided by statute(s), regulatory order(s) or 
other documents with the force of law, the distribution company will be entitled 
to choose the basis for the design of a multi-year tariff in accordance with section 
17 of NEPRA Tariff Standards and Procedure Rules 1998 .  

c. Without the direction that would be provided by statute(s), regulatory order(s) or 
other documents with the force of law, the distribution company will be entitled 
to choose between the gradual elimination of the general subsidy or norm of 
affordability when submitting a multi-year tariff.

d. Without the direction that would be provided by statute(s), regulatory order(s) or 
other documents with the force of law, the distribution company will be entitled 
to choose between the absence of targeted cross-subsidies or the presence of 
targeted cross-subsidies and changes to the purposes to be achieved by cross-
subsidization in the course of developing a multi-year tariff.  
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e. All petitions for the determination of a multi-year tariff will contain a lifeline 
rate structure and lifeline rates and changes to the lifeline rate structure and rate 
to reflect any changes with respect to the purposes of a lifeline tariff.

f. All petitions for the determination of a multi-year tariff will have a single cost-
of-service study as its basis for the first and subsequent years of the multi-year 
tariff.  The cost-of-service study will be updated and revised on an as -needed 
basis.

g. All petitions for the determination of a multi-year tariff will be filed pursuant to 
Rule 3 of the Tariff Rules and be consistent with the guidelines approved for this 
purpose.

21. Procedures for a Multi-year Tariff Petition 

a. The distribution company will be required to choose the number of future test 
that is equal to the duration of the multi-year tariff.  

b. All petitions for the determination of a multi-year tariff will be filed pursuant to 
section 3 of the NEPRA Tariff Standards and Procedure Rules 1998  by the 
distribution companies in a manner consistent with the guidelines approved for 
this purpose.

c. All distribution companies will be allowed to submit their petitions for the 
determination of a multi-year tariff at the same time that the Minimum Filing 
Requirements are submitted to NEPRA or at a later date in accordance with the 
scheduling of the tariff process approved by NEPRA.  

d. All petitions for the determination of an a multi-year tariff will be supported by 
forecasts and projections of as high a quality as consistent with technology 
constraints and by  data and information that are contained within the Minimum 
Filing Requirements as may be amended during the rate case.  

e. Minimum Filing Requirements will be an integral component of the tariff 
petition, and consequently, all distribution companies will be required to fulfill 
the Minimum Filing Requirements accurately, completely and in a timely 
manner as prescribed in the scheduling of the tariff process.

f. All petitions for the determination of a multi-year tariff will contain forecasts 
and projections of as high a quality as consistent with technology constraints, a 
complete financial analysis for each test year included in the determination the 
multi-year tariff,  determinations of the financial impact on any class of 
customers that is affected by a modification of (i.e. change in) the tariff structure 
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and/or tariff rate or terms and conditions, including the supply of electric power 
over the duration of the multi-year tariff. 

g. All petitions for the determination of a multi-year tariff will be accurate and 
complete in all respects and will be considered as filed when submitted to 
NEPRA for admission into the rate case/tariff determination process.

22. Procedures for Including and Adjusting the Power Purchase Price 

a. The variable component of operations and maintenance cost will be reviewed 
quarterly, biannually/annually as the case may be and adjustments to the revenue 
requirement may be made to assure a reasonable opportunity of cost recovery by 
the distribution company in reaction to a substantial adverse effect on this 
opportunity.  

b. Forecasted or projected reference monthly capacity charges embedded in a multi-
year tariff will be determined on the basis of forecasts and projections of as high a 
quality as consistent with technology constraints  of the monthly maximum 
demand experienced by the distribution company using the appropriate indices 
as may be determined by the Authority. 

c. The generation capacity charges will be reviewed quarterly, biannually/annually 
as the case may, in terms of the actual transfer of power from CPPA of NTDC and 
adjustments to the revenue requirement may be made to assure a reasonable 
opportunity of cost recovery by the distribution company in reaction to a 
substantial adverse effect on this opportunity.

d. Forecasted or projected generation capacity charges will be charged in 
accordance with the Transfer Price Mechanism that has been prescribed by the 
Authority.

e. Forecasted or projected reference monthly transmission charges for each 
distribution company will be charged in accordance with the Transfer Price 
Mechanism that has been prescribed by NEPRA and included in the NTDC tariff 
determination, which may be amended from time to time to assure a reasonable 
opportunity of cost recovery by NTDC  in reaction to a substantial adverse effect 
on this opportunity.

f. Forecasted or projected transmission charges will be reviewed on the basis of the 
actual transfer power from CPPA of NTDC and adjustments to the revenue 
requirement may be made to assure a reasonable opportunity of cost recovery by 
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the distribution company in reaction to a substantial adverse effect on this 
opportunity.

g. The forecasted or projected energy charge, which is forecasted or projected fuel 
expense plus forecasted or projected variable operation and maintenance expense, 
will be reviewed quarterly on the basis of actual units and billing by CPPA of 
NTDC and adjustments to the revenue requirement may be made to assure a 
reasonable opportunity of cost recovery by the distribution company in reaction 
to a substantial adverse effect on this opportunity.

h. The Authority will determine the forecasted or projected reference monthly fuel 
cost component of power purchase price on the basis of projected monthly fuel 
prices, as approved and reviewed by the Authority as appropriate as determined 
by the test year selected by NEPRA.

i. Forecasted or projected reference monthly fuel cost component of power 
purchase price will be the basis for making monthly adjustment in the fuel cost 
component due to actual variation in fuel prices and generation mix. 

j. Forecasted or projected monthly fuel prices for the duration of a multi-year tariff 
will be estimated keeping in view the trends of international oil prices, local 
market and rupee devaluation.

k. The approved generation plan reference monthly fuel cost component of Power 
Purchase will be determined on the basis of forward-looking monthly fuel prices.
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23. Procedures for Including Investment and Financing Programs 

a. The forecasted or projected investment and financing programs for the purpose 
of meeting the demands for electric power and electricity, which are submitted 
with or before the submission of the petition for an annual end-user electricity 
tariff, will be based on the distribution component of a rolling 5-year integrated 
generation-transmission-distribution plan or an independently determined 
distribution expansion plan.

b. The forecasted or projected investment and financing programs for the purpose 
of improving the efficiency or performance of the distribution company, which 
are submitted with or before the submission of the petition for a multi-year tariff, 
will be based on performance and efficiency standards approved by NEPRA and 
any forecasted or projected changes thereof. 

c. The proposed forecasted or projected investment and financing programs will be 
reviewed by NEPRA staff in terms of their impacts on the performance the 
distribution company for the purpose of the determining allowance or 
disallowance in the determination of the series of revenue requirements for the 
multi-year tariff.

d. All distribution companies will submit quarterly reports concerning its actual 
investment and financing programs for the purpose of monitoring subject to 
milestones submitted to and approved by NEPRA.

e. All distribution companies will submit details of actual investments made during 
the year and the actual transfer of assets from Capital Work In Progress (CWIP) 
to Gross Fixed Assets in Operation (GFAIO) for making adjustment in the 
relevant components of Distribution Margin. 

24. Procedures for Including a Generation Expansion Plan 

a. NTDC shall submit power station wise, fuel wise monthly generation plan to 
NEPRA for three years to be reviewed and revised annually. The generation plan 
shall be duly supported with the availability of fuel indicating the impact of plant 
outage for annual maintenance.

b. The forecasted or projected allocation of power based on approved NEPRA 
generation expansion plan and power procurement through bilateral contacts 
shall be submitted by the distribution company in support of its petition for a 
multiyear tariff.
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c. The forecasted and projected generation cost worked out in accordance with the 
generation expansion plan approved by NEPRA will be used to determine the 
forecasted or projected reference (monthly) power purchase price over the 
duration of the multi-year tariff, which is a component of the revenue 
requirement for the distribution company and the Schedule of Tariff.

25. Procedures for Including the Assessment of T&D Losses 

a. All petitions for a multi-year tariff will include only forecasted or projected 
technical and administrative losses for recovery via the tariff over the duration of 
the tariff.

b. All petitions for a multi-year tariff will not include forecasted or projected 
administrative losses due to theft/pilferage for recovery via the tariff over the 
duration of the tariff.

c. Eligible administrative and technical losses for the tariff control period under the 
multiyear tariff regime will be subject to review based on the Annual 
Performance Report filed under NEPRA Performance Standard (Distribution) 
Rules, 2005.

d. Information about the distribution company attained via monitoring and 
technical evaluation by NEPRA and/or independent consultants will be the basis 
for establishing targets for the reduction of all forms of transmission and 
distribution losses.

e. Mid-fiscal-year or annual as the case may be adjustment to a multi-year tariff 
may occur as a result of the monitoring and evaluation of the performance by the 
distribution company with respect to achieving the targeted reduction in the 
forecasted or projected transmission and distribution losses over the duration of 
the multi-year tariff.

f. Technical Division will evaluate the information provided by the distribution 
company on the basis of study carried out by the independent consultant in 
accordance with the Authority’s approved Terms of Reference for setting 
improvement targets over the duration of the multi-year tariff for the technical 
losses in consultation with the stakeholders.

g. Tariff division will make necessary adjustment in the multi-year tariff on the 
basis of approved evaluation report.
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26. Schedule of Tariff under Multiyear tariff 

a. The distribution company will be allowed to recover the determined revenue 
requirement through the multi-year tariff as indicated in the Schedule of Tariff.  

b. The multi-year tariff will be based on the cost of service study and revisions 
thereto as required to meet the objectives of the multi-year tariff. 

c. The Schedule of Tariff will indicate the forecasted or projected cross-subsidy 
and/or inter-region subsidy, if any, for the respective class of consumers over the 
duration of the multi-year tariff.

d. Order of the Authority along with relevant Annexes shall be intimated to the 
Government of Pakistan for notification in the official gazette in terms of section 
31(4) of NEPRA Act, 1997. 

e. The Schedule of Tariff, once notified, will remain effective until superseded by 
the new Schedule of Tariff notified by the Government of Pakistan.

f. The Schedule of Tariff will be subject to periodic review

g. The Schedule of Tariff is closed at the time that the existing tariff has been 
superseded by the new tariff.  

PART VIII

SUMMARY

The annual and multi-year tariff methodologies have significant similarities.  Both require a 
future test year.  Each relies on forecasts and projections, and these forecasts and projections 
have to be equally accurate under either methodology to assure reliable transitions between 
an annual and multi-year tariff. The rolling 5-year integrated Generation-Transmission and 
Distribution Expansion Plan is a key component of both methodologies.  

Either tariff methodology is compatible with rate base/rate of return regulation.  Each tariff 
may use a fully distributed, cost-of-service tariff as an anchor. Either is suitable for 
adjustments and recognition of norms and social constraints.  Both rest on the full recovery 
of costs with or without subsidies to give proper price signals to end users.  Cross-subsidies 
do not adversely affect cost recovery, but they do alter price signals and expansions plans

The determination of rates under tariff methodologies relies on the same expansion and 
investment plans.  End-of-period true-ups are accommodated by both methodologies in 
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exactly the same manner, which eliminates claims of undue preference and discrimination. 
Both methodologies can mirror each other’s methods for the pass through of costs.  

Still, there are significant differences between the two methodologies.  Developing a multi-
year tariff requires more skill and capability in the disciplines of projecting trends and 
forecasting changes in demand and energy.  A multi-year tariff is more suitable for creating 
additional rate stability from the perspective of the end-user.  A multi-year tariff is more 
predictable over time as a result of the additional up-front work performed during the 
determination of this tariff. 

An annual tariff is more volatile and subject to period adjustments, whereas the multi-year 
tariff may be periodically revised throughout a number of years in longer time frame.  
However, this difference tends to shrink in size as the number of true-ups and adjustments 
increase as well as the frequency of calling upon them. Significant differences are that 
historical and current test years may be used for the determination of an annual tariff.  
Neither is possible for the determination of the multi-year. The prudent investment test is 
not as useful in determining the Revenue Requirement for the annual tariff as compared to 
the multi-year tariff because the multi-year tariff has a greater reliance of forecasts and 
projections as the annual tariff.  Projections and forecasts are imperfect, and the multi-year 
tariff requires the use of longer series of them than an annual tariff wherein only the first 
year of the 5-year forecast in required, and the first year has a higher probability of being 
more accurate than any year thereafter. 

Consequently, both methodologies are flexible. However, more importantly, both 
methodologies are robust in the sense that they do not have to be changed on revised on a 
regular basis in response to a new regulatory treatment of the recovery of costs and the 
control of the rate of return on capital.  Lastly, both methodologies can tolerate differences in 
the principles used to design the respective tariffs without sustaining substantial changes in 
objectives, data requirements and procedures.
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Annex-I

Transfer Price Mechanism

The  generation  cost  will  be  transferred  to  the  DISCOs  according  to  the  Transfer  Price 
Mechanism  (TPM)  as  prescribed  by  the  Authority  in  its  determination  with  respect  to 
NTDC.

XTC =
 

XCTC + XETC

Where:

XTC =
 

Transfer charge to XWDISCOs & KESC

XCTC =
 

Capacity Transfer Charge to XWDISCOs & KESC

XETC    =
 

Energy Transfer Charge to XWDISCOs & KESC

XCTC =
 

CpGenCap + USCF

        XWD

Where:

CPGenCa
p

=
 

the summation of  the  capacity cost  in respect  of  all 
CPGencos in Rs for a billing period minus the amount 
of liquidated damages received during the month.
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USCF =
 

the fixed charge part of the use of system charges in Rs 
per kW per month.

XWD =
 

the sum of the maximum demand of the XWDISCOs & 
KESC in kW recorded during a billing period at all the 
delivery metering points at which power is received by 
the XWDISCOs & KESC.

   XETC =
 

CpGenE (Rs)

=
 

XWUs (kWh)

Where:

CPGenE =
 

the  summation  of  the  variable  charge  rate  (Rs  per 
kWh) approved for each of the CPGenCOs times the 
energy  in  kWh  procured  from  the  respective 
CPGENCO during the billing period.

XWUs =
 

the summation of the energy units (kWh) recorded at 
the delivery metering point of all  the XWDISCOs & 
KESC during a billing period.

Energy transfer charge shall be calculated on the basis of units delivered after adjusting target 
transmission losses up to a maximum of 3%.

Annex-II
Regulatory Asset Base

Description

Rupees in Million
FY ----- FY ----
Actual Forward 

Looking
Opening fixed assets in operation 
 Assets Transferred during the year
 Closing Fixed Assets in Operation
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Less: Accumulated Depreciation 
 Net Fixed Assets in operation 
+ Capital Work in Progress (Closing)
 Total Fixed Assets
Less:  Deferred Credit 
               Total
Average Regulatory Assets Base
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Annex-III

Mechanism for Monthly Fuel Charges Adjustment

In accordance with Proviso to Section 31(4) of the Act, the mechanism for monthly fuel 
charges adjustment will be as under:

Fuel Price 
variation

=
Actual Fuel Cost 

Component
-

Reference Fuel 
Cost Component

Where:

Fuel Price variation is the difference between actual and reference fuel cost 
component

Actual fuel cost component is the fuel cost component in the pool price on which the 
DISCOs are being charged by CPPA in a particular month; and

Reference fuel cost component is the fuel cost component for the corresponding 
month projected for the purpose of tariff determination;
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Annex-IV

O&M Expense Adjustment

The O&M part of Distribution Margin shall be indexed with CPI subject to adjustment 
for efficiency gains (X factor). Accordingly the O&M will be indexed every year 
according to the following formula:

Where:

O&M(Rev) = Revised O&M Expense for the Current Year
O&M(Ref) = Reference O&M Expense for the Reference Year
ΔCPI = Change  in  Consumer  Price  Index  published  by  Pakistan 

Bureau of Statistics latest available on 1st July against the CPI X = Efficiency factor
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Annex-V

RORB Adjustment

RORB adjustment will be made in accordance with the following formula/mechanism:

               

Where:

RORB(Rev) = Revised Return on Rate Base for the Current Year
RORB(Ref) = Reference Return on Rate Base for the Reference 

YearRAB(Rev) = Revised Rate Base for the Current Year
RAB(Ref) = Reference Rate Base for the Reference Year
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Annex-VI

Depreciation Expense

Depreciation  expense  for  the  current  year  will  be  assessed  in  accordance  with  the 
following formula/mechanism:

 Where:

DEP(Rev) = Revised Depreciation Expense for the Current Year

DEP(Ref) = Reference Depreciation Expense for the Reference Year

GFAIO(Rev) = Revised Gross Fixed Assets in Operation for the Current Year

GFAIO (Ref) = Reference Gross Fixed Assets in Operation for the Reference 
Year
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Annex-VII

Other Income

Other income for the current year  will  be assessed in accordance with the following 
formula/mechanism:

 Where:

OI(Rev) = Revised Other Income for the  Current Year

OI(1) = Actual Other Income as per latest Financial Statements.

OI(0) = Actual/Assessed Other Income used in the previous year.
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