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TARIFT PETITION
Gujranwala Energy Limited

A INTODUCTION

Rule 3

Rule 3(2) (a)

Rule 3(2) (a)

Rule 3{2} (b)

Rule 3(2) (c)

Rule 3(2) (¢)

Rute 3{2) ()

Tarilf Petition {the “Modification TPetition”) under Section 31 of the
Regulation of Generation, Transmission and Distribution of Electric Power
Act, 1997 (XL of 1997) {the “Act”), read with Rule 3 of the National Electric
Power Regulatory Authority {Tariff Standards and Procedure) Rules, 1998 (the
“Tariff Rules”) for the Revision/Modification of the Generation Tariff
Determination dated April 19, 2007 (the “Earlier Tariff Ruling”) of
Gujranwala Energy Linuted (the “Company” or "Petitioner”).

PETITIONER’'S NAME AND ADDREISS
Mr. Tanveer Ahmed

Chief Executive Officer

Gujranwala Energy Limited

58 -~ Main Gulberg Lahore

Telephone: (042) 111-200-000

Facsimile: (042) 5711916

GENERATION LICENSE
Generation License No. IGSPL/11/2007
Dated: May 7, 2007

GROUNDS

Grounds [orming the basis for the Revision Petitien are elaborated in Part B
hereof.

RELIEF SOUGHT
Relief sought is mentioned in the Part B (VII) of this Modification Petition.

COMPARATIVE SCHEDUELE OF EXISTING TARIFF AND
PROPOSED TARIFF

The existing and the proposed ariff tables are appended herewith.

SUMMARY OF EVIDENCES

A brief particular of dat, facts and Preliminary EPC Contract is hereby
attached.

Signed by or on behalf of the Petitioner.

Attached:

Affidavit in accordance with Rule 3(8)
Tariff Pertition Fee
Board Resolution
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1.1

1.2

1.3

2.2

MAIN BODY OF TIE TARIFF PETITION

Why Did the Petitioner Apply to the Authority for Tariff Determination in
January 20072

Generally speaking, the correct and appropriate route for an IPP is as follows:

1.1.1 finalize the Feasibility Report of the Project and get approval from the
Government;

1.1.2  review the standardized Concession Agreements (i.e. the PPA, the IA and
the FSA) to understand the risks, exposures and cut off points;

1.1.3  finalize its EPC and O&M Contracts in light of the standardized
Concession Agreements;

1.1.4  apply to the Authority for tarifl settlement;

1.1.5 finalize and execute the Concession Agreements; and

1.1.6 finalize Financing Documents and achieve Financial Closing.
This is the typical step-by-step implementation schedule for all IPPs,

However, considering the shortage of power in the country, the Project was
approved by the PPIB to be setup on fast track basis for which the COD was
required as March 2009. Keeping this requirement in view, it was necessary to get
the tariff approved in early 2007 to ensure Financial Close by September 2007,
thereby allowing adequate time to the EPC Contractor to achieve the desired

COD.
Brief Background of the Petitioner’s EPC Negotiating Iistory

At the time of applying for tarif{ determination in January 2007, the Company had
a quote from the EPC Contractor for COD of March 31, 2009, subject to engines
unsold.

The EPC Contractor had quoted a price of € 133.475 million for both offshore
equipment supplies and onshore construction as per its brief scope of work
submitted along with the aforesaid quote. However, the Authority in its Earlier
Decision split this price into 1wo parts L.e. 88% for offshore supplies and 12% for
onshore construction and supplies. For 12% onshore part, the Authority gave fixed
€-USS parity of 1:1.20 instead of indexed Euro-USS parity.
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Immediately after the Earlier Tarifl Rualing, the Petitioner resumed negotiations
with the EPC Contractor to seek its acceptance of the onshore component in US$
as approved by the Authority. The EPC Contractor, however, not only refused to
accept any price adjustment in splitting the EPC quote into two parts i.e. offshore
and onshore components bur also extended the COD to August 2009 stating the
unavailability of engines.

As a result thereof, the Petitioner was forced 1o file a Review Petition with the
Authority on March 19, 2007, which was decided by the Authority on April 19,
2007 disallowing the extended COD and other matters raised in the aforesaid
Review Perition.

By this time the EPC Contractor did not have engines for the Project and indicated
COD of December 2010. Accordingly, the DPetitioner applied to the PPIB for

allowing extension in the COD and perforce requested the EPC Contractor for the
revised COD.

Pending approval from the PPIB, the Petitioner decided to expediently utilize the
time, as decided by its shareholders upon advice of its consultants. With this
objective, the Petitioner appointed Pyory as technical consultant (the “Technical
Consultant® ta conduct a feasibility of the Project. At the same tme, the
Detitioner appointed various other consultants to carry out the soil resting,
environmental study and the load flow study.

The PPIB’s approval for the extended COD of December 2010 came on July 16,
2007, However, in the meantime the Technical Consultant advised a change in the
scope of work of the EPC to include equipment necessary to cater for the Power
Purchaser’s specific requirements. Furthermore, the soil testing consultants’
(Technoman) test report also indicated necessity for carrying out the piling work.

The aforementioned items required to be assessed in pricing terms. By the time the
Petitioner could finalize the firm contract with the EPC Contractor, the December
2010 COD was no longer available. )

L

In order 1o explore other possible options, the Petitioner also contacted MAN
Diesel for an earlier COD. However, MAN Diesel had essentially no engines 1o
offer for the December 2010 COD.

In the aforesaid circumstances, the Petitioner continued to negotiate with the EPC
Contractor the firm price and the firm COD of June 2011 and requested the PPIB
to extend the date in the best interest of all the stakeholders. The PPIB and the
ECC were kind enough 1o grant the required extension. i

Following a lot of efforts the Petitioner managed to negotiate the price with very
minimal inflation of 1.5% per year of the total EPC price and in total 3.0% of the
total EPC price of January 2007 for the extended COD of June 30, 2011,
considering facts discussed in section 5.3.a, 5.3.b and 5.3.¢ below,
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Apart from the increase in price purely due to inflation, the Petitioner has also
enlarged the scope of equipment supplies to include, at an addinional price, the
Power Purchaser’s requirement of four 132-kV line bays instead of original two line
bays.

Contract Finalisation and Current Price

The Company has signed the Preliminary EPC Agreement with the EPC
Contractor with the contract price of € 121.4465 million equal 1o US$ 177.0893
million using exchange rate of €US$ for 1:1.458167 for offshore equipment &

supplies and US$ 22.6345 million for onshore local equipments and construction
cost.

The Petitioner has submirtted the required €3 million bank guarantee as required by
the EPC Conrractor to secure the COD of June 2011 and has also obtained the
firm price commitment as per the Preliminary EPC Agreement.

As per the Preliminary EPC Agreement, the Petitioner is obligated to make an
advance payment of €7 million on or about December 31, 2008 in addition to the
€3 million bank guarantee.

PROJECT CAPACITY

The Project gross capacity at Site is 200MW. The net capacity after deducting the
auxiliary load including switchyard, cooling tower and tube wells will be 195 MW
(net at Site reference conditions).

PROJECT COST

Total Project Cost

Apart from the revised EPC price as confirmed by the firm EPC Contract, certain,
other cost elements approved by the Authority in our Earlier Tanff Ruling need o
}JC rCViSt’d b‘.:lsf.fd OI1 L}L‘L‘dilt’d ft'db].bl}n)’ SLUC.I}’., b(_)il iest [’CPUI‘[ 'dlld CUU.“LI'JV’S current
security situation. As a result thereof, revised cost estimates have been obtained and
the same reflected in the following Project cost.

Investment / Cost Million USD

1. EPC Cost _ 199,724

2. Non EPC Cost 3.072

3. Taxes & Duties 10.213

4. Land Acquisition & Land Development ,

2.168

Cost

5. Project Development Costs 3312

6. Expatriates and Essential Statf 1677 |
Accommodation T
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5.3

7. Pre-COD Insiggn_cﬁegCost B 2.696 I\
8. _Lmergency & Safety Spare Parts 2.656
9 I;ldeger_)ﬂwlijg@iei:ost o L 0 SQO_1|

10 Start-up Expenses & Uulities 1.007 |

11, Pre COD O&I\d_l\/[()biliz;}t_igigqi_i,_k {__77;8%831

j 12. Financing Fees & Charges N
‘Total Project Cost

13, Interest Durin Construction
Project Cost

EPC Cost

The Company has signed the EPC contract with the EPC Contractor at a value of:

Equipment Supply Contract € 121.4465M US$ 177.0893 M
Converted into USS @ €-USS parity of 1:1.438167
Construction Services Contract Uss 226345 M

Us$  199.7238 M
The firm EPC cost comprises the following two components:

a) Payment to the Supply Contractor (payable in Euro) in respect of the
procurement of equipment and materials for the Project, equaling Euro
121,446,500/~ (Euro: One [Mundred Twenty One Million, Four Hundred
Forty Six Thousand, Five Flundred only) (amounting to US$ 177,089,315/-
United Srated Dollars: One Hundred Seventy Seven Million, Eighty Nine
Thousand, Three Hundred Fifteen only) based on the €-US$ reference
exchange rate of 1.458167 (the Offshore EPC Cost); and

b) Payment to the CS5C Contractor in respect of the construction, testing and
commissioning of the facility, equaling US$ 22 634,500/~ (United States
Dollars: Twenty Two Million, Six Hundred Thirty Four Thousand and
Five Hundred Only) (the Onshore EPC Cost).

c) Based on the Euro/US$ reference exchange rate of 1.458167, the firm EPC
Cost is calculated to be US$ 199,723,815 (United States Dollar: One
Hundred Ninety Nine Miilion, Seven Hundred Twenty Three Thousand
and Eight Hundred Fifteen only) as provided in the Project summary table
above.

For the Authority’s assistance, it 1s cubmirted that the key reasons for increase in
the Petitioner’s EPC cost are:

a) Increase in global prices of various metals, copper and steel: Various metals,
copper and steel are used by EPC contractors to manufacture the
equipments and materials {or power generation equipment. With the rapid

9
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6.3

growth of the global economy, the international market prices for the same
have drastically increased in recent times as per the attached graphs.

b) Increase in Local Cost: Local WPT during last 18 months shows an increase
of over 8% p.a. It means increased construction cost in the form of higher
payroll cost and other construction materia} costs.

I
~——

Increase in Demand of EPC Contractor:  The demand of engineering,
procurement and construction of power generation facilitates have increased
plobally, especially in African and Asian countries as well as in South
America. This has also resulted in an inerease in the EPC prices

d) Specific requirement of the Power Purchaser; At the express request of the
Power Purchaser, the Petitioner has specifically included in the EPC
Contractor’s scope of work for the Project, the procurement of equipments
for the grid station with four bays for 132 kV. This is an increase from the
two bays grid station requirement in the previous EPC price.

Cost increases due to 5.3.a, 5.3.b and 5.3.c above could have resulted in sizable
increase in the EPC price, however, following a lot of hard work, the Petiioner
was able to restrict the increase in price to less than 3% for more than two years
extended COD, on the total EPC Price quoted earlier in January 2007.

Non EPC Cost

The Non-EPC Construction Cost includes items which are not part of the EPC’s
scope of work pursuant to the EPC contracts. Such costs include (i) all earth work
compaction surface leveling after foundation; (ii) structural excavation and piling
work; (iii) onsite corporate office; (iv) procurement, erection and/or installation of
tube wells and pipelines for water supply; (v) sewerage drainage and waste water
pipelines; (vi) power supply for plant auxiliary load and stand by power supply;
(vil) fence around switchyard; (viii) switchyard covering with pebbles and {(ix)
telephone exchange.

It is highlighted for the Authority’s assistance that Non-EPC cost does not include
the costs associated with the procurement of marerials for cvil works and
construction of accommodation for the expatriates and essential staff, which have
been dealt separately herein below.

The Petitioner submits that the soil testing undertaken by Technomen confirmed
that piling shall be required for the selected Project site. Accordingly, the EPC
Contractor was advised to provide design, layout with structural loads, fayout
arrangement and number of piles. Based on the EPC Contractor’s quote, the piling
cost including the structural excavation has been estimated to be US$ 1.514 million.
This amount was not included in the Earlier Tariff Ruling due to non-availability
of soil test report and contractor confirmation.
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Taxes and Duties

Taxes and Customs Duties have been calculated by the Petitioner in accordance

with the Power Policy 2002, as amended, and in light of the applicable laws of
Pakistan.

Based on the reference exchange rates of 1.458167 for €-USS, the Taxes and
Customs Duties {or the Project have been calculated as the sum of:

a) 5% of the offshore EPC Cost being the Customs Duties; and
b) 6% of the onshore Wirtsila EPC Cost.
Based on the sum of above, the proposed taxes and Custom Duties works out 1o be

US$ 10,213,000/ (Unired States Dollars: Ten Million and Two Hundred Thirteen
Thousand only).

Currently, the Government of Pakistan has imposed 1% import surcharge 1n
addition to 5% Customs Duties.

Any additional charge, duty or tax incurred (a) prior to the COD shall be included
(together with the financing cost thereof) in the Project Cost at the COD, and (b)
post COD, shall be treated as pass through items to the Power Purchaser.

Land Acquisition & Land Development

This cost includes the purchase of 25 acres of land for the Project together with
stamp duty and registration fee; broker fee and the related legal fees; the cost of
back filling the site to levelize it with the access road; costs of roads inside and
outside the facility complex; area lighting, costs related 10 soil testing, topographic

and geotechnical surveys, environmental studies and permits; and construction of
the boundary wall at site.

The cost claimed at US$ 2.168 million is slightly higher than the Petitioner’s
previously approved cost of US$ 2.028 million. The Petitioner submits to the
Authority that this increase is due to higher costs of approach and inside roads, top
soil removal, back filling of land and compaction.

Project Development Cost

The Project Development Cost includes the costs incurred by the sponsors of the
Company for the purpose of project development and includes all costs, fees and

expenses incurred / to be incurred solely by the sponsors of the Company for the
benefit of the Project.

This cost includes cost of feasibility studies, load flow and short circuit studies; fee
of engineering and technical consultants; fee of the Petitioner’s legal consultant; fees
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of the Petitioner’s financial consultants; cost related to performance guarantee / LC
to be furnished to PPIB / Power Purchaser; cost related to the L/C to be furnished
to the Power Purchaser and various regulatory fees to be paid 1o the Authority, It
also covers the costs related to upfront and advance payment bank guaranice
submitted / to be submitted to the EPC Contractor, as per the terms of the firm
Preliminary EPC Agreement and cost of vehicles for staff and project.

L xpatriates and Essential Staff Accommodation

The costs, related to the procurement of materials, civil works and construction of
the Expatriates and Essential Stalf Accommodation have neither been included in
the firm EPC Costs nor in the Non EPC Cost, as presented 1n the Total Project
Cost summary table above.

"These costs are required to be incurred for the benefit of the Project’s expatriates,
essential staff and security personnel’s accommodation. It is herby submitted that
these costs cannot be avoided due to the {ollowing key reasons:

a) The facility is proposed to be located on the site, which is approximarely 40
kilometers from Gujranwala city and 100 km from Lahore.

b) Considering the present law and order situation prevailing in the country, 1t
is essential that the Petitioner has on site accommodation facility for (a) the
expatriates working at the Project site to avoid any untoward incidents and
(b) emergency staff to minimize the forced outages. Such accommodation
facility will prove good for the stakeholders including the Power Purchaser
in that it will ensure sustainable and uninterrupted power supply.

Pre-COD Insurance Cost

Pre-COD insurance cost covers the insurance cost of the Petitioner’s assets during
the construction period, which are incurred prior to COI. These costs have been

taken at 1.35% of firm EPC Price as already allowed by the Authority in earlier
Tariff Rulings.

Emergency Spare Parts

The costs related to Emergency Spare parts cover the costs of standard lot of spare
parts, which are aimed 1o reduce, to the extent possible, the expected idle time for
maintenance of the Facility in case a component of the machinery is damaged,
destroyed or has become unexpectedly unusable. Presence of Emergency Spare

Parts would ensure smooth running of the Facility by immediate replacement of
the defective parts.

The costs related to Emergency Spare Parts have been estimated at 1.5% of the
offshore EPC Cost, amounting to US$ 2,656,000/ (United States Dollars: Two
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Million, Six Hundred Fifty Six Thousand Only} which 1s inline with the Earlier
Tar{f Rulings by the Authority.

The Peutioner takes this opportunity to clarify for the assistance of the Authority
that the cost of emergency spare parts i1s neither included in the EPC price nor
included in the Variable/Fixed O&M Mobilization cost. In the absence of
availability of emergency spare parts on site, the Plant outage is likely to increase
and the plant availability may be reduced below 88%.

Independent Engineer Cost

Pursuant to the requirements under the PPA, an independent engineer is to be
appointed by the Petitioner during commissioning and testing of the Project. The

cost of Independent Engineer accounts {or such specific requirement of the Power
Purchaser.

Start-up Expenses and Utilities

Start-up Expenses & Utlities include, inter alia, the cost of utilities {including
electricity, telephone, water supply, internet etc.) during construction and the cost
of RFO, HSD, chemicals, lubricants and consumables used during commissioning,
start up and testing.

Pre-COD O&M Mobilization Cost

Pre-COD O&M Mobilization Cost covers, inter alta, the expenses of the Petitioner
and the O&M contractor’s personnel prior to the COD. It may be noted that this
cost has not been included in the remuneration to be paid to the O&M contractor

subsequent to COD.

Pre-COD O&M Mobilization Cost includes (1) O&M operator’s fixed mobilization
cost (1) Peutioner’s staff salaries, benefits & perquisite during construction; (ii1)
hiring of local personnel for operation and maintenance of the Project and training
of such personnel abroad at EPC Contractor works; (iv) costs of visits and courses;

{v) cost of designs review, construction management and cost of owner’s engineer,

In the Earlier Tariff Ruling, the Authority allowed US$ 1.816 million as Pre-COD
O&M mobilization cost. However, the Petitioner has received fresh quotes for the
Pre-COD O&M mobilization {rom the O&M Contractor, other institutions and

has done detailed of Petitioner’s staff salary. Based on these, the mobilization cost
works out to US$ 2.885 million as follows:

Description US$’ 000
Operators Fixed Mobilization Cost 787
GEL Staff Salaries During Censtruction 835
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Stafl Training T'raveling

Designs Review and Construction Management

Financing Fee and Charges

Financing charges include the costs related 1o the debt financing of the Project.
Such cost include, inter alia, (1) the lender’s up front fee/arrangement/advisory fee;
(ii) commitment charges; (i1} charges related to various letter of credits; {1v) agency
charges; (v) lender’s project monitoring fee; (vi) lender’s legal and technical
consultant fees; (vii) registration fees payable and stamp duty applicable on the
financing documents and the lenders’ security documents.

T is assumed that local funding would be available for the Project. However, in the
event that foreign financing is to be procured for the Project, the additional
financing charges will be considered as pass through items.

Actual Financing Charges will be adjusted at COD in accordance with debt and
equity injection and would not exceed the Authority’s approved rate of 3% of the
debt excluding Interest during Construction (“IDC”).

Interest During Construction (IDC)

IDC has been calculated on the basis of mrterest rate, anticipated debt draw-downs

and construction payment schedule. Actual 1IDC will be adjusted at COD in
accordance with the debt injection.

Return on Equity During Construction

Return on Equity during Construction (“ROEDC”) has been calculated on the
basis of average equity injection at 12 months and 24 months prior to COD. This
will be adjusted at COD in accordance with actual amounts of the equity injection.

CAPITAL STRUCURE & SALIENT FEATURES

Capital Structure

The capital structure of the Project is as follows:

Million USD
Equity 62.179
Debt 186.538
Total Project Cost 248.717
| Debt : Equity Ratio 75:25
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Other Salient Features

a)

f)

The Project would offer significant relief in the transmission system of
Gujranwala, as it would bypass long transmission lines and potential step-
; P 5 1%
down transformer botilenecks. There is currently no significant power
generation inside this area. The plant generation would be consumed very

close to the generation site, thus also reducing substantial transmission
losses.

A range of technologies were reviewed, after thorough examination of all
available technologies and non-availability of natural gas; it became clear
that the plant configuration based on reciprocating engine technology
would be the best and most economical. The proposed plant will produce
195 MW (net at site reference conditions) in combined cycle mode. The
main components of the plant are eleven proven engine generating sets of
type 18V46 manufactured by Wiirtsili and eleven heat recovery steam
generators (HRSG) to provide steam to one condensing steam turbine.

Based on the requirement of the Project for full load operation, RFO will be
transported to the site.

The RFO shall be stored in three storage tanks at the site with total capacity
of over 30,000 tons. This storage capacity is enough for 30 days at full load
operation. The RFO from the storage tanks will be transferred into the
buffer tank and then moved to the day rank which has a capacity equal to at
least 24 hours of [ull load operation of all the engines. LFO shall be stored
in one LFO tank of 1,000 ton capacity for start/stop of engines and
auxiliary botler for RFO heatng.

There is a need for transportation of RFO, lube oil and diesel for plant
operation and maintenance. In Pakistan, there are several operational oil
marketing companies that are capable of supplying these products. For the

purpose of this study, following companies are being considered as potential
suppliers:

»  Shell Pakistan

* Pakistan State O1l

*  Overseas Oil Trading Company

= Bakri Oil Trading Company Ltd Pakistan.
= TOTAL (PARCO)

= HASCOL

The transportation of RFQ and other consumables will be through road
transportation under the Fuel Supply Agreement. The road infrastrucrure
to the site is sufficient to support our requirements.




211

[
I
—

£) The strategic location of the Project provides a unique opportunity for
interconnection for power dispersal to 132 kV grid systems through
existing/renovated four 132 kV transmission lines. No right-of-way issues
are expected.

TARIFTF SUMMARRY

Average and Levelised Tariff

The tariff has a typical two-part structure with an EPP for the energy actually
dispatched and a CPP based on the available capacity. The energy charge is based
on the actual kWh off-take, and consists of the fuel component and the variable
O&M component.

The proposed tariff figures appended herein below are the result of a detailed
financial analysis. Technical, economical, financial, legal and fiscal aspects have
been considered in the evaluation of the Company’s financial performance. The
levelized tariff is based on a notional 60% plant factor as per the 2002 Power Policy
and a 25-vears PPA term.

Based on the RFO price of PKR 25,714.50/- per metric ton (RFO price including
transportation charges PKR 2,350/}, output of 195 MW (net at site conditions) and
detailed financial analysis, the following tariff has been established.

‘ Crep Energy | Total tariff Total tariff
[ us Charge US Cents/kWh | PKR /kWh ar
Cents /| US at  60% Plant | 60% Plant
kWh Cents/ kW ‘ Factor Factor
b 1
Average 3.3892 8.4333 | 11,8225 7.4186
tariff P
Levelized 43132 8.4333 | 12.7465 7.9984
Ltariff

The reference generation tariff for the Project is uppended herewith.
Energy Charge

The energy charges of the reference generation tariff are based on the actual kWh
off-take, and consist of:

a) Fuel Cost Component;
b) The Local Variable O&M Component; and
c) The Foreign Variable O&M Component.

A summary of the energy price is provided in the table below:

16




| \ Energy Purchase Price (EPP) US ¢/kWh
| Period l Fuel Vartable O&M Total
[ Years 1-25 | 7.6193 | 0.8140 | 84333 |

|

Energy Purchase Price (EPP) PKR/kWh

‘ Period

Fuel Variable O&M Il Total

\
llears 1-25

4.7811 0.5108 | 5.2919 |

Fuel Cost Component

This component represents the fuel consumption at a guaranteed efficiency level of
45% at 100% plant load factor.

The main assumptions are as foliows:

—- R ———

RTO Price:

|

PKR 25,714.50/- per ton (including transportation
cost of PKR 2,350/- subject to adjustment as per
actual). GST is not included in the RFO Price and |
shall be pass through to the Power Purchaser at
actual.

Thermal
efficiency net:

45% {at reference site conditions) at 100% plant
load factor.

|

Qutput:
\

|

195 MW (net at refercuce site conditions). 4’

Heat Rate:

7,584 BTU/LkWh at 100% plant capacity factor.

Calorific Value

40,792 BTU/kg subject to adjustment at the time
of finalization of Fuel Supply Agreement.

Partial Loading;:

Heat rate curves from Wirtsili to be used for
partial load heat rate calculation and payment in
case the plant load falls below 100%.
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The Fuel Cost Component shall be adjusted on account of fuel price variation of
fuel consumed using FIFO method during operation period and the actual
transportation charges and GST. The fuel cost component for energy exported
during testing shall be recovered from the Power Purchaser.

The Fuel Cost Component shall be indexed based on the {ollowing formula:

FCirev = Relevant Reference Generation Tariff Component ¥ (FPrey /FPiren)

Where:
FCirev Revised Fuel Cost Component,
Fliw The Fuel Price {(Revised) of RFO per metric ton with freight {as
et per actual) and GST {at actual).
rp Fuel Price in PKR 25714.50/- per ton (including transportation
et cost of PKR 2,350/.)

Variable Q&M

It is pertinent to note that the selected Wiirtsild Plant 15 of European origin and
therefore, the spares have to be imported from Wirtsili Europe. Winsili would
sell such spares in Euro only. However, at the time of order placement, the Euro
can be hedged into US Dollars. It is to be noted that this hedged price in US$ will
be based on the then prevailing €-US$ parity plus the hedging cost for the tenure of
the contract.

For the sake of this petition, we have obtained a firm variable O&M price from
Wiirtsili based on €-US$ indexation as pass through to the Power Purchaser. They
have quoted the variable O&M cost excluding lubricants, port clearance and inland
transportation cost at US$ 6.46 per MWh using €-US$ parity of 1:1.28. This
variable charge would be indexed 10 Euro at actuals. Based on this assumption the

local and the foreign component of variable O&M and the foreign component of
variable work out as under.

Local Variable O&M

This component includes the cost of lubricants, import duty, port clearance and
inland transportation of spare parts, which is directly related to the electricity

actuaily generated. These costs will be indexed to the prevailing Pakistan Wholesale
Price Index (“WPI).
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The Local Variable O&M Cost Component of the Energy Purchase Price shall be
quarterly indexed to the WPT {manufacturing), as notified by the Pakistan Federal
Bureau of Statistics.

The Local Variable O&M Cost Component shall be quarterly indexed based on the

following formula:

VO&M (revy = Relevant Reference Generation Tariff Component * (WPIirew
7 WP rep)

Where:

The revised applicable Local Variable O&M Cost
Component of the Energy Purchase Price quarterly
indexed to WPIL

VO&M 1. rev)

WPI (Rev) The revised WPI, as notified by the Pakistan Federal
Bureau of Statistics.

The WPl (manufacturing) as on December 2007,
notitied by the Pakistan Federal Bureau of Staustics.

L N

WIPT (ren

Foreign Variable Q&M

This component primarily includes imported spare parts, chemicals and certain
consumables to be changed during scheduled and un-scheduled maintenance. Also,
it includes specialized technical services from the manufacturer during maintenance
of the plant. The generating sets and associated equipments are over-hauled as per
manufacturer’s recommendations and schedules that are based on actual running
hours. ‘The actual timing of the major overhaul depends on the actual plant
dispatches and frequency of start / stop.

As the manufacturer of the equipment is European, the spare parts and technical
services will also be procured from Europe. Therefore, it is submitted to the
Authority that the foreign component of variable O&M may, kindly, be allowed
in European CPI adjusted by variation in the Euro/PKR Exchange rate throughout
the life of the Project.

The Foreign Variable O&M Cost Component of the Energy Purchase Price shall
be quarterly indexed to both:

19
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d) the Euro /PKR exchange rate, based on the revised T'T & OD selling rate of
Euro notified by the National Bank of Pakistan; and

€) European CPlL, as issued by the European Union’s Harmonised Index of
Consumer Prices.

The Foreign Variable O&M Cost Component shall be quarterly indexed based on
the following formula:

VO&M rey = Relevant Reference Generation Tariff Component
(EU[’OCPI(REV)/EUI’OCPI) ®en) ¥ (EURO(rev)/ EURO (Ren)

Where:

[

The revised Foreign variable O&M Component of the
VO&Mre | EPP, quarterly indexed to Euro CPI and the Euro/PKR

exchange rate variation.

The revised Euro CPI, issued by European Union’s
Euro CPlirey : y
Harmonised Index of Consumer Prices.

The Euro CPI as on December 2007, as issued by
Euro CPlixen | Evropean Umion’s Harmonised Index of Consumer
Prices.

The revised TT & OD selling rate of Euro, as notified by

Euro (rev . ]
(ev) National Bank of Pakistan.

Euro e PKER 91.50

Capacity Purchase Price (“CPP”)

The CPP component of the reference tariff is payable on the basis of the
dependable available capacity, established at the COD and periodically thereatrer.

This payment is calculated on a basis of 195 MW capacity (net at reference site
condition) and, in order 1o calculate a levelized unit rate in PKR/kWh, at notional
60% plant factor has also been utilized.
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26.1

26.2

263

The key assumptions factored in the CPP are the total capital cost of the Project,
the debt-equity ratio, the cost of funding and currency thereof, together with the
exchange rate. The {ollowing assumptions have been used:

Total Project Cost:
Debt-Equity Ratio:
Exchange Rates:

Taxes & Duties

USD 248.717 Million
75:25

1 USD = 62.75 Rupees; 1 Euro = 1.458167 USD

Customs duties at 5% on imported machinery equipment as per 2002 Power
P y equp P

Policy.

Dividend withholding tax of 7.5%.

Withholding tax of 6% on Construction Contractor (i.e. local services contract)

only.

0% Corporate Tax Rate,

0% Minimum Turnover Tax Rate.

CPP Breakdown

The CPP is further broken down into the following components.

a) Capacity Charge

27.1.a.1  This component represents the Fixed O&M Cost, Insurance Cost, Cost
of Working Capital, ROEDC, ROE and withholding tax. Since there is
no recovery of the original equity capital invested, the plant remains the
property of the Company after the 25 year contract period and the
Company may thereafter operate it as a merchant plant. A summary of

the CPP is provided below:

Period

Capacity Charge (US ¢/kWh)

{ Fixed lns Cost of | ROED ROE w/h | Total
Q&M - WwWC C Tax
Years 125 | 0.2351| 01578 | 0.1435| 0.1017 | 05460 |  0.0486 | 12327
Capacity Charge (Rs./kWh)
Period Fixed Ine Cost of | ROED ROE W/h | Total
O&M ' WC C Tax
Years 125 | 0.1475 | 00990 | 0.0900 | 0.0638 | 0.3426 | 0.0305 | 0.7735
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27.1.a.2  The fixed O&M component of the capacity charge represents the fixed
costs of all the staff for O&M, cost associated with pertodic maintenance
for ensuring availability, plant administration, security, transportation,
overheads, office costs, professional fees such as audit, tax and legal, as
well as some other fixed operational costs such as environmental
monitoring and obsolescence, that do not change with dispatch levels.
The {ixed O&M cost component has been prepared based on the
following breakdown ol the local and foreign components.

Local Fixed O&M Cost Component : 40%
Foreign Fixed O&M Cost Component : 60%
b) Indexanion & Escalation

27.1.b.1  The lollowing indexations shall be applicable to the Fixed O&M Cost
Component:

27.1.b.1.1 The Local Fixed O&M Cost Component shall be quarterly indexed
to the WPI (manufacturing), as notified by the Pakistan Federal
Bureau of Statistics; and

27.1.b.1.2 The Foreign Fixed O&M Cost Component shall be quarterly
indexed to both the Euro / PKR exchange rate, based on the revised
TT & OD selling rate of Euro notified by the National Bank of
Pakistan and the Euro CPI, issued by the European.

Adjustment at COD

Ar the time of COD, the tarilf figures shall be updated for the various base figures
(c.g. fuel price, EPC price, the O&M and insurance prices, adjusted by actual
exchange rates compared to the reference exchange rates (PKR/USD = 6275,
PKR/EBuro = 9150, and USD/Euro = 1.458167), and Interest During
Construction and financial charges adjusted by prevailing KIBOR, to arrive at the
reference generation tariff table to be used in the PPA.

Any modifications or additions required by the Power Purchaser that are not
considered in the Project cost shall be treated as pass-through.

Indexation Formula

TLocal Fixed Q&M Cost Component

a) The Local Fixed O&M Cost Component shall be quarterly indexed based

on the following formula:

FO&M (rey = Relevant Reference Generation Tariff Component *
(WPI (rev) / WPT (ren)

22




Where:

FO&M Lkew) The revised Local Fixed Q&M Component of the CPP
quarterly indexed 1o WPI (manufacturing).

WP Lrev) The revised WPI (manufacturing), as notified by the
Pakistan Federal Bureau of Statistics.

W PIiren The WPI (manufacturing) as on December 2007, as notified
by the Pakistan Federal Bureau of Staustics.

|

29.2  Foreign Fixed O&M Cost Component

3

The Foreign Fixed O&M Cost Component shall be quarterly indexed based
on the following formula:

FO&M rey = Relevant Reference Generation Tariff Component *

Where:

(Euro CPIikey / Euro CPI) (en ) * (Euro rew/ Euro (Ref))

FO&MFrev)

The revised Foreign Fixed O&M Component of the CPP,
quarterly indexed to US CPI and the Euro/PKR exchange

rate variation.

Euro CPI(R:V)

The revised Euro CPIL, issued by European Union’s
Harmonised Index of Consumer Prices.

Furo CPliren

The revised Euro CPI, issued by European Union’s

Harmonised Index of Consumer Prices.

Euro {Rev)

The revised TT & OD selling rate of Euro, as notified by
National Bank of Pakistan.

Euro ren

PKR 91.5C
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30 Insurance Cost Components

101 The insurance component consists of Al-risk insurance/re-insurance for the Project,
as well as business-interruption insurance.

302 The Insurance Cost Component shall be quarterly indexed based on the following
formula:

Insurance ket - Relevant Reference Generation Tariff Component *
(US CPI (Rev) / uUs CPlI (Ref) * (USD {Rev) / USD(RCE))

Where:

The revised Insurance Cost Component of the CPP, quarterly
ndexed with US CPI and the USD/PKR exchange rate

variation.

Insurance

US CPI (rew) The revised US CP1, issued by US Bureau of Labor Staustics.

The US CDI as on December 2007, as issued by US Bureau of

US CPT ren Labor Statistics.

The revised TT & OD selling rate of US Dollar, as notified by
National Bank of Pakistan.

USDren PKR 62.75

- ————

3 Cost of Working Capital

311 A working capital loan facility of USD 19.683 million is assumed in order to
finance the inventory level of RFO equivalent to 30 days generation at 100% load
factor and energy payment at 60% receivable along with GST for 30 days. The cost
of Working Capital Facility is assumed at 12.45% (3 month KIBOR (10.45%) + 2%
margin) with no other charges (e.g. no arrangement fee and no commitrment fee).

312 The Cost of Working Capital Component of Capacity Charge of the reference
generation tarifl shall be indexed to the (i) Fuel Price variation; and (i) the

quarterly changes in the 3 month KIBOR.

313 The Cost of Working Capital Component shall be indexed on the following
formula:

24
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CWCre = Relevant Reference  Generation Tariff  Component
(FPirewt/ FPken) * (KIBOR(Rev) / KIBOR (ren)

Where:

CWCrev) Revised Cost of Working Capital component.

The new price of RFO per Metric Ton with freight and GST
FPgev) as per the mechanism given in Fuel Cost Component
{(indexation formula).

FPu PKR 25,714.50/- per ton (including transportation cost of
(Red PKR 2,350/~ subject to adjustment as per actual),

KIBOR(rew The revised 3 month KIBOR rate at the end of each Quarter. l‘

KIBORren 10.45%

Return on Equity

The return on equity (*ROE”) and return on equity during construction
(“ROEDC”) components includes a return on invested equity giving an internal
rate of return (“IRR”) of 15% net after deduction of withholding tax.

As per the decision of the Economic Coordination Committee, the ROE
component of the reference generation tariff shall be quarterly indexed to the
USD/PKR exchange rate, based on the revised TT & OD selhing rate of USD
notified by National Bank of Pakistan.

"The ROE and ROEDC component of the Escalable Component of the reference
tariff shall be indexed using the following formula:

ROEDC & ROE ev = Relevant Reference Generation Tariff Component®
(USDikev) / USD (gen)

]
N
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Where:

The revised TT & OD selling rate of US
USDiRev) Dollar, as notified by National Bank of
Pakistan.
|
USDy(ren ‘ PKR 62.75

Debt Servicing

The following table provides a summary of the debt servicing component :

Debt Servicing Component
(Rs./kWh)
Loan Interest ,
Total
Repayment Charges
h’ear 1 0.3519 0.9044 1.2563
Year 2 | 04017 0.8546 1.2563
| Year 3 | 0.4585 0.7978 1.2563
Year 4 | 0.5233 0.7330 1.2563
Year 5 059730 06589 1.2563
Year 6 0.6818 0.5745 1.2563
Year 7 0.7782 0.4780 1.2563
Year 8 0.8883 0.3680 1.2563
Year 9 1.0140 0.2423 1.2563
Year 10 1.1574 0.0989 1.2563
Year 1125 | 0.0000 0.0000 0.0000

It is apparent that there is no charge under this category after 10 years as all the
debt would be repaid by the end of the 10" year post COD. The assumptions used
in calculation of the above are:

a)
b)

Amount of Debr: USD 186.538 million (75% of total Project cost).

Term of debt: 24 months of grace period + 10 years of quarterly equal debrt
service after the COD.

Interest Rates: 3 months KIBOR 10.45% + Margin 3%

Currency: PKR.

The interest charges of the Debt Service Component shall be indexed on the
{oltowing formula:
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Indexation Formula

IC =Relevant Reference Generation Tariff Component® (KIBORgevy/
KIBOR (ren

Where:

Ic the variation in interest charges applicable on local
” loan corresponding to variation in quarterly KIBOR

the revised 3 month KIBOR rate at the end of each
quarter

KIBORrewy

KIBOR@®ren | 10.45%

PASS-THROUGH ITEMS

Changes in the base price of fuel {i.e. RFO), freight and GST shall be treated as a
pass-through cost based on the guaranteed heat rate.

Pass through items includes the start up cost of plant, hot stand by cost, heat rate
adjustment due to load variation and open cycle cost during start up of complex
and below 25% loading of the complex or as and when requested by Power
Purchaser.

Any additional charge, duty or tax incurred (a) prior to the COD shall be included
(together with the financing cost thereof) in the Project Cost at the COD, and (b)
post COD, shall be treated as pass through items to the Power Purchaser.

Adjustments at the COD

At the COD, the capacity charge will be adjusted by the inflation factors and
reference exchange rates as defined and described herein.

The debt services component shall also be adjusted by the then prevailing 3-month

KIBOR.

The fina! loan amount at the COD would be based on actual Euro exchange rates
used by the lenders to make payment to the EPC Contractors.

No contingency has been included in the Project costs.
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383
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386

38.7

38.8

389

38.10

38.11

38.12

GENERAL ASSUMPTIONS

In addition to the other assumptions made in the [oregoing paragraphs, the
following general assumptions have been taken into account while calculating the

rariff. Changes in any of these assumptions will result in a change to the proposed
varilf:

Internal consumption has been assumed to be approximately 5.00 MW.

Annual plant availability is 88% and is in line with PPIB policy. Scheduled outage
allowance of 30 days per engine per annunil, except in any year in which a major
overhaul is required, the scheduled outage period shall be 60 days per engine.
Annual unscheduled (forced) outages will be 348 hours.

NTDC/Power Purchaser shall be responsible for procuring, financing,

constructing, operating and maintenance of the interconnection, metering and
transmission facilities at Project site,

In case of open cycle mode (including during startups or peaking operation), heat
rate will be different. Accordingly, energy component of tariff will be adjusted
accordingly.

All fuels and chemicals, consumables, and associated costs during plant tests after
synchronization is assumed to be paid by the Power Purchaser.

The Levelized tarift is calculated on the basis of a notional 60% plant load factor.

A constant ROE is assumed, which results in an IRR of 15% over 25 years.

No hedging cost has been assumed for exchange rate fluctuations during
construction, However, if the lenders required foreign currency hedging during the
construction period, all such hedging costs shall be treated as pass through.

The cost of working capital has not been included as part of the project cost.

Project contingency/debt service reserves are not included in taniff calculations. If
required by lenders, these will be adjusted accordingly in the tanff.

The 5% of the customs duties has been assumed for reference purposes, any change
therein would be pass-through. No other tax including any Federal Excise Duty on
the import ol plant and equipment is assumed. It 1s assumed that no part of the

power plant and the associated equipment supplied under the ESC will be treated as
locally manufactured.

Tax on any income of the Company including sales proceeds from NTDC, general
sales tax and all other corporate taxes will be treated as pass-through ntems.
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38.14

38.15

38.16

38.17

38.18

38.19

38.20

38.21

No withholding tax on supply of plant and equipment assumed. Only 6%
withholding tax on onshore construction services and works assumed.

Withholding tax on dividends (currently at 7.5%) as required to be deducted under
the Income Tax Ordinance, 2001 or any other law for the time being in force at the
time of such payment is considered as pass-through.

100% local debt 13 assumed.

No L/c confirmation charges have been assumed. If applicable, the adjustment
based on actual, shall be treated as pass-through to the Power Purchaser.

The tariff table shall be updated at COD in order to adjust the tantf according to
the actual KIBOR and exchange rates (PKR/USD, PKR/ Euro and USD/ Euro)

and other re-openers.

All invoicing and payment terms are assumed to be in accordance with the 2007

standardized PPA.

If Power Purchaser requires the dispatched deliveries to be made in excess of the
existing 132 kV, four transmission lines or to any other additional circuir, the
additional cost incurred by the Company will be paid by the Power Purchaser.

The cost of metering system (except back up meter) and remote terminal unit
(RTU) to be paid by the Power Purchaser. In case the Company 1s required to meet

this cost, its actual price would be claimed under the non-EPC Cost.

All other assumptions not expressly stated herein are based upon the 2007
standardized PPA.

Any incentives given to any other project of the same technology shall also be
given to the Company.
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VI RELIEF SQUGLHIL
i Appeal to Authority

Wi P he Company would like 1o inform the Awhorty that due o the mere
Cont, as set Torth i preceding, paragraphs,
on the Project.

et the Project
the Comypany 15 i\unp the direct negative mpact

212 P heretore, i the view of the Tacts and evidences pm\lde i this Modiicauon Petition, the
Company rcsprcll‘ully requests the learned Authoriy (o approve the Reference Generation
antt

33

The reterence prices, reference exchange rate, relerence KIBOR,
relerence Furopean CPI and ¢ USS panty may by
arnd ll.\'lllfk s

reference WL index,
¢ determined on the current reference rate

U1 Respecttully submitted on behalf of:

Uraed: 12 March 2008
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P

Gujranwala Encrgy Limited
Reference Generation Tarni(f Table

PRoPASE D AL X

Annexure - A
Energy Charge (Rs./kWh) Capacity Charge (Rs./kWh) Capacity Total
i H Return on With
Year Fuel Varizble Total E“.‘l'b" Fg:::‘.:g Escalable | Retum on] Equity for . Loan Interest Total o et KWh] Rs. per ¢ pes KW
o€ OxM Encrgy g:;; Working | (Tasurance)| Equiry | Construction Holding Tax payment | Charges | Capacity -P kWh pe _
Capital Period @ 7.50%
1 47811 0.5108 52919 0.1475 0.0900 0.0990 0.3426 0.0538 0.0305 0.3519 0.9044 20298 338% 5.6749 13.82
2 47811 0.5108 5.2919 0.1475 0.0500 0.0990 0.3426 0.0638 0.0305 0.4017 0.8546 20298 3.3830 8.6749 13.82
3 4.7811 0,5108 5.2919 0.1475 0.0900 0.09%0 0.3426 0.0638 0.0305 0.4585 07978 20298 33830 8.6749 13.82
4 4.7811 0.5108 5.2919 0.1475 0.0900 0.0990 0.3426 0.0638 0.0305 0.5233 0.733¢ 20298 33830 8.6149 13.82
5 4.7811 0.5108 5.2919 0.1475 0.0900 . 0.09%0 0.3426 0.0638 | - 05973 0.6589 20298 33830 8.6749 13.82
6 47811 0.5108 52919 T 0.1475 0.0900 |- - 0.0990| 03426 0.0638 | 5 0.6818 0.5745 2.0298 33830) . A6749) 1382
7 47811 0.5108 52919 0.1475 0.0900 0.0990 0.3426 0.0638 0.7782 0.4780 20298 33830 86749 13.82
3 47811 0.5108 5.2919 0.1475 0.0900 0.0990 0.3426 0.0638 0.8883 0.3680 20298 3.3830 86749 13.82
9 47811 0.5108 5.2919 0.1475% 0.0900 0.09%0 0.3426 0.0638 |- 1.0140 0.2423 20298 33830 86749 13.82
10 4.7811 0.5108 5.2919 0.1475 0.0900 0.099%0 0.3426 0.0638 1.1574 0.0989 20298 31,3830 8.6749 13.82
11 4.7811 0.5108 5.2919 0.1475 0.0900 0.0990 0.3426 0.0638 - - 0.7735 1.2892 6.5811 10.49
12 4.7811 0.5108 5.2919 0.1475 0.0900 0.0990 0.3426 006381 - - 0.7735 12892] 6581 10.49
13 47811 05108 5.2919 0.1475 0.0000]: 60990 03426 0.0638 § - - - 0.7735 128921 - 65811 1049
14 4.7811 0.5108 5.2919 0.1475] . 00900 0.0990 0.3426 0.0638 § “5av: O - - 0.7735 128921  65811| 1049
15 47811 0.5108 -5.2919 0.1475 | - 00900} 0.0990 03426 0.0638 |- - - 0.7735 1.2892 6.3811 - 1049
16 4.7811 0.5108 .5.2919 0.1475 - 0.09%00 0.0990 0.3426 | 0.0638 - - 0.7735 1.2892 65811 1049
17 47811 0.5108 5.2019 0.1475 0.0900 0.0990 0.3426 0.0638 - - 0.7735 12892 | - &5811] --1049
18 4.7811 0.5108 5.2919 01475 . 00900] - 00990 0.3425 0.0638 - - 0.7735 12892 | - 65811 | - 1049
19 47811 6.5108 52019 0.1475 - 00000 00990] 03426 0.0638 | - - - 0.7735 1.2892] 65811 )" 1049
20 4.7811 0.5108 5.2919 01475 (. - - 0.0%00 0.0990 0.M426 00638 | ; - - 0.7735 12892 - 65811] - 1049
21 4781 0.5108 5.2919 0.1475 0.0500 0.0990 0.M26 0.0638 | & . - - 0.7735 12002 - 65811} .. .1049
2 L7811 0.5108 5.919F - 0.1475 0.0900 00990} 03426 0.0638 - - 0.7735 1.2892 65811 1049
Y] 47811 ¢ 05108 5.2919 0.1475 0.0900 0.0990 0.3426 0.0638 | -+ 00305 - - 0.7735 1.2892 6.5811 1049
24 17514 05108 5.2019 0.1475 0.0900 £.0990 03426 0.0638 . 00305 - - 0.7735 1.2892 65811 1049
25 47811 0.5108 52919 0.1475 0.0900 0.0990 0.M426 0.06)8 - 0.0305 - - 07735 1.2892 6.5811 10.49
Levelized 4.7811 0.5108 $.2919 0.1475 0.0900 0.09%0 0.3426 0.0618 0005 0.4184 0.4318 1.6239 2.7068 79984 | 127465
<+ -
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