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BRIDGE FACTOR 
CORPORATE FINANCE & BUSINESS STRATEGY 

EXTRACT OF THE MINUTES OF THE MEETING OF THE BOARD OF DIRECTORS OF THE BRIDGE 

FACTOR (PRIVATE) LIMITED HELD AT 10:00 AM AT ISLAMABAD ON 6" JULY 2015  

BOARD RESOLUTION 

The following resolutions were discussed in detail by the Board and approved unanimously: 

"RESOLVED THAT Bridge Factor (Private) Limited, a company incorporated under the law of Pakistan 

with its principal office located at 2B, Street 47, F-7/l, Islamabad, Pakistan (the Company), be and is 

hereby authorized, to file motion for leave for review on determination of upfront tariff for Wind Power 

Generation dated 24th  July 2015. 

"FURTHER RESOLVED THAT Mr. Akbar Bilgrami, Chief Executive Officer of the Company, be and is 

hereby authorized to sign motion for leave for review, appear before NEPRA and provide any information 

required by NEPRA in respect of the Project, and do all acts and things necessary, processing, completion 

and finalization of the aforementioned petition." 

"AND FURTHER RESOLVED THAT Mr. Akbar Bilgrami, Chief Executive Officer of the Company be and 

is hereby authorized to delegate all or any of the above powers in respect of the foregoing to any other 

officials of the Company as deemed appropriate." 

FOR AND ON BEHALF OF 

BRIDGE FACTOR (PRIVATE) LIMITED 

r- 

ISLAMABAD 
# 2 - B, Street No. 47, F 7/1, 

Islamabad 44000, Pakistan. 
Tel: 92 51 2654474-75, Fax: 92 51 2652422 

www.bridgefactor.com  

KARACHI 
2nd Floor, Plot # 23-E Korgo Building, 
2nd Zamzama,Commercial Lane, 
Phase 5, DHA Karachi, Pakistan. 
Tel: 92 21-35302160-61, Fox # 021-35875872 
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AFFIDAVIT 

Affidavit of MR. AKBAR BILGRAMI, CEO of M/S Bridge Factor, 
No.47, F-7/1, Islamabad, Pakistan. 
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I, the above named Deponent, do hereby solemnly affirm and declare that:- 

1. I am the CEO of M/S Bridge Factor, 2B, Street No.47, F-7/1, Islamaba , 
Pakistan. 

2. The contents of the accompanying motion for leave for review, by .the 
full strength of the Authority Under Rule 16(6) of the Tariff Standards 
and Procedure Rules, 1998 including all supporting documents are true 
and correct to the best of my knowledge and belief, and the noting 
material or relevant thereto has been concealed or withheld therefrom. 

3. I also affirm that all further documentation and information to b 
provided by me in connection with the aforesaid motion for leave for 
review shall be true and correct to the best of y kno ledge and 
belief. 

VERIFICATION 

It is hereby verified on solemn affirmation at Islamabad, Pakistan on July 6, 201 
that the contents of the above Affidavit are true and correct to the best of m 
knowledge and belief, and that nothing material or relevant thereto has been 

concealed or withheld therefrom. 
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6 July 2015 

Syed Safeer Hussain 
Registrar 
National Electric Power Regulatory Authority ("NEPRA") 

NEPRA Tower 
Attaturk Avenue (East) 
Sector G-5/1, Islamabad 

Dear Sir 

Motion for Leave for Review filed by Bridge Factor (Private) Limited (the  

"Company") in relation to the determination of NEPRA in the matter of 
Upfront Tariff for Wind Power Generation - CASE NO. NEPRA/TRF-
WPTizo1si9i12-9514 dated 24 June 2015 (the "Determination")  

The National Electric Power Regulatory Authority (hereinafter "NEPRA" or the 
"Authority") on 24 June 2015 issued the subject Determination with respect to wind 

power generation facilities with installed capacity of up to 25oMW. 

Having reviewed the Determination, the Company hereby submits, through this letter 
and the attachments hereto, with the learned Authority, its motion for leave for review 
of the Determination in terms of Rule 16(6) of the NEPRA (Tariff Standards & 
Procedure) Rules, 1998 read with Regulation 3(1), Regulation 3(2), and Regulation 3(3) 
of the NEPRA (Review Procedure) Regulations, 2009, and other enabling provisions of 

applicable law (the "Motion for Leave for Review"). 

As you are aware, the Company filed a request for Leave to Intervene in response to the 
Notice of Hearing dated 3 April 2015 for the proceedings initiated by the Authority in 
relation to the development and determination of up-front tariff for wind power 
generation projects, which having been accepted by the Authority, permitted us to 
actively participate in the hearing(s) held by the Authority as an Intervener. 

Bridge Factor Private Limited ("BF") is a financial advisory firm engaged in providing 
financial advisory services to numerous wind power projects in Pakistan. Starting from 
FFC Energy Limited, Pakistan's first wind power project, BF has assisted: 

1. Gul Ahmed Wind Power Limited, 
2. Metro Power Company Limited, 
3. Foundation Wind Energy I Limited, 

4. Foundation Wind Energy II Private Limited, 

5. Yunus Energy Limited, 
6. Master Wind Energy Limited, and 
7. Tapal Wind Energy Private Limited 
in achievement of financial close. 

BF is currently mandated by numerous other projects such as, Hartford Alternative 
Energy (Private) Limited, etc. for development of the project and arrangement of 

financing. 

In light of BF's deep rooted involvement in the wind power sector in Pakistan and in 
depth understanding into the requirements of sponsors and financers providing funding 
for wind power projects, BF is ideally suited to evaluate and comment upon the 

Determination. 
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By virtue of the amendments made to the Review Procedure Regulations, the following 
definition of a 'party' has been included. 

"party' means a party to any order or decision of NEPRA or a person who 
participated in the proceedings for tariff determinah'on as 'intervener' and it includes a 

party to the power purchase contract approved by NEPRA." 

Since BF participated in the Tariff Determination process as an 'intervener' and BF's 
name is also listed in the list of interveners set out in the Tariff Determination, BF shall 
be considered as a necessary party for purposes of the Review Procedure Regulations 
and hence BF is fully empowered by the relevant laws to file the present Motion for 
Leave for Review against the Determination. Additionally, it is emphasised that the 
NEPRA Act allows all stakeholders to participate in the process for determination of a 
tariff and the Authority is required to consider and give weightage to the comments and 
inputs provided by all stakeholders while preparing and finalizing a Determination. As 
such, each of the grounds discussed below should be taken into consideration by the 
Authority, which grounds were also presented by BF and various other interveners 

during the public hearing. 

The Company hereby requests that the contents of this letter be read as integral part of 
the Motion for Leave for Review, and that the same may be approved expeditiously by 

the learned Authority. 

Thank you and with kind regards. 

Yours sine ly, 

Bridge Factor (Private) Limited 
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I. 	GROUNDS FOR MOTION FOR LEAVE FOR REVIEW 

I I 	Each of the grounds for the Motion for Leave for Review have been elaborated upon in 

Section 2 to Section 10 below and such grounds consist of the following heads: 

(i) 	Benefits: Energy Security at Low-Cost; 

(H) 	Capacity Factor; 

(iii) LIBOR Spread; 

(iv) Sinosure Coverage; 

(v) Time for Opting Upfront Tariff; 

(vi) Construction Period; 

(vii) Conditions for Tariff; and 

(viii) Withholding Tax on Dividends. 



2. 	BENEFITS: ENERGY SECURITY AT LOW-COST 

	

2.1 	Energy security has remained a major concern for Pakistan for over two decades with 

continued increase in reliance on imported fossil fuels as the primary source of energy 

production. The issue became undeniable when the spike in international crude oil prices 

from 2008 till mid-2014 made it nearly impossible for Pakistan State Oil (PSO) to foot 

its oil bill — largest portion of which was attributable to oil purchases necessitated by oil 

requirements of thermal power plants. 

	

2.2 	While this was mitigated to a certain extent by an increase in local energy prices (which 

in turn resulted in a significant increase in local inflation) the burden on the exchequer of 

the outward flow of funds was felt throughout the economy with the Rupee depreciating 

against the Dollar — from PKR 60/USD in 2008 to PKR I03/USD (hitting its highest 

level of PKR I I2/USD). 

	

2.3 	In the present situation where oil prices have gradually begun increasing, imported coal is 

being promoted as an alternate to liquid fuels as a primary source for power generation 

while similar to liquid fuels coal prices arc also slowly inching their way back to normal 

levels, renewable energy projects which promote utilisation of Pakistan's indigenous 

resources are ideal for a 'bright' future for Pakistan. 

	

2.4 	The decrease in tariff recorded for wind power projects makes a case on its own. Wind 

power projects promote use of Pakistan's indigenous resources at a price which makes 

them comparable to large hydropower projects while having minimal implications for the 

exchequer — applicable only in the case of foreign financer projects and that too restricted 

to the loan repayment period i.e. first I0 years. 

	

2.5 	Minor tweaking of the present upfront tariff announced by the Authority will not only 

help promote this sector but will also allow the Authority to reduce the overall basket 

price of the end consumer tariff. 

Therefore, the Authority is requested to kindly consider allowing the requests 

submitted herewith in the best interest of the nation and enforce investment in the 

transmission network for evacuation of power generated by this low-cost indigenous 

source of energy generation. 

S 



3. 	CAPACITY FACTOR 

3.1 	As per the Tariff Determination, the Authority has determined a 35% net annual plant 

capacity factor for the upfront tariff allowed through the Tariff Determination. A 35% net 

annual capacity factor (i.e. a 12.9% increase over the previous capacity factor of 31% in 

the 2013 upfront tariff) appears to be on the higher side and is likely to render existing 
and future wind power projects opting for the upfront tariff non-bankable. This is because 
lenders require the project to achieve a probability of exceedence factor (PF) of P90 in 
order for them to finance the project. A PF of P90, for example, implies that the project is 

expected to achieve the forecasted energy yield (or higher energy yield) at least 90% of 
the time. Energy yields at P90 levels imply capacity factors in the range of 26% to 30%, 

depending on various external factors such as historical wind speeds, uncertainties, 
turbine technology, etc. The capacity factor assumed by NEPRA i.e. 35% appears to have 

been determined based on a P60/P70 level — which means there is only a 60% or 70% 

chance that the proposed energy yield will be achieved — on which basis no lender would 

be willing to finance a project. Letters received by BF from lenders regarding the 
capacity factor assumed under the Tariff Determination are attached as Annexure — A. 

	

3.2 	Even the studies conducted in Pakistan in areas with the highest availability of wind 
estimate maximum capacity at around 35%, which capacity factor is based on expensive 

and higher efficiency equipment being used in ideal conditions. However, since this is a 
maximum estimate, it should not be made a benchmark or minimum standard for the 

purposes of the Tariff Determination. This is because a number of factors come into play 

while determining the capacity factor for a particular project. For example, the climatic 

conditions, temperatures, wind density, dust and pollution, etc. all have a bearing on the 

capacity of a wind power project. Given the high summer temperatures in the range of 45 

to 47 Celsius in the Jhimpir region of Sindh, the efficiency of the wind turbines is 

reduced as even the latest turbines have their efficient running temperatures up to 40 

Celsius only. Further, based on the data available, the presently operational wind power 

projects in Pakistan have also not been able to achieve capacity factors beyond 31% on a 
sustainable basis. 

	

3.3 	While it is admitted that there have been some technological improvements over the past 

few years resulting in achievement of higher capacity factors, the Authority would no 
doubt appreciate that on average the efficiencies of wind turbines being used across the 

world have only increased by about 5% to 7% in the last six to eight years. Therefore, 
there appears to be no justification for increasing the capacity factor by over 12.9% (i.e. 

from 31% to 35%) over a span of only two years. Such a move will certainly discourage 
potential investors from investing in wind power projects in Pakistan and works against 
the government's commitment to address the energy crisis. 

3.4 	It is submitted that almost all interveners raised the capacity factor issue in their 
respective intervention requests and at the time of the Public Hearing and none of them 

proposed that a capacity factor in excess of 33% should be approved by the Authority. It 

is respectfully submitted that all such submissions made by various interveners and 

commentators during the Public Hearing process and otherwise were based on certain 

empirical grounds, studies conducted or present/past experiences. Moreover, the 
Alternative Energy Development Board (AEDB), through its follow-up comments 
submitted to the Authority after the Public Hearing, observed that: 

In view of AEDB analysis on annual energy yield, research of Global Business 
Intelligence and International Renewable Energy Agency's report title 
"Renewable Power Generation Costs in 2014", AEDB is of the view that, the 
proposed capacity factor of 38% may not be achieved at P90 probability 
exceedance level for the wind farm sites within the Gharo—Ketibandar wind 
corridor in Sindh. It is expected that a capacity factor between 31-33% may be 

achieved at e90 probability exceedance level using the assumptions of technical 
consultants of Lenders1PPs." 

The above submissions made by the AEDB (along with similar submissions made by the 

other interveners) arc also acknowledged by the Authority in the Tariff Determination. 

As such, it is unclear as to how the Authority has reached the conclusion of setting the net 
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annual capacity factor of 35% as none of the comments/submissions of various 
stakeholders suggested a capacity factor beyond 33%. In this regard it is submitted that 
the NEPRA Act and the various rules and regulations thereunder require the Authority to 
solicit comments/inputs from the public and stakeholders and to consider such comments 
and input while issuing a tariff determination. In the present circumstances it appears that 
the Authority has failed to give the required and due consideration to the comments filed 
by various interveners and commentators, including the AEDB. 

3.5 	It is further submitted that even during the process of determination of the previous 
upfront tariff, the Authority had taken into consideration and gave due weightage to the 
comments from the various stakeholders (including the AEDB) while arriving at its final 
determination. In this regard we would like to quote from paragraphs 10 and 11 of the 
previous upfront tariff determination of 2013 as follows: 

"10 The Authority has noted that net annual plant capacity factor of 31% was 
considered in the draft upfront tariff proposal, on the basis of information 

provided by AEDB regarding average of projected generation on actual 
wind speeds, for 13 wind power generation companies that had received 
tariff from the Authority. AEDB had submitted that this information was 
based on calculations done by KISOE (independent international consultant 
hired by AEDB)... " 

I I The Authority has considered the arguments detailed in the preceding 
paragraph in conjunction with the arguments of the stakeholders and is of 
the opinion that for making the project risk/return profile fair, the draft 
upfront tariff proposal on this issue needs to be modified Accordingly the 
Authority has decided that the upfront tariff will be limited to the extent of 
net annual energy generation supplied to the power purchaser upto 31% net 
annual plant capacity factor..." 

It is clear from the above that the Authority gave due consideration and weightage to the 
comments and observations of the various stakeholders during the process of determining 

the previous upfront tariff. Moreover, the Authority had considered a net annual capacity 
factor of 31% to be just and fair for the purposes of the previous uiffront tariff. As such, it 
is unclear as to how an increase in the same rate from 31% to 35% in a span of only two 
years can be termed as 'just' and 'fair', particularly when all stakeholders and 
commentators have indicated that the rate should be between 31% and 33% and even the 
technological improvements do not merit the increase proposed by the Authority. 

In view of the above submissions, it is requested that the Authority reconsiders its 
proposal of a net annual capacity factor of 35% and based on inter alio the above 
grounds reduces the same to anywhere between 31% and 33%. This would ensure an 

improvement in the capacity factor of approximately 5% to 7% from the previous 
upfront tariff and would also attract investors desirous of investing in wind power 
projects. Moreover, the slabs for higher efficiencies prescribed by the Authority should 
be maintained as the same also encourage developers to use better quality equipment. 
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4. 	LIBOR SPREAD 

	

4.1 	As per the Tariff Determination, the Authority has decided to allow, in respect of interest 
rates relating to projects with foreign financing, a 4.50% spread over 3 months LIBOR. 
In this regard it is highlighted that while the economic outlook of Pakistan may have 
improved slightly in the recent past, foreign lenders are still not willing to allow a spread 
below 5.00% to 5.50%. This is because Pakistan is still faced with various problems, 
including the issues of circular debt and constant delays in payment cycles of power 
projects, which problems compel the lenders to demand for a higher spread. It is 
submitted that even the International Finance Corporation, while providing its comments 
at the Public Hearing, submitted that a spread of 4.50% over LIBOR is very low and the 
Authority should at least consider a spread of 5.00% over LIBOR in order to attract 
foreign financing. The IFC has also stated that no international commercial bank will be 
willing finance a project at a spread below 5.00% or 5.50% over LIBOR. 

	

4.2 	The Authority would appreciate that all projects that were able to achieve financial close 
under the previous upfront tariff (i.e. only 7 or 8 projects) were either financed by local 
banks or multilateral agencies and none of them availed financing from international 
commercial banks. It would no doubt be appreciated that multilaterals have a different 
risk assessment of a country and are generally willing to finance projects at lowers rates 
as compared to international commercial banks. However, if the Authority desires to 
encourage further expansion in the development of wind power in Pakistan, future project 
developers will have to approach international commercial banks for financing since 
there is a limit to which multilaterals and local banks will finance further wind power 
projects in Pakistan. Therefore, the Authority should allow a palatable spread over 
LIBOR (i.e. of 5.00% to 5.50%) in order to encourage the rapid development of wind 
power projects. 

	

4.3 	It may also be noted that the Eurobond issued by the Government of Pakistan last year 
carried a coupon rate of 7.25% for a five year maturity and 8.25% for a ten year maturity. 
Therefore, no international financial institution would be willing to invest in a power 
project that yields rates of return lower than those offered by the Government of Pakistan 
in the international bond market — particularly since there are greater risks associated 
with power projects in Pakistan owing to the circular debt and payment issues. 

In view of the above submissions, it is requested that the Authority reconsiders its 
proposal of a spread of 4.50% over 3 months LIBOR and allows projects opting for the 
upfront tariff a spread of at least 5.00% over LIBOR, which is in line with the 
minimum agreed by international financial institutions in recent projects. 



5. 	SINOSURE COVERAGE 

	

5.1 	As per the Tariff Determination, the Authority has not allowed the costs and fees 
associated with Sinosure and other export credit agencies as part of the project costs or as 
a pass-through item in the upfront tariff. It may be appreciated that most project 
developers intend to seek financing from international financial institutions, including 
Chinese and European financial institutions, operating in countries from which 
machinery is being sourced, which financing is available as long as the same is secured 
by their respective export credit agencies. This is because there are a number of risks 
associated with Pakistan that the international financial institutions consider and seek to 
protect themselves against such risks before lending money to projects in Pakistan. For 
example, as standard practice Chinese financial institutions require Sinosure to provide 
insurance coverage, etc. against all debt provided to projects/companies outside of their 
home country. 

	

5.2 	It is highlighted that the only justification that the Authority has given for not allowing 
the Sinosure or other export credit agency insurances is that the same was not allowed in 
the previous upfront tariff and still projects achieved financial close. In response to the 
Authority's justification it is again stressed that if the government and the Authority 
desire to rapidly expand the wind power sector in Pakistan, project developers would 
have to approach international commercial banks (secured through export credit 
agencies) in order to finance their projects as there is a limit to which local banks and 
multilaterals would finance further projects. Thc Authority's justification would only 
work if the objective is to only set-up a limited number of wind power projects, through 
only local and multilateral financing — a proposition that would he contrary to the 
government's objectives and goals to develop the wind power sector. 

	

5.3 	In addition, it is submitted that various other upfront tariffs recently issued by the 
Authority also allow Sinosure coverage and coverage by other international export credit 
agencies as part of the project costs. In this regard, we would like to quote from various 
other tariff determinations as follows: 

Upfront Generation Tariff for Solar PV Power Plants dated May 25, 2015: 

SINOSURE FEE 

7.1 According to the stakeholders, Sinosure fee is missing in the tariff and needs to 
be built in the tariff A number of projects especially large-scale are seeking 

funding from Chinese financial institutions and a condition for financing these 
projects is that financial institutions are required to obtain coverage from the 
China Export Credit & Insurance Corporation (SINOSURE) for specific risks. 
The premium in such a case is a significant cost which has been recently 
recognized and allowed by NEPRA in the upfront tarifffor coal power projects 
as a valid project cost. Accordingly it was requested to allow SINOSURE 

fee/premium (where applicable) as a project cost either through classification 
as a pass-through item or a corresponding adjustment in the upfront tar ff 

7.2 The Authority has considered the stakeholders request and noted that during the 
proceedings for determining the upfront tariff none of the stakeholders raised 
this issue. Since the stakeholders have now raised this issue and the Authority in 
coal, LNG and hydro upfront tariffs, has provided the Sinosure fee; therefore on 
the basis of principle of equity fairness and justice, the provision of Sinosure fee 
to solar power projects under the upfront tariff is justified. Accordingly, the 
Authority has decided to allow the Sinosure fee for the solar power projects 
under the upfront tariff In case Sinosure fee or export credit agency fee on 
foreign financing Is payable, the benchmark established in the coal upfront 
tariff will be applicable subject to maximum of 7% and appropriate adjustment 
in the project cost shall be made at the time of COD." 

Upfront Tariff for Small Hydro Power Generation Projects Upto 25 MW Installed 
Capacity dated April 2, 2015: 
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"xiv Adjustment on account of Sinosure fees 

For projects having foreign financing from Chinese banks, Sinosure fees will he 

allowed at actual, not exceeding 7% of the total benchmark or actual Chinese 
debt, whichever is lower." 

Upfront Tariff for Coal Power Projects dated June 16, 2014: 

"xiv Sinosure fee 

Uncle! the foreign financing originating from Chinese banks. upfront Sinosure 
fee & 7A on the total debt servicing has been included in the project cost. 
Project cost will be adjusted at the time of COD on the basis of actual Sinosure 
fee subject to maximum of 7%." 

In view of the foregoing, it is submitted that based on the principles of equity, fairness 

and justice (as quoted by the Authority in the tariff determination for solar power 
projects), the Authority should allow the Sinosure fee and other export credit agency fee 

in case of foreign financing in the Tariff Determination for wind power projects. It would 

be completely unjust and unfair if wind power projects are not allowed Sinosure / other 
export credit agency coverage. 

5.4 	Moreover, due to the recent launch of the China Pakistan Economic Corridor, a number 

of local projects would be funded and/or set-up by Chines,: companies and financial 

institutions and there would be a huge influx of Chinese investment into Pakistan, in 
particular into the power sector. Therefore, it is crucial that as part of the development 

and implementation of the China Pakistan Economic Corridor, the upfront tariff for wind 
power projects allows the cost of Sinosure insurance as part of the project costs — as the 
same would encourage Chinese investment. 

In view of the above, it is requested that the Authority allows the costs and fees 
associated with Sinosure and other export credit agencies as part of the project costs or 
as pass-through item in the tariff; which would be in line with the Authority's 
determinations in respect of other upfront tariffs for sole', coal, hydro and LNG. 
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6. 	TIME FOR OPTING UPFRONT TARIFF 

	

6.1 	As per the Tariff Determination, the Authority has decided that the present upfront tariff 

would only be allowed to be opted for by projects within a period of 180 days from the 
date of the Tariff Determination (i.e. June 24, 2015). It is highlighted that none of the 

interveners filed any objections with regard to availability of the present upfront tariff 

which was proposed to be available to projects for a period of one year from its 

publication. However, the Authority has, without providing any reasonable or justifiable 
grounds, reduced this time to 180 days. 

	

6.2 	It should be appreciated that there are a number of requirements that a project has to fulfil 
before opting for the upfront tariff, which inter a/ia include a confirmation regarding the 
availability of the grid and debt mix. It is a known fact that there are issues with the 

availability of the grid and a number of wind power projects are finding it hard to get an 

evacuation slot on the grid and it takes considerable time to obtain confirmations in this 

regard from the relevant authority. Similarly, confirming debt mix (local: foreign) 

requires obtaining firm commitment from financiers regarding their proportion of 

financing for funding the project. Since seeking a confirmation regarding availability of 
the grid and debt mix is a time consuming process beyond the control of a project 

developer and there are other key requirements that need to be satisfied for opting for the 
upfront tariff, a time period of 180 days to apply for the present upfront tariff seems too 
stretched and unreasonable. 

In view of the above submissions, it is requested that the Authority reconsiders its 
proposal of putting a deadline of 180 days to opt for the present upfront tariff. It is 
submitted that the said deadline by increased to one year from the date of the final 
Tariff Determination and that projects opting for such upfront tariff are required to 
achieve financial close within one year from the date such upfront tariff is approved by 
the Authority for the respective project. This would allow more projects to opt for the 
present upfront tariff and achieve financial close. 
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7. 	CONSTRUCTION PERIOD 

7.1 	As per the Tariff Determination, the Authority has fixed the construction period for all 
projects (irrespective of their size) to 18 months. In this regard it is submitted that fixing 
the same construction period for projects of all sizes is unreasonable, discriminatory and 
discourages project developers from setting-up higher capacity projects. Since a project 
of 50 MW would get the same construction time as compared to a project of 500 MW. no 
project developer would be enticed to set-up a project of a higher capacity. This rationale 
will not only discourage economies of scale but will also be unhelpful in overcoming the 
escalating energy crisis faced by Pakistan. 

In view of the above submissions, it is requested that the Authority allows different 
construction periods based on the scale of the project — Le. longer construction period 
for larger projects. 
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8. 	CONDITIONS FOR TARIFF 

	

8.1 	As per the Tariff Determination, the Authority requires the project developer to obtain a 
certificate from the power purchaser regarding availability of power evacuation 
arrangement / capacity for absorption of power supplied into the national grid as a pre-
requisite to applying for the present upfront tariff. It is stressed that there are serious 
problems with procuring such confirmation from the power purchaser due to constraints 
on the grid. It is again submitted that as per the Guidelines & Policies, interconnection 
and evacuation of power is the responsibility of the power purchaser. As such, it is 
unreasonable and contrary to the Guidelines & Policies issued by the Government of 
Pakistan to shift the burden of obtaining confirmations regarding availability of grid for 
evacuation of power to the project developer. 

	

8.2 	It may be appreciated by the Authority that a project developer is already investing a 
great deal of time, money and resources into the development of a project, which project 
is ultimately benefitting the people and the economy of Pakistan. Moreover, a project 
developer has a number of other issues to deal with from the issuance of a Letter of Intent 
and before applying for the tariff and subsequently achieving financial close. As such, it 
would be inappropriate and highly unjust to place the burden of procuring a confirmation 
regarding the availability of the grid on to a project developer, especially since the same 
entails dealing with governmental authorities and their inefficiencies. As such, every 
project developer who is issued a Letter of Intent by the Government of Pakistan (through 
the AEDB) should be confirmed a grid interconnection slot for its project. This would 
ensure that the efforts of a project developer do not go to waste due to any shortcomings 
associated with the governmental authorities. In any event, procuring a confirmation 
regarding availability of the grid should not be made a pre-requisite to opting for the 
present upfront tariff as the same may render many project developers unable to opt for 
the present upfront tariff. 

In view of the above submissions, it is requested that the Authority dispels with the 
requirement of a project developer to obtain a certificate from the power purchaser 
regarding availability of power evacuation arrangement / capacity for absorption of 
power supplied into the national grid as a pre-requisite to applying for the present 
upfront tariff. Moreover, project developers applying for the present upfront tariff 
should automatically be assigned a confirmed grid slot upon approval of their tariff by 
the Authority. 
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9. 	WITHHOLDING TAX ON DIVIDENDS 

	

9.1 	As per the Tariff Determination, the Authority has disallowed withholding tax on 
dividend as a pass-through item in the present upfront tariff In light of the other changes 
made to the present upfront tariff in comparison with the upfront tariff issued in 2013, 
withdrawal of this pass-through item has a significant impact on the return of investors. 

	

9.2 	As you are aware the Authority has slashed the project costs significantly when compared 
with those considered in the upfront tariff 2013 — reductions of 12.60% and I3.74% are 
noted in foreign and local financing based project costs, respectively. While it can be 
argued that turbine prices have reduced over the past two years, however, price levels of 
newer more efficient turbines are either the same/higher than price levels noted for 
turbines back in 2013. Therefore, the reduction in overall cost is directly impacting 
investor returns as is, especially given the higher capacity factor i.e. 35% required to be 
achieved under the present upfront tariff which demands installation of newer more 
efficient turbines. 

	

9.3 	Additionally, maintenance of a debt service reserve account (DSRA) and obtaining a 
working capital line to fund the 60/90 day receivable period is a harsh reality that all 
projects have to face. The DSRA requirement is levied by all financiers alike — local, 
foreign, development financial institutions, export credit agencies. Standard terms for the 
DSRA require investors to have a pre-funded DSRA equivalent to the debt servicing due 
in the succeeding 9 months. This requirement is satisfied by the investor through 
provision of a stand-by letter of credit, the cost whereof is borne by the investors 
themselves thereby impacting their returns. 

	

9.4 	Similarly, obtaining a working capital line is a necessity. The shortest time frame in 
which the first payment against energy delivered is received by a project is 60 days i.e. 
invoice is raised on the first day of the month following the month (30 days) in which 
energy is delivered wherefrom the power purchaser is contractually permitted a time 
frame of 30 days to make payment. In reality payments usually take anywhere from 90 to 
120 days. In the case of thermal power projects 70% of the capacity purchase price is 
paid upfront at the start of the month i.e. upon achievement of commercial operations. 
This acts as a working capital line of sorts for thermal power priiducers and enables their. 
to meet their monthly expenses to a great extent. In the case of wind power producers, no 
such advance payments are permitted (due to non-applicability of the two part tariff 
concept i.e. energy purchase price and capacity purchase price). In order to meet these 
requirements investors obtain working capital lines against their own balance sheet and 
bear the cost of the same outside the project, thus further impacting their returns. 

	

9.5 	In light of the above, disallowing withholding tax on dividend as a pass-through item has 
a significant  impact on the return on equity earned by the project developers. 

In view of the above submissions, it is requested that tie Authority reconsiders its 
proposal of disallowing withholding tax on dividends as a pass-through item in the 
upfront tariff and allows project developers to recover such withholding tax on 
dividends from the tariff 
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Annexure A 



Bank AL Habib Limited 
PRINCIPAL OFFICE: 2nd FLOOR MACKINNONS BUILDING, I.I. CHUNDRIGAR ROAD, KARACHI-PAKISTAN 

PHONES: (92-21)32412421-32412986 & 111-786-110 FAX : (92-21)32419752 & 32401171 

2'd  July 2015 

Mr. Akbar Bilgrami 
Chief Executive Officer 
Bridge Factor (Private) Limited 
No. 2 - B, Street No. 47, F 7/1, 
Islamabad 

Subject: Wind Upfront Tariff, 2015 

Dear Mr. Bilgrami, 

We refer to your request for clarification on the new wind upfront tariff announced by 
NEPRA on 24th  June 2015. 

As indicated to you earlier, it is standard banking practice for local and foreign financial 
institutions to evaluate wind projects assuming an energy yield at P90 or higher level. 
Specifically, wind projects, where there is no wind risk guarantee, should be able to maintain 
a debt service coverage ratio at a minimum of 1.40x at P90 probability of exceedance. We 
will be using the same standard for financing Hartford Wind Energy (Pvt) Ltd for which a 
term sheet has already been executed. 

Accordingly, based on the new wind upfront tariff announced by NEPRA the 35% 
minimum capacity factor will have to adhere to the P90 qualification criteria specified above. 

Best Regards 

For and on be alf of 
Bank AL Habi. 	ted 
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