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BEVORE THE NATIONAL REIENCTRIC POWER REGULATORY (R
AUTHORITY, ISLAMABAD {
Petition Ne. /2819

STAR HYDRO POWER LIVITED

PETITIONER

MOTION FOR REVIEW UNDER RULFE 16(6) OF THE NATIOMNAL
ELECTRIC POWER REGULATORY AUTHORITY
(TARIFEF STANDARDS AND PROCEDURE) RULES. 1998 IN THE
MATITER OF DECISION DATED 188 JANUARY, 2019 IN THE
MATITER OF TARIFF MODIFICATION PETITION OF 147 MW
PATRINDG HVDRO POWER PROJECT DISTRICT MUZATFARABAD
AZAD IAMIMIU AND KASTHMIR PAKIRTAN

Hespectfully Sheweth

STATEMENT OF FACTS

i. That the Star Hydro Power Limited (the Petitioner / SHPL) has set up
and operating 147-MW Patrind Hydropower Project located in district
Muzaffarabad, AJ&K (the “Project”™).

2. That the Petitioner was granted EPC Stage Level Gensration Tardff by the
NEPRA. Authority on 27% January, 2012 (Generation Tariff or TPC
Stage Level Tariff),

3. That the Petitioner filed a Petition seeking Modification of EPC Stage

Level Tariff for the Project (Modification Petition) (Annex - A).

4, That since the Project is located in AJ&K, the Petition was filed through

the Central Power Purchasing Agency (Guarantee) Limited (CPPA-G).

5. That the NEPRA Authority conducted pre-admission hearing on

24% Qctober, 2018 wherein arguments on the maiztaimability and
~
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admission of the Petition were submitted and argued at length by the
Petitioner,

That the CPPA-G did not object to or challenged the maintainability of the
Modification Petition on the grounds that the suggested modifications
should be mutually agreed by both CPPA-G and SHPL through an

amendment fo the Power Purchase Agreement dated 10® March 2008
(PPa).

That notwithstanding the aforesaid, the NEPRA Authority after reserving
its decision has now conveyed through Letter No. NEPRA/R/IPT-
100/SHPL/881-881 dated 18™ January, 2019 that the Modification Petition

is not maintainable (Impugned Determination) (Annex — B),

That the NEPRA Authority has held in the Impugned Determination that
the Modification Petition is not maintainable and can only be considered if
both CPPA-G and the Petitioner agfee on amendment of the PPA and then
send the amended PPA for approval of the NEPRA Authority.

That aggrieved with such Impugned ‘Determination of the NEPRA

Authority, the Petitioner is filing this Review Petition on the following
grounds;

STATEMENT OF GROUNDS

That the CPPA-G while submitting the Modification Petition opined that
the NEPRA Autherity has developed a mechanism for hydro power plant
for determination of tariff and subsequent adjustments at different stages
of hydro power projects. In this respect three distinet stages have been

identified when cost may differ. These costs are:

{i} Feasibility Level Costs;
{iiy  EPC Leve! Costs; and

{iif)  Final Costs at the time of Commercial Operations Date.
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That accordingly, the CPPA-G did not support the Modification Petition
of the Project on the grounds fhat sach modification. is not allowed in the

above referved mechanism {Annex — ).

That the NEPRA Authority through its Impugned Determination has held
that the Modification Petition is not maintainable on an entirely different
aspect and ground which was never framed, argued or examined at the

time of the hearing or otherwise and hence was not in the knowledge of

the Petitioner.

That thus the Petitioner did not have opportunity to meet the obiection or

~ ground of rejection and has therefore been deprived of its valuable rights

and opportunity of being heard on this particular issue and aspect of

maintainability of the Modification Petition requiring amendment of the
PPA.

That the NEPRA Authority has based the Impugned Determination on
Regulation 6 of the NEPRA Import of Electric Power Regulations 2017
(JEPR 2617) which states that “no amendment in the terms and conditions
of the PPA, affecting the rates or their conditions shall be made excent

with prior approval of the NEPRA Authority.”

That based on Regulation 6 of the IEPR 2017, the NEPRA Authority has
held the Medification Petition to be non-maintainable and has opined that
modification of generation tariff can only be considered if both CPPA-G
and SHPL agrec on the amendment of the PPA.,

That the NEPRA Authority has erved, mistaken itself and adopted an
improper procedure, giving rise to iﬁegularity and questions the legality of
the Impugned Determination on account of following particular grounds

and reasons:

6y That the NEPRA Authority in the matter of Tariff Modification
Petition filed by Uch-II Power (Pvt) Lid. [Case # NEPRA/TRE-
266/Uch-11-20141 dated 22nd April, 2015, had allowed the
modification petition without requiring prior amendment of the

power purchase agresment between the seller and the buyer;



(i)

(D)

That on the issue of the maintainability of modification petition

the NEPRA Authority had determined as follows:

“This modification petition has been filed by the Petitioner after
achieving COD. So far all the IPPs have opted to file COD
adjustment at the time of COD. But UCH-II has filed modification
petition based on actual numbers. The petitioner submitted the

following arguments / references in relation to the maintainability

of their case:

The Tariff Modification Petition has been filed nnder Rule 3(1) of
the National Electric Power Regulatory Authority  (Tariff
Standards and Procedure) Rules, 1998 (the "NEPRA Rules read
with Section 31 of the Regulation of Generation, Transmission and
Distribution of Electric Power Act, 1997 which BIMPOWELS any
licenses, consumer or person interested in the tariff to file a
petition before the Authority. Rule 2(1)(g) of the NEPRA Rules
defines the term 'Petition" to include a petition made to the
Authority for the determination, modification or revision of tariff.
‘The UCH-II has incurred costs due to circumnstances and events not
within its control. The costs sought by UCH-II from the Authority
are prudently incurred costs in terms of the NEPRA Rules. The
relief sought by UCH-II can only be granted through
revision/modification of the original tariff. The Authority has the
power to revise/modify tariff"s under the NEPRA laws. The
Authority has granted the relief of revision/modification of tariff to
other IPPs in the past. We submit that UCH's Tariff Determination
Petition is maintainable and the Authority has the Jurisdiction to

entertain the same." (emphasis added)

That having considered the arguments and rationale submitted by
the petitioner in the light of the relevant provision of legal frame
work that is NEPRA Act, Tariff Rules, the Authority noted that,
as such, there is no réstriction on any petitioner to file tariff
modification petition. However, the questions for consideration
were that, whether the petition has been filed on the basis of valid
iegal justifications and whether the claims and requests  are

justified and costs claimed have been prudently incurred or not the



{iv)

)

(vi)

Authority.shall examine the prudence of the claims and requests
made by the petitioner in the tariff modification petition. The
Authority is of view that there are certain issues, claims and costs
i.e. Independent Engineers cost, workers profit participation ﬁlnai,
variation order in EPC contract, start up and production cost (water
consumption chargesjetc. which have valid justifications and

required o be considered henmce the petition was held

maintainable.

That the NEPRA Authority in the matter of Tariff Modification
Petition filed by Engro Energy Limited in the matter of Petition

- filed by Engro Energy Limited for Revision / Modification of

Generation Tariff dated July 18", 2009 [Case # NEPRA/TRF-
14G/EEPL-2009] allowed:

{a) Onetime adjustment on account of HSD price variation at first

fill of HSD at the time of Commercial Operation Date (COD);

{(b) Passing on the impact of Withholding Tax on Interest Income
of Lenders till and after COD in accordapce with the

contractual obligations, to the Power Purchaser on actual hasis,

{¢) This Decision shall become part of the earlier determination
dated Tuly 18%, 2009,

That the NEPRA Au‘shority in the matter of Tariff Modification
Petition filed by Halmore Power Generation Company Limited,
M/s Saif Power Limited, Orient Power Company (Private) Limitsd
and Sapphire Electric Company Limited admitted modification
petitions in their generation tariffs but rejected themn on grounds of

insufficient information and lack of documentation after going

through detailed merits.

That the NEPRA Authority in the matter of tariff modification
petition filed by Japan Power Generation Limited held it to be not
maintainable on the grounds that its tariff was fixed upfront and

hence its power purchase agreement was t be amended in

[N



{vit)

(viii)

(1)

(x)

&

(xi)

(x3i)

agreement with power purchaser which is not the case of the

Petitioner and as such is distinguishable.

That the NEPRA Authority cannot discriminate against the
Petiioner by adopting different and varying standards of
interpretation whereas permitting and admitting other power

projects medification petitions in relation to the generation tariffs.

That the amendment of the PPA shall be affected in light of
determination made by the NEPRA Authority on the Modification

Petition and not otherwise;

That the Rates as defined in the IEPR 2017 includes the terms and
conditions of Import of Power as approved by the NEPRA
Authority. That such rates form part of Tariff Proposal, defined ag
proposed rates offered by the seller-to the buyer for sale of its
electric power, submitted through the Modification Petition by the

Petitioner which has to be determined and approved by the
NEPRA Authority;

That Schedule I of the PPA is based on the EPC Stage Tariff
Determination granted to the Petitioner by the NEPRA Authority
and any modification to Schedule T of the PPA or the terms and
conditions has to be determined or approved by the NEPRA

Authority on petition of Petitioner and in case of AJ&K projects
through CPPA-G;

That the admission of the Modification Petition in terms of
Regulation 3 of the TEPR 2017 is limited to and contingent upon

submission of all the required information and documents;

That if ali the relevant and necessary information is provided to the -
satisfaction of the NEPRA Authority, the Modification Petition is
required to be admitted for further proceeding in accordance with

Regniation 3 (6) of the TEPR 2017,

That the NEPRA Authority did not seek any other information or

document from the Petitioner or CPPA-G and hence there is no



{xiv)

(xv}

ground available under the TEPR 2617 for non-admission of the

Modification Petition,

That furthermore, no amendment in the terms and conditions of the
PPA affecting the rates or conditions shall be made except with
prior approval of the NEPRA Authority. Such amendment in the
terms and conditions of the PPA affecting the rates or conditions in
case of the Project can only be carried out through Modification
Petition duly determined by the NEPRA Authority and when so
determined shall be incorporated in the FPA through amendment

with the prior approval of the NEPRA Authority;

That the amendment of the PPA without determination of
Modification Petition through the mutual consent of the seller and

buyer militates against the Regulation of Generation, Transmission

. and Distribution of Electric Power Act, 1997 (as amended from

(xvi)

(xvii)

{(oviil}

time to time) (NEPRA Act) wherein the NEPRA Authority is
exclusively responsible for regulating the provision of the elsciric
power services under Section 7 (1) and Section 31 {1) of the
NEPRA Act and furthermore the NEPRA. Authority is required to
determine taritf, rates, charges and other terms and conditions for
the supply of electric power services by the generation company in

accordance with Section 7 (3) (a) of the NEPRA Act;

That the Regulation 6 of the IEPR 2017 is not independent of the
other regulations as contained in the IEPR 2017 and Regulation 6
of the IEPR 2017 is arrived in exactly the same manner as
Regulation 5 of the IEPR 2017 relating to execution of the power
purchase agreement and hence any amendment to the power
purchase agreement has to be preceded by submission of tariff

proposal, admission of tariff proposal and determination of tariff

proposal.

That the NEPRA Authority has erred by not appreciating the
revised mechanism introduced by IEPR 2017 wherein Tariff
Proposal has to be determined by the NEPRA Authority prior to

the execution or amendment of the PRPA:

That the NEPRA Authority has erred by inadvertently, impliedly

and implicitly referring to Regulation 7 of the NEPRA Interim
5



(xix)

(xx)

Power Procurement (Procedures and Standards) Regulations 2005
(Interim Regulations 2005) wherein in case of purchase of power
from a generating company or an entity which is located outside
the territories of Pakistan, the proposed power acquisition contract
with such a company or an entity shall be filed alongwith
necessary government approvals / understanding. However, this
Regulation 7 has been repealed under Regulation 4 (7) of the IEPR
2017. Hence the NEPRA Authority is not appreciating and
misconstruing the revised mechanism introduced by IEPR 2017
whereby the Tariff Proposal has to be determined by the NEPRA

Authority prior to the execution or amendment of the PPA;

That it is not legally permissible to agres io amendments of the
rates, terms and conditions of the tarff without determination of
such rates, terms and conditions in a transparent manner through
public process which includes comments from the stakeholders,

placement of evidence on record, objections and participation of

public etc.

That under Section 7 and 31 of the NEPRA Act and other enabling
provisiens of the law the Modification Petition is admissible. For

ease of reference, the relevant provisions of the NEPRA Act and

Tariff Rules are as under:
Rule (3) (1) of the Tariff Rules is as under:

“Filing of petitions and communications — (i) any licensee,
consumers or person interested in the tariff may file a petition ﬁfith
the Authority by filing it with the Registrar along with such fees as
may be deterrnin.ed by the Authority from time to time. The

Authority may also initiate proceeding suo moto,”

Further as per the definition of ‘Petition” provided in Rule 2 (Hyof
the Rules of 1998, a petition means a petiion made to the

Authority for determination, reodification or revision of taritf.

The afore stated power and mandate arises out of inter alia Section

7(3) of the Rules of the NEPRA Act, 1997 which read as follows:



(i)

(xxii)

“.... the Authority shall determine tariff, rates charges and other
terms and conditions for supply of electric power services by the

generation, transmission and distribution companies...”

Neither the NEPRA Act nor the NEPRA Rules bar a company,

dincluding the Petitioner, from applying for a new tariff or

modification in ils existing tariff.

It may also be noted that the NEPRA Authority itself has also
observed and determined previously that “NEPRA has to take
liberal view of genuine requests and such request should not be

allowed to be defeated on the technical grounds of Himitation.

Therefore in light of the aforesaid legal provisions which do not

bar modification petitions, the guestions for consideration before
the NEPRA Authority are that:

{a} whether the petition has been {iled on the basis of valid legal

Justifications;

(b) whether the claims and requests are justified; and
(c) whether the costs claimed have been prudently incurred or not.

That the NEPRA Authority shall sxamine the prudence of the
claims and requests made by the Petitioner in the Modification
Petition and embark on such exercise together with the question of
admissibility to amrive at just, fair, ecuitable, prudent and

reasonable determination.

{(xxiii) That on the merits, the Modification Petition seeks modifications

of the Generation Tariff on account of such costs and expenses
which surfaced after the notification of the Generation Tariff
which were unforeseeable und beyond the reasonable control of the

Petitioner and include or are on account of the following :

(a) Site Security,
(byEnvironmental & social costs;
(¢) Delay in achieving financial close due to government entities:

S



(1) Delay in land acquisition;
(i) Delay in execution of Concession Agreements
| {d) Delay in Achieving Commercial Operations Date;
(1) Failure to complete Power Purchaser Interconnection
Facilities;
{ii) Non-availability of NTDC Independent Engineer to carry

out Testing,

These events triggered modification of cerfain components of the

generation tariff as enumerated in the Modification Petition,

10



STATEMENT OF PRAYER

In view of sbove explained facts, reasons and grounds that were not considerad,

incerrectly determined or erroneous, it is, therefore, sarnestly requested:

1) That the NEPRA Authority may graciously admit instant Motion for
Review; '

{i)  That the Impugned Determination may be reconsidered on the grounds,

facts and circumstances as submitted hereinabove;
(i)  That the Impugned Determination is recalled, set aside and or annulled;
(ivy  That the Modification Petition is admitted;

{v) That the Petitioner may please be afforded an opportunity of being heard

including a personal hearing before the NEPRA Authority;

{vi)  That the Petitioner may please be permitted to submit further oral and

written submissions with necessary documentary evidence;

(vii) That the Petitioner may please be allowed to amend, modify and to add

further grounds in addition to the already recorded hitherto;

(vili) That to allow any other/consequential relief as deemed appropriate in the

circumstances of the case and in the interest of equity and justice,
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~ STAR HYDRO
Wgpen Hewater Globa
uUsman Squars, 3° & 47 Fldor,

. Main Deuble Road, ©-11/2,
Date: July 05, 2018 istamabad-Fakistan.

¢ . - Tel. +92-51-2304034, 37, 77 & 89
Ref. No: G+ pE_/IN 1 /.1.35(5}/468 Fax: +02-51.2304991
Ernail: patrind@patrind.com
Wah: vwnd patriod.com

Chief Executive Officer

Central Power Purchasing Agency Guarantee Lid. (CPPAGL)
Ground Floor, NEECA Building (Near NESPAK Office),

Sector G-5/2, Islamabad.

SUBJECT: MODIFICATION OF EPC TEVEL TARIFF & ADIUSTMENT OF
TARIFF AT COD ~ 147MW PATRIND HYDROPOWER PROJECT
(THE "PROJECT™Y -~ STAR HYDRO POWER LIMITED (THE
TCOMPAMYY

References:

i NEPRA Authority’s’ Determination in. case No. NEPRA/TRF-172/SHPL-
2011/7703 dated January 27, 2012,

i 'Company’s submission of Modification of the EPC Reference Tariff petition
vide Letter No, SHPL/INT/135(5)/463 dated May 24, 2018,

. Company’'s submission of Petition for Adjustment of Tariff at COD vide
Letter No. SHPL/INT/135(5)/463 dated May 31, 2018,

v, Meeting with CTO-CPPAG in CPPAG Office dated Jurne 11, 2018,

v. Company's clarification letter No. SHPL/INT/135(5)/467 dated June 11,
2018, ‘

Dear Sir
This is with reference to the above.

1. The Company hereby withdraws the Petition dated May 24, 2018 for
Modification of ERC Leve! Tariff,

2. The Company hereby also withdraws the Petition dated May 31, 2018 for
Adjustment of Tariff at COD,

3. The Company hereby submits a Petition for Modification of EPC Level Tariff
dated July 05, 2018 ab initio.

With profound regards




STAR HYDROPOWER LIMITED

147 MW PATRIND HYDRO POWER PROJECT
DISTRICT MUZAFFARABAD
AZAD JAWMMU AND KASHMIR PAKISTAN

PETITION/APPLICATION FOR M(}DIFICATION OF EPC REFERENCE TARIFF

SUBMUETTED TO

NATIONAL TRANSMISSION AND DESPATCH COMPANY LIMITED/CPPALD

STAR HYDRC

K-water Global

July 05,2018

Registered Office

Star Hydro Power Limited

Ird & 4th Fleor, Usman Sguare,
Main Double Road, Seetor £-11/2,
Islamabad

4-37-77 & 89
i!.

URL: www patrind.com:




ABBREVIATIONS AMD DEFINITIONS

Al&K
BOOT
CoD
Company
CPl
CPFA-G
CRE
ECC

ElA

EPa
EPC
GOAIJK
GOK?P
GOP .
HBL
Hydropower-
Tariff Mechanism
IDC

IFC

PP

IRR -
KIBOR
KP

KWh

Lic
LiIBOR
LOL

LOS

MW
MNEPRA
NEPRA Act

NTDC

C&M

POE

PES

Power Policy 2002
Projset
PKR/Rupees/Rs,
PPIB

PPA

PPIF -
ROE

ROEDC

RCOD

SHPL

SCOD

UAE

UBL

UsD/s

Us CPl

WPl

WUucC

Azad Jammyu & Kashmir

Build, Own, Operate & Transfer

Commercial Operation Date

Star Hydre Power Limited

Consumer Frice Indsx

Central Power Purchasing Agency {Guarantiee) Limited
Chief Resident Engineer '

Economic Coordination Commistee of Cabinet of Pakistan
Environmental [nipact Assessment gnd Reseltlement Plan
Environmental Protection Agency

Engineering, Procurement & Construction

Azad Government of the State of Jammu & Kashmir
Government of Khyber Pakhtunkhwa

Government of Pakistan

Habib Bank Limited, Financlal Advisors

NEPRA's Mechanism for Determination of Tariff for Hydropower Projects
Interest During Censtrustion

International Finance Corporation

[ndependent Power Praducer

Internal Rate of Return

Karachi [nterbank Offer Rate

Khyber Pakhtunkhwa

Kilowatt hour

Letter of Credit

Lendon Interbank Offer Rate

Letter of interest

Letter of Support

Mega Watt (1,000 kilowatts)

National Electric Power Regulatory Authority
Regifiation of Generation, Transmission & Distribution of Eleclric Power
Act 1997

Mational Transmission and Dispateh Company Limited
Operation & Maintenance

Pane! of Experts

Pakistan Engineering Services, Technical Advisors
The GOP's Policy for Power Generation Projscts, 2002
147-MW Patrind Hydropower Project

Pak Rupees, Legal Tender of Pakistan

Private Power & Infragtructure Board of the Ministry of Water & Power
Power Purchase Agreement

Power Purchiaer’s Interconnection Facilities

Return on Equity :

Return on Equity durlng Construction

Required Commercial Operation Date

Star Hydro Power Limited

Schedule Commercial Operation Date

United Arab Emirates

United Bank Limited, Financial Advisors

United States Dollars; lega! tender of USA

United States Consumer Price Index

Wholesaie Price Index

Water Use Charges

Technical words or terms used but not defined herein shall bear the meanings aseribed thereto

in the pewer Indusiry,
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Fariff Modification Petition/Application
Star Hydro Power Limited

Since the Project is located in the AI&K, the Company is hereby filing the pelition / application (hereinafter the
Medification Petition) to NEPRA through CPPA-G, for modification of the cerlain costs allowed by the NEPRA -
in the EPC Stage Tariff, approved by NEPRA Authorlty in case No. NEPRA/TRE-17HSHPL-2011/7703 dated
January 27, 2012 (hereinaftor the EPC feferense Tariff).

GENERATION LICENSE

The NEPRA Aol is not extended (o or adapled in the territery of Azad Janumy & Kashmir {Ad&R), therefore, the
eiectricly generation projects within the tevritorial jurisdiction of AJ&K do not require to obtain a Generation

Lioense from NEPRA Authority, Hence, there s no requirement for the Company to ohtain the Generation License
from the NEPRA Authorily.

GROUMNDS

That the Modilleation Petition is based on fucts, circumstances and wrounds that are elaborated o background
information and Section 2 of this Moditication Petition.

MODIFIED COST & TARIFF

Madified Project cost and TarilT, resulting from the modilication of certain costs, is altached horewith in Seetion
410 the Madificaiion Petition

PRAYER

Teis prayed that the NEPRA Autherily;

A. Accepts this Modification Petition
3, Modifles the costs requested by the Company;
C. Approves the Modifted EPC Reference TartfT; and
D Approves the terms-and conditlons of the Modified BPC Reference Taritt,

We would Hke to avail the opportunily of hearing in the matter before the NEPRA Authority o fully elaborate our
peint of view supported by vaild and cogent evidence to clarily grounds, facts and ciroumstances o laid down in
this Modification Petition
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Introduciion

1.1

LE.6

The 147-MW Patrind Hydropower Project (the Project) is Tocated in district Muzaffarabad, Azad
Jammu and Kashmir (AJ&IK). Part of the Project Is located in the District Abbottabad, Province
of Khyber Pakhtunkhwa (KP). The Project utilises the water from River Kunhar which flows
within the territories of AN and KP, 1t Is thus a unique Project with dusl boundary. The Project
has been developed in private sector under the Policy for Power Generation Projects 20022 (Power
Folicy 2002) end is on & Build-Own-Operate-Transfer (BOOT) basis.

Star Hydro Power Limited (the “Company” or “SHPL™ is a speclal purpose company

incorporated in April 2006 under the Companies Ordinance 1984 to build, own and operate the
Project.

The Sponsors of the Company are Kerss Water Resource Corporation (K-water) and Daewao

Engineering & Construction Company {Daewoo} through their speeial purpose Smgapore based
vehicle, KD Hydro Pts Ltd,

K~weter was established in 1967 and is owned by the Government of the Republic of Korea, It is
Korea’s leading water-related enterprise. Since its gstablishment, K-water has constructed and
operated 26 hydropower projects, including 15 multipurpose dams. Moreover, three multipurpose
dams are cwrrently under construction. Due to high-level dam operation technology, K-water
provides sufficient supply of industrial and drinking water, mezeting the demands of the Korean
sconcinic growth, I also protects lives and properly from natural disasters such as floods and
droughts. In addition, K-water has been constructing and operating bulk water supply systems to
provide clean water to all populations with limited waler rescurces, Moreover, K-water has been
researching and developing the sea water desalination technology, K-water's revenue in 2016 was
about USD 3.5 billion. In order to maintain its rapid growth, K-water is agaressively expanding

its overseas businesses and SHPL is yet another project co-acquired by Kewatet so as (0 augment
its expansion strategy.

Daewoo was founded in 1973 and is based in Seoul, South Korea, Daewoo is & premler
censtruction company which provides engineering and construction services related to the civil
works, housing, dams, power projects, industsial plants, architecture, and llquef' ed natural gas
facilities. It has also worked on a number of overseas projects,

The debt portion of the total project cost including the Modified Project cost has been financed by
Asian Development Bank (“ADB™), Istamic Development Bank (“IsDB™), Internaticnal Finance

Corporation (“{FC™), The Export-Import Bank of Korea ["KEXIM™) (coliectweiy hereafler
referred to as the “Lenders™),

Project Development History

[.2.1

After recelving the LOI in October 2005, the Pakistan Engineering Services {PES} and Fichtner,
GmbH, Germany (FICHTNER) were appointed as consultants to conduet a feasibiiity study. The
consuitants carried out 3 deteiled feasibifity study which was completed by the end of March
2007. During the feasibility stage, the Company and the consubtants repularly briefed the Panet of
Experts (POE), appointed by the PPIB, an the progress, investigations and analyses of the

Feasibility level studies. The feasibiiity study was formaliy approved by the POEJPP[B in July
2007,
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Since the Project was being set up in AJ&K, a feasibility level tariff proposal was filed with the
Power Purchaser i.e. National Transmission and Despatch Company Limited {NTDCY on 28
August 2007, The Company and the Power Purchaser reached an agreement on the feasibility
tevel tartff on 17 October 2007,

The NTDC fifed the agreed feasibility level tarit? before NEPRA Autherity for its approval, Such
tariff was approved by NERRA Authority on 13 February 2009, NEPRA Authority aliowed 2
levelized rariff of US Cents 6.1042/Wh at reference exchange rate of PKR 79 per US dotlar (Pak
Rupees 4.8223/kWh),

Based on the maost responsive EPC bid and its proposed EPC level design, the Company
submitted its EPC level tariff proposal on 20 February 2010 to the NTDC. The levelized tariff
propased by the Company was US cent 9.0475/kWh,

Alter further field investigations and high level numerical analysis, the EPC design was further
refined and finalized. Based on these refineménts and intense negotiations with the EPC
Conuactor, the Company was able to revise downward the EPC price, leading to a tariff of US
cent 8.2938/AWh which translated Into PR 7.0498/kWh at an exchange rate of Rs, &3 per USD,
Revised EPC Level Petition was filett with the NTDC on 06 August 2010,

The NTIDC filed the EPC Level Tariff befors NEPRA Authority in March 2011,

The Levelized Tariff of US Cents 8,2936/kWh was approved by NEPRA Autho:rity vide Case No.
NEFRA/TRF-172/SHPL-2011/7703 dated January 27, 2012 (EPC Tariff Approval).

The following table provides the timelines of the signifcant milestones achieved:

Letter of Infergst October 26, 2005
Approval of the Feasibility Study July 10, 2007

Filing of Feasibility Level Tariff

August 28, 2007

Submission of EPC Level Tarif Febraary 20, 2010

Letter of Support June 38, 2010
Environmental Approvel by EPA AJEK August 11, 2010
Environmental Approval by EPA KPK Aprit {4- 2011
Water Use Agreement (KP)

Octaber 31, 2011
GOP Implementation Agreement (GOP [A) Noveniber 30, 2011

_Execution of Finaneing Documer

December 1}

PAJER Imp'lc:meﬁ{a{ion Agreement (AJI 1A)Y chruary 1,2

F a12
Water Use Agreemient (AJIK) February 11, 2012
Power Purchiase Agresment March 08, 2012 |
Financial Closing December 20, 2012
Notice To Proceed for BPC Contractor Deéember 26, 2012




SECTION 2: GROUNEDS
2.1 Modification Petition

The costs determined by the NEPFRA Authority in the EPC Tariff Approval were based on defined sei of
generai assumptions, Subsequent to the EPC Tariff Approval, certaln conditions, circumstances and additional
requirements of the AJ&K and KP Governments, which wers beyond the control of the Company and could nat
be foreseen, have Imposad additional costs on the Company. This Modification Tariff is submitted to NEPRA

Authority through CPPA-G for recovery of such costs based on the facts, circumstances and grounds as
" explained herein.

2.2 Submission of Modification Petition

The Power Houge / Complex of the Project s located in the territories of AJ&IC and therefore the purchase of
power from the Project was governed by the Regulation 7 of the Interim Power Procurement (Procedure &
Standards) Rules 2005 (1PPR 2005). Accordingly, the Company had filed the EPC Tariff Proposal through the
Power Purchaser which was duly approved by the NEPRA Authorlty.

That the EPC 1iriff rates and terms znd conditions of the EPC tariff as approved by the NEPRA Authority were
incorporated in the Powsr Purchase Agreement dated 8% March 2012 execuied beiween the Company end the
NTDC. In the meanwhile, Regulation 7 of the [PPR 2005 has been repealed and substituted with MEPRA
Import of Electric Power Regulations 2017 (PR 2417},

That pursuant to Regulation 4 of the TEPR 2017, upen admission of tariff petition, the proceedings shall be
conducted mutatis mutandls in accordance with the procedures and standards prescribed under NEPRA Teriff
{Standards Procedure) Rules, 1998 {Tariff Raules). Accordingly, the Modification Petition is filad before the
NEPRA Authority through the CPPA-G for the Maodification of EPC Reference Tariff and rates and terms and
conditions of the EPC Reference Tarlff,

That pursuant to Regulation 5 of the IEPR, the Buyer shail executs the Power Purchase Agreement as per the
rates &nd terms and conditions so determined by the NEPRA Authority as notified in the official gazette.
Furthesmore, pursuant to Regulation 6 of the 1EPR, no amendment in the terms and conditions of the PPA,
affecting the Rates or their conditions shall be made without the prior approval of the NEPRA Authority.

That in the allernative, this Medificatlon Petition is filed before the NEPRA Authority for the modification of

certain costs approved earlier by the NEPRA Authority in the EPC Reference Tariff as incorporated in the
PPA, ‘

2.3 NEPRA’s Rules ar_id Practice in Relation to the Modification of Tariff

"23.1 Pursuant to Rule 3 of the Tariff .Rules, any llcensee, consumer or person interested in the tariff is
entitled to file a “petition” with the NEPRA. The meanings of the “Petition™ in the Tariff Rules
include the petition for modification of e tariff,

232 Rule I7(3}(D) of the Tariff Rules allows for recovery of “any and all costs prudently incurred ....7
through teriff determination, modification or revision.

233 NEPRA Act, Rules and Regulations do not preseribe any time limit for the ﬂﬁn'g of tariff modification
petition.

2.34  The Company places reliance on the precedence of the 405 MW Uch - 11 Powsr Project wherein
WEPRA Authority accepted the medification petition of Uch-11 Power (Pvt) Limited after its

Commercial Operation Date and notified s determination through NEPRA/TRF-266/UCH-11-
2014/6206-6208 dated April 22, 2015.
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2.4 Grounds for the Modification Petition

 The following facts, circumstances and grounds have oceurred subssquent to determination of the EPC
Reference Tariff which has led fo the imposition and inewring of additional costs on the Company which can

only be recoverad through modification of the EPC Reference Tariff by NEPRA Authority and there is no
alternative remedy available to the Company. '

2.4.1

243

Site Security:

There is no component or element of Site Security in the EPC Referencs Teriff, However, during the
construetion period, the Police Departments of the AJ&K and KP demanded that the Company should
obtain additional security cover from the Police Department in consideration of payments to be made
by the Company as part of the security protoce! of the relevant Governments,

The Company was thus required to sign Security Arrangement Agreements with the Police
Depariments of the AJ&K & KP which caused additional costs to the Company. These security
arrangements are for the term of the construction period and shall also remain in effect during the
operation and maintenance period, The costs associated with the Site Security have already been

aflowed io the CPEC Projects which is the precedent for the inclusion of the security cost through the
Maodification Petition, - .

The details of the additional costs are given in Section 3 below.

Environment & Social Costs:

" Following the start of construction, the Lenders, which are Tnternational Financial Institulions (1F1s),

with particuler focus on development activities, required the Company to undertake additional
environmental & social activities which resulted in additional costs for the Company. Thess costs relate
to external monitoring for oversight of involuntarlly resettlements and environmental and social

safeguards for the affected areas and people and, carrying out audit for compliance of labour laws and
conditions.

The details are provided in Section 3 betow.

Belay in Achieving Financial Closing

The achievement of Financial Closing of the Company was prescribed as 29 December 2011
(Financial Closing Date) under and pursuant te the terms and conditions of the Letter of Support No
1(101) PPIB-2006-02/12/PRJ dated 30 June 2010 (LOS). However, the Financial Closing was revised
and then required to be achieved within the Extended Financlal Closing Date of 31 December 2012.
The Company achieved the Finanoial Closing on 20 December 2012.This delay of one year in the

achievement of the Financial Closing, duly acknowledged by the GOP / PPIB, is aliributable to the
foliowing factors; : .

24.3.1  Delay in Provision and Finalization of Coneession Agreements:

Since the Project was the first hydro power project under the Power Policy 2002, the
negotiations end finalisatlon of the Concession Agreements took considersble time. The

Project was first to negotiste and finalise such prototype concession agreements prepared for
hydropower projects ef the Power Policy 2002,

The Economic Coordination Committee’s (ECC) of the GOP approved the concessicn
agreements which were made available to the Cormpany by PPIB on March 04, 2010, Once
the concession documents were made avaiiable to the Company, the PPIB issued LOS to the
Company. Pursuant to the terms and conditions of the LOS, the Company, GOP, GOKP &

GOAJK commenced negotiations of the concession documents for achieving the Finangial
Closing,
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z.4.3.2

1.4.3.3

The negotiations and signing of the concession agreemants took almost twe {2) years ay
there were multiple parties involved that reguired approvais from four legal jurisdicticns, the
GOP, COKP, AJ&K Councll and the GOAIK, Since it was first hydropowar Project under
the Power Pelicy 2002, the GOKP and GOAJK approvai processes were Hime consuming
and pamsta%cmg being on learning curve, Moreover, the Project was duzl boundary between
the KP and AJ&K and henze a mechanism was 10 be evolved for the distribution and
sharing of benefits accruing from the Project. After considerable time and effort, mechanism
for sharing of water use charges, was devised that was aceeptable to all the stakeholders.
The dates of initialling and signing of each agreement is tabulated below; -

Mame of Concession | Date of Inltialling Drate of Signing
Agreement

PPA April 03, 2011 March 08, 2012
.GOP 1A April 06, 2011 Movember 30, 2011
AR 1A July €8, 2011 February 11, 2012
AJK WUA _ July 19, 2611 February 11, 2012
Ke WUA Gétober 03, 2011 Getober 31, 2011

Water Use Agreement & Shacing of Water Use Charges Mechanism:

Since the Project’s weir is located in the territory of both AJ&K and the KP, there was a
disagreement and difference between the GCAJK and the GOKP, on the eligibility and
distribution of Water Use Charges. Each elaimed entitlement of the water use charges with
the result that negotiations on the Water Use Agreements were stalled. In order to seitle the
issue of water use charges sharing mechanism betwesn KP and AJ&K, the Company had to
rin from pitlar to post. For resolution of this issue, management of 8HPL met the Chief
Minister, Chiel Secretary of KF, Federal Secretary Water & Power as well g5 Szeretary
Energy & Power KP and relevant officials of the GOAJK.

The mechanism for the sharing of water use charge between the GOAJK and the GOKP was

finalized on January 14, 2011 and the sane was communicated to the Company on February
03,2011,

It is pertinent to mention that due to disagreement on the sharing mechanism of water use
charges, the approval of the Envircomental Impact Assessment (EIA) from the
Environmental Protection Agency, GOKP was delayed for a year as comparad with EIA

Approval from GOAJK. The comparison of BIA approval date from both Governments is as
under: -

AJI Kp

EiA Approval August 11, 2010 April 14, 2011

Direct Agreements with the Lenders

The finalisation and the signing of the Direct Agreements to the Concession Agreerents with
the Lenders which was a eritical condition precedent to the Financial Closing also took qulte
some time. The GOAJK and GOKP were made to understand the desirabllity, nedd end
criticality of the Direct Agreements. Consequently, there was considerable delay in the
negotiations, finalisation and approval of the Direct Agreements.
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2.4.3.4

Apart Trom the above, the Lenders required certaln indemnities keeping in view that the
AJ&IK is 2 separate legal jurisciction whose future status is yet to be determined in
accordance with the wishes of the peenie of AJ&K. These indemnities pertained to the
indemnification of the Lenders arising out of iliegality, volding and unenforceability of the
concession agreements, Since it required assumption of obligations and liabifities by the
GOP, approvals were soliciled from the ECC of the GOP. These indemnities were approvad
by the ECC in s meeting held on Cclober 10, 2012 on & summary moved by the then
Ministry of Water and Power which paved the way for the signing of the Direct Agreements,

The table below shows the date of signing of each Direct Agreement. It is pertinent to
mention that for the KP WUA Direct Agreement, the Company had to iake waiver from
Lenders for Financial Closing and it was signed post Financial Closing.

Mame of ﬁirett Agresment Date of Signing
PPA Direct MNovember 29, 2012
AJEK WUA Direct Decamber 07, 2012
AJ&K 1A Direct December 17, 2012
GOP 1A Direct December 17, 2012
KP WUA Direct lanuary 22, 2013

Issues refated to Land acquisition

The Company had to strive hard to make the relevant depariments of AJ&K and KP
appreciate that the land required for the Project was for the public purpose and in the interest
of public, The Company urged the Governments to acquire the Jand on fast track basis so that
the prices of the land could be tocked and to avoid speculation and profiteers. The revenue
department of AI&K was of the opinton that GOAIK could not acquire the land for the
Company in the absence of AJK IA whereas the Local Covernment/Revenue Department of
the KP proceeded on erroneous assumption that the Government could not trassfer the titie of
land in the name of SHPL being a forelgn company due io its shareholding irrespective of the
fact that the SHPL had a separate legal personality and was duly recognised by the GOP
under the Power Policy 2002. It took enormous efforts by the Compeny through Federal
Government namely PPIB to convince GOKP to stari the Jand acquisition process under the
Land Acquisition Act 1894 (LAA) for the Project as it was being developed under the Power
Policy 2002 and as the Company was registered with the SECF and hence was duly eatitled

to acquire land in s name. Eventually, the Company’s siance was vindicated. Howsaver,
considerable money was spent and substantal time had lapsed,

In AJ&K, the Company submitted its application for scquisition of fand on July 14, 2010 and
the first notification under Section 4 of the Land Acquisition Act 1894 (AJE LAA) was
issued on February 14, 2011 which means the process was formaily started after 7 months
frem Company’s initial application despite consistent efforts by the Company during the
interim period. The final award for the land acquisition was issued on February 21, 2012 and
the Lease Agresment was signed on August 16, 2012. This translates to more than two years
in the finalization of fand process on the AL&K side.

in KP, the process of land sequisition was started by the Company en February 21, 2011
when the Company submitted its application to revenue department, after the revenue
department was convinced thal SHPL could acquire land in its name and the department
became willing to accept SHPL s application. It took 5 months for the formal issuance of the
notification under Section 4 of the Land Acquisition Act 1894 (KP LAA), which was issued
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on July 2, 2011, The award for the land was Issusd on Apri 0d, 2012 and the mutation in the
name of the Company was done on Movember 15, 2012, which translates to twenty-one
months’ duration in finalization of land process on the P side.

in practice, the entire land acquisition process took approximately 2 years from the start of
process on both AJ&K and the [P sides of the Project which is twice the period otherwise
required under the LAA. The Company had to face numerous challenges in satisfylng the
claims of land valuation and land disputes which was successfully culminated.

8r, Location Mo of
; Milestones Date Days Remarks
Mo Area
Taken
. - Application  was filed for
S strosss lrkand | 05 14| o et of L
4 under AJK LAA
Section 4 Notification was
Issuance of Section 4 | February 215 issued by the Collector
Notification 14,2011 Land rural Muzaffarabad
‘ for the acquisition of land
1 AJEK | [ssuance of Award for | February 597 "};he fowardf Lfor d the
' the Acquisition of Land | 21,2012 Acquisition ol Lenc was
! issued on 21 Feb, 2012,
Mutation of Land in the | July 09, 726 | Land fransferred in the
name of GOAJK 2012 - name of the GOAJK
Land Lease Agreement . .
between the GOAJK and August 754 Land Leased in the name of
16, 2012 the Company
-the Company
Start of process for Land | February 9 /?pph;atloz_\ s ﬁ?dr_ foé
Acquisition in KP 21,2811 | the Acquisition ot Laa
- ! under KP LAA,
- Beetion 4 Notifteation |'
issuance of Section 4 { July 20, 146 issued by the DOR
Netification B Bii] 4t Abbottabad for the
acquisition of land
. The Award for  the
cp | e ot Ao | a4 don | csiion of Lane
2 quis issued on 4 April 2012
Mutation of Land in the | August 555 Land transferred in the
name of GOKP 29,2012 name of the GOKP
. Transfer Dead executed by
Transfer Deed in the | Sepiember g2 the GOKF i the name of
name of Company 23,2012
the Company
Mutation of Land in the | November 633 Land ‘ransferred in the
name of the Company 15, 2012 name of the Company

2.43.5 (ther Factors

Detailed due diligence was carried out by the Lenders since the Project was the first
hydropower project of Power Policy 2002 and slso because it was located in three
jurisdictions i.e. Pakistan and the territories of Kashmir as well as the Province of KP. Sush
due difigence led to considerable demands, in terms of expense and tims, on the Company in
relation to the satisfaction of the ‘Condition Precedents’ to the Financial Closing.

Nevertheless, the Company actively pursued the finalisation of the Financing Documents
with the Lenders and sipned the same in December 2011, After satisfaction of 254 Conditions
Precedents (CPs) which included signing Concession Agreements and possession of fand efe.
within one year, the Company achieved Financial Closing on December 20, 2012, The
Cempany negotisted and was suceessful in the arrangement and availability of financing of
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USD 327 Million from the Lenders which along with USD 109 Million equity made
available by the Sponsors, the financial resources to the tune of USD 436 Miltion, were
ensured for the timely completion of the Project,

2.4.4 . Delay in Achieving Commereial Operations Date

The achievement of COD for the Project was defayed due to the failure of NTDC to complete the
Power Purchaser Interconnection Facilities {PPIF) according to the limelines agreed and prescribed in
the PPA. The Required COD under the PPA was March 20, 2017, However, delay in the construction
and operaticnalization of the PPIF within the preseribed timelines resulted in delay in the achievement
of the COD by the Projeet which occurved and was notifled on Navember 08, 2017 with a delay of 233
Days. This delay of 233 Days led to incurring of additional cost by the Company and its contractors.
The details of ineurred additional costs are glven in Section 3 below,

A detailed table specifying the respective dates for the delay in activities caused by delay in the
construction, completion and operationalization of PPIF and its consequent Impact on the COD s
provided below: -

Milestones ' : Scheduled/Completion
) Date
Financial Close (“FC") Décember 20, 2012
Notice to Proceed to EPC Contractor December 26, 2012
Required Availability of PPIF as per PPA (120 days prior to SCCD) Cctober 29, 2014
SCOD as per PPA February 26, 2017
RCOD as per PPA (31 months from FC) March 20, 2017
Actual Availability of PPIF (with delay of 224 davs) June 10,2017
Revised COD [Cliuse 85 of PPA — (RCOD + Delay Period n ,
(20 Mar 2018 + 2;4 days)] ’ / October 30, 2017
Delay due to non-mvailability of NTDC Independent Engineer
. 09 days
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SECTION 3: REQUEST FOR MODIFICATION OF CERTAIN COSTS APPROWEE IN
THE EPC REFERENCE TARIFFY

The following modifications are requested In the relevant cost items of the EPC Reference Tariff

31 Advisory Costar |

US Doliar {*000")

Reference Advisory Cost

7,546
Modified Advisory Cast 16,862
Increase in Advisory Cost ' 3,387

A cost of USS 10.65 million is hereby claimed &5 a legitimate Advisory Cost for the Project. Compared to
such costs aliowed by NEPRA Authority to Gulpur HPP, the Company’s claim is on the lower side,

. Approved .
- Approval instailed 'jk"ef:a! Cost by {Approved
. i i Preject paey Cost/Total
Project Mame date by Capacity Cost (USD NEPRA Project
' NEPRA | WMW | meny | UBDIR L pagie

Miilony
Culpur HPP (EPC lavel) 28-Cet-15 102 31763 15,737 4.05%
Patrind Hydro Power- . M
(Modified Petition) 150 370.26 10,652 2.88%

‘The modified components of the Advisory Cost inchude the following,

311 Owner's Engincer and other Supervision services:

The Company has clabmed cost of UES 6,584 miilion in respect of engineering and supervision
services against the reference cost of USH 3.644 million. This includes the service rendered by
M/s Pakistan Engineering Service, Filchner Germany and the technical services provided by
Company' Head office for design review, construction supervision, commissioning and testing
supervision and review of refated documents and activities, including witnessing of any factory

aceeptance tests which were the requirements preseribed in the PPA and in-any case prescribed by
and under Lenders requirements.

As a result of the Lenders’ due diligence, the Lenders insisted that the construction supervision
should be led by a Foreign Chief Resident Engineer (CRE) at site. Further, the Lenders also
required to have the supervision of K-water’s head office baged technical support team through
the Technical Service Agreement. Technical Service Agreement was made part of the Project
Documents by the Lenders. As per the provisions of the Common Terms Agreement signed

amongst the Company and the Lenders, these Project Documents cannot be revoked or cancelled
without the consent of the Lenders and were thus a mendatory requirement,

In order to hire a foreign CRE, the Company signed an agreement with PES FZE, Dubal, UAE
with the consent of Lenders through their Technical Advisor, which led to additional costs.
Simultaneously, the Technical Service Agreement with K-water was kept alive during the
construction phase incurring additional costs. Moreover, the delay of 233 days in the COD due to
delay in the availabifity of PPIF by the NTDC also ted o the extended work and scope of services
for the Owner's Engineer. For the- sforesald vessons; tie Company has incued jugtifiable
additional costs on account of the Owner’s Engineer and other construction supervisory costs. It
may be mentioned that the supervisory activities are essential keeping in view extensive civil
works invoived in the hydropower projects that have e material bearing on the design
construction, operation end maintenance of the Project.
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The design review and certain sife inspactions and investigations have been conducied by foreign
engineers, principally Europeans. Moreover, the CRE at site is also a forelgn engineer requiring
payments at international rates. Nonetheless, the cost olaimed by the Company for this head.is
2.27% of the EPC cost, which compared with that allowed o other hydropower projects iz on the
lower side on percentage basis.

Anproved
Approval Installed FTG?EE Cost by (Approved
. A : rofect ; Cost/Total
Project Name date hy Capaclty Cost (USD MEPRA Project
NEPRA i My | Cost(L (USD tn lec
in Million) - Cost)%
Millien)
Suki Kinarl (EPC Level) | ) 1044 87 130115 33385 | 2.57%
Review Petition
Karot HPP (EPC Level) — | ) 4 nets 726 127778 25.2 2.29%
Review Petition
Gulpur HPP (FC lavel) 3-Aug-15 162 23550 5.000 3.821%
Patrind Hydre Power- 6.583 s
(Modified Petition) 150 28978 | oaimeay | 227
302 Flnanelsl Advisery Cosi

3.1.3

The Company as claimed cost of USS 1,452 millicn in respect of Firanclal Advisory servicss
against the reference cost of US$ 1.1 million and includes the sevvice rendered by Crosby Asset
Management, Habib Bank Limbed and United Bank Limited In relation to the activities carrled in
relation to the Financing Documents and Financial Model Advisory.

The Project is the first under Power Pelicy 2002 that achieved FC on Decamber 20, 2012 end
corprises of hundred percent (100%) foreign direct investment. Keeping in view that Project is
financed by the multilateral agencles and the complexity of the structure being physically located
i two jurisdictions and comprising of four legal jurisdictions, & consertium of HBL and UBL,
both very experienced in Praject financing, were hired as Financial Advisor. Smce the FC was
delayed due to factors beyond the control of the Company from the original preseribed date of

December 2011, there was additional work to be done by the financial consultants, resulting in
additional costs beyond the expected costs of US3 1.1 Million,

Legal Advisory, Tax and Cerporate Advisory:

The Company has claimed cost of USS 1.325 millicn sgainst the reference cost of USE 1.05

million in respect of Legal Advisory, Tax and Corporate Advisory services received by the
Company.

Financial alloeation for Legal Advisors covers all pertinent charges and foes. Legal Advisors
worked on ali Project Documents including PPA, GOP 1A with GOP, AJZK 1A with GOAIJK,
WUA with GOKP, WUA with GOAJK, Financing Documents, Direct Agreements to the Project
Documents, Company’s statutory filings, regulstory filings, lagal opinions, advoeacy, land
acquisition and litigation, taxation and corporate matters, issues arising out of and in relation to
the delay in the provision of PPIF etc.
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3.2

3.3

- Company Operation & Administration:

US Dollar (10007)
Referenez Company Operation & Administration Cost . 6,580
Modified Company Operation & Administration Cost 2,204
Imerease in Company Operation & Administration Cost : 21,520

The administrative and operational cost was estimated up-to USS 6.58 million tilt COD. The management
of SHPL strived hard to curtall this cost knowing the fact this cost has to be within reasonable limits,

Essentially due to delay in the Finaneial Closing for almiost one year from the expected date i.e. December

2011, the udministration costs reached USD 4 Millien at the Finanelal Closing, which is USD 1.3 milfion
more than the original catering.

Moreover, the delay of 233 days in COD from March 20, 2017 tili November 08, 2017 also atiracted the
increase in these costs considerably. The claim of the Company is very reasonable comparad to the eosts
allowed by the NEPRA Authority to other hydropower projects, In fact, since such costs do not vary

strictly linearly with the size of the project, the c¢laim by the Company is extremely moderate in
comparison to other hydropower projects. :

A comparison of administration costs with other IPPs is provided below:

Approval | installed Tﬁh}a Approved , {(Approved
Project Name date by | Capacity Project Cost by Cost/Total
A Cost (USD | NEPRA (USD .
MEPRA in MW i M in Miltion) Project
in MilHen) in [ Cost)¥%
;‘”‘f Kinar) (EPC Level) ~ | 55 5014 | 870 1711.43 37.437 2.19%
eview Petition
Karot HPP (SPC Level) = 99 apr16 | 720 169826 | 44736 - | 2.63%
Review Petition
Gulpur HPP (HPC lavel) 28-0ct-138 1102 317.63 10,2 3.21%
Patrind Hydro Power- 2.2 a
(Modifisd Petition) 156 970.26 (claimed) 2-48%

Site Security Cost:

US Dollar (*0667) |
Reference Site Secarity Cost 6.84
Modified Site Security Cost : 1,080
{acrease in Site Becurity Cost 1,060

A cost of USS § miilion in respect of Site Security is hersby claimed as a legitimate and whelly nesessary -
cost for the Project for payment to the security forces, supporied by documentation and other evidence,

The Company informed PPIB through its letter no, SHPL/Sec/116(1)/002 dated June 07, 2012 that the
Police Department.gechdn KP rid Ad&khas been persistently asking to accept security cover from Police
Departments and to pay cost of such cover io the departments. The Company had not contemplated such

eosts for construction phase or for operation phase to be paid to the Police Departinents, and hence the
same were not included in any tariff applications at the feasibility and or at the EPC levels.
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The Company apprised PPIB, NEPRA, Police Depariménts and DG PPC -through its lstter no.
SHPL/PPIB/1{6Y 170 dated July 18, 2012 that it was never informed by PPIB or the GOAJK that such

additional security cover from the Police department was mandatory but the said departments did not
respond. .

Based on the understanding that the Project location was safe and that the Company was required to make
the security arrangements itself, no such costs for Police cover was Included in the EPC Reference Tariff,

The Contpany was forced to sign Security Arrangement Agreements with the Police Departments of

GOKP on Movember 13, 2011 and the GOAJK on Aprit 01 2013 which caused additional costs to the
Company.

We understand that the NEPRA Autherity hes allowed induction of sesurity cost for the CPEC Projects in
the power tariff to ensure security sustainability vide its decision dated August 03, 2017, The NEPRA
Authority has sllowed 1% cepital cost of the Project as security cost in respect of each CPEC Project in
accordance with the epproved payment mechanism and the same is treated a5 a Pass-Through itern, This
security cost is allowed for the constryction and operation period. The lump sum security cost during the
construction period is payable in errears and is included in the capital cost of the project at the time of the

commercial operations date, Moreover, such security cost during the operation period shall be part of the
capacity charge.

Environmentsl & Social Cost:

US Doliar (080"
Reference Enviranmen!ﬁi & Socinl Cost 0.06
Modified Environmental & Socia} Cost 150,00
Increase in Envirermental & Soeial Cost 152.60

A cost of USE 0.15 million in respect of environmental associated costs is hereby claimed as a legitimate,
prudent and reasonable cost incurred for the Project. NEPRA Authority has allowed separate costs for the
environmentai and soclel compiiances to other hydropower projects while the Company did not claim such
costs In the EPC Reference Tariff, However, Lenders in line with their development and economic role

demanded additional monitoring in relation to the environmental and social compliances, which led to
additional costs for the Company,

A comparison of Company’s Environmental & Social Cost with other IPPs is presented below,

Total Approved {Approved

Project Mame ééptgmva:) 21;{22?;; Project Cost by | Cost/Total
. neera | o ey | Cost (USD | NEPRA (USD | Project
. in Million) | in Miliion) Cost)¥

Suld Kinari (EPC Level) ~

Review Petition 2Z-Jul-14 87¢ 1711.43 9,247 8.54%
Karot HEP (EPC Level) ~ o
Review Petition 27-Apr-16 | 710 1698.26 12.3 0.72%
Gulpur HPP (EPC lavel) 28-Oct-15 | 102 317.63 1.61 0.51%
Patrind  Hydro  Power- 0.15 ]
Modified Petition) 150 370.26 (ciaimed) 0.04%

The details of the activities are presented belaw.

3.4.1  External Monitoring under ESMP & RP

i

As required under Lenders® approved Environmental & Social Managemsnt Flan (ESMP) and
Resettlement Plan (RP), for external monitoring, the Company has to retain qualified and
experienced external expert/qualified NGOs to verify monitoring information,




To meet the above menticned réquia'emems, Company engaged gn NGO named Hefuge to act as
External Monitor for Invoiuntary Resetilement and Environmental & Soclal (E&8) Safeguards.
For the above discussed purposes, an agreement was executed with Refuge on October 22, 2012
as External Monitor for Involuntery Resettlement and later on its scope was extended to act as
External Monitor for E&S Safeguards as well on the demand of the Lenders.

3.42  Labouwr and Ocenpational Health & Snfety (OHS) Audits

As part of the monitoring of compliance of the national laws, financiers’ standards/policies and
international good practices apart from internal audits, two external audits were conducted during
the construction phase. The Company engaged independent consultant (Khan & Khan Associates)

to conduct a labour audit in order to assess compliance with core labour laws/standards on
October 30, 2015,

In addition to sbove, the Company engeged independent consultant (Strategic Management
Services) on November 08, 2016 fo conduct an audit on occupational health & safety (OHS) in
order to assess complianece with national laws, internationsl standards/policies/good practices,

Varigbie and Fixed O&M Costs

During operation phase, zl! expenses for operation and maintenance of the Project, environmental and
soclal activities, security of the Complex et al have to be borne out of the variable and fixed O&M costs.
aliowed by the NEPRA Authority. In particular, the Company requests the attention of the following costs

that the Company is required to incur which becarme apparent only afier the signing of the Financing
Documents,

.. The Power Purchaser has asked the Compa;my to procure a VSAT link with the NPCC for
comenunication between the Complex and the NPCC, Establishment of such link requires procuring

the services from the VBAT vendors for the entire concession term of the Project end payment for
+ such services.

L. The Company has to ensure compliance wilh the Lenders requivements in relation to the
environmental and social obligations, in particular regular monimring‘ of the river flora and fauna,
adeption of mitigation measures and, running income restoration plans. The NEPRA Authority has
accepled such costs as legitimate costs independent of O&M casls In other projects.

Hi. The Police Depariments in both AJ&K and KP require the Company to retain police services for
security purpoeses during operation phase. The costs of such services Increase every year with

increments and additional allowances allowed to the police personnel or due to the change in the
policy of Police Departments.

The O&M Costs including Fixed 0&M and Variable O&M claimed are USD 5.62 million per year which
Is just 1.52 % of the Modified Project Cost and {s within the benchmark adopted by NEPRA Authority,
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VYariable O&M Costs

The Company request the variable O&M cost of 0.03 US cents/K'Wh which franslates into 0.0425
PIRACWEY, The ratic of local and foreign Variable O&M costs shell remain the same as that in

the EPC Reference TariiT,

UE cents/KWh

Tariff Component
Reference Variable O&M 0.0294
Modifled Variable 0&M 0,0500
Increase in Variable O&M 0.0206

Fixed O&DM Costg

The Company requests the following Fixed O&M costs, The ratio of local and foreign Fixed

(&M costs shall remain the same a8 in the BREC Reference TarifF,

© Taiff Component

USs/Annum
Reference Fixed Od&M 4,056,000
Modified Fixed O&M 5,300,000
[ncrease in Fixed O&M 1,244,000
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.SECTION 4: MODIFIED PROJECT COST & MODIFIED EPC REFERENCE TARIFF

Based on the above submissions, the Modified Project Cost and the Modified EPC Reference TarilT is presented in

this Section,

4.1 Modified Project Cost:

The {ollowing table shows the Modified Project Cost againgt the heads mentiored in the EPC Reference

Tarifl and the above submissions.

Medified Project Casts

Ttens Amocunt {USD 000's)
Reference BPC Costs 189,773
Land Cost for Pond. Stuchre and Right of Way 780
Advisory Costs 10.662
Company Operation & Administration Cost - Unti] COD 9,200
NTDC Independent Ensinser Fee 300
sritiegion and Approval Fes 200
O] Mobilization Cost 750
Customs Duty 4.870
Taxes on Advisors 433
Construction Phase Insurance 7.369
Lender's Financing Fee 5,139
Lenders' Advisory Fees 1.800
LI and Guaranfes 103
Interest During Construekion (IDC) 37.661
Security Cost 1.660

L Environment & Secial Cogt 150
| Total Preject Cost 370,263




4.2

Comparison of Modified Project Cost with Reference Project Cost:

The follewing is the comparison of the Modified Project costs and the costs
Reference Tariff: ‘

Comparision of Modified sud Reflerence Project Costs

given in the BPC

Aladified Refevence - - L
Treny Troject Cost Project Cost Change in Project Cost
Amonnt (GSD 030's) [ Bercentnge %

Beferencs EPC Cosls 138,775 282775 §- 9 0%
Land Coit for Pend, Siructurs npd Right of Way o 00 - 0%
Advisory Cosls 10,662 7,544 31316 4554
Conpasy Opemtion & Adunistration Cost - Uatdl COD 9200 5,580 I420 40%
NTDC Independent Engineer Fee 300 300 - 0%
Permizsion and Aporoval Fee 200 209 - 094
Q&M Mabilization Cast 150 750 “ 0%
Customs Duty i 4,970 3970 - 0%
Taxes on Advisors 4831 435 |- i 0%
Construction Piwse lisiwnnes 7,309 1.368 0%
Lender's Finaneing Fee 5.13¢ 5017 [ 3%
Londers' Advisory Fees 1,800 1500 - )
L/ sud Guaraslee 163 j03 - G%%
Trterest During Construction (1DCY 37461 35,007 64 29
Secudty Cost 1.000 - 1.0400 100%
Buyviroument & Socinl Cosr 130 - 150 1004
Total Projset Cast 370,263 342,392 1971 2%




4.3

4.4

EPC Reference Tariff:

The EPC Reference Tariff as stated in BPC TariiT Approval is as fellows:

Variable O&M : 0.0230 0.0294

fater Use Chavges 01500 (L1765
Fixed O&M 0.5450 0.6412
Insurances 03893 0.4380
Debt Service 3.0338 3.5692
ROE 21035 . 2.4771
ROEDC 0.8010 0.9424

Meodified -LPC Reference Tariff:

The Modified EPC Reference Tariff based on the Modilied Project Cost as requestsd in the
Modification Petition is as follows (Details of the Modified EPC Reference Tariff with individual
components is at Annex 1&2):

Variable O&M 0.04325 _ - 00560
Water Use Charges 0.1500 0.1763

Fixed O&M 0.7121 ' 0.8378
Insurance 0.38903 0.4580
Debt Serviee 3.0007 . 3.6467
ROE : . 2.1512 2.5300
ROEDC 0.8150 0.9589
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- X Modified EPC Reference Tarifh

The modifications proposed in the EPC Reference Tarlff are explained below:

4.6.1

462

4.6.3

Tarilf Compenent
Total Equity Investmens (USD 000's) 92,566
ROE for 112 Years (USg/KWh) ‘ 2.4874
ROE for 1-12 Years (PKR/AWh) 2.1143
_§ ROE for 13-30 Years (US¢/KWh) 2.6441
ROE for 13-30 Years (PKR/KWH) ' 72475

Variable O&M

The Company has requested the variable O&M cost of 0.05 US cents /KWh which translate to
0.0425 PKR/KWh.

Tariff Cempbnem

Variable O&M (US cents/k Wh) 0.0423
Variable Q&M (PKR/KWH) 0.0509
Fixed O&M.

The Company has requested fixed O&M cost of USS 5.3 millien per annum. This transiates fo
0.8378 US cents/kWh and correspondingly 0.7121 PKR/AW, against historical average annual
energy of 832,628MWh,

Tarifi Component

Fixed O&M/Year (USD, 000) 5,500
Fixed O&M (US cents/kWh) _ 0.8378
Fixed O&M (PKR/AWE) 8.7331

Return on Equity (ROE)

The Debt-Equity ratio for the funding of the Modified Project Cost has been kept and retained at
75:25 s per the approved assumptions in the Reference EPC Tariff and sonsequently the Equity
Investment is locked at USD 92,366, baing the 23% of the Modified Project Cost of USS$ 370,263
Million, The Project Company has assumed 17% Internal Rate of Return per Aanum,
Furthermote, as per revised provisions of the Power Policy 2002, ROE is allowed in US dollars at
reference rate, The reference rate applied is PKR 85 per US doliar. The levelized ROE based on
the Modified Project Cost {5 2.5309 US cents/kWh and in local currency it transiates in 2.1512
PRR/KWH, against historical average annual ensrgy of 632,628MWh,
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4.5.4

4.6.5

After repayment of debt during the initial 12 years starting from the COD, equity shall be
redeemad over the remaining concession term of 18 vears,

Return on Equily During Construetion (RCEDD)

Return on Equity During Construction (ROEDC), calculated on the basis of Modified Project Cost
is USD 35,36] million with tariff component of 0.9589 US cents/kWh and 0.8150 PKR/&AWH,
given the historical average annual energy of 632,828MWh:

Tarilf Component

Total Return on Equity During Censtruction (USD 000's) 35,361
ROEDC (US¢/KWh) 0.9589
ROEDC (PRR/KWH) © 08150

Debt Serviee

The Debi-Equity ratio for the funding of the Modifled Project Cost has been kept and ratained at
73:25 as per the approved assumptions in the Reference EPC Tariff and consequently the Debt
Service component is lecked at USD 277,608Millien, being the 75% of the Muodified Project Cost
of USH 370,263Million, The following financing agencles are involved with given project
financing structure:

Item (U%g?e%%s) % of Project Cost
Debt
KEXIM 162,172 28%
ADB 92,566 25%
iDB & {FC 82,960 22%
Local Commercial Bank Loan - 0%
Total Debt 277,658 T45%

Total debt service component currently stands at 5.04353 cents/kWh (4.2885 PKR/AWR) which
covers both principal and interest comyponents af varying rate over 12 years’ debt servicing perind,
The tariff component of levelized debt service is 3.6467 US cents/’kWh and 3.0997 PKR/&WE,
against historical average annual energy of 632,628MWh (Annex — 3),




] 18672 23781 50433
2 238139 2239 30433
3 29720 207 30433 ¢
4 335 1.0066 36483
3 33136 17316 54453
6 34U L3469 348
T 3.6935 13318 5.0483
§ 3.8004 1.1459 3.0433
g 41168 (1.9283 50433
1 4.3463 0.6939 30433
H 43387 0.4366 3.0433
2 48445 02007 30483

Rates, Terms and Conditions of the EPC Reforence Tariif

That the remaining rates, terms and conditions of the EPC Reference Tariff and reference indices, other
than prayed to be modified through the instant Petition, shall continue to be the same with full force and
effect without any nrodification or amendment.
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abt REpayHEnt Sehadils

1 237,687 8,323 7,637 269,375 1.3155 1.2071 2.5226
2 269,375 8,551 7,408 260,824 1.3517 11740 2.5226
3 260,824 8,785 7,173 252 038 1.3888 1.1338 2.5226
4 252,038 2028 8,831 243,010 1.4270 10956 2.5228
5 243,010 8276 5,683 233,734 4663 1.0584 25226
6 233,734 9,531 6,428 224 203 1.5066 1.0180 4.5226
7 224,203 2,793 6,166 234,409 13480 0.9746 23220
8 214,408 10,063 5,896 204 347 1.5906 0.5320 25228
9 204,347 10,3349 5,820 164,007 1.5343 0.8883 2.5236
iU 184,007 10,624 5,335 183,384 1.6743 0.8433 25226
11 183,384 19918 5,043 172,468 17253 0.7872 25226
12 172,468 11,218 4,743 163,252 1.7729 0.7487 2.5226
i3 161,252 11,524 4,434 148,727 1,8217 0.7010 23236
14 1849737 11,841 4,11 137,886 1.8718 - 0.6508 4.5226
15 137,880 12,167 3,792 125,718 1.9233 03084 | 25225
16 125,719 12,502 3,457 113,217 1.6761 {.3485 2.5226
17 113,217 12,845 3,113 100,372 2.0305 0.4922 2.5228
18 100,372 13,199 2,780 - 87,173 2.0863 0.4353 2.5226
19 87,173 13,562 2,397 73,612 2.1437 0.378% 4.522%
20 73612 13,935 2,024 59,677 22026 0.3200 2.5215
21 59,677 14,318 1,621 45,359 2.2632 0.2594 2.5226
22 45,358 14,712 1,247 30,648 2.3255 0.1872 21,5236
23 30,648 15,118 543 15,532 2.38%4 0.1332 2.5226
24 15,532 15,832 427 - 24551 0.0575 2.5226







