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            9th July, 2019 

 
Part of deal with IMF: Power tariff to go up again by August end 
The federal government will again increase power tariff by the end of August as per the agreement 
with the International Monetary Fund (IMF). According to the Staff Report, quasi-fiscal losses have 
increased further and represent a significant fiscal risk, saying that following several years of steady 
decline in the flow of circular debt in the power sector, new arrears were accumulated over FYs 2018 
and 2019, reaching close to Rs 800 billion (around 2 percent of GDP). 
 
It further states that delays in adjusting tariffs, reversal of policies - such as revenue-based load 
shedding - and the nonpayment of implicit subsidies by the government have been the main 
contributors to the increase in arrears. As a result, the stock of circular debt stood at over 4 percent of 
GDP as of March 2019. Moreover, arrears in the gas sector have now emerged, with the stock 
totaling over 1/2 percent of GDP, coming mostly from delays in tariff notifications and increasing 
technical losses. Beyond the energy sector, losses in the three largest state-owned enterprises 
(Pakistani International Airlines, Pakistan Steel Mills, and Pakistan Railways) have continued to 
accumulate, now totaling over 2 percent of GDP. 
 
The Staff Report says that this is essential to eliminate the accumulation of circular debt as new 
capacity comes into the system to make the sector a more attractive investment opportunity. The 
authorities have initiated the automatic quarterly adjustment of tariffs with a first tariff increase of 
over 10 percent to generate Rs 150 billion in additional revenue. This adjustment will help address 
the circular debt accumulated over the first half of FY 2019. A second quarterly adjustment will take 
place before end-August. Moreover, the FY 2020 electricity tariff schedule will be notified as 
determined by the regulator by end-September 2019 (structural benchmark). Going forward, the 
authorities are committed to streamline and make more predictable the tariff notification process. To 
this end, amendments to the NEPRA Act will be submitted to parliament by end-December 2019 
(structural benchmark) with a view to (i) ensuring full automaticity of the quarterly tariff adjustments 
and (ii) eliminating the gap between the regular annual tariff determination by the regulator and the 
notification by the government. 
 
The report further sated that structural changes will be informed by a comprehensive strategy to 
address circular debt. The authorities will prepare by end-September 2019 (structural benchmark) a 
comprehensive plan to reduce circular debt, with quarterly targets for the reduction of arrears 
through improvements in collection, efficiency gains, and enhanced governance. The plan will also 
include options to tackle the outstanding stock of circular debt. 
 
The Fund has observed that the power sector remains saddled with significant shortcomings, adding 
that these include sizeable losses and insufficient collections, and weak governance and regulatory 
deficiencies. These gaps translate into distortions and losses, and the accumulation of cash flow 
shortfalls, or circular debt. Following years of steady declines in the flow of circular debt in the 
power sector, around Rs 350 billion were accumulated in FY 2019. The stock of circular debt stands 
now at Rs 762 billion, in addition to power sector liabilities of Rs 807 billion parked in PHPL 
through March 2019. "These represent a significant fiscal risk that we must swiftly address. Thus, we 
have established a task force on energy to advise the Prime Minister on the measures and key 
decisions needed to ensure a successful reform. In this context, we are taking the following actions." 
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The Pakistani authorities informed the IMF Staff that the government for the first time implemented 
a quarterly automatic tariff adjustment in the electricity sector by about 10 percent to generate Rs 
150 billion in additional revenues to reduce the circular debt accumulated over the first half of FY 
2019 (prior action). The remaining quarterly adjustment costs will be subsequently passed by end-
August 2019. Moreover, the government will also notify the FY 2020 electricity tariff schedule as 
determined by the regulator by end-September, 2019 (structural benchmark). 
 
The government will develop strategy to address circular debt in the power sector. "We will prepare 
a comprehensive circular debt reduction plan by end September 2019." 
 
The report says that the authorities acknowledged that over Rs 200 billion of new circular debt was 
accumulated in the first half of FY 2019 from delays in updating tariffs. Introducing automaticity of 
quarterly tariff adjustments, similar to the process followed for automatic monthly fuel price 
adjustments, will be an important step to recover costs in a timely manner and reduce the flow of 
circular debt. "We will submit to Parliament by end-December 2019 changes to the NEPRA Act to 
(i) ensure full automaticity of the quarterly tariff adjustments and (ii) eliminate the gap between the 
regular annual tariff determination and notification by the government (structural benchmark)." 
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