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Overview

overall economic outlook of the country. Despite being introduced to address power shortages and increase 

a culture of profiteering and undue influence on the policymakers.

The first IPP was commissioned in 1997 and since then there have been numerous litigations and disputes 

which these returns were promised have been a major point of contention owing to being excessive and unfair 

to electricity consumers who end up paying these returns through electricity tariffs. This has contributed to the 

for distribution companies to pay IPPs.

payments made to a power plant for the actual amount of electricity generated and delivered to the grid. This 

incentivized IPPs to get promised returns irrespective of the actual generation or delivery of electricity. 

1

Surplus Capacity: A Strain on Pakistan’s Power Sector

contractual clauses framed for baseload power plants.

1 https://file.pide.org.pk/pdfpideinpress/pip-corporate-window-ipps-and-capacity-payments.pdf?_gl=1*1kdiz07*_ga*ODQ1OTIwNTIxLjE2NzQx-
OTYzMDc.*_ga_T5TLWHEVW9*MTcyMzQ0NzcyNC4xNC4wLjE3MjM0NDc3MjQuNjAuMC44ODI3NjQ5OD



sector.

contentious profits and financial strain on the power sector.2 3 4

2 https://www.nation.com.pk/28-Feb-2024/circular-debt-reaches-rs5-42-trillion-capacity-payments-to-ipps-jump-to-rs2-trillion
3 https://ksestocks.com/blog/ipps-capacity-payments-projected-to-rise-by-33pc-to-rs2-8tr-in-next-fiscal-year/
4 https://aptma.org.pk/the-burgeoning-burden-of-capacity-payments/



 | 7

return on equity. Capacity charge and energy charge along with use of system charge and variable operation & 

form the end-consumer tariff as illustrated below.5

Box Item 1. Tariff Components at various Stages of Power Supply-Chain 

5 https://www.sbp.org.pk/reports/quarterly/fy19/Third/Special-Section-1.pdf



increasingly unaffordable for end consumers.  7   

6 https://www.brecorder.com/news/40307052/the-burgeoning-burden-of-capacity-payments
7 https://tribune.com.pk/story/2468045/capacity-payments-to-haunt-power-users 
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Myths Busting

Types of IPPs

IPPs by Fuel type:

in USD. The following figures precisely illustrate this information:

in capacity purchase price to the IPPs in which a major chunk is also taken by government-owned plants 

of these actions is justifiable.

IPPs by ownership type:



claim of Rs. 19.5 billion in capacity payments. These payments were based on dependable capacity without 

another unit had been burned.

IPPs by Fuel type:

are getting an exorbitant amount of capacity payments each year and have been rising consistently for the 

9 The fixed capacity 

capacity payments are added which has proven to be true.

8 https://agp.gov.pk/
9 https://nepra.org.pk/publications/State%20of%20Industry%20Reports/State%20of%20Industry%20Report%202024.pdf 
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10

stakes in three of the new Thar coal-to-power projects.

Box Item 2. Pakistan’s Energy Sector Financial Deterioration linked to wolrd bank assistance

Instead of reducing government subsidies by incorporating all generation costs into consumer tariffs as the 

subsidies to shield consumers and the broader economy from unaffordable and uncompetitive electricity prices. 

10 https://www.urgewald.org/en/shop/world-bank-helps-develop-asias-largest-coal-field
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To counter these issues the following measures are proposed: 

 Forensic Audit of IPPs 

Conduct a comprehensive forensic audit to assess and recover excess profits made by IPPs at the 
expense of consumers and the economy. Evaluate power supply claims versus actual delivery to 
ensure accuracy and transparency.

 Re-assessment of Tariff Regimes

Changing power purchase agreements from “Take or Pay” to “Take and Pay” models to reduce 
unnecessary financial burdens. Award take or pay contracts exclusively to baseload power plants 
to ensure efficient use of resources. The citizens also seek to declare past electricity policies void 
due to their non-compliance with competitive bidding processes. Before renegotiating agreements 

such payments.

 Policy Overhaul

End unsustainable dollar indexation and convert to local currency.

 Financial Relief and Restructuring

lower interest rates and longer repayment periods for long-term projects would provide a greater 
financial relief.

 Assessment of Past PPAs for Identification of Root Causes
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capacity charges.

and conducting a thorough audit of IPP operations and finances are crucial steps toward reform. 

reliable and affordable power supply for generations to come.
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