





Current State of the Sector (FY2024-25)

Pakistan’s energy sector is currently at an inflection point. While the system has moved
from capacity shortages to surplus generation, it is now constrained by structural financial
pressures, weak distribution performance, and grid bottlenecks.

Even though installed capacity has reached record levels, electricity demand has softened
due to rising tariffs, slowing industrial activity, and the rapid expansion of distributed
generation, especially rooftop solar. This has sharply increased the burden of capacity
payments, with the Capacity Purchase Price (CPP) in the CPPA-G system reaching Rs
14.21/kWh, reflecting the high cost of idle or underutilized plants.

Circular debt remains the sector’s central fault line. While the stock declined significantly
compared to the previous year, the reduction was driven mainly by external injections and
commercial borrowing rather than structural improvement in sector fundamentals.

Operational performance
remains weak. The sector
continues to struggle with high
Transmission and Distribution
(T&D) excluding KE, losses
(17.55% actual vs. 11.43%
allowed) and recovery shortfalls
(96.62% actual recovery), which
added approximately Rs397
billion to the circular debt during
FY25.

State-Owned DISCOs Transmission and Distribution Losses

m— Actual Allowed
18.31%

17.320 17.55%
16.85%
16.45%

13.46%
14.43 %

11.70% 11.77%
11.43x%

FY21 FY22 FY23 FY24 FY25

Source: NEPRA

Transmission constraints continue to limit the dispatch of cheaper generation, such as
Thar coal and nuclear, necessitating reliance on higher-cost plants. While the shift toward
the CTBCM is intended to transition the sector from a single-buyer model to a competitive

market, implementation remains
gradual. A primary challenge lies
in balancing this transition; it is
essential to establish a
sustainable framework that
addresses stranded costs and
wheeling charges  without
unfairly burdening regulated
consumers at the expense of a
specific consumer group,
thereby ensuring an equitable
and financially viable market
evolution.

Circular Debt Breakdown
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Circular Debt in Energy Sector: Stock-Flow Dynamics and Structural
Driver

Pakistan’s energy-sector circular debt has become a macro-level constraint, reflecting a
persistent gap between what it costs to supply energy and what is actually recovered
across the value chain. As of Jun-25, total energy circular debt stood at around Rs3.6
trillion, split between power sector (Rs1.6 trillion) and gas (Rs2.04 trillion), underscoring
that this is not merely a “power problem” but a system-wide financial overhang.

Conceptually, it is important to distinguish between the stock and the flow. The stock
represents the accumulated unpaid obligations sitting on the books at a point in time,
while the flow reflects the annual (or periodic) addition to—or reduction in—that stock
due to operational losses, tariff gaps, subsidies, and financing decisions. Pakistan’s
challenge is not only the size of the stock but the persistence of positive flows that cause
re-accumulation.

Total Circular Debt Stock (Power Sector)

93.37
2280.15 2252.75 2310.0 23
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2020-21 2021-22 2022-23 2023-24 2024-25
Source: NEPRA

The power-sector circular debt stock declined to around PKR 1.6 trillion as of June 2025,
down PKR 780 billion from approximately PKR 2.4 trillion a year earlier. However, the
reduction did not reflect structural improvements. According to the Power Division’s
Circular Debt Report for the year ended June 30, 2025, losses, inefficiencies, and
under-recoveries by state-owned DISCOs added PKR 397 billion to the annual circular
debt, while the decline was driven mainly by one-off financing measures, including
commercial borrowing to retire PHPL liabilities and clear IPP arrears.

In stock-flow terms, financing operations compress the visible stock but do not
necessarily eliminate the underlying flow drivers that generate fresh accumulation. The
engine of recurring buildup remains weak DISCO performance combined with high fixed
costs under power-sector contracts. This creates a reinforcing loop: high tariffs and
distributed generation reduce grid sales, which raises the per-unit fixed-cost burden and
weakens recoveries, sustaining positive circular-debt flows even when the stock is
temporarily reduced.
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This fixed-cost rigidity is rooted in the structure of Pakistan’s generation fleet. As of June 30,
2025, total installed power generation capacity stood at 41,121 MW, (38,431 MW
CPPA-G;2,690 MW KE) down from 45,888 MW the previous year following the retirement of
inefficient plants. The public sector remains a dominant contributor, accounting for about 60
of total electricity generation in FY25, while the private sector (including IPPs and K-Electric)
contributes around 40%.

Power Generation Capacity (MW)

Fuel CPPA-G KE Total
Thermal 20,544 2,590 23,134
Hydel 11,500 11,500
Nuclear 3,620 3,620
Renewables 2,767 100 2,867
Total 38,431 2,690 41121

Percentage-Wise Distribution

Thermal . Hydel . Nuclear . Renewables

Source: State of Industry Report 2025

Despite this diversified base, demand growth has remained modest relative to installed
capacity. Underutilization in a system where a large share of costs is fixed amplifies the
per-unit burden on consumers. When recoveries are weak and sales volumes stagnate, these
fixed obligations translate directly into persistent circular-debt flows.
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In the gas sector, circular debt has been stagnant but deeply structural, standing at around
Rs 2.04 trillion in FY25 versus Rs 2.07 trillion in FY24, with liabilities concentrated in the two
utilities (SNGPL and SSGCL). While the headline stock appears broadly stable, underlying
flow pressures persist due to unaccounted-for-gas (UFG), tariff lags, and the diversion of
imported RLNG to lower-tariff domestic segments without full cost recovery. This creates a
structural cost-revenue mismatch that continues to generate arrears within the chain even if
the aggregate stock does not spike dramatically.

The fiscal transmission occurs through both direct (fiscal) and indirect (quasi-fiscal)
channels. On the fiscal side, budgeted power subsidies, government guarantees to entities
such as PHPL and borrowing to retire arrears convert sector losses into explicit public debt
and higher interest costs. On the quasi-fiscal side, delayed tariff adjustments,
cross-subsidies, and payment arrears shift the burden onto state-owned enterprises and
energy companies’ balance sheets, eventually requiring sovereign backing. In effect, circular
debt—whether in power or gas—functions as a deferred fiscal liability that periodically
crystallizes onto the federal balance sheet, complicating debt sustainability, crowding out
development spending, and constraining macroeconomic policy.

Recent efforts have focused more on containment and liquidity management than on altering
the structural drivers of accumulation. In power, reported stock reductions have relied on
financing operations rather than eliminating the flow gap caused by distribution losses and
recovery shortfalls. In gas, liabilities have been managed but not fundamentally resolved.
Durable reform therefore requires shrinking the flow of new accumulation: improving DISCO
efficiency and recoveries, aligning capacity commitments with demand realities, ensuring
timely and transparent subsidy payments, cutting UFG, eliminating tariff lags, and ending
RLNG cross-subsidization without cost recovery. Without structural correction of these flow
drivers, periodic stock reductions will remain temporary, and circular debt will continue to
pose a recurring fiscal and quasi-fiscal risk.
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Energy Tariffs in Pakistan: Structure, Distortions, and Inflation
Transmission

Pakistan’s electricity pricing framework is designed to move toward full cost recovery;
however, in practice, tariffs are not always fully cost-reflective. While NEPRA determines
tariffs based on total supply-chain costs—including generation, transmission, distribution,
and financing—the notified tariffs are influenced by government interventions through
subsidies, cross-subsidies, and other adjustments to balance affordability and political
priorities. In recent years, tariff notifications have also become more timely in line with IMF
commitments. Despite this, cross-subsidisation—whereby industrial, commercial, and
higher-consuming residential users bear a larger share of the burden—continues to
contribute to a structural gap between determined costs and end-user tariffs, which
remains a recurring driver of financial stress in the power sector.

Generation dominates the power purchase cost, accounting for roughly 82% of NEPRA’s
determined overall cost-of-service tariff. Capacity payments alone constitute about 60%
of he total power purchase cost. The overall tariff, after adding Transmission, Distribution
and Supply components to the generation tariff, is then charged to the consumers after
adjusting for subsidy, taxes, duties, and any other NEPRA / Government approved
adjustments. In FY25, the average Capacity Purchase Price (CPP) in the CPPA-G system
stood at around Rs 14.21/kWh, with total capacity payments reaching approximately Rs 1.8
trillion (after peaking near Rs 2.1 trillion in FY24). These payments remain high because
generators are compensated for available capacity regardless of actual dispatch, meaning
consumers bear fixed costs even when demand is weak. Low plant utilization and
transmission bottlenecks further inflate the per-unit burden, while weak commercial
discipline across public entities allows inefficiencies to be passed through rather than
absorbed.

The National Average Uniform Tariff embeds significant cross-subsidies across regions
and consumer categories. Energy subsidies amounted to about 0.9-1.0% of GDP in FY24
(historically above 2%), yet remain poorly targeted, with roughly 94% of residential
consumers receiving some form of support. Efficient DISCOs effectively subsidize weaker
ones through the Tariff Rationalisation Surcharge (TRS), weakening incentives for
performance improvement and complicating privatization efforts. Compliant consumers
in better-performing areas thus shoulder the losses of inefficient utilities, while additional
charges such as the Debt Service Surcharge (DSS)—now the third-largest tariff
component—add to the overall burden.

Tariffs also incorporate automatic pass-through mechanisms. Monthly Fuel Cost
Adjustments (FCA) reflect changes in fuel prices, while Quarterly Tariff Adjustments (QTA)
capture movements in exchange rates, inflation (CPI), and benchmark interest rates. While
the national energy mix currently shows a thermal share of approximately 46% in terms of
actual generation, this should be distinguished from installed capacity, where the thermal
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share is significantly higher. Because many of these contracts are indexed to the US dollar,
exchange-rate depreciation and global fuel price increases feed directly into consumer
tariffs, amplifying energy-driven inflation.

These pricing dynamics have broader economic consequences. Elevated industrial tariffs
undermine competitiveness and encourage firms to shift toward captive and solar
generation, eroding grid demand. Weak consumption growth reflects affordability stress,
further raising the per-unit cost as fixed charges are spread over fewer units sold.

Reforms have begun to address these distortions. The government implemented significant
annual tariff rebasing, intensified anti-theft enforcement, renegotiated agreements with
multiple IPPs and terminated several thermal contracts to reduce fixed payment obligations,
and advanced the operationalization of a competitive market framework under the
IMF-supported reform program.

However, durable stability requires deeper structural change: replacing blanket subsidies
with targeted cash transfers, reforming the distribution sector, fully implementing WACOG to
correct gas-pricing distortions, expanding indigenous energy to reduce exchange-rate
exposure, and scaling up smart metering to curb theft. Ultimately, tariffs must reflect full
costs and a performance-based tariff wherein a gradual improvement trajectory for loss and
recovery linked with investment plan should be allowed to ensure sustainable improvements.
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IMF-Linked Energy Sector Reforms: Progress, Conditionality, and
Structural Gaps

Pakistan’s current energy reform agenda is anchored in the 37-month, US$7 billion IMF
Extended Fund Facility (EFF) approved in September 2024, complemented by the
Resilience and Sustainability Facility (RSF) focused on climate and subsidy reform. The
core objective is to restore financial viability through cost-reflective pricing, institutional
restructuring, and containment of circular debt.

IMF-linked reforms have shifted the framework away from ad-hoc liquidity injections
toward a more rules-based, market-oriented architecture. Key milestones—such as ISMO
operationalization, enforcement of tariff automaticity, IPP renegotiations, initial DISCO
privatization steps, and improved gas-sector transparency—reflect tangible structural
progress.

However, while the circular debt stock has been reduced, the more fundamental challenge
lies in addressing the flow drivers: persistent distribution losses, recovery gaps, rigid
capacity obligations, and political pressures around subsidy design. Durable stability will
require depoliticized tariff setting, credible DISCO restructuring, and efficiency gains that
are structural rather than financing driven. In sum, governance and financial restructuring
have advanced meaningfully, but sustained operational implementation will determine
whether IMF-backed reforms translate into long-term energy-sector stability.

IMF-Linked Energy Sector Commitments and Progress

Power Sector

Commitment Progress

Arrest Circular Debt and CD flow outperformed FY25 targets; stock declined
Achieve Net-Zero Flow by ~Rs 780 billion to Rs 1.614 trillion. Reduction
largely driven by financial restructuring (commercial
borrowing and retirement of legacy
liabilities), not structural efficiency gains.

Reduce Capacity Payment Multiple thermal IPP contracts terminated or

Burden and Reform IPPs renegotiated; projected lifecycle savings exceed Rs
1 trillion, including ~Rs 411 billion from early
terminations. Some dollar-indexed returns
converted to rupee terms; excess fuel cost
recoveries pursued.

DISCO Reform and Privatization initiated for GEPCO, FESCO, and

Privatization IESCO; transaction and financial advisors appointed.
Alternative concession models under review for
weaker DISCOs. Financial advisors for HESCO and
SEPCO has also been appointed.
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Market Liberalization
(CTBCM)

Integrated Planning and
Governance Reform

Gas Sector
Commitment

Maintain Cost-Reflective

Tariffs

Manage Gas Circular Debt
and Improve Transparency

Reform Captive Power
Usage

Liberalize Gas Markets
(TPA)

Climate and Subsidy
Reforms (RSF-Linked)

Commitment

Rationalize Subsidies and
Support Decarbonization

ahasISMO operational with transferred licenses;
Market Commercial Code approved; test runs
completed; wheeling auctions
scheduled—advancing multi-buyer market model.

NTDC structurally unbundled; Integrated System
Plan (ISP) and transmission expansion planning
initiated, with further refinements ongoing.

Progress

Semiannual tariff notifications issued on schedule,
strengthening pricing discipline despite
affordability pressures.

Monitoring dashboard compiled; formal Gas
Circular Debt Management Plan under
preparation, improving transparency.

Full phase-out not achieved; Captive Power
Transition Levy introduced, gradually increasing
gas prices to incentivize migration to grid power.

Third-Party Access regime initiated, enabling
private participation in gas trade through state
infrastructure.

Progress

Integration of electricity consumer data with
National Socio-Economic Registry underway for
targeted rebates; carbon levy on fuel oil and
revenue-neutral EV subsidy introduced under
Finance Act.

Source: IMF Country Report Dec 2025; PIDE Discourse 2023-Renegotiating agreements with IPP to reform the energy sector

14



Performance of Energy SOEs: Governance Failures, Operational
Losses, and Fiscal Risks

Pakistan’s power sector SOEs remain structurally weak despite continued fiscal support. In
FY25, aggregate net losses widened, while net revenues declined by 4%, reflecting weak
demand and persistent inefficiencies. More alarming was the 726% surge in operating losses,
indicating severe cost-revenue mismatches. On average, the sector recovered only 93% of its
operating costs from revenues. On the balance sheet side, total debt increased by 13% and
liabilities continued to exceed assets, with equity remaining deeply negative despite a modest
improvement. Overall, the financial profile reflects chronic underperformance and fragile
capital structures.

Government support expanded significantly to prevent liquidity stress. Subsidies for power
sector SOEs rose by 53% and equity injections surged around 7 times, highlighting increased
fiscal reliance. Sovereign guarantees declined slightly, but the sector continues to depend
heavily on government backing, underscoring the absence of durable financial sustainability.

DISCOs (Distribution Companies)

The distribution segment is the weakest link. T&D losses remain high while recoveries have not
been 100%. In high-loss regions (e.g., PESCO, QESCO), recoveries have fallen into the 30-40%
range, and total receivables exceed Rs 2 trillion. Governance gaps persist: 11 of 12 DISCOs
remain state-owned; board oversight is weak; the cost of non-achievement of regulatory
targets in state-owned DISCOs is parked in circular debt which is eventually passed onto the
consumers through surcharge (DSS surcharge of PKR 3.23/kWh).

GENCOs (Public Generation Companies)

The public generation fleet suffers from deteriorating infrastructure and high operational
costs resulting in thermal inefficiencies. Major plants have been operating in costly
open-cycle mode, which is much more expensive than the combined-cycle mode; while
many other SOEs in the segment have significantly underperformed and failed to meet
their annual generation benchmarks due to non-operations.

Gas Utilities (SNGPL, SSGC)

High levels of unaccounted-for gas (UFG) remains a structural drag; for example, SSGC’s UFG is
about 12.86%, nearly double the regulatory benchmark (~7%). High UFG, along with Tariff lags
and mounting receivables, intensifies circular debt pressures in Pakistan’s gas sector. High UFG
force the government to cover losses through higher subsidies or bailouts. This increases the
fiscal deficit and shifts public funds away from development spending toward covering
recurring losses.
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Distribution Losses, Theft, Recoveries, Enforcement
Losses comprise:

 Technical (aging infrastructure, long feeders)

« Non-technical (theft, billing fraud, non-recovery)

In some DISCOs like PESCO and QESCO, non-technical system losses exceed 30%, driven
largely by theft and weak enforcement. A recent anti-theft campaign (FY24) yielded
thousands of FIRs but recovered only ~Rs 15 billion, a small fraction of outstanding dues.
Feeder-based load shedding often punishes paying consumers along with defaulters. The
rollout of smart meters (AMI) has been slow and faces technical issues, limiting its
effectiveness. Legal delays and politicized management further weaken enforcement and
reduce deterrence.
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Privatization and Sector Restructuring: Progress, Gaps, and
Sequencing

The reform and privatization of Pakistan’s power sector—first outlined in the 1992 WAPDA
Restructuring Plan—remain critical yet largely unfinished. While generation has attracted
substantial private investment, the distribution and transmission segments continue to be
dominated by public sector entities, where persistent inefficiencies, weak governance, and
limited accountability undermine overall sector performance.

The generation sector has seen the most successful integration of private capital. Since the
1994 Power Policy, Independent Power Producers (IPPs) have grown to account for 50-61
percent of total generation capacity. Current efforts focus on privatising remaining inefficient
state-owned generation companies (GENCOs), specifically the Nandipur and Guddu plants,
with bidding for Nandipur targeted for 2026.

Transmission has been a state-controlled natural monopoly under the National Transmission &
Despatch Company (NTDC). However, NTDC is in the process restructuring, which is part of a
broader government initiative to split NTDC into separate entities to improve efficiency and
manage the national transmission network under a new regulatory framework. The original
NTDC has been divided into three distinct entities:

« National Grid Company (NGC): Manages transmission assets and infrastructure.

« Independent System and Market Operator (ISMO): Manages national system operations,
oversees market settlement and commercial operations.

+ Energy Infrastructure Development and Management Company (EIDMC): Focuses on
development.

Distribution is most troubled segment. Apart from K-Electric (KE), which was privatised in
2005, the distribution network is managed by 11 state-owned DISCOs. While K Electric’s
privatisation has led to over $4.7 billion in investment and improved generation efficiency.
However, continues to face regulatory and policy challenges.

The government, supported by the IMF and World Bank, has established a phased sequencing
for distribution reforms. The first round of privatisation or concessions targets the most
financially viable DISCOs: IESCO (Islamabad), GEPCO (Gujranwala), and FESCO (Faisalabad),
with bidding expected in 2026. For higher-loss DISCOs like HESCO and SEPCO, the
government is committed to completing preconditions for private participation by late 2026.
However, there have also been voices for alternative models for restructuring the distribution
sector such as slicing large DISCOs into manageable units to increase competition and
improve performance, or entering into long-term management concessions, where ownership
stays with the state but operations are private.
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Renewable Energy Transition: Competitive Procurement, Cost
Dynamics, and Grid Integration Challenges

Pakistan is steadily shifting its energy mix toward renewable sources—solar, wind, and
hydropower—to reduce reliance on costly imported fossil fuels that have historically driven
high tariffs and circular debt. Unlike thermal generation, renewables have negligible fuel
costs, lowering exposure to exchange-rate volatility and easing pressure on foreign
exchange reserves.

Installed Capacity of Renewable Energy by Fuel Type
Solar Bi;gasse

~_ Wind
= 12.79~

Hydel

80.04-.

Source: NEPRA

Under the Alternative Renewable Energy (ARE) Policy 2020, the government targets 30%
renewable energy by 2030, and 60% clean energy (including hydropower) by the same year.
These goals align with Pakistan’s Nationally Determined Contributions (NDCs) and the global
COP28 commitment to triple renewable capacity. In FY25, renewable sources—including
hydropower, wind, solar, and bagasse—accounted for 34.06% of total generation, signalling
measurable progress. The government’s National Electric Vehicle Policy 2025-30, which
targets 30% of new vehicle sales to be electric by 2030, further complements this transition.

Market Reform and Competitive Procurement

Future generation additions are increasingly expected to follow auction-based procurement,
improving transparency and price discovery. The Private Power and Infrastructure Board
(PPIB), now registered as the Independent Auction Administrator, is overseeing competitive
bidding for major solar and hybrid projects. This shift is designed to move away from rigid
structures toward more flexible, demand-aligned contracting.

Institutional reforms support this framework. The NEPRA (Amendment) Act 2018 laid the legal
foundation for a wholesale market; the Indicative Generation Capacity Expansion Plan (IGCEP)
introduced integrated, data-driven planning; and the Independent System and Market
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Operator (ISMO) was operationalized to separate system operations from procurement.

K-Electric’s successful auctioning of 270 MW across the Deh Halkani (120 MW) and Deh Metha
(150 MW) solar PV projects marks a milestone in Pakistan’s transition toward a transparent,
market-driven energy landscape. By moving away from legacy cost-plus models, the utility
secured record-breaking competitive tariffs from KAPCO, ranging between Rs 9.83 and Rs
10.61 per unit. Despite regulatory scrutiny regarding single-bid scenarios, the procurement
process demonstrated the efficacy of NEPRA’s 2022 framework, delivering a projected Rs 86
billion in consumer savings over 25 years. This serves as a definitive proof of concept for
competitive renewable integration in the private sector.

Cost Structure: Energy vs. Capacity

Renewables reduce the Energy Purchase Price (EPP) because they carry minimal fuel costs.
However, their financial impact is shaped by capacity economics. Due to high upfront capital
costs and relatively low utilization factors, renewable projects often carry elevated Capacity
Purchase Prices (CPP). In FY25, average CPP stood at Rs 34.55/kWh for wind and Rs 32.36/kWh
for solar, significantly higher than many conventional units . This underscores the importance
of competitive auctions to ensure least-cost additions going forward.

Grid Integration and Technical Constraints

The renewable transition also brings operational challenges. Wind and solar are not constant
sources of power, so the system needs backup plants or battery storage to keep the grid
stable. Transmission bottlenecks—particularly in transferring electricity from
renewable-rich regions and low-cost local coal-based generation in the south to demand
centres in the north—limit the utilisation of low-cost clean energy. When the grid cannot
absorb available renewable power, producers are still compensated under Non-Project
Missed Volume (NPMV), which was over Rs13 billion in FY25.

Rapid expansion of rooftop solar—estimated at over 6,000-7,000 MW—has significantly
altered demand patterns, widening day—-night load gaps and straining DISCO revenues as
high-paying consumers reduce grid reliance. The government has transitioned from net
metering to a net billing framework to alleviate the fiscal and cross-subsidy burden on
non-solar consumers. While this shift is now in effect, the existing net metering
arrangements remain intact for consumers with valid, pre-existing licenses or contracts.
This episode highlights the financial tensions created by distributed generation. Going
forward, integration will require modernization toward a smart grid, including Advanced
Metering Infrastructure (AMI) and upgraded SCADA systems for real-time monitoring and
system stability.

Pakistan’s renewable transition aligns with climate commitments and offers long-term cost
and energy-security benefits. However, its success depends on disciplined competitive
procurement, flexible contracting, grid modernization, and integrated planning. Without
strengthening transmission capacity, storage solutions, and market design, the financial and
operational gains from renewables may be offset by system inefficiencies and rigid legacy
obligations.
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Energy Security and Supply Resilience

Recent geopolitical tensions and shipping disruptions have reinforced a hard reality
for Pakistan: energy security is no longer just a pricing issue; it is also a
supply-security issue. While the long-term answer lies in expanding Indigenous and
renewable energy, the country will remain reliant on imported oil and LNG for the
near future. Pakistan therefore needs a parallel resilience strategy focused on
diversifying its pool of international suppliers, avoiding excessive dependence on a
narrow set of routes or counterparties, and building greater contractual flexibility
into procurement.

This should be complemented by a phased plan to strengthen in-country strategic
stocking capacity for key fuels, particularly oil products and LNG where feasible
within infrastructure constraints. Higher storage buffers would not eliminate price
shocks, but they would reduce the risk of immediate supply disruptions, create
response time during geopolitical crises, and improve the state’s ability to manage
volatility in shipping, freight, and procurement cycles. In an increasingly fragile global
environment, supply diversification and strategic reserves should be treated as core
pillars of Pakistan’s energy-security framework, alongside tariff reform, circular debt
reduction, and renewable expansion.
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Priority Reform Actions and Sequencing for 2026-2028
From Crisis Containment to Structural Sustainability

Pakistan’s energy sector has moved beyond immediate collapse risk, but it remains financially
fragile and institutionally incomplete. The next reform phase must shift from liquidity
management to structural correction of governance failures, rigid cost structures, and
recurring circular debt flows. The 2026-2028 window is decisive: properly sequenced reforms
can stop re-accumulation, restore investor confidence, and improve industrial
competitiveness. The reform program should therefore be phased across immediate
stabilization, institutional restructuring, and long-term market transformation.

The 2026-2028 reform window is fundamentally about shifting from financial firefighting to
institutional depth. Quick wins can stabilize the system, but only structural reforms at the
distribution level, depoliticized pricing, market liberalization, and grid modernization will
prevent circular debt from re-emerging. If sequenced correctly, Pakistan can transition from a
subsidy-dependent energy system to a commercially viable, investment-driven market
capable of supporting sustained economic growth.

Phase I: Quick Wins (2026)

Reform Area

Reduce Capacity
Burden

Fix Public Plants

Improve Bill Collection

Automatic Tariffs

Update Peak Tariffs

Reform Area

DISCO Reform

Privatization

Competitive Market

What Needs to Be Done

Implement demand-side
incentives to increase grid
utilization.

Repair and restore
thermal and hydropower
capacity

Enforce recovery
targets; link funding to
performance

Stop delaying tariff
adjustments

Adjust Time-of-Use to
match new demand
pattern

Fiscal Impact

Targeted reductionin
per-unit capacity costs.

Immediate fuel savings

Reduce new circular
debt

Reduce fiscal gaps

Lower system cost

Phase IlI: Structural Reforms (2026-2027)

What Needs to Be Done

Give managers
autonomy; enforce loss
targets

Sell or concession better
DISCOs; clean up weak
ones

Fully launch CTBCM;
allow bulk buyers to
choose suppliers

Fiscal Impact

Prevent annual losses in
CD

Reduce SOE losses

Reduce cross-subsidies

Growth Impact

Lower electricity tariffs

More reliable supply

Stronger utility discipline

Predictable pricing for
investors

Better demand
management

Growth Impact

Better service quality
Attract private

investment

Lower industrial tariffs
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Gas Reform

Upgrade Grid

Smart Metering

Distributed Energy
Pricing Reform

Institutional

Accountability

Reform Area

Smarter Planning

Energy Storage

Off-Grid Solutions

Energy Efficiency

Implement WACOG;
reduce UFG; allow more
suppliers

Remove transmission
bottlenecks; modernize
SCADA

Roll out AMI in high-loss
areas

Introduce transparent
net-billing; restructure
fixed charges

Clarify roles between
Institutions

Lower gas circular debt

Use cheaper power

Reduce theft

Protect DISCO revenues;
reduce cross-subsidy
burden

Reduce policy friction

Phase lll: Growth & Sustainability (2027-2028)

What Needs to Be Done

Update IGCEP to reflect
solar, EVs, real demand

Deploy battery systems
Mini-grids for high-loss
rural areas

Mandatory industrial
audits; efficiency registry

Fiscal Impact

Avoid overbuilding

Reduce renewable waste

Reduce subsidy leakage

Lower future capacity
needs

Efficient gas use

Stronger grid reliability

Accurate billing

Sustainable rooftop solar
integration

Stronger governance

credibility

Growth Impact
Smarter investments
Stable renewable
integration

Improve rural reliability

Lower production costs
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Glossary

Term

AMI
ARE Policy 2020
CCoE
CMU
CPP
CPPA-G
CTBCM
DISCOs
DSS
E&P Companies
EFF
EIDMC
EPP
FCA
FESCO
FSRU
GENCOs
GEPCO
HESCO
IESCO
IGCEP
IPPs
ISMO
ISP

MoE
NDCs
NEECA
NEPRA
NGC
NPMV
OGRA
PESCO
PHPL
PLL
PPIB
PPMC
PSO
QESCO

Definition

Advanced Metering Infrastructure

Alternative Renewable Energy Policy

Cabinet Committee on Energy

Central Monitoring Unit

Capacity Purchase Price

Central Power Purchasing Agency-Guarantee
Competitive Trading Bilateral Contract Market
Distribution Companies

Debt Service Surcharge

Exploration and Production Companies
Extended Fund Facility

Energy Infrastructure Development and Management Company

Energy Purchase Price

Fuel Cost Adjustments

Faisalabad Electric Supply Company
Floating Storage and Regasification Unit
Generation Companies

Gujranwala Electric Power Company
Hyderabad Electric Supply Company
Islamabad Electric Supply Company
Indicative Generation Capacity Expansion Plan
Independent Power Producers

Independent System & Market Operator
Integrated System Plan

Ministry of Energy

Nationally Determined Contributions
National Energy Efficiency and Conservation Authority
National Electric Power Regulatory Authority
National Grid Company

Non-Project Missed Volume

Oil & Gas Regulatory Authority

Peshawar Electric Supply Company

Power Holding Private Limited

Pakistan LNG Limited

Private Power and Infrastructure Board
Power Planning and Monitoring Company
Pakistan State Ol

Quetta Electric Supply Company
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QTA
RLNG
RSF
SCADA
SEPCO
SNGPL
SSGCL
T&D Losses
TRS
UFG
WACOG

Quarterly Tariff Adjustments
Regasified Liquefied Natural Gas
Resilience and Sustainability Facility
Supervisory Control and Data Acquisition
Sukkur Electric Power Company

Sui Northern Gas Pipelines Limited
Sui Southern Gas Company Limited
Transmission and Distribution losses
Tariff Rationalisation Surcharge
Unaccounted-for-Gas

Weighted Average Cost of Gas
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