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GLOSSARY OF TERMS
Cost-Reflective
Tariff

Amounts charged by a Licensed Supplier for Supply where no Permitted Tariff
exists, and where such tariffs are calculated each year on the basis and rules
prescribed by the Authority;

CCGT

Combined Cycle Gas Turbines

CSP

Concentrated Solar Power

DPC

The Dhofar Power Company SAOG

EHC

The Electricity Holding Company SAOC

GCCIA

Gulf Cooperation Council Interconnection Authority

IPO

Initial Public Offering

Main Interconnected
System or MIS

The interconnected systems of OETC, and the Muscat, Majan and Mazoon Discos

Majan

The Majan Electricity Company SAOC

Mazoon

The Mazoon Electricity Company SAOC

MAR

Maximum Allowed Revenue

MHEW

The Ministry of Housing, Electricity and Water

Muscat

The Muscat Electricity Distribution Company SAOC

OETC

The Oman Electricity Transmission Company SAOC

Omanisation

The policy for the employment of Omani nationals as issued from time to time by the
Government of Oman

Permitted Tariff

Tariffs Customers are obliged to pay in consideration for Supply of electricity or for
Connection to a Distribution System or a Transmission System, which tariff shall be
determined in the manner stipulated in Article (9) of the Sector Law

PAEW

The Public Authority for Electricity and Water

PWP

The Oman Power and Water Procurement Company SAOC

R AEC

The Rural Areas Electricity Company SAOC

RO

Rial Omani

ROP

Royal Oman Police

SCRC

Schedule Charge Restriction Condition

Salalah IWPP

The Salalah Independent Power and Water Project

Sector Law

The law for the regulation and privatization of the electricity and related water sector
promulgated by Royal Decree 78/2004

Related Water

Desalinated water in the Sultanate of Oman which is combined or co-located with the
electricity sector and which is subject to regulation

The Authority

The Authority for Electricity Regulation, Oman, being the authority established
pursuant to Article (19) of the Sector Law
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2008 was a year of further progress and development in the Sultanate’s electricity and
related water sector. The Authority launched a major renewable energy initiative and
faced some unexpected regulatory challenges.
In terms of activity, registered customer accounts in the Sultanate increased by 26,729
to 597,323, 4.7% higher than in 2007. Total Supply to registered accounts Sultanate
reached 12.9 TWh, 15% higher than in 2007: MIS Supply recorded an annual increase
of 16%, RAEC Supply an increase of 14% and Supply from the Salalah Power System in
2008 was 5% higher than in 2007.
Average electricity supplied per account in 2008 was 21.5 MWh, this is 10% higher than in 2007 and confirms an increasing
trend in electricity intensity of economic activity.
All regions benefitted from sector related capital investment in 2008: licensed system operators approved 300 new
projects in 2008 with a total value of 115 million RO. Direct employment Omanisation in 2008 reached 80% (78% in
2007). Total (direct and indirect) electricity and related water sector employment increased to 6,239, 2% higher than in
2007 with Omanisation of 67% (2 percentage points higher than the 65% rate reported in 2007).
The commissioning of 363MW of net early power capacity at the SMN Barka production facility increased MIS net
contracted capacity to 3,392MW.
The Authority is pleased to report further improvements in efficiency. MIS technical and non technical losses in 2008
were 18.7%, a significant reduction on the 24.6% losses recorded in 2004. New distribution and Supply price controls
implemented by the Authority in 2008 provide licensees with incentives to reduce losses further: the Authority expects
MIS losses to fall to 14% by 2011 and to 7% to 9% thereafter. The value of 2008 MIS losses reductions is an estimated 4
million RO.
The efficiency with which gas is used to produce electricity and related water continues to improve: the specific gas
consumption of MIS connected generation in 2008 was 356 Sm3/MWh, 19% lower than the 1995 rate of 439 Sm3/MWh.
Following commissioning of two new CCGT in 2012 (Sohar II and Barka III) and the Ghubrah IWPP CCGT in 2013, specific
gas consumption is expected to reduce to 275 Sm3/MWh in 2014, this would be 23% lower than in 2008 and 37% lower
than in 1995.
In July 2008 Sohar Power Company completed an initial public offering (IPO) of 35 per cent of the shares of the Sohar
IWPP. The IPO was 21 times oversubscribed. This was Oman’s most successful electricity related public share offering to
date, highlighting the confidence of the Omani public and wider investment community in the electricity privatization
program.
Licensed Suppliers received 90.8 million RO of electricity subsidy in 2008 (MIS subsidy was 63.1 million RO and RAEC
subsidy 23.7 million RO). In 2009, MIS Subsidy is forecast to increase to 107.5 million RO due to increased payments
to new production facilities and significant increases in approved capital expenditure. Despite the increased level of
subsidy, underlying MIS subsidy in 2009 of 8.7 baiza/kWh would be lower than the 9.4 baiza/kWh of MIS subsidy in 2006.
RAEC subsidy in 2009 is forecast to increase to 28.8 million RO (82.1 baiza/kWh).
In 2007 the Authority commissioned COWI & Silver Circle to assess the Sultanate’s renewable energy potential and
recommend ways in which this potential could be used in an economic and sustainable manner. The Authority published
the results of the Renewable Energy study in May 2008 and was delighted by the positive response it received from both
international and local entities. The Authority is working to implement some of the study’s key recommendations that
are described in this report.
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CHAIRMAN’S FOREWORD

In October 2008 the Authority initiated its first formal Article 147 investigation concerning suspected irregularities in
arrangements for handling conflicts of interest on the part of Directors of the PWP, and their possible implications for
the Salalah IWPP competition managed by the PWP. During the course of the investigation the concerned Director
resigned from the PWP Board thereby removing the conflict.
Regrettably, there were three fatalities in the sector during 2008, two involving Muscat Electricity Distribution Company
SAOC and a third involving Majan Electricity Company SOAC. The Authority is concerned by these fatalities and an
apparent relaxation in the health and safety standards of certain licensees. The Authority will conduct comprehensive
HSE audits of two licensees in 2009 and take enforcement action to improve the safety of electricity sub stations and
related equipment.
Further details of the Authority’s activities in 2008 are provided in this our fourth Annual Report. The achievements and
progress reported herein reflect the significant contributions of electricity and related water sector companies and their
staff. The Authority is pleased to acknowledge these contributions and is grateful for the cooperation and support we
received in 2008.
On behalf of Members and staff of the Authority I would like to express our sincere gratitude to His Majesty Sultan
Qaboos bin Said for his vision, guidance and leadership and to His Majesty’s government for their continuing support.

Dr Saleh Al Alawi
Chairman
Authority for Electricity Regulation, Oman
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Customer Accounts
Registered electricity customer accounts in the Sultanate increased from 570,594 in 2007 to 597,323 in 2008, an increase
of 4.7% (this follows a 4% increase in 2007). MIS customer accounts increased by 4.7% in 2008 (4% in 2007), RAEC
customer accounts by 6.2% (7% in 2007) and Salalah system accounts by 3.9% (3% in 2007). Please refer to Figure 1 and
Table 1 of Annex C for further details.

Figure 1: Registered Customer Accounts by Company – 2007 & 2008

The MIS contributed to 89% of the increase in total accounts, RAEC 4% and DPC 7%. Mazoon accounted for 42% of the
increase in MIS accounts, Muscat 34% and Majan 24%.
Residential accounts contributed to 79% of the 26,729 increase in total accounts, Commercial accounts contributed to
16% of the increase. Government customers accounted for just 4% of new accounts.
Commercial accounts represent a significant proportion of the increase in accounts of all companies in 2008: ranging
from 19% of the increase in Muscat accounts to 13% of the increase in Mazoon accounts.
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Electricity & Related Water Sector Activity and Statistics

Electricity & Related Water Sector Activity and Statistics

Electricity Supply
Total electricity Supply to customers in the Sultanate in 2008 reached 12.9 TWh, a 14.8% increase on the 11.2 TWh
supplied in 2007.
MIS Supply increased by 16% in 2008 reflecting strong growth in Supply by Muscat (a 12.5% on 2007), Majan (an increase
of 22.5%) and Mazoon (an increase of 16.9%). RAEC Supply in 2008 was 14.1% higher than in 2007. Supply from the
Salalah Power System was 5.1% higher than in 2007, considerably less than the 13% growth reported between 2006 and
2007. Please refer to Figure 2 and Table 2 of Annex C for further details.

Figure 2: Electricity Supply by Company – 2007 & 2008

Figure 3 presents electricity Supply by tariff category for each of the three market segments in 2007 and 2008. Residential
customers accounted for 55% of total Supply in 2008: 56.4% of MIS Supply, 53.1% of RAEC and 39.1% of Supply from the
Salalah Power System.
Commercial customers accounted for 19.7% of total Supply in 2008 (compared to 19.5% in 2007). Supply to public sector
accounts (Government and Ministry of Defence facilities) accounted for 16.4% of total Supply in 2008, continuing the
downward trend noted in previous reports (19.1% in 2006 and 17.3% in 2007). Industrial customers accounted for just
7.7% of total 2008 Supply, although units supplied to Industrial customers was 65% higher than in 2005 underling the
rapid growth of this sector.
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Figure 3: Electricity Supply by & System – 2007 & 2008
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Electricity Supply per Account
For the Sultanate as a whole, electricity intensity (MWh per account) increased by around 10% from 19.6 in 2007 to 21.5
in 2008, please refer to Figure 4 and Table 3 of Annex C for details.
MWh per account registered increases in most tariff categories, market segments and regions, confirming a general
increase in the electricity intensity of economic activity.

Figure 4: MWh Supplied per Registered Account – 2007 & 2008

Electricity and Related Water Production – 2007 & 2008
Gross electricity generation in the Sultanate was 9.9% higher in 2008 than in 2007. Net generation (including PWP
purchases) was 11.2% higher than in the previous year. Total related water gross production increased by 7.2% in 2008
to 114 million m³.
Gross MIS generation increased by 10.3% in 2008, RAEC generation for rural systems was 12.9% higher than in 2007
and generation for the Salalah Power System 5.8% higher. MIS related water production was 7.1% higher in 2008 than
in 2007, RAEC related water production was 24.4% higher reflecting higher production at 4 of RAEC’s 5 cogeneration
facilities.
Figure 5 and Table 6 of Annex C present further details of gross and net electricity and related water production in
2008.
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Figure 5: Electricity & Related Water Production by System – 2007 & 2008

Gas Consumption
The electricity and related water sector consumes a significant share of the Sultanate’s gas reserves: reserves that are
subject to competing demands and supply constraints.
In 2008, total gas used for electricity and related water production at major production facilities was 5,311 million Sm3,
some 6% higher than in 2007. The increase in gas use should be viewed against increases in gross electricity and related
water production of 10% and 7%, respectively.
The efficiency of gas used to produce electricity and related water has been steadily improving, and is expected to
improve further. Between 1995 and 2008 net MIS electricity generation increased by 180% compared to a 127% increase
in gas consumption (for both electricity and related water production). The specific gas consumption of MIS connected
generation in 2008 was 356 Sm3/MWh around 19% lower than the 1995 rate of 439 Sm3/MWh. Figure 6 presents indices
of net generation, gas consumption and Sm3/MWh between 1995 and 2008 and projections to 2014 (1995=100).
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Figure 6: MIS net Generation, Gas consumption and Sm3/MWh: 1995 to 2014

The projected improvement in gas use efficiency by 2014 anticipates two new CCGT facilities in 2012 (Sohar II and Barka
III) and the Ghubrah IWPP in 2013 that will also be CCGT. As shown in Figure 6 by 2014 around 80% of total MIS net
generation is expected to be sourced from CCGT facilities.
Specific gas consumption in 2014 is expected to reduce to 275 Sm3/MWh, this would be 23% lower than in 2008 and 37%
lower than in 1995. These figures confirm the electricity and related water sector’s commitment to ensuring gas used
for electricity and related water production is used as efficiently as possible.
The principal drivers of improved gas use efficiency are increased use of CCGT, improvements in the heat rates of
new facilities and the use of larger unit set sizes in new production facilities. The Authority believes improvements in
economic dispatch will also contribute to gas use efficiency.
The sector is researching the availability, cost and security of supply of alternatives to gas fired generation. Initiatives
being taken by the Authority (renewable energy pilot projects in RAEC systems) and the Public Authority for Electricity
and Water (a feasibility study for a large scale solar plant) should accelerate the contribution of renewable energy to the
Sultanate’s fuel mix.
It is likely however, that future IWPP in Oman will be fuelled by coal, imported gas, or LNG. These fuels will increase
electricity and related water production costs, and electricity subsidy.
The Authority will initiate public consultation in 2009 on the introduction of Cost Reflective Tariffs for large consumers
of electricity to mitigate the impact on electricity subsidy of using higher cost alternatives to domestic natural gas.
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Production & Supply by Region - 2008
Figure 7 presents details of the regional distribution of electricity and related water sector activity in 2008.
Muscat Governorate continues to account for a significant share of the Sultanate’s electricity and related water sector
activity, although its shares of activity in 2008 were marginally lower than in 2007: 35% of gross electricity production
(37% in 2007), 49% of related water production (51% in 2007), and 42% and 31% of Supply and customer accounts,
respectively (compared to respective shares of 43% and 31% in 2007).
Reductions in the share of activity of Muscat Governorate reflect increased activity in other regions. For example, gross
electricity and related water production in North Batinah was 22% higher in 2008 than in 2007, electricity generation in
Mussandam was 13% higher than in 2007 and 18% higher in Al Wusta region.
Increases in electricity and related water sector activity across regions reflect the success of government economic
policies to promote economic development in all regions of the Sultanate. The electricity and related water sector has
a responsibility to ensure electricity is available to sustain and support these economic policies and facilitate economic
growth.
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Figure 7: Activity by Region (Production, Supply, Accounts and MWh per Account) - 2008
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System Losses
Technical and non-technical losses accounted for 18.4% of total units entering electricity systems in the Sultanate in
2008, a significant improvement on the 20.9% losses reported in 2007. 2008 MIS losses fell to 18.7% from 21.7% in 2007,
2008 RAEC losses at 14.2% were marginally lower than the 14.3% losses in 2007. Losses from the Salalah Power System
increased from 16.2% in 2007 to 16.9% in 2008.
The Authority views system losses as a performance indicator of efficiency. Figure 8 places the reduction in 2008 MIS
losses in context by showing annual MIS losses between 1997 and 2008.

Figure 8: MIS (technical and non-technical) Losses 1997 to 2008, 2011 Losses Target

Source: Pre restructuring data from MHEW reports, post restructuring data from the Authority

Between 1997 and 2004 (pre-restructuring) MIS equivalent losses increased steadily from 17.4% to 24.6%. Over the same
period, there was a 70% increase in electricity purchases (net MWh entering systems) and a 55% increase in Supply to
customers. Had the trend increase in MIS losses between 1997 and 2004 continued through to 2008, MIS losses in 2008
would have reached 29.1%, more than ten percentage points higher than actual MIS losses in 2008. Between 2004 and
2008 MIS losses fell from 24.6% to 18.7%, a 24% reduction in the losses rate. Over the same period, electricity purchases
increased by 35% and Supply to customers increased by 45%. Figure 9 summarises these performance measures pre
and post electricity sector restructuring.
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Figure 9: Change in MIS Purchases, Supply and Losses rate pre and post restructuring

Source: Pre restructuring data from MHEW reports, post restructuring data from the Authority

The Authority considers the losses reductions to be a direct result of the electricity sector restructuring, an indication
of improved efficiency and a source of significant cost savings. The cost savings of lower losses can be measured in a
number of ways: one approach would be to focus on marginal cost savings referenced to avoided fuel and operating
costs, an alternative approach would be to add estimates of avoided network investment to avoided fuel and operating
costs.
The Authority has estimated the costs savings of losses reductions assuming marginal generation costs of 10 RO per
MWh:
(i) had the trend increase in MIS losses observed between 1997 and 2004 continued through to 2008, the aggregate
value of savings resulting from MIS losses reductions between 2005 and 2008 is an estimated 32 million RO;
(ii) compared to the 2004 level of MIS losses, the aggregate value of savings resulting from MIS losses reductions
between 2005 and 2008 is an estimated 17 million RO;
(iii) the value of savings resulting from MIS losses reduction secured between 2007 and 2008 is an estimated 4 million
RO. Assuming this reduction in costs is secured on a permanent basis, the present value of losses reductions secured
between 2007 and 2008 is an estimated 51 million RO (at a discount rate of 8%).
The Authority has set an intermediate 2011 MIS losses target of 14%, this is shown in Figure 8. From 2009 the new price
controls of Muscat, Majan and Mazoon will not provide subsidy for actual losses above agreed benchmarks. Licensees
have a clear and strong incentive to reduce losses as they retain the financial benefits of reducing actual losses by more
than the benchmark amounts.
The Authority has a long term target for MIS technical losses of 7% to 9%.
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System Peak Demands: MIS and Salalah Power System
Figure 10 presents monthly MIS peak demands in 2007 and 2008.

Figure 10: Main Interconnected System Peak Demand - 2007 & 2008

Figure 11 presents Salalah Power System monthly peak demands in 2007 and 2008.

Figure 11: Salalah Power System Peak Demand - 2007 & 2008
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New Capacity in 2008
MIS net electricity generating contracted capacity increased to 3,392MW in 2008 following the commission of 363MW of
early power capacity at the SMN Barka facility. The SMN Barka facility will provide a total of 680MW of net power capacity
and 120,000 m3 per day of desalination capacity in 2009 when it enters full commercial operation.

Electricity & Water Sector Ownership
In July 2008 the Sohar Power Company completed an initial public offering (IPO) of 35 per cent of shares of the Sohar
IWPP, majority owned by GDF Suez. The IPO was 21 times oversubscribed confirming the confidence of the Omani public
and the wider investor community in electricity sector privatisation. The IPO was Oman’s most successful electricity
related public share offering to date: investors were offered 9,730,000 shares at 1.37 RO per share.

Figure 12: Electricity & Related Water Sector Ownership - 2008

Following the Sohar IWPP IPO the ownership structure of the electricity and related water sector is as shown in Figure 12.
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Approved Projects and Capital expenditure
Licensed system operators (OETC, Muscat, Majan, Mazoon and RAEC) approved 302 new projects in 2008, with a total
value of 115 million RO. Figure 13 presents details of the approved projects by company, region and value.

Figure 13: Project Approvals by Licensees in 2008

OETC accounts for 53% of projects by value, the highest share of all licensees, followed by Mazoon (17.9%), Majan
(10.6%), RAEC (9.8%) and Muscat (8.7%).
In terms of regional investment, the 48.7million RO of investment in the Muscat region accounts for 42.4% of total
approved projects by value. All regions will benefit from electricity sector investment reflecting the widespread scope
of electricity related activities throughout the Sultanate.
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Employment & Omanisation
The Authority undertakes an annual survey of electricity and related water sector (ERWS) employment and Omanisation.
The 2008 survey provided information on direct and indirect (contractor) employment by entity, by grade, by regulated
activity and region, and nationality (Omani nationals and expatriates).
Total sector employment (direct and contractor) is increasing in line with demand and output and has risen from 5,101
in 2005 to 6,239 in 2008, a 22.3% increase. Total sector employment was 2% higher in 2008 than in 2007, please refer to
Figure 14.

Figure 14: Total ERWS Employment by Type and Function – 2007 & 2008

Figure 15 shows the Omanisation share of direct and indirect employment in 2008.

Figure 15: ERWS Employment & Omanisation - 2008

Source: Authority 2008 employment survey
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Omani nationals accounted for 80% of total direct employment in 2008 (78% in 2007), and 61% of indirect employment
returning an overall Omanisation rate of 67%, 2 percentage points higher than the 65% Omanisation reported in 2007.
The Authority’s employment survey highlighted important changes in the underlying composition of electricity and
related water sector employment:
1) The net increase in 2008 employment of 99 employees reflects a reduction in RAEC employment of 292 and an
increase of 391 new positions in other activities. RAEC is in the process of closing diesel generation stations in Al
Sharquia (an area now supplied from the MIS) and relocating assets to other areas to reinforce existing systems and
establish new rural systems;
2) Production facilities accounted for 230 (59%) of the 391 increase in 2008 employment, Distribution & Supply
companies accounted for 125 (32%) of the increase.

Figure 16: ERWS Employment & Omanisation by Activity – 2008

Source: Authority 2008 employment survey

The Authority will undertake an extended employment survey in 2009 to secure additional employment related
information on issues such as employee turnover, retention rates, spending on training and development, and
recruitment related challenges faced by sector companies.
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Electricity & Related Water Sector Issues - 2008
Overseas visits

The Authority participated in a number of overseas visits in 2008:
1:

In May 2008 the Authority visited the USA as part of an Oman delegation invited by
the United States Department of Energy. The delegation visited Tampa Electric’s IGCC
power plant in Florida and attended the 7th Annual Conference on Carbon Capture &
Sequestration in Pittsburgh, Pennsylvania;

2: Also in May 2008 the Chairman of the Authority attended the Global Renewable Energy
Forum in Brazil and made numerous contacts that helped the Authority formulate and
implement its renewable energy strategy;
3: In July 2008 Authority representatives visited Spain to learn more about renewable energy
policies and initiatives in that country. The delegation visited the National Control Centre
of Redelectrica in Madrid and observed the world’s first wind energy national dispatch
facility. The delegation met with a regional electricity regulator in Andalusia, visited the
Solar Research Institute in Almeria, and Abengoa’s CSP facilities near Seville; and
4: In November 2008 the Authority was part of an Oman delegation that visited renewable
energy installations in Germany as guests of the German government. The delegation
visited the Fraunhofer Institute for Solar Energy Systems ISE in Freiburg and travelled
to Berlin for meetings with representatives of the German government and companies
operating in the renewable energy sector. The delegation also attended the 9th Forum of
Solarpraxis in Berlin.
Regulation Seminar – In February 2008 the Authority invited the Arab Regulators Forum to a seminar in Muscat
to share experience of electricity regulation in Oman. The seminar guest of honour, H.E.
Arab Regulators
Mohammed bin Nasser Al Khasibi, Secretary General of the Ministry of National Economy gave
Forum
an opening address highlighting the importance of good utility regulation to sector reform.
The seminar was extremely well received and helped raise the profile of Oman’s electricity
restructuring reforms.
Audits

In September 2008 the Authority retained Hobbs International Metering Consultancy Ltd to
conduct an audit of OETC’s compliance with the Metering and Data Exchange Code of the
Grid Code.

Memorandum of
Understanding –
Sultanate of Oman
and Tunisia

In June 2008 Dr. Saleh Al Alawi, Chairman and Member, and Amur Al Kiyumi, Member, led an
official Oman delegation to Tunisia for a ceremony to mark the signing of a Memorandum of
Understanding between the two countries. The Authority was invited to sign the MOU on
behalf of the Sultanate by the government and to coordinate exchanges of electricity related
experience, skills and know how contemplated in the terms of the MOU.

Report on
2003 Flood Damage
in Wadi Nafa’a
(near Bidbid)

In April 2003 heavy rain and flooding in Wadi Nafa’a near Bidbid caused extensive damage
to housing in the surrounding area and, very regrettably, loss of life. Bidbid citizens were
concerned that the flooding and damage to housing had been caused by protective walls
around three Over Head Line (OHL) steel towers located in the wadi. All three towers suffered
flood damaged, and in one case a tower collapsed and was damaged beyond repair. Bidbid
citizens were concerned about the reoccurrence of flooding and the risk this posed to the
health and safety of citizens.
The Bidbid Wali sought the Authority’s intervention to secure the removal of the remaining
flood wall protection. After an initial site visit the Authority formally investigated the matter
pursuant to its duty to safeguard the health and safety of the Public. The Authority retained
Lahmeyer International to assess:
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1)

the extent to which flooding and resulting damage had been caused by flood water
diverted by the OHL tower flood protection;

2)

the risk to the OHL towers of removing the tower flood protections and to identify
alternative means of protecting the towers in ways that would not divert water to local
housing; and

3)

Evaluate options for relocating the towers away from the wadi and the associated cost of
each option.

Following a detailed investigation, Lahmeyer reached the following conclusions:
1)

Damage to the houses and property in close vicinity of the OHL towers in 2003 could not
be directly and fully attributed to the flood protection. However, analysis indicated that
the tower flood protection had reduced the cross-section of the wadi, which increased
flow velocity and resulted in intensified scouring and damage to houses. While the OHL
tower flood protection may have exacerbated damage to housing and property, they
were not the principal or sole cause of the damage; and

2)

The OHL tower protection was subject to design flaws that did not take sufficient
account of the effects of scouring and did not therefore adequately protect the towers.
Lahmeyer recommend the remaining tower flood protection be removed, and the tower
foundations reinforced and anchored to solid rock, and clearances below the supporting
cross-beam structures heightened.

The Authority provided copies of Lahmeyer’s report to the Bidbid Wali, the United Power
Company SAOC, the Oman Electricity Transmission Company SAOC and the Public Authority
for Electricity and Water. The Authority expects the report’s recommendations to be
implemented in 2009.
Incidents

Mobaila Fatal Incident - 23rd April 2008
On 23 April 2008 at around 13:00 hrs a Muscat Electricity Distribution Company maintenance
team was conducting maintenance work on an 11 kV overhead line. One of the MEDC team
members climbed a pole carrying a live circuit. He was electrocuted and fell down the pole
sustaining fatal injuries. The Authority commissioned a formal investigation in coordination
with the office of the Public Prosecutor. The investigation identified several shortcomings in the
implementation of the MEDC Safety Rules. The main causes of the incident were the failure to test
the line before commencement of work in accordance with MEDC Safety Rules and procedures
and the failure to apply additional earths on the work site. The investigation also identified
shortcomings in the management of Health and Safety within MEDC. The investigation report
made recommendations to improve the management of Health and Safety in MEDC to prevent
the reoccurrence of similar incidents. The Authority issued its Investigation report on 6 July
2008 and submitted copies to MEDC and the Public Prosecutor. On 18 August 2008 the Public
Prosecutor decided not to pursue charges against MEDC and closed the case.
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Al Kamil Incident - 3rd June 2008
On 3rd of June 2008 following trips of two transmission circuits between Al Wasit and Wadi Jizi
in the Buraimi region, a loss of power at Al Kamil power station resulted in Supply interruptions
in the Al Sharqyah Region. Approximately 600 MW of demand was shed during the incident. At
the request of the Authority OETC engaged a consultant to undertake the investigation. The
Technical Directorate worked closely with OETC and the Consultant during the investigation.
The investigation recommended changes to protection settings and revised operational
procedures that have been implemented by OETC.

Quriyat Fatal Incident - 6th July 2008
On 6th July 2008 MEDC alerted the Authority to an incident that occurred on their system
in Quriyat. The Authority initiated a formal investigation into the incident and informed
the office of the Public Prosecutor. The investigation found that at around 7:15 AM an
emergency contractor working for MEDC was working on an 11 kV overhead line replacing
a faulty dropout fuse. At that time the Quriyat Area was subject to planned Load shedding
from 33 kV feeders of a Grid Station. The emergency contractor Supervisor instructed one of
his linemen to commence work on the dropout fuse without a permit to work. The lineman
followed the instructions and did not apply isolation or additional protective earthing on the
line. When electricity was restored and the un-isolated 11 kV line charged the electrician was
electrocuted and fell from the pole sustaining injuries that caused his death several days later.
The Investigation report identified numerous shortcomings in the management of Health and
Safety and the Health and Safety Culture within MEDC, and raised concerns relating to the
management of Health and Safety of contractor work. The Investigation report included an
evaluation of the implementation of recommended actions arising from the Mobaila incident
and concluded that a number of recommendations had not been fully implemented with
the required degree of urgency. The Authority issued its Investigation report on 18 August
2008 and provided copies to MEDC and the Public Prosecutor. The Public Prosecutor brought
charges against the contractor supervisor - the case is ongoing.
MEDC Health and Safety Audit
Investigation of the Mobaila and Quriyat fatal incidents has prompted the Authority to conduct
a full Health and Safety Audit of MEDC as part of the Authority’s 2009 work programme.
Ibri Fatal Incident - 17 August 2008
At around 13:20 on 17 August 2008 at Ibri on the network of Majan Electricity Company a
lineman working for a contractor sustained fatal injuries after being electrocuted. The Authority
commissioned a formal investigation in coordination with the office of the Public Prosecutor.
The investigation found the lineman had been electrocuted while changing an overhead line
to underground cable. The contractor had not executed the work in accordance with MJEC
Safety Rules and instructions. The lineman was not wearing suitable gloves as required by the
Safety Rules.
The Investigation Report concluded that “if the requirements of the MJEC Safety Rules and the
instruction for working on the live overhead lines had been followed there would have been
no incident.” The Investigation Report made a number of recommendations for immediate
implementation.
The Authority issued its Investigation Report on 22 October 2008 and provided copies to MJEC
and the Public Prosecutor. The Public Prosecutor did not bring charges against any Persons
involved in the incident and closed the case.
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Appropriate Person
criteria

In December 2008 Members approved a modification to the Appropriate Person criteria
published in accordance with Article (22) paragraph 18 of the Sector Law. The Authority can
only grant authorisations (licences and licence exemptions) to conduct a regulated activity to
Persons who comply with criteria.
In the course of the Salalah IWPP investigation the Authority became concerned that certain
entities afforded insufficient consideration to Article (80) of the Basic Law which states that:
“No body in the State may issue rules, regulations, decisions or instructions which contravene
the provisions of laws and decrees in force … which constitute part of the law …”
Members approved the following modification to the Appropriate Person criteria:
“Pursuant to Article 80 of the Basic Law of the Sultanate of Oman (promulgated by Royal Decree
101/90), the Authority will not grant a Licence if to do so would result in a contravention of the
provisions of any laws and decrees, or any agreements which constitute part of the laws of the
Sultanate of Oman.“
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Regulatory Focus - Renewable Energy
In May 2008 the Authority published a study it had commissioned to assess the Sultanate’s renewable energy potential.
The Study identified significant potential for electricity production using Solar and Wind based technologies. The
Study compared the cost of electricity produced using fossil fuels with the cost of electricity produced using renewable
energy, see Figure 17.

Figure 17: Electricity production Costs – Fossil Fuels vs Renewable Energy

Source: Authority Renewable Energy Study – May 2008

Solar electricity production costs are presently higher than the cost of electricity produced using conventional fossil fuel
technologies. The cost of Wind based electricity production is similar to fossil fuel generation (Wind costs are lower than
diesel generation but higher than electricity produced using natural gas). These comparisons are sensitive to a range of
assumptions including fuel and capital costs and do not reflect anticipated reductions in renewable energy production
costs (large scale solar in particular) that the Study suggests will see some convergence of costs. The costs presented in
Figure 17 do not reflect the environmental costs of fossil fuel use or the environmental benefits of renewable energy,
although the Study presented sensitivity analysis showing the increase in fossil fuel costs (and reductions in renewable
energy costs) assuming a carbon trading credit of 25.5 US$ per ton of CO2.
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The Study made recommendations to support the widespread implementation of renewable energy projects in Oman:
(1)

the establishment of a Designated National Authority to administer the UN clean development mechanism that
provides funding for renewable energy investments;

(2)

the immediate implementation of pilot projects in rural areas in coordination with RAEC;

(3)

Tax Credits and Investment Subsidies to promote renewable related investments;

(4)

a quota that would require renewable energy to account for a stipulated percentage of total electricity generation
capacity by, say, 2020;

(5)

changes to existing electricity market regulations to allow licensed distribution companies to purchase electricity
from renewable energy facilities;

(6)

the promotion of Oman based manufacturing of renewable energy products and the establishment of renewable
energy support services; and

(7)

Feasibility studies to confirm potential locations and costs of large scale solar plant, including Concentrated Solar
Power.

The Authority supports these recommendations and is working with competent authorities to promote and support
their implementation. The Authority views the recommendations as comprising a three stage renewable energy
strategy; this is summarized in Figure 18.

Figure 18: Renewable Energy Implementation Strategy
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Stage 1:

is the immediate implementation of pilot renewable energy projects in rural areas in coordination with
RAEC;

Stage 2:

is the design and implementation of policies to encourage and support investment in renewable energy so
as to ensure projects are developed in a systematic, coordinated, economic and sustainable manner. Stage 2
also involves further studies to confirm the feasibility of large scale solar; and

Stage 3:

is the implementation of large scale renewable energy projects in Oman.

The Authority has invited RAEC to identify possible locations for diesel hybrid pilot projects, and make information
available to potential developers. Several international and local companies have expressed interest in developing pilot
projects within the preliminary framework developed by the Authority and have submitted pilot project proposals to
the Authority for approval.
In April 2009 PAEW issued a tender to retain specialist consultants to undertake a full feasibility study for a large scale
solar plant in Oman. The feasibility study is expected to be completed in 2009 following which the PWP will initiate a fair
and transparent competition for what would be Oman’s first large solar power facility.
In May 2009 the Authority hosted Renewable Energy and Energy Efficiency seminars at the Al Bustan Palace Hotel,
Muscat. The Seminars included presentations by international experts and brought together policy makers, industry
specialists and electricity sector companies for roundtable discussions of various issues (Seminar agendas and copies of
presentations are available on the Authority’s web site www.aer-oman.org).
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Regulatory Focus - Article 147 Investigation
In February 2007 the Tender Board on behalf of the PWP issued documentation inviting interested bidders to pre qualify
for a competition for a new IWPP in Salalah. The PWP is required by the Sector Law and the PWP licence, to conduct
fair and transparent competitions for new capacity and output. The Sector Law requires the Authority to ensure PWP
conducts fair and transparent competitions.
The Salalah IWPP competition documentation envisaged the submission of bids by February 2008. In response to
various requests the bid submission deadline was extended and three bids were submitted to the Tender Board on 16
June 2008.
In January 2008 changes to the PWP Board of Directors included the appointment of a full time employee of Bank Muscat
(Bank Muscat’s General Manager, Wholesale Banking and, in that capacity, head of Corporate Finance and Advisory).
The Director in question was also appointed chairman of PWP’s internal audit committee.
In February 2008, PWP through the Tender Board awarded Bank Muscat a contract to provide financial advisory services
for a new green field IWPP (not the Salalah IWPP).
In May 2008, the Authority sought clarification of what safeguards PWP had in place to manage the conflict of interest
arising in relation to Bank Muscat’s advisory contract with PWP. In May 2008 PWP reassured the Authority that the
financial advisory contract had been awarded before the Director in question was appointed and that the then Chairman
of PWP had asked for arrangements to be put in place to avoid any future conflicts of interest.
In June 2008, PWP informed the Authority that it had received three bids for the Salalah IWPP. One bidder, Sembcorp
had prequalified in 2007 as a single entity but in February 2008 secured Tender Board approval for the Oman Investment
Company (OIC) to join it in a bidding consortium with a 40% share. PWP did not provide any further details on OIC and
did not identify its shareholders. When PWP provided this information to the Authority in September 2008, it emerged
that Bank Muscat had a 5% shareholding in OIC, and would therefore have an economic interest in the Salalah IWPP if
the Sembcorp/OIC consortium were to be awarded the Salalah IWPP project.
In September 2008, PWP informed the Authority that a preferred bidder for the Salalah IWPP had been identified:
the Sembcorp/OIC consortium. The Authority wrote formally to PWP to express concern about a potential conflict of
interest and requested clarification of safeguards in place to manage the apparent conflicts.
In October 2008, having received insufficient reassurances from the PWP the Authority launched a formal investigation
into the Salalah IWPP competition as it was required to do by Article (147) of the Sector Law. The investigation focused
on suspected irregularities in the arrangements for handling conflicts of interest on the part of directors of the PWP, and
their possible effect on the Salalah IWPP competition. The Authority’s investigation established that:
(a)

during the course of the Salalah IWPP competition a director of the PWP had an indirect economic interest in the
award by PWP of the contract for the Salalah IWPP. The PWP director repeatedly failed to declare this interest as
he was required to do and failed also to declare his interest in the green field advisory contract awarded by PWP
to the Advisory unit of Bank Muscat in February 2008;

(b)

the PWP director and PWP failed to take appropriate steps to neutralise the conflict of interest, a conflict that could
have jeopardized the fairness of the Salalah competition;

(c)

if the consortium in which the PWP Director’s employer had an economic interest were to win the competition
for the Salalah IWPP while the director remained on the PWP Board, the Authority would not have granted the
consortium the required licence. As the PWP director resigned from the PWP Board during the course of the
Authority’s investigation, the conflict of interest was removed;

(d)

having conducted a rigorous investigation the Authority was able to confirm the Salalah IWPP competition had
up to the time of the director’s resignation been conducted fairly, and that the conflict of interest did not, in fact,
affect the competition, although it could have done so;
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(e)

the investigation found no evidence of any wrongdoing on the part of Sembcorp or OIC;

(f)

the Salalah competition was conducted in accordance with PWP’s transparency obligations to bidders; and

(g)

the investigation identified serious shortcomings in PWP’s approach to sound corporate governance and
concluded this was an area in need of significant improvement.

The Authority was disappointed by PWP’s attitude to some of its regulatory obligations and on 13 April 2009 issued a
formal order under Conditions 6 and 8 of PWP’s licence requiring material changes in the nature, amount and quality
of information which it provides to the Authority in connection with future competitions and the timeliness with which
that information must be provided, including:
(a)

the number of bids received in a competition, and the names and addresses of the persons whom it intends to
pre-qualify;

(b)

the name and address of every bidder whom it intends to shortlist in the competition;

(c)

the name and address of every person who has a legal or beneficial interest of 5% or more of the issued share
capital of a bidder, or who has the power, in any other way, to control or materially influence the affairs of the
company in question;

(d)

any proposed change to the composition or economic interests (including roles and obligations) in any group of
bidders; the information provided must state the nature and extent of the respective interests and roles of the
companies in the group in question;

(e)

copies of all written communications between PWP and the Tender Board in relation to the competition; and

(f)

information as to any actual, potential or apparent conflict of interest which has arisen or may arise in or in
connection with the competition.

On 6th May 2009 a copy of the investigation report was placed on the Authority’s Public Register thereby fulfilling one
of the transparency obligations placed on the Authority by the Sector Law. Persons with an interest in the electricity and
related water sector are allowed access to the Public Register to review all information on it.
The Salalah IWPP investigation was thorough, and concerned a matter of considerable importance to the integrity of
the system for the award of contracts for new capacity by PWP. As a result of the Authority’s intervention the serious
corporate governance failings within PWP identified during the course of the investigation did not adversely affect the
conduct of the Salalah IWPP competition.
The reputation of Oman, and in particular of its electricity and related water sector, for fairness, transparency and integrity
in business is precious, and the Authority is committed to vigilant compliance monitoring and timely intervention to
protect it. The investigatory action taken by the Authority and the regulatory order issued to the PWP concerning the
conduct of future competitions for new capacity and output – will reassure industry players and potential participants
in the soundness and conspicuous fairness of our system.
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Further Market Liberalisation
Figure 19 presents the Authority’s assessment of the possible implementation of the four Liberalisation measures
identified in the Sector Law.

Figure 19: Further Market Liberalisation
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ARTICLE (29) REPORTING

ARTICLE (29) REPORTING

Electricity Subsidy
Article (18) of the Sector Law implements a mechanism through which the Ministry of Finance provides electricity
subsidy calculated by the Authority to four licensed suppliers (Muscat, Majan and Mazoon and the RAEC) on an annual
basis. The Authority undertakes two separate subsidy calculations: the first calculates MIS subsidy required by Muscat,
Majan and Mazoon, the second calculates RAEC subsidy.
Subsidy is defined as the difference between the economic cost of Supply (including financing costs) and Permitted
Tariff (and other) revenue. Economic Supply costs are derived as the sum of PWP, OETC, and Muscat, Majan and Mazoon
and RAEC price control Maximum Allowed Revenues (MAR). Subtracting customer tariff revenue (and other income)
from the MAR identifies the electricity subsidy requirement in a particular year.

MIS Subsidy
Figure 20 presents outturn MIS subsidy in 2008 by company.

Figure 20: 2008 MIS Outturn Subsidy by Company

Outturn MIS subsidy in 2008 was 63.1m RO, this is 8.6 m RO lower than forecast in our 2007 Annual Report. Lower than
expected 2008 Subsidy was primarily the result a significant increase in Customer Revenue. The 17% growth in 2008
customer revenue reflects a 16% growth in units supplied and a marginally improved rate of revenue collection.
Total 2008 MIS subsidy (63.1m RO) accounted for 26% of the total economic cost of Supply (242.9m RO). Mazoon, Majan
and Muscat accounted for 67%, 27% and 6%, respectively, of the total 2008 MIS subsidy. Mazoon continues to have the
highest subsidy requirement per kWh at 12.9 baiza/kWh, while Majan had a requirement of 6.4 baiza/kWh and Muscat a
requirement of just 0.7 baiza per kWh. The subsidy required by each company reflects differences in customer mix and
differences in the characteristics of their respective distribution systems.
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2009 MIS Subsidy Forecast
The Authority expects MIS subsidy of 107.5m RO in 2009, 44.4m RO higher than outturn MIS subsidy in 2008.
The increase in MIS subsidy reflects expected increases in economic costs and customer revenues of 28% and 13%,
respectively. Figure 21 presents the Authority estimates of 2009 MIS subsidy by company.

Figure 21: Subsidy Forecast - Main Interconnected System 2009

For further details of 2008 outturn MIS subsidy and the Authority’s estimate of MIS subsidy in 2009, please refer to
Annex D.
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Underlying Movement in MIS Subsidy: 2006 to 2009
Figure 22 presents the Authority’s underlying measure of MIS subsidy in 2006, 2007, 2008 and expected MIS subsidy in
2009. The underlying measure assumes revenues, costs and efficiencies were correctly forecast between 2006 and 2008
so as to return zero correction factors. The estimate of MIS subsidy in 2009 reflects the 2009 MAR of PWP, OETC, Muscat,
Majan and Mazoon and assumed growth in Supply (regulated units distributed) of 11.7%.

Figure 22: Underlying Movement in MIS Subsidy: 2006, 2007, 2008 and 2009 Forecast

Figure 22 indicates a steady reduction in underlying MIS Subsidy from 86.5m RO (9.4 baiza/kWh) in 2006 to 84.0m
RO (7.4 baiza/kWh) in 2008. Over the same period, customer revenue increased by 26% exceeding the 15% increase
in economic costs. The Authority believes better management of the Licensed Suppliers’ meter, reading, billing and
collection (MRBC) functions contributed to increased customer revenue, losses reductions and reduced MIS Subsidy
between 2006 and 2008.
The Authority estimates underlying MIS Subsidy in 2009 of 110.5m RO (8.7 baiza/kWh). Although the forecast of 2009
MIS subsidy is higher than outturn 2008 MIS subsidy, underlying MIS subsidy in 2009 of 8.7 baiza/kWh would be lower
than the 9.4 baiza/kWh of subsidy in 2006, and marginally higher than 7.4 baiza/kWh of subsidy in 2008.
As anticipated in our 2007 Annual Report, recent policy decisions are exerting upward pressure on economic costs
and electricity subsidy: in addition to strong growth in electricity demand, licensees are required to underground a
substantial proportion of new electricity lines and are replacing and upgrading their systems to comply with security
standards.
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Figure 23 presents a breakdown of the expected increase in MIS economic costs between 2008 and 2009, showing
the respective contributions of Procurement costs (PWP), Transmission costs (OETC) and Distribution & Supply costs
(Muscat, Majan and Mazoon).

Figure 23: Contributions to Increased MIS Economic Costs in 2009

Source: SCRC & Authority calculations

Of the 49.7 million RO increase in 2009 MIS economic costs:
I.

PWP procurement costs account for 38% of the total increase. The 19 million RO increase in procurement costs
reflects the first year of payments for full power and water capacity and output from the SMN Barka production
facility;

II.

Transmission costs account for 14% (6.8m RO) of the increase in economic costs, reflecting increased capital
expenditure to ensure the licensed transmission system can accommodate underlying growth, connection of new
production facilities and comply with approved security standards; and

III.

Distribution and Supply costs account for 48% (23.9m RO) of the increase in economic costs. As with OETC,
increased capital expenditure to accommodate underlying growth and secure compliance with approved security
standards are the principal drivers of cost.
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In 2008 OETC, Muscat, Majan, and Mazoon approved projects totalling 83m RO. Some of this expenditure was incurred
in 2008 and some in subsequent years as part of approved price control capital allowances for 2009 to 2011 shown in
Figure 24.

Figure 24: Capital Expenditure 2008-2011 – Licensed Networks (MIS)

Source: Licensee returns and price control allowances

The 119 million RO of price control capital allowances in 2009 represents a 38% increase on capital allowances in
2008. Total MIS capital expenditure increases further to 122m RO in 2010 and 125m RO in 2011 (45% higher than 2008
allowances). These increases in capital expenditure allowances of transmission and distribution price controls are the
principal driver of increased MIS subsidy in 2009.
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RAEC Subsidy
Outturn RAEC subsidy in 2008 is higher than forecast due to an additional allocation of subsidy made in response to
significant improvements in the quality of RAEC information submissions to the Authority.
RAEC Information Submissions
The Authority’s 2005 Annual Report expressed disappointment that the price control mechanisms in the RAEC licence
could not be implemented due to limitations in the quality and quantity of RAEC information. The 2006 Annual Report
confirmed the implementation of a simplified RAEC subsidy calculation to provide RAEC with strong incentives to
improve the quality and quantity of information provided to the Authority. Under this mechanism RAEC subsidy would
be based on 2005 costs indexed to increases in customer accounts and MWh supplied. With no assurance that allowed
revenue based on estimated costs would remunerate actual costs – the onus was on RAEC to improve the quality of
information provided to the Authority and confirm its actual costs. The 2007 Annual Report confirmed the continued
application of the simplified RAEC subsidy calculation but anticipated an improvement in RAEC information submissions
following changes in RAEC management.
In 2007 and 2008 RAEC and its shareholders requested additional subsidy in light of reported profits being lower than
expected (a direct consequence of RAEC’s actual costs being higher than assumed in the subsidy calculation). The
Authority rejected these requests as there has been no noticeable improvement in the quality of RAEC information
submissions.
The Authority is pleased to acknowledge significant and sustained improvements in the quality of RAEC information
submissions during 2008. As a result of the improvements the Authority has ‘adjusted’ 2008 RAEC subsidy to reflect actual
costs in that year and is finalizing RAEC price controls for 2009 to 2011 as envisaged in the RAEC licence. The Authority
is grateful to the Board and management of RAEC for the improvements made and is pleased that the mechanism
implemented to incentivize the provision of robust information has been shown to be effective.

RAEC Subsidy 2006 to 2009
Figure 25 confirms RAEC subsidy in 2008 and forecast RAEC subsidy in 2009.

Figure 25: RAEC Outturn Subsidy - 2009 Subsidy Forecast
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Outturn RAEC subsidy in 2008 was 23.7 million RO or 76.2 baiza/kWh, see Annex D for further details. The Authority
is forecasting 2009 RAEC subsidy of 28.8 million RO (82.1 baiza/kWh), an increase in subsidy that reflects significant
growth of RAEC output. The 2009 estimate of RAEC subsidy is provisional and was derived using a new price control
framework being discussed with the company. In determining 2009 subsidy, the Authority has again applied a revenue
target of 14.5 baiza/kWh (a target RAEC met in 2008 with average tariff revenue of 17.3 baiza/kWh).

Comparison of 2008 Subsidy by Company
Figure 26 presents a comparison of subsidy provided to Muscat, Majan, Mazoon and RAEC in 2008 and government
financial support to DPC in that year. The left hand panel presents subsidy (bazia) per kWh supplied, the right hand
panel shows subsidy (RO) per customer account.

Figure 26: 2008 Subsidy Comparisons

Two licensees, Mazoon and RAEC, accounted for 76% of total subsidy provided to licensed suppliers in 2008, and for 69%
of financial support to all companies. RAEC subsidy per kWh supplied and per account is significantly higher than other
companies (and excludes RAEC electrification funding provided in accordance with Article (87) of the Sector Law).
The subsidy requirements of all companies reflect nominal increases in economic costs (in line with higher output)
and Permitted Tariffs that in real terms decline year on year. A decision to index Permitted Tariffs to inflation would
reduce subsidy. This is a matter for the government. The Authority notes 2008 subsidy would have been higher than
the reported amounts had sector companies not secured the improvements in efficiency discussed elsewhere in this
report.
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Electricity Tariffs
The Sector Law requires all electricity supplied by licensed suppliers to be charged at a Permitted Tariff approved by the
Council of Ministers.
Figure 27 presents details of the present Permitted Tariffs for different customer categories, and Permitted Tariff fees for
the disconnection and reconnection of customer accounts.

Figure 27: Permitted Tariffs

No new Permitted Tariffs, or tariff modifications, were implemented in 2008.
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Regulation

REGULATION
Authority for Electricity Regulation, Oman
The Authority was established as an administratively and financially independent entity subject to State Audit Law by
Article (19) of the Sector Law. The Authority is competent to regulate the electricity and related water sector pursuant
to Article (2) of the Sector Law.
Authority Members are appointed by the Council of Ministers for three year terms. In February 2008 Members were
appointed for further three year terms.
The present Members of the Authority are:
z

Dr Saleh Mohammed Al-Alawi - non-executive Member (a part time appointment);

z

Amur Mubarak Al Kiyumi - non-executive Member (a part time appointment); and

z

John Cunneen - Executive Director and Member (a full time appointment).

Members are collectively responsible for managing the Authority’s affairs and for ensuring the Authority fulfils all of its
statutory functions and duties. Members met regularly throughout 2008 to administer the Authority’s affairs, on the
dates shown in Figure 28.

Figure 28: Member Meetings in 2008

As at December 2008 the Authority had 19 full time staff, most of whom are Omani Nationals with professional
qualifications.
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Funding
The Authority recovers all of its costs through licence fees. Fees are calculated by apportioning costs to each regulated
activity on the basis of the time expected to be spent regulating each activity. Figure 29 presents licence fee income by
regulated activity and the number of Licence Holders by activity, for 2005 to 2009, inclusive.

Figure 29: Licence Fees: 2005 to 2009

The increase in 2009 licence fees reflects the implementation of a new organisation structure approved by Members in
2008, and a contribution to the cost of establishing and moving to new offices. Licence fees fund all of the work items
identified in the Authority’s 2009 forward work programme (available for review at www.aer-oman.org).

2009 Forward Work Programme
Article (34) of the Sector Law requires the Authority to prepare a Forward Work Programme for the coming year, and
consult with Persons who may be affected by the proposed work. In December 2008 the Authority consulted on its
proposed 2009 Forward Work Programme and is in the process of implementing its constituent tasks. The Authority
intends to post periodic updates of progress in implementing the work programme on its web site to further improve
regulatory transparency.
Each Forward Work Programme identifies tasks the Authority intends to undertake in a relevant year. It is not always
possible to complete a work programme as expected, particularly if priority issues arise unexpectedly during the
year. For example, the Tropical Cyclone that hit Oman in June 2007 caused significant disruption to the planned 2007
work schedule. In 2008, the Article 147 investigation into the conduct of the Salalah IWPP competition resulted in the
Renewable Energy & Energy Efficiency seminars planned for November 2008 being postponed to 2009.
The 2009 Forward Work Programme approved by Members is presented in Annex E.
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Customer Affairs Directorate
The Customer Affairs Directorate is responsible for protecting and promoting the interests of electricity customers
and ensuring that the interests of electricity customers are afforded appropriate priority and attention within the
Authority.
The Directorate approves and monitors Licensed Suppliers’ codes of practice to safeguard interests of electricity
customers and takes up complaints on behalf of Customers who have been unable to resolve disputes directly with a
Licensed Supplier.
In 2008 the Directorate:
(i)

retained a Consultant to assist the development and implementation of Guaranteed and Overall Standards of
Performance that are expected to commence in 2009;

(ii)

approved amended formats for Electricity Bills to provide greater clarity and transparency of information to
Customers; and

(iii)

coordinated with the Ministry of Social Development to assist special needs customers.

In 2008, the Authority issued four Customer Complaint Determinations;
(i)

the first Determination concerned a Licensed Supplier attempt to recover unbilled revenue attributable to the
application of an incorrect tariff between May 2005 and May 2007. The Authority determined that the Customer’s
liability for unbilled revenue should not exceed 12 months;

(ii)

the second Determination related to a Customer’s request for compensation for financial loss due to frequent
Supply interruptions. The Authority concluded the Licensed Supplier could not have anticipated the Supply
interruptions or provided prior notification to the Customer, and had acted quickly to restore Supply. The Authority
Determined that no financial compensation was due to the Customer;

(iii)

the third Determination related to a Customer’s request for reimbursement of connection charges paid in January
2003. The Customer had an agreement with MHEW that he would be receive compensation for subsequent
connected customers benefitting from a line extension funded by him. Licensed Suppliers have a responsibility to
honour undertakings given by MHEW. The Authority Determined that the Licensed Supplier should compensate
the Customers on the agreed terms; and

(iv)

the fourth Determination related to a Customer’s request for electricity poles located in close proximity to his
land to be relocated and funded by a Licensed Supplier. The Authority Determined that in accordance with new
policy directives, the assets should be replaced with underground cables by the Licensed Supplier at no cost to
the Customer.
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Analysis of Customer Complaints
The Directorate received 65 complaints in 2008, a 30% increase on the number of complaints received in 2007. Figure 30
below presents an analysis of the issues that were the subject of customer complaints in 2008.

Figure 30: Types of Customer Complaint in 2008

Source: Authority Customer Complaints Database

Billing issues accounted for 48% of total customer complaints in 2008, with most Billing complaints relating to concerns
about High Billing. Requests to relocate assets (poles, transformers, and substations) accounted for 24% of complaints
in 2008, Disputed Meter Readings 9% of complaints, and Meter Tampering issues 8% of complaints.
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Economics and Financial Affairs Directorate
The Directorate is responsible for the economic regulation of the electricity and related water sector. This includes
setting and monitoring RPI-X price controls, and reviewing and approving electricity and related water bulk Supply
tariffs. The approved 2009 PWP Electricity and Water Bulk Supply Tariffs are shown in Figure 31, the 2009 RAEC Water
Bulk Supply Tariffs are shown in Figure 32.

Figure 31: 2009 PWP Electricity & Water Bulk Supply Tariffs
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Figure 32: 2009 RAEC Water Bulk Supply Tariffs

In 2008 the Directorate:
z

set new Distribution and Supply price controls for Muscat, Majan and Mazoon each covering the period 2009 to
2011;

z

agreed a 1-year extension for 2009 to the OETC price control. The Directorate is working to set a new price control
for OETC starting 1 January 2010 that we hope will be of 5 years duration;

z

progressed work on the setting of new PWP price controls; and

z

contributed to reviews and approval of RAEC requests for Electrification Funding submitted in accordance
with Article (87) of the Sector Law. The funding approved in 2008 included funding for a new generation and
desalination facility and distribution system in Al Duqm.
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Technical Directorate
The Technical Directorate is responsible for approving technical standards and for monitoring compliance with Industry
Codes, planning and operating standards, and Oman Electrical Standards. The Directorate represents the Authority on the
Grid Code and Distribution Code Review Panels and plays a lead role in technical and health and safety investigations.
During 2008 the Directorate:
z

managed Lahmeyer international conduct a review of the effects of a 2007 Tropical Cyclone on electricity
infrastructure. The Directorate will be working in 2009 to implement recommendations arising from the review to
improve the security and resilience of the electricity networks in Oman;

z

assisted a health and safety inspection conducted by an specialist consultant (Advantica) of safety aspects of
phase 1 Babcock boilers 4, 5, and 6 at the Al Ghubrah Power and Desalination Company SOAC (GPDC). The
Consultant identified unacceptable safety risks and made recommendations for immediate implementation to
keep the boilers in operation and safeguard the health and safety of staff. The Authority issued GPDC with a
Article 116 notice requiring full refurbishment of phase 1 Babcock boilers 4, 5, and 6 and the installation of a new
fit for purpose safety control system. The Authority expects all of required work to be completed in 2009;

z

the Directorate established a “Summer 2009 Task Team” with stakeholder representatives to agree actions to
minimize the risk of power Supply interruptions during summer 2009;

z

assisted international consultants identify the Sultanate’s renewable energy potential and the potential use of
renewable energy for electricity production;

z

worked closely with licensees to formalize and approve Distribution System Security Standards that now apply to
all connected customers;

z

contributed to reviews of capital and operating cost submissions of licensees as part of reviews to establish new
price controls and provided specific input to the formulation of targets for technical and non technical losses that
are a feature of new distribution and Supply price controls;

z

approved 2008 Capability Statements submitted by transmission and distribution licensees;

z

approved new meter testing regulations for fixed and mobile meter testing stations;

z

worked with RAEC to finalize and approve RAEC System and Generation Security Standards. The Distribution
System Security Standards followed the same principles as those for the MIS. Generation Security Standards were
developed on a deterministic (N-1) basis rather than a loss of load hour basis, as applies to the MIS.

Grid Code Review Panel
The Grid Code Review Panel (GCRP) met 3 times during 2008, see Figure 33.

Figure 33: Grid Code Review Panel Meetings in 2008

No new Contractor or Product Approvals were issued by the GCRP during 2008.
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Distribution Code Review Panel
The Distribution Code Review Panel (DCRP) met on 4 occasions during 2008 on the dates shown in Figure 34.

Figure 34: Distribution Code Review Panel Meetings in 2008

During 2008 the DCRP issued 10 new Product approvals and 21 Contractor approvals and renewals.

Licensing & Legal Affairs Directorate
The Directorate acts as legal counsel for Authority Members and acts to ensure Members’ decisions comply with the
requirements of the Sector Law and other applicable Laws. The Directorate is responsible for monitoring compliance
with conditions of authorizations granted by the Authority and for maintaining channels of communication with relevant
ministries and competent authorities to ensure the Authority has the information needed to provide requisite advice to
License Holders and Exemption Holders. The Directorate is also responsible for maintaining the Public Register.

During 2008 the Directorate:
(i)

Reviewed the license exemption application of SMN Barka Power Company SAOC (Exemption Order 1/2008 was
granted on 16 March 2008);

(ii)

Reviewed two license exemption applications submitted by Muriya Tourism Development. Company - for its
concession area in the Governorate of Muscat ( Al Sifah) and its concession area in Salalah, (ongoing);

(iii)

Participated in the review of the application submitted on behalf of Suez S.A for the change of control of the
Generation Licence held by Al Rusail Power Company S.A.O.C and United Power Company S.A.O.G and the
Generation and Desalination Licence held by SMN Barka Power Company S.A.O.C and Sohar Power Company
S.A.O.C. After satisfying itself that the said Licensees will remain Appropriate Persons after the change of control,
the Authority confirmed its approval for the requested change of control;

(iv)

Modified the Licence Exemption Order granted to Sohar Aluminum Company LLC to facilitate the sale of electricity
and / or related water not required for self Supply to authorized Persons; and

(v)

Participated in the review of the documents submitted to the Authority by Al Rusail Power Company S.A.O.C and
OPWP regarding the dispute concerning Al Rusail’s obligation to conduct Annual Performance Tests pursuant to
section 3-2 of Schedule A of the Power Purchase Agreement. The Authority determined the dispute in favour of Al
Rusail Power Company S.A.O.C.
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Oman-UAE Interconnection
The Sultanate of Oman and the United Arab Emirates signed a bilateral Electricity Interconnection Agreement in June
2004 two months prior to the promulgation of Royal Decree 78/2004 issuing the Sector Law. The Authority proposed
changes to the bilateral Electricity Interconnection Agreement to ensure compliance with the Sector Law. The proposed
changes were discussed and agreed by representatives of both countries in 2009.

Salalah IWPP
The Directorate participated in the review of the competition documents relating to the new Salalah IWPP. The
competition was managed by OPWP. The Authority has statutory duty under the Sector Law to ensure that OPWP
has conducted a fair and transparent competition. The purpose of the review is to ensure that prior to the grant of a
licence to Salalah IWPP project company the requirements of the Appropriate Person Criteria published by the Authority
pursuant to Article (22) of the Sector Law has been complied with by the consortium composed of Sembcorp, OIC and
Bank Muscat, the preferred bidder recommended by OPWP. The Authority identified a conflict of interest arising out of
the competition process due to the presence of an employee of Bank Muscat on the Board of Directors of OPWP. Finally
the conflict of interest is eliminated and the Authority confirmed the consortium as preferred bidder.

GCC Electricity Interconnection
The Authority participated in the review and discussions of the GCC Interconnection Agreements in coordination with
the Public Authority for Electricity and Water, Oman Power and Water Procurement Company SAOC, Oman Electricity
Transmission Company SAOC and other relevant government entities. There are two main Project Agreements: the
General Agreement and the Power Exchange and Trading Agreement (PETA). The first is a multilateral treaty to be signed
between the governments of the six GCC countries and the PETA is a commercial Agreement to be signed between
entities responsible for power procurement and transmission system operators in the GCC countries.
The Authority participated in a number of meetings and reviewed various drafts of the Agreements. It is planned to sign
the General Agreement in the first quarter of 2009.
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