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GlOSSARy OF tERMS

Cost-Reflective Amounts charged by a Licensed Supplier for Supply where no Permitted Tariff  
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

ERWS                                   Electricity and Related Water Sector

GCCIA Gulf Cooperation Council Interconnection Authority

IPO Initial Public Offering

Main Interconnected The interconnected systems of OETC, and the Muscat, Majan and Mazoon Discos
System or MIS 

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

RAEC 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 as amended by Royal Decree 59/2009

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 as amended

7
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CHAIRMAN’S FOREWORD

Oman’s electricity and related water sector has experienced 

significant and sustained growth since the new market structure 

was implemented on 1 May 2005. In presenting our 2009 Annual 

Report, it is appropriate to acknowledge and highlight some of the 

main sector developments and achievements of the last five years:

1.     Since 1 May 2005 the number of registered electricity customers has increased  by over 100,000, reaching 630,767     
in 2009;

2.     Over the same period electricity Supply to customers increased by over 50% or 5 TWh to 14.5 TWh in 2009. To 
place this in context, 5 TWh is more than Muscat Electricity Distribution Company SAOC supplied in 2005;

3.   Between 2005 and 2009 average electricity consumption per customer increased by 28% or 5,000 KWh. The annual 
rate of growth of electricity intensity is higher than the annual growth in customer connections. The Authority 
does not consider increases in electricity intensity  of this magnitude to be sustainable and believes more needs 
to be done to promote energy efficiency; 

4.    MIS electricity and related water sector production capacity has increased by 1,055 MW (42%) and 254,622 m3/day 
(92%) respectively since 1 May 2005 following the commissioning of the Sohar IWPP (590 MW and 134,622 m3/
day) in April 2007 and the SMN Barka IWPP (680 MW and 120,000 m3/day) in November 2009;

5.     Total electricity and related water sector employment (Direct and Contractor employees) increased by 35% from 
4,796  to 6,494. Direct employment of electricity companies increased by 82% ( from 1,080 in 2005 to 1,965 in 
2009) with Omani nationals accounting for 74% of the increase;

6.     There are welcome indications of improved efficiency: MIS losses declined from 25% in 2004 to just over 19% in 
2009; gas required to generate 1 MWh at MIS production facilities declined from 378 Sm3 in 2005 to 329 Sm3 in 
2009; and RAEC has increased the average kWh generated by a liter of diesel fuel from just over 3.36 kWh in 2005 
to 3.48 kWh in 2009, a 3.6% increase;

7.     Since 1 May 2005 the electricity sector has benefited from around 580 million Rial Omani of direct electricity 
subsidy and financial support: 425 million Rial Omani of MIS subsidy, 103 million Rial Omani of RAEC subsidy 
and 54 million Rial Omani of financial support for the Salalah System. Whilst the level of electricity subsidy has 
increased, on a per kWh basis MIS subsidy in 2009 (9.1 baisa per kWh) was lower than in 2006 (9.4 baisa per kWh) 
both in nominal and real terms. There is, however, strong upward pressure on subsidy due to the investment 
needed to accommodate demand growth and comply with policies such as undergrounding electricity cables 
and planning and security standards;

8.     Electricity transmission and distribution systems benefited from 445 million Rial Omani of capital investment 
between 2005 and 2009, all of this investment was funded by government. Investment in new production facilities 
is funded by the private sector. Since 2005 private sector investment has funded a new Sohar IWPP and the SMN 
Barka IWPP. Further capacity funded by private sector investment will be provided by the Salalah IWPP when it 
commences operations in 2011, and two further IPP in Sohar (750 MW) and Barka (750 MW) that will commence 
early power operations in 2012; 
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9.    Oman’s electricity privatisation programme is widely regarded as the most successful in the region. In addition 
to fully funding new production facilities, the policy allows Omani citizens to share the benefits of privatisation 
through Initial Public Offerings (IPO) of shares sold through the Muscat Securities Market. Citizens have secured 
shares in the Dhofar Power Company SAOG (in May 2005) and the Sohar Power Company SAOC  (in July 2008). 
Further IPO’s are expected from the SMN Barka IWPP and Al Rusail. The government was itself a beneficiary of 
privatisation following the successful privatisation of the Al Rusail facility in December 2006.

Further details of electricity and related water sector activity in 2009 are presented in this the Authority’s fifth Annual 
Report.

At the time of going to print the Sultanate was recovering from its second Tropical Cyclone (Phet) in 3 years (following 
Gonu in 2007). Cyclone Phet hit the east coast of Oman in early June causing considerable damage and disruption and 
some loss of life in the Muscat and Al Sharqia regions. The Authority extends its sincere condolences to all who suffered 
injury or loss as a result of the cyclone. The Authority wishes to acknowledge its appreciation for the way electricity sector 
companies worked to restore electricity supply in extremely adverse circumstances. A full assessment of damage caused 
by Cyclone Phet will be included in our 2010 report.

On behalf of Members and staff of the Authority I would like to express our 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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Electricity & Related Water Sector Activity and Statistics

Customer Accounts

Registered electricity customer accounts in the Sultanate increased from 597,323 in 2008 to 630,767 in 2009, an increase of 
5.6% (following a 4.7% increase in 2008). MIS customer accounts increased by 5.5% in 2009 (4.7% in 2008), RAEC customer 
accounts by 7.4% (6.2% in 2008) and Salalah system accounts by 6.2% (3.9% in 2008). Figure 1 and Table 1 of Annex C provide 
further details.

Figure 1: Registered Customer Accounts by Company – 2008 & 2009
 

The MIS contributed to 86% of the increase in total accounts (89% in 2008), RAEC 4% (unchanged from 2008) and DPC 
10% (7% in 2008).  Muscat, Majan and Mazoon accounted for 32%, 22% and 46%, respectively, of the increase in 2009 MIS 
accounts. 

Residential accounts contributed to 78% of the 33,444 increase in total accounts, and Commercial accounts 16% of the 
increase.  Government customers accounted for just 4% of new accounts.  

Rural 
Systems

Salalah  
System  

Muscat Majan Mazoon MIS RAEC DPC Oman
2008 Accounts 184,073 124,572 218,069 526,714 18,851 51,758 597,323

2009 Accounts 193,170 130,998 231,372 555,540 20,238 54,989 630,767

net change in Accounts 9,097 6,426 13,303 28,826 1,387 3,231 33,444

% change in Accounts 4.9% 5.2% 6.1% 5.5% 7.4% 6.2% 5.6%

Source: Company returns

Main Interconnected System

Net change in 
Registered 
Customer 
Accounts: 

2008 to 2009

9,097 6,426
13,303

28,826

1,387 3,231

33,444

Muscat Majan Mazoon MIS RAEC DPC Oman

Main Interconnected System Rural 
Systems

Salalah  
System
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Electricity Supply

Total electricity Supply to customers in the Sultanate in 2009 reached 14.5 TWh, a 12.7% increase on the 12.9 TWh supplied 
in 2008.  

MIS Supply increased by 12.3% in 2009 reflecting growth in Supply by Muscat, Majan and Mazoon of 8.2%, 13.4% and 18.5%, 
respectively.  RAEC Supply increased by 18.1% in 2009 and Supply from the Salalah Power System by 14.8%. Figure 2 and 
Table 2 of Annex C provide further details.

Figure 2: Electricity Supply by Company – 2008 & 2009

 

Figure 3 presents electricity Supply by tariff category for each of the three market segments in 2008 and 2009.  Residential 
customers accounted for 54.7% of total 2009 Supply: 57% of MIS Supply, 52% of RAEC Supply and 40% of Supply from the 
Salalah Power System. 

Commercial customers accounted for 19.8% of total Supply in 2009 and Industrial customers 8.1%. Supply to public sector 
accounts (Government and Ministry of Defence facilities) accounted for 15.9% of total Supply in 2009, continuing the 
downward trend noted in previous reports (19.1% in 2006, 17.3% in 2007, and 16.4% in 2008). 
 

Muscat Majan Mazoon MIS RAEC DPC Oman
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Electricity Supply per Account

For the Sultanate as a whole, electricity intensity (MWh per account) increased by 6.7% from 21.5 in 2008 to 23 in 2009, please 
refer to Figure 4 and Table 3 of Annex C for details.  MWh per account increased in most tariff categories, market segments 
and regions, confirming a general increase in electricity intensity throughout the Sultanate.

Figure 4: MWh Supplied per Registered Account – 2008 & 2009

 

Electricity and Related Water Production – 2008 & 2009

Total gross electricity generation in 2009 reached 18.4TWh, 14.9% higher than in 2008, net generation (including PWP 
purchases) was 12.6% higher. Total related water gross production in 2009 declined by 0.6% to 113.3 million m³ whereas 
related water net production increased by 16.4% to 116 million m³.

Gross MIS generation increased by 14.6% in 2009, RAEC generation for rural systems by 13.4% and generation for the Salalah 
Power System by 18%. 2009 MIS net related water production was 16.3% higher than in 2008 and RAEC net related water 
production 22% higher.

Figure 5 and Table 6 of Annex C present further details of gross and net electricity and related water production in 2009.
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Figure 5: Electricity & Related Water Production by System – 2008 & 2009

 

Gas Consumption

Major electricity and related water production facilities consumed 5,931 million Sm3 of natural gas in 2009, 11.1% more than 
in 2008.  Increased gas use reflects increases in gross electricity production and net related water production of 14.7% and 
16.3%, respectively.

The efficiency of gas used for electricity and related water production continues to improve: the specific gas consumption 
of MIS connected facilities declined from 439 Sm3/MWh in 1995 to 356 Sm3/MWh in 2008, a 19% reduction, and in 2009 
declined further to 329 Sm3/MWh.   Figure 6 presents details of gas consumption at major production facilities in 2008 and 
2009.
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Figure 6: Gas Consumption at Major Production Facilities: 2008 and 2009

 

Electricity & Related Water Sector Activity by Region - 2009

Figure 7 presents details of the regional distribution of electricity and related water sector activity in 2009.
  
Muscat Governorate continues to account for a significant share of the Sultanate’s electricity and related water sector 
activity: 33% and 45% of gross electricity and related water production, respectively, 41% of total electricity Supply and 31% 
of registered accounts.  However, Muscat Governorate’s shares of sector activities are lower than in 2008 reflecting increased 
activity in other regions. For example, gross electricity production in South Batinah was 42.7% higher than in 2008, electricity 
generation in Al Wusta and Dhofar regions was 22.4% and 18.4% higher, respectively. 

Increased electricity and related water sector activity across regions reflects the government’s policy commitment 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 this policy.
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System Losses

Technical and non-technical losses accounted for 18.9% of total units entering electricity systems in the Sultanate in 2009, a 
marginal improvement on the 19% losses in 2008.  2009 MIS losses reduced to 19.1% from a corrected 19.4% in 2008, RAEC 
losses declined to around 10% whereas losses from the Salalah Power System increased from 16.9% in 2008 to 19.2% in 2009 
as a result of operating the system in stressful conditions.

The Authority views system losses as a performance indicator of efficiency.  Figure 8 confirms annual reductions in MIS losses 
since 2005:  while these reductions are welcome the rate of reduction is slower than expected.

Figure 8: MIS (technical and non-technical) Losses 1997 to 2009, 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, electricity purchases (net MWh entering systems) increased by 70% and Supply to customers by 55%.   Had the trend 
increase in MIS losses between 1997 and 2004 continued through to 2009, MIS losses in 2009 would have reached 30%, over 
ten percentage points higher than actual MIS losses in 2009.  Between 2004 and 2009 MIS losses fell from 24.6% to 19.1%, a 
16% reduction in the losses rate whereas electricity purchases increased by 52% and Supply to customers by 63% over the 
same period.  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 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 do 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 but are penalised if they fail to meet the benchmarks. 

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 2008 and 2009. 

Figure 10: Main Interconnected System Peak Demand - 2008 & 2009

Figure 11 presents Salalah Power System monthly peak demands in 2008 and 2009.

Figure 11: Salalah Power System Peak Demand - 2008 & 2009
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New Capacity in 2009

MIS net electricity generating contracted capacity increased to 3,700MW in 2009 following full commercial operation of the 
SMN Barka facility that provides 680MW of net power capacity and 120,000 m3 per day of desalination capacity. 

RAEC continues to expand its operations in rural areas and in 2009 commissioned a new 1.9 MW production facility in Dhafrat 
in Al Wusta.  

Electricity & Water Sector Ownership

In 2009 the Electricity Holding Company SAOC acquired a 54% shareholding (10.6 million shares) in the Dhofar Power 
Company SAOG leaving private shareholders with 11% of DPC shares and 35% traded on the Muscat Securities Market.  The 
Authority hopes EHC’s shareholding will facilitate the anticipated restructuring of the Salalah Concession Agreement to align 
the electricity market in Salalah with the market structure elsewhere in Oman.         

Figure 12: Electricity & Related Water Sector Ownership - 2009 
 

The ownership structure of the electricity and related water sector at the end of 2009 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 381 new projects in 2009, with a total value 
of 177 million RO.  Figure 13 presents details of approved projects by Licensee, region and value.

Figure 13: Project Approvals by Licensees in 2009

 
 

OETC accounts for 48% of approved projects by value, the highest share of all Licensees, followed by RAEC (29%), Mazoon 
(11%), Muscat (8%) and Majan (4%).  

In terms of regional investment, the 44.6 million RO of investment in the Muscat region accounts for 25% of total approved 
projects by value.  

All regions will benefit from the electricity sector investments approved in 2009 confirming 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 employment and Omanisation.  This section 
presents information from the 2009 survey 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 Indirect) in the electricity and related water sector is increasing in line with demand and 
output.  Total employment has risen from 5,101 in 2005 to 6,494 in 2009, a 27% increase.  Total sector employment was 4.1% 
higher in 2009 than in 2008, see Figure 14.

Figure 14: Total ERWS Employment by Type and Function – 2008 & 2009 

Source: Authority 2009 employment survey

Figure 15 shows the Omanisation share of Direct and Indirect employment in 2009. 

Figure 15: ERWS Employment & Omanisation – 2009 

Source: Authority 2009 employment survey
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Omani nationals accounted for 83% of total Direct employment in 2009 (80% in 2008), and 56% of Indirect employment (61% 
in 2008) equating to a sector  Omanisation rate of 64%, 3 percentage points lower than the 67% rate of sector Omanisation 
in 2008.  

The Authority’s annual employment survey highlights changes in the underlying composition of electricity and related water 
sector employment, see Figure 16: 

n Direct employment accounted for 30% of total sector employment In 2009, and Indirect employment 70%; 

n There was a net increase in total employment of 255 in 2009; 

n The reduction in OETC employment reflects lower Indirect employment (69 fte) and higher Direct employment (25 fte), 
with 75% of the increase in Direct employment attributable to Omani nationals; 

n The 262 net increase in Distribution and Supply employment reflects a 12% increase  in Indirect employment (from 1812 
to 2032) due to the increased number of projects being implemented by these licensees;  and

n Distribution and Supply licensees accounted for 74% of the increase in 2009 total employment, RAEC accounted for 21% 
of the increase.

Figure 16: Employment & Omanisation by Activity – 2009

Source: Authority 2009 employment survey

The Authority extended the 2009 employment survey to collect information on Direct employment issues such as female 
participation,  employee turnover, retention rates, spending on training and recruitment challenges.  Survey findings are 
summarised in Regulatory Focus #1of this report and a full tabular presentation of  2009 ERWS employment is presented in 
Annex F. 
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The Authority participated in a number of overseas visits in 2009:

1. In June 2009 the Authority’s Executive Director travelled to Seoul as a guest of the Korean 
overseas trade association (KOTRA) to meet Korean companies seeking renewable 
energy related investment opportunities in Oman;

2. Between the 18th to 21st October 2009 Qais Al Zakwani, the Authority’s Deputy Executive 
Director, attended the World Forum on Energy Regulation in Athens, Greece. The Forum 
attracted high level and experienced regulators from many countries to discuss the 
further development of independent utility regulation and the role customers play as a 
market driver of energy demand and services in developed countries; and

3. In November 2009 the Authority joined an Oman delegation participating in the Third 
Concentrating Solar Power Summit in Seville, Spain.  The visit provided valuable insights 
to approaches adopted by other countries to promote large scale solar projects.

Environmental Audits 
 
During 2009 the Authority conducted environmental audits of OETC, Muscat, Majan and 
Mazoon.  The audits, led by a specialist consultant (WSP) and supported by the Technical 
Directorate, reviewed the environmental management functions of each business, and 
compliance with environmental laws and regulations.  The audits identified a generally 
low level of environmental awareness and compliance for each Licensee.  The audit reports 
provided to Licensees included guidance and recommendations for improvement. The 
Authority will follow up and monitor Licensee compliance with each of the respective audit 
findings throughout 2010.

Health and Safety Audits
 
The Authority retained an experienced and independent consultant (KEMA) to conduct 
rigorous and thorough Health and Safety (HSE) audits of Muscat and RAEC.   The HSE audits 
scrutinised each Licensee’s Health and Safety Culture at all levels and included meetings with 
the Board Chairperson, senior management, and safety managers and officers in the field.  
The audits reviewed all safety documents including HSE Policies, rules, procedures, plans, 
equipment standards, etc. Documentation was assessed against HSE laws and regulations. 
Audit conclusions for Muscat and RAEC are summarized below.         

Muscat HSE Audit 2009
 
The Audit concluded Muscat was not complying with its Health and Safety obligations under 
relevant laws and the company’s Licence.  A key conclusion was that certain failings exposed 
the public, Muscat staff and contractors to unacceptable risks. The audit report included 44 
detailed recommendations in the form of 9 immediate actions, 17 short term actions and 18 
longer term actions. 

RAEC HSE Audit 2009

The Audit concluded RAEC was not complying with its Health and Safety obligations under 
relevant laws and the RAEC Licence.  A key conclusion was that certain failings exposed 
the public, RAEC staff and contractor’s to unacceptable risks.   The audit found that some  
power plant and equipment RAEC inherited from MHEW did not comply with modern safety 
practices, rules and legislation and that RAEC was developing new stations using outdated 
and inappropriate designs. The Audit report included 43 detailed recommendations in the 
form of 13 immediate actions, 19 short term actions and 11 longer term actions. 

Overseas visits

Audits

Electricity & Related Water Sector Issues - 2009
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Follow up of corrective actions 

The Authority agreed action plans with Muscat and RAEC to implement corrective actions 
and holds monthly meetings with each Licensee to monitor the implementation of the 
action plans. In addition to providing support to each Licensee, the meetings ensure a strong 
focus is maintained on key HSE issues.

The Authority investigated three fatal incidents during 2009. 

Incident near Al-Harthy Complex on 27 September 2009
 
At around 03:00 on the 27th of September 2009 a workman was found dead near a structure 
supporting flood lights on the Federici Stirling Batco  L.L.C site near the Al Harthy Complex in 
Qurum. The Authority was asked by the Public Prosecution Office to investigate the incident.  
The investigation found that the electrical system was poorly installed and did not comply 
with Oman Electrical Standard OES 4. Additional flood lights installed on the site were 
mounted on a metal structure that was live at 240 V. The workman received an electric shock 
following contact with that structure. 

The Authority issued its report to the Public Prosecution Office and in light of the 
investigation findings is considering options for monitoring and enforcing OES compliance 
on construction sites. The Authority asked the Oman Society of Contractors to remind its 
members of the obligation to comply with Oman Electrical Standard 4 (requiring electrical 
wiring at construction sites to be implemented in a safe manner).

Lima Incident at Lima on 21 November 2009

At around 09:00 on 21 November 2009 on a RAEC network in Lima, Khasab two linemen from 
United Engineering Projects were connecting a new customer from a nearby Low Voltage 
overhead line. The lineman fell from a pole sustaining fatal injuries. The Authority initiated 
a formal investigation and informed the Public Prosecution Office.  The investigation found 
that the deceased had been wearing a safety belt but had at some point un-strapped it from 
the pole. The autopsy found no physical evidence of electrocution and the cause of the 
fall could not be determined.  The investigation identified shortfalls in the management of 
Health and Safety within RAEC and noncompliance with RAEC Safety Rules. 

The Authority issued its report on 15 February 2010 and sent a copy to the Public Prosecution 
Office.  

Incident at Liwa, Al Zahiyah on 20 December 2009
 
On 20 December 2009 in the village of Al Zahiyah in Liwa on the Majan network a 17 year 
old boy was electrocuted following contact with a live suspended stay wire that had become 
disconnected from its ground connection and touched live parts of a Drop out fuse terminal. 
The Authority initiated a formal investigation into the incident.  The time at which the stay 
wire became disconnected from its ground connection could not be established. However, 
the investigation concluded that the Oman Electrical Standards did not provide sufficiently 
clear guidance on the design criteria for determining the location of stay insulators. This 
incident also highlighted how vandalism can compromise the safety of electrical assets. The 
investigation identified some post incident failures by Majan in relation to compliance with 
the Majan Safety Rules and the Distribution Code. 

The Authority issued its investigation report on 1 February 2010 following which the Public 
Prosecution Office filed charges against a Majan Operation Engineer. 

Fatal Incident 
investigations 
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Seeb Main blackout Incident 29 April 2009
 
A fault on 132/33kV transformer #1 at Seeb Main grid station resulted in a major loss of 
supply to customers in Seeb on the evening of 29 April 2009.  The Authority investigated the 
incident and found that the failure was due to an internal transformer fault that could not 
easily be repaired, forcing OETC to replace the transformer. OETC did this in less than three 
and a half days, during which OETC and Muscat shifted load to other substations to avoid 
further load shedding. The Authority’s investigation report recognised OETC’s impressive 
performance when replacing the damaged transformer, but highlighted deficiencies in the 
operation and maintenance procedures followed.

Fire at Bousher Grid Substation: 19 October 2009
 
On 19 October 2009 a fire broke out at 3:20 am at Bousher Grid Substation resulting in a 
complete loss of electricity Supply to areas served by 8 Muscat primary sub stations affecting 
19,000 customers.  Emergency services attended the scene and  the fire was extinguished by 
8:30 am.  The fire destroyed one of the three transformers at the grid sub-substation. Damage 
to 132 kV cables delayed the return to service of two transformers that were undamaged. 
OETC and Muscat worked quickly to restore Supply.  The Ansab Sewage Treatment Plant 
and the Ministry for Defence allowed their diesel units to generate and Supply customers in 
affected areas.  The Authority is extremely grateful for this cooperation.  

OETC Incidents at Al Ghubrah on 28 October 2009 and 8 November 2009
 
On 28 October 2009 a fault on the OETC transmission system resulted in Al Ghubrah power 
station becoming disconnected from the grid causing supply interruptions to customers 
in the Ghubrah area.  Approximately 60 MW of demand was shed during the incident. On 
8 November, an attempt by OETC to reenergise the feeder damaged in the first incident 
resulted in widespread Supply interruptions in Muscat, and the disconnection of transmission 
plant and generation as far away as Barka and Jahloot.  The Authority engaged a specialist 
consultant (Vector Power Solutions) to investigate both incidents, and any latent deficiencies 
in the design, operation and maintenance of the OETC network that may have contributed 
to the failures. 

The investigation identified several problems, including protection design problems that had 
remained dormant in the system since being commissioned by MHEW, operational issues, 
and resourcing issues within the OETC protection department.  Initial recommendations 
for immediate short-term corrective actions were sent to OETC on 16 December 2009. The 
Authority presented the investigation findings to the OETC Board and senior management 
on 22 February 2010.

The “Summer 2009 Executive Task Team” (ETT-2009) worked to minimize the risk of power 
supply interruptions during summer 2009.  The ETT-2009 helped secure full generating 
capacity from the SMN Barka II power plant before 2009 summer peak demand and the 
installation of reactive compensation at various locations on licensed systems.  

In June 2009 the Authority established an Executive Task Team (ETT-2010) chaired by the 
Executive Director of the Authority and senior management representatives of Licensees and 
PAEW.  The ETT’s principal remit is to identify actions to be taken by Licensees to safeguard 
the security of electricity supply in 2010 and 2011.  No new IPP / IWPP MIS contracted capacity 
will be commissioned in 2010 and 2011 and as electricity demand growth remains strong, 
the Authority is concerned that a shortfall of firm generation capacity may have serious 
implications for system security and electricity supply.    In November 2009, the Authority 
appointed a consultant (SKM) to identify locations where generation could be safely installed 
before May 2010.  OETC prioritised sites to secure maximum benefit to the total system and  
PWP floated a tender for  117MW of temporary generation at the selected sites in 2010.

Executive Task Team 
Summer 2010
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Two laws promulgated in 2009 confirmed the functions and duties of PAEW and its 
relationship with the Authority: 

1. Royal Decree 58/2009 confirms the rules applicable to PAEW, its objectives, management 
structure and financial system; and  

2. Royal Decree 59/2009 amends certain provisions of the Sector Law, as follows:
 
 I. A Strategic Investment Decision is defined as a PAEW decision requiring investment  

 in regulated activities in the public interest; 

 II. Research and Development Projects are defined as experimental research projects  
 related to regulated activities to assist the introduction of new technologies;

 III. An amendment to Article (25) of the Sector Law requires the Authority to respond  
 to PAEW requests for consultation and support for the restructuring of the  
 unrelated water sector; and

 IV. An amendment confirming PAEW’s right to approve and publish criteria for  
 Research and Development Projects after coordination with the Authority. The  
 Authority is required to consult with Licensees and Exemption Holders who may be  
 affected by a Research and Development Project and assist the implementation of  
 such projects (see Article (122) of the amended Sector Law). 

In May 2009 the Authority hosted seminars on Renewable Energy (10th & 11th May) and 
Energy Efficiency (12th May) at the Al Bustan Palace hotel in Muscat.  The renewable energy 
seimnar was opened by HE Mohammed Nasser Al Khasibi, Secretary-General MNE and the 
energy efficiency seminar by HE Mohammed Al Mahrouqi, PAEW Chairman.    

The seminars included presentations by international experts and workgroup discussions 
that focused on practical aspects of energy efficiency and renewable energy initiatives 
successfully implemented in other jurisdictions.  The seminars brought together international 
industry experts, members of the public, policy makers and government officials as well as 
private sector developers (photographs of the event are shown in Annex E).

The seminars highlighted a number of important renewable energy initiaties that follow 
recommendations in the Authority’s 2008 renewable energy study:  the Authorty announced 
details of its pilot project initiative whereby developers were invited to present proposals 
for hybrid renewable-diesel projects connected to a RAEC rural system.  PAEW confirmed 
the appointment of international consultants to conduct a feasibility study for what would 
be the Sultanate’s first large solar project.  Results of the fesibility study are expected to be 
presented to PAEW in 2010. 
 
On 2 June 2009 at its session 18/2009 the Council of Ministers approved recommendations 
for the future restructuring and regulation of the water sector. The Council confirmed the 
respective roles and responsibilities of the Ministry of Regional Municipalities and Water 
Resources, the Public Authority for Electricity and Water, the Electricity Holding Company 
SAOC and the Oman Power and Water Procurement Company SAOC. The Authority was 
assigned a number of important responsibilities including the role of water sector regulator 
responsible for the issuance and implementation of regulatory systems pertaining to cost 
recovery mechanism, quality of service and consumer relations.

PAEW

Renewable Energy 
& Energy Efficiency 
Seminar

Water Sector 
Restructuring
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In June 2009 PAEW initiated consultation on the possible implementation of a coal fired 
IWPP in Oman.  In its response to the consultation the Authority agreed with PAEW that a 
decision to proceed with a coal IWPP should consider the environmental implications and 
how environmental compliance costs might increase the economics of coal fired generation.  
The Authority proposed that the electricity water sector be afforded a higher priority in gas 
allocation decisions as this would help avoid the need to use coal in the medium term.  

In October 2009 the Authority initiated public consultation on proposals for Cost Reflective 
Tariffs for large consumers of electricity. The Authority is considering responses to the 
Consultation (including from public and private sector entities, electricity consumers and 
potential investors) and remains committed to implementing Cost Reflective Tariffs as soon 
as possible. Few changes are envisaged to the tariff proposals outlined in the Consultation 
Paper. The Authority expects to publish a consolidated response to all consultation responses 
and its final tariff proposals in 2010.

In 2008 the Authority published a Renewable Energy Study that confirmed the availability 
of solar and wind energy resources in the Sultanate.  The Authority accepted a Study 
recommendation for pilot projects in rural locations presently supplied by RAEC diesel 
generation and invited developers to submit pilot project proposals. 

During 2009 the Authority received and evaluated proposals from 12 developers for a total of 
35 pilot projects with potential aggregate capacity of around 48.7 MW: 2 wind projects with 
total capacity of 4.7 MW and 33 solar projects with aggregate capacity of 44 MW. Proposals 
were submitted by Omani entities, and developers from Japan, Turkey, South Korea, Holland, 
Germany, and the United States.

In April 2010 the Authority published a shortlist of six pilot projects (see www.aer-oman.org 
for details) and is discussing their implementation with RAEC and project developers. The 
Authority is grateful to RAEC for the valuable assistance and support provided to developers 
during the evaluation process.

Between the 7th and 9th December 2009, the Deputy Executive Director attended the first 
Oman Youth Summit at the Al Nahda resort in Barka to participate in a discussion about 
energy diversity and security.  

Article (87) of the Sector Law provides a mechanism by which the Authority approves funding 
for rural area electrification. No applications were submitted by RAEC for electrification 
funding in 2005 and 2006, since when the RAEC Board and management have submitted 
requests for 41 electrification projects with a total value of 81 million RO. The Authority has 
confirmed Article (87) approval for 15 projects with a total value of 60 million RO (74% of 
requested funding) of which 49 million RO provided RAEC with funding for a new 70 MW 
diesel station and distribution system in Al Duqum.

Oman Youth Summit

RAEC Electrification 
Funding

Public Consultation: 
Cost Reflective 
Tariffs

Renewable  
Energy Initiative: Pilot 
Projects

PAEW Consultation 
on a possible coal 
IWPP
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Regulatory Focus #1:  Extended Direct Employment Survey  

To mark the fifth year of the new electricity and related water sector structure the Authority extended the scope of its 
annual employment survey to gather additional information on Direct employment issues such as female participation, staff 
turnover and employment duration, skill shortages and staff training expenditure.  The Authority retained Arabian Research 
Bureau LLC (“ARB”), an Oman based research organisation, to design a survey questionnaire and help analyse results.  The 
survey focused on Direct employment only (not contractors) and secured responses from 15 companies (14 licensees and 
DPC SAOG) for the period 1st October 2008 to 31st September 2009.  

This Regulatory Focus highlights some Survey results, a fuller assessment of Survey results will be published later in 2010. 

Female participation

Female participation in the electricity and related water sector is extremely low: in 2009 147 Females accounted for just 
7.4% of total Direct employment, 8.3% of all Omani employees and 6.8% of Expatriate employees (see Figure 17).

Figure 17: Female Employment by Job Function & Nationality

 
Source: 2009 extended Direct employment survey & ARB/Authority analysis

93% of Female employees occupy Administrative and Supervisory positions, accounting for 20.8% of all Administrative and 
Supervisory positions and 21.3% of Omani Administrative and Supervisory employees. Technical positions account for 4% 
of Female employment and Managerial positions just 2% of Female employment.
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Staff Turnover

The Survey defined Staff Turnover as the number of leavers (both voluntary and involuntary) in a twelve month period as 
a percentage of average employees in the same period. ARB advised the Authority that turnover rates in excess of 10% 
could indicate problems retaining staff.  The Survey returned an average sector Staff Turnover rate of 5%, with considerable 
variation by Job Function and Regulated Activity, see Figure 18.

Figure 18: Staff Turnover Rates: by Job Function & Activity 

 

Source: 2009 extended Direct employment survey & ARB/Authority analysis

By Job Function, Staff Turnover is highest in Operations (11%) and Management (7%). By Regulated Activity Staff Turnover 
is highest in Production activities (10%) and lowest in PWP Procurement activities (2%). As shown in Figure 19 the Survey 
highlighted different turnover rates for Omani and Expatriate graduate and non-graduate employees. 

Figure 19: Turnover Rates for Graduates and Non Graduates
 

Source: 2009 extended Direct employment survey & ARB/Authority analysis

Expatriate Staff Turnover is higher than Omani for both graduates and non graduates.  Graduate Staff Turnover at 7% is only 
slightly higher than the average sector Staff Turnover rate of 5%. 
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Employment duration of Leavers

The Survey provided information on the duration of employment of employees who left positions between October 2008 
and September 2009.   

Figure 20: Employment Durations of Leavers

 

Source: 2009 extended employment survey & ARB/Authority analysis

Figure 20 indicates that 12% of Omani and expatriate employees left positions after employment durations of 12 months 
or less.  Around 37% of Omani leavers had employment terms of 23 months or less compared to 65% for Expatriate leavers.  

Skill Shortages & Graduate Recruitment

Twelve of the fifteen surveyed companies indicated problems due to shortages of skilled labour whereas three companies 
(Al Rusail Power Company SAOC, SMN Barka SAOC and PWP) reported no shortage of skilled labour.  

Companies identified particular shortages for staff with leadership skills and experience of specialist engineering activities.   
Around half of all companies reported shortages in Managerial, Technical and Administration & Supervisory functions.  

Only 3 of the 15 companies surveyed have graduate recruitment programmes.  Most companies said they attend career fairs 
and maintain contacts with educational institutions to fill vacancies when they arise.    
 



32

Expenditure on Staff Training 

The Survey identified staff training expenditure of just 850,000 RO between October 2008 and September 2009.  This 
accounts for just 0.2% of total sector economic costs in 2009 and just 0.5% of sector subsidy. Figure 21 presents details of 
staff training expenditure by company, activity, training category and expenditure per staff.  

Figure 21: Staff Training Expenditure 

 

Source: 2009 extended Direct employment survey & ARB/Authority analysis

Health and safety training accounted for just 8% (66,755 RO) of total staff training expenditure of which OETC accounted for 
45%, Muscat 2%, Majan 22% and Mazoon 0%, Production companies 20%, and RAEC SOAC 12%.  The Authority is concerned 
by the low level of expenditure on health and safety training and that two operating companies (Mazoon and DPC SOAG) 
report no expenditure on health and safety training at all.

Customer Service training accounted for just 3% (25,774 RO) of total training expenditure. Three Discos account for 74% of 
this expenditure (Muscat 14%, Majan 55% and Mazoon 5%) and RAEC SAOC 26%.  

Muscat, Majan and Mazoon accounted for 45% of total staff training expenditure:  Muscat 71,183 RO (8% of total staff training 
expenditure), Majan 187,473 RO (22% of total expenditure) and Mazoon 122,794 RO (14% of total expenditure). Muscat has 
60% more Direct employees than RAEC but spent 16% less on staff training than RAEC. 

Training expenditure per Direct employee for the sector averaged just 427 RO.  PWP (1,255 RO) and OETC (631 RO) reported 
training expenditure per staff above the sector average while all other entities reported training expenditure per staff below 
the sector average.
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Reguatory Focus #2:  Calculating Market Shares 

The Sector Law and licensing regime provide important regulatory protections against excessive concentration in the 
generation and related water sector desalination capacity markets and vertical reintegration of the unbundled electricity 
and related water sector.   Protections are applied through Article (7) of the Sector Law that imposes regulated activity and 
economic interest restrictions; and Article (112) para (2) of the Sector Law that requires each Generation and Generation/
Desalination licence to impose market share restrictions on licence holders.  

The ‘regulated activity’ and ‘economic interest’ restrictions protect against vertical re-integration as this may reduce 
transparency, weaken incentives to improve efficiency, and delay competition and further market liberalisation.  Market 
share restrictions prevent excessive concentration in generation and desalination capacity markets that could give rise to 
market power and dominance.  This Regulatory Focus explains how the Authority calculates the generation capacity market 
shares of investors and identifies issues relevant to market share determinations.   

Market Share Thresholds

Each Generation and Generation/Desalination licence states that: the Licensee shall not… ”without the consent in writing of 
the Regulatory Authority, have more than:

(i) twenty five per cent (25%) of the Production Capacity of production facilities which Generate electricity and deliver it into the 
Total System; or 

(ii) twenty five per cent (25%) of the Production Capacity of production facilities which Desalinate water and form part of the 
Related Water Sector.”

Total System is defined by the Sector Law as the interconnected systems of licensees in Oman (therefore excluding RAEC 
generation capacity and Salalah Power System capacity). The Desalination capacity market includes RAEC related water 
desalination facilities.

The purpose of market share thresholds is not to automatically disallow interests in excess of them but to recognise that 
while investors with market shares below the threshold are unlikely to have market power, this might not be the case for 
market shares above the 25% threshold.  

Definition of Generation Capacity Market Share 

The Authority defines an investor’s share of the total system generation capacity market as the product of generation 
capacity (MW) times equity interest. The Authority calculates investor market shares for new I(W)PP competitions and on 
receipt of applications for consent for a Change of Control of a licensee.   The Authority has to determine what market share 
restrictions, if any, should apply to individual investors or whether the public interest would be best served by allowing a 
market share in excess of the 25 percent threshold. 
   
Economic Considerations

Competition authorities and regulators typically define market power in terms of a firm’s ability to raise prices above 
competitive levels for sustained periods.  Market share is a useful indicator of possible market power, but is not of itself 
evidence of market power: “a firm with a high market share may not be able to exert market power if other market features 
constrain the use of market power, such as switching costs, entry threats and countervailing buyer power”.

The Oman electricity market structure and regulatory regime provide significant safeguards against the exercise of market 
power. The Sector Law: prohibits production facilities selling directly to final consumers; requires production facilities to sell 
their entire output to the PWP (giving it considerable countervailing buying power); and ensures production facilities have 
little opportunity to increase prices, as P(W)PA tariffs determined by fair and transparent competitions remain unchanged for 
the duration of agreements (other than pre-agreed indexation and exchange rate or other adjustments).  
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Despite these safeguards high market shares would not be without risk. Owners of licensed production facilities may 
attempt to exercise market power by reducing the quality of contracted outputs (to secure effective price increases), or by 
influencing the timing of scheduled outages and dispatch arrangements to benefit them but increase total system costs.  
Concentration might delay further market liberalisation.  A significant concern is that investors with high market shares 
encountering financial difficulties could transmit financial instability throughout the market: the potential for instability is 
positively correlated with market share. 

The Authority attaches significant importance, and has a duty, to ensure competition for market entry is maximised.  Any 
undue weakening of entry competition, by restricting the participation of interested investors, could have long lasting 
implications for sector costs and subsidy.  

Market development considerations

Electricity demand growth in Oman is increasing rapidly. The addition of new capacity will, other things being equal, reduce 
the market shares of existing investors.  Competitions for new capacity require the owners of new I(W)PP to offer 35% of 
project company shares to the public through the Muscat Securities Market within three years of full commercial operation, 
an obligation that further reduces investor market shares in the medium term.  
 
Generation units reaching the end of their economic life, and unit degradation, reduces the existing stock of capacity and, 
others things being equal, can increase investor market shares. The Authority takes these and other factors into account 
when calculating market shares.  

Example Market Share Calculations:  Barka III & Sohar II IPPs

In 2009 the PWP initiated a competition for two new IPP: Barka III (750 MW) and Sohar II (750 MW).  The Authority was 
required to determine if it would be appropriate to allow existing investors to participate in the IPP competitions. Suez was 
of particular interest as it had shareholding interests in three facilities (Sohar IWPP, SMN Barka and Rusail).  Market share 
calculations start by establishing the size of the market and how the market is expected to change over the medium term:  
the base case assumptions used in the Authority’s Barka III & Sohar II market share calculations are shown in Figure 22.
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Figure 22: MIS Generation Capacity Market 2009 - 2015

 

Source: Authority calculations

The generation capacity market is assumed to increase from 3,724MW in 2009 to 6,572MW in 2015 reflecting a decline of 
existing capacity from 3,724MW in 2009 to 3,402 in 2015 and new capacity additions of 3,350MW (including 750MW from 
both Barka III and Sohar II IPPs). 

The Authority adopted a conservative approach to establishing market size and future growth: non-contracted capacity was 
excluded and the capacities of the Barka III and Sohar II IPPs set at the higher end of expectations.

The Herfindahl-Hirschman Index (HHI) is an indicator of market concentration.  A HHI of 1,800 or above indicates a highly 
concentrated market; a HHI less than 1,000 is consistent with a competitive market.   The HHI in Figure 22 reflects ‘production 
facility’ concentration and suggests as the Oman market grows concentration will decline.  The decline in ‘production facility’ 
concentration is welcome but not relevant to the Authority’s market share calculations that are required by the Sector Law 
to focus on investor market shares.  

Using as example the Sohar IWPP in 2013, the Authority multiplied the shareholdings of each investor by MW plant capacity 
and divided the result by total market MW, see Figure 23.
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Figure 23:  Example Calculation – Sohar IWPP investor market share in 2013 (590MW)
 

Source: Authority calculations

Suez has a 45% shareholding in the Sohar IWPP, which when multiplied by plant capacity (590 MW) and divided by total 
market MW in 2013 (5,807 MW) represents a 4.6% share of the total market. The calculation is repeated for each facility in 
which Suez has or would have an interest if awarded both the Barka III and Sohar II IPPs (the full 2013 calculation is shown 
in Annex G).  

Suez’s bid for the Barka III & Sohar II IPPs proposed shareholdings of 46% in each IPP.  Following commissioning of full 
capacity at each IPP in 2013, Suez would have a 23.7% share of the total system generating capacity market (see Figure 24).  
Thereafter Suez’s market share declines as a result of new MIS capacity and completion of the Barka III and Sohar II initial 
public offerings expected in 2015.

Figure 24: Example Calculation – Suez market share in 2013 

 

Source: Authority calculations

The Authority tested the sensitivity of Suez’s market share results to changes in input assumptions, one sensitivity assumed 
the large solar plant did not proceed.

The Authority concluded it would be appropriate to allow Suez to participate in the Barka III and Sohar II competitions as 
Suez would not exceed the 25% market share threshold and would add significant ‘competitive tension’ to the competition 
process.  The Authority stipulated a requirement for the Barka III and Sohar II IPPs to be financially ring-fenced (cross default 
provisions are prohibited) providing a further safeguard against potential financial instability. 

The Authority notified Suez that as its market share would be close to the 25% threshold should it be awarded both Barka III 
& Sohar II IPPs the Authority would not consent to Suez’s participation in a competition for the next I(W)PP.
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ARTICLE (29) REPORTING

Further Market Liberalisation 

Figure 25 presents the Authority’s assessment of the possible implementation of the four Liberalisation measures identified 
in the Sector Law. 

Figure 25: Further Market Liberalisation 

Liberalisation measure Authority’s assessment of market readiness: 

Disposal of the Government’s interest in the  Electricity 
Holding Company SAOC or the  Oman Power and Water 
Procurement Company SOAC 

The Authority does not consider the market ready for this 
liberalisation measure. 

The Authority does not believe customers, investors or 
the government would benefit from the implementation 
of this measure at the present time.   The Authority does 
not propose to take steps to prepare the market for the 
implementation of this measure.

Permitting licensed Production Facilities to sell to persons 
other than Oman Power and Water Procurement Company 
SAOC

The Authority does not consider the market ready for this 
liberalisation measure. 

Implementation of this measure would imply a significant 
change to the risk allocation of existing contracts (PPA and 
PWPA), and require a reassessment of the Generation Security 
Planning Standard.   The Authority has not and does not 
propose to consult on this liberalisation measure.

Permitting persons other than Oman Power and Water 
Procurement Company SAOC and the Rural Areas Electricity 
Company SOAC to Import or Export electricity from or to 
another country 

The Authority does not consider the market ready for this 
liberalisation measure.  

Preparations for the commissioning of the main Oman – UAE 
interconnector are at an advanced stage, as are discussions 
on the establishment of the GCC Interconnection Authority.   
The Authority will grant licences in 2010 to authorise 
OETC to operate and PWP to trade across the Oman – 
UAE interconnector, respectively. No further action is 
contemplated to promote this liberalisation measure in 
the medium term.

Creation of competition amongst Licensed Suppliers The Authority does not consider the market ready for 
this liberalisation measure but believes this would be 
achievable within 3 years.

The Authority believes implementation of this measure 
would have significant benefits for customers and views its 
implementation as an important and achievable objective.  
The Authority implemented separate distribution and Supply 
price controls from 1 January 2009 that, in conjunction with 
the further development of separate regulatory accounting 
requirements, will facilitate the introduction of Supply 
competition within 3 years.    

The Authority believes the entry of new Licensed Suppliers 
will promote competition and raise standards of customer 
service that, five years into the sector restructuring, remain 
at unsatisfactory levels. 
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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 26 presents outturn MIS subsidy in 2009 by company. Outturn MIS subsidy in 2009 was 109.5 m RO, this is 2 m RO 
higher than forecast in our 2008 Annual Report. The 12% growth in 2009 customer revenue reflects 12% growth in units 
supplied and a marginally improved rate of revenue collection.  

Figure 26: 2009 MIS Outturn Subsidy by Company 

Total 2009 MIS subsidy (109.5 m RO) accounted for 35% of the total economic cost of Supply (311 m RO).  Muscat, Majan 
and Mazoon accounted for 20%, 42% and 49%, respectively, of total 2009 MIS subsidy. Mazoon continues to have the 
highest subsidy requirement per kWh at 13.7 baiza/kWh, Majan’s requirement is 10.6 baiza/kWh and Muscat’s just 4.3 
baiza per kWh. The subsidy requirement of each company reflects differences in customer mix and the characteristics of 
their respective distribution systems.
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2010 MIS Subsidy Forecast

The Authority expects MIS subsidy of 132.4 m RO in 2010, 23 m RO higher than outturn MIS subsidy in 2009.  The increase 
in MIS subsidy reflects expected increases in economic costs and customer revenues of 15% and 11.5%, respectively. 
Figure 27 presents the Authority estimates of 2010 MIS subsidy by company. 

Figure 27: Subsidy Forecast - Main Interconnected System 2010

As anticipated in our 2007 Annual Report, policy decisions are exerting upward pressure on economic costs and 
electricity subsidy: in addition to the investment needed to sustain strong growth in electricity demand, licensees are 
required to underground a substantial proportion of new electricity lines and replace and upgrade systems to comply 
with new security and planning standards. Around half of the increase in 2010 MIS subsidy reflects the cost of 117 MW of 
temporary diesel generation required to support the MIS in 2010.

For further details of 2009 outturn MIS subsidy and the Authority’s 2010 MIS subsidy estimate, please refer to Annex D.
 
Underlying Movement in MIS Subsidy: 2006 to 2009 

Figure 28 presents the Authority’s underlying measure of MIS subsidy between 2006 and 2009 and expected MIS subsidy 
in 2010.  The underlying measure assumes revenues, costs and efficiencies were correctly forecast between 2006 and 
2009 so as to return zero correction factors.  The estimate of MIS subsidy in 2010 reflects the 2010 MAR of PWP, OETC, 
Muscat, Majan and Mazoon and assumed growth in Supply (regulated units distributed) of 12.3%.    
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Figure 28:  Underlying Movement in MIS Subsidy: 2006 to 2009 & 2010 Forecast

 

Source: Authority calculations

Figure 28 indicates that between 2006 and 2010 the underlying economic cost of supply increased by 54% compared to 
a 57% increase in revenue. The level of underlying subsidy is expected to be 50% higher in 2010 than in 2006 whereas 
underlying subsidy per kWh is expected to be 3% lower.
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RAEC Subsidy

Outturn RAEC subsidy in 2009 was 32.9 m RO or 75.7 baiza/kWh, this is slightly lower than the 33 m RO subsidy entitlement 
forecast in the Authority’s 2008 Annual Report (28.8 m RO subsidy and a 4.3 m RO subsidy adjustment).  Figure 29 presents 
RAEC outturn subsidy between 2006 and 2009 and forecast RAEC subsidy in 2010.

Figure 29: RAEC 2009 Outturn Subsidy - 2010 Subsidy Forecast 
 

The Authority is forecasting 2010 RAEC subsidy of 30 million RO (70 baiza/kWh).  Please see Annex D for further details. 
 
Comparison of 2009 Subsidy by Company

Figure 30 presents a comparison of subsidy provided to Muscat, Majan, Mazoon and RAEC in 2009 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 30: 2009 Subsidy Comparisons by Company
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Mazoon accounts for 32% of the 163.2 million RO of subsidy and financial support provided to companies in 2009, RAEC 
and Majan each account for 20%, Muscat 15% and DPC 13%.  

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), confirming the significant subsidy 
support provided to Customers in rural areas.  

The subsidy requirements of all companies reflect nominal increases in economic costs (in line with higher output) and 
revenue from Permitted Tariffs that in real terms decline year on year.   

A decision to index Permitted Tariffs to inflation would reduce electricity subsidy, but is a matter for the government. 

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 31 presents details of the present Permitted Tariffs for different customer categories, and Permitted Tariff fees for 
the disconnection and reconnection of customer accounts.

Figure 31: Permitted Tariffs

No new Permitted Tariffs or tariff modifications, were implemented in 2009.
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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: 

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

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

n 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 2009 to administer the Authority’s affairs, on the dates 
shown in Figure 32.     

Figure 32: Member Meetings in 2009
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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 33 presents licence fee income by 
regulated activity and the number of Licence Holders by activity, for 2005 to 2010, inclusive.  

Figure 33: Licence Fees: 2005 to 2010
 

The 2009 licence fees provided funding for a new organisation structure approved by Members in 2008, and the cost of new 
office accommodation.  The Authority will move to its new offices in July 2010 and will immediately initiate a recruitment 
exercise to fill all vacant positions in the new organisation structure.  As at December 2009 the Authority had 22 full time staff, 
most of whom are Omani Nationals with professional qualifications. Under the new organisation structure the Authority will 
have over 40 full time staff. 

Licence fees also fund all work items identified in the Authority’s 2010 forward work programme (available for review at 
www.aer-oman.org).  

2010 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 2009 the Authority consulted on its proposed 
2010 Forward Work Programme and is in the process of implementing all of its constituent tasks (available for review at  
www.aer-oman.org). 
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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 customer interests are afforded appropriate priority and attention within the Authority.  The Directorate 
approves and monitors Licensed Suppliers’ codes of practice to safeguard the 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 2009 the Directorate:

(i) contributed to a review of the way Customer complaints are handled within the Authority and by licensees.  The review 
identified significant scope for improvement and supported a priority action in the Authority’s 2010 FWP that aims to 
reduce the time taken to process customer complaints;   

(ii) held meetings with several hundred Customers at the Authority to discuss complaints and conducted 25 visits to 
Customer premises; and

(iii) provided assistance and support to the Technical Directorate: 

 a) when seeking access to Customer premises to allow KEMA and SQU to take measurement reading of ELF-EMF;

 b) for various HSE inspections related to Customer complaints; and 

 c) an audit of Digital Metering installations at Customer premises.

Determinations

The Authority issued ten Customer Complaint Determinations in 2009;

i. Determination 1/2009: the Authority determined that MEDC would be allowed to recalculate under recovered revenue 
for a 12 month period due to a faulty meter;

ii. Determination 2/2009: the Authority determined that  MEDC would be allowed to recalculate under recovered revenue 
for a 10 month period;

iii. Determination 3/2009: the Authority determined that MEDC had correctly calculated bills for certain months and that 
the Customer should be required to pay disputed amounts;

iv. Determination 4/2009: the Authority determined following review of a Krooki that the Customer not Mazoon should 
bear the cost of relocating lines from the Customer’s premises;

v. Determination 5/2009: the Authority determined MEDC should apply the Residential Permitted Tariff the date the 
Customer had requested a tariff change;

vi. Determination 6/2009: the Authority determined that MEDC should recalculate the Customer’s bills for periods based 
on average consumption for corresponding periods in previous years;

vii. Determination 7/2009: the Authority determined that MEDC had incorrectly calculated a Customer’s bill and should 
recalculate the bill using the correct tariff;

viii. Determination 8/2009: the Authority determined that MEDC had failed to prove meter tampering and should withdraw 
the meter tampering fine;

ix. Determination 9/2009: the Authority determined MEDC could recover under recovered revenue due to a faulty meter 
for a period of 12 months; and

x. Determination 10/2009: the Authority determined MEDC should recalculate a Customer’s bill based on average 
consumption for corresponding periods in previous years.  
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Analysis of Customer Complaints

The Directorate received 144 Customer complaints in 2009, a 122% increase on the number of complaints received in 2008. 
Figure 34 below presents an analysis of the issues that were the subject of customer complaints in 2009. 

Figure 34: Types of Customer Complaint in 2009

 Source: Authority Customer Complaints Database

Billing issues accounted for 51% of total Customer complaints in 2009, with most Billing complaints relating to concerns 
about High Billing. Requests to relocate assets (poles, transformers, and substations) accounted for 11% of 2009 complaints 
(24% in 2008), Meter Tampering issues account for 26% of 2009 complaints (8% of 2008 complaints) and Disputed Meter 
Readings 4% of complaints (9% of complaints in 2008). 
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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 2010 PWP Electricity and Water Bulk Supply Tariffs are shown in Figure 35. 

Figure 35: 2010 PWP Electricity & Water Bulk Supply Tariffs

The 2010 RAEC Water Bulk Supply Tariffs are shown in Figure 36.

Figure 36: 2010 RAEC Water Bulk Supply Tariffs
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In 2009 the Directorate:

n Contributed to the setting of a new OETC price control for the period 1 January 2010 to 31 December 2012.  The new 
price control provides capital expenditure allowances totalling 200m RO and maximum allowed revenues of  125m RO;

n Performed market share calculations for entities participating in competitions for the Barka III & Sohar II IPPS (please refer 
to Regulatory Focus #2 for further details);

n Responded to a PAEW request for an economic cost-benefit analysis of Oman’s membership of the GCC Interconnection 
Authority. The Authority appointed Horton 4 Consulting to undertake analysis to confirm that the costs of Oman’s 
participation in the GCC project (Oman’s contribution to GCCIA capital and the costs of complying with the installed 
capacity obligation) could be justified on the basis of the potential benefits; 

n Assisted with price control audits of three Distribution and Supply licensees;

n Provided significant input to public consultation on the Authority’s proposals for Cost Reflective Tariffs for large 
consumers of electricity; 

n Managed an employment survey of electricity sector companies to provide further details of sector employment by 
nationality and gender and to assess metrics for staff turnover, retention and expenditure on training and development; 

n Assisted evaluations of renewable energy pilot projects including detailed economic evaluations of six shortlisted 
projects; and

n Contributed to reviews and approval of RAEC requests for Electrification Funding submitted in accordance with Article 
(87) of the Sector Law.  

In keeping with the Authority’s strong commitment to staff development, Senior Economist Hassan Taqi started full time 
paid study leave in September 2009 to complete a MSc in Economic Regulation and Competition at City University in London. 
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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.  

In 2009 the Directorate:

(i) Inspected installations and assets that form part of licensed distribution systems to confirm they did not represent a 
hazard to the general public. The Directorate’s inspections supported the issue of Article 116 Notices in May 2009 to 
three Distribution and Supply licensees; 

(ii) Assisted with the review and approval of competition documentation for the Barka III & Sohar II IPP competitions; 

(iii) Led price control audits that assessed the performance of Distribution and Supply licensees under their respective 
price controls between 2005 to 2009;   

(iv) Reviewed and approved the 2009 system capability statements of MEDC, MJEC, MZEC, RAEC and OETC;

(v) Reviewed the capital expenditure proposals of OETC for 2010-2015.  The review highlighted significant shortcomings 
in OETC investment appraisals that did not provide sufficient assurance that proposed investments represented the 
best or most efficient options.  The Authority approved a notional capital expenditure allowance for 2010 to 2013 and 
will work closely with OETC to approve capital expenditure on a project by project basis; 

(vi) Followed up the Article 116 Notice issued to Al Ghubrah Power and Desalination Company in 2008 for the unsafe 
operation of the phase 1 Babcock boilers 4, 5, and 6 and found that sufficient improvement had been made to allow 
the Article 116 Notice for boiler 6 to be withdrawn;  

(vii) Working with a specialist consultant the Directorate developed new Oman Electrical Standards for digital meters that 
were approved following extensive consultation with electricity sector companies; and

(viii) The Directorate assisted with detailed evaluations of prospective renewable energy pilot projects throughout 2009.  
The Authority, supported by its consultant COWI, assessed the feasibility of 34 renewable energy projects of which six 
have been shortlisted by the Authority for implementation.

Electro-magnetic fields assignment 

Building on work initiated in 2008, the Authority commissioned Sultan Qaboos University to take measurements of electric 
field strengths and magnetic field strengths during periods of summer peak demand at locations where winter measurements 
had been taken by KEMA.  The measurement results contributed to KEMA’s comprehensive review of scientific research 
on possible health effects of exposure to Extremely Low Frequency Electric and Magnetic Fields (ELF-EMF).  The study 
recommended Oman follow widely recognised guidelines for ELF-EMF published by ICNIRP.   The measurement studies 
confirmed ELF-EMF levels in Oman significantly below the levels recommended in ICNIRP guidelines. 

Generation Fuel Changeover Capability

During 2009 several production facilities failed to changeover from gas to liquid fuel in stipulated timescales.  Working 
with a specialist consultant (SKM) the Directorate conducted assessments of the security of gas supply and the capability of 
gas turbines to automatically switch over to liquid fuel in the event of gas supply failures.  Recommendations arising from 
the assessment were provided to the Ministry of Oil & Gas, PAEW and PWP and the Technical Directorate will follow up the 
implementation of recommendations in 2010.  
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Grid Code Review Panel

The Grid Code Review Panel (GCRP) met four times during 2009, see Figure 37.

Figure 37: Grid Code Review Panel meetings in 2009

During 2009, a number of revisions to the Grid Code agreed by the GCRP were submitted to the Authority for approval.  The 
revisions were approved in the form of Grid Code Version 2.0 in February 2010.

Distribution Code Review Panel

The Distribution Code Review Panel (DCRP) met four times during 2009, see Figure 38.

Figure 38: Distribution Code Review Panel meetings in 2009

During 2009 the DCRP issued 8 new approvals and 48 contractor approvals and renewals.
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Licensing and 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 
Licence Holders and Exemption Holders. The Directorate is also responsible for maintaining the Public Register. 

In 2009 the Directorate:

(i) Reviewed an application for a Generation and Desalination Licence submitted by SMN Barka Power Company SAOC. 
The Licence was granted on 14 November 2009 and replaced Licence Exemption Order 1/2008 that had authorized early 
power from the SMN Barka facility;

(ii) Reviewed an application for consent for a Change of Control of Sharqiyah Desalination Company SAOC being the holder 
of Licence Exemption Order No. 1/2007.  The Authority consented to the Change of Control application submitted by 
Mubadala and Veolia on 21 November 2009;

(iii) Supervised modifications to:

 a) Licence Exemption Order 9/2005 granted to PDO to facilitate the Supply of electricity to certain remote  
 locations;

 b) the Schedule Charge Restriction Conditions of Distribution and Supply licenses to implement new three year  
 price controls effective from 1 January 2009; and

 c) the Schedule Charge Restriction Condition of the Transmission and Dispatch License granted to Oman Electricity  
 Transmission Co. SAOC to facilitate a one-year price control extension; 

(iv) Reviewed a complaint against the Rural Areas Electricity Company (RAEC) submitted by Oman National Engineering and 
Investment Company (ONEIC) claiming unfair discrimination in the award of certain tenders. ONIEC claimed RAEC had 
breached the Sector Law, the Tender Law and Regulations and terms of the RAEC Licence.  After a thorough review the 
Authority concluded RAEC had not discriminated against ONIEC and had not breached any of its statutory obligations; 

(v) Assisted with the preparation of new regulations requiring licensees and other persons to notify the Authority and 
other authorities of fatalities and accidents in stipulated timeframes.  The Authority will initiate consultation on the new 
regulations before their issue under the provisions of Article (38) of the Sector Law in 2010.

GCC Electricity Interconnection Agreements

Throughout 2009 the Directorate made significant contributions to the preparation and review of key GCC Electricity 
Interconnection Agreements (the General Agreement and the Power Exchange and Trading Agreement) that when signed 
will confirm Oman’s membership of the GCC Interconnection Authority. The Directorate also attended meetings and 
discussions to finalize the terms of a Bilateral Interconnection Agreement with the United Arab Emirates.

Legal Seminar

The Directorate organized a legal seminar on 25 October 2009 to introduce and explain the provisions of the Sector Law 
and related regulations, the new electricity and related water sector market structure, the new regulatory regime and the 
functions and duties of the Authority.  The seminar schedule included time for discussion and feedback from participants 
which enriched the proceedings and provided important feedback on legal issues and suggestions for future action. 

The seminar was attended by judges from the Administrative Court, Primary Court, Court of Appeal and the Supreme Court 
in addition to Lawyers, Public Prosecution officers, legal advisors of electricity sector companies and other legal practitioners.  
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Article (116) Notices 

The Authority has power to issue Article (116) Notices to licensees who fail or are expected to fail to comply with a statutory 
duty or condition of a relevant licence.  Article (116) Notices can apply fines and penalties and for serious cases of non-
compliance can initiate licence revocation proceedings. In 2009, the Directorate assisted with the preparation and issue of: 

(i) Article (116) Notices issued to Majan Electricity Company SAOC, Mazoon Electricity Company SAOC, Muscat Electricity 
Distribution Company SAOC, and the Oman Power and Water Procurement Company SAOC (PWP).  These licensees had 
been assigned actions by an Executive Task Team led by the Authority tasked with minimizing the prospect of supply 
interruptions during summer 2009.  The Authority concluded licensees were making insufficient progress to implement 
tasks assigned to them and issued Article (116) Notices to all licensees.  Licensees subsequently complied with the 
requirements of the notices; and

(ii) Following a series of installation audits the Authority concluded Distribution and Supply licensees were failing 
to ensure substations and related plant was locked or otherwise secure and were therefore failing to safeguard the 
health and safety of the Public.  The Authority issued Article (116) Notices to Majan Electricity Company SAOC, Mazoon 
Electricity Company SAOC, Muscat Electricity Distribution Company SAOC warning that licensees would be fined for any 
installations found to be unlocked or otherwise unsecure or unsafe. 
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Annex A: Audited Financial Statements

Authority for Electricity Regulation,
Oman

Report and Financial Statements
for the year ended 31st December 2009
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