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GLOSSARY OF TERMS
Bulk Supply Tariff (BST) Tariffs charged by PWP and RAEC for bulk supplies of electricity and water, where  
 such tariffs are calculated each year and approved by the Authority;

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

DPC  The Dhofar Power Company SAOC

EHC  The Electricity Holding Company SAOC

ERWS  Electricity and Related Water Sector

GCCIA  Gulf Cooperation Council Interconnection Authority

I(W)PP and IPP  Independent Power and Water Project

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

mmBtu Million British Thermal Units

MSM Muscat Securities Market

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

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
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CHAIRMAN’S FOREWORD

On behalf of the Authority, it is with great pleasure that I present our Annual Report for 2011.  

Against a background of ongoing uncertainty in global financial markets and calls for greater 

political representation throughout the Middle East region, in 2011 Oman’s electricity and 

related water sector remained focused on supplying the country’s accelerating demands for 

electricity and water that are essential to the welfare of citizens and to economic growth. In 

what was a challenging and difficult year:  

The number of electricity Customer accounts in the Sultanate increased by 49,815, or 7.4% from 677,668 in 2010 
to 727,483. Since the market restructuring in 2005 the number of electricity accounts has increased by 197,332 
an increase of 37%;

Electricity Supply in 2011 reached 18.5 TWh, 11.4% higher than in 2010 and 95% higher than in 2005;

The Authority’s measure of electricity Intensity (MWh per account) reached 25.4 MWh in 2011, 7% higher than 
the 23.8 MWh reported for 2010. This report includes analysis that seeks to explain the 33% increase in MWh per 
account since 2005 and highlights the urgent need for energy efficiency policies;

Gross electricity and desalinated water production increased by 10.4% and 9.4% in 2011, respectively. There were 
further improvements in the efficiency of fuel used at production facilities: the specific gas consumption of MIS 
connected facilities was 311 Sm3/MWh in 2011 compared to 325 Sm3/MWh in 2010 and 378 Sm3/MWh in 2005.  
RAEC produced an average of 3.5 kWh from each litre of diesel fuel in 2011 compared to 3.1 kWh in 2005.  As fuel 
costs account for a significant proportion of the total cost of electricity supply, improvements in fuel use efficiency 
have helped reduce electricity subsidy;

Our report confirms further reductions in total (technical and non-technical) losses that in 2011 accounted for 
13.7% of total units entering electricity systems compared to 16% in 2010. If a 1 MWh reduction in losses is 
valued at 10 RO/MWh, the reduction in 2011 MIS losses from 16.2% in 2010 to 13.6% returned benefits of 5 
million RO, with a present value of 83 million RO (using a discount rate of 6%). The Authority views the significant 
progress made to reduce losses since 2005 as positive confirmation of the electricity restructuring policies of the 
government, the effectiveness of regulatory incentive mechanisms, and the constructive responses of licensees 
to the incentive mechanisms for which they are to be congratulated;

In response to increasing demand for electricity and Royal Directives to employ 500 Omani nationals, total 
electricity and related water sector employment (Direct and Contractor employees) increased by 12% in 2011, 
reflecting a 24% increase in Direct employment (from 2,097 to 2,607) and a 6% increase in Indirect employment 
(from 4,328 to 4,597). The 2011 Omanisation rate of total sector employment of 7,204 was 65%, this compares 
to a 61% Omanisation rate in 2010;

The Authority issued 1 Customer Complaint Determination in 2011, but resolved 184 outstanding complaints 
on the basis of policy precedents established in 64 previously issued Determinations.  Our 2012 Forward Work 
Programme confirms that promoting and safeguarding the interests of Customers is one of our highest priorities, 
with an increased focus on securing much needed improvement in meter reading, billing and collection services; 

The PWP deployed 300MW of temporary generation in 2011 to support MIS peak demand, while construction of 
the Sohar II & Barka III IPPs continued despite delays due to industrial action. These IPPs will each provide 495 net 
MW of early power in 2012 and 745 new MW of contracted capacity in 2013.  A fair and transparent competition 

i.

ii.

iii.

iv.

v.

vi.

vii.

viii.
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for the Sur IPP concluded in 2011 when the PWP signed agreements with Phoenix Power Company SAOC to 
develop Oman’s largest production facility that will provide 433 MW of early power in 2013 and 2000 MW of 
highly fuel efficient contracted capacity in 2014.  RAEC commissioned three new rural systems in 2011 deploying 
around 15MW of new diesel capacity. RAEC’s new generating and desalination production facilities in Al Duqum 
commenced full commercial operations in 2011.  Phase 1 of the Salalah IWPP entered commercial operation in 
July 2011 making 61 MW of contracted capacity available to the Salalah Power System. When fully commissioned 
in 2012 the Salalah IWPP will provide 445MW and 15 million imperial gallons per day of new contracted capacity;

The electricity sector benefited from 176.9 million Rial Omani of support from the Ministry of Finance in 2011: 111.8 
million Rial Omani of MIS subsidy, 30.5 million Rial Omani of RAEC subsidy and 41.0 million Rial Omani of financial 
support for the Salalah System.  These subsidy figures reflect the financial cost of fuel used to generate electricity.  
Regulatory Focus #2 of this report considers how 2011 electricity subsidy would increase if fuel costs reflected 
their economic ‘opportunity’ cost. The analysis suggests that electricity consumers derive significant benefit from 
indirect fuel subsides in addition to direct subsidy;

Electricity licensees approved 368 transmission and distribution related projects in 2011 with a total value of 145 
million Rial Omani, these projects will support the provision of electricity services in all of the Sultanate’s regions;

The cost of regulating the electricity and related water sector in 2011 was equivalent to 2.5 Rial Omani per Customer 
account, less than one tenth of one baiza per kWh Supplied and less that 0.2% of total electricity and related water 
sector turnover, metrics we believe compare favourably to international benchmarks of regulatory costs; 

The Authority is committed to the professional development of Omani staff. In 2011 Abdulwahab Al Hinai, a 
senior member of the Licensing and Legal Affairs Directorate, successfully completed a Masters in Laws in Law 
programme at King’s College London, passing with merit, a result for which we offer Abdulwahab our sincere 
congratulations;    

It was with great sadness that we learnt in August 2011 that Warda Hamdan Al Khanbashi a much valued colleague 
had passed away following her long and regrettably unsuccessful treatment for cancer.  We were further saddened 
by the news that Kevin Cleary, the Authority’s first Director of Technical Regulation, passed away in August 2011. 
Members, Directors and staff extend their sincere condolences to Warda and Kevin’s families and friends;

In October 2011 the Council of Ministers approved changes in Authority Members. In welcoming Dr Amer Al Hinai, 
as a new Member, we bid farewell to the Authority’s founding Chairman Dr Saleh Al Alawi with our sincerest thanks 
and appreciation for his leadership, guidance and friendship; and 

Members would particularly like to acknowledge with thanks the hard work of Authority staff who contributed to 
and are responsible for the activities and work described in this report.  

Members and staff of the Authority express their 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.   

Amur Mubarak Al Kiyumi 
Chairman
Authority for Electricity Regulation, Oman

ix.

x.

xi.

xii.

xiii.

xiv.

xv.
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Electricity and Related Water Sector Market Structure

Royal Decree 78/2004 established a new electricity and related water sector market structure. The three main market 
segments and the companies that operate in them are shown below. 

Oman Electricity and Related Water Sector Market Structure 

The Sector Law designates certain activities as regulated activities and requires persons seeking to undertake such 
activities to be authorised by the Authority to do so.  Further details of the new market structure and its regulation are 
available at www.aer-oman.org.
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Electricity & Related Water Sector Activity and Statistics

Customer Accounts: 2010 and 2011

The number of registered electricity customer accounts in the Sultanate increased by 7.4% in 2011 from 677,668 in 2010 to 
727,483, the same percentage increase as in 2010. The MIS accounted for 88% of the increase in accounts (89% in 2010), 
RAEC accounted for 2% of the increase (3% in 2010) and DPC for 10% of the increase (8.4% in 2010). See Figure 1 below 
and Table 1 of Annex C for further details.

Figure 1: Registered Customer Accounts by Company: 2010 & 2011 

For the Sultanate as a whole, Residential customers accounted for 67% of the 49,815 increase in accounts and Commercial 
customers for 28% of the increase.

Residential customers accounted for 76% of all customer accounts in 2011.

Electricity Supply: 2010 and 2011

Total electricity supply in the Sultanate increased by 2.4 TWh in 2011 from 16.1 TWh in 2010 to 18.5 TWh, an increase of 
14.8% following an 11.4% increase in 2010. MIS supply increased by 16% in 2011 (11.1% in 2010) reflecting strong growth 
in supply to Commercial and Industrial customers, particularly by Majan who registered a 32.7% increase in total supply. 
RAEC supply was 11.6% higher than in 2010, slightly less than the 14.2% increase in 2010.  DPC supply growth of 4.9% 
in 2011 was significantly below the 13.5% increase in 2010. See Figure 2 below and Table 2 of Annex C for further details.
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Figure 2: Electricity Supply by Company: 2010 & 2011

 

Residential customers accounted for 49% of total supply in 2011, a reduction on the 55.2% share in 2005.   

Figure 3 compares the 2011 increases in accounts and supply by customer category. Residential customers accounted 
for 67% of the 49,815 increase in accounts, but for just 29% of the 2.4 TWh increase in Supply. Commercial customers 
accounted for 28% of the accounts increase and for 11% of the Supply increase. Industrial customers accounted for less 
than 1% of the increase in 2011 accounts and 44% of the increase in Supply. 

Figure 3: 2011 Increase in Accounts & Supply by Customer Catregory

Sources: Company  returns

The structure of electricity demand in Oman is changing as combined growth in supply to Industrial and Commercial 
customers exceeds that to other customer categories. Industrial and Commercial customers accounted for 34% of total 
supply in 2011, up from 23% in 2005. Supply to Majan’s Commercial and Industrial customers accounted for 50% of 
Majan’s total 2011 supply, compared to just 21% in 2005 and 40% in 2010.  

Figure 4 presents electricity Supply by tariff category for each of the three market segments in 2010 and 2011.  
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Electricity Supply per Account: 2010 & 2011

Electricity intensity (that we define as MWh per account) increased by 6.9% in 2011, from 23.8 MWh in 2010 to 25.4 MWh.  
With the exception of DPC, customers of other electricity suppliers registered increased electricity intensity in 2011:  MIS 
customers registered a 8% increase, RAEC customers a 6.8% increase whereas for DPC, MWh per account fell by 2.9% 
(a reduction that masks increases in the electricity intensity of DPC’s Commercial and Industrial customers). See Figure 5 
below and Table 3 of Annex C for further details.

Figure 5: MWh Supplied per Registered Account: 2010 & 2011

Electricity intensity is an increasingly important driver of electricity demand. The average electricity intensity of all customers 
increased by 33% between 2005 and 2011 with significant variation in intensity changes across customer categories, as 
shown in Figure 6.

Figure 6: Changes in Electricity Intensity between 2005 and 2011

Source: Authority calculations

The 161% increase in Industrial customer intensity reflects increased supply to a small number of new Industrial customers 
who are large consumers of electricity.  Industrial customers actually account for a smaller proportion of the overall increase 
in intensity shown in Figure 6 than Residential and Commercial customers, whose intensity in 2011 was 27% and 66% 
higher, respectively, than in 2005 and who accounted for 69% of total 2011 Supply, compared to the 14% share of Industrial 
customers.  

The Authority has reviewed factors that influence the demand for electricity in order to explain the trend increases in 
electricity demand and intensity.  Figure 7 presents some of the analysis data (line series take the form of indices with     
2000 = 100, the underlying data is available on request). 
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Figure 7: Electricity Demand Drivers: Changes in Income & Prices: 2000 to 2011
 

Sources: Central Bank of Oman and Ministry of National Economy reports

Nominal non-oil GDP per capita increased by 173% between 2000 and 2011 (from 1,802 RO to 4,923 RO), reflecting 
a 250% increase in non-oil GDP and a 28% increase in population, with 70% of the increase in non-oil GDP per capita 
occurring between 2005 and 2011. Electricity consumption per capita was 112% higher in 2011 than in 2000 (77% of the 
increased occurred from 2005), electricity consumption per account was 63% higher than in 2000 (with 87% of the increase 
occurring between 2005 and 2011). Figure 7 also shows that the number of electricity accounts per 1000 head of population 
increased from 193 in 2000 to 251 in 2011, which may indicate an increase in the rate of new household formation. 

There were no increases in electricity tariffs throughout the period of analysis. 

A growing population, increased income per capita and unchanged subsidized electricity tariffs can be expected to 
contribute to higher demand for electricity, but may not fully explain the increase in electricity intensity. The Authority believes 
that part of the increase in intensity may be explained by higher national and personal incomes supporting larger more 
electricity intensive homes that have higher air conditioning loads and higher electrical appliance use.

Figure 8: Residential Building Permits & Plot Sizes: 2005 to 2010 

Source: Ministry of National Economy Statistical Year Book Issue 39 November 2011     
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Panel A in Figure 8 shows that the number of new and renewed building permits for Villas and Houses issued between 2005 
and 2010 increased by 163%, while Panel B indicates a change in the size distribution of plots issued for residential premises 
over this period.  Residential plots of between 600 and 699 m2 accounted for 35% of total residential plots in 2005 and for 
45% of total plots in 2010.  The proportion of residential plots of 600 m2 and above increased from 67% of total residential 
plots in 2005 to 77% in 2010.  

The construction of larger residential premises may help explain some of the observed increase in Residential customer 
intensity, although further analysis would be required to confirm this.   A key question is whether the new villas and houses 
built between 2005 and 2010 were required to comply with Building Codes and regulations that set minimum standards of 
energy efficiency? 

Unless and until policies to promote energy efficiency, such as Building Codes and appliance regulations are introduced, the 
Authority expects electricity demand and intensity to continue to increase with more natural and financial resources required 
to meet increased demand. 

The Authority will conduct a major consultation on Energy Efficiency in 2012 to gather information and ideas from electricity 
customers, companies, industry groups, academics and non-government organizations on how Oman might improve the 
efficiency of electricity consumption.   Responses to the consultation will be summarised and submitted to PAEW to assist 
and inform the development of energy efficiency policies. 

Electricity and Related Water Production: 2010 & 2011

2011 gross electricity production of 21.9 TWh was 10.4% higher than in 2010.  The 21.4 TWh of net electricity generation 
(including PWP and RAEC purchases) was 11.5% higher than in 2010.   Gross and net related water production increased 
by 9.4% (to 152.2 million m³) and 12.1% (to 145.9 million m³) respectively.  See Figure 9 below and Table 6 of Annex C for 
further details.

Figure 9: Electricity & Related Water Production by System: 2010 & 2011

 

MIS gross generation was 11.1% higher in 2011 than in 2010, RAEC generation was 15.3% higher and generation for the 
Salalah Power System just 2.3% higher in line with lower electricity demand in Salalah.   RAEC desalinated water gross 
production increased by 47.5% in 2011 following the commencement of operations at RAEC’s new desalination plant in 
Al Duqum. This facility accounted for 82% of the 2011 increase in RAEC water production.   



ERWS Fuel Use in 2011

Natural Gas

The electricity and related water sector consumed 5.3% more gas in 2011 than in 2010, to support increased electricity and 
water production of 10.6% and 9.1%, respectively, see Figure 10 below. The specific gas consumption of MIS connected 
facilities fell to 311 Sm3/MWh in 2011 from 325 Sm3/MWh in 2010, a 4.4% year on year reduction and 18% lower than in 
2005.

Figure 10: Gas Consumption at Major Production Facilities: 2010 & 2011

Analysis

Natural gas is one of the Sultanate’s most important and valuable natural resources that has supported economic 
development for over 30 years and will continue to do so for the foreseeable future. This section reviews trends in gas used 
to produce electricity and water since 2000, changes in the structure of domestic gas demand over this period and the 
opportunity cost of alternative gas uses.  Figure 11 presents data relevant to the analysis.

15
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Figure 11: Analysis of Gas Use in Oman: 2000 to 2011

Sources: MNE Statistical Year Book Issues 30 (for 2000-2001 data); 33 (2002-2004 data); 36 (2005-2006 data); 38 (2007 data); 39 (2008-2010 
data); and Monthly Statistical Bulletin, Volume 23, January 2012 (2011 data)

Panel A indicates that the gas used to produce 7.2 TWh of electricity and 52 million m3 of desalinated water in 2000 accounted 
for 19.1% of total Oman gas use (104.4 bn Scf of 547.2 bn Scf). By 2011, following increases in electricity and desalinated 
water production of 180% and 190%, respectively, total gas use had increased by 124% but the electricity sector’s share of 
gas use was 19.5%, similar to its 2000 share and indicating significant improvement in gas use efficiency (see Panel B).   

The structure of domestic gas use changed considerably between 2000 and 2011: while the electricity sector’s share 
remained close to 19%, gas use by Industrial areas and projects increased from 27.4% in 2000 to 58.1% in 2011. Gas use 
at oil fields, flared gas and other uses accounted for 22.4% of total gas use in 2011, significantly less than the 53.5% share 
in 2000 (see Panel C).  

Panel D confirms that 97.5% of total electricity production in 2011 was fuelled by natural gas, with diesel generation 
accounting for just 2.5% of total electricity production.

The Authority believes that gas used at electricity and water facilities has a high opportunity cost. Aside from the fact 
that the international price of gas is substantially above the price at which gas is sold for domestic use, any increase in 
the volume of gas used at electricity and water facilities reduces gas available for Industrial areas and projects that may 
generate significant national economic benefits.

The Authority believes it would be sensible (in terms of fuel diversification), timely (as 3,500 MW of new MIS gas fired 
capacity will be commissioned by 2015) and economically beneficial to initiate the competitive deployment of renewable 
energy, starting with the large solar project proposed by PAEW. This would reduce the electricity sector’s reliance on natural 
gas, make more gas available for alternative and possibly higher value added activities, and help Oman prepare to meet 
future obligations arising from the successor to the Kyoto Protocol (to which Oman is a Non-Annex 1 country). 
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The Authority’s renewable energy initiatives were in response to His Majesty Sultan Qaboos’s direction to identify ways in 
which Oman can benefit from its abundant renewable energy resources and reduce its energy deficit. Despite the limited 
progress made to date, the Authority remains committed to working towards this goal. 

Diesel Fuel

RAEC facilities consumed 156.4 million litres of diesel fuel in 2011, 3.6% more than in 2010, to support a 3.7% increase 
in gross electricity generation (from 520.5 GWh in 2010 to 540 GWh in 2011) and a 47.5% increase in desalinated water 
production (from 958 thousand m3 in 2010 to 1.4 million m3 in 2011).

Since 2005, RAEC has secured a 12% improvement in the fuel efficiency of its diesel production facilities in all of the regions 
in which it operates, as shown in Figure 12 (efficiency is measured as kWh generated per litre of fuel). 

Figure 12: RAEC Diesel Fuel Efficiency: 2005 to 2011

 Sources: RAEC Database

The 86 million litres of diesel fuel consumed at RAEC facilities in 2005 produced an average of 3.1 kWh per litre (in addition 
to related water production).  In 2011, gross generation was 103% higher than in 2005 while kWh per litre was 12% higher 
at 3.5 kWh per litre.   Had fuel efficiency remained at the 2005 rate, RAEC would have required an additional 18.7 million 
litres of diesel fuel to produce 540 GWh of gross generation in 2011 (fuel costs would have been 2.6 million RO higher, 
which equates to 4.9 baiza/kWh).  

Diesel fuel used to generate electricity, like natural gas, has a high opportunity cost.  The Authority is preparing a new strategy 
that will require RAEC to evaluate renewable energy alternatives to diesel generation when considering new rural systems.  
RAEC will be required to demonstrate that diesel generation (valued at an economic ‘opportunity’ cost) is consistent with 
RAEC’s economic purchase duty when assesed against a minimum number of renewable energy alternatives. 

ERWS Activity by Region: 2011

While all regions of Oman benefitted from electricity and related water sector activity in 2011, Muscat region accounted for 
the highest shares of activity: 30% and 32% of electricity and related water production, respectively; 37% of supply; 30% of 
customer accounts and 33% of employment. 

Activity is heavily concentrated in Muscat, North Batinah and South Batinah areas. These three areas accounted for 76% of 
2011 electricity production, 99% of related water production, 67% of supply, 55% of customer accounts and 50% of sector 
related employment in 2011.  

Figure 13 presents details of the regional distribution of electricity and related water sector activities in 2011.  
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System Losses

Technical and non-technical losses accounted for 13.6% of total units entering electricity systems in the Sultanate in 2011, 
a further improvement on the 16.0% losses in 2010.  MIS losses declined from 16.2% in 2010 to 13.6% in 2011.  RAEC 
losses in 2011 increased to 11.5% from 9% in 2010. Salalah Power System losses fell to 13.7% in 2011 from 15.9% in 2010.

Transmission, Distribution and Supply losses are a key performance indicator of efficiency and the Authority welcomes 
the continued downward trend in losses started in 2005. Figure 14 shows annual MIS losses reductions since 2005 and 
confirms that MIS losses of 13.6% in 2011 were below the 14% losses target set by the Authority for that year.

Figure 14: MIS (technical and non-technical) Losses 1997 to 2011, 2014 Losses Target

 

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

The Authority has set licensees new intermediate losses targets for 2014 that will see MIS losses reduce to 10%, this is 
shown Figure 14. Licensees have clear and strong incentives to reduce losses as they are rewarded if actual losses are 
below benchmark levels and are penalised if they fail to meet the benchmarks. 

The significant losses reductions achieved since the sector restructuring in 2005 reflects the application of a clear incentive 
based price control mechanism and the constructive responses of licensees. The Authority wishes to acknowledge the 
particular contributions of Eng Abdullah Al Badri (when General Manager of Mazoon) whose targeted and focused approach 
to managing losses reductions achieved significant and sustained results.   

Losses reductions are of considerable economic value in terms of achieved and future cost savings.  If the cost saving of a 
1 MWh reduction in losses is 10 RO, the reduction in MIS losses from 16.2% in 2010 to 13.6% in 2011 returned benefits of 
around 5 million RO (the benefit is 20.8 million RO if assessed against 2004 losses of 24.6%).  The cumulative value of MIS 
losses reductions since 2004 is a little under 17 million RO, and in present value terms the benefit of MIS losses reduction in 
2011 is around 83 million RO, using a discount rate of 6% (346 million RO if assessed against 2004 losses of 24.6%). These 
figures take no account of investment savings in generation and network infrastructure, which would significantly increase 
the value of losses reduction benefits. 
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System Peak Demands: MIS and Salalah Power System in 2010 and 2011

Figure 15 presents monthly MIS peak demands in 2010 and 2011.

Figure 15: Main Interconnected System Peak Demand - 2010 & 2011

 

Figure 16 presents Salalah Power System monthly peak demands in 2010 and 2011

Figure 16: Salalah Power System Peak Demand - 2010 & 2011
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Electricity Demand Forecasts

In accordance with Condition 5 of the Power and Water Procurement licence, the PWP publishes an annual statement 
presenting a 7-year outlook for electricity and desalinated water demand, and the capacities required to meet forecast 
demand, for the MIS and Salalah Power System. The electricity demand forecasts in each 7-year statement are official 
forecasts to which electricity sector planning is referenced. The most recent 7-year statement (Issue 6, for the period 2012 
to 2018) is available for review and download from the PWP’s website (www.omanpwp.com). The main highlights of the 
electricity demand forecasts are as follows:

MIS: in the expected case, MIS peak demand is projected to grow at 8% per year to reach 6,582 MW in
  2018. The “low case” projects 6% annual growth, resulting in peak demand of 5,791 MW in 2018, 
 the “high case” projects 11% annual growth and peak demand at 8,059MW in 2018, more than
  1,450 MW higher than the expected case.

 In terms of energy, the expected, low and high case forecasts for 2018 are 32.1TWh, 28.2TWh and
  41.0TWh respectively.

Salalah System: in the expected case peak demand is expected to grow at 10% per year,  reaching 689 MW in
  2018. The “low case” projects 7% annual growth, reaching 571 MW by 2018. The “high case”
  allows for more rapid industrialization, and has peak demand increasing at 17% per year to 1,041 MW
  in 2018, exceeding the “expected case” by more than 350MW.

 In terms of energy, the expected, low and high case forecasts for 2018 are 4.0TWh, 3.3TWh and
  6.2TWh respectively.

Please refer to Issue 6 of the PWP 7-year statement for further details of the electricity demand forecasts and how PWP 
plans to ensure sufficient contracted capacity will be available to meet forecast demand for electricity and related water.

New Capacity Developments

There were new capacity developments in all three market segments in 2011:

•	 MIS: the PWP deployed around 300MW of temporary diesel generation to safeguard the security of supply at 
 times of system peak demand.  Construction of the Barka III and Sohar II IPP progressed during 2011 despite
  some disruption due to industrial action.  Each IPP will provide 495 net MW of early power capacity in 2012, and
  745 net MW of full contracted capacity when they enter full commercial operation in 2013.  

 In June 2011 the Authority confirmed approval for PWP to sign project agreements for the Sur IPP that will be
  commissioned on a phased basis in 2013 and 2014. The Sur IPP is being developed by Phoenix Power 
 Company SAOC, owned by a consortium of Marubeni (Japan), Chubu (Japan), QEWC (Qatar) and Multitech 
 (Oman). This substantial IPP will add 433MW of early power in 2013 and a further 1,567MW in 2014, adding a 
 total of 2,000MW of highly fuel efficient MIS contracted capacity.

•	 Rural	 Systems: RAEC commissioned 3 new rural systems in 2011 deploying 15.1MW of diesel fired
  generation: 0.76MW at the Andat system in Dhofar, 3.8MW at the new Mudhai system in Dhofar, and 10.5MW
 at the Al Khadra system in Al Wusta.  RAEC’s new generating facility in Al Duqum reached its full capacity of
  66MW in 2011 generating 40GWh of electricity (representing 39% of gross generation in Al Wusta and 7% of 2011 
 RAEC gross generation). RAEC’s desalination facility in Al Duqum commenced full operations in 2011 and
  produced 374,675 m3 of potable water (representing 85% of gross desalinated water production in Al Wusta and 
 27% of 2011 RAEC gross desalinated water production).

•	 Salalah	Power	System:	 Phase 1 of the Salalah IWPP commenced commercial operation in July 2011 making
  61 MW available to the system. Testing of Phase 2 power commenced in August 2011 and when completed
  in January 2012 allowed a further 112 MW to commence commercial operation. When fully commissioned in
  2012 the Salalah IWPP will provide 445MW and 15 MIGD of new contracted capacity.
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ERWS Ownership in 2011

The ownership structure of the electricity and related water sector (ERWS) shown in Figure 17 reflects two important 
developments in 2011.  First, was the Initial Public Offering (IPO) of 35% of the shares of Al Rusail Power Company and 
SMN Barka through the listing of SMN Power Holding on the MSM.  One of very few IPOs completed in the region in 2011, 
the IPO was oversubscribed 1.7 times.    The second development was the full delisting of DPC that will facilitate and assist 
the on-going restructuring of the Salalah electricity market.

Figure 17: Electricity & Related Water Sector Ownership - 2011

Since they were established in 2004, MHEW successor companies have developed and grown into substantially sized 
corporate entities. To highlight this we compare ERWS companies to companies listed on the MSM. The Oman Economic 
Review (OER) publishes an annual assessment of MSM listed companies, with one of the principal rankings based on 
annual revenues. With the exception of I(W)PP project companies, no ERWS companies are listed on the MSM. 
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Figure 18 shows how OER’s list of the 20 largest companies (ranked in terms of 2011 revenues) would look if ERWS 
companies were eligible for inclusion. 

Figure 18: Corporate Size Comparisons – MSM & ERWS Companies

The capital intensity of electricity activities is reflected in the asset values of ERWS companies, that equate to 16% of the 
aggregate asset values of OER’s 20 largest companies (ranked by asset value), and for 68% of total assets if we exclude 
four banks which account for 76% of the total assets of OER’s 20 largest companies.   

ERWS companies are substantially sized growing enterprises. One of the major challenges going forward will be to ensure 
ERWS companies have the management skills and technical capabilities required to operate in one of Oman’s most 
important and fast growing utility sectors.

Five ERWS companies would 
feature in OER’s list of the 20 
largest companies:  PWP (4th), 
Muscat (11th), Mazoon (12th), 
Majan (15th) and DPC (delisted 
in 2011 but listed 19th).  

SMN Power Holdings was 
included in OER’s original list 
following its 2011 IPO, but 
moves down to 21st in the 
revised listing. 

The 2011 aggregate gross 
revenues of all ERWS companies 
(including companies not shown 
in Figure 18) were about a third 
of the aggregate revenues of 
OER’s 20 largest companies. 

Aggregate ERWS revenue in 
2011 was 82% higher than the 
combined revenues of OmanTel 
and Narwas, with over 70% of 
ERWS revenue subject to RPI-X 
type price control regulation.  
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Approved Projects and Capital Expenditure: 2011

Licensed system operators (OETC, Muscat, Majan, Mazoon and RAEC) approved 368 projects in 2011, with a total value 
of 145 million RO.  Figure 19 presents details of the approved projects by Licensee, region and value.

Figure 19: Project Approvals by Licensees in 2011

OETC and Muscat each account for 28% of approved projects by value. Mazoon and Majan account for 22% and 16%, 
respectively, and RAEC 6%.

In terms of regional investment, Muscat region accounts for 41.5% (60 million RO) of approved projects and Al Sharqiya 
17.2% (25 million RO) due to significant network investments by OETC and Mazoon in these regions.    

All regions benefited from ERWS sector investment in 2011 in line with the government’s policy commitment to provide 
electricity and related water services throughout the Sultanate.
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ERWS Employment & Omanisation: 2010 and 2011

The Authority undertakes an annual survey of electricity and related water sector employment and Omanisation. The survey 
provides information on Direct and Indirect (contractor) employment by entity, by grade, by regulated activity, by region, 
and by nationality (Omani nationals and expatriates).   

Figure 20 presents some results from the 2011 survey.

Figure 20: Total ERWS Employment by Type, Nationality and Function:  2010 & 2011

Source: Authority 2011 employment survey

2011 Direct employment was 24% higher than in 2010, which reflects the recruitment 510 Omani nationals in response to 
Royal Directives. 2011 Indirect employment of 4,597 was 6% higher than the previous year and reflects the addition of 254 
contractor Omani nationals.  

Since 2005, total (Direct and Indirect) employment has increased by 50% from 4,796 to 7,204 in 2011. Direct employment 
accounts for 63% of this increase, with Omani nationals accounting for 85% of the increase in Direct employment. 
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Figure 21 presents the 2011 Omanisation rates for Direct and Indirect employment.

Figure 21: ERWS Employment & Omanisation: 2011

 Source: Authority 2011 employment survey

Omani nationals accounted for 87% of Direct employment in 2011 (the same percentage as in 2010), and for 53% of Indirect 
employment, contributing to a sector Omanisation rate of 65%, four percentage points higher than the 61% Omanisation 
rate in 2010. The Authority’s annual employment survey highlights changes in the underlying composition of electricity and 
related water sector employment; these are shown in Figure 22.

Figure 22: Employment & Omanisation by Activity: 2011

Source: Authority 2011 employment survey

The increase in 2011 ERWS employment shown in Figure 22 reflects the sector’s response to Royal Directives and the 
employment needs of a sector that is working hard to keep pace with strong electricity demand growth. While the Authority 
is pleased the ERWS was able to respond to the Royal Directives and absorb a significant number of new employees, 
it will be important to ensure that the new recruits are provided with the training and guidance needed to increase their 
productivity and thereby help moderate future increases in electricity sector costs.  

In line with its duty to ensure the ERWS performs efficiently so as to minimize the subsidy required from government, 
the Authority will be considering how to implement further incentive mechanisms to motivate licensees to improve the 
productivity of ERWS employees and promote their professional development. 
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Electricity & Related Water Sector Issues in 2011

Audits & Investigations

In May 2009 the Authority issued Article (116) Notices notifying distribution and supply licensees that inspections of their 
electricity substations and related plant would be conducted on a continuous and random basis. Any facility found to 
be unlocked or unsafe in the reasonable opinion of the Authority would be subject to a fine of 500 RO. During 2011 the 
Authority held further meetings with licensees to monitor progress of health and safety audits conducted in 2010 and 
assess compliance with the terms of the 2009 Notice.

Fatal Incident Investigations  

Regrettably, 2011 saw a rise in the number of electricity related accidents reported to the Authority, including nine fatalities 
and one serious injury.  The increased number of fatalities was due in part to the rise in theft of electrical equipment. Details 
of incidents involving fatalities are listed below.

The Authority investigated all fatal incidents with the exception of the incident on 26th October in Saham (the Authority 
received notification after the incident that ROP had completed their enquiry and had allowed the site to return to service). 
In each case, where the cause of an incident was considered to have implications for other licensees, the Authority issued 
guidance to minimise the risk of the incident being repeated.  

In response to requests from the Public Prosecutor the Authority investigated fatalities in Khasab, Al-Hajar and Jalaan Bini 
Bu Ali and provided investigation reports in each case. 

Ghubrah Independent Water Project (IWP)

The Authority was asked by PAEW to prepare proposals (including any required amendments to the Sector Law) to facilitate 
the development of a new IWP at Ghubrah. Oman has a very successful and well established I(W)PP programme that 
has attracted significant inward investment, allocates operational and performance risks to the private sector, and allows 
Omani citizens to share the benefits of a successful privatisation programme by participating in initial public offerings of 
shares floated on the Muscat Securities Market. PAEW’s request reflected the government’s wish to apply the IPP model to 
independent water projects that do not presently fall under the jurisdiction of the Sector Law.

Date

12th May 2011

28th June 2011

29th June 2011

10th September 2011

26th October 2011

1st November 2011

31st December 2011

Saih Ahmer 

Khasab

Al-Hajar

Barka

Saham

Jalaan Bani Bu Ali

Nakhal

Mazoon

RAEC

Majan 

Mazoon

Majan

Mazoon

Mazoon

Contractor died whilst stealing busbar

Contractor died making live LV connection

Contractor died making live LV connection

Member of public died attempting to steal cable

Member of public died attempting to steal cable

Three members of the public were fatally electricuted 
during heavy rains

Child died after receiving shock from unofficial 
lighting installation

Location Licensee Incident



28

In July 2011, having consulted with PAEW and PWP, the Authority submitted  proposals to PAEW that, through amendments 
to the Sector Law, would:

(i) Allow PAEW to determine if a new desalination facility should be provided by PAEW or by PWP as an IWP;

(ii) If PAEW notifies PWP of a requirement for new desalinated water capacity, PWP would initiate a fair and transparent
  competition open to local and international investors for the IWP. The competition would comply with the provisions
  of Article (79) of the Sector Law and would be supervised by the Authority; and

(iii) The IWP project company would require a licence from the Authority to authorize desalinated water production at 
 the designated IWP.

PAEW is coordinating with the Ministry of Legal Affairs on the proposed Sector Law amendments that are expected to be 
finalized in 2012.

In November 2011 the Authority approved a Project Definition Paper and Competition Process Paper prepared by the 
PWP, thereby initiating a competition for the Ghubrah IWP that will provide 42 MIGD of contracted desalinated water 
capacity by 2014.

Investigation of power outages in Jalaan Bani Bu Ali

From 28th August 2011 to 8th September 2011, five of the six 33kV bushings at JBB Ali 132kV Grid Station on two 132/33kV 
transformers failed, apparently independently of each other, on five separate dates. During this series of incidents, all 
customers supplied from the JBB Ali Grid Station experienced loss of supply due to the highly unusual and concentrated 
pattern of failures. The Authority launched two separate investigations into the incidents to examine both technical aspects 
of the incidents and how licensees responded to them.  These investigation reports have been published in English and 
Arabic. The Authority has provided support to Mazoon to improve the security of supply to customers supplied from the 
JBB Ali Grid Station.

Investigation of Raysut B Power Station Incident

On 28th June 2011 a serious incident occurred at Raysut B power station in Salalah when a flashover on 11kV switchgear 
caused extensive burns to a helper in the switchroom. The investigation, completed by SKM, identified that whilst work 
had been undertaken in accordance with a properly issued Permit to Work, there had been a failure to appreciate the risks 
associated with the type of switchgear at the site.  The investigation recognised the correct and swift actions of employees 
at the scene that helped to save the life of the injured man.

Investigation of Supply Interruptions on Masirah Island

In January 2011 the Authority appointed Vector Power Solutions to investigate repeated interruptions of supply to 1000 
customers supplied from RAEC’s 11 kV distribution system on Masirah Island. The interruptions commenced on 26th 
November 2010 and continued with some regularity until 15th December 2010, and after a very detailed technical 
investigation, the principal conclusion was that the power system had become overextended with cable giving rise 
to resonance at the power system 3rd harmonic frequency (150 Hz). The recommended solution was to replace the 
Earthing Reactor with an Earthing Resistor, as part of a new earthing system design. RAEC were required to implement the 
recommendations and confirmed to the Authority in January 2012 that they had done so.

Metering Issues

The Authority spent considerable time in 2011 reviewing proposals for new metering solutions and related systems. 
Having considered the merits of different approaches and having reviewed the experience of metering initiatives in other 
jurisdictions, the Authority concluded that advanced metering infrastructure was not justified on cost benefit considerations 
and because of risks associated with IT infrastructure. The Authority acknowledges, however, that there is a pressing need 
to improve the quality of metering and meter reading services at the customer interface using new metering technologies 
that provide functionalities such as two way communication, anti-tampering protection, and that can support different 
tariff structures and demand side managment. The Authority expects to receive proposals from licensees in 2012 setting 
out a coordinated approach to metering and meter reading services with an initial focus on large consumers of electricity. 
The Authority is grateful to the Electricity Holding Company SAOC for facilitating what is now a coordinated and focused 
approach to metering issues across licensees.
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Overseas Visits

In November 2011 a joint PAEW and Authority delegation, led by HE Mohammed bin Abdullah Al Mahrouqi, visited the UK 
and Ireland to learn about and review energy efficiency policies in both countries. In London, the delegation met with the 
Right Honorable Greg Barker, Minister of State at the Department of Energy and Climate Change, and officials responsible 
for the ‘Green Deal’, a major UK energy efficiency initiative that will be launched in 2012. The delegation then travelled to 
Ireland for meetings with the Sustainable Energy Authority of Ireland, the Department of Communications, Energy and 
Natural Resources and Electricity Supply Board International. These meetings were extremely instructive and provided 
useful information and experience that will assist the development of energy efficiency policies for Oman.

PAEW

The Authority coordinated with PAEW throughout 2011 on a number of policy related issues, including the development of 
energy efficiency policies; renewable energy policies and projects, and a revised timeline for the restructuring of the Salalah 
Concession Agreement. 

Professor Stephen Littlechild

The form of price control regulation implemented by the Authority in 2005 is based on the RPI-X approach developed and 
pioneered by Professor Stephen Littlechild. The Authority invited Professor Littlechild to Oman to address Members and 
staff and to mark the next phase of the Authority’s development following the move to its new office.

Professor Littlechild visited the Authority in March 2011, and offered a presentation on the development of Utility Regulation 
and the emergence of customer led negotiated settlements. Authority staff made presentations to Professor Littlechild 
outlining the development and achievements of the Authority since its establishment in 2005. Professor Littlechild met with 
senior government officials, consultants and colleagues who had contributed to the electricity reform programme, and 
acknowledged the Authority’s Director of Economics and Financial Affairs, Hassan Taqi’s achievement in securing a MSc 
in Economic Regulation and Competition from City University London with distinction.

The Authority was privileged to host Professor Littlechild’s visit, and pleased that he viewed the Authority’s implementation 
of price control regulation as consistent with the RPI-X approach he developed in the 1980s.
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Regulatory Focus #1: Article (116) Notices

This Regulatory Focus describes one of the most important and powerful instruments of regulation available to the Authority, 
the Article (116) Notice.  An Article (116) Notice can be issued to a Licensee or Exemption Holder if the Authority believes 
that person is or is likely to violate a condition of their Licence, Exemption or a provision of the Sector Law.  An Article (116) 
Notice is framed by four Sector Law articles that are summarized in Figure 23. 

Figure 23: Legal Basis of Article (116) Notices

These articles reflect principles that are the cornerstone of good regulation: 

Transparency: the Authority must serve a written (116) Notice prior to taking enforcement action and is required
  by the Sector Law to place each (116) Notice on the Public Register; 

Justified	Action:	 a (116) Notice must explain why the Authority is taking enforcement action and cite relevant
  conditions of a Licence, Exemption or provision of the Sector Law that the Authority believes
  has, or is likely to be, violated; 

Cure	period:	 the Notice must allow time for the person to whom a (116) Notice is served to rectify the
  actual or expected violation, and prohibits the Authority from taking further enforcement action if
  the required rectification steps are taken;  

Right	to	Challenge:	  As with all of the Authority decisions, the decision to issue a (116) Notice or any of the proposed
  enforcement measures can be challenged under Article (125) of the Sector Law; and

Proportionality:		 Any fine or compensation imposed by the Authority must be in proportion to the violation and any
  resulting damage caused to an affected person. The law does not allow the Authority to impose
  a fine or compensation if the violation is trivial.

Article (116)

Article (117)

Article (118)

Article (119)

Allows the Authority to issue a written warning notice (the Article (116) Notice) if a Licensee or 
Exemption Holder is, or is likely to violate a condition of a Licence, Exemption Order, or a provision 
of the Sector Law.  An Article (116) Notice requires the violation to cease within a stipulated 
timescale and must identify the enforcement actions the Authority will take if the violation does 
not cease in the stipulated timescale.  The Authority can take whatever enforcement action it 
deems reasonable to secure compliance. 

The Authority is not permitted to take enforcement action stipulated in an Article (116) Notice 
if the person on whom the Notice is served starts to take compliance actions required by the 
Authority, or if the violation is trivial.  The Authority may cancel a Notice in the same manner as 
it was issued, and may modify the terms of a Notice in agreement with the person to whom the 
Notice is served. 

Each Article (116) Notice must include: (i) details of the violation and the consequences of 
enforcement action proposed by the Authority; (ii) a timeframe for persons to comment or object 
to enforcement action proposed by the Authority; and (iii) any other facts deemed necessary by 
the Authority.  The Authority must consider any remarks or objections submitted to it in response 
to an Article (116) Notice. 

The Authority may use an Article (116) Notice to impose a fine it considers reasonable and 
compensation to be paid to persons affected by the violation in amounts and within a timescale 
stipulated by the Authority. The total fine and compensation must be proportionate to any 
damage caused to affected persons in accordance with Public Interest considerations. 
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Example Use of Article (116) Powers 

On 1st May 2005 a new management team assumed responsibility for the Al Ghubrah Power and Desalination Company 
SOAC (Al Ghubrah), a MHEW successor company. The Authority granted Al Ghubrah a licence to authorise electricity 
generation and water desalination at the facility. The new management found that the Al Ghubrah facility had not been 
subject to regular and proper maintenance, as a consequence of which certain plant and equipment had deteriorated and 
was in poor condition.  

In January 2008, Al Ghubrah management notified the Authority that boilers at the facility might need to be switched off due 
to health and safety concerns.  The Authority appointed an international and independent expert to conduct a condition 
assessment and site inspections on the 5th and 6th of February 2008.  The inspections confirmed that Babcock Boilers 
4, 5 & 6 at the facility were in very poor condition due to inadequacies of the previous maintenance regime. The report 
concluded that while continued operation of the boilers might be necessary to support water supply to the Muscat area, the 
boilers were inherently unsafe and posed a serious risk to staff working at the facility and to citizens living nearby.

The Authority understood the importance of maintaining water supply to the Muscat area, but did not consider this sufficient 
justification for exposing staff and citizens to unacceptable health and safety risks.  Exercising its powers under Article 
(116), the Authority issued a Notice to Al Ghubrah on 17th February 2008 confirming that the company was in breach of 
licence condition 11 (Health & Safety) and requiring the company to comply with 13 recommendations, including: 

1. The immediate implementation of mitigation measures that placed operational restrictions on the boilers, imposed
  access restrictions to areas where the boilers were located, and required access barriers to be fabricated and installed
  to facilitate the speedy and safe emergency evacuation of staff; and

2. Preparation of a timeline for the complete refurbishment of Babcock Boilers 4, 5 & 6 and related tubing and control
  systems, with a further stipulation that cost considerations should not be a determining factor in the quality and
  timing of remedial work. 

Response of Al Ghubrah

Al Ghubrah’s first response to the Notice on 18th February 2008 confirmed that the Board had approved the appointment 
of a specialist engineer to undertake a condition assessment and prepare a plan to implement all of the Authority’s 
recommendations, taking into account the need to keep some boilers in service at all times to ensure the continuitiy of 
desalinated water production.  Thereafter:

•	 In	 June	 2009	 Al	 Ghubrah	 notified	 the	 Authority	 that	 refurbishment	 of	 Babcock	 Boiler	 #6	 had	 been	 completed	 in
  accordance with the terms of the Article (116) Notice and applied for the Notice to be lifted. On 5th July 2009 after
  reviewing all supporting documentation and certifications and conducting a site visit, the Authority rescinded the terms 
 of the Notice applicable to Boiler #6, but confirmed that the Notice remained in place for Boilers #4 and #5;

•	 In	 June	 2010	 Al	 Ghubrah	 notified	 the	 Authority	 that	 refurbishment	 of	 Babcock	 Boiler	 #5	 had	 been	 completed	 in	
 accordance with the terms of the Article (116) Notice and applied for the Notice to be lifted. On 15th August 2010
  after reviewing all supporting documentation and certifications and conducting a site visit, the Authority rescinded 
 the terms of the Notice applicable to Boiler #5, but confirmed that the terms of the Notice remained in place for
  Boiler #4; and

•	 In	February	2011	Al	Ghubrah	notified	 the	Authority	 that	 refurbishment	of	Babcock	Boiler	#4	had	been	completed
  in accordance with the terms of the Article (116) Notice and applied for the Notice to be lifted. The Authority retained
  the same expert who had undertaken the initial site visit in February 2008 to review all documentation and
 certifications presented by Al Ghubrah, conduct a further site visit and advise if it would be appropriate to rescind
  the Notice. On 15th May 2011 the Authority rescinded the remaining terms of the Notice.

The Authority is grateful to the Board and management of Al Ghubrah for the exemplary way in which they responded to 
the Article (116) Notice. Their actions helped to safeguard the health and safety of staff working at the facility and nearby 
residents and improve the performance of plant and the security of water supply to the Muscat area.
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Regulatory Focus #2: Opportunity Costs & Economic Subsidy

This Regulatory Focus discusses how 2011 electricity subsidy in each of the three market segments would increase if fuel 
costs were adjusted to reflect their economic ‘opportunity’ cost.

Background

The electricity sector receives ‘direct’ subsidy from the Ministry of Finance through the mechanism described in Article (18) 
of the Sector Law. Consumers also benefit from ‘indirect’ subsidy as the cost at which fuel is sold to production facilities 
is below its economic ‘opportunity’ cost.  Foregoing opportunities to use domestically produced gas and diesel fuel for 
purposes such as export or increasing allocations to industrial projects, imposes real costs on the government.  Failing to 
include these ‘opportunity costs’ in Article (18) subsidy understates the true level of subsidy provided to consumers.  From 
2012, the Authority will publish electricity subsidy on two bases: one will reflect the financial cost of fuel used to generate 
electricity, another will adjust fuel costs to reflect their opportunity costs.

Assumptions and Methodology 

Over 99% of electricity supplied from the MIS and the Salalah Power System is produced at gas fired facilities which 
purchase gas at a cost of $1.5 mmBTu.  Identifying an international market price for natural gas is not straightforward and 
is now more complicated following a change in the long standing relationship between oil and gas prices following the 
discovery of significant shale gas deposits in North America. Nonetheless, market information suggests a price range of 
up to $9 mmBTu would provide conservative and reasonable estimates of the opportunity cost of gas for the purposes of 
this analysis.

All electricity generated at RAEC facilities is sourced from diesel fuel, for which RAEC pays an average price of 140 baiza 
per litre (prices vary from area to area). The cost of diesel fuel is more closely linked to international oil prices. Conversion 
factors for the energy content of a barrel of crude oil (5.8 mmBTu), the number of litres per barrel of crude oil (159), were 
applied to oil price assumptions to estimate diesel costs per litre and RAEC’s 2011 fuel costs.

MIS Subsidy

For the MIS, gas costs accounted for nearly 83% of 2011 outturn MIS subsidy of 105 mRO. Figure RF2 - 1 shows how MIS 
subsidy increases in line with gas cost increments of $1.5 mmBTu, up to a maximum of $9 mmBTu.

Figure RF2-1: MIS Subsidy Analysis

Sources: Company returns and Authority calculations
       
At a cost of $4.5 mmBTu, MIS subsidy increases by 166% to 280.2 mRO (17.1 baiza/kWh). At $9 mmBTu subsidy rises to 
542.5 m RO, (33.1 baiza/kWh) of which financial subsidy accounts for just 19.4%.



33

Salalah Power System Subsidy

Gas costs accounted for 31% of the 41 mRO of 2011 subsidy in Salalah. Figure  RF2-2 presents the results of the analysis 
of Salalah subsidy.

Figure RF2-2: Salalah Subsidy Analysis

Sources: Company returns and Authority calculations

At a cost of $4.5 mmBTu, Salalah subsidy increases by 63% to 66.7 mRO (40 bz/kWh). At $9 mmBTu subsidy rises to 
105.3 mRO (63.1 bz/kWh) of which financial subsidy accounts for 39%.

RAEC Subsidy

Diesel fuel costs accounted for 68% of the 30.5 mRO of RAEC subsidy in 2011.  Figure RF2-3 presents the RAEC subsidy 
analysis. In addition to RAEC fuel purchase costs, the government pays an additional 22 baiza per litre to suppliers of 
diesel fuel that is not a cost to RAEC but increased the cost of diesel generation in 2011 by 3.3 mRO.  Other diesel cost 
sensitivities reflect different oil price assumptions: $80 per barrel (191 baiza/litre), $90 per barrel (215 baiza/litre), $102 per 
barrel (244 baiza/litre), and $110 per barrel (263 baiza/litre). Two oil prices are of particular interest: $58 per barrel was the 
oil price assumption used by MOF to prepare the draft 2011 budget, and $102 per barrel was the outturn average Oman oil 
price in 2011 (source: The State’s General Budget for the Financial Year 2012, page 33, MOF 2012).

Figure RF2-3: RAEC Subsidy Analysis

Sources: Company returns and Authority calculations

At a diesel cost of 140 baiza/litre (consistent with the $58 oil price assumption in the draft 2011 budget), 2011 RAEC 
subsidy was 30.5 mRO.  At the outturn average  2011 oil price of $102 per barrel, the cost of diesel increases to 244 baiza/
litre and RAEC subsidy to 46 mRO (99.6 baiza/kWh).
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Conclusions

Electricity consumers derive considerable benefit from indirect fuel subsidies that are in addition to direct subsidy provided 
through Article (18) of the Sector Law. At a gas cost of $4.5 mmBTu and diesel costs of 215 baiza/litre total electricity 
subsidy in 2011 increases to 389 mRO, 120% higher than financial subsidy. At costs of $9 mmBTu for gas and 244 baiza/
litre for diesel, total subsidy increases to 694 mRO, which is 292% higher than financial subsidy.

Failing to account for the opportunity cost of fuel used to generate electricity can distort important electricity related 
decisions:

1. Underestimating the economic cost of electricity supply can result in inefficient consumption (as reflected in our 
 analysis of increasing electricity intensity), and particularly when electricity tariffs are already subsidized. It can also
  result in over supply and the inefficient use of valuable natural and financial resources; 

2. Companies and consumers may under-invest in energy efficiency and losses reduction solutions if the marginal
  benefits of savings are evaluated against financial costs rather than economic costs; and 

3. The Authority is concerned that focusing on the financial cost of fuel is hindering the deployment of renewable
  energy in Oman. A number of the Authority’s Solar and Wind pilot projects look expensive when assessed against
  the financial costs of RAEC diesel generation. When assessed against economic costs, the Authority’s evaluations
  suggest that the economic benefits of renewable energy projects can exceed their costs: these benefits include fuel
  cost savings, lower subsidy, and reduced emissions and environmental pollution.   
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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.			

The Authority granted licences in 2011 to 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	believes	the	market	will	be	ready	for	
Supply	Competition	within	2	years	and	will	 initiate	
the	Consultation	required	by	the	Sector	Law	prior	to	
submitting	proposals	to	government.		

The Authority has been preparing the market for Supply 
Competition since 2005 by introducing separate regulatory 
accounting and price controls for Distribution and Supply, 
requiring licensees to publish Distribution Use of System 
charges, OETC to published Transmission Use of System 
Charges and PWP to publish Electricity Bulk Supply Tariffs.  
 
The prospective entry of new Licensed Suppliers will 
promote competition and raise standards of customer 
service that remain at unsatisfactory levels. The	Authority	
will	 work	 to	 introduce	 Supply	 Competition	 within	 2	
years.

ARTICLE (29) REPORTING

Further Market Liberalisation

Figure 24 presents the Authority’s assessment of the possible implementation of the four Liberalisation measures identified 
in the Sector Law.

Figure 24: Further Market Liberalisation Electricity Subsidy
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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 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 in 2011

Outturn MIS subsidy in 2011 was 105.4mRO. This reflects total economic costs of 365.3mRO and customer revenues of 
259.9mRO. Figure 25 presents outturn MIS subsidy in 2011 by company.

Figure 25: 2011 MIS Outturn Subsidy by Company

2011 MIS subsidy accounted for 29% of the total economic cost of supply (365.3 mRO), the remaining 71% of costs was 
recovered through customer revenue. 

Muscat, Majan and Mazoon accounted for 18%, 31% and 52%, respectively, of total 2011 MIS subsidy. Muscat’s 2011 
subsidy of 18.6 mRO accounted for only 13% of its total economic cost requirements, while subsidy to Majan and Mazoon 
(32.5 mRO and 54.3 mRO respectively) constituted 32% and 44% of their respective 2011 economic costs. The subsidy 
requirement of each company reflects differences in customer mix and the technical characteristics of their respective 
distribution systems.
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2012 MIS Subsidy Forecast

Figure 26 presents the Authority estimates of 2012 MIS subsidy by company.

Figure 26: Subsidy Forecast - Main Interconnected System 2012

The Authority’s estimate of 2012 MIS Subsidy is 164.5 mRO. This reflects total estimated economic costs of 457.1 mRO, of 
which 64% (or 292.6 mRO) is expected to be recovered through customer revenues. 

The 2012 MIS Subsidy estimate reflects a 56% increase (59.1 mRO) on 2011 outturn Subsidy, which in turn reflects an 
expected 20% increase (75 mRO) in underlying economic costs and a 13% increase (32.7 mRO) in customer revenues. 
Increases in 2012 costs are primarily due to (i) increases in electricity generation costs and (ii) higher Distribution and 
Supply costs. 

Generation costs

A significant proportion of the increase in 2012 generation costs reflects the costs of the Sohar II and Barka III IPP that 
together will provide 990 net MW of early power in 2012 and 1,490 net MW of contracted capacity in 2013. The fixed costs 
of these new IPPs are reflected in our estimate of 2012 economic costs, while the efficiency benefits of highly efficient 
combined cycle plant will not be fully realised until 2013 when both IPPs enter full commercial operations.  Output from the 
two new IPPs will further increase gas use efficiency, displace less fuel efficient plant, and help constrain MIS economic 
costs going forward. 

Distribution and Supply costs 

During 2011, the Authority conducted detailed economic cost assessments (price control reviews) for Muscat, Majan and 
Mazoon that culminated in the setting of new 3-year price controls that came into effect on 1st January 2012. The new price 
controls incorporate significant increases in capital and operating expenditures that are reflected in the RO 43.5 mRO (or 
38%) increase in 2012 Distribution and Supply costs.  
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The increased capital expenditure allowances will support the expansion and reinforcement of licensed distribution systems 
to accommodate continued strong growth in demand, the required undergrounding of electricity lines, and to ensure 
licensees comply with relevant security standards. The significant increases in operating cost allowances are in response 
to some important policy decisions in 2011, including:

 a) Recruitment: each Disco recruited about 100 new employees in 2011 as part of the ERWS response to Government
  directives to employ some 500 Omanis. The new employees account for around 25% of each Disco’s existing
  staffing level, and are in addition to other specialized recruitments required over the price control period to meet
  specific business needs;

b) Staff	costs: Government directives requiring increases in minimum wages and other staff entitlements have had a
  significant impact on the operating costs of licensees and their contractors; and

c) Other	General	and	Administrative	Costs: increases in staff numbers triggered corresponding increases in other 
 general and administrative costs that have been accommodated within the new price control allowances, including
  for example the costs of training and development of new (and existing) staff.

The new Distribution and Supply price controls include a number of initiatives that will help Discos develop their businesses 
and motivate them to improve efficiency and the quality of services to customers, including:

i. a new security of supply incentive mechanism (to ensure sufficient management focus is applied to ensuring sustained 
 compliance with the Distribution System Security Standard); 

ii. continuation of the losses reduction incentive mechanism but with lower levels of target losses to be achieved by
  2014; and

iii. a requirement to ensure all 33kV investments have the support of appropriately completed investment appraisal
 documentation. The Authority will more closely monitor capex performance in the next price control period and
 apply (capex inefficiency) RAB adjustments where appropriate.

For further details of 2011 outturn MIS subsidy and the Authority’s estimate of 2012 MIS subsidy, please refer to Annex D.
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Underlying Movement in MIS Subsidy: 2006 to 2011, and 2012 estimate

Figure 27 presents the Authority’s underlying measure of MIS subsidy between 2006 and 2011 and expected MIS subsidy 
in 2012. The underlying measure assumes revenue, costs and efficiencies were correctly forecast between 2006 and 2011 
so as to return zero correction factors. The 2012 estimate of MIS subsidy reflects the 2012 MAR of PWP, OETC, Muscat, 
Majan and Mazoon and assumed growth in Supply of 11.8%.

Figure 27: Underlying Movement in MIS Subsidy: 2006 to 2011 & 2012 Forecast

Source: Authority calculations      

Between 2006 and 2011 the underlying economic cost of MIS supply increased by 66% compared to an 82% increase in 
customer revenue and a 100% increase in units supplied. The level of underlying subsidy in 2011 was 40% higher than in 
2006 whereas underlying subsidy per kWh was 21% lower. 
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RAEC Subsidy

Outturn RAEC subsidy in 2011 was 30.5 m RO or 66 baiza /kWh, this is slightly lower than the 31.6 m RO of subsidy forecast 
in the Authority’s 2010 Annual Report. Figure 28 presents RAEC outturn subsidy between 2006 and 2011 and forecast RAEC 
subsidy in 2012.

Figure 28: RAEC 2006-2011 Outturn Subsidy & 2012 Subsidy Forecast

RAEC subsidy will increase substantially in 2012 to 41.6 million RO (79.9 bz/kWh), this is 36% higher than outturn subsidy in 
2011. The increase in 2012 RAEC subsidy reflects changes to the company’s price controls to accommodate over 70 mRO 
of capital expenditure, 42 mRO of which will fund transmission and distribution system investment in Musandam to support 
a 120MW gas fired power plant that when commissioned will displace expensive diesel fired generation.  

RAEC is subject to similar costs pressures as MIS licensees, both with regard to employment directives, staff costs and 
corresponding increases in general and administrative costs. 

Please refer to Annex D for further details of the 2012 RAEC subsidy estimate. 
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Comparison of 2011 Subsidy by Company

Figure 29 presents a comparison of the subsidy provided to Muscat, Majan, Mazoon and RAEC in 2011 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 29: 2011 Subsidy Comparisons by Company

Mazoon accounts for 31% of the 176.9 mRO of subsidy and financial support provided to the companies in 2011, Majan 
accounts for 18%, RAEC 17%, Muscat 11% and DPC 23%.

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 (to support increasing demand) 
and Permitted Tariffs that are not indexed to inflation and decline in real terms year on year.
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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 30 presents details of the present Permitted Tariffs for different customer categories, and Permitted Tariff fees for the 
disconnection and reconnection of customer accounts.

Figure 30: Permitted Tariffs

No new Permitted Tariffs or tariff modifications were implemented in 2011. 



43

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. 

The present Members of the Authority are:

 Amur Mubarak Al Kiyumi – Chairman and non-executive Member (a part time appointment);
 Dr Amer Saif Al Hinai – non-executive Member (a part time appointment);
 John Cunneen – Executive Director and Member (a full time appointment).

Organisation Structure & Staffing

While Members are collectively responsible for managing the Authority’s affairs and ensuring the Authority fulfils all of its 
statutory functions and duties, most day to day work is undertaken by four Directorates that are responsible for different 
aspects of regulation.  

Authority Organisation Structure

Excluding Members, the Authority has a total compliment of 31 Directors and staff, most of whom are Omani nationals.  
Professional staff have qualifications relevant to their respective areas of regulation:  18 staff have Bachelor’s Degrees and 
5 have Masters.  
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Member Meetings

On the 29 October 2011 at session 33/2011 the Council of Ministers approved changes to the Members of the Authority. 
The Council confirmed the reappointment of Amur Mubarak Al Kiyumi and John Cunneen for futher terms of office staring 
on the 1st November 2011, and the appointment of a new Member, Dr Amer Saif Al Hinai, who replaced Dr Saleh Al Alawi, 
on the 1st November 2011.  At their first meeting on 16th November 2011 Members confirmed Amur Mubarak Al Kiyumi as 
Chairman of the Authority. 

Members met regularly throughout 2011 on the dates shown in Figure 31.

Figure 31: Member Meetings in 2011

Regulatory Costs

The Authority has a duty to ensure the costs of regulating the electricity and related water sector are not excessive and do not 
impose undue burdens on Customers or licensees.  In 2011 expenditure by the Authority was equivalent to 2.5 Rial Omani 
per Customer account, less than one tenth of one baiza per kWh Supplied and around 0.2% of total electricity and related 
water sector turnover, metrics the Authority believes compare favourably to international benchmarks of regulatory costs.  

18-October-2011
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Funding

The Authority recovers all of its costs through licence fees that apportion the Authority’s costs to regulated activities on the 
basis of the time expected to be spent regulating each activity. Figure 32 presents licence fee income by regulated activity 
and the number of Licence Holders by activity, for 2006 to 2012, inclusive.

Figure 32: Licence Fees: 2006 to 2012

Licence fees fund all work items identified in the Authority’s 2012 forward work programme.

2012 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 2011 the Authority consulted on its 
proposed 2012 Forward Work Programme and published the programme in accordance with Article (34) of the Sector 
Law. The Authority is in the process of implementing all of the constituent tasks of the 2012 Forward Work programme that 
is presented in Annex E of this report.  

Professional Development of Authority Staff

The Authority is committed to the professional development of Omani staff.   In 2011 Abdulwahab Al Hinai, a senior member 
of the Licensing and Legal Affairs Directorate, successfully completed a Masters of Laws in Law programme at King’s 
College London  passing with Merit. The Authority congratulates Abdulwahab on this excellent result.  

In September 2011 Qais Al Zakwani commenced studying for an MSc in Major Programme Mangement at the Saïd 
Business School at the University of Oxford. The structure and content of this new course was shaped by the requirements 
of the new UK Major Projects Authority which intends to require any person leading a major UK public sector project to have 
successfully completed the Programme Management course.
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Customer Affairs Directorate

The Customer Affairs Directorate is responsible for protecting and promoting the interests of electricity customers. The 
Directorate carries out these functions by resolving complaints, monitoring performance of customer related licence 
obligations by distribution and supply licensees and enhancing customer awareness of the standard of service to which 
they are entitled. 
  
In 2011 the Directorate: 

•	 Approved	a	new	Customer	Late	Payment	Code	of	Practice,	that	applies	to	customers	who	have	difficulty	in	paying
  their electricity bills; 

•	 Reviewed	the	approved	Complaint	Handling	Procedure	and	made	recommendations	to	enhance	customer	access	to
  and the responsiveness of complaint handling services; 

•	 Set	out	the	core	principles	that	should	apply	in	relation	to	new	Customer	Charters	to	be	published	by	distribution	and
  supply licensees in 2012; 

•	 Resolved	184	outstanding	customer	complaints;	and

•	 Established	regular	monthly	liaison	meetings	with	Distribution	and	Supply	Licensees	to	discuss	customer	related	issues.	

Licences, Codes, Procedures and Charters:

The	 Customer	 Late	 Payment	 Code	 of	 Practice, for customers who have difficulty paying their bills, was developed 
jointly by the supply licensees in close co-operation with the Authority. The Code was formally approved by the Authority 
Members, in accordance with the requirements of Condition 41 of the Distribution and Supply Licences and Condition 44 
of the Rural Areas Electricity Company Licence, at a meeting on 18th October 2011 and was announced in an Authority 
Press Release the same day.

The Code of Practice responds to the Authority’s concern that each individual customer’s circumstances were not being 
sufficiently taken into account and requires that customers with debts to electricity companies are permitted to repay them 
in accordance with their ability to pay. It also requires that electricity companies may not disconnect customers who have 
reached an agreement to repay their debts, in accordance with their ability to pay, providing they are genuinely trying to 
meet the terms of that agreement. The Code was published by licensees during the first quarter of 2012 and compliance 
with its terms is being closely monitored by the Authority. 

In accordance with Condition 24 of the Distribution and Supply Licence the Authority directed companies to review the 
Complaint	 Handling	 Procedure that had been in place since 2005. Companies were asked to take account of the 
enhanced processing facilities provided by a new Customer Relationship Management system and of five key principles 
established by the Authority in a review of international best practice. These suggested that a revised Complaint Handling 
Procedure should:

•	 be	visible and well communicated to customers;

•	 be	accessible, meaning simple and easy to understand and expressed in clear and customer friendly language and
 that it should be easy to make a complaint;

•	 be	effective, meaning that they should ensure that complaints are properly recorded, dealt with by well trained and
  empowered staff and ensure that service delivery failures are swiftly rectified;

•	 be	responsive, meaning that they should ensure that complaints are responded to within a reasonable timeframe
 (as enabled by modern IT systems) and that a proper explanation is given for any service delivery failures, together
  with an apology, where appropriate; and 

•	 ensure	service	delivery	failures	are	properly	reported,	so	lessons	learned	are	acted	on	at	a	senior	level,	in	order	to
  reduce the risk of repeated failures in similar circumstances. 

Supply licensees were also asked to consult with customers and customer representatives in relation to their proposals. 
A revised Complaint Handling Procedure, approved by the Authority and incorporating the principles outlined above, 
is expected to be published during the first half of 2012. The Authority will then introduce the necessary monitoring 
arrangements. 
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During 2011 the Directorate met frequently with Distribution and Supply licensees and with the Rural Areas Electricity 
Company to develop Customer Charters, which will set out a series of clear and meaningful service level commitments 
to customers of each company. The Authority has not stipulated the precise content of each company’s Charter, though 
it has stipulated that they should cover the issues that are of specific concern to each company’s customers. Rather, the 
Authority has set out a series of guidelines designed to ensure that the Charters published by the companies are credible 
and that they are supported by appropriate performance verification and monitoring. This includes regular reports to the 
Authority and an annual report on performance to be provided to customers. The Charters are due to be published during 
the first half of 2012.   

Complaints and Determinations

Having issued 64 Determinations of customer complaints between 2005 and 2010, the Authority concentrated in 2011 
on ensuring that the considerable body of precedent established by the issued Determinations was applied to similar 
complaints made by other customers. Using this approach the Authority resolved a total of 183 complaints during 2011 
and issued one complaint Determination.  Th Determination was that as Muscat had failed to provide sufficient evidence of 
meter tampering the tampering fine should be waived.  Muscat was also required to recalculate the Customer’s bill using 
average consumption in stipulated reference periods.    

During 2011 the Authority received 54 new complaints from customers, a small increase on the 49 complaints received in 
2010. Figure 33 below presents an analysis of the issues that were the cause of those 54 complaints.

Analysis of customer complaints
  
The most notable trend in 2011 was a reduction in the number of billing complaints, from 66% of the total in 2010 to 44% 
of the total in 2011. A similar reduction was also observed in relation to meter tampering complaints, which fell from 15% to 
9% of the total. However, this was offset by an increase in complaints related to the relocation of assets and the provision 
of new electrical connections, which increased from 6% and 2% of the total in 2010, to 20% and 13% respectively, in 2011.

Figure 33: Categories of Customer Complaints in 2011 

Customer Support 

In addition to formal complaints received, the Directorate also provides advice and support to customers who contact the 
Authority before raising the matter formally with their licensed supplier. Customers are advised of their rights and are made 
aware that licensees are required to resolve complaints in accordance with the approved Complaint Handling Procedure. 
The number of customer meetings in 2011 (the first year for which formal records have been kept) was 67, of which 45% 
were related to billing. This is a very similar number to the proportion of formal complaints received by the Directorate. 
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Economics & Financial Affairs

The Directorate is responsible for the economic regulation of the electricity and related water sector. This includes setting and 
monitoring RPI-X price controls, reviewing and approving electricity and related water Bulk Supply Tariffs, and calculating 
licensed suppliers’ annual Subsidy requirements. 

In 2011 the Directorate:

•	 Conducted	the	third	Distribution	and	Supply	price	control	review	for	Muscat,	Majan	and	Mazoon;

•	 Commenced	a	review	of	the	Rural	Areas	Electricity	Company	price	control;

•	 Undertook	a	review	of	PWP’s	economic	costs	to	inform	the	appropriateness	of	retaining	the	existing	controls	for	2011;

•	 Performed	market	share	calculations	for	entities	participating	in	competition	in	the	new	Ghubrah	IWP;	

•	 Reviewed	the	2012	PWP	and	RAEC	electricity	and	water	Bulk	Supply	Tariff	proposals	submitted	for	approval;	

•	 Undertook	a	detailed	analysis	of	the	demand	patterns	of	Residential	customers	and	the	Residential	Permitted	Tariff	to	 
 inform the level and distribution of Subsidy to residential customers; and

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

The approved 2012 RAEC and PWP Electricity and Water Bulk Supply Tariffs are shown in Figure 34 and Figure 35, 
respectively.  Figure 35 presents the new electricity Bulk Supply Tariffs for the Salalah Power System that are published for 
the first time.

Figure 34: RAEC 2012 Water BST
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Figure 35: PWP 2012 Electricity & Water BST 
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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 2011 the Directorate: 

•	 Undertook	technical	assessments	of	capital	expenditure	requests	submitted	by	Muscat,	Majan	and	Mazoon	for	2012,
  2013 and 2014, and identified inefficient expenditure by two licensees that resulted in adjustments to their Regulated
  Asset Base; 

•	 Reviewed	 OETC	 Pre-Investment	 Appraisal	 Documents	 (PIAD)	 for	 major	 transmission	 investments	 totalling
  31.2 million RO.  The Authority worked with OETC to address identified deficiencies in some PIAD, and in one
  case found it necessary to update and revise the Transmission System Security Standard (TSSS), for which
 revisions were approved in September 2011;

•	 Conducted	investigations	for	and	provided	technical	support	to	the	Public	Prosecutor	in	relation	to	their	investigation
  of serious electrical accidents, including fatalities;

•	 Followed	up	Muscat,	Majan,	Mazoon	and	RAEC	progress	of	 actions	 identified	 in	 the	2009	and	2010	Health	and
  Safety Audits;

•	 Reviewed	the	2011	system	capability	statements	of	Muscat,	Majan,	Mazoon,	RAEC	and	OETC;

•	 Conducted	formal	 investigations	into	the	widespread	and	extended	supply	 interruptions	in	the	wilayats	of	JBB	Ali,
  JBB Hasan, and Al Wafa and Al Kamil;

•	 Conducted	formal	 investigations	into	a	significant	power	outage	in	Muscat,	resulting	in	 loss	of	supplies	at	Jahloot	
 Grid Station on 18th May 2011 and Madinat Sultan Qaboos Grid Station on 13th September 2011; 

•	 Investigated	complaints	by	RAEC	customers	in	Madha	and	on	Masirah	Island	regarding	the	quality	and	continuity
  of supply. For Masirah Island, the Authority identified a technical deficiency with the network design and made
  recommendations to RAEC to implement short-term and long-term corrective actions;

•	 Provided	technical	support	for	evaluations	of	Renewable	Energy	Pilot	Projects;

•	 Reviewed	proposals	submitted	by	DPC	for	a	new	control	centre	in	Salalah;	

•	 Represented	 the	 Authority	 in	 a	 sector	 wide	 initiative	 with	 the	 Royal	 Oman	 Police	 to	 tackle	 the	 attempted	 theft	 of
  electrical equipment; and

•	 Provided	 support	 to	 RAEC	 to	 develop	 plans	 for	 major	 transmission	 investments	 in	 Musandam,	 and	 as	 part	 of	 this
  developed a RAEC Transmission System Security Standard.  The Authority approved the RAEC TSSS in January 2012.

Grid Code Review Panel

The Grid Code Review Panel (GCRP) met four times during 2011, see Figure 36.

Figure 36: Grid Code Review Panel Meetings in 2011 
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A number of further revisions to Grid Code Version 2.0 were considered by the GCRP during the year.  One amendment was 
approved by the Authority.  Proposals regarding Automatic Generation Control were given careful consideration by GCRP, 
and as a result a consultancy assignment was defined in order to address all of the matters raised by GCRP.

Distribution Code Review Panel

The Distribution Code Review Panel (DCRP) met four times during 2011, see Figure 37.

Figure 37: Distribution Code Review Panel Meetings in 2011

During 2011 the DCRP explored ways of improving the product approval and contractor approval processes. During 
the year DCRP issued 9 new product approvals, one provisional approval, and suspended 2 products.  In an attempt to 
improve the quality and safety of services provided by contractors, the DCRP decided that registration grades would be 
approved by DCRP Members rather than by a delegated working group.  Following concerns regarding the health and 
safety performance of one Grade A contractor, DCRP audited the business and defined specific actions that would be 
required to be taken to restore the registration status of the contractor.

Asset Management

The Authority has supported initiatives to implement asset management in sector companies, specifically distribution 
licensees through allowances defined in the price control. The Authority had already established the foundations of basic 
asset management techniques with respect to capital investment (by requiring licensees to follow the Plan-Do-Check-Act 
cycle which is at the core of asset management), and through the price controls has established a framework through 
which to monitor its further development.

ETT Actions

The Authority continued its support to the electricity sector through the work of the Executive Task Team in order to secure 
supplies to customers for the summers of 2011 and 2012. The Authority provided the regulatory tools to enable temporary 
generation for 2011 to be connected and operated. In preparation for summer 2012, the Authority monitored OETC’s 
progress in providing connections for the Sohar II and Barka III IPP, ensuring that the back-feed requirements of the 
generation developers will be in place when required.
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Licensing & Legal Affairs 

The Directorate acts as legal counsel to Authority Members to ensure all Authority 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 2011 The Directorate:

•	 Support	the	grant	of	a	Generation	and	Desalination	Licence	to	Sembcorp	Salalah	Power	&	Water	Company	SAOC
		 on	1st	June	2011;	

•	 Reviewed	an	application	from	the	Oman	Electricity	Transmission	Company	SAOC (OETC) to develop and operate 
 an International Interconnection between electricity sub-stations at Madha (Al Wasit) in the Sultanate of Oman and
  Al Oha in the Emirate of Abu Dhabi (the Oman-Abu Dhabi Interconnection). After confirming that relevant Import
  and Export authorizations had been granted to Oman	Power	and	Water	Procurement	Company	SAOC (PWP) the
  Authority granted International Interconnection Licence 1/2011 to OETC authorizing the development and operation 
 of the Oman-UAE Interconnection for a duration of 5 years (renewable on application).  These authorizations took
  the form of modifications to:

•	 the	Licence	granted	 to	PWP	 to	authorize	 the	 Import	 and	Export	 of	 electricity	 across	 the	Oman-UAE	 International	
 Interconnection; and

•	 the	Licence	granted	to	OETC		to	authorize	International	Interconnection	with	the	United	Arab	Emirates;

•	 Reviewed	applications	to	authorize	the	operation	of	temporary	diesel	generation	contracted	by	PWP to support the
  MIS at times of system peak demand in summer 2011. Time limited authorizations were granted to:  
 i. Energy International Middle East LLC (Exemption Order 1/2011 for 59 MW); 
 ii. Ofsat LTD. Co. LLC (Exemption Order 2/2011 for 158 MW);
 iii. Rental Solutions & Services LLC (Exemption Order 3/2011 for 43 MW); and
 iv. Sakr Energy Solutions - Oman Branch (Exemption Order 4/2011 for 40 MW).

•	 Reviewed	 applications	 from	 (i)	 Sojitz	 Corporation	 and	 (ii)	 Shikoku	 Electric	 Power	 Company	 Inc,	 to	 Transfer	 their
  respective shareholdings in Al	Batinah	Power	Company	SAOC and Al	Suwadi	Power	Company (the Barka III/Sohar II
  Project Companies). After seeking further information about the transaction and, after granting Consents pursuant to
  Article (106) of the Sector Law, the Authority consented to the share transfers;

•	 Reviewed	an	application	for	consent	for	a	Sale	of	Shares	in	Sembcorp	Salalah	Power	and	Water	Company	SAOC
 (the Salalah IWPP Licensee). On the basis of information provided by the applicant, the Authority was satisfied the
  Licensee would remain an Appropriate Person following the transaction and consented to the sale of shares;

•	 Reviewed	an	application	 from	SMN	Barka	SAOC (the Licensee) for consents relating to an Initial Public Offering
  obligation. The Authority viewed the transaction as giving rise to a Change of Control of the Licensee. Following
  a review of information provided by the applicant, the Authority determined the Licensee would remain an
  Appropriate Person following the transfer of shares and confirmed its consent for the transaction;

•	 Reviewed	an	application	 for	 consent	 for	 the	sale	of	De-Mineralized	Water	by	ACWA	Power	Barka	SAOG to the
  PWP to support the pre-commissioning and commissioning phases of the Barka III project; and

•	 Reviewed	an	application	 for	consent	 to	a	Power	Settlement	Agreement	between	Sohar	Power	Company	SAOG
  and Majan	Electricity	Company	SAOC. The Authority confirmed its consent to a settlement that resolved a long
  standing dispute between the parties.

During the course of 2011 the Directorate provided legal advice to support Renewable Energy Pilot Projects and the 
Ghubrah Independent Water Project (the Ghubrah IWP). The Directorate helped to prepare draft modifications to the Sector 
Law that will provide for the procurement and regulation of the Ghubrah IWP and future IWP.  

The Directorate represented the Authority in cases before Oman Courts including the Primary Court and the Court of 
Appeal.  
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Annex A: Audited Financial Statements

Authority for Electricity Regulation,
Oman

Report and Financial Statements
for the year ended 31st December 2011
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Annex C:  
Electricity & Related Water 
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Annex D:  
Electricity Subsidy Calculations
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Annex E:  
2012 Forward Work Programme
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2012 Work Priorities

The 2012 Forward Work Programme includes a number of ‘high priority’ areas of work: 

1. Promoting and safeguarding the interests of Customers: 

a.  The Customer Affairs Directorate will engage with Customers to raise awareness about what they have a right to
  expect from providers of electricity services;
b. Increased scrutiny and audit of 
 (i) the performance of meter reading, billing and collection functions;
 (ii) the application by licensees and their contractors of customer connection charges and the processing of 
  applications for connection; and
 (iii) the obligation of Licensees outlined in the Customer Charters issued in 2011;
c. Finalisation of proposals for a new Permitted Tariff for Customers with Special Needs with a firm commitment to
  submit final proposals to government by the end of Q1 2012; and
d. Formal consultation with all relevant stakeholders on the future implementation of Supply competition. The views of 
 Customers will, in particular, be important to formulating proposals for this important liberalisation measure.

2. Health and Safety Seminar

To further emphasise the importance of health and safety (HSE) the Authority will host a seminar to highlight HSE 
performance in the electricity and related water sector since restructuring; areas for further improvement; HSE best practice 
internationally, and case studies of HSE improvements secured by electricity companies in Oman. The seminar will present 
a comparison of HSE obligations under different regulatory regimes to inform the further development of HSE regulations 
in Oman and their enforcement.

3. Restructuring of the Salalah Concession Agreement  

The Authority will continue to coordinate with PAEW and PWP on the restructuring of the Salalah Concession Agreement, 
building on progress made during 2011. The restructuring is expected to be implemented in 2012 in advance of which the 
Authority will be required to:
a. Grant new generation, distribution and supply licences to relevant companies;
b. Implement and approve new price controls and Bulk Supply Tariff arrangements for relevant companies;
c. Modify the licences of OETC and PWP to reflect the new Salalah market structure and regulatory arrangements; and
d. Implement arrangements, pursuant to Article (18) of the Sector Law to calculate and secure the provision of electricity 
 subsidy to a Licensed supplier in Salalah.

4. Operational & Financial Benchmarks

The Authority aims to publish baseline ‘operational and financial’ benchmarks to be agreed with the Ministry of Finance to 
increase the transparency and consistency of performance reporting and highlight trends in electricity and related water 
sector efficiency. The Authority was unable to progress this work last year and views the preparation of benchmarks as an 
important priority.

5. Consultation on ways to promote (i) Clean Energy investment, and (ii) Energy Efficiency in Oman

The Authority considers it timely to consult with stakeholders on the need for, and possible measures to support, investment 
in Clean Energy and ways to improve Energy Efficiency. The results of the consultation will inform a submission to PAEW 
proposing ways forward on these two important and complimentary issues.
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Other areas of work planned for 2012

In addition to the ‘high priority’ areas of work outlined above, the Authority expects to progress other areas of work during 
2012, including:

1. Further Health & Safety (HSE) audits of licensees, including generation and generation/desalination licensees; 

2. Review and implement a new price control for the Oman Electricity Transmission Company SAOC to take effect
  from 1 January 2013. The Authority will consult with transmission system users before implementing the new control
  and undertake (i) a price control audit, and (ii) a dispatch audit to inform our assessment of OETC’s efficiency;

3. The Authority will coordinate with licensees and the Electricity Holding Company SAOC to progress a Small Scale
  Implementation (SSI) project that aims to identify the costs and benefits of the potential for the widespread
  application of digital metering, automatic meter reading and related systems. The Authority will wish to establish, with
  the support of licensees, baseline data of customer consumption characteristics in order to evaluate change in
  customer consumption attributable to information provided by SSI related technologies;

4. Power Plant in Tibat and Bukha, Mussandam: the Authority will work to support the development of a new gas fired
  power plant and related infrastructure in Mussandam that will eventually replace a substantial proportion of RAEC’s
  diesel generation in that region;  

5. Support the procurement of the Ghubrah Independent Water Project through a fair and transparent competition; 

6. Conduct price control audits of all RAEC electrification expenditures approved by the Authority to date; 

7. Prepare and issue regulatory accounting guidelines (i) for Distribution and Supply licensees – to support Supply
  competition and (ii) for OETC, to support the implementation of separate price control arrangements for the
  company’s operations in Salalah and the MIS; 

8. Statutory and Licence compliance – the Authority was unable to complete the compliance audits included in the
  2011 work programme and intends to do so in 2012. In preparation for this the Authority is implementing an internal
  ‘compliance system’ that will provide a basis for collating and publishing reports and assessments of regulatory
  compliance;   

9. Renewable Energy Initiatives: the Authority will continue to support various renewable energy initiatives and will
  commission specialist consultants to advise on Grid integration issues to support Oman’s first Large Solar Project
  and take steps to ensure Oman benefits from experience of implementing solar and other renewable energy
  technologies in other jurisdictions; and

10. Consolidation of work from previous Work Programmes.

Authority for Electricity Regulation, Oman
January 2012
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