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Probe International’s Message

Probe International argues
against Canadian or World
Bank support for the Nam Theun 2
hydropower project in Lao PDR
because the project represents a
costly, unnecessary, unreliable, and
environmentally damaging addition
to Thailand’s power system. World
Bank funding would not serve as a
hand up to the rural poor of Lao
PDR, as its proponents claim.
Instead, it would give the French
and Thai power monopolists
behind the Nam Theun 2 Power
Company a hand out at the expense
of Thai ratepayers, the rural poor in
Lao PDR, the environment, and the
economy. The people of Lao PDR
and Thailand would be better
served by democratic utility reform
and investment in cleaner, higher-
value, and lower-cost generating
technologies. Bank financing for the
Nam Theun 2 power deal would:
ensure the Thai power market is
over-supplied with artificially cheap
power; discourage investment in
higher-value, lower-cost generating
options; and sink Electricité du
Laos further into debt. It would
also send the wrong signal to
investors and utilities that monop-
oly self-dealing still drives electricity
investment decisions in the region,
rather than consumer demands,
technological advances, and public
acceptability.

A Lost Decade in Lao PDR: The
World Bank and the Nam Theun 2

Hydro Project

he World Bank is expected to
decide this year whether or not
to finance one of the largest and

most controversial hydro projects in
Southeast Asia, the proposed
US$1.1 billion! Nam Theun 2 dam
in Lao PDR. Officially, the Bank is
“months away from any final deci-
sion on whether we can support the
project or not,” according to a Bank
spokesperson.2 However, Loy
Chansavat, a Laotian advisor to the
Nam Theun 2 Power Company,
reports that the Bank is likely to
approve financing by early 2005.3
Construction is expected to start
mid-2005.

After years without a market or
investors, the Nam Theun 2 Power
Company led by French utility
giant, Electricité de France, signed
an agreement last November to sell
the dam’s output to Thailand’s elec-
tricity generating authority (EGAT).
The 25-year deal, worth an estimat-
ed US$6 billion, commits EGAT to
purchase 995 megawatts for an
average price of 4.15 US cents per
kilowatt-hour starting in 2010.4

Led by Electricité de France with its
35 percent stake, the Nam Theun 2
Power Company includes the
Electricity Generating Company,
the private subsidiary of Thailand’s
national power company, Electricity
Generating Authority of Thailand,
Ital-Thai Development, Thailand’s
largest construction company, and
the national power company of Lao
PDR, Electricité du Laos. The com-
pany’s technical advisor is PB
Power, part of the New York-based
Parsons Brinckerhoff engineering

group.’

Financing Nam Theun 2 has been a
stumbling block for the developers
over the last decade. Two-thirds of
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the project revenue is to go to the
dam’s French and Thai developers
yet they have been unwilling to risk
their capital and will not be able to
attract commercial financing, unless
the World Bank provides a political
risk guarantee and subsidies to help
defray the dam’s high social and

environmental costs.

To protect would-be Nam Theun 2
investors, the World Bank approved
a special guarantee mechanism in
1997 following nearly two years of
discussion with the Nam Theun 2
consortium (at that time led by
Australian engineering giant,
Transfield). If the guarantee is
applied, the World Bank would pay
commercial lenders a portion (i.e.,
US$100 million) of what they are
owed by the Nam Theun 2 Power
Company in the event it cannot
service its debts due to wat, civil
disturbances, expropriation, viola-
tion of concession contracts or
other forms of government inter-
ference.® The Bank is also consider-
ing a loan between $20 and $30 mil-
lion to cover part of the social and

environmental program costs. ”

Without protection and subsidies,
commercial banks and Western
export credit agencies are reluctant
to risk their capital on a billion-dol-
lar partnership with a bankrupt and
formerly communist regime. As
Paul Cargill of Mallesons Stephen
Jacque, the Lao PDR government’s
lawyers, explains: “we all know
where and what Laos is. . . . When
[investors] look for the Lao legal
system (being the laws themselves
and the courts that apply and inter-
pret those laws), they see an under-
developed system which does not
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give them comfort that once they
put their money in they can get it
out.”’8

If the World Bank decides to sup-
port the project, it expects the Nam
Theun 2 Power Company to raise
$270 million from Western export
credit agencies, $375 million in
commetcial loans from Thai banks,
and $107 million in loans from
commercial banks in developed
countries.” In a statement last year,
the chairman of Electricité de
France Southeast Asia said he
expects financing to come from the
World Bank, Asian Development
Bank, European Investment Bank,
Agence Francaise de
Développement, as well as export
credit agencies, and commercial
banks.10

The Thai government has hinted
that project financing could be
arranged without the World Bank,
on the strength of EGAT’s 25-year
deal with the Nam Theun 2 Power
Company. Thailand’s energy minis-
ter, Prommin Lertsuridej, said that
financing could be raised through
Asia bonds and China’s
Development Bank, while EGAT’s
governor told press that Chinese
dam-building companies have
expressed an interest in financing
the project.!! EGAT’s governor,
Sitthiporn Ratanophas, and Foreign
Minister, Surakiart Sathirathai, were
assigned by the Thai government to
help raise financing,

Though there has been no open
political debate in L.ao PDR, the bil-
lion-dollar hydro export scheme has
generated public controversy in
neighbouring Thailand and in

World Bank-donor countties. One
of the first concerns is that Lao
PDR, one of the world’s poorest
countries, could lose far more than
its government expects to gain. If
built, the dam would displace at
least 5,600 people and flood almost
500 square kilometers of highland
plateau.!2 It would disrupt fisheries
and farming along the Xe Bang Fai,
a major tributary of the Mekong.
And it would deprive another 5,000
ethnic minority highlanders of their
traditional land and forest resources
because the government has
declared the dam’s watershed a
national biodiversity conservation
area.l3

Proponents insist they would miti-
gate environmental damages and
that nobody would be left worse off
after the project’s completion. But
the record of large hydro dams sug-
gests quite the opposite, say critics,
including Probe International. An
Asian Development Bank study of
the Lao PDR power sector reports
serious unresolved problems at ear-
lier hydro export projects.!* Across
the Mekong in northeast Thailand,
thousands of villagers are still suf-
fering the loss of their migratory
fish stocks, which were destroyed by
the last World Bank-financed hydro
dam built a decade ago. Even where
political will exists to mitigate
ecosystem damages, past efforts
have met with “limited success,”
according to a global review of
large dams by the UN-backed
World Commission on Dams.!> The
Commission reported that “it is not
possible to mitigate many of the
impacts of reservoir creation on
terrestrial ecosystems and biodiver-
sity, and efforts to ‘rescue’ wildlife
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have met with little sustainable suc-
cess.”16 As for fisheries, “the use of
fish passes to mitigate the blockage
of migratory fish has had little suc-
cess, as the technology has often
not been tailored to specific sites
and species.”’!” More often than not,
the Commission found that large
dams have destroyed fisheries and
downstream floodplains, which are
so vital for agriculture.!8

Even the World Bank, a longtime
proponent of Nam Theun 2, has its
doubts about the project’s viability.
“Unless these negative impacts are
carefully mitigated,” said the Bank’s
Nam Theun 2 Project Director,
Jayashankar Shivakumar, “the net
benefits flowing from the project
may not be attractive enough to jus-
tify it.”’1? To compensate for the
project’s negative impacts, the Bank
wants the Laotian government to
use its share of the dam’s revenue
for poverty alleviation and conser-
vation programs, and borrow more
money from the Bank to help
defray some of the Company’s
social and environmental costs.20
The Bank has appealed to other
donor agencies for subsidies:
Speaking at a 2002 donors confer-
ence in Vientiane, Shivakumar said
that Nam Theun 2 would need
“substantial external support,
through grants (to finance the
government’s contribution to equity
in the project), export credits, finan-
cial transfers, and technical assis-
tance from donors other than the
Bank.’21 The Bank wants to see
“concrete performance” on poverty
reduction and forest conservation
from the Lao PDR government, as
well as “broad support from inter-
national donors and civil society”
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before it will consider funding;??
International NGO involvement,
says Shivakumar, would provide the
Bank with “much-needed comfort
that the environmental and social
issues relating to the project will be
successfully managed.”23

No hydro project in the world has
received as much attention from the
World Bank as Nam Theun 2. On
his trip to Lao PDR in 2003, the
World Bank’s Managing Director,
Shengman Zhang, said: “We see
Nam Theun 2 not as a project per se
but as a vehicle through which to
make a considerable progress in the
effort of poverty reduction.”?*
Government of Lao PDR (GoL)
officials say the government is com-
mitted to using its portion of the
dam’s revenues — an estimated $80
million annually for 25 years — to
reduce poverty.?> The power com-
pany, for its part, has pledged one
million US dollars annually for
managing the forests surrounding
the dam’s reservoir. The 4,300-
square kilometre area of “world
class biodiversity heritage,” which
has been designated the Nakai-Nam
Theun National Biodiversity
Conservation Area, “will be entirely
protected thanks to partial funding”
from the company.2

At least 30 World Bank staff and
consultants have been involved in
project planning since 1994.27
During that time, poverty in the
project area has worsened due to
military-backed logging and a gov-
ernment ban on traditional rice cul-
tivation and hunting.?® The Bank
has dispatched countless teams
from Washington DC to Vientiane,
which are then flown by military

helicopter to the remote dam site
near the Vietnamese border. In
1995, it advised the GoL to hire six
consulting firms to help the devel-
opers prepare for the Bank’s
appraisal process. The consultants
were: Seatec International
(Thailand), Acres International
(Canada), Norplan (Norway), the
World Union for Conservation of
Nature IUCN), Wildlife
Conservation Society (USA),
Lahmeyer International (Germany),
Worley International (New
Zealand), and Louis Berger
International (USA).

To ensure the “strictest possible
monitoring according to the World

Bank’s guidelines in matters of dam

building,” the Bank commissioned
three panels of experts: an interna-
tional advisory group, a panel of
social and environmental experts,
and a dam safety panel of experts,
to monitor the project’s develop-
ment.2? The Bank also helped the
GoL hire legal and technical advi-
sors, and helped draft the project’s
legal framework, including the
power purchase agreement, and the
1,200-page concession agreement,
which was signed by the GoL and
the Nam Theun 2 Power Company.

Ten Reasons Why the World Bank
Should Not Finance the Nam

Theun 2 Power Company in Lao
PDR

Proponents Have Failed to
Demonstrate Nam Theun 2’s
Economic Viability

The only valid reason for building
any kind of power plant is to eco-
nomically serve a particular power
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market or set of customers at a
price acceptable to both the pro-
ducers and consumers. When pro-
ponents refuse to demonstrate eco-
nomic viability, when they do not
openly and honestly account for
environmental liabilities, this should
signal to investors and the public
that the proposed project is not
viable and the project should be
abandoned.

In the case of Nam Theun 2, pro-
ponents have failed to demonstrate
the project’s economic viability. The
last economic analysis commis-
sioned by the government of Lao
PDR (GoL) was conducted in 1997
by Washington-based consultants,
Louis Berger International. That
study concluded that Nam Theun 2
would need to sell its output for an
average price of 5.75 US cents per
kilowatt-hour (starting in 2004) in
order to cover estimated costs and
earn a fair return for Lao PDR.
That’s almost 40 percent higher
than the price negotiated by the
Nam Theun 2 Power Company in
2003 (4.15 US cents per kilowatt-
hour).30

Generating an up-to-date economic
analysis of Nam Theun 2 is the
Bank’s responsibility, according to
Nam Theun 2 Project Director,
Jean Delvallet.3! But when asked
earlier this year, a spokesperson for
the Bank said that it would be “pre-
mature” to come to any conclusions
about whether the project is eco-
nomically viable for Lao PDR.32
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Nam Theun 2 is Viable Only
By Monopoly

Nam Theun 2 proponents claim the
dam is ‘competitive’ with Thailand’s
cheapest and cleanest source of
power: gas-fired combined cycle
plants. But this is not accurate.
EGAT data indicates that Nam
Theun 2 would cost the utility 4.4
US cents per kilowatt-hour, includ-
ing the investment cost of extend-
ing the northeastern Thai grid to
the Lao border.33 That’s more than
what EGAT pays a number of gas-
fired power producers in Thailand.
For example, power from a 700-
megawatt gas-fired combined cycle
plant owned by Independent Power
(Thailand), the country’s first
licensed Independent Power
Producer (IPP) costs EGAT 3.86
US cents per kilowatt-hour, includ-
ing transmission.>* Power from Tri
Energy’s 700-MW combined cycle
plant, including transmission, costs
EGAT 3.96 US cents per kilowatt-
hour.?> Elsewhere in the region,
gas-fired independent power pro-
ducers sell their output to
Electricity of Vietnam Corporation,
for about 4 US cents per kilowatt-
hour, less than the price of output
for Nam Theun 2.3

The World Bank and EGAT claim
that Nam Theun 2 power will be
needed by 2010, even with the addi-
tion of new small power producers.
This is misleading. Less than one
percent of the new capacity pro-
posed under Thailand’s Power
Development Plan for 2003 to 2016
is expected to come from Small
Power Producers.” The actual
potential new capacity from SPPs is
about 4,000 MW or more than four

times the planned capacity of Nam
Theun 2, according to Thai energy
ministry data.3¥ Of this 4,000 MW
excluded from the PDP, 2,700 MW
is mostly gas-fired SPPs and anoth-
er 1,540 MW is ready-to-build
renewable energy projects (includ-
ing municipal solid waste-to-energy,
small hydro, solar, and wind).?

Rather than encourage domestic
investment in these cleaner, mote
economically valuable options, how-
ever, the Thai government has
allowed EGAT to negotiate the
Nam Theun 2 deal fot its own ben-
efit and its subsidiary, EGCO. The
UK-based Financial Times recog-
nized EGAT’s self-dealing habit
catlier this year, saying that EGAT
is “using political muscle to restrict
competing generators and push
through projects whatever the social
and environmental costs.”40

Nam Theun 2 Has No Market
Demand

The World Bank defends EGAT’s
rationale for buying Nam Theun 2
power as follows:

According to the Thailand 1 oad Forecast
Sub-Committee (which includes a large
group of industry stakebolders who either
produce or consume electricity), Thailands
base case demand for electricity will grow
approximately six percent per year over
the remainder of the decade. This includes
allowances for demand side management.
Based on EGAT's existing capacity,
planned capacity additions (which include
Small Power Producers, SPPs), planned
capacity retirements, and power supply
reliability criteria by the time N2 wonld
be commissioned in 2010, EGAT will
Sfully absorb its 995 MW allocation

Probe International Backgrounder

[EGATYs 2004 version of its PDP
includes 920 MW from Nam Theun 2
not 995 MW] within that year. The gen-
eration reserve margin which is currently
high would have come down to the normal-
by accepted level of 15 percent by
2010.

The World Bank’s interpretation is
flawed for a number of reasons.
EGAT’s commitment to Nam
Theun 2 is not based on market or
customer demand. The utility has a
large surplus of generating capacity
and its prediction that Thai con-
sumers will need double the existing
generating capacity by 2016 is high-
ly speculative.*2 EGAT has overesti-
mated demand growth every year
from 1993 to 2003, which has
resulted in over-investment in gen-
erating capacity and higher than
necessary costs for the utility’s cap-
tive ratepayers.*3 By 2003, EGAT
was reporting a surplus capacity of
about 4,000 megawatts; over and
above the 3,500 MW it defines as
reserve generating capacity.** This
means that about one-third of the
country’s installed capacity is either
idle or not in use much of the time.
Given EGAT’s surplus and its
record of over-investment, Thai
consumers have good reason to be
concerned that if Nam Theun 2
goes ahead, they could soon be pay-
ing for even more generating capac-
ity they don’t need.

Nam Theun 2 is Part of
EGAT’s High-Risk Monopoly
Expansion

If the World Bank offers risk pro-
tection to Nam Theun 2 investors it
would perpetuate the illusion that
investing in a billion-dollar addition
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to Thailand’s power system, to meet
some future demand, is a ‘safe’
investment. In reality, that safety
only exists as long as the Thai gov-
ernment guarantees EGAT’s power
purchase payments, and as long as
the utility has the legal authority to
pass along its costs to Thai ratepay-
ers. Without government protec-
tion, in other wotds, investots
would not dare risk their capital on
Nam Theun 2.

Investors know that Thailand’s
future electricity demand is highly
uncertain despite EGAT’s assur-
ances. The slowdown in Thai
demand growth since the mid-
1990s has driven investors away
from other planned hydro export
projects in Lao PDR: “low gas
prices, improvements in combined
cycle gas plant efficiency, competi-
tion among IPP [Independent
Power Producers| in Thailand, and
excess capacity reserves have
together resulted in a virtual hiatus
in interest from new investors, and
in the rate of development of Lao
export IPP hydro power projects.”#>

A number of other factors are con-
tributing to the uncertainty about
future demand in Thailand. Almost
100 percent of the Thai population
now has access to the Thai power
system after several decades of
rapid expansion; some of the coun-
try’s largest industrial power con-
sumers no longer rely on the central
grid for their power needs. They
have built on-site cogeneration
plants to meet their own power and
heating/cooling needs, which have
reduced the need for more centrally
planned expansion. As the economy
and power consumption patterns

have diversified, and as smaller-scale
generating technologies have
become more economical and reli-
able, the utility planners’ assump-
tion — that all consumers need is
more power from the central grid
(regardless of the plant’s location,
its reliability or its operating flexibil-
ity) — is no longer valid.*6

Insulated from risk, EGAT favours
large-scale additions (i.e., 700 MW
and up) to the central system as if it
was still the 1970s, thus increasing
the likelihood that demand won’t
materialize fast enough to allow for
cost recovery without rate increases.
About one-third of EGAT’s
planned new capacity between now
and 2016 is to come from Nam
Theun 2 and even larger-scale dams
on the Salween River. At home,
EGAT has announced plans for a
string of gas-fired plants, each with
an installed capacity of 700 MW.47

The Nam Theun 2 Deal
Remains Secret; Not Subject
to Competitive Bidding or
Regulatory Oversight in Lao
PDR or Thailand

Without the benefit of open and
competitive bidding, Thai power
consumers have no way of knowing
for certain whether the Nam Theun
2 deal is fair or competitive with
alternative suppliers. There may be
hidden liabilities and unfavourable
terms in the power purchase agree-
ment that could make the deal more
costly to Thai power consumers
than it appears now.*® The former
director of Thailand’s National
Energy Policy Office, Piyasvasti
Amranand, made this point recently
to the Financial Times* Without
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competition among generators and
a proper regulatory framework to
review investment decisions and
protect consumers, Amranand
warned, “there will be uncertainty
for consumers, no incentives to
improve efficiency, and . . . tariffs
could actually go up.”’>0

The World Bank’s energy and min-
ing sector board recommends that
power purchase contracts should be
reviewed by an arms length regula-
tory entity to ensure that project
costs are fair and reasonable. Its
2004 operational guide for Bank
staff advises client-governments to
develop their role as strong regula-
tors capable of protecting the rights
of investors and upholding the
rights of consumers in terms of
quality standards and sustainable
investments.5! In the case of Nam
Theun 2, however, the World Bank
has clearly abandoned these
principles.

The Bank has failed to insist upon
full disclosure of project contracts
as prerequisites for Bank funding.52
The 1000-page concession agree-
ment the Bank helped draft remains
secret even though it “defines,
incorporates and costs all the envi-
ronmental and social obligations,
including compensation principles
and payments . . . that are to be
strictly followed by the Project
Company and the GoL..”>3

To insist that the Nam Theun 2
power purchase agreement and con-
cession agreement be made public,
Probe International and 39 other
citizens groups wrote to the Bank
last year. The response from
Robert Mertz, the World Bank’s
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lead financial analyst for the East
Asia & Pacific Region, was clear:
the Bank’s Disclosure Policy “pro-
hibits us from disclosing documents
which have been provided to the
Bank on a confidential basis.””54

Without disclosure, citizens are in
the dark about the dam’s operating
costs and liabilities. Proponents tell
the public what they think they
ought to know and no more. For
example, in 2002, the Nam Theun 2
Power Company’s Technical
Director, Peter Goldston, told a
donors conference in Vientiane that
his company would stop generating
power during the flood season in
order not to worsen flooding down-
stream along the Xe Bang Fai
River.>> He did not explain what
tinancial penalty the company or
the government would be obliged
to pay EGAT when production was
interrupted, possibly for weeks or
months at a time. He did not
explain where EGAT would get
alternative power supply when Nam
Theun 2 is shut down, and at what
cost to which parties. He did not
explain what financial and legal
recourse residents downstream of
Nam Theun 2 would have in the
event the company failed to comply
with the concession agreement, or
downstream residents were unhap-
py with the terms of the concession
agreement, or the government
failed to enforce the concession
agreement. Had a proper regulatory
framework for hydro developers
been put in place in Lao PDR, the
dam’s developers would have been
obliged to explain the details and
then win public consent for the
proposed concession agreement
long before it was finalized.

Instead, the World Bank has wrong-
ly assumed that the public interest
can be adequately represented and
defended by the government of
Lao PDR and its 25 percent owner-
ship stake in the Nam Theun 2
Power Company. The Bank has
ignored the government’s conflict
of interest, which is likely to make
it an ineffective defender of local
communities’ interests whenever
they conflict with the company’s
obligation to maximize profitability.
The Bank points to its “safeguard
policies” as proof that citizens’
interests and rights would be pro-
tected in this case. In practice, how-
ever, the World Bank has no special
authority or incentive to put citi-
zens’ rights before the interests of
its client-government and the Nam
Theun 2 Power Company.

In Thailand, EGAT’s signing of the
Nam Theun 2 deal without proper
regulatory oversight or competitive
bidding puts the public at risk. Thai
consumers and taxpayers have no
way of knowing or evaluating
whether the deal is fair and reason-
able. EGAT signed the dam deal
before the Thai government
approved a new electricity industry
structure, which includes a regulato-
ry body to oversee investment deci-
sions and protect consumers.
According to Thai energy minister,
Prommin Lertsuridej, the industry
framework approved last December
will require investments in new
capacity to be based on competitive
bidding and subject to regulatory
oversight.’® Had this new frame-
work become effective before
EGAT signed the Nam Theun 2
deal, the Nam Theun 2 Power
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Company would have been forced
to disclose its plans to Thai regula-
tors and compete against other sup-
pliers for access to customers.

Notably, a study funded by the
Asian Development Bank acknowl-
edged the Lao PDR government’s
conflict of interest, as both an
investor and regulator of power
companies. In their 2001 review of
the Lao PDR power sector,
Electrowatt of Switzerland, pointed
out the inadequacy of the country’s
electricity law, the government’s
“lack of decision making power
with a minority interest; [and] the
ephemeral nature of profits/divi-
dends and the real risk of losses . .
7’57 Electrowatt further warned that
having Electricité du Laos (EdL) as
a permanent stakeholder in
Independent Power Producer proj-
ects is unsuitable “due to the diver-
sion of utility management capacity,
distortion of the utilities’ accounts,
and the potential for conflict when
decisions are made on domestic
generation versus off takes from
export IPPs.”58

In order to “obtain competitive construc-
tion prices and reduce project cost risk for
both the Gol. and lenders,” writes
Electrowatt, “the GoL shonld legislate to
require public tendering on all turnkey
and 1PP hydropower projects regardless of
their source of funding. Furthermore,
independent anditing of the non-construc-
tion project development costs claimed by
IPP developers should also be required.”>
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World Bank Experts Are On
Record Warning Against
Uncompetitive Power
Purchase Deals (Like Nam
Theun 2)

The World Bank’s leading power
sector experts are on record warn-
ing client-governments that uncom-
petitive power purchase deals, such
as Nam Theun 2, are unsound pub-
lic policy from an economic and
power consumer perspective.

In their 1994 report on Thailand’s
electricity privatization strategy,
World Bank power sector experts,
Fiona Wolf and Bernard
Tenenbaum (among others),
wrote: “Many independent power pro-
ducers will offer to build power plants at
claimed ‘good prices’ and argue that com-
petitive procurement is a waste of time.
These offers will be tempting . . . [but] the
danger of negotiated deals is that they
often produce high prices and unfavourable
contract terms. The single best way to
obtain good price and non-price terms is
by competitive procurement.”®0

They also advised the Thai govern-
ment do the following:

B Make competitive
procurement for new generation
capacity mandatory; and

B Avoid plants larger than 300
MW: “The larger the plant (more
than 300 MW), the higher the
financial requirements and the
result in limited competition and
very few bidders. Recent techno
logical changes have substantially
eliminated the traditional cost
adyantages of very large generating
plants.”01

Bank experts further advised that a
new regulatory commission would
need to “closely monitor EGAT’s
procurement of new generating
capacity” because the prevailing
“cost-of-service regulation” of elec-
tricity rates could strengthen the
utility’s bias toward building more
plants of its own rather than allow-
ing competition.6?

Successive Thai administrations
have opted to preserve EGAT’s
monopoly rather than allow compe-
tition and create a more customet-
oriented system. Meanwhile report
after report by the Bank’s power
sector experts warns that uncom-
petitive power purchase deals are
not in the public interest:

Jamil Saghir and Bernard
Tenenbaum of the Bank’s energy
and mining sector board, write that
the “automatic pass-through”
mechanism that allows utilities to
pass along the costs of their
uncompetitive power purchase con-
tracts has promoted “inefficient and
sloppy buying practices” on the part
of utilities.63

James Bond, the Bank’s director of
energy, mining and telecommunica-
tions, reports that negotiated power
deals in Southeast Asia have not led
to improved sector performance or
reduced costs to consumers.t4

Ranjit Lamech and Kazim Saeed
of the Bank’s energy and mining
sector board write that negotiated
(i.e., power purchase deals arranged
without competitive bidding) can
lead to unsustainable costs.

Laszlo Lovei, the Bank’s energy
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specialist for Europe and Central
Asia, writes that the industry struc-
ture known as the “single buyer
model” (EGAT’s model) — whereby
governments authorize independent
power producers (IPPs) to generate
electricity and sell it to the national
power company — has major disad-
vantages: “it invites corruption . . .
and imposes large contingent liabili-
ties on the government.”%¢ First,
“decisions about adding generation
capacity are made by government
officials who do not have to bear
the financial consequences of their
actions.” This leads to an upward
bias in the generation capacity pro-
cured. Second, power purchase
agreements create a contingent lia-
bility for the government, which is
expected to step in if the utility is
unable to honor its obligation to
the generator. “These implicit or
explicit contingent liabilities can
undermine the government’s credit-
worthiness and, ultimately, macro-
economic stability.”” Third, “the sin-
gle-buyer model responds poorly
when electricity demand falls short
of projections.” Ideally, electricity
prices would fall, stimulating
demand, and revenue losses would
be allocated to private financiers,
best equipped to manage market
risks. Under the single-buyer model,
however, wholesale electricity prices
rise because take-or-pay quotas (or
fixed capacity charges) must be
spread over a shrinking volume of
electricity purchases. When these
high prices cannot be passed on to
final consumers, taxpayers must
bear the losses.”’67
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Nam Theun 2 Would Sink
Electricité du Laos Further
Into Debt

According to the latest available
data, EAL was insolvent and
uncreditworthy. Its annual debt pay-
ments (about $100 million) equaled
its domestic revenue. It had default-
ed on some of its payments to the
central government.® And many of
its 30 hydro export deals with pri-
vate hydro developers are not bank-
able or feasible and should be can-
celled, according to Asian
Development Bank consultants,
Electrowatt.0?

Electrowatt pinpoints many of the
problems the World Bank’s experts
have warned against: “The present
unsolicited negotiated BOT [Build-
Operate-Transfer] type of implementa-
tion” has delivered only two projects in the
last decade; “lacks competition and trans-
parency; has failed to filter out projects
which do not meet |Government of Lao
PDR] objectives . . . and is associated
with a high degree of uncertainty and lack
of program control by Gol.””70

Electrowatt found that uncompeti-
tive deals between EdL and interna-
tional hydro developers have unfair-
ly favoured the developers and led
to high costs for EAL.”! The utility
is losing money on the South
Korean-built Houay Ho dam.
Project costs are difficult to verify
and justify or evaluate. For example,
the construction budget for the
ADB-funded Nam Mang dam
jumped from $45 million to $63
million during construction, while
the project’s installed generating
capacity was inexplicably reduced
from 51 MW to 35 MW.72 As for

EdL’s second public-private part-
nership, the Nordic-backed Theun-
Hinboun dam, the ADB and the
Nordic Development Fund have
written off about one-quarter of
the dam’s investment cost, in an
effort to improve EdL’s deteriorat-
ing financial performance.”

The World Bank has advised the
government of Lao PDR it wants
to see improvement in Electricité
du Laos’ financial performance
before it would be willing to finance
Nam Theun 2.74 But EdL’s funda-
mental predicament remains: its
capital investment program is
unsustainable and the central gov-
ernment’s diversion of EdL’s rev-
enue for purposes other than elec-
tricity service is crippling sustain-
able development of the country’s
power sector. Even with rate
increases and the promise of Nam
Theun 2 revenue starting in 2010,
Electrowatt concluded: “EdL’s capi-
tal expenditure program is too
ambitious for the cash flow that
EdL can generate.””> EdL does “not
have the earning power to sustain the
intensive capital investment program it
proposes, service its large debt (even under
restructured terms), and fund the losses in
the exchange rate on US§ denominated
loans.”’70

Rural Communities in Lao
PDR Would Be Better Served
By Investments in Cheaper
Off-Grid Technologies

Two million people in Lao PDR
have no access to electricity service.
Energy experts such as Michael
Brown, Director of the World
Alliance for Decentralized Energy,
argue that investments in off-grid
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generating technologies are a cheap-
er and faster way of delivering serv-
ice to rural areas than large-scale
power projects and long distance
transmission lines.”’

If Nam Theun 2 goes ahead, EAL
plans to buy 95 MW of power from
the Nam Theun 2 Power Company
and then sell it back to its domestic
customers already hooked up to the
grid. The World Bank has endorsed
this strategy but the Asian
Development Bank’s power sector
study (posted on the Lao PDR gov-
ernment’s Web site) reports that it
would be cheaper for EdL to invest
in smaller-scale projects than power
off-takes from large export
schemes.” The study also reports
that importing power from
Thailand would be cheaper than
investing in large hydro dams (L.e.,
larger than 100 MW) to meet
domestic needs.”

Officially, the GoL recognizes that
rural households that do not have
access to the grid would be “best
served by off-grid electricity sup-
ply.’80 By 2010, the Ministry of
Industry and Handicrafts aims to
provide 270,000 households with
off-grid service at a cost of US$500
per household or US$12 million a

year. To this end, the World Bank
and its Global Environment Facility
arm have funded several off-grid
pilot projects in southern Lao PDR.
The GEF Web site states that:
“Regional and international experi-
ence has demonstrated that diesel-
and microhydro-powered as well as
solar-powered battery charging sta-
tions should be part of a least-cost

rural electrification strategy [in Lao
PDR].”81
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The problem is that the central gov-
ernment’s decade-long focus on
developing large-scale hydro export
projects has left the utility mired in
debt, and unable to attract the pri-
vate capital or donor funding it
needs to deliver rural electricity
service. Investment in off-grid tech-
nologies suitable to sparsely popu-
lated rural areas is stalled. Solar and
diesel hybrid projects, for example,
have been planned in detail by the
government’s renewable energy
office but remain starved of fund-
ing for implementation.82

The World Bank has funded renew-
able energy action plans in
Cambodia and Vietnam but not Lao
PDR. The bulk of its $34.7 million
rural electrification loan in Lao
PDR, which officially was supposed
to provide electricity service to
50,000 new customers using grid
extension and off-grid community-
based technologies, went to long
distance transmission lines designed
to handle electricity from future
large-scale hydro export projects.
Only $2.2 million was allocated for
off-grid power projects.83?

In effect, the government’s fixation
on Nam Theun 2 and other hydro
export deals has meant a decade of
lost opportunity and investment in
rural Lao PDR. If Nam Theun 2
were cancelled, the GoL could
(arguably) concentrate on faster and
cheaper extension of service to
those who need it most. It could
devote its limited but highly valu-
able expertise to ensuring high-qual-
ity low-cost investment in smaller
scale projects that could be financed
more easily, installed more quickly,

and better matched to local needs
(i.e., in terms of cost, scale, opera-
tion and maintenance, fuel type, and
reliability requirements).

9 Nam Theun 2’s Output is

More Costly and Less
Economically Valuable Than
Gas-Fired Combined Cycle
Plants and Decentralized
Supply Options in Terms of
Reliability, Operating
Flexibility, and Security of
Supply

The World Bank’s promotion of
Nam Theun 2 as a “vehicle for
poverty alleviation” has successfully
distracted the Thai and international
media from evaluating the merits of
Nam Theun 2 for what it is: a bil-
lion-dollar expansion of Thailand’s
power system. By focusing on
poverty (and equating hydro rev-
enue with poverty alleviation) rather
than power consumers, the dam’s
developers have pandered to the
World Bank while obscuring the
truth about Nam Theun 2: the orig-
inal 1970s-era economic justifica-
tion for building it no longer exists.
As power projects go, it can be
argued that Nam Theun 2 is obso-
lete.

Nam Theun 2 proponents, includ-
ing the World Bank, know that large
hydro dams cannot compete with
gas-fired combined cycle plants in
terms of capital cost or the eco-
nomic value of the dam’s output in
terms of reliability or operating
flexibility or security of supply. A
1997 study of Nam Theun 2 alter-
natives (prepared for the Lao PDR
government by hydro consultants
Lahmeyer of Germany and Worley

Probe International Backgrounder

of New Zealand) identified gas-
fired combined cycle plants as “the
most economically attractive types
of candidate power plants for
expansion of the Thai electricity
supply system.”84

Recognizing this trend, the dam-
building industry journal,
International Water Power & Dam
Construction, published an article
entitled, “The gas-fired threat to
Southeast Asian hydro power,” in
1998. The journal reported that
independent power producers pre-
fer gas-fired combined cycle plants
to large hydro dams because of
“environmental concerns and secu-
rity of supply.” Gas-fired combined
cycle plants are better suited to
meeting domestic power demands,
it said. “[Gas] is easy to transport
and domestic power generation
produces the greatest value for the
consuming country [Thailand].”8>

The World Commission on Dams,
sponsored by the World Bank and
hydro industry leaders, said much
the same thing in its 2000 report:
“In the face of competition and rapid
market change, power utilities and produc-
ers favour low-risk options with short con-
struction times, and preferably off-the-shelf
technologies. Gas-fired combined cycle sys-
tems, which combine high efficiency and
[lexcibility with a comparatively low initial
investment cost, have become the preferred
choice where gas is available.’80

A key advantage to investors and
utilities is that a pre-engineered
combined cycle plant (the industry
refers to them as ‘gensets’) can be
installed and generating revenue in
under 12 months thereby cutting
interest costs on construction loans.

10
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Nam Theun 2, on the other hand, is
expected to take five years to build,
assuming no geotechnical surprises
at the dam site or other delays.

In the decade Nam Theun 2 was
stalled without a market or
investors, the World Bank, the
Asian Development Bank, and two
of the Nam Theun 2 Power
Company’s shareholders have
invested in gas-fired combined cycle
plants elsewhere.

For less than half the unit cost of
Nam Theun 2, Electricité de France
(EdF) is building a 715-MW gas-
fired combined cycle plant in
Vietnam. The World Bank and the
Asian Development Bank have pro-
vided $150 million in political risk
insurance.8” When the $480 million
Phu My 2.2 plant is completed later
this year, EdF plans to sell its out-
put to state-owned Electricity of
Vietnam Corporation for 4.1 US
cents per kilowatt-hour (which is
slightly less than what EGAT has
agreed to pay for Nam Theun 2
power). Note that a typical 700-MW
combined cycle plant is valued at
around $350 to $400 million, con-
siderably less than the cost of the
EdF plant. For $412 million, a
British-led consortium is building a
717-MW gas-fired combined cycle
plant, the third in a series at the
Phu My complex near Ho Chi Minh
City. The Asian Development Bank
put up $40 million for Phu My 3,
while the Bank of Japan and other
international investors provided
most of the capital.®8

In Thailand, EGAT’s private sub-
sidiary, EGCO, operates eight com-
bined cycle plants for an installed

capacity of about 2,400 MW. Two
of its smaller plants (i.e., capacity
under 200 MW) are co-owned by
another Thai company, Amata, and
two of Germany’s largest private
power producers, E.ON kraftwerke
GmbH and Energie Baden-
Wuerttemberg AG. The plants
deliver power and steam to some of
Thailand’s largest industrial power
consumers, including automobile,
electronics, and computer manufac-
turers.8?

Compared to Nam Theun 2, gas-
fired combined cycle plants are the
better investment for Thailand.?0
The combined cycle plant (in which
a gas-fired turbine generates elec-
tricity and drives a second electrici-
ty-producing steam turbine either
for industrial cogeneration or power
production alone) can provide con-
sumers with low-cost high-value
power (and heat or cooling) for less
capital cost than Nam Theun 2 and
with far fewer emissions than a
conventional coal-fired plant.

Less Capital Cost

A- combined cycle plant costs

about one-third to one-half
the capital cost of Nam Theun 2.
Depending on model and plant
configuration, capital costs for com-
bined cycle plants range between
$300 and $750 per kilowatt (kW)
compared to an estimated $1000
per kW for Nam Theun 2.°1 Even
the smaller units, known as
“gensets” are very competitively
priced: the 4 to 6 MW and 6 to 12
MW models cost under $400 per
kilowatt.”2

If the Nam Theun 2 project were
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cancelled and its budget invested in
combined cycle plants, Probe esti-
mates that Thailand could build at
least 10 new high-efficiency 200-
MW combined cycle plants to sup-
ply as and where new supply is
needed — without the extraordinary
cost of large-scale flooding and
resettlement in Lao PDR.

Greater Reliability

ombined cycle plants offer
Cconsumers far greater reliability
(thus higher value power) than Nam
Theun 2.9 Nam Theun 2’s output
is dependent on rainfall and could
be crippled by drought. Every dry
season, power production at Laos’
largest and oldest hydro station,
Nam Ngum, drops by half.%4
Similatly in Vietnam, where hydro
dams generate half the country’s
power supply, consumers suffer
blackouts and power shortages dut-
ing the dry season months (April to
June) when reservoir levels are at
their lowest.?> Nam Theun 2 would
face the same problem every dry
season. Its output could also be
constrained by the company’s obli-
gations to minimize downstream
environmental damage. According
to Paul Cargill, one of the govern-
ment’s legal advisors, the Nam
Theun 2 concession agreement
obliges the company to make mini-
mum downstream releases in the
dry season “notwithstanding that it
may thereby deprive EGAT of elec-
tricity and NTPC of revenue.” And
in the flood season: “if the Xe
Bang Fai [river] is likely to flood as
a result of the operation of the
power house or is in flood, then
that operation must cease regardless
of EGAT’s needs for power at the

11
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time.””0 In other words, power sup-
ply from Nam Theun 2 may be fre-
quently interrupted or cutoff for
months at a time if the Nam Theun
2 Power Company complies with
the terms of the concession agree-
ment.

Combined cycle plants have no
such competing demands on their
performance. The companies sup-
plying combined cycle plants,
Turbomach of Switzerland for
example, offer guaranteed availabili-
ty and reliability in long-term serv-
ice agreements with the plant own-
ers.”7 Most plants are available for
tull capacity service more than 90
percent of the year, including out-
ages for service whereas large dams
may only run at full capacity for a
few months of the year.

More Operating Flexibility

nlike Nam Theun 2’s output,

which would be highly season-
al and subject to frequent interrup-
tions, combined cycle plants are
designed to respond to the varying
demands of their customers. They
can be sited close to consumers and
are well suited to operating for peak
or intermittent demand because
they can be quickly switched on and
off as needed. The plant operator
has the choice of running both tur-
bines for greater electricity output
ot running just the gas turbine to
produce electricity while utilizing
the waste heat for other purposes.

Nam Theun 2 Wonld Increase

Vulnerability to System Failure

I ike any large-scale and remote
power station, Nam Theun 2

output would be vulnerable to dis-
ruption caused by grid failure (i.e.,
power lines over-heating, shorting
ot being downed by floods, light-
ning strikes, or landslides). If the
grid connection between Nam
Theun 2 and the Thai grid were to
fail, EGAT would suddenly lose a
huge block of power, which could
then trigger other grid failures
across the country.?® Nordic hydro
consultants, Norconsult, have point-
ed to this vulnerability in the case
of EGAT’s proposed 3600-MW
Tasang dam on the Salween River.9?
Norconsult recommended building
two grid connections instead of one
even though this would drive costs
up without necessarily reducing the
system’s vulnerability to failure.

Fuel Versatility

In areas where natural gas is not
available, combined cycle plants
can run on other fuels (i.e., low-sul-
phur diesel, oil distillate, or
propane) and then be switched over
to natural gas — which is the most
economical and cleanest-burning
fuel — when it becomes available.
Where the extension of a gas
pipeline is impractical or cannot be
economically justified, electricity
needs in remote areas can be met
with small-scale combined cycle
plants, using renewable fuels.
Instead of natural gas, combined
cycle plants can be fuelled with bio-
gas derived from agricultural and
forestry waste, which is often readi-
ly available in rural areas, or from
landfill and waste treatment facilities
in urban areas.
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Reduced Transmission Costs

Combined cycle plants can be
installed near industry or other
demand centres, thereby reducing
the need for transmission of elec-
tricity over long distances, lowering
the overall cost of electricity to
consumers, and eliminating the
rationale for building environmen-
tally destructive power projects in
sparsely populated areas to serve
distant markets. Instead of moving
energy through electric wires, it is
more energy-efficient to move gas
through pipelines and avoid the
losses experienced in electricity
transmission systems, which can
range anywhere from 30 percent to
70 percent. And because natural gas
is methane, it is relatively easy to
process compared with oil and less
expensive to transport via pipeline
than coal by rail.

Reduced Emissions

ombined cycle plants use less

fuel per kWh and produce
fewer emissions than conventional
thermal plants, thereby reducing the
environmental damage caused by
electricity production. Compared
with a coal-fired plant installed with
the latest clean coal technology, the
burning of natural gas in combined
cycle plants is much cleaner.
Combined cycle plants produce no
sulphur and virtually no particulate
matter; they reduce nitrous oxide
emissions by up to 90 percent and
carbon dioxide by 60 percent.

Enormous Potential

he region’s largest immediate
potential for combined cycle

12
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plants is in retrofitting old and pol-
luting power plants, and building
new plants next to industry that
requires large amounts of electricity
and heat or steam. In the paper
industry, for example, 8 out of 14
processes require steam.
Pharmaceutical and textile indus-
tries also have a steady demand for
steam. Sugar and rice mills are good
candidates for cogeneration. The
chemical fertilizer industry also has
a large potential, and in rural areas,
where forest and agricultural waste
is readily available as a low-cost
source of fuel, cogeneration poten-
tial warrants further investigation. A
32-MW plant, for example, can pro-
vide enough power and steam for a
typical pharmaceutical or fertilizer
manufacturing facility. A 14-MW
plant would be suitable for a paper
mill.

US utility experts, Carl Pechman
and Miles Bidwell, warn that
EGAT?s failure to promote more
domestic investment in industrial
cogeneration could have “long-term
negative ramifications on the com-
petitiveness of [Thailand’s industri-
al] sector.” In their submission to
Thailand’s National Social and
Economic Advisory Council last
year, they also criticized EGAT’s
monopoly buyer status, saying that
Thai industrial consumers would
benefit more from “service options
presented by multiple providers,
and the ability to self-generate.””100

10 Thai Power Consumets and
Citizens Groups Want
Utility Reform

Thailand has plenty of sensible
alternatives to hydro imports from
Lao PDR. The problem is that

existing rules and institutions in
Thailand favour hydro imports
from neighbouring countries where
the social and environmental prob-
lems created by large dams can be
easily externalized.!0!

Recognizing this, Thai consumers
and citizens groups have called for a
democratic restructuring of the
power industry. They don’t want cit-
izens in neighbouring countries to
be victimized and at home they
want more decentralized choice and
accountability from power produc-
ers.102

Successive rate increases have also
fuelled dissatisfaction with EGAT.
Consumer and environmental
groups have objected to paying for
EGAT’s uncompetitive take-or-pay
contracts with coal- and gas-fired
IPPs (Independent Power
Producers) at home, and its revenue
shortfalls due to inaccurate demand
forecasts.103

Large industrial power consumers
are unhappy with EGAT’s plan to
privatize without restructuring for
competition. They want the right to
buy power in bulk direct from pri-
vate generators. But EGAT is
blocking access to the grid and
restricting the number of licenses
available for new generators, there-
by stifling new investment and
competition. According to Chen
Namchaisiri, an analyst with the
Federation of Thai Industries, “We
look at [EGAT’s] model of privati-
zation and we see that we still
haven’t any choice.” 194

Last year, EGAT faced an unprece-
dented challenge from Thailand’s
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National Economic and Social
Advisory Council — which includes
representatives from the Thai
Consumer Foundation, the
Thailand Development Research
Institute, the Law Society of
Thailand, and the Appropriate
Technology Association. The
Council called for an end to
EGAT’s unchecked monopoly and
new rules to promote decentralized
and environment-friendly invest-
ment. As council member, Witoon
Permpongsacharoen, explained to
the Bangkok press: “There are plen-
ty of small factories and local com-
munities which have the potential to
produce power from agricultural
waste. We should look seriously at
more sustainable options.”10>

The Council recommended separa-
tion of the state owned transmis-
sion system from EGAT’s generat-
ing business so that new producers
can have non-discriminatory access
to the grid. As Charnchai
Limpiyakom, vice-president of the
Appropriate Technology
Association of Thailand, explained
this would solve the problem of
“EGAT controlling the highway
and the transportation company at
the same time which makes it diffi-

bl

cult for any new company to com-
pete.”106 The Council also recom-
mended that a new regulatory body
be set up to license new market par-
ticipants and protect consumers
from monopoly abuse, such as
over-investment and self-dealing
between EGAT and its
subsidiaries.107
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Grainne Ryder investigates the eco-
nomic and environmental effects of
foreign aid-backed hydro develop-
ment and utility reform in
Southeast Asia’s Mekong region.
For more information, visit the
Probe International Web site at
http:/ /www.probeinternational.or
or contact

GrainneRyder@nextcity.com.
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