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1 Introduction

This presentation is organised around three main topics, namely 1) a brief look at several contentious items, which arise consequent to Sithe Global’s reported departure 2) a few basic economic conclusions that should be drawn from the local debates on the Project and 3) the lessons, which should be drawn in regard to economic governance in Guyana as the country seeks to find a way forward.
2 Topic 1: Specific Items
As regards the first topic, the specific items considered assume special significance following on the departure of Sithe Global.  Further, those mentioned in this presentation do not represent a complete listing of all the likely topics.

Amaila Falls Hydro Inc.: Legal and Corporate Responsibilities
In order to quickly tidy up the local situation as a result of Sithe Global’s reported departure from Guyana, the following are priorities for action:

· Echoing Jaipaul Sharma’s public call, I urge the Government to quickly “cancel” the Amaila hydro licence held by Sithe Global.  There is indeed serious risk of it being flipped, or worse (held for extortion)
· Government should immediately report to the National Assembly all outstanding licences, MoUs, etc, which  it has concluded with investors for hydropower exploration and/ or development

· It should take measures to ensure all legal, moral, and corporate obligations of Amaila Falls Hydro Inc (AFH, Inc) to the Guyanese public are fully and expeditiously discharged (including damages due for the plane crash on the house in Sparendaam).

· The above recommendation includes the call for public disclosure of the up-dated accounts of AFH Inc. 
Project Reconfiguration 
· In light of the several critiques of the conceptualization and mis-specification of the Project, as I have urged before, there is a need to reconfigure hydro development in Guyana within the framework of a phased multi-stage process aimed at producing 1 – 4 thousand MW (see Attachment 1 at the end of the Presentation for some options) 
· Earlier I had reproduced GPL’s assessment of hydropower resources projected from Amaila, which it expected “to become inadequate by 2019” (GPL, May 2013).  GPL then went on to claim: 
“There is no expansion plan contemplated for the Amaila project nor has it been technically designed for expansion or phasing purposes” (ibid page 34).

      

A few weeks ago AFH, Inc. put it even more starkly: 
“It should be noted that the design of the Project does not include any provisions for future expansion or future phases of generation.  AFH Inc. has not indicated in the design of the Project any features to facilitate a future expansion of the Project and has no plans to expand the project.  AFH Inc. and the Government of Guyana have no plans to expand the Project in anyway” (AFH Inc., June 2013) 
Hydro Plants are Tailor-Made
Because of spurious comparisons offered during the public debates, I hasten to  point out that: hydro plants are tailor – made and not off-the-shelf items.  There is limited validity therefore, to global comparisons of hydropower costs.  Why is this the case? The answer is because environments (whether they be ecological, economic, technological, infrastructural, legal, regulatory, degree of financial sophistication, institutional, policy and planning capacity, environmental and so on) differ widely across the world.

· From the standpoint of economic efficiency it could be cheaper than in Guyana to produce hydropower everywhere else in the world, and yet it would remain comparatively efficient for Guyana to do so also.
· The relevant economic law that should be applied is the law of comparative advantage and not absolute advantage.
· This mistaken reasoning is indeed a very common economic fallacy.
Final Electricity Price Determination (KWH)
Important items that should be added together when seeking to determine the price per KWH at which GPL would be expected to sell electricity after its purchase of hydropower from AFH Inc. include the following six items.
1) The cost of hydro delivered to GPL by AFH Inc. expressed as cost per KWH
2) The cost to GPL for maintaining 50 MW thermal (which it claims it needs as 

backup) also costed per KWH
3) GPL’s readiness cost (that is its projected capital expenditure of about 100m   

USD to 2017) plus the additional projected reorganization costs cited in the   media recently and amounting to an estimated 90 to 100 million United States dollars).  This capital spending has to be costed also per KWH
4) The 19% guaranteed rate of return on Amaila equity (this means effectively          repaying the equity investment every 5.3 years) – again costed per KWH
5) Repaying GPL’s outstanding debt (although these are mainly soft loans from Venezuela, China, IDB etc.) – costed per KWH
6) GPL’s as guaranteed rate-of-return in its charter; costed per KWH
Finally GPL’s tariff as projected in to Development and Expansion Programme (2013 – 2017) are shown in the Schedule below:
GPL’s Tariff US cents/KWH 2012 to 2017
	
	Col. 1
	Col. 2
	Col. 3
	Col. 4

	Tariff
	2012
	2017
	2017
(Am’t above11cents)
	                       2017
     (difference 1 & 2)     (%)

	Residential   - A
	25.57
	22.15
	11.15          
	        -3.42                    -13

	Commercial - B
	36.59
	28.18
	17.18           
	        -8.41                    -23

	Industrial     - C
	35.82
	27.58
	16.58        
	        -8.24                    -23

	Industrial     - D
	32.69
	25.17
	14.17         
	        -7.52                    -23


Source: Authors calculations based on GPL (2013), Page 52, Table 9.1    
Note (1)   Col 3 shows that the projected tariff in 2007 is at least twice the projected cost of 
     hydro as currently given by GPL (11US cents per KWH) delivered to GPL.
         (2)    Estimated tariff reduction is nowhere near that cited by the Authorities in the public 

                 debates.
         (3)    The tariff reduction for residential customers is less than that for the other categories

Project Financing Terms 
· This is important as it sets a marker for other hydro projects.  There is first an 8½ 
 interest charge amortized over 20 years on the $US500 million loan to the China      Construction Company by the China Development Bank.  The interest equals 540 + million USD plus principal (500 million USD) which equals 1 billion USD plus as repayment for this loan.
· Second as indicated earlier, there is a 19% guaranteed rate of return on AFH Inc.’s
                  equity. This is controversial. Is this a question of Sithe Global “taking advantage” of the weak situation in Guyana and its poor negotiation skills or is it a measure of the considerable Project risks as seen by one of its Co-Sponsors.  Recall what Sithe Global has said about this rate of return: “this is the low end of returns it expects for the level of risks it is undertaking”.  This rate of return is high and should not be directly compared as some have done with returns from investment in the stock market.
Local Government Bills
The question logically arises: what is the status of the local Government Bills passed through the National Assembly?  Is Presidential assent to these bills conditional or based on a quid pro quo?  I am not certain of the situation.
Skeldon Modernization Project
Recall that the Skeldon Modernization Project calls for an investment that also equalled 30% of the GDP at the time it commenced and, further, it was projected that this would lead to GDP growth of 10% plus per annum. We know what followed in this instance: Guysuco has been producing less sugar at a higher cost!
Community Consultations
APNU should be commended for its reported outreach to more than 60 plus communities in all 10 Regions of Guyana on this issue. The more public consultations there are the better for decision making.

Public Debt and Government Contingent Liability
By definition a contingent liability is based on future effects whose likelihood cannot be statistically estimated with confidence due to large uncertainties.  This possibility holds for every project that takes time to implement and yields its benefits in the future.  This is definitionally true and should be contested. 
Particular Local Private Sector Risks
There are particular private sector risks, which the Private Sector Commission has not yet publicly addressed, to the best of my knowledge.  Consider the two examples below:
· First, there is the real risk of Governmental/regulatory intimidation and/or coercion designed to compel businesses to return to the GPL grid, if GPL’s efforts at price inducement is not capable of achieving this.
· Second, there is the further risk for private businesses, which can be stated thus: If GPL has to back-up as much as 50 MW in relation to its current electricity output, is it prudent for private businesses supplying their own independent electricity to risk not having their own stand-by and relinquish their sources of independent electricity supply?
How are these risks being factored into the marketing of electricity in Guyana
2       Topic 2: Economic Observations
The debate so far on Amaila hydro has yielded important economic insights:
First, I believe that Guyana’s experience confirms the worldwide consensus among development experts that (1) poor infrastructure is a key hindrance towards maintaining the pace of development and (2) poor energy supply is second to none in this regard (indeed this supports the need for sustainable low-carbon energy in Guyana, as epitomized in hydro).  In relation to 1 and 2 above, financing has been found to be the key constraint, again as exemplified in the Amaila Project debates.

Second, the chief concerns of hydropower projects remain valid, namely:
· The resilience/sustainability of the ecosystem(s) where the hydropower facilities are located 

· The market structure of the electricity industry.  In Guyana there is a mixture of, monopolistic state utility; willingness to pay and consumer choice; regulatory and enforcement regime; bottom-up concerns (transparency, sustainability); conflicted interests, given the mix of stakeholders (government; foreign TNCs; businesses; consumers; individual and HH consumers; works, services and goods providers to the Project).
· The number of hours per year a hydro project produces power (in terms of its bottom line) continues to be largely a function of hydrology and terrain.

Third, if demand for electricity exceeds its supply, as is expected by GPL post - 2019, then as a general rule prices would be expected to rise.  Further, if there are disruptions to electricity supply; for example, due to breakdowns; shortages; and accidents; prices will be more volatile than if these do not occur. 

Further, if intersectoral and multiplier effects are constrained because of legal provisions in the Project Contract (in violation of Guyana’s Investment Code) this would significantly reduce project benefits. Much of the language used in the Contract with AFH Inc. to specify sectoral and multiplier linkages in Guyana are expressed in “best-endeavour language” rather than legal edict.  Phrases like “take all reasonable efforts” are applied whenever potential spillover effects might occur for the benefit of Guyana.
Finally, tax expenditures (giveaways) and regulatory relief are benefits (monies) that are transferred from the Government to the private equity holder in the Project and this does not seem to enhance Government’s equity share.

3.
Topic 3
 The Way forward
The course of events in relation to the Amaila Falls Project indicates the manifest absence of an inclusive, independent, authoritative, and legally empowered National Economic Commission or National Assembly Budget Office (as I have been advocating for years).  This is an elemental weakness in the institutional structure of economic governance in Guyana.   
· A government body such as the proposed National Economic Forum, which is lacking in these characteristics is not good enough, given the way the Government of Guyana has traditionally sought to politically micromanage the economy.
One should also note the “cuss-down” mode of operation of this Forum (even by the so-called participating professionals).

An Infrastructure (body, authority or agency) should be established and partnered to an Infrastructure Development Bank as proposed below. Guyana has had extremely limited capital market development; an Infrastructure Bank can help to promote capital markets through the agency of infrastructure bond issues attached to specific infrastructure projects. This would of course have to be complemented with the necessary macroeconomic, pension (NIS), institutional, legal, and regulatory reforms stiffened with the sustained promotion of a secondary market for these bonds in financial markets.
This proposal does not rule out the continuance of other infrastructure (energy) financing modalities such as:

· Private business models

· BOOT arrangements

· Project finance models

· State-owned enterprises

As regards infrastructure bonds, it should be noted that these are:
· Best utilized for stand-alone projects (like Amaila)

· Better accepted when structured as tax exempt bonds (where interest is not taxed) or tax credit bonds (where credit is given to bondholders towards their income tax payments)
· Best marketed as being repaid from cash generated through the Project (like Amaila)
· Similarly, if project risks can be identified, measured, and incorporated in the interest (coupon) rate, these bonds would find easier acceptance
This proposal is intended to allow for funds to be raised externally (in the region, Off Shore Financial Centres, and the wider world)Guyana should utilize the CDB, IDB etc as support institutions in this effort at capital market development.
Attachment 1: Expanding Amaila
Ways to expand Amaila (as reported in the technical literature):
a) To 1,000 MW via diverting Chi Chi on the Upper Mazaruni to the planned Amaila reservoir (215 MW)

b) Via a dam upstream of Kaiteur seeking to divert the Potaro flow to the Amaila reservoir (410 MW)

c) The Amaila site is in the Pakaraimas on the Kuribrong tributary of the Potaro, while the Upper Mazaruni basin has potential for 3,000 MW (750 – 1200 at Sand Landing)

d)  Rusal reportedly was granted in 2007 an MOU with GEA giving it exclusive rights for an initial 3 years for a feasibility study of Kurupung hydro, Upper Mazaruni (1,320 MW) for in aluminium smelter. 

e) 3,000 MW project planned by Electrobas (Brazil Coy) Upper Mazaruni-Kurupung  
f) Amaila and Upper Mazaruni linked by propinquity in the same land mass (adjacent river valleys in the Pakaraimas).  These can be put together (potentially engineered) through a diversion (Chi-Chi-Potaro diversion).   
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