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OPERATIONS EVALUATION DEPARTMENT

RECOMMENDATIONS FOLLOW-UP PROCEDURES: Main Stages

As Applied to Two

Evaluation Reports
Electric

Power DFCs

1. Discussions of Draft Evaluation Report and Recommen-

dations with operating departments

2. Issuance of Evaluation Report to Executive Directors March 72 July 74

3. Discussion (if any) of Evaluation Report by Execu-

tive Directors May 72

OPERATING DEPARTMENTS' RESPONSE

4. Request written response to each recommendation from

departments responsible July 72 Nov. 74

5. Receive draft response Oct. 72 Jan. 75

6. Discuss draft response with responsible department Nov. 72 Feb. 75

7. Receive revised final response Dec. 72 Apr. 75

8. Memorandum of comment from OED Jan-.--73--- -

REVIEW AND ASSESSMENT OF ACTION TAKEN

9. OED request review of Bank action by responsible

department Dec. 73

10. Receive such review May 74

11. OED summary review of Bankwide action (reports and

discussions) July 74

12. Circulate widely first draft Closing Report, high-

lighting outstanding issues Sept. 74

13. Receive comments on first draft and discuss to

resolve issues . Dec. 74

14. Prepare second draft Closing Report (to Regional

Vice-Presidents) Jan. 75

15. Receive and consider comments on second draft Feb. 75

16. Prepare third draft Closing Report (to Senior

Vice-President) Mar. 75

17. Finalize Closing Report for distribution to Execu-

tive Directors Apr. 75





CLOSING REPORT ON ACTIONS RELATING TO
RECOMMENDATIONS OF THE

ELECTRIC POWER EVALUATION REPORT

In 1971 the Operations Evaluation unit carried out, as one of its

first efforts, a review of Bank operations in the electric power field,

mainly on the basis of ex-post assessments, against original objectives,

of a large and diversified sample of projects for which the Bank had lent

a cumulative total of about $1 billion to ten different power companies

- three in Colombia and one each in Argentina, Brazil, Ethiopia, Ghana,

Malaysia, Mexico and Singapore. The results of this study were presented

in "Operations Evaluation Report: Electric Power" (IBRD Report No. Z-17)

dated April 1972. Bank assistance to the Colombian power sector was also

treated somewhat more comprehensively in one chapter of the report "Bank

Operations in Colombia: An Evaluation" (IBRD Report No. Z-18) which was

issued shortly thereafter. Both studies included certain suggestions re-

garding future Bank activity in the field of electric power which were dis-

cussed with the relevant operating departments both before and after presenta-

tion of these reports to the Executive Directors and were in the main agreed

to be worthy of pursuit.

The purpose of the present document is to report briefly on actions

since taken by the Bank that relate to the suggestions made. It is based

on a review of relevant research papers and operational guidelines issued

by the Bank over the last two years and of appraisal reports for power loans

approved in FY 1974 as well as on a series of discussions in July 1974 with

all operating units principally responsible for electric power work After

recalling the main conclusions of the evaluation studies and indicating

the main lines of recent Bank activity in the field of electric power, this
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report systematically summarizes each of the original suggestions, the re-

sponse that the Bank operating departments gave at the time and relevant

actions since taken. An overall assessment -pointrthat-the

n4ien-of-the-OpatiersEvaluation Department, require further attention,

is given in the concluding paragraphs.

The cvaluation studies found that the rapid pace of power system

expansion achieved in the developing countries between 195C and 1970 had

depended crucially on Bank financing and concluded that the wider pattern

of Bank action had been notably effective in achieving the main preoccupation

that the Bank had developed in its work in this field: minimizing long-run

(financial) costs of power system expansion by such measures as improvements

in sector organization, careful advance investigation and planning to enable

selection of the most economic path of system expansion, use of international

competitive bidding and assuring adequate cash-flow to the utility to prevent

construction interruptions. The Bank had in particular in several instances

made significant contributions to institutional rationalization by urging

amalgamation of regional power companies, or cooperative arrangements, to

permit achievement of scale economies, and its financial covenants, which

hadjsteadily improved in form, showed evidence of having been causative fac-
Co.

tors in the steady improvement of financial performance demonstrated by most

of the companies, Notable internal organizational improvements had also

been stimulated by the Bank in several companies, and the two cases among

all ten that still showed considerable institutional weakness were ones

where, in complex political circumstances, responsibility for power supply

within relatively small areas remained divided. Major cost overruns had

occurred on some projects, but generally for reasons that would have been
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hard to foresee, and in the case of very few plants were they large enough

to raise doubts in retrospect as to the economic validity of projects

selected. Only in few cases had there been temporary unproductive building

ahead of demand, due to faulty planning.

The main theme of the report's suggestions for the future was that

the Bank could make an important contribution to further improving its own

selection of power projects and the role of its power customers in develop-

ment by helping them to cope with fundamental questions, essentially related

to the links between power supply and development, which it had largely

bypassed in the past. How quickly should power demand be allowed or en-

couraged to grow? How much can electricity supply &nduce development or

improvements in efficiency in other sectors (e.g. small industry and agri-

culture)? How much expenditure should be allocated to electrification of

villages or small towns presently unserved, and how shauld they be selected?

How much effort should be devoted to expanding the coverage of the power

system as opposed to improving reliability standards on the existing system?

What are appropriate risks of load shedding to run under different economic

conditions? Under what circumstances is it worthwhile from the socio-

economic viewpoint to provide power at less than cost to serve? The report

asked the Bank to develop appropriate methods of analysis and project apprai-

sal to help bring answers to these basic dilemmas.

Bank and IDA lending for electric power, after falling sharply in

FY 1973, reached a new peak in FY 1974, in excess of $750 million, in real terms

20% above the average annual amount of power lending committed in 1969-73 and en-

visaged for 1974-78 The number of projects, at 14, was about the same as the

1/ Revised IBRD/IDA Program 1974-78 of June 1974.
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average number approved in each of the previous five years; three of

the loans were in excess of $100 million, including one of $148 million,

the largest single project loan ever made by the. Bank for the Elbistan

lignite-fired thermal plant in Turkey. A somewhat surprising trend, in

light of earlier expectations, is a sharp drop over the last year in the

share of power distribution in the Bank's lending and in the projects

supported, as shown by the following table.

IBRD/IDA Lending for Electric Power FY 1970-74
(current US $ millions)

1970 1971 1972 1973 1974a/

Loan/Credit Amounts Approved 556.0 500.9 520.6 321.5 754.8

% for Distribution 20 19 20 14 1

Total Project Costs- 1512.1 816.1 2425.5 883.1 2958.0

% for Distribution 25 18 19 30 0.5

a/ excluding three small supplementary loans committed under amendments to
earlier loan agreements to help cover cost overruns.

b/ excluding interest during construction.

In each of the years 1970-73 two of the loans/credits approved were predom-

inantly for distribution expansion - in such countries as Argentina, Brazil,

Ghana, Iran, Nigeria and Turkey - and another four projects included some

distribution component. FY 1974 power lending included only two projects

with a distribution component and in both it was quite small. No integrated

rural development project approved to date has had an electric power component,

but one under preparation for Mexico may be the first to do so.

An important innovation in the Bank's power work, sponsored by the

new Public Utilities Department that emerged from the Bank's reorganization
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in October 1972, is the establishment of regular series of publications

of research papers and operational guidelines. Over the last eighteen

months numerous papers prepared by Bank staff and consultants have been

published in this form, ranging from guidelines on technical cooperation

with other international agencies to a major review of the changing rele-

vance of nuclear power for developing countries. Some of the research done

on electricity pricing and rural electrification is now culminating in an

important policy statement on the economic analysis of public utility projects,

carrying the Bank's approach much beyond cost minimization and demonstrating

how the incremental return concept that has come into use in the Bank in

the last few years can become a meaningful tool of economic analysis once

the relationship between prices charged for utility services and their

marginal costs is established.

1. System Extensions

-The Bank should expedite work to develop techniques for analyzing

the economic validity of extending public power supply to new areas, such

as marginal zones of the cities, surrourding villages or small towns or

larger regions presently unserved.

The Bank agreed with the need to study this matter on a priority

basis and to identify economic and social effects of system extensions to

smaller and less dense markets, with a view to finding practical ways to

improve cost/benefit techniques and also provide a sounder basis for justi-

fying departures from strict economic/financial pricing policies in order

to meet social objectives.

The Bank has carried out, on schedule, a major research study of

rural electrification experience in El Salvador and produced a number of
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internal instructions and papers relating to the economic justification of such

1/
schemes.- Further field study is underway in connection with a small rural

electrification component to a power loan made to Ecuador in February 1972.

The major conclusions derived from these studies can be summarized:

a) Ruralelectrification is best undertaken within the framework

of an integrated regional development program, and even in the (usual)

absence of such a program it is desirable to move as far as possible

to examining the potential in this broad context.

b) Successful village electrification normally requires that the village

average per capita income be above a particular "threshold" level (for

example, $50-60 in El Salvador in 1972) at which demand begins to develop,

but growth of demand can be very rapid and it is essential to focus on

the prospects for this.

c) Economic benefits in excess of prices charged for power (mainly

increases in production made possible by power supply and savings on al-

ternative fuels) can and shculd be routinely assessed for productive uses

of electricity (such as irrigation, agro/village industries, water supply

works).

d) Comparable% benefits in excess of prices charged for household

consumers (from savings on alternative fuels and greater value of higher-

quality energy) are so difficult to estimate soundly at reasonable cost

and may well normally be sufficiently small that revenue projections may

generally be taken as a reasonable indicator of gross benefits of such

consumption.

e) It is essential to take a long-run (20-year) rather than a medium-

run (5-year) term of analysis due to the importance in the economic analysis

1/ Public Utility Note 6,"The Appraisal of Village Electrification Projects"
(August 1, 1973) D "Issues in Rural Electrification"
(July 24, 1974).
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of both the prospective growth of demand and of possible seaie-

scale economies from increasing network utilization.

f) Tariffs may be set below long-run marginal costs during the early

years because of the generally high fixed costs, the need to promote

the use of the service, or social reasons (to help small business and

low-income families), but subsidies (or taxes) should be made explicit

and tariffs should within five-ten years aim at reflecting the level

and structure of long-run marginal costs of supply in order to secure

efficient allocation of resources and to avoid inequities witn tae

much larger number of rural families . in most developing countries who

will remain without electricity (probably still about 75% in the early

1980s).

g) Non-quantifiable benefits in excess of revenues (e.g. educational

or other effects on households) may sometimes be sufficiently signif-

icant to warrant undertaking a project whose incremental return based

on financial returns plus an allowance for product.ve users' benefits

(in excess of prices charged) is slightly below the opportunity cost of

capital.

The appraisals of projects approved by the Bank and IDA in FY 1974, even those

with significant distribution components, do not reflect any of this work.

However, a preliminary appraisal has been made of a major rural electrifica-

tion project in India, giving special attention to economic justification

and partially drawing on the Bank's research. Aadirect application of

research results is planned for a rural electrification project envisaged

in Iran.
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A

Beyond practical application and testing of, the approach developed,

there appears to be need for further work op mithods to cope with (a) the

case of countries at much lower deve ent level than El Salvador, for

\instance in West Africa, to s whether the same considerations apply and

b) the spee+ea4 problem of marginal zones of urban areasipartly due to the

difficulty of charging there tariffs different from those of the rest of

the urban area, even though the cost of service is higher than in quarters/

already developed.

2. New Connection Policies,

The Bank should try to assess, in the economic evaluation of power

projects at both the selection and appraisal stages, whether utility policies

regarding the connection of new customers and extension of distribution sys-

tems are satisfactory in the sense that they respond to any opportunities

that may exist for accomplishing significant development benefits from

spread of electrification - for example, increasing efficiency of small in-

dustry or aiding production and education in rural and marginal urban areas.

The Bank stated that the necessary judgments would be made in the

course of appraisal missions and that they would be aided by the results

expected from the research discussed under RecoTmendation 1 which would

be disseminated among the staff as and when available.

The Bank's own research and India's experience of rural electrifica-

tion do indicate that the application of electricity for agricultural and

industrial purposes in particular can bring substantial development benefits.

However new connection policies do not yet appear to be assessed by appraisal
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missions for power projects generally, and few appraisal reports even give:

a projection of the number of new consumers expected to be connected. This

may in part reflect the very low share of distribution in recent power lend-

ing and the fact that some loans have been to bulk suppliers, although, from

the point of view of project justification and utilization, new connection

policies of ultimate retailers would seem to warrant attention, whatever

the Bank is directly helping to finance. ThisJinamn ,in the Bank's analysis

mayiLefi44ed--w th rigorous application of the proposed new approach to

economic assessment of public utility projects emphasizing the relationship

between marginal costs of supply and charges. K should enable the Bank

to advise its borrowers constructively on whether the pace of connection

of new consumers should, from the economic point of view, be accelerated

or reduced.

1 3 . Self-Help for Distribution Expansion

The Bank should encourage country authorities and power companies

to find appropriate institutional mechanisms for mobilizing self-help efforts

in distribution expansion.

The Bank undertook to be on the look-out for successful experience

in this field with a view to incorporating it in projects supported or

otherwise propagating it, but it did not think that any general guidelines

could be prescribed.

The Bank's rural electrification research touched usefully on the

role of cooperatives in rural power supply and pointed out that the labor

component of a rural electrification project may constitute up to 25% of

total investment costs, so that use of self-help arrangements may make the

scarce funds available for rural electrification go further. The Bank is
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aware of some successful applications of self-help in the power field, for

instance in administration, billing and actual construction of lines (e.g.

in Andhra Pradesh and parts of Colombia), but no systematic effort seems

to have been made in operational work to propagate experience. \

4. Generation and Transmission Reliability Standards

The Bank should help develop, and require of utilities and consult-

ants, more systematic procedures for rational determination of reliability T

standards appropriate to different countries and areas, with a view to

eventual presentation in appraisal reports of explicit justification for

standards selected.

The Bank indicated its agreement with this general proposal but (j --

emphasized the difficulties of estimating the economic costs involved by

lowering standards of service. Research and guidelines were intended to

lead to appraisal reports explicitly stating the standard of risk of

failure to supply implied in project proposals, even if they could not yet

assess the economic optimality of this standard.

The related research was cut short by staff shortages, but some use-

ful oteswere1/
ful notes were circulated. Apparently-largely-at-the-initiative -of tWe

conaultant4 a recent system-planning study for the Concision Federal de

Electricidad (CFE) in Mexico reviewed the various generation and reliability

standards to be retained for large interconnected systems as well as some

crucial economic indicators to be considered in the selection of a particular

reliability standard. Mare-generally, the Bank staff has continued to review

these matters, in connection with lending operations, on the basis of

1/ Public Utilities Note 3, "Generating Plant Reserve Margins" (June 20,
1973). See also Annex 1 to Public Utilities Research Report 3 "Frame-
work for Electricity Tariff Studies" (March 18, 1974).
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experience and judgment, but there is no evidence that they are getting

more systematic attention than in the past. Indeed appraisal reports

appear typically to present somewhat less information than they used to

(particularly on capacity reserve), and consultant terms of reference

for feasibility studies are not reviewed, and complemented, with a par-

ticular eye to these matters.

Relative neglect of these matters may be justified by the fact

that many of the more important Bank borrowers of recent years have been

suffering shortages, more or less severe, of generating and bulk-transmission

capacity and may well be expected to continue to do so with the new prospects,

following the increase of oil prices, of more rapid growth of demand for

electricity Lnd higher costs to meet it. Nonetheless there are countries

where this does not seem to be the case, for instance Brazil, Ethiopia

and some East Asian countries, and it would not seem unreasonable for con-

sultants, or borrowers, to be asked to estimate

(a) the savings in system costs that would result from adoption

of the next lower standard of bulk supply reliability than the one

proposed.

(b) the amounts of load shedding that might be required if this

lower standard were applied.,

This would generate useful information for consideration in connection with

tariffs at system peak, the nature of loads, adcquacy of load shedding arrange-

ments, etc, Lt-may also be useful to._ummarizt the Mexican study referred

to above for circulation.

5. Distribution Reliability Standards

Distribution standards should be subjected to the same treatment as

mentioned above for Generation and Transmission, and the Bank should
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encourage borrowers to carry out systematic studies to optimize distribu-

tion standards to local conditions.

The Bank expressed general agreement with these propositions and,

emphasizing again some of the technical difficulties involved, referred to

planned research to be undertaken.

A useful note has been prepared on the aspects that need to be exa-

1/
mined by appraisal and other technical missions,- and most of the planned

research (particularly covering European practices) has been carried out,P1-T:

but'it has .'not-been possible to extend that research yet, as envisaged, to

the case of a sample city in a developing country.

The work so far done suggests that there may be considerable scope

for saving on costs simply to reach presently intended standards in many

developing countries. And there is considerable interest in this subject

within the Bank. An optimization study, of approximately the naLure suggested

in the evaluation report, was called for by the Bank in connection with the

April 1973 loan for the Istanbul Distribution project. More broadly, it is

envisaged that the consultants who have done the reseach on Europern prac-

tices for the Bank may participate in selected operational missions and that

some specific studies may be undertaken by Bank staff to seek scope for

reducing the cost of distribution, particularly a study of power development

in East African countries, partly stimulated by concern about the possibility

of distribution standards presently being excessive in Zaire. A consultant

study focussing on this aspect is underway in Ghana, at the initiative of

the Ghanaian authorities, with a view to preparing a project for submission

to the Bank.

1/ Public Utilities Note 4 "Standards of Urban Electricity Distribution"
(June 28, 1973).
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6. Urban Context

Appraisal and sector reports could usefully consider power in its

urban context and treat explicitly the question of balance between power and

other services and facilities in terms of the quantity and quality of their

supply.

The Bank took the view that appraisal teams had neither the oppor-

tunity nor the ability to make judgments about the adequacy and quality of

other services compared with power and that anyway these were not in prac-

tice very serious issues, except possibly in rare instances in which case

they would be given special treatment - as was being done at the time in a

particularly intensive effort on Istanbul, involving several loans for

different services and numerous studies. Normally, it was felt, these issues

would be treated in the Bank's operations at the time of developing the coun-

try lending program and in discussions with Governments as to appropriate

projects for Bank consideration.

Several cases of imbalance of urban services, with power being con-

sistently more plentiful and better in quality than other services (parti-
) 1Vp

cularly water), have been encountered by the Opem tions Evaluation Department

VI in its work on completed Bank-assisted projects. It does seem that a problem

has existed, at least in the past, and there is no reason to suppose it does

not continue. If appraisal missions are not able to treat this matter, perhaps

President's Reports should reflect the clear judgment of the Bank's program

officers regarding the risk of the problem recurring in connection with'the

proposed project, possibly with support in the form of statistics on existing

relative availability and coverage of different utility services in the

principal urban areas to be supplied I
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7. Tariff Structures

The Bank should further increase the attention given in recent years to

tariff structures, systematically analyzing wherever possible the extent to which

tariffs charged to different consumer groups reflect social marginal costs so that

deviations may be explicitly justified in terms of (a) effective means of taxa-

tion of inelastic consumers, (b) subsidies warranted to induce consumption because

of resultant economic benefits or (c) price distortions elsewhere in the economy.

The Bank accepted this recommendation and planned research, case

studies and production of appropriate guidelines, but it stressed, as an

obstacle to progress the shortage of qualified people in the Bank and in

borrowing institutions to work on these problems.

With the aid of consultants the Bank has produced research papers 1/

of high quality in this area, undertaken case studies (in Sudan and Tunisia)

2/
and prepared the guidelines envisaged.- The specific points raised in the

evaluation report recommendation now appear to be very generally accepted.

Virtually all appraisals of power projects now include some treatment of the

borrower's tariff structure, and the Bank has increasingly raised questions

about major deviations between charges to particular consumer groups and the

costs to supply them, and itself studied them in detail or called for their

review by consultants and borrowers (for instance in Burma, Sudan, Malawi,

Turkey, Algeria in recent years).- The analysis will be further deepened as

the research results are fully applied and as the new approach to economic

evaluation of utility projects mentioned earlier comes into general use.

1/ Principally, Public Utilities Research Paper 1, "Economic Analysis of
Electricity Pricing Policies: An Introduction" (January 9, 1974) and
Research Paper 3, "Framework for Electricity Tariff Studies" (March 18,
1974).

2/ Public Utility Note 5, "Pricing in Power and Water Supply" (July 1973).
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The main constraint to more frequent analysis of tariff structures against

marginal costs appears to have been the shortage of appropriate Bank and

consultant staff.

8. Shadow Prices

Shadow prices should be used in the economic analysis of project

validity in all appropriate circumstances, and they may be reflected if

necessary in utility tariffs.

The Bank agreed that ideally shadow prices should be used in

benefit/cost analysis, project selection, design,and construction, and

in the setting of tariffs, although in practice at the time their use was

largely confined to a few cases of project selection and to the calculations

of internal economic rates of return (based on adjusted financial data).

Guidelines since prepared on analysis of rural electrification

schemes and of tariff structures and on economic evaluation of utility

projects do recommend that shadow prices for foreign exchange, labor and

capital be used, whenever appropriate, in benefit-cost analysis, project

selection, marginal cost pricing aid internal economic return calculations.

Actually, there has been a widespread recognition of their usefulness;

shadow prices have been used mainly in the selection of least-cost alternatives

(Nigeria, Gabon, Morocco and Iceland), in a few instances in economic return

calculations (Turkey, Algeria), but seldom in marginal cost and tariff reviews

(Burma only); the two tariff structure case studies (Tunisia and Sudan) did not

use shadow prices despite their seeming relevance to these countries. Finally,

shadow prices have not been included in the documentation provided to con-

sultants responsible for early selection and design of projects considered

for Bank financing.
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Strengthened internal arrangements within the Bank seem to be needed

particularly, first, to ensure the use of appropriate shadow prices in

tariff studies (where they may be of greatest relevance in the electric

power field) and their incorporation in terms of reference to consultants

selected for feasibility and system planning studies, and, second, to secure

firmer help from country specialists in the choice of appropriate values.

The latter problem should be eased with the decision recently made to under-

take a special effort on the generation and aplication of appropriate shadow

prices for selected countries in each region, as a preliminary step to gen-

eralized use of these concepts.

9. Fiscal Contribution of Power Companies

Examining the power company from the point of view of the contribu-

tion it can make to development, it might be useful to include regularly

in appraisal reports a paragraph or two about fiscal aspects of the company's

operations, in view of their importance in connection with tariffs, procure-

ment, the financing of investment, maintenance of sound balance among utility

services and Government revenue needs; borrowers studied show a very wide

diversity of performance in this respect.

Stressing that all flows between Government and power company, as

well as internal cash generation substituting for Government capital contri-

butions, should and could quite easily be considered in assessment of the

fiscal effects of borrowers' operations, the Bank planned to prepare instruc-

tions on this subject.

Fiscal aspects were referred to, and proposed for review by opera-

tional missions, in the previously mentioned Public Utility Note 5 issued

in 1973, but shortage of staff led to postponement of the planned revision



- 17 -

of the appraisal checklist in which this matter was to be incorporated and

recent appraisal reports on power projects have not included the proposed

special paragraph - although there appears to be a large amount of agreement

that this would be quite feasible and useful, and telecommunication project

appraisal reports have begun to include such a discussion. The Bank has con-

tinued to intervene on this matter, in some cases suggesting payment of taxes

or dividends by the utilities to Government (e.g. Ethiopia and Ghana) and

in others recommending or accepting exemption from such payments as a means

to improve company profitability ( e.g. Philippines and Iceland). More

general draft instructions, of more elaborate nature, have recently been pre-

pared for the handling of this aspect in all projects, not only those in
1/

power. It remains true that a good starting point, not difficult, would

be a simple presentation in appraisal reports of the various aggregate flows

(or substitutes of flows) between Government and power company, perhaps with

some comparative figures from other power companies or other sectors in the

same country.

10. Utility Performance Indicators

The Bank should give more systematic attention to technical and

financial indicators of utility performance other than the overall rate of

return on assets, and include in appraisal reports simple tables showing

the trends of selected indicators over past years; in the case of serious

problems, performance targets for the future could be agreed upon during

loan negotiations (along with specific steps or studies to attain them) and

regularly checked by project supervision missions.

_/l"Pricing and Cost Recovery of Public Sector Projects," July 1974.
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The Bank agreed that there were large potential benefits to be

obtained from more systematic use of technical and financial performance

indicators although at that time it seemed to think of them more for purposes

of broad comparison between countries, to understand better existing situations,

rather than as bases for targetting improvements.

Instructions for the systematic use of such indicators in appraisal

reports, calling for presentation of target values, were issued in late 1973.-!

However they have not been followed in power project appraisal reports, except

in a perfunctory manner in one. In another case an elaborate 'Plan of Action'

was developed for the improvement of a borrowing utility in particular

difficulties (PLN in Indonesia: Credit 399 of May 1973) and was presented

in the appraisal report; in response to the Executive Directors' request

during discussion of the proposed credit a progress report after one year

was recently circulated to the Directors. The 'Plan of Action' gave time

targets with regard to completion of certain steps and studies, but no

numerical specifications of the overall improvements in performance (except

for the operating ratio) that were expected to result.

There appears to be unanimous agreement in principle that greater use

of efficiency indicators and targets would be useful in Bank power operations,

although different emphases remain as to the most important uses of them

It may be that here too one or two of those who originally prepared the

general guidelines should first show the feasibility and utility of the

system proposed, on a demonstration basis, in connection with appraisal of

one selected project; such a practical example may be easier for others to

follow and appreciate than generalized guidelines in the first instance.

1/ Public Utility Guidelines 3, "Guidelines for Project Monitoring System
for Public Utilities Projects," (November 8, 1973).
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11. Power Planning Units

The Bank should give more attention in sector and appraisal missions

and institution-building efforts to the functional adequacy of utility and

national power planning units.

Pointing out that planning units needed to be examined for the ade-

quacy of their staff, their techniques and their influence, the Bank agreed

that this was an area requiring consistent priority. Guidelines emphasizing

these points were to be prepared.

The guidelines could not be prepared due to staff shortage. Appraisal

missions have normally given attention to the planning units, but their weak-

nesses are seldom subject to quick solution, although the possibility of

major progress is illustrated by the number of companies which have moved

over time from heavy reliance on consultants to doing almost all their own

planning except of a most specialized type (e.g. in Thailand, Ghana, Tunisia,

Algeria, Morocco and14-vm).

It would seem desirable to prepare the brief guidelines envisaged

on this subject and to seek more thoroughly and systematically than in the

past every opportunity for consultants preparing feasibility and system-

planning studies to include training in their terms of reference wherever

suitable trainees are available.

12. Training

The Bank should systematically consider the needs for training and

opportunities for promoting and assisting it, in project appraisals and reviews

of consultant terms of reference.

This point was agreed to by the Bank, and covered by the Bank's

general guidelines and memoranda on training in Bank/IDA projects.
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Indeed, training has received in recent projects frequent and

full attention, and substantial Bank funds in some cases (Indonesia, Papua

and New Guinea). However-articularly-close attention-is apparently still

required-for ainingin planindg and accounting (e.g. paras 11 and 13).

13. Financial Recording and Planning

Despite improvements achieved there remain weaknesses in borrowers'

accounting systems and procedures, particularly with regard to cash-flow

planning, which need additional emphasis.

The Bank stressed the time required to install effectively improve-

ments in accounting systems and financial planning techniques, and it suggested

that the problem might be less in diagnosis than in follow-up on improvements

proposed or agreed. To facilitate work it envisaged the preparation of stan-

ard financial annex formats for appraisal reports and more supervision

effort in thi fie ld -.: 1J

The stan ard firncial formats have not yet been agreed, but project

supervision in this area has continued to receive emphasis, especially in

cases where particular problems are encountered as, for instance, Iran

recently. Bank staff resources could probably be made more effective, as

is now being suggested within the Bank and as the IDB has illustrated in

practice, by greater contact with and reliance on borrowers' auditors for

upgrading accounting, As regards cash-flow planning, inclusion of a revised

forecast in regular six-monthly reporting requirements to the Bank might

usefully be generalized.

14. World Trends in Power Financing

In view of the importance of electric power in development investment

and in developing countries' foreign debt and of the past predominance of
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the Bank in this field and its desire to diversify its lending increasingly,

the Bank should consider undertaking a systematic review of world-wide

trends in capital requirements for power in the developing countries and of

prospects for financing from other sources, to provide a perspective which

would complement country and sector considerations in planning power lending.

The Bank agreed with this suggestion in principle but pointed out

that staff constraints would not permit investing in the subject the fairly

significant amount of staff-time that would be necessary.

In assessing the impact of the energy crisis on its member countries

the Bank has in fact done some work on this subject at the global levell1

and it has produced a paper adducing some of the general considerations

relevant to estimation of future requirements for investment in electric

power.1 Insofar as the recent changes in relative fuel prices generally

tend to make electric power a relatively more attractive form of energy

than previously although generating plants of higher capital cost are likely

to have to be built increasingly, capital requirements for electric power,

which have long accounted for a remarkably large part of loan financing

between countries and internationally, may now become even more important.

However, as mentioned, the Bank's own plans foresee lending for power

in FY 1974-78 only about the same amount in real terms as in FY 1969-73

(about $3,100 million in FY 1974 prices); such lending would constitute

12% of all IBRD/IDA lending in the forthcoming period, compared with 18%

in FY 1969-73. To deepen understanding of the feasibility and implications

l/ IBRD Report No. 477, "Prospects for the Developing Countries" (July 8, 1974).

2/ IBRD Report No. 477, Background Paper V, "Sectoral Adjustment to Higher
Energy Costs" (July 8, 1974).
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of this divergence in trends and to help effective implementation of the

Bank's policy and program, renewed thought is being given to a more detailed

investigation along the lines suggested in the evaluation report.

15. Sales of Participation in Bank Loans

If a situation recurs such as that in 1967-68 when the Bank desired

to use Joint Financing to make up for shortages in the funds it could lend,

in total or to particular countries, then serious consideration should be

given to making arrangements with supplier countries whereby funds available

for export financing might be used to buy participations in Bank loans in

amounts directly related to contracts won by their nationals.

Although consideration was given to financial arrangements of this

sort in connection with one loan, the point has not been of general rele-

vance in the last few years insofar as the Bank has not had difficulty in

raising funds directly. Sales of participations, which enjoy the advantage of

considerable administrative simplicity compared with most joint financing

arrangements, may possibly become relevant as one channel for applying the

surpluses of oil-exporting countries to development.

16. Follow-up Evaluation Studies

Analysis of the Bank's financing of local procurement of electrical

equipment and of the contribution such financing has made to the growth of

efficient domestic equipment industry would be useful for future policy.

Second, a more thorough study of the economic validity of the Volta River

Project in Ghana might be worthile.

The Operations Evaluation Department has not had the time to pursue

either of these studies to date. Doubts about the aspects of the Volta

River Project questioned in the evaluation have remained and perhaps deepened,
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but in connection with new projects the Bank is now giving considerable atten-

tion to possible resettlement problems, ecological side-effects and contrac-

tual terms between local authorities and international mineral concerns,

so that further study of the Volta project might make only a limited con-

tribution to strengthening Bank policy. The review of actual experience

with the financing of local procurement would still seem worthwhile for

execution as soon as the resources of the Operations Evaluation Department

permit.

17. Central Power Institutions

The Bank should, wherever circumstances in a country permit, encourage

development of a strong central institution in the power sector through

which it might later channel lending in a sector program manner (as in the

last .few years with CFE in Mexico). Experience suggests that such an insti-

tution is essential in order to develop (a) sound and well-coordinated

investment planning, (b) balanced plan implementation among regions, and

(c) effective and economical use of other sources of foreign financing such

as supplier credits.

The Bank was generally in agreement with this recommendation, very

much in line with, and indeed drawing on, its own successful experience in

earlier years in this field.

The Bank has continued to try to reinforce established institutions

of this type (e.g. in Brazil), to assist the development of newly created

ones (e.g. in Indonesia, Nigeria, Turkey and Zambia), and to encourage their

emergence in other countries (e.g. India, Yugoslavia, Cameroon and Morocco).

Relevant studies hav--recently-been started, wholly or partly at Bank request,

in Colombia and Iceland. Probably the suggested sector-lending approach,

_54
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excluding detailed Bank appraisal of project components and therefore more

economical in staff-time, could be applied more widely in countries

where satisfactory central institutions of the type described have now

been in existence for a number of years

18. Unified Jurisdiction of Local Power Companies

Experience suggests that the Bank can make a major contribution by

insisting on unified control of generation, transmission and particularly

distribution in urban regions.

The Bank agreed that this point was relevant in certain circumstances.

While the Bank has made very useful contributions in this direction

in earlier years the need for this emphasis is becoming rarer now with

the rationalization already accomplished in many cities and regions and

with the growth of national bulk supply agencies assuring generation and

transmission. One case where the Bank has been trying to help resolve problems

of divided jurisdiction in a relatively small area has been Istanbul, in

connection with a loan approved in the first half of 1973.

19. Institution-Building Delays

Examination of cases where the Bank held up lending pending fulfil-

ment by the prospective borrower of certain institutional conditions shows

that the Bank has sometimes made major contributions to institutional

strengthening in this way but more instances where it is doubtful whether the

delays were really worthwhile, partly because they proved costly and partly

because of doubt either as to whether the objective sought was important

enough to warrant this cost or as to how effective the Bank action was in

causing the change that finally came. The value of withholding loans has

to be treated on a pragmatic case-by-case basis, bearing in mind costs and potential
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benefits of delays as foreseeable at the moment of decision; general rules

cannot be established.

Delays in power lending appear to have been fairly limited in the

past two years and sound assessment of the delays that have occurred -

principally on the loan for the Elbistan power plant in Turkey and on a

planned loan for power development in Sudan - would require more study than

is possible here. There may still be room for more frequent and systematic

consideration, when delays are in prospect, of how long a delay (with its

consequent costs, for instance of power shortage or higher-cost generation)

may be warranted in the interests of any proposed precondition to lending.

20. Construction Cost Estimates

The rather frequent recurrence of substantial cost overruns on projects

studied, especially in some countries, suggests that somewhat more use may be

worthwhile of the specialized consultant firms that the Bank has sometimes

hired in recent years to check project cost estimates, especially for major

civil engineering works.

The Bank agreed with this recommendation, for appropriate circumstan-

ces, and planned in particular a paper on cost overruns on projects involving

substantial tunnelling which would contain specific guidelines in this respect.

The paper was producedy and, more generally, there now appears to be

a wide awareness in the Bank of the advantage in some cases of having detailed

revisions of cost estimates by specialized consultants. This fairly expensive

technique has actually been applied only to one project approved over the last

year - the Kafue project in Zambia - for which it appears at present that the

original estimates and those of the specialist consultant (which were actually

lower) were about equally close to the final bids received. An individual

1/ Public Utility Guidelines 6, "Guidelines for Estimating Costs of Tunnel
Construction," (January 17, 1974).
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specialist was also hired by the Bank to check the cost estimates on the

mining part of the Elbistan project. Although cost overruns have been

a major problem on some projects currently underway with Bank support, this

has been mainly due to general cost-inflation and it does not seem that

greater recourse should have been had for projects approved in FY 1974

to specialist consultants of the type described.

Conclusions

Judged against the conclusions of the evaluation report the Bank,

over the last two years, has accomplished a large amount of useful and appro-

priate work in research and preparation of policy papers and guidelines.

Priorities seem generally to have been correct. What now appear to have

been the more important suggestions - for instance with regard to the econ-

omics of system extensions, tariff structures and distribution standards -

have, for the most part, received considerable attention, while matters with

more limited practical significance and relevance in the recent period -

such as the issue of planning standards for bulk supply reliability and

the suggested study of world trends in financing for power - received much

less effort. The Bank is undoubtedly ~myh closer now than it was two years

ago to being able to assist its borrowers with finding solutions to the major

-- dilemmas mentioned at the outset to this paper. Serious application of the

new proposals with regard to methods of economic justification of public

utility projects will cause several of these issues to be dealt with on a

routine basis.

Despite these good research results, the actual operational effect

of the evaluation report's principal suggestions must be considered to have

been quite limited to date, whether in respect of application of research



- 27 -

results (as for system extensions and new connection policies) or in respect

of implementation of the few direct improvements proposed (such as wide use

of efficiency indicators and targets and standard discussion of fiscal aspects

of power borrowers' operations). Only with regard to tariff structures,

use of shadow'prices and distribution standards, among the evaluation report's

economic suggestions, is any broad impact on Bank operations beginning to be

visible, and there are still gaps even in the treatment of these subjects.

Particularly with regard to some of the simpler actions proposed, and

largely accepted in principle, such as with regard to use of efficiency indi-

cators and treatment of new connection policies, a more sustained interest by

the Executive Directors, with the posing of relevant questions in discussion

of appraisal reports submitted in support of loan proposals, would undoubtedly

have contributed significantly to securing the required effort in the Bank.

But the principal reasons for limited operational effectiveness of

many of the most important suggestions in the evaluation report must be the

shortage of economists in the Bank to work on power projects and the partial

diversion of effort that became necessary late in 1973 to assess the impli-

cations for borrowing countries of the drastic changes in oil prices that

then occurred. Review of the staff situation shows that the economist man-

in electric power
years effectively devoted to direct operational work/has in fact fallen

from about three in FY 1972 to only about two in FY 1974, partly for shortage

of staff and partly because what public utility economists are available in

several Regions have tended to be used primarily for work on water supply.

As of July 1974 as many as half of the six economist positions in the Bank

which might be considered to be principally for power work (including research)

were vacant. Several departments seem to have found it very difficult to
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recruit people with the competence and experience to work on electric power

economics. As regards the 'energy crisis', it did undoubtedly hamper the

transposition of research results into practical guidelines, effective review

of Bank reports on electric power from the economic point of view and,

most important of all, demonstration in the field of the methods and procedures

proposed. That it is this scarcity of available economic expertise which

has been the main problem is also< suggested by the fact that the suggestions

of the evaluation report w4h regard to institutional and engineering matters,

admittedly fewer and 1ess novel, can be said to have been implemented much

more broadly thaw those with a heavily economic aspect.

On the assumption that the Bank responds to the 'energy crisis' not

by using electric power as an easy means of making large resource transfers

but rather by continuing past policies of seeking projects through which

a special contribution can be made to improvement of borrowers' institutions

and policies - as is strongly implied by the Bank's new program for FY 1974-78 -

then the principal need now appears to be for special effort on application of

research results already reached (e.g. on system extensions and rural elec-

trification) and on spreading more widely the more systematic approaches

already beginning to be applied on topics such as shadow prices and distri-

bution standards. The following proposed actions should help considerably:

1. Prepare a plan for recruitment of power economists after re-

assessing the Bank's specific needs and possible sources.

2. Make it a standard practice that guidelines and policy advice

will only be issued - evenon relatively simple topics like efficiency

indicators - in conjunction with at least one practical demonstration,

for a specific project, by the author of the policy work.
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3. Make provision in the EDI budget as soon as possible for

introduction of the course already envisaged for senior power

utility staff (and perhaps auditors and consultants) on tariff

structures, rural electrification, reliability standards, economic

justification of power projects, so as to disseminate the valuable

work done on those topics in the Bank in the last two years and make

borrowers more demanding on their consult ants in regard to these

matters.

4. Prepare a brief guideline to Bank staff on review of con-

sultant terms of reference for power project feasibility and sys-

tem planning studies, as an easy reminder of subjects T ich would

normally need to be included, such as responsibility for training

in planning, use of shadow prices, systematic treatment of reliabi-

lity standards and possible alternatives to those proposed.

5. Update the appraisal checklists and appraisal report outlines

in respect of (a) c.mpany's new connection policies, (b) company's

fiscal contribution, (c) generating reserve margin, (d) utility per-

formance indicators.

444
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CLOSING REPORT ON ACTIONS RELATING TO
RECOMMENDATIONS OF THE

ELECTRIC POWER EVALUATION REPORT

In 1971 the Operations Evaluation unit carried out, as one of its

first efforts, a review of Bank operations in the electric power field, mainly

on the basis of ex-post assessments, against original objectives, of a large

and diversified sample of projects for which the Bank had lent a cumulative

total of about $1 billion to ten different power companies -- three in

Colombia and one each in Argentina, Brazil, Ethiopia, Ghana, Malaysia, Mexico

and Singapore. The results of this study were presented in "Operations

Evaluation Report: Electric Power" (IBRD Report No. Z-17) dated April 1972.

Bank assistance to the Colombian power sector was also treated somewhat more

comprehensively in one chapter of the report "Bank Operations in Colombia:

An Evaluation (IBRD Report No. Z-18) which was issued shortly thereafter.

Both studies included certain suggestions regarding future Bank activity in

the field of electric power which were discussed with the relevant operating

departments both before and after presentation of these reports to the Execu-

tive Directors and were in the main agreed to be worthy of pursuit.

The purpose of the present document is to report briefly on actions

since taken by the Bank that relate to the suggestions made. It is based on

a review of relevant research papers and operational guidelines issued by the

Bank over the last two years and of appraisal reports for power loans approved

in FY 1974; on a series of discussions in July 1974 with all operating units

principally responsible for electric power work; on comments received in

October and November on the first draft of this report; and on a meeting with

relevant Bank managers early in December 1974. After recalling the main

conclusions of the evaluation studies and indicating the main lines of recent

Bank activity in the field of electric power, this report systematically

summarizes each of the original suggestions, the response that the Bank

operating departments gave at the time and relevant actions since taken. An

overall assessment is given in the concluding paragraphs.

The evaluation studies found that the rapid pace of power 3ystem

expansion achieved in the developing countries between 1950 and 1970 had

depended crucially on Bank financing and concluded that the wider pattern of

Bank action had been notably effective in achieving the main preoccupation

that the Bank had developed in its wo7k in this field: minimizing ling-run

(financial) costs of power system expansion by such measures as improvements

in sector organization, careful advance investigation and planning to enable

selection of the most economic path of system expansion, use of international

competitive bidding and assuring adequate cash-flow to the utility to prevent

construction interruptions. The Bank had in particular in several instances

made significant contributions to institutional rationalization by urging

amalgamation of regional power compandes, or cooperative arrangements, to

permit achievement of scale economies, and its financial covenants, which had

become steadily better in form, showed evidence of having been causative

factors in the continuous improvement of financial performance demonstrated

by most of the companies. Notable internal organizational improvements had

also been stimulated by the Bank in several companies, and the two cases

among all ten that still showed considerable institutional weakness were ones

where, in complex political circumstances, responsibility for power supply
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within relatively small areas remained divided. Major cost overruns had
occurred on some projects, but generally for reasons that would have been
hard to foresee, and in the case of very few plants were they large enough
to raise doubts in retrospect as to the economic validity of projects
selected. Only in few cases had there been temporary unproductive building
ahead of demand, due to faulty planning.

The main theme of the report's suggestions for the future was that
the Bank could make an important contribution to further improving its own
selection of power projects and the role of its power customers in develop-
ment by helping them to cope with fundamental questions, essentially related
to the links between power supply and development, which it had largely
bypassed in the past and on which they not infrequently themselves wanted
advice. How quickly should power demand be allowed or encouraged to grow?
How much can electricity supply induce development or improvements in
efficiency in other sectors (e.g. small industry and agriculture)? How much
expenditure should be allocated to electrification of villages or small
towns presently unserved, and how should they be selected? How much effort
should be devoted to expanding the coverage of the power system as opposed
to improving reliability standards on the existing system? What are appropri-
ate risks of load shedding to run under different economic conditions? Under
what circumstances is it worthwhile from the socio-economic viewpoint to
provide power at less than cost to serve? The report asked the Bank to
develop appropriate methods of analysis and project appraisal to help bring
answers to these basic dilemmas.

Bank and IDA lending for electric power, after falling sharply in
FY 1973, reached a new peak in FY 1974, in excess of $750 million, in real
terms 20% above the average annual amount of power lending committed in
1969-73 and envisaged for 1974-78. 1/ The number of projects, at 14, was
about the same as the average number approved in each of the previous five
years; but three of the loans were in excess of $100 million, including one
of $148 million, the largest single project loan ever made by the Bank for
the Elbistan lignite-fired thermal plant in Turkey. A somewhat surprising
trend, in light of earlier expectations, is a sharp drop over the last year
in the share of power distribution in the Bank Group's lending and in the
projects supported, as shown by the following table. 2/

1/ Revised IBRD/IDA Program 1974-78 of June 1974.

2/ The table refers only to lending directly for power utilities. In most
years there are a few loans/credits for other principal purposes which
also include a small power component, generally mainly distribution.
But the total amounts involved are not generally very significanlt
compared with the magnitudes given above. For instance, two of the
larger provisions of this sort in FY 1974 were US$ 2.4 million (out of
a total US$ 25.0 million loan) for a US$ 3.7 million power distribution
component of the Korea Kyongju Tourism Project (Ln. 953-KO) and US$ 1.0
million (out of a total US$ 30.0 million loan) for a US$ 2.2 million
distribution component of the Greece Nestos and Yannitsa Irrigation
Scheme (Ln. 991-GR).

A
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IBRD/IDA Lending for Electric Power FY 1970-74
(current US$ millions)

1970 1971 1972 1973 1974 a/

Loan/Credit Amounts Approved 556.0 500.9 520.6 321.5 754.8

% for Distribution 20 19 20 14 1

Total Project Costs b/ 1512.1 816.1 2425.5 883.1 2958.0

% for Distribution 25 18 19 30 0.5

a/ excluding three small supplementary loans committed under amendments
to earlier loan agreements to help cover cost overruns.

b/ excluding interest during construction.

In each of the years 1970-73 two of the loans/credits approved were predom-
inantly or very largely for distribution expansion -- in such countries as
Argentina, Brazil, Ghana, Iran, Nigeria and Turkey -- and another four
projects included some distribution component. FY 1974 power lending
included two projects with a distributicn component and in both it was quite
small. The first integrated rural development project to have an electric
power component 1/ was the Mexico Papaloapan Basin Rural Development Project
for which a loan was approved in October 1974; further rural development
projects in Mexico are expected to follow suit in this respect.

An important innovation in the Bank's power work, sponsored by the
new Public Utilities Department that emerged from the Bank's reorganization
in October 1972, is the establishment of regular series of publications of
research papers and operational guidelines. Over the last 18 months numerous
papers prepared by Bank staff and consultants have been published in this
form, ranging from guidelines on technical cooperation with other inter-
national agencies to a major review cf the changing relevance of nuclear
power for developing countries. Some of the research done on electricity
pricing and rural electrification is now culminating in an important policy
statement on the economic analysis of public utility projects, 2/ carrying
the Bank's approach much beyond cost minimization and demonstrating how the
incremental return concept that has come into use in the Bank in the last few

_/ The Bank's loan of US$ 50.0 million included a US$ 5.0 million contribu-
tion for a US$ 10.0 million rural power distribution component of the
project designed to bring grid electricity to 106 villages with nearly
140,000 inhabitants, raising the percent of people in the Papaloapan
Basin with electricity connections from about 41% now to 48% on project
completion.

2/ Economic Evaluation of Public Utilities Projects (September 30, 1974).



years can become a meaningful tool of economic analysis once the relationship
between prices charged for utility services and their marginal costs is
established.

1. System Extensions

Original Recommendation: The Bank should expedite work to develop
techniques for analyzing the economic validity of extending public power
supply to new areas, such as marginal zones of the cities, surrounding villages
or small towns or larger regions presently unserved.

Bank Response: The Bank agreed with the need to study this matter
on a priority basis and to identify economic and social effects of system
extensions to smaller and less dense markets, with a view to finding practical
ways to improve cost/benefit techniques and also provide a sounder basis for
justifying departures from strict economic/financial pricing policies in order
to meet social objectives.

Review of Action: The Bank has carried out, on schedule, a major
research study of rural electrification experience in El Salvador and produced
a number of internal instructions and papers relating to the economic justifi-
cation of such schemes.l/ Further field study is underway in connection with
a small rural electrification component to a power loan made to Ecuador in
February 1972. The major conclusions derived from these studies can be sum-
marized:

a) Rural electrification is best undertaken within the framework
of an integrated regional development program, and even in the
(usual) absence of such a program it is desirable to move as far as
possible to examining the potential in this broad context.

b) Successful village electrification normally requires that
the village average per capita income be above a particular
"threshold"level (for example, $50-60 in El Salvador in 1972) at
which demand begins to develop, but growth in demand can be very
rapid and it is essential to focus on the prospects for this.

c) Economic benefits in excess of prices charged for power
(mainly increases in production made possible by power supply and
savings on alternative fuels) can and should be routinely assessed
for productive uses of electricity (such as irrigation, agro/village
industries, water supply works).

d) Comparable benefits in excess of prices charged for household
consumers (from savings on alternative fuels and greater value of
higher-quality energy) are so difficult to estimate soundly at

1/ Public Utility Note 6, "The Appraisal of Village Electrification Projects"
(August 1, 1973), and IBRD Report No. 517, "Issues in Rural Electrifica-
tion" (July 24, 1974), distributed under Secretary's Memorandum Sec M 74
636 of September 12, 1974.
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reasonable cost and may well normally be sufficiently small that
revenue projections may generally be taken as a reasonable indicator
of gross benefits of such consumption, implying that electrification
for households alone in rural areas is generally unlikely to be
eco nomic.

e) It is essential to take a long-run (20-year) rather than a
medium-run (5-year) term of analysis due to the importance in the
economic analysis of both the prospective growth of demand and of
possible scale economies from increasing network utilization.

f) Tariffs may be set below long-run marginal costs during the
early years because of the generally high initial investment costs,
the need particularly at first to promote the use of the service,
or social reasons (to help small business and low-income families),
but subsidies (or taxes) should be made explicit and tariffs should
within five-ten years aim at reflecting the level and structure of
long-run marginal costs of supply in order to secure efficient
allocation of resources and to avoid inequities with the much larger
number of rural families in most developing countries who remain
without electricity (probably still about 75% in the early 1980s).

g) Non-quantifiable benefits in excess of revenues (e.g. educa-
tional or other effects on households) may sometimes be sufficiently
significant to warrant undertaking a project whose incremental
return based on financial returns plus an allowance for productive
users' benefits (in excess of prices charged) is slightly below the
opportunity cost of capital, but this can only be a matter of
judgment.

The results of this research were only put into final form towards the end of
FY 1974, and none of the appraisals of projects approved by the Bank and IDA
in that year reflect any of this work. However, a preliminary appraisal,
giving special attention to economic justification and partially drawing on
the Bank's research, has been made of a major rural electrification project
(involving much agro-industry) in India. Direct application of research
results is underway for a rural electrification project being prepared in
Iran. F'4rther projects are under active early consideration for Northe'ast
Brazil, Malaysia, Thailand and Tunisia. Efforts are also planned in 1975 to
examine the situation of rural electrification in poorer countries, especially
in Africa, to see whether the approaches so far developed can be applied
directly or whether further research is required. Bank/IDA financing for
several African rural electrification projects is envisaged for later years.

2. New Connection Policies

Original Recommendation: The Bank should try to assess, in the
economic evaluation of power projects at both the selection and appraisal
stages, whether utility policies regarding the connection of new customers
and extension of distribution systems are satisfactory in the sense that they
respond to any opportunities that may exist for accomplishing significant
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development benefits from spread of electrification -- for example, increasing
efficiency of small industry or aiding production and education in rural and
marginal urban areas.

Bank Response: The Bank stated that the necessary judgments would
be made in the course of appraisal missions and that they would be aided by
the results expected from the research discussed under Reconmendation 1 which
would be disseminated among the staff as and when available.

Review of Action: The Bank's own research and India's experience
of rural electrification do indicate that the application of electricity for
agricultural and industrial purposes in particular can bring substantial
development benefits. However new connection policies do not yet appear to
be assessed by appraisal missions for power projects generally, and few
appraisal reports have even given a projection of the number of new consumers
expected to be connected. This may in part reflect the very low share of
distribution in recent power leading and the fact that some loans have been to
bulk suppliers, although, from the point of view of project justification and
utilization, new connection policies of ultimate retailers would seem to
warrant attention, whatever the Bank is directly helping to finance.

Now appraisal reports are beginning to give projections of the
number of new consumers expected and appraisal guidelines are being revised
to require collection of basic data on new connection policies and charges,
at least in cases where this is reasonably easy because the borrower is sub-
stantially involved in distribution as well as in generation and transmission;
in the case of countries where there are numerous power utilities or where
the Bank's main borrower is a bulk generation and transmission company, this
work will probably only prove possible in the course of sector studies.
Experience in the assessment of these data will have to be developed, but
rigorous application of the new approach adopted to economic evaluation of
public utility projects, emphasizing the relationship between marginal costs
of supply and charges, but also incorporating development benefits, should
eventuall.y enable the Bank to advise its borrowers constructively on whether
the pace of connection of new consumers should, from the economic point of
view, be accelerated or reduced.

Consideration is being given to an effort in FY 1976 to develop
Bank familiarity with, and policy on, the special problem of new connection
policies in marginal urban areas, where electrification may be very worth-
while economically but unattractive financially due to the difficulty of
obtaining adequate customer capital contributions from these typically poor
areas and of subsequently charging these tariffs different from those in the
rest of the urban area.

3. Self-Help for Distribution Expansion

Original Recommendation: The Bank should encourage country author-
ities and power companies to find appropriate institutional mechanisms for
mobilizing self-help efforts in distribution expansion.
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Bank Response: The Bank undertook to be on the lookout for success-
ful experience in this field with a view to incorporating it in projects
supported or otherwise propagating it, but it did not think that any general

guidelines could be prescribed.

Review of Action: The Bank's rural electrification research touched
usefully on the role of cooperatives in rural power supply and pointed out
that the labor component of a rural electrification project may constitute up
to 25% of total investment costs, so that use of self-help arrangements may
make the scarce funds available for rural electrification go further. The
Bank is aware of some successful applications of self-help in the power field,
both in actual construction of distribution systems (mobilization of community
financial contribution and manpower) and, perhaps even more important, in
operation, administration and billing. Some examples are Andhra Pradesh,
Colombia and Turkey. But no effort yet seems to have been made in operational
work to propagate experience.

The Bank has now agreed to try to have operating staff prepare, at
convenient moments, brief notes on experiences of this sort for dissemination
through the regular information channels established over the last years.

4. Generation and Transmission Reliability Standards

Original Recommendation: The Bank should help develop, and require
of utilities and consultants, more systematic procedures for rational determi-
nation of reliability standards appropriate to different countries and areas,
with a view to eventual presentation in appraisal reports of explicit justifi-
cation of standards selected.

Bank Response: The Bank indicated its agreement with this general
proposal but emphasized the difficulties of estimating the economic costs
involved by lowering standards of service. Research and guidelines were
intended to lead to appraisal reports explicitly stating the standard of risk
of failure to supply implied in project proposals, even if they could not yet
assess the economic optimality of this standard.

Review of Action: The related research was cut short by staff
shortages, but some useful notes were circulated. 1/ A recent system-planning
study for the Comision Federal de Electricidad (CFE) of Mexico, presently
under study in the Bank, reviewed the various generation and transmission
reliability standards to be retained fo: large interconnected systems as well
as some crucial economic indicators to be considered in the selection of a
particular reliability standard. The Bank states that many other borrowers
have been increasingly adopting computerized system-planning models which deal
explicitly with the probability of load shedding and facilitate consideration

1/ Public Utilities Note 3, "Generating Plant Reserve Margins" (June 20, 1973).
See also Annex 1 to Public Utilities Research Report 3, "Framework for
Electricity Tariff Studies" (March 18, 1974).
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of alternative standards of bulk supply reliability.1/ The Bank staif has
continued to review these matters in connection with lending operaticas on
the basis of experience and judgment, but it is doubtful whether they are
getting more systematic attention than in the past and it cannot be said

that appraisal reports yet carry explicit statements of the risk of failure
to supply.

Relative neglect of these matters may be justified by the fact that

many of the more important Bank borrowers of recent years have been suffering
shortages, more or less severe, of generating and bulk transmission capacity
and (although this does not generally show in the forecasts beyond a few
years out) some may well be expected to continue to do so, with the new

prospects, especially in some cases, of more rapid growth of demand for
electricity, following the increase of oil prices, and higher costs to meet
it. Yet there seems to be general agreement on the importance of this

subject and the worth of trying to give it more systematic attention. The
Mexican study, referred to above, is being summarized for circulation, and

appraisal guidelines are being revised to refer more fully to the problem.
The difficulty is always in estimating the costs to the economy of any
particular lowering of standards; the corresponding savings in power systei
costs are not difficult to calculate. Even with this difficulty, the Bank
has suggested 2/ that estimates be made, for consideration in connection witI

tariffs at system peak, the adequacy of load-shedding arrangements and the

general circumstances of the country, of

(a) the savings in system costs that would result from
adoption of the next lower standard of bulk supply reliability
than the one proposed,

and
(b) the corresponding amounts (or additional amounts) of

load shedding that might be required if this lower standard
were appVed.

It would seem, in light of the importance of the subject and its significance

in any investment planning, that appraisal reports should indeed give an

explicit statement of "the risk of failure to supply implied in project

proposals", citing the reserve criterion used in planning, and translating
this into a probability distribution for different amounts/durations of load

shedding for the particular system in question; with the apparent wide- spread
of system planning models now, this should not be difficult, it would present
information in a form directly comparable among countries and projects, and

1/ The Bank is considering propagation of one such model itself. See below,
Section 11.

2/
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and its systematic use would soon lead to a better understanding of the
matter and, probably, better planning, more adjusted to the economic circum-
stances of different countries.

5. Distribution Reliability Standards

Original Recommendation: Distribution standards should be subjected
to the same treatment as mentioned above for Generation and Transmission, and
the Bank should encourage borrowers to carry out systematic studies to opti-
mize distribution standards to local conditions.

Bank Response: The Bank expressed general agreement with these
propositions and, emphasizing again some of the technical difficulties
involved, referred to planned research to be undertaken.

Review of Action: A useful note has been prepared on the aspects
that need to be examined by appraisal and other technical missions,1/ and
most of the planned research (particularly covering European practices) has
been carried out. An optimization study, of approximately the nature
suggested in the evaluation report, was called for by the Bank in connection
with the April 1973 loan for the Istanbul Distribution project.

The work so far done in or for the Bank suggests that there may be
significant scope for saving on costs simply to reach presently intended
standards in many developing countries, by improvements in system and plant
design; further savings should be possible by lowering the planning standard.
There is considerable interest in this subject within the Bank. It is
envisaged that some specific studies may be undertaken by Bank staff to seek
scope for reducing the cost of distribution, particularly on East African
review partly stimulated by concern about the possibility of distribution
standards presently being excessive in Zaire. A consultant study focussing
on this aspect has been underway in Ghana, at the initiative of the Ghanaian
authorities, with a view to preparing a project for submission to the Bank.
The Bank's Research Committee has just authorized an extension of the general
research so far done to include two case studies and the preparation of guide-
lines to judge the adequacy of distribution plans and the benefits of alterna-
tive standards.

6. Urban Context

Original Recommendation: Appraisal and sector reports could usefully
consider power in its urban context an. treat explicitly the question of
balance between power and other services and facilities in terms of the quan-
tity and quality of their supply.

1/ Public Utilities Note 4, "Standards of Urban Electricity Distribution",
(June 28, 1973).
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Bank Response: The Bank took the view that appraisal teams had
neither the opportunity nor the ability to make judgments about the adequacy
axd quality of other services compared with power and that anyway these were
not in practice very serious issues, except possibly in rare instances in
which case they would be given special treatment -- as was being done at the
time in a particularly intensive effort on Istanbul, involving several loans
for different services and numerous studies. Normally, it was felt, these
issues would be treated in t1e Bank's operations at the time of developing
the country lending program and in discussions with Governments as to appro-
priate projects for Bank consideration.

Review of Action: Several cases of imbalance of urban services,
with power being consistently more plentiful and better in quality than other
services (particularly water), without any clear economic justification, have
been encountered by the Operations Evaluation Department in its work on
completed Bank-assisted projects. It does seem that a problem has existed,
at least in the past, and there is no reason to suppose it does not continue.
But there is no easy solution, and the evaluation report recommendation was
probably oversimplified. Appraisal is really too late a stage for the subject
to be most usefully considered. More fundamentally, while the "consumer's
view" is very important, it requires sectoral specialists to develop and cost
means of improving the different services to different standards, and no
satisfactory way has yet been found of calculating cost-benefit ratios or
economic returns fully comparable between sectors. Perhaps the best that can
be said is that Bank program officers should be aware that this problem has
arisen in the past and they should try to delve into it a little at the
earliest stage of project consideration by appropriate enquiries about the
relative availability and coverage of different services and plans for their
expansion.

7. Tariff Structures

Original Recommendation: The Bank should further increase the
attention given in recent years to tariff structures, systematically analyzing
wherever possible the extent to which tariffs charged to different consumer
groups reflect social marginal costs so that deviations may be explicitly
justified in terms of (a) effective means of taxation of inelastic consumers,
(b) subsLdies warranted to induce consumption because of resultant economic
benefits or (c) price distortions elsewhere in the economy.

Bank Response: The Bank accepted this recommendation and planned
research, case studies and production of appropriate guidelines, but it
stressed, as an obstacle to progress the shortage of qualified people in the
Bank and in borrowing institutions to work on these problems.

Review of Action: With the aid of consultants the Bank has
produced research papers 1/ of particularly high quality in this area,

1/ Principally, Public Utilities Research Paper 1, "Economic Analysis of
Electricity Pricing Policies: An Introduction" (January 9, 1974) and
Research Paper 3, "Framework for Electricity Tariff Studies" (March 18,
1974).
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undertaken case studies (in Sudan and Tunisia) and prepared the guidelines

envisaged.1/ The specific points raised in the evaluation report recommenda-

tion now appear to be very generally accepted. Virtually all appraisals of

power projects now include some treatment of the borrower's tariff structure,
and the Bank has increasingly raised questions about major deviations between

charges to particular consumer groups and the costs to supply them, and
itself studied them in detail or called for their review by consultants and
borrowers (for instance in Burma, Sudan, Malawi, Syria, Turkey, Algeria,

Iceland, in recent years). Actual adjustment of borrower tariffs in light of

the Bank's new emphases in this regard appears to be still in the future, but

it is, for instance, very much under discussion in the case of Tunisia. The

Bank's analysis will be further deepened as the research results are fully
applied and as the new approach to economic evaluation of utility projects
mentioned earlier comes into general use. The main constraint to more
frequent analysis of tariff structures against marginal costs appears to have

been the shortage of appropriate Bank and consultant staff.

8. Shadow Prices

Original Recommendation: Shadow prices should be used in the
economic analysis of project validity in all appropriate circumstances, and
they may be reflected if necessary in utility tariffs.

Bank Response: The Bank agreed that ideally shadow prices should

be used in benefit/cost analysis, project selection, design, and construction
and in the setting of tariffs, although in practice at the time their use was
largely confined to a few cases of project selection and to the calculations

of internal economic rates of return (based on adjusted financial data) and
their use in design and bidding would be difficult in reality.

Review of Action: Guidelines since prepared on analysis of rural
electrificatio, schemes and of tariff structures and on economic evaluation

of utility projects do recommend that shadow prices for foreign exchange,
labor and capital be used, whenever appropriate, in benefit-cost analysis,
project selection, marginal cost pricing and internal economic return calcu-
lations. Actually there has been a widespread recognition of their useful-
ness; shadow prices have been used mainly in the selection of least-cost
alternatives (Nigeria, Gabon, Morocco and Iceland), in a few instances in
economic return calculations (Turkey, Algeria), but seldom in marginal cost
and tariff reviews (Burma only); the two tariff structure case studies
(Tunisia and Sudan) did not use shadow prices despite their seeming relevance
to these countries -- apparently because of difficulty in obtaining suggested
values from the Bank's country specialists. Finally, shadow prices have not
been included in the documentation provided to consultants responsible for
early selection and design of projects considered for Bank financing.

l/ Public Utility Note 5, "Pricing in Power and Water Supply" (July 1973).
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Shadow prices may actually be of greatest practical significance in
the electric field in tariff studies, where failure to use them whenever
appropriate could cad to wrong recommendations in view of the particularly
heavy foreign excharge component of electricity costs in many countries.
Hence --hey will became more important as the Bank increases its work on power
tariff,. The princ-:ple now seems to be firmer help from country s-pecialists
in the choice of appropriate values. This problem should be eased with the
decision recently made by the Bank to undertake a special effort on the genera-
tion and application of appropriate shadow prices for selected countries in
each region, as a preliminary step to generalized use of these concepts.

9. Fiscal Contributicr: of Power Companies

Original Rec nmendation: Examining the power company from the point
of view of the contribLtion it can make to development, it might be useful to
include regularly in apiraisal reports a paragraph or two about fiscal aspects
of the company's operatons, in view of their importance in connection with
tariffs, procurement, tle financing of investment, maintenance of sound
balance among utility services and Government revenue needs; borrowers studied
show a very wide diversi-y of performance in this respect.

Bank Response: Stressing that all flows between Government and
power company, as well as internal cash generation substituting for Govern-
ment capital contributions, should and could quite easily be considered in
assessment of the fiscal effects of borrowers' operations, the Bank planned
to prepare instructions on this subject.

Review of Action: Fiscal aspects were referred to, and proposed
for review by operational ma .sions, in the previously mentioned Public Utility
Note 5 issued in 1973, but shortage of staff led to postponement of the
planned revision of the appriisal checklist in which this matter was to be
incorporated, and recent appraisal reports on power projects have not included
the proposed special paragraph -- although there appears to be a large amount
of agreement that this would ie quite feasible and useful, and telecommunica-
tion project appraisal report- have begun to include such a discussion. The
Bank has continued to intervene on this matter, in some cases suggesting
payment of taxes or dividends y the utilities to Government (e.g. Ethiopia
and Ghana) and in others recomending or accepting exemption from such
payments as a means to improve company profitability (e.g. Philippines and
Iceland). More general draft instructions, of more elaborate nature, have
recently been prepared for the handling of this aspect in all projects, not
only those in power.l/ It remains true that a good starting point, not
difficult, would be a simple presentation in appraisal reports of the various
aggregate flows (or substitutes cf flows) between Government and power company,
perhaps with some comparative figu.res from other power companies or other
sectors in the same country; some consideration might also have to be given
to internalized transfers, e.g. oit of revenues from existing urban consumers
to finance investment in rural coniections, a financing form favored in the
Bank's report on Rural Electrificarion.

l/ "Pricing and Cost Recovery of Ptblic Sector Projects", July 1974.
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The Bank states that short guidelines on analysis of power
companies' fiscal contribution are now nearing completion and that the
appraisal checklist is being revised to include a reminder on this subject.

10. Utility Performance Indicators

Original Recommendation: The Bank should give more systematic
attention to technical and financial indicators of utility performance other
than the overall rate of return on assets, and include in appraisal reports
simple tables showing the trends of selected indicators over past years; in
the case of serious problems, performance targets for the future could be
agreed upon during loan negotiations (along with specific steps or studies to
attain them) and regularly checked by project supervision missions.

Bank Response: The Bank agreed that there were large potential
benefits to be obtained from more systematic use of technical and financial
performance indicators although at that time it seemed to think of them more
for purposes of broad comparison between countries, to understand better
existing situations, rather than as bases for targetting improvements.

Review of Action: Instructions for the systematic use of such
indicators in appraisal reports, calling for presentation of target values,
were issued in final form in November 1973.1/ Of the projects for which loans
were made in Fy 1974, many had been appraised J'y that time and the appraisal
report only for one (in Algeria) seriously followed the instructions, perhaps
too comprehensively -- insofar as past values are given for 108 different
items, but no targets or projected values are shown. In another, earlier case
an elaborate "Plan of Action" was developed for the improvement of a borrowing
utility in particular difficulties (PLN in Indonesia: Credit 399-IND of May
1973) and was presented in the appraisal report; in response to the Executive
Directors' request during discussion of the proposed credit a progress report
after one year was recently circulated to the Directors. The "Plan of Action"
gave time targets with regard to completion of certain steps and studies, but
no numerical specifications of the overcll improvements in performance (except
for the operating ratio) that were expected to result.

There appears to be unanimous agreement in principle that greater
use of efficiency indicators and targets would be useful in Bank power opera-
tions, and a growing convergence of view 'that informal agreement with the
borrower at the time of loan negotiations on target values for a few (say 10-
15) indicators is worthwhile even when there are not serious problems. Future
appraisal reports may be expected normaily to contain such performance indicators.

11. Power Planning Visits

Original Recommendation: The Bank should give more attention in
sector and appraisal missions and institution-building efforts to the func-
tional adequacy of utility and national power planning units.

1/ Public Utility Guidelines 3, "Guidelines for Project Monitoring System for
Public Utilities Projects" (November 8, 1973).
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Bank Response: Pointing out that planning units needed to be
examined for the adequacy of their staff, their techniques and their influ-
ence, the Bank agreed that this was an area- requiring consistent priority.
Guidelines emphasizing these points were to be prepared.

Review of Action: In the event it was decided not to prepare full
guidelines specifically on this subject but to include coverage of it.in the
Guidelines for Power Sector Studies.l/ Appraisal and sector missions have
normally given attention to the planning units, but their weaknesses are
seldom subject to quick solution, although the possibility of major progress
is illustrated by the number of companies which have moved over time from
heavy reliance on consultants to doing almost all their own planning except
of a most specialized type (e.g. in Thailand, Ghana, Tunisia, Algeria and
Morocco).

The Bank is constantly on the lookout for opportunities to help
strengthen local planning units -- checking consultant terms of reference
for feasibility studies to see that they include training wherever suitable
counterparts are available, intending to adapt an optimal generation expan-
sion planning program developed for IAEA 2/ to use by borrowers, including
funds in loans for development of planning units wherever appropriate and
now, for instance, actively considering a project in Liberia largely oriented
to this specific purpose.

12. Training

Original Recommendation: The Bank should systematically consider
the needs for training and opportunities for promoting and assisting it, in
project appraisals and reviews of consultant terms of reference.

Bank Response: This point was agreed to by the Bank, and covered
by the Bank's general guidelines and memoranda on training in Bank/IDA
projects.

Review of Action: Indeed, training has received in recent projects
frequent and full attention, and substantial Bank funds in some cases
(Indonesia, Papua and New Guinea). Preparation of notes to help missions
better assess the adequacy, efficiency and economy of training programs-is
envisaged.

1/ Public Utility Guidelines 5, of November 20, 1973.

2/ International Atomic Energy Authority: the Wien Automatic System"
Planning Package (WASP).
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13. Financial Recording and Planning

Original Recommendation: Despite improvements achieved there
remain weaknesses in borrowers' accounting systems and procedures, particu-
larly with regard to cash flow planning, which need additional emphasis.

Bank Response: The Bank stressed the time required to install
effectively improvements in accounting systems and financial planning
techniques, and it suggested that the problem might be less in diagnosis
than in follow-up on improvements proposed or agreed. To facilitate work it
envisaged the preparation of standard financial annex formats for appraisal
reports and more supervision effort in this field.

Review of Action: The standard financial formats have not yet
been agreed, but project supervision in this area has continued to receive
emphasis, especially in cases where particular problems are encountered as,
for instance, Iran recently. In some cases there may be opportunity for
economizing Bank staff resources by greater contact with, and reliance on,
borrowers' auditors,l/ but the scope for this is severely limited by the
scarcity of good auditors. As regards cash flow planning, preparation of a
periodically revised forecast is generally included in regular borrower
reporting requirements under Bank lending, but the assistance of a super-
vision mission is quite often required to help produce it.

14. World Trends in Power Financing

Original Recommendation: In view of the importance of electric
power in development investment and in developing countries' foreign debt
and of the past predominance of the Bank in this field and its desire to
diversity its lending increasingly, the Bank should consider undertaking a
systematic review of worldwide trends in capital requirements for power in
the developing countries and of prospects for financing from other sources,
to provide a perspective which would complement country and sector considera-
tions in planning power lending.

Bank Response: The Bank agreed with this suggestion in principle
but pointed out that staff constraints would not permit investing in the
subject the fairly significant amount of staff time that would be necessary.

Review of Action: In assessing the impact of the energy crisis on
its member countries the Bank has in fact done some work on this subject at
the global level 2/ and it has produced a paper adducing some of the general

11 The Bank did recently issue a useful note on financial auditing: 'Public
Utility Guidelines 9, "Illustrative Audit Report for a Power Company"
(November 15, 1974).

2/ IBRD Report No. 477, "Prospects for the Developing Countries" (July 8,
1974).
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considerations relevant to estimation of future requirements for investment
in electric power.1/ Insofar as the recent changes in relative fuel prices
tend to make electric power a relatively more attractive form of energy, in
several important respects, than previously, although generating plants of
higher capital cost are likely to have to be built increasingly, capital
requirements for electric power, which have long accounted for a remarkably
large part of loan financing between countries and internationally 2/,, may
now become ever more important. However, as mentioned, the Bank's own plans
foresee lending for power in FY 1974-78 only about the same amount in real
terms as in FY 1969-73 (about $3,100 million in FY 1974 prices); such
lending would constitute 12% of all IBRD/IDA lending in the forthcoming
period, compared with 18% in FY 1969-73. To deepen understanding of the
feasibility and implications of this divergence in trends and to help
effective implementation of the Bank's policy and program, renewed thought
is being given tc a more detailed investigation along the lines suggested
in the evaluation report.

15. Sales of Participations in Bank Loans

Original Recommendation: If a situation recurs such as that in
1967-68 when the Bank desired to use Joint Financing to make up for short-
ages in the funds it could lend, in total or to particular countries, then
serious consideration should be given to making arrangements with supplier
countries whereby finds available for export financing might be used to buy
participations in Bank loans in amounts directly related to contracts won
by their nationals.

Bank Response and Action: Although consideration was given to
financial arrangements of this sort in connection with one loan, the point
has not been of general relevance in the last few years insofar as the Bank
has not had difficulti in raising funds directly. Sales of participations,
which enjoy the advantage of considerable administrative simplicity compared
with most joint financing arrangements, may possibly become relevant as one
channel for applying the surpluses of oil-exporting countries to development.

16. Follow-up Evaluation Studies

Original Recornmendation: Analysis of the Bank's financing of
local procurement of electrical equipment and of the contribution such
financing has made to the growth of efficient domestic equipment industry

1/ IBRD Report No. 477, Background Paper V, "Sectoral Adjustment to Higher
Energy Costs" (July 8, 1974).

2/ See original evaluation report, IBRD Report No. Z-17, "Operations
Evaluation Report: Electric Power".

pf
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would be useful for future policy. Second, a more thorough study of the
economic validity of the Volta River Project. in Ghana might be worthwhile.

Review of Action: The Operations Evaluation Department has not
had the time to pursue either of these studies to date. Doubts about the
aspects of the Volta River Project questioned in the evaluation have
remained and perhaps deepened, but in connection with new projects the Bank
is now giving considerable attention to possible resettlement problems,
ecological side effects and contractual terms between local authorities and
international mineral concerns, so that further study of the Volta project
might make only a limited contribution to strengthening Bank policy. The
review of actual experience with the financing of local procurement would
still seem worthwhile for execution as soon as the resources of the Opera-
tions Evaluation Department permit.

17. Central Power Institutions

Original Recommendation: The Bank should, wherever circumstances
in a country permit, encourage development of a strong central institution
in the power sector through which it might later channel lending in a
sector program manner (as in the last few years with CFE in Mexico).
Experience suggests that such an institution (not necessarily implying
regional interconnections) is essential in order to develop (a) sound and
well-coordinated investment planning, (b) balanced plan implementation
among regions, and (c) effective and economical use of other sources of
foreign financing such as supplier credits.

Bank Response: The Bank was generally in agreement with this
recommendation, very much in line with, and indeed drawing on, its own
successful experience in earlier years in this field.

Review of Action: The Bank has continued to try to reinforce
established institutions of this type (e.g. in Brazil), to assist the
development of newly created ones (e.g. in Indonesia, Nigeria, Turkey and
Zambia), and to encourage their emergence in other countries (e.g. India,
Yugoslavia, Cameroon and Morocco). Relevant studies are being started,
wholly or partly at Bank request, in Colombia and Iceland. Probably the
suggested sector-lending approach, excluding detailed Bank appraisal of
project cbmponents and therefore more economical in staff time on these*
aspects, could be applied more widely in countries where basically satis-
factory control institutions of the type described have now been in
existence for a number of years; a credit now envisaged for rural electri-
fication in India would necessarily be of this type, although any potential
staff time savings have in this case been more than taken up by sectoral
issues and the problems of establishinga relationship with a benefic,iary
agency new to the Bank Group. The practical relevance of a time-saving
sector-leading course depends in part on the amount of financial resources
the Bank is prepared to put into power lending (see discussion under point
14 above) because the smaller it is the better it may be to ration it
around in such a way as to carry a maximum of "technical assistance" from
the Bank Group.
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18. Unified Jurisdiction of Local Power Companies

Original Recommendation: Experience suggests that the Bank can
make a major contribution by insisting on unified control of generation,

transmission and particularly distribution in urban regions.

Bank Response: The Bank agreed that this point was relevant in

certain circumstances.

Review of Action: While the Bank has made very useful contribu-
tions in this direction in earlier years the need for this emphasis is
becoming rarer now with the rationalization already accomplished in many
cities and regions and with the growth of national bulk supply agencies
assuring generation and transmission. One case where the Bank has been
trying to help resolve problems of divided jurisdiction in a relatively
small area has been Istanbul, in connection with a loan approved in the
first half of 1973.

19. Institution-Building Delays

Original Recommendation: Examination of cases where the Bank
held up lending pending fulfillment by the prospective borrower of certain
institutional conditions shows that the Bank has sometimes made major
contributions to institutional strengthening in this way but more instances
where it is doubtful whether the delays were really worthwhile, partly
because they proved costly and partly because of doubt either as to whether
the objective sought was important enough to warrant this cost or as to how
effective the Bank action was in causing the change that finally came. The
value of withholding loans has to be treated on a pragmatic case-by-case
basis, bearing in mind costs and potential benefits of delays as foresee-
able at the moment of decision; general rules cannot be established.

Review of Action: Delays in power lending appear to have been
fairly limited in the past two years and sound assessment of the delays

that have occurred -- principally on the loan for the Elbistan power plant
in Turkey and on a planned loan for power development in Sudan -- would
require more study than is possible here. There may still be room for
more frequent and systematic consideration, when delays are in prospect,
of how long a delay (with its consequent costs, for instance of power
shortage or higher-cost generation) may be warranted in the interests of

any proposed precondition to lending.

20. Construction Cost Estimates

Original Recommendation: The rather frequent recurrence of

substantial cost overruns on projects studied, especially in some
countries, suggests that somewhat more use may be worthwhile of the
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specialized consultant firms that the Bank has sometimes hired in recent
years to check project cost estimates, especially for major civil engineering
works.

Bank Response: The Bank agreed with this recommendation, for
appropriate circumstances, and planned in particular a paper on cost overruns
on projects involving substantial tunnelling which would contain specific
guidelines in this respect.

Review of Action: The paper was produced _/ and, more generally,
there now appears to be a wide awareness in the Bank of the advantage in
some cases of having detailed revisions of cost estimates by specialized
consultants. This fairly expensive technique has actually been applied only
to one project approved over the last year -- the Kafue project in Zambia --
for which it appears at present that the original estimates and those of the
specialist consultant (which were actually lower) were about equally close to
the final bids received. An individual specialist was also hired by the Bank
to check the cost estimates on the mining part of the Elbistan project.
Although cost overruns have been a major problem on some projects currently
underway with Bank support, this has been mainly due to general cost-inflation
and it does not seem that greater recourse should have been had for projects
approved in FY 1974 to specialist consultants of the type described.

Conclusions

Judged against the conclusions of the evaluation report the Bank,
over the last two years, has accomplished a large amount of useful and
appropriate work in research and preparation of policy papers and guidelines.
Priorities seem generally to have been correct. What now appear to have been
the more important suggestions -- for instance with regard to the economics
of system extensions, tariff structures and distribution standards -- have,
for the most part, received considerable attention, while matters with more
limited practical significance and relevance in the recent period -- such as
the issue of planning standards for bulk supply reliability and the suggested
study of world trends in financing for power -- received much less effort.
The Bank is undoubtedly closer now than it was two years ago to being able to
assist its borrowers with finding solutions to the major dilemmas mentioned
at the outset to this paper. Serious application of the new proposals with
regard to methods of economic justification of public utility projects will
cause several of these issues eventually to be dealt with on a routine basis.

Despite these good research results, the actual operational effect
of the evaluation report's principal suggestions must be considered to have
been quite limited to date, whether in respect of application of resaiarch

1/ Public Utility Guidelines 6, "Guidelines for Estimating Costs of Tunnel
Construction,"(January 17, 1974).
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results (as for system extensions and new connection policies) or in respect
of implementation of the few direct improvements proposed (such as wide use
of efficiency indicators and targets, and standard discussion of fiscal
aspects of power borrowers' operations). Only with regard to the recommenda-
tions on tariff structures, use of shadow prices and distribution standards,
among the evaluation report's economic suggestions, has any broad pattern of
relevant operational activity begun to be visible.

The main reason for this apparent gap between principles and
practice seems to be inevitable time lag, especially in view of the rather
undeveloped nature of many of the original recommendations themselves,
somewhat exacerbated by a shortage of economists in the relevant period to
work on operational application of the ideas emerging from research. Most
of the projects approved for Bank/IDA support in FY 1974 were appraised 9-18
months after the original Evaluation report was issued in final form, but
its appearance had first to be followed by discussion of the validity and
significance of its recommendations and then by continuation or commencement
of work to produce the needed research or, even in the case of the relatively
simple "directly applicable" suggestions, more elaborated instructions. As
regards the projects, they may have been appraised well after the report's
appearance, but initial work on them by the Bank or consultants, even more
by the borrowers, would have started several years before -- and some of the
points raised in the evaluation report really need to come into considera-
tion at those earlier stages of project preparation if they are to be very
useful. So, in one sense, it is too early to have expected readily visible
widespread reflection of the evaluation report's concerns in actual lending
operations; changes over the last six months alone show that the situation
is very much evolving.

Another important factor, especially in the most recent period --

the second half of FY 1974 -- has undoubtedly been the shortage of economists
in the Bank to ork on power projects and the partial diversion of effort
that became necessary late in 1973 to assess the implications for borrowing
countries of the drastic changes in oil prices that then occurred. Review
of the staff situation suggests that the economic man-years effectively
devoted to direct operational work in electric power in fact fell from about
three in FY 1972 to only about two in FY 1974, partly for shortage of staff
and partly because what public utility economists are available in several
Regions have tended to be used primarily for work on water supply. As -of
July 1974 as many as half of the six economist positions that could have
been considered to be principally for power work (including research) were
vacant. Several departments seem to have found it very difficult to recruit
people with the competence and experience to work on electric power economics.
As regards the "energy crisis", it did undoubtedly hamper the transposition
of research results into practical guidelines, effective review of power
appraisal reports from the economic point of view and, most important of all,
demonstration in the field of the methods and procedures proposed.

As of the end of 1974 the staffing situation seems to have
improved, so far more by reduction of the work pressures brought by the
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initial impact of the "energy crisis" than by recruitment of additional
economists insofar as two Regional economist positions remain vacant (one
tentatively committed). But even when power economics gets its full planned
complement of about seven man-years under present budgetary ceilings, and

taking account also of the quite tight budgetary limits on engineers and
financial analysts, resources will not permit to apply across the board all
the innovations and new emphases developed. Nor should they. To get a good
allocation of the resources that are available the departments responsible
are developing a system for early identification of the key qualitative
objectives of lending operations in power. For this to work effectively as
a means for applying and spreading the knowledge that the Bank has accumu-
lated in areas that were identified in the evaluation report as of special
importance for development, it will be essential to identify prospective
power lending operations early, rather than, as occasionally happens now, to
bring them in to fill a gap in a country lending program.

Qualitative objectives must be determined mainly by the needs of
the borrowing utility and, to a small extent, by the Bank's comparative
advantages within the field of power. But as the only part of the United
Nations significantly involved in electric power, the Bank has also somewhat
of a special and broad responsibility. Our impression remains that the
greatest general need of the borrowers, additional to those which the Bank
has long been trying to meet, is still on the side of distribution economics,
so stressed in the principal recommendations of the Evaluation Report, and
tariff structures -- which does not necessarily mean to say that the Bank
should swing its lending heavily toward distribution, although it certainly
seems likely that the share of distribution in Bank lending and Bank-supported
projects may rise to higher proportions than attained in the early 1970s,
but it does mean that an ability to provide convincing technical advice in
these fields will be very important. In the last two years the Bank has
made important advances on the economics of rural electrification and it
needs to complement these with further exploration of related issues, like
self-help organization, capital contributions, and distribution standards,
and, particularly, to apply and test in practice the research results already
reached. Excellent means, additional to lending operations, and comple-
mentary to them, to make the most of the experience gained should be to
introduce an EDI course in electric power, as is now firmly planned for
FY 1976, and to organize periodic seminars of senior power officials in
member countries, as is now intended; these seem particularly appropriate
functions for the Bank Group given its unique position in the U.N. system in,

the power field.
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CLOSING REPORT ON ACTIONS RELATING TO
RECONMENDATIONS OF THE

ELECTRIC POWER EVALUATION REPORT

In 1971 the Operations Evaluation unit carried out, as one of its

first efforts, a review of Bank operations in the electric power field,

mainly on the basis of ex-post assessments, against original objectives,

of a large and diversified sample of projects for which the Bank had lent

a cumulative total of about $1 billion to ten different power companies

- three in Colombia and one each in Argentina, Brazil, Ethiopia, Ghana,

Malaysia, Mexico and Singapore. The results of this study were presented

in "Operations'Evaluation Report: Electric Power" (IBRD Report No. Z-17)

dated April 1972. Bank assistance to the Colombian power sector was also

treated somewhat more comprehensively in one chapter of the report "Bank

Operations in Colombia: An Evaluation" (IBRD Report No. Z-18) which was

issue'd shortly thereafter. Both studies included certain suggestions re-

garding future Bank activitr in the field of electric power which were dis-

cussed with the relevant operating departments both before and after presenta-

tion of these reports to the Executive Directors and were in the main agreed

to be worthy of pursuit.

The purpose of the present document is to report briefly on actions

since taken by the Bank that relate to the suggestions made. It is based

on a review of relevant research papers and operational guidelines issued

by the Bank over the last two years and of appraisal reports for power loans

approved in FY 1974as wel a, on a series of discussions in July 1974 with

all operating units principally responsible for electric power work, After

recallingthe main conclusions of the evaluation studies and indicating

the main lines of recent Bank activity in the field of electric power, this
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report systematically summarizes each of the original suggestions, the re-

sponse that the Bank operating departments gave at the time and relevant .

actions since taken. An overall assessment, and sumnAry of points that, in the

opinion of, the Operatix.s Evaluation Department, require further attention,-

is given in the concluding paragraphs.

The Lvaluation studies found that the rapid pace of power system

expansion achieved in the developing countries between 195C and 1970 had

depended crucially on Bank financing and coi cluded that the wider pattern

of Bank action had been notably effective in achieving the main preoccupation

that the Bank had developed in its work in this field: minimizing long-run

(financial) costs of power system expansion by such measures as improvements

in sector organization, careful advance investigation and planning to enable

selection of the most economic path of system expansion, use of international

competitive bidding and assuring adequate cash-flow to the utility to prevent

construction interrutptions. The Bank had in particular in several instances

made significant contributions to institutional rationalization by urging

amalgamation of regional power companies, or cooperative arrangements, to

permit achievement of scale economies, and its financial covenants, which

had steadily improved in form, showed evidence of having been causati'4 fac-

tors in the steady improvement of financial performance demonstrated by most

of the companies, Notable internal organizational improvements had also

been stimulated by the Bank in several companies, and the two cases among

all ten that still showed considerable institutional weakness were ones

where, in complex political circumstances, responsibility for power supply

within relativdy small areas remained divided. Major cost overruns had

occurred on some projects, but generally for reasons that would have been
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hard to foresee, and in the case of very few plants were they large enough

to raise doubts in retrospect as to the economic validity of projects

selected. Only in few cases had there been temporary unproductive building

ahead of demand, due to faulty planning.

The main theme of the report's suggestions for the future was that

the Bank could make an important contribution to further improving its own

selection of power projects and the role of its power customers in develop-

ment by helping them to cope with fundamental questions, essentially related

to the links between power supply and development, which it had largely

bypassed in the past" How quickly should power demand be allowed or en-

couraged to grow? How much can electricity supply ;.nduce development or

improvements in efficiency in other sectors (e.g. small industry and agri-

culture)? How much expenditure should be allocated to electrification of

villages or small towns presently unserved, and how shcald they be selected?

How much effort should be devoted to expanding tHie coverage of the power

system as opposed to improving reliability standards on the existing system?

What are appropriate risks of load shedding to run under different economic

conditions? Under what circumstances is it worthwhile from the socio-

economic viewpoint to provide power at less than cost to serve? The report

asked the Bank to develop appropriate methods of analysis and project apprai-

sal to help bring answers to these basic dilemmas.

Bank and IDA lending for electric power, after falling sharply in

FY 1973, reached a new peak in FY 1974, in excess of $750 million, in real terms

20% above the average annual amount of power lending committed in 1969-73 and en-

visaged for 1974-787 The number of projects, at 14, was about the same as the

_/ Revised IBRD/IDA Program 1974-78 of June 1974.
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average number approved in each of the previous five years; three of

the loans were in excess of $100 million, includiug one of $148 million,

the largest single project loan ever made by the Bank for the Elbistan

lignite-fired thermal plant in Turkey. A somewhat surprising trend, in

-light of earlier expectations, is a sharp drop over the last year in the

share of power distribution in the Bank's lending and in the projects

supported, as shown by the following table.

IBRD/IDA Lending for Electric Power FY 1970-74
(current US $ millions)

1970 1971 1972 1973 1974a/

Loan/Credit Amounts Approved 556.0 500.9 520.6 321.5 754.8

% for Distribution 20 19 20 14 1

Total Project Costs~ 1512.1 816.1 2425.5 883.1 2958.0

% for Distribution 25 18 19 30 0.5

a/ excluding three small supplementary loans committed under amendments to
earlier loan agreements to help cover cost overruns.

b/ excluding interest during construction.

In each of the years 1970-73 two of the loans/credits approved were predom-

inantly for distribution expansion - in such countries as Argentina, Bazil,

Ghana, Iran, Nigeria and Turkey - and another four projects included some

distribution component. FY 1974 power lending included only two projects

with a distribution component and in both it was quite small. No integrated

rural development project approved to date has had an electric power component,

but one under preparation for Mexico may be the first to do so.

An important innovation in the Bank's power work, sponsored by the

new Public Utilities Department that emerged from the Bank's reorganization
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in October 1972, is the establishment of regular series of publications

of research papers and operational guidelines. Over the last eighteen

months numerous papers prepared by Bank staff and consultants have been

published in this form, ranging from guidelines on technical cooperation

with other international agencies to a major review of the changing rele-

vance of nuclear power for developing countries. Some of the research done

on electricity pricing and rural electrification is now culminating in an

important policy statement on the economic analysis of p-blic utility projects,

carrying the Bank's approach much beyond cost minimization and demonstrating

how the incremental return concept that has come into use in the Bank in

the last few years can become a meaningful tool of economic analysis once

the relationship between prices charged for utility services and their

marginal costs is established.

1. System Extensions

The Bank should expedite work to develop techniques for analyzing

the economic validity of extending public power supply to oew areas, such

as marginal zones of the cities, surrounling villages or small to'ns or

larger regions presently unserved.

The Bank agreed with the need to study this matter on a priority

basis and to identify economic and social effects of system extensions to

smaller and less dense markets, with a view to finding practical ways to

improve cost/benefit techniques and also provide a sounder basis for justi-

fying departures from strict economic/financial pricing policies in order

to meet social objectives.

The-Bank has carried out, on schedule, a major research study of

rural electrification experience in El Salvador and produced a number of
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internal instructions and papers relating to the economic justification of such

1/
schemes.- Further field study is underway in connection with a srall rural

electrification component to a power loan made to Ecuador in February 1972.

The major conclusions derived from these studies can be summarized:

a) Ruralelectrification is best undertaken within the framework

of an integrated regional development program, and even in the (usual)

absence of such a program it is desirable to move as far as possible

to examining the potential in this broad context.

b) Successful village electrification normally requires that the village

average per capita income be above a particular "threshold" level (for

example, $50-60 in El Salvador in 1972) at which demand begins to develop,

but growth of demand can be very rapid and it is essential to focus on

the prospects for this.

c) Economic benefits in excess of prices charged for power (mainly

increases in production made possible by power supply and savings on al-

ternative fuels) can and shcild be routinely assessed for productive uses

of electricity (such as irrigation, agro/village industries, water supply

works).

d) Comparable benefits in excess of prices charged for hous-1iold-

consumers (from savings on alternative fuels and greater value of higher-

quality energy) are so difficult to estimate soundly at reasonable cost

and may well normally be sufficiently small that revenue projections may

generally be taken as a reasonable indicator of gross benefits of such

consumption,

e) It is essential to tak, a long-run (20-year) rather than a medium-

run (5-year) term of analysis due to the importance in the economic analysis

1/ Public Utility Note 6,"The Appraisal of Village Electrification Projects"
(August 1, 1973), Draft Policy Pap3er,-"Issues in Rural Electrificatioe'
(July 24,, 1974),.
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of both the prospective growth of demand and of possible Sedte

scale economies from increasing network utilization.

f) Tariffs may be set below long-run marginal costs during the early

years because of the generally high fixed costs, the need -to promote

the use of the service, or social reasons (to help small business and

low-income families), but subsidies (or taxes) should be made explicit

and tariffs should within five-ten years aim at reflecting the level

and structure of long-run marginal costs of supply in order to secure

efficient allocation of resources and to avoid inequities witn tuje

much larger number of rural families , in most developing countries who

will remain without electricity (probably still about 75% in the early

1980s).

g) Non-quantifiable benefits in excess of revenues (e.g. educational

or other effects on households) may sometimes be sufficiently signif-

icant to warrant undertakiing a project whose incremental return based

on financial returns plus an allowance for productive users' benefits

in excess of prices charged) is slightly below the opportunity cost of

capital.

The appraisals of projects approved by the Bank and IDA in FY 1974, even those

with significant distribution components, do not reflect any of this work.

However, a prelininary appraisal has been made of a major rural electrifica-

tion project in India, giving special attention to economic justification

and partially drawing on the Bank's research. And direct application of

research results is planned for a rural electrification project envisaged

in Iran.
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Beyond practical application and testing of the approach developed,

there appears to be need for further work on methods to cope with (a) the

case of countries at much lower development level than El Salvador, for

instauce in West Africa, to see whether the same considerations apply and

b) the special problem of marginal zones of urban areas,partly due to the

difficulty of charging there tariffs different from those of the rest of

the urban area, even though the cost of service is higher than in quarters

already developed.

2. New Connection Policies

The Bank should try to ass-ss, in th: economic evaluation of power

projects at both the selection and appraisal stages, whether utility policies

regarding Lt.e connection of new customers and extension of distribution sYs-

tems are satisfactory in the sense that they respond to any opportunities

that may exist for accomplishing significant development benefits from

spread of electrification - for example, increasing efficiency of small in-

dustry or aiding production and education in rural and marginal urban areas.

The Bank stated that the necessary judgments would be made in the

course of appraisal missions and that they would be aided by the resu ts

expected from the research discussed under Recommendation 1 which would

be disseminated among the staff as and when available.

The Bank's own research and India's experience of rural electrifica-

tion do indicate that the application of electricity for agricultural and

industrial purposes in particular can bring substantial development benefits.

However new connection policies do not yet appear to be assessed by appraisal
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missions for power projects generally, and few appraisal reports even give

a projection of the number of new consumers expected to be connected. This

may in part reflect the very low share of distribution in recent power lend-

ing and the fact that some loans have been to bulk suppliers, although, from

the point of view of project justification and utilization, new connection

policies of ultimate retailers would seem to warrant attention, whatever

the Bank is directly helping to finance. This lacuna in the Bank's analysis

may be filled with rigorous application of the proposed new approach to

economic assessment of public utility projects emphasizing the relationship

between marginal costs of supply and charges. It should enable the Bank

to advise its borrowers constructively on whether the pace of connection

of new consumers should, from the economic point of view, be accelerated

or reduced.

3. Self-Help for Distribution Expansion

The Bank should encourage country authorities and power companies

to find appropriate institutional mechanisms for mobilizing self-help efforts

in distribution expansion.

The Bank undertook to be on the look-out for successful exper ence

in this field with a view to incorporating it in projects supported or

otherwise propagating it, but it did not think that any general guidelines

could be prescribed.

The Bank's rural electrification research touched usefully on the

role of cooperatives in rural power supply and pointed out that the labor

component of a rural electrification project may constitute up to 25% of

total investment costs, so that use of self-help arrangements may make the

scarce funds available for rural electrification go further. The Bank is
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6. Urban Context

Appraisal and sector reports could usefully consider power in its

urban context and treat explicitly the question of balance between power and

other services and facilities in terms of the quantity and quality of their

supply.

The Bank took the view that appraisal teams had neither the oppor-

tunity nor the ability to make judgments about the adequacy and quality of

other services compared with power and that anyway these were not in prac-

tice very serious issues, except possibly in rare instances in which case

they would be given special treatment - as was being done at the time in a

particularly intensive effort on Istanbul, involving several loans for

different services and numerous studies. Normally, it was felt, these issues

would be treated in the Bank's operations at the time of developing the coun-

try lending program and in discussions with Governments as to appropriate

projects for Bank consideration.

Several cases of imbalance of urban services, with power being con-

sistently more plentiful and better in quality than other services (parti-

cularly water), have been encountered by the Operations Evaluation Department

in its work on completed Bank-assisted projects. It does seem that a vroblem

has existed, at least in the past, and there is no reason to suppose it does

not continue. If appraisal missions are not able to treat this matter, perhaps

President's Reports should reflect the clear judgment of the Bank's program

officers regarding the risk of the problem recurring in connection with the

proposed project, possibly with support in the form of statistics on existing

relative availability and coverage of different utility services in the

principal urban areas to be supplied.
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7. Tariff Structures

The Bank should further increase the attention given in recent years to

.tariff structures, systematically analyzing wherever possible the extent to which

-tariffs charged to different consumer groups reflect social marginal costs so that

deviations may be explicitly justified in terms of (a) effective means of taxa-

tion of inelastic consumers, (b) subsidies warranted to induce consumption because

of resultant economic benefits or (c) price distortions elsewhere in the economy.

The Bank accepted this recommendation and planned research, case

studies and production of appropriate guidelines, but it stressed, as an

obstacle to progress the shortage of qualified people in the Bank and in

borrowing institutions to work on thcse problems.

With the aid of consultants the Bank has produced research papersL

of high quality in this area, undertaken case studies (in Sudan and Tunisia)

2/
and prepared the guidelines envisaged.- The specific points raised in the

evalu'ation report recommendation now appear to be very generally accepted.

Virtually all appraisals of power projects now include some treatment of the

borrower's tariff structure, and the Bank has increasingly raised questions

about major deviations between charges to particular consumer groups and the

costs to supply them, and itself studied them in detail or called for their

review by consultants and borrowers (for instance in Burma, Sudan, Malawi,

Turkey, Algeria in recent years). The analysis will be further deepened as

theresearch results are fully applied aad as the new approach to economic

evaluation of utility projects mentioned earlier comes into general use.

1/ Principally, Public Utilities Research Paper 1, "Economic Analysis of
Electricity Pricing Policies: An Introduction" (January 9, 1974) and
Research Paper 3, "Framework for Electricity Tariff Studies" (March 18,
1974).

2/ Public Utility Note 5, "Pricing in Power and Water Supply" (July 1973).
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The main constraint to more frequent analysis of tariff structures against

marginal costs appears to have been the shortage of appropriate Bank and

consultant staff.

8. Shadow Prices

Shadow prices should be used in the economic analysis of project

validity in all appropriate circumstances, and they may be reflected if

necessary in utility tariffs.

The Bank agreed that ideally shadow prices should be used in

benefit/cost analysis, project selection, design, and construction, and

in the setting of tariffs, although in practice at the time their use was

largely confined to a few cases of project selection and to the calculations

of internal economic rates of return (based on adjusted financial data).

Guidelines since prepared on analysis of rural elactrification

schem'es and of tariff structures and on economic evaluation of utility

projects do recommend that shadow prices for foreign exchange, labor and

capital be u;ed, whenever appropriate, in benefit-cost analysis, project

selection, marginal cost pricing aid i.nternal economic return calculations.

Actually, there has been a widespread recognition of their usefulness;

shadow prices have been used mainly in the selection of least-cost alternatives

(Nigeria, Gabon, Morocco and Iceland), in a few instances in economic return

calculations (Turkey, Algeria), but seldom in marginal cost and tariff reviews

(Burma only); the two tariff structure case studies (Tunisia and Sudan) did not

use shadow prices despite their seeming relevance to these countries. Finally,

shadow prices have not been included in the documentation provided to con-

sultants responsible for early selection and design of projects considered

for Bank financing.
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Strengthened internal arrangements within the Bank seem to be needed

particularly, first, to ensure the use of appropriate shadow prices in

tariff studies (where they may be of greatest relevance in the electric

power field) and their incorporation in terms of reference to consultants

selected for feasibility and system planning studies, and, second, to secure

firmer help from country specialists in the choice of appropriate values.

The latter problem should be eased with the decision recently made to under-

take a special effort on the generaticon and application of appropriate shadow

prices for selected countries in each region, as a preliminary step to gen-

eralized use of these concepts.

9. Fiscal Contribution of Power Co>mpanies

Examining the power company from the point of view of the contribu-

tion it can make to development, it might be useful to include regularly

in appraisal reports a paragraph or two about fiscal aspects of the company's

operations, in view of their importance in connection with tariffs, procure-

ment, the financing of investment, maintenance of sound balance among utility

services and Government revenue ne-ds; borrowers studied show a very wide

diversity of perfonance-in this respect.

Stressing that all flows between Government and power company, as

well as internal cash generation substituting for Government capital contri-

butions, should and could quite easily be considered in assessment of the

fiscal effects of borrowers' operations, the Bank planned to prepare instruc-

tions on this subject.

Fiscal aspects were referred to, and proposed for review by opera-

tional missions, in the previously mentioned Public Utility Note 5 issued

in 1973, but shortage of staff led to postponement of the planned revision



of the appraisal checklist in which this matter was to be incorporated,and

recent appraisal reports on power projects have not included the proposed

special paragraph - although there appears to be a large amount of agreement

that this would be quite feasible and useful, and telecommunication project

appraisal reports have begun to include such a discussion. The Bank has con-

tinued to intervene on this matter, in some cases suggesting payment of taxes

or dividends by the utilities to Government (e.g. Ethiopia and Ghana) and

in others recommending or accepting exemption from such payments as a means

to improve company profitability ( e.g. Philippines and Iceland). More

general draft instructions, of more elaborate nature, have recently been pre-

pared for the handling of this aspect in all projects, not only those in

1/
power. It remains true that a good starting point, not difficult, would

be a simple presentation in appraisal reports of the various aggregate flows

(or sqbstitutes of flows) between Government and power company, perhaps with

some comparative figures from other power companies or other sectors in the

same country;

10. Utility Performance Indicators

The Bank should give more systematic attention to technical and

financial indicators of utility performance other than the overall rate of

return on assets, and include in appraisal reports simple tables showing

the trends of selected indicators over past years; in the case of serious

problems, performance targets for the future could be agreed upon during

loan negotiations (along with specific steps or studies to attain them) and

regularly checked by project supervision missions.

./"Pricing and Cost Recovery of Public Sector Projects," July 1974.
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of the appraisal checklist in which this matter was to be incorporated and

recent appraisal reports on power projects have not included the proposed

special paragraph - although there appears to be a large amount of agreement

that this would be quite feasible and useful, and telecommunication project

appraisal reports have begun to include such a discussion. The Bank has con-

tinued to intervene on this matter, in some cases suggesting payment of taxes

or dividends by the utilities to Government (e.g. Ethiopia and Ghana) and

in others recommending or accepting exemption from such payments as a means

to improve company profitability ( e.g. Philippines and Iceland). More

general draft instructions, of more elaborate nature, have recently been pre-

pared for the handling of this aspect in all projects, not only those in

1/
power. It remains true that a good starting point, not difficult, would

be a simple presentation in appraisal reports of the various aggregate flows

(or sqbstitutes of flows) between Government and power company, perhaps with

some comparative figures from other power companies or other sectors in the

same country.

10. Utility Performance Indicators

The Bank should give more systematic attention to technical and

financial indicators of utility performance other than the overall rate of

return on assets, and include in appraisal reports simple tables showing

the trends of selected indicators over past years; in the case of serious

problems, performance targets for the future could be agreed upon during

loan negotiations (along with specific steps or studies to attain them) and

regularly checked by project supervision missions.

l/ Pricing and Cost Recovery of Public Sector Projects," July 1974.
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11. Power Planning Units

The Bank should give more attention in sector and appraisal missions

and institution-building efforts to the functional adequacy of utility and

national power planning units.

Pointing out that planning units ieeded to be examined for the ade-

quacy of their staff, their techniques and their influence, the Bank agreed

that this was an area requiring consistent priority. Guidelines emphasizing

these points were to be prepared.

The guidelines could not be prepared due to staff shortage. Appraisal

missions have normally given attention to the planning units, but their weak-

nesses are seldom subject to quick solution, although the possibility of

major progress is illustrated by the number of companies which have moved

over time from heavy reliance on consultants to doing almost all their own

planning except of a most specialized type (e.g. in Thailand, Ghana, Tunisia,

Algeria, Morocco and Iran).

It would seem desirable to prepare the brief guidelines envisaged

on this subj.ect and to seek more thoroughly and systematically than in the

past every opportunity for consultants preparing feasibility and system-

planning studies to include training in their terms of reference whereyer

suitable trainees are available.

12. Training

The Bank should systematically consider the needs for training and

opportunities for promoting and assisting it, in project appraisals and reviews

of consultant terms of reference.

This point was agreed to by the Bank, and covered by the Bank's

general guidelines and memoranda on training in Bank/IDA projects.



Indeed, training has received in recent projects frequent and

full attention, and substantial Bank funds in some cases (Indonesia, Papua

and New Guinea). However, particularly close attention is apparently still

required for training in planning and accounting (e.g. paras 11 and 13).

13. Financial Recording and Planning

Despite improvements achieved there remain weaknesses in borrowers'

accounting systems and procedures, particularly with regard to cash-flow

planning, which need additional emphasis.

The Bank stressed the time required to install effectively improve-

ments in accounting systems and financial planning techniques, and it suggested

that the problem might be less in diagnosis than in follow-up on improvements

proposed or agreed. To facilitate work it envisaged the preparation of stan-

dard financial annex formats for appraisal reports and more supervision

effort in this field.

The standard fimncial formats have not yet been agreed, but project

supervision in this area has continued to receive emphasis, especially in

cases where particular problems are encountered as, for instance, Iran

recently. Bank sta'ff resources could probably be made more effective, as

is now being suggested within the Blank and as the IDB has illustrated in

practice, by greater contact with and reliance on borrowers' auditors for

upgrading accounting. As regards cash-flow planning, inclusion of a revised

forecast in regular six-monthly reporting requirements to the Bank might

usefully be generalized.

14. World Trends in Power Financing

In view of the importance of electric power in development investment

and in developing countries' foreign debt and of the past predominance of
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the Bank in this field and its desire to diversify its lending increasingly,

the Bank should consider undertaking a systematic review of world-wide

trends in capital requirements for power in the developing countries and of

prospects for financing from other sources, to provide a perspective which

would complement country and sector considerations in planning power lending.

The Bank agreed with this suggestion in principle but pointed out

that staff constraints would not permit investing in the subject the fairly

significant amount of staff-time that would be necessary.

In assessing the impact of the energy crisis on its member countries

the Bank has in fact done some work on this subject at the global level!'

and it has produced a paper adducing some of the general considerations

relevant to estimation of future requirements for investment in electric

power.2 Insofar as the recent changes in relative fuel prices genea&M1y

tend sto make electric power a relatively more attractive form of energy,

than previously although generating plants of higher capital cost are likely

to have to be built increasingly, capital requirements for electric power,

which have long accounted for a remarkably large part of loan financing

between countries and internationally, may now become even more important.

However, as mentioned, the Bank's 'wn plans foresee lending for powerv

in FY 1974-78 only about the same amount in real terms as in FY 1969-73

(about $3,100 million in FY 1974 prices); such lending would constitute

12% of all IBRD/IDA lending in the forthcoming period, compared with 18%

in FY 1969-73. To deepen understanding of the feasibility and implications

1/ IBRD Report No. 477, "Prospects for the Developing Countries" (July 8, 1974).

2/ IBRD Report No. 477, Background Paper V, "Sectoral Adjustment to Higher
Energy Costs" (July 8, 1974).
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of this divergencc in trends and to help effective implementation of the

Bank's policy and program, renewed thought is being given to a more detailed

investigation along the lines suggested in the evaluation report.

15. Sales of Participation in Bank Loans

If a situation recurs such as that in 1967-68 when the Bank desired

to use Joint Financing to make up for shortages in the funds it could lend,

in total or to particular countries, then serious consideration should be

given to making arrangements with supplier countries whereby funds available

for export financing might be used to buy participations in Bank loans in

amounts directly related to contracts won by their nationals.

Although consideration was given to financial arrangements of this

sort in connection with one loan, the point has not been of general rele-

vance in the last few years insofar as the Bank has not had difficulty in

raising funds directly. Sales of participations, which enjoy the advantage of

considerable administrative simplicity compared with most joint financing

arrangements, may possibly become relevant as one channel for applying the

surpluses of oil-exporting countries to development.

16. Follow-up Evaluation Studies

Analysis of the Bank's financing of local procurement of electrical

equipment and of the contribution such financing has made to the growth of

efficient domestic equipment industry would be useful for future policy.

Second, a more thorough study of the economic validity of the Volta River

Project in Ghana might be worthile.

The Operations Evaluation Department has not had the time to pursue

either of these studies to date. Doubts about the aspects of the Volta

River Project questioned in the evaluation have remained and perhaps deepened,
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but in connection with new projects the Bank is now giving considerable atten-

tion to possible resettlement problems, ecological side-effects and contrac-

tual terms between local authorities and international mineral concerns,

so that further study of the Volta project might make only a limited con-

tribution to strengthening Bank policy. The review of actual experience

with the financing of local procurement would still seem worthwhile for

execution as soon as the resources of the Operations Evaluation Departmant

permit.

17. Central Power Institutions

The Bank should, wherever circumstances in a country pcrmit, encourage

development of a strong central institution in the power sector through

which it might later channel lending in a sector program manner (as in the

last.few years with CFE in MWxico). Experience suggests that such an insti-

tution is essential in order to develop (a) sound and well-coordinated

investment planning, (b) balanced plan implementation among regions, and

(c) effective and economical use of other sources of foreign financing such

as supplier credits.

The Bank was generally in agreement with this recoumendation, very

much in line with, and indeed drawing on, its own successful experience in

earlier years in this field.

The Bank has continued to try to reinforce established institutions

of this type (e.g. in Brazil), to assist the development of newly created

ones (e.g. in Indonesia, Nigeria, Turkey and Zambia), and to encourage their

emergence in other countries (e.g. India, Yugoslavia, Cameroon and Morocco).

Relevant studies have recently been started, wholly or partly at bankrequest,

ixi'Colombia and Iceland. Probably the suggested sector-lending approach,
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excluding detailed Bank appraisal of project components and therefore more

ecouomica4 in staff-time, could be applied more widely in countries

where satisfactory central institutions of the type described have now

been in existence for a number of years.

18. Unified Jurisdiction of Local Power Companies

Experience suggests that the Bank can make a major contribution by

insisting on unified control of generation, transmission and particularly

distribution in urban regions.

The Bank agreed that this point was relevant in certain circumstances.

While the Bank has made very useful contributions in this direction

in earlier years the need for this emphasis is becoming rarer now with

the rationalization already accom.lished in many cities and regions and

with the growth of national bulk supply agencies assuring generation and

transmission. One case where the Bank has been trying to help resolve problems

of divided jurisdiction in a relatively small area has been Istanbul, in

connection with a loan approved in the first half of 1973.

19. Ins titution-Building Delays

Examination of cases where the Bank held up lending pending fyIfi-

ment by the prospective borrower of certain institutional conditions shows

that the Bank has sometimes made major contributions to institutional

strengthening in this way but more instances where it is doubtful whether the

delays were really worthwhile, partly because they proved costly and partly

because of doubt either as to whether the objective sought was important

enough to warrant this cost or as to how effective the Bank action was in

causing the change that finally caie. The value of withholding loans has

to be treated on a pragmatic case-by-case basis, bearing in mind costs and potential



benefits of delays as foreseeable at the moment of decision; general rules

cannot be established.

Delays in power lending appear to have been fairly limited in the

past two years and sound assessment of the delays that have occurred -

principally on the loan for the Elbistan power plant in Turkey and on a

planned loan for power development in Sudan - would require more study than

is possible here. There may still be room for more frequent and systematic

consideration, when delays are in prospect, of how long a delay (with its

consequent costs, for instance of power shortage or higher-cost generation)

may be warranted in the interests of any proposed precondition to lending.

20. Construction Cost Estimates

The rather frequent recurrence of substantial cost overruns on projects

studied, especially in some countries, suggests that somewhat more use may be

worthwhile of the specialized consultant firms that the Bank has sometimes

hired in recent years to check project cost estimates, especially for major

civil engineering works.

The Bank agreed with this recommendation, for appropriate circumstan-

ces, and planned in particular a paDer on cost overruns on projects involving

substantial tunnelling which would contain specific guidelines in this respect.

The paper was produced! and, more generally, there now appears to be

a wide awareness in the Bank of the advantage in some cases of having detailed

revisions of cost estimates by specialized consultants. This fairly expensive

technique has actually been applied only to one project approved over the last

year - the Kafue project in Zambia - for which it appears at present that the

original e'stimates and those of the specialist consultant (which were actually

lower) were about equally close to the final bids received. An individual

1/ Public Utility Guidelines 6, "Guidelines for Estimating Costs of Tunnel
Construction," (January 17, 1974).



specialist was also hired by the Bank to check the cost estimates on the

mining part of the Elbistan project. Although cost overrun; have been

a major problem on some projects currently underway with Bank support, this

has been mainly due to general cost-inflation and it does not seem that

greater recourse should have been had for projects approved in FY 1974

to specialist consultants of the type described.

Conclusions

Judged against the conclusions of the evaluation report the Bank,

over the last two years, has accompl-ished a large amount of useful and appro-

priate work in research and preparation of policy papers and guidelines.

Priorities seem generally.to have been correct. What now appear to have

been the more important suggestions - for instance with regard to the econ-

omics of system extensions, tariff structures and distribution standards -

have, for the most part, received considerable attention, while matters with

more limited practical significance and relevance in the recent period -

such as the issue of planning standards for bulk supply reliability and

the suggested study of world trends in financing for power - received much

less effort. The Bank is undoubtedly much closer now than it was two years

ago to being able to assist its borrowers with finding solutions to the major

dilemmas mentioned at the outset to this paper. Serious application of the

new proposals with regard to methods of economic justification of public

utility projects will cause several of these issues to be dealt with on a

routine basis.

Despite these good research results, the actual operational effect

of the evaluation report's principal suggestions must be considered to have

been quite limited to date, whether in respect of application of research
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INTERNATIONAL DEVELOP~ 'T INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Mr. W. C. Baum and Regional Vice Presidents DATE: December 13, 1974

FROM: C. R. Willoughby, Director, Operations Evaluation Department

SUBJECT: Closing Report on Power Evaluation Recommendations

I am attaching for your review a revised draft of the so-called
"Closing Report" that we owe to the Executive Directors finishing up our
work relative to the "Operations Evaluation Report: Electric Power" that
was sent to them in April 1972. This one is supposed to be in a slightly
more advanced state than the one based on the evaluation of Bank operations
in Colombia that I sent you in November insofar as exchanges with the
relevant operating units over the last few months should have already
resolved most significant differences of view (except possibly on point 4).

We would much appreciate any comments you would care to send before
January 15, 1975.

CRWilloughby: lgf
Attachment

cc: Messrs. Knapp
Shoaib
Rovani

Sheehan

Beach

Dickenson

Fish

Morse
Ribi
Warford

Friedmann
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TO: Chief s and Mi O/r. u December §, 1974

FROM: Richard IH. Sheehan, L.eaior Adviser, PBP

SUBJECT: Tariff Policies and Public Utilitics Projects

Attached is a copy of PBP's paper entitled "Fconomic Evaluation of
Public Utilities Projects". You saw a draft of this paper in July 1974 but
the final version was not released by the Policy Review Committee until
October 3, 1974. Unfortunately this paper was distributed only to senior
officials of the Bank and may not have filtered down to the people actually
doing appraisals and sector work. We are sending you sufficient copies so
that each member of your staff may have one.

I would particularly call your attention to Section V of the paper
Pricing Policy and the Investment Decision - in which it is recommended that
tariffs be set to reflect the cost of the resources used up in making additional
consumption possible, subject of course to problems of special metering, the
social objective of providing service to low income groups, and so on. Hence-
forth, we will expect that tariff policy, with particular reference to
structure, be dealt with in the analysis of utility projects (either in the
appraisal stage or in sector studies), and suggest that it be analyzed along
the lines set out in the attached paper. At the outset, we will be looking
especially critically at:

(a) declining block (or promotional) charges for electrical
energy (or volume of water, or message units), for which
we see little justification;

(b) the adequacy of tariffs in reflecting the costs of con-
sumption or utilization at different times of the day or
year; and,

(c) connection charges and policy for supplying new consumers.

With particular attention to electric power, where the bulk of our
recent lending has been for generation and transmission, the justification
for such projects ultimately rests upon the benefits to fiuial consumers, which
in turn are reflected by their willingness to pay for project output. This
requires - as has been done recently in the case of a number of water supply
projects - that economic justification be analyzed in terms of the relation-
ship between the revenues obtained from final consumers as a result of
incremental investment and the cost of that investment. For bulk power projects
the associated distribution costs and tariff policies employed by (perhaps
numerous) distribution authorities should therefore be analyzed. As it stands
now-. the revenues obtained fron bulk sles-- give .ns .no evidette -at,: allas:to.
economic justification. If collection and analysis of this data is too burden-
some, appraisal reports should at least say so, rather than pretend that
justification is demonstrated by the revenues from bulk sales.
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The above may, particularly in the case of large countries with

separate generation and distribution authorities, 
imply a good deal of

additional work if projects are to be appraised correctly. We are aware

of the manpower implications of analyzing tariff policy in addition to your

myriad of other responsibilities, thus PBP is prepared to offer assistance

in the form of desk reviews in Washington, some field support, identifi-

cation of competent consultants, and help in formulating terms of reference.

Attachment

RHSheehan/JWarford:smo



INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Mr. Christopher Willoughby DATE: December 4, 1974

FROM: Y. Rovani

SUBJECT: Policy Implementation Tools

Please find attached copies of the three papers, prepared a year
ago, to which I referred in our 'phone conversation yesterday and my memo
to you on the power evaluation closing report. They illustrate the kind
of management tool we were beginning to develop as a means of improving
the impact of our projects. Work had to be suspended on those due to

uniderstaffing and will be resumed shortly - as the situation improves.
Please consider all those papers as preliminary drafts and their conclusions

as tentative, particularly the lending program and sector knowledge review,
which were suspended before we could incorporate the views of the regional
divisions into an issues-oriented paper.

Attachments: Development objectives (November 2, 1973)
Power lending program (November 29, 1973)
Power sector knowledge (December, 1973)

YRovani: em
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JHJennings:cdd
November 2, 1973

DEVELOPENT )HJECTI VES

1 Tn its f'unctioning as a development institution, the Bank in
has

a certain sense /become a captive of its own internal procedures and

terminology. Our thinking is inevitably structured by the language of

our daily work, and the talk is about projects, appraisals, lending,

supervision, etc. As these words and procedures have been a part of

our working life, form has taken on the appearance of substance; the

Bank tends to think about it's own performance in terms of lending, and

the performance of departments and divisions is measured by units of Bank

procedures - appraisals, loans signed, economic missions, and so on. But

the name of the game is development, and this must be described in terms

of things like increases in physical outputs, institutional and policy

development, and growing human capabilities. Our internal procedures

should be such that they encourage staff to maintain their concentration

on the substance of the work; i.e., the development objectives which are

the real reasons for all our operations. Procedures and methodology are

means, not ends, and must be kept in the right perspective.

It is universally recognized that a Bank project is much more

than a collection of physical works. It is, in fact, a "bundle" of de-

velopment objsctives, shared by the Bank, the government and the borrower.

Dealing with projects as units in internal Bank procedures is convenient,

but it tends to create a mental "set" which does not reflect the reality

of the work, and which, because it does not differentiate between, for
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example, a simple power plant or road construction project from one which

contains major sector and institutional objectives, does not encourage

selection and design of projects in ways which will maximize the develop-

ment impact of our operations.

3. A project may help to increase output, solve a sector problem,

create an institution, improve an institution, cause policy to be revised,

or even change the direction of development of a country. It is the

development objectives associated with a project that make it important,

not the fact that it is a unit of Bank operations which involves an amount

of lending. It would seem to promote an increase in the quality of Bank

work if we have a mechanism which would encourage staff to keep the develop-

ment objectives of all operations in the forefront of their thinking while

going through the internal Bank procedures.

4. Following is a proposal for such a system. The proposal is to

include a clear, brief statement of development objectives!/in all of the

17 The term "development objectives" includes both objectives which

are specific to a particular operation, and the general "quality" objectives

that are a part of all Bank project work (e.g., sound design, study of al-

ternatives, least cost solution, institutional qu ality, financial viability,

etc.,). However, it is assumed in the proposal that only the "project

specific" objectives would be stated in the system.
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papers and procedures of the project cycle as represented by the internal

procedures of the Bank. Beginning with the establishment of the first

timetable for an operation, (which should be prepared only after there is

enough knowledge of the operation by means of an identification mission

or otherwise to state the development objectives) a statement of the

objectives would be included in or attached to the timetable. This state-

ment in many cases would be relatively crude at that stage, but neverthe-

less useful. As the project progresses through preappraisal, appraisal,

negotiation and presentation to the Board, the statement of the develop-

ment objectives would be refined, and after negotiation, would represent

the development objectives of the government, the borrower, and the Bank.

These objectives, which would be usually both qualitative and quantitative,

would be stated in appropriate places in the appraisal report and the

President's report, and would include things like output targets and dates

for accomplishment of particular objectives. These objectives would be.

systematically monitored during supervision; reported on by the borrower,

and progress recorded in the reports of supervision mission. When the

physical works are completed, the Completion Report would contain a state-

ment of the extent to which the agreed objectives have been met, to what

extent further Bank monitoring of the objectives (therefore to what extent

supervision should continue) is necessary. Such a system would tie to-

gether a "project" in three important ways: (a) it would bind together

what tend to become "compartments" of the project cycle in a way which fits



real life and the development objectives of the Bank; (b) it would bind

together the objectives of operation as perceived by engineers, economists,

financial analysts, and govemment administrators; and, (c)For the in-

creasing number of multi-sectoral (e.g., rural development) projects, it

would bind together the objectives as perceived by different administrative

units of the Bank. It would thus allow all interested parties to look at a

project as a coherent whole, and place in perspective the actions needed in

the government, the enterprise and the Bank to move the project from con-

cept to completion.

5. Such a system would have many advantages at small cost. Some of

them are listed below:

a. It would provide a better means of integrating

country, sector, enterprise, and project ob-

jectives;

b. It would encourage staff to think about Bank

operations in terms of these objectives, rather

than in terms of procedural milestones of Bank

processes;

c. It would allow the Board to see and comment on

an explicit statement of the objectives of the

operation;



d. Tt would encourage issues papers to discuss

issues of substance, rather than mechanics;

e. Tt would provide a better framework for dealing

with objectives that have a long development and

implementation cycle such as major institution

building efforts, fundamental changes in tariff

structures and policies, rural development, and

so on, To the extent that such objectives could

be made clear at the first timetable stage and

agreed by all parties, progress toward achieve-

ment could begin immediately;

f. It would re-emphasize the supervision part of the

project cycle by causing all parties to consider

the progress of operations in terms of the

agreed objectives, and reinforce the idea that

the Bank's real interest is in completion of the

major objectives;

g. It would fit with the concept of the Completion

Report, which needs to be re-emphasized, and

with the "audit" which will be carried out by

the Operations Evaluation Department;



h. It would accommodate better the attempts of CPS,

for example, to introduce innovative features

into Bank work in the traditional sectors, and

in efforts to provide a more effective approach to

to new sectors. Many of these efforts, when

seen from the point of simply making a loan, appear

to be obstructionist; but when these efforts are

seen as promoting the accomplishment of major

development objectives, they become an important

part of the work;

i. It would help to integrate sector work into

country and project considerations, in that it

would become apparent in the process of stating

objectives at the first timetable stage that

adequate sector work is needed to be able to

make a complete statement of the objectives, and

to select the emphasis which should be given to

each;

j. It would add an important new dimension to the

P&B Five-Year Planning System, by allowing units

of lending to be discussed in terms of their

potential for serving the development objectives

of the Bank. For example, there is a continuous
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process or selecting projects to be "advanced1

based, among other things, on considerations

of the desired sector mix as related to country

objectives, or under conditions where there is

a shortage of IDA funds, or because of a re-

striction on the total amount of Bank group

lending to a particular country, a limited

number of projects have to be chosen from a larger

group of potential projects. This process of

selection would be much more meaningful, if

based on a statement of development ob-

jectives for each project. Then the selection ?cut P

be done with a view to maximizing the development

impact of a given number of project units, and

lending amoun3;

k. There is much talk about maintaining and improving

the quality of Bank work. In the final analysis,

this can only mean the increasin7 the effects of our

work on development. It must help to improve our

work skills if we state in every case what we are

trying to accomplish, and measure our success by

achievements of objectives;



1. The system would provide means for the govern-

ment itself to make more explicit judgments

about the effectiveness of Bank assIstance and

the performance of its own unit, the borrower.

T oelieve that this would be valuable, although

many governments may not see the need for such

assistance;

m. It would allow the Bank and the government to

measure the progress of a project by measuring

its progress toward completion of the objectives.

This progress can, and frequently does, take

place independently of progress as seen from

the point of view of passing the milestones of

internal Bank procedures. This would give a

different cast to, lending program and annual a

lending targets, whieh may be to some extent

irrevelant to progress toward completion of the

objectives;

n. It would provide a better conceptual framework

for considering multi-sectoral projects, which

seem to cause problems from the

point of view of administration of the operation

within the Bank. If the objectives are clearly
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sLated, and the Bank resources necessary to

establish the means for obtaining the objectives

are committed to the operation, the remainder is

an administrative question, and can be handled

in several different ways. At present, there

is a tendency for the administrative unit assigned

to manage the multi-sectoral projects to impose

its particular point of view on the 'operation.

This may mean that some of the objectives which

do not happen to be of primary concern to the

particular administrative unit will be overlooked

or de-emphasized;

o. The system would facilitate the work of CPS and

DPS whose very function can be described in Lerms

of the proper selection of objectives and

application of the techniques which are most

likely to lead to accomplishment of the objectives;

and,

p. It would facilitate implementing shifts in

emphasis of Bank policies (objectives). There

is a danger in this, because it would give

over-alert staff members more opportunities to
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to reflect any new poi icy emphasis in operations,

whether or not it may apply to the circumstances

of the operation. However, since all objectives

would be clearly and explicitly stated, it

would make incongruous objectives stand out, and

where the objective is appropriate it would be

kept in perspective along with the other objectives.

This system would accommodate itself to all kinds of Bank

lending operations from program loans, through a simple fifth loan to

a development finance company, to technical assistance loans. It could

be made clear that all of these are eminently sensible Bank operations

in light of the stated objectives.

As stated earlier all of these objectives could be achieved at

ial
minimum cost. Financ/ costs would be negligible. Th1ere wuld be no need

to change the Bank's internal procedures or organization, but it could

possibly add a small amount to the processing time for operations.

Some of the Bank's decision makers may see a cost in terms of inaking their

life more complicated by forcing them to say more explicitly what they

hoep to accomplish with a given operation, but I believe this is more

properly recorded as a benefit than a cost. There might be/political

cost in the sense that the system would make it clear that the Bank's

business is development and not making loans. Those countries which
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see the benefit of Bank's activities solely in terms of the foreign ex-

change that they may make available, may not take kindly to being forced

to focus on things like institution building and politically sensitive

policy changes. Again, this seems to me to be a benefit rather than a

cost.
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on any other aspects of the lending program which we might have ignored

in this analysis. Maybe you can do this in time for our discussions

in our next 1r e etinPg December ......
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THE LENDING PROGRAM FOR POWER

A Preliminary Review

1. This paper summarizes the main features of the Power Sector

lending program -- Bankwide and for Regions -- and highlights some trends

that can be detected when comparing the 5-year period FY74-78 with the

previous one, FY69-73. They are categorized as follows:

i) Number of Projects and lending amounts

ii) Annual levels of lending

iii) Geographical coverage

iv) Urban distribution projects

v) Rural Electrification

2. Annexes 1-6 briefly list all present projects for period FY7h-78

indicating the country, main purpose (e.g. generation, rural electrification,

training), date, and amount of likely loan. Annexes 1-5 do this by Regions

and Annexe 6 by FY. L

3. The information on past lending was drawn from official Bank

documents. With regard to the period FY74-78 the information was obtained

during personal interviews of Miss P. Peter (Research Assistant of PUD)

with the Regional divisions staff; the current P&B Operations program for

1/
the Sector was used as a reference starting point.- The first remark

worth making is that the information available on the projects presently

included in the lending program is very limited, particularly beyond FY75;

it is generally known at this time what the main purpose of the projects

will be (generation, transmission, etc.) but which particular plant, or what

1/ Miss Peter has also prepared the Tables and Annexes of this paper.
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the loan amount might be as well as other important aspects remain very

uncertain. This situation may indicate Bank weaknesses in Sector knowledge

which preclude longer term planning of lending and preparation of a suitable

pipeline of projects responding to Sector needs and Bank goals.

4&. The Table below, shows the generally small discrepancies which

are apparent at this time between the P&B Operations program and the one

envisaged by the Regional staff.

Table 1

Number of Power Projects - FY7h-78

Region P&B Regional Staff Difference

Eastern Africa 18 18 .
Western Africa 12 14 + 2
Asia 22 18 .
EMENA 30 32 + 2
LAC 3

Total 115 119

Number of Projects and Lending Amounts

5. Table 2 below indicates for each region the number of projects,

amount loaned (or proposed), and the percentage of power lending in total

Regional/Banklending for both periods FY69-73 and FY7h-78.

Table 2

FY69-73 FY74-78 Changes
- in %

% Total
No. of Area No. of % Total No. of Loan

Reion Proects US$ Lending Projects US8 Lending Projects Actnt

Eastern Africa 6 123.8 11 18 413.5 13 200 234

Western Africa 7 119.6 13 14 181 + 7 100 51

Asia 17 626.2 20 18 620.2 + 7 6 29

EMNA 15 353.2 9 32 845.5 12 129 147

IAC 27 1,009.1 122 3 ,83.8 + 13 _L2 8

World 2 2,231.9 1 11 3LIU l_0% 'L 2
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6. The main trends shown by this table are:

i) A global reduction of Power lending as a percentage of total

Bank lending, from about 15% to something like 10%. This global

reduction is mainly the result of a drop in Power lending in

the two major regions of Asia and LAC from past levels of about

20% to those already prevalent in the other regions, about 10%.

Notwithstanding the above reduction of Power lending as compared

with total Bank lending, there continues to be a significant

upward trend in the number of operations. 'Bank-wide the number

of Power loans is expected to go up from 70 to 119 (or about 70%).

The increases are most marked in Eastern Africa (200%)., Western

Africa (100%) and EMENA (129%), less so in IAC (l9%) or almost

none in Asia.

iii) Assuming that the allocation of Bank lending is resulting

increasingly from explicit development strategies as thought out

(mainly) by Regional economists, it is interesting to remark that

Power lending retains significantly more importance in Eastern

Africa, IAC and EMENA (about 13% of total) than in Western Africa

and Asia (about 7%).

Annual Levels of Lending

Table 3
Annual Level of Lending

No. of Projects

FY69 FY70 FY71 FY72 FY73 TotalIFY74 FY75 FY76 FY77 FY78 Total
Eastern Africa 1 2 3 - - 6 4 5 4 2 3 18
Western Africa 3 1 2 1 - 7 1 3 4 5 1 14
Asia 3 3 5 3 3 17 5 4 2 2 5 18
EMENA 3 1 4 4 3 15 8 6 9 4 5 32
LAC 7 7 3 6 4 27 9 10 4 6 8 37

Total 17 14 17 14 10 70 27 28 23 19 22* 119
This figure includes 11 undated projects (4-Asia, 2-EMENA, 5-LAC)



7. Table 3 above shows the number of projects per year and per

region for the two five-year periods. Large increases in power lending

are expected to occur in most regions in FY74 and FY75, while overall

declines show in FY76-78. Among the regions, only Western Africa predicts

a more or less steady increase through 1977.

If FY7h figures are realistic it would mean that present staff is

adequate to carry a substantially larger load than previously (e.g. FY73) and

possibly in excess of what would be required after FY75. This, however,

should be qualified by the fact that more sector work and moreproject

preparation and supervision work will be needed at the end of the period

if Bank lending begins to shift toward more difficult projects -- such

medium and small cities distribution, and rural electrification -- as well

as due to the expansion of lending to many new borrowers (para. 8)

Geographical Coverage

8. As shown in Table h below the Bank is making power loans to 1 (421)

of its 97 borrowing countries; by 1978, however, coverage is expected to

reach 64 (66).1/ This increase is certainly a reflection of deliberate

efforts to expand regional coverage into countries which have not previously

received funds for power as well as the maintenance of a power lending

program in countries where it has been active in the past.

1/ Loans to countries classified in the "poorest 25 countries" may increase

from 3 (FY69-73) to 8 (FY74-78). This increase will, however, be affected

by the availability of IDA funds.

- 3.



Table i

Countries with Poir Projects

Total No. FY69-73 FY69-73
of Countries

Region in Region No. % of Total No. % of Total Change

Eastern Africa 17 6 35% 11 65% 83%

Western Africa 19 4 21% 10 53 150

Asia 15 10 67% 7 47 - 30%

EMENA 24 7 29% 17 71% 143

LAC 22 %

World 41 L

"Disengagements" appear to exist in some cases (e.g. Venezuela) but this is

a rather exceptional situation not necessarily linked to sector characteristics.

More important is that the lending for 1974-1978 includes 18 countries which

will receive their first power loans. Among the regions, Asia and Latin

America have the highest present geographical coverages. Their percentages

67 and 64 are nearly double the next closest-figure of 35% in Eastern Africa.

During the period FY7-78 all regions with the notable exception of Asia

will continue to increase their country average. The situation in Asia --

which in fact will be lending to fewer countries than in the past -- is

attributed to a coincidence of numerous political conflicts in the region.
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Urban Distribution

9. Table 4 below shows the number of project which include urban

distribution, either as its main component or as a secondary item.

Table 5

Y969- n Y97L - 1978

Total Total Total Total

P'we :i' SceC with P-er dnly Sal with

tern Afr ca 6 - - - 18 3 2 3

-o n Africa 7 1 3 14 3 6 9

a7 2 3 58 2 -

14 2 3 32 - 2 2

26 10 Q N

L70 18 21 .19 2l

The main conclusions to be drawn from this table are:

A) The total number of projects including urban distribution (aain

and/or secondary) will remain about the same, 24 to 25. A rather

disappointing situation in view of recent concern with the "ultimate

user" and considering that the total number of Power projects as

a whole is expected to increase by about 70%. However, the fact
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that the number of projects mainly addressed to distribution is

likely to increase from 6 to 10 may indicate that a certain trend

in this direction is developing slowly.

ii) Eastern Africa and Western Africa alone appear to be making special

efforts in this area of lending for the period FY74-78, while Asia and

EMENA are in fact reducing their past activities in the field.

10. It appears that Urban Distribution projects are perceived both

by the Borrowers and the Bank's project staff as rather unsuitable vehicles

for Bank lending. The main reasons given are that distribution loans -- with

the exception of those for major urban centers -- are likely to be small and

have a relatively lesser proportion of foreign exchange. One way out of

these difficulties would be the preparation of package loans handling the

needs of several medium and small sized urban centers, and possibly a number

of independent utilities, under a suitable institutional arrangement.

Rural Electrification

11. Table 6 below indicates the rural electrification program FY7h-78.

No such table is needed for the previous period as only two loans (Mexico and Ecuadot)

appeared to have some funds allocated directly for this purpose (of course

many Bank projects include generation and transmission facilities without which

the country's own rural electrification cannot be sustained). The table shows

that about 10, of all projects will include at least some rural electrification.

Only one region, Eastern Africa, is not yet proposing any such project, while

all other regions appear to have made special efforts to respond to recent

Bank concern for action in the rural areas. In spite of the above, most

Regional staff expressed reservations regarding the rationale for rural

electrification in some areas -- particularly Africa -- where distribution

facilities for the urban poor are also non-existent or very unsatisfactory,



and could be built at less cost and possibly with higher social and economic

justification.

Table 6

Rural Electrification Projects

FY74-78

Total
Power Mainly Rural Some Rural Total with Rural

Region Projects Electrification Electrification Electrification

Eastern Africa 18 -

Western Africa 14 1

Asia 18 2 2

EIENA 32 3 1

IAC 37 -

Total Bank 119 6 6 12

Miscellaneocu s

12. Several other matters and issues turned up during discussion of the

lending program with Regional engineers. They seem to indicate increasing

Regional concern for the continually improving quality and comprehensiveness

("new dimensions") of Bank projects in this sector. They are briefly recorded

below.

) Power projects are generally being selected within the context of a

National or Regional Power development plan. However, the quality

of these plans is open to many questions regarding the analysis and

knowledge of market priorities, energy and other local resources,
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availability of adequate feasibility studies, pricing policies,

etc. The quality of consultants' studies -- and particularly of

local firms -- appear to be a concern of most engineers, and it

seems that more staff time needs to be allocated to Bank technical

assistance in these matters.

ii) Most staff was aware of the need to use lending funds for training

programs, and training centers, particularly for improving operations

and maintenance practices are envisaged in many projects.

iii) There is wide awareness of the environmental and resettlement

problems likely to arise in large generation projects. The special

problem of bilbarziasis is earmarked as a particularly serious one

in Eastern Africa.

iv) Different ideas prevail on the merits of labor intensive construction

methods as they apply to power projects. Guidance may be needed on

this subject.

Conclusions

13. The preliminary review of the Lending Program FY74-78 shows

that:

i) Advance knowledge of projects is very limited specially for FY76

onwards. This appears to be a reflection of insufficient Sector knowledge

and forward-thinking regarding Bank goals in the Power Sector of many

countries.l/

ii) Important increases (about 70%) in the number of operations will

take place but they will vary from a 200% increase in Eastern Africa to

practically none in Asia.

1/ We expect to produce shortly a paper on the status of Sector knowledge --
at least for those regions which have already completed the Questionnaires - -
which we sent to them earlier this year. In that paper we expect to discuss
more thoroughly this irmportant subject and make recommendations for action both
at the Regional and CPS levels.



- 10 -

iii) Relative to total Bank lending,power lending will decrease

from 15% in FY69-73 to about 10% in FY7-78; the decreases

being most marked in Asia and LAG.

iv) Uneven rates of annual lending are foreseen with a substantial step like

increase during FY75-76. Regions may need to look at their staffing

requirements in the light of these uneven work-load programs and

longer term operational programs.

v) Geographical coverage will be substantially greater, particularly

in Western Africa and EMENA. 18 countries will receive during this

period their first Power Loan.

vi) There is little change in lending for distribution.

This seems to be an area calling for more Bank initiative, par-

ticularly with regard to urban centers other than major cities.

vii) Six Rural Electrification projects are presently anticipated.

This is a small part of total lending but it might lb appropriate,

especially as other rural electrification activities will no

doubt be carried out through Rural Development projects (e.g.

Mexico).

.viii) Interviews with regional staff indicate growing awareness and

sensitivity regarding most "new dimensions" of Bank lending (e.g.

pricing structures, training, improved planning, etc.) and there

is little doubt that future Bank loans will increasingly incorporate

provisions of this type which will improve the quality of the

operations.

Attachments (6 Annexes)

EFriedmann: jr
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Proposed Lending Operations

Annual Breakdown

.:21 Amount
Of Loan

Generation (millions US$)

Eastern Africa Malawi - Tedzani II 7.5
Sudan - Power II CEWC (and Trans.) 15
Zambia - Power Kariba North 40
Zambia - Kafue, Stage II 115

Asia Philippines - Power VI (and Trans.) 50
Thailand - Power V (and Trans.) 35

EMENA Iceland - Sigulda Power 10
Iran - Power III (and Trans.) 70
Morocco - Power I (and Trans.) 25

* Oman - Power I (and Rural Electrification) 8.5
Romania - Turceni Thermal Power 40
Syria - Power I 36
Turkey - Power Tek Elbistan 85

IAC Bolivia - Ende III 6
Brazil - Power Itumbiara 325
Chile - Power V Supplement 3.7
Nicaragua and Honduras - Managua Power 7

Transmiss ion

Asia Malaysia - NEB Power III 15

EIENA Algeria - Power I 20

IAC Brazil - Power Paulo Alfonso IV 50

Distribition &
Rural Electrification

Asia * Iridia - Rural Electrification I 40
* Papua and New Guinea - Power II

(distribution and training) 11.5

LAC Argentina - Segba Power IV (and Trans.) 60
Panama - Power III (and Gen., Trans.) 30

-Peru - Power Distribution- Empresas 25

Generation, Trans-
mission & Di:strib-tion

Western Africa Liberia - Power Supplement 2

LAC Ecuador - Power IV 5.5
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1975 Amount

GenertionOf Loan
Generation 

-(millions US$)

Eastern Africa Kenya - Power II 27Madagascar - Power I (and Trans.) 20
Swaziland - Thermal Power Station 20
Swaziland - Thermal Power Preliminary 3Tanzania - Power II (and Distrib.) 5

Western Africa Liberia - Power III (and Distrib.) 3
Asia Indonesia - Power IV 60

Philippines - Power VII 35
EMENA Afganistan - Power I 7

Cyprus - Power/Desalination 8
Iran - Power IV 70Romania - Multi-Lower Olt River 25Turkey - Karakaya Power 50Yugoslavia - Power Gen. I 25

LAC Argentina - Alicura Hydro 30
Costa Rica - Power Aluminum I 30Costa Rica - Power V - Arenal 25
Guatemala - Power IV (and Trans.) 25Paraguay and Brazil - Itiapu Hydro 250

80
Asia India - Power IV 80

LAC Colombia - Power NC Intercon. 20
Distribution and

Rural Electrification

Western Africa Ghana - Power Distribution ECG III 5Nigeria - Power V (and Gen.) 60

Asia * Thailand - Rural Electrification 8
LAC Bolivia - EPC II (and Trans.) 4.6

* Jamaica - Power II 15
Generation, Trans-
mission and Distribution

LAC * Haiti - Power I 10Mexico - Power XII 100
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96 Amount
Of Loan

Generation 
(millions of US$)

Eastern Africa Ethiopia - Power III 40
Mauritius - Power II 4
Uganda - Untitled 40

Western Africa Cameroon - Power I (sm. Distrib.) 10
Gabon - Generation 10
Ivory Coast - Power I (and Distrib.) 15

Asia Malaysia - NEB Power VII 20
Pakistan - Power I 30

EMENA Algeria - Power II 30
Morocco - Power II 20
Romania - Iron Gates Power 25
Yemen, A.R. - Generation
Yemen - Power I 5

IAC Peru- Power VI 20

Transn-i -sion

EMENA Jordan - Power II 6
Yugoslavia - Power Transmission II 25

Distribution and
Rural Electrification

Western Africa * auritania - Rural Electrification 2

t /A * Iran - Power V 50
* Tunisia - Rural Electrification 5

Generation,Trans -
mission and Distribution

Eastern Africa Tanzania - Power III (Kidatu II) 13

IAC * Guyana - Thermal Power -
Panama - Power IV 10

Unidentified

IAC El Salvador - Power VII 6
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1977
Amount
Of Loan

Generation (millions of US$)

Eastern Africa Malawi - Power III (and Trans.) 5

Western Africa Ghana - Generation
Mali - Multi-Power (Irrig. and Distrib.) 20

Senegal - Power II 6
Sierra Leone - Power III 3

Asia Indonesia - Power V 60
Thailand - Power VI

EMENA Bahrain - Power/Desalination -
Turkey - Karababa 50
Yugoslavia - Power Generation II 35

IAC Colombia - Power 40
Peru - Power VII 15

Transmission

EMENA Romania - Unidentified 50

fl-i Z.ribh"M~ nn prn H

Rural Electrification

Western Africa Nigeria - Power VI (one-third Gen.) 25

IAC Brazil - Power N.E. 50

Generation, Trans-
mission and Distribution

Eastern Africa Sudan - Power III 10

IAC Mexico - Power VIII 75

Unidentified

LAC Chile - Power VI 30
Guatemala - Power V 10
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1978

Amount

Generation 
Of Loan

(millions US$)

Eastern Africa Kenya - Power IV 10
Tanzania - Power IV 7
Zambia - Kafue, Stage III 45

Western Africa Ivory Coast - Power II (and Distrib.) 20

EMENA Yemen - Power II (and Distrib.) 5
Yugoslavia- Power Gen. III 35

IAC Brazil - Power XINGO 70

Transmission

EMENA Algeria - Power III 25

Distribution

Asia Philippines - Power VIII 35

mission ana visuriulonx

IAC Panama - La Fortuna I 10

Unidentified El Salvador - Power VIII 10

Undated

Generation

Asia India - Generation
Malaysia - Generation (hydco)

Papua and New Guinea - Generation (hydro &
expansion)

EMENA Syria - Power II , Generation

IAC Bolivia - Generation
Ecuador - Quasequil Generation
Ecuador - Generation and Transmission

Transmission

-Asia Indonesia - Transmission

IAC Bolivia - ENDE IV Interconnection
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Undated (continued)

Amount
Rural Electrification Of Loan

(millions of US$)

EMENA * Jordan - Jordan Valley Rural
Electrification

Generation, Trans-
mission and Dis-tribution

IAC * Uruguay - Thermal Expansion

* Indicate Rural Electrification projects or projects with Rural Component

PPeter



DRAFE
D.L. Bateon

1. Tais paper summarizes and interprezs the results of the questionnaire

"ChEcklist on Power Sector information" for the LAC Region. It is-the first

of a series of five (one for each Regior) papers giving our evaluation of the

relative adequacy of power sector knowledge.

2. The purpose of the questionnaire was to provide us with sufficient
and country by country

information to compare the state of knowledge on a subject by subject basis.

Based on it we could systematically study the situation and locate those areas

where we should concentrate our efforts. In answering the questionnaire the

staff was asked to assign a rating to the state of knowledge on the particular

subject, referred to in each question. .There were three possible ratings:

"A" (3 points) satisfactory, "B" (2 points) fair (but additional work needed)

and "C" (1 point) unsatisfactory (major effott needed).

3. Each question on the checklist has been placed into one of the following

four categories:

1) Tezhnical

2) Finance

3) Legal/Institutional

4) Socio-Economic

Each of the four categories was analyzed-independently of the others to point --

out the areas of strength and weaknesswithin the category. The categories

were then compared with each other, and ranked according to their overall state

of knowledge.

4. Annex 1 is a complete listing of the responses to the questionnaire,

with tables attached summarizing the results. The questionnaire is the sole source

document used for the analysis (except for table 3 which wcs taken from interviews).



Technical

Sector knowledge is fairly good in almost all subjects in the

technical area. Satisfactory information is available on the power plants

in use, i.e. the various types, generation, installed capacities, gec-

graphic distribution, etc. We are also aware of the reasoning behind

choice of location in most cases. In fact, knowledge on these subjects

was rated as satisfactory in 61% of the cases, with another 22% being

rated as fair. Such a favorable response would seem to indicate that in the

past the Bank's emphasis on sector knowledge has been on the engineering

aspects of the Bank's operations.

The only subject where a lack of technical knowledge is demon-

strated is in regard to the self-producers.

For the category as a whole, 23% of the responses were "C" Un-

satisfactory, and 43% were "A" satisfactory, ranking it second behind

Legal/Institutional (average score 2.2).



Finance

You might expect that the Bank, being a financial institution of

some sophistication would have more information about its borrowers on the

subject of finance than on any other, but surprisingly this is not the case for

LAC power sector. Granted, on quantitative accounting subjects such as asset

valuation and depreciation policies we have fairly good information, but

these are basically empiracal subjects, and should be readily available from

the borrowers.

However, as the issues become more qualitative in nature the relative

adequacy of the information declines. For example, the question on tariffs

which included such sub-topics as present regulations, the mechanism for

determination and application of electricity charges, policy and criteria for

determining tariff structure, and other tariff related topics, had a mean

score of only 1.9, ranking it 19th of the 24 questions. Satisfactory informa-

tion is available in only 20% of the cases, and is unsatisfactory in 30%.

A similar situation exists on the priorities and magnitaddes of investments

in the power sector. The composite rating is 2.0, ranking it 18th, but only

35% of the cases were satisfactory, with an equal percentage being unsatisfactory.

Only fair responses were registered on such subjects as costs of production of

electricity and the investment program.

For the category as a whole, 23% of the responses were "C" un-

satisfactory, and 36% were "A" satisfactory, ranking it third behind Legal/

Institutional and Technical (average score 2.1).



Legal/Institutional

Power sector knowledge in the Legal/Institutional category is

more complete than in any of th-e others. Excellent information is available

on almost all aspects of the companies themselves, government laws and codes,

and on the regulators of the power industry.

On the questions about the companies, i.e., management, staff,

organization, etc. almost 60% of the responses were "satisfactory" with less

than 5% being "unsatisfactory". With one. exception, the responses to the

questions relating to the government are equally as favorable. The exception

referred to is the question on government policy regarding village electri-

fication. Exclusive of this question, the responses to questions 6n the

government issues received 63% satisfactory, with 20% being unsatisfactory.

Including it, changes the results to 50% satisfactory, with 24% being

unsatisfactory.

The category as a whole comes out very well with responsas being "A"

satisfactory in 53% of the cases, with only 20% being "C" unsatisfactory.
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Socio--Economic

Not surprisingly we find that the area that needs the most

additi-onal work is in the socio-economic category. In particular, the

responses indicate an almost complete lack of information on the subject

of rural electrification. The question on benefits of rural electrification

was the lowest scoring on the entire questionnaire (24th). The scores for

the questions on access to service and percentage of rural households

receiving electricity were nearly as bad, ranking 21st and 23rd respectively.

For these three questions, only 7% of the responses were "A" satisfactory,

and 70% were PC" unsatisfactory. Considering this severe lack of information,

we should certainly devote more effort to this subject, especially in light

of the Nairobi speech by Mr. McNamara.-

However, viewing the socio-economic category for the system as a

whole (primarily urban), the picture is not as weak. We seen to have

adequate information on plans for future development in the power sector,

prcduction and consumption (by sector) patterns, and eelninfonaaion

on growth trends in aggregate and per capita consumption.

For the socio-econonic category, 44% of the responses -were "C"

unsatisfactory, and only 24% were "A" satisfactory.



Table 1

Question #I jSubject Responses [verage Score
A B C 0 (3 point scale)

(%) (%) (%)
Technical

3.1 Types of powerplants and capacities 15 2 3 2. 6
(75) (10) (15)

3.2 Geographic distribution of plants 13 3 4 2.5
(65) (15) (20)

3.4 Generation, consumption and losses 9 8 3 2 .3
(45) (40) (15)

2.6 Design criteria for power systems 7 10 3 2.2
(35) (50) (15)

3.7 Installed capacity of self producers 3 5 10 2 1 .6
(16) (28) (56)

Total Technical 47 2 8" 23 2 2 .2
(48) (29) (2 3)

Finance

3.8 Trends in capita l investment 3 9 3 2.3
C(40) (45) I'

5.2 A sset valuation 9 7 4 2.3
(45) (35 ) (20)

3.3 Costs of production of electrical energy 7 7 6 2.1
(35) (35) (30 )

2. 4 Inves tment progran 8 5 7 2.1

(40) (25) (35)
2.3 Priorities and magnitudes of investments

in pcwer sector 7 5 7 1 2.0
(37) (26) (37)

5.1 Tariffs 4 10 6 1.9
(20) (50) (30)

Total Finance 43 43 33 1 2.1
(36) (36) (28)

Legal/Institutional

3.6 Characteristics of producing companies 11 7 2 2.5
(55) (35) (10)

1.1 Government policy governing aspects of
i ower develonment -12. _5- -1- 2. S

1.2 Means by which decisions pertinent to
the power sector are implemented 13 2 5 2.4

(65) (10) (25)
1. 3 Details of pooled operation 12 1 5 2 2.4

(67) ( 6 )j (29)
6.1 Management and staff 9 8 3 2.3

(45) (40) (15)
4.1 Government policy regarding village

electrification 5 9 6 2.0

(25) (45) (30)

Total Legal/Institutional 62 32 24 2 2.3
(53) (27) ( 2 0)

Socio-Economic

2. 1 Per capita consumption: growth trend 11 7 2 2. 5
(55) (35) (10)

3. 5 Production and consumption patterns 9 5 6 2.2

(45) (25) (30)
7. 1 Future development -' 12 3 2.1

(25) (60) (15)
2.5 Relationship between electric consumption

and economic activity 5 6 9 1.8

(25) (30) (45)
2.2 Access to service :2 8 10 1.6

(10) (40) (50)
4.2 ) Number + percent of rural househ olds

receiving electricity .1 5 14 1.4

( 5) (25 ) (70)
4.3 Benefits of village electrification l- 1 18 1.2

( 5) ( 5) (90)

Total Socio-Economic 34 44 62 1.8
(2 4 ) (31) (4)

TOTAL POWER SECTOR KNOWLEDGE 186 147 142 5

(39) (31) (30)

December 1973
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Table 2 is a proposed sector work program based on the results of the

questionnaire. The basic conclusions are as follows:

1) A major effort to improve power sector knowledge is needed in

four countries: Haiti,, Paraguay, Surinam, and Uruguay. Two of

the countries, Haiti and Paraguay require a complete sector

survey, while the other two, Surinam and Uruguay, require a

sector review of specific areas.

2). A moderate effort to improve power sector knowledge is needed

in four countries: Argentina, Guatemala, Guyana and Venezuela.

These countries have. more defined gaps in sector knowledge,

which can be filled via sector reviews for Argentina and Guatemala,

and via sector studies for Guyana and Venezuela.

3) The remaining 12 countries require relatively minor sector work,

which can be done in the course of normal lending op-erations, to

bring the state of knowledge of the power sector up to adequate

levels, or to maintain it at satis-factory levels

The manpower required to complete this proposed sector work is 218 man-

weeks. A breakdown of the required input is shown below.

Unit Total

Type Number Cost Cost
(mw) (mw)

Sector survey 2 30 60

Sector-review 4 20 80

Sector study 2 15 30

Sector "Brief" 12 3-5 48

Total 218



Table 2

Country Effort 'ethod" Suggested Concentration
Major Moderate Minor Category/Subject(s) (Question #s)

Argentina x Sector review Finance/All
Bolivia x Brief Socio-economic/4.3 -
Brazil x Brief Socio-economic/2.2, 4.2, 4.3
Colombia x Brief Socio-economic/2.2, 3.5
Costa Rica x Brief Finance/5.1
Ecuador x Brie.f Socio-economic/2.5, 4.2, 4.3
El Salvador x Brief Socio-economic/2.2, 4.2, 4.3
Guatemala x Sector review Finance/2.3, 3.3, 5.1
Guyana x Sector study Socio-economic/All
Haiti x Sector survey All
Honduras x Brief Socio-economic/2.5, 4.3
Jamaica _x Brief Socio-economic/4.2, 4. 3
Nicaragua x Brief - Socio-economic/2.2, 3.5
Panama x Brief Socio-economic/4.2, 4.3
Paraguay x Sector survey All
Peru x Brief Socio-economic/4.2, 4-3
Surinam x - Sector review Finance/All; Legal/Inst./All
Trinidad &

Tobago x Brief Socio-economic/2.2, 2.5, 4.2, 4.3
Uruguay x Sector review Finance/All; Socio-economic/All
Venezuela x Sector study Socio-economic/All

Total 4 4 12

1/ There are basically three (3) types of sector missions
1) Sector/Subsector Survey - A broad analysis of sector (or major subsector)

potential, problems, policies and issues cast in the medium to long-term
perspective.. (30 man-weeks)

2) Sector/Subsector Review: In less depth than survey. May involve initial
review of sector or updating of a previous sector survey. (20 man-weeks) -

3) Sector Study: Analysis of one or several specific sector problems, policies
or issues or of a.subcomponent oE the sector too limited to be considered
a major subsector. May cut across national or sector boundaries. (15 man-weeks)

Brief denotes work that can be done in the Course of the normal lending operations. (3-5
man-weeks)

December 1973



The regional 5-year programs of sector missions and lending operations

are shown in Table 3. Sector missions are planned for Argentina, Colombia,

Ecuador, Venezuela, and two other, as yet unspecified countries (a mission

is also planned for Chile). Coupled with the lending operations, sector work can

be done in at least 15 of the 20 countries, if the regional programs are followed.

(Unfortunately the 5 countries not included in either the lending or sector

programs are countries that need sector wock the most, Surinam, Trinidad and

Tobago, Nicaragua, Paraguay, and Uruguay.) The regional manpower input for

sector work during the period is 265 man-weeks. Of this, 150 mw is accounted

for by the sector missions listed above, and 115 mw are left unallocated.

We have compared the Region's 5-year sector work program as

shown in Table 3, with our proposed program (Table 2), and note several

differences that we might bring to the Region''s attention for discussiou.1/

1) Five countries that we feel sector knowledge is very

weak and not included in the regional program.

2) The Region plans to rely on comprehensive sector

survey, whereas we propose shorter sector "reviews"

and studies.

In any case, the Region's p lnned manpower input of 265 man-weeks

is ample, and leaves much room for flexibility.

1/ The Region's program, however, is at present very loosely defined.



Table 3

'Fiscal Year Shown in Program
Country 1974 1975 1976 1977 1978 Lending Sector Neither

Argentina x xSMl/ x x
Bolivia x x x
Brazil x x x x
Colombia xSM x x
Costa Rica x x x
Ecuador x SM x x
El Salvador x x
Guatemala x x x
Guyana x x
Ha i ti x x
londuras x2 /
Jamaica x x
Ni cargua x
Pan ana x x x
Paraguay x
Peru x x x x
Surinam x
Trinidad & Tobago x
Uruguay x
Vene zue la SM x

Unallocated Sector
Missions - - 1 1

1/ SM denotes sector mission planned

2/ Some time in FY74-78

December 1973



Summary and Conclusions

Two general observations of the data appropriately summarize the

results of the questionnaire:

1) The responses to the questionnaire were "A" satisfactory

in 39% of the cases, "B" fair in 31%, and "C" unsatisfactory

in 30%. (Table 2)

2) For the Region, there are 5 countries where the overall

state of knowledge can berated as being "A" satisfactory,

13 countries as. being "B" fair, and 2 countries as being

"C" unsatisfactory.

The conclusion that I come to is that for the LAC power sector,

the present state of knowledge is fairly good, and that if a program such

as the one I propose in Table 2 (or a more diverse regional program) is

followed, the state of knowledge in five years will be excellent, both in

terms of quantity and quality.
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Ran kin Question Score
(3 pt. scale)

1. 3.1 Types of power plants and capacities 2.6
2. 3.2 Geographic distribution of plants 2.5

3. 1.1 Government policy governing aspects of power development 2.5

4. 2.1 Per capita consumption: growth trend 2.5

5. 3.6 Characteristics of producing companies 2.5
6. 1.2 Means by which-decisions pertinent to the power sector 2.4

are implemented

7. 1.3 Details of pooled operacions 2.4

8. 3.4 Generation, consumptions and losses 2.3

9. 6.1 Management and staff 2.3
10. 5.2 Asset valuation 2.3

11. 3.8 Trends in capital. investment 2.3

12. 2.6 Design criteria for power systems 2.2

13. 3.3 Production and consumption patterns 2.2

14. 7.1 Future -development 2.1

15. 2.4 Investment program 2.1

16. 3.3 Costs of production of electrical energy 2.1

17. 4.1 Government policy regarding village electrification 2.0

18. 2.3 Priorities and magnitudes of investments in the power 2.0

sector

19. 5.1 Tariffs 1.9
20. 2.5 Relationship between electricity consumption and 1.8

economic activity
21. 2.2 Access to service .6

22. 3.7 Installed capacity of self-producers 1.6

23. 4.2 Number and percent of rural households receiving 1.4

electricity

24. 4.3 Benefits of village electrification 1.2

December 1973



Country Composite Technical Finance Legal/Inst. Socio/Econ.

Argentina B B C B B
Bolivia A A A A B
Brazil B A B A B
Colombia B B B B B
Costa Rica B B B B
Ecuador B B A A B
El Salvador A A A A B
Guatemala E B B B B

Guyana B A B B C
Haiti C C C C
Honduras B B A A B
Jamaica B B B A B
Nicaragua A A A A B
Panama A A A A A
Paraguay C C C C C
Peru A A A A B
Surinam B B C C B
Trinidad B A A B
Uruguay B A C A C
Venezuela B B B B C

As Bs Cs As Bs Cs As Bs Cs As Bs Cs As Bs Cs
5 13 2 9 9 2 7 8 5 11 6 3 1 14 5

% (25) (65). (10) (45) (45) (10) (35) (40) (25) (55) (30) (15) ( 5) (70) (25)

December 1.973



INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDJM
TO: Mr. C. R. Dickenson, Division Chief, LCPPT DATE: December 4, 1974

FROM: Renato Salazarj ngineer, LCPPT
J

SUBJECT: BRAZIL - South and Southeast Region Power Development Plan
Northeast Power Distribution Project - Preparation Mission
Back-to-Office Report

South and Southeast Region Power Development Plan

1. On November 8 I met in Rio Dr. Leo Penna, Head of the
"Diretoria de Planejamento" of ELETROBRAS and Messrs. Amaranti,
Assistant Director; Erber, Head of the Department of Market Studies;

Ciarlini, Head of the Department of Energy Studies; and Franco, Head
of the Iepartment of Transmission Systems, to discuss the status of

the power develcpment plans for the South and Southeast regions as

required under Section 3.03 (b) of the Guarantee Agreement of Loan

923-BR (Itumbiara Project) and for which the Bank has recently accepted
the postponement of its submission from November 1, 1974 to January 31,
1975.

2. The updating and extension to 1990 of the market study of
both regions is expected to be completed at the end of this year. Pre-

iminary conclusions indicate that higher loads are expected than those

shown under the current market stkudy prepared in 1969 (and updated in

1972). In spite of an expected lower growth of the gross national
product than assumed under the current market study, substitution of

oil energy by electric power may produce a net increase on power load

growth. At presentV some self-suppliers and industries using fuel oil
for heating purposes (ceramic and similar industries) are requesting
electric power from the utilities in view of fuel oil price increases.
Substitution of LP gas by electric power for domestic cooking is
expected to come about more slowly, since it would require rewiring
of houses. Although there is no official indication that the goverinent

supports the above-mentioned substitutions, the predominantly hydro
(and hydro-nuclear in the future) power generating system of the South

and Southeast Regions seems to justify such a policy, as Brazil is a

heavy importer of petroleum products.

3. On the power supply side, there are two elements of uncertaintv:

the date of comuissioning of Itaipu (now expected in 1933) and the date

of commLisioning of the second nuclear unit (1200 MVA) at Angra.

4. The expected higher demand growth between now and 1933 and the

above-mentioned uncertainties in comissioning new generatling units, has

led to the proposal to anticipate tne construction of two major projects
in the Southern Region: Foz Areia and Selto Sartiago hydroelectric
projects and the possibility of anicipating the construction of two
hydroelectric develcpments u-stream of Itaipu on the Paramna river, on
the theory that this would reduce the risk of a major §ower shortage

before 1983. The temporary powecr transfer from the South to the South-

east Region may create problems of overinvestrent in the transmission
system which are now under careful investigaticn.
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5. The above-mentioned situation has requ:red further studies

by ELETROBRAS that will not permit completion of its power development
plans until the end of January of next year.

Northeast Fower Distribution Project

6. As previously arranged, a meeting was held in Salvador on
November 11 with Messrs. Wilson Rocha, President of COELBA; Nicomedus

Lopes Pereira, President of CELPE; Josemar Leao Oliveira, President of

COELCE; Julius Wilberg from EILTROBRAS and K. Kikuchi and myself from
the Bank.

7. Mr. Kikuchi explained that this project is a part of the
Bank's interest in iproving the living standards of the Northeast
Region of Brazil and that this project, involving only the three
largest state power distribution companies of the Region, would be
an important first step, if arther projects of this nature involving
other state power distribution companies could be developed.

8. The main aspects to be covered by the program in which the
Bank is interested were discussed. The areas for which the Bank
assistance was originally considered (described in letter to ELETROBRLS
of 0ctober 18, 1974) were:

(a) expansion and rehabilitation of the existing distribution
networks in major cities;

(b) expansion of the existing mid-tension distribution system
within the main cities to support the low-tension expansion;

(c) extension of the mid-tension system to integrate towns and
villages around the. major cities and improving the low-tension
network of these towns and extensions to provide service to
new areas;

(d) financing of household connections, including interior wiring
of prospective low income consumers.

9. The first three areas, which we will call Part A, form part

of the normal e:pansion and improvement of the distribution program of

the companies and at the meeting it was suggested that it could cover

expansion requirements for 2 to 2-1/2 years of demand growth.

10. The last area, which we will call Part B, does not constitute
an expansion of the companies' distribution system as it covers instal-
lations to be owned by the consumers; the companies, with the Bank 's
assistance, will lend the necessary funds for its construction.

11. The interest of the Bank or Part B was emphasized and we
explained that one of the purposes of extending assistance for Part A was to

provide resources so that the utilities could undertake the connection
of low income consumers.
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12. The companies' representatives expressed their appreciation
for the fact that ihe Bank was conscious of the financial burden
involved in the extension of power distribution to low income areas
and that the proposed system would make such a program viable.

13. In order to present this project in a more concrete form,
the following points were suggested to the companies as working assump-
tions:

(i) The Bank would consider 'financing the purchase of equipment and
material procured under the Bank's Guidelines for both
Part A and Part B,_ for a maximum amount of US$40 million
corresponding -to an expansion program of a total cost that
should be at least of US$100 million (40 percent of the
total cost).

(ii) The Bank would consider financing 100 percent of the equipment and
material involved in Part B and the proportion of the cost
of equipment and material for Part A needed to arrive at an
overall participation of 40 percent.

(iii) The companies would finance the difference between the
total cost of connection and interior wiring and the
materials for this purpose. The consumers would pay the
companies, without interest, the total cost of connection
and interior wiring in monthly installments added to the
energy bill as indicated in 15 C. and D. To offset the
effect of inflation, the loan to the consumers could be
expressed in equivalent value of kWh at time of installation.

(iv) The Bank will prepare a questionnaire that would permit
an evaluation of the cost of the program under a uniform
basis for each company and in order to determine the total
amount of the possible loan and the part to be assigned to
each of the companies (if cost of Part B appears too small
in proportion to the total, the amount of the loan would
be reduced).

14. From November 11 through November 19, I visited the distri-
bution systems of Salvador, Recife and Fortaleza, and also visited the
region around Cart(-Ar&, about 150 km inland from Recife.

15. The visit to the above-mentioned cities and discussions with
the engineers in charge of power distribution of the three companies
permitted me to arrive at the following tentative conclusions:

A. The number of households not connected to the system i
small in the cities of Salvador and Recife and a large
proportion of them are squatter families living in shacks
(alogados). The city authorities are contempla'ing their
evacuation to relocate them in new areas where thne main
urbanization infrastructure will be provided. Some of the
families are too poor to pay even the minimum energy bill.
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B. The prog:am should consider at this stage, potential con-
sumers tiat at least can pay the minimum consumption bill

(30 kWh/nonth, which amounts to around 11 Cr = US$1.5)
plus service of a loan to finance the connection and the
internal wiring. It is expected that most of the potential
consumers eligible under this criterion are located in
cities and villages of the interior of the 3 states involved.

C. It is recommended not to extend for more than 30 months the
repayment period of the loan for connection and internal
wiring. 1/ Based on the present estimate cost of connection
and minimum interior wiring (3 lamps with 3 switches and 1
outlet) of the three companies, the potential consumer would

have to pay a monthly amount similar to what they would pay as
minimum consumption (11 Cr = US$1.5).

D. In the case of COELCE,. a monthly installment to repay the
loan of the same order of the minimum consumption seems too

high and the campany is willing to find some ways of reducing
the cost of connection and interior wiring (to two light

centers) or absorbing part of the cost of connection.

E. The power distribution companies of the Northeast have

initiated a program for standardization of designs and

equipment for power distribution. The proposed Bank project

would encourage such a program and the three companies

involved are willing to centralize procurement of scme items
already in process of standardization.

16. Based on the above, it is proposed to send to each of the

three companies involved a letter that summarizes the findings of the

mission and a questionnaire which would update some of the information

previously received by the Bank and put such information on a uniform

basis. A draft of letter to the companies and questionnaire is attached.

17. ELETROBRAS has .indicated that they are willing to be the
borrowers and to mnlend the funds to the state power distribution com-
panies; however, they are unwilling to assume responsibility for

financing cost overruns on the projects. It will therefore be necessary
to discuss the guarantee arrangements with the Government. An alternative

to the above is to lend directly to each of the three state distribution

companies.

18. After receiving the response to our questionnaire, a more

precise proposal of the Bank's participation should be presented to

the companies. At this stage, I believe that it would be necessary to

investigate the financial situation of the companies and financial
repercussions of the proposed project requiring the participation of
a financial analyst in the mission.

1/ A larger period would be undesirable because of the high mobility

of potential consumers.



Loan 1008-BR - Effects of Sobradinho Reservoir

19. During my stay in Rio I met Mr. Guzmao, Planning Director
and Mr. Monteiro of CHESF and gave them a draft of the Reporting Require-
ments for the resettlement operation of Sobradinho reservoir and for
the Middle Sao Francisco (which was attached to my memo of September 12,
1974). Mr. Kikuchi reviewed with Mr. Guzmao the status of the prepara-
tion of the reports that CHESF should present to the Bank in accordance
with Sections 3.06 and 3.08 of the Loan Agreement and the resettlement
operation in general, an account of which is given in his memo to files
dated December 5.

Attachments

RESalazar:bgw

cc: Messrs. Geli, LCPDR Ms. Steiner
Wiese, LC2DR LAC Files
Skillings, LC2DA Project Folder/'
Kikuchi, LC2DA Black Books
Wessels, LCPPT
Mena, LCPPT
Linder, LCPPT,
Acevedo, LCPPT
van der T ak (3) VPSVP
Finne, VPSVP
Rovani (3) PBP
Bowron, P&B
Helne (CTR)
Cancio (LEGAL)



QUESTIONNAIRE

Part A:

S1. Estimated investment cost in low-tension distribution system to serve
load increases of years 1976-77 for material 1J/ and other costs, at
prices of December 1974, and number of new connections.

2. Same as (1) for 13.8 kV system including kVA capacity of the 13.8
kV/low-tension transformers and lm of 13.8 kV lines.

3. Same as (1) for 69 kV system including kVA capacity of 69/13.8 Lv
transformers and km of 69 kV lines.

4. Same as (1) but for rehabilitation of the existing system.

Part B:

5. Estimated number of potential consumers living in areas served by
the company that are not connected to the power distribution system
because they cannot afford the cost of connection.

6. (a) Estimated number of potential consumers involved in (5) that
can pay a monthly consumption of 30 kWh plus an equal emount to serve
a monthly installment to cover the cost of connections and interior
wiring as indicated in (7) and (8).

(b) Should it be possible to charge less than the equivalent of 900 k'ih
per connection, the estimated number of potential consumers described in
(5) that would be able to pay such lower charge for connection and interior
wiring in 30 months or less.

7. Estimated average cost of a minimum capacity single-phase connection
between the nearest low-tension pole and distribution panel, excluding
meter, separated into material, labor and other expenses including
supervision. 2f

8. Estimated average cost of a minimum household wiring installation
separated into material, labor and other expenses including supervi-
sion. 2/ For purpose of comparison such installation would consist
of:

40 mts (2 by 20) of insulated wire
1 outlet
3 switches

9. Estimated investment cost of distribution system required to serve
potential consume-'rs described in (6) for 13.2 kV and low-tension
facilities, separated into material and other costs. 2/

1/ Excluding concrete poles, which should be included in "other costs."
2f Materials to be purchased by the company and labor supplied by con-

tractors under company's supervision.



President
COE;LBA
CELPE

RE: Power Distrbuton Pr. eat for V the

Dear Mr.

We wish to thank (COELBA - CELPE - CO&LCE) for tie courtesies

extendcd to Resrs. R. Sala zar (and K. KikIchi) during their recent

preappraisal mission for a possible power distribution project for the

Northeast.

Based on the discussions with your representatives, we wish

to summarize our views on a possible Bank assistance in your company's

power distribution expansiorn projecotso

The Bank would consider financing up to 40 percent of the total

cost of your power distribution expansion program, comprising works needed

to cover the loadiequirements of 1976 and 1977 (which we will call Part A);

and the cost of the connections and household interior wiring of potential

low income residential consumers (which we call Part B).

If a loan were approved the Bank 's funds would be available

to finance purchase of material and equipment exclusively following the

Bank's Procurement Guidelines, a copy of which we are pleased to attach.

The Bank would finance a portion of the cost of the material and equipment

of Part A and 100 percent of the cost of material and equipment related

to Part B.

Your compny woul d finance the balance between the to tal cos

of the project and tr portion that the Lank m t innce -li

above, As discussed with you, in the case of Lt 13, the c& nrs
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without interest in up to 30 monthly installments uhich would be added

to the energy bill. Such installments can be expressed in terms of

equivalent value of a monthly uniform number of kWh.

In order to quantify the financial requirements and further

consider the Bank's possible participation in your expansion program

covering Parts A and B, we are attaching a questionnaire in order that

you can update the information previously sent to the Bank and supply

information on a uniform basis for each of the three state distributing

companies that the Bank is contemplating to assist through the first

Northeast power distribution project (COELBA - CELPE and COELCE).

You will see that for determining the number of potential

residential consumers, for which the company will finance connections

and internal wiring, we would like to receive the information corres-

ponding to two criteria as explained in point 6. The final decision

on this respect could be taken after analyzing your response.

The Bank and ELETROBRAS will explore further the question o'

who would be the borrower or borrowers for any proposed Bank lcans and

would inform you accordingly.

In order that we may further consider this matter, we would

appreciate receiving a response to the attached questionnaire and your

comments on the above-mentioned proposals.

Sincerely yours,

R. F. Skillings

Attachment


