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T:IE WORLD BANK INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: September 26, 1986

TO: Mr. Vineet Nayyar, Division Chief, AEPEN

FROM: Ian Hume, Assistant Director, EGYPS

EXT: 72112

SUBJECT: THAILAND: Energy Strategy Paper

1. I read with interest the August 18th draft of the above

paper. I was pleased by the collaborative manner in which this paper has

been prepared, which, in my view, helps to strengthen its- sense of

priorities and relative balance. I would like to make a few comments on

how this product could be further sharpened and made operationally more

useful.

2. First, I believe it would be useful to frame the discussion in

the paper in terms ofiwhat principal choices Thailand has to make. Some

of them are discussed in Section II of the paper, but two which could be

put more sharply are:

(a) fuel substitution options (primarily in the power sector) and
their sensitivity to alternative scenarios of future energy

prices and supplies; and

(b) the public/private balance and its implications for investment

financing, operating efficiency, and ownership of assets in the

Lector.

3. The f irst issue is discussed in a number, of places in the

current draft but we have some problems with this treatment. For one

thing, we feel the paper could be more explicit on the point that the

important issue of fuel mix and possible fuel substitutions hinges on a

less than simple combination of trade-offs involving expected relative

price relationships (between fuel oil, gas and lignite), the supply
availabilities of these fuels, and the obvious trade-off between current

parameters and what may be expected in the longer run. Since, also, the

bulk of the issue occurs in the power sector where most of these fuels

are burned, it becomes necessary to view the issue within the context of

EGAT's least-cost system development, portrayed over a range of fuel

price scenarios.

4. One example of the need for greater precision on these issues

arises in the treatment of the pricing (taxing) of fuel oil. Para 12

recommends levying a tax on HFO commensurate with with the price mark-ups
over economic costs for alternative fuels (gas and coal). However, paras

13 and 14 imply zero or low taxes on HFO to improve the petroleum product

supply/demand balance (i.e., increase HFO consumption), and take

advantage of low oil prices to conserve Thailand's gas supplies. The

consistency of these two statements is not obvious as they stand and they
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need to be reconciled within a framework such as that suggested above.
It might be worthwhile to have a separate section on pricing and the fuel

mix issue, given this importance.

5. Regarding the public/private issue, as you know, this is a
major current topic of debate within the country and the Bank, if it is
to maintain a significant sector presence in Thailand, must also develop
a better understanding of this complex and sensitive topic. The current

draft raises the issues in Section E1, but there is little discussion of

what the implications are for the Bank's work in the next few years.

6. This leads to a more general question that the paper raised in

my mind: who is the precise target audience and what objectives is this

paper meant to achieve. If the primary objective is to contribute to the

design of the Bank's strategy, then I find that the discussion in Section

III does not do justice to the issues that have been raised earlier. A

related issue is that there is no discussion in the paper of the Bank's
relationship with the Thai Government in the energy sector. How

receptive are they likely to be to the various initiatives that we have

identified here as being important? We have limited resources for energy

and a variety of interesting issues that could be tackled--it would be
productive to discuss how these can be matched and more explicitly, what
issues we will have to forego tackling for the next three to five years
because of other more pressing demands. For example, should the

mobilization of private capital for energy investments be a major concern

for the Bank's assistance program? What operational vehicles can be used

to foster this objective? In other words, I believe that this document

should provide a framework for our CAM and other resource allocation
decisions in the coming year, and it should thus address questions

related to how we can most productively employ our iimited resources to

generate maximum returns for the country.

7. Under Institution Improvements (page 8) a discussion of DMR

policies and practices could be warranted. These are an issue for

lignite development and possibly for oil and gas exploration. Also, the

paper contains no mention of the proposed lignite study or of the energy
institutions restructuring exercise.

8. One additional area which we find relatively weak in the paper

is the refinery issue. It refers to the refinery conversion options.
However, I feel that there is a wider, more important issue at stake,
namely, the optimal petroleum product supply strategy under a regime of

uncertain oil prices. Such a strategy would consider operating the
refineries in a more flexible mode so that a complete refinery, or parts
of it, could be shut down and products imported when it is in the

economy's interest to do so. Conversion options in a particular refinery
(Banchak), which the paper refers to, would be a subset of this issue.

Such a strategy must be supported by an appropriate regulatory framework
of prices so that appropriate signals are always available to

management. At the moment, using a cost plus pricing scheme, these

signals are absent and refineries always appear profitable. What is
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needed is a more careful cons deration of the product supply strategy in

conjunction with the oil price deregulation issue.

9. Finally, I note that this paper is not intended to be discussed

with the Thai authorities. While this has certain obvious merits it

seems to me that once this paper has resulted in a common perception of

the Bank's strategy for the energy sector, it would be useful to share
this perception with the counterpart staff without whose cooperation the

results will simply not be obtained. It does not matter whether this is

done through the further processing of this paper or through some other

means.

10. 1 would be happy to meet with you and Yves to discuss the above

points and how they could be reflected in a revised draft for wider
circulation.

cl and cc: Messrs. Bourcier, McCarthy (EGY).

cc: Messrs. Churchill, Montfort, Daffern, Byer, Aleem, Borthwick (EGY).
Albouy (AEPEN)

IHume /MAhmed:hm



The World Bank 1818 H Street, N.W. (202) 477-1234
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INTERNATIONAL DEVELOPMENT ASSOCIATION U.S.A. Cable Address: INDEVAS

September 23, 1986

Dr. T.M. Lillico
Calle Parcelas, 37
Las Maravillas
Ca'n Pastilla
Mallorca, Spain

Dear Dr. Lillico:

In response to your recent letter, it is my pleasure to forward to
you a copy of the Sao Tome and Principe Energy Assessment Report. I
should note that this report, which has been produced under the joint
UNDP/World Bank Energy Sector Programme, has a restricted circulation and
is being made available to you on a confidential basis as a backgound for
your work with the OPEC Fund and African Development Bank. You have also
asked for a copy of the energy assessment study for Comoros. Unfor-
tunately, an assessment mission to Comoros has not yet taken place and
this study is therefore not available.

We wish you every success in your work and appreciate your interest
in the joint UNDP/World Bank Energy Sector Programme.

Yours sincerely,

Bernard Montfort
Division Chief
Energy Strategy and

Preinvestment Division I
Energy Department

Attachment

MAhmed:mdd
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September 23, 1986

Dale Gray o/r

Yemen Arab Republic

Dale -

Hope you had a good mission. We had a meeting last Friday with
Programs, Regional Projects, Petroleum, etc. to talk about follow-up
actions on the energy sector report. We can discuss some of the points
upon my return but a couple of things which you might need to think about
in the interim are:

(1) Discussion of the report. The Yemenis have agreed to a
discussion mission in the third week of October, although it is
not clear what the third week means. I myself am scheduled to
be on a course on October 21 onwards for four days but I can
change that if it makes sense to do so. Philippe Nouvel does
not think that Larry will go or that we should bank on anyone
else among the regional higher ups to be present. Huda Kraske
will probably join us for the mission. I don't know what Jinek
and Moussa's movements are. Nouvel is still keen on the notion
of broadening out the discussion of the report beyond just the
key officials to a wider audience with an interest in the energy
investment issues resulting from this report.

(2) During the week following the annual meeting, that is the 6th,
7th, and 8th, at least two and possibly three of the concerned
ministers will be here for operational discussions. Philippe
Nouvel is setting up a tentative agenda and I think that there
will be a session on Power and Energy for about two hours.
During this period you may well be asked to brief them on the
conclusions of the report, and we can also take that opportunity
to discuss how we proceed with the discussion of the report in
Sanaa. As I will not be back until Oct. 6, I suggest that you
get together with Huda and arrange something that suits you.

(3) In regard to the follow-up sector work/ESMAP it seems clear that
apart from the continuing support for the macroeconomic work,
there are two areas of additional studies that need to be done
at a subsectoral level. One is to tie together the LPG program
for which the household energy strategy study and the gas
utilization study may well provide components but will unlikely
yield a well defined proposal. The second is to look at the
possibility of gas use in the power sector again to the extent
that this is not covered in the existing studies. I think we
are more likely to go ahead with the LPG sector work than with



the gas utilization work in the power sector. You might get in
touch with Jinek and put together a one page note on future
sector work which could go with a note that Jinek is supposed to
be preparing on possible future projects. Novel suggested that
we circulate such a note for this meeting that we are supposed
to have with the visiting ministers.

I will be back on the 6th, and we can talk in more detail about
this work then.

Masood

cc: Mr. Montfort (EGY)



September 23, 1986

Mr. Ian Hume

Thailand Energy Strategy Paper

Ian -

Attached is a draft memorandum reporting EGY's comments on this
paper. I have deliberately kept it "low key" as we discussed. I am
sending copies to Messrs. Bourcier, Daffern, Montfort, Aleem, Byer and
Borthwick, and asking them to send to you any comments or changes they
might propose. My secretary, Holly, has the draft on her machine and
will be able to finalize in my absence.

Masood

cc: Messrs. Bourcier, Daffern, Montfort, Byer, Aleem, Borthwick (EGY).



THE WORLD BANK/INTERNATIONAL FINANCE CORPORA TION

OFFICE MEMORANDUM

DATE: September 23, 1986

TO: Mr. Vineet Nayyar, Division Chief, AEPEN

FROM: Ian Hume, Assistant Director, EGYPS

EXT: 72112

SUBJECT: THAILAND: Energy Strategy Paper

1. I read with interest the August 18th draft of the above paper
which provides a useful basis for identifying the key issues that will
need to be addressed in developing a national energy sector strategy by
Thai policymakers and consequently, by the Bank in its assistance program

for this sector. I was also pleased by the collaborative manner in which

this paper has been prepared, which, in my view, helps to strengthen its
sense of priorities and relative balance. Given this background and the
importance of energy in our country dialogue with Thailand, I would like

to make a few comments on how this product could be further sharpened and

made operationally more useful.

2. First, the paper rightly takes a medium-term perspective for
its analysis: apart from the fact that there are other pieces of work in

hand to look at the short-term issues, the Bank's focus ought to be upon
influencing the medium-term choices that Thailand has to make. That

said, I believe it would be useful to frame the discussion in the paper

in terms of what these principal choices are. Some of them are discussed

in Section II of the paper, but two which could be put more shaprly are:

(a) fuel substitution options (primarily in the power sector) and

their sensitivity to alternative scenarios of future energy
prices; and

(b) the public/private balance and its implications for investment

financing, operating efficiency, and ownership of assets in the

sector.

3. The first issue is discussed in a number of places in the

current draft, but it would be useful to convey the message that the

principal fuel substitution options really stem from the least cost power

development strategy. Virtually all of the lignite and the great bulk of

natural gas is used as fuel for power generation; their competition with

fuel oil and imported coal is also primarily in the power sector. Thus,

before one can discuss a gas development strategy in any depth, we need

to know what the power sector's fuel mix should look like under various

scenarios of fuel prices. In this context, the implicit assumption in

the paper, that international oil prices will revert to much higher

P-1 867
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levels in the next decade, while being the most plausible scenario, does,
however, need to be tested in terms of the impact of a slower increase in
prices on the optimal investment strategy.

4. Regarding the public/private issue, as you know, this is a
major current topic of debate within the country and the Bank, if it is
to maintain a significant sector presence in Thailand, must also develop
a better understanding of this complex and sensitive topic. The current
draft raises the issues in Section II, but there is little discussion of
what the implications are for the Bank's work in the next few years.

5. This leads to a more general question that the paper raised in
my mind: what is the precise target audience and what objectives is this
paper meant to achieve. If the primary objective is to contribute to the
design of the Bank's strategy, then I find that the discussion in Section
III does not do justice to the issues that have been raised earlier. We
have limited resources for energy and a variety of interesting issues
that could be tackled--it would be productive to discuss how these can be
matched and more explicitly, what issues we will have to forego tackling
for the next three to five years because of other more pressing
demands. For example, should the mobilization of private capital for
energy investments be a major concern for the Bank's assistance
program? What operational vehicles can be used to foster this objective?

6. A related issue is that there is no discussion in the paper of

the Bank's relationship with the Thai Government in the energy sector.
How receptive are they likely to be to the various initiatives that we
have identified here as being important? Given the history and
background of Bank involvement in energy (and more generally) in

Thailand, I think it is crucial for this paper to provide guidance to
management on the current quality of the client relationship, on the
constraints that we are likely to operate under, and on how these
constraints could be alleviated by action on our part. In other words, I

believe that this document should provide a framework for our CAM and
other resource allocation decisions in the coming year, and it should
thus address questions related to how we can most productively employ our
limited resources to generate maximum returns for the country.

7. Finally, I note that this paper is not intended to be discussed

with the Thai authorities. While this has certain obvious merits it
seems to me that once this paper has resulted in a common perception of

the Bank's strategy for the energy sector, it would be useful to share

this perception with the counterpart staff without whose cooperation the
results will simply not be obtained. It does not matter whether this is

done through the further processing of this paper or through some other
means, so long as we resist the temptation to carry out "a successful
dialogue" only amongst ourselves.
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8. There are also a variety of minor factual and analytical
discrepancies in the paper which do not affect its main messages but
which do detract from its presentational quality. I would be happy to
provide a marked up copy to Yves Albouy for his consideration upon
return. I would also be happy to meet with you and Yves to discuss the
above points and how they could be reflected in a revised draft for wider
circulation.

cc: Mr. Albouy (AEPEN)

MAhmed:hm



THE WORLD BANK / INTERNA TIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: September 23, 1986

TO: Ms. Kathleen di Tullio, Loan Officer/Economist, AEAKO

FROM: Masood Ahmed, Deputy Division Chief, EGYS1

EXT: 74219

SUBJECT: LAO PDR Operational Mission August 12 - September 4, 1986

I read with interest your Back-to-Office Report on the above
mission. I noticed that you reported extensively your discussions on the
energy sector but there is no mention of any government response to the
package of information we sent earlier on the proposed energy

assessment. Was the subject not raised at all during your talks, and, if

so, does this imply limited government interest in the execution of an
energy assessment? As you know, in our earlier planning we had antici-
pated fielding a reconnaissance mission toward the end of this calendar
year with a view to carrying out the main energy assessment in FY88. I
would be grateful if you could advise whether, in the light of your
recent discussion, such a reconnaissance mission should still be fielded
by the end of this year.

cc: Messrs. Ikram (AEAKO); Nayyar, Albouy (AEPEN);
Montfort, Taylor (EGYS1).

P-1867



September 22, 1986

Mr. Ian Hume

Dr. Phisit's Visit

Ian -

Attached is a preliminary program for the above, based on the
following assumptions:

(a) Dr. Phisit will be here only for Oct. 14; Piyasavasti and
Tienchai will stay on for Oct. 15.

(b) The main emphasis of the visit should be on the restructuring
study, where additional discussion and interchange of ideas
would be very useful; consequently, I have blocked out the whole
morning for this subject.

(c) You would be interested/available in participating in all the
discussions for the first day; if you would like to restrict
your involvement, one possibility would be for you to skip the
two afternoon sessions. However, given Dr. Phisit's sensi-
tivities, your continued presence might be worthwhile. I myself
plan to be present for all sessions, unless you would suggest
otherwise. On the second day (i.e., without Phisit) I have
scheduled a brief wrap-up discussion with you.

(d) Notwithstanding Phisit's penchant for "le grand siecle", all
meetings should be kept as small as possible to encourage
productive and frank interchange of ideas; I have therefore
limited attendance to staff most directly involved with the
particular subject.

(e) We would like to entertain the visiting delegation to lunch. On

the first day, I have proposed a lunch to be hosted by Tony and
to include Bob Sadove and Khalid Ikram; Vineet Nayyar could also

be invited. On the second day I would take Piyasavasti and
Tienchai to lunch with the other working level staff.

In terms of background papers, I would suggest that we arrange
for the delegation to receive, upon arrival at their hotel, copies of the

issues papers for the three main activities. These papers will have been

reviewed in the Bank earlier so this should not pose any major
problems. This advance notice will also enable us to ensure that the
meetings are a productive dialogue rather than a repeat of the Bangkok
syndrome whereby we are asked to perform without much feedback.

Look forward to your comments.

cc Mod

cc: Mr. Montfort (EGY)



Draft Program

October 14 Visit of Thai Delegation

Time Room

9:30 - B611 Introductory Meeting to agree upon agenda for

10:00 visit; update on status of various ESMAP
activities.

Participants: Drs. Phisit, Piyasavasti, Tienchai

Messrs. Hume, Ahmed, Jechoutek

10:00 - Small Restructuring/Privatization Study Working Meeting

12:30 Conference
Room Participants: Thai Delegation

Messrs. Hume, Ahmed, Daffern, Flannery, Borthwick,

Albouy, Lav, Jechoutek

12:30 - Small Lunch for Thai delegation; hosted by Mr. Churchill (?)

14:00 Conference also attending: Messrs. Hume, Ahmed, Ikram, Sadove,

Room Nayyar

14:15 - Small Lignite Study working meeting.

15:00 Conference
Room Participants: Thai Delegation

Messrs. Hume, Ahmed, Borthwick, Warren, Barrientos,
Lav, Jechoutek

15:15 - Small Oil Price Impact Study working meeting.

16:00 Conference
Room Participants: Thai Delegation

Messrs. Hume, Ahmed, Aleem, Lav, Jechoutek

16:00 - Small Wrap-up Discussion

16:30 Conference
Room Participants: Thai Delegation

Messrs. Hume, Ahmed, Jechoutek

October 15
Dr. Phisit will not be available but working level

discussions will continue with Dr. Piyasavasti

and Tienchai on

9:30 - Restructuring/Privatization Issues

12:00

12:00 - Lunch hosted by Mr. Ahmed, other working

13:30 level staff to participate as appropriate

14:00 - Oil Price Impact Issues

15:30

-15:30 - Wrap-up Discussion with Mr. Hume
15:45
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UNDP/World Bank

Energy Sector Management Assistance Program

Malaysia
Power Sector Efficiency Audit

I. Introduction

1.1 The power entity of the State of Sabah, the Sabah Electricity
Board (SEB), is facing a number of operational problems, and would
benefit from technical assistance in formulating an action plan for
operational efficiency improvement. SEB has requested the Energy Sector
Management Assistance Program (ESMAP) for a detailed review of its
operating practices in the form of a Power Efficiency Audit.

II. Background

2.1 SEB operates seven major power plants with a total installed
capacity of 226.5 MW of which 94.5 MW is at the main Kota Kinabalu power
plant. This station has two relatively large and new generating sets of
14.7 MW each, commissioned in 1982. Available data indicates a very high
diesel consumption rate of over 400 gm/kWh for these two generators. The
rest of the installed capacity of 65.1 MW at Kota Kinabalu power plant,
consisting of a dozen 8.1 MW or less sets, is derated to 48.7 MW due to
cooling problems caused by recirculation of hot air through the
radiators. As a result of these problems, power generation at the Kota
Kinabalu power station has dropped by 50% in 1984.

2.2 Power losses in SEB have been rising in the recent years. In
1984, the latest year for which data is available, power losses as
percentage of gross generation were about 22.6%, up from 19.3% in 1982.
The losses range from about 12% at Kudat station (less than 2% of total
generation) to 27% at Labuan station (about 10% of total generation).
Losses at the main Kota Kinabalu station (about 45% of total generation)
have been around 20%.

2.3 Non-technical losses of SEB are estimated at 5-8% which
represents about US$4.6 million at current oil prices. The value of
technical losses is estimated at US$3.9 million.

III. Objectives

3.1 The objective of the Power Efficiency Audit is to define an
economically feasible action program for operational improvements. More
specifically it will:

(a) review the major generation facilities to identify areas where
plant rehabilitation is economically justified and analyze the
opportunities for improvement in maintenance practices;



- 2 -

(b) prepare a comprehensive action program to reduce non-technical
losses, including an analysis of program costs, necessary
equipment and software requirements;

(c) estimate the level and location of technical losses, determine
their main causes, and prepare a practical, project-oriented
program to reduce technical losses in the short and long run.

IV. Cost/Timing/Status

4.1 At the request of the SEB and the Government of Malaysia, a
mission has been planned for October 1986, to implement the Power System
Efficiency Study. The mission members include one power generation
engineer, one transmission/distribution engineer, one commercial
engineer, and one economist. Total duration of the mission will be about
one month, and the total cost of the activity will be about US$100,000.



UNDP/World Bank

Energy Sector Management Assistance Program

Thailand

Lignite Development Study Project Proposal

I. Background

1.1 The recent Energy Assessment Report prepared under the joint
UNDP/World Bank Energy Assessment Programme identified lignite as an
important commercial energy source available to Thailand to reduce its
heavy dependence upon imported energy (52% in 1982). Lignite is already
an important fuel in power generation, but there is a need to formulate
an overall program to expand exploration and development of lignite for
non-power uses. The National Energy Administration has thus requested
ESMAP assistance to identify the prospects for and issues involved in
increasing lignite consumption and production over the medium to long
term.

II. Aim and Scope of the Proposal

2.1 This activity will focus on the following issues:

(a) Prospective Lignite Supply and Demand - focusing on quantity
and quality of mineable lignite reserves and the size of the
potential market for lignite in industry;

(b) Economic Issues - evaluating the competitiveness of lignite as
compared to alternative fuels on a delivered cost, useful
energy basis; and

(c) Institutional Issues - reviewing mining regulations and the
effect these have on lignite exploration and production, as
well as the respective roles of the public and private sectors
in lignite development.

III. Cost/Timing/Status

3.1 Preliminary estimates indicate that the study would cost about
US$170,000, excluding the Government contribution. The bulk of these
funds are likely to be provided by the UNDP from its country IPF for
Thailand. A draft project document has been prepared and a mission is
planned in late-October to finalize the project document and to agree
upon the schedule for the subsequent work which is expected to begin by
the end of the year.

IV. Documentation

4.1 Thailand: Issues and Options in the Energy Sector (report
No. 5793-TH, September 1985).



UNDP/World Bank

Energy Sector Management Assistance Program

Syria

Power System Efficiency Audit

I. Objective

1.1 The objective of the Power System Efficiency Audit is to help

Syria's Public Electricity Establishment (PEE) prepare a program of

actions to reduce power system losses which are nearly one quarter of net

electricity generation. These losses consist of: (a) non-technical

losses due to statistical and metering errors as well as energy theft;

(b) technical losses in the power distribution system related to system

design criteria; and (c) losses in power generation due to lack of

adequate thermal conversion efficiency monitoring, maintenance planning,

and plant availability.

II. Background and Justification

2.1 The PEE power system consists of about 1700 MW of thermal and

hydro plants. The need for a Power System Efficiency Audit was

emphasized in the Syria Energy Assessment 1/ given losses in the PEE

power system around 24% of net generation. The implementation of a

vigorous action program to improve the efficiency of technical and

commercial operations should enable PEE to reduce losses to about 10-15%

of net generation. PEE already has formed a committee to work on loss

reduction. The committee's main focus has been on the reduction of

non-technical losses by checking the accuracy of substation metering and

that of industrial and customers. In 1984, the committee was able to

reduce losses by about 1% of net generation at a financial savings of in

the order of US$3.7 million. For the implementation of improvements on a

large scale, PEE requires the technical services and equipment to be

provided under the Audit.

III. Scope of Work

3.1 The Power Efficiency Audit's scope of work is as follows:

(a) classify the power losses according to type, i.e. technical or

non-technical (station service, technical loss, statistical

error, metering error, theft and diversion);

(b) determine the amounts of the technical losses at various

voltage levels;

I/ Syria: Issues and Options in the Energy Sector, May 1986.
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(c) prepare a comprehensive, costed and scheduled program for

reducing technical losses including optimizing real and
reactive power dispatch, adding of capacitors, if required,
changing design criteria, etc.;

(d) prepare a comprehensive action-oriented program for reducing
non-technical losses including improvements in metering,
billing and commercial operations;

(e) assess the capability of PEE for implementing the identified
power loss reduction prospects and define-any measures required
to appropriately strengthen the institutional framework for
subsequent implementation of a power loss reduction program;

(f) prepare a program to improve conversion efficiency of thermal

plants, including changes of instrumentation, controls,
training, etc.; and

(g) recommend supportive measures required for successful

implementation of the power-loss reduction program.

IV. Cost and Timing

4.1 The total cost of the Audit is estimated at US$162,000 of which

US$140,000 will be funded by UNDP from its country IPF, and US$22,000 by
ESMAP core funds. Staffing will consist of 28 manweeks of ESMAP core

staff and 25.5 manweeks of specialized consultant support--a power
distribution engineer, a commercial engineer, a steam plant mechanical

engineer and a steam plant efficiency manager. The equipment to be

provided under the project consists of (a) an IBM PC-AT computer and

accessories; (b) a Summagraphics Microgrid Digitizer; (c) Distribution

Primary Analysis Software (DPA); and (d) software for accessing DPA data

via the digetizer (DIG). The Audit is planned to begin the last week of

October 1986, for a period of three weeks.
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UNDP/World Bank

Energy Sector Management Assistance Program

Malaysia

Power Sector Efficiency Audit

I. Introduction

1.1 The power entity of the State of Sabah, the Sabah Electricity
Board (SEB), is facing a number of operational problems, and would
benefit from technical assistance in formulating an action plan for

operational efficiency improvement. SEB has requested the Energy Sector
Management Assistance Program (ESMAP) for a detailed review of its
operating practices in the form of a Power Efficiency Audit.

II. Background

2.1 SEB operates seven major power plants with a total installed
capacity of 226.5 MW of which 94.5 MW is at the main Kota Kinabalu power
plant. This station has two relatively large and new generating sets of

14.7 MW each, commissioned in 1982. Available data indicates a very high

diesel consumption rate of over 400 gm/kWh for these two generators. The

rest of the installed capacity of 65.1 MW at Kota Kinabalu power plant,

consisting of a dozen 8.1 MW or less sets, is derated to 48.7 MW due to

cooling problems caused by recirculation of hot air through the
radiators. As a result of these problems, power generation at the Kota

Kinabalu power station has dropped by 50% in 1984.

2.2 Power losses in SEB have been rising in the recent years. In
1984, the latest year for which data is available, power losses as
percentage of gross generation were about 22.6%, up from 19.3% in 1982.
The losses range from about 12% at Kudat station (less than 2% of total
generation) to 27% at Labuan station (about 10% of total generation).
Losses at the main Kota Kinabalu station (about 45% of total generation)
have been around 20%.

2.3 Non-technical losses of SEB are estimated at 5-8% which

represents about US$4.6 million at current oil prices. The value of

technical losses is estimated at US$3.9 million.

III. Objectives

3.1 The objective of the Power Efficiency Audit is to define an

economically feasible action program for operational improvements. More

specifically it will:

(a) review the major generation facilities to identify areas where

plant rehabilitation is economically justified and analyze the
opportunities for improvement in maintenance practices;
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(b) prepare a comprehensive action program to reduce non-technical
losses, including an analysis of program costs, necessary
equipment and software requirements;

(c) estimate the level and location of technical losses, determine
their main causes, and prepare a practical, project-oriented
program to reduce technical losses in the short and long run.

IV. Cost/Timing/Status

4.1 At the request of the SEB and the Government of Malaysia, a
mission has been planned for October 1986, to implement the Power System
Efficiency Study. The mission members include one power generation

engineer, one transmission/distribution engineer, one commercial
engineer, and one economist. Total duration of the mission will be about

one month, and the total cost of the activity will be about US$100,000.



UNDP/World Bank

Energy Sector Management Assistance Program

Thailand

Lignite Development Study Project Proposal

I. Background

1.1 The recent Energy Assessment Report prepared under the joint
UNDP/World Bank Energy Assessment Programme identified lignite as an
important commercial energy source available to Thailand to reduce its
heavy dependence upon imported energy (52% in 1982). Lignite is already
an important fuel in power generation, but there is a need to formulate
an overall program to expand exploration and development of lignite for
non-power uses. The National Energy Administration has thus requested
ESMAP assistance to identify the prospects for and issues involved in
increasing lignite consumption and production over the medium to long
term.

II. Aim and Scope of the Proposal

2.1 This activity will focus on the following issues:

(a) Prospective Lignite Supply and Demand - focusing on quantity
and quality of mineable lignite reserves and the size of the
potential market for lignite in industry;

(b) Economic Issues - evaluating the competitiveness of lignite as
compared to alternative fuels on a delivered cost, useful
energy basis; and

(c) Institutional Issues - reviewing mining regulations and the
effect these have on lignite exploration and production, as
well as the respective roles of the public and private sectors
in lignite development.

III. Cost/Timing/Status

3.1 Preliminary estimates indicate that the study would cost about
US$170,000, excluding the Government contribution. The bulk of these
funds are likely to be provided by the UNDP from its country IPF for
Thailand. A draft project document has been prepared and a mission is
planned in late-October to finalize the project document and to agree
upon the schedule for the subsequent work which is expected to begin by
the end of the year.

IV. Documentation

4.1 Thailand: Issues and Options in the Energy Sector (report
No. 5793-TH, September 1985).



UNDP/World Bank

Energy Sector Management Assistance Program

Syria
Power System Efficiency Audit

I. Objective

1.1 The objective of the Power System Efficiency Audit is to help

Syria's Public Electricity Establishment (PEE) prepare a program of

,actions to reduce power system losses which are nearly one quarter of net

electricity generation. These losses consist of: (a) non-technical

losses due to statistical and metering errors as well as energy theft;

(b) technical losses in the power distribution system related to system

design criteria; and (c) losses in power generation due to lack of

adequate thermal conversion efficiency monitoring, maintenance planning,

and plant availability.

II. Background and Justification

2.1 The PEE power system consists of about 1700 MW of thermal and

hydro plants. The need for a Power System Efficiency Audit was

emphasized in the Syria Energy Assessment 1/ given losses in the PEE

power system around 24% of net generation. The implementation of a

vigorous action program to improve the efficiency of technical and

commercial operations should enable PEE to reduce losses to about 10-15%

of net generation. PEE already has formed a committee to work on loss

reduction. The committee's main focus has been on the reduction of

non-technical losses by checking the accuracy of substation metering and

that of industrial and customers. In 1984, the committee was able to

reduce losses by about 1% of net generation at a financial savings of in

the order of US$3.7 million. For the implementation of improvements on a

large scale, PEE requires the technical services and equipment to be

provided under the Audit.

III. Scope of Work

3.1 The Power Efficiency Audit's scope of work is as follows:

(a) classify the power losses according to type, i.e. technical or

non-technical (station service, technical loss, statistical

error, metering error, theft and diversion);

(b) determine the amounts of the technical losses at various

voltage levels;

1/ Syria: Issues and Options in the Energy Sector, May 1986.
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(c) prepare a comprehensive, costed and scheduled program for
reducing technical losses including optimizing real and
reactive power dispatch, adding of capacitors, if required,
changing design criteria, etc.;

(d) prepare a comprehensive action-oriented program for reducing
non-technical losses including improvements in metering,
billing and commercial operations;

(e) assess the capability of PEE for implementing the identified
power loss reduction prospects and define-any measures required
to appropriately strengthen the institutional framework for
subsequent implementation of a power loss reduction program;

(f) prepare a program to improve conversion efficiency of thermal
plants, including changes of instrumentation, controls,
training, etc.; and

(g) recommend supportive measures required for successful
implementation of the power-loss reduction program.

IV. Cost and Timing

4.1 The total cost of the Audit is estimated at US$162,000 of which

US$140,000 will be funded by UNDP from its country IPF, and US$22,000 by
ESMAP core funds. Staffing will consist of 28 manweeks of ESMAP core
staff and 25.5 manweeks of specialized consultant support--a power
distribution engineer, a commercial engineer, a steam plant mechanical

engineer and a steam plant efficiency manager. The equipment to be
provided under the project consists of (a) an IBM PC-AT computer and
accessories; (b) a Summagraphics Microgrid Digitizer; (c) Distribution
Primary Analysis Software (DPA); and (d) software for accessing DPA data
via the digetizer (DIG). The Audit is planned to begin the last week of

October 1986, for a period of three weeks.



September 22, 1986

Mr. Ian Hume

Dr. Phisit's Visit

Ian -

Attached is a preliminary program for the above, based on the
following assumptions:

(a) Dr. Phisit will be here only for Oct. 14; Piyasavasti and
Tienchai will stay on for Oct. 15.

(b) The main emphasis of the visit should be on the restructuring
study, where additional discussion and interchange of ideas
would be very useful; consequently, I have blocked out the whole
morning for this subject.

(c) You would be interested/available in participating in all the
discussions for the first day; if you would like to restrict
your involvement, one possibility would be for you to skip the
two afternoon sessions. However, given Dr. Phisit's sensi-
tivities, your continued presence might be worthwhile. I myself
plan to be present for all sessions, unless you would suggest
otherwise. On the second day (i.e., without Phisit) I have
scheduled a brief wrap-up discussion with you.

(d) Notwithstanding Phisit's penchant for "le grand siecle", all
meetings should be kept as small as possible to encourage
productive and frank interchange of ideas; I have therefore
limited attendance to staff most directly involved with the
particular subject.

(e) We would like to entertain the visiting delegation to lunch. On

the first day, I have proposed a lunch to be hosted by Tony and
to include Bob Sadove and Khalid Ikram; Vineet Nayyar could also

be invited. On the second day I would take Piyasavasti and
Tienchai to lunch with the other working level staff.

In terms of background papers, I would suggest that we arrange
for the delegation to receive, upon arrival at their hotel, copies of the

issues papers for the three main activities. These papers will have been

reviewed in the Bank earlier so this should not pose any major
problems. This advance notice will also enable us to ensure that the
meetings are a productive dialogue rather than a repeat of the Bangkok
syndrome whereby we are asked to perform without much feedback.

Look forward to your comments.

M~aVod

cc: Mr. Montfort (EGY)



Draft Program

October 14 Visit of Thai Delegation

Time Room

9:30 - B611 Introductory Meeting to agree upon agenda for

10:00 visit; update on status of various ESMAP
activities.

Participants: Drs. Phisit, Piyasavasti, Tienchai

Messrs. Hume, Ahmed, Jechoutek

10:00 - Small Restructuring/Privatization Study Working Meeting

12:30 Conference
Room Participants: Thai Delegation

Messrs. Hume, Ahmed, Daffern, Flannery, Borthwick,
Albouy, Lav, Jechoutek

12:30 - Small Lunch for Thai delegation; hosted by Mr. Churchill (?)
14:00 Conference also attending: Messrs. Hume, Ahmed, Ikram, Sadove,

Room Nayyar

14:15 - Small Lignite Study working meeting.

15:00 Conference
Room Participants: Thai Delegation

Messrs. Hume, Ahmed, Borthwick, Warren, Barrientos,
Lav, Jechoutek

15:15 - Small Oil Price Impact Study working meeting.

16:00 Conference
Room Participants: Thai Delegation

Messrs. Hume, Ahmed, Aleem, Lav, Jechoutek

16:00 - Small Wrap-up Discussion

16:30 Conference
Room Participants: Thai Delegation

Messrs. Hume, Ahmed, Jechoutek

October 15
Dr. Phisit will not be available but working level

discussions will continue with Dr. Piyasavasti

and Tienchai on

9:30 - Restructuring/Privatization Issues

12:00

12:00 - Lunch hosted by Mr. Ahmed, other working

13:30 level staff to participate as appropriate

14:00 - Oil Price Impact Issues

15:30

15:30 - Wrap-up Discussion with Mr. Hume

15:45



The World Bank 1818 H Street, N.W. (202) 477-1234
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September 17, 1986

Mr. Bruce Harland

United Nations Development Programme
304 East 45th St.

New York, New York 10017

Subject: South Pacific Petroleum Supply Study

Dear Bruce:

Masood Ahmed has briefed me on your conversation with him last
Friday in which you relayed the concerns that had been raised regarding
the above study at the recent meeting you attended in the region. I know

that you are well aware of the extensive history of this specific ESMAP

activity but, as we have not been in contact on this matter for some
time, I would like to bring you up to date on its current status and to

provide you with the rationale behind our decision not to process the

report beyond the green cover stage.

You will recall that this ESMAP activity was initiated in mid-1985

in response to requests from a number of South Pacific Governments for
assistance in reducing their high petroleum import costs, which had been

identified as the single most important area of concern in the Energy
Assessment Report for these countries. In initiating this work we were

aware of the political and commercial sensitivity of the subject and of

the fact that the regional agencies--notably SPEC and PEDP--had a deep
interest in this area and had already been carrying out some analytical

work to assist their member countries. Partly as a consequence, we

embarked on this work in collaboration with SPEC and PEDP and the ESMAP
field mission included representatives from these agencies. As you know,

the field work of the mission was also extended at a late stage to cover
additional smaller islands in response to a request by SPEC.

The mission's analysis, based on short visits to a number of

countries, confirmed the scope for reducing petroleum import costs and

suggested that this reduction could best be obtained by switching to a
system of competitive procurement of the region's petroleum product

requirements. Moreover, the mission concluded that in order for the

smaller islands to benefit from the economies of scale to be obtained

from such a competitive procurement system, a regional tender would

generate the highest benefits. The mission also evaluated a variety of

other options for reducing the cost of petroleum product imports but

these were found either to generate lower benefits or to entail non-

commercial transactions whose benefits were difficult to quantify in the
abstract. The objective of the report was, therefore, to present these

various options and their comparison to the Governments concerned for

their review and decision. The report also noted the prerequisites for

the successful implementation of a competitive regional tender.

ITT 440098 RCA 248423 WUI 64145 Y-7040
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The draft report was sent in March 1986 to the Governments concerned

for review, and a meeting to discuss this report was organized by SPEC in
May 1986. I should note that this reflected a considerable delay on our
part in the transmittal of the report to the Governments. As you know,
this delay was due to the extended absence of the mission leader due to
major surgery.

When the report was discussed at the inter-Governmental meeting in
Suva, it became clear that there had been major changes in the petroleum
supply situation in the region--changes which had rendered a large
portion of the ESMAP study's recommendations as out-of-date.
Specifically, it transpired that the traditional suppliers of petroleum
products to the region had voluntarily adopted a new pricing formula
which resulted in much lower costs for the importing countries. In fact,
the pricing formula they had adopted was designed to generate a volume of

savings which was not dissimilar to the volume that the ESMAP study had
envisaged would have been obtained through the adoption of a competitive
tender system. As a result of this development, the benefits of
switching to a competitive tender system are, of course, largely
obviated. Moreover, if the new pricing system continues to be
maintained, this would mean that the countries of the region would be
able to obtain much of the benefits of a competitive tender without
incurring the administrative costs and disruption that would inevitably
have resulted from a switch in procurement practices. Consequently,

while the ESMAP report has been rendered operationally obsolete, the

original objections of the ESMAP intervention have been largely realized.

Under these circumstances, and given the sensitive nature of the
subject, we did not see much point in processing this report into blue
cover for wider circulation. We recognize that this is an exception to
the standard ESMAP practice of producing blue cover activity completion
reports for all tasks, but I believe that such an exception is well
justified in the circumstances. Moreover, if ESMAP is to provide

assistance to governments on sensitive and confidential areas, such as
petroleum procurement, I am sure you will agree that such exceptions will

also need to be made in a few special cases in the future.

Finally, in regard to this study, let me also address the issue of

the quality of ESMAP work which, as you know, has been criticized in two

consultant reports commissioned by SPEC/PEDP and circulated at the Suva
meeting last May. We have now carried out a detailed and thorough
internal review of the substantive points raised by these studies and we

have found that these can be largely addressed in terms of factual
misunderstanding or differences in professional judgement. Consequently,

we were disappointed that we did not have an opportunity to review these

studies prior to their circulation because some of the "atmosphere"

generated by them could have been avoided. I would be happy to share
with you the details of our internal review at our next meeting.
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Let me turn now to the question of the small personal-computer-based
model of petroleum supply logistics that was being developed in

association with this work. For obvious reasons, we would like to ensure
that this model has been adequately tested in an operational context
before we release it for use by other professional agencies. Moreover,
its utility in the South Pacific context is, in any event, much lower
given the decision not to proceed with a competitive regional tender
system. Consequently, our proposal is to produce the results of this
work in the form of an "ESMAP note" which could be circulated to
interested parties both in the South Pacific and in other regions. We

anticipate that such a note would be ready towards the end of the year.
However, I understand that you have promised SPEC and PEDP that the
results of this work will be made available to them in time for a seminar

being organized in late October. Although it is unlikely that the model

will have been fully tested and debugged by that time, under the
circumstances I will ensure that the available material is sent out for

the seminar, with clear caveats on the state of its operational

readiness.

I trust that the above provides you with a useful background on this

activity and that you will concur with our decision to terminate this
activity at the green cover stage. I am enclosing, for your records,

three copies of the green cover draft of the report.

Please do not hesitate to call me if you have any comments or

queries on this subject. Best regards.

Y r s s i we r e l y ,

Ian Hume
Assistant Director
Energy Department

Attachment

cc: Mr. Tim Rothermel, Director

Division for Global and
Interregional Projects

United Nations
Development Programme

cc: Messrs. Struben (AEASP);
Mian (EGYD2).

MAhmed:hm



September 17, 1986

Mr. Ian Hume

South Pacific Petroleum Supply Study

Ian -

Bruce Harland called me last Friday to inform me that he had
just returned from participating in a meeting of UNPEDP in Suva where, as
might have been expected, the above study came in for considerable
criticism. Since he was familiar with the history of this activity, he
was able to defend the work and to deflect some of the unjustified
criticism. However, in the process he promised that he would "extract" a
final report from us and also ensure that the computer model that has
been developed in association with this work would be sent to the
regional agencies prior to a seminar that is being organized by the
Australian Government on this subject in late October. The purpose of
his call was to ask when he could expect to receive the final version of
the study and the model.

I explained to him that following the internal review of the
green cover review meetings in Suva, it had been agreed that it was not
useful to process the report further because it had been overtaken by
events. This position had been communicated to the Governments
involved. Regarding the computer model, we were not very enthusiastic
about sending this to the regional agencies until its operational
effectiveness had been tested and the software had been tried and
debugged. Given the recent events in the South Pacific, the need for
such a model was in any case operationally much less urgent. I told him
that the current proposal was to produce the results of this work in the
form of an ESMAP note which could be used in other countries and which we
expected would be ready later in the year.

Mr. Harland indicated that he had received a copy of the green
cover report 'and had been aware of our general position. However, he
felt that as the Director of the Energy Account which funded this
activity he should have received from us directly (i.e., not through
DGIP/NY), a report on this work and why we did not propose to process it
into final blue cover. I'm not sure that its quite as obvious but, as he
seemed genuinely annoyed, I apologized to him for this oversight and told
him that we would send him a letter early this week which would formally
transmit a copy of the green cover and explain why it was no longer
useful to process the report into blue cover. Regarding the model, he
insisted that while we could continue with the preparation of the Energy
note, if this was not in final form by mid October we should send to him
whatever material was then available with suitable caveats on its
usability. I agreed to do so as long as it was clearly understood that
the model would probably not have been fully debugged by that time.

A draft of the proposed letter is ttached for your approval and
signature.

Masoo Ahmed

cl and cc: Mr. Mo t
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September 17, 1986

Mr. Bruce Harland
United Nations Development Programme
304 East 45th St.

New York, New York 10017

Subject: South Pacific Petroleum Supply Study

Dear Bruce:

Masood Ahmed has briefed me on your conversation with him last
Friday in which you relayed the concerns ,that had been raised regarding
the above study at the recent meeting you attended in the region. I know
that you are well aware of the extensive history of this specific ESMAP
activity but, as we have not been in contact on this matter for some
time, I would like to bring you up to date on its current status and to
provide you with the rationale behind our decision not to process the
report beyond the green cover stage.

You will recall that this ESMAP activity was initiated in mid-1985
in response to requests from a number of South Pacific Governments for
assistance in reducing their high petroleum import costs, which had been
identified as the single most important area of concern in the Energy
Assessment Report for these countries. In initiating this work we were
aware of the political and commercial sensitivity of the subject and of
the fact that the regional agencies--notably SPEC and PEDP--had a deep
interest in this area and had already been carrying out some analytical
work to assist their member countries. Partly as a consequence, we
embarked on this work in collaboration with SPEC and PEDP and the ESMAP
field mission included representatives from these agencies. As you know,
the field work of the mission was also extended at a late stage to cover
additional smaller islands in response to a request by SPEC.

The mission's analysis, based on short visits to a number of
countries, confirmed the scope for reducing petroleum import costs and
suggested that this reduction could best be obtained by switching to a
system of competitive procurement of the region's petroleum product
requirements. Moreover, the mission concluded that in order for the
smaller islands to benefit from the economies of scale to be obtained
from such a competitive procurement system, a regional tender would
generate the highest benefits. The mission also evaluated a variety of
other options for reducing the cost of petroleum product imports but
these were found either to generate lower benefits or to entail non-
commercial transactions whose benefits were difficult to quantify in the
abstract. The objective of the report was, therefore, to present these
various options And their comparison to the Governments concerned for
their review and decision. The report also noted the prerequisites for

the successful implementation of a competitive regional tender.

ITT 440098 RCA 248423 WUI 64145 Y-7040
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The draft report was sent in March 1986 to the Governments concerned

for review, and a meeting to discuss this report was organized by SPEC in

May 1986. I should note that this reflected a considerable delay on our

part in the transmittal of the report to the Governments. As you know,
this delay was due to the extended absence of the mission leader due to
major surgery.

When the report was discussed at the inter-Governmental meeting in

Suva, it became clear that there had been major changes in the petroleum
supply situation in the region--changes which had rendered a large
portion of the ESMAP study's recommendations as out-of-date.
Specifically, it transpired that the traditional suppliers of petroleum
products to the region had voluntarily adopted a new pricing formula
which resulted in much lower costs for the importing countries. In fact,

the pricing formula they had adopted was designed to generate a volume of

savings which was not dissimilar to the volume that the ESMAP study had
envisaged would have been obtained through the adoption of a competitive
tender system. As a result of this development, the benefits of

switching to a competitive tender system are, of course, largely

obviated. Moreover, if the new pricing system continues to be

maintained, this would mean that the countries of the region would he

able to obtain much of the benefits of a competitive tender without

incurring the administrative costs and disruption that would inevitably
have resulted from a switch in procurement practices. Consequently,

while the ESMAP report has been rendered operationally obsolete, the

original objections of the ESMAP intervention have been largely realized.

Under these circumstances, and given the sensitive nature of the

subject, we did not see much point in processing this report into blue

cover for wider circulation. We recognize that this is an exception to

the standard ESMAP practice of producing blue cover activity completion

reports for all tasks, but I believe that such an exception is well

justified in the circumstances. Moreover, if ESMAP is to provide

assistance to governments on sensitive and confidential areas, such as

petroleum procurement, I am sure you will agree that such exceptions will

also need to be made in a few special cases in the future.

Finally, in regard to this study, let me also address the issue of

the quality of ESMAP work which, as you know, has been criticized in two

consultant reports commissioned by SPEC/PEDP and circulated at the Suva

meeting last May. We have now carried out a detailed and thorough

internal review of the substantive points raised by these studies and we

have found that these can be largely addressed in terms of factual

misunderstanding or differences in professional judgement. Consequently,

we were disappointed that we did not have an opportunity to review these

studies prior to their circulation because some of the "atmosphere"

generated by them could have been avoided. I would be happy to share

with you the details of our internal review at our next meeting.
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Let me turn now to the question of the small personal-computer-based
model of petroleum supply logistics that was being developed in

association with this work. For obvious reasons, we would like to ensure

that this model has been adequately tested in an operational context

before we release it for use by other professional agencies. Moreover,
its utility in the South Pacific context is, in any event, much lower

given the decision not to proceed with a competitive regional tender

system. Consequently, our proposal is to produce the results of this

work in the form of an "ESMAP note" which could be circulated to

interested parties both in the South Pacific and in other regions. We
anticipate that such a note would be ready towards the end of the year.

However, I understand that you have promised SPEC and PEDP that the

results of this work will be made available to them in time for a seminar

being organized in late October. Although it is unlikely that the model

will have been fully tested and debugged by that time, under the

circumstances I will ensure that the available material is sent out for

the seminar, with clear caveats on the state of its operational

readiness.

I trust that the above provides you with a useful background on this

activity and that you will concur with our decision to terminate this

activity at the green cover stage. I am enclosing, for your records,

three copies of the green cover draft of the report.

Please do not hesitate to call me if you have any comments or

queries on this subject. Best regards.

Yours sincerely,

Ian Rume
Assistant Director

Energy Department

Attachment

cc: Mr. Tim Rothermel, Director

Division for Global and

Interregional Projects

United Nations

Development Programme
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Let me turn now to the question of the small personal-computer-based
model of petroleum supply logistics that was being developed in
association with this work. For obvious reasons, we would like to ensure
that this model has been adequately tested in an operational context
before we release it for use by other professional agencies. Moreover,
its utility in the South Pacific context is, in any event, much lower
given the decision not to proceed with a competitive regional tender
system. Consequently, our proposal is to produce the results of this
work in the form of an "ESMAP note" which could be circulated to
interested parties both in the South Pacific and in other regions. We
anticipate that such a note would be ready towards the end of the year.
However, I understand that you have promised SPEC and PEDP that the
results of this work will be made available to them in time for a seminar
being organized in late October. Although it is unlikely that the model
will have been fully tested and debugged by that time, under the
circumstances I will ensure that the available material is sent out for
the seminar, with clear caveats on the state of its operational
readiness.

I trust that the above provides you with a useful background on this
activity and that you will concur with our decision to terminate this
activity at the green cover stage. I am enclosing, for your records,
three copies of the green cover draft of the report.

Please do not hesitate to call me if you have any comments or
queries on this subject. Best regards.

Yours sincerely,

Ian Hume
Assistant Director
Energy Department

Attachment

cc: Mr. Tim Rothermel, Director

Division for Global and
Interregional Projects

United Nations
Development Programme

cc: Messrs. Struben (AEASP);
Mian (EGYD2).
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September 17, 1986

Mr. Ian Hume

FY86 Retrospective Review

Ian -

We have reviewed the FY86 TRS data for our division and provide
below a brief explanation for the major deviations between planned and
actual statistics. However, we would like to point out that these data
are highly unreliable for the following reasons:

(a) For the first three months of the year, the recorded data were
for the old combined assessments division; although there has
supposedly been a retroactive separation of the data, a number
of anomalies still remain.

(b) The confusion regarding whether UNDP staff time should be in or
out and if so whether this should cover all activities or just
Bank funded activities has inevitably resulted in
misrecording. A parallel question is the practice regarding the
recording of Bank staff time for ESMAP work.

(c) There are also simple discrepancies between divisional records
and MIS printouts--for example, our division records show an
input for MAA of 53 SW whereas the MIS printout shows a total
input of 33 SW for MAA and MIA.

(d) The MIS data printout follows a curious accounting practice
whereby support from EGYS1 to other EGY divisions is shown on
the planned side but excluded from the actuals. This results in
a discrepancy of over one staffyear in our numbers.

Given these factors I suggest considerable caution in

interpreting trends from the MIS numbers for FY86. Hopefully the
problems will be largely corrected in FY87 as a result of the

incorporation of ESMAP into an integrated divisional budgeting system and
the subsequent generation of more meaningful data. In the interim, we
set out below the major substantive changes in the scope of the
division's Bank-funded economic and sector work program for FY86.

During FY86, the division completed the preparation of six

energy sector reports. These included four energy assessments (Sao Tome
and Principe, Burkina, Thailand and Syria), two of which (Syria and
Thailand) fed extensively into the preparation of subsequent Bank lending
operations and ESMAP preinvestment activities in these countries. The

division also prepared two energy strategy papers (Korea and PNG); both
of these papers were considered to be useful documents by the regional
staff for the formulation of the Bank's assistance strategy in the energy
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sector of these countries. At the end of the year, work was in progress

on six other activities which are expected to be completed in FY87

(Ghana, YAR, Guinea, Congo, Sierra Leone, Gabon). Finally, in

consultation with regional staff, a decision was taken to drop some

activities whose utility had been reduced by exogenous developments.

These were the energy strategy papers for Burkina and China, a petroleum

supply and distribution study in West Africa and an energy investment

study in Indonesia. In two of these cases (Indonesia and China) EGYS1

staff have instead participated in other regionally managed ESW tasks of

more immediate operational relevance. In terms of the budget performance

for individual tasks, significant deviations from original plans were

experienced on the energy assessment studies for Ghana and Syria because

of the need to incorporate extensive revisions resulting from the mid-

course collapse of oil prices; for the Guinea Energy Assessment where a

rapidly changing Bank position on the electric power sector adversely

affected the resource requirements and timing of the Assessment Report;

and for Yemen Energy Investment Options Study where the work was

accelerated to meet a tighter deadline on the part of the Government.

Bernard Montfort

cc: Mr. Ahmed (EGYS1).

Mrs. Nemitz, Ms. Walsh o/r (EGY).



THE WORLD HANK INTFHNATIONAL HNANCE CORPORATION

OFFICE MEMORANDUM

DATE: September 16, 1986

TO: Files

FROM: Masood Ahmed, Deputy Division Chief, EGYSI

SUBJECT: Mr. Alexander Cside, Power Engineer

1. Mr. Cside called me to inquire about the possibility of a Power
Engineer's position in the Energy Department. Mr. Cside has worked as a
consultant on the Bangladesh power efficiency mission which was led by
Al Gulstone. Based on his performance on the mission and the subsequent
report he produced, Mr. Cside would not be a suitable candidate for either
further consultancy work or for a staff position in the Division.

Consequently, I told him that I did not see any possibilities of a suitable
opening for him in the Department. He also inquired about Power Engineer
vacancies in other parts of the Bank. I advised him to apply directly to the
Personnel Department for information on general Power Engineer vacancies in
the Bank. However, even for those vacancies I do not think that he would be a
particularly strong candidate.

2. I discussed this evaluation with Mr. Bachrach who was also on the
Bangladesh mission and who concurs with this assessment. Al Gulstone is
currently away but this evaluation also reflects his view of Mr. Cside's
suitability.

cc: Messrs. Montfort, Fish, Dosik, Gulstone, Bachrach (EGY).

MAhmed:mdd
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September 12, 1986

Mr. Ian Hume, EGYPS

Re: .UNDP Budget Tracking System

Ian -

The Wednesday meeting with Valerie King turned out to be quite
positive, in that, once you have eliminated all of the technical foliage,
it appears that real progress is indeed being made to establish an
operational budgeting system for ESMAP. As I understand it, subject to
certain approvals that she is seeking to obtain from Mike Ruddy at a
meeting next Friday, we should have a working ESMAP budget system by the
begining of November. I should note that in its initial stages this
system will still require some manual data input for donor related
information and for some accounting information which has to fed back
from Loan Department. Further, while this system will meet our primary
needs as managers and it will also met the Bank's own requirements for
information flows about ESMAP activities, additional work will be needed
to generate reports which will be easily assimilated into the UNDP.
Specifically, project budgets and revisions thereto for UNDP project
documents will for the moment need to be done as they are now i.e.,
manually. Notwithstanding these limitations, if phase one, which is what
this state of affairs is described as in Valerie's memo, is indeed
operational in November this will be a major achievement in bringing the
ESMAP budgeting on to a firmer basis.

I impressed upon her the need to produce a detailed user's
manual and to recognize clearly the very different needs of different
categories of users for the system. Specifically she should produce a
separate section designed for the managers of the program which would
deal mainly with how they can retrieve data and reports in a highly user
friendly mode; a separate section should provide detailed instructions on
data entry and manipulation and on system maintenance which would be more
useful for the technical staff dealing with budgeting in the two
divisions. I also agreed with her that during the month of November we
should allow time for extensive testing and de-bugging of the system as
well as for hands-on training which will be required for both managers
and budget staff to come to terms with the system. In terms of the
preparatory work, we need to ensure that our existing local system has up
to date data by the middle of October because the proposal is for the new
system to start off with a transfer of the data that exist already in our
local system. This work will need to be done by the budget assistants in
EGYSI and II with special input from Raquel on matters that span both
divisions.

Please call me if you have any quer'es on lhis.

Masoo hmed,

cc: Messrs. Montfort, Bates, Dosik aIR



THE WORLD BANK /INTERNATIONAL FINANCE CORPORA TION

OFFICE MEMORANDUM

DATE: Sepember 11, 1986

TO: EGYSI/Joint rvices Staff

FROM: Angelica Fer ative Secretary, EGYSI

SUBJECT: Minutes of September 4 meeting

1. The meeting chaired by Mr. Montfort commenced with a warm
welcome to Helene Talon who has joined us from Belgium. He then made
several announcements on personnel related matters before proceeding to
discuss items on the agenda:

Personnel Related Matters

It was announced that Mr. Naiem Sherbiny was offered a position
in the West Africa Projects division and will be leaving us on November
1, 1986. Also that Mr. Jean-Loup Dherse, who was the Vice President of
Energy and Industry, had resigned to take up a new job outside the Bank.

Mr. Montfort went on to announce that Mr. Megateli will be
joining us on September 15 and that he had offered a researcher position
to Hany Assaad.

In addition to the above he announced another piece of good news
i.e. EGYS1 had received two additional Bank positions. These positions
were being given to Willem Floor and Dale Gray.

Discussions with UNDP, New York

Reverting to the first item on the agenda, Mr. Montfort briefed
us on the discussions that took place in New York. One concern expressed
he said, was the way funds are identified and channelled to us. UNDP
would like the funds channelled through them rather than directly to the
Bank from the donors. Mr. Montfort agreed that it was the best way since
UNDP already has established procedures to process funding and besides it
would save us a lot of time in processing the paperwork.

UNDP also informed that they had received requests from Egypt
for an energy assesssment in addition to Bahrain and Vietnam.

Restructuring of the Energy Strategy and Preinvestment divisions

Following extended discussions in New York on this subject,
Mr. Montfort announced that the restructuring of the two divisions was
likely to take place as soon as Mr. Churchill receives approval from
Mr. Ernest Stern. In the meantime, the four managers of the two
divisions have to concentrate in working out the details since the
implementation is expected to take place around Christmas. It is

tentatively planned to restructure along the lines of household energy in
one division and energy efficiency and strategy in the other.

P-1867
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Office Technology Meeting

Dawn Pigman reported that at the meeting of the office
technology group held on September 3 Randi Selehdar had put forward a
proposal of allocating 60% NBI 2000s and 40% IBM PC to each division.
Various staff reacted adversely to the prospect of receiving an NBI 2000
when they were told that this machine did not have the capacity to deal
with Lotus 1-2-3. Following a brief discussion on this subject it was
decided that a memo should be sent to Randi recommending that we receive
a few more PCs in place of the 60% NBI 2000s.

Recruitment of Consultants

Mr. Ahmed reminded the staff that the procedures for recruiting
consulting firms (as opposed to individual consultants) were very clearly
defined in the Bank and needed to be followed to the letter as well as in
spirit. There had been one or two incidents recently when staff
proposing to recruit consulting firms had not familiarized themselves
thoroughly on these procedures. It was agreed that a discussion of these
procedures should take place at a divisional meeting in the near future.

Task Budget Performance

Mr. Ahmed also raised the issue of task budget performance based
on the results of the FY86 sector work tasks which showed an overrun on
the planned budgets for a number of these tasks. He pointed out that
with the introduction of the CAM, task budget performance would be
monitored much more closely in FY87 and the ability to deliver tasks
within agreed budgets was likely to be one important component of
evaluating the performance of higher level staff and their divisional
managers.

One other item mentioned at this meeting was that publications
of all EGY Department Papers were suspended until the committee, chaired
by Mr. Hume, had reviewed the present system of issuing publications and
had set up procedures for future publications.

cc & cleared with Mr. Ahmed (EGYSI)

AFernandes:MAhmed/aaf



September 10, 1986

Mr. Ian Hume, EGYPS

Re: Thailand Meeting

Ian -
At Tuesday afternoon's meeting on Thailand with Messrs. Barricentos

and Warren (IND) and Kikuchi (AGA) the following was agreed to:

1) IND agreed with the non-EGAT focus of the study and said it
would fit in well with their own preparation plans for the
next lignite project in Thailand. That project is to have
an increased private sector focus.

2) IND has agreed to provide staff resources to help
prepare/supervise the work from their CAM allocation for
the next lignite project.

3) IND will review the draft project document and estimate the
manpower required to implement this study. Everyone agreed
that the type of study we all had in mind would cost much
less than $350,000. It was considered very likely it would
cost less than $100,000. John Borthwich and Colin Warren
will go through the project document in detail today to
preapre a draft budget and to review the scope of work.

4) As NEA has a vested interest in lignite a more broad-based
steering committee would be established including NEA, DMR,
as well as other concerned parties; this is fine with
Karl's suggestion in his telex of August 27.

5) The proj>ct document would be revised as appropriate by
,:iday, Vor FAXing to Bangkok.

2 yen '.hat Praphat will be out of town until October 15, a
,j ssi: would visit Thailand in late October to finalize

1, _-,ct document and agree upon the timetable for
,1b68 eq L wrk. Colin Warren would probably be available

>.7 k - ion which John Borthwich would lead for us.

cc. Bernard Montfort, 
John Borthwick 

Mas IAhmed

MAhmed:mdd
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THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Date: September 3, 1986

To: EGYSI High Level Staff

Messer. Ferroukhi, Decaux, EGYPA

From: Masood Ahmed, Deputy Chief, EGYSi

Subject: FY86 ESW Task Budget Performance

1. Attached please find a list of the economic and sector work
tasks that we carried out last fiscal year, showing the actual and

budgeted staff weeks for each task as well as its status at the end

FY86. For the FY86 retrospective review each division must now provide

an explanation of any significant deviations between plans and

outcomes. In the interests of efficiency I would like us to focus on

those tasks where the deviation between revised budgets and actual usage

of staff weeks exceeds at least 10% or 5 SW, whichever is greater. I

would be grateful if the staff responsible for those tasks would provide

me, by the end of this week, a short paragraph outlining the reasons for

this deviation. Please also note and flag if you anticipate any
difficulty with the FY87 SW allocation and timetable for the final
report.

cc: Mr. Montfort (0/R)

Ms. Nemitz

P-1867



FY86 COUNTRY ECONOMIC AND SECTOR WORK
Retrospective Review

(Based on FY86 Allocated Work Program)
--excl. overtime and Asst.Level staff--

Stai f weeks
- FY87 Date of final report

Product ID Name Orig. Revis.Actual Alloc. (Yellow, Green, Grey) Comments

3BENSR012 Petrol. Supply & Distr. 10 0 0 0 - Dropped

:BURSR011 Energy Strategy Paper 10 0 1.3 0 - Dropped

30BSR004 Energy Assessment 65 65 56.2 16 11/87 Grey Task scheduled to be completed in FY87

3.GHASR005 Energy Assessment 65 65 86.6 0 9/30/86 Grey Task scheduled to be completed in FY87

76UISR005 Energy Aissessment 45 65 86 0 10/1/86 Task scheduled to be completed in FY87

7AILSP008 Enerqv Assessment 80 70 63.1 10 1/0187 Grey Task scheduled to be completed in FY87

'STPSR002 Enerpy Aqssessment 10 10 10.6 6 11/20/85 Grev Task Completed

5EGTSR011 Gas Strateqy Review 30 20 1.i 6 12;87 Grey Task scheduled to be completed in FY87

5SYRSR001 Enerqy Assessment 14 14 31.1 0 5. n3/6 Grey Cover Task Completed

5YARSR019 Energy Options Study 35 42 53.8 15 1/11/86 Grey Task scheduled to be covipleted in FY87

7CHASR021 Enerqy Efficiency 35 0 0 0 Dropped

iINSSRO38 Eneroy Options Review 10 0 1.3 Dropped

7KORSR019 Envrg- issues 20 8 4.4 0 2/13/86 W hite Task Completed

7THLSR012 Energy Assessment o 20 29.3 - 9130/85 Grea Task Completed

7PAPSR008 Enervy Stratecgy Paper 8 6 9.9 1 8/15/56 Yellow Task Completed

TOTAL +u3 G5 435.5 54

CESW-FY36 Budget



The World Bank 1818 H Street, N.W. (202) 477-1234
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT Washington, D.C. 20433 Cable Address: INTBAFRAD
INTERNATIONAL DEVELOPMENT ASSOCIATION U.S.A. Cable Address: INDEVAS

DATE: Setpember 2, 1986

TO: Mr. Francois Bauer, Chief, WAPEG

FROM: Bernard Montfort, Chi

SUBJECT: FY87 Work Program Coordination

1. Now that the final CAM allocations have been agreed for ESW and

other tasks programed for FY87, it would be useful for us to meet to
review the outcome and to compare our operational program so as to
maximize coordination in missions, report timing etc. Would some time

next week suit you?

2. The EGYSI FY87 Work Program for West Africa is attached for
your information.

Attachment

MAhmed:- d

ITT 440098 RCA 248423 WUI 64145 Y-7040



EGYSI FY87 Work Program for West Africa Project

(i) ESW Tasks FY87 SW Comments
Allocation

- Chad Assessment 5.0 Start in 4th quarter
- Congo Assessment 16.0 Completion of FY86 task;
- Sierra Leone Assessment 10.0 Completion of FY86 task;
- Gabon Assessment 42.0 Main mission in 2nd quarter
- Ghana: Energy Efficiency 12.0 Cofinanced with ESMAP funds
- Senegal: Household Energy 20.0 Cofinanced with ESMAP funds
- Nigeria: Sector Update 10.0

115.0

(ii) Support to WAPEG for

- Ghana Energy Strategy Paper 5.0
- Guinea Energy Strategy Paper 2.0
- Guinea-Bissau Power Sector

Note 2.0
- Ivory Coast Energy Strategy

Paper 7.0
- Sierra Leone Energy Strategy 3.0
- Nigeria Power II 2.0

21.0

(iii) Support to Programs

- Mauritania SAC 5.0
- Guinea SAC/CG 4.5

(iv) SWO 12.0

Sub-total Bank funded work 157.5



EGYSI FY87 ESMAP Work Program for West Africa

SYS $
('000)

Senegal Household Strategy 4.8 587 Include ESW
allocation of 0.4 SY

Burkina Household Strategy 1.7 274

Niger Household Strategy 1.1 129 FY86 Start
Niger Stoves Project 0.6 95 FY86 Start
Ghana Sawmills Residue Util. 1.2 130
Ivory Coast Agr. Residue Study 0.2 16 FY86 Start
Ghana Ind. Energy Cons. 1.6 150 Inculdes ESW allowances

of 0.2 SY
Senegal Ind. Energy Cons. 1.8 263 Parallel funding by

CIDA
Togo Power Efficiency 0.8 75
Congo Power TA 1.8 200 Still being planned

Sub-total ESMAP 16.4 1,919
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l INTBAFRAD BANGKOK THAILAND AUGUST 27, 1986

FOR HUME COP YKRAM
RE THAILAND ESMAP LIGNITE STUDY*-
UNDP AGREES IN PRINCIPLE TO ALLOCATE IPF FUNDS TO LIGNITE TASK#
CONDITIONS ASFOLLOWS*
AAAC T OPUT HE TASK N GENERAL FRAMEWORK OF ESMAP WORK IN THAILAND?
IDENTIFYING CONSISTENCY OF INDIVIDUAL TASKS. IN ABSENCE QF ONE
C OORDINATING THAILAGENCY ACCEPTED BY OTHERS, JOB IS OURS.' I WILL
PREPARE SHORT NOTE FOR UNDP RES REP.
BBB- PROVIDE PROJECT DOCUMENT IN STANDARD UNDP FORMAT AS QUICKLY
AS POSSIBLE TO FACILITATE PROCESSING. STATE TOTAL COST OF TASK,
ESMAP CONTRIBUTiON AND UNDP FUNDING, REFERRING TO REQUIRED MAN-MONTHS,
AND TIMING. PROBABLY USEFUL TO FRAME UNDP CONTRIBUTION IN TERMS OF
STRAIGHT CONSULTANT FUNDING WITH QUICK DISBURSEMENT. PLEASE FAX*.,,
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Energy Strategy and Preinvestment Division I, World Bank

OFFICE MEMORANDUM

DATE: AUGUST 28, 1986

TO: Mr R.J. Saunders, EGYPA

FROM: Masood Ahmed, EGYSi

SUBJ.: Publication of attached "Guideline for Identification and
Preparation of Forestry Projects" as an EGY working paper

I attach a copy of the above-mentioned Guideline, which was
prepared by Mikael Grut, and submitted by him for possible publication as
an EGY paper while he was seconded as Energy Forester from EAPCA to EGYS1
during the period January 1985 to August 1986. I have discussed the matter
with Dick Dosik, and we both feel that the paper would be useful as an EGY
publication. Although the Guideline deals with forestry projects in
general, wood in developing countries is overwhelmingly used for fuelwood
or charcoal (more than 90% in some countries), and this makes the paper
very energy-relevant.

Some years ago the FAO/World Bank Cooperative Programme in Rome
prepared a "Guidelines for the Preparation of Agriculture and Forestry
Investment Projects", but the emphasis of that paper is heavily on
agriculture, whereas forestry with its long production period and its
important externalities has many specific features.

In April 1986 the Bank's Economic Development Institute published
Mr Grut's paper as part of a "Collection of Readings on Social Forestry
Projects", which included documentation which had been used in two EDI
courses dealing with social forestry project planning. However, in that
voluminous publication of altogher 534 pages, Mr Grut's Guideline is only
one of 14 different contributions. We therefore feel that there is a need
to have it issued as a free-standing paper. The attached version has also
been slightly updated since April of this year, by introducing references
to the forest policy framework and to the possibility of privatizing
certain forestry activities.

-r44CA*.-
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I. INTRODUCTION

A. Projects are the cutting edge of economic development, and this
note is meant as a brief guide for the borrowers to project identifica-
tion and preparation. These are the initial stages of the project cycle,
the final stage being the appraisal. The latter has to be done by the
financing agency. T'he identification and preparation should as far as
possible be done by the borrower. The format of World Bank reports is
illustrated by the list of headings from a sample appraisal report in
Annex 1.

Project preparation consists of three main parts:

- Defining the technical package: what is it that we want to
do, and how do we propose to do it?

- Determining the costs;

- Determining benefits and rates of return.

These three aspects of project preparation will now be dealt
with in turn.

II. THE TECHNICAL PACKAGE

A. Targets and Phasing

After the targets have been described in the text and justi-
fied, it is useful to summarize them in a table such as, for example,
Table 1.

Table 1: PROJECT TARGETS

Unit Yr. 1 Yr. 2 Yr. 3 Yr. 4 Yr. 5 Total

Building program M2  1600 1200 - - - 2800
Roads km 20 20 30 40 40 150
Land preparation ha 500 1000 1500 2000 2000 7000
Seedling production '000 750 1500 2250 3000 3000 10500
Planting ha 500 1000 1500 2000 2000 7000
Weeding ha 500 1500 3000 4500 5500 15000
Clearing firebreaks km 10 40 100 190 300 640
Etc.

In most cases the table of project targets would be more
detailed than the simplified illustration shown in Table 1. We may, for
example, wish to describe the building program according to residential
and non-residential building. Similarly there may be different
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categories of roads, different types of land preparation, different
species of seedlings etc. Table 1 assumes a 5-year disbursement

period. Most projects have disbursement periods of between 4 and
6 years.

When formulating physical targets, it is generally necessary to
phase them. In Table 1, for example, land preparation and planting start
modestly with 500 ha p.a., increasing to 2000 ha p.a. only in year 4.
The preparation report must convince the lending agency that the physical
targets can be achieved, e.g. in the light of recent past experience and
achievements. There is a strong tendency to be overoptimistic about
project implementation, procurement and disbursement. Therefore, it is
important to make reasonable assumptions about the speed of implementa-
tion. A "normal" or average project phasing usually is more than like
this (in % of total project target):

Year 1 Year 2 Year 3 Year 4 Year 5

10 15 20 30 25

Where finance is being sought in order to boost an ongoing
activity, the incremental targets (and later the incremental costs)
should be shown.

The objective of a community or rural forestry project is
generally the production of fuelwood and building poles. In such a
project the immediate target may be either the establishment of fuelwood
and pole plantations by the forest department, or merely the establish-
ment of nurseries to supply the farmers with seedlings and extension
services so that they themselves can plant trees. If the object is to
supply wood to town dwellers and industry, the former approach should be
followed. If the rural population is the target group, however, the
second approach will generally have to be followed; rural people, who are
used to collecting free fuelwood in the bush, would not normally be
prepared or able to pay for wood produced by the forest department, and
should therefore rather be encouraged to grow their own fuelwood and
poles. This need not necessarily be done in the form of communal planta-
tions, which are usually difficult to bring about, but would preferably
be in the form of individual woodlots or treeplanting around houses and
fields.

B. Land Availability

The preparation report must indicate which land is available
for the project. No doubt the appraisal mission will wish to inspect
it. If three are squatters on the land it may be politically impossible
to remove them, even if the land legally belongs to the forest department
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or the government. Ideally all proposed project sites should be legally
reserved for the project before project appraisal.

C. Species

Indicate which species will be used. Species which have not
been well tried should not be used on a large scale. Lending agencies do
not like risky investments. Keep your options open as far as possible,
by choosing species with several uses, and alternative species.

In rural afforestation projects it is important that the
species should be chosen in consultation with the villagers. Their
preferences will no doubt vary from area to area and may include species
that yield fodder, edible fruit, medicine, shade, and many other products
besides wood.

D. Silvicultural Treatment

What planting espacements, prunings and thinnings (if any), and
rotations are proposed? Here again options should be kept open.
Prunings and thinnings carried out in coniferous plantation, for example,
will make it easier to use the wood for either sawlogs or pulpwood in the
future, depending on market conditions when the trees are ready to be
harvested, but these operations cost money, and their rates of return
should be analyzed.

E. Protection

How will the project plantations or forests be protected
against fire, illegal fellings etc.?

In the case of rural afforestation projects, fencing is
generally a big issue. The villagers often want the project to finance
fences against goats and cattle. Fences are very expensive, however, and
if they are included it may be difficult to achieve a satisfactory rate
of return. Protection is normally only necessary during the first couple
of years, and for that time it may be cheaper to use a watchman,
especially if in the economic analysis one can use shadow wage (see sec-
tion III. I below). If stone fences or hedges (especially of thorny
species) are used, one at least saves the foreign exchange expenditure
which in most developing countries is necessary for barbed wire.

F. Yields

What yields are expected from the project plantations or
forests, and when? If the project is grafted onto an ongoing program, it
is the incremental yields that we are interested in. Indicate if the
yields are over or under (with or without) bark. Be careful not to over-
estimate yields on the basis of sample plot data: sample plots are
generally better looked after than an ordinary plantation, and their
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recorded output generally refers to total volume, including tops and
stumps, and not to utilizable volume.

G. Organization

How will the project be organized? Who will be in charge?
Where will his offic'e be? Who will keep the project accounts? What

activities could be more efficiently carried out by the private sector,
and what incentives are needed to involve the private sector? Etc.
Provide an organizational chart.

A monolithic and tightly-knit type of project organization is
less popular than it used to be. It may be good for the project but bad
for the country. If the project consists of a number of different
components, which would normally be executed by different government
departments, or different branches of the same department, then it may be
better to keep it that way, rather than to create a separate project unit
to handle it all. Although the latter arrangement would simplify

coordination, it would deny the government departments in question valu-
able experience.

Whatever organization is chosen for the project (centralized or
decentralized), there should be one person who coordinates the different
project activities and who liaises with the financing agencies. There

should also be unified project accounts.

In the case of large production-oriented projects there may be
a case for proposing that the executing agency - perhaps the entire
forest department - be given the status of a state corporation. This

would give it the right to retain revenues, and would thus give increased
financial self-sufficiency. It would also give greater managerial
flexibility.

Where a rural afforestation project supports the establishment
of communal woodlots, the preparation report should contain proposals
regarding the organization of the villages for the establishment, protec-

tion and harvesting of the plantation, and for the equitable sharing of
the output. Is the idea that all will participate equally in the work
and in the benefits (hardly possible), or will the hours of input of each
participant be recorded, and form the basis for the later distribution of
the output?

For organizational aspects of rural afforestation extension,
see section M below.

H. Cost Recovery

How will project costs be recovered? Some costs, e.g. for
training, extension work or environmental protection, need not be
recovered. But others, e.g. for the production of wood or seedlings,
should be at least partly recovered. Otherwise the financial burden on
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the Treasury may eventually become very heavy. That part which is not
recovered would then be regarded as a government subsidy justified by
some environmental or social benefit of afforestation. By and large,
however, the forest department should receive a price for its products
which can at least finance the replacement of the harvested crop.

If the forest department, through the project, establishes
plantations on land belonging to some other body, e.g. a village or town
council, an agreement should be worked out from the beginning regarding
how any resulting revenue should ultimately be shared.

I. Training

Sometimes forestry training may be the main object of a
project. But more ofthen some training may be required to back up
certain aspects of the project. If a country is embarking on an ambi-
tious program of rural afforestation, it is important that this should be
reflected in forestry curricula, so that future technicians and profes-
sionals have been exposed to the new thinking. If this is not the case,
the preparation report should indicate how the situation can be recti-
fied, and whether or not this would require any investments that should
be included in the project, e.g. retraining the teachers.

J. Research Needs

Research, like training, may be a major project component in
its own right, or it may be included specifically to back up certain
other components. Specify the requirements, if any, and how they will be
met.

K. Technical Assistance

Will any technical assistance be required? If so, in what
fields, in what form, and for how many man-months? Might it be possible
to finance this by means of bilateral aid?

L. Markets

What are the markets for the produce that will come from the
project? Are you sure that there will be a demand for this produce?
Analyse risks.

How do you propose that the marketing be done? Should the wood
be sold standing, at roadside, or delivered at mill? At fixed prices, by
tender or on public auction?

M. Extension

In rural forestry projects in particular, extension is very
important. If the farmers are to be encouraged to do their own
treeplanting, the government should provide not only seedlings, but also
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advice and other extension services. The preparation report should
contain proposals on what agency should do the extension work. Normally
this in best done by the existing agriculture and rural development
extension service, rather than by a separate rural afforestation or
social forestry extension service. To duplicate existing rural extension
services is costly and may confuse the farmers by exposing them to
conflicting messages. Instead of having its own extension services, the

forest department should rather second foresters to the existing rural
extension services, and the task of these foresters would be to ensure
that the right messages are transmitted to the farmers. If such
foresters are not already available, the preparation report should show
how they will be obtained (by training? where is suitable training
available? by other means?).

N. Policy

Sometimes the project cannot be expected to succeed unless
changes are made in the policy framework. In order to encourage private
participation in treeplanting, the existing forest resources may have to
be better protected, and the stumpage fees (royalty rates) may have to be
increased. Or legislation may have to be introduced ensuring that those
who plant trees will also enjoy the ownership of them. To encourage
private timber companies to participate in the utilization of existing
forest resources, or to ensure that such utilization is done in a
sustainable way, other changes in forest legislation or taxation may be
necessary.

III. COSTS

The determination of the costs is in a sense the heart of the
project preparation work. Since the purpose is generally to prepare a
request for finance, every technical proposal leads to the question "How
much does it cost?"

The presentation of cost data in the preparation report serves
two main purposes, and these should be kept in mind during the collection
and presentation of the costs. One purpose is to determine the funds
required each year for the implementation of the project. The other is
to calculate the financial and economic rate of return. If the cost and
revenue data presented in a report allow these two objectives to be
achieved, it should not in principle matter much how the costs are
presented, provided their derivation and presentation is clear. Most
financing agencies are accustomed to a certain format, however, and it is
better if this can be followed (see Annex 1).

Costs are generally subdivided according to the following prin-
ciples, and for the following reasons:



Principle Main Reason for Subdivision

Project Component - To (make it possible to)
E.g. village communal or individual calculte the rate of return
woodlots, industrial plantation, separately for each component.
sawmill or other wood-based industry

Financial vs. Economic Costs - To calculate both financial and
and economic rate of return.

Year - To calculate the price
E.g. year 1, year 2, etc. contingency (inflation factor),

disbursement schedule, and rate of return.

Production Factor - To calculate the economic as
E.g. labor, equipment, material distinct from the financial

costs.

Capital vs. Operating Costs - Indicates government's post-project financial
commitment.

Foreign Exchange Component - Indicates amount of foreign
exchange required.

No matter how the costs are presented, it is thus important
that - in accordance with the above principles of classification - for

each cost it should be possible to determine:

(a) which project component it will serve;

(b) whether it is a financial or an economic cost;

(c) in which year it will fall;

(d) which category of production factor it represents;

(e) whether it should be regarded as a capital or an operating
cost; and

(f) how much foreign currency it will require;

These subdivisions are further discussed below.

A. Project Component

Some costs, e.g. those in connection with the overall project
management or overheads, serve all or several components. When calcu-
lating the profitability of individual components, such costs should be
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distributed pro rata according to the estimated time or use among the
different components or, if these cannot be estimated, in proportion to
the direct cost of each component.

The subdivision into project components is sometimes rather
arbitary. Say, for example, that we are dealing in the same project with
logging of teak, sawing of teak, logging of pine and sawing of pine.
These activities might with equal justification be grouped into
components in at least four different ways. In general, however, an
activity that may be considered in isolation, and only such an activity,
should be treated as a separate component. If we could invest in the
logging of pine without investing in the sawing of pine (e.g. if suitable
sawmills already exist in the area), these two activities should be
separated into two different components, for we may find that one of them
is unprofitable and should be omitted from the project. If, on the other
hand, it would not make sense to invest in the logging of pine without at
the same time invested in a pine sawmill, there is normally no reason for
separating these activities into different components.

The degree of subdivision into project components will also
depend on the time available for project preparation: generally the time
available is insufficient for dealing with each conceptually independent
investment as a separate component.

B. Financial and Economic Costs

The financial as well as the economic costs of a project will
have to be determined. The financial costs are what will actually have
to be paid for the required inputs. The economic costs are the costs to
the national economy as a whole.

Since the difference between financial and economic costs is
often due to the presence of taxes, duties and subsidies, these should be
indicated. Generally internationally financed projects are permitted to
purchase equipment free of taxes, which simplifies the cost estimates.

More will be said about financial and economic costs in section
D below, dealing with production factor.

C. Year (and the Calculation of Price Contingency)

It has become customary to take continued inflation for
granted, and "price contingency" is another term for inflation factor.
There are estimates of the future rate of inflation, and the amount of
money required by the project in any given year is adjusted
accordingly. If the project is expected to start in two years' time and
the funds required in project year 4 (i.e. 6 years from now) are
estimated at $5 million in today's money, and if the average inflation
rate is expected to be 8% p.a., the amount actually required in year 4
would thus be 5 x 10.086 = $7.9 million.
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Different inflation rates may be applied to those inputs that
will be purchased locally, and those that will be imported, as the local
inflation rate may differ from the international rate. In that case,
however, it would be logical to assume that the exchange rate will change
correspondingly.

For the fiist of the above-mentioned main objectives of the
cost data presentation, i.e. to be able to determine the year-by-year
financial requirements of the project, we are only concerned with the
project disbursement period, which is generally 5 years. For the rate

of return calculation, however, we need to know the costs and the
revenues right up to the time when the project has yielded all its
benefits.

In a logging and transport project these two periods usually
coincide, because investments of this nature normally yield an immediate
benefit. In an afforestation project, on the other hand, the disburse-
ment period may be five years while the project (production) period may
be 20-40 years. However, the costs during the latter period cannot and
need not be determined with the same degree of detail as during the
project period. During long periods of years the only costs may be for
protection and overheads, and may be constant in real terms from year to
year.

Sometimes even afforestation projects can yield an immediate
albeit indirect benefit, namely when they enable us to accelerate the cut
of an existing forest resource in the anticipation that when we come to
the end of this resource the plantation will be ready to take its place
(the "accelerated cut effect" of afforestation). Then the immediate
incremental and not the eventual output from the plantation itself is
regarded as the benefit, and the period of analysis will be
correspondingly shortened. This has a very favorable effect on the rate
of return.

Another reason for looking at the costs beyond the disbursement
period, besides for the calculation of the rate of return, is that it is
desirable to give the government an idea of what its project-generated
costs are likely to be after disbursement has come to an end.

D. Production Factor

As mentioned above, the main reason why costs are classified
according to production factor is that this facilitates the calculation
of the economic as distinct from the financial costs. If, for example,
the cost of unskilled labor in a given year is expected to amount to
$100,000, and if because of a surplus of unskilled labor it has been
decided to shadow-price labor at half its actual (financial) cost, then
we should subtract $50,000 from the financial cost when we calculate the
economic cost.
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Say, furthermore, that the cost of equipment in the same year
is expected to amount to $200,000, and that 40% of this cost is made up
of customs duties and tax. As the latter are not costs from the
economy's point of view, but mere transfers, the calculation of economic
costs requires that 0.4 x 200,000 = $80,000 be subtracted from the equip-
ment cost.

Finally, let us assume that the only materials involved are
fertilizers, at a cost of $50,000 during the year in question; that
fertilizers are subsidized, and that without the subsidy these
fertilizers would have cost $100,000. We should then, for this item, add
$50,000 to the financial cost.

If the economic cost of all the other inputs equals their
financial cost, i.e. if no further adjutsments are required, we thus
have, for the year:

Total economic cost = total financial cost (TFC) - $50,000
- $80,000 + $50,000 = TFC - $80,000

Foreign exchange may also be shadow priced up and down, but
more frequently up - see section K.

A knowledge of how the costs are distributed over the different
production factors is also useful when estimating the "physical
contingencies", i.e. the safety margin added to the cost estimates to
allow for unforeseen or unforeseeable expenses. The appropriate level of
the physical contingencies will have to determined from project to
project, depending on the degree of certainty of the estimates.
Generally it is in the region of 10%. Even within the same project one
may wish to use different levels of physical contingencies for the
different production factors, if some can be costed with greater accuracy
than others.

E. "Capital" vs. "Operating" Costs

Some development agencies finance only capital or investment
costs, i.e. costs which result in an asset yielding its benefits over a
number of years. The distinction between capital or investment costs on
the one hand, and recurrent or operating costs on the other hand, is
generally made on the basis of the objective of a given cost, not on the
basis of the production factor involved. Labor will, for example, be
classified as a capital cost when used for building a road or a house,
but as an operating cost when used in a logging operation.

In the case of afforestation projects all costs up to the age
when the new plantation begins to yield a net annual revenue can be
regarded as capital costs, i.e. investment. This includes costs such as
maintenance of roads and buildings, weeding, pruning and fire protection,
i.e. costs which are traditionally thought of as typical operating
costs. All these activities contribute to the creation of the productive
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asset which is the mature plantation. They are comparable to the costs
that go into the building of a factory.

While the maintenance of roads and buildings can be regarded as
capital costs during the investment stage of an afforestation project,
they should be regarded as operating costs once the productive stage has
been reached.

If a project is of such a nature that all the costs can be
regarded as investment (e.g. an afforestation project), it is enough to
mention this fact once and for all, for example in the Introduction.

As most agencies today are willing to finance operating as well
as capital costs, especially in poorer countries, the old distinction
between the two types of cost has lost much of its importance. However,
in some cases it gives an idea of what the government's costs will be
once the disbursement period is over. And in the case of developing
countries with a relatively high GNP per person, the capital costs may
indicate the ceiling of the available international finance.

F. Foreign Exchange Component (FEC)

As in the case of capital vs. operating costs, the differentia-
tion between local costs and foreign exchange cost has lost some of its
former importance, because most development agencies no longer restrict
themselves to the financing of the foreign exchange. Even so, it is
useful to both the government and the development agency to know how much
foreign exchange the project will require.

Generally the FEC is estimated in one of the final cost
summaries. A percentage FEC is estimated for each major cost item, and
the corresponding absolute FECs are then calculated and added. Even
imported inputs like equipment or foreign experts will usually have a
proportion of local cost, e.g. handling in the case of the former and
local cost-of-living expenses in the case of the latter.

The main principles of cost subdivision have been discussed in
sections A to F above. The following sections G to M will deal with
other aspects of costing.

G. Sunk Costs

Sometimes a project takes over existing assets, for which it
does not have to pay. In the case of an afforestation project, for
example, some of the required plantations may already have been
established, or some roads, buildings and equipment may already be
there. Such items are generally known as "sunk costs". They may be
regarded as given resources, like the soil, natural forests, waterways,
etc.
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If such existing assets would yield benefits even without the
project, then these benefits should be subtracted from the gross benefits
expected from the project. The resulting net or incremental benefits are
the ones that should be compared with the project costs in order to
calculate the rate of return.

If, on the other hand, the existing assets are not expected to
yield any benefits without the project, then all the project benefits can
be regarded as incremental. It is obvious that in such situations the
rate of return can be very high. Suppose, for example, that several
hundred million dollars have already been spent on a pulpmill, but that
it could not be completed because of lack of finance; and that the
project which is under investigation would consist of providing finance
and expertise for completing and starting up the mill. In such a case,
where a little additional "seed money" would be enough to bring a big
previous investment to fruition, the rate of return may be several
hundred percent. This correctly reflects the real-life situation that it
is highly desirable that such a major investment should not be left
unfinished.

H. Incremental Costs

The concept of incremental benefits was introduced in the
previous section, in connection with the discussion of sunk costs. Some-
times the purpose of a project is to boost an ongoing program. In such a
case the development agency will generally prefer to finance only incre-
mental costs, i.e. additional staff, additional equipment and so on.
When calculating the rate of return, these incremental cost must then be
compared with the incremental benefits. This means that both costs and
benefits have to be estimated for both the with-project and the without-
project situations. The estimates for the without-project situation are
sometimes difficult to make. Unless there is evidence to the contrary,
one sometimes assumes that without the project both costs and benefits
will continue at their present annual levels.

I. Labor Cost and Shadow Wage

Large labor-intensive projects may, by the sheer weight of
their demand, force up the cost of labor in an area, especially if it is
an isolated area, as a forest project area often is. This must then be
taken into consideration when estimating labor cost.

Sometimes housing, transport, protective clothing and other
benefits are offered to the workers. It is then better to record the
costs of these benefits separately under the appropriate heading
(e.g. "housing", etc.), rather than to include them under the labor cost
as is often done, for the latter procedure would complicate the calcula-
tion of foreign exchange component and shadow wage.

In section D above it was mentioned that where there is a
surplus of unskilled labor, such labor is often costed at a so-called
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shadow wage which is lower than the actual wage. This shadow wage is
meant to reflect the cost of this labor to the economy, a cost which is
generally taken to be equal to the value of other production forfeited if
the labor is employed in the project.

If the workers would be doing no work at all if they were not
employed by the project, one could theoretically set the shadow wage at
zero. In practice this is rarely done, however, for generally at least
some of the workers would be spending at least some of their time on
farming, vegetable growing, hunting, fishing, wood gathering or
whatever. Consequently, the shadow wage is rarely less than 50% of the
actual wage in the case of hired labor.

When evaluating the economic cost of family labor, however,
e.g. the labor of a farmer and his family going about their own business,
a lower shadow wage than that used for hired labor is generally adopted,
on the assumption that such labor has little alternative use.

Sometimes the full actual wage rate is used for the peak agri-
cultural season (on the assumption that rural labor is then fully
occupied), even though a shadow wage lower than the actual wage may be
used for the rest of the year.

To estimated the shadow wage is a task for economists rather
than foresters. Guidance can sometimes be obtained from the planning
agency in the country, or from recent World Bank or other reports.

J. Machine and Equipment Costs

Total hourly machine costs include depreciation, interest,
repairs and services, fuel and oil, and sometimes crew and administrative
overheads. However, for the same reasons that labor-related building and
vehicle costs should preferably be costed separately from labor cost,
some of these machine-related costs are better dealt with separately. To
make sure that the money is available when a certain machine has to be
purchased, the purchase cost should be included as a lump sum in the year
of purchase rather than spread over the life of the machine in the form
of depreciation and interest. At least 10% should be added on to the
purchase price for an initial stock of spare parts.

If repairs and services are to be carried out in a project-
financed workshop, the cost of these items may be included under the
workshop, rather than spread over the machine hours. Otherwise we may
find that in a year when the machines are used less than normally, insuf-
ficient funds have been budgeted to cover even the fixed costs of the
workshop. For the same reason it is preferable to debit the costs of
crew and administrative overheads to labor, skilled labor, staff and
office expenditure respectively. After all, these costs have to be met
whether the machines are used or not. This, then, would leave only fuel
and oil (plus repairs and services, if these are not done in the
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project's own workshop) included in the machinery operating cost. What-
ever method of allocation is used, avoid double counting.

K. Shadow Exchange Rate (Standard Conversion Factor)

Say that the official exchange rate in a country is
US$1 = LCU7, where "tCU" stands for "local currency unit" - shilling or
rupee or whatever. If the local currency is overvalued, a shadow
exchange rate of US$1 = LCU10 may be decided upon for project preparation
purposes. Another way of putting it is that we divide the official
exchange rate by the "standard conversion factor" of 0,7 to give
7/0,7 = LCUL0 per dollar.

Say that in the course of project preparation you have
calculated the financial cost (i.e. in terms of actual wage and actual
exchange rate) of land clearing by different methods, and that you have
found mechanical land clearing to be cheaper than manual. Before you
finally decide this question, however, you should recalculate the costs
in economic terms, using shadow wage and shadow exchange rate. The cost
of manual land clearing will then come down, while the cost of mechanical
land clearing is likely to go up because of the foreign exchange
component of equipment and fuel. As a result you may find that from the
overall economy's point of view manual operation may be cheaper. This
illustrates the possible effect of shadow pricing.

L. Roads and Buildings

Sometimes a forestry project will finance a road that will also
serve for the transport of agricultural products, or for the general
administrative and social development of the project area. In such a
case one would be justified, in the rate of return calculation, to debit
only part of the road cost to forestry. As roads are generally useful
well beyond the last year of the project, their residual value at that
time, after depreciation, is generally entered as a benefit - see section
IV.E below. The same goes for buildings, housing and other capital
investments with an economic life exceeding the project period. On the
other hand, roads and buildings will require some annual maintenance, and
that should be reflected among the costs.

M. Taxes, Import Duties, Subsidies

It has already been mentioned that taxes, import duties and
subsidies are not costs or benefits from the economy's point of view, but
mere transfer payments. Where costs or prices include such transfer
payments, this should be indicated, so that they can be removed by the
project preparation economist when he calculates the economic rate of
return and the loan requirements.
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IV. BENEFITS AND JUSTIFICATION

A. Time Horizon

In section III.C it was mentioned that for the rate of return
calculation we need to know the costs and the revenues up to the time
when the project has yielded all its benefits.

In the case of an afforestation project this normally means
that one would have to estimate costs and revenues up to and including
the year when the last of the trees planted by the project will be ready
for harvesting. This normally will be of period of several decades.
However, benefits after 30 years or so are practically worthless when
discounted at e.g. 10% compound interest.

In other projects, for example where the object is to improve
the management of natural forests and where the benefit stream could
theoretically continue indefinitely, one could extend the period of
analysis until the time when the net annual benefit reaches the ceiling
level around which it is expected to hover from then on. That benefit is
then capitalized and discounted.

Example:

Year Net Cost (-) or
Benefit, Units

1 - 10
2 - 20

3 -3
4 2
5 4
6 9
7 11
8 13
9 15

10 and on 16 p.a

Although in this case the project may initiate a net benefit
flow that could continue in perpetuity, we only look as far as year 10
when the project is expected to come to fruition, with the net benefits
reaching their final level of about 16 units of value per annum. The
capitalized value in Year 10 of this annual revenue is 16/i, where i is
the discount rate.

If in a logging project the main input will be in equipment,
the most logical time horizon would be the period over which the bulk of
the equipment will be used up: say 5 to 7 years.
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B. Standing, Roadside or Millside Prices

When evaluating the wood yields from a forestry project, you
have to decide whether to do this in terms of the standing, the roadside
of the millside prices. The choice here depends on how the forest
department or other executing agency proposes to sell the wood. If it is
be sold at roadside, :the most logical price to use would be the roadside
price, even though this does mean that the logging cost will have to be
estimated and included in the costs. Similarly, if millside prices are
used, the transport cost too will have to be included in order to arrive
at net revenues.

In some afforestation projects the revenues will only come many
years after the disbursement period, and at the time of project prepara-
tion it may not yet be known if the output will be sold standing, at
roadside or at mill. In that case it is generally easiest to use
standing values.

C. Actual Prices and Import Parity Values of Project Output

If a product can be freely imported or exported, its price can
generally be assumed to reflect the international price. In that case
the price can be used as it is for the economic analysis.

Sometimes, however, prices are controlled and may bear no rela-
tion to the "true" value of the goods or services produced. Then it may
be better to evaluate the output in terms of import parity prices or
values. Say that the project will produce sawlogs, but that the country
in question does not import sawlogs. The import parity value can there-
fore not be directly determined. We could then either determine what
sawlogs would cost in the country if they were imported, by finding the
f.o.b. (free on board) price of a comparable type of sawlog in some pos-
sible exporting country, and then adding insurance, freight and handling
cost to that. Or, better, if sawnwood is imported we could work back-
wards from the sawnwood price, deriving the corresponding sawlog price in
that way.

Say, for example, that imported sawnwood of a quality similar
to what could be produced from the project sawlogs costs $190/m 3 in the
main market that would be supplied from the project ar a; that the trans-
port cost from the project area to the market is $11/m ; that the produc-
tion cost (for milling, selling, administration and profit) is $80 per m3
of sawnwood; and that you need 2.5 m 3 of roundwood to produce im3 of
sawnwood. The import parity value of sawlogs delivered at mill in the
project area is then:

190 - 11 - 80
2.5



- 17 -

D. Values of Non-Traded Goods

Fuelwood and building poles consumed in rural areas are not
usually bought and sold, but are collected in the bush by the consumers
themselves. In such cases there may be no market price for these
products, and we may have to find other ways of estimating their value.

One way would be to determine how many hours are needed to
collect 1 m3 of fuelwood (or poles), and then to evaluate this time in
terms of the cost of family labor.

Or the fuelwood could be evaluated in terms of the amount of
alternative fuel (kerosene, charcoal or whatever) needed to replace it if
it were one day to become unavailable. This approach is illustrated by
the following example which is taken from the Nepal Community Forestry
Development Project preparation report, by the FAO/World Bank Cooperative
Programme in Rome, 1979. In this report the heat values of fuels were
expressed in terms of kilocalories, but today the preferred unit is the
joule or some unit based on that; 1 megajoule (MJ) = 240 kcal. "NRs" in
this example stands for Nepal rupees.

Kerosene substitution value of fuelwood

(a) Calorific value of air-dry wood = 4,700 kcal/kg

(b) Calorific value of kerosene = 9,000 kcal/liter

(c) Stove efficiency: hardwood = 20%

(d) Stove efficiency: kerosene = 50%

(e) Weight of wood = 600 kg/m3

(f) 1m3 of wood thus yields the same number of effective calories
as
(600 x 4,700 x 0.2)/(0.5 x 9,000) = 125 liters of kerosene.

(g) Cost of kerosene, excluding tax: NRs/liter
- price in Kathmandu 1.5
- transport to shop in Hills 1.0
- transport from shop to farm 0.3

Total cost at farm-gate 2.8

(h) To the above cost of NRs 2.8/liter should be added the depreci-
ation of the kerosene stove, estimated at NRs 0.4/liter, which
brings us to a total cost of NRs 3.2 per liter.

(i) The kerosene substitution value of fuelwood is thus
125 x NRs 3.2 = NRs 400/m3
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Thirdly, if you think that the most likely alternative to fuel-
wood would be to use dried cow dung as fuel, and if cow dung is at
present contributing to agricultural producitivity e.g. by being turned
into manure and spread on the fields, then you could evaluate the
fuelwood in terms of the agricultural output that would be foregone if
the dung had to be burnt. This approach is illustrated by the following
example, also from Nepal Community Forestry Development Project prepara-
tion report.

Dung substitution value of fuelwood

The various steps of the calculation are as follows:

(a) 1m3 of air-dry fuelwood weighs 600 kg

(b) Calorific value of air-dry fuelwood = 4,700 kcal/kg

(c) Calorific value of dry dung = 2,500 kcal/kg

(d) 1m3 of wood thus has the same calorific value as
(600 x 4,700)/2,500 = 1,128 kg of dry dung

(e) 1,128 kg of dry dung corresponds to 4,5 tons of fresh manure

(f) The farmers put an average of 8 tons/ha of manure on their
fields, mainly on the maize

(g) This increases the average annual maize yield by 20%, from 1.5
to 1.8 tons/ha, i.e. by 300 kg

(h) The 4.5 tons of manure corresponding to 1m3 of fuelwood thus
increase yields by (4.5/8) x 300 = 169 kg

(i) At an economic import parity price at farm gate of NRs 3/kg for
maize, the economic value of fuelwood is then
169 x 3.0 = NRs 507 per m3

E. Residual Value

Sometimes a project finances capital assets - e.g. roads,
buildings or equipment - which still have a residual value by the end of
the project period. A tractor with an economic life of 6 years may for
example have been bought for $100,000 in year 2 of the project. In
year 5, after 3 years of use, the project period comes to an end. If it
is likely that it could then either be sold or transferred to some other
use, we should enter its residual value as a project revenue in year 5.

F. Environmental Benefits

Forestry may have a considerable soil and water conservation
effect. It is generally not easy to quantify this effect. Yet if it is
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not quantified, many environmentally important projects may never be
undertaken, and serious environmental degradation may result.

Much work still remains to be done before we can talk with
authority about the methods to be used here. If in a watershed affores-
tation project there is a dam further downstream, one could estimate the
environmental benefit in terms of the effect of the project on the time
span over which the dam will be rendered useless by siltation.

In the World Bank's forestry project in Niger Republic (1981),
prepared by the FAO/World Bank Cooperative Programme, the project's soil
conservation effect was evaluated in terms of the cereal production that
would be foregone because of wind erosion if the fuelwood needs of the
population were met by means of forest destruction rather than from the
project output.

G. Real Increase in Wood Prices

In the financial and economic analysis of projects we generally
use current costs and prices, the assumption being that although infla-
tion is likely to continue, there is no firm evidence to prove that costs
and benefits will not increase at approximately the same rate. If there
is such evidence, however, we should take it into consideration. And for
most forest products in most countries there is evidence to show that
their prices have in the past increased faster than the general inflation
level. One would then be justified to assume an annual increase in real
terms in the forest products prices. This increase will generally be in
the region of 1 to 3 percent p.a. It will usually have a pronounced
effect on rate of return.

H. Calculation of Rate of Return

The rate of return is that discount rate which makes discounted
revenue equal to discounted costs. As long as revenues and costs are
discounted (or compounded) to the same point in time, it does not matter
which such point is chosen, but normally it is the beginning of the
project period.

As an example, assume that we have a project which, with the
ensuing maintenance costs and then the revenues, will generate the
following cash flow:
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Year Cost (-) or

Revenue

(S mill. p.a)

1 - 2

2 -4

3 -6

4 - 6

5 -2

6-9 - 0.2

10-14 1

15-19 4

20-24 15

25 20

Trying out different interest rates, we find that 10% gives the

approximate balance between costs and revenues:

- 2/1.101 - 4/1.102 - 6/1.103 - 6/1.104 - 2/1.105 - 0.2/1.106

- 0.2/1.107 - 0.2/1.108 - 0.2/1.109 + 1/1.1010 + 1/1.1011

+ 1/1.10 1 2 + 1/1.10 13 + 1/1.10 1 4 + 4/1.1015 + 4/1.1016

+ 4/1.1017 + 4/1.1018 + 4/1.1019 + 15/1.1020 + 15/1.1021

+ 15/1.1022 + 15/1.10 2 3 + 15/1.1024 + 20/1.1025 = 1.38

This equation shows that at the interest rate of 10%, the
discounted revenues slightly exceed the discounted costs, the difference
amounting to the small positive number of 1.38, indicating that the rate
of return is slightly higher than 10%. If the same calculation is done
for an interest rate of 11%, however, the net discounted figure is -0.96,
indicating that the rate of return is not quite 11%. By interpolation,
the rate of return to the nearest decimal is found to be 10.6%.

These are tedious calculations which will take a couple of
hours to complete, trying out one interest rate after the other until one
is found that gives approximate balance between discounted costs and
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revenues, i.e. approximately a net discounted value of zero when the
equation is set out in the way illustrated above. The discounting
factors in the equation may be obtained either from a compound interest
table, or from a calculator which has a key for the yx function. Of
course there are also calculators and computer programs which give the
rate of return of a cash flow directly, but these are not always
available.

The rate of return should be based on a cash flow expressed in
constant money values. For this purpose the costs should thus not
include the inflation factor, i.e. the price contingencies. The physical
contingencies, however, should be included.

In the case of afforestation, the cash flow for the rate of
return calculation can be based on 1-ha models or on the whole
component. The 1-ha models - followed through from land preparation and
planting to maintenance and finally harvesting - are simpler and less
cumbersome. With these models, on the other hand, one might easily leave
out certain costs or revenues or include them in the wrong year. To
ensure that no costs or revenues are left out, one should, if 1-ha models
are used, multiply the costs and the revenues of the 1-ha model by the
number of hectares to be planted, and ensure that the totals tally.

Both the financial and the economic rates of return should be
calculated, based on respectively financial and economic costs and
revenues (see especially sections III.B and K). The former will indicate
the profitability of the project from the implementing agency's point of
view, the latter from the point of view of the economy at large. The
financial rate of return does not have to be high for most development
agencies to consider financing a project - the agencies do after all
finance schools and hospitals which don't give a financial rate of return
at all. However, the economic rate of return should normally be above
10%.
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EGYPS

FY87 Work Program & Budget

Total
Line Resources Required EGYPA EGYSI EGYS2 EGYPS

1 Agreed Work Program (SY) 23.4 9.2 8.4 41.0
2 Net Support to other EGY (SY) -0.1 -0.9 -0.7 -1.7
3 Net Work Program (SY) 23.30 8.30 7.70 39.30
4 -10% Shortfall -2.33 -0.83 -0.77 -3.93
5 Resource Entitlement 20.97 7.47 6.93 35.37

Resources in hand:

6 Own Staff 19.60 3.90 6.90 30.40
7 Support from regions - 0.90 0.80 1.70
8 Total Staff 19.60 4.80 7.70 32.10

Consultant entitlement (a-b)
9 to balance Work Program at 90% 1.37 2.67 -0.77 3.27

Allocation of Discretionary Funds

$000

10 Total Discretionary $ for EGYPS = $ 1,368.1
Less $ required for consultants

11 3.27 @$77,800/SY = - 254.4
12 Balance available for other costs = 1,113.7

EGYPA EGYSi EGYS2
$000

Allocate Balance to Division in
13 proportion to their Work Program 660.3 235.3 218.3

Then, allocate Consultants $
14 based on Consultants entitilement 106.6 207.7 -59.9

Equals, Net Discretionary $
15 allocation to each division 766.9 443.0 158.4
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August 5, 1986

Mr. Anthony Churchill

Contract Secondment Staff Issue

Tony -

I have spoken to Bruce Gross of WUD regarding next steps on the

contract secondment staff issue. He has sent a copy of the memo that I

wrote earlier on this to Ping-Cheung Loh and has promised to get back in

touch with us once they have formulated a strategy within WUD. Bruce

agrees that given that EGY and WUD are the two main departments adversely

affected by this change we should try and develop a common front in

identifying ways to get around the problem. However, he too did not seem

very hopeful, given that the OVP's had already pronounced on the

subject. I shall get back in touch with him upon return from leave in

two weeks.

Masood Ahmed

cc: Messrs. Dosik, Montfort, Hume o/r (EGY).
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August 4, 1986

Mr. Ian Hume

Thailand ESMAP Status

Ian -

Welcome back and trust you had a good home leave!

During the past month there have been a number of developments
on the Thailand ESMAP front, which I thought I would bring you up to date
on.

Oil Price Impact Study. Regional comments have been generally
favorable on the proposed approach as outlined in your BTO. You will
recall that we had promised to produce for the Thais a short paper on the
prospects and constraints for short-term fuel substitution.- A draft of
this paper has been prepared and discussed with programs and projects
staff; a final version of the note incorporating their comments was faxed
out to the NESDB Aug. 1 (copy attached). Main mission for this exercise
is planned for November.

Restructuring Study. Dennis Flannery is supposedly busy
preparing the draft issues paper for this study but he has been on
mission for the whole of July so I am not particularly hopeful that we
will receive a first draft as envisaged by the first week of August. He
may surprise us yet! I have spoken to Anil Sood about this and we agreed
that we would meet on it as soon as Dennis arrives, which I think is the
same day you do. You might want to give him a call.

Privatization Seminar. Morgan Grenfell's participation on our
behalf is all set. Their Mr. Liddle, who is responsible for
international operations, will participate and make a presentation on the
subject of their experiences with privatization in the UlK. They have not
asked for a fee, but we have prevailed upon Khalid Ikram to share a third
of the cost; we will bear the other two-thirds since Anil Sood claims he
has no budget to work on Thailand. (Obviously doesn't believe in
business development expenditure!)

Lignite Study. Prapath has now sent detailed TOR's as
promised. While a little longwinded, they do appear to make a plausible
case for evaluating the prospects and constraints to lignite development
in the country. The problem is that all the people who know anything
about lignite in Goldberg's shop are away on leave or mission. He
himself is also away until the end of this week. Since INDDL input into
this study will be a prerequisite to ensure quality, I propose sending a
telex to Prapath telling him that we are in principle supportive of an
ESMAP activity of this nature but that the timing of a mission will have
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to be delayed to October when the staff concerned are available. The
draft telex is attached for your approval and signature.

Biomass Preinvestment Studies. Work is proceeding as planned
and there are no issues in this regard. Bob Taylor or Robert van der
Plas can provide specific details as required.

Dr. Phisit's Visit. Dr. Phisit would like to visit Washington
to discuss ESMAP work between October 10-15. He would like to bring with
him three colleagues, and would like the Bank to pay for the trip. I
sent a holding telex saying that we will come back with a substantive
reply following your return. The only question mark other than whether
or not you have any conflicting travel plans is the state of the paper on
the privatization study on which you will have had a discussion with
Dennis during the week. Regarding the oil price impact study, there is
no further work planned between now and the mission, and I do not think
that we will have any other papers other than the one that we have
already discussed with them, so I don't see much scope for discussion
with Dr. Phisit and Dr. Piyasvasti here prior to the main mission in
November on that exercise.

People Met at Shell. In addition to the regional coordinator
for West Africa whose card I do not have and whose name I do not recall,
I met the following people at Shell:

Mr. Hugh Goldsmith, from the Regional Organization for West Africa;
Mr. George C. Dikker Hupkes, also from the Regional Organization for
Africa;
Mr. Howard C. Rance from the Non-Traditional Business Unit;
two other gentlemen from the Non-Traditional Business Unit whose
cards I also do not have; and
S.R. Klein from the Non-Traditional Business Unit.

I should be back in Washington on Aug. 19th. In the meantime,
if you have any queries on these activities, Irfan should be able to
provide you with information.

Masood Ahmed

Attachments

cc: Mr. Montfort (EGY).
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Thailand - Interfuel Substitution Paper.

Introduction.

This note evaluates the prospects and constraints for short-term fuel
substitution between natural gas and other fuels in Thailand. The note has
been prepared by World Bank staff in response to a request by NESDB officials
during the recent ESMAP mission to Bangchak. The purpose of the note is to
assist the Government in making decisions on the optimal quantities and
consumption pattern for natural gas over the short to medium term; this
pattern needs to be reviewed because the recent fall in international
petroleum prices has affected the economic costs of petroleum products and
related fuels within the country. Moreover, the offtake agreement for natural
gas allows a degree of flexibility to the Government in terms of the
quantities consumed over and above a minimum of 255 MMCFD although a reduction
in the consumption from current levels (around 320 MMCFD) to the contract
minimum would have longer term implications for the cashflow and financial
viability of private and public enterprises involved in the gas business and
could thus affect the longer-term development prospects for Thailand's natural
gas resource. That this resource should be developed in the longer-term is
taken as axiomatic on the assumption that international oil prices will revert
in the 1990's to a level that would make Thailand's natural gas a competitive
fuel for many uses. The objective of the Government, therefore, is to
maximize any short-term gains that could accrue from fuel switching while
minimizing the damage to the longer-term strategy of developing indigenous
petroleum resources.

This note, through the use of examples, attempts to define the nature of the
problem confronting the Government in terms of the options available to the
country, the benefits from following different options, and the trade off
between short and long term objectives. It is intended to be a working level
document and does not pretend to give a final answer to a complex issue.
Rather, it attempts to provide a framework for making decisions in the short
to medium term and to suggest ways in which this decision making process could
be made more efficient in a period of uncertain oil prices.

The remainder of this note is divided into three sections. Section 1 defines
the scope of the fuel substitution issue in relation to the tradeoff between
natural gas and its substitutes and outlines the unconstrained optimal fuel
mix, i.e., the mix that would result from a maximization of short-term
economic gains without regard to any limitations imposed by physical,
contractual or strategic considerations. Section 2 then specifies the nature
of these considerations and how they would impact upon the short-term fuel
choice decision. A constrained optimum is then derived at. Section 3
provides some suggestions for improving the decision making process on optimal
fuel mix in a period of fluctuating prices (including changes in fiscal
policy), as well as some observations and conclusions.
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The numbers used in this paper to derive economic costs and benefits
were provided to the ESMAP mission by EGAT, NESDB, PTT, and the Bangchak
refinery. Comments have been made where Bank staff have had some questions
regarding the values chosen.

1. Scope for fuel substitution in the short-run between natural gas and
other fuels - the "unconstrained" optimal mix

In Thailand, natural gas currently competes with the following fuels: fuel
oil (in power generation), lignite (also in power generation), and coal (in
industrial use). The most obvious competition comes from fuel oil whose
international price has declined sharply over recent months. Thailand has
about 2400 MW of dual fired power plants which can be switched from gas to
oil. In addition, there are power plants which run exclusively on oil. The
current consumption of fuel oil for power generation (derived mainly from
Bangchak refinery) is about 8000 barrels per day (bpd). If gas output was to
decline then fuel oil based power generation could be used to take up the
slack by running more plants which use fuel oil and also by raising the plant
factors (the intensity of use) of oil fired power units. The options
available are outlined in Table 2 below. Lignite, which currently accounts
for about 19% of total power generation also competes with gas and fuel oil as
a fuel for power generation. (There is also a small amount gas being used in
cement manufacture - 15 MMCFD out of a contracted amount of 40 MMCFD, the rest
of the energy being derived currently from fuel oil which is the alternative
fuel.) From a purely economic point of view, and ignoring all constraints,
the optimal choice of fuel in power generation is determined by the least cost
criterion. Deriving the short-run economic costs of the three fuels is a pre-
requisite for any analysis of the optimal fuel mix.

Principles of deriving short-run economic costs: The basis for deriving
short-run economic costs is the principle of avoided or opportunity cost.
Thus in the case of lignite, the avoided cost is the variable portion of the
costs of mining lignite. The portion of the total cost which represents
investment in infrastructure and mines (i.e. fixed costs) is ignored because
these costs have already been incurred and cannot be avoided. (For deriving
long term economic costs fixed costs have to be included as investment ininfrastructure and mines can be avoided). In the case of fuel oil, of which
there is currently a surplus in Thailand, the opportunity cost is the FOBvalue of the fuel (the price it would fetch in Singapore less transportation
costs from the Thai refineries to Singapore). If changes are made in refinery
configurations such that this surplus declines to an extent that fuel oil forpower generation has to be imported at the margin then the avoided cost is theCIF value of imports. Handling and marketing costs must be added to the CIFor FOB value of fuel, (as appropriate) .

Finally, in the case of natural gas short run economic costs are determined bythe terms of the contract between UNOCAL and PTT. It is in effect the pricewhich according to the contract has currently to be paid to UNOCAL net of
royalty payments. To cover the variable expenses of transmitting the gas,
PTT's variable costs have to be included in the calculations. In this manner
the short-run economic costs of the wet gas can be established. However, the
relevant economic costs for interfuel substitution considerations is that of
dry gas used by ECAT for power generation. Wet natural gas is fed into an LPG
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plant which produces LPG, dry natural gas and natural gasoline as joint
products. The short run economic costs of the dry gas is the short-run
economic cost of the wet gas adjusted for net benefits derived from LPG and
natural gas production.

The short-run economic costs should be adjusted to take account of the
differences in the efficiency of conversion of each fuel to power. For
example, combined cycle plants using gas produce 7% more electricity than fuel
oil fired power plants for the same amount of input in energy units. The
efficiency of lignite conversion is even lower than that of fuel oil. These
factors will vary according to type of plants and quality of fuel used. The
specific conversion factors were not available to the mission and have not
been used in the analysis. It is important that economic costs be adjusted
for conversion efficiencies before any final conclusions are reached by the
Government.

The short run economic costs of the three fuels (where the short run
is a period of less than a year) is estimated below in Table 1.

(Note: In Table 1 the UNOCAL price used reflects the value currently
in force. Given the terms of the contract, this price is likely to be lowered
when the contracts come up for their annul review. At the same time, Bank
staff feel that the value for PTT operating costs, $0.27/mBTU, may be too
high. Both these adjustments would lower the short run economic value of the
gas)
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Table 1: Short run economic costs of competing fuels

Ecnomic costs Calorific Value S/mBTU

Fuel Oil - Opportunity cost of exports;
FOB value: $8.0/barrel 6.2OmBTU/barrel 1.29

Lignite - Variable portion of lignite
mining costs: $8.61/tonne 9.92mBTU/tonne 0.87

Natural Gas - Economic cost of dry gas :
$1.83/mBTU 1.076mBTU/MCFD 1.83

- Natural Gas Wet gas costs = UNOCAL price - Royalty

= SI.96/mBTU

PTT's variable

costs = $0.27/mBTU

(a) Total wet gas costs = $2.23/mBTU

LPG production = 3.75 tons/MMCFD of gas
= 3.75 x 1 tons/mBTU of gas

1000 1.076

= 0.0035 tons/mBTU of gas

(b) LPG value
at SI00/ton = $0.35/mBTU of gas

Natural Gasoline
Production = 0.55 tons/MMCFD of gas

= 0.55 x 1
1000 1.076

= 0.00051 tons/mBTU of gas

(c) Natural gasoline

value at S100/ton = S0.051/mBTU of gas

Dry gas cost = (a)-(b)-(c)

= 2.23 - .35 - 0.051
= Sl.83/mBTU
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Given the above price structure, it appears that in the short run lignite is
by far the c eapest fuel followed by fuel oil, while natural gas is the most
expensive. - Hence, if there was no constraint, natural gas use would be
discontinued and gas reserves left underground until relative prices
shifted. It is to be recognized that this is the current situation and which
would change if oil prices were to return to higher levels or if the UNOCAL
contract price was to decline. Also in the short run it would make economic
sense to use as much lignite as possible.

2. The impact of physical, contractual and strategic constraints

Short term constraints: The short-term constraints preventing the use of a
fuel mix which is optimal from an economic point of view are of a physical and
contractual nature. The main physical constraints are: an upper limit on the
physical quantity of lignite that can be mined and burnt at power stations.
EGAT is already using the maximum quantity of lignite feasible with existing
facilities. As far as fuel oil, the next most economic source of energy, is
concerned the physical limits are defined by existing facilities for burning
fuel oil and not its supply. The maximum amount which can be used by EGAT
with present facilities is 49000 bpd, enough to produce 44% of Thailand power
requirements. Of this amount 8000 bpd is obtained from Bangchak which has a
surplus and the rest would come from the TORC refinery or imported. Average
EGAT use of fuel oil has been 13000 bpd but this has been restricted recently
by PTT (the supplier of the fuel oil) to Bangchak output because it wants to
encourage EGAT to use more gas, the least economic fuel currently. This
brings us to the contractual constraint.

Based on current reserve estimates, PTT is contractually obligated
to take 255 MMCFD from UNOCAL. The current level of consumption is 320 MMCFD
of which 250 is used by EGAT and 70 is absorbed by the LPG plant.
Theoretically, the contract with UNOCAL can be broken but this will involve
compensation payments to the latter; both the first and second contracts are
of the "take or pay" variety, so the cost of breaking the contract in purely
financial terms is the accured interest on earlier payment for the gas.

The boundaries of the short-term problem are outlined below:

As noted above the costs in Table 1 need to be adjusted for conversion
efficiencies. However, for the gaps in prices shown in Table 1 it is
unlikely that the adjustment will lead to a qualitative change in the
conclusion.
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Table 2: Alternative scenarios for cut backs in gas

Case 1 Case 2 Case 3

Natural Gas (NG) 320 255 0
MMCFD
of which - used by EGAT (250) (199) (0)

- LPG. (70) (56) (0)

Fuel Oil 8 16.6 38
(000 bpd)

LPG (produced
from NG, 1200 960 0
tons/day)
Natural Gas (tons) 64000 51000 0

If one assumes that case 3 is not precluded by political constraints then what
we have is a constrained maximization problem with a series of options in
between the current level of gas use and zero consumption. The costs and
benefits of various options can be worked out to arrive at the optimal level
of gas production. Thus, for example case 2 can be compared with case 1 as
follows:

Table 3: Costs and benefits of lowering gas production from 320
MMCFD to 255 MMCFD

Volume Price Savings/loss ($m/yr.)

Natural Gas:1/ 65 million cubic $2399.4/MMCFD 56.9
(wet) feet per day (MMCFD) ($2.23/mBTU)

Fuel oil 2 8600 barrels/day $8/barrel - 25.1

LPG 240 tons/day $100/ton - 8.7

Natural
gasoline 1300 tons $100/ton - 1.3

Net benefit: + 21.8

Reduction in the cost of producing wet NG at $2.23/mBTU, Table 1
Note the calorific value of the gas is 1.076 mBTU/MCFD

2/ Reduction in the value of fuel oil exports at $8 /barrel.

3/Value of LP imported as replacement at $00/tonne.

4/ Value of natural gaoline imported as replacement at $100/tonne.
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Thus it is currently economically beneficial to the country to reduce gas
production to 255 MMCFD. Whether it would be beneficial to cut production
below the contract minimum is a more difficult question. Firstly, one would
need to evaluate the penalty to be paid to UNOCAL and which would increase the
costs of lowering production. Secondly, there are longer term strategic
consequences in reducing natural gas output. These emanate from a decline in
exploraton activity that is likely to emerge from a decision to restrict
output -. This is discussed further below.

Long term constraints: In addition to considerations of incentives for
exploration activity there is another long term constraint, namely the
governments objectives of diversifying the sources of energy supply. A cut
back in gas production, even if economically viable currently, could be
resisted on the grounds that it ran counter to this stated objective. This
resistance could take the form of objections either on political or economic
grounds; for example it could be argued that the extra cost of using the gas
now is an insurance premium against current and future supply interruptions.

Section 3: Improving decision making under uncertainty
: some observations and conclusions

What has been presented above is a framework for short term decision making
regarding options for interfuel substitution. Two things are worth pointing
out. Firstly, it appears that at least in the current environment Thailand
could derive significant short term gains from cutting back on gas
production. There may be some long term costs associated with such a decision
in terms of the disincentive they may provide for petroleum exploration
activity. These costs are difficult to estimate but could be significant if
output is lowered below the minimum amount contracted with UNOCAL. It has
been assumed in this analysis that no long run costs will be incurred if the
UNOCAL contract is honored and the minimum contract level is not breached. In
these circumstances and based on the data provided to the mission benefits to
the economy are likely to be in the region of $15m to $20m per annum if output
is lowered to 255MMCFD, the minimum contract level, and oil prices remain at
current levels. The calculations carried out in this note are to illustrate a
methodology. The realism of the underlying assumptions should be reviewed by
the Government, and the calculations repeated, before any final conclusions
are derived.

The second point relates to the process of decision making. Our conclusions
apply to the current environment which could change quickly. In a period of
fluctuating prices an analysis of the type done in this note, especially Table
3, has to be repeated or updated.

The question arises whether this process is the best way to arrive at a
decision in this uncertain environment. One alternative to the economist -
computer configuration operating at the center is a system of prices which

1/
- Whether this would also follow from lowering gas production from 320

MMCFD to 255 MMCFD is not known from the information available but is
something that the RTC should take account of.
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give the right signals to the decision makers in the operating agencies. Atthe moment energy prices are distorted by the presence of taxes andsubsidies. If fiscal policy on energy inputs to industry (and morespecifically to energy agencies like EGAT) is altered such that prices aremore in line with economic costs, the need for frequent intervention at a timeof volatile prices would be avoided: efficient decisions could be made by theagencies themselves. One possibility (which could be examined by the moreexhaustive oil price impact study to follow) is to remove all taxes on inputsto the energy agencies and levy them on the outputs they produce. This wouldallow efficient production decisions to be made without lowering taxrevenues. At the same time prices to consumers would remain unaltered.
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(Prapath Premmani)

Secretary-General

r. Ian . Fume,
Assistant Director,

Energy Department,
T .e world Bank,

1818 H Street, 0.W.
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A. JUSTIFICATION

1. Overview

1.1 Judging from its reserves of 72 per cent or the

world's total commercial energy in comparison with

oil and gas which accounts for 12 and 9 per cent

respectively, coal is the world's most important

sources of energy. The current trend on the

depletion of oil and gas resources despite the

downword movement of the prices gives an indication

to all the nations to search for other substitional

fuels, thus, coal has regained its popularity. IEA

has estimated that in the year 2020, coal will raise

its share in energy supply to 27 per cent trom 24

per cent in 1984, while oil will decrease to 11 per

cent from 43 over the same period. It is also

globally accepted that during the energy transition

period from oil to more renewable energy, coal will

play one of the most significant role in the world-'s

energy scenarios.

1.2 The fast expansion of Thai economic sectors has

caused its energy demand to rise two folds between

1972 and 1982. During this period, the majority of

the supply, as high as 80 per cent of the total,

was derived from imported oil. Such heavy

dependency in tandem with drastic increase of oil

prices cost the country an alarming roreign
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currency drain, as much as 30 per cent or its export

earning, to cover the oil bills. To remedy the

situation, the accelerated programme on the

development of the indigenous sources to substitute

imported oil has been embarked upon. As a result,

the current dependency on imported oil has dropped

to 50.2 per cent. It is envisaged that by the end

of the fifth National Economic and Social

Development Plan, such dependency will be further

reduced to 45 per cent.

1.3 Among the indigenous sources which contributed to

the achievement, lignite is second only to natural

gas. However, in the next two decades, should no new

natural gas fields be discovered, lignite of which

there is a considerable reserve, may perhaps take

the equal leading role in Thailand's energy

scenarios as natural gas.

1.4 At present, the illusion of the current unrealistic

and low oil price has distracted the policy on the

diversification of energy source and will affect the

pace of their development and the era of heavy

dependency on imported oil may resume in future.

Therefore, short and long term energy policy need

reviewing.
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2. Coal reserve and its utilization

2.1 Coal in Thailand are classiried as lignite and sub-

bituminous. They are located in a series of small

disconnected areas known as basins, scattering over

the length of the country, mainly in the western

parts. A total of 79 such basins have been so far

identified, however only 37 of them are reserve

known, the rest need fur'ther investigation. Its

total reserve has been -estimated to be around 1.1

billion metric tons. of these, a minute traction

has so far been exploited. To the end or the year

1985, 18.5 million metric ton of lignite or about

one per cent of the reserves has been mined. The

supply in 1985, the highest ever produced, amounted

to 5.2 million metric tons only quenches 6 per cent

of the country's total energy thirst in that

year. Among these deposits, with the exception of

Mae Moh which is a single mass reserve of 1.46

billion tons or 86 per cent of the total potential,

the rest are small and dispersed deposits. Their

developments have been carried out by private and

governments sector under concessions. In 1984, NEA

held 138 licenses for prospecting lignite, EGAT

owned 43 and similar figures were granted to private

sectors.
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2.2 Despite of their substantial reserves, the

development and utilization have been very slow,

partly due to their properties. Their low calorific

value with high ash, moisture and sulphur content

has limited its use to mine-mouthed power generation

and fueling small industries. In current practice,

low grade lignite are used in power generation,

higher grade and sub-bituminous are tor industries.

In power sector, stimulated by the oil crises,

lignite utilization was seriously carried out only

in 1979, when the production shot up two folds over

the previous year to 1.2 million tons. Since, it

was implemented under a well established plan by a

single state-own enterprise, the growth has

therefore increased systematically. In 1985, its

production totalled 5 million tons and accounted for

90 per cent of the country's coal production. It is

envisaged that this will reach 10 million ton by

1990.

2.3 The utilization of lignite in industries, on the

other hand, has a gloomier picture. Though, the

better quality lignite and sub-bituminous are

allocated for and the market potential is

substantial (the market survey carried out by NEA's

consultant in 1984 revealed that the potential demand

of lignite for industries in 8 provinces around

Bangkok is 4.8 million metric ton annually),
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nevertheless, the actual materialization ras been

unexpectedly slow. The consumption has increased

clumsily from 116,000 metric tons in 1976 to 354,000

in 1985. Several factors have contributed to its

ill-performance. On the supply side, different

quality of lignite has been mined by different

operators, government as well as private, with

different objectives, resulting in price difference

between government and private products. The

government mine, on the other hand, has financial

constraint which did not facilitate the expansion of

production to meet the demand and thus limited the

supply. This situation has discouraged the users,

and in turn, deterred the development. Even worse,

the concessionaires, in order to eliminate the

competitors, have tried to acquire as many licenses

for prospecting lignite as possible, but have no

definite plans nor intention to explore and develop

them. This restricts the possibility on the

assessment of data on reserve for future planning.

On the user 's side, apart from the problems of

supply mentioned above, many obstacles have been

faced. Lignite by itself is very cheap, comparing

with its competitors such as fuel oil, natural gas

and imported coal. For instance, lignite cost only

one-third of fuel oil (91 baht per giga-calorie for

500 Baht per ton of 5500 kcal/kg lignite comparing
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with 275 baht per giga-calorie for 2.70 bant per

litre of fuel oil), two-seventh or natural gas

(natural gas 329 baht per giga-calorie or baht per

million Btu) four-nintn of imported coal (20.5 Baht

per giga-calorie for US $ 40 per ton of coal).

However, the costly haulage which in some cases is

higher than lignite itself, together with higher

investment, maintenance expenses ana operation

inconvenience make lignite marginally attractive.

In addition, the lack of in-country technical know-

how and financial support do not promote the

widespread of lignite utilization in industries.

Should the situation drag on, the target of one

million tons of lignite to be consumed in industries

annually by 1990, as stipulated by the Sixth Plan

will be hardly materialized. In the mean time, the

demand in industries still exists, to meet the

demand, the importation of coal is eminent and thus

in the future, share of imported energy will

rebound.

2.4 Besides those technical and financial problems,

many circumstances have also been complicated and

are constraint in the development of lignite.

Following cited are a few.

- Natural gas, being heavily invested, claims top

priority in utilization, as such, volume or

lignite and its area of utilization are confined
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and have to be carefully planned not jeopardizing

but complimenting natural gas.

- Exploration can only be pertormed by a single

entity, hence adequate data and intormation on

reserve and properties can not be expedited to

enhance proper planning.

- Licenses for prospecting lignite can easily be

graf'ted to anyone at a t6ken tee, even without

any definite plan to develop, thus tending oft

determined developers.

- Current price of lignite is basea on production

cost not economic value, therefore, is

unreallistic low and undervalue. Consequently,

the royalty which is pegged on a fixed percentage

of price tags becomes insignificant and is not up

to the same standard as those applied to natural

gas and oil and is criticized as contradicting to

the policy of equal treatment to all fuels. It

also causes a great loss in government revenue

and propably promotes devastating

consequences especially on natural resources,

particularly where they are concessioned to non-

professional and ill-resources management

operators. As lignite is the depletable sources,

royalty alone may not be sufficient ror its

worthiness, other means of remuneration to

benerit the country should be considered tor

8



optimizing resources management when

concessioning lignite.

- As the development of lignite at present is

performed by both private and government sectors,

issues on how, by whom, to what extent and at

what stage (exploration, development,-

utilization) should lignite programmes be carried

out to best serve the country, become a major

concern. In addition, as every programme need

financing support, answers on related investment,

economy measures, incentives and responsible

entity of each programme have to be provided for

facilitating decision-making.

2.5 In conclusion, the development of indigenous coal is

very vital to sustain country's lessen dependency on

imported oil. However, on the course of its

promotion, there exists many obstacles which have to

be investigated and solved before embarking on the

intensive programme.

- reserve, properties and economic constraints

- proper allocation by type and amount of lignite

and area or its utilization, taking into

consideration the heavy investment on natural

gas.

- exploration constraints

- problem on licensing for prospecting lignite

- Royalty, tax versus revenue, economic value and

9



policy on equal treatment to all substition

fuels.

- Methodology rule and regulation for concessioning

- rationalization of responsibility, private and

government, at various stages or implementation

(i.e exploration development and utilization)

- plan of implementation, strategies, measures,

incentives, their related investment, and

responsible entity.

2.6 These undertakings require personnel with vast

experience, high capability, well-acquaintance t:

and deep understanding of the local condition,;.

the World Bank, with its reputed achievements on

previous involvements in Thailand energy sector,

among others, Energy Sector Assessment Programme,

has proved to be the most appropriate and capable

hand to carry out this task. With this in view, a

request for assistance on the assessment and

formulation of the policies, plan and strategies on

the development of lignite in Thailand, is conveyed

to them for consideration.

B. OBJECTIVES

The objective of this effort is to carry out a

study including assessment and comprehensive technical,

financial, and administrative analysis to formulate the most

effective programme on the development and utilization of

10



indigenous coal (lignite and sub-bituminous) to substitute

imported fuels. The study shall provide adequate data, analysis,

plans target, financial and administrative arrangements to

support subsequent decisions regarding project implementation.

As such the report of the study shall address :

- Reserve and properties of indigenous resources

- for power generation

- for industries

- Status on exploration, development and

utilization

- Potential of substituting imported fuel

- demand and supply

- Economic aspects

- Problem on the development and utilization

- Exploration

- Land regimes

- Fiscal regimes

- Utilization

- Economic

- Environment

- Administration

- Formulation of implementation plan including

steps required for implementation

- Plan, target, policy, strategies

- Exploration

- Development

11



Utilization

- Allocation of use by types and

properties of indigenous coal

- Beneficiation of indigenous coal and/or

modification of equipment at consumer

end.

- Rationalization of responsibility

- private sector

- government sector

- Financial Arrangement

- Investment

- Incentives

- Legal and Administrative expects

- rulesregulation etc.

- royalty, taxes etc.

- concession arrangement

- Land regimes

- Fiscal regimes

C. SCOPE OF WORKS

To achieve the forementioned objective, the services of

an expert is required. he will perform the tasks according to

the following scope of work.

a. Short term assignment in Thailand

1. Assess, collect and collate available data and

information relating to caol resources in

Thailand from various institutions such as NEA,

EGAT, DMR and private sector. This shall

12



include.

- reserves

- properties

- ownership

- status of exploration and its plan

- status of development and its plan

- Mode of utilization

2. Assess, collect and collate available data and,

information relating to coal demand/supply

balance, existing and potential users and

suppliers domestic as well as imported.

3. Assess and identify legal and administrative

rules, regulations, methodology, step or action,

policies relating to the exploration,

concessions, development and utilization of

lignite.

4. Assess and idenfy problems, obstacles and

hindrances in the exploration, development and

utilization of lignite.

5. Assess and evaluate costings relating to the

exploration development, production, storage,

haulage, utilization ash disposal and

environment protection.

b. Home base assignment

The expert will prepare the report containing

1. Review, analyse and evaluate obtained

informations and data relating to coal resources

13



in Thailand.

2. Analyse, study and- rorecast demand supply

balance of coal. Identity and establish rule

for the allocation of coal by classification and

properties to suit each mode of utilization,

amount and source of supply, domestic and

imported.

3. Study recommend locations, priority production

and time frame of development taking into

consideration of reserve, properties and market

and estimate investment required for each

program. Evaluate their economic viability.

4. Analyse production cost and sale price. Study

and compare taxes on imported coal versus

royalty on indigenous coal, oil and natural gas.

Recommend methodology for determining those

taxes and royalty and rationalization of

imported and indigenous coal to enhance

optimum benefit to the country.

5. Analyse and recommend amendments, stream lining

legal and administratives rules, regulation,

methodology, steps of action, policies relating

to exploration, concessions development and

utilization of lignite.

6. Study and evaluate the possibility of

privatization in the development of indigenous

coal ror power generation and industries.

14



Recommend rules and level and area or such

undertaking

7. Study, compare, evaluate and recommend

methodology, rules, regulations and

role of private and governments in the

exploration of indigenous coal by various method,

for instance, government carried out a limited-

scale exploration of each deposit to estimate

reserve, properties, value , then determine

gratuity premium which concessionaire nas to

renumerate on top of royalty or concessionaire

carries out exploration by himself and pays only

royalty as currently applied to oil and gas

development. Establish rule and methodology of

concession, basis to determine gratuity premium,

risk and return of investment.

8. As licenses for prospecting lignite and

concession of lignite production were granted to

private and government, study and evaluate

possibility, extent of reservation, whole or

part, merits and demerits of reservation or

lignite for government realization only. Advise

appropriate steps or action, extent of

reservation, time allowance for nationalizing

concession, level of compensation, it justified.

9. Study on viability of quantity of lignite, area

of utilization, beneficiation ror wider

application. Formulate promotion plan and its
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strategies, taking into consideration or the

already invested natural Jas.

10. Study and recommena role and area of

responsibility of government and private sector

in exploration, development, R & U, conversion,

means, measures, incentives, promotion strategies

and area as well as funding required tor each

activities.

11. Recommend future plan of action, elaborating

target, implemenzation programme in exploration

R & D, deveiopment, utilization, area or

responsibility by government and private, related

fund required in each activities, private and

government, for short (1 - 2 years) and long

term.

D. INPUTS

1) W.B.

The Works will consist of two parts, short term

assignment in Thailand and home base assignment.

It is envisaged that the expert service of one man-month

will be adequate to execute short-term assignment in

Thailand, while 4 man months will be required for home

base assignment.

16



2) NEA

NEA will provide counterpart personnel, available data

and information, office facillities and stationary,

official-use transportation and necessary arrangements to

facilitate the visits and meeting of experts with all

parties concerned.

E. COMMENCEMENT DATE

It is recommended that the Works should commence at the

earliest possible, probably the begining of August 1986.
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TO MR. HERMANS, INTBAFRAD, BANGKOK, THAILAND. RE YOUR TELEX

OF JULY 24 TO IAN HUME. WILL RESPOND IN FIRST WEEK OF AUGUST

AFTER CONSULTATION WITH MR. HUME WHO RETURNS TO HEADQUARTERS
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HUGH GOLDSMITH

SHELL INTERNATIONAL PETROLEUM COMPANY LIMITED
AFRICA AND SOUTH ASIA- REGIONAL ORGANISATION
SHELL CENTRE, LONDON. SE1 7NA TELEPHONE: 01-934 2686

George C. Dikker Hupkes
Africa and South Asia Regional Organisation

Shell International Petroleum Company Limited
Shell Centre London SE1 7NA Telephone 019345673

Howard C. Rance
Ph.D., C.Eng., M.I.Chem.E.

Non-Traditional Business

Shell International Petroleum Company Limited
Shell Centre Telex 919651
London SE1 7NA Telephone 01-934 2811

Home: (0372) 62304

S. R. Klein
Non-Traditional Business Division

Shell International Petroleum Company Limited
Shell Centre London SE1 7NA Telephone 01-934 6948



August 1, 1986

Ms. Jean Becherer

People Met at Shell

Ms. Becherer -

In addition to the regional coordinator for West Africa whose

card I do not have and whose name I do not recall, I met the following
people at Shell:

Mr. Hugh Goldsmith, from the Regional Organization for West Africa;

Mr. George C. Dikker Hupkes, also from the Regional Organization for

Africa;
Mr. Howard C. Rance from the Non-Traditional Business Unit; and

two other gentlemen from the Non-Traditional Business Unit whose

cards I also do not have.

I trust this information will help you maintain a comprehensive

compendium on our contacts with the oil companies. Do not hesitate to

call me if I can be of any further assistance.

asood Ahmed
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ROMANCE LANGUAGE PROGRAM

Name: AHMED, Masood

Language(s) tested: French

Tested by: Mesdames Ginette Salvador and Ginette Patch

Date: July 29, 1986

Speaking Proficiency Level: S-2+(low)

If you feel at any time that your proficiency level has changed, please call

the Romance Language Program to arrange for a new test.

S-1 Able to satisfy routine travel needs and minimum courtesy requirements.

S-1+ Exceeds S-1 primarily in vocabulary and is able to meet more complex
travel and courtesy requirements.

S-2 Able to satisfy normal social demands and limited work requirements.

S-2+ Exceeds S-2 primarily in fluency and in either grammar or vocabulary;
able to satisfy most normal work requirements.

S-3 Able to speak the language with sufficent structural accuracy and
vocabulary to satisfy all normal social and work requirements and
handle professional discussions within a special field.

S-3+ Exceeds S-3 primarily in vocabulary and in fluency or grammar.

S-4 Able to use the language fluently and accurately on all levels normally
pertinent to professional needs.

S-4+ Exceeds S-4 in grammar and is more at ease in informal interpreting
from and into the language.

S-5 Equivalent to that of an educated native speaker.



Fy87 ENERGY STRATEGY PROGRAM
(ESMAP plus ESW)

Pr- luct Fy87 Stage Comments
sw comp.

Energy Assessments
-Angola 134 4 Sida/UNDP funds
-Comoros 30 4
-Mozambique 4 8
-Swaziland 6 6
-Congo 16 5 funded by cam
-Sierra Leone 10 5 funded by cam
-Ghana 5 9
-Laos 10 1 funded by cam
-Algeria 75 1 not funded
-Chile 40 1
-Honduras 18 7
-Gabon 44 4 funded by cam

Sector Strategy
-Thailand oil price impact 30 4 funded by cam
-Pakistan energy strat 1
-Burundi sector review 5 1
-Madag. -lake Aloatra strat ? 1
-Somalia sector strat 5 1
-Zaire sector strat 8 1
-Zambia sector strat 22 ?
-?< 'eria sector update 10 1 funded by cam
-L ia energy strat 25 1 funded by cam
-YAR energy invest 15 6 funded by cam
-Argentina pub expen rev 8 1
-Bolivia energy masterplan 54 1
-Colombia energy strat 36 6
-Ecuador oil revenue alloc 21 1
-Jamaica assess supplt 1 8
-Paraguay ener planning 61 1

Subsector Studies
-Korea LNG util 24 1 funded by cam
-Bangladesh gas strat 14 8
-Bangladesh petr dist 6 1
-India gas 5 1
-Nepal power review 10 1
-Pakistan petr pricing 4 1
-Kenya power masterplan 174 6 funded by cida
-Kenya coal conversion 30 5 funded by Austr
-Rwanda peat util 62 3
-Egypt gas strat 6 3 funded by cam
-Ecuador geothermal 19 1
-Ecuador gas strat 19 1
-Mexico CNG strat 12 3

F1 .y funded tasks sw
Tauxs beyond stage 3 sw
funded or past st 3 sw

MAhmed/7.29/



FY87 Energy Efficiency Program.
(ESMAP plus ESW)

P tuct Line FY87 Stage Comments
sw comp.

Power Efficiency
Audits

-Syria 60 3 fully funded
-Malaysia 70 3 firm
-Benin/Togo 60 3 firm
-Ivory coast 10 5
-Uganda 46 5 firm
-Morocco 60 2
-Zaire 60 2
-Indonesia diesel 50 3 Dutch funding

Industrial Energy
Conservation

_Syria cement 60 4 IPF funding
-Indonesia br&tile 50- 5
-Ghana 80 3 fully funded
-Senegal 90 7 ongoing project
-Kenya tea 26 5 ongoing project
-Uganda industry 5 5 ongoing project
-Uganda br&tile 24 4 ongoing project
-Uganda tobacco 33 4 ongoing project
-Tnzania tobacco 36 3 cida funding
-. ritius tea 19 3
-Morocco 20 2 USAID par.fund.
-Jamaica 42 1
-Venezuela 3 5

Transport energy
conservation

-Sri lanka 6 5 ongoing project
-Tanzania 48 2 cida funding
-Ghana 35 3 cida funding

Restructuring, etc.
-Thailand 70 2

Total staffweeks for firm projects (i.e. beyond stage 3 or fully
funded) are sw in fy87.

MAhmed/ 7.29/
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TELEX OF JULY 24 TO MR. HUME WHICH HAS BEEN PASSED ON TO ME

IN HIS ABSENCE. WE HAVE RECEIVED ON JULY 23, THE DRAFT TORS

FOR THE PROPOSED LIGNITE STUDY AN-D ARE CURRENTLY EXAMINING
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THEM. WE WILL REVERT TO YOU SHORTLY WITH OUR SUBSTANTIVE

RESPONSE INCLUDING THE POSSIBILITY OF SENDING AN ESMAP EXPERT

TO THAILAND TO CARRY OUT THE FIELD WORK FOR THIS EXERCISE.
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The World Bank 1818 H Street, N.W. (202) 477-1234
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT Washington, D.C. 20433 Cable Address: INTBAFRAD
INTERNATIONAL DEVELOPMENT ASSOCIATION U.S.A. Cable Address: INDEVAS

July 25, 1986

Mr. Trevor Sofield
South Pacific Bureau for Economic Cooperation
G.P.O. Box 856
Suva, Fiji

Dear Mr. Sofield:

Thank you for your letter of July 11, inviting us to participate in

the Regional Energy Planning Meeting to be held in Honiara from
Aug. 21-25. Due to previous commitments, I regret that it will not be
possible for us to send a representative to this meeting. However, we

are very interested in the discussions that are likely to take place at
this gathering and would be appreciative if you could send us any
documentation or other information that summarizes these discussions.

Yours sincerely,

Bernard Montfort
Division Chief

Energy Strategy and Preinvestment
Division I

Energy Department

MAhmed:hm

ITT 440098 RCA 248423 , WUI 64145 Y-7040
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OFFICE MEMORANDUM

DATE: July 23, 1986

TO: Distribution

FROM: Masood Ahmed, Deputy Division Chief, EGY (
EXT: 74219

SUBJECT: THAIIAND: Request for Study on Lignite Development

1. As you know, the NEA had made a request to the recent ESMAP
mission led by Mr. Hume, for a quick study to review the prospects and
constraints appertaining to the development and utilization of lignite in
the country. NEA had promised to send detailed terms of reference for
the study on the basis of which we had agreed to respond to their request
for Bank assistance in the implementation of this work.

2. The draft terms of reference have now arrived and are attached
for your review and comments. The next step is for us to meet to discuss
the terms of reference and the nature/timing of any Bank involvement in
the execution of the study. Could we do so early next week? I will try
to arrange for a mutually convenient time.

Attachment

Distribut ion

Messrs. Barrientos/Warren (IND); Kikuchi, Lav (AEA); Ahmed/Albouy (AEP);
Aleem (EGY).

Ms. Shum (EGY).

cc: Hume (o/r) (EGY).

MAhmed:hm
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No0 0704+/ /;a r g National Energy Administration

Kasatsuk Bridge, Bangkok 10500

Thailand

)14 July B.E. 2529 (1986)

Dear 1r. -ume,

Re : Study on Lignite Development in Thailand

As discussed with you and your team members during your visit

to Thailand in Mid-June, 1986, I have the pleasure in enclosing herewith

a draft TOR on the above mentioned subject. Please note that this has

been hastily prepared and as such may not be that comprehensive. I will

appreciate your views on the same and please feel free to suggest any

changes you may deem suitable.

I do hope that you will be able to find support for the same

and that work could start as early as possible

Before, I end, I would like to say that we enjoyed the discussions

with the members of your team and yourself in particular and are confident

that this will lead to further strengthening our cooperation,

In anticipation of your early response, and with best regards,

Yours sincerely,

(Prapath Premmani)

Secretary-General

lr. Ian M. Hume,
Assistant Director,

Energy Department,
The World Bank,

1818 H Street, N.W0
Washington, DC, 20433

U:S9A.
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A. JUSTIFICATION

1. Overview

1.1 Judging from its reserves of 72 per cent of the

world's total commercial energy in comparison with

oil and gas which accounts for 12 and 9 per cent

respectively, coal is the world's most important

sources of energy. The current trend on the

depletion of oil and gas resources despite the

downword movement of the prices gives an indication

to all the nations to search for other substitional

fuels, thus, coal has regained its popularity. IEA

has estimated that in the year 2020, coal will raise

its share in energy supply to 27 per cent from 24

per cent in 1984, while oil will decrease to 11 per

cent from 43 over the same period. It is also

globally accepted that during the energy transition

period from oil to more renewable energy, coal will

play one of the most significant role in the world's

energy scenarios.

1.2 The fast expansion of Thai economic sectors has

caused its energy demand to rise two folds between

1972 and 1982. During this period, the majority of

the supply, as high as 80 per cent of the total,

was derived from imported *oil. Such heavy

dependency in tandem with drastic increase of oil

prices cost the country an alarming foreign

2



currency drain, as much as 30 per cent or its export

earning, to cover the oil bills. To remedy the

situation, the accelerated programme on the

development of the indigenous sources to substitute

imported oil has been embarked upon. As a result,

the current dependency on imported oil has dropped

to 50.2 per cent. It is envisaged that by the end

of the fifth National Economic and Social

Development Plan, such dependency will be further

reduced to 45 per cent.

1.3 Among the indigenous sources which contributed to

the achievement, lignite is second only to natural

gas. However, in the next two decades, should no new

natural gas fields be discovered, lignite of which

there is a considerable reserve, may perhaps take

the equal leading role in Thailand's energy

scenarios as natural gas.

1.4 At present, the illusion of the current unrealistic

and low oil price has distracted the policy on the

diversification of energy source and will affect the

pace of their development and the era of heavy

dependency on imported oil may resume in future.

Therefore, short and long term energy policy need

reviewing.

3



2. Coal reserve and its utilization

2.1 Coal in Thailand are classified as lignite and sub-

bituminous. They are located in a series of small

disconnected areas known as basins, scattering over

the length of the country, mainly in the western

parts. A total of 79 such basins have been so far

identified, however only 37 of them are reserve

known, the rest need further investigation. Its

total reserve has been estimated to be around 1.7

billion metric tons. of these, a minute fraction

has so far been exploited. To the end of the year

1985, 18.5 million metric ton of lignite or about

one per cent of the reserves has been mined. The

supply in 1985, the highest ever produced, amounted

to 5.2 million metric tons only quenches 6 per cent

of the country's total energy thirst in that

year. Among these deposits, with the exception of

Mae Moh which is a single mass reserve of 1.46

billion tons or 86 per cent of the total potential,

the rest are small and dispersed deposits. Their

developments have been carried out by private and

governments sector under concessions. In 1984, NEA

held 138 licenses for prospecting lignite, EGAT

owned 43 and similar figures were granted to private

sectors.

4



2.2 Despite of their substantial reserves, the

development and utilization have been very slow,

partly due to their properties. Their low calorific

value with high ash, moisture and sulphur content

has limited its use to mine-mouthed power generation

and fueling small industries. In current practice,

low grade lignite are used in power generation,

higher grade and sub-bituminous are for industries.

In power sector, stimulated by the oil crises,

lignite utilization was seriously carried out only

in 1979, when the production shot up two folds over

the previous year to 1.2 million tons. Since, it

was implemented under a well established plan by a

single state-own enterprise, the growth has

therefore increased systematically. In 1985, its

production totalled 5 million tons and accounted for

90 per cent of the country's coal production. It is

envisaged that this will reach 10 million ton by

1990.

2.3 The utilization of lignite in industries, on the

other hand, has a gloomier picture. Though, the

better quality lignite and sub-bituminous are

allocated for and the market potential is

substantial (the market survey carried out by NEA's

consultant in 1984 revealed that the potential demand

of lignite for industries in 8 provinces around

Bangkok is 4.8 million metric ton annually),

5



nevertheless, the actual materialization has been

unexpectedly slow. The consumption has increased

clumsily from 116,000 metric tons in 1976 to 354,000

in 1985. Several factors have contributed to its

ill-performance. On the supply side, different

quality of lignite has been mined by different

operators, government as well as private, with

different objectives, resulting in price difference

between government and private products. The

government mine, on the other hand, has financial

constraint which did not facilitate the expansion of

production to meet the demand and thus limited the

supply. This situation has discouraged the users,

and in turn, deterred the development. Even worse,

the concessionaires, in order to eliminate the

competitors, have tried to acquire as many licenses

for prospecting lignite as possible, but have no

definite plans nor intention to explore and develop

them. This restricts the possibility on the

assessment of data on reserve for future planning.

On the user 's side, apart from the problems of

supply mentioned above, many obstacles have been

faced. Lignite by itself is very cheap, comparing

with its competitors such as fuel oil, natural gas

and imported coal. For instance, lignite cost only

one-third of fuel oil (91 baht per giga-calorie for

500 Baht per ton of 5500 kcal/kg lignite comparing
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with 275 baht per giga-calorie for 2.70 baht per

litre of fuel oil), two-seventh of natural gas

(natural gas 329 baht per giga-calorie or baht per

million Btu) four-ninth of imported coal (20.5 Baht

per giga-calorie for US $ 40 per ton of coal).

However, the costly haulage which in some cases is

higher than lignite itself, together with higher

investment, maintenance expenses and operation

inconvenience make lignite marginally attractive.

In addition, the lack of in-country technical know-

how and financial support do not promote the

widespread of lignite utilization in industries.

Should the situation drag on, the target of one

million tons of lignite to be consumed in industries

annually by 1990, as stipulated by the Sixth Plan

will be hardly materialized. In the mean time, the

demand in industries still exists, to meet the

demand, the importation of coal is eminent and thus

in the future, share of imported energy will

rebound.

2.4 Besides those technical and financial problems,

many circumstances have also been complicated and

are constraint in the development of lignite.

Following cited are a few.

- Natural gas, being heavily invested, claims top

priority in utilization, as such, volume of

lignite and its area of utilization are confined
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and have to be carefully planned not jeopardizing

but complimenting natural gas.

- Exploration can only be performed by a single

entity, hence adequate data and information on

reserve and properties can not be expedited to

enhance proper planning.

- Licenses for prospecting lignite can easily be

granted to anyone at a token fee, even without

any definite plan to develop, thus rending off

determined developers.

- Current price of lignite is based on production

cost not economic value, therefore, is

unreallistic low and undervalue. Consequently,

the royalty which is pegged on a fixed-percentage

of price tags becomes insignificant and is not up

to the same standard as those applied to natural

gas and oil and is criticized as contradicting to

the policy of equal treatment to all fuels. It

also causes a great loss in government revenue

and propably promotes devastating-

consequences especially on natural resources,

particularly where they are concessioned to non-

professional and ill-resources management

operators. As lignite is the depletable sources,

royalty alone may not be sufficient for its

worthiness, other means of remuneration to

benefit the country should be considered for
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optimizing resources management when

concessioning lignite.

- As the development of lignite at present is

performed by both private and government sectors,

issues on how, by whom, to what extent and at

what stage (exploration, development,

utilization) should lignite programmes be carried

out to best serve the country, become a major

concern. In addition, as every programme need

financing support, answers on related investment,

economy measures, incentives and responsible

entity of each programme have to be provided for

facilitating decision-making.

2.5 In conclusion, the development of indigenous coal is

very vital to sustain country's lessen dependency on

imported oil. However, on the course of its

promotion, there exists many obstacles which have to

be investigated and solved before embarking on the

intensive programme.

- reserve, properties and economic constraints

- proper allocation by type and amount of lignite

and area of its utilization, taking into

consideration the heavy investment on natural

gas.

- exploration constraints

- problem on licensing for prospecting lignite

- Royalty, tax versus revenue, economic value and
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policy on equal treatment to all substition

fuels.

- Methodology rule and regulation for concessioning

- rationalization of responsibility, private and

government, at various stages of implementation

(i.e exploration development and utilization)

- plan of implementation, strategies, measures,

incentives, their related investment, and

responsible entity.

2.6 These undertakings require personnel with vast

experience, high capability, well-acquaintance to

and deep understanding of the local conditions.

the World Bank, with its reputed achievements on

previous involvements in Thailand energy sector,

among others, Energy Sector Assessment Programme,

has proved to be the most appropriate and capable

hand to carry out this task. With this in view, a

request for assistance on the assessment and

formulation of the policies, plan and strategies on

the development of lignite in Thailand, is conveyed

to them for consideration.

B. OBJECTIVES

The objective of this effort is to carry out a

study including assessment and comprehensive technical,

financial, and administrative analysis to formulate the most

effective programme on the development and utilization of
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indigenous coal (lignite and sub-bituminous) to substitute-

imported fuels. The study shall provide adequate data, analysis,

plans target, financial and administrative arrangements to

support subsequent decisions regarding project implementation.

As such the report of the study shall address :

- Reserve and properties of indigenous resources

- for power generation

- for industries

- Status on exploration, development and

utilization

- Potential of substituting imported fuel

- demand and supply

- Economic aspects

- Problem on the development and utilization

- Exploration

- Land regimes

- Fiscal regimes

- Utilization

- Economic

- Environment

- Administration

- Formulation of implementation plan including

steps required for implementation

- ,Plan, target, policy, strategies

- Exploration

- Development
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- Utilization

- Allocation of use by types and

properties of indigenous coal

- Beneficiati on of indigenous coal and/or

modification of equipment at consumer

end.

- Rationalization of responsibility

- private sector

- government sector

- Financial Arrangement

- Investment

- Incentives

- Legal and Administrative expects

- rules,regulation etc.

- royalty, taxes etc.

- concession arrangement

- Land regimes

- Fiscal regimes

C. SCOPE OF WORKS

To achieve the forementioned objective, the services of

an expert is required. he will perform the tasks according to

the following scope of work.

a. Short term assignment in Thailand

1. Assess, collect and collate available data and

information relating to caol resources in

Thailand from various institutions such as NEA,

EGAT, DMR and private sector. This shall
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include.

- reserves

- properties

- ownership

- status of exploration and its plan

- status of development and its plan

- Mode of utilization

2. Assess, collect and collate available data and,

information relating to coal demand/supply

balance, existing and potential users and

suppliers domestic as well as imported.

3. Assess and identify legal and administrative

rules, regulations, methodology, step of action,

policies relating to the exploration,

concessions, development and utilization of

lignite.

4. Assess and idenfy problems, obstacles and

hindrances in the exploration, development and

utilization of lignite.

5. Assess and evaluate costings relating to the

exploration development, production, storage,

haulage, utilization ash disposal and

environment protection.

b. Home base assignment

The expert will prepare the report containing

1. Review, analyse and evaluate obtained

informations and data relating to coal resources
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in Thailand.

2. Analyse, study and forecast demand supply

balance of coal. Identify and establish rule

for the allocation of coal by classification and

properties to suit each mode of utilization,

amount and source of supply, domestic and

imported.

3. Study recommend locations, priority production

and time frame of development taking into

consideration of reserve, properties and market

and estimate investment required for each

program. Evaluate their economic viability.

4. Analyse production cost and sale price. Study

and compare taxes on imported coal versus

royalty on indigenous coal, oil and natural gas.

Recommend methodology for determining those

taxes and royalty and rationalization of

imported and indigenous coal to enhance

optimum benefit to the country.

5. Analyse and recommend amendments, stream lining

legal and administratives rules, regulation,

methodology, steps of action, policies relating

to exploration, concessions development and

utilization of lignite.

6. Study and evaluate the possibility of

privatization in the development of indigenous

coal for power generation and industries.
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Recommend rules and level and area or such

undertaking

7. Study, compare, evaluate and recommend

methodology, rules, regulations and

role of private and governments in the

exploration of indigenous coal by various method,

for instance, government carried out a limited-

scale exploration of each deposit to estimate

reserve, properties, value , then determine

gratuity premium which concessionaire has to

renumerate on top of royalty or concessionaire

carries out exploration by himself and pays only

royalty as currently applied to oil and gas

development. Establish rule and methodology of

concession, basis to determine gratuity premium,

risk and return of investment.

8. As licenses for prospecting lignite and

concession of lignite production were granted to

private and government, study and evaluate

possibility, extent of reservation, whole or

part, merits and demerits of reservation of

lignite for government realization only. Advise

appropriate steps of action, extent of

reservation, time allowance for nationalizing

concession, level of compensation, if justified.

9. Study on viability of quantity of lignite, area

of utilization, beneficiation for wider

application. Formulate promotion plan and its

15



strategies, taking into consideration ot the

already invested natural gas.

10. Study and recommend role and area of

responsibility of government and private sector

in exploration, development, R & D, conversion,

means, measures, incentives, promotion strategies

and area as well as funding required for each

activities.

11. Recommend future plan of action, elaborating

target, implementation programme in exploration

R & D, development, utilization, area of

responsibility by government and private, related

fund required in each activities, private and

government, for short (1 - 2 years) and long

term.

D. INPUTS

1) W.B.

The Works will consist of two parts, short term

assignment in Thailand and home base assignment.

It is envisaged that the expert service of one man-month

will be adequate to execute short-term assignment in

Thailand, while 4 man months will be required for home

base assignment.
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2) NEA

NEA will provide counterpart personnel, available data

and information, office facillities and stationary,

official-use transportation and necessary arrangements to

facilitate the visits and meeting of experts with all

parties concerned.

E. COMMENCEMENT DATE

It is recommended that the Works should commence at the

earliest possible, probably the begining of August 1986.
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July 23, 1986

Willem Struben

ESMAP: South Pacific Petroleum Strategy Study

Mr. Struben -

Attached is the final version of the note we prepared in
response to the consultant critques of the above study; Mr. Stern has
sent this note to Mr. Aunsnunta and approved its transmittal to others
who in our judgment should be made aware of its findings. Internally,
that would include Mr. Dean's office where Mr. Bowen has already been in
touch with me on this matter; I will follow up with him and keep you
posted.

Externally, the two sets of parties concerned are, of course,
the individual Governments and the regional agencies (SPEC, PEDP, and
UNDP's resident office). In my view, we should not send this note to the
Governments as it would give undue credibility to consultant critiques
whose professional soundness and objectivity we have questioned. Rather,
I would propose a similar letter to each Government thanking them for
comments on the Green Cover and informing them that in view of the recent
developments which have overtaken the recommendations of the study, we do
not propose to process this report further. If you agree, I will have
such a letter drafted for your clearance.

Regarding the agencies, I believe it would be useful to send
them a copy of the note since they are the ones who initiated this
criticism. I would, however, make it clear that this note was prepared
for internal purposes and that we do not propose to enter into any
further dialogue on the merits and demerits of the consultants' claims.
We should also make it clear that we do not envisage any further need for
ESMAP intervention in the petroleum supply management area for the
countries concerned for the foreseeable future. Again, if you agree with
this proposal, I will have a draft letter prepared to this effect.

Please call me at your convenience.

Ma med

Attachment

cc: Messrs. Montfort, Mian (EGY).



ESMAP: South Pacific - Petroleum Supply Study:
Review of Consultant Critiques

Background

1. Between 1982 and 1985, energy assessments were carried out in
six South Pacific Island countries under the joint UTNDP/World Bank Energy
Assessment Program. 1/ During the course of these assessments, the
Governments expressed concern about the high cost of petroleum imports to
the region and the assessment missions' findings confirmed the
substantial scope for reducing these costs. In 1985, the Governments
requested ESMAP assistance to analyze the scope for realizing these
savings and to develop a strategy for implementing the recommended
option.

2. The field work for the exercise was carried out in May-June
1985, by a World Bank mission joined by two representatives of the
regional organizations, SPEC and UNPEDP. At the request of the regional
organizations, the coverage of the study was also expanded from the six
assessment countries (which account for over 95% of the petroleum
consumption in the region) to cover five additional smaller
countries. 2/ The mission's draft was discussed at the working level
with representatives of SPEC and PEDP and a Green Cover draft was
submitted for review to the Governments concerned in March 1986. The
draft was discussed at an inter-Governmental meeting convened by SPEC in
May 1986. In addition to the Government representatives, the attendance
at this meeting included representatives of some international oil
companies and consultants. Two of these consultants had been
commissioned by PEDP to prepare critiques of the ESMAP study. 3/ These
critiques raise a number of questions about the analysis and findings of
the ESMAP study. The purpose of this note is to review the points raised
by the consultant studies and their impact on the recommendations of the
ESMAP report.

1/ Fiji, Papua New Guinea, Soloman Islands, Tonga, Vanuatu and Western
Samoa.

2/ Cook Islands, Kiribati, Tuvalu, Tokelan, and Niue.

3/ The consultant reports were prepared for PEDP by Messrs. Fesharaki
and Isaak of the East-West Center; and by Mr. Warwick Richards et al
of Energy Policy and Analysis Limited of Sydney and Canberra.
Mr. Fesharaki's report was not officially circulated at the meeting,
although copies were obtained by many participants. Both
Mr. Fesharaki and Mr. Richards also made oral presentations of their
views at the meeting.
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Findings and Recommendations of the ESMAP Study

3. The study reviewed the comparative savings that could be

expected from the application of five alternative petroleum procurement

systems based on the market conditions prevailing at that time and on the

mission's evaluation of potential suppliers' response to the specialized

needs and circumstances of the small island countries. It concluded that

of the various options considered, the largest financial savings were

likely to accrue from the establishment of a competive tendering system

for the region's petroleum requirements. It further concluded that the

use of combined tender covering the requirements of all the countries

would generate larger savings than individual tenders by countries

because the higher volumes would enable new suppliers to enter the market

thereby resulting in lower prices. It estimated that the use of such a

tender mechanism would result in savings of between US$6-9 million per

year to the countries as a group as compared with the prices they were

then being charged. These savings would derive from the competitive

pressure among bidders which would cause at least part of the supplies to

be priced at the lower "spot market" prices rather than the higher

"company postings" which had been the basis of supplies to the countries

prior to the mission. The report notes that the prerequisites for the

successful operation of the tender arrangement included a degree of

cooperation amongst the countries and the willingness of the oil

companies to participate in such a scheme. The proposed scheme also

envisaged the separation of offshore petroleum procurement from petroleum

marketing and distribution operations within each country; this latter

business would continue to be operated by the oil marketing companies in

the existing manner. Finally, the report identified a variety of other

less important opportunities for savings through streamlining or

improving existing arrangements in a number of areas.

Developments Over the Last Twelve Months

4. Since the June 1985 ESMAP mission, the international petroleum

market has undergone dramatic changes and there have also been specific

changes in the pattern and pricing of petroleum supply in the South

Pacific Region. The most notable regional development has been the

decision by the existing petroleum suppliers to voluntarily adopt a

pricing formula that closely approximates the pricing basis that the

ESMAP study had envisaged would be obtained through a competitive

tender. Thus the Richards study reports that Mobil and Shell have moved

to a 60% postings - 40% spot pricing basis and British Petroleum (BP) has

moved to a fully spot pricing basis since the June 1985 ESMAP

mission. 4/ This compares with the ESMAP study estimate that a regional

competitive tender would generate a pricing basis that was equally

4/ It should he noted that the report also states that these figures

have not been officially confirmed by the companies.
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divided between spot and posted prices. The companies have also taken a
variety of other steps over the past twelve months to provide additional
information to Governments and to identify ways of reducing supply
costs. Most recently, the companies have announced their intention to
carry out a small tankers rationalization study which was also
recommended by the ESMAP report and which in the estimation of the
companies could generate savings of up to US$0.5 million per year in
supply costs for the smaller islands. The net result of these
developments is that the recommendations of the ESMAP report have been
overtaken by events. Given the voluntary adoption of a more favorable
pricing formula by the existing suppliers, the incremental savings that
would occur from switching to a competitive tender mechanism now are too
small to justify the administrative and other associated costs with such
a switchover.

5. More generally, the objectives of ESMAP intervention have been
largely achieved through the voluntary actions of the existing suppliers
and further action is not required as long as the countries continue to
obtain petroleum products on such a basis. Therefore, further processing
of the ESMAP study would not serve a useful purpose or justify the
additional resources required to accomplish it.

Substantive Critiques by the Consultant Reports

6. While the two consultant studies agree with some of the
conclusions of the ESMAP report, they have a number of criticisms about
its analysis and findings. The important points raised and their impact
on the ESMAP report are outlined below.

(a) No analysis of the potential for savings from reducing onshore
operating costs.

This is a valid criticism in that the ESMAP study focus is
almost exclusively on the options for reducing the cost of
petroleum supply to the point of entry in each country and does
not include an evaluation of how additional savings could be
made in onshore costs. However, this is in accordance with the
study's terms of reference which were designed to focus on the
common issue facing all these countries with the idea that the
highly country-specific and resource intensive analysis of
onshore operations could be carried out subsequently on a
country by country basis as needed. This limitation has been
noted in the ESMAP report (para 1.6).

(b) Analytical Basis for Estimation of Savings TTnder Regional
Tender.

This point has two dimensions. First, that the data used for
estimating the difference between spot and posted prices was
unreliable and would have generated substantially different
results if different time periods had been chosen. And second,
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that the assumption that a competitive tender would generate
prices that were equivalent to 50% spot - 50% postings is not
substantiated through analysis.

Regarding the first point, it is quite true that the
differential between posted prices and spot prices varies over
time and across markets. It is for this reason that in
addition to the estimate of savings based on the one point
price differential between spot and posted prices at the time
of the mission, the report also includes an estimate of the
savings that would result from an application of the average
monthly differential between January 1985 and January 1986, the
latest month for which data were available for inclusion in the
Green Cover report. It is not true, as stated in the
Fesharakhi report, that the use of January-December 1985 data
would have generated completely different results: staff
calculations suggest that the estimated savings generated from
that period would have been about US$6.0-9.3 million per year,
which compares with the figures cited in the text of US$6-9
million per year.

Regarding the issue of the price that would result from a
competitive tender, this is of course a matter of judgment
until any competitive tender is actually bid for. The staff
based their estimate on their judgment of market conditions
prevailing at the time of the study. Other experts may well
have different opinions. However, it is interesting to note
that the existing suppliers have subsequently reportedly
adopted a pricing formula that is not dissimilar to the one set
out in the ESMAP report.

(c) Onshore Implications of a Regional Tender.

The criticism is that by ignoring onshore operations, the ESMAP
study failed to recognize that any savings in offshore costs
accruing from a regional tender could be offset by the charging
of higher margins for onshore operations by the inland
marketers. It is not entirely obvious why this should be the
case. If onshore distribution and offshore procurement are
separated, as the ESMAP report clearly states must be the case
for a regional tender to work (para 4.3-4.4), then the
monitoring of onshore operations and the legitimacy of claims
for higher costs would be an important but separate concern for
the Governments. In this context, it is worth noting that the
recent voluntary change in offshore petroleum supply pricing
does not appear to have been accompanied by a request for
higher onshore margins.
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(d) Analysis of the National Tender Option.

The points raised are that the ESMAP report inadequately
assessed the savings to Western Samoa from its use of a
national tender; further, the report used a hypothetical (and
inadequate) basis for estimating the potential savings from a
national tender rather than relying on the actual experience of
Western Samoa.

Regarding the Western Samoa tender, the mission deliberately
minimized its comments on this question which is politically
sensitive and whose resultant savings have been calculated in
very different ways by different experts. This is mainly due
to the fact that the adoption of the national tender in Western
Samoa was accompanied by a variety of other actions which had a
bearing on the price build-up for product supply. For this
reason, the mission chose to adopt a judgmental approach to
estimating the potential savings that would accrue from any
future national tenders in the other islands.

Regarding the actual level of savings assumed to accrue from
such a tender, the rationale underlying the mission's
assumption that the new price would be no lower than the lowest
postings, is that a national tender would be unlikely to
attract new suppliers into the market and the best price that
could have been expected from existing suppliers in 1985
conditions was the lowest posted price. This applies
particularly to the smaller islands (i.e., excluding Fiji and
PNG) whose individual consumption levels are very small by
international standards. Market conditions have, of course,
changed dramatically in 1986, and it is quite likely that a
national tender today would generate a lower price than
postings, even from the existing suppliers.

(e) Analysis of Toll Processing Option.

Three points were made in this regard. First, that an
excessively high toll processing fee of US$1.50 per barrel was
used. Second, that the use of different crude input and
refinery operation assumptions would have generated different
results than obtained in the ESMAP report. And third, that the
potential for toll processing in the Marsden Point refinery in
New Zealand was not adequately evaluated.

Regarding the processing fee, while it is true that some
processing contracts have been signed at a fee of TJSSO.70 per
barrel, it is also the case that processing fees vary
considerably depending upon the specific nature of the
contract. In the case of the South Pacific, the skewed product
demand slate would mean that the processor would either have to
dispose of surplus fuel oil or to employ more expensive
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secondary cracking facilities; this would generally result in a

higher processing fee. Moreover, it is interesting to note
that toll processing fees have recently risen and are currently
in the US$1.50 per barrel range.

Regarding alternative crude supply configurations, this would
have resulted in a better matched product mix but could also
have entailed higher crude prices. In any event, in the
mission''s judgment, the resulting variation would not have been
significantly different so as to alter the relative ranking of
the toll processing option.

Finally, regarding the use of the Marsden Point Refinery, the

ESMAP report's conclusion was that on a strictly commercial
basis this would not be a competitive source of supply.
However, if as suggested in the consultant report, a
concessional arrangement could be obtained because of the
special circumstances and partial Government ownership of this
refinery, this would obviously alter the relative economics.
The issue of concessionary pricing also applies to the points
raised regarding the prospects for country to country

agreements on crude supply for toll processing.

(f) Analysis of Implementation Difficulties.

Finally, the consultant reports criticize the ESMAP study for
underestimating the disruption that a tender mechanism would
cause to existing supply arrangements and for not being
explicit in spelling out the difficulties of implementing such
an arrangement. These points could indeed have been spelt out
in greater detail in the report and the implementation

mechanism would have to be worked out in some detail before a
regional tender mechanism could be put into place. In the
staff's view, these difficulties, while very real, were
nonetheless surmountable. Moreover, their presence would not
be an adequate reason to forego the establishment of a system
which, under the circumstances then prevailing, would have

generated substantial savings to the countries.

EGYS1
7/21/86
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Existing EGYS1/2 work can be grouped in four areas:

- Household energy A--a-m (broadly defined)
- Energy efficiency (including technical and financial restructuring)
- Energy sector strategy (including public investment reviews)
- Institutional support (including support for round tables and donor mtngs)

Household energy work would cover:

- household energy strategy studies
- studies to look at fuel substitution options for household sector
- preparation of improved stove projects; implementation of these projects on

a limited scale
- preparation of improved charcoal kiln projects
- preparation of fuelwood supply projects
- preparation of renewable resource assessments and development strategies,

either for a single resource (wind, solar) or for sets of resources
(biomass fuels)

- market studies and project proposals for renewable applications

Energy efficiency and restructuring would cover:

- power efficiency audits
- energy conservation in industry
- energy conservation in transport and large buildings
- financial restructuring a la Thailand'

Sector strategy would comprise:

- energy assessments
- strategy assisftance a la Colombia
- public investment reviews
- other Bank sector work 0

- energy assessment status reports
- internal country energy strategy papers

Institutional support would comprise:

- instituional reviews
- support for preparing documentation for donor meetings
- training and seminars
- petroleum supply manangement assisstance
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The gray areas in this allocation would be:

- energy efficiency work in small industries ( sawmills, brick and tile etc)
which use largely biomass fuels but where the expertise and project
packaging required is similar to other energy conservation work;

- policy development work in both the house old energy and energy efficiency
areas: this work could also be grouped in a policy and research division

- advisory work :would the same groups also do the advisory work in the areas
of household energy and energy efficiency?

- ???others to be identified

Other questions:

- relative size of fy87 work programs in each area;
- magnitude and nature of uncertainties affecting each set of work;
- staff indivisibilities, preferences and requirements for staff by number

and type to carry out agreed work program in each area;
- how would country coordinator function be carried out in thi arrangement?

would there be any need for such a function in EGY?
- how would donor relations be handled for non-Bank funded work? this applies

to both fund raising and reporting aspects of donor relations as well as
the management of relations with UNDP.

- how would budgeting of undp funded work and the production of OIRs be
handled?

- who would monitor (ensure?) appropriate consultant mix for donor funded
work as a whole?

- how would the distinction between Bank funded and Non Bank funded work be
maintained? how would potential conflicts of interest and preference
between Bank operational priorities and priorities of donors/undp be
resolved?

- how would coordination among the various product line units and between
then and the rest of the Bank be maintained?
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Dt. rnd.Interview Schedule

of For Ay 
Mr. Michael Clegg

for the position of Senior Gas Specit li

Thursday, July 17 R btAo. it.

9:15 Ms. H. Vazquez S 6n 3' Fik0 365 1
Recruitment Officer

Personnel Management Department

11:00 Mr. V. Nayyar 16-131 60001
Chief, Energy Div.
East Asia and Pacific Projects

1:15 Lunch with Mr. E. McCarthy D-400 74081

Chief, Div. 1, EGY

1:00 Mr. A. EI-Mekkawy D-407 74089
Sr. Pet. Engr., EGY

4:00 Mr. M. Iskander D-551 72141

Chief, Div. 2, EGY

Friday, July 18

9:00 Mr. S. Khwaja D-408 74088
Natural Gas Spec. Div. 1, EGY

10:00 Mr. R. Saunders D-533 72083

Economic Adviser, EGY

11:00 Mr. T. Byer D-517 72253
Sr. Energy Planner,

Energy Policy & Advisory Div., EGY

12:30 Lunch with Mr. M. Shirazi D-534 72481
Gas Specialist, Pet. Projects

Policy Staff, EGY

2:00 Mr. M. Ahmed D-629 73996
Deputy Chief, Div. 1, EGY

3:00 Mr. J. Lopez S4-041 33638
Personnel Officer, PMD

4:00 Meeting with Mr. McCarthy

Staffing Division

Personnel Management Department

NOTE: Please send your interview report to Ms. Vazquez

(S-6047) within 3 days of interview.



July 22, 1986

Cornelis de Kievit

Mr. Megateli's Appointment Letter

Mr. de Kievit -

You have probably noticed by now that there is a typographical
error on this letter whereby termination clauses are repeated and
misnumbered. I suppose this requires no further action other than to
issue him with a revised letter when he arrives in Washington in
September.

Masood Ahmed



July 21, 1986

Bernard Montfort

FY87 Resource Imbalance

Bernard -

As we discussed, I have looked through the FY87 Bank work

program to identify potential candidates for elimination in the event
that the incremental resources needed to implement the agreed work

program are not made available. In the latest round of CAM figures, the

total work program for EGYS1 is. 8.1 SY exclusive of non-Bank tasks which

are offset by an equal amount of non-Bank resources. This 8.1 SY exceeds

by 2.4 SY our current allocation of Bank resouces even allowing for the

extra position for Willem Floor which we should have obtained as of
July 1, 1986.

I assume that the 2.4 SY imbalance will be corrected through the

allocation of extra resources which, having been agreed under CAM, will

be provided to EGY and should therefore find their way to us. However,
if we had to correct the imbalance by eliminating tasks, my proposals

would be to cut out the following in the order listed. -

Task SW Cumulative Reduction in SW

EGYS1 Managed
Algeria--Energy Assessment 20 20

Egypt--Gas Strategy 6 26

Korea--LNG Utilization 24 50

Chad--Energy Assessment 5 55

Senegal--Household Energy 20 75

Nigeria--Sector Update 10 85

Support
Guinea--Energy Strategy 2 87

Guinea--Second CG 4 91
Burundi--Charcoal Stoves 1 92

Egypt--Plan Prep and Review 5 97

Other Output
Lead Advisory 20 117

Needless to say, this would leave us with:

(a) a much emaciated program because the cuts are being made from a

smaller substantive base of 7.0 SY not the 8.1 SY which

includes management and overheads;
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(b) iritate4 partners in the regions who have agreed to these
numbers (sometimes after considerable negotiation) and are
actually paying for the work to EIS;

(c) disillusioned staff who have worked hard to present and defend
these proposals in a variety of fora and who would now see the
fruits of their efforts being altered arbitrarily and without
due cause.

Let's discuss on your return.

as A ed



THF WORLD RANK INT[ HNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: July 21, 1986

TO: Mr. Anthony Churchill, Director, EGY

FROM: Masood Ahmed, Acting Division Chief, EGYS1

SUBJECT: Employment Conditions For Externally-Funded Staff

1. As you know we reviewed the draf t paper on the subject and

supported WUD's position which called for substantial changes in the

paper's recommendations. (See Mr. Saunders' memo to Mr. Stern,
attached).

2. I have just spoken to Mr. Raphaeli who informed me that the
following decisions were taken in regard to the paper at Wednesday's OVP
meeting:

(a) all staff not paid from the administrative budget will be
classified as contract secondment staff (CSS) regardless of
whether they work in the field or at headquarters;

(b) all CSS recruited after Jan. 1, 1987, will be paid on a
different basis than regular bank staff; the expectation is
that their benefit package will lie roughly half way between
those of the Bank and UNDP;

(c) CSS staff will not be able to join the Bank's pension plan but

will receive, in lieu, a grant at the end of their contract;

(d) all CSS staff on board before the end of calendar year 1986
will be grandfathered under their existing contracts.

3. These proposals still have to be approved by the Personnel

Action Committee and it is expected that this will take a few months.

Mr. Raphaeli is to agree with the UNDP on a model contract and the
precise benefits package for those CSS who will be paid from INDP

projects. CSS paid for directly by other donors can apparently be
recruited on any terms agreed with the donor prior to the start of the

employment contract.

4. The implications of these decisions, which are of course at

odds with the recommendation of both WUD and ourselves, are:

(a) all externally-funded ESMAP staff recruited after the end of
this year will be classified as CSS;

(b) these staff will receive a lower compensation package than

their Bank-funded colleagues in the division who will be doing
exactly the same work;
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(c) a lower compensation package may well restrict our ability to

recruit the more senior and more specialized types of staff

that everyone has agreed we should now seek to obtain;

(d) it will certainly increase the outflow of the more competent of

these staff to a regular position elsewhere in the Bank as soon

as they are able to find one.

5. I would appreciate your guidance on how best to proceed further

in this matter.

Attachment

cc: Messrs. Hume (o/r), Montfort (o/r), Dosik, Saunders, Bates (EGY);

Raphaeli (PPD).

MAhmed:hm



THE WO(LD 3ANK INTFRNATIONAL FINANCE CORPORA TION

OFFICE MEMORANDUM

DATE: July 15, 1986

TO: Mr. Ernest Stern, Acting Vice President, EIS

FROM: Robert J. Saunders, Acting Director, EG

SUBJECT: Employment and Compensation Conditions for Secondment Staff -
Paper for OVP Decision of July 16

1. EGY staff have reviewed this paper and discussed their comments
with staff from WUD, the other department most affected by decisions on

this matter. We fully share WUD's position as outlined in the attached

memo to Mr. Husain.

2. EGY's position is simpler than WUD in that we employ UNDP

financed fixed-term staff only at headquarters. The paper proposes that
such positions be "clearly designated as 'fixed-term' or 'secondment'
depending on whether or not a realistic basis for such a differentiation

can be devised." In the absence of such a determination, it is, in our

view, premature to talk about the different employment conditions that

would apply to the two categories of staff. If WUD's proposed criteria

for defining secondment staff were accepted, and we would support that,
then all of the UNDP funded staff in EGY would be classified as 'fixed-
term' rather than 'secondment' staff and we would then have no difficulty

with the specific recommendations of the paper in regard to the

conditions of employment for these staff.

Attachment

cc: Messrs. Churchill (o/r), Dosik (EGY);
Gross (WUD); Raphaeli (OPSVP).

MAhmed:

P-1867



July 11, 198b

Mr. S. Shahid Husain, CUPSVP

Ping-Cheung Loh, WUDDR

694b4

Review o Paper "Employment and compensation Conditions for Secondment

Staff"

1. ie should like to provide comments on the draft paper

"Employment and Compensation Conditions for Secondment Stail" to be

discussed at the OVP's meeting on July 1b.

2. The paper must be reviewed in the context of the general

decision to bring the activities and the management of the Bank-UNDF
later Decade program closer to those of the Bank, in order to maximize

the benefits of the program to thE Bank, to UNdP, and, more important,
to the Bank's borrowers. This trend was strongly endorsed by the OVPs

in their review of the RaphaEli report in 1985. Since then, a number of

major steps have been taken to implement these recommendations:

(a) job grading of all IiQ staff on externally-funded positions
has been completed; their positions were tound to be

comparable to those of Bank staff and have bcei converted

from "seconoment" to fixed-term;

(b) externally-fundee hu staff and SorE ficic stitf have now
been fully integrated into the merit revies process;

(c) efforts are being made to rmerge toe external rtsources anc
the Bank's budget in the MIS; and

(d) further steps have been taken to integrate trhi Watet

Decade program activities into those of tne ronk's
regions, inclucing, in some cases, into project Jenning.

3. As you know, we have been concerned with secondment staff

issues since the beginning of the Bank-UNDP ater Dtcadc program in
1961, and we welcome this most recent effort to improve the Bank's
handling O these matters. The paper has been revieweu with the chiefs

of the Water Decade units, and we are extremely concerned about the

proposcd category referred to as contract secondment staff (CSS). There

is no clear definition of secondment, yet the paper arbitrarily

catt.gorlzes all field staff on externally-iundea assignmetnts as CSS at
the same time it leaves the status of hty staff to be resolved later.

4. CSS should include only thosk persons who are hired Iror

outside the Bank who are assigned to and work under the primary

supervision of a government or another external entity. This is the
definition that was agreed internally within OPS in September 1984, and

it provides a meaningful basis for making distinctions between one

employment category and anothut. All other staft not on secondmeut,



i.e., whose primary reporting relationship is to the Bank, should be
treated as Bank staff on fixed-term contracts, whether they work at
headquarters or in the field. We believe that this internal OPS
definition is as clear and as defensible a definition of secondment as
is possible, and recommend that it be adopted and used as the basis for
formulating secondment staff policies.

5. We also suggest that specific recommendations as to the legal
and contractual relationship between the Bank and persons hired for
secondment assignments be drafted and circulated for review and
discussion. To reduce confusion, it would be useful to substitute
another term such as "expert" for the term "staff" in CSS. At the same
time, a compensation package should be developed for the new secondment
category that is equitable and sufficiently competitive to enable the
Bank to recruit and retain highly qualified persons for these
externally-funded technical assistance assignments. Some of our field
staff could face reduced compensation if these proposals are adopted,
and we recommend that a grandfather clause be added to protect them as
well as the ADS and APMU staff.

6. A large number of our staff and the Water Decade program could
be adversely affected if the draft paper is endorsed. We should like to
reiterate our concern about the present draft and stress the importance
of the recommendations we have made above in clarifying these secondment
issues and in treating our staff and others like them fairly.

BGross oh:nah

cc: Messrs. Kopp (SVPOP); Richardson (OPSVP); Churchill (EGYLI);
Raphaeli (PPDPR); Costa, Cohen (o/r), de Ferranti,
Arlosorcft, Read, Potasbrik (WUL)



ESMAP: South Pacific - Petroleum Supply Study:
Review of Consultant Critiques

Background

1. Between 1982 and 1985, energy assessments were carried out in
six South Pacific Island countries under the joint UNDP/World Bank Energy
Assessment Program. 1/ During the course of these assessments, the
Governments expressed concern about the high cost of petroleum imports to
the region and the assessment missions' findings confirmed the
substantial scope for reducing these costs. In 1985, the Governments
requested ESMAP assistance to analyze the scope for realizing these
savings and to develop a strategy for implementing the recommended
option.

2. The field work for the exercise was carried out in May-June
1985, by a World Bank mission joined by two representatives of the
regional organizations, SPEC and UNPEDP. At the request of the regional
organizations, the coverage of the study was also expanded from the six
assessment countries (which account for over 95% of the petroleum
consumption in the region) to cover five additional smaller
countries. 2/ The mission's draft was discussed at the working level
with representatives of SPEC and PEDP and a Green Cover draft was
submitted for review to the Governments concerned in March 1986. The
draft was discussed at an inter-Governmental meeting convened by SPEC in
May 1986. In addition to the Government representatives, the attendance
at this meeting included representatives of some international oil
companies and consultants. Two of these consultants had been
commissioned by PEDP to prepare critiques of the ESMAP study. 3/ These
critiques raise a number of questions about the analysis and findings of
the ESMAP study. The purpose of this note is to review the points raised
by the consultant studies and their impact on the recommendations of the
ESMAP report.

1/ Fiji, Papua New Guinea, Soloman Islands, Tonga, Vanuatu and Western
Samoa.

2/ Cook Islands, Kiribati, Tuvalu, Tokelan, and Niue.

3/ The consultant reports were prepared for PEDP by Messrs. Fesharaki
and Isaak of the East-West Center; and by Mr. Warwick Richards et al
of Energy Policy and Analysis Limited of Sydney and Canberra.
Mr. Fesharaki's report was not officially circulated at the meeting,
although copies were obtained by many participants. Roth
Mr. Fesharaki and Mr. Richards also made oral presentations of their
views at the meeting.



- 2 -

Findings and Recommendations of the ESMAP Study

3. The study reviewed the comparative savings that could be

expected from the application of five alternative petroleum procurement

systems based on the market conditions prevailing at that time and 
on the

mission's evaluation of potential suppliers' response to the specialized

needs and circumstances of the small island countries. It concluded that

of the various options considered, the largest financial savings were

likely to accrue from the establishment of a competive tendering system

for the region's petroleum requirements. It further concluded that the

use of combined tender covering the requirements of all the countries

would generate larger savings than individual tenders by countries

because the higher volumes would enable new suppliers to enter the market

thereby resulting in lower prices. It estimated that the use of such a

tender mechanism would result in savings of between US$6-9 million per

year to the countries as a group as compared with the prices they were

then being charged. These savings would derive from the competitive

pressure among bidders which would cause at least part of the supplies to

be priced at the lower "spot market" prices rather than the higher

"company postings" which had been the basis of supplies to the countries

prior to the mission. The report notes that the prerequisites for the

successful operation of the tender arrangement included a degree of

cooperation amongst the countries and the willingness of the oil

companies to participate in such a scheme. The proposed scheme also

envisaged the separation of offshore petroleum procurement from petroleum

marketing and distribution operations within each country; this latter

business would continue to be operated by the oil marketing companies in

the existing manner. Finally, the report identified a variety of other

less important opportunities for savings through streamlining or

improving existing arrangements in a number of areas.

Developments Over the Last Twelve Months

4. Since the June 1985 ESMAP mission, the international petroleum

market has undergone dramatic changes and there have also been specific

changes in the pattern and pricing of petroleum supply in the South

Pacific Region. The most notable regional development has been the

decision by the existing petroleum suppliers to voluntarily adopt a

pricing formula that closely approximates the pricing basis that the

ESMAP study had envisaged would be obtained through a competitive

tender. Thus the Richards study reports that Mobil and Shell have moved

to a 60% postings - 40% spot pricing basis and British Petroleum (BP) has

moved to a fully spot pricing basis since the June 1985 ESMAP

mission. 4/ This compares with the ESMAP study estimate that a regional

competitive tender would generate a pricing basis that was equally

4/ It should be noted that the report also states that these figures

have not been officially confirmed by the companies.
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divided between spot and posted prices. The companies have also taken a
variety of other steps over the past twelve months to provide additional
information to Governments and to identify ways of reducing supply
costs. Most recently, the companies have announced their intention to
carry out a small tankers rationalization study which was also
recommended by the ESMAP report and which in the estimation of the
companies could generate savings of up to US$0.5 million per year in
supply costs for the smaller islands. The net result of these
developments is that the recommendations of the ESMAP report have been
overtaken by events. Given the voluntary adoption of a more favorable
pricing formula by the existing suppliers, the incremental savings that
would occur from switching to a competitive tender mechanism now are too
small to justify the administrative and other associated costs with such
a switchover.

5. More generally, the objectives of ESMAP intervention have been
largely achieved through the voluntary actions of the existing suppliers
and further action is not required as long as the countries continue to
obtain petroleum products on such a basis. Therefore, further processing
of the ESMAP study would not serve a useful purpose or justify the
additional resources required to accomplish it.

Substantive Critiques by the Consultant Reports

6. While the two consultant studies agree with some of the
conclusions of the ESMAP report, they have a number of criticisms about
its analysis and findings. The important points raised and their impact
on the ESMAP report are outlined below.

(a) No analysis of the potential for savings from reducing onshore
operating costs.

This is a valid criticism in that the ESMAP study focus is
almost exclusively on the options for reducing the cost of
petroleum supply to the point of entry in each country and does
not include an evaluation of how additional savings could be
made in onshore costs. However, this is in accordance with the
study's terms of reference which were designed to focus on the
common issue facing all these countries with the idea that the
highly country-specific and resource intensive analysis of
onshore operations could be carried out subsequently on a
country by country basis as needed. This limitation has been
noted in the ESMAP report (para 1.6).

(b) Analytical Basis for Estimation of Savings Under Regional
Tender.

This point has two dimensions. First, that the data used for
estimating the difference between spot and posted prices was
unreliable and would have generated substantially different
results if different time periods had been chosen. And second,
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that the assumption that a competitive tender would generate
prices that were equivalent to 50% spot - 50% postings is not
substantiated through analysis.

Regarding the first point, it is quite true that the
differential between posted prices and spot prices varies over
time and across markets. It is for this reason that in
addition to the estimate of savings based on the one point
price differential between spot and posted prices at the time
of the mission, the report also includes an estimate of the
savings that would result from an application of the average
monthly differential between January 1985 and January 1986, the
latest month for which data were available for inclusion in the
Green Cover report. It is not true, as stated in the
Fesharakhi report, that the use of January-December 1985 data
would have generated completely different results: staff
calculations suggest that the estimated savings generated from
that period would have been about US$6.0-9.3 million per year,
which compares with the figures cited in the text of US$6-9
million per year.

Regarding the issue of the price that would result from a
competitive tender, this is of course a matter of judgment
until any competitive tender is actually bid for. The staff
based their estimate on their judgment of market conditions
prevailing at the time of the study. Other experts may well
have different opinions. However, it is interesting to note
that the existing suppliers have subsequently reportedly
adopted a pricing formula that is not dissimilar to the one set
out in the ESMAP report.

(c) Onshore Implications of a Regional Tender.

The criticism is that by ignoring onshore operations, the ESMAP
study failed to recognize that any savings in offshore costs
accruing from a regional tender could be offset by the charging
of higher margins for onshore operations by the inland
marketers. It is not entirely obvious why this should be the
case. If onshore distribution and offshore procurement are
separated, as the ESMAP report clearly states must be the case
for a regional tender to work (para 4.3-4.4), then the
monitoring of onshore operations and the legitimacy of claims
for higher costs would be an important but separate concern for
the Governments. In this context, it is worth noting that the
recent voluntary change in offshore petroleum supply pricing
does not appear to have been accompanied by a request for
higher onshore margins.
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(d) Analysis of the National Tender Option.

The points raised are that the ESMAP report inadequately
assessed the savings to Western Samoa from its use of a
national tender; further, the report used a hypothetical (and
inadequate) basis for estimating the potential savings from a
national tender rather than relying on the actual experience of
Western Samoa.

Regarding the Western Samoa tender, the mission deliberately
minimized its comments on this question which is politically
sensitive and whose resultant savings have been calculated in
very different ways by different experts. This is mainly due
to the fact that the adoption of the national tender in Western
Samoa was accompanied by a variety of other actions which had a
bearing on the price build-up for product supply. For this
reason, the mission chose to adopt a judgmental approach to
estimating the potential savings that would accrue from any
future national tenders in the other islands.

Regarding the actual level of savings assumed to accrue from
such a tender, the rationale underlying the mission's
assumption that the new price would be no lower than the lowest
postings, is that a national tender would be unlikely to
attract new suppliers into the market and the best price that
could have been expected from existing suppliers in 1985
conditions was the lowest posted price. This applies
particularly to the smaller islands (i.e., excluding Fiji and
PNG) whose individual consumption levels are very small by
international standards. Market conditions have, of course,
changed dramatically in 1986, and it is quite likely that a
national tender today would generate a lower price than
postings, even from the existing suppliers.

(e) Analysis of Toll Processing Option.

Three points were made in this regard. First, that an
excessively high toll processing fee of US$1.50 per barrel was
used. Second, that the use of different crude input and
refinery operation assumptions would have generated different
results than obtained in the ESMAP report. And third, that the
potential for toll processing in the Marsden Point refinery in
New Zealand was not adequately evaluated.

Regarding the processing fee, while it is true that some
processing contracts have been signed at a fee of US$0.70 per
barrel, it is also the case that processing fees vary
considerably depending upon the specific nature of the
contract. In the case of the South Pacific, the skewed product
demand slate would mean that the processor would either have to
dispose of surplus fuel oil or to employ more expensive
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secondary cracking facilities; this would generally result in a

higher processing fee. Moreover, it is interesting to note
that toll processing fees have recently risen and are currently
in the US$1.50 per barrel range.

Regarding alternative crude supply configurations, this would
have resulted in a better matched product mix but could also
have entailed higher crude prices. In any event, in the
mission's judgment, the resulting variation would not have been
significantly different so as to alter the relative ranking of
the toll processing option.

Finally, regarding the use of the Marsden Point Refinery, the

ESMAP report's conclusion was that on a strictly commercial
basis this would not be a competitive source of supply.

However, if as suggested in the consultant report, a
concessional arrangement could be obtained because of the

special circumstances and partial Government ownership of this
refinery, this would obviously alter the relative economics.
The issue of concessionary pricing also applies to the points
raised regarding the prospects for country to country

agreements on crude supply for toll processing.

(f) Analysis of Implementation Difficulties.

Finally, the consultant reports criticize the ESMAP study for
underestimating the disruption that a tender mechanism would
cause to existing supply arrangements and for not being
explicit in spelling out the difficulties of implementing such
an arrangement. These points could indeed have been spelt out

in greater detail in the report and the implementation

mechanism would have to be worked out in some detail before a
regional tender mechanism could be put into place. In the

staff's view, these difficulties, while very real, were

nonetheless surmountable. Moreover, their presence would not

be an adequate reason to forego the establishment of a system
which, under the circumstances then prevailing, would have

generated substantial savings to the countries.

EGYSI
7/21/86



THE- VOl [ANK INiT[HNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: July 17, 1986

TO: EGYS1 Staff

FROM: Masood Ahmed, Acting Chief, EGYS

SUBJECT: Minutes of Divisional Staff Meeti of 7/15/86

Attached for your information are the minutes of Tuesday's
staff meeting which have been prepared by Betsy Edison.

MA:bre

P-1 867



MINUTES OF STAFF MEETING
JULY 15, 1986

Present were Masood Ahmed, Mary Ellen Buchanan, Jacquie Shanberge,
Dawn Pigman, Naiem Sherbiny, Robert van der Plas, Jahangir Boroumand,
Irfan Aleem, John Borthwick, Dale Gray, David Craig, Bob Taylor, Betsy
Edison, Katrina Sharkey, Lori Perine.

Office Move. The meeting opened with comments about the divisional
move on July 12. Because the move was done on a Saturday and not many
offices were moved, the disruption of work was minimal, but hardwiring of
the ICU's and some telephone wiring are still being completed. Compared
to our relatively easy move, it was noted that the Front Office was going
through a much more extensive move and that we should allow for a few
days to get telephones and offices reorganized.

Preparation of IPPs. There may be some uncertainty about work
programs, but the IPP is important for work programming and for getting
nominated to training courses in the coming year. IPPs should be
completed this week or early next week and given to Masood by mid-week
(July 23). Any problems or questions about preparing the IPP, see
Masood.

Attitude Survey Follow-Up. How do we address the problems and
concerns presented in the Survey Follow-Up Report? We as a division can
(1) make the other people involved aware of the problems; (2) send a copy
of the survey follow-up report to the Front Office and discuss with them
the steps that can be taken to tackle the specific concerns raised in
relation to further management support; (3) begin to work on an internal
(divisional) resolution of areas that we ourselves can act upon - this
would include the issue of changing work allocations where we can improve
during the coming year because, unlike previous years, we now have a firm
schedule of work and funding. The basic point is that we shouldn't feel
that this Follow-Up Report is the end product and that someone else now
decides on the implementation plan. We have to work on this ourselves.

ESMAP Organization. Mr. Churchill, in his announcement of Mr.
Dosik's appointment as EGYS2 Chief, indicated that he was thinking about
a reorganization of EGY along product lines, and one area will be
Household Energy - an area important to the Energy Department. The
definition and grouping of other ESMAP product lines still needs to be
done. The existing product lines are Household Energy, Sector Strategy
Work, and Energy Efficiency Work (such as conservation work and
restructuring). However, individuals may have other ideas and should
pass them on to Masood or Bernard. Mr. Churchill has indicated that he
would welcome ideas from us as to good, workable organizational
structure. There is no great hurry in all this; probably by the end of
the year, Mr. Churchill would like to have a decision made.
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Naiem Sherbiny asked if Energy Planning Models might be a new
product line, since some ESMAP clients don't have the capability to do
models; this product line could either be pioneering (sophisticated
planning models) or more down-to-earth. Naiem was asked to prepare a
brief note on the prospects and scope for such work; this could be
discussed at a future staff meeting.

Factors external to EGY may also influence divisional
reorganization: for example, OPS and EIS will no longer review anything
past Yellow Cover stage; this has implications for the composition of the
work program for Bob Saunders' division. More research may also be a
departmental priority. There are a whole range of issues to be studied
that are of operational relevance, e.g., the pricing of fuelwood and
other non-commercial fuels; why energy conservation programs are
implemented at such different paces in various countries, etc.

General Discussion: Questions about the laser printer for the IBM
PC were raised and Robert van der Plas, as staff representative of the
Office Technology Committee working with Randi Selehdar, was asked to
find out if training for staff who use this equipment is available and
whether additional software cartridges are needed. In regard to getting
individual IBM PCs for staff, it was noted that a memo listing staff
members wanting IBM PCs was sent to the Front Office as part of the plan
for acquiring individual IBM PCs during FY87 and FY88.

/bre



T-K- WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: July 17, 1986

TO: Mr. Nimrod Raphaeli, UNDP Program Adviser PPDPR

FROM: Robert Saunders, Acting Director, EG

SUBJECT: Claim for Overhead Funds

1. As you know, this department manages through ESMAP, a

variety of projects which are funded by UNDP special arrangements or

country IPF accounts and which generate overhead contributions for the

Bank. As shown in the attached table, FY86 disbursements for these

projects were 9728,841 and for FY87 we plan to disburse $1,951,426.

The resulting overhead contributions for the Bank are $73,987 for FY86

and $211,699 for FY87.

2. Assuming that the standard 60/40 split between the the

managing department and the support departments is applied, this would
entitle us to $44,392 for FY86 and to $127,020 for FY87. I would
appreciate your arranging for a transfer of these amounts to the two

Energy Strategy and Preinvesment Divisions (352-50 and 352-60) in
accordance with Attachment III. If possible the budget line item of

Consultant Fees should be used for the transfer.

Attachments

cleared with & cc: Ahmed (EGYS1)

cc: Messrs. Weissman (EISVP), Hume (EGYPS) o/r, Montfort (EGYSI) o/r,
Dosik (EGYS2)

Mmes. Nemitz (EGY), Owen, Walsh (EGYSI), Hristodoulakis (EGYS2)

RPOwen/vmh

P-1867



Attachment 1

FY86 Actual Disbursements Overhead(a)
(in US $)

IPF Accounts

Paraguay Assessment 120,000 13,200
(PAR/83/007)

Honduras Assessment 5,000 550
(HON/85/003)

Senegal Industrial Egy 32,783 3,606
(SEN/85/007)

Mauritius Energy Plan. 39,826 4,381
(MAR/82/006)

Paraguay Technical Assistance 32,684 3,595
(PAR/85/003)

Zimbabwe Power 123,284 13,561
(ZIM/84/017)

Uganda Tobacco Curing 65,969 7,257
(UGA/85/003)

Other Arrangements

French Government: Assessments in Burkina,
Madagascar, Mali and Zaire 309,295 27,837

(INT85/JOl)

Total 728,841 73,987

(a)Calculated as 11% of disbursements except for French Government contribution
to Assessments where only 9% was paid to IBRD; UNDP entitled to 2%
Sources: Signed budget revisions/agreements

prepared by rpo/overhead
July 16, 1986
al..b56



Attachment I

FY87 Planned Disbursements Overhead(a)
(in US $1

IPF Accounts

Angola Assessment 218,569 24,043
(ANG185!005)

Honduras Assessment 64,095 7,050
(HON/85/003)

Senegal Industrial Eoy 344,317 3,875
(SEN/85/007)

Paraguay Technical Assistance 73,316 8,065
(PAR/85/003)

Zimbabwe Power 260,716 28,679
(ZIM/84/017)

Syria Power 140,000 15,400
(Document signed but not yet here)

Syria Cement Ind. Efficiency 183,500 20,185
(Document signed but not yet here)

Uganda Tobacco Curing 84,031 9,243
(UGA/85/003)

Other Arrangements

French Government: Assessments in Burkina,
Madagascar, Mali and Zaire 147,882 13,309

(INT85/J01)

UNSO/Niger Household Energy 335,000 36,850
(UNSO/NER/X82)

Indepth Trai ing/I. Coast
(RAF/85/025) 100,000 11,000

Total 1,951,426 211.699

ia)Calculated as 11' of disbursements except for French Government contribution
to Assessments where only 9% was paid to IBRD; UNDP entitled to 2%

Sources: Signed budget revisions/agreements
prepared by rpo/overhead
July 16, 1986
50. .b132



Attachment III

FY86 FY87
Division I Disbursements Overhead(a) Department's Disbursements Overhead(a) Department's

(in US$) Entitlement(b) (in US$) Entitlement(b)

IPF Accounts

Senegal Industrial Egy 32,783 3,606 2,164 344,317 37,875 22,725
(SEN/85/007)

Syria Power 0 0 0 140,000 15,400 9,240
(Document signed but not yet here)

Syria Cement Ind. Efficiency 0 0 0 183,500 20,185 12,111
(Document signed but not yet here)

Other Arrangements

French Government:Assessments in
Burkina and Mali 154,648 13,918 8,351 73,941 6,655 3,993

(INT85/J01)

UNSO/Niger Household Energy 0 t 0 335,000 36,850 22,110
(UNSO/NER/X82)

In Depth Training/I. Coast 0 0 0 100,000 11,000 6,600
(RAF/85/025)

Total 187431 17,524 10,515 1,176,758 127,965 76,779

Department's entitlement for FY86/87 87,293

(a)Calculated as 11/ of disbursements except for French Government contribution to Assessments
where only 9% was paid to iBRD; UNDP entitled to 27

(b)60% of overhead

Sources: Siened budoet revisions/agreements

prepared by rpolaixed
July 16, 1996
a88..h126



Attachment III

FY86 FY87
Division II Disbursements Overhead(a) Department's Disbursement Overhead (a) Department's

(in US$) Entitlement(b) (in US$) Entitlesent(b)

IPF Accounts

Paraguay Assessment 120,000 13,200 7,920 0 0 0
(PAR/831007)

Angola Assessment 0 0 0 .218,569 24,043 14,426
(AN8/85/005)

Honduras Assessment 5,000 550 330 64,095 7,050 4,230
(HON/851003)

Mauritius Energy Plan. 39,826 4,381 2,629 0 0 0
(MAR/82/006)

Paraguay Technical Assistance 32,684 3,595 2,157 73,316 8,065 4,839
(PAR/85/003)

Zimbabwe Power 123,284 13,561 8,137 260,716 28,679 17,207
(ZIM184/017)

Uganda Tobacco Curing 65,969 7,257 4,354 84,031 9,243 5,546
(UGA/85/003)

Other Arrangements

French Bovernment:Assessments in
Madagascar and Zaire 154,648 13,918 8,351 73,941 6,655 3,993

(INT85/301)

Total 541,411 56,462 33,877 774,668 83,735 50,241

Department's entitlement for FY86/87 84,118

(a)Calculated as 11% of disbursements except for French Government contribution to Assessments
where only 9% was paid to IBRD; UNDP entitled to 2%

(b)60. of overhead

Sources: Signed budget revisions/agreements

prepared by rpo/mixed
July 16, 1986
al.,h60



THE WORLD BANK /INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: July 17, 1986

TO: Mr. Ernest Stern, SVPOP

FROM: Anthony Churchill, Director, EGY

SUBJECT: ESMAP: South Pacific Petroleum Supply Study

1. Attached please find a note prepared by EGY staff which reviews

the two UNPEDP commissioned consultant critiques of the above study. As

you know, these critiques were also raised at the recent inter-

governmental meeting organized by SPEC to review the Green Cover draft of

the ESMAP report. The Bank mission responded to the criticisms at the

meeting and its written response, circulated at the meeting, is included

as Attachment 4 of its back-to-office report, a copy of which is also

included for your information.

2. As you will see from the attached note, most of the substantive

criticisms raised in these studies can be refuted or explained in terms

of differing professional judgments. As agreed with Ms. Donovan, this

note has been drafted in a form that is suitable for transmittal to

Mr. Aunsnunta and to Mr. Bowen, who has requested it on behalf of

Mr. Dean. Consequently, it does not mention a number of factors which

have contributed to the somewhat stormy and troubled history of this

activity. These include:

(a) the difficulty of producing a "collaborative" report with SPEC

and PEDP--we have repeatedly had to accommodate requests for

changing the scope and coverage; found the contents of an early

draft which was discussed with them on a confidential basis

reported in the regional press; etc. (see, for example, the

enclosed letter from Mr. Harland of UNDP);

(b) the delays in the production of the ESMAP report due to the

extended serious illness of the mission leader, who was also

the only higher level Bank staff involved in the activity;

(c) the-political and commercial sensitivity of a report whose

recommendations would inevitably cause losses to existing

suppliers with a strong vested interest in the region.

3. A further significant development has been the recent voluntary

adoption by the local oil companies of a pricing formula similar to the

one that the report recommended should be obtained through a competitive

tender. While validating our underlying premise, this move has rendered

obsolete the report's main operational recommendations: the incremental

savings that can now be expected to accrue from switching to a

competitive tender are far too small to justify the change. Thus, while

the report has been preempted by events, the original objectives of ESMAP

P-1867
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intervention have been largely realized. Under these circumstances, we
see little merit in processing this report further and do not intend to
do so unless you think otherwise. Please let me know if we can provide
any further information or clarification.

Attachments

cc: Messrs. Kaji, Dutt (AEA); Montfort, Ahmed, Mian (EGY).

MAhmed:hm



ESMAP: South Pacific - Petroleum Supply Study:
Review of Consultant Critiques

Background

1.1 Between 1982 and 1985, energy assessments were carried out in
six South Pacific Island countries under the joint IJNDP/World Bank Energy
Assessment Program. 1/ During the course of these assessments, the
Governments expressed concern about the high cost of petroleum imports to
the region and the assessment missions' findings confirmed the
substantial scope for reducing these costs. In 1985K' the Governments
requested ESMAP assistance to analyze the scope for realizing these
savings and to develop a strategy for implementing the recommended
option.

1.2 The field work for the exercise was carried out in May-June
1985, by a World Bank mission joined by two representatives of the
regional organizations, SPEC and UNPEDP. At the request of the regional
organizations, the coverage of the study was also expanded from the six
assessment countries (which account for over 95% of the petroleum
consumption in the region) to cover five additional smaller
countries. 2/ The mission's draft was discussed at the working level
with representatives of SPEC and PEDP and a Green Cover draft was
submitted for review to the Governments concerned in March 1986. The
draft was discussed at an inter-Governmental meeting convened by SPEC in
May 1986. In addition to the Government representatives, the attendance
at this meeting included representatives of some international oil
companies and consultants. Two of these consultants had been
commissioned by PEDP to prepare critiques of the ESMAP study. 3/ These
critiques raise a number of questions about the analysis and findings of
the ESMAP study. The purpose of this note is to review the points raised
by the consultant studies and their impact on the recommendations of the
ESMAP report.

1/ Fiji, Pa=iua New Guinea, Soloman Islands, Tonga, Vanuatu and Western
Samoa.

2/ Cook Islands, Kiribati, Tuvalu, Tokelan, and Niue.

3/ The consultant reports were prepared for PEDP by Messrs. Fesharaki
and Isaak of the East-West Center; and by Mr. Warwick Richards et al
of Energy Policy and Analysis Limited of Sydney and Canberra.
Mr. Fesharaki's report was not officially circulated at the meeting,
although copies were obtained by many participants. Both
:r. Fesharaki and Mr. Richards also made oral presentations of their
views at the meeting.
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Findings and Recommendations of the ESMAP Study

1.3 The study reviewed the comparitive savings that could beexpected from the application of five alternative petroleum procurement
systems based on the market conditions prevailing at that time and on themission's evaluation of potential suppliers' response to the specialized
needs and circumstances of the small island countries. It concluded thatof the various options considered, the largest financial savings werelikely to accrue from the establishment of a competive tendering systemfor the region's petroleum requirements. It further cG&ncluded that theuse of combined tender covering the requirements of all the countries
would generate larger savings than individual tenders by countries
because the higher volumes would enable new suppliers to enter the market
thereby resulting in lower prices. It estimated that the use of such a
tender mechanism would result in savings of between ITSS6-9 million per
year to the countries as a group as compared with the prices they were
then being charged. These savings would derive from the competitive
pressure among bidders which would cause at least part of the supplies to
be priced at the lower "spot market" prices rather than the highercompany postings" which had been the 1rasis of supplies to the countries
prior to the mission. The report notes that the prerequisites for the
successful operation of the tender arrangement included a degree of
cooperation amongst the countries and the willingness of the oil
companies to participate in such a scheme. The proposed scheme also
envisaged the separation of offshore petroleum procurement from petroleum
marketing and distribution operations within each country; this latter
business would continue to be operated by the oil marketing companies in
the existing manner. Finally, the report identified a variety of other
less important opportunities for savings through streamlining or
improving existing arrangements in a number of areas.

Developments Over the Last Twelve Months

1.4 Since the June 1985 ESMAP mission, the international petroleum
market has undergone dramatic changes and there have also been specific
changes in the pattern and pricing of petroleum supply in the South
Pacific Region. The most notable regional development has been the
decision by the existing petroleum suppliers to voluntarily adopt a
pricing formula that closely approximates the pricing basis that the
ESMAP study had envisaged would be obtained through a competitive
tender. Thus the Richards study reports that Mobil and Shell have moved
to a 60% postings - 40% spot pricing basis and British Petroleum (BP) has
moved to a fully spot pricing basis since the June 1985 ESMAP mission.
4/ This compares with the ESMAP study estimate that a regional
competitive tender would generate a pricing basis that was equally
divided between spot and posted prices. The companies have also taken a

4/ it should be noted that the report also states that these figures
have not been officially confirmed by the companies.



variety of other steps over the past twelve months to provide additional
information to Governments and to identify ways of reducing supply
costs. Most recently, the companies have announced their intention to
carry out a small tankers rationalization study which was also
recommended by the ESMAP report and which in the estimation of the
companies could generate savings of up to US$0.5 million per year in
supply costs for the smaller islands. The net result of these
developments is that the recommendations of the ESMAP report have been
overtaken by events. Given the voluntary adoption of a more favorable
pricing formula by the existing suppliers, the incremertal savings that
would occur from switching to a competitive tender mechanism now are too
small to justify the administrative and other associated costs with such
a switchover.

1.5 More generally, the objectives of ESMAP intervention have been
largely achieved through the voluntary actions of the existing suppliers
and further action is not required as long as the countries continue to
obtain petroleum products on such a basis. This note therefore concludes
that further processing of the ESMAP study would not serve a useful
purpose or justify the additional resources required to accomplish it.

Substantive Critiques by the Consultant Reports.

1.6 While the two consultant studies agree with some of the
conclusions of the ESMAP report, they have a number of criticisms about
its analysis and findings. The important points raised and their impact
on the ESMAP report are outlined below.

(a) No analysis of the potential for savings from reducing onshore
operating costs.

This is a valid criticism in that the ESMAP study focus as
almost exclusively on the options for reducing the cost of
petroleum supply to the point of entry in each country and does
not include an evaluation of how additional savings could be
made in onshore costs. However, this is in accordance with the
study's terms of reference which were designed to focus on the
commqn issue facing all these countries with the idea that the
highly country-specific and resource intensive analysis of
onshore operations could be carried out subsequently on a
country by country basis as needed. This limitation has been
noted in the ESMAP report (para 1.6).

(b) Analytical Basis for Estimation of Savings Under Regional
Tender.

This point has two dimensions. First, that the data used for
estimating the difference between spot and posted prices was
unreliable and would have generated substantially different
results if different time periods had been chosen. And second,
that the assumption that a competitive tender would generate



-4 -

prices that were equivalent to 50% spot - 50% postings is not
substantiated through analysis.

Regarding the first point, it is quite true that the
differential between posted prices and spot prices varies over
time and across markets. It is for this reason that in
addition to the estimate of savings based on the one point
price differential between spot and posted prices at the time
of the mission, the report also includes an estimate of the
savings that would result from an applicatiYn of the average
monthly differential between January 1985 and January 1986, the
latest month for which data were available for inclusion in the
Green Cover report. It is not true, as stated in the
Fesharakhi report, that the use of January-December 1985 data
would have generated completely different results: staff
calculations suggest that the estimated savings generated from
that period would have been about US$6.0-9.3 million per year,
which compares with the figures cited in the text of US$6-9
million per year.

Regarding the issue of the price that would result from a
competitive tender, this is of course a matter of judgment
until any competitive tender is actually bid for. The staff
based their estimate on their judgment of market conditions
prevailing at the time of the study. Other experts may well
have different opinions. However, it is interesting to note
that the existing suppliers have subsequently reportedly
adopted a pricing formula that is not dissimilar to the one set
out in the ESMAP report.

(c) Onshore Implications of a Regional Tender.

The criticism is that by ignoring onshore operations, the ESMAP

study failed to recognize that any savings in offshore costs
accruing from a regional tender could be offset by the charging
of higher margins for onshore operations by the inland
marketers. It is not entirely obvious why this should be the
.case. If onshore distribution and offshore procurement are
sep rated, as the ESMAP report clearly states must be the case
for a regional tender to work (para 4.3-4.4) then, the
monitoring of onshore operations and the legitimacy of claims
for higher costs would be an important but separate concern for
the Governments. In this context, it is worth noting that the
recent voluntary change in offshore petroleum supply pricing
does not appear to have been accompanied by a request for
higher onshore margins.

(d) Analysis of the National Tender Option.

The points raised are that the FSMAP report Lnadequatelv
assessed the savings to Western Samoa from its use of a
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national tender; further, the report used a hypothetical (and
inadequate) basis for estimating the potential savings from a
national tender rather than relying on the actual experience of
Western Samoa.

Regarding the Western Samoa tender, the mission deliberately
minimized its comments on this question which is politically
sensitive and whose resultant savings have been calculated in
very different ways by different experts. This is mainly due
to the fact that the adoption of the national 'tender in Western
Samoa was accompanied by a variety of other actions which had a
bearing on the price build-up for product supply. For this
reason, the mission chose to adopt a judgemental approach to
estimating the potential savings that would accrue from any
future national tenders in the other islands.

Regarding the actual level of savings assumed to accrue from
such a tender, the rationale underlying the mission's
assumption that the new price would be no lower than the lowest
postings, is that a national tender would be unlikely to
attract new suppliers into the market and the best price that
could have been expected from existing suppliers in 1985
conditions was the lowest posted price. This applies
particularly to the smaller islands (i.e., excluding Fiji and
PNG) whose individual consumption levels are very small by
international standards. - Market conditions have, of course,
changed dramatically in 1986 and it is quite likely that a
national tender today would generate a lower price than
postings, even from the existing suppliers.

(e) Analysis of Toll Processing Option.

Three points were made in this regard. First, that an
excessively high toll processing fee of US$1.50 per barrel was
used. Second, that the use of different crude input and
refinery operation assumptions would have generated different
results than obtained in the ESMAP report. And third, that the
potential for toll processing in the Marsden Point refinery in
lew zealand was not adequately evaluated.

Regarding the processing fee, while it is true that some
processing contracts have been signed at a fee of US$0.70 per
barrel, it is also the case that processing fees vary
considerably depending upon the specific nature of the
contract. In the case of the South Pacific, the skewed product
demand slate would mean that the processor would either have to
dispose of surplus fuel oil or to employ more expensive
secondary cracking facilities; this would generally result in a
higher processing fee. Moreover, [t is interesting to note
that toll processing fees have recently risen and are currently
in the US$1.50 per barrel range.
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Regarding alternative crude supply configurations, this would
have resulted in a better matched product mix but could also
have entailed higher crude prices. In any event, in the
mission's judgment, the resulting variation would not have been
significantly different so as to alter the relative ranking of
the toll processing option.

Finally, regarding the use of the Marsden Point Refinery, the
ESMAP report's conclusion was that on a strictly commercial
basis this would not be a competitive source of supply.
However, if as suggested in the consultant report, a
concessional arrangement could be obtained because of the
special circumstances and partial Government ownership of this
refinery, this would obviously alter the relative economics.
The issue of concessionary pricing also applies to the points
raised regarding the prospects for country to country
agreements on crude supply for toll processing.

(f) Analysis of Implementation Difficulties.

Finally, the consultant reports critize the ESMAP study for
underestimating the disruption that a tender mechanism would
cause to existing supply arrangements and for not being
explicit in spelling out the difficulties of implementing such
an arrangement. These points could indeed have been spelt out
in greater detail in the report and the implementation
mechanism would have to be worked out in some detail before a
regional tender mechanism could be put into place. In the
staff's view, these difficulties, while very real, were
nonetheless surmountable. Moreover, their presence would not
be an adequate reason to forego the establishment of a system
which, under the circumstances then prevailing, would have
generated substantial savings to the countries.

EGYS1
7/18/86



UNITED NATIONS PROGRAMME DES NATIONS UNIES
DEVELOPMENT PROGRAMME POUR LE DEVELOPPEMENT

ONE UNITED NATIONS PLAZA
NEW YO R K, N.Y. 10017

TELEPHONE: 906-5000 
CABLE ADDRESS: UNDEVPRO . NEW YORK

REFERENCE: 30 May 1985

Dear Masood,

Petroleum Management and Supply in the
South Pacific

I was most grateful that you were able to instruct the
Bank mission that was already in the South Pacific Region to
send one of its representatives to accompany the Pacific
Energy Development Consultant and a staff member of the
South Pacific Bureau for Economic Co-operation (SPEC) on
a mission to one of the smaller island countires not
included in the Terms of Reference of the countries to
be covered under the Assessment Programme.

As I informed you by my cable and later in our telephone
conversation, the situation in the South Pacific is a politically
sensitive one and the Heads of State will be meeting in Rarotonga
in August 1985 and would like to consider the region as a whole.
While you are correct in your assessment that Fiji, Papua New
Guinea, Western Samoa and Vanuatu will determine the supply
situation for petroleum for the region, a special situation of
the smaller island countries where the cost of importing
petroleum products is even greater than in the bigger island
countries exists and they want to be sure that this special
situation is not overlooked. It is for this reason that I
agreed under extreme pressure to provide additional funds from
the Energy Account to SPEC. I felt that the position of the
SPEC Director that the Bank mission visit all the countries
in the region to be too costly and unreasonable. Therefore,
I fel-t r.-at a reasonable compromise was to have the two
SPEC consultants participate in the Bank mission to the first
two countries after which they would follow an independent
mission routing - a reasonable one. However, at the last
minute, the Director of SPEC stated that his staff did not
follow his wishes and wanted the visit of a Bank team member
toat least one or two of the other smaller island countries.

/...

Mr. Masood Ahmed
Energy Department
The World Bank
1318 11 Street, N.W.
Washington, D._C. 20433.
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In preparing the final report which I understand is to be
submitted to the Heads of State Meeting in August 1985,
in order to facilitate matters, I would suggest that the
mission of the two SPEC consultants be treated as a separate
section in the report, but the findings be integrated into an
overall section on Conclusions and Recommehdations.

Again, I wish to thank you for your co-operation and
understanding of this matter and I trust that it has not
affected too much the travel of the mission in the region.
I understand from Robin Bates who was in New York last
week that the cancellations of some flights had already
resulted in the mission having to charter a plane but
this is simply a fact of life when you travel in the South
Pacific. In order for some of us attending the meeting in
Apia recently, to travel back to Suva, they had to make a
detour as far North as Nauru which added an additional day
to our travels. This is simply indicative of the problems
which you encounter while travelling in the South Pacific.

With kind regards,

Yours sincerely,

A. B. Harland
Deputy Assistant Administrator & Director

Energy Office



HE WAkiL HANK iNTFHNATIONAL fINANCE CORPORATION

OFFICE MEMORANDUM
DATE: July 17, 1986

TO: Mr. Masood Ahmed, Deputy Division Chief, EGYSI -

FROM: Zia Mian, EGYD2, and Vernon Meikle, Consultant

SUBJECT: ESMAP: SOUTH PACIFIC Petroleum Supply Study
Back-to-Office Report

1. As per our terms of reference of May 13, 1986, (Attachment I),
we visited Suva (May 19-22), Sydney (May 23), Melbourn* (May 24-27), and
Singapore (May 28-31). A list of the government and oil industry
officials we met during these visits is enclosed as Attachment II. In
Suva we presented the findings of the ESMAP study to a meeting of
representatives from eleven countries. 1/ Most countries were
represented at Ministerial level. Sir Thomas Davis, current chairman of
the Forum and Prime Minister of Cook Islands, chaired the meeting. lion.
J. Naisara, Minister for Lands, Energy and Mineral Resources, Fiji, acted
as alternate chairman to the meeting.

2. UNDP and PEDP (UNDP's Pacific Energy Development Program)
participated in the meeting as observers. Although the Bank study was
financed under the joint World Bank/UNDP program 2/, UNPEDP financed two
additional teams of consultants to critique the report. One team was
headed by Mr Fesharaki from the East West Center. Because of indications
of possible conflict of interest, the Bank did not use Mr. Fesharaki as
consultant to the ESMAP study. During the Suva meeting, Mr. Fesharaki's
conflict of interest and efforts to generate consulting business in the
region were quite apparent. The second consultant, Mr. Richards, an
architect of Western Samoa Tender, strongly supports the national tender
approach. None of these consultants have actual working experience with
the petroleum industry. Their major effort at the meeting was to
perpetuate consultancy work in the region. PEDP/SPEC had distributed the
ESMAP draft report to oil companies and asked for their comments at the
meeting. Shell formally presented its views at the meeting 3/. Although
British Petroleum (BP) and Mobil were present at the meeting, they
restricted their remarks to answering specific questions from the
governments.

1/ The countries participating in the meeting included Australia, the
Cook Islands, Federated States of Micronesia, Fiji, Kiribati, New
Zealand, Papua New Guinea, Tonga, Tuvalu, Vanuatu and Western
Samoa. Officials from the Solomon Islands were unable to attend due
to a cyclone.

2/ PEDP and SPEC were also participants in the study represented by

Messrs. Torok and Drodrolagi.

I/ Copies of the reports prepared by the two consultants and Shell are
available upon request.
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3. At the outset, the mission acknowledged that the environment
had changed significantly since the field visit in May-June 1985. Themission agreed that the final report will be updated to reflect theimplications of new developments which include:

(a) major reductions in crude oil and product prices;

(b) change in the basis for pricing of petroleum products to the
region from 100% "postings" to a mix of 50/50 "postings" and
spot" prices;

(c) although the mission's assessment that a regiolral tender offers
the highest potential for savings is still appropriate, the
incentive to use this method of procurement has been reduced
significantly as a result of the change in the companies'
pricing basis. The mission had conservatively estimated that
through a regional tender the region could save about USS5 to 8
million per year in ex-refinery product costs. These
hypothetical savings have already been realized. In the
mission's view, the additional potential freight savings of
between US$1-1.8 million per year is insufficient to justify
the administrative efforts and negotiations necessary to set up
and monitor a regional supply agreement. However, we recommend
that this option should be held in reserve in the event the
supply environment or oil companies' pricing policies change
adversely;

(d) although the world market price for LPG has declined from 206
to $130 per ton, Australian government pricing policies have
maintained the domestic prices at '195 per ton. Current
Australian export price, therefore, is lower than the domestic
price. The mission's recommendation to approach the Australian
government for price reduction is therefore no longer valid;
and

(e) based on May 1986 postings and spot prices the effect of the
change in the oil company pricing basis has yielded incremental
foreign exchange savings to the region equivalent to
US$4.8 million per year. Western Samoa has not benefited from
these additional savings due to the nature of their national
6'ende~r which does not expire until December 1986. These
savings are in addition to the US$83 million per year resulting
from the reduction in postings.

4. Consequent to advice from consultants over the years, the
governments have developed a belief that significant additional foreign
2xchange savings can be achieved through reduction of onshore costs. The
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mission does not support this perception. The only significant foreign
exchange components of on-shore costs are remittances on account of:
(a) home office administration charge to the local affiliates;
(b) depreciation; and (c) after tax profit. With offshore costs
accounting for about 78-87% of the wholesale price (excluding local
taxes), 4/ the onshore foreign exchange saving potential is far less than
what the governments expect. The mission agrees to the governments' view
that onshore costs require investigation. However, this falls outside
the terms of reference of the ESMAP study and should be done on a country
specific basis to establish the level of savings that can be realisti-
cally achieved.

5. The decision of the oil companies to change their pricing
policies prior to the World Bank report has led the governments to
believe that significant additional foreign exchange savings can still be
achieved. The consultants appeared to have a vested interest in promot-
ing this belief. Attempts by the mission to lower these aspirations to a
realistic level were not successful.

6. The governments fear the complications and administrative
effort associated with the implementing and monitoring of a regional
tender. They wish to pursue the possibilities of a concessionary toll
processing arrangement with New Zealand, and concessionary product
purchase arrangements with oil exporting countries (e.g. Indonesia). The
mission, while supporting these pursuits, pointed out the prerequisites
to ensure operability of such arrangements which are identical to those
of the regional tender approach, i.e.:

(a) agreement among countries to proceed on a regional approach to
continue to benefit from least cost transportation logistics;

(b) willingness of the oil companies to cooperate; and

(c) formal separation of the supply and marketing functions.

7. The governments accepted the Bank's conclusion to achieve
savings under the existing supply arrangements with the exception of the
LPG freight reduction recommendtions. Instead, they opted for a further
study on LPG acquisition costs. Copies of the meeting's response to the
reports (Attachment III), and recommendations and priorities for further
action are euclosed (Attachment V). The mission's response to the
critique by delegates and consultants is also enclosed (Attachment TV).
The governments thanked the Bank for its assistance and requested that
additional work be included in the final report which will be presented
to the Forum Heads of States meeting in August. The mission informed the

4/ PEDP in February 1986 estimated this to he 60-80%.
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meeting that additional work in the report will be limited to:
(a) updates, corrections and clarifications, and (b) implications of new
pricing basis on the conclusions of the report.

8. The oil companies do not support the concept of a regional
tender, but do accept it as a "government's sovereign right." Their
strongest argument against the regional tender was that most of the
savings projected by the World Bank have already been achieved by the
change in their pricing basis. Although not stated, exclusive protection
of the interests of their respective supply affiliates in the region is
understandable.

9. The governments and oil companies recognized the need to
improve their relations. The oil companies agreed about "the failure of
industry to adequately educate governments and their advisors on the
intricacies of the oil business." They expressed their committment to
improve the situation and cited their hosting of a "Pacific Islands
Supply Conference" in October 1985, and their willingness to assist in
the training of the governments' price control personnel. Boral Gas, the
LPG supplier to the region, did not accept the report's conclusion
regarding the freight costs to the region.

10. Discussions with Oil Company Head Office staff in. Australia
confirmed the positions of their field managers regarding the regional
tender option. However, their opinion of the report was that it was
balanced and objective, and provided an opportunity for the oil companies
and governments in the region to improve their relationships through
improved dialogue and hopefully better iittual understanding of the
complex issues. They also confirmed that Small Tanker Rationalization
Studies had been initiated by Mobil and B. P. and the savings to the
region would amount to approximately US$500 per year. They accepted the
recommendation regarding motor gasoline octane reduction and are consi-
dering early implementation. Discussions with Boral Gas management were
more cordial than when the mission visited in 1985, and they now seem to
recognize the need for improved dialogue with the island governments.

11. In discussions with the major oil companies, a national oil
company, traders, ship owners and Platts Oilgram in Singapore, all
indicated that the recommendations of the report were steps in the right
direction. an4i that further savings were achievable provided that pressure
was maintiained on the industry. The oil companies confirmed that they
were being pressured by their marketing affiliates to be more competitive
with world market prices, and changes in their refinery postings and
pricing basis to their affiliates were the result of these ongoing
pressures. With the increased number of "netback" deals the majors were
becoming kompetitive with the oil traders. The traders, although
agreeing with the recommendations of the report, felt that a 50:50 mix of
lefinery postings and spot prices was too conservative, i.e. the propor-
'ion of spot prices should he higher than 50%.
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12. The Bank mission has achieved its objective of getting a
positive response from the oil industry in reducing the foreign exchange
cost of petroleum imports and improving the communication between the
industry and governments.

cc: Messrs. Dutt, Peters, Ngandu (AEASP);
Churchill, Hume, Montfort, McCarthy, iskander, Kalim (EGY);
Harland, Rothermel/Cox (UNDP, New York).

ZMian/VMeikle:hm
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OFFICE MEMORANDUM

DATE: May 13, 19&6

TO: Mr. Zia Mian, Senior Energy Planner, ECYDI

FROM: Masood Ahmed, Deputy Division Chief, EGYS1

SUBJECT: ESMAP: South Pacific - Petroleum Supplies Study
Terms of Reference

1. You will arrange to arrive in Suva on or about May 19, 1986. Mr.

Meikle (Consultant) will join you in this mission. During the mission,
you will discuss the Green Cover draft of the report on South Pacific
Petroleum Supply Management Assistance with the representatives of the
governments which have participated in this study. After these

discussions, you will finalize the report for publication. You will also
pass on the information package (documentation and software) on the
associated computer model which has been prepared to help monitor the
acquisition cost of petroleum imports.

2. After completing your mission in Fiji, you will proceed to
Australia and Singapore and hold discussions with the representatives of
oil companies. There you will apprise them of the findings of the ESMAP

study. Before proceeding to East Africa you will courier the marked-up
draft back to the office, and upon your return you will prepare a brief
Back-to-Office report and proceed to finalize the ESMAP study in Blue
Cover.

cc and cleared with: Messrs. Iskander (EGYD2), Ngandu (AEASP)

cc: Messrs. Dutt, Stuben, Yussuf (AEASP);
Bourcier, Hume, McCarthy (EGY);
Nayyar, Ahmed (EAPEN);
Montfort, Taylor (ECYS1);

Ms. Farmer (AEASP)

MAhmed : bre
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Attachment II

LIST OF OFFICIALS MET DURING THE MISSION

I. FORUM PARTICIPANTS.

Australia: Mr. John Wicks Assistant Secretary, Energy
Policy Branch

Mr. M. Lawrence Oil Industry Operations Branch.

Cook Islands: Sir Thomas Davis Prime Minister-and Minister
of Energy.

Mr. R. Sankey Acting Director of Energy.

Federated States
of Micronesia: Mr. I. Akapito Deputy Chief, South Pacific Affairs,

Department of External Affairs.
Mr. T. P. Timothy Department of Resources and

Development.

Fiji Hon. J. Naisara Minister for Lands, Energy,
and Natural Resources.

Hon. F. Bole Minister without Portfolio.
Mrs. S. Siwatibau Director of Energy.
Mr. R. Ligairi Assistant Secretary,

Political and Treaty
Ministry of Foreign Affairs

Mr. Nayyar Director of Economic Planning,
Ministry of Economic Development,
Planning and Tourism.

Mr. V. Baldeo Secretary Prices and Incomes Board.
Miss A. Naulivou Prices and Incomes Board.
Mr. S. Raj Ministry of Lands, Energy and

Mineral Resources.

Kiribati Hon. Tiwau Awira Minister of Works and Energy.
Mr. K. Tetabea Secretary, Ministry of Works

and Energy.

New Zealand tMr. A. Matheson Acting High Commissioner
New Zealand High Commission Suva.

Mr. 1. Hill Second Secretary, New Zealand
High Commission Suva.

Papua Mr. S. Robinson Assistant Secretary,
New Guinea Ministry of Minerals and

Energy.
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Tonga Mr. S. Tongilava Acting Minister of Lands,

Survey and Natural Resources
Mr. G. Stutzman Energy Planner

Tuvalu Hon. Metia Tealofi Minister of Works and

Communications
Mr. M. Seiben Energy Planner

Vanuatu Mr. Tamata Ravo Second Secretary, Ministry of

Lands, Minerals and Energy.

Western Samoa Hon Fa'a So'otauloa Saila Minister of inance
Mr. Tautulu Roebuck Treasury Energy Officer
Mr. Kasimani Lautusi

Observers Mr. Warwick Richards EPA Consultant

Dr. F. Fesharaki Consultant East West Center
Mr. G. Fulcher Consultant Pacific Forum Line
Mr. N. Hiratsuka Assistant Resident

Representative UNDP Fiji
Mr. H. Naisali CMG, MBE Director SPEC
Mr. T. Sofield Deputy Director SPEC
Mr. M. Ellis Senior Energy Officer SPEC

Mr. B. Cole Energy Officer (Procurement)

SPEC
Mr. P. Johnston Program Manager PEDP
Mr. G. Tavanavanua PEDP

Dr. S. Torok ESCAP

II. OIL INDUSTRY REPRESENTATIVES

Boral Gas Mr. P. McDonnel Chief General Manager,
Energy Division

Mr. N. McLelland Commercial Manager, Energy

Division

C.I.G./ElgAs Mr. E. Shervington Manager, New Business Development

Mr. A. Butler Executive General Manager,
Subsidiaries Group

Ocean Gas Mr. W. McBrearty Operations Manager

Elf Antargaz Mr. M. Goubert Technical Director

Mr. P. Roger-Machart Financial Director

3.P.N.Z. Ltd. Mr. P. Whitby Manager Supply and Planning
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B. P. Australia Mr. J. Mumford Manager Supply and Planning
Mr. P. Mason Supply Trading Crude and

Products

Mobil Oil of
Australia Ltd. Mr. J. Plant General Manager Pacific Islands

Mr. D. Tregear Administrative Manager,
Pacific Islands Division

Shell Co. of Mr. G. McNaughton Supply and Marine Manager
Australia Ltd. Mr. P. Reid Supply Planning Manager

Mr. J. Musson Deputy Pacitic Islands
Coordinator

Mr. J. Keily Marketing Development Manager

Oroleum (Far Mr. D. Miller Managing Director
East) PTE Ltd. Mr. J. Young Director

Shell Eastern Mr. G. Seow Director and Regional Trading
'Manager

Mr. D. Tan Manufacturing and Supply
Planning Manager

Mr. D. Short Crude Oil and Main Products
Trading Manager

Esso
Singapore Mr. N. Blackwell III International Marketing Manager

Mr. Lee Eng Huat Lubes and Asphalt 'anager

PRI Asia Mr. H. Bhagat Managing Director

Stolt-Nielsen Mr. P. Voie Project Manager
Singapore Mr. L. Paisson Shipbroker

Capt. K. Tree Manager

Platts Oilgram Mr. P. McKiernan Editor
Far East Mr. V. Peeke District Sales Manager

KPC (Far East) Mr. M. Naser-ud-Deen Khan Co-ordinator Singapore

Caltex Tra'ding

Singapore Mr. C. Hon Director Far East



WORLD BANK REPORT

MEETING'S RESPONSE

The neeting thank.zs the oint UNDP/World Banl: Mii n for the

effort which has gOnl into its report: 'Petroleurm Supply Mang.m

Assistance in the South Pacific", and emtressents appreciation -:f the

co-operation extended by the World Bank to the regional agencies, SPEC

and PEDP, nn Cmentin' on the St.dy' terms of reference; on expanding

the scope of the study from six to eleven countries; and in being given the

opportunitv to review the internal working draft

From the consideration of the final draft report the meetinga

comments in detail as follows:

1) CONSOLIDATED REGIONAL PETROLEUM SUPPLY TENDER

The rneeting considers that the World Bank's conclusion that a

consoliidated regional petroleum supply tender is the preferred

alternative not be accepted at this time for the following reasons:

a) radically changed market. conditions have ulndermninedj the

vaidit v of the Banks cost savings arguments in support of this

option

b) there is insufficient analysis to conince the meeting that the

approach is practical and vil1 necessarily result in lower pr:K-es;



c) the cost f a1djustmn.:irt to $'Ah new :'pply .;stem may r. j d

the benefits obtainable;

d) questions remain about the degree of co-operation that could

be obtained from the oil companies; and

e) the report underestimates the complexty of implementing the

regional tender system.

2. NATIONAL TENDER

The meeting considers that since the World Bank report did not

consider on-shore costs the analysis does not enable individual

governments to make an informed decision. An analysis of on-shore

costs in each country would be essential to help governments assess

the benefits (or otherwise) of this option.

3. REGIONAL REFINERY CONCEPT

The meeting agrees with the UNDP/World Bank report that the

regional refinery concept is grossly uneconomic and requires no

further consideration.

4. TOLL PROCESSING

The meeting considers that:

a) the Bank's assessment of the Toll Processing option, in the

context of Singapore's refinery capability, needs further study;

and



b) there mi2ht be value in pufing Tol Procesing option with

Indonesizi., Australia or New Zealand, none of which are covered

substantively in the report..

5. INTER-GOVERNMENT ARRANGEMENT

The meeting considers that this option should be left open for

further consideration on a government.-to -!:over nm-nent. basis.

6. OTHER OPPORTUNITIES FOR COST SAVINGS

The meeting accepts the Bank's conclusions:

a) on inter-island shipping.

b) on savings that may be made in lowering octane ratings on

petrol.

With regard to LPG the meeting accepts the need to pursue this

further and that it deserves a separate study at some future time.

7. WORLD BANK MICROCOMPUTER TRANSPORT MODEL

The meeting thanks the UNDP/World Bank team for the preparation of

this model. Because we are not in a position to evaluate its utility, we

request the Bank to include as an attachment to the final report

copies of the model, source code, and docurnentation.

-7



ADVICE TO THE WORLD BANK

The meeting wishes to advise the World Bank tn take full account of
governments' VIews as set out in this doc:ument. in this context the

minimum alternative structure would neeJ to include the followin

chapt rs nd annexes:

(i) Industry structure assumptions.

(ii) The logic of business discounts, competitive bidding and

investments to provide supply security.

(iii) Possible alternatives for action under different expectations 0!

price developments, industry and government objectives.

(iv) Recommended alternatives.

Annexes I Costing of Alternatives

II A Tool for Bid Evaluation

III Contract Management Guidelines.



RESPONSE TO CRITiQUE OF WORLD BANK REPORT

1. The World Bank welcomes professional criticism. However, it must be
professional, constructive, objective and in good taste if it is to contribute positively to
achieving the overall objective.

2. Did we do enough? Of course not. There Wll always be more to be
done when issues are not only complex, but are also dynamically changing.

3. Toll Processing

The Consultants criticised the processing fee of US$1.50 per BBL which
was assumed in the Bank report calculations arguing that the fee should be US$0.70
per BBL. Under normal circumstances this would be correct. However, in processing
crude for the South Pacific the processor would be required to purchase significant
volumes of surplus fuel oil at full posted prices. To achieve this objective a significant
premium on the processing fee is more than justified. Both Shell and the Australian
delegate questioned the freight rate assumption for moving crude oil from the Arabian
Gulf to Singapore was overstated. The rate used was tied to the use of 120,000 DWT
tankers. Use of larger tankers would result in lower freight rates, but the associated
increase in working capital financing for the Governments of the Region was felt to
preclude the use of larger tankers. On return to Washington we will recheck the validity
of these assumptions, before issuing the final report.

The Consultants claimed that the Bank report did evaluate toll processing
at the New Zealand Marsden Point Refinery. This is not correct. The Report clearly
states that on a strictly commercial basis this Refinery could not be competitive with
Singapore Refineries.

However if concessionary crude prices from Australia and/or
concessionary processing fee from New Zealand can be developed through
inter-Government negotiations, then this is a viable option that should be pursued.

1



4. One criticism was that the Report did not include an analysis of onshore
costs. With the objective of identifying opportunites for foreign exchange savings. This
is a valid criticism and we accept it as such. However, by nature this exercise requires
complex financial and profitability analysis and was to be country specific. Due to time
and budgetary restraints, the Bank considered this to be outside of the score of this
Study. Furthermore, the landed cost of petroleum products in the Region represent
between 78 and 87 percent of the wholesale price (excluding taxes) and therefore
should provide the major portion of the potential foreign exchange savings.

The Consultants states that price control authorities in the Region allow
the marketers a 23 percent return on capital employed with fixed assets valued on a
"Book" i.e. "Depreciated" basis. If this return is before tax it is nQt excessive, and there
would be little scope to reduce the marketers margins. However, in the absence of
major business risks (blocked funds, devaluation exposure, credit, etc.) a 23 percent
return after tax could be considered excessive and there would be room to reduce
marketers margins and therefore onshore costs. The foregoing not withstanding the
Bank supports a study of onshore costs to identify opportunities for after tax foreign
exchange savings.

5. Western Samoa Tender

The Consultants admit that the onshore cost buildup for price control in
Western Samoa was extremely complex at the time the decision was taken to
implement the national tender. In Mobil's submission of April 1984 (which the Mission
was not able to substantiate) they claimed additional margin to recover losses resulting
from rerrfittarnce delays and devaluations of the Western Samoa currency. Amounting
to an average of 23 US cents per liter. This compares with the Consultants' estimate of
around 8 US cents per liter for the total savings by adopting the national tender option.
The Consultants' estimate of the offshore savings was 3.0 US per liter while the Banks
estimate was 1.5 US cents per liter. As previously stated the benefits from the tender
have eroded over time, and the explanation for the difference between the two
estimates is that the Bank estimate was calculated using June 1985 prices.

2



Despite this, we are prepared to accept the Consultant's estimate of total
savings. If the pre-tender costs exclude the margin recovery.to which the marketers
were entitled, and if the estimate of savings were calculated on an after tax basis.

Western Samoa is currently not enjoying the benefits of "spot" related
pricing as is the case for the other countries in the Region. This should be their major
objective if and when a new tender is granted. In addition had the supply and
marketing function been separated as part of the tender arrangement on strictly
commercial terms, some of the operating problems and associated reduction in freight
savings now being experienced could have been avoided.

6. Onshore Implications of a Regional Tender

The Consultants' have stated that the Banks report did not analyse these
implications. And predicted that implementation of a REgional tender would lead to
chaos in onshore marketing. This is not the case. The Bank's report clearly states that
in separating the supply and marketing functions the Governments should ensure that
the marketers are allowed a fair "rate of return" commensurate with the level of capital
employed and associated business risks. Once this has been, there should be no
disruptions or marketers deciding to withdraw from any market.

7. Inter Government Arranement

The Mission does not rule out the option of inter-Government supply
arrangement if concessary pricing can be negotiated. This is despite the Mission
recognizing tie complex nature of such policitical arrangements, and the inabilitity to
quantify the potential savings.

We had considered Indonesia as a logical candidate for such an
arrangement but at the time they were experiencing start-up problems with their new
refineries particularly in meeting product quality specifications. As is the case for a
regional or national tender this arrangement would require separation of the supply
and marketing functions.

3



We support the suggestion that this option be pursued by the
Governments in the Region taking into account the foregoing and the security of supply
issues.

8. Whywitch to "Sot Related Pricing"

Despite the Consultant's "possible" explanation that this could be the
result of a change in the crude oil purchasing practices dfc-the refining affiliates, and
Shell's statement that their actions "had nothing to do with the World Bank Report,
which was only received by us on 5th May 1986." We feel very strongly that the
change to a "spot related" pricing basis was a direct result of the Banks regional tender
conclusion. On our field visits last May and June we had made it quite clear to the
marketing companies that, we were favouring this option and that unless it proved
unworkable, or if the level of potential savings was insufficient to justify the change
from the prevailing arrangements, we would be evaluating this option - as a serious
candidate for implementation. We congratulate the oil companies for their astute
business strategy in "heading off" the regional tender option. To the best of our
knowledge this is the only example of the. major oil companies using "spot related"
prices for inter-affiliate trading. This will be further investigated and the findings
incorporated in the final report.

9. Security of Supply

One of the delegates from Australia expressed some concern regarding
the implications of a regional tender where the sensitive of security of supply was
concerned. He also reminded the meeting of Australia's commitment to the Region
during the last oil supply crisis in the late 1970s of which we were not aware. The
Bank report clearly states that in evaluating the regional tender option one of the major
assumptions is that supply of crude oil and products will continue to exceed in the year
to medium term. Under this scenario security of supply should not be any concern.

4



10. Acquisition of Assets by Government

We recognize that it is a Government's perogative to decide to acquire the
assets of an oil company if they perceive it be in the national interest. However, we
feel strongly that this step should only be considered if all other efforts to resolve
differences have been exhausted.

11. Conclusion

The Mission's only motive for considering the Regional tender option was
to capture the benefits of spot related pricing. Subsequent actions by all three oil
companies has resulted in achieving this objective under the current supply
arrangements. There is therefore no need to implement a Regional tender at this time.
The Government' s efforts should be focussed on maintaining the current pricing basis,
and implementation of the steps recommended by the Bank to achieve further savings
under the current system.

A ZIA MIAN, V M MEIKLE

May 22 1986
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RECOMMENDATIONS & PRIORITIES OR FURTHER ACTION

The inisterial ieeting's consideration of the World Bank report and

associated complementary studies led the rrneeting to accept that

significant potential exists for cost savings and that:

1. IMPROVEMENTS TO THE EXISTING SUPPLY AND PRICING

ARRANGEMENTS

(a) The Ieeting duly noted the erriphdsis that aqenci es, consultants

and oil companies unanimousw placed on the need to ensure

adequate staff in national authorities and rcontinuity. within

those authorities to mcxit-nise benefits on a conti nuing b.i s.

(b) Within the context of the above it is recommended that a

practical assessment be carried out to ad.ise reqional

governments on the desirability, likely costs., structure, duties,

and finance of a regional mechanism (buil t upon existing

capabilities) to provide ongoing assistance to oov rnment On

p&tI0leum supply and pricing arrangements ;nd their

administration and monitoring.

':) The offer frorm Ehell, B.P. ind Hobil Oil Iomanie to provide to

PEDF cost build up informiat ion for each shpment. to Forum

t Clcn iuntries be tc:cepted.

rh 1[ 0 ri fir of thr, :1il in*d st rj t ,m e t m rnlj ij mdart I. r-porrt



information vwill come from sources such as Platts, APPI, AFRA

and Worldscale This informatiotf- ill be distributed to memriber

governments.

(e) SPEC and PEDP take up the offer of Australia to provide weekly

oil price information.

2. STRENGTHENING PETROLEUM SUPPLY & PRICING

ADMINISTRATION

It is recomnended that several types of short-term practical traininq

courses be implemented as soon as possible and the easibility of a

longer-termrn more forrnal course be looked into rei:gnising the

existing deficiencies in FIC capabilities.

(a) a short (about one week) course on petroleum supply and

marketing and contract administration similar to the PEDP

course held at SPEC HQ in November 1983;

(b) on-the-job training for officers responsible for petroleurn

contract administration involving visits to the coijuntries to

assist in reviewing ThcipnJ pric: submisiOnl. lii could be

along the line of PEDP's current assistancr to Tonia and

Western Samoa in settinq up price aqreem-nent- c'n mi crc

computers;

( ttic~hmients iif oppropriate 1fficers to regliotl dqencies for

Shurt-termtf tradininq, and



petroleum product supply and pricing administration. This could

include lectures in econcirrfC.s and accounting, contract

adrmni stration, bat-gaining, etc and lead to a formal certificate.

3. NATIONAL/SUBREGIONAL TENDER

If any country decides upon a consolidated national tender, it is

recommended that the government so ad4ie nearby countries

which may be able to benefit from combined or coordinated

action.

4. THE NEW ZEALAND REFINING OPTION

It is recomi-nended that SPEC. ascertain the expected future of

the larsdon Point Refinery as a possible source of petroleum

products to Forum Island Countries. If it appears to be

promising, a study should be carried out of the economi F,

logistics, and practicalityq of the refinery being used fCr this

purpose.

5. SHIPPING

The meetino accepts the desiratbility of further analysis of oil

transport in the South PacifiC: 2FEC i:nd FE[.P are irEcted to

initii Le these studies.

6. 1IL STORAGE AND SAFETY

fit .re orn'merded that thc reporteo IHI of [ ; t-t
---------------------------------- Ii



(b) It iS recornrended that a mechanism for assuri nq coripliance

with minimum petroleum and LPG storage facility standards be

investigated.

7. LIQUID PETROLEUM GAS

It is recommended that a study be undertaken of practical action at

the regional level to reduce LPG costs. (Because of relatively low

volumes of LPG trade, this should be a lower priorTty than some other

issues).



FIJI'S RESPONSE TO THE WORLD BANK REPORT

The Fiji delegation wishes to thank the World Bank for
undertaking the study on alternative oil supply arrangements

and petroleum pricing in the Pacific island countries.

The delegation also wishes to thank the Director of SPEC and

his staff for convening this regional petroleum meeting to
discuss and consider the World Bank Report. Our thanks also

go to the consultants and representatives of the Oil companies

who have added immensely to the quality of the meeting's
deliberation on the World Bank Report.

The World Bank Report, in the view of the Fiji delega-

tion has served to focus our attention more sharply on the

pricing of oil and oil products, on the existing arrangements

regarding the supply of these products to the Pacific island

countries, and the necessity to re-examine these with the
view to reducing the cost of their importation into our

respective countries and passing on the benefits of that

reduction to our people - the consumers.

Mr Chairman, Sir, taking into account the fact that

the World Bank Report we've been discussing so far is only a

draft, and that a final report will follow in a month or so

time, the Fiji delegation wishes to request the World Bank,
through their representatives, Messrs Mian and Meikle, that
points and issues which have been raised during this meeting,
and that are pertinent to the issue of oil supply arrangements

and pricing in the Pacific island countries be included, where

appropriate in the final report. In this connection, the

Fijl,. delegation would like to re-emphasise, in view of the
fact that the South Pacific Forum will wish to discuss the
final W.B. Report, and possibly make a decision on it, the
need for an early submission to Governments of the final
report by the World Bank. The South Pacific Forum will be
held in early August, and we would ask that the final report

be in the hands of governments in early July, or better still

late June!
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Mr Chairman, my delegation believes that this meeting
has been useful in several respects. First, it has brought
governments together to discuss very openly many important
issues relating to the supply and pricing of oil and oil
products in the Pacific island countries. Second, a start
has been made to get the oil companies and governments to
commence what we hope would be a continuing dialogue on oil
issues. In making this point, Mr Chairman we are not unmindful
of the conflicting perceptions of the oil companies and
governments of what constitutes a fair return to both parties
- to the oil companies who are guests doing business in our
various countries and to us the hosts.

Third, Mr Chairman, whatever supply arrangement and
price monitoring system we are going finally to either
collectively or individually agree to or adopt, we believe
that the results of our discussion so far have indicated that
a number of countries are well ahead in the discussion and
planning of what they will do in respect of their own oil
supply and pricing arrangement. Given this situation,
Mr Chairman, my delegation believes that the World Bank Report
will be of optimum benefit to the countries only after it has
been drawn up finally with our recommendations included in
the final report.

Finally, the line that we have taken, Mr Chairman, is
that this meeting cannot dismiss or reject this report.
That decision is sovereign to each government and can only be
made after the final report has been received and studied by
each government. Accordingly, Mr Chairman, our position is
that.. the World Bank should be requested to take into account
the recommendations of this meeting in its compilation of the
final report.



EGY FY87 Objectives

Energy Efficiency and Restructuring

-- Develop and implement a capacity, complementary to the technical

power efficiency work, to analyze and assist in the improvement of

organizational and operational issues in the power sector.

-- Draw upon ESMAP operational experience to prepare guidelines on the

methodology and approach for preparing power loss

reduction/generation efficiency improvement programs, including

improvements in collection, billing, and other aspects of commercial

operations.

-- Develop a capacity to analyze energy efficiency issues in the

transport sector and, with respect to commercial and residential

buildings, establish ESMAP product lines in this area.

-- Review the Bank's experience of industrial energy conservation

programs (including ESMAP supported efforts) to analyze the reasons

for the differing success and pace of implementation of those

programs in the various developing countries; feed lessons into

future ESMAP preinvestment work in this area.

-- Explore the scope for providing assistance to countries in energy

sector restructuring and privatization issues; embark upon one to

two test operations to define prospects and pitfalls more

specifically.



EGY FY87 OBJECTIVES

Country Energy Strategy

-- Identify the appropriate role for EGY in country energy

strategy work.

-- If the regions are to assume an increased responsibility for

strategy work, assist them in strengthening their capabilities

and in setting up of appropriate organizational and staffing

arrangements within the Regional framework to manage and

execute that work.

-- Provide support for Regionally-managed strategy work.

-- Provide advice on methodology, analysis and logistics and

quality control to the Regions.

-- Deliver existing commitments to the Regions in EGY-managed

strategy work (notably on-going Assessments).

-- Initiate selectively and in close collaboration and agreement

with the Regions specific new tasks for strategy work which

will be managed by EGY, notably but not necessarily exclusively

in certain cases which are non-Bank funded.

-- Seek a lead role in specific types of strategy work related to

household energy, energy efficiency and energy sector

restructuring, notably where innovative activities are

envisaged and methodological and analytical problems need to be

resolved.
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External Funding/Donor Relations

Strenthen the management of donor relations for ESMAP so as to:

(a) ensure that there is a minimum 18 month funding horizon for the

planned work program to be funded from external sources;

(b) establish by the end of the calendar year, streamlined and

clear internal arrangements for managing donor relations,

particularly in the light of any possible organizational

changes for ESMAP work;

(c) complete the establishment of an effective budgeting and

reporting system for ESMAP work, including the integration of

this work with the MIS.



EGY 1987 Objectives

Household Energy

To develop, and begin to implement, a plan for expanding EGY's role

in the household energy area through measures to:

-- Enhance our analytical capacity for assessing supply and demand

side problems and the policy interventions needed to deal with

them.

-- Increase our sector (strategy) and pre-investment (project

preparation) work in household energy.

-- Promote and support stepped-up Bank lending for household

energy projects.

-- Put in place an organizational structure that will serve to

sharpen our focus on household energy and make the most

effective use of available resources.

7/16/86
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT Washington, D.C. 20433 Cable Address: INTBAFRAD
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July 15, 1986

Dr. Thanit Yingvansiri
Chief, Planning Division
Royal Fores try Department
Phaholyotin Road
Bangkok 10900
Thailand

Dear Dr. Thanit:

I would like to express my sincere gratitude and thanks for the

courtesy and assistance which you and other RFD staff kindly provided to
the recent ESMAP mission to formulate a fuelwood forestry project in the

Northeast Region of Thailand.

As you know, one of the conclusions reached during the ESMAP mission

was that a sample survey will need to be conducted in the provinces where
the project plans to work in order to provide key information for the
final project preparation mission scheduled for December 1986 (reference

to the mission's aide-memoire of July 4, 1986). As discussed by the
mission, we would like for Dr. Narong Srisawas of Kasetsart University to
direct the survey and work closely with the Royal Forestry Department

(RFD) staff, if possible. We understand that Dr. Narong has discussed
this matter with Mr. Montree Sanitprachakorn, and that RFD will be able

to provide staff and vehicle support for the survey. The mission also
discussed the survey with Dr. Prapath Premmani and Mr. Sompongse
Chantavorapap of the National Energy Administration (NEA); they expressed

a willingness to provide additional financial assistance for the survey,
if desired and requested by RFD. Any additional funds from NEA, however,
would have to be formally committed for this fiscal year (e.g., by August
15, 1986), and hence it is our hope that arrangements for the survey can
be agreed to and finalized as soon as possible.

NEA has suggested, and we concur, that the most appropriate
arrangement may be for RFD to prepare and enter into a contract with
Kasetsart University for their expert services, based on the enclosed

draft terms of reference. I am pleased to inform you that ESMAP will
provide the funds for up to two and one-half months of Dr. Narong's full-
time services. It would be easiest for us to pay his salary directly.
Arrangements for any additional funding from NEA would need to be worked
out by yourself and Mr. Sompongse of NEA.

As described in the enclosed draft terms of reference, a primary
purpose for the survey would be to identify the priority districts for
the establishment of nurseries during the first year of the project.
Given the concern which has been expressed about the ability of the
private sector to market wood products on attractive terms for cash
income, however, the survey also should provide a better understanding of
prevailing perceptions among farmers as to the most attractive
uses/markets for planted trees and of the parameters which will need to
be considered in designing a marketing assistance effort as part of the

ITT 440098 RCA 248423 WUI 64145 Y-7040
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project. As one of the potentially attractive options for generating
cash income from tree planting is the production of charcoal using

improved techniques, we also have included as one of the survey

objectives the identification of priority districts for targetting the

training, demonstration, and extension activities in improved charcoal
production techniques which will be undertaken as part of the ESMAP

Accelerated Dissemination of Improved Stoves and Charcoal Kilns

Project. As stated in the aide-memoire for that project, a charcoal
production demonstration and training center will be set up in

Mahasarakarm Province (which is also in the fuelwood forestry project

area), at the site of the NEA Regional Energy Center.

As you will see in the enclosed terms of reference, in addition to a

village-level sample survey, the study as outlined also will collect data

concerning land holding sizes and utilization, income distribution, and
location of existing nurseries and large plantations. Thus, it is our

intention for the survey study to encompass points 1-3 listed in our July
4 aide-memoire under "Studies Required Before Final Project

Preparation." We would be most grateful if RFD would independently
provide the project area maps, growth and yield data, and translations of

relevant laws requested under points 4-6 in that section of the aide-

memoire.

Please also note that we have made two minor changes since our

July 4 aide-memoire was prepared: (i) for the five provinces to be

included under the project (and survey), Sisaket has been deleted and
Kalasin added; and (ii) although the same focus on multi-purpose tree
planting described in the July 4 aide-memoire will be retained, we have

simplified the project title to "Northeast Region Woodfuels Supply

Proj ect."

Please inform us as soon as possible if the arrangements proposed

above and draft terms of reference are satisfactory and of any comments

or suggestions concerning the arrangements you may have. As specified in

the final section of the enclosed terms of reference, Dr. Narong should
submit an estimate of the survey costs and personnel requirements to you

by July 31, for your approval, so that contractual arrangements can be

finalized by August 15, at the latest. We would greatly appreciate it if

you could reach agreement with Kasetsart University and NEA regarding the

survey costs and personnel requirements following Dr. Narong's submission

and inform us by telex before finalization. The subsequent specified

step is for Dr. Narong to submit a proposed survey questionnaire and

sample design by August 15, for approval by yourself, NEA, and ESMAP.

Mr. Taylor is now scheduled to travel to Indonesia in September, and

he plans to stop briefly in Bangkok during that month to discuss any

outstanding issues regarding the survey and project and deliver copies of

the interim preparation report.
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Once again we are most grateful for your assistance and the

assistance which others at RFD have kindly offered.

Yo q sincerely,

Masood Ahmed
Acting Division Chief
Energy Strategy and

Preinvestment Division I
Energy Department

cc: Mr. Sompongse Chantavorapap
Director, Energy R&D Division
National Energy Administration
Kasatsuk Bridge
Bangkok 10500
Thailand

Dr. Narong Srisawas
Dept. of Sociology and Anthropology
Faculty of Social Sciences
Kasetsart University
Bangkok 10900
Thailand



SURVEY FOR PREPARATION AND IMPLEMENTATION OF THE ESMAP WOODFUELS
SUPPLY AND CHARCOAL PRODUCTION PROJECTS IN THE

NORTHEAST REGION OF THAILAND

DRAFT TERMS OF REFERENCE

Introduction

1. This document outlines the terms of reference for a survey of
farmers' attitudes towards new initiatives to promote tree-planting and
dissemination of improved charcoal production techniques and the
collection of other data relevant to the undertaking of these initiatives
in five provinces in the Northeast Region of Thailand. The survey and
data collection exercise will provide critical data for the further
definition of the scope of the Northeast Region Woodfuels Supply Project
being prepared by the UNDP/World Bank Energy Sector Management Assistance
Program (ESMAP), particularly the identification of priority districts to
target for the establishment of nurseries during the first year of the
project and the scope and form of wood product marketing assistance to be
provided under the project. An ESMAP project identification mission
which visited Thailand between June 15 and July 4, 1986, identified the
need to conduct this survey to provide necessary information for the
final preparation of the woodfuels supply project by ESMAP in December
1986. The survey will also provide important information needed to
target training, demonstration and extension activities regarding
improved charcoal production techniques, as part of the implementation of
the ESMAP Accelerated Dissemination of Improved Stoves and Charcoal Kilns
Project, for which an ESMAP project preparation mission visited Thailand
during June 5-July 4, 1986. Further information regarding both ESMAP
projects is provided in two aide-memoires presented to the National
Energy Administration (NEA) and Royal Forestry Department (RFD) on July
4, 1986.

2. The survey will be directed by an expert at Kasetsart
University, under contract to RFD. RFD will provide support in terms of
personnel and vehicles, and ESMAP will provide financial assistance for
the services of the Survey Director at Kasetsart. NEA will provide
additional financial assistance to RFD as necessary, at the request of
RFD.

Main Objectives

3. The main objectives of the study are threefold:
(a) Assessment of the magnitude and geographical concentration of

demand for seedlings, nurseries, and technical assistance
concerning improved charcoal production techniques by the
private sector (including small, medium and large-scale
farmers/landowners), and various rural community institutions
(e.g., resettlement cooperatives, schools, temples, etc.).
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(b) Identification of priority districts for (i) establishment of
decentralized nurseries during the first year of the woodfuels
supply project (including district-level nurseries operated by
the Government, private nurseries, and self-help nurseries
which would be operated by rural community institutions with
technical and material assistance provided by the project), and
(ii) pursuit of training, demonstration and extension
activities regarding improved charcoal production and
techniques, as part of the improved stoves and charcoal kiln
project.

(c) Assessment of the principal reasons underlying the interest of
farmers in tree planting, including prevailing perceptions

concerning the most attractive uses/markets for trees/wood
products.

Scope

4. To achieve the broad objectives given above, the survey will
comprise two components: (i) a village-level sample survey, within which
village headmen, individual farmers, and rural community institution
leaders will be interviewed through the use of a questionnaire, and
(ii) collection of additional relevant data from authorities at national,
provincial, and district levels and through interviews with wood product
marketers in district and provincial towns. The survey will be conducted

for five provinces in the Northeast Region: Kalasin, Rhon Kaen,
Mahasarakarm, Nakon Ratchasima (Korat), and Roi-et.

5. Village-level Sample Survey. The exact size of the sample will

need to be determined by the Survey Director at Kasetsart University, in
consultation with RFD and NEA. In designing the sample, however, the
following principles should be adhered to: (i) the sample should

concentrate on areas where wood is already relatively scarce or tree
planting activities already have been initiated; (ii) the sample should
include villages with different distances to the main towns; (iii) while
the sample should concentrate primarily on villages of land-holding
private farmers, settlement areas of the Agricultural Land Reform Office
and other government-sponsored settlements should be included as
appropriate; (iv) farmers of different incomes/land-holding sizes should
be interviewed in each village covered (large landowners who live outside
of village communities also should be interviewed when possible); and
(v) to the extent possible, the sample design should attempt to maximize
the number of villages to be covered, as opposed to the number of farmers

to be covered in each village. In the case of Mahasarakarm Province, the

results of the less comprehensive but relevant sample survey conducted
for the ESMAP mission's use in June 1986 also should be considered and
incorporated.
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6. The village-level sample survey questionnaire--to be designed
by the Survey Director at Kasetsart University--should address the
following substantive topics. In each interview, the name of the
village, sub-district and district should be noted.

(a) Current household fuel consumption and supply patterns
(i) What are the main fuels consumed (fuelwood, charcoal,

other), in order of priority?

(ii) What are the current sources of supply for these
fuels? To what extent are they self-collected (self-
produced) or purchased? In collecting fuelwood, how
much time is spent (average hours per household per
week or month)? If fuels are purchased, who are they
purchased from, and at what prices? If charcoal is
self-produced, how many bags are produced per year,
and how much is self-consumed and how much is sold for
supplementary income? If charcoal is sold for
supplementary income, what is the selling price per
bag and to whom is it sold? (It is understood that it
may be difficult to obtain reliable answers to some of
these questions, and hence this should be kept in mind
in designing the questionnaire).

(b) Current tree ownership/use rights

(i) How many trees does a given household own on their
private land? How many of these trees were planted by
the household? If trees were planted, what type of
trees are they (e.g., fruit or fast-growing
timber/fuel species)? If fast-growing timber/fuel
species were planted, what benefits does the household
expect? If the household plans to sell wood products
for cash, what products are planned to be sold (e.g.,
fuelwood, charcoal, poles, timber for pulp or wood
processing) and what prices do they expect to
obtain? Would the household be interested in selling
wood from fast-growing tree plantings to a charcoalier
for 250 baht/ton standing (stumpage)?

(ii) Have trees been planted by the village community on
community land, school land, or lands of other rural
community institutions in the neighborhood? If such
trees have been planted, what benefits does the
village expect? If the village/institution plans to
sell wood products for cash, what products are planned
to be sold and what prices do they expect to obtain?
How would the revenue be used or distributed? Would
the village/institution be interested in selling wood
from fast-growing plantings to a charcoalier for 250
baht/ton standing?



(c) Degree of interest in planting trees

(i) Is a given household/rural community institution
leader interested in planting more trees? What types
of trees would they like to plant? How many seedlings
would they like if: (a) seedlings were free, available
within 10 kilometers (km); (b) seedlings were free,
available within 10-20 km; (c) seedlings cost one baht
each, available within 10 km; (d) seedlings cost one
baht each, available within 10-20 km?

(ii) If a given household/village community is interested
in planting trees, what are the main reasons, in order
of priority:

Own use: fuelwood (including wood to produce charcoal
for own use), food, fodder, soil conservation, water
conservation, shade, other.

Sale: fuelwood, production of charcoal for sale,
poles, timber (including use for pulp), fruit, other.

(Note: It also is important to determine the relative
priority between plantings for own use and for sale).

Is there an interest in planting fast-growing species
for sale to a charcolier after five years at a
guaranteed price of 250 baht/ton standing?

(iii) How many rai of land is available for planting trees?
(e.g., private land when interviewing farmers or
landowners, village community land when interviewing
village headmen, land owned by community institutions
when interviewing institution leaders). How many
total rai are owned, and what is the current land use?

(v) How far is the nearest nursery? Is there an interest
in establishing a self-help nursery (the Government
would provide seed, materials and advice, while the
village or community institution would provide labor
and irrigable land)?

(d) Household Income

(i) In the case of farmers interviewed, what is their
average annual cash income?

7. Additional data collection. Data to be collected from
authorities at national, provincial and district levels, depending upon
which is most convenient and appropriate, include:
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(a) Land holding sizes and utilization, by district. Data should
include the land area under control of different government
departments, by department. Private land holding size data
should specify the percentage of agricultural households which
hold land in different group sizes (e.g., 1-10 rai, 10-20 rai,
etc.). Regarding land use data, the share of land used for all
major uses would be useful, but the shares of land used for
cassava cultivation and grazing are particularly important.

(b) Income distribution among agricultural households, by district.

(c) Existing nurseries in each province and their location,
ownership, and annual seedling output per year. All types of

nurseries should be included, including private or other
nurseries not under direct RFD control.

(d) Existing large wood (excluding fruit) plantations (e.g. over 10

rai) in each province, and their size, ownership, and location.

During the field work, marketers of charcoal and other wood products in
sub-district, district and provincial towns also should be interviewed,
to obtain data on purchasing and selling prices of charcoal, poles, and
saw timber. In all cases, the name of the town, and its classification
(sub-district, district, or provincial town) should be noted. In the
case of charcoal, prices should be in baht per bag, and in two to three

cases, bags should be weighed. Purchasing prices should be
differentiated from selling prices; for marketers who pick up charcoal at

roadside or in villages, the purchasing price and distances from the
purchase point and the town of the marketer should be noted. In the case

of poles and saw logs, prices should be in baht per pole/log by pole/log
dimension.

Final Outputs

8. In addition to the tabulation of the primary data sheets, the
survey report should present the following, in English:

(a) Summary tables, by district and/or province, of the results of
both the village-level sample survey and the additional data
collection exercise.

(b) Identification of priority districts for nursery establishment
during the first year of the woodfuels supply project and of
priority districts which should be targetted for training,
demonstration and extension in the charcoal project. A

discussion should be presented regarding why these districts
were selected. In determining priority areas for activities to
be undertaken in the charcoal project, a key factor is the
identification of relatively large existing wood plantations
whose owners are interested in producing charcoal.
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(c) A written summary of principal findings concerning current
farmers' perceptions of the most attractive benefits from tree
plantings, including wood product market prospects.
Recommendations should be given concerning marketing assistance
activities which could be included in the woodfuels supply
project.

Schedule

9. Following consultation with RFD and NEA staff, the Survey
Director from Kasetsart University should submit an estimate of the
survey costs and personnel requirements to the Chief of the Planning
Division of RFD by July 31, 1986, so that contractual arrangements can be
finalized by August 15, 1986, at the latest. The Survey Director should
then submit a proposed questionnaire for the village-level sample survey
(in line with the topics identified in para. 6), and a proposed sample
design to RFD, NEA, and ESMAP (World Bank Headquarters) by August 15,
1986, for final approval. Field work should be initiated by Sept. 1,
1986, while the survey report should be submitted to ESMAP, RFD, and NEA
by November 15, 1986.



THE WORLD 3ANK INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: July 15, 1986

TO: Mr. Ernest Stern, Acting Vice President, EIS

FROM: Robert J. Saunders, Acting Director, EG

SUBJECT: Employment and Compensation Conditions for Secondment Staff -

Paper for OVP Decision of July 16

1. EGY staff have reviewed this paper and discussed their comments

with staff from WUD, the other department most affected by decisions on

this matter. We fully share WUD's position as outlined in the attached

memo to Mr. Husain.

2. EGY's position is simpler than WUD in that we employ UNDP

financed fixed-term staff only at headquarters. The paper proposes that

such positions be "clearly designated as 'fixed-term' or 'secondment'

depending on whether or not a realistic basis for such a differentiation
can be devised." In the absence of such a determination, it is, in our

view, premature to talk about the different employment conditions that

would apply to the two categories of staff. If WUD's proposed criteria

for defining secondment staff were accepted, and we would support that,
then all of the UNDP funded staff in EGY would be classified as 'fixed-

term' rather than 'secondment' staff and we would then have no difficulty

with the specific recommendations of the paper in regard to the

conditions of employment for these staff.

Attachment

cc: Messrs. Churchill (o/r), Dosik (EGY);
Gross (WUD); Raphaeli (OPSVP).

MAhmed:

P-1 867



July 11, 1986

Mr. S. Shahid Husain, OPSVP

Ping-Cheung Loh, WUDDR

694b4

Review of Paper "Employment and Compensation Conditions for Secondment

Staff"

1. We should like to provide comvents on the draft paper

Employment and Compensation Conditions for Secondment Stall" to be

discussed at the OVP's meeting on July 16.

2. The paper must be reviewed in the context of the general

decision to bring the activities and the management of the bank-UNDF

Uater Decade program closer to those of the Bank, in order to maximize

the benefits of the program to thE Bank, to UNDP, and, more important,

to the Bank's borrowers. This trend was strongly endorsed by the OVPs
in their review of the Raphacli report in 19h5. Since then, a number of

major steps have been taken to implement these recommendations:

(a) job grading of all HQ staff on externally-funded positions

has been completed; their positions werte found to be

comparablh to those of Bank staff and havt bcen converted

from "secondment" to fixed-term;

(b) externally-funded hu staff and somke ficla st.fI have now

been fully integrated into the merit revie. process;

(c) efforts art being made to merge the externl rt-sources anc

the Bank's budget in the NIS; and

(d) further steps have been taken to integrate t h Water

Decade program activities into those of the bank's

regions, incluaing, in some cases, into project lenoing.

3. As you know, we have been concerned with secondment staff

issues since the beginning of the bank-UNDF Vater Decade program in

1961, and we welcome this most recent effort to improve the Bank's

handling of these matters. The paper has been reviewed with the chiefs

of the Water Decade units, and we are extremely concerned about the

proposed category referred to as contract secondment staff (CSS). There

is no clear definition of secondment, yet the paper arbitrarily

categorizes all field staff on externally-funded assignments as (SS at

the same time it leaves the status of h( staff to be resolved later.

4. CSS should include only those persons who are hired Iron

outside the Bank who are assigned to and work under the primary

supervision of a government or another external entity. This is the

definition that was agreed internally within OPS in September 1984, and

it provides a meaningful basis for making distinctions between one

employment category and another. All other staff not on secondmient,



i.e., whose primary reporting relationship is to the Bank, should be
treated as Bank staff on fixed-term contracts, whether they work at
headquarters or in the field. We believe that this internal OPS
definition is as clear and as defensible a definition of secondment as
is possible, and recommend that it be adopted and used as the basis for
formulating secondment staff policies.

5. We also suggest that specific recommendations as to the legal
and contractual relationship between the Bank and persons hired for
secondment assignments be drafted and circulated for review and
discussion. To reduce confusion, it would be useful to substitute
another term such as "expert" for the term "staff" in CSS. At the same
time, a compensation package should be developed for the new secondment
category that is equitable and sufficiently competitive to enable the
Bank to recruit and retain highly qualified persons for these
externally-funded technical assistance assignments. Some of our field
staff could face reduced compensation if these proposals are adopted,
and we recommend that a grandfather clause be added to protect them as
well as the ADS and APMU staff.

6. A large number of our staff and the Water Decade program could
be adversely affected if the draft paper is endorsed. We should like to
reiterate our concern about the present draft and stress the importance
of the recommendations we have made above in clarifying these secondment
issues and in treating our staff and others like them fairly.

BGross oh:nah

cc: Messrs. Kopp (SVPOP); Richardson (OPSVF); Churchill (EGYDi);
Raphaeli (PPDPR); Costa, Cohen (o/r), de Ferranti,
Arlosoroft, Read, Potashrik (WUb)



OFFICE MEMORANDUM

DATE: June 16, 1986

TO: Operational Vice Presidents

FROM: Paula Dron v (SVPOP)

SUBJECT: OVP Meetings of July 16, 1986

The attached paper, "Employment and Compensation Conditions

for Secondment Staff", will be an agenda item at the Operational Vice

Presidents' meeting to be held on Wedhesday, July 16, in Conference

Room E-1208, at 9:30 a.m.

Attachment

cc: Messrs. Stern
Paijmans
Clarke
de la Renaudiere

Clements

Ruddy

P 1867
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THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: July 14, 1986

TO: EGYSi/Joint Services Staff

FROM: Masood Ahmed, Acting Division Chief, EGYSI

SUBJECT: Staff Meeting

1. There will be a divisional staff meeting on Tuesday, July 15,

at 2:30pm in room D-556. The agenda will be:

(a) report back on the move;

(b) preparation of IPPs;

(c) follow-up plan to implement recommendations of division

attitude survey review--memo circulated July 14;

(d) continuation of discussion on alternatives for organizing ESMAP

operations;

(e) any other items--if you have suggestions for this category

please pass them on to me before the meeting if at all
possible.

2. See you there. Last person to arrive after 2:30 should plan to

treat everyone else to coffee after the meeting.

cc: Mr. Montfort (o/r)

MAhmed:hm

P-1 867



PiF WORLC PANK INTERNATIONAL INANCE CORPORATION

OFFICE MEMORANDUM

DATE: July 10, 1986

TO: Mr. Anthony Churchill, Director, EGY

FROM: Masood Ahmed, Acting Division Chief, EGYS1

EXT: 73996

SUBJECT: ESMAP: SOUTH PACIFIC - Petroleum Supply Study

1. At his request, I met yesterday with Mr. Bill Bowen, assistant
to the Executive Director for Australia, to discuss the above study. Mr.
Bowen's concerns were prompted by the attached telex from Canberra and a
memo of July 2 from Mr. Aunsnunta to Mr. Stern. He had also received
copies of the two consultant reports commissioned by SPEC/PEDP that
raised strong criticisms of the analysis and recommendations of the ESMAP
study. Specifically, Mr. Bowen wanted to know what steps, if any, we
intended to take to respond to the consultants' critiques and what the
plans were for the further processing of this report.

2. I explained to him that we had only recently received the
consultant critiques and were now carrying out a review of their validity
and impact on the report's recommendations. We planned to complete this
review by the end of next week, which would enable the mission leader,
Mr. Zia Mian, to participate in the work upon return to headquarters on

July 14. Mr. Bowen expressed a keen interest in being informed of the
results of this review.

3. Regarding the further processing of the study, I referred to
the discussion at the Suva meeting where it was agreed that the report's

recommendations had been overtaken by recent changes in the world

petroleum market and specifically by changes in the terms of petroleum
supply to the South Pacific region, whereby the existing suppliers had
voluntarily switched to the pricing basis that the report had recommended
could be obtained through a competitive tender. The ESMAP activity had
therefore achieved its objectives to a large extent and the advantage of
processing the report further was not obvious. Nevertheless, I told him
that a final decision on this would also be taken during next week.

4. Mr. Bowen has been aware of the history of this report and, in
particular, some of the difficulties that have been experienced in
producing a "collaborative product" with the active participation of some
of the regional agencies. He was sympathetic to the problems, offered to
help in smoothing over any difficulties if he could, and asked to be kept
informed of any further developments in this matter. We agreed to meet
again in the week of July 21 upon his return from the IDA Deputies'
meeting in Paris.

cc: Messrs. Dutt (AEA); Hume, Montfort (o/r) (EGY).
Ms. Donovan (SVPOP).

MAhmed:hm
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July 10, 1986

Mr. Saunders

FY87 Inter-unit Support

Bob -

As the final round of the FY87 CAM is now approaching, it might
be useful for us to meet and agree upon the substance and volume of
inter-unit support between EGYS1 and EGYPA. Our divisional CAM numbers
show the following:

(a) Support from EGYPA to EGYS1

Product ID Name Staffweeks Staff

3COBSR004 Congo Energy Assessment 2.0 Ferroukhi

3GHASRO20 Ghana Energy Efficiency 1.0 Ferroukhi

3SENSR028 Senegal Household Energy 2.0 --

3SILSR008 Sierra Leone Energy Assessment 2.0 Ferroukhi

3GABSR003 Gabon Energy Assessment 8.0 Ferroukhi

5ALGSR013 Algeria Energy Assessment 2.0 Decaux

5SYRSR009 Syria Gas and Energy Sector 4.0 Decaux

7THLSR022 Thailand Impact of Low Oil Prices 2.0 --

Total 23.0

(b) EGYS1 Advisory Work

Other Output: 60 Staffweeks

OARC 9
OARG 9
TAC 42 (ESMAP)

60 Staffweeks



There is no explicit support from EGYSI to EGYPA in the current CAM
figures, but I suspect this is what the 18 SWs allocated for advisory
work by EGYS1 are supposed to cover. I understand from Dale Gray that
you have agreed with him for his providing about 8 SWs of input into the
FY87 policy work program which I presume is to be part of EGYSI's

advisory allocation. This would leave 10 SWs for all advice and review
work by EGYSI staff, which may not be adequate given past trends. In
addition, Matthew Mendis has requested 10 SWs of support from Robert van
der Plas for the UNDP Gasifier Project. I would appreciate your

confirmation on this.

Could we discuss?

Maso' Ahmed

cc: Mr. Montfort (o/r) (EGY).
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EGYS1

INTBAFRAD, BANGKOK, THAILAND. ATTENTION MR. HERMANS. RE:

PRIVATIZATION SEMINAR. PLEASE THANK JIM FOR SENDING ME A

COPY OF JUNE 30 TELEX TO MORGAN GRENFELL (MG) ON THE ABOVE.

HAVE BEEN SPEAKING TO MR. LITTLE AT MG WHO INFORMS ME THAT HE

HAS RECEIVED ANOTHER LONGER TELEX FROM JIM WHICH SETS OUT THE

PROGRAM FOR THE SEMINAR AND ACCORDING TO WHICH IT DOES NOT

APPEAR THAT MG OR WHOEVER REPRESENTS THE BANK WOULD MAKE ANY

KIND OF PRESENTATION. GRATEFUL IF YOU COULD (A) SEND ME COPY

OF THIS TELEX AND (B) VERIFY WITH ORGANIZERS OF SEMINAR

WHETHER MG WOULD BE EXPECTED TO MAKE SOME PRESENTATION. I

HAD UNDERSTOOD THAT THE INITIAL IDEA WAS FOR MG TO OUTLINE

THEIR EXPERIENCE WITH SPECIFIC PRIVATIZATION CASES IN UK. MY

FEELING IS THAT IF THE BANK SPONSORS THEM TO GO TO THE

SEMINARS IT WOULD BE USEFUL FOR THEM TO ACTUALLY SAY

SOMETHING THERE. APPRECIATE YOUR GUIDANCE FOLLOWING WHICH I

WILL CONTACT MG AGAIN. BEST REGARDS, MASOOD AHMED, ACTING

DIVISION CHIEF, ENERGY STRATEGY AND PREINVESTMENT DIVISION I,

INTBAFRAD.

Telex 82817 7/9/86

Thailand: Privatization Seminar MAhme (hm 73996

cc: Kikuchi (AEASE); Daffern, Maso dAhm Ac ef, EGYS1

Hume (o/r) (EGY). Energ



1 EGYS1

TO MR. CHRIS E.M. KEL, JAAKKO POYRY INTERNATIONAL QY,

HELSINKI, FINLAND. ACKNOWLEDGE RECEIPT OF TELEX DATED JULY

9. MR. RICHTER IS IN MAURITANIA NOW WHERE I AM SURE HE WILL

BE DISCUSSING THE SUBJECT AMONG OTHERS. HE WILL REVERT TO

YOU NEXT WEEK UPON RETURNING TO HEADQUARTERS. BEST REGARDS,

MASOOD AHMED, ACTING DIVISION CHIEF, ENERGY STRATEGY AND

PREINVESTMENT DIVISION I, WORLD BANK.

Telex 121069 IPCO 7/9/86

Mauritania - Fuelwood MAhmed: 73996

Masood d, Acting C , EGYS1
cc: Iskander, Richter (o/r)

(EGY). Energy
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July 7, 1986 -

Mr. Zia Kalim

South Pacific Petroleum Supply Study

Zia -

I believe that Masood has already spoken to you about the help
that you could provide us in reviewing the above study and the critiques
of it that have been prepared by two consultants funded by SPEC. You are
probably aware of the "stormy" history of the activity, in particular,
the difficulties that have been experienced in trying to associate
regional agencies in the production of this report while maintaining the
Bank's management, quality control, and internal review functions. The
green cover draft of the report has now been reviewed at an inter-
governmental meeting organized by SPEC, at which Messrs. Mian and Miekle
represented us. The outcome of the meeting appears to be that the report
has been overtaken by events in that oil companies have voluntarily
adopted the pricing formula which the report recommended should be
obtained through a competitive tender mechanism. Moreover, while the
reports produced by the meeting are "cautiously appreciative" of the
analysis done by the mission, the consultant studies commissioned by SPEC
make a number of negative comments on the analysis and findings of the
Bank study.

Zia Mian will be back from mission next week and will be able to
shed more light on the SPEC meeting but we need to arrive at a quick view
now because of questions raised by the Australia Executive Director's
Office (see attached telex), and since Mr. Dutt is leaving on mission at
the end of this week. Specifically, we should form at least a
preliminary view on:

(i) whether the critiques made of the report should be responded to
in some form; and

(ii) whether and how the report should be processed further.

We would be able to provide technical help to you but would very
much appreciate your review of the documents and your advice on the next
steps.

Please call Masood or myself at your earliest convenience.

Many thanks.

Bernard Montfort

cl and cc: Mr. Saunders (EGY).
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Interview Schedule
of~

Mr. E. Nyungura
for the position of Power Engineer/Energy Planner

Monday, June 30 Room No. Ext.

9:30 Ms. H. Vazquez S6-047 33651
Recruitment Officer 41 C/

4A,
Personnel Management Department

11:00 Mr. A. Ferrouhki D-518 75140
Sr. Energy Planner
Energy Policy & Advisory Div., EGY

2:00 Mr. V. Mastilovic D-609 75140
Sr. Power Engineer, Egy. Div.
East Africa Projects Dept.

3:00 Mr. B. Montfort D-622 74844 ~
Chief, Div. 1, EGY

4:00 Mr. A. Gulstone D-440 13'337
Power Engineer, Div. 2, EGY

Tuesday, July 1

11:30 Mr. A. Roa H10-lll 32603
Deputy Chief, Egy. Div.
Europe, Middle East and

North Africa Projects Dept.

2:00 Mr. M. Ahmed D-629 73996
Deputy Chief, Div. 1, EGY

4:30 Mr. J. Fish E-532 75088
Power Adviser, EGY

Staffing Division
Personnel Management Department

NOTE: Please send your interview report to Ms. Vazquez
(S-6047) within 3 days of interview.
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The World Bank 1818 H Street, N.W. (202) 477-1234
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT Washington, D.C. 20433 Cable Address: INTBAFRAD
INTERNATIONAL DEVELOPMENT ASSOCIATION U.S.A. Cable Address: INDEVAS

July 1, 1986

Daud Beg
Managing Director
Al-Technique Corporation of Pakistan
P.O. Box 1878
Islamabad, Pakistan

Dear Daud Beg:

It was a pleasure to hear from you and particularly to receive a copy
of your impressive lecture on energy sector planning. Clearly, in your
new job, you focus on issues well beyond the electric power subsector.

You will no doubt have heard of the reorganization at this end
whereby the old large energy assessments division has been divided into
energy strategy and preinvestment divisions carrying out energy

assessments, ESMAP, and other sector work for the Bank on geographical
lines. The division I am deputy chief of is responsible for Western
Africa, Emena and the East Asia/Pacific regions; Robin Bates is deputy
chief in the other division. The basic substance of the work has not
changed. We are still preoccupied with helping our member countries to
formulate appropriate energy sector strategies and to design projects
that will implement this strategy. However, the relative emphasis on
different aspects of the work has evolved in light of the changing
external circumstances (notably the oil price fall) and our own lessons
from experience.

We did not produce an annual report this spring, partly because we

had produced similar documentation for a Consultative Meeting of ESMAP
donors and developing countries that was held in Paris last January. I
am enclosing a copy of the discussion paper prepared for the conference
as well as a summary of the proceedings; these should serve to provide

you with a clearer idea of the current and proposed thrust of work under

the program. Please do not hesitate to contact me if I can be of further

assistance.

With best regards to yourself and your family.

Y r si cerely,

Masood Ahmed
Acting Division Chief

Energy Strategy and Preinvestment

Division I

Energy Department

ITT 440098 RCA 248423 WUI 64145 Y-7040
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ELECTRIC SECTOR PLANNING

By Daud Beg

INTEGRATION WITH OVERALL ENERGY PLANNING

Electric Sector Planning cannot be undertaken in isolation. Because

of its inter-relationship with other forms of energy, inter-fuel substitution,

and impact on national economy, Electric Sector Planning forms an integral part

of overall Energy Plan. The requirements of energy system planning are constantly

changing with the development of new technologies and unpredictable fluctuations

in prices of fuels which completely destroy the basic assumptions on which energy

plans are formulated. Effective energy planning is a dynamic process which should

be capable of adjustment to changing conditions and should be evolutionary.

Within the overall framework of an Energy Plan, the electric sector

plays a significant role. It accounts for nearly 70% of the total energy invest-

ments in many countries of Asia and Pacific region. Even then, resource constraint

is the major factor in non-implementation of power plans resulting in load-shedding

which is a comparatively recent phenomenon in electric utility operations. Public

dissatisfaction due to load-shedding is one of the reasons of political unrest.

Electric Sector planning has to meet the challange of changing times.

Power System, is a complex and highly developed scheme of energy supply in any

country, and Electric Sector planning today is an advanced state of art. It has

provided a lead to other forms of energy planning, particularly in sophisticated

demand and expansion models.

It is inconceivable that at the end of World War II, most countries

of Asia and Pacific region had isolated Electric Supply undertakings operated by

private companies. The concept of interconnected Transmission Grid and centralised

power generation had not developed except in case of some facilities operated by

Public Works Department. "Thumb-Rule" projections of electricity demand were handed

down by strong-arm Chief Engineers. Doubling the demand in "x" years was used as a

basic rule. These were then translated into power generation and transmission

schemes by Projects Division. These good times did not last long. Doubling of demand

squeezed into a short span of time, and inter-connected grid networks and centra-

lised system of generation made forward planning inevitable. Nationalisation of

private electric supply undertakings followed quickly in the wake of independence

of nations.
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Project preparation was purely a technical function and was adequate

when money supply was cheap with low interest rates, and the utilities could wait

until demand rose to meet the supply. In comparison, planning efforts needs econo-

mists although a strong technical bias continues even today. With huge investments

pouring into power supply projects, and the increasing cost of money supply, it is

inevitable that Electric Sector planning would continue to receive added attention.

It is interesting to note that due to technological innovations, improved

efficiencies, centralised generation and inter-connected grid networks, prices of

electricity per KWH generally continued to fall until the oil crisis in 1972-73.

Average sale price per KWH in Pakistan in 1947 was nearly 75 paisas which fell to

11.51 paisas in 1959-60 and was marginally higher at 13.95 paisas in 1972-73. By

1984-85, it had risen to 53 paisas.

Electric Sector planning is mature and accurate, with a reliable data-

base. Commercial energy planning has also kept pace and has developed in recent years.

It is necessary that similar effort may be exerted in Non-Commercial energy planning.

Integrated Energy Planning is an effort in this direction.

ELECTRICITY AND ECONOMIC GROWTH

Electricity consumption/capita is a yardstick for economic growth of

a country. The growth of per capita consumption of selected countries is given in

Figure 1.

Figure 1
THE EVOLUTION OF PER CAPITA CONSUMPTION OF

ELECTRICITY IN SELECTED ASIAN COUNTRIES
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The above consumption patterns fall in two groups:-

GROUP A

Sixities - Rapid Growth Korea, Taiwan, - Strong and effective

Seventies - Modest Singapore, Electric Sector Planning.

Growth Thailand, - Adequate generation pro-
'i vided.

Eighties - Stagnation. Philippines, - No suppression of demand.
Malaysia. - Response to higher fuel

prices and need for con-
servation.

GROUP B

High Growth Pakistan, - Narrow base

from Sixties Sri Lanka, - Unsaturated demand

to Eighties Bangladesh, (suppressed)

Indonasia, - Load shedding due to

India. inadequate planning,
resource constraint.

ELASTICITY BETWEEN ELECTRICITY/GDP GROWTH

Figure 2 shows relationship between GDP/Capita and Electricity Con-

sumptions in KWH/Capita.

Figure 2
TIME TRAJECTORIES FOR SELECTED COUNTRIES OF
PER CAPITA GDP AND ELECTRICITY CONSUMPTION
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Income elasticity is approximately unity at $ 1,000 per capita level,
otherwise it is higher.

The usefulness of Income Elasticity has eroded for future demand pro-

jections due to erratic behaviour. However, trends in Fig.2 indicate that Electri-

city consumption does influence GDP growth and vice-versa. Some national planning

agencies are making efforts to delink this relationship. Pakistan's Planning Commis-

sion has made it an objective in Sixth Plan period to delink GDP growth from the

consumption of electricity. Income elasticity should therefore be used cudi ously.

in Electric Sector planning, and then too as a back-up tool.

This argument could be extended to specific electricity consumption

(KWH/$ 1000 GDP). The declining specific electricity consumption indicates that:-

(i) Income elasticity is not a steady ratio.

(ii) Adjustment to higher prices.

(iii) Energy conservation and shift to less energy intensive activities.

On the other hand, increasing direct access to electricity increases

specific electricity consumption. Nearly 100% access to electricity is available

in Korea, Taiwan and Hong Kong. Six countries in the region have less tahn 10%

access to electricity, where the income of the people is very low. Although Pakistan

has 30% access to electricity, there are territorial disparities depending upon in-

come level.

ISSUES FOR POWER SYSTEM PLANNING

These are:

(i) Sectoral demand forecasting and analysis

(ii) Supply resources and technology options

(iii) Reliability and Capacity Utilisation

(iv) Energy Loss Reduction

(v) System Configuration and Design

(vi) Investment Planning

(vii) Tariff Policies

(%Xi~) u-u EctfcZ r
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SECTORAL DEMAND FORECASTING AND ANALYSIS

Accurate load forecasting lays a firm foundation for sound system

planning. Some utilities in Asia and Pacific region have established power market
survey divisions which continually monitor trends and provide a data-bank con-

taining historical record of load demand and patterns. Asian Development Bank

(ADB) has recently approved a Technical Assistance Grant for Regional Electricity

Demand Analysis in six DMC's. Tendency to under-estimate or over-estimate should

both be avoided.

The cost of having insufficient generating capacity is load-shedding,,,
which reduces industrial production, damages machinery and goods due to unscheduled

power-cuts, so much so that political unrest may result. This is the dilemma of

South Asian countries like Pakistan, Sri Lanka and Bangladesh.

The cost of over-building generation capacity is less apparent - the

effects being uneconomic operation of the utility. Energy loss reduction in trans-

mission and distribution can also delay investments due to expensive additional

generation.

Balancing the costs is important and additional investment in accurate

Demand forecasting would pay dividends.

Considerable concern has been expressed in developed countries about

erratical load forecasts. Some of European countries have achieved zero growth.

But given the unsaturated market conditions in most countries of Asia and Pacific

region, growth of 6-15% p.a. can be forecast for several years. In such cases,
the demand rises to meet the power generation capacity available in the system.

Examples of Nigeria, Zimbabwe and Pakistan can be cited where demand (suppressed)

rose to meet the generating capacity immediately on completion of gigantic hydro-

electric schemes nearly doubling the output.

FORECASTING TECHNIQUES

(1) POWER MARKET SURVEYS: (TREND AND TIME-SERIES)

This is determinitic in nature and is carried out by field surveys

of consumers by categories (Residential, Industrial, Commercial, Agricultural

General Services). Industrial investment schedules are studied and their demand
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added considering various factors like financial constraints. Public-sector

agricultural tubewells demand is also added. This type of load forecasting has

been used in Bangladesh, Pakistan, Indonesia and Philippines.

This also helps in extrapolating past historical trends. Malaysia,

Thailand and Pakistan use the trend analysis.

Time Series adds the dimension of seasonal and cyclical variations

to trend-analysis. This is used in conjunction with Market Surveys in Indonesia.

-Ks tcr i rCA DC3 cm

\fi I I eA JC

FIGCv3.
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(2) ECONOMETRIC MODELS:

The simplest econometric model relates energy demand to GNP and

population. Elasticity factors such as these have given wrong signals under-

mining their&, But these are useful back-up tools. Nepal and Malaysia use Econo-

metric Models. Thailand uses it as back-up to trend analysis. In Pakistan,

income elasticities have been seriously challenged, although they are still in

use to provide an alternate scenario.

Disaggregated and sectorial econometric models are also in use in

Asia and Pacific region with varying degree of reliability. Various mathematical

configurations have been used for such model&. PEA (Thailand) relates sales linear-

ly to GDP, number of consumers and price. Other models relate to the reciprocal

of GDP or its square.
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Time-series analysis implies that the future of electricity sales

is in the past trends.

Econometric models predict the changes in GDP growth as linked to

electricity growth, but they do not reflect the basic behaviour of price and

income elasticity.

Probably the best course is to conduct a time-series analysis based

on power market surveys and follow up with an econometric projection.

(3) END-USE MODELS (MAED)-

The Model for Analysis of Energy Demand (MAED) methodology is as

follows:

(i) Breaking down the structure of the country's final energy consump-

tion in a consistent manner.

(ii) Identifying the social, economic and technical factors influencing

each category of final energy demand.

(iii) Conversion to mathematical linkage between energy consumption and

factors.

(iv) Constructing scenarios of socio-economic and technical development.

(v) Evaluating energy consumption for each scenario. Fig: 4 is a schematic

representation of MAED.

Scenario Module 1
writing Energy Demand

Subroutine
~reporoi~onMACRO dh~Z ul3

of scenrios RQ d via M~lule 3

Subroutine Electriciy Hourly Load WASP
DEMAND electric durolion Model

-ower curve
Household/ . dend

Selection of Sol of FsU u inal
deternining falctrs =ener9Y ener - -
(social, econolnic FFds~yJ
and technolo gI al)
which offec the
energy dernond TrnporO

9L 
Other
energy
forms

P~~rfar4. MEI
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ABLE .1. GENERAL CIIARACTERIZATION OF FORECASTING
METHODS

Characteristics Time series Econometric End-use

Best forecast Months to a I to 10 years 10 to 30 years
horizon few years

Data requirements Minimal 8 to 12 year time Proportional
energy/load series for several to desired
data only independent detail of model

variables

Computer Trivial for trend Moderate - many Most model C;In
requirements models; significant models can be run be run on inicro-

for complex models on microcomputers computers

Specialized skills Trivial for trend Relatively easy to No speckilized
models; significant build models - training
for complex models experience and except for

training needed to optimization models
detect/solve problems

Suitability for Poor Good for variables Generally the best
analysis of system explicitly in model method of all
shocks/scenarios

SUPPLY RESOURCES AND TECHNOLOGY OPTiONS

Various technology options are available for power generation.

Similarly various forms of input fuels are available. Non-renewable fuds

inlcude coal, oil/gas, and nuclear fuels. Renewable sources include hydro-

electricity, geothermal, wind and solar. Hydro-electric developments in Asia

and Pacific region are significant in view of very large resources. Table 2

indicates water-power potential in some countries of Asia and Pacific region.

Solar (photovoltaic) and wind generation are only applicable in

remote areas inaccessible to national grid network and are extremely expensive

at this stage. Power generation costs by fuel type are given in Table 3.



Table 2
WATER POWER POTENTIAL AND DEVELOPMENT

IN SELECTED COUNTRIES

Country CapacIty (MW) .. Ratio of
or Estimated Present Estimated installed to

Area Potential installed Future Potential
(1983) (1990) (percentage)

AfNhanistan 6000 262
(+18000)"

Bangladesh 1188 130. 130 11
Burma 100000 169 8
Fiji 300 80 . ... 27
India 75400 12174 26000 16
Indonesia 77883 1355 2500 2
Lao PDR 13213 113 ... 1
MalaysIa

Peninsular 219Q 718 1I3m 33
Sarawak 12092 0 0 0

Nepal 83000 113 300 1
Pakistan 25000 2547 4790 10
Papua New
Guinea 15075 116 150 1
Philippines 8000 1660 2200 21
Republic of China 6280 0 1387 2560: 28
flupulllo of VKoroa 3000 '820 Il ; 170 ' 27
Solomon lslandi 21 0 ... 0
Sri L anka 1540 400 885 20
]hailand 8009 1520 2700 19

(+ 14000)'
Viet Nam 2000 163 ' 8
Westhrn Samoa 20 0 0

P olential of internallonal rivers common to neighbouring countries

Nole; EsiimcAIs or dliferent coun ris are made on dilfrent bases and with
varying degrees of precision. Only general comparlson is possible

Long-term planning of power generation is essentially geared to

indigenous primnary sources of commercial power, except in case of countries

like Singapore, Hong Kong or Taiwan who are dependent on imported fuel. Most

other countries also spend a large proportion of their Foreign Exchange earning

on import of oil, both for generation and transport needs. However, increasing

efforts are being made by the Governments to depend upon their own resources.

Since electricity can not be stored, power supplies: should meet

ths foillwing q iemns
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Tal)1e -3: Power generation costs by fuel type
(1980 prices US )

Investment Fucl Power
Generator type cost cost cost

(KW installed)a (KWH) (KWH)

Hydropower
-iarge, high head 1,100 ni.a. 2.4

-low head mini-hydro 3,500 n.a. 12.7
Dicsel

-large, heavy oil Fuel 1,000 4.2 6.7
-coastal location

-small, light oil Fuel 800 10.9 13.2
-inland location

-large, gas-fired 800 0.4 2.4
-largc, coal-fired 1,000 2.7 5.2

large oil-(imported) 800 5.5 7.5
Iired

-- small, heavy oil-fired 1,400 7.3 11.4
-inland location

-- small, wood-fired I,500 3.0 10.0
Geothermal - d r y

-dry steam field 1,400 n.a. 3.0
-- wet steam/hot water 2,800 n.a. 6.0

ficld
N uclear

-large multiple units 1,600 1.0 5.1-single small unit 2,200 1.0 7.4
Solar photovoltaic 20,000-30,000b n.a. 100-300
Wind generator 5,000- 15,000b n a. 30- 100"

ohi estment cost includes costs of transmission and distribution.
/'loth solar energy and ivind po'Wer are internmittent energy sources which require
slorage to make energy available on demand at all times, investment costs given above
are system costs with storage included.

Source: World Bank (1980, table 19)
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Figure 5 Typical dafily load curve

Peak periods System peak demand

Average demand

off-peAk periods
0

Minimum demand

0 08.00 16.00 24.00

Time (hours)

(i) Daily, monthly and seasonal demand or load curves (Fig: 5

Typical Daily Load Carve)

(ii) Load factors which provide direct index to capacity utili-

sation.

(iii) Diversity factor.

(iv) Reactive power and energy requirements.

Typical load duration curve and allocation of various power Oener=-

r~ - oi nn hu ninq of certain fuels e. .

.. mr r:hr'mi cal industries where add-on valu-

It would not be possible to provide profiles of fuel consumption

t- N L t7 ,
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Figure 6 Typical placing of various types of station utder load duralion curve
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in Guangdong in mainland China. India has successfully embarked on indigineous
nuclear generation programme. Philippines and Pakistan have also plans to in-
stal nuclear power plants.

Generally, there has been a significant shift from oil to coal or
hydro-electricity in many of the countries of the region. Nepal plans to export
hydro-electric power to India. Bangladesh is depending heavily on natural gas
power generation. But Pakistan is cutting down on its use.

Prospects of future hydro-electric power development are bright,
but increasing environmental and political concerns are being observed.

Power Generation Expansion Models will be explained by Dr. Lucas
in the next lecture.

RELIABILITY AND CAPACITY UTILISATION

Many utilities of the region are still in the trauma of severe power
shortages resulting in extensive load-shedding. In these circumstances, reliabi-
lity is of least concern to them. For the purposes of planning exercises, Pakistan
(WAPDA) and Western Samoa plan on the Loss of Largest Unit (LLU), while Bangladesh,
Fiji, Malaysia (SESCO) and Thailand plan on the Loss of Two Largest Units (LTU).
These are deterministic, simple measures suitable for small utilities, and have no
economic interpretation, and are not liable accountability.

Loss of Load Probability (LOLP) is used by Malaysia (NEB), Nepal,
Philippines, Singapore and Thailand. LOLP is too severe a criteria to be used
by many utilities although its introduction is imperative.

Capacity utilisation oF various generating units - hydro, thermal and
nuclear, - depend on the optimum cost of generation/KWH and a linear programming
model (LP) is available to determine the duration of operation of various units.
Computerised load control and generation programmes are being introduced in larger
utilities.

A high capacity Factor indicates a higher efficiency, but this yard-
stick should be used with caution. This can also mean shortage of installed capa-
city. Systems frequently subjected to load-shedding have shown Capacity Factors
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in excess of 70% which may not be healthy, since no time is 
being given for

maintenance.

ENERGY LOSS REDUCTION

Sudden oil price increases of 1972/73 and 1979/80 
have focussed

attention to the Energy Loss reduction in the utilities, 
which have assumed

runaway proportions. There are two types of losses:-

(i) Technical: Due to energy losses in transmission 
and distribu-

tion and energy legitimately consumed by Power Station 
auxili-

aries.

(ii) Non-Technical: Due to inaccurate metering and 
billing, unmetered

supplies and theft. Also politely called administrative losses.

Table 4 gives the system losses in some countries 
of Asia and Pacific

region.

The figures given in the table should be used 
with discretion. In

Thailand, EGAT is responsible only for losses in Generation 
and Transmission,

whi PEA and MEA account for losses in Distribution. System 
losses in Bangladesh,

Pakistan, Burma and Indonesia are at unacceptable 
levels, and range between 24% to

30%. These figures represent entire System Losses. The 
actual losses may be higher

in case of huge accumulated arears and adjustment 
of bills. A better criteria would

be the actual revenue receipts and falling KWH 
sale price should be viewed with

skepticism.

In order to reduce technical losses, the specific objectives should be:

(i) Identify areas within a power system where 
loss optimisation

would be most effective.

(ii) Determine methods for isolating technical losses 
on a system.

(iii) Develop a framework for economically evaluating 
alternative

means of reducing losses on an existing system and 
determine

the optimum loss levels.

(iv) Develop practical methods for including the 
effects of losses

in establishing engineering citeria used in 
design and opera-

tions.
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Table 4
SYSTEM LOSSES (%) 1983-

T E C H NI C A L NON-TOECIlNICAL

Power Station Transmission Distribution Unmetered Other TOTALCountry Utility Auxiliaries Sales

Afghanistan DABM
Bangladesh bPDB 4.03 2.45 15.50 8.15 30.13
Burmad EPC 29.72
China, Rep. of TAIPOWER 4.50 6.53 11.03
FIJI FEA 3.46 11,97 15.43
Hong Kong HEC

CLPC
Indonesiab PLN 4,31 3.68 15.92 ,.23.91
Korea, Rep. of KEPCO 5.62 3.64 2.68 .. 11.94
Laos EDL ... ,, .., ... 7.5

aysia NEBb 5.14 7.70 .. 188 14.72
SEBC 2.50 15.50 .. 18.00
SESCO ... ... 13.20

Nepaid NEC :,. 32.6
Pakistand KESC ... 22.38

WAPDA 2.42 9.60 17.72 29.74
ELCOM.

PhilIppines NPC 5,10 2.30 . 7.40
NEAd ... .... 21.70
MERALCOd .. , ... ... 8.52

Singapore PUB 6.60 4.60 11.20
Solomon Islands . SIEA 3,40 9.40 12.80
Sri Lankad CEB ... ... 15.23
Thailand EGAT 3.66 3.87 .. .. 0.31 7.8.4

M EA .. .. 5.20 5.20
PEA .. 9.41 9.41

Viet Nam Power 2 ... ...
W. Samoa EPCW . 0.80 14,50 3.00 18.3

al Losses in each category are defined as losses In GWh divided by total gross energy generated.
b/ 1982.
cl Projecfed for 1984. , ..-

d/ Derivod using syslimn losses (total) total generation - total energy billed

total generation
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Following methods may be used for reduction of system losses:

(M) Increase voltage level:- In case of transmission lines, this

would require system stability analysis including short-circuit

studies.

(ii) Reduce long length of feeders:- This would mean additonal sub-

stations as the load grows.

(iii) Renovation of old feeders particularly in urban areas.

(iv) Re-conductoring feeders with larger size.

(v) Replace under-sized distribution transformers.

(vi) Improve power factor:- This can be done by using capacitors and

,improving quality control of motors, electrical fans and air-

conditioners.

(vii) Better workmanship in connections, isolators, drop-out fuses,

consumer services.

(viii) Replace defective meters:- Use better quality meters with less

error. I4should be noted thata meter will always run slower

with passage of time and not faster.

Non-technical losses relate to pilferage of electricity, administra-

tive errors in metering and billing, "fudging" various statistical returns and

de-Factive meters. These losses can be reduced to "zero", as is the case in many

efficient utilities.

External causes responsible for increased pressure on non-technical

losses are as follows:-

(i) Increase in power tariffs which increases temptation to steal.

Increase in capacity charges (Minimum charge for Maximum Demand

Indication) has led to development of ingenious methods of re-

'cir", trimo riemrd indica.tin on meters.

(ii) Shifting pattern of electricity consumption from industrial

domestic consumers.
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(iii) In feudal societies, recovery of electricity dues for tube-

wells and pumping in remote areas are difficult.

(iv) Low wage structure of meter-readers.

(v) Protection by Labour Unions.

Continuous surveillance, appointment of honest staff to distribu-

tion wing, use of high-quality accurate meters, and installation of Anti-Theft

Boxes on meters are some of the steps to compact non-technical losses. Develop-

ment of economic remote controlled metering would be the ultimate step in this

regard.

SYSTEM CONFIGURATION AND DESIGN

Figure 7 gives a typical power system configurations.

Various components of a power system are as follows:-

(i) Generating Station:

Hydro: (a) Run-of-the-river.

(b) Storage reservoir.

(c) Pumped-Storage.

(d) Mini-hydro.

Thermal: (a) Coal

(b) Lijnite

(c) Oil/Gas

(d) Gas Turbines.

Nuclear: (a) PWR

(b) BWR

(c) Natural Uranium
CANDU

(d) AGR

Geo-Thermal:

(ii) Transmission Lines: (a) 500 KV/380 KV/220 KV.

(b) 132 KV/66 KV



18

Figure: 7 Power system cost determination points
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(iii) Distribution: (a) 33 KV/1l KV/6.6 KV.

(b) 415 V/380 V.

Technical Design of these components is beyond the scope of this

paper.

INVESTMENT PLANNING

Investment in electric sector should be planned as a component of

overall energy plan. The objectives of an electric utility are to provide a

safe, reliable, uninterruptible power supply at economic rates. Accordingly,

balanced investments should be made in generation, transmission and distribu-

tion such that:

(i) Adequate power supplies are generated at all times to meet the

demand with just enough reserve capacity to meet optimum re-

liability level.

(ii) Bulk power supply is transmitted on transmission network to

load centres at optimised line losses and reliability levels.

(iii) Electric power is distributed to consumers in a safe, reliable

manner.

Investments in generation expansion have to take account of size of

incremental capacity and timing of such additions, for which several models of

varying complexity and nature are available. These would be covered by Dr.Lucas

in the next lecture.

TARIFF POLICIES

"Electricity pricing was a straightforward, tranquil area of utility

management until economi-sts stepped in with nrctions of marginal pricing and

appropriate signals to consumers", so says Mr. Shah in IEP manual. Traditionally,

electricity tariffs have followed a cost-plus approach providing a reasonable rate

of return on the total capital. Tariffs are generally determined by the Government

with an objective of allowing the utility to earn a fair return on investments but

various categories of consumers are charged differentially with the greatest burden

placed on industrial and commercial consumers. Social objectives run contrary to

economic principles. Widespread rural electrification is not accompanied by tariffs
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to ensure adequate rate of return. It would, in.deed, be lucrative only to

supply urban consumers. Such restrictive practices can be enforced by high

connection charge, as in case of Botswana, where minimum connection charge

was $ 1,000 for residential consumers. There were only 10,000 consumers in

the country, and large areas in the capital city comprising of middle and

low-income districts went without electricity. Consumers simply could not

afford this luxury.

Complexity of the power systems, widely varying patterns of 
con-

sumptions, high inflation and escalation in the cost of electrical equipment

have made it imperative that long-run marginal costs (LRMC) would be used for

future tariffs. This is also the requirement of ADB and WB covenants and LRMC

studies have been carried out in many countries. However, there continueS. to

be reluctance in application of LRMC - based tariffs, and social and political

pressures are bringing about distor bions in traditional cost plus 
tariffs.

Historical cost-based methods are also called accounting or book-

cost methods. The main elements of computational steps are given in Fig: 7.

Both capital costs and running costs are determined at generating station bus-

bars, at extra-high voltage bus . at the level of high-tension sub-transmission

and distribution. Costs for HT and LT consumers are then determined. This metho-

dology is shown in Table 5.

Talk 5 Cost and price elements in electricity supply

Method of determining
Cost element costs Price elementa

Total capital costs Total capacity costs Demand charge

Total KW of demand
Total runnling costs Total running costs Energy charge

Total energy received
All apportioned Overhead costs Addition to demand
overhead costs apportioned charge

Total KW demand
Coiusumcr costs Consumer costs for the 1. Fixed or minimum

category concerned charge

Niiuber of consumers in
the category
Total cost buying and 2. Meter rent or
O&M of meters for each charge
category of consumers

Number of meters used
for that category

l/ll prices include desired Cate of retin on investnents
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Marginal cost-based methods are similar except that the costs

are based in relation to prospective capacity to meet future addtional demands.

In this case, the consumer- is required to pay for what it really costs to

supply KWH or KW of demand, both during peak hours and off-peak hours. Immediate

application of LRMC - based tariffs would increase the rates by two to three

times. But LRMC would ensure raising adequate capital to meet expansion plans

in generation, transmission and distribution. This is advocated by ADB and WB

on considerations of funding future projects and the couenants reflect this

requirement. LRMC is still controversial as is eident in IEP manual. Manage-

ments of utilities argue that if there is adequate rate of return and self-

financing ratio, then why insist on LRMC-based tariffs ?

Tariff structures of the countries of Asia and Pacific Region are

given in 'able 6 and Average tariff revenue/KWH in Table 7.

Average revenue/KWH varies from 1.4 $ (Lao) to 19 # (Solomon

Islands). In Pakistan, Bangladesh and Sri Lanka, the industrial consumers

pay from 50-100% more than domestic consumers. Agriculture gets subsidised

rates in Thailand, Pakistan, Philppines, Korea and Taiwan. Fuel Adjustment

clause is applied by most of the utilities,Seasonal rates are used by Korea

only. Time-of-the-day rates are also not common.

RURAL ELECTRIFICATION

This is being encouraged as a social objective with following

benefits:-

(i) Improved quality of life.

(ii) Reduction of economic inequalities.

(iii) Arresting migration to urban areas.

(iv) Improved health, education and civic amenities.

(v) Increased employment opportunities.

(vi) Spread of industries.

Bangladesh, India, Malaysia, Pakistan and Philippines have exten-

sive rural electrification programmes. Access to electricity varies from 10% -

60% population.
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Trible .
TARIFF STRUCTURES

Demand Lifeline Intor-
Fuol Cnqt Power

Titme of Seasonal and nate-for Adjustmant ruptible
Day Rates Rates Energy Domestic Supply cto

Rates Consumers ClausC

Afqhanlslan DABM
ingladesh EIPDB Y Y Y
urna EPC

CGhiino, [lop, of TAIPOWER Y Y Y Y
nil FEA Y Y
Hong Kong HEC Y Y

CLPC Y Y
Indonesia PLN Y Y Y Y Y
Korea, Rep. of KEFCO Y Y Y Y

Uos GDL
NEB Y Y Y
SEI. Y -Y Y
SESCO Y Y Y

Nepal NEC Y Y
Pakltun K ESC Y Y Y Y

WAPDA .Y .Y
HO1 hew Guinea ELCOM

PhilIppines NPC Y Y Y
NEA Y Y
MERALCO Y Y Y

Singapore PUB YY ',Y Y
Solomon Islands SIEA Y
Si Lanka CEB Y Y
Thailand EGAT Y Y Y Y

MEA Y Y Y Y Y
PEA Y Y

Viel N1am Power Co.No,2
W. Samoa EPCW

:Nole: (YaYs
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Rural electrification has put considerable strain on utilities

both in terms of huge investments and inability to supply reliable power,
&ystem losses have also increased. Even on historically-based tariffs, the

revenues do not provide adequate rate of return. LRMC-based tariffs would

restrict the power supplies even further bec wse of the inability of the

villagers to pay for electricity charges.

Rural electrification has however helped agriculture through

tubewells, water-pumps and salinity control. Industrial growth has not been

upto expectation.

Renewable sources of energy (biomass, solar and wind) should find

increasing application in rural areas.

ELECTRICITY MANAGEMENT

Issues in electricity management are so diverse that this topic
would deserve a separate dissertation.

Institutional improvements in utilities should keep pace with the
quantum developments and dynamic nature of technological innovations. The load
demand of certain utilities has increased 30 to 50 times but the organisational

structure is the same as 25 years before. The needs of training and R&D are in-

adequate in most utilities. Staff posting to these divisions is considered a
punishment. There is no premium for higher educational qualifications or train-

ing. Induction to a job should be preceded by relevant training. R&D efforts

are Aso primitive. Electricity conservation, load management and power control

are other areas deserving greater attention which would contribute to higher

efficiency of the electric power utilities.
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Dear Brian:

Thanks for your letter of June 2, which I have just received on
return from Thailand. As Gary Gaskin will have told you, there has
indeed been some reorganization of the the Energy Assessments Division
over the past year or so. Specifically, the single large division has
been divided into two new Strategy and Preinvestment Divisions whose work
is split along geographical lines and includes not just assessments and
ESMAP but also all the other sector work done by the Energy Department
for the Bank. I am deputy chief of Division I, headed by Bernard
Montfort, which is responsible for West Africa, Emena, and East
Asia/Pacific regions. Robin Bates is deputy (and currently acting chief)
in the other division which is responsible for East Africa, South Asia
and Latin America.

There has also been some change in the scope of work done by the
group, but nothing like the radical change you refer to! Energy
assessments will take less of our resources as the program is coming to a
close; ESMAP product lines continue to evolve as external circumstances
change and we gain more operational experience. However, energy
efficiency continues to be one of our major areas of focus although it
has become clear that the design and implementation of energy
conservation programs must be closely related to the question of overall
enterprise viability and the business environment within which the
enterprise must operate.

Given these factors, I see no reason why you should not be able to
contribute to our work in the future just as you have done so in the
past. Specific assignments are difficult to identify too far in advance
because of the very nature of our work, but we are planning to carry out
a study on the cement industry in Syria in the fall, for which Jivat
Thadani will be responsible. I will give your cv to him to see if there
is any possibiltiy there. Robin, to whom I am copying your letter, may
also have other possibilities in his division.

Yours Sincerely,

Maso med-
Acti g-Division Chief

esgy Strategy and Preinvestment
Division I

Energy Department

cc: Messrs. Bates, Gaskin, Thadani(o/r) (EGY).
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Yours sincerely, ENE_
BRIAN ROBINSON ASSOCIAT S LTD.

For
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Brian Robinson
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Thadani will be responsible. I will give your cv to him to see if there
is any possibiltiy there. Robin, to whom I am copying your letter, may
also have other possibilities in his division.

Yours Sigtre y,

Masood Ahmed
Acting Division Chief
Energy Strategy and Preinvestment

Division I
Energy Department
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THE WORLD BANK /INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: June 30, 1986

TO: Mr. Joseph Goldberg, Division Chief, INDD1

FROM: Masood Ahmed, Acting Division Chief, EGYSI

EXT: 73996

SUBJECT: ESMAP: THAILAND - Lignite Subsector Review

1. I believe that Mr. Hume has already spoken with you about the
request made by the National Energy Administration (NEA) to our recent
ESMAP mission for a quick review of lignite resource and utilization
issues. Subsequently, we have received the attached telex from the
resident mission in Bangkok which provides additional (although still
scanty) details on NEA's expectations of the proposed work. Our response
to Dr. Prapath in the field was that in principle we could mobilize ESMAP
assistance, but the feasibility of this would need to be verified given
the short time frame envisaged by NEA (they would expect something by the
fall). We would also have to check on what related work had already been
done or was underway by other parts of the Bank (notably, yourselves).

2. While we will have a much clearer idea of the proposed work
when the detailed proposal mentioned in the telex arrives in the next two
weeks, it may be useful to meet so that we can take stock of our existing
store of knowledge and plans for work. We might also explore staff
commitments to see whether the timetable envisaged by NEA is feasible at
all.

attachment

cc: Messrs. Hume (o/r), Sadove (o/r) (EGY); Ikram, Kikuchi (AEA);
Nayyar, Albouy (AEP); Warren (IND).

MAhmed:hm
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A N628 Action Taken On:
:GYSI AFAKO FGYD1
4IRDBAN
IN FBAFRAD PANGKOK THAIL AND JUNE 26, 1956

FOR AHMED COPY IKRAM ANO OAFFERN
AAA HE THAIL AND FUEL PRICES* AM FAXING TODAY NEWSPAPER SUMMARY
OF THIRD AND ALLEOLDLY FINAL ROUND OF PETROLEUM PRODUCT PRICE
CUlS EFFFECTIVE JULY 1. PEASF OBTAIN FROM AFAKO. NOTE THAT
DIFSEL/OASOITNE GAP REDUCED FURfHER AND FUEL OIL PRICE CUT VERY
SUBSTANTIAL LY. EXPECTATIONS ARE THAT GAS PRICE WILL HAVE TO
FOLLOW BEFORE LONG TO REMA.N COMPETITIVE, AM ALSO POUCHING
TRANSLATION OF RHELVANT SE:CI UNS Of DRAFT FNERbY PLAN PL.US CAWINFT
COMMENT s.
BBS PRAPHAT OF NFA ADVISFS THAI Hh WILL BE SENDING DETAILED PRO-
POSAL FOR ESMAP L[ONITE UTXLIZATION WORK TO HUME WITHIN ONE OR TWO
WEFKS. MAIN COMPONENTS L IKELY TO PF (1) RFVIEW OF EXISTING RF-
SOURCE OATA, (2) ANALYSIS OF TILIATfON PRIOR[TIES, (3) ADVICE
ON CONTRACTUAL ARRANOEMENTS FOR PRIVAlF SECTOR EXPLORATION AND
DFYELOPMFENr PRAPHAT IS LOOK[NG FOR ESMAP COMMITMENT IN PRINCIPLE
BY AUGUST TO BRRFF NFW GOVERNMENT, RFGARDS

JECHOUTEK
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