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Introduction

Uganda is one of the worlds poorest
countries, and its poverty is a key reason
why less than 5% of the population has
access to dectricity. A World Bank study
dates, “No more than 7% of the totd
population [in Ugandg can  afford
unsubsdized dectricity... It is unredidic to
think that more than a fraction of the rurd
population could be reached by a
conventiond, extend-the-grid approach. A
more promidng course is to rely ingead on
‘dternative/  'non-conventionad'  gpproaches
to dectrification.® And yet, the IFC is now
evduating a 250 megawatt hydropower
project,’ the Bujagdi Dam on Uganda's
White Nile, whose dectricity would be out
of reach to the vag mgority of Uganda's
ctizens. The project will amos double
Uganda's grid-based dectricity supply, a a
time when energy experts ae quedtioning
reliance on nationd grids.

This project is a good example of how the
IFC's evauation process is often skewed
toward predetermined outcomes that favor
large corporations over the poor. Thus far in
its evaluation, it appears that the IFC has not
evduated how Bujagdi will improve the
lives of the poor.

IFC gponsorship of the dam project is
expected to demondrae the viability of
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hydropower on the Nile in Uganda, which
could open up the river for sde to the
highest bidder in a plan to build as many as
6 dams and export the power. Project
documents dam this dam will be rdativey
benign, but there is inadequate information
about cumulative impects (Bujagdi Dam
would be the third dam on one short dtretch
of the river; the two previous dams did not
have environmenta impact assessments).

Findly, this case highlights a potentid
conflict of interest between the Bank's
public and private lending operations. The
World Bank’'s public sector am is
pressuring the Ugandan government to
restructure its energy sector to ensure the
gnooth functioning of the privae sector.
The IFC is supporting a mgor project that
gands to directly benefit from World Bank-
sponsored  reforms. The Bank's zed to
support the private sector is trandating into
projects that meet the needs of multinationd
corporations rather than the citizens of the
countriesit is supposed to help.

Project Background

The U.S.-based AES corporation, the largest
independent  power producer in the world
with assets of US$11 billion, proposes to
congtruct  $530-million dam nexr Bujagdi
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Fdls on the Nile AES enjoys a close
relationship with the IFC. In an interview in
the Uganda daly New Vision, Dennis
Bakke, Presdent and CEO of AES
Corporation, says "We [AES] ae the
biggest private users of World Bank money
through the IFC."® One of AES directors is
John MCcArthur, described in AES materids
as “a senior advisor to the president of the
World Bank.” Another director is Hazd
O'Leary, former US Secretary of Energy.

| FC Involvement

The IFC is currently evduating whether or
not, and under what conditions, it will
financidly support the project. AES is in
line to receive a $70m partia-risk guarantee
from the World Bank, and $85m from the
IFC. Other funds would come from various
export  credit  agencies  ($225m),*
commercid loans, the African Development
Bank and the company itsdf. The IFC
gppraisa is expected to be complete by the
end of 2000, a which time the IFC could
begin to negotiate terms of a loan for the
project with the Ugandan government. The
Board date is tentatively scheduled for April
2001.

The Project Information Document (PID), a
project summary jointly issued by the World
Bank and the IFC, dates that the project
objective is “to promote increased growth
through the provison of adequate, reliable
and dafordable power in line with Ugandas
comparative advantage. The project would
help cadyze private invesment to develop
the oountry's  dgnificant  hydrodectric
potentia, and potentidly increase export of
dectricity to neighboring countries™  The
PID dso says the project will improve
Ugandd's inequitable access to energy, and

that demand for dectricity is growing
rapidly.

Project Impacts

The dam would be built 8 miles below two
other large dams, the exising Owen Fdls
Dam and the Owen Fdls Extenson Project,
now under condruction.  Environmentd
harm goes beyond that of these three dams,
gnce, according to the PID, the project is
expected to “cadyze’ further hydro
development dong the Nile. The Ugandan
government has plans to build up to sx
more dams on the Nile The cumulative
impacts of the exiging dams is unknown,
since there was never afull EIA for ether of
the Owen Fdls projects, and no post-
condruction monitoring.

Social Impacts: Destriptions  of  the
project’'s socid impacts are inconsgtent in
AES documents. According to AES “draft
find” environmental impact  assessment
(1999), Bujagdi Dam would permanently
displace 820 people, and affect an additiond
6,000 (more recent information from the
company shows a much lower number of
people to be displaced). Replacement land is
practicdly nonexigent in the aea The
record of large dams worldwide, and
egpecidly in  Africa, indicates that those
displaced will be left permanently poorer as
aresult of the project.

The project will permanently submerge
highly productive agriculturd land as well
a idands supporting vauable naturd
habitats. The changes to the river could
permanently harm fisheries. The area around
Bujagdi Fdls supports a substantid number
of subsgence and commercid fisherman,
who depend on the resource for both food
and income.
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Thus far, AES record in planning for project
ressttlement has been fraught with problems
and mignformation. According to the
Uganda Paliamentary Research Centre,
"The developer has handled the issue of
rettiement and compensation very lightly
in the case of the Bujagdi hydropower
project ...The resdttlement plan was not
available and there was no program for it."

Tourism: The project will adso drown
Buagdi Fdls a nationad treasure. The
"Source of the Nil€" corridor is one of the
most spectacular river dretches in the world,
sy rafting experts Whitewater rafting is
dready the biggest draw for foreign tourists
in Uganda. Tourism is the second largest
source of foreign exchange in  Uganda,
eaning the country over $90 million in
1996. According to rafting companies in
Uganda, over 6,000 people raft the Nile each
year near Bujagdi, spending nearly $4
million a year in Uganda on activities not
rlated to rafting, much of which goes
directly to locd communities NGOs have
written, “The opportunity cost in terms of
revenue from tourism tha will be log to a
dam a Bujagdi was essentidly ignored in
the Bujagdi planning documents. ... How
will the IFC and World Bank evduate the
log revenue from a thriving touriam industry
inthe Jnjaares?’’

Risk: A mgor concern is the dam's
hydrologic risk. The project desgn is
based on optimidic flow assumptions, which
means the projected dectricity output may
be overstated. The project's power purchase
agreement (PPA) reportedly is written so
that Uganda assumes most of the risks of
reduced flow, forcing Uganda to buy a set
amount of power even if the dam is unable
to produce its full output. Since the region is
expected to endure increasngly severe

droughts due to climate change, and because
there is mgor disagreement on how much
flow the Nile reliably can be expected to
produce, the project is considered quite risky
compared to other hydro options. This same
problem has dramaticdly affected another
World Bank-funded dam, Pak Mun in
Thailand. Pak Mun Dam was supposed to
generate 136MW of dectricity, but barey
generaes 40 MW in high-demand months
due to insufficient water to turn the turbines
in the dry season.®

Another serious risk for the project is that
the primary customer for its power, the
Uganda Energy Board (UEB), has a poor
record for collecting payments and its
peformance after World Bank-ingtigated
privatization remains an unknown. The IFC
notes, “While the proposed Bujagdi PPA
presently contemplates UEB as the power
off-taker, a fully privaized sector in which
idedly multiple digribution companies will
act a off-tekers is crucid to the
sustainahility of the project.”® However,
such a private sector does not currently
exig.

The posshility that dectricity demand
projections are exaggerated is another risk.
In more than 100 national demand forecasts
used by the World Bank, actud demand
seven years dfter the forecasts were made
was on average one-fifth lower than hed
been projected.’® In a confidentia report on
the glut of dectricity caused by building too
many dams in Colombia, the World Bank’s
Operations Evauation Department
concluded that the high cost of overcepacity
highlights “the vitd importance of having
more flexible investment programs’ with
smdler projects to ensure “better responses
to the vicisstudes of demand
uncertainties”*
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Concerns about Grid Expanson: Energy
rescarch jointly carried out by the World
Bank and UNDP argue that Uganda cannot
reech mos of its population with the grid:
"The progpects for UEB to dgnificantly
drengthen its nationd coverage to non-grid
aress in the next 20 years are remote. Even
if dl of Ugandds urban consumers were
connected to the grid, it would dill leave
75% of Ugandans without UEB grid
eectricity. The lack of generating capacity
is not UEB's man problem. It is poor hill

collections and lack of  didribution
capacity.®> A report prepared  for
Parliament dates, "Transmisson

arangements from the Bujagdi project are
being directed toward export ... with few
new additions of lines to bendfit the loca

population "

While Uganda consders adding large,
inflexible power projects to fud its
inefficent nationd grid, energy experts ae
promoting a decentralized approach to
power generdion, usng technologies such
a fud cdls microturbines and solar
roofing. According to a new report by
Worldwatch Ingtitute* this approach avoids
cogly invetments in new power plants and
grid systems, reduces price fluctuations, can
be brought online more quickly, is more
reliable, easer to scde up as the economy
requires it, and more dficent than
extending  exiging  trangmisson  lines.
"[Deveoping] nations have a golden
opportunity to get the rules right the firg
time, and st up markets that support power
gysems suitable for the 21st century,” the
report notes.

There is some confuson over whether the
project is even intended for Ugandans (AES
says it is, but the IFC mentions exports). If
the project is primarily for export, there is a

risk that Kenya will negotiate for a price that
does not cover Uganda's costs (there are no
advance contracts with Kenya for the
project’'s power at this time, but Uganda has
dready agreed to a price for its power).
Kenya has aso dtarted negotiating to import
power from Tanzania Kenya may aso look
to projects that will increese its interrd
energy security and reduce the need for
imports.

Participation and Transparency: The
project has been characterized by politica
pressure, both from the Ugandan president
and the US government, both of which favor
the project. While Parliament was 4ill in the
process of evauding the project last year
(having dready rgected it severa times),
the US government added to the dready
intense political pressure coming from the
Presdent of Uganda Locad newspaper
accounts reved tha both the US
Ambassador in  Uganda and another
prominent government official contacted the
Ugandan President on the project, and stated
that US-Uganda redions could suffer if the
dam were not agpproved quickly.  Shortly
theresfter, Parliament approved the project.

A recent fidd vigt reveded tha many
government officas dill have doubts that
this project is the best way to meet Uganda's
needs a this time. One officid, who asked
to reman anonymous, sad, “[The]
Government should have fird done a
drategic assessment of Ugandas power
needs, and of dal the dams proposed and
their impacts. It should dso have tendered
each dte for competitive bidding. This type
of andyss would have led to Uganda
meking a more informed decison. Instead,
we were told that the Bujagdi project was
the preferred option, and so now al we can
do is mitigate.”
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Public participation has been driven by
AES, with the IFC rdying on the
corporation to document how informed and
meaningful its consultations were with locd
communities. In the project area especidly,
political pressure to favor the project has
kept discussons about the dam at the leve
of a popularity contest. Those who have
ventured to spesk out have been threatened
with aredt, and in some cases told their
busnesses would be shut down if they
continued to raise concerns about the dam.
One expatriate was arrested and told to leave
the country for taking to project-affected
people about the dam.

Tdks with dtizens in Uganda reveded that
many people ill have concerns about the
project but are too intimidated to raise them
publicly, due to intense pressure from the
Presdent to support the dam. Mgor
concerns  heard repeatedly include the
following:

- There was no competitive bidding for
the project, and corruption rumors are
rampant.

The dedruction of Bujagdi Fdls is a
serious culturd loss that cannot be
mitigated.

The log potentid revenue from river-
based tourism does not appear to be
factored into the choice of Bujagai over
other dam stes. Some locd leaders felt
that tourism had a much greater potentid
to address the needs of locd
communities than this dam.

The project appears to expose Ugandan
ctizens to dgnificant economic  risks,
yet there has been inadequate public
discussion about thisissue.

The Wrong Project for Uganda?

Locd NGOs dso say the project will not
hedp solve Ugandds biggest problem:
povety. Save the Bujagdi activis Martin
Musumba says, "The red issue in Uganda is
not dectricity but poverty. Currently the
maority of Ugandans have no money for
eectricity. Production of more eectricity
will not reduce the use of fudwood and
charcod until deliberate programs ae
evolved to reduce poverty and the cost of
power." The Uganda Paliamentary
Research Centre edimates the  maximum
consumer tariff for Bujagdi dectricty to be
“12 US cents in current dollar terms. The
cogd of transmisson lines is not dealy
dipulated in the avalable information on the
project."™®

The benefits of Bujagdi will not, NGOs
believe, trickle down to Ugandas poor
majority. Nor does the project appear to
meet key gods in the World Bank's 1997
Uganda Country Assstance Strategy (CAS).
For example, the CAS dates "The Poverty
Eradication Plan (PEAP) is desgned to
ensure that growth is sustained and that its
bendfits are <spread more widdy ...
[Participants in the CAS indicated] a strong
desre for redirecting public investment
towards the poorer and remoter districts and
to redouble efforts to ensure that poor
people benefit from government programs”
Yet the Bujagdi Dam will benefit urban
areas — primaily indudry, and likdy
Kenyan indudtry.

On ecosystem protections, the CAS is clear:
“The costs of reckless natura resources
management in the 1970s and early '80s are
often borne by the rurd poor who are
dependent on these resources for ther
livdihoods... There seems to be a srong
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link between environmenta degradation and
poverty ... The 1994 Nationa Environmenta
Action Plan (NEAP) cdls for dignment of
sectoral  drategies to  address  priority
concens relating to land  degradation,
deforestation, loss of wetlands and
dwindling fish stocks” NGOs note that large
dams like Bujagdi will degrade land and
forests, wetlands and fisheries, and  will
certanly harm the rurd poor who are
dependent on rivers for the resources they
provide.

Alternatives

Activigs working on this issue are pressng
for a ndiond energy plan tha takes into
account the needs of the poor and
emphasizes true renewables like solar,
micro-hydro and biomass. They bedieve a
commitment to big hydropower now will
come a the expense of the rurd poor and
may preclude Uganda from pursuing better
options.

Solar does not require connection to the
nationad grid, which in Uganda has very
limited reach and is expensve to expand.
While solar energy may not be able to power
lage-scde industry, a widespread use of
solar roofing materids, for example, could
more than offsst Ugandas “energy deficit,”
thus diminating the need for large hydro a
this time Empheszing sola would dso
open up opportunities to collaborate with
Kenya, whose highly regarded private-sector
photovoltaic (PV) industry has caught the
egye of the world. In Kenya more
households get their dectricity from the sun
than from the nationa grid, according to
"The Economis.” Some 50 locd companies
now manufacture or assemble PV sygems in
Kenya Unlike the region's big hydro
projects, Kenyas solar industry has

developed without ggnificant ad, subsdies
or government support, according to
renewable energy experts working in the
regon. It has dso created longterm
employment  opportunities  which  the
congtruction of large dams does not.

Project proponents have downplayed solar
for Uganda, deing that it is not financialy
vidble, but regiond energy experts bdieve
Uganda is favorably endowed for solar, and
would like to see lenders help bresk down
financid bariers that are in part respongble
for the resgance to this decentrdized
technology. Instead, the IFC commissioned
Aces Internationd, an engineering firm
with a mgor focus on hydropower, to assess
orid-based  eectricity generating  options.
The report primarily compares a number of
laage dam options. Renewables like solar
were dismissed in a few short paragraphs,
and decentrdized generation agpproaches
were smilarly dismissed.

There is ds0 a bdief that this project is too
big and inflexible to meet Uganda's energy
needs. Large dams are frequently criticized
for being inflexible (because they take 0
long to build, ther economic viability
depends on longterm power projections
which often prove to be overestimations)
and “lumpy” (which means they bring a
large amount of power online a once, as
opposed to smdler power generators which
bring power online incrementdly, as the
economy  requires it). Bujagdi suffers from
both of these flaws.

Uganda has less risky options that could
cary it through its immedige energy
crunch, and buy time to evauae the best
course for the nation's development. The
nationa didribution sysem currently loses
20-30% of its dectricity through "technical
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losses' which could be recovered through
improvements in the utility grid. There ae
adso a number of companies using biomass
to create eectricity, which could be sold
back to the grid.*® The country also has 400-
500 MW of smdl-hydro potentid, and up to
450MW of unexplored geotherma reserves.
An August 17, 2000 letter from Ugandan
sudents to the IFC dates, “Small dams are
not only affordable  environmentaly
friendly and socio-culturdly acceptable, but
aso spread nationd devel opmert.”

|FC Responseto NGO Concerns

Poverty Alleviation: On concerns that the
project does not adequately address World
Bank gods on poverty dleviation, the IFC
regponds that the dam will boogt the
economy generdly, thus reducing poverty.
The PID dates. “Recent surveys indicate
that the quaity and adequacy of power
supply is the most hinding condraint to
privale invesment ... Current eectricity
shortages are edimated to cost Uganda
annua economic losses in the order of $100
million.”*

Project impacts: IFC believes that project
monitoring by a company-gppointed panel
of expeats will reolve outstanding
environmental and socid problems before
they get out of hand, but NGOs believe the
process of gppointing the pand was faulty
and prevents it from beng independent.
According to the IFC, "We required AES to
gopoint an independent pand of experts for
an objective viewpoint with regard to
environmentd, socid, public  conaultation
and dting issues. The pand of experts
include Lee Tdbott, former Director
Generd of IUCN; Jason Clay, Senior Fellow
a the World Wildiife Fund (the char of
AES board of directors is Roger Sant, who

adso chars WWFs boad); and William
Jobin of Blue Nile Associates®

Conclusions and Recommendations

The World Bank's 1996 Energy Sector
Management Assgtance Programme
(ESMAP) report caled for better andyss of
energy options that meet Ugandas needs.
"It is therefore suggested that dl previous
energy projects and activities be reviewed,
inventoried, and andyzed in an in-depth
gudy. Stock should be taken of dl activities
in the traditiond and renewable sector to
rank results and their outputs. The objective
of this exercise should be to edtablish some
objectivdy verifiddle indicators to hdp form
a rationa base for future activities by
ranking and prioritizing projects and
investments, on which basis donor support
can be channeled. The study should compare
inrcountry projects and programs to smilar
dudies and projects dready enjoying
regiond success” Such adyss should be
required now.

Before the IFC proceeds with funding for
this project, locd NGOs bdieve, there
should be a nationd didogue in Uganda on
the proposed course of hydropower
development on the Nile, a public forum on
the naton's energy needs and a full
asessment of dl  avalable dternatives.
Students at Ugandas Makarere Universty
wrote in an August 2000 letter to the World
Bank, "A dudy of dtenaive energy
sources, in the context of an overdl energy
assessment for Uganda, should be mounted
as a matter of urgency." The students aso
dae that "The Bujagdi Dam should not be
rushed ahead of results of the work the
World Commisson on Dams (WCD). We
think the debate in the energy sector in
Uganda will gan immensdy from WCD
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work since this has the potentid to move
Uganda towards a new paradigm of energy
and wae management.” (The WCD will
launch its find report in November 2000.)
Other citizens have asked for a "sectord
environmentd impact assessment” for the
river, given the number of dams planned.

The World Bank Group should consider
fineandng demand-management and energy
conservation measures in Uganda before it
evduates mgor energy projects like large
dams. The Bank dhould dso evduae
gndler scade, decentrdized energy systems
for Uganda that can be locdly built and
managed, and brought online in phases as
needed. Deays in choodng large-scde
energy projects not only preserves the Nile,
but dlows Uganda the time to take
advantage of coming technologies (such as
fud cdls) and lower prices of exiding
renewabl e technologies.

KEY CONTACTS

Save Bujagdi Crusade:
Web site: www.uganda.co.ug/bujagali

Internationd Rivers Network:
Web ste: www.irn.org

Dennis Bakke, President and CEO
Roger Sant, Chairman of the Board
AES Corporation

1001 North 19th Street

Arlington, VA 22209

Tel: (703) 522.1315

Fax: (703) 538.4510

AESBujagdi

Project Director: Bob Chestnutt
E-mail: bujagdi @aesnilepower.com
AESweb ste: http://www.aesc.com

Project- gpecific web ste: www.buj agdi.com

|FC Bujagdi project contacts.
Ronad B. Anderson

International Finance Corporation
Principd Environmentad Specidist
Eml: <roanderson@ifc.org>

Haran Svam

Internationa Finance Corporation
Investment Officer

Eml: <hsvam@ifc.org>
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