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About the research

The Economist Intelligence Unit (EIU) ‘
conducted research on the Dominican A
Republic electricity sector to identify and

suggest possible solutions to its current

challenges. An expert panel and a focus on

best practices in other economies supported

the research.

The study was commissioned by the
Fundacion Global Democracia y Desarrollo
(FUNGLODE).

The future of the
electricity sectorin the
Dominican Republic

The findings of the researchd compiled in a
reportd will be wused to foster dialogue
amongst policymakers, stakeholders, the
business community and civil society on how
to improve the ¢ o u n telecyriGitg sector.

The study was conducted between November
2014 and June 2015.
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Why reform the electricity sector?

x Although the Dominican R e p u b kEcomorayshas
achieved strong growth rates in recent years, the
C 0 U n t compktgiveness fundamentals remain
generally weak.

X The ¢ o u n timeffictest electricity sectord which
leads to daily blackouts, lengthy service
connection periods and costly subsidiesd is one of
the factors that has impeded competitiveness.

x Without an efficiently run electricity sector, the
C 0 u n tstromgdmsacroeconomic performance will
be undermined in the future.
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Current state of the electricity sector



Structure of the system

Although the electricity generation matrix has
evolved, it is still predominantly hydrocarbons-
based and therefore vulnerable to volatility in
commodity prices.

A Before 2000, fuel oil supplied 90% of energy in the
system. By 2013, this figure dropped to 40%, but other
hydrocarbons took up the slack.

A Although installed capacity (3,702 MW) exceeded total
demand (2,200 MW) in 2013, transmission and
distribution losses prevented the system from
adequately meeting demand.
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Generation mix, 2013
(%)
Coal 14

Fuel oil

No.6 37
Natural
gas 31
Fuel oil
No.2 3
Wind 2 Hydraulic 13

Sources: Corporacidn Dominicana de Empresas Eléctricas Estatales (CDEEE);
Superintendendia de Electricidad (SIE).

Installed capacity by technology, 2013
(%)

Steam turbine 17

Diesel
engine 31

Gas
turbine 10

Natural
gas
Combined engine 1

cycle 25

Hydro
turbine 16

Source: AES Dominicana.
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Key challenges and their implications

Total distributor financial indicators

High dIStrIbUtlon Iosses Iead to frequent ) Bill payment = (Cash recovery index (CRI) wmm Technical and commercial energy losses
power outages, affecting the commercial -
and industrial s e c t ability do operate 0
effectively or competitively. ’ _ - E—
:: L~ —— e —
Total estimated self-generation costs, 0
2005 o 2009 2010 2011 2012 2013 I 2014 I
. Source: Inferme De Desempefio Diciembre 2014, Corporacidn Dominicana de Empresas Eléctricas Estatales (CDEEE).
Commerglal / Residential
Industrial
US$150,000 to
US$400m 200,000
Indexed vs applied tariffs
Source: World Bank estimates. G
e ppplied tariff == Tndexed tariff (US$/b);
(US cents/kWh); left scale (US cents/kWh); left scale right scale
0.34 120
Other key challenges: = .
A High operational costs and deficits 022 0
A Ineffective tariff scheme and cross- 08 . — “©
subsidies across consumer segments = 2
- - . 0.10 0
A Elevated public subsidies to the sector 2008 209 200 201 202
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Previous reform experiences

Numerous efforts have been made to implement reforms over the past two decades, but
these have been set back by government meddling, economic crises and energy price spikes.

World oil prices, 1991-2014
(USS/b; Brent crude)

The sector opened up to private = 20
investment in the 1990s, but the w =
new model struggled as oil prices = -

increased in the early 2000s. B w

) 2

0 0
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Sources: International Energy Agency (IEA); The Economist Intelligence Unit.

The government intervened with controls to alleviate the impact of high energy costs, but

this exacerbated the problems in the sector.

Other reform experiences Setback

Madrid Agreement Government renegotiated contracts Banking crisis and rising fuel prices in 2003 led to a

(2001) under which distributors purchased depreciation in the peso and a financial crisis in the
energy from generators . electricity sector.

Programa Nacional de Programme that provided subsidised Initially intended as a two-year subsidy, but was extended

Reduccion de Apagones electricity to low-income consumers.  until 2009, by which time it had become inefficient and

prone to fraud.
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Next steps: reform momentum is building

Mounting impatience from businesses and Dominicans in general has put pressure on the
current administration to deliver improvements in the sector.

AThe ARel ectricity pacto aims to bufild s
engaging representatives across society.

AAsuccessfuI strategy must address capacity issues, loss reduction,
tariff structure, investment, and improved governance and
institutional performance.

\ AThe recent drop in global oil prices presents an opportunity to tackle
some of the sectordéds key chall engles (e.

The Intelligence

Prepare for opportunity.” Economist Unit




Policy recommendations for the
Dominican Republic electricity sector



Policy focus areas

A comprehensive solutiontothelong-st andi ng probl ems of the Do
sector must be multifaceted. There are seven key policy areas that should be the focus of

reform:

Role of the
state

Role and
structure of
regulatory

entities

Policy reform
focus areas
Structure of

energy sector
institutions
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