GODBOLE ENERGY REVIEW REPORT
The Report of the Godbole Committee appointed to review the Dhabhol Power Project (DPC), and reforms to the Maharashtra energy sector, submitted its report on April 10. It runs to 198 pages of which 93 are the text of the report and the remainder, endnotes. The Report is repetitive and the language is classic bureacratese. It is not meant for everybody. The Government of Maharashtra has not tried to make it easily accessible. Mr Godbole’s position on the DPC project is public knowledge through his earlier articles and statements and his neutrality is questionable. 

After setting the background, the Report devotes a chapter to the recommendations of the renegptiating group that was appointed by the BJP-Shiv Sena government in November 1995. It points out that the group submitted its “summary” report within eleven days of its constitution, commendable in a country where such committees invariably take extra time than given, but suggestive of pre-conceived ideas. The Report concludes that the rernegotiation group had little success in moderating the DPC tariff.  

The Report recognizes that the project cannot be wished away. It concludes that the  stated assumptions behind the project were “deliberately chosen “ to show the DPC tariff in a favourable light. It charges the financial institutions with a lack of due diligence in accepting the projections given to them , and basing their decision to fund the project primarily on escrow cover by MSEB, guarantee by state government and counter-guarantee by the central government, rather than on an independent and meticulous appraisal of the project. The committee also finds that there was a failure of governance  at almost every step of the decision making process on the project and two of the members argued for a judicial commission of enquiry to identify responsibility.

At no point does the Committee discuss the fate of the investor, (even if he assisted in this failure of governance), who has invested on the basis of an agreement, (however flawed it might be), with governments, who is told that the governments were wrong to have proceeded with the agreement, and that the terms would now have to be thoroughly renegotiated. The report makes sweeping recommendations for restructuring the project. We will not list them here.While the report attempts to calculate their possible effects on the tariff to be paid by MSEB, it does not in the main body of the report attempt a similar exercise to evaluate their effect on DPC. It is evident however, that the effect on DPC’s returns on their investment will be extremely adverse.

I suspect that the international investing community will not be put off if DPC accepts these recommendations, provided it is seen to have been accepted at DPC’s free will, and not under duress. Since the cards under the agreement appear to be held by DPC, their accepting under duress is not a possibility. I cannot see however, that DPC and its principal shareholder, Enron, will be interested if the returns are significantly lower, and recovery of investment is spread over a much longer period. In the last few years the character of Enron’s business has changed. From investing in physical assets, they seem to have moved to become a company that manages information to make profits. It might suit them to exit altogether from this large investment in India, especially if the investment will not deliver the anticipated return. 

The state and central governments, emerge from this report, either as ignorant children who should never have entered into such complex negotiations with powerful and savvy foreign companies, or as having been venal at almost every level. The projection of this level of incompetence or venality or both to the investor community, will do great harm to India and its prospects. It would be preferable to buy out Enron’s interests in the project, and also whatever foreign debt there is. Negotiating a price without the intrusion of incompetence or venality, will have to be ensured. This must be done without having a large committee blabbering every detail at every step to the media. Government of India might at the highest level, explain matters  to the United States.

If DPC becomes Indian owned, asset values for tariff purposes will have to be reduced. Any negotiated price for Enron’s interest in DPC will be too high for tariff calculations. A portion will have to be treated as stranded costs, and the asset value reduced accordingly.  Maharashtra will have to pay for this much of this reduction at some time, since the problem is a result of incompetence or venality in Maharashtra. The central government must share the burden since it overruled the advice of the Central Electricity Authority and the World Bank. Enron’s quiet exit will be in the interests of all.     

