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Jan Beranek and Matthew SClaire

Introduction

In 1994, the World Bank gave a USD 246 million loan to the
Czech Energy Enterprise (CEZ) utility company. The aim of
the loan was to decrease negative impacts of the electricity
production on the environment. At that time, the production
was mainly based on outdated lignite-fired power plants. The
modernization program, completed in 1998, put an emphasize
on fossil fuel power plants.

Construction of the Temelin Nuclear Power Plant, which is
situated in South Bohemia, started in 1985. The design is
based on old Soviet VVER-1000/320 reactors, upgraded
during the 1990s in cooperation with Westinghouse
Corporation. A planned capacity is 2 000 MW (two reactors)
with annual production of 11.3 TWh.

This combination of Soviet and Western technologies has
never been tried before, meaning that the performance and
safety are unpredictable. The pioneering nature of the project,
which the Swiss consultant firm Colenco called "the most
complicated nuclear project in the world,” would be a
challenge even for the best management. Unfortunately, the
management of the Temelin can only be described as chaotic.
During the 1990s, the entire decision-making structure of the
Temelin site changed several times.

Since the Temelin project, the largest part of the CEZ
investment portfolio has gone for nuclear projects. The CEZ's
official investment plan for the period between 1999-2006 is
to spend 69 percent of the two billion budgets on nuclear
development projects. In fact, two out of five projects financed
by the World Bank loan were directly connected to the highly
controversial Temelin Nuclear Power Plant. Although the CEZ
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violated the financial conditions that were determined by the
loan contract, the World Bank did not react. In other words,
after the loan was signed and the Czech government gave a
full loan guarantee to the World Bank (which secures the Bank
from financia risks) the Bank simply ignored the way in
which the money was spent.

The World Bank itself, in the 1992 report advised the Czech
government not to proceed with the Temelin. After more than
five years of accumulated delays and cost overruns, which
have nearly tripled the overal budget, the plant is still under
construction.

On The Surface, a Positive Project

The World Bank's ENERGY | loan of USD 246 million was
designed primarily to decrease the environmental impacts of
electricity production in the Czech Republic, that were at the
time primarily caused by outdated lignite-fired power plants.
The modernization program of fossil fuel power plants and the
objective of the loan were officialy completed in 1998-
overall CEZ spent USD 1.5 billion for this purpose.

The North Bohemia region, located in the northeastern part of
the country, provides 50 percent of the country's electricity, all
from coal-burning power plants. The region has suffered from
severe environmental pollution and landscape destruction
mostly from coal mining and coa burning. Moreover, coal-
mines have wiped out 113 towns and villages. Considering the
environmental damage that the region has suffered, a loan for
desul phurization seemed a blessing. However, emissions were
reduced because of the decreased production not because of
environmental reasons. The production cutbacks and potential



Jan Beranek and Matthew SClaire

shutdowns of newly upgraded plants made the investment in
desuphurization useless.

To cut down the production, the CEZ did not need aloan since
avery smple application of the emissions control technologies
would have had an effect. Besides the CEZ had profits from
cheap coal production since prices ignore the environmental
and socia costs. However, the CEZ did need loans for its
hugely expensive Temelin Nuclear Power Plant project. Since
loans for usually uneconomica nuclear projects are hard to
get, the CEZ found it very convenient to purchase loans for the
necessary environmental upgrades (the Clean Air Act required
emissions reductions by 1998) and to use the profits for
Temelin construction.

The CEZ is the major electricity utility in the Czech Republic,
covering about 70 percent of the Czech electricity demand.
Currently 75 percent of electricity is produced from coal, 23
percent from nuclear and two percent from hydro plants.
Temelin will amost double the nuclear share. It is not
surprising then, that since 1998, the largest part of the CEZ
investment portfolio lies in nuclear projects. completing
construction of the Temelin Nuclear Power Plant, modernizing
of the Dukovany Nuclear Power Plant, and constructing a
temporary storage facility for spent nuclear fuel. Although the
World Bank denies the financial support for nuclear projects,
loans from the Bank have, in fact, alowed nuclear
development in the Czech Republic.

The World Bank Finances Nuclear Power

CEZ officially announced that the World Bank’s loan was
used for *:

! Source: CEZ Newsletter, March 30, 1998.



Radioactive Loan to Czech Republic

desulphurization of the Prunerov |1 coal power plant;
upgrades to increase efficiency at 12 coal fired generating
blocks;

training of corporate management;

connecting the high-voltage transmission grid connection
between Temelin and Chrast to the Prestice transforming
station (2 lines each 400 kV); and

audit examining of the Temelin Nuclear Power Plant's
safety.

It is obvious that the two last projects financed by the Energy |
loan was directly linked to the Temelin nuclear power plant
project. Even with its scheme of shuffling financial flows to
fund the Temelin project, the CEZ ill needs this
"environmental loan" to directly support the Temelin project.

CEZ's program to renovate coal power plants and reduce
emissions — the main purpose of the Energy | loan - was
successfully completed in 1998, the latest date possible under
the Czech Clean Air Act. At that time, the CEZ had launched a
large media campaign, proudly announcing that CZK 48
billion (USD 1.5 hillion) had been invested for sulfur and
nitrogen emissions reduction. As a result, the emissions of all
power plants decreased by almost 90 percent.

As mentioned above, the CEZ investment program is mostly
focused on nuclear power development. According to the plan
for 2000, the CEZ will invest in:

nuclear energy — CZK 13.4 billion (of this Temelin

represents CZK 10.8 hillion);

desulphurization — CZK 0;

transmission grid — CZK 1.2 billion;

others— CZK 4.4 billion; and

total — CZK 19 billion (USD 0.5 billion).
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A nuclear program represents more than 70 percent and
Temelin itself 57 percent of al expensesin 2000. The plan is
similar for the following years (See Figure 1 and Table 1).

Figure 1. Planned investments of CEZ between 1999 and
2006. The majority of total investments (69 percent) are
planned to cover nuclear development projects (the bottom
two sections in the graph). Numbers arein CZK billion.
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Table 1. Planned investments of the CEZ between 1999 and
2006 (in CZK hillion).

c S nl & " 5
5|5 E%§§ T gzg 53
> |~ S2l@ |ZE| S5 E£566 |62
1999 [10.20 [0.90 [1.30 [0.40 [1.20 [0.60 | 1.50 |69 %
2000 [9.70 [2.80 |0.70 |0.60 |0.70 [0.00 [1.50 |78 %
2001 [6.40 [1.70 |0.40 [0.80 |0.40 [0.00 [0.80 |77 %
2002 [3.50 [2.50 |0.30 [0.40 [0.30 [0.00 [0.90 |75 %
2003 [1.80 [2.60 |0.40 |0.50 |0.80 [0.00 [1.30 |59 %
2004 [0.30 [3.80 |0.40 [0.50 |0.60 [0.00 [1.40 |59 %
2005 [0.20 [3.70 |0.30 [0.50 [0.50 [0.00 [1.30 |60 %
2006 [0.10 [3.20 |0.30 [0.30 |1.10 [0.00 [1.00 |55 %

The CEZ Violated Conditions of Loan

Not only has the loan been used for nuclear projects, which
was against the World Bank's policy, but the CEZ has aso
violated the loan conditions. In 1999, the CEZ was not able to
meet loan requirements (the corporate working ratio® and the
debt service ratio®). According to its official business plan, the
utility would not achieve those regquirements until 2003.

2 The Corporate Working Ratio is the ratio of total operational costs to the
total operational incomes.

% The Corporate Debt Service Ratio is the size of net income compared to
the debt service of that year (i.e. comparison of income to the amount of
debt payments CEZ has to pay back in the given year).
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Knowing that, the World Bank could have either cancelled the
loan (according to the contract, such violations of the loan
conditions enables the Bank to demand immediate repayment),
or at least put a pressure on Czech politicians and on the CEZ,
to shift theirs investment policy from nuclear power.

Figure 2. Corporate Working Ratio. The required maximum
value is 60 percent (dotted line). Values for the period
between 1993 - 1998 are taken from CEZ annual reports.
Values for the period between 1999 - 2006 are taken from the
“ CEZ Business Plan 2000-2006"
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Figure 3. Corporate Debt Service Ratio. The required
minimum valueis 2.2.
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False Figures Palicy

Figures presented by the company are suspect. It seems that
the estimation of the future electricity demand is far too
optimistic. The graph (See Figure 4) demonstrates that the
CEZ has been constantly wrong about its estimates. The
company not only failed to predict the correct numbers, but
also to estimate overal trends. As the graph shows, the CEZ
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has predicted a rapid growth from 1996, while the demand has
been falling since then (as independent studies had correctly
projected).

Figure 4. Actual eectricity demand compared to the CEZ's
projections. The value for electricity demand in 2000 is the
most recent estimate. Numbers are in TWh per year. Note the
big difference between the two scenarios published for 1999.
While the revised curve from April had to account for a further
drop of demand in the first months of the year, its rate of
growth was then artificially accelerated in order to meet the
same level of dectricity consumption by 2010 as in its
previous prediction. (No figures were published in 1997.)

65 ~

63 -
61 -
59 1
57 4
55
53 1
51 4
49

47 4

45 T T T T T T T T T T T T T T T T T T T

v 3 ©
) ) )
CHEIC A L

o
&)
ACIEN

1996 prediction ——e—— 1998 prediction
—+—1999 prediction - ---- 1999 prediction revised April

reality

10



Radioactive Loan to Czech Republic

Because of political reasons, the CEZ has been providing
scenarios that supported a need for the large new nuclear
capacity of Temelin (2000 MWe, 11.5 TWh per year) in the
first decade of the 21% century. The company's predictions
have been based on high-growth expectations that are
incorrect for numerous reasons.

The relatively rapid growth in consumption that occurred
between 1993 and 1996 was only due to a major campaign
that supported the use of electric heating in households. At
that time the price was below production costs. Studies
have shown that 60 percent of the increased demand
during that period was due to the new electric heating
systems. Since 1996, as the electricity price has rapidly
increased, households began to switch away from electric
heating systems. This trend is likely to continue as the
prices go up. Due to price liberalization and subsidies
removal prices will be 300 percent higher in 2006 than in
the year of 1993.

The Czech Republic, like other East European countries,
suffers from very low energy efficiency. Compared to the
EU average, the Czech Republic consumes 2.5 times more
energy (as well as eectricity) for the same level of
economic output (calculated as purchase power parity).
There are dozens of studies that demonstrate that the
increased energy efficiency represents one of the most
economical ways to meet energy needs. The World Bank
itself, in a 1991 study, concluded “ Improved operating
procedures and minor investments in industry, transport
and public buildings could easily lead to a decline in
energy use of 20 to 30 percent.” * To date, almost none of
these measures have been undertaken.

# Czechoslovakia— Transition to a Market Economy, A World Bank Study,
Washington, 1991.

11
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Exports Are Not the Solution

Without the estimated growth in domestic demand, the CEZ
faces a problem of overcapacity, even without Temelin. The
only solution, apart from closing Temelin and shutting down
even more newly upgraded coal power plants, is to
significantly increase exports to the neighboring countries.
The CEZ nearly doubled its exports in 1999, reaching 5.7
TWh, compared to 3.1 TWh in 1998, and in the first quarter of
2000 exports went up to eight to nine TWh.

Its plan to increase exports, however, is not likely to solve the
CEZ'’s problems. The European Union has an overcapacity of
at least 10 000 MWe, and the hard competition on the
liberalized electricity market keeps the prices down at
approximately CZK 600 per MWh (USD 16 per MWh). The
Czech Company has been able to increase its exports only by
selling electricity at CZK 560 per MWh,> which is well below
production costs.® These prices may bring short-term profits —
CEZ’s variable costs are about CZK 455 per MWh'- but they
are not sustainable in the long term. In addition, the CEZ will
have to cover huge capital investments from the 1990s.

® CEZ Generd Director Stanislav Svoboda said in an interview with the
newspaper Pravo on January 24, 2000, that CEZ is sdlling electricity
abroad for DM 30 per MWh, which is CZK 560 per MWh.

® CEZ overall production costs were CZK 780 per MWh in 1998: coal plants
produced 73 percent at CZK 851 per MWh, Dukovany nuclear power plant
produced 25 percent at CZK 570 per MWh, hydro plants produced two
percent at CZK 852 per MWh.

" Thisvalueis for coal power plants. Temelin nuclear power plant will have,
according to CEZ, variable costs around CZK 265 per MWh (while its
overall costs are to be between CZK 900 and 1100 per MWh).

12
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According to official figures’, Temelin production costs (at
current price levels) are CZK 900 per MWh (USD 25 per
MWh). Although CEZ is now selling electricity to the
domestic grid for CZK 1 150 per MWh — under which
Temelin could be profitable — the opening of the Czech market
and the energy sector’s privatization would certainly force this
price down. And, as it was dready shown, Temedin's
production will have to be exported to EU markets where the
prices are even lower.

Temelin-Overflowing Budget, Overflowing Problems

The environmental impact assessment (EIA) has never been
conducted. The EIA procedure was omitted partly because the
project started under the communist's regime, before the EIA
was mandatory. In spite of that, any changes within a project
that could affect the environment, health, and safety require an
EIA. Although the project has been changed, the CEZ and pro-
nuclear government officials avoided an EIA procedure simply
by not alowing access to the official documentation that could
prove the project's negative impact on the environment.

In addition, the Temelin Nuclear Power Plant project has
become a symbol of economic disaster in the Czech Republic.
Originally budgeted at CZK 35 billion (USD one hillion), a
series of cost overruns has rocketed the price up to today's
estimate of CZK 98.6 billion (USD 2.8 billion).

Since 1993, when the project was re-approved by the Czech
government, its budget has risen by CZK 30 billion (USD 800
million). During the same period, it has accumulated delays of
more than five years (See Table 2).

8 Such as the complex report presented by Ministry of Industry to the Czech
government in May 1999.

13
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Table 2. Projected budget and start-up date of the Temelin
Nuclear Power Plant.

Y ear of | Total Y ear of
announ- budget start-up
cement (billion

CZK)
1981 20
1985 35 1991
1990 50 1992
1993 68 1995
1995 72 1997
1996 79 1998
1997 85 1999
1998 99 2001

With each price increase, the CEZ officials claimed it would
be the last one pointing at a specific problem that has just been
solved. Despite of that, promise of the "final price” has been
broken more than ten times to date, each time with a new
explanation. Even the World Bank warned the Czech
government in 1992 that Temelin is not the best for the Czech
energy sector. In its paper Czech Republic Energy Sector
Mission Aide Memoire, the Bank stated:

“Implications of proceeding soon with Temelin Units 1 and 2,
without electricity exports, would be... a heavy demand on the
public budget, and an unnecessary increase in electric power
prices to cover investment expenditures. This would not be in
the interest of creditors or of Czech shareholders, neither the
government shareholders nor new private shareholders. If the
electricity generated by Temelin were not exported... it would
result in large unemployment of miners and power plant
operators. Possible solutions are: delay of Temelin until

14
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domestic needs require it (for medium demand this would be
after 2010), or arrange for export contracts for the Temelin
generated electricity... a further option could be to convert the
unfinished nuclear site to gas fired combined cycle
operation.”

The most recent evaluation of Temelin's economic status
comes from the Independent Panel of Experts, established by
the Czech Government in 1998. In February 1999, the Panel
completed a large report making a strong case for abandoning
the Temelin project. This report repeated and went beyond
what the World Bank said before a renewed construction of
the plant®:

- Itis now without question that the decision made in 1993
by Prime Minister Klaus government was wrong. If
Temelin had been abandoned then, this clearly would have
been the least cost scenario.

Even today, if we consider past expenditures to be "sunk
costs' and if we take into account only the budget yet to
be spent, the economy of the project is highly
questionable. Should the investment give full returns, this
would require a scenario of high electricity prices
maintained over the entire lifetime of Temelin, and sales at
full capacity of Temelin's production. According to the
Final Report, the likelihood of this scenario is very low. In
fact, today's situation is the opposite: prices of electricity
are low and Temelin's capacity is not needed at al. Should
the investment in Temelin pay back enough to at least
reach zero profit for CEZ, transition to the "optimistic"

® Final Report of the Team of Experts for Independent Evaluation of the
Project to Complete Construction of the Temelin Nuclear Power Plant,
Prague, February 28, 1999. The full English version of this study is
available upon request.

15
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(high costs, full consumption) scenario is necessary before
2006. Thisisalso very unlikely.

The Czech Republic aready suffers from overcapacity,
with several additional sources under construction by
independent producers. As a result, there is no domestic
market for Temelin's capacity until the year 2015. Even
under a high-growth scenario, experts state that there are
cheaper ways to secure electricity needs without Temelin.
Because an overcapacity exists as well on the European
electricity market, the situation may get even worse for
Temelin after the Czech Republic joins the open EU
electricity market.

There Are Alternatives

As the above discussion of exports made clear, Temelin's
capacity is not needed in the Czech energy market. In longer
term, Czech Republic has other, more effective ways to cover
its energy and electricity demands:
- Firgt of dl, to improve energy efficiency.
To promote gas-fired co-generation plans. Severa projects
are currently under construction by independent
companies, and this will further increase generation
capacity in the Czech Republic.
Renewable sources also provide reasonable potentia -
wind, small-scale hydro plants and biomass could cover
about ten percent of Czech energy needs by 2010 or 2015
(their current shareis 1.5 percent).

Citizen Opposition to Temelin

Concerned about the World Bank's loan and its purpose, local
CEE Bankwatch member Friends of the Earth Czech Republic

16
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raised the issue with the Bank and asked them to cancel the
loan or at least force the CEZ to abandon its nuclear program.
The initiad response of the Bank in 1998 was. "as far as we
know, the money is going to modernization of the coa power
plants.” When the potential contract violations became
apparent, Friends of the Earth decided to pursue the case more
strongly, with a study that showed the World Bank's loan
contribution to the Temelin project. This time, in a meeting
with Petr Holbi, CEE Bankwatch Oil and Climate
Coordinator, Bank staff responsible for the loan could not
deny any of the findings, so they interpreted the same findings
in a different manner. The Bank stressed that the project has
been successful. The two projects directly linked to Temelin
were explained as a necessary one that would have been done

anyway.

The Temelin project in genera has aroused active opposition
both within the Czech Republic and abroad. Within the
country, Temelin has been one of the most controversia
environmental issues since the fall of Communism in 1989.
The country's most influential environmental citizens
organization, Friends of the Earth, has organized a long-
running campaign against the plant construction. Outside the
country, Temelin has caused significant tensions between
Czech Republic and Austria, since Temelin is only 60km from
the border.

As the project drags on, the history of failed promises and
forecasts (both by CEZ and paliticians) cause stronger public
rejection to the project construction. A year ago, even
President Vaclav Havel made a highly critical statement about
Temelin:

“Over the years | have come to the conclusion that | cannot
henceforth be silent on this matter, that 1 cannot stand idly
by... For decades we fought, or at least many of us fought,

17
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againgt the totalitarian system and against the centralization
of all power. | do not think that we fought against the
Communist government in order to have it be replaced by
some peculiar, more hidden and more inconspicuous
dictatorship of a single company, even one as respected as
CEZ... CEZ has deceived us nine times. Nine times they
guoted us a price and start-up date for this power station
which later proved to be false. | do not have any reason to
believe CEZ. | have been lied to nine times. | do not know why
| should believe themin the 10" case.” *°

More recently, a codition of more than 150 civil society
groups, including national environmental groups, local
historical heritage conservation associations, the country's
largest humanitarian aid foundation and cancer-prevention
advocates, demanded a national referendum on Temelin before
the plant starts to operate. The Prime Minister had promised a
referendum on Temelin before the last elections, but since
taking power he and his cabinet have ignored the call for a
referendum.

Conclusions

The World Bank has often been criticized by nongovernmental
organizations (NGOs) and community activists over the years
on blindly dishing out loan money without adequate controls
on how its money is used. According to these critics some of
the noble goals that the World Bank proclaimed have failed
many times. The Temelin project is another case in point.

19 press conference of the President of the Czech Republic
Vaclav Havel on theissue of Temelin, May 12th 1999.
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Along with other loans that the CEZ received in recent years
(and many of these lenders also claim that none of their money
went toward nuclear projects) this World Bank's loan allowed
the CEZ to push forward an investment plan that focuses on
nuclear power. This nuclear-based energy strategy creates a
safety threat for Czech citizens and those of neighboring
countries, and leaves a legacy of nuclear waste for future
generations. Just as serioudly, it has sent the Czech economy
backwards rather than forward onto a more modernized
efficient path to economic development. This is something
that the Czech economy can not afford after severa years of
recession, and with incorporation into the more competitive
and efficient European Union market looming in the near
future.

The World Bank would like to look at the Energy | loan as
illustrating its potential to contribute positively to sustainable
development. However, as this study shows, the Energy | loan
clearly illustrates why the World Bank's good intentions often
lead to disaster. This lesson is a cruciad one in the present
context, after the World Bank has spent much of the past
decade developing policies and procedures attempting to be
more open and to take socia and environmental factors into
account.

The World Bank claims that it does not support nuclear power.
This ring empty if the Bank gives money to companies like
CEZ whose main focus is obviously the development of
nuclear power.
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