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LAC Policy Descriptions: Dominican Republic
General Background

The Dominican Republic generates power from renewable non-hydroelectric power sources, mostly thermal (geothermal and fossil fuel) but also solar and wind. In 2002, the Dominican Republic was the largest producer of hydroelectricity in the Caribbean. The Dominican Republic started to diversify electric generation through diversification into Liquid Natural Gas (LNG) in 2003.
 The Dominican Republic, like most of the islands of the Caribbean basin, is a net energy importer.
The country’s electrical market is unreliable, due to needed reinvestment in infrastructure, and mounting government debt to those private corporations that furnish electricity and supply fuels. Due to previous subsidizing costs incurred by consumption, outstanding debt to the power companies has historically remained the primary factor of power problems in recent years. The subsidy was planned to end in September 2002 but was still to be realized as of July 2004.
The sector’s inefficiencies also harm the environment due to the use of obsolete, high-polluting thermal generation technologies and by causing firms and even richer households to use inefficient back-up diesel generators. Tackling the electricity sector problems will be integral to an effective poverty reduction strategy and achieving the Millennium Development Goals relating to poverty, child mortality, maternal health and environmental sustainability
Section 1: Energy provision 

· Main fuel sources for direct use and power generation

The power generating capacity feeding into the public grid in the Dominican Republic totals 3,596 MW (as of July 2003) and relies largely on fossil fuels (coal, fuel oil and natural gas, totaling 84%) and, to a lesser degree, on hydropower (534 MW, or just under 16%). Net power output in 2002 was somewhat more than 10,000 GWh (compared to 9,623 GWh in 2001), and the three power providers together sold 7,073 GWh to ultimate consumers. The forecast for 2003 was 11,037 GWh generated, or 7.8% more than in 2002. Between 1993 and 2002 net power generation increased by 8.4% annually on average, though quite irregularly, and the sale of electricity grew by 11.3% per year. Power generation in 2003 relied on hydropower (11%), coal (13%), heavy fuel oil (58%), natural gas (9%) and diesel (9%).

The Empresa de Generación Hidroeléctric Dominicana – EGEHID (Dominican Hydroelectric Generating Company) is responsible for the operation and maintenance of all the existing hydroelectric stations in the country. The company is also responsible for the sales of hydroelectric energy. There are 18 hydroelectric stations divided in 4 sectors with an installed capacity varying from 110 KW to 98 MW. The net installed capacity consists of 411.56 MW. In 2001 an average annual production of 900 to 1000 GWH was reported.

· Degree of reliance on imported energy 

Under the San Jose Accord, the Dominican Republic is receiving crude oil and refined petroleum products from Mexico and Venezuela with favorable prices. Venezuela alone provides 75% of the oil imported to the Dominican Republic which is approximately 20,000 barrels per day.
 In 2001, crude oil and gasoline were imported at a rate of 37.39 and 17.73 thousand barrels per day (bpd), respectively. Most of the liquefied natural gas (LNG) is imported from Trinidad and Tobago for thermoelectric generation. Another LNG pipeline from Trinidad and Tobago has also been suggested, connecting Dominican Republic, along with other Caribbean islands and Miami, Florida, in the U.S., but the start of this project has not been determined yet.
· Extent of connection to electricity network  (households and businesses; rural and urban) 

Approximately 20% of the population (350,000 families) does not have access to electricity. Furthermore, some 800,000 families living in suburban areas are supplied with an electrical service of extremely low quality due to the poor condition of the network, the insufficient capacity of transformers and the low percentage of users paying for the service.

· Any capacity concerns (power generation and/or transmission/distribution) 

There is a heavy dependence on fossil fuels, all of which have to be imported. This poses a heavy burden on the trade balance of the Dominican Republic. In mid-2003, only 2,145 MW of the total capacity was reliably available. The maximum anticipated demand for power in 2003 was forecast at 1,950 MW. Despite the existing technical reserves, an average of 15% of the potential power demand could not be delivered in 2002.

New power plants with installed capacities totaling some 1,300 MW were installed between the end of 2000 and mid-2003, but the situation still has not improved with regard to the reliability of supply, which remains characterized by frequent outages and lack of demand coverage. The unsatisfactory supply situation is attributable not only to a considerable rise in demand, but also to poor payment behavior on the part of ultimate consumers and the public sector, where electricity bills for public-sector consumption and subsidies promised for certain consumer tariffs are not being paid on time, if at all. Expanding burdens of debt, attributable in part to the temporary freezing of electricity tariffs despite the increasing cost of fuel, are making it difficult to find and procure new kinds of fuel and have repeatedly prompted the power producers to remove capacity from the grid and cease the supply of electricity. In early 2004, the total debt owed to distributing companies and power producers by the government added up to an estimated US$ 400 million. For several weeks running, power plants with ratings totaling only about 700 MW were on line, and power outages lasting more than 20 hours daily crippled the economy and everyday life.

· Potential for renewable energy, energy efficiency and co-generation (i.e. any authoritative assessments) 

Hand hydroelectric power constitutes about 7.6% while other renewable resources constitute the remaining 0.6 %. Under the Ley General de Electricidad – LGE (General Law of Electricity), companies in the Dominican Republic that generate electricity using renewable sources (i.e. eolic, solar, biomass) are given preference in the sale and distribution of electricity as well as a lower price.
 

Several small-scale projects that deliver renewable energy to rural areas are present in the country. The company Soluz Dominicana was established in 1995 and introduced photovoltaic (PV) fee-for-service operations into non-electrified regions of the Dominican Republic. The company has installed 1,880 PV systems since 1995 with investments reaching US$ 1.3 million. Other solar electrification initiatives involve a contract between the company Solar Energetic Techniques (Técnicas Energéticas Solares - TECSOL) and the Ministry of Industry and Commerce. Under the contract signed by the above entities solar panels accompanied by a 20-year guarantee will be installed in 2,000 rural houses in 14 provinces. In terms of wind energy, the international company Winrock and the Research Evaluation Group for Agricultural Economists (REGAE) are coordinating the Electrical Energy Sector Restructuring Project (EESRP). The EESRP began in October of 1996 and involves the promotion and commercialization of small wind-hydro power generators for village power.
Section 2: Energy market

· Ownership (state/municipality/private/mixture) of electricity and gas utilities and other sources of energy 

Electricity Market:

Privatization began in 1999 with the sale of 50% of ownership over the generation and distribution operations. The government retained control over the island’s transmission assets and hydropower plants. The formerly state owned Corporación Dominicana de Electricidad – CDE (Dominican Electricity Company) and also a dozen (mainly American) independent power providers are active on the Dominican electricity market. These companies provide roughly half of the installed generating capacity, which is composed solely of thermal power stations. 

CDE’s thermal power generating division was split up into two separate companies. The new thermal power operator Itabo was partially owned by Gener (Chile) and Coastal (USA), while Seabord and the erstwhile Enron (both USA) initially held interest in the power producer Haina. At the end of 2002, each of those two companies held roughly 22.5% of the country’s total installed power generating capacity.

Under the General Electricity Act of 2001, independent state-owned power transmission companies Empresa de Transmisión Eléctrica Dominicana – ETED and Empresa de Generación Hidro-eléctrica Dominicana – EGEHID were established and made responsible for the transmission network and for the operation of hydroelectric power plants. The tasks of rural and urban-marginal electrification, the coordination of electricity companies, and the administration and implementation of contracts with independent power producers were combined and assigned to a new company called Corporación Dominicana de Empresas Eléctricas Estatales (CDEEE) www.cde.gov.do, which also serves as a holding company for ETED and EGEHID.
The power distribution networks were privatized in 1999. A group under the leadership of Unión Fenosa (Spain) took over the northern and southern grids (EDENORTE/EDESUR), with each holding 50%, and AES (USA) bought itself into the eastern grid (EDEESTE). In both cases, operational management was left to the private co-owners. Due to the poor financial and operational situation of the distribution networks, the Dominican Government has reacquired, via CDEEE, Unión Fenosa’s stakes in Edenorte and Edesur as of September 2003.

· Extent of competition in power generation and energy retail 

· Structure – extent of vertical integration of generation/transmission/distribution/retail

Section 3: Energy policy framework

· Existence of an explicit energy policy framework (e.g. a recent White Paper) and key policies (e.g. privatization, liberalization, rural electrification plan etc) or not – what role is envisaged for sustainable energy? 
Law 2071, passed in 1949 mandates the addition of anhydrous alcohol to gasoline. 
Law 141-97 on the Reform of Public Enterprises was adopted in June 1997. It initiated the partial privatization of the erstwhile state-owned power utility Corporación Dominicana de Electricidad – CDE. The generation, transmission and distribution of electricity were separated from each other in 1998. All constituents of the company with the exception of the transmission lines and the hydroelectric plants were privatized. Private companies were allowed to acquire 50% capital interests and to take over operational management of the plants. Private-entrepreneurial involvement in the thermal power stations was also accompanied by the obligation to build an additional 100 MW of capacity per year and to bring the plants up to World Bank standards within five years. All economic activities on the part of the government in the electricity sector were subordinated to the newly formed CDEEE.

The Ley General de Electricidad, No. 125-01 (General Electricity Act) was approved by parliament and entered into force at the end of July 2001. This law set out the general conditions for further private-sector involvement, gave customers better legal protection vis-à-vis power providers, and created a flexible wholesale market for electricity. The key provisions of the new electricity act include:

· Ensuring that at least 20% of all electricity trading is done on the spot market;

· Authorizing power generators to install connecting lines to the interconnected grid system and/or to their own customers (self-sufficient suppliers); 

· Limiting distribution companies’ ownership of generating plants to not more than 15% of peak load in the interconnected system; renewable energy sources are exempted from this rule;
· Regulating electricity tariffs for public-grid customers with maximum connected loads of 2,000 kW as long as the customers do not enter into direct contracts with the suppliers;

· Regulating transit tariffs for the use of transmission and distribution of facilities; 

· Giving preferential treatment to companies that generate electricity from renewable energy sources with regard to sales and load distribution if prices and conditions are otherwise identical;

· Exempting companies that generate electricity from renewable energy sources from national and local taxes for five years;

· Creating a national energy commission (the Comisión Nacional de Energía – CNE) to develop energy policy measures and long-term planning of the energy sector; 

· Strengthening the Superintendencia de Electricidad to establish it as an independent, neutral regulatory authority with far-reaching competences; and

· Investing 10% of the proceeds from fines for the theft of electricity in an incentive fund for the development of renewable energy sources.
· Any current energy policy debates/developing legislation – e.g. on security of supply; energy market reform; incentives for renewable energy etc. 

A draft incentive law for the development of renewable and clean energy sources (Proyecto de Ley de Incentivo al Desarrollo de Fuentes de Energías Renovables o Limpias) was submitted to Congress for debate in October 2001. The original draft was drawn up by the Instituto Dominicano de Tecnología Industrial – INDOTEC (www.indotec.gov.do). The draft was modified and resubmitted in 2003 under the altered title Proyecto de Ley de Incentivo al Desarrollo de Fuentes Renovables de Energías. The new version relates to wind farms with ratings up to 50 MW, hydroelectric power plants up to 5 MW, biomass power plants with an organic fuel content of at least 80% and a maximum output of 40 MW, and electricity-generating solar installations of any size. The law provides for subsidies covering up to 50% of the initial capital outlay for up to 5 MW installed capacity (to be provided on an individual-case basis); tax exemptions for imported components to be employed in installations using renewable supplies of energy; halving of the power transmission fees (except in cases where transmission lines had to be specially installed for electricity generating systems based on renewable energy sources); fixed remuneration rates for wind and hydropower and biomass electricity for 15 years; a five-year tax exemption on earnings from electricity generation based on renewable energy sources; and a fiscal incentive for auto producers.

On May 7th, 2007 Congress Passed the Renewable Energy Incentives Law (Ley No. 57-07), which contains diverse provisions to promote the development of sustainable energy sources in the country. The law provides a 100% tax exemption for all imports of equipment and industrial components for the production of renewable energy, including equipment for electrical transmission through the SENI and a 100% exemption from the ITBIS tax. The law also introduces a 10-year exemption from tax on income from generating electricity from renewable sources and from income based on the sale of such equipment, provided that equipment is made in the DR with a value-added of at least 35%. Further provisions include a 5% reduction of the tax on foreign financing for renewable energy projects, fiscal incentives for self-producers, and an fixed feed-in price for renewable energy electricity to be determined by the CNE.

· Any specific policies or programs to promote sustainable energy 

Several laws have been passed since 2000 that indirectly promote the use of renewable energy. The Hydrocarbons law of 2000, for example, establishes a tax on the consumption of fossil fuels and petroleum-derived fuels, effectively stimulating a demand for renewable substitute fuels. 

At the end of 2000, with a view to promoting the use of renewable energy sources, the Government supplemented the preferential arrangements in the electricity act by passing a law that levies consumption taxes on fossil energy sources and petroleum products. Beginning in 2002, 2% of those tax revenues are being fed into a special fund for the promotion of alternative energy sources and energy conservation programs. Each year, the proportion of revenues earmarked for the fund will increase by one full percentage point until it reaches 5%.

In the past, the non-governmental organizations REGAE, NRECA and Fondo Pro Naturaleza – PRONATURA have implemented projects in the field of renewable energy sources and rural electrification (solar home systems and small wind power systems for the basic electrification of rural households and community facilities, and micro hydropower systems for decentralized village power supplies), all in close cooperation with rural regional development programs (e.g. Plan Sierra) and village cooperatives. Most of the financing for those programs came from GEF (small projects fund) and USAID.

In addition to these laws, several different Presidential decrees have been passed explicitly promoting the development of renewable energy in the Dominican Republic. Decree 557-02 supports electric generation with biomass in engines, decree 732-02 explicitly gives incentives to Ethanol Fuel. 
· Any major energy network or sustainable energy studies available 

· Role of government in energy policy – which departments are involved? 
The duties of Comisión Nacional de Energía – CNE, which was established in 2001, include the formulation of laws and ordinances and the preparation of supply and demand forecasts. Acting under the auspices of the Ministry of Industry & Commerce, CNE is subordinate to the Ministry of Finance, the Technical Secretariat of the Office of the President, the Director of the Central Bank, the Ministry of Agriculture, the Ministry of the Environment and the Director of the Telecommunications Institute. This executive body has the legal power to enact regulations for the power sector.
 

· Any government (or government funded) agencies with a specific role in sustainable energy and/or environmental protection (with an energy role) 

Since mid-2003, the Comisión Nacional de Energía – CNE has a new department for alternative energy sources and rational use of energy called Gerencia Energías Alternas y Uso Racional de Energía.
Decree 146-2000 placed a Nonconventional Energy Program under the auspices of SEIC for the purposes of promoting research and development projects concerning the exploitation of renewable energy sources.

· Any energy planning procedure in place 

A national rural electrification plan (Plan Nacional de Electrificación Rural – PER) was presented in June 2003. The plan was drawn up by CDEEE’s rural electrification department with the technical assistance of the National Rural Electric Cooperative Association (NRECA) and financial assistance from the U.S. Agency for International Development (USAID). In addition to expanding the existing grid, the plan also explores the potentials of renewable energy technologies for application in remote regions, including the relevant financing. The electrification plan is intended to help bring grid electricity to 95% of the rural population within the next 15 years. USAID has concluded a cooperation agreement with NRECA for US$ 1.4 million to be spent helping CDEEE implement some of the identified high-priority projects.

Section 4: Energy regulation

· Is there an energy or utility regulator?  When was it established? 
The Superintendencia de Electricidad – SIE (www.sie.gov.do), which was established by decree no. 118-98 on 16 March 1998 and became functional in July 1999, supervises market regulation. SIE’s status as a public law body was officially established by the General Electricity Act of 2001. Its duties include in particular the supervision of prices for regulated consumers (households, trade & commerce), who have to purchase electricity from one of the distribution companies. By contrast, large consumers are allowed to negotiate freely to obtain electricity from the supplier offering the most favorable conditions. A spot market for electricity was set up in June 2000 to enable short-term power purchasing transactions.

· Degree of independence of the regulator from government (legal structure, who appoints the regulator and board) 

· Regulatory framework – legislation, duties, powers (any references to environment, sustainable energy )  

· Regulator’s roles – key tasks (e.g. price controls, promoting competition etc) , actions to date, any action/role in the sustainable energy field)

· Role of government departments in energy regulation (both where a regulator exists and where there is no regulator) 

The Secretaría de Estado de Industria y Comercio – SEIC (Ministry of Industry & Commerce) is concerned with the energy policy guidelines and establishes the general framework conditions for the energy sector. Decree no. 146-2000 placed the Programa de Energía no Convencional (Non-Conventional Energy Program, www.seic.gov.do) under the auspices of SEIC for the purpose of promoting research & development projects concerning the exploitation of renewable energy sources.
The Instituto Nacional de Recursos Hidráulicos – INDRH is responsible for water resource management. This institute also issues licenses for the use of water as a source of energy and attends to its harmonization with other forms of use, especially with regard to agricultural irrigation.

· Have any regulatory barriers to sustainable energy been identified and if so what are they? 
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