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Honduras – Country Overview

With a total area of 112,000 sq. km and a population of almost seven million, Honduras is the second largest country in Central America. It is located on the Caribbean Sea, between Guatemala and Nicaragua and bordering the Gulf of Fonseca (North Pacific Ocean), between El Salvador and Nicaragua. Honduras’ borders total 1520 km of which 256 km are shared with Guatemala, 342 km are shared with El Salvador, and 922 km are shared with Nicaragua. Honduras has a coastline of 820 km in length.
It, along with the other Central American countries, has actively sought to expand its trading capabilities through Free Trade Agreements (FTAs) in the hemisphere.  In April 2006, Honduras signed into legislation the Dominican Republic-Central American Free Trade Agreement (DR-CAFTA), a trade agreement that increased market access in the United States and the other countries in the region for Honduran goods. Similarly, the government completed a FTA with Mexico and is making progress with the Andean Community.  The government’s increased focus on trade liberalization is an economic measure to combat globalization and the vulnerability of rising oil prices, which accounts for three fourths (3/4) of its total energy consumption.
 
The issue of energy security continues to represent an obstacle for Honduras.  The country has been facing surging power demand, plus potential power shortages due to underperforming hydropower plants. The 1998 drought caused by El Nino forced the Honduran government to declare an energy emergency. As a result, the Honduran government began to vary its power supply, granting concessions for the construction of thermal power plants.

Section 1 : Energy provision 

· Main fuel sources for direct use and power generation

Honduras’ power generation capacity mainly comes from fossil energy, all of which must be imported.  Hydroelectric power is second in use for power generation. For 2006, the total installed capacity was 1,548,009 kW, a 1.4 % increase from 2005.
  In the same year, Honduras’ total power generated was 5,947 GWh of energy, of which ENEE and private companies (“Energía Comprada”) generated 2,002.5 GWh (33.7%) and 3,945 GWh (66.3%), respectively.
  Within the total power generated, thermal energy amounts to 3,789.1 GWh (63.7%), hydroelectric (“Hidráulica Estatal”) produces 1,938.3 GWh (32.6%), and renewable energy (including biomass energy) generates 231.6 GWh (3.9%).

As is evident from the numbers, Honduras relies heavily on fossil fuels for its energy generation, but there is a decent distribution of energy production between state-owned and private companies.

· Degree of reliance on imported energy 

Honduras is a net importer of hydrocarbon products. It does not have reserves and does not produce crude oil or natural gas. As stated above, thermal (fossil fuels) energy accounts for 3,789.1 GWh or the equivalent of 63.7% of total generated energy.
  Diesel fuel is used in approximately 89% of the thermoelectric generation, which represents 593.6 MW of the country’s installed capacity. Expert opinions and recent trends show Honduras’ dependency on thermal electricity will increase based on new investments in this energy source and the lack of investments in alternative energy sources. 

· Extent of connection to electricity network  (households and businesses; rural and urban) 

Evolution of the Electrification Rate between 1995 and 2005

	Year
	Population
	Number of Households
	Residential Costumers
	Electrification Rate (%)

	1995
	5,462,795
	1,009,802
	455,344
	45.09%

	1996
	5,608,275
	1,036,694
	490,680
	47.33%

	1997
	5,754,512
	1,063,726
	529,340
	49.76%

	1998
	5,901,239
	1,169,974
	586,801
	50.16%

	1999
	6,048,425
	1,195,341
	617,982
	51.70%

	2000
	6,198,833
	1,206,101
	661,973
	54.89%

	2001
	6,350,079
	1,235,529
	710,124
	57.48%

	2002
	6,693,026
	1,263,304
	759,586
	60.13%

	2003
	6,860,842
	1,299,021
	806,563
	62.09%

	2004
	7,028,389
	1,330,744
	859,949
	64.62%

	2005
	 
	 
	 
	 

	January
	7,042,465
	1,333,410
	859,641
	64.47%

	February
	7,056,541
	1,336,075
	864,233
	64.68%

	March
	7,070,618
	1,338,740
	867,876
	64.83%

	April
	7,084,694
	1,341,405
	871,075
	64.94%

	May
	7,098,770
	1,344,070
	875,265
	65.12%

	June
	7,112,846
	1,346,735
	880,129
	65.35%

	July
	7,126,922
	1,349,401
	884,044
	65.51%

	August
	7,140,998
	1,320,170
	888,510
	67.30%

	September
	7,155,075
	1,322,814
	892,645
	67.48%


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

Expansion been characterized by investments under emergency conditions, with debatable outcomes and by lack of reserve capacity. The government has not been able to meet the financial conditions that are necessary to invest in large size projects, which has resulted in the signing of last-minute contracts with private investors to provide small capacity increments.
· Potential for renewable energy, energy efficiency and co-generation (i.e. any authoritative assessments) 

The Secretaría de Recursos Naturales y Ambiente – SERNA, Division of Energy is cooperating with the State University of New York (SUNY) and the National Renewable Energy Laboratory (NREL) in the production of wind and solar assessments for Honduras. Three assessment products are under development: 

1) A high (10-km) resolution solar map in cooperation with SUNY; 
2) A medium (40-km) solar map in cooperation with NREL; and 
3) A 1-km wind map in cooperation with NREL. A geospatial toolkit will integrate the solar and wind data with GIS data to support an overall solar and wind energy resource assessment.
For more information visit http://swera.unep.net/swera/index.php?id=49&L=0 

Section 2 : Energy market

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

Due to energy shortages in the 1990s, Honduras permitted the privatization of its energy markets, consenting to foreign investment.  The private companies constructed mainly coal- diesel-fired thermal plants because their quick construction process was more advantageous than hydropower plants. Therefore, thermal generation has grown more readily than hydropower generation.  In 2003, for example, the government awarded a contract to Luz y Fuerza de San Lorenzo (LUFUSSA) to construct a new power plant with thegenerating capacity of 250 MW. The power plant is known as Pavana. The plant will run on heavy fuel oil. Other new developments include the expansion of Empresa Energia Renovable’s (ENERSA) diesel-fired Choloma III power plant, which will have an installed electric generating capacity of 230 MW upon completion.

The electricity produced from biomass (17 MW) and 94.3% of thermoelectricity (629.3 MW) is generated by the private sector. The hydroelectric sector is almost totally controlled by the state-owned Empresa Nacional de Energía Eléctrica – ENEE (464.4 MW or 97.2%).

ENEE owns seven hydropower stations (464.4 MW) in Honduras. Private companies operate three more hydroelectric centrals (13.6 MW) from which ENEE purchases electricity. Major hydroelectric plants in Honduras are Francisco Morazán, also known as Cajón (300 MW), and Río Lindo (80 MW). The generation capacities of the remaining plants range from 1.2 MW to 30 MW. The Honduran government is planning to privatize ENEE, along with the entire hydroelectric sector, in order to attract foreign investment. 

· Extent of competition in power generation and energy retail 

Empresa Nacional de Energía Eléctrica – ENEE remains the major market participant and has not been unbundled yet. It controls the distribution and transmission markets and generates most of the electricity, buying the remaining electricity from the private companies.

Market competition has not yet been introduced, but was promoted in the 1994 electricity law. Competitive solicitations were issued for the first time for new power additions in early 1997, but the offers made were rejected.

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

Empresa Nacional de Energía Eléctrica – ENEE is in charge of the production, transmission, and distribution of electric energy. The sector is still vertically integrated under the ENEE, a national utility under state ownership, though since 1993, some private generators have signed contracts to provide ENEE with a significant amount of additional capacity. The 1994 electricity law stipulates that ENEE should be unbundled both vertically and horizontally. The country would be divided into economically viable distribution zones. ENEE has prepared a plan to create 4 distribution enterprises from its existing business activities (to be privatized) and submitted it to CNE for review. Although the law does not expressly forbid vertically integrated enterprises, it does specify conditions under which vertical integration can exist, and limits ENEE’s participation in distribution activities to 30% of the market. New participants in generation and distribution activities will de facto horizontally desegregate the sector.
Honduras has also engaged in regional, trans-national energy integration. In 2001, the seven Central American countries signed the Plan Puebla-Panama in an effort to integrate their electricity markets and transmission grids. The plan strives to increase security of supply, lower electrical costs, and entice foreign investment. Plan Puebla-Panama provides for the establishment of the Mercado Electrico Regional (MER), a regional wholesale electricity market.  It will be apart of the Sistema de Interconexion Electrica de los Paises America Central (SIEPAC), an 1,100-mile transmission line linking Panama, Costa Rica, Honduras, Nicaragua, and El Salvador; and the construction of interconnectors connecting Mexico, Belize, and Guatemala with the SIEPAC. 

The completion of the SIEPAC is the first phase of the plan, and the member countries started an independent company, Empresa Propietaria de la Red (EPR), to complete phase one. In June 2006, Guatemala began construction on a portion of the SIEPAC that will extend into Mexico. In September 2006, Instalaciones Inabensa began work on the SIEPAC in Panama. Instalaciones Inabensa will also manage construction in Nicaragua and Costa Rica, while Techint Mexico will construct the line in Guatemala, El Salvador and Honduras. The Inter-American Development Bank (IADB) is funding the majority of the project ($170 million), while Spain is funding an additional $70 million. EPR estimates that the SIEPAC development will be operational by late 2008. 

Section 3 : Energy policy framework

· Existence of an explicit energy policy framework (e.g a recent White Paper) and key policies (e.g privatisation, liberalisation, rural electrification plan etc) or not – what role is envisaged for sustainable energy? 
· Decree 9-2001 on Wind Energy Private Pilot Projects. (see http://www.serna.gob.hn/recursosnaturales/energia/documentos/decreto9-2001.pdf)
· Decree  267 for the Promotion of Projects Based on Renewable and Sustainable Resources. (see http://www.serna.gob.hn/recursosnaturales/energia/documentos/decreto267-98.pdf)
· Model Contract for Energy Supply (see http://www.serna.gob.hn/recursosnaturales/energia/documentos/CONTRATODEOPERACION.pdf)
· Hydrocarbon Law 194-84 of 1984 (see http://www.serna.gob.hn/recursosnaturales/energia/documentos/Ley%20Hidrocarburos%20Congreso.pdf) 
· Law 94-85 of 1985 Reforming the Hydrocarbon Law (see http://www.serna.gob.hn/recursosnaturales/energia/documentos/Reforma%20Hidrocarburos.pdf) 

· Framework Law of the Energy Sector 158-94 of 1994 (see http://www.serna.gob.hn/recursosnaturales/energia/documentos/Ley%20Marco%20Subsector%20Electrico.pdf)

· Regulation of the Framework Law of the Energy Sector (1998) (see http://www.serna.gob.hn/recursosnaturales/energia/documentos/Reglamento%20Ley%20Marco%20SubsectorElectrico.pdf)
· Legal Framework and Reforms of the Energy Sector Law and Incentives for Renewable Energy Generation (see http://www.serna.gob.hn/recursosnaturales/energia/documentos/MARCO%20LEGAL%20REFORMAS.pdf)
· Incentives Law 85-98 of 1998 which provides incentives to the development and generation of energy by means of new and renewable sources. (see http://www.cne.gob.hn/NR/rdonlyres/31733914-2B0E-4DD6-B323-9470AC238635/745/Decreto8598.pdf)

· Any current energy policy debates/developing legislation – e.g. on security of supply; energy market reform; incentives for renewable energy etc 

·  Any specific policies or programmes to promote sustainable energy 

The Bio-Gen Biomass Power Generation Project (Phase II) involves construction and operation of a privately owned and operated 15 megawatt (MW) biomass waste-to-energy plant in Sava, Honduras. The plant will utilize wood wastes generated from forest products processing and palm oil production in the region. Power produced by the plant will be sold to the Empresa Nacional de Energía Eléctrica. The plant will be privately owned and operated by Biomasa-Generacion in Sava, Honduras. It is expected to operate at least 7,500 hr/year for 20 years. Due to "Hurricane Mitch", the project was not built given the lack of infrastructure in the region, and damage to various transmission lines. 
 
It should also be noted that Honduras has several initiatives for the use and development of small-scale or mini hydroelectric plants ranging from hundreds of kW to less than 15 MW. Some examples are the 200 kW plant of the Sociedad Hidroeléctrica La Nieve – SHLN, micro-hydroelectric plants and micro-turbines in the Departments of Comayagua and La Paz, and most recently the 12.2 MW hydroelectric project at the Department of Yoro.

In 2005 and 2007, Honduras has hosted an international exhibition, entitled Expo Energia, with the purpose of promoting the implementation of renewable energy usage.  It is an opportunity for national, regional and international companies, multi-national institutions and government officials to congregate with a similar focus.  Company relations with each other and governments have spread, and as a result, the conference has spurned an increase in knowledge and utilization of renewable energy technologies in the Central American region to provide electricity to the rural poor and security from the risk of oil imports.

Outside of the Honduran government, many multi-national institutions and development programs have sought projects in Honduras that utilize its local capabilities to promote sustainable energy opportunities.

Currently, the USTDA has provided funding for a feasibility study on a geothermal power project in Honduras, which will allow the government to increase power production through renewable energy ($150,000). The geothermal power plant will boost Honduras’ power generation capacity, plus benefit businesses and consumers.

Furthermore, the United Nations Development Program (UNDP)- Environment and Energy has provided funding for several renewable energy and energy efficiency initiatives. Below is a listing for the recent projects.

	Country
	Project ID# 
	Project Title 
	Starting Year 
	UNDP Reg. Resources
(US$) 
	Other Resources
(US$)
	Gross Budget
(US$) 

	
	
	
	
	
	GEF
	Other Sources 
	

	Honduras
	HON/00/G41
	Renewable Energy Development Programme for Electricity Generation  
	2000
	  
	$310,000
	
	$310,000

	Honduras
	N/A
	Energy Efficiency Measures in the Honduran Commercial and Industrial Sectors  
	2000
	  
	$25,000
	$3,000
	$28,000

	Honduras
	N/A
	CABEI - regional project
	N/A
	  
	  
	  
	

	Honduras
	HON/00/011
	A.P. ENERGIA RENOVABLE HONDURAS
	NA
	  
	  
	  
	

	Honduras
	HON/01/019
	Apoyo al Programa de Electrificaci≤n Social III
	NA
	  
	  
	  
	

	Honduras
	HON/01/002
	Asistencia Preparatoria al Proyecto Acelarando las Inversiones en Energφa Renovable a travΘs del BCIE en Centro AmΘrica
	
	  
	  
	  
	

	Honduras
	HON/02/E44
	Formulation and incorporation of the National Renewable Energy and Energy Efficiency Policy into National Energy Policy in order to promote Economic Growth, Poverty Alleviation and Sustainable Development
	2002
	  
	  
	$1,351,786
	$1,451,786


· Any major energy network or sustainable energy studies available 

The projects listed above by the UNDP and the USTDA are examples of major energy network and sustainable energy studies for Honduras. 
· Role of government in energy policy – which departments are involved? 
- Comisión Nacional de Energía Eléctrica
- Secretaría de Recursos Naturales y Ambiente – SERNA 
- Sub Secretaría de Recursos Naturales y Energía

· Dirección General de Energía

· Dirección Ejecutiva de Fomento a la Minería

· Dirección General de Recursos Hídricos

· Unidad Técnica del Petroleo

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

Within the Dirección General de Energía (General Energy Division), there are three Departments: 
· Renewable Resources;

· Rational Use of Energy; and

· Hydrocarbon.

· Any energy planning procedure in place 

Sector planning has been undertaken by ENEE. Under the new framework, indicative expansion plans will be prepared biannually according to criteria established by CNE. ENEE will formulate an expansion plan for the National Interconnected System (SIN), and in other systems ENEE, or the system operator, will be responsible for the planning function. CNE will submit the prepared expansion plans to the Energy Cabinet for approval. Proposed alternative and renewable energy plant projects will be given preferential status in the expansion plan as long as their cost are no higher than 10% above the optimal generation sequence scenario.

Section 4: Energy regulation 

· Is there an energy or utility regulator?  When was it established? 
The Comisión Nacional de Energía - CNE was established in 1998
 and is the regulatory body of the electric energy sector.
 The functions relating to the approval and enactment of electricity tariffs of the former Comisión Nacional de Energía Eléctrica – CNEE, which had been created in 1994, and of the Comisión Nacional  Supervisora de Servicios Públicos – CNSSP were transferred to the CNE in 1998 as established by Decree 131-98.
The CNEE and CNSSP had overlapping activities, but the Decree 131-98 mandated the reorganization of the different commissions, and gave CNE all the responsibilities regarding the electricity sector, moving CNSSP out of the sector.

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

The Comisión Nacional de Energía is an autonomous body of the Secretaría de Recursos Naturales y Ambiente – SERNA. Its relatively recent creation and its inability to implement the law, which was formulated in 1994, raise doubts about the independence and consolidation of CNE. It was given a whole new set of responsibilities after the 1998 restructuring.
· Regulatory framework – legislation, duties, powers (any references to environment, sustainable energy)  

Decree 131-98, Chapter IV: Efficiency of the public administration, creates the Comisión Nacional de Energía – CNE.
· Regulator’s roles – key tasks (e.g. price controls, promoting competition etc) , actions to date, any action/role in the sustainable energy field)

The Comisión Nacional de Energía:

· Determines who qualifies as a large consumer;

· Decides over the energy sale contracts to distribution companies;

· Approves quality, reliability and security guidelines to be included in the system expansion plans;

· Applies and supervises compliance with legal and regulatory guidelines;

· Approves and enacts final consumer tariffs and “tarifas en barra”, and proposes the short term average marginal cost as well as the corresponding adjustment formulas;

· Approves the expansion program; and
· Submits energy sale and purchase contracts to be signed by the Empresa Nacional de Energía Eléctrica – ENEE to the Secretaría de Recursos Naturales y Ambiente – SERNA for approval.
· Role of government departments in energy regulation (both where a regulator exists and where there is no regulator) 

New regulatory and oversight agencies were established in 1991 and 1994, and policy/strategy functions for the sector were separately assigned. According to Decree 131-98, Chapter IV: Efficiency of the public administration, which creates the Comisión Nacional de Energía – CNE, the function of the Comisión is to regulate and supervise electric utilities in order to guarantee the adequate supply of energy to economic activities and households, by establishing fair prices which ensure the financial health of electric utilities and, at the same time, make their operation efficient.
The Government is a major participant in the commercial activities of the industry, and through ENEE it controls the generation, transmission and distribution activities. ENEE is also in charge of sector planning and system operation.

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