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RISK ASSESSMENT AND RISK MANGEMENT PLAN 
 
1. The Khulna 150 megawatt (MW) open cycle peaking plant, being proposed to be 
converted into 225 MW combined cycle plant with funding from this multitranche financing 
facility, is owned and operated by the North-West Power Generation Company Limited 
(NWPGCL). The power plant is currently under construction and is envisaged to be 
commissioned in 2013. The allocation of natural gas for power generation is coordinated by the 
Ministry of Power, Energy, and Mineral Resources, and in practice, projects would not be 
approved when there is no firm supply of natural gas. The risk that there will be no sufficient 
supply of natural gas committed for the power plant is low. However, one cause of concern is 
that the construction of the gas pipeline has not completed yet. Government provided assurance 
on the supply and on the timely completion of construction of the gas pipeline. 
 
2. The NWPGCL is 100% owned by the Bangladesh Power Development Board (BPDB), 
the sole agency responsible for the purchase and supply of bulk power in Bangladesh. In 
principle, despite being wholly owned by a power purchasing company, a formal power 
purchase agreement between the buyer and seller must be signed. In practice, among BPDB 
subsidiary companies only the Asshuganj Power Company currently has a formal power 
purchase agreement. The NWPGCL is in the process of preparing a formal power purchasing 
agreement. There is a risk that the signing of the agreement would be delayed, especially with 
the proposed plant modifications (conversion into combined cycle plant) and increased 
electricity generation. Government’s assurance on timely formalization of the agreement 
included in project documents. 

 
3. In addition, the NWPGCL is a newly established power generation company with the 
objective of taking over all power plants operated by the BPDB in the north and west of the 
country. As a new company, it has limited capacity to operate a more complex combined cycle 
power plant. Project implementation consultant support will be provided through the project. 
Additional operation and maintenance training will also be provided under the investment 
program. Thus, the risk of having limited capacity to operate the complex is very low. 

 
4. All tranche 1 projects (conversion and transmission projects) were assessed to have 
relatively minimal impacts on both environmental and social safeguards. There are 
recommended measures and practices that must be satisfied by executing agencies in the 
acquisition and during the clearing of sites and rights of way, construction, and operations of 
generation and transmission facilities. Also, executing agencies are required to have safeguards 
teams or consultants in their facilities to implement safeguards plan and monitor compliance 
with government and Asian Development Bank (ADB) requirements. As a risk mitigation 
measure, ADB safeguard specialists met officials directly responsible for implementing the 
projects and explained the roles and responsibilities of project management units in 
implementing the safeguard measures. Assurance from the government on full implementation 
of both environmental and social safeguards measures stipulated in the loan documents were 
incorporated in the project documents. 
 
5. Prices of power generation equipment and transmission materials track the international 
price movements of steel and other metals. While current international metal prices are 
dampened due to lingering economic crises in the United States and Europe, upward movement 
of prices are expected once these economies start to recover. Under the project preparatory 
analytical work, capital expenditure estimates have been benchmarked to recent projects in 
Bangladesh, and contingencies were allocated which reflect movements in international prices. 
With this, the risk of insufficient funds is relatively low. 
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6. Delays in project implementation often lead to higher project costs and lower-than-
expected project returns. Delays could be triggered by various things. One could be the failure 
of the government and executing agencies to mobilize the necessary counterpart funds on time. 
This could be particularly relevant to the BPDB, whose current financial situation is not 
impressive. Government provided assurance for timely mobilization of funds is therefore 
imperative. 

 
7. Another possible cause of delay for transmission projects is social issues in the 
acquisition of transmission rights of way. Being categorized B under ADB social safeguards 
classification, impacts of the proposed projects are, however, relatively low. While the Power 
Grid Company of Bangladesh (PGCB) has been proactive in dealing with resettlement impacts, 
assurance was included in project documents that the resettlement process and land acquisition 
would be completed within the planned time frame. 
 
8. During 2007-2011 BPDB’s own average production costs (including its subsidiary 
companies), which primarily used domestic natural gas for power generation, were relatively 
lower than Bangladesh Energy Regulatory Commission’s determined retail tariff rate. However, 
to address the massive power shortage facing the country, the BPDB relied on independent 
power producers and rental power plants which mainly used diesel and furnace oil for power 
generation in meeting the incremental demand, thus resulting in higher overall average 
production cost. This eroded the overall financial profitability of the BPDB, which incurred 
significant financial losses. The necessary assurances for the government on tariff reforms in 
order to ensure that the BPDB operates on a cost-recovery basis were incorporated in the 
project documents. 
 
9. Unbundling of industry functions were introduced and corporatization of public utilities 
were also programmed. Full corporatization of subsidiary companies remained incomplete, with 
the company boards lacking independence in decision-making, particularly those related to 
financial decisions. With the government’s record of accommodating political and social 
considerations in energy sector decisions, there is a risk that financial viability of the companies 
would be sacrificed. Undertakings were incorporated in the project documents to ensure the 
government’s commitment to continue reforms, especially the implementation of full 
corporatization of subsidiary companies as well as limiting the BPDB’s functions to a holding 
company. 

 
10.  Significant reduction of transmission and distribution losses has been achieved, from 
31.8% in 2000 to 14.7% in 2011. Systems losses could still be reduced, particularly those in 
distribution utilities which have an aggregate loss of more than 13% (e.g., distribution utilities in 
more advanced Southeast Asian countries have losses below 10%). Further reductions of these 
would contribute to the improvement of each utility’s financial health. The government is 
considering the introduction of target-oriented measures to reduce system losses. The 
multitranche financing facility will provide training support on energy auditing and monitoring as 
well as power system planning and management. 

 
11. Table below summarizes the major risks and mitigation measures. 
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Risks 

Assessment 
without 

Mitigation Management Plan or Measures 

Assessment 
with 

Mitigation 

Lack of gas supply for 

Khulna power plant 

High Government provided assurance on gas allocation 

for Khulna power plant. 

Low 

Delay in signing BPDB and 

NWPGCL power purchase 

agreement  

Low BPDB and NWPGCL agreed to sign long-term 
power purchase agreements or power purchase 
agreement by June 2013. 

Low 

Inadequate commitment to 

implement environmental 

and social safeguards 

Low Assurance on full implementation of safeguard 

measures included in loan documents 

Low 

Limited capacity of 
NWPGCL in operating the 
Khulna CCGT 

Medium Combined Cycle Power plant operation and 

maintenance training will be provided under 

capacity building 

Low 

Increase in raw materials 

price resulting in increase 

of project costs 

High Capital expenditure estimates have been 

benchmarked to recent projects in Bangladesh, 

and contingency funding reflects movements in 

international prices. 

Low 

Government funds may 

not be available on time 
Medium Assurances of timely availability of funds will be 

included in the loan documentation 
low 

BPDB’s bulk tariff rates are 

lower than project 

production costs 

Medium Assurances on tariff rationalization program 

included in the loan documentation. 
Low 

Delays in the acquisition of 

transmission rights of way 

due to various social 

issues 

Medium  Assurances on land acquisition included in the 

loan documentation. 
Low 

Lack of financial 

independence of power 

sector companies 

High Assurances on continuation of corporatization and 

financial independence included in loan 

documents   

Low 

Inadequate transmission 

and distribution loss 

reduction 

Medium Training on energy auditing and monitoring, power 

system planning, and management will be 

provided  

Low 

Overall High–Medium  Low 

BPDB = Bangladesh Power Development Board, CCGT = combined cycle gas turbine, NWPGCL = North-West 
Power Generation Company Limited.  




