Diamer-Basha Dam project may be delayed
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AS the world observed Anti-Corruption Day on December 09, the business termed the recent World Bank blacklisting of Lahmeyer — one of the global engineering company, on the charges of corrupt practice — a landmark verdict.

Multinational giants from industrialised countries are often perceived to be bribe-payers in international trade and investment and this is particularly true in case of construction industry and engineering consultancy.

Only recently the issue has come under spotlight. Under a World Bank disclosure programme launched recently, a significant number of contracting companies have admitted to being involved in commercial bribery in securing development projects.

As part of the World Bank's new approach to strengthen governance and anti-corruption, the total number of its consultants blacklisted has now risen to as many as 38, since October 1999. The World Bank has permanently debarred, on similar charges, a number of these companies or individuals, which include many of European origin.

Transparency International (TI), is a global organisation leading the fight against corruption in 90 countries, including Pakistan. On the basis of its "Global Corruption Barometer- 2006", TI establishes that big exporting nations spend a lot of money to secure overseas contracts in the public and private sectors. In other words, bribes and kickbacks are their norm of doing business in developing and under-developed countries.

Ironically, these multinationals are duly supported and promoted, even protected at times, by their home-country governments that otherwise remain committed at national, regional and international levels, to combat corruption. Having prepared a series of reports and integrity pacts, specifically for the industry, TI (UK) has launched some concrete initiatives in the construction sector. The Global Corruption Report focuses specifically on the construction industry and consultancy services, rating it as the most corrupt sector internationally.

Since 1966, Lahmeyer International GmbH (Germany), with its headquarters in Bad Vibel (near Frankfurt) is operating as consultants, technical experts and project managers, primarily in the energy sector, in 140 countries. With an annual turnover of euro 83 million in the year 2005, the company has almost 70 per cent contracts related to projects in developing and under-developed countries of Africa, Asia and Latin America. The action by the World Bank came as a result of the involvement of the company in paying huge bribes and other punishable activities in the context of the Lesotho Highlands Water Project, a multi-billion dollar mega project. The company was awarded two major long-term contracts financed by the World Bank sometime in 1997, besides having executed other contracts related to the project in the recent past.

But this may just be the tip of the iceberg. There has been a long list of construction firms charged on corruption grounds related to the project. The investigations of the European Anti-Fraud Office (OLAF) of the European Commission had earlier contended the involvement in corruption of another three international contractors working on the project that has European funding amounting to euro184 million.

The OLAF fined a total of euro 4.4 million to three consortium member companies of the Lesotho Highlands Project Contractors, from Germany, France and Italy. Earlier, in 2004, the World Bank had blacklisted a Canada-based leading engineering company on corrupt practices' charges in the context of same project. Even more disturbing were the reports that the consultants and contractors had formed a cartel to support each other to secure contracts for execution of the gigantic project that is currently in second phase of construction and scheduled to complete by 2020.

Lehmeyer has a strong presence in Pakistan too. Currently the company is working as the 'Engineer' to oversee the design and construction of Allai Khwar hydropower project of 121 MW capacity. Its past project references include detailed designing and construction supervision of Pehur High Level Canal and consultancy services for Guddu Steam Power plant. Recently ,the company has been awarded contract for detailed design, engineering and preparation of tender documents related to Diamer-Basha Dam project estimated to cost $7 billion.

Diamer-Basha dam project is part of President Musharraf's Water Vision 2015, implementation of which will result in augmenting water supply (it will have a mega reservoir to store 7.2 million acre feet- MAF- of water) and creating additional power generation capacity of 4,500 MW. With the proposed height of the dam at 270 meter, it will be the highest roller-compacted concrete dam in the world. President Musharraf had announced the mega project in January 2006, which was followed by the foundation stone laying ceremony in April 2006.

Subsequently, the Executive Committee of the National Economic Council (ECNEC) had decided in October 2000 to upgrade and update the initial feasibility conducted in 1984 by the Montreal Engineering Company (MONENCO). This assignment was given to NEAC Consultants, a joint venture of National Engineering Services Pakistan (NESPAK) and Associated Consulting Engineers (ACE), under the technical umbrella of Binnie and Partners of the UK. The feasibility study was completed, at a cost of Rs350 million, in June 2004. A panel of international consultants appointed by the government made in-depth review of the feasibility study and endorsed the same, sometime in August 2004.

The expression of interest (EOI), for carrying out detailed design and preparation of tender documents for the construction of project, was advertised by Pakistan Water and Power Development Authority (Wpda) in September 2004, which was responded by four groups of consultants, including NEAC Consultants. As a normal practice adopted for such gigantic projects, the consultants who carry out detailed feasibility studies are preferred for designing of the project, for obvious reasons of maintaining parameters of earlier investigations and of short lead-time.

In this case, however, the consortium led by NESPAK, a national public sector company emerging fast as an international consultant with vast experience in energy sector, was not awarded the contract, though evaluated as technically comparable to Lahmeyer. Thus, on July 17, 2005, the German consultants secured this contract, asking for a period of 30 months to complete the job.

The World Bank’s blacklisting of this company has serious implications on the progress of the Daimer-Basha dam project. It is obvious that Lahmeyer, while filing EOI for Diamer-Basha project in September 2004 concealed the fact that the Lesotho Court convicted it in April 2004, which could render the company disqualified for the award of contract.

Planning and development of a project of the characteristics of Diamer-Basha dam project, which is scheduled for completion in 2015, is complex and critical, more so, for the reason of its location in a highly seismic zone. Nonetheless, it is imperative that the project be completed on time and within budget, given its strategic importance.

Consequently, there is a potential risk of delay in completion of the Diamer-Basha Dam Project, which may result in inflated project cost as well. Experts say that there are visible signs of delay as the project completion date has already been revised to 2016, in the wake of change of dam site from the one originally identified after earlier detailed investigations.

The news story about blacklisting of Lahmeyer appeared more than six weeks ago, but there is no indication of government taking any action, reportedly on the plea that the processing for project financing has not yet been initiated and the World Bank loan would not necessarily be forthcoming.

The question however is, who would finance the multi-billion dollar project, if not the World Bank? If not the World Bank, and International Development Association (IDA), it would be either the Asian Development Bank (ADB) or Overseas Economic Cooperation Fund (OECF, Japan) or Islamic Development Bank (IDB) or a consortium of these financial institutions. Will any financier ignore World Bank’s observation?

