ANNEX – ANNUAL SECTORAL REPORT

Chapter 3: Services

	Chapter 3 (l) : Energy Services

	Section
	Improvements Implemented Since Last IAP


	Current Entry Requirements 
	Further Improvements Planned

	Operational Requirements


	
	Current IPPs and SPPs sell power to the Electricity Generating Authority of Thailand (EGAT) through power purchase agreements. Thailand has plans to deregulate its power sector in a gradual manner with no current plans for the creation of a fully competitive electricity market.

Development in the Thai Energy Sector

Progress on Thailand’s Electricity Supply Industry (ESI) Reform

The Ministry of Energy is closely monitoring the reform of the electricity supply industry (ESI) of Thailand in order to achieve the most appropriate structure before privatization takes place.  The focus of the ESI reform is to improve efficiency of the utilities such that they are able to compete on a regional basis.

After prudent deliberation on the appropriate ESI structure for Thailand, on 9 December 2003, the Cabinet approved the power sector restructuring and regulation model, as proposed by the National Energy Policy Council (NEPC), and the establishment of a Board of Commission (Regulator).  In the transitional period, the NEPC is to act as the “interim” regulatory body.

The model approved by the Cabinet is known as the “Enhanced Single Buyer (ESB)” model, under which EGAT’s generation and transmission assets will remain together but will have clear accounting separation.  EGAT remains the single buyer of power.  The System Operator (SO) will be ring-fenced within EGAT.  Future power procurement will be made through an open bid overseen by the Regulator.
In addition, the Metropolitan Electricity Authority (MEA) and the Provincial Electricity Authority (PEA) are currently undergoing institutional restructuring and will be privatized as a single entity with separate financial accounts between their distribution and retail businesses.

Development in the Thai Energy Sector

· Promotion of Natural Gas Vehicles (NGV)

With a view to reducing consumption of oil, which has to be imported and hence loss of substantial amount of foreign currency each year, greater use of indigenous energy resources is promoted by the government.  As part of efforts to diversify fuel supply and to increase use of cleaner energy, utilization of natural gas is being intensified in the transportation sector, which is the largest oil consumption sector.  This is to reduce Thailand’s dependency on imported oil and vulnerability from oil price fluctuation.

The development of NGV market requires simultaneous development of infrastructure.  The “Bangkok Ring Gas Pipeline Project” is currently under construction to serve the natural gas demand of both industrial and transportation sectors, including power generation in the future.  
As of July 2005, 34 NGV filling stations are in operation. We are targeting by the end of 2006 about 200 stations.  However our sale volume by May 2006 is about 7.9 MMSCFD.)
In the year 2006, Thailand has planned 14,327 NGV vehicles which is about 12,943 Gasoline vehicles and 1,381 Diesel vehicles.


· Expansion of Natural Gas Transmission System – Pipeline Master Plan 3

The current integrated gas pipeline network is 2,611 Kilometers,  linking commercial gas fields to all customers  but exclude 660 kilometers. of distribution pipeline, with a total capacity of 3,420 MMCFD.  The upcoming Pipeline Master Plan 3  implementation will cater the increasing gas demand in the next 10 years that will be making the total pipeline network of 4,316 kilometers, with a total capacity of 5,520 MM CFD

Phase 1 of the 3rd pipeline is expected to be in operation in 2006

Phase 2 of the 3rd pipeline is expected to be in operation in 2008

· Promotion on the Use of Biofuels

In order to cope with the unstable supply of world crude oil and oil price hikes, renewable energy and alternative fuel development have been intensified with a view to reducing dependency on petroleum fuels of the economy.
· Gasohol
In an effort to enhance energy self-sufficiency and supply security of the economy, and also high gasoline price from oil crisis, Thailand has a strategic plan aiming to utilize 4 million litres of ethanol per day to blend with gasoline at 10% ratio by the 2007.  Ethanol is produced from molasses and cassava.
Gasohol 95, the mixture of ethanol and octane 91 gasoline at 1:9 ratio, has been introduced into the market.  To promote greater use of gasohol 95, the excise tax is exempted for the 10% ethanol mixed with gasoline to make the price of gasohol cheaper than octane 95 gasoline.  Other promotional measures include:

a) to reduce/exempt the contribution rates to the Oil Fund and the Energy Conservation Promotion Fund;

b) to establish the gasohol specification;

c) to support R&D related to ethanol production and utilization;

d) to phase out the use of MTBE in octane 95 gasoline by the end 2006;

e) to encourage the government vehicle fleets to use gasohol as the priority fuel option.

During the first half of 2006, there are 5 domestic ethanol plants to process 315,000 liters per day or 9 million litres per month.  The average demand for ethanol is 10 -11 million litres per month, therefore the balance is met by import.

The target is set to substitute gasohol 95 for premium-grade gasoline by 1 January  2007 and gasohol 91 for regular-grade gasoline by 1 January 2011.  

· Biodiesel Development

The government has set target to replace 10% of diesel consumption by biodiesel in the year 2012, thus requiring biodiesel utilization of about 8.5 million litres per day.

From 2006 onwards, biodiesel will be blended as an additive in diesel oil at 10% ratio ( 10% biodiesel and 90% diesel), requiring the use of biodiesel about 6 million litres per day, for use in the transportation sector in certain appropriate areas.

From 2012 onwards, this will be enforced nationwide.


	· To encourage NGV use, the current NGV retail price is set at 50% of diesel.

· The first milestone of the NGV Road Map is to spread out 120 NGV stations and convert 140,000 NGV vehicles in Bangkok Metropolitan area by 2008.
· The second milestone is to build up another 60 NGV stations and convert 40,000 NGV vehicles in upcountry areas with the introduction of our CNG stations.
· NGV stations are targeted to spread throughout the country reaching 500 stations in order to service 500,000 NGV vehicles, after LNG Receiving Terminal operates. 
· For the sale volume will increase from 7 MMCFD to 360 MMCFD or  0.4%  to 10% of transportations @ 2010

International cooperation has been pursued with regard to biofuel development.
· Biodiesel Development

- Edible palm oil is 0.5 million.litres per day 

- Usage of Biodiesel is targeted at 8.5 million.litres per day in the year 2012
- Promotion of Jathropa plantation
- Increase palm plantation



	Licensing and Qualification Requirements of Service Providers


	
	The power purchase from IPPs and SPPs is subject to terms drawn up by power purchase agreements and Grid Codes between EGAT and private firms.

The government promotes the establishment of SPPs to encourage cogeneration projects and the use of renewable energy in power generation.

Regulation of the Power Sector under the Enhanced Single Buyer Model

A regulatory body will be set up, initially as a committee under the NEPC.  The NEPC would transfer regulatory functions granted under the NEPC Act to the Regulator in order to make distinct policy-making from regulation functions.

The Electricity Act will have to be drafted to empower the Regulator with necessary legal authority to function efficiently.

The drafting process may take some time during which the NEPC will act as the “interim” regulator to ensure consumer protection, investor confidence and continuity of operation in the power sector.

The Regulatory Body will have, inter alia, the following authority and duties: 

· Set power tariff  under policy guidelines of the NEPC;

· Devise measures to encourage competition and prevent abuse of market power as well as oversee the operations of the System Operator and bidding process;

· Oversee the operations of participants to enforce efficiency improvement;

· Establish and oversee technical & safety standards and service quality, and protect power users’ benefits;

· Advise on connection to, use of, and operations of the gird; and

Analyze and advise the NEPC on investment plans for the power sector.
On 9 December 2003, the Cabinet approved the procedures for the regulatory body establishment, which have been divided into 3 distinct phases:

· Phase 1: Establishment of the (Interim) Regulator under the NEPC Act;

· Phase 2: Transfer of Specific Powers (previously stipulated under the utilities’ Acts) to the Regulator upon corporatization of each utility to create fairness and transparency in the business operation; and

· Phase 3: Drafting of the Electricity Act (to enable the establishment of the “Permanent” Regulator.)

On 22 July 2004, the NEPC approved the procedures for the establishment of the regulatory body (Phase 1) and its authority & duties.

	Current IPPs and SPPs continue to sell power under agreements with EGAT.  In the future, private sector participants will be able to bid to produce power under the supervision of a transparent regulatory body.

The Ministry of Energy has hired consultants to conduct a study on the power tariff restructuring, which is expected to complete by end-2004.

A committee will be set up to oversee the drafting of the Electricity Act.



	Foreign Entry


	No changes required.
	None
	No changes required.

	Discriminatory Treatment/

MFN


	No changes required.
	There is no discriminatory treatment in the energy sector.
	The establishment of a transparent regulatory framework will ensure non-discriminatory practice in the energy sector.


