Another cost benefit ! :

Recently, a deal between Nampower and the Zimbabwean power authority (ZESA) has been in the news.  Nampower will inject capital into a presently non-functioning Zimbabwean power station to refurbish it, and in return Namibia will get power from the station – there will be no repayment in cash.  (To those who wonder how power gets from Zimbabwe to Namibia, the answer is that it goes in lines down to South Africa, and then to Namibia.  So the supply is not direct).

Although accurate data is not forthcoming, we can make a few estimates and form a judgement on the validity of this deal. Remember this is just an academic exercise – please do not write to the newspapers! 

The arrangement is supposed to start in 2008.  Nampower will inject US$20 million at the start, and another US$20 million after one year.  Starting from 2009, for five years, the Zim power station will supply 150 megawatts to Namibia, continuously, say for about 6 hours per day.  Nampower sells electricity on to local distributors (e.g. the Windhoek municipality) to supply to consumers.  Say that on each megawatt-hour, Nampower makes a profit of N$ 200 (which increases at 6% per year).

Try a cost/benefit analysis of the deal !  Assume 7 N$ to the US$, and a discount rate of 8%.

