Executive summary

Coca Codo Sinclair: Urgent Lessons from a Project

Returning to Chinese Hands
Failures, Omissions, and Responsibilities of the China Ex-Im Bank and Sinohydro Corporation

Coca Codo Sinclair (CCS), the largest power
generation project in Ecuador's history and the
first and largest hydroelectric facility built by China
in Latin America, constitutes a landmark case of
shared international responsibility in the develop-
ment of infrastructure megaprojects.

This report by Latinoamérica Sustentable (LAS) ex-
amines the role of the Export-Import Bank of China
(China Ex-Im Bank) and Sinohydro Corporation,
identifying key omissions that enabled the realiza-
tion of a project under conditions of elevated geo-
logical, environmental, climatic, and institutional
risk. The analysis of both actors reveals a pattern
of structural co-responsibility. While the financier
failed to implement due diligence processes or
effective oversight mechanisms, the contractor ex-
ecuted the project without incorporating adequate
quality and risk management standards. This
combination generated perverse incentives that
prioritized speed of execution over technical and
environmental rigor throughout the construction
and operation of the project.

The development of CCS was characterized by po-
litical haste, weak due diligence, and insufficient
technical rigor. The project's installed capacity was
set at nearly double that recommended by prior
studies (1,500 MW), while critical geological risks
were underestimated. The facility was constructed
on the slopes of the active EI Reventador volcano

and within a river basin characterized by highly ero-
sive and geologically unstable conditions. These
decisions were compounded by construction defi-
ciencies that later became evident through thou-
sands of fissures detected in the turbine distribu-
tors of the powerhouse.

Taken together, these factors have compromised
the reliability, sustainability, and operational safe-
ty of an infrastructure asset that supplies be-
tween 20 and 30 percent of Ecuador's electricity.
Notwithstanding the persistence of these risks and
controversies, in April 2026—nearly a decade after
entering into operation—the project was officially
accepted by the Ecuadorian state and currently
stands on the threshold of a potential concession
for its operation and maintenance to PowerChina
International, the parent company of Sinohydro.

The potential concession of CCS reopens ques-
tions regarding accumulated responsibilities, future
distribution of risks, and the projects’ technical,
environmental, and financial viability. The manner in
which Ecuador and China navigate this new phase
will determine whether CCS can become a learn-
ing experience that advances higher standards of
accountability, transparency, and sustainability, or
whether it will be consolidated as a symbol of the
governance failures that have characterized large-
scale hydroelectric projects in Latin America.
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Key Findings:

Chinese actors (the bank and the construc-
tion company) bear direct co-responsibility
for the adverse impacts, current problems,
and persistent risks associated with CCS.

The China Ex-Im Bank exhibited omissions
and deficiencies in its due diligence, su-
pervision, and monitoring processes in the
face of known risks and early warnings
related to the project.

Sinohydro Corporation Limited exhibited
planning and design failures, construction
deficiencies, and inadequate management
of technical and environmental risks.

The CCS project was developed in a con-
text of high geological, climatic, and insti-
tutional risks that were not adequately in-
corporated into the project's assessment,
planning, and execution.

The failures identified in CCS do not stem
from isolated errors, but rather from sys-
tematic and cumulative omissions across
the different stages of the project cycle.

The regressive erosion of the Coca River
and sedimentation problems evidence
cumulative impacts that threaten not only
the power plant, but also other strategic
infrastructure and local communities.

The possible concession to PowerChina
reopens the debate on the continuity of
responsibilities, the distribution of risks
and costs, and the long-term sustainability
of the facility.

CCS leaves urgent lessons regarding the
risks and limitations of an energy transition
model based on large-scale hydroelectric
projects, as well as deficiencies in the
social and environmental governance of
Chinese financing and investment in Latin
America.

The China Ex-Im Bank:
Omissions, Due Diligence
Failures, and Inadequate
Supervision

The China Ex-Im Bank, as the primary financier of the
CCS project, played a decisive role in its viability and
execution. Its participation entailed responsibilities
in the prior assessment of geological, environmen-
tal, and social risks, as well as supervision during
construction. Although the Bank already possessed
institutional tools to identify and manage these risks
at the time it approved financing in 2010—reinforced
by guidelines issued by the Chinese Government—
there is no evidence that the Bank conducted robust,
independent due diligence processes commensu-
rate with the complexity and scale of the project.

The financing process reveals that the China Ex-Im
Bank approved and sustained a high-risk credit fa-
cility without updated environmental impact assess-
ments, without the company or state institutions hav-
ing conducted the necessary public consultations,
and without incorporating environmental and social
clauses in the loan agreement or mechanisms condi-
tioning disbursements on compliance with technical
standards and adequate risk management, among
other considerations.

During project construction, the China Ex-Im Bank
did not implement an effective monitoring and over-
sight system, despite its own corporate guidelines.
There is no evidence that the Bank conducted on-
site inspections, required environmental and social
reporting, or suspended disbursements—even as
construction was delayed and interrupted on multiple
occasions. The absence of environmental, technical,
and social monitoring meant that the Bank failed to
detect and address warnings relating to outdated
studies, inadequate risk management, and technical
failures during construction. This situation was fur-
ther compounded by limitations in transparency and
access to information, the absence of accountabil-
ity mechanisms, and an alleged corruption network
whose consequences continue to surround the CCS
facility today.

Finally, the Bank did not apply ex-post monitoring or
evaluation mechanisms, despite the magnitude of
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the failures identified and the ensuing operational
problems that led to an international arbitration
process. This absence of continuous oversight
throughout the project cycle limited the possibility
of establishing clear lines of responsibility and acti-
vating corrective measures in a timely manner.

Sinohydro Corporation
Limited: Inadequate

Risk Management and
Construction Deficiencies

The failures evidenced in CCS cannot be fully un-
derstood without analyzing the role of Sinohydro
Corporation as the entity responsible for the design,
construction, and technical quality of the hydroelec-
tric facility. Although the company was already one of
the leading actors in the global hydroelectric sector
when it arrived in Ecuador, it had limited experience
with the national regulatory context and with the en-
vironmental and geological conditions of the project
site. This was further compounded by the absence
of robust corporate policies on environmental and
social management during the project's early years.

In the initial phases, the company proceeded with-
out updating key technical studies or incorporating
available information on the geodynamic complexity
of the area, including risks associated with volca-
nic activity at Reventador, river flow regimes, high
sediment loads, and erosive hazards. This failure
to integrate critical information led to the design of
a hydroelectric facility that was inadequately suited
to the conditions and complexity of the watershed.

With respect to technical and construction deficien-
cies, among the most significant decisions was the
elimination of bottom outlet gates at the diversion
dam, a modification that substantially diminished
the facility's sediment management capacity.
Furthermore, the detection of thousands of cracks in
the turbine distributors of the powerhouse revealed
serious problems in manufacturing and installation
processes, associated with the use of non-approved
materials and the omission of post-welding heat
treatment procedures. These failures became the
most visible manifestation of the facility's technical
problems, to the extent that the Ecuadorian govern-
ment initiated international arbitration proceedings
against Sinohydro.

The facility was inaugurated in 2016 despite the
existence of numerous outstanding issues, defects
identified in the provisional acceptance agreements,
and thousands of cracks in the distributors. These
failures cannot be attributed to isolated errors or
exclusively technical or 'natural’ contingencies, but
rather to cumulative decisions and omissions across
various stages of the project. The combination of
insufficient studies, deficient supervision, construc-
tion problems, and delayed responses to identified
failures allowed critical vulnerabilities to deepen to
the point of compromising the operational sustain-
ability of the facility.

The Potential Concession
of Coca Codo Sinclair
to PowerChina

The potential concession of CCS to PowerChina
marks a critical inflection point in Ecuador's energy
history. As part of the 2025 agreement to amicably
resolve the international arbitration case against
Sinohydro, the Ecuadorian state formally accepted
the project in April 2026. The legal effect of this
process is that the Ecuadorian State waived future
claims, even though the construction deficiencies of
CCS were not resolved. Although Ecuadorian author-
ities have indicated that the contract currently under
negotiation considers financial compensation and
remediation commitments—such as the replace-
ment of the distributors—the details have not been
made publicly available. Central concerns persist
with respect to the distribution of costs and risks
associated with the structural problems facing the
hydroelectric facility, as well as the supplementary
works required to ensure its continued operability.

The sustainability of CCS is conditioned by critical
factors such as the regressive erosion—currently lo-
cated only 3.6 km from the diversion dam—high sed-
imentation of the Coca River, and climatic variability;
risks that, according to official statements, would not
be incorporated into the concession contract on the
grounds that they are deemed 'natural' in origin. In
this scenario, the potential concession will not only
determine the future operation of the project but
will also test the capacity of the Ecuadorian state
and Chinese actors to correct historical mistakes,
strengthen oversight mechanisms, and assume
clear responsibilities and commitments in the face
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of the facility's cumulative impacts. This will set a
precedent for the participation of Chinese actors in
energy infrastructure projects in Ecuador and Latin
America.

Recommendations

The development of hydroelectric infrastructure has
historically been promoted as a strategic solution
to meet growing energy demand and foster econom-
ic growth. However, the CCS case demonstrates
that when such projects proceed without rigorous
standards of planning, supervision, and risk man-
agement, they can generate severe economic,
technical, environmental, and social consequences.
This case underscores the need to fundamentally
reconsider the manner in which large-scale hydro-
electric projects are planned, financed, and operat-
ed, incorporating stronger criteria for sustainability,
transparency, and accountability.

One of the principal problems identified in CCS has
been the inadequacy of comprehensive technical,
environmental, and social studies. It is therefore
essential to establish the conduct of independent,
comprehensive, up-to-date, and participatory stud-
ies as an indispensable prerequisite prior to the
approval of any project. Moreover, these studies
should not be conceived as static exercises, but
should be updated as environmental, geological,
and climatic conditions evolve.

For Chinese actors involved in the financing, con-
struction, and potential operation of strategic
projects abroad, the CCS case highlights the ur-
gency of establishing clear limits—or 'red lines'—
that exclude the financing of high-risk large-scale
hydroelectric projects, particularly in geologically,
climatically, and socio-environmentally vulnerable
ecosystems. Instead, priority should be given to
investment in smaller-scale, decentralized, and
adaptive energy projects that generate lower envi-
ronmental and social impacts.

Another central consideration is the need for reg-
ulatory institutions, financial entities, and Chinese
companies to advance toward greater convergence
with international standards applicable to high-
risk infrastructure projects, such as the Equator

Principles or the recommendations of the World
Commission on Dams. This entails strengthening
environmental, social, and climate due diligence
processes; incorporating binding socio-environmen-
tal clauses in loan, construction, and investment
contracts; and ensuring effective monitoring and re-
sponse systems. The absence of such instruments
not only weakens governance, but also increases
the financial, legal, and reputational risks for the
Chinese entities involved.

With regard to financial institutions, CCS demon-
strates that environmental, social, and climatic risks
are also financial risks, making it imperative that
they be comprehensively assessed prior to granting
financing. This implies not only conducting ex-ante
analyses, but also implementing follow-up mecha-
nisms during loan execution and assuming post-dis-
bursement responsibilities in the event of damages.
Furthermore, the incorporation of criteria such as
the assessment of cumulative impacts and risks as-
sociated with climate change would enable more in-
formed and long-term sustainable decision-making.

For their part, construction and operating compa-
nies such as Sinohydro—PowerChina must assume
clear responsibilities to guarantee the technical
quality and sustainability of projects. This includes
conducting independent audits, applying interna-
tional standards in operation and maintenance,
and ensuring transparency in project-related infor-
mation. Equally fundamental is ensuring the effec-
tive participation of affected communities and civil
society—not as a mere formality, but as an ongoing
process of dialogue, access to information, and in-
clusion in decision-making.

In the specif case of the potential concession of
CCS to PowerChina, it is essential that any new
operation and maintenance scheme incorporates
clear criteria of transparency, allocation of respon-
sibilities, and comprehensive risk management.
The transfer of operations cannot translate into a
transfer of risks to the Ecuadorian State without
adequate co-responsibility mechanisms. The new
phase of the project should include independent
technical assessments of geological risks, climatic
vulnerability, and supplementary works, as well as
guaranteeing public access to relevant information
concerning the future sustainability of the facility.
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At the national level, the Ecuadorian State faces the
challenge of strengthening its institutional frame-
work and regulatory context. The CCS experience
highlights the need to improve systems of planning,
contracting, and oversight, as well as to incorporate
sustainability criteria across all stages of energy proj-
ect development. In particular, it is a priority to reas-
sess the country's hydroelectric potential through
new approaches that account for ecological limits,
cumulative impacts, and climate change scenarios.

Additionally, transparency and accountability must
be consolidated as foundational pillars of public
governance. The disclosure of information—such
as contracts, impact assessments, and monitoring
reports—not only strengthens public trust, but also
enables more effective public oversight. Likewise,
the implementation of accessible grievance and
participation mechanisms contributes to the timely
identification of risks and the prevention of escalat-
ing socio-environmental conflicts.
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| Principal Failures and Omissions of the China Ex-Im Bank and Sinohydro Corporation in the Coca Codo Sinclair Project

Project Phase

China Ex-Im Bank

Sinohydro Corporation

Consequences for CCS

* Approved the credit facility
without reviewing the quality
of the EIA and environmental
licensing; no evidence of

* No evidence of comprehensive
risk assessment or questioning

- Project began with outdated

substantive observations the viability of the installed studies, underestimated risks,
F | or requests for additional capacity. and overestimated capacity.
nvironmenta i i .
and Social information. - Underestimated known risks * Structural exposure of the project
Assessment « Relied on national environmental (erosion, sedimentation, to engineering failures and
and social requirements without geodynamics of the Coca River) environmental hazards.
Planning and independent assessment. and failed to incorporate critical - Vulnerability to regressive erosion
Approval + Failed to adequately evaluate information available and sedimentation.
the context of high geological for decades prior.
and climatic risk within
the river basin.
. ) The EPC contract did not include
The loan agreement did not include . .
. . requirements for environmental .
Contractual environmental or social clauses, and social comoliance bevond Absence of contractual instruments
clauses despite the bank’s own guidelines , . p y . to prevent or remedy impacts.
. Ecuador's environmental licensing
encouraging them. .
requirements.
. o . - Executed the project without - Failures not detected o
Monitoring No ewd.ence of ofn-sne !nspectlonls effective quality controls and with remediated in a timelv manner
and supervision or reqwrements or environmenta inadequate risk management . | y net.
and social reports. during construction. = Aggravation of sed'|mentat|0n
- The design eliminated bottom problems. Ineffective SEDICON
. . . sediment removal system.
Disbursements tied to contractual outlet gates at the diversion dam. C o Y _
. . rogress, without rigorous technical, . ; * Construction with serious
Design decisions Prog & " Construction employed defects, including thousands of
. . environmental, or social conditions inanpropriate materials and '
Construction  and construction . pprop cracks in distributors. Premature
) (disbursements were not suspended rocesses (including the :
quality o o : p deterioration of parts due to high
despite evidence of construction omission of post-welding heat - p
failures and operational problems). treatment) in the distributors. sediment load.
D ‘e effecti - Late or insufficient response to
f II(IJ not unc#ertahe? E?'l?t“’e . identified problems—including - Persistence of failures and
Post-construction 'Ot ow-up at er the ac(; ity entere thousands of cracks. absence of definitive solutions.
into operation; no evidence . . ) i ) )
management of post-loan evaluation or - Did not participate in repairand - Progressive transfer of risks and
response to identified failures. m|t|gat|.on work.s in response to costs to the Ecuadorian state.
regressive erosion.
. + Opacity of the contract and
Operation absence of grievance or + Restriction of public scrutiny
accountability mechanisms. - Limited operational and and technical and social
Transparency - The loan was facilitated contractual transparency. oversight.
and through an alleged corruption - Involvement of company - Distortions in contracting
accountability network involving bribery representatives in bribery and bidding processes.

(Sinohydro Case), without the
Bank activating compliance
mechanisms.

schemes (Sinohydro Case).

- Weakening of state oversight

and supervisory capacity.




