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Setting the Context

AGovernment of Mongolia (fiGoMo)
power generation

A Benefits of PSP:
U Introduce competition
U Increase efficiencies
U Improve reliability of electricity supply

A Major form of PSP in power generation = design, construction
and capital financing for one or more new power generation
facili ties under private 1 nit.

U Rationale: Alleviate existing and future electricity supply
constraints outside of state budget
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International Finance Corporatig

Infrastructure Advisory Services

A Lead advisor mostly to governments
U Due diligence and structuring of infrastructure projects
U Strategy definition for PSP-PPP
U Marketing of business opportunities to selected investors
U Transparent international competitive bidding

A Acting as advisor to various governments to implement IPPs
through competitive bidding:

U Current mandates include Vietnam, Indonesia, Philippines,
Bangladesh, Lebanon, Albania, Zambia
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ANnPPP I s a generic term for the
public bodies and the private sector with the aim of introducing
private sector resources and/or expertise to provide and deliver
public sector assets and servi

Engagement Anywhere Along the Spectrum

uoic <> -

Ultimate Goal: Ensuring Access to Reliable and Affordable
Basic Services




Options for Private Sector Bs
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Traditional Government procurement

Payment profile can be depicted as follows:

Running cost overruns

Years 5 10 15 20

Construction Operation and
phase Maintenance phase

Capital and operating costs are paid for
by the public sector, who take the risk of
cost overruns and late delivery.

Source: PWC

The public sector only pays over the
long term as services are delivered. The
private sector funds itself using a large
portion of debt plus shareholder equity.
The returns on their equity will depend
on the quality of services.




NAO Report

UKOs National Audy Of fice repo

Improved Non PPP PPP

Project Procurement Procurement

Delivery (1999 Survey) (2002 Survey)

Price

Overruns 73% 22% (mostly client
changes)

Time

Overruns 70% 24% (only 8% > 2

months)




Key Benefits of PPPs

For the public sector:
A Injection of private capital

A Skills / know-how from the private sector result in higher quality of
service

A Optimized allocation of risks

A Better management of public finance:
U Government pays only when services are delivered
U Budget certainty
U More efficient use of public funds

C Delivers value for money

For the private sector:

A Attractive framework to enter or develop new markets
A Attractive returns

A Legal and financial guarantees from the Government




Structuring PPPs - A Balar
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Framework Sector
Transparency
of Process
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What Are IPPs?

A IPPs are PPPs in the power generation sector

A Private investors build and operate independent power plants
and supply electricity according to long-term power purchase
agreements (PPAs) i typically 15 to 30 years

A Under the terms of a PPA, the project company typically agrees
on an exclusive basis to make available to the offtaker the
plantds entire generating capaci
by the offtaker or the relevant transmission authority, supply
electricity up to the plant capacity

A VERY DIFFERENT FROM A CONSTRUCTION CONTRACT
WITH GOVERNMENT AS OWNER




Sustainable IPP Investmen

Simple hypothesis
ASustainable | PP investments depend ¢
and devel opment outcomeso

Investment outcome:
A Adequate return on investment
A Prospects for expanded investments

Development outcomes
A Reliable power

A Competitively priced power
A Timely power
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Best Practices in IPP Bidding

A

>\

Two stage tender
Stage 1. Pre-qualification

U Pre-qualification (PQ): to narrow down (ideally) 5-6 qualified sponsor /
consortium of sponsors

U PQ on pass-fail basis based on objective and quantifiable criteria

U Criteria to test financial strength, IPP development experience,
construction experience, O&M experience

Stage 2: Tender
U Technical proposal i on pass-fail basis

U Includes legal statement, bid bond, technical proposal, accepted final
project agreements (PPA, etc.)

t Only those proposals that pass have their financial proposals opened
U Financial proposal T single number, usually lowest levelized tariff wins

Occasionally PQ is merged with Tender by including qualification
criteriain the Technical Proposal




Best Practices in IPP Biddigg

A Advantages of this approach
A Transparency and Objectivity
U PQ criteria based on objective, quantifiable criteria i no room for
dispute
U Pass-fail system in PQ ensures that all bidders have level playing
field and are equally qualified

U Pass-fail system in Tender (technical proposal) ensures that there
are no deviations to the bid (difficult to evaluate)

U Single number for evaluation of financial proposals i easy to
evaluate, no room for dispute

U If project agreements/terms vary between bidders, not comparing
Nnapples to appl eso

A Most multilateral financial institutions look for transparent
competitive procurement when providing financing




Best Practices in IPP Biddigg

A Advantages of this approach (cont.)

A Speed
UProject agr-eemehnht at gyualdiedbiddars pr e
prior to bid

U Bidders must accept final project agreements in tender with no
material deviations T minimizes post-bid negotiations and time to
PPA signing
A Assurance

U Bid security ensures that winning bidder has a high stake in
ensuring financial close




‘

Introduction to the International Finance Corporation
(Al FCo)

Project Agreements ‘




Best Practices in Project Agss

A Sponsors and lenders invest/lend to a project after close scrutiny of
project agreements

A Power Purchase Agreement
U Bet ween winning bidderdds project <co

U Sets out the rights and responsibilities of each party and allocation of
project risks

U Risk allocation should be based on which party is best able to manage the
relevant risk and on market precedent

U Eg. project company usually takes construction risk, financing risk,
operating risk and risk of #Anatur
market risk and fuel supply and price risk depending on type of
contract

U Eg. offtaker or Government usually takes political risk, FX risk. May
take market and fuel supply and price risk depending on type of
contract

U Specifies default, termination events and consequence of termination




Best Practices in Project Agss

A Power Purchase Agreement
U PPA must specify tariff structure 7 typically two-part tariff

U Capacity payment covering fixed costs of financing (debt and
equity) and fixed O&M costs

U Energy payment covering fuel cost and variable O&M

u If plant is not dispatched due to fault of offtaker/Government,
capacity payments must be made

A Other agreements may include

U Implementation Agreement between Gov and project company
where Gov assures an enabling environment

U Gov guarantee of the offtakeros
U The above are standard requirements for IPPs in IDA countries
U May include a Land Lease Agreement, fuel supply agreement




Energy Conversion Agree

A Two possible structures:
UEnergy Conversion Agreement (nEC.

A Power purchaser or off-taker (Gov entity) bears responsibility for
fuel supply to the power producer (including quantities, costs,
delivery and quality)

A Power producers agrees to convert fuel into electricity and deliver
power to purchaser

U Power Purchase Agreement (APPAO0O)
A Power producer responsible for fuel supply

A Power producer recovers fuels costs through tariff paid by power
of taker

A ECA
U Provides needed certainty to investors
U Better financing/bankability perspective for lenders




