
Edgar Saravia

Program Manager

October 2008

Developing the 

Power Sector 

through Private 

Investment in 

Mongolia



Setting the Context

ÁGovernment of Mongolia (ñGoMò) wishes to introduce PSP in 

power generation

ÁBenefits of PSP:

üIntroduce competition

üIncrease efficiencies

üImprove reliability of electricity supply

ÁMajor form of PSP in power generation = design, construction 

and capital financing for one or more new power generation 

facilities under private initiative (ñIPPsò)

üRationale: Alleviate existing and future electricity supply 

constraints outside of state budget
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Multilateral Investment Guarantee Agency

The World Bank (IBRD & IDA)

International Centre for Settlement of 

Investment Disputes

International Finance Corporation
Private sector arm of the World Bank Group



Á Lead advisor mostly to governments

üDue diligence and structuring of infrastructure projects

üStrategy definition for PSP-PPP

üMarketing of business opportunities to selected investors

üTransparent international competitive bidding

ÁActing as advisor to various governments to implement IPPs 

through competitive bidding:

üCurrent mandates include Vietnam, Indonesia, Philippines, 

Bangladesh, Lebanon, Albania, Zambia

International Finance Corporation
Infrastructure Advisory Services
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What Are PPPs and How Are They 

Different From Privatizations?

ÁñPPP is a generic term for the relationships formed between 

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 servicesò

Public Private

Engagement Anywhere Along the Spectrum

Ultimate Goal: Ensuring Access to Reliable and Affordable 

Basic Services



Divestiture

Technical 

Assistance

Service 

Contract
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MOST EFFECTIVE



Contrasting Public Sector Payment Profiles

of Traditional and PPP Procurement Models

Capital and operating costs are paid for 

by the public sector, who take the risk of 

cost overruns and late delivery.

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.
Source: PWC



NAO Report 
UKôs National Audit Office report on PPP (2003)

Improved 

Project

Delivery

Non PPP 

Procurement 
(1999 Survey)

PPP 

Procurement 
(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:

Á Injection of private capital

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

Á Optimized allocation of risks

Á Better management of public finance:

üGovernment pays only when services are delivered

üBudget certainty

üMore efficient use of public funds

Č Delivers value for money

For the private sector:

Á Attractive framework to enter or develop new markets

Á Attractive returns

Á Legal and financial guarantees from the Government



Structuring PPPs - A Balancing Game

Private 

Sector

Financial 

Equilibrium

1

Appropriate 

Framework

2
Allocation

of Risks

4

Transparency 

of Process

3
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What Are IPPs?

Á IPPs are PPPs in the power generation sector

Á Private investors build and operate independent power plants  

and supply electricity according to long-term power purchase 

agreements (PPAs) ïtypically 15 to 30 years

Á Under the terms of a PPA, the project company typically agrees 

on an exclusive basis to make available to the offtaker the 

plantôs entire generating capacity and, to the extent dispatched 

by the offtaker or the relevant transmission authority, supply 

electricity up to the plant capacity

Á VERY DIFFERENT FROM A CONSTRUCTION CONTRACT 

WITH GOVERNMENT AS OWNER



Sustainable IPP Investments

Simple hypothesis

ñSustainable IPP investments depend on a balance between investment 

and development outcomesò

___________________________

Investment outcome:

Á Adequate return on investment

Á Prospects for expanded investments

Development outcomes

Á Reliable power

Á Competitively priced power

Á Timely power



Agenda

Introduction to Public Private Partnerships (ñPPPsò)

Best Practices in IPP Bidding

Introduction to Independent Power Projects (ñIPPsò)

Project Agreements

Introduction to the International Finance Corporation 

(ñIFCò)



Best Practices in IPP Bidding

Á Two stage tender

Á Stage 1: Pre-qualification

ü Pre-qualification (PQ): to narrow down (ideally) 5-6 qualified sponsor / 

consortium of sponsors

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

ü Criteria to test financial strength, IPP development experience, 

construction experience, O&M experience

Á Stage 2: Tender

ü Technical proposal ïon pass-fail basis

ü Includes legal statement, bid bond, technical proposal, accepted final 

project agreements (PPA, etc.)

ü Only those proposals that pass have their financial proposals opened

ü Financial proposal ïsingle number, usually lowest levelized tariff wins

Á Occasionally PQ is merged with Tender by including qualification 

criteria in the Technical Proposal



Best Practices in IPP Bidding (cont.)

Á Advantages of this approach

Á Transparency and Objectivity

üPQ criteria based on objective, quantifiable criteria ïno room for 

dispute

üPass-fail system in PQ ensures that all bidders have level playing 

field and are equally qualified

üPass-fail system in Tender (technical proposal) ensures that there 

are no deviations to the bid (difficult to evaluate)

üSingle number for evaluation of financial proposals ïeasy to 

evaluate, no room for dispute

ü If project agreements/terms vary between bidders, not comparing 

ñapples to applesò

Á Most multilateral financial institutions look for transparent 

competitive procurement when providing financing



Best Practices in IPP Bidding (cont.)

Á Advantages of this approach (cont.)

Á Speed

üProject agreements ñpre-negotiatedò with pre-qualified bidders 

prior to bid

üBidders must accept final project agreements in tender with no 

material deviations ïminimizes post-bid negotiations and time to 

PPA signing

Á Assurance

üBid security ensures that winning bidder has a high stake in 

ensuring financial close
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Best Practices in Project Agreements

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

project agreements

Á Power Purchase Agreement

üBetween winning bidderôs project company and offtaker

ü Sets out the rights and responsibilities of each party and allocation of 

project risks

ü Risk allocation should be based on which party is best able to manage the 

relevant risk and on market precedent

üEg. project company usually takes construction risk, financing risk, 

operating risk and risk of ñnatural force majeureò. May also take 

market risk and fuel supply and price risk depending on type of 

contract

üEg. offtaker or Government usually takes political risk, FX risk. May 

take market and fuel supply and price risk depending on type of 

contract

ü Specifies default, termination events and consequence of termination



Best Practices in Project Agreements

Á Power Purchase Agreement

üPPA must specify tariff structure ïtypically two-part tariff

üCapacity payment covering fixed costs of financing (debt and 

equity) and fixed O&M costs

üEnergy payment covering fuel cost and variable O&M

üIf plant is not dispatched due to fault of offtaker/Government, 

capacity payments must be made

Á Other agreements may include

ü Implementation Agreement between Gov and project company 

where Gov assures an enabling environment

üGov guarantee of the offtakerôs payment obligations

üThe above are standard requirements for IPPs in IDA countries

üMay include a Land Lease Agreement, fuel supply agreement 



Energy Conversion Agreement

Á Two possible structures: 

üEnergy Conversion Agreement (ñECAò)

ÅPower purchaser or off-taker (Gov entity) bears responsibility for 

fuel supply to the power producer (including quantities, costs, 

delivery and quality)

ÅPower producers agrees to convert fuel into electricity and deliver 

power to purchaser

üPower Purchase Agreement (ñPPAò)

ÅPower producer responsible for fuel supply

ÅPower producer recovers fuels costs through tariff paid by power 

of taker

Á ECA

üProvides needed certainty to investors

üBetter financing/bankability perspective for lenders


