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Terms 

Appl~cant The pnvate party (m&vidual, corporahon, partnershp, or consortium) subrmttmg a proposal to 
develop a pnvate power project 

Basis Point The smallest measure m quotmg ylelds on bonds and notes, equal to one one-hundredth of one 
percent, or 0 01 percent 

Borrower His Majesty's Government of Nepal 

Build-Own-Operate or Bu~ld-Own-Operate-Transfer Two schemes used to formulate pnvate power 
projects These arrangements mvolve the formahon of a pnvate company or jomt venture bemg set up to plan, 
finance on a h t e d  recourse basq design, construct, operate power developments, and, at the end of a spectfied 
pomt m tune, transfer the asset to the public sector 

Debt Serv~ce Penodtc payment of pmcipal and Interest on loans, bonds, or fixed/floatmg rate notes 

Devaluabon A government acbon to reduce the purchasing power or value of local currency agamt converttble 
currencies 

Dollars Mean dollars m the currency of the Umted States of Amenca 

Due Dil~gence Entails the responsibil~ty of an mdtvidual to act m a prudent manner m evaluatmg cremt 
applications, m essence, usmg the same degree of care that an orbary  person would use m malung the same 
analysis Due Ugence would be conducted by either the Fund A b s t r a t o r  itself or by specialists and would 
look Into the Project Company's background, its financial reliability and the mtended use of the proceeds of the 
loan to be recetved fiom the Power Development Fund to ensure, to the best degree possible, that recommended 
mvestment does not go sour 

Fiduciary A person, company, or associabon holdmg assets m trust for a benefictary The fiduciary is charged 
wth the responsibtltty of mvestment money ulsely for the beneficiary's benefit 

F ~ n a n c ~ a l  Closing Occurs when all the conditions of lenders and mvestors have been met, and financmg 
&sbursements can take place 

Fund Account Refers to the account established by the Borrower wth the Nepal Rastra Bank The Fund 
Account wdl serve as the Instrument of custody for donor funds received from HMGN for the power sector and 
thex management 

Fund~ng Agenc~es Refer to the International Development Assoc~ation and such other mternational fundmg 
agencies parties to the Power Development Fund 

Fundlng Agreements The agreements between the Borrower and the Fundmg Agencies 

Host Country The country m whch the pnvate power project 1s talung place 
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Implementabon Agreements Project-speclfic agreements that provide government assurances and guarantees 
to pnvate power producers requlred for successful project development and allocation of nsk 

Independent Power Producers Pnvate power producers who have developed power plants, typically on a 
project finance basis, to sell power to an exlstmg utility or du-ectly to Istnbutors or large consumers 

Indexed Tar~ff An adjusted tanff, based on a vanable such as mterest rates (local or foreign), exchange rate 

Interest Rate Swap Interest rate swaps are contracts that allow a debt ~ssuer to "swap" the mterest rate it 
currently pays on an outstandmg debt Issue For mtance, an issuer wth vanable rate debt outstandmg may want 
to lock m a fixed rate of mterest To do ths, the issuer enters mto a floatmg-to-fixed swap whereby the issuers 
vvlll now pay a fixed Interest rate The counterparty to this swap IS then obligated to pay a floatmg rate of mterest 
as determmed by a benchmark such as LIBOR Neither the principal nor the actual mterest payments change 
hands Instead, the net kfference between the two mterest rates is deterrnmed - monthly, semannually, or 
annually - and is pad by the party whose payment obl~gation exceeds that of the other 

Investment C o m t t e e  The comttee appomted by the Borrower and conshtuted by vlrtue of Annex A of the 
A h s t r a t l o n  Agreement 

Investment Enterprise A legal entity established m accordance wth the laws of Nepal havmg not less than 
majonty pnvate ownershp of ~ t s  votmg stock and tnth effective pnvate control of the entity 

Investment Project A spec& development project to be camed out by an Investment Enterprise utilizmg the 
proceeds of a sub loan 

Investors Indwlduals, groups, or compames that Invest cash m a pnvate power developer, group, or company 

Lenders Commercial banks or other lendmg msbtutions that provide loans for mvestors or du-ectly to a pnvate 
power developer company for the purposes of developmg and bmldmg a power plant 

Lendmg Pohc~es The pohcies set out m Annex B of the A h s t r a t i o n  Agreement, as amended from tune to 
tune by agreement between the Borrower and the International Development Association 

LIBOR Key rate m lntemational bank lendmg LIBOR is the rate at whch major banks m London are wllmg 
to lend Eurodollars to each other It is used to determme the mterest rate charged to crehtworthy borrowers 
LIBOR rates, based on dally quotes at 11 AM (London tune) £?om five major London banks, are fixed rates 
quoted for specific matuntles The lendmg rate m the Euro-markets (LIBOR) is quoted for the U S dollar and 
other Eurocurrencies, generally for fixed-term borromgs, such as three months, six months, and so on 

Limlted Recourse F~nanclng A lendmg arrangement under whch repayment of a loan and recourse m the 
event of a default relies malnly on the project's cash flow 

Llquldated Damages Prov~sions Specific amounts, with a cap, a construction contractor is obligated to pay 
the project company m case of nonperformance or schedule delays 
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Loan Documentatron Means m respect of any sub loan agreements between the Borrower and the Investment 
Enterpnse or between the Borrower and a Parhcipatmg Crel t  Institution or between the Borrower and any other 
person concernmg the terms and condbons on whlch the sub loan 1s made, mcludug any agreement for grantmg 
of secunty or the issuance of a guarantee or other form of crel t  enhancement 

Operating Account The account funded out of PDF fees and service charges and a pre-detemed share of 
the interest spread mcome These resources wl1 be used for meetmg the cost of setting up the PDF mcludmg 
management expenses, legal, techmcal, envuonrnental and financial appraisal of project, negotiations of 
placement agreements, and other work related to project promotion and development activities 

Pan Pasu From the Latm m e m g  mth equal pace, speed or progress Such a clause m a loan agreement 
precludes suborduation of the loan to other debt 

Parhc~patmg Crerllt Insbtutron A financial mstitution carrymg on busmess m Nepal and approved to access 
PDF funds by the Investment Comrmttee to be used for the co-fmancmg of Investment Projects m order to 
leverage local resources 

Performance Bonds Guarantees purchased by the project developer issued by commercial banks or msurance 
compmes for an entity to guarantee full and successful implementation of a contract accordmg to prespecified 
performance gtudelmes 

Power Purchase Agreement (PPA) Estabhshed the power sales obligations between the pnvate producer and 
the power purchaser and identifies the type of transaction (e g , BOO or BOOT) 

Power Development Fund (PDF') The component of the World Bank's Power Development Project for Nepal 
which will provide long-term debt fmancmg for power projects to overcome (1) the lack of sufficient debt 
financing for power projects, (11) the madequate matunty of available debt fmancmg, and (in) the need to provide 
comfort to private mvestors wshmg to become mvolved m "first tlrne" projects The PD component w11 be 
funded by contributions from the International Development Association and other official fmanclng sources 
These funds, together wth reflows of debt service payments made by borrowers wll  for the PD The funds wll  
be held in an account established wth the Nepal Rastra Bank The PD m11 at all tunes be owned by His 
Majesty's Government of Nepal and operated by a PD A h s t r a t o r  under an A h s t r a t i o n  Agreement The 
PD will be ava~lable for partially financmg eligble projects whlch have fulfilled the necessary licensmg 
requirements of the Elechcity Development Center m the Mmstry of Water Development, mcludmg a clearance 
from the Mlnlstry of Population and Envuonrnent The PD wll not be a major provider of funds for any one 
project, but it w11 co-finance projects wth  mternational and domestic lenders, mcludmg commercial banks, 
mvestment funds, export credit agencies and other official sources The aun w11 be to m m z e  the lnflow of 
pnvate capital 

Power Purchaser The enbty purchasing power £tom a pnvate power developer Usually, the public utility of 
the host country is the power purchaser 

Private Power Developer An mdvidual, group, or company that develops power plants on a pnvate basls to 
own, operate, lease, andfor transfer 

Project Company The special-purpose entity that assumes legal and financial responsibility for construction 
and operation of the project Recourse is lmted to the project company (See Investment Enterpnse) 
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Project Proposal A proposal made to the Fund Admuustrator for an Investment Project 

Proposal A mtten offer, based on the covenants, terms, and con&tlons as contamed m the RFP 

Rate of Return Percentage of return on eqwty that developers expect fi-om a project 
- 

- 

Request for Proposal (RFP) Issued by a utihty or government to solicit b~ds  for a project It contams, 
collectively, covenants, terms, and con&t~ons mcludlng mformat~on for apphcants, instructions to applicants, - 
performance specification, draft Implementation Agreement, and draft Power Purchase Agreement 

Specla1 Drawmg Rghts (SDR) Thls account~ng entry, though not backed by paper money or precious metal, 
serves as an uternabonal reserve asset The SDR 1s made up -from a basket of major currencies, the U S dollar 

I 
value of SDRs 1s computed dally by multiplying these currencies by their U S dollar exchange rate m London, 
and addmg US$O 54 8 
Sub-Loan A loan made or proposed to be made by the Borrower out of the proceeds of the IDA credt for an 
Investment Project 

Tarlff Rates charged for the energy, capacity, and mscellaneous services mcluded m the PPA I 
Tax Holldays Exempt~ons fi-om some or all taxes for a spec~fied penod 

Turnkey Contract A contract gven by the project developer to a pnrne contractor who wll be responsible 
for the design and unplementabon of a project from start to fmsh, and who wll provide a completed, operational 
project on a stipulated date, on a lump-sum basis 

I 
I 
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Abbrev~ations and Acronyms 

PDF 
HMGN 
IDA 
IBRD 
EDC 
MOWR 
MOPE 
BOO 
BOOT 
LIBOR 
SDR 
FI 
PC1 
PSAAU 
W S A A U  
SP 
LO1 
PAL 
PA 
EPC 
PPA 
O&MA 
LC 
EA 
LCA 

Power Development Fund 
His Majesty's Government of Nepal 
International Development Assoc~at~on 
International Bank for Reconstruction and Development CWorld Bank) 
Electnclty Development Center 
Ml~llstry of Water Resources 
Mmstry of Population and Envronment 
Budd-Own-Operate 
Bmld-Own-Operate-Transfer 
London Interbank Offered Rate 
Special Drawmg hghts 
Financial Instituhon 
Participatmg Credt Instituhon 
Power Sector Account A h s t r a t w e  Umt 
Manager, Power Sector Account Adrmtllstrative Umt 
Secunty Package 
Letter of Intent 
Pre lmary  Acceptance Letter 
Project (Implementation) Agreement 
Engmeenng, Procurement, Construction Contract 
Power Purchase Agreement 
Operation and Mamtenance Agreement 
Letter of Credt 
Escrow Agreement 
Land Conveyance Agreement 
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1 Power Development Fund Objectlves, 
Design and Organizat~on 

The International Development Association (IDA), part of the World Bank Group, wll  provide a c re l t  to His 
Mqesty7s Government ofNepal (HMGN) whlch wdl compnse the mtial capitalrzahon for a Power Development 
Fund (PDF) to be owned by HMGN The PDF w11 supplement pnvate and other public fmancmg available for 
the development of Nepal's power sector to meet the domestic demand for electncity and to export power where 
possible and justified It wll  provide long-term debt fmancmg for power projects and contribute to the 
acceleration of the hydroelectric power development m the country by (I) supplementrng the exlstmg debt 
hancmg for power projects, (11) enhancmg the overall matunty of available debt financmg, and (111) provlchng 
additional comfort to pnvate mvestors w s b g  to become mvolved m "first time" power projects Gwen the 
h e s s  of the comrnerclal debt market m Nepal whch lmpedes the development of pnvate projects financed on 
a h t e d  recourse bass, the PDF wdl allow potenhal mvestors to access long-term fmancmg thereby offenng the 
prlvate sector the opportumty to mvest m and own, operate and mamtam new power facilities Only projects 
whch have fulfilled the necessary licensmg requirements of the Electricity Development Center (EDC) w h  
the Muustry of Water Resources (MOWR), and whch have received clearances from the Mmstry of Population 
and Envuonrnent, w11 be allowed to make fmanclng proposals to the PDF 

The PDF wdl mhally be a pooled fund contributed to by IDA wth  the ability to solicit offlcial fmancmg sources, 
together wth reflows of debt s m c e  payments made by borrowers It w11 compnse balances held m an account 
estabhshed wth the Nepal Rastra Bank and loans made under thls facility The PDF wl1 not be a major provlder 
of funds for any project, rather it w11 co-finance projects wth mternational and domestic lenders, mcludmg 
commercial banhs, mvestment funds, export creht agencies, the International Fmance Corporat~on, and other 
mulblateral msbtut~ons The aun of the PDF wdl be to act as a catalyst to m m z e  the ~nflow of pnvate capital 

The basic rabonal for the design of the PDF as delineated below stems from the need to make sound mvestment 
decisions once the PDF b e p s  to receive financmg proposals from sponsors of commercially viable power 
projects to fill theu financmg gaps As such, it is Imperative that the executmg entity charged wth  makmg these 
decisions (1) has the necessary mandate to make loans to eligble borrowers, (11) operates on a commercial basis, 
(111) is perceived as efficient, fau and transparent, and (iv) encourages international standards and competlhon 
The proposed orgmzational arrangements for the PDF contamed herem have evolved m lme wth  these 
principles The a b s t r a t i o n  and management of the PDF would be orgamzed so as to make placement 
dec~sions m an autonomous and transparent manner wth  adequate information and on the basis of sound 
evaluation cntena 

I 3 Des~gn Opt~ons Cons~dered for 
the Bower Development Fund 

The PDF design process mhally examned the viability of creatlng vanous new msf;ltutions, mcludlng a "Power 
Development Company" and a "Power Development Board", to admmster the Power Development Fund Three 
options were considered for creatmg such an mstltutlon by means of the Compames Act, by way of the 
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Development Board Act, and through a statutory act of parharnent After considerable mternal Qscussions w h  
HMGN, it was decided that government policy precludes the establishment of a Power Development Company 
as yet another government-owned company wth certam special pnvileges under the new Compames Act The 
formahon of a new Power Development Board under the Development Board Act to a h s t e r  the PDF outside 
of the framework of the pnvate financial sector was also rejected due to the cnucal reqwrement that the mtitution 
charged wth PDF management, and responsible for malung loan decisions, operates on commercial principles 
and be perceived as fau and transparent The idea of creatlng an entlty to admmster the PDF by a statutory act 
of Parl~arnent was also msrmssed due to the long tune honzon reqtured for the passage of such an act 

The PDF must be tallored to support a selected program of pnvate sector mvestment that would, Inter aha, act 
as a catalyst for mobilizmg long-term resources m the capital markets The PDF is bemg mtiated at the 
beginning of a transition penod when pnvate sector operations are bemg Introduced mto a heretofore publlc 
sector managed and controlled activity Thus, the PDF, through the entity charged wth its management, would 
be able to miluence the process of pnvate mvestment Therefore, a h s t r a t i o n  of the fund by a public entity 
would not promde the confidence sought by the mternat~onal financial comrnumty regardmg the transparency of 
the PDF lendmg process m general, and the competence of the team engaged m project evaluation and fmancial 
nsk assessment m parbcular Furthermore, two key lessons learned from Palustan's expenence wth its Pnvate 
Sector Energy Development Fund support the apporntment of a pnvate msutution to a h s t e r  the PDF frrst, 
the £inancmg agency needs to be mdependent and apply sound cornmerc~al cntena, and secondly, it is essential 
to engage hlgh cahber hancial, legal and techcal talent for the evaluation and negotiation of the projects to be 
b d e d  

The design process also e x m e d  the vlabhty of plamg the financmg facil~ty m an exlstlng fmancial mstitution, 
but its sheer size and Impact were seen as potential problems The slze of the facility and the average loan size 
envisaged would have meant that the repository fmancial mstitution would violate smgle borrowmg and capital 
adequacy reqwrements For th~s  reason, it was deternuned that the Fund A h s t r a t o r ' s  functions would be 
carned out by an mternal, but independent, m t  established wthm an exlstmg fmancial institution 

1 4 Structure and Governance of the 
Power Development Fund 

In light of the aforementioned factors, the optlmal operational structure for the PDF should be one based on a 
pnvately run, autonomous mstitution model A Fund A b s t r a t o r ,  chosen by competitive biddmg fiom local 
financial mstitutions (FI), would serve m an advisory role to a PDF Investment C o m t t e e  The fmal decis~on 
regardmg project fundmg would be vested wth the Investment C o m t t e e  and w11 be made m accordance wth 
a stnct set of PDF policies and operatmg cntena followmg IDA gudelmes The Investment C o m t t e e  would 
have the mandate to (1) review and approve PDF mvolvement m solicited or unsolicited bids, (11) certlfy local 
fmanc~al mstitutions as Participatmg Credt Institutions, (111) review and approve proposals for loans m 
accordance wth the recommendation of the Fund Admmstrator, (iv) momtor the performance of the Fund 
Administrator to ensure compliance at all tlmes wth the PDF's Investment Policy, (v) review and approve 
quarterly and other reports submtted by the Fund A h s t r a t o r ,  (vi) review the books and records of the PDF 
mamtrvned by the Fund Adrrrrmstrator, and (vu) keep HMGN apprased as to the operations of the PDF and make 
recommendat~ons to HMGN concemg the renewal or t ema t lon  of the Adrrrrmstratlon Agreement 

The Fund Adrmn~strator would have the mandate to (1) negotiate the terms of loans approved by the PDF 
Investment Comt tee ,  (11) operate the PDF account, (in) momtor borrower performance under loans from the 
PDF, (iv) handle debt s m c e  collechons, (v) mamtrvn the books of account of the PDF, and (vl) provide penodc 
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reports to the Investment Comt tee ,  HMGN and IDA Followmg approval by the Investment Comt tee ,  it 
would enter mto a project loan agreement wth, and make funds available to Investment Enterpnses and local 
financial mstitutions (see Section 5 2) Funds designated for use as financial Instruments for the power sector 
and thex repayments would be mammed m an account wth the Nepal Rastra Bank styled as the "Power Sector 
Account" This account w11 be separate and &stmct fiom the Investment Comttee 's  and the Fund 
A h s t r a t o r ' s  "Power Development Fund Operatmg Account" whlch would be established only for meetmg 
day-to-day operatmg requirements 

1 5 Operat~ng Procedures of the 
Power Development Fund 

The Fund Adrmnrstrator's funcbons would be camed out by an mternal, but mdependent, wt established wthm 
an existing financial mstitution, styled as the "Power Sector Account Adnurustrative Umt7' (PSAAU) The 
PSAAU would be staffed largely by exlstmg personnel from wthm the chosen fmancral mstitution These 
personnel would be managed by a part-tune Semor Project Fmance Specialist and supported by short-term 
investment advlsors and consultants deemed necessary to assist m economc, financial, legal and techcal  aspects 
of project evaluabon and financial nsk assessment Loan hsbursements, accountmg and debt service collections 
would be handled by the accountmg and financial management expertise wthm the PSAAU's fmanclal 
lnstltutlon Loan processing would be camed out by the PSAAU manager and hsfher staff under the overall 
duechon and control of the PDF Investment C o m t t e e  The Investment C o m t t e e  would approve projects for 
financmg only after ensunng that they are economcally, fmanclally and techcally viable and envlronrnentally 
acceptable It would therefore be mcumbent upon the PSAAU to thoroughly conduct these viability tests whle 
screemng potenbal projects to enable the Investment C o a t t e e  to issue Letters of Intent (LOI) whch, besides 
formmg the basis for project fmancmg, unplies confomty w t h  all official Nepalese and IDA cntena The 
financial structure and operations of the Power Development Fund, the Investment C o m t t e e  and the Power 
Sector Account A h s t r a t i v e  Umt are descnbed below m Section 4 

The dubes of the Fund A h s t r a t o r  would be set forth m an A h s t r a t i o n  Agreement between HMGN and 
the Adrrrrmstrator Th~s agreement w11 define the nghts and obligations of both parties and the lendmg policies 
of the PDF and would be renewable every five (5) years by mutual agreement (see Section 3 4) 

I 6 Project Cycle 

Projects eligble for PDF fundmg would lnltially focus on hydropower generation facilities to be unplemented 
by Investment Enterpnses (I e , project compames or sponsors) through lmted recourse fmancmg The general 
stages through whlch such projects wll typically progress and iterate mclude the followmg A more detailed 
listmg of these stages is delmeated m Sechon 5 1 

Investment Enterpnse submts loan applicat~on to Fund Adrmnsstrator 
Fund Admustrator Issues Letter of Intent (LOI) to the Investment Enterpnse 
Project appraisal conducted by Fund A h s t r a t o r  to deterrmne economc feasibility 
Fund A h s t r a t o r  submts recornrnendatlons to Investment Comrmttee 
Investment C o m t t e e  issues Pre lmary  Acceptance Letter (PAL) 
Investment Enterpnse accepts PAL, loan documentation fee paid 
Prelmunaty license issued by EDC 
Secunty package negotiations mtiated wth Investment Enterpnses 

t Review of engmeenng and construction contracts by Fund Adnurustrator 
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Fund A h s t r a t o r  sends loan application to Investment Comrmttee for approval 
* Upon approval, Fund Achmstrator completes loan documentation 
* Fund A b s t r a t o r  undertakes final negotiations of the Loan Agreement and Secunty Package urlth the 

Investment Enterpnse 
c Fmancial closmg wth Investment Enterpnse and Fund A b s t r a t o r  

1 6 1 Project Proposals 

Project proposals mght anse from an lrutlatlve by HMGN to lnv~te b~ds for a spec~fic project, I e , 
sohcited proposals Alternahvely, unsohcied proposals rmght be put forward on the lnltiative of project 
sponsors However, HMGN policy is generally to solicit proposals Projects would be undertahen 
largely ut~lizmg the bmld-own-operate (BOO) or bmld-own-operate-transfer (BOOT) model financed 
on a llmted recourse basis m order to promote pnvate Investment m Nepal 

I 7 Lessons Learned from the Pak~stan Pr~vate 
Sector Energy Development Fund and Reflected 
In the Nepal Power Development Fund's Des~gn 

The Palustan Pnvate Sector Energy Development Fund (PSEDF) was deslgned to address a fundamental 
constraint to greater pnvate sector participation m Palustan's energy sector Established m 1988, the PSEDF 
was then, and conbnues to be, a means of successfully addressmg the lack of long-term fmancmg for power and 
energy-related infrastructure projects urlth relatively long penods of gestation and economc life 

The PSEDF has clearly demonstrated the effectiveness of a public-pnvate approach at the be-g of the 
transitional penod from publlc sector monopoly to urldespread pnvate sector participation m the power sector 
PSEDF gave the International Bank for Reconstruction and Development (the World Bank) and other 
international lendmg agencies and bilateral do~nrs tbs &:!:tj+mfluence the process of pnvate Investment m 
the sector early on The background work and techcal assistance provided under the PSEDF provlded the 
foundation for Palustan's policies supportmg pnvate power and Infrastructure mvestments Lessons learned 
from Palastan's experience wth ~ t s  PSEDF wbch are relevant to the design of the Nepal PDF can be summanzed 
as follows 

The fmanclng agency needs to be mdependent and apply sound commercial cntena 
The h d  management should not provide sentor loans and/or equity m order to avoid posslble conflict of 
mterest situations 
It is essential to employ hlgh caliber mternational legal, financial and techcal consultants for the 
evaluation and negotiation of the projects to be funded 

* The mere existence of a fund can provide a strong mcentive for pnvate sponsors to make the necessary 
mvestrnents m project development 

* ht ia l  projects should not be too large m order to facllltate the moblhzahon of external fmancmg 
In low Income countries wth h t e d  cret-htworihness, commercial lenders require the addtional protection 
provided by the subordmation of the fmanclng prov~ded by donor agencies 

* The availability of subordmated debt is useful and m some mstances, essential for moblllzmg commercial 
debt, particularly for projects whose revenues are denormnated m local currencies and dependent on the 
performance of a small number of public enterprises and agencies 
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The orgarmattonal structure and operatmg procedures of the Nepal Power Development Fund delmeated below 
mcorporates these lessons and is tailored to support a selected program of pnvate sector mvestment that would 
(1) leverage IDA'S (and future donor's) resources, (11) act as a catalyst for further mvestment m the power sector, 
and (111) Improve the operabonal efficiency of electnc power generation through mtroduction of the pnvate sector 

1 8 Benefits 

The PDF would obviously serve to facilitate the development of the power sector It should also provide value 
added m a number of areas The PDF should (1) act as a catalyst for mobdimg long-term resources m the capital 
markets, (11) create an mvestment clmate m Nepal for mfiastructure projects, (111) transplant relevant 
mternational and, more unportantly, regonal expenence to Nepal, (iv) bwld HMGN7s capacity to prepare and 
globally market large hydropower projects, promote pnvate sector participation as a complementary feature of 
the country's reform program m the power sector, (v) assist the country to buld capacity and slulls m the 
emergmg area of mternational project finance, and (vi) facilitate the preparation and conduct of competitive 
soiicitaiion processes- 

Given the fact that addtional mvestments m electnc power are essenhal to the Nepalese economy m order to 
realize the benefits of its potential growth, the removal of bottlenecks m the power sector would facilitate the 
growth of the country's commercial and mdustnal activities, particularly those onented toward exports 
Considerable benefits are expected to accrue through expanded mvestment m power mcludmg a reduction m the 
hgh economc cost of power shortages In the social sector, improvements m the availability of power would 
have a beneficial mpact on households, of whch less than fourteen (14) percent currently have access to 
electncity 

Additional benefits are llkely to be denved from the mvolvement of pnvate sector managenal and techcal 
expertise In addtion, savmgs would be achleved by raismg the efficiency of operation of the power sector 
Worldwide expenence suggests that pnvate sector participation m the electnc power generation can result m 
lower costs, hgher output, and hgher rehabhty of service Although there appears to be some Interest on behalf 
of the local pnvate sector m power sector mvestment, at present, the mability to finance long-term commercial 
debt is an impediment to the mplementation of new power projects The PDF would help to address thls 
hancmg gap and act as a catalyst to encourage both domeshc and foreign pnvate mvestment m the power sector 

Stemmmg fiom the fiscal rehef denved fiom a decrease m pubhc sector expendtures m the power sector, the PDF 
would also have a posittve Impact on Nepal's macroeconomy The PDF would allow the mobilization of a large 
pornon of the mvestment cost outside the budget, as the PDF would contribute up to twenty-five (25) percent of 
the mvestment cost wth the balance provlded by the pnvate sector through long-term debt and equty The ability 
of the PDF to retam its spread income would ensure that it becomes supportable through its own resources 

I 8 1 Cap~tal Market Development 

To prov~de additional capacity m Nepal's power sector to meed domestic demand for electncity, 
hundreds of rmllions of dollars are requlred m the mehum-term' However, the magmtude of the 
resources reqwed is &ely to come from multdateral lendmg agencies, brlateral donors or other public 

According to the Supply Constrained Load Forecast for the domesbc market the energy requlred by the 
year 201 0 will be 1 002 megawatts of peak demand compared to peak demand of 281 megawatts on average for 1996 

Acres/USAID Pr~vate Electrrcrty Project 1-5 



Nepal Power Development Fund 
Borrowers Implementation Plan 

agencies Thls money can only be raised by makmg these projects attractive to pnvate capital But at 
present, nonrecourse or b t e d  recourse fmancmg for pnvate sector energy projects m Nepal is lackmg 
and the country's weak and mefficient capital and stock exchange markets constram the availability of 
adequate fmancial resources particularly for medrum-tern project fmancmg 

The PDF would help to fill thls gap and establish a vehcle to channel long-term fmancmg to pnvate 
sector projects Addtionally, by m a h g  PDF resources available to local financial institut~ons 
("Parhcipatmg C r d t  Insbtubons" or PCIs as defined m Secbon 5 2), the PDF can also play a significant 
role m m o b b g  local resources fiom these msbtutions to provide adlhonal term fmanclng for ellgble 
projects, part~cularly those of 10 megawatt capacity and below (see Section 3 6) By r e q w g  loan 
h d m g  m a ratio of 1 2 (1 e , US$I lent by the PDF for every US$2, or rupee equvalent, that the PC1 
places in a power project from its mternal funds), PDF resources wll be leveraged wth capital fiom 
PCIs A PDFPCI partnershp would therefore contribute to the creation of a sustamable commercial 
marketplace for power project development and fmancmg 

By encouragmg both the structumg of BOOT power projects, and the participation of local financial 
institutions m the co-fmancmg these projects, one of the PDF's lmplicit objectives is to develop the 
country's capital market Thus, BOOT power projects should be viewed as part of an mtial strategy to 
develop this market However, settmg up successfd BOOT power facilihes does not overcome the 
inherent weakness and mefficiency of Nepal's capltal market unless there is follow through m 
developmg that market rather than m attractmg more and more foreign resources Nepal IS gomg to have 
to meet much of its power sector mvestment reqwements locally, and BOOT schemes are one way of 
developmg that capital market 

In the envisaged power generabon expansion plan to be supported by the PDF, a typical BOOT approach 
will be followed whereby an Investment Enterpnse w11 bnng m pnvate capltal (largely pnvate 
mternational capital) together wth supplier crelts and assorted other types of monles mcludmg PDF 
resources and local co-fmancmg The Investment Enterpnse would then operate the facility for a fmte 
period of time and then transfer the assets to the host country's publlc sector The benefit to capital 
market development fiom th~s specdlc scenano is, however, only temporary A more consequential and 
long-term benefit to capital market development could be brought about if7 at the end of the operatmg 
company's concession, rather than transferring a plant to a public monopoly, the foreign shareholders 
m the plant would be expected to divest themselves of thelr equty, up to some negotiated proportion 
Ownershp could then be transferred m the form of paper, cerhficates or other mstnunents for mvestment 
m the local market Thus, there would to be a transfer of ownership of the plant rather than the transfer 
of the assets of the plant 

There IS little question of whether thls "transfer" alternative would be practicable Everywhere m the 
developmg world - and Nepal is no exception - there is a scarcity of good paper assets for mvestment 
and every bme a good mvestment scheme comes along, it tends to be oversubscnbed almost m e d a t e l y  
Starting to issue shares m power plants and encouragmg the dealmg m shares is the only way to begm 
to replicate the BOOT process of mobilizmg pnvate capital on a scale that is relevant to the capital 
mobilization problem facmg Nepal 
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Jmphcabons of foreign exchange nsk at the project level anse li-om the env~saged transactions between 
the PDF and its borrowers Project revenue streams would most llkely to be m local currency whereas 
the debt sewce to the PDF would be m U S dolldrs (rupee dollar eqmvalent) Typically, an Investment 
Enterprise would be able to mtigate part of the foreign exchange nsk by passmg through currency 
depreciation m its ofRake agreements wth the purchaser, m h s  case, the Nepal Electtlclty Authonty 
(NEA) It is expected that Investment Enterprises would fbrther mtigate foreign exchange nsk, 
especially dunng the construction phase of the project, through hedgmg and/or exchange rate msurance 
which would be mcluded m the tanff base negotiated wth NEA Thus, movements m the Nepalese 
rupee/U S dollar exchange rate would be assumed by the project sponsor, the cost of whlch would be 
reflected m the sale pnce of power, through an mdexation provision, and passed on to consumers 

In ad&bon to exchange rate nsk at the project level, there are exchange rate nsk mplications for HMGN 
and IDA Both the lendmg and repayment currency for the PDF and the currency of repayment to 
HMGN is U S dollars However, HMGN's obligations to IDA of HMGN are denommated m Special 
Drawg hghts (SDR)* and repaid m dollars by HMGN hsks  anslng from an adverse movement of 
the U S dollar agamst the SDR are normally borne by the borrowrng government However, gven the 
wde spread between lendmg rates to borrowers and the IDA lendmg rate, HMGN would have ample 
reserves to compensate for h s  rather modest nsk 

1 9 2 Project Complet~on R~sk 

This nsk stems from the long set up tune, large gestation penod (anywhere from between 3 to 8 years) 
and the vmous legal and environmental clearances requlred for executlon of a power project These 
features pose senous nsks m terms of tme and cost overruns m the executlon of the project whch need 
to be shared to a large extent by the sponsor/developer and by the lendmg mstitutions to a lessor extent 

This risk emanates fi-om vanous techcal and operatmg factors llke the ability of the operation and 
mmtenance contractor to keep the power generatmg facility runrung at full and agreed capacity, under 
estlrnation of operatmg costs or over est~mation of output Operatmg nsk would mpact the ability of 
the developer to achleve the promsed level of performance/servlces and are normally borne pnncipally 
by the developer 

1 9 4 Demand R~sk 

Demand risk may mse as a result of an mcorrect estmation/pnce sensitivity of demand, subsequent 
development of new alternatives or the mability of the buyer to partake of or pay for ongmally 
committed quantities 

Thls neutral un~t  of account fluctuates relatlve to a basket of major currencies The U S dollar value of the 
SDR is computed daily by multiplying these currencies by thelr dollar exchange rate In London and addlng US$O 54 
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Frequent changes m government policy, lack of well documented procedures and absence of a track 
record m lmplementmg s~mlar  projects make power projects politically sensitive 

1 9 6 Country R ~ s k  Prem~um 

To manage a fmancial mstitution's exposure to vanous types of nsks associated wth a particular 
hydropower project loan, a country nsk premurn is added to the loan's base mdex or floor, 1 e , U S 
dollar debt pegged to costs of funds such as the U S dollar SIX (6) month London Interbank Offered Rate 
or LIBOR3 The detematlon of acguntry nskpremium e n k k  consideration of the economc and 
finaicid aspects of country nsk assessment together wth project-specific policy nsks and political nsks 
Generally, economc and fmancial nsk can be d e t e m e d  by revlewmg the hlstoncal fluctuation m (1) 

Interest rates, (11) local mflahon and home country milation, (111) currency availability and convertibility, 
and (iv) movements m mternational pnces of raw matenals and energy inputs (1 e , fuels, m the case of 
thermal projects) 

Country nsk assessment focuses on analysis of fundamental macroeconomc factors mcluhg  
- balance of payments 
- domest~c savmgs rate 
- rate of mternal growth as a proportion of gross domestlc product - fiscal policies and central bank policies 
- foreign reserve account fluctuations 
- capital market development mcludmg capitahzation, liqurd~ty, and availability of long-term 

mvestments 

In theory, the country nsk premurn itself- dmved f?om the nsk analysis of the above Items - mtigates 
the risk of fluctuations m these factors and resultmg Impact on the project In reality, however, nsk 
assessment and rmttgabon of these factors is not a one-to-one relationship By defmtion, the economc 
and financial factors whlch make up country nsk are not attributable to one actor or entity whlch can 
rmhgate that nsk In addtton, the h l  mterpretation of country nsk may be based m part on subjective 
analysis of "soft" or non-commercial factors 

Non-commercial nsks are assoc~ated wth any political and regulatory changes that have an Impact on 
the project and any fadure of enhttes operatmg under the junsdctlon of the host government (1 e , state- 
owned utilities) to meet financial obligations In effect, these nsks are economc nsks, but are 
categorized as "non-commercial" because they are nsks associated wth the publ~c sector of the host 
countty environment These "soft" factors of country nsk analys~s - open to subjective mterpretation 
- which will also contribute to the country nsk premurn 

LlBOR 1s the key rate In lnternatronal bank lendlng LlBOR IS the rate at wh~ch malor banks In London are 
wllllng to lend Eurodollars to each other It 1s used to determine the Interest rate charged to creditworthy borrowers 
LlBOR rates based on dally quotes at 11 AM London bme from five major London banks are fixed rates quoted for 
speclfic matur~tles The lendlng rate In the Euro-markets (LIBOR) n quoted for the U S dollar and other Eurocurrenc~es 
generally for fixed-term borrowings such as three months, SIX months and so on 
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Project specfic pohcy nsks mclude (1) changes in regulation, and (11) economc failure of public sector 
counterparts Changes m regulahons meed to be assessed and mtigated through negotiation Economc 
fdure of pubhc sector counterparts (1 e , state-owned utdities) to meet contractual obligations 1s on the 
greatest concerns to project sponsors and lenders 

Fmally, as descnbed above, political nsk entails expropnation or other action by government or a 
government entity whch would force the project mto default 

Ths combmatlon of nsks - economc, financial, non-commercial, project specific and polltical - wl1 
be assessed dunng the due dligence phase of PDF loan appraisal The experts engaged m the due 
diligence process w11, through a senes of analyses and assessments, amve at an appropnate nsk 
premum to add to six month U S dollar LIBOR floor 
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2 Options for Financial Products and Serv~ces 
to be Offered by the Nepal Power Development Fund 

The traditional sources of project f u n h g  compnsmg long-term leans from fmancial institutions and equty 
offerings in the capital market are madequate to match the nsk-return profile and pay back penods of 
Infrastructure projects The little term lendmg that currently exlsts m Nepal typically extend loans for five (5) 
years (matchmg theu- tenure of funds), whle power projects reqcure tenures of up to twenty years or more The 
long tenure of funds requlred coupled wth sigmficant nsks mvolved and sensitivity to fmancmg costs make 
tradtional fmancmg approaches less sutable for such projects 

Thus, power project fmancmg must not only meet the capital reqwrements of the project m a cost effective 
manner but also attempt to share the nsks among all participants concerned The mability of tradtional sources 
of financmg m achevmg both these objectives necessitates structured fmancmg as a more viable source of 
fundmg both from a nsk shatvlg and cost pomt of view 

The mtent of the PDF is to extend loans and related services to pnvate project sponsors for mvestment m and 
major upgrade of power facilities as well as other long-term, capital mtensive power-related projects To meet 
the needs of project sponsors, the PDF's product range should seek to address the specific needs of power project 
fmancmg 

Broadly, the PDF's potential product range could be classified as 
b Debt products 

Liqudtylmatunty management products 
Fee-based services mclunlng credt enhancements 

b Equity mvestments 

A bnef descnpbon of potential products under each category follows Many of these products are not currently 
offered m Nepal or m countries m s~mlar  stages of development, and are relatively new even by mternational 
standards It should therefore be noted that specific products and services could be phased m over tlme as the 
techrvcal capacity of the Fund Adrrrrmstrator mcreases and m lme wth  demand for more sophisticated products 
and services 

2 1 1 Senlor Loans 

Seruor debt lncludes all short- and long-term debt that have clam pnor to jumor obligations and equty 
on an Investment Enterpnse's assets m the event of liqudatlon Senlor debt commonly mcludes funds 
borrowed fi-om banhs, msurance compames, or other financial mstitutions, as well as notes, bonds or 
debentures not expressly defined as j w o r  or suborhated 

In addbon to h e c t  loans to Investment Enterpnses, the PDF would solicit applications fiom qualified 
Nepalese commercial banks to participate m the co-fmancmg of power projects (see Section 5 2) The 
PDF would encourage these "Participatmg Cre&t Institutions" to share PDF nsk by matchmg PDF 
resources wth  theu mternal funds 
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2 1 2 Subordrnated Loans 

Ths refers to all short- and long-term debt that is subordmated by agreement to semor debt These loans 
are generally semor to equty but j w o r  m clam on assets to semor and secured debt, that is, repayable 
only after other debts wth hgher clam have been satisfied Suborhated loans can be generally or 
spec&cally subordmated A general subordmation 1s a blanket suborbation A specific subordmation 
details as to the type of debt whch is suborhated In the event of hqwdation, subordmated debt has 
c l m  on assets aRer unsubordmted debt Some suborhated debt may have less clalm on assets than 
other suborhated debt For example, jutuor subordmated debt ranks below a subordmated debenture 

The subordmat;lon language of each PDF project loan agreement would determme the precise extent and 
c~rcwtances of the subordmabon mcludmg the repayment of principal, payment of mterest, term of the 
suborbation and a description of the lenders and creltors to whch the PDF loan is suborbated 

The flow of pnvate capital for power projects is currently constramed by country nsk perceptions and 
the lack of project fmancmg track record The provision of PDF fmancmg m the form of suborbated 
debt and the presence of the PDF as a stakeholder m the power sector w11 pve the necessary comfort 
to pnvate developers and q d t y  cornmerclal lenders to partlapate m power project fmancmg m Nepal 

2 I 3 Convertrble Debt 

This refers to debt that is exchangeable mto eqmty at the option of the holder and under specified terms 
and conduons Converbble debt offers vanous advantages For example, an Investment Enterpnse can 
sell debt wth lower Interest rates and less restrictive covenants by gvmg mvestors a chance to share m 
potential capital gams Convertibles offer h s  possib~lity A more Important advantage fkom the 
standpomt of the Issuer is that a converbble Issue can be used as a temporary fmancmg device By usmg 
converhble debentures, whch provide for a tme lag before they are convertible mto common stock, an 
Investment Enterpnse can rmntrmze the cost of money dunng the construction penod After the tune lag 
has elapsed and the power generation facihty IS produc~ng revenue, convertibles can be exchanged for 
equlty m the project 

2 2 L~qu~dlty/Matunty Management Products 

A key constramt m the development of an lnfrasbucture fmanclng market m Nepal is the absence of long-term 
financmg, especially for construct~on Broadly, th~s  group of products would make available long tenure funds 
for power projects and help exlstmg lenders get around thelr matunty constrmts m lendmg to the power sector 
by giving them an exlt route after a pre-specified penod They w11 also encourage new lenders to enter the 
marhet and mcrease the bankability of projects 

2 2 1 Take Out F~nance 

"Take out" fmancmg refers to debt fmancmg m the form of pre-arranged or contmgent fmanc~al 
comtments agreed at financial closure whereby a borrower's crehtor is paid off and the o n p a l  short- 
term loan is replaced wth a longer matunty loan Take out forms mclude the follounng 
- take out of a construction fmance lender at the satisfactory completion of construction and plant 

comrmssiomg, and the explratlon of general and specific warranty penods 
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- take out of a medum-term finance lender (who is a lender to the project for a penod mcludmg and 
longer than construction but shorter than the penod necessary for the project to repay its lenders from 
its generated cash flows) at any tune between the sahsfactory completion of construction and plant 
comss lomg  and the explration of general and specific warranty penods and the tlme of the fmal 
repayment of pnncipal due to that lender 

- take out of medium- or long-term lender at any tune between the satisfactory completion of 
construcbon and plan comss iomg and the explration of general and specific warranty penods and 
the tlrne of the final repayment of pnncipal due to that lender 

2 2 2 Standby F~nance 

Ths refers to a comtment to loan money up to a specfied amount for a speclfic penod, to be used only 
m a c e W  conttngency Under h t e d  recourse fmancmg as is envisaged by the PDF, lenders generally 
Insist that Investment Enterpnses have access to standby fmancmg to meet any unanhcipated fmancial 
obhgations whlch is available for deployment as needed rather than belng tied to specific procurement 
packages Standby comtments are provlded by the major equlty holders and both semor and 
subordmated lenders They are drawn down on aparr pasu' basis regardless of the cause of the cost 
overrun2 

2 2 3 Refinance 

Through this product, the PDF could provide refmancmg servlces to both pnvate commercial lenders 
as well as other financial mt~tuhons Th~s product could provide additional liqudty for other fmancial 
mstitutlons, malung more funds available for lendmg to power projects 

Fee Based Serv~ces 

2 3 1 Loan Synd~cat~on 

A project financlng practice whereby a group of commercial bankers and mvestment bankers each agrees 
to advance a portion of the fmancmg Typically, the fmancmg is arranged by a smgle bank at narrow 
interest rate spreads above the lender's cost of funds The synhcator acts as mvestment manager, 
collect~ng a loan ongmation fee or cornmtment fee from the borrower, and arranpg for the sale of 
prormssory notes to other banks m the group 

From the Latln meaning wrth equal pace speed or progress A par1 pasu clause In a loan agreement 
precludes subordlnatron of the loan to other debt 

Thls has a strong economic ratronale If the standby commitments of dlfferent lenders were earmarked for 
dlfferent project components the total amount of standbys would have to be ~ncreased to provide risk protecbon whlch 
would Increase overall project financlng If cost overruns occurred and the PDF d ~ d  not partlclpate equally In the standby 
facllltles the commercial lenders would have to finance a hlgher proportion of the project Lenders would Increase the 
risk premlum ~ncorporated Into thelr Interest rate Thus the overall cost of the project would go up and Its vlabllrty would 
decrease As such the provlslon of standby facll~tles and the par! pasu draw down of these facllltres are essenbal to 
ensure the overall economy of the project Fallure to do so would ~nvanably lead to greater dAcukies In rnobllnlng the 
total financlng ad In lncurrlng a h~gher cost of the projects financed by the PDF 
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2 3 2 Part~al Guaranty Mechanlsms3 

The percept;lon of sigmficant repayment nsk associated wth the provision of long-term capital for power 
projects potentially offers at least two types of p m a l  guaranty mechmsms to encourage long-term 
flows of pnvate capital to the power sector A partial creQt guarantee would cover a porhon of the 
financmg provlded by pnvate financiers A partial nsk guarantee, on the other hand, could be provided 
to cover performance of certain contractual obligations whlch are cntical to the sustarned vlabihty of 

I 

projects 

The partla1 crecht guarantee could be used where long-term funds are requred for a project to be 
financially viable Commercial lenders tend not to be wllmg to extend long-term loans due to theu 
reluctance to assume nsk over a long matunty A partial credt guarantee could be structured to help 
transform mehum-term fundmg mto longer terms There are a number of ways m whch t h ~ s  may be 
acheved (1) guarantees for longer-dated maturities, (11) liquld~ty guarantees m the form of put optrons4 
and take-out fmancmg (post-construction, for example), and (111) rollmg guarantees that cover a fixed 
number of scheduled payments The pmcipal objective m offenng such guarantees m the domestic 
market would be to encourage a lengthemng of the terms of finance to provide a better match between 
loan matunties and a project's fmancial requrements 

A partla1 creht guarantee should extend only to project lenders, and only be done when essent~al 
Operating procedures can be developed to d e t e m e  the appropnate level of enhancement m a gven 
sltuabon to ensure that guarantees are prowded only to the extent necessary Creht enhancement should 
not be considered for projects that can reasonably be expected to go forward mth f u n h g  fiom pnvate 
or official sources mth the secunty provided through appropnate project s t ructmg mthout the 
guarantee It would necessady be a matter of techcal and professional judgment to assess what is 
possible for pnvate financiers to undertake wthout enhancement It would be essential to systemat~cally 
assess all guarantee transactions and the extent of coverage and pncmg would be foremost 
considerations 

Parhal nsk guarantees could be provlded to cover performance of certaln contractual obligations whch 
are cnbcal to the susmed v~ability of projects In most pnvate sector, llmted recourse fmancmgs, the 
government typically must offer to undertake certam activities essential for the project, whch are under 
the direct control of government, government-owned public ut~lities or other government entities In 
adcbbon, the government may agree to provide fmancial support for nsks whch cannot be msured at a 
reasonable cost Fadure by the government to meet one or more of these specific comtments can have 
an adverse Impact on project v~ability and its ability to generate sufficient revenues for tlmely debt 

Although central government guarantees vrrtually elrminate lender's risk in commercral borrow~ng, from a 
development vlewpolnt government guarantees generally create perverse effic~ency rncentives They encourage 
lenders to dispense wlth project review and even to Ignore local financlal condtttons As long as a loan IS adequately 
covered by a central government guarantee commrtment, the lender has no reason to llmrt its lending to comrnerc~ally 
viable projects On the contrary there e every Incentive for heedless lendrng and for rnefficrent local spendlng As a I 

result one of the primary ratronales for encouragrng prrvate sector lendrng - rnstrlllng financial discipline In project deslgn 
and operatron - IS defeated Government guarantees should thus not be considered as an optron under the PDF 

A put optron IS a contract givrng the holder the right, but not the obligatton to sell a securw or financlal 
instrument for a specified period of tlme at a specified price Puts are bought by Investors who belleve the prlce of the 
underlying securlty or financral Instrument will go down and they will be able to sell the securQ or Instrument at a hlgher 
prlce 
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semce A mqor nsk to mvestors and lenders m such projects could anse fiom excessive delays caused 
by the govemment's achon or fdure to act, by adverse changes m laws and regulations, and by a general 
debnorahon m macroeconomc conditions whch adversely affects the project A partial nsk guarantee 
strengthens the crehb~lity of government contractual undertalungs The value of thls type of partial 
guaranty lies m overcommg mvestor caution regardmg political and pohcy nsk 

2 4 Equ~ty Investments 

At some polnt dunng the life of the PDF, local equty could be offered to ~nvestors only ~f a means could be 
devised to secure a llstlng on the local stock exchange Ths  would, of course, requlre the contractmg of 
specialized expefise to support the local issue In order to overcome the current weakness m the absorptive 
capacity of the equty market m Nepal, a project sponsor's lead mvestment bank could pre-place a speclfic 
amount of equty wth a thrd party The latter could sub -mdmte  the equlty and hold it dunng the construction 
penod of a particular project, then would gradually &vest itself of it Small local mvestors could then acqulre 
h s  equty Such a scenano would broaden the ownershp base of the power plant and provide local mvestors 
wth the opportuIllty to hold eqwty 

It should be noted that the placement of local equlty requues a great deal of work It mcludes f m h g  outside 
undemters for a large stock flotation, who w11 slowly release the stock mto the market as both the project and 
market absorpbve capacity develop Smlarly, the issue of convertible bonds, a new development for the local 
capital market, would also reqwe an enormous amount of work However, gven the current status of the local 
stock exchange, these scenarios would be very &fficult to Implement wthout reforms amed a tmg themng  the 
current market 
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3 Organizat~onal Structure and Management 
of the Power Development Fund 

HMGN would own the PDF, appomt an Investment C o m t t e e  to approve PDF fundmg proposals, and engage 
a Fund Admustrator to oversee the process of recommendmg project mvestments and managmg the day-to-day 
adrmtllstrabon of the PDF Based on the recommendahom of the Fund A h s t r a t o r ,  the Investment C o m t t e e  
would only approve loans to selected power sector projects whch have fulfilled the necessary licensmg 
requrements of the Electricity Development Center, mcludmg a clearance -from the Mlnlstry of Population and 
Enwonment The PDF would not be a major provider of funds for any one project However, the PDF would 
have U S dollars available for long matunties that would match the needs of new power project mvestment 
Other than the emarkmg of funds for smaller scale projects, PDF funds would not be earmarked for specific 
projects, thus al lomg the PDF to respond flexlbly to market demands and to allow for the analysis of each 
project on its own m a t  Nepal's commercial banlung sector wrll be encouraged to participate m financmg these 
projects, particularly those of ten (10) megawatts and below 

3 I Cho~ce of a Flnanc~al lnstltutlon as 
Manager of the Power Development Fund 

The success of the Power Development Fund wll depend largely on the quality of its mplementation Ths, m 
turn, depends on whlch FI is chosen as the Fund A h s t r a t o r  and the nature of the agreement that is reached 
regarclmg the management of IDA and other donors' credts for the power sector The selection of a financial 
msbtubon for the Fund A h s t r a t o r  w11 be approached as a systematic process to seek out an institution that 
understands the fiscal reality that the era of sovereign lendmg is passmg Given the dearth of expenence w r h  
Nepal's local financial md~tubons m the area of project finance, a tearmng (or partnershp) agreement wth either 
the FI's parent bank or a regonal or mternational mvestment or merchant bank' specialimg m mfkastructure 
project finance to provide reqtusite advisory services for project evaluation, loan appraisal and nsk assessment 
will be a prereqwsite for bidclmg for the Fund A h s t r a t o r  contract 

Not only wll the Fund A h s t r a t o r  play a crucial role m the successfid mplementation of the PDF fiom the 
standpomt of techcal and a h s t r a t i v e  capacity, success w11 also be a function of the chosen mstitutions' 
abhty to provlde leadership m promotmg pnvate sector parhcipabon m the power sector through the mobilization 
of long-term pnvate mvestment to complement IDA'S and other donors' scarce resources for thls key sector The 
PDF seeks a Fund Admustrator wth the wsion to venture beyond the bounds of tradhonal lendmg m Nepal and 
employ market-demed 111cenhves to successfidly assist pnvate mvestors to mvest m the power sector so that 
they may earn a competitive return -from thelr long-term mvestments m the sector whle simultaneously 
contnbutmg to the development of the sector 

Due to the long-term nature of the Investments envisaged, the choice of Fund Admmstrator d reqme an 
evaluation of elements of financlal soundness, professional management capability, and expenence m 

Investment banklng lnvolves the sale and d~str~butron of a new offenng of securlbes by a financlal 
lntermedlary (an Investment banker) who buys securlbes and Instruments from the Issuer as prlnclpal and assumes the 
r~sk of dlstr~butlng the securaes to Investors The process of purchasing and dlstrlbutrng secuntres IS know as 
underwr~trng Merchant banklng on the other hand IS a form of banklng where the bank arranges credlt financing 

but does not hold the loans In ~ t s  Investment portfolio to maturity Merchant banks also provlde counsell~ng and 
negotlatron services 
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mfrastructure project finance At least six considerations should govern the choice of a financial institution to 
serve as Fund A b s t r a t o r  (I) whether it meets ehgbility cntena for delmquency and loan loss rates, adequacy 
of the bank's capital, and its liqmlty position, (11) its track record wth regard to lendmg m Nepal, (in) the 
expenence of the parent bank, mvestment bank or merchant bank wth whlch the local FI has teamed, particularly 
wth respect to project finance on a h t e d  recourse basis m the di-astructure sector both worldwde and m South 
Asia, (iv) the qualifications and expenence of the Project Fmance Specialist recrwted to drect the process of 
advismg on PDF mvestrnents and manapg the day-to-day a b s t r a t i o n  of the PDF, (v) the qualifications and 
expenence of the advisors andlor consultants deemed necessary to help adrrrrmster the fund m the efficient and 
effective manner expected of the Fund A h s t r a t o r ,  and (vi) the mvestment advisory fee sought by the Fund 
Adrrrrmstrator Assessment of vanous local bidders' overall fmancial conhtion ml1 be conducted wth ngor as 
wdl the evaluahon of the local FIYs partner mstitution, key personnel and the reasonableness of the mtitutions' 
proposed mvestment advisory fee 

In order to ensure falrness and transparency m the choice of the Fund Adrrrrmstrator, selection w11 be made on 
the basis of compebbve biddug Evalu&on cntena for the bids should mclude the six elements specified above 
wth emphasis placed on mshtuQona1 capabhhes, personnel and the magmtude of the proposed management fee 
Bid revlew and selechon of the Fund A h s t r a t o r  wll be camed out by the Electricity Development Center m 
collaboration wth IDA and should mclude representatives of the Mmstry of Fmance, Mmstry of Water 
Resources, Mmstry of Law and Justice and the Rastra Bank 

3 2 The Fund Admln~strator's Fee Structure 

The Fund A h s t r a t o r  would be reimbursed for its costs and expenses to a h s t e r  the PDF d be paid an 
mvestment advisory fee Elig~ble relrnbursement items would mclude expenses and salanes related to staffmg, 
office space, telecornmumcations, travel, accommodations and bd-party costs (mcludmg the fees of 
subcontractors and taxes and other governmental charges) mcurred m the canylng out of its duties As an 
mcenhve to effechvely carry out the duties delmeated m Section 4 2 1, the Fund A h s t r a t o r  shall also receive 
an annual investment advlsory fee fiom the PDF Each fmancial mshtution that participates m the b~ddmg 
process for Fund Adrmnistrator wll be asked to rationahze the magmtude of its proposed advisory fee As a 
guideline, the fee should not exceed one-half of one (%) percent of the amount of pmcipal lsbursed and 
outstandmg and not m default The rate should be subject to peno&c review and adjustment, if necessary 

3 3 The Power Development Fund's Accounts 

3 3 1 Power Sector Account 

All credits designated for the sector from IDA and other donors would flow through a "Power Sector 
Account" and would ultimately be disbursed duectly to or for the account of the Investment Enterprise 
agamst eligble expenltures for eqmpment, matenal, civil works and services Conversely, all fees, 
pmcipal repayments and loan mterest wdl flow mto the Power Sector Account for repayment of the IDA 
credt The Power Sector Account A h s t r a t w e  Unit descnbed m Section 1 4 would be established 
wthm the Fund Adm~mstrator's fmancial mstitution to mamtam the Power Sector Account m adltion 
to other duties descnbed m Sectlon 4 2 

Acres/USAID Private Electncrty Project 3-2 
8 



Nepal Power Development Fund 
Borrowefs lmplementatron Plan 

3 3 2 Power Development Fund Operat~ng Account 

A "Power Development Fund Operatmg Account" would also be a b s t e r e d  by the Power Sector 
Account Admtntstrat~ve Umt on behalf of HMGN 

3 4 Acimlnlstrat~on Agreement 

The Fund A b s t r a t o r  wdl manage the PDF under an A b s t r a t i o n  Agreement wth  HMGN Ths  agreement 
will spec~fy the duties and authonty of the Fund A h s t r a t o r  and delmeate PDF policies and operational 
gmdehes to be followed by the Fund Admtntstrator The A h s t r a t i o n  Agreement should, inter aha specify 
the objectives of the PDF, defme the duties and powers of both the Fund A h s t r a t o r  and the Investment 
Comrmttee, define the PDF's mvestment pohcy, delmeate the loan approval process and lendmg terms, speclfy 
collection and momtomg reqwements, prescnbe fees and eligble expenses, specify the duration of the 
agreement and conlt~ons for its t emat ion ,  specify mdemmty clauses, and define ovemdmg effects of the 
agreement The draft agreement wll  reqwe IDA approval 

Figure 1 illustrates the relationships between the International Development Association, HIS Majesty's 
Government of Nepal, the Power Sector Account, the Fund A h s t r a t o r ,  Participating Crel t  Institutions, and 
Project Compames (Investment Enterpnses) 

3 5 Investment Pollcy 

Besides providmg long-term fmanclng to overcome a number of financial constramts to power sector 
development, another objechve of the PDF would be to earn slpficant long-term returns m the form of recurrent 
mcome through an mhal portfoho of suborhated debt m pnvately managed power generation operations, either 
extstmg or under development (collechvely referred to as "mvestment projects") These returns would contnbute 
to cash surpluses over m e  whch should be used to support future lendmg for power projects and cover the cost 
and fees associated wth  PDF admtntstration 

The PDF wll seek to attam ths  objective through dn-ect mvestments m the followmg 
Hydro power generation projects 

b Transmssion and lstnbution mvestments related to qualifying generation projects 
Isolated rural power system projects 
Other acbvihes whch, m the opmon of the Investment Cormruttee, relate to the development of the country's 
power sector 
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NEPAL POWER DEVELOPMENT FUND 
Proposed Flow of Funds, lnformat~on and Decls~on Maklng 

: US$ Equivalent 

- - - - - - - - - - -  
US$ or rupees #%#c%&mpt~~ 
- - - - - - - - - - -  *rpr,rM8W=B 

or rupees 

lnternat~onal Transactlon 
Key - - - - + ;lrh;mat~on -) Local Transactlon 
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To aclueve these objectives, the Fund A h s t r a t o r  would help to identlfjr and research potential mvestments 
and present recommended mvestments to the Investment Comrmttee for approval In each and every case, the 
Investment Comrmttee would make fmancmg decisions only after a full evaluation of each project has been 
c m e d  out by the Fund A h s t r a t o r  to establish that it is techcally, economcally, financially viable and 
enwonmentally acceptable, mcludmg an appraisal of the project's nsks and its potential for mtermpted debt 
service perceived m the mvestment opportumties presented The due diligence thus performed by the Fund 
Adrrrrmstrator dunng the loan appraisal process w11 determme the level of nsk associated wth a particular loan 
and therefore the magmtude of the safety margm (1 e , debt service coverage) requrred 

It is mtended that d m g  the early stages of PDF operation, the focus would be on fmancmg new hydro power 
generation projects although the PDF w11 retam the flexibility to mvest m exlstmg projects selected by the 
Investment Comrmttee for ther fit wth HMGN's generation expansion plan and ther potenbal earmngs 

The PDF finance (1) mlvidual mvestments not exceedmg twenty-five (25) percent of total project cost 
(defined to mclude Interest and fees dunng construction, sponsor's costs and mtial workmg capital), (11) projects 
utilizmg proven technologes posmg low nsks of obsolescence, and (iu) projects respectmg the envronmental 
gwdelmes and resettlement policies of both HMGN and the World Bank Group 

The PDF mav not (1) fund projects whch are not or cannot be licensed by MOWR's EDC, (11) take management 
control over any mvestment, (111) make any mvestment whch exposes the PDF to unlmted liabihty, (iv) mvest 
m any smgle project more than one-thlrd (113) of its capitalization allocated to the first PDF vmdow, (v) mvest 
in any single project more than one-fifth (115) of its capitalization allocated to the second PDF wmdow, (vi) 
Invest m any slngle project whlch does not have a debt service coverage ratio of at least 1 2 tlmes, or (v11) mvest 
m projects wth less than an eighty to twenty (80 20) percent debt to equlty ratio 

The PDF wll pnmanly seek (1) m&vidual mvestments not exceedmg twenty-five (25) percent of total project 
cost (defined to mclude mterest and fees dunng construction, sponsor's costs and mtial workmg capital), (11) 
projects wth operatmg hves m excess of e n  (15) years, (111) projects utilizmg proven technologes posmg low 
nshs of obsolescence, and (iv) projects respectmg HMGN and World Bank Group env~ronrnental gudelmes and 
resettlement pollcies 

3 6 Lend~ng Terms 

HMGN's application for a US$100 mllion IDA crel t  would be compnsed of two "wmdows" The "first 
wmdow" would be for projects whch mvolve generatmg facilities greater than ten (10) megawatts Under the 
first mdow, loans would be provided wth matunties rangmg up to 23 years reflectmg the repayment capacity 
of the project to be financed, wth a mawnum grace penods, from loan approval by the Investment Comrmttee 
through project comm~ssiomng, of up to eight (8) years Fundmg would be made available m foreign currency 
by IDA at the request of the Fund A b s t r a t o r  and would be pad dlrectly to or for the account of the project 
borrower 

Under the "second wmdow", the PDF would enter into co-fmancmg relationshps wth qualifjmg Nepalese 
financial mQtubons m order to address local hancmg bamers to pnvate power development Such an approach 
wdl provide mcremental financial support as needed to mduce participation of Participatmg Crelt  Institutions 
to onlend to pnvate compames promotmg projects mvolvlng gnd connected generatmg stations of ten (10) 
megawatts and below or isolated nual power systems licensed by the Electricity Development Center Loans to 
Investment Enterpnses for these smaller projects would be m either local or foreign currency at matunties 
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justdied by the economc Me of the project However, it IS &ely that matunties of more than fifteen (15) years 
could be justified by smaller projects It is the mtent of HMGN to earmark twenty (20) percent of the total 
amount of the IDA credt for the second w d o w  

Given the need to ensure the PDF's fmanc~al mtegnty throughout its term of operation, it is lmperatlve that all 
projects, regardless of  the^ sue or value, be subject to the same stages through whlch such projects wll typ~cally 
progress and iterate 

Dumg the first two years of operahon of the PDF, the PDF would offer long-term subordmated loans However, 
considerahon d be gven to providmg take-out fmancmgs, standby fmancmg and other fmancial products and 
semces on a case by case basis for mvestment projects sponsored by qualified Investment Enterpnses2 and for 
PC1 partlcipat~on A review of the PDF's operation after year two would d e t e m e  whether demand warrants 
expansion of the PDF's fmancial products and services 

The Fund Admmstrator, m consultation Mlth the PDF Investment Comrmttee, shall have full autonomy to pnce 
loans to borrowers, 1 e , project sponsors and PCIs, accordmg to perce~ved nsk and maturity, and to cover the 
PDF's mtermediation costs Although the option of both fixed and vanable rate loans would be offered by the 
PDF, at present, Nepal's very lmted market for long-term lendmg offers no benchmarks for the placement of 
long-term debt wth pnvate sector developers andlor PCIs Nevertheless, the expenence of other countries m 
smlar  conditions as Nepal can suggest some useful parameters 

The Jamaca Pnvate Mastructure Fmanclng Fachty, for example, utilizes a vanable lendmg rate for U S dollar 
debt pegged to its costs of funds, one of whch is the U S dollar six (6) month London Interbank Offered Rate 
(LIBOR)3, another bemg the prevalllng World Bank Lendmg Rate To th~s  is added a prermum dependmg on 
the type of fmanc~al products and services offered 

Semor Debt four hundred (400) basis pomts4 
Subordmated Debt SIX hundred (600) basis polnts 
Standby Fmance six hundred (600) basis pomts 
Convertible Debt four hundred (400) basis pomts 

The onlendlng terms for U S dollar loans under the Palustan Pnvate Sector Energy Development Fund IS as 
follows 

Dunny construchon a fixed rate equal to the greater of 1) the sum of the prevailmg Flve-Year U S Treasury 
Notes rate plus a spread of 200 basis pomts, and 2) the sum of the prevailmg World Bank Lendmg Rate plus 
a spread of 150 basis pomts 

Lessons from countries In the region lndlcate that for long gestabon pnvate sector energy projects the 
necessary financing can probably be mobilized only wlth slgnrficant support provlded by multrlateral and b~lateral 
agencies The proposed subordlnabon of long-term debt would give added comfort to prospectrve lenders particularly at 
the in~tiatron of a program of private sector transact~ons in the power sector 

The six month U S dollar LlBOR was quoted at 5 6875 percent on May 22, 1998 

The smallest measure In quotrng yields equal to one one-hundredth of one percent, or 01 percent 

The yield on the Five-Year U S Treasury Note was quoted at 5 64 percent on May 22 1998 
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ARer completion of construction but before all loans other than the loans for the mvestment project whlch 
me senior to these loans have been repaid a vanable rate, to be reviewed annually, equal to the greater of 
1) the sum of the prevahng One-Year U S Treasury Note rate plus a spread of 300 basis pomts, and 2) the 
sum of the preva~lmg World Bank Lendmg Rate plus a spread of 250 basis polnts 

After repayment of such semor loans and until the loans for the mvestment project have been Mlv reuaid 
a vanable rate, to be reviewed annually, equal to the greater of 1) the sum of the prevailmg One-Year U S 
Treasury Note rate plus a spread of 400 basis pomts, and 2) the sum of the preva~lmg World Bank Lendmg 
Rate plus a spread of 350 basis pomts 

Based upon these models, ~t is envisaged that Investment Enterpnses seelung fmancmg under the PDF7s first 
window could choose between a vanable rate equal to the six month Umted States dollar LIBOR plus an 
appropriate rlsk premum or a fixed rate based on the matunty of the loan and the market swap rate between 
variable and fixed mterest rates for Umted States dollar debt6 at the tune the loan is negotiated plus an 
appropnate nsk prermum Matunties would range -from twelve (12) up to twenty-three (23) years, wth a 
mawnum grace penod of eight (8) years dependmg upon the construcbon penod and the economc life of the 
project 

k s k  premiums wll be recommended by the PDF A h s t r a t o r  on the basis of due hligence The experts 
engaged m the due lligence process wll, through a senes of analyses and assessments of the combmation of 
risks extant m Nepal - economc, financial, non-commercial, project specific and political - arnve at an 
appropnate nsk prermum to add to six month U S dollar LIBOR floor 

lnterest rate swaps are contracts that allow a debt lssuer to swap the Interest rate ~t currently pays on an 
outstandlng debt Issue For Instance an lssuer w~th varlable rate debt outstandlng may want to lock In a foted rate of 
Interest To do thls the lssuer enters Into a floatrng-to-fixed swap whereby the lssuers will now pay a fixed Interest rate 
The counterparty to thls swap IS then obligated to pay a floatrng rate of Interest as deterrnlned by a benchmark such as 
LlBOR Nether the prlncrpal nor the actual Interest payments change hands Instead, the net difference between the 
two Interest rates IS determlned - monthly semiannually or annually - and IS pald by the party whose payment obl~gahon 
exceeds that of the other 

Advantages of Interest rate swaps 
A floating-to-fixed swap Increases the certainty of an lssuers future obllgatrons 
Swapplng from fixed-to-floahng rate may save the lssuer money d Interest rates decllne 

+ Swapplng allows lssuers to revise thelr debt profile to take advantage of current or expected future market condibons 
or to better match the structure of thelr Investment portfol~o 

Disadvantages of Interest rate swaps 
+ A party to a swap must pay fees to a swap dealer that arranges the swap 
+ The swapper IS exposed to the rlsk that the counterparty will default on the contract 

In a floating-to-fixed swap the orlglnal lssuer of the varlable rate debt may be exposed to basls polnt nsk, I e the 
Index that determines the variable rate Interest that the counterparty pays may be lower than the actual Interest rate 
on the Issuers var~able rate debt 

+ In a float~ng-to-fixed swap, the onglnal lssuer of the varlable rate debt usually strll has to pay the remarketrng and 
l~qu~d~ty provlslon fees associated wlth the var~able rate debt 

+ If unfavorable Interest rates develop the swapper must pay to unwlnd or asslgn the swap whlch places addltronal 
costs on the swaper 
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For projects to be fmanced under the PDF7s second wmdow, it IS envisaged that the mterest rate would be the 
average weighted deposit rate of all mterest beanng deposits of commercial banks Matunties for second wmdow 
loans would range up to fifteen (15) years mth a m m u m  grace penod of up to five (5) years 

There is a constmnt m settmg a vanable lendmg rate for the PDF dunng the constructlon penod of the projects 
to be financed, as larger standby facilities to cover both the nsk of fluctuation m the mdex to whlch the vanable 
rate IS pegged and the nsk of cost overruns are normally requlred Thls would Increase the rupee fundmg 
requirement of the envlsaged projects whlch could burden on the local financial market Therefore, for each 
project to be financed by the PDF, the onlendmg rate should be rolled over and capitalized, and be fixed for the 
construct~on penod equal to a rate to be determmed by the Fund A h s t r a t o r  and the PC1 

Interest due from borrowers to the PDF shall accrue on a day to day basis based on a three hundred-sixty (360) 
day year and shall be calculated on the loan account or each separate mterest penod The mterest penod shall 
be a penod of six (6) months The first mterest penod shall commence fiom the date of frrst hsbursement and 
shall end six (6) months fiom that date The mterest penod for all lsbursements, other than the first 
&sbursernent, shall commence form the date of such lsbursement and end on the date the current Interest penod 
ends At the end of an mterest penod, all hsbursements (attractmg separate mterest rates) shall be merged 
together and shall be roiled over as one amount for the next Interest penod 

3 6 1 The Power Development Fund Fee Structure 

The PDFYs proposed fees and charges for its "first wmdow" shall be fixed for each loan and wll 
generally be based on the followmg structure 
- One-Time Application Fee US$5,000 (or dollar equvalent) non-refundable to be submtted at 

application 
- Documentation Fee one-quarter of one ($4) percent of the loan amount, non-refundable 
- all cost/fees and out-of-pocket costs of travel for the mvestrnent advisors/consultants appomted by 

the Fund A h s t r a t o r  andlor PDF Investment C o m t t e e  for appraisal and due lllgence7 
- cost mcurred m connection wth Fund A h s t r a t o r ' s  personnel's official visits m relation to 

negotiations, meetmgs, mollltomg, etc 
- Comtment  Fees three quarters of one (%) percent per annum of the unutilized loan amount 
- Project Morutonng Fee three quarters of one (%) of the yearly outstandmg balance, provided that the 

annual fee not exceed US$50,000 
- Standby Fmancmg Faclllty Fee one (1) percent 
- Take Out Fmance Facility Fee one quarter of one ($4) percent 

Thls structure is m lme mth fees and charges by mfkastructure lendmg programs In the event that the 
fees charged to borrowers, as per the proposed fee structure above, do not totally cover the costs and 
expenses of the Investment C o m t t e e  and the Fund Admmstrator, part~cularly dunng the mtlal years 

' Due d~l~gence entails the respons~b~l~ty of the Fund Adm~n~strator to act In a prudent manner In evaluatmg 
credrt applicat~ons In essence, uslng the same degree of care that an ordinary person would use In mak~ng the same 
analysis Due diligence would be conducted by either the Fund Admlnlstrator &self or by speclallsts and would look Into 
the lnvestment Enterprise's background ~ts financ~al rellabillty and the intended use of the proceeds of the PDF loan In 
order to ensure to the best degree possible, that the recommended investment does not go sour 

The lenders charge for holding cred~t ava~lable 
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of PDF operation, part of the IDA cre&t should be use to cover these costs subject to a ceilmg to be 
negobated wth IDA However, m order to be self-sustamg, the PDF should earmark a portion of its 
future mterest mcome to cover operatmg costs 

The fee structure for the PDF's "second wmdow" would be assessed on a case by case basis Fees and 
charges for the "second wmdow" could, for example, be absorbed m the mterest rate charged by 
Participatmg CreQt Institutions 

3 7 Spread Income 

As described above, HMGN shall receive the IDA creQt at concessionary terms However, it is envisaged that 
the Fund A h s t r a t o r  would place debt at market rates for matunties varylng between twelve (12) and twenty- 
three (23) years wth a m u u m  grace penod of e~ght (8) years Therefore, the Merence between the PDF's 
fundmg and placement terms would result m a sigmiicant cash surplus accnung to the PDF over tune In addition 
to interest spread, the &fference m the matunty and grace penods of loans placed by the Fund A h s t r a t o r  
would also lead to cash accumulations for the PDF The mcome resultmg from mterest spread would be partly 
deployed to cover the operatmg expenses of the Fund A b s t r a t o r  and the PDF Investment Comrmttee after 
an mtlal penod covered by pmcipal from the IDA creQt and for the fmancmg of new projects 

3 8 Asset Management 

The cash accumulatrons accmg  to the PDF, net of pmcipal payments after the expuation of each loan's grace 
period, will reqwe prudent management It is envisaged that an Asset Management contract would be 
compebtrvely bid after year five of the PDF's operation m order to engage a fiduci& for the PDF to act, vvlth 
discretion and mtelligence, to seek reasonable mcome, preserve the capital of the PDF, and, m general, avoid 
speculabve investments The benefit of engagmg a fiduciary separate fi-om the Fund A h s t r a t o r  is to ensure 
that the management of the PDF's loan resources is kept entlrely separate from the management of the PDF's 
interest e a m g s  Rather than allowmg the Asset Manager to freely make mvestment decisions, it is 
recommended that more formal mvestment rules be adopted For example, a legal list of approved mvestments 
should be defined to mclude only hlgh q d t y  debt and equuty secmties at the tlme the contract is put out for bid 

3 8 1 Float Management 

The Fund A h s t r a t o r  shall also be responsible for management of the float1' msmg from Power 
Development Fund transactions All proceeds from the float shall accrue to the PDF, not the Fund 
Admustrator 

A fiduciary IS a person company or assoclatlon holdlng assets In trust for a beneficiary, In thls case the PDF 
The fiduc~ary IS charged w~th the responstblllty of lnvestlng the money w~sely for the beneficiary's benefit 

lo The Interest accrulng to cash balances created by the bme lag In processing payments 
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4 Adm~nistration of the Power Development Fund 

4 1 Power Development Fund lnvestment Comm~ttee 

The Investment C o m t t e e  wll be estabhshed by HMGN under appropriate provisions of Nepalese law The 
part-tune PDF Investment C o m t t e e  whch would be responsible for detennmmg the overall policy, drection 
and supervision of the PDF In addtion, the Investment C o m t t e e  would ensure that the Fund A h s t r a t o r  
is undertakmg its dubes m accordance wth the established pohcy framework and the condtions agreed to m the 
Adrrrrmstrahon Agreement between HMGN and the Fund A h s t r a t o r  The Investment C o m t t e e  would also 
have the mandate to approve proposals for loans m accordance wth a recommendation of the Fund 
A h s t r a t o r  

The PDF Investment C o m t t e e  w11 be compnsed six (6) members, one of who w11 be an ex ofjclo member 
wthout vomg nghts appomted by the PDF Admustrator The remamg members w11 be appomted by HMGN 
from a k t  of canddates agreed to wth IDA Two members of the Investment C o m t t e e  shall be appomted fiom 
the public sector, one from the Mmstry of Fmance and the other fiom the Mmstry of Water Resources The 
r e m m g  members shall be appomted from the non-government sector' and wll have relevant backgrounds and 
expenence A Chaman of the Investment C o m t t e e  from the non-government sector would be appomted by 
HMGN and serve a two (2) year term T ~ I S  policy of a majonty of non-government sector dxectors over the life 
of the PDF would help to ensure the autonomy and crdbility of PDF a h s t r a t i o n  when dealmg wth  domestic 
and mternatlonal pnvate mvestors and lenders Ths would sent the proper signal to the mternational fmanclal 
community that the PDF (I) 1s bemg admmstered m an efficient, far, clean and transparent manner, and (11) 
encourages mternabonal standards and compebbon ThIS is a must for sustamed pnvate lnvestment and efficient 
project development 

4 1 1 Dut~es and Powers of the lnvestment Comm~ttee 

The Investment Comrmttee's duties and powers would mclude, Inter alza (1) revlew and approve PDF 
mvolvement m soltcited or unsohc~td blcls, (11) c&x& local fmanclal mstitutlons as Particlpatmg Credt 
Instltutlons, and (111) revlew and approve proposals for loans m accordance wth the recommendation 
of the Fund Adrrrrmstrator, (IV) monitor the performance of the Fund A h s t r a t o r  to ensure compliance 
at all tlrnes urlth the PDF's Investment Pol~cy, (v) revlew and approve quarterly and other reports 
subrmtted by the Fund A h s t r a t o r ,  (vl) revlew the books and records of the PDF mamtamed by the 
Fund Administrator, and (vn) keep HMGN appraised as to the operations of the PDF and make 
recommendations to HMGN concemng the renewal or termmation of the A h s t r a t i o n  Agreement 

The Investment Comrmttee would meet at least quarterly to undertake these duties wth the ultlrnate 
intent and purpose of malag funds received by HMGN from IDA and other sources available for 
commercially viable power projects Followmg approval of a loan proposal by the Investment 

There IS a strong rationale for mlnority government partlclpation The PDF IS tallored to support a selected 
program of largely prlvate sector lnvestment that will 1) leverage IDA s reduced lendlng involvement wlth prlvate sector 
resources 2) Improve the operating efficiency In Infrastructure through Involvement of the private sector and 3) act as a 
catalyst for rnoblllzlng long-term resources In the capltal markets In~ated at the beglnnlng of the translhon perlod when 
private sector operations would be Introduced Into publlc sector managed and controlled actrvltres the PDF would be 
able to lnf uence the process of prlvate Investment Thus the presence of an all prlvate lnvestment Committee would 
provlde confidence to the lnternahonal financial community regarding the transparency of the loan approval process 
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f 
Comrmttee, the Chauman of the Comrmttee, or lusher designated power of attorney on the Comt tee ,  
would have the authority, as HMGNYs designee, to sign the loan agreement wth a pnvate company or 
a qualified Participatmg Cre&t Institution for the co-fmancmg of projects 

I 
4 I 2 Loan Approval Process 8 
Each Investment C o m t t e e  member would be responsible for evaluatmg hlsker speclfic area of 
expemse and dec~s~ons regarchg jinancmg would be made on the bas~s of a three-quarters (%) majonty I 
4 I 3 Membership Terms 

Members of the PDF Investment C o m t t e e  would be appomted by HMGN for staggered terms of up 
to three (3) years Terms would be staggered to ensure contmwty wtlun the Investment C o m t t e e  1 
4 1 4 Qual~flcatlons for Members of the lnvestment Comm~ttee 

Non-government members of the Investment Comrmttee shall have broad backgrounds and practical 
expenence m the areas of power generation, commerce, finance and/or law The members appomted 
from the Mimstry of Fmance and Mmstry of Water Resources, for example, shall not be less than 
"Class One" officers The Manager of the Power Sector Account Adrmtllstrative Umt, who would serve 
as ex o ~ c l o  Secretary of the Investment Comrmttee, shall have at least ten (10) years of expenence m 

I 
developmg, appraismg, fmancmg and negotiatmg transactions m the Infrastructure sector C 
4 I 5 Compensation of lnvestment Commrttee Members 

Investment Comt tee  members would be contracted on a part-tune basis and would be paid on a daily 
rate basis (mcludmg reunbursement for eligble expenses) for activihes specifically related to the duhes 
described m Section 4 1 1 The terms and condtions of each C o m t t e e  member's contract and the 
amount of h she r  compensatlon would be d e t e m e d  by HMGN For the first several years of PDF 
operahon, compensation received by C o m t t e e  members would be paid out of resources provided by 
IDA Thereafter, compensation for C o m t t e e  members would be paid f?om PDF-generated revenue 

I 
(1 e , fees and mterest mcome) 

4 1 6 Removal of Members 

Investment Comrmttee members can be removed at any tlme by HMGN if a member has (1) failed to 
attend two consecutwe meebngs, (11) been grossly negligent m the conduct of h she r  duties, andlor, (in) 
failed to perform under the terms of hsher  contract I 

4 2 The Fund Admrnrstrator 

The overall responsibhty for establishmg operational and financial policies for the use of the IDA cre&t would 
be deterrmned by HMGN m close consultation with the World Bank A Power Sector Account Admstrative 
Unit (PSAAU) shall be establ~shed wtlun the Fund Adrmtllstrator's financial mstitution and assume 
responsibdity for mplernentahon of these pohcies and for momtonng compliance of these policies by Investment 

I 
Enterpnses and PCIs 
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The Fund A h s t r a t o r  shall at all tunes be an mdependent contractor wth respect to its dealmgs wth the PDF 
and nothing m the agreement to be signed between the Fund A h s t r a t o r  and HMGN shall be construed to 
create the relabonshlp ofjomt venturer andlor partner between the Fund A h s t r a t o r ,  on the one hand, and the 
PDF, on the other 

4 2 1 Dut~es and Powers of the Fund Adrnln~strator and 
the Power Sector Account Admlnlstrat~ve Un~t 

The Fund A h s t r a t o r  shall exercise its powers and hscharge its duties as delmeated below m the best 
Interests of the PDF and shall exercise the degree of care, ddigence and slull that a prudent mvestment 
advisor actmg as an mvestment advisor to the PDF and farmliar wth the lunds of project mvestments 
to be made by the PDF under its Investment Policy would exercise under the c~rcumstances m light of 
prevailing mdustry practices and the quality of mformation available 

In canylng out its duhes delmeated below, the Fund Admustrator shall at all tunes comply wth any 
wntten mstrucbons of the Investment Comrmttee, pronded that such instructions are not m contrahction 
of the Investment Policy set forth m Section 3 5 

The Fund A b s t r a t o r  shall advise the Investment C o m t t e e  on the PDF's project mvestments and 
perform day-to-day adrrrrmstration of such mvestments mcludmg the followrng 
- carry out an mtemabonal program of focussed public relations on behalf of the PDF, publiclzmg its 

purposes and capabilities and its potential mvestment projects 
- advlse the Investment Comrmttee on the Investment busmess of the PDF, mcludmg the identification 

and consideration of potential project mvestments for the PDF whch comply wth  the Investment 
Policy and have received licenses from EDC, report fmdmgs regarclmg project mvestments to the 
Investment C o m t t e e  and seek mvestment approval fi-om the Investment C o m t t e e  

- conduct all appropnate analyses and due dligence mvestigations of potential project mvestments 
and propose appropnate structures for such mvestments 

- prepare loan and other fmancmg documentation m connection wth approved projects 
- mon~tor and a b s t e r  the PDF's portfoho of project mvestments as well as the performance of 

such mvestments and seek ways of enhancmg the value of such mvestments 
- malntaln safe custody of the PDF's assets from project mvestments and handle all funds paid or 

received by the PDF wth respect to, or m connection wth, the project mvestments of the PDF 
- submt monthly and quarterly reports to the Investment C o m t t e e  regardmg the a h s t r a t i o n  and 

debt service collections of the PDF's project mvestments and other matters as the Investment 
C o m t t e e  may requlre fi-om time to tune m connection wth the PDF's project Investments 

- mamtam all books and records of the PDF wrth respect to its project Investments and receive and 
make all correspondence on behalf of, and m accordance wth, the mstruct~ons of the Investment 
Comrmttee promded that for the avo~dance of doubt all such books and records and correspondence 
shall remam at all tunes the lawful property of the PDF 

- at the request and on behalf of the PDF, momtor, llaise wrth, and attend shareholders and hectors 
meetmgs wth respect to, and othenvlse oversee, the PDF's Investment projects 

- morutor and a h s t e r  the PDF's mvestments and ensure compliance at all tunes wth the PDF's 
Investment Policy descnbed above and report to the Investment C o m t t e e  m respect thereof on a 
monthly basis 
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To the extent requlred m order to comply wth mtten mstruchons of the Investment Comrmttee and 
othewse to perfom its dutles specified above, the Fund A k s t r a t o r  shall have the authority, power 
and nght for the account and m the name of the PDF 
- to issue orders and mtructions wth  respect to the dsposition of project mvestments, monles and 

other assets of the PDF 
- to enter mto, make and perform contracts, agreements and other undertalungs 

The PDF Adrrrrmstrator, whlle mamtamg ~ t s  respons~bilities, shall be entitled to delegate any of its 
duhes to quaMed persons (subadvisors) and shall be entitled to pay fees to any such persons provided 
that such fees are pald fiom the PDF Adnurustrator's mternal account and are not charged to the PDF 

A 

The PDF A h s t r a t o r ,  whlle mamtamg its responsibilities, shall also be entltled to engage and rely 
on advlce gven by accountants, attorneys, consultmg engmeers, fmanc~al advisors, msurance brokers, - 

tax advisors, valuers andlor any other advisors and/or consultants (subcontractors) engaged by it as it 
may deem necessary or adwable m relatlon to the performance of all or any of its activities set forth m 
Section 4 2 1 The costs of any subcontractor other than those qualified persons (subadvisors) L- 

referenced above shall be paid or rembursed by the PDF to the extent provided m Section 3 2 

Not withstandmg any of the foregomg, the sole and exclusive dscrehon as to the &sposltion of PDF 
resources wth respect to any and all project mvestments to be made by the PDF shall rest wth the 
Investment C o m t t e e  

* 

The PDF A h s t r a t o r  shall exerclse the aforemenhoned powers and hscharge ~ t s  dutles m the best 
mterests of the PDF and shall exerclse the degree of care, dligence and slull that a prudent mvestment 
advisor actmg as an mvestment advlsor to the PDF and famllar with the kmds of project mvestments A 

to be made by the PDF under ~ t s  Investment Policy would exercise under the cucumstances m light of 
prevailmg mdustry prachces and the quality of mformation ava~lable 

The PDF A h s t r a t o r  shall act m good fath and exercise due care m selectmg, mtructmg and 
supervising any subcontractors m relation to the performance of all or any of its duties set forth m 
Sectlon 4 2 1 

4 2 2 Functrons of the Power Sector Account Adm~nrstrat~ve Unrt I 
It is envisaged that the Fund Adnmstrator's PSAAU would be staffed by a part-tme manager, fmancial 
specialtsts, accountants and clencal personnel Ths core of the PSAAU would be supported by short- 
term consultants, drawn fiom elther the Fund A h s t r a t o r ' s  local fmancial mstitution or its 

1 
mvestment/merchant bank partner, to assist m economc, fmanc~al, legal, and techcal aspects as 
needed To asslst the Fund Admullstrator m its dutles to provide well-mformed recommendations to the 
Investment C o m t t e e  on a number of issues, specialized personnel, mdependent from the Fund 
Admmstrator's own mstitutions, may be penodlcally retamed to review loan requests from project 

S 
1 
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sponsors on an "as needed" bas15 for h t e d  penods of time based on specific economc, fmancial, legal 
and techcal requirements These pnvate consultants would be competitively selected for economc, 
fmancial and legal mputs2 

It is suggested that the PSAAU be organmd Into two sections to ensure the effective management of the 
PDF A Techcal Section would, znter aka, carry out p re lmary  assessments of loan applications to 
ascertam whether a particular project is llkely to meet eligbility cntena, prepare apprasal reports, be 
mvolted m detaded d~scussions of the borrowers' secunty package, and submt recommendations to the 
PDF Investment Comrmttee To asslst wth these due Ugence processes, the PSAAU would draw upon 
the in-house expertise of the Fund Adrrrrmstrator and specialized consultants from outside the Fund 
Adnurustrator's orgamzation as reqwed 

An Adrmntstrabve Secbon would momtor PDF borrowers and prepare penohc reports on loan collection 
performance It would also hsburse finance, collect repayments and mamtam accounts Of particular 
importance for the success of the Power Sector Account would be the Fund A h s t r a t o r ' s  emphasis 
on the development of procedures for the review of borrower applications and upgradmg project 
apprasal standards through t r m g  A detaled descnption of the activities that both the Techcal and 
Adrmntstrabve Sections of the PSAAU would be mvolved m dunng the loan appraisal and negotiation 
phase, the detailed design phase, the construction phase, and the operations phase of a PDF-funded 
project are delmeated below 

A Power Development Fund Operations Manual would establish the framework for the adtmmstration 
of the PDF mcludmg loan pncmg, appraisal and processmg, as well as project/loan momtomg by the 
Fund Adnurustrator's staff and advisors 

4 2 3 Manager of the Power Sector Account Admln~stratlve Un~t  

A part-time Project Fmance Specialist would serve as manager of the Power Sector Account 
Admmstrabve Unit (MPSAAU) Hetshe must have at least ten (10) years of expenence m developmg, 
appraising, financmg and negotiat~ng transactions m the ~ a s t r u c t u r e  sector The M/PSAAUYs 
background must mclude expenence wth h t e d  recourse financmg mcludmg the preparation of biddmg 
documents, negobabon of secunty package documents and bnngmg projects to fmancial closure Talung 
mto account the specialued nature of MfPSAAU position, it may be necessary to recrult thts mdividual 
from abroad 

The M/PSAAU would be responsible for managmg the consultancy resources at lusher hsposal m order 
to advise the Investment Comrmttee on the PDF7s project mvestrnents and perform day-to-day 
administration of such Investments Although the MRSAAU would represent HMGN m loan 
negotiations, helshe would be accountable to the Investment C o m t t e e  Specifically the MIPSAAU 
w11 have the followmg responsibilities 

These Inputs would include ~nter alra a review of 1) the adequacy of the financing package 2) the financial 
viabrlrty of the project under various tarff scenarios 3) the adequacy and approprrateness of the Secunty Package 4) 
the corporate structure of the Investment Enterprises 5) appropr~ateness of and proven experience wlth the technology 
offered 6) cost aspects of the constructron strategy and 7) other cost Issues rncludrng those relatrng to operatron and 
maintenance 
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Account Establishment Phase 

(1) Appomtrnent of the professional staff for the Power Sector Account A b s t r a t l v e  Unlt, hmng 
of support staff and operationalization of the Umt 

Loan Ap~raisal and Negotiation Phase 

(2) Revlew of loan applications received fiom borrowers (Investment Enterpnses and PCIs) for PDF 
financmg m order to ascertam the eligbility of the sponsors' apphcahon under the PDFYs cntena 
Assess the need for h g  outside consultants whenever necessary 

(3) For those project sponsors whch seek a duect loan under the PDF, review the creltworthmess, 
financial standmg and resource availability of the project sponsor to raise eqmty and to package, 
construct and operate the project m a satisfactory manner 

(4) Apprase the project from a financial, econormc, techmcal and legal viewpoint m accordance wth 
PDF guidelines and prepare and furmsh to the Investment Comrmttee and IDA a consolidated 
assessment report 

(5) Review the financial structure and procurement plans of the Investment Enterpnses to assess 
compliance wth IDA gudelmes 

(6) Participate m the negotiation of the Secunty Package 

(7) Recommend the approval or dsapproval of loan applicat~ons on the basis of such appraisals 

(8) Undertake due dligence of the projects to assess that all agreements, concessions, and permts 
requlred by the project fiom vanous public and pnvate entities have, m fact, been obtamed 

(9) Prepare credt review reports for the Investment Comrmttee and IDA 

(10) Draft, negotiate and execute loan documentation wth all relevant part~es 

(1 1) Approve or &sapprove drawdown notices under the PDF loan agreement, and dsburse or procure 
or authorize lsbursement of PDF funds to or as requlred by the Investment Enterpnses or PC1 

(12) Coordmate wth IDA, prepare quarterly performance reports, and ensure compliance wth 
covenants 

Detailed Desim Phase 

(13) To the extent that the M/PSAAU feels it necessary m the performance of hslher loan momtonng 
function, monltor the performance of destgn and preparation of specificahons and d rawgs  
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Construction Phase 

(14) Momtor the performance of the Investment Enterpnses3 dunng the construction phase to ensure 
whether (1) progress on construchon and procurement of major plant is proceedmg m accordance 
with the implementation plan, (11) project costs are m h e  wth the fmancmg plan m order to 
rmnu~llze cost and tune over runs, and (111) loans are utilized m accordance wth  the condtions set 
out in the loan agreement Projectlloan monltonng gwdelmes for the construction phase are 
contamed m Appendx C 

(15) Coordmate wth semor lenders and project sponsors to ensurepan pasu dsbursement of all the 
debt and eqwty fmancmg facility to the project 

(1 6) Ensure that the Investment Enterpnses obtams and mamtam the necessary murance to cover all 
construction phase nsks 

operations Phase 

(17) Momtor the performance of the Investment Enterpnses to review the operabon and mamtenance 
of project assets, protect the fmanc~al Interests of the PDF, and protect the Interests of HMGN 
These objectives would be achleved by the PSAAU through momtonng of (1) the project's 
techcal performance cntena, such as techcal  tolerances, actual energy output agamt planned 
output and plant capacity, (11) the hanc~a l  performance of the Investment Enterpnses, m particular 
its ability to meet future expendture requirements, and (in) compliance wth contractual 
arrangements made with the PDF, particular loan repayments and liqwdlty obligations 
Project/loan momtonng guldelmes for the operations phase are contamed m Appendx D 

(18) Receive and collect payment mstallments of the PDF loan, and take steps for the recovery of 
overdue ~nstallments or, where appropnate, the whole of the PDF loan and the enforcement of (or 
of secunty under) the loan documentation 

(1 9) Ensure regular ~nterest and principal payments to HMGN on behalf of the PDF m accordance wth 
the agreed schedule 

(20) Ensure that the Investment Enterpnses obtams and marntams the necessary msurance to cover all 
operations phase nsks 

4 2 4 Account~ng and Aud~t~ng 

The Fund A b s t r a t o r  would conduct ~ t s  business m accordance wth mternat~onal standards and the 
accounts of the PDF shall be subject to generally accepted accountmg and audtmg procedures whlch are 
cons~dered acceptable to both HMGN and IDA The Fund A h s t r a t o r  must ensure that (1) accounts 
and financial statements for each fiscal year would be prepared and audited by mdependent auhtors 

The Fund Admlnlstrator's main objectrves In monitoring the progress of a project are to 1) protect the PDF s 
Investment In the project 2) confirm that the Investment Enterpnses IS contrnulng to meet Its obllgatrons under the PDF 
loan agreement and 3) meet ~ts obllgatrons under Its Admlnrstratron Agreement w ~ h  HMGN to provlde reports on both 
the PDF and the progress of approved projects 
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acceptable to both HMGN and IDA, (11) statements of expenhture would be mamtamed m accordance 
wth sound accountmg prachces, be mamtamed at least one year after the completion of the audrt for 
the fiscal year m whch the last wthdrawal was made, and a separate opmon on Statements of 
Expendtures be mcluded m the annual audrt, and (111) certified copies of audted accounts and fmancial 
statements for each fiscal year, together wth the au&tor7s report would be furmshed to IDA as soon as 
avadable but not more than three months after the end of each fiscal year startmg wth audt reports for 
the first fiscal year after the s igmg of the loan agreement between HMGN and IDA 

The PSAAU's mam objectlve m monltomg the progress of a project are to (1) protect the PDF7s 
investment m the project, (11) c o d m  that the Investment Enterpnses is contmumg to meet its 
obligat~ons under the PDF loan agreement, and (111) meet its obligat~ons under the A h s t r a t i o n  
Agreement to provide reqlusite frnanc~al reports 

The PSAAU would be responsible for momtormg all projects receivmg PDF fmancmg and would charge 
the Investment Enterpnses a monltonng fee based on actual costs to the PSAAU The PSAAU would 
momtor a project through the 1.11babon and construchon phases of the project covenng all activihes from 
the s~gnmg of the loan agreement to the comrmssionlng of the facil~ty The PSAAU7s morutonng role 
dunng the subsequent operational phase of a project would be less detailed than dunng mtiation and 
construcbon For each project, PSAAU staff and consultants must mamtam a separate file whch covers 
procurement, dsbursements and PDF drawdowns The PSAAU's monltonng act~vities dunng the 
operahonal phase would mclude venfylng that the work specified m the construction contract has been 
carned out as planned, that the procurement has been compet~tively bid m IDA-eligble countries, and 
that the overall cost is w t h  budget Ths  momtonng role would contmue until the loan from the PDF 
has been repad Gudehes for project/loan morutonng dunng the constructton phase of the project are 
contamed m Appendci C Those for momtonng dunng the operatlons phase are contamed m Appendx 
D 

4 2 6 Fund Adm~n~strator Confl~ct of Interest Issues 

In the event that the Fund A h s t r a t o r ,  any k d  party under contractual obligation to the Fund 
A b s t r a t o r  or any affiliate, &ector, officer or shareholder of the Fund A h s t r a t o r  (a "Related 
Person") is mvolved m any fmancial, mvestment or other professional activity whch causes a conflict 
of mterest wth the obhgabons of the Fund Adrrrmrstrator to the PDF, the Fund A h s t r a t o r  shall have 
regard to its obhgahons to the PDF and shall act, or shall use ~ts reasonable endeavors to cause such b d  
party or Related Person, as the case may be, to act, m the best Interests of the PDF, so far as is 
pract~cable havmg regard to its obligat~ons to other clients 

In the event that the Fund Admuustrator, any thlrd party under contractual obligation to the Fund 
Adrrrrmstrator or any Related Person is providmg or has provided fmancial services to or has, proposes 
to have, any fmanclal or other mterest m any company or project m whch the PDF is considering a 
proposed mvestment (a "Conflict of Interestyy), the Fund Admmstrator shall (1) promptly Inform the 
Investment Comt tee  of the nature and extent of such servlces or financial or other mterest on a tlmely 
basis (but m any event pnor to malang a related mvestment proposal to the Investment Comrmttee), and 
(11) make avadable any reasonable mfoonnabon whlch the Investment Comnuttee may requlre to evaluate 
the relabonshp between such party and such company or project For the avoidance of doubt, the Fund 
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Adrmmstrator shall be deemed to have a financial or other Interest m any such company if it is provihg 
smces  to, or o thmse  representmg or advlslng any dud  party havlng an lnterest m, any such company 
or project 

The Fund A h s t r a t o r  shall not be liable for any failure to make an Investment on the basis of any 
information known to the Fund A h s t r a t o r  or any of its shareholders or other affiliates where the 
utllizatlon of such mformation would, m the Fund Admmstrator's reasonable oplnlon, constitute a 
violation of any applicable legslation or a breach of any fiduciary or contractual relationship between 
the Fund Admuustrator and any other person 
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5 Eligibll~ty Criteria for Power 
Development Fund F~nanc~ng 

Loan apprasal and processing would be carned out by the Power Sector Account Adrrrrmstrative Umt under the 
overall direction and control of the PDF Investment Comrmttee The Investment Cornnuttee would approve 
mvestment projects for fmancmg only after ensunng that these projects meet economc, fmancial and techcal 
viability cntena and HMGN and/or World Bank Group envuonmental standards (mcludmg cntena for 
mvoluntary resettlement, should it arise) Elig~bility cntena for accessmg PDF fmancmg are set forth below 

(a) Type of Project 
The project should be either (1) a generation project greater than 10 MW and rangmg up to 300 MW 

identdied through the screenmg and ranlung exercise under the Me&um Hydro Power Study1 or by NEA 
or pnvate promoters usmg screenmg cntena acceptable to IDA, or (11) a generation project of 10 MW or 
less 1denMed by NEA or pnvate promoters usmg screerung cntena acceptable to IDA, or (111) and isolated 
rural power system project, or (iv) a transrmssion and dlsttrrbution project related to a qualifjrlng generation 
project 

(b) Competztzveness 
Compehbveness would be ensured by considemg proposals that offer pnces for electricity whlch would 
be less than the umt cost of generation that the Nepal Elecmcity Authonty would have mcurred for the 
same generation, adjusted for fmancmg available to the pnvate sector 

(c) Economzc Rate of Return 
The economc rate of return of all proposed mvestment projects2 must be sufficient to encourage pnvate 
mvestment flows to fund needed power plants so that Nepal can remam competitive mth other countnes 
that are offenng eqwvalent or hlgher returns Where applicable, the projects would form part of a least- 
tanff expansion plan3 

(d) Envzronmental and Soczal Assessment Cnterza 
All projects would necessanly meet HMGN's envlronrnental and social assessment cntena as laid out m 
the counby's 1993 Enwonmental Impact Assessment Guldelmes, the 1997 Envuonmental Protection Act 
as well as the World Bank Group's envuonmental and social assessment gwdelmes 

CanadIan Water and Energy Consultants Medium Hydropower Study Project Ma~n Report, Phase I, Fine 
Screening and Ranking Report, 1997 

* The economlc analysis of potenbal investment projects would be carned out on a case-by-case basis The 
methodology that would need to be followed to prepare the economlc analysis for potentral projects would be set out In 
the PDF s Operatrng Manual It should be noted that high discount rates tend to reduce the competitiveness of 
hydroelectric projects because these projects justify their existence through fuel and operatrng cost savlngs in future 
years The higher the dlscount rate the less those future savings are worth in present value terms Hlgher discount 
rates justify higher levels of investment In thermal generatron (thereby increasing concern about rel~ablllty of fuel supply) 

Projects el~glble for PDF financing would be pr~orltrzed on the baas of their fit wth the countty's generation 
expansion program 
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(e) Lzcenszng 
Only projects whch have been issued a Generation License or Transmssion License by the Mmstry of 
Water Resources would be eligble for PDF h b g  

( f) Lzmzted Recourse Fznanczng 
Pnvate mvestors and lenders should not reqlllre h e c t  sovereign guarantees Lenders should rely on the 
security package (see below), future revenue streams fiom the project, and the value of the assets for 
comfort The debt fmancmg must mclude some portion of non-recourse commercial seruor debt The 
PDF's exposure m any project wll not exceed twenty-five (25) percent of the total project cost The 
m u m  debt servlce coverage ratlo would be 1 2 

(g) Use of Proven Technologzes 
The technologes proposed by pnvate mvestors should be proven, that is, they should have a successful 
track record m countnes at a s~rmlar level of technologcal development and support mfkastructure as m 
Nepal 

(h) Viabzbty 
Project sponsors should possess a proven capability to develop, finance and operate the power project(s) 
proposed m countnes at a s~rmlar level of development as Nepal To ensure comtment,  sponsors' equty 
would need to represent at least twenty (20) percent of the project cost for the life of the PDF loan 

5 1 Loan Approval Procedures 

In the case of unsohcited bids, the Investment Enterpnse would subrmt sufficient mformation m order to enable 
the Fund Adrmtllstrator to assess the project and prepare an apprmsal report Ths mformation would cover, rnter 
alra, site avadabhty and its sustamabhty, availability of mputs, appropnateness of, and proven expenence wth 
the technology offered, project design, engmeenng, construct~on strategy, cost estimates, unplementation 
arrangements, specdications of eqmpment and goods, a fmancmg plan, pnces, financial projections, proposed 
arrangement for the supply of essential commodrties, services, and sales of output, proposed arrangements for 
project operation and mamtenance, and the proposed structure of the Secmty Package The Investment 
Enterpnse would also be requlred to subrmt an envlronmental Impact assessment, mcluhg  resettlement plans 
where applicable, m accordance wth HMGN and IDA pdelmes 

Again in the case of unsolicited bids, the Fund Adrrrrmstrator would also revlew adequacy of the fmancmg 
package, financial vlabhty of the project under vanous scenanos, economc soundness mcluhg  the calculation 
of an economc rate of return, adequacy and appropnateness of the Secunty Package, and the corporate structure 
of the project's entities 

In both cases described above, pnor to the PDF Adrrrrmstrator lnltiatmg a loan appraisal process, the Investment 
Enterpnse or the Parbcipatmg C r d t  b t u t ~ o n ,  as the case may be, shall submt a loan application together wth 
its completed feasibhty study and other relevant documentation, such as information regardmg the sponsors, the 
envlronmental and social assessments, license (where applicable) and proposed fmancmg plan to the PDF 
Administrator together wth a loan application fee Ths lrzltiatmg document wll be styled as the "Project 
Informatron Memorandum" (PIM) The PIM vvlll be prepared by the Investment Enterpnse based on mstructions 
provided by the PDF A h s t r a t o r  
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Based on the PIM, the PDF Admustrator wdl seek the Investment Comrmttee's approval m principle to proceed 
wth either (I) an isslung letter of mhcative terms and conhtions to prequalrfied bidders (for solicited projects) 
or (11) a p r e h a r y  letter settmg out the eligbility cntena and apprasal process (for unsolicited projects) The 
PDF A h s t r a t o r  then renews the proposal, ascatam the eligbility of the project for PDF financmg, prepares 
an appraisal report and formulates a recommendation for the Investment Comrmttee 

For each loan proposal, the Fund Admuustrator would prepare an appraisal report on the basis of economc, 
financial and techcal viability and envronrnental acceptabihty The apprusal report, along wth a 
recommendation to make a loan would be forwarded to the PDF Investment Comrmttee Once the loan 
recornmendabon is accepted, the Fund A h s t r a t o r  would be responsible for loan documentation preparation 
and negobabon, executmg the loan documentabon, loan supervision and monltonng, and fulfillmg reportmg and 
auhtmg requirements 

The loan documentation and negotiation process would then proceed as follows 
The Investment Enterpnses submts a loan application together wth its completed feasibility study to PDF 
together wth a loan applicabon fee 
PDF Investment C o m t t e e  issues a Letter of Intent (LOI) to the selected Investment Enterpnses 
The M/PSAAU, supported by consultants if necessary, carnes out an apprasal of the project, supported by 
consultants rfnecessary, based on mformation received m order to ascertam the elig.lbility of the project for 
PDF fmancmg 
The MPSAAU submts a recommendation to the Investment C o m t t e e  to accept the loan application and 
for authonzation to commence negotiations 
Ifthe Investment Comrmttee accepts the recommendation, the M/PSAAU issues a P r e h a r y  Acceptance 
Letter (PAL) to the Investment Enterpnse mcludmg a draft term sheet and loan agreement 
The Investment Enterpnse conveys its acceptance of the PAL and deposits a loan documentation fee 
Generation License or Transmssion License is issued by the Mmstry of Water Resources 
The M/PSAAU, supported by consultants dnecessary, parbcipates m the negohation of the Secunty Package 
wth the Investment Enterpnse 
Smultaneously, p re lmary  negotiations of the Loan Agreement would take place and be evaluated by 
M/PSAAU, supported by consultants if necessary 
The WSAAU, supported by consultants if necessary, reviews Engmeenng, Procurement and Construction 
Contract 
The MJPSAAU, supported by consultants if necessary, prepares an Appraisal Report whlch includes due 
lligence and a Draft Loan Agreement for submssion to the PDF Investment C o m t t e e  
The W S A A U  seeks approval of the loan by the PDF Investment C o m t t e e  
The M/PSAAU, supported by consultants rfnecessary, finalizes negotiations of the Loan Agreement and the 
Secunty Package wth the Investment Enterpnse 
The C h m a n  of the PDF Investment Comt tee  signs the Loan Agreement wth the Investment Enterpnse 

A detailed methodology of the financial, techmcal, economc and environmental (mcludmg resettlement) 
parameters that cover loan documentation for the Fund A b s t r a t o r  would be set forth m the Power 
Development Fund's Operatmg Manual A loan approval process flow chart is presented as Figure 2 on Page 
5-5 
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5 2 Partlc~patlng Credrt lnstrtutrons 

5 2 1 Rat~onale for Local Flnanc~al Inst~tut~ons' 
Access to the Power Development Fund 

By malung medurn- and long-term resources available to ehgble local fmancial mstitutions (styled as 
"Participating C r d t  Institutions") for onlendmg to pnvate sponsors of small projects mvolvmg gnd 
connected generatmg stabom below ten (10) megawatts or isolated rural power systems, the PDF can also 
play a s imcan t  role m m o b h g  local resources fiom these institutions to provide adhtional me&um- 
and long-term fmancmg for eligble projects The objective of lnvolvlng PCIs is to leverage PDF 
resources By reqlunng loan fundmg m a ratio of 1 2, for example (US$l lent by the PDF for every 
US$2, or rupee equvalent, that the PC1 places m the project fi-om ~ t s  mternal funds), PDF resources would 
be leveraged wth capital fi-om PCIs, openrng the way for these resources to be used for power project 
fmancmg on a fully sustamable, commercial basis over the mehurn- to long-term Although the PDF's 
initial level of potential support to each PC1 would be capped at apro rata share of US$2 mllion, thls 
would be revlewed bi-annually An mhvidual PC1 would not be able to exceed its pro rata share wthout 
approval of the Investment C o m t t e e  

The PDF/PCI partnershp would contnbute to the creation of a sustainable commercial marketplace for 
power project development and fmancmg However, some changes m the Nepal Rastra Bank's monetary 
policy, part~cularly wth regard to pnonty sectorldepnved sector lendmg may be requlred to mduce PC1 
parhapation For example, if PC1 participation m power project fmancmg were excluded £rom the 
of o u t s t a n h m  agamst whlch commercial banks are mandatonly requlred to Invest designated 
propoaons m the pnonty/depnved sectors, entry of PCIs mto the power project fmancmg market would 
probably be more assured Ths, m turn, would generate experhe m project finance The expenence 
gained and the mcrease m local fmancial mstitution participation m the power sector would reduce 
transactions costs for and encourage development of subsequent projects Entry of aational fmancmg 
sources mto the power sector would encourage competition, lower rates and promote greater marketmg 
efforts and market penetration 

The local debt that would be raised m Nepal's capital market could finance base costs as well as bemg 
avadable for standby h n c m g  It is envisaged that a lead bank wth some expenence m raismg financmg 
for projects m the local market would manage consort~ums to raise the facllity amount for projects brought 
forward by project sponsors 

It is reasonable to assume that many Nepalese fmancial mstitutions would express mterest m becormng 
PCIs, particularly if the Nepal Rastra Bank mocbfied its pnonty/depnved sector lendmg policies 
However, the PDF would mtially focus on teammg wth the pnvately owned jomt-venture commercial 
banks and, perhaps, the mdustnal development bank, as the state-owned commercial banks are currently 
m fmancial distress 
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Figure 2 

NEPAL POWER DEVELOPMENT FUND 

Loan Approval Cycle 

Acres/USAID Pnvate Electrrcrty Project 5-5 



Nepal Power Development Fund 
Borrower's lmplementat~on Plan 1 

Apphcahons would be solicited from these FIs and would be evaluated accordmg to the cntena set forth 
m Sechon 5 2 3 to d e t e m e  the eligbility of such mstitutions to function as co-fmanciers wth the PDF 
The PDF Investment Comrmttee would apprase all applicants m the context of these cntena The results 
of th~s  assessment would be orgmzed m a PC1 Assessment Report and submtted to IDA 

5 2 3 Elrgrbll~ty Cnterla for the Partlclpatlng Cred~t lnst~tut~ons 
- - 

Ehg~bhty cntena for PC1 participation m the PDF would take Into account the overall financial viability 
of the PC1 together wth the strength of its operatmg structures Each PC1 shall sign a Participation 
Agreement wth the Fund A h s t r a t o r  m whch it certifies that it would at all tlmes comply wth specific 
management and financial performance eligbllity cntena whch would be reviewed on a biannual basis 

In order to become an accredited PCI, FIs must provlde the PDF Investment Comrmttee wth a satisfactory 
report from external auditors licensed by the Audtor General of HMGN c o n f i g  that audts of the FI 
have been camed out m accordance wth mternationally accepted accounting and auQtlng standards for 
the past three (3) consecuhve years The FI shall further subrmt a confirmation from the external audtors 
that at the end of its most recent fiscal year the FI has met cntena set forth below for delmquency and loan 
loss rates, adequacy of the banks7 capital, and thelr liqwdty position Note that no norms are applied to 
these ratios - of more sigmficance is the trend 
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Asset Oualitv Ratios. Past Due (Non- 
Pe r fomn~)  Loans 

Asset Quality Ratios General Provisions 

A past due raho that is mcreasmg is obviously adverse 
Such a trend is especially womsome if it is not due to 
worserung economc condtions or other factors beyond 
management's control A past due raho of five (5) 
percent or more is considered hlgh although for 
development finance entities wth hlgher nsk loan 
portfolios, hlgher ratio would be expected, and more 
emphasis placed on net loan losses 

Based on the assumption that the general provision is a 
true cushlon for future loss, a steady ratio wth 
Increases reflectmg growth m the loan portfolio is 
favorable The level of such provisions may be 
mandated either by statute or mternal policy as a fixed 
percentage of total loans or nsk assets Given normal 
banlung conditions, general provisions would tend to 
range between one to two percent of total loans A 
lower raho mght mdlcate a bank wth a long hstory of 
m a l  losses or a new bank whch has yet to bwld up 
such a reserve A hgh ratio may mQcate a very 
cautious policy, but often a large general provision, 
especially if due to recent and large transfers, mdcates 
recognition of asset qualtty problems Overall, a 
cons~stent ratio and steady levels of transfers to a 
general provision are positive, whle sharp changes 
mlcate problems may exlst 
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Asset Oualitv Ratios. Specific  provision^ 

- -- 

Asset Ouality Rat~os. Net Loan Losses 

Asset Ouahty Ratios Earrungs Coveras 
of Net Loan Losses 

Capital Adequacy Ratios Base Capital 
&QQ 

A sharp nse m speclfic provisions shows management's 
recogrution of problem loans that exlsted at the tune In 
theory, gross loans less specific provisions equals 
viable, i e ,  collectible, loans Only an on-site 
exammbon of the loan portfolio can determe if more 
speclfic provisions are needed If the bank only uses 
specific provisions, the year-to-year lncrease can be 
wewed as net loan losses, and a percentage hgher than 
one percent is usually considered hlgh 

Clearly an mcrease m net loan losses to average total 
loans mhcates the bank has experienced detenoratlng 
asset quality W l e  h s  ratio does not predct future 
asset quality problems, a combmation of hgh past due 
percentage plus hgh levels and an adverse trend of net 
loan losses is wornsome In commercial banks, a hgh 
level of past due is often followed by substantial loan 
losses A very broad benchmark for net loan losses to 
average gross loans is one (1) percent A ratio much 
above that probably mhcates asset qual~ty has been a 
problem 

The earmngs coverage ratio is a mulbple and shows the 
bank's hstoncal capacity to absorb the unpact of loan 
losses The hgher the multiple the better In effect, a 
hghly profitable bank IS far better able to mthstand the 
impact of a hgh level of loan losses than a bank mth 
med~ocre or poor earmngs A multiple of three (3) 
tunes or hgher would normally be considered good and 
mdlcates the bank has the e m g s  capacity to easily 
offset its level of loan losses 

The trend of the basic capital ratio is clear-cut and 
Important An upward trend shows an unproved capital 
position as capital growth is more than keepmg pace 
wth asset growth A downward trend should be vlewed 
as adverse regardless of the reasons behmd it W l e  it 
is essenhal to learn the cap~tal requuement the fmanclal 
instltutlon operates under and how its capital ratlo 
compares to its peers, a very broad benchmark for the 
baslc capital ratlo 1s six (6 )  percent for commercial 
banks and eight (8) percent for other types of financial 
lnstitutlons 
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Cap~tal Adequacy Ratlos Dlvldend Pavout 
&&Q 

Cap~tal Adeauacv Ratios Total Capital to 
Total AsseQ 

I 

The Qndend payout raho shows what port~on of profits 
are bemg pa~d out to shareholders Instead of bemg 
retamed by b d d  up cap~tal Except for very unusual of 
extraorhary items (such as a h e c t  wthdrawal of 
cap~tal), the mverse of the hvidend payout ratio is 
earnings retention Thus a downward trend m the 
dividend payout ratio results m hlgher earrungs 
retention and is favorable Settmg even a broad 
benchmark for a hv~dend payout ratio 1s dIBcult smce 
~t largely depends on cap~tal For example, a well 
capitahzed bank wth low growth m assets can afford to 

As wth the bas~c capital ratio, an lncreaslng trend is 
favorable A broad benchmark for total capital to total 
assets would be eight percent for commercial banks 
The key element regardmg supplementary cap~tal 1s that 
it only provides a partial reassurance to a medocre or 
weak core capital position A bank wth a margmal 
baslc capital ratio should not be v~ewed as adequately 
capitalized due to large amounts of supplementary 
capital 

out a hlgher portton ofprofits m mvidends In turn, 
a hgh &udend payout ratio 1s a sipficant mdcator m 
a profitable bank wth a low capital ratio If a bank is 
not well cap~talized and is paylng out more than fifty 
(50) percent of its net mcome m dvidends, its dividend 
pohcy would appear to be harnpemg its capital growth 
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ProfitabillQ Ratio Return on Average 
Assets 

International Rtsk Based Capital Adequacy 
Standards 

The return on average assets is now wdely accepted as 
the best overall measurement for e m g s  performance 
It is a better measurement than return on capital 
(equty) whch rewards banks that are hlghly leveraged 
The use of return on average assets as a measure of 
performance has encouraged banks to seek ways of 
enhancmg profits off the balance sheet, often referred to 
as non-mterest mcome An upward trend is, of course, 
considered positive In general, banks m developmg 
countnes show hlgher profit ratios than banks m 
mdustnal countnes Ths is pnmanly due to lack of 
stiff andfor genune competition m l e  emphasis 
should be placed on profit levels wthm the particular 
country and among peer mstitutlons, general 
benchmarks do exlst A one (1) percent return on 
average assets is sahsfactory, and many, if not most, 
major banks m mdustnal countnes are well below ths  
level A two (2) percent level or hgher is very good m 
any banlung system, whle three (3) percent or more is 
likely to be excessive due to extraorhary factors or 
negligble competition 

R~sk weighted core capital and total capital ratlo were 
developed by the Basic Comrmttee on Banlung 
Regulations and Supervisory Practices, or Base1 
Comnuttee, to serve as mternatlonal capital adequacy 
standards The mternational agreement that followed 
regradmg capital adequacy has become hown as 
capital convergence Once calculated, both core capital 
and total capital (core plus supplementary) are 
compared to on and off balance sheet items each of 
whlch has been assigned a nsk factor from zero (0) 
percent for cash and balances wth the central bank to 
one-hundred (100) percent for pnvate sector loans The 
capital ratio 1s th~s  based on capital as a percentage of 
the weighted nsk of both on and off balance sheet 
items Thus, banks wth large amounts of lower nsk 
items mll seek hgher capital ratios In ad&tion to the 
rlsk weighmg concept, cap~tal convergence draws a 
distinction between core (equlty) capital and other 
forms deemed to have lower value The appropnate 
benchmarks established by the agreement - if core 
capital alone equals four (4) percent of the weighted 
nsk total and if total capital equals eight (8) percent of 
the same total, the bank should not be considered 
undercapitalized However, if these ratlos are barely 
met, the capital ratmg should probably be only f a r  
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5 2 4 Flnanclng Modal~tres for 
Partlc~patlng Credrt lnstrtut~ons 

The PDF would enter mto co-fmancmg relationshps wth quali@mg Nepalese FIs The PDF w11 be 
designed to address the local fmancmg barners to pnvate power development by providmg mcremental 
financial support as needed to mduce participation of PCIs and end-users Development of PDFIPCI 
financing modalities would occur as the credlt and finance needs, and the structure and analysis of 
mdwidual projects are reviewed by the Fund A h s t r a t o r  and the PDF Investment C o m t t e e  

The jinancmg modahty would entad loan fundmg on a long-term basis wth extended grace (mterest only) 
penods By requlrmg that every US$1 lent by the PDF for every US$2, or rupee equivalent, that the PC1 
places m the project fiom its mternal funds, PDF resources would be leveraged wth capital from PCIs, 
opening the way for these resources to be used for power project fmancmg on a fully sustamable, 
commercial basis 

The Fund A h s t r a t o r  would have review and approval nghts on all transact~ons undertaken PCIs 
would have pnmary responsibliity to ongmate, structure and perform due Qllgence and creQt analysis on 
transactions for support by the PDF To ongmate a transaction, the PCI, followmg appropnate mtial 
comtments .from the project sponsor, would conduct its credit analysls The fmancmg requrements of 
the project -total c r d t  amount, term, cost of funds - would then be matched agmst what the PCI, based 
on its c r d t  analysis, can offer The Merence - m terms of needed longer term momes - would const~tute 
the financlng "gap" whch the PC1 would submt for PDF support The Investment C o m t t e e  must then 
concur wth the c r d t  and financmg analysis The structure and amount of financial support would be the 
subject of negotiation The majonty of project fmancmg would denve fiom the PCI's capital (m a ratlo 
of 2 1 to that of the PDF), gvmg it clear mcentives to make prudent recornrnendat~ons 

The PCIs shall be free to charge borrowers a market-detemed rate of mterest on resources on-lent to the 
PC1 by the PDF PCIs shall also be fiee to make loans on either a fixed rate or vanable basis, and shall 
also be fiee to l d  the vanable rate to any mdex acceptable to the PC1 and its borrower 

5 2 5 Equal Access to the Power Development Fund 

To rrrrmrmze potential concern that the Fund Admustrator mght deny other fmancial mstitutions equal 
access to hancmg available through the PDF, the Fund A h s t r a t o r  shall certify m its Admmstratlon 
Agreement wth HMGN that the proceeds of the IDA credt would be made available to all eligble 
Nepalese PCIs (mcluhg the Fund A h s t r a t o r ' s  home mstitution) on apro rata basis For example, 
if five (5) PCIs (mcludmg the Fund Admmstrator's home mstitution) were to qualify for access to PDF 
resources, each PC1 could each be allocated apro rata share of the total amount earmarked for the PDF's 
"second mdow" provlded that each can ongmate, structure and perform due Qllgence and creQt analysls 
on transact~ons for support by the PDF4 The amount of PDF resources set aside for PCIs would be 
determmed biannually by the PDF Investment C o m t t e e  based on the competmg demands for first and 
second wmdow resources, and the capital adequacy and smgle borrower lrrmts of the eligble PC1 

To ortg~nate a transactton the PC1 follow~ng approprtate tntttal commitments from the project developer 
would conduct tts credtt analysts The financlng requ~rements of the project - total cred~t amount term cost of funds - 
would then be matched agatnst what the PC1 based on ~ts credlt analysts, can offer The dtfference - In terms of 

I 
needed long-term resources - would const~tute the financtng "gap whtch the PC1 would submtt for PDF support I 
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The question of whether to allow the fmancial mstitution housmg the Fund A h s t r a t o r  to also act as 
a PC1 presents a potential conflict of mterest Although neither the Fund A h s t r a t o r  or its home 
mtuhon would be a custnd~an of public b d s ,  it may, nevertheless, have access to "mide" information 
regardmg the spectrum of projects and Investment Enterprises expected to approach the PDF for fmancmg 
However, by precludmg the Fund Admmstrator's home mhtuhon fiom also actmg as a PCI, the PDF may 
forego two potential benefits first and foremost, the best local financial mstitution may not bid on the 
contract for a h s t r a t i o n  and management of the PDF, desmg only to act as a PCI, and secondly, 
leverage would be reduced lf the chosen Fund A h s t r a t o r ' s  fmancial mtitution were precluded fiom 
participatmg m the co-fmancmg of projects 

The potenhal confhct of mterest issue can be resolved if, as chscussed above, all qualifymg PCIs are gven 
access to the PDF on an equal allocation basis Allocatmg each qualifymg PC1 apro rata share of the 
amount of the PDF earmarked for the second wmdow, mcluhg the Fund A h s t r a t o r ' s  home mstitution, 
would allay any fears that the Fund A h s t r a t o r  could deny other fmancial mstltutions equal access to 
fmancmg available through the PDF 

5 2 6 Power Development Fund Utllizat~on Strategy 

Each PC1 shall submt to the Investment Comt tee  a proposal as to how it plans to utilize resources fiom 
the PDF mcludmg anticipated exposure, proposed evaluation cntena to be employed in the project 
appraisal review process and proposed procedures for momtonng loan performance 

Participation Agreements between the PDF and PCIs would reqwe these financial inshtuhons to (1) 
ensure that fmancmg provided is applied fully and exclusively for the purpose agreed when the loan was 
made, and (11) provide such mformation on the progress of the projects fmanced to the PSAAU as the 
Investment C o m t t e e  may reasonably request 

5 2 7 Partlcipatrng Cred~t Inst~tutions' Lendlng Unit 

Each PC1 shall have an appropnate unit (e g , a loan department or corporate finance &vision) at its 
headquarters to deal wth loans to qualified borrowers available under the PDF Each PC1 shall appomt 
a semor officer to be m charge of t h s  mternal Umt together wth appropnate staff wth responsibilities 
mcluhg, but not llnuted to, the followmg 
- oversight of power project review, appraisal, lendmg and supervision 
- reportmg and other procedures 
- mamtenance of dsbursement and repayment documentation 
- hason wth Power Sector Account A b s t r a t i v e  Umt's management team and other appropnate 

entities 

5 2 8 Compliance with Nepal Rastra Bank Gu~delines 

On an annual basis, each PC1 shall provide the PDF Investment C o m t t e e  wth certificaoon that it is m 
compliance wth the Nepal Rastra Bank gwdelmes regardmg prudential regulations, capital adequacy, 
liquidity, and disclosure and reportmg reqwements and other banlung standards spelled out m the 
Commercial Bank Act, 203 1 (1974) as amended 
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5 2 9 Forferture of El~g~brlrty 

A revlew of a particular PCI's ehgbhty to contmue to partlclpate m the PDF would be triggered if it fails 
to produce the certification specdied m Section 5 2 8 If the fa~lure IS on account of collection ratios, the 
revlew would concentrate on estabhshmg whether the PC1 meets the mumum specified profitability ratlos 
after fully providing for the troubled loans whlch are causlng the collection ratios to fall below the 
inmmum reqwed Unless a case can be made for a waver supported by quant~tative justification, the PC1 
shall be suspended fiom parbc~pahon m the PDF until such tune as it demonstrates to the PDF Investment 
Cornmttee that it can acheve and sustam the requisite threshold ratios 
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6 Terms of Repayment to the Power Development Fund 

6 1 Borrowers' Terms of Repayment to 
the Power Development Fund 

Extended grace penods are reqwed to match the development and construction penods of power generation 
projects, and extended repayment penods allow the cost of the projects to be spread over a longer penod and 
hence result in a more acceptable tmff profile by reducmg hlgh tmff levels m the lmtlal years, as shorter 
repayment penods result m hlgher debt service obhgations m the early years Thus, borrowers (Investment 
Enterpnses and PCIs) would be allowed to repay the PDF on a sem-annual composite amortization schedule - 
aggregated from mlvidual loans - up to a maxunum of twenty-three (23) years, mcludmg a m a m u m  (to be 
reviewed on a case-by-case basis) eight (8) year grace penod 

PCIs shall be responsible for repaymg loan amounts to the PDF accordmg to the amortization schedule descnbed 
above, regardless of whether the credit institution has received repayment from the sub-project to whch the loan 
was made 

Either Investment Enterpnses or PCIs may voluntarily prepay loans from the PDF m 111 or m part (m agreed 
nunmum amount and multiples thereof) on any repayment date 

6 2 The Power Sector Account and Repayment of the 
lnternatlonal Development Assocratlon Credlt 

HMGN may draw agamst the Power Sector Account for the purpose of malung payments to IDA Debt service 
to IDA would be m U S dollars (rupee dollar eqcuvalent) at IDA terms 
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7 Evaluat~on and Negot~ation of the Security Package 

Projects financed by the PDF would be undertaken follomg the bdd-own-operate (BOO) or bmld-own-operate- 
transfer (BOOT) model and are to be financed on a llrmted recourse basis m order to promote pnvate mvestment 
in the Nepalese power sector Under h s  arrangement, the mvestors (or thelr contractors) would assume full 
completion and operahonal nsks, but the lenders (mcludmg the PDF) should look pmanly  to the expected 
revenue stream of the projects for secunty The revenue stream, m turn, is dependent upon the strength of the 
various contractual arrangements compnslng the Secunq Package (SP) These seek to reduce lenders' and 
investors' nsk by estabhshmg legally bmdmg obligations, financial structures, and operahonal procedures 
Before loan funds can be hbursed, the lenders would wsh to be satsfied that all the mam agreements meet thelr 
requirements and have been executed 

Lenders may want legal opmons, mdependent engmeenng reports, and copies of government approvals In 
addition, they would want to confirm that the parties to each agreement are crehtworthy and capable of 
pe r fomg  under the terms of then- respective contracts Lenders look to the SP to provide secunty for the loan, 
and m the event of a breach of any of the agreements they may seek the nght to take over the company and Install 
thelr own managers w t h  the framework of the agreements Thus, the preparation of the vanous agreements 
must be coordmated so that there is no conflict between them 

The followmg would be parties to the agreements and other documents compnsmg the SP descnbed below (1) 
His Majesty's Government of Nepal, (11) the Investment Enterprise (1 e , the project sponsors), (111) the Nepal 
Electncity Authonty (NEA) or other purchaser, (iv) the operator, (v) the lenders, (vi) the contractors, (vn) the 
trustee, (viii) the escrow agent, and (ix) the Insurer 

It would be the responsibility of the Fund A h s t r a t o r  to evaluate and negotiate the SP to assess the possible 
adverse financial outcomes m respect of the idenhfied nsks It 1s lrnportant that the agreements whch make up 
the SP comply wth IDA cntena and be acceptable to both the Fund A h s t r a t o r  and the PDF Investment 
Committee To thls end, the Fund Admmstrator would mvite the project sponsor to d~scuss the vanous 
agreements contamed m the SP and would also conduct hscussions wth co-lenders concemg jomt secunty 
arrangements, if requlred 

The Fund Adnurustrator would work through each of the project's potential key nsks (capital cost overmn, delay 
m project completion, hgher than expected cost of finance, and reduced revenue streams) and assess thelr 
potential Impact on the project 

This evaluation would be undertaken m three steps 
Estabhshment of the Impact of major adverse outcomes under the Project (Implementation) Agreement and 
Power Purchase Agreement 
Identdicabon of the contractual relief rerndes avdable under the other contracts and agreements compnslng 
the SP 
Assessment of the quanhtahve net k a n c d  Impact on the project of key nsks, to the extent that the exposure 
of the Project (Irnplementatlon) Agreement and the Power Purchase Agreement is not matched by other 
contractual reliefs and remehes 

The abhty to finance a pnvate power project on a llrmted recourse basis depends largely on the creht quality of 
the power purchaser Most of the projects that have gone through the W s t r y  of Water Resources' fme screenmg 
and ranking exercise Involve projects that would largely be financed by the pnvate sector and that would sell 
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power to NEA, at least for the foreseeable future Under h s  structure, where NEA is the sole purchaser of the 
power, NEAYs credit qual~ty is one of the most mportant factors m a project's ability to secure fmancmg As 
such, it is enwsioned that the Project (Implernentabon) Agreement between HMGN and the Investment Enterpnse 
would covenant a guarantee of NEA's payment obligations to the Investment Enterpnse under the Power 
Purchase Agreement If HMGN does not wrsh to offer such a guarantee, then both an Irrevocable letter of 
credit and an escrow account of sequestered NEA revenues would form part of the Secunty Package The 
Investment Enterprise's first recourse m the case of non-payment by NEA would be the letter of credt and then 
the escrow account 

7 1 Project (Irnplementat~on) Agreement 

The Project (Implementabon) Agreement (PA) is bemeen the Investment Enterpnse and the government agencies 
that have the authonty to provide the assurances and support necessary for the development of a power project 
by the Investment Enterpnse The PA may contam a vanety of comtments, mducements, and guarantees that 
can be gven only by the recopzed governmental authonty Issues range fiom authonzabon to do busmess to 
granbng of certam tax benefits or exempbons from customs duty If government policy has not been established 
m areas that could afTect the Investment Enterpnse, lenders would reqwe that the government make appropnate 
comrmtments 

Often, the PA w11 contam terms and condtions necessary to ensure the effectiveness of other key project 
agreements, such as the Power Purchase Agreement In effect, the PA seeks to guarantee the performance of 
government enbhes mvolved m the project All of these agreements have mterloclung terms and condtions and 
need to be supported by the PA, smce lenders are particularly concerned about government actions that rmght 
jeopardize thelr loans or mvestments Moreover, m projects with long payback penods, this concern is 
compounded m host countries that lack a record of strong support for pohtical, regulatory, econormc and financial 
reforms Appendix I contams a listmg of typical comtments contamed m the Project (Irnplementat~on) 
Agreement 

7 2 Power Purchase Agreement 

The Power Purchase Agreement (PPA) defines the terms of the sale of power whch is the pmciple source of 
revenue to the Investment Enterpnse and  dentd dies the type of transaction (e g , BOO or BOOT) Thls agreement 
would be signed by the purchaser, either the Nepal Electricity Authonty or a future purchaser, and the Investment 
Enterpnse for a negotiable term, and may be renewed upon agreement of both parties Although the terms and 
condtions are often complex, the PPA c o m t s  the producer to specific con&t~ons (e g , m m u m  output, total 
electncal generaoon m lulowatt hours, etc ) over a defined penod and c o m t s  the purchaser to compensate the 
producer by an established amount and tanff rates whenever the facility is available and capable of generating 
power 

Because the PPA prowdes the only revenue stream for repayment of debt and return to mvestors, it is mportant 
to the lender Consequently, the terms and condtions of h s  agreement would be heavily Influenced by the 
lender's deslre to enhance potenbal revenue and mmmze nsk In this case, the nsk to be avolded it the reduction 
or t emabon  of the revenue stream, regardless of the cause The greater the real or perceived nsk to the power 
producer, the hgher the pnce the purchaser can expect to pay 

In reality, the purchaser can reduce or even ternunate the revenue stream under some condtions For example, 
if the purchaser has fulfilled all obligations and power is not bemg provided, the purchaser has the nght to 
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decrease (through penalties) or suspend payment until the situation is remedled However, depending on the 
u-surance carned by the producer (as mandated by the lenders), debt service may be mamtamed for some penod 
The PPA often provides for the producer to compensate the purchaser should power production cease of fall 
below a specified level 

Producers may want a PPA wth an extended durabon for a BOOT-type project that provides for a revenue stream 
beyond the polnt of debt repayment, thus enhancmg return to mvestors For BOO projects, the producer may seek 
a PPA that extends to the pomt were the costs of mamtenance and capital lrnprovements The BOO approach 
should be preferred, so that the producer IS commtted to adequately mamtam the plant after the debt has been 
repaid 

The task of establishmg specific performance guarantees, future adjustments to the tanff, and penalties or 
bonuses for exceedmg or failmg to meet performance guarantees are the heart of the PPA and usually reqlllre 
lengthy d~scussions These mclude not only the purchaser, producer, and lendmg mstitutions but also the 
construction contractor, equipment suppliers, and operatlon and mamtenance entities Each participant that can 
affect the fachty7s performance must prove an acceptable undertalung wth regard to its respective obligations 
For example, the construction contractor may offer a turnkey project The pnce and construction penod effort 
would be fixed and the contractor's performance guaranteed Each of these items affects the cost of production 
and the purchase pnce Even though the producer may have obtalned certam pre lmary  comnutments and 
guarantees fiom the contractor, modifications may be requlred based on negotiations between the producer and 
the purchaser The contractor's offer may have been modlfied to lnclude certam contmgencies Each participant 
has a respective "bottom lme" that established the maximum nsk-and-reward scenano it is wllmg to accept 
Appendlx J contams key provisions of the Power Purchase Agreement 

7 3 Land Conveyance Agreement 

The Land Conveyance Agreement (LCA) transfers land ownershp to the Investment Enterpnse, which purchases 
the land or executes a long-term lease The LCA covers the land requred for the power plant and for the adjacent 
swtchyard, which mterconnects it wth the purchaser's transmssion lmes 

Land use must be exclusive to project purposes and must be assignable to the lenders so that they can take over 
the facility m case of default by the power producer The LCA term commences no later than the start of 
construction, and the duratlon should be at least commensurate wth  the term of the PPA Under certam 
crcumstances, it is des~rable and usually more fmanceable to have a LCA term greater than the term of the PPA 
to prov~de for construction delays or force majeure' events that typically extend the PPA on a day-to-day basis 
Without thls extension, the terms of the LCA and the PPA may not match and that could mean that the term of 
the PPA could be termmated prematurely 

The LCA (or PPA) generally divides the responsibility for the installation of water, sewer, gas, electnclty 
services etc Exlstmg or newly reqwed covenants easements, or other restrictions are identified, along wth the 
responsibility to conform to applicable zomg  laws, bwldmg codes, regulations, and other requrements (or to 

Force majeure a defined as an event that IS beyond the reasonable control of the party and IS not caused by 
the party s negl~gence or lack of due drl~gence However equ~pment breakdown resultrng from defic~enc~es In deslgn 
constructron operatlon maintenance or otherwise that occur w~th~n the project faclllty do not qualify as events of force 
majeure 
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obtm necessary vmances) In addtion, the parameters and procedures for access to the site by personnel other 
than the project owner and operator are agreed upon 

The LCA also identifies the party responsible for payment of government charges or taxes levied on the slte, 
equlpment, structures, or other personal property Responsibilities for exlst~ng and future condtions at the site 
(sutabhty of soil conbtions, environmental contarmnation, etc ) Are also agreed upon In adhtion, govemmg 
laws, regulations, and methods of &spute resolution are defined Finally, arrangements for dispos~tlon, at the 
termmatlon of the LCA, of the land, power generation facilit~es, and other related construction are outllned 

7 4 Ownersh~p Structure and Agreements 

Ownership agreements descnbe the structure and obligations among the owners compnsmg an entity, often 
referred to as the "Investment Enterpnse" Ths company is separate from ~ t s  sponsor so that llabllity and nsh 
of the project are lmted Project ownershp can be structured m a number of ways, dependmg on host- and 
home-country tax laws, customs duties, and liabkty envuonments 

The Investment Enterpnse mcorporates the liabilities of associated project nsks When a project IS financed 
a g m t  the balance sheet of ~ t s  sponsor (I e , "recourse finance7' or "corporate finance7'), all the project nsks run 
drectly to the sponsor, whch is therefore the final resource m the event of default by lenders and other mvestors 

In a typical lmted or nonrecourse financmg structure, the enhty formed by the ownershp agreement is the central 
pomt to whch all project documents connect and IS where the ult~mate recourse to the lenders and other partles 
lies Consequently, the entity is llmted m all matters relatmg to its busmess and is referred to as "smgle 
purpose" The Investment Enterpnse is obligated to cause all other parties to perform under the project 
agreements, l m t  other parties7 mdebtedness and mvestments, and h s h  documentation requued by the 
company or the lenders Sdar ly ,  the operabond lmtations ~mposed on the company, on its financial, tax, and 
habhty structure, and on its abhty to conhue ~ t s  obhgabons under the project documents are designed to protect 
assets from the acbons of any of the project parties For example, the Investment Enterpnse cannot create liens 
on collateraked assets or sell project assets It 1s lmted m its ability to make certam mvestments or amend the 
project documents 

Equlty mvestment m a project can be protected (although m all cases subordmate to crehtors) uslng appropnate 
all-nsk, machety breakdown, general liabihty, and political msurance m the market All-nsk and machmery 
breakdown coverage should be slightly more than the value of the asset to account for legal and other mhec t  
expenses related to the adjustment of a clam General liability coverage depends on the size of the project but 
is generally between US$10 d o n  and U S 2 0  mllion Political nsk msurance usually covers less than the full 
value of assets to provide a parallel mcentive for project parties to prevent msurable events and comrmt to theu 
resolution 

The tuque advantages of a project finance structure are not wthout substantial nsk in allocation and rmtigation, 
all of whch are embded m the structure and obligations of the Investment Enterpnse to protect the assets and 
the resultmg cash flow 

7 5 Englneerlng, Procurement and Construct~on Contract 

If the Investment Enterpnse so desues, it would into an Engmeenng, Procurement and Construction @PC) 
contract wth a reputable contractor for design, equlpment procurement, and construction m accordance wth the 
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power supply requ~rements of the PPA This IS usually wntten as a turnkey contract for complete design, supply, 
erecbon, and commssionlng The turnkey contract provldes a slngle source for all responsibilities and guarantees 
associated with plant performance, project schedule, plant warranty, and project completion Dependmg on the 
financing arrangements, schedule, and techcal  specifications, larger projects may requlre a construction 
consort~um or award of a number of separate contracts wth  contractors and equlpment suppliers 

The terms, condtions, and obligabons of the EPC contract support those contamed m the PPA unless the 
Investment Enterpnse has other means to h t  nsk Consequently, although lscussions between the Investment 
Enterpnse and EPC contractor establish cost, schedule, performance, and other standards and cntena, the 
construcbon contract cannot be finahzed untll after the PPA has been negotiated The EPC contractor would try 
to h t  nsh by obtamng favorable terms and passmg along as much nsk as possible to matenal and equlpment 
supphers and subcontractors Generally, for a project to be financeable, the EPC contractor would need a fixed- 
pnce contract wth a specdied complebon date and a guarantee of performance Failure of the contractor to meet 
obhgahons would result m substantial fmanclal penalties Appenlx K contam key provisions of Construction 
Contracts 

7 6 Operat~ons and Ma~ntenance Agreement 

The Investment Enterpnse may choose to enter Into an Operations and Mamtenance (O&M) agreement wth  a 
reputable O&M contractor to run and mamtam the facility Th~s  arrangement has the advantages of a smgle 
source of responsibility, professional personnel, and expenence wth reqwred spare parts and consumables 
Because of the importance of operations management and mamtenance practices to the long-term performance 
of the facility, the power purchaser also has a keen lnterest m the ability of the O&M contractor 

Whether the O&M contractor is affiliated wth the developer or Investment Enterpnse, the agreement should, 
Inter aha 
+ Reflect the obligations of the developer under the PA and the PPA 

Spec~fL pnce components tied to the tmff under the PPA and provide an explanation and adequate 
information for future adjustments 
Be specific wth regard to spare parts and consumables, responsibilities, and reqcurements 

t Establish comrmtments necessaxy to comss ion  and operate the plant 
c Address future unprovements and addtions 

Provide for operations d w g  emergencies 
Specify that operations and mamtenance will be consistent wth the standards set forth m the PPA In the 
event of failure to do so, the O&M contractor would be reqwred to pay damages sufficient to cover a 
proportion of the liqcudated damages assessed under the PPA 

+ Establish standards for plant availabihty and performance effic~ency 
Establish standards for mamtenance, outage management, and necessaq equpment overhaul 
Clan@ whether the O&M contractor's performance should be guaranteed by a performance bond or whether 
a corporate guarantee is sufficient 

+ Reflect llnes of comm~~llcations ulth the power purchaser for plant lspatch and operation 

7 7 Irrevocable Letter of Cred~t 

The mevocable letter of c r d t  is an mtrument issued by a bank guaranteemg payments on behalf of its customer 
to a beneficiary for a stated penod of tune and when certam con&tlons are met In the context of pnvate power 
projects, NEA would open the letter of credit (LC) Although Investment Enterpnses would llke to have long- 
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term LCS, banks have been reluctant to offer these and LCs would most llkely be one-year and mevocable (i e , 
non-cancelable) NEA would be reqlllred to open a LC for a value equal to a specified penod of average 
Investment Enterpnse billmg The payment made under these LCS would be m e h a t e  if NEA fiuled to make 
a payment to the Investment Enterpnse for any reason The Investment Enterpnse would, m turn, make payments 
to PDFpanpasu to other lenders The bank would either issue the LC under the workmg capital l m t s  already 
approved for NEA or it would issue a new c r d t  for ths  specific LC Once there is a draw under the LC, NEA 
would be reqmed to relrnburse the bank w i t h  three days In the event that NEA does not reimburse the bank, 
the bank can refuse to revalidate the LC, thus the bank is lmtmg its exposure The LC as described here IS 

useful pr~rnanly for short-term hqud~ty purposes By itself, however, it would not llkely be considered as 
acceptable security for a Investment Enterpme, and therefore a special escrow account should be requred as well 

7 8 Escrow Agreement 

A number of enbbes, lncludlng the Investment Enterpnse, the lenders, the contractors, and the purchaser (NEA 
or other purchaser) would all execute a project Escrow Agreement (EA) The EA would establish vanous escrow 
accounts w h  Nepal mto whlch all project revenues would be deposited and fiom whch all project revenues 
can be distributed Escrow accounts could be established for an operation and mamtenance reserve, for a debt 
service reserve, and, most mportantly, an escrow account backed by NEA customer rece1vables2 

In the case of the latter, an escrow account would be opened by NEA for the benefit of the Investment Enterpnse 
The escrow account would be a h s t e r e d  by an mdependent escrow agent (normally a bank) A three-party 
agreement would be entered mto among the Investment Enterpnse, NEA, and the escrow agent, who would act 
as an agent of the Investment Enterpnse The cash flows (receivables) of NEA fiom selected customers would 
be deposited duectly mto the escrow account Instead of bemg paid to NEA If no event of default has occurred 
and there are no outstandmg draws under the LC, the agent bank would transfer the funds fiom the escrow 
account to NEA, and NEA would meet its Investment Enterpnse and other payment obligations In the event of 
default, the flow of funds from the escrow account to NEA would be stopped and payments would be made by 
the escrow agent from the escrow account du-ectly to the Investment Enterpnse The Investment Enterpnse 
would, m turn, make payments to the PDF pan pasu to other lenders Transfers fiom the escrow account to NEA 
would only resume when all outstandmg payment obligations to the Investment Enterpnse had been met 

The f u n h g  for thls type of escrow account would be set at a multiple of one month of Investment Enterpnse 
b h g  The amount of the mulhple is dscussed further m Appen&x B Because an escrow account needs to be 
in place dunng the duration of the Power Purchase Agreement, a structure that allows for the contmual and 
reliable replemshment of the escrow account needs to be m place at all tlrnes To meet thls requirement, NEA 
could Instruct groups of crerlltworthy mdustnal customers to pay all amounts due NEA drrectly mto the escrow 
account 

There are var~ations on the type of escrow account that can be established The variations relate primarily to 
the selection of cash flows for the account One type of account can opt for NEA s hlgh-tenslon customers while 
another type may opt for NEA s accounting regions or distribution circles There are also variations on the letter of credit 
amount and the amount of cash requlred to fund the escrow account Alternatively the escrow account could be 
structured so that a fixed amount, or a reserve be kept In the account at all times for the duration of the PPA The 
reserve amount would be negotiable, but would be llkely be based on six months to one year of debt service obligations 
To a large extent variations would depend on limitations on NEA s ablllty to earmark rts receivables the negotiation skills 
of the parties involved and the level of comfort desired by the lenders 
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7 9 Trust Deed 

It is expected that the Secunty Package would be held by a Trustee on behalf of the lenders All secunty to be 
made avadable to the lenders would be vested m thls Trustee under the terms of a Trust Deed to be entered mto 
between the Investment Enterpnse, an agent bank actmg on behalf of the lenders (if more than one lender) to 
coordmate adrrrrmstration of the project's loans, and the Trustee The Trustee many be the same party as the 
Escrow Agent 

7 10 lnsurance 

An overall project murance program, ernbraclng the major areas of exposure both d w g  construction and dunng 
the operabng Me of the project would be arranged by the Investment Enterpnse consultation wth the construction 
contractor, the project operator (if dfferent than Investment Enterpnse), and the lenders To obtam the lowest 
possible pnce, msurance should be procured through lmted mternational b~ddmg fiom firms havmg the hlghest 
rat& 

Guldelmes on msurance are set out m Appendx E 

Insurance companres should have a Beds lnsurance Report ratrng of at least A" or equ~valent have an 
lnsurance Solvencv lnternatlonal Llrn~ted ratrng of at least A or equ~valent or receive the h~ghest financ~al cond~tron 
ratlng of any other Independent Insurer rabng organizatron that Issues rabngs on not less than five hundred (500) 
Insurers 
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8 Procurement and Disbursement 

8 1 Procurement 

If the PDF is fmancmg the cost of a project procured under a BOO or BOT arrangement, two procurement 
procedures could be used In the case of a ~ohclted proposal, the Investment Enterpnse would be selected under 
mternabonal compebbve biddmg or h t e d  compehbve blddmg procedures m accordance mth the World Bank's 
procurement procedures Thls procurement would revlew several factors m order to amve at the optunal 
combination of evaluation cntena such as the cost and maptude of the fmanclng offered, the performance 
specifications of the faclllty offered, the cost charged to the user or purchaser, other mcome generated by the 
borrower, and the penod of the fac~hty's depreciation The Investment Enterpnse selected m thls manner shall 
then be free to procure the goods, works, and servlces reqwed for the faclhty, usmg therr own procurement 
procedures meetmg the reqwements of economy and efficlency 

In the case of msohcited proposals, when the Investment Enterpnse have not been selected on a competitive 
basis, the goods, works or servlces reqwed for the project and to be financed by the PDF shall be procured m 
through a competitive process meetlng the reqwements of economy and efficlency 

Pnor to any hsbursement of PDF resources, IDA would revlew and approve the followmg documents 
The appra~sal report prepared by the Fund A h s t r a t o r  and accepted by the PDF Investment C o m t t e e  
to ensure that each project is techcally sound, and econonucally and fmanc~ally viable 
The procurement documentation to ensure that IDA'S gudelmes have been followed 
The envlronrnental assessment, and ~ t s  appllcablllty to the resettlement action plan (if any) 
The hey documents m the Secunty Package wth special attention to the Fund Adrrrrmstrator's loan 
agreement 

The PDF would serve as the lender who prov~des the ult~mate source of creht to each of the power projects 
envisaged Depenhg on the avadabhty of other financmg, the PDF's contnbutlon would vary on a case-by-case 
basls As such, hsbursement proporhons would also vsuy, dependmg on a particular project's contract packagmg 
and the PDF's share of the fmanclng 
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Appendix A 

Flnanc~al Projections of Loan Placement, 
Senrlclng and Repayments 

From an accounbng perspechve, the PDF d account for capltal funds and adrmtllstrative funds separately The 
PDF Account would serve as the mstrument of custody for donor funds recelved from HMGN and thelr 
management The Operatmg Account for PDF a h s t r a h o n  w11 deal wth ~ t s  a h s t r a t i v e  functions, such 
as recelpts on account of fees, routme management expenhtures, etc The PDF Account wl1 be placed m the 
Nepal Rastra Bank for reasons of transparency, as the Rastra Bank has no trustee or oversight responslbrlity 

Fund~nn and Execuhon o f  the PDF Fund Account The account would be mbally funded from resources 
recelved from IDA The IDA porbon of the fundmg wll cany a servlce charge (mterest rate) of 0 75 percent per 
annurn and a 40 year term, mcludmg a grace penod of 10 years IDA funds placed m the Fund Account would 
be placed m as debt m el~gble pnvate sector compames for speclfic projects The mtial corpus of avadable 
funds for placement is anticipated to be US$100 mlllon from IDA 

Loans made by the PDF would be repaid by borrows m U S dollars The spread resulbng from mterest rate 
d~fferentlals between those on HMGN borrowg and on loans made by the PDF, as well as the capltal 
accurnulahon resulbng fiom Merent matunhes on borrovvlngs and lending wll be retamed m the Fund Account 
These accumulated proceeds can serve as funds for further placement m future projects A specified port~on of 
the spread mcome, together wth PDF fee mcome, would be deployed to defray operatmg expenses of the 
Investment C o m t t e e  and the Fund A h s t r a t o r  once the three year IDA contnbutlon for such expenses 1s 
exhausted 

Fund~nn and Executzon o f  the Overaimp Account The Operatmg Account would be funded out of fees and 
sewce charges and a share of the mterest spread Income IDA resources would enable the Investment Comrmttee 
and the Fund A b s t r a t o r  to meet ~ t s  mhal ked costs and the costs of hrnng professional staff and consultants 
ds~rlqg the first thee yexs cf PDF qer&lcn The hestme& C m ~ t t e e  ar.d the Fwd A h s t r a t o r  are 
expected to be self-sustammg thereafter The PDF envlsages that an mtial US$ 1 9 mdllon over three years w11 
be reqwed for meetmg the costs of settmg up the Investment Comrmttee and Fund Adrrrrmstrator, management 
expenses, techn~cal, environmental, legal and fmanc~al appra~sal of projects, negotiations of placement 
agreements, and other preparatory work related to project promotion and development activihes 

The ~nlcatlve expenltures on these items are detalled m the spreadsheet below Recurrent management 
expenses such as the costs of staffing the Investment Cornmttee, h g  a resldent techmcal adv~sor for the PDF, 
local professional and clencal staff salanes, short-term consultancy servlces for speclfic project evaluation work, 
transport, prermses and office expenses and staff development are expected to cost US$400,000 per annum The 
expenses for the first three years would be fully covered by the IDA credt (yet repayable by HMGN) 

Fee Structure Following the mhal three year penod, ~t 1s envlsaged that the recurrent management costs of the 
PDF Adrnmstrator and the expenses mcurred by the Investment Comrmttee shall be part~ally covered by fees 
charges fiom borrowers wth the remamder made up by the accumulated proceeds fiom Interest rate hfferentials 
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Fee proposed fee structure is as follows The PDF's proposed fees and charges for its "first wmdow" shall be 
fixed for each loan and w11 generally be based on the follomg structure 

One-Tlrne Apphcabon Fee US$5,000 (or dollar equivalent) non-refundable to be submtted at application 
Documentation Fee one-quarter of one (%) percent of the loan amount, non-refundable 
All codfees and out-of-pocket costs of travel for the mvestment advisors/consultants appomted by the Fund 
A h s t r a t o r  andlor PDF Investment Comnuttee for appraisal and due dhgence 
Cost mcwed m connecbon wth Fund Adnustrator's personnel's official v~sits m relation to negotiations, 
meetmgs, monltonng, etc 

+ Comtment  Fee three quarters of one (3/4) percent per annum of the unutillzed loan amount 
+ Project Mo~~ltonng Fee three quarters of one (%) of the yearly outstandmg balance, provided that the annual 

fee not exceed US$50,000 
Standby Fmancing Facil~ty Fee one (I) percent 
Take Out Fmance Facility Fee one quarter of one ('A) percent 

This structure IS m llne wth fees and charges by ~nfrastructure lendmg programs In the event that the fees 
charged to borrowers, as per the proposed fee structure above, do not totally cover the costs and expenses of the 
Investment Comnuttee and the Fund A b s t r a t o r ,  particularly dunng the ltvtial years of PDF operation, part 
of the IDA d t  should be use to cover these costs subject to a cellmg to be negotiated wth IDA However, m 
order to be self-sustammg, the PDF should earmark a portion of its future Interest mcome to cover operatmg 
costs 

The fee structure for the PDF7s "second mdow" would be assessed on a case by case basis Fees and charges 
for the "second wmdow" could, for example, be absorbed m the mterest rate charged by Participatmg Credt 
Institutions 

Ananoal Prqrechons The fmancial projections for the PDF, covemg a penod of 15 years, has been prepared 
on the basis of 8 mdcative hydropower project of varylng sizes for a total cost of US$992 mllion The 
subordinate debt fmanclng for these projects from IDA fundlng has been assumed to be m the 20-25 percent 
range, arnountmg to about US$94 rmllion, or nearly the mitlal size of the PDF The key assumptions underlying 
the fmancial forecasts mclude 

Interest rates and matmbes for resources at the disposal of the PDF are s~mlar  to IDA terms, I e ,40 years, 
includmg 10 years grace and a service fee of 0 75 percent per annum 
For project financing, lnterest rates are based on six month U S dollar LIBOR plus a nsk premum to be 
recommended by the PDF Adrrrrmstrator Matunties for the mdcative loans vary from 13 to 23 years, - wth 

- - -a grace period r x ~ g i g  h r n  3 ro 8 years Interest dunng construction is not capitalized 
Cash surplus wth the PDF's Fund Account resultmg from the mterest spread and PDF fee mcome is retamed 
m the Fund Account 

Nature and Extent o f  spread Income and rts Devlovment The IDA credt to HMGN carnes a servlce charge 
of 0 75 percent per annum and a term of 40 years wth ten years grace These terms are passed on to the PDF 
However, the PDF places debt at sigtllficantly hlgher rates, for matunties varylng up to 23 years and a maxmum 
grace penod of 8 years The dfference between the funding and the placement terms to the PDF wll result m 
cash surplus m the Fund Account over tlme In addtion to mterest spread, the dfference m the matunty and 
grace penods of loans placed by the PDF and the credit from IDA to HMGN and the fees charged by the PDF 
for loan placement also lead to cash retention m the Fund Account The pmcipal repayments on mdcative 
project loans placed by the PDF commence from years 3 onward Indcative fmancial projections show that, wth 
an mhal capitalization of US$100 mdhon, accumulated mterest spread are U S 1 0  9 mllion by the end of year 
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8, mcreasmg to US$414 d i o n  at the end of the twelfth year It is envisaged that these accumulated surpluses 
would be principally deployed for financmg other new projects, wth a small share bemg used to cover operatmg 
expenses of the PDF Smce the PDF finances up to 25 percent of total project cost, adhtional projects m excess 
of US$165 nullion could be financed by the PDF by the end of the twelfth year of PDF operat~on The spread 
deployment would thus enhance the PDF's abllity to leverage more pnvate mvestment 

Forez~n Exchange Imphcatrons Foreign exchange nsk lmplications mse from (1) the transactions occumng 
between the PDF and the project borrower, and (11) the PDF and HMGN, wth its obligations to IDA In the 
placement transaction, between the PDF and the project borrower, loans from the PDF (and debt service 
repayment) are denomated m U S dollars, whereas project revenues wll  most hkey be m local currency As 
in typical project finance transactions, the project borrower may be able to mtigate a part of the nsk through 
currency depreciation pass throughs m the purchase agreements, or h e d p g  and/or exchange rate msurance 

There are exchange rate nsk lmplications for IDA and the PDF also Although the placement and repayment 
currency for the PDF are U S dollars, as is its currency of repayment to HMGN, the obligations of HMGN to 
IDA are denomated m SDRs are repad m dollars by HMGN hsks  ansmg fiom and adverse movement of the 
dollar agamst the SDR are normally borne by the borrowmg government 

Fzn anclal Management. Accountrne. Monitorzna and Overszaht Arranaements The PDF would conduct ~ t s  
busmess m accordance wth  mternational standards and its accounts would be auhted by a fm acceptable to 
IDA IDA oversight arrangements m respect of proposal evaluation, project appraisal and lendmg decisions 
would apply to all loans IDA would ensure that the project qualifying for PDF loans satisfy World Bank Group 
gudelmes wth respect to the environment, resettlement and procurement and meet the test of consistency wth 
agreed sector policies and objectives 

Fznanczal Prorecfions-for the PDF The followmg pages contam (1) Fmancial Projections Summary of Terms 
and Indicative Disbursements, and (11) PDF Sources and Applications of Funds 
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F lnanc~a l  Pro jec t~ons 
(Current U S Dollars) 

Bastc Data 

1 1 Terms from IDA to H M m  

In ttal Capltallrahon 
Malu ,Ides 
Grace Penods 
lnlerest Rates 
Commitment Fees 

2 Terms from HMGN to PDF 

Drawdowns Based on Actual ProLen Disbursements 
Matunbes (maxtmurn) 
Grace Perlods (maximum) 
Interest Rale 

3 PDF Servlcer Fees 

PDF Ftrst Wndow 
a) Appllcabon Fee 
b) Documenlabon Fee 
C) Commitment Fee 
d) Mon~tonng Fee 

PDF Second Window 
a) Appt~cahon Fee 
b) Documentatnon Fee -.. . .- 
cj Commtlment Fee 
dl Monltonng Fee 

4 PDF Investment Advssory Fee 

6 Interest Rater 

Average Annual Interest (1st wndow) 
A erage Annual Interest (2nd wlndow) 

6 PDF Drawdowns 

Pro~ect 1 (1st wlndow) 300MW Dudh ~ o s h ,  
Project 2 63MW Tamur Mewa 
Project 3 35MW Kabel~ A 
Project 4 (2nd wlndow) 6MW 
Project 5 7MW 
Pro~ect 6 6MW 
Project 7 5MW 

IDA Othec 1 Other 2 
US$ $100 000 000 
Years 40 
Years 10 
% per annum 0 75 
/ on undlsburse 0 05 
credtl balances 

Years 23 
Years 8 
Y per annum 0 75 

Per Submtss~on $5 000 
O/ Per Loan 0 25 
% of Commttment 0 75 
rb of Outstanding 0 75 

Per Submlsston $2 500 
% Per Loan 0 125 
% of Commtlment 0 375 
% or Outstandlng 0 375 

%o f  Oulstandlng 0 005 
and Performtng 
Loans per annum 

Year 1 Year2 Year3 Year4 Year5 Year6 Year 7 Year8 Year9 Year 10 Year 11 Year 12 Year 13 Year 14 

US$ LIBOR + 601 1169 1175 1175 11 75 1175 1175 1175 1175 1175 1175 1 1 7 5  1175 1175 1175 AAWDR 1005 1005 1005 1005 1005 1005 1005 1005 1005 1005 1005  1005 1005 1005 

Eshmaled Cost Matunty F~rst Year Total Grace Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8 Y a r  9 Year 10 
US5 Wears) D~sbursed Financed (Years) 

Project 8 4MW $6 8 W  WO 13 1999 $1 700&0 3 1340000 $765030 $595 MH) 

Tolal Yearly Drawdorms (Indudmg for PDF Admlnlstrabon) 
(1st Wmdow) 
l2nd W~ndowb 

Cum ltlve Drawiowns (Indudmg for PDF Admlnlrhabon) 
(1st Wndow) 
(2nd W~ndow) 
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F l n a n c ~ a l  Pro jec I tons  
(Current U S Dollars) 

1 PDF Sources  a n d  App l i ca l~ons  o f  Funds  

I Sources of Funds 
Year 1 Year 2 Year3 Year4 Year5 Year6 Year7 Year8 Year9 Year10 Year11 Year12 Year13  Year14 Year15 

Fund Acwupt 1 HMGIl Drawdowns 
(1st Wndow) 
(2nd Window) 

Repayments Pr nc~pal 
Repayments lnterest 
Reflows from Interest Rate Spread 
Cum lauve Reflows from Interest Rate Spread 
SuO Tolal Fund Accounl S ~ u ~ e a  

Operating ~swunt 
Drawdown for PDF Adm~n~rlrallon (Flrst 3 Years) 
PDF Servlce Fees 

(1st Wndow) 
(2nd Wmdow) 

s b rolal ope~tmng ~ c m u n t  S Q V J ~ ~  

Tolal Sources 

Appl~caltans of Funds 

Fund A a u n t  
Loan D~sbursements 
Debt Serv~ce lo  HMGN (Includ~ng for PDF Admln~sVatlo 

Prlnclpal 
Interest 

Commitment Fee on Undrawn IDA Credtt 
Sub Tolal F w d  Acc~unt App&aI~~ns 

Operabng &cant 
Investment Commlnee Salanes and Expenses (5) 
POF Premcses OKce Expenses and Transpolt 
FDF Management Costs 

Salary Expamale Res~dent Advaor (1) 
Salanes Technical Stan (3) 
Salanes SecretanallSuppolt Slaw (3) 
Shon Term Consullanls (LegaUF~nanaanechn~caV 

AcCounlmglOlher) 
Conmgenues 
PDF Investment Advisory Fee 

(1st Wndow) 
12nd Window) 

Sub Total opeattng A c ~ ~ u o t  Applrcatr~ns 

Total Appl~cabons 

Cash Flaw far Penad 

6 Monlh US5 LIBOR at 5/22/98 5 6875% 
Average Annual Welghted Depos~t 

Rate at Nepalese Commerual 
Banks 8197 through 11197 (esbmale) 
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Appendix B 

Revenue Coverage in the Escrow Account 

The amount of funds to be placed m the escrow account can be d e t e m e d  by estlrnatmg the expected revenues 
of the Investment Enterpnse per megawatt (MW) and mcreasmg the revenues by a factor to reflect the vanances 
and uncertainties regardmg whether or not these morues would be actually placed Into the account 
Mathematically, h s  can be expressed as follows 

(Rs x k w h  8760 hourslyear plant load factor yO/o)/1,000 = estunated average Investment Enterprise revenues per MW 

Many pnvate power project developers and lenders have mdcated that they would not be satisfied wth a 1 1 ratio 
of revenue coverage m the escrow account These project sponsors seek a "safety mar@ equivalent to an 
addbonal ten (10) to fifty (50) percent of revenues mto the escrow account The reasons cited for needmg h s  
safety margm are purchasers' lack of expenence m fundmg escrow accounts and the vatlances m revenues that 
are anbcipakd to occur over the penod of the Power Purchase Agreement These vanances could occur because 
of fluctuabons m electricity sales due to purchaser performance, or economc cycles/demand fluctuat~ons at the 
user end Thus 

escrow amount/MW = Investment Enterpnse revenue1MW safety mar@ 
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Appendix C 

Gu~del~nes for ProjectlLoan Monitoring 
During the Construction Phase 

The Fund Admimstrator is responsible for momtonng all projects receivmg PDF fmancmg The Fund 
Admmstrator would assess the Investment Enterpnse a Project Momtomg Fee eqwvalent to three quarters of 
one (%) of its yearly outstandmg balance, provided that the annual fee not exceed US$50,000 

C2 Scope 

The Fund Adnurustrator would monitor a project through the mtiation, construction and operational phases until 
repayment of the loan 

The Fund Adrrrrmstrator's momtonng role dunng the mtiation and construction phases of the project covers all 
achmhes from the s i p g  of the loan agreement to the comssiolllng of the facllity These phases of the project 
may be expected to last for two (2) to five (5) years 

C3 Approach 

The Fund A h s t r a t o r  would requlre the Investment Enterpnse to prepare and subrmt to the Fund 
A b s t r a t o r  regular reports on the progress of the project Reports should be prepared by the Investment 
Enterpnse on a monthly, quarterly and annual basis In addlhon, the Fund Admstrator or its consultants would 
vislt the site monthly d m g  constructlon 

In addlhon to the above, the Fund A k t r a t o r  should mamtam mformal, regular and frequent contact wth the 
Investment Enterpnse and relevant HMGN entitles mvolved m the project Ths contact is necessary m order to 
idenh@ any potenha1 problems at an early stage and to develop good worlung relationshps wrth all persons and 
organizations mvolved m the project The Fund A h s t r a t o r ' s  project momtonng reports would be made 
available as requlred 

C4 Monltorlng Durlng the Construct~on Phase 

The maln objectives of project momtonng dunng the constructlon phase are to assess whether 
Progress on constructlon IS proceeding m accordance wth the implementation plan 
Project costs are m lme wth the fmancmg plan 
Loans are utilized m accordance wth the conditions set out m the Loan Agreement 

Followmg the review of the above mformation, the Fund A h s t r a t o r  would, if requlred, evaluate the Impact 
of any construction delays, cost overruns or breaches m loan conbhons The Fund A h s t r a t o r  would 
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de-e acbons that should be taken to nubgate the Impact of any ~mplementation problems In the case of loan 
related breaches, the Fund A h s t r a t o r  would mstruct the Investment Enterpnse on the achons to be taken to 
rectify the situation In other cases, the Fund A h s t r a t o r  would, if reqwed, and m consultation wth other 

I 
lenders, agree wth the Investment Enterpnse on steps reqwed for the project to fulfill its objectives 

Monitomg activities dunng the construction phase would be camed out monthly, quarterly, annually, and 
penodically 

C5 Monthly Mon~torlng 

The mam momtonng act~vit~es to be undertaken by the Fund Admmstrator on a monthly basls rnclude 
t Revlew of the report subnutted by the Investment Enterpnse, summmzmg phys~cal progress and detailmg 

expenhtures 
t Review of the physical progress report on the basls of the site vis~t 

Review of the expenhture report and verification of the supporting documentation provided The Fund 
A h s t r a t o r  should reserve the nght to reqwe external aultors to carry out th~s  function 
Discussions wth the Investment Enterpnse and sponsors to identify solut~ons to any identlfed problems 
wthout a major financial nnpact 

I 
Preparation of stuhes of the potential mpact of any identified problems wth  a major financial lmpact 

The scope and content of the reports subrmtted by the Investment Enterpnse would be d e t e m e d  by the Fund 
Administrator Appendix E presents gudelmes for the type of mformation the Investment Enterpnse should 
provide m its monthly report 

The Fund Admimstrator would undertake monthly site visits and review the project's physical progress If 
sabsfied, the Fund A h s t r a t o r  would endorse the Investment Enterpnse's monthly report If not satisfied, the 
Fund Adnurustrator would prepare a report identifying the perceived problems and recommend remelal action 

I 
C6 Quarterly Mon~torlng 4 
For each project, the Fund Admmstrator would prepare a quarterly report for submss~on to the PDF Investment 
Comrmttee and IDA Thls report would serve as the pmcipal formal documentation of mplementation progress 
and would be used 

By the Fund A h s t r a t o r  as part of its longer term financial p l m g  
By HMGN, IDA and other mterested parties as a source of project mformation 8 

Although the form and content of these quarterly reports would be d e t e m e d  by the Fund A h s t r a t o r ,  at a 
minimum they should mclude four sectors (1) an assessment of physical progress, (2) an estlrnate of future 
progress, (3) a summary of project expenltures, and (4) an overall project review 

The assessment of phvsical progress would summarize the results of the monthly progress reviews, mcorporatmg 
any speclal studies of the nnpact of specific delays and overruns Thls section of the quarterly report would 
mclude, Inter aba 

t 
A review of the Investment Enterpnse's assessment of progress agalnst plans 
An identification of key target dates achleved or mssed 
A review of the certification of the work of subcontractors 

e 
Comments on the quality of work completed 

.- 
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A review of the mpact of any changes to physical construcbon plans 
If applicable, suggestions regardmg the resolution of outstandmg problems 

The estimate of future promess would tahe mto account any delays already expenenced and thelr llkely 
curnulabve effect In adhbon, the results of any Impact studes undertaken, and of consequent &scussions wth 
the Investment Enterpnse and sponsors would be summanzed Where necessary, a revised mplementation plan, 
with actions for resolvmg exlstmg delays, if any, would be specified 

The Sumrnarv of woiect expenditures (together wth a schedule of fmancmg dsbursements) would be based on 
the revlewed monthly reports This summary would l s t m p s h  between drect payments to local manufacturers 
and contractors and foreign exchange payments Cost overruns would be identified and mplications for project 
viablllty assessed Fmally, proposals for remehal action, should any be required, would be examed 

C7 Annual Monrtorrng 

The Investment Enterpnse should submt a detailed annual report to the Fund A h s t r a t o r  Thls report would 
contam consolidated information fi-om the monthly submssions, and audted fmancial statements for the 
Investment Enterpnse 

The Fund Admmistrator would use the Investment Enterpnse's annual report together wth  its own quarterly 
project reports to prepare an annual report on each project The Fund A h s t r a t o r ' s  annual report would 
contam 
c A statement of disbursement, expenhture, and physical progress dunng the year 
+ An analysls of variances fi-om plans and remedal action taken 
+ Audited fmancial statements for the Investment Enterpnse 

C8 Perrod~c Monrtorrng 

The Fund A h s t r a t o r  would undertake a p e n d c  review of the Investment Enterpnse's reports and supportmg 
documentation Thls review would mclude 
+ The Investment Enterpnse's accountmg reports, usmg external audtors if appropnate 
+ The consistency of project expenditure and physical progress 
+ Compliance wth loan agreements and other contractual obligations such as procurement procedures 
+ Project expenlture agamst the fmancial projections 
+ Future cash requlrements and the arrangements for ensunng that these are met 

Thls penodlc renew would ~denbfy areas of actual or potential cost overrun In the absence of such overruns or 
lf they are both rmnor and legtunate, the monthly report would be endorsed by the Fund A h s t r a t o r  If any 
such cost overmn appears hkelv to have a s~gmficant effect on the project, the Fund A h s t r a t o r  would prepare 
a report assessmg ~ t s  potential unpact on project case flows and the total fmancmg requrements 

Mmor problems, 1 e , those considered unllkely to have a slgmficant fmancial effect on the project, identified m 
physical unplementahon of financmg would be raised by the Fund A h s t r a t o r  wth  the Investment Enterpnse 
and, if necessary, the sponsors, m order to assess the potential mpact on the project and to identify possible 
solubons These m o r  problems, and the selected remelal action tahen, would be specifically momtored by the 
Fund Admullstrator m subsequent months 
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Problems which are llkely to have a sigmficant financial effect on the project would be the subject of special 
reports prepared by the Fund Admustrator for the PDF Investment Comttee,  and would also be fully lscussed 
between the Fund Adnunstrator, the Investment Enterpnse and its sponsors The sponsors would be requlred 
to prepare plans for reme&al action wth would rnclude a recalculation of the project's viability, financing 
arrangements, and ~rnplementatlon plans The Fund A h s t r a t o r  would then subject the revised plans to a 
detailed reevaluat~on Appropnate remelal achon would be taken m accordance wth  the Loan Agreement 
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Appendix D 

Guidel~nes for ProjectlLoan Monitoring 
Dur~ng the Operations Phase 

The Fund A h s t r a t o r  is responsible for momtonng all projects receivmg PDF fmanclng Accordmgly, the 
Fund A h s t r a t o r  would assess the Investment Enterpnse a Project Momtonng Fee eqwvalent to three quarters 
of one (3/4) of its yearly outstandmg balance, provided that the annual fee not exceed US$50,000 

D2 Scope 

The Fund A b s t r a t o r ' s  role dunng the subsequent operational phase of a project is less dehled than dunng 
1111habon and construchon For each project, the Fund A h s t r a t o r ' s  staff must mamtam a separate ftle whlch 
covers procurement, Qsbursements and drawdowns from PDF sources The Fund A h s t r a t o r ' s  momtonng 
actmbes dumg the operahonal phase would mclude venfymg that the specified m the construction contract has 
been carried out as planned, that the procurement has been competitively bid through World Bank-eligble 
countries, and that the overall cost is wthm budget The momtonng role would contmue until the PDF loan has 
been repaid 

D3 Approach 

The Fund A b s t r a t o r  would requlre the Investment Enterpnse to prepare and submt to the Fund 
A b s t r a t o r  regular reports on the progress of the pro~ect Reports should be prepared by the Investment 
Enterpnse on a monthly, quarterly and annual bass In adhhon, the Fund A h s t r a t o r  or its consultants would 
visit the site at least tvvlce a year, or more frequently if reqwed, after completion of construction 

In addhon to the above, the Fund A h s t r a t o r  should mamtam mformal, regular and frequent contact wth the 
Investment Enterpnse and relevant HMGN entities mvolved m the project This contact IS necessary m order to 
iden@ any potenhal problems at an early stage and to develop good worhng relatlonshps wth all persons and 
organizations Involved m the project The Fund A h s t r a t o r ' s  project momtonng reports would be made 
available as reqcured 

D4 Monrtorrng Durrng the Operatrons Phase 

The mam objectives of project momtonng dumg the operations phase are 
To review the operation and mamtenance of project assets 

c To protect the fmanclal Interests of the PDF 
To protect the mterests of HMGN 
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I 
These objectives would be acheved by the Fund Admustrator through momtonng of 

The project's techmcal performance cntena, such as techcal tolerances, actual energy output agamst 
planned output and plant capacity 
The financial performance of the Investment Enterpnse, m particular its ability to meet future expenditure 
reqwements 
Compliance wth contractual arrangements made wth the PDF Investment Comrmttee, particularly loan 

I 
repayments and liqmdlty obligations I 

Momtonng achuhes m the operaborn phase mvolvlng both techcal and fmanclal revlews would be camed out 
monthly, quarterly, annually, and penodcally I 
D5 Monthly Mon~torlng 

Monthly reports on mQvidual projects would be provlded to the Fund A h s t r a t o r  as follows 
The Fund A h s t r a t o r ' s  "Fmance and Disbursement Sectlon" would prov~de a monthly report on loan 
account transactions 
The Investment Enterpnse would provide monthly mformat~on on energy demanded and supplied, and any 
penalbes imposed or bonuses pad In addlbon, the Investment Enterpnse would c o n f i i  that there have been 

I 
no breaches of any agreements or repayment defaults 

In the event that the Fund A h s t r a t o r  reports any repayment default or the Fund Admustrator recelves a 
notxficabon of any breach of agreements, the Fund Adrrrrmstrator would arrange for an investigation of the causes 

I 
and, through &scusslons wth the Investment Enterpnse and sponsors, mtiate appropnate act~on on these 
monthly reports 

Spec~ai reports on major issues may be prepared by the Fund Admustrator for the PDF Investment Comnuttee 
of Directors and would be Qscussed m full between the Fund Admuustrator, the Investment Enterpnse and its I 
sponsors 

D6 Quarterly Monrtor~ng 

The Investment Enterpnse would submt a quarterly report to the Fund Admmstrator whch would include the 
followmg information 
c Output for the quarter 

u 
Output available but not utillzed 
Major mamtenance work undertaken 
Revenue for the quarter 

I 
c Operatmg and mamtenance expendtures relative to annual budgets 

Actual capital expenQture relat~ve to plans 
Management accounts for the quarter, mcludmg 

I 
- the balance sheet 
- the profit and loss account 
- the cash flow statement 

I 
- any other matters whch should be brought to the attent~on of the Fund Admmstrator 
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Upon receipt of the quarterly report, the Fund A h s t r a t o r  would undertake the followmg 
c Review actual output, outages and mamtenance activities relative to the plan 

Check revenue calculabons and assess whether the contractual obligations to the PDF Investment Comrmttee 
are bemg adhered to 
Review operat~ng and mamtenance expenmtures relative to annual budgets and relative to any techcal  
assessment of requirements 
Review capital expenmtures relative to plans 

t Review the management accounts relative to annual budgets and financ~al projections 

The Fund Adrmtllstrator would then prepare a summary quarterly report for drstnbution to the PDF Investment 
Committee and IDA Ths  report would ~nclude the results of the analysis of the information supphed by the 
Investment Enterpnse, together mth a statement of the current status of the project's PDF loan and other loans 

D7 Annual Mon~torlng 

A formal site visit (m adltion to any other visit whch mght prove necessary fiom tune to tune) would be 
undertaken by the Fund Admmstrator on an annual basls Thls visit would mclude a techcal  review of the 
physical conltion of the project's plant and equpment to ascertam 

Whether all appropnate repars and maintenance work have been undertaken 
That the capac~ty of the plant 1s unrmpaued 
A financial revlew of the Investment Enterpnse's audted financial statements, annual budgets, and cash flow 
projections to d e t e m e  
- whether the Investment Enterpnse can contmue to meet its contractual comrmtments 
- whether the Investment Enterpnse can meet future loan repayments and retam adequate forward 

11qu1lty 

Within six (6) months of the annual site visit, the Fund A b s t r a t o r  would prepare and send to the PDF 
Investment Comrmttee and IDA a report whch should contam 

The Investment Enterpnse's aulted financial statements 
A revlew of operaimg and financial performance, mcludmg a &scussion of major occurrences dunng the year 
and thelr potential Impact 
A statement of all debt service and lvidend payment transactions 
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Guidel~nes for lnsurance 

E l  General 

The PDF Admustrator would have no liability to mure project assets However, the Fund A h s t r a t o r  must 
ensure that each Investment Enterpnse mamtam adequate msurance to protect the financial mvolvement of the 
PDF dunng the l~fe  of the loan 

The PDF Administrator must ensure that all reqwements of murance are compl~ed wth Failure by the 
Investment Enterpme to obtam the murance or certificates of murance reqwed does not reheve the company 
of the msurance reqwements If the Investment Enterpnse should fa11 to procure or mamtam any msurance 
reqwed, then the Fund A h s t r a t o r  shall have the nght to procure such msurance and be reimbursed through 
the Escrow Account for all costs mcurred by the Fund A h s t r a t o r  

It should be a condhon of the loan agreement that adequate murance be provided by the Investment Enterpnse 
Adequate msurance coverage mcludes coverage m the fol lowg areas 

Assets m transit dunng the construction phase 
t Assets m progress dunng the construction phase 
* Assets once construction 1s completed 
* Liability Insurance dunng construct~on and operation 

The Investment Enterpnse's name on the msurance docurnent(s) must be the same as that appeamg on all loan 
agreements Evidence of msurance must be submtted to the Fund A h s t r a t o r  and proof of contmued 
insurance must be submtted annually Loss-payee on the msurance policy should be both the Investment 
Enterpnse and the lenders' Trustee 

The Fund A h s t r a t o r  must approve of the msurance coverage reqwed to protect the financial mvolvement 
of the PDF d m g  the life of the loan and would base its reqwements on those of the loan agreement 

The Fund A h s t r a t o r  would advlse the Investment Enterpnse regardmg the msurance reqwements early m 
the loan negooabons m order to gve the Investment Enterpnse adequate tlme to arrange coverage before any part 
of the loan u drawn 

The Investment Enterpnse shall take out and mamtam wth responsrble msurers such insurance, agarnst such risk 
and m such amounts, as  shall be consistent wth sound busmess practices W~thout llrmtat~on, such rnsurance 
shall cover hazards mcident to the acqusltion, transport, delivery, and mtallatlon of goods financed out of the 
proceeds of the PDF loan m addtion to lost profits whlch may accrue 

The Investment Enterpnse shall be gven the opportuntty to obtam the msurance from murance compames of 
its choice provided that the proposed msurance company is acceptable to the Fund A h s t r a t o r  The Fund 
Admustrator reserves the nght to Insist on msurance from a company acceptable to it as a conbtion of the PDF 
loan 
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For each loan agreement, the Fund A h s t r a t o r  would develop a checklist whlch would be used to c o n f i  that 
all requred msurance has been obtamed before any loan dsbursement IS made and to ensure that adequate 
msurance coverage is mamtamed throughout the life of the loan 

The Fund Aclmmstrator may participate drectly m the negotlations between the Investment Enterpnse and the 
murance broker(s) m drawmg up the specifications of the murance policies dunng the loan negotratron phase 

The Fund A h s t r a t o r  shall mamtam a Qary system whch would serve as a rermnder of when renewal of 
particular msurance and mform the Investment Enterpnse of the due date thereby allowmg the Investment 
Enterpnse suffic~ent tune to conduct renewal negotlations wth the Insurers and mamtam adequate coverage 

E2 Insurance for Assets In Trans~t 
Durlng the Constructlon Phase 

The Fund A h t r a t o r  should advise the Investment Enterpnse that all shpments of purchased eqmpment are 
to be made wa CIF or FOB and that m every case msurance must be arranged by the Investment Enterpnse wth 
an murance company acceptable to the Fund A h s t r a t o r  Proof of msurance would be reqwed m the form 
of an msurance policy or msurance cemficate 

The Fund A b s t r a t o r  should venfy that each set of documents accompanymg a letter of c r d t  contams an 
murance certificate or msurance policy wth the sum msured at least eqmvalent to the full replacement cost of 
the goods m transit 

"All ksks  Manne Cargo" msurance should cover all plant and eqwpment, shlpped to and destmed to become 
part of the project, on a warehouse to warehouse basls, fiom physlcal loss or damage whle m translt and 
mcludmg debvery at the project site The amount to be msured should be no less than the 111 replacement cost 

E3 lnsurance for Assets In Progress 
Dur~ng the Constructlon Phase 

The Fund A h s t r a t o r  should requlre the Investment Enterpnse to mamtam adequate msurance coverage of 
all assets on site dunng construction Insurance requlred would be "Contractors All h sk"  msurance The 
amount of loss covered should be the contract value and at least equal to the total replacement cost of the asset, 
mcludmg mstallatlon 

The Investment Enterpnse must also mmtam "Pubhc Llabllity" msurance to cover agamt legal llabihty to thud 
parhes for boddy mjuy or damage to property The amount of coverage shall be at least US$[] per occurrence 
and US$[ ] m the aggregate covemg legal liability for bod~ly mjury, death and property damage caused by the 
project, the Investment Enterprise's vehcles, tools, eqwpment or personnel mcludmg those of its sub-contractors 

The Investment Enterpnse must also mamtam a loss of profit Insurance to provlde agamst the loss of revenue 
followmg delay m the start of commerc~al operations as a drect result of physlcal loss or damage dunng the v 

manufacture, dehvery, constmcbon or operabonal testmg to the extent that such loss IS covered under "All h sks  
Mame Cargo" or "Contractors All hsk" murance The amount of coverage shall be sufficient to cover the debt 
service costs, other fixed costs, and any and all penalty payments to the purchaser of the services and others as 
a result of the delayed completion of the project 
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Any nsks whlch are specfically excluded from the policy proposed by the Investment Enterpnse or unposed by 
the murer must be idenbfied The Fund A h s t r a t o r  would need to consider whether or not specific cover is 
requlred for these areas (for example, earthquake, floodmg, terronsm or clvil dsturbance) and may requlre the 
Investment Enterpnse to obt;un cover through an murance company The Fund Adrmtllstrator may wsh to seek 
specialized advice from a nsk management company m order to acheve the m m u m  possible cover 

The Fund A h s t r a t o r  should requlre the Investment Enterpnse to mamtam adequate msurance coverage of 
the plant assets, once the plant is completed and comssioned "All k sk"  msurance IS requlred wth  a llmlt m 
an amount not less than the replacement cost of the complex The policy should mclude transit coverage for plant 
assets purchased wthm Nepal and not subject to the "All k sks  Manne Cargo" coverage The policy shall 
mclude coverage of the Investment Enterpnse's construction eqwpment 

Insurance must also be provided to cover loss of revenue, all penalty payments to the purchaser and any other 
penalties associated wth mtermption of plant operation 

The Investment Enterpnse must also mamtam "Fixed Asset - Fire and Penls" msurance whch shall cover all 
buuldmgs, contents, machery stocks, fixtures, spare parts, fittmgs, and all other personal property The Insured 
amount should be the replacement value of the fixed assets at comssiolllng date 

The Investment Enterpnse must mamtam machmery breakdown msurance m the amount of the full replacement 
value of all machmery, plant, boilers, transformers and ancillary equipment 

The Investment Enterpnse must mamtam "Pubhc Liab~lity" msurance to cover agamst legal liability to thlrd 
parbes for b d y  mjury or damage ansmg out of the ownershp, operation and mamtenance of the project The 
msurance should provide adequate coverage for any one occurrence 

The Investment Enterpnse must mamtam "Loss of Profit" lnsurance to provlde agamst the loss of revenue from 
a reduction m power sales andfor capaclty payments as a result of (1) loss or damage to the project caused by 
a fire or pen1 covered under the "Fixed Assets - Fire and Penl" msurance policy, or (2) loss or damage due to 
machmery breakdown The wurance should cover all expected losses and all penalty payments to purchaser and 
others as a result of the reduced operation of the project 

E4 L~ab~ l~ ty  lnsurance 

The Investment Enterpnse must provlde adequate habhty murance for mjury on site In particular, "Workmens' 
Compensabony' murance applicable to mdustnal Illness or mjury to cover all employees m accordance wth  the 
laws of Nepal 

The Investment Enterpnse must mamtam adequate comprehens~ve msurance for the use of all vehcles owned, 
hued or used by the Investment Enterpnse with bo&ly mjury and property damage combmed smgle llrmts of at 
least US$[ ] per occurrence 

The Investment Enterpnse must mmtam excess "Umbrella Liabhty" msurance wth smgle l m t  of at least US$[ 
] per occurrence m excess of the l m t s  provided for m "Workmens' Compensatlon" msurance, comprehensive 
''Thud Party Liability" msurance, and comprehensive "Automobile Liablllty" msurance 
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Subcontractors must m m t m  adequate "Workmens7 Compensation7' msurance for thelr employees m the name 
of the subcontractor 
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Guidel~nes on the Content of Project 
Compan~es' Monthly Progress Report 

The Investment Enterpnse's monthly subrmsslon should provide the follomg mformatlon for each 
unplementation activity 
+ Physlcal progress, mcludtng 

- planned progress to date 
- actual progress to date 
- achievement of key target dates 
- reasons for delays expenenced 
- forecast progress in the next penod 
- llkellhood of achevmg future key target dates 

+ Actual expenltures (local and foreign), mcludmg 
- planned disbursement of project finance 
- actual lsbursement of project finance 
- planned capital expenlture 
- planned payments to contractors 
- actual payments to contractors 
- reasons for cost overruns expenenced 

+ Forecast of expenltures in the next penod, mcludtng 
- forecast of project finance disbursement 
- forecast of capital expenltures 
- forecast of local currency requrements 
- forecast of foreign currency requirements 

+ Overall project status, mcludmg 
- planned lsbursement of project finance to date 
- total dsbursement of project finance to date 
- planned project expenltures to date 
- total project expenltures to date 
- Investment Enterpnse's bank statements 
- reconciliations of project accounts 

In addtion to the above, each monthly progress report by the Investment Enterpnse should lnclude 
A statement of confomty wth loan con&tions d m g  the month 

+ Confirmation that valid msurance coverage has been mamtained m compliance wth the loan agreement 
Confirmation that there have been no breaches m agreements 
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Appendix G 

Guidelines for Accounting Requirements; 
Guidelines for Fund Administrator Overhead 

Charges and Suggested Apportionment Bases, and 
Suggested Chart of Accounts for the PDF 
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Appendrx G I  

Gu~delrnes for Accountrng Requrrements 

The Adrrrrmstrabon Agreement between HMGN and the Fund Adrrrrmsmr requires the latter to provide HMGN 
wth 

Audited accounts, m respect of each fmancial year, for the PDF (the Creht Agreement, on the other hand, 
wlll requve the Fund Adrrrrmstrator to provide auhted accounts, m respect of each fmancial year, for the 
PSAAU) 
Such other mformation as HMGN may from tune to tune concemmg (I) the PDF, (11) the lmplementatlon 
of the Adrrrrmstration Agreement, and (111) any project or PDF loan 

In adhbon to the above, the Adrrrrmstratlon Agreement reqwes the Fund A h s t r a t o r ,  on behalf of HMGN, 
to provide IDA wth the records and accounts reqwed under the relevant agreements 

The Fundmg Agreement between HMGN and JDA reqwes HMGN to provide to IDA 
Witlun slx (6) months of the end of each fiscal year, coples of the audted accounts of the PDF 
Witlun t h t y  (30) days of the end of each quarter, a report on the progress of the PDF dumg the quarter 

* Such other lnformatlon concemmg the PDF as IDA shall reqwe from tlme to tune 

In addlt~on to the above, IDA requues that deta~led records and accounts be mamtamed concemmg the 
transactions of the PDF and that these accounts and records be malntamed m accordance wth mternationally 
accepted accountmg pmciples 

The Fund Admmstrator's accountmg procedures for the PDF and the PSAAU must be capable of meetmg (1) 
the reportmg and accountmg reqwements of the Adrrrrmstratlon Agreement, (11) mternationally accepted 
accountmg pmclples, and (111) management mformatlon reqwements 

The Fund Adrmnlstrator would mamtam the books and records requved to reflect the mdebtedness of HMGN 
to IDA The accountmg pmciples, practices and procedures descnbed below are based on h s  assumption 

The mam books and records requlred to satlsfy the above reqwements would be mamtamed by the PSAAU's 
"Fmance and Illsbursement Secbon" on behalf of the Fund Admmstrator and the PDF A charge for h s  servlce 
would be made by the Fund A h s t r a t o r  to HMGN for subsequent reimbursement 

In order to meet the reqwements descnbed above, the books and records mamtamed by the Fund A h s t r a t o r  
should be mamtamed m accordance wth the folloullng gwdelmes 

The accounts of the PDF and those of the PSAAU should be mamtamed separately S~mlarly, the accounts 
of the PDF and PSAAU should be mamtamed separately from those of the Fund Adrrrrmstrator's home 
mstitution 
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The accounts of the PDF and those of the PSAAU should be mamtamed on an accrual basis 
The accounts must be mamtamed m U S dollars 

In accordance wth these gcudelmes, certam accountmg practices would be followed by the Fund A b s t r a t o r  
These are descnbed below 

The income and expenlture statements of the PDF and the PSAAU shall dlsclose the sources of mcome and 
expendture In the case of the PDF, the surplus ansmg m the mcome and expendture statement shall be 
transferred to the retamed e a m g s  of the PDF pendmg dsposition instructions fiom HMGN In the case of the 
PSAAU, the Income and expendture statement shall be prepared on a "no profitJno loss" bass 

The Balance Sheet shall show, arranged under converuent headmgs, the assets and liabilities of the PDF and the 
PSAAU as at the close of the accountmg year 

The Finance and Disbursement Section of the PSAAU would follow the Chart of Accounts for the PDF and 
PSAAU as suggested m Appendlx G3 

Busmess expenditures would be recorded m the books through the use of vouchers These vouchers would be 
prepared by one person and vedied by an mdependent person before submssion to the authonzed signatory of 
the Fmance and D~sbursement Section for authorization After postmg, these vouchers and support documents 
would be properly filed for hture reference purposes 

A flow chart for postmg mto the accounts would be as follows Voucher, General Ledger, General Subsldary 
Ledger, and Detailed Subsidlary LedgersIReg~sters 

The mam books and records that the Fund A h s t r a t o r  would need to mamtam on behalf of the PDF and the 
PSAAU are General Ledger, General Subsidlary Ledger, Loans Rece~vable Ledger, Loans Payable Ledger, and 
Fixed Assets Register In addltion to the above, the Fund Adnurustrator would need to set up and mamtam 
vanous subsidary and memorandum accounts to support the transactions recorded m the mam ledgers descnbed 
below 

G I  3 Marn Account~ng Records 

General Ledger The general ledger would contam summanzed control accounts of the PDF and the PSAAU 

General Subs~drary Ledger The general subsidlaty ledger would be mamtamed for recorclmg details of entnes 
to earnmgs, expense, accrual and other accounts for whlch separate ledgerslreg~sters are not mamtamed 

GI  4 Loans Rece~vable Leger 

Loans receivable relate to loans made from the PDF to Project Compames and PCIs The loans receivable ledger 
would detail, znter aka, the followmg information on each loan 

Standlng Information 
- name and address of pnncipal borrower (Investment Enterpnse or PCI) 
- type of loan and amount 
- mterest rate and method of calculation 
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- comrmtment fee rate and method of calculation 
- descnption of fees and other charges 
- repayment structure for mterest and pmcipal 

t Transaction Data 
- comrmtment charges m U S dollars 
- fees and charges 
- amount of drawdown m U S  dollars, fixed at the exchange rate at the tune of repayment If 

dsbursements are made m a dfferent currency, the exchange rate sell rate at the tune of dsbursement 
would prevail 

- amount repaid m Nepalese rupees 
- mterest charges m Nepalese rupees 

An account would be estabhshed m the loans receivable ledger when a duly authonzed copy of the loan agreement 
is sent to the PSAAU's Fmance and Disbursement Section The accounts for the loan would be mamtamed m 
U S dollars In the case of any changes m the terms and conditions andor agreement, a duly authonzed copy 
of the remsed/supplemental agreement would be passed to the manager of the PSAAU to update the ledger One 
member of the PSAAU accountmg staff would enter loan detms and a second would mdependently venfy that 
the entry is correct 

Drawdowns requested by Project Compames should be recorded m U S dollars Interest due would be calculated 
m U S dollars on the U S dollar balance m accordance with the terms of the loan but paid m the Nepalese rupee 
equivalent based on the exchange rate on the date of repayment 

The PSAAU's Finance and Disbursement Section would submt bills to the escrow agent responsible for the 
management of the escrow account These bills must be received by the escrow agent not less than fifteen (15) 
days pnor to the due date Each month the ledger would be reviewed and a report of overdues prepared The 
PSAAU's Fmance and Disbursement Section would send appropnate rermnders to the borrowers 

On receipt of repayments, checks would be paid mto the PDFYs account mamtamed by a multmational bank or 
the Nepal Rastra Bank whch would ensure that (1) all checks are recorded ~rnmedlately, (11) all checks are paid 
Into the PDF account promptly, and all checks are credlted to the correct borrower's account 

G I  5 Loans Payable Leger 

Loans payable relates to loans to the PDF by IDA through HMGN The loans payable ledger would detail, inter 
aka, the followmg information on each loan, as appropnate 

Standmg Infornabon 
- name of lender (HMGN, but wth details of each funding agency, 1 e , IDA and future cofmanciers) 
- loan amount 
- mterest rate and method of calculatton 
- other charges 
- repayment structure for lnterest and pmcipal 
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Transaction Data 
- amount drawn down m U S dollars 
- loan repayment m Nepalese rupee equivalent to HMGN 
- mterest accrued but not pmd 

other charges payable 

Accounts would be created m the loans payable ledger on the sigmng of the Admmstration Agreement between 
HMGN and the Fund A h s t r a t o r  At the same trine all standmg data would be drawn from the Admmstration 
Agreement and any supplemental agreement between the Fund A h s t r a t o r  and HMGN A duly authorized 
copy of the A h s t r a t i o n  Agreement is requred to open accounts One member of the PSAAU's accountrng 
staff would enter the loan details and a second would mdependently venfy that the entry is correct 

The Fund A h s t r a t o r  would request drawdowns through the establlshrnent of letters of credt from IDA m 
accordance wth its disbursement procedures Once the dsbursement is made, IDA would nobfl the Fund 
A h s t r a t o r  whlch would fix the PDF's U S dollar liabdity The Fund Admmstrator would also inform 
HMGN of the amount of the foreign currency loan dsbursed 

Upon receipt of notification of a drawdown, the PSAAU's Fmance and Disbursement Section would enter the 
transacDon m the IDA account m the loans payable ledger The entry would show both the date of the transaction 
and the amount m U S dollars (for memorandum purposes) 

Interest would be calculated on the U S dollar pmcipal amount On repayment to HMGN, the account would 
be credted wth the Nepalese rupee value 

Each month the ledger would be reviewed and a report prepared of any repayments due to HMGN The Fund 
Admmstrator would arrange the transfer from the PDF account to the debt service account of HMGN mamtamed 
wth Citibank 

G I  6 F~xed Assets Reg~ster 

The Fixed Assets Regster would contam the details of each type of fixed asset of the PSAAU The regster 
would contam such information as date of purchase, cost pnce, accumulated depreciation, etc All fixed assets 
of PSAAU would be depreciated m accordance wth the Fund A h s t r a t o r ' s  home mstitution's current 
practices 

GI  7 Charglng Arrangements 

An Important reqwement of the Admmstrabon Agreement is for the Fund A h s t r a t o r  to provide HMGN wth 
mformabon regarchg the PSAAU's acbvlbes Although the PSAAU is a part of the Fund A h s t r a t o r ' s  home 
institution, it is Important that PSAAU activities and transactions be mamtamed separately from those of the 
Fund Admmstrator's home mstitution As detailed m the A h s t r a t i o n  Agreement between HMGN and the 
Fund A h s t r a t o r ,  the remuneration recoverable by the PSAAU IS as follows 

The negotiated ahstration/management fee 
Capital expendtures mcludmg office equpment, computers and other equpment 

c General and admmstrative expenses 
Salanes and benefits of the PSAAU's employees 
Consultmg services 
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The Fund A h s t r a t o r  shall submt mvoices to HMGN on a quarterly basis These mvoices would descnbe 
m reasonable detad all relmbursable costs mcurred, mcludmg man-hours worked and types of services For the 
first two (2) years of PDF operation, relmbursable expenses would be paid by resources provided by IDA 
Thereafter, the Fund A b s t r a t o r  would be pemtted to recover its rembursable expenses fiom reflows to the 
PDF 

A k s t r a b o n  Fees For admmstrabon and management of the PDF, HMGN shall pay the Fund A h s t r a t o r  
a fee of not more than one-half of one (%) percent per annum of the cumulative amounts dsbursed and 
outstandmg and not m default at the end of every calendar year Ths  fee would be paid w h  th ly  (30) days 
fiom end-month of the year m whlch the Adrmtllstration Agreement is signed 

The PDF's proposed fees and charges for its "first wmdow" shall be fixed for each loan and w11 generally be 
based on the followmg structure 

A loan application fee equivalent to US$5,000 Thls fee is paid only once and is non-refundable 
A loan documentation fee one-quarter of one (%) percent of the loan amount, non-refundable, plus out-of- 
pocket costs of travel and fees for consultants and legal specialists employed for the due dligence process 
Thls one-t~me, non-refundable fee is payable by the Investment Enterprise at financial closure 

c Comrmtment charges of three quarters of one (3A) percent per annum The first charge would be calculated 
on the undsbursed amount of the PDF loan from the date of the PDF loan agreement For subsequent years, 
the charges would be calculated on the unhsbursed amounts at the same day as deterrmned for the first year 
A project monltonng fee three quarters of one (3A) of the yearly outstandmg balance, provided that the 
annual fee not exceed US$50,000 
A standby fmancmg facility fee one (1) percent 
A take out finance facility fee one quarter of one (%) percent 

T h ~ s  structure is m lme with fees and charges by infrastructure lendmg programs In the event that the fees 
charged to borrowers, as per the proposed fee structure above, do not totally cover the costs and expenses of the 
Investment C o m t t e e  and the Fund A h s t r a t o r ,  particularly d m g  the lnltial years of PDF operation, part 
of the IDA c r d t  should be use to cover these costs subject to a ceilmg to be negotiated wth IDA However, m 
order to be self-sustawg, the PDF should earmark a portion of its future mterest mcome to cover operatmg 
costs 

The fee structure for the PDF's "second wmdow" would be assessed on a case by case basis Fees and charges 
for the "second wmdow" could, for example, be absorbed m the mterest rate charged by Participatmg Credt 
Institutions 

These charges and fees, mcludmg the ceilmgs, would be subject to escalation at U S inflation rates The 
adjustment mechamsm would be detailed m the PDF loan agreement 

Employee Salmes and Benefits Separate and complete records must be mamtamed for each PSAAU employee 
detailing man-hours worked 

General and Adrmnlstrative Expenses The PSAAU's Fmance and Disbursement Section would mamtam 
separate records of actual expenses mcurred on behalf of the Fund A h s t r a t o r  Accordmgly, pnor approval 
of the PSAAU manager would be obtamed before malung any payment on behalf of PSAAU to consultants and 
other supphers of s e ~ c e s  du-ectly obtamed by the Fund A h s t r a t o r  Costs related to the conduce of external 
auhts and mternal control reviews of the Fund A h s t r a t o r  and the PDF are mcluded m t h~s  category 
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Overhead Charges Overhead charges would be reimbursed by HMGN accordmg to d e t e m e d  apportionment 
bases Appenhx F provides gudance regardmg the types of overheads the Fund Admmstrator could mcur 

Other Internal Services Rendered bv the Fund A h s t r a t o r  For other Internal services such as legal, 
accountancy, admmstration and personnel, the manager of the PSAAU and the Fund Admmstrator's home 
mstitution would mutually devise procedures for chargmg a fixed amount on a monthly basis 
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Appendix G2 

Gu~del~nes for Fund Adm~nlstrator Overhead 
Charges and Suggested Apport~onment Bases 

Bmldmg expenses 
Stationary and suppltes 
Postage 
Telecomm~~llcations 
Audltors and legal fees 
Travel expense 
Vehlcle expenses 
Employees activities 
Consultancy charges 
Insurance (benefits) 
Sundnes 
Computer software 
Repaus and maintenance 
Office eqmpment 
Installation 
Insurance (eqtupment) 
Deprect at~on 
T r a m g  

Apport~onment Base 

Area basts 
Staff numbers 
Actual costs 
Spec~fic telephones allocated to PSAAU 
Actual costs 
Actual costs 
Actual costs 
S taff numbers 
Actual costs 
S taff numbers 
Staff numbers 
Actual costs 
Staff numbers 
Actual costs 
Actual costs 
Actual costs 
On fixed assets (if any) 
Staff Numbers 
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Type of Accounts 

General Leger Account 

Reporting Classificat~on 

General Subs~d~ary 
Ledger Account 

Balance Sheet 

Deb~t Accounts 

Income & 
Expendtture 

Statement 

I Loans Rece~vable 

2 lnterest Earned Not Recelved 

3 Current Account wlth 
Mulbnatlonal Bank or Nepal 
Rastra Bank 

4 Fees Rece~ved 

5 Interest Charges 

Type of Loan 

Type of Loan 

Type of Fees 

Borrowng Account . 
Cred~t Accounts 

6 Loans Payable 

7 Interest Accrued 

8 Checks under Clearance 

9 Interest Income 

10 Fee Income 

11 Retamed Earn~ngs 

Borrowng Account 

Borrowing Account 

Name of Investment 
Enterpr~se 

Type of Loan 

Appl~cat~on Fee 
Documentation Fee 
Commitment Fee 
Project Monltor~ng Fee 
Standby Facrl~ty Fee 
Take-0u.t Flnance Facll~ty Fee 
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Append~x H 

Audit Gu~delines 

Aults  of the Power Development Fund (PDF) are necessary m order to provide assurance to the International 
Development Assoc~ation (IDA) mvestmg m the PDF that its mvestment is bemg properly managed and that 
those who have been made responsible for managmg the PDF are carrylng out ther stewardshp role efficiently 
and effecbvely The greater the au&tor7s mdependence from those responsible for managmg the PDF, the greater 
the mvestors' confidence m the management of the PDF and m the mformation bemg provided wth regard to the 
PDF's mcome, expenhtures, assets and liabilities 

H2 Background 

It is a requirement of the A h s t r a t i o n  Agreement that the financial statements and reports that must be 
produced to record mcome, expenhture, assets and habillties of the PDF, together wth the underlying books and 
records for the PDF upon whch the statements have been prepared, must be subject to an external auht each 
fiscal year Thls is also requlred by the Loan Agreement between IDA and His Majesty's Government of Nepal 
(HMGN) 

In comphance wth the obhgabons of the Loan Agreement between IDA and HMGN and future co-financiers of 
the PDF, the audt must be camed out m accordance wth internationally accepted auhtmg standards consistently 
apphed by mdependent audtors that are acceptable to IDA W i h  six (6) months of the end of each fiscal year, 
a copy of the aultors' report must be h s h e d  to IDA together wth certified copies of these statements 

In adltion to the above, HMGN may from tune to tune and m order to meet a request from IDA or future co- 
financiers, request other mformation concemg the records, accounts and statements of the PDF Ths  
information must also be subjected to an mdependent auht HMGN' Auhtor General 1s also entitled to auht 
the accounts of the PDF 

H3 Approach 

To lscharge its responsibility, the Fund Admullstrator must establish procedures for the efficient and effective 
internal control of the PDF and the Pnvate Sector Account A h s t r a t i v e  Umt's (PSAAU) acbvities The 
objectives of those procedures are to 

Provide assurance to IDA and future co-fmanclers that thelr Investment is properly managed 
Idenw when the vanous covenants and agreements that govern the operation and management of the PDF 
have not been followed 
Identify improvements that can be made m the management of the PDF and the execution of PSAAU's 
activities 
Provlde assurance to the semor management of the Fund A h s t r a t o r ' s  home mstitution that the PSAAU 
is bemg managed efficiently and effectively 
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The most effectwe approach to the achlevernent of the above objectives is for the Fund Adrmtllstrator to establish 
mternal control procedures that provide for the auclst of both its and the PSAAU's systems and activities on an 
on-gomg basis and to contract a firm of mdependent auQtors, external &om those of the Fund Adrmtllstrator's 
home mstltution, to carry out the annual au&t each fiscal year 

The advantages of havmg mternal auclst as well as external auQt are 
To identify weaknesses m, and non-compliance wth, the Fund Admmstrator's and PSAAU's procedures 
d w g  the course of the year thereby facilitatmg remedal action at an early oppomx~llty 
To reduce the scale and cost of the annual audrt by prondmg assurances to the external audtors that the Fund 
Admmstrator and PSAAU, through theu mternal audt function, has established procedures and practices 
to identify the weaknesses and non-compliance referred to above 

H4 Objectives of Internal and External Audrts 
\ 

Internal and external audt would cany out complementary activibes whlch, if properly coordmated, would asslst 
m achlevmg the objechves of auQt The degree to whch rnternal and external au&t activities are complementary I 
would depend on the extent to whch the external auQtors are satisfied wth the work camed out by the mternal 
auclst 

The main objective of mternal audt would be to prov~de assurance to the PDF Investment C o m t t e e  and the 
senior management of the Fund Adrrrrmstrator's home mtitution as to the probity of PSAAU activities 
However, it would also have a wder role m promoting the effic~ent operation of the PDF and the PSAAU It A 

should work m cooperahon wth the Fund Adnurustrator's staff to unplement efficient operatmg systems for the 
PSAAU and to identify areas where efficiency and effectiveness may be mcreased The mam objective of the CI 

external auQt is to provide assurance to IDA and future co-fmanc~ers that the accounts of the PDF have been 
prepared m accordance wth mternationally accepted accountmg pmciples and that they reflect a true and fau 
representation of the PDF and the Fund A h s t r a t o r ' s  activities \ 

Internal audit should be functionally mdependent of the operations of the PDF and the PSAAU However, it 
cannot acheve the same degree of perceived mdependence as that of external au&tors The work of appropnate 
external auditors provides all parties, part~cularly those external to the Fund Adnustrator's home rnstitution, -. 
with confidence as to the strength of mternal systems and the reliability of published financial results 

The procedures for mternal and external audit are Qscussed below under the headmgs of AuQt Comt tee ,  
Internal Audit, and External Audit C 
H5 Audrt Comm~ttee 

To provlde the mdependence of the Internal and external audt, an Auclst Comrmttee should be formed by the PDF 
Investment C o m t t e e  wth the follovvlng roles and responslb~lities 
b Selection of external auQtors 
b Agreelng on the work plan for Internal auQtors and detematlon of the terms of reference for external 

audtors 
Coordmation of the work of mternal and external auQtors and ensumg there is proper liaison 
Receipt and review of the comments and reports of mternal and external audtors 
Discussion of key issues wth semor Fund A b s t r a t o r  staff to identify possible unprovements to systems 

. - 
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+ Actmg as a funcbonal supervisor of the chef mternal audtor mdependent of PSAAU staff whose work the 
chef mternal auQtor would be reviewmg 

+ Evaluation of the performance of the mternal au&t 

The AuQt C o m t t e e  would mclude the manager of PSAAU and others proposed by the PDF Investment 
C o m t t e e  The c o m t t e e  would meet at least hnce per year 

H6 Internal Aud~t 

The objectives of mternal auQt should be 

(1) To evaluate the operatmg systems wthm PSAAU and to ensure that they are adequate for the purpose of 
- safeguardmgtheassetsofthePDF 
- e n s w g  the accuracy, reliability and tunelmess of accountmg reports and records 
- ensuring that the actions and decisions of PSAAU staff are m accordance wth PDF policies and 

gudelmes 
- assessmg the performance of the PSAAU 

(2) To undertake whatever work is necessary to establish that exlstmg systems are bemg complied wrth and to 
ensure that they are achievmg the purposes sent out m (1) above 

(3) In consultaoon wth the manager of the PSAAU and h s  operational staff, to propose changes and addtions 
to mternal systems to enable them to better meet the purposes set out m (1) above 

(4) To consider whether the PSAAU is a t t amg  its objectives m the most efficient and effecbve way and to 
propose and Qscuss PSAAU management ways m which the activities of PSAAU could be made more 
efficient and effective 

H7 External Audit 

The Auht Comttee would make a recommendation to the PDF Investment C o m t t e e  on the appointment of 
external auhtors Although it would be possible for PSAAU to have separate auhtors from the Fund 
Adrrrrmstrator's home mstitution it be more prudent and efficient to use the same external auhtors 

Smce the funds a b s t e r e d  by PSAAU do not form part of the funds of the Fund Adrrrrmstrator7s home 
msbtubon and smce a specdic au&t is requlred for the PDF and PSAAU, auQt work would be adhtional to that 
carned out m the auhbng of Fund A b s t r a t o r 7 s  home institution Therefore, it would be necessary to mclude 
a specific adhtlonal sectlon m the terms of reference of the external audtor 

Thls section shodd mclude 
Specific references to the PDF and PSAAU as distmct from the Fund Adrrrrmstrator's home mstitution 

+ Tune and place of delivery of the auht report 
+ A clear descnption of matenal to be provided for the au&t and the t~rmng of the provision 
+ A statement of the scope of the audit 

A statement that the auQt should be undertaken m accordance wth mternational auQtmg practices 
+ Management letter requuements 
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b A statement of the need for ha~son wth Internal au&t 
Independence requuements 
Requirements that the ad to r s  should submt a proposal and work plan 
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Appendix I 

Typical Commitments Contamed in the 
Project (Implementation) Agreement 

The hst of comtments presented here are provided as examples only and are mtended to facilitate evaluation 
of the Investment Enterpnse's Secunty Package 

Authonzahon to do busmess m the country IS a basic prowsion that recogmzes and authorizes the Investment 
Enterpnse to implement a pnvate power generatmg facility 

Authorization to generate, transmt and/or hstnbute electncal energy, whch provides for the Investment 
Enterprise to generate and possibly transmt and hstnbute electncal energy under certam controlled 
conhtions 

Authonty to obtam penruts allows Investment Enterpnse to secure construction pernuts and operatmg 
pemts  if m compliance wth related laws and regulations 

Guarantee of performance of the Investment Enterpnse and public sector entity who are party to the 
implementation and operation of the project means that the government, via a sovereign guarantee 
compensates the Investment Enterpnse 

Currency protection to the power supplier for a vanety of currency issues, mcluhg  convertib~lity, 
availab~llty of foreign exchange, devaluat~on, and repatnation 

t Tax and duty incentives can be provided by creatmg decreases and/or total exemption from tax and duty 
obligation 

Leslabve protechon a g m t  changes m the law and regulations whch would adversely effect or potentially 
effect the participants m the project 

Fmancial protection agamst certam force majeure events such as war, mswrection, and general stnkes 

Work pemuts authorize Import and use of specified foreign work force 

12 Power Prov~der Comm~tments 

Comply wth laws and regulations 

* Undertake project development 

Obtam project fmancmg and achleve financial close wthm specified parameters mcludmg tune 
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Descnbes form of company, ownershlp, regstration, terms of ownershlp 

Project msurance to be obtalned 

13 Mutual Obl~gat~on/Comm~tments 

Temmahon defines under what condbons one party or the other can termmate the Project (Implementation) 
Agreement and recourse should t ema t lon  occur 

Penalties defme type, form, value of penalties Imposed should a party fail to perform 

Govermng law and arbitration 

The government and Investment Enterprise would mutually secure the other party agamst loss and damage 
ansmg fiom the performance of contractual obligations wthm certam lmtations 
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Key Prov~s~ons of the 
Power Purchase Agreement 

The list of provisions presented here are provided as examples only and are Intended to facil~tate evaluation of 
the Investment Entepse 's  Secunty Package 

J l  Summary of Key Prov~s~ons 

Defmtions - Provides the m e m g  of s ~ ~ c a n t  words or word groups used m the document 

Sale and Purchase of Enerw and Capacity - Contams statements a Investment Enterpnse agrees to purchase 
per terms and condbons of the agreement, and that purchaser agrees to the terms and con&tions The Investment 
Enterpnse is obhgated to provlde a number of documents that venEy and certify charactenstics of the generatmg 
facility 

Pre-Operahon Penod - Contams the responsibilities of the Investment Enterpnse and the purchaser dunng the 
pemt ,  construction, testmg, and start-up penod Termmates at commercial operation date 

Term and Termmation - Identifies the effective start and end date of the agreement, conhtions under whch it 
can be extended andlor termmated, and process and remedy for termmation 

Representat~ons. Warranties and Covenants - Conveys agreement of the Investment Enterpnse to operate the 
plant as designed wthm the laws and regulations of the host country Certifies that Investment Enterpnse IS a 
valid legal entity, would use acceptable busmess practices, and provide information (as mutually agreed upon) 
to the power purchaser 

Control and Operabon of Facllibes - Descnbes how the facility would be operated and mamtamed, how power 
would be hspatched, and the types of documents and records to be mamtamed 

Interconnection - Defines the responsibility of the Investment Enterpnse and purchaser for the facilities used 
to transmt power from generatmg facility to transmssion gnd Descnbes the mterconnection pomt at whch 
responsibility transfers from the producer to purchaser 

Metenng - Descnbes how power generation would be measured, metemg responsibilit~es, and other ~nterface 
responsibilities between the Investment Enterpnse and purchaser 

Cornpensahon Payment and Bdhg - Descnbes the pnce of power to be pad by the purchaser to the Investment 
Enterpnse for the durabon of the agreement, whch is stated on a m t  rate basis (such as U S cents per lulowatt 
hour) to Include both energy and capacity charges or broken down Into its components Pncmg formulas are often 
complex and are comprised of a number of components that reflect fixed and vanable costs of power generation, 
mcludmg debt service, fuel cost, and operatmg and mamtenance costs These components m turn are based on 
actual costs, cost m&ces, or other methods 
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Testln~ and Capacity Ratmg - Establishes a program for determmmg the maximum rehable electrical power 
generatmg capabilities of the facility under vanous conhtlons If test results are acceptable the facility would 
be placed in operation 

Insurance - Delmeates the type and l m t s  of msurance to be obtamed by the Investment Enterpnse - 
Liabilitv. Noncom~llance and Guarantees - Thls Includes mdemficabon obligations between the power 
producer and the purchaser, form and llrmts of fachty completion guarantee, form and lmts on facility 
performance guarantee, and llrmts and conltions on transfer of fac~hty from Investment Enterpnse to other 
orgmzatlons 

Force Mqeure - Defines what events constitute a force majeure, the act~ons requued, and who bears the nsk 

Taxes and Claims - Contains obligations of Investment Enterpnse for local, regonal, and national taxes and 
levies, and clauns for payment for work and/or materials provided by others that rmght result m legal action 

Choice of Law and Resoluoon of Dsputes - Identrfies under whlch laws the agreement would be governed, and 
the process and method to be used to resolve hsputes 

Notices - Provides for method, language, process, and dstnbution of notices among parties 

Changes m Law - Provldes for protecbon of the Investment Enterpnse should the law change to adversely affect 
the cost of construction or operation 

Opbons to Purchase - Dependmg on the type of agreement, defines how the Investment Enterpnse can exercise 
the option to purchase the facility 

Entree - Designates the agreement as the final expression of the mtent of the parties and abrogates all pnor 
wntten or oral understandmgs 

Miscellaneous Provisions - Includes a vanety of other general terms and condtions considered necessary but 
not warrantmg a separate section 

J2 Explanatory Notes 

Term of Ameement - The term of agreement is stated m years The effective date is the date of comrmssion 
of the complex The agreement should be m effect as long as there is outstandmg debt An option to extend the 
term of the agreement may be Included here Disposition of project assets at the terrmnation of the agreement 
is specified 

Facility Operaaon - Operation and dspatch of the power complex allows for a base load or fully dspatchable 
plant (if reqused by the system), in accordance with the pmciples of economc lspatch It provides the nght 
of the owner to suspend purchase of power wthout penalty dunng emergencies It obligates the purchaser to 
operate the complex m accordance wth recopzed practices and the owner's requirements 
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Performance Testmg - The article on testmg and capacity ratmg detsuls procedures for testmg the project 
fachbes based on mternabonal codes and standards and project specifications The producer IS requlred to pass 
certm performance and rehabhty tests before the project goes mto commercial operation and capacity payment 
b e p s  A one-t~me adjustment at a specified pnce per lulowatt is made if power tests do not meet guarantee, 
which is usually reflected m the negotiated capacity charge In adQtion to the performance tests pnor to 
operabon, the power purchase agreement may call for penodc tests of dependable capacity A failure to satis6 
those performance tests could result m a reduction m capacity payments 

Energ  Purchase - The article on sale and purchase of energy and capacity requlres that the producer would 
make avdable and sell to the purchaser, and the purchaser would purchase from the producer for an agreed on 
compensation a specified mawnum dependable capacity and an associated energy output of the plant after its 
commercial operation date 

Tmff Structure - The article on compensation, payment, and b i h g  descnbes the tanff compensation to the 
power producer for plant capacity and energy payments based on actual operation 

Project Insurance - The msurance article requlres the power producer to obtam and mamtam muurnurn levels 
of msurance, mcludmg business mtermption 

Interconnection - The article on mterconnection descnbes the responsibilities of the developer and owner m 
p l m g ,  design, construction, comssion,  operation, and mamtenance of the mterconnectmg facilities 

Metenng and Communications - Metenng and cornmumcations facilities establish the responsibilities of the 
developer and owner for mstallation, operation, and mamtenance of cornmumcations equipment, as well as for 
the measurement of energy output and dependable capacity usmg the plant metemg system Typically, the power 
purchaser would control the measurement of the energy output and dependable capacity 

Guarantees. Warranbes. Indemfication and Liabilities - Contamed w b  the power purchase agreement are 
specific obligations of one party to the other should there be plant equipment failure, property damage, andlor 
fsulure to provide electrical power as specified 

Force Majeure - Th~s  article must defme force rnajeure such as acts of God, war, nots, nonculpable labor 
stnkes, and their consequences to each of the parties dunng the ownershp and operation of the project 

Taxes. Dubes. and Levles - The article defmes all taxes, duties, levies, and other lrnpositions applicable to the 
producer dunng construction and operation of the project, part of whch may be passed on to the purchaser 

Defaults and Ternnation - Defaults and termmation mclude matenal breach of obl~gations not cured mthm 
a reasonable tune, insolvency of developer, and fdure to produce a certam rmmmum amount of energy or achleve 
a certiun availability of plant over an extended penod of tune Remedes for default should mclude the nght of 
the owner to operate the project 

Dispute Resolution - This article defmes the process by whch the Investment Enterpnse can settle hsputes 
about the mterpretation of agreements and performance of vanous comtrnents Ths  process may include a 
mutually appomted operatmg comt tee ,  Qscussions, referral to an expert and arbitration m a predesignated 
location 
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Transfer of Ownership - Transfer of ownershrp of the assets addresses the final &sposition of the project 
facilities at the end of the agreement penod The may Include physical transfer or purchase of the facility, 
cont~nuation of the agreement, or liqmdation of salvageable assets 
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Key Provisions of Construct~on Contracts 

The list of provisions presented here are provided as examples only and are Intended to facilitate evaluation of 
the Investment Enterprise's Secmty Package 

Techtllcal Scope and Specifications - Descnbes plant design cntena and specrfications, provldes summary 
layout and process drawmgs, and idenbfies major pieces of equpment 

Contractor's Responsibhbe~. - Descnbes the smces, sta€6ng reqwrement, secunty measures, plant acceptance 
methods, b o n h g  requirements, personnel conduct, reportmg reqwrements and other contractor obligations 

Owner Responsibrl~ties - Descnbes the obligations of the Investment Enterpnse, mcluchg approval process 
and authonty, ava~lability and con&tions of the project site, access to site, pernuts, and other items 

Comuensabon and Payment - Descnbes the value of the contract and payment schedule based on construction 
progress and testmg mlestones 

Acceptance Testms - Descnbes performance testmg requrements, performance guarantees, testmg schedule, 
testmg review and approval whch are Included as an attachment to the contract 

Changes - Provides a mechamsm for chanpg the terms and con&tions of the contract Ths could mclude 
changes m the scope of services, pnce andlor tune for project execution 

Rejecbons - Should the plant or porhons of the plant be rejected by the owner d u g  the construction to testlng 
phase, remedy by contractor is descnbed 

Warranties - The contractor represents that the project meets desrgn and construction standards, has been 
engineered wth prudent and recogmzed specrficaaons, that the contractor is expenenced m provichg such 
semces, can meet producbon schedules, and that the matenal and equpment would perform as speclfied Should 
the work prove defectlve and/or fail, it would be replaced by the contractor at no cost to the owner 

Title to Work - Conveys all work, supphes, and equpment to the owner 

Remedes - Defines the consequences and/or penalties for failure by the contractor to perform as specified, 
including schedule delay andfor failure to acheve performance guarantees Damages include monetary 
compensation to the Investment Enterpnse for delay m achevmg completion mlestones and falure to acheve 
performance guarantees Damages are to be assessed on a day-by-day slip m schedule or falure to meet electrical 
output guarantees Damages are bed to financial obhgabons of the produces as dctated by fmancmg lnstltutions 

Performance and Warranty Bonds - Prowded by the contractor m support of potential farlure to meet contractual 
obligations 
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Insurance - Project rnsurance is provlded by the contractor and owner, includmg comprehensive general liability 
msurance, automobile msurance, and budder's nsk msurance 

Dispute Resolution - Defines how, where, and by whom hsputes would be resolved 

Indemnification - The contractor and owner mutually assume responsibility for actions or mactions of thelr 
employees andlor others that cause damage to the other party 

Assignment - Defines under what conmtions this contract, m whole or part, rmght be assigned to a thxd party 

Suspension and Termation - Contams conhtlons under whlch the owner can suspend or t e m a t e  work, 
mcludmg default by the contractor Describes obligations of parties m such an event 

Force Majeure - Defines a force majeure and actions and rememes to be taken as a result 

Confidentiality - Defines what mformation should be treated as confidential and how it should be protected 
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Appendix L 

Loan Assessment Checklist 

Thls annex contam an illustrative list of the mformation whch should be provided by the project sponsors for 
purposes of the financial and techcal loan assessments It is expected that thls checklist would be supplemented 
by hsts provlded by techtllcal consultants hlred by the Fund A h s t r a t o r  to provide assistance m the appraisal 
of specltic projects The annex also prowdes pdance  as to how selected mformation should be reviewed by the 
company 

L1 The Sponsors 

It is assumed that project sponsors would mclude corporate bodes lrmted by shares, jolnt ventures, partnershps 
and sole propnetorshps If a project sponsor is an mdvidual, slhe must h s h  hs/her name and address and 
prowde a statement dsclosmg all offices, employments, positions and busmess or professional acbvities bemg 
undertaken currently and dunng the past five years, and 111 detads of the assets and liabilities of such mdlvidual 
whether smgly, jomtly wth other persons, as trustee or othemse The mformation should confonn as far as 
possible wth  that requested below 

The fol lowg mformation would be requested, as appropnate, fiom each project sponsor 
Name 
Country under whose laws mcorporated 
Date and place of mcorporation 
Regstered office or seat 

b Principal place of busmess 
Address for correspondence (mcludmg telephone, facsmle and e-mail) and name and position of contact for 
the project 

b Nature of busmess or activities 
Names, nationalities and addresses of all hectors or equivalent officers (both boards m case of two-tier 
boards) and secretary 
Nature of orgamahonal documents (memorandum and arbcles of association, articles of mcorporation, etc ) 

b Number and nature of issued shares of each class 
Amounts paid up m respect of issued shares of each class 
Details of all stock exchanges (if any) on whch any share capital is listed, quoted or dealt m 
If a subsidary, name of ultlmate holdmg company 

b If a partnership, joint venture or consortium, names of partners or jomt venture or consortium members 
Details of bankers 
Any mterest, other than a shareholder m the Investment Enterprise, that each sponsor (or related company) 
has m the project 
Au&ted financial statementsfannual reports for the past three (3) years 

Acres/USAID Pnvate Electrrcrty Project L-I 



Nepal Power Development Fund 
Borrower's lmplementat~on Plan - 

L2 Project Descr~pt~on 

Summary descnphon covermg, for example 
t Technology, stat~on type, etc 

Number and size of u t s  
Location 

L3 Investment Enterpr~se and its Management 

The followmg mformation would be requested 
t Proposed name 

Proposed regstered office 
Proposed share capital of each class, both authorized and (as of financial closure) to be issued 
Proposed ho lhgs  (as of financial closure) of each project sponsor or each class of share capltal 
Names and addresses of proposed hectors Where a proposed lrector is not an officer or employee of a 
project sponsor, evidence must be provided to the Fund Adrmtllstrator of such lrector's awareness of the 
proposal and wllmgness to act as a duector 
Name and address of the proposed company secretary 

c Orgamzat~onal chart 
Identdicabon of whom would be respons~ble for pmcipal project management activities (1 e , Officers of the 
company - if so, whom? Consultants - ~f so, whom?) 
Relevant expenence of mdwiduals or consultants idenhfied above 
Reference enablmg the Fund A b s t r a t o r  to make mdependent enqumes of these mvrduals' or 
consultants' previous performance 

L4 Appropr~ateness of the Technology 

Is the technology proven internatlonally7 If so, references should be provided 
Has the technology been employed in Nepal or smlar  country? 
Are there any features of the technology whch would make implementation m Nepal particularly dIfficult7 

L5 S~te  Surtabrl~ty and Infrastructure Development 

Site location 
Topographcal data 
Geologcal data and soil conhtions 
Meteorologcal data 
Site plan 
Site access mcludrng new ~nfrastructure reqwements 
Distance and terram for transmssion lme to gnd 
Availability of construction matenals such as aggregates and sand 

L6 Project Des~gn 

Plantlfac~lity (mcluhg eqmpment descnphon, sourcmg and specifications) should be detailed, along wth 
plantlfacllity layout 
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L7 Arrangements for Deta~led Eng~neenng 

The Fund A h s t r a t o r  should ensure that arrangements for detruled engmeenng are satisfacto~y 

L8 Cost Estimates 

Caprtal Cost The capital costs should be broken down by item and by the year m whch they would be 
mcurred A summary table should be prepared, settmg out the capital cost m U S dollars by year for each 
of the cost ~tems, together wth a tlrnetable mhcatmg the related physical progress wth construction of the 
plant from cornmencement through to comm~ssionmg 

* Foreign and local costs should be separately identified 

Where appropnate, the cost should be presented m the followmg format 
- FOBpnce 
- msurance, freight 
- erection, comrmssionmg 
- total sum 

Cost Categones The costs should typically be broken down mto the followmg categones 
- land 
- bmldmgs and civil works 
- machmery and equipment 
- construction eqtupment 
- cost of erection and installation of plant and eqmpment 
- consultancy costs (techcal, legal, financial, etc ) 
- feas~b~lity studies and other engmeenng activity 
- vehcles 
- fimuture, fixtures and fittmgs 
- pre lmary  expenses 
- tnal run expenses 

Cost of Land 
- land and acquisition 

area of land 
ratelut  (basis of est~rnation to be provided) 
total cost 
land area demarcation on the map 
rmnunum spare land requirement for the project 
leasmg/documentation 

- development of land (bas~s of each cost ~tem to be provided) 
regstration 
surveys 
levelmg and gradmg, landscapmg 
any other 
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I 
- mternal and access roads (basis of each cost item to be provided) 

length and wdth 
costperunlt 
easements 
total cost 

Bwldmgs and Civil Works 
- maln b m l h g  

type of construct~on 
number of floors 
covered area of each floor by section 
total covered area 
ratefunit area (basis to be provided) 
total cost 

- admmstration/office block 
type of construction 
number of floors 
covered area of each floor by section 
total covered area 
ratefwt area (basis to be provided) 
total cost 

- ancillary bmldmglcivil works 
warehouse 
workshop 
control rooms, mstrumentation 
substation 
gate office 

t Import Costs 
- ocean freight 
- letter of credlt charges 
- mport license fee 
- bank comss ion  
- mannemsurance 
- customs duty 
- mport and surcharges 
- cleannglforwardmg agent charges 
- mternal fieight 
- others 

Cost Escalation Assumptions ( D u g  Construction), if Applicable 
- exchange rate used and date 
- items that would be Indexed m the purchase agreements (mcludmg the t~rmng of adjustments) and 

proposed adjustment formula 
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- those items whch would be covered m the purchase agreements through flow-throughs (e g , msurance, 
profit participation, etc ) 

L9 Operat~ng Cost 

The operatmg costs identdied below should be supplied by each proposer m both local and fore~gn currency wth 
appropnate supportmg evidence These items should also be categorized mto fixed and vanable costs 
* Staff costs wth manpower details 

Insurance 
Interest payments 
Leases and rents 
Waste hsposal 
Spares and mamtenance 
Other supplies 

Staff costs would mclude the cost of expatnate staff as well as of local staff The Fund Adrrrrmstrator would 
request a manpower plan for the operatmg phase, broken down accordmg to job specificat~on and accordmg to 
whether employees are local or fiom overseas Assumptions made about the amount of tune whch foreign 
experts would be spendmg m-country should be made clear 

The Fund A h s t r a t o r  should also request a summary table, m&catmg operatmg costs (m U S dollars) by year 
for each of the categones set forth above Thls should mclude both the construction and operatmg (post 
comrmssiomg) phases of the plant 

Information regardmg fmancmg costs is detailed below m the Section entltled Fmancmg Plan 

L10 Procurement Plan 

For each procurement package, provide the follomg mformation 
Summary descnption of the item bemg procured 

* U S dollar value of the procurement 
* Nationality of the supplier(s) 

Currency of procurement 

For those elements of the project bemg h d e d  by IDA resources, ensure that equupment is procured fiom World 
Bank eligble countnes 

U S dollar value should be the U S dollar eqmvalent at bid openmg 

I I Construct~on Management Arrangements 

For construction contractor, specifjr 
Name of contractor 
Experience m construction of smlar  projects 
References 
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t Construction contract 
- orgamzation plan wth key members and responsibilities defined 
- contract and sub-contract admmstration 
- orgamzation of the slte 

L12 Env~ronmental and Socral Impact Assessment 

The Fund A h s t r a t o r  should ensure that the envlronmental assessment has been updated to mclude, but not 
be l~mted to, the follolvlng 

The analysis of potentral socioeconomc unpacts of the proposed project, especially wth regard to 
dastructure and labor force requuements 
The analysis of potential lmpact on rural commmbes, mcludmg those relatmg to tradtional land or water 
nghts 
The preparatson of a site-spec& survey of potential unpacts on rare or endangered plant and m a l  species 
and theu cntical habitat 
The preparation of a site-specific survey of potential mpacts on archawlogical and/or hlstoncal sites 
A revlew of the handlmg of hazardous matenals dunng construction and operation (note that no PCBs can 
be used) 
A review of the emergency prevenbon, response p l m g ,  and management procedures whlch would be 
adopted 
A mhgatson plan that should be prepared identiflmg actions whch can be adopted m the project design and 
implementation to ellmate or reduce potential negatrve envuonmental and social mpacts Where 
resettlement is mvolved, this must Include a resettlement plan that is prepared m accordance wth World 
Bank Group guidelmes All nutigatmg measures should be evaluated wth regard to theu cost, duration, 
nnplementatson, orgamahon, mststutsonal development and t r a u g  requrements, and reliability under local 
conltions 

The Fund Admmstrator should ensure that the envuonmental mpact nutigation plan mcludes 
Measures to m z e  adverse envuonmental mpact 
Identification of responsibility for measures 

+ Tlmetables for unplementation 
Cost est~mates for plan (to be mcluded m project costs) 
Arrangements for monltomg both the plan and the actual envuonmental unpact 

L13 lmplementatron Plan 

The Fund Adnunstrator would request the sponsor(s) to set out the program for financial closure and 
construction of the project 

L14 Frnancral Closure 

The Fund A h s t r a t o r  would request the sponsor(s) to set out a tunetable for financial closure, addressing such 
issues as 

Establishment of Investment Enterpnse 
- - 

Further mvestigatrons requred 
Preparation of the envlronmental and social soundness assessment, nuhgation plan and monltonng plan 
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Indicative fmancmg plan (see below) 
Application for, and ob t amg  of, all necessary consents and approvals 

b Negotiation of all agreements and contracts 

L15 Project Constructron 

The Fund A b s t r a t o r  would request the sponsor(s) to present PERT and summary bar charts clearly mhcatmg 
the followmg types of actlvlty 

Engmeenng 
t Manufacturing 
b Transportation 

Construction of site offices, workshops 
b Civil work 
+ Facditylplant erection 
b comrmsslontng 

Performance tnals 
Rellabllity run 

b Commerclal operation 

The Fund A h s t r a t o r  should identlfjr key dates for events such as 
c Award of construct~on contract 
b Start of detailed desigrddrawmgs 
c Detailed site mvestlgation/report 
t Start of civil works/mobilization 

Completlon of all desigddrawmgs 
* Completion of civil works 

Arnval on slte of major plant items 
Completlon of plant erection 
Commerclal operatlon 

L16 Operation and Malntenance Arrangements 

The Fund A h s t r a t o r  should revlew 
Name of operatlon and mamtenance (O&M) contractor 
Qualifications of O&M contractor and its principal staff 

* References 
O&M contract 
Operations staffing 

c Malntenance staffing 
Spares policy 
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I 
L17 Purchase Arrangements 

The Fund Adrrrrmstrator should review 
Purchase contract 
Basis for projectmg mdces used for pnce mdexation 

L18 Insurance 

The Fund Admmstrator should requre an assessment of nsks not covered by Insurance and a schedule of 
mtended msurance policles shoullng for each 

Whether held by Investment Enterprise or a contractor/suppher (if contractor/supplier, - who holds the policy) 
7 1 - 1  v alue of mtended msurance cover 

I 
c Est~mated cost of msurance cover 

Basis 

L19 F~nanc~ng Plan 

The sponsor(s) mQcative fmancmg plan should mclude, znter aha 
An equty mobiliza~on plan 
Fmanclal statementslannual reports 
Indicative terms of debt fmancmg detadmg assumptions concemg 
- llkely sources, e g , export credts, bank loans, etc 
- mterest rates 
- comrmtrnent fees 
- mtended use of Power Development Fund debt 
- schedules descnbmg antcipated drawdowns for each type of fmance 
- arrangements to mobilize standby fmancmg 

In addtion to f m m g  up the mdcative fmancmg plan above, the Investment Enterpnse should provlde 
information regardmg the following 

I 
Schedule of equlty mvestors 
Schedule of sources of other finance (split if several fiom the same source) showmg for each I 
- currency 
- drawdown schedule 
- mterest rates 
- comrmtrnent fees 
- semonty 
- letters of comrmtment 
- evldence of the hancial capac~ty of the mstitutron(s), m cases where the Fund Admuustrator has doubt 

about the sponsor's ability to provide the funds m question 

I 
- escrow arrangements for servicmg debt I 
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The Fund A h s t r a t o r  should revlew and analyze the followmg 
Financial model of Investment Enterpnse (audted) 

b Schedule of accountmg policies to be followed 
Dividend policy 
Analysis of tax c~rcumstances for the Investment Enterpse and sponsor(s) (e g , if Investment Enterpnse 
tax relief would be utillzed outside the Investment Enterpnse) 
Fmanc~al projechons (profit and loss account, balance sheet, sources and application of funds) for each year 
of the project's llfe 

In order to detemme the abhty of the project to generate benefits to the overall economy, the Fund A h s t r a t o r  
shall calculate the econormc mternal rate of return of the project by 

Adjustmg fmancial values of project mputs that are "traded" goods 
Ad~ustmg financial value of project inputs that are "non-traded" goods by applylng the Standard Conversion 
Factor for Nepal 

b Adjustmg the fmancial value of any "sunk costs" 
Adjustmg the fmancial value of project outputs 
Calculating economc cash flows 

L22 Rlsk Analys~s/Evaluat~on of Secur~ty Package 

The Fund A h s t r a t o r  shall analyze 
Matenal nsks to the performance of the project The Fund A h s t r a t o r  may find it useful to solicit the 
sponsor's views on t h s  subject 
Agreements whch mclude, but are not llrmted to, the secunty package 

The secunty package's agreements to be reviewed would consist of 
The Project (Implementation) Agreement, d e f m g  the relationshp between HMGN and the Investment 
Enterpnse 
The Power Purchase Agreement, whch defines revenue generabon 

b The Investment Enterpnse's construction contract wth ~ t s  main contractor 
Where relevant, the Investment Enterpnse's operation and mamtenance (O&M) contract wth  the O&M 
contractor 
Loan agreements and other financing documents (mcludmg msurance policies) 

The Fund A h s t r a t o r  should work through each of the key nsks Identified d u ~ g  the course of the loan 
assessment and assess theu potenha1 unpact on the project l k s  evaluation should be undertaken m three steps 

Establishment of the unpact of major adverse outcomes under the Project (Implementation) Agreement and 
Power Purchase Agreement 
Identification of the contractual relief remehes available under the other contracts compnsmg the secunty 
package 
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I 
Assessment of the quanhtative net fmanc~al Impact on the project of key nsks, to the extent that the Project 
(Implementahon) AgrmentPower Purchase Agreement exposure a not matched by other contractual reliefs 
and remecbes 

I 
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